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A global market strategy to utilize the strengths of
safety, reliability, and high quality of Japanese products

~ The competitiveness based on deep thoughtfulness which Japanese products have as seen from the
overseas expansion of the food and beverages industry ~

[Introduction]

The strength of Japanese companies supplying products for the overseas market is responding to customers with
attention and politeness, which expresses the Japanese spirit of omotenashi (hospitality), and reliability; namely, that
the products will be of high quality in both specification and delivery.

Examples of Japanese industries that are already demonstrating these strengths in overseas markets include
automotive, precision optical equipment, robotics, and machine tools. Recently, the reputation of Japanese-made food,
beverages, and ingredients and that of Japanese food culture, as represented by washoku (Japanese cuisine) and its
aesthetic, have been improving. Simultaneously, the value of Japan’s food and beverages industry has been rising,
owing to factors such as its delicate flavors, sensibility, safety, transparency, and diversity.

As many companies in the food and beverages industry are small- and medium-sized enterprises (SMEs), several
extremely interesting examples of a distinctive oligopoly market exist, on a local if not global or nationwide scale.
Owing to the nature of these products, sold directly to an unspecified number of consumers, this industry has been
continuously exposed to low price pressures and strict evaluation. Therefore, what are the elements of success for this
industry in the domestic and overseas markets?

It is possible that this success results from a large number of elements, for example, 1) utilizing management
resources based on local resources and cultivated over a long period, 2) considering consumers’ changing needs in
product development, 3) product management technologies for food safety, traceability, and environmental safety,
and 4) securing sales channels and distribution that incorporate other cultures.

This study examines the action of companies taking on the challenge of overseas expansion in the food and
beverages (limited to industrial products) industry, explores the details of this process, and searches for the success
factors.

[ Abstract]

Chapter I  Japanese products enter new markets owing to their safety, reliability, and high quality

There has been a lot of praise for the high quality and advanced technologies of Japanese products. Their safety,
reliability, and high quality that pertain to people’s lives and detailed depictions have become strengths in overseas
markets such as automotive and precision optical equipment. These strengths are also demonstrable in other industry
fields. Products in the foods and beverage industry hold promise; they must be healthy, with refined contents, and an
aesthetically pleasing appearance. It should be possible to leverage the strength of Japanese products, of “high quality
but reasonably priced,” in the overseas food and beverages market.

Therefore, we conducted a survey via interviews with companies in the food and beverages manufacturing industry
of Japanese market, and an interview survey in the promising local market of Indonesia, and analyzed the results. In
terms of percentage of the manufacturing industry that is constituted by the food and beverages industry, it has three
times the number of companies and 1.2 times the number of workers, in comparison to the transportation equipment
manufacturing industry, which is considered representative of Japanese industry. Although the amount of value added
provided by the manufacturing industry has declined by more than 10% in the last 10 years, this declining trend does
not apply to the food and beverages manufacturing industry. The Indonesian market has a population of
approximately 250 million people, the fourth highest in the world, and its real GDP growth rate has trended stably



among Asian countries, many of which were greatly impacted by the Lehman shock. While there are many
challenges, including this country’s unique import regulations, its growth potential is appealing.

Chapter 2 How Japanese products are accepted in the overseas market — image and reality

On examining the results of various surveys on the image of Japanese products in overseas countries, it is clear that
in Asia they have a positive image of being “safe,” providing “peace of mind,” and of “high quality,” “healthy,” and
with “delicate flavors.” Despite the positive cultural impression of a country, consumers will not necessarily evaluate
its products as being of high quality. Therefore, in the background to this favorable image are not only cultural or
historical factors, but also the fact that Japan has accumulated a reputation for product manufacturing. In terms of a
sales strategy, several Japanese companies sell their products with the no translating the Japanese-language labeling,
which is recognizable as a brand value of “Japan”.

However, it has been noted that these products are not recognized in the same way in the West, where they are
somewhat looked down upon. Consumers in developed countries such as the United States feel no anxiety about food
safety, as food inspections are extremely strict and there is no specific advantage in buying Japanese-made food. Even
S0, as time goes by, consumers are beginning to understand that elements such as the delicate flavors and careful
preparation that typify Japanese food apply to all Japanese-made food and beverages. On the other hand, their image
and evaluation are not always positive. It is necessary to dispel the negative image that “while safe and ensuring
peace of mind, Japanese-made food is expensive,” and while maintaining high quality, “to a certain extent” it is
necessary to lower prices and advance into commaodity sectors with products acceptable in local markets.

In emerging countries, which continue to achieve economic growth, health awareness is rising with the
improvement in standards of living; therefore, rather than low priced but anxiety-inducing products, it is expected that
demand will rise for high quality and safe Japanese-made food and beverages. Once discerning customers taste high
quality products, they will never go back to low quality products, and this tailwind supporting Japanese-made food
and beverages is expected to continue. While there are many countries and companies with world-class
manufacturing capabilities, the positive image of Japanese-made food and beverages is specific to Japanese
companies and the honesty of the Japanese people. These elements provide Japanese industry with a unique
competitiveness, which has its foundations in the track record of Japanese companies and cannot be recreated
overnight.

Chapter 3 Initiatives by the Japanese food and beverages industry to enter overseas markets

The competiveness of Japanese agricultural products and processed foods was considered weak; however, today,
the amount of exports of processed foods is trending upward. Even confectionery and beverages unrelated to the
Japanese food boom are achieving significant growth, which indicates not only interest in another culture, but also
that the inherent value of Japanese-made food and beverages is being recognized. To avail this opportunity, it is
preferable that SMEs expand into overseas markets, but many challenges lie ahead. For example, (1) dealing with
export procedures too complex for SMEs to tackle themselves, and the difficulty in finding trading companies, buyers,
and importers willing and able to manage small-lot production, (2) small size of the Japanese food market (still
expanding markets in the context of the Japanese food boom, the transformation of Japanese food alongside market
expansion, and fierce competition with foreign companies), and (3) import regulations of countries and food safety
standards ( regulations are diverse, change frequently, and become stricter).

Chapter 4  Success factors in the opening-up of overseas sales channels

Let us organize strengths in terms of the business management of companies that succeeded in overseas markets.
First, “competitiveness derived from product concepts, product planning, and manufacturing technologies.” Similar
to the example of the difference in Japanese sake, which specifically targeted young and female markets, the source



of competitiveness is their innovative product concepts that focus on new target markets. Here, competitiveness arises
from their rich product planning to create a variety of product groups, their judgment abilities when selecting
ingredients, and their manufacturing technologies to adjust the overall flavor. Second, “competitiveness derived from
the production system, the sale system,and the business model.” Here, competitiveness arises from elements such as a
flexible product system and a flexible sale system that can manage small lots.

The successful companies cultivated such competitiveness domestically, selected “strategic products for overseas
market,” as they started to enter new markets overseas. Now, trusting the “competitiveness of our products,” they
decided @ to launch their mainstay domestic products unchanged, @ select a product with its own personality
from their menu of products, or to study the overseas local “market environment” and 3 launch in advance, a
product with Japanese image corresponding to the requirements of the market, and @ position a reasonably priced
product as their main product, tailored to the income level of local consumers.

The elements, which create competitiveness in the manufacturing process, include (D not relying on intuition and
skills, but working on mechanization and standardization to maintain high levels for flavor, quality, and hygiene; ©
the ability to respond to individual needs (acquired from experience with Japanese customers); and (3 cost
performance, of developing luxurious flavors that other companies cannot in the same cost.

In actual sales, SMEs cannot handle direct exports that include complex procedures. Therefore, first, it is better to
cooperate with trading companies and sales agencies. For example, cooperation with a trading company specializing
in foods and is good at trading with SMEs. In addition, it is important to cooperate with overseas local trading
companies and importers that are familiar with Japanese food. For example, if SMEs cooperate with a leading local
wholesaler, such as PT. Masuya Graha Trikencana, their burden would reduce considerably. However, even when
cooperating with a trading company, “reaching out to the local market must not be left to others” is an important point
made by almost all successful companies.

In addition, while various events of exhibition and business meeting, at first glance, give a modest impression,
there are many examples of companies that participated in business meetings and started overseas business
development. Both the number of export business plans and concluded export contracts at exhibitions and business
meetings sponsored by JETRO are trending upward.

Conclusion: Deep thoughtfulness for customers is the source of high quality, reliability, and safety

Japanese-made food and beverages can be fully competitive in overseas markets due to not only their positive
image, but also their unique flavors and detailed elaboration that competitors hesitate to do. However, when
summarized as “detailed elaboration that competitors hesitate to do,” it tends to convey that the source of
competitiveness is product-related ideas and product originality. However, it is more, such as an “deep thoughtfulness”
mindset of constantly searching for diverse potential needs of customers and attempting to satisfy these needs. Even
for Japanese-made food and beverages that have a positive image with customers are created from “a thoughtful
attitude of sparing no effort,” of seriously thinking about customers and aiming to provide the best possible proposal.

The food and beverages industry displays this strength from deep thoughtfulness most clearly. This strength also
applies to the entire Japanese industry and can become the force with which it shines in various global markets.

(Yasuo UNAKAMI)*

* Research Institute, J. apan 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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Conclusion of main subject :
Deep thoughtfulness for customers is the source of high quality, reliability, and safety

1. Points for the opening-up of overseas markets by utilizing the strengths of Japanese products

From the discussion in this paper, we can broadly summarize the points of Japanese products into three processes of

29 <.

“selection,” “manufacturing,” and “sales activities” of “strategic products for overseas markets.”
(1) Selection of strategic products (part 1)
- If considering overseas markets, first determine self-competitiveness

First, with domestically cultivated competitiveness as the foundation, it is important to select the “strategic
products for overseas markets.” These products will play the leading role in entering a new market and must be
sufficiently appealing for acceptance by customers overseas.

However, if a company has no experience in and is not confident of an assured level of competitiveness in its
domestic market, it is unlikely to achieve results overseas.

Therefore, it is necessary to reconfirm in this opportunity, based on solid evidence, if your company’s products are
competitive. Needless to say, product competitiveness comes in various aspects, but the typical aspects can be
observed in the success-story companies introduced in this paper.

For example, we cited “competiveness derived from product concept, product planning, and manufacturing
technologies” with an example of competitiveness from an innovative product concept that focused on target
markets not previously considered for that product. If the product specializing in functions and properties for the
specific target market encounters an overseas market with similar characteristics, it will be strongly competitive
there.

In addition, rich product planning capabilities to create an abundance of diverse product groups—from which
some will meet the various needs of overseas local markets—is a successful approach in opening up overseas
markets.

Furthermore, uniquely for Japanese products, which are positioned as the “genuine article,” competitiveness is
created from companies’ judgment abilities when carefully selecting ingredients and manufacturing technologies to
adjust the overall flavor.

We also introduced a pattern of competitiveness not only from the product itself and its periphery, but also
“competitiveness derived from the production system, the sale system, and the business model”; for example,
competitiveness created by flexible product and sales systems that are able to manage small lots.

Prior to selecting “strategic products for overseas markets,” it is important to advance to this next stage after
identifying the competitiveness of ones products, based on solid evidence, and having confidence in this
competitiveness.

(2) Selecting the strategic products (part 2)
- Focus on a balance between “product competitiveness” and “market environment”

First, (D launch a mainstay domestic product unchanged and @) select a product with its own personality from
the menu of products. Believing in the “competitiveness of your own products” is based on the idea “that a good
product is universal,” and competing with a fastball that you are always confident of pitching.

On the other hand, there is the method of studying overseas local “market environment” and (3 launching, in
advance, a product with Japanese image corresponding to the requirements of the market and @ positioning a
reasonably price product tailored to the income level of local consumers as the mainstay product. Here, first you
must study the characteristics of the local market and the preferences of customers. Therefore, you pitch a ball that
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might be not necessarily to win the game in the domestic market, but might actually be more effective when pitched
to the opponent in this market.

In either of these cases, it is important to find a fit with the potential of your company’s products. As previously
described, it means achieving a balance between “product competitiveness” and “market environment,” and striving
to clarify how your product differs with existing products and focusing on the targeted customer.

The ideal is to have strong product capabilities that eliminate the need to constantly focus on “market
environment.” This is not easy, and in reality, examples abound that required ingenuity to ensure reasonable pricing.
I think this is an excellent field in which to demonstrate the strength of Japanese-made food and beverages, even
for cheaper versions of the Japanese products; namely, of high quality and a courteous work to ensure that it does

not resemble the “cheap but poor quality” products often seen in the local markets of emerging countries.

(3) Manufacturing strategic products
- utilizing the ability to respond to needs and cost performance cultivated in Japan

After selecting “strategic products for overseas markets” to make inroads into a new overseas market, it is
necessary, while increasing the product volume, to maintain high quality at the same level as in the domestic market
with a continuous and stable supply.

If we were to cite the important points in this type of manufacturing process, the first would be not relying on
intuition and skills, and working to mechanize and standardize the process to maintain high levels of flavor, quality,
and hygiene. In particular, for local production overseas, despite a considerable difference in the skill levels of
employees, the key to success is building a system that uses mechanization enabling anyone to produce products of
the same high quality.

Mechanization is also useful in standardization and reducing costs, while in the food industry, it is highly effective
compared to manual work for hygiene management. Among the various strengths of Japanese products, “hygiene”
and “safety” are essential lifelines. It is vital to ensure this through mechanization and standardization.

Second is the ability to respond to individual needs, acquired from responding to Japanese customers. Japanese
consumers require the highest levels of quality in the world and require that companies maintain such quality levels.
The Japanese industry aims to achieve even higher levels to fulfill the needs of these consumers. In addition to the
level of technology for manufacturing and development, they have cultivated the flexibility to respond to
trial-and-error processes of individual customers and demonstrate creativity and a proactive approach in anticipating
individual customer needs. If they demonstrate this ability to fulfill the needs of overseas customers, there is no
doubt that the number of inquiries will increase. There are many examples of companies acquiring overseas
customers in this way.

Today, in the context of diverse, detailed, and sophisticated customer needs, responding to individual needs
through planning, development, and manufacturing is gaining importance. Therefore, opportunities to satisfy
customers by responding to their needs are likely to increase.

Third is the ability to create luxurious flavors, which competitors cannot for the same cost. Observing the original
domestic production environment in Japan, costs in domestic factories such as labor costs, price of raw materials,
fuel costs, and land costs are high in comparison to emerging countries. However, despite such unfavorable
conditions, Japanese-made food and beverages have continued to meet the high requirements of consumers in taste
and quality. Consequently, while sales prices are slightly high, they achieve high levels of cost performance, at least
on par with Western products. The experience of striving to reduce costs over a long and continuous period in Japan
is an advantage when entering overseas markets.

(4) Sales of strategic products
- using the abilities of partners and various types of support operations effectively

In sales, direct exports that require complex export procedures are too heavy a burden for SMEs to manage
themselves. Thus, it is better to cooperate with trading companies and sales agencies. Effective cooperation with
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good Japanese trading companies and local companies that handle “strategic products for overseas markets” will
help reduce difficulties in export-related tasks.

For example, cooperation with a trading company specializing in foods, which is also good at trading with SMEs.
It is also important to cooperate with overseas local trading companies familiar with Japanese food. For instance,
collaborating with a leading wholesaler, which was established by former employees of a Japanese trading company,
and is fully familiar with the local situation, reduces SMEs’ burden.

However, even in such cooperative arrangements, it is crucial not to rely on others when contacting local agencies
and retail stores, and to perform these tasks by oneself. This is an important point noted by nearly all of the
success-story companies.

Participation in the events of exhibition and business meeting held by various institutions is indispensable, as
opportunities to meet these good partners for cooperative arrangements. Although, at first glance, such exhibitions
and business meetings give a modest impression, many companies that participated in such events began overseas
business development, and acquired promising sales channels. Both the number of export business plans and
concluded export contracts at the events of exhibition and business meeting sponsored by JETRO are trending
upward. There are also groups and organizations in which each individual industry and region can meet and
promote the opening-up of sales channels. If we think actively about using them, they can be a shortcut to entering
overseas markets.

2. Deep thoughtfulness for customers is the source of high quality, reliability, and safety

As we have seen, Japanese-made food and beverages clearly enjoy a positive image in overseas markets. We
understand that these products are fully competitive in overseas markets due to their unique flavors, detailed
ingenuities that others cannot copy.

Although the phrase “detailed ingenuities that others cannot copy,” conveys that the source of competitiveness are
product-related ideas and product originality, in fact there is much more to this.

For example, consider the statement of Company M, which launched its “candy cheese” in overseas markets, as a
unique product. This company says, “Our basic stance was that rather than selling an already existing product, we
would first listen to the needs of customers and then develop new products that meet these needs. Therefore, more
than half of our new products are in accordance with customers’ individual needs. Overseas customers also want
detailed product development, and customers having many highly minute fragmented needs would seem to be
universal.”

Here, customers refer to supermarkets and convenience store chains that consider the needs of consumers, but rather
than selecting from the menu of existing products, these companies prepare new products matching the needs of the
stores and consumers. Instead of having “novel inspirations” for product planning, they utilize an “attentive” mindset,
of constantly examining the customer’s perspective, responding to their needs, and at times searching for their
potential needs and attempting to satisfy them.

The opinion of Company U is in agreement with this mindset on many points. It commented, “Japanese
manufacturers develop products well. Japan might be the only country that is able to create new products according to
the seasons and to stimulate consumers’ desire to purchase. We think that at product sites, only Japanese
manufacturers would take the time and make the effort to switch manufacturing lines frequently, for example, to
prepare the line for one product in the afternoon and another product in the evening,” highlighting the Japanese
approach to product development and manufacturing of not sparing any effort to satisfy customers.

Moreover, Japanese companies provide more than just unique products. Japanese-made food and beverages, which

EENT3

have a positive image of “high quality,” “reliable,” and “safe,” are created from “an attentive attitude of sparing no
effort”; namely, of serious thought about customer needs and providing them with the best possible proposal.
I chose the food and beverages industry for this paper because it is an industry where this strength of “an attentive

attitude of sparing no effort” is most clearly manifested, and indeed this hypothesis does not seem to be wrong.
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Figure 5-1

Japanese-made food and beverages industry’s competitiveness from deep thoughtfulness

Company Comments about consideration to customers Point
Our basic stance was that rather than selling an already existing product, we would first
listen to the needs of customers and then develop products that meet these needs. Therefore,
more than half of our new products are in accordance with customers’ individual needs. Rather than existing
Company M | Overseas customers also want detailed product development, and customers having many products, respond to
minute needs would seem to be universal. There are many OEM/ODM products not listed in | individual needs
the pamphlet. PB products for major supermarkets and convenience store chains fall under
this category.
When our U.S. subsidiary built a lab, customers began to come for consultations on
application development. When listening to these individual needs, European manufacturers | Rather than existing
Company N | would have likely selected products from within their own existing products lineup. products, respond to
However, the culture in our company is to propose a product that meets the customer’s individual needs
needs.
Japanese manufacturers develop products well, together with convenience stores and others.
. . . Product development
Japan might be the only country that is able to create new products according to the seasons .
. Y . . & manufacturing in
and to stimulate consumers’ desire to purchase. We think that at product sites, only Japanese R
. . . . which no efforts are
manufacturers would take the time and make the effort to switch to detailed manufacturing spared
lines, for example, to have the line one way in the afternoon and another way in the evening. P
Company U

Recently, even at the selling site in Indonesia, Japanese manufacturers in Indonesia are
releasing various types of new products, and they are using a Japanese strategy to create new
markets. The opportunities that Japanese companies show product development based on
Omotenashi” as the characteristic traits seems to be increasing.

Increase in
opportunities where
an unique Japanese
companies’
characteristic is an
advantage

To varying degrees, this strength also applies to business by Japanese industry as a whole.

Moving forward, I hope that Japanese industry maintains its “attentive attitude of sparing no effort” and continues to

demonstrate its increasing presence in the global market.
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