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JAPAN

FUJI'S DIGITAL PICTURE
IS DEVELOPING FAST

With a slew of hit products and services,
it's making a smooth shift away from film

AZUKO IYANAGA HASN'T
bought a roll of film in two
years. When she needs
prints, she heads for an
electronics store in down-
town Tokyo. There she
downloads snapshots
from her digital camera into a bright green
terminal that looks like an autornated teller
machine. She can choose the snaps she
wants, crop them, and print them out on
standard photo paper or as sheets of
postage-stamp-size stickers. Within a
minute, the machine churns out the prints
at 48¢ a pop. “It’s very convenient,” says
the 33-year-old photography buff. “I don’t
have to pay for pictures I don’t want.”

The self-service terminal is one of
thousands of such kiosks sold by Fuji Pho-
to Film Co. in Japan and the U.S. 1t’s also
a symbol of Fuji’s effort to withstand the
digital tsunami that's turning the once-
staid photography market on its head.
This is not the company’s only digital ma-
neuver. Fuji pioneered consumer digital
photography in the late 1980s, and today
is the fourth-biggest digiral camera
maker. It has also become the world’s
biggest supplier of specialized film for lig-

24 | BusinessWeek | February 23, 2004

uid-erystal-display screens and a leading -

producer of the image-sensing chips used
in digital cameras and camera phones.
What was once Fuji’s lifeblood—ana-
log film—is rapidly
being drained by the
digital age. Tradition-
al products such as
silver-halide film,
photo paper, develop- |
ing chemicals, and
nondigital printers
still account for 42%
of Fuji’s sales. That’s
expected to shrink to
just 31% in three
years, which is far
ahead of rival East-
man Kodak Co. For

DIGITIZING EARNINGS

: 18 BILLIONS OF DOLLARS - - °

WE 7\ b

NEWYORK There are to double, to 12%
thousands of Fuji of revenue, by
printing kiosks in 2006. “Rapidly
Japan and the U.S.

changing technol-
ogy requires us to
act more dynamically,” says Chief Exec-

-utive Shigetaka Komori.

The move seems to be paying off. True,
Fuji posted lackluster third-quarter results
in January, which Komeori blamed on a
glitch that delayed shipments of a key dig-
ital camera component. Yet for 2003, Fuji
expects profits of $762 million on sales of
$25 billion, up from earnings of $463 mil-
lion and revenues of $23.9 billion in 2002.
That's not bad compared with Kodak’s
70% profit slide, to $265 million.

BILLION-DOLLAR PUSH
SO WHY HAVEN'T Fuji’s shares spiked
along with the Nikkei stock index? For
starters, investors are worried about a
brutal war with the likes of Canon, Olym-
pus, and Sony for supremacy in digital
photography. And whatever Fuji manages
to achieve may not be as profitable as film
was. “I'm somewhat skeptical digital can
be as good a market as analog,” says Joel
Scheiman, an analyst at ING Financial
Markets in Tokyo.

Komori is out to prove the naysayers
wrong. Kicking off Fuji’s 70th anniver-
sary on Feb. 5, he outlined a plan to in-

vest more in imaging products such as

high-grade printers, lenses, and sensors

for digital cameras and mobile phones.

Komori, who has been president of Fuji

for five years but only became chief exec-

utive in June, is eager to put his stamp

on the company. To

FUJIA330 meet his ambitious

plans to double prof-

its by 2007, he vows

to cut costs by $1.9

billion over the next
three years.

Despite all the tur-
moil, Komori is keep-
ing a hand in tradi- .
tional film, since
business is still good
in developing markets
such as China and In-
. dia. But as prices for

the U.S. film maker, |
film, paper, and pro- 15
cessing make up 61% 13
of annual revenue
and will still account
for 43% by 2007, ac- 06
cording to Citigroup 03
Smith Barney. Mean- 0
while, Fuji expects its

digital-camera sales

Data; Fuji Phato Film

i o
mi B

FUJI P

HOTO
OPERATING PROFIT

digital cameras fall, it
won't be long before
green terminals start
popping up from
Bombay to Shanghai.
One way or another,
Fuji intends to stay in
the picture. M

o —By Chester
' Dawson in Tokyo
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WANTED: TOYOTAS THAT

SAY ‘TOYOTA’

ISIT TOYOTA MOTOR
Corp.’s sleek new design
center in Toyota City,
Japan, and the first thing
you’ll see will be dozens of
meter-long, jelly bean-
shaped sculptures strewn about the main
foyer. The brightly colored plastic
baubles were commissioned to inspire the
650 stylists, technicians, and modelers on
site. While they represent an artist’s in-
terpreration of Toyota’s design philoso-
phy, they also unintentionally showcase
the company’s chief problem: a schizo-
phrenic identity. “Our lineup is like a se-
ries of vibrant colors that stand out up
close but look gray when viewed together
from a distance,” says Hideichi Misono, a
veteran designer who heads Toyota’s
new global design management division.

With 99 vehicles in its lineup, no won-
der car buyers are confused by Toyota.
While it has come up with pathbreaking
vehicles such as the RAV4 compact
sport utility, Lexus RX 300 SUV-sedan
crossover, and the Yaris subcompact, it is
best known for blander fare such as its
homey-~but homely—Camry sedan.

Of course, the Camry’s middle-of-the-
road styling helps explain why its appeal
is broad enough to make it America’s
best-selling car. Still, for years, Japan’s

48 | BusinessWeek | February 16, 2004

top auto maker did little to discourage
the notion that it was content to churn
out boring cars. “I've never thought Toy-
ota had bad design,” says Shiro Naka-
mura, design chief at arch-rival Nissan
Motor Co. “Their problem is just that
they make so many vehicles, it’s hard to
distinguish between them.” Eventually,
Toyota fears that this profitable bland-
ness will turn into something far more
pernicious: Nissan’s snazzily upgraded

»With a 99-
vehicle lineup,
Toyota lacks a
recognizable
visual style

cars and vans, for example, could one
day upstage Toyota.

To help carve an identity out of its vast
array of nameplates, the company last
year completed the new, $40 million de-
sign center. Inside, the facility fearures a
virtual reality workshop known as “the
cave,” where prototypes are rendered in
life-size 3-D images inside and out, an au-
ditorium with a retractable roof for view-

t

ing models bathed in natural light—but
far from the prying eyes of outsiders—
and a conference room outfitted with tata-
mi mats, shoji paper screens, and local
pottery. There, Misono and his team
brainstorm while sitting on the floor
around a rough-hewn wood table, a set-
ting reminiscent of a Japanese inn. One of
the new team’s first decisions was to

boost the “J-Factor”--a Japanese look

and feel that had been missing. *We're
looking back to our roots as a Japanese
auto maker,” says Simon Humphries, a
British designer and a key member of the
global design management team.

“VIBRANT CLARITY”

THAT J-FACTOR REFERS TO a Mod Japan
that’s more about anime cartoons than
samurai and sumo wrestlers. The compa-
ny is aiming at something it dubs “vibrant
clarity,” which means spirited vehicles eas-
ily recognized as Toyotas. Some cars Toy-
ota originally made only for the Japanese
market sport that cool Nipponica styling—
like the boxy, out-there bB, now sold as the
Scion xB in the U.S.

The idea is to add some ot that edge to
the rest of the lineup and help make Toy-
otas stand out in the crowd. To get there,
Toyota has split its product lineup into
seven distinct groups, each of which will
now share more styling characteristics.
For instance, the front grille of vehicles in

- its light wuck group (which includes the

Tundra pickup and Sequoia SUV) and the
Lexus group will evolve to showcase
clearer identities as Toyotas.

The first peek at the new look for Lexus
came at the Tokyo Motor Show last fall.
There, a pair of sleek concept vehicles fea-
tured horizontal bars on a grille posi-
tioned well below the headlamps—a big
departure from classic luxury car design.
“Lexus has been so successful because
there’s nothing harsh about the design,”
says Lexus design chief Kengo Matsumo-
to. “But the flip side is that there isn't
much to grab you visually.”

Achieving a more common look
across the carmaker’s entire fleet will re-
quire more cooperation among Toyota’s
network of studios. Already, stylists in
Toyota City are rubbing shoulders with
personnel sent in from Toyota’s other de-
sign hubs in Tokyo, Newport Beach,
Calif,, and Nice, France. The exchanges
allow headquarters to keep tabs on de-
velopments overseas and spread the
new design gospel. Don’t expect Toyota
to shock the world. But this giant may be
capable of some wonderful surprises. 8

-By Chester Dawson in Toyota City
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INNOVATION

How Location Clusters

Affect Innovation

The tacit knowledge shared among geographically agglornerated companies
may have more to do with marketing than technology.

[nnovation is thought 1o come easily for
companies in a high-tech cluster such as
Silicon Valiley, where firms in related busi-
nesses colocate. [n a cluster, reasoned
economist Alfred Marshall some 80 years

~
:

ago, “the miysteries of
the trade become no
mysteries; but are, as it
were, in the air, and
children learn many of
them unconsciously.”
So, as theorists who
continue  Marshall’s
line of inguiry like to
propound, technology
is so pervasive in a
cluster that surely clus-
tered companies must
have an easier time
innovating than their
competitors  in  the
hinterlands, right?
Maybe not, say the .
authors of a February
2002 working paper,
who measured the rela-
tionship between clus-
tering and innovation
on U.S. software firms
and found unexpected
results. “I thought that firms would try to
free-ride,” says co-author Brent Beal, assis-
tant  professor at Louisiana State
University’s E.J. Ourso College of Business
Administration, It’s thought that within
clusters, there is a collective pool of knowl-
edge that companies can tap by hiring
from local tirms or simply socializing with
their brethren’s employees. So Beal and his
co-author Javier Gimeno, associate profes-
sor at INSEAD, expected clustered firms to

16 MIT SLOAN MANAGEMENT REVIEW
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spend less per employee on R&D, because
they would garner some tacit knowledge
simply by breathing the air. The clustered
firm's employees and suppliers would
bring knowledge to the table that nonclus-
tered firms would
need R&D investment
to realize.

That pattern  of
R&D expenditure did-
n't exist. Instead, the
authors found that clus-
tered firms launched
fewer products for
their R&D  bucks.
“{Clustering] didn’t
have much effect on

v
;!

R&D, but
a  negative impact
on innovative output,
which is counterintu-
itive,” says Beal.

Beal and Gimeno’s
research tracked 56
firms that primarily
sold prepackaged soft-
ware from 1982 to
1998 and determined
the degree to which
they were “agglomerated” (as the authors
called clustering), by counting software
firms at the county level. Beal and Gimeno
are revising the paper, “Geographic
Agglomeration, Knowledge Spillovers and
Competitive Evolution,” which emerged
from Beal’s Ph.D. dissertation at Texas
A&M University, for submission to the
Academy of Management Journal after
having presented it at the Academy of
Management’s 2001 annual conference.

the amount spent on-
there s

There is another surprise in the data.
Although the study finds that innovative
output dectined for clustered firms,
revenue per employee was higher. That is,
the few products that clustered firms intro-
duced did better in the marketplace.
[solated firms, in fact, brought in $68,000
less per employee in sales each year than
clustered firms, according to the study.
That's a big drop-off considering the
sample’s average of $280,000 in sales
per employee,

How could this be? One explanation the
authors offer is that the clustered firms do
get a free-ride on knowledge spillovers —
the pervasive pool of knowledge in the clus-
ter. But the spillovers are not of a technical
nature; they're of a marketing nature. So
clustered firms don’t gain an advantage in
new technological innovations; rather they
get an edge in finding markets and cus-
tomers and in tailoring products for themn.

In part, this could be a function of the
nature of the software industry, “The tacit-
ness of the [technical] knowledge is not as
relevant. You can access the newest software
technologies wherever you are,” says
Gimeno. Thus, the technologies are not

__ geographically bound. The information

that is more tacit, or harder to codify, is
market information — knowledge of
industry trends, market niches and cus-
tomer needs might be signifigantly easier 1o
acquire when a firm is focused in a cluster.
So how can nonclustered firms com-
pensate for their lack of proximity to tacit
information and remain competitive?
“They need to be particularly careful about
developing innovation that is based on
their own assessment of the market,” says
Gimeno. “Nonagglomerated firms may be
able to provide more breakthrough inno-
vations. But the dark side is that they are
more likely to mistime entry into markets
or be unaware of the attractive markets

that are emerging”
— Larry Yu

Reprint 4411

We welcome your comments at
smrfeedback@mit.edu.

Copyright © Massachusetts Institute of Technology,
2002. Alf rights reserved.
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E-BUSINESS

New Views on Digital CRM '

Managers’ opinions vary about the goals and value of Internet marketing.

As the Internet becomes vbiquitous in busi-
ness life, early fears that it would disrupt the
business models of many companies (for
example, by enabling customers to switch
suppliers easily) have subsided. According
to a February 2002 study, many now see the
[nternet as a significant opportunity —
specifically, a chance to reduce customer-
service costs, tighten customer relation-
ships, personalize marketing messages and
enable “mass customization.” The paper is
“Customer Relationships Go Digital,” by
George S. Day, the Geoffrey T. Boisi
Professor and a professor of marketing at
the University of Pennsylvania’s Wharton
School, and Katrina J. Hubbard, a dactoral
candidate in the marketing department at
Pennsylvania State University.

The study is a survey of 352 senior mar-
keting and sales (and several management-
information system) managers on the
Internet’s impact on their ability to manage
customer relationsh:ps. Respondents came
from a wide range of industries, including
manufacturing, transportation, public util-
ities, wholesale and retail trade, finance,
insurance and real estate. Businesses were
located in all 50 states, and all had more
than 500 employees. Just over half were
business-to-business, roughly a quarter
were business-to-consumer and a quarter
sold to both markets,

Using multiple regression analyses, the
researchers examined the correlations
between 15 specific opportunities and
threats of the Internet (for instance,
“reduces customer service costs,” “encour-
ages customer feedback and dialogue,”
“expands set of competitors” and “facilitates
custorner switching”) and the managers’
overall judgment abour the Internct’s
impact on customer relationships. Perhaps
not surprisingly, the perceived opportuni-
ties of the Internet exerted far more influ-

10 MIT SLOAN MANAGEMENT REVIEW
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ence on respondents’ judgment than the
perceived threats did. In particular, the per-
ceived opportunity to reduce customer-
service costs revealed a noticeable shift in the
goals of customer relationship management
(CRM) initiatives trom revenue enhance-
ment to cost containment.
Apparently, in the survey
respondents’ minds, the
Internet’s benefits far out-
weighed its threats.
However, the responses

INTERNET-BASED
CRM EFFORTS
ARE SHIFTING FROM

opportunities. Early on, “relationship lead-
ers” anticipated using the new technology
to connect more strongly with customers,
exploited the technology faster than com-
petitors did and implemented their CRM
initiatives better, Thus the Internet appears
to offer the best opportunities for compa-
nies that have the necessary conditions in
place for leveraging the technology.

New Internet market models are less dis-
ruptive than early observers believed. Models
such as “infomediaries” and “name-your-
own pricing” have had little impact on
customer-supplier relationships. Indeed,
many infomediaries “have
been disabled by unexpected
barriers that incumbents had
long learned to live with,”
notes the paper. Therefore, it
appears that certain compa-

revealed- varying levels of REVENUE nies can continue using
enthusiasm  for  the ENHANCEMENT established business models
Internet. Additional analy- confidently and successtully.
sis suggested that compa- TO coSsT Savvy companies use the
nies c¢xperiencing the CONTAINMENT. Internet to complement exist-

Internet as a major oppor-

tunity differed from other businesses in sev-
eral respects, including their market
environment and numerous internal attrib-
utes. For example, Internet-as-opportunity
companies tended to operate in fast-grow-
ing markets with highly loyal customers.
Moreover, many of them focused their strat-
egy on delivering superior value through
close customer relationships -— then
devoted enough resources to that strategy to
develop and sustain relationships. These
same companies also used CRM software to
coordinate customer communications,
interactions and service-support activities.
Finally, such companies tended to integrate
the Internet into numerous other distribu-
tion and service channels.

The survey responses documented
managers' opinions rather than the actual
results of their CRM initiatives. Never-
theless, on the basis of those remarks, the
authors propose three principles for man-
agers to consider:

Comiparnies that already excel at manag-
ing customer relationships seem the best
equipped to take advantage of the Internet’s

ing channels rather than “bolt-
ing it on”” While most companies use a
variety of distribution and service channels,
those that most creatively employ the
Internet for CRM ensure that the technol-
ogy enhances all their other channels. For
example, they equip call-center employees
with net-based CRM systems, augment
their bricks-and-mortar ‘stores with loca-
tion-based services that enable more cus-
tomers to find them and arm salespeople
with mobile devices that provide additional
information and tools during sales calls.
These companies also skillfully manage
potential channel conflict in ways that allow
channels to complement one another.

The authors suggest that companies
seeking to benefit more trom the Internet
ask customers how the company’s Internet
capability stacks up against rivals’; deter-
mine whether customers are truly commit-
ted to the company or are buying only out
of habit or inertia; and use collective incen-
tives and cross-functional structures to
align marketing, sales and customer-
service functions behind CRM initiatives.

— Lauren Keller Johnson
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