Making a Difference at Chrysler

The mostimportantlesson we have learneg
to maintain our effectiveness is to keep devel
oping customers throughout the company.
We focus onissues relevant to the company @
our industry by building credibility for our
work (not necessarily by providing the most
accurate or precise forecasts, though accu
racy is not to be shunned, but through simple,
understandable, and story-backed presenta
tions), and by maintaining our neutrality on
intracompany issues and our business per
spective on extracompany issues. As a resul
people throughout the company tend to think
of us as useful contributors to relevant projects,
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which several vehicles may be made.) Team members
from the different functions work simultaneously and
communicate frequently to assure, for instance, that
the shape of a particular body part will accommodate
adjacent components. In addition, a manufacturing
representative may suggest that a minor change in the
design of a component will facilitate more error-free
assembly, or a supplier may suggest that a change will
not only increase the reliability of a component but also
save cost. Under the old, chimney-style way of
producing vehicles, most of these suggestions would
have virtually no chance of being adopted. With
platform teams, most of them become reality. The
result is a reduction of the time it takes to bring a new
vehicle to market from about five years to less than half

that in many instances. Commensurate savings are
achieved in costs, and defects average about one per
vehicle currently.

These changes have, fortuitously, enhanced the
impact that the economics function has on
_ o _ decisionmaking at Chrysler by pushing decisionmaking
FOR THE PAST five to ten years, decisionmaking down to the lowest appropriate level. Although no
I at Chrysler has become more and more decentralsystem is perfect, the effect on the economics function
ized. This change has coincided with a fundamentahas been to increase the demand for economic analysis
reorganization of the company’s vehicle-making pro- throughout the company.
cess. The old way of bringing new vehicles to market
relied on individual functions, such as design, engi-
neering, procurement and supply, suppliers, and manu-
facturing, to perform their individual tasks. Each
function handed the results of its work to the next
function in essentially a sequential process that wa
time-consuming, costly, and prone to errors. As a
result, the quality of the vehicles brought to market was
low, with an average of more than five defects per
vehicle.

The current method, adapted from Japanese man
facturers and since imitated by others, is to assembl
representatives from each of the key functions into
platform teams. (A platform is a basic chassis from

and demand for our services remains solid.

WHAT WE DO
Forecasts

The economics function provides many services to
various parts of the corporation. We provide the usual
rray of economic forecasts and analysis for econo-
mies throughout the world, with an emphasis on the
United States. More importantly, we also have the
responsibility for forecasting sales of new vehicles for
the countries in which we do business. More than 90
sercent of Chrysler’s sales occurs in North America,
Ithough that percentage continues to drop as we
expand more rapidly overseas than domestically. As
a result, our forecasts of the North American market
are more detailed and are made more frequently
* W. V. Bussmann is Corporate Economist, Chrysler Corpora- (monthly) than are our forecasts of overseas markets
tion, Auburn Hills, ML. (twice a year or more often if needed). The short-term
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(two-year) forecasts are the starting point for the  One important reason is that we have worked very
scheduling of production at plants, and the longer-termhard over the years at playing the role of honest broker.
(five- and ten-year) forecasts form the basis of theMarket forecasts from the sales and marketing function
product and business plans. Because our forecasts ofiight be perceived as containing either a sandbag bias
the industry include a breakdown to seventeen segso that their volume targets are easier to achieve or an
ments and include estimates of the country of origin ofinflation bias that would make their share targets more
sales, we are forced to understand the details of thattainable. (These would presumably occur at differ-
market in ways similar to those who work in sales andent times, depending on which target was more binding
marketing, product planning, design, and pricing. atthetime.) Forecasts from the platform teams or from
Analvs the product planning function might be thought to
ys1s ) . .
reflect a desire to justify new product programs or
We also undertake in-depth analyses of varioushigher program spending, while forecasts from the
topics of importance, either to the industry or to finance function might be viewed merely as justifying
Chrysler. For example, in the past few years we havespending reductions. Exchange rate forecasts or
studied the affordability of new vehicles, including the forecasts of inflation from the procurement and supply
effects of changes in real incomes and the distributiorfunction would be similarly tainted.
of incomes. We also keep track of the manufacturing  Economists are human beings, of course, subject
capacity of vehicles, both in total and by type of to the same biases as other people. However, the
vehicle, as well as estimates of elasticities of demandconomics function should have no business purposein
and the determinants of residual (used-vehicle) Va|ueS$ha_ding a forecast one way or the other. If a company’s
Other economics function is perceived as allowing political
) or other influences to affect its forecasts or analyses,
Finally, we are part of a team that hedges ourihen jts effectiveness to the company is likely to be
exposure to foreign currencies; we are members of thgjiminished. This is not to say that in all discussions
Investment Strategy Group, which manages asset allogjth other employees or executives, we economists do
cations for the pension fund; and we participate in thenot make our views known. However, we take great
analysis of public policy issues, mostly regulatory and pains to make it clear that our judgments on matters that
environmental. affect the company are free from such biases.

HOW WE DO IT Communication

Economists at automobile companies are fortunate  One way of doing this is to make forecasts convinc-
in that part of their job has already been done for theming by backing them up with clear, simple stories. The
No one has to convince anyone who works for an autanost accurate forecast is worthless unless it is under-
company of the importance of or linkages of the stood and believed and thus can be acted upon. Simple,
company to the overall market for new vehicles. Thisclearly articulated, nontheoretical (i.e., lacking tech-
situation is in marked contrast to that of most compa-nical jargon) reasons or thought processes that underlie
nies for which explicit market data, i.e., data for salesa forecast are what give the forecast life and meaning
of virtually the same products from competing compa-to other executives who are not economists.
nies, are not available. For instance, what is the An implication of the need to make a forecast
market for consumer credit reports? What about theconvincing is to keep explanations nontechnical and to
market for industrial fasteners? Yes, executives in thehe point. | cannot remember the last time | uttered
fastener industry know that they sell to, say, the autossuch terms as “rational expectations,” “monetarist,”
industry, the machine tool industry, the medical equip-“Keynesian,” “general equilibrium,” “stochastic,” or
ment industry, and the industrial equipment industry.“heteroscedastic” unless prompted or for effect, usu-
But suppose some of their customers’ industries arelly with technical folks outside the company. Of
expanding and others are contracting. How are they t@ourse, even the most convincing forecasts, if wrong
estimate the effects on their own business? Economisto often, will soon cease to be convincing. But
can make a distinct and valuable contribution tocredibility is enhanced if the users of forecasts can
companies with vaguely measured customer marketsinderstand the reasoning behind them. Ideally, the fore-
through judicious use of their statistical training. This, casts become theirs in the sense that they take ownership
perhaps, is the subject of another article. of them by acting upon them from a belief that they are the

However, market forecasts of auto sales are availimost logical and useful forecasts available.
able from outside vendors, and other functions within ~ One way of keeping messages simple and under-
the company are also capable of providing forecastsstandable is to use well-executed graphs or charts,
Why is the economics function at Chrysler responsibleoften with a line or two of explanation on each to
for this task? illustrate points. The key phrase is “well-executed.”
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Charts that have too many lines or bars or that are not For example, general equilibrium models predi-
clearly labeled or titled or that have too many numberscate efficient labor markets so that the economy is
lines, or columns on them or that try to make more theralways at full employment. How should an economist
one point per chart may confuse more than clarify. Myrespond to the request for analysis of the effects of
own brilliant failures in communication have stemmed companies from another country persistently selling
more from violating the “kiss” (keep it simple, stupid) their competing goods in this country at below “cost,”
principle than from anything else. Top executives, in while at the same time restricting U.S. companies from
my experience, are easily as smart as any of us. Giveaxporting to that country? Simply saying that the other
the time and inclination, they could readily understandcountry hurts its citizens by denying them the benefits
any concept we cared to throw at them. But they haveof free trade and that employment in the United States
many other uses of their time. We do ourselves a favowill be unaffected because markets will adjust is not
by forcing our explanations and language to meet theisatisfying. Similar responses to many such questions
needs rather than unrealistically expecting them towould soon earn us the reputation of “too theoretical”
adapt to our frame of reference. or, worse, “irrelevant.”

On the other hand (ah, finally, the beloved phrase),
not pointing out those economic conclusions would be

Communication with top executives isimportantto to deny our roles as professionals. However, pointing
the success of an economics function within a com-out also that while markets adjust, they often adjust
pany. However, communication with many others slowly, so that the adjustment may impose great cost on
throughout the company is at least as important, if nomperfectly mobile workers or prematurely obsolete
more so. All members of the economics department almmovable capital remains true not only to our profes-
Chrysler have worked hard to build relationships sional training but also to the realities of business.
throughout the company. This work ranges from There are, of course, many other economic, political,
providing the appropriate data in response to oftenand negotiating-type issues with this highly charged
vague requests to offering to help with projects in and politicized example. | use it as an example only to
which it was not at first clear that we had something tojllustrate that purely theoretical economic answers to
contribute. Again, we are fortunate in not having to real-world issues are likely to be insufficient to make

convince anyone of the importance of understandingfull use of economists’ talents in many companies.
our well-defined industry or the economy at large.

Consequently, we respond to virtually every request to
discuss with or present to groups that are interested in  This last, macroeconomic, issue illustrates another
our work. Such groups range from the staffs of linedifficulty faced by many company economists. Re-
officers to town halls of entire departments; from car stricting or focusing one’s scope on macroeconomic
dealers to summer interns; from factory workers,issues is fraught with difficulty. But if the economist
through a monthly broadcast over the internal TV can demonstrate that the fortunes (sales, assets, profits)
network, to platform teams. Our interactions also of the company or part of the company have been
include many informal meetings wittd hocteams in  closely associated with particular measures of indus-
which economic counsel in needed. trial production or interest rates or retail sales (recall
One reason that we are invited to such functions ishe consumer credit reports business) or some other
that our reputation for unbiased analysis pervades théroader measures of economic activity, then the execu-
company. In addition, people generally understandtive is much more likely to believe in the relevance of
that we have a strong desire to communicate on theimacroeconomics to the company. Or suppose that the
terms and for their purposes. In addition, we try to economist can provide an estimate of the magnitude of
avoid dogmatism in the sense of avoiding the attitudeprice decrease necessary to reduce inventories to a
or the perception of having the attitude that if a particular level? In that example, it is not the econo-
particular group does not make the most economicallymist who will be asking for future meetings.
rational decision, then they are simple troglodytes. The vast majority of issues that executives at all
This last point also has public policy implications. levels of companies care about are those that have a
We are, of course, members of the economics profesdirect impact on the business. These are predomi-
sion. But we are also employees of our companiesnantly microeconomic issues dealing with prices,
Sometimes, these two roles come into conflict. Asmarkets, competition, and technology. Generally, we
economists, we are responsible for providing ourhave found that top executives are more willing to
companies with the best economic analysis and applylisten to macro discussions if they first believe that an
ing it in the most useful ways. As employees, we economist contributes to the microeconomic well be-
should try to serve the best interests of the companying of the firm.

Customer Development

Macro vs. Micro
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