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Japan has one retailer for every seventy-four people—double the ratio in the U.S. Japan has one million bars and restaurants, giving it three times the per capita rate in the United States. Firms are small (three employees on average, with sales less than half of the United States 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.  

*


Small Stores

Small, local shops that sell a wide variety of goods, are located near traditional local shopping areas or railway stations, deal with many wholesalers, and have long-term relationships with their wholesalers and manufacturers (Japanese-style business relations) dominate the Japanese retail scene. These independent retailers are often very well organized both commercially and politically; small-scale independent retailing is seen as an integral part of Japanese culture and society and is actively supported and protected by government policy.  As nearly 50 percent of Japanese women shop every day and due to poor, crowded, congested road infrastructure, most prefer to shop as locally as possible.  Thus, independent stores with familiar faces, friendly service, and convenient locations are important to many customers and many Japanese consumers will pay higher for their service and location. These small retailers are not sophisticated, possess limited capital, and work in very small quarters.  Wholesalers are needed to provide such essential services as generous credit terms, assistance with displays and advertising,  acceptance of returns of slow-moving merchandise, and even pricing and arranging commodities for these small retailers. This results in a critical importance of the personal relationship between wholesalers and retailers.


These small retailers are usually organized into shotengai (local shopping association), of which approximately 15,000 exist in Japan.  Each  association  operates a wide range of services for its member stores within the street or shopping area. These range from cooperative development and promotion of the street to political lobbying at both the local and national level. Many associations have used their collective assets as security to receive financial support from both private and public institutions to refurbish and rebuild their shopping facilities.  The largest shotengai is the Ginza Shotengai in central Tokyo with over 800 members and accounting for over 200,000 square meters of store space.  


Japanese stores not only serve as the last chain in the distribution channel, but also have a local warehouse function.  Small houses, due to scarcity of land, mean little room to stock large quantities of food.  Most Japanese housewives do their shopping daily and buy products in quantities just sufficient  for that particular day. The Japanese diet contains a large share of fish and other perishable items.  Because they are so keen on freshness, the daily shopping habit enables them to consume fresh products every day.  This demands ease of accessibility.  Driving and parking in Japan are troublesome because of the narrow winding streets and lack of parking lots  (few shop by car).  Neighborhoods are, therefore, saturated with small stores, so shopping can be done on foot.  All Japanese cities, large cities as well as villages, can be subdivided into small areas that have a persisting neighborhood structure.  Such small stores depend on the patronage of local clients and must foster relationships with them.  These businesses can develop sidelines that are very well adapted to the needs of their regular clients, thus strengthening their relationships. They sell a large range of products next to their main line, and often many unconnected products (as when a dry cleaner sells beverages and tobacco products).


These small Japanese retail outlets typically have low levels of capitalization, few expansion plans, and negligible managerial skill.  As a substantial lack of storage space is the norm, very liberal return privileges exist within this system’s channels. Small order size leads to a requirement for frequent replenishment. Immediate channel response to short-term orders is expected.  Therefore, a factor such as short lead time to secure supplies can often outweigh price competitiveness. Many small retail stores have financial, ownership, or exclusive arrangements with Japanese manufacturers or wholesalers. Retailers expect merchandise returns to be fully returnable even if there is no reason for the return except lack of sales; return rates are often two to five times higher than in the United States. 


The Japanese retailer operates in an environment of low competition, caused by government protection and close relationships between  the retailer  and his  clients and  between the retailer  and  his suppliers.  This protected environment has allowed the retailer to pass all operating costs on to the customers and to obtain a relatively high basic income. Level of service, degree of advertising, convenience of store location, and range of assortment combine to strengthen the relationship between customer and retailer and to weaken the downward pressure on retail profit margins. Buying directly from the manufacturers involves high risk, which frightens many retailers. 


Small enterprises do not have to keep accounts of their transactions. 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.


Renting practices also favor the continuation of small-sized stores.  Starting to rent a site in Japan involves the payment of large sums of key-money (up-front payments of as much as a month’s rent or more to the landlord in appreciation of his renting the property to the tenant; this is in addition to any deposits required).  The key-money is an assurance of a long-lasting and close relationship between landlord and tenant. Rents increase only by a small amount as long as the same tenant is renting the place, a practice that thus favors already established retailers, inhibits new retailers, obstructs the intentions of retailers to enlarge their stores, and almost forbids established retailers from moving. Government subsidizes and facilitates the modernization of stores of small and medium sized retailers and  shopping street associations, the Shotengai.


Two types of stores are operated by a family and are aimed to provide either their main source of income (family store) or additional income (side-job store). Labor and floor space productivity are much lower for the family and side-job stores than for regular retail enterprises—about half the sales per person and per square meter of selling area.  Two reasons exist for these differences.  Small retailers mainly use family labor, whereas retail enterprises have to hire regular employees. Unprofitable ones are reluctant to leave the business; however, an increasing number of small store retailers are retiring without a successor. More than 90 percent (versus 60 percent for regular retailers) consist of shopkeepers and their families. Long hours are needed to generate satisfactory family income.  Shopkeepers  who can not put in long hours must have a position elsewhere in addition to their shopkeeping activities (side-job stores).  Many have invested all their savings in the store.  They operate the store from their own house, and their family life is intertwined with the operation of the store.  


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.


The retail trade has been shrinking. Although the number of stores is declining in most sectors, this overall trend is almost offset by growth in the number of large, general merchandise stores and marked growth in certain sectors, notably women’s and children’s clothing, motor vehicle dealers and second-hand stores. There were 1.6 million retail outlets in 1994, down from 1.72 million in 1990, and MITI forecasts the number will shrink by over 20 percent to 1.2 million by the end of the century.   By the year 2000, the Distribution Policy Institute in Tokyo estimates 400,000 retail outlets will disappear, with the majority coming from the independent retail sector. While providing excellent service, the Japanese mom-and-pop retail shops keep prices high, limit selection, and obstruct imports. Even with their shrinking numbers, they still control 56 percent of retail sales versus 3 percent for the United States and  5 percent for Europe for stores of comparable size. The system uses henpinsei (unsold goods are returned to wholesalers) and rebate systems (incentives are given to the retailers with high sales). Because of henpinsei, wholesalers can provide quick delivery of almost any item desired by the retailer.  For small-scale, local shops, this provides protection as the risk of dead stock is immense, as fashion trends change frequently and rapidly.  


Chain and Specialty Stores

A second general class of retailers consist of nationwide chain stores (specialized chain stores and general merchandisers), which are specialized, and typically located near suburban shopping centers or railway buildings, and have minor wholesaler activity and simple market transactions between wholesaler, manufacturer, and retailer. Manufacturers usually supply such stores directly, and wholesalers are limited in their involvement. Unsold products are typically not returned.  Specialty stores are focused on narrow product assortment  but offer a deep product mix. Specialty shopping centers are high-rise buildings housing numerous speciality stores (primarily apparel stores) and restaurants (also called fashion buildings).

*


Department Stores

The Japanese retail sector also has a small, but growing, number of modern, efficient superstores, supermarkets, general merchandise stores, speciality chain stores, and convenience stores. The general merchandise store groups have a general strategy of opening stores in city suburbs where they can command a significant commercial area. General merchandise stores and superstores (supermarkets) handle a wide range of merchandise and compete on the basis of price. Daiei, Seiyu, Jusco, Ito-Yokado, and Seibu are major players.  Convenience stores comprise the vast majority of Japanese retailers. The growth of convenience stores can be typified by the thousands of  7-11 outlets that exist throughout Japan.  


Japan has a few large, extravagant department stores dealing in a wide range of products of the highest quality. Department store companies are the most prestigious retailers in Japan, operate successfully all over Japan, and are at the top of the Japanese retail hierarchy. Many can date back several centuries, and many are linked with railroads and railway lines; stores were often established at important end terminals.  Over 400 department stores exist in Japan with average sales floor space of over 15,000 square meters (only 8 percent of total Japanese retail sales).  Most offer expensive, high quality goods with very high levels of personal service to the very top end of the consumer market.  The oldest, Matsuzakaya and Mitsukoshi, have been in existence since the seventeenth century. Matsuzakaya, Mitsukoshi, Takashimaya, Daimaru, Isetan, and Sogo originated primarily as high quality kimono retailers.   Seibu, Tokyu, and Hankyu department stores originated as private railway companies, entering retailing only in the twentieth century by taking advantage of retail sites over and in front of major rail terminals. 


Department stores in Japan also typically serve as entertainment and cultural centers. A major urban store will generally contain more than ten distinct restaurants and sometimes as many as thirty, each with its own cuisine. Stores operate recreational areas for children, golf ranges, tennis courts, educational facilities, theaters, and art exhibitions, and they often sponsor special events. Many stores provide services ranging from a children’s amusement park and beer garden on the roof, to real estate, beauty parlors, art galleries, and Shinto shrines.  Department stores maintain food floors in their basement; tenants pay rent and a percentage of sales to the department stores. Other similar tenants can be found throughout the store, a large department store may have as many as 300 tenants offering brand name products. The large department stores carry astounding levels and breadth of product offerings:  Mitsukoshi carries 1,800 different kinds of men’s neckties. Nonetheless, the large department stores are still poorly equipped to assess the purchasing patterns of consumers.  


Department stores adopt marketing strategies emphasizing higher quality, superior packaging and service, fashion, name brands, and a wide assortment of goods.  Retailers compete fiercely in the area of sales service. Free home delivery is available even for small purchases.  During the gift-giving season, sales personnel are sent to the houses of important customers to handle gift orders. Department store personnel will carefully check every part of a product a customer has selected before packaging. If slight defects  are found, the product will not be sold.  Great attention is given to packaging and wrapping, particularly during gift-giving seasons. As a result, the cost of packaging may sometimes exceed the value of the product sold.   The chief officers of the store stand at the doors to welcome the customers with bows every morning upon a store’s opening. All personnel, whether store employed or supplied by other channel members, stand in the hallways bowing to the customers and thanking them for their patronage.


After the Second World War, Japanese manufacturers implemented a consignment system.  Merchandise is consigned to the store, the manufacturer provides sales support to move the merchandise, and the unsold merchandise is returned to the manufacturer. Department store prices are largely set by manufacturers, which offer goods only on consignment and with ample cushions against the risk the goods will not sell. In many cases, 50 to 70  percent of  the employees on the floors of major department stores are compensated by manufacturers or wholesalers, rather than retailers.  This system does reduce the procurement risk for Japanese department stores; it also restricts their flexibility and independence.  


For non-durable consumer products (such as over-the-counter drugs, toiletries, and the like), the Japanese strive to maintain retail prices at the same level in all classes of trade. The concept of wa (harmony) prevails even in the arena of marketing policy. This sort of price fixing would be illegal in the United States.  Retailers in Japan who break the price line are often boycotted by manufacturers, or treated as untrustworthy for violating the sacred code of retail price maintenance.    
The Japanese customer ranks quality and service rank as the most important marketing variable, whereas price is the least important.  Retailers offer home delivery, fill special orders, often arrange parcel services, and develop photographs. Most stores, even the smallest ones, accept credit cards or give personal credit to their regular clientele.  Most Japanese stores have long operating hours: 77 percent of small stores were open  ten hours a day, and 42 percent were open at least twelve hours a day, six days a week; even after closing time, retailers must be prepared to serve their regular customers.

 
Japanese retailers often organize their customers into purchasing clubs. They provide customers with incentives to buy by rewarding them with a bonus once given purchase quantities are reached during the year.  Although most Japanese retailers are independents, most are members of informal, but tight, cooperative vertical networks held together by long-term personal and trade relationships. 

*


Discounters 

Daiei Inc., a department store chain in Japan, has opened a wholesale membership club called Kou’s in Kobe.  In the first year, 146,000 people joined the club, which offers up to 80 percent discounts on everything from luggage to refrigerators to salad oils.  Most of the savings stem from bypassing regular distribution channels.  A pack of twelve Spaulding golf balls, bought directly from the manufacturer in the United States, sells for 40 percent of the price found in most other regular department stores. Daiei expects to be selling more than 400 low-cost private-brand products by 1995.  By developing its own brand name products and boosting its import sales, Daiei has taken the initiative away from the manufacturers. Fujiki Co., a discount cosmetics retailer, in 1993, won a court case against Shiseido Co., Japan’s biggest cosmetics manufacturer, which had refused to supply the discounter with its products. The company had long supplied department stores and its 25,000 affiliated mom-and-pop stores who had complied and charged Shiseido set prices. Shiseido refused to do business with business with retailers that did not comply with its retail price. Manufacturers are increasingly at war with discount retailers who disrupt the manufacturers’ price structure and orderly channels of distribution. 


Discount stores like Daiei and Fujiki are proliferating. They provide significantly lower prices than traditional retailers, importing directly from overseas, and circumventing the costly distribution system. While specialty discount stores account for only about 3 percent of Japan’s retail stores compared to 14 percent of all retail stores in the United States, they are rapidly gaining respectability through increasing sales at double digit rates while large traditional department stores sales are flat. Japanese consumers are becoming more bargain conscious, frugal, and environmentally aware. Recycling of secondhand goods is flourishing.  Consumers are leaning towards healthier, ecologically sounder products.


Tokyo based electronics retail chain Miyaji has been called the  “discount king” or “consumer’s crusader”  by the Japanese media.  The consumer gives up his or her right to return unsold goods to his or her supplier,  and, in return,  often gets products at less than 60 percent of list price, about 15 percent less than more conventional storeowners. The chain deals in high volume cash only and is booming. Maverick discounters such as Domy ($270 million annual sales) drive a wedge into traditional manufacturer distributor cabals.  I World recorded sales of over $180 million on discounted top-of-the-line brands such as Nordica and Sony. They are using American style distribution shortcuts including warehouse outlets. Aoyama and Aoyi sell men’s brand clothing at lower-than-department-store prices.


Discounters are going against the powerful indigenous Japanese culture. Traditionally Japanese consumers desire to meticulously inspect a product before deciding to buy it. This cultural tendency is reinforced by mom-and-pop stores which are dedicated to personal service.  Convenience will eventually overcome.  Getting to shops tends to be time consuming and unpleasant.  Saving the potential customer a length commute is one of the basic selling points as well as to offer lower prices.  Discounts as much as 50 percent are powerful incentive. During the 1992-4 Japanese recession, Japanese consumers have become more bargain conscious than  ever  before.   Retailers  have  followed.   Streets are full of “Bargain” and “Sale” signs.   The recession caused retailers to slash prices in order to appeal to cost-conscious shoppers.  Low prices are no longer the special area for discounters as supermarkets and department stores fight for share by slashing prices, introducing low-priced private-brand products,  and launching special import sale.  This insatiable thirst for low prices is straining the traditional relationships between manufacturer and retailer as more stores want to make deals on their own.


It is estimated that the effect of national supermarkets and discount stores will result in retail prices dropping 2 percent annually until 2000; Daiei aims to halve prices by 2010.  Gross margins are also falling. The Japanese discount stores are behaving characteristically Japanese: they scramble for market share, damn the profits, and ignore the costs. Although retailers have traditionally been subordinated both to manufacturers (who decided which stores sold what and often, how much they charged) and to the wholesalers, the larger discount stores’ huge turnover is allowing them to bypass the wholesalers and deal, on their own terms, directly with the manufacturers.  Private label goods are also wave of future.  

