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How to promote small- and medium-sized enterprise initiatives
for products developed in-house and for own-brand products

~ Challenges and success factors in decoupling from subcontracting through original products ~

[ Abstract]

Chapter 1  Background of SME initiatives for products developed in-house

The background of the initiatives of small- and medium-sized enterprises (SMEs) for developing
products in-house and for own-brand products can be considered from two perspectives. First, when
considering the initiatives for products developed in-house from the active perspective, the following can
be cited: (1) they can realize high value added in the value chain, (2) such products can cultivate new
businesses, and (3) they can lead to innovation. In particular, with regard to (1) such initiatives enable
parts suppliers that play a “thankless role” within the so-called smile curve in the value chain to cover
areas with higher value-added. Moreover, as the concepts are refined in the designing and planning stage,
it is possible to design an optimal value chain.

Second, when considering the initiatives from the perspective for changing the current situation, the
following can be cited against the backdrop of (1): disadvantageous position of the subcontractor in the
transaction, (2) disadvantage of being exposed to market uncertainty, and (3) the effect of major ordering
companies transferring their product bases overseas has caused an increasing momentum toward (4)
“decoupling from subcontracting.”

Therefore, considering (1), it is difficult for subcontractors to reflect increasing costs in delivery prices,
making it difficult for them to secure orders. Considering (2), the major ordering manufacturers demand that
their subcontracting companies bolster productivity to keep down spending on their own equipment and
facilities, and they position them as risk buffers during economic fluctuation. In addition, considering (3),
major ordering manufacturers are steadily transferring their production bases overseas due to the globalization
of production bases and the growth of manufacturers from emerging countries; therefore, subcontractors run the
risk that orders might dwindle to zero due to sudden changes in procurement policies. These conditions express
the risks of a subcontracting business, and could very well be the reason why (4) “decoupling from
subcontracting” is gathering momentum.

However, considering the general problems of in-house product development of SMEs, | observe that the
lack of expertise in developing an effective sales channel and information gathering becomes a major
bottleneck for subcontracting companies that previously did not need to acquire customers.

Chapter 2  Case study of SMEs that succeeded in developing initiatives for in-house products

Initiatives for developing in-house and own-brand products are highly significant in their contributions to
SME management. However, when implementing initiatives, SMEs enter areas where they have no experience,
such as solving technological problems and cultivating new sales channels; therefore, some success stories
could help in guiding their decisions.

Therefore, | searched for and selected companies that successfully implemented initiatives for developing
in-house and own-brand products, and conducted a detailed survey via interviews. The results of this survey are
described in detail in this section.

Chapter 3 Examining the success stories: how to promote the in-house development of products
and the build brands (development and manufacturing)

First, to understand the overall picture of the successful companies described in Section 2, | classified each
of their initiatives into basic patterns. | found four variations in the their initiatives: (1) releasing new products
of the same quality as existing products into new sales channels and markets, (2) releasing new products
peripheral to existing products or developmental products from existing products into conventional or new
sales channels and markets, (3) using existing core technology and facilities to release a product that is vastly
different from existing products, and (4) using a new core technology and facilities to release a product that is



vastly different from existing products.

From here on until Chapter 5, | examine the process for successfully developing products in-house and
building own-brands by tracing the processes followed by each of these successful companies.

First, on arranging the primary businesses of these companies according to their business environment, |
observe that they were under pressure to reduce prices from their ordering companies and from major
reductions in orders. Their motives for undertaking initiatives for developing in-house products include
escaping from excessive reliance on subcontracting, an intrinsic orientation toward independence, to grow from
a parts supplier to a manufacturer of finished products, and to add unique functions and value-added.

When embarking on the initiatives, considering the product to be developed and the market to enter, |
observed the following characteristics: (1) what could be done (selecting the product to be developed from
existing core technologies and existing facilities), (2) what is the need (selecting the product to be developed
from what customers are specifically asking for), and (3) ideation (selecting the product to be developed from a
chance idea).

Subsequently, each company was successful in their respective initiative. | investigated how they achieved
competitiveness. Their respective strategies became apparent. For example, “focusing quickly on a small
market and discovering potential demand while improving expertise” and “implementing a time- and
labor-intensive process.”

Chapter 4 Examining the success stories: how to promote the in-house development of products
and the build brands (cultivation of sales channels)

Continuing from Section 3, | focus on the cultivation of sales channels and trace the initiative processes for
products developed in-house. In recent years, the online stores have grown rapidly and | investigated the use of
online shopping malls, direct sales (independent e-commerce sites), various mail-order companies through
newspapers, magazines, and catalogs, and TV shopping.

After developing a sales channel, the next step was to investigate the important PR strategies. Upon
obtaining the strategies of these successful companies, | analyzed examples such as devising a brand name and
taking a detour to the own-brand, and examples of mass media activities becoming the “detonator” for building
its own brand.

Chapter 5 The basic approach to successfully guiding the initiatives for products developed
in-house

In this chapter, | consider the basic points in each of these discussions on tactics in the previous section.

First, | consider the specific effects of the initiatives for developing in-house and for own-brand products,
and what costs and risks were borne by the companies. Upon understanding the respective merits and demerits,
I consider a basic approach of initiatives for developing in-house products.

First, the specific effects of the initiatives were improving profitability, smoother transactions, increasing
inquiries, increasing applications from job seekers, and improving employee morale and sense of unity.
Conversely, the costs and risks were, for example, personnel costs, such as the cost of recruiting employees to
undertake the development, sales-related costs and risks, and the low probability of success.

Therefore, the basic approach to guiding the initiatives for success is a positive attitude of (1) protecting your
business by self-realization developing in-house products, (2) not cling excessively to your own technologies
and thinking that you can succeed somehow if you are motivated and (3) believing that there may be difficulties
and failures; however, if you accept challenge, they can become your company’s strengths. This attitude will
ultimately guide the initiatives to success.

Conclusion: five key words for successful brand strategies of SMEs (See pp.128-129)

Finally, | consider five keywords for building an own-brand. These are determining “positioning,” clarifying
the “concept” and “target,” disseminating the “message,” and listening to the “feedback” of the customers.
Within them, clarifying the “target” is vital, and it entails narrowing down the target customer to determine
“what to provide to whom?” If the company tries to cater to everyone, the brand concept is unlikely to become
clear.
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Conclusion: five keywords to guide the brand strategies of SMEs

Some small companies have acquired an outstanding reputation in a particular field. The establishment of a
“brand” is an important strategy for success amidst fierce competition.

Here a brand not only signifies the company name on its products, but also an intangible asset recognized by
customers as having high quality and value, such as is observed for well-known luxury cars, watches,
accessories, precision equipment, information equipment, food ingredients, hotels, and beauty salons et cetera.
Building a “brand” is an effective strategy that all companies should aim for regardless of their size. To some
extent, a company must have a “brand” for its products and services to be purchased by customers from
among the competition. If not, the company will remain embroiled in mere price competition.

A crucial factor in establishing a “brand” is the different strategies for business-to-business (B-to-B)
transactions, or for business to consumer (B-to-C) transactions. The meaning of “brand” is also slightly
different for each.

For B-to-B, it is important to obtain the trust of a specific, small number of customers by continuing to meet
their high demands and expectations, and even going so far as to touch on the problems and potential needs of
specific customers. If this is achieved, the company will have succeeded in building one “brand,” of obtaining
trust to the extent that customers say, “We should consult with Company A to solve a problem in this field.”

While these successful companies obtained the trust of customers in a B-to-B subcontracting business, they
entered the B-to-C field for products developed in-house in many cases, and “brand” building in that field
required new efforts.

Due to the unspecified number of customers in B-to-C, building a brand assumes the dissemination of
information through advertising, publicity, and word-of-mouth, requiring a strategy that firmly embeds the
brand in the minds of general consumers. To be “well known only to a few” is insufficient and there are
several examples of companies that are respected in their field but have struggled through this process.

Primarily, this paper describes the practical, hands-on approach required to ensure the success of initiatives
for in-house and own-brand products. The conclusion dares to focus on the conceptual and cites the following
five keywords, namely, “positioning,” “concept,” “target,” “message,” and “feedback” for building an
own-brand.

1. Determine the “positioning” of your company

“Positioning” refers to determining where and in which market you should position your company. Which
market will you target if there is a large market with many competitors and a small one with fewer
competitors?

(1) Targeting a hidden market with few developers

“In a product segment with a large market there are tens of thousands of developers coming up with
new ideas, without much difference between them. Therefore, it is much more efficient to target a niche
field that not many people have thought about, such as our feeding machine.”(Company F)

(2) Taking on the challenge of creating a market from scratch

“It is not a good idea to make a late entry into a competitive market. It is better to develop an idea and
create a market from scratch, with few competitors. This policy enables the creation of a new business.”
(Company K)

2. Narrowing down the “concept” and the “target”

“Concept” indicates “What will we provide to whom?” To determine this, it is first necessary to narrow
down the target customer. The concept will not be clear if the company targets a variety of individuals as their
potential customer.
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o Definitively narrowing down the target customer

“Major companies first consider selling large quantities and products that will be widely accepted. For
example, our voice articulation switch mechanism that was developed to strengthen the high-sound area
resulted in a sound that is hard to young and healthy people. Therefore, we narrowed down the target
customer to the elderly. When major consumer-electronics manufacturers came to observe our product,
They said, “We cannot believe that you are turning this (technology) into a product.” (Company M)

3. Sending the “message” and appealing to the mass media

Send your company’s message to customers through appeals on the Internet and in the mass media. Use
photographs that attract people’s attention and will stay in their memories, use designs and names that can
easily communicate your message. Word-of-mouth is also highly effective, and the reputation of a good
product will spread without much expense on advertising. Particularly, word-of-mouth by users is more
persuasive then advertising. Intermediaries communicating easy-to-explain sales slogans are important in
improving (a product’s) reputation.”

o Have influential third parties praise the product

“We had an idea of sending our test products to cooking experts and food bloggers and having them
use and evaluate the product. The product must be praised on platforms such as third party blogs with no
conflicts of interest. The visitors to the website will understand whether the evaluation was voluntary.
Our product was selected for coverage by financial magazines and TV programs that read these blogs.
This spread its reputation via word-of-mouth among housewives.” (Company A)

4. Valuing “feedback” as the voice of the customer

Provide some sort of “emotion” to the user. Take a thorough approach of invoking “emotion” in the
customers and having them recognize the brand value. Conversely, there are cases where well-known brands
became complacent, such as the incident of falsified labeling of food. Even after building a brand, efforts
must continue to maintain trust with the customer. To achieve this, it is essential to have a mechanism for
customer feedback.

o The voice of the customer is the foundation of development

“The voice of the customer is always the foundation of development and it is the foundation for the
development of the next product. The opinions and impressions sent by users on postcards provide major
hints. It is extremely important to include a feedback system for users. Various issues can be understood
and from after-sales services, which also offer valuable opportunities to listen to the customers.”
(Company M)

Above, the five keywords of “positioning,” “concept,” “target,” “message,” and “feedback” were considered
for the proper establishment of a brand. In addition to these proposed key words, | provide an analysis and
considerations in this paper, and | would be grateful if my humble efforts were able to help SMEs in their
initiatives for developing in-house and own-brand products.

(Yasuo UNAKAMI)*

* Research Institute, Japan Finance Corporation
1-9-4,0temachi,Chiyoda-ku, Tokyo,Japan
URL: http://www.jfc.go.jp/
Tel:81-(0)3-3270-6070, E-mail : unakami-y@jfc.go.jp
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