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Introduction

Distribution in Japan is typically complex, multilayered, inefficient, and highly unique.  According to Peter Drucker, 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 numbers of wholesalers and retailers are more than twice those found in the United States. The relative productivity of Japanese distribution is half that of its manufacturing segment and much less than that found in the United States or Europe. A product changes hand from manufacturer to general distributor to special distributor to special subdistributor to retailer to consumer; sometimes the product never physically changes hands, merely the paperwork. Primary, secondary, and tertiary wholesalers exist in Japan with each group performing different functions in the physical and financial aspects of distribution. Often goods are trucked from one warehouse to another in the same block. All these costs are borne by the Japanese consumer.   


 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. Each layer adds a margin. The product moves from the factory to the sales company, which is a wholly owned subsidiary of the company that manufactures the product, but is a separate organization. The next layer is the large wholesaler or institutional customer, followed by the small wholesaler, who will take the product out to the secondary wholesalers and the hundreds of thousands of mom-and-pop stores throughout Japan. 


Maintaining the relationship between channel members is often far more important than maintaining the sales level of a particular product or short-term profitability. This is expressed through personal relationships, which are built through frequent visits and elaborate courtesies. Wholesalers are expected to supply a substantial number of personnel to retailers to support their product sales.  Such support staff often work in  the retail store, but are paid for by the wholesaler. Distributors and wholesalers are often also expected to provide product specific sales training and extensive after-sales service. This can also involve the occasional provision of money to “send the son to school,”  frequent exchanges of gifts, friendly discussions, and very little direct pressure to sell. Historically, Japanese merchants developed ingenious collusive ways to prevent competition within a system dominated by wholesalers, which are in the pivotal position at the hub of commercial activities. Merchandise had to pass through multiple levels of highly specialized intermediaries. 

MANUFACTURERS

In Meiji Japan and through to this day, the manufacturing class has enjoyed higher prestige than the merchant class because the manufacturers were credited with Japan’s post–Second World War economic success.


The intense rivalry between wholesalers and retailers puts pressure on manufacturers to continually bring out new products. However, the lengthy Japanese distribution channel makes it difficult for manufacturers to keep their fingers on the pulse of the market. To overcome this obstacle, many  manufactures open and operate “antenna” stores, which are designed to broadcast ideas and receive ideas and feedback  from  consumers.  In   these  stores,  manufacturers collect retail information and consumer feedback, identify early emerging trends, promote particular products, and present images of the future in order to test responses. Another technique used by many manufacturers is having their own distribution channels; Matsushita 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 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 system has helped preserve loyalty among the company’s 25,000 National stores in Japan by, in effect, discouraging them from buying and offering other makers’ products. 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.


Tight relationships between suppliers and manufacturers increase innovation.  First, where buyer and supplier have a close relationship, frank and open exchanges of information usually take place, which often leads to innovative problem solving.  Because buyer and supplier are closely linked, a new supplier can only “break in” by offering something significantly different.  A lower price is usually not enough to sway a customer.  The in-supplier is usually working hard with its customer to develop new and improved ways of doing things; the out-supplier has to work even harder and innovate even faster to break in and gain a foothold.


The long-term commitment between Japanese channel members is prompted by relationship building. Solid business relationships are based on mutual trust between customer and supplier.  One of trade practices peculiar to Japan is that traders try to resolve their disputes flexibly based not necessarily on formal contracts, but on their mutual trust and confidence, which have been built up by human relationships and a long stable continuity of transactions.  This raises entry costs, requiring considerable time and effort for any new entrant to create a new business relationship.  As a result,  obstacles to  foreign  or out-group manufacturers are immense. Manufacturer-paid demonstrations in retail outlets are also used to strengthen the manufacturer-dealer relationship. When a manufacturer or wholesaler sells to a department store, their agreement often requires the producer to provide a number of sales personnel and maintain a minimum level of sales for the retailer. The manufacturer often pays for management education programs for dealer personnel, store display kits, information, and financing. 


The Japanese manufacturer typically has a network of hundreds of primary wholesalers who deal exclusively with it.  The wholesalers’ livelihoods depend on the manufacturers’ ability to continue to provide products that will compete successfully against rival chains of distributors. The distribution network is an extension of the company itself and is of major concern to the manufacturer.  A perfect example of this is Fuji who has over 80 percent of the film market in Japan.  Nearly 70 percent of photographic products in Japan pass through four distributors with which Fuji maintains exclusive agreements. These distributors are bound to Fuji by financial, operational and technical means. As a result, Fuji film has a virtual monopoly on the color film and processing market because it controls either directly or indirectly most retail film shops. Due to its control of the intermediaries, it also can and has leaned heavily on independent shopowners unless they come to heel and carry only Fuji film.


Senior executives are obligated to visit each distributor at least once a year to reaffirm their commitment. The distributor will likewise visit the head office, factories, and branches of the manufacturer, knowing he will be treated like a family member.  Manufacturers are frequently equity partners of their key distributors, and the branch manager of the manufacturer’s sales division in each major town will almost always sit on the board of his local distributor.  As a director, he is privy to all the plans and strategies of the distributor and can thus guide events in the way that is most favorable to the objectives of his own manufacturing company.


Each distributor is a dedicated and exclusive wholesaler for one manufacturer in each product category. To carry other brands would be a violation of the giri (loyalty) that the wholesaler has to the manufacturer. Therefore, to see many different brands from different manufacturers, the consumer must visit numerous separate shops.  To a manufacturer, a distributor is worth working with only if he is totally committed to the manufacturer’s line of products.


Manufacturers’ control over wholesalers and retailers have been established chiefly by oligopolistic manufacturers using keiretsuka, vertical restraints, or control.   This control provides certain advantages in reducing the  transaction costs and providing better after-sale  service exist but these have offsetting disadvantages in reducing price flexibility and discouraging traders from acting on their own in the market. These restraints also tend to restrict new entry or exit.  Wholesalers and retailers often deal only with the products of their associated manufacturers. The Japanese strive to maintain retail prices at the same level in all classes of trade. No law such as Robinson-Patman exists to prevent such covert price fixing. Retail price maintenance is the standard.  In Japan, retailers who break the price line are often boycotted by manufacturers; they are regarded as untrustworthy.  Coca-Cola Japan has  seventeen bottling plans in Japan, including the world’s biggest in Tokyo, and controls 90 percent of Japan’s cola market.  It uses its clout in typical Japanese fashion to punish mom-and-pop retailers who dare to place a rival on their shelves. Japanese consumers pay an average of 100 yen (approximately $1.20) for each cola can or bottle (no quantity discounts).  


Major consumer goods industries are dominated by a few powerful manufacturers with well-known brand names. The large retailers enjoyed a low level of competition in many areas (their competitors were unable to build new stores to directly compete with them); they let wholesalers and manufacturers perform the major channel functions, thus reducing their own risks; and they used wholesalers’ distribution centers, which saved them the costs of setting up those facilities themselves.  Transactions are carried out on the basis of the tatene  or desired resale price set by manufacturers for each distribution level.  Designated wholesalers are used to handle delivery and payment even if stores negotiate directly with manufacturers. Chains often may change wholesalers only after getting the manufacturer’s approval and must select from among those designated by the manufacturer.


Manufacturers in Japan provide sales support, including after-sales service, advertising, and assistance in handling consumer claims.  They routinely offer rebates to get retailers to move the product.  These may include rebates for selling a certain quantity and achieving sales targets, making early payments, performing services, keeping inventory, providing sales promotions, being loyal to the supplier, following the manufacturer’s price policies, and cooperating with the manufacturer. These rebates are tantamount to a non-tariff barrier, which would be discriminatory, unfair, and illegal in most countries outside of Japan. Rebates must be negotiated separately with each channel member, and the importer is required to pay for the multitude of services and activities that in his home country would be included in normal  business  transactions.  Rebates  are typically  paid at the end of the year, not as incurred. Manufacturers’ rebates are based not only on quantity purchased, but also on loyalty and service. Rebates are provided as incentives for distributors, a portion of the profit returned to distributors to motivate them to purchase and sell a manufacturer’s products. Rebates are treated as confidential information between a manufacturer and a particular distributor.  The manufacturer pretends to be giving the best possible rebate to each distributor, who, in return, believes it will receive the rebate if it demonstrates great loyalty to its supplier.  These practices are rooted in Japanese history and values.


The return of unsold goods is another widely accepted practice. Henpinsei (returning unsold items to suppliers at no cost) adds to the cost of a product but strengthens loyalty among channel members. Elsewhere in the world, returns are usually not accepted unless goods are defective or deficient in some way.  In Japan, retailers can return unsold goods for any reason.  This increases the total costs, which are then passed on in retail prices. By allowing retailers to return unsold products, manufacturers thus take the risks of sales failures. This is especially relevant when selling new products or risky items or when wholesalers and manufacturers are pushing merchandise. Other special programs offered include tempu  (meaning “the addition”) in the pharmaceutical industry when suppliers routinely give customers extra items besides those invoiced as a special discount for some orders; this is typical for large-volume or out-of-season orders. Okiwasure  is when the  manufacturer makes  a conscious error in delivering more items than ordered (and naturally failing to charge for the extra items). Deferred payment between channel members is designed to promote harmonious relationships between suppliers and resellers in view of the shaky financing of most small channel members. The liberal use and extension of trade credit by means of promissory notes is common. These are often called “pregnancy notes,” as they may not become due for nine months.  


Detailing is another manufacturer practice.  While the volume of goods leaving the factory may appear to indicate a successful launch, often a large proportion of those goods are returned later to the manufacturer.  The detailing force asks the opinions of wholesalers and retailers about the product, determines exactly how well the product is moving, and provides an estimate of what the level of returns is likely to be.  The detailing force also establishes personal relationships among the manufacturer, the wholesaler,  and the retailer.  The presence of the detailing force allows the wholesaler and the retailer to express their frank opinions regarding the product and its prospects. The detailing force also assists the wholesaler and the retailer in merchandising,  advising the retailer on the arrangement of his store.

*

WHOLESALERS

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. Many of the current relationships are holdovers from that era. As a result, Japan has as many wholesalers as in the United States with less than half the population and considerably less surface area. 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.  Over 400,000 wholesalers exist, half of which 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. 


Three levels of wholesalers exist in Japan—primary, secondary, and tertiary wholesalers—with each group performing different functions with respect to the physical and financial aspects of distribution. Thousands of middlemen dominate an internal distribution system of Byzantine complexity and medieval inefficiency.  Prices rise as each middleman takes his cut, many for just moving the merchandise only a few miles, some not even touching the goods. One example of this practice are apples. 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 $4. Over 50 percent of large wholesalers in Japan operate without a contract. Japanese businessmen dislike being legally locked into an uncertain future and resent the feeling of basic distrust that generally accompanies such discussions and negotiations.


Most products pass through three or more wholesalers on their way from manufacturer to retailer.  Wholesalers act largely as agents of the manufacturer, handling financing, physical distribution, warehousing, inventory, promotion, and payment collection functions for manufacturers. With expensive land, limited space, and high storage costs, most retailers have limited inventory and use the wholesalers’ distribution centers. Wholesalers act as warehousers, since most Japanese retailers have little space for keeping stock. As a result, wholesalers deliver their products to the retailers fast, frequently, and in small quantities.  Wholesalers and manufacturers often take over the risk from the retailer by giving credit on stocks, by allowing the return of unsold goods, and by requiring resale price maintenance. In return, the retailer provides valuable information on the sales of his products to the wholesaler and the manufacturer.  Important information about the products, such as defects and tastes, reaches the Japanese manufacturer quickly through the close relationships of the retailer with his clients and with the wholesaler and the manufacturer. 


The wholesaler is often required to provide substantial sales support for the retailers. Substantial numbers of personnel are routinely sent to retailers to support their product sales; they often work in the retail stores, wearing store uniforms, but they are paid for by the wholesaler.  In some department store areas, the wholesaler-supplied personnel vastly outnumber the store-employed personnel. Food departments in Japanese supermarkets carry relatively few processed foods. Extensive use is made of  “tenants” who handle the more specialized food items. The rationale is that it is in the interest of the wholesaler or the manufacturer to have its personnel selling the products, since they are better able to explain the products to customers than retailer-employed personnel. In one sense, the department stores only provide a location and clerks (some of whom are also provided by wholesalers and manufacturers) while the wholesalers really sell the products. Product-specific sales training and extensive after-sales service are also provided. Retailers expect their wholesalers to be actively involved in business development and exert pressure on the manufacturers to remain competitive in their product offerings. These close business relationships make it easier for retailers and distributors to suggest product modifications and improvements. Suppliers’ engineers and designers tend to have very good working relationships with the manufacturer’s engineers. This leads to quicker product innovation. This system also encourages the sharing of information on product trends, innovations, competition, and market opportunities and serves as a source of objective information and valuable insights. The business loyalty demonstrated helps reduce uncertainty and tension, while contributing to a more cooperative business relationship and making each work harder for the other. The big dealer or retailer expects to be called on at least once a day by the wholesaler or distributor. Important customers expect to be able to place a call and have a representative on hand in half an hour.  Delivery service in Japan is considered in terms of retailers’ and wholesalers’ expectations more than from a cost or efficiency perspective.    


Another distinctive feature of the Japanese wholesaling business is the close and frequent interaction which exist among wholesalers. It is common business practice for the wholesalers in Japan to resell products to  other   wholesalers.  Japanese  wholesalers  sell  their  goods to other wholesalers twice as frequently as do their Western counterparts.  On average, they sell 38 percent of their goods to other wholesalers, 28 percent to industrial users, and only 22 percent to retailers.  Japan has over thirty times the number of food wholesalers as does the United States.  


Wholesalers are oriented mainly, although not exclusively, along functional, geographic, and product dimensions. Functional wholesalers take on very specific roles as export or import wholesalers or as primary, secondary, or even tertiary wholesalers. Geographic orientation expresses itself by a national or regional (provincial, as Japan has provinces instead of states as is found in the United States) focus. Product orientation is based on regional comparative advantage due to manufacturing concentration on particular product categories.



The exclusive distributor is also a fixture in Japan. Sole import distributors have a tendency to keep prices high and restrict distributive channels in order to maintain their brand images. A large general wholesaler of consumer goods has the typical showroom with the merchandise very well displayed.  However, all the merchandise is that of a single manufacturer. The wholesaler’s ties to the manufacturer may go as far as equity involvement and financing. In this case, the distribution network is an extension of the company itself. Japanese distributors tend to keep their clients away from their customers. They tend to hesitate investing in inventory and service.  


Dealers receive other incentives or aids from manufacturers or upper-level wholesalers. In order to gain their cooperation, free trips, visits to resort areas, and tickets to theater and sporting events are routinely provided.  This practice helps create a group feeling and closeness to business associates. Such offerings are viewed as appropriate means of showing appreciation, maintaining goodwill, assuring good human relations, and treating customers as they should be treated.  


These multiple layers of wholesalers who have developed close personal relationships with other wholesalers, manufacturers, importers, and retailers, serve as informal, non-tariff  barriers to foreign companies, and by doing so keeping outside companies out of the Japanese market. Many retailers are unwilling to disrupt their longstanding personal relationships with Japanese suppliers even when foreign companies offer superior product or price differentials. They (accurately) fear lack  of commitment, breakdowns in communications, and reprisals by long-term partners  if they are found handling foreign competitive products.
