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Where to Pursue Added Value, Differentiation

ALt &7 Tsuneji Togami
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Since entering the 21° century we are seeing a clear separation between the winning and
losing corporations in every industry. Among companies involved in the same businesses, the
winners are recording record-high revenues while the losers pile up red ink that is endangering
their very existence as companies. What produces this striking division? I believe the difference
is not simply that one company's employees worked harder than the other's but, rather, that one
company had more attractive products with added value that won them customers.

The essence of creating products is actually creating attractiveness (value). In other words, it
is a matter of how many attractive features you can create that the customers appreciate. If you
have a product based on a completely new idea that you are able to patent, there is no need to
consider processes for adding new value. In such a case the important thing is to manufacture
the product quickly and dominate the market at your desired price. However, there are very few
products of this type. In most cases we are involved in creating products that are not protected
by patents, and as soon as it is marketed the competitors will come out with a model to compete
against it. What's more, the products brought out afterwards by the competitors have often been
designed to be more appealing than your original product.

So, what you must do in order to maintain your market advantage is to improve performance/
cost in areas that the competitors cannot see and cannot imitate easily. These areas are not in
the assembly process but in the components used. This is because performance and cost aspects
have already been built into the components to the maximum degree possible and it is therefore
very difficult to achieve further performance/cost advantages during the assembly process.
Thus, it is most important to build differentiation and advantages into the components.

The idea that you can leave component development up to the specialized component makers
is a concept from a nostalgic era when it was a suppliers' market with demand exceeding supply
and manufacturers were simply assemblers. Now, we are in an era when you can no longer
expect to sell run-of-the-mill products at standard prices, and you will not get much added value
by just procuring parts from outside suppliers and assembling them into what you think are
good products. It is difficult to differentiate your products by such a manufacturing process. Still,
there are companies like Dell that have succeeded simply as assemblers through a process of
horizontal task division. But, theirs is a minority case of a compact and speedy venture company
with a small number of employees. On the other hand, there are also few companies that are

succeeding as vertically integrated corporations (makers that add value at all levels of the
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product creation process from the raw materials on up through assembly).

Yamaha Motor's IM(Intelligent Machinery) Company is one that had almost no core
technologies of its own when it started out. However, because in its 20 years of operations it
has become able to develop core components in-house, and it is now able to create products
that are superior to those of the competitors in terms of cost and performance, despite the fact
that production volumes are not large. However, this has been achieved not on the basis of
in-house production but through a process of vertical integration of technology + horizontal
division of production. In other words, this is a system in which components are developed
in-house with transparent performance and cost standards that can be precisely controlled
and then production is outsourced to a manufacturer with the highest QCD(Quality Cost
Delivery) qualifications. This system has become a core competence that is now contributing
to IM Company's profitability. One more advantage of developing components in-house is that
problems can be solved more quickly when they occur. Particularly in the case of software, only
its designer can find the bugs in it. Although in-house design may not eliminate the kinds of
problems we classify as serious or chronic, it can provide great improvements in the possibility
of solving problems and the speed with which they can be solved. These improvements will
contribute to a greater sense of trust and security in our customers and our dealers and be
effective in increasing the number of repeat customers and fans of Yamaha Motor products.

I would like to propose that this system of designing, building prototypes, evaluating and
developing cost performance for major components in-house be applied to other Yamaha Motor
products like our motorcycles. Undertaking new endeavors like this always demands a great
deal of courage, and much time will surely be spent in trial and error, but I believe that if we
concentrate these efforts on components needed for our products alone, we can soon catch up
to and surpass the specialized parts manufacturers in terms of component performance and
cost. We are now in an environment in which component development is essential for creating
products with new performance and functions and significantly improved cost performance. Ten

years will pass much more quickly than you think.
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