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Foreword ——

American business leaders have prided themselves as vigorous competi-
tors. Indeed they are. They have been particularly adroit competing
against neighboring American companies. Each understood the other.
Conduct was predictable from years of repetitive experience and expec-
tations. Native mind-sets influenced quality levels. Similar retrench-
ments in capacity planning were common responses to U.S. cyclic
market downturns. Competitive evaluations were made primarily
against other American companies.

Foreign competitors looking in from the outside learned and
responded to customer readiness for “do differentlies” better than Amer-
ican competitors at times. The Japanese, notably, saw some of these
market opportunities sooner and clearer. They did things about what
they saw.

Ironically, what the Japanese did operationally then became the
greater American preoccupation. Extensive attention was focused here
on statistical quality control, their low-cost financing, people involvement
programs, and their labor cost and productivity, etc. The American
responses to many of these operating factors were effective.

Less evident was American realization of the insight about the
customer—the understanding of the market that preceded and accom-
panied Japan’s targeting American buyers.

This book puts the spotlight on the importance marketing played
in Japan's trade achievements. The pivot statement in the center of the
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viii Foreword

textreads, “. . .itis equally clear that marketing has played a major role in
their success.”

The students of American business and the American business
leaders were right to emphasize study of Japan’s productive processes to
meet the challenge. They equally will have missed a key element if they
are numb to the role and effect of Japan's world-class marketing, if for no
other reason than defense of one’s U.S market share.

This fundamental message—the importance of marketing—is
clear and emphatic particularly because it is presented from the vantage
of Japan's challenge. The presentation here is in balance. The authors
accurately portray the mix of factors that the Japanese system, culture,
and competences have brought to world trade. In an even-handed way,
they account for the role of government re protection, support, and
guidance at home; the role of culture re the unity of the people, their
sense of survival, and their standards of merit; the role of keiretsus and
individual companies as institutions where patient, native skills are prac-
ticed well; and the role of customer focus re the inexhaustible gathering
of intelligence about the market, the sorting of choices, and filling of
needs.

U.S. business managers who aspire to lead and leaders who still
wish to learn will carry away from this book practiceable strategies
which will enhance the American vigor to compete.

Robert W. Galvin
Chairman of the Board

Motorola, Inc.



Preface ——

Surely one of the most impressive economic miracles in modern times is
Japan's rise from the ashes of World War II to become one of the world’s
three great economic superpowers. Fromits war-torn and destitute state
in 1945 when it surrendered to the Allied forces, Japan today stands as
the world’s most feared and respected economic competitor. Japan not
only had to plot its recovery from a war-torn economy but had to
overcome four additional handicaps: first, a dearth of major domestic
natural resources such as iron ore, oil, and copper, which highly indus-
trial nations critically depend upon; second, a weak understanding of
Western culture and business practice; third, a lack of facility in the
English and European languages; and fourth, a pre-World War Il reputa-
tion for shoddy goods. To have overcome these difficulties and now be so
universally respected for the quality and variety of its automobiles,
motorcycles, consumer electronics, cameras, watches, and many other
products, Japan certainly deserves study and explanation.

Japan's understanding and use of “marketing,” in our view, has
been one of the key contributors toits success in the global marketplace.
This raises several questions. Do the Japanese know things about market-
ing that U.S. and European firms do not know? Have Western corpora-
tions forgotten what they once knew about marketing or have they
simply failed to put what they knew into practice? What can Western
firms learn from the Japanese style of market selection, market entry,
market penetration, and market maintenance? These questions are be-
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X Preface

ing pondered by an ever-growing number of Western executives whose
businesses have been hurt by super-able Japanese competitors.

The deep Japanese penetration into world markets is not over. In
fact, Japan has been targeting new markets, such as computers, aircraft,
pharmaceuticals, banking, clothing, and cosmetics, to name a few. What
is more, Japan is only the first of a series of Asian countries that are
following the same competitive model or evolving new ones, all of which
center on creating quality products at lower costs and lower prices than
those produced in the West. Japan’s particular success has been marked
by a strong business-government partnership; long-term and low-cost
loans by banks; management willingness to “buy” market share and wait
five, ten, or twenty years for profits; fanatic attention to product quality
and service; a drive toward capital-intensive productivity increases; and
several other factors. The new Japans—South Korea, Taiwan, Hong
Kong, Singapore—are adopting many of these practices and adding
some new ones as well. And as we move toward the next century, other
Asian countries—particularly China, India, Indonesia, Thailand, Malay-
sia, and the Philippines—will evolve highly competitive approaches to
winning sizeable shares of key global markets. Some observers are going
sofar as to characterize the next century as the Pacific Century, because
they see an increasing share of the world's gross national product origi-
nating in that part of the world.

The West, because of its past complacency, is partly to blame for
its loss of market position. And its responses to the Japanese challenge
are still superficial and inadequate. American and European firms need
to start taking this challenge seriously and study the “New Competition.”

The New Competition is characterized by the following attri-
butes: (1) a highly intelligent, disciplined, and skilled work force working
at lower wages than their Western counterparts; (2) cooperative labor/
management relations; (3) a medium and high-tech orientation in these
countries enabling them to compete in the industries that are the main-
stays in the West; (4) capital sources that accept a lower rate of return
and a considerably longer payout horizon; (5) government direction and
subsidization to help business; (6) frequently explicit, and sometimes
subtley, protected home markets; and (7) sophisticated concepts of busi-
ness and marketing strategy.

The question thus becomes: How can Western-based companies
that face higher wages and capital costs, worker discipline problems,
higher and earlier profit requirements, strong government regulation,
and a comparative absence of government support compete success-
fully with companies that are run according to the principles of the New
Competition?

The purpose of this book is to examine the principles of the New
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Competition, especially as exemplified by Japan, its leading exponent.

In the first part of the book, we document the impressive record
of Japan's economic success, analyze the factors that contributed to that
success, and highlight the specific role played by Japanese marketing
strategy in achieving such results. In the second part, we describe the
range of marketing strategies used by the Japanese to identify opportuni-
ties, enter markets, penetrate them deeply, confront opponents, and
maintain dominance. The third part will offer major recommendations
on how Western-based companies can respond to the marketing chal-
lenge of the New Competition. The final chapter draws a host of lessons
about where strategic marketing is moving in the twenty-first century.

Throughout the book, we include in-depth descriptions of how
the Japanese won specific world markets, including automobiles, motor-
cyles, watches, cameras, radios, and television, as well as their plans for
penetrating several new target industries, including banking, fashion,
cosmetics, computers, and aerospace. While our focus is on Japan, the
real import of the book is that a new model of global competition has
emerged which is being copied by several other countries. This model
poses the most serious challenge that Western firms have faced since
adopting the principles of free enterprise as spelled out in Adam Smith’s
Wealth of Nations.
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chapter 1 —
World Class Marketeers:
The Japanese

On August 15, 1945, the entire Japanese nation listened to Emperor
Hirohito deliver a message of surrender to the Allied forces. Japan had
started a war years earlier to fulfill its needs for resources, land, and
power in the Far East and then lost this war, having never before been
defeated in war. Japan’s economy was in shambles and its people were
morally and economically devastated.

In the 1980s, some thirty-five years later, UNESCO published the
economic standings of various industrial nations. Here were some amaz-
ing facts:

® Japan ranked second as the most economically developed nation in
the world.

® Japan ranked second in GNP and fourth in per capita national
income.

® Japan's GNP increased more than 200 percent and ranked first
among the highly industrialized countries in economic growth rates
during 1971-80, a period of great economic difficulty for most
countries.

And where did the Allied victors stand some thirty-five years
later? France and Britain ranked fourth and fifth, respectively, in GNP
among the highly developed countries. Their combined GNPs were
lower than Japan’s. The USSR, another Allied victor, spent almost three
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4 THE MARKETING BATTLEGROUND

decades in developing its economy without achieving half of Japan’s
GNP per capita. One might ask, Who won the war?

Japan lost the military war but clearly won the economic war.
Military wars have been waged in the past to gain economic prizes. The
Japanese painfully learned the lesson that they could win more economic
prizes through economic means rather than military means. Too bad
they did not know this in 1940.

THE JAPANESE MIRACLE

In 1945, people would have ridiculed any soothsayer who predicted that
Japan would be the second most economically developed nation in the
world by 1980. Any sane observer in 1945 would have noticed that the
Japanese economy was heir to four formidable handicaps, seriously
limiting its economic future:

® Japan's factories had been destroyed, its people faced near starva-
tion, its currency was in the throes of runaway inflation, and its
political and social fabric was devastated.

® Japan lacked the major natural resources—coal, iron, and oil—
necessary for running a modern economy. Furthermore, only 14.8
percent of its land was arable.

® Most Japanese businesspeople only spoke Japanese and knew little
about U.S. and Western European markets, cultures, and history.

® Prewar Japanese products had a worldwide reputation for poor

quality. To most people, the label “Made in Japan” meant a cheap and
poorly made product.

The fact that Japan overcame these handicaps and that its name
today stands for “quality” and “value” around the world is a miracle.
Their products penetrate deeply into every corner of the world, with
names such as Sony, Toyota, Canon, Seiko, and Nikon commanding
universal recognition and respect. This turnaround is enough to encour-
age other developing nations—India, Indonesia, Malaysia—to emulate it.
In fact, these countries, as well as many less-advanced European coun-
tries, are carefully studying this miracle—and seeing what parts of over-
all Japanese strategy they can import in the hope of advancing their
economies.

In examining the Japanese model for economic development,
too many people interpret the miracle as a result of one or a few single
factors. Some point to the Japanese government’s key role in directing
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and subsidizing Japanese companies. Others cite th

disciplined work force in Japanese factories. Still others point to the
Japanese trade barriers that permitted Japanese companies to charge
high prices in the home market while keeping out foreign competitors,
thus earning the surplus to finance an export attack abroad. And others
cite the Japanese gift for copying—and sometimes stealing—Western-
innovated products and improving them in the process. Many other
explanations have also been offered.

However, we know that single-factor theories never really ex-
plain anything; they are convenient fictions. We will explore in the next
chapter the whole set of factors that together produced the Japanese
miracle. And by implication, we are saying that other countries will not
succeed by copying one or a few elements of Japan's strategy. And they
cannot copy all of the Japanese strategies. Every nation and every com-
pany, however, can learn from the Japanese. One can extract powerful
lessons about corporate strategy from the Japanese experience. We
have, infact, drawn and featured these lessons throughout this book and
brought them together in the last chapter. At the same time, each nation
and each corporation will have to design its strategy afresh out of its own
conditions and opportunities.

Is the Japanese Miracle Over?

One popular, and dangerous, belief is that the Japanese have now won all
they will win. Even management guru Peter Drucker predicted recently
that “the Japanese will not be a problem in five years.” Various reasons
have been supplied by Drucker and others. First, the Japanese will face
new problems bred by their very success: weakening of the work ethic,
higher wage demands, rising infrastructure costs from pollution, traffic
congestion, and so on. Second, the Japanese succeeded in the past be-
cause of the complacency and blindness of U.S. manufacturers who kept
making big cars when a growing number of consumers wanted small
cars, analog watches when more consumers wanted digital watches,
large copying machines when businesses wanted smaller copying ma-
chines, and so on. The argument goes on to say that U.S. manufacturers
have “wised up” today . . . they are plugging the holes. The Japanese will
not find much more opportunity to expand.

We think otherwise. First, the Japanese social and business cul-
ture and drive have not softened. The discipline is still strong, and al-
though wages have improved, so has productivity.

Second, U.S. manufacturers have not plugged all the holes. Many
are still not delivering the quality or value provided by their Japanese
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competitors in cars, motorcycles, cameras, watches, musical instru-
ments, and so on.

Third, the Japanese are now invading a whole new set of markets
in which the established U.S. and Western European producers have
hardly recognized the threat or bothered to construct counterstrategies.
This ignorance allowed the Japanese to advance aggressively into such
new industries/markets as fashions, cosmetics, hotels, banking, air con-
ditioning, machine tools, medical equipment, and pharmaceuticals in
recent years (discussed in detail later in this book).

THE NEW COMPETITION

Even if the Japanese have shown signs of slowing down in their invasion
of world markets, the same thrust will continue but will come from the
“New Japanese”—the Koreans, Taiwanese, Singaporeans and the Hong
Kong businesses. These people and businesses are copying all or part of
the Japanese model and adding a few twists of their own. They are
following many of the principles defined by the Japanese for winning
world markets:

Government direction and subsidization of industrial development
Explicit as well as subtle protection of the home market against
foreign competition, enabling high profits in the home market to
finance export development

® A highly intelligent, disciplined, and skilled work force working at
lower wages than their Western counterparts

® Cooperative labor/management relations
® High availability of capital at low interest rates

® (Capital sources that accept a lower current rate of return and a
considerably longer payout period, thus enabling business firms to
plan for the long run

® An orientation toward medium- and high-tech industries, the main-
stay industries of the West, and an active program of phasing out (or
down) the “sunset” industries

® A commitment to both high quality and high productivity, and mak-
ing sure that productivity drives do not take place at the expense of
quality

® Sophisticated concepts of business and marketing strategy designed
to win global market share leadership in targeted industries

These principles amount to a new model of competition, which
we call the New Competition. It is a mix of neo-mercantilism, state



