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Foreword

At present, most people would agree that the rise of information
technology has bought many benefits to company and consumer. Especially
as can be seen in the diffusion of Internet, information technologies are
developing rapidly. Complex and varied relationships (company-to-
nonprofit organization relationships, new manufacture-to-distributor
channel relationships, etc.) are being formed on a global level along with
this popularity. Such dimensions are referred to as “the information
revolution”.

“The information revolution” can be largely identified along three
aspects, when inspected from a technological point of view. The first aspect
is the development of broadcasting. In concrete terms, these are efforts to
realize various residential services that utilize two-way cable televisions
and multi-channel broadcasting with communication satellites by using
digital method.

The second aspect entails the development of telephone services
(mobile communications, television phones). It is generally understood that
in the future mobile communications will become increasingly important.
From this point forward, mobile communications does not simply consider
that telephones will become increasingly sophisticated. Mobile
communications are expected to evolve into mobile computers. In the
United States, as well as in Japan, those in the telecommunications
companies are acutely aware of this current.

The third aspect involves the development of computer linkages. As
for concrete applications, the following fields make use of Internet:
telecommuting (working at home), electronic banking care, international
electronic commerce, electronic civil service, electronic settlements, remote
education, remote medical and the like.

The present developments of these three aspects indicate that they
interact with one another and, especially, that there is integration in the
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applications of the three aspects. Broadcasting, telephones, and computer
linkages were separate means of communication, up until now. However
these three means of communication will be fused into computer linkage,
in the future.

In the meaning, major advanced in information technologies have been
among the most exciting and far-reaching developments in science and
technology in the late twentieth century. The rapid pace of information
technology innovation and diffusion is maintained well into the twenty-first
century as computing, telecommunications, and broadcast and print media
continue to converge on common digital-based techniques.

This information revolution has generated vigorous debate around a
number of ‘hot button’ issues, such as concerns over the growing gaps
between information ‘have’ and ‘have not’. However, it has also generated
many marketing channel visions which have been concentrated on concepts
like “the virtual company” (Davidow and Malone, 1993), “the clicks and
mortar” (Pottruck and Pearce, 2000) and “the one to one future” (Peppers
and Rogers, 1993). So, one of the most recent concerns about marketing
channel is the effect that “business strategic alliance” can have on the
marketing channel. This business strategic alliance has two means on this
study. The one is business strategic between manufacture and distributor.
The other is business strategic alliance between company and nonprofit
organization.

Although nonprofit organization does not have established definition,
its most extended meaning is “a private organization that is systematically
prohibited from distributing any profit outside the organization”. Nonprofit
organization functions like companies and its objective is not to make a
profit but to pass it along to the society. It means the organization of social
participation that started from the grass-roots activity. For example, their
nonprofit organization is Global Reporting Initiative (GRI), Conservation
International, Catalyst, Social Network, Linux, Gnutella, You Tube,
Common Ground Community, and so on.

On the other hand, nongovernmental organization is distinguished
from government activities and refers to an activity organization of private
and civil groups. The term “nongovernmental organization” was originally
designated in the Charter of the United Nations and was initially used in the
field of the international company. However, it is now not only used for
the international activity groups but also for any organizations that aim to
protect the global profit and common profit for all humanity in each region
that go beyond the concepts of the “nation” or national profit”. The
differences of them are: nonprofit organization emphasizes on “nonprofit”
and nongovernmental organization emphasizes on ‘“nongovernmental”.
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According to Lohrendahl (1997), the common characteristic of the
nonprofit organization lies in the “connection of humanity, but not capital”.

These marketing channel visions have driven the opening of new
strategic management between company and nonprofit organization.
Company-to-nonprofit organization channel relationship is increasing and
becoming more strategically important. In Japan, and in several other
countries, it is often said that company-to-nonprofit organization
relationships have much to be desired. For example, their relationship are
Hewlett-Packard and the National Science Resources Center; Reebok and
Amnesty International; MCI WorldCom and The National Geographic
Society; Georgia-Pacific and The Nature Conservancy; Starbucks and
CARE; NBC and You Tube; MTV and You Tube; Time Warner and Bit
Torrent; and Timberland and City Year.

And, we need to understand that the Internet is the exemplar of the
future marketing channel. Internet technology offers powerful tools for
multiple entities. This will drastically change the nature of marketing
channel strategy. Kotler (2002) addressed, “What is happening now is not
the evolution of the technology, but it is “channel evolution” of connecting
one organization with another. It is like reshuffling cards and beginning a
new marketing competition.” He argues that the core of the information
revolution is the transition from broadcasting to dialog, or from one-way to
interaction.

Austin, a professor of Business Administration at Harvard University
Graduate School of Business Administration of the United States, considers
that the key to the future strategic management is various forms of business
strategic alliance between multiple entities (Austin, 2000a, 2000Db).
Especially, business strategic alliance between company and nonprofit
organization is emphasized. If we consider how to use information
technologies, information technologies make it possible to envisage a
future with diverse and individualized inter-organizational relationships and
marketing channel supported by such modes of inter-organizations.

This study critically examines the visions and realities that have
already shaped marketing channel in order to provide practical insights into
how the long-term marketing channel implications in the information age
can be addressed. In doing so, it provides much evidence to help readers
understand the ways company-to-nonprofit organization channel
relationship are shaping international electronic commerce —as well as
being shaped by them. Most importantly, this journey into the international
electronic commerce problem surrounding marketing not only challenges
prevailing wisdom about the effects of Internet technology, it also provides
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direction for marketing channel to achieve the opportunities presented by
the profusion of information technology innovations.

In this study, channel relationship in Internet such as international
electronic commerce, and the business of peripheral devices of terminal
machines, platform, such as the personal computer, content of information,
contents, communication system, distribution, will be defined as “affiliated
business of international electronic commerce”. Which of the marketing
channel competition shall develop by open development of promotion by
the information technology, in the market of the affiliated business on
international electronic commerce? This study discusses how information
technologies provide marketing channels for company-to-nonprofit
organization communication and how such marketing channels the
dynamics of the marketplace.

This study will deal with the following issues. One of the issues is to
clarify how and why the Japanese manufactures, who used to use their
power to manipulate the distributors in distribution keiretsu, failed to
convert the marketing channel strategy in the 1980’s and 1990’s and the
retail distributors or nonprofit organization, who were gaining control of
the distribution industry, have come to develop the business strategic
alliance in the Internet. The other issue is to understand how this was
implicated in the marketing channel theory.

The study subject of this study is the shifting of distribution keiretsu
when the marketing channel management led by the manufactures came to
a standstill. Affiliated business of the international electronic commerce,
which is often discussed in the marketing channel study in Japan, will
become the review subject to examine how the manufactures modified and
converted the marketing channel strategy and to discuss the fast-growing
two types of business strategic alliance (manufacture-to-distributor channel
relationships, company-to-nonprofit organization relationships).

The above issues are the main concentrate of this study because of the
basic understanding that distribution keiretsu, where the manufactures had
unilateral control over the purchasing and sales activity of the retail
distributors, are making the transition to the business strategic management,
where the innovation emergence is emphasized. The following analysis
method will be used to examine the issues.

The method consists of surveying the existing marketing channel
theory, organizing the characteristics and the problems, analyzing the
strategic alliance in the information age, and giving feedback to the
marketing channel theory based on the inter-organizational relationships.
During these courses, they are important to pay close attention to the
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prerequisite of marketing channel. Without the prerequisite, the validity of
the marketing channel theory, which signifies the manufacture-to-
distributor channel relationship, will decline. Consequently, it is essential
to examine the relationship between the prerequisite, strategic alliance
(manufacture-to-distributor channel relationships, company-to-nonprofit
organization relationships) and the marketing channel theory. Based on the
issues and the method, the concept of the business strategic alliance will be
mainly studied and examined.
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1. Preface: Distribution Keiretsu and Business Strategic Alliance

In the 1940’s, most companies had taken a great interest on the
distribution and procurement of their management resources inside their
companies and most efforts were concentrated in the same manner as well.
The Japanese companies in the early 1960’s included the lack of
management resource for their companies by executing distribution
keiretsu to use the external management resources for their expansions.

In the 1990’s, as can be seen in the popularity of information
technology, complex and varied relationships are being formed on the
global scale. At the 2000’s, the strategic connection between the
companies called the business strategic alliance with their competition
appeared as a new company activity. The business strategic alliance
between company and nonprofit organization appeared, too. And this
business strategic alliance is increasing and becoming more strategically
important. By these business strategic alliances, the companies had
changed their traditional marketing channels and corporate strategy rapidly.
The companies had the intention to convert their marketing channels to
cooperate from being their competitions by forming an organization
different from itself.

As the development of their marketing channel theories and corporate
strategies, this study takes consideration on the business strategic alliance
to create knowledge to unify manufacture and distributor or to unify
company and nonprofit organization. This study indicates clarifying the
strategy role of the information technology and having the executed
business strategic alliance.
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2. Object of Study

One of the most recent concerns about marketing is the effect that
“information technology” can have on marketing channel. Other is the
effect that business strategic alliance, especially company-to-nonprofit
organization channel relationship can have on marketing channel.
Buchanan (1992) has shown that in some cases distribution keiretsu can be
put business strategic alliances by information technology. These days, the
manufacture-to-distributor channel relationship and company-to-nonprofit
relationship is gaining a great deal of attention in marketing and
management study worker. This is because the manufacture-to-distributor
cooperative relationship and company-to-nonprofit marketing cooperative
relationship, described as “business strategic alliance” has been or is
recognized to have a major influence on the success or failure of company
in the information age. In the meaning, inter-organizational relationships
are elementary part of current business. Companies have a wide variety of
external relationships with other organizations.

This issue will be examined as a marketing channel theory in the
marketing study. Since the marketing channel theory has accumulated
study results on the manufacture-distributor channel relationship, they will
be used for explanations throughout this study. Therefore, this study
follows the practice of the marketing channel theory.

As explained below, the actor in the marketing channel management
has been, in many cases, assumed to be the manufacture, whether express
or implied (See Figure 1-1). These assumptions continued until recently in
Japan and until the 1960s in the United States. When the manufacture was
the marketing channel captain, discussing the issues on the distributor
management from an approach of the manufacture was very effective.
However, as more and more retail distributors or nonprofit organization
became the marketing channel captains, the marketing channel theory that
did not specify the manufacture as an actor became necessary. However,
the discussion from the viewpoint of the manufacture has not become
meaningless. The fact of matter, the marketing channel management with
the manufacture as an actor instead of a marketing channel captain has
become important under some restricted conditions.
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Figure 1-1  Vertical Marketing System

Retail Distributor

Wholesale # Consumer

Distributor

Manufacture

Source: Kotler (1984) Marketing Essentials, Prentice-Hall, p.280.

However, this is only applied to a part of the manufacture-to-
distributor channel relationship and does not represent the entire
relationship. ~ For that reason, the marketing channel theory will be
examined as manufacture-to-distributor channel relationship theory that
does not specify the manufacture as an actor. In this study, the definition
on “Marketing Channel” follows below.

Marketing channel: The structure of intra-company organization
units and extra-company agents and dealers, wholesale distributor,
retail distributor, and nonprofit organization through which a
commodity, product or service is marketed.

Distribution keiretsu is often discussed in the marketing channel study
in Japan (See Figure 1-2). This study will become the review subject to
examine how the manufactures modified and converted the marketing
channel strategy and to discuss the fast-growing business strategic alliance
led by the retail distributors or nonprofit organization. Why did the
manufactures try to change the traditional marketing channel strategy?
What kind of marketing channel strategy did they want to develop?
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Figure 1-2  Distribution System

Manufacture
Marketing Company
Wholesale Wholesale
Distributor Distributor
A 4 1 \ 4 l
Retail Distributor

What kind of marketing channel did the manufactures lead? How was
the business strategic alliance between company and nonprofit organization
related with the marketing channel strategy and its change? Finding
answers to these questions is the purpose of this study.

The manufacture-distributor marketing relationship 1is centrally
concentrated because of the basic understanding that the marketing channel
relationship, where the manufactures had unilateral control over the
purchasing and sales activity of the retail distributors, is making the
transition to the marketing channel relationship, where their bilateral
relationship in wider ranging areas as well as the innovation emergence are
emphasized.

Although both distribution keiretsu and business strategic alliance are
categorized as the long-term manufacture-distributor —marketing
relationship, they are significantly different in terms of the emphasis on the
innovation through bilateral cooperation and learning in a wider range of
cooperation area. The structure of distribution keiretsu and the business
strategic alliance are given comparative review because it will be useful in
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reviewing the traditional marketing channel theory and improving the
weakness.

The task of this study is to analyze distribution keiretsu and examine
the changes in their marketing channel strategies. In order to meet the task,
it 1S necessary to pay attention to what kind of distribution role performed.
As the marketing multi-channel distribution developed, the manufactures
and the distributor performed different distributive function to each
marketing channel.

Therefore, it became necessary to control the difference with
marketing channel, i.e. vertical integration or distribution keiretsu, which is
to integrate and transfer the function. The manufactures integrated the
distributive functions of some wholesale distributors or retail distributors to
enforce the control, but they also transferred the functions to other
distributors to increase the efficiency in exchange for the decreased level of
control. The functions are integrated further if a marketing channel is easy
to control.

On the contrary, the functions are transferred to a marketing channel
that is difficult to control. It is important to discuss the vertical integration
or distribution keiretsu from the approach of function sharing relationship.

Using these approaches, the marketing channel strategy of a company
was examined in details and implications were extracted, which in turn
gave feedback to the marketing channel theory. Therefore, there will be
occasional back-and-forth or longer explanations before reaching a
conclusion.

3. Explanation of Format

The uniqueness of the modern marketing awareness lies in its multi-
layered, structured “relationship” that 1is accompanied by the
informatization. Today, there are many changes and re-creations at all
marketing levels, which are emerging as “marketing channel” issues. There
are plans of the proposition to question whether unerring information
technology can be appreciated as well as the formation of new marketing
channel. Specifically, the issues of new phase in the marketing channel are
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manifested as they are in parallel with those of the business strategic
alliance  (company-to-nonprofit  organization  relationships, new
manufacture-to-distributor channel relationships, etc.) In this study, we
will specify these viewpoints and examine the business strategic alliance as
the new marketing channel in order to understand the position of co-
relationship, which is intertwined by the wviability structure and the
existence conditions of the information technology in the marketing
channel, and their contexts.

This informatization (development of information technology) and the
globalization subsume the relationship that influence, penetrate, and
regulate each other to make the existing framework obsolete.

The most important intersectional territory of the informatization and
the globalization is “the international electronic commerce”. To look back
on how the marketing channel and information technology developed
serves as a reference on how to regulate “the international electronic
commerce” and how the marketing channel on the computer linkage can
develop. A recent study of the marketing channel theory clarified that the
mechanism of “trust” is making a significant contribution. It is considered
to have important meaning for the market on the Internet as well. Internet
auctions make the collaborative transactions with strangers possible by
providing information on the Internet.

Today’s marketing channel surrounding is causing the informatization
on one end; and on the other, developing under the complex regulations of
the competition and globalization. This is the reason why it is necessary to
establish a new framework by appreciating the information technology.

Kotler, a professor of Northwestern University of the United States,
called it “holistic marketing revolution” of the in his book, “Marketing
Moves” published in 2002, and insisted that it surpasses the industrial
revolution of the of the 18" century. In fact, the “holistic marketing
revolution”, which is the global network progress brought by the
development of the information technology, developed as it covered the
entire “existing marketing systems” such as marketing channels to promote
the reorganization of the marketing systems. Additionally, the revolution
regards the networking of the systems including the nonprofit organization
as vital work.

No marketing channel of any form can obtain the validity without
achieving the application of the information technology. It is important to
comprehend that the re-measure for the informatization that is beyond
distribution keiretsu framework is to acknowledge the business strategic
alliance. The selection of strategic alliance partner is very important (See
Figure 1-3).
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Figure 1-3  Partner of Business Strategic Alliance
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First, in this chapter, we will show the logical pattern of this entire
study, and give an overview of the marketing channel (See Figure 1-4).

In Chapter 2, the history of the traditional marketing channel theory
will be reviewed to examine how the prerequisite has changed. The
objective of Chapter2 is to recognize distribution keiretsu issue in the
history of the marketing channel theory. The marketing channel theory is
still in the transitional period before the subsequent marketing channel
strategy was established.

Based on the analyzed framework of the marketing channel theory in
Chapter 2, Chapter 3 will reveal “the international electronic commerce”
led by the Internet, the success factors, and stability factors. The most
important intersectional territory of the informatization and the
globalization is “the international electronic commerce”. This was the
modification and conversion of the earlier marketing channel strategy. The
objective is to comprehensively understand why the international electronic
commerce gained ground on it rapidly became widespread. Another
objective is to understand company-to-nonprofit organization channel
relationship, too.
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Figure 1-4 Explanation of Structure
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Chapter 4 is to recognize the innovation issue in the development of
the marketing channel. Especially, the business strategic alliance has drawn
a lot of attention since the 1990°s in Japan. In Chapter 4, the leading
business of strategic alliance is examined. This Chapter, business strategic
alliance cases in the pioneering company in the field of business strategic
alliance will be introduced to explain how and why the business strategic
alliance reached a success point in spite of the rapid growth.

In Chapter 5, before analyzing the new marketing channel theory, it is
necessary to determine from what approach it should be examined as the
example is explained. The aim of Chapter 5 is to reveal marketing channel
competition.

In Chapter 6, more specific framework of analysis will be presented
after organizing the concept of business strategic alliance and studying the
discussion on the marketing channel. This chapter studied strategic alliance
in United States, which is pioneering nation in the ground of company-to-
nonprofit organization channel relationship.

In Chapter 7 offers a conclusion of this study as well as discussion of
problems in the future study.
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1. Introduction

Before discussing the marketing channel and information technology,
it is necessary to determine from what perspective it should be examined as
the history of the channel theory is reviewed.

The task of Chapter 2 is to reveal how the manufactures reviewed,
modified and converted the marketing channel strategy in the point of
marketing channel theory view when the traditional strategy of distribution
keiretsu gradually lost its effectiveness.

2. Summary of Existing Marketing Channel Study

2.1 Theory of Power and Conflict

“Theory of power and conflict” has established a position as a central
paradigm of the marketing channel theory in the United States since 1960’s.
This marketing channel theory was advocated by Stern who considered that
the economic approach would concentrate too much on the price
manipulation while the traditional organizational approach or functional
approach would explain only the historical aspect of theory (Stern, 1969).
Thus, he introduced the social system theory to study the marketing
channel. Stern listed role, power, conflict and communication as four
behaviors in the marketing channel. He defined that the conflict was
controlled by role, communication and power in the marketing channel.

Many scholars participated in the study to develop an empirical study
and established a cycle of study, which consisted of the presentation of a
theory, examination of theory, and the modification of marketing channel
theory in the 1970’s. This method significantly helped the development of
the prior marketing channel studies. The behavioral aspect of the
marketing channel relationship was concentrated and brought the direct
implication with “the management skills”.
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At the same time, the paradigm posed three critical issues to the
marketing channel study after the 1980°s. The first theoretical issue is the
lack of analysis on the economic aspect. It was an inevitable result as it
was based on the social system theory. As it emphasized the behavioral
aspect, any results caused by the behaviors were regarded as psychological
elements such as satisfaction or dissatisfaction. Thus, the structural aspect
that influenced the behavioral aspect was neglected. As a result, the market
structure in theory of industrial organization was not considered to have a
great impact on the outcome despite the fact that it actually did.

The second theoretical issue was that theory of power and conflict did
not give adequate consideration on the compatibility with the
environmental factor. In other words, it did not explain what types of
marketing channel relationship or management were effective under certain
environments. Theory could not describe how the marketing channel
relationship or management shifted historically because the environmental
change, which influenced the historical change, was not taken into account
in the marketing channel theory.

The third theoretical issue was that the business strategic alliance in
the marketing channel was not regarded as an important variable. Stern
(1969), Reve and Stern (1979), or Gaski (1984) evidently disregarded it as
an independent constructive concept. This is because they regarded the
business strategic alliance as submission to the control by the power or
conflict-free circumstance.

While Ishii (1983) was a follower of theory, Ishii (1983) settled for the
second problem. He considered that the uncertainty of the environment and
the information processing structure regulated the power relationship and
conflict. He regarded the environmental factor as a great influence on the
marketing channel relationship and management. He emphasized the
information processing ability in the power base at the same time. As the
first and third theoretical problems remained settled, the difference of the
power base of the information processing ability became a concentrate of
the manufacture-to-distributor channel relationship discussion.

2.2 Theory of Channel Negotiation

“Theory of marketing channel negotiation “was proposed in Japan
around the same time as” the theory of power and conflict”. This theory
has two peculiarities (Furo, 1968). One is to emphasize the bilateral
peculiarity of the manufacture-to-distributor channel relationship, which is
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a contradictory element between agency relationship and buyer-to-seller
relationship. More specifically, the manufacture passes the risk of unsold
items in the final market to the retail distributors by selling products to the
independent business owner; and on the other hand, the manufacture
incorporates the agency relationship by influencing on the retail
distributor’ s decision-making and controlling it to its advantage. Another
point of view is to understand the manufacture-distributor channel
relationship by reviewing relationship between their competitive practice
and their relationship with consumers, in addition to a mere dyadic
relationship.

In other Ishihara (1982) approach, Figure 2-1 emphasizes the need to
relate the manufacture-distributor channel relationship with two separate
“marketing interactions”, which are the competition between the
manufacture and wholesale distributors (“price realization competition™)
and the manufacture-consumer relationship (“price realization process”).

Figure 2-1  Channel Negotiation Model

—— Sale Dependence Degree —— Stock Dependence Degree —
Diversification — __ Expansion of
Treatment
Product Product
Scale of Scale of
— Manufacture Distributor —]

Market Market

National | L National
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Source: Modified Version of Ishihara (1982) Structure of Marketing Competition,
Chikura Inc.
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Theory of commercial economy assumes that if the manufacture takes
charge of the marketing channel management, a merchant with social
peculiarity is not willing to participate in the marketing channel system.
The assumption significantly differs from the reality and regarded that the
manufacture had unilateral control over the retail distributors. In theory of
marketing channel negotiation, a party who “emphasizes the relationship
with consumers” 1s the manufacture, not the retail distributors. Thus,
marketing channel theory needs to properly evaluate the retail distributor’ s
influence on the consumer and the wholesale distributor’ s loyalty to the
stores in particular and incorporate them into the framework of analysis.

2.3 Theory of Transaction Cost

To analyze the economic aspect for marketing channel, Stern and Reve
(1980) introduced Coase’s “theory of transaction cost”. Since then,
marketing channel studies based on perspective gradually started to emerge.
The political economy approach eventually declined, although it was
studied empirically. On the contrary, there were many studies that
incorporated the theory of transaction cost to a certain degree. Most of
them just used only the effective aspects of it as an example of their
approaches, while few used it as a chief approach. Before the
disadvantages and advantages of perspective were put to use, they were
evaluated.

Study objectives of the transaction cost perspective ranges from the
general marketing channel, the buyer-to-seller relationship of industry
goods, to the marketing channel in international marketing. However this
study will only concentrate on the terms applied to marketing channel.

The theory of transaction cost, according to Stump and Heide, dealt
with the exchange management between companies who shares an
objective partly (Stump and Heide, 1996). It needs to be controlled to
prevent any transaction risks caused by opportunism if they invest in asset
specificity. One prevention method is to contain the opportunism by
selecting or completely integrate the transaction method. Another method
is to establish a mechanism that controls the opportunism under a given
transaction method. There are two types of mechanism: ex-ante mechanism
for partner selection and incentive planning; and ex-post mechanism for
monitoring.

The theory of transaction cost restored the analysis of economic
aspects such as performance and cost in the marketing channel theory, as
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the political economy perspective. It also attempted to reveal the instability
of the marketing channel and the control mechanism with the use of
methods such as asset specificity and opportunism. Although only one
aspect of the manufacture-to-distributor channel relationship became the
theme of the perspective, it was still a meaningful attempt. At once time,
the transaction cost had the following problems.

In the theory of transaction cost, first of all, a goal of marketing
channel management was only the reduction of transaction cost of the
manufacture, which controlled the opportunism of the retail distributors
and retail distributions. This was a very limited perspective because of the
following two aspects. It measured the economic performance solely based
on the efficiency standard instead of the effectiveness standard. Also, it
concentrated only on the results in the marketing channel system and
neglected the influence on the outside of the system and its consequent
results. This was because theory regarded that the manufacture made the
retail distributors supply the distribution service and disregarded the aspect
of sales transaction between the manufacture as a seller and the retail
distributors as a buyer. In short the perspective cannot deal with issues
such as how the manufacture increases sales, ensures a profit, receives
loyalty from consumers, and establish competitiveness, through the
management of the retail distributors.

The second problem is that the transaction cost perspective
emphasized the control of the opportunism in the manufacture-distributor
marketing relationship. This implies the neglect of a trading partner’s self-
directed behavior, which ultimately positions the unilaterally controlled
partner. With such positioning, the cooperation from the trading partner
cannot be guaranteed.

2.4 Integration of Existing Marketing Channel Studies

There were other efforts to combine the transaction cost perspective
with other types of perspective, after the political economy perspective
attempted to integrate the behavioral science perspective and the
transaction cost perspective. As theory of power and conflict was losing its
power as a paradigm, search for a new mainstream paradigm began.
Takashima (1994) and Heide (1994) attempted to integrate major
perspectives of the marketing channel study. Heide (1994) represented that
the relationship management, which was emphasized in the marketing
channel theory, was based on the various frameworks of the rational
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analysis; and, regardless of the substantially different assumptions, the
differences were not examined systematically. Like the typical theoretical
perspective to analyze the relationship management (i.e. inter-
organizational governance), he reviewed microeconomics paradigm,
behavioral study paradigm, management resource dependency theory,
transaction cost perspective and relational contract theory in the marketing
channel theory. He then extracted three types of governance including
market governance and, as non-market governance, unilateral/hierarchical
governance and bilateral governance. These governances were
characterized with three levels of relationship including beginning,
continuation, and termination.

The experiment of integration asserted the peculiarity of each theory
and the bilateral relationship and, as a result, new bilateral governance was
proposed. However, the integration was solely based on the type of
governance and its process and the integration of the manufacture-
distributor marketing relationship with other area was not taken into
account. Therefore, it was rather a combined use of effective portions in
the leading theories than the integration of each theory. Takashima (1994)
made a new attack two closely connected problems of systematizing the
marketing channel theory and solving marketing channel issues. The
systematization and integration of the existing marketing channel theory
will develop newly unified marketing channel theory, which will be utilized
to solve the current marketing channel issues. How was the marketing
channel theory integrated? Based on the internal structural attribute in the
marketing channel described in the negotiation theory, the peculiarities of
negotiation theory, power theory, conflict theory, expansion organization
theory, and structural choice theory will be revealed first and issues that
each theory addressed will be organized.

The basic theory of the marketing channel contains discussions on the
internal structural attribute and its development/adjustment and the
decision on the structural variable. Takashima says that the internal
structural attribute was developed by the establishment of power
relationship and cooperative relationship; and the internal structural
attribute was accommodated by the adjustment of the marketing channel
communication. He then examined the basic elements and development
process of the internal structural attribute based on the negotiation theory
and proposed the extension of the negotiation theory in order to overcome
the restrictions of negotiation theory. In regard to the establishment of the
power relationship, he integrated the base theory and dependency theory of
the power theory and the transaction dependency theory of the negotiation
theory; and then clarified the relationship with the behavioral aspect by
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complementing the weakness of ignoring the economic aspect with theory
of industrial organization.

Since the theory of negotiation was unable to deal with the cooperative
aspect in establishing a cooperative relationship, Takashima revealed the
peculiarities of conflict theory, internal market theory, and relational
exchange theory, and then named three basic peculiarities of cooperative
relationship, which were cooperation as practice, long-term relationship
and social union. He also mentioned the extended organization theory.
With regard to the adjustment by the channel communication, Takashima
pointed out that the collaborative behavior was not properly extracted.
After criticizing the previous studies, he conceptualized two management
methods of centralized management and decentralized management. As for
the structural determination, Takashima criticized the structural choice
theory for examining the planning phase separately from the phase of
cooperative development and insisted the need to primarily consider the
phase of cooperative development to examine its influence on the planning
phase.

Takashima’s attempt was very unique in the following four respects.
Firstly, he examined the attributes of various perspectives and presented
their peculiarities and the interrelationship. Secondly, he emphasized not
only the marketing channel management itself but also the stage of the
product distribution that influenced the marketing channel management;
and in particular, he incorporated the differentiated problems in them.
Thirdly, he introduced the principle of postponement and speculation as a
framework of analyzing distribution method. And fourthly, he thoroughly
examined the marketing channel structure from the internal structural
attribute.

However, as for the problem on cooperation, Takashima reviewed only
the control to force the cooperation and the cooperation relationship and
did not examine the bilateral cooperation. Furthermore, it is doubtful that
the centralized management method presented as a new management
method would become a functional theory for the marketing channel
distributors.

38



2.5 Theoretical Issues

The main marketing channel theories have been studied as looking
back their history. The problem represent earlier was that most marketing
channel theories emphasized on the integration using power disparity. All
marketing channel theory including theory of power and conflict, theory of
channel negotiation, and even the theory of transaction cost that does not
stress the power disparity, emphasize the restrained control by the
opportunism or, in other words, the power method. In connection with
these issues, a fact that many perspective dealt with relationship between
large companies and small to medium companies can be represented.

Commonly, the manufacture was specified or implicitly assumed as a
manager of the marketing channel, which was particularly applicable to
older perspectives or the ones developed in Japan. A lot of theories also
regarded the manufacture-to-distributor channel relationship formation as
the only issue and did not mention the company-to-nonprofit organization
relationship type of marketing channel which takes an important position in
the information industry. The common problems of marketing channel
theories are summarized as the emphasis on the control by the power
disparity, the specification of the manufacture as a management entity, and
consideration of the relationship between large companies and small to
medium companies as a main subject.

3. Change of Marketing Channel Strategy Prerequisite

3.1 Prerequisite of Marketing Channel Strategy

Most traditional marketing channel theories emphasized on the control
by the power disparity, as explained earlier, concentrated on the
relationship between large companies and small to medium companies, and
specified the manufacture as a management entity. This indicates that the
prerequisite of theories was to emphasize “company”, in which a marketing
channel captain with great power, often the manufacture, had unilateral
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control over other marketing channel members with less power. Less
power means that they are smaller in size and their accumulated sales
information is so poor that the manager does not desire to take advantage of
it.

The prerequisite of the marketing channel theory is changing due to
the power shift from the manufacture to the retail distributors and ever
changing power balance. Additionally, in the information age, the
prerequisite of marketing channel theory is changing due to the rise from
company to nonprofit organization, too.

As the retail distributors gained control and became a centralized sales
marketing channel for the manufacture, the condition of unilateral control
disappeared and the manufacture had to respect the self-help of the other
marketing channel members in the informatization age.

The characteristic of the modern marketing channel awareness lies in
its multi-layered, structured relationship that is accompanied by the
informatization. Today, there are many changes and re-structures at all the
marketing channel, which are emerging as “information technology” issues.
Specifically, the issues of new phase in the information technology are
manifested as they agree with those of the marketing channel.

The retail distributor’s ability and the nonprofit organization’s ability
became powerful enough for manufacture to appraise their presence, as the
retail distributors and nonprofit organizations improved the ability to
process the consumers information as indicated by the application of the
Point of Sale. This is particularly applicable to the Japanese market where
the life cycle of new products has become shorter and the trend of
consumer needs is hard to forecast. Informatization is becoming a
prerequisite to formulate a new marketing channel strategy, as the old
prerequisite gives way,

3.2 Theory and Strategy

The new marketing channel strategy called the marketing channel
relationship, business strategic alliance. Business strategic alliance is both
manufacture-distributor channel relationship and company-to-nonprofit
organization channel relationship. As the prerequisite changed, approaches
of the marketing channel theory are also trying to incorporate such change.
For example, the behavioral science approach typically found in theory of
power and conflict concentrates on the analysis of cooperative relationship
by emphasizing the concept of trust. As seen in the study by Heide (1994),
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the theory of transaction cost is reviewing the governance structure of the
marketing channel from the unilateral point of view. The marketing
channel theories based on the negotiation theory, the multi-marketing
channel management from the marketing channel retail distributors to the
mass retail distributors and a new divisional relationship between the
manufacture and the distributors are reexamined in Japan.

Theoretical transition to business strategic alliance theory was led by
the United States and did not start in Japan until recently. Japan is also
behind in the transition of the marketing channel strategy, which is
especially applicable to the industries that used to be analyzed as a typical
case of the traditional marketing channel strategy. The consumer-electronic
and cosmetics industries are one of the examples and their transition to
business strategic alliance is not progressing steadily. What caused this
reversal phenomenon is the underdeveloped prerequisite. In the consumer-
electronic and cosmetic industries, it took longer to establish conditions of
the self-directive manufacture-distributor marketing relationship and the
possession of information ability that is appealing to each other because the
manufacture had absolute power to control the retail distributors for a long
period of time.

In the other word, the relationship of marketing channel theory,
marketing channel strategy, and the prerequisite can also be explained as
follows. In the industries where distribution keiretsu has been developed,
the marketing channel theory and strategy are hard to shift to the next level
because the prerequisite has become unyielding on the contrary, in the
industries where the power of the manufacture is not very strong and
distribution keiretsu is moderate, the marketing channel theory and strategy
have smooth transition because the prerequisite has already made an early
shift. Since the later case reflects mainstream trend, any industry that
maintains the old marketing channel theory, marketing channel strategy and
prerequisite and makes a slow transition is considered to be old-fashioned.
As explained earlier, the difficulty of transition is mainly caused by the
undeveloped prerequisite (i.e. environmental factors).

In the meaning, the environment of the marketing channel is in the
midst of extremely multifaceted, complex changes such as the rapid
informatization, the globalization and the softening of the economy. It is an
important issue to determine which environmental factors are critical in the
transition.

As mutual recognition, we can understand that the structure of the
marketing channel is changing in some form. At the same time, the
viewpoint of positioning the marketing channel restructuring in the center
of the changes becomes essential as we recognize the remarkable
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innovation of the “information technologies” since the second half of
1990’s.

The uniqueness of the modern marketing channel awareness lies in its
multi-layered, structured “relationship” that is accompanied by the
informatization. At present, there are many changes and re-creations at all
marketing channels, which are emerging as “information technology”
issues. Specifically, the issues of new phase in the information technology
are manifested as they are in parallel with those of marketing channel.

4. Environmental Factors: Informatization

4.1 Rising of International Electronic Commerce

If the rising new marketing channel has the same nature as stated
above, it is necessary to consider various aspects of the environmental
factors and its substance. There is an issue to define the change of the new
marketing channel in relationship with the developing of the “information
technology”. Before starting the process, we will sort out the backgrounds
that brought the rise of the new marketing channel and look at the actual
conditions. The informatization and the globalization subsume the
relationship that influence, penetrate, and regulate each other to make the
existing framework obsolete.

This development of informatization first brought changes in the
economic territory. Although it may bring the informational, global
economic structure, the type of marketing that reflects the economic
structure still remains unknown. However, it is certain that our marketing is
commonly established by the flow that is exchanged through the linkage of
the company.

As the linkage of the company progresses and commercial-space is
formed on the Internet, people are envisioning international electronic
commerce businesses all around the globe. The conditions for commercial
uses of the Internet are gradually being met.

In Japan, some people are worried that it may not be possible to have
international electronic commerce as has been accomplished in the United
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States. However, in reality, various Internet markets have emerged, and
many companies have spaces in Internet malls.

A lot of world wide web sites have been established which are truly
varied and filled with local characteristics all over Japan. These sites
represent such products as used clothing and sundry goods. Ordering and
receiving orders over the Internet has become fairly common. Generally,
manufactures and retail distributors are bypassing wholesale businesses,
and an environment for simply conducting business without much overhead
expense is being formed. The age of home businesses which use
information technology has come. It is virtually the age of service and
product on demand. The newspapers, magazines, and books have been sent
through the Internet.

Therefore, the system needed today is a dialog-type of open linkage
which can be accessed from anywhere, a linkage such as the Internet. The
industries that are forced to go through changes in their mode of business
will have to carry out innovations before fully utilizing the know-how,
information, and linkage technology that have been accumulated so far.

4.2 Informatization

Informatization and globalization are fact. You can’t stop them, they
have already happened, they are here to stay. As explained in the preceding
chapterl, this informatization and the globalization subsume the
relationship that influence, penetrate, and regulate each other.

Especially, from an information point of view, the
Telecommunications Act was drastically revised in February 1996 in the
United States. Competition has become stiffer in long-distance
communications, local communications, and cable televisions along with
the changes brought by this revision. Every one of the businesses in these
fields has built telecommunications linkages that cover all of the Untied
States. Long-distance telecommunications businesses have built linkages
that cover all of the United States by cooperate with competitive access
providers, radio communication businesses and cable television business.
Local telecommunication businesses have built linkages that cover the
entire United States, by inter-connect with each other and cooperate with
cable television businesses.

Additionally, cable television businesses have cooperated with
telecommunication businesses, inter-connect with other cable television
businesses, and cooperate with competitive access providers. Each business
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has accomplished the acquisition and cooperation with other
telecommunication and broadcasting businesses from the point of business
expansion and survival concerns. Pacific Bell, which is a local
telecommunications business, has used its trunk line and connecting homes
via a cable television linkage from each node. The action is for integrating
broadcasting and telephones into a computer linkage.

We need to understand the international electronic commerce and
strategic management between company and nonprofit organization
revolution, when we think about the future of informatization and
marketing channel. As has already been mentioned, technologically
speaking, the information revolution originated with the confluence of the
three aspects of development in broadcasting, telephones, and computer
linkages, with computer linkage being the most basic pillar.

First of all, we must consider that the progress in mobile
communications will evolve into mobile computers. For the progress of
mobile communications, it will be very important to secure radio bands,
which will clash with ground wave broadcasting. From this point forward,
it can be expected, that radio bands used for ground broadcasting will be
used for mobile communications. Then, what will be used for
broadcasting? For this objective, the utilization of digital satellites and
cable television will be important. It is expected that there will be a major
growth in broadcasting using broadcasting satellites and communications
satellites. It will be commonly found that satellite broadcasting will be
received at cable television stations which will in turn connect with homes.

Despite, it can be easily expected that media will emerge that utilizes
the two-way communication capabilities of the Internet. In the broadcasting
business, this will inevitably force changes. At presently, an advertising
business which uses world wide web pages is emerging, and this will carry
a large significance for the information industry. It is possible to capture all
of the IP addresses who access the home page, when running an advertising
business on a world wide web page. In the mass media, this means that
unlike conventional advertising, it is possible to know the reactions and
liking of consumers directly. Simultaneously, it is possible to give or
receive orders, and by the use of electronic money, the Internet will become
the market itself. Furthermore, the influence of Internet advertising is
global, and it is possible to access global markets at a low cost.

Very rapid growth can be expected for marketing and advertising on
the Internet. In addition to conventional text information and still pictures,
it sends and receives voice and moving pictures with the high quality. As a
matter of fact, it can also be expected that advertising fees for mass media
sources will go down. This means that it will be difficult for current mass
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media providers who depend on advertising as a one-way process to shift to
a form of media which is two-way in nature. There will be new approaches
created for the media with the combination of digital, low-orbiting
communications satellites and two-way cable television.

Notwithstanding, if one wants to plan to build dialog and interactive
type of new marketing channel which is based on linkages, especially in
order to understand international electronic commerce as the current task,
there are a lot of issues that must be resolved. Of these, one of the most
essential tasks is the forming of a new marketing channel for electronic
settlement that is reliable.

From the approach of informatization, we have studied the
environment factors by discriminating the meaning of the “transfiguration”
in the development of the informatization; and also reviewed the
background of the rise of the marketing channel in the modern world. I
would like to designate the aspect of the marketing in chapter 3 by
exploring its true meaning in relationship with the principle of the
international electronic commerce field that is in common with the
marketing.
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1. Introduction

In the preceding chapter, the history of the traditional marketing
channel theory reviewed to examine how the prerequisite had changed. The
task of chapter 2 was to understand the distribution keiretsu problem in the
history of the marketing channel theory.

In chapter 3, in consideration of the informatization, an influence and
directivity of the future of the marketing channel of our country has been
outlined.

First, in next 2 section, we will show the logical pattern of this entire
study, and give an overview of how the international electric commerce
was made. In Section 3, the attributes of Internet will be examined. In
Section 4 and Section 5, definite decisions as to the present theoretical
frontier have been positioned, in relationship to Internet characteristic
related company including international electric commerce. In Section 6,
and Section 7, the Internet and company-to-nonprofit organization channel
relationship has been referenced. And the last Section 8, the summary of
this chapter reviewed to business strategic alliance.

In addition, at the present time, as a new field of marketing study, the
importance of the international electric commerce is just beginning to be
recognized and very rapidly at that. In this study, the International electric
commerce has been studied carefully and in detail, as it will be a
cornerstone to the new field study development covered by marketing
channel theory.

2. International Electronic Commerce

2.1 Outline of International Electronic Commerce
The United States Political power announced the comprehensive

promotion policy of the International electric commerce being utilized by
the Internet in 1997. In connection with this, also in our country, through
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various International electric commerce experiments of the Ministry of
International Trade and Industry, we have been carried on toward full-scale
use of International electric commerce.

<Outline of the International electric commerce revived policy>
The International electric commerce revived policy has been
referenced in 3 main areas, Finance, Legal system, and Market access.

(1)Finance

Transactions involving information and service through the Internet
environments should be free from custom duty. All countries and areas
can conduct trade without obstacles to profits. New taxation should not
be imposed on commercial transactions on the linkage.

The Electronic transaction system has been an unsuitable technical
innovation as its rigid structure is not compatible to the rapid progress.
Therefore, a suitable system of transaction is to be employed and
monitored flexibly.

(2)Legal system

The system for settling disputes will be unified internationally and an
electronic anonymity (sign) system will be used in connection with
commercial transactions on the Internet.

This will protect copyright, patent right and trademarks efficiently
and prevent the appearance of fraudulent copies of products. In order to
protect the copyright and the neighboring right of information or an
image and sound that are transmitted by Internet, the framework of
copyright protection will be established in one system, the World
Intellectual Property Organization (WIPO).

In order to prevent unjust appropriation of the individual information
collected by the Internet, the United States Government supports the
independent match of a private-sector organization. In order to prevent
surreptitious use and alteration of information or data that is connected
with compromising safety and security of a state.

The government proposes building a public code system which can
be trusted in cooperation with the industrial world.

(3) Market access

The industrial world regulates independently images detrimental to
minors, and the United States government will support it.
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2.2 Characteristics of International Electronic Commerce

The President’s special adviser Ira Magagina, head of the International
Trade Policy Bureau, compiled the above information, in 1995. In this
revived policy, the role of a country is limited by the structure of copyright
protection and maintenance of tax related system, etc., therefore a private
sector framework structure will be implemented for the safety and ethics
standards, etc. At the same time, there is the possibility of acquired right
by imposing a tax on International electric commerce by the government
of each country, and Bashefski Office of the United States Trade
Representative (USTR) has been working on producing a structured Global
Standard through the World Trade Organization (WTO), and additionally is
striving toward founding a free trade linkage of the Internet in the future.

The United States Political power accomplished that the market scale
of international electric commerce expand to 300 billion dollars (about 38
trillion Japanese yen) for five years. Incidentally the United States
International electric commerce market scale in the next 1998 fiscal year
reached about 10 billion dollars (1,252,500 million Japanese yen, according
to the Communications Report in Heisei 10" fiscal year). Moreover,
Japan’s International electric commerce market in the fiscal year was about
650 million dollars (81,800 million Japanese yen) an expanded to a little
less than 3 times that of the preceding year (about 226 million dollars,
28,500 million Japanese yen).

In the background of the comprehensive policy presentation for
International electric commerce by the United States Political power, the
intention of the United States is obviously promoting their lead in the
commercial space organization of Internet. The United States will receive
the benefit of the Internet, and also take the place of National Security, by
raising “a new Export Industry”. In other words, net export expansions in
the United States will be greater than before. The net export dependence
(export/GDP) in the 1960’s of the United States economy was no more than
4 1/2 %, however in the first twentieth century, it was no less than 19%
illustrating its increasing importance.

The export value of the software industry, which includes computer
software and the United States contents (music, movie, etc.) is in excess of
about 400 billion dollars every year, and serves as a precious top earner for
the United States, and currently the currency of package-software has been
a core, and it’s expected to increase its value in International electric
commerce in the future. The software domain of the United States precedes
other countries, and demonstrates the right of initiative. If the government
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of each country imposes a tax on their International electric commerce, it
is logical to suppose that the United States, a soft major nation, will suffer
considerable loss.

Therefore, the United States Political power has suggested an initiative
to the private-sector in a move to restructure operational rules such as
safety and ethics standards, etc., and to eliminate, preferably, the economic
regulations of governments. By assuming the Laissez Faire policy the
Internet, the United States Political power has been indirectly keeping the
regulations of the governments of countries, the United States central core
companies such as Micro Soft and Dell, Inc., etc., which already have
initiative in the Internet domain benefit by establishing a new rule of free
trade. The purpose of establishing a new rule is composite, it will not only
improve the domestic commercial space of Internet, and secure
environmental prepotency of international electric commerce, but it will
also embrace International electric commerce globally while maintaining
supremacy of the United States through the marketing channel strategy
aspect (See Figure 3-1).

In the overview of circumstances of the United States, the
contemporary marketing channel in Japan has established contact with the
United States extensively and crosses with multi-phased sections, too. This
complicated structure and special feature in Internet needs to be analyzed,
and the world current of contemporary depths must be accounted
thoroughly to develop the future.

Figure 3-1 New Marketing Channel Strategy

Real World New International

Value Electronic
Creation Commerce
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3. Development of Commercial Distribution:
Characteristic of Internet

3.1 Base of Internet

In this study, a company and a nonprofit organization business in
Internet such as international electronic commerce, and the business of
peripheral devices of terminal machines, platform, such as the personal
computer, content of information, contents, communication system,
distribution, will be defined as “affiliated business of the international
electronic commerce”. Which of the marketing channel competition shall
develop by open development of promotion by the Internet, in the market
of the affiliated companies in Internet?

It starts from “the foreign exchange and foreign trade control law
(enforced in April, 1998)”, taking an account of the Electronic Money
additional new payment procedure, the promotion of Electronic Money has
been developed in the market of the affiliated companies of Internet.
Development of Electronic Money has been initiated by the West, and the
world scramble has started for a standardization of the system. Several
experimental verifications and environmental improvements are in progress
in Japan. The Electronic Money is defined as follows, “Electronic
computerization of money value used in commercial transactions, and to be
applied settlement of accounts by conserving and transferring”. In terms of
concept about currencies, there are two types of electronic money. One is
digital cash (electronic cash). The other form is the electronic settlement
system being developed which digitizes checks, credit cards, and debit
cards. This is an electronic means of transacting payment instructions by
using encryption in the cyber market transaction.

As a means of settlement of electronically transferred funds, electronic
cash satisfies the following three conditions: (a) transferability (certain
monetary values are transferred electronically through computer linkages
and the like); (b) privacy (the information is maintained as privileged by
stores and banks); and (c) relativity (at the time of transaction, there is no
third party present except the customer and the store). There are two kinds
of electronic cash: (1) IC card type and (2) network type. On the other hand,
the electronic settlement system does not satisfy any of the conditions of
transferability, privacy, and relativity that are characteristic of electronic
money. There are three kinds of methods of electronic settlement: (1) check
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method, (2) credit card method, and (3) debit card method.

In consideration with a current operation of transaction of account in
Japan, examining the promotion of Electronic Money in the future, it will
be outlined in the following 3 points.

First, if the transaction system of the conventional multilevel structure
changes to the decentralized structure of the aggregation of an open
subsystem using Electronic Money, the possibility of major changes within
the international financial system will be expected.

Second, Electronic Money would not only be a mere payment method,
like a credit card, but realize the possibility of becoming the new
transaction method which will supersede cash currency, becoming the
deposit currency and the deposit money of the central bank of the future.

Third, utilizing the electronic cash transaction means the avoiding
using the existing internal transaction systems. If the transaction of the
engrossment rate increases, the transaction orders that the bank has taken
charge of as exclusive activities conventionally, will have the capability of
transformation.

3.2 Relationships of Internet and Perfect Competitive Market

Procedure for the development of the Electronic Money, which
represents the function of Internet, the first study will be the bases of
Internet. In this study, it will be necessarily to observe two aspects, which
are “the relationship of Internet and the perfect competitive market”, and
“the relationship of Internet and speed”.

The first study is that “the relationships of Internet and the perfect
competitive market”. Generally, in economics, the long-term perfect
competitive market is defined as the market which subsumes the following
four conditions.

(1) Perfect information,

(2) Freedom of entry recession,

(3) Homogeneous capital goods,

(4) Polymorphism of supply and demand persons.

In the long-term perfect competitive market, the excess profits of a

company serve as zero and the consumer’s utility maximization will be met.
In Internet, since all the information can be correctly transmitted to all
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participants and with no cost and transactions are executed unconditionally
outwardly meet the assumption of the long-term perfect competitive market.

Suppose then that, in comparison with the existing market, there must
be an outlook of Internet where the perfect competitive theory has become
a reality.

Although it 1s nearly a perfect market, one factor of an obstacle is to
the existence of the perfect market. And that is the processing capability of
the human mind that analyzes and judges the information is not perfect.
The conclusion is that Internet is a different market from the perfect
competitive market that was originally assumed in economics.

The imperfection of the information processing capability, in the social
science problem, is known as the NP problem with which, actual
calculation within a time is impossible. The NP problem is “a problem
received with in a polynomial time with the indeterminate Turing machine”,
and it will take the index function order time, according to the problem
dimensions, to solve its social science problem.

As the digit number of a problem becomes larger (the bit length of a
public key in this), the NP problem will carry the connotation difficulty
much more. The proportional curve shows cube of the public key length, it
will draw away from the index function order, as the length becomes larger
with the increment value of the difficulty of cube.

As verified above, the information processing capability of the human
mind is subsumed of an imperfect nature and is hard to profess that a
perfect competitive will exist in Internet.

3.3 Relationship of Internet and Speed

The Second study is “the relationship of Internet and speed”. It is
marvelously rapid compared to the existing speed of the technical
innovation of company, and the appearance of the new marketing service,
in Internet (Bill Gates, 1997). In the open marketing environment, time for
information acquisition, and for searching for informational combinations
and expenses can be saved, as a result, therefore, the time for the
appearance of the new appropriate technology will be exponentially
shortened. Likewise, the electronic process of transaction activities will
stimulate a rise in efficiency and the productivity of company.

Furthermore, the life cycles are terrifically rapid, such as the
improvement of the personal computer, etc., which induces the innovation
of technology and service, and broadens the linkage. According to general
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opinion, the speed of the alterations within Internet will not slow down, it
will be the same or faster over the next 20 years. Therefore, it can be said
that companies need to regard quick correspondences as a requirement
parallel with the speed of the alterations in Internet. It is unmistakably
Agile Competition (Goldman, Presis and Nagel, 1996).

4. External Network

4.1 Attribution of External Network

The marketing attributes of Internet related companies, which are
utilizing the aspects of Internet, revealed to two integrated parts “the
external network™ and “the rule of progressive harvest”. Although this is
the phenomenon of real world also, it will progress with increasing speed in
the Internet. First, we will examine the external network theory.

The external network is that the acquirable advantage can be gained
from the goods in connection with an increase in size, (the market share
and the number of users), of the network (expected).

Although the cost of technology follows study development, it is cost-
less to copy the technology. Dosi (1982) advocated it with the attribute of
in-propriety. Dosi affirmed that the result of technical changes will be
occupied internally by the subject that produced new technology in some
measure, finally, it will be affected by the attribute of the impossible
occupancy of technology. Of course, copying the “information” of Internet
will not require time and cost. Also, along these lines of the problems of
copying information have been discussed in groups of problems raised by
Mises, Heyek and Lange, the progress of contention of economical
calculation. By retracing progress, the original issue of the problems above
can be found within the problem of the free rider to public goods.

Each subject is not eliminated from consumption, once it’s supplied,
the incentive that each subject tends to honestly express in preference of
public goods is not active, the tendency is to free ride the preference
display raised by others, and this produces an insufficient supply of public
goods. This is attributed to technology and information, and the system
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and rights which protect private possession of technical-development
results, such as design rights and patent rights, etc in marketing channel
competition.

However, when the external network is affective in marketing channel,
technology of identical standard to gain the greater market share is essential,
and not only is the static factor of the private return of development
essential, but the development speed of technology, the concerned company,
and the change of the exclusive position which is the dynamic factor, in the
market of the group which produces an identical standard. In other words,
all factor result from both sides of the static and dynamic factor.

A company of marketing channel will take the many marketing
subjects to their bandwagon in order to construct the acquired foundation.

In the initial stages, it is important to gain the greater market share.
Then having “the standard” technology to reflect to own company, and the
patent of “the technical presentation” of the reversed strategy will be
executed. Therefore, the marketing channel competition of the Internet
related to the companies has been competed to produce contrasted
marketing channel strategy, this promotes individual technology (the open
strategy) through “the standard”, and exclusive possessive technology (the
closed strategy), that is “the intellectual property rights”, both the closed
and open, “the compound strategy”.

Mansell (1995) indicated that 3 subjects are of importance in such
marketing channel strategy, the increment of the importance of the function
by standardizing the architecture (the technical specification) achieves a
role in the early stage. The architecture rule aims at the monopoly and the
oligopoly in the market, becoming militant of competition of architecture
monopoly in the pre-production. Basen (1995) maneuvered to position the
factors to conclude the adoption process to set standardization, and time to
set the standardization of the strategy, and offered to suggest to the problem
group such as the preference to set standardization. According to the
existing analysis, the analysis of Rohlfs (1974) and Oren=Smith (1981),
who were the pioneering study of consumer structure and monopolistic
company actions where the external network exists. Farwell=Saloner
(1986) suggested that the decision making of the user for goods, which is
affected by the external network, induces the adoption of non-optimized
technologies from a social outlook, while the installed base and
uncompleted information system exists.  In this study, we will amplify
this fact by approach the discussions of Leibenstein (1950) which were
carried out in astonishment to the Band Wagon effect, and Katz=Shaprio
(1985) (1992) (1994), in relationship to the attribute of International
electronic commerce related company.
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4.2 Factor of External Network

Now, in marketing theory, the problem of the exposition of selection in
preference action has occupied the essential position. Marketing theory has
been localized to give perspective to subjects that can be observed for
practical purposes, and proscribe metaphysical concepts in order to
establish it as a modernistic positive science. In marketing theory, the
listed evaluation of the result and the opportunity aggregation in marketing
activity, in confrontation of the subject in marketing activity, is generally
called the characteristics of the subject. The opportunity aggregation of
each of the subjects confronted, can be observed objective comparatively,
however, evaluation of the subject, preference of the subject in other words,
is refereed to as the subjective side and a direct observation is impossible,
the important concern is to be or not to be able to trace back of the actual
procedure of the preference of the subject.

This problem can be applied to theory of revealed preference, of
course. The week axiom of an actual selection act will be assumed, and
approved to be able to reproduce as a maximization act of preference to be
rationalized. Although the matter that needs to be listed in action of the
subject and the relationship to preference are different with each kind of
problem, in this study, we will research the attribute of the subject in
Internet related company.

The first, analysis of Leibenstein (1950) discusses the system as a
winner of the market in the end, if the market is provided with a
comparable system to each at the same time, according to the inter lace of
the market share of the future in consumption structure. The purpose of the
analysis is to clarify how a de fact standard is generated in which systems
with differing technical superiority or inferiority operate in coexistence and
codependence.

Morgenstern indicates that the sum of an individual demand curve
does not apply to a total-demand curve, as a consumptive external effect,
Leibenstein (1950) arranged the factors as follows. Three external effects
are, the band wagon effect meaning the tendency to consume goods which
other subjects consume, the snob effect meaning the tendency to consume
goods which others do not consume, the Veblen effect meaning the
tendency of consumers who like higher prices with whom consumption
increases when prices are higher. The external network is theorized by
opening eyes to the Band Wagon effect and the direct physical effect of a
linkage. In competition between linkages that provide the same quality of
service, when a new subscription subject chooses a linkage, the linkage
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with the most existing subscription subjects will be chosen. The reason is
because the direction of the linkage with many subscription subjects is
thought to offer a higher level of use for new subscription subjects, if the
same quality of service is provided. Simultaneously, it also means that the
existing subscription subject of a linkage enjoys the advantage of the new
subscription subject. That is by both new and existing subjects’ action of
the others enters go directly into of their own the utility function.

The above is study of a consumptive external effect which was given
first in generalization by Leibenstein (1950).When Katz=Shapiro (1985)
carried out expansion application of the analysis about the external effect of
Leibenstein as a positive external effect of demand in the oligopoly market,
it became the provided examination of the standardization process with
new analysis tools.

As an external effect of the linkage of consumption of the oligopoly
market, Katz=Shapiro (1985) presented the following point and proved the
profit of initiative watch in standardization competition in sequential move.

(1)Produce the indirect influence to which standardization passed
complementary goods. The synergistic effect used to measure the
rate of a selling market of hardware, such as personal computers,
video apparatus, and a game machine, indicating the kind and
diversity of software that can be use from theory.

(2) The number of uses itself should specify the quality of goods directly.
External effect of the linkage by the direct physics effect in
information communication markets, such as a telephone and
facsimile.

(3) External effects of a service linkage that the aftercare purchase
influences a user's use in the case of a computer, etc.

(4) Since the information acquisition is easy for existing popular goods,
choose existing goods with a popular user.

(5) The height of the rate of market occupancy suggests merit in the
quality of goods.

(6) Mental band wagon effect.

Study of Katz=Shapiro (1985) (1986) (1992) can tell what is evaluated
in that the view large 1 dimension was opened to the analysis of consumer
structure in standardization process. In addition, if Katz=Shapiro deserves
that standardization competition also tries actual-proof study of
government intervention, it was viewed in the paper in 1994, and the aspect
was inherited by Leveque (1995).
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As a factor that the exterior nature of this linkage actualizes, it will be
shown as follows.

(1) Although, development of Internet stimulates each subject to expand
the selection range of goods, the information processing is not secure
completely.

(2)Indirect influence usage passed complementary at the time of
purchase on each subject in the market where a high-tech innovation
is intense and technical standardization is expected to be seen in the
market of International electronic commerce related business.

(3) The circulation strategy which can be located in a line with a shop
front expanded only line goods by selling by computerization of the
circulation represented by POS, etc. The fact and width of selection
restrain selection of each subject.

(4) Information offer of goods should also incline toward specific goods
by the specific medium that each subject uses.

Though the company that is the supply subject of goods may perform
informational strategic distortion actively so the information on oneself
may calculate what influence it has to the determination of each subject, it
may lead to personal advantage. It cannot be understated that these are
considerable problems. If based on the importance of such a problem,
probably, the strategic problem of preference exposition can also shows
that the concentrate naturally hit especially in marketing theory among the
problem groups of the strategic operation about disclosure.

The scholar of this and subsequent scholars are energetically tackling
these problems. It depends like Weibull (1995) showed in the process
supposing strategic mutual subsidiary, partial fusion in the minute game
theory or theory of social selection is generated, various concepts, work
method, and analysis tools have been introduced, and a very active
marketing study is revealed.
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5. The Rule of Increasing Returns

5.1 Increasing Returns

The Rule of Increasing Returns by Professor Arthur, of the Santa Fe
Research Institute in the United States, has been attracting attention to the
field of marketing theory. Establishing the de facto standards and
dominating Internet markets are thought to be leading forces in the United
States economy as well as generating improvements in information
technologies. This has also resulted in the current conditions of enormous
profit generation.

Arthur’s theories described this phenomenon. He believed the Rule of
Diminishing Returns described by traditional theories was not functioning
in the case of international electronic commerce related business. The Rule
of Diminishing Returns is an economics concept that recognizes a limited
scale of profit that diminishes over time. Conceptually, even successful
products and technologies in a market eventually reach a limit of
profitability and consequently stabilize to predictable a price and market
share.

Contrarily, increasing returns is a concept describing circumstances in
which increasing production generates proportionally more profits than the
corresponding investment. This concept can be applied to a company or to
entire industry producing the same products.

Once a successful company establishes market leadership, its products
or technologies lock in the market. However, increasing returns is a rather
temporary phenomenon, existing until a new innovation comes along. Even
the de facto standard formed by a specified innovation never creates a
permanent monopolistic or oligopolistic market. The innovation 1is
periodically substituted, creating circumstances in which the estimated
value of future developments in products and technology increases and the
depreciation of assets that produce those products and technologies also
increase.

If another market of increasing returns comes into existence, the
process of diffusing profits in the economy continues. Traditional theory
may be helpful for analyzing the manufacturing field, but cannot be applied
to the new marketing sectors evolving within information communication
technologies: international electronic commerce related business.

Arthur noticed four features;
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(1) Study and development costs require enormous investments in new
fields, but the incremental cost per unit is extremely low.

(2) There is a linkage effect that as more products are used, each product
increases in value.

(3)There is a tendency towards lock-in once consumers decide on a
particular product.

(4) When sales double, production and service provided costs decrease
in a steady ratio.

Figure 3-2 Information Industry in 1990
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Arthur integrated these information industry features and described
that increasing returns as a theory would be significant. For example, it is
Figure 3-2. Their Figure is information industry in 1990’s.

When the good products, services, and strategies earn the market share
and accumulative effect, it will generate a further accumulative effect in
today's market and global competition. The numbers of industries that earn
the accumulative effect are increasing. The decrease in cost is one of the
fields affected by the economical efficiency with traditional scale. However,
such industries have different characteristics. As mentioned before, the
first field is the de facto standard. There is no clear definition to this
standard, but this study defines it as “The standard that actually came to
pass as a result of market competition occupying in large numbers in this
market despite of their presence and approval on the standardization
organization.”

The de jure standard was mainly occupied before, but it is hard to
make a distinction at the present since both standards are similar. With a
competing strategy point of view, the traditional competing strategy would
not always be accepted due to the increase of importance in the standard.
The significance of the de facto standard is especially high for the global
merchandise demanded commonly in the world. However, there are more
cases that it i1s impossible for a single company to take the initiative.
Depending on the alliance through its own core-competence open to the
public and provided, it is necessary to structure a partner or a group with
partners who can be on the same negotiation table and suppress the major
markets of Japan, the United States, and Europe.

The second field generating the accumulative effect is the network
externality. The model cases can be seen in transportation and distribution
industries including the communication, media, and airlines. Especially, the
results of strategy alliance that interlocks and covers the global market in
communications, the media, and the air transportation industry, control the
prosperity and decline of a company. The hardware and software industry
in addition to “the international electronic commerce” and “the electronic
money “industry structuring the platform of communications, the
broadcasting, and the archive industry involved with information affects the
multiplication accumulation effect by the accumulation of many elements.
Moreover, many of the de facto standards intervene and the network
externality functions by the competition between these standards. Therefore,
it is difficult for the standard at an infernal position to turn the table to the
standard at superior position.

The third field generated by the accumulative effect is a field for
which the mechanism of the gradual increasing gain works, according to W.
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B. Arthur. It can be seen often in the information industry including the
computer hardware and operating systems, aircraft, missile, communication,
etc and it is beyond the de facto standard. According to Arthur, this
mechanism is seen in the information industry and it is difficult for the
other companies to follow this company, which can shoulder the enormous
Research and Development costs. And, once the user starts using a product,
it is not easy to link up with the user's network and replace the product with
another company's product since using the high-tech product requires a
certain mastering procedure.

For such industries, the information industry using a smaller amount
of material resources to produce a product by repositioning the knowledge
and operated with the mechanism of a gradual increasing gain are necessary.
The service industry based on software, another words the information
industry, is also shifting in the world of gradual increasing gain. The
financial institution, the air transportation, and the retail shop franchising
are the typical types. In the field of the information industry, the de facto
standard, the network externality, and the mechanism of gradual increasing
gain exists in complexity.

These international electronic commerce related business also
provides a new outlook on the business of goods handling.

That is, information in the nature of a public asset and having no cost
of use becomes the object of commercial transactions. The following is a
study of information goods based on their recognition as goods.

5.2 Information Goods

Information goods refer to information packaged for a certain purpose,
such as high profitability, minimum cost, and high efficiency.

Pure Economic Summary by Walras (1877) is thought to share the idea
of information goods described here. This says that individuals maximize
utility (individual balance) and the supply and demand for all goods and
services are balanced (market balance). These two elements are expressed
by simultaneous equations. When an unknown quantity can be expressed
by a variable in these equations, a balanced solution can be exist. In other
words, theory describes that value relies on subjective utility. From this
point of view, it is possible that the cost on information goods does not
necessarily compensate for the investment required to produce the
information.

However, in Walras theory, the view that forms a fixed utility curve is
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central to accumulating individual utility into the society’s economy.
Consequently, the utility curve slopes downward to the right with
increasing numbers.

Both always have a point of intersection demonstrating a stable value.
The social utility curve can be realized by fundamental long term stability.
Therefore the amount of production and the price can be determined as the
point of intersection with production expense curve.

However, fundamentally, information goods do not appear to display
this stable relationship. According to Walras theory, social utility is rapidly
changed or may even disappear occasionally due to a radical drop to the
right in the curve may temporally appear. Thus, there is a possibility that
profit may not be generated even if the cost of information goods exceeds
the expense or if a new economic object enters the market.

Since the value of information goods may deteriorate or vanish by the
time a new participant establishes a market supply.

The utility curve rapidly dropping at our point since only an economic
minority with initiative have strong demand while the economic majority
do not demonstrate demand. In this case, information value is established at
a low production level and with price exceeding expenses. After
information value is widely recognized, the utility curve shifts to another
point. This results in high prices and rapid increases in the amount of
production. This leads to maximum information value. In addition, with the
passing of time, the individual utility curve perspectives the social utility as
advocated by Walras.

Information value actually disappears with the equalization of
production expenses and prices. This issue relates to linkage externality and
requires a comprehensive understanding in order to grasp information
goods. This is the reason that information goods are essentially formed
where value has nothing to do with expense, and as an inevitable
conclusion, the value never approaches close to expense. The
characteristics information goods are displaying in Internet indeed possess
the basic difference of utility value theory applied to goods and general
services suggested by Walras.
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6. Rise of Nonprofit Organization and Open Development

As noted previously, information technologies display an
accumulating degree of the mechanics of “open development” as applied to
information goods and the features of Internet. International electronic
commerce related business, expected to be centralized through future
company growth, display altering marketing channel and market
mechanisms under the dominating open development mechanism.
Especially, it is thought that new Internet technologies convert existing
closed marketing channels into open marketing channels (See Figure 3-3).
In other words, the open development of promotion by the Internet in
marketing channel is that nonprofit organization entry for marketing
channel. In this situation, there is a company-to-nonprofit organization
channel relationship.

Figure 3-3 Open Marketing Channels
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The main idea is that the expansion of the economic market range
created by Internet’s commercial space relies on the division of labor. In
other words, the subdivision of labor accelerates the identification of points
requiring revision, reduces costs, improves quality and creates new goods /
services.

This results in increasing demand. Alternatively, demand increases
corresponding to distribution cost flexibility in accordance with the needs
of more specialized goods and services. Summarizing, the increasing
division of labor with technological innovation brought about by the
development of open has resulted in a reciprocal structure that creates
demand. The company-to-nonprofit organization channel relationship will
grow at an increasing rate. These company-to-nonprofit organization
channel relation hold considerable potential for enchanting company and
nonprofit organization performance and for generating social value. This
has tapped the world of practice to glean insights that will deepen our
understanding of the partnering process and its many challenges.

If the new division of labor or new channel partner can be shown to
statistically alter commercial activity, it can be said that international
electronic commerce related business has succeeded. Sufficiently flexible
distribution cost and distribution facilities will be conditions required to
form this reciprocal structure. At a minimum, activities in open develop
new frontiers between companies and nonprofit organizations, create new
linkages, and realize low costs corresponding to a diversity of consumers
needs. This results in a highly flexible structure generating various products
and values. It is a mechanism that generates complementary increases in
supply and demand. As a result, it can be said that the trend of increasing
returns from producing the same product in entire distribution industry is
reinforced. The view of marketing channel point, we will concentrate on
strategic management between company and nonprofit organization.
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7. Strategic Management between Company and Nonprofit
Organization

7.1 Company-to-Nonprofit Organization Channel Relationship

Before analyzing the company-to-nonprofit organization channel
relationship, it would be helpful to analyze many types of “interactive
marketing” on the Internet. The concept of interactive marketing has been
discussed by many people including Berry (1982), Levitt (1983), and Ryan
(2002).

Especially, Ryan (2002) gave the practical guidance to capitalize on
all of the potential and avoid all of the problems of marketing with new
interactive technologies. Ryan (2002) gave an insider's advice and insights
into the kinds of tactics that will help to sell more products and services
right now—today and tomorrow—as well as help to develop the strategic
vision needed to build the lasting customer relationships that will keep to
successful long after your competitors have faded from the scene.

The business press of recent years has been filled with dramatic
portrayals of interactive marketing success. But the landscape behind those
exciting pictures is filled with the wreckage of the failures—those who
couldn't handle the problems and challenges of this fast-paced, ever-
changing world. Ryan (2002) gives to all the strategic and tactical tools.

The insistence is not sufficient for companies to produce low price
products in affluent societies. Companies must listen to and incorporate
consumer wants to their products and product distribution systems
interactively. The emphasis in management on relationships reflects such a
view (Ryan, 2002).

Much of the discussion environment interactive marketing, however,
centers on the interactive marketing between manufacture and distributor.

While admitting the significance of manufacture and distributor cannel
relationship, the primary message of this study is that the company to
nonprofit organization channel relationship, which we call business
strategic alliance between company and nonprofit organization, is
becoming even more significance.

The penetration of more “open” computer linkages is the context in
which company-to-nonprofit organization channel relationship is
flourishing. Today’s computer linkages, in contrast with the traditional
“closed” system, allow tens of millions of computers all over the world to
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communicate freely at low cost. This surrounding allows nonprofit
organizations — who were previously secluded from each other — to
exchange large quantities of information. They share information, feed it
back to the producer, and even participate in productive activities.

While it is easy to predict that company-to-nonprofit organization
channel relationship will grow and that it will have an important influence
on the operations of companies, it is not easy to predict how company-to-
nonprofit organization channel relationship will actually influence
corporate operations. This study, which will be presented later, indicates
that the attempt of company to manipulate company-to-nonprofit
organization channel relationship process can actually suppress it (See
Figure 3-4).

Figure 3-4  Company to Nonprofit Organization Relationship
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Surely, company-to-nonprofit organization channel relationship is
increasing and becoming more strategically important. For example,
Wikipedia, WikiTruth, CDDB (Gracenote), Musicbrainz, YouTube,
vSocial, Ohmynews, and Flickr are connecting business. It is “social
network”, too. More and more often these channel relationships are
established for a long-term period, aiming to provide benefits and social
value that a partner could not achieve alone. The lack of mutual interests
and objectives prevents the full achievement of the potential of the inter-
organizational channel relationship. Both the lack of trust and the lack of
mutuality have negative effects on channel relationships. For managerial
implications, this study encourages to emphasize social issues in channel
relationship formation.

7.2 Various Types of Channel Relationship between Company and
Nonprofit Organization

Company and nonprofit organization are embracing channel
relationship for mutual benefits, when no organization can succeed on its
own. Companies are discovering that channel relationships with nonprofit
organization generate important rewards: increasing customer preference,
improving employee recruitment and morale, promoting brand identity,
strengthening organization culture, building good will, and testing
innovations. Nonprofit organization is partnering with company to further
their missions, develop resources, strengthen programs, and thrive in
today’s competitive world.

Let us take an illustration concretely. For instance, the Chess is a
traditional European game. There 1s a Chess server on computer linkages
that offers playing place. Relatively speaking, the Chess has easy structure
with two peoples or sometimes two couples carrying out an attack on a
Chess board. There are professional Chess worshipers in the world. The
Chess game can be very deep and many prized competitions, while the
rules are very simple.

By Chess worshipers in the United States, the server was originally
developed. Both the client software and the server software were developed
by voluntary bases. Interface to the server is opened to which user
developed client software.

It became increasingly trouble to sustain the server on a voluntary
basis, as the number of clients increased. So, the rights to the server were
sold to a commercial Internet service provider. A company in Japan that
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has an alliance with this company is trying to offer the service on a
commercial basis. However, it is struggling to win user acceptance for the
commercial offering of a once volunteer- based free service. This is seen in
Linux OS or Gnutella (software), too.

Especially, Linux is an operation system (OS) software for computers
that was offered for free on the Internet (Lawrence, 2001). At the time of
its launch, the performance excelled some of commercial software
packages that were sold for millions of dollars. This gave the software
industry quite a shock.

According to Raymond (1999), a marked peculiarities of freeware
such as Linux OS, is the existence of robust user support among themselves
on computer linkages. Instead of commercial software packages, to which
consumers expect full support from the vendors, users of freeware often
consider the product their own and are willing to help other users and the
developers of the product.

It is a lot concern to watch carefully that similar effect arise for some
shareware, which is copy-free software for which the developer tolls a
small fee. The mentioned before, this implies that they are willing to help
the commercial manufacture, when consumers of a product sympathize
with a product. It is clear that it is the sufficient supporters that are allowing
UNIX to sustain a sufficient level of market share in Japan regardless their
difficulties.

In the example of Linux, when it was attacked by commercial software
developers, who claimed that Linux had questionable reliability and a lack
of formal product support, grumble in the form of e-mails was raised by the
consumer in support of the freeware and shareware. The hostile actions by
commercial developers subsequently subsided.

This study, combine these and call them the “formation of marketing
channel.”

Strategic management between company and nonprofit organization
concept are not new ones, they have been in existence ever since traditional
business. The Internet give a whole new meaning to this very old practice
by enlarging the geographic coverage and the scope of activities to a global
level (See Figure 3-5).

On the Internet, a species of nonprofit organization lives that loves to
test products as soon as they are launched and break news of what is good
and bad about them. In many cases they have charismatic influence and
affect the sales of the product.
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Figure 3-5 Strategic Management between
Company and Nonprofit Organization
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This section revealed two ways in which “company and nonprofit
organization channel relationship” affects the performance of companies as
follows: the support of a consumer for a product gives invisible asset to the
company in the form of product credibility, brand recognition and word-of-
mouth advertising channels, the external network, in which a crowded
sushi-bar attracts even more consumers.

The penetration of more “open” linkages is the context in which
Consumer to Consumer is flourishing. Today’s computer linkages, in
contrast with the traditional “closed” system, allow tens of millions of
computers all over the world to communicate freely at low cost. This
environment allows consumers —who were previously secluded from each
other- to exchange large quantities of information. They share information,
feed it back to the producer, and even participate in productive activities.

Consumer to consumer linkage is probably already a daily practice for
those readers that participate in forums on the Internet.
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8. Summary

Manifested as an accelerating flow of people, goods, money, and
information across national borders, international electronic commerce
progress is dramatically changing the marketing channel. With the
international division of labor becoming increasingly distinct, new-
marketing channels have attracted attention as new production channel and
social values and as marketing strategy as well. In order to win information
and the global competition, it is necessary to conform to a variety of global
standards. A company with a product that becomes the de facto standard for
a state-of-the-art technology can, in effect, monopolize the world market.

The mentioned before, De facto standards are very different from the
de jure standards officially defined by standard-setting bodies such as the
International Standards Organization (ISO). De facto Standards are freely
decided by industry and the marketplace. In fields, such as computers and
telecommunications, in which data is exchanged, the more users a
particular standard has the more convenient it becomes, and the more
convenient it becomes the more users it attracts. A classic example of this is
the way the VHS format beat out the Betamax format to become the
standard for video tapes. Another good example is the recent growth in
Windows’ share in the personal computer market. If the standard of a given
company is adopted as the de facto standard, that company can make
tremendous profits. So, as a rule, companies will compete fiercely to
become the de facto standard.

The big question is, of course, how is the marketing channel going to
change in the future? As informatization proceeds, strong pressure to
change is being exerted on time-honored marketing channels. The United
States will most likely utilize the structure of its new marketing channel as
a weapon in its effort to remain world leader. In pursuit of efficiencies,
Europe began its experiment with a unified currency. Although there will
certainly be differences in degree, emerging markets in Asia, Central and
South America, and Eastern Europe are likely to continue their efforts to
implement market principles and improve economically so they can enter
the ranks of developed nations. Then there is Japan and its unprecedented
economic downturn.

Chapter 3 revealed the international electronic commerce led by the
informatization, the success factors. The objective is to comprehensively
understand when informatization rapidly became widespread.
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The international electronic commerce has drawn a lot of attention
since the latter of 1990’s in Japan. Chapter 4 will be to recognize the
innovation issue in the development of the marketing channel. So, next
Chapter 4, business strategic alliance cases in the pioneering company in
the field of business strategic alliance will be introduced to explain how
and why the business strategic alliance reached success in the rapid growth.
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1. Introduction

The marketing channel theory in the 1970’s had taken a concern on the
distribution management resources inside companies and most efforts were
focused in the same manner as well. In the 1980’s, companies also included
the lack of management resource for their companies by executing the
merges and acquisitions to use the external resources for their expansions.
In the 1990’s, as could be seen in the popularity of Internet, computer
linkages are developing rapidly. Along with this trend, complex and varied
relationships were formed on a global scale.

At the present 2000’s, the relationship between the companies called
“business strategic alliance” with their marketing channel competition
appeared as a new company activity. By this business strategic alliance, the
companies had changed their traditional marketing channel strategies
rapidly. The companies had the intention to convert their marketing channel
strategies to cooperate from being their marketing channel competitions by
forming an organization different from itself.

As the development of their marketing channel theories, Chapter 4
takes consideration on the business strategic alliance. In addition, this
Chapter 4 indicates clarifying the global strategy role of the distributor and
having the executed business strategic alliance.

2. Developing of Marketing Channel

2.1 Historical Significance of Technology

According to Kotler (2002), in technical development there are periods
when techniques become diversified, and there are periods when
techniques become standardized. The period when techniques diversify is a
junction in technical development, when new techniques are developed
from the collected body of technical knowledge that different from existing,
predominant techniques. The course of technical development differs
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depending on the uniqueness of each area's economy or each country's
economy. In this process, certain technologies become markedly developed
while others are excluded or altered: In short, technical uniformity
gradually grows. The effects of this technical development are not limited
an individual, but impacts all aspects of marketing channel.

However based on changes in the market structure, technical
innovations, the marketing environment, and distribution policy, the
development cost of substitute techniques eventually becomes disregarded,
and the possibility of once again developing techniques becomes actuated.
(Kotler 2002)

The mass production and mass sale company paradigm of advanced
countries in post war began to break down in the seventies, and a new
paradigm is being searched for. The important fields for company
development from now on are fields that use advanced technology:
microelectronics, information telecommunication, computer and software,
biotechnology, and new materials. How they conduct business strategic
alliance in these areas becomes particularly vital (Webster, 1992) (See
Figure 4-1).

Figure 4-1 Webster’s Transaction Map

Network Organization

Source: Modified Version of Webster (1992) The Changing Role of Marketing in the
Corporation, Journal of Marketing, Vol.10, No.2.
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Looking at the organization of inter-company relationship up to now, it
is said that most American manufactures excel in product innovations,
putting effort into technical development, especially inventions. Technical
development that stresses invention promotes a linear channel, with basic
study on one side, and product development and processing on the other.
Compared to the American manufacture's stress on development, we can
say that Japanese manufactures are excellent in process innovation and
quickly follow behind. This means that they put more importance in
marketing channel study development that makes improvements rather than
inventions.

In recent years reverse engineering has developed extraordinarily, as
most Japanese manufacture’s would rather choose marketing channel that
stresses process innovation, where they improve a product and its
distribution process to circulate a lower cost, higher quality product
instead of new product invention and its market development which would
include high risks and costs. That fact is one of the primary factors why
Japan has been able to secure its international competitiveness (Tamura
1989). By way of parenthesis, the marketing channel that stresses process
innovation by Japanese manufactures presupposes the uniform
development of a specific technique developed under American
manufacture’s initiative, a technical choice of fine-tuning.

2.2 Vertical Integration

The typical case of this marketing channel is Japanese distribution
keiretsu in the manufacturing industry (See Figure 4-2). However, the
meaning of the marketing channel mentioned here does not always
indicate the internalizing of all functions inside their own company.

This marketing channel is indicating channel taking the strategy
integrated for an entire company and pursuing the competing products with
others and the economical efficiency in scale. The typical areas are the
aircraft, aircraft engine, defense, space, semiconductor, computer software,
heavy electronic machinery, chemistry, medicine, etc. and there are some
industries that the global oligopoly proceeding.
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Figure 4-2 Distribution Keiretsu and Silicon Valley
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Source: Langlois and Robertson (1995) “Firms Markets and Economic Change”,
Routledge, p.12.

In addition, this type of marketing channel is indicating channel with
the market needs and demanded specification differ by the country and
region in some degree including the communication system, specific kinds
of home appliances, automobile, etc, too. The economic efficiency in range
with the technology and management knowledge commonly used for the
entire company generates superiority including the basic technology, design
technology, manufacturing technology and the marketing techniques.

It is difficult to separate those two types clearly, however these
channel are using the strategy of following two kinds.

The first marketing channel strategies is the strategy used in aircraft,
defense, and space industry and creates a competing product in the
concentrating of Research and Development, designing and production
bases in a specific country and to export to the global market. For that
reason, the marketing channel of perpendicular integration is structured
through the association in variety between the foreign companies.
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The second marketing channel strategy is used by a large majority of
manufacturing industries in mass production and mass sale positioning the
function of Research and Development, designing, production, sales and
services in the global market appropriately to form the marketing channel.
For both marketing channel strategies, not only the internalization of the
marketing channel inside the company but also structuring the unified
marketing channel of association in various types is necessary. Mergers and
acquisitions are also important as the strategic means.

One of the marketing channel belong to vertical integration is
material industry having almost the same demand for the products in the
global market but having little benefit for the global local placement point
of view. The global local placement at the exporting market and the
alliance formation with foreign companies would be also increased in such
industries from this point forward.

Add to this, vertical integration is indicating that the marketing
channel respond respectively since the market demands differ according to
the historical and social circumstances and culture in that country and
region. Since the marketing channel competition in each country and region
is performed separately with the competition in another country and region,
there are companies staying only in the domestic market but on the other
hand, there are companies entering overseas' markets. The typical cases are
seen in businesses including food and toiletry.

With such businesses, the importance of marketing channel strategy is
increasing. Moreover strengthening the domestic business by forming an
alliance with foreign companies and advancing to overseas is greatly
significant.

Even the market and the marketing competition have informatization
and globalization, the strategy in the companies should not be taken lightly.
The strategy can be decided according to many elements including
characteristics of each industry and their consumers, the number and scale
of competing companies, the oligopolistic degree, the sources generating
the marketing channel competition superiority, and the positioning of a
value chain differs by each company and its adjustment marketing channel
strategy.
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3. Horizon Type Business Strategic Alliance and Vertical
Integration Type Business Strategic Alliance

3.1 Concept of Business Strategic Alliance

As explained in the preceding chapter, recent science techniques, as
seen in fields like biotechnology, new materials, and telecommunications,
are characterized as having an increase in technical development diversity,
caused by the compounding and merging of fields and research spheres. To
deal with this situation change, companies are stressing manufacture-
distributor marketing relationship organized by ‘“business strategic
alliance.”

Therefore, activity locations should be placed appropriately in the
world's major cities including domestic. In addition, by business strategic
alliance, the knowledge from people in and the management resources in
many countries of the world should be unified from the global point of
view.

According to Lorange, Roos, and Bronn (1992), “business strategic
alliance” is a long-term strategic partnership between the company with a
certain power on the market, and it often involved that they share the
capital or some kind of management resources (See Figure 4-3).

On the other hand, a simple cross license can not to be called business
strategic alliance. These are simply shopping of the function or skill, and
they do not intend to form a business in strategic alliance. Relief
amalgamations and outsourcing contract are not included in the business
strategic alliance as well. It is because they do not have a certain power on
the market or sharing nothing.

The reason for forming the strategic alliance between the companies
with power is to earn the new level of competition strength which they can
not be achieved by themselves. Therefore, the business strategic alliance is
effective when it would take enormous of time and efforts to earn the skill
for the company to enter the new paradigm or when the resources are not
enough to compete in the global management.

Therefore, the results of business strategic alliance must generate the
multiple effects like 1 + 1 > 2. It has to be something that it can completely
change the consumer's activities and change the industrial rule and
infrastructure by providing the new value for companies.
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Figure 4-3 Successful Strategic Alliances
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Source : Lorange and Bronn (1992) Building Successful Strategic Alliances, Long
Range Planning, Vol.25, No.6, p.10.

3.2 Horizon Type Business Strategic Alliance

As explained before, in various fields, many companies have been
organizing joint development projects and technical cooperation on a
global scale (horizon type business strategic alliance), in recent years.

There are three types of global horizon type business strategic alliance
increasing its effectiveness today. The first horizon type business strategic
alliance can be seen in the manufacturing and software industries and it is
the strategy to take the initiative in the de facto standard with strong
competition ability specializing in specific components, products, and
services for securing a high share in the global market. Intel’s MPU,
Microsoft’s Windows software, etc are the typical products. Such industry
can be called as the horizontal industry and the characteristics of business,
enterprise, and environment can be listed as the elements deciding an
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industry to become either the perpendicular integration industry, another
words the vertical industry, or horizontal industry. On the business side, the
cases with a high standard level in components, a high visibility from the
outside in business structure, a range of business activities covered globally
from the companies characteristic point of view, and high pressure for the
cost reduction for the environment characteristics are included in the
horizon type industry structure.

The second field where the horizon type business strategic alliance
containing its effectiveness 1is the industry generating the network
externality by interlocking of services covering the global market such as
communication and air transportation. It is difficult to proceed with this
strategy in a single company and the market covering degree by the
international business strategic alliance structuring the marketing channel is
affective in the advantages and disadvantages of the marketing channel.

The third business strategic alliance can solve the problems regardless
of size and scale by the thorough decentralization of authority, although the
horizontal integrated strategy is applied in general business. It is a little
different than two above business strategic alliance but this can be called in
as the third horizontal business strategy. Asea-Brown-Boveri (ABB) is a
typical case having this type of horizontal linkage structure but not
following the original horizontal integrated strategy. Asea-Brown-Boveri is
the largest heavy electronics manufacturer in Europe established by the
boarder-crossing merge of Asea-Brown-Boveri in 1987. The company is
known for its strong competing forces and established approximately 1,300
operating companies worldwide.

As it is mentioned in the above, the business strategic alliance
concerning the de facto standard has the following features.

First, there are the small numbers of core companies and large
numbers of certain company groups following the core companies, and the
former pulls together the BSA relationship.

Secondly, each company divides their roles. The core companies
handle the technology development and the following companies handle
the production and sales of the components and products by using
technology offered by the core companies.

Thirdly, participated companies are not always fixed and they
withdraw their participation according to each strategy. Because the
alliance relationship is partial, there are a few fatal community ways of
thinking that it is rare to have a capital relationship.

Fourthly, therefore, it is easy for an alliance relationship to become
unstable and it sometimes breaks up and splits.

Fifthly, there are cases in which the cooperation and the competition of
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the business strategic alliance’s characteristic can be seen clearly in the mix
of the competition for the de facto standard (between the alliance marketing
channel) and between companies among a marketing channel.

Many companies with their own products and services construct the
alliance-web in the business strategic alliance concerning the knowledge-
intensive market. These business strategic alliance relationships also seem
unclear, open and informal in its characteristics like the business strategic
alliance concerning the de facto standard. There are cases that company
form the business strategic alliance with the plural company in competition
relationship with each other and the reason for tie-up made by each
company is limited to their common interests. As to develop a platform
with contents, while constructing the international alliance by this business
strategic alliance, the business strategic alliance by each country and region
need to be constructed in order for the services to be provided on the
market. The business strategic alliance of today led by the U.S. companies
will broaden the ring o the world scale. There is the alliance-web, on the
other hand, the enterprise aiming the perpendicular integration by mergers
and acquisitions also appeared, and the importance of the strategy will be
increased by integrating the inside strategy, business strategic alliance, and
the mergers and acquisitions.

4. Vertical Integration Type Business Strategic Alliance

4.1 Strategy of Oligopolistic Company

In the industry representing aircraft, defense, and space industries, the
merges between the giant companies has proceeded in the last several years
with the market share concentrated to the oligopolistic companies. The
business strategic alliance linkage has been set up mainly by the
oligopolistic companies. In these industries, the cost reduction and use of
civilian technology are demanded with pressure by facing the demand
decrease after the cold war. Under the severe competition for the survival
among the United States and European companies, the large industrial
reorganization with the continuous merjerand acquisitions ended in August
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of 1997 by settling into three intensive companies such as Boeing,
Lockheed-Martin, and Raytheon. At the present, the global reorganization
is proceeding mainly by these three companies involving Japanese and
European companies.

In the past, Hymer and Kindleberger (1999) captured the direct
investment made to overseas by companies from the oligopoly-oriented
point of view. Knickerbocker (1999) analyzed the globalization for the
United States major companies in the 1960's by indicating the strategy used
each other for the oligopoly to advance in the overseas by the merges and
acquisitions and alliance in opposition of the competing companies. It is
foreboded that a similar strategy would be created after 30 years or more.

European companies are in opposition of a movement towards the
oligopoly by the United States companies. The airbus industry structured
by English, Germany, and Spain companies are pressured for its strength,
however there are many assignments listed since the differences in national
interests of each country. The European committee of the European Union
(EU) acting against the merge of Mac Donald-Douglas by Boeing with the
reason of as it would be impeded for the competition in Europe. It indicates
that the difference in basic philosophy and operating plan to the monopoly
prohibition policies of each country affects the future global and
information strategy.

In addition, this section shows the strategy of best global and local
placement.

The strategy of best global and local placement is the most common
strategy in the manufacturing industry. The business strategic alliance was
included into the entire company's strategy or into the business strategy due
to its characteristics and there are alliances with the purpose of creating a
new business, withdrawing from the present business, creating the synergy,
and advancing to overseas, another words globalization. The alliance at the
business strategic level is due to the fusion and development of technology,
the sharing and reduction of manufacturing resources, the independent
business complement, the cooperation and connection for the core business.
The purpose of the alliance changes according with the time stage in
establishing, introducing, growing, maturing, and declining. Especially, the
core business and cooperative interlocking alliance structure at the
maturing and declining stage of the business indicated that they would be
proceeded to the planned withdrawal from business or to the industrial
reorganization by the merges and acquisitions. Above mentioned aircraft,
defense and space industries fit to this case.
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4.2 Rise of Global Marketing and Management

Marketing activities are that of which they exceed a frame of
traditional international management which responds with the foreign
market. Ansoff (1965) took up the business and the area as the corporate
growth portfolios and said, “Internationalization and domestic
diversification are the means to extend the corporate portfolios as
substitution. However since the internationalization is much more risky
than the diversification, the diversification should have the priority
excluding a case that corporate purpose can not be reached by the
diversification (See Figure 4-4)”. However this product-market strategy is
not appropriate in every case. Today's marketing management and
competition are practiced differently from the international marketing age
since the market, business activities, and competing fields have
globalization.

Figure 4-4 Product Market Strategy
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Source: Ansoff [1965] Corporate Strategy, McGraw-Hill, p.109.
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However, there is no clear definition for the concept of globalization.
The words of “global” and “globalization™ are used too many times and it
is pointed out that the world scale strategy and global strategy are often
misunderstood. A global marketing is one with the vision of exceeding a
specific country. However, it does not mean the strategy standardized is in
a world scale form. The characteristics of their marketing channel are
different with the industry. It is general to decide each marketing channel
strategy accordingly with the industry of global and multi-domestic fields.
The former industry generates a marketing channel competition priority by
adjusting and integrating which takes in a global scale in some forms. In
which case is called “multi-local” for the latter.

The marketing channel competition between the plural foreign
companies taking such global marketing channel strategies in the global
market is the global competition. The reasons for this marketing channel
competition in general are the followings.

First, the barrier diminished in trading and direct investment. Secondly,
easing of the knowledge transferred to outside countries pull the
development of international economy. Thirdly, the global business
strategic alliance and the merges and acquisitions became active and the
strategy of combined fleets is necessary for the priority in global
competition. Fourthly, the cost and risk in research and development
increased and the strategy in volume production and volume sales by
specifying the product type which are performed worldwide. Therefore, it
became easier to be a possession of the captainship in the de facto standard,
and the oligopoly in the global market has proceeded for a part of industry.

On the other hand, the mass-customization became possible by the
development in designing and production technology with the market
segmentation strategy responding to each country's market demands in
detail, it became possible. However, the global market does not represent
only the market with the common demands in global issues. It is the market
providing products and services according with the best match of the
domestic production, import, and local production for many countries'
companies in global marketing competition. The domestic market as well.
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5. Historical Role of Information Technology

5.1 Business Strategic Alliance and Information Technology

There is development in information technology at the base of
development projects and technical cooperation on a global scale by
companies’ business strategic alliance. Information technology
development enables one to control many different elements at the same
time, and to also look at their relationships in many different ways. These
days there are many companies that have high level business strategic
alliance strengths in different fields, but with the information linkage, each
company can connect beyond their old industrial field. On one side, they
can dissolve risk and set fixed capital, mutually relying on other companies'
marketing channel strength, but also they can adjust their activities for just
in time operations. These business strategic alliances on a global scale are
supported by this type of information technology. Needless to say, the
breadth of technical development due to information technology is
increasing.

5.2 Individual Business Strategic Alliance: Historical Perspective

Provided that inter-linkage between companies will be network by
“business strategic alliance” in the future, an effect on marketing channel
will also result. Cooper and Gardner (1993) have taken up this movement,
and he is re-researching business assets. According to Cooper and Gardner
(1993), in an environment where the relationships between company
networking is expanded, company assets should be divided into (See Figure
4-5): core assets [1II], joint ownership assets [ Il |, and combined assets [IV].
Core assets [III] are assets that a company can control at both the strategic
planning and organizational levels. They are assets that are personally
owned by a specific company. Next are joint ownership assets [ Il ], which
are outside the bounds of the company structure, but can be controlled up
to certain point. Combined assets [IV] lie under company structural control,
but can also be put under strategic control of other forces.
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Figure 4-5 Transformation of Company Assets
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Source: Modified Version of Cooper and Gardner (1993) “Building Good Business
Relationships: More than Just Partnering or Strategic Alliances”, International
Journal of Physical Distribution and Logistics Management, Vol.23, No.6.

These days, the developing of business strategic alliance is forming
complex marketing channel connections globally, in different forms such as
consolidated companies, technical cooperation, OEM, and collaborative
study and development. To use Cooper and Gardner’s definition of
company assets, companies are able to deal flexibly with the many locally
individual market environments and the diversity of technical development
by organizing in an advantageous form that utilizes the relationships
between company sphere of combined assets [IV] and joint ownership
assets [ I ]. While diffusing cost and risk by combining the advantages of
mutual companies, it becomes possible to organize an innovation marketing
channel. After all, as the relationships between company linkage
complexity advances, the competitive strength of companies will come to
depend heavily on being able to utilize the gray zone of combined assets
[IV] and joint ownership assets [ II ] themselves as opposed to market
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competition that is a precondition to a market environment.

Let us take an example concretely.

It was business strategic alliance between companies concerning
media. If a large scale information infrastructure is developed, the spread
of media will not be limited to the information industry, but will also have a
big effect on other areas such as publishing, mass media, and home
electronics. It has the potential to change the form of the industry itself.

In the past, various international cooperative ventures were being
realized, connected to the development of media devices. The most
important one was the founding of Kaleida. Kaleida had been created from
joint capital by IBM and Apple Computer. Kaleida would certainly
develop media data processing techniques, but it was also working to
construct a business consortium in Japan, Europe and the United States
with Kaleida at its core.

In February 1993, six companies: Apple Computer, AT & T, Motorola,
Matsushita Electric, Sony and Phillips all invested capital in the United
States companies General Magic, and they also adopted system software
developed by this company as a business standard. The seven company
consortium would cooperate on basic specifications and communication
standards, but would develop the products separately. After NTT, NEC,
Fujitu, Toshiba, and France Telecom invested in General Magic in 1994,
the chances of this company's communications software becoming the de
facto standard had increased. The movements of making a consortium
based on Kaleida, as well as the international cooperation based on General
Magic, were both typical examples of organizing an the relationships
between company sphere that was based on technical standardization and
compatibility.

Next, we will mention Computer Hardware and R&D on
semiconductor technology examples.

In Micro Processing Unit research and development, IBM, Apple
Computer, and Motorola were cooperating to develop a new Micro
Processing Unit (Power PC) to compete with Intel, whose Micro
Processing Unit dominates the market.

In the past, they were on the path towards switching from large scale
integrate to ultra large scale integrate, and also developed DRAM to 64
mega byte and 256 mega byte in study development on semiconductor
technology accumulation. In the future, they would have to bring study
and development to the gigabit level. One of the biggest problems raised
was that as memory allotment increases, so must the investment in
equipment. Considering the necessary equipment investment for 3,000,000
units for one production month: at 1 mega byte about 50 billion , at 4 mega
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byte it doubles, quadruples at 16 mega byte, and was eleven times that at
64 mega byte. Due to this, joint development projects were started to deal
with ballooning costs and risks. One example was the 256 dynamic random
access memory joint development project by Siemans, IBM, and Toshiba.

Besides this, there was a rapid of company linkages and business
strategic alliance competition concerning compatibility and standardization
of interface devices, computer languages, application software, and HD
television.

5.3 Airline Industry and Communication Industry

In example of business strategic alliance, this section explains two
industries. One is Airline Industry. The other is Communication Industry.
With the regulation relaxation of the United States in the 1980's, the
multinational business strategic alliance has constructed and the
competition between the alliance and the cooperation and competition
among the alliance have been continuing. The business strategic alliance
objects are widely covered from purchasing of the materials, the
maintenance of the aircraft, and the sales of tickets to sharing the flight
code, the mileage services called Frequent Flyer Program (FFP), and the
cooperative navigation. There are four business strategic alliances formed
in global scale at present.

(1) American Airlines, Canada Airlines International, Japan Airlines, Air
France and British Airways.

(2) Delta Air Lines, the United States Air, All Nippon Airways, Swissair,
Air Australia, Singapore Airlines, Malaysia Airlines and Cathay
Pacific Airways.

(3) United Airlines, Air Canada, Lufthansa, Scandinavian Airlines and
Varig Brasil.

(4) Northwest Airlines and KLM-Royal Dutch Airlines.

Even in this industry, the decision to meat and separate is made fast
when the business strategic alliance does not bring the profit by leaving the
business strategic alliance to rejoin another business strategic alliance. The
mergers and acquisitions strategies are adopted often.

The swelling of the global industrial reorganization will be increased
like the communication industry by the involvement in the progress of
Open Sky Policy and the national interests of each country. The various
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business strategic alliances and the global mergers and acquisitions will be
mixed from now on.

The next service interlocking alliance is communication industry. The
global scaled teamwork is progressing with the motivation driven by the
antagonism and cooperation between the United States and European
companies. The regulation relaxation became the trigger starting from the
United States and spread to Japan and Asia. The global scaled business
strategic alliance is about completed in this circumstance.

The telecom companies in the United States and Europe formed three
business strategic alliances and struggling to earn the hegemony of market.
The three business strategic alliances are World Partners of the new
generation business strategic alliance structured by the United States AT
and T as the core position, Global One of the joint venture company
structured by Germany Telecom, French Telecom with the United States
Sprint, and Concert of British Telecom with the United States MCI joint
venture. NTT constructed of the business strategic alliance in Asia as the
fourth power to oppose the United States and European forces. The aim of
such business strategic alliance is the one stop shopping of the boarder-less
communication services. The United States telecom companies
concentrated their strategies to aim the fusion of communications and
media industries by formed the various business coordination with
production companies in television network, cable television, movie and
amusement industries.

Only in the mobile telecommunication field like the cellular-phone
industry, there were over ten plans in the global business strategic alliance
projects including the business limiting its service area. The Iridium in the
earth around satellite business were in the process of performing the
launches of sixty-six satellites into six orbits, the launches of ten satellites
into two orbits by ICO of the international maritime satellite organization,
Globalstar with forty-eight satellites, and Odyssey with twelve satellites.

Asia Pacific Mobile Telephony Satellite Project (APMT) was trying to
cover the Asian area by the stationary satellites. Three powers of the
companies in the United States and Europe including Teledesic, Celestri,
and Skybridge-CyberStar proceeded in the new business in the high speed
data transmission services using the communication satellites.

This shows just how crucial the gray zone structure is to companies.
What we have to carefully consider here is that starting with information
techniques, technology in new science developed by America companies
have become the de facto standards. Currently, the competition surrounding
the organization of the marketing channel on a global scale, which revolves
around the developments and intellectual rights of the United States
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businesses, has intensified. The competition became fierce starting in the
2000°’s.

Along with that, the marketing channel strategy of Japanese
companies  (who increased their competitive strength by choosing
marketing channel that stresses process innovation instead of invention,
where they improve a product and its distribution process for produce a
lower cost, higher quality product)gained the global spotlight in the eighties,
but this spotlight has shifted as the economic ratio shifted from energy and
natural resource heavy industry to brain heavy industry.

6. Present Problem of Japanese Marketing Channel

There are two characteristics in the marketing channel for today's
Japanese companies as follows:

(1)All industries are proceeding in the business strategic alliance and
the mergers and acquisitions. On the other hand, they are behind the
United States and Europe, especially behind the United States
companies. Many of the companies are not only behind but also has
not ground design.

(2) The industries mainly taking the horizontal type strategy including
non-manufacturing industry, such as services and software and media
industries are poor in taking the initiative in global competition.

6.1 Two Innovations

This section of the following discusses the business strategic alliance
direction that it should be taken after analyzing the present situation from
the points of views in the above listed (1) to (2).

The manufacturing industry maintained the predominance by
combining the global appropriate placement and various alliances based on
the perpendicular integration including the distribution keiretsu. The typical
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industries are the automobile, home appliances, medicine, and machinery.

In these industries, the two knowledge creating activities promoting
the manufacture as the core aspect for reforming the distribution processes
in addition to the reform of products are making the innovation in
succession.

Whereas, with an inter-company point of view, Porter (1980)
evaluated the manufacturing process reformation of Japanese companies
once (See Figure 4-6). Porter (1980) briefly emphasizes as follows at the
present. “At the time when the rivals were far behind working from the
frontier of productivity in 1980, they could keep their victory by improving
total quality management and the continuous improvement in business
efficiency. However, the clear strategic position is necessary at the present
since the difference of the business efficiency between the foreign
companies has shrunk. However, the problem is that Japanese companies
have hardly any strategy.” The basis of his words is the vision of that
although the companies aim for the improvement in business efficiency by
total quality management, bench marking, time-based competition, partner
formation, outsourcing, reengineering, they are only for the marketing tools
and not marketing strategy.

Figure 4-6 Competitive Strategy
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Company
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Source: Porter (1980) Competitive Strategy: Techniques for Analyzing
Industries and Competitors, The Free Press, p4.
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The marketing strategy is to create the differences in succession from
the other companies by performing different activities from the rivals or by
using different methods resulting in the same activities (Porter, 1980).
Therefore, the companies must have a clear trade off in the original
competing position and strategy (Porter, 1980).

There are still two suggestions for the future of Japanese marketing
channels. First, the traditional knowledge creation which Japanese
companies are good at should be kept proceeding by distributor as the core
aspect. Secondly, the rules of the game should be changed since the time
already entered the severe information competition age and the top
management should directly construct a clear vision and strategy making
the difference clear to others. However, both suggestions are only focusing
on part of the manufacturing industries. Therefore, by focusing on part of
the industry, there are the proper fields for each suggestion.

6.2 Knowledge Dynamic Linkage by Business Strategic Alliance

There are two points that differ on the future Information competition
from the traditional stage. The first point is that the 