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AND NISSAN x 4 ability to

“There is no business executive in the world I would rather see at the helm ranged‘ffor
of Renault. Carlos has a golden touch. First at Michelin, then at Nissan— : competition
everywhere he has been he has turned disaster into success. He is very . countsorlr the

ales ¢

strong, very forceful, and very positive.”
“L ook, I cannot deny his past successes. But really, what has he done?

He has relied almost exclusively on slash-and-burn techniques to cut costs
and return these companies to profitability. But how long can that last? He
has not brought any new ideas to the running, of business: just cut costs. He

plans, Niss
unions, a sc
changes.” 2
Japan Deve

is now returning to a profitable Renault. I'm unsure of what he can do now.”, ¢ pariners. Te

“I think you both are missing the point. Ghosn’s, past has been im- i based Rena

pressive, no doubt about it. But why is he trying to run two companies at fexecutives

the same time? Does he believe too much his,own press? The way itis now, - come to Jag

he cannot focus properly on either Nissan or Renault.” : 4 » announced

Three French executives offering contrasting reflections on Carlos-Ghosn upor, 3 93?105 Gho
his return to Renault in April 2005 " ‘ : 1 i Ghosn was

Whatever qualms some executives may have felt about Carlos Ghosn (name Sl moved to Lk

is pronounced to rhyme with “phone”), senior management at France-based} E his college ¢

Renault harbored no such misgivings.25 In April 2005, chairman Louis Schweitzer
announced that Ghosn would return to Paris to assume control of Renault. Oves
the past five and a half years, Ghosn had engineered a remarkable turnaround af}
Nissan Motors, headquartered in the Ginza district of Tokyo. He had moved from
Paris to Japan as part of the 1999 Renault-Nissan alliance. Ghosn's return to Paris?
however, would not remove him from oversight of Nissan. He vowed to serve
a dual CEO—leading both Renault and Nissan, dividing his time evenly betweer
the two. ' '
Ghosn's career involved a number of remarkable leadership opportunities;
Michelin Brazil, Michelin North America, Renault, Nissan, and now the Renaults
Nissan alliance. But no story is more dramatic or exemplary of his approach ]
change management than his tenure at Nissan. : ] ifee premiis

Ghosn'’s fir:

Nissan Motor Company e Work £
As part of a 74-firm Japanese zaibatsu—a powerful, interconnected industrig] * Eamntr
combination that included Hitachi, Nippon Mining, and Nissan Chemical-

Nissan leveraged its considerable assets into becoming Japan’s number twy
automaker (behind Toyota).?* Nissan began exporting their Datsun cars to the
United States in 1958 and 17 years later became the top-selling import in the U§)
market. Their sporty Datsun 240Z, known as the Z car, gained an especially loyal
following based on its reputation as“the ultimate thrill machine, an unbeatabls
combination of rakish lines, raw horsepower and affordability that young
Japanese and American guys found impossible to resist.” B ]

Anumber of management missteps kicked off a debilitating and long-lastifg silos. The;
decline starting in the 1980s. Executives changed the company’s brand nameig ; i
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the United States from the popular Datsun to the completely unfamiliar Nissan.
Additionally, they allowed their popular Z car to drift and decline with little infu-
sion of innovative technology. Less obvious but even more troubling was Nissan’s
inability to find flexibility in its relationship with suppliers. Their cost of parts
ranged from 15 percent to 20 percent above domestic competitors. Aggressive
competition from Honda in the United States forced Nissan to take a $1,000 dis-
count on their cars.

Sales declined, but costs did not. Despite several announced restructuring
plans, Nissan executives achieved little real improvement. “Powerful trade
unions, a societal taboo against layoffs and institutional inertia stalled any real

executives agreed that Renault’s second-ih-cormnand, Carlos Ghosn, would
come to Japan as COO under CEQ Yoshikazu Hanawa. The agreement was
announced on April 15, 1999—and the Ghosn era at Nissan began.

Carlos Ghosn

Ghosn was born' in Brazil in 1952 )E(b' afFrlench mother and Lebanese father. He
moved to Lebanon at the age of six to attend a French Jesuit school. He received

Ghosn at Renault

In October 1996, Ghosn joined Renault when CEO Louis Schweitzer offered him
the number two position (with potential succession to the top position). Ghosn

* Assume nothing (find answers within the company). -
* Work fast.
* Earn trust and respect with strong results.

At Renault, his formal assignment was to run engineering, manufacturing,
and purchasing. However, Ghosn’s main responsibility was to cut costs.

Renault Ghosn's early an:—:llysis of Renault’s problems led him to conclude that
the company culture emphasized narrow, functionally based thinking at the
expense of a larger strategic view:

The company was organized into completely separate departments, like
silos. The heads of the departments often turned them into baronies or fief-
doms. This was an enormous problem, because I felt the road to recovery
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lay in implementing cross-functionality. And advocating cross-functionality
is tantamount to challenging certain practices that belong to certain
functions. But I believed that cross-functionality was fundamental to our
success ... We had to break down some high walls and reorganize the com-
pany so that everyone worked together.

Relying on cross-functional teams, Ghosn came up with a plan to reduce costs by
$4 billion in three years.

His plan, which included closing Renault’s plant in Vilvoorde, Belgium,
with its 3,500 jobs, earned him the lasting nickname: “le cost killer.” Ghosn
claimed to have no problem with his reputation:

Businesses have always tried to reduce costs ... I don’t see how one can
manage a business without keeping one eye glued to expenses, It’s a fantasy
to think otherwise. ... There have been very few successful extravagant cap-
tains of industry.

Renault returned to profitability in 1997.

Within the company, Ghosn earned a reputation as a tough, demanding
boss who set “brutally high standards.” At the same time, executives considered
him a consensus builder with a “knack for getting straight to the heart of tough
problems and ... an ability to motivate others by setting ambitious but realistic
targets.” Ghosn avoided personal confrontation. “To my knowledge,” he said,
reflecting on his entry into the Renault executive suite, “there were no personal
conflicts, because by definition I'm not a confrontational man. I try to manage
pressure where I find it. I don’t make scenes or attack people. I'm firm, but not
confrontational.” ' " '

Renault-Nissan Alliance Throughout the 1990s, Renault sought a partnership
with another carmaker in order to expand its market reach. Early attempts had
been disastrous. The company proved unable to close a potential deal for Volvo.
Their purchase of U.S.-based AMC cost Renault billions of dollars before selling

that unit off to Chrysler. Schweitzer and Ghosn, however, remained convinced }

that the company needed a partner to help it break out of the confining European
market (85 percent of all company sales were in Europe) and seek robust sales in
Asia and North America.

After Nissan’s merger talks with DaimlerChrysler fell through, Ghosn pur- ;
sued serious negotiations with the Japanese carmaker. As the companies engaged §

in talks, a difference in style and culture—Renault’s highly legalistic style clashed

with Nissan’s preference for broad-based discussion—threatened to undermine i
potential agreement. Ghosn proposed cross-company teams to look at all oppor-

tunities for synergistic effort, creating 11 teams of members from similar jobs in

the two companies. Once the companies approved the alliance, these teams

allowed Ghosn to have a head start on what needed to be done at Nissan.

The 1999 alliance called for Renault to acquire a 36.8-percent stake in ]
Nissan. “We are not merging,” noted Renault’s CEO Louis Schweitzer, “we are
creating a binational company.” At the time, Nissan had $19.9 billion in debt and
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ality losses of $250 million for the year. The company had posted losses seven out of
tain the previous eight years. Their domestic market share had sunk from 34 percent
our in 1974 to under 19 percent in 1999, their global market share from 7 percent to
om- under 5 percent. )
Ghosn at Nissan ]
>sts by Upon his arrival in Japan, Ghosn announced that his goal was not to advance the
Igium, interests of Renault but rather “to do everything in my power to bring Nissan
Ghosn back to profitability at the earliest date possible and revive it as a highly attrac-
tive company.” He realized the delicate position in which he found himself:
can In corporate turnarounds, particularly those related to mergers or alli-
tasy ances, success is not simply a matter of making fundamental changes to a
-ap- company’s organization and operations. You also have to protect the
company’s identity and the self-esteem of its people. Those two goals—
making changes and safeguarding identity—can easily come into conflict;
pursuing them both entails a difficult and sometimes precarious balanc-
inding ing act. That was particularly true in this case. I was, after all, an out-
idered sider—non-Nissan, non-Japanese—and was initially met with skepticism
tough by the company’s managers and employees. I knew that if I tried to dic-
salistic tate changes from above, the effor;t would backfire, undermining morale
e said, and productivity. But if I was too passive, the company would simply
rsonal continue its downward spiral.
fi?i%i The challenge, he said, was to save the business without losing the company.
While he was not the first Westerner to take the reins of a Japanese auto
company (an American had led Mazda after Ford purchased the company), the
ership local press still wondered how a Westerner would fit in and be able to adjust.
Ghosn held no such concerns:
ts had
;\2?111"1]1(; By focusing on specific business objectives, people don’t have time to worry
Jinced about cultural diffferences or politicking (which is obviously a very danger-
opean ous thing in an alliance or merger). This focus on results instead of politics
ales in gives you a much greater opportunity to create a success in an alliance or
merger if the turnaround works. Realistically, though, it can jeopardize the
whole merger or alliance if it doesn’t work. ‘
n pur-
gaged He believed that by focusing on performance, he could bypass concerns for cul-
ashed tural differences.
rmune By inclination, Ghosn avoided making sweeping changes in the makeup of
'PPOI- his executive committee. He said he would make personnel changes only after
obs in giving people a “reasonable time” to change. “I do it, but only when necessary. 1
teams consider it a waste. It is more of a challenge to me to change people from within.
) It is more long-lasting and beneficial—more powerful—to change people than to
tke in change persons.” Within two years of his arrival, however, Ghosn did remove a
ve are number of key executives for failure to meet performance targets. Accountability,
>tand he repeated over and over, must start at the top.
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Ghosn insisted on consistency between the stated beliefs of top executives

and their actions:

Top management is highly visible. What we think, what we say, and what
we do must be the same. We have to be impeccable in ensuring that our
words correspond to our actions. If there are discrepancies between what
we profess and how we behave, that will spell disaster. Included in this is
our accountability. We must be committed to the responsibilities we've
agreed to. When we don’t deliver, we have to face the consequences. The
Japanese culture is a very proud culture. Our workers and managers want
to succeed. For that matter, so do the unions inside Nissan. They warit to be
proud of their company and their management. They need management to
manage. And good management involves accountability.

Leaders, in his view, must do what they say and say what they do.

Early Diagnosis
Between April and late June 1999, Ghosn toured Nissan plants, subsidiaries, and
dealerships in Japan, the United States, Europe, and Taiwan. He had legmed
from his experience at Michelin to start change without any preconceived ideas:

This is extremely important in management. You must start with a clean
sheet of paper because the worst thing that you can have is prefabricated
solutions ... you have to start with a zero base of thinking, cleaning every-

thing out of your mind.

Performance numbers told him a great deal about Nissan but not the under-
lying causes of their problems. “You have to go out in the field to see what's going
on.” Ghosn engaged in a process he called “deep listening,” speaking to over

5,000 people:

I asked people what they thought was going right, what they thought was
going wrong, and ' what théy would suggest to make things better. I was
trying to arrive at an analysis that wouldn’t be static but would identify
what we could do to improve the company’s performance. It was a period
of intensive, active listening. T took notes. I accumulated documents that
contained very precise assessments of the different situations we had to
deal with, and I drew up my own personal summaries of what I learned. In
the course of those three months, I must have met more than a thousand

people.

of hope and high expectations.

Ghosn's diagnostic tour built a good deal
d three changes based on decisions

Almost immediately, Ghosn announce
he had arrived at on his owr:

1. The “official language” of Nissan w
. "gement meetings would be held in
English immediately would have to leave the company.

ould become English and all top mana-
English. Executives who did not learr}
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s of top executives 3 2. The Japanese press would be invited to attend Nissan shareholder meet-
. ings as a way of making Nissan’s current problems and future plans trans-
a4 parent to the public. o

e say, and what A 3. The position of regional president for Europeiand North America was

suring that our replaced with four cross-functional management teams.

3 between what L

, By early July, Ghosn reached some conclﬁSioﬁ:; about Nissan. Perhaps the
Z most surprising was the lack of urgency among Nissan executives: “For a com-
2B pany that has been losing money for seven years out of eight, there is not enough
‘S of a sense of urgency. People should be banging their heads on the walls every-
. where.” Increasing a sense of urgency was on his mind when he announced his
] diagnosis to the press and, more importantly, to employees within the company.
| Inan “all*hands” presentation carried across the company via closed-circuit tele-

: ; - vision, Ghosn listed strengths and weaknesses:
B The fact that he spokKe directly to employees was especially important to

t they do. ( - o S !

luded in this is
sibilities we've
sequences. The
managers want
‘hey want to be
nanagement to

g 3 Now, it's irhpossible‘to resurrect a failing company without first diagnosing
subsidiaries, and - % oy e g ; o .

: AR its problems and then making sure everyone in the enterprise knows the

He had learned : Ve, . P f .

g results of your diagnosis. If there’s a reticence about sharing the results,

48  there can be no shared sense of urgency .., You have to identify the problem

t with a clean S8 and circulate your diagndsis. When we pointed out in public that some of

4 - Nissan’s products were not all that attractive, we got a lot of criticism ... But

it was this very statement, the frank admission that some of the products in

JF  our line weren’t appealing, that allowed us to straighteri things out, even if

g what we said may have had a short-term negative effect. : :

conceived ideas:

prefabricated
eaning every-

ut not the under-
see what's going
peaking to over

Ghosn was enacting what he considered to be his primary role: “The only
power that a CEO has is to motivate. The rest is nonsense.”

Cross-Functional Teams

= . ich his di . . . ‘ ]
thought was 4§ To enrich his diagnosis and specify action plans, Ghosr} returned to cross

better. I was functional teams:

ould identify

. In my experience, executives in a company rarely reach across boundaries.
was a period

~uments that 3 Typically, engineers prefer solving problems with other engineers, sales-
;s we hs d ta - people like to work with fellow salespeople, and Americans feel more
'Ileamea d Ir? E comfortable with other Americans. The trouble is that people working in

functional or regional teams tend not to ask themselves as many hard
questions as they should. By contrast, working together in cross-functional
teams helps managers to think in new ways and challenge existing prac-
tices. The teams also provide a mechanism for explaining the necessity for
change and for projecting difficult messages across the entire company.

1 a thousand

‘tations.
:d on decisions

, / Ghosn pulled together nine cross-functional teams to examine all aspects of
d all top mana- ’ the business operation: from business development to manufacturing and logis-
0 did not learn 4§l tics to supplier relationships to organizational structure. Each had ten members,

; all from middle management. Teams could also create subteams to help them
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collect data. In total, the effort involved about 500 people. Ghosn gave the teams
three months to review the company’s operations and make recommendations.
Only three explicit rules governed the activities of the teams. First: “Nothing
is off limits to discuss and explore. Teams are not to be hindered by traditions or
avoid sensitive corporate issues.” Second: “Teams had no decision-making
power. That was left in the hands of the executive committee.” And third: “Only
one issue is non negotiable: the return to profit.”
Ghosn was tough and demanding on team members. When the purchasing
team, for example, came back with a plan to reduce costs by 10 percent over
three years,_Ghosn’s response devastated them. “Ghosn rejected our recommen-
dations outright,” recalled a team member. “He told us they were not aggressive
enough. He told us to come back with recommendations that will yield 20 per-
cent savings over the next three years.” Far from being discouraged, the group
went back to work. After what was recalled as “a wrenching two weeks of hard |
work and tough negotiations,” the group met Ghosn’s expectations with recom-
mendations that, in retrospect, seemed obvious. 1
“Mr. Ghosn is always challenging us to make higher commitments and tar-
gets,” said an executive. ‘AWe [constantly] talk about challenge and stretch.” Added
another executive, “I have never worked for anyone who is so demanding.”

Nissan Revival Plan ’
With the recommendations from the nine cross-functional teams Ghosn and ;

the executive committee pulled together what became known as the Nissan
Revival Plan (NRP). In October 1999, Ghosn announced that plan to the press, 1

to the employees, and to the public. He started his presentation by saying, “The

key facts and figures about Nissan point to a reality: Nissan is in bad shape.” } ?’
The highlights of his action plan included: :

e Reduce operating costs by $10 billion.

« Cut the number of parts and material suppliers in half. ,

e Create new product investment.and rollout, including launch of 22 new }
models by 2002—capital investment increased from 3.5 percent in 1999 to.
5.5 percent in 2002. 1

e Reduce global head count by 21,000.
o Reduce number of vehicle assembly plants in Japan from seven to four.

« Reduce number of manufacturing platforms in Japan from 24 to 15.

“The combination of growth and cost reduction will allow Nissan t0]
achieve a consolidated operating profit of 4.5 percent or more of sales by FYj§
2002.” Revival would depend on more than cost cutting, he emphasized. “While}
cost cutting will be the most dramatic and visible part of the plan, we cannoj
save our way to success.” 1

In the question-and-answer period that followed his presentation, &
reporter asked if Ghosn was prepared to take responsibility for the company’s
performance. If Nissan is not profitable in 2000, Ghosn responded, he and th¢
entire executive committee would resign. Committee members had made thd
agreement privately but had not expected Ghosn to make it public. In hindsight
Ghosn thought it was an important statement. “To say Nissan will be profitabl
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ave the teams M or I'll quit ... this struck a chord. [Fellow] executive committee members were
imendations. 3§ obviously surprised when they heard of my remark.”

irst: “Nothing The NRP contained several significant departures from traditional
y traditions or MR Japanese approaches to management. Nissan’s relationship with suppliers, for
ision-making - 8l example, represented the keiretsu system that linked large manufacturers, like
d third: “Only S8 Nissan, to its suppliers often through cross held stock. “The keiretsu was like a

big family,” noted a reporter. “In the 1980s it was considered.one of the key
components of the success of Japanese manufacturing, as the cozy relation-
) percent over . ships ensured that manufacturers were delivered high quality parts, manufac-
ur recommen- . .JE- tured to specification, as they were needed.” With suppliers now placing
not aggressive 8B Nissan at a considerable cost disadvantage, Ghosn targeted the system. The
I yield 20 per- "4 number of suppliers would be cut in half, and they would be expected to cut
sed, the group - costs by 20 percent by 2003.

weeks of hard Additionally, all purchasing would be centralized. Said Ghosn, “Purchasing

he purchasing

1s with recoms - represents 60 percent of our total costs, or a minimum of 58 percent of our net
- 4B sales. Today, Nissan buys parts and materials on a regional basis, or even in cer-

ments and tar- 3B tain areas on a country basis. This will stop immediately.” From that point

tretch.” Added JB onward, purchasing would be centralized and globalized.

anding.” E 1 Traditional human resource policies would also be changed. Said Ghosn:

Like other Japanese companies, Nissan paid and promoted its employees

ns Ghosn and 4  based on their tenure and age. The longer employees stuck around, the
as the Nissan 1 more power and money they received, regardless of their actual perfor-
in to the press, -  mance. Inevitably, that practice bred a certain degree of complacency, which
y saying, “The E undermined Nissan’s competitiveness.

in bad shape.”
Nissan’s seniority system would be abandoned, along with their approach

o pay:

In the traditional Japanese compensation system, managers receive no
share options, and hardly any incentives are built into the manager’s pay
packet ... We changed all that. High performers today can expect cash
incentives that amount to more than a third of the annual pay packages, on
top of which employees receive company stock options.

inch of 22 new '
cent in 1999 to

ven to four.
24 to 15. . , .

3 The revival plan sent shock waves not just through the company but
low Nissan to g through the entire nation. Japan’s stock market reacted by droppmg Nissan’s

of sales by FY ' % | price a full 20 percent. Ghosn was not alarmed:
1asized. “While -

lan, we cannot To be able to make changes, it is necessary to do some hard things. If you el
do those things, it does not mean that you do not value people. In my

opinion, the reverse is true. People who do not tell the truth do not respect

sresentation, a 2

the company’s 3 people. My concept of respect for people starts with telling the truth and
led, he and the . { establishing the facts of a situation.

had made that ‘ .

ic. In hindsight, , Telling the truth and establishing the facts of a situation—those were to be

ill be profitable the hallmarks of Ghosn’s approach.
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Results and More Plans

Nissan achieved the results promised in the NRP
became president of Nissan in 2000 and CEO in 2/
a new plan, named NISSAN 180:

a full year ahead of time. Ghosn
001. At that time, he announced

Through NRP we transformed a struggling company into a good company;
through NISSAN 180, we will transform a good company into a great com-
pany. The achievemnent of NISSAN 180 will rely on four pillars: more reve-
nue, less ‘costs, more quality and speed and a maximized alliance with

Renault.

Once again, Nissan made good on its promises. “The story of Nissan's

revival is now complete.”

Moving Up ‘ ' '
In April 2005, Ghosn officially returned to France to run Renault, announcing
that he would continue to oversee Nissan. “I won't be a part-timer, but one CEO
with two hats.” Forty percent of his time, he said, would be spent in Japan (with
Toshiyuku Shiga serving as Nissan COO0), 40 percent in France, and the rest glob-
ally. In fact, Ghosn played a third role as well. The alliance board of directors—

the body designated to oversee the strategy of the alliance as well as any and all
y by Renault and Nissan'—had been headed jointly

activities undertaken jointly
by the CEOs of Renault and Nissan, as well as five senior executives from each.

With Ghosn now serving in both CEO roles, he became, in essence, the chairman
of the joint board.

“It is very flattering,’
superstar, “but at the same time you know that you are as good as your last quar-

ter results or your last six-month results or your last year results. I know very

well the rules. As long as you perform, you are good. Your management is as }

good as your performance.”

Rough Seas at Renault

As he had done at Nissan, Ghosn set ambitious plans for Renault, emphasizing i

the introduction of 26 new models by 2009. As the market awaited the arrival of
the redesigned compact Megane and other models, Renault sales slipped, while
competitors Fiat and Volkswagen grew. Profits at Nissan declined: for three
straight quarters, and the Renault stock price took a beating. After selling off

one-and-a-half million Renault shares, a fund manager expressed a concern.
“The near term looks weak,” he said, “and we remain concerned that Carlos ]
Ghosn is still running both Renault and Nissan.” Ghosn, however, reassured|
employees, customers, and the market. “My record,” he said simply, “is to doj

what I said I was going to do.”

*Joint activities included shared purchasing, shared research on fuel cell technology, shared factories
in Mexico. and Brazil, and shared car platforms. ]

" said Ghosn of his emergence as a kind of global ]
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