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Sammanfattning 

Problem: Vilka strategiska nyckelbeslut krävs när en liten svensk organisation, med ett 
lyxigt smyckemärke, ska välja sätt att gå in på den komplexa japanska marknaden? 

Syfte: Syftet med den här undersökningen är att utreda olika strategiska beslut med tanke 
på inträdet och introduktionen av ett exklusivt märke på den japanska marknaden. 
Undersökningen kommer att understödjas genom att författarna analyserar den svenska 
firman, Sandberg, nuvarande situation och Sandbergs mål att inträda på nya marknader. 
Författarna till den här uppsatsen inriktar sig på att lämna upplysningar gällande de 
viktiga saker rörande strategiska nyckelbeslut som Sandberg måste ta när de går in på den 
japanska marknaden. Ambitionen med den här uppsatsen är att illustrera hur 
organisationer i exklusiva sektorer inom liknande industrier ska kunna tillämpa de 
övergripande koncepten för att framgångsrikt inträda på den japanska marknaden. 

Metod: Författarna till den här uppsatsen har valt en deskriptiv infallsvinkel och 
marknadslitteratur har studerats för att finns passande teorier för att underlätta en analys 
av den japanska marknaden. Root (1998) menar att den sociala omgivningen spelar en 
viktig roll när en organisation väljer sätt att gå in på en ny marknad och anser att 
omgivningen kan analyseras genom PESTEL. Så länge som organisationen har en 
förståelse för att den konkurrenstäta marknaden aldrig når ett statiskt tillstånd (Grant, 
1995), så är PESTEL användbart om den kontinuerligt ändras över tiden (Walsh, 2005). 
Den deduktiva infallsvinkeln används eftersom författarna till den här uppsatsen 
fokuserar på att söka efter redan tillgängliga teorier i externa källor för att möjliggöra en 
förståelse för de strategiska beslut som måste tas med tanke på ett inträde på den 
japanska marknaden (Lekvall & Wahlbin, 2001). Den deduktiva dataanalysmetoden 
föredrogs på grund av karaktären av konceptet, att användandet av existerande teorier 
ger en mer objektiv undersökning. 

Resultat: Den här uppsatsen demonstrerar att några av de viktigaste strategiska besluten 
som måste tas inför ett inträde på den japanska marknaden rör följande saker: (a) sätt att 
gå in på marknaden, (b) handelspartners, (c) transport, (d) valutakurs, (e) lokalisering, 
och (f) typ av etablering. Författarna till den här uppsatsen menar slutligen att Sandberg 
kommer att ha nytta av internationella aktiviteter på den japanska marknaden. Det 
kommer troligen öppna upp för framtida tillväxt i området och nya möjligheter för 
expansion. Det är utan tvekan upp till Sandberg att ta tillvara på fördelarna av den nu 
växande efterfrågan i området. 
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Abstract 

Problem: What key strategic decisions are required when choosing the right entry 
mode for a small Swedish firm, with a high-end jewellery brand, on the complex 
Japanese market? 

Purpose: The purpose of this research is to investigate different strategic choices 
in regards to the entry mode and the introduction of an exclusive brand on the 
Japanese market. The research will be supported by analysing the current situation 
of Sandberg and its aim to enter new markets. The authors of this thesis aim at 
enlighten the important issues regarding the key strategic decisions that Sandberg 
will have to take when entering Japan. The ambition with this thesis is to illustrate 
how firms in high-end sectors in similar industries can apply the overall concepts 
in order to successfully enter the Japanese market. 

Method: The authors of this thesis have chosen a descriptive approach and 
marketing literature has been studied in order to find suitable theories to help the 
analysis of the Japanese market. Root (1998) argues that the social environment 
plays an important role in the choice of entry mode and can be analysed through 
the PESTEL framework. As long as the businesses have an understanding that 
the competitive marketplace never reaches a static state (Grant, 1995), the 
PESTEL framework is useful if it is continuously changed over time (Walsh, 
2005). The deductive approach will be used since the authors of this thesis will 
focus on searching for already existing theories in external sources in order to 
enable an understanding for the strategic decisions that have to be made in 
regards to entering the Japanese market (Lekvall & Wahlbin, 2001). The deductive 
data analysis is preferable since the nature of the concept, with the use of existing 
theory, gives a more objective research. 

Results: This thesis demonstrates that some of the most important strategic 
decisions that have to be taken when entering the Japanese market concerns 
following issues: (a) entry mode, (b) trade partners, (c) transportation, (d) currency 
rate, (e) location, and (f) type of establishment. 

Finally, the authors of this thesis believe that Sandberg will benefit from 
international operations in the Japanese market. It will most likely open up 
opportunities for future growth in the area due to the almost certain enhancement 
which in turn give increased opportunities for expansion. It is without doubt up 
to Sandberg to take advantage of the growing demand in the region. 
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1 Background 

In the background the authors will introduce the reader to the subject, discuss the problem area, formulate the 
purpose of the thesis, and describe the delimitations. The chapter will be concluded with a thesis outline. 

International trade has for hundreds of years been important for human development and the 
growth of the world economies. Today we are moving away from a world in which national 
economies have been isolated from each other by trading barriers and differences in 
governmental regulations. The move toward merging economic systems is referred to as 
globalisation (Bartlett & Ghoshal, 1989; Hill, 2005; Levitt, 1983; Porter, 1986). Barriers to 
globalisation are rooted in the differences in national market structure and consumer preferences. 
Time zones, distances, language barriers, cultures and different business systems are other factors 
that have made it difficult to enter new markets (Hill, 2005). Bartlett and Ghoshal (1989) argue 
that international travel and communications reduces these differences. In spite of this, 
businesses have to increase their knowledge about worldwide tastes, habits, and preferences since 
they are far from homogenous (Bartlett & Ghoshal, 1989). Consequently, the forces affecting the 
foreign market activities need to be taken into consideration, when entering a new foreign 
market, as these forces differ from country to country (Akhter & Hamada, 1995).  

In spite of existing and future barriers, the positive effect of globalisation is the increased 
opportunities for businesses to expand and increase their revenues by selling their products 
around the world (Levitt, 1983). Hence, firms are able to create competitive advantage through 
globalisation and this also reinforces the competitive advantages gained at home (Porter, 1986). 
According to Root (1998), the reason for companies’ entry on foreign markets is almost always 
the expected increase of profit on immediate sales.  

A company that has realised its advantages to establish in a foreign market is Sandberg, a luxury 
jewellery company located in Falköping, Sweden. The company was founded by Staffan 
Sandberg, who earlier established Sandberg Tapeter, an internationally renowned wallpaper 
company. Facing the opportunity to acquire an old jewellery business in Falköping, Sandberg 
took the challenge to enter this business and take it to another level. After achieving a strong 
position in the Swedish market, Sandberg is ready to take another step and penetrate a foreign 
market. As emerging markets in Asia are opening up for foreign trade, Sandberg has chosen to 
enter the Japanese market. Though, the complex Japanese distribution and business system has 
during the past decades been a problem for foreign firms establishing in Japan (Martin, Howard 
& Herbig, 1998). Therefore knowledge is needed and a profound market research should be done 
before entering the Japanese or any other foreign market. 

Since it is important to identify the forces in the environment that has an influence on how the 
company will perform on the new market, the authors of this thesis see a need for a specific 
description of Japan as a target market. This leads to a discussion regarding how small- and 
medium sized enterprises (SMEs), like Sandberg, can enter the Japanese market and what forces 
they need to have in mind when doing so. The crucial step when entering a foreign market is the 
choice of entry mode that will make the company competitive in the global economy (Root, 
1998). Root (1998) continues by saying that the choice of entry mode is a reflection of an analysis 
of several conflicting forces on the foreign market. This furthermore enhances the need for a 
thorough market research in order to be competitive on the foreign market. The concept 
regarding forces is also argued by Porter (1998a) who emphasise that a competitive advantage is 
gained through an analysis of the competitive forces in the environment. The PESTEL 
framework is one of the tools used when analysing the strategic environment (Cheverton, 2004). 
The framework defines the political, economical, social, technological, legal, and environmental 
forces and will be used in this thesis. The outcome of the analysis is a critical input to the entry 
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mode decision which in turn determines the degree of a company’s control in the target country 
(Root, 1998).  

The interest for this thesis is probably highest among firms that manufacture their products in 
Sweden due to the focus on exporting products from Sweden to Japan. Of particular interest is 
how the small jewellery firm Sandberg can deal with its current situation and use its resources in 
order to follow the changes in its environment. The authors of this thesis also hope to reach an 
academic audience through our specific description of Japan as a target market. 

1.1 Problem 

What key strategic decisions are required when choosing the right entry mode for a small Swedish 
firm, with a high-end jewellery brand, on the complex Japanese market? 

1.2 Purpose 

The purpose of this research is to investigate different strategic choices in regards to the entry 
mode and the introduction of an exclusive brand on the Japanese market. The research will be 
supported by analysing the current situation of Sandberg and its aim to enter new markets. The 
authors of this thesis aim at enlighten the important issues regarding the key strategic decisions 
that Sandberg will have to take when entering Japan. The ambition with this thesis is to illustrate 
how firms in high-end sectors in similar industries can apply the overall concepts in order to 
successfully enter the Japanese market. 
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1.3 Disposition 
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2 A Brief Background to Japan 

This chapter aims at giving the reader an introduction to the Japanese market place in regards to economical and 
political development. It is intended for the reader with no or limited knowledge about the background of 
contemporary Japan. This knowledge is needed in order for the reader to fully utilize the forthcoming chapters. 

The relationship between politics and business in Japan is different to many other East Asian 
countries (Gomez, 2002). In Japan business and politics is strongly related and differs from other 
countries as it has developed during a longer time period of rapid growth. The Japanese political 
and economical development is closely tied together and can be explained by the history of 
Japan, especially during the time after World War II. Before World War II and a few following 
years after the war were characterized by bureaucracy and governmental interventions to assist 
domestic companies to be competitive towards foreign goods and services. This is referred to as 
the developmental state (Gomez, 2002). 

The society in Japan has been transformed three times; first, when influenced by Chinese culture, 
second, when the US forced Japan to open up their economy, and third, after the loss of the 
World War II during the occupation (Alston & Takei, 2005). The development over the last 50 
years has been immense. The period has involved development and loss of a colonial empire, 
rapid industrialization, urbanization, the introduction of democracy, and the development of a 
modern mass society (Alston & Takei, 2005). The countries in East Asia were poor in 1960; 
income in Japan was higher compared to the rest of the region but well below incomes in for 
example the United States (Mason, 2001). The countries in the region were mainly agrarian and 
traditional and the outlook for economic growth in the future was not very promising. Rates of 
savings and investment were low but the period between 1960 and 1990 yielded a remarkable 
economic growth (Mason, 2001). In Japan, 33.1 percentage of the total labour force were in the 
agricultural sector in the 1960’s, equivalent number 30 years later in 1990 was mere 7.3 
percentages. The decrease in value added in agriculture, 13.1 percent (1960) and 2.5 percent 
(1990) is probably one of the reasons for the large decrease of labour force within the agricultural 
sector. The development of a decreasing agricultural sector meant that more people moved into 
the cities and Japan underwent a period of rapid urbanization. Furthermore, the population 
increased a lot during this period in the area (Mason, 2001). The number of children on average 
in Japan has been two or fewer per family since the 1970’s. The equivalent number peaked during 
the 1930’s and has decreased since then (Mason, 2001). 

2.1 Meiji Restoration 

The Meiji Restoration was a series of events, during 4 years, that led to alterations in Japan's 
political and social structure. It occurred from 1866 to 1869. The development of the economy in 
Japan since the Meiji Restoration has not followed a straight course (Okuno-Fujiwara & Okazaki, 
1999). During the Meiji and Taisho periods, from 1868 to 1926, economic development was 
based upon production and exports of primary industry and light industry focus on textiles 
(Okuno-Fujiwara & Okazaki, 1999). The heavy industry was built up, beginning in the economic 
boom during the First World War and after a break during the recession succeeding the war. The 
growth continued rapidly all the way through the Second World War (Okuno-Fujiwara & 
Okazaki, 1999). In the beginning of the 20th century, primary and secondary industry accounted 
for 39.4 per cent and 21.2 per cent of the net domestic product but by 1940, the primary industry 
accounted for 18.8 per cent and secondary industry for 47.4 per cent (Okuno-Fujiwara & 
Okazaki, 1999). During that same period of time heavy industry and chemical industry gained 
importance while textile lost importance. 

During the post war period a progression of industrial sectors, shipbuilding, cars domestic 
appliances et cetera developed into major export industries and while the light industry fell, both 
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in production and export (Okuno-Fujiwara & Okazaki, 1999). The present economic system 
replaced the pre-war system that was dismantled during the war. The fact that heavy industry 
became a serious export industry implies that the institutional and physical conditions that 
influenced the international competitiveness changed significantly during the war (Okuno-
Fujiwara & Okazaki, 1999). 

2.2 Zaibatsu 

Prior to World War II, Japan was characterized by bureaucracy and cartels of small and medium 
sized companies that were sanctioned by law (Porter, Takeuchi & Sakakibara, 2000). The so 
called zaibatsus would create collective buying power and were protected from competition from 
larger companies by governmental interventions (Porter et. al, 2000). The cartels were centralized 
around a holding company, in general family-owned with a horizontal and vertical network of 
companies surrounding it. These cartels were not as monitored as other cartels and therefore 
enabled the cartels to agree on a lot of things, as prices, production volumes, terms of sales and 
expansions of capacity (Porter et. al, 2000). After the war, the allies put in efforts to decrease the 
advantages of zaibatsus but this was not as successful as intended. The cartels went from being 
family owned into corporations characterized by cross-holding systems, so called keiretsus 
(Porter et. al, 2000). The cross-holding operations favoured stability and the keiretsu stocks were 
rarely traded, this made the corporations very stable and almost no threats of takeovers existed 
(Porter et. al, 2000). The problem with the cross-holding systems were the lack of accountability 
and led to scandals that affected Japan a great deal as will be mentioned further in latter 
paragraphs.  

2.3 Liberal Democratic Party and MITI 

After World War II, the Japanese industry was rebuilt; however, the Democratic Party and the 
Liberal Party had different opinions on what industries to support. By combining the interests of 
the two parties, the Liberal Democratic Party was founded in 1955 (Gomez, 2002). The Liberal 
Democratic Party represents modern conservatism and rules Japan in a coalition with the 
Komeitoa and the new Conservative Party (Ernst & Young, 2001). The Democratic Party is the 
largest opposition party and other parties in the opposition are the Liberal Party, the Communist 
Party and other smaller parties (Ernst & Young, 2001). Responsibility for economic growth lay 
within the central bureaucracy who created and implemented policies for the industry (Porter et 
al, 2000). Head of formulating these industrial policies was the Ministry of International Trade 
and Industry (MITI) which has been identified as the catalyst of the Japanese miracle (Porter et. 
al, 2000). The explanation of this is that the MITI formulated practical and market-conforming 
industrial policies that stimulated rapid growth and investments. Since most firms gained from 
the unification of the Liberal and the Democratic Party into LDP, most companies were willing 
to make political donations to the LDP and funding were given to the LDP through the 
Keidanren, a federation of business organizations (Gomez, 2002).  

Japan copied the West and built a strong bureaucracy, implemented trade restrictions that helped 
the domestic industry. In order to protect the domestic industry, foreign competitive firms were 
often excluded from the Japanese market in order to boost the domestic industry (Porter et. al, 
2000). Trade and foreign exchange controls enabled the Japanese domestic firms to catch up with 
international competition in a majority of industries (Porter et al, 2000).  Pressure from other 
countries and international organizations led to an ease of the restrictions and in 1964 Japan 
started to liberalize imports to gain entrance to the International Monetary Fund, IMF.  
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2.4 The Iron Triangle and Tanaka 

One of the most noticeable actors in the post-war Japan was Kakuei Tanaka. He was president of 
construction company Nihon Denken after 1961 and one of the top politicians in LDP during 
the 1960s and early 1970s (Gomez, 2002). He was taking part in several dubious business events 
in Japan during that time. Tanaka used his position in government to control sales and the 
purchase of governmental land to make a nuclear power plant and a Japanese University (Gomez, 
2002). Tanaka also gave his business associates benefits and sold governmental land at prices 
much lower than market levels to these associates. When Nihon Denken was in trouble, Tanaka 
sold the shares of the company to one of the business associates at a huge premium and avoided 
a loss (Gomez, 2002). The lack of corporate accountability in the corporations made it easy to 
hide dubious business (Porter et al, 2000). In 1972 Tanaka ran for Prime Minister and got elected 
after collecting huge amounts of funding in dubious manners. As Prime Minister Tanaka ran into 
trouble by massive government expenditures during the time of the first oil crisis and the collapse 
of the Bretton Woods system (Gomez, 2002). Tanaka was at the same time indicted and 
convicted of bribery and his dubious election fundraising was exposed in the press which led to 
his resignation (Gomez, 2002). After Tanaka’s resignation laws were introduced in 1975 requiring 
stricter control of campaign contributions (Gomez, 2002). This did not stop the corruption and 
by the late 1980s, almost all major leaders in the LDP were involved in corruption scandals due 
to the tight relationship between politics and business (Gomez, 2002). The reason that many 
politicians were indicted with corruption can be derived from the bubble economy and the burst 
of the bubble. 

2.5 The Bubble Economy 

As the industry in Japan, during the late 1980s, had the ability to adjust to fluctuations of the 
value of the yen, this concerned the government (Gomez, 2002; Okuno-Fujiwara & Okazaki, 
1999). In order to induce relocation of production to other countries to focus on new value 
adding enterprises, the bank of Japan set very low interest rates, effective to zero or even less 
(Gomez, 2002). Companies did relocate but the massive amount of free capital led to increasing 
speculation in real estate and corporate debt accumulated backed by inflated assets. Development 
of leisure facilities, construction projects in rural areas where real estate projects that were carried 
out (Gomez, 2002). The bank of Japan tried to correct the interest rates but it was too late and 
the bubble burst. Both organized crime and politicians at higher levels took part in the 
construction projects and several politicians were implicated. When the bubble burst, the 
numbers of bad loans were massive and most financial institutions suffered severe losses as the 
bubble burst (Gomez, 2002) 

In the early 1990s, the aftermaths of the bubble started to show, an economic downturn and a 
series of scandals occurred in 1992, (Gomez, 2002). The Keidanren reconsidered their political 
contributions to the LDP during this time, seizing the funding and thereby making companies 
more independent. Still today, many companies have problems with debs originating from 
dubious investments real estate during the bubble era (Gomez, 2002).  

2.6 Trade and national accounts 

The country Japan is located on a number of volcanic islands and therefore, Japan has a lack of 
many basic natural resources (Fujio Düring, 1985). This forces Japan to import the basic natural 
resources they don’t have from other countries. Though the country imports so many natural 
resources, they still have a large trade surplus proving the efficiency of Japanese industry. 

In 2004, the trade surplus of Japan was 170 billion US dollars. In comparison, the United States 
have a trade deficit of 668 US billion dollars (OECD, 2004b). To further compare and to put this 
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into perspective, look at the trade balance for Sweden. Sweden has a trade surplus as Japan, the 
Swedish trade surplus was in 2004, 28.7 billion US dollars (OECD, 2004b).  

Japan is one of the countries in the world that do the most research and development, along with 
the United States, Japan is the country that spends most actual funding on research and 
development. In comparison to the Japanese GDP, Japan spends more than 3% of the GDP in 
research and development according to OECD numbers from 2003 (OECD, 2005b). That is the 
third most R&D intensive country in the world, exceeded only by Finland and Sweden. Sweden 
spent around 4% of the GDP in R&D (OECD, 2005b). 
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3 Methodology 

In this chapter the authors describes the methodology used in the thesis. This chapter also covers the gathering of 
information connected to this thesis. The benefits and drawbacks are examined in this chapter as well as a 
discussion regarding the analysing method. 

As the authors of this thesis established in the introduction, international trade has been on the 
agenda for hundreds of years. With this thesis, the authors aim at investigating different strategic 
choices in regards to the introduction of an exclusive brand on the Japanese market. The study 
does not claim to be comprehensive in its coverage of firms and sectors, rather with a focus on 
high-end fashion companies producing goods in Sweden and exporting to Japan. 

This research discusses the strategic decisions that can be made in regards to the entry mode but 
more research need to be done (fieldwork et cetera) in order to refine and implement the findings 
of this study. By basing the framework of this study on qualitative data from secondary sources 
the authors will try to provide a basis for future decisions. 

3.1 Frame of Reference 

In order to find information about existing theories within the subject of interest, different 
alternatives exist. The choice of study depends on what is known about the problem before the 
research is taking place (Patel & Davidson, 2003). The different alternatives of study are usually 
explorative studies, descriptive studies, explanatory studies and diagnostical studies (Lundahl & 
Skärvad, 1999). The authors of this thesis have chosen a descriptive approach. A descriptive 
study is used when knowledge already exists about a subject matter (Patel & Davidson, 2003). 

In this study, marketing literature has been studied in order to find suitable theories to help the 
analysis of the Japanese market. Based on this the theories in chapter four Frame of Reference has 
emerged. Those are the main directions of this thesis. 

Root (1998) argues that the social environment plays an important role in the choice of entry 
mode. The PESTEL framework is very effective in defining the forces in the social environment 
surrounding a company and was therefore chosen. According to the problem stated in chapter 
one, the authors of this thesis aim at discussing the forces that underlie the strategic choices a 
firm can take in order to successfully enter the Japanese market. The PESTEL framework was 
chosen because it is a well-known analysing method and it is widely used throughout the world. 

The aim of the structure in chapter four is to introduce the reader to the subject in order to 
understand the continuing chapter five Empirical Studies.  

3.1.1 Critique: PESTEL Framework 

If a business is looking for a starting point from which they want to enter a certain foreign 
market, The PESTEL framework is adequate. Johnson, Scholes and Whittington (2005) argues 
that managers need to evaluate and analyse the PESTEL framework in order to be able to use it 
and consider other factors than those that so for have had impact on the business. Foreign 
businesses entering a new country will have to get an understanding about the key drivers of 
change and the effect of these on the organisation, the industry and the market (Johnson et. al., 
2005). As Kermally (2004, p. 159) expressed it: “…action should be focused on [the forces with] high 
probability of change with high impact on your business. Consider various scenarios for your business in 
formulating marketing strategy.” In other words, scenario planning might be a better alternative and 
more reliable than the PESTEL framework in markets with high uncertainty where future change 
of current environmental forces cannot provide an outlook for the environment. 
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The outcome of an analysis of the PESTEL framework is hard to generalise as influences vary 
from nations to nations (Johnson et. al., 2005). Managers therefore have to be careful when 
generalising the end result and preferably conduct a separate analysis for each separate market. As 
the influences might differ within a country, sometimes separate analyses are needed for different 
regions (Johnson et. al., 2005). This has impact on the reliability of the PESTEL framework since 
if one is not sure that it is possible to generalise the outcome, it is hard to trust the end result. 
Still, the PESTEL framework is a popular technique to explore the general environment (Walsh, 
2005). As long as the businesses have an understanding that the competitive marketplace never 
reaches a static state (Grant, 1995), the PESTEL framework is useful if it is continuously changed 
over time (Walsh, 2005). Johnson et. al. (2005) argues if the influences are only listed in the 
PESTEL framework, the analysis is of limited value. Instead, if the effect of the key influences is 
combined, the PESTEL framework provides an understanding of the unique changes and what 
implications these have on firms’ strategic decisions (Johnson et. al., 2005; Walsh, 2005). 
Furthermore, the usefulness of the PESTEL framework depends on if the specifics of a firm’s 
business are considered when choosing what environmental factors to evaluate (Walsh, 2005). If 
so it not the case, once over, the outcome of the PESTEL framework is of limited value 
(Johnson et. al., 2005; Walsh, 2005). 

3.2 Empirical Studies 

Empirical data is the part of reality that will be researched and should in a scientific research be 
related to the theory. This is done by the use of induction, deduction or abduction (Patel & 
Davidson, 2003). According to Holloway (1997), the data can either generate new theoretical 
ideas (so called inductive), help modify already existing theories (deductive), or be a mix of both 
(adductive). The authors of this thesis will focus on searching for already existing theories in 
external sources in order to enable an understanding for the strategic decisions that have to be 
made in regards to entering the Japanese market (Lekvall & Wahlbin, 2001). The deductive 
approach will therefore be used. 

The authors of this thesis will take existing forces and experiences that influence the strategic 
choices in Sandberg under consideration. These forces and experiences are taken from real life 
and will be analysed in order to produce a base for future decisions. Therefore, with the aim of 
this thesis in mind, “…to investigate different strategic choices in regards to the introduction of an exclusive 
brand on the Japanese market” neither of the quantitative or qualitative research methods were 
preferred. This since the qualitative methods provide rich data about real life situations (De Vaus, 
2002) and the quantitative method present data that can be expressed with numbers and analysed 
through some kind of statistically computed methods (Holloway, 1997). Another reason for not 
choosing the quantitative approach is that it is risky to compare quantitative researches about 
companies between different countries. There is no problem in regards to the ability to generalise 
the outcome since the purpose is to investigate the different strategic decisions that concern a 
company introducing their exclusive brand on the Japanese market. The purpose does not cover 
the whole population neither the general market and therefore a generalisation is not needed over 
the whole population. Qualitative investigations can not be expressed in quantifiable terms and 
can therefore not be analysed through arithmetic methods (Lekvall & Wahlbin, 2001). According 
to the authors of this thesis, there is no need for arithmetic analysing methods. Although, a future 
need for a refinement of the findings will probably occur and quantitative methods can then be 
useful. 

This structure of the empirical study is meant to enable a deeper knowledge than what is received 
from a quantitative research. The empirical study will follow the same pattern as the theoretical 
framework in order to simplify the understanding for the thesis. Also, all scholars seem to agree 
on one thing, that it is important to empirically measure what is stated in theory (De Vaus, 2002; 
Esaiasson,, 2003; Lekvall & Wahlbin, 2001). It is easier to check if that is done if the empirical 
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study follows the same pattern as the theoretical framework. According to Patel and Davidson 
(1994), the purpose of this kind of research is to gain deeper knowledge about an already known 
subject. In order to gain deeper knowledge the authors of this thesis needed to collect data. 
According to Bryman and Burgees (1999), many methods of data collection are available. Those 
are discussed in the next section. 

3.3 Data Collection 

As with all data collection it is important to secure the secondary data precision and the relevance 
of the data in relation to the problem and purpose (Lundahl & Skärvad, 1999). Theory mentions 
different techniques when gathering data such as the use of surveys, participant observation, 
interviewing and documentary research (Bryman & Burgess, 1999; Patel & Davidson, 2003). The 
choice of technique is dependent on what will, in the most appropriate way, answer the problem 
of the thesis in relation to the given time frame and budget that the authors dispose (Patel & 
Davidson, 2003). With the nature and the purpose of this thesis, information will be gathered 
through a literature study as well as a study of already existing reports and documentation about 
the Japanese market and its business system. Marketing periodicals, OECD reports, previous 
studies, and research reports have been studied in order to find suitable data to help the analysis 
of the Japanese market. Data that is already documented in books, journals, or electronically 
through the Internet et cetera is defined as secondary data (Lundahl & Skärvad, 1999). Based on 
this research, the empirical framework in chapter five Empirical Studies has emerged. Through our 
understanding of this data, an interpretation and explanation will be made that will lead to the 
result of this thesis. Which is a discussion regarding the strategic choice of entry strategy for an 
exporting firm, with a high-end product, entering the Japanese market. 

The opposite of secondary data is primary data. Primary data is collected and produced through 
interviews, questionnaires, or direct observations. Primary data is not necessarily of better quality, 
nor is it a question of first- and second-rate information. Instead it is merely information received 
in first or second hand (Lekvall & Wahlbin, 2001). Secondary data for this thesis is collected 
through a search for information regarding the key words; entry modes, entry strategies, 
international trade, globalisation, SMEs and the Japanese market. The search for secondary data 
is conducted through the library catalogue Julia, E-brary (full-text books online), and databases 
that are accessible from the University of Jönköping’s network. Other sources for secondary data 
are: other company’s web pages, embassies, international trade organisations, scientific research 
reports, branch of trade reports, newsletters, news articles, and the Chamber of Commerce 
(Lekvall & Wahlbin, 2001). A research can be build mainly on secondary data, a so called 
documentary research, and reach very far in the information process (Bryman & Burgess, 1999; 
Lekvall & Wahlbin, 2001). Although this thesis will to a large extent be based on secondary data, 
primary data are collected to support this thesis by an analysis of the current situation of 
Sandberg and its aim to enter new markets. Therefore primary data regarding Sandberg’s current 
situation and future goals are collected through personal interviews with representatives from 
Sandberg, M. Winfridsson and P. Artling. Together with the use of this primary data and theory 
the authors will then be able to show how existing factors and experiences in a firm can influence 
the strategic choices when entering a new market. 

It is not only important to differentiate between primary and secondary data. It is also important 
to understand the need for primary sources (note: not primary data) because information tend to 
change when it travels from source to source (Lekvall & Wahlbin, 2001). A primary source 
reflects one person’s opinion. Changes can be both positive and negative, according to Lekvall 
and Wahlbin (2001). Important parts of the information sometimes vanish or is simply translated 
incorrect. On the other hand, the changes might give extra value to the analysis. This is the case 
when the information is put in a relevant spectrum for the receiver or in a summary that does not 
include irrelevant noise (Lekvall & Wahlbin, 2001). 
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In order to find the best available literature, the authors of this thesis went through literature and 
found the most referred authors in the fields of interest for the thesis. Narrowing down the 
number of authors to the most referred and recent authors should secure the quality of the 
literature used in the theoretical framework. By using principal scholars and their theories in this 
thesis would in the extension secure the quality of the thesis as well. 

3.4 Benefits and Drawbacks 

Japan and Sweden are not only different in regards to customer preferences and cultural 
differences. Japan is situated on the other side of the world and has a much larger population 
compared to Sweden. The large distance to Japan obstructs the possibility of interviewing 
Japanese customers in Japan. Instead of this being seen as a problem, the authors of this thesis 
argue that this merely implies an increase in the need of already collected data. If data already 
exists there is no need of collecting more data at this stage of the study. Collecting primary data is 
time consuming and costly and should therefore be avoided when trustworthy and accessible data 
exists (Hague, Hague & Morgan, 2004). In order to get a thorough understanding about the tastes 
and preferences of the Japanese consumers, a quantitative research, with the use of surveys, 
would be interesting. But once again, with the purpose of this thesis in mind: “…to investigate 
different strategic choices in regards to the introduction of an exclusive brand on the Japanese market” it is not 
necessary to examine the specific customer. Instead of focusing on the consumer, this thesis aims 
at explaining the forces in the social environment of a company acting on the Japanese market 
and what internal resources in Sandberg that affects the strategic decisions that has to be taken. 
For that reason, this thesis is carried out with mainly secondary sources.  

The initial research for this thesis was characterized by some difficulties to find the correct 
sources but with more knowledge about databases, E-brary, and the library catalogue, the search 
became easier. With focus on the Japanese market, information is available in Japanese but with 
no knowledge of the Japanese language, this information had to be excluded from the research. 
Lekvall and Wahlbin (2001) claim the Japanese deliberately use the Japanese language in several 
explicit market information sources. The reason for that is to avoid competition from westerners 
that have a hard time using the information. However, it will probably pay off to translate the 
information but with a limited budget, the authors of this research had no possibility to do so. 
Still there is a lot of information available in English regarding the Japanese market, entry modes 
and strategic decisions, which was used in this study. Furthermore, sources with a wide 
geographical focus are normally preferred according to Lekvall and Wahlbin (2001). But for this 
thesis, the authors preferred information specific for the Japanese market before more general 
information. This is the correct way of conducting research for a separate country or 
geographical area (Lekvall & Wahlbin, 2001). 

The authors of this thesis have come across plenty of existing data regarding the Japanese market. 
It is sometimes hard to separate useful data from data that has been collected for a completely 
different purpose. The authors of this thesis have tried to focus on the purpose of this thesis in 
the search for good data that fit our study. A lot has been written during the past decades about 
globalisation, entry strategies and competitive advantage. Many of these journals, reports, and 
books focus on multi national corporations (MNCs) but are covering many factors that can also 
be applied on SMEs. With the use of this already existing information and the empirical data 
gathered this research aims at interpret and draw conclusions that will give recommendations on 
how a Swedish SME in the high end sector can export to Japan. Through a thorough research the 
authors of this thesis have increased the possibilities to give good recommendations. The 
procedure for this is stated in the next section. 
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3.5 Data Analysis 

“To analyze or to provide an analysis will always involve a notion of reducing the amount of data we have collected 
so that capsule statements about the data can be provided…” (Hardy & Bryman, 2004, p. 4). In other 
words whatever strategy used, the challenges with data analysis concern transforming a massive 
amount of data into findings that is manageable and understandable (Hardy & Bryman, 2004; 
Patton, 2002). Qualitative examination has been exposed to critique regarding the precision of 
the analysis and has been accused of generating uncertain and partly arbitrary results compared to 
quantitative approaches (Lekvall & Wahlbin, 2001). Lekvall and Wahlbin (2001) are to some 
extent hesitant to this statement and argue that every investigation should carefully examine the 
research, regardless of what kind of research strategy is used. The data analysis is typically 
oriented to answer the research question in all researches (Hardy & Bryman, 2004). 

Because the authors of this thesis want to draw conclusions from existing theories, the deductive 
data analysis was appropriate for this study. In deductive data analysis, the researcher wants to 
prove something and through general principals and existing theories the researcher can draw 
conclusions about a specific phenomenon (Patel & Davidson, 2003). The existing theory decides 
what information should be gathered, how to interpret this information and how to relate the 
result with the existing theory. The deductive data analysis is preferable since the nature of the 
concept, with the use of existing theory, gives a more objective research. In this kind of research, 
the result is not affected by the researchers subjective view point. On the other hand the use of 
existing theory might lead to that new results are not discovered (Patel & Davidson, 2003). The 
authors of this thesis have tried to overcome this phenomenon by reading and evaluating 
contradicting journals to the theories used. In the analysis the authors of this thesis have 
examined the empirical findings in regards to the theoretical framework in order to reach a 
comprehensive conclusion about the strategic choices that has to be made in order to 
successfully enter the Japanese market. The authors of this thesis aim at explaining the strategic 
choices that has to be made for a company like Sandberg when entering the Japanese market.  

To reach trustworthiness, this research answers the different aspects of the concept mentioned in 
the theoretical framework. In order to maximize of trustworthiness, the purpose of the research 
has been underlying the whole research throughout the making of the methodology, the 
theoretical framework, the empirical study, the analysis, and the conclusion. Furthermore, as 
already touched upon, a lot of data is available about the Japanese market. In order to make an 
analysis possible the authors of this thesis have structured this thesis in a logical manner. The 
theory, the empirical chapter, as well as the chapter including the analysis are all similarly 
designed. The authors of this thesis aim at facilitating a simple way of understanding the Japanese 
market with this structure. 
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4 Frame of Reference 

The frame of reference is the sum of the knowledge, theory, and models the authors of this thesis have used to precise 
the content in the investigation. A mix of borrowed and mixed theories and models from different sources is 
represented in this section and is specific for this research. 

4.1 Introduction 

For small and medium sized companies to be successful abroad it needs a clearly defined strategy 
for both the entry mode and maintaining the position (Wignaraja & O’Neil, 1999). Porter (1983) 
claims that strategy is a combination of the goals that the company aims for and the methods 
they use in order to reach them. The aim of formulating a strategy in growing trade industries 
must be to handle the insecurity and risk during this period of development (Porter, 1983). 
Strategy is “…the pattern or plan that integrates an organisation’s major goals, policies, and action sequences 
into a cohesive whole. A well-formulated strategy helps to marshal and allocate an organisation’s resources into a 
unique and viable posture based on its relative internal competencies and shortcomings, anticipated changes in the 
environment, and contingent moves by intelligent opponents.” (Mintzberg, 1998, p. 3). Strategic decisions 
are, according to Mintzberg (1998), those decisions that determine the overall direction of the 
company and its ultimate course of action in regards to the changes that may occur in its 
surrounding environments. The strategic decision is: “…effective over long periods of time, affects the 
company in many different ways, and focuses and commits a significant portion of its resources to the expected 
outcomes.” (Mintzberg, 1998, p. 47).  

Accordingly, it is general knowledge that in order to take correct decisions, one needs to base 
them on some kind of information. Business activities in foreign countries demand two types of 
knowledge, general knowledge and market specific knowledge (Andersen, 1993). General 
knowledge is the knowledge held by the company about the products, design, organizational 
structure and organizational knowledge. Market specific knowledge is the knowledge that can be 
gained through experience in the market (Andersen, 1993). When entering a foreign market, it is 
also crucial to have what is called experiential knowledge, which is knowledge gained through 
experience. Experience in foreign markets is hard to obtain for non nationals (Johansson & 
Vahlne, 1977). This type of knowledge consists out of forces that make a country unique. These 
forces are for instance, culture, religion, language, level of education, industrial development and 
business practices (Andersen, 1993; Johansson & Vahlne, 1977). Limited knowledge about these 
forces will restrain the company from taking the best decisions in the market entry process 
(Andersen, 1993). Companies then have to rely on the general and market knowledge.  

There are two ways of looking at the lack of knowledge when entering a new market, Hymer 
(1976) sees it as a cost versus benefit problem. Hymer (1976) reasons the cost of lack of 
knowledge has to be compensated for by revenues from the company’s business activity. 
Andersen (1993), on the other hand, believes that a company can gain the knowledge needed in 
small steps. Gain the knowledge they need to take the next step in the process and gradually 
collect all the information they need. 

Although each strategic situation is unique, are there some theories that can define a good 
platform that strategic decisions can be based on? According to Whittington (2001, p.9): “Theories 
are important. They contain our basic assumptions about key relationships in business life. Theories tell us what to 
expect as a result of our actions”. What theory is then useful in what situation? The essential part in 
formulating a competitive strategy is to explain the connection between the company and its 
environment (Porter, 1998c). Porter (1998c) argues that the industry environment practices 
strong influence on what strategies are potential for the company. Forces in the social 
environment influence all actors within the industry, while forces in the industry environment are 
specific for each company (Porter, 1998c). It is especially important for small firms to understand 
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the forces that affect the market because they are generally more sensitive to changes in their 
environment (Leonidou, 2004). The external forces are found in the social- and industry 
environment. Social- and cultural conditions, laws and policies, the trade industry, and 
infrastructure, are examples of social forces and are along with the industry forces; competitors, 
suppliers, distribution system, and customers, external (Lekvall & Wahlbin, 2001). Also, the 
choice of entry mode is influenced by many internal forces (Root, 1998). Internal forces are 
found in the company environment. The organisation and its culture, goals and policies, 
resources, and market position on the home market are examples of internal forces (Lekvall & 
Wahlbin, 2001). Since the choice of entry mode for a given host country is influenced by many 
external forces (Root, 1998) the authors of this thesis will in the next section explain the external 
forces through the PESTEL framework and the internal forces in the course of the internal 
company environment. 

4.2 External: PESTEL Framework 

It is important to understand the long-term forces on the market and how they change. By 
recognising and understanding the relevance of these changes ahead of the competition, the 
company can gain advantage (Cheverton, 2004). A company create a competitive advantage by 
satisfying the buyers’ needs better than competitors and make the buyer willing to pay a price for 
a product that exceeds its cost of production (Porter, 1998a).  

Root (1998) emphasise that environmental forces such as political, economical, and social 
character of the host country plays an important role in the choice of entry mode when going 
global. The PESTEL framework develops this statement by explaining: Political, Economical, 
Social, Technological, Legal, and Environmental forces on the market (Cheverton, 2004; Johnson 
et. al., 2005). When any of these forces change, it will have an effect on the competitive 
environment in which an organisation operates (Johnson, et. al., 2005). It can sometimes be hard 
to differentiate if a force is influential economically or politically. For example, taxation is 
sometimes identified as a political force (Johnson et. al., 2005) or as an economical force in other 
cases (Leonidou, 2004; Yadin, 2002). Though, most important is that while conducting the 
PESTEL framework, priority should be focused on the forces with high probability of change 
and high impact on the business (Kermally, 2004). 

4.2.1 Political  

Politically the environment is continuously changing “…from conflict to co-operation.” (Kermally, 
2004, p. 146). Political and social events that may affect the profitability and the security of a 
firm’s investments are considered political risks (Johnson et. al., 2005). Since the attack in New 
York, September 11th, politicians around the world are forming alliances to combat terrorism as 
an example of political co-operation. Political alterations can bring changes in values and 
priorities to a country (Cheverton, 2004). Large-scale revolutions, such as the opening up of 
Eastern Europe after the fall of the Berlin Wall, can arise as well as smaller changes such as a 
shift from a social democratic ruled government to a more capitalistic form of governance 
(Cheverton, 2004). Political intervention in the market place are most likely to happen in 
branches that affects certain political goals like employment, regional development, native access 
to national resources, defence, and culture (Porter, 1998c).  

Political trends and events, wars and diplomatic relations, trade treaties, sanctions and embargoes, 
legislation protecting consumers and on safety, health and employment are examples of political 
forces in the market place (O’Conor, 2000). Root (1998) continues by saying that whether the 
foreign market’s economy is a market economy or a centrally planned socialist economy has an 
impact on the entry mode. Political forces can for example demand production in the country in 
concern, and demand certain product variants and marketing activities specific for the country in 
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question (Porter, 1998c). According to Cheverton (2004), government intervention is part of the 
business process along with suppliers and customers but is occasionally incorrect pointed out to 
distort the marketplace. Yadin (2002) argues that legislation is used to restrict for example 
marketing activities, particularly in industrialised countries. This kind of legislation could belong 
under either political or legal forces depending on its nature and local circumstances. O’Conor 
(2000) defines political and legal forces under the same heading. The authors of this thesis argue 
that as long as companies recognise and understand the relevance of these forces, it is not crucial 
under what heading the forces are defined. 

4.2.2 Economical (including the trade industry) 

Local, national and international economic movements influence a company’s activity on the 
market (Yadin, 2002). Forces such as local and national taxation, currency, raw material prices, 
and interest rate fluctuations have strong effects on the global market (Leonidou, 2004; Yadin, 
2002). GDP figures, inflation, trends in valuation of intangible assets, and stock market values 
(O’Conor, 2000) as well as business cycles (Johnson et. al., 2005) are examples of other 
economical forces. The size of the economy measured in gross domestic product per capita 
(GDP), is related to the market size of the product (Root, 1998) and the size of the market plays 
an important role in the choice of entry mode. A small market favours entry modes that have low 
breakeven sales volumes, such as indirect exporting, the use of an agent or distributor, licensing 
and contractual arrangements (Root, 1998). That is also the case when the business is 
concentrating on a particular smaller part of a large market. Furthermore, disposable income is an 
economical influence on a firm’s strategic decisions (Johnson et. al., 2005). 

In order to access each national market, it is important to come to an agreement with local 
distribution channels in order to successfully compete on the local market (Porter, 1998c). This is 
especially the case, according to Porter (1998c), when the total sales are too small to justify a 
separate distribution channel. Other issues for the global company to consider are the need for 
local sales groups and services, complicated adjustments of price and performance, as well as 
transportation time (Porter, 1998c). Transportation costs can be very high if the product need to 
be delivered fast or if it is of great value, it then requires special delivery methods. 

Many small exporting firms find it hard and costly to export due to customs documentation, 
shipping arrangements, and other issues exporting firms face (Leonidou, 2004). Exporting 
requires more administrative work compared to selling on the home market but there are 
assistance to be obtained from consultative services, government agencies, and financial 
institutions, according to Leonidou (2004). In Sweden, ALMI Företagspartner, Euro Info Centre, 
and Exportrådet (Swedish Trade Council) provide information to exporting companies at 
reasonable prices. Information is also available from different consulting firms. 

4.2.3 Social 

Culture, values, language and social structure differ between countries (Leonidou, 2004; Root, 
1998). This implies that social forces influence a company’s choice of entry mode due to the 
cultural distance between the home country and the host country. Social forces can be defined as 
the ways in which changes in society affect the organisation (Cheverton, 2004). Hence, most 
social forces can also be classified either as political (Johnson et. al., 2005) or economical 
(O’Conor, 2000; Yadin, 2002). For example, consumerism is argued to fit either under social or 
economical forces (Johnson et. al., 2005). Changes in the number of people in the population and 
within population groups (gender and age concentration et cetera), baby booms, substance of 
households, lifestyle changes, changes in life expectancy and mortality, and local conflicts and 
national wars are examples of social forces (O’Conor, 2000;  Yadin, 2002). Consequently, 
demographic changes affect human resources and marketing strategies for companies (Kermally, 
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2004). For example, an ageing population subsequently implies a declining working population. 
As a result, the pattern of consumerism is changing which can be both threatening and provide 
opportunities for the private sector (Johnson et. al., 2005). 

It is most likely hard to compete with a global concept in countries where intense local 
marketing, service, or other close customer vicinity is needed to compete on the market (Porter, 
1998c). It is therefore important to decentralise the activities in order to come close to the 
customer segment. Also, due to differences in culture, economical development, level of income, 
geography and climate, different product variants is needed for varying national markets (Porter, 
1998c). This becomes an economical issue for the company and affects the choice of entry mode 
(Porter, 1998c). If the level of income is low, production might be needed in a certain country 
due to access to cheap raw material and workforce in order to lower the price to the consumer. 

4.2.4 Technological (including infrastructure) 

The effect of new and emerging technology is often strongest in telecommunications and 
entertainment companies (Kermally, 2004). Technological trends and innovations, smart systems, 
increasing speeds in producing units, improvements in artificial intelligence, diversification and 
the increased use of computer programs are examples of technological forces on the market 
(Leonidou, 2004; O’Conor, 2000). Innovations within the telecommunication industry, such as 
multimedia mobile services (data, entertainment, and text messaging), has been the driver behind 
recent changes within many other industries and sectors (Johnson et. al., 2005).  

For an exporting company the infrastructure is more important compared to new technological 
trends within the production field in a country. Still, companies can use the new technological 
innovations in marketing campaigns, as alternative distribution channels, and by means of 
spreading general information about the products (Johnson et. al., 2005). There might, according 
to Johnson et. al. (2005) be cost advantages from wider-scale operations. This is especially the 
case in larger-scale production companies which compete with lower costs. 

Infrastructure is electricity, telecommunications, railroads, water supply, natural gas et cetera 
(Kessides, 2004) and is an important factor when considering the attractiveness of potential entry 
modes (Johnson et. al., 2005). Infrastructure forces such as railroads determine the choice of 
entry, as high transportation costs make it hard for exported products to compete with the local 
products (Root, 1998). This is especially the case in exporting companies with a large 
geographical distance between the two countries in concern. Kessides (2004) argues that 
infrastructure is mainly funded through governmental investments but he sees an increase in the 
privatisation of infrastructure throughout the world. This increased reliance on private 
infrastructure to enhance services, promote innovation, and improve efficiency requires clear 
guidance on what should be done (Kessides, 2004). Existing infrastructure is generally better in 
industrial developed countries like Sweden, the United States, and Japan compared to developing 
and transition countries (Kessides, 2004). The better the existing infrastructure is, the more 
attractive foreign firms find the national markets (Johnson et. al., 2005). 

4.2.5 Environmental 

Environmental matters concern the local, national, and world environmental issues regarding 
environmental protection laws, waste disposal, energy consumption et cetera (Johnson et. al., 
2005). Environmental governance affects companies worldwide and huge resources are needed in 
order to maintain effective and efficient environmental governance (Kanie, 2004). While the 
other forces in the PESTEL framework concerns every kind of company, environmental issues 
mainly concern producing companies due to their nature (Johnson et. al., 2005; Kanie, 2004).  
Companies that are exploring new markets need to understand for example customer preferences 
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for environmental friendly packaging and energy saving transportation methods as well as 
governmental regulations concerning these issues (O’Conor, 2000; Root, 1998). 

4.2.6 Legal 

Legal forces are governmental regulations and policies that obstruct the entry of foreign business 
by restrictive import policies such as high tariffs, tight quotas and other barriers (Leonidou, 2004; 
Root, 1998). Furthermore, a company entering a foreign market has to consider the local 
competition law, the employment law, health and safety restrictions, and law protecting the 
consumer on product safety (Johnson et. al., 2005). 

Tariffs and duty fees protect a country’s own production from foreign products by adding 
expenses to products from other countries (Porter, 1998c). Tariff and non-tariff barriers are often 
a key factor when companies decide on local production and exporting (Johnson et. al., 2005). 
The higher the entry barriers are the more attractive is local production. Tight quotas are 
restrictions in quantities of a certain product that are allowed to be exported to a country 
(Leonidou, 2004). Other legal barriers are world laws concerning bribes and taxes if they are set 
to negatively influence the global trade, according to Porter (1998c). 

Different legal restrictions, building regulations, and technical norms can force different variants 
of a product on national markets (Porter, 1998c). Global competition suffers when national 
markets require different products. One of the main barriers for global competition depends on, 
according to Porter (1998c), the cost of changing the products so they meet national market 
needs. If the differences can be mastered in a cost-efficient way, the company can then take 
advantage of the global economies of scale (Porter, 1998c).  

4.3 Internal: Company Environment 

The response of external forces that determines the choice of entry mode is dependent on the 
internal forces of a company. These are forces such as the product of the company, the resources 
of the company and the commitment by the managers (Root, 1998).  

Product forces influencing the choice of entry mode is dependent on the differentiation of a 
product, whether the product is an industrial product, technologically intensive product or a 
service (Root, 1998). Highly differentiated products with a high competitive advantage over other 
products give the seller the advantage to set the price level. This in turn gives the company the 
possibility to choose entry modes such as export entry. If the product is low in differentiation, 
the price competition is high and local production should be considered (Root, 1998). 

The company size and its resources are critical forces on the choice of entry mode. Additional 
entry modes are available for the company if they are able to spend more on management, 
marketing, and production skills. But no matter how many resources the company possesses 
there must be a willingness to invest in the chosen foreign market (Kjällman, Sundnäs, Ramström 
& Elo, 2004). In other words the managers level of commitment to invest, determines the choice 
of entry mode. Here the attitude of the management and the corporate strategy set the degree of 
commitment to international business. International commitment also increases as the company 
gain more international experience. Success in a foreign market therefore encourages more 
international commitment, which in turn leads to more success (Root, 1998). 

4.4 Choice of Entry Mode 

This section will cover the possible entry modes a company can decide to use when entering a 
new market. After understanding the forces on the selected market, the organisation need to 
choose the most appropriate mode of entry in regards to the external forces as well as the 
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internal resources (Johnson et. al., 2005). Entry modes can be divided into three different classes, 
exporting, contractual arrangements, and direct investment (Root, 1998). The most common way 
to introduce a product on a new foreign market is through export if the company wants to 
minimize international market risk and political risks (Root, 1998). Further down the process, the 
company will focus more on maximizing control instead of minimizing risks as they learn about 
the market and the process (Root, 1998). Investment modes are then more appropriate. To give 
an objective picture of different entry modes, the authors of this thesis will present the entry 
modes, the advantages they generate and also the problems that can arise when using them. 

4.4.1 Export 

Export is the most common way to conduct business activities in foreign countries today as 
companies try to minimize the risks involved in the entry of a foreign market (Root, 1998). 
Export is when companies sell their products to other countries trying to increase the potential 
number of customers and revenues, but maintain the production in the home country (Nelson, 
1999a). Export can be referred to as the process of selling a product, good, or service from a 
manufacturing facility in the home country to customers in a foreign country (Nelson, 1999a). 

Factors that has to be taken into consideration when looking at exporting are currency exchange 
rates, product life cycle, tariffs, attitudes towards foreign products, import encouragement, 
political and host country risks but also international market and financial risks (Root, 1998). If 
the exchange rate between the exporting country and the importing country is low, exports will 
increase since the foreign products will be cheap relative to domestic products (Yadin, 2002). 
When the relation between the currencies is the opposite, customers in the importing country will 
be inclined to buy domestic products as foreign products will be more expensive. The product 
life cycle plays a major role in exporting, according to Nelson (1999a); products with a short life 
cycle are not suitable for export while products with extendable life cycles are more suitable for 
exporting. Tariffs in the importing country will influence the benefits for the exporting company, 
if the tariffs are low the company will make more money but if tariffs are high, the exporting 
country might have to consider other options for market entry or simply decide not to enter the 
specific market (Porter, 1998c). Attitude toward imported products can vary from country to 
country and it is important for the exporting country to know if the potential customers are 
inclined to buy foreign products or not and it is also important to be aware of the governments 
attitude (Root, 1998). Do they encourage imports or will exporting to the intended market be 
complicated because of trade restrictions (Nelson, 1999a). 

Export can be divided into two categories; indirect export and direct export (Nelson, 1999a). 
Using a domestic intermediary for the export activity is called indirect exporting (Nelson, 1999a; 
Root, 1998). Indirect exporting can also be when a company’s products are exported as parts of 
other products as the case often is for subcontractors to larger manufacturers. Advantages of 
indirect exporting are that a company can conduct indirect exporting with no incremental 
investments, few risks, low start-up costs and profits on current sales (Root, 1998). Furthermore, 
no operational facilities are needed in the host country if the business is exporting (Johnson et. 
al., 2005). Direct export is when the exporting company sells their products directly to the 
importing country to an intermediary in the foreign country (Nelson, 1999a; Root, 1998). The 
company can have their own exporting department or use an agent in the importing country to 
handle the process. Direct exporting holds a small amount of risk and a higher level of control 
over the process but direct exporting demands an intimate knowledge about the foreign market 
(Root, 1998). Small and inexperienced firms can gain access to international markets through 
exporting by utilizing the opportunities that the Internet has brought the last decade (Johnson et. 
al., 2005). 
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According to Root (1998), the easiest way for a company to conduct exporting is to begin with 
indirect exporting and gradually learn about the process, increase export efforts, extending the 
product line, enter new markets and move towards direct exporting. Although, the company has 
to consider the disadvantages with the export entry modes like trade barriers, import duties, and 
transportation costs from the home country (Johnson et. al., 2005; Leounidou, 2004; Porter, 
1998c). Also, exporting decreases the possibilities for gaining local knowledge about the market 
and will most likely create a dependence on the export intermediaries in the foreign country 
(Johnson et. al., 2005; Porter, 1998c; Root, 1998). 

4.4.2 Contractual 

When a company wants to enter a new market they can chose to partner up with a domestic 
actor in that market. This is a mutual gain for the parties involved as both parties get what they 
strive for out of the situation, the contractor enters the foreign market and the contractee can use 
the assets of the contractor (Doole & Lowe, 2001). Contractual entry modes are distinguished 
from export as they are a vehicle for transfer of knowledge and skills and from investment entry 
modes since there is no equity investment by the international company (Root, 1998).  

Licensing 

Licensing can be defined as a contractual agreement between the domestic actor, called licensor 
and the actor in the country the licensor wants to enter, called licensee (Root, 1998). The 
agreement enables the licensee to use the intangible assets belonging to the licensor. This transfer 
is the distinguishing factor of licensing according to Root (1998) These intangible assets can be; 
patents, trade secrets, know-how, company name and trademarks (Root, 1998). Advantages with 
licensing are faster market penetration and the spread of risks and cost among the involved 
parties (Sherman, 1999). In other words, it limits the economic and financial exposure for the 
foreign company (Johnson et. al., 2005) Furthermore, licensing enhances consumer loyalty and 
goodwill, enables the earning of licensing fees and royalties and helps avoiding legal disputes 
(Sherman, 1999). As the advantages of licensing are similar to other contractual agreements, so 
are the disadvantages. Less ability of quality control, the risk of other companies using the 
intellectual property, dependence on the licensee to perform according to the contract, difficulty 
in finding suitable licensees, and administrative problems (Johnson et. al., 2005; Sherman, 1999). 

Franchising 

Similar to licensing is franchising. The difference is that in franchising a contract is signed by 
both parties witch enables the franchisee to conduct business under a trade name that belongs to 
the franchisor. At the same time, the franchisor has the opportunity to maintain control over the 
business process (Adams, Jones & Hickey, 1997). The franchisee invests his money and labour in 
order to get the right to use the branding and system belonging to the franchisor but the 
businesses are two separate entities (Mendelsohn & Bynoe, 1995; Adams et. al., 1997). In order to 
get this the franchisee promises to give up a royalty to be paid to the franchisor on a regular basis 
and an initial franchise fee (Adams et. al., 1997). Other benefits for the franchisor are that the 
market entry is fast, the cost to enter the market is low, enhancing customer loyalty and goodwill, 
and spreading the risk between franchisor and franchisee (Sherman, 1999). The franchisor will 
assist the franchisee in the start up and continuously give advice and provide experience (Adams 
et. al., 1997). There are several different categories of franchising, examples of different 
categories are; business format franchises, job franchises, investment franchises, service 
franchises, industrial franchises, trade mark franchises and product franchises (Mendelsohn & 
Bynoe, 1995). There are several advantages with franchising as mentioned above but there are 
also some risks involved. A specific risk apparent to the franchisee is the risk of the franchisor 
and trade mark not as good as they need to be (Mendelsohn & Bynoe, 1995). Examples of 
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industries where franchising is used successfully are for instance the gas and petrol industry, 
distribution of cars, the restaurant industry, fashion industry and manufacturing industry (Adams 
et. al., 1997; Doole & Lowe, 2001).  

4.4.3 Direct Investment 

“Foreign direct investment (FDI) is the movement of capital across national frontiers in a manner that grants the 
investor control over the acquired asset” (Retrieved: 2006-01-15, from: http://en.wikipedia.org). In 
other words, direct investment is performed in a host country by a foreign company without any 
middlemen or other actors on the foreign market. It can take the form of joint venturing or sole 
venture (Nelson, 1999b; Root, 1998). 

Joint venturing 

Joint venturing is also known as joint-ownership venture. Joint venture can be defined as when 
an international company shares the ownership of an enterprise with local private or public 
interests (Root, 1998). The most common reason to start a joint venture is according to Root 
(1998), the prohibition or discouragement of sole venture entries by host country governments. 
When a sole venture entry is not preferred and competence and competitive advantages from 
domestic or other firms needs to be involved in the process, joint venture becomes the best 
available alternative (Doole & Lowe, 2001). Domestic partners can be liabilities an in certain 
cases other international partners can be preferred (Doole & Lowe, 2001). 

In order to form a joint venture the participants will give up parts of the control of the new 
venture and also parts of the revenues the venture will generate (Nelson, 1999b). Depending on 
the share of ownership by the participating parties, ventures can be define as majorities, 
minorities and 50/50 ventures (Root, 1998). The new venture will be owned by the different 
parties but will still be a single entity, independent from the owner companies. The advantages 
with joint ventures are local capital that decreases the financial risks, knowledge about country 
and market environment, contacts with customers and suppliers, and access to resources 
(Johnson et. al., 2005; Root, 1998). To partner up with a local actor may be a governmental 
condition for entry, according to Johnson et. al. (2005). 

The largest obstacle to a successful joint venture is the same problem as in franchising and 
licensing, that is, how to pick the right partner to form the venture with (Root, 1998). In order to 
find the right partner, companies must screen the market and identify the bet prospects and 
evaluate those. Root (1998) describes the relationship as a marriage, the joint venture will end 
when one or both parts will gain from breaking up the venture. The fact that the partners have 
different aims and objectives with the joint venture can pose a threat to the venture (Doole & 
Lowe, 2001). Consequently, it is often difficult to manage the relationship with the foreign 
partner (Johnson et. al., 2005). Other disadvantages with joint ventures and alliances are the loss 
of competitive advantage through imitation and the limited ability to coordinate activities across 
national boundaries (Johnson et. al., 2005).  

Sole Venture 

Sole venture is when a company invests in a production facility, acquire an existing business or 
open up their own store in a market they want to enter. This entry mode demands the most 
commitment in a foreign market as new production plants and acquisitions acquire a lot time and 
financial resources (Doole & Lowe, 2001). Sole venture is the most demanding alternative of 
entry modes due to the high costs but it is not as exposed to risks as other entry modes. This 
because sole ventures are generally made in developed countries with low political and country 
specific risks (Doole & Lowe, 2001). Hence, this alternative is mostly used by large global 
companies with the financial means to make such a commitment. As this is buy far the most 
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demanding entry mode in the financial point of view, all other potential entry modes should be 
evaluated before entering the process of a doing sole venture investment (Root, 1998). Direct 
investments are in most cases the last step in an internationalization process. Companies 
generally begin with a less demanding choice of entry mode. Sole venturing is a good alternative 
when a company desires larger revenues, by for instance lowering transport costs and lead time. 
Johnson et. al. (2005) argue that the advantages with sole ventures are that they provide full 
control of capabilities and resources, rapid market entry, and facilitates activities across national 
borders. Furthermore, foreign direct investment modes can attract financial support from the 
host government (Johnson et. al., 2005). Though, sometime the company performing a sole 
venture might face obstacles of a sole venture investment from the government in the host 
country. They might oppose to foreign companies doing investments in the country (Root, 1998). 
Root (1998) argues that this problem is most evident in developing countries, communist and 
former communist countries. Furthermore, significant investments in the host country lead to 
substantial economic and financial exposure (Johnson et. al., 2005). 
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5 Entry on the Japanese market 

This chapter describes the forces apparent on the Japanese market. The empirical study is made with regards to 
forces that could affect the small Swedish firm, Sandberg, when introducing their exclusive jewellery on the Japanese 
market. The chapter ends with a discussion about possible entry modes. 

5.1 Introduction 

Many Swedish companies that have experienced domestic success are ready to aim for new 
foreign markets. Sandberg is one of the actors on the market that has a significant interest for the 
wealthy Japanese market. The Japanese market is somewhat instable and Japan has faced serious 
problems with currency crises and political instability. In spite of these problems, Japan has 
developed into a country that many foreign actors find attractive along with the country 
becoming more and more stable. Japan is one of the largest economies in the world, second after 
the United States of America (Akhter & Hamada, 1995; Lohtia & Subramaniam, 2000; Woronoff, 
2001). Furthermore, Japan has a high per-capita income that is relatively evenly distributed 
(Lohtia & Subramaniam, 2000). 

Increasing pressure from overseas has forced the Japanese government to allow and increase the 
amount of imported goods in Japan (Akhter & Hamada, 1995; Woronoff, 2001). Akhter and 
Hamada (1995) argue that many foreign actors on the market have not been very successful, due 
to lack of knowledge and poor adaptation to the new market. It is really important to collect 
information about the market in the foreign country in order to make the right strategic decision. 
The strategic decision might involve uncertainty on whether your product or service has what it 
takes to make it in Japan (Woronoff, 2001). This section will therefore introduce the reader to the 
empirical research made about the Japanese market through the PESTEL framework. Focus will 
be put on the economical, social, and legal forces. It is important to carefully identify the forces 
that affect the business and follow up with an evaluation of their implications on the business 
(Kermally, 2004). 

The empirical research will give valuable information for companies that are interested in 
introducing their product on the Japanese market. But Woronoff (2001) argues that one has to be 
careful, because “…every company is different so no-one solution will work for all.” (Woronoff, 2001, p. 
ix). This chapter will end with a discussion over what entry mode that is most suitable entering 
the Japanese market. 

5.2 External: PESTEL Analysis – Japan 

After introducing the reader to the theory behind the PESTEL framework in previous chapter, 
the authors of this thesis will in this section explain the different forces (Political, Economical, 
Social, Technological, Environmental, and Legal) running in Japan. The analysis will be 
undertaken with the case of Sandberg in mind. There are different aspects that are important in 
regards to a research of a market depending on what kind of business one is ready to set up. 
Sandberg produces high-end jewellery in Sweden, which will underlie this research and only the 
factors relevant for similar firms will be taken under consideration. Priority is focused on the 
forces with high probability of change and high impact on the business. 

5.2.1 Political 

Japan has a constitutional monarchy. That is a form of state with a monarch as the head of the 
state, but where he or she does not have any or restricted authority, distinct settled in the 
constitution. The emperor, Akihito acts as the monarch, while the Prime Minister, Junichiro 
Koizumi, represents the democracy. Junichiro Koizumi is head of the conservative Liberal 
Democratic Party (LDP) that has been in power since 1955, except from a coalition government 
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in 1993 (Price Waterhouse, 1996). The largest opposition party is the Democratic Party of Japan, 
a liberal-socialist party. Japan is divided into 47 prefectures and each has their own executive 
power within the range of law (Price Waterhouse, 1996). 

No drastic change in government policy is expected, according to Price Waterhouse (1996). The 
LDP is presumably going to remain in power and continue performing in a democratic course of 
action. The stable democratic track reduces the venture of large fluctuations in employment, 
regional development, defence, culture et cetera, where most political intervention usually 
happens. This implies that it is easier for businesses, attempting to enter the Japanese market, to 
foresee and analyse the environment. 

As a foreigner, one meets several non-tariff barriers and other superfluous regulation (Woronoff, 
2001). Tariff and non-tariff barriers are further discussed in section 5.2.2 Economical. One 
reason is that the Japanese are not very fond of dealing with strangers (Alston & Takei, 2005). In 
order to promote international trade, the Japanese government had to open up the national 
market for foreigners. The Japan External Trade Organisation (JETRO) was established over 
fifty years ago to support trade between Japan and other countries (Alston & Takei, 2005). The 
development of JETRO was a crucial step for Japan in order to maintain and continue the 
economical growth in the country. According to Alston and Takei (2005), JETRO is though only 
willing to help if the matter of business is essential for Japan’s economy. JETRO has 74 offices 
overseas in about 56 countries, one of them in Stockholm, Sweden. JETRO provides, among 
other things, an online matching service for companies that are seeking business partners. More 
information about JETRO can be found on http://www.jetro.go.jp. 

There has been many changes in the Japanese market situation over the past decades, 
deregulation is one of them (Woronoff, 2001). Woronoff (2001) claims that although some of the 
official regulations have been replaced by non-tariff barriers, other rules and regulations in order 
to keep foreigners from intervening with the Japanese market. Most of these reforms were 
encouraged by the West consequently the Japanese has small interest in maintaining them 
(Woronoff, 2001). As the Japanese economy recovers from the crisis in the 1990’s, there will be 
less need for foreign investment and technological innovations, the barriers are therefore most 
likely to increase again (Woronoff, 2001). Woronoff (2001) continues by saying that this should 
be seen as an advantage for companies already on the market. They are subsequently protected 
from new foreign entrants on the Japanese market.  

The government often works out procedures that companies are obliged to follow; these are 
provided through laws, regulations and administrative guidance (Woronoff, 2001). Foreign 
companies might be surprised how the verdict in a similar case might be completely different 
from there own. One better ask before one act because violating these unwritten rules would be 
very inappropriate (Woronoff, 2001).   

Speaking  the government’s role here, the authors of this thesis are talking about the role of the 
bureaucrats, as Woronoff (2001, p. 33) defines them: “…officials of the Finance Ministry of banks, 
insurance and securities firms, Ministry of International Trade and Industry for manufacturers, Ministry of 
Health for pharmaceuticals, et cetera”. Focus on the bureaucrats in your sector will facilitate the 
process of conducting business in Japan. The officials inform companies about import 
regulations, on how to conduct business within a special sector, and they grant permits and 
authorizations (Woronoff, 2001). It is important to have a good relationship with the 
government. Many cities and universities in Sweden have sister counterparts in other countries. 
These offer great opportunities to meet Japanese officials and enable the usage of their 
knowledge and network of contacts (Alston & Takei, 2005). 
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Other sources where foreigners, interested in entering Japan, can search for information and help 
regarding Japan are, according to Alston and Takei (2005): 

1. Trading companies 

2. The local embassy or consulate 

3. The local representative of a company’s bank and/or accountancy firm 

4. International hotels located near Japan’s business centres 

Trading companies dominate the import and export business which they have a nearly complete 
monopoly on (Alston & Takei, 2005). The personnel at these companies are internationally 
oriented and they have widespread networks, both private and governmental. According to 
Alston and Takei (2005), the trading companies are well respected by the Japanese and they can, 
for example, help foreigners meet corporate officials. The local embassy or consulate has vast 
knowledge about national laws and regulations. They have commercial bureaus that provide 
information regarding trade laws and about other local companies (Alston & Takei, 2005). 
Furthermore, the local embassy or consulate can help foreign actors to develop contracts and 
help with transportation issues and taxes. Many banks and accountancy firms has offices and/or 
representatives all over the world. Their personnel often have experience from different countries 
and have sufficient knowledge in order to help foreign actors with letters of credit and financial 
advice and other similar issues (Alston & Takei, 2005). Foreign actors can find useful in the 
search for information and help regarding the Japanese market at the international hotels located 
near Japan’s business centres. The hotel can help foreign actors with local transportation, hosting 
of parties, faxing, international telephones, and maybe most important; help avoid culture shock 
(Alston & Takei, 2005). The international business hotels are important meeting places for both 
international and local business people. Alston and Takei (2005) argue that the intentional hotels 
can make the difference between business failure and success. One should therefore not 
underestimate the importance of staying at a well-known international business hotel when 
visiting Japan. 

It is somewhat hard to distinguish political relations from economical because they overlap each 
other. The World Trade Organisation (WTO) and the Organisation for Economic Co-operation 
and Development (OECD) are organisations that have both political and economical intentions 
(Hook, 2001). These are further discussed in section 5.2.2. 

5.2.2 Economical (including the trade industry) 

There was a huge increase in asset values in Japan during the late 1980’s and around the time 
when the bubble burst in 1990, the Japanese stock index, the Nikkei, fell by 62.3% in a meagre 
three year long period (Maguire, 2001). With uneven trade balances, the Japanese government felt 
an urge to open up the economy but was at the same time protectionist. The increasing 
competition in the automobile-, consumer electrics-, and machine tools industries made the 
Japanese government somewhat reluctant to importing for example American products. 
However, along with the globalisation came the interest for Western products from the Japanese 
customers. Even if the producers in Japan have been able to exclude or inhibit foreign actors to 
enter the Japanese market with for instance complex distribution systems (Maguire, 2001); the 
Japanese system is today more open and is regarded as a relatively stable market (Lohtia & 
Subramaniam, 2000; Woronoff, 2001). 

The stock market is according to O’Conor (2002) one important force in the market place. In 
Japan, the daily trade on the national stock index: the Nikkei Index, affect the companies 
performing on the Japanese market and consequently the Japanese currency, the Yen. As touched 
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upon, the Japanese faced a financial crisis in the end of the 1980’s and the beginning of the 
1990’s, and there was a lot of turbulence on the Nikkei Index (Maguire, 2001). This gave severe 
implications for Japanese companies to compete on the global market as well as in their own 
market place. 

 

White = Nikkei Index, Blue = Industry, Orange = FTSE  

Graph 5-1 The Nikkei and FTSE Movements 2005 (OECD, 2005a). 

As can be seen in graph 5.1 the Nikkei Index has increased with more than 50% since the end of 
2004 (OECD, 2005a). This while the Financial Times Stock Exchange index (it is a value-
weighted index of 100 of the largest companies listed on the London Stock Exchange) increased 
with about 16%, roughly estimated from the graph. This gives an implication of a strengthened 
Japanese economy and hope for a continued positive trend in the future. The business 
confidence in Japan as of today, is the highest in a year, and Japanese companies are planning to 
increase their investments at the fastest pace since the burst in 1990 (OECD, 2005a). The trend 
in Japan is to export them out of the recent trend of recession. This approach implies that the 
Yen is most likely to continue its recovery from its downs in the 1990’s (Woronoff, 2001). 

Fluctuations in the Yen affect the amount of money in SEK Sandberg will receive when they sell 
a product in Japan. For example if Sandberg is selling a ring for 55,000 SEK, at present 
equivalent to 817,100 Yen (exchange rate 6.731 SEK / 100 Yen, retrieved: 2006-01-15, from: 
http://www.di.se). If the Yen then looses value as an outcome of turbulence on the stock 
market, Sandberg will retrieve less Swedish Krona if the ring is sold for the same amount of Yen 
in Japan. 817,100 Yen is then instead equivalent to 49,026 SEK (possible exchange rate 6.000 
SEK / 100 Yen). The about 10% decrease in the value of the Yen gives a 5,974 SEK decrease in 
profit for Sandberg. 

The economic performance of Japan has been comparatively low, GDP growth has been less 
than half of the OECD average (OECD, 2004a). As can be seen in graph 5.2, Japan faced a 
period of recession of almost three years in the early 1990’s, between the beginning of 1991 and 
the end of 1993 (OECD, 2004a). This was the time for the Asian Financial Crisis (Gomez, 2002). 
The GDP growth was down to around zero per cent in the end of the period but came back and 
gained lost ground until the end of 1996 when Japan faced a deep recession again. Economic 
fluctuations in the end of the 1990’s made the Japanese GDP growth alter several times between 
minus two per cent and plus two per cent over a two year period (OECD, 2004a). The Japanese 
economy recovered during the second half of 1999 but once again the economy subsided and 
GDP growth was down entire minus four per cent in the middle of year 2001 (OECD, 2004a). 
The GDP started to stabilize in early 2002. The Gross Domestic Product per capita in Japan was 
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28,162 US dollar (2003) adjusted for Purchasing Power Parity (PPP), according to World 
Economic Forum, 2005. This is comparable to 26,656 US dollar for Sweden and 37,352 US 
dollar for the US the same year. 

 

Graph 5-2  Economic Growth and Deflation (OECD, 2004a). 

The Japanese government efforts to renew economic growth were not as successful as 
anticipated (OECD, 2005a). The slow upturn in the economy after 2002 has so far been shown 
to be durable but the question is whether this upturn will be more durable than others in order to 
improve the poor average growth of only one per cent a year over the last decade (OECD, 
2004a). 

One has to be careful in analysing and trusting future estimates because there is a high volatility 
in predicting the GDP growth rate in Japan (OECD, 2005a). In recent years the fear for deflation 
in prices and economic activity has decreased but the government debt and the aging population 
is still two major long-run problems, according to OECD (2005a). 

The income is fairly equal distributed in Japan and nearly 90 percent of the Japanese identify 
themselves in the vague identified middleclass (Buckley, 1998). In spite of the strict social 
hierarchies, the Japanese remain amazingly equal (Alston & Takei, 2005). While more and more 
Japanese are becoming richer because of heritages from the hardworking elderly (Woronoff, 
2001), the Japanese CEO’s salaries remain faint in comparison to “the blue collar workers” 
(Alston & Takei, 2005). 

The real disposable income is defined as the gross income minus social security contributions and 
income taxes. The real disposable income has decreased in Japan between 1999 and 2003. In 
table 5.1 one can notice a large decrease between 2000 and 2001, and a small between 2002 and 
2003. The real disposable income was 415,371 billion Yen in 1999, and after a 1.4% decrease 
over a five year period, it was 392,639 billion Yen in 2003.  
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Table 5-1 Retail Sector Indicators 

The decrease can be traced back to the financial crisis in the beginning of the 1990’s in Japan that 
hit the Japanese consumer hard (Gomez, 2002). Interesting is to see how the real consumer 
expenditure instead increased, from 285,220 billion Yen (2000) to 292,154 billion Yen (2003). 
That is equivalent to a 2.43% increase. The disposable expenditure is the personal expenditure on 
goods - durable, semi-durable and non-durable - and on services. As a conclusion of why the real 
consumer expenditure increased while the real disposable income decrease, the author of this 
thesis argues that this is an effect of the financial crisis. After a period of lack of confidence for 
the future in the 1990’s when the savings rate was high, the Japanese people is becoming less 
inclined to save money and is starting to spend more on consumer goods (Woronoff, 2001). 
There is, according to Woronoff (2001), a possible spending spree to be expected in the near 
future once the economic situation really improves. But on the other hand, the urbanization has 
made property prices raise and the Japanese spend a higher percentage of their income on 
housing and have less money to spend on consumption goods (Buckley, 1998). Woronoff (2001) 
argues that although Japanese are known to be ‘frugal’, certain Japanese are quite rich and are 
spending a lot of money on excessive consumption like jewellery. 

In regards to disposable income, there are two groups that have become more important in 
recent years: the young working people and the elderly population. The young working people 
wait with marriage to a larger extent then before and therefore have more years with larger 
income (Maguire, 2001). Maguire (2001) continues by saying that these people prefer Western 
products. It is said that they enjoy independence, but a large share still live at home with their 
parents in order to being able to spend more money on consumer goods (Maguire, 2001). The 
young consumers are called the shunjinrui meaning new race. The elderly population is less likely 
to buy high-end products, rather vacations in the West, according to Maguire, 2001. 

The price level in Japan remains relatively high in comparison to other OECD countries (OECD, 
2004a). According to the OECD (2004a), the variance in price for a number of privately 
produced services has been narrowed down. The OECD (2004a) suggests that this might be an 
outcome of the increased rivalry on the global market and an increased openness between 
countries. 
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Graph 5-3 International Comparison of Prices (OECD, 2004a). 

Graph 5.4 shows an international comparison of prices in terms of real incomes and relative 
prices in 2001 purchasing parities. Japan has the highest price level (the Y-axis) but does not have 
the lead in GDP per capita (the X-axis). Instead, Japan has similar GDP per capita as for example 
Sweden, Germany, and Italy. In regards to the price level, Japan contends with the Nordic 
countries, Sweden, Denmark, Iceland and Norway (except Finland), and Switzerland (OECD, 
2004a). The Japanese consumer is becoming more sensitive for high prices but is still mainly 
focused on high quality. The Japanese are attracted to perfection and demand high quality 
products in front of cheaper products (Alston & Takei, 2005). 

For Europeans, achieving a satisfactory profit is normally the main goal, while in Japan; focus is 
usually put on market share. The Japanese argue that even if your profit is less per unit, you can 
earn more if you are able to sell more units (Woronoff, 2001). For a foreigner operating in Japan, 
this might be a problem. Even if the purpose of your business is to maximise profit (not market 
share), your competitors’ focus on the latter might force you to lower your prices each time they 
lower their margin to boost sales. This matter is not as evident for high-end products competing 
on quality, in comparison with price sensitive goods (Woronoff, 2001). In order to avoid this 
kind of competition, Woronoff (2001) argues that one is wise to start off with a niche product 
and compromise between the two goals, high market share and high profit. “…with exclusivity 
the selling point, there is no sense in fighting for market share.” (Woronoff, 2001, p. 117) The 
best recipe is to find the right mix. 

Most goods that are imported into Japan are subject to both customs duties and consumption tax 
(5%) (Ernst & Young, 2001; JETRO, 2005c). In accordance with World Trade Organisation 



 

 
34 

(WTO), the Japanese government’s policy have lowered all import duties significantly in recent 
years and in 1999 the overall average duty on imported goods was 4.8 % (Ernst & Young, 2001). 
As a member of the WTO, Japan can be imposed to governmental investigation if they use 
special duties to protect their domestic industry, since WTO balances economical interests of 
developed and developing countries (Johnson et. al., 2005). Special duties that can be imposed 
are retaliatory duty, countervailing duty, antidumping duty, and emergency duty (Ernst & Young, 
2001). The purpose of these duties is as a measure to have at hand to protect the Japanese market 
during special circumstances. Retaliatory duties are used to keep trading counterparts to maintain 
the same terms when trading with Japan as with other counterparts (Ernst & Young, 2001). 
Countervailing duty is used to protect Japan’s foreign trade from foreign government subsidy 
(Ernst & Young, 2001). Antidumping duty is used when the price of a good is less than the 
selling price of the good in the exporting company’s home market (Ernst & Young, 2001). 
Emergency duty can be used in other cases where there is danger to Japanese trade (Ernst & 
Young, 2001). 

Competition is more intense in Japan than in most countries (Woronoff, 2001). Many 
competitors imitate each other and introduce similar products on the market (Alston & Takei, 
2005). They do so in order to maintain conformity in the market place. Japanese companies 
compete with one another more aggressively compared to for example American or Swedish 
companies. Focus is put on not loosing in the competition instead of winning over the 
competitors (Alston & Takei, 2005). Price-cutting and competitive wars “…are almost the rule 
because you must undercut your competitors to increase market share.” (Woronoff, 2001, p. 19). There is a 
win-loose situation on the market. 

Japan has a population of 127,417,224 million people (Retrieved: 2005-12-18, from: 
http://en.wikipedia.org). By European standards, Japan is not a small nation; it is bigger than 
both Germany and Great Britain (Buckley, 1998). The area suitable for living is relatively limited 
and the population is therefore extremely compact and the population is concentrated primarily 
to the big cities: Tokyo, Yokohama, Osaka, Nagoya, Sapporo, Kõbe, Kyõto, Fukuoka, Kawasaki, 
and Kitakyushu (Price Waterhouse, 1996; Woronoff, 2001). 

 

Table 5-2 Retail Sales by Region 

As shown in table 5.3, most retail sales take place in Tokyo. The retail sales have decreased since 
1999 but Tokyo remains at the top in regards to retail sales with 12,524 billion Yen in 2003. That 
is comparable to 8,051 billion Yen for Osaka, 6,262 for Aichi, 6,007 for Kanagawa, and 5,495 for 
Hyogo, the same year. A firm starting up its business in Tokyo will face the largest market size as 
well as significant competition. 

That Tokyo is in the lead in regards to retail sales is not surprising. Around 12 million Japanese 
(about 10% of the population) are situated around the capital, Tokyo (Price Waterhouse, 1996). 
Graph 5.5 shows the population of 15 cities nationwide in Japan. According to the graph 5.5, the 
population of Tokyo is “only” 8.4 million, this because it does not include the municipalities 
located outside of Tokyo’s central 23 wards. 
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Graph 5-4 Population of 15 Cities Nationwide (JETRO, 2005c). 

The population of Osaka is approximately one third of the size of Tokyo’s, but the extent of 
retail sales is almost two thirds. Hence, it is important for retailers of high-end products to take 
this matter under consideration because it is a sign of stronger purchasing power in Osaka 
compared to Tokyo. Woronoff (2001) argues that one should start off in one of the major cities, 
and then gradually expand to others. In order to obtain the essential market coverage, one option 
would be to use several wholesalers (with different geographical coverage). It is then important to 
avoid competition between the wholesalers which might be the case if they are closely related and 
overlap each others areas (Woronoff, 2001). 

In order to reduce time and money spent on the operation in a foreign country, a firm can leave 
the wholesalers to deal with the retailers (Woronoff, 2001). Lohtia & Subramaniam (2000) argues 
that a major problem for foreign companies exporting to Japan is to understand the Japanese 
distribution system. The distribution system in Japan has been described as complex, expensive, 
and time-consuming to penetrate (Akhter & Hamada, 1995; Herbig & Milam, 1994; Lohtia & 
Subramaniam, 2000). 

One of the most important characteristics of the Japanese distribution system is the large number 
of retailers (Lohtia & Subramaniam, 2000; Maguire, 2001; Woronoff, 2001). This is illustrated in 
table 5.4. The large amount of small retail stores discourages international companies to export to 
Japan because small stores are less willing to sell small unknown foreign producers products 
(Veciana Vergés, 1994). One also have to pass through many layers before reaching the consumer 
(Maguire, 2001) There are almost 500,000 distributors in Japan, which are separated by level, size, 
geographic coverage, and product (Woronoff, 2005). Furthermore, retailers are normally allowed 
to return unsold goods to the wholesalers which bestow an extra cost that would normally not 
occur when exporting to Europe or the US (Howard & Herbig, 1996; Maguire, 2001; Woronoff, 
2001). The Japanese customer is unusually demanding, according to Woronoff (2001). They want 
the best in quality and service at all times. Suppliers are also strict in their demand of quality, 
delivery, service and price (Woronoff, 2001). 

In table 5.4, one can see a slight decrease in the number of retail outlets since 1999 until 2003 but 
if one compares the figures in 2001 and 2003, an increase of 0.8% is discovered. The average 
number of retail businesses per capita in Japan in 2003 was 0.0094, compared to 0.0060 in 
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Sweden the same year. Figures for Sweden is calculated from information retrieved: 2005-12-18, 
from: Statistics Sweden.  

 

Table 5-3 Number of Retail Businesses and Outlets 

The many wholesalers and retailers in Japan are more dependent than elsewhere, according to 
Woronoff (2001). The links between these actors are based on material control and they do a lot 
of inter-group transaction. Woronoff (2001) argues that if you succeed in tying up with a keiretsu, 
you probably have access to key clientele. The backside is that you might face problems when 
trying to do business with other groups. The Japanese system also creates long-term 
relationships, once you are in; you have advantages in regards to newcomers. The middlemen 
might be costly and be a bottleneck in the flow of information coming from the customers, but it 
might be even more costly to operate without them (Woronoff, 2001). The major advantages 
with wholesalers are that: (a) they are able to set product in motion through the system and (b) 
they know your customers (Woronoff, 2001). 

In Japan, the department stores sell foreign goods to an increasing extent. Trendy, upmarket 
fashion and cosmetic goods are appropriate for gift-giving and are often sold in department 
stores (Woronoff, 2001). The department stores in Japan normally lease areas to businesses that, 
with their own personnel, sell their own goods. This ‘shop-in-the-shop’ concept is a preferred 
concept for many fashion/accessories retailers since it gives more freedom to the retailer. The 
concept is comparable to Nordiska Kompaniet (NK) in Stockholm, Sweden. Another option is 
to build your own store. This was almost impossible for a foreigner on the Japanese market, just 
a decade ago, according to Woronoff (2001). The high costs of land (Alston & Takei, 2005) and 
the high cost of labour was major reasons why this possible entry on the Japanese market was out 
of the question for many companies. Still, it is hard to perform well on your own, but not at all 
impossible (Woronoff, 2001). 

According to M. Winfridsson (personal communication 2005-11-16), one of the big issues for 
Sandberg is to figure out how to transport their jewellery in an economically efficient way. Most 
goods can be imported to Japan, excluding guns, ammunition, and narcotics (Tullverket, 2005). 
When shipping exclusive and expensive goods one not only has to consider transportation time 
and cost, but also insurance and safety issues. To send 20 kilos with FedEx in a box cost 
5,991SEK, this includes insurance for values up to 733SEK per kilo, a total insurance coverage of 
14660SEK. If the sender wants to declare a higher value for the goods, an extra fee of 7,60SEK 
per extra 733SEK declared has to be paid (FedEx, 2005). 

As the duties change so often (Tullverket, 2005), no explicit figure for the charges are given here. 
The authors of this thesis refer to Taric Search system and Taric File distribution, available from 
Tullverket’s homepage http://taric.tullverket.se/taric/bin/tagHuvudmeny.cgi for updated duty 
rates. As a result of the fast changes of the content in Taric, Tullverket recommends companies 
to continuously revise the duty rate. 



 

 
37 

5.2.3 Social 

It is important for foreigners to learn what cultural beliefs that influence the business-related 
behavior in Japan, in order to be successful (Alston & Takei, 2005). This section will therefore 
explain the social factors, both on the individual and the business level. 

Japanese gift giving is extremely complex and determined in beforehand, according to Lotz, Shim 
and Gehrt (2003). The Japanese exchange gifts with people with whom they wish to develop and 
maintain a relationship with. In a culture where straightforwardness is regarded strenuous, 
offering gifts is one way to show respect for other people (Alston & Takei, 2005). Gifts are 
exchanged once a week on average in Japan, including both social and business gifts (Lotz et. al., 
2003). There are two formal gift giving periods taking place. Ochugen, at the end of June and 
early July, and Oseibo, at the end of November through the middle of December (Alston & 
Takei, 2005; Lotz et. al., 2003). Gifts exchange during this periods tend to be non-personal and 
habitual (Lotz et. al., 2003). Informal gifts are, on the other hand, exchanged on a weekly basis, 
for example, when visiting a friend’s house. Lotz et. al. (2003) argues that fruits are common 
informal gifts. When giving formal gifts, the Japanese tend to focus on two specific dimensions; 
brand/aesthetic image and value through origin (Lotz et. al., 2003). According to Alston and 
Takei (2005), the Japanese appreciate high quality goods and well-known brand names. Also, 
items made in Europe are received more favourable than items from for example China (Alston 
& Takei, 2005). 

That Japanese give presents to their managers or professors is common. This emphasises the 
vertical relationship between people and link individuals together within a society. Buckley (1998) 
claims that it is also a disguise for outright bribery. 

Wrapping the gift is important for the Japanese and it has to reflect the occasion (Alston & Takei, 
2005). Using black or white paper is not appropriate because these colours are associated with 
death and funerals. Red, pink and floral patterns are on the other hand considered flashy and for 
children, according to Alston and Takei (2005). Furthermore, the Japanese prefer receiving gifts 
in odd numbers. Although, gifts are often given in pairs such as male/female, ying/yang, 
heaven/earth, and his/hers objects (Alston & Takei, 2005). 

The Japanese used to be forced to build up principles of behavior that de-emphasized the 
individual. Instead, the conformity to the group had high significance (Alston & Takei, 2005). 
Awareness of hierarchy and loyalty to the family, place of work and homeland may take priority 
over antagonism and independence (Buckley, 1998). The encouragement to conform into groups 
has its background in the agricultural society where the family and village were important for the 
individual, according to Buckley (1998). This conformity might also have something to do with 
how industries cluster together in the keiretsus. Today, conformity is not as essential as before 
(Alton & Takei, 2005). 

The Japanese seem to be an aging population. Changes in the Proportion of the Japanese Elderly 
by Age Group: 1930-2025. Grandparents live longer and their children are not reproducing as 
much as before (Buckley, 1998). Also, high sanitary and health standards generate a life 
expectancy higher than that of any other nation in the world (Retrieved: 2005-12-18, from: 
http://en.wikipedia.org). Life expectancy is on average 81 years in Japan. The increase in life 
expectancy gives implications on the need for more health services and pension schemes 
(Buckley, 1998). Still, the Japanese population is pretty young, 14 percent in 1995 over sixty-five 
years old, in comparison with 17.5 percent in Sweden and 15.7 percent in Great Britain (Buckley, 
1998). The comparable estimated number 2005 in Japan was 19.5 percent, approximately 
10,169,190 male and 14,054,850 female (Retrieved: 2005-12-18, from: http://en.wikipedia.org). 
The aging population also has implications on companies in Japan that are facing higher average 
salaries in a system that implies that seniority means higher salary (Buckley, 1998). 
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Many Japanese will never marry and if they do, they are delaying marriage to an increasing extent. 
Instead, priority is given to schooling and work for many women as an alternative of being a 
housewife (Mason, 2001; Buckley 1998). But Japan is the most sexist industrial society in the 
world and women have little possibility of getting a lifetime employment (Alston & Takei, 2005). 
Alston and Takei (2005) emphasize the lack of females in positions with authority ability, the 
larger amount of women in part-time jobs, and the differences in language when women speak to 
men. 

As discussed earlier, there is also a rapid growth in the elderly population in East Asia, including 
Japan. This demographic transition increases the need for economic growth in order to finance 
the increasing demand for support for the elderly. The most important reason for the increase in 
the elderly population is the decreased rate of mortality in Japan (Mason, 2001). The life 
expectancy of the Japanese population is the highest in the world, 85 years old. The 
corresponding numbers for Sweden is 82 years old and for the US 79 years old (Alston & Takei, 
2005). In the traditional Japanese society, the family takes care of the elderly but in more modern 
settings institutions (partly governmental funded) substitute the family (Mason, 2001). Mason 
(2001) argues that changes in living arrangements are most evident in Japan compared to other 
countries in the region. Today, younger Japanese find the conformity to the society inhibiting and 
uncomfortable and prefers the more individually oriented society (Alston & Takei, 2005). 

Japanese is the official language of Japan and the standard dialect is understood throughout the 
country (Price Waterhouse, 1996). Japanese is very complicated for Westerners to understand and 
learn (Woronoff, 2001). Therefore, English is the most common foreign language used by the 
Japanese and most business relations can be communicated in English (Price Waterhouse, 1996). 
If not, a good advice is to get supreme interpreters (Woronoff, 2001). In order to fill the gaps 
that the possible language misunderstandings emit, more and more people learn how to interpret 
body language (Stephens, 1995; Woronoff, 2001). But it is hard to guess the deeper meaning 
through facial clues and gestures – one is probably better off not trying. 

As Japan is a very stable country in social terms and its vicinity to the other East Asian countries, 
it makes up an excellent platform for further business developments in the region. The regional 
trade within East Asia increased by 76% between 1998 and 2003, and East Asia’s share of the 
global GDP has almost doubled since 1980 (JETRO, 2005c). According to JETRO (2005c), 
consumer goods tend to spread throughout East Asia after first becoming popular in Japan.  

One has to understand or at least be familiar with the kata (predetermined pattern) that is in force 
today in Japan in order to be successful in conducting business with the Japanese (Alston & 
Takei, 2005). Alston and Takei (2005) argue that trust is one of the keywords in Japanese 
business environment today. Without trust there is no need for building long-term relationships 
by adhering to following factors: 

First, socializing in business relations is very important for the Japanese and they spend a lot of 
time entertaining and socializing with colleagues (Alston & Takei, 2005; Price Waterhouse, 1996). 
There will be “…much wining and dining…” (Woronoff, 2001, p. 83). As might be understood, 
human relations play an important part in Japanese business but at informal parties, business is 
usually not discussed unless initiated by the host/hostess (Price Waterhouse, 1996). Actors from 
other cultures sometimes experience that the Japanese utilize too much time on socializing and 
learning to trust their partners before negotiations and pure business meetings (Alston & Takei, 
2005). Trust is in many cases more important than a legal contract, according to Alston and Takei 
(2005). That is probably why the Japanese spend so much time on the issue of trust. Second, the 
Japanese usually greet each other by bowing (Alston & Takei, 2005; Price Waterhouse, 1996). The 
bow indicates respect of others and is the result of the non-touching culture in Japan (Alston & 
Takei, 2005). The non-Japanese on the other hand will usually be greeted with a handshake (Price 
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Waterhouse, 1996). Although, Alston and Takei (2005) argues that a lowered head and a small 
bow is more courteous because not bowing can be perceived as impolite. If shaking hand, it is 
important not to do it too hard and crushing since the Japanese handshake “…tend to be limp fish in 
character” (Alston & Takei, 2005, p. 39). 

Third, Japanese tend to use high context language, equivocating statements (the use of same 
word in different meanings) and contrary responses (Woronoff, 2001).  Low context languages, 
found in English speaking countries, Germany, and Sweden, is on the other hand more direct 
compared to high context languages (Alston & Takei, 2005). According to Woronoff (2001), the 
Japanese have several ways of saying yes but few actually mean yes in the Western sense. 
Sometimes Japanese say ‘yes’ but actually mean ‘no’ (Alston & Takei, 2005). The high and low 
context languages sometimes clash, for example when straightforward Westerners become 
confused when the Japanese use the tone of the voice and body language in order to 
communicate the message (Alston & Takei, 2005). Intercultural problems can furthermore arise if 
a high context message is assumed to be a low context message and not taken as seriously. 

Japanese are also very slow in making decisions because they want to consider a lot of alternatives 
before making up their mind (Alston & Takei, 2005). The Japanese are very detail-oriented and 
study every issue thoroughly. They expect to get all information related to the specific topic. This 
is often information seen as irrelevant for Westerners (Alston & Takei, 2005). Fourth, it can 
furthermore be difficult to remember Japanese names and exchanging business cards (meishi) 
during business meetings serve as a reminder of the names and positions of those present (Alston 
& Takei, 2005). According to Price Waterhouse (1996), business cards used in Japan are printed 
in English on one side and in Japanese on the other. On the Japanese side, it is important to 
distinctively explain the title since there are numerous empty titles in Japan (Alston & Takei, 
2005). Exchanging business cards is seen as a ritual and is considered the first part of 
introductions (Alston & Takei, 2005). According to Alston and Takei (2005), over twelve million 
business cards are exchanged daily in Japan, which implies the importance of them. 

When one finally, not rarely after long negotiations, do reach a deal, it is important to confirm it 
(Woronoff, 2001). It is also necessary to ask for specifications of time aspects such as ‘soon’, ‘in a 
near future’ and ‘as soon as possible’ (Alston & Takei, 2005). Western businesses representatives 
need to be aware of that Japanese negotiation are more formal compare to the West and they 
include a number of Japanese negotiators (Woronoff, 2001). However, to blend seems to be the 
primary principle in Japanese business fashion (Alston & Takei, 2005). Foreigners that adapt to 
the Japanese way are expected to perform better when conducting business with the Japanese 
than those who do not (Alston & Takei, 2005). An actor on the Japanese business market should 
also be aware of that the lack of a response on a letter often arises because of reasons that would 
normally not occur on the home market. According to Alston and Takei (2005) officials might be 
too embarrassed to admit that he or she does not understand the content of the letter, or more 
common, no answer is more polite than a negative one, and therefore eventually “forget” to 
reply. 

5.2.4 Technological (including infrastructure) 

Technological forces on the market are most important for companies that produce in the 
country in question. Because Sandberg is aiming at keeping their production in Falköping, 
Sweden, it is not as important to examine the technological forces in Japan. The authors of this 
thesis will only focus on the infrastructure because it is important to understand if and how the 
customer transport themselves to the retail store and how Sandberg can transport their goods to 
the stores in question. It is also important to have knowledge in the communication methods in 
use. 
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The Japanese society has first-rate public transportation, educational, and medical systems that 
are relatively inexpensive to use (Alston & Takei, 2005). Japan is putting in a lot of money in 
constructing schools and recreation centres that both benefit the community and creates 
employment situations (Buckley, 1998). Japan has also developed a well functioning railroad 
system throughout the country (JETRO, 2005c; Price Waterhouse, 1996). The overcrowded 
roads in Japan have improved lately and cars, buses, and taxis swarm from early morning to late 
night. Subways are also extensively used (Price Waterhouse, 1996). Furthermore, Japan has a 
network of airlines that carry both domestic and international customers and goods (Price 
Waterhouse, 1996). Recent developments in (a) the use of the Global Positioning System (GPS) 
to manage vehicle movement, (b) the Intelligent Transport System (ITS) to decrease traffic jams, 
and (c) the increased efficiency of managing logistics by going online, have improved the 
movement of people and goods in Japan (JETRO, 2005c). 

 

Table 5-4 Logistics Infrastructure in Japan (JETRO, 2005c). 

As can be seen in Table 5.5 Japan is among the world’s top five in all categories regarding 
logistics infrastructure (highways, railways, ports, and airports). The highly reliable logistics 
infrastructure in Japan can be utilized at a very low cost and it has decreased with more or less 
one percent (logistics cost per sales volume) since the end of the 1990’s. The postal service is 
administered by the government and is, along with telephone services, well developed (Price 
Waterhouse, 1996). The advances of the infrastructure have been made possible through the 
economic growth of Japan (Buckley, 1998). Japan furthermore has the world’s fastest and most 
cost-effective broadband environment (JETRO, 2005c). According to JETRO (2005c), Japan is 
moving toward a ‘ubiquitous’ (seeming to appear everywhere at the same time) society by linking 
every aspect of daily life to Information and Communication Technology. This new national 
strategy is “u-Japan”. 

5.2.5 Environmental 

Japan is not known for counteracting environmental problems like the health effects of pollution 
or the exploitation of natural resources (Barrett, 1999). The Japanese government and the courts 
did not care about the underlying social, economic and institutional factors that came with the 
Meiji Restoration in the late 19th and early 20th century (Barrett, 1999). Environmental problems 
were instead handled locally. As an alternative to decreasing the pollution, the injured party was 
simply compensated economically for its damages. No conception was considered in regards to 
the side effects of the pollution activity which was permitted to continue (Barrett, 1999). 

When Japan became a member of the World Trade Organisation in 1995, it had to conform to 
internationally renown laws and rules regarding environmental issues (Retrieved: 2006-01-09, 
from: www.wto.org). Although in comparison to general Swedish norms, many countries lack in 
their consideration for the environment. 
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5.2.6 Legal 

The Japanese judiciary system is a self-governing division of government (Price Waterhouse, 
1996). Three major parts; the courts, the public prosecutors’ offices, and Nichibenren, constitute 
the judiciary system. The Nichibenren is, according to Price Waterhouse (1996), a private 
organisation founded in 1949 based on the Lawyer Law. It was founded to counterbalance the 
bureaucracy of the courts and public executors’ offices. The Japanese prefer to solve conflicts 
outside the courts and avoid dealing with lawyers (Alston & Takei, 2005). This avoidance has its 
origin in the necessity of social harmony and the obligation for maintained positive social 
relations. Alston and Takei (2005) furthermore argue that the avoidance depends on that courts 
in the past tend to favour the upper class. Peasants and merchants then became reluctant to turn 
to the courts to settle disagreements.  

The 1990’s implied several reforms which changed the traditional practices. These reforms aimed 
at changing Japan towards being a more dynamic economy and making companies more 
successful (Woronoff, 2001). The free-trade systems were very much supported by the 
government and the people (Price Waterhouse, 1996). But a lot of these reforms were influenced 
by Western business practices where they seemed to give more effectiveness (Woronoff, 2001). 
For example, as a member of the World Trade Organisation (WTO), a lot of the trade policies 
with Japan are established in cooperation with this international organisation (Price Waterhouse, 
1996).  

Today, Japan permits 100 percent foreign ownership in a company established in Japan (Price 
Waterhouse, 1996). Ultimate responsibility for exchange controls lies, according to Price 
Waterhouse (1996), on the Ministry of Finance (MOF) and the Ministry of International Trade 
and Industries (MITI). Japanese law controls the import of goods that can negatively affect 
Japanese industry, economy, health, hygiene or public safety and morals (Ernst & Young, 2001). 
There are mandatory standards that products sold in Japan have to comply with in order to be 
allowed on the Japanese market (Alston & Takei, 2005). These standards, primarily concerned 
with consumer protection and safety, are legally fixed. Nationally produced products, as well as 
international products cannot be sold unless certified through the standards relevant for the 
product category of significance (Alston & Takei, 2005). The former commercial laws in Japan 
have undergone a fundamental revision and reorganisation. The new corporate law will become 
applicable during 2006 (JETRO, 2005c). These changes are a response to the changing business 
environment and the globalisation. 

Tariff and non-tariff barriers have been reduced in Japan today; there is no question of it, 
according to Woronoff (2001). Earlier, foreign exports were kept out due to tariff barriers to a 
large extent (Maguire, 2001). Relatively low levels of import, changing economical circumstances 
and political changes are opening up the market, according to Woronoff (2001). Quotas, export 
controls, voluntary export restraints, product and testing standards, restricted access to 
distribution networks, public procurement policies and regulatory controls are examples of non-
tariff barriers in Japan (Maguire, 2001). The non-tariff barriers were more often a problem for 
foreign actors before but they still are a problem (Maguire, 2001). The Japanese have been known 
to use their power in order to gain advantage over less fortunate actors on the market. It is 
customary especially when dealing with foreigners when little or no absolute trust exists (Alston 
& Takei, 2005). To run over foreigners is more acceptable and it is therefore very important to 
make sure that contractual constraints are unmistakably integrated in all contracts (Alston & 
Takei, 2005). 

Tariff quotas apply mostly to products in the leather and textile sectors. The system with tariff 
quotas allows lower rates up to certain quantities and higher rates to amounts above the 
predetermined quantity. The system is designed to protect domestic producers of identical or 
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similar goods and to keep prices at a reasonable level (Ernst & Young, 2001). The import licensing 
system is an import control system that is governed by the Import Trade Control Ordinance. The 
control system regulates the import of specified goods and by doing that developing trade with 
international counterparts and it also ensures a sound national economy (Ernst & Young, 2001). 
Import licenses and quotas are in general applied to items that can hurt the environment or 
endanger the lives of Japanese citizens such as weapons, drugs, nuclear materials and the like 
(Ernst & Young, 2001). 

Some might argue that the Japanese distribution system is regarded as a non-tariff barrier. It is 
generally considered to be structured in an inefficient fashion (Veciana Vergés, 1994). Woronoff 
(2001) discusses the subject and claims that the lack of accessibility, the complexity and the cost 
was not designed to block foreign entry, although this often happens. The inter-linked companies 
are yet clearly discriminating, according to Woronoff (2001). Woronoff (2001) argues that in spite 
of the insistency from politicians, bureaucrats, and businessmen, that Japan is one of the world’s 
most open markets, which is moderately accurate. The previous example regarding imported rice 
is a good example of how Japanese customers devising impediments to shut out imported goods. 
That is an example of natural barriers arising from the market (Woronoff, 2001). 

One way to come around tariff and non-tariff barriers in Asian countries has unmistakably been 
to open the wallet. But today, Japan is among the top three in Asia (Singapore, Hong Kong and 
Japan) on the 2002 Corruption Index with a score of 7.1 where 10 indicates a clean business 
environment, free from corruption (Jasmon & Ridzuan Nordin, 2003). This score is comparable 
to India (2.7), the Philippines (2.6) and Indonesia (1.9), according to Jasmon and Ridzuan Nordin 
(2003). 

According to JETRO (2005c), businesses with economic activities in Japan are subject for taxes. 
Japan’s government has implemented measures in order to avoid double taxation for companies 
that have economic activities in more than one country. Only the income generated within Japan 
is subject to taxation in Japan (JETRO, 2005c). There are also significant tax reimbursements for 
the small Japanese retailers and there is considerable possibility for tax deferments (Maguire, 
2001). Corporate taxes in Japan include corporate tax (national tax), corporate inhabitant tax, and 
enterprise tax. It is the responsibility of the company to transmit the business to the tax 
authorities when establishing a new company in Japan. A tax notification must also be submitted 
if a foreign business activity generates income subject for corporate taxation in Japan, even so 
without establishing a branch office or similar activity (JETRO, 2005c). 

5.3 Internal: Company Environment – Sandberg 

Information about Sandberg, in this section, has been collected through personal communication 
with representatives from Sandberg; vice president Markus Winfridsson and designer Pia Artling 
on November 16th 2005. Additional facts about Sandberg and its product can be found on the 
company homepage: www.sandberg.se.com . 

The Company 

Sandberg was founded in 2000 by Staffan Sandberg formerly with Sandberg Tapet, an 
internationally renowned wallpaper company. Staffan Sandberg contacted designer Pia Artling 
and they decided to start a jewellery company together. The goal with the new company was to 
make something different in jewellery compared to what existed on the market. Over a five year 
period, the idea has developed into a successful company. The turnover for Sandberg is annually 
around 18 million SEK.  Today, Sandberg has 14 employees, of which 4 are part-time workers, 
working in the design studio in Gothenburg, in the production facility in Falköping, and in the 
showroom in Stockholm. In order to obtain the premium otherwise taken by retailers Sandberg 
has a showroom where they can display all their products. It is hard to show everything in a retail 
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boutique selling multiple brands, therefore Sandberg prefer their own stores with only Sandberg 
jewellery and knowledge about the products. The company considers themselves to have enough 
volume to fill up a store of their own. 

Sandberg is unique in the Swedish marketplace for jewellery. It is the only company that has the 
whole process including design, production, and selling through their own store and through 
independent retailers. By keeping the production in Sweden, which result in higher wages and 
general payroll taxes, Sandberg face higher costs. Still the company has decided to maintain their 
production in Sweden to have full control over the production process. In order to avoid big 
expenses on expensive raw materials, Sandberg keeps no inventory. Jewellery is produced on 
demand. Sandberg promises delivery usually within two weeks, depending on in what state of the 
production process the company is situated.  

Building a brand is expensive and to do this, Sandberg uses independent retailers as well as 
marketing effort in countrywide magazines. Local retailers receive help to market the products 
locally while the advertisements promote the products nationally. The marketing efforts reflect 
Sandberg’s wish to be an exclusive brand, untraditional and unconventional without agitating 
anyone. Furthermore, Sandberg wants to be perceived as serious and long term. 

The Product 

Sandberg’s main products are jewellery but also include chandeliers, class rings and order rings. 
This thesis will only focus on the jewellery side of the company as this is the primary activity 
within the company. The company has three product lines in jewellery; ‘Jewel’, ‘Wedding’ and 
‘Gem’. The products are untraditional and break the patterns of existing jewellery. Jewel is less 
expensive compared to the Gem, the more expensive line. The wedding line connects the both 
lines in order to provide matching products to both of the other lines. 

It is important for a company like Sandberg to differentiate themselves and their products from 
the competition. Sandberg tries to break patterns within the jewellery industry by contradicting 
norms on how jewellery is generally done. This allows Sandberg to have higher price levels. Also, 
the product is designed in order for each customer to individually add and exclude parts to make 
their own personal product. The ability to expand the jewellery by buying additions as pendants 
and further necklaces or bracelets to individualize the jewellery, is meant to influence 
repurchases. Customers that buy one piece of jewellery are intended to come back to purchase 
further items. This was a novelty a few years ago but has now been accepted by the market. The 
concept is unique because it allows the customer to decide the look of the product and 
personalize the jewellery for different purposes and occasions. Furthermore, having higher price 
levels and few carefully selected retailers, adds to the exclusivity of the brand which differentiates 
Sandberg from other actors on the market. 

The designer Pia Artling, use low key colours in the gems used for Jewel to match everyday 
outfits. Glaring colours are on the other hand used in Gem to make the jewellery really stand out. 
The quality in gems and jewels differs between the two lines, Sandberg use cheaper gems in Jewel 
to maintain reasonable prices and top of the line quality gems in Gem to provide top of the line 
jewellery. All products are solid and not forged in parts as other products can be in the market to 
further distinguish Sandberg from the competition. Basic products are differentiated from 
cheaper products made by other producers by the solidity that makes the jewellery heavier and 
send forth quality and exclusivity. In order to protect Sandberg from encroachment on the brand, 
Sandberg works actively to protect the design from being duplicated. A problem is private 
jewellers and goldsmiths making duplicates from customer orders. 
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Resources 

Sandberg has the power to increase the production in Falköping with 30-35% of current 
production capacity without employing more people. Subcontractors that can assist with new 
techniques make the vast increase in turnover possible without employing more people. Sandberg 
is ready to employ people if so is needed, there are capable people on the market but the question 
is if Sandberg can entice them to move to Falköping. M. Winfridsson seems to be well aware of 
the problem that not a lot of people want to move to Falköping and it can therefore be hard to 
employ skilled workers. Consequently, Sandberg will probably have to allure new employees with 
higher salaries which imply higher cost compared to competitors. 

Accordingly, the production is not a bottleneck in the case of Sandberg instead Sandberg need to 
increase the sales in order to complete current capacities. Everything Sandberg will earn on the 
Japanese market is meant to be reinvested in the business in Japan in order to enable growth on 
that specific market. Sandberg does not have a lot of resources to begin with, M. Winfridsson 
estimates the total amount to around 50,000-100,000 SEK. 

Commitment by Managers for International Activities 

The market for highly individual and expensive jewellery is small in Sweden and therefore 
Sandberg aims to enter new markets. By increasing the markets the company is active in, they 
increase the potential revenues that can be generated. The demand for luxury products abroad 
are thought to be larger compared to Sweden and Sandberg is hoping to satisfy this demand with 
their high-end jewellery. Norway (started), Finland and London have been considered as possible 
new markets for Sandberg, where the demand for luxury products is estimated to be very high. 
Thus, the interest for Japan is relatively new within the company. Sandberg aim at being one of 
the actors turning around the big flow of goods coming from Asia to Europe and increase the 
export of exclusive good to Asia. 

Sandberg is planning to use the same collection of jewellery abroad in hope that the demand will 
be similar across markets. The company assumes that no or few product adaptations will be 
necessary to satisfy the demands on foreign markets. M. Winfridsson believes the entry on the 
Japanese market can be flourishing as long as Sandberg is successful in convincing the Japanese 
market that Sandberg is a strong brand in Sweden, hence “…enchantment a la Canada Goose is 
needed…” (M. Winfridsson, personal communication, 2005-11-16). 

5.4 Choice of Entry Mode 

Two basic facts stand out when you observe the Japanese market from an outside perspective, 
one is that the Japanese market is the most attractive in the world and the other one is that it is 
the toughest in the world (Woronoff, 2001). Woronoff (2001) stresses the fact that a company 
should not be put off by the toughness of the market since there are several different ways to 
enter the Japanese market and some of the ways to enter the market are not as demanding as 
others. To make the transition easy it is better to start of small and grow bigger with time. 
According to Woronoff (2001), smaller companies can use less challenging entry modes like 
exporting, licensing and franchising. This is suitable when the company has interesting products 
or services but wants to leave the hard part to a Japanese agent (Woronoff, 2001). One of the 
most common reasons to go abroad is to follow the customers (Jenster & Jarillo, 1994). Other 
reasons are to gain efficiency and to bring superior technology to the company or business know-
how (Jenster & Jarillo, 1994).  

It is important for companies to pick the entry mode they think best meet their needs and the 
alternative which they have suitable resources for (Woronoff, 2001). Exporting, licensing and 
franchising can be arranged must faster than joint ventures and wholly owned subsidiaries and 
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returns can be materialized faster and that to a lower price than joint ventures and wholly owned 
subsidiaries (Woronoff, 2001). On the other hand, more efforts put in to the process by the 
foreign company in joint ventures and subsidiaries has the opportunity to be more rewarding 
(Woronoff, 2001). 

In a business community like the one in Japan, it is hard to go alone. Even if a company produce 
their own parts in the home country, sell it themselves, and can finance the whole process on 
their own, it might be wise to consider some kind of partnership in Japan (Woronoff, 2001). 
Competition is very tough in Japan and it is wise to cooperate, even with competitors, in mutual 
interest situations (Woronoff, 2001). It can be done, according to Woronoff (2001) through trade 
associations or supplementary informal gatherings. 

5.4.1 Export 

We are continuously returning to the fact that the Japanese distribution system is complex and 
costly. There is no certain answer to what option is preferable for a particular business but it 
might be wise to start with a distribution agent, gradually increasing your presence in Japan and 
subsequently start ‘shop-in-the-shop’ stores and finally build your own stores (Woronoff, 2001). 
Exporting to Japan meets the basic requirements of selling the company’s products to Japan 
where there may be a demand and where success, even if only relative, can be quite rewarding 
(Woronoff, 2001). By starting up with selling the merchandise to a Japanese agent in the form of 
a wholesaler, retailer or distributor the company and get off to a good start in the Japanese 
market and a good example of this is Coach that started of selling to a large department store 
chain (JETRO, 2005b). In 1988 Coach decided to go in to Japan and entered a distribution 
agreement with Mitsukoshi, a leading department store in Japan (JETRO, 2002).  

It is important to carefully choose the product to export to enhance the opportunity of success 
for the exporting company (Woronoff, 2001). Some companies have only one product while 
others have a bundle of products and certain products may do considerably better than others in 
Japan. By entering Japan, the company can leverage their existing investments and generate 
revenues in the new market (Jenster & Jarillo, 1994). With leveraging plant investment, Jenster 
and Jarillo (1994) means that the company can gain as much revenues from an existing factory 
the company can increase their potential numbers of clients by entering new markets. For a 
company like Sandberg that has one manufacturing plant and the intention to keep it like that, 
exporting leverages their investment in Falköping, Sweden (M. Winfridsson, personal 
communication, 2005-11-16). Revenues from Japan would therefore be profit after deducting the 
costs to export to Japan. 

Downsides with using export as an entry mode is the lack of control over the business activity 
(Root, 1998). If a firm chooses to leave the distribution to a Japanese agent, a specialized trader, a 
sole import agent, or a wholesaler, it will loose the ability to decide on price, display et cetera. 
also, the sales agent might sell similar products from a competitor of yours and might give the 
competitor preferences (Woronoff, 2001). 

5.4.2 Contractual 

The Japanese market is a very large market, it is also very distant from most other countries 
which means that is can be both costly and time consuming to ship goods to Japan by sea or air 
(Woronoff, 2001). Because of these certain circumstances, it may be much cheaper to have the 
products produced in Japan, a solution available for both foreign companies and to Japanese 
companies (Woronoff, 2001).  

When using licensing in Japan, the optimal partner is a producer. Unlike exporting and when it 
comes to licensing it is more important to be selective when choosing the partner than when 
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using exporting (Woronoff, 2001). The ability to produce the merchandise competently and to a 
price cheap enough to sell in the market has to maintain the standards the foreign company sets 
up (Woronoff, 2001). Further, the Japanese licensee must have access to appropriate distribution 
channels and the foreign company must find out if the licensee produces products that might 
compete with the product intended for licensing (Woronoff, 2001). When licensing, the product 
does not have to be new to the market or unique in any way, it just has to round out the 
licensee’s product line in order to be strongly received by the market according to Woronoff 
(2001). 

Similar as the case with licensing, the choice of partner when entering a franchise agreement is 
very important. The separating factor is that franchising usually applies to services that can not 
successfully be exported to Japan while licensing generally applies to products (Woronoff, 2001). 
The foreign actor needs to reproduce, in Japan, the same sort of establishment as the 
establishments they have in their home market and the establishment has to be distinctive 
enough to attract the Japanese customers (Woronoff, 2001). Snap On Tools is a good example of 
a successful franchise in Japan that uses the same establishment in Japan as in their home market 
(JETRO, 2003). Snap On tools is a developer, producer and marketer of different kinds of tools 
originating in the United States of America (JETRO, 2003). Snap On are distinguished by the 
white vans that franchisees sell tools from, this same concept was incorporated in Japan (JETRO, 
2003).  

A contractual entry is mostly used to generate revenues by giving up intangible assets to a 
franchisee or licensee. In the case of Sandberg, a contractual agreement would involve giving up 
the design for production in Japan. As Sandberg want to run their own stores in order to supply 
knowledge about the product and the best service, a contractual entry in Japan might be a 
negative way to enter (M. Winfridsson, personal communication, 2005-11-16). The company 
would not be able to utilize the advantages of contractual entry modes and would in the same 
time have to give up primary assets of the company: “…the individual design and the forging production 
process.” (M. Winfridsson, personal communication, 2005-11-16).  

5.4.3 Direct Investment 

After being active in the market or when entering the market at first, the company can form a 
joint venture with a Japanese partner (Woronoff, 2001). This leaves the foreign company to take 
on greater responsibilities and have higher demands though they can hand over major, usually 
more unfamiliar functions to the Japanese partner (Woronoff, 2001). Woronoff (2001) stresses 
the fact that the selection of a partner is crucial for the joint venture to work, it is more important 
than the selection of both import and licensing partners. The joint venture is a very serious 
relationship in Japan; Woronoff (2001) compares it to an old-time wedding where both parties 
have to stay together through good and bad times. This along with the fact that Japanese people 
are aware to save face and this will matter for Sandberg when doing business in order to form a 
long-term and successful partnership if joint a direct entry mode would be the best way to go 
(Woronoff, 2001) 

Subsidiaries and ventures in Japan can take the following four corporate forms; a joint stock 
company, a limited liability company, a partnership company and a limited partnership company. 
A joint stock company is the most common form of business in Japan and is called kabushiki 
kaisha (KK) (Ernst & Young, 2001). A KK is used by domestic companies and also by foreign 
investors for wholly owned subsidiaries and for joint ventures with Japanese partners (Ernst & 
Young, 2001). An example of a KK is Chanel KK that has their own research and development 
unit in Japan in order since Japan has the highest technology when it comes to cosmetics in the 
world, according to corporate representatives (JETRO, 2005b). A KK consists of a large number 
of shareholders whose liabilities are limited to the capital invested. According to Ernst and 
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Young (2001) advantages that a joint stock company has towards other forms of business is for 
example that it can enjoy financial and business credibility and a better public image. The 
company has to decide on if they want to partner up with a keiretsu or not and if the company 
should be purely Japanese company or not (Woronoff, 2001). They also need to consider if they 
want to enter the partnership with a company in the same line of business as themselves 
(Woronoff, 2001). The percentage of ownership in the company declares what form of joint 
venture it is and the different classes are majority, minority and 50-50 ventures (Root, 1998). Joint 
ventures can be started from scratch and by acquisition of existing companies by acquiring a 
partial ownership (Root, 1998). In 2001, Coach entered a joint venture with Sumitomo 
Corporation in order to diversify the distribution channels to the customers (JETRO, 2005b). 
After forming the joint venture, Coach was able to start up a flagship store on the prestigious 
Ginza and also freestanding retail stores (JETRO, 2002). Diversifying the original department 
store strategy with stores owned by the venture helped the business to expand and making Japan 
the second best market after the United States of America and the flagship store the top location 
worldwide (JETRO, 2002). According to JETRO (2002), Coach is the only American company in 
the top ten bag and accessories, the rest are European, implying that European merchandise is 
more popular but might be decreasing according to Coach (JETRO, 2002). In 2005, Coach 
bought the remaining 50% in Coach Japan from Sumitomo Corporation to make Coach Japan a 
wholly owned subsidiary (JETRO, 2005b). Having the direct control over operations has enabled 
Coach to drive the business in Japan (JETRO, 2002). 

Limited liability companies are seldom used by foreign actors in the Japanese market (Ernst & 
Young, 2001). The reason for this is that incorporation procedures and requirements are much 
simpler and therefore lack the proper corporate image that a foreign company that enters the 
market strives for (Ernst & Young, 2001). This company form is mostly used by small and family 
held companies. Different from a limited liability company is the partnership company and the 
limited partnership company form. These company forms are also seldom used by foreigners as 
they have few advantages over a joint stock company. The difference between the partnership 
company and the limited partnership company is that the latter involves partners with both 
limited liability and with unlimited liability (Ernst & Young, 2001).  

A foreign company entering the Japanese market has the chance to use the following forms of 
business organization; subsidiary, branch office, a joint venture or a representative’s office (Ernst 
& Young, 2001; JETRO, 2005a). A joint stock company is the most common form used by 
foreign investors according to Ernst and Young (2001). A foreign company that wishes to enter 
the Japanese market and engage in business operations must establish a branch office or a 
subsidiary company (Ernst & Young, 2001; JETRO, 2005a). The simplest way to do this is to 
build up a base to do business is to establish a branch office (JETRO, 2005a).  The branch has to 
be registered under the Commercial Registration Law and the company has to file notification 
with the government ministry under the Foreign Exchange and Foreign Trade Law. The branch 
office and the branch manager provide service and are not expected to engage in independent 
decision making. A branch office does not have its own corporate status and is legally a part of 
the foreign company and the foreign company is hereby ultimately responsible (JETRO, 2005a). 
Another opportunity to enter the market than by the branch office or by starting an actual 
company is to start a representative’s office. The function of a representative’s office is to carry 
out preparatory and supplemental tasks in order to enable the foreign company to engage in full 
scale business operations in Japan (JETRO, 2005a). Tasks that can be carried out by the 
representative’s office are market surveys, information collection and public relations and 
advertising efforts but they are not allowed to engage in sales activities or any commercial 
transactions (Ernst & Young, 2001; JETRO, 2005a).  
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6 Analysis 

This chapter analyses issues on the Japanese market concerning the entry of Sandberg. The authors of this thesis 
aim at discussing the possible entry modes and what strategic decisions which have to be made in order to achieve a 
sustainable comparative advantage to base future growth on. 

6.1 Introduction 

The purpose of this thesis is: “… to investigate different strategic choices in regards to the entry mode and the 
introduction of an exclusive brand on the Japanese market. The research will be supported by analysing the current 
situation of Sandberg and its aim to enter new markets...” This matter is a hot topic since there are 
indications that Asia will continue to grow as a very important economic region together with the 
recent growth in China (Jasmon & Ridzuan Nordin, 2003). Hence, Japan still has potential for 
future growth, next to existing developments in the country. As knowledge is needed in order to 
successfully enter foreign markets (Andersen, 1993), the authors of this thesis acknowledged a 
need for a thorough analysis of the environmental forces facing Sandberg when entering the 
Japanese market. Since “…the authors of this thesis aim at enlighten the important issues regarding the key 
strategic decisions that Sandberg will have to take when entering Japan…”, this analysis is of utter 
importance for Sandberg if they want to successfully enter the Japanese market.  

According to Root (1998), the crucial step when entering a foreign country is the choice of entry 
mode, which is a reflection of the forces in the environment. These forces were identified and 
will be analysed through the PESTEL framework and the aim is to understand the critical 
strategic decisions that have to be made when entering the Japanese market. Focus will be on 
issues concerning the entry of a small Swedish firm with an exclusive brand, Sandberg. But since 
“…the ambition with this thesis is to illustrate how firms in high-end sectors in similar industries can apply the 
overall concepts in order to successfully enter the Japanese market.” the analysis and conclusion will serve as 
a recommendation for Sandberg to the decisions they have to make when entering the Japanese 
market. Since most parts of the thesis are written in general terms, the result could also be 
adapted by other actors similar to Sandberg in similar situations of foreign entry. The analysis 
takes the political, economical, social, technological, environmental, and legal forces under 
consideration. 

It is important to keep in mind that a market research of this kind contains perishable 
information. Therefore, it is necessary to update the description of the Japanese market on a 
continuous basis. Not only is the Japanese market exposed to changes, so is Sandberg. Hence, 
Sandberg constantly needs to be prepared for possible alterations. This research explains the 
strategic decisions concerning contemporary Japan. 

6.2 PESTEL 

This section will analyse the political, economical, social, technological, environmental, and legal 
forces on the Japanese market. 

6.2.1 Political 

As political changes can bring alterations in regards to doing business in a country (Cheverton, 
2004), Sandberg has to consider the political risk in Japan before entering the market. The same 
party has governed the country since 1955 with one short exemption which vouches for political 
stability. The political situation in Japan is not likely to change (Price Waterhouse, 1996). 
Woronoff (2001) agrees that the political environment in Japan is very stable; consequently 
Sandberg can feel relatively comfortable doing business in Japan. Political stability enables small 
companies like Sandberg to focus more on the actual business process and less on the political 
environment. Accordingly, Sandberg is able to make their decisions with a long term perspective 
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in mind as short term incidents are not likely to occur. This is supported by the fact that the 
stable democratic policy reduces the fluctuations in factors that might evoke political 
interventions (Cheverton, 2004). Though changes are not likely to happen, it is important for 
Sandberg to follow the political development in Japan in order to be able to adjust to political 
changes. By following the market Sandberg can adjust in time to avoid damage to the business.  

Nevertheless, the jewellery industry and retail in general, where Sandberg is active, can be 
affected by political interventions (Porter, 1998c). Marketing interventions are likely to affect 
Sandberg as Yadin (2002) present those as possible restrictions likely to occur in industrialized 
countries like Japan. That government intervention is part of the business process seem to be the 
case in most countries (Cheverton, 2004; Yadin, 2002). So is certainly the case in Japan where 
good government relations appear to be very important when looking at overcoming procedures 
and other regulations. Sandberg therefore need to gather a network of Japanese counterparts, 
such as available sources like personnel at local trading companies, the local embassy or 
consulate, local banks or accountancy firms, and sister counterparts of Universities and cities. 
The local embassy in Japan has vast knowledge about laws and regulations and as Porter (1998c) 
argues that political forces can demand certain products and marketing activities, it is important 
for Sandberg to act in accordance to these regulations. Violating regulations is very inappropriate 
in Japan, according to Woronoff (2001), Sandberg should therefore be extra careful in finding the 
right partners to consult in important matters. Following the Japanese legislation will facilitate 
Sandberg in doing business in Japan but Sandberg need to have good councillors assisting them 
in the strategic decision process. Sandberg could gain great advantages from cooperating with 
JETRO when entering the Japanese market, since JETRO is meant to support trade between 
Japan and other countries (Alston & Takei, 2005). 

Sanctions and embargoes are political forces to protect the domestic business in a country 
(O’Conor, 2000) and are widely used in Japan (Woronoff, 2001). In accordance to the increasing 
globalisation, Japan has been forced to open up the market (Woronoff, 2001) and now is the time 
for companies like Sandberg to enter the market. This since the Japanese economy is on its way 
to recover and Japan will most likely increase the barriers of entry in the future (Woronoff, 2001). 
There is no need for Sandberg to avoid the Japanese market due to the immense regulations; 
instead the regulations should be seen to protect Sandberg from future entrants of possible 
competitors. 

6.2.2 Economical 

According to Yadin (2002) and Leonidou (2004), forces such as local and national taxation, 
currency, raw material prices, and interest rate fluctuations have big impact on the global market. 
GDP figures, inflation, and stock market values also influence a company’s activities on the 
market (O’Conor, 2000). In the empirical research of Sandberg and its entry on the Japanese 
market, the authors of this thesis found that major forces on the choice of entry is taxation, 
currency, GDP figures, and fluctuations in the stock market. The influence of these forces gives 
implications on differences in price depending on the strength of the Yen, the willingness of the 
Japanese to spend money on excessive goods, disposable income, and the sensitivity for high 
prices. 

The Nikkei Index has increased with more than 50% since the end of 2004 (OECD, 2005a). The 
positive trend has increased the business confidence in Japan and strengthened the Yen, and 
current actors on the market seem to have hope for continued growth in the future. This implies 
a promising market to enter today if Sandberg is searching for a safe and sound market place that 
shows potential for future growth. Another feature in a growing and more stable market 
environment is solid GDP growth (O’Conor, 2000). After being on comparable low levels, the 
GDP growth started to stabilize in 2002 in Japan but efforts to renew growth in Japan since the 
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crisis in the 1990’s have not shown to be as successful as wished for (OECD, 2005a). This can (a) 
be a sign of relatively slow increase in GDP growth also in the future or (b) be seen as the first 
step in a renewed economy that will start to grow more rapidly from now on. The slow start is 
then explained with the time it takes to adapt to changes. 

Furthermore, a growing economy on the national level has implications on the disposable income 
for the individual (Yadin, 2002) and as most Japanese identify themselves as middleclass and the 
income is fairly equal distributed in Japan (Buckley, 1998) many Japanese can afford Sandberg’s 
exclusive jewellery. Sandberg will consequently prosper from higher levels of disposable income. 
The bright future for Japan as a country influences the population to spend more on consumer 
goods and a shopping spree is expected in the near future, according to Woronoff (2001). Hence, 
Sandberg will most likely prosper, if entering the Japanese market today, as the Japanese will be 
able to continue spending money on excessive consumption. 

A company acting on a foreign market also has to consider the strength of the national currency, 
which implies complicated adjustments of price, according to Porter (1998c). The price level in 
Japan remains high compared to other OECD countries (OECD, 2004a). This entails a high 
focus on quality among the Japanese customers but as the market is becoming more open, the 
customers are becoming more sensitive for high prices. This is an affect of the increased 
competition in the global market place. It is common among local actors on the Japanese market 
to compete on market share (Woronoff, 2001). Though, as Sandberg has an exclusive product, 
the fight for market share is not as evident. As new foreign actor with a high-end product on the 
Japanese market, Sandberg is probably best of compromising between high market share and 
high profit. Furthermore, the size of the market influences the activities on the market, according 
to Root (1998). This is apparent on the compact Japanese market where Tokyo is most evident to 
contain a large potential customer base with its enormous population. Hence, there is potential 
profit to gain for Sandberg in Tokyo but a large customer base also implies that there are a lot of 
competitors in the market. In regards to retail sales by region, Osaka shows the strongest 
purchasing power within Japan. Woronoff (2001) argues that a new actor, like Sandberg, on the 
Japanese market is better of starting in one of the major cities, and then gradually expanding to 
other cities.  

According to Porter (1998c), it is important to understand the local distribution channels in order 
to successfully compete on the local market. However, during the empirical research it became 
evident that the distribution system in Japan causes many foreign actors problem when trying to 
enter the Japanese market (Lohtia & Subramaniam, 2000). Sandberg will have to learn who their 
major competitors are among the large number of retailers and how these are linked together. If 
Sandberg succeeds in finding the right partners Sandberg will most likely have access to key 
clientele because retailers in Japan do a lot of inter-group transactions (Woronoff, 2001). The 
choice to work with wholesalers might imply high initial costs for Sandberg but the local 
wholesalers know the customer and they have the right connections needed to set Sandberg’s 
products on the market (Woronoff, 2001). In Sweden, Sandberg is selling their products through 
retailers and through their own store (M. Winfridsson, personal communication, 2005-11-16). It 
is more common to work with the ‘shop-in-the-shop’ concept in Japan where land to build your 
own store on is very expensive. The ‘shop-in-the-shop’ concept would fit Sandberg very well 
because the concept is normally found in department stores where upmarket fashion goods are 
sold. The department stores are furthermore normally acquainted selling foreign goods according 
to Woronoff (2001).  

As the distribution system in Japan is known to be complex, expensive and time-consuming to 
penetrate (Akhter & Hamada, 1995; Herbig & Milam, 1994; Lohtia & Subramaniam, 2000) 
Sandberg will have to consider these increased costs. Not only will Sandberg have to put a lot of 
effort in getting to know its local partners on the Japanese market in order to enable a successful 
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entry, Sandberg also need to arrange the transportation in an economically efficient way. Porter 
(1998c) argues that transportation costs can be very high if the goods are of great value, as in the 
case of Sandberg. As the products are relatively small, the insurance and safety issues are most 
likely to be of greatest meaning when shipping the goods from Sweden to Japan, according to M. 
Winfridsson (personal communication 2005-11-16. As can be seen by the figures received from 
FedEx it is very expensive to send exclusive goods to Japan, mainly because of the high insurance 
costs. 

6.2.3 Social 

Social forces such as changes in social structure, lifestyle changes, and substance of households 
affects the entry on a foreign market (O’Conor, 2000). These forces are especially evident for 
Sandberg when potential target groups are evaluated. The Japanese are known to be very 
dependent to one another (Alston & Takei, 2005; Buckley, 1998; Stephens, 1995) which Sandberg 
can use in the exploitation of the Japanese market. Kermally (2000) argues that demographic 
changes affect marketing strategies. The issue should be taken under consideration in the design 
of both Sandberg’s jewellery and marketing products. There is a higher percentage of female 
Japanese compared to male. As Sandberg produces mainly jewellery for the female market, this 
overweight is of value when considering the size of the target group in certain target markets. 

The fact that the proportion of the aging population of Japan is increasing was touched upon in 
the section concerning economical issues. As the older population is not Sandberg’s primary 
target group this could be seen as negative for Sandberg doing business in Japan. Still, the 
population of Japan is not very old in comparison to other countries (Buckley, 1998) and there 
are millions of Japanese to fill Sandberg’s customer base for more than a century ahead. 

Consequently, Sandberg needs understanding for changes in the Japanese lifestyle in order to 
provide the right products to correct target group. It is hard to compete with a global concept in 
countries where close customer vicinity is needed to compete on the market (Porter, 1998c). 
Hence, Sandberg can either focus on the younger female population that is more individually 
oriented or on the male population in positions with authority, consequently earning more money 
who wants to buy expensive gifts. The female population is less fortunate in a sexist society like 
Japan as of today. Women are not common on positions holding authority in contemporary 
Japanese companies and are often employed in part-time jobs (Alston & Takei, 2005). This is on 
its slow way to change and Sandberg should take the opportunity to gain from this development 
by exploit this part of the population. 

Other social forces that became apparent during the empirical study of the Japanese market were 
gift giving procedures and language. Sandberg is in a position to take advantage of the procedures 
regarding gift giving as a sign of showing respect for other people. Alston and Takei (2005) 
stresses the fact that high-quality goods from Europe are received favourable. Furthermore, a 
well-known brand name is important for the Japanese. Consequently, Sandberg has to work hard 
on building a brand name in Japan. It is very important for Sandberg to be consistent in 
everything they do, from choice of wholesaler to the kind of wrapping paper. For example, white 
paper would work fine when wrapping a gift to a bride in Sweden, but white is associated with 
death in Japan. These are important choices Sandberg has to take in order to successfully 
penetrate the Japanese market. With varying national markets, differences in language generally 
come about when moving from country to country (Leonidou, 2004). Sandberg needs to get 
knowledge in Japanese or employ someone that does in order to communicate with local 
distributors and customers. Japanese is though very complicated for Westerners to learn (Price 
Waterhouse, 1996). Instead, Sandberg should consider selling to a wholesaler with international 
experiences who communicate in English in order to avoid any language problems that might 
come up when penetrating the Japanese market on their own. 
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Furthermore, the differences in geography and climate (Porter, 1998c) and the cultural distance 
between home country and the host country (Cheverton, 2004) affect the way of conducting 
business in a country and consequently the choice of entry. Sandberg cannot assume that they 
will be successful conducting business the same way in Japan as they are used to doing in 
Sweden. Decentralising the business activities in a foreign country in order to come close to the 
customer segment is vital for a successful implementation in a foreign country (Porter, 1998c). 
This also transmits to business to business relations in a foreign country. This became evident 
when examining the business transactions in Japan where trust seems to be the keyword for 
conducting business (Alston & Takei, 2005). Sandberg has to understand the predetermined 
patterns, regarding for example greetings, language, decision making, names and conclusion of 
negotiations, in order to enable the building of long-term relationships. Next to trust, socializing 
is very important for the Japanese (Alston & Takei, 2005). With no current relations in the 
Japanese market, it is especially necessary for Sandberg to socialize with their Japanese business 
partners. In a country where human relations play an important role when conducting business, 
this is in particular important (Alston & Takei, 2005). Cheverton (2004) argues that changes in 
the society affect the organisation acting in the business environment. This can be transmitted to 
a business like Sandberg considering doing business in two different countries, consequently in 
two different societies. It can therefore be costly for Sandberg, in terms of both time and money, 
to get to know the local market and the potential trading partners in Japan, on all necessary levels. 

6.2.4 Technological (including infrastructure) 

Sandberg does not have to put a lot of effort in understanding the emerging technology in Japan 
since the effect of new technology is often strongest in telecommunications and entertainment 
companies (Kermally, 2004). For an exporting company, the infrastructure is more important 
(O’Conor, 2000). Preferable for Sandberg is to start up in large cities like Tokyo and Osaka, 
where the infrastructure is well developed. In accordance with Root (1998) who argues that 
infrastructure determines the choice of entry; Sandberg is affected by the access to infrastructure 
such as airports, harbours, and telecommunications. As touched upon earlier, Sandberg has to 
consider different transportation possibilities. The alternatives available are air- and boat freight. 
In order to choose the best, the trade-off between price and time will have to be evaluated. Air 
freight is costly but time efficient while shipping with boat is slow and cost efficient. Sandberg 
needs to bear in mind that too high transport costs is not economically viable in the long-term 
perspective and time consuming shipping can make the product less attractive to the consumers. 
The issue concerning transportation methods in regards to available infrastructure is especially of 
concern in exporting companies, like Sandberg, with a large distance between the home country 
and the host country (Kessides, 2004). 

The fact that Japan has an extensive broadband environment (JETRO, 2005c) enables Sandberg 
to reach out to the customers via the company website. By interacting with consumers online 
Sandberg can present the company and their products to the public and generate visits to the 
points of purchase. The fact that the website has to be translated into English and Japanese will 
be a small cost to achieve marketing and create good-will for Sandberg. 

As Japan continues to grow, Sandberg will see more change in the infrastructure used in Japan 
because current advances of the infrastructure have been made possible through the economic 
growth of Japan (Buckley, 1998). Consequently, it is important for Sandberg to take advantage of 
existing technology and adapt to new developing knowledge in order to stay ahead of 
competitors. 
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6.2.5 Environmental 

As environmental governance is known to affect companies worldwide (Kanie, 2004) so is also 
the case in Japan. Environmental issues concerns mainly producing companies (Johnson et. al, 
2005; Kanie, 2004) and due to the fact that Sandberg will continue their production in Falköping, 
Sweden, there is of little relevance to analyse the issues concerning environmental forces on the 
Japanese market. Furthermore, Sandberg’s products, expensive jewellery, do not present threats 
to the environment and other species in the same fashion as other retailing products do, such as 
cars and exclusive leather bags. While, for example certain bags are made with exclusive leather 
that is considered bad for the environment since the most exclusive materials come from species 
threaten by extermination. Instead, Sandberg uses natural resources in their jewellery and their 
end products are no threats to neither the environment or any species. The mining of the 
minerals might be a threat to the environment but it is hard to change this for a small actor like 
Sandberg. Also since the mining is not executed in Japan, Sandberg will not be affected to a large 
extent if the Japanese government decides to change the existing regulations in concern to 
environmental forces. Sandberg might want to consider using environmentally friendly ways of 
transportation and non-polluting materials for packages and wrapping.  Still, the most important 
for Sandberg is to understand the Japanese customer preferences for packaging and 
environmental friendly transportation methods et cetera, since these issues are necessary to 
consider according to O’Conor (2000) and Root (1998). 

Given that many countries lack in their consideration for the environment in comparison to 
Swedish norms, the authors of this thesis argue that as long as Sandberg puts in the same effort 
in regards to caring for the environment in Japan as they do in Sweden, they will not face any 
problems on the Japanese market. Furthermore, Japan is a member of the World Trade 
Organisation (Alston & Takei, 2005) and has to obey to their international rules regarding the 
environment which makes it easier for Sandberg to adapt to the regulations concerning the 
environment. 

6.2.6 Legal 

Governmental regulations from the Japanese ministries, for instance tariffs, quotas, duty fees et 
cetera are legal forces meant to control the flow of foreign business in Japan (Leonidou, 2004; 
Root, 1998). Sandberg will be affected by this and have to adjust prices to cover the cost of 
import duties and similar licensing instruments. Measures by the government are intended to 
protect the Japanese industry from competing companies to a certain extent. Price manipulations 
are prevented by special regulations to prevent price dumping et cetera. Sandberg are not in a 
position to be affected by the special legislation as their relative size compared to other actors 
makes it impossible for Sandberg to manipulate the prices or threat the domestic industry. Other 
legal barriers that might have to be taken into consideration for Sandberg are world laws 
concerning bribery and taxes and presently Japan is one of the less corrupt countries in Asia 
(Porter, 1998c). Legal restriction forcing companies to adapt product to the market will not affect 
Sandberg as their products are not in any way endanger any of the causes the government protect 
by forcing production adaptation. New corporate laws will be introduced during 2006 that 
Sandberg must comply with; this is not a problem to Sandberg as they have not done any 
business that has been subject of previous corporate laws. Sandberg will only have to adapt to the 
new laws not change from older laws to the new law. 

Furthermore, Japan has moved towards a more dynamic economy through reforms during the 
past decade to make companies more successful and free-trade systems where positively accepted 
by the public. Sandberg will be able to use the advantages of free-trade and the reforms assure 
Sandberg of the intention of keeping barriers low if not decreasing. The barriers were often a 
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problem to foreign actors and they still are in spite of decreasing barriers which Sandberg needs 
to be fully aware of (Maguire, 2001). 

According to Alston and Takei (2005), the Japanese prefer to keep conflicts from reaching courts 
and conflicts are settled in time to avoid going to court. This because the court decisions are 
complex and difficult to predict and it also originate in historical unjust ruling by the court, 
favouring the rich Japanese. Sandberg has to keep this in mind when conducting business and the 
best guiding principle according to Alston and Takei (2005) is to avoid getting involved in any 
disagreements at all costs. There are few lawyers in Japan which can be a factor for Sandberg to 
consider when choosing a partner, companies with good lawyers will be better than companies 
using employees not educated in law but with knowledge in legal issues. 

Mandatory standards regulates that all products sold in Japan are fixated by law and have the 
function to protect consumer safety. All goods also have to be certified. This would not likely 
affect Sandberg as jewellery are not posing the same threats to consumers as for instance toys and 
other merchandise can pose. As Sandberg do business in Japan, they need to make sure to 
integrate contractual constraints in all contracts, due to the acceptance in Japan to run over 
foreign companies. The Japanese are known to use power to gain advantages and market shares 
from weaker companies on the market where Sandberg could be exposed if considered weak. 
That is why the importance of strict integration of contractual constraints needs to stressed. 

6.3 Internal: Company Environment 

Sandberg needs to be well aware of what assets they possess in regards to product, resources, and 
commitment by managers since these forces determines the choice of entry mode (Root, 1998). 
Hence, these forces have to be considered together with the specific forces operating on the 
Japanese market. 

Highly differentiated products give the seller, according to Root (1998), the advantage to set the 
prices. In accordance to this statement, Sandberg is aiming at being different compared to their 
competitors by providing unique design that can be individually composed into a personal piece 
of jewellery. Bearing in mind that Sandberg wants to keep the production in Falköping in order 
to have full control over the production process (M. Winfridsson, personal communication, 
2005-11-16), Sandberg will have to consider the problems arising from the large distance to the 
customer. The problems in regards to the large distance between Japan can though be overcome 
by utilizing technology such as telecommunication and broadband, which is well developed in 
both Sweden and Japan (JETRO, 2005c). Furthermore, it might be wise of Sandberg to keep 
their production in Falköping to begin with since this is the first time they are approaching 
foreign markets. International commitment usually increases as the company gets more 
international experience (Root, 1998) and Sandberg will maybe consider producing somewhere 
else in the future if they are able to expand their business through the entry on the Japanese 
market. As one can see the level of commitment by the managers to invest, determine the choice 
of entry in accordance with Root’s (1998) discussion on the subject. 

No matter how many resources Sandberg possesses, Kjällman et. al. (2004) argue that there must 
be a willingness to invest in the foreign country in order to be successful. Sandberg’s vice 
president Markus Winfridsson has expressed his intent and belief in a future for Sandberg on the 
Japanese market. The question is if the rest of the company is willing to invest in Japan. Since 
there are no explicit international strategy set out by Sandberg (M. Winfridsson, personal 
communication, 2005-11-16) the degree of commitment is somewhat hard to define. In spite of 
this, the authors of this thesis believe, in accordance with Root (1998) that if Sandberg 
experiences successes in the Japanese market it will encourage further international commitment 
which in turn leads to more success in Sandberg’s operations abroad. 



 

 
55 

6.4 Choice of Entry Mode 

As the Japanese market is known to be very attractive as well as one of the toughest in the world 
to entry (Woronoff, 2001) the authors of this thesis understand the interest of Sandberg to enter 
the Japanese market. One might argue that export entry is the most appropriate when first 
entering a foreign market in order to reduce risk (Root, 1998) but the authors of this thesis will 
also look into contractual agreements and direct investment entry modes, in order to provide a 
deeper knowledge about the options available for entry on the Japanese market. The PESTEL 
analysis in section 6.2 and the analysis of Sandberg’s internal company environment in section 6.3 
will underlie following discussion in regards to section 4.4 and 5.4 covering different entry 
modes. 

Export is selling goods produced in the home country to a foreign country (Nelson, 1999a) 
which is what Sandberg had in mind when asking the authors of this thesis to explore the 
Japanese market (M. Winfridsson, personal communication, 2005-11-16). Bearing in mind that 
Sandberg is eager to enter the Japanese market, exporting is probably the better alternative as it 
can be arranged faster compared to entry through either contractual or direct investment entry 
modes (Woronoff, 2001). Contractual entry modes, such as licensing and franchising (Adams et. 
al., 1997; Root, 1998) are pretty fast as well but Woronoff (2001) argues that the selection of a 
partner is very important. The selection process is most likely to be time-consuming and the 
authors of this thesis believe that experience in the market is necessary in order to choose the 
proper partner as this is implied in the study. Furthermore, as a result of the economical 
development and future expectations for increased expenditures on exclusive jewellery, Sandberg 
is most likely to be better of entering the Japanese market in a near future which further 
reinforces the first idea that export is the best mode of entry. 

Direct investment entry modes include joint venturing and sole venturing (Doole & Lowe, 2001; 
Root, 1998). The current situation of Sandberg in regards to money supply and knowledge about 
the Japanese market does not support any of these entry modes since they are very costly and 
time-consuming (Doole & Lowe, 2001). Still, Sandberg might want to consider direct investment 
entry modes in the future since they enables cheaper production (Woronoff, 2001) due to no 
barriers of entry in regards to tariffs, quotas, and duty fees (Leonidou, 2004; Root, 1998) given 
that the production is performed within the country in question (Doole & Lowe, 2001). As 
contractual entry modes have the advantages of high control and possible higher revenues, 
Sandberg can prosper from considering this alternative entry mode in the future. In accordance 
with Root (1998), only the other two entry modes; export and contractual, are from here on 
evaluated since direct investment entry modes are in most cases the last step in the 
internationalization process. Direct investment entry modes would though most likely work fine 
on the Japanese market due to the relatively stable political situation (Price Waterhouse, 1996; 
Woronoff, 2001) and the fact that Japan is an industrial country (Kessides, 2004) which is 
according to Doole and Lowe (2001) preferred situations for direct investment entry modes. 

As touched upon, the stable political situation (Price Waterhouse, 1996; Woronoff, 2001) will 
most likely not cause Sandberg any problems in regards to the choice of entry mode. Therefore 
both export entry modes and contractual agreements should be considered. Both entry modes 
involve shipping goods into Japan which is why Sandberg has to consider economical issues such 
as tariffs and quotas that comes from regulations implemented by the government currently in 
power. Since the same political party has governed for a long time and is likely to do so in the 
future, it is not expected for Sandberg to meet harder regulations in regards to foreign trade to 
and from Japan, rather easier regulations as a result of increasing globalisation (Maguire, 2001) is 
to be expected. This discussion brings us in on other economical forces such as GDP figures, 
inflation, interest rate fluctuations, taxation, and disposable income (Leonidou, 2004; O’Conor, 
2000; Yadin, 2002). 



 

 
56 

The Japanese economy is in good condition with high levels of income which is fairly equally 
distributed (Buckley, 1998). Sandberg will benefit from this since both export and contractual 
entry modes since are relatively costly and a higher price has to be set to the end-consumer in 
order to make it profitable selling on the Japanese market.  As shipping goods of high value is 
expensive (FedEx, 2005; Tullverket, 2005), direct export will bring a larger deduction in profit 
compared to a licensing agreement with a local producer in Japan. Consequently, it is very 
important to be selective when choosing the local trade partner (Woronoff, 2001) in order to 
keep costs down, since the Japanese customer is becoming more price sensitive (Alston & Takei, 
2005) as the Japanese market is opening up and more competitors are entering the market. 

Since the primary asset of Sandberg is their exclusive design and the materials they use (M. 
Winfridsson & P. Artling, personal communication, 2005-11-16), a licensing agreement with a 
local producer is not preferable given that the agreement enables the licensee to use the intangible 
assets belonging to Sandberg (Root, 1998). Exporting holds a higher level of control over the 
process (Root, 1998) which is preferred by Sandberg (M. Winfridsson, personal communication, 
2005-11-16) since Sandberg is planning to grow on the Japanese market and subsequently open 
their own stores and wants to stay in charge of the operations. The shop-in-the-shop concept, as 
Woronoff (2001) argues, might then be an option as a franchising agreement where the 
franchisee conduct the business under the trade name Sandberg while Sandberg still controls the 
business process (Adams et. al., 1997). The foreign franchisee then reproduces a similar 
establishment in Japan as Sandberg has on their home market (Woronoff, 2001). This has been 
seen to be a successful concept on the Japanese market according to JETRO (2003) as long as 
the establishment in Japan is distinctive enough to attract Japanese customers. 

The large market in Japan (Buckley, 1998) attracts many competitors. In order to stand out from 
the heavy competition in Japan Sandberg’s products has to be of considerably better quality than 
others in accordance to Jenster & Jarillo (1994). This is the case both in direct exporting 
situations and contractual agreements. If exporting, Sandberg’s products are most likely to be 
sold together with similar products from a competitor within the same store (Woronoff, 2001). If 
having a shop-in-the-shop contractual agreement, Sandberg will also face competition from other 
businesses situated within the same department store (Woronoff, 2001) as well as the risk that the 
franchisor is not conducting the business in accordance with the values of Sandberg as a trade 
mark (Mendelsohn & Bynoe, 1995). Consequently one major disadvantage with export and 
contractual entry modes is the lack of control. 

In regards to the social forces on the Japanese market, Sandberg will have to put in a lot of effort 
to learn their customer and the business environment in which they are going to operate, 
regardless what entry mode Sandberg choose. In accordance to Kermally (2000), Sandberg needs 
to be well aware of these forces in order to enable efficient marketing strategy. As attitudes 
toward imported products vary from country to country, according to Root (1998), it is 
important for Sandberg to build up a true relationship with their customers if they want to 
continue their production in Sweden, as in the case of direct exporting or contractual entry 
modes (excluding licensing to producer in Japan). This should not be a problem in Japan, since 
products from Europe are generally received favourable (Alston & Takei, 2005). If exporting or 
franchising the concept of Sandberg, Sandberg will have to deal with the cultural distance 
between home country and host country which have high implications on the choice of entry 
mode, according to Cheverton (2004). Also these problems can be overcome by choosing the 
right partner in Japan that knows how to treat the local customers as well as other business 
partners. 

As previous discussion have excluded the option of direct investment as a possible first way for 
Sandberg to enter the Japanese market, the technological developments in regards to production 
are not of high interest for Sandberg at the moment. Rather, Sandberg should focus on the 
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infrastructure in Japan as it has higher impact when using direct exporting or contractual 
agreements (O’Conor, 2000). The well developed infrastructure does not seem to have any 
implications on whether Sandberg should consider one entry mode before the other since there 
are sufficient access to airports, harbours, and broadband as well as good telecommunication 
networks in Japan (Buckley, 1998; JETRO, 2005c) to supply either one of the entry modes. 

The environmental forces on the Japanese market concerns mainly producing companies 
(Johnson et. al., 2005; Kanie, 2004) and as we already have discussed that Sandberg is most likely 
to benefit the most from entering Japan by direct exporting or some kind of contractual 
agreement, subsequently keeping the production in Sweden. Therefore environmental issues do 
not have to be further investigated since they are of low value for Sandberg as of today. Rather, 
the environmental forces will be of concern in the future if Sandberg is planning undertaking 
direct investments. 

Independent of which entry mode Sandberg chooses, they will have to carefully consider the laws 
and regulations in Japan. Consequently, Sandberg is probably best of asking an outside source 
such as the local accounting firm or bank office for help regarding legal concerns. It is hard to 
give specific advices bearing in mind that one really need to have special competence in the legal 
area in order to be helpful. Furthermore, the commercial laws have undergone fundamental 
revision (JETRO, 2005c) which will become applicable during 2006; therefore there is no need to 
give advices based on the old commercial laws. Also, since many of the laws regarding trade 
policies are implemented through the WTO (Price Waterhouse, 1996), Sandberg will be able to 
contact the WTO in Sweden in order to get legal advices. Off course, if keeping the production 
in Sweden, Sandberg will face higher costs in regards to quotas, tariffs and other import fees 
(Ernst & Young, 2001).  Still, Japan is considered to one of the worlds most open markets 
(Woronoff, 2001) and Sandberg should feel comfortable about overcoming any legal trade 
barriers since Sweden and Japan has a good relationship as of today, which is not likely to change 
within a near future. 

Small firms, like Sandberg, generally find it extra costly and time consuming to export compared 
to selling on the home market (Leonidou, 2004). This should not scare Sandberg away from the 
Japanese market since it opens up opportunities for future growth. In accordance with M. 
Winfridsson (personal communication, 2005-11-16), the authors of this thesis would like to end 
this chapter by saying: “…enchantment a la Canada Goose is needed…”, in order for Sandberg to be 
successful on the Japanese market.  
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7 Conclusion 

This chapter logically answers the problem of the thesis from section 1.1. In this chapter the authors will also judge 
how general and trustworthy the conclusions can be considered to be. 

This study differs from most studies in that it uses only secondary sources, except from 
information specific about Sandberg’s internal environment. 

This study analysed forces on the Japanese market as well as the internal environment of 
Sandberg as they are today. This was done in order to specify what strategic decisions that has to 
be done in order to successfully enter the Japanese market and to provide a basis from which 
Sandberg can prosper in the future. The most important finding in this study is that no strategic 
decisions are easy to be made and each and everyone has to be carefully evaluated in order to 
reach significance for the company in question (here: Sandberg). This study confirms that the 
Japanese market is very complex to enter and that there are several risks that Sandberg has to 
consider when doing so. It also demonstrates that some of the most important strategic decisions 
that have to be taken concerns following issues: 

• Entry mode 

• Trade partners 

• Transportation 

• Currency rate 

• Location 

• Type of establishment 

The authors of this thesis argue that an export entry mode is most appropriate in regards to 
Sandberg’s current situation and its lack of experience from doing business in foreign markets. 
Sandberg will not gain as much per product from exporting as they would probably do from 
either contractual or direct investment entry modes. There are indications that future growth is 
preferred over profit tomorrow. The authors see Sandberg’s expansion to the Japanese market as 
a long-term commitment and the authors of this thesis therefore recommend export as the entry 
mode for Sandberg. The authors of this thesis also argue that Sandberg can find ways to 
overcome trade barriers such as import duties by using Japanese agents and consultants that 
know the market the best. As exporting implies lack of knowledge about the local market, 
Sandberg will have to continuously visit Japan and the retailers distributing Sandberg’s products 
in order to get sufficient knowledge and continue to build on existing relations. In the future 
when Sandberg has gathered knowledge about the market and experiential knowledge from doing 
business in Japan, they can consider using different entry modes that will generate more revenues. 

The results of this thesis suggest that now is the time for a market entry for a company like 
Sandberg as the market is opening up. This imply that Sandberg needs to capture the opportunity 
and act fast in order to capitalize on the business prospects at hand. By doing so, Sandberg can 
gain important advantages towards competing companies in the same position as Sandberg. This 
also speaks for the use of the export entry mode as Sandberg is eager to enter Japan. A thorough 
understanding for the Japanese customers and business partners needed in order to be successful 
on the Japanese market. It is not going to be easy for Sandberg to adapt to a new market. Rather 
it will be costly and time consuming.  

The choice of trade partner for doing business with in Japan is crucial to Sandberg. In order to 
make the transition as easy as possible, the authors of this thesis recommend Sandberg to work 
with JETRO in order to gain access to Japan and to get advice in the process of choosing 
partners to work with in Japan. This will enable Sandberg to gather the network of trade partners 
they will need in the upcoming future. The process of choosing the best partners is extremely 
important to Sandberg and JETRO will support Sandberg with the necessary means in the 
process. JETRO can supply Sandberg with valuable information about the market and about 
potential trade partners and also with valuable contacts from their established network. These are 
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contacts, very hard to find for new companies in a market, if not impossible, and can eventually 
turn out to be priceless for Sandberg and the development of Sandberg in Japan. JETRO will be 
able to assist Sandberg with information on laws and regulations in order for Sandberg to not 
violate any regulations or laws. The type of partner to work with in Japan will be another issue 
for Sandberg to decide on. By working with wholesalers, Sandberg will get access to the market 
through the vast connections that will put Sandberg’s products on the market and therefore the 
authors of this thesis would recommend Sandberg to work with wholesalers. Sandberg has to 
take in to consideration the fact that contracts must cover all prospective incidents that might 
occur in order to protect the company from competition and other threats to the company. 

The findings indicate that the political stability can to an extent be taken for granted in order to 
focus on the business at hand. By saying this, the authors do not say that the political stability 
may not change. In order to be prepared for political changes that will affect Sandberg, Sandberg 
needs to continuously update their information about the political climate as well as the market. 
This accentuates the importance of trade partners that are normally up to date on issues like the 
political agenda.  

Transportation is indicated to be a very important issue for Sandberg to deal with since Sandberg 
must decide on what way they will use to transport the goods to Japan. Although air freight is 
very expensive, the authors of this thesis recommend Sandberg to choose air freight over boat 
shipping. Time of delivery will be of utter importance for Sandberg in the process of building 
relations to customers and trade partners and in the process of capturing the opportunity that 
exist in Japan right now. Time saving air freight enables Sandberg to keep the on demand 
concept which will make it possible to avoid keeping an inventory. The fact that insurance is very 
expensive will be an issue for Sandberg to deal with. In order to justify the high costs, the 
advantages generated by the time saving air freight must overweigh the cost of insurance and 
freight. The authors though maintain their recommendation to use air freight because of the 
advantages they result in. 

As Japanese consumers grow more sensitive to prices and the fact that changing prices might 
impair the image of the company, the authors would like to recommend Sandberg to avoid 
changes in prices to evade changes in the image of the company and their products. The price 
level in Japan is high which implies that Sandberg will not have a problem maintaining the high 
prices they have in Sweden and also be able to account for the price of transportation and duty 
fees without affecting the price too much. However the authors of this thesis found indications 
that Sandberg will most likely be able to keep high prices as their products are highly 
differentiated, giving Sandberg the possibility to set the prices. 

The location of the point of purchase will be of tremendous importance for Sandberg. The two 
separate largest markets in Japan are Tokyo and Osaka and Sandberg will have to either decide on 
which one of the cities they will start of in or to start of in both with less means per city. It is 
hard to neglect the larger buying power of Osaka but the fact that Tokyo offers a larger number 
of potential customers makes both markets attractive. There are indications that Sandberg will be 
more successful starting up their Japanese operations in one city due to lack of resources, both 
financially and experience wise. The author’s therefore recommend Sandberg to start off in either 
Tokyo or Osaka.  

The results of this study call into question the relevance of the type of establishment Sandberg 
decide to use when entering Japan. The shop-in-the-shop concept will let Sandberg benefit from 
the department stores where upmarket fashion goods are being sold which puts Sandberg’s 
products in the right environment. In addition to that, department stores are normally acquainted 
for purchases of foreign goods, the type of customers that Sandberg would like to attract. This is 
why the authors would suggest that Sandberg use the alternative to start a shop-in-the-shop 
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within one of the larger department stores in Japan. By doing so Sandberg will maintain the 
advantages of having their own store and in the mean time combine this with the advantage of 
the clientele the department store supplies. Sandberg will by using this strategy get close to the 
customers, which is vital to a successful implementation. In the store Sandberg will have to be 
careful and follow Japanese culture in order not to violate Japanese culture in the business 
practise in the store. Everything from gift wrapping to displays need to be targeted to the 
Japanese customer in order to appeal to the customer and not by any means put Sandberg in 
connection with things that will have a negative effect on the sales figures and the image of the 
company. Everything Sandberg does in Japan must be consistent, from the gift paper mentioned 
above to the choice of wholesaler touched upon earlier. Consistency will keep Sandberg from 
making the image of the products and the company vague to the customers which will cause 
Sandberg to face drops in sales which has to be avoided by all means. 

The result from the business in Japan will determine the future international activities of 
Sandberg as there is no expressed international agenda for Sandberg. If the business in Japan 
would end up a failure, this will most likely be the end of international activities for Sandberg at 
least in the nearest future. This, according to the authors of this thesis, constitutes a further 
reason for Sandberg to really put in the effort to make this investment successful. Success will 
most likely lead to high incomes which will enable the company to grow in Japan and to aim at 
other international projects. 

Finally, the authors of this thesis believe that Sandberg will benefit from international operations 
in the Japanese market. It will most likely open up opportunities for future growth in the area due 
to the almost certain enhancement which in turn give increased opportunities for expansion. It is 
without doubt up to Sandberg to take advantage of the growing demand in the region. 

7.1 Future Research 

The methodology outlined in this study should be possible to generalise to other companies in 
similar situations but not in other markets since country specific information was provided. 
However, this study should be seen as a first step to developing more thorough understanding of 
the Japanese market. Further research is needed in other similar company environments in order 
to extend this study to generalise findings over industry sectors. Still, the aim was to investigate 
the Japanese market in accordance to Sandberg’s resources, consequently this opens up for future 
research of additional companies in order to secure the usefulness for other firms. Future 
research should also examine additional opportunities for Sandberg to explore the region, East 
Asia, as it seems to be a growing region with a lot of possibilities for the future. 

Several useful directions for future research derive from this study. First, only one country was 
regarded in this study given it was a commissioned thesis. The inquiry from Sandberg contained 
an investigation of Japan as a future market and no space were given for a comparison with other 
countries. The global development of the marketplace allows the entrance for foreign companies 
to previously closed markets and these markets are of interest for future research. The 
examination of Japan as a target market was only made from secondary sources given limited 
time and funds available for this research. Future research could prosper from on-the-site 
interviews and market researches, which would provide a more complete and deeper knowledge 
about the market place, if conducted the right way. Furthermore, this research was made only in 
regards to one framework, the PESTEL framework. Hence, in spite of the aim of performing a 
thorough research, some elements not included in the PESTEL framework might have been 
excluded from the research. Future research can therefore prosper from evaluating more than 
one framework in order to diminish the risk of misplacing important elements affecting the 
strategic decisions in regards to the choice of entry on the Japanese market. 
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