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Channel strategies by niche businesses in the pre-war period

Distributive alignment by Shiseido and Taishoseiyaku

Nagao,Kiyomi

Introduction

Many of ‘exclusive dealer systems’ and ‘sales agency systems’ that are considered
characteristic of Japan's distribution structure had already begun as channel! strategies for
newly emerging consumer goods manufacturers in the pre-war period, from the Taisho era to
the early Showa era. Indeed, there are more than a few examples of manufacturers directly
selecting and limiting wholesalers and establishing a system of control and responsibility over
subordinate sales channels during this period. ?

One of the reasons for this is the need for price control due to the underselling of the
products. In areas such as confectionery, cosmetic goods and detergents, where switching
costs for end consumers were comparatively low and price competition was easy,
manufacturers showed a willingness to control the distribution mechanism and tried to
prevent the price of their products from falling. That underselling” was a distribution problem
that originated within the ‘marketing order’ of manufacturers is undeniably confirmed by the
Taisho and early Showa periods. ®

Ueda writes:” In the USA, direct sales by large industrialists are organised and planned, and
industrial companies themselves tend to set up wholesale departments and sometimes even
retail departments to sell their products. In Japan, some companies in the pharmaceutical,
confectionery and beer industries have adopted a similar policy. However, there is still no
doubt as to how far this trend will become commonplace.”* It is undeniable that Japan's pre-
war manufacturer-led marketing was still insufficient as a whole compared to the USA, where
this type of marketing was typically developed.

Among these companies, Shiseido and Taishoseiyaku(Japanese reading) were among the
first to organize their channels, and subsequently became influential in the industry. Shiseido
later grew to become a leading company in the cosmetics industry in Japan, and had a major
impact on cosmetics makers such as Kanebo and Kose, which entered the market after World
War II. Taishoseiyaku was one of the first companies in the pharmaceutical industry to begin
developing its own channels, and is still considered a pioneer in the field of over-the-counter
(OTC) drugs today.

In the Taisho and early Showa periods, both companies were deferred manufacturer and
could hardly be described as leading companies in the industry, but they were niche

companies ® that had secured specific markets in the industry. If they had secured some
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‘specific or dominant market’ in the industry market at that time, it would have been easier to
identify the most appropriate marketing channels for that target market.

That can be seen as ‘a prototype for the prevailing theory that marketing was introduced
from the USA after the war, whereas its prototype was already sought in pre-war Japan before
its introduction ¢’. This paper will look at the case of Shiseido and Taishoseiyaku in the prewar

period as the germination and generation of marketing in Japan.

1. Shiseido

(1) History of cosmetics

The existence of cosmetics in Japan is thought to have first been revealed in “The Shoki of
Japan’, where the existence of rouge is mentioned using the expression ‘coloring’. It is also
said that it was during the Buddhist culture that cosmetic manufacturing methods such as
lipstick, white powder and incense were introduced.

It was not until the Edo period in the 17th century that cosmetics were mass-produced to
some extent and became accessible to the general public. At that time, cosmetics consisted
mainly of white powder, rouge and tooth black. However, there was not such a wide variety of
cosmetics, and there were no brand-name cosmetics as there are today. In addition, cosmetics
were not sold in cosmetics-specialised shops, but were sold by drug dealers and haberdashery
shops, or by peddlers. In the early Meiji period, cosmetics were not an independent item, but
were sold as rouge, white powder and perfumed oil in notion stores.

It was not until the Meiji era (1868-1912) that branded cosmetics became popular, starting
with imported cosmetic soaps in the period leading up to the civilisation's opening to the
outside world. A number of new domestic products entered the market in succession,
including ‘Oshiroi shita/Komachi sui’ by Hirao Sanpei Shoten in 1878, ‘Kirei sui’ by Yamazaki
Teikyodo, and “Yakuyobigaisui’ by Momoyajuntenkan in 1887. Cosmetics advertisements
began to flourish around this time.

After the Russo-Japanese War, the standard of living increased, and the demand for
cosmetics increased markedly, which also improved the products themselves.In addition, the
successive launches of ‘Milky White Cosmetics Lait’ by Hirao Sanpei Shoten and ‘Club
Washing Powder’ by Nakayama Taiyodo marked an important milestone in the cosmetics
industry.” The four major champions of the cosmetics world during the Meiji era were
Misono in the white powder world, Lion in the toothpaste world, Lait in the lotion world and
Club in the washing powder world.® The cosmetics industry began to mechanise at the

manufacturing level and mass production systems began to be put in place. As a result,
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competition at the sales level became more intense. In the case of white powder, there was an
advertising war between ‘Daigaku Oshiroi vs Misono Oshiroi’ and a fierce sales competition
between ‘Clubs(Nakayamataiyodo) of the West, Laits(Hiraosanpeishoten) of the East’ in all

cosmetics.

(2) Shiseido’s short History

In 1872, Fukuhara, Arinobu opened Shiseido, a Western-style private dispensary in Ginza,
said to be the first of its kind in Japan. During the Meiji era, two signature products were
created that would remain in the industry: one was ‘Fukuhara Hygienic Toothpaste Soap’,
which was manufactured by a well-known American manufacturer until after World War II.
The price was high at 0.25 yen (at the time, powdered toothpaste in a bag cost around 0.05
yen and inferior products around 0.02 yen), but the content was similar to toothpaste paste.
The other was the first vitamin pill in our country, called ‘Kakkegan’. It was marketed as a
preventive measure against beriberi.

The first cosmetics manufactured and sold by Shiseido were ‘Eudermine ’, priced at 0.25yen,
dandruff-removing perfume ‘Hana Tachibana’ and plow oil ‘Ryushiko’, priced at 0.5yen.
These products were more expensive than conventional commercial products, but they were
well received.

In 1906, Japan's first skin-coloured kneaded face powders, ‘Kaede Oshiroi’, was launched.

It was not until the Taisho era that Shiseido turned fully into a cosmetics manufacturer. In
1915, Arinobu's third son, Fukuhara,Shinzo, became Shiseido's president and innovated the
company's management. After studying pharmacy and cosmetics research in the USA, he took
over Shiseido, the company on which his father had laid the foundations, and in 1917,
welcomed manager Noboru Matsumoto. He then left the sales department entirely to

Matsumoto, while Shinzo was in charge of production and advertising.

(3)Specific cosmetics markets obtained by Shiseido.

As mentioned above, Shiseido was small to medium in size in the cosmetics industry in the
Taisho and early Showa periods.® However, if Shiseido had secured some kind of specific
market in the cosmetics market at that time, they would have had a weak substitutability with
cosmetics made by major cosmetics manufacturers such as Nakayama Taiyodo and Hirao
Shohei Shoten, and would have been able to establish a competitive advantage. What kind of

cosmetics market does Shiseido mean by ‘markets with specific advantages’?
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(DCosmetics that can be adapted to Western clothing

From the Meiji era onwards, women of the upper classes began to dress in Western-style
clothing. However, the westernisation of women was limited to a few classes, and until the
pre-war period there was not much demand for western cosmetics in terms of the cosmetics
market, with kimono cosmetics still being the mainstay.

The difference between the make-up suitable for Japanese and Western clothing is the use
of face powder as a finishing cosmetic. As the saying goes, ‘white colour hides seven evils’, a
white face and rouge with face powder applied as finishing cosmetics look good on kimono
with subdued colour tones, but on the contrary, the cosmetics applied on kimono do not match
the glamorous Western-style clothes.

Examples of new face powder products from various cosmetics manufacturers in the Meiji
and Taisho periods include Nakayama Taiyodo's ‘Club White Powder’, launched in 1911, to
‘Beauty Element White Powder’ and ‘Beauty Element Water White Powder’, launched in
1915, which were white face powder with the catchphrase ‘even the colour of the dough
becomes white’. Hirao Sanpei Shoten also had ‘white’ flours, from 1883 ‘Lait Komachi Powder
White Flour’ to 1914 ‘Lait Kneaded White Flour’ and other white flours. Other representative
white powders included ‘Kao white powder’ by Wakita Seishindo in 1892, ‘Uraume White
powder’ and ‘Mizu White powder Shiraro’ by Sasaki Genbei in 1897,” Misono White powder’
by Itokochoen in 1904, ‘Akamon White powder by Nagase Shoten (the predecessor of
Kao.Co) in 1906 and ‘Daigaku White powder’ by Amanohokoen in the same year, all white
powders. The face powders of the Meiji and Taisho manufacturers was ‘white powders’, and
even in the Taisho era, white powders were still common, with coloured white powder not yet
popular enough to be accepted by the masses.

However, Shiseido introduced yellow face powders ‘Hana’ (later renamed ‘Yayoi’) and flesh-
yellow face powders ‘Kaede” in 1906, and ‘Seven color face Powder ” in 1917. Indeed, towards
the end of the Taisho era, other cosmetic manufacturers began to market coloured face
powders, such as Momoyajuntenkan's ‘Bigan powder’ in various shades of skin and pale red,
Itokochoen's ‘Shinmisonosui powder’ in various shades of white, skin and cherry blossom, and
Hirao Sanpei Shoten's ‘Lait five colors liquid face makeup’ in various shades of egg, purple,
peach, sky and white, all introduced in 1906. Shiseido's face powder, launched in 1906, was
not a ‘white face powders’ but a ‘coloured face powders’, meaning that Shiseido was one of

the first to secure the market for cosmetics that could be used with Western clothing.
(2 High-priced cosmetics market.

Besides Shiseido securing the niche market of ‘cosmetics that can be adapted to Western-

style clothing’, it can also be characterised as ‘high-priced cosmetics’ in comparison with other
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manufacturers.

Shiseido's products were relatively high-priced cosmetics compared to other manufacturers.
To give an example, comparing prices by product around 1926-19291! 9 the price of one face
powder was 1.5 yen for Shiseido ‘Iris powder’, but 0.16 yen for Nakayama Taiyodo ‘Club face
powder’, 0.13 yen for Itokochoen ‘Misono no Hana’, 0.23 yen for Momoyajuntenkan ‘Bigan
powder” and Takahashitoyodo * Sendan powder’ was 0.42 yen.

Comparing the price of a bottle of lotion, Shiseido ‘Eudermine’ was 1 yen for large and 0.5
yen for small, while Andoizutsudo ‘Original Lotion” was 0.5 yen for large and 0.25 yen for
small, Nakayama Taiyodo ‘Club Lotion’ 0.2 yen, Momoyajuntenkan ‘Beauty Face for
Cosmetic’ 0.25 yen, Itokochoen ‘Misono Dew’ 0.25 yen and Takahashitoyodo  Ideal Flower
Water’, 0.3 yen. Furthermore, Shiseido's ‘Ume’ and ‘Fuji’ perfumes were priced at 7 yen each,
and as Matsumoto, manager of Shiseido, was paid 60 yen a month at the time, and a shop
assistant was paid 15 yen, it can be assumed that these were very expensive products.

Certainly, Shiseido's products were relatively high-priced when compared to the products of
other cosmetics, but high-priced products may be supported by consumers even at
considerably higher prices if they can offer high value. Furthermore, it is more advantageous
to form a specific market for a high-priced product if not many other parties are attracted to
the product by setting a high price.

If consumers are to purchase high-priced products, they must be differentiated from other
manufacturers in terms of product specifications and services. In order to form an excellent
image and convince (even some consumers) of the high price of a product, detailed
information about the product is needed. At the time, Shiseido's goods advertising was less
nationwide, such as newspaper advertisements, but each product was listed with its list price
and product description in ‘7he Shiseido Product Catalogue and the consumer magazine
‘Shiseido Geppo'. To sell high-priced products, it is necessary to explain and persuade
consumers with extensive product knowledge more than with low-priced products, although
packaging may create the image of a high-end product. Shiseido promoted its products in
‘The Shiseido Product Catalogue’and the consumer magazine ‘Shiseido Geppo’, as a tactic
aimed at capturing specific markets, rather than through large-scale national advertising.

A further way to create the image of a luxury product is to request a higher price for the
product and still achieve fixed price sales. In this case, the markdown of the product may
damage the product's credit image. Shiseido's strategy of encouraging fixed price sales with
no product markdowns not only ensured profits for the wholesalers and retailers it dealt with,

but also had the advantage of ensuring a premium image.
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(4) Organisation of sales channels

(DShiseido’s chain store system(Organization of the retail phase)

In December 1923, Shiseido announced the Shiseido Chain Store System.
It was written of this organisation as follows.

Why must it be a chain store organisation?

Firstly, because we want Shiseido's prices to be the same everywhere.

Secondly, because we want to avoid the inconvenience of having to sacrifice the legitimate
interests of the shops that sell Shiseido cosmetics because of unnecessary competition that
drives down the price.

Thirdly, Shiseido wanted to establish a close relationship between Shiseido and the shops
that sold Shiseido cosmetics in order to achieve product unification and unity of interest. In
other words, cosmetics manufactured by Shiseido are sold to chain stores with the same
mindset as that of Shiseido, so that the manufacturer and seller can gain legitimate profits,
and no unjust profits are lost by the customers. The manufacturer and the seller do not take
any undue advantage from the customer, except that the manufacturer and the seller gain a
legitimate profit.

The following three articles were printed in the ‘Shiseido Cosmetics Chain Store catalogue ’
as characteristics of the Shiseido chain stores in catalogues, pamphlets and bulletins. ! !

I .Shiseido cosmetics are sold exclusively at Shiseido chain stores nationwide.

I .Sell products of the same quality and at the same price throughout the country.

[II.Stock a range of ‘regular products’.

And instead of a direct contract between Shiseido and the retailer, Shiseido and the
distributor (wholesaler) signed a ‘Shiseido Cosmetics Chain Store Distributor Agreement’.
The details of the agreement were as follows.

[ . They are a contract for sole agency within the contract area in accordance with the Shiseido
chain shop agreement. Shiseido will not set up another agency within the contract area
without the consent of the said it.

IT . They deposit a deposit with Shiseido as a guarantee of sole agency. However, the agency
shall not deposit the deposit from chain stores. Shiseido shall pay it an annual interest rate of
10% on the deposit.

IIT .They shall ensure that chain stores are fully stocked with regular supplies and monitor
fixed-price sales. In addition, they must not sell Shiseido cosmetics to anyone other than chain
stores.

In addition, there were also provisions for discounts based on advance purchases and rebates

based on the volume of transactions, but the key point was that the contract was set out to
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discourage overselling and to allow for fixed-price sales. It also stated that the retailer's fixed
price sales are the responsibility of the agencies.!? The initial target of 200 Shiseido chain

stores was quickly surpassed by 2000.

(2)Sales agency system(Organization of the wholesale stage)

Shiseido also devised a new system to respond immediately to demand in areas with low sales
volume and solidified its sales area system. In addition to cosmetics, it made similar
organizational improvements in the soap division, establishing separate channels for the
cosmetics and daily necessities divisions. Then it established the Shiseido sales agency system
Company in 1927 as a wholesale agency and began to set up a ‘sales agency system’
specialising in Shiseido cosmetics. It was combined with the Shiseido Department of Asahi-
do, a specific agency, to form Shiseido Co. And the Shiseido Wholesale Department set up at
a wholesale agency, and furthermore, the establishment of the Shiseido sales agency system
jointly funded by the agencies and Shiseido, was initiated.

As for the purpose of establishing the Shiseido sales agency system, “Shiseido Chain Store”
of the time described the nature of sales agency system as follows. ! 3
L. Specialist sales agency are extensions of the head office's sales department and are therefore
not dissimilar to the establishment of head office branches on the land and in other places.
II. The directors and staff of the sales agency are a combination of the specific agents who are
familiar with the local conditions and those in charge of the head office sales department, so
that sales are conducted in accordance with the head office sales policy and sales are
conducted through sophisticated negotiations with people who are familiar with the local area,
so that there is no gap between the customer and the company, and opinions can be heard
without any difficulty. The sales are conducted through sophisticated negotiations with
people who are familiar with the local area.

II1. The dealers specialise in Shiseido products, and can also hear the orders and deliver the
products quickly, which is more convenient for the customers.

IV. The fact that the head office's sales staff could only visit once or twice a month, or at
most three times each month in the past, but by transferring the head office's staff to the
dealers and permanently residing there, they can visit every day. This is not at all different
from the head office travelling on business, but it is more convenient for the customer.

To give an example, in August of the same year, Shiseido Soap Tokyo sales agency
Company was established, which was a joint venture of Yamatoya Shoten and Kojima Yuji
Shoten. In November of the same year, Hosoda Shoten and Kaneko Shoten in Yokohama,
Niibori Shoten in Fujisawa and Oobo Shoten in Yokosuka jointly established Shiseido

Yokohama sales agency Co. In December of the same year, the Tokyo sales agency Company
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was established, with Tsukada Shoten, Joshuya Honbunten and Shiseido participating. In
the same year, four other sales companies specialising in Shiseido were established in
addition to the above three, followed by four more in 1928. By 1939, a total of 50 sales

agency companies had been established.

(3High margin small volume sales

As mentioned earlier, Shiseido established a ‘chain store system’ at the retail stage to
encourage fixed price sales. At the time, the cosmetics industry was in the midst of a period
of intense overselling, but Shiseido's products seemed to be more protected than those of
other manufacturers in terms of fixed price sales. It also states that ‘Shiseido products have
not been involved in any so-called overselling wars” and that ‘fixed prices are being
maintained’ ! 4.

Indeed, other cosmetics manufacturers had also launched various policies on overselling,
such as calling for ‘stop overselling’ advertisements in trade newspapers and adopting a
fixed price sales system for some products. However, Shiseido put in newspapers, magazines
and industry advertisements that it sells its products at the same uniform price, and even
published a list of product prices in its consumer magazine, “Shiseido Geppo”.

When Shiseido announced the Shiseido Chain Store System, it set the appropriate profit
margin for retailers by encouraging fixed-price sales at 20% and the profit margin for the
wholesalers at 5% of the fixed price. For example, for a product with a list price of ¥1, the
Shiseido Chain Stores (retailers) would earn a profit of ¥0.2 and the agency(wholesalers)
would earn a profit of ¥0.05 by selling at the list price.

In contrast, other cosmetics manufacturers had different profit margins for each product.
For example, for a dozen of Nakayama Taiyodo's Club Kataneri Kneaded White Powder
(large bottle), if the purchase price of the first wholesaler was 6 yen and the selling price was
6.3 yen, the profit margin was 5%; if the purchase price of the second wholesaler was 6.3
yen and the selling price was 6.6 yen, the profit margin was 4.7%; if the purchase price of
the retailer was 6.6 yen and the selling price was 7.68 yen If the retailer's purchase price is
6.6 yen and the selling price is 7.68 yen, the profit margin is 16.3%. Furthermore, the profit
margin per unit for this product is 0.02 (rounded down to two decimal places) yen for the
first wholesaler, 0.02 (rounded down to two decimal places) yen for the second wholesaler
and 0.09 yen for the retailer.

However, these manufacturers were selling at further discounts due to intense price
competition among their peers and rebates from special sales. These special sales vary
depending on the volume of transactions, but on average, manufacturers rebate 3-4% to the

first wholesaler, the first wholesaler rebates 2-3% to the second wholesaler, and the second
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wholesaler rebates 2-3% to the retailer. Since they do not strictly adhere to the standard
retail price, and the more transactions they make, the more rebates they receive from special
sales, they will make large volume transactions, which will actually be less than the profit
mentioned above. Furthermore, as the unit price per unit was smaller than Shiseido's, they
had to sell more than Shiseido's products.

Shiseido’s unit prices were also higher than those of other manufacturers® products, and by
realising fixed price sales, it was able to earn higher profits than other manufacturers’
products. At the time, it sold far fewer products per year than major cosmetics
manufacturers such as Nakayama Taiyodo, so it can be said that while major cosmetics
manufacturers were thin-margin, Shiseido was a relatively high-margin, low-volume seller.

Thus, some manufacturers, such as Nakayama Taiyodo, have a strategy of selling large
quantities of products in order to increase sales by offering special sales and preferential
invitations, instead of selling at a fixed price. However, it can be assumed that this strategy
is a case of failure unless there is a lot of national advertising and the product itself is well
known. At the time, Shiseido advertised less and was less well-known than large cosmetics
manufacturers such as Nakayama Taiyodo and Hirao Sanpei Shoten, so the strategy of
limiting and controlling channels was more effective than the strategy of expanding

channels.

2. Taishoseiyaku

(1) Emergence of the pharmaceutical industry in Japan

The history of pharmaceuticals in Japan is extremely old, but it was the introduction of
Chinese medicine and the pharmaceuticals used in it that were particularly important.
Exchange with mainland China began in earnest with the dispatch of Japanese envoys to Sui
Dynasty China in 607, and medicine was regarded as one of the most important things to
learn from China, with many medical books and medicines brought from the mainland by
these envoys laying the foundations of medicine in Japan. At the time, Fushimi-cho in Osaka
was a distribution centre for imported goods, but gradually a concentration of Chinese
medicine suppliers and medicine shops dealing in Japanese medicines began to appear in
the surrounding areas, including the neighbouring town of Doshomachi.

By 1666, Doshomachi was home to 108 medicine merchants, and by 1722, the ‘Medicine
Broker's Association” was established as a group of stockbrokers, with 124 members and
more than 700 wholesalers, retailers and brokers, making it a major commercial centre. ! ®

Whereas the so-called consignment wholesalers of Karayaku wholesalers and Japanese
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medicine wholesalers lacked power, the middlemen, the stockbrokers of Doshomachi,
Brokers were responsible for buying, sorting, bagging or baling medicines and distributing
them to apothecaries and doctors all over the country, and they were the so-called ‘Moto
oroshi’, which was the original position of wholesalers.continued to lead in pharmaceutical
distribution in the Edo period. Omiya Chobei (founder of today's Takedayakuhinkogyo),
Tanabeya Gohei (founder of today's Tanabeseiyaku) and Fushimiya Ichibei (founder of
today's Onoyakuhinkogyo) were among these middlemen. ! ©

In the Meiji era (1868-1912), the stockbrokers transformed themselves into drug
wholesalers. In addition, these drug wholesalers became the key to Japan's pharmaceutical
products in other parts of the country. Thus, until before World War II, the distribution
system was generally based on the following sequence of events: manufacturer — wholesaler
— local wholesaler — hospital/clinic or drugstore — consumer, and a traditional wholesaler
system was established in which nationwide sales were conducted mainly by medicine
wholesalers with strong sales power.

Table.1l Business Tax Class of 1880

Pharmaceutical on
thousands of
manufacturer yer)
1. Hukuda,Seiuemon | 120
2. Hono.Kyurobe 1 .29
3. Nagaoka.Sasuke 78
5. Tanabe.Goro 68
6. Sugai., Tomiei &3
8. Takeda.Chobe 50
o YVoohid j[{yube e T
10. (j‘l'lO,IC}.‘l;l‘.bE‘ 44
11. Shiono.Gisaburo 44
12. Tabayashi,Toshibe 43
13. Oi.Bokushin 43
14. Kotera.Kojiro 42

Compiled from Matsue Mitsuyuki
(1981) “Takeda vs Taisho *
Kyogensya, pp. 37-38.

Meanwhile, Western medicines finally became widely available in the second half of the
Meiji era , and imports from Germany and the USA increased rapidly. In addition, the
national policy of producing pharmaceuticals was promoted, and pharmaceutical
manufacturers started up on their own or with medicinel wholesalers as their parent
companies. Doshomachi-based pharmaceutical wholesalers such as Shionogi Shoten, Chobei
Takeda Shoten, Tokyo-based pharmaceutical importers and Sankyo Goshi Kaisha (Sankyo

Limited Partnership), etc., started to produce their own pharmaceuticals at the same time.
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Doshomachi-based pharmaceutical wholesalers such as Shionogi Shoten, Chobei Takeda
Shoten and the Tokyo-based pharmaceutical importer and distributor Sankyo Goshi Kaisha
all started to produce pharmaceuticals on their own.! 7

In 1890, the leading pharmaceutical sales agencies in Doshomachi gathered together to
establish Osaka Pharmaceutical Co.

The promoters and directors at this time were as follows ! 8

Promoter

Hino,Kuroube Ono,Ichibe Tahata, Toshibe Fukuda,Sebe Takeda,Chobe
Shiono, Gisaburo Kodera,Kojiro Shirai,Msatsunosuke = Uemura,Chobe Ishizu,Sakujiro
Harumoto,Jusuke Shiono,Kichibe Konishi,Kyube Nanase,Seisuke Koiso,Kichihito
Officer

Managing director
Hino,Kurobe

Board member

Tanabe,Gobe Shiono, Gisaburo Takarada,Yujiro Koiso,Kichihito Konishi,Kyube
Uemura, Chobe

Auditor

Ono,Ichibe Takeda,Chobe Tanayama,Ibe

The mainstream pharmaceuticals (western medicines) handled by these companies
during the Meiji period were pharmacopoeia products. These were pharmaceuticals listed in
the Japanese Pharmacopoeia, a set of standards for pharmaceuticals, and were treated the
same regardless of which manufacturer produced them, as long as they were manufactured
according to certain standards.As a result, were subject to peer trading in Doshomachi, and
market prices were determined by the balance of supply and demand on the market and the
availability of stock. When the trade was centred on pharmacopoeia products, the trade was
exclusively within Doshomachi, and most sales to the provinces were made through
wholesalers called ‘Chumonya’. Most local sales were conducted through wholesalers known
as ‘Chumonya’. They were wholesalers for the regions who received orders from local
medicine merchants, procured the goods in Doshomachi and shipped them to the order-
owner, and had their own operating base in their respective regions.

However, from the end of the Meiji period onwards, new pharmaceuticals were
introduced to the pharmaceutical market. Pharmaceutical wholesalers such as Takeda,
Tanabe and Shionogi began to handle these new pharmaceuticals as well, but new
pharmaceuticals, whether domestically produced or imported, had different properties from
pharmacopoeia products. In addition, they were brand name products, which guaranteed
the distributor a substantial monopoly profit if they succeeded in expanding sales. ! °

Pharmaceutical wholesalers such as Takeda, Tanabe and Shionogi had been involved in
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the import and sale of Western medicines since the early Meiji era, while gradually acquiring
production skills through the reworking of Western medicines, thereby laying the technical
foundation for their transformation into manufacturers. As new pharmaceuticals were
brand-name products, it was common for them to deal directly with the distributor, rather
than through the hands of ‘Chumonya’, for sales promotion purposes. As a result, these
traders began to deal directly with local pharmaceutical wholesalers, rather than through’
Chumonya’, and the development of sole agents was actively promoted. Rewards were given
to sole agents for sales, and special sales were offered as a service at the distribution stage,
but on the other hand, they were also asked to hold stock of goods, which raised the issue of

trade guarantees. 2 ©

Table.2 Business Comparison with Leading Companies

Unit: thouzand yen

name of company term capital stock | netincome
Takedachobesyoten 1927.12 1928.11: 5,300 1,047
Sankyo 1928 Previous Next: 7,840 1,717
Shionogisyoten 1928, 3,000 -
Taishoselyakujo 1928.4 1929.30 1,000 41

Taisho Pharmaceutical Corporation Centennial History Compilation Committee
(2014), " Taisho Pharmaceutical Centennial History.," pp. 18

Table.3 Trends in National Pharmaceutical Production

Pharmaceutical nonprescription | Percentage
Preparation Medical drug of drugs
fiscal year (Compared to (Compared to the | produced for
Products
the previous previous fiscal | sale to total
fiscal year) year) drugs
1931 170 (=) 80 90 (-) 52.9
1932 176 (103.5) 97 79 (87.8) 44.9
1933 194 (110.2) 113 81 (102.5) 41.8
1934 212 (109.3) 128 84 (103.7) 39.6
1935 230 (108.5) 141 89 (10&.0) 38.7
193¢ 220 (95.7) 127 93(104.5) 42.3
1937 227 (103.2) 120] 107 (115.1) 47.1

Taisho Pharmaceutical Corporation Centennial History Compilation
Committee (2014), " Taisho Pharmaceutical Centennial History."

p.33

In the early Showa period, sales competition between manufacturers was fierce. In the

midst of the financial panic and Showa recession, the pharmaceutical industry also suffered
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from sluggish demand. Against this backdrop, at the end of the 1930s, manufacturers began
to affiliate distributors in some regions. In the early Showa period, sales competition
between manufacturers was fierce. In the midst of the financial panic and Showa recession,
the pharmaceutical industry also suffered from sluggish demand. Against this backdrop, at

the end of the 1930s, manufacturers began to affiliate distributors in some regions. ? !

By the end of the 1930s, manufacturers were strengthening the expansion of their own
products, and wholesalers were gradually forced to take on a more distinct manufacturer's
identity, leading to mergers and consolidation and the promotion of ‘affiliation’. ? 2

However, the reason why many of the new pharmaceutical makers did not (or could not)
embark on building their own sales networks in the prewar period is thought to be that it

was difficult to sell their products without the help of major wholesalers.

(2) Taishoseiyaku’s short History.

Taishoseiyaku was founded in October 1912 as Taishoseiyakusho, an anonymous
association for the manufacture and sale of medicines for sale. The founder was
Ishii,Kinujiro and the company was founded in Ushigome Ward (now Shinjuku Ward),
Tokyo; the company's capital in 1917 was 1.7 million yen.

In February 1908, Ishii obtained a licence to practise and opened his own private Taizan
Pharmacy in Ushigome Ward. It was a pharmacy with modern pharmacy education, and the
company developed as a pharmaceutical company of pharmacy origin, which is unique in
Japan. 231928: reorganised as a joint-stock company. The company took its present name
in 1948.

It can be said to have been founded by a pharmacist with specialised training in Western
medicine, who converted from a pharmacy to a company manufacturing and selling
medicines for sale, at a time when Japan's modern pharmaceutical industry was on the rise.

In addition, a problem of overselling had arisen with regard to pharmaceuticals for sale. In
1887, a trader's association, ‘The Tokumori-kai’, was formed in Osaka to deal with this
problem, and in 1893 it developed into a national organisation, ‘“The Teikoku Rengo
Tokumori-kai’, which carried out self-regulation. In 1900, “The Important Products Trade
Association Law’ was enacted, which opened the way for regulation through union
membership, but none of these measures had a significant effect. 4

Taishoseiyaku, founded in 1914, was a small, small pharmacy with a few employees, but
Uehara, Shokichi (later president) joined the company as an employee and made a

significant contribution to management from the middle of the Taisho era.?®
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In seeking to expand sales channels in rural areas, He was made acutely aware once again
of the fact that the sales channel network was firmly controlled by wholesalers and wholesale
dealers, and that business was impossible without access to these sales channels. He and his
colleagues tried to increase direct trade in the regions as well as in Tokyo, but this was not
an easy task.

The switch from such sales methods via wholesalers to direct sales to retailers was
triggered by the successive bankruptcies of wholesalers during the chronic recession
following the First World War. In particular, the bankruptcy of the Osaka distributor of
‘Taiso’, Toki Asataro Shoten, was a major blow to Taishoseiyaku, as it forced the closure of
its Osaka branch, which had been opened in 1918.

Table.4 Taishoseiyaku's Business Performance

Compared Compared
fiscal year gros.s to th,e . Net to th'e Dividend Rate
margin iprevious income |previous

fiscal year fiscal year
1928 205 - 41 - 0.1
1929 295 143.8 47| 114.0 0.1
1930 308| 104.4 39 83.0 0.08
1931 380 123.3 451 113.9 0.08
1932 369 97.0 37 82.3 0.08

1933 434 117.8 52| 140.9 0.08 Figl Taiso

1934 887 204.2 56| 107.5 0.08
first half
1935 1205 | 135.9 76 134.8 0.08
second half
0.07
1936 1262 104.7 65 86.2 0.07
1937 1156 91.6 771 116.8 0.07

Taisho Pharmaceutical Corporation Centennial History Compilation
Committee (2014), " Taisho Pharmaceutical Centennial History," pp. 18,33

https://cottou.jp/images/thumbnails/12

80/1280/detailed/3/DSC_5627.jpg.

Relying on wholesale channels saves on sales costs and labour, but makes it difficult to
recover payments if the recession deepens. At the time, Japan's economy was in the midst of
a recession, with prices falling consistently for 11 consecutive years since 1920. While
making efforts to expand direct trade in rural areas, Uehara was also developing an idea for a

mechanism to expand direct trade in one fell swoop.? ¢
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(3) Exclusive dealer system.( Organisation of retailers not through wholesalers.)

When Uehara set about expanding sales channels in the provinces after the Great Kanto
Earthquake of 1923, he was made acutely aware of ‘the fact that the sales network was firmly
held by wholesalers and wholesale dealers, and that it was impossible to do business without
going through this sales channel’? 7. This made him realise that ‘it is no use if the product
sales network, which is the basis of business, is on loan. A wholesaler's ‘face’ is based on a
sense of familiarity born from years of business and trust born from honest dealings.
Therefore, Taishoseiyaku should be able to become a “face” of the wholesaler as well as, or
even better than, the wholesaler if it continues to make sincere efforts over many years’. 2 8

This thinking was reflected in the company's sales policy, and from around 1924 the
company began to expand its nationwide clientele in order to deal directly with retailers. In
expanding its sales channels, the company avoided the Tokai and Gyeonggi regions, which
were well covered by the sales networks of the major pharmaceutical manufacturers, and
concentrated on the relatively thin North Kanto and Tohoku regions. 2 ?

In 1925, Taishiseiyaku conceived and organised the first system of ‘special dealers’
federations'.

Key points,

I .Taking 100 yen merchant deposit from members.

I .Putting up a flashing sign in members' shops, which is a membership emblem and costs
about 20 yen.
[II.Members receive a special rebate.

A further development of the ‘special dealers federation” system was Uehara's proposed
concept of ‘special dealers shareholders’. In other words, Taishoseiyaku would be converted
into a joint stock company and owned by the retail dealers with whom it did business. As
shareholders, the retailers would receive dividends and also receive rebates based on their
sales performance. On the other hand, the company would be able to secure stable capital
and at the same time form closer relationships with the retailers. 3 ©

Therefore, it was decided to promote the concept of ‘special shareholders’, which included
the following details: 1) the joint-stock company would be capitalised at 1 million yen, and
suppliers would buy the shares of President Ishii, who had paid in a quarter of the capital ;2)
the minimum number of shareholders would be five shares, with a maximum dividend of
10% ; 3) if profits exceeded that amount, the company would reimburse suppliers, as
shareholders, according to their sales performance. 4) Various preferential benefits are
given to business partners' shareholders, among other details.

Thus, Taishoseiyaku's conversion to a joint-stock company, based on Uehara's ‘special

contract shareholder’ concept, was brought to fruition in May 1928. The direct sales system
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was combined with the conversion to a joint-stock company.
In terms of the shareholders listed in the first ‘Business Report’, the distribution of

shareholdings is as Table5.

Table5 The distribution of shareholdings

Number of

shareholders
10,000 shares or more 1
500 shares 2
400 shares 1
200 shares 5
100 shares 8
80 shares 2
60 shares 1
50 shares 9
30 shares 7
20 shares 14
10 shares 206

256 people in total

Taisho Pharmaceutical Corporation
Centennial History Compilation
Committee (2014), "7ZTaisho
Pharmaceutical Centennial History",
p. 12

As the number of members increased, branches of “Kyoseikai” were formed in Osaka,
Kobe, Kyoto, Shiga, Nara, Wakayama, and other regions. Each branch elected a branch
director and officers, who met regularly each month to express their opinions on the policies
and products of the association. The opinions and decisions of the chapters were conveyed
to the head office, and members developed a stronger sense of solidarity with the Kyoseikai,
knowing that they would serve as the basis for setting their own association's policies. As a
result, sales increased dramatically. 3!

The Kyoseikai conducted a variety of activities to support the business of its member
stores. First, a business division was set up at the association's headquarters, where “joint
production of beautiful wrapping paper” and other activities were carried out., but the
consultation department, established in March 1937, placed ‘taking care of all kinds of
consultations’ from members at the heart of its work, providing advice on management and
commercial measures, as well as design and drafting of leaflets and other literature. In
addition, we also arranged group contracts for fire insurance for members with

Tokyokaijokasai Insurance as their agent.
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In order to increase the sales of Kyosei members, they often held “invitation special sales”
in which member stores that exceeded a certain sales amount were invited on a sightseeing
trip. As a journal for members of it, “the Kyosei Report”was published in 1937 and was
renamed “Kyoser Tsushin “(Kyosei News Letter) from 1938.

While “Taisho Report,” “ Yakutenkar,” “Kyosei Tsushin,” etc., were newsletters for
pharmacies and drug stores, “Katei no Tomo,” an educational magazine for general
consumers, was launched on February 15, 1939.

Encouraged by these various activities, by 1936 the number of members had risen to 3,234
households, and by January 1939 there were 72 Kyoseikai chapters nationwide, bringing the

total number of members to 4,500.3 2

Conclusion

For latecomers, who are less than medium-sized and unlikely to be a major player in the
industry, to compete with existing large manufacturers, there is a strategy of targeting niches,
or gaps, that the larger manufacturers can not touch.

Shiseido, which was not a major player in the cosmetics industry at the time, was able to
secure a niche market where it could have an advantage in certain markets: ‘cosmetics that
can be matched with Western-style clothing” and ‘high-priced cosmetics’.

That channel organisation was built in two stages: at the retail stage, the Shiseido Chain
Stores were established; at the wholesale stage, the Shiseido Chain Stores were transformed
from distributors into sales agencies to strengthen their affiliations.

In addition, Shiseido promoted a limited channel by realising a ‘high-margin, low-volume
sales” model, in which the total volume of sales is small, but by strictly adhering to fixed price
sales, the intermediary traders with whom they deal are able to secure high margins.

The production level of the pharmaceutical industry, Taishoseiyaku had established a
foothold by specialising in over-the-counter drugs and, like Shiseido in the cosmetics industry,
can be seen as a niche company in the pharmaceutical industry Pharmaceutical wholesalers
from the Edo period with roots in Osaka Doshomachi and later transformed into
pharmaceutical manufacturers, Takeda, Tanabe, Shionogi and Sankyo were powerful.

Distribution by large manufacturers has preserved the traditional wholesaler-led distribution

system characterised by wholesalers and strong relationships with pharmaceutical wholesalers.

Taishoseiyaku, in contrast, conducted business from manufacturer to retailer, without
wholesalers, with the aim of countering the recession and maintaining prices. Taishoseiyaku
with limited capital, sought retailers' participation under the banner of “co-existence and co-

prosperity”. The relationship between Taisho and the retailers was not one of ‘domination
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and subordination’, but rather a cooperative relationship based on the coincidence of interests
between the weaker parties in the distribution channels of pharmaceuticals under conditions
of turbulent sales.

The case of these niche businesses allows it to be said that marketing generation was seen in
Japan even before the World War 1I.
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~To improve behavior issues and acquire learning skills~
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