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Abstract:
Dell's rapid rise in Japan -- it overtook I.B.M. this year and is now fifth in Japan's crowded market with a share of 7.7 percent -- is part of the company's strategy to complement its American sales by expanding into Asia, where consumers are still becoming accustomed to PC's in the home. Growth in Asia, half of it from Japan, is helping Dell blunt the impact of the global slump in its industry. Last year, overall personal computer sales fell for the first time in a generation, yet Dell's profit grew 31 percent in the third quarter, to $561 million, on a 22 percent increase in sales, to $9.14 billion. Part of the reason was a strong performance in Asia.

Dell has also overcome another longstanding stereotype in Japan: that foreigners cannot match Japanese companies' quality of service. Instead of outsourcing its call centers, as many Japanese rivals do, Dell employs several hundred full-time operators in Japan. As it does elsewhere in the world, Dell uses tailored software to track buying habits and consumer preferences. Its customer support was ranked the best in Japan this year by Nikkei PC, an industry magazine.

Dell has made some concessions to the Japanese way of doing business, thanks partly to Mr. [Hamada], who first worked with Dell a decade ago when he was a consultant in the Bay Area, helping American companies expand to Japan. In the mid-1990's, when Dell was still a minor player in Japan, he rented hotel banquet rooms and invited hundreds of people to hands-on computer demonstrations. In addition to building a brand name, Dell allowed Japan's notoriously fastidious customers to try its machines. Many placed orders on the spot.
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IT was perhaps the biggest non-event in the history of Dell Computer. Hiroshi Hamada, the head of Dell's consumer computer sales unit in Japan, designed a Web site to supplement the company's fledgling telephone sales here. It was 1997, after all, and the Internet was fast becoming a viable sales channel in the United States.

Japan, though, was a different story. Computer use and familiarity with the Internet were still low and, the stereotypical thinking went, the Japanese preferred to pay in cash for products they could haul away. Besides, the local giants -- NEC, Fujitsu and Toshiba -- still controlled the greatest share of Japan's $20 billion computer market. Even in Dell's small Japan office, skeptics thought that a Web site was an adornment, not a big driver of growth.

To almost everyone's surprise, Mr. Hamada's little project turned into a tsunami. With little advertising, 35 people ordered computers the first day, three times more than he had expected. In six months, customers were buying $500,000 of equipment a day on the site. Today, Dell books 80 percent of its consumer sales in Japan online, the highest rate of any country in which it operates.

''People said it would be nice to have a Web site to talk about the company's strategy, but no one believed Japan's conservative consumers would buy online,'' said Mr. Hamada, who is now Dell's president in Japan and South Korea. ''Quite frankly, I didn't think we would grow this much. Now, we want to be No. 3 next year.''

Dell's rapid rise in Japan -- it overtook I.B.M. this year and is now fifth in Japan's crowded market with a share of 7.7 percent -- is part of the company's strategy to complement its American sales by expanding into Asia, where consumers are still becoming accustomed to PC's in the home. Growth in Asia, half of it from Japan, is helping Dell blunt the impact of the global slump in its industry. Last year, overall personal computer sales fell for the first time in a generation, yet Dell's profit grew 31 percent in the third quarter, to $561 million, on a 22 percent increase in sales, to $9.14 billion. Part of the reason was a strong performance in Asia.

Dell's sales in Asia will surpass those in Europe by 2003, the company figures, and Asia will be the biggest region for Dell outside the United States by 2005.

DELL'S growth in Japan is surprising, given the long slump in the economy here. Sales growth and profit margins in Japan are on par with the company over all. And Dell has more room to grow here: Japan ranks 20th worldwide in personal computers per 100 people, at 31.5; the United States is first, at 58.5, according to the Economist's World in Figures reference book.

Dell's success is a warning for Japan's lumbering computer makers, which have long operated in a sheltered market. NEC, Fujitsu and Toshiba, as well as I.B.M. and Apple Computer, have lost ground to Dell and Sony, which entered the market five years ago with its Vaio computers. NEC, which once owned more than half Japan's computer market, now controls 21 percent, about the same as Fujitsu.

While Sony is chewing into the high-end PC market, Dell has done well with cost-conscious consumers and small businesses that want durable computers at low prices. For years, companies were encouraged to buy computers that used proprietary software. But as Microsoft and Intel helped make computers largely indistinguishable, Japan's makers lost ground and money.

Shackled with dense wholesale and retail networks and unwilling to outsource production en masse, many of Japan's big electronics makers have struggled because of a price war that has intensified in recent years. Now Dell has hurt them even more. By producing its computers in China and selling them directly to consumers by phone and over the Internet, it has undercut competitors by about 30 percent, forcing others to sell products at a loss.

''A number of companies in this industry continue to operate with no profits,'' said Michael Dell, chairman and chief executive of Dell, who visited Japan in October. ''It's not what we consider a rational strategy.''

Dell has also overcome another longstanding stereotype in Japan: that foreigners cannot match Japanese companies' quality of service. Instead of outsourcing its call centers, as many Japanese rivals do, Dell employs several hundred full-time operators in Japan. As it does elsewhere in the world, Dell uses tailored software to track buying habits and consumer preferences. Its customer support was ranked the best in Japan this year by Nikkei PC, an industry magazine.

The company's advertising in Japan is straightforward -- nothing like its ''Dell dude'' surfer pitchman commercials in the United States, which have developed something of a cult following. (Dell recently used a television ad here in which an attractive young woman orders a computer on her cordless phone from a Dell phone operator, gives a contented smile and gazes at a sunny skyline from her balcony.)

Dell has made some concessions to the Japanese way of doing business, thanks partly to Mr. Hamada, who first worked with Dell a decade ago when he was a consultant in the Bay Area, helping American companies expand to Japan. In the mid-1990's, when Dell was still a minor player in Japan, he rented hotel banquet rooms and invited hundreds of people to hands-on computer demonstrations. In addition to building a brand name, Dell allowed Japan's notoriously fastidious customers to try its machines. Many placed orders on the spot.

After Mr. Hamada's experiments, Reini Mizushima, a manager in Dell's Home System department for Japan, institutionalized the trade-fair concept by installing 34 kiosks in leading electronics shops around the country, allowing shoppers to test computers, ask questions of the staff and make purchases. The stands require no inventory and can be moved easily.

Instead of cannibalizing Dell's phone business, as some people at Dell had feared, the kiosks have attracted new customers. Now, half the sales at the stands are to people who did not know Dell before they arrived.

''I check the information on the Net and come to the shop because my office is close,'' said Junko Koike, 38, an office worker who stopped at Dell's kiosk at an electronics store in central Tokyo. ''The prices are low, and they give us good support.''

The kiosks have proved so popular that more than 70 have sprouted in the United States; there are also plans to introduce them in Europe and in other parts of Asia. ''One of the fun things is to go through the list of ideas that people said wouldn't work,'' said John Hamlin, Dell's vice president for United States consumer sales. Mr. Hamlin readily imported the kiosk idea to America.

He had good reason. From 1998 to 2000, he worked with Mr. Hamada in Japan. The men, who share steaks and beers when they meet at the company's headquarters in Austin, Tex., focused on small-business owners in Japan who valued speed, flexibility and low cost. More than three-quarters of the 650,000 computers that Dell sold in Japan last year were to corporate customers, the majority of them small businesses.

Dell's biggest rivals, though, are fighting back. NEC has shifted most production to China and turned its last remaining computer assembly plant in Japan into a build-to-order operation. NEC hired i2 Technologies, the American supply chain management specialists, which helped reduce inventories by half and cut to one week the time needed to make and deliver a computer. Capacity at this NEC plant, in Yonezawa, two hours north of Tokyo by bullet train, has quadrupled since 2000.

''We have to win in our fight to cut costs or we won't survive,'' said Norio Ikeda, senior vice president for sales and marketing at NEC CustomTechnica, as he surveyed groups of six workers standing in pods putting together La Vie and ValueStar computers. ''Only the top five computer assembly makers can turn a profit'' in Japan.

THE PC business at NEC is still not profitable, though analysts expect that to change when the company completes its planned innovations next year. But slimmer production is only part of the problem. The company, like its competitors, employs huge sales subsidiaries that fight for retail space in Japan's crowded shops, so store sales of computers hardly cover NEC's costs. Online orders are still just 10 percent of total sales.

NEC's bread and butter, though, is its large corporate accounts. The company, along with its competitors, operates subsidiaries that can offer discounted hardware or other options in return for long-term deals.

''For domestic companies that have service contracts with NEC or Fujitsu, there's no reason to buy PC's from Dell,'' said Yoshiharu Izumi, an analyst at J. P. Morgan Securities in Tokyo.

Most analysts, though, say Japan's market is still too crowded for everyone to make money. While NEC, Fujitsu and Hitachi battle for corporate clients, Sony, Matsushita, Sharp and others fight for consumers. No one, it seems, is willing to leave the market -- regardless of how unprofitable -- for fear of losing access to technology that complements their other businesses. ''Japanese computer makers,'' says Satoru Oyama, an analyst at Lehman Brothers, ''are run by engineers, not accountants.''

This plays to Dell's strengths as a leaner organization that focuses on the bottom line. The question is when, or if, Japan's biggest makers will learn the same lesson.

