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The impact on manufacturers’ top 

and bottom lines should make whole-

saler management a priority for ex-

ecutives of healthcare companies in 

Japan. Most pharmaceutical com-

panies, however, have not seriously 

evaluated their wholesaler manage-

ment strategies, as the authors ex-

plain. Dr. Jens Mueller is Managing 

Partner of Simon-Kucher & Partners 

in Tokyo and can be reached at Jens.
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Simon-Kucher & Partners in Lux-

embourg and can be reached at Ta-
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In Japan, the world’s second largest 
pharmaceutical market, more than 
95% of pharmaceutical products are 
distributed via money to distribu-

tion and margins.1

While manufacturers operate with re-
bate and allowance schemes, in general, 
all prices in the Japanese distribution 
chain are up for negotiation. This refers 
to price negotiations between manufac-
turers and wholesalers and those between 
wholesalers and hospitals or pharmacies. 
In this environment, it is difficult for 
manufacturers to control hospital and 
pharmacy purchase prices. 

While not all challenges associated with 
indirect distribution are unique to Ja-
pan, overspend in distribution here 
harms manufacturers twice: first, as a 
direct impact on the bottom line, and 

second, due to the larger resulting list 
price cuts at the biennial NHI price re-
vision, which take into account hospi-
tal/pharmacy purchase prices.2

The impact on manufacturers’ top 
and bottom lines should make whole-
saler management a priority for execu-
tives of healthcare companies in Japan. 
Most pharmaceutical companies, how-
ever, have not seriously evaluated their 
wholesaler management strategies. “Our 
wholesaler management is a black hole, I 
have no idea how it’s supposed to work,” 
one company explained. 

Pharmaceutical companies typically face 
a lack of internal transparency, knowl-
edge-sharing among different depart-
ments and stakeholders, and awareness 
of wholesaler management, pricing, and 
negotiations. Contracts with wholesalers 
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Figure 1: Prices and margins in Japanese distribution

as well as existing rebate and allowance 
schemes are often historically grown and 
not aligned with company strategies and 
goals. Controlling and monitoring pro-
cesses for wholesaler management are 
barely developed.

A well-planned and well-executed re-
bate and allowance scheme would inject 
transparency, structure, and leverage into 
negotiations with wholesalers. The result-
ing trade terms for wholesalers, ones that 
are linked to the pharmaceutical compa-
nies’ strategic goals, can result in a major 
improvement in profitability.

External Challenges
The wholesaler departments at pharma-
ceutical and medical technology manu-
facturers in Japan face an extended set 
of challenges stemming from the en-
vironment in which they operate. The 
Japanese distribution system is uniquely 
complex, with a large number of layered 
national, regional, and local wholesalers. 
Extensive mergers and acquisitions fre-
quently reconfigure this already complex 
environment. Following consolidation 
among the close to 200 pharmaceuti-

cal wholesalers five years ago, the Japa-
nese market now contains only 903, and 
merger and acquisitions are likely to con-
tinue as a result of the saturated market 
place. This market consolidation poses a 
risk for pharmaceutical companies’ busi-
ness relations with wholesalers because of 
the transparency it creates. Wholesalers 
who realize different trade terms before 
a merger may perceive the inconsistent 
rebate and allowance schemes as illogical 
and unfair. As a result, after the merger, 
wholesalers may demand the higher re-
bates of their former competitors.

In addition to a complex wholesaler 
landscape, mandatory price cuts make 
manufacturers particularly vulnerable 
to wholesalers’ discounting practices in 
Japan. The list prices of pharmaceuti-
cal and medical technology products are 
subject to cuts at the biennial NHI price 
revision process. The rate is determined 
by the Ministry of Health Labor and 
Welfare (MHLW) based on the differ-
ence between list prices and hospital/
pharmacy purchase prices (In 2012, the 
average price cut rate was 6%). Conse-
quently, overspend in wholesaler trade 

terms can result in larger list price cuts. 
While manufacturers have countermea-
sures to avoid or reduce list price cuts 
in place, such as setting artificially high 
invoice prices to wholesalers, these mea-
sures appear to be relatively ineffective, 
as the average price cut rate has remained 
largely unchanged in the past decade. 

Serving approximately 10,000 hospitals 
and 300,000 GPs, wholesaler sales rep-
resentatives play a crucial role in ensur-
ing good geographic coverage of health-
care products in the decentralized and 
fragmented Japanese market. Naturally, 
wholesalers should be rewarded for their 
distribution support and promotional 
activities. However, wholesalers com-
pete on prices to hospitals and pharma-
cies against other wholesalers. Therefore, 
incentive levels to wholesalers have to be 
designed to limit price competition and 
avoid price erosion.

Similarly, allowances to wholesalers to 
promote specific products and achieve 
additional sales are subject to several po-
tential pitfalls. Wholesalers may stock 
up on products in anticipation of future 

Simon-Kucher program - <Client> - Wholesaler Commercial Excellence - <Date>

Source: Simon-Kucher & Partners. Official website of Japan Pharmaceutical Wholesaler Association (JPWA). Note:1Invoice and net price are 2010 data 
published by JPWA. 2Other rebates include debt collection rebate, rebate on accounts in designated regions, etc. 3For example, information exchange 
allowance. *HPP=Hospital Purchase Price; PPP=Pharmacy Purchase Price.

Figure 1: In Japan, 18% of the list price is 
spent on distribution, tax and margins
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Figure 2: Quick check: Where is your improvement potential?

demand only, which does not increase 
total sales. They can also pass savings 
onto their customers, which contributes 
to price erosion and ultimately list price 
cuts. Finally, wholesalers are rarely spe-
cialized on particular product lines, and 
the vast majority act indiscriminately on 
behalf of all manufacturers.

Solutions
A robust framework for enhanc-
ing wholesaler trade terms and rebate 
schemes involves several critical parts 
that begin with internally aligning the 
wholesaler management strategy with 
the overall product commercial strategy 
and end with successfully implementing 
that strategy during negotiations with 
wholesalers.

Assess the  
commercial strategy
The need for innovation in wholesal-
er management is often articulated by 
stakeholders within pharmaceutical and 
medical technologies companies in Ja-
pan, but discussions tend to oversimplify 
the issues at stake: namely, “Do we need 
wholesalers? Yes or No?” Unfortunately, 
this does not lead to solutions, because in 

a large and fragmented market, dealing 
without wholesalers is extremely chal-
lenging and nuanced. Despite the chal-
lenges they create, wholesalers provide 
pharmaceutical manufacturers with criti-
cal services in a competitive market. As 
such, the underlying fundamental ques-
tion that companies should be asking is 
how to define the right commercial poli-
cy. In other words, “Which products do 
we want to sell at which prices to which 
customers via which wholesalers?” 

Addressing that question requires an as-
sessment of the role wholesalers are cur-
rently playing and the functions whole-
salers could perform. In which areas can 
wholesalers support manufacturers best? 
Which services can they provide? Are 
they able to effectively support sales ac-
tivities, or do they only provide pure lo-
gistics support? 

A wholesaler strategy should take into 
account the diverse interests and roles of 
different wholesalers and can be adapt-
ed to play on the strengths of particu-
lar wholesalers. For instance, there are 
wholesalers willing and capable of a more 
intensive collaboration, which would al-

low introducing a tiered-partnership pro-
gram. This and other opportunities for a 
commercial strategy should be assessed 
with regard to both cost reduction in 
sales and administration due to more ef-
fective wholesaler management, and also 
the potential sales and revenue increase. 

Overall, the status quo assessment pro-
vides full transparency on the current 
practice, a clear picture of the market re-
quirements, and an understanding of the 
impact of the current incentive scheme 
on wholesaler performance.

Enhance the  
trade term scheme
Owing partly to legal obligations, phar-
maceutical manufacturers in Japan al-
ready have rebate and allowance schemes 
for wholesalers in place. Therefore, most 
companies are in need of an evolution in 
their schemes, rather than a revolution. 

The goal of this step is to (re-)define 
the structure and levels of a new rebate 
and allowance scheme in a way that is 
aligned with the commercial strategy 
(Step 1). 

Although this idea 
sounds intuitive, 
many pharmaceu-
tical companies 
do not currently 
incentivize whole-
salers on optimal 
outcomes. Instead, 
they rely on his-
torically grown 
schemes that are 
inconsistent with 
their commercial 
strategies. Incen-
tives are mainly 
based on sales vol-
ume, rebates are 
not directly tied 
to conditions, and 
the effectiveness of 
allowances in im-
pacting the whole-
saler behavior and 
sales increase re-
mains unclear. 
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Figure 2: Quick check: Where is your pricing 
improvement potential?
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Are the commercial distribution strategy and processes transparent 
within your organization?1

How recently have you last modified your distribution model 
and/or the rebate and allowance scheme?2

Are your invoice prices, net prices, rebates and allowances aligned 
with your product strategies?3

When paying wholesalers, what share of the incentives steers their 
performance?4

Do you control and monitor rebates, allowances invoice prices and 
net prices on product and portfolio levels?5

6 How well does your monitoring system, processes and tools work?

7 How well prepared are your wholesaler targets and how well 
executed are your wholesaler negotiations? 

How are
you faring?
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Designing an effective rebate and 
allowance scheme involves guiding 
principles such as “pay for service” 
and “pay for performance.” That is, 
reward wholesalers for the service 
they are providing and according to 
the performance they are achieving.

Designing an effective rebate and allow-
ance scheme involves guiding principles 
such as “pay for service” and “pay for 
performance.” That is, reward wholesal-
ers for the service they are providing and 
according to the performance they are 
achieving. But don’t forget about fair-
ness. Performance targets for wholesalers 
should be achievable; otherwise, they are 
not meaningful incentives. 
 
In practical terms, manufac-
turers can employ several tools 
when designing a rebate and 
allowance scheme. Make use 
of product or product category 
differentiation, wholesaler seg-
mentation and target customer 
setting. 

Overall, it is essential that the 
rebate and allowance scheme is 
embedded in the product strate-
gies including pricing and mar-
keting strategies. List price, invoice pric-
es and net prices have to be considered 
when scenario simulations are run and 
incentive levels are optimized.

Improve monitoring, 
process, and tools
“Transparency, transparency, transparen-
cy.” While it is an obvious requirement 
to operation and processes, especially 
those with significant financial impact, 
the wholesaler commercial process of 
many healthcare companies in Japan is 
not fulfilling it. The good news is that 
this can be the first area of improve-
ment, because it is easy to address and 
can identify and eliminate overspend in 
distribution. 

The wholesaler commercial process is 
linked to corporate, commercial, and 
financial planning and controlling. 
The entire process has to be clearly de-
fined, including roles and responsibili-
ties of each stakeholder involved, from 
senior management to commercial head, 
wholesaler department, marketing, and 

sales. Governance and rules for decision 
making have to be made clear, and rel-
evant tools and data infrastructure must 
be in place.

An enhanced monitoring system will 
not only ensure effective controlling, but 
also serve as a decision making tools to 
support negotiations with the wholesal-

ers. The wholesaler department has to be 
equipped with the necessary information 
and tools to enable developing negotia-
tion strategies and tactics and ensure the 
negotiation are successful.

Prepare for negotiations and 
implementation
“Dear friend, all theory is gray” are the 
words of Mephistopheles in Goethe’s 
Faust. Maybe every new strategy is gray, 
and only becomes colorful if it is imple-
mented and the results are visible. This is 
the same with a wholesaler management 
strategy. If not implemented, meaning 
accepted by wholesalers, even the most 
carefully developed strategies will lead to 
no financial gains for manufacturers. 

Manufacturers must carefully prepare for 
and execute wholesaler negotiations. A 
new system cannot be started at the flip 
of a switch. Any change of a system will 
create “losers” and “winners.” Usually it 
is necessary to develop a plan outlining 
the migration of each account from the 
old to the new system. Especially for big 

accounts it might be worth to consider a 
transition period to allow for a smooth 
implementation. 

Preparation for the implementation also 
involves training for the negotiations, 
which in Japan can be very emotional. 
Beyond analytics, there needs to be a 
storyline to help sell the new scheme to 

the key accounts. Negotiators 
should be well-informed and 
confident to successfully imple-
ment the system change.

Conclusions
Disorganized and poorly ex-
ecuted wholesaler management 
represents a missed opportunity 
for pharmaceutical and medi-
cal technology manufacturers 
in Japan. The potential impact 
at a well-developed wholesale 
strategy on both top and bot-
tom lines should make it a 

priority for executives. The challenges in 
Japanese distribution are well-known, 
and solutions are available. It is the time 
to start wholesaler management innova-
tion in Japan.
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