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LEVI STRAUSS JAPAN K .K.

In May 1993, Mr. A. John Chappell, president and representative director, Levi Strauss Japan
K.K. (LSJ), was contemplating a conversation he just had with the national sales manager and
managing director, Mr. Masafumi Ohki. They had been discussing the most recent information
regarding the size of the jeans market in Japan. It appeared that after two years of market
shrinkage in 1990 and 1991, the market contracted further.in 1992. Although LSJ was still
increasing its share of the market, Mr. Chappell was disturbed by this trend and wondered what
new strategies, if any, LSJ should pursue.

In addition, Mr. Ohki had brought up the issue of selection criteria for retailers and sales agents.
The distribution channel was undergoing structural changes, and Mr. Ohki believed that LSJ
needed to evaluate and possibly revise its distribution strategy. LSJ was very selective in
choosing its retailers and had historically focused their distribution on traditional urban jeans
specialty shops. However, there were many new, large stores opening in the suburbs which were
carrying jeans, among other items. Although LSJ did sell its jeans in some of these new stores,
the company had not pursued. this new channel as aggressively as some of its competitors. As a
result, its largest competitor, Edwin, was currently represented in twice as many stores as LSJ.

Mr. Chappell realized that inereasing the number of stores would improve LSJ’s reach and
possibly help to stimulate the overall market. However, this could have a serious impact on
LSJ’s image. LSJ had spent years developing a premium product image which had catapulted it
to the market leader position. Besides its product and advertising strategies, this image had also
been cultivated by the company’s selectivity in choosing retail outlets and sales agents. Not only
did this ensure that LEVI’S would have a good image with the consumer, but it also was the only
way LSJ could influence the retail price. Mr. Chappell feared that a decision to expand the
number of retail outlets would have a negative impact on LEVI’S prices and might even result in
discounting. . This could seriously affect the premium product image LSJ had worked hard to
foster over the years.

Mr. Chappell wondered what new strategies he should pursue to deal with these issues, or
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whether he should continue with the strategy that had made LEVI’S the number one jeans brand
in Japan.

LEVI STRAUSS ASSOCIATES
Overview

Levi Strauss invented jeans in San Francisco in the middle of the nineteenth century gold rush.
At that time, Levi Strauss made pants for the gold miners that would not rip apart when miners
filled their pockets with gold. Since then, the company bearing.the founder’s name had been
faithful to the guiding principle—"Quality Never Goes Out of Style”—and had built a strong
reputation and broad customer base.

In more recent times, Levi Strauss Associates (Levi Strauss) designed, manufactured, and
marketed apparel for men, women, and children, including jeans, slacks, jackets, and skirts.
Most of its products were marketed under the LEVI’S® and DOCKERS® trademarks and were
sold in the United Stares and throughout North and South America, Europe, Asia, and Australia.
In 1992, Levi Strauss was the world’s largest brand name apparel manufacturer. Sales of jeans-
related products accounted for 73 percent of its revenuesin 1991.

Levi Strauss International

Levi Strauss International (LSI), which marketed jeans and related apparel outside the United
States, was organized along geographic lines consisting of the Europe, Asia Pacific, Canada, and
Latin America divisions. In'terms of sales and profits, Europe was the largest international
division. Asia Pacific was the secondlargest, particularly due to the strong performance of its
Japanese and Australian operations. Sales growth in LSI was faster than in the domestic
division. The following table showsa historical breakdown of domestic and international sales
for several years.

Levi Strauss - Domestic and International Sales
(in millions of Dollars)

1989 1990 1991
Domestic $2,395  66.0% $2,560  60.3% $2,997 61.1%
LSI $ 1233  34.0% $ 1.686 39.7% $1.906 38.9%
Total $ 3,628 $ 4,247 $ 4,903

Organization and Products

In 1991, LSI was more profitable than the domestic operations on a per unit basis. LSI was
generally organized by country. Each country’s operations within the European division were
generally responsible for sales, distribution, finance, and marketing activities. With few
exceptions, Canada, Latin America, and the Asia Pacific divisions were staffed with their own
merchandising, production, sales and finance personnel.

LSI’s sales were derived primarily from basic lines of jeans, shirts and jackets. LSI resold

This document is authorized for use only by Ching Yang at University of Wales Trinity Saint David until April 2014.
Copying or posting is an infringement of copyright. Permissions@hbsp.harvard.edu or 617.783.7860.



Levi Strauss Japan K.K. M-276 p. 3

directly to retailers in its established markets, although other distribution agreements were made
elsewhere in the world. Retail accounts were serviced by approximately 310 sales
representatives. LSI’s manufacturing and distribution activities were independent of domestic
operations. However, in 1991, LSI purchased $117.7 million jeans products from the domestic
division.

The Markets, Competition, and Strategy

The nature and strength of the jeans market varied from region to region and from country to
country. Demand for jeans outside of the U.S. was affected by a variety of factors, each of
varying importance in different countries. These factors included general economic conditions
such as unemployment, recession, inflation, and consumer spending rates. The non-U.S. jeans
markets were more sensitive to fashion trends, as well as being more volatile than the U.S.
market. In many countries, jeans were generally perceivedas a fashion item rather than a basic
functional product and were higher priced relative to the U.S. Sales in Japan had increased in
recent years primarily due to increased consumer spending and population growth.
Internationally, LSI maintained advertising programs similar to the domestic programs, modified
as required by market conditions and applicable laws. Advertising expenditures for LSI were
$108.4 million (5.7 percent of total sales) in 1991,.a 21 percent increase from 1990.

Industry

The worldwide apparel market was affected by demographic changes in the consumer
population, frequent shifts in prevailing fashions-and styles, international trade and economic
developments, and retailer practices. With the maturation of “the baby boomer” generation, the
target market, a company’s success would become more dependent on its ability to quickly and
effectively respond to changes in fashion and other customer preferences.

THE JAPANESE JEANS INDUSTRY, ENVIRONMENT, AND TRENDS
Jeans Market

Jeans were introduced into the Japanese market before World War II.  Yet, the first market boom
occurred right after the war, when U.S. forces brought a large supply of jeans into the country.
The second growth spurt in the market for jeans was in the mid-1970s, concurrent with the
United States bicentennial. During this time, being American was in vogue, greatly enhancing
the demand for American culture and products. The third boom, in 1986, was fueled by the
increasing popularity of the casual fashion look among Japanese youth. This fashion trend,
along with more leisure time, greatly increased the market for jeans, resulting in a doubling of
output from 26 million pairs in 1985 to more than 50 million pairs in 1990' (compound annual
growth rate of 14 percent). However, the trend in the early 1990s was towards slower growth,
with the market actually shrinking in 1991 (see Exhibit 1 for the growth in total production of
jeans from 1987 to 1991).

The financial results of major jeans manufacturers in 1992 indicated that the market continued to
shrink following 1991. Yet, toward the end of 1992, some companies started to see the market
revive. After the a couple of years of market contraction, the jeans industry seemed to be

! “Fashions Come and Go, But Blue Jeans Never Fade”, The Nikkei Weekly, August 17, 1991.
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revitalized due to the development of new dying techniques (such as antique look jeans), as well
as the development of jeans made of new fabrics such as light ounce denim and rayon. In
addition, some of the smaller jeans manufacturers, which had concentrated on the women’s
market, were experiencing double digit growth in sales.

Competitive Environment

During this period of expansion, LSJ grew 35 percent annually, more than twice as fast as the
market.”> As a result, LSJ enjoyed the highest share of any single brand, at.16 percent of total
market sales. Still, there was fierce competition for market share with the five other large brands
in the jeans market: Lee, Wrangler, Edwin, Big John, and Bobson, due to the fact that all of the
brands marketed similar product lines (emphasizing basic blue denim jeans, followed by other
basic jeans, fashion jeans, and chino pants) targeted at essentially the same customer segment.
Also, all the American brands marketed their products by emphasizing the image of Americana.

Sales figures for the six largest jeans manufacturers (see Exhibit 2) showed that the market share
of the three large domestic Japanese brands, Edwin, Big John and Bobson were declining during
this period. LSJ, however, moved up from fifth position in 1986 to second position following
Edwin in 1990 with a market share of almost 13 percent; and in 1991 LSJ became the top selling
brand with approximately 15 percent of total jeans sales.

A brief description of LSJ’s major competitors follows:

Edwin

In addition to marketing its own brand of jeans, Edwin, the largest domestic jeans manufacturer,
also marketed Lee jeans under a license agreement with VF Corporation, the U.S. company
which owned the Lee brand. Edwin wanted to increase market share of its original brand,
however, Lee was important to.its ability to compete with LEVI’S. This was a dilemma for
Edwin, since the Lee brand seemed to be cannibalizing the Edwin brand. In 1992, for the first
time, LSJ exceeded Edwin in the total sales amount as shown in Exhibit 2. The figures for
Edwin included revenues from Lee and Liberto brands. Edwin was also planning to sell a new
Italian brand called Fiorncci beginning in the autumn of 1992.

Big John

Sales and net income were expected to increase after declining two consecutive years. This was
due to the success of Big John’s new product line, the “antique collection.” The company
expected the blue jeans market to grow again in 1993. Since blue jeans were Big John’s major
product line, the company believed it would be well positioned for growth in 1993. In May
1993, the company would begin construction of a new headquarters which would enable it to
effectively concentrate its cutting, distribution, trading, and kid’s clothes sections into one
location.

Wrangler Japan
Wrangler products, also a jeans brand of VF Corporation, were produced and sold through a
license agreement with Wrangler Japan, a joint venture between Mitsubishi and Toyo Boseki.

2 »Fundamentals Lend More-than-Casual Look”, The Nikkei Weekly, September 14,1991.
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Sales had begun to pick up in September 1992, especially in the women’s jeans market which is
growing at double digit rates.

Bobson

Bobson'’s sales target for 1993 was ¥20,000 million. The company had been highly successful in
the women’s jeans market. As a result, from October 1992 to January 1993, sales in that
segment increased 40 percent over the same period in the previous year. The company expected
1993 to be a growth year.

It was interesting to note that up to this point, Levi Strauss’ U.S. competitor, VF Corporation,
had chosen to operate in Japan solely under licensing arrangements. However, there was
speculation that VF Corporation was planning to shift its marketing strategy from licensing to
direct sales. This could drastically change the competitive market.in the future. Market experts
predicted that the Japanese jeans market would eventually be dominated by the three major
American brands: Levi’s, Lee, and Wrangler.

New Emerging Markets

In 1990, Wrangler Japan Inc. tried to reinforce its traditional image by marketing “revival jeans,”
which feature natural dye extracted from the indigo plant. These indigo blue jeans, named
Vintage Wrangler, were made of 100 percent denim and were hand-dyed. They were priced at
¥30,000 (approx. $240.00), but sold well.>. LSF also introduced reproductions of its 5033BSXX
and 701SXX styles, popular in the 1950s and 1960s; which were priced at ¥48,000 ($384.00) in
September 1991. Yet, it was reported that LSJ could not make these jeans fast enough to satisfy
the demand.*

On the other hand, new well-preserved second-hand jeans were in high demand, some of which
were being sold for more than ¥500,000 ($4,000.00). About 30 to 40 stores had opened which
specialized in selling used jeans from the United States made in the 1940s, 1950s, and 1960s.
One store said that the most popular items were priced slightly below ¥100,000 ($800.00).”
However, the slowing growth. in demand seemed to indicate that oversupply was becoming a
problem and that the market was close to saturation. According to the national sales manager of
LSJ, this trend was supported primarily by jeans enthusiasts and was not expected to last long.

Sales of women’s blue jeans registered a phenomenal 109 percent growth between 1985 and
1989, increasing from 8.5 million to 17.8 million pairs a year. With the young men’s market
forecast to stabilize, many companies were looking at the potential in the market for women’s
jeans, which created fierce competition in that category.’

Changing Distribution Channel

Unlike the U.S., Europe, and other countries in Southeast Asia, jeans sales in Japan were still

3 “Fashions Come and Go, But Blue Jeans Never Fade”, op. cit.
*Vintage American Products Attract Japanese Rebels,” The Nikkei Weekly, December 7, 1991.
5 .
Ibid.
6 «“Fashions Come and Go, But Blue Jeans Never Fade,” op. cit.
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predominately through jeans specialty stores. In other countries, jeans specialty stores had
already lost market share to large national chains (such as Sears and J.C. Penney’s)-and to
discounters (such as Walmart and Kmart). The successful specialty stores in the U.S. were those
that had been able to develop their own brands, such as The Gap and The Limited.

Although there had not been a similar shift in the Japanese market (from specialty stores to
national chains), a shift was occurring within the jeans specialty shop channel. The structure of
this channel seemed to be changing with the emergence of a new type of jeans shop.
Traditionally, jeans shops were located in urban areas and sold only jeans (both factors placing a
constraint on store size). Recently, new chain stores had been built in the suburbs which were
usually five to seven times larger and often carried other products besides jeans. These jeans
stores had proliferated, increasing their revenue at the expense of the smaller jeans stores. Their
success was partly a result of their emphasis on sales promotions; ability to stock a full line of
products, and the unique store designs. Two such chains, Marutomi and Chiyoda (the two
largest shoe store chains), entered the jeans retail market in the late'1980s and now boasted retail
stores in excess of 200 each. This emergence of jeans specialty store chains saved this category
from losing market share, following those in other countries.

In 1992, approximately 250 new stores were opened, most of which were large-scale suburban
stores of the type described above. Even though the peak of this development was over, an
additional 230 stores were forecast to open‘in 1993. This consisted mainly of Chiyoda’s 75 to 85
“Mac House” Stores and Marutomi’s 100. “From~USA” stores. In some suburban areas, the
increasing number of stores had started to stimulate competition for local market share. For
example, in the city of Tsukuba, a growing suburban area outside of Tokyo, 10 jeans stores
(including those under construction) ranging in size up to 4,500 square feet were clustered within
3.1 square miles. Many retailers, therefore, were attempting to differentiate themselves by
increasing customer service and being more selective in what product lines they carried. Yet,
with the slowing down of the jeans market, compounded by the recession, the excessive increase
in jeans retail space was worsening the inventory turnover leading to inventory surpluses.

Given this new retail situation, the ability to develop an effective inventory control system and
low cost operations was.an important competitive advantage. Jeans manufacturers and retailers
were entering a new era of competition where capital strength and efficient inventory
management and distribution systems would have a significant impact on the success of the
company. Moreover, in order to provide extensive customer service, the recruiting and training
of employees: was becoming an increasingly important point of differentiation. In the U.S.,
Canada, and Europe, the shift in jeans distribution towards the discount stores negatively
affected the overall image of jeans. Thus, jeans manufacturers had to invest heavily in order to
revive the former image. The destiny of the Japanese jeans industry would depend on how
manufacturers, retailers, and customers reacted to the changes that were occurring in the retail
environment.

Potential Impact on Pricing

Thus far, most of the distribution channels, including jeans specialty stores, department stores,
and even national chain stores, had maintained the suggested retail price. National chain stores
such as Daiei and Itoh Yokado had discount stores as their affiliates, yet these discount stores
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had different supply routes and sold different products. This enabled Daiei and Itoh Yokado to
maintain the retail price suggested by jeans manufacturers.

A similar change in channel structure had occurred in the distribution of business suits, where
sales of department stores and specialty stores in the cities suffered due to the emergence of
larger men’s shops in the suburbs. In this case, price competition increased between the discount
stores (the “category killer”), but not between the national chain stores as had occurred in past.
National chain stores had not entered the price war but were stuck in the middle between the
discount stores (at the low end) and the specialty and department stores (at the high end).

If this trend held true in the jeans industry, national chain stores were not likely to begin
competing on price. Also, department stores and traditional jeans specialty stores (with few
stores) were unlikely to discount. However, the new jeans specialty stores with many outlets,
giving them strong purchasing power against manufacturers, could begin competing on price.
These stores, which had expanded rapidly, were experiencing increasing competition and
inventory surpluses, creating a ripe environment for.price competition. The eventual outcome
depended somewhat on how jeans manufacturers would react to discounting, should it occur, and
on the sales policies of traditional jeans specialty stores.

LEVI STRAUSS JAPAN K.K.
Overview

Levi Strauss entered Japan with the opening of a branch office of Levi Strauss (Far East) Limited
(Hong Kong) in April of 1971. Prior to this; its presence was limited to a minimal level of sales
generated by importers. The Hiratsuka Distribution Center was opened in November of 1973,
and in June 1974, Levi Strauss began domestic production of jeans products.

In December of 1975, Levi Strauss began selling through wholesale agencies, in addition to its
direct sales to retailers. Levi Strauss also began importing products from the U.S. in 1978. In
the same year, the reporting line of the Japanese office was changed from Hong Kong to LSI
headquarters in San Francisco.

In 1982, Levi Strauss Japan K.K. (LSJ) was established as an independent operating company.
Another important milestone occurred in June of 1989, when 4.1 million shares of LSJ were
listed/on the Tokyo OTC market in an initial public offering. This sale brought in $80 million,
while still leaving Levi Strauss with an 85 percent share of the Japanese company’s equity. (For
a more extensive background see Appendix 1 LSJ KK company profile.)

Over the years, LSJ’s strategy had been to maintain consistency and a long-term view. With a
heavy emphasis on advertising, constant new product introduction in addition to traditional
styles, systems development, good relationships with suppliers, contractors, wholesalers, and
retailers, and personnel training, LSJ has successfully built its position in Japan.

This position was largely due to LSJ's marketing strategy described below:
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(1) Target young male customers and advertise extensively through TV commercials and
men’s magazines, creating the image that LEVI’S jeans is cool American casual weatr.

(2) In order to have extensive accessibility, contract with various kinds of sales outlets from
small specialty jeans shops, mainly located in urban areas, to national chain stores which
have larger sales space, mainly located in suburbs.

(3) Provide not only the traditional jeans imported from the United States, but also new jeans
which were in line with current fashion and sewn to fit Japanese physical features.

(See also Appendix 2 “The Jeaning of Japan™.)
Performance

LSJ experienced sluggish sales until around 1984. Since then year-on-year sales had been
increasing by approximately 35 percent every year until they slowed down to 20 percent in 1991.
The company expected this slower level of growth to continue in the short term. In 1991, LSJ
sales were ¥135.056 billion with profits of 117.058 billion. LSJ was planning to raise its market
share to over 20 percent by fiscal 1995.

LSJ experienced a decrease in profit in 1992, due to an'increase in indirect marketing costs,
including depreciation from investment on the distribution center and system development. Yet,
LSJ still posted an impressive 17.4 percent return on sales, far higher than its competitors, and
nearly three times the industry average. In 1993, the company expected sales growth to be
moderate, therefore it expected a further decrease in net income.

Employing the strategy described above, LSJ had successfully increased sales volume through
stimulating the jeans market. It.enjoyed constant demand not subject to the whims of fashion or
the changing season. LSJ had been successful in establishing the reputation of high quality
products and brand image, allowing the company to sell higher end products than its competitors.
This high quality, premium product strategy was successful since it capitalized on the Japanese
economy (with one of the highest GNP per capita and significant growth).

On the cost side, LSJ was efficient in the sense that it did not have a factory requiring huge
capital expenditure, but instead, contracted out all its production in Japan. As a result, it did not
have to worry about potential costs associated with downtime, equipment improvement, and
workers compensation both in monetary and non-monetary terms. Moreover, LSJ had a very
small sales force to cover all of Japan. As a result, LSJ’s sales-to-employee ratio was ¥180
million ($1.4 million), which was roughly three times the average of its rivals.” Another strength
of LSJ was its no debt strategy to alleviate risk due to interest rate fluctuations. Since its [PO on
the Tokyo Stock Exchange, the stock price had been constantly increasing to the P/E ratio of 50.°

"Fundamentals Lend More-Than Casual Look,” op. cit.
8 .
Ibid.
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Products

Product lines sold by LSJ consisted of tops (shirts, jackets and sweatshirts), men’s and women’s
basic jeans, other basic jeans, and fashion jeans. There were approximately 18 kinds of men’s
basic jeans (excluding multiple colors), 10 kinds of women’s basic jeans, 20 kinds of other basic
jeans (including 5 for women), and several fashion jeans. Other basic jeans consisted of trendy
jeans products and fashion jeans consisted of cotton (non-denim) pants. The sales breakdown
was as follows: 20 percent from tops, 20 percent from women’s jeans, 40 percent from basic
men’s jeans, and 20 percent from the remainder.

Belts, accessories, shoes, socks, bags, and kid’s jeans were sold by another company under a
license agreement. In addition, apart from traditional styles, product managers in LSJ designed
new styles which were in line with the fashion at the time. New products were introduced twice
a year in spring and in autumn. Occasionally, product innovations developed for the Japanese
market were later introduced into other markets. This was the case for “stone-washed” denim
jeans and the Dockers line, which were successfully introduced in the U.S. after being developed
and introduced in Japan.’

Organization

LSJ employed approximately 500 people spread throughout its headquarters, sales offices, and
distribution center. The company’s headquarters is‘in Tokyo while additional sales offices were
located in big cities such as Osaka, Nagoya, and Fukuoka. The company operated a large
distribution center in Hiratsuka, outside Tokyo in order to store the finished products and to
distribute based on orders. Among LSJ’s 500 employees, 160 people worked at the department
stores as sales personnel, 150 people worked at the distribution center, and the remainder was
employed at the headquarters (an organization chart for LSJ is shown in Exhibit 3).

Human Resources

LSJ did not recruit directly from universities. It tended to hire university graduates with one to
two years of working experience (not necessarily in the apparel industry). Hiring was done on
an as-needed basis. Although U.S. companies often had trouble hiring in Japan, the national
sales manager of L.SJ claimed that the company did not have difficulties in recruiting employees.
This was due to the fact that LSJ tended to hire from non-traditional sources (e.g., women and
experienced hires), therefore it did not directly compete with traditional Japanese companies for
labor resources.

Approximately 300 of the 500 LSJ employees worked under contract to LSJ. Most of these
employees worked in the distribution center. Although this was not typical of the traditional
Japanese system of lifetime employment, it was not uncommon in the apparel industry. In
addition, compensation was not determined according to the traditional Japanese system based
on seniority. Rather, compensation was determined by the job description covering the activities
performed by the employee.

? Geoffrey Duin, “Levis Won’t Fade in the Japanese Market,” Tokyo Business Today, April 1990, p. 46.
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In order to build company loyalty among employees, LSJ provided a complete educational
system. The company recognized training to be one of the most important factors contributing to
the overall success of the company in Japan. Education provided by the company ranged from
educating new employees on the importance of the customer to developing management skills.
Many of the programs were designed to upgrade the skills of each employee. There were five
major training systems: a training system for newly entered employees, a correspondence
education system, an English education system, various objective’ training systems, and an
overseas training system.

Production

While LSJ did not own its own production facilities in Japan, all of its domestically produced
clothing was made by contracted factories which produced only Levi Strauss products. These
contractors sewed jeans products from denim purchased by LSJ from various domestic textile
manufacturers and from trading companies. Domestic production accounted for 50 percent of
the total products sold in Japan, while 30 percent was imported from the United States and 20
percent from Southeast Asia, mainly from factories in the Philippines.

It was interesting to note that until 1978 the company sold only domestic- and Asian-made jeans
products in Japan. Then, realizing the importance of having the original U.S.-made jeans, the
company started to sell some U.S.-made products (specifically the 501 product line) in Japan.
According to Mr. Ohki, it was crucial to-send customers a message that LSJ was selling “real”
American products. Yet, the domestically made jeans products actually fit Japanese bodies
better, which partially contributed to the company’s success in the early years.

Distribution

The company first established its distribution center in Hiratsuka, Kanagawa in November 1973,
two years after establishing operations in Japan. However, LSJ later reconstructed its
distribution center in order to enhance customer service by improving the quality and quantity of
warehouse and shipping  facilities. In October 1990, it completed the first stage of
reconstruction, including installation of the computer controlled warehouse system called AS/RS
(Automated Storage and Retrieval System). Automation of picking and shipping areas, which
were controlled along with the automated warehouse, was completed in May 1991. These
renovations greatly improved the storage capacity and more than doubled the daily shipping
capability. = They also enabled the company to handle small quantity, frequent, short-term
delivery orders. In addition, LSJ installed automated ordering systems at some of the national
chain stores, allowing for better inventory control and quicker response.

The company had two distribution channels. One was direct sales by sales personnel, and the
other was wholesale distribution by sales agencies. 53 percent of total sales came from direct
sales made by 40 LSJ sales personnel located in the four sales offices. Using 1991 sales data to
calculate the revenue generated by the direct sales force, the average salesperson generated
¥464.5 million (approximately $3.7 million) of revenue in that year. This demonstrated the
extraordinary productivity of LSJ’s sales force. The remaining 43 percent came from 13
domestic sales agencies.
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Sales of LSJ products occurred through four kinds of sales outlets. LSJ’s sales personnel and
sales agencies both had contact with these key sales outlets which consisted of: (1) major
nationwide jeans shops such as Big American and Eilco; (2) major nationwide department stores,
from the prestigious Mitsukoshi Department Store to Marui, a department store specifically
targeted to the younger generation; (3) national chain stores such as Daiei, Itoh Yokado, and
Seiyu; and (4) nationwide men’s shops such as Iseya. Most of LSJ’s sales occurred in jeans
shops (70 percent), with the remaining sales fairly evenly split among department stores (12
percent), national chain stores (10 percent) and other stores (8 percent). (A listing of LSJ’s
major sales outlets, as well as suppliers and sales agencies is given.in Exhibit 4).

Generally, LEVI’S were sold at fewer sales outlets than some of their domestic competitors. For
example, 5,000 stores carried the LEVI’S brand, while more than 10,000 stores sold the Edwin
brand. Although LSJ received a higher percentage of its sales through traditional jeans shops (70
percent) than the market overall (60 percent), there was very little difference between LSJ
distribution patterns and that of the other top brands.

LSJ’s effort to be a Japanese company could be observed from its strategy of building good
relationships with its sales outlets. LSJ provided various services to each outlet store, from
giving advice on product displays and in-store arrangements to organizing seminars and handing
out sales manuals. Japanese department stores relied heavily on the manufacturers to provide
sales staff, forcing LSJ to place 160 employees in“department stores as sales clerks. However,
this necessity allowed LSJ, and other Japanese manufacturing companies, to gather valuable
information regarding customer preferences.

Pricing

Historically, LSJ was positioned. as aprice leader, charging prices 15 to 20 percent higher than
competitors for similar jeans products. However, in the early 1980s, competitors raised their
prices to match LEVI’S (pricing of LEVI’S remained flat), allowing LSJ to greatly increase their
market share. Compared to competitive brands such as Edwin, Lee, and Wrangler, LSJ had a
similar price range for its jeans products. Even so, the average product price which LSJ’s
customers paid (¥7,900 = approximately $63.20) was about 5 to 10 percent higher than the
average price received by competitors. This was due to the fact that LSJ customers were willing
to buy more expensive types of jeans.

Wholesale price varied by distributor based on different rebate schemes. However, the average
price charged to sales outlets was 55 percent of retail, while sales agents paid about 50 percent of
retail on average. LSJ charged a higher wholesale price to the department stores in order to
offset the cost of LSJ employees who worked as sales personnel in those stores. However, there
was no significant difference in retail price across the various distribution channels, since retail
outlets so far had maintained the suggested retail price.

Advertising and Promotion

Similar to the strategy employed by Levi Strauss in the U.S., LSJ emphasized a pull strategy
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spending heavily on advertising to increase demand. Since 1976, LSJ had been spending
approximately 6 percent of total sales on advertising (TV and print) compared to an industry
average of 4 percent.'’ It used James Dean as an advertising character in order to establish the
image of the young, active American. Its target customer had traditionally been young men,
aged 16 to 29, who had grown up with, and maintained a favorable image of American products.

When LSJ first launched its campaign in 1984 with the slogan, “Heroes Wear LEVI’S,” its main
purpose was to increase the awareness of the LEVI’S brand. The ads showed movie scenes in
which James Dean, John Wayne, Steve McQueen, and Marilyn Monroe wore jeans, while a
famous movie announcer, Mr. Haruo Mizuno, read the slogan. In.1985, the slogan was changed
to “My Mind, LEVI’S,” and in 1987 to “The Original LEVI’S,”” both of which were intended to
project traditional American values and a pioneering spirit with a more familiar nuance. A later
slogan, “Re-Origin” was launched in 1989 to emphasize the revival of traditional jeans. Since
the very beginning, the company recognized the Japanese purchase mentality towards imported
goods—the Japanese were willing to choose imports and even pay more for these goods—and
had been maximizing its marketing by appealing to this psychology.

LSJ focused on TV commercials and magazine advertisements, which accounted for 65 percent
of the total promotional budget. Of this advertising expense, approximately 70 percent was used
for TV commercials, and 30 percent for magazine advertisements. The company used mass
media effectively based on differences in features. For TV commercials, LSJ used an advertising
agency in order to maximize reach and communicate the company’s image to a larger audience.
In contrast, the company created its magazine advertisements mostly in-house, since the goal of
the magazine ads was to increase consumers’ understanding of its products and to appeal
strongly to certain target customer segments. In terms of cooperative advertising with sales
outlets, LSJ was consistent ‘with other Japanese manufacturing companies which tended not to
use this method as much as U.S. companies.

LSJ also published seasonal product catalogs called the “LEVI’S BOOK” and placed them in
outlet stores in order to introduce new products (see Appendix 3 for sample pages from the
“LEVI’S BOOK”). Two million copies of this catalog were produced twice a year, accounting
for 10 percent of LSF’s promotional expenditures. The remaining 25 percent of promotional
expense was used for direct communication with customers at the point of purchase. Through
these consistent advertising and promotional activities, the company was trying to increase: (1)
awareness of the LEVI’S brand, (2) understanding of its products, and (3) the willingness to buy.

19 »Fyndamentals Lend More-Than Casual Look”, The Nikkei Weekly September 14, 1991.
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LSJ Promotional Expenditures

Point-of-
Purchase,
25%
Television,
50%

Levi's Book,

10% \

Magazines,
15%

FUTURE CHALLENGES

In the early 1990s, LSJ’s major challenges, resulting from the changing market and retail
environment, were:

e How to continue to grow faced with a contracting market;
e How to respond to the changing structure of the distribution channel; and
e How to develop and implement a pricing strategy given the current retail environment.

First, the traditional market for jeans in Japan had peaked and would likely continue to shrink or
remain flat. The number of young people was decreasing due to the lower birth rate, shifting the
demographics to an-older population. For more than a decade, the birth rate each year had been
the lowest ever recorded, a trend which was expected to continue.'' Also, the average frequency
of jeans purchased per person per year in Japan was a meager 0.5 compared to the 1.5 in the
U.S.."? This was due'to'the fact that high schools in Japan required students to wear uniforms, so
there was significantly less time and chance to wear jeans. These trends would further impact
the market size of the young male segment, the traditional market which jeans manufacturers
(including LSJ) had targeted.

Second, the development of the new type of jeans specialty stores had presented some interesting
issues for LSJ. The rapid expansion required LSJ to develop a strategy for how many and what
type of stores (i.e., jeans specialty, department, national chain) should distribute the LEVI’S
brand.” Once a strategy was decided, selection criteria for retailers and sales agents needed to be

11992 Statistics Handbook. Statistics Bureau, Management and Coordination Agency; Ministry of Health and
Welfare.
12 “Fyndamentals Lend More-Than Casual Look”, op. cit.
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determined. In addition, servicing a growing number of retailers created challenges in delivery
and inventory systems (described in the distribution section), production capacity, and sales force
expansion.

Finally, with increased competition between both the manufacturers and the retailers, the
possibility of discounting could not be ignored. Price competition could be initiated by
manufacturers or certain retail channels could elect not to maintain the suggested retail price. A
feasible strategy needed to address the fact that LSJ had little direct control over retail pricing
due to anti-trust laws. Government intervention was also a concern in that, as part of an
international company, LSJ had to be sensitive to trade policies regarding pricing. In addition,
operating in various countries required a pricing policy that limited the potential for a gray
market. Thus, the pricing strategy would significantly impact LSJ’s future, since price
discounting could negatively affect the premium product image that LSJ had established.

Mr. Chappell wondered how he should deal with these important strategic and marketing issues
to ensure LSJ’s continued success.
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Exhibit 1

Size of the Japanese Jeans Market

Units of Total Jeans Production

Blue Jeans Color Jeans Total Jeans
Units Growth Units Growth Units Growth
1987 36,924 15,186 52,110
1988 43,274 17.2 12,904 (15.0) 56,178 7.8
1989 45,614 5.4 12,310 32 58,924 49
1990 45,401 0.4 12,328 (0.5) 58,639 (0.5)
1991 43,864 (3.4) 12,946 (2.2) 56,810 3.1

Source: Japanese Jeans Manufacturing Association (JIMA).

Notes: These numbers include imports, but not exports, thus are an appropriate proxy for market size. Also, these
production quantities are more than LSJ estimates based on annual consumer surveys. For example, in
1991, LSJ estimates the total market size to be 45 million pairs, while the JIMA indicates 25 percent more.
As JIMA’s figure is based on self reporting by each of the jeans manufacturers, it is likely to be inflated over

the actual sales quantity.

Total Jeans Production in Yen

(¥ millions)

Blue Jeans Color Jeans Total Jeans
1988 90,660 27,273 117,933
1989 95,562 28,124 123,686
1990 95,115 27,972 123,087
1991 86,992 24,774 111,766
Source: Yano Institute.
Jeans Production by Type

30,000 -
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25,000 4 /

s B s Mgl Blue Jeans

———{J—— Female Blus
‘ Jeans
Pairs

== Male Color Jeans

——O0—— Female Color
Jeans
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Year

Source: Yano [nstinste
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Exhibit 2
Sales and Income Data for Jeans Manufacturers

Sales of Top Six Jeans Brands

(¥ million)
. logg __1989 1990 1991 1992 1993 E
LEVTS 15425 21,508 18,855 35,056 37,626 38,600
Edwin 30,342 33,579 38,250 38,534 37,099
{inc] Leg)
Lee 5,000(e} 6.300(c) 6.500(c)
Wrangler 11,715 13,550 15367 16,972 17,847
Big John 13939 16,472 18,163 17,684 17.421 18,400
Bobson* 13,190 15578 18,187 18.277 16,403
Ohher 00,439 98674 _ 103689 __ 108363 _ 111327
Total 175,050 199,361 222,511 234,886 237,723
Net Income of Top Five Jeans Manufacturers
(¥ million)

1988 1989 1990 1991 1993 ___1993E
LEVTS 3,585 4421 6,124 7.058 6,532 6,280
Edwin 2,592 3,445 3,365 3045 3,039
(incl. Les)
Wrangler 596 63l 1,118 1,127 a0
Big John 381 1,358 827 781 36
Bobson 531 g12 1413 883 Q25
Onher —LB14 ___ 3023 ___2380 __ 2416
Total 0,999 13,690 15227 15,310 14,785

Return on Sales of Top Five Jeans Maoufacturers
(%)

1988 1959 1990 1991 1992 J993 E
LEVTS 232 2086 212 20.1 174 163
Edwin 8.5 10.3 8.8 79 8.2
(incl. Les}
Wrangler 5.1 4.7 7.3 6.6 C 4.3
Big John 6.3 8.2 46 44 2.0 6.8
Bobson 4.0 52 7.8 48 5.6
Other 2.0 11 23 22 2.8
Total 5.7 6.9 6.8 6.5 6.2

Source: Company Financial Statements, Yano Institute.

Motes: (1) Includes sales of jeans and tops. . .
{2) Bobson merged its sales affiliate in 1990, therefore, the financial statzment has not been publicized
since then. The figures since 1990 are taken from a report by the Yano Institate.

(3) Since Edwin does not break out sales of Les brand, Lec sales numbers are estimates provided by LSJ,
(4) 1993 estimates for LEVT'S and Lee provided by LSJ. 1993 Big John figures estimated by Big John.
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Exhibit 3
LSJ Organizational Structure

Levi Strauss Japan K.K.
Organization Chart

Merchandising
Ceneral ™
Mu‘dmm:ilsma - Production
Sales Eastern Japan Agent| —Wesiern Japan Agcni
— Kanio [ m— Osakea
Distribution
Cumter Kanto I Magoya
~|  Sales Adminsir, Fukuoka
President Marketing Marketing Service
Representative -
Director | Licanss
| Trade Mark
Human
[ml Resources HR. Development
-[Empmminm"ﬂtmﬁtl
Finance
Informartion .
Public
Resource Relations
Curpcmg
Comml.uliﬁ‘hm: .
Community
Affairs
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Exhibit 4

Key Sales Agencies, Suppliers and Sales Outlets

Sales Agencies

K.K. Daiman Shoten
Daimaru K.K.
Daiwa K.K

Eiko Shoji K.K.
Igarashi K.K.
Ishida Sangyo K.K.
Maruhon K.K.
Mod Iroy K.K.
Morimen K.K.
K.K. Ohno Iryo
Sanwa Iryo K.K.
Takaya Shoji K.K.
K.K Yamakatsu

Key Suppliers

C.Itoh & Co., Ltd.

Thara Kogyo K.K.

K.K. Kasuya Shokai

K.K. Kisugi Sewing Center
K.K. Kurabo Apparel
Kuurashiki Boseki K.K.
Levi Strauss & Co. (USA)
Levi Strauss (Far East) Ltd.
Nagao Shoji K.K.

Nishie Denim Co., Ltd.
Nisshin Bouseki K.K.
Scovill Japan Co., Ltd.
Sundia K.K.

Takahata Co., Ltd.

Tentak K.K.

Key Sales Outlets

Jeans Shops:

Big American

Blue Mate

Eiko

Goshiba

IB Shoji

Joint

Kyushu Sanshin Group
Marukawa Hachioji
Marukawa Ogawa
Sun Village

Taro’s House

U.S. Sanshin

National Chain Stores:
Daiei

Itoh Yokado

Jusco

Nichii

Seiyu

Uni

Department Stores:
Daimaru
Hankyu
Hanshin
Isetan
Kintestu
Matsuya
Matsuzakaya
Maruei
Marui
Mitsukosbi
Odsakyu
Seibu

Sogo
Takashimaya
Tokyu

Men’s Shops:
Iseya
Roughox
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Exhibit 5
LSJ Magazine Advertising 1991 and 1992
1991 LSJ Magazine Advertisements
Number of LSJ
Magazine Type Readership Profile Ads, 1/91 —12/91
Popeye Fashion Young males 18-23 22
H.D. Press Fashion Young males 18-23 24
Men’s Non No Fashion Young males 18-23 20
Fineboys Fashion Young males 18-23 15
1992 LSJ Magazine Advertisements
Number of LSJ
Magazine Type Readership Profile Ads, 1/91 —12/91
Popeye Fashion Young males 18-23 18
H.D. Press Fashion Young males 18-23 17
Men’s Non No Fashion Young males 18-23 17
Fineboys Fashion Young males 18-23 11
Asahi Weekly News White collar males, all ages 1
Shincho Weekly News White collar males, all ages 1
Bunshun Weekly News White collar males, all ages 1
Bart News White collar males, all ages 1
Non No Fashion Young single females 1
Pia entertainment Young males/females, <35 1
Dime New Product/Intro Affluent males, 30-40 1
Sarai Housekeeping Married females, 25-35 1
Number Sports Males, all ages 1
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ADDITIONAL INFORMATION

Appendix 1 - Levi Strauss Japan K.K. Company Profile
Appendix 2 — “The Jeaning of Japan”

Appendix 3 - LEVI’S BOOK

This document is authorized for use only by Ching Yang at University of Wales Trinity Saint David until April 2014.
Copying or posting is an infringement of copyright. Permissions@hbsp.harvard.edu or 617.783.7860.



Levi Strauss Japan K.K. M-276

Appendix 1 - Levi Strauss Japan K.K. Company Profile

LEVI STRALSS JAPAN K.K.

ay

L L L L L I e e k)

LEVI STRAUSS JAPAN K K.

Levi Strauss Japan K.K. continues its business
by maintaining consistency and a long term view.

[GREETINGS

Levi Strauss invented jeans in San
Francisco in the middie of the 19th century, At
that tima he was asked by the gold miners to
make soma pants that would not rip apart
whan they filled their pockets with gold.
Since then, Levi's® brand has been faithful to
our simple guiding principle @ "Quality Never
Goes Qut of Style”, and as such has built a
strong reputation among our consumers for
more than 140 years.

Levi Strauss Japan K.K. was established
in 1971 as a branch of Levi Strauss (Far East)
Ltd., and later was incorporated as Kabushiki
Kaisha in 1282, Hawving just mamked tha 21st
anniversary, we sSa2 a number of new
challenges facing Levi Strauss Japan K.K,

One of those challenges is the current
gnvironment of a slowdown in the nation's
entire economy. This, however, represents an
opportunity for Levi Strauss Japan KK, We
will use this braathing space, after years of
rapid growth, to strengthen our business
foundations and prepare for future growth, We
will do this by continuing to develop new
programs,  particularly  those  addressing
customer  senvices, and by consolidating
recent investments and new development
such as ouwr new automated distribution
canter in Hiratsuka,

The future outiook is one of opportunity.
The market will continue to grow as more
lgisure time and a more casually dressed
outliook  become  widespread. Continuing
expansion of metail outlets will make our
products available to an increased number of
consumers, and will maintain consumers'
interast in the jeans category at a high level.
As the Japanese jeans market grows - not as
dramatically as in the past few years but now

mora steadily over an axtandad period of time
- Levi Strauss Japan M.K. will continue to
grow on the traditions we have inherited and
on the foundations we have built.

Cur strategy will be to maintain
consistency and a long term view. In other
words, we will continue to cary out our
axisting strategies, with a heavy emphasis on
consumer  adverlising, constant  product
improvement, systems development, constant
customer service improvement, and personnel
training.

These strategies should enable us to
increase our share of the growing jeans
market while maintaining a healthy and
profitable business.

We appreciate the strong partnership

which we have with our suppliers and our

customers, and look forward to continuing to
work with them for the future to meet the
needs of the Japanese jeans consumars.

Sinceraly yours,

May, 1892

A, John Chappell
President

Lesi Strauss Japan KUK,

-
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[COMPANY PROFILE |

[DIRECTORS and AUDITORS

Company Nams :
Levi Strauss Japan KK,
Head Office :
Sumitomosaimal Acyama Building
1-30, Minamiacvama 3-choma, Minato-ku, Tokyo 107
Tal 03-5410-8700
Head Office Annax :
Minamiaovama City Building
2-5, Minamiaoyama J-chome, Minato-ku, Tokyo 107
Tel 03-5411-6300
President and Representative Director :
A, Jonn Chappell
Capital :
¥5,213,800,000
Establishment :
Movember, 1382
Levi Strauss Japan KK, established
[April, 1971 Levi Strauss (Far Easth Limited
Japan Branch Office established]
Line of Buginess :
Import, manufacture and sales of jeans, jackets and shirts
Employees :
Approximately S00
Waork Hours :
9:30-18:00
Waork days :
Mon. = Fri., 5 days a week
Holidays :
Paid holidays, congratulation and condolanca,
yaar end/new year and other special holidays
Sales Offices :
$0saka Sales Office
Kurabo Annex Building
4-11, Kyutaro-cho 2-chomes, Chuo-ku, Osaka-shi, Osaka 541
Tel 06-261-9500
@Magoya Sales Office
Makakuyakusho Asahisgimai Building
i-8, Sakae 4-chome, Naka-ku, Nagoya-shi, Aichi 480
Tel 052-243-1341
@Fukucka Sales Office
Sumitomoseimei Hakata Building
2-8, Hakataskimas 3-chome, Hakata-ku, Fukuoka-shi, Fukuoka 810
Tel 092-441-5688
Distribution Cantar :
Hiratsuka Distribution Center
2576 Ohkami, Hiratsuka-shi, Kanagawa 254
Tal 0463-53-07T11
Main Banks :
Mitsubishi bank, Aoyama branch
Sakura Bank, Akasaka branch
Sumitomo Bank, Aoyama branch

A, John Chappell
Masafumi Ohki
FRobert C.Hopkins
Hajima Tanaka
Shunsuke Fujiwara
Takayasu Funabiki
5. Lindsay Webbe

Toshio Tonomura
Alan Gregson

President,

Representative Director
Managing Mirector,
Mational Sales Manager
Director,

Finance & Administration
Director,

General Merchandising Manager
Director,

Human Resources Manager
Director,

Contraller

Director

Statutory Auditor

Auditor

|SALES & RECURRING PROFIT

B85 ‘B8 ar

L] ‘M| '’ n
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LEV] STRAUSS JAPAN K K.

L(_avi Strauss J_aPan KK leading the Japanese jeans market
with “LEVI'S™, the traditional brand.

History ]
Established Levi Strauss Far Easy) Limited 1988 Renovation of Hiratsuka Distribution Canter
Japan Branch Office Principal sum of ¥351M Aug. 1988

973 Established Hiratsuka Distibution Carter 1988 Listed on OTC, first pubslic stock offering

Iov. 1073 Jun. 1989 Eanital W5 213.6M
Began domastic production of jsans 1960 Complated  first stage of mconstuction of

_ S OcL 1990 Hiratsuka Distribution Center

975 Commenced selling thraugh whuﬂasaia agencles 1om Completed second sta f i ol
( I / ge of reconstructicn of

e 1975 i addition to direct salas May 1891 Hiratsuka Distribution Center

E‘:gﬁm Bagan sales of US. Imported products 1951 Estabiished Tokyo Head Office Annex Building

. MEWT Moved Merchandising Dept, Production Dept,

EastJapan Agency Dept., Kanto Sales Dept. Div. |,
Kanto Sales Dept Div. I, Marketing Services
Dept. and Licensa Dapt.

Began "Heroes Wear LEVI'S™* campaign

Moved Head Office to Sumitomo Seimel Aocyama

Building, Minami Acyama 3-1-30, Minato-ku, 1991 Moved Magoya Sales Offica to Sakas, Naka-ku,
Tokyo Sept 1991 Nagoya
382 Established Levi Strauss Japan KK, 1992 Moved Osaka Sales Office to Hyutarocho,
ov. 1882 Capjtal ¥3,780M Apr. 1002 chyoky, Dsaka i >

88 Moved Fukuoka Sales Office to Hakata Ekimae,
ar 188 Haataky, Fukuoka

JRGANIZATION STRUCTURE CHART ]

‘— Ouarly lupecy
. Dept. ™

Sales Dept.

Slacicholiers
Me2limg

Oazka
Sales Dept

Kyeshu
' : Sales Dept
| Saies Dept, west
| | | Markating Agency Depd,
Senvices Dapt.

Licanse

Dept.
Pubiic
Redalions

W:vnunu'.luw
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[Employee Education System |

|Welfare Facilities

In order o cope with a changing society and to
do business approprigtely, the company provides
a compiate and efficient educational systam.
Educating people is one of the most imponant
tasks for the company, From  trainieg new
employees to specialized training for acquiring
various qualifications and licensas, many systems
arg facilitated for upgrading the skills of each
amployes, Every affort s put in from the
education of developing skills of managamant to
the education of the younger generation who will
ba taking on responsibilities in the future,

@ Training system for newly entered employees
@ Correspondance aducation system

@English education system

#Various objective training systems

@ Oversaas training systam

For every employves (o produce quality work
everyday with a feeling of ease, the company
also pays hull attention to its facilities. Efforts are
made to create the best working atmosphers,
which ensures satistaction and warm human
contacts with our complate beanefits.

@Group life insurance, accident insurance
@Family traval suppont

@ Employes’s childrens’ scholarship system
@®Long-term amployes commendation system

@ Campany trips

@Club activities

(cIT

CIT, “Community Involvement Team™ signifies

Levi's® corporate social responsibility which is

our commitmant to cur employees and to our

communities, This I8 the company’s woluntesr

group in which the employeas participate

voluntarily and its aim is to contribute to the

cOommunity.

#Volunteer activities

@Donations funded by Lewi Strauss Foundation
to soclal welfare activities

@ Awaranass activities for the amployess
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i

LEVI'S® JEANS

o

LEVI'S? JEANS

LEVI'S® created the original product called “jeans’
The history of jeans is therefore the history of LEVI'S?

[LEVI'S® Jeans

Styling and details of jeans were almost all
croated by Levi's®, Levi's® is today the crigin of
the clothing called “jeans™ and is also the model
for creating products. Since pants with rivets
ware developed for the first tme in the wereld and
for ovar a cantury, the product concapt has bean
unchanged and has always been in the pursuit of
high guality merchandise of strength and comfort,
The tend of the times has always been

considered in the design, fit material and color
and Lavi's® has constantly kept Its tradition and
yat a refrashing “American Face”. The spaciality
af jeans is therefore the idea of Lewi's®,

Special Features and
Definition of Jeans

Jaans which are a rapresentativa of casual
clothing can be worn by any age or sex all year
mund, To define pans is to reflect on the
spacifications developed by Levis®. In other
wards, it is the key features that consists of
patch. pockets, reinforcement using  rivets,
stitching by sewing machine, no lining and
various parts which have the brand name on.
These specificabons make mass production
possible from the manufacturing process, and
from the users point of view, it is durable and
easy to care for.

This is o pair of Levi's®

501-01

T original modal of jans devalcoad by Levi's® ls the 801
It is our traditional product which has not gone through any
bagie modal change for over a cantury, All the young all over
the widld think of 501 when they heas the ward “leans” and
it is tha “sternal must tem” in the  world of fashion,
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LEVI'S® HISTORY

[The History of LEVI'S® Jeans

1850 - ¥U's

Amanca which was in the midst of the frontier ara in the
1850's was looking for atrong work Clothing, At that time,
Strauss made durable pants irom canvas matenal used in
and later from genowva material that becama the origin of
word “jeans”, However, he was continuously trying to m
this durability and it wes at that me hat tallor Davis cama
with wsing rivets to reinforce the pockaets.

7582

53

1873

Levi Strawms along with tailor, Jacob Davis, who brought in
the idea of dvais for reinforcement applied for the patents of
the “Method of metal dvetl usage in reinforcing outfit™ and
thaze ware received on May 20, 1873 This is the reason for
LEVIS™ jeans being called *Original rivated clothing”, This
histoical day was designed omto the leather patch and is
still used today. iT wears aher the patent LEVI'S® rvated
outlit becama LEVIS® ariginal merchandisa.

1873 - BO's

In the year that the patents for the rvets were granted, the
double arcuate patiern on the back pocket, "Arcuate stiteh”
bagan to be used This was registerad as ona of tha LEVI'S®
tradamarks which is used today and considered to be one of
the ocidest trademarks of clothing, The keather patch was
created ssveral years after 1873 and the basic details of
jeans mnk raflectad in today’s 500 jaan.

1806

A great earthquake hit San Francisco, the home of LEVI'S®.
Tha clamage was big, desiroying tha company’s headquarters
and its factory. But LEVI'S® had grown into a strong
company and within several weeks it was able to begin
procduction again, The Valancia factory with modam
equipment was completed five months after the earthquake.
Tha Valencia factory even now produces 500 Jaans, the
original modal of LEVITS®,

1915

LEVIS™® bogan production using tha assembly line, tha first
such sttampt in the apparsl industry. The idea originated
from tha Ford Automobile Factory and attracted a lot of
attention at that tima in the United States,

1940's

Only soldlers or those that weve directly related to the war
effort could purchase LEVI'S®, One of the trademarks, the
“arcuata stitch™ thread was considered a waste and paint
was used o represant the arcuate pattern. This was the
mcst difficult time for LEVI'S® which was always pursuing top
quality products.

1845
5till considered the “clothing of the Weat®, however, during

and after the War, the LEVI'S® name amd reputation for
quality spread among the soldiers to the East and Europa.

1934

Tha two haerces that looked good in jeans, James Dean and
mMarlon Brando appearad which made LEVIS® popularity
grow rapidly,

1850 - 80's

In the late 1950's, thare was a big boom In jeans. LEVI'S®
gréw rapidly and the numbar of factories increased to thirty.
This is also the time that jeans became clothing not only for
Amercans but for the young worldwide, LEVIS® not only
preduced blua but alse produced products i white and
corduray, atc. All tumed out to be bast sallers and this was
when thw complete cument line-up of basic jeans was
established. In the B0's, LEVI'S® became a symbol of tha
countar cultuna,

First Half of 1970's

The Japan branch was Inaugurated in 1871, LEVI'S® started
Hs activities in the Japanase marketl in which it was a key
factor of the jedns fashion. “Tha LEVI'S® Denim Art Contest”
i which the workd of ars was transformed onfo jeans was
held on a worldwide scale and attracted a bot of athention.

Latter Half of 70's - Presant

Over 2.5 billion jeans have been produced since the birth of
LEVI'S®. This astronomical number is still rapidly increasing.
601 jeans are includad in the collaction at the Smithsonian
Institute in Washington D.C. The histary of LEVI'5® is a part
of tha history of United States.
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LEVI STRAUSS JAPAN K _K

Consistent efforts are being made to reinforce the foundation for
a business system with enriched customer service and future prosperity.

The Mew Hiratsuka Distribution Center [

The Mew Hiratsuka Distribution Center was

established to respond to the rapidly growing \

demand for LEVIS® products in the Japanese Sl A ‘\

market and to enhance customer service by i \\\\
improving guality and guantity of warehouse A S N
and shipping capacities. The first stage of 2 ; :R\\ N
construction was completed in October, 1820 e e
on the computer controlled warehouse, AS/RS p LA n
(Automated Storage and  Pefrieval Systeml. The i ,‘_‘1 =

second stage af construction was complated in

. ; X > 1_1:_" il
May, 1991 that made the autcmation of picking %f.«. “\%\\
] T -
[ e =N

and shipping areas controlled along with the s, ]
automated warshouse. This greatly imoroved fW L [ = ;

the storage capacity and the daily shipping e SR 1 = H‘“‘-H_ e
capability bacame more than double. This not = f___,-::"' o '“-«.L_h_‘_;;mm
gnly increased the storaga capacity and T — 2 —
distribution efficiency but made it possible to ﬁ*;{_’f:f:‘"i Rt Py T
handle small quantity frequant, short-term B———— ¢ . b

delivery orders. It also improved the working B—— —— i ] l s o ] .
environment of the employees. : 1 f ! |
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iLE‘J’I'S@ and Its Outlets iEALES AGENCIES i KEY SUPPLIERS

The Japanese jeans market consists of vanous | K.K. Deiman Shoten C. Itoh & Co.Ltd.
beands. Within this environment, Levi's® has bean Daimary KK, Ihara Kogyo KK
able to attain today's success becausa of the | Daiwa KK, K.K. Kasuya Shokai
many sales outlets which appreciate the true | Eiko Shoji KK, K. Kisugi Sewing Canter
value of Levi's® products. We believe that Levi's® | Igarashi K.K. KK, Kurabo Apparal
are recommended to consumers because the Ishida Sangyo K.K. Kurashiki Boseki KK,
sales paopla trust Levi's® beand and praducts. | Maruhon KUK Lewvi Strauss & Co. (US.A)
We also give advice on product displays and in- | Mol Invo KK, Lavi Strauss (Far East) Lid.
store arrangement. Levi Strauss Japan KK.'s Morimean K_K. Nagao Shoji K.K.
basic posture is that mutual development can | KK Ohno Iryo Mishie Denim Co,Ltd,
cnly bea achieved when a close bond exists | Sanwa Iryo KL Nizghin Bousaki KK
betwean Levi's® and the sales outlets. Takaya Shoji K Scovill Japan Ca,Ltd,
K. Yamakatsu ’ Sundia K.K.
Takahata Co.,Lid.
Tentak KK,
[KEY SALES OUTLETS ]
JEANS SHOPS MATIONAL CHAIN STORES
Big American Daiei
Blue Mate Itoh Yokado
Eike Jusco
Goshibo Niehii
IB Shaji Sehyu
Joint Lini
Kyushu Sanshin Group Other national chain stores
Marukawa Hachioji
Marukawa Ogawa MEN'S SHOPS
Sun Village Isaya
Taro's House Roughox
US Sanshin Other major nation-wide: men's shops
Other major nation-wida {in alphabetical ordar}
gd{varﬁaing BI_'ld . eans shops
dIES Fromo -
Promotional Activities DEPARTMENT STORES

We have formed and execuled efficient Daimanu
adwertising and promoticnal activities over the Hankyu
past ten years towards the Japanase jeans Hanshin
markat. James Dean has been used as an Isatan
adwertizsing character and the seasonal product Kintatsu
catalog “LEVI'S® Book™ has been publishad. Matsuya
Consumers know all about such advertisements Matsuzakaya
of important products sean on magazines. Thesa Marei
comsgistent advertising and promotional activities Marul
increase the awareness and brand image of Mitsukashi
Lewi's® in the Japanese market. Odakyu
Seibu

Sogo
Takashimaya
Takyu !
Qther major nation-wide deparment stores
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LEVIS® IMNTERNATIONAL NETWORK,

LEVI'S® INTERNATIONAL NETWORK

and® BT M 2 it b ol g o PR L TP WP T BTG

LEVT'S’, the most famous brand in the world of jeans!
The guiding principle of “Quality Never Goes Out Of Style”
has been recognized all over the world.

[LEVI'S® World Network

Levi Strauss Japan KK which impors,
manufactures and sells the “LEVI'S®" brand in
Japan is a mamber of Levi Strauss & Ca. in San
Francisco, USA. which is the bithplace of
“jmans”. The Lavi's® group now has production
tacilities around the world and holds a very high
share of the market in many regions. Staff from
key fashion stations such as Amarica, Europe
and Japan exchange ideas in developing new
products.  Such  business activities becama
possible because Levis® is the world's largest
apparel manufacturer,

e, Jnars-Fadeied s Cosssl Propecta) blemt e Jeprtralbiad BroGlCln Guisde |EHLY
A3 harmmtrn Oreomrs Aala-Pacifig
i e MEFBLE. HEfg Mor, Laosn ilsissss, M Dealind Mo
ipanvna Auriing, Bekyios, Dereurk, Fisiang, Frasos, Geenay,
Beianis Sooriesa Creata Mgy, My, Lusmisoeg, haTuldi,

by, Pl Boerugnl 10men Teredet, Sreid i,
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LEVI STRAUSS & CO.
ASPIRATIONS _

[MISSION STATEMENT

The mission of Levi Strauss & Co. is to sustain
profitable and responsible commercial success by
marketing jeans and selected casual apparel under
the Levi's? brand.

Wa must balance goals of superior profitability and
raturm on investment, leadership market positions,
and superior products and service., We will conduct
our business ethically and demonstrate leadership
in satisfying our responsibilities to our communities
and to society. Our work environment will be safe
and productive and characterized by fair treatment,
teamwork, Open  communications,  personal
accountability and opportunities for growth and
development.

|ASPIRATION STATEMENT |

We all want a Company that our people are proud
of and committed to, where all employees have an
opportunity to contribute, learn, grow and advance
based on merit, not politics or background. We
want our people to feel respected, treated fairly,
listened to and imvolved. Above all, we want
satisfaction from accomplishments and friendships,
balanced personal and professional lives, and to
have fun in our endeavors.

When we describe the kind of LS & CO. we want in
the future what we are talking about is building on
the foundation we have inherited : affiming the
best of our Company’s traditions, closing gaps that
may exist betwesn prnciples and practices and
updating some of ow wvalves to refiect
contemparary circumstances.

What Type of Leadership is Necessary to
Make our Aspirations a Reality?

New Behaviors Leadership that exemplifies
directness, opennass to influence, commitmant to
the success of others, willingness to acknowladge
our own contributions to problems, personal
accountability, teamwork and trust. Mot only must
wa modal these behaviors but we must coach
others to adopt them.

Diversity Leadership that wvalues a diverse
workforce fage, sex, athnic group, etc) at all levels of
the organization, divarsity in experdence and a
diversity in perspectives. We hawve committed to
taking full advantage of the rich backgrounds and
abilities of all our people and to promote a greater
diversity in positions of influence, Differing points of
view will be sought diversity will be valued and
honasty rewsrded, not suppressed.

Recognition : Leadership that provides greater
recagnition — both financial and psychic — for
individuals and teams that contribute to our
success, Fecognition must be given to all who
contribute @ those who create and innovate and
also those who continually support the day-to-day
business requiremants,

Ethical Management Practices : Leadership that
epitomizes the stated standards of ethical behavior,
We must ide clarity about our expactations and
must enforce  these standards through the
corporation.

Communications : Leadership that is clear about
Company, wunit, and individual goals and
parformance. People must know what is expected
of them and receive timely, honest feedback on
their perdormance and career aspirations.

Empowerment : Leadership that increases the
authority and responsibility of those closest to our
products and customers. . By actively pushing
responsibility, ftrust and recognition into the
organization we can hamess and release the
capabllites of all owr people.
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Appendix 2 —

ACCESS |

Kumamoto Prefectures Government
Industrial Development Division -
£-18-1 Buizenji

Kumumodo City, Kumamoto B62

TEL: (96) 382-5507

FAX: (96) 3624799

Anun: Shuichi Shigaki, Location Support

Miyazakl Prefecture Offce;
Commerce, Indusiry & Labor
Depariment; Commerce & Industry
Promotion Division

2.10-1 Tachibanadori-higashi
Miyazaki 880

TEL: (98) 524-1111

FAX: (98) 629-5984

Oita Prefectare Office; Commerce,
Industry, Labor & Tonrism Department
3.1-1 Oternachi

Dita 870

TEL: (37) 6361111

FAXC (97) 532-9386

Attn: Shigea Ninomiya, Industzial Location
Promotion Bureau Section Chied

Fukuoka Prefectural Government
Staff Enterprise Establishment Division
Department of Commerce & Industry
7-7, Higashi-koen, Hataka-ku

Fuluoka City 812

TEL: (92) 641-TIE8

FAX: (92) 841-3768

Aun: Kimihiro Aiba

Kynsha Buresn of International Trade
and [ndustry; Ministry of International
Trade and Indostry

2-11-1 Hakata-aki Higashi

Hakata-ku, Pukuoka City 812

TEL: (92) 431-1301

FAX: (52) 4520681

Attn: Hiroyuld Koide

Sappore Cicy Hall

Horth 1, West 2, Chuo-ku

Sapporo D60

TEL: {11) 211-2362

FAX: (11) 261-5130

Attn: Massald Hamita, Economic Planning
Hokkaide Takusholm Bank, Lid.

7, Mishi 3-chomsa, Oderi

Chuo-u, Sapparo 050

TEL: (1) 2T1-2111

FAX: (11) 251-16809

Attn: leas Yamato, Deputy General Ham.aet.
International Planning Dept.
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“The Jeanlng of Japan”

James Dean and blue jeans: hwo inseparable American symbols

The Jeaning of Japan

Levis Strauss tailors a perfect fit between legendary

design and local fashion tastes

HE BLUE THREAD, wielded
by an unseen hand, quickly
weaves a pattern on the
television screen. As its form
takes shape movie fans with long mem-

ories and sharp eyes will immediately
recognize the jean-clad image of James
Dean Then, another equally famous
American icon appears: the red reclan-
gular Levi Strauss trademark.

“James Dean is an American hero
who is very p-osu.m:l;r received by the
Japanese consumes,” sxys David Schmidt,
president of Levi Strauss Japan KK

The connection between the flm
star who died in a 1955 ear accident
anyd Levi Stranss is more than just the
basis of an 11-year-old advertising
campaign. In Japan, the two American
symbels are inseparable in the public’s
mind. And though a silent spokesman
(Dean never went on record as favor-
ing Levi's over the competition), Dean
has been an effective one.

In 1989, ASI Market Research asked
3,000 Japanese between the ages of 15
and 28 which brand of blue jeans they
thought of first. More than half replied
Lawvi's, This is more than double the rate
of a similar 198] survey. Levi Strauss
Japan, which has its headquarters in

Tokyo, has been quite successful in
stirnulating sales by playing up the Dean
association. Revenues for the 1990 fs-
cal year (December 1989 to November
1990) increased more than 3046 to an
estimated $215 million. This boosted
L&)'s market share from 10% at the
start of 1989 to neary 15% of the $22
billion Japanese jeans market.

Despite its rapid market penetra-
tien, Lewi Strauss Japan still trails
Tokyo-based Edwin Co., Lid. In sales.
Hoiding 20% of the Japanese jeans busi-
ness, Edwin dominates with a wider
product line that includes the coun-
try’s top selling Edwin brand jeans.
The company also distributes Lee
jeans, which account for 5% of its
sales, The remaining poruan of jeans
sold in Japan is splintered among eight
smaller companies, many of which
make only ane style of pants.

James Dean, of course, is mot the

ordy reason for LSI's success, Wearing
jeans is one of the country's fastest
growing fashion trends. As Japanese
find mare time for leisure activities, the
opportunities to wear jeans abound.
The two-day weekend and taking a sig-
nificant portion of annual vacation
tirme, once symbols of profligate lazi-
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ress, are quickly becoming the norm in
this nauon of warkaholics.

JAPAM GOES CASUAL
VEN THE workplace and
the classroom, long bas-

E tions of conservalive dress,

are slowly taking on a bluer, |

more casual Jook. Retail giant Daiei has
gone as far as instituting a “casual day”
ar its Kobe headquarters every Wednes-
day, where blue jeans have become de
riguer. Cosmetics maker Shiseida went
even further by dropping its corporate
dress code entirely.

The most immediate resull is that a
wider ruye of Japanese men and wormer,
particulady those over 30 vears cld, are
whoiivigg denim. Ane they are not just for
vinkeringg wromd e garden or garage
— myy Jupanese parents and grand-
pairents ane wearing jeans as they would
a suit. “That represents a big change
compared with five or 5ix years ago,” ab-
serves Masald Watanabe, LSJ's market-
ing-services manager. “Back then it was
rare Lo see older people in jeans.”

Japan's 11,000 jeans stores are re-
sponding by cpening businesses in
Japan's suburbs, closer to where the
middle-aged crowd shops. "People over
30 used to feel reluctant to go into
jeans shaps in the city Now they can
shop in their neighborhoods,” observes
Watanabe. This is nat to say that LSJ is
ignoring the teenage hordes that still
buy the lion's share of jeans. In fact, the
ecompany (s doing well by aiming specil-
ically at the college market. A recent

“THE COMPANY'S"
’AD CAMPAIGN
~ CONTINUALLY "+

" REMINDS JAPANESE
"~ CONSUMERS OF "
LEVI'S LINK WITH

o THE AMERICAN PAST

survey of university students showed
that 80% preferred Levi's, making them
the most popular jeans on campus.
Patricia Horvath of Barclays de
Zoete Wedd Securities (Japan) Led
thinks this two-pronged marketing ap-
proach has kept Levi Strauss Japan a
step ahead of the competition. “They're

doing everything right to increase sales,
And there are few forsign companies [
would put on that list,” says the finan-
¢fal analyst.

What exactly is it that LSJ is doing
right? First and foremost, Schmidt
says, “Levi Strauss is relentlessly apply-
ing its competitive advantage " Implic-
itly or explicitly, every LSJ advertise-

ment emphasizes the fact that Levi

Strauss is the originator of the waork
pants that have now become the wlti-
rmate expression of a leisure society. “In
the 1850s, Levi Strauss invented blue
jeans in San Francisco and sold them
Lo gold miners,” says L5J's Schmidt.
“Mone of our compelitors can say that,”

The company’s ad campaign, liite
changed over the last decade, continu-
ally rerinds Jupanese consumers, via
Hollywood cowboys clad in blue jeans,
af Levi's strong link with an idealized
version of the American past. “Japa-
nese CONSUMers are very conscious of a
company's noren [pedigree],” says
Watanabe, The Japanese market's em-
phasis on tradition can be seen as iron-
ic in view of the American corporate
parent's atternpt to establish an eclec-
tie image by using surfers in its ads.

However much they respect the
Levi Stranss name, Japanese have their
own distinct tastes and consumer
quirks. Although LE] supplies tradition-
alists with the button-fly 501 jeans that
first went on sale in 1873, it designs
many of its products in Japan exclusive-
Iy for the Japanese market “Japanese
consumers are very particular,” says
Schmide. “If the ft, styling and design
are not exactly right, they won't buy.”™

To make sure its jeans fit perfectly,
Levi Strauss Japan conducts thorough
product testing and market research,
and maintains dose tes with its Japa-
nese manufacturers, which produce
52% of the company’s product tine local-
Iy LSJ marketers rely heavily on feed-
back from the 4,500 retail stores as a
way of keeping up with rapidy changing
sales treruls. A case in point is the Dock-
ers line of casual slacks that Levi Strauss
Japan brought to market in 1535, The
dressier Dockers, with the look of chinos
and the internal construction of jeans,
quickly became a hard-to-stock fashion
hit in Japan's jeans stores. Because the
pants were s0 successful in Japan, they
were introduced in the United States,
anid are now sold nationwide,

The dedication to product innova-
tion and refinement on the part of Levi

Strauss Japan has paid off. Mot only are
sales rising, bui there is an sbundance
of stores that want to carry Levi's pro-
ducts. The company has the lwoury of
being able to pick and choose its out-
lets. They are aiming for stores with a
commitment to customer service and
an upscale appearance. "We only want
to be In image outlets,” says Schmidt,

JAPANESE
CONSUMERS ARE VERY
PARTICULAR. IF FIT,

STYLING AND
DESIGN ARENOT
EXACTLY RIGHT, THEY
WON'T BUY"

In addition, LSJ has used this exclusivi-
ty to its advantage by instituting a no-
return policy with wholesalers and re-
tallers, a ranty in Japan.

BIG POTEMTLAL
ITH THE average Japanese
consumer buying a pair of
jeans ewery two years, com-
ez pared o every yeir-and-
a-half for Europeans and every six
maonths for Americans, there is plenty
of roam for the market to grow. Says
L5J's Watanabe: “We see big potential
for the Japanese market.”

To raise the cash needed for expan-
sion, the parent company made an $85
milion public stock offering on the
Tokyo Stock Exchange in 1989, The
first project completed Is LSI's $34.6
million autornated distribution center in
Hirarsukea, a ity on the edge of metropoli-
tan Tokyo. With no debt on its books
and a lang-established pelicy of refrain-
ing from 2giech (Anancial speculation),
Levi Strauss Japan should be immypne
to most of the dark fnancial clouds
gathering on the economic horizon.

Jameas Dean drove off into the sunset
long ago, but his popularity in Japan
has shown no signs of waning. The
same can be sald for the legendary Levi
Strauss blue jeans that tamed the west,
Together, the Hollywood fim idod and -
an American fashion institution should
continue to be 3 well-matched pair in
Japan for years to come,

—Mart Schilling

Februsry 1951, BUSINESS TOSY0 61
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Appendix 3 - LEVI’S BOOK
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'LEVI'S' JEANS FIT CHART ~ . |
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Levis Book
< FALL & WINTER 1992
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