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Case Study: Ford and Toyota

Ford's construction and splendid history of “Vertical Integration”

When people are asked who invented the auto car, most of them will reply “Henry Ford”.
This common misunderstanding is just a praise of him. Henry Ford had produced the first
auto car named T-car owned by common people. After that, he developed the first pipelining
in the world, which made the dream of having a car by thousands of people realized. Car had
never been so far away since then and the revolution of auto car in the world began. Its
process of development created a legend of the car-industry and Ford also became an overlord
of the car industry in the whole world. His management model of “Vertical Integration”
made a historical resplendence and has a deep economic and social influence.

In 1922, Purchasing Lincoln Auto is the beginning of the vertical integration and the building
of his car-kingdom. Ford became even more forward: they furthered the vertical integration
by mass merger along the value-chain. They tried to be the manufacturer of the auto car
rather than the assembling factory, and thus, they sought for economy of scale and thus to
realize the vertical integration, and integrated the logistics actives from raw materials to the
selling. On the basis of that, they formed the inside integration of supply, production and
distribution, and through the centralized management they directly controlled the R&D,
manufacturing, marketing and other activities. Through this method, outer market orders
were changed into a series of the inner market orders which drove the close combination of
the working procedure one after another and self-adjustment of the operation chain. Cost of
the accessories of the auto car was also decreased by reducing the cost of the outer trade.
Through this lager-scale vertical production and management mode, Ford’s producing cost
had reduced greatly. The price of T-Car was decreased from 440 dollars in 1920 to 290
dollars in 1924. At the same time, the efficiency was increased rapidly. They spend 7 years
to produce the first 100 million cars, however, they just spend 18 months to produce the sec-

ond 100 million cars. Ford had produced 800 millions cars by 1920 and even 1200 millions by
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1925 in the 20th , Ford’s vehicle production in the United States had 60% of the marker
share and almost 50% of the world market and in the 1960s reached 90% , virtually dominate
the global market share. With Ford’s operating results continued brilliance, its vertical inte-
gration is gradually toward the peak, the scope of business expanded increasingly, and the
value chain extended to the basic raw materials industries, as shown in Figure 1-0. Vertical
integration to the top, Ford has a daily cargo ships loaded with mine from the mining compa-
nies that was enough for one day use arrive, the smelter company in great lakes smelt the
iron and then transported them to the product line to produce cars. Ford even have their own
sheep farms, producing wool dedicated to the production of the company’s car seat And the
company even has its own forest for timber production, with plantations to produce rubber,
and ete,

Under the influence of vertical integration, Ford was always playing the game of expanding
the internal scale, even in the situation of that in the early 1970s as Maisky bill and the oil
crisis in the auto industry of the United States constituted a serious blow to the public and so
Toyota Division took the advantage of by virtue of low-emission, low fuel consumption to oc-
cupy 24% of the market share in the 1980s. By the late 1990s in the 20th century, Ford
gradually was aware of their excessive fuel consumption and began to carry out large-scale
transformation, restructuring Ford’s organizations, intended to put Ford into a lightheart-

ed, flexible enterprise, but now Ford is going to face hardship.

lg@i%

Cushion Plant

Iron Plant

- =
BT )

Iron ore R e ;

heepwalk

Case Figure 1-1 Tllustration of Ford’s “Vertica Integration”
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The tremendous impact of Toyota’s “horizontal integration™ to traditional management practices
Japanese corporate culture is a typical example of oriental culture, they pursued team spirit
and sense of coordination and, therefore, in the contrary of Ford, Toyota rarely used merg-
ers to extended the industrial chain, moreover it took the use of strategic alliances to
strengthen the relationship with suppliers and distributors, and through careful cost compar-
ison studies to find out in which areas they had comparative advantages, and in which it is
possible to establish competitive advantages, and then they focused on nurturing and develo-
ping such an advantage. Meanwhile, in order to protect the perspective of brands they re-
tained and enhanced the core capacity, and outsourced the non-core business constantly seek
to achieve synergies with its partners, and complete the value chain as a whole. Toyotas As-
sociation for the horizontal strategy created a clever use of a new road saving the internal
consumption by external resources.

In 1966, the Toyota Corolla car was favored by the vast number of consumers, thus sparking
a Volkswagen heat, and when exported to North American it won a praise, and it contribu-
ted much to the sales rise. In 1970s, Toyota introduced TQC (Total Quality Control) to
breach the inbound restrict of quality management, and sent personnel to the upstream and
downstream assembly wholesalers and sub-contractors and other affiliated enterprises to su-
pervise the quality, and thus strengthened the relationships between affiliated enterprises.
During late 1980s and early 1990s, Toyota completed a comprehensive core production plan-
ning based on affiliated enterprises, whose core business was controlled by Toyota headquar-
ters, and headquarter as the core, in a radius of 250 km gathering of nearly 30,000 support-
ing enterprises, taking the use of strategic alliances or in the form of outsourcing to strength-
en the cooperation between suppliers and the demanders. Especially since 2000, Toyota
makes the develop of accessories and new cars simultaneously by adopting”At the same time,
Synchronous Development System. This form made that a fewer vendors to provide modular
or system components to replace many suppliers to provide discrete components, and this
was significance in the post-industrial era just like the Ford assembly line in 100 years ago.
Toyota net profit in 2004 reached 10. 2 billion U. 8. dollars, surpassing the sum of United
States three car dealer General Motors, Ford and Chrysler, in 2005 the sales scale even
reached 8. 09 million, more than 6. 818 million of Ford’s size. and the global vehicle sales
rose by 8%. Meanwhile, according to Ford’s annual report in 2005, Ford Motor Company
global automobile business year pre-tax loss was 10 billion dollars, pre-tax profit was 8.5
billion dollars. But Toyota’s net profit for the current fiscal year will hita record 104 billion

dollars, which was unparalleled for the United States three motor traders.



