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Abstract

The business strategies of small 1o medium enterprises (SMEs), especially in relation to the Japanese
apparel wholesaler and apparel manufacture markets, have been underiaken by Urakami and his colleagues
(Komiya et al.. 2009: Urakami et al.. 2009; Urakami & Wi 2010). The aim now is to investigate the changing
business climate of apparel products in Asia, now that China seems fo a major player of apparel products
in the Asian region. The production of apparcl products from China hus rvesulted in a major shift of the
business environment. Such products have now invaded import markets throughowt the world economies. Such
a drastic change in the business envirowment impacts the structure of distribution charnels in competing
economies, affecting both wholesalers and manufuctures. This research focuses on the effects this has had on
the Japanese distribution chanmels. The findings derived from our previous research are highlighted, 1ogether
with several planned ypotheses thar requive testing, in order to build a clewrer understanding of apparel
mamifacturing in the Asian region.

Key words . apparel wholesalers and manufactures. private brand and specialty store strategy. small fo
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ings conclude that the import penetration ratios

1. Introduction

A large number of appare! products emanat-
ing from China have invaded the world import
markcets. Motohashi (2006) investigated the im-
pact this has had on Japanese firms. Their find-

of both the textile and the apparel industry are
almost 50%. whereas, that of some industries is
less than 40% (non ferocious metal, electrical
computer, electronics machine, and precision ma-
chine). and that of all other industries is less
than 20% (steel. metal product, transportation ma-
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chine etc.). In addition, Urakami & Wu (2010)
calculated the import penectration ratio of apparel
products to be 89.0% in terms of quantity and
70.8% in terms of price. The importation of a
large number of apparel products from China is
evidence that the Japanese textile and apparel manu-
facturers have lost their competitive powers, and
the resulting change of the import share of tex-
tile and apparel products affects the distribution
channels in Japan. We surmise that this change
must be affecting the distribution channels in neigh-
boring countries, such as Korea and Taiwan.

The Japanese wholesaler distribution system
is complex because of its multilayered structure.
During the ‘boom’ era in Japan during the 1980s,
the multilayered structure performed an impor-
tant role in the transactions of commodities, where
there were numerous small-scale retail stores and
relatively large-scale manufacturers. However, such
a complex siructure is coming under pressure
from Chinese apparel manufacturers. Maruyama
(2004), found that in spite of the penetration of
IT technologies and the logistical system reforms
of large retailers, the usage ratio of wholesalers
(sales of retail direct trade wholesalers + sales
of source wholesalers / total retail sales), began
to decline sharply during the 1990s, a trend that
has continued to accelerate in recent years with
by bypassing wholesalers. In order to survive in
the competitive market, Japanese wholesalers are
struggling to expand their scale of operations and
secure business with large-scale retailers (Kim, 2004).

Thus, in order to respond to the new market
conditions, Japanese apparel wholesalers and manu-
facturers have employed two strategies in order
to survive in the market - a private brand strategy
and a specialty store strategy. A private brand
strategy serves to form a unique competitive ad-
vantage for a retailer, thereby differentiating it
from the brands created by rival manufactures.
A specialty store strategy deals in a specific pro-
duct line, deriving the majority of income from
that product line.

Empirical studies, as well as case studies re-
lating to the business strategies adopted by appa-
rel wholesalers and manufacturers in Japan, Korea

and Taiwan, have been conducted previously,
(Komiya et al., 2009; Urakarni et al., 2009; Ura-
kami & Wu, 2010). The aims here are to elabo-
rate on those findings and suggest further hy-
potheses for a future empirical study that will
provide a clearer picture of apparel wholesalers
and manufacturers in Japan, Korea and Taiwan.

The paper is structured as follows: Firstly, an
overview of the historical background of the Ja-
panese apparel industry, as well as the effective
business model employed by Japanese apparel
companies, is provided. This is followed by a
summary of the previous research in this area,
conducted by this author, which has addressed
both the private brand and specialty store stra-
tegies. Finally, a future study to address the Korean
appare]l market is suggested in order to build a
clearer picture by proposing several hypotheses
for future empirical studies.

II. Historical Background of
Japanese Apparel Industry

Apparel products imported from China have
invaded the economies in many parts of the
world, {Fig. 1> and <Fig. 2> shows the imports
of apparel products (fabrics and knitted wears)
from China over the past five years.

It is evident that the import of apparel pro-
ducts from China has steadily increased year-on-
year. Japan heads the group, having the largest
share of imported apparel products from China.
From this, it is clear to surmise that apparel
manufacturers in Japan are encountering difficult
times because of the large number of imports.
However, such difficulties are not unique to Japan,
but are apparent in other parts of the world, es-
pecially in developed East Asian economies of
Korea and Taiwan. {Fig. 3> highlights the case
in point, where the rate of domestic production
over a seven-year period is compared between
Korea, Taiwan and Japan. [t shows a negative
growth for both Taiwan and Japan over this pe-
riod, but since 2004, there has been an increas-
ing positive trend for the situation in Korea.

One can assume that the apparel manufacturers
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{Fig. 1> Imports of Fabrics (Coat, Jacket, Shirts,
ete,) from China (Million US dollars). Source:
Japan External Trade Organization (JETRO)
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<Fig. 2> Imports of Knitted Wears (T-Shirts, Swea-
ter, etc.) trom China (Millien US dollars). Soucce:
Japan Extemmal Trade Organization (JETRQ)
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{Fig. 3> The Rate of Domestic Production in South
Koreca, Taiwan, and Japan. Source: Korea and
Taiwan: Seni-HandRook (Hard Book of Textiles);
Japan: Kogyo Tekei (The Census of Industry)

in these developed economies have all faced the
same drastic changes in their business environ-
ments, however, the recent positive trend experi-
enced in Korea implies that the business charac-
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teristics, such as retail market structure, are dif-
ferent from those in Taiwan and Japan. This
point will be discussed in detail at a later stage,

In view of the increasing pressures faced by
the Japanese apparel market, the wholesale dis-
tribution system remains complex with its multi-
fayered, long. convoluted marketing channels, which
include secondary and even tertiary wholesalers
(Flath & Nariu. 2008; [ & Maruyama, 1991;
Martin et al., 1998: Nariu & Flath, 1993; Nishi-
mura, 1993). <Fig. 4 shows the flaw of appa-
rel trading for the Japancsc market, with in-
creasing numbers of wholesalers who engage in
business with other wholesalers. resulting in a
multilayered structure.

The reasons for this structure are threetold:
(1) numercus small-scale retail stores lead to
complicated transactions between these stores
and manufacturers. Thus, wholesalers are able to
reducc transaction costs by combining transuc-
tions between retail stores; (2) retail companies
have adopted distribution strategies that focuses
on the management of the retail stores, relying
on inventory management and logistical fune-
tions of wholesalers: (3) manufacturers have uti-
Hzed wholesalers to distribute their products to
numcrous small-scale retail stores (Maruyama,
2004). In contrasl. overseas apparel manufacturcrs

Overseas Appatel
Domestic Appare] Manufacrurers N
. Manufacturers
| |
- \ J
Speciafty Apparel Trading ‘Appazel lpost
Companies located in the
Major Source Companies
Apparel Deparments of |
} General Trading Companics ; Appavel
l Wholesaler
| Apparel Wholesalers i Urban Areas |
" Apparel Wholesalers in Rural Ateas |
I

Retailers of Fashion Apparel

{Fig. 4> Apparel Trading Flow in Japan. Seurce:
Japan Fashion Education Promotion Association
{1995} and Urakami et al. (2009)
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cngage less with an amray of wholesalers, result-
ing in little or no multilayering.

In recent years, the muoltilayered structure of
Japanese wholesalers has pared down. This rea-
sons for this demise may duc to several factors.
Firstly, as already indicated, a grcater import of
apparcl products from China has led to whole-
salers being unable 1o deal direct with Chinese
manufacturers, which has resuited in their de-
mise. Secondly. retailers in Japan have moditied
their distribution strategics by employing new
mnformation technology (1T), thereby reducing
the need for wholesalers. Finally. manufacturers
have modified their distribution strategies, en-
gaging directly with large-scale retailers, thereby
bypassing wholesalers.

[il. An Effective Business Model: SPA

In 1986. Donald Fisher, ex-CEQ of The Gap
Inc, coined the phrase, “Specialty store retailer
of Private label Apparel” (SPA). It was to dis-
tinguish those apparel products, whose activities
are tully integrated, from manufacturing through
to sales - material procurement design, product
development, production. distribution, inventory
management, and finally sales.

Within the apparel industry, “to become a SPA™
is considered an important strategy Tor manufac-
turers, wholesalers. and retailers (Yano Rescarch
Institute Ltd. (Ed.), 2009). Around the vear 2000,
the SPA business model strategy has accelerated
as large-scale retailers, such as shopping centers,
started expanding in Japan. A vertically integra-
ted SPA system dceals with the coordination of
marketing, sales, and purchasing activities of the
retailer as well as the design. production, and
distribution activitics of the manufacturer within
ihe company,

Yano Research Instimte Ltd. (Fd.) (2009) iden-
tified two types of SPAs in Japan. The first type
involves wholesalers whe have specialty stores.
becoming an SPA company (hereafier, referred
1o as W-SPA}. W-SPAs such as WORLD, FIVE-
FOX, SANEP INTERNATIONAL. ONWARD.
SANY(O SHOKAI ITOKIN, TOKYO STYLE,

fall into this category. The other type of SPAs are
where retailers have cstablished their own scwing
planmis 1o become an SPA company (hereaficr,
R-SPA)}. Companics such as FIRST RETAILING
{UNICLO). SHIMAMURA, ACYAMA, AOKI,
ONLY. UNITED ALOWS, BEAMS. SHIPS fall
into this category. [n 2007, the estimated scale
of the SPA market totaled about 3.5 trillion JPY
(1.4 trillion JPY for R-SPA; 2.1 trillion JPY for
W-SPA), whercas that of the total apparel retail
market was about 7.7 trillion JPY. This indi-
cates that the sales of apparels from SPA com-
panies accounts for approximately 45% of 1o1al
sales of apparel retail market.

For W-SPAs and R-SPAs, the Yano Rescarch
Institute Ltd.. has calculated the sales of apparel
items and appointed a ratio to identify the two
types of SPAs i Japan. For R-SPAs, a PB ratio
identifies the private brand sales per total sales
in Japan, and for W-SPAs, a 8S ratio defines the
sales from specialty store with the sales from all
distribution channels in Japan.

in 2007, the estimated PB ratio was 51.4%
and the estimated SS ratio was 39.7%. This fig-
ure is suggested by Yano to increase over the
coming years as the strategies of a private brand
or a specialty store become important because
of pressures from China.

IV. Empirical Analysis of the
Japanese Apparel Wholesalers

Two cmpirical studies for the business strate-
gies undertaken by the Japanese apparel whole-
salers have been conducted (Urakanu et al.. 2009,
Urakami & Wu, 2010). The main hypotheses em-
ployed in those studies were as follows:

« Hypothesis 1. Relaiively large wholesalers.
in terms of total sales, who are located in
urban areas, tend to have their own brands.

« {vpothesis 20 Relatively large wholesalers in
terms of total sates wouid have advantages
by establishing their own specialty stores even
though their financial condition may not be
any better than relatively smaller wholesalers,

_96_
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To test both these hypotheses, the studies ob-
tained data from a survey questionnaire conduct-
ed in February 2006, (Komiya & Urakami, 2006).
The Yearbook of Textile/Apparel Companies, edit-
ed by the Credit Exchange Agency Ltd. Japan,
provided additional data such as total sales. The
total sample size was 3,008 for the category of
wholesalers that dealt with menswear, women’s
wear, children’s wear, school uniforms, work wear,
knitted wear, casual wear, jeans, sportswear and
shirts. The survey questionnaire was conducted
in two steps. Firstly, a questionnaire was mailed
to 300 companies randomly selected from the 3,008
available wholesalers. The respense from the ques-
tionnaires allowed us o determine the whether
the questions were clear and concise cnough in
order to complete this research, or whether ad-
justments to the questions were necessary. The
resulting questionnaire was then mailed to the re-
maining 2,708 companies. The number of ques-
tionnaires received from this siep totaled 470 -
a response rate of 17.4 percent.

In order to test and analyze both the hypoth-
esis, Urakami et al. (2009) adopted the probit and
the multinominal logit model, whereas Urakami
& Wu (2010) adopted only the probit model.
Readers are referred to the original articles for
the full details of the results obtained, however,
the main results are summarized here. Large
wholesalers located in urban areas tend to have
their own brands, whereas small wholesalers in
rural areas tend to handle goods provided to them
by other suppliers. Secondly, large wholesalers
tend to own specialty private label stores, but
these wholcsalers cxperience a worse financial
outcome. Furthermore, we obtained additional
results which suggested that wholesalers, who han-
dle a wide range of apparel products and con-
duct business with retailers located the same area,
tend not to have their own brands, whereas, whole-
salers that have brand strength, have at their dis-
posal their own specialty stores.

Thus, the results from our cmpirical analyses
arc consistent with the recent trend of the SPA
busincss model of the apparel industry, espe-
cially relating to those wholesalers who have a
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large total number of sales. However, the SPA
business model is classed as a total channel stra-
tegy system. where wholesalers are responsible
for the complete coordination throughout the dis-
tribution channels (manufacture-wholesale-retail)
- ie it is vertically integrated. However, that ear-
lier empirical study focused on apparel whole-
salers, and in order to build a more complete
picturc of appare! retailers and apparel manu-
facturers, further research needs to be conducted.

V. Case Study Research for the
Korean and Japanese Apparel
Manufacturers

Apparel manufacturing activities over the past
few decades have transferred to east/south-cast
Asia, particularly to China. During the early 1990s,
it was recognized that the textile and apparel in-
dustrics had an important role to play in both
the Japanese cconomy and in neighboring econo-
mies of Korca and Taiwan. We conducted a study
into apparel manufacturers to understand how the
manufacturing apparel market in Korea, Taiwan
and Japan had changed during this period (Ko-
miya et al., 2009).

It is important to note that a large number of
SMEs provide fashion products throughout the
world and any studies conducted should not ig-
nore this fact. In this study, the research high-
lighted a number of small to medium apparel
manufacturers (SMAMS) in Japan, Korea and Tai-
war.

The hypothesis tested was as follows:

« Hypothesis: The types of marketing strategies
adopted by SMAMs in Japan, Korca and
Taiwan would be different because of the
materials market, the distribution channels
and the industrial or commercial agglome-
rations.

We conducted semi-structured interviews with
two apparel SMAM presidents; Lee Kyung Ran,
president of TGT Inter Design, Korca, and Masaki
Sato, president of Sato-Seni, Japan. An apparel
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company based in Taiwan was not selected be-
cause, from an interview with the Taiwan Textile
Federation, we learned that Taiwan’s SMAM
strategies were similar to the strategies employ-
ed by Japanese apparel companies.

The basis of these interviews was to under-
stand the history of their companies, their cur-
rent operations and establish their future plans.

In Korea, the strategics of SMAMs are to dif-
ferentiate their product designs by considering
fashion trends. 1t was deemed easy for compa-
nies in Korea to start-up their business aimed at
a Korean market, but expansion of their busi-
ness into foreign climates proved more difficult.
In both Japan and Taiwan, the SMAM strategies
were to differentiate their products using con-
sistent aud established elements with their brands.
With their limited resources, it was difficult for
them 10 differentiate their businesses, however,
the success in domestic markets made it easier
to conduct their business in foreign markets.

To test the hypothesis of the different busi-
ness environments, the focus of the SMAM stra-
tegies in Korea were only around Dongdaemun.
With more than 50,000 manufacturing compa-
nies located adjacent to the market area and its
surroundings, Dongdaemum plays an important
role in both industry as well as commercial ag-
glomeration,. They seldom move from the center
of Scout as they almost all carry out the com-
plete preduction of apparel products in this area
(Azuma, 2002). SMAMs located in other parts of
Korea had different strategies. which were ex-
pected to be similar to the strategies conducted
in both Taiwan and Japan.

This fimited research data was obtained from
interviews conducted with a small number of appa-
rel manufacturers, thus for a fuller picture of the
apparel producer sirategies, further analysis needs
to be undertaken and these issues analyzed em-
pirically, using a questionnaire survey distribu-
tcd to a larger number of apparel manufacturers.

VI. Further Discussions

From the questionnaire survey distributed to

apparel wholesalers in Japan, the results derived
from the empirical analysis provided an impor-
tant insight in to the strategies employed by these
wholesalers, brand strategy tended to be imple-
mented by relatively large wholesalers located in
urban area. Specialty private label stores iended
to be owned by relatively large wholesalers, but
these wholesalers experience a worse financial out-
come.

A similar approach with apparel manufacturers
in both Japan and Korea provided a glimpse of
their strategies, however, as the data set was limit-
ed, it is difficult to empirically prove our findings.
Further analysis, encompassing a larger data set
is planned for a future study covering both Japan
and Korea.

The Yearbook of Textile/Apparel Companies,
edited by the Credit Exchange Agency Ltd., should
provide a list of appare]l manufacturers in Japan
with whom to conduct an empirical study. The
yearbook provides a total sample size of more
than 8,000 under the categories of menswear,
women’s wear, children’s wear, school uniforms,
work wear, knitted wear, casual wear, jeans,
sporiswear and shirts. This sample size seems
overwhelmingly large, but by randomly selecting
from the list of manufacturers and thereby re-
ducing the samples size, the results can stil! pro-
vide meaningful results. At present, it is unclear
whether a similar database of apparel manufac-
turers in Korea exists. However, contacts with
Korean scholars shouid provide the answers.

As a first step, it is important to define the
category of fashion products, which will also
provide the basis for discussions with apparel
manufacturers in both Japan and Korea. Japanese
scholars and practitioners often categorize fa-
shion products as either Teibam-Shohin or Sabeisuka-
Teiban-Shohin. As these are Japanese terms, their
usage is not widespread in the rest of the world.
However, in order to categorize these terms we
employ the studies of Doeringer & Crean (2006)
and their concept of ‘The Fashion Pyramid’.
Using their conceptnal model, the term Teiban-
Shohin 1s most consistent with ‘Basic Commodi-
ties,” whereas, Sabersuka-Teihan-Shohin is most
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consistent with ‘Better Fashions and Bridge Fa-
shion Collections’. In other words, Teiban-Shohin
is thought of as low-value added fashion pro-
ducts and Sabetsuka-Teiban-Shohin can be said
as middie-value added fashion products. Based
on these definitions, we determine several hy-
potheses that could be tested.

- Iyporhesis 10 The SMAMs in Japan that
have their own brands would opt to pursue
a Sabetsuka-Teiban-Shohin sirategy {in other
words, a middle-cost strategy). In Korea, in
particular the markets surrounding Dongdaenun,
the SMAMs have their own brands and opt
10 pursue a low-cost strategy.

* Hypothests 2a. The SMAMs that are suc-
cessful with the Sabetsuka-Teiban-Shohin
stralegy would conduct product differentia-
tion in relationship with domestic trading
partmers located in agglomeration district.
However, the numbers of irading partners
would be limited.

* Hvpothesis 2h: The SMAMs that are success-
tul with the Sabetsuka-Teiban-Shohin strat-
egy would have a future business plan to
develop a markel overseas.

* Hypothesis 2¢: The SMAMs that are suc-
cessful with the Sabetsuka-Teiban-Shohin stra-
tegy would seek a variety of marketing cha-
nnels to develop their products, such ag sales
representatives, mail order, TV/On-line shopp-
ing and sctiing up specialty stores.

+ Hypothesis 3a: With the standard goods mar-
ket based around Dongdaemum, the SMAMs
that arc successful with the Teiban-Shohin
stratcgy would seek to form relationships with
local domestic trading partners in the design
of low-cost goods and provide them with
their own specialty stores or wholesaters, The
numbers of possiblc trading partners would
be large.

* Ivpothesis 3b: For the standard good mar-
ket based around Dongdaemum, the SMAMs
that are successful in pursuing Teiban-Shohin
strategy would depend only on the domcs-
tic market.
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+ Hypothesis 4: The SMAMs in Japan would
not recognize the merit of industrial agglo-
meration as a route to reduce costs, how-
ever, imdustries in Korea would identify this
merit and scek businesses with a lot of trad-
ing partners that otfer niche and versatile
technoltogies that would aid in reducing costs
further.

These hypotheses are still a matter of debate
and should be modified and adopted to suit the
research after discussions with scholars from both
Japan and Korca. Addittonally, it is important to
interview several SMAMs in Japan and Korea
in order to gather background information of the
industry as well to define and clarify the ques-
tionnaire that is required [or the empirical study.

VI. Concluding Remarks

For over six years, the authors have conduct-
ed research and published academic papers fo-
cusing on thc apparel industry. Several impor-
tant findings have been gleamed fram our past
rescarch, but in order to build a compleie picture,
further empirical analysis needs to be under-
taken. The small sample size of the apparel manu-
facturcs in fapan and Korea are not sufficient to
analyze the hypotheses, so a more through anal-
ysis, including a questionnaire survey sent to a
large oumber of apparel manufacturers. is re-
quired to build a clearer picture. In order to ac-
complish this task successfully, support from Ko-
rcan scholars is required via a joint collaboration.
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