Professor Paul Herbig

Japanese Marketing Lecture Series

Lecture #16: Japanese  Marketing Strategy

*

MISSION STATEMENT

The Japanese business philosophy can be best viewed from an examination of Japanese companies’ mission statements.  As the mission statement typically provides the rationale for the company’s existence, it provides major insights into the cultural priorities of the typical Japanese company.


Mitsui describes its purpose as follows, emphasizing the order:

•to contribute to Japanese society, to serve the greater glory of Japan;

•to realize profit for the company so as to promote the welfare and happiness of its employees;  and    

• to foster and strengthen the spirit of Mitsui for the future as that spirit is set forth in the company motto: “Ten, Chi, Jin”  (“heaven, earth, human beings”).  The satisfaction of shareholders is but a means to those ends.  


Kao’s business philosophy is simple, but explicit:  Each product must be useful to society; it must use innovative technology; it must offer consumers value; we must be confident we really understand the market and consumers;  and finally each  new  product  must  be compatible with the trade. At Kao, not atypical for a Japanese company, the technical and marketing groups dominate due to the company success in developing new products and selling them in the very competitive Japanese marketplace. This dominance is reflected in the company’s published credo, which describes technology as “the very spring of corporate life.”  The corporate philosophy is to “strive for the development of the world’s highest level, unique technology”  aimed  at  “the perfection of the marketing technology.”


Shiseido, Japan’s largest cosmetics manufacturer, derives its names from a passage in a classic Chinese book on Confucianism praising the virtues of the earth from which all things come.  As such, Shiseido has a lasting commitment to a quest for the apex of excellence, both material and spiritual. Yoshiharu Fukuhara, CEO, believes that the value of brand names should be judged by both visible and invisible elements—such as a firm’s traditional values and philosophy. 


Zen teachings— “Beyond a mountain, another mountain is to be seen, How many mountains there may be”; “Among the sea waves, no way seen, but in every direction, free way hope”—emphasizes the spirit of challenge for Japan Airlines (JAL).


According to the mission statement for Nikko Hotels, “At Nikko hotels, our guests always find:



•dedicated employees,



•attentive service,



•quality facilities,   together in harmony.”


Matshushita’s corporate philosophy is that the company remains responsible for its products until the ultimate customer stops using it. In its philosophy lies nothing about contractual commitments or limited liability; there is an acceptance of a long-term responsibility to the customer once the customer has given his patronage. The Matsushita company song sung every morning says: “We trust our strength together in harmony,  finding happiness.”


On May 5, 1932, on the fourteenth anniversary of Matsushita’s founding, the founder, Konosuke Matsushita announced a 250-year plan for his company, broken up into ten 25-year segments. The business philosophy proposes that “the purpose of an enterprise is to contribute to society by supplying goods of high quality at low prices in ample quantity and that profit comes in compensation for contribution to society.” The company has an obligation to contribute to the welfare of the communities in which it operates. He created the Seven Spirits of Matsushita: service through industry, fairness, harmony, cooperation, struggle for progress, courtesy and humility, adjustment and assimilation, and gratitude. 


Japanese corporations firmly believe that in going for growth and share,  profits will eventually follow. The Japanese corporation is high on strategic intent, clarity of purpose and united employees.  This can be seen by the strategies and slogans of such companies as Canon, to “Beat Xerox,”  and Fujitsu, to “Beat IBM.”  Komatsu’s slogan  “Cat Maru”  (“Encircle Caterpillar”) decrees that its entire existence is a war-like campaign to cut off, encircle, and then eliminate Caterpillar, not merely its major competitor, but also its lifelong nemesis. Komatsu uses Caterpillar as a benchmark for its own performance, so Cat becomes the yardstick by which Komatsu measures its success.  Cat also becomes a competitive target. Komatsu has a representative living in Peoria whose only assignment is to notify headquarters in Osaka of anything going on at Cat.  

Table 1:
Other examples of Japanese mission statements   



 1.  A large dentifrice company:




•The corporation develops through the founder’s spirit; 




•Contributes to people’s health through quality goods; 




•Serves the public with honesty, fairness, and kindness; 




•Promotes people’s welfare, a happier life, and an enriched 



culture;




•Fosters mutual respect and mutual friendship.



2.  A medium-sized pharmaceutical company:  The primary goals are  to contribute to human and social welfare all over the world, fight against disease and at lower cost, seek the maximum happiness of people, and promote human love through the following: 




•Follow the natural law of the universe;




•Promote stronger organizational ties and people’s unity 




and  cooperation;




•Belief is stronger than anything else;




•Remember that business depends on human beings;




•Combined efforts are mightier;




•Competition brings progress;




•Appreciate your job;




•Those who do not reflect make no progress;




•Connect your company with  your family;




•Respect modesty and simplicity;


3.  A large Pharmaceutical company:  First of all, serve the public; then seek:





•Harmony and cooperation;




•Sincere efforts and continuous trial;




•Modesty and simplicity;




•Politeness and respectability.

 Other sample values are shown in Table 2. Group harmony, long-term relationships, quality, customer service, contributions to society, and coexistence are definite ingredients for success in any Japanese company. Note that Sony by comparison has a very entrepreneurial and global culture; it alone of all the companies listed have senior non-Japanese companies.  This may explain why Sony has been more successful in global markets and particularly in the United States than other, more traditional Japanese companies (this could explain the Beta disaster and Sony’s latest announcement of a proposed, new digital VCR standard in advance of the rest of the pack).

Table 2

Sample Japanese Corporate Values
Mitsui Corporate Values:  


Group Harmony


Long-Term Relationship


High Quality


Cooperation


Conservation

Matsushita Corporate Values:


Policy Orientation


Customer Satisfaction


Contribution to Society


Coexistence


Co-Prosperity


Mitsubishi Corporate Values:


Fair Play in Business


Employee Orientation


High Morale


Concern for Individuals


Non–Risk Taking

Sony Corporate Values:


Liberalism


Internationalism


Positive Toward Change


Risk Taking


Challenges


Zealousness

MARKET DEVELOPMENT

The Japanese establish themselves in a market and then begin to focus their attention on market and product development. This strategy allows them to achieve competitive leadership within the market. They search for ways to continuously upgrade and improve their product's performance, style, quality, and features. This enables the Japanese company to offer its customers newer and better products than its competition is typically able to offer. Even though the Japanese are aware that product innovation is their key for long-term survival and profitability within their market segment, they initially use aggressive pricing strategies to help secure their market share. When their product is not clearly superior to the existing product in the market, they "buy time" by using a lower pricing strategy to gain market share as they develop and begin to market a product that is superior to those of their  competitors.


In any industrial or retail sector in Japan, ten to twelve competitors typically battle it out for market share. Most Japanese companies see other Japanese companies as their primary competitors. Displayed in many stores are rows upon rows of different products from different manufacturers, each priced closely to the othes but each offering a slightly different feature that vendors hope will attract customers. The Japanese do not test market. They rush to market with the final product and let the market decide on winners and losers. This unique Japanese technique—simultaneously being intensively competitive, yet being protected against foreign (non–Japanese) producers—provides quite interesting results. Japanese firms are quite adept at what is called product covering—rushing out instant imitations. The rival manufacturers rush to produce their own versions just in case the pioneer’s should prove to be a best seller.  Japanese companies also use product churning extensively. Whereas Western firms use the rifle approach in market studies, testing the market constantly and revising the product each time until it exactly meets the customer’s needs before launching it,  Japanese companies tend to use the shotgun approach to market development. New product ideas are tested not through market research, but by selling the first production batch and letting the market decide directly the winners and losers. Massive amounts of products are thrown at the market, and those that stick  become the winners and are mass produced.


Thus, flooding the market with new products is important in Japan because firms are determined not to lose access to scarce and often rigid dealer  and  distribution  networks.   This  is  not  as  important  overseas.  Tarnishing one’s corporate reputation with a poor product is also of less concern in Japan because many new versions are aimed at a core of sophisticated consumers who will try anything new.  Abroad, outside of Japan, new products have to be chosen and developed more carefully, since a single dud can damage a carefully  nurtured image. Isolated from their markets, Japanese manufacturers find it is safest to offer as wide a range of products as possible and certainly as wide as those of the competition. The presumption exists that being in a particular industry means doing what other companies in that industry do. This is cultural baggage left over from the rice culture mentality: In rice villages, a farmer is wise to copy his neighbors, but hunters and herders are only successful if they find their own particular niches.


Market penetration is a much more important pricing objective than quick profit-taking with a skimming  approach.  Entry into a market is viewed as a long-term investment.  Individual markets are seen not as profit centers, but as pieces in one large global puzzle.  By generating sufficient funds at home and in some selected country markets where their share positions are strong, Japanese companies can sustain the lower returns from low-price penetration strategies in newer markets over a relatively long period of time (cross-subsidization). 


One major source of Japanese innovations and their commercial success lies in the nature of user-producer interaction. This includes a sequential and dense communication between a demanding user and a  producer. This is especially true between a user and a capital goods supplier. Designers list every market expectation they can identify, drawn from salespeople, market research, and customer interviews.  Each general feature is broken down into more specific requirements and then into even more exact specifications.  Each requirement is ranked in order of importance, and the completed list adds up to products of “true quality” because they represent what consumers really want. On the other dimension of the matrix, designers list every conceivable product characteristic, and then the developers assign a degree of correlation between market need and the product characteristic.  This then allows the designers to build “foolproof” guidelines for the most appropriate product. 


Japanese companies have been willing to take substantial cuts in profitability to build or maintain their position in the American marketplace. The Japanese have moved inexorably from less defensive tactics like paying low wages to more aggressive ones like global brands. They have  moved away from standardized world products to market-specific products. Via flexible manufacturing technologies, they search for  “loose bricks” or  windows of opportunity.  The Japanese excel in using the niche approach or sukima strategy (referring to the small opening that remains when a sliding door does not quite fit its frame). They carefully analyze the competition to find a niche of the industry where larger competitors seldom concentrate their efforts. By entering through a chink in the armor, existing competitors do not take notice and do not defend their product line strongly.  From this “foot in the door” entry, further inroads come naturally.  


Japanese use pricing aggressively in gaining and holding market share. Exporters absorb significant costs, which impact profits in their home currency in order to maintain and even expand market share in their export market. Import prices start low and generally stay low. The Japanese treat price as a key element in the marketing mix. An aggressive penetration pricing strategy is directed toward gaining and holding market share. Marketing arrangements such as colluding on price, curbing excessive competition, setting limits on competition, and offering advertising discounts that would be illegal in the United States are legal tactics extensively used in Japan.

*


Market Share

Marketing in a Japanese firm tends to be obsessed because of  four major factors: market share, a production-based economies-of-scale mentality, a “strike at the corners" niche strategy, and a follow-the-leader  mandate.  The use of these particular factors  can be traced back to  traditions in ancient Japan during the samurai  period.  In ancient Japan, prestige was based more on the number of retainers or the amount of land a lord had (i.e., market share equivalent) than on such a paltry thing as money, which only vulgar merchants coveted. 


The Japanese exploit markets by using a penetration (market share) pricing strategy—a low entry price helps build up market share and establish a long-run dominant market position. Market penetration was a much more important pricing objective than quick profit-taking with a skimming approach. Market share, not profitability—which is the popular American motivator, is the primary concept in Japan.  In Japan, it is typically regarded as unsound to sell shares of companies to the general public. Incorporation is grudgingly accepted, but control remains totally  vested in the family head; the shares owned by other members of  the family are held in what is, in effect, a family voting  trust.  As for  non-family members holding shares, they are not allowed any voice in management. Therefore, Japanese industry is financed primarily by what legally are bank loans in the form of short-term indebtedness but economically  they  are  equity  investments in  the business.   A Japanese business must earn enough money to pay the interest on the bank loans.  As long as the interest on these loans is paid, the bank is satisfied.  The Japanese business executive has high costs of capital, and his most rational business objective is, therefore, to minimize the cost of capital.  Maximizing profit makes no sense to him; there is no benefit to his company (and with little chance for stock options, there is no direct benefit to the manager). Therefore, Japanese business strategy focuses on profit only to the extent to which  it satisfies a minimum requirement.


The strategy also tends to be propagated as a direct result of the lifetime employment system, which affords automatic increases with seniority and job security until retirement.  Thus, labor for the Japanese becomes a fixed expense, not a variable one as seen in the West. If wages increase automatically  with length of service and independently of  job or skill, and if employees have to be kept on the payroll until retirement, then increasing volume is the only way to increase productivity rapidly. Failing to do so leads to loss of competitive position.  The business that can expand faster than its competitors has a tremendous advantage in labor costs (since all marginal labor will be at the entry [lowest salary] level). However, the business that cannot increase its volume adequately finds itself losing productivity. Therefore, the rationale for the Japanese strategy is to encourage volume, which leads to market share, and  to de-emphasize short-term profitability in favor of long-term share.


Profits can be obtained either by increasing the margin or by increasing the quantity sold even with smaller margins.  Managers pull out the stops to increase sales even with modest profits with an eye toward much bigger profits later on. Once a company has conquered market share and the surviving oligopoly organizes into a cartel,  it can raise prices and live happily ever after.  That is, at least, what happens in Japan—but very few other places. When operating overseas, Japanese firms usually maintain the goal of pursuing market share rather than profits.  Most local companies cannot do this because not economically logical in their eyes.  As long as Japanese corporations have adequate financial backing (and they usually do, being a part of a larger keiretsu  family), they are odds-on favorites to win.


A Japanese company puts emphasis on market share and rank within an industry as the primary factors in strategic planning. Its primary concern is how it stands against the competition in terms of market share and position.  It is this desire to retain corporate face by not allowing the company’s standing in the industry to decline that often causes Japanese firms in the same industry to act in lockstep.  If one firm takes  an  action,  all its rivals will consider that it must surely  be a necessary step and thus a matter of survival for the competition to take the same action.  Thus, they all seem to do the same thing at more or less the same time. The Japanese company’s fondest dream is to be thought of as an ichi-ryu gaisha or “number one company.”  Once it has achieved this pinnacle of success, it can attract the finest talent of the Japanese universities and become involved in many government-sponsored projects.  The profit motive, therefore, is  also subordinated to the need for prestige. 


Market share versus profitability: Which is a better measure of success?  The advantages of market share are several:  Market share measures what has been put into a relationship, while profitability measures what has been taken out;  market share faces outward to the society, while profitability faces inward toward the owners; in market share calculations, the customers are ends in themselves with reconcilable aims; in profit calculations, customers are means to the company’s ends, persons to be served only if there is a percentage in it for the company.   


Market share is also a better gateway to learning. The greater the volume is and the greater is the variety of customers needs that are satisfied, the faster the organization learns to improve quality and lower its costs. One has to satisfy one’s market prior to the realization of profits. Any profits are but a consequence of satisfying customers first.  Profits follow readily from customer satisfaction, but the reverse is not always true. A narrow, yet profitable, niche gives few such opportunities.  Those who would win a learning race need the largest possible share of the market from which to learn. Market share strategies are extremely dangerous when all competitors use them.  They can bankrupt each other in short order and create a market in which no one is making a living.  Market share strategies really pay off when a competitor is trying to maximize profits because the cost squeeze causes profits to disappear for the profit maximizer, while market share increases if each tries to match the other’s price cuts. In such a scenario, Americans are likely to see themselves as failing and withdraw from a market, while Japanese companies are more likely to see themselves as succeeding according to their prime value of satisfying more customers, and hence stay in the market. 


A market share strategy is also more resilient than a profit-maximizing one, since with the former you have a larger number of customers on your side with a genuine interest in your survival and  they are more likely to tell you in great detail when you go wrong, to attempt to right your course. They also will give you ample opportunity to  redeem  yourself.  Going  for  market  share  and  using  that  increased volume to reduce costs and prices is a strategy that discourages other entrants into the marketplace. Potential competitors see your large share, low costs, and slim margins and tend to leave you alone. Market share or customer satisfaction is also a quicker signaling system.  Any changes in the environment show up first in shifting customer needs, but may start to affect profits only later.  Those concerned only with profits may realize it too late and respond too slowly.  Listening to customers’ needs can facilitate long-term strategies.   


Oligopolistic industries in the developed countries, particularly the United States, have always been popular targets due to the market size, sluggishness of competitive response, market reaction time, and pricing sensitivity.  Japanese firms become the price-quality leaders and then squeeze competitors’ profit margins through low-cost pricing policies.  They can and do accept losses in the early years, as they view it as an investment in long-run market development. This can be accomplished because Japanese industry is supported or owned by banks or other financial institutions with a much lower cost of capital.  Japanese companies are assisted and protected against foreign competition by the Japanese government via duties, import restrictions and investment restrictions.  The core company can keep its prices lower by pushing the pain downward,  forcing suppliers to reduce their prices; subcontractors can be forced to adjust their activities to the parent company's need; and distributors can be made to sell at the producers fixed prices and pressured into meeting a sales quota.  


Japanese companies place market share above return on investment (ROI) and capital gains for shareholders. American companies rank these priorities in reverse order.  Holding a share of the market, even in a mature industry, ranks at the top of Japanese corporate objectives.  This is due to lifetime employment and high debt-to-equity financing.  These two facets force Japanese companies to seek ever-expanding market shares.  


The overwhelming emphasis on market share and position in the market acts to the detriment of profitability and serves to focus the company on peripheral matters. Honda and Yamaha held a classic market share battle from 1980 to 1984.   In 1980, each had 35 percent of the motorcycle market in Japan. Yamaha had the gumption to announce in 1982 that Yamaha would be the domestic leader in motorcycles within one year and the world leader within two. Yamaha took the offensive in 1981 with sixty new product introductions.  Honda was incensed and adopted the motto: “Yamaha wo tsubusu”  (“We will crush, squash, slaughter Yamaha”). During the next eighteen months, Honda made 113 improvements (versus Yamaha’s 37), introduced 81 new  models, increased promotional funds, and made massive price cuts. A full-scale marketing counteroffensive on pricing, distribution, and advertising was launched by Honda. During that same period, Yamaha’s market share decreased from 37 to 23 percent, and eventually the Yamaha president was forced to resign. Yamaha conceded in 1984 after both sides had lost tons of money. Yamaha President Eguchi announced publicly, “We want to end the H-Y war. It is our fault.  Of course there will be competition in the future, but it will be based on mutual recognition of our respective positions.”  
*
