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    Book Presentation

    How Toyota Became #1 by David Magee


    Book Abstract


    MAIN IDEA


    In just 25 years, Toyota has gone from being a little known Japanese start-up to the world’s largest auto manufacturer. In the process of achieving this impressive feat, Toyota has leapfrogged longtime giants General Motors and Ford who have been competing for the global number one and number two spots aggressively for more than 70 years.


    The popular wisdom has always been this meteoric rise is the direct result of Toyota’s mastery of lean production but it turns out this is only a small part of the story. A much larger factor in Toyota’s ongoing success in the marketplace is the impact of its deep-seated and unique corporate culture. Toyota’s corporate culture encapsulates the company’s unique approach to business and is the true driving force behind the company’s competitive advantage in the marketplace


    “I was surprised at what I found as I interviewed key managers at Toyota. Despite the company’s incredibly successful, even meteoric rise, it was nearly impossible to get anyone inside the company to talk about the numbers. The reason, I learned, was that the criteria and qualities leading to Toyota’s rise to the top had little to do with sales results or profit margins. Numbers are simply by-products of daily work, and not the key to competitive greatness. The story lines of most importance in revealing the real nature of an organization lie far beneath the numbers. More than an automaker or manufacturing company, Toyota is a professional lifestyle – a proven and time-tested way of progression, improvement, ambition and betterment. The company’s business mantra is not so much about quarterly earnings and net profit as it is about striving each day to develop people. It is not so much a business plan as a philosophy.”


    – David Magee
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    About the Author


    DAVID MAGEE is a columnist and the author of eight books including Turnaround and The John Deere Way. He is the founder and president of Jefferson Press and the co-owner of Point Rock Books, an independent bookstore. Mr. Magee is a graduate of the University of Mississippi and was named one of Mississippi’s top business leaders under the age of 40 in 1998. His work has been featured in dozens of national and international publications including the Wall Street Journal, The New York Times, the Boston Globe, the Orlando Sentinel and Kiplinger’s Personal Finance. Mr. Magee has been a guest on Bloomberg TV, the Discovery Channel, the BBC and Mississippi Public Television.


    Mr. Magee’s Web site is at www.david-magee.com.


    Important Note About This Ebook


    This is a summary and not a critique or a review of the book. It does not offer judgment or opinion on the content of the book. This summary may not be organized chapter-wise but is an overview of the main ideas, viewpoints and arguments from the book as a whole. This means that the organization of this summary is not a representation of the book.


    Summary of How Toyota Became #1 (David Magee)


    1. A Brief Corporate History of Toyota (…Thus Far)


    
      	Toyota Motor Company Ltd. was registered as a Japanese corporation in 1937. The company’s founder was Kiichiro Toyoda who had no experience in automobile design or manufacture. Toyota produced its first prototype in 1935 and the AA went into production in 1936.


      	Kiichiro Toyoda funded his new corporation by selling the Toyoda Automatic Loom Works, a highly successful machine making company established by his father Sakichi Toyoda who died in 1930. The sale gave Kiichiro Toyoda one million yen – the equivalent of about $20 million in today’s currency.


      	When Kiichiro Toyoda set up Toyota in 1935, he established his father Sakichi Toyoda’s business principles as the operating principles for his new company. These five principles were:

        
          	Be contributive to the development and welfare of the country by working together, regardless of position, in faithfully fulfilling your duties.


          	Be ahead of the times through endless creativity, inquisitiveness, and pursuit of improvement.


          	Be practical and avoid frivolity.


          	Be kind and generous; strive to create a warm, homelike atmosphere.


          	Be reverent, and show gratitude for things great and small in thought and deed.

        

      


      	During the company’s first seven years in business, Toyota sold only about 1,500 cars. It did, however, have more success selling trucks.


      	Toyota’s operations grew when the Japanese government mandated all automakers had to be majority-owned and controlled by Japanese citizens. This effectively ended the importation of U.S. vehicles into Japan.


      	With the outbreak of World War II, Toyota was required to focus all its efforts on military production.


      	After the war ended, the United States government allowed Toyota to begin making vehicles again in occupied Japan. Toyota released the Toyopet – its first affordable car for the masses – in 1947. Toyota sold more than 100,000 Toyopets in its first year of production.


      	In 1950, Toyota struggled because a severe recession hit Japan. The company was forced to lay off employees and it recorded a financial loss. Impressively, this would be the only year Toyota would lose money as the company has never recorded a financial loss since then.


      	In the late-1950s, Toyota sent three employees to the United States on a “go and see” mission. They returned enthusiastic and a small dealership was set up in Southern California. Imported Toyopet Crowns were sold through that dealership along with a couple of truck models. In 1957, the first year Toyota sold vehicles in the United States, only 300 were sold.


      	In the 1950s and 1960s, the Big Three (General Motors, Ford and Chrysler) produced more than 90 percent of all the vehicles sold in the United States.


      	Toyota’s sales were dismal until the company started designing and producing cars specifically for the U.S. market. The 1965 Corona was the first of these U.S. specific models and it started to sell well.


      	In 1976, Toyota became the first nondomestic automaker to sell more than 100,000 units in a single year.


      	In 1984, Toyota sold 800,000 vehicles in the United States, but none were produced domestically.


      	In 1986, Toyota opened its first U.S. factory in Georgetown, Kentucky. That same year, Toyota sold one million vehicles, earning a 10 percent share of the domestic market. Most of the vehicles sold were imports.


      	Toyota launched its Lexus brand in the United States in late 1989 with two models. Within two years, Lexus sold 70,000 units. By 2007, more than 300,000 Lexus branded vehicles would be sold each year making it the fourth largest brand in the world in terms of sales volume.


      	By 2005, Toyota has opened plants in San Antonio, Texas, and Princeton, Indiana. More than 1.5 million Toyota vehicles were manufactured and sold in the United States.


      	In 2007, Toyota recorded almost $200 billion in sales with an operating margin of more than 9 percent – triple the industry average. Toyota now has the production capacity to manufacture about two million vehicles per year at its four U.S. manufacturing facilities, with the newest being a green fields manufacturing facility built in Tupelo, Mississippi.


      	Toyota becomes the world’s largest automaker by designing, producing and selling almost ten million vehicles around the globe in 2007.

        “By 2007, few companies in the world were more talked about in business and media circles than Toyota. The company made headlines earlier that year when it announced an annual production and sales objective which, if met, would make the company the largest carmaker in the world. Attempting a double-jump leapfrog past longtime global giants Ford (the perennial number two) and General Motors (the world’s perennial number one), Toyota’s rise to the top turned heads from Detroit to Denver to Dubai. Sales dominance, however, was only part of the story. Toyota proved to industry insiders some time ago that it had the power to rewrite the rules of the industry. For example, followers of the auto industry had long believed that, because of its economically sensitive nature, it was a cyclical business. A fifteen-year sales chart for Toyota reveals a very different picture. Despite what was happening in the economy, Toyota’s net earnings appeared to be quite consistent. Nothing about Toyota’s results were cyclical. Dig deeper into Toyota’s growth and one finds steady growth, much-better-than-industry-average shareholder returns, off-the-charts consumer loyalty ratings, and some of the happiest employees in the world. It’s no wonder, then, that the company has captured the attention of some of Harvard’s top business school professors as well as some of the best-selling business authors in the world.”


        – David Magee


        “We don’t want to be the biggest, just the best.”


        – Jim Press, former president, Toyota Motor North America


        “Why should you watch the stock price? It leads to bad decisions.”


        – Jim Press, former president, Toyota Motor North America

      

    


    2. The Toyota Corporate Culture


    1. Focus always on the long-term


    Many companies are obsessed about their next quarter numbers. Toyota generally looks twenty-five years ahead when decisions are being made.


    Favor long-term strategies over short-term fixes


    Most Western companies have managers who are paid bonuses linked to increased stock prices quarterly or annual profits. Therefore, it’s unsurprising these managers do whatever they can to cash in on the latest fad or consumer trend. There is almost an unwritten expectation that at the first hint of trouble, executives will bail out with their bonuses and hand the problems to the next guy who will then be left holding the bag and sorting out the problems which arise.


    Toyota executives, by contrast, consistently maintain a long-term outlook on their business. They feel less pressure to do what is expedient and instead do those things which will work out best over the long haul. To take some examples:


    
      	For many years, Ford and General Motors have driven their volumes by selling heavily-discounted products into unprofitable fleet sales. Toyota has consistently refused to do this and instead lets its products stand on the strength of genuine consumer demand. As a result, the Camry is today’s number one seller while many of the models Ford and GM supported with unprofitable fleet sales no longer exist.


      	In the mid-1990s, Ford and GM were generating huge profits because of the sports utility vehicle (SUV) sales boom. Toyota refused to go along and instead invested heavily in developing a new and more fuel efficient vehicle for the 21st-century. This project, codenamed “Global 21”, set goals to develop an environmentally friendly small sedan which was spacious, affordable and highly fuel efficient. The Global 21 project led to the development of the Toyota Prius hybrid sedan which was launched in Japan in 1997 and in the United States in 1999. By 2007, Toyota was selling more than 430,000 Prius sedans while sales of large SUVs at Ford and GM has fallen dramatically in the face of spiraling fuel costs.


      	Toyota has always operated a “pull” system of production -where it makes whatever customers want to buy. This is in sharp contrast to the “push” system operated by other automakers where the company decides how many units of each model it will make and then expects its marketers to sell whatever is available. Toyota’s system has yielded profitability and consistent growth since 1951 whereas GM and Ford regularly alternate between highly profitable and then highly unprofitable sales cycles.

        “Our foundation is stability. Our stability comes from a long-term approach.”


        – Gary Convis, senior executive adviser for Toyota


        “Our goal isn’t to sell more cars. Our goal is to give our customers more quality. If we do a good job, our sales will go up, but our goal is not higher sales and profits. We strive to give them peace of mind.”


        – Jim Press, former president, Toyota Motor North America

      

    


    Take time to study, then implement with speed


    As part of Toyota’s emphasis on long-term results rather than short-term expediency, the company takes as much time as required to build a consensus when it makes decisions. The benefit of that approach is it then becomes easier to execute because everyone is already involved in making a decision they agree with rather than having orders passed down from on high.


    Toyota managers believe nothing beats hands-on learning. The company has had a strong “go-and-see-for-yourself” ethos right throughout its entire history. A good illustration of this principle in action was Toyota’s approach when it decided it was time to start manufacturing vehicles in the United States. Rather than setting up its own operation immediately, Toyota instead entered into a joint venture with General Motors. Together, the two companies formed New United Motor Manufacturing, Inc. (NUMMI) with the objective of taking a shuttered GM plant in Freemont, California and installing the Toyota Production System. Toyota invested $100 million in the project as well as its proprietary manufacturing expertise.


    General Motors committed a random collection of mid-level managers to NUMMI. By contrast, Toyota assigned to work at NUMMI a bevy of highest-level managers and executives, led by Tatsuro Toyoda, the brother of Toyota’s then president Shoichiro Toyoda. Toyota’s aim was to see if its production methodologies could be implemented in America and to learn the ins-and-outs of manufacturing in the United States firsthand. General Motors also saw this as a learning opportunity but the managers who worked at NUMMI were later scattered to various other regions and divisions where they were unable to apply anything that had been learned. A few piecemeal attempts were made to implement parts of the Toyota production system methodologies but not surprisingly these efforts ended up achieving little if anything for General Motors. Toyota clearly got more out of NUMMI than General Motors ever did.


    “Toyota routinely moves much quicker than its competitors, due to both its deep and thorough planning and its streamlined, bureaucracy-free implementation. The result is a product development timeline that frequently bests competitors by as much as 30 percent. That is critical time in today’s automotive marketplace, where stale products typically move slowly on showroom floors. This speed advantage, along with its consistently high quality standards, is allowing the automaker to increase the already considerable gap that exists between Toyota and its competitors.”


    – David Magee


    “When the decision is made to act, we move fast in execution because everybody is already fully bought in and in accord. We don’t move slowly if you consider the actions other companies take. We move quickly to market, but we spend three-quarters of the time planning and considering so implementation occurs rapidly.”


    – Jim Press, former president, Toyota Motor North America
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    2. Jump beyond current trends


    Toyota has an exceptional record of investing in next-generation technology ahead of the curve. Toyota looks at what customers want, not what it can make.


    Be willing to evolve as an organization


    Toyota wants to grow and therefore it plans to change and evolve as an organization. When it goes into new markets, the company is not only willing but incredibly eager to discard any practices which are counterproductive. Toyota is a company deeply rooted in tradition but at the same time comfortable with adapting whenever evolutionary change is called for.


    A good example of this was when Toyota went into NUMMI. In Japan, Toyota’s top executives were typically male, played golf, had private offices, wore suits and ties and were driven to work by chauffeurs – not unlike the approach followed by General Motors and Ford. Toyota believed its managers had to become more like teachers in order for NUMMI to succeed. They wanted the Toyota production system to become the center of attention.


    In light of this, the Toyota managers assigned to NUMMI abandoned their suits and ties and instead wore the same standard company uniform the production line employees wore. They also replaced special parking places with first-come first-served spaces. Private offices were discouraged and desks were lined up in large rooms so all employees were positioned as workplace equals. In this way, Toyota was trying to avoid elitism and autocratic leadership practices in favor of hands-on teaching opportunities in a reasonably democratic environment.


    While other automakers have adopted a “business-as-usual” mindset, Toyota has actively evolved. Golf has been abandoned. The morning calisthenic sessions, although popular and continued in Japan, were discontinued in the United States. Many other changes have occurred which have allowed Toyota to morph into a company which is much more attuned to the demands of business in the 21st-century rather than a company frozen in its tracks. As a result, Toyota is now considered very much to be an American company rather than a Japanese business entity.


    “In 2006, Toyota ranked among the top ten of Fortune magazine’s ‘America’s Most Admired Companies’. The list, which contained no other foreign-based companies, included the likes of General Electric, Starbucks, Dell, and Berkshire Hathaway, and served as proof for Toyota that adaptation in today’s global environment is of principal importance.”


    – David Magee


    “Something is wrong if workers do not look around each day, find things that are tedious or boring, and then rewrite the procedures. Even last month’s manual should be out of date.”


    – Taiichi Ohno, former Toyota executive vice president


    “We believe that human beings should have infinite possibilities to explore. In the United States and Europe most employees have job descriptions which are limiting. We have job descriptions, too, but for guidance. Employees are encouraged to go beyond them. We want to create infinite possibilities.”


    – Mitsuo Kinoshita, vice president of global human resources


    Have managers who act like they have no power


    Contrary to the rigid hierarchy which tends to exist at most large scale manufacturers, Toyota has a management system that encourages leaders to empower their own individual team members in meaningful ways. In practical terms, this means achieving things by consultation and collaboration rather than issuing an ongoing stream of management directives.


    Toyota managers are more like coaches and facilitators than they are bosses or autocrats. They manage as if they had no power- in other words, Toyota managers try to get people to do the right things because they actually want to rather than because they are following instructions. This may sound idealistic or too good to be true but Toyota does several interesting things to reinforce this ideal:


    
      	The company always favors facts over opinions, even the opinions of its senior leaders. Factual information is entirely autocratic. It doesn’t matter where the presenter of factual information is in the organizational ladder. At Toyota, facts trump personal opinions, preferences or conjecture all day every day.


      	Everyone is actively encouraged to share information all the time with other Toyota coworkers.


      	Higher-ranking employees are encouraged to serve as mentors to lower-ranking employees.


      	Toyota has a horizontal organizational structure where all employees doing the same type of work are put in a pool. This gives everyone the opportunity to work with several managers from different departments rather than just one boss. This matrix generates responsibility from the bottom up.


      	Toyota employees are routinely encouraged to share their ideas, work through other people and convince the people with formal authority that their ideas are in fact correct.


      	Most Toyota employees don’t report to a single boss but instead report to a number of managers.


      	The company’s managers typically view themselves as coordinators rather than bosses.


      	Toyota hires new employees who fit with the company’s culture rather than those with the best resumes. Orientation for new hires typically lasts about a year as they work in the factory for a few months, work in a dealership and then rotate through several different jobs. Each new hire is also formally assigned a mentor who will assist and help them settle in and become productive.

        “If employees just did what they were told to do, you would continually find defects at the end of the line. We want employees to go beyond what they are told and be creative, building quality into the processes.”


        – Mitsuo Kinoshita, Toyota executive vice president
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    3. Make quality everyone’s responsibility


    Toyota genuinely expects people at every level to think and act like quality control inspectors. Hands-on experience is considered paramount.


    Improve quality by exposing the truth


    A simple yet often overlooked truth is defects in any business process cannot reasonably be eliminated until their causes are thoroughly analyzed and identified. Toyota is famous for having a vehicle production line which can be halted immediately by anyone on the line who finds a defect. Toyota’s culture has thus embedded within it the concept the way to increase quality (whether in the factory or in the office) is to identify and then progressively eliminate the root causes.


    To reinforce this ethos, Toyota employees are encouraged to practice three core steps:


    
      	
        Speak up immediately whenever problems are recognized, no matter what.

        “Pulling the cord” whether figurative or literal is an excellent metaphor for Toyota’s quest to eliminate problems. It signals that all employees are responsible for quality and nobody can be expected to look the other way when problems arise. This coupled with the company’s employment of fact-based decision making processes, sends very strong signals about what the company values highly.

      


      	
        Ask why this has happened at least five times in order to reach the real root source of the problem.

        At Toyota, questions are considered to be gateways to the truth. In order to remove superficial levels and get at the real heart of the matter, Toyota people are encouraged to ask “why” at least five times. This is simple yet effective:


        
          	Why did that machine stop? It blew a fuse.


          	Why did a fuse blow? It was the wrong size.


          	Why was that fuse used? An engineer put it there.


          	Why did the engineer do that? It was issued to him.


          	Why? The stock bin for fuses was mislabeled.

        

      


      	
        Go to the source of the problem and see for yourself what’s happening and how it can be fixed.

        At Toyota, hearsay doesn’t carry any weight whatsoever. Instead, the mindset is to know what’s going on, you have to go there and see in person what’s happening. If you don’t do that, misdiagnosis can inflict further problems elsewhere in the process. Going to the source is a highly revered principle, and it is practiced by everyone from entry-level employees to senior-level executives.


        “We want to have control. If it is a core issue, we will start as infants, benchmark, go and see and learn, then we will try our own hands at it. This may take a few generations, but as we do it and improve, we control our own destiny.”


        – Gary Convis, senior executive adviser for Toyota


        “The world class quality


        

        

        
      

    


    

    

    

    

    

    

    

    

    

    

    4. Strive for continuous improvement


    

    

    

    
      	Just-in-time – reducing the need to maintain an inventory by having what is needed turn up precisely when it is needed and in the correct amount.


      	Jidoka – the ability to stop production lines any time a quality problem arises.

    


    

    

    

    

    
      	Look at the processes and results, not just the results.


      	See the big picture and use systems thinking.


      	Don’t worry about apportioning blame - that’s just a waste.

    


    

    

    

    

    

    
      	Toyota’s executives are expected to work longer hours than other employees and shoulder more responsibility.


      	The company’s top executives typically earn about $500,000 a year - only a fraction of what their counterparts earn at General Motors or Ford.


      	Executives are not provided with chauffeurs but are expected to drive themselves and park in first-come first-served parking lots along with other employees.


      	The company’s managers are expected to walk the manufacturing facility floors each day and be completely accessible to all other employees.

    


    

    

    

    

    

    

    5. Manage individual strengths


    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    6. Commit to authentic transformations
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