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1. Spirituality of traditional Japanese responsible management
1.1 Wa - Respect for harmony with weak locus of control

Prince Shotoku (571-623) emphasised ‘Wa’ (harmony) as the most important value to follow in
the Seventeen-Article Constitution, combining Buddhist and Confucian spirituality. The Confucian
culture of social reciprocity and indebtedness emphasised preservation of the environment and
close cooperation with social stakeholders to maintain harmony. Frequent disruptions caused by
earthquakes, typhoons, and tsunamis devastated the lives of Japanese people. This led to adaption
to circumstances and weak locus of control.

All these values are based on a long-term perspective. It takes time to harmonise using a multi-
stakeholder approach. Such spirituality forms the basis of the Japanese sense of responsibility,
morality, and philosophy. Approaches to business ethics, accountability, and sustainability are

rooted in this understanding of spirituality (Warner, 2010).

1.2 Business responsibility of Baigan

In the early eighteenth century, Ishida Baigan (1685-1744) preached merchant social
responsibility, which was the precursor to the corporate social responsibility (CSR) idea in Japan.
He was influenced by Confucianism, Buddhism, and Shintoism, which were the most popular
religions in Japanese society. Bellah regarded Confucianism as a fundamental principle, which
he integrated with the teachings of Buddhism and Shintoism. He emphasised the importance of
frugality and saving for the future. He also stressed the Confucian principles of honesty and hard
work, pointing out that Baigan’s ethics could be considered comparable to Protestant ethics, which

led to the transformation from a feudalistic society and the pre-modern age to early Capitalism

* This is written as a discussion paper for Research Handbook on Responsible Management (2019) edited by Oliver
Laasch, Dima Jamali, R. Edward Freeman, Edward Elgar publishing.



(Bellah, 2000). Ishida Baigan preached that the merchant’s responsibility was to render service to
society, not to maximise profit at the expense of others. The sensitivity of the corporation to society
was an integral virtue of business. This idea was borrowed from two integral concepts in Confucian
philosophy: Jin, benevolence or compassion, and Gi, righteousness or justice, which promote an

obligation towards all members of society, particularly the poor and the handicapped (Bellah, 2000).

1.3 Business practices to benefit the customer, vendor, and society

The concept of Sanpo yoshi (benefit for all three sides), propounded by Ishida Baigan, holds
that, in their business, merchants should consider the benefits to the customer, society, and the
vendor, simultaneously. This philosophy of ‘Sampo-yoshi’ was embodied by the Ohmi-shonin, a
group of merchants from the central Ohmi region (located between the big cities in the latter part
of the Tokugawa feudalistic regime). These merchants were itinerant traders and vendors in the
very extensive networks of the nation . In 1754, one of the representative Ohmi merchants wrote
family precepts for his business successors, which can be regarded as reflecting the essence of the
philosophy of their business.

Intoku (unseen virtue) is a well-lknown way of implementing corporate philanthropy. Hidden
virtue without identification will lead to visible reward (Intoku-Yoho). The donation of a big public
street lamp to smooth the flow of traffic is a popular example of this principle. It is more important
that an ordinary business contributes to society, rather than improves its public image through an
identifiable donation. This idea originates from the integration of Confucianism, Buddhism, and
Shintoism. Ohmi merchants did not differentiate between them, and respect for their ancestors was

central to their worship (Iguchi, 2003, p.20).

2. Business responsibility in the formation of capitalism
2.1 Meiji restoration and the initiatives of the new government

After the Meiji restoration, which began in 1868, strong initiatives by the new government to
modernise Japan created a robust link between government and business, leading to a Japanese
version of Colbertism, which had been initiated in France (Humbert, 2014, p.18). Enlightened
despotism under the Emperor took hold in this period. The new government regarded the
Confucian virtues of hard work, frugality, filial piety, and respect for authority as useful morals for
national governance. Confucian virtues were identified as being part of Japanese traditional culture
in Imperial Rescripts in 1890 and 1908 (Sagers, 2018, p.181).

The Japanese government led various initiatives for improving competitiveness against

Western countries through policies such as Syokusan Kogyo (increase production, encourage
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industry). Many state-owned companies were set up in various industries. At the same time, many
private companies, which would later grow to become leading companies, were also set up. The
Mitsubishi Trading Company was set up by Iwasaki Yataro in 1874. Toyoda Sakich invented the

steam power loom in 1896, which was the starting point for the Toyota Motor Corporation.

2.2 Morality of capitalism by Shibusawa

Shibusawa Eiichi (1840-1930) was known as the ‘father of Japanese Capitalism’. This former
government official set up more than 500 promising joint-stock companies in banking, shipping,
textiles, paper, beer, and railroads, among others. He contributed to setting up the Tokyo Stock
Exchange, the Tokyo Dai-ichi Bank, and the Tokyo Chambers of Commerce and Industry. He
contributed to the capacity building of private sectors in the initial stages of capitalism during the
building of a nation-state. His capitalism is known as Gappon capitalism, and it involved generating
capital through credit-creating functions. Shibusawa’s model led to the creation of Zaibatsu (big
industrial groups) based on the function of the financial market. Gappon capitalism is the idea of
advancing enterprises by assembling the most appropriate human and capital resources with the
purpose and objective of pursuing public interest (Kimura, 2017, pp.129-130). The stockholders and
other stakeholders attempted to share long-term common interests, forming a basic approach to
business development in the initial stages of modernised Japan (Shimada , 2014).

Gappon capitalism also means capitalism infused with moral values (Kimura, 2017, p.123). In
his later career as a business leader in Japan, Shibusawa propagated the philosophy of responsible
management. He wrote Rongo to Soroban (The Analects and the Abacus) in 1916. The analects
represent morality and the abacus stands for the economy. He insisted that business should be
guided by morality. In his later speech on the radio in 1923, he said that ‘harmonization between
morality and economy is an eternal principle accepted both in Asia and the West’, quoting The
Wealth of Nations by Adam Smith (Shibusawa, 1937).

His philosophy was principally based on Confucianism. However, he tried to integrate the
common values of Buddhism, Christianity, and other religions. For example, ‘Buddhism can
contribute to creation of the modern workplace by addressing individual empowerment while
releasing the creativity and sense of community of individuals’ (Debroux, 2014, p.57).

Shibusawa devoted himself to disseminating his ideas throughout society. He set up the
Kiitsu Kyokai or Association of Concordia in 1912. However, this resulted in very poor outcomes.
Additionally, he set up the Kyochoh Kai or Cooperation Society in 1919 for better labour-
management relations. He was more involved in this organisation. It contributed to the formation

of constructive labour relations. With the equal participation of social partners, it provided workers



with education and mediation in labour disputes. It offered a model for dispute mediation under a
neutral external third party (Shimada, 2014, p.154). It led to the formation of harmonious labour
relations in Japanese management.

The manifesto of the Cooperation Society in 1920 suggested the mutual exchange of
generosity in order to create better relations between capitalists and workers, and stressed mutual
responsibility for conciliation based on justice and humanism (Humbert, 2014), with the essence of

Japanese management being to maximise employees’ benefit based on cooperative labour relations

(Kikkawa , p.186).

2.3 Concept of rights in Confucian capitalism

Some reasoning is necessary, in order to determine right from wrong for ethical decision-
making in a business context. This reasoning includes virtue ethics, ethics of rights, ethics of
justice, ethics of duties, and so on (Laasch and Conaway, 2017, pp.86-92). Confucianism is clearly a
code of virtue ethics. Shibusawa said that ‘if it is not built on virtue, wealth will not last. Therefore,
the Analects and abacus must be brought together’ (Shibusawa and Moriya, 2010, p.15).

On the other hand, Shibusawa discussed Confucianism as being the ethics of rights, while he
pointed out the misunderstanding of a lack of the concept of rights in Confucianism (Sages, 2018,
pp.187- 189). He contrasted Christianity’s statement of ‘Do unto others what you would have done
unto you’ with Confucius’s statement of ‘Do not do to others what you do not want them to do to
you’. He argued that this illustrated the difference between the two systems, with Christianity
taking a more active approach to rights ethics than Confucianism. He then concluded that
Confucianism includes the concept of rights as part of civilised thought (Shibusawa and Moriya,

2010, p.141).

3. Business responsibility after democratisation
3.1 Leadership by Matsushita: responsible management in times of high economic
growth
Matsushita Konosuke (1894-1989), the founder of Panasonic, pioneered the economic
development of Japan for three decades after the War . He also promoted better working conditions
and autonomous decision making through the division of power, delegation, and responsibility. He
insisted that the mission of an industrialist is poverty alleviation. A business can alleviate poverty
by producing goods abundantly and supplying them at very reasonable prices, like water to the
poor. This idea spread nationwide, gaining sympathy from the democratic movement. His sense of

responsibility was expressed by the words ‘Kyozon Kyoei’ (Co-existence and Co-prosperity) under
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free and fair competition (Matsushita, 2005, p.68).

First, he made efforts to build constructive labour-management relations. The monthly
management consultation meeting comprising top management and the labour union has been held
since July 1946. The joint consultation body comprising the labour union and managers was set up
in 1956. The committee met once a month to share insights on topical issues for facilitating mutual
understanding.

Matsushita implemented a five-working-day and 40-hour week in 1965. Subsequently, the
personnel department propagated the ‘Own your home at the age of 35’ campaign at that same
year. Matsushita had a strong sense of responsibility to stabilise employee relations and the lives of
employees.

In addition, he extended dialogic engagement with the other stakeholders. He was heavily
engaged in dialogue with retailers and suppliers. He sent several illustrative messages to various
stakeholders, which symbolised ‘Co-existence and Co-prosperity’. He tried to build mutual
prosperity with retailers. He expanded the external sales networks by partnering with small
shops and retailers. Matsushita provided support in various forms, such as shop reform, electrical
signboards, and bonuses to shops that agreed to exclusive sales with Matsushita.

Furthermore, Matsushita’s focus was on mutual prosperity with suppliers through long-
term engagement with them. Matsushita established a suppliers’ association in 1970, which
comprised around 6,000 suppliers. These suppliers heavily depended on the production orders
from Matsushita Electric. This association aimed to upgrade production capacity, develop human
resources, and share information and welfare benefits.

The bottom-up approach with stakeholders shown by Matsushita has a fostering effect, which
supports the capacity building of stakeholders to improve the current situation of complying with
the required standards through long-term engagement. Matsushita’s management philosophy
was inherited by his successors at Panasonic (the name of Matsushita Electric was changed to

Panasonic in 2008) and other business leaders like Inamori Kazuo (1932-) (Inamori, 2017).

3.2 Principles of the productivity movement in Japan

The ‘Japan Productivity Center’ was established in 1955 to promote a nationwide productivity
movement through cooperative industrial relations. The Japan Productivity Centre issued three
guiding principles that influenced nationwide labour-management cooperation for many years,
adopted at the First Productivity Liaison Conference in 1955. The official English translation,
available on the Japan Productivity Centre website (https://www.jpc-net.jp/eng/mission/principle.

html), is as follows.



1) Expansion of employment

In the long term, improving productivity should lead to expanding employment. However,
from the standpoint of national economy, a public-private partnership is essential in formulating
valid policies to prevent the unemployment of surplus personnel through job relocation or other

measures.

2) Cooperation between labour and management
Labour and management must cooperate in researching and discussing specific methods to

improve productivity in consideration of specific corporate circumstances.

3) Fair distribution of the fruits of productivity
The fruits of productivity should be distributed fairly among labour, management, and

consumers in line with the state of the national economy.

These guiding principles, held by all social partners, can be summarised as 1) employment
security, 2) the joint consultation system, and 3) the fair distribution of the fruits of increased
productivity. As the Japanese national employers’ organisation and unions adhered to these values
and supported this movement, which was financially subsidised by the government, the movement
was the most successful nationwide consensus on responsible management in the post-war period.
The execution of these principles contributed towards increasing the commitment of workers and
enhancing cooperation between co-workers (Kuriyama, 2017).

The first and second principles of the productivity movement in Japan suggest that employment
security was a precondition to worker cooperation. It resulted in a psychological contract for high
levels of commitment from core workers in Japanese industries.

The value of fair treatment for workers was strongly connected to lifetime employment and
employment security. As Hofstede’s ‘cultural value’ explained, Japanese working culture prioritises
the avoidance of uncertainty.

In fact, as indicated in the first guiding principle of the Japanese Productivity Movement,
employers were required to prevent redundancies through the job relocation of workers, or other
measures. Large Japanese corporations applied these principles in various ways as part of their

employment responsibilities, according to the context.
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4. Responsibility for employment in Japan
4.1 Japanese sensitivity to employees and employment

There is a critical question around which value should take priority in a conflicting situation
and which action properly aligns those values. “While certain values, such as honesty, respect,
fairness, and compassion tend to be fairly universal, individuals from different cultural backgrounds
may prioritise values differently depending on the context’ (Manwaring et al., p.96).

During the booming economic development period, 45 years after World War II, the value
of long-term employment security was prioritised by the Japanese population. After the economy
bubble burst in 1990, Japanese employers still safeguarded employment and tried to maintain
responsibility for it, despite the conflicting cost of employment. The responsible employment
measures taken by Japanese corporations during this time of crisis can be divided into numerical
and functional measures.

A system for voluntary early retirement is a standard measure of numerical flexibility. A
Keidanren (Japan Business Federation) survey revealed that 83% of large Japanese companies tried
to introduce an early retirement system and mid-career hiring against a backdrop of restricting
pressures (Tateishi, 1997, p.116). The amount of additional allowances for early retirement was
considerably large, enough for it to be accepted and applied to employees (Kuriyama, 2017).

At Matsushita Electric, this allowance equated to a salary of 40 months, 45 months, and 50
months for union members, section chiefs, and department chiefs, respectively.

It was believed that managers received 50 million yen (450,000 USD at that time) as an
additional retirement allowance.

The second major tool of numerical flexibility is Shukkoh (inter-firm transfer of employees).
Shukkoh is the practice of outplacement of an employee whilst their employment status is
maintained at the original company. Shukkoh has been used as a means of employment adjustment
when necessary, to reduce employment. An excess of workers prompts large companies to use the
ousting style of Shukkoh. Often, the original company covers most of the salary of the dispatched
employee so that their employment security is retained. Employers recognise the significance of
employment security to retaining the psychological contract of long-term employment.

Employment security can be regarded as being maintained even if the workers are sent from
another company. Surprisingly, most or all of the wages of the transferred worker are paid by the
sending corporation. In general, the employee flow is unilateral from parent company to subsidiary.

A 1989 survey related to Shukkoh reported that 10% of the employees in the surveyed
corporations were subject to Shukkoh and that 20% to 30% of the workforce in the recipient

corporations were transferees. Moreover, the transferees held higher managerial positions at the



recipient companies; 85% of the presidents of the recipient companies were transferees, and more
than half of all managerial positions were held by transferees.

On the other hand, functional flexibility measures were sought by Japanese corporations for in-
house job training. Multifunctional skill development through broad periodical transfer beyond job
category (e.g. transfer from floor worker to sales worker) is a common practice in Japanese human
resource management.

Tateishi Nobuo (the chairman of OMRON Corporation) indicated that the emphasis had
shifted from strength to sensitivity based on a human-centred management philosophy (Tateishi,
1997, p.116). The later argument of Socially Sensitive Enterprise Restructuring is relevant to the

above Japanese cases.

4.2 Discussion on responsibility for employment

Undoubtedly, redundancy has many negative effects (Bratton and Gold, 2017, pp.132-134). It
has negative effects on the mind-set of employees. Since redundancy is a violation of a psychological
contract, retrenched workers, as well as remaining workers, can easily lose their commitment and
involvement with the organisation. Remaining workers tend to feel guilt, mistrust, insecurity, and
disloyalty. Absenteeism and stress in the working environment increase.

Employment can produce rewards for employees. Also, employment is the major source of
income towards cost of living for the general population. People need continued income, without
any gaps, to pay for their necessities. Furthermore, employment is significant in developing the
national economy through consumption and tax revenue, and the quality of life in the community.
Unemployment has several negative effects on society, such as poverty, wasted human resources,
and an increase in criminal activity.

Therefore, employment generation is a national and social agenda of the utmost importance.
Employment is the first strategic objective in decent working environments, as well as the right to
work, social protection, and social dialogue. As such, employment can be regarded as an integral
part of CSR. In this sense, employers play the role of social partner and have the employment
responsibility to stabilise the economy and society. Also, International Labour Standards (ILO
Convention No.122) promote productive, freely-chosen, and full employment, which suggests an
employment responsibility for employers. Economic growth from a decent working environment
has been set as a target of the United Nation’s (UN) Sustainable Development Goals (SDGs).

A representative of employers expressed his view on this Convention (Wisskirchen and Hess,
2001, p.137), stating that successful employment policy must be formulated in harmony with

numerous other policy lines. There should be no resulting burden on investment. Investment is a
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precondition to growth and employment. This implies that the degree of responsibility should be
balanced with relevant factors.

In fact, the current business environment does not allow secure employment for employees
challenged by globalisation, cost competition, and shift in demand. A company may shut down
midway through a person’s career, meaning it is difficult to guarantee life-long employment
responsibility in a globalised economy. Employment security is declining, giving way to training for
employability, which implies the ability to obtain work. The focus is on employability rather than
employment.

Japanese companies seem to be very keen on employment responsibility being a sense
and culture of responsibility by a corporation. Nonetheless, universal agreement of employment
responsibility should, at least, be secured at the time of restructuring and redundancies. The EU
Commission suggested socially responsible restructuring as part of an organisation’s CSR agenda
(European Commission, 2008).

A similar term, Socially Sensitive Enterprise Restructuring (SSER), was promoted by EU
countries and the International Labour Organization (ILO) to prevent any negative effects from
redundancy (Rogovsky et al., 2005).

A company can adopt effective measures to mitigate any negative effects using the following
tools: counselling, skill assessment, training, internal job searching, external job searching, small
and medium-sized enterprise (SME) creation, mobility assistance, early retirement, alternative
work schedules (part-time, subcontracting, flexible leave), and severance packages (Rogovsky et
al., 2005, p.9). Thus, the scope and validity of socially sensible employment responsibility is a topic

that remains open for debate.

4.3 Responsibility at the point of employment termination
ILO Convention (1982, No158.): Termination of Employment

The Termination of Employment Convention 1982 (No.158) and Recommendation, 1982
(No.166) set out provisions for layoffs and downsizing, as well as individual dismissals. They aim to
balance the need for workers’ employment security with the employer’s need for flexibility in hiring
and firing. These international standards encourage managers to pursue a functional flexibility
approach. Companies should rely on multiskilling and flexible work assignments to provide
flexibility with minimal job losses.

Convention No.158 also encourages management to inform workers before the implementation
of restructuring, in order to allow effective preparation for the next stage. Severance benefits
should be provided as income replacement, and priority should be given to rehiring retrenched

workers. Assistance should be offered to retrenched workers, such as job searching, time off for job
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searching, and providing skills training.

Valid reasons for termination of employment are limited to the following:

— the worker can no longer carry out the work needed or behaves in a manner that is
incompatible with the workplace;

- conditions (economic, technological, etc.) have changed, which necessitates the
elimination of the worker’s post.

Dismissal should never be based on any of the following criteria: union membership or serving
as an officer, filing a complaint, giving evidence against the employer, race, sex, colour, national
extraction, social origin, political opinion, material or family status, or temporary illness or injury.

A representative of employers expressed strong opposition to the ILO Convention (Wisskirchen
and Hess, 2001, p.11). He opposed the high and demanding requirements of the Convention. He
explained that employers had their own interest in retaining workers, particularly when they had
invested in their training. However, he opposed any move to offer protection beyond the corporate
capacity to adopt operational or general economic changes. The payment of a severance allowance,
even in the case of justified dismissal, was deemed inadequate.

Ratification by member countries is low, while the Japanese government has also not ratified
this Convention. This suggests that the difficulty in gaining a consensus lies in the degree of
employment responsibility that should be assigned at the point of termination of employment. Japan
is facing a widening gap between the secure sector in employment and precarious workers, such as
part-time and contract workers, who often face termination of employment without any protection.
Here again, an argument must be made for responsible management in contemporary Japan and to

what extent the employer should offer protection at the point of termination of employment.

5. Business and human rights issues in contemporary Japan

After the UN’s guiding principles of ‘Business and Human Rights’ was adopted, its ‘Protect,
Respect, and Remedy’ framework has gradually permeated Japanese corporate sectors. Practical
implementation of due diligence procedures was often discussed in business sectors. For example,
Caux Round Table Japan set up the Nippon CSR Consortium to encourage Japanese companies
to integrate due diligence into the systems and activities of ordinary management. It reported the
frequent discussions and views on the implementation of human rights due diligence issues in
a series of workshops in 2013 and 2014. One of the major discussions revolved around the need
for a more holistic approach. In principle, the distinction should be clarified as being between
compulsory human right issues and the risk to consumers and community and the voluntary

sphere of CSR. Also, a contextual understanding of particular cases should be carefully discussed
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for better implementation (Ishida, 2014).

In January 2017, the Tokyo Organizing Committee of the Olympic and Paralympic Games
formulated the Tokyo 2020 Olympic and Paralympic Games Sustainability Sourcing Code, which
outlines the overall direction and qualitative objectives for a sustainable Olympic Games. The
Commentary of the Code explains the Japanese way of sustainably sourcing under the title
of adoption of a bottom-up approach based on the principle of co-existence and co-prosperity
(Takahashi, 2018, pp.17-19).

‘In terms of the encouragement of supply chains’ efforts towards sustainability, various adverse
effects of the top-down type management method have been pointed out, such as requesting one-
sidedly that supply chains comply with the Sourcing Code, and auditing the status of compliance. In
the case where a request that ignores the conventional practice of sourcing is made, supply chains’
cost of complying with the Sourcing Code may increase aimlessly, and the audit cost of order-
placing companies may also increase.

Based on these problems, it is desirable to promote the consideration of sustainability as a joint
effort between order-placing companies and their supply chains. Such bottom-up style efforts
can be said to match the culture of “symbiosis” unique to Japan in which medium to long-
term relationships of trust are valued.

In terms of the bottom-up joint efforts, communications with supply chains are important,
rather than one-sidedly imposing the burden of complying with the Sourcing Code to supply chains.
By identifying effective and efficient response measures according to the levels of risks through
information exchanges with supply chains, both parties can be expected to enjoy the advantage
of reductions in the cost of compliance and auditing costs’ (The Commentary of the Tokyo 2020
Olympic and Paralympic Games Sustainability Sourcing Code).

In the process of enforcement, engagement, and empowerment, communication and dialogue
with suppliers are important for creating a desirable situation to execute ethical sourcing. An
integral business model by a Japanese company has led to a long-term commitment to the
supply chain having a fostering function to local suppliers . This approach is represented by the
philosophy of Matsushita’s Kyozon-Kyoei (Co-existence and Co-prosperity). A bottom-up approach
to formulating consensus for the decision making of suppliers can improve capacity building and
empower supply chains.

It was indicated that the current CSR approach in Japan still seems to reflect ‘Confucian values
emphasizing sense of duty to the in-group and hierarchy; harmony, loyalty, hard work, learning,
perseverance and patience typical for collectivist, high-power distance, low uncertainty avoidance

cultures’ (Bustamante and Gronznaya, 2014, p.126).
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6. New perspectives and revision of the Keidanren Code of Conduct

The Charter of Corporate Behaviour was issued by Keidanren (Japan Business Federation) in
1991 and used to lay down the principles for responsible behaviour by corporations. It was revised
in 2017 to integrate the new requirements of international agreements, including the Guiding
Principles on Business and Human Rights (2011) and the Paris Agreement (2015), along with the
SDGs of the United Nations in 2015.

It emphasises creating new added value and generating employment that will be beneficial to
society at large. It also stresses the extension of stakeholder engagement. It states that member
corporations should also encourage behavioural changes, not only within their own corporations,
but also in their group companies and supply chains, by fostering partnerships and collaborations
with a diverse range of organisations. In addition, it promotes working together and collaborating
with a broad range of stakeholders, including non-profit organisations, non-governmental
organisations, local communities, government agencies, and UN agencies, to contribute to the
development of society (Keidanren, 2017).

The Charter was revised to include additional text considering recent developments in fair
business practices, fair disclosure of information and constructive dialogue with stakeholders,
respect for human rights, relationships of trust with consumers and customers, reform of work
practices and enhancement of workplace environments, engagement in environmental issues,
involvement in the community and contribution to its development, and crisis management.

In the Charter, the new age is called ‘Society 5.0’, and it proposes a new perspective on
corporate conduct in the globalised society. This new perspective must incorporate the international
standards of responsible management. Moreover, the traditional Japanese ideas, such as
harmonious and long-term engagement for co-prosperity with multi-stakeholders still strongly

suggest the practical application of responsible management according to the changing context.
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RESC T, HE - R~ 2018 4 6 HIZEHM L 72itsE 2@ L T, RRFORIHT
H 5N 5 aER (Kim Hi-Soo) L0 N H OB A SRIRFOEEIZHT 2 EE 21T
BTl R RFADBEEZ DV Tl X, %#fiﬁﬁf@ﬁﬁﬁwébﬁ&owf WK T
H &N Tw 5 H IR KS (entrepreneurial university) 7 — A A% 74 & L CRIERA 707 5
2y (Program for Interdisciplinary & Creative Studies : PRIME) & [f] k&0 & & O BHIEIZ O W
TEHEZIT)o

EBRAZFDOBE

BRI, 1991 FFICRE S N MUEEERILT A EZ E S, fwLE KHEF v 232128
W, 8%:#k (Colleges). K2%Ft (Graduate School) & OF 4 © d B9 Kk (Special Graduate
School) % &4 2 KEREORZKRFETH Y BRI 8T 3 TADPTEREL T b, FRFIE
WO RFEE LREMA R EIT>TB Y. 2018 4E 9 AR T, HART7 K- 30, dhE 9 K,
KES KT - FH, A=A T 7 6KRF - FHLEOREEZ AT VS, JHEREE ITHE X E
MWL, 10 7 E 38 KFEED/NN=FF =2 v TERBLCT, Z70—=NVAMOFERIZIDHATHDS
WERFETH Do 2010 4F 12 A1, AMIIRFABIZH, HRIEE LIS [HERE LS| A
E3 N7,

W RFon ITIE, BEEREFEIET AME. ALl o372, A (Human) & FEHRET]
(Practical abilities) # 7272 &> CTELTEBY) ., [LEiE % A& & EBRES) % iafi 2 724 &%) —
F—1§%F£LTWb, TIUIEBRKFEOEE %@ U CHREPIFETE2AMOL VRV THH D,
KEFBEORE S, BMBOMBERITTOMBEHETHY , FAEOBBELEIORERTHH 5,
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M1 fEmAzoOd

Creative Honest Human

Practical Abilities

Cultivate creative problem solving skills
Cultivate seif-directed learning skills
Cultivate global competence

Cultivate a healthy body and mind
Cultivate servant leadership
Cultivate communication skills

BEHRFE, EREBRORMEDSEEEELZRENT L L2 B L 2BBERLORFEZHIEL
TWwhb, COHMERDOI-DIZ, [#H B0 (Faculty centered) | &A1) F 27 A Tid% ., [
H Ll (Student centered) | @4 ) F 2T A FRVER - EE L TBY ., THFRD D, BFEIRKD
5. HEDPLEL T AMOER Y RAOHEEE LTEIF, FEREXRUKHIIT> T, £
O—BlE LT, BOLFR TR, EBIIT—TMYF =T VEOEEFEFET L7010, L
AP UERBLHELHAEL TWA, OLIZHEMZ <55 PRIME T k4 7 TRASNT
Who BINPED (822001013 REE TEREZHO] L) FMEEZoOBMEEEL, [
Al OBERKE L RF L TW5b I DA TE 72,

F7o, KHF v 28 A2E, #F 1R, bl 10 BEO A, 19,155m2 HIE O A M EE A B
bo 2O [HR] Lid&Et05 T, REHEE LTHERE L TRER L L O X % [AIF 251
HVERE V) BRER-TWVLYS Z0LIII, KRETON ) F 254, BRSO LS
2BV, AL EOEHEOFEICRTLEENTADOOLNTVWD I EDPHERTE, 20X %
BN E OGS, FBE MBS E ., B IR REEREE, R LH
¥ (75%), BREFILFGSRETIEFERZICEL T, HEIBTIT-> T b KEERFHHE
12 100% 352 SN B PBIZO LD o072 b DEEZ BILD,

BB KA ORI IZ TR ATE ORI & B L CRE R LRI TH 2o FA &
Tl KEEORBEROMEAFAY 3R 22 b 00, 2017 4 12 A ICBEHER (HATIZE!
FI) 3585 L@ E O KERIERIT 67.7% Th > 770 b, EESEE & TR 3L

o [H

2

(1) HEOREHIRITHER 2 B OFEE L BIREE 8 B DKL % tf GICHI4ERE 12 A K TITEHEERRBI
AL THEET 5,
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2018 4 5 H 125 L 72/t TId. HARD KA1 98.0% . Z4uid 1997 4R IZFA = Blga L C
DkoREETH Y . MERS LT 3EER CHEI L7z 2. BEREDS (5 ENIO
RERED S REZOFRHBB A HE/NL T b EOHBELHR SN TEY . BEOILRITKE R
LWIRIIZ®H %o TOHT, AL, BERFTIE Ly 7OKEZHEF L T D. BERE
FZERETERIC & B\ 2015 DG RFIZ BT 2 ERIL 745% & 2 0. ZERE S 7 V-7
12 Ridk L Twd,

BNIERERE L EREAFZEDER

SHIIIRAHE & L TOEREZ LT, HHE Y vVICHEE—OBEE AT L IREHE 2 %L &N
7zo AT, VD LEEN TV 25T Td 2amlh i @EmyRE,. 2 L CaBRE%
RISE U720 720 ANZICH 720 . BEH.GE T EAYRE L T2 HEENH 5 V7 VN T
. EELOMEHTH LN T, HIBAOBRL & v BREZEF 2 T, RIRFELHLE
N7zo BAETIE, fallE KH220F ¥ Y3222 TE Y Gl v 28R EEF I o L
WET NV ERRIR, KHA T4 7V F v S 3B KSR & il L 724 ay T b o SR g
RANFFE LTRMALL . BEMEOM EISENI LTS, B, &lEoaRAThohs &4
PEEAIZERRETH Y, F¥ N ADTHA VEIZH b Tz, B, 200743 2k, &
NETOREBEFRBICN LT, BEBUF LY., EIRBEOREN CTHLEFLHELZEL T2,

SoE O B AN DA A R LD — B & LT AU A1 i e L e
B RS RO, KO LD ILBRSNT WD, RES. HALOEH, 21
THART B AEEORR L BHE TR, B4 IME LER-TBONEZE b, LK
U LB 4, BRI Bl LT, 2EESATOES, [Thelo, RTEEA G, ¢
VIR Ty ANERT B, ATO TREEH] 251085 2512, BEAOWREES T
D BERLFI . BF [RRETES] [HEE5 5] LOWMT, WROH % %%oT L7
N b, EEICEA L CRAG TS, 2 LCREORI LHC 2, HEOETH) £ L i
Yol kB NTWD’,

St L OMFEEEE L LTV A AW, &EPEMTH L2 2SR LTw
bLEZLNL, MAKFOEFEHMENLORHCL S L. Al EOEM X, EhiL LT, #IC
BEOZEEZBWRL), BE— A N OEZ L HEZ FITHh - TWie 2 E25, AERD
HEROD AEEL ORFHFIOL N> TnEEERINTNE, TL T, FEPOEELELEZ
FANRTEBY, FEPSOUESZEERLTODL LD, BERFEIZB 2 F2ERLORE ik
DIRFEDHR LT, HETO LY 77 T ATOEEEDHMEIZOLHN > TnLH EERLT2,
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FRZ BRSBTS [AdG] OBERROTEICE L Td, EERZ I L2,
GHLOEME LT, £ LTHEE L L TOMPVEREA S RILF v > 7S ANOF R BT (2 FE
BT HIENTEZ, BEEBRNLHIZ, EELIIEE L OMFEOR T, FENSOELZIH
LT, FHEORFNTOEGEPRETH S 2 L e RELRELIRR ., B L VRO RERLTE 2
1ToTwize BIZIX, 2D, FHRVIKLPH AW L 2B FAEOFTEICHE 2T T, &%
WIZIRAK DB KA T — 2B, /o, FEOHELZLEME LTOBAENE, AFROEE S
Y AOORNGHEEZRT TND I e L, FAEDD OEL LM ZIT ANL [FHEH
Lo ORINZEHED B EDMR NI SN T D, T72, B RFITEEOHEARTICH 5 &
VW ZEDS, RFEETEET 2 RKFAENS (L HIERISH L Th, M4 TR LS L
WL T, RECHBMLTWA,

ABERREOHERN SOREAZOAFEEICHTHER

Humanistic Management in Practice * 12 & 2 & . [ AR =56k L 1302 oF&rieC, AM
FFRE % EH T 5720 OFREFE M (guiding principles) 7S ETH B & LT\ 5b, TDIRER
HELT3HEHAZEBIFTBY., [\HoEmEoESLGOEE || [HEOEEOREEE Lo
JREAOIUY A | TS OMEIIRE Y K Y D72 ORFEDOIEK] & LTwb, Friz, [#E
OAFHBIIRED KD D720 OXFFHEOIEK] 12DV T, B LEZEMA L% HIE, Frilk AT —
JAHRNY = T =YX M EBUTE) BWHEICEREE L Iro 20 R s v, £
72 SOWEIEII =T 14 - 4 XA MRX Y} (community investment) & L CHIHEIZ AL E AT
FHNTVL s HEAMBEHEPSOBEASOII =T 1 - 4 YRA L Y FOEEME,
FEFEMEZIT T BECMEEOHSELITEHER L 72 L) 2HETEHTHL L LEZ LN
L9 Lo T, 332274 - A Y RAMA Y POBREHIORFEEHAD Z LITRER
HTIED D05, FIEME, BEFO L TAERLHEISIC. HETE - Tk - REFEK., £
k% B AR R R EADITE L L TESIRR TEREEMA 2. TO/MEK. RAEEIZBT
52T 4 - A YNAR XYM REBEDPAENORFNE & WHFEOL M ZFR T
BIENERELE LD, DFN . RFEOFAIIHT 5 HEOMR E NBHEOMEEZ LT AT
L9, T, FBFICRYDY D D MO EOBEEM: S KSR WELTH D,

BEHRFOBERITENIOWTIE, S Lo EL OMGELEMR L, FAENRETE 55,
ZLTC, a2 =7 4 — IS0 T ABREBIC OV TEICHELHAA TS HICBWTIE, AME
FREEIHEDO VLR FEEEZ ENT VLI L EERTE D, $/2, MU AMEREEZERL
TV B AMIRFRREETTL . BEORME LT [ AMEKREOREFER/- [ L & Auei
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FOEELN] [ NEOYMESFS 74— LA (BEE) -] Ld), BEoMET, [Hd
OB A FEF L Lo N EER] 2 HE, BHOMTLE & b ITE~OFKEZ O &3 [ AE
LA BT B A s AR FERIEA AN A BERT LI L2 HME LTV Al
iR b HIRE R I b BRI IZHL) AL A TV 5,

7o, o Tid. TAMEIESREEE ] &) ST, BEEMAIRIE, FHMomMaeL L
TETFONTETVL2Lb0TH Y., [MHAMIEREM] LIEFED [REF] L OEHUKE
THY. F20OHBBILEB~OREFIE ) Th b LBRTW2, 72, MHHLTE,
WHAMERD 3OOFMICE SV —F =2y 7L LT, [HEalpgo B8] icEon:
==y 7 [ A EEEGE § 2 MEOKRR ] 123D — 5=y 7 TEMEDS:
CEERTEREZ] I0EOC) =5 =2y TRBRTWE, ZOE,S S, WMAFOHIRT A
MEBGED . FUAES DL EL SRS,

L7235 T, RSB L CAMIERAICRE SN TV 5 BF ORI R 2200, WK
b [FEE—] OAMBFROHETEHNWTWDL Z EDPHERTE 2, INS5DOB% b - Tiliam
fF15% 2 L IAWEETIES 575, AN ERREE RS W REE X, BIZEOFMZIE L kK
L. RO E LTAMERICN T 2TEINME) SETEMENDL EERZ LMD, L72h 5 T,
MR L AMIR S & OB AR ERICEOSNTEB Y, BIZEORM - B - Bz A L7z
R E LT MRFEP A EREZER L L TRFEEEDP LRI TV D EERLT,

BOEICHIFDFFIMAZDLND [CHTHER

KE @ Institute for the Future 12 & % & 4 H O5EAY 2030 £ 12179 & & 127 153D 85% o8
SHTRIELFEL TRV LubTBY ., SHOBF IOV T—HEE LT, flxid,
K2 4 KBTI LV HIEE & LT, Degree Plus &£\ 9 707 F A% HELTW2 Y AIEMIC
W RFPAEL LTHRALHBEMR AN o LROMFIZLERAFNVEDF Y v TE2HO 5 7
B, SHEMOT—-AZRMIEL T E, 2O LI, BEREOED HIZOWTRITHRITEIN %
SNTWHKRETH, RFEHFOEN H b TWb,

B L ESL 2L D & BARICBT AHAADFOHE LI SCHFAE R EE S G OBFIC D b
DPHETERLTWAVA, 450 ICT HOHMERICL )., F0H LOBSZIRMET 2 56E
DB, KFEHEZOLObFHFRER S NEE RET I LA 2 Ll T05E, Z20—>
DB FE LT, BPBAEOD ) HFABSENTVL, L Laa s, BPEASE, Hag
TLICHRHIHIE L TA / N—2 g Y EARIELAMEBERT 22 L2 HIGE LTWBA5, EER
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L OB LOKBERIRH ) F 2T AREICE A FUV BB L0, Wb
PSR 2 FEOFRE A S 13 K SHADHHNHFE SN2 b 0D, WIEEIZH 25 2019 4F
X2 RFZLVHRORTDORAY = b, L7zho> T, EAENI BT 5 HPRE KOV T,
HR AR EZERDLEND DL EEZOND, 5HOAMERIZE L TIE5SH% b4 2BLED S
HRENDZTHA I,

EEAZICHIZRIEREST0I S5 L (PRIME) DM

ZITIE EERFEPERL TV LEIEME 7077 4 ThD PRIME 22V THEA L, A
FRBEICEDCEPEOEMBAFEDOD ) 72120\ TERT 5, PRIME (&, 1HRHEHESF
(Cyber Security Engineering) . #f#% T.2%F} (Department of Mechanical Engineering), 2" 10 —/\)U
FEEEZ 2R (Department of Global Medical Beauty). &4 IT 42%} (Department of Convergence
Information Technology). [E#/31 7 %%} (Department of Medical Bioscience). 71—/ N)L 4G
22%} (Global Frontier School). & 74 1 >~ %%} (Department of Interdisciplinary Design).
I NA F4bFEF (Department of Nano Biochemistry), ESEZR 7T » v =71 ¥ 7%k}
(Department of International Civil & Plant Engineering) 7> SR 2TV %,

3

HETIIRFEORBBEOEAIHEAMENL L TWVd, 2OLIRTROVEDE LT, %3
HEOFHBELEWMBOR—BEDEZ SN D, ZOME. BEBGEHEL L. 2014 F OBUF it H
IZHED X 104121213 26 5 AD TR E L 53 T NOEIEE. &k, £l otk
AERT DL EBITTC0D, HAILEE SN TR EENREONREZIT L2 LT, F
HEORERPBETEELIEZHELE LTWAEEZOND, TOME. BEHFWLTIE. &
SHBERBITANN L0 OEMETH L NE 0, BIREMO 72O DB TH 2 REDOH#ER
PATDIL, TERDO AR R NVT =V EEMIBT 2 AMERE BN E LT 07T 4,
PRIME » % & g L7z 2016 45 H 3 H. B 55 0@ IR KOS TH 5 B EHE M4
2595 21 REEHEFE L, ENEIH 2,000 &7 + > A PRIME ORGGE N ONEE 1233 2 2 H
ELTERESEN. 2F VE@EEIZHE VT PRIME 298 A SN RICE, HEAMED—2TH D
RIS 5 720121d, FEEDOFRE L WIGFOAR R OMMABLETH ), T L)
F7%* 5 PRIME %5 A 4172,

D5 LT, REDPWSENBR AR E DXFIATE 2 %) BEOESFEHEOKENP 7T -1
ZRELIDOFD L) BELH o7z FHIZ, BEBUF TR, SEHET [ER L NEEEZD%
LB R R VAR B R IR H 2 DR 2 B e O gE ] LR L T ) TM R RETI L
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O EEEHRLTWD, L72A> T, PRIME (2 X 2 23RS C 3578 ) O R E %
R9 %) A THETIIH LD, ZTOMKE LT, HENIBIT 2 &FHE OREDIBLR L O A
BLOEOBENKDH DL LEHEINL,

LA LS, BETIREREEED 685% " 27RFIZHEFE L TH Y. OECD #EFHTH 2
583% % LlHl>TH Y, BENZBIT 2 BEHEIIHETORIOODOLELMNTHLEHEZ
bibd, 72, 4@ PRIME PAHI G, @EHEOE %M LT 572012, CIFRFXIZAE O
TRERET L% L C, BEOBEFHE OKED 70— NV % KEADT| & FIFE2EL T
bo L7225 T, PRIME 12X 3 AL D3 % b DD, HEEHEOUENEATHLKETOH
BIEE T 5 L. BEIZBIT 5 KP4 DRI OMRR DT F A DOFRE & MG OA—F)
EZHNDHT ENL, 2O PRIME ORUD M A0 2 BIREfFRICIANT BB R AT 7 Th
Hr#EZBND,

BURF 23339 % BIERLE T IT M OZBU L S 7228 Ch 2 A 1T F R & 35 L 72,
F%8Cld, ICT. ENXA NV AT AL, V7 M7, Lo -z LTy 77—
7 —H—VC A, [oTH— ¥ Rt 3D 7 v MEHAS T2 EFHICERL TWb, T2, ¥
BORBOERKIEE FO L 720127 0= NV ¥ TH B IBM X SAP D EH 2 % 5 L TH
0. EELREMDFBISTELHEL B> TWh, T, AFEICIE, AT B3R OB
o 03FEEE LTAFERIH SN L0, BER—FE LT, AMBEREZ LTS 2 LAWER
T& 7, kIS, REEEIHBIICEMRLERE T 2RI Nz T720 2019 121
HIE O KT O THRET v 7 VEEA 5 Apple Distinguished School” & LCERE%E 213722
LT, HBPRD TV AMBEREEOE L 5 EHWEFECE L),

EHPEICBWTH, REAESFERO 70 7T ACEENICEG T 57 — AR NTw 5,
LA LaDS, CHRFEREBRUBOEA" 2 RELTBY . SHOKFUE L FHUE &
DF vy THHEELZEEMFEL IV,

FRIZ. B REICBIT S PRIME ONLEDT 225§ 5 &, FIREFHIES AMHED [1EEZ
NG & FEBRR) 2 i A 722 % ) — 5 —] THAHZ L %F 2 5L, PRIME & OB
EWDDEERZONL, TNEFHWREE T 57201213, BINZZOBE - 115 - WO AKD H
WLRRETHY . ZOMARDZ < Ziud, PRIME (2§ 2800 0 & 912, #ENZ BT 5 &S8R
HOKEDOHBER T EDEEL < LWLV H 5 L E R 72,

(2) Apple Distinguished School & (%, Apple #2577 /0¥ —ZiGH L7288 5 Apple D¥ Y 3 v ZHEE L
TWBREE L) = =2y TEHEFELLELTBY) ., SN HERBEERE L HEREOZ L, 2018 4
12 ARBFT T, R 29 2 E. 400 OFRATRE STV 5,
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IEEDRERERT LN TELLDEEZONL, £/, BERFOHRG L SHELOTEICE
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LA B OMIRIRZE o 720 h) 1. TR LOFERR~O LR R TIE5ERERIEE % 5
Z1OW AT NEED L) BIROFEE S7-0h) ] OSSP L. k0RO
HRIR (RS OBERO—mME2HOPICT LI EICH Do TOBHD72OICAHLTIE,
FRICHARE R b X OV R R R 1B 2 4T ¢ HV AT L b 3 4 HEJ RO FH 5T %
1190 BBAGLTIY FiFs [#KT] &k [HaTo/NER (BRIEHHhE) * 553k, €
DEH LG (E5%E) 2 ESAMT L, B LEERIO LI EENBEE xS -85EE] O
LT, BENFRIEFTOBEBLUOEEEYEA TV D,

BN LOMGEFEG & L CHYBER L b3y HEI R 2 EIRL 201d, FB—1Cmth & b ¥
WITHE2 R SE, BETOHBESE TR HL2WEFITH Y ETIEITHRIC L B0
FERDILBEE TH Y . EITHEE B 1950 12 KF B L. ER Lo EHE~D
SBEMRET T LD L TR E 05 Thb, 7o, WHERAE X O ERE IR
T501E, ORI OEEL L 7257 R H AN L L COCBATHITH ) .
BOFERHRERR OB 72 DR 7205 Th S,

DT, 28 TlE, B LEEOREL ML H 7805 - ~ 3 5 BB O THE ORI
DWTHEBIT %0 4 3HETCld. AEEIEI A O BHEREMNOF@MHEICER L ED &5 123
Ho TV, BELIETEMEGDO AMHRTE 2o TWeDPIZ oW THZEE L b3 ¥

1 2018 4EFAET, Hep AR 2 NP THE R T 2 M THE 2 HARTHEIEL T A /FEITIX, T 5 HE)HE,
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HEHEZ FOIIHE 5o FAHTIIHIZEETE 35 ABHED 1950 F£4%I7EH LT, 2%
LG ERRICHE B L G2 20 E) i, GRI2ETNIED L) LB e 5 2 7200 % BE
5o HSHITIIARRL THOE PR - 720 ZHER L TIUSTED W TRBL E/NEAHE L 725
MO ([ LAEBEOFEHHEG R HERERICED L) B2 52 7200]) BIUEEKEHADT;
FERTR (7 RS DIFRROTEEEREIC OV TERT %,
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Diversification of Private Labels in the Japanese Retail Industry

Dr. David Marutschke

Abstract

The purpose of this conceptual paper is to understand why major retailers in the Japanese fast
moving consumer goods market have grown and diversified their private labels in recent years.
Based on these insights, the paper discusses the potential of private labels to address a fundamental
shift in consumer attitudes towards higher price-sensitivity and long-term value orientation. For
this analysis, Japanese articles from professional magazines and newspapers published within the
last few years are reviewed which include keywords such as “private brand” and “private label”. In
addition, publicly available surveys among Japanese retail companies are analyzed, including the
annual Nikkei retail survey and the annual supermarket statistical research report by the Japan

Supermarket Association.

Four underlying motives of major Japanese retailers to grow private labels are identified. The
first motive is to differentiate through price, appealing cost effectiveness of the entire retailer’s
brand. The second motive is to differentiate through “smart value”, which aims at outperforming
rivals in terms of the gap between perceived price and benefits. The third motive is to differentiate
through unique value by offering goods with exclusive features. The last motive is to differentiate
through cumulative advantage, where goods are specifically designed to create or modify consumer
habits over time. The findings suggest that the traditional two-dimensional concept of price and
quality and tiered brand schemes are outdated to explain recent trends in private labels. This
conceptual paper offers a new way to incorporate unique and long-term value perspective into the

investigation of private labels.

1 Introduction

Private label products have become an essential part of our daily lives around the globe. No
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matter if we go to supermarkets, drug stores or even electronic supply stores, we are able to select
from a large variety of products which are sold under the retailer’s own label. They represent a
significant opportunity for retailers to differentiate products and enhance profitability while serving

the wide and changing tastes of consumers.

From a global point of view, private labels achieved impressive market penetration, and the
positive trend continues to grow. 89% of shoppers worldwide were buying private labels in 2013
(Euromonitor, 2018). Japan is the world’s second largest retail market (IBF, 2015), and private labels
are slowly but steadily gaining in popularity, which makes this market a particularly interesting
research object. In addition, understanding the underlying market dynamics challenges some
common conceptions such as Japanese consumers to be traditionally brand-conscious buyers, who
are willing to pay a premium price for products with well-known brand names and who are less

interested in low quality or low-priced goods.

This paper analyses recent trends of major Japanese retailers to expand private labels and
their underlying motives, with special focus on the packaged consumer goods market. First, a
literature review and statement about the research gap is given, followed by an analysis of recent
retailer activities in private label development using case examples and related survey data.
Subsequently, customer-oriented motives are discussed and their opportunities and challenges to

meet dynamically changing needs, before ending with concluding remarks.

2 Literature review

Private labels, sometimes also called private brands, store brands, house brands, own brands,
own label or retailer brands, have been present in the marketplace for several decades. Although
the exact definition of the term varies among marketing professionals and practitioners, the
retailer’s ownership and exclusivity are a common theme throughout the literature. Armstrong
& Kotler (2014) define private brand as “a brand created and owned by a reseller of a product or
service”. According to the private label manufacturer’s association, a private brand encompasses
“... all merchandise sold under a retail store’s private label. That label can be the store’s own name
or a brand name created exclusively by the retailer for that store.” (PLMA, 2017). The Japan
Ministry of Internal Affairs and Communications counts those products as private labels which
are planned and developed by major retailers such as superstores and which are sold under their
own brand (MIC, 2017a). They can be found across many fast-moving consumer good categories

such as processed foods, soft drinks and toiletries, but retailers have extended the line-up even to
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more complex durable goods such as electronic devices and even services including mobile and

insurance services.

The reasons for retailers to develop private labels are manifold. One commonly stated reason
is that they lead to higher gross margins compared to manufacturer brands (Richardson et al.,
1996), mainly because of lower investments on product development, commercialization and
advertisement. In many cases, retailers purchase products under the private label at wholesale
prices which are only slightly above the marginal costs (Liu & Wang, 2008). By doing so, profits can
be secured even in a highly price competitive market. Researchers have identified positive effects
on the demand for manufacturer brands which can help raising the profitability of entire product
categories (Vahie & Paswan, 2006). Others argue that retailers use private labels as bargaining
tools so they can negotiate better prices, ordering or delivery terms with manufacturers (Ailawadi
et al.,, 1995; Chintagunta et al., 2002; Narasimhan & Wilcox, 1998). As the label is solely managed
by the retailer, the company has more control over the product from research and development,
distribution, merchandising and marketing. Miquel-Romero et al. (2014) argue that private labels
have potential of building long-term customer relationships as they increase consumer’s propensity
to buy private labels even in new categories. The Japanese literature lists the ability to secure
profits, strengthen negotiation power and to diversify product offering as the primary objectives
(Shigetomi, 2015; Yahagi, 2014; Fujino, 2009). In the 2015-2016 Private Label Sourcing Survey by
Deloitte, one of the largest surveys on this topic, retailers were asked to identify their primary
objective for developing private labels. The most stated objective was to create a lower price
alternative at equivalent quality (59% for grocery and 42% for general merchandise), followed by
establishing exclusivity and differentiation (12% for grocery and 23% for general merchandise). Only
8% and 13%, respectively, stated to develop private brands primarily to build a “price fighter” brand
in the product category (Deloitte, 2015).

Literature on brand management considers a two-dimensional space using relative price and
quality vectors to determine the positioning of private labels against established manufacturer
brands (Bakker, 2015; Riezebos, 2003). The most common are two-tier (low, mid-tier, Steiner
(2004)) or three-tier (low, mid, premium tier, Lamey et al. (2007)) brand schemes. Yang & Wang
(2010) define low tier as acceptable quality at the lowest price, mid-tier as equivalent quality (to
manufacturer brands) at lower price and premium tier as higher quality at a high price. Kumar

& Steenkamp (2007) distinguish between three positioning strategies “generic”, “copycat” and

“premium”. Here, generics are seen as products with little added value, often poor quality and
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available at a price less than half of that of the leading manufacturer brand (Nishikawa & Perrin,
2005), while copycats are goods which re-create well-known brand products by imitating their
features and packaging, positioned at an equal quality level but priced moderately lower than
the original manufacturer (Bakker, 2015). Finally, the term premium is used for goods which are
positioned in the high quality and price segment, with a quality level equal to or even superior to

that of manufacturer brands (Sayman et al., 2002).

Similar to the three-tier brand model discussed above, the Japanese literature distinguishes
between three categories that emerged in the last decades but uses terms slightly differently.
According to Yahagi (2014), supermarkets in particular increased their efforts into creating
“generic brands” in the 1970s, which are defined as low quality product at low cost, to cope with the
challenges resulting from economic downturn and strong price competition. Products classified
under “standard brands” were introduced later with a quality level similar to leading manufacturer
brands, which have been further improved in the 1990s to match diverse customer needs. This
was also the time when “premium goods” under the private label were introduced and surpassed
the quality of their established counterparts (Yahagi, 2014). The author suggests that there has
been a shift historically, from private labels which appeal cost effectiveness (kakaku sokyii gata)
to more quality-oriented labels (hinshitsu jishi gata). One argument is that established brands
take countermeasures by raising the quality of own their products, making private brand options
obsolete in the consumer’s mind. This in turn forces retailers to enhance their quality level

continuously (Tsuchihashi, 2010).

The above overview shows that both Western and Japanese literature uses price and quality
vectors to explain different positioning strategies of retailers. However, a look at the recent years
suggests that private label segmentation has become more sophisticated and diversified. For
example, Topvalu by Aeon Group, one of Japan’s biggest private label in the market has a three-
tier brand scheme that consists of Topvalu Best Price, Topvalu and Topvalu Select labels, but also
offers Topvalu GreenEye (toppu baryi gurin ai) which promotes safety, health and sustainability-
oriented features. According to a company statement, this label is treated separately from the three-
tier scheme (Aeon Group, 2014). Other major retailers used to offer two-tier brand schemes such
as Seven & i Premium and Seven & i Premium Gold by Seven & i Holdings, but the company has
further diversified into several sub-labels, including Seven & i Premium Fresh and Premium Lifestyle

(Seven & i Holdings, 2017).
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This trend of label diversification suggests that a two-dimensional price/value approach with
tiered brand schemes shows an incomplete picture of the market. Furthermore, Japanese literature
tends to focus on strategic, organizational and contractual issues between producers and retailers
to understand the company’s motivation, while relatively few take a customer-oriented view and
integrate the issue of brand and product value perceptions. The aim of this paper therefore is to
better understand the situation in Japan by investigating recent activities and underlying motives
of Japanese retailers to develop and expand private labels. This analysis takes a fundamental shift
in consumers attitudes towards higher price-sensitivity and value orientation into account. Special
focus is put on major retail companies as they cover the majority of the market share (Toukei Data,
2017). The findings should help to understand why and how retailers are growing private labels
to meet customer needs and how this can be explained despite the commonly known high level of
brand consciousness of Japanese consumers. The findings should also give directions for future
research on key differentiators of private labels and the impact on consumer perception. For this
analysis, articles from professional magazines and newspapers including Diamond Chain Store,
Chain Store Age and Nikkei Marketing Journal published within the last few years are reviewed
which include related keywords such as “private brand” and “private label” (puraibeto leberu, PB
shohin etc.). In addition, surveys among Japanese retail companies are analyzed, including the
Nikkei annual retail survey as well as the annual survey conducted by the Japan Supermarket
Association (JSA) and the Private Label Manufacturer’s Association (PLMA). Various market
reports and company statements by major retailers are examined to understand industry /

company specific trends.

3 The private label landscape in Japan

From a global perspective, the market penetration of private labels is still relatively low in
Japan. In a report from 2011, PricewaterhouseCoopers made a forecast for the 2010-2015 period
that only 9% to 11% of the market’s total value would come from private labels in Japan, putting the
country on the 18th place in a global survey among 21 countries. These numbers are significantly
below the global average of 22% and 24% (PwC, 2011). Euromonitor International comes to a similar
result in a report published in 2015 which suggests that Japan is the only Asian market among
the 10 largest global private label markets, but has the lowest private label penetration with an
estimated share of less than 10% (Euromonitor, 2015). Yahagi (2014) argues that the relatively low
penetration rate of private labels in Japan can be explained by the fragmented nature of the retail
industry. The author suggests that Japan’s retail industry consists of many small and independent

stores which do not have the capacity to develop or market such products on a large scale.
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Nevertheless, the market is constantly growing and is gradually changing the retail landscape
which has been dominated by manufacturer brands in the past. In 2013, the market size of private
label business for food and non-food products in Japan has grown to approximately 3 trillion JPY
and is expected to grow further to 3.2 trillion JPY by 2017 (Japan Marketing Association, 2017b;
Chain Store Age, 2014; Fuji Keizai, 2014). In fact, the U.S. Agricultural Trade Office provides
positive private label growth projections for Japan in all five retail types (general merchandise
supermarkets, supermarkets, convenience stores, Co-op and others) between 2012 and 2017, with
growth rates of up to 29.86% in the case of convenience stores (Aoki & Oakley, 2016). According to
a survey among Japanese supermarket operators from 2017 conducted by the Japan Supermarket
Association (JSA), 75% of the respondents stated to offer private label goods. Almost half of them
(49.1%) expressed that sales with private labels have increased in 2017 compared to the previous
year 1. Only a minority of 11.8% of the total sample has been confronted with decreasing sales (JSA,
2017). In the 49th Japan retail survey conducted by Nikkei Marketing Journal, more than half of the
companies (56.5%) stated to expand sales generated by private labels (Nikkei M], 2016). It is also
worthwhile to mention that Japan is already represented in five of the 50 largest markets for private
label worldwide, primarily related to chilled and processed food, with four of them having positive

growth projections for the 2015-2020 period (Reklaite, 2015).

The Japanese private label market is dominated by a few major retailer brands. The four
biggest in terms of sales are Seven & i Premium (Seven & i Holdings), Topvalu (Aeon Group), Co-op
(Japanese Consumers’ Co-operative Union) and CGC (CGC Group). Together, they accounted for 2.5
trillion yen in 2015, a 7.7% increase from the previous year (Diamond Chain Store, 2016c). Among
these brands, Seven & i Premium holds a unique position, not only because it takes the biggest
share of 1.1 trillion yen but also because of its strong growth rate of 22.8% in 2015, significantly
exceeding competitor performance. According to the 2017 Nikkei business map (Nikkei gyokai
chizu), Seven & i Premium and Topvalu alone have a market share of almost 70% (Toukei Data,
2017). Data from the Japan Supermarket Association further suggest that company size matters,
as the share of companies offering private labels is positively related to the number of stores under

operation (JSA, 2017).

The following elaborates on the trends, activities and underlying motives behind private label

strategies of major Japanese retailers that were identified during the review of market reports,

1 For large retailers which operate at least 51 stores, these numbers increase to almost 90% and 60%, respectively.
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professional magazines, newspaper articles, surveys and scholarly articles.

3.1 Demonstrate price effectiveness

The launch of price-oriented goods (kakaku sokyii gata) under the retailer’s brand in the
early 1970s represents the origin of the Japanese private label market (Ohno, 2015). The primary
objective of this form is to attract customers by offering products which are functionally equivalent
to national brands but positioned at a lower price. In retail management, it is often argued that
companies use this strategy in times of a price war to offer a low cost alternative without damaging
the national brands’ equity (Rao et al., 2000). The economic situation and outlook of a country also
can have a big impact on the success of price-oriented private labels. Quelch & Harding (1996)
claim that private label market share generally goes up when the economy is suffering and down in
times of favorable economic conditions. When consumers are more cautious in spending and more
price sensitive in economically difficult times, retailers can rely on low-cost labels to meet sales and
profit targets. This fits to the insight by Shill et al. (1995) that the share of private labels and generic
products in Japan has significantly grown in many markets after the collapse of the Japanese bubble

economy in the early 1990s (Kato, 2009).

Miyashita (2010) suggests that management in the Japanese retail industry is reshaping its
focus on private labels since 2008 in the context of the global recession triggered by the American
subprime crisis. The high cost pressure caused by rising oil and material prices further pushes
retailers to look for new ways to secure their profits. Several indicators suggest that the social and
economic conditions remain quite challenging for retailers, as the country’s economic growth
came to a halt in the aftermath of the Great East Japan Earthquake in 2011. According to the Japan
statistics on salary from 2015 (Kokuzeicho, 2015), the share of population with annual salary of
equal or less than 3 million JPY is 39.9%, which is an increase of more than 2 percentage points
compared to 10 years ago (37.6% in 2005). Considering the debate of a growing share of non-regular
employees with lower income than regular employees (JILPT, 2016), more people are expected to
take budget cuts in everyday consumer spending. Data by Trading Economics shows that Japan
consumer confidence took big hits by the subprime financial crisis in 2008, the Great East Japan
Earthquake in 2011 and consumption tax hike in 2014. Although the index is slowly recovering, it is
still below 2013 level (TradingEconomics, 2018).

Several data sources suggest that the economic situation has a big impact on consumer

spending behavior. According to a survey among Japanese retail buyers conducted by Musashino
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University, the share of respondents who agreed that consumers are “aggressively saving money”
has increased from 35.8% in 2016 to 41.8% in 2017 and 37% in 2018. 72.9% of retail buyers confirmed
the importance of addressing needs of low-end consumers (Diamond Chain Store, 2017, 2018). A
report from Euromonitor warns that “many Japanese consumers are concerned about their future
financial prospects and are thus restricting spending where possible” (Euromonitor International,
2017). Even for dual-income households, Miura & Higashi (2017) find that the savings rate has
increased by 0.78 to 0.88 percentage points between 2007 and 2015, when controlling for income
and financial assets. This trend is expected to continue as the level of consumer confidence and
expectations towards economic recovery remains at a relatively low index below 45 (RTTNews,

2018).

In this environment, where the preference of Japanese consumers towards lower priced goods
tends to become stronger, retailers are increasingly investigating the role of their private labels in
fighting the price pressure. For example, Aeon Group announced in early 2018 to lower the prices
of 100 items under their Topvalu label about 10% on average, a continuation of a price reducing
campaign initiated in 2016 (Nikkei, 2018; Nikkei M]J, 2018). Similarly, Seiyu announced to reduce
100 items under its private label for an average of 7% (Seiyu, 2017a). Half of the respondents in the
50th annual retail industry survey conducted by Nikkei Marketing Journal stated that they plan
to increase private label goods which are cheaper than manufacturer brands (Nikkei M]J, 2017a).
Increasing product sales which are “slightly less expensive” and “significantly less expensive” than
established brands were the only options which got higher response rates than the previous year.
According to the 2017 Japan Supermarket Association survey, the most common feature of private
label goods, which retailers want to appeal to consumers is “low price”, with a response rate of 74.9%

among 183 surveyed companies (JSA, 2017).

However, low price does not necessarily mean to undercut manufacturer brands with heavy
price discounts, nor can it be concluded that retailers want to appeal cost effectiveness at the
expense of quality. In fact, a survey conducted by the Japan Management Association at the
Private Label Trade Show Japan in 2017 reveals that only a minority of 22.2% stated that they
want to develop more goods which are priced below national brands, and even fewer (6.7%)
stated to position themselves at a lower quality level than manufacturer brands (Japan Marketing
Association, 2017a). One example that illustrates this trend is the private label Kihon No Ki by Seiyu
Ltd. which was launched in 2012. Featuring very simple design and packaging, these products

cover essential daily good categories such as detergents, cleaning agents and kitchen utilities.
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According to Diamond Chain Store, the aim is to appeal the price effectiveness of the Seiyu brand
to customers by offering the lowest price in a given category, planning for further expansion of the
brand across items for everyday consumption. The product development director at Seiyu confirms
that these products are positioned at “basic quality”, but also emphasizes that quality level should at

least be on par with manufacturer brands (Diamond Chain Store, 2016d).

3.2 Appealing consumers with smart value

In a discussion of new emerging trends among Japanese consumers, Salsberg (2010) refers to
the “hunting for value”, where more consumers make cuts in their overall spending and question
the effectiveness of spending extra money for convenience. This is quite different from the
traditional view of the Japanese consumer who is willing to pay a premium price for convenience,
brand recognition and social status. Instead of aiming for the highest quality product to meet one’s
needs in the “best” way possible, consumers are seeking for the “smartest” solution which has the
right balance between perceived price and benefits. This idea is similar to the “good-value pricing”
discussed by Armstrong & Kotler (2014) which stands for “just the right combination of quality and
good service at a fair price”. Kubacki (2015) confirms that if the consumer perceives a good value

from a brand, they can be expected to evaluate it positively and develop a positive attitude.

It appears that the observations of Salsberg (2010) are not just temporary but reflect a
general shift in purchase attitudes that is gradually changing consumer spending patterns. The
Mitsubishi Institute for Food Strategy (Mitshubishi Shokuhin Senryaku Kenkyiijo) which regularly
investigates the buying behavior of different customer segments puts special attention to the “new
economical group”, a growing number of customers who have a relatively low income but still want
to enjoy daily life in a “smart” manner. Similar to the definition by Armstrong & Kotler (2014),
the authors explain that “smart” here means to get the most out of a purchase given the limited
amount of money available for disposal. Despite their financial restrictions, this emerging group
has “surprisingly no sense of sad resignation” (translated from Diamond Chain Store, 2016b).
According to the Hakuhodo Institute of Life & Living, this “new cost performance mindset” is
changing the retail landscape that is driven by consumers who seek the best possible product at
the lowest possible price. “Even if priced a little higher, a better cost performance is perceived
if the product is more durable, more effective or shortens time” (translated from NHK, 2017). A
research paper by the U.S. Commercial Service confirms that “the Japanese consumer was always
known for being quality oriented and rather picky, but now is also frugal” (Ikeda & Okamoto, 2015).

Consequently, quality and value for money are the top motivators for Japanese consumer’s brand
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loyalty according to an Epsilon survey conducted in 2015 (Enterprise Innovation, 2015).

Although private labels have always been regarded as an effective way to communicate
primarily reasonable prices, quality becomes an increasingly important factor which is evident in
the growing number of quality-oriented (hinshitsu jishi gata) private labels (Ohno, 2015). According
to the 2016 retail survey by Nikkei MJ, 41.5% of the respondents stated that they developed value-
oriented goods under their private label which are at the same or even higher price level compared
to established manufacturer brands. In addition, 14.1% of the respondents stated that they plan
to replace price discounts of manufacturer brands with goods with their own label to improve
profitability, a 4.5 point increase compared to the 2014 study (Nikkei MJ, 2016). The survey results
from the Private Label Trade Show Japan in 2017 reveal that the majority aims to elevate the
product quality of their own label at least to the same level of manufacturer brands (53.4%), if not
higher (39.9%) (Japan Marketing Association, 2017a). Both high quality/luxury feeling (29.4%)
and low price (27.3%) were the most frequently mentioned characteristics of future private brand
products under development. It can be argued that instead of focusing on one of the extremes
within the quality/price dimensions, Japanese retailers distinguish themselves from leading
manufacturer brands by taking a more balanced approach between the two to convey “smart”
or “good” value of their products. As the CEO of Seven & i Holdings puts it in an interview with

Diamond Chain Store Magazine in 2015:

“The times when price discounts generated more demand is over. The question now is how
many and what products with better value or taste we can offer to the market. When prices rise, it
becomes more important to develop products which are just a little bit better or which can be used a

little longer” (translated from Diamond Chain Store (2015b))

Consequently, repositioning the private label against established brands and communicating
a more balanced offering in terms of perceived quality and price becomes a critical success factor.
As an example, Seiyu Ltd. started a two-tier private label strategy in 2013, after it’'s Great Value
(GV) line-up, a private label adopted from the US parent company Walmart Inc., had weakened
in market presence (Nikkei Messe, 2013). The company is now expanding its offerings through
the price-oriented label Kikhon no ki but also a value-oriented brand Minasama no Osumitsuki.
Featuring separate logos and package design across distinct product categories helps customers
to distinguish both line-ups. For the latter, the company emphasizes their strict quality criteria (at

least 70% of responses in consumer tests need to have “very good” or “good” evaluation) and value
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adding features such as seasonal flavors or economical package size (Seiyu, 2017b). In an interview
published by the Diamond Chain Store Magazine, the product development and strategy director

explains as follows:

“Our fundamental thinking towards private label is to have products which exceeds the quality
level of national brand products (...). Taking the low price for granted, we think it is important
to offer higher quality than national brand products.” (translated from Diamond Chain Store
(20164)).

Aeon Group also reorganized its private label branding in 2014 by consolidating its eight sub-
labels of its popular Topvalu into a three-tier brand scheme consisting of Topvalu Best Price, Topvalu
and Topvalu Select, making the branding simpler and more transparent to consumers. While
Topvalu Best Price remains a price-oriented label for daily necessities, Aeon aims at embracing “new
and enhanced value” by providing a wide range of goods of reassuring quality for reasonable prices
under the Topvalu label and higher quality and performance goods under the Topvalu Select 1abel in

terms of ingredients, function, and production processes (Aeon Group, 2014).

“Smart value” also plays a growing role in markets where products are positioned only at the
extremes within the price/quality dimensions. Seven & i Holdings launched Seven & i Premium
Fresh in 2017 as a sub-label of its popular Seven & i Premium label, specifically targeting the
perishable food market of fruits and vegetables, meat and seafood. According to the project leader
responsible for the company’s group merchandising, the aim of this new brand is to raise customer
loyalty by offering “high quality at reasonable prices” in a market which has been polarized into two
opposites, the low-priced commodities for the regular customer and the high-priced organic food
sector which targets more health and environment conscious customers (Nikkei Trendy Net, 2017).
Under its already popular Seven & i Premium label, the company aims at attracting customers
with products that provide a sense of “high food safety and security” by tight control and clear

communication of the production origin and processes.

3.3 Growing focus on unique value

The diversification of private labels through multi-tiered pricing, adding features or better
communication of established production process are based on the idea to win customers by
outperforming competitors in terms of the perceived gap between price and benefits. However,

a closer look at the 2017 survey report by the Supermarket Association of Japan reveals that a
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significant share of retailers tries to prevent competition and put exclusivity through unique value
into the core of the private label strategy. When asking large retailers (operating at least 51 stores)
about the benefits of introducing private labels, the share of respondents agreeing to “enhance
competitiveness against rivals” is not only the lowest among all respondents (58.1%), but also
records the strongest decrease in the past years, dropping 27.2% percentage points compared to
2014 (JSA, 2017). At the same time, some of the most frequently stated appeal points for future
private label products suggest more distinctive features, including “health-oriented” (55.2%) and
“simplicity & convenience” (51.7%). Seiyu Ltd. for example made an official statement to put more
efforts into developing products which have not yet been created by established manufacturers

before (MarkeZine, 2014).

Seven-Eleven’s “Gold bread” (kin no shokupan) which was launched in April 2013 under the
Seven & i Gold label illustrates the idea of providing unique value and separating oneself from
competing products. Although bread itself is a well-established product category in the Japanese
retail market, Seven-Eleven communicated distinct value through the use of natural and unusual
ingredients (French butter, cream and special malt) and unique production processes (investing
more time for fermentation time under low temperature) (Okada, 2013). 650,000 units were sold
within the first 15 days after product launch, which is surprising considering the fact that the
product was priced more than 50% above regular bread from well-known manufacturer brands at the
time of product launch. However, the label reflects the retailer’s brand concept which emphasizes
its focus on uniqueness rather than its relative position against competitors as explained below

(Okada, 2013):

¢ Not getting involved in price competition
e Provides value that is not delivered by national brand products

e Own the value that clearly distinguishes from other products

Similarly, the Consumers Co-operative Union (Co-op) introduced a new sub-label Coop quality
in June 2015 as part of a larger initiative to renew about 4000 items sold under their main Coop label
within 3 years (Diamond Chain Store, 2016¢). Coop quality is seen as a value-adding label under

which products need to meet the following criteria in order to be introduced to the market 2:

¢ (Clear connection between the used ingredients and production processes and taste

2 Translated from http://goods.jccu.coop/feature/promise4/coop_quality/
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e (Clear distinction with products from competitors

e Achieve a minimum of 80% approval rate in monitored consumer tests (stating “tasty”)

Finally, the Euromonitor Snapshot of Global Trends in Private Label uses Aeon’s Topvalu
GreenEye as an example of how the company targets entirely new customers with a health- and
environment-oriented lifestyle (Yu, 2016). As part of a brand reorganization initiative launched in
2014, this label was positioned separately from their three-tier brand scheme of Topvalu by focusing
on organic product development with reduced use of chemicals (Aeon Group, 2014). As Aeon has
more control over the product from development to marketing and sales, the company is able to
oversee and communicate the origin of ingredients and production processes more transparently
and appeal to the growing number of health-oriented consumers. Similarly, Japan’s second largest
convenience store Lawson achieved success under its Natural Lawson label by offering a “green
smoothie” made from cruciferous vegetables, kiwi and apple, a product not sold before by any
other manufacturer or retailer. Within 5 months after its launch in 2015, the company was able to
sell 6 million bottles (Diamond Chain Store, 2015a). The company continues to capture the health
market by expanding the line-up of products such as “Natural Lawson snacks” made with untreated

ingredients and under gentle production processes 3.

The increasing market power of major retailers and the need to grow value through unique
offerings also leads to closer collaborations between established brand manufacturers and retailers.
This is possible as leading companies established a strong network of partners over the years that
enables the retailer to enter exclusive cooperation agreement and oversee the whole process from
research and development, procurement, marketing and sales (Yahagi, 2014). For example, Seven-
Eleven lists names of its private label good manufacturers on the packaging which is often a well-
known and established national brand (Chain Store Age, 2014). More recently, the collaboration is
communicated directly to the consumer by developing co-branded goods. The convenience store
chain Natural Lawson and the food company Bel Japon have released a chilled dessert range under
the brands ki7i and natural sweets that featured unique ingredients (Yu, 2016). Similarly, Seven
& i Holdings worked together with Coca- Cola Japan to develop a co-branded green tea (Hajime
ryokucha) and canned coffee (Georgia private reserve), from which the latter was sold 95 million
times within the first 11 months after product launch. Both products featured the logo of Coca-
Cola and the Seven & i Premium label. The aim of this collaboration was reportedly to benefit from

Seven-Eleven’s power to gain customer insights and Coca-Cola’s brand and marketing strength

3 Retrieved from https://www.lawson.co.jp/recommend/original/kenkosnack/index.html
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(Diamond Chain Store, 2015b, 2016¢).

3.4 Influencing consumer habits

Although evidence in the private label market is still rare, a few cases are identified which
suggest that Japanese retailers are deliberately using private brands to change or deepen existing
consumer habits to their advantage. This is illustrated in a co-branding initiative launched by
Seven & i Holdings with Lotte Confectionary for Lotte’s popular milk chocolate Ghana. Instead of
creating a wholly new product as in the case of brand collaborations like the kiri / Natural Lawson
dessert mentioned above, the Ghana chocolate with its well-known logo, font and red color of
the established Ghana brand was kept, with only slight adjustments of the packaging, such as
the additional Seven & i Premium logo and minor changes in shape. The merchandiser in charge
revealed in an interview with the Diamond Chain Store Magazine that the co-branding initiative was
launched to “attract customers who are used to buy the Ghana brand” (translated from Diamond
Chain Store, 2016a). It is argued that penetrating the chocolate market with private labels was
considered to be difficult as the market is dominated by established manufacturer brands. Even
though the chocolate market itself is growing strongly for premium versions, Seven & i Premium
was not able to get a foot into the market, even after testing several value-added products. The
company eventually found through market analysis that consumers were used to buy chocolate
from their favorite brand and hesitated to switch to a private label. Consequently, a co-branding
initiative was seen as a feasible approach to let customers try out the product without the necessity
to withdraw from their favorite brand (Diamond Chain Store, 2016a). In other words, the primary
motive of this co-brand initiative was to let customers get exposed and gradually grow accustomed

to the Seven & i Premium label for this product category.

A similar idea is raised in the discussion of the retailer’s new sub-label Seven & i Premium
Fresh which covers perishable food including fruits and vegetables, meat and seafood. To reach
ambitious growth targets of the central Seven & i Premium label %, among others, the CEO of Seven
& i Holdings stated that the Premium Fresh sub-label was launched to “develop quality products,
which consumers will purchase frequently and in high quantity” (translated from Nikkei M]J,
2017b). Furthermore, a member of the merchandise restructuring project at the group company

states that the high brand awareness of the Seven & i Premium label among convenience store

4 The company reportedly aims at expanding the number of those products, which are sold under its central brand
Seven & i Premium and generate annual sales of more than 1 billion JPY, from 192 in 2017 to 300 in 2019 (Seven & i
Holdings, 2017)
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customers can help boost sales if applied to the group’s supermarket business as well (Nikkei,
2017). A key differentiator here is to get consumers accustomed to the private label through regular
and frequent purchases, even across channels such as convenience stores and supermarkets.
This fits to the insights of Porral & Levy-Mangin (2016) that the role of familiarity becomes more
important in influencing consumer behavior through private labels which are frequently purchased
and are strongly associated with consumer trust and loyalty. By offering a clear and consistent
branding across many perishable goods via the Seven & i Premium Fresh sub-label, Seven & i
Holdings is not only able to reposition themselves between low- priced commodities and high-priced
organic food, but also save customers from excessive choice which can produce “choice paralysis”

and dissatisfaction (Schwartz, 2006).

4 Discussion

While Western and Japanese literature has studied the development of private brands
especially in the early stages of price- and quality-oriented goods, research on more recent
diversification attempts and their underlying motives has been relatively modest. One reason might
be the fact that market penetration in Japan is still low from a global perspective. However, private
labels are clearly on a growth path which is remarkable considering that Japanese consumers are
known for their relatively strong brand consciousness and preference for premium priced high-
quality products over cheap alternatives. It has been argued for a long time that Japanese belong to
a collectivist culture and therefore are sensitive to brand names and price which are visible products
cues that represent their social status (Johansson, 1986; Moriuchi, 2016). This characteristic has
influenced buying patterns for many product categories, including food and other fast-moving

consumer goods (Ashkenazi & Jacob, 2003).

On the other hand, Hines & Bruce (2001) observed that Japanese have become less loyal,
looking for the best deal, not only in terms of quality and brand awareness, but also price
and convenience. In the 2014 Global Private Label Report by Nielsen, only 32% of the survey
respondents from Japan strongly agreed to the statement “I am loyal to the name-brand products I
purchase”, and an even lower share of 25% strongly agreed that “private labels are not suitable for
when quality matters”. Both numbers are the lowest within the set of investigated Asian countries
(Nielsen, 2014). These findings suggest that modern Japanese consumers are not only less loyal
to well-known brands but also have a relatively positive attitude towards private labels in general.
Consumers may therefore switch between established brands and private labels more easily.

Kikuchi (2011) even supposes an increasing competition among different private labels themselves
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as consumers are comparing and choosing the best alternatives across retailers.

The Japanese retail industry has found private labels an appropriate way to address the
consumer’s new mindset. Focus has been on low cost alternatives and “me-too” products in the past,
which featured similar packaging and attributes compared to established manufacturer brands. The
literature suggests that there has been a general shift away from these simple, price-oriented goods
to higher-priced quality-oriented options over the decades to keep the respective label relevant to
the consumer (Yahagi, 2014; Tsuchihashi, 2010). However, data presented in this paper suggest that
this shift is not enough to explain the diversification of private labels especially in the last few years.
Retailers have diversified into many different forms of private labels, that also provides unique
features not offered elsewhere and which bind the customer to the retailer’s brand across channels.
Several cases of major private label rebranding initiatives are identified where new (sub-)labels are
created or consolidated, to position them in more transparent ways. Furthermore, retailers and
well-known manufacturers are now collaborating more closely and in more creative ways, ranging
from co-development to co-production and co-branding agreements. The following discusses four

motives of major retailers behind the diversification of private labels.

First motive: Differentiating through price

The idea of offering goods at a lower price than national brands under the retailer’s label has
been discussed in previous literature, especially as a way to survive under strong price pressure
in economically tough times. For example, Co-op and Daiei drastically reduced prices of their own
label products in 1992 including orange juice, mayonnaise and detergent in the aftermath of the
bubble burst (Nikkei, 2016). In hopes to secure big orders by retailers and to increase production
plant utilization rates, more manufacturers were willing to produce under the retailer’s label. Sato
(1995) therefore argues that low priced private labels have been used in the 1990s by retailers as
a strategic tool rather than just a marketing tactic. It can be argued that the growing negotiation
power of retailers had a reinforcing effect to accelerate the development of private labels (Sato,
1995), which were dominated by “copycat” products with lower price tags than alternatives from

established brands (Kato, 2009).

In recent years however, the idea of low price/low quality positioning appears to lose in
significance. While a tiered brand model is still relevant for some retailers, the majority refrains
from reducing price at the cost of quality as the 2017 survey by the Japan Supermarket Association

showed (JSA, 2017). Instead, companies carefully choose specific goods and offer them under their
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own label as “price fighter” options in key product categories to appeal the cost effectiveness of
the whole retailer’s brand. These product categories focus on daily necessities such as detergents
and other kitchen utilities which are bought frequently across a large customer base. In times of
growing saving rates and modest consumer confidence, it is expected that these goods will attract
customers who make mostly rational choices based on price. This is in line with Mizuno (2016)
who points out that the ongoing commoditization of food products will further push retailer to
differentiate with private labels. Japan is still a nation which is fueled by consumption. 25.8% of the
monthly household income is spent on food expenses on average, with seniors and young adults
in their 20s and 30s being the main consumer groups (Aoki & Miyamoto, 2017; MIC, 2017b).
Household spending on food reached its highest point since 1987 in 2017 (Nikkei Asian Review,
2017), but increasing food prices had a bigger impact than wage growth, which means more budget-

minded consumers will look for reasonable alternatives in the future.

However, retailers also have to be aware that differentiating through price has its limits to draw
customer attention, which makes the integration of branded differentiators inevitable (Mizuno,
2016). This implies the risk of losing the ability of demonstrate price leadership. In fact, a survey
among Japanese consumers in Tokyo, Chibu and Kanto area reveals that although the sense
of uncertainty towards private labels has decreased between 2009 and 2014, so did the positive
attribute related to cost-efficiency (e.g. whether private labels help to maintain family budget)
(Shigetomi, 2015). This is one possible reason why according to this survey, fewer respondents
agree to the statement that they have chosen a private label over an established manufacturer
brand at point of selection. Japanese retailers are challenged to win customers also through quality
(Kikuchi, 2011). However, instead of simply adding quality and performance features, retailers are
pursuing a more balanced approach among the product/price dimensions which is discussed as the

second motive.

Second motive: Differentiating through smart value

Although retailers around the globe promote a wide variety of “value-priced” products,
this term is often misused as a synonym for low price or bundled price. In Japan, value-oriented
products seem to fit to the core idea of value as being the cognitive trade-off between perceptions
of quality and sacrifice (Sanchez-Fernandez & Iniesta-Bonillo, 2007; Leszinski & Marn, 1997). In
particular, many Japanese retailers emphasize cost-effectiveness of their private label products but
also make small changes in ingredients or production processes to appeal quality attributes as a

means to achieve equal or higher customer-perceived value compared to established brands. This
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is consistent with the suggestion by Yang & Wang (2010) and Beneke et al. (2013) that perceived
relative price and perceived product value is critical in the buying process of private label goods.
After all, brand value is perceived if the benefits obtained by the brand are higher than the cost of
acquiring it (Kubacki, 2015; Chen & Tsai, 2008). The case examples presented above show that
additional value is created in different ways, such as focusing on more freshness and safety of
ingredients in terms of origin as well as changing the proportion and number of ingredients. To
communicate the positioning more clearly, retailers further enhanced and simplified their multi-
tiered labels. For example, Aeon has consolidated their eight labels to a three-tiered label in 2014,

while Seiyu replaced its Good Value (GV) label with a two-tiered label in 2013.

The opportunity of smart value products is the ability to serve the growing number of
consumers who seek good quality but also became frugal, without the necessity to discount leading
manufacturer brand goods. Furthermore, higher consumers’ loyalty can be achieved, as it is mostly
driven by quality according to Coelho do Vale et al. (2016); Nies & Natter (2012). It is expected that
consumers can make purchase decisions easier and quicker as the distinction against established
brands and against other private (sub-)labels of the same retailer is communicated clearer by
tiered brand schemes and additional information on the packaging. On the other hand, the right
mix between national and private brand will become more important in the future, as a too strong
focus on one’s own label can hurt the store image and even the sales performance of established
manufacturer brands (Yahagi, 2014). For example, Watanabe (2013) found that a too aggressive
expansion of private labels offered in a certain product category can hurt the store’s image as
consumers feel being put under pressure by a limited selection of established brands. Early
signs of this trend are given by Shigetomi (2015) which shows an increasing level of consumer
dissatisfaction towards a limited selection of established brands. After all, “smart value” is a relative
term and perceived only by comparison. Reducing the original set of brands for comparison can

therefore damage the perceived value.

Third motive: Differentiate through unique value

Instead of closing a “quality gap” with established brands, retailers put more efforts into
a distinct branding and positioning strategy. The case examples mentioned above show that
companies are experimenting with a variety of private labels and sub-labels with products not
offered anywhere else. To be able to create and market exclusive products, retailers enter exclusive
collaboration agreements with manufactures, which can range from simple co-development to

full co-branding initiatives. To customers, unique value is communicated by isolating the label
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from the regular tiered brand scheme. For example, Aeon’s Topvalu GreenEye exists since 1993,
but was repositioned as a standalone label next to a new three-tiered Topvalu label scheme after
their rebranding effort in 2014. This enables Aeon to concentrate on health and safety conscious
customers and appeal exclusiveness through the offer of organic and sustainable foods that contain
reduced levels of pesticides, chemical fertilizers and synthetic additives. It can be argued that the
development of unique private label goods is the first step of a full branding approach that adopts
all elements of brand equity, such as knowledge, salience, performance, and imagery as proposed
by Rossi et al. (2015). They can also be seen differently from the common concept of “premium
private brands” with value characteristics of traditional private labels but quality characteristics of

established manufacturer brands (Nenycz-Thiel & Romaniuk, 2016).

There are several opportunities involved with the development of private labels that provide
unique value. It is expected that consumers benefit from a larger variety of products which clearly
distinguish the retailer from rivals and well-known manufacturers, enhancing the retailer’s brand
image in terms of innovativeness and creativity. Furthermore, retailers are able to attract more
distinct target groups (such as health- or environment-oriented customers) that were not among the
regular customer base before. In case of products co-branded by two familiar brands, consumers
are more likely to develop a sense of trust and therefore develop a stronger purchase intention
(Zickermann, 2014; Beezy, 2005). However, a strong focus on exclusiveness can also bear several
risks, especially if multiple brands are involved. A constantly changing assortment of products that
are co-branded could lead to confusion regarding each brand’s image. In the worst case, irritation
can damage the image of both brands (Park et al., 1996). Also, negative spill-over effects could
affect the other brand unfavorably (Zickermann, 2014). Since established manufacturers are more
likely to enter co-branding agreements with retailers who provide valuable insights from a large
customer base, the retailer needs to closely examine the trade-off between strengthening product
development capabilities at the expense of sharing customer data and market intelligence which

might be used by manufacturers to develop competing products.

Fourth motive: Differentiate through cumulative advantage

Two case examples by Seven & i Holdings were given that put the creation or change of
customer habits at the core of the product strategy. One is a co-branded product of Seven & i
Premium and Ghana chocolate that aims at gradually accustoming consumers to the retailer’s
brand in a product category where consumers have developed a strong preference towards popular

manufacturer brands. The other is a sub-label of the same company for fresh vegetables, meat and
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seafood, a product category which consumers buy frequently and across the retailer’s multiple

channels including supermarkets, convenience stores and online shop.

Price-oriented and value-oriented private labels are based on the conventional idea to build
competitive advantage by serving a target group of customers better than rivals, either by
competitive prices or higher quality. Based on the price/value dimensions, a customer’s incentive
to purchase an offering must exceed its incentive to pursue the next best alternative (Anderson
& Narus, 1996). However, the two examples above indicates that Seven & i Holdings is aiming for
building cumulative advantage. Lafely & Martin (2017) refer to behavioral psychology arguing that
consumers are not making fully rational purchase decisions (in the case of private labels in terms of
price or value), but simplify and automatically fill in missing pieces of information into the decision
process. Hence, cumulative advantage is built if a company offers the “easiest” choice instead of
the “cheapest” or “best” (smartest). Ideally, customers would get accustomed to the brand through
regular and frequent purchases, avoiding the necessity to make a choice among a large variety
of alternatives and establishing a sense of trust and security towards the brand (Lafely & Martin,

2017).

It is too early to tell whether influencing consumer habits is an industry-wide phenomenon
of private labels in Japan. However, when the JSA asked retailers about their current and future
appeal points of their private brands to consumers, the most stated appeal point (69%) is referred
to “safety & peace of mind” (anzen, anshin), a term strongly associated in Japan with trust and
familiarity. Furthermore, it is noticeable that over the four-year period, response rates constantly
decreased for all appeal points among large retailers, including “price” and “quality”. The only point
which remained basically stable, was the appeal of health-orientated features (JSA, 2017). This
appears contradictory, as retailers are allegedly motivated to develop more private label goods °,
but at the same time care less about appealing specific product features to consumers. One possible
explanation is that major retailers put greater emphasis on influencing buying habits over time and
develop a strong attachment to the brand, instead of trying to outperform rivals in specific product

characteristics.

Several opportunities of growing cumulative advantage can be pointed out. First, expanding

the number of stock-keeping units under the private labels across many product categories can

5 86.7% of those respondents also stated to keep or even increase the number of stock keeping units (SKU) under
their private label, a trend which is also supported by Nikkei surveys as discussed above.
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help to communicate a simpler and more consistent brand image to consumers. This can help
solving the consumer’s confrontation with too many choices, ultimately reducing their likelihood
to buy (Schwartz, 2006, 2004). Secondly, expanding private labels to frequently purchased goods
and across channels means that consumers are more exposed to the label over time, which may
help them to develop a sense of familiarity and trust for the retailer. Research suggests that the
familiarity of private labels has a great influence on purchase intention and loyalty (Porral & Levy-
Mangin, 2016). Thirdly, companies which follow an omni-channel strategy can use private labels
to help making the consumer experience more seamless across channels, such as supermarkets,
convenience stores, department stores and online shopping. Here, the private label becomes a
symbiotic link to the experience that the product and the retailer delivers (Danzinger, 2017). For
example, a consumer might select the retailer’s private label in a convenience store instead of a
manufacturer brand because of the positive experience made in a supermarket, which strengthen
the relationship of trust to the retailer. Private label brands therefore have the opportunity to
become an integral element of an omni-channel retail strategy to support customers who purchase
products across many sources. Salsberg (2010) already emphasized that more consumers are

selecting between different channels, making their behavior less predictable.

On the other hand, several challenges need to be addressed. Creating new habits or changing
existing ones requires time and is dependent by the level of brand exposure to consumers.
The focus on consistency and familiarity across private label products may provide less room
for experimenting and change as in the case of products with unique and distinctive features.
Furthermore, if the retailer plans to integrate its private brand across different retail channels, it
becomes more challenging to manage the label across many different touch-points and to meet a
variety of needs which may differ dependent by the channel such as supermarket and online store.
Finally, similar to the previous section, established manufacturers are more likely to enter long-
term collaboration agreements including co-branding if the retailer is able to provide valuable
market insights. For example, Lotte Confectionary was only willing tie up with Seven & i Holdings
as the company provided significant consumer data and needs analysis through their sophisticated
inventory management system (Diamond Chain Store, 2016a). Hence, the retailer needs to be
aware of the trade-off between enforcing product co-development capabilities and the sharing of

customer data which might be used against them.

As Table 1 suggests, the diversification of private labels in Japan can be explained by four

different motives of retailers to attract and retain customers. Price- and smart value-oriented labels
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follow primarily a competitive approach to outperform manufacturer brands in terms of the relation
between perceived price and quality. On the other hand, private labels which focus on unique value
or are able to create cumulative advantage follow an individualistic approach that tries to isolate
the retailer from competition. The primary motivation here is not to enter a price war or to surpass
manufacturers in terms of product features, but to better target specific groups of customers, to
better serve their needs and to deepen relationships with them over time. It is worthwhile to note
that the same label can assume several functions in order to fulfil these motives. For example, the
Seven & i Premium Fresh label offers a smarter choice in the perishable food segment, but also

helps to increase brand exposure and promote frequent purchase by loyal customers.

Table 1: Private label motives of major retailers and assumed consumer benefits

Private label motives of | Private label focus and activities of major | Private Label fits for s d)
major retailers retailers Examples
Gain competitive * Add “price fighter” in key product Topvalu best price | *  Facilitates purchase decision by making
Competitive advantage through price categories to appeal cost effectiveness | (Aeon Group), rational choice based on price
approach of the whole brand Kihon no Ki (Seiyu | * Increase saving rate given a limited
«  Strict quality control to match quality Ltd.) amount of money at disposal
A level of established manufacturer
brands
Gain competitive * Launch or revise multi-tiered branding | Seven & * Facilitates purchase decision by making
advantage through smart | *+  Adding features to existing ones from Premium and the best choice with the highest value
value manufacturer brand products Premium Fresh given a limited amount of money at
* Enhance communication of added (Seven & disposal
features and established production Holdings), *  Enjoy good quality products without the
processes (including package design) Minasama no feeling of abandoning a “better” option
*  Set high targets in consumer tests to Osumitsuki (Seiyu
confirm and improve perceived value Ltd.)
Differentiate through «  Create products with unique features Topvalu Green Eye | *  Ability to choose from wider and
unique value and new production processes (Aeon Group), constantly changing selection of
* Create private sub-labels to better Seven & i products
communicate unique value Premium Gold, e Ability to choose from products which
*  Co-branding between manufacturers (Seven &i are closer to one’s own specific needs
and retailers for entirely new products | Holdings)
*  Set high targets in consumer tests to
confirm and improve perceived value
v Differentiate through *  Expand private labels and sub-labels to | Seven & * Develop a sense of familiarity and trust
cumulative advantage raise exposure for consumers over Premium and for the retailer
. - time and across channels Premium Fresh * Facilitates purchase decision by making
Individualistic * Co-branding between manufacturers (Seven & choice out of habit
approach and retailers for existing products to Holdings) *  More seamless retailer’s brand
influence habits experience across channels

5 Summary and conclusions

This paper examined recent trends and underlying motives of Japanese retailers in private
label development based on a review of scholarly articles, survey data, newspaper and professional
magazines such as Diamond Chain Store and Nikkei Marketing Journal within the last few years.
The primary motivation for this research is that private labels in Japan have still a low market
penetration rate compared globally but have seen significant growth rates in the past years,
with positive growth projections set by several market research institutes. Using case examples

from professional magazines and company reports, four underlying motives of major Japanese
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retailers are identified. The first motive is to differentiate through price, in order to appeal cost
effectiveness of the retailer’s brand, while maintaining at least the same quality level as the
competing manufacturer brand. The second motive is to differentiate through smart value, which
aims at outperforming rivals in terms of the gap between perceived price and quality. The third
motive is to differentiate through unique value generated by goods which are not offered by other
retailer labels or established manufacturer brands in respect of product performance or production
processes. The last motive is to differentiate through cumulative advantage, meaning that labels are
specifically designed to create or modify consumer habits and grow loyalty to the retailer’s brand

over time.

The findings suggest that the traditional two-dimensional concept of price and quality in terms
of added features and price discounts is outdated to explain the retailer’s diversification attempts
in private label strategy. Past literature on private label in Japan suggests that there has been a
shift in retailer focus from low quality/low price segments to higher quality products. However,
evidence presented in this study suggests that company focus is not simply geared to either price
or quality. A more diversified set of (sub)labels are the result of a competitive approach, where
retailers position themselves strategically against competitors, and an individualistic approach to
differentiate themselves through exclusive and long-term value. Closer collaboration agreements
with manufacturers and established brands enables retailers to strengthen their product

development and marketing capabilities which are necessary to realize this diversification strategy.

Limitations and future research

This analysis focused on Japanese retailers to discuss how and why retailers differentiate
their private labels. Motives related to customer-perceived price, value and purchase habits are
elaborated. Hence, further analysis on the consumer side is needed to understand if and to what
extend these motives are reflected in actual value perception. It is suggested to conduct consumer
surveys and in-depth interviews based on the four motives discussed above. Another limitation of
this research is the primary focus on large retailers. Expanding the scope to all firm sizes would
help to understand how private labels can be exploited even by small and mid-scale companies to
succeed in the highly competitive and fragmented market. Mizuno (2016) emphasizes that small
retailers need to increase their efforts of developing quality-oriented and value-adding goods in
order to better differentiate themselves and prevent severe price competition. Future research
should address the question how this can be accomplished even with low resources and limited

partnerships. Recent signs of consolidation through active mergers and acquisitions also need to be
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considered which are ongoing in many retail channels despite the highly fragmented nature of the

Japanese retail industry (Euromonitor International, 2018).
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Role of Policies and FDI in Shaping
of the Automobile Industry in India

Shrestha Shahadave

Abstract

This paper reviews the path taken by the Indian automobile industry for the last 7 decades to
impart a better understanding of the context of the industry and also explain the emergence of and
the need for foreign investment. India’s automobile development has not been straightforward as it
has gone through different stages which are normally categorized as before and after liberalization
periods. Each period is studied in detail from the perspective of policy and in context with Foreign

Direct Investment (FDI).

1 Introduction

Foreign Direct Investment (FDI) plays a very important role in the development of the nation.
As domestic capital is inadequate for the purpose of overall development of the country, foreign
capital is seen as an alternative for filling in gaps between domestic savings and investment.
For a developing nations such as India, FDI is of paramount importance. India attracts FDI in
various sector and automobile Industry is one of them. The present study focuses on the trends
of development in auto industry. This study has taken FDI as integral part. Policies made by

government and reaction of foreign automakers to those policies shaped the Indian auto industry.

2 Overview

The Indian automobile industry is one of the fastest developing industries in India. The
automobile sector which comprises of all vehicles, including 2-3 wheelers, passenger cars and
multi-utility vehicles, light and heavy commercial vehicles, and the auto components sector, has

attained a turnover of more than USD 67,724 million in 2016-17 (SIAM, 2018).
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India’s automotive industry is an important cog in the country's growth engine. Many global
automakers are now present in Indian market. Many joint ventures have been set up with foreign
collaboration, both technical and financial, with leading global manufacturers. Also, a very large
number of joint ventures have been set up in the auto-components sector and the pace is expected

to pick up even further.

The following figure (Figure 1) includes the types of vehicle produced.
Figure 1: Vehicle Types

Indian Automotive Industry l

[
: | |

Three fult Utility Commercial Vehicles| Passenger Two
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Source: Mamata, 2008

3 Data Collection

This study is based on secondary data which have been collected through various reports
of the Ministry of Commerce and Industry, Department of Industrial Promotion and Policy,
Government of India, Society of Indian Automobile Manufactures (SIAM), Reserve Bank of India,

and World Investment Report.

4 Literature review
FDI

Role of FDI in the host nation, has been a topic of debate. Even though the impact of FDI on
economic growth has been studied widely, there are still questions concerning the real effects
of FDI. Laura et al., (2010) and Mencinger (2003) argued that for FDI is that it should increase
economic growth in the host economy. And FDI should be more effective in boosting economic

growth than domestic investment (Lee, De Gregorio and Borensztein, 1998). Saboniene (2009)
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suggested every country should welcome FDI because it will improve economic conditions and
increase potential of the receiving country’s development. But in order for a positive effect from
FDI to be achieved, the country must have an adequate level of economic stability, and liberalized

capital markets, as well as human capital (Bengoa and Sanchez-Robles, 2003).

But, Epstein (1999) claimed that countries trying to attract investment by subsidies and tax
breaks can lead to substantial reduction of government revenues which could otherwise be used to

invest in education and infrastructure.

FDI in India

About the role of FDI in India, scenario isn’t different. Scholars disagree on the effect FDI has
in Indian economy. Pradhan (2002) employed a production function analysis to analyze the effect
of inward FDI on economic growth in India. He found that FDI does not have significant positive

growth impacts. Agrawal (2005) later confirmed the findings of Pradhan (2002).

On the other hand, Choi and Baek (2017) found that the inflow of FDI to India indeed has
a beneficial effect on Total Factor Productivity (TFP) growth through positive spillover effects.
Chakraborty and Basu studied the link between net FDI flow and economic growth are explored for
India utilizing the technique of co-integration and error-correction modelling. It is found that FDI is

related positively to GDP (2002).

5 Evolution of government policies and FDI participation
As about the evolution process of Indian auto mobile industry, it can be classified in 3 phases

which is summarized in Table 1.

Table 1: Three Phases in the Evolution of India’s Automotive Industry

Phase Main features

Closed market

Growth of market limited by domestic supply

Very few innovation, outdated model, fuel inefficient
Number of firms : 5

Phase 1: 1947-1983

Joint venture between Government of India and Suzuki to form Maruti Udyog

Phase 2: 1983-1993 Number of firms - 6

Industry delicensed in 1993

Major MNC Original Equipment Manufacturers (OEMS) commenced assembly
Phase 3: 1993- in India

Imports allowed from April 2001

Number of firms: >35

Source: based on different related websites and news.
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5.1 Phase 1:

Foreign automobile companies were present in the early days of Indian automobile industry.
GM and Ford had assembly plants in India in 1940s. General Motors established an assembly
plant in Bombay in 1928 to assemble cars and trucks using completed knocked down (CKD)! kits
imported from USA. Following this, Ford Motor Company established assembly plants in Madras in
1930 and then another assembly plant in Calcutta (now Kolkata) in 1931. So it can be taken as first

FDI in Indian automobile industry.

Domestic automakers such as Hindustan Motors and Premier were established in 1940s
with the technical collaboration with foreign companies. British Leyland had equity participation
in Ashok Motors and thus changed its name into Ashok Leyland. During this period of time, the

automobile industry of the country consisted of only importers and assemblers.

The Government of India considered passenger cars a luxury and did not regard the
development of this industry as a matter of high priority at this time. At the same time, government
did encourage the private investment in the local manufacturing of passenger cars. In 1953,
the Government of India passed a regulation that if assemblers did not have a phased plan to
manufacture cars locally, then should wind up their operations in India within three years. The
government levied prohibitively higher tariffs on the import of the fully built vehicles and mandated
that majority equity with Indian firms in foreign collaboration (Gonela and Satyanarayana, 2015).
With the introduction of the above regulation, the big automobile assemblers like General Motors

and Ford Motor ceased their operation in India.

Throughout the 1950s, the performance of the automotive industry was unsatisfactory and

during the period consumer choices were too narrow.

1970s

This scenario continued for almost 30 years. So, growth was relatively slow in the 1950s and
1960s. After 1970, the automotive industry started to grow, but the growth was mainly driven by
tractors, commercial vehicles and scooters. Cars were still a major luxury. Policies regarding

foreign collaboration were reviewed in 1968. And regulations, governing the foreign collaboration

1 A complete knock-down (CKD) is a complete kit needed to assemble a product. It is also a method of supplying
parts to a market, particularly in shipping to foreign nations, and serves as a way of counting or pricing. CKD is a
common practice within the automotive industry



Role of Policies and FDI in Shaping of the Automobile Industry in India (Shrestha Shahadave) 103

were more tightened. The government adopted a more restrictive attitude towards FDI in the
1970’s. Maximum foreign equity participation was limited to 40 %. Restricting FDI was a part of
efforts aiming to extend state control in various sectors of the economy. Also, government enacted

FERA (Foreign Exchange Regulation Act) in 1973 which put auto industry in more constraints.

5.2 Phase 2 (Maruti Phase):

The regulations with regard to automobile industry attracted criticism as the automobile
industry couldn’t progress as intended. As the result, government reviewed the policies. It eased
licensing controls and other rules administering the industry and took measures to encourage
technology import to modernize the production process (Gonela and Satyanarayana, 2015). These
measures paid off and culminated in a four Indian companies entering in technological and financial

collaboration with the Japanese companies (Table 2).

Table 2: First Indian automobile companies with Japanese partnership

No. Indian company JV partner Year
1 Swaraj Mazda 1981
2 DCM Toyota 1981
3 Allwyn Nissan 1981
4 Eicher Mitsubishi 1981

Source: (Gonela and Satyanarayana, 2015)

In 1982, passenger car segment got the status of a core industry of national economic
importance which freed it from lot of restrictions regarding foreign collaboration. In a rare move,
government of India entered in the collaboration with Suzuki of Japan through Maruti Udyog Ltd

(MUL) in 1982. Suzuki owned 26% of equity and promised to increase domestic content level to 95%.

As Indian auto industry was heavily regulated, there wasn’t any competition and as the result
there was not any necessity for innovation. At the time of Suzuki’s entry into India, the company
faced modest competition from domestic companies. Maruti started the production with the launch
of its immensely successful model, the Maruti 800, which was 21 percent cheaper (Okada, 1998)

than the lowest priced existing car produced by domestic auto makers.

Domestic automakers were also encouraged to upgrade their technology either through
import or foreign equity participation. Regulatory relaxation of that period changed the structure

of Indian automobile industry and laid foundation for future growth. The entry of new companies
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and upgradation of existing ones with technological collaborations brought a benefit for Indian

automakers. They were exposed to Japanese manufacturing practices.

Table 3: Foreign collaboration conceived during 1982-84

Domestic company

Foreign partner

Nature of deal

PAL

Fiat (Italy)

License to manufacture Fiat 124 model

Purchased rights to manufacture phase-out

HML Vauxhalll Motors (UK) Vauxhall Victor

Sipani Automobiles Reliant (UK) License to manufacture the Reliant Kitten Model
Standard Motors Rover (UK) ONV(;: :Iell;itl)lzésed on the Rover 3500 model with its
Mahindra & Mahindra | Peugeot (France) Upgrade its model with a new Peugeot engine

through license

Source: Gonela and Satyanarayana, 2015

These policy initiatives created a virtuous cycle for the industry that was further boosted by
the participation of foreign investment. It helped the companies expand the market. Companies
were able to offer different products at different price points that attracted new customers. Maruti

was able to take the benefit better than others.

In 1984, however, automotive segments were brought under “Schedule IV” under which
industries needed additional clearance from government. Once again, entry of new companies were
virtually banned after 1984. But the auto-components segment, as it was not included in Schedule IV

(Gonela and Satyanarayana, 2015).

Foreign majority holdings for foreign exchange were rarely allowed under Foreign Exchange
Regulation Act. As a result environment for foreign investment in India remained largely hostile.
In 1988, all industries, except 26 industries specified in the negative list, were exempted from
licensing. The exemption was, however, subject to investment and locational limitations. 124
industries including automotive industry, cement, cotton spinning, food processing and polyester
filament yarn witnessed modernization and expanded scales of production during the 1980s

(Industrial Policy, 1980).

5.3 Phase 3: 1990s liberalization
The economic crisis of 1990-1991 marked the beginning of new phase for the Indian
economy. Liberalization of economy began in India. All the segments of the automobile industry

were delicensed in 1991. The passenger car segment was delicensed in 1993. With the foreign
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direct investment being allowed global automakers entered into the Indian market through joint
ventures with domestic makers. FDI up to 51% was allowed automatically, which means no previous
clearance was required, FDI for more than 51% equity required governmental clearances. The
regulations requiring usage of domestic components was dropped in 1991 for new companies and in

1994 for the incumbents.

However, the short term measures of the government to offset the effects of the crisis had an
adverse impact on the automobile industry. To reduce oil bill, heavy excise duty on selling price of
all the automobile was imposed. For instance, excise duty on passenger cars was increased from
42% to 53% in august 1990 and further raised to 66% in 1991. But negative effects were temporary
and auto industry was encouraged through some policies. Excise duty on passenger cars was
reduced from 66% to 55%, tariff for components and related imports was lowered from 150% in 1991

to 110% in 1992.

As the result of the liberalization of policies related to the FDI, there was surged in the foreign
investment. By mid-90s, several foreign players had entered into the Indian passenger car market
by mainly setting joint ventures with the local firms. Mercedes-Benz with TELCO (1994), General
Motors with HML (1994), Peugeot with PAL (1994), Honda Motors with Siel Ltd. (1995), Ford with
M&M (1996), Hyundai with a 100% owned subsidiary (1996), Fiat with Tata Motors (1997) and
Toyota with Kirloskar Group (1997).

Further foreign participation was encouraged by lifting the foreign exchange neutrality
regulation from 2000 for the new investors, which effectively removed quantitative import
restrictions. The export commitments for the existing foreign companies were abolished in August
2002. These policy alterations have reduced government intervention in the automobile industry
to the minimum. It encouraged many other foreign companies to foray into the Indian automobile

market.

In April 2001, the automobile sector made a further transition towards an open market. As
WTO (World Trade Organization) commitments required the Indian government to abolish policy
like removal of quantitative restrictions (QR) on the import of vehicles was introduced. Because of
this automobile manufacturers did not need import licenses either to import cars in the kit form or

as completely built units (CBU), (Automotive Mission Plan, 2006-2016).
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5.4 After 2002

Increase in the investment activities furthered the development process of the industry.
Deregulation continued in the industry and a major policy review was announced in 2002 with
the objectives of establishing a globally competitive automotive industry in India. This was first
time government made separate policy for the automobile industry, named the Auto Policy 2002.
It was formulated by the Government of India under the Ministry of Heavy Industries & Public

Enterprises.

With regard to investment promotion, Auto Policy 2002 allowed automatic approval of foreign
equity investment up to 100% for the automobile manufactures and component makers. Reviewing
tariff structure, the Policy decided fixing import tariffs to facilitate actual production within the

country, without providing undue protection to domestic manufacturers.

Its influence became evident by the growth in FDI inflow in automotive sector over the period
2002-03 to 2010-11 (Table 4). Since then, almost all the major international players in automobile

sector have entered India.

Table 4: Year wise FDI inflows in automobile industry (Rs Million-April-March)

1991-92
to 2002-03 | 2003-04 | 2004-05 | 2005-06 | 2006-07 | 2007-08 | 2008-09 | 2009-10 | 2010-11
2001-02

79270 21730 14170 8150 9830 12540 26970 52120 57540 60080

Source: RBI, Various Issues.

In 2006, the GOI formulated Automotive Mission Plan (AMP) 2006-2016 which had target
to develop the Indian automotive industry into a global hub. In this plan, government of India
introduced policies and plans to attract FDI. For example, Tax holiday for Automotive Industry,
One-stop clearance for FDI proposals in automotive sector, Concession of Import duty on
machinery for setting up of new plant or capacity expansion. These initiatives has given impetus to
growth in the automotive sector.

FDI equity inflow into the automobile sector increased by 72 percent during 2014-2016 from
USS3.05 billion (during 2012-2014) to US$5.25 billion. From April 2016 to September 2016, the
automobile sector received US$728.65 million in FDI equity inflows. Leading global players like
ISUZU Motors, Ford Motors, Tata Motors, Honda, and Suzuki Motors have already invested heavily
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in the manufacturing sector resulting in the establishment of new assembly lines, manufacturing, and
Greenfield units, thereby boosting the automotive manufacturing ecosystem in India (Gupta, Huddar,
and Moller, 2018).

According to industry experts, more FDI is coming into the sector because a lot of car makers
are utilizing their Indian operations to fulfil global ambitions. Even though Indian automobile industry
has seen ups and downs, these investments from global players show their confidence in the Indian
market. Also many of them are investing to make India as export hub. FDI pro government policies has
been catalyst to boost the confidence of investor. Some of the major foreign investments into the Indian

automotive sector in the last two years are listed below (Table 5).

6 Road ahead

So far policy initiative taken by the government in relation to automobile has given positive
results. Attractiveness of the market is growing and will continue to grow in coming decades as
Indian market is expanding. New initiatives such as Automotive Mission Plan 2016-2026 and Make

in India will further make India attractive destination for more FDI related activities.

In the Union Budget 2012-13 government increased customs duty on cars and multi-utility
vehicles (MUVs) valued above USS$40,000 from 60 percent to 75 percent seems to be a step to

encourage local manufacturing, value addition and employment (Krishnaveni and Vaidya, 2015).

In the Automotive Mission Plan 2016-2026, the government and industry set a target to triple
industry revenues, to $300 billion, and expand exports sevenfold, to $80 billion. One of the scheme
in this plan is Faster Adoption and Manufacturing of Hybrid and Electric Vehicles (FAME) which will
incentivize the development, manufacture, and promotion of hybrid/electric vehicles market in order to
address the global demand for innovative and fuel economy vehicles. This can drive further FDI in this

comparatively new sector of Indian auto industry (Eurolinkgeie, 2017).

Make in India initiative which started in 2014 which covers 25 sectors of economy could also
boost the FDI activity in automobile sector. FDI into the automobile industry has seen a 164 percent
growth, in the seven month period from the launch of Make in India initiative on September 25,

2014 (Kamal, 2017).
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Table 5: Major Foreign Investment in India’s Automotive Sector From April 2014- March 2016

. . FDI
Foreign Collaborator Country Indian Company (USS Million )
Ford International Services | ;g5 Ford India Limited 979.50
and Ford Motors
?ﬁ;&iﬁrﬂ%&t é)rs nga, Hong Kong,, General Motos India Pvt. Ltd 973.93
Suzuki Motor Corporation Japan Suzuki Motor Gujarat Private Limited 477.61
Daimler AG Germany Eteélmler India Commercial Vehicles Pvt. 389,04
Nissan Motor Co. Ltd Japan Etec?ault Nissan Automotive India Pvt. 169.20
Isuzu Motors Asia Limited Singapore, Japan Isuzu Motors India Pvt. Ltd. 116.67
FCC Co. Ltd Japan FCC Clutch India Private Limited 95.19
Continental Automotive Germany, Continental Automotive Components, 7953
GMBH Netherlands Continental Automotive Brake Systems ’
Renault Group Bv Netherlands Eteélault Nissan Automotive India Pvt. 72.51
Caparo India Limited United Kingdom 8:& fitl(;(ziEngmeermg India Private 56.77
Showa Corporation Japan Showa India Private Limited 52.85
Fiat Group Automobiles S.PA. | Italy Fiat India Automobile Limited 48.49
Singapore Airlines Limited Singapore Tata SIA Aitrline Limited 46.01
MAN Truck & Bus Germany Man Trucks India Private Limited 42.70

. Yorozu JBM Automotive Tamil Naidu
Yorozu Corporation Japan Private Limited 33.09
NHK Spring Co. Ltd Japan EI(;IK Automotive Components India Pvt. 31.31
EilrlsjsgéAutomohve Singapore Singapore India Yamaha Motors Pvt. Ltd 29.72
Toyoda Iron Works Co. Toyotetsu India Auto parts Private
Limited Japan Limited 2777

Source: Department of Industrial Policy and promotion and Department of Heavy Industries,
Government of India.

7 Conclusion

Policies of Indian government related to FDI and automobile industry has evolved in last 7
decades. Its stance toward FDI also became less restrictive and friendlier. Policies adapted by
government of India, which are related to automobile industry specifically or economy as whole,

has gradually opened the Indian auto industry for global automakers. FDI inflows have shown
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significant growth in the post liberalization period.

The last two decades of the 20th Century witnessed a dramatic world-wide increase in FDI.
This was accompanied by distinct changes in the attitude of most developing countries towards

inward FDI. This was same with the Indian government.

The country rolled out a total of 1.2 million passenger cars and multi-utility vehicles in 2004,
which increased to 2 million in 2010 and 3 million in 2015. IHS Automotive forecasts that India's
light vehicle market will grow to 5.4 million units by 2020, close to doubling in a little more than five

years (Gupta et al., 2018).

Growth potential combined with favorable policies was successful to attract investment from
multinationals and will continue to do so. These potential also shows the opportunity available for
automakers around the world. Further continuous improvement in the policy will make it easy for

foreign automakers to invest in India.
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