Cisco Rapidly Changes its Strategy
for Japan

Sale of American products in their original state revised to respond
to the peculiar needs of Japanese telecommunications carriers

Cisco Systems has adopted a new strategy in the market for Japanese telecommunications carriers. It is changing
from the approach of simply selling Cisco products developed in America to a method involving the utilization of
Japanese partners to provide products that meet needs particular to the Japanese market. In December, the
company announced an alliance with Fujitsu, signifying an earnest attempt to enter the Japanese market.

December 7, 2004. At the analyst meeting held by Cisco
in Silicon Valley each December, president and CEO
John Chambers (Photograph 1) revealed the company’s
strategy for “the next 3-5 years” to approximately 400
analysts and press members. In his presentation, he
predicted that rivals will appear in Asian markets and
increase their presence in their countries of origin. He
explained, “We would like to create an organization
capable of beating the competition by forming alliance
relationships with local companies.”

The first target in Asia is Japan. Japan leads the world in broadband
and mobile environments, making it the company’s second largest
market after the United States. The highlight of the alliances
mentioned by Chambers is the strategic alliance with Fujitsu that
was announces only two days before the analyst meeting.

Until now, 100% of the company’s sales had been through
distributors. Moreover, this involved simply selling American
products in their original form, with very little customization being
made for the Japanese market.

However, the alliance with Fujitsu marks a fundamental

transformation of this old method. Fujitsu will join the
development of the 10S-XR basic software in order to customize
the CRS-1 high-end router for carriers (Photograph 1, right) to suit
Japanese telecommunications carriers. This is the first time Cisco
has collaborated with another company on the development of
basic software for routers, which is the company’s core technology.
This is an “unprecedented” (Yasuki Kurosawa, president of Cisco
Systems’ Japanese subsidiary) alliance as Fujitsu engineers will be

allowed to see the 10S-XR source code. (See Chapter 2 for details)

“Since | helped establish Cisco’s Japanese subsidiary almost 11
years ago, both Japan and Cisco have changed,” said senior vice
president Mike Volpi, who is responsible for the Router Technology
Group and a key player in the alliance with Fujitsu. “Japan has
transformed from a mere user of network technology to a leader
that develops technology. Meanwhile, Cisco has changed its
approach of simply selling products made in the United States to an

Photograph 1: Cisco Systems CEO John Chambers (left) and the CRS-1
high-end router for carriers.

approach that involves learning from Japanese customers and
conducting R&D in Japan to sell the products of such research not
only in Japan but throughout the world.” (Molpi)

A research and development center
also established in Japan

In response to the fear that Japanese telecommunications
carriers prefer so-called “purely domestic technology” to Cisco
products, Volpi expressed his expectations saying, “If we can
establish a support organization able to quickly respond to any
request, customers should buy good products without worrying
about whether they are produced. Through the alliance with
Fujitsu, we can alleviate such concerns (that products must be
domestically produced).”



Figure 2: SCE announced as a new product for telecommunications carriers
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Chambers believes, “Sales to telecommunications carriers outside
the United States will be the driving force behind Cisco earnings in
2005 (Figure 1). In fact, the Cisco SCE (service control engine), a
new product aimed at developing new customers from among
telecommunications carriers, was announced at this meeting. The
Cisco SCE is a network management device able to conduct
detailed management of the usage of a variety of services for each
user (Figure 2). In addition to the alliance with Fujitsu, Cisco will
establish a research and development center in Japan in February in
order to incorporate the demands of Japanese companies into such
strategic products.

President Kurosawa to attend senior
management meetings in the U.S.

Japanese subsidiary president Yasuki Kurosawa has also been
serving as a senior vice president of the American parent company
since November 2004, which signifies the growing importance of
the Japanese market for Cisco.
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Senior staff meetings held once every month are attended by
Chambers and 35 senior vice presidents from various divisions.
There are only four participants from overseas: Kurosawa, one

person from Hong Kong and two from Europe.

The company has even gone as far as having a Japanese company
work on the 10S-XR software that Cisco put its prestige on the line
to develop. “We want to know how to encourage customers to
make the decision to buy,” said Chambers, and flexibly adopting a
suitable strategy is the Cisco way.

Unlike most American companies, Cisco does not use the concept
of “geography” to describe the world’s markets such as North
America, Europe and Japan, but instead calls each of these a
“theatre”. The company realizes that in order to give the best
possible performance in the theatre of Japan, it is sometimes better
to remain in the background.
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