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Answer ALL questions.

1. As the operations manager of a manufacturing company, recent production delays and
high defect rates have affected customer orders. You need to create a strategy to optimize
operations and improve overall performance.

Discuss FOUR (4) core processes involved in strategic management.
- {20 marks)

2. Answer the following questions based on the case titled “Chrysler in Trouble™:

a. Demonstrate ONE (1) relevant situation for each element of the SWOT analysis:
Sirengths, Weaknesses, Opportunities, and Threats.
' (20 marks)

b. llustrate TWQ (2) strategies that Chrysler has implemented at each level: corporate,

business, and functional.

. (30 marks)

¢. Interpret THREE (3) strategy implementation actions has adopted to maintain its
competitive position in the automotive industry.

(15 marks)

(Total: 65 marks)

3. A service company is experiencing decreasing profits, variable employee performance,
and increasing customer complaints. As a strategic manager, discuss THREE (3) types
of control that can help ensure the organization reaches its desired performance goals.

(15 marks)

(TOTAL: 100 MARKS)

END OF QUESTION PAPER
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Industry Four—Transportation

Barnali Chakraborty, under the direction of Vivek Gupta

“For too long, Chrysler moved too slowly to adapt to the future, designing and building cars
that were less popular, less reliable and less fuel efficient than foreign competitors.””
Barack Hussamy OBAMA

PRESIDENT 0F THE UNITED STATES, ¥ APRIL 2009
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! “More than anything the consumers are very hesitant to do business with a manufacturer in bankruptcy™
i PETER GRADY
i ExecuTive AT CHRYSLER, IN MAy 2009
I
b “This parmership (with Fiat SpA) transforms Chrysler into a vibrant new company with a wealth of strategic advantages.
i It enables us fo better serve our customers and dealers with a broader and more competitive line-up
: of environmentally friendly, fuel-efficient high-quality vehicles.”

Bob NARDELLI
CHAIRMAN AND CEQ oF ChrySLER LLC, v MAy 2009

Chrysler Files for Bankruptcy

ON ApriL 30, 2009, CHrysLER Motors LLC (CHRYsLER), the third largest automobile
manufacturer in the United States, filed for bankruptcy protection under Section 363* of
Chapter 11° of the U.S. bankruptcy code in the Manhattan Bankruptcy Court along with its
24 wholly-owned U.S. subsidiaries. As part of its bankruptcy filing, Chrysler announced that
it would establish a global strategic alliance with Fiat SpA (Fiat).® It would create a new com-
pany in which Fiat would initially have a 20% stake, which would later be increased up to
35%. The Voluntary Employees’ Benefit Association (VEBA) would have a 55% stake in it
and the U.S. Treasury Department (U.S. Treasury) an 8% stake. The Canadian and Ontario
governments would have a combined 2% stake, with the Canadian government holding 1.33%
and the Ontario government holding the remaining 0.67% stake.
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illustrate either effective or ineffective handling of a management situation. @ 2009, ICMR Center for Management
Research, This case cannot be reproduced in any form without the written permission of the copyright holders, Vivek
Gupta and JCMR Management Research. Reprint permission is solely granted by the publisher, Prentice Hatl, for the
book Strategic Management and Business Policy, 13th Edition (and the international and electronic versions of this
book) by the copyright holders, Vivek Gupta and ICMR Management Research. This case was edited for SMBP 13th
Edition. The copyright holders are solely responsible for case content. Any other publication of the case (translation,
any form of electronic or other media) or sale (any form of partnership) to another publisher will be in violation of
copyright law, unless Vivek Gupta and ICMR Management Research have granted additional written reprint permission.
Reprinted by permission,
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Chrysler was struggling to stay afloat even after receiving financial aid in the form of a fed-
eral loan of US$4 billion in January 2009, out of the requested amount of US$7 billion. However,
with declining sales, it had become increasingly difficult for Chrysler to continue with its opera-
tions. Therefore, in its Restructuring Plan for Long-Term Viability, submitted on February 17,
2009, the company asked for another US$2 billion federal loan over and above the US$7 billion
loan it had requested earlier. For Chrysler to get an additional federal loan, the U.S. government
had made it a condition that the company should establish an alliance with Fiat on or before

_ April 30, 2009. The company was also required to restructure its debt and negotiate with UAW

(United Auto Workers)® and CAW (Canadian Auto Workers)® to reduce costs. Although Chrysler
was able to reach an agreement with Fiat and had convinced UAW and CAW to reduce costs, it -
failed to get all its creditors to agree to debt restructuring. The company finally had to file for
bankruptcy protection. Commenting on the company’s bankruptcy filing, Bob Nardelli (Nardelli),
Chairman and CEQ of Chrysler, said, “Even though total agreement was not possible, I am truly
grateful for all that has been sacrificed, on the part of many of Chrysler’s stakeholdess to reach an
agreement in principle with Fiat. My number one priority has been to preserve Chrysler and the
thousands of people who depend on its success. While I am excited about the creation of the
global alliance, I am personally disappointed that today Chrysler has filed for Chapter 11. This
was not my first choice.”"® '

While some analysts were apprehensive about Chrysler’s viability, others were of the
view that Chrysler would come out of the bankruptcy soon. According to Lee Jacocca
(Iacocca), former Chairman and Chief Executive Officer (CEO) of Chrysler, “It pains me to
see my old company, which has meant so much to America, on the ropes. But Chryslér has
been in trouble before, and we got through it, and I believe they can do it again.”"!

- About Chrysler

The history of Chrysler can be traced back to the 1920s. In 1921, Walter P. Chrysler (Walter)
joined as Chairman of Maxwell Motor Corporation (Maxwell)."2 During that time, Maxwell
had high debts because of its declining sales after World War L

In 1923, the production of automobiles under the brand name of Maxwell was stopped.
In 1924, a new vehicle named Chrysler Six, which had a light, powerful, high-compression
six-cylinder engine and the first ever four-wheel hydraulic brakes, was launched in the U.S.
automobile market. The vehicle was available for US$1,565.

In 1928, the company acquired the Dodge Brothers firm and became the third largest
antomaker in the United States. The company also started the DeSoto and Plymouth divisions.
The company positioned the Plymouth brand as a low priced car, while DeSoto was introduced
in the medium price segment.

In 1934, the company introduced the Chrysler Airflow, one of the first cars to be aerody-
namically designed. However, it was not able to generate much interest among the public.
Nunetheless, the company was able to survive during the Great Depression'® because of the
strong sales generated by the entry-level Dodge and Plymouth brands.

In 1951, Chrysler developed the Firepower, the first hemispherical-head V8 engine,
which later became popular as the HEMI® engine.'* By the end of the 1950s, the company had
become famous for creating power steering, power windows, the alternator, electronic fuel
injection, and many other automotive innovations.

In the 1960s, Chrysler expanded into Europe and formed Chrysler Europe by acquiring
the UK-based Rootes Group,'> Simca, ' and Barreiros.!” In the 1970s, the company had to face
new challenges such as issues related to environmental pollution and rising gas prices. It also
started facing competition from foreign car manufacturers such as Honda Motor Company
(Honda} and Toyota Motor Corporation (Toyota).
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The oil crisis of the 1970s™® resulted in a high demand for fuel-efficient cars. American
customers started preferring small, fuel-efficient Japanese cars as compared to the U.S.-made
bigger cars. Moreover, as the performance of the Japanese cars was superior to the cars made
in the United States and their prices were competitive compared to the American cars, there
was an increase in their sales.

In the 1970s, Chrysler’s sales started declining. In 1978, the company hired Tacocca as the
Chief Operating Officer (COO) of Chrysler Corporation. In September 1979, Iacocca was pro-
moted to Chairman and CEO. Soon after, he carrjed out a revamping exercise in the company
and set up a new management team.

Tacocea initiated several cost-cutting measures including scaling down nonproductive opera-
tions, closing down plants, stopping some employee benefits, initiating temporary layoffs, and so
on. In the late 1970s, the company had a debt of approximately US$4.75 million and was in deep
financial trouble. It had to ask for financial help from the U.S. government. In 1979, U.S. President
Jimmy Carter signed a bill through which the U.S. government provided a US$1.5 billion federal
loan to Chryslex Corporation. The federal loan helped the company restruchire itself.

During the restructuring, Chrysler’s product line was substantially expanded. Iacocca em-
phasized manufacturing passenger cars, like the Dodge Caravan and Plymouth Voyager, which
received a good response from consumers. Apart from that, the company also focused on design-
ing fuel-efficient K Cars.

By the early 1980s, Chrysler had started recovering from the crisis. In 1983, seven years
ahead of schedule, the company repaid the federal loan, In 1984, the company reported a profit _
of US$2.4 billion, '

Between 1984- and 1988, Chrysler acquired many companies including Gulfstream
Aecrospace Corporation, a corporate jet manufacturer; Lamborghini, the Italian luxury car
manufacturer; Finance America; E. F. Hutton Credit Corporation; American Motors Corpora-

- tion; and so on. Through the acquisition of American Motors Corporation, the world famous
Jeep® brand came into the company fold. In 1987, the company increased its shareholding in
Mitsubishi Motors Corporation and entered into a strategic alliance with Samsung, a South
Korean electronics company.

In the late 1980s, the financial condition of Chrysler Corporation started deteriorating.
The company began taking cost-cutting measures and introduced fuel-efficient vehicles like
the Dodge Shadow and the Plymouth Sundance, In 1989, it started a US$1 billion cost-cutting
and restructuring program. On December 31, 1992, Iacocca retired as the CEO of the com-
pany. In 1996, the company shifted to its new headquarters in Auburn Hills, Michigan, in the
United States.

The Failed Merger with Daimler-Benz

In May 1998, Chrysler Corporation and Dalmler-Benz AG (Da1mlcr), a German automobxle
manufacturing company founded in 1926, agreed to combine their businesses in what they
called a “merger of equals.” On November 12, 1998, the merger process was completed.
Through a deal worth US$37 billion, the new company was named DaimlerChrysler AG
(DaimlerChrysler). Under DaimlerChrysler, Chrysler Corporation assumed its new name as
DaimlerChrysler Motors Company LLC and its U.S. operations started being referred to as
the Chrysler Group. The merger resulted in the world’s third'® largest automobile company
in terms of revenues, market capitalization, and earnings and the fifth®® largest in terms of
number of units produced.

To avoid a clash between the German and American management styles,. the Chrysler
Group continued to manufacture mass market passenger cars and Daimler to build its luxury
marquee Mercedes. In the third quarter of 2000-2001, the Chrysler Group reported a loss of
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US$512 miltion, which resulted in a decline of share value to US$40 in September 2000 from
US$108 in January 1999. After the merger, the market share of the Chrysler Group also fell
from 16.2% to 13.5%. After the bad performance reported by the company, its two successive
American presidents, James P. Holden and Thomas Stallkamp, were fired within a span of
19 months. Dieter Zetsche, a Daimler executive, was appointed as CEO of Chrysler and he
appointed another Daimler executive, Wolfgang Bernhard, as the Chief Operating Officer
(COO). According to the analysts, the sequence of events demoralized the employees of the
Chrysler Group, which became a division of DaimlerChrysler and did not have any representa-
tive on the DaimlerChrysler board of management.

The merged entity started facing problems mainly because of the significantly different
cultures of the two companies. While the Americans valued efficiency, empowerment, creativ-
ity, and informal relationships among the employees, the Germans followed more of a bureau-
cratic culture, Apart from cultural differences, other factors like differences in pay stroctures,
different working styles, and so0 on, also played a critical role in creating a rift between the two
companies.

For example, in Daimler, high disparities in pay package were discouraged and top man-
agement employees did not receive high incentives. In the American pay structure, however,
the top executives were paid higher salaries and incentives.

The working styles of both the companies also differed significantly. While the
Germans were used to having long meetings and submitting lengthy reports, the Americans
preferred to spend less time on discussions. While the Americans preferred experimenting by
following a irial and error method, the Germans had a comprehensive plan that they followed
exactly. - -

In early 2007, DaimlerChrysler AG engaged in talks with Cerberus Capital Management
L.P. (Cerberus)* to sell the Chrysler Group. In May 2007, it announced that it would sell an
80.1% stake of Chrysler to Cerberus for US$7.4 billion.

On May 21, 2007, Daimler announced that, as part of the deal of selling Chrysler to Cer-
berus, it would provide US$1 billion for Chrysler’s pension plan, if the pension plan would be
terminated within five years. Daimler assumed the responsibility of the pension payment as per
the agreement between Chrysler and the U.S. Pension Benefit Guaranty Corporation (PBGC). >
Commenting on Daimler’s announcement, Vince Snowbarger, Interim Director of PBGC, said,
“T commend both Daimler and Cerberos on their willingness to work with the PBGC to protect
the retirement security of Chrysler workers and retirees. Both Daimler and Cerberus have made
significant financial commitments fo strengthen Chiysler pensions. Daimler has agreed to
provide a guarantee of $1 billion to be paid into the Chrysler plans if the plans terminate within
five years.”®

In July 2007, the European Commission approved the pension deal. On August 6, 2007,
Daimler sold off the majority stake to Cerberus. Chrysler became Chrysler Motors LLC
(Chrysler) and DaimlerChrysler AG changed its name to Daimler AG. Nardelli was appointed
as Chrysler’s Chairman and CEQ. Commenting on the deal, John Snow, the Chairman of Cer-
berus, said, “We are aware that Chrysler faces significant challenges, but we are confident that
they can and will be overcome. A private investment firm like Cerberus will provide manage-

P ment with the opportunity to focus on their long-term plans rather than the pressures of short-
term earnings expectations.”>*

In fiscal 2007, Chrysler reported an 8% growth in sales in markets outside the United
States as compared to that of 2006. However, the sales in the U.S. market in 2007 declined by
3% compared to the previous year. Commenting on the strong growth in international sales,
Jim Press (Press), Vice Chairman and President of Chrysler, said, “This is a revitalized orga-
nization, moving in the right directions, with a renewed emphasis on putting the global cus-
tomer first at every step in the process—anxious to serve, proud of the value and quality of our
products. T am pleased to say that our global results are beginning to show this.”*
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Chrysler Asks For Financial Aid

In 2007, Chrysler reported a net loss of US$1.6 billion. The company’s financial problems
continued in 2008, due to declining sales. (See Exhibit 1 for Chrysler’s annual U.S. sales be-
tween 2000 and 2008.)

In October 2008, Cerberus and General Motors Corporation (GM)?° engaged in discus-
sions regarding the merger of GM and Chrysler. Under the deal, it was proposed that
GM would acquire Chrysler’s automotive operations and Cerberus would get a 49% -
stake in General Motors Acceptance Corporation (GMAC).”” However, the deal did not
materialize.

In November 2008, Nardelli announced in the media that Chrysler required US$4 billion
to run its operations until March 2009. Overall, Chrysler sought US$7 billion financial aid
from the U.S. government. On December 17, 2008, Chrysler announced that on December 19,
2008, it would close its 12 North American plants due to weak demand. In December 2008,
the sales figure of Chrysler declined by 54% as compared to the sales reported in the come-
sponding month of 2007.

On January 2, 2009, Chrysler received a US$4 billion federal loan. According to the

«  terms of the loan, Chrysler had to'submit a restructuring plan by February 17, 2009, for
achieving long-term viability of its operations. On February 17, 2009, Chrysler submitted
the restructuring plan to the U.S. Treasury and the U.S. Auto Task Force.?® (See Exhibit
2A and 2B for Chrysler’s restructuring plan,) In the plan, Chrysler made a request for an
additional federal loan. The company said that, due to the worsening demand for its cars

- and trucks, it required a total of US$9 billion including the US$4 billion it had already re-
ceived. The company wanted the loan by March 31, 2009, to continue with its operations.
Commenting on Chrysler’s request for an additional federal loan, Nardelli said, “We be-
lieve the requested working capital loan is the least-costly alternative and will help pro-
vide an important stimulus to the U.S. economy and deliver positive results for American
taxpayers.”?

EXHIBIT 1
Chrysler's Annual
.S, Sales (2000-06)

Unit sales {millions)

SOURCE: Accessed from “Chrysler Bankruptcy Deal Revealed," hitp://news.bbe.co.uk, Aprit 30, 2009,
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EXHIBIT 2A Highlights of the Three

Alternati m Viability

o
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SOURCE: “Chrysler‘Reshucruring Plan for Long-Term Viability,” http:/fwwwmedia.chrysler.com, February 17, 200?.
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On March 30, 2009, the U.S. Treasury and the U.S, Auto Task Force rejected Chrysler’s -
stand-alone Viability Plan. The U.S. Auto Task Force announced that it would provide another
US$6 billion federal loan o Chrysler. However, in order to get the additional loan, Chrysler
would have to form an alliance with Fiat by April 30, 2009. In addition, the company would
have to restructure its debt and would have to negotiate with the UAW and CAW unions to re-

" duce employee benefits and increase productivity.

In order to form an alliance with Fiat, in April 2009, Chrysler started the process of getting
approval from its 45 lending institutions to surrender the first Hen debt®® of USS$6.9 billion. It also
entered into negotiations with UAW for it to accept a 55% equity stake in the new company in
liew of Chrysler’s contribution to UAW’s retiree health care trust fund, VEBA. The negotiations
also included some adjustments to the UAW’s 2007 collective bargaining agreement.

Cn April 21, 2009, the U.S. Treasury announced that it would give Chrysler US$500 million
over and above the US$4 billion it had already given to continue its operations.

Meanwhile, on April 26, 2009, the CAW ratified an agreement it had reached with
Chrysler in early April 2009. The agreement helped Chrysler to save US$240 million in an-
nual costs. Giving details, Ken Lewenza, President of CAW, said, “Some of it comes from re-
duced compensation, some of it comes from lower legacy costs, some of it comes from
increased productivity and efficiencies in the workplace.”!

On April 28, 2009, the four largest creditor banks—JPMorgan Chase & Company,? Gold- -
man Sachs Group Tnc.,” Morgan Stanley, and the Citigroup Inc.,¥ which collectively held
70% of Chrysler’s total debt—approved the U.S. Treasury’s offer of US$2 billion given to
Chrysler’s first lien debtors. : ‘

On April 29, 2009, the UAW also ratified the agreement it had reached with Chrysler. In
the agreement, UAW agreed to have a 55% equity stake in the company after an alliance with
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Fiat, instead of Chrysler’s contribution in VEBA. UAW would also have a representative on
the board of the new company.

However, the attemnpt to gain support from all the creditors was unsuccessful. About 20
financial firms including Oppenheimer Funds and Stairway Capital, who collectively held
US$1 billion, declined to agree to the terms of the proposed debt restructuring. Analysts
opined that the creditors might be better off after bankmptcy filing and liquidation of
Chrysler’s assets. They also opined that, in case of a bankmptcy filing by Chrysler, the credi-
tors would have no cheice but to accept the US$2 billion offered by the U.S. Treasury.

The U.S. government later offered the creditors another US$250 million, which made the
total offering US$2.25 billion. However, the deal did not materialize. Criticizing the creditors,
President Barack Obama said, “A group of investment firms and hedge funds decided to hold
out for the prospect of an unjustified taxpayer-funded bailout. They were hoping that every-
body else would make sacrifices and they would have to make none. Some demanded twice
the return that other lenders were getting. I don’t stand with them.”

The Bankruptcy

On April 30, 2009, Chrysler and its 24 wholly-owned U.S. subsidiaries filed for bankruptcy.
However, Chrysler’s Mexican, Canadian, and other international operations were not part of
the bankruptey filing. The company filed the bankrupicy under Section 363 so that it would
be able to emerge from bankruptcy within 30 to 60 days. According to Obama, “It would be
a3 very quick type of bankruptcy and they could continue operating and emerge on the other
side in a much stronger position.”’

As part of the bankruptey filing, the U.S. Treasury was to give Chrysler a total of US$8
billion in additional aid including up to US$3.3 billion in debtor-in-possession (DIP)* financ-
ing and up to US$4.7 billion in exit financing.* Chrysler would have to repay the loan amount
within the next eight years. :

The financial arm of Chrysler was to be merged with GMAC, the finance arm of GM. Dur-
ing the bankruptcy period, the U.S. government was to back the warranty on Chrysler vehi-
cles. Encouraging consumers to buy Chrysler products, Obama said, “No one should be
confused about what a bankruptey process means. This is not a sign of weakness, but rather
one more step on a clearly charted path to Chrysler’s revival.”®

The new company would retain the Chrysler corporate name and would be run by a board
of nine members including six members appointed by the U.S. government and three by Fiat.
Nardelli was to resign as the CEO of Chrysler after the company emerged from bankruptey
and a new chief executive would be appointed.

As part of the bankruptey, Cerberus and Daimler were to give up their respective equity:
stakes of 80.1% and 19.9% in Chrysler. In the new company, VEBA would have a 55% stake
and Fiat a 35% stake. Of the remaining 10% equity stake in the new company, the U.S. Trea-
sury would have 8% for the US$4.5 billion loan it had provided Chrysler. The Canadian and
Ontario governments would have a combined 2% stake for the US$3.8 million provided to
Chrysler—US$1.5 billion from the Ontario government and the remaining from the Canadian
government. The creditors would receive US$2 billion for the USS$6.9 billion they had lent to
Chrysler,

On May 5, 2009, the company’s bankruptcy was approved by the Manhattan Bankruptcy
Court. Analysts welcomed Chrysler’s decision to file for Chapter 11 bankruptcy. According to
Aaron Bragman, Automotive Analyst at IHS Global Insight, “With all the major stakeholders
accounted for and in agreement, such a bankruptcy could be theoretically accomplished much
more easily than it otherwise would have been.”*!
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The Chrysler-Fiat Alliance

EXHIBIT 3
Logo of Chrysler
and Fiat

On May 5, 2009, Chrysler filed for bankruptcy. The company announced that it had reached an
agreement to establish a global strategic alliance with Fiat. (See Exhibit 3 for logos of Chrysler
and Fiat.) The company also made a reference to all its efforts to enter into partnerships with
different autornobile companies, including GM, Volkswagen, Toyota, Honda, Nissan, and
Hyundai. However, except for Fiat, no other options had been viable for it, the company said.
Thomas LaSorda, Vice Chairman of Chrysler, said, “Despite continual efforts over the course
of approximately two and a half years, no party except Fiat has emerged as a viable and willing
alliance partner for us.”*

As part of the alliance, Chrysler decided to sell all its assets to Fiat except eight factories: a
sedan plant in Sterling Heights, Michigan; a St. Louis-area pickup-truck plant; a Dodge Viper
sports car plant in Detroit; factories in St. Louis and Newark, Delaware; a metal stamping plant
in Twinsburg, Ohio; an engine plant in Kenosha, Wisconsin; and an axle plant in Detroit. Com-
menting on the decision, Max Gates, spokesperson from Chrysler, said, “While some facilities
may eventually close, none other than Newark and St. Louis South are scheduled for closure in
the near term. Virtually all of the labor associated with these facilities will be offered employ-
ment with the new company.”®

After the alliance was formed, the new company would be the world’s sixth-largest car
manufacturer. Commenting on the alliance with Fiat, Nardelli said, “Our viability for the long
terma would be enhanced even more by global strategic alliances and partnerships. The proposed
Fiat alliance provides significant benefits to Chrysler. Fiat would make available to us its entire
product portfolio and powertrain technology, worldwide distribution capabilities for vehicles
we produce today, and synergies in the areas of purchasing and engineering, among others. We
estimate the cash value of Fiat’s contribution to be between eight and ten billion dollars consid-
ering the cost to develop these vehicles, platforms, and power trains from scratch.”*

In the new company, Fiat was to initially have a 20% stake. Later, it could increase its
stake by 15% in three stages of 5% each. Fiat was to increase the first 5% stake in the new
company for providing a 40 mpg (miles per gallon) vehicle platform (i.e, assisting the new
company to manufacture a vehicle which would give a mileage of 40 mpg.) The new vehicle
would be produced in the United States. Fiat could increase its stake in the new company by
another 5% after providing Chrysler a “fuel-efficient engine family” which would be produced
in the United States and would be used in Chrysler vehicles. The third increase of a 5% stake
would be for giving Chrysler access to Fiat’s global distribution network. Fiat would not have
to pay anything for its stake in Chrysler. It thus could increase its stake to 51% by 2016, after
the new company had repaid the U.S. government’s loan. Commenting on Chrysler’s alliance

CHRYSLER

SOURCE: Tim O'Brien, “Bankrupt Chrysler U.S. Announces Alliance with Fiat,” http:/fwww.notorreport.com.an,
May 01, 2009,
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with Fiat, Obama said, “It’s a partnership that will give Chrysler a chance not only to survive,
but to thrive in a global auto industry.”*

With this alliance, Chrysler and Fiat would have access to each other’s market. Accord-
ing to Pierluigi Bellini, an automotive analyst with IHS Global Insight, “Fiat has wanted to get
back into the U.S. market for years, so this is a very good opportunity for them because it pro-
duces a quick entry.”* :

According to some analysts, the alliance between Chrysler and Fiat would not only help
both the companies to access each other’s market, but would also help to create jobs. Accord-
ing to a statement from Chrysler, the alliance would help the company to create or preserve
more than 5,000 manufacturing jobs.” See Exhibit 4 for synergies of the Chrysler-Fiat alliance
mentioned in Chrysler’s Restructuring Plan for Long-Term Viability, According to Sergionot
Marchionne (Marchionne), Fiat, along with Chrysler, would be able to produce their first
vehicle in the United States in early 2011,

EXHIBIT 4
Synergies of
Chrysler-Fiat
Allianice Mentioned
in Chrysler’s
Restructuring Plan
for Long-Term
Viability
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What Went Wrong?

According to the analysts, the major reasons for Chrysler’s present financial problems were
its poor buginess strategy, lack of innovation, and the global financial crisis. According to
David Lewis, professor at the University of Michigan’s Ross School of Business, “In recent
decades, it’s had a more turbulent time, with more ups and downs than other automakers.
Each decade, it seemed that Chrysler had a crisis.”*

Chrysler failed to bring out new vehicles that met changing customer needs ahead of the
competition. The global financial crisis*® in 2008 only resulted in further deterioration of
the company’s financial health.

Poor Business Strategy

Analysts attributed Chrysler’s financial problems to its poor business management. In the early
1970s, when fuel prices were going up and consumers in the United States started preferring
fuel-efficient vehicles, Japanese companies like Toyota and Honda began coming out with
compact and fuel-efficient cars to cater to these needs. However, Chrysler’s focus remained
more on SUVs and trucks, leaving the Asian carmakers to capitalize on this change in con-
sumer preferences.

Other analysts criticized Chrysler’s decision to merge with Daimler. According to
Tacocca, “Eaton® panicked. We were making $1 billion a quarter and had $12 billion in cash,
and while he said it was a merger of equals, he sold Chrysler to Daimler-Benz, when we should
have bought them.”"! ‘

Similar analysts also criticized Daimler’s decision to run Chrysler as a stand-alone
division. They opined that Daimler wanted to keep Chrysler separate from its luxury
Mercedes-Benz marquee. By doing this, it did not take advantage of the benefits of develop-
ing vehicles together. '

Lack of Innovation

According to analysts, Chrysler’s sluggishness in Jaunching innovative models when its
Japanese competitors kept coming out with new designs resulted in the company’s declining
sales. Japanese companies continued io offer fuel-efficient vehicles, while Chrysler contin-
ued to produce fuel-guzzling trucks.

Chrysler, which had been the innovator of automatic transmission, power steering, and
brakes, just did not live up to the consumer’s expectations. Although it came up with some in-
novative products in the early 1980s, quality-related issues dented the brand image of its cars.

After the merger with Daimier, Chrysler introduced some new models. However, those
models did not get much consumer attention. According to Jim Hall, Managing Director of
2953 Analytics of Birmingham, Michigan, “The truth is Daimler did them no favors. They ap-
proved products that previous Chrysler management wouldn’t have approved if they were
completely drunk and beaten crazy.”™

Even after Cerberus bought a majority stake in Chrysler, the company could not invest
enocugh money in research and development because of the declining sales of Chrysler’s
vehicles. The U.S. Auto Task Force also commented in March 2009 that “Chrysler’s products
have also historically underperformed in terms of quality, which remains a significant chal-
lenge. Unlike GM, which has had a number of successful recent product introductions and has
developed a new global product development process that has promise, there are few tangible
signs that Chrysler can reverse its share erosion.”
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EXHIBIT S
Chrysler 1.5, Sales in
April 2009

SOURCE: “Chrysler LLC Reports April 2009 U.S. Sales," hitp:/fwww.chryslerile.com, May I, 2009,

The Global Financial Crisis

In 2008, the tight credit situation, volatility in the stock markets, problems in the U.S. hous-
ing market, increases in unemployment, and declines in incomes started affecting consumer
spending. As a result, the U.S. car market was also badly affected. Those who wanted to pur-
chase vehicles found it difficult to get loans or found the available financing too expensive.

In 2008, the U.S. anto industry experienced its worst year since 1992. The total sales of
cars and light trucks were 13.2 million, a decline of 18% compared to 2007. The United States
was the largest market for Chrysler. As of November 2008, “73 percent of its sales were from
the U.S., 61 percent of its vehicles were produced in the country, 78 percent of its materials
were purchased in the U.S. and 62 percent of its dealers were based in the U.S.”5

As Chrysler’s market was restricted to the United States alone, the global financial crisis
which originated in the country affected its sales badly, leaving the company struggling to carry
on its business. Chrysler reported a 48% decline in vehicle sales in the United States for the
month of April 2009 as compared to the same month of 2008. In April 2009, Chrysler sold
76,682 units of vehicles in the United States. Its sales in April 2009 were also 24% less com-
pared to the sales reported in March 2009. See Exhibit 5 for Chrysler’s U.S. sales in April 2009.

The Challenges

Industry analysts were also apprehensive about whether.the small cars that the new company
was to produce would be successful in the United States. According to Dennis DesRosiers, a
Canadian Automotive Analyst, “First, Americans have to embrace smaller cars, which they
never have. Second, they have to buy Italian small cars, which they never have. Third,
Fiat/Chrysler has to find a way to make small cars profitable in North America, which no one,
including the Japanese, has been able to do.”* ,

Analysts were also worried about the rising competition in the car market. According to
them, companies like Chevrolet, Ford, Toyota, and Honda had already launched their small car
models in the United States. They were of the opinion that Fiat’s entry into the United States,
especially at the time of an economic slowdown, may not be a success. According to Eric
Heymann, Auto Analyst at Deutsche Bank AG,* “Entering the U.S. market is not easy for any-
one. Just look at how long it took the German or Japanese carmakers to be successful in the
U.S.”7 Some analysts also worried about Chrysler being jointly owned by different entities
such as the U.S. Government, Canadian Government, Ontario Government, UAW, and Fiat.
They opined that, given the failed merger of Daimler and Chrysler, it would be difficult for all
these entities to work together and repay the federal loan. According to Mirko Mikelic, port-
folio manager at Fifth Third Bank,”® “The biggest concern now is that the different stakehold-
ers will be able to make the tough decisions they need to make.”
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Although analysts were apprehensive about Chrysler’s survival after the Fiat alliance, they
were of the view that the alliance was still a better option than Chrysler trying to survive alone
as this would just not be possible. According to Bob Corker, a Republican Senator from the U.S.
state of Tennessee, “I have not seen a way that Chrysler makes it as a standalone entity. It’s re-
ally a merger of two weaker entities, though I think it’s better than Chrysler being on its own.”

On May 8, 2009, it was announced that Sergio Marchionne would be the chief of the new
company after its alliance with Fiat was completed. Analysts were concerned about whether
cultural issues would crop up after an Italian took charge of an American company. In April
2009, when asked about whether he would be the head of Chrysler after its alliance with
Fiat, Marchionne said, “It’s possible that I will have to divide my time between running Fiat
and running Chrysler. Fundamentally, that’s possible, but the title isn’t important. What’s '
important is that they hear me at Chrysler.! Analysts also wondered whether Marchionne
could successfully run the new company or not. According to Karl Brauer, Editor In Chief of
Edmunds.com,® “No matter how capable a businessman you are, taking on another car com-
pany that’s been losing money for years and at the same time taking a bigger stake in an indus-
try that’s in freefall and has an uncertain future is a huge gamble.”® Citing the poor performance
of Chrysler, analysts expressed concern about the company’s viability in the future. According
to Capstone Advisory Group (Capstone),5* Chrysler, which had lost US$16.8 billion in 2008,
was expected to lose US$4.7 billion in 2009. Jeremy Anwyl, the Chief Executive of Edmunds.
com, said, “The challenge is going to be for Chrysler to communicate some sort of a compelling
reason to buy their products. What’s the reason to consciously pick a Chrysler, Jeep, or Dodcre
over a competitive vehicle with all of this stuff (bankruptcy) going on?"%

However, Chrysler was optimistic about its fature. Press said, “The industry appears to
have stabilized, as it's been fairly level for the past four months. We know where the bottom is
and, as the economy struggles to recover, vehicle sales should follow.% On May 7, 2009,
Chrysler started a global corporate advertising campaign to restore confidence in the company
among consumers. The campaign created by BBDO Detroit had TV ads with the tagline, “We’re
building a better car company . . . come see what we’re building for yow.” The print ad had
already started appearing in newspapers from May 3, 2009, under the headline, “We’re build-
ing a better car company.” From May 11, 2009, the ad was shown on network primetime tele-
vision. The first 30-second spat, called “Bright Future,” showed the strength of Chrysler and
how it was restructuring itself and had finalized its alliance with Fiat. The second 30-second
spot, called “Open Road,” showed its products and their features.

Commenting on the advertisement campaign, Steve Landry, Chief of Chrysler Sales and
Maiketing, said, “We want to establish a level of trust and confidence that customers can still
buy cars and trucks from us and it is business as usual. We are working to exit bankruptcy as
fast as we can.”® He added, “When we asked consumers what they wanted to know about
Chrysler, they told us to tell them about our products, tell them why they should buy our ve-
hicles, and give them a reason why they should be confident in the future of this company. We
believe this campaign delivers on all of those objectives,”®®
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crisis was triggered when sub-prime mortgages were offered
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