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Synopsis

Japan is the world’s second largest economy dfeeltS. and its economy has been
strengthening in recent years. Japan is Alberecsrsd most important agri-food market
after the U.S., purchasing over C$911 million froor province in 2007. Japan is
Alberta’s single most important export market forkp(C$157 million in 2007) and
canola seed (C$352 million in 206Well ahead of the United States and offers
significant potential for increased beef expérispan’s food self-sufficiency is low at
40% and its 128 million consumers will remain degrmt on imports to satisfy a great
proportion of their caloric needsThese affluent consumers are price sensitive But w
pay more for quality products produced within tigpecifications. The Japanese market
will continue to provide opportunities for Albersaagri-food industry.

Market Overview

The Japanese economy is the world’s second laaftestthe US and its nominal GDP is
US$4.38 trillion (2007 est.). On a per capita béséscountry’s GDP is comparable to
that of Canada ($33,500 for Japan vs. $38,600 &maBa in 2007).

The Japanese economy has recently come out of@ngea period of stagnation that
started back in the early 90s. Recently, the JagsaG®P has been on the rise, posting
growth of 1.9% in 2005, 2.2% in 2006 and is forétagxpand 2.6% in 2007Exports
to the US are strong and Japan has benefited fiemde of China, which has recently
overtaken the US to become Japan’s number onentyga@irtner. Japanese consumer
confidence has finally rebounded and after manysyetdeflation and consumer
spending will slowly increase in 2007. Economicefmasts suggest Japanese inflation
could stay fairly negative in 2007 but rise up 6% in 2008

! Alberta Governmentgri-food trade On-line.

2 United State Department of AgricultufeAS.

3 Japan Information Networkyeb Japan.

* CIA, World Factbook

®> The Economist Newspaper Limite@puntry Profilg 2007.
® Global Insight Inc.,Japan Country Monitor.
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Many economists expect the yen to strengthen aigi@dJS dollar in 2007 and 2008
based on a likely rise in Japanese interest ra@sled with an easing of rates in the US.
This should be welcome news to Canadian exporegause - unless neutralized by the
similar strengthening of the Canadian dollar -rargjer yen would make Canadian
exports more affordable to Japanese consufmers.

Japan is generally a politically stable democretigntry and, except for a few short
intervals, the ruling Liberal Democratic Party feen in power since the 1950s. Mr.
Junichiro Koizumi held the position of prime mimisfrom 2001 to 2006, the longest
running time since Mr. Eisaku Sato in the mid-1958ince 2006, there have been three
additional prime minister with the current persa&ing Mr. Taro Aso (September 2008-
present). Koizumi was an assertive reformer whklém chronic problems such as the
bad loans burdening Japanese financial institutisiogzumi also spearheaded the
privatization of the postal service. In terms obma@mic policy, the new Prime Minister is
not expected to break substantially from his predsor. This new leadership will likely
have limited effect on trade patterns between Japanada and Alberta.

Japanese Population: 127,288,416 (July 2008 est.)

0-14 years13.7% (male 8,926,439/female 8,460,629)

15-64 years64.7% (male 41,513,061/female 40,894,057)

65 years and over21.6% (male 11,643,845/female 15,850,388) (2008 es

At 82 years, Japan has the highest life expectahall the OECD countries. The median
age is 43.8 years. Due to low birth rates, the [atjoun is aging rapidly and the number
of people over 65 is expected to increase from 212007, to 35% in 2050Unless
drastic measures are taken, Japan could see addwine of its population in the first
half of this century.

Over 86 million residents are estimated to havedieidlass spending power. Over 66
million residents make up the Japanese labor fésdreost 70% of these workers are in
the service sector. Approximately 50% of womenrane employed outside the horife.
Japan's unemployment rate has been decreasincgint ggears and now stands at 4.5%.
The average Japanese daily calorie intake is arb 280, significantly lower than in
North America, where it is closer to 2,000 per {a@ver the past few decades, younger
people have been adopting a more westernizedvwde older adults, especially in rural
areas stick to a more traditional and generallythieat Japanese diet. Obesity is less
common than in the West but rates are increasipgr@ximately 3% of the population is
obese which translates to 4 million people. Thepéida of western eating habits is
considered the main cause of the rising rate. &sing rates of diabetes and obesity are
supporting the development of the health food ingué

" Global Insight Inc.Japan Country Monitor.

8 BBC News,Profile: Shinzo Abe.

° CIA, World Factbook

1% Euromonitor InternationaQils and Fats in Japarp.4.

1 Agri-Food Trade Servicégri-Food Consumer Profile Japadyune 2006.
12 HealthFocus Internationalyend Report2004.
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Accounting for 23% of household spending, food pases are the second largest
expenditure category in a Japanese household .08, ddpanese households spent an
annual average of $8,840 on retail food purchasds8,146 on food-service purchases.
Disposable income for the majority of men has desed slightly; however, disposable
income for women increased by 22.7% between 1982803. Teenagers (10-19 years)
on the other hand spend a significant portion eirttmoney on social and leisure
activities, including dining out. Mean personalante is expected to increase by almost
20% and disposable income by 5% in Japan by 2bA&hough Japanese consumers are
generally price sensitive, they are willing to gayquality, convenience, and brand
name products.

Japan and Canada are both members of the WTO amdllcaccess to the Japanese
market has been good. Nonetheless, Japan hasgatasome protectionist barriers
affecting three of Alberta’s major agri-food exort

Canola: While Alberta canola seeds enter Japan tariff,fdapan imposes a 13.2-yen per
kilogram tariff on canola oil. The tariff standsl41.9 yen if the acid value of the oil
exceeds 0.6. These tariffs are meant to proteetnJaplomestic crushing industry and
effectively hinder Alberta’s efforts at expandirajes of value-added produfét.

Pork: Japan has imposed a complex “gate price” systemdrk. This system effectively
becomes a minimum import price system that guagdsat surges in imports. The
system is non-transparent and makes trade witmJapa predictabl®.

Beef Japan only accepts Canadian beef from cattlgystaved under 21 months. This
goes against the generally accepted internatidaatlards set by the OIE which consider
beef from animals slaughtered at less than 30 nsdantbe generally safé This and

other Japanese requirements concerning the impbeed have considerably limited
Alberta beef’s ability to gain market share.

Agriculture and Food Trade Overview

Alberta’s agri-food exports to Japan were valueovar $911 million in 2007 and
accounted for over 57% of Canada’s total exporthab country. Japan is Alberta’s
second largest export market for agri-food prodaftesr the U.S. In 2007, the province’s
top agri-food exports to Japan were canola se&&&3(fillion), pork ($157 million), hay
and fodder ($103.5 million), wheat ($104 milliomalt ($52.3 million) and processed
potatoes ($34 million)’

13 Agri-Food Trade Servicégri-Food Consumer Profile Japadyune 2006.

14 canola Council of Canad&anola Facts: An Industry that Depends on Traeril 2006.
15 USDA, Pork policies in Japan.

!¢ Canada BeefThe Canadian Beef Export Federation Newsletianuary 2007.

¥ Agri-Food Trade On-line.
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Alberta’s Top agri-food exports to Japan
In 2002 and 2008 in millions of CDN$

Alberta Exports to Japan 2002 - 2007

400

Alberta’s Top Exports to| Value in | :

Japan ir2007 Millions | &

1-Canola seed 352.3

2-Pork 156.6

3- Wheat 104

4- Hay and Fodder 103.6

5-Malt 52.3

6-Processed Potatoes 34

7-Beef 19.5 %

8-Horsemeat 16.8 ——

9-Barley 14.8 T e
10_lee anlmals (Horses 138 —— Canola Seed —— Pork Wheat Hay & Fodder —— Malt

——Processed Potatoes —— Beef

—— Horse Meat

Barley Live Hor:

A few changes have taken place over the last feas; the most noteworthy being the
phenomenal rise of Alberta’s pork exports. Japaros by far the province’s most
important export market for pork and at $157 millia 2007, the value of our pork
exports to Japan is one and a half times thatrastor the US market.

After being banned in Japan for over two years bseaf BSE, Alberta beef is trickling
back into the market. The strict conditions impobgdapan and the limited availability
of age verified cattle are hindering efforts alaening market share.

Malt exports have continued to decline over thefiae years. One of the factors has
been the rise in popularity of malt beverages pafiaas a cheap alternative to beer. Malt
beverages require less malt to produce than rebakar.

French fry exports have seen a huge increase loigebiyear period. This is mainly due
to the establishment in Coaldale of a McCain plhat services many Japanese fast-food

accounts.

Canada’s agri-food exports to Japan totaled $2idrbin 2007 making it the country’s
second largest export market after the U.S. Albaectaounted for almost one third of
Canadian agri-food exports to Japan. Canada’s expbare some similarities with
Alberta’s. Pork exports are the country’s larg&3t25 million) followed by canola seeds
($865 million), wheat ($313 million), other oilseedilnuts/kernels ($141 million), hay
and fodder ($109 million), barley ($47.5 milliomcamalt ($79 million).
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Canada’s Top agri-food exports to Japan
In 2007 in millions of CDN$

Canada’s Top Exports to Value in Canada Exports to Japan 2002 - 2006
Japan ir2007 Millions 1200

1-Pork 725 1000

2-Canola seed 864.5 800

3-Wheat 313 I 600

4-Other oilseeds, 141 400

oilnuts/kernels 200

5-Hay and Fodder 109 0

6- Malt 79 2002 2003 2004 2005 2006
/- Barley 47.5 Z:Jr::roilseeds ::;\:\I::Feoeddder \I\I\AA;Ieta‘
8_Processed Potatoes 42 Processed Potatoes Fruitsand Vegetables Barley
9-other Qils Fats (non | 27 -

canola)

10-Alfalfa meal, pellets 24

As a net importer of agricultural commaodities protd Japan relies on imports to ensure
its supply of important food crops. Canada's coitgrstare mainly the United States and
Australia.

Competitors gain an advantage through better htangeseather (which can vary from
year to year) freight efficiencies due to locatmrn/olume and by the ability to offer
products during their competitor’s off-season (Aalé4 vs. Canada and the U%).

In 2007, Japan's top sources for consumer orieagaefood products included the
United States, China, Australia, Denmark, and Can@dnada and Alberta’ competitors
often benefit from well-funded marketing funds avMdA (Australian beef) and USMEF
(for US pork and beef) have multi-million dollargmnotional budgets in Japah.

Market Sector Structure and Trends

Consumers often purchase food on a daily basisrery will search more than one
outlet for higher quality products. Local, geneaatl specialty stores account for 39% of
food sales, while 34% is sold in supermarkets &% In convenience stores. General
merchandise stores are growing in popularity, mhog product selections for one stop
shopping. Consumers generally prefer Japanesepimahlicts to imports because of high
quality standards and food safety concerns. Thespecially true for meats in the wake
of the BSE outbreaks around the world.

Major retail outlets will handle vast quantitiesimiported commodities such as meats.
However, because of the high expectations vis-gatkaging, quality and service, only
major foreign manufacturers can expect to makefggnt inroads in non-commodity

18 Meat & Livestock Australia.
19 USMEF.
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type retail products. Nonetheless, there are oppuies in niche markets for smaller size
manufactureré’

Japanese production standards are generally vghyamd Japanese companies try to
outdo each other in proposing various new prodddts.Japanese food-processing sector
sources a major portion of its ingredients fromefgn suppliers. For example, a large
portion of Alberta’s frozen pork exports to Japaearmarked for further processing.

The Japanese vegetable oil processing and flolingiindustry are highly dependent on
imports. Canada is the largest exporter of carflala, mustard seed and malt to Japan
and the second largest exporter for wheat, bardyf@d-grade soybeans. Japan is
expected to remain as a major market for Albertecaljural commodities.

The high cost of manufacturing in Japan has engadgranany Japanese producers to set-
up operations in neighbouring countries such aslamand Chin&’

After going through phases of rapid growth in ts &nd of slower steady growth in the
90s, the Japanese food service sector can nowskeélokr as mature. In 2004, the size of
the Japanese restaurant market was valued at 4\glian yen (C$240 billion) and

meals er?Zten in restaurants accounted for over 3ibe aotal value of all food consumed
in Japarf:

Most of the fresh vegetables used in the food semidustry are domestic in origin but
an increasing percentage of the frozen produchjrted. At present, Japanese
restaurant operators are not obliged to identiéydbuntry of origin of the products on
their menus. There is talk of mandating this inrar future. This could be beneficial to
Canada, which has a very positive image in Japan.

Most of the imported product used in the prepamatibmeals will be imported through a
trading house and distributed through a wholesaldied “tonya” in Japanese.

Exporter Business Tips

Since differences in language, customs and busprestices make entering the Japanese
market a very difficult task, the preferred rowgeenerally to find a Japanese partner,
who knows the market and understands local reqanesrand expectations. For many
small and medium size companies a “trading houskfilvthat role. More solid

companies may choose to find a Japanese agemddeltheir business in Japan. The
Agriculture and Food Branch and the Alberta Japtit@can help Alberta companies

find suitable partners in Jap&h.

Most imported food will arrive in Japan on contaiships in one of Japan’s major
harbours. The products are then shipped by laug to local warehousing hubs and
then by smaller trucks to end-users.

20 AAFC, Japanese Retail Food Sector Rep26i06.

21 Japan Foodservice Associatidnstudy of the Japanese Foodservice Industry.
22 AAFC, Agri-Food Sector Profile Family-Style Restaurant3apan 2004.

2 AAFC, Agri-Food Sector Profile Agricultural Commodities — Japa@05.
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The Japanese food distribution system is charaeby multiple layers of distributors
and wholesalers who have developed close relatipgstith manufacturers, retailers,
importers and other wholesalers. Specialized Bistors typically handle competing
product lines and some or all related promotiocti/dies.

Japanese regulations vary according to the nafuhegroduct imported into the
country. There are regulations concerning evergtfiiom labelling and ingredients as
well as pesticide residue limits. Since some ingrets used in Canada may not be
allowed in Japan, Alberta producers are encourameark closely with their Japanese
partners to make sure that their product confoorlapanese regulations.

An English summary of the regulations involved xperting food to Japan can be found
on this website.
http://www.jetro.go.jp/en/market/requlations/

The CFIA website contains general information ameblport of meat products.
http://www.inspection.gc.ca/english/anima/meaviafmpmmbhv/table11e.shtml

Here is an outline of the standard import proceslurelapan.
http://www.mhlw.go.jp/english/topics/importedfoodist . html

Producers are expected to communicate frequentlytiweir distributor or wholesaler
and should plan one or more trips to Japan eaah Adack of correspondence can be
interpreted as a lack of commitment to the businelsgionship and may lead to a loss of
interest by the client. Good communication fromgheplier is critical in insuring how
much effort a distributor or wholesaler puts tovgapdomoting that supplier's products.

Market Opportunities

Japan's food self-sufficiency has remained stead9®% since 1998 and it is doubtful
that Japan will be able to increase this numbenrifsigintly for various reasons, including
the high cost of production and the aging of thenfaector, even with the recent push in
2008 by the Japanese agriculture ministry to irsgeBbmestic agriculture production.
Alberta is well positioned to cover the gap by dyp high quality agri-food products
to Japan.

Japan’s total meat and meat product imports aredaht $9.8 billion, cereals at $6.7
billion, and oilseeds, miscellaneous grains, fraits seeds at $530 milliGhThere will
be continued opportunities for Alberta processorthéese sectors.

Meats are the largest component of Japan’s agur@llimports-about 25 percent in
recent years. Japan imports large quantities &, fi@ef, and poultry meat. Based on the
value of imports, Japan is the largest meat-impgrtiountry in the world.

24 Ministry of FinanceTrade Statistics of Japan.
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Commodity composition of Japan's imports

Billiar yen
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Source; ERS calculstions based on Japanese trade data from The Wiorld Trade Atlas.

Opportunities for pork exports look especially gaodhe short term but competition
from new entries such as Chile and Mexico will grdWwere are also opportunities for
increased exports of beef but the limited availgbih Alberta of age-verified cattle that
meet Japanese export standards is hindering auteff

Opportunities in the Food Processing Sector

Japanese vegetable oil crushers produced nearlp@bMT of canola oil in 2004.
Canola oil is the most consumed edible oil in Japdawed by soybean off As
production of canola in Japan is very limited, Jegs® demand is dependent entirely on
imports.

According to Functional Foods Japan, as of 200b,J#panese Nutraceutical Market is
estimated to be worth $27.1 BilliGRJapan is the second largest market in the world fo
nutraceutical products after the United Statesmfse research is conducted into the
health benefits of various crops and their derrestj more opportunities should arise for
Alberta industry.

Japanese consumers value high-quality productsigngdenerally willing to pay a
premium for these productéShort and long term prospects are good for Alberta
producers that have the capacity to produce niob@ygts within tight specifications.

Alberta Advantages and Challenges
Alberta and Canada have some great advantagesitrptirsuit of market share in Japan,

one of which is Canada’s pristine image with bathsumers and the Japanese food
processing industry. This advantage is not limiteanage and Canadian standards for

%5 AAFC, Agri-Food Sector Profile Agricultural Commodities — Jap2005.
% jJapan’s Nutraceutical$he source of Japan’s Nutraceutical Market.
27 Euromonitor Internationalils and Fats in Japamp.2.
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safety and quality are generally perceived as Mglother advantage is Alberta’s
strategic location in western Canada, which givedagistical advantage in servicing the
Japanese market.

Canada and Alberta will benefit from being estdidi players in Japan but the Japanese
market will become more and more competitive inftitare. New entrants such as Chile
and Mexico are already making inroads in the poakkat and will try to increase their
share. Alberta producers will have to offer a bigtteduct and better service to continue
to distinguish themselves from other suppliers.

Contacts for Albertans

The International Marketing Division of Alberta Agulture and Rural Development has
a trade development officer dedicated to the Jeggamearket in addition to a commercial
officer responsible for the agriculture profiletia¢ Alberta Japan Office in Tokyo.

Lana Gudmundson

Trade Development Officer - Japan
Alberta Agriculture and Rural Development
International Marketing Division

Tel: 780-422-7195

Fax: 780-422-9746
lana.gudmundson@gov.ab.ca

Events

FOODEX Japan 2009
March 3-6, 2009
Makuhari Messe, Chiba

Wine & Gourmet Japan 2009
April 22-24, 2009
Tokyo Big Sight, Tokyo

BioFach Japan 2009
October 7-9, 2009
Tokyo West Hall, Tokyo

HI (Health I ngredients) Japan
October 14-16, 2009
Tokyo Big Sight, Tokyo

Natural Products Expo Japan 2009
October 10-12, 2009
Tokyo Big Sight, Tokyo

Canada Food Fair

Embassy of Canada, Tokyo
October 2009 (date TBD)
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