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a  GLOBAL TRADE POSITION ‘

Japan is the worldbés second | argest economy and Tthe
relies on imports for 60% of its food intake. Japan is a net importer of agri-food and

seafood products. In 2008, its agri-f ood and seafood trade deficit-foodas C
and seafood imports have been growing over the past five years at an average of just over 7% a year.

Japan6s -fiod and seafaod imports in 2008 were corn, cigarettes, non-durum wheat, frozen pork, and
soybeans. The United States is the key supplier of these products, with the exception of frozen pork, which is
supplied mainly by Denmark. (Global Trade Atlas 2009)

The top three exporters to Japan include the United States, with 29% of market share, China with 11%, and
Australia with 7%. Canada has steadily increased its share of the Japanese market and, at 6.75%, was
Japands fourth | afoag ansl seafsod graqulicts im 2008 (Glokaldrrade Atlas)

Canadian agri-f ood and seafood exports to Japan in 2008 tot
second largest export market. Ca n a d a 6 s -fobdoegports tp Japan in 2008 included canola seed, frozen

pork, non-dur um wheat, fresh pork and soybeans. Canadabs
frozen snow crab, dried, smoked, salted and roe herring, frozen shrimp and prawns, and farmed Atlantic

sal mon. Canada6s principal i mports from Japan were
preparations green tea, as well as bread, pastry, cakes and biscuits (Global Trade Atlas, 2009).

Processed food imports continued on a five-year growth trend, reaching $40.5 billion in 2008. Canada
supplied al most 4.5% of Japands processed food i mpor:
|l argest suppliers of processed food to Japan, control
imports include frozen pork, frozen shrimp, fresh pork, prepared chicken meat, and frozen chicken cuts.

Japan has a small agriculture sector, which is highly subsidized and protected. The Japanese Government
has a policy of protecting its agriculture from international competition, yet relies heavily on imports to feed its
population.

o DEMOGRAPHICS

Population

Japan has an estimated population of 127,078,679, with a growth rate of minus 0.19% (The World Fact Book,
July 2009). In the future, the declining population will result in a neutral or even negative influence on the
demand for food products.

The country faces a rapidly aging population with 22% over the age of 65 years (male 11,964,694 / female

16,243,419). Another 64% of the population is between the ages of 15 to 64 years, and 13.5% is between
the ages of 0 to14 (The World Fact Book, 2009).
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Popul ation (cont éd)

With a strong health care system and good dietary habits, life expectancy in Japan is one of

the highest in the world, with an average of 82.7 years. This breaks down to 79.3 years for
men and 86.1 years for women (2008 Statistics Bureau, Japan Ministry of Health, Labour
and Welfare). These aging consumers will likely seek new food and beverage products that

address age-related health conditions.

For instance, Japan has already seen increased expenditures on

bottled water, organic, health foods, and health-promoting teas (Euromonitor, Consumer Life Styles, 2009).

On average, the age of first marriage is 30.2 years for
men and 28.5 years for women, an increase of 1.7
years and 2.7 years, respectively, over the past twenty
years. The declining marriage rate and rising marrying
age is one explanation for the dropping birthrate
(Statistics Bureau, Ministry of Health, Labour and
Welfare). The marketplace will see a gradual
reduction in family-orientated products and a rise in
products targeting single and mature household units.

There continues to be inward migration from rural
areas to urban centres in Japan. According to
Euromonitor, 82% of the population lives in urban
centres. Table 1 illustrates the population breakdown,
by key trading areas and cities in Japan. This
urbanization will affect the consumption of lifestyle
goods and services. For instance, there is a tendency
to consume a wider array of branded food and drink
products, and to seek new experiences while
consuming those products through novel food
presentation and packaging, venues, or taste profiles.

Ethnicity

Table 1: Population Breakdown According to
Key Trading Areas
Area City Population
Tokyo area 35,327,000
Tokyo 8,483,050
Yokohama 3,494,900
Kawasaki 1,276,200
Osaka area 11,286,000
Osaka 2,597,000
Kobe 1,529,900
Kyoto 1,470,600
Other Nagoya 2,189,700
Sapporo 1,848,000
Fukuoka, 1,368,900
Hiroshima 1,132,700
Source: Adapted from Fact Monster (October, 2009)

Japan is a homogenous market with only 1.9% of the population from other ethnic groups, including Koreans at

0. 5%, Chi nese at 0. 4%

and

6ot her 6 at 0. 6 %. |

Brazilians of Japanese origin migrated to Japan to work in industries. In 2004, some of these workers returned

to Brazil (The World Fact Book).

Education

Education is highly valued by the Japanese, with an average of 15 years of education per capita and a literacy
rate of 99% (Statistics Bureau, Ministry of Health, Labour and Welfare). According to Euromonitor, in 2007
90% of students graduated from high school and half graduated from university or junior college. Exporters can
expect a highly-educated consumer base with significant disposable income and a desire to increase
consumption of foreign food products, as the Japanese are exposed to more global culture and media.
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Households

According to Euromonitor, the trend toward smaller occupancy rates in Japan will continue
into the future. The average number of occupants per household is 2.6 persons. In 2007,
single person households represented nearly 30% of the households. This represents a 4%
increase in single households from 1995, as depicted in Figure 1. The steady increase in single households is
attributed to young people waiting longer to marry.

Figure 1. Japanese Households by Number of Occupants (%)
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Source: Adapted from Euromonitor, Consumer Lifestyles in Japan

In Japan, 59% of households live in houses, compared to 40% residing in apartments (Euromontior). Typically,
Japanese families live in multi-family dwellings that encompass the extended family. Women are the primary
decision makers for grocery purchases and meal preparation.

Despite a neutral to declining birthrate, growth in the number of households in the country is increasing. Single

persons are also choosing to live in smaller living spaces. According to Businessweek, an emerging trend is
Acompact | i v iboilgaduminumAcube-us k emf rame call ed Ot subomaldhe can
home or attached to existing houses. Another option i s
metres by three meters, amounting to less than 100 square feet of living space. Residents sleep in a hammock

that can be hooked to the walls of the cube and use a toilet that is hidden beneath the floor (Datamonitor, June

2009). This extreme concept does not have mainstream appeal, however, it does illustrate that consumers are

looking to minimize. Food products with unique convenience and storage attributes will drive choice for singles.

This will influence household meal preparation, packaging size, and ready-made meal options.
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Health and Lifestyle

Japanese consumers are among the most health conscious and health aware consumers
globally and are willing to take actions to maintain and improve their health. However, life-
style diseases are on the rise due to the influence of the Western diet.

More and more Japanese are eating healthier in order to maintain slimmer figures. Shokuiku is a Japanese

term referring to a holistic appr oa-bdng.tKeyconoemsd forivomemww r d e r

around this issue are avoiding poor nutritional habits, managing a balanced set of ingredients in a meal,
producing a balanced meal, and increasing the amount of home cooking they do (Datamonitor: Health, 2009).

Japanese health concerns are similar to those of other developed countries and include: weight maintenance,
metabolic syndrome, fatigue, diabetes, and allergies (Datamonitor: Health, 2009). There are market
opportunities for products addressing these concerns, especially for seniors who are not satisfied with their
health status.

Obesity rates are a rising concern in Japan. It is estimated that 3% of the population is considered obese
which, while still very low, represents an increase. Westernized eating, which is known for higher salt, sugar
and fat content, has contributed to the increase. Younger people are adopting a westernized diet, while older
adults, particularly in rural areas, follow a traditional Japanese diet.

Physical fithess is important to Japanese consumers and this is reflected in the consumption of sports nutrition
products. This is a highly established market in Japan, which is experiencing slow growth. The barriers to
entry will be high and will require food manufacturers to have a compelling story, as well as a unique nutritional
complex and/or packaging to attract consumers.

The Japanese consume on average 1200 calories daily. Their diet is composed of 15% protein, 25% fat, and
60% carbohydrates.

Japanese households eat three meals a dayd breakfast, lunch, and dinner. Mealtimes are a social occasion
and Japanese enjoy eating out with friends, family, or co-workers. The word for "meal” in Japanese is gohan.
This word actually refers to steamed rice, but rice is such an important food to the Japanese that gohan has
come to mean all sorts of meals (Web-Japan, Ministry of Foreign Affairs) .

a  Breakfast usually consists of a bowl of rice, a soy-based soup called miso, and a side dish such as grilled
fish, seaweed, or an omelet. There is a growing trend for younger, single Japanese to skip breakfast.
Cereals and cereal bars are rising in popularity.

a  Lunch is usually eaten outside the home by purchasing prepared foods at restaurants or ready-made lunch
packages at convenience stores. Popular lunch meals include bento boxes (portioned-out lunch boxes
made up of rice, vegetables, meats, rice balls, or sushi rolls). Soup bowls of ramen (buckwheat) or udon
(wheat flour) noodles are also popular at lunchtime. Sandwiches are also eaten and are usually purchased
through foodservice channels. It is more common to see Japanese men eating out for lunch than women.

a  Dinner is the most important meal of the day and is typically consumed with family at home. The most
common foods consumed during dinner are meat, fish, vegetables, pickled vegetables, and rice. A
traditional Japanese meal is a large bowl of rice with several side dishes such as fish and vegetables, or
meat and vegetables with miso soup.

Snacking throughout the day is not common. However, Western influences are increasing the consumption of
shacks. It is more common to see men snacking throughout the day than women. The majority of snacking
occurs in the afternoon, with some also occurring in the evening.
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Economy

Japan is facing its worst economic challenge since World War Il. In 2008, the country
entered into recession. While the Japanese financial sector was not heavily exposed to
sub-prime mortgages or their derivatives, a sharp downturn in business investment and
global demand for Japan's exports pushed Japan further into recession. Huge government
debt, which totals 170% of Gross Domestic Product (GDP), and the aging of the population, are two major long-
term problems facing the country. In 2008, GDP (in constant dollars) was valued at US$5,262.82 billion and is
expected to decline by 5.8% in 2009. The economic forecast predicts a slow recovery, starting in 2010, with the
exception of rising unemployment
rates, which will continue to increase.
In 2007, the unemployment rate was
4.16% and is forecast to increase to
4.35% by 2011.

The Japanese government has
approved a large-scale fiscal stimulus
package (approximately US$160
billion) to help the country recover from
the economic crisis (Datamonitor).
Japan is the second largest economy
globally, after the United States.
Japan's industrial sector is heavily
dependent on imported raw materials
and fuels.

Disposable income for the majority of men has decreased because of labour cutbacks. However,
disposable income for women increased by 22.7% between 1999 and 2003. Both men and women in Japan
contribute equally to the household income (Datamonitor). The stagnation of the economy has
introduced a new era of income inequality in a country once considered the most equitable in the world.
According to the United Nations Human Development Reports, in 2008, Japan ranked a 24.9 Gini co-efficient (a
measure of income inequality, whereby the higher the coefficient, the more unequal the income distribution),
which still makes Japan one of the most equitable countries in the world (Datamonitor: Income Complexity p.
93) . I n 1995, 93. 1% of the popul ationédés disposabl e i
could earn the same amount in 2007 (Euromonitor, p. 18). The divergence of income equality will create a
marketplace demanding more economically priced products and consumers will revisit private label products.
However, there will remain demand for luxury and premium products.

Political Environment

In 2008, the Ministry of Health introduced a series of compulsory health checks aimed at pushing responsibility

for oneds health back onto the individual, in order to
People are given personal health targets, and if they are not reached, he or she is levied with larger national
insurance or even fines. Policy makers are targeting lifestyle diseases such as obesity, diabetes, and lung

cancer (Euromonitor 2009). This government policy will be a driver for health-oriented foods such as low-salt,
low-sugar, and low-fat products. Consumption and demand for organic foods, fortified drinks, and nutritional
supplements and vitamins are rising.

Japanese government communications campaigns play an important role in educating the general public about
health issues. These campaigns encourage the population to take responsibility for their own health, given the
aging population and the rising cost of the national medical/insurance system. Such campaigns have also
prompted an even higher awareness of health and weight management among consumers.
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a  CONSUMPTION AND EXPENDITURES

Expenditures Overview

Food purchases are the second largest expenditure for a Japanese family, after housing.
Fresh foods are important and are purchased on a daily basis. Currently, consumers visit a variety of food
outlets in order to purchase the highest quality food products.

Local, general, and specialty stores account for 39% of food sales, while supermarkets, which are becoming
more prevalent throughout Japan, account for 34%. Convenience stores account for a further 13% of food
sales. From 2007 to 2008, the retail value of packaged food consumed increased 2.2%, whereas fresh food
increased by only 0.6% over the same period (Euromonitor).

Recently, Japan has experienced an increase in sales ¢
or AToo good otasective of theastote ¢hdt sells heavily discounted food which is about to expire,
is out of season, or has damaged packaging, reflecting the greater price-sensitivity of consumers.

According to Euromonitor, annual consumer expenditure on food was ¥41,403.1B in 1995 and dropped to
¥39.136.2B in 2007, as illustrated in Table 2. Oils and fats, and sugar and confectionery are two categories
that have experienced growth. The National Statistical Office of the Organization for Economic Cooperative
Development forecasts this category to continue to decrease by 13.06% for the period 2007 to 2015. Per
capita, the Japanese spent US$2,601.77 or 14.63% of their disposable income in 2007 on food, versus
$3,519.13 in 1995, a 26.07% reduction.

Despite the decrease in food expenditures, Japandbds ex
Pacific region and globally. Falling prices in the market, due to heightened competition and private branding

from supermarkets, is largely responsible for the decreased spending (Euromonitor 2009). This trend of
shrinking food expenditures is expected to continue into the future. However, there exists a demand for
premium and luxury items in Japanese food consumption, even as popular demand for budget, economical,

and private-label items, which have not been popular amongst consumers in the past, rises.

Table 2. Consumer Expenditure on Food, 1995, 2000, 2002, 2004, 2006, and 2007

¥ BILLION 1995 2000 2002 2004 2006 2007
Bread and cereals 4,706.7 4,119.9 4,050.1 4,157.7 3,840.1 | 3,811.6
Meat 3,935.5 3,677.9 3,5635.8 3,5636.6 3,636.9 | 3,637.6
Fish and seafood 6,532.3 5,025.4 4,938.9 4,540.9 4,410.6 | 4,3425
Milk, cheese and eggs 2,023.5 2,058.2 2,061.8 1,962.0 1,994.9 | 2,000.4
Oils and fats 1,780.4 1,842.0 1,862.0 1,872.9 1,877.3 1,899.0
Fruit 2,219.2 2,023.8 2,028.2 1,918.1 1,874.6 1,869.9
Vegetables 5,539.2 5,086.1 5,120.3 5,120.1 4,981.7 | 4,976.7
Sugar and confectionery 3.648.8 3,559.7 3,643.2 3,608.2 3,627.6 | 3,653.0
Other food 11,917.4 12,380.0 12,636.8 12,565.4 12,795.8 | 12,945.5
TOTAL 41,403.1 | 39,773.0 | 39,877.0 | 39,282.0 | 39,039.4 | 39,136.2

Source: National statistical offices, OECD, Eurostat, Euromonitor International.
Note: Constant Value at 2007prices
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Expenditures Overview (cont.)

Packaged food has registered slow growth in 2008. Declining birthrates, a greying
population, and the increase in costs of manufacturing, are all factors contributing to the slow
growth. In 2008, most meal solution products were positioned as premium products to attract
consumers through authentic tastes and flavours and natural ingredients. Manufacturers of
frozen processed food particularly emphasize that their products are made from domestic
ingredients. In addition, manufacturers have reduced package sizes to keep prices down (Euromonitor:
Packaged Food & Japan).

Japanese consumers have intensified their already cautious approach to spending on food. For instance, the
Asia News Network recently reported that supermarkets, department stores, and restaurants are increasingly
stocking top-class wines at prices that are 20% to 50% cheaper

than they were in 2007. The trend has been attributed to reduced [ . « ! FRALREDED 21
demand amid the global downturn, as Japanese consumers [&¥ 53§ ﬁﬁ ,',.»
reassess their alcoholic beverage preferences, particularly for r ' <

upscale variants with premium price points (Datamonitor, October 2,
2009).

Women typically do the family food shopping. However, there is a
slow movement away from daily shopping to weekly shopping trips
involving the whole family, due to time pressures. Fewer trips to
food outlets will translate into fewer opportunities for food
manufacturers to expose consumers to their products and will
require greater creativity in marketing to the consumer. For
instance, increased awareness of foreign cuisine through media,
study, and travel is resulting in greater demand for foreign restaurants and ingredients in the marketplace.
There is an extensive selection of food and cooking-themed television shows and manga (Japanese comics).
Japanese consumers will jump on new food trends, if highlighted on television programs.

Despite difficult economic times, Japanese consumers are buying
into the benefits of higher priced organic and fair-trade products.
Notwithstanding the expense of organic foods, these products will
gain popularity. The World Organic Foods Beverage Report
forecasts a 30% growth over the period of 2007-2015 (Euromonitor
2009). The Global Intelligence Alliance warns that boosting sales of
organic products wil!/l not be a
obsession with the look of food products and the significant price
difference between organic and conventional foods.
However, according to the Japanese Trade Commission, at
present, the term 6organicd has
consumers and current market share for organic food is less than
0.5%.

The Japanese have a history of eating out and demanding high quality food and service. Despite the economic
downturn, consumers continue to eat out and have altered their purchasing habits to increase consumption of
budget food service such as fast food and street vendors. Between 2000 and 2007, per capita expenditures on
eating out have shrunk by 1.44%. In 2007, Japanese consumers spent US$1,312.37 per captia on catering.
Avoidance of high-end restaurants will create an opportunity for high-quality ingredients that can be used to
prepare food at home. This will lead to a demand for fine meats, wines, foreign produce, or exotic ingredients
in grocery stores, by consumers who cannot justify paying restaurant prices (Euromonitor 2009).
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Consumption Tastes and Preferences

Japanese consumers desire high quality, nutritious, tasty, and safe food at a reasonable
price. Product freshness and origin is very important and influences purchasing decision for
foods and beverages. Japanese consumers are skeptical about food safety, particularly
older consumers who have a low level of trust and growing concerns about Anzen (safety)
and Anshin (peace of mind) due to recent food scandals. Examples include the Snow Brand contaminated milk

scandal, the introduction of mad cow disease, Chinese vegetables contaminated with dioxin, and false labelling

of beef . Canadian processors can capitalize on Canad
clean, pristine environment when positioning products in the market place.

Traditional consumption patterns are changing due to the influence of Western
style eating habits such as dairy and meat consumption. Fish and seafood
have seen a decrease in the Japanese diet, and sugar, confectionaries, oils
and fats have seen growth. As consumers look to save money, they are
turning to more processed and frozen foods. Ready-made meals are rising in
popularity with a segment of the population to address the demand for
convenience and the increasing number of single households (Euromonitor
2009).

Photo courtesy of: MINTEL

Japan does not have one consistent taste profile, due to regional differences. There are two key regions in
Japan: Kanto and Kansai. The major cities in the Kanto Region are Tokyo and
Yokohama. This area is characterized by less concern for food costs, and a
preference for saltier food, spicy food, Western products, and more cuisine variety.

Key cities in the Kansai region include Osaka, Kobe, and Kyoto. In contrast to
consumers in the Kanto region, consumers in Kansai are very cost-conscious when
it comes to food and tend to enjoy food that is less salty and not as spicy as the food
popular in Kanto. These consumers also tend to prefer more traditional Japanese
food to Western products (Rothbart, 2009). Food manufacturers may need to adjust
the taste profile of their food products prior to introducing them into the Japanese
marketplace.

Typically, women cook the family meal from scratch and are responsible for
purchasing decisions. Japanese households rely on home meal-replacements
Photo courtesy of: Planet Retal several times a month and dine out once or twice monthly.

As the Japanese eat out more often, due to their fast-paced lifestyle, there is a
growing trend to consume fast foods. There are two types of fast foods in
Japand Japanese family-run food shops and western-style. Japanese-style
fast foods fall under four categories: bentos, noodles, rice with toppings, and
street foods. Western-style dining is dominated by North American fast food
chains, which results in the consumption of more meat and processed foods.

Alcohol consumption has increased in recent years. Beer accounts for 55% of

the alcoholic beverage market foll owed by sake, Japan
beverage. Bottled water consumption is increasing, however; tap water is

preferred for economical and religioys reasons. Wat e
natured according to Japanese religi0tSouedartmadi tT on and

for it (Datamonitor).
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