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Lecture #11:  The Japanese International Marketing Strategy
ROADS  TO  INTERNATIONALIZATION

The Japanese have traditionally followed one of three possible roads in their pursuit of  global market expansion.


The most prevalent route is moving from Japan to developing countries to developed countries. The strategy here is to build up the Japanese home market by making products that replace those imported from the West; then, by expanding domestic market share, economies of scale are gained. This is enabled by government protection, import restrictions, import duties, and foreign investment restrictions.  Southeast Asia, which typically has less competition, has often been used as a  base for building volume and sharpening marketing capabilities. With such marketing experience gained, cost improvements realized from such volume, and continuous improvement of  product  quality, the  Japanese are ready to enter the markets of more advanced countries. Here the Japanese companies tend to focus on specific geographic areas and market segments ignored by local producers so as to gain product and customer knowledge in order to build acceptance and capture market share.  This has been the route used for the steel, automobile, petrochemical, consumer electronics, digital watch, and camera industries.

 
The second path has been to secure the Japanese home market and move into developed countries and then into developing countries. In particular, Japanese companies using this route seek a developed country similar to the United States as a testing ground and a trial markets for their products. Australia is typical. Since Japan lacks natural resources, land is scare, and labor is skilled and loyal, Japanese companies tend to focus on industries that require high skills, are highly labor intensive, and require only small quantities of natural resources—industries that have strong economies of scale and strong experience curve effects. The Japanese corporate strategy is to enter the market with a low-priced, improved product; capture a large market share; and in the process bring down manufacturing costs to allow real learning curve effects to take place as well as margins to be generated. The companies then move into other developed countries as demand grows. In the American market, Japanese companies use price and distribution to penetrate the marketplace, relying first on becoming an original equipment manufacturer (OEM) or obtaining private-label business from American manufacturers or distributors; the resulting products are priced 10 to 20 percent lower than those of comparable local producers. This was the strategy used in such high-tech industries such as computers and semiconductors.


The third route to international success is producing products to sell in developed countries instead of the home market. These are products for which the home market demand is not developed or is too small to serve, including VCRs, color television sets, and sewing machines. Kao, Japan’s leading producer of soaps, detergents, and personal care products, historically considered its foreign subsidiaries as delivery pipelines for the company’s standardized products to be exported from its Japanese plants. Typically, though, Japan’s own home market is the mainspring of its industrial dynamo; Japan has a huge homogeneous market, composed of middle-class consumers that eagerly absorbs new products, that provides the basis for scale economies, and that is the primary market for most Japanese manufacturers.  Most manufacturers feel most comfortable producing for and selling to the domestic market. For many manufacturers, exports constitute the secondary market, not the market of choice. 


For a Japanese company to develop a global market network, it necessarily must work through the five stages in the process of becoming internationalized:


1. Utilize sogo shosha  or local distributors.


2. As the company gains a foothold, replace local distributors with its own overseas sales branches and distribution networks.


3. Begin local production in less developed countries. 


4. Start local production in developed countries using local 
labor and raw materials as necessary to avoid local protectionism. 


5. Increase the global market by establishing plants (by acquiring companies, buying factories, or starting plants from scratch) around  the world and deciding what to produce where for which markets.


 Japanese companies are fanatical about organizing teams to study competitors and consumer preferences. They have no hesitancy to hire the best American industry specialists to help manage their country-entry strategies into the United States (or local specialists for whatever country they are pursuing). They typically use the Japanese domestic market for product development and testing before entering the United States marketplace.  The experience in the Japanese market provides insight into customer preferences, product deficiencies, and effective marketing strategies.  


Japan’s market-entry strategy involves segmenting the market, targeting a segment that the competition is not adequately servicing, designing a product for that market segment, entering with a low price, offering high quality and service, developing a strong distribution system, and backing the product with heavy promotion and advertising—a market-entry strategy in classic marketing textbook fashion. The Japanese typically carefully analyze overseas market opportunities through exhaustive market feasibility studies before entering any market. They select those attractive opportunities that match the economic goals of the Japanese corporation and develop products that the customers want or need.  The market-entry points and the timing of the entry are chosen with the objective of obtaining a strong initial share of the market.  Once an initial foothold is gained, the strategy then shifts to market penetration tactics that will broaden the customer base, continuing to expand market share. This has been the preferred strategy over the last forty years.


The global marketing strategy tends to be to enter a market a well-defined product with high-volume sales potential, typically at the cheaper, less-glamorous end of the product line, one that is often overlooked and not well-served by local manufacturers since it typically provides low margins, and then offer new product features or low-priced, stripped down versions of existing products at a substantial cost saving.   Japanese companies emphasize quality and service.  If necessary, they will use low bids to get the business, offer middlemen higher commissions to push products, encourage joint promotional efforts, and support their products with heavy regional advertising.


Once a beachhead has been secured, the Japanese increase share for their product and move up to the middle and upper ranges of the product line, while maintaining consumer satisfaction through low prices and high quality. The Japanese need to sell  a great deal; therefore, they seek market share at any price.  They export huge quantities at low prices.  As soon as one company drops its prices, all others will do the same.  They secure market share by flooding markets and engaging in price wars and often are suspected of dumping.   

*

MATSUSHITA


Matsushita provides a classic example of internationalization.  It has 150 plants in thirty-eight countries.  Over one-half of its sales come from overseas business.  Foreign factories supply two-thirds of all goods sold abroad.  Many of these foreign factories have full- fledged R&D labs with the authority to redesign any product or component from the ground up. Its founder, Konosuke Matsushita, said, “When you go abroad, don’t eat another person’s pie.”  Matsushita’s lessons for going global are:


•Be a good corporate citizen in every country, 
respecting  cultures, customs, and languages.


•Give overseas operations your best manufacturing technology.


•Keep the expatriate headcount down and groom local managers to take over.


•Let the plants set their own rules, fine tuning manufacturing processes to match skills of workers.



•Develop local R&D to tailor products to local 
markets.


•Encourage competition among overseas outposts and with plants back home.

CROSS-CULTURAL   ANALYSES 



Cross-cultural marketing strategy analyses comparing Japanese and Western firms have been consistent in their findings regarding Japanese marketing and business practices. The Japanese companies have a stronger competitive drive than most Western companies and pursue market share, aggressive growth, and market domination strategies to a greater extent. They tend to be  more adept at exploiting strategic windows—opportunities created by new market segments, changes in technology, or new distribution channels. They prefer market adaptation rather than innovation. They are not technological pioneers and are risk averse. Redesign, upgrading, and rapid commercialization of innovations made elsewhere appear to be their common priorities. They search for new or emerging market niches and do not attack the market leaders head on, but rather spot emerging segments not yet prioritized. They pursue a follower, not a leader, strategy.


Japanese companies tend to pursue more aggressive marketing-mix tactics, which usually involve low prices; rapid product line extensions; and high expenditures on advertising, promotion, and dealer incentives. Japanese companies concentrate on long-term profits and gaining market share. Western managers, however, are usually oriented toward short-term profits and productivity improvements and are often willing to lose market share to boost profit performance. Japanese subsidiaries have extremely high market share objectives, and they are willing to make long-term sacrifices to achieve their objectives. The Japanese typically see profit not as the central objective, but rather as the result of satisfying the aspirations of customers and achieving market share. They view customer service as their major differential advantage. Their product policy emphasizes their superior quality compared to their competition.


 The Japanese often view other Japanese companies as their only major competitors. They are most concerned about the new products and the quality levels being developed by their competition. They perceive superior quality and reliability as key competitive advantages. In fact, much of the actual competition results from the bitter rivalry between Japanese companies, which fight one another for market share. Without really knowing it or intending it, they manage to expand largely by driving weaker local firms out of the market altogether. Market dominance is characteristically their central objective. 


Japanese firms and their managers are more committed to a market than Western managers. They increase market share by winning over competitors’ customers.  The Japanese tend to have smaller, simpler business units organized around a single product line or market, with clear marketing plans aimed at building long-term market positions and focused on quality, service, and continuous incremental innovation. What usually occurs in the West is that local companies retreat into the small high-tech premium niche markets (American) or stick with the low-value-added bottom end of the market (British). The Japanese end up capturing the mass market and move upward into the premium segments.  By withdrawing, Westerners have provided the Japanese a foothold in the market from which to build experience, cash flow, and distribution capabilities and have allowed them to create a base from which they can move into the upper market niches.



The primary Japanese vision has been the civilian application of technology; improved methods of production and process innovation are the dominant concerns. This is usually technology acquired from abroad. Companies have been  encouraged by the government to find ways to more rapidly absorb and add to the imported technological knowledge to improve efficiency and product quality. Technological self-sufficiency appears to be the key phrase for the Japanese. They tend to look at an emerging technology or market area from the perspective of vulnerability rather than risk. The question, to them, becomes how vulnerable a firm is if it does not enter a new technology rather than what the risks are of entering it.  Its system of decision making imposes a predisposition to enter a new technology in order to keep up with or gain an advantage on competitors. The Japanese approach a research project from the point of view of multiple applications.  It is undertaken not because it will solve a particular problem, but because it may contribute to solving a number of seemingly unrelated problems. By way of contrast, Americans are typically more narrowly focused.  


After they begin in their home market, the Japanese then examine developed countries. If markets there are found to have considerably less competition, they attempt to build volume and sharpen marketing capabilities. Japanese companies focus on specific geographic areas and market segments ignored by American producers in order to gain product and customer knowledge from which to build acceptance and capture market share.  They do a careful analysis of the competition to find a niche in the industry where larger competitors seldom concentrate their efforts.  These “holes” provide opportunity gaps, usually at the low end since American firms  traditionally have emphasized higher-value products with higher profit margins. 

ECONOMIC  RATIONALE


In order for Japan to survive, it must import almost all of its raw materials, process them, and export finished products. These factors have forced the Japanese to seek and  penetrate international market segments for their survival. The Japanese have focused many of their efforts on seeking international product acceptance, achieving a solid  market share with those products, and continuing to gain experience in competing within international markets.


The Japanese have built and are running exceedingly successful businesses; yet their basic business strategy not only violates everything a Western executive knows, but also is incompatible with the economists’ theories of economic behavior and microeconomics.   Nonetheless, the business strategy of a Japanese enterprise, while indeed different, is not irrational. It optimizes in perfectly rational fashion the specific structural realities in which Japanese businesses operate, especially those of banking and capital markets and those of wage systems and wage structures.  Measured as a percentage of sales, Japanese business enterprises, especially large business, perform at a much lower rate of profitability than Western enterprises in similar lines of businesses.   Profit in reality does not matter much to the business enterprise.  The profit that matters to the economy is what the banks return. The Japanese exploit markets by using a market share pricing strategy; a low entry price is used to build up market share and establish a dominant market position in the long run.    

*

SELECTING   INDUSTRIES   AND   MARKETS



The Japanese government and companies both play a large  role in selecting the markets that Japanese companies will  enter. They work together to identify attractive global market opportunities that may exist for the companies. The  government and companies work as partners with respect to industry direction, technology development, and  export trade. One main element in Japan's industrial strategy is the selection of a "targeted" industry. MITI is responsible for the selection and support mobilization of the "targeted" industry because it then becomes a high priority area for Japan's national resource commitment. Many  factors help shape and influence this selection process.  MITI examines the timing, the technological condition of the industry, and the economic parameters of the industry.


Japanese firms carefully look at the "targeted" industries’ evolution. These firms look for industries where market leaders are underfinanced or complacent and their  customers are dissatisfied. The Japanese analyze the industries’ market segments, searching for those that exhibit strong economies of scale and strong experience curve effects. Their strategy is to enter this market segment with a lower-priced product that has improved features, capture a large market share, and during this process lower their  manufacturing costs still further.


During this industry analysis, selection, and planning  phase, the Japanese look for product market sectors that will allow product market development and not just the capture of  the existing market share. The Japanese have been highly  successful at developing new product concepts and modifying existing products that are matched to substantial  pockets of unmet demand. The major strategic advantage lies in knowing the environment thoroughly, seizing the initiative, and forestalling the enemy at every point. One particularly popular samurai  tactic was to “injure the corners,”  strike at the corners. If the corners are overthrown, so goes the tactic, the spirit of the whole body will be overthrown. Then one should follow up the attack when the corners have fallen. This strategy has been continuously played out in industry after industry: automobiles, semiconductors, consumer electronics, motorcycles, copiers, and earth- moving equipment. The Japanese are masters of this continuous policy of looking for differences, geographical or otherwise, in the total market and then exploiting of these differences. The objective is to create competitive gaps through strategies that will either cause  brand switching to occur, especially in non-growth markets, or increase market potential in industries with untapped growth opportunities.


When the Japanese enter a market behind the innovators, their strategy has been not to attack the leader head on, but to spot emerging segments not yet prioritized by the leaders. The 35 mm camera is an excellent example of this type of market strategy. The market for that camera was dominated by two German companies, Rollei and Leica. The Japanese did not enter the professional market these two companies dominated, but  simplified the product, lowered the price, and rapidly took the growing amateur camera market. After the Japanese were successful in capturing this market,  they rolled back into the professional market segment and  then used their newly won scale and experience advantage to  sweep aside their German competitors at the top end of the market.  As typical of strategy as it is for the Japanese, it tends to surprise many an industry leader.


The Japanese do not target industries that are strong and serving their existing market segment well. They choose to market to product sectors where they feel the  existing industries are unable or unwilling to respond vigorously to their market entry. The Japanese also look for existing industries that will withdraw their entire market sectors if they enter. This is a strong competitive strategy they use to their advantage. When attacked by Japanese competitors, the American and British companies frequently withdrew from the mass, volume market. The American companies tend to rationalize their withdrawal from these markets by focusing on  “niche  strategies.” The Japanese used the volume markets they withdrew from to build experience, cash flow, and distribution capabilities that were then utilized to penetrate the few remaining niches held by the American companies. Japan's attack strategy on niche markets has proven to be very successful. When they enter a niche market, they upgrade their products from the low end in order to stretch their product to the upper end of the market, while not abandoning the low end. While many American and British companies focused on small-volume, higher-margin segments when attacked by Japanese competitors, these were not sustainable for a long period of time against those same Japanese competitors.   





When Japanese companies have exported products, they test them out in Southeast Asia and a few American cities (particularly Los Angeles) to learn how to better market them abroad.  When the situation looks risky, they take one of two paths:  They ask trading companies to do the overseas marketing on their behalf, or they accept OEM deals under well-known American or European brand names.  Eventually, as they learn the market and become more established, they bypass the trading companies, the OEM dealers and the distributors and insist on own-brand marketing.
*

ENTERING   A   MARKET


When the Japanese decide to enter a market, they spend several months analyzing the feasibility of the market. Their study teams evaluate the market and then determine an  appropriate strategy for market entry. When entering an American market, the Japanese hire American professionals (consultants, executives, and industry  specialists) to help determine the appropriate market-entry  strategy. Within any market they enter, the Japanese frequently choose a local, rather than a Japanese director, to help develop and oversee their  marketing effort.


After a market-entry strategy has been determined, the Japanese focus on clear objectives and plans for that market segment. They are oriented toward long-term market objectives and strongly commit their efforts to achieve success within that market. The Japanese focus remains on products that will suit that chosen market. Japanese organizations are highly committed to success within those markets, and this translates into perceived security and confidence among their employees. They create highly flexible  organizations, which provide a framework for innovation,  teamwork, and mutual problem solving.


One common market-entry strategy is to bring out a  smaller version of an existing product. Xerox saw its share of the American copier market drop from 80 percent in 1976 to 13 percent by 1982 because of a smaller version of its copier offered by the Japanese. American manufacturers traditionally tend to encourage larger products because their profits are greater on larger-sized products. Japanese companies tend to enter market segments at the low-price end and then move upward into the higher-value -added segments. They offer new product features on existing  products within the market segment and sometimes offer fewer product features at a substantial cost savings to the consumer in order to gain market share.


Another market-entry strategy is to sell their own  product to a private brander, and, after it has achieved a market share, they introduce their own brand of the same  product. Often it is a product that  is of higher quality and has more features and a better design. Many times the Japanese will simply price the same product lower than the  private brand. Their emphasis on, and reputation for, high-quality and reliable products has become a marketing tool they have successfully used in the international markets since 1980. When entering a new market, they can capitalize on this reputation and actually produce a higher-quality product than is being produced for the market. Since the Japanese use more automated production methods and implement more quality assurance systems, this is an extremely strong  marketing strategy and tool. Even though the Japanese produce high-quality products, they also provide excellent service centers for their products to help ensure customer satisfaction.  The Japanese locate these service centers within the markets they enter so that if  a problem arises with a product, it can be quickly repaired to ensure their reputation for quality and  exceptional customer service remains intact.


After  the Japanese develop an excellent product and establish service  centers, they place a tremendous emphasis on integrating  distribution into the marketing mix.  They integrate distribution into the marketing  mix  by developing  markets region  by  region, and lining up strong distributors in each market.  Along with strong distribution, they back their products with strong advertising and promotions to help bring the products to the consumers’ attention and differentiate the products  from those of their competitors.


Japanese companies tend to enter foreign markets one after the other in quick succession, using low price, high quality, heavy advertising, and shrewd knowledge of customers and competitors gathered prior to penetrating the market. The market intelligence forces of a trading company transmit back to headquarters  the information that such and such a segment in Country X looks promising. The local JETRO office also sends a similar report. These signals will be received by several Japanese firms concurrently. First, they open a type of forward listening post and call it a liaison office.  This office will usually consist of two to three men who will be responsible for communicating details of the market culture and its dynamics back to the headquarters in Japan.  Each keiretsu member tends to establish a separate liaison office about the same time. Entry, therefore, tends to be simultaneous. The rapid successive entries of Japanese companies, all suddenly vying for one particular market segment and battling each other without mercy for market share there, often lead to the trampling of the local companies.


All competitors tend to follow, since if one company has gone completely through the decision process, convincing the chain of command that it is a right and fruitful decision, then its rivals will consider it a necessary step and thus a matter of pride to initiate the same action. This lemming-like approach goes back to the vulnerability of losing market share and losing status and face as a result back in Japan. 

JAPAN  AS   AN   INTERNATIONAL   PLAYER


Japan has also systematically avoided rules of international free trade. Foreign goods that rivaled Japanese products were kept out of the home market by either discriminatory tariffs or a variety of non-tariff obstacles. Only after it has bought foreign expertise, given its manufacturers special incentives to catch up, and built up economies of scale and experience, does it favor free trade; its usual strategy is to dump goods abroad, while keeping them highly priced in the home market. A survey completed in 1990 by the U.S. Federal Trade Commission of a range of internationally traded goods found the prices of imported goods to be 80 percent higher, on average, in Japanese stores than in their country of origin; foreigners, though, paid an average of only 20 percent more for imported Japanese goods in their own stores.


According to Securities Data Co., the Japanese were the managers on sixty-three new equity and bond issues in the United States in 1992; by way of contrast, American brokers in Japan managed but one deal in 1992.  Non-Japanese firms underwrote only 2.6 percent of all Japanese bonds issued in 1992, and even less of equities—just another example of maintaining the Japanese status quo by keeping Japanese markets Japanese dominated. The procedures an exporter must go through are typically not transparent, not open, and not based on criteria known to all who are affected.  


Japan's national industrial strategy has always distinguished between export and domestic industries.  Resources and policies were applied to maximize performance in export industries.  Domestic industries, those without foreign markets or competitors, were never a priority. Many domestic industries exhibit dismal records of productivity and performance.  For example, the U.S. Postal Service delivers twice as many items per employee as the Japanese Postal Service.  Amtrak reports six times more passenger and freight miles per employee than the Japanese National Railway.  The American residential construction industry is several times more productive than its Japanese counterpart.  Other extreme productivity gaps appear in wholesale and retail distribution, health care, food, and lodging.  Once the markets are truly opened, the inefficiencies of the Japanese domestic marketplace will become apparent.    


The Japanese trade surplus is the result of encouraging firms to export large quantities of mass produced industrial products, while keeping foreign products and corporations out of Japan. The Japanese form of capitalism is not capitalism as is described in the West. The Japanese  form  of capitalism    is    more    that of   a  controlled   economy.  Dependence  on and  submission to government control are achieved by administrative guidance. A thorough reform of barriers to market entry would lift the average Japanese family’s real income by 18 percent overnight and create a million new jobs.

