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The year 2011 was tough for the Japanese automotive industry. A 9.0-magnitude earthquake and tsunami
followed by a nuclear crisis had ripped the country. The collective economic cost of the “3/11 disaster” as
estimated by the World Bank totalled around US$235 billion.? In the automobile sector, production was
immediately stopped.® In 2010, Japanese automakers had manufactured around 8.3 million passenger cars
in Japan.* IHS Global Insight, an international economic and financial consulting firm, forecasted that as a
result of the disaster, cumulative production for Japanese automakers in 2011 would drop by around 2.2
million units. Automakers Toyota, Nissan, Honda, and Suzuki were adversely affected and made their
respective recovery efforts. Of the top automotive firms, Nissan was acknowledged by analysts and industry
experts for the company’s recovery and resilience strategy.”

The catastrophe took place in March 2011. Nissan lost 17 family and five staff members. More than 50 of its
dealers® and 40 of its component suppliers were damaged. Two of Nissan’s plants—the Tochigi engine and
vehicle assembly plant and the Iwaki engine plant—were severely damaged.” Each day of lost production was
costing Nissan $25 million in profits.® But, surprisingly, the Tochigi engine and vehicle assembly plant was
back on line in April, and the Iwaki engine plant was fully recovered with production back to pre-disaster
levels by mid-May.® “Nissan was one of the companies, which have responded the fastest, and in the most
efficient way to what happened after the earthquake,” Carlos Ghosn, the chief executive officer (CEO) of
Nissan, exclaimed.°

NISSAN AND THE JAPANESE AUTOMOBILE INDUSTRY

Nissan Motor Company Ltd., based out of Yokohama, Japan, was the second largest automotive company
in the country. It employed approximately 248,000 people globally. In 2010, its annual sales exceeded 4.1
million vehicles. Its annual revenue in that year was around $102.37 billion (JP¥8.77 trillion)."* Nissan’s
Chairman and CEO was Carlos Ghosn, a French-Lebanese-Brazilian, and Nissan’s board was comprised
of members of different nationalities. This was different from the corporate structure of other Japanese
automakers whose board members were exclusively Japanese. Colin Dodge was the most senior non-
Japanese member on the board. He took over as Nissan’s Chief Recovery Officer in Japan. This post was
unique, not found at other automakers.*?
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Nissan delivered a wide range of models—a total of 64—under Nissan and Infiniti brands. It exhibited a
strong commitment to developing exciting and innovative products. In 2011, Nissan earned several
international awards such as European Car of the Year and World Car of the Year.*® Nissan used common
parts on a global scale and standard parts worldwide. This practice resulted in low-cost manufacturing and
gave the company an advantage in dealing with the crisis situation.

The automotive sector was one of the core industrial sectors in Japan’s economy. In 2009, automotive
shipments alone accounted for 15.3 per cent of the total value of manufacturing shipments in Japan. The
value of the automotive shipments in that year amounted to $472.7 Billion (JP¥40.5 trillion).** Japan was
the second largest vehicle producing country after China.

Because Japan was home to many innovative technologies in the automotive sector, suppliers got
“substantial and growing shares of the global market.”*> A motor vehicle consists of more than 15,000 parts;
lack of an important component can stop production or impede completion of vehicles, and result in a
slowdown or total stoppage of assembly lines.'®

IMPACT OF 3/11 ON THE JAPANESE AUTOMOBILE INDUSTRY

The triple disaster in Japan disrupted both domestic and global supply chains. The most affected industries
were electronics and automobiles, both well-represented in Japan.'” Due to fuel shortages across the country
and power outages in the affected area of Tokyo, production and distribution were severely impacted, and
staff members were unable to reach their workplaces. Plant shutdowns in Japan disrupted the supply of
products—from semiconductors to automobiles—to manufacturers around the world.*®

The foremost effect of the disaster, however, was suffered by Japanese automakers. Their assembly plants
were shut down for weeks. They assessed that Tier 1, Tier 2, and Tier 3 suppliers had been impacted.™
Supply chains of Japanese automakers were believed to be keiretsu—interlocked, with products procured
from Tier 1 suppliers being manufactured with parts procured from Tiers 2 and 3 suppliers. “We thought it
was pyramid-shaped, but it turned out to be barrel-shaped,” a Toyota official remarked post-disaster, noting
few critical suppliers at the base of the network.?

Many electronic component suppliers that supplied critical parts to automobile companies around the world
were unable to meet commitments. They soon realized that it would take them months to recover
completely.”* For example, Renesas Electronics, which provided 40 per cent of the global market for
microcontrollers for automobiles, was badly hit by the disaster and took more than a couple of months to
restart production. Renesas Electronics was the sole supplier of chips to all Japanese automakers.??

Until March 26, Toyota had suspended operations in 12 of its assembly plants, and estimated a loss of
around 140,000 vehicles.” It stopped production in its U.S.-based assembly plants because of the
difficulties with shipping parts out of Japan. Similarly, Honda suspended production immediately after the
earthquake and continued the suspension for an additional two weeks. One-fifth of its Tier 1 suppliers had
been affected by the earthquake. The company announced that the suppliers would take more than a week
to recover operations.?*

Nissan lost 1,300 Infiniti and 1,000 Nissan cars to the tsunami. All 2,300 vehicles were ready and waiting
to be loaded and transported to the United States.?® The company immediately closed five plants: the Iwaki
Plant in Iwaki City, the Tochigi Plant in Kawachi County, the Yokohama and Oppama Plants in Yokohama
City, and the Zama Operations Center in Zama City.?®
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Ghosn told Bloomberg News:

This is serious and it’s still difficult to evaluate. You have the earthquake, you have the tsunami,
rolling blackouts, and fuel shortages hitting at the same time, and they aren’t only hitting the car
manufacturers, but also the suppliers and the dealers.?”

CRISIS MANAGEMENT AT NISSAN

The “Great East Japan” earthquake struck at 2:46 in the afternoon. Within 15 minutes, Nissan had set up
its Global Disaster Control Headquarters (GDCH) in its head office in Yokohama, where it could update
information on disaster management, work for employee safety, and ensure business continuity. The crisis
management committee was led by Toshiyuki Shiga, the chief operating officer.® The committee oversaw
all recovery activities and supervised operations in the country as well as abroad.?® Ghosn reported in an
interview with Reuters, “You need to establish a clear order of importance and a diagnosis of the company,
or the country. This is absolutely essential, because after this you are going to act and when you act you
need to do it fast. People need to be aligned and share your vision so you can move in the same direction.”*°

In addition to quick decision making after the occurrence, the company made use of its earlier developed
capabilities to make a speedy recovery. Since 2003, Nissan had been applying seismic retrofitting and
requirements in its plants and facilities located in the earthquake prone areas. Also, evacuation centres and
routes had been prepared well in advance.*

Shiga explained Nissan’s approach:

After these type[s] of disasters occur, the company should know that employees’ safety is first. We
should also know about the safety of the suppliers, dealers, or our affiliated companies and then,
how to restore operations. This process [aims] to prioritize and to make a decision—through this
type of training drills, we can easily understand the priority and not panic.*

First and foremost, the company confirmed the safety and status of its employees, suppliers, and vendors.
The safety confirmation system that was earlier based on email was shifted to web access. Then the
company started recovery operations at all business locations and plants. Because they had practiced drills
and simulations every year, Nissan was able to conduct recovery operations in an expedited and focused
manner. The drills and simulations helped Nissan forecast and respond to every eventuality that followed
the natural calamity.*

Nissan Senior Vice-President Hitoshi Kawaguchi acknowledged the importance of regular drills:

This company has been doing this every year, for the last five or six years. Once you prepare
yourself for all kinds of disasters then you don’t panic, and | think that’s quite important for us to
be well-trained for natural disasters like a great earthquake or anything which could damage the
company’s operations.>*

Within a few days, Ghosn was shown on television, with a film crew behind him, surveying the impact of
the disaster at the damaged plant in Iwaki. Talking with reporters, Ghosn was clear and decisive in his
assessment about what had happened, and what Nissan’s future action plans were. He was quick and precise
in communicating when the engine-making plant would be back in operation. This kind of openness and
clarity was rare in the Japanese corporate arena.*®
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Chris Keeffe, Yokohama-based spokesperson for Nissan, commented that Nissan was swift in gathering its
key executives to assess and analyze the situation, and to quickly sketch out possible solutions. He drew a
vivid picture of the future course of action and identified the top-level executives in charge of the recovery
plan. He also added that one of the major strengths of the company that had enabled it to overcome the
crisis was its ability to work together in a quick and focused manner.®® Hundreds of employees from other
sites were called upon to assist in recovery of the damaged plants. The employees worked together in a
cross-functional and cross-regional manner.

Frequent power outages in the area were badly affecting production. The company considered night time
operations, in-house generation of electricity, and a change in workweek to overcome the effects of power
shortages.®” In April, Nissan informed its dealers that it would mainly manufacture only the best-selling
models while the parts shortages continued at the plants. Rumours suggest that just before the earthquake,
the company had ordered parts in bulk, which, if true, would have also contributed to Nissan’s recovery.®

Nissan prioritized delivery of vehicles to the U.S. and Chinese markets.>® The company was able to deliver
cars when their competitors could not, which resulted in better sales for Nissan.** Still, Ghosn
acknowledged that Nissan would initially face a “significant” loss of market share globally but expected to
recoup losses in the latter half of the financial year.**

In the aftermath of the disaster and its impact, the company realized the need to strengthen its supply chain.*?
To prevent similar disruptions and damages in future, Nissan planned to ask its Tier 2 and 3 suppliers to use
alternate sourcing for their parts, which they had not implemented at that time. In that way, the suppliers could
manufacture the same component in different factories across the country and ensure an uninterrupted supply
of component parts to the plants, even during disruptions. Shiga claimed that if Nissan adopted what he called
a “supply risk management chain” that incorporated principles of risk management, Nissan’s power of
monozukuri—process engineering activities and craftsmanship in manufacturing—would be strengthened.

Over the following months, the crisis management committee continued to tackle production recovery
issues whenever they occurred.®® Nissan later discovered that they had underestimated the damage that
could be caused by a disaster. They re-evaluated and modified their disaster strategy. They prepared new
evacuation centres and routes and stockpiled food reserves and other resources wherever needed.* Toward
the end of 2011, Ghosn mentioned in a speech, “There’s going to be another crisis. We don’t know what
kind of crisis, where it is going to hit us, and when it is going to hit us, but every time there is a crisis we
are going to learn from it.”*°
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EXHIBIT 1: EFFECT OF THE 3/11 DISASTER ON NISSAN’S PRODUCTION, SALES, AND EXPORTS

Change from Previous Year (%)
Category March 2011 | April 2011 May 2011
Production in Japan -52.4 -48.7 0.8
Sales in Japan -35.7 -37.5 -12.9
Exports -12.5 -72.0 -5.6
Key Financial Figures (in no. of units
Category March 2011 | April 2011 May 2011
Production in Japan 47,590 44,193 80,036
Sales in Japan 60,584 24,068 37,981
Exports 41,746 14,642 45,321

Source: “Nissan Production, Sales, Export Results for May 2011,” press release, June 28, 2011, accessed August 18, 2015,
www.nissan-global.com/EN/NEWS/2011/_STORY/110628-01-e.html.

EXHIBIT 2: SUMMARY OF REPORTS ISSUED BY THE COMPANY POST- DISASTER

Date

Regarding Plants

Regarding Suppliers/Dealerships

March 11, 2011

Suspended operations,
evacuations begun

Assessments of damage yet to be
conducted; Few dealerships reported
damage, others to be confirmed yet

March 12, 2011

Damage to 2300 vehicles
reported

Discussions regarding part damages going
on with suppliers

March 14, 2011

Suspension of operations
continue

<No report issued regarding suppliers>

March 16, 2011

Most resume production, will
continue while inventory of
supplies last

Difficulty in getting part supplies

March 25, 2011

Repairs and infrastructure re-
establishment continuing

Will support suppliers based on requests
received

March 30, 2011

Still recovering, production based
on earlier inventory only

Awaiting recovery of suppliers for parts
delivery

April 8, 2011

All plants will resume operations
by mid-April

Supporting suppliers to restore quickly

Source: Summarized from News Releases January—March 2011, Nissan, accessed August 18, 2015, www.nissan-
global.com/EN/NEWS/2011/01_03.html.
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