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The channel of distribution is the path the good takes from the manufacturer to the ultimate user.  The channel provides the services needed to make a product available when it is demanded and in the quantities demanded by the customer. For business-to-business goods, the path (or channel length) is short, usually direct between manufacturer and the customer via the direct sales force of the manufacturer or often with an industrial distributor or manufacturers’ representative (agent) acting as intermediary between the two endpoints.  For consumer goods, channels are usually longer and typically have one or two levels of wholesalers before reaching the retailer and the final consumer.


Intermediaries perform functions what the manufacturers cannot or will not do. Their presence usually adds efficiency and effectiveness to the marketing process.  These functions include:  shipping, advertising and promotion, financing, buying, selling, bulk breaking, negotiation, stocking (inventory), materials handling, standardization and grading, market research, documentation, risk taking, and final assembly if necessary.   In addition, international channel members may provide the export activities such as customs and tariff documentation, insurance, and shipping. International channels of distribution must not only consider the problem of marketing within a country but between countries. 


International channel alternatives are many. Distributors, agents, commission houses, import merchants, brokers, jobbers, trading companies, cooperative exporters, state trading companies, vertical marketing systems such as franchises and cooperatives, and norazi are among the potential intermediaries.  It is not our purpose in detailing and defining each and every one and discussing advantages and disadvantages of one intermediary over another. We are interested in these only in how some intermediaries may be preferred and some ignored due to cultural reasons within a country or between countries.


In 1993, the top 100 retailers in the world represented over $1 trillion in sales.  The average top 100 company  operates nearly 2000 outlets.  Supermarkets, diversified companies and department stores predominate. These numbers do not include revenues from all other channel members. These numbers indicate very clearly the importance channels of distribution occupy in the international marketing mix.




Functions of Intermediaries





•   shipping, 





•   advertising and promotion,

 



•   financing, 





•   buying, 





•   selling, 





•   bulk breaking, 





•   negotiation, 





•   stocking (inventory), 





•    materials handling, 





•    standardization and grading, 





•    market research, 





•    documentation, 





•    risk taking, 





•    final assembly if necessary.

*              *            *

*       *

    The Many Varieties of International Intermediaries

 


•  Distributors, 




•  agents, 




•  commission houses, 




•  import merchants, 




•  brokers, 




•  jobbers, 




•  trading companies, 




•  cooperative exporters, 




•  state trading companies, 




•  vertical marketing systems 





franchises





cooperatives, 




•  norazi 


One of the main functions of culture is division of labor among various actors in the society.  Since the global environment is characterized by diverse and deep-rooted cultural norms and values, the nature of this division of labor across cultures should be considerably different.  Since channels of distribution are primarily designed to facilitate division of labor, channel relationships should therefore reflect the underlying cultural values of systems. An example of this culturally determined difference in distribution channels can be seen in a survey of dealers in India and the United States.  Compared to the American environment, the Indian environment was characterized by greater unidirectional communication from supplier to dealer, lower communication frequency, greater use of formal communication modes, and greater supplier use of direct influence strategies.


Distribution in underdeveloped countries is characterized by small intermediaries.   Distribution is slow and inefficient in underdeveloped countries because the population is widely scattered, inventories are low, costs of capital are high, middlemen are small, and margins are high. Developing countries are typically seller’s markets where the balance of power within the channel tilts toward the supplier (manufacturer).  Coupled with the fact that the typical dealer (retailer) in developing countries such as India are small and are attributed a relatively lower social status, this leads to asymmetrical power relationships and communication flows that are mostly unidirectional from supplier to dealer. In such economies, the supplier are typically provided a superior position as the provider in an undersupplied economy.


The attitude toward the middlemen in underdeveloped countries is generally negative.  This feeling exists because the people tend to emphasize production and consider the intermediary unproductive.  The result is often that this function is done on the side or secretly, which makes distribution overly difficult.  In addition, since intermediaries in such markets are typically not considered productive by the locals, few locals act as intermediaries and the vacuum is usually filled by foreigners. Middleman minorities (Jews, Chinese, Lebanese, Indians, Ibos of Nigeria) perform these locally-neglected intermediary functions, such as lending money and keeping retail shops, that increase the efficiency and hence the wealth of their new countries. The belief that middlemen are useless parasites is overturned when governments have expelled some groups en masse.  Only after prices and interest rates have risen in the wake of such actions, and in some cases the economy in general has collapsed, then it becomes clear just what and how much the middlemen contributed to the nation’s economic well-being. In Asia and Africa, these foreign middleman typically were Indian or Chinese. For formerly colonial countries, the mother countries controlled the intermediaries and many links still exist yet today to companies of the former colonial power.  The end result is that for undeveloped countries, intermediaries are often perceived to be gougers and cheaters rather than mechanisms for a efficient economy.



This view of the middleman as parasitic in nature can be ascribed as a Marxist view of distribution channels who viewed distribution as a social waste because it did not add value to products.  It was further perceived that wholesalers and retailers created anarchy by constantly fighting for profits; therefore, to create order and reduce anarchy, the State centralized the apparatus for distribution.  Soviet co-operatives supplied and operated outlets primarily in the rural areas while the State did likewise in the urban areas.  Retailers were given geographical monopolies and were generally specialized according to categories.



Retailers in underdeveloped countries are small and number in the thousands, many carry few lines of goods, serving few customers. The level of services that retailers provide to manufacturers varies according to their size.  Large retailers generally carry inventory, render financial help, display and promote merchandise and furnish market information.  On the other hand, smaller retailers often depend entirely on the manufacturer or wholesaler.  They carry limited number and lines of product and expect the vendor to provide credit.  Promotion and display is handled by the wholesaler.  The typical retail establishing in underdeveloped countries is a small, family-owned business that specializes in a narrow line of products.  In these cultures, the weekly market continues to be an important source of goods. As economies develop, retailers tend to increase in size, widen their assortments, offer less personal service, and segment their markets.


As economies develop, channels shorten and intermediaries become more skilled and larger.  Each channel member tends to be able to cover a larger geographical area since with a well developed infrastructure, the physical movement of goods is facilitated and communications infrastructure exists.  With a well-developed capital market, channel members are able to secure more financial resources.  


Nonetheless, inefficient channels is not necessarily restricted to developing or underdeveloped economies. Distribution in Japan is typically complex, multilayered, inefficient, and highly unique. The field of distributive trades may still be considered as a “dark continent in the economy in Japan”. While the United States needs two people to build a car and one to sell it; Japan requires one person to build the car and two to sell it. The average retail price in the United States is 1.7 times the factory invoice price; in Japan, it is an incredible three times the factory price.  It costs two to three times as much to sell a car in Japan as it does in Europe or the United States. An extremely efficient manufacturing industry shields the gross inefficiency of the distribution system and the agricultural and service sectors. In reality, modern Japan is an industrial power only in mass-produced products such as automobiles and consumer electronics. 


Japan has more wholesalers and retailers per capita than any other advanced industrial nation. The per capita number of wholesalers and retailers are twice that found in the United States. Half of the wholesalers employ fewer than five persons; only 5 percent have thirty or more employees. The ratio of wholesale to retail sales in Japan is four, three times higher than that found in the United States. Japanese  wholesalers  sell  their  goods to other wholesalers twice as frequently as do their Western counterparts. Japan has over thirty times the number of food wholesalers as does the United States U.S. A product ends up in the consumer’s hands only after it has passed through a distribution chain consisting of at least two and sometimes as many as five layers of wholesalers before landing on the retailer’s shelf. Prices escalate rapidly  as each intermediary takes its own cut. Apples from the United States move through the hands of more than a dozen middlemen in less than a day; starting at $.25 at the dock, each apple eventually costs the consumer nearly $4.


Japan has one million bars and restaurants, giving it three times the per capita rate in the United States. Retail firms are typically small (three employees on average, with sales less than half of the U. S. average). Most are independent operations that need frequent deliveries. Campbell Japan Inc.’s typical delivery of soup to a retailer in Japan is six cans; Campbell’s average shipment to wholesalers is three to twenty-five twenty-four-can cases.  So it is not surprising that soup in Tokyo costs four to five times that found in New York.  Many food superstores have twice the number of sales people as found in typical American stores, yet the American stores have five to ten times the sales of the typical Japanese store.


The importance of distribution even in a closed society can be seen by the example of Korea.  Kodak Film has become Korea’s most popular brand of color film through its link with the Doosan Group while Coca-Cola, not being allowed to participate in the distribution business, assisted its bottlers in marketing, promoting, and selling its products by training their sales agents, and even providing marketing kits for the retail outlets. 

Intermediaries differ considerably on a global basis: Hong Kong supermarkets, compared to those in the U.S., carry a higher proportion of fresh goods, are smaller, sell smaller quantities per customers, and are located more closely to each other. The Japanese emphasize the freshness and quality of produce; Lawson, a leading convenience store, has food delivered three times daily—midnight, before noon, and in the early evening. Shoppers visit stores frequently for small quantities rather than buying in bulk.  Germany and the U.K. have 160 inhabitants per retailer compared to Greece and Italy at 64-67 inhabitants per retailer.  The number of retail establishments continue to decline, more so in Northern Europe.  Northern Europe has a greater concentration of large retail establishments than found in Southern Europe.


Italian distribution is characterized by a very fragmented retail and wholesale structure. In the Netherlands, buyers’ cooperatives deal directly with manufacturers. In Germany, mail order sales are important, not so in Portugal. In Norway, regional distributors predominate. Consumer cooperatives have been traditionally popular in Europe, they control almost one quarter of food sales in Switzerland and claim one-third of Swiss households as members. Over 80 percent of Kenya’s retail and wholesale business is controlled by Asians.  Chinese dominate in the Philippines, Indonesia, and Malaysia. Finland has fewer stores per capital because general line retailers predominate. In Finland, four wholesaling houses handle the major portions of all trade, one alone, Kesko, controls over 20 percent of the market.


Channels must differ by country and culture since where consumers buy certain goods also differ country by country:  In Germany, contact lens solution is only found in stores that sell eyeglasses while in France it is found in most drugstores as well; magazines can be found in retail stores in the U.S. while news agents are the exclusive channel in the U.K. Baby foods are predominantly distributed through pharmacies in Italy, while German mothers can buy them in grocery stores.


Sometimes what works in the U.S. does not work elsewhere in the world; the converse is also true. Although the number of Benetton stores worldwide reached 7,000 in the early 1990s, the number of U.S. stores dropped below 400, half of the total five years previously.  the reason:  Benetton’s controversial ads (Aids, rainbow condoms, nuns kissing priests) may have been acceptable for liberal Europe but backfired in more conservative American locales. Hypermarkets, a French idea successful since the late 1960s, are three times the size of the typical discount store, selling everything from groceries to durables, proved to be a major flop in the U.S.  Wal-mart (Hypermart USA), SuperValue and Kmart (American Fare) all opened outlets the size of several football fields and then just as quickly closed them down. The stores were simply too big: aisle after aisle with shelves that rose several stories high. To have been successful, a store had to draw four time as many shoppers as would have a normal discount store at double the average transaction.


Walmart Value Club shoppers in Hong Kong seem to be voting for better locations, smaller product sizes and products more familiar to Chinese households by spending fewer dollars and visiting the stores less often than forecasted.  One reason is that  Hong Kong customers seem to place a premium on convenience, quality service and store values along with Hong Kong’s small living quarters, limited number of parking spaces, relatively few automobiles, and traffic congestion imply that the fundamental nature of warehouse clubs may be incompatible with Hong Kong. Value Club outlets are located away from the public transportation backbone, thus requiring extra time on taxis or buses; the lower prices at the store may be offset by higher transportation costs. The traditional practice of Chinese  housewives is to shop every day and the most convenience places for them to shop are stores on the way home from work or near their apartment complexes. Lack of familiarity of products also hurts Value Club.  Lack of space in living quarters means gallon jugs are not preferred, smaller containers must be available to handle and store. 


A fragmented wholesaling system in Mexico means higher transactions cost and inefficiency.  Warehouse clubs which reject credit cards in the U.S. have found that they can’t maintain that policy in Mexico because so many Mexicans use credit cards to manage their cash flow on basic purchases.  With the advent of NAFTA, Mexico appeared to be the shining star for retailers.  At one time, Wal-Mart planned to open (with CITRA) five warehouse clubs called Club Aurrera.  Price Co. was teaming up with retailer Comercial Mexicana to launch two new warehouse clubs outside of Mexico City.  Sears, in Mexico since 1945, planned to spend $150 million opening new stores and malls in Mexico as well as renovating its old stores.  McDonald’s planned to spend $500 million to open 250 new restaurants by the year 2000.  The Peso devaluation in December 1994 sprinkled a huge dose of reality on these plans and many retailers have scaled back or put on hold their plans until the Mexican economic situation clears up.


Wal-mart  attempted to enter Mexico in a large fashion only to find its American ways don’t always work there. Mexicans tend to shop as families as part of a weekend’s entertainment, necessitating wider aisles in stores.  Retailers  must place their stores close to residential areas since car ownership is not as high as it is in the U.S. In a grocery’s food section, Mexicans prefer produce and meat displayed as they are in the local market.  Mexicans consumers who see prepacked food do not think it is fresh.  Walmart is competing for the 8 of Mexico’s 82 million who are middle class or above.  The Wal-Mart in Monterey has prices 12 to 20 percent more than its Laredo store 150 miles to the North:  transportation costs and duties are the blame. Its Mexico City stores are accused of gouging the customer. 


Most Mexicans buy their eggs, produce and packaged foods in different stores, visiting three or more shops in their  daily or twice daily trips to the store. They most often visit self service supermarkets for highly packaged and processed products.  For fresh items, shoppers tend to frequent corner stores and open markets.  Speciality stores are for bread, red meat and chicken.  Most important factors for Mexican shoppers when selecting a food store are good quality, low prices, personal safety, clean shop, customer service and good variety.  Fewer than one in seven had changed the food store where they shop the most.  They reported high levels of satisfaction  and rated the stores excellent. The Mexican mercado, the traditional marketplace, is making a comeback and breaking even with supermarkets and hypermarkets.    The Nave Mayor mercado in Mexico City is 100 acres of vegetables, all under one single roof.  Mexican housewives many prefer the mercado, to go to a favorite merchant whom they know (not an impersonal supermarket), even though he may not have the best produce, because he is their friend.


Walmart entered Brazil and has also taken a humbling performance. It started operations in 1995 boldly predicting a retailing revolution. Wal-mart was very arrogant to think that just by cutting prices they were going to immediately eliminate retailers who have serviced Brazil for many decades. The typical Brazilian shopper has long established relationships with their Brazilian retailer Wal-mart cannot match.  


The Japanese distribution system stems from the early seventeenth century when cottage industries and a burgeoning urban population spawned a merchant class. During Japan’s feudal period, the country consisted of many small, largely self-contained provinces, each of which developed its own distribution system. Manufacturers who wished to penetrate these regions successfully needed to develop relationships with wholesalers in each area; 500 such regions existed in Japan at that time. As it is difficult for many manufacturers to sell in volume directly to the retailer or the end user, a large network of wholesalers is usually required.  This system endures because most Japanese companies typically operate with little equity capital and much debt.  Manufacturers supply goods to wholesalers in return for promissory notes with terms ranging up to six months or more. Strong personal relationships between channel members are the norm. Channel members routinely pool and share information.  This behavior has its roots in traditional village life where planting, irrigating, and harvesting rice are activities that have to be shared to succeed.


The Japanese distribution system exists to serve social as well as economic purposes, and the social or societal goal sometimes overshadows economic logic. Channel members are not altogether different from family members, with all levels and members tightly interlocked by tradition as much as by emotion.  It is a traumatic and sometimes tragic decision if channel members have to be dropped; such members may be unable to bear the social consequence of losing face and pride. Because of these implications, small and inefficient channel members are often retained and tolerated. 


With no social welfare system comparable to social security or unemployment compensation found in the United States, the Japanese distribution system  acts as an employment buffer by maintaining employment and income flows, and acts as a social welfare security net.  Most Japanese retire at age fifty-five with a lump sum pension (of up to three years’ salary) but live to well past seventy.  Those who cannot find a part-time job with one of their former employer’s subsidiaries or suppliers and who do not have sufficient funds to live out their lives—that is to say most retirees—often invest their severance pay in small retailers or wholesalers to provide steady income during their retirement.   It is a flexible, make-work device, acting as a buffer to absorb excess workers, especially those of retirement age and those who cannot find other work during economic downturns.  




Proctor & Gamble worked within this traditional system. In Japan, P&G’s marketing task was to convince the Japanese mother (and her influential  mother-in-law) that she is not lazy or uncaring if she uses disposable diapers.  P&G entered the Japanese market for disposable diapers by giving away millions of samples to consumers. This not only provided consumers with a free taste of the product but also established amae relationships throughout the distribution channel.  Wholesalers and retailers had to return the favor, which they did by setting up special displays showcasing the P&G product in supermarkets, department stores, and family shops. By way of contrast, Mattel bucked the system. After Mattel decided to sell its toys in Japan as it sells them in the rest of the world, to sell the same ones rather than specially designed versions. Mattel bypassed the wholesalers and liked up with 1,400 mass merchandise superstores, Western-style shopping malls. 



 Matsushita, part of the system,  sells through 56,000 retail outlets, half of which sell only Matsushita products and are, therefore, solely dependent on Matsushita. If Matsushita products fall behind those of Sony, the associated retailers suffer.  This exclusivity puts much pressure on manufacturers to innovate and to match competitors’ innovations.  It also provides the manufacturers with a built-in base of customers and a firm starting point for any products it manufacturers. Manufacturers are increasingly at war with independent discount retailers, who disrupt the manufacturers’ price structure and other channels.  Matsushita  is restructuring its rebate system, which used to reward stores based on the percentage of Matsushita-brand products in their inventories. The company will now base its rebate on the store’s actual sales of Matsushita goods. The National stores, named after Matsushita’s brand of household electronics sold in Japan, have played an important role in making Matsushita Japan’s biggest consumer electronics company.  These stores account for as much as 60 percent of Matsushita sales in Japan.


Global opportunities for retailers are a dicey proposition.  The critical question for a would-be international retailer is: “What advantages do we have relative to local competition?”  The objective answer often times is no.  In such cases, there is no reason to expect profitable operations to develop from such ventures. However, retailers can offer selection  and setting. J.C. Penney’s is expanding internationally after their research has indicated many foreign retailers often lack marketing sophistication in their displaying of products, optimizing customer traffic, and grouping products,  areas they have comparative strengths in.

FRANCHISING

Franchising is growing in popularity in every corner of the globe, much of its success is attributed to the 94 percent success rate it has achieved in the U.S. However, a mere 10 pecent of U.S. franchisers have entered markets outside of North America.  In 1990, 350 franchising companies operated more than 31,000 outlets outside of the United States. However, the International Franchise Association estimates that before the end of the decade more than half of U.S. franchise systems will be foreign bound.   International franchising requires only about one-tenth as much capital as does traditional expansion. Franchisers often prefer English-speaking countries but Japan and Mexico are also high on many lists.


McDonald’s put its first European  fast-food outlet in a suburb of Amsterdam, thinking it would be just like a suburb in Chicago (KFC-Japan did likewise with its first outlets in Tokyo);  in both cases the companies found that most Europeans and Japanese live in central cities and they are less mobile than the average American.  Central city locations were more efficient, productive, and profitable. When McDonald’s chose a French partner, it did so after extensive review and reference checking.  However initial inspections of the French restaurant alarmed the American staff.  Hygiene habits were observed that were considered unacceptable in its U.S. outlets and attitudes about cleanliness in its French operation were much less than were American attitudes at home.  These habits were not viewed as negatively by the French partner or by most of the French customers.  The major problem was that many of the outlets’ customers were American tourists expecting American standards.  Other franchises have adapted well to foreign cultures. Big Boy serves no pork in Saudi Arabic (turkey is used for its slim Jim sandwiches), male waiters are substituted for waitresses, and separate seating areas are provided for men, for families, and for women and children.


Both KFC’s Japanese partner (Mitsubishi) and McDonald’s Japanese partner were the most critical element in their success in Japan. Chinese and Japanese insist upon social relationship.  They favor non adversarial , non legalistic mediation and compromise.  They are more interested in long range.  An emphasis on reciprocity in social and business relationships exists.  Franchising seems to fit well with the existing structure of most Asian business, it is an ideal form of family run businesses.  Long standing Asian traditions such as master-apprentice are compatible with the franchisor-franchisee relationship.  Other Asian qualities such as work ethic, loyalty to the organization and attraction to western products suggest  the success of the Franchise concept in Asia. Mister Donut found success in Japan when it decide to target its marketing at singles looking for a wholesome alternative to the usual bar scene.


The Chinese market is ready for fast food and hotel franchises.  Franchises in China should remember that the country has ten provinces, each of which requires a separate deal, including differences in joint venture partners and restrictions.   Inconsistent ogovernment policies, fluctuation in currency exchange, inadequate intellectual property right protection, high inflation rates, high operating costs,  and a complicated taxation system provides major obstacles for operating in China. 



Developing countries often discriminate against franchising because it is viewed as a marketing system rather than as an economic contribution to the country.  Many Asian countries view franchise agreements (particularly trademarks licensing) as instruments of exploitation. It is argued that trademarks cause prices to rise without a corresponding increase in the quality of the product/service.  They fear that persuasive advertising will lead to resource misallocation and ultimately to an adverse balance of payments.
Regulations

Although regulations and non-tariff barriers are not culture-bound per se, culture and the norms within a culture certainly affect the regulations and legal standards within a country. If the regulations were not acceptable to the country’s dominant culture, they would not for long stay on the books. Therefore, by gazing at the regulatory restrictions that affect international channels of distribution, we are also examining culture. Europe and Japan, even though industrialized and developed, offer a variety of interesting and restrictive practices within the distribution network. Sweden, for example, has its town planners decide on the location of retail outlets, so that thinly populated areas, as well as elderly and handicapped customers, will be served. Many European countries protected owners of small shops by regulating the placement and types of new stores that could enter the market.


In Germany, local authorities can and do bar new stores if they believe existing ones will suffer; even at best it takes about five years to get authorization.  If a community opposes a store, there is no use even trying. Mr. Max has spent three years persuading more than 20 farmers to sell their land and petition the government to rezone it for commercial use.  If successful, next comes at least 18 months of haggling with local merchants who legally can demand concessions when new stores open nearby.  Mr. Max expects to open its store in 1997 but will almost certainly will shrink the store’s planned size at least 20 percent and pay inflated membership fees to a local trade associatio. 


Germany has traditionally limited store hours and competition. Stores were allowed to be open only 68 1/2 hours a week and had to close at 6:30 on weekdays and at 2 pm on Saturdays; Sunday shopping was forbidden. In July, 1996, a new law was passed, which took effect on Nov. 1, 1996, that lets stores stay open until 8 p.m. on weekdays and 4 p.m. on Saturday. Bakeries can sell fresh bread Sunday morning, though other stores must remain closed. The old law banning commercial baking on Sunday dated from 1915, when bread sales were limited because of grain shortages during World War I.  To cope with the old law, many Germans flocked to gas stations and train stations, which exploited a loophole in Germany's dense web of trades rules to sell food and alcohol outside normal store hours—at premium prices. Still, German stores can hold full-scale sales only twice a year, usually in January and late July; even then, they cannot discount food.  German clerks earn the equivalent of $16 an hour and get six weeks of vacation and are unionized. Heavy severance pay is required if  a store is closed. 


In Italy, small mom and pop stores still dominate the retail grocery industry with an average of only approximately thirty families supporting the typical grocery outlet.  Italians’ strong, traditional sense of community and neighborhood, coupled with laws that strongly protected small stores and made supermarket expansion a difficult and time consuming process, explain this phenomenon.  Italy’s stores typically take a  two hour lunch break and close down operations during lunch. 
In Italy, retail operations are chaotic.  Rules not only vary according to store type and season but also from city to city.  Some food stores are not allowed to sell raw ham on Thursday afternoons when they can only sell cooked food.  Some apparel stores are closed on Monday mornings while others  close on Saturday afternoon. In France, medicines must be sold through pharmacies; the Lang Law limits book discounting to only 5 percent.


British store owners are finally able to open their doors on Sunday.  However, the new law also indicates large fines if large stores stay open for more than six continuous hours between 10 am and 6 pm. Before, it was legal to buy a newspaper on Sunday but not a book.  It was also legal to shop for fresh vegetables and fruits but not the same foods in cans or bottles.  Oftentimes, shops close for one afternoon a week.  The British, like many other Europeans, although many like the modern convenience of larger supermarkets, miss the social relationships they have established over decades and centuries with their local shopowners, social practices the impersonal supermarket is not prepared to handle.  Some even have scheduled buying practices to formalize the daily shopping social.


In Japan, resistance to large competitors by small mom-and-pop stores, called  “papas-mamas,” can be extreme. A construction worker building a chain store in Tokyo was beaten by irate small shopowners. Gangs of other small shopowners repeatedly stormed the store screaming at employees and intimidating customers. Many cities enforced the former Large-Scale Retail Store (LRS) guidelines, which required a national retailer to get approval from all existing shopkeepers within a third of a mile before opening a store; councils of consumers, academics, and representatives of small and medium-sized stores and local department stores operate under the aegis of the local chambers of commerce to evaluate all plans for new stores. The national law decreed no retailer could open a store larger than 1500 square meters without having such approvals. Seventy-one licenses were needed before such a store could begin operations.  As a result, Japan only had one shopping center per 100,000 residents, one-tenth of the per capita rate in the United States.  MITI, which administered the LRS law, took from eight to ten years to approve a store; consequently, only about thirty large stores opened each year in Japan at half the size requested.  In order to circumvent the law, stores were opened with slightly less than 1,500 square meters of selling space; chains would form groups of companies that would purchase a building and open “different” stores on each floor, with each floor being slightly under the space limit.


Mr. Max can stay open until 8 pm in Japan but is required to take 24 days of holiday a year.  It cannot give discount coupons (for fear of violating laws designed to protect consumers from confusion), forbids it to discount such copyrighted products such as CDs, books, or magazines.  Mr. Max pays their predominately part time employees lower hourly rates in Japan while lifetime employees start at the same salary as a store manager.  Small enterprises do not have to keep accounts of their transactions. Japanese tax regulations favor small enterprises. Government facilitates the continuation of family stores because residential taxes are lower if one operates a business at home. The government also encourages small enterprises to continue business: Legacy duties are considerably lower for such continuation.



International retailing groups are marching into China, unwilling to be left out of the huge market. Problems include securing favorable locations at a reasonable price.  Rents in Shanghai are equivalent to that found in Hong Kong although incomparable in income levels. Every outlet has to pay tax on sales revenue through the local taxation bureau.  Joint ventures must be set up with each company that owns a location: Jeans West has 16 locations, and 16 joint ventures.


An often overlooked but critical factor is termination rights of the intermediary in another country. In the United States, termination for nonperformance is a relatively simple and accepted practice.  In other cultures, termination can be a costly and lengthy process.  In Honduras, the termination of an agent can cost up to five times the annual gross profits plus the value of the agent’s investment plus additional payments.  In Belgium, termination compensation includes the value of goodwill plus expenses for discharged employees; the minimum termination notice is three months.



The increasingly developing world economy means channels and intermediaries must in turn modernize and mature.  The number of stores are shrinking and the size of the survivors is increasing. Japanese toy manufacturers have traditionally sold through the convoluted, multitiered distribution system of Japan and initially refused to sell to Toys ‘R Us.   Toys ‘R Us retained its marketing strategy of signing low-cost direct supply contracts with manufacturers who also provided promotional funds. Toys ‘R Us, by buying direct from manufacturers, eliminated the multiple layers of wholesalers so prevalent in Japan. By 1994,Toys ‘R Us, in Japan since just 1992, had opened sixteen superstores throughout Japan and expected to have as many as thirty-five by the end of 1996.  Whereas the typical American outlet has $10 million in sales a year, their Japanese stores average $15 to $20 million each. With almost 4 percent of the Japanese market, it is projected to increase its share to 10 percent by 1996. 


Despite earlier Japanese prophecies of failure, its stores have been so popular that nearby department stores are feeling threatened and are upset.  Some of the local stores in Osaka and Tokyo have responded by discounting toy prices by as much as 30 percent. The Toys ‘R Us store in Niigata has 5,020 square meters and is almost half the combined size of the city’s 63 other toy stores.  In 1988, these stores had combined annual sales of $31 million; Toys R Us surpassed that amount by itself during the first year of operation.  The typical Japanese toy store tends to stock between 1,000 and 2,000 different items, compared to between 8,000 and 15,000 by Toys R Us.  Initially few Japanese toy companies were willing to risk offending wholesalers by supplying merchandise directly to Toys R Us.  It has now become too successful to ignore.  At first, faced with opposition from local retailers, landlords were reluctant to lease locations.  But as it became apparent that the stores were drawing large crowds, tunes changed and landlords now seek it out.  Toys R Us is a harbinger of the future for the Japanese distribution system.

*                  *          *    *


     
Variables Affecting Channel Choice




•   availability of intermediaries, 




•   the cost of their services, 




•   the functions and effectiveness in which they are preformed,




•   the extent of control the manufacturer can exert.


Global intermediaries offer these advantages:



•Cost savings from global intermediaries can be substantial


    •Familiarity with the native language.


    •Assist with culture related idiosyncrasies of operating in a given environment.


  •Assist in import/export documentation, custom clearances, and international banking requirements.


    •Offer more consistency and continuity of call coverage

