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INTR ODUCTI ON 

This s tudy arose , ini tially , from the continuing deb ate over Jap an ' s  ongoing 

balance of  payments s urpluses by an international economi c community whi ch 

demands "b alanced trade . "  Compli cating this issue i s  the fact that the indus-

triali zed countries not only des ire a balan ce in terms o f  do l lar value b ut also 

in the "quali ty" o f  go ods traded.  The des i re to trade manufa ctured goo ds or  

highly p ro cess e d  mate rials arises , o f  course , from the countries ' desire to 

p rovide higher quali ty and be tter p aying j obs at home an d to gain greate r value 

from their raw materials . This poses. a p arti cul arly di f fi cul t compli cation fo r 

Japan since only roughly 20 pe r cen t o f  i ts imports are manufactured goods , 

4 1 
compare d t o  50 per cen t for the U . S . and 0 per cent for the E . E . C . 

In the wi de-ranging deb ate over the reasons for the above si tuation , the 

nature o f  the Jap anese dis tribution sys tem has increas ingly been note d as a maj or 

problem are a for the forei gn p roduce r  seeking to pene trate the Japanese market .  

This s tudy i s  an attempt to i denti fy the n ature o f  the p roblems faced by the 

fo rei gn  s upplier in sele cting the appropriate lo cal represent atives , gaining 

acces s to the re levan t marke t se gmen ts , and in managing to compe te success fully 

once en try to the marke t has been gained . 

The res ul ts reported in this p aper arise from s tructured interviews wi th the 

senio r exe cutives o f  thirty fi rms now operating in Japan as well as the commercial 

s taffs in the Canadi an and Ameri can emb as sies . These s tructure d in terviews we re 

1Minis try o f  In ternational Trade an d Indus try , Japanese Markets : The Myth 
and R eali ty ( Tokyo : MITI , S ep tembe r 9 ,  19 7 7 ) , pp . 1-2 . 
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desi gned to determine the issues involved in ob taining adequate rep resentation 

from the members o f  the channe ls o f  dis trib ution in various performance areas 

2 
deve lope d  during a p revious s tudy . The firnis we re chosen to represen t a wide 

cross-se ction o f  indus tries an d  owne rships . In addi tion to s upplier fi rms , 

inte rviews were also conducte d  wi th ce rtain Jap anese middlemen in orde r to 

as ce rtain the extent to whi ch the views expressed by the fo reign manufacturers 

me t with agreement by the trade . Fo r purposes of rep o rtin g ,  all firms will 

remain anonymous . 

Sin ce the res ul ts are b as e d  on a limi ted numbe r of  observations , they do not 

cons ti tute an exhaus tive treatment o f  the prob lem. Also , the wide co llec tion 

b ase means that many o f  the p roblems noted may wel l  ch aracteri ze one indus try 

but would no t p resent a maj o r  di ffi culty to firms in another se cto r  -- e . g. 

consume r vers us in dus trial markets . I have , however ,  tried to keep the report 

cen te re d  as much as pos s ible on those issues whi ch were generally re cogni ze d as 

being o f  common conce rn .  

2see R .  Ros s , " S elec tion o f  the Overs eas Dis tributo r :  An Empiri cal Frame­
wo rk , "  In te rnational Journal of Phys i cal Dis trib ution (Autumn , 19 72) , pp . 83-90 • 
These performance areas are outline d ,  by topi c ,  in the "Operational Is sues" se ction 
o f  this p aper.  
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OVERVIEW 

For pu rposes o f  introduction , a gene ral ove rview o f  the exis ting Japane se 

dis tribution sys tem wo uld s eem in order.  While the Japanese dis tribu tion sys tems 

va ry by commodi ty , indus try , and comp any , there is one generali zation that seems 

to hold throughout -- the ch annels have many layers o f  middlemen and thus are 

extremely l on g .  His tori cally , the mul ti-laye red who les ale sys tem arose be cause 

of the di f fi cul ty o f  communi cating and transpo rting goods over long dis tances , 

and because of  the large numbe r an d small s i ze o f  mo s t  re tail outle ts , whi ch 

coul d be bes t s upp lied by small tertiary wholes alers in the imme di ate vicin i ty .  

The fact that the sys tem has p roven hi ghly res istan t  to change in the pas t  

· undoubte dly res ul ts from a number o f  facto rs . In the p as t ,  the mi ddlemen ' s  b as ic 

philos ophy app ears to have slowe d ch ange , 

-- the monopo ly s tatus and alli an ce wi th the p o li ti cal eli te began 
to dul l  the initi ative and ingenui ty o f  the merchan t class . Their 
mentali ty be came characteri ze d by a s trong conse rvative orien tation 
and wel l-ent renched tradi tion . 3 

Jap an' s re lative isolation also mean t that many trends in wes te rn  business p rac-

ti ces did not appear un til fairly re cen tly . Howeve r ,  many businessmen to day feel 

that the i s olation of the pas t  has p ro duced a si tuatiorr where the Jap anese group 

toge the r as an identity and the foreigners are taken to ge the r as a sep ara te 

iden ti ty. This , in turn , continues to ins ulate the sys tem from forces o f  change 

from ab road . Finally , as we shall see sho rtly , the dis trib ution sys tem has been 

use d  to a great exten t to create j obs for the potentially unemployed an d  thus 

3 M .  Y .  Y oshin o ,  The Japanese Marke ting Sys tem : Adaptations and Inn ovations 
( Camb ri dge , Mas s . :  The MIT P res s , 19 71 ) , p .  6 .  
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re ceives support from many se ctors o f  the s o ci e ty because of this j ob-creatin g 

function . 

Des crip tion of the Japanese Dis tribution : 

The fi rs t characte ris ti c  that mus t be noted is that the sys tem consis ts o f  

a ve ry large number of small en te rp rises as the following table indi cate s .  

Table 1 :  Commercial Activi ty 

Number o f  Number of re gular 
shops employees 

( A) (B)  

Annual s ales 
¥ million 

( C) 

Employees / 
Shop 

S ales / 
Employee 
¥ million 

Wholes ale 259  , 86 3  2 ' 9 8 8 ,  35 1 105 ' 835 , 461 

Re tai l  1 , 49 4 , 6 4 3  5 , 12 3 , 802 2 8 , 0 9 5  , 2 38 

Total 1 ,  75 4 , 506 8, 1 12 ' 15 3  133 , 9 30 , 6 9 9  

No te: Eating and drinkin g es tab lishments are not in cluded.  

Data:  MITI , Census of  Commerce, 19 72. 

11 . 5  35 . 4  

3 . 4 5 . 5 

· /ls of July 19 72 , Jap an had 259 , 86 3 shops engaged in who les ale trade , comp are d  

wi th 310 , 000 in the United S tates ( U . S . ) , 110 , 000 i n  Wes t Germany and 90 ,000 in 

France . Retail s to res numbered 1 , 494 , 64 3  ve rs us 1 , 76 3 ,000 in the U . S . The ave r-

age number o f  emp loyees per s to re was 3 . 4 pers ons in Japan comp are d to 5 . 3 in the 

U . S . ,  5 .1 in B ritain and 5 . 4 in Wes t Germany . The small s i ze o f  these s to res is 

app arent in the ratio of re tail s tores to p opulation whi ch is 71 peop le per s to re, 

compared wi th 143 in the U . S . , 1 09 in Bri tain an d 1 41 in Wes t Germany . These 

figures ce rtainly arise out of the ' neighbourhoo d ,  family-owne d and operated 

6. 
nature ' o f  Japanese re tailing.  · Also worth noting is the fact that roughly h alf 

of the Japanese re tai lers are engaged in the selling of food an d beverages , whi ch 

can be seen as b eing indi cative o f  the "local nei ghbourhoo d  shop"- type o f  

4F .. UJ l. B ank B ul letin , Jap an ' s  Dis tribution Sys tem (April , 1 9 75 ) , p .  65 . 
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bus iness in ques tion.
5 As a final p oint o f  comp aris on , the reader may ge t the 

" flavour" o f  the si tuation by noting that a U . S . equivalent o f  the Japanese 

sys tem woul d emerge i f  85 per cen t of all U . S . who les alers an d re tailers we re 

located in the s tate of Cali fornia! 

Al though small enterprises dominate the dis tribution sys tem in numbers , the 

wholes ale trade is also char acteri zed by the dominan t position occupied by the 

large general trading comp anies . Fo r examp le , the s ix larges t trading companies 

(Mitsubishi , Mi ts ui , Marubini, C .  I toh , Sumi tomo , Sho j i  K aisha , and Nissho Twai) 

account for 1 7  per cen t o f  all wholes ale s a les . P arti cularly s trong is thei r  

position i n  foreign trade ; they account f o r  4 0  p e r  cen t o f  all exports an d 50% 
. 6 o f  all imp orts . . This raises s e rious issues relative to channel access an d 

control whi ch we will see later .  

The impact o f  the various levels i n  the channel can also be seen i n  Tab le 1 

where the value of yearly s ales o f  who lesale rs is 3 . 8 times higher than that o f  

re tail s to res . S ince re tailers normally deal s olely in cons umer goo ds rathe r 

than the who le range o f  p ro ducts as do who les ale rs , some di fference i s  to be 

expe cte d .  But the sales of who les ale es tab lishmen ts in the U . S . is only 1 . 5  

times hi gher than those o f  re tail s to res . The reason for the higher wholes ale 

s ales level is the complex s tructure of the Japanes e dis tribution sys tem in whi ch 

the s ame commodi ty passes through a numb e r  o f  wholesale s tages before re achin g 

the ul timate b uyer .  

Table 2 gives an an alysis o f  the wholesale s e ctor . 

5Yoshin o ,  The Japanese Marke ting System , p. 74 . 

6 Fuji Bank Bulle tin , Jap an ' s  Dis trib ution Sys tem , p .  6 6 .  
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Table 2 :  S ales B reakdown of the Japanese 
"\ Who les ale Sector 

Numb er 
S ales of Annual Share in sales 

S upp ly by est ablish- s ales tot al 
So urces Customers ments ¥ bi llion A or B A+B A+B+C 

P rimary Man uf act ure rs Total (A) 6 9 , 302 32 , 95 7 . 3 100 . 0  6 7. 6 5 3 . 0  
Who les ale rs & imports  

Wholesale rs 19 '9 7 5  14 , 3 30 . 9 4 3 . 5 29 . 4  
Indust rial 

users 16 , 2 7 7  9 , 748 . 4 29 . 6  20 . 0  
Exports 1 , 3 76 7 7 8 . 0  2 . 4 1 .  6 
Ret ailers 3 1 , 4 76 8 , 100 . 0  24 . 6  16 . 6  

Secondary 
Wholesalers Who les alers Tot al (B) 84 ' 85 4 . 15 '789 . 7 100 . 0  32 . 5  25 . 4  

Who lesalers 19 , 4 7 1  5 , 746 . 2  36 . 4 1 1 .  8 
In dust ri al 

use rs 2 4 , 46 1  3 '  6 35 .  7 2 3 . 0 7 . 5  
Expo rts 35 7 170.  7 1 . 1 0 . 4 
Ret ailers 40 , 565 6 , 2 37 . 1  39 . 5  12 . 8  

Other 
Wholes ale rs Tot al ( C) 22 , 5 90 1 3 , 4 70 . 2  21.6 
Gran d Tot al (A+B+C)  176,746 62,217 . 2  100 . 0  

Source of dat a :  MITI , Census of Commerce , 19 72 . 

In the composit ion of the sales of p rimary wholes ale rs, s ales to indust ri al 

users account fo r about 30 per cent of the t ot al ,  s ales to retail shops make up 

about 25 per cent , and s ales to se con dary wholes alers account for an othe r 44 

pe r cent . But .in the st ructure of the sales of seconda ry wholes ale rs , those to 

othe r who lesalers again constitute 36 per cent of s ales whi ch means that the re 

are many commodities whi ch go through at least three wholes ale stages . Comp are d 

with the 4 4  per cent for whi ch inte rme diate who lesaler s ales account in Jap an , 

the i r  share is only 15 per cent in the U. S., so that the Japanese system 

ce rt ainly imp lies longer and given the addition al margins being levied by each 

leve l ,  mo re cost ly dist rib ution channels . 
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Flow o f  Goods : 

The above s tatis ti ca l  des crip tion o f  the Japanese dis tribution sys tem h as 

o utline d the extent of the p roblem o f  a mul ti-layered channel .  The issues whi ch 

are create d as a res ult o f  this type of organization will be  the s ub j e ct o f  the 

balance of this paper . 

A typi cal Jap anese dis trib ution p a t tern for a cons umer good may be rep resen te d 

as fo llows : 

Producer 

1 
Primary Who les aler 

1 
Secondary Who les aler 

Te rtiary Who les aler 

Re tailer 

Consumer 

Typi cally the large primary wholesalers are those of the cen tral or national 

variety loca te d in the main cities like Tokyo or Osaka,  an d they frequen tly act 

as pro ducers ' s ales rep resentatives for speci fied commo di ties . The se condary 

who les alers may be re garded as local p rimary merchan ts an d are locate d  in the 

large and medium-si zed p rovin cial ci ties , s to ck goods f rom the nation al who le-

salers , and resell them mainly to the smal l who lesalers . The tertiary who le-

s ale rs are provincial secondary merchants who sell an d delive r to the local 

re tai le rs . Thus the " typical " flow for an agri cul tural product woul d  look as 

follows : 
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Exhibi t  1 :  

Pattern o.f Distribution of Agricultural Products 

L _____ _I_�r�_:__. __ ----- _______ J 
Braker in Producing District 

Wholesaler in Producing District 

Wholesaler in Consuming District 

Retailer 

Consumer 

6 

Source : Nos amb uts u Kakaku no Genj o Bunseki (Analys is of Present P ri ces of 
Agri cultural P roducts) Agri cul tural S tatis ti cs Association , Rep rinte d in : 
Y .  Taj ima , How Go ods are Dis trib uted in Japan ( Tokyo : Walton-Ri deway 
& Co . , 19 7 1) , p • 31 . 

Howeve r,  the above is re ally an ove rsimplifi cation . The fol lowing exhibi t  gives 

an il lus tration: 

Exl1ib i t 2 :  

· Farmers' 
Cooper· 

ative 

a. 
Farmer 

Broker in 
Producing 

District 

Wholesaler in C�>nsuming District 

(Receiver of Deliveries) 

Three Distribution Patterns for Agricultural 
Products b. 

Farmers' 
Cooperative 

Processing 
Capital 

Retailer 

Consumer 
(Milk, Cocoons, 

Brewer's Malt· 
ing Barley) 

S ource : Y .  Tajima , How Goo ds are Dis trib uted in Japan , 
p .  3 3 .  

c. 

Farmer 

Farmers' 
Cooperative 

(in some cases, 
produce 

collectors) 

Rice, Tobacco 

Processing 
Capital 

Wholesaler 

Retailer 

Consumer 
(Rice, 

TohJcco) 

\ 
I 
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In the case o f  s ome p roduc ts like rice an d  tob acco ,  the governmen t intervenes 

di rec tly as the s o le b uyer ;  wi th o thers like milk , c ocoons ( silk) , an d b rewe r ' s 

malting b arley, the p rocessing firms ( i . e .  dairies , textile mills, and b rewe ries) 

handle the cargo booking direc t ly ;  while in the case of frui ts and meats , the 

agricultural p roducers ' c ooperatives are highly developed and ac t as the p rimary 

who les ale r .  

Yet- another dimens ion o f  the problem is the numb e r  of  p ossible alternative 

flows even wi thin an es tab lishe d sys tem. The next exhibi t  p oints out the pos-

s ibili ties of these f lows for a relatively s imp le produc t s uch as lumber . 

Exhibi t  3 :  Lumber Flow Chart 

{State, public body, forest 
Forest owners j 

Imr.ort.ers 
- {�12) -owners Assn inrlivid�al 

·:·-----! (2) __ -__ _ ( ) 

l 
I 

·I 
(1) 
\ 

, Log 
producers 

(14 ,OOO) 
r=ffi.�l_�r-s Jr 

. (�) ( ) r-----..t (b) • -

t (5) ..----!-..:...!· Log ·1 Lm::bu · ' (12) 
.----�-----

Lur.ibcr 
mnrkcts 

76 

kets co-op. assns 
.=-:53"'"') _ ___, (1 180 )" 

< ._.___,��--JL--.._._JL-r��.l_�������)_:t� 
Sm._rmills 
(25,130) 

---�(9_) _ "" " ·;; UD) LurnbE]e Cross trade 
centers wholesalers 

�--<=3=-<3 ) 1. 714 ) 

(14)��, 
(is; I 0�1, 06<'.I > 

(lb-,-) __ . 
I 

I 

�Co11SuP .. eL� 
carpenters and 1' 
htd ldcrs) --------� 

(17)' 
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Exhib it 3 ( con t ' d) 

Legend 

Dot ted thick line indi cates distribution of s tanding tree ( un cut) . 

Thi ck line indi cates dis trib ution o f  logs 

Thin line indi cates dis trib ution of lumber 

Thin intermit tent line indi cates job s awing 

I 152 I Figures indicates the number of dealers o r  p l aces 

(1) S awmillers purchase s tanding trees f rom fores t owners and undertake lo g 
p rodu ction and carry them into the mil l .  

(2) Lo g producers purchase standing trees f rom the fo res t owner an d sell 
logs p roduced at the log market . · 

( 3) S awmi l lers p urchas e logs which the fores t  owners p ro duced.  
( 4 )  S awmillers p urchase lo gs from· lo g p roducers o r  log marke t .  
( 5 )  S awmil lers purchase impo rted timb er f rom impo rters or lo g who les alers . 
(6)  Timber Cooperative Asso ciation p urchases imported timber from importers 

or log who lesalers and sell them to sawmillers 
( 7) Job s awin g  who les aler makes the sawmill to do job s awing o f  logs pu·rch ased. 
( 8) - ( 1 3) Timbe r market ,  timber center and cross trade who lesaler p urchase 

lumber from s awmills , lumber cooperative as so ciation and impo rters 
and sell them to retai ler. Mos t  lumber markets are doing their 
business uncle r consi gnmen t .  

( 1 4) Sawmil lers o ften sell lumber directly to retailer .  
(15) - ( 1 7 )  Consumers often p urchas e lumber whi ch they need from retailer 

b ut some times they p urchase f rom sawmillers , cross trade whole­
s alers or job-sawing wholes alers . In mos t  cases , l arge cons umers 
purchase lumber from who les aler directly . 

Source : Inte rnal Document from one of the s ample fi rms . 

8 

Another example of this crossing-over of dis tribution lines would be the p resence 

b f  con ces sion aires in mos t dep artment s to res . Some 10 per cen t o f  department 

s tares ' total s ales are accounted for by these independent operations leas in g  

sp ace i n  the p arent s tore . 

Typically , the conces s ionaires handle widely known special ty 
p roducts , such as foo ds ,  whi ch have high s ales po tential .  As 
Spe cial ty s tores in Jap an are no t generally e f ficient and 
modern operations , they bene fi t from the attractive s urround­
ings and large numbers o f  cus tomers coming to the departmen t 
s to res ; convers ely , the dep artmen t s tores feel that the well­
known names o f  the specialty p ro ducts at tract cus tomers to 

.ii 
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the departmen t s tores who then shop for o the r i tems as 
we ll . 7 

9 

In sho r t ,  the p roblem facing the foreign manufa c turer is no t only the number 

o f  layers wi thin the channe l ,  b ut a lso trying to as certa in how his parti cular 

product will , an d should flow th rough the va rious pe rmutations and combinations . 

In this q ues t the Japanese middlemen are typi cally no t ve ry help ful since they 

unders tand,  like their counterpa rts in many o ther co untries , tha t your i gnoran ce 

is their powe r .  

Cos t  E ffi cien cy o f  the Dis trib ution S t ru cture : 

The r� appears to be cons ide rable concern abo ut the cos ts o f  movin g goo ds 

through the Jap anese dis trib ution sys tem. Cons umer groups dep lore the alle ge d  

ine ffi ciencies o f  the sys tem as the source o f  high and rising p ri ces . Jap anese 

b usinessmen de fend their companies from "dumping" charges ab road by exp lainin g 

tha t domes ti c p ri ces for their goods are higher than p ri ces in foreign markets 

becaus e of the hi gh cos t  o f  dis tribution , and not because o f  poli cies dire cte d  

towards expanding foreign markets . Fo rei gn bus inessmen an d, in turn , thei r  

governments cha rge that the sys tem acts as another obs ta cle to doin g b usiness 

in Japan . As a res ult ,  s ucces s ive Japanese gove rnmen ts h
_
ave voi ced conce rn  and 

.. 
in ten tions for action . Ye t ,  as the following chart in di cates , the p roblem o f  

the cons umer p ri ce spiral continu es . 

7u . s .  Depa rtmen t o f  S ta te ,  The Jap anese Dis tribution Sys tem ( Tokyo : 
Ame ri can Emb assy , Airgram -- No . A- 1065 , Nov.  7 ,  19 72) , p .  9 .  

II 
!I 
i! ;! 11 ,I 
I I I " i,j 



Exhib i t  4: 
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To unde rs tand why the p roblem is difficul t to ove rcome one needs to look 

at the causes of the ine f fi ciency . Pro fessor Taj ima h as classified the p roblem in 

te rms of three " l ags" within the sys tem. 8 

Lag on the p art o f  the dis tributo rs themselves . Mani fes tations o f  this 

include : "non-p rofess ional" q ualities more closely identi fiab le wi th a f amily 

trade or an individual vo cation , lack o f  fo resight , an d a conservative atti tude 

toward innovation . 

Lag in the constitution o f  dis trib ution . Specifi cally , the dis trib ution 

s tructure is c omp osed of who les alers and re tailers to o small in s cale and too 

l arge in numb er , and at  the wholes ale level in p articular , several classes o f  

wholesalers exist  and complicate the dis tribution channel. 

8
Y 

'
' 

d 'b • Ta31ma , How Goo s Are Distr1 uted in Jap_ an, pp . 25-40 . 
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Lag i n  the manner i n  whi ch dis trib ution activi ties are carried o u t .  Here 

three characteris ti cs nee d to be mentioned . The use o f  labour in tense p rocedures . 

Reasons for this woul d in clude: the exces s  o f  labour in the p as t  and in p arti-

cular the fact that s urp lus labour flowed into the commerci al se gment o f  the 

economy . Wages have tradi tionally been lower than in manufacturing and the dis-

trib ution sector has been a refuge for the unemp loyed during re cessions , thus 

encouraging labour intensive te chniques . The lack o f  s tandardi zation in such 

areas as packaging , lo t s i zes and so on . Finally , the lack o f  sys tems wi thin 

the channel .  That is , sys tems o f  es tab lished p ro cedures an d functions to be 

performe d by each member of the channe l .  

In addi tion to these lags , the organi zational s tructure o f  the channel may 

add even greater cos ts than would be ne cessary . A p rime example o f  thi s  issue 

is the ques tion of imported bee f .  Exhibi t  5 i llus trates the flow an d cos ts in-

volved . 

Firs t ,  all importe d bee f  mus t pas s  through the Lives to ck In dus try Promo tion 

Co rporation (LIPC) whose job i t  is to s tab ili ze beef p ri ces . Thus , in e arly 1 9 78 ,  

the LIP C  adds on ¥600 per kilogram to b ring the who les ale p ri ce o f  the imp_orted 

beef  up to roughly the s ame level as  the domes ti c b ee f .  The LIP C then s ells to 

on ly 1 8  des i gnated b roke rs (n ation al fe derations ) .  However ,  in practi ce , i t  

seems that mos t  o f  the q uo tas go to only s ix b rokers . 9 These b roke rs then sell 

the bee f to p rovincial and local meat who lesalers , some of whom may be p ar t  o f  

the ori ginal b roke rs ' own organi zation . f . d 1 lO 
a point o ce rtain s can a . In sho rt ,  

the sys tem is s tructured and s upported in such a way as to allow p ri ce inflation 

in what is known as ' niku-ko rogashi 1 or meat rollin g.  

9 The Jap an Times , "Beef Maze Hi des P rofi teering , "  March 1 9 , 19 7 8. 

lO
The Japan Times , "Bee f Baron ' s  Empire Exposed in Die t , "  Feb . 2 ,  1 9 7 8 .  



.. Exhib it 5 :  

Row of Imported Beef 
· (One example for chilled beef imported in January 1978) 

FOB_ Price . . 

CIF Pri_ce . •.• ! 

1) freight .....,_...,. .- 2) insurance ¥73 perkilograf!'I. 

1) custom 4) miscellaneous 
2)comrnission ¥174 
3) bank _fees per kilogram 

·. LIPC. 
adjustment fee_. 
(¥600 per kilogram) 

. . - . 

a national · 

·federation 
· -·

: ·. · ·. 

a-pre fect urai 
·chapter · 

a·local 
chapter 

/. 

a member . 
retail· store 

retail price 

2 per cent margin 

· 3 per cent margin 

1) loss allowance 
2) freight insurance 
3) sales expenses 
proper margin: 24 per cent 

(Est_im-�te made 0·� the bas
.
is of information from a major

_ 
trading house) 

Source : The Japan . Times , March 19 , 1 9 7 8, p .  3. 

While beef is ce rtainly a unique p roblem , the issue remains . Too many 

levels are allowed to charge ful l  margins wi th very lit tle p rovided in re turn . 

This will be dealt with again later in the p aper unde r the ques tion o f  func-

tions performed.  

12 
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The maj o r  p roblem to arise o u t  o f  this issue i s  i ts impact on the p rice o f  

foreign imp o rts . In a s tudy con ducted by the Jap anese gove rnmen t i t  was cle arly 

es tab lished that the Japanese dis t rib ution sys tem p roduces higher prices on 

1 1  imported p roducts than do other coun tries ' dis tribution sys tems . Fo r example : 

the pri ce of  a ce rtain Wes t German auto is double the import p rice as comp ared 

to 1 . 3 8 fold in the U . S . , 1 . 5 1  in Bri tain an d 1 . 81 in France , cho col ate is 3 . 17 

fold the import p ri ce , an d the import p ri ce o f  whiskey cons ti tutes 1 2  per cent 

o f  the re taile rs p ri ce .  And ,  wi th the low p rofi ts o f  many o f  the middleman , 

this s i tuation has n o t  change d  dramati cally wi th the ris ing value o f  the yen as 

the sys tem abso rbs through highe r margins a grea t deal of the di fferential . 

Finally , i t  is some times argue d that the high cos ts drive up the final 

pri ce for a ll sellers , Japanese an d foreign , and thus does not rep resen t a 

unique b arrier to the off-sho re manufacture r .  Howeve r ,  the foreign manufacture r  

o f ten h as to ge ar up spe ci fi cally for the Jap anese marke t an d thus needs hi gh 

minimum s ales to j us ti fy the se t-up cos ts ;  yet at the high p ri ces these s ales may 

not o ccur . The Japanese fi rms , on the o the r h an d ,  are already geare d to thei r  

home marke t .  

Contro l  ove r Channel Members : 

The issue of control was p reviously touched upon re lative to the s i gni fi can t  

role p laye d b y  the trading houses . The importance of  this issue fo r the forei gn 

manufacturer involves n o t  only gaining access to the marke t in general , b ut also 

in sele cting the "righ t" mi ddleman he needs to know "who owns whom. " 

Firs t o f  all i t  is di f fi cul t ,  i f  not ·imp ossible , to know the comp le te lis t 

o f  s ubsidi aries and affiliates o f  any maj o r  comp any . While the relationship 

between a p aren t firm and i ts dire ct subs idiaries is fairly clear , re lationships 

1 1
The Japan E conomi cal Journal , " Comp lex Marke ting Set-up P reven ts Drop in 

Pri ces o f  Imported Goods. " 



14 

whe re minori ty equi ty by the parent , wi th mino ri ty equi ty by one o r  several 

subsidiaries , combines to give con trol ove r s till anothe r fi rm, is much less 

clear . To carry this further ,  where the s ubsidiari es o f  the p arents ' subsidi a-

ries , and their subsidi aries down the line are all taken in to conside ration , 

re lationships with the s tarting point be come almos t impossible to trace . Some 

examp les o f  s ub sidiaries o f  major fi rms are shown in Exhib i t  6 ,  but i t  should 

be noted tha t p aren t fi rms only lis t major subsidiaries , leaving the who le are a 

o f  a ffili ates unclear. 

h"b . 612 
Ex 1 i t  

1965 Study "'." 22 of 'Ibp 100 Firms .: 

PARENr a::t·lPAi."i"Y B:.UITY 
10-29% 30-49% 50% & Over 

Taiyo Fisheries 10 canpanies 15 ccrnpanies 43 canpanies 
lbkkaido Colliery & Steamship 5 II 7 II 42 
NiP._ .. :x:m Oil 6 II 3 II 13 
NiPPJn Mining 5 II 10 II 26' 
Furukawa Electric* 11 II 6 II 22 
Yawata Steel 19 II 18 II 18 
Ishikawajima-Harima 7 II 6 II 14 

Hitachi Mfg. 10 7 II 59 II 

Mitsubishi Chemical 7 8 II 12 II 

Bridgestone Tire 2 12 II 115 11 

Asahi Glass 3 2 II 16 " 

Kajima Construction 5 3 II 11 II 

Kirir1 Beer 0 0 II 15 II 

Toyo Rayon 5 II 2 II 14 II 

Mitsui·& Co. 48 II 38 II 48 II 

Mitsukoshi Department Store 0 II 0 II 13 II 

__ Nippon Express 27 II 24 II 92 II 

OSK Mitsui Shipping 15 II 12 II 18 II 

Toh.-yo Electric Pc:Me.r 0 II 1 II 10 II 

?-'.atsushi ta .11 II 37 n 237 " 

c. Itoh & Son 37 It 33 II 49 II 

Total 

68 
54 
22 
41 
39 

_55 
27 

76 
27 

129 
21 
19 
15 
21 

134 
13 

143 
45 
11 

285 
119 

12u . s .  Dep artment of S tate , Indus trial, or Verti cal Keire ts u (group 
o f  comp anies) in Japan ( Tokyo : Ame rican Emb assy , Airgram - No . A-447 , May 1 7 ,  
19 7 3) , p .  2 o f  enclosure No . 4 .  
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In the case of  the large general tr ading ho uses the prob lem is confo unde d 

by the b readth o f  i ts holdings in v arious -indus tries . The fo llowing exhibi t  

seeks to point out the nature of this problem.  

Exhibi t  7 : 13 

EXAMPLE OF A TRADING COMPANY ' S  AFFILIATES 

Capi tali zat ion Cap i talization Comp anies 
Indus try Under ¥100 Million Over ¥100 Million To tal 

Fishing 3 0 3 

Mining 4 2 6 

Cons tructi on 1 2 3 

Fo od Products 20 7 2 7  

Animal Husbandry 12 0 12 

Textile 2 2  8 30 

Paper/pulp 0 3 3 

Chemical 11 18  2 9  

Glass/S tone 24 6 30 

S tee l 2 3  20 4 3  

Non-Ferrous 12 8 20  

Machinery 16 15 31 

O ther Manufacturers 12 9 2 1  

Commercial 81 19 100 

Real Es tate 0 4 4 

Shippin g  1 3  1 7  30 

Services 5 11 16 

O ther 2 3 5 

TOTAL 2 6 1  152 41 3 

S ource : GOJ S tudy , 19 72 

13u .  s. Department of S tate , The L arge Jap anes e Trading Firms-Soga 
Sho sha (Tokyo : American Emb assy , Airgram- N o .  A45 3 ,  May 1 8 , 19 7 3) , Enclos ure 2, 
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Asso ci ate d  with the issue o f  di rect ho ldings is the ques tion o f  the con tro l  

ove r the flow o f  goods down throu gh any p articular channel . In this con text two 

important phenomen a should be no ted . Firs t ,  when there are many small p roducers , 

then the who les ale sector will tend to be mo re powe rful . In Japan , roughly one-

thi rd of businesses h ave riine or les s emp loyees ( for example : ou t o f  3582 sake 

b rewe rs , 3 , 5 6 4  were clas s i fied as small by the gove rnmen t ,  there are 3 , 500 soft-

drink bottlers , and so on) . Second , in indus tries whe re competi tion among the 

manu facture rs is keen , they wil l seek to af fili ate themselves wi th sele cte d whole-

s ale rs in the hope of  building an exclus ive dis tribution channel h andlin g  only 

their own p rodu cts . To date , su ch manu factu re r- dominated ve rti cally integrate d  

channels can be seen in au tos , electric home app lian ce an d consumer ele ctroni cs , 

pharmaceu ti cal and cosmeti c  indus tries . The methods o f  affiliation normally 

in clude the manu facturer taking a con trollin g financi al posi tion in the whole-

s alers , sending in i ts own managemen t p e rsonnel , the use of di f fe renti al reb ate 

sys tems , and o ften comb ining this wi th i ts own parallel s ales o rgani zation an d 

heavy consume r  p romo tion . 

Su ch control allows the manu factu re r  to limi t the acces s o f  new competi to rs 

to the market ari d to manage the res ale o f  his _p rodu cts . Fo r example : 

A camera s alesman sums up the dis tribution s i tu ation for cameras : 
"Manufacturers have be come s trong in recent y ears and have ali gned 
wholes alers so that they no longer h ave the powe r to dis tribute 
cameras to re tailers at low pri ces . "  Thus , for sources o f  merchandis e ,  
dis count s tore chains mus t  reso rt to ailing wholes alers who nee d qui ck 
cash , small manufactu re rs and p aral lel impo rt ch annels .14 

I t  should be noted in summary to this issue that the re are forces seekin g to 

resis t this trend . Fo r examp le , many agri cul tura l p rodu ce rs try to gain some 

powe r by fo rming cooperatives for j oin t shipment , so rting an d grading ,  an d b rand 

i.dentifi cation . Also , the growth o f  l arge-s cale mas s merchandising firms an d 

1 4  Focus Japan , October 1 9 7 7 , p .  1 8 .  

I 
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cooperative or voluntary chains amongs t smaller re tailers is p resen ting a coun ter-

vailing power to the manufacture rs . However , in indus tries su ch as ele ctri cal 

app liance the channel control makes full en try by a foreign manufacturer extremely 

di fficul t and/o r woul d requi re the substanti al inves tment nee ded to develop i ts 

own channe l  organi zation . 

Change in the Dis tribution Sys tem : 

Be fore leaving this general dis cussion of  the nature o f  the Jap anese dis-

tribution sys tem , the ques tion of poten tial change should be cons idere d .  A 

numbe r of observers have commen te d on the possibili ties and I shall summ ari ze 

their vario us views in the in teres t o f  b revi ty . We will be gin wi th wh at appears 

, to be some posi tive forces fo r change . 

Ove rall : 

An in creas ing labour short age , combined wi th a rapi dly rising wage l evei are 

now forcing some memb ers o f  . the dis trib ution se cto r  to reass ess thei r tradi-

tional labour-in tens ive te chniques . 

- The younger p eople are not joining certain areas of the wholesale trade sin ce 

they pre fe r  less hard wo rk , mo re certain earnings , and the gre ate r p res ti ge in 

o ther occup ations . 

In some indus tries (e . g. , lumber) the small who les alers are going o ut o f  

b usiness be cause they are in the cen te r o f  the ci ties on expens ive l and whi ch 

. can yie ld higher re turns in altern ative uses . 

- Some trading houses have realize d  the limi tations placed upon thei r  own 

operations by the exis ting sys tem and have taken s teps to modern i ze and rationa-

li ze the sys tem; by inves tin g in and finan cing a range of s to rage facili ties ; 

by es tablishing speciali zed frozen food s to rage an d dis tribution facili ties ; 

and by cons tructing shopping centers; 

- The Jap anese housewi fe , be cause of the growth o f  the nuc lear family and the use 

of time-s aving app li ances , h as much mo re time fo r shopping than was the case in 
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the pas t  an d  thus i s  not so tied to the local nei ghbou rhoo d trading sphe re . 

One must , o f  cours e ,  re ali ze that these local re lationships are very s trong and 

wil l  change slowly . 

- The popul ation in areas su ch as Tokyo , Os ak a ,  Nagoya grew un til 1965 bu t h ave 

de clined since. The move to the suburbs and s at elli te ci ties may p rovide an 

opportuni ty fo r the grOW- th o f  larger and more effi cient fo rms o f  re tail 

s tructu re . 

- The p aper- thin p ro fi ts and re cent rash o f  b ankrup tcies in the ch anne ls has 

shaken the b anks and they are now less willing to extend credi t than . in the 

pas t . They are now looking for sound buyers , for wholes alers in t rouble in­

cluding recommending foreign firms , an d this may , in certain cases , allow for 

more channe l integration . 

Who les ale Sector :  

The rise o f  supermarkets and large chains , serving wi de geo graphi c areas whi ch 

mos t who les ale rs do not ,  and their need for mo re p roduct an d p romo tion in fo r­

mation than who lesalers can p rovide means that more di rect dis tribu tion is 

likely . 

The above demand for servi ce by chains is leading to the development of  " family 

groups "  o f  p rimary who les alers whi ch may well , in turn , lead to the cu tting o f  

the second and thi rd levels i n  the tradi tional channels a t  leas t for the chains . 

- Th e lack o f  warehouse space and mo dern loading equipment has mean t that while 

vo lumes grow , who lesalers ' ab ili ty to cope does not .  Thus many manu factu re rs 

·now p lan for new warehousing and dis tribu tion facili ties as they plan fo r ou t­

pu t expansion . This verti cal exp ansion should lessen the impo rtan ce o f  the 

who les alers and allow for some shortening o f  the channel . 

- The demand for servi ce cap ability over a wider area has led to the es tablishment 

o f  mo re de live ry an d dis tributional p ro cessing centers by the mo re influential 
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p rimary who les alers and thus has reduced thei r  dependence on the lowe r levels 

o f  the channel .  

Retai l  Se ctor: 

Who lesalers are organi zing small shops in to voluntary chains , wi th some 1 2 -1 5  

per cent o f  all retail s ales going through such o rgan_i zations . While opera­

tional p ractices have changed li ttle , this form could p rovi de for future e f­

fi cen ci es through larger s cale cen tral buying an d more di re c t  shipping.  

- Self service s tores , in cluding supermarkets , continue to grow and now represen t 

some 8-10 per cent o f  tot al re tail s ales . An offi ci al o f  the Japan Sel f-Servi ce 

Asso ci ation es timated that tertiary who lesalers had been almos t comple tely 

e liminated from their channel ; the role o f  s e condary wholes alers has been re duce d 

by 50 per cent ; an d in some cas es , such as clo thing , sel f-servi ce s tores now b uy 

thei r  goods directly from manufacturers . 

- Dep artment s to res have reacted to competi tion from the sel f-servi ce s to res by 

es tab lishing b ranches in s ub urb an are as , by e f fe c ting tie-ups wi th affili ate d 

s tores , and ,  in some cases , by es tab lishing thei r  own self-se rvice s tores . 

Howeve r,  working agains t these changes are a n umber of  forces whi ch will 

undoub tedly coun teract these trends . First let us look at actual change in the 

re.tail sector : 



,. 15 Table 3 :  Share o f  Dep artment S to res and Sup ermarkets in Re tail S ales 

¥ 
1964 

Share 
bil lion % 

1968 
¥ 

bi llion 
Share 

% 
¥ 

1 9 72 
Share 

billion % 

19 72/1964 

times 

Re tail sales , total 8 ,362 100 . 0  13 , 6 15 100 . 0  2 8 , 095  100 . 0  3 . 4 

Dep artment s to res 926 1 1 . 1 2 , 2 86 9 . 4  2 '  382 8 . 5  2 . 6  

· Supermarkets 

Notes : 1 .  

392 4 . 7  1 , 029 7 . 6 2 , 449 8.  7 6 . 2  

2 
Supe rmarke ts are s tores with a floo r sp ace o f  at leas t 100 m in 
whi ch self-servi ce accounts for at leas t 50% p f  the sales . 

20 

2 .  The c las s i fi cation is sub j e ct to s light variations in the di f fe ren t 
years . 

Data : MITI , Census o f  Commerce , 1972 . 

As one can see , the actual percen tage share o f  the market accounted for by dep art-

ment s to res and supe rmarkets (including se lf-s ervi ce) has changed very li t tl e .  The 

on ly no tice able change is the grow th o f  sel f-servi ce no ted above . The reasons fo r . 

this bas i c  fact of  Japanese market li fe are un doub te dly complex but certainly woul d 

in clude the fo llowing: 

L ack o f  space .  Chains in North Ame ri ca an d Europe had sp ace to build and thus 

go t economies o f  s cale . In Jap an , as one exe cu tive pu t i t , "i f there is a 

sp ace something is growing on i t  o r  someone is living
.
on i t . " 

- The chains have not been ab le to b ring down the p ri ce level as mu ch as hoped 

for s ince they have to ab so rb the high fixe d  cos ts of  s tarting-up to day whe reas 

the small shops ten d to have been family�owned fo r a lon g time an d thus do not 

have to carry the ove rheads of the new s to res . 

- The Japanese governmen t has a Dep artmen t S to re Law (now includes sup ermarke ts ) 

which res tri cts the growth o f  these o rgani zations in o rder to p ro tect the small 

shops . 

15
Fuj i B ank Bulle tin , p .  70 . 
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- The inabili ty o f  the re tailers to ge t higher lines o f  cre di t con tinues to tie 

them to the tradi tional channels . 

The Japanese shopper con tinues to show a p re feren ce for shopping in his irnme-

. diate nei ghbo rhood. Even i f  the shopper has a car the traffi c and lack o f  

p arking s ti l l  p resent a serious prob lem. This is especially true for those 

goods which are purchased frequen tly . 

S upe rmarkets have yet to launch full-s cale p romotion campaigns for their 

p rivate b rands -- one way use d  in Nor th Ameri ca to cut dis tribution cos ts . 

P rivate b rand-n ame p roducts a c coun t  for less than 20 per cent o f  thei r s ales . 

- As we wil l  see late r ,  the p rofessional q uali ty o f  the chain managemen t h as not 

develope d  as one would have hope d .  

In sum , the area o f  re tailing , where change was mos t  expe cte d ,  has failed to 

deve lop in any real major way . Yet ,  as the operational se ction wil l  point-out , 

for many forei gn manufacturers o f  cons ume r p roducts the new chains rep resen t the 

only real hope fo r e ffi cient market access . 

In addi tion to the above , there are at leas t two majo r  fac tors which will 

work agains t any rapid change in t�e dis trib ution sys tem in gene ral : 

- Given th at the sys tem does indeed maximi ze employmen t there will be  great 

resis tance to any major " trimmin g , "  p arti cularly under the p resen t  e conomi c 

condi tions o f  slow growth . This can be seen in the s ituations where the 

primary who les alers have virtual ly integrated their ch annel by purchasing lowe r 

leve l  firms and yet all the peop le and fun ctions con tinue to remain . 

- The extremely high value p lace d  on es tablishe d bus ines s and personal rel ation­

ships wi thin Jap an also acts as a very serious b arrier to ·any sho rtening and 

rationali zation of  the sys tem. 

In conc lusion , I would like to point out th at while majo r an d rapid change 

is p rob ably out o f  the q ues tion , the reader sho uld keep in mind that the 
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deve lopmen t o f  the No rth American and European dis tribu tion sys terns took p lace 

ove r a ve ry long time . To expe ct Japan to s i gni fi can tly alte r  i ts sys tem 

"ove rni gh t" may not only be unrealis ti c  bu t also somewhat unreasonab le . Fo r the 

forei gn manu f acture r ,  then , the main issue is not the in troduction o f  change .  

Rather , learning how to wo rk wi thin the ope rational p arame ters whi ch the sys tem 

has es tablished cons ti tu tes the p rob lem at hand . 



OPERATIONAL ISSUES 

Wi th the foregoing b ri e f  dis cus sion of the Jap anese dis tribution sys tem as 

a b ackgroun d ,  the spe ci fi c  issues whi ch the fi rms now operating in Jap an seem to 

be facing wil l  be looke d at . The p oin t o f  re fe ren ce for the following is , as was 

p reviously n oted ,  what p arti cular facto rs should a foreign manufacturer en tering 

Jap an be aware of in sele c ting the mi ddlemen who will rep resent him in the marke t .  

In what follows areas will b e  i den tified whi ch appear t o  be o f  common con cern 

amongs t those firms whi ch participate d in the s tudy . I t  is  hope d that the reade r  

will,  a s  a res ul t ,  become familiar with at leas t some of  the maj or dimensions o f  

the prob lem o f  ob taining p arti cular levels o f  market parti cipation . For p urpos es 

of p resentation the issues will be dis cussed  unde r the various attributes which 

may characteri ze a dis trib utor' s ope rations an d relationship with his supp lie r .  

Na tionali ty: 

The n.ationali ty facto r bears upon the p rob lem o f  adequate rep resentation in 

a number o f  ways ; the atti tude o f  the dis tributo r  towards the manufac ture r ,  the 

atti tude o f  the t rade towards the dis trib uto r ,  the degree to which l ocal n ation-

ality gove rns access to ce rtain markets , and the degree to which con tacts o r  

relationships govern t rade acces s . For Japan , the main issue is  to j udge the 

res ul ts o f  the complex web o f  hori zontal an d verti cal re lationships whi ch govern 

access to certain markets , loyalties , and the true des i re to sel l  the imp orted 

p roduc t in q ues tion . 

I t  is prob ab ly a truism that in Japanese bus ines s activi ty the ques tion o f  

whom one is dealing wi th is j us t  as importan t ,  i f  no t mo re impo rtan t ,  than the 

nature of the trans action i tse l f .  This has , in turn , produced a web o f  Tel ation-

ships and obli gations whi ch the fo rei gn manufacture r mus t un de rs tan d  i f  he is  

- 2 3  -
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ever to b e  succces s ful in marke ting his p roduct in Japan . Japanese b usines smen 

o ften respond to our cri ti cisms o f  their sys tem by emphasi zing this aspect o f  

feudal loyalty an d note that forei gn busines smen want to operate solely on the 

b asis o f  money . This feudal loyalty is held toge ther , at leas t in p art , by the 

16 
con cep t o f  "wa" or harmony . That is , the maintenan ce o f  good relations an d 

s tabili ty above all e ls e . 

The forei gn  b us inessman is always well-advised to de termine what any dis -

trib uto r  candi date ' s  " con tacts " or " conne ctions " are in evaluating his po ten tial 

wo rth . Yet this may be extreme ly di f fi cul t since " con tacts "  is no t sole ly the 

issue ,  one mus t in terp ret his relations an d who they involve in orde r to j udge 

their true value . In addi tion , this endeavour to as certain who really h as access 

to whom will be  made rather di f fi cul t by the lack of sound information s in ce the 

trade wil l always wo rk for i ts own s urvival , and thus will blo ck any in formation 

whi ch may allow the manufacturer to do witho ut them. 

Japanese b us ines smen also like to poin t out that it has taken years for them 

to deve lop thei r channels and earn the loyalties o f  those in the chain and the 

fo rei gn manufacture r shoul d  be p rep are d to do likewise . This i gnores , howeve r ,  

all the in centives use d  to maintain the sys tem. 

Fo r examp le , the manufacture r offers his p roducts to the wholes aler 
on cons i gnmen t,  and the who lesaler consi gns p roduc ts to the retailers . 
They p rovi de financing fo r the lower levels ; e . g . , for s to re remo del­
ing o r  a new delivery truck . A rebate sys tem exi s ts throughout.  The 
manufacturer te lls the retai ler what who les ale r he can b uy from and 
even se ts the who les aler' s p ri ce to the re tailer .  To insure p ri ce 
maintenance at eve ry leve l ,  the manufacture r ho lds a certain amoun t o f  
money from the wholes aler and ret aile rs ' in trus t '  for a perio d o f  a 
few mon ths after de livery is made . 17 

16 
" Jap anese Managers Tell How Their Sys tem Wo rks , "  Fo rtune , pp . 1 2 7-2 8 .  

1 7  
U . S .  Dep artment o f  S tate , Marketing Consumer Products in Japan : 

Background Information ( Tokyo : Ameri can Emb as sy , Airgram -- No . A-141 , Ap ril 20 , 
19 76) ' p .  1 7 .  



The forei gn manufacture r ,  there fo re , mus t be  p rep are d to p rovide thes e  incen­

tives i f  he wishes to deve lop his own chain of loyalties . Howeve r ,  i t  sho uld 

be note d that for some of the activi ties , he wo ul d be viol ating his home com­

peti tion laws and thus wo ul d be liab le to p rose cution ! 

25 

This "loyalty" is also invo lve d in the question of verti cal inte gration 

whi ch the p re ce ding se ction on cont ro l  no ted .  In some indus tries the Japanese 

manufac ture rs ho ld subs tantial finan cial and managemen t pos itions in the whole­

s ale rs and ,  in turn , the who les ale rs will also be s to ckho lders and thus bo ard 

members o f  the manufacturers . A foreigner is there fo re , faced with a tight 

" family" sys tem whi ch may b ar his  en try .  This i s  particularly true in ce rtain 

in dus tries whe re s ales are he avily concen trated in the hands o f  a rel atively 

few dis trib utors -- e . g . , liquo r ,  machine tools , furni ture , and so on . Unless 

the exporte r is p rep ared to spend the money and a c cep t the risks of setting up a 

p aralle l sys tem he will have to try to ali gn himself wi th a domes ti c  manufac­

ture r to gain access . In so doing , he is forced to select only those i terns f rom 

his to tal p ro duct line which are non- competi tive wi th his Jap anese p artne r ,  and 

he thus may greatly reduce his poten tial in the marke t .  

The s ense o f  dependency o r  con tro l ,  not only flows from the top to the bo t­

tom b ut also in the reve rse . The p rimary who les aler also knows that he is 

sus tained by the loyalty of the people below . Fo r example , use o f  the "2 x 4"  

sys tem in house cons truction , for a numbe r of reasons , is a threat to the 

traditional Jap anes e  carpenters who , in turn , are p lacing press ure b ack up the 

sys tem to resis t i ts adop tion . While other facto rs are slowing the adop tion o f  

the te chnique this force cannot be  i gnore d .  

A final poin t in this general area o f  marke t acces s by forei gn manufacture rs 

is that this tradi tion o f  loyal ty s eems to mean in certain indus tries , such as 

chemi cals , that the s uccesses seem to come in speci fi c  product marke ts which are 

growing suf fi ciently to allow the fo re ign manufacture r in without damaging the 
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p os i tion o f  the domes ti c manufacturers . One individual p oin ted out as an 

examp le o f  this phen omenon the fact that the trade was not p urchasing the 

increasingly che aper importe d chemi cals (wi th the fall o f  the dollar) , b ut 

rathe r,  was moving wi thin their group to s to ckpile inven tories o f  raw mate rials 

fo r the domes ti c p roducers . 

The ope rational impli cations o f  this web o f  rel ationships are, as one can 

app re ci ate , n umerous . Some of  these are n o te d  below fo r p urposes o f  illus tra­

tion : 

A firm' s s tren gth may be p roduct'(s )  speci fi c .  An example i s  Ajinomo to , whi ch 

has the maj o r  marke t share fo r mono-so dium glutamate whi ch can be found in 

almos t every food re tail shop , but has on ly pl aced i ts new mayonnaise in the 

larges t s upermarke ts an d dep artmen t s to res . 

The inte rrelationships in a p arti cular indus try ,  e . g. liquo r ,  may be so gre at 

that to ge t any re asonab le cove rage a forei gn manufacture r woul d have to go 

through a large n umbe r  of  di f fe rent "key" fi rms an d ,  in reali ty , end up doing 

business . wi th everyone . This can create managemen t an d  control p roblems as 

we ll as increas ing the amoun t o f  inves tment requi red .  

S ince many o f  the channels are controlled by very large wholes alers , an 

expo rte r  may only be able to gain "key" access afte r he has shown that his 

p ro duct has signi fi cant sales volume p o tenti al .  The obvious ques tion , o f  

course , is.how he proves that without ini tial access? The es tablished domes­

tic manufacture r can often ove rcome this p rob lem by "pi ggy-b acking" his new 

. p ro ducts alon g with his es tablished sellers . 

Some o f  the large trading houses cannot give the expo rter to tal cove rage s in ce 

they are bound by their rel ations only to s e ll wi thin their speci fi c ne two rk . 

S imil arly o ther members o f  the group are bound only to b uy wi thin their own 

sys tem. 
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This p roblem is compounded in tradi tional markets such as lumber where the 

sys tem i den t i fies certain exporters wi th certain lo cal houses an d cross-overs 

are avoide d  by the general trade to main tain s tabili ty .  Thus an exporter 

can be come lo cked into the particular sub-sys tem which his o riginal house 

deals throu gh . This may be overcome i f  the p rodu ct is in wi de deman d and 

the firm there fore has the powe r to appoint addi tional houses o r  dis tribu tors. 

The large trading hous es mus t  p rote ct the group as well . Fo r examp le ,  i f  a 

fi rm was se lling p i g  iron i t  may have to use a large house be cause o f  i ts ties 

wi th the s teel indus try . Bu t ,  they also have s tron g relations wi th domesti c 

p rodu ce rs o f  pig i ron whi ch mus t  be  p ro tec te d .  Or , the trading houses have 

a responsibili ty to sell logs over cut-lumb e r  sin ce logs yield greater to t al 

p rofits for the group and thus the exporter essential ly mus t  take a "supply 

on reques t" posi tion . 

The bas i c  inabili ty o f  the exporter and the smaller wholes alers to communi cate 

in each o the r ' s language preven ts the fo rei gn manu facture r  from goin g below 

the major trading houses in an at temp t to expan d  his market cove rage . In 

addi tion , these smalle r who les alers typi cally do not have the finan cial 

s treng th to create the ne cess ary "loyal ti es "  an d ,  in many cases , expo rters 

are re lu ctant to pu t in the require d  funds . 

Because of  the importance of the re lationships the expo rter may h ave to 

appoin t a rep resen tative an d p ay him full margins jus t in order to gain access 

to an account or p arti cular s e gmen t  while many , if no t mos t ,  of the actual 

bus iness trans actions wil l have to be carried ou t by the manu fac tu re r  himsel f .  

The role o f  " connections" also includes the dis trib �tor' s pos i tion within the 

various product-denominated asso ci ations . This is parti cul arly true in those 

p rodu c t  are as whe re there are quo t as an d/ or other various forms of "window 

guidance" by the various minis tries and where the expo rter needs to be well 

rep resented.  



The s trong personal ties also means that i t  is exceedin gly di ffi cult fo r 

the "forei gn fi rm to ins ti tu te any change p rocess . Fo r example: 

I f  the manu factu rer wishes to ship di re ctly to the re tail chains o r  large 
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indus trial users he may b e  ab le to do so , howeve r ,  the billing an d asso ciate d 

margins wil l s till have to go throu gh the tradi tional mi ddlemen . While these 

margins are ne go ti ated down , both by the manu factu re r  and the buyer , they mus t  

b e  paid in order to con tinue to have access to the spe ci fi c  ou tle ts . Thus 

while the channe l is b eing "sho rtene d , "  the cos ts con tinue to be high .  In 

turn ,  the impo rtan ce of es tab lished bus ines s /personal re lationships me ans 

that the buyer is also unwilling to eliminate mi ddlemen , even though doin g so 

would s ave him money . 

To pro te c t  thei r pos i tion , who les alers will b ar manu facturers from calling 

di rectly withou t thei r prio r app roval an d nego ti ation o f  what will be o ffere d .  

Thus many manu factu rers do no t know what the re taile rs o r  indus trial buyers 

are p repare d  to accep t in the way o f  chan ge an d under what con di tions this 

would take p lace . 

The b anks , while be coming mo re con ce rne d ,  s till continue to carry middlemen 

wi thin their " group " which anywhere else would be allowed to go un der.  

The degree to whi ch these relationships are di fficult to i dentify depends 

on the numb e r  of levels in the p arti cular channel and on the degree o f  speci ali-

zation of the final se llers . For example : 
1 8  

App roximately 6 0  per cen t o f  all fresh fish sold in Jap an pas ses th rou gh three 

leve ls b e fo re it reaches the re tailer ; bu t 90 per cen t  o f  shoes and 88 per 

cent of  all fu rn i ture so ld p as ses throu gh only one wholes ale r befo re reachin g 

the re tail outle t .  

18 
See: U . S . Departmen t of S tate , Marke ting Consumer P ro duc ts in Jap an ; 

B ackgroun d In formation , pp . 14-15 . 
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Mos t Jap anese make maj o r  clo thing purchases at dep artmen t s to res and 

spe cialty shops , thereby making the nei ghb ourhoo d  store unimpo rtant for this  

type of  produ c t .  In con tras t ,  there are 120 , 000 s to res in Jap an whi ch sell 

beer and alcoholic beve rages , and in 19 70 app roximately 90 per cen t of all 

liquor and beer was s o ld in s tores whi ch sold less than $8 , 000 a year. 

Al lowan ces mus t  also be made for those types of ou tle ts in whi ch fore i gn p ro-

du cts are s old.  Fo r example , the re are 100 ,000 s tationery outle ts in Jap an 

but mos t o f  these sell Japanes e family name seals , ri ce p aper and calligraphy 

b rushes . Quali ty imp orte d s tatione ry p rodu cts are only sold in dep artmen t 

s tores and high quali ty spe cialty shops . 

The leading Japanese manu facture rs and p rimary wholes alers tend to h ave gre ate r 

market shares ou ts i de o f  the u rb an areas ; this is  a re flection that their dis-

tribution channels in to these ou tlying areas are s tronge r  an d mo re develope d 

an d have not been challen ged by newe r comp anies . This can also mean tha t  the 

major urb an areas rep resent p rime targe ts for the fo reign firm.  

In sho rt ,  the "web " may not be as wides p read ,  comp lex , and ti gh t  as i t  fi rs t 

appe ars for ce rtain imp orted p rodu cts . Consequen tly , those fi rms wi th highly 

dive rs i fied lines mus t  be p repare d  to engage in various fo.rms o f  en try relation-

ships ; e . g . , one firm uses a p rimary dis tributor for men ' s  toile tries an d me dical 

equipment , a j oint-ven ture in ph armaceu ti cals , and their own sys tem for con fe c-

ti onary and p e t  food p roducts . The cos t an d con tro l issues of such " f lexibili ty" 

nee d ,  of  cou rse , to be unders too d  an d traded o f f .  

S in ce the chains are trying to shorten the channe ls and lowe r cos ts , some 

foreign consumer go ods manu facturers are seeking to make mo re di re c t  con tact wi th 

the retai l  ch ains and p lacing their maj o r  emphasis in this area in order to by-pass 

the problems and cons traints o f  the tradi tional channe l .  They reali ze , o f  course , 

th at this will re du ce thei r to tal marke t po ten ti al but they are b anking on a 

fu ture wi th a dominan t posi tion in the s ales o f  thei r  p articular goo ds being 
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p layed by the chains . O r ,  what we may see in the future is a mixe d sys tem wi th 

dire c t  dealings to the chains an d the use of  the older sys tem for the balance 

when the firm nee ds to tal marke t coverage in orde r to be  vi able . 

Finally , while one hears the s ugges tion that the foreign manufacturer shoul d 

simp ly by-pass the sys tem to ove rcome these p rob lems , the fact is that few who 

have tried have s uccee de d .  I t  woul d appear that those who have been s ucces s ful , 

in addi tion to being able to make the required inves tmen t ,  have done so from the 

beginning , have been ab le to con cen t rate on a limi te d number of  major accoun ts , 

and have h ad a p roduct whi ch was unique enough in some way that dome s ti c  manufac-

turers coul d not mee t  the compe ti tion . 

Cont ractual Re lationship : 

The formal legal relationship between the forei gn manufacture r and his lo cal 

rep resentative ( s )  raises the following types o f  issues : the local Jap anese l aws 

whi ch are signifi can t  in their con tent and app li cation , the gene ral role whi ch 

contrac ts p iay in the re lationship be tween the manufacturer and his rep resenta-

tive , the e lements whi ch sho uld be include d in the. contract , to wl.rn t  extent the 

legal form can be used as a me thod o f  control , and the exten t to whi ch termina-

tion o f  a contract can cre ate dif fi culties . 

Given what h as been previously noted abo ut the s tron g role that personal 

relationships p lay in Japanese bus iness l i fe , the con tract cle arly plays a very 

minor ro le i f  one means a long- term do cumen t .  To q uo te one exe cutive , "you can 

have a contrac t ,  b ut ,  i f  you eve r h ave to re fer to i t  the ' feeling ' o f  the p artner-

ship is ove r . " While mo re formal long-term agreemen ts appear poss ible wi th the 

large trading houses , s ince they are mo re accus tome d to Wes tern practi ces , they 

s till remain very general in n ature . 

A t  issue here as well is the Japanes e  busines sman ' s  con cep t of  any 

" agreemen t . " Arrangemen ts that are concluded are done so relative to the con-
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di tions whi ch are p revailing at that point i n  time . Should the condi tions chan ge 

then , "o f course , "  the ori ginai agreemen t also needs to be change d . In this 

re gard i t  should also be noted tha t  there appears to be some support to this 

flexible interpre tation by the Japanese cou rts . Thus , for any firm whi ch fee ls 

that i t  nee ds a wri tten s tatemen t relative to performan ce s tandards such as 

expe c ted s ales levels , inven tory to be carried e tc . , these :will normally be 

nego ti ated on a six-mon th o r  one year b asis bu t not longe r .  

This me ans that the fi rm needs to have i.ts peop le i n  Japan cons tan tly nego ­

ti ating thes e  agreemen ts o r  i t  will have n o  re al con trac t .  That is , the fi rm 

needs to be there to exercise con trol on a face-to- face b asis . But exe cu tives 

in te rviewed felt th at a foreign n ational canno t really monito r  the Jap anese unless 

he speaks the language an d knows thei r cus toms . Sin ce very few Wes te rners speak 

the language well enough to con du ct bus iness  in i t ,  one mus t  cons tantly follow-up 

dis cussions wi th letters , wri tten confirmation an d so on . The dan ge r o f  not making 

this inves tmen t is , of  course , th at misunders tandings will b reed mis tru s t .  In 

addi tion , various Jap anese business cus toms , su ch as the fact tha t  those who are 

impor tant in the "evening decision making" may not appe ar so on the o ffi ci al 

o rgani zation chart . Consequen tly , the men responsible for the nego ti ations mus t  

be ve ry familiar with bo th Japan an d the indivi dual firms being deal t wi th .  

In addi tion to this con stan t  ne go tiation , con trol can be gained vi a o the r 

avenues . Some firms feel that finan cial relations rather than cont ractual rela­

tions provide the bes t app roach for the Jap anese sys tem -- e . g. , ge t the middle­

men deeply in deb t to the firm. Fo r o thers , the use o f  thei r own s ales force to 

call not only on the who lesale rs bu t also to go ou t into the fiel d with the who le­

s ale rs ' s alesmen is the bes t me tho d .  Firms who can finance heavy di re c t  p romo tion 

h ave been able to use this as leverage to gain ce rtain con cessions from the trade 

su ch as a uniform p ri ce to the final consumer .  All o f  these , however ,  require 

sub s tantial inves tment by the foreign firm. 
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Finally , while fonnal contracts are seen as being very " loose , "  the rela-

tionship whi ch they re fle ct are seen as being very " ti gh t . "  While this does not 

me an tha t  the e xp o r te r cnnn ot eh nn gc or t c rm L na te th e re l a t i on sh ip , i t  <locs me an 

that any changes mus t be carefully planned and exe cuted.  Any change will become 

common knowledge wi thin the b usiness  communi ty and ,  given the s i gni fi can t  role 

played by the nee d for "hannony" in Jap an , one mus t cons tan tly be ·aware o f  the 

po ten tial impact o f  any ch an ges on the real or as s ume d obligations o f  all the 

p arties invo lve d o therwise the finn will end up being labelled as insin ce re and 

unre liab le in the context o f  Jap anes e  b us ines s  p ractices . To this mus t  also be  

·adde d the f act  that to ·s ever a re lationship totally woul d be very expensive sin ce 

Jap an has i ts own set o f  indemni ty-type l aws whi ch woul d require the exporter to 

pay the dis tributor ' s  as so ci ate d cos ts o f  losing the accoun t .  

As signmen t o f  Exclus ive Ri gh ts : 

At issue in relation to the con tract fonn is the ques tion o f  exclus ive righ ts . 

The ques tions raised include : is  i t  ne cess ary to o f fe r  exclusive ri ghts? on 

what b asis are any rights given? and how are these rights viewe d in Jap anese l aw? 

The fonnal wri tten ass ignment o f  exclusive rights is illegal unde r Jap anese 

. . 
c0mpeti tion law .  However ;  the granting o f  "so-dai ri tin" o r  sole agency is permi-t-

ted and tends to serve essentially the s ame p urpose.  

At  a general level , the Jap anese whole s ale r ,  like his counterp arts all ove r  

the wo rld ,  wan ts exclusive rights given to him for all the obvious reasons . This 

is parti cularly true i f  the foreign finn has a good p ro duct since there app ears 

to be a tenden cy fo r Jap anese wholes alers to use the availabili ty o f  a volume/ 

p rofi t p roduct as a con di.tion for their " loading-in" o the r s lowe r movin g i tems . 

Addi tionally , the role o f  "wa" in Japan adds new p ressures on the manufacturer to 

gran t those ri ghts . Us ually the cle ar as s i gning o f  terri tories is ne ces sary in 

o rder to ensure controlle d  competi tion . When the large wholes ale rs ove rlap they 
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tend t o  reach their own agreemen ts . However,  i f  one wholes aler ge ts overly 

aggress ive and cross es ove r  the lines the trade will look to the supplier to 

bring him b ack under con trol in the f ashion o f  Japanese manu factu rers . This 

des ire fo r harmony or s tab ili ty als o  s tret ches down , in the eyes of some , to 

the cus tomers themselves . Fo r example , one dis tribu to r o f  indus tri al p ro ducts 

s tated that i f  his sub-wholes ale rs s tarted to cross-ove r and cu t pri ces to gain 

o the rs ' accounts , he would end up losin g  the respe ct  o f  his cus tomers and s ales 

would su f fe r .  

Fo r p ro ducts s o l d  through department s to res the p ressu re may even b e  greate r .  

I t  is app arently a common p racti ce for the large dep artment s to res to flex thei r  

e conomi c mus cle and tell the smalle r who les ale rs an d agents that they will buy 

the fo rei gn produ ct o ffe red on ly on the con di tion that the wholes aler does no t 

sell i t  to any o f  their competi to rs . Many impo rte rs go along wi th this , although 

i t  is a vio lation o:J; the Japanese bus iness p racti ce code for s omeone to use his 

e conomi c p osi tion to force s omeone e i ther to sell or not to sell to ano ther p arty . 

After all , the mi ddleman reali zes that this is  the way actual busines s is o ften 

done in Jap an , and ,  he is not abou t to go running to the Jap anese Fai r Trade 

Commission when he is happy wi th his 30% margin ! 

Given the above , the ques tion arises o f  how these rights are as signe d .  

Gene ral ly terri tory as signment tends t o  be p rominent sin ce for many p roducts true 

' n ational' coverage does not exis t .  That is , the p rimary wholes aler/ importe rs ' 

have to rely on relationships wi th o ther wholes alers to gain coverage and many 

fi rms at that poin t  p re fe r  to deal with these o ther houses di re ctly in o rde r to 

maintain some control . 

This raises the issue o f  using the large tradin g hou ses since they gain their 

cove rage throu gh a mul t i tude of  contacts . Many of the exe cu tives fel t that su ch 

an approach is a m aj o r  mis take by exp orters and that they should de al di re ctly 

wi th the series o f  p rimary wholes alers bene ath the trading company i f  they really 
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o f ten re ally only have sound access within thei r  " group" and thus the expo rte r  is 

really on ly ge t ting acces s to a cert ain sub-set of the to tal number o f  cus tome rs .  

Here the expo rter needs to do his homewo rk an d wo rk b ack from the cus tome r o r  out-

le ts he wishes to sell to , to the middlemen s tream that has ac cess to these 

accounts . That is , there is a growing fee ling that assignmen t o f  righ ts by 

cus tomer lis t may be the mos t app rop ri ate app roach for many clas ses o f  goo ds . As 

p reviously note d ,  howeve r ,  i t  is o ften di ffi cul t to find out who really has access 

to whom . Thus un til experience al lows th e _ foreign firm to unders tand the sys tem 

i t  sho ul d on ly ass ign any rights for a sho rt term upon original entry. 

Finally , some of the gene ral p roblems o f  the us e of sole agen ts should be 

men tioned. Firs t of all ,  these " arran gements" within the sys tem bo ther some 

fo rei gn fi rms s in ce they feel that they do not have any independent ben chmarks as 

a resul t .  

Secondly , 

.Any p roduct so ld to an importe r who is a ' sole agent '  will b e  penalized 
wi th addi tional import tax whi ch may add up to 3% of the lande d  cos ts . 
The Japanese cus toms and excise as sume that on a ' sole agen t '  b asis , the 
importe r is re ceiving either adve rtising allowan ce , commissions o r  o ther 
bene fi ts over an d above his trading profi t . 19 

Thi rdly , ·  for cert ain p ro ducts such as liquo r  the sole agents are at a: p ri cing dis-

advantage because they have to operate through a compli cated web o f  middlemen who 

mark up the p rice , whe reas non-sole agent impo rte rs can ship di re ctly to re tailers 

an d dep artmen t s to res . l t  should be noted in p assing that fear over such parallel 

impo rting is so p ronounced among majo r Jap anese importers fo r select forei gn 

pro duct groups that they will no t accep t any p roducts for whi ch the forei gn manufac-

turer will not guaran tee exclus ive availabili ty .  

19Brian Glynn , " A  S upp lemen t to the B rie fing of  Exhib i to rs a t  The Canadian 
Government Sponso red S tand , "  Tokyo Motor Show 19 7 7  (O ctober 2 8 ,  1 9 7 7 ) , p .  8 .  
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Purchasing Characteris tics : 

In the gene ral area of  how the trade buys the re are at leas t two main issues 

of interes t :  The manne r in whi ch purchases are made -- ordering characteri s ti cs , 

the terms , and the p ayments ; and the role that cre di t  plays in s ales to channel 

members and the final cus tomer,  inclu ding i ts imp act on market access .  

Fo r those firms exportin g  dire ct ly all purchases mus t  be made on a le tter o f  

d .  b . 20 ere i t  asis . In addition , due to the well- developed b anking and comme rcial 

paper sys tem in Jap an , importe rs can ob tain forei gn cu rren cy financing fo r imports 

on a rou tine b asis from their b anker .  Should the expo rter wish to maintain su ch 

a " dis tant" s tance the p aymen ts p rob lems are rather few . These inclu de : the 

te rms may begin afte r  the goods arrive in Japan an d this can eas ily add an addi-

tional 90-120 days from the time o f  order p rocessin g .  Purchasers of go ods o ften 

require that invoices be submit ted on their forms , and this means extra wo rk fo r 

the selle r.  The documen ts mus t  p ro ceed the go ods throu gh the banking sys tem 

rather than with the shipment as is cus tomary elsewhere . Jap anese pu rchase rs 

o f ten do n o t  cons ider a go od to be "b ou gh t" until i t  h as been inspe cted an d  pay-

ment te rms are compu ted from the date of inspe ction . So , the seller mu s t  devise 

a follow-up sys tem to insure re asonably p romp t inspe ction an d cus toms cle aran ce . 

Bu t ,  fo r the fo reign manu factu re r  who really wishes to develop the marke t 

the ques tion o f  terms and the role of  cre di t is considerably · more complex .  As 

was noted in the firs t p art o f  this pap e r ,  an importan t role o f  the p rimary 

who les aler is in financing the trade . Goo ds in Jap an are norm ally so ld wi thin 

the dis tribution channe l on the b as is o f  the " Te gata" sys tem ; these are notes , 

o f ten in teres t- free , whi ch mature in from 30 to 120 days o r  l on ge r .  The main 

20The p lans announ ced by the Japanese governmen t in De cember 1 9 7 7  to libe­
rali ze certain cont rols on the len gth of import usan ce facili ties should facili­
tate the extension of credi t  by foreign supp liers wi thout the need to es tab lish 
a local b ranch operation . 
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dis tributor generally p rovides some o r  often al l of  the finan cial resou rces fo r 

this line o f  cre di t .  I f  a firm wishes to s el l  on sho rter terms than , s ay ,  i ts 

Jap anese competito rs , i t  creates tremendous p rob lems fo r i ts wholes aler s in ce 

he has to push his se condary wholesalers for fas ter p aymen ts than he has to make 

on other b rands . In the Japanes e  sys tem this will create p roblems even i f  the 

p arti cular p ro du ct is a marke t leader an d is , in fact , turnin g over wi thin the 

cre di t  term . 

Part of  the issue o f  terms is the degree of  flexibili ty which may have to 

be buil t in . For examp le :  Japanese manufactu rers ' p ri ces are o ften no t fixe d ,  

in fact many do no t pub lish price lis ts . Rather ,  p rices are set  on a case by 

case b asis depending on the situation . Facto rs su ch as : compe ti tion , p lan t 

cap aci ty u tili zation , desired marke t share , the cus tomer ' s  bu dge t allowan ce fo r 

the type o f  p rodu c t , extent to whi ch lower margins can be shif ted b ack onto sub­

con tracto rs , degree of " giri" (mu tu al interdependen ce) whi ch exis ts be tween the 

two fi rms , an d so on . I f  the rep res entatives o f  overseas produ cers face a fixed 

pri ce and margin situation they are limi ted in their ab ili ty to sell . 

This p roblem of  te rms has cre ated cert ain p roblems fo r the foreign fi rms 

operating in the marke t .  Some o f  these are wo rth noting . The amount of  money 

outs tandin g p rodu ces a high entry fee an d the need for greater cash-to-sales 

levels than in many o ther markets . Fi rms who feel that they cannot afford to 

make the inves tment are forced to align themse lves with the majo r  houses whi ch 

may no t give them the des i re d  represent ation.  The credi t extension acts as  a 

b arrie r to manufacturers who wo ul d like to sho rten the dis tribu tion sys tem 

sin ce they feel that they could not assume the credi t risk and the simple physi cal 

colle ction of the money . The sys tem i s  all wo rking on credi t  and therefore the 

trade has to keep the goods an d deb t moving -- a "bicy cle" operatio n .  I f  the 

goo ds do not sell wi thin the time perio d they will be  sent b ack (see dis tribu tion 

se ction) or someone has to extend the terms . Thus the supplier ' s  cash manage­

ment mus t  be tight -- e .  g . , i f  he gets cau ght with ave rage receivables o f  120 
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days and the s ame inventory in s tock in the channel i t  could be  a dis aster 

(especially if the p ro du cts were perishable or seasonal in n ature ) . Mos t fi rms 

add this credi t cos t to the p ri ce at the top , which is , o f  cou rse , multiplied 

down throu gh the sys tem as the margins are adde d on . While this may be viewe d 

as a "non-p rob lem" by some , i t  does h ave long-run imp li cations for po tential 

vo lumes , p rofits , inflation , and the ab ili ty o f  channel members to remain so lvent 

whi ch cannot be overlooke d .  And ,  s in ce many Jap anese manu facturers h ave followed .  

the cre di t extension down throu gh the trade to a p os i tion o f  ownership , the 

foreign firm mus t e i ther p ay to set up his own p aral lel sys tem or p iggy-b ack on 

a domes ti c manu facture r ' s sys tem with tho se i tems in his line whi ch are non­

compe ti ti ve . 

Some observers h ave expressed the hope that the l arge dep artment s tore an d 

chain organi zations woul d help ove rcome these p rob lems bu t this doe.s n o t  seem to 

be  the cas e .  The chains , fi rs t o f  all , are over-extende d  with p roperty purch ases 

and are not in a p os i tion to buy dire ct ,  an d thus depend on the large wholesale rs 

fo r their finan cing as wel l .  Also ,  the chains want large r dis counts an d the re fo re 

nee d  to deal wi th the p rimary who les alers be cause the se condary levels canno t 

a f ford to s e ll at the rate demanded .  But the p rimary wholes alers , a t  times , can­

not sell at the margin left  and continue to finance the chain and so they come 

b ack t o  the manu facturer looking for gre ater margins . Pos sib ly even more dis ­

tres s ing is the fact that the chains take mos t  o f  the in cre ased s avings them­

selves and do n o t  pass them on to the cus tome r .  In fact , one large fo od whole­

s aler makes this a condi tion o f  s ale s in ce , in their own wo rds , maj o r  p ri ce 

di fferen ti als "would confuse the consumer ! "  O f  course , these primary wholes alers 

nee d  to p rote ct thei r more tradi tional ne two rk to the small re tailers . Even in 

the n ature of  the ordering p roces s i tself , the chains have added little . While 

some are es tab lishing " central buying o ffi ces " they seldom function for the 

en tire chain and sellers mu s t  deal wi th re gion al buying o f fi ces o r  individual 
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s to res - - in cludin g sep arate labelling f o r  e ach s to re .  

In the mat ter o f  change some o ther observations should b e  made . S in ce the 

"oil sho ck" and recession , with the accompanying incre ase in bankrup t cies , the 

banks have b e come less willing to carry the secon dary levels . Thus they are 

becoming more · dependent on the p rimary who les alers fo r their financing and ,  in 

some cases , creating mergers between the two levels . However ,  all the fun ctions , 

and cos ts , remain while the p ower of the p rimary wholesalers is increased con­

side rably . Even those fo re ign fi rms wishing , in spi te o f  the risks , to sho rten 

the ch annel and gain mo re con trol through taking on the cre di t  role find i t  di f­

fi cul t s ince the b anks are reluctan t  to open l arge long-term finan cing o f  this 

sort with non-Japanese comp anies . In sho rt , li t tle change can b e  expe cted in 

the presen t  sys tem. 

The ques tion o f  order quan ti ties raises yet ano ther s e t  o f  issues . Generally 

the quan titites o rdere d  are small and wi th a high degree o f  as sortment -- in 

the wo rld o f  one exe cutive , "I h aven ' t  seen a minimum o rder quan tity me t ye t . " 

Reasons o f fere d  for this in clude : the re tailers ' l ack o f  fin an ci al s trength , 

the lack o f  s to rage space , and the fact that Jap an is , to a t remendous exten t , a 

"buye r ' s  marke t . "  Be cause of these factors i t  would p rob ab ly be fai r  to s ay 

that the b as i c  prin cip le is not to o rder any thing until i t  :i..s already sold.  Two 

imme diate results o f  this p rincip le are : Inventories are pushed b ack up the 

channel onto the p rimary wholesale rs and manufac ture rs . And , "out-o f-s to ck" 

situations can eas ily o ccur during a time when the manufacturer is running a 

special p romotional p rogram. 

Becaus e o f  the reluctan ce to orde r  large quan ti ties , the p rovis ion o f  re­

bates , commissions , and dis co un ts are extended by p rimary wholesalers to . s e con dary 

wholes ale rs and/or outlets and cus tomers to en courage larger orders . These may 

be in the form o f  a s trai gh t  percentage commission o r  dis count b ased on s ales o r  

purchase vo lume , a p rogress ive commission o r  dis coun t  b ased on various s ales o r  



purchase levels , or special commissions o r  dis counts for purchases o f  new p ro-

ducts , or cash payment . As a resul t ,  normal o r  "open" s ales tend to dis appear 

into a series o f  " deals " and manuf ac turers consequen tly end up losing control 

over the resale o f  thei r p ro ducts on their own te rms s in ce these deals are 

nego tiated on a daily b asis by the trade with no feedb ack to , or app roval by , 

the supplier.  

The above has led to a "purchase on speci al" syndrome throughou t  the 

Jap anese sys tem fo r almos t all p roducts . Thus the manufacture r mus t work out 

the timing 0£ these ' speci als ' whethe r they be by season , are a ,  account-type , 
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or p ro duct i tem in order to hold down his inventories and try to maintain s teady 

manufa cturing and shipping s chedules . Even then p ro gramme d special deals can run 

flat i f  the man ufacturer does no t exercise cons tant channel con trol . Fo r example , 

a speci al deal p rice may no t be di fferen t from the norm, or , the wholes ale r may 

have moved one p roduct i tem by o ffering dis co unts on o the r ,  better selling i tems , 

and then when the manufacture r  runs a special on these better sellin g  i tems 

nothing happens be cause the sys tem is already loade d-up . Also , these dis counts 

have , for many firms , been in cluded in their promotional budge ts .  But , ove r time , 

they have los t thei r e f fectiveness as a p romotional tool to the t rade , and ye t 

there is less money available fo r othe r p romotional e ffo rts and supp lier p romo-

tions are abso rbe d  by the trade rather than being p assed through to the cus tome r .  

Physical Dis trib ution : 

An issue asso ciate d wi th the purchasing sys tem is the actual physical 

movenent and s to rage o f  the goods . That is , to what exten t does the trade carry 

the required s i ze o f  inven tory s to cks , at the des ire d  lo cations , p rovi de e f fi cien t  

transpor t ,  p erfo rm the ne cess ary b reak-bulk and re-packagin g necess ary , and so on . 

At the top o f  the channe l ,  many o f  the houses and p rimary wholes alers have 

" trading" as thei r  b as i c  viewpo int and thus do not wan t to incre ase their inve s t-

ment any mo re than ne ces s ary . Thus the expo rte r  o ften has to begin by accep ting 

r: 
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that he is going to carry the safe ty s to cks , that he may have to share in the 

carrying cos ts o f  the who lesale r ' s "normal" invento ries , and that the levels 

wil l  be ne go tiate d on a p roduct by p roduct b asis  in rela tion to proven s ales . 

Ye t ,  i t  is here that the foreign firm c an us ually reach some reasonab le agreement 

on the require d s to cks ; furthe r down the sys tem the p roblem becomes mo re s eve re .  

As one executive put i t ,  "yo u  have to cram as much as possib le in to one case 

s ince he is only goin g to buy one o f  any thing . " In addi tion to the probl em o f  

sp ace , se condary wholes alers and re tailers are living o f f cre di t extens ions and 

they the re fore tend to look upon inven to ries as cash rathe r than s to ck to supply 

s ales . Some fi rms in the indus trial marke t have found that their dis tributo rs 

are really commis s ion agents wi th the manufacture r  shipping dire ctly to the 

cus tomer from i ts own s to ck .  Even major cus tomers o f  raw materials appear imb ued 

wi th the s ame philosophy . Fo r examp le ; many firms have been wo rkin g with 

cus tomer cons i gnment on inven to ries in No rth Ame ri ca and Europe but Jap anese 

indus try is v�ry res is tan t  to this practice .  As a consequen ce , inven to ry 

carrying cos ts cannot be re duce d ( and. p ro fi ts share d) and the s upplier adds these 

cos ts onto the lis t p ri ce to the trade and th es e ge t mul tiplied up by the s ucces-

sive margins . In sho rt , the sys tem general ly at temp ts to avoid or at leas t 

minimi ze s to cks at all levels even tho ugh the p ractice leads to higher indivi dual 

p ro duct cos ts . 

This "b ack p re s s ure" in the sys tem hq.s created cert ain p roblems fo r the 

fo reign firms . Fo r some p roducts , such as chemi cals , the margins have no t been 

good enough to p ay for keeping the manufacture r ' s invento ries in Jap an themselves . 

On ce the inven tory moves o ff-shore , howeve r ,  many problems are encountere d with 

de lays in shipping , border cle aran ce e t c .  Also , fi rms mus t plan their external 

p roduction to Jap anes e s ales movemen ts an d shipping dates . That requires a majo r 

corpo rate commi tmen t to the marke t and a s ales level suffi cien t to make this 

" inte grat ion" a viable p ropos ition . 
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In addi tion to the nee d for small lo t de livery to many outle ts ,  the lower 

leve ls o f  the channel us ually wan t  a great deal of  asso rtment wi thin the "one 

case" they are p rep are d to take . This means that the trade mus t perform time 

cons uming and expensive b reak-b ulk and rep ackagin g operations . Another reason 

for this individual han dling is the fact that the Jap anese cons umer to a gre at 

extent b uys on the basis o f  the appearan ce of the p roduct an d p ackage whi ch , 

the re fore , mus t arrive in perfe c t  con di tion . Certainly , in many fields this is  

a prime reason why manufacturers will no t at temp t to go di re ct s in ce they coul d 

not afford to reach al l the market with the individual shipmen t requirements o f  

· the various re tailers . 

No t only mus t the sys tem move the goods down , but  also , because o f  the lack 

o f  space at the bo ttom o f  the channe l ,  i t  mus t be p repared to take the re turn o f  

the goods as we ll i f  they do not sell within a fairly limi te d perio d  of  time . 

Even though free re turn poli cies are a time-honoure d tradi tion , some s uppliers 

have sought to ins ti tute a no-return poli cy to con trol the flow o f  goo ds th ro ugh 

thei r  middlemen . In s uch cases , however ,  the s to ck may be sold-of f  at below 
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cos t  to " cash wholes ale rs " to free-up sp ace an d then these wholesalers will dump 

the goods b ack into the marke t threatening the s tability o f  the p ri cing s tructure . 

The nee d  for cons tant con tact wi th the re tail trade by the man ufacture r is  

s trengthened by the fact  that it  appe ars that one can o f ten ge t ini ti al dis tri­

b ution -- many seem to b uy b e cause i t  is new -- but once i t  sells , the sys tem is  

slow to re-o rder and the firm and i ts rep resen tatives mus t cons tan tly fo llow-up 

if s tock-outs are to be p revente d .  The reasons for this un doub te dly res i de in 

the issue of man agement quali ty within the trade re fe rre d to in the firs t part 

o.f this p aper .  

The following would seem to indi cate that the p racti ce of  mul tip le h andling 

also takes p lace wi thin the transpo rtation fun ction : 
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Physical dis tribution outs ide of Tokyo is di f fi cul t and expensive . 
An Ameri can firm may contract with a s ingle transportation comp any 
to ge t the p roduct to the end user . O ften , howeve r ,  a dif ferent 
transp ort.ation company will carry the p roduct b e tween each mi ddleman . 
Some ti1UeS transportation comp anies operate only wi thin given geographi cal 
areas , and to ship goods for great dis tan ces means that several trans­
p or tation comp anies will be invo lved,  each within i ts own area,  even though 
no mi ddlemen are involved . 21 

I t  should be note d ,  however,  that mos t  fi rms feel that this creates a cos t  

problem more than one o f  de lay s in delivery . 

The lack o f  inventory sp ace in the sys tem means that i f  s ales drop then orders 

are cut bac� quickly causing rap id inventory b uild-up at the top of  the channel 

o r ,  i f  sale pick up the orders come in fas ter than home-b ased p roduction can 

respond . For p roducts such as lumber this can create a serious problem. For 

examp le lumber i s  shipped in large quan ti ties by ship and i s  place d in holdin g 

yards . But i f  the yard be comes ful l then the old s to ck mus t go or pay ve ry he avy 

fines . To avoid the se fines and be  prepare d  to mee t s ales in cre ases would either 

require that inventories o f  Japanese-cut s to ck to be held offshore or that the 

fo reign s awmil ls be p repared for rap id production swi tch-overs for wha t  to day is 

a small p rop ortion of  their business . 

On b alan ce i t  woul d seem that the issue o f  phys ical distrib ution in Japan is 

not so much one of e f fi cien t delivery as i t  is one of cons i derable cos t . For ·•. 
foreign , P ro ducts there mus t ,  there fo re ,  be  suffi cient margins , given minimum 

pos sible volumes , to abso rb these cos ts . And the fi rms involve d mus t be  suf-

fi ciently commi tted to the market to carry the ne cess ary inven tories and / or 

program their production to the market .  

2 1  
U . S . Dep t .  o f  S t ate , The Japanese Dis trib ution Sys tem , p .  22 . 

I :  I i 
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Bo rde r  Arrangemen ts : 

In any review o f  the issues behind proper marke t represen tation the q ues tion 

of what the dis tributor can and should be able to perform in movin g the goo ds and 

paymen ts acro�s his borde r nee ds to be dealt wi th . O f  parti cular con cern is his 

role in ob taining the necessary imp ort li censes ' arran ging for c�s toms clearan ce '  

ob taining the mos t  p re feren tial goo ds clas s i fi cation for duties an d ins uring th at 

the payment for the goo ds can be made out o f  the coun try . 

Prob ab ly the firs t f act that nee ds to be emphas i zed is that Jap anese cus tom 

o f fi cials have ··a wo rld-wi de reputation for being s ti cklers for de tail and the 

s lightes t error in the documen ts e tc .  wil l s top the clearan ce p rocess . While the 

p ort o f  ent ry can apparen tly play a role -- Yokohama has a tough reputation com-

pare d  wi th ,  s ay Kobe -- the exporter will undoub tedly need a dis tributo r  who has 

had sound importing experi ence or is well connected with one of  the han dful o f  

broke rs who can bring goo ds in to Jap an .  

· Beyond this there is also the ques tion o f  the need for " c onnections"  wi t:h 

the vario us autho ri ties in order to get desire d  tre atmen t .  I t  appe ars that con-

ne ctions with cus toms people does play a role in duty as signment or spee d o f  

clearance -- p robably a res ul t o f  b o th the s i ze of  the dis tributo r  an d his 

experience in dealing with the various individuals . The size o f  the impo rter 

raises the issue of the role whi ch the large t rading houses can play .  The lis ts 

of p rohib i te d· goo ds in Japan is a posi tive one in comp arison to the ne gative 

lis ts one n ormally finds . I f  the cus toms o f fi cials have never come across a 

parti cular produc t i t  will not be on thei r  p os i tive lis t an d thus will not be  

allowe d in . In  such cases h aving a large trading house as the exporte r ' s repre-

sen tative h as,. __ many advantages i f  the trading house is p rep ared to use i ts powe r 

on the £�rei gn manufacture r' s behalf -- the Japanese governmen t is not  swayed 

eas ily . When li censes from various minis tries are required the p o tenti al role 

the importer can play is not clear. There is general agreemen t th at  these 



minis tries are very di f fi cul t to in fluen ce b ut i t  is also true that the large 

Japanese trading houses appear to have far less trouble and can cer tainly ge t 

li censes much fas ter than smal l Japanes e impo rters o r  foreign manufa cture rs .  

Final ly , quo tas for s ome go ods unde r quo ta res tri ction are given only to trad-
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ing companies an d there fore one has no  alte rnative b ut to export through the quo ta 

. ho lde rs . 

On a b roade r  plane , the nee d to deal wi th various governmen t o f fi ces is a 

fact o f  Jap anese b us ines s li fe . Careful adherence to form and p rocedure is 

importan t ,  an d the exporte r ' s Jap anese rep resen tative should spend conside rable 

e ffo rt in cul tivating good relations wi th the o ffi ces with which he mus t  de al . 

For goods whi ch are un de r quo tas the role o f  the various indus try as sociations 

mus t also be taken int o  account . That is , the dis trib uto r should have a well 

es tablished p osition in orde r to be  able to use this tradi tional channel to the 

gove rnment to se cure a des ire d  portion or p osi tion in whatever allo tmen ts are 

being made . 

In the are a  of paymen ts , sin ce mos t imports move on a letter o f  credi t there 

are few p roblems once the bureaucrati c p ro ces s is unde rs too d .  Fo r example , the 

documen ts mus t travel th rough the b anks and arrive be fore the go ods o r  they wil l  

not be cleare d .  For te rms o ther than the s tandard le tter o f  credi t ,  the March , 

19 7 8  revisions whi ch s ub s tan tial ly libe rali zed the "S tan dard Me thod o f  S e t tlemen t" 

sys tem have helped to imp rove the o ften time cons uming an d compli cate d documen t 

p rocess although the p roce dure remains a dis couragemen t to the exporter an d 

req uires a reas onably sophis ticated dis tributo r .  

Excep t when the re are special li cense , quo ta ,  or cle arance p rob lems i t  is 

gene rally fe lt that while this dimension of rep resentation is a headache it is 

no t a maj o r  problem area and p robably should not be considered a key dis tributo r 

selection cri·te rion . 
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Se lling o f  Other Go ods : 

In j udging how well a p o tential dis tributor may be able to rep resent the 

expo rter the ques tion of  what goods he is now selling always requires atten tion . 

Speci fi cally ,  the exporter should know : ( 1 )  to what extent availab le dis tri-

b uto rs ' lines are compe ting and comp atible ; ( 2 )  the exten t to whi ch he can exe rcise 

control ove r the number and types o f  lines carried;  ( 3) what factors appear to 

govern whi ch particul ar lines are given a push . 

In dis cussing the issue o f  access to the marke t one mus t fi rs t draw at ten-

tion to the highly concen trated nature of Japanese b usines s .  Fo r purposes o f  

illus tration , the fol lowing table p oints o ut the market shares which the leading 

companies in seve ral cons umer p roduct are as held in 19 71 : 

Tab le 4 :  

P roduct 

Colar TV 
P assenge r  Cars 
Co lar Film 
Cosme tics 
Too thp as te 
Laundry Dete rgen t 
Bee r 
Whiskey 
Cheese 
Carbonate d 

Beverages 
Pian os 

Company 

Mats us hi ta (P anasoni c) 
Toyo ta 
Fuj i 
Shisei do 
Lion 
Kao S o ap 
Kirin 
S untory 
Snow Brand 

Coca- Co la Jap an 
Nipp on Gakki (Yamaha) 

Marke t Sha re 

31 . 5 %  
40 . 3% 
70 . 0% 
32 . 0% 
70 . 0% 
32 . 5% 
62 . 5% 
70 . 0% 
6 3 . 0% 

6 8 . 0% 
64 . 4% 

S ource : U . S .  Dep artmen t o f  S tate , Marke ting Cons umer Products in Japan : 
Background Information , p .  6 .  

There are also indi ca tions that the marke t concen trations o f  these Jap anese 

comp anies are incre asing rather than de cre as in g .  As a resul t ,  in the relevan t 

channe ls o f  dis tribution fo r these p roducts almo s t  everyone owes their livelihoo d 

to the leading Jap anese comp anies . Thus the foreign manufacture r is o f ten faced 

wi th the op tions o f  ei ther at temp ting to b uild a p arallel sys tem , aligning hims e l f  

with a domes tic manufac turer and o ffe ring his non- compe ting i tems , o r  limi tin g him-

i 
I 

I · 
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self t o  a sele c te d  number of  outlets or corporate accoun ts whi ch are p rep are d  to 

accep t his o f fe rin g .  

When licenses are requi re d ,  the goods class i fi cation can also create a p roblem 

o f  the trade carrying di re cly competi tive p roducts . For example , b an d-aids are 

cal le d  pharmaceuti cal p roducts an d thus mus t go through thos e who lesale rs wh o can 

ge t a li cense from the Minis try o f  Health .  Given a limi ted number o f  li censes 

mos t  wholes alers may also rep resent compe ting p roducts . 

There is also a tendency for the t rade to go p rimarily afte r  the sho rt- term 

margin rathe r than think ab out long- te rm market shares and p roduct posi tioning .  

I n  the dep artmen t s to res , for example , the great gul f  b e tween the b uyin g and 

me rchandi zing dep artments means that go ods �re bought on the b asis  o f  margins an d 

not on the b as is o f  volume . That is , the space given to individual b rands in a 

dep artmen t s to re may have nothing to do with market share . Thus the trade will 

push whi chever b rand is giving the bes t de al at the time . In pas sing i t  shoul d 

be noted that some fi rms , such as a success ful pharmaceuti cal comp any , feel that 

this margin fixation ac tually wo rks in the foreign firm' s favour since its 

p ro ducts are typi cally the highes t p ri ce d  an d thus carry the greates t margins . 

Anothe r p oint re lative to the ques tion of  competi tive p roducts is the is
.
s ue 

o f  the finan cing role played by the primary wholesalers . To ob tain the des i re d  

marke t coverage the expo rte r will normally have to ali gn himself with one o f  the 

larger wholesale rs who can finance the channel and the re fore is o f ten faced wi th 

the competi tive p roducts p roblem. 

Finally , to many observe rs there appears to be clear proo f  that , fo r any 

numb er o f  reasons , the t rade will sell domes ti c equivalents ove r  imp orts in many 

cases . This s i tuation is , o f  course , not unique to the Jap anese marke t but does 

mean that extra e ffort i s  requi re d to sell impo rte d p ro ducts . 

Given the above , the issue that p resen ts i tself  is how does a firm seek to 

ge t the trade to push i ts b ran d o f  a p roduct . One group of  forei gn fi rms which 
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appear to have succeeded in dealing with this si tuation are con cen trating on 

selling a limi te d number of unique i terns in their lines or are in a growin g 

market whe re s ales o f  imports will not hurt domes ti c p roducers . Those fi rms who 

have aligne d themselves wi th domes ti c manufacturers appear to h ave p arti ally 

ove rcome this p roblem as well .  

Another group o f  firms is at temp ting to resolve the si tuation by develop ing 

the demand for thei r  p ro ducts themselves on the belief that the trade , as one 

pers on p ut i t , "l oves to take orde rs . "  This pul l s trategy will be de alt wi th 

furthe r in the next section so s uffi ce i t  so s ay here that while the app roach is 

bo th expensive and risky , a limited number of foreign manufacturers have been 

success ful with this app roach . 

Those fi rms who have tried to gene rate a push th rough an internal p ro gram of  

spe cial deals , s alesman spifs e t c .  h ave generally found that a large p art of  

their p romotional b udget is  consume d in these e fforts since the wholes ale r 

is p laying all the fi rms o f f  agains t each o the r ,  wi th rathe r marginal marke t 

impact.  

Since the trade , as we s aw p reviously , o f ten sells on the b asis o f  a calendar 

o f  promo tional p ackages , the carrying o f  compe ting lines can be come mo�e awkward . 

Fo r example , who les alers will at temp t to load in three mon ths o f ,  s ay ,  p roprie tary 

drugs in one week wi th a special deal to the re tailer.  The nex t  month a special 

on a competi tive b ran d will be o f fere d  in o rder to load that b ran d in . This can 

cre ate a great deal o f  dead s tock and the infamous re turn goo ds prob lem noted 

under the inventory se ction . In sho rt , at temp ting to ge t b rand emphasis through 

the us e of  special de als to the trade can be the source o f  many headaches and 

failures . 
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S ales E f for t :  

O f  p rimary conce rn  t o  the exporte r is the q ues tion of  whether o r  n o t  his 

rep res en tatives wil l p rovide the type of s ales e f fo rt require d fo r marke t succes s . 

In this regard he needs to j udge the ab ili ty o f  the trade to deliver a total and 

consis tent selling e ffort down through to the final b uye r to cover the en ti re 

relevan t market on a geographical o r  account b asis , and to field a s ales fo rce 

whi ch is adequate in s i ze and q uali ty . 

I t  is wi dely agreed tha t  the wholesale trade in Japan is essen tially one o f  

o rde r take rs . This is p arti cularly true at the se condary levels where the 

typi cal "wholes aler" is really a van drivei who goes aroun d  asking people what 

they wan t to day .  This o rde r taking mentali ty has me an t ,  for many firms , that 

they canno t  con trol the s el lin g e ffort the way they wan t .  I t  is di f fi cul t ,  as a 

res ul t  to concen trate on p roducts an d se gmen ts des ired wi th the req ui re d  level 

of manpowe r to b uild a future pos i tion . 

To ove rcome this ,  fi rms cons tan t ly try to negotiate cert ain targe ts wi th 

their who les alers . O thers use competi tive p ri cing te chniques such as the p ro­

vision of  di f feren tial margins to give the des ire d  di re ction . All agree , howeve r ,  

that i f  the j ob i s  to ge t done , the manufacture r will have to do i t himsel f .  

As an examp le of  this p rob lem consi der a firm sellin g a consumer p ro duct 

to the chain organizations . The s upp lier ' s salesmen will firs t go to their 

who les ale r an d nego tiate what they are going to o ffe r a chain in this are a .  They 

cannot cal l directly on the chain s in ce this would be a threat to the who les ale r ' s 

posi tion . On ce the offe r  is agreed to then both sets o f  salesmen go on a double 

cal l ( " do co hombi")  and sell it to the re taile r .  At this point the who lesaler 

generally loses interes t s ince he has made his money an d he has no merchan di zing 

expe rtise .  However ,  s in ce the s tandards o f  managemen t in the chains is qui te low 

(poor me rchandise display , poor t raffi c flow , non use o f  b ran d leaders for s to re 

pos itioning e t c . )  the s upplier mus t use his own s ales force to follow through . 
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The issue · o f  being a foreign firm appears to be involve d he re a s  well . 

Many Japanese dis tributors , be cause o f  p as t  experi ence , are very skepti cal o f  

fo rei gners because they fee l that they do not fo llow-up . Thus the firm needs to 

go down the channe l with his goods i f ,  for no othe r reason , but to show that he is 

serious abo u t  the marke t .  The foreign firm also confron ts a p roblem as i t  seeks 

to attract the quali ty o f  Jap anes e  personnel require d  for its s ales e ffort s in ce 

wo rkin g for a foreign fi rm h as tradi tionally carried ve ry little p res tige o r  

securi ty for the Japanes e .  

This nee d to " do i t  yourself , "  combine d with limi ted re s ources , has mean t 

that s ome fi rms have had to limi t their p rime marke t targe ts to a small number o f  

outlets in the consumer area or to a cert ain select group . o f  accoun ts in the 

indus trial fie l d .  In other words , the foreign firm mus t follow a sele ctive market 

segmentation app ro ach on entering the Japanese marke t .  

Japanese pri cing p ractices also h ave a di re ct in fluence on the nature o f  the 

s ales effort . The fi rs t issue is the p reviously no te d "margin fixation" o f  the 

trade . One writer des cribed this process as fol lows : 

P ro fi t  in Jap an from selling imported goods has tradi tionally come 
from selling small q uan ti ties with large p ro fi t  margins . This 
atti tude towards forei gn p roducts and profi t mar gins continues 
throughout the Jap anese dis tribution sys tem -- importer , dis trib ut o r ,  
wholes ale r ·an d  re taile r are all committed t o  han dling limi te d 
quantities o f  the p roduct be cause this is how they keep their 
p ro fi t  margins high .  . Everyone p rofits in this type o f  pri cin g 
sys tem excep t the foreign manufacture r . 2 2  

As a consequen ce , any maj or incre ase i n  selling e ffort runs he adlon g in to the 

cons train t o f  the limi te d market p o tential created by the excep tionally high 

final p ri ces . 

The s e cond are a o f  con ce rn  is the issue o f  " flexible p ri cing" in Jap an . We 

previously s aw that the p ri ce set  by a Jap anese manufacturer depends on a number 

22 
U . S .  Dep artmen t of S tate , Marke ting Consumer Products in Japan : B ackground 

Information , p .  9 .  

1 '  
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o f  factors , one of  which is the desire to  maintain the tradi tional sp read be tween 

domes ti c an d  imported pro ducts re gardless o f  changes in p roduction cos ts , 

exchange rates and the like . Thus i f  the trade due to the margin o rien tation , is 

us ing pri cing te chniques as i ts maj o r  s e lling e f fort , the expo rter may find i t  

di ffi cul t t o  build an ini ti al market pos ition without heavy p ri ce dis countin g.  

Also , the use of reb ates as  a p rime sellin g  method can le ad to a loss o f  

control over the final price an d thus loss o f  control ove r marke t positionin g.  

Fo r examp le ,  i f  the selle r can increas e  the s i ze of  his  reb ate by cuttin g the 

p ri ce to ob tain some minimum volume leve l ,  he may be ab le to generate more p ro fi t  

through the hi gher reb ate than would o therwis e  b e  the case . Adding t o  this 

p rob lem is the fact that the trade j ealous ly guards i ts free dom to utilize flexible 

pri cing an d i t  may be very di f fi cul t even to find out what they are doing n o t  to 

men tion the di ffi cul ties o f  con tro lling i t .  

The cons tant use o f  a puls at ing calendar o f  p romo tions me ans that i t  i s  di f­

fi cul t to main tain a cons tant an d sys temati c sales push . I t  app ears th at the 

trade fee ls that if  i t  can lo ad-in inven tory at  the next lowe r level the goo ds 

wil l  s omehow move . This "supply cre ates deman d" philosophy may well be a result 

of Japan ' s tradi tion al production orient ation during the rebuilding afte r  the 

war . S uch a sys tem , with i ts resulting tot al o r ientation to price , will ens ure 

that even tually the firm' s b ran de d go odwill turn in to a commo dity . Thus , again , 

the expo rter needs his peop le cons tantly in the field to con trol the p ro cess . 

In the indus trial market "sell ing" may re ally be the developmen t o f  personal 

friendships . Mos t  firms buy from a ven dors lis t an d the manufacture r ' s rep re­

sentative mus t ei ther ge t on that lis t o r  develop ties wi th a firm that is . 

Consequen tly , while the manufacture r ' s own sales force may be doin g  the actual 

p roduct se lling , he will continue to pay the middlemen to keep himself on the 

lis t .  Thus the market real ly requires two levels of  sales e ffor t .  
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The lengthy personal negotiations whi ch charac te ri ze the Jap anese in dus trial 

market means that the number of calls an d time spent per order is o f ten much 

higher than elsewhe re . Thus the fi rm mus t take this in to accoun t  re lative to 

the s i ze o f  the req uire d  s ales force , call frequencies an d cos t-per-order conside­

rations when selecting the mi ddlemen , building i ts own force , o r  in choosing 

marke t targe ts . 

In the indus tri al field a number of  firms fel t  that for highly techni cal 

pro ducts the tradi tional who lesale rs were o ften not cap able o f  p rovi ding the 

quali fied sales personne l neces sary and that they requi re d cons tan t  b ack-up from 

the manufacture r .  This appe ars to b e  parti cularly true for the large trading 

houses who appear unwilling to make the ne cess ary inves tmen t .  This does no t ,  

howeve r,  keep these comp anies from insis tin g that they act as the mi ddleman fo r 

the p roduct in q ues tion b ased on thei r value in "con tacts . "  

Final ly , a wo rd should be s ai d  about the p roblems en co unte re d  wi th the s a les 

e fforts of the large trading houses . On the b asis o f  the in te rviews conducte d  

the di ffi culties appe ar to fal l int o  three areas . Fi rs t ,  they p re fe r  to s ell 

on ly to l arge accounts . Secondly , they are re ally on ly e ffe ctive in promo ting 

to their own group . And thirdly , they will trim their s ales e f forts i f  by so 

doing they can help other domes ti c manufacture rs with whom they have various 

rela tions_hips .  

I f  a con clusion can be drawn from the above i t  is that the app oin ting o f  a 

dis trib uto r t o  do the se lling is seldom enough . The expo rte r mus t be  p rep are d 

to make the necess ary inves tmen t to p lace himsel f  in the marke t on a re gular 

b asis . 
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Advertising and P romo tion 

In addi tion to the personal sel ling e ffort the foreign manufacturer als o  

nee ds to know what role advertis ing an d p romotion can p l ay in achieving his 

des ire d  s ales levels . Wi thin the con text of channel management ,  he als o  mus t 

determine who shoul d be respons ib le fo r the developmen t and managemen t o f  

promo tional p rograms and who will h ave to p ay for them. 

Fo r the purpose o f  general introduction , the fo llowing table indi cates the 

re lative percentage of advertising expendi tures in various medi a by represen tative 

manufacturers ' groups as wel l as the pe rcentage of to tal national adve rtis ing 

expendi tures accounted for by each indus try . 

PERCENT 
TOTAL 

PRODUCTS NEWSPAPER MAGAZINE RADIO TV ADVERTIS ING -----
Foods & Beverages 13 21 19 47 14 . 8  

Raw Materials 11 19 54 16 1 . 1  

General Machinery 25 25 22 28 . 9 

Precision , Off ice * 18 48 14 20 3 . 0  
Machinery 

Electrical Machinery* 23 26 33 18 6 . 4  

Transportation 20 19  50 11 5 . 4  
Equipment* 

Hous ing , Cons true- 62 17 5 16 6 . 6  
tion Mater ials 

* By def inition includes s ome consumer items . 

S ource : U . S . Dep artmen t o f  S tate , Capi tal Go ods Marke ting in .Tapan ( Tokyo : 
Ame ri can Embassy , March , 19 7 8) , p .  2 4 .  

Adve rtising in the indus trial field in Japan appears to have at  leas t two 

charac teris tics . In a number o f  in dus tries the Jap anese appear to do a great 

deal of ins ti tutional p romo tion b ut very li ttle individual b ran d work .  This may 

wel l  be a res ult o f  the " group " orientation dis cusse d e arlie r .  The trade also 

' I  1 .  
I ' 1! 
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tends to advertise in spurts , ei the r be cause o f  the fact that seas onal buying 

tends to ch aracte rize the general field o r  to coinci de with trade exhib i tions 

whi ch play a maj o r  role in promo ting indus tri al p roducts in Jap an . Consequen tly , 

the re is ve ry little p romotion aimed at long-term b rand buil d-up . 

Gene rally , given the role o f  pers onal contacts the in fluence o f  advertising 

is fe lt to b e  minor in generating indus trial sales . Ye t ,  the exe cutives in te r-

viewed agree d that f orei gn manufacturers nee d to advertise in order to main tain 

the " fo reign and new" image whi ch does de fini tely help sales . 

In the consumer fie ld,  one of the majo r  is sues is the allo cation o f  the p ro-

mo tional b udge t  because of the q ues tion of  market acces s .  Fo r some p ro ducts , _ 

such as liquo r ,  access to the marke t is so tightly controlle d  that the maj or 

portion of the b udget mus t go to the trade to gain access . Fo r example , 50 per 

cent of Tokyo ' s  on-p remise marke t is controlle d  through 54 " re tailers "  (out o f  

8 , 000) who s e t  up indivi duals in thei r b ars and s upply them wi th all o f  their 

2 3  
go o ds . T o  sell t o  a b ar ,  al l of  whi ch are b as ical ly b ran d exclusive , a man ufac-

turer mus t give the new b ar free liquo r ,  gl as ses , cash , s ilverware and the like . 

Also , sin ce re tail outle ts are really con trolle d by the levels above them through 

credi t extensions , p romotion may ge t the manufacture r awarenes s  b ut not ne ces-

sarily sales i f  he h as not ob tained flo or sp ace . Thus , unless the firm has a lot 

of money it is fe lt that he is "be tte r- of f  spending i t  whe re you can touch the 

cus tome r . " In sho r t ,  because o f  the way the sys tem ope rates the "p�sh" e lement 

mus t be p resent i f  "pull" is to have any value . 

There also appe ars to be  s ome resis tance by the t rade to heavy p romotional 

efforts by manufacturers sin ce it may well lessen i ts control and some o f  the 

financing wi ll , in all p rob abili ty ,  come out o f  re duce d trade margins . This 

res is tan ce is further s trengthene d i f  the t rade feels that programs t ransplan ted 

2 3
Fi gures p rovi ded during an interview . 
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from ab road may run counter to es tablished p ractices and comp e ti tive no rms . 

Given the trade ' s  con trol ove r  the flow o f  the go ods , this means that i t  can and 

o f ten does p lay a res tri cting role . 

Comp ounding the p romo tional p rob lem is the fact that , like every thin g  else , 

advertising in Jap an is very expensive when compared to , s ay ,  No rth Ameri ca . 

( The exe cutives fe lt that ove rall cos ts were app roximately 50 per cent higher. ) 

In addi tion to the highe r p rodu ction cos ts , the fact that the media do not seem 

as well se gmen ted also adds greatly to the expense . This also hin ders the firm' s 

ab ili ty to isolate an d tes t  various al ternative p rograms whi ch , again , may add to 

the ul timate cos t .  

This raises the issue o f  who pays for the p nomo tion . Be cause o f  space and 

fin ancial limi tations inherent in the sys tem , the trade canno t aff ord to carry a 

pro duct for very long an d thus tends to be ve ry conse rvative when i t  comes to 

lon g-term marke t deve lopment .  Cons equently , while there does appear t o  be some 

short-term co-ope rative advertising , the maj o ri ty o f  the suppliers have found that 

they nee d to p lace and p ay f or any majo r  adve rtising themselves . Yet � be cause o f  

the cos ts and the feeling that the Japanese marke t is s till " uncertain , "  many o f  

the local manage rs have found i t  very di fficul t to ge t their he ad-o f fi ces to 

agree to spend the ne cess ary amoun t .  

Finally , i n  p ract i ce the use o f  _advertising to b uild a " cus tome r fran chise" 

in order to pull the product through the channel faces a number of  operational 

p rob lems . Fi rs t ,  because o f  the di fficul ty in p ro te cting p ro duct desi gns o r  

even b rand names - - s ince English b rand names o ften be come gene ric terms to the 

Japanese -- the forei gn manufacturer has to p rote c t  himself in the s to re wi th 

freq uen t s ale s calls o r  his adve rtisin g  can be was ted. Thus the marke t share o f  

a number o f  firms is considerab ly less than their share o f  advertisin g  be caus e 

o f  the subs ti tution e ffe ct . Secon d ,  to make advertising pay the firm mus t sen d  

out a detail force t o  try and con trol the re tail outle ts . Speci fi cally , they 
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mus t promo te "sp ace management" con cep ts given the tradi tional o rien tation o f  

b uying dep artments to purchase p rimarily on the basis o f  margins . This is made 

mo re diffi cult in many p roduct groups by the fact th at no one product has a large 

enough share o f  the marke t to force any ch ange at the re tail level . Thirdly , 

there appears to be a limi ted number of  dire c t  p ull- creating me chanisms in Jap an .  

The re are adve rtisin g an d  cons umer con tes ts -- with speci fi c  limits -- b ut no 

coupons , s amplin g  can be extremely expens ive , s elf-liqui dators do not seem to 

work we ll , and deep-cut feature p ri cing does no t really exis t .  Consequen tly , the 

firm canno t  build a ful l North-Ameri can type o f  p romo tional p ackage an d  as a 

result looses some o f  the to tal imp act from i ts normal marke ting program. 

Pos t-S ale Servi cing 

For s ome p roducts the p rovis ion o f  adequate servi cing is a cri tical element 

in the to tal s ales e f fort.  In such cases the fi rm mus t de termine the exten t to 

whi ch the trade can p rovide the requi re d  levels o f  servi ce , the avai l ability o f  

o uts ide groups who can p erform the fun ction , the cos ts involve d ,  and the role 

the manufacturer mus t play himsel f .  

The real role that servi ce plays in Jap an was di fficul t fo r this wri ter to 

ful ly dete rmine . On the on·e hand the following can be heard : 

. . .  ass uring the Jap anese cus tomer o f  the reliability of  the fore i gn  
s upplier ' s  long- term commi tment t o  the Jap anese marke t i s  cri tical , 
be cause he is accus tomed to a ful l  range o f  responsive fo llow-up 
servi ce by Jap anese domes tic s uppliers . A maj or cri ticism levied 
agains t foreign s uppliers , an d in p arti cular U . S .  firms , is lack of  
at ten tion to  te chni cal services b o th b e fo re and after s ales , and 
Jap anese manufacturers are qui ck to explo i t  thes e attitudes . Many 
Jap anese b uyers are inclined to op t for the p urchase o f  less expensive 
domes ti cally pr oduced equipment wi th lowe r pe rforman ce characteris tics 
and p roduct li fe , because o f  the ass urance that even wi th b re akdowns , 
down time will be �nimi zed by the rapid servi ce response o f  the 
domes ti c s upplier. 2 

2 4  U . S .  Dep artmen t o f  S t ate , Capi tal Go ods Marke ting in Japan , pp . 25-26 . 
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Certain ly the firms interviewed in this s tudy di d agree wi th the essen ce o f  this 

quo te . That is , servi ce has to be availab le lo cally ; b uyers will no t depend on 

service personne l  being called in from ab road as needed . 

On the other han d ,  some firms h ave found that the Japanese do no t look on 

p roducts in as long a term point-o f-view and i f  the manufacturer wants to main tain 

i ts quali ty image he h as to maintain his own pos t-s ale groups to perform the up­

keep . In fact , one maj o r  indus trial dis tributor n oted that his firm typ i cally h as 

not charged fo r i ts servi ce s ince the cus tomer woul d not main tain the equipmen t 

i f  he h ad to p ay and then the s upp lier would not b e  ab le to keep up i ts quali ty 

image . Possib ly the iss ue can be s ummari zed by s aying that lo cal s ervi ce is a 

ne cess ary , b ut not cri ti cal , condi tion to s ales . 

Mos t o f  the fi rms felt that the average Japanese dis tributo r ,  like elsewhe re , 

wants to sell the p roduct b ut not ge t involve d in the after-servi ce .  In addi tion , 

some noted tha t the dis t rib utors have not been ab le to keep up wi th the new 

te chnology , parti cularly since the competi tion and cus tome rs have become ve ry 

te chni cally as tute . However , there are dis tributo rs who do p rovide the servi ce 

although one will o f ten find that they are carrying competing p ro du cts , a condi­

tion the s upplier may have to live with , i f  he will take the new firm on . 

In other cases the supp lier firms have found that there are usually good 

independent servi ce organi zations around . The p rob lem is that they are very 

expensive and thus one can see manufacturers p erforming the warranty servi cin g 

themselves and on ly turning the pos t-warranty wo rk ( for whi ch the b uye r pays ) 

over to thes e servi ce groups . I f  servi ce is cri tical , and the exporter cann o t  

a f ford his own s taff,  then h e  may try t o  s elect a Jap anese manufacturer o f  

re lated p roducts a s  his dis tributo r  to gain access to the quali fied personnel . 

This may , again , limi t the number o f  lines which he can sell in the marke t .  
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Marke t Information 

The final trade fun ction to be deal t with here is the ques tion o f  the marke t 

feedb ack whi ch the dis tributo r will provide to the s upplier. Such issues as the 

type o f  info rmation which is made available , i ts reliability an d t imelines s ,  and 

the trade ' s view towards i ts use nee d  to be considere d .  

Firs t o f  all , Japanes e  dis trib utors , like o thers around the wo rld ,  will 

generally guard their market knowledge in order to p rotect thei r  position . One 

mus t add to this the fact , that , the way in whi ch the wholes alers guard acces s  

to thei r  cus tomers -- the manufacture r  canno t  call o n  them di rectly - - also me ans 

that i t  is di ffi cul t to get the kin d of information the fi rm may want . 

In the consumer goo ds are a ,  the trade gene rally lacks a " consumer orien t a­

tion" in a N orth Ameri can sens e .  I t  i s  fel t  that this p rob ably res ults from the 

fact that until re cen tly Jap anes e manufacture rs s imp ly s aid they will make "x" 

amount and they coul d always sell i t .  Thus " research" usually means the analysis 

o f  pas t  s ales fi gures to es timate future volumes b ut always extrapolating the 

pas t .  This o rientation also means that even when the manufac turer does the s tudy 

hims elf there is s till a p roblem in ge tting the trade to unders tand i t .  

In the indus trial marke t mos t firms felt that a truly "b uye r ' s  marke t" 

exis ts and thus all the t rade does is feed b ack the commen ts of purchas ing agents 

who , of course , are trying to ge t a better deal . Fo r examp le , foreign p ro duced 

p ro ducts , in any fie ld,  are "never ri gh t  for the Japanese marke t . " One cas e 

involve d Ame ri can tools whi ch were s upposed to b e  to o large and heavy fo r 

Japanese workers -- until the s upplier went out and purchas e d  all o f  the compe­

ti tors
.
1 products and found that the Ameri can tools were the smalles t and ligh tes t 

on the market !  

Consequently , mos t fi rms feel that they h ave to ge t their own in fo rmation . 

This is a rather re cent deve lopment whi ch has come about wi th the opening up o f  

· a  number o f  b ranches by the maj o r  inte rnational cons ul ting fi rms sin ce , as one 
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executive p u t  i t ,  " they are the only ones who unders tan d what I ' m  talking ab out . "  

Again , howeve r , the cos ts are hi gh -- one maj o r  Ameri can consul ting firm said that 

i ts fees run about 50 per cen t hi gher than in the U . S .  

The impo rtan ce o f  the firm doing i ts own research an d analys is is heightene d  

b y  the fact that Jap anese dis tributo rs wo rk almos t to tally to agree d targe ts and 

thus the s upplier had be tter have i ts own s e t  o f  data in orde r  to nego tiate these 

targe ts p roperly . In fac t ,  s ome fi rms no ted that this lack o f  kn owledge co ul d be  

thei r greates t we aknes s in the marke t .  They have been flying blind in to tal 

dependence on their Japanes e who les ale rs . 

SUMMARY 

At this point i t  is app rop ri ate to give a brief and general summary o f  

some o f  the more important issues an d p rob lems whi ch h ave been touche d upon . 

Ove rview 

The channe ls o f  dis tribution tend to be long with many layers invo lve d in 

moving the goods . 

The sys tem is ch arac teri ze d by many small fi rms . 

The comp lex and lengthy channe ls add greatly to the final price wi th a 

p arti cularly ne gative impact on foreign-p roduced go ods . 

The large trading houses play a dominant role in fo rei gn trade . 

A great deal of  control over the l ower l eve ls o f  the channel is exercised by 

large manufacturers , trading houses , an d  maj or wholes alers . 

Wi thin the lengthy channels the actual flow o f  a parti cular goo d  can be highly 

p roduct sp eci fi c .  

Some positive forces f o r  change appear t o  be : in cre as ing labour sho rtage in 

the trade ; rising wage rates ; mi ddlemen closing down be cause o f  poo r re turns ; 

some inves tmen t being made in infras tructure by trading houses , manufacturers 
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and gove rnmen t ;  s ub urb an and satelli te- ci ty growth ; b anks becoming more con­

ce rne d about low re turns and b ankrup t cies ; rise o f  supermarke ts and chains ; 

and increas e  in large voluntary groups o f  wholes alers an d retailers . 

Res is tance to these forces appear to arise from : conservative philosophy ; 

iso lation from foreign change agen ts ; high use o f  labour-intensive techniques 

whi ch serve to create j obs ; gene rally poor man agement ;  too many smal l firms 

to deve lop any real economies o f  scale ; lack o f  s tandardi zation o f  functi ons 

and processes ; lack o f  space for chains to grow effi ciently ; high cos t o f  

b uying-in today ; l aws an d regulations to pro te ct the small firm ; need for 

finan cing by retaile rs ; shoppers s till p re fe r  lo cal s to res ; an d impo rtan ce o f  

personal re lationships in dealings . 

Actual change has been very slow coming to-date . 

Op erational Issues 

Nationali ty : 

Personal relationships an d ob li gation , combined wi th a s trong desire fo r s ta­

bility , p lay a cri ti cal role in gaining access to the marke t .  

These relationships are held toge ther by a seri es o f  finan cial in cen tives an d 

£on trol p rocedures . 

The importan ce o f  pers onal re lations means that the fore i gn  manufacture r mus t 

use a Japanes e  middleman even i f  they p rovi de li ttle in fun ctional performan ce .  

The tight grouping also acts as a b arrier to any change being in troduced by 

the fo rei gn s upplier. 

The s trength of the group may force an expo rter to ali gn himsel f wi th a 

domes ti c  manufacture r and sell only non-competing lines ; or sell goo ds whi ch 

wil l n ot hurt domesti c manufac turers . 

A rep res en tative wil l  h ave s trength only wi thin his group o f  relations and 

this wil l de termine the marke t whi ch he can cove r .  
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The di f fi culty a s upplier may have in i denti fying the n ature o f  the relation-

ships wil l vary by p roduct , account typ e , an d geographi c are a of con cern .  

There has been li ttle success in trying to by-pass this sys tem. 

Con tract : 

The legal form o f  contract p l ays a minor role in es tablishing and controlling 

the s upplier ' s relationship with his l o cal rep resentative . 

To be o f  any value the con tract should be viewed as being sho rt term , flexib le , 

and cons tan tly under nego tiation . 

Contro l  is normally achieved through f ace- to- face contact , finan cing o f  the 

trade , and the use of  overlapping s ales fo rces . 

The des i re for harmony an d s tab ili ty means th at any ch anges in exis tin g rela-

tionships mus t be de alt with care ful ly .  

Exclusive Rights : 

While exclusive rights are not  allowed un der Jap anese law , the sole agency fo rm 

is and tends to serve the s ame purpose . 

Given the des ire for s tability and harmony , s ome form o f  exclusivi ty by are a,  

p ro duct , or accoun t  lis t  no rmal ly is given . 

The. supp lie r mus t  be  p rep ared to control the degree o f  compe ti tion amon g the 

mi ddlemen . 

The p roblem of  limi ted access arising from the role o f  groups me ans that the 

supplier mus t work b ack from the marke t se gments to ensure p rope r  assignmen t ,  

Purchasing Characteris ti cs 

While s ome change is now taking place , mos t  goods mus t move to Japan on a 

le tte r  of credi t  b as is -- with cert ain unique p roce dures bein g involve d .  

Goods are s old on an extens ive credi t b as is internally which mus t b e  matched 

ei the r by the manufacture r' s rep res entative or himsel f .  
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To be competi tive the trade needs great flexib ility in the p ri ce s  charged for 

any one s ale . 

In addi tion to adding to cos ts and raisin g  final p ri ces , the cre di t sys tem also 

me ans that tigh t  on-site cash managemen t is requi re d .  

Cre di t o f ten serves t o  limi t - market access for the fo reign supplier. 

Go ods are typ i cally o rdered in small amounts an d in wi de as sortments . 

The nature o f  ordering forces invento ry b a ckup the channel and has cre ate d  

a 1 1 dealing syndrome" whi ch makes control extremely di ffi cul t .  

Dealing has also serve d t o  reduce the effe ctivenes s o f  p romo tional p rograms . 

Little chan ge in the p resent sys tem can be anticip ated . 

Physi cal Dis tribu tion : 

A s trong " trading" orientation by channel membe rs serves to re duce inves tmen t 

in s to cks . 

Trading also tends to cre ate wi de fl uctuations in o rder p atterns an d thus in 

s tocks . 

This has created many invento ry , shipping , an d p roduction s cheduling p roblems 

for the fo rei gn s upp lie rs . 

The ordering characteris ti es have created a great deal o f  handling an d re-

packagin g whi ch carries a very high cos t .  

The role o f  credi t and the " loading-in" o f  s to cks creates a re turned- goods 

problem and/or the nee d for gre ater credi t extens ion . 

Border Arrangements : 

Japanes e cus toms have a reputation for being tou gh and the expo rter' s lo cal 

rep resentative mus t either be experienced or have go od rel ations wi th a broke r .  

The large trading houses appear t o  be ab le t o  ge t better t reatmen t .  

The fo reign manufacture r ' s rep res entative ' s  position in the relevant indus try 

asso ciati on is important in dealing wi th the governmen t .  

I I 
I I· 
I· I 1 ,  

I 
I 
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Se lling O ther Goods : 

Marke t shares are highly concen trated among Japanese manufacture rs an d they 

there fore exe rcise s trong control over the trade . 

When li censes are neede d ,  the fore i gn s upplier us ually mus t go wi th a I 
representative who is carrying compe ting p ro ducts . 

The trade tends to b uy and sell on imme dia te margins rathe r than long-term 
1; 

profits and the foreign supplier mus t there fore use margins to ge t emphas is I : 
! 

for his p ro duct. 

The foreign p roduce r  often mus t con centrate on non-compe tin g i terns so as n o t  

t o  hurt domes ti c manufacturers and consequen tly ge t a push f o r  h i s  p roducts . 

The use of in- trade " deals " to ge t emphas is appears to be les s than rewardin g 

as a long te rm s trate gy . 

Sales Effor t :  

Japanese mi ddlemen are seen as being b as i cally order- take rs . 

It  is fe l t  that be caus e  o f  this i t  is di f fi cul t to control the sellin g e ffort 

and the supp lie r really nee ds hi s own ove rlapping s ales force . 

Being a foreign firm also means that an extra s ales e f fort by i ts own peop le 

is required to show commi tment to the market .  

The resources require d  to mount the s ales e ff ort often means that only 

certain segmen ts o f  the marke t can be targe te d .  

The high final pri ces also limi t the to tal market po tential even when the 

fi rm ' s  own s ales force is employed.  

The flexible pri cing by Japanese manufacture rs can blun t  maj o r  sales e ffo rts 

be cause of the margin fixation of the trade . 

The p ractice o f  loading-in o f  invento ries makes a cons tan t  sales e ffort for 

any individual b rand di f fi cul t to ob tain . 

Even when · the supplier is doing all o f  the sel ling he needs to appoin t lo cal 
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• 

rep resen tatives in orde r to gain access to the accoun ts . 

S ales efforts by the large tradin g houses appear to be limited by the desire 

1 ,  : '  

t o  serve only the large volume accounts , the concentration within their group , 

and the wil lingnes s to he lp domes tic manufac turers . 

Advertis ing and P romo tion : 

In the indus trial field advertising tends to be ins ti tutional and sho rt- term .  

Be cause of  the diffi cul ty in gaining marke t access , a great deal o f  the promo-

tional b udge t mus t go to the trade . 

The trade ten ds to resist  a heavy p ull approa ch because o f  fe ars about loss o f  

control and main taining competi tive harmony . 

P ro ducti on cos ts , lack of  media segmen tation , an d a limi te d number o f  p romo tional 

me ch anisms make adve rtisin g ve ry expens ive . 

Any long-term program mus t be p ai d  for by the manufacturer himsel f .  

A heavy fol low-through o f  p ersonal s ales ef forts is nee ded in orde r t o  p rote ct 

any gains achieved through advertising . 

Pos t-s ale Servi cing : 

Mus t  be available locally . 

The buyers wan t servi ce but are reluctan t  to p ay for i t .  

Those rep resen tative houses whi ch d o  p rovide servi ce are us ually carrying 

competing p ro ducts . 

Independen t service groups are available but expensive .  

To gain the service e lement some fore ign suppliers choose to sell non-

compe ting lines th rough dome s ti c  manufacturers . 
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Marke t Information : 

The trade will guard i ts knowledge . 

There is a lack of  a " cons umer orientation" in a No rth Ameri can sense . 

A "Buyer' s marke t" tends to colour the information fe d b ack by the trade . 

Mos t  foreign firms get their own in formation , o f ten through the in ternational 

consulting firms now coming into the market . 
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CONCLUSI ON 

A s uccess ful ent ry into a nation al marke t  is always a dif fi cul t p rocess 

fo r any o ff-shore p roducer.  Yet , the rather limited succes s  o f  foreign fi rms 

25 
in Jap an would seem to indi cate that this p arti cular market is more trouble-

s ome than mos t .  Based on the resuits o f  this s tudy , we believe that the manne r 

in whi ch the Jap anese ch annels of  dis tribution are s tructure d an d man age d  

p resents one o f  the maj o r  reasons f o r  the app aren t failure o f  foreign firms to 

es tab lish maj or marke t p arti cip ation in Jap an . In p articular,  when compare d to 

alternate marke ts , the en try cos ts appear to be excee dingly high given the " re al" 

s ales po ten tial for many foreign p roduced go ods . 

While the paper has con cen trated on s ome of the p rob l ems whi ch foreign 

firms have experienced in the Japanese marke t , . there are success ful marke ting 

ven tures and those s ho uld not be i gnore d .  I f  we were to characteri ze these 

fi rms a number of the fo l lowing at trib utes are often p resen t :  

( 1) They h ave been in Jap an for a long time and have put s ubs tan tial sums o f  

money in to the marke t wi th l ow initial returns . 

(2)  
. 26 

They have p laced their own managemen t in the marke t .  

( 3) They have defined thei r  targe t  markets not only on the b asis o f  cus tome r 

groups b ut also on the b asis  o f  the mos t  desirab le channel s tructure . That 

is , market segment ation mus t take p l ace not only relative to the ul timate 

b uyer but mus t also t ake in to account the parti cular group of middlemen 

25 see for examp le : Minis t ry o f  In ternational Trade an d Indus try , Trends in 
_F_o_r_e_i_,g.._n_-_A_f_f_i_l_i_a_t_e_d_E_n_t_e_rp_,,_r_i_s_e_s __ in __ J_a_.p_a_n ( Tokyo : News from MI TI , NR-16 5 , Ap ril 
20 , 19 7 8) . 

26
The yearly cos t o f  p l acing a man in Tokyo has been es timated to be around 

$ 150 , 000 exclus ive of s alary and fringe bene fits . See : U . S .  Departmen t o f  S tate , 
Capi tal Goods Marke ting in Japan , p .  45 . 
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which the fi rm feels is the mos t  app rop riate t o  ali gn i tsel f wi th .  

• ( 4 )  They have attempted to p lace themselves as close to the ul timate user as 

possible from the be ginning .  In s ome cases this h as meant the developmen t 

o f  thei r  own dis trib ution s tructure . 

( 5 )  They have ali gne d themse lves with Jap anese manufacturers o f  complimen tary 

p roducts yet s till maintained cons tan t  involvemen t in the selling effor t .  

( 6 )  They h ave concentrated their sel ling e fforts to tho se product i tems whi ch 

are unique in some way -- e .  g. , have p atentable features , a well es tablished 

image , or have cont rol over s ome cri tical material inp ut to the p ro duction . 

p rocess  which Japanese firms can no t ob tain . 

( 7) They have adj us te d  their personnel poli cies ( and managemen t style) to 

mee t Japanese s tan dards in order to develop a sound lo cal marke ting group . 

(8) They have cons tantly shown the trade that their world-wide organi zation i s  

commi t te d  t o  the marke t f o r  the long te rm.  

In s um ,  en try into the Jap anese marke t i s  di ffi cul t but no t impos sib le for 

the firm with the res ources , . the products , and the commi tment .  In addi tion , 

the new firm mus t be p rep ared to spend far more time developing a wo rking 

knowledge o f  the market for h is products than i s  o f ten the case elsewhere . 

Ini tial blunders las t far longer in Japan than what many Wes terners are used to . 

... 
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