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Executive Summary

In 1937, Kiirchiro Toyoda founded Toyota Motor Corporation (TMC) as a byproduct of Toyota
Industries, a Japanese machine-making company that belonged to his father, Sakichi Toyoda. The
automotive company is headquartered in Toyota, Aichi Japan, and has seen multinational success since its
inception. The corporation surpassed Volkswagen as the top U.S. import brand in 1975. Then, in 1982,
Toyota Motor Co., Ltd. and Toyota Motor Sales Co., Ltd. were merged into the new Toyota Motor
Corporation, which now includes Toyota (with the Scion brand), Lexus, Daihatsu, Hino Motors and other
businesses. As of 2008, Toyota Motor Corporation overtook General Motors and became the largest
automobile manufacturer in the world. With 320,590 employees, the company maintained this rank in
2010 and is fighting to hold on to it in the future (Dawson, 2004; Hoover’s Company Records, 2011;
Datamonitor, 2011; “Along the Road with Toyota,” 2010, pp. 28-29; “Toyota Motor: 2009 Company
Profile,” 2009, p. 14).

Key findings in this analysis of Toyota Motor Corporation show that the company is positioned
for success in the future of the automotive industry. Despite a string of recent vehicle recalls, Toyota has
maintained a reputation for quality and reliability. While Toyota faces greater competition now than ever
before and must recover from losses caused by natural disaster, the company has retained financial
stability, more consistent market share and higher annual revenue than current threats Volkswagen and
General Motors. Toyota continues to satisfy consumers with better quality for a lower price, and looks to
expand in current and new markets through continued value and productivity, as well as commitment to
research and design and innovation in environmental technologies.

The researchers conclude that although Toyota will face short term competition for the top spot,
the company’s reputation will lead it to hold market share and see continued success in the long term; the
researchers recommend investing in the company’s stock.

Current Situation and Recent Trends
In 2011, Toyota has met social and economic challenges with business expansion and

considerably strong financial performance, while facing new competition.
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The Businesses of Toyota

Toyota Motor Corporation operates in two divisions: automotive and non-automotive. The
automotive business produces passenger cars (such as the Corolla and Camry), SUVs (such as the RAV4
and 4Runner), LT trucks (such as the FJ Cruiser and Tacoma), LCV trucks (such as the Tundra) and,
under Hino Motors, Ltd., commercial vehicles, including straight-job trucks — moving/delivery trucks —
and buses. The non-automotive business includes sectors in housing, financial services, the e-Toyota
business, marine craft and engines, biotechnology and afforestation, and new business enterprises (United
States Securities and Exchange Committee, 2011; Datamonitor, 2011; Hoover’s Company Records, 2011;
“Non-automotive business,” 2011).

In the housing market, Toyota brings its innovation to the drawing board with a “skeleton and
infill” building design. The company has developed three models to provide long-lasting structure and
accommodate spacious living and flexibility. Houses are built using state-of-the-art technology and rigid
steel frames with earthquake resistance (United States Securities and Exchange Committee, 2011;
Datamonitor, 2011; Hoover’s Company Records, 2011; “Non-automotive business,” 2011).

Toyota Financial Services (TFS) primarily deals with vehicle purchases and leases, and the e-
Toyota Business focuses on enhancing customer value through the integration of IT services and
automobile functionality. One feature in development is an automobile portal site providing exclusive
access to a three-dimensional virtual city. Further advancements in telematics include an information
service for onboard terminals known as the G-BOOK and G-Link, already released in China (United
States Securities and Exchange Committee, 2011; Datamonitor, 2011; Hoover’s Company Records, 2011;
“Non-automotive business,” 2011).

In the marine world, Toyota is using its automobile technology to design pleasure craft and
marine engines that are environmentally clean and safe, reliable and fuel efficienct. The biotechnology
and afforestation sector focuses on chemical, agricultural and medical developments, as with deodorizers,
cosmetics, pharmaceuticals and genetic engineering. In light of the exponential population growth and

increased urbanization and industrialization, Toyota mainly emphasizes agricultural improvement in
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rooftop farms, parks and forests. The new business focus is on energy and high-tech fields adaptable to
changing environmental and societal needs (United States Securities and Exchange Committee, 2011;
Datamonitor, 2011; Hoover’s Company Records, 2011; “Non-automotive business,” 2011).

Current Financial Situation and Key Competitors

Toyota Motor Corporation currently stands at number eight on the Global 500 list of largest
companies. An analysis of its unit sales as of 2010 is divided into separate regions, with Asia coming in
first at 43% of total unit sales, followed by North America at 29%, then various other regions at 16%, and
finally Europe at 12% (Hoover’s Company Records, 2011).

In terms of market share, Toyota has been very consistent. In 1998 its market share was 11.07%
and in 2010 it was 12.43%. Between those years there was little fluctuation; in fact, between 2001 and
2008, Toyota had a consistent gain each year (Exhibit 3). Market share reached its peak at 14.73% in
2008, and then dropped back down to 12.87% in 2009 (Exhibit 3), which may have been the result of a
major recall that occurred during the year (“World Ranking of Manufacturers,” 1998-2010).

Leading business analysts and consultancies identify Ford Motor, General Motors, Honda and
Volkswagen among Toyota’s top competitors in 2011 (Hoover’s Company Records, 2011; Reed, 2011, p.
1). From Toyota’s perspective, key competitors include General Motors, Ford, Chrysler, Honda and
Nissan in North America — with Hyundai showing significant growth — and Volkswagen, Opel,
Renault, Ford and Peugeot in Europe (United States Securities and Exchange Commission, 2011, pp. 20-
21).

A comparison of each top competitor’s market share to that of Toyota identifies Volkswagen as
Toyota’s current biggest threat, with market share of 12.18% (Exhibit 12) (“World Ranking of
Manufacturers,” 1998-2010). General Motors is also on the upswing and could possibly overtake Toyota
in 2011. “General Motors, which lost their sales crown to Toyota in 2008, is benefitting from higher sales
both in the US and in emerging markets, and may have taken market share from Toyota due to supply
shortages” (Levy, 2011, p. 4). Also, “...in the first quarter of 2011, GM outsold Toyota globally by a

wide margin — 2.2 million units versus 1.8 million vehicles.... Volkswagen also beat Toyota, with sales
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of 2.0 million vehicles” (Levy, 2011, p. 4). While Toyota has reigned supreme among the competition for
nearly 12 years, it may begin to fall behind competitors such as Volkswagen and GM in short-term sales,
yet maintain long-term consistency and hold market share in the future (Exhibits 1-16).

Between 2007 and 2010, Toyota had significantly higher total revenue than each of its
competitors. During that time, its total revenue peaked at $204 billion in 2008 (Exhibit 13), the same year
its market share soared. Between 2007 and 2010 Toyota’s profitability has declined from 6.52% in 2007,
to 1.10% in 2010. Its profitability in 2010 was much lower than that of all its competitors; Volkswagen
came in at the top with 5.39% profitability. Although Volkswagen has a higher profitability rate, 2010 is
the first year since 2007 that the company surpassed Toyota. The company’s other top competitor,
General Motors, performed poorly in 2007 with a profitability rate of -21.28%, and in 2008 with a
profitability rate of -20.77%. Those years led the company to file for chapter 11 bankruptcy in 2009; as a
result of the government bailout that year, GM had a significantly large restructuring charge on its income
statement, which allowed it to achieve a 100.23% profitability rate. In 2010, GM bounced back with a
profitability rate of 4.55%, 3.45% higher than Toyota’s profitability that year. Because GM and
Volkswagen have either outperformed or begun to catch up with Toyota on multiple financial levels,
including lower annual debt (Exhibit 15), it seems as though Toyota may be overtaken in the global ranks
by one, if not both, of these companies in the near future, while maintaining consistent numbers
predicting long-term success (“IW 1000,” 2007-2010; Company Overview 2007-2010).

SWOT Analysis

In light of the current situation facing Toyota Motor Corporation and the automotive industry, an

analysis of the company’s strengths, weaknesses, opportunities and threats sheds light on the favorable

conditions and issues that will predict its future in the market.
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STRENGTHS WEAKNESSES

Better quality, lower price
Product defects
Innovator in R&D
Diminished brand reputation
Superior production system

PR damages
Leader in environmental technologies
OPPORTUNITIES THREATS
Improved vehicle demand Competition (VW and GM)
Increased sales in Asian market Supply-chain problems due to natural disaster
Cooperative partnerships Strong yen against the dollar and euro
Tax breaks for hybrid vehicles Future cost of “going green”

Strengths

For years, Toyota has found success in its implementation of a winning marketing mix strategy
— providing better quality products and services to customers at lower, more affordable prices than the
competition. Several factors compose this multi-prong approach: new product and technology
development to serve the mass market, unique production and management tactics, widespread
distribution to consumers, continued application of penetration pricing, and strong promotion through
sales and advertising (Ali, 2008, pp. 1-6).

A strong brand image and a reputation for value have allowed Toyota to attract and maintain a
loyal customer base. The company prides itself on technological advancement and product innovation,
and has established 11 principal centers for research and design — among others in development —
across the globe in the United States, Japan, Europe and Asia Pacific. Among the activities carried out at
these establishments, the oldest of which — the Head Office Toyota Technical Center in Japan — was
founded in 1954, are new technology research for vehicles and engines, vehicle testing and evaluation at
high speeds and under cold conditions, prototype development, and product planning and design. The

company has also begun delving into concept cars, including the FT-86 II (United States Securities and
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Exchange Commission, 2011, pp. 43-44; Datamonitor, 2011, pp. 5-6, “R&D Center,” 2011; “FT-86 II
Concept,” 2011).

According to Michael A. Cusumano, Sloan Management Review Distinguished Professor at the
MIT Sloan School of Management, Toyota has benefited from its strong “just-in-time” production system
of lean management, revolutionizing the idea of mass production with its precise attention to detail. “In
the past, Toyota has exhibited a significant advantage over its mass-producer competitors in physical and
value-added productivity. The competition has improved, but it is unlikely that any firm has actually
passed Toyota in manufacturing prowess.” The just-in-time strategy allocates only the amount of
materials needed at the time of production — no more, no less — to reduce inventory and operating costs
and bring quality defects to the surface (Cusumano, 2011, pp. 34-35). The lean initiative focuses on the
customer, and the improvement of efficiency and quality through time management, waste reduction, and
the integration of “people, processes and technology” (Liker & Morgan, 2006, p. 5). Included in the
Toyota Production System (TPS) are the 14 principles of the Toyota Way, which create a company
management philosophy emphasizing a sense of purpose, long-term thinking, problem solving processes,
people as assets and organizational learning (Liker, 2004).

These factors have led Toyota to become a leader in environmental technology by incorporating
an ecofriendly approach into its development, design, production, sales and advertising practices. The
company is committed to producing and promoting fuel-efficient models, as well as electric and hybrid
vehicles such as the RAV4 EV and the Toyota Prius, at more affordable prices than the competition.
Toyota has even expanded into biotechnology and afforestation, as well as the marine business (“Non-
automotive Business,” 2011; Datamonitor, 2011, p. 6).

In 2011, Toyota — along with Honda and Subaru — has maintained its rank among the top three
automakers for the third consecutive year, with high average test and predicted-reliability scores, and an
overall rating of 71. Toyota vehicles are praised for their excellence in quietness, fuel economy, ride,
powertrains, acceleration and hybrid technology (“Who Makes the Best Cars?,” 2011, pp. 16-17). The

company’s automobiles are high on the leaderboard for family cars, small SUVs, small cars and
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wagons/minivans, and the Toyota Highlander models are among the few midsized SUVs with above-
average value. Overall, taking the company’s Lexus and Scion brands into account, “Toyota continues to
lead in best values with 11 models” and best vehicles under $20,000 with four models (“Best Values,” pp.
20-21; “Best Vehicles Under $20,000, p. 11). Analysts identify the Toyota RAV4, Toyota Prius and
Toyota Sienna for the top picks in the small SUV, green car and family hauler categories, respectively,
and count the Toyota Prius V among the “new models that might make a mark™ (“Top Picks,” pp. 7-9;
“Who Makes the Best Cars?, p. 18).

Weaknesses

After a string of recent vehicle recalls, Toyota has suffered from a somewhat diminished brand
reputation for safety and quality, as well as damages in its public and customer relations. Between 2009
and 2010, the company recalled more than 11 million Toyota and Lexus vehicles due to malfunctions
involving floor mats, accelerator pedals, regenerative breaks, fuel pump wiring and steering mechanisms.
Toyota dropped the ball when reports of faulty breaks on the Prius first went public in 2010; the company
waited too long to publicize its knowledge of the defects, and lost a significant amount of trust from
consumers and the rest of the automotive industry. The company’s president, Akio Toyoda, realized that
Toyota’s focus on rapid expansion to compete with General Motors led to a breakdown of
communication, total quality management, fast response time, transparency and honesty with customers
— the very principles its production system was founded on (New York Times: Business Day, 2011;
Hoover’s Company Records, 2011; Maynard & Tabuchi, 2010).

Since the major recalls, Toyota has had to pay approximately $48.8 million in fines for its
inadequate response, and has had to make every effort to earn back the trust and respect of its customers,
analysts and competitors (New York Times: Business Day, 2011). In November 2011, the company faced
yet another setback when it announced a recall of more than 420,000 Toyota and Lexus models due to
steering problems caused by the crankshaft pulley on the V-6 engine (Glionna, 2011).

Opportunities



TOYOTA MOTOR CORPORATION IN BUSINESS 8

While Toyota strives for continued expansion and a renewed commitment to quality, the
company is presented with various opportunities for growth and demand. Rising employment, improved
consumer confidence, greater credit availability and economic expansion are expected to improve vehicle
demand between 2011 and 2012 (Levy, 2011). The developing Asian market has seen a strong economic
recovery in the automotive industry, an inviting prospect for Toyota as it looks to increase distribution
beyond Japan and the United States (Cooney, 2006). Toyota invested strategically in the Asian market
and developed relationships with local suppliers before most of its competitors; the company is now
hoping to become an independent leader in the region (United States Securities and Exchange
Commission, 2011, p. 21).

General Motors is currently one of the leading automakers in China, the largest auto market in the
world. The company faces close competition from Volkswagen AG, but is expected to double its annual
sales in China to five million vehicles by 2015 (Yan & Wills, 2011). But China is also the largest polluter
in the world, and as the country attempts to lower its contamination levels by tightening emissions
standards, the demand for more environmentally friendly vehicles is growing fast. In the first half of
2011, Akio Toyoda announced Toyota’s plans to start producing its low-emission cars in China, and
expressed the company’s excitement for putting its technological developments to good use (“Toyota’s
low-emission cars,” 2011). In its effort to become a long-term competitor, Toyota has the advantage of a
market perception associating its brand with ecological and economic friendliness (Harner, 2011).

Additionally, opportunities for partnership are broadening Toyota’s possibilities for advancement.
In 2009, General Motors pulled out of a joint venture with Toyota in the New United Motor
Manufacturing, Inc. (NUMMI) plant. The following year, Toyota relocated its production from NUMMI
to other plants and discharged almost 5,000 employees. One month later, luxury electric-car maker Tesla
bought the plant, Toyota invested $50 million in Tesla’s stock, and the two companies entered into
cooperation “on the development of electric parts, production systems and vehicles” (Hoover’s Company
Records, 2011). More specifically, the partners announced that they would develop battery-powered

versions of the RAV4 and Lexus RX, and would explore the use of small lithium-ion battery cells. Akio
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Toyoda believes this will lead to future opportunities in advanced auto technologies and reignite
entrepreneurial motivation and quick decision-making within the company (“Toyota and Tesla,” 2010;
“Yearning for Its Long-Lost,” 2010, p. 30). This will be increasingly important as the demand for greener
vehicles rises with tax breaks offered for corporate and personal users of alternative energy (Dunleavey,
2010). If the reluctance of General Motors killed the electric car the first time around, Toyota may very
well be looking at the opportunity to save it (Paine, 2006).

Threats

In its fight to stay on top, Toyota faces stronger competition than ever from Volkswagen, General
Motors, Honda, Ford and other leaders in the automotive industry. Three leading consultancies, including
JD Power, say that Volkswagen — which continues to strengthen its brand reliability — is positioned to
take Toyota’s top spot. Analysts also assert that “Honda, including its Acura division, has had the best
reliability record of any manufacturer and has made mostly good to outstanding vehicles” (Reed, 2011, p.
1; “Who Makes the Best Cars?,” pp. 16, 18). General Motors and Ford have also taken advantage of low
inventory on the Toyota Prius during surges in gas prices by marketing their own small cars (Levy, 2011,
p.- 1).

The earthquake, subsequent aftershocks and tsunami that occurred in Japan in March 2011 took a
toll on business in the automotive industry, most significantly on automakers and suppliers based in Japan
(New York Times: Business Day, 2011). A large company with a high rate of Japanese production for
domestic sales and export, Toyota was hit hardest. Electricity shortages and damages to factories and
nuclear power plants caused supply-chain problems, which were augmented by Toyota’s just-in-time
production methods. Many consumers reluctant to wait for dealers to restock Japanese vehicles have
made alternate purchases. And with the Japanese yen strong against the dollar and euro, foreign exchange
has become costly and complicated, forcing Toyota to consider moving production to cheaper regions. In
light of these threats, which General Motors and Volkswagen are taking full advantage of, “Toyota may
need to reverse itself from its commitment to continue to manufacture at least three million vehicles per

year in Japan” (Levy, 2011, pp. 1-2, 4).
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While Toyota leads in low-cost vehicle production, advanced environmental technologies and
affordable fuel-efficient modeling, production costs are expected to rise with the future cost of “going
green.” The demand for electric and hybrid vehicles has already increased, and as environmental
regulations and fuel efficiency standards tighten, production changes for all models will have to be
considered. According to an article in the New York Times, “Government mileage regulations will force
automakers to produce fleets that average 54.5 miles per gallon by 2025, nearly double the current
standard” (Vlasic, 2011). Production costs are likely to decrease in the long term, but not at the outset.
Favorable Conditions and Issues

Current market conditions in Toyota’s favor reflect the company’s strengths and opportunities;
current issues Toyota is facing reflect the company’s weaknesses and threats.

Stable Market Conditions

Stable market conditions for Toyota currently include the development of more hybrid vehicles to
meet an increasing demand, the continued production of high quality cars at affordable prices, the use of a
strong, low-cost production system in times of corporate recovery and economic hardship, and a
commitment to research and design, an investment that will likely predict future success and industry
leadership.

In terms of hybrid vehicles, Toyota has produced various models including the third generation
Prius, the Camry hybrid, the Highlander hybrid, and the Prius V. With the increasing demand for tiny
vehicles, Toyota is selling its first minicar in Japan, and plans to release the Prius C — the smallest Prius
yet — in 2012 (“Hybrids & EVs,” 2011; Kageyama, 2011; Jensen, 2011). As of 2011, top competitor
Volkswagen AG had not yet released any hybrid models. Continuing to produce affordable, high quality
cars, Toyota has released the new 2012 Camry with the hope that it might regain the trust of American
and Canadian buyers (Rechtin, 2011).

In an effort to stay on top of production and enhance research and development, Toyota recently
engaged in a preliminary agreement with Ford to jointly develop hybrid systems for light trucks and sport

utility vehicles. While Toyota is currently considered the “Hybrid King,” the company feels this success
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is too dependent on the popularity of the Prius models, which account for 74% of Toyota’s hybrid sales.
Ford could be a strong ally for Toyota as the companies develop new technology for future models
(Kodaka & Yamada, 2011).

Issues

Toyota now operates in a market developing an increasing demand for hybrid, electric and fuel-
efficient vehicles that will be able to meet heightened standards for energy and emissions. This may
change the company’s production methods and drive up its costs and the prices of its vehicles. Toyota
must maintain a balance to keep consumers satisfied.

In the midst of increased competition, especially from Volkswagen and General Motors, Toyota
announced another recall in November 2011. The voluntary safety recall involves nearly 283,200 Toyota
and 137,000 Lexus vehicles, and comes at a time when Toyota is still trying to rebuild its trust with
buyers due to previous recalls (“Toyota Announces Voluntary Safety Recall,” 2011). Toyota must still
work to recover more of the brand image it built long ago.

Conclusion

This analysis of Toyota Motor Corporation shows that the company is a strong contender for
future success in the automotive industry. Despite a string of recent vehicle recalls, Toyota has fought to
maintain its quality brand image. The corporation has met gaining competition and devastating natural
disasters with a convincing recovery, maintaining great consistency from a financial standpoint,
especially in terms of market share and annual revenue — much more so than its top competitors,
Volkswagen and General Motors. Toyota continues to provide quality products and services at affordable
prices, and looks to expand its automotive and non-automotive businesses in current and new markets
through efficient production, unparalleled focus on research and design and innovation in environmental
technologies. Therefore, the researchers predict that Toyota will face short term competition for the top
spot, yet hold market share and see continued success in the long term; the researchers would recommend

investing in the company’s stock.
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Appendix

Exhibit 1
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Exhibit 4

TOTAL UNIT SALES FOR FORD PASSENGER CARS 1998-2010
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Exhibit 5
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Exhibit 6
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Exhibit 7

14

GENERAL MOTORS MARKET SHARE 1998-2010
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Exhibit 8

TOTAL UNIT SALES FOR HONDA PASSENGER CARS 1998-2010
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Exhibit 9

HONDA MARKET SHARE 1998-2010
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Exhibit 10
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Exhibit 12

ANNUAL MARKET SHARE 1998-2010: TOYOTA VS. THE COMPETITION
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Exhibit 13

ANNUAL REVENUE 2007-2010: TOYOTA VS. THE COMPETITION
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Exhibit 14

ANNUAL PROFITABILITY 2007- 2010: TOYOTA VS. THE COMPETITION
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ANNUAL DEBT 2007-2010: TOYOTA VS. THE COMPETITION
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