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INTRODUCTION

Shiseido was founded by Yushin Fukuhara as Japan’s
first Western-style pharmacy in 1872, and has shifted
its focus back and forth between cosmetics and phar-
maceuticals since 1915. Its strength in both areas has
enabled it to weather the Great Earthquake of 1923
and World War II. It leads the cosmetic industry tech-
nologically, and has offered Japan many “firsts’’ in
products.

It introduced Japan to its first toothpaste in 1888.
In 1902, Shiseido introduced Japan’s first soda foun-
tain/drugstore. Three years later, it established the
chain store system, which became the backbone of the
firm and the standard distribution system for the in-
dustry.

Shiseido began international expansion in 1957
and is currently represented by 17 subsidiaries and
more than 8,700 outlets in 69 countries. Offshore
production accounts for about 50 percent of its
global sales, which amounted to 64.9 billion yen in fis-
cal 1997.

In 1987, Yoshiharu Fukuhara, grandson of the
founder, took over as president. The same year, Shiseido
announced a 6 percent decrease in sales and a write-off
in inventory worth $239 million; net income fell 34 per-
cent to $72 million. The company also abolished separate
sales volume budgeting for sales companies and retail
outlets, which had been faulted for the tendency of sales-
men to push sales to retailers in order to meet in-house
quotas. The 1998 product mix consisted of cosmetics
(74% of sales), fine toiletries (16%), and other busi-
nesses (10%).

With the implementation of the “Global No.1’’
long-term vision, Shiseido identified three goals: techno-
logical excellence, diversified operations, and customer
satisfaction. It continued to streamline domestic cosmet-
ics lines to reduce inventory, eliminating products with a
consistent turnover, while developing new technology
and items.

THE ORGANIZATION

Corporate Philosophy

Shiseido’s basic management policies for the twenty-
first century are embodied in its “Global No.1’’ long-
term vision. While most CEOs might define No.1 as
being top in terms of revenues or market share,
Fukuhara equates the number-one ranking with qual-
ity-dedicated people making sophisticated products
and providing high level of customer service. If you do
this, he reasons, sales, market share and profits will fol-
low naturally.

Shiseido interprets the “benefit desired by cus-
tomers’’ as the “desire, of customers, for enhanced
beauty.’’ Shiseido’s mission as a company is to acceler-
ate and reinforce its efforts to provide such customer
benefits. The Shiseido Way is a charter of principles
guiding the company activities. This charter incorpo-
rates its ideas and determination to work together with
its customers, business partners, shareholders, employ-
ees, and society. Its determination to work with share-
holders is clearly defined in its stated desire to “strive
to earn the understanding and responsiveness of all
shareholders and other investors, by achieving appro-
priate and sound business performances, based on
high-quality growth, and by pursuing transparent cor-
porate policies.’’

Research and Development

Shiseido has placed central importance on research
and development since opening the Shiseido Chem-
istry Research Laboratories in 1939. Shiseido’s presi-
dent, Fukuhara, stressed the strong commitment
towards R&D, “We are all trying to achieve a greater
understanding of body and soul synergy. It all start
with research.’’ Shiseido employs around 1,000 people
globally in R&D-related positions. In the fiscal year
1998, its R&D investments reached nearly 4 percent of
nonconsolidated net sales, illustrating the company’s
commitment to creating new value for its product. Shi-
seido’s research and development are a major strength
of the firm, yet only about 5 percent of its products are
patented.

Shiseido maintains R&D facilities in each major re-
gion around the world. These are networked to form a
global R&D system. In Japan, it operates the Research
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Center (1) and Research Center (2), as well as the Insti-
tute of Beauty Sciences and the Beauty Creation Center.
The two research centers, in particular, adopt a diversi-
fied and global approach and work jointly with R&D en-
tities in Japan and overseas, conducting comprehensive
research in human science.

In 1989, the company established the Harvard Cu-
taneous Biology Research Center — the first of its kind
in the world — in partnership with Massachusetts Gen-
eral Hospital at the Harvard Medical School, which
has documented the biological relationship between
the nervous system and the immune system. Also lo-
cated in the United States are the R&D Center of Zo-
tos International and the Shiseido America Techno-
Center. In Paris, it operates the Shiseido Europe
Techno-Center. With these facilities, it is steadily build-
ing a global R&D network.

Environmental Protection

In 1990, Shiseido was the pioneer in the Japanese cos-
metics industry in eliminating chlorofluorocarbons from
its aerosol lines. In 1992, it formulated the Shiseido
Ecopolicy, a set of action plans covering the environ-
mental protection efforts of all its divisions.

By 2001, it plans to eliminate the use of polyvinyl
chloride in its product containers and packaging and
raise the level of industrial waste recycling to 60 percent.
This would result in a 50 percent reduction in unusable
waste.

By 2011, it plans to cut carbon dioxide emissions by
15 percent on a basic unit scale from 1991 levels. More-
over, it is on schedule for obtaining the ISO 14001 certi-
fication, an international standard for environmental
management, for its domestic production facilities by
1999 and for its overseas facilities by 2001.

MARKETING ISSUES

When Shiseido marketing managers discuss their mar-
keting system, they do not use the conventional four Ps
approach. Their framework consists of the distribution
(store), product, and communications concept. In line
with this approach, the company’s “innovative marketing
concepts’’ include brand marketing, store marketing, and
area marketing.

Product Line

Shiseido introduces at least one new product to the do-
mestic market each month and tries to span the entire
market. Shiseido offers about 3,000 products, which is 30
percent greater than Kanebo, its close competitor. Its
main products are in cosmetics and toiletries. It pro-

motes basic products (the cleanser, lotion, and milky lo-
tion) and personal products (such as those addressing
wrinkles and other specific problems or needs) for each
customer.

In 1996, Shiseido concentrated its efforts on re-
vamping or expanding the Revital, UV White, Whitesse,
Premier, and Cle-de-Peau lines. Also anticipating growth
in the domestic fragrance market, Shiseido introduced
its “import’’ fragrance Chant de Coeur, which is manu-
factured in France. The company also emphasized Brand
Marketing, which is an establishment of individual iden-
tities for each of the principal product lines described
above.

Major brands currently promoted are Elserie, PJ
Rapis (Perky Jean), Premier, Recientem and Revital,
which are aimed at certain age groups. UV White,
Whitesse, Cle de Peau, Inoue, Whitia, and Lordes Neues
are aimed at specific personal needs. The three top sell-
ing lines for women are New Elixir, UV White, and Revi-
tal, while the top lines for men are Auzleze, Bravas, and
Flowline.

Since 1986, Shiseido has launched the inexpensive
Cosmenity lines and four brands, collectively referred to
as out-of-Shiseido products, which do not carry the Shi-
seido name. Cosmenity items pass through the nonselec-
tive route to address the needs of customers seeking
more affordable, easy-to-use products. For example, Ipsa
(the out-of-Shiseido line product) is independently dis-
played in Tokyo department stores such as Isetan and
has become very successful.

Distribution

Forty years ago, Shiseido’s relationship with whole-
salers was discontinued. Currently, the majority of Shi-
seido’s cosmetics are distributed through the selective
system. With the establishment of its chain store sys-
tem, Shiseido’s efforts extended to consulting, mer-
chandising, sales corner development, and other mar-
keting areas. Through the mutually dependent
relationship with the chain store, Shiseido was able to
achieve a consistent image and establish itself in the
premium market. Shiseido currently has contracts with
about 25,000 exclusive stores nationwide. Contracts, in-
cluding conditions for consultation sales, sales strate-
gies, and inventory, management, are renegotiated
each year. Shiseido divides its customer base into five
different life stages or age groups, with which it targets
different brands. Therefore, these stores are ranked ac-
cording to sales of Shiseido products in five different
classes. The higher the class, the more benefits the
store receives from Shiseido such as greater rebates,
more beauty consultant support and more samples for
customers.
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As consumer needs have shifted to self-selection
products (as opposed to those requiring counseling), Shi-
seido has had to reconsider its strategies and seems to
have focused most of its attention on the retail store and
retail marketing strategies. Store marketing refers to the
creation of clear operating concepts and the develop-
ment of individual identities of chain stores. The chain
store division within Shiseido, including one section for
“Shop Designing and Store Promotion Planning,’’ has
worked to develop “software,’’ shop concepts. Working
with the advertising section, it has developed “hard-
ware,’’ POP (point of purchase) displays and other mer-
chandising tools for the stores.

Communication with Customers

Advertising. Shiseido is unique in that it has estab-
lished and maintained in-house advertising. Often a
model or artist is consistently used in the advertise-
ment to create an image for a product. The use of well-
known artists such as Ezumi Mariko, Koizumi Kyoko,
and Yamaguchi Tomoko, suggests that Shiseido cos-
metics are for women who resemble or would like to
resemble the artists in age, style, and so on. As a result
of increasing competition, Shiseido is moving toward a
blend of its traditional romantic style to a more practi-
cal, informational style for certain products, while turn-
ing to outside ad agencies such as Dentsu for some toi-
letries advertisements.

Shiseido invests heavily in local advertising, espe-
cially through television (60% of advertising expenses)
and magazines (25%). Selling and general expenses
rose rapidly by 7.2% in 1999 to ¥372.9 billion ($3.24 bil-
lion) due to expansion of advertising and promotional
expenses.

Membership Club. The Hanatsubaki or Camellia Club
provides another means of communication to its cus-
tomers. Membership lists provide the store with names
and addresses for direct mail follow-up. Members also
receive notice of special promotions and a copy of the
club magazine. Camellia Club members account for an
estimated 70 percent of domestic sales.

Shiseido also supplies tools to help retailers main-
tain information on customers and to communicate with
customers. Shop owners use the Hanatsubaki Club note-
book to keep track of its members. The Kizuna Karute
(Customer/Patient Chart) includes forms for names and
addresses as well as lifestyle information, suggestions,
and advice sheets. The advice according to the lifestyle
card, includes forms for housewives, working women,
and sportswomen. Publications like the Beauty Circle of-
fer customers season-specific beauty advice, and general
beauty tips.

Shiseido has also started the Elserie Club for high
school students. Members can attend one-day beauty
school classes and receive free samples and mailings.
They, in turn, provide information to the company by fill-
ing out questionnaires.

Shiseido Representatives. A major means of communi-
cation is through MAs (merchandising advisors, or sales-
men), MALs (merchandising advisor ladies), BCs
(beauty consultants), and other representatives from the
sales companies. MAs and MALs visit shops, for which
they are responsible, one to five times a week. BCs are
assigned to shops to help perform facials, set up displays,
and assist customers and shop owners.

In addition, storeowners attend Tento Katsudo
Seminars on new products once a month and selected
storeowners chosen as CLs (Counseling Leaders)
attend special seminars on sales strategies. Retailers
learn how to give advice to consumers regarding Shi-
seido products. As the concept of beauty inside and out
spreads, counseling content has extended to health and
fitness as well. Through these channels, information
flows from the research center of Shiseido to the cus-
tomer.

Regional Center and Consumer Communication
Center. Information gathered through various routes
mentioned above could aid greatly in area marketing,
which refers to the matching of the store and its
regional products to the region and its characteristics.
Shiseido’s 15 regional sales companies gather market
information regarding consumers in their areas, which
are used for product development, marketing, produc-
tion, and distribution plans. In this, each sales company
branch identifies core spots to target within their terri-
tory. In response to the increasingly individualized and
diversified needs of customers and the rapid social
changes fueled by the growing importance of informa-
tion, Shiseido will soon establish a Consumer Commu-
nication Center and build a framework to facilitate cre-
ation and transmission of new values via real-time,
two-way communication.

Target Consumer and Competition

Target Consumer. Shiseido divides its target into five
stages, according to age. Stage I includes women ages
15–17, which accounts for about 2 percent of sales. Stage
II includes women ages 18–24, accounting for about 14
percent of sales. Stage III runs from ages 25–34 (17 per-
cent) and almost 50 percent of sales are made to women
in Stage IV, ages 35–54. Stage V includes women ages
upwards of 55 years.



Women account for about 85 percent of sales versus
men who account for about 15%. According to a recent
Shiseido Consumer Center Survey, about 40% of Shi-
seido’s customers are repeat buyers. Reasons cited
for purchasing Shiseido products included: referral
by friends (18.5%), magazine/poster (15.5%), took the
products in hand (presumably the tester) (14.5%) and
others (11.5%).

Competition and Challenges

Foreign companies such as Max Factor, Revlon and Clin-
ique entered the Japanese market in the early 1980s and
have pursued the selective distribution through a limited
number of prestigious department stores. In 1991, there
was a strong pressure applied on Japan by the U.S. to open
its ¥1.3 trillion ($13 billion) cosmetics industry to foreign
competition, longstanding retail price controls were lifted
on cosmetics, drugs, and other small products priced under
¥1,030 ($10). (The major cosmetics companies in Japan are
listed in Exhibit 1). Other issues affecting the industry in
1992 included the new Ministry of Health regulations
governing imports and the manufacturing of cosmetics
involved lengthy approval processes. Moreover, common
ingredients approved for use in cosmetics outside Japan
were prohibited by the Ministry of Health, which required
the reformulation of most products.

In 1987, Shiseido’s marketing section was over-
staffed and its sales force was more interested in meeting
quotas than in pursuing the firm’s long-term interests.
Rising inventory at its outlets was masked by still-
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impressive sales and profit figures. However bloated and
unresponsive to market conditions, Shiseido’s position
was protected by an exclusionary retail system that en-
abled it to dictate prices and tightly control retailers. At
that time, Yoshiharu Fukahara, grandson of the founder,
took over as president. Fukuhara held back sales to re-
tailers to squeeze their inventories and streamlined the
firm marketing operations. The gains worked to the long-
term health of the company. Inventories with retailers
showed a drop to four months in the fiscal year ending
March 31, 1992, from a record of 62 months in 1987. The
number of marketing subsidiaries has been reduced to
15 from 72 in 1988, and supporting staff to 1,000 from
4,000 over the same period.

Currently, Shiseido’s cosmetic sales, which account
for 74 percent of its businesses, are under attack from all
sides. Inexpensive imports from rivals such as Max Factor
is on the increase. Supermarket chains are forcing suppli-
ers to lower their prices: From 1994 to 1995, in a span of
18 months, the price of cosmetics fell by over 10 percent
in real terms. Shiseido was able to keep prices from plum-
meting by imitating the marketing tactics of its Western
rivals: that means differentiating its product line and pro-
viding its customers with more personal service.

Despite the fierce competition, Shiseido has been
able to keep its position as the undisputed leader in
the cosmetic industry in Japan with 27 percent of the
market and its president serving as a chair of the cos-
metics industry association. The other top five domes-
tic manufacturers in 1992 were Kao with 16 percent;
Kanebo with 11 percent; Pola with 8 percent, and Kose

Total Sales Hair Men’s
Company $ million Skin Care Makeup Care Fragrances Cosmetics

Top 5 
Cosmetics Companies
Shiseido $1,963.2 49% 31% 3% 3% 10%
Kanebo $1,331.2 39 36 5 3 12
Pola 704.1 54 28 2 3 2
Kose 553.8 51 36 5 1 3
Kao 470.8 46 42 2 0 10

Top 5 
Foreign Cosmetics Companies
Max Factor $440.8 37% 54% 1% 2% 1%
Avon $303.8 35 30 4 0 0
Revlon 92.3 25 52 10% 7 0
Clinique 80.7 72 25 1 0 0
Chanel 76.1 21 21 0 58% 0

Source: Adapted from Cosmetics and Toiletries Marketing Strategies, Fuji Keizai.

EXHIBIT 1
MAJOR COSMETICS COMPANIES IN JAPAN



Case 5. Shiseido Company, Ltd.: Facing Global Competition • 671

with 7 percent. Many of its rivals, have used Shiseido
as a company to be benchmarked in the cosmetic in-
dustry. Another problem is that many advertisements
have taken on the Shiseido flare, with notebooks
resembling Hanatsubaki Club registers, but bearing
other makers names displayed at many counters.
Beauty consultants of other makers appear in many of
the same stores, and most makers promote the use of a
beauty analysis machine. Stores even encourage com-
petition among manufacturers by making sales figures
for all makers available.

While customer loyalty to Shiseido is strong in the
rural areas, it is weaker in the urban areas. Shiseido also
plans to increase its terminal marketing, which refers to
distribution of samples at major commuter stations such
as Shinjuku. The terminal marketing strategy will proba-
bly be used to combat stiffening competition in the
urban areas, specifically Tokyo and Osaka.

FINANCIAL HIGHLIGHTS

In the fiscal year 1998 ending in March 31, 1998, Shiseido
Company, Limited, and its 61 consolidated subsidiaries
reported net sales of ¥620.9 billion ($5.4 billion), up 5.5
percent from fiscal 1997 (see Exhibit 2).

Sales by Area

In Japan, Shiseido worked to increase trust and mutual
relationships with customers amid an operating environ-
ment characterized by overcautious consumer attitudes
and a deepening market recession. As a result, domestic
sales grew by 0.9 percent.

Overseas, Beauté Prestige International S.A., a
French subsidiary handling fragrances, continued to
steadily expand its business, and Shiseido-brand prod-
ucts performed solidly in Europe, the Americas and
Asia. During the year, Taiwan Shiseido Co., Ltd., became
a consolidated subsidiary, and the North American Pro-
fessional (Hair Salon) Division of Helene Curtis Inc. in
the United States, which the Company acquired in De-
cember 1996, contributed to sales throughout fiscal 1998.
As a result, overseas sales jumped 42.9 percent, to ¥92.2
billion ($802 million) and constituted 14.9 percent of net
sales, up from 11.0 percent in fiscal 1997.

Sales by Product (See Exhibit 3)

Cosmetics. In fiscal 1998, sales of cosmetics, Shi-
seido’s mainstay business, grew 4.7percent, to ¥457.3
billion (3.98 billion), and accounted for 73.7 percent of
net sales.

EXHIBIT 2
3-YEAR FINANCIAL HIGHLIGHTS

Millions of Yen Thousand US$

For the Year: 1998 1997 1996 1998
Net sales ¥620,910 ¥588,572 ¥560,821 $4,776,231
Inc. from operations 39,278 42,898 37,012 302,139
Net income 16,868 19,152 17,507 129,754

Divsional Sales:
Cosmetics ¥457,333 ¥436,705 ¥404,181 $3,517,946
Toiletries 99,310 94,610 101,675 763,923
Others 64,267 57,257 54,965 494,362

At Year-End:
Total assets ¥626,435 ¥610,132 ¥580,513 $4,818,731
Shareholders’ equity 413,801 388,145 357,861 3,183,085

Per Share Data (in yen and US$)
Net income ¥40.1 ¥47.5 ¥43.7 $0.31
Cash dividends 13.25 12.5 12.5 0.102
Shareholders equity 977.4 941 894.2 7.52

Return on Equity 4.20% 5.10% 5.00%
Number of Employees 22,718 22,045 22,305

1. Net income per share is calculated on the average number of shares outstanding in each year.
2. For Exhibits 3 & 4, U.S. dollar amounts are converted from yen, at the rate of ¥130 � US$1, the approximate

rate of exchange effective March 31, 1998.
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Toiletries. Toiletries, its second mainstay business, prin-
cipally consist of hair-care products, facial cleansers,
soaps and bath additives. In fiscal 1998, sales in this cate-
gory rose 5.0 percent, to ¥99.3 billion ($863.5 million),
representing 16.0 percent of net sales.

Others. This category covers the manufacture and sale
of salon products, foodstuffs, pharmaceuticals, fashion
goods, fine chemicals and other items, as well as event
planning and health-related activities. In the fiscal year
1998, sales grew 12.2 percent, to ¥64.3 billion ($559.1 mil-
lion), or 10.3 percent of net sales.

Cost of Goods Sold

Shiseido endeavored to raise productivity and reduce
costs from the product design stage, and thus was able to
limit cost of sales to 33.6 percent of net sales, approxi-
mately the same level as in the previous year. Selling,
general and administrative (SG&A) expenses increased
7.2 percent (fiscal 1999, ended March 31), due to such
factors as reinforced advertising in the self-selection
market, as well as added advertising, promotional, per-
sonnel and other expenses from twelve newly consoli-
dated subsidiaries.

Net Income

Income from operations decreased 8.4 percent, and ¥15.6
billion ($135.7 million) in net other expenses were in-
curred for a number of reasons. First, the company

allocated ¥20.0 billion ($173.9 million) for restructuring
expenses, with specific actions including the liquidation of
SFC Co., Ltd., a finance subsidiary, and the withdrawal
from the fitness club business by the planned closing of
Shiseido Wellness Co., Ltd. Second, the company posted
losses on the devaluation of securities, stemming from
the depressed Japanese stock market. Due to restructur-
ing, income taxes were down substantially compared with
the fiscal year 1997 level. As a result, the decrease in net
income was limited to 11.9 (see Exhibit 4).

DIVERSIFICATION AND INTERNATIONAL
EXPANSION

Diversification

To maintain its competitive advantage, Shiseido has
launched an inexpensive line of cosmetics to meet mar-
ket demands in the lower end products, which are
becoming popular during the Japanese recession. These
products are marketed under different names and do
not bare the Shiseido name. Other lines of businesses
that Shiseido has pursued are beauty foods, pharmaceu-
ticals, accessory shops and a fitness club.

International Expansion

Shiseido began full-scale marketing internationally in
1957 when it entered the Taiwanese market, and the
company has since been active in various regions around
the world. The early days of overseas expansion were
not successful for Shiseido because of inconsistent

EXHIBIT 3
SALES BY PRODUCT

(and percentage of net sales)
Millions of Yen Thousands US$

1998 1997 1996 1995 1994 1998

Cosmetics ¥457,333 ¥436,705 ¥404,181 ¥387,314 ¥390,188 $3,517,946
(73.70%) (74.20%) (72.10%) (71.70%) (71.00%) (73.70%)

Domestic 379,604 377,141 359,997 353,056 359,402 2,920,031
Overseas 77,729 59,564 44,184 34,258 30,786 597,915

Toiletries (Domestic) 99,310 94,610 101,675 97,606 102,132 763,923
(16.00%) (16.10%) (18.10%) (18.10%) (18.60%) (16.00%)

Others 64,267 57,257 54,965 55,441 56,858 494,362
(10.30%) (9.70%) (9.80%) (10.20%) (10.40%) (10.30%)

Domestic 49,778 52,272 48,717 49,416 50,433 382,908
Overseas 14,489 4,985 6,248 6,025 6,425 111,454

Net sales ¥620,910 ¥588,572 ¥560,821 ¥540,361 ¥549,178 $4,776,231
(100.00%) (100.00%) (100.00%) (100.00%) (100.00%) (100.00%)

Overseas sales ¥92,218 ¥64,549 ¥50,432 ¥40,283 ¥37,211 $709,369
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marketing. In the 1970s, for instance, it had to reduce the
number of retail outlets in the United States because of
sluggish sales.

During the bubble economic period, cash-rich Shi-
seido has opted to acquire existing production facilities
abroad rather than build its own. It also acquired the
French salon Carita in 1986 for ¥9 billion and U.S. hair
product company Ezotos International Inc, 1988 for
US$345 million. In 1998, it established three regional
headquarters—one each in Europe, the Americas, and
Asia. These regional headquarters provide a support
framework for the global development of the Shiseido
Group. At the same time, each headquarters will rein-
force its marketing activities to meet the specific charac-
teristics of its region. Shiseido felt that it has a strong po-
sition in the cosmetic business but weak in the toiletries
and salon businesses. In 1997, the company rank fourth
globally with well-established brands and products in all
major markets.

To globalize its toiletries business, Shiseido made a
strategic alliance with Johnson and Johnson of the United
States in 1999. The alliance already calls for two projects
to be launched. First, Shiseido’s successful Super Mild
Japanese shampoo brand will be developed and marketed
by Johnson and Johnson as Johnson’s Super Mild
throughout Asia Pacific region outside Japan, starting in
Australia and China. Second, Johnson and Johnson’s Neu-
trogena skin care product will be developed and mar-
keted in Japan by a new Shiseido company named Prier
Co., Ltd. In the cosmetic business lines. Shiseido is trying

to decrease its emphasis on Japanese-oriented products
and has moved toward skin care and color products that
are more suitable for the American woman.

To prepare itself for a more crowded domestic mar-
ket, Shiseido is aiming for further overseas expansion, an
area in which the company should pay more attention,
given the fact that its current foreign sales is only 15 per-
cent of total income. Shiseido is planning to increase its
foreign income, which are expected to account for at
least 25 percent of net sales in the fiscal year 2003, by
expanding foreign operations.

QUESTIONS

1. What are the strengths, weaknesses, opportunities,
and threats for Shiseido?

2. Do you think there is potential in the men’s market?
Considering the current infrastructure/platforms that
Shiseido has, what product, and what is the best way
to sell it in Japanese market?

3. Does Shiseido need to shift distribution away from its
affiliated mom and pop store (beauty stores) toward
department stores and supermarkets? Consider the
opportunity and cost involved.

4. Is there any possible problem that could arise from
Shiseido’s policy to classify its customer based on
age? If yes, why? If no, why not?

5. What can Shiseido do to maintain its competency
against global competition?
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Mr. John Szczsponik, Director of North American Distrib-
ution for Texas Instruments’ Semiconductor Group,
placed the phone back on its cradle after a long and gru-
elling conversation with his key contact at Arrow, the
largest distributor of Texas Instruments’ semiconductors.
With a market-leading 21.5 percent share of total U.S.
electronic component distributor sales in 1994, Arrow was
the most powerful distribution channel through which
Texas Instruments’ important semiconductor products
flowed. It was also one of only two major American dis-
tributors active in the global distribution market.

Arrow’s expanding international activities had
made it increasingly interested in negotiating with its
vendors a common global price for the semiconductors it
sold around the world. In the past, semiconductors had
been bought and sold at different price levels in different
countries to reflect the various cost structures of the
countries in which they were produced. Semiconductors
made in European countries, for example, were usually
more expensive than those made in Asia or North Amer-
ica, simply because it cost manufacturers more to oper-
ate in Europe than in the other two regions. Despite
these differences, large distributors and some original
equipment manufacturers were becoming insistent on-
buying their semiconductors at one worldwide price, and
were pressuring vendors to negotiate global pricing
terms. Szczsponik’s telephone conversation with Arrow

had been the third in the past month in which the dis-
tributor had pushed for price concessions based on inter-
national semiconductor rates:

Yesterday they discovered that we’re offering a lower
price for a chip we make and sell in Singapore than for the
same chip we manufacture here in Dallas for the North
American market. They want us to give them the Singa-
pore price on our American chips, even though they know
our manufacturing costs are higher here than in the Far
East. We can’t give them that price without losing money!

In anticipation of increased pressure from Arrow
and other large distributors, Szczsponik had organized
a meeting with Mr. Kevin McGarity, senior vice presi-
dent in the Semiconductor Group and manager of
Worldwide Marketing, to begin developing a cohesive
pricing strategy. They were both to meet with Arrow
executives in four days, on February 4, 1995, to discuss
the establishment of common global pricing for the
distributor.

Szczsponik knew that he needed to answer some
basic questions before meeting with Arrow:

Global pricing might make Arrow’s job of planning and
budgeting a lot easier, but our different cost structures in
each region make it difficult for us to offer one price
worldwide. How do we tell Arrow, our largest distributor,
that we aren’t prepared to negotiate global pricing? Alter-
natively, how can we reorganize ourselves to make global
pricing a realistic option? And what implications will a
global pricing strategy have in relationship to other inter-
national customers?

With only two hours to go before his meeting with
McGarity, Szczsponik wondered how they could respond
to Arrow’s request.
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