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Japan’s pharmaceutical market is the 2nd largest in the
world following the USA
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Japan’s pharmaceutical market has been growing
year after year
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97% of ethical drugs in Japan are distributed
through pharmaceutical wholesalers
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Specialty drugs (*1) are also distributed by wholesalers
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Japan has a 39.6% possibility of suffering from natural disasters,
which is extremely high, standing out from other developed countries
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Japan's wholesale should be translated as “Oroshi”
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Japanese Wholesaler : Its Characteristics and Potential

My name is Shinjiro Watanabe. I am a member of the re-
search committee for international Pharmaceutical distribu-
tion of JPWA.

Today, I would like to talk about characteristics and future
possibilities of Japanese ethical drug wholesalers.

Firstly, I would like to introduce characteristics of Japanese
pharmaceutical market. Secondly I will move on to social
roles of Japanese wholesalers. Thirdly I will mention about
margin pressures from the markets and the government and
our efforts to cope with it. Lastly I want to talk about value
added services by wholesalers.

So,let me move on to the first part.

As you know, Japanese market is a second largest market
in the world following the US. In terms of GDP (Gross Do-
mestic Products), we are the third in the world, taken over
by China, but we are still at the second in the global pharma-
ceutical market.

Pharmaceutical markets in Japan have grown steadily over
the year. In 2013, market size is 8.8 trillion yen which is ap-
proximately 80 billion US dollars. For last 15 years growth
rates are between 1% and 4%. These rates show up and
down year by year. It is because the government implements
a drug price cut every two years. Market growth rates tend to
be lower in the year this price cut to be implemented. Price
negotiation should be done whenever the price cut is made
by the government.

Through the studies of international comparison of phar-
maceutical distribution systems, we have learnt there are
several distribution channels in the US and Europe. For ex-
ample in the US, manufacturer’s mail-orders and direct-sales
covers certain amount in the market, and wholesalers cover
approximately 87% of the total volume. In Europe, of course
there are several channels by countries, but typically there
are specialized agencies who simply deliver drugs.

In Japan, a distribution channel is quite simple. 97% of
ethical drugs deliver through wholesalers. One of the signifi-
cant business practices in Japan is wholesalers do the price
negotiation with all of the medical institutes.

Only exception is direct-sales of generics, but this volume
1s negligible.

Like other countries, specialty drug market, such as anti-
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biotics and orphan drugs, is growing dramatically. The mar-
ket share is over 20% of total pharmaceutical market.

Unique point of Japanese wholesaler is delivering specialty
drugs without establishing special entities which we can see
in the US.

I would like to move on to the second part, the social role
of Japanese pharmaceutical wholesalers.

The map shows a degree of risk in natural disaster. Red
color shows the area where the risk of national disaster is in
highest level in the world. According the study of United
Nations University, Japan is colored in red. As you know
already, the risk of natural disaster in Japan is higher than
other developed countries. Japanese pharmaceutical whole-
salers have to prepare for sudden or unexpected disaster un-
der such a savior situation because the most necessary relief
supply for the disaster area is drug.

When the earthquake and the tsunami attacked east coast
of Japan in March 11, 2011, pharmaceutical wholesalers
prove their capability to deliver drugs to damaged area. The
photo at the upper left shows the ruin of Kamaishi brunch of
Mediceo corporation, which swiped by tsunami. The build-
ing was totally devastated. Mediceo delivered drugs to Ka-
maishi in the next day after the disaster. Not only Mediceo,
all pharmaceutical wholesalers recovered from the disaster
faster than any other distribution industries.

I'am proudly to say that pharmaceutical distribution system
worked quite well after the earthquake in March 11.

As a social role of wholesalers in Japan, I would like to
mention the role in healthcare system. In Japan, government
makes decisions of drug prices and they are revised in every
2 years. The price of each drug is decided by market price.
Therefore, the government has to research market prices in
order to calculate new prices. Pharmaceutical wholesalers
support the government’s price research by reporting their
market sales prices. In other words, without our voluntary
support, the government cannot grasp accurate market pric-
es and, as a result, public price system cannot be maintained.

Thirdly, I would like to mention our efforts to enhance ef-
ficiencies.

Due to the government price pressure and the market

competition, our gross margin has been decreasing over the



years. The average gross margin was over 11% in 20 years
ago. Currently it is below 7%.

Wholesalers made a huge effort to reduce their running
cost in order to cope with the downturn in profitability. Cur-
rently SGA ratio is below 6%, whereas it used to be above
10% as you can see.

As a result, consolidation progressed dramatically. The
number of JPWA members was 381 in 1990, now it is re-
duced to 83.

Most of the wholesalers are merged into “the big 4 groups”,
so-called, Alfresa, Medipal, Suzuken and Toho, or some
independent wholesalers who keep a dominant share in a
certain local market. The big 4 distributers supply 80% of
pharmaceuticals.

As alast part of my talk, I'm going to introduce value added
services of Japanese wholesalers.

The most important point is a sales style of Japanese
wholesalers. Sales reps of wholesalers, we call them market-
ing specialists or MSs, promote pharmaceuticals in strong
collaboration with sales reps of manufactures, medical repre-
sentatives or MRs.

This is one of big differences from the US and European
counterparts. It is remarkable in GP markets that MRs visit
wholesalers' sales branches every morning to share their
schedule and business information for the collaboration with
MSs.

There are 2 reasons why it has been established this unique
sales style.

Firstly, there are 170 thousand GPs in Japan,so that MRs
are unable to take care of all customers without supports

from MSs, even for big manufactures.
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Secondly, price negotiation is an important roles of MSs.
Especially for new drug adoption by GPs, economic condi-
tion is considered as important as efficacy of the product.

As a result, MRs need to cooperate with MSs closely in
various ways.

I will introduce 2 more value added services.

As a first initiative, wholesalers proactively provide SPD
(Supply Processing and Distribution) service. This service,
ranging from appropriate ordering, inventory management
and in-house delivery by applying our distribution practice,
improving the efficiency of hospital operations.

There are some specialized companies, but pharmaceutical
wholesalers like us are still major players.

A second initiative is the pharmaceutical wholesalers estab-
lished an original Value Added Network (VAN) center as a
joint venture to take electronic orders from customers.

It indicates that an electronic order entry with common
format becomes our industry standard.

This is a benefit for both wholesalers and medical institu-
tions in terms of the efficiency of administrative operations.

Our study clarified that the scope of business of Japanese
wholesalers are different from other countries.

As I mentioned before, we help maintaining the drug
price system in Japan and are responsible for a part of
manufactures’sales promotion activities.

Globally, “Japanese General Trading Company” is called
“SoGo-Shosha,” same as in Japanese. We, “Japanese phar-
maceutical wholesalers,” hope to be called a Japanese word
“Oroshi” in the near future.

I would like to thank you all for your attention today.
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