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“It’s no surprise that Schrempp is running the show. What is surprising is the way in which he is putting the two
organizations together: forcing head-on confrontations, with the survivors left to run the company.”

- Time, May 24, 1999, commenting on Daimler-Chrysler CEO, Jurgen Schrempp’s style of management.

Daimler-Benz and Chrysler Corporation, two of the world’s leading car manufactures, agreed to combine their
business in what they claimed to be a “merger of equals.” The DaimlerChrysler (DCX) merger took approximately one
year to finalize. DCX generated revenues of $155.3 billion and sold 4 million cars and trucks in 1998. Schrempp and
Eaton jointly led the merged entity, as co-chairmen and co-CEQOs. DCX sources were confident that the new company
was well poised to exploit the growth opportunities offered by the global automotive market in terms of geographical
and product segment coverage.

In order to make the merger a success, one of the most significant issues is the organizational culture. A cultural
clash would be a major hurdle to the realization of the synergies identified before the merger. To minimize this clash of
cultures, Schrempp decided to allow both groups to maintain their existing cultures. The former Chrysler group was
given autonomy to manufacture mass-market cars and trucks, while the Germans continued to build luxury Mercedes.
When Chrysler performed badly in 2000, its American president, James P Holden, was replaced with Dieter Zetsche
from Germany. A few senior Chrysler executives had already left and more German executives were joining Chrysler
at senior positions.

Daimler-Benz was characterized by methodical decision-making while Chrysler encourages creativity. Chrysler
valued efficiency, empowerment, and fairly egalitarian relations among staff; whereas Daimler-Benz seemed to value
respect for authority, bureaucratic precision, and centralized decision-making. The cultural differences soon became
manifest in the daily activities of the company. For example, Chrysler executives quickly became frustrated with the
attention Daimler-Benz executives gave to trivial matters, such as the shape of a pamphlet sent to employees.
Daimler-Benz executives were equally confused when Eaton showed his emotions with tears in a speech to other
executives. Chrysler was one of the leanest car companies in the world; while Daimler-Benz had long represented the
German industrial might (its Mercedes cars were arguably the best example of German quality and engineering).

Germans disliked huge pay disparities and were unlikely to accept any steep revision of top management salaries.
But American CEQOs were rewarded handsomely: Eaton earned a total compensation of $10.9 million in 1997.
Complications would arise if an American manager posted at Stuttgart ended up reporting to a German manager who
was earning half his salary. Chrysler could cut pay only at the risk of losing its talented managers. Schrempp mooted
the idea of overcoming the problem through a low basic salary and high performance-based bonus, unlike anything
seen in Europe. Base pay would be lower than what Germans were used to, but the pay structure would have more
variable such as stock options (an American feature). German and Americans work differently. The Germans were
used to lengthy reports and extended discussions. On the other hand, the Americans performed little paperwork and
liked to keep their meetings short. Americans favored fast-paced trial-and-error experimentation, whereas Germans
drew up detailed plans and implemented them precisely. In general, the Germans perceived the Americans as “chaotic”
while the Americans felt that the Germans were stubborn “militarists.”

In 2000, there was a management exodus at Chrysler headquarters in Detroit: two successive Chrysler presidents,
James Holden and Thomas Stallkamp, both American, were fired. Holden was fired after seven months in the position.
Stallkamp replaced Holden and was forced to resign after 12 months as a CEO. The employees were expecting big
layoffs, and were worried that the company would be sold out. In fact Chrysler was reduced to a mere operating
division of DCX. The Daimler-Benz management presence permeated every important function at Chrysler USA.
There was no Chrysler presence on the DCX supervisory board or the board of management. By the end of 2000, there
were only 128,000 Chrysler employees still working in the US operations, all anxious and demoralized.

Daimler-Benz attempted to run Chrysler USA operations in the same way as it would run its German operations.
In September 2001, Business Week wrote, “The merger has so far fallen disastrously short of the goal. Distrust
between Auburn Hills and Stuttart has made cooperation on even the simplest of matters difficult. Coming to terms
with issues like which parts Mercedes-Benz would share with Chrysler was almost impossible. The Germans and the
Americans had been out of sync from the start. The two proud management teams resisted working together, were wary
of change and weren’t willing to compromise. Daimler-Chrysler have combined nothing beyond some administrative
departments, such as finance and public relations.”

Questions (F 11 # ¢ 2 A F2 + ¥ » & 3 25 4):
1. Mergers and acqmsmons take place to realize the synergies between the two or more companies. Why do you
think the Daimler-Chrysler merger failed to realize the synergies that were expected from the merger?(25%)

2. Across-cultural merger has failed because proper attention was not given to the difference in cultures between the
two companies. What issues should be addressed to make cross-cultural merger a success?(25%)
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