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Go confidently in the direction of your dreams.

Live the life you’ve imagined.

—HENRY DAVID THOREAU




INTRODUCTION

AS ANNIVERSARY CELEBRATIONS GO, Honda’s ceremony in November 2002, marking the twentieth anniversary of its first American car plant in Marysville, Ohio, was decidedly low key. There were no marching bands and no balloons, and not even sunny skies to brighten the day, just the cold, gray dreary weather that blankets the Midwest pretty much continuously after the autumn leaves fall. Only about a hundred or so local dignitaries, a few state representatives and some county officials showed up for the reception, chatting jovially around round tables, kicking the tires of Honda’s newest cars, sipping coffee (no champagne was in sight) and munching on sugar cookies in the shape of the state with the number 20 written in pink icing on top. The event’s only headliner, lanky Governor Robert Taft, thoughtful scion of the longtime Ohio political family, arrived in his typically quiet fashion, trailed by a small knot of television cameras and reporters from the state capitol in Columbus, 30 miles away.

The journalists and some Honda officials dodged raindrops in front of the factory, watching as Taft climbed inside a Honda Element, a boxy, unconventional SUV that Honda itself referred to as a “dorm room on wheels.” The Element had just gone into production at Honda’s East Liberty plant, a mile away, marking the first time a sport utility had been built at Honda’s Ohio manufacturing complex. The Element was targeted at a far younger and hipper buyer than the middle-aged governor, who had a politely bemused look on his face as he sat inside and examined the vehicle’s vast cargo space. The governor then obligingly met the owner of a Honda Accord with more than a million miles on its odometer, which had been built at the Marysville plant eight years earlier. With the grip-and-grin complete, Taft and his entourage ducked inside out of the cold.

A few minutes later, standing at a podium in the plant’s small auditorium, the governor launched into remarks that illustrated just how important the plant had become to his state, and indeed, the critical role that Honda had come to play in the American automobile industry. In the 20 years that Honda had been building cars in Marysville, the Japanese auto company had become the single biggest manufacturer of cars in Ohio, producing more than 700,000 Accords, small Civics, luxury Acura sedans, and now the quirky Element, every year. Honda’s production was significantly above the number of vehicles built in the state by either General Motors, Ford Motor Co. or Chrysler Corp., despite the fact that those American companies had been building cars in Ohio for decades, at factories in towns like Youngstown, Dayton and Toledo. Moreover, Honda had progressed from a modest start to become the state’s biggest manufacturer in terms of employees. 

When it had struck the $5 million deal that clinched the Marysville factory nearly a quarter-century before, Honda had promised the state that it would eventually hire 1,000 people. By 2002, counting all of its operations in the state, including the Marysville plant and the one nearby in East Liberty, an engine plant 60 miles away in Anna, and its gleaming research and development center in Marysville, Honda had 14,000 employees on its Ohio payroll, far greater than the population of many of the small towns in the surrounding farmland near the plant. Turning to Honda’s North American manufacturing director, a cordial executive named Koki Hirashima, the governor bowed his head in thanks, saying, “Arigato, Koki. Arigato.” Though he slightly mangled the Japanese, the governor’s gratitude for everything Honda had brought to his state was clear.

Koki Hirashima had come to this manufacturing complex 10 years earlier, when Honda’s lineup was only cars—no minivans or SUVs or pickups. Although the Accords and Civics that were built here sold well and their owners seemed very satisfied with them, many experts doubted that Honda would ever become a major player in the industry without a full lineup of vehicles. But Hirashima had learned not to doubt Honda’s capabilities. In the mid-1980s, Hirashima was a young engineer in Japan assigned to develop the Acura Integra hatchback, one of the original cars in the luxury Acura lineup that was introduced in the United States in 1986. One day, unexpectedly, Soichiro Honda, the founder of the company, showed up at the plant in Suzuka, Japan, where the Integra’s development was taking place, and asked to drive a prototype. Hirashima accompanied the company’s founder to the plant’s short test track, where Honda jumped behind the wheel of the Integra, gunned the engine and went barreling down the straightaway. Suddenly, he slammed on the brakes. 

Hirashima instinctively closed his eyes and gripped the armrest, bracing himself in case the test model didn’t stop. It did, however, and Hirashima opened his eyes to find Honda glaring at him. “What’s the matter with you?” the company founder thundered. “Don’t you believe in your own brakes?” Recalling the episode later, Hirashima said he had never again doubted what Honda could accomplish.

Like the ceremony, like the company’s entire approach to the car market, Honda’s philosophy was simple. Unlike its American competition, which made sweeping declarations every year about the vast numbers of vehicles they expected to sell, Honda approached the American market one customer at a time. Its vehicles might have originally been bought by young, ecology-minded buyers eager to find an alternative to gas guzzlers from Detroit, but by the time it celebrated its twentieth anniversary as an American manufacturer, Honda’s appeal cut across all strata of backgrounds and income levels, reaching beyond the import-focused West Coast to every corner of the United States. Honda’s name had become synonymous with quality and durability, and its customers’ loyalty was second to none. 

Whenever it decided to introduce a new vehicle, whether the Odyssey minivan, the Pilot sport utility or the boxy, unusual Element, Honda already had thousands of customers on waiting lists at dealerships across the country willing to purchase one based solely on their confidence in Honda’s past performance. Honda saw no need to continuously offer rebates or low-interest financing plans to convince buyers to take a chance on something new. Honda had proved, time and again, that it would not let its buyers down. By 2002, Honda’s annual American sales, including its Acura luxury division, had climbed well above 1 million vehicles; the company earned more money in 2002 than General Motors, Ford and Chrysler combined.

         

At the beginning of that year, only 200 miles to the north in Dearborn, Michigan, the home of Ford Motor Company, journalists and Ford Motor officials had gathered to hear news of a very different sort. Amid the whir of motor drives and the flash of camera bulbs, William Clay Ford, Jr., sat at a conference table to somberly announce that, after posting its first annual loss in nine years for 2001, his family’s auto company would cut 23,000 jobs, close five factories and eliminate five vehicles from its lineup. It had been a terrible few months for the 44-year-old Ford, a member of the fourth generation of the Ford family, and the strain showed on his still-boyish face. Clad in a dark gray suit and white shirt, his sandy hair closely cropped, at one point during the two-hour presentation, and a lunch that followed, he folded his fingertips in an unconscious prayer, leaning his forehead against his hands as the magnitude of his task bore down on him. 

The auto company was mired in a crisis that had begun about a year and a half earlier, in the summer of 2000, when the world discovered that the Ford Explorer SUV, the industry’s most popular SUV, was plagued by defective Firestone tires that could explode, sending the vehicles hurtling into rollover accidents; already the problem had resulted in dozens of deaths. Ford, then the company’s chairman, had dispatched his handpicked chief executive, a feisty, ambitious Australian named Jacques Nasser, to deal with the situation. Nasser and Ford had joined forces only a year before in a plan that ultimately would elevate Ford, then only 41 years old, to the chairman’s job, and Nasser, not yet 50, to the job of chief executive. At the time that they took control, Ford’s annual profits topped $7.2 billion. The pair seemed to be a golden duo, hailed in newspaper articles and on magazine covers as the perfect combination of family dominance and management expertise. 

         

As Chrysler foundered in the early days of the DaimlerChrysler merger and General Motors struggled to stop its market share plunge, Ford seemed to have a master touch. It gobbled up luxury nameplates, paid $6.45 billion to buy Volvo Cars and added Land Rover to a stable that included Aston Martin and Jaguar. Sales of its popular sport utilities continued to grow, fueling speculation that Ford was on its way to passing GM as the world’s largest auto company. Nasser, known for his boundless energy and his ceaseless store of new ideas, spent millions of dollars on e-commerce ventures and bought a collection of junkyards, an electric car company and an auto-repair business in Europe; he vowed to build Ford into a consumer company as beloved by its customers as Disney or Nordstrom.

But when the Firestone tires began to disintegrate, so, too, did Nasser’s dreams for Ford. Making a critical mistake at a high point in the crisis, he refused to testify before a congressional inquiry into the Explorer rollovers. He quickly reversed himself, but he was forced to spend an entire day sitting silently in a hearing room, visible to anyone who tuned in on C-SPAN, forced to wait until early evening for his chance to speak. While Ford’s sales of the Explorer held firm throughout the crisis, the relationship between Ford and Firestone, forged by heritage and family connection—Ford’s own mother was a Firestone, and Firestone had been supplying Ford with tires for 94 years—soured. By the fall of 2001, Ford was drowning in red ink (it would lose $2 billion that year), its auto sales had stumbled in the strongest market that the industry had ever known and Ford’s reputation for quality, so carefully honed throughout the 1980s and 1990s, when it insisted “Quality Is Job One,” was in shambles. 

So, Nasser had to go. Ford himself would have to take Nasser’s place as chief executive. He now needed to come up with a plan to save the company his great-grandfather had founded 98 years before. At the January 2002 news conference, Ford explained how the auto company had failed. “Our success may have caused us to underestimate our competition,” he said. “We strayed from what got us to the top of the mountain. We perceived some strategies that were poorly conceived and poorly timed.” His words, though reflective that morning merely of Ford’s position, echoed what auto industry analysts said of America’s two other major car companies. For in 2002 the mistakes Detroit’s auto companies had made with their customers were clear. Once among the biggest, most profitable and most glamorous of industries, the American automobile companies were no longer the industry’s leaders and its guiding light. Foreign competitors, like Honda, Toyota, BMW and Volkswagen, had emerged, and had finally pulled ahead of Detroit in the eyes of their customers and the minds of the public, if not formally in industry statistics. They did so by simply selling one vehicle at a time. And Detroit’s 100-year grip on the American industry had ended.




CHAPTER ONE

HOW DETROIT

LOST ITS GRIP

DETROIT’S LONG REIGN as the dominant force in the American car industry is over. 

Exactly 100 years after Henry Ford sold his first automobile in 1903, imports have taken an unshakable hold on the American consumer and are leading to the demise of inarguably the most important industrial force that America has ever produced. Like the steel industry before it, like the airline industry to an increasing extent, as with retailers, the balance of power in the car industry has shifted away from Detroit’s giant companies—General Motors, Ford Motor Co. and Chrysler Corp.—toward smaller, more nimble players that can react faster to the competitive landscape.

It’s an unthinkable but undeniable reality, one with tremendous ramifications for American life and the business world in general. During the twentieth century, the automobile changed everything in the United States, from the way people commuted to work, to where they lived, to the way they conducted romance. The automobile triggered the development of the interstate highway system, allowing Americans to see every corner of their country at ease. It created suburbs and exurbs, beginning with bedroom communities within a few minutes’ drive of downtown areas, to sprawling developments that extend for 50 miles or more outside major cities. At their peak a scant 40 years ago, Detroit-built vehicles accounted for more than 9 of 10 automobile sales in the United States. Nearly a million people worked in automobile plants, and every manufacturing job created by Detroit generated five more, at auto parts suppliers scattered across the country, at steel mills in Pittsburgh, Cleveland, Detroit and Chicago, and at coal mines in West Virginia and in the Deep South. The neon lights of car dealerships from Maine to California lit the night sky, and the arrival of the year’s new vehicles every autumn generated long lines of automobile enthusiasts eager to see the latest models.

But Detroit’s single-handed control of the American automobile industry has been lost forever. From small cars to luxury cars, from family sedans to minivans, vehicles made by foreign-based companies are escalating in popularity, attracting an unending stream of converts every year from among owners of vehicles built by Detroit’s Big Three. Four of every 10 vehicles sold in the United States in 2003 will be built by companies with foreign nameplates. That is a vivid contrast to 1960, when General Motors alone controlled 60 percent of the automobile market and the U.S. government constantly threatened to use the Sherman Anti-Trust Act break up its operations. Few could have imagined imports’ popularity in 1964, when the Ford Mustang and its creator, Lee Iacocca, accomplished the almost-impossible feat of landing simultaneously on the covers of both Time and Newsweek. At the time, the only imported car that most people knew about was the Volkswagen Beetle. Toyota was selling only a few thousand cars a year in the United States, and Honda had yet to produce its first car in Japan.

Yet today, GM, Ford and Chrysler together control barely the market share that GM itself held four decades ago. Buyers of all ages, incomes, ethnic backgrounds and social strata are choosing foreign companies’ cars and trucks over those produced by Detroit. Consumers may sigh nostalgically over the cars their parents drove, and they still crowd curiously around the vehicles that Detroit puts on display at auto shows and in shopping malls. But when it comes to spending their hard-earned dollars, their decisions tell a much different story. 

Thanks to their record of quality and reliability, Toyotas and Hondas have become today’s Chevrolets and Fords. In the luxury market, Lexus and BMW cars have supplanted Cadillacs and Lincolns. Where once foreign cars were considered to be the domain of the wealthy, the eccentric or the unpatriotic, now everybody knows somebody who drives a foreign car—in part because foreign cars aren’t really foreign anymore. Millions of them are built in the United States every year, to an enthusiastic reception from their owners: grandmothers in Michigan, computer programmers in Texas and high school students in Nevada. If the current sales trends continue, cars and trucks from foreign-based companies could easily, some say inevitably, account for 50 percent of all American sales by the year 2010. 

How could this have happened? The automobile industry, after all, has been the biggest economic engine this country has ever known, save for the war effort during World War II (as plenty of people will remind you, this was led by Detroit, which transformed itself overnight into the Arsenal of Democracy). Thanks in part to Henry Ford’s philosophy that factories should be built near where consumers bought products, automobile plants were established in all corners of the country, from Framingham, outside Boston, to Los Angeles, from Minneapolis to Atlanta. The center of production, and of the automotive universe, of course, was Detroit, where afternoon skies were clouded by a gray haze from the automobile, steel, glass and parts plants that churned out a seemingly endless supply. Well into the 1990s, GM produced 70 percent of all the parts that it used on its cars. In 1979, when Chrysler teetered perilously close to bankruptcy, the nation gasped at the idea that one of America’s industrial giants might shut its doors. While there were cynics who argued that Chrysler should be allowed to go out of business, the victim of its own mismanagement, its supporters rallied to convince Congress to pass $1.5 billion in loan guarantees, giving the company time to find its way back.

Today, thanks to the failures of firms such as Enron, WorldCom and United Airlines, a call for help from the automobile industry might well go unheeded or, at the very least, face a much more difficult time being addressed. Indeed, there is a strong chance that by the end of this decade, at least one of Detroit’s Big Three will not continue in the same form that it is in now. Already a German company owns Chrysler, and the difficult economy that has come about in the aftermath of the 1990s bubble is making it all the harder for Detroit to cling to market share. The dissolution of a Detroit automaker would be a tragedy for its employees and vendors. But, given the vast array of vehicles that they can choose from now, consumers might not even miss one of the Big Three companies should it disappear. The shift did not happen overnight. It has taken place slowly but steadily over the past 20 years. Either Detroit wasn’t paying attention, or if it did notice, the center of the automotive universe plodded on blindly in a state of denial.

The ultimate irony of Detroit’s demise is that it has been defeated by companies that do the job that Detroit once did with unquestioned expertise: turn out vehicles that consumers want to buy and vehicles that capture their imaginations. Toyota, Honda, Mercedes and BMW have never made industrial size their ultimate priority. They made vehicles their ultimate priority. They poured all their resources—human, financial, engineering, manufacturing, marketing and sales—into achieving their goal. They have not tried to be all things to all people, as GM strived to be with “a car for every purse and purpose,” a philosophy from which it has not strayed since the phrase was crafted by Alfred P. Sloan in the 1920s. They have not focused on one category in their lineup to the detriment of all others, as Ford did during the 1990s with its slavish devotion to sport utility vehicles. With their efficient development methods, their focus on manufacturing, and most important, experienced engineers in critical management jobs, the foreign companies never forgot that they were in business to develop top-quality cars and trucks that appealed to customers, as opposed to rental-car models and government fleets. 

The overriding goal of General Motors and Ford has never been to simply be good, but to be big and to grow as strategically as possible. Selling one vehicle at a time to one customer at a time, the way the best foreign companies approach growth, simply was too slow. Throughout the 1990s, GM and Ford poured billions of dollars into a variety of foreign companies, from Fiat at GM, to Jaguar and Volvo at Ford, with disappointing results. Daimler-Benz’s purchase of Chrysler was supposed to provide the German company with a cash machine and easy access to the American mass market. Instead, DaimlerChrysler wound up being bogged down in cultural clashes and product delays, suffering huge losses that set back its competitive drive for years.

Deals, not product development, have driven GM, Ford and Chrysler in the past decade—and no wonder. With only occasional exceptions, Detroit executives have traditionally been finance men who look at vehicles themselves as an end result of a great enterprise, rather than critical products to which the utmost attention should be paid. There has long been a saying in Detroit that General Motors, with its huge credit, financing and mortgage operations, is less of a car company than a bank that builds cars. Indeed, three of the last four GM chief executives, including its current CEO, G. Richard Wagoner, came up through its New York finance staff. Although William Clay Ford, Jr., is the fourth generation of his family to run the auto company that bears his name, he is yet another finance executive, schooled at Princeton and Wharton. Only Dieter Zetsche, the Turkish-born German executive in charge at Chrysler, can claim an engineering background, and it is Zetsche, in fact, who is trying hardest to shift his company away from being seen as a Detroit carmaker. He is fully aware of what imports have done to Detroit’s hold on the American industry and the unebbing erosion that lies ahead. Among all the executives in Detroit, it is Zetsche who is acting the most urgently to help Chrysler avoid that fate, at the same time fully aware that Chrysler’s legacy of substandard quality is its biggest obstacle to success.

The companies that threaten Detroit are led by men who understand vehicles inside and out, who have dedicated their careers to meeting their customers’ needs. There is Fujio Cho, the ebullient chief executive of Toyota, who spent years in charge of Toyota’s giant manufacturing complex in Georgetown, Kentucky, where he walked the long assembly lines daily and spent endless hours getting to know his employees. When other executives at the company doubted that American Toyota workers could match the quality of Toyota’s vehicles in Japan, Cho insisted that they could, and oversaw an expansion of the plant that brought workers the chance to build large sedans and minivans. A modest man—a rarity among CEOs—Cho is taking that same determination now to Toyota on a global scale. By the year 2010, he wants Toyota to sell 15 percent of automobiles worldwide, which would make it the world’s biggest player, exceeding General Motors, which has been the world’s leading car manufacturer since the 1920s.

Helmut Panke, the chief executive at BMW, is another such determined executive. He has made sure that his company has the clearest brand image among the world’s automakers. Tall, lanky, with silver hair and bright eyes, Panke was trained as a nuclear engineer and began as a corporate consultant with McKinsey & Company. He was hired by BMW as it was looking to shift its image from specialty carmaker, with a narrow appeal, to a company all kinds of people could admire. Panke is holding a delicate balance between preserving the German company’s tradition for performance automobiles and seizing upon ideas to enhance BMW’s position. While running BMW’s American operations during the 1990s, Panke heeded his dealers’ cry to develop a luxury sport utility vehicle that would be among the fastest on the road. Panke also saw the promise that the Mini Cooper offered in attracting younger buyers, and he turned the 1960s icon into a smash hit for the new millennium. That open-mindedness helped BMW spar with Lexus in 2002 as the best-selling luxury brand in the United States, and Panke is now aiming to increase sales in the years ahead as he broadens BMW’s lineup. Even as he does so, he is pledging that a BMW will always be a BMW.

Carlos Ghosn, the charismatic chief executive at Nissan, is perhaps the most instantly recognizable automotive figure, aside from GM’s Robert Lutz, in the industry today. With his hawklike face and quick, clipped speech, the Brazilian-born executive of Lebanese descent has become so popular since arriving in Japan in 1999 that he has starred in a series of comic books. Under Ghosn’s leadership, Nissan has undergone a transformation. When he joined Nissan upon its alliance with the French automaker Renault, the Japanese company was saddled with more than $20 billion in automotive debt. Its product lineup was dotted with also-ran vehicles that required thousands of dollars of incentives to sell. And Nissan was bogged down by a corporate culture rooted in the past, with too many interlocking ties to suppliers. Today, Nissan has eliminated its debt. It has become one of the leanest, fastest-moving companies in the world, mirroring Ghosn’s own impatience to push Nissan forward. In 2003, Nissan opened a new factory in Canton, Mississippi, where it has begun building a crucial new series of vehicles, including the Quest minivan, the Titan pickup truck and two big SUVs. In addition, Nissan has even more vehicles coming, all developed swiftly and sharing components with Renault. By the middle of the decade, Ghosn is expected to take control at both Renault and Nissan, coordinating the attack of what he hopes will become one of the world’s leading automotive giants.

Whether based in Tokyo or Munich or California, executives of these foreign companies share the same enthusiasm and drive and belief that their companies, though not the world’s largest (at least not yet, in Toyota’s case), can have a tremendous influence in individual markets such as the United States. In doing so, they shield themselves from the economic forces that have been Detroit’s own undoing. With its emphasis on size and economies of scale, Detroit has always been vulnerable to the boom-and-bust cycles that have been a part of the car industry since its inception. As long as Detroit could rake in enough profits during good times to make up for the losses it encountered during lean years, that never mattered. Before imports’ push began, Detroit’s solution to any softening of sales was simply to shut down its plants to keep its vehicle inventories in line with sales, laying off for months on end. No more: Current United Auto Workers labor contracts at GM, Ford and Chrysler require the companies to pay their workers nearly all of their income, whether they are on the job or not. Moreover, the companies are limited from permanently closing factories without the union’s agreement, and must finalize any such moves during contract negotiations, a process that ensures generous benefits for workers who are losing their jobs.

These contracts, as well as the pensions and health care that GM, Ford and Chrysler provide for their workers, active and retired, have led to a penalty of $1,200 per vehicle that must be overcome before they can book the first penny of profit. That is not the case at Toyota and Honda and the other foreign firms, whose non-union employees are for the most part at least a decade younger than their counterparts in Detroit, and whose health care and retirement costs are structured in a far different way.

Detroit has spent countless hours and millions of dollars trying to figure out the imports’ secrets, studying their marketing methods, dissecting the way their vehicles are assembled, replicating the way they are manufactured, all without being able to truly understand their approach. Each Detroit company has entered into joint ventures with Japanese companies—GM with Toyota, Ford with Mazda and Chrysler with Mitsubishi—in a fruitless effort to find a silver bullet. Unable to find answers, Detroit has come up with countless excuses to explain the foreign companies’ success. It has hurled unfair-competition accusations at its rivals, insinuating that they are dumping vehicles on the market at low prices, maintaining that foreign governments are propping up the companies by keeping currency rates abnormally weak. Detroit has even criticized buyers of foreign companies’ cars for having bad taste, as Bob Lutz, GM’s vice chairman, asserted in 2002. Deconstructing the success of the Toyota Camry, Lutz called it one of the ugliest cars ever to travel the nation’s roadways, thereby slamming the choice of nearly 6 million consumers who might be potential customers for GM. (Even Lutz, however, had to concede the Camry’s sterling quality.)

To understand why Detroit is faltering, however, you need to get out of Detroit and visit places like California, where legions of young “tuners” have transformed their vanilla-flavored Honda Civic compacts into automotive dream machines. Or New England, where more than half of all vehicles sold are now imports, a distinction that once only California could claim. Or visit the headquarters of the imports, in Japan and Korea, where the desks of some of the young engineers are situated right in the lobby of the development centers, where they work oblivious to the flocks of curious visitors who arrive for appointments each day. In these places, Detroit’s illustrious past is merely a memory, and for some of the youngest buyers and employees, not even that. 

However, if you attend the annual Dream Cruise, held one week each August on Woodward Avenue in Detroit’s northern suburbs, it would be easy to assume that Detroit’s glory days have continued. Throughout the week, travel slows to a crawl as classic cars from the twentieth century such as Cadillacs, Studebakers and Corvettes trundle up and down the boulevard in a rolling museum, gleaming in the summer sunshine. Here, on the long summer nights, women stroll in poodle skirts and men preen in Hawaiian finery, reliving Detroit’s dominance and wallowing in the nostalgia that American companies still manipulate when they feel the need. A visit to the Dream Cruise would make any onlooker think that since 1965 time has stood still.

But the fact is that there is no longer a single segment of the car market where Detroit is clearly the leading player, either in profits, quality or buzz. Detroit lost its grip on the small-car market first, seeing Japanese companies take command in the 1970s and 1980s. Later, in the 1990s, the Korean manufacturers assumed the dominant position among the industry’s entry-level vehicles. Mid-sized sedans, traditionally a Detroit strength, and still the heart of the automobile market, were ceded to Toyota in the late 1980s and early 1990s with Toyota’s bulletproof Camry and Accord models. More recently, they’ve been joined by Volkswagen, with the sturdy Passat, and Hyundai and its inexpensive Sonata. The highly profitable American luxury vehicle market, the source of numerous fantasy cars like the Lincoln Continentals of the 1930s and the Cadillacs of the 1950s, hasn’t been led by those two brands since 1986. During the past 15 years, the leadership among the most expensive cars has been snared by Lexus, BMW and Mercedes-Benz, and trailed by such challengers as Audi, Acura and Infiniti, despite numerous attempts by the Detroit auto companies to revive their most heralded brands. 

In the early 1990s, Detroit found itself on the verge of another near-collapse, beset by a weak economy and the impact of the Gulf War. It sought an answer that would convince customers to buy its vehicles in volume again. It found one in a category called sport utility vehicles. Single-handledly, the SUV became Detroit’s ticket back to prosperity, with profits soaring as high as $15,000 a vehicle on luxury models like the Cadillac Escalade and Lincoln Navigator. Waits for the Jeep Grand Cherokee and Ford’s Explorer stretched for months. By mid-decade, it seemed that Detroit had found one place where it was immune to a charge from the foreign companies. GM, Ford and Chrysler dominated the market, holding more than 90 percent of SUV sales. But imports recognized the new opportunity for sales growth and quickly jumped in. 

         

By 2003, Toyota and Lexus together sold eight different SUVs, from the entry-level RAV-4 to Lexus’s hulking LX 470. Honda, though late to this market, brought out the well-regarded Acura MDX and the Pilot sport utility. Mercedes and BMW entered the luxury SUV market with the M-Class and the X5, respectively. Even Porsche got into the fray with its controversial but breathtakingly fast Cayenne. And the Korean companies began to gobble sales, thanks to vehicles like the Hyundai Santa Fe. 

         

Meanwhile, that most essential family market, minivans, which Chrysler virtually owned throughout the 1990s, was completely turned upside down by a new version of the Honda Odyssey minivan in 1998. With its three rows of seats and its solid handling, the Odyssey destroyed Chrysler’s lock on a market to which it devoted the production of three of its factories. The downfall of its minivans triggered a financial crisis that sent the company into a tailspin and cost Chrysler’s chief executive his job. As other foreign companies came forward with their minivans, such as the Toyota Sienna and the Nissan Quest, Detroit companies’ share of the minivan market fell from 94 percent in 1992 to 70 percent in 2003.

With the intense loyalty that pickup owners feel for their trucks, the truck market was Detroit’s last bastion. Detroit had a long history in the category, stretching back to the industry’s earliest days. (One of the first variations that Henry Ford made on the Model A was a pickup truck.) Together, GM, Ford and Chrysler sell 2 million pickups each year, and the Ford F-series has been the best-selling vehicle in the United States since 1978. But in 1998, when Toyota, which had failed on its initial attempt at a full-sized pickup, created the Tundra, it instantly swept honors from Consumer Reports magazine as the nation’s leading-quality truck, instantly making Toyota a force with which to be reckoned in a market that Detroit thought it would always own. More competition is on its way from the imports, with the Nissan Titan; a new, bigger version of Toyota Tundra; and a sporty pickup that Honda plans to build later this decade. 

If the minivans, sedans and luxury cars that the foreign companies have introduced are any indication, those pickups will have customers waiting for them when they arrive at showrooms. Unfortunately for American automobile companies, in many cases the most desirable consumers, with high incomes, good educations and comfortable homes, have switched allegiances and have defected to imports. That has left Detroit to compete for increasingly older, less-educated, lower-income buyers whose sole priority is a good deal. Many of the vehicles that the foreign companies sell are now built in the United States, at plants that American car manufacturers insisted foreign companies build in order to compete on a level playing field. In the past 20 years, foreign companies have built 17 new factories in the United States, many of the newest in the South, and also in states like Ohio, Indiana and Kentucky, where Detroit companies have had plants for years. 

         

Even as Ford, struggling to regain its former glory, proceeds to close factories as part of its bid to restructure and get its manufacturing capability in line with its dwindling sales, imports have continued to open new ones. Together, they now employ 85,000 factory workers, more than Chrysler and almost as many as Ford, and their factories produce nearly 5 million vehicles a year. Not a single one of these new factories has been organized by the UAW, whose only presence among these “transplants” is where the plants began in joint ventures with Detroit carmakers.

This is not the way things were supposed to turn out. Indeed, to many Americans, it is a big surprise that Detroit is in such dire straits. As recently as the middle of the 1990s, it looked as if GM, Ford and Chrysler had vanquished or at least outdistanced the foreign invaders. Customers waited months to buy the sexy Dodge Viper, the elegant Cadillac Seville STS sedan and Ford’s seemingly endless variety of SUVs, each bigger and more luxurious than the one that had come before it. Profits were enormous, topping a collective $16 billion for the automakers in 1998. The companies were venturing into all sorts of new businesses, including Internet companies, junkyards and electric vehicle companies, flush with cash that they used to fund their acquisitions. It was fun, again, to be in the automobile business in Detroit. The industry abounded with celebrity CEOs, such as Robert Eaton at Chrysler and Jacques Nasser at Ford, gazing upon their kingdoms with confident smiles. A Time magazine cover portrayed the chief executives of all three companies in profile, aligned to mimic Mount Rushmore.

But the American companies declared victory over the imports long before the game was won. As has happened so frequently throughout the industry’s history, the “good enough” mentality that has plagued the American automobile makers took hold once more by the year 2000. Sadly, the ground that Detroit conquered in the early 1990s had been lost again by the end of the decade, and the loss kept accelerating into the new millennium. In the wake of the 2001 recession and the terrorism that followed, the Big Three relentlessly enveloped consumers in a wave of incentives such as zero percent financing, no money down and no payments for months, and continued the offers for months afterward. Yet GM barely registered an increase in market share, while both Ford and Chrysler lost ground. The most desirable buyers simply shrugged and bought the higher-quality imports, even though the deals were not as widespread.

And this came at a time when the country was awash in patriotism, stirred by the horror of the September 11 attacks and fueled, at the end of 2002, by the specter of war with Iraq. There would probably never be a better climate for GM, Ford and Chrysler in which to gain sales. 

What had gone wrong? First, import companies have a better handle on consumers’ tastes. They can react faster and they do not let up. Toyota and Honda were at a huge disadvantage relative to Detroit when they first put their cars on sale in the United States. They didn’t have a clue what American consumers wanted. They tripped up by simply shipping over the same vehicles that they sold in Japan and elsewhere in the world, which were small, fuel-efficient automobiles that appealed to only a small number of consumers. Toyota did so poorly with its initial car, the Toyopet, that it had to abandon the American market, returning two years later. The original Honda CVCC, a two-seater with a hatchback, was likened by its critics to one of Honda’s riding lawn mowers, albeit with a roof and windshield wipers. And the quality of Hyundai’s Korean-made vehicles was so dismal when they first went on sale in the mid-1980s that the company was almost forced to close up shop in the United States several years later.

But Toyota, Honda and Hyundai recognized that they didn’t know American customers the way they knew their buyers back home. So they set out to ask the people who bought their cars what they really wanted. The first answer the Japanese companies got, in the wake of the nation’s energy crises of the 1970s, was fuel economy. Subsequent feedback told them that quality and reliability and roominess, along with affordability, were key. And finally, they found an edge in appealing new body styles, like small SUVs and car-based wagons, called crossover vehicles, that no one else had dreamed up. As they were learning these lessons, Honda and Toyota were unhampered by the vast dealer organizations that Detroit companies had set up. Today, only 1,287 dealers sell approximately 2 million Toyota and Lexus cars a year, while there are 4,500 Chevrolet dealers selling a similar number of vehicles. Such a streamlined organization made two things possible: First, dealers made more money on each Toyota or Lexus they sold. Second, they were able to communicate with management much more easily to share news from the showroom floor and provide a heads-up when problems arose.

For quite a long while after they entered the U.S. market, the Japanese companies consistently delivered on their basic task, the small-car market. Detroit seemed willing to cede that market, because GM, Ford and Chrysler hadn’t found a way to build cars to compete with these “rice burners” at a profit, and they really didn’t want to be bothered figuring out how to do so. Japan’s dominance here wasn’t troublesome to them. Detroit’s executives argued that the success of foreign vehicles was limited. Subcompacts and compacts might be desired by ecology-minded individuals or small families, but once consumers needed more space or comfort, buyers, Detroit assumed, would automatically come home to American automobiles. They assumed that the Japanese companies were content to stay small and dominate their niche. But the Japanese companies gradually gained expertise. Once they understood consumers’ needs, they made their move upscale. By the late 1980s, they began building vehicles specifically for the American consumer—and building them at American plants, under the direction of skilled American executives, many of whom had trained at the Detroit companies. As American consumers’ tastes evolved, so did the companies’ lineups. The cars got bigger, the interiors more luxurious, the construction even more solid. The Toyota Camry, for example, grew six inches in 1992, and gained a smooth rounded styling that looked nothing like its boxy Japanese predecessor and everything like an American car.

And as their customers grew more affluent, Japanese companies sensed an opportunity in the luxury car market. In 1982, Toyota chairman Eiji Toyoda declared that he wanted to build “the finest car in the world.” Toyota designers and engineers spent the next seven years studying American consumers and crafting a sedan they thought would attract aging baby boomers, who they felt were ready to shift to cars that cost more money and were more luxurious than the Toyotas they had originally owned. The result was the Lexus LS 400, which went on sale in 1989 to rave reviews, a rush of sales and the consternation of German and American luxury car companies. By 2002, Lexus outsold every other luxury brand, including century-old marques like Mercedes. And Lexus has been joined in the luxury car market by Nissan and Honda, with their Infiniti and Acura brands. They, too, have become solid luxury competitors.

Korea’s Hyundai suffered a horrible sales disaster during its first decade in the United States, due to the horrendous quality of its small cars. Its American president, Finbarr O’Neill, jolted Korean engineers into improvements, then decided to tackle Hyundai’s poor image by offering consumers a generous 10-year, 100,000-mile warranty in order to convince customers that Hyundai believed in its cars and consumers could trust the company. The approach worked. Hyundai’s sales quadrupled from 1998 to nearly 400,000 a year. O’Neill now wants to sell 1 million automobiles in the United States by the year 2010, which would make Hyundai the same size as Honda is now.

Only 10 years ago, European luxury makers, too, were in trouble. Like Detroit, they had completely miscalculated the ability of their Japanese rivals to create high-quality luxury cars at reasonable prices that consumers would want to buy. Moreover, the European cars didn’t have the features American consumers wanted, such as cup holders to hold coffee and Big Gulp drinks. On top of that, exchange rates and high manufacturing costs early in the decade put European cars well out of many consumers’ reach. The collective market share for European vehicles in the United States hit bottom in 1994 at a mere 3.9 percent of the market. But like the Japanese and Koreans, they started over. One by one, Mercedes, BMW and Volkswagen retuned their lineups and their approaches, searching for the right mix of company heritage, performance and brand image that would win customers back. And their strategy has been enormously successful. Their vehicles have become the next choice for consumers who want to upgrade from their Asian imports. Today BMW, VW and Mercedes are expanding their lineups in both directions—smaller, cheaper vehicles intended to appeal to younger consumers, and ultraluxury vehicles for the most demanding consumers. Overall, European vehicles have more than doubled their market share in just a decade and expect to gain even more sales.

What unites these foreign-based companies is that they have developed a better sense of what their American customers want than Detroit has. They have shown a willingness to change and go beyond the status quo that has made them leaders in the increasingly fast-paced car marketplace. Detroit companies, too often lagging behind, have fallen back on complaining that the Japanese, especially, have an unfair advantage because they are able to introduce their vehicles at home first, iron out the bugs, and then bring them to the United States, while Detroit has no such opportunity to hide its mistakes. 

One could argue, however, that the imports have a tougher challenge than does Detroit. Unlike the Big Three, which rely on North America for three-quarters of their sales, the imports have to satisfy vast numbers of consumers in at least two key markets—their home market and the United States. They have to get it right more times than Detroit does. All anyone has to do is visit Tokyo—where hundreds of thousands of young people pour into districts like Shibuya and Harajuku on the weekends, to shop for clothes and electronics and sample the latest DVDs—to know just how hard a task pleasing the consumer in Japan can be. Tastes change daily, weekly, monthly, in a way that Americans have yet to experience. The platform shoes that were all the rage with Japanese teens in April are déclassé by May, and interest in automobiles is just as fickle.

What the imports learned was to not assume that their experience in their home markets automatically translates to the United States. The U.S. market may be the world’s easiest to enter, but it is one of the toughest in which to compete. The scale and the outlook are completely different. Today, Toyota, Honda, Mazda, Mitsubishi and Nissan all sell more vehicles in the United States than they do in Japan. The weak Japanese market, in a slump for much of the past 10 years, no longer subsidizes the sales organizations in the United States. When they stumble here, as some of them have over the years, they hurt the parent company. So success in the United States has become paramount.

Although they excel at anticipating consumers’ desires, foreign companies have become even more skittish about deciphering their success. Rarely do they boast about their vehicles in the fashion of Detroit’s automakers. They would prefer to announce low sales expectations, and exceed them, than fall short of goals that are too optimistic. Another tactic is to focus primarily on pleasing current owners first, without publicly declaring that they will entice owners of other brands to defect, even if that is what ends up happening. When it introduced the Odyssey minivan, for example, Honda estimated that it would sell a mere 60,000 in its first year on the market; but it saw demand soar to more than 180,000 a year thanks to word of mouth from delighted consumers. Toyota posted record net income for the industry in 2002, yet its executives agonized over every investment in every new product, every plant and every dollar spent on marketing campaigns. This combination of humility, determination, careful attention and, above all, devotion to quality has been a formula that has worked time and again for them.

General Motors, Ford and Chrysler, however, have been unable to find a similar formula. And this is the second reason underlying the disintegration of the American auto manufacturers’ position in the industry: Detroit left the door wide open for the imports to walk right through. The great tragedy of Detroit’s decade-long demise is that it is self-inflicted. Detroit has been mired in a boom-and-bust cycle from which it cannot break free. Its sense of timing has been numbed by its own tendency to look inward and believe only in its own conclusions. GM, Ford and Chrysler shifted en masse in the early- to mid-1990s to focus most of their attention on pickups, SUVs and minivans. As a result, they ignored the car market, claiming that trucks were where consumers’ tastes had shifted. They assumed that it would take years for the Japanese, the Germans and the Koreans to catch up in truck sales. Even when the foreign car manufacturers began to introduce their new light trucks, Detroit doubted that Americans would buy them.

When the foreign car manufacturers realized that they had missed consumers’ initial shift toward light trucks, they made a concerted effort to catch up and to surpass Detroit. Yet in doing so, they continued to pay careful attention to the car market, introducing even better versions of their standard-bearers, like the Camry and the Corolla, the Accord and the Civic. In one sense, this was a no-brainer for the foreign manufacturers, because these cars are far more popular outside the United States. The imports had to develop them for their home markets in Japan and Europe, so why not spend the money to develop improved versions for the United States at the same time? In doing this, the imports showed yet again one of the secrets to their core strength: find a portion of the market that everyone else has abandoned and do well in it, and never relinquish their hold over that category as they go on to tackle a new one.

Detroit paid a steep price for its shortsighted approach. Not only did the imports get into the light truck category, they began outmaneuvering Detroit with several innovations. Toyota and Honda were first to introduce small SUVs based on car underpinnings that were easy to handle, and more sporty and affordable for young families while still offering plenty of room. The Toyota RAV-4 and the Honda CR-V might not have been able to vault a stack of logs or slough through the mud, as Chrysler’s Jeeps could do. And sometimes the Japanese SUVs were noisy on the highway. But the reality was that most SUV owners never drove off-road in their vehicles. They never left their suburban streets and paved highways. And the noise level was something they were willing to endure. When Mercedes discovered that 30 percent of its wealthy sedan owners were purchasing Detroit’s sport utilities as well, but would buy a Mercedes SUV instead if one was available, the German company brought out its M-Class, built at its first U.S. plant in Alabama. The M-Class handled as well as one of its well-engineered cars and gave Mercedes buyers a feeling of power, prestige and privilege. Soon there were two Mercedes vehicles in their driveways, instead of a Mercedes sedan and a Jeep or a Ford Explorer.

The same pattern was pursued by other foreign manufacturers. In 2001, the BMW 5-series won the highest score for any car in history from Consumer Reports, while its 3-series compact became the car to aspire to among younger buyers. And the imports continue to pursue new niches. When gasoline prices hit $2 a gallon in 2000 and soared even higher in subsequent years, it was Toyota and Honda who were ready with hybrid gasoline-electric vehicles. Ford, run by an environmentalist, delayed plans to introduce its own hybrids and, in fact, sold off its electric car company. At the end of 2002, Honda even had sold the industry’s first hydrogen fuel-cell car to the governor of California, well before Detroit companies expected to have such vehicles available, despite their vows to beat the Japanese with better hydrogen fuel technology.

Why have the imports been able to prevail even at a time when the country has never been more patriotically inclined? That is a third reason for foreign manufacturers’ success in the United States: the impact of the new global economy. In the 1990s, products from all parts of the world flooded American stores. At the same time, American manufacturers stumbled over themselves to open new factories in Mexico, Brazil, China, Thailand and in Eastern Europe, seeking to lower costs in order to compete. Joint ventures, too, became the order of the day, involving German banks, British telecommunications companies and all manner of Asian firms. American companies had become more international and seemed to show no loyalty to American consumers or workers. Americans began to show little loyalty back, whether it was a TV set or a DVD player or an automobile. To most car buyers, Toyota and Honda’s Japanese heritage mattered less and less. To some it was even an advantage, because Japanese cars had come to symbolize quality. The same was true for European companies. As this mind-set change took shape, the import manufacturers took steps to ingratiate themselves with the people where they did business. In 1985, foreign manufacturers had factories in just a handful of American states, including California, Ohio and South Carolina. By 2003, Alabama alone was home to investments by Toyota, Honda, Mercedes and Hyundai, earning it the nickname “Detroit South.” (Or, as David G. Bronner, the colorful head of Alabama’s pension system and the chairman of US Airways puts it, Detroit is now known in his region as “Alabama North.”) Import companies have established operations in a handful of states. 

Of course, American consumers do not inherently dislike Detroit. In fact, they have shown a willingness to try just about anything innovative that General Motors, Ford and Chrysler can unveil. After the September 2001 terrorist attacks, Americans responded in record numbers to the Big Three companies’ offers of zero percent financing on cars and trucks. Chrysler’s PT Cruiser became an instant hit when Chrysler introduced it in 2001. The Ford Thunderbird made heads turn when it finally arrived in showrooms in 2002, months behind schedule. The Chevrolet Corvette, 50 years on, has legions of enthusiastic fans. Detroit can still summon its clout and its magic on occasion.

But GM, Ford and Chrysler suffer from a handicap that the imports do not. They are inconsistent—inconsistent in terms of quality, reliability, durability and styling—and as a result, they repeatedly leave their customers heartbroken, because it shows that the Big Three do not understand them and do not genuinely respect them. Detroit, deep down, has bought into the iconography that it has nurtured over the years. Its executives seem to truly believe that only they know what American buyers want. Because Detroit has dominated the industry for its first 100 years, American car company executives feel they are the best arbiters of the industry. They think they know far more than their customers about the vehicles that these customers drive. They are convinced that should they stumble, as all companies are wont to do, consumers will be forgiving and return to Detroit anyway. Even in the face of vast research to the contrary, Detroit for years has convinced itself of the notion, completely unsubstantiated, that its vehicles are every bit as good as those built by the import companies. In fact, this was the very claim made one morning in November 2002 by General Motors vice chairman Bob Lutz when he declared GM’s vehicles the equal of those built by Honda and Toyota. Yet that afternoon, GM recalled 1.5 million minivans.

Poor quality, as well as an inability to trust what Detroit tells us, continues to undermine Americans’ faith in Detroit. In one of his television ads, created to convince consumers to believe in his family’s struggling auto company, Bill Ford bubbled with enthusiasm for the small Ford Focus. He failed to mention that the Focus, designed in Europe,  has been the subject of government defect investigations 11 times since it went on sale in the United States in 1999. A few months earlier, another Ford car, the new T-bird, which should have been a standard-bearer for the company in design and excitement, had to have production shut down for several days after engine fans caught fire on the assembly line.

Detroit brings to mind a kind of automotive Oz, in which its simple announcement of a victory over imports is supposed to substitute for the real thing—despite the fact that its market share continues to fall and its profits have evaporated. Yet few are fooled. One need only look at the resale values of Detroit automobiles, far lower than the resale amounts for the best used foreign cars. This sense of unshaken superiority has been Detroit’s most fatal flaw. For its hubris has led to blindness in the halls of the Big Three, disappointment and even a vague sense of betrayal among many American consumers.

Too many American car buyers are simply fed up with the vehicles that Detroit has tried to peddle to them. Millions of customers, loyal to GM for generations, finally got tired of tinny doors, keys that didn’t fit both the door and the trunk, and instrument panels that simply looked cheap. Despite the improvements that Detroit has made, despite all its vows and promises, the list of flaws in its cars continues to exceed that of its rivals. 

On the other hand, Toyota, Honda and the others realize full well that they cannot claim victory—that they can never do so. For as Detroit has shown, it is all too easy to lose one’s advantage. The Japanese carmakers are frightened by the emergence of the resurgent Korean auto companies, such as Hyundai and Kia. The Koreans are battling for the hearts of the children of the Japanese and German consumers that they captured. These young buyers don’t want to buy the same vehicles that Mom and Dad owned unless they can be convinced that these cars are what best fit their needs. And so Toyota created a whole new operation, called Scion, aimed at what it refers to as Generation Y buyers, confronting what it sees as a potential image problem long before it actually is in danger of losing sales.

No one dares to write off Detroit, however. Anger—as well as lost profits—is driving GM, Ford and Chrysler into action. Already this decade, Ford and DaimlerChrysler have replaced their chief executives and their top management. A Ford is back at the helm of Ford for the first time in 22 years. GM, which dominated the industry for so many years, has been forced to bring in fresh talent from outside. GM, Ford and Chrysler are spending vast amounts of money to develop new vehicles that they vow, yet again, will be their best ever and will provide the resounding answer to the imports on American ground.

But changing faces and making promises cannot change an attitude of indifference that has long grown among consumers. For too many years, Detroit companies’ primary tactic for fighting back has been to shift consumers’ attention to the future, while leveraging their past as a sentimental weapon that they have used to obscure the deficiencies of the present. But though consumers might appreciate the vehicles of the past, and express curiosity about what’s coming down the road, they are focused, more than ever, on the present. The advent of the Internet has given them more access than ever before to information about the cars they are interested in. Comparing cars is easier than ever. Such mysteries as leasing, invoice prices and used car values are explained at the stroke of a few keys. 

Rather than listen solely to Detroit, consumers now listen to each other. In an age of data, one of the most important criteria in buying a car is word of mouth. And what customers seem to be telling each other—in person, in e-mail and on the Internet—is that there are better choices than vehicles from Detroit. Satisfied customers have become the best selling tool foreign manufacturers could ever have. And they realize it, which is why they are so completely focused on consumers. No matter what GM, Ford and Chrysler have used in their attempt to fend off foreign competition, consumers’ own resolve has been the one weapon that GM, Ford and Chrysler seem powerless to defend themselves against, for all their years of unquestioned industrial might.
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