FOREIGN BUSINESS

Nihon DEC’s Recipe for Success

By Robert Poe

ome companies seem to have a

knack for making the right moves

when they move into Japan, and
Nihon DEC is one of them. A wholly-
owned subsidiary of the world’s sec-
ond-largest computer company, Digital
Equipment Corporation, its first direct
presence here was as a service rather
than a sales organization. That's an
excellent way to impress quality-con-
scious Japanese customers and was the
beginning of growth into an organiza-
tion with 1985 sales of ¥43.8 billion. Ed
Reilly, Nihon DEC’s president, explained
some of the other reasons for the com-
pany’s impressive performance.

Q: Let’s start by talking a little about
your background. How long have you been
the president of Nihon DEC, and what did
you do before you came to Japan?

A: I've been here for about five-and-a-
half years, and I’ve been with Digital for
24 years. I was born and raised in cen-
tral Massachusetts, I went to college
in Boston and then I joined Digital. I
worked in engineering, customer ser-
vices, in Latin American operations for a
while, and then came here. Our company,
as you know, is only about 28 years old, so
I joined it when it was quite small, prob-
ably 400 or 500 people at that time.

Q: Are you planning to stay a lot longer
in the future?

A: Yes, I like Japan, and my plans are to
remain here a while.

Q: Concerning Nihon DEC, what are
your main products for the Japanese
market?

A: The main products we have as a
company are the VAX computer, the
PDP-11 computer and the whole range of
systems around those products. And
we're selling those products in Japan
today, much like you would find in any
country, the products and the services.
And services are a large part of our busi-
ness, actually. Service and support tend to
be around 25% to 30% of revenues. I
think if you went to a DEC location any-
where in the world youd find a very
similar type of operation. But one thing
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we’ve done here is to add some Japanese-
language local enhancements and modi-
fications to the product, which has helped
their marketability. But our main product
line is the VAX computers.

Q: What is the strongest selling point of
DEC products in the Japanese market?

A: I think the best selling point is the
product itself. VAX has become the
standard in certain industries. If you look
at engineering, semiconductor design
research, that type of field, you will find
VAX computers used predominantly in
those areas. In addition, we're branching
off into more commercial applications,
and trying to develop our business in the
areas of banking and telecommunica-
tions. When you take the strength of the
products, you're really looking at the
strength of the company, the products,
the services; and I think having a good
international network is important.

Q: How much interest do you find
among Japanese companies in networking
at present?

A:Inthe past, the Japanese market has
traditionally been very large mainframes
and small stand-alone computers. But in
the future, you’re going to see much
more decentralized computing, more
networking, you'll see the market chang-
ing. And as it changes, it’ll fit very nicely
into what we at Digital do as a company.

That puts us in a very good position, espe-
cially as the telecommunications market
opens up. That has been a closed envi-
ronment, but as that opens up, it offers
opportunities that fit very well with our
corporate strategy.

What the future holds

Q: DEC is best known as a supplier of
computers for scientific and technical use,
but recently it has been making impressive
inroads into the office automation field as
well. What potential do you see in the
Japanese OA field?

A: Maybe a better term for our prod-
ucts would be the general commercial
marketplace, banking, financial institu-
tions, telecommunications, information
systems, MIS. And more and more, we as
a company are making significant inroads
into that area, and we certainly expect
that to continue. In Japan, we did several
things. First, we put an organizational
focus in place. We have an office in
Hibiya, in what we call Digital Village.
So that organizational focus is concen-
trated on providing solutions and prod-
ucts for the commercial market. Second,
we have various programs to develop
local Japanese-language products, such
as ALL-IN-1. That’s our approach to the
office environment, it has electronic mail
systems, word processing and a lot
of business-type applications, under the
all-encompassing umbrella known as
ALL-IN-1. It took us almost two years to
convert that to Japanese, which was a
big investment of time and money. We
also had to convert our VMS operating
system and a lot of other programs to
the Japanese language. That’s especially
necessary in the general office environ-
ment. And third, we just made the com-
mitment to the marketplace, and kept up
the effort.

Q: It sounds like this is one of your
major growth areas for the future.

A: Yes it is, and something which offers
us an added opportunity is artificial intel-
ligence. We have a leadership position in
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the use of artificial intelligence in compu-
ters, both in research and in practical ap-
plications. I think that’s a coming trend,
the use of artificial intelligence in bank-
ing, for example. You know, Japan is very
productive in the manufacturing sector.
But in the service industries, the office,
the restaurants, the general service envi-
ronment, it’s much less productive. They
have to improve, and one of the ways
they can do so is through artificial intelli-
gence, using application programs where
the computers can be more intelligent,
more interactive with customers.

Q: What are some of your artificial
intelligence products?

A: We have an expert shell called
OPS35, which is designed around artificial
intelligence. Our customers are using
that, as well as the industry-standard
LISP and PROLOG software. We’ve also
converted all of that into Japanese. The
government-sponsored ICOT (Institute
for New Generation Computer Technol-
ogy) artificial intelligence project is using
our computers to develop hardware and
software products.

Q: How tough is competition in the mini
and supermini computer market in Japan?

A: It’'s a very competitive market.
There are all the U.S. companies which
we would normally compete with, and in
addition there are all the major Japanese
companies, so it’s very competitive from
that standpoint.

Q: A lot of American computer com-
panies manufacture at least some of their
products in Japan, yet Nihon DEC does
almost no local manufacturing. However,
there was an article in a Japanese news-
paper a year or so ago suggesting that the
company was planning to build a factory in
Japan. What is the situation as of now?

A: I think it depends on your definition
of manufacturing. Today we have two fa-
cilities, one called the CSSE, or Custom-
er Service and Support Engineering, and
the other called the MDC, or Manufac-
turing and Distribution Center. The
MDC is about halfway between here and
the airport, and it’s becoming larger and
larger. What we are doing there is inte-
grating products, final assembly and test-
ing and software development. In the
future basically we will expand those
two facilities.

Q: So you don’t have any plans to
build an entire factory, to build VAXs
for example?

A: Not at this point. We’re certainly
looking at doing that as our business
grows. We’re becoming fairly big in
Japan, and looking at manufacturing pos-
sibilities is one of the things we do just as
part of the normal long-range planning
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process. But we don’t have any concrete
plans at this time.

Q: Does DEC do a lot of procurement
in Japan?

A: Yes, we have a purchasing and
liaison organization here.

Q: What kind of parts do you purchase?

A: We normally don’t divulge specific
details, but in general terms it is things
like memory IC’s, components, printers,
things like that.

Active R&D

Q: You have an R&D center in Sanban-
cho, Tokyo. What can an R&D facility in
Japan do that can’t be done in the U.S.?

A: R&D at Digital, like many compa-
nies in the industry, has the philosophy
that having smaller research groups de-
centralized around the world creates the
kind of environment and entrepreneurial
spirit that we like. And having an engi-
neering center in Japan, of course, is a
natural extension of that philosophy.
This is the second-largest computer mar-
ket in the world, and it certainly makes
sense to have an engineering center here.
We’ve hired a lot of engineers in Japan,
we’re building the organization to de-
velop products in Japan. And as we build
it, we’ll look for opportunities here in
products that make sense.

Q: In an article in this magazine several
months ago, Herbert Hayde, president of
the American Chamber of Commerce in
Japan, suggested that American companies
should have access to Japanese government
research laboratories. What are your feel-
ings about that?

A: We’re doing that today as a com-
pany. There are various projects like the
Sigma project, for example. It’s a large
government-sponsored project looking
into software development in the future,
much like the ICOT project, but with dif-
ferent goals. We’re an active participant,
both from the standpoint of investment
and from the standpoint of use of Digital
products. We’re also actively involved in
terms of supplying human resources,
such as engineering people, to the proj-
ect. But as the environment in Japan
opens up, I think we’ll see more oppor-
tunities similar to that. We’re working
with universities on various projects in
engineering development. So it’s starting
to open up, though it’s still a small
amount at this point.

Adaptation without
compromise

Q: In every Japanese subsidiary of a for-
eign company there must be some balance

between Japanese business practices and
the corporate culture of the parent com-
pany. What is your philosophy on how this
balance should be attained?

A: Again, one of the strengths of Dig-
ital is described very well in books like /n
Search of Excellence and The Corporate
Culture, in which our company is de-
scribed at length as having a good, solid
culture and as being a reputable, high
quality company. So we start with that
framework, and that’s our strength. And
when we go into a country like Japan, we
never want to forget that culture. Now of
course there are business realities, where
you have to adapt your products and
some of your business strategies to the
local environment. We employ mainly
Japanese people. At the end of this fiscal
year, we’ll have 2,000 employees, and
only five or six Americans. So basically
this is Japanese management, in a Japa-
nese environment. We’ll modify our
strategies, our distribution channels and
our products to fit the market. But we
don’t modify our value system. We don’t
modify the corporate culture, the
strengths of the company, the open-door
policy, the things that made us successful.
We may adapt those to the culture, but
basically you can do both. You can main-
tain the corporate culture, or the corpo-
rate value system, which is the term I
prefer. We try to maintain that, the care
for employees, the decentralization of
responsibility, the environment we try to
create within the company, the training
programs we have for employees, the em-
phasis we always put on customer satis-
faction—we measure all of our employees
on customer satisfaction throughout the
world. And we have an employee survey
and we measure our managers based on
that survey. Those are the kinds of value
systems that we have, and we don’t
deviate too much from them. But we will
change things like product and dis-
tribution strategies as we go into a
new market.

Q: What functions do the half-dozen or
so Americans working here have?

A: I would categorize them as being in
two areas. One would be those having a
particular expertise that may be needed,
be that in engineering a product, or in
a financial system, for example. The
second area would be in a general com-
munication capacity. That’s very impor-
tant for a foreign company’s success
here. We have to communicate well
with the home office, and we're an in-
ternational company, we have a lot of
international customers that deal with
us in Chicago, in New York, in London
and here in Japan. So they are playing a



FOREIGN BUSINESS

liaison role. Strategies have to be coordi-
nated very carefully, so that what we are
doing here is in sync with what the corpo-
ration is doing. But in terms of the main-
stream environment, line management,
direct contact with the customer, all of
that is done by Japanese.

Q: Are Americans usually brought here
on a temporary basis?

A: Yes, typically we bring Americans
here as expatriates. A three- to five-year
assignment is normal. Our primary focus
as a company, once again a part of our
corporate value system, is to try to build
local organizations. In Europe you would
find predominantly a German organiza-
tion in Germany, a French organization
in France and so on. It’s the same in
Japan; for all intents and purposes this
is a Japanese organization.

Q: It seems to have been a successful
strategy.

A: I think so. Today close to 50% of our
total business is international.

Q: Going back to the subject of employ-
ees, being a foreign-owned company, are
the college graduates you recruit different
in any way from those a Japanese corpora-
tion would hire?

A: I think the answer would have to
be no. We recruit from all of the top uni-
versities in Japan. We’re fortunate that a
lot of those universities know our com-
pany, because we have many computers
installed at those universities. We proba-
bly have 80 Digital products installed at
Tokyo University. At Osaka University,
Kyoto Sangyo, Tokyo Institute of Tech-
nology, universities in Hokkaido, at a
long list of universities, they know us.
So we recruit computer science majors,
and also from more general programs. A
key part of our strategy is in the future
to continue to recruit the same way. It
takes a long time for an American com-
pany, because you have develop relation-
ships with university professors. You
can’t do that in six months, a year or
even two years. And there’s a built-in
feedback mechanism. When you hire
university graduates, they’ll give feed-
back to the university, to professors, to
undergraduates, in terms of “Is this a
good company to work for?” And we
want to make sure the answer is yes, so
that we can hire more and more gradu-
ates in the future.

Today’s market is open

Q: Have you encountered any govern-
ment restrictions as a company?

A: Today, I would say no. It’s always
necessary to date this type of comment,
but in 1986, I think the market is very

open in our industry. That may not have
been true ten years ago, but as you know,
the duty rate has dropped to zero, the
telecommunications market is open and
privatized, which is very important to
our company’s strategy. It would be very
difficult to list barriers to trade in Japan
at the present time.

One of the areas which can cause dif-
ficulties, though, is the industrial groups;
they can be difficult to sell into. That’s a
challenge, since we’re part of the groups
or the system. So it takes a lot of more
time to sell to companies in the group
than it would normally. But it’s also a
problem for other Japanese companies.
Many Japanese companies have an affili-
ated computer company, so when you're
selling into that group, it can add a de-
gree of complexity to the whole sales for-
mula. It’s a real challenge. We do sell into
those groups—our client base here is top
corporations—but it can be difficult. It can
be difficult to expand to a much larger
base within a company when they’re of
an industrial group.

Q: What is the biggest problem you
have had to face as a company?

A: Selling into the industrial groups
is a marketing difficulty, but besides
that, just managing growth is a chal-
lenge. When you’re growing at close to
40% per year as we are, it’s difficult to
manage. You have to do a good job on the
basics of management to keep up with it.
Converting or enhancing our products
for the Japanese market is a problem; it
takes a lot of time and money. ALL-IN-1,
which we talked about earlier, took about
two years to modify for Japanese.

Q: Is your high growth rate made more
difficult by the fact that it’s hard to find
experienced personnel because of the life-
time employment system?

A: Certainly, and that’s part of the rea-
son for our strategy for hiring college
graduates. But that takes time, because it
takes several years before a graduate be-
comes really productive. So today we hire
both experienced people and university
graduates. But the labor market in this
country is very tight. And that’s some-
thing all foreign companies face when
they come into the market—it’s difficult
to recruit people. But it’s not impossible;
that’s an important distinction. It just
takes time, the effort you have to make,
the time you have to spend, are much
more extensive as compared to the U.S.
where there tends to be more migration.

Q: Is the market tighter for new gradu-
ates or for experienced workers?

A: I think they’re about equal; both
take a lot of time. For example, we’ve al-
ready started our efforts to hire people for

1987. That’s a year and a half—it’s a long
process. We’ve started talking to people
at universities, giving seminars, talking
about Digital as a company. Then after
they’ve joined, it takes another year to
train them just in the basic areas.

But something that helps is our reputa-
tion. We're proud that a recent survey
found us the 15th most favored company
to work for in Japan among women col-
lege graduates. This is in competition
with the thousands of companies there
are in Japan, including the very top corpo-
rations. There’s been a constant increase,
and we’re going to improve that in the
future. And that’s an important part of
the formula for success in Japan.

Competitiveness and
commitment equal
success

Q: For a final question, do you have
any words of advice for a foreign company
hoping to enter the Japanese market?

A: I think there are several points. One,
do your homework, study the market,
figure out what you want to do, whether
you want to go directly, sell indirectly
through a distributor, a joint venture, not
a joint venture, things like that.

Two, make a commitment. Don’t ex-
pect short-term results. Realize that it’s
going to take some time, for things like
recruiting people, developing products.
You can’t change that, you can’t con-
dense it. It just takes time. Once you’ve
made the commitment, set your goals,
just stick with it.

Three, and this may relate to the first
point, make sure you have an advantage
in the marketplace. Make sure you have
an opportunity in the market. That’s true
of any market, but especially here. This
is a very competitive, very sophisticated
market, and I don’t think a lot of compa-
nies realize how competitive Japan is.
They think of it as being a closed market,
where Japanese companies have a pro-
tected environment. But that’s complete-
ly untrue. To take some examples: there
are eight or nine major companies in
the automobile field. That might be
the equivalent of 20 companies compet-
ing in the U.S. In cameras, there are
ten major companies competing in the
field. Consumer electronics is the
same. There may be hundreds building
“Walkman”-type products. That’s what
you call competition.

But in many fields this is the second-
largest market in the world, so it’s logical
to assume that you’re not going to be able
to compete in the world unless you have
a presence in Japan. So you have to try.e
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