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Japan is the United States' fourth largest export market, after Canada, Mexico
and China, and the second largest foreign investor in the U.S., with more than
$200 billion invested, second only to the UK. Japan is also the world's second
largest economy, with a GDP of roughly $5 trillion in 2007. Measured in dollar
terms and at current exchange rates, that is roughly 37 percent of the United
States' GDP, although fluctuations in the dollar/yen rate can change this figure
significantly. Measured on the same basis, Japan's annual output is almost
equivalent to that of Germany and France combined. It is roughly three times the
annual output of China, and eight times that of India.

The U.S.-Japan alliance is a cornerstone of U.S. security interests in Asia and is
fundamental to regional stability and prosperity. Despite the changes in the post-
Cold War strategic landscape, the U.S.-Japan alliance continues to be based on
shared vital interests and values. These include stability in the Asia-Pacific
region, the preservation and promotion of political and economic freedoms,
support for human rights and democratic institutions, and securing of prosperity
for the people of both countries and the international community as a whole.
Japan is one of the world’s most prosperous and stable democracies.

Since coming out of the so-called “lost decade” of the 90’s, Japan is enjoying its
longest period of sustained economic growth, albeit modest, in the post-war era.
Largely fueled by domestic demand, and buffeted by strong export sales to
Brazil, Russia, India and China, the economy has shown resiliency in dealing
with global economic concerns.

In 2007, according to U.S. Census Bureau data, the U.S. had a trade deficit with
Japan of $82.8 billion, a decrease of 6.5% from 2006. U.S. exports to Japan
totaled $62.7 billion, while U.S. imports from Japan totaled $145.5 billion.

In 2006, according to U.S. Department of Commerce data, the U.S. exported $42
billion worth of services to Japan, generating a surplus in excess of $16 billion.
U.S. service exports to Japan are projected to climb to approximately $45 billion
for 2007. The total of U.S. exports of goods and projected services for 2007
should exceed $107 billion, the highest annual level on record.

In 2007, the top ten exporters to Japan were China, the U.S., Saudi Arabia,
United Arab Emirates, Australia, South Korea, Indonesia, Taiwan, Germany, and
Thailand. The top ten importers from Japan were China, the U.S., South Korea,



Taiwan, Hong Kong, Thailand, Germany, Singapore, the United Kingdom, and
the Netherlands.

Key Economic Indicators

Gross Domestic Product (GDP) in U.S. dollars: 4.9 trillion
GDP per capita in U.S. dollars: 33,100
Real GDP growth rate: 2.8%
Inflation: 0.4%
Unemployment: 3.9%
Market Challenges Return to top

The difficulty of penetrating the Japanese market depends to a great extent on the
product or service involved — the presence or absence of local or third-country
competition, the number of regulatory hurdles to be overcome, and cultural factors such
as language (both spoken and written), strict service and quality expectations, and
business practices.

Generally, tariffs on most imported goods into Japan are low. However, cultural,
regulatory, or non-tariff barriers continue to exist that can impede or delay the
importation of foreign products into Japan. For more details, see Chapter 5 (Trade
Regulations and Standards) of this report.

For extensive details on Japanese requirements with regard to import license
requirements, restricted or prohibited imports, temporary entry of goods, certifications,
standards, labeling requirements, etc., please refer to Chapter 5 (Trade Regulations and
Standards) of this report.

Market Opportunities Return to top

The Japanese market offers numerous opportunities for U.S. companies in a wide
variety of sectors. The best prospects for U.S. exporters in the Japanese market are in
the following sectors:

Computer Software
Cosmetics & Toiletries
Education & Training Services



Electronic Components

Medical Equipment
Pharmaceuticals
Telecommunications Equipment
Travel & Tourism

For more details, please refer to Chapter 4, Leading Sectors for U.S. Export and
Investment, of this Guide.

Major public-works projects currently underway in Japan that present significant
opportunities for U.S. companies include urban renewal projects in various cities such as
the Sasashima Project in Nagoya, the Okinawa Graduate University, and Tokyo Haneda
Airport expansion. For details, please refer to the region-specific descriptions in Chapter
2.

The Asia Now program brings together the resources of U.S. Commercial Service offices
in 14 Asia-Pacific markets and our Export Assistance Centers throughout the U.S.,
providing American firms with a single portal for exporting to the Asia-Pacific region. To
find out more about Asia Now, please visit our dedicated web site,
www.buyusa.gov/asianow/.

Market Entry Strategy Return to top

U.S. companies serious about entering the Japanese market should consider hiring a
reputable, well-connected agent or distributor, and to cultivate business contacts through
frequent personal visits. Japanese attach a high degree of importance to personal
relationships, and these take time to establish and nurture. Patience and repeated
follow-up are required to clinch a deal. U.S. business executives are advised to be
accompanied by a professional interpreter, as many Japanese executives and decision-
makers do not speak English, or prefer to speak Japanese. For more details, please
refer to Chapter 8 (Business Travel) of this report.
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Chapter 2: Political and Economic Environment

For the most recently updated background information on the political and economic
environment of Japan, please click on this link to the U.S. Department of State
Background Notes: http://www.state.gov/r/pa/ei/bgn/4142.htm

Following the political/economic summary below, additional information is provided for:
Government Role in the Economy; Infrastructure, Agricultural Products Market, and
Japan’s Leading Economic Regions: Tokyo, Hokkaido/Tohoku, Chubu, Kansai,
Kyushu/Yamaguchi, and Okinawa.

Summary:

Japan has enjoyed continuous, if somewhat tepid, economic growth for most of the past
decade. Atthe same time, the government in recent years has undertaken noteworthy
structural reforms of various elements of the economy thereby creating new
opportunities for U.S trade and investment.

Since 2001, the United States and Japan have participated in the Economic Partnership
for Growth, launched by President Bush and then Prime Minister Koizumi, which
includes the U.S.-Japan Investment Initiative designed to identify and remove barriers to
cross border investment in both countries. The Economic Partnership for Growth also
includes the U.S.-Japan Regulatory Reform and Competition Policy Initiative designed to
promote economic growth through sectoral and cross-sectoral regulatory reform. The
Regulatory Reform Initiative includes working groups on communication and information
technology, energy, medical equipment and pharmaceuticals, and financial services, as
well as a cross-sectoral working group that discusses competition policy, transparency,
distribution, commercial law, and legal reform.

As Japan strives to stimulate economic growth in order to maintain a high standard of
living despite a rapidly aging and declining population, substantial investment and
business opportunities for non-Japanese firms are expected in a number of sectors. In
particular, as deregulation progresses, Japan's service industries -- which, despite being
among the least efficient among leading developed countries, still generate two-thirds of
the country's GDP and employment -- beckon as potential new areas of growth. Some
specific sectors identified by the Japanese government itself as open to potential
development by foreign firms are retail sales, information and communications
technology, biotechnology, medical services, and environmental technology and
services. Detailed reports on each of these sections are available on the Internet from
the Japan External Trade Organization at http://www.jetro.go.jp/en/market/attract/.

Government Role in the Economy

Traditionally, the bureaucracy has played a leading role in the Japanese economy.
Politicians elected to the National Diet, from whose ranks come most of Japan's Cabinet
ministers, have small staffs and traditionally have relied on bureaucrats for policy
initiatives and the drafting of legislation. In addition, the ministries have exercised power



directly through thousands of required licenses, permits and approvals that tightly
regulate business activity and by informal, but in practice, virtually compulsory edicts
called "administrative guidance." The reach of the bureaucracy has been further
extended by a plethora of organizations that perform semi-regulatory functions.
Business in Japan maintains very close relations with the bureaucracy and politicians.
Not only have Japanese elected officials depended on contributions from business, but
major companies and industry associations also provide lucrative amakudari (literally
"descent from heaven") post-government employment for senior bureaucrats.

The role of government institutions in the economy has been changing over the past
decade as the central government pursues a long-term program of administrative reform
and deregulation. In 2001, the bureaucracy was reorganized from 22 ministries and
agencies to 13. A Cabinet Office was also established to coordinate policies and to
provide staff support for Japan's leaders separate from the individual ministries. At the
same time, the number of politicians posted to senior positions in the ministries was
increased from an average of two or three to five, to strengthen the control of elected
officials over the bureaucracy. The 2001 government reorganization — together with
changes to political contribution laws, stricter guidelines on the use of administrative
guidance, and increased criticism of amakudari employment practices — has somewhat
eroded, but by no means eliminated, the bureaucracy's influence over the economy.

All foreign exchange transactions to and from Japan — including transfers of profits and
dividends, interest, royalties and fees, repatriation of capital, and repayment of principal —
are, in principle, freely permitted unless expressly prohibited. Formal controls on allocation
of foreign exchange and most restrictions on foreign investment are gone.

Nevertheless, the Japanese Government (GOJ) continues to play a significant role in
promoting certain favored industries, and GOJ policy and regulatory practices continue
to favor domestic producers over consumers. Nevertheless, due in part to government-
sponsored structural reform programs that encouraged companies to restructure debt,
cut costs and improve profitability, Japan has recently enjoyed its longest continuous
period of economic growth in the post-war period.

While Japan's business system is different from that of the United States, American
companies can successfully adapt. The American Chamber of Commerce in Japan
(ACCJ) is the largest overseas AmCham in the world. Its members come from more
than 1,300 companies, and its 60- plus committees and sub-committees are highly
visible lobbyists for U.S. business interests. U.S. Embassy officers liaise with more than
20 of these committees, and work closely with the ACCJ on market access and
investment issues. Some knotty regulatory barriers and discrimination still exist, and
when a company cannot solve such problems by itself or through its legal advisers in
Japan, the U.S. Government stands ready to help.

Infrastructure

Japan has a fully developed physical infrastructure of roads, highways, railroads,
subways, airports, harbors, warehouses and telecommunications for distribution of all
types of goods and services. The National Police Agency has authorized subcontractors
to issue parking tickets. This has decreased the morning commute in Tokyo by as
much as one hour. Toll roads, however, are expensive. Japan’s airports are among the
most expensive in the world. Landing fees at the Narita and Haneda airports in Tokyo,
are four times as expensive as New York or London. Japan's port practices are



generally opaque and inefficient by global standards; and import processing, while
improving, remains relatively slow.

Agricultural Products Market

The value of Japan’s agricultural production has been falling since the mid-1980s, with
key sectors seeing decreasing production in most years. Cereals, rice, dairy, beef and
pork, and fruits and vegetables are all experiencing this decline to greater or lesser
degrees. Rice remains Japan’s major crop, but falling consumption has led to chronic
surpluses. Japanese policy makers are concerned because Japan currently imports 61
percent of its food (on a calorie basis). Japan’s self-sufficiency rate in food production is
likely to further decrease since Japan’s farm population is rapidly aging, with more than
70 percent of farmers over 60 years of age and few young people willing to go into
farming. In addition, the average farm size is only about four acres and environmental
regulations and landownership rules limit any economies of scale for Japanese
agriculture.

To stem the decline in Japan’s agricultural sector, the Government of Japan (GOJ)
continues to provide high levels of domestic support and the government and farm
cooperatives still have a powerful influence over farmers’ production decisions. When
Japan’s Agriculture Basic Law was revised in 1999, the GOJ set the goal of achieving a
food self-sufficiency rate of 45 percent by 2010. To achieve this, the Japanese Ministry
of Agriculture, Forestry and Fisheries (MAFF) encouraged farmers to grow wheat and
soybeans in place of rice, and introduce more market-oriented pricing policies for dairy,
vegetable, and livestock products. However, MAFF has recognized that its goals for
2010 are unrealistic, given the decline in the Japanese agricultural sector over the past
10 years and has extended the deadline until 2015. After months of negotiations, Japan
finally passed a rice reform program that will end its costly production adjustment
program by 2009. The program will shift responsibility for production planning from
MAFF to farm co-ops, increase subsidies to large farmers, and open domestic rice
distribution to more players. In 2005, MAFF announced the outline of a new farm
subsidy program that departs from the current commodity-specific support given to
practically all farmers and launches direct payments targeting larger scale farmers. The
new scheme began in 2007.

Though domestic protection is still strong, market access has improved over the years
via persistent negotiations in the WTO by the United States and others that forced Japan
to eliminate some of the agricultural market access barriers for which it was once
famous. Where earlier quotas and outright bans restricted the market for U.S. beef,
citrus, fruit juice, cherries, apples and ice cream, all of these markets have now, to some
degree been opened. However, access issues still hamper farm trade due to high tariffs
on processed food products, restrictive plant quarantine measures on fruits and
vegetables, trade-limiting quotas and complicated labeling practices. In addition, strict
inspection requirements on imported goods that include a new system for regulating
maximum residue limits, and time-consuming approval processes for biotechnology
products also hinder trade in agricultural products.

The combination of improved market access and declining domestic production resulted
in excellent export growth for American agriculture through most of the 1990s, and made
Japan our top overseas export market. In recent years, due in part to the ban on U.S.

beef, Japan has slipped to the number three export market after Canada and Mexico. In



2007, about 11.5% of all U.S. agricultural, forestry and fishery products exports, valued
at USD11.6 billion, were destined for Japan. While Japan is still a competitive
environment for U.S. food products due to country’s prolonged recession, tough third-
country competition, and food safety and food image concerns, long-term prospects are
excellent for the following reasons: (1) growing consumer demand for value plays to U.S.
strengths (U.S. foods typically cost less than local products); (2) Japanese agriculture
continues to decline, leading to increased dependence on imports for stable food
supplies; and (3) continued westernization of the Japanese diet away from fish and rice
toward meats, dairy products and other American staples. Export stars include wheat,
soybeans, corn, pork, frozen corn and mixed vegetables, citrus, wine, cherries, and
processed snack foods. For additional information about U.S. agricultural, food, forestry
and fishery product exports to Japan and other countries, please see the Foreign
Agricultural Service Homepage at:
http://www.fas.usda.gov/scriptsw/attacherep/default.asp

Leading Economic Regions: Tokyo

Japan’s capital city Tokyo (population 12.6 million) forms the core of an urban area that,
along with the suburban prefectures of Kanagawa, Saitama, and Chiba, boasts a total
population of over 34 million, roughly equivalent to the New York and Los Angeles
metropolitan areas combined. It is Japan's undisputed center of government, business,
higher education, information, media, fashion, and culture. The entire geographical

region centered on the capital — often referred to as the “Kantd” — accounts for about
one-third of Japan’s total GDP.

Most major Japanese companies, trade associations, and foreign companies have their
headquarters or major branches in Tokyo. Consumers in the capital are more likely to
come into contact with foreign products, foods, and fashions than elsewhere in Japan,
and consumer trends often originate in Tokyo. For U.S. firms, the major advantages of
establishing a presence in Tokyo, despite the high cost of residential and office space,
are the city's concentration of major companies and high-income consumers, proximity
to the powerful central government regulatory agencies, and location at the hub of
Japan’s highly centralized transportation networks, including its two busiest airports:
Narita and Haneda. In addition, major urban renewal schemes completed or underway
in metropolitan Tokyo have contributed to lower land and business costs in recent years.

Attractive areas for U.S. exporters in the greater Tokyo area are environmental
technologies, biotechnology, information and telecommunications technologies, medical
equipment and welfare services, and the lifestyle market. In addition to local and
regional activities in support of foreign enterprises, Japan’s Ministry of Economy, Trade
and Industry (METI) has selected four areas in Japan to receive additional national
assistance for incentives and promotion of foreign direct investment in particular
industries. These areas include the city of Yokohama in neighboring Kanagawa
Prefecture (for IT and electronic components) and Chiba Prefecture (for biotechnology).

Hokkaido/Tohoku

Two regions make up Northern Japan: Hokkaido and Tohoku. Together these regions
have a combined population of 11 million and a Gross Regional Product (GRP) of
approximately USD 376 billion. Hokkaido, located roughly 500 miles north of Tokyo, is
Japan's northernmost island. Sapporo, Hokkaido's capital and largest city, has a



population of almost 2 million. The Tohoku region consists of six prefectures in northern
Honshu, Japan's main island. The Commercial Service in Sapporo covers four of these
prefectures: Aomori, Akita, lwate, and Miyagi (in addition to Hokkaido). Sendai,
Tohoku's economic and commercial center and the capital of Miyagi, has a population of
just over 1 million. Recently, Sapporo topped the list of “the most attractive cities in
Japan”, based on a July 2007 survey by the Brand Research Institute. Three other cities
in Hokkaido made the top 10: Hakodate (#4); Otaru (#5); and Furano (#8).

These regions comprise Japan's agricultural heartland, with dairy production and farming
in Hokkaido and highly prized rice growing in Akita and Miyagi. With a GRP of USD181
billion, Hokkaido leads Japan in production of sugar beets, kidney beans, potatoes,
wheat, soybeans, onions, pumpkins, carrots, radishes, milk, beef, and many other
agricultural products. Hokkaido supplies 61.7% of Japan’s wheat, 79.3% of its potatoes,
and 46.6% of its milk. In addition, Hokkaido also provides 25% of Japan's fish catch.
Hokkaido residents, however, are not predominantly farmers and fishermen. Only 5.2%
of Hokkaido's 2.8 million jobs are in farming and only 1% are in fishing. Hokkaido's
economy mostly depends on services (71.3% of the workforce) and construction (19%).

In 2006, Northern Japan's direct imports from the United States amounted to
approximately USD 1.8 billion. Another USD 1 billion+ in U.S. imports to Northern Japan
entered Japan via Tokyo, Yokohama, or Osaka before being transshipped to their final
destination in the north. These transshipment costs — and high transportation costs in
Japan, in general — can add significantly to the costs of shipping products from the
United States to seaports and airports in Northern Japan. As a result, container traffic
from the United States is increasing at the ports in Ishikari and Tomakomai (both
convenient to Sapporo) and Hachinohe (in Aomori Prefecture) and Sendai, as a way to
reduce transportation costs. In addition, increasing numbers of U.S. containers are
arriving in Northern Japan through the port of Pusan, South Korea, which has a special
docking agreement with the port of Ishikari. Pusan's port and cargo handling charges
are much lower than in those in Tokyo, Yokohama, and Osaka. The construction of the
new Hokkaido Shinkansen (bullet train) began in May 2005. The local business
community expects that this development will produce significant economic benefits.

Northern Japan's two main international airports, Chitose (Sapporo) and Sendai, have
good passenger and cargo handling capacities and are eager to develop more
international routes. Growing economic ties with the Russian Far East and the prospect
of future development in Russia's oil and gas sector have led to regular commercial
flights between Hokkaido and Sakhalin.

Hokkaido continues to draw an increasing number of tourists, particularly from
neighboring Asian countries. Taiwan leads with over 276,800 visitors to Hokkaido in
2005. Visitors from Korea, Hong Kong, and China are increasing as well. The number
of tourists from Australia, attracted to the world-class ski resort area of Niseko, has also
grown tremendously in recent years. This trend, beginning in 2004, has led to seasonal
direct flights between Cairns and Sapporo: Australian visitors increased from 3,700 in
2000 to 22,950 in 2006. JETRO estimates that the economic impact from this overall
increase in visitors generated USD 99 million and created nearly 600 new jobs during
the period from 2003 to 2005. The rise in the number of visitors, however, has also
contributed to the highest land price increase rate in Japan (37.5% in the Niseko region
in 2007).



Northern Japan's well-developed infrastructure, highly skilled workers, and relatively low
real estate costs (despite the recent price hike in Niseko), combined with city and
regional government investment incentives, have prompted many U.S. companies to
view Hokkaido and Tohoku as attractive locations for investment and overseas
operations. Recent Foreign Direct Investment (FDI) to the region includes: a USD 42
million distribution center in Hokkaido slated to open in 2008 backed by Chicago-based
LaSalle Investment Management; Costco's sixth store in Japan to open in Sapporo in
January 2008; and two major hotel chains, the Hilton Corporation, investing in Niseko,
and Starwood Hotel & Resorts, investing in Sendai, to open new hotels in 2008 and
2010.

In export opportunities for U.S. firms, home building materials and interiors, packaged
homes, sporting and outdoor goods and equipment, marine products, pharmaceuticals
and medical equipment continue to be particularly promising sectors in Northern Japan.
In recent years, bio-ventures have been concentrating in Hokkaido, where the current
number of bio-ventures is nearly 60. Ranking second in number in Japan, such bio-
ventures (supported by the government) have been working in such fields as DNA
synthesis, diagnostic devices and agents, and nutritional supplements. In addition to
Hokkaido University in Sapporo, which plays an important role in biotechnology, Tohoku
University in Sendai is also an important regional research hub. With its U.S. office in
San Francisco, Tohoku University is promoting the strategic application of research and
exploring collaboration with international organizations. Technology transfers and
licensing is certainly an area of growing opportunities.

Central Japan

Strategically located midway between the Tokyo and Osaka metropolitan areas, the
Central Japan Region of Japan (known in Japan as the Chibu Region) consists of nine
prefectures — Aichi, Fukui, Gifu, Ishikawa, Mie, Nagano, Shizuoka, Toyama, and
Yamanashi — clustered together in the center of Honshu, Japan's largest island (note:
the division of prefectures into regions is purely informal, and some prefectures are also
claimed by other regions). Taken together, these nine prefectures have a total
population of 21 million, making Central Japan the third most populous region in the
country. Most of the region's population and industry is concentrated along the Pacific
coast, in the Tokai area (Aichi, Gifu, Shizuoka, and Mie Prefectures).

Central Japan is the manufacturing heartland of Japan and an export

powerhouse. Supported by well-developed infrastructure and advanced manufacturing
technology, the region is home to world-class Japanese manufacturers. Toyota Motor
Corporation is the symbol of the region’s global manufacturers in the transportation
equipment sector.

Suzuki Motor, Yamaha, Honda and Mitsubishi have their headquarters or main plants in
the region. World-class auto parts manufacturers such as Denso and Aishin AW are
also based in the region. The Aerospace sector is also very dynamic, led by Mitsubishi,
Kawasaki, and Fuji Heavy Industries, all of which are major suppliers for Boeing and
other aerospace firms and play key roles in Boeing 787 Dreamliner production. World-
leading machine tools manufacturers such as Yamazaki Mazak and Okuma are major
exporters and important supports to regional manufacturing. In Mie prefecture, just
outside Nagoya, Sharp’s flagship Kameyama liquid crystal panel factory represents a
high-technology concentration with factories of Toshiba, Fujitsu and Toppan. Among the

10



many other global players in the region are Daido Steel, Brother Industries, Makita,
Noritake, and NGK Insulators.

Led by these globally active manufacturers, Central Japan is known as the region with
perhaps the most vigorous economy in Japan. The region as a whole accounts for about
18 percent of Japan's GDP (roughly equivalent in size to the economy of India or Brazil)
and more than half of Japan's total trade surplus with the United States. Aichi
Prefecture, the political, economic, and transportation center of the region, has ranked
first among all Japanese prefectures in the value of its product shipments for 28
consecutive years. Indicative of the strong regional economy, the ratio of labor demand
to supply for Aichi is a remarkable 1.81 jobs available for every job applicant, against the
0.98 national average for Japan (December 2007).

The Nagoya Station neighborhood in downtown Nagoya, the capital of Aichi prefecture,
symbolizes the region's flourishing economy. In January 2007 Toyota Motor transferred
its international sales operations from Tokyo to the 47-story Midland Square building
near Nagoya Station, further centralizing its management in the Nagoya area. Other
property highlights in the Nagoya Station area include the opening of the 40-story Lucent
Tower and 33-story Aquatown in 2007, followed by the 36-story Spiral Tower in

2008. Over the next five years, a major mixed development complex, including offices,
residences, and a conference center is planned for the Sasashima area adjacent to
Nagoya station. Other areas of metropolitan Nagoya have similar development projects
underway.

Reflecting the region's strong economy, Central Japan-region residents, traditionally
profiled as frugal, are emerging as affluent consumers with high disposable income.
Leading brands have opened flagships stores in downtown Nagoya including Tiffany,
Harry Winston, Coach, Prada, the Gap, Apple Computers, and Hermes. Nagoya is one
of Japan's premier industrial and technological centers as well as a huge market in its
own right. Despite being a major economic center, the city is well known for its high
quality of life and competitive business costs. Housing costs and office rents are
substantially below those found in Tokyo or Osaka. However, in contrast to the lively
global activities of regional manufacturers, Central Japan has fewer foreign companies
than other regions. The ratio of foreign companies in the Tokai area is mere 1.2%
compared with Tokyo (6.9%) and Kansai (2.3%). Assisted by METI and JETRO,
metropolitan Nagoya’s three prefectures — Aichi, Mie and Gifu — along with various
cities and chambers of commerce have been actively promoting inbound foreign direct
investment through the “Greater Nagoya Initiative.” Dana Japan, Cabot
Microelectronics, TRW Steering Systems, Pfizer Pharmaceuticals, Borg Warner Dow
Chemical, and PPG Industries are examples of American firms that have set up
manufacturing or distribution bases in and around Nagoya.

Through its close relationship with Central Japan public and private sector entities, the
Commercial Service in Nagoya (CS Nagoya) works to uncover commercial opportunities
for U.S. firms in a variety of sectors. CS Nagoya believes that particularly good
prospects exist for U.S. firms in auto, auto parts, motorcycle, aerospace, manufacturing
equipment and systems, intelligent transportation systems (ITS), environmental
remediation, and business aviation.

Kansai
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Kansai is the name given to the nine-prefecture region of western-central Japan,
consisting of Osaka, Hyogo, Kyoto, Shiga, Nara, Wakayama, Mie, Fukui, and
Tokushima. The Kansai region is Japan's second-largest industrial, financial,
commercial and population center after the greater Tokyo area (Kanto). Located about
halfway between Tokyo and the southern tip of Honshu, Japan’s largest island, it is the
birthplace of many of the country’s largest trading companies and banks, and
headquarters to a number of Japan’s leading corporations including Nintento, Kyocera,
Sharp and Panasonic.

The Kansai region has a richly varied topography and covers an area with a radius of
approximately 150 km (95 miles). While occupying only 11% of Japan’s total land area,
the Kansai has a population of some 24 million people (19% of Japan’s total),
concentrated primarily in the cities of Osaka, Kobe and Kyoto. As the traditional
commercial center of Japan, Kansai is an economic giant, with traditional industries of
digital consumer electronics, electronic components, pharmaceuticals, chemicals, the
textile and apparel industry and sporting goods also led by cutting edge new industries
such as biotechnology, nanotechnology, robotics and photovoltaic power technology. In
FY 2004, Kansai's GRP (Gross Regional Product) was 93.8 trillion yen (USD 868 billion
at USD 1=108 yen). If considered a country in its own right, the Kansai would rank as
the 10th largest economy in the world, following Canada.

The Kansai region has a very efficient and comprehensive transportation infrastructure.
In August 2007, Kansai International Airport (KIX), the only 24-hour airport operating in
Japan, opened its new 4000 meter second runway. As a result, KIX set a new record in
the number of international flights for the third year in a row, particularly to Asian cities.
As of December 2007, KIX had 795 international flights and 427 domestic flights per
week connecting the Kansai region to 70 destinations in 31 countries and 15 domestic
cities. The number of air cargo flights also increased and now exceeds 211 per week.
The U.S. cargo airline ABX Air started service in cooperation with All Nippon Airways
(ANA), Japan’s largest airline in June, 2007 and Polar Air Cargo will start service in
February of 2008. Osaka City’s Itami Airport and the newly opened Kobe Airport also
serve regions throughout Japan. In addition, the three international ports within Osaka
Bay, Osaka, Kobe and Amagasaki, were recently integrated into the single, New
Hanshin Port, as part of the Port Regulation and Customs Law, which passed in
December of 2007. As a result, the port tax burden for foreign vessels calling on
multiple ports in the area will be slashed by about 15% and will serve to further
strengthen Kansai’s logistical competitiveness. The regional rail network is extremely
comprehensive and includes Shinkansen, or “Bullet Train” service that connects Osaka,
Kobe, and Kyoto to destinations throughout Japan.

Kansai’s historical ties to trade and commerce offer many advantages to American
companies looking to enter the Japanese market. The region’s superb transportation,
communication and infrastructure links are supported by a progressive, entrepreneurial
business climate. As a result, innovative new products ranging from the world’s first blue
LED (light emitting diode) to instant noodles have found their start in the Kansai.
Consumers in the Kansai, who have a reputation for being particularly choosy and
demanding, have helped make the region a key test market for new products in Japan.
Proctor and Gamble, among other large consumer goods companies, consider the area
an ideal place to do product testing and market acceptability studies.
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To help companies tap into this vibrant economy, the region is expanding the number of
conventions it hosts. In 2005, Kansai hosted 777 international conferences, which was
approximately 30% of the 2,859 conventions held in Japan. Lower prices than Tokyo
also provide an incentive for firms to conduct business in the Kansai area. Although
currently ranked as the 8th most expensive city in the world, the region’s land and office
rental prices are still 30% less expensive than Tokyo. Lower labor and housing costs
also benefit companies who have operations in the Kansai. As of 2006, approximately
280 foreign-affiliated large companies maintained their Japanese headquarters in the
region. Of this total, 49% are European and 34% are American. Nearly 42% of these
companies are in manufacturing industries such as chemicals, pharmaceuticals, general
machinery medical-device, and electric machinery. The remaining companies are
primarily engaged in the information technology services industry and the wholesale of
machinery and chemicals.

Although the number of public work projects planned by local governments have
dropped during the past several years, private sector capital spending in the Kinki region
(excluding Mie, Fukui and Tokushima prefectures) in FY07 surged by an estimated
20.6% from the previous year to 2,346.9 billion yen. This marks the sharpest increase in
spending since 1980 and represents the largest growth rate among the nine regions of
Japan. This trend is being driven by investments in the manufacturing sector, which
grew by 27.2% in 2007, the fourth straight year of double-digit increases. In 2006, the
number of major factories newly established in the region was 271, a 16.3% increase
from the previous year. Of this total, 115 factories were established in Hyogo prefecture
and represented the most new factory construction of any prefecture in Japan. This
steep growth was exemplified by projects such as Panasonic’s construction of the
world’s largest plasma display plant in Amagasaki-city, a new blast furnace constructed
in Wakayama by Sumitomo Metal Industries and Kobe Steel's major overhaul of their
own blast furnace in Kobe City.

Responding to the continued worldwide growth of consumer digital appliances,
Panasonic and Sharp are now in the process of constructing two additional massive flat-
panel display manufacturing plants in the Kansai region. This is in addition to their huge
2004 and 2005 plant investments. Panasonic is now constructing a third plasma display
panel (PDP) factory on the seacoast in Amagasaki. Sharp has also started construction
of what will be the world’s largest LCD flat panel display factory in Sakai City (southern
Osaka) and is scheduled to begin operation in 2010. In order to streamline production,
Corning Inc., a major U.S. manufacturer of LCD glass substrate, will construct its own
factory next to the new Sharp plant. Sharp will also build a solar battery plant at the
same location, which is expected to be the largest of its kind in the world. In total, new
investment in the Osaka Bay area related to new LCD/PDP factory construction is
estimated to be 2 trillion yen (USD 18.7 billion at USD 1=107 yen).

Additional investments of note in the region include: Panasonic/Matsushita’s intention to
build by 2010 a new LCD panel plant in Himeji City, Hyogo prefecture; Sanyo’s retrofit
and conversion of its general production plant in Shiga prefecture into a new HT solar
cell modules factory in 2007; and Sanyo’s plans to build a new lithium-ion battery factory
in Kaizuka-city, Osaka in 2008. All said, the manufacturing sector continues to show
strong signs of strength in the Kansai region. This is not only due to strong worldwide
demand, but also to preferential tax incentives and Kansai-based companies refocusing
their R&D and manufacturing investments locally and in the region.
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The Kansai is a primary region for education and R&D activities in Japan. Institutions of
higher learning (two-year junior colleges and four-year universities) are highly
concentrated in the Kansai, which accounts for about 20% of the national total. The
region also hosts more than 1000 national, prefectural, university and private research
facilities. This historical strength of R&D, in addition to excellent collaboration among
local governments, universities and business communities, is what led RIKEN (the
former Japanese Government-affiliated Institute of Physical and Chemical Research)
and the central government to choose Kobe as the site for a next-generation
supercomputer. Construction will begin in early 2008 with the facilities expected to be
operational in 2011. The total budget for this project, which aims to develop the world’s
fastest computer in terms of processing capability, is 115.4 billion yen (USD 1.1 billion at
USD 1=107 yen).

In April 2004, as part of an urban redevelopment project in the Greater Osaka-area, the
Japanese government adopted a plan to form an industrial center for the development of
robots that assist with daily life. As part of this effort, public-private collaboration is
under way to redevelop a site north of JR Osaka Station (Umeda Kita Yard) into an
international center for intellectual creation (Knowledge Capital), including robotic
technology. Carnegie Mellon University of Pittsburgh, PA, one of the world's leading
academic institutions in information science, opened its Entertainment Technology
Center (ETC) campus in Osaka-city in February, 2008, and will focus its core curriculum
on the development of entertainment technologies such as imaging devices, video-game
machines and game software. The ETC plans to conduct joint projects with local
businesses and Osaka University, and to relocate to the Umeda Kita Yard development
in 2011. Carnegie Mellon also offers a unique Information Security graduate degree
program at its CyLab facility in Kobe, which graduates American-standard Information
Security IT professionals.

Because of its geographical and historical ties to the Asian continent, trade with Asia is
particularly large in the Kansai region. The Osaka Customs Office, which covers
Toyama, Ishikawa, Shiga, Kyoto, Nara, Osaka, and Wakayama Prefectures, reported
15,243 billion yen (USD 131 billion USD 1=116.31 yen) in exports and 12.112 trillion yen
(USD 104.1 billion) in imports in 2006. These figures represented 12.7% and 13.9%
increases respectively over 2005. Exports to Asia accounted for 59.3%, while imports
from this region accounted for 57% of the totals. Exports to the U.S. were 15.7%
percent of the total, while imports from the U.S. represented 9.1% of all imports with a
value of USD 9.48 billion. Imports from the U.S. increased by 7.4% in 2006. Data from
the first 6 months of 2007 showed a slight increase in imports from the U.S. to the
Kansai while imports from Asia and the EU grew by 7 % and 15% respectively. The
region is on track for another excellent year with November 2007 data indicating a 9.5%
growth in exports and 8.7% growth in imports over comparable November 2006
statistics.

The U.S. Commercial Service in Osaka-Kobe (CS Osaka) provides an extensive array of
products and services designed to help U.S. companies capitalize on opportunities in
Japan. The office has national responsibility for the sporting goods, apparel, textiles, and
residential construction materials sectors and regional responsibility for the medical,
biotechnology, environmental, tourism and high-tech industries. Working closely with
the American Chamber of Commerce in Japan (ACCJ) and other local multipliers, CS
Osaka helps promote American products, services and tourism through the organization
of targeted events, U.S. pavilions at trade fairs, market research on emerging
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commercial opportunities, business counseling, networking, partnership searches, key
introductions, and advocacy. For more information about the opportunities in the Kansai
for U.S. firms, visit our Commercial Service Japan website at www.buyusa.gov/japan/en.

Kyushu/Yamaguchi Region

The Kyushu/Yamaguchi Region of southwestern Japan consists of seven prefectures on
Kyushu Island (Fukuoka, Oita, Saga, Nagasaki, Kumamoto, Miyazaki, and Kagoshima)
and Yamaguchi prefecture on the southern tip of Honshu, with a combined population of
over 15 million. The region's USD 463 billion economy constitutes Japan's fourth largest
economic center, representing about 10 percent of national GDP — comparable in size to
the Netherlands. This region is traditionally known as Japan's gateway to Asia and
enjoys extensive historical, cultural, and trade ties with continental Asia, particularly
South Korea, Taiwan and mainland China. The United States remains an important
trading partner, but trade with Asia is predominant and Kyushu is becoming increasingly
integrated into the East Asian regional economy.

Kyushu has a strong agricultural sector, producing about 20% of Japan's agricultural
output, and ranks first in Japan in livestock output. But its dynamism stems from a
diversified economy that includes many high-tech industries. Dubbed Japan's "Silicon
Island," Kyushu accounts for 25% of Japan's total production of semiconductors.
American companies like Texas Instruments and Teradyne have facilities here.
Northern Kyushu also boasts about 10% of Japan's automobile output, with Toyota,
Nissan, and Daihatsu operating state-of-the-art final assembly facilities, and Honda has
an advanced motorcycle plant in the region. Kyushu is emerging as a key player in
Japan’s solar panel production, accounting for more than 5% of production in 2006 with
new plants coming on line in 2007 from Honda Soltec, Yoka Sol and Mitsubishi Heavy
Industry. Kyushu is also home to Japan's leading shipbuilding production, Japan's two
space-launch facilities, and Yaskawa Electric, one of the world's leading robotics
manufacturers. The southern prefecture of Kagoshima is home to Japan's two space
launch facilities at Uchinoura and Tanegashima. Other important industries include steel
manufacturing, shipbuilding, and tourism.

With a population of 1.4 million, Fukuoka City is the economic, educational, and cultural
center of Kyushu. In 2006, Newsweek International selected Fukuoka City as one of the
“World’s 10 Hottest Cities.” While manufacturing is prevalent in Fukuoka prefecture's
surrounding areas, the city's economy is services-based, with many large retail outlets
and regional headquarters offices for banking, insurance, and real estate. Living
expenses (including housing) and office rents are lower than in Japan's other large
metropolitan areas. The city enjoys excellent transportation infrastructure, including
Kyushu's principal international airport, high-speed ferry service to South Korea, and the
southern terminus for Japan's "Shinkansen" (bullet train) network. (In the spring of 2011
Kagoshima will become the southern terminus of Japan’s bullet train network when the
Kyushu Shinkansen line extending south from Fukuoka is completed, cutting travel time
from Fukuoka’s Hakata Terminal to only 80 minutes. The service will link Fukuoka and
Kumamoto in about 30 minutes.)

The Economic/Commercial Section of the U.S. Consulate in Fukuoka has been actively
assisting U.S. businesses and promoting their interests in the region for over 40 years.
The Consulate believes many sectors of the Kyushu/Yamaguchi economy offer
promising opportunities. With its long history of openness to foreign influences, the
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Fukuoka area has an established reputation as a useful test market for new consumer
products, services, and retail concepts before they are expanded to wider areas of
Japan. Familiar retail names, such as Toys 'R' Us, Costco, Starbucks, and The Gap,
maintain an active market presence. Major American companies have established
research and production facilities in electronics, computers, and medical devices, and
are also active in architecture, design and construction, energy, insurance and finance.
In recent years U.S.-based investment funds have made major acquisitions of hotels and
related leisure facilities in Kyushu. Another sector of growing interest is environmental
products and services. In particular, Kitakyushu City in Fukuoka prefecture, a historical
center of heavy industry, is seeking to become a regional leader in environmental
remediation and recycling. Good U.S. export prospects exist in many other sectors,
including building materials, medical equipment, and health care products.

Okinawa

Okinawa Prefecture has a population of 1.37 million and a GPP (Gross Prefectural
Product) of approximately USD 30.6 billion (3.6 trillion yen at USD 1=117.76 yen). By
Japanese standards, Okinawa's market is relatively small but there are still significant
opportunities for U.S. businesses. American companies are aided by the fact that, due
to their history, Okinawans tend to be open to imported goods and are already familiar
with many American products. Okinawa also has the youngest workforce in Japan, a
workforce that is well educated and, thanks to a robust birthrate, is actually still growing.
In addition, Okinawa also has the lowest wages and commercial property rents in Japan
and offers a wide a range of subsidies and tax incentives for potential investors and
employers (see below for details).

The two largest sectors of the local economy are construction and tourism, areas in
which U.S. companies excel. One large-scale public investment project in the works is
the "Okinawa Institute of Science and Technology (OIST)," a project that the prectural
government hopes will play a major role in the economic and social development of
Okinawa in the coming years. In FY 2008, the Japanese Government approved
approximately USD 91.2 million to construct one administrative building and two
laboratory complexes for the project. The facility is expected to be totally completed and
fully functional by FY 2012. American companies are expected to be competitive in
bidding for the design of both on and off campus facilities and in sales of scientific
equipment required to outfit the research laboratories.

Among other projects currently underway is a plan to build a new airport on the nearby
island of Ishigaki. American involvement in the actual construction phase of this project
is admittedly problematic, but the project is still expected to offer business opportunities
to U.S. firms involved in the design of terminal buildings. Meanwhile, in another large
airport project, the Okinawa Prefectural Government (OPG) has finished the public
involvement survey for expansion of Naha International Airport and the government of
Japan will finalize the outline for this project in 2008. Again, American companies are
expected to be very competitive in bidding for various portions of this project.
Additionally, the U.S. Naval Hospital Okinawa, which is the largest overseas hospital in
the U.S. Navy system and currently located at Camp Lester, is in the process of moving
to nearby Camp Foster. This project, which is being resisted by Ginowan City
authorities, is expected to offer business opportunities to U.S. firms involved in medical
equipment and supplies.
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The number of tourists visiting Okinawa continues to grow steadily. In 2007, a record
5.87 million people visited the island. In order to exploit the steadily increasing numbers
of tourists visiting Okinawa, foreign and domestic companies from outside of Okinawa
have begun taking an active interest in investing in the island’s tourism industry.
According to a recent survey by The Okinawa Development Finance Corporation (a
governmental financial institution), 24 new hotels are set to add 3,954 rooms to the
island’s capacity over the next five years. The total investment amount for these
projects is 125.7 billion yen (about USD 1.06 billion), a figure that is more than double
the amount of the previous five years combined.

Additionally, there are also efforts underway on the island to create a gaming industry in
Okinawa. In particular, the Okinawa Association of Corporate Executive and other
economical organization have been discussing the development of a casino resort in
Okinawa. Whether or not this comes to pass, Okinawa continues to offer American firms
potential business opportunities in connection with first-class resort hotels and hotel
operations, marine sports, outdoor equipment and related services.

In addition to regular tourism, Okinawa continues to develop into a retirement center for
Japan’s baby boomers -- a trend that may also offer attractive business opportunities to
U.S. companies. Increasing numbers of retirees are expected to either permanently
move to the island or make long seasonal trips to Okinawa in order to take advantage of
the warm climate, beautiful beaches, great food and friendly people. As with any aging
population, this group will require its own special infrastructure and U.S. companies may
benefit.

Okinawa Prefecture is also promoting policies that encourage the introduction of FDI.
For example, Okinawa has established Japan'’s first Special Free Trade Zone and is
offering various tax incentives, including exemptions from national and local taxes, to
those companies who locate in this zone. In addition, Okinawa has also established a
separate Information and Communications Industry Promotion Zone and a Financial
Businesses Promotion Zone that offer similar benefits and include subsidies to promote
the employment of Okinawan youth and support measures to reduce the cost of
domestic and overseas communications.

One sector that has benefited from this additional support has been Okinawa-based call
centers. Since 1990, the OPG’s efforts have spurred the creation of 51 call centers and
another 111 IT-related companies. Together, these companies employee close to
14,700 people, 11,400 of whom work in call centers and 3,300 in IT. Participating
companies include companies affiliated with American firms such as IBM, American
Home Insurance (AIG), AlU, CITIBANK, Cisco Systems and Oracle.

To further promote IT related industry in Okinawa, the Japanese Government has
approved approximately USD 7 million to establish an advanced IT Park. The OPG has
designated a 10 hectare core area for this in the Okinawa Special Free Trade Zone
located in Uruma City and the project is expected to be completed in 2010. This new
facility is projected to add an additional 8,000 jobs.
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Using an Agent or Distributor Return to top

Establishing a direct presence in Japan is the best way to penetrate the Japanese
market, but this can be an extremely expensive strategy. The use of agents/distributors
is a more realistic marketing strategy for a small or medium-sized U.S. firm, but this
approach requires great care in the selection of the representative.

Distributors in Japan usually cover a specific territory or industry. Import agents are
often appointed as sole agents for the entire country (although there is no statutory
requirement that this be done). In some cases exclusivity may be necessary to ensure a
strong commitment by the Japanese agent towards expanding sales. But under no
circumstances should a U.S. company be pressured into handing over control of the
whole market if there is doubt as to the ability or willingness of the Japanese company to
develop the entire market. Regional exclusivity, a limited term of representation,
minimum sales, or qualitative indicators of sales efforts are good strategies as a
safeguard in exclusive agency contracts.

While the Japanese Fair Trade Commission has guidelines applicable to exclusive
agency contracts, there are no statutory damages required upon termination of an
agency contract. Given the close-knit nature of business circles and the traditional
wariness towards foreign suppliers, replacing a Japanese agent or distributor could
cause reputation problems if not handled in an extremely sensitive manner. A U.S.
company should at all costs avoid being viewed as lacking adequate commitment to
Japanese business relationships. Japanese agents may request “parting compensation”
in the event the foreign exporter decides to dissolve a business relationship. Since this
is a common practice domestically, U.S. companies should address this eventuality prior
to executing a contract.
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U.S. firms interested in the Japanese market are cautioned against trying to use a list of
importers as a basis for “cold calls” on prospective agents. The Japanese prefer to do
business with someone only when they have been properly introduced and have met
face-to-face. To help dispel reluctance on the Japanese side, an introduction by a "go-
between" typically serves to vouch for the reliability of both parties. Appropriate third
parties for such introductions include other Japanese firms, U.S. companies that have
successfully done business in Japan, banks, trade associations, chambers of
commerce, the U.S. Department of Commerce and the U.S. Commercial Service in
Japan (CS Japan). U.S. state representative offices in Japan, JETRO, the American
Chamber of Commerce in Japan (ACCJ), and Japanese Government ministries can also
offer assistance.

U.S. companies should be selective in choosing a Japanese business partner. Credit
checks, a review of the Japanese company's industry standing and existing relations
with Japanese competitors, and trust building are all part of the process. Many problems
can be avoided by carrying out comprehensive and professional due diligence. CS
Japan can help U.S. companies find business partners in Japan. Find out how by
visiting www.buyusa.gov/japan/en/partner.html.

Part of the difficulty in choosing a Japanese agent is assuring that the agent will devote
sufficient attention to expanding the market share of the U.S. product. A U.S. company
should probably avoid a distributor that targets only limited, high-price niches; is
compromised by strong ties to one particular industry group (keiretsu); fails to compete
directly with established Japanese products; or is not prepared to pursue volume sales
for the U.S. exporter. Also, companies should be wary of distributors that co-handle
competitors lines, or products that are complimentary in nature and could present
conflicts of interest for the distributor.

Another important factor that merits consideration in the Japanese market is sales
commissions paid to agents and distributors. Under an agency contract, the agent
normally sells the product to the customer “back-to-back,” at the same price as that paid
to the supplier. The supplier then pays a sales commission to the agent at the
percentage provided for in the agency contract or agreement. Under a distributorship
contract, the supplier sells the product to the distributor, who is then free to add to the
purchase price whatever markup it chooses in determining the sales price to the
customer. Commission rates vary according to the product and contract terms.
Generally speaking, sales commissions range from 10 to 20 percent for “spot” (one-time
or irregular) transactions, and from 5 to 10 percent for regular, ongoing business
transactions. In the case of bulk materials (e.g., iron ore or coal), however, commission
rates are much lower, in the neighborhood of 1 to 3 percent. In the case of medical,
laboratory, and scientific analytical instruments, commission rates typically are much
higher, in the neighborhood of 20 percent or even higher.

Occasionally, an American exporter deems it necessary, for various reasons, to
terminate an existing distributor relationship with an importer in Japan. In such cases,
we believe it is essential that the American company not needlessly alienate its existing
partner and confuse its current end-users by seeking a new agent or distributor. Japan's
business world is small and relatively concentrated, both politically and economically.
Business relationships are formed, conducted, nurtured, and ended with an unusual
degree of attention to appearances and decorum. Extreme caution and diplomacy are
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therefore warranted if an overseas company wishes to sever its relationship with its
existing Japanese agent or distributor.

Once an agent/distributor agreement is signed and the American company’s products
gain a foothold in the Japanese market, the American company may want to consider
establishing a representative office in Japan (see below) to support the distributor's sales
and marketing efforts and to facilitate communications with U.S. company headquarters.
A technical engineer is often best suited for this role because such a person
understands product capabilities and end-user requirements. This is, of course, more of
a long-term consideration, but one that American companies may wish to consider in
putting together their strategic mid- to long-term plan for Japan.

Establishing an Office Return to top

U.S. companies may wish to carefully examine the Japanese Ministry of Economy,
Trade & Industry’s (METI) programs for promoting foreign investment into Japan.
Programs include loans available through the Japan Bank for International Cooperation
and the Development Bank of Japan. Entry-level business-support programs are
provided by the Japan External Trade Organization (JETRO) as well as by some
municipal and prefectural governments. Current information on investing in Japan,
establishing an office, and other JETRO programs for foreign businesses can be found
on JETRO’s website at www.jetro.go.jp/en. Please also review Chapter 6 of the Country
Commercial Guide under the section “Investment Climate.” Finding suitable local labor
is also a concern for U.S. companies seeking to establish an office in Japan. There are
a number of executive search firms in Japan that can help address this important issue.
For a list of some of these firms, please visit the website for the Commercial Service in
Japan, www.buyusa.gov/japan/en or the American Chamber of Commerce in Japan’s
website www.accj.or.jp.

Franchising Return to top

The latest industry statistics available (from 2006) indicate that the number of franchise
chains in Japan was 1194: up 4.2%, or 48 chains, from 2005. There were a total of
235,440 stores and outlets, up 0.4%, or 951 stores/outlets, from 2005. The aggregate
size of the franchise market in 2006 was 19,603.6 billion yen (USD 178 billion at an
exchange rate of USD 1 = 110.11 yen), compared to 19,388.8 billion (USD 176.1 billion)
in 2005. Approximately 38 percent of total sales at franchise outlets are from
convenience stores and about 21 percent from food service chains.

American-style franchising has heavily influenced the development of Japan’s franchise
industry since the early 1970s. Although Japanese consumers are generally receptive

to U.S. franchise concepts, products and services must be adjusted to local tastes and
preferences to ensure success. U.S. franchisers are more often successful when they
seek either a master franchisee or a joint venture partner to develop the market in Japan.

Identifying the right business partner in Japan requires time and effort. It can be difficult

to find companies that are willing to invest in master franchise rights if they do not
believe there is a market or growth potential for the business concept in Japan.
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Therefore, prudent market research and long-term commitment are required for foreign
companies to launch franchise businesses in Japan.

Direct Marketing Return to top

Direct marketing in Japan, which includes mail order, telemarketing, direct response
television, and Internet sales, is still modest by U.S. standards. However, direct
marketing is increasing, particularly in the case of Internet sales. Consumers are
beginning to shop through their mobile phones, and Internet sales and mail order can be
attractive methods for suppliers attempting to reach Japanese consumers while
bypassing traditional distribution channels.

Shopping from foreign catalogs, whether hard copy or on the web (generally referred to
as “personal importing”), surged in the mid-1990s due to the novelty of the concept, a
very strong yen, and a growing appreciation of foreign consumer goods. Although
providing adequate customer service and handling product returns challenged those
firms that did not have in-country representation, many U.S. companies enjoyed an
enormous expansion of orders from Japan. Since 1996, however, the relative
strengthening of the dollar and the passing of the “fad” component of the boom has
caused the market to cool considerably. Also, the recent recovery of Japanese
economy has not been reflected in wages and salaries, and consumers’ propensity to
spend has not increased proportionately. Nevertheless, opportunities still exist for
companies that can offer Japanese consumers quality products with unique attributes.

U.S. companies must overcome a number of challenges such as language, international
shipping costs, customs regulations, tariffs, and other issues when marketing directly to
a Japanese consumer (e.g., sizes in metric). In addition, U.S. companies should be
aware of the Personal Information Protection Law, implemented in 2005, which restricts
the sharing of personal data. It can be difficult for U.S. catalogers to obtain effective
mailing or contact lists.

U.S. companies aiming to enter this market should be prepared to make an investment
in service and in what is generally referred to as direct marketing infrastructure. A
representative in Japan can act as a liaison with the U.S. supplier to handle receipt of
claims, customs clearance, and provide assistance in the preparation of Japanese-
language materials. A local representative can also manage warehousing and returns.

In the case of “personal imports” to which regulatory systems like official import permits
do not apply, goods must be shipped directly from the United States. Even in the case
of personal imports, however, U.S. companies should note that the promotion of certain
items (cosmetics, supplements, etc.) by local representatives is subject to the same laws
and restrictions as products that are commercially imported.

Joint Ventures/Licensing Return to top

U.S. companies often consider joint ventures or licensing agreements when considering
entering the Japanese market. For the latest information on regulations and procedures
for establishing an operation in Japan, please visit the JETRO website at
www.jetro.go.jp/en.
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U.S. companies often consider joint ventures or licensing agreements when considering
entering the Japanese market. For the latest information on regulations and procedures
for establishing an operation in Japan, please visit the JETRO website at
www.jetro.go.jp/en.

Although a vast majority of U.S. commercial exports to Japan do not need export
licenses, the export of any form of technical data from the United States can be subject
to U.S. export control laws. In such a case, a thorough review of the U.S. Department of
Commerce’s Export Administration Regulations (EAR) should precede the signing of any
licensing agreement. To learn more about the EAR, please visit the following web sites:

Bureau of Industry & Security: www.bis.doc.gov
Government Printing Office's EAR database: www.access.gpo.gov/bis/ear_data.html

Selling to the Government Return to top

On January 1, 1996, Japan implemented the WTO Agreement on Government
Procurement in an effort to expand opportunities for foreign firms and increase
international competition in government procurement in Japan. The agreement
extended coverage to include the procurement of services as well as procurement
throughout Japan by what are referred to as "sub-central government entities." These
entities include all prefectural (regional) governments in Japan, major cities and
designated municipalities, and a host of other quasi-governmental agencies,
corporations, companies and authorities.

Government procurement contracts covered by the agreement must have a value not
less than the thresholds (denominated in special drawing rights or “SDRs”) specified by
the agreement, and include the procurement of products and services by purchase,
lease, or rental by the agencies and organizations subject to the agreement. Under the
agreement, the specified threshold for procurement by central government entities is
130,000 SDRs (except for construction and architectural, engineering and other
technical services). As a voluntary measure, Japan issued SDR thresholds beyond
those specified in the agreement, e.g., 100,000 SDRs for procurement by central
government entities (again, except for construction and architectural, engineering and
other technical services). For sub-central government entities, with the same exceptions
as above, Japan's voluntary threshold is 200,000 SDRs.

There are three types of government tendering procedures in Japan covered by the new
agreement: 1) open tendering; 2) selective tendering; and 3) limited or single tendering.
Under an open tender, the procuring entity publishes an invitation for qualified suppliers
to participate in the tendering process. Contracts are awarded to the bidder that offers
the greatest advantage in terms of price. Selective tendering is done in a case when
open tendering is not necessary because there is only a small number of suppliers that
could participate (due to the nature of the contract), or when open tendering is otherwise
regarded as inappropriate. In this case, the procuring entity designates those
companies it considers capable from a list of qualified suppliers and invites them to bid.
Again, the contract is awarded to the bidder with the best price advantage. Limited or
single tenders are used in a variety of cases for purposes of awarding contracts without
resorting to open competition. Such cases might include instances where products can
not be obtained through open or selective procurement procedures, where there has
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been an absence of bids in response to a public notice, where it has been determined
there is a need for protection of exclusive rights such as patents, or where the
procurement is of extreme urgency.

Open tender and selective tender invitations are published in Japan’s official (central)
government procurement gazette or Kanpo — kanpou.npb.go.jp — or in an equivalent
regional-level or local publication. The procuring entity publishes the invitation to tender
at least 50 days (40 days is required by the agreement) in advance of the closing date
for receipt of bids. In order to increase access opportunities for foreign suppliers, as a
voluntary measure, many procuring entities publish notices on the use of limited (closed)
tenders at least twenty days in advance of the awarding of a contract. When the tender
is announced on open bids, the type and quantity of products, time limits set for
submission of bids, and names and contact data of the procuring entity are published
within the announcement in English. Notices on selective tendering also contain the
requirements to be designated to participate in the tender. It is important to read the
tender notice carefully (the English-language text is mixed in with the Japanese
language text), and most companies find it useful to directly contact the procuring entity
with any specific questions before a tender is submitted. Japan's Ministry of Foreign
Affairs hosts a Government Procurement Seminar every April where central government
procuring entities explain their procurement plans for the fiscal year. Individual
ministries sometimes follow this with their own seminars as well. Notice of these
meetings can also be found in the Kanpd gazette. U.S. suppliers can find information
about Japanese government procurement on the Japan External Trade Organization
(JETRO) web site at www.jetro.go.jp/en/matching/procurement, or on the Ministry of
Foreign Affairs web site (www.mofa.go.jp/policy/economy/procurement/g-a.pdf), which
has a detailed list of contact points for entities covered by the agreement as well as a list
of related websites.

Potential suppliers must first be qualified by the procuring agency and registered on the
tendering agency’s permanent list of qualified suppliers. Each procuring entity in Japan
specifies the qualifications required of any potential supplier participating in open or
selective tenders. Procuring entities are allowed to review a company's capacity to
implement a contract, including the scale of business and past business performance.
In most cases, Japanese subsidiaries, agents, or distributors of a U.S. company can
register on behalf of the firm. Documents required for qualification are set out in the
public notice, but typically include: an application form, registration certificate, company
history, financial statements, and tax payment certificate. The qualification is usually
valid for one to two years.

Sealed bids must be submitted to the designated place by the closing date and time
specified in the tender notice. Although a 5 percent guarantee fee is stipulated, payment
of the fee is usually waived since those participating are normally pre-qualified. If there
are tenders made by unqualified suppliers or in violation of the tender requirements, the
procuring entity will rule them invalid and notify the unsuccessful bidder. The contract is
normally awarded to the lowest qualified bid and bidders are informed of the result in
writing by the procuring entity. Pursuant to the 1996 agreement, Japan has established
a mechanism to process complaints about procurements by entities other than sub-
central government entities. Complaints by qualified bidders may be filed with the
Secretariat of the Board in the Office for Government Procurement Challenge System
(CHANS), Coordination Bureau, Cabinet Office. For additional information, please visit
wwwb5.cao.go.jp/access/english/chansmaine.html.
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According to the Yomiuri Newspaper, The Japanese Ministry of Defense (MOD) is to
establish project teams to supervise its procurement and use of military equipment --
from development to disposal --according to a draft of reforms being studied by the MOD
in the wake of a bribery scandal involving a former top official.
http://www.yomiuri.co.jp/dy/national/20080216TDY04304.htm .

In view of ongoing MOD investigations and deliberations, U.S. companies seeking to do
business in the defense sector in Japan are advised to retain competent legal and other
professional expertise in this important and evolving sector.

Distribution and Sales Channels Return to top

Distribution channels in Japan are going through a period of consolidation. Many of the
traditional channels have been streamlined, yet complexities still exist. Channels vary
significantly between consumer goods and industrial products. For detailed information
on distribution channels, it is best to contact a Commercial Specialist from the
Commercial Service in Japan to discuss the specific channels for individual products and
sectors. For a contact list, please visit the Commercial Service Japan website:
www.buyusa.gov/japan/en

Selling Factors/Techniques Return to top

As in the U.S., pursuing sustained personal contact directly with customers is an
excellent sales technique for market entry and expansion in Japan. Having a visiting
U.S. company representative accompany the firm’s Japanese agent or distributor on
visits to existing or potential customers strengthens the potential for sales, and such joint
sales calls demonstrate a commitment to clients and are an excellent way to obtain
market feedback.

To increase their chances for success, learning how to negotiate and maintain
relationships with Japanese can significantly increase a U.S. company’s chances for
success in the market. Japanese language skills and familiarity with the nation’s culture
and etiquette can be invaluable. Be prepared to attend after-hours social events: these
informal gatherings go a long way towards establishing mutual trust and understanding
between new partners. It has been said that many business deals in Japan are made
“after five,” though this does not mitigate the important role that price, quality and after-
sales service play in making an export sale.

Initial contact between Japanese firms is usually formal and made at the executive level,
with more detailed negotiations often delegated to the working level. Typically, the first
meeting is to become acquainted, to establish the interest of the calling party, and to
allow both sides an opportunity to size each other up. Don’t expect too much from a first
meeting — sometimes the actual business subject may be overtaken by more mundane
topics. A series of meetings with a large number of Japanese company representatives
is common, as part of the “sizing up” process. Business negotiations may proceed
slowly, as the Japanese side might prefer to avoid an agreement rather than being
criticized later for making a mistake.
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While many Japanese business executives speak some English, a skilled and well-
briefed interpreter is essential to prevent communication problems. A good interpreter is
worth the extra money and firms who choose to skimp on or forego this expense
significantly reduce their odds of success. Though there are some U.S. firms that do
business in Japan without a signed contract, written contracts between U.S. and
Japanese firms is an accepted practice. Contracts satisfy tax, customs, and other legal
requirements. Japanese companies prefer shorter and more general contracts as
opposed to lengthy, detailed documents spelling out every right and obligation in detail.
Again, personal contact and relationships are important and a contract should be viewed
as just one element of a broader effort to create a mutual understanding of obligations
and expectations.

Electronic Commerce Return to top

According to statistics published in May 2007 by the Ministry of Economy, Trade and
Industry (METI), the market size of business-to-business (B2B) electronic commerce in
Japan in 2006 was 148 trillion yen (USD 1.3 trillion). The industry sectors that were the
largest users of B2B electronic commerce were manufacturing (83 trillion yen or USD
714 billion), followed by wholesalers (42.2 trillion yen or USD 363 billion), and finance
(6.8 trillion yen or USD 58 billion). The same report noted that the market size of the
business-to-consumer (B2C) electronic commerce market in 2006 was 4.4 trillion yen (or
USD 37.8 billion) and identified the largest users of B2C electronic commerce as IT /
telecommunications (1.19 trillion yen or USD 10.2 billion), general retail (986 billion yen
or USD 8.5 billion), electric appliances (571 billion yen or USD 4.9 billion), and travel and
accommodation (508 billion yen or USD 4.4 billion).

Japanese, especially younger consumers, are increasingly using state-of-the-art mobile
telephones to access the Internet, check information, buy tickets and goods, listen to
music, play games, and even watch television. In 2006, B2C market shopping related
mobile e-commerce (not including content such as music and games) accounted for 562
billion yen (USD 4.8 billion), according to a Ministry of Internal Affairs and
Communication report. This indicates a 38 percent increase from the previous year and
represents 12 percent of the total B2C e-commerce market.

Mobile e-commerce is expected to continue growing rapidly as the use of QR codes and
flat fee systems become more popular. The easy payment/collection methods that
mobile phones provide will further contribute to this growth. U.S. companies that wish to
expand their Internet sales transactions into the mobile market should select products
and construct new web pages that fit nicely on the small screens used by mobile
telephones as aspects of their B2C e-commerce strategy.

In 2007, the Next Generation Electronic Commerce Promotion Council of Japan, METI,
and Kao Corporation jointly published a “Survey on the Current Status and market Size
of Electronic Commerce for 2006” at:
http://www.meti.go.jp/policy/it_policy/statistics/outlook/H18EC_070330.pdf

(Note: the above document is only available in Japanese)

Trade Promotion and Advertising Return to top
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Unless a U.S. company is setting up operations directly in Japan, the company’s agent
or distributor in Japan will likely execute the advertising and marketing effort. It is quite
expensive to advertise in Japan. Because of this, local firms often look for some type of
cooperation from the incoming company. Willingness to support this effort sends a
strong signal of commitment to the market.

Not all companies can afford to place advertisements in Japan's major national daily
newspapers or commercials on Japanese television. Regional and local newspapers
and television stations and daily sports newspapers are less expensive and might make
sense for a product with strong potential in a specific region. A more affordable option
for small- to medium-size or new-to-market U.S. companies might be advertising in
some of Japan's 2250 weekly or monthly magazines. These publications often
represent a cost-effective means to reach a specific target consumer — whether
gourmet or gardener, cyclist or camper. For industrial and commercial products, Japan's
many industrial daily, weekly or monthly newspapers and trade journals might offer the
best advertising option.

Most of Japan's broadcast and print media do not deal directly with advertisers but go
through Japan's top five advertising agencies: Dentsu, Hakuhodo, Asatsu, Tokyu
Agency International, and NTT Advertising. Generally, mood or image advertising
achieves the best results. Hard sell, comparative, or combative advertising used to be
considered bad taste and counterproductive, but comparative advertising is becoming
more mainstream in an increasingly competitive and tight economy.

Japan’s railways, as the primary transportation option for commuters in major cities,
carry more than 21 billion passengers every year. So, transit advertising should not be
overlooked. Transit advertisements can be found inside commuter rail cars, buses, and
in stations. Advertisements inside trains and buses include hanging flyers, framed
posters, stickers, and flat-panel video. As with other media and outlets, the major
advertising agencies control space.

U.S. exporters can benefit from Japan’s extensive trade event circuit: not only in Tokyo
and Osaka, but also in the huge regional economies and industrial centers where many
of Japan'’s international conferences, seminars, and trade shows take place. U.S.
Department of Commerce-sponsored trade shows and trade missions, as well as events
that U.S. states and industrial organizations sponsor are an excellent means of gaining
exposure in the Japanese market. For a listing of U.S. Department of Commerce
supported events in Japan, please visit our website: www.buyusa.gov/japan/en

Pricing Return to top

Tough economic times have made price an increasingly important consideration for
Japanese consumers. Traditionally, many people made their buying decisions based on
a product's attributes, quality, and brand name and they were willing to pay more for
superior quality. However, Japanese consumers are now more price conscious and
notions such as bargains and value have become mainstream. If an imported product
can be purchased more cheaply than a domestic product, consumers will be interested.
This has proven to many Japanese that U.S. products can be affordable and of a quality
that’s similar or even superior to Japanese goods.
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This recent ability to compete on price has opened doors for U.S. products. However,
landed cost is only one part of a total pricing scheme and should not be the only
consideration for U.S. firms interested in exporting to Japan. Distribution mark-ups often
cause imports to price at levels far higher than comparable domestic products. For
instance, shipping costs between the port of Osaka and Tokyo have been shown to be
three times higher than shipping costs from the U.S. West Coast to Osaka. A good
example is imported U.S. apparel products, where street prices often are three to four
times FOB.

Japanese manufacturers traditionally set prices at each level of the distribution chain
and enforce compliance using complicated rebate systems. This price maintenance has
come under pressure from consumers who are demanding lower prices and from
manufacturers who themselves find the rebate system burdensome. As distribution
practices have undergone reform, costs have been coming down and distributors have
gained additional flexibility in selecting and purchasing items.

The pricing structure of imported goods varies according to the types of distribution
channels and services importers or wholesalers provide (e.g., inventory, advertisement
costs, packaging costs, financing, acceptance of unsold/returned goods, etc). Itis a
multi-layered system with established lines of product flow. In recent years, more and
more middlemen have either been eliminated or forced to cut prices.

As Japanese consumers have become more price-sensitive, markups along the various
distribution stages have tended to become smaller. There are now some retailers who
import products directly in order to offer lower retail prices. But U.S. suppliers should
understand that retailers usually import smaller quantities. And other importers and
wholesalers usually are uninterested in representing products that retailers import
directly.

Finally, U.S. exporters should also consider yen/dollar fluctuations in their product
pricing and sales strategies.

Sales Service/Customer Support Return to top

Excellent product service and customer support throughout the sales cycle are highly
important in Japan. This includes establishing a close working relationship with and
long-term commitment to a U.S. exporter’s potential Japanese partners. Every effort
should be made to answer technical questions in detail, to ensure delivery dates are
met, and that other issues regarding shipments are absolutely clear. Problems most
often arise from misunderstandings, lack of communication, language difficulties, and
differing business practices.

The arrival times and condition of shipments are critical. Shipments should arrive on
time, they should be well packed, and they must not be damaged upon arrival. Customs
documentation should be complete and accurate; if it is not, the entry of the
merchandise could be delayed or, in certain cases, the merchandise might be returned
to the sender. Japanese buyers are highly concerned with the quality of packing and
have used poor packaging as an explanation for market entry problems. Missed
deadlines and goods damaged through poor shipping practices will lead to lost business.
Many U.S. companies that have succeeded in Japan have established a local presence
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to handle sales and to provide customer support and service. In some cases, local
agents or distributors can provide this support.

Protecting Your Intellectual Property Return to top
Introduction

Several general principles are important for effective management of intellectual
property rights in Japan. First, it is important to have an overall strategy to protect IPR.
Second, IPR is protected differently in Japan than in the U.S. Third, rights must be
registered and enforced in Japan, under local laws. Companies may wish to seek
advice from local attorneys or IP consultants. The U.S. Commercial Service will provide
a list of local lawyers upon request.

It is vital that companies understand that intellectual property is primarily a private right
and that the US government generally cannot enforce rights for private individuals in
Japan. ltis the responsibility of the rights' holders to register, protect, and enforce their
rights where relevant, retaining their own counsel and advisors. While the U.S.
Government is willing to assist, there is little it can do if the rights holders have not taken
these fundamental steps necessary to securing and enforcing their IPR in a timely
fashion. Moreover, in many countries, rights holders who delay enforcing their rights on
a mistaken belief that the USG can provide a political resolution to a legal problem may
find that their rights have been eroded or abrogated due to doctrines such as statutes of
limitations, laches, estoppel, or unreasonable delay in prosecuting a law suit. In no
instance should USG advice be seen as a substitute for the obligation of a rights holder
to promptly pursue its case.

It is always advisable to conduct due diligence on partners. A good partner is an
important ally in protecting IP rights. U.S. companies may wish to consider ordering an
International Company Profile (ICP) on prospective partners. For information on the ICP
and other services available from the Commercial Service in Japan, please visit our
website: www.buyusa.gov/japan/en. Projects and sales in Japan require constant
attention. Work with legal counsel familiar with Japan laws to create a solid contract that
includes non-compete clauses, and confidentiality/non-disclosure provisions.

It is important that small and medium-size companies understand the importance of
working together with trade associations and organizations to support efforts to protect
IPR and stop counterfeiting. There are a number of these organizations, both Japan or
U.S.-based. These include:

- The U.S. Chamber of Commerce and the American Chamber of Commerce in

Japan

- National Association of Manufacturers (NAM)

- International Intellectual Property Alliance (lIPA)

- International Trademark Association (INTA)

- The Coalition Against Counterfeiting and Piracy

- International Anti-Counterfeiting Coalition (IACC)

- Pharmaceutical Research and Manufacturers of America (PhRMA)

- Biotechnology Industry Organization (BIO)

IPR Resources

28



A wealth of information on protecting IPR is freely available to U.S. rights holders. Some
excellent resources for companies regarding intellectual property include the following:

- Forinformation about patent, trademark, or copyright issues -- including
enforcement issues in the US and other countries -- call the STOP! Hotline: 1-866-
999-HALT or register at www.StopFakes.gov

- For more information about registering trademarks and patents (both in the U.S. as
well as in foreign countries), contact the US Patent and Trademark Office (USPTO)
at: 1-800-786-9199.

- For more information about registering for copyright protection in the US, contact
the US Copyright Office at: 1-202-707-5959.

- For US small and medium-size companies, the Department of Commerce offers a
"SME IPR Advisory Program" available through the American Bar Association that
provides one hour of free IPR legal advice for companies with concerns in Brazil,
China, Egypt, India, Russia, and Thailand. For details and to register, visit:
http://www.abanet.org/intlaw/intlproj/iprprogram_ consultation.html

- For information on obtaining and enforcing intellectual property rights and market-
specific IP Toolkits visit: www.StopFakes.gov This site is linked to the USPTO
website for registering trademarks and patents (both in the U.S. as well as in
foreign countries), the U.S. Customs & Border Protection website to record
registered trademarks and copyrighted works (to assist customs in blocking imports
of IPR-infringing products) and allows you to register for Webinars on protecting
IPR.

- The U.S. Commerce Department has positioned IP attachés in key markets around
the world. For example, you can contact the IP attaché who covers China at
usptochina@mail.doc.gov.

- Other useful IP office contact information can be found at:
http://www.wipo.int/directory/en/urls.jsp

IPR Climate in Japan: See Protection of Intellectual Property Rights under Chapter 6:
Investment Climate.

Due Diligence Return to top

A U.S. company resident in Japan is not legally required to use a Japanese attorney for
filings, registrations, contracts or other legal documents, which can be prepared by in-
house staff, but retaining a competent Japanese attorney (bengoshi), patent practitioner
(benrishi), or other legal professional is a practical necessity. A U.S. company not
resident in Japan should also retain competent Japanese counsel. Patents and
trademarks must be filed through a Japanese agent, which should be a licensed attorney
or patent practitioner.

In recent years, Japanese industry has been shaken by a record number of
bankruptcies. Japanese commerce has also witnessed an unprecedented number of
mergers and acquisitions. It is always advisable to conduct due diligence on partners.
U.S. companies may wish to consider ordering an International Company Profile (ICP)
on prospective partners. For information on the ICP and other services available from
the Commercial Service in Japan, please visit our website: www.buyusa.gov/japan/en.
Projects and sales in Japan require constant attention. Work with legal counsel familiar
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with Japan laws to create a solid contract that includes non-compete clauses, and
confidentiality/non-disclosure provisions.

The U.S. Embassy in Tokyo continues to see trade dispute cases of all kinds. It has
become more common for small- and medium-sized Japanese trading companies to run
into payment problems.

Importers, wholesalers and distributors without real estate assets may find it more
difficult to obtain trade financing in the present environment. Banks in Japan have
become less inclined to provide credit to small- and medium-sized enterprises of all
types. Larger companies with excessive debt may also experience problems obtaining
financing.

As a result of these concerns, American companies are well advised to perform due
diligence procedures and check the bona fides of their Japanese agents and/or
customers. To address this need, the U.S. Commercial Service in Japan provides the
International Company Profile service. For more information about this service, please
visit: www.export.gov/salesandmarketing/ICP.asp

Local Professional Services Return to top

CS Japan’s website features lists of business service providers in different fields who
may be of assistance to U.S. exporters in Japan. Although these lists are not
comprehensive, and inclusion does not constitute an endorsement or recommendation
by the U.S. Commercial Service or by the U.S. Government, they are a useful starting
point for firms that need professional services in Japan. Please click on the following
links and you will be taken straight to the list of business service providers that are of
interest to you:

Accounting, Auditing, and Tax Services
Advertising

Business Administration Services
Business Consulting

Computer and Internet Services
Distributors, Sales Agents, and Importers
Education and Training Services
Engineering Services

Entertainment Services

Hotels and Meeting Facilities

Human Resources

Insurance Services

Legal Services

Market Research

Marketing, Public Relations, and Sales
Patent and Trademark Law Services
Real Estate Services

Relocation Services

Restaurants and Catering

Security and Personal Safety
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Telecommunications

Trade Show and Exhibition Services

Translation and Interpretation

Transportation, Freight Forwarder and Storage Services
Travel Facilitation

Other Business Services

or visit our web site directly at www.buyusa.gov/japan/en/bsp.html

Web Resources Return to top

Information on investing in Japan, establishing an office, and other programs for foreign

businesses:

Japan External Trade Organization (JETRO)
http://www.jetro.go.jp/en/invest/setting_up/

Information on doing business in Japan:

American Chamber of Commerce in Japan (ACCJ)
www.accj.or.jp/accj.or.jp/content/01_home

Venture Japan: Doing Business in Japan
How to Succeed in the Japanese Market
www.venturejapan.com/index.htm

Information on business service providers in Japan:

U.S. Commercial Service, American Embassy, Tokyo
www.buyusa.gov/japan/en/bsp.html

Foreign Agricultural Service, American Embassy, Tokyo
www.usdajapan.org/

U.S. Embassy, American Citizen Services
http://tokyo.usembassy.gov/e/tacs-main.html

Information on Japanese government procurement:

Japan External Trade Organization (JETRO)
www.jetro.go.jp/en/matching/procurement

Office for Government Procurement Challenge System (CHANS)
Cabinet Office
http://lwww5.cao.go.jp/access/english/chans_about_e.html

B to B e-commerce marketplaces:

Trade Tie-up Promotion Program by Japan External Trade Organization
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http://www3.jetro.go.jp/ttppoas/index.html

Tokyo Web Trade Service by Tokyo Metropolitan Small Business Center
http://www.tokyo-trade-center.or.jp/ttc/mediation/jsp/search/top/top_en.jsp
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Return to table of contents

Chapter 4: Leading Sectors for U.S. Export and Investment

e Agricultural Sector

Commercial Sectors

There are a number of sectors that offer significant opportunity for U.S. exports to
Japan. The following chart highlights the top ten categories of U.S. exports to Japan in
2007.

Top 10 U.S. Exports to Japan (CY2007)
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In addition to the market segments outlined below, the Commercial Service has also
identified the following emerging sectors as offering additional export opportunity for U.S.
companies.

Smart Phone Market

According to the Tokyo-based Research on Asia (ROA) Group, smart phone sales in
Japan have grown to 600,000 units in 2006 up from 100,000 units in 2005 as Japanese
corporations have started to deploy smart phones. Sales are expected to rise to
6,000,000 units by 2010 and will represent 13% of total mobile phone sales in Japan.

Wireless Broadband
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Mobile WIMAX, the next generation mobile broadband, will launch in Japan in 2009.
According to Wireless Broadband Planning, the WiMAX operator in Japan, the total
number of Mobile WiMAX service subscribers in Japan will be 5.6 million by 2013 with
total sales of $180 million.

Nanotechnology

In March 2006, the Japanese government designated Nanotechnology and Materials as
one of four fields in science and technology that will receive prioritized allocation of
national resources until 2010. According to a March 2006 METI report the total
Japanese market for nanotechnology products was $25.5 billion in 2005. The market is
projected to grow to $34 billion by 2010. Some of the Japanese government
nanotechnology projects are in nano-IT devices, nano-physics, nano-materials, nano-
processes, nanobiotechnology, metrology and nano implications.

Nanobiotechnology

According to Mizuho Corporate Bank Ltd. the Japanese nanobiotechnology market is
expected to increase by 370% by 2010 and to be worth $3.5 billion. Areas with the best
growth prospects include drug delivery, imaging agents, biosensors and nanobio
materials for regenerative medicine. Japanese nanobiotechnology is still very much in
the formative stages with research and development (R&D) underway.

Safety and Security

Even though the crime rate is falling, the public’'s concern over security continues to rise.
Japanese security equipment and service market is expected to sustain industry growth
in the coming years. Armor related products, NBC preparedness equipment and
detection systems are expected to have good export opportunities, as U.S. technological
leadership in those areas is highly regarded. Based on industry sources, products such
as digital CCTV recorders, biometrics identification and contraband detectors will remain
popular. Though it is a mature sector, according to Fuji Keizai Ltd. the Japanese security
equipment market is expected to increase 32% by 2010 to be worth $5.67 billion.

Environmental Remediation

The Japanese version of the Superfund Act was first introduced in February 2002.
Though the law is not strict in terms of legal enforcement of soil remediation, companies
involved in real estate transactions are increasingly concerned that land is free from
contamination. Based upon surveys by the Japan Geo-Environmental Protection
Center, the 2007 the Japan market for soil and engineering services will be over $2.6
Billion. Consequently, the market offers opportunity for U.S. companies, particularly in
the planning, research and design of soil remediation engineering services.

Broadband

Japan's Ministry of Internal Affairs and Communications (MIC) is promoting the
penetration of broadband use under its "Next Generation Broadband Strategy 2010.”
The strategy includes a target list of services that could benefit from more efficient use of
broadband, namely: medical: welfare, tourism, education and employment services.
Japan's broadband market is continuously growing. According to MIC, the number of
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broadband subscribers in Japan reached over 26 million in 2007. Currently DSL is
dominating the broadband market, but its growth is in a downward trend, while FTTH
(fiber-to-the-home) is increasing. The Nomura Research Institute predicts that by 2009
the FTTH market will reach $3.7 billion and the DSL market will be $4.4 billion.

Senior Market

Japanese society is aging quickly. The population of those 65 years and older has
doubled in the past 2 decades to 27.18 million. The average household savings of
Japanese older citizens is roughly $180,000. According to the Japan External Trade
Organization (JETRO), Japanese over the age of 60 tend to spend a great deal on
medical care, home remodeling and travel. As the elderly population increases, they will
create lucrative markets not only for medical or welfare products and services, but also
for leisure products and activities that add to the quality of life.

In addition, the U.S. Commercial Service in Japan has identified the following
specific sectors as representing significant opportunity for U.S. exporters.

Computer Software

Cosmetics and Toiletries

Study in the USA

Electronic Components

Medical Equipment
Pharmaceuticals
Telecommunications Equipment
Travel and Tourism

Computer Software

Overview Return to top
2005 2006 2007

Total Market Size 150,774 166,489 175,813

Total Local Production 147,074 162,519 171,813

Total Exports 800 980 1023

Total Imports 4500 4950 5166

Imports from the U.S. 4050 4455 4650

Unit: millions of U.S. dollars
Source: unofficial CS Japan estimates

The average growth rate for Japan’s total packaged software market is 4% but the
growth rate varies among software categories. Security software, for example, is
growing at 20% due to increased security awareness among businesses and
implementation of the Japanese version of the Sarbanes-Oxley Act (J-SOX).
Virtualization software is also surging at a 39.8% growth rate according to IDC.
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Best Prospects/Services Return to top

Security software and virtualization software.

Opportunities Return to top

The demand for distinctive U.S. software, especially for security and virtualization
software, is high. Game software consistently makes up approximately 50% of the total
market, however, users are gradually shifting from packaged software to online games
for home computers and mobile phones.

Tokyo Game Show 2008 (9/20-23, 2008)
http://expo.nikkeibp.co.jp/tgs/2007/english/index.html

There are three key elements to launching software products into the Japanese market:
(1) localization — Japanese translation, testing, and customization are essential for all
software products. Software suppliers should also consider Japanese business customs
and culture to meet local client needs; (2) support capability — support in the Japanese
language is a must; and (3) product quality — high quality control is one of the most
important considerations for Japanese users.

Resources Return to top

Computer Software Association of Japan (CSAJ): http://www.csaj.jp/english/

Japan Information Technology Services Association (JISA)
http://www.jisa.or.jp/english/index.html

CS Japan Contact: Rika Saito (Tokyo): Rika.Saito@mail.doc.gov

Cosmetics / Toiletries Market (COS) Return to top

Overview Return to top
(Millions of U.S.$) 2004 2005 2006
Total Market Size 14,618 15,158 14,312
Total Local Production 13,845 14,420 13,718
Total Exports 710 747 828
Total Imports 1,483 1,485 1,422
Imports from the U.S. 375 355 312

(Note: Japan Cosmetics Industry Association, Cosmetics Importers Association

of Japan)

In yen terms, the overall Japanese cosmetics market in 2006 was approximately 1,664.6

billion yen, compared to 1,669.1 billion yen in 2005. Because of the yen/US dollar

exchange rate fluctuations, (116.34 yen/dollar in 2006 versus 110.12 yen/dollar in 2005),

the market size decreased to US$14,312 million in dollar terms. Japan’s cosmetics
imports increased in yen terms by 1.15% to 1,655.4 billion yen (US$1,422 million).




Imports accounted for 9.9 percent of the domestic market in 2006, compared to 9.8
percent a year earlier. France and the United States remained the top suppliers;
however, cosmetics imports from the two countries decreased to 55.3 percent of total
cosmetics imports in 2006, from 56.5 percent in 2005 and 69.0 percent in 2004. China
ranked a distant third (9.0 percent) after the United States (21.9 percent) in 2006.

Japanese cosmetics consumers are known to be highly brand and quality conscious. In
addition, consumers in Japan are very particular about the design and finishing touches
(quality) applied to packaging. Also, their needs and tastes may change with seasonal
trends and fashion changes. Thus, in order to cultivate and attract consumers, new foreign
brands may need to invest in developing brand awareness, as well as in user education.
Some cosmetics importers suggest that they are not interested in taking a look at a new
product or brand presented to them unless the product is sharp looking and has an attention
getting “story” to tell (i.e., how the concept has been developed, famous people who use it,
unique characteristics, etc.). This is because consumers do not just buy a cosmetics
product, but they buy the total value—or total appeal-- of the product. Well-known celebrity
endorsements, not always, but often, may contribute to a successful launch, industry
sources suggest.

Best Products/Services Return to top

Japanese consumers' interest in beauty and health continues to be high. Personal
presentation and use of skin/personal care products are also becoming more popular
with Japanese men, ranging from teenagers to the Japanese baby boomer generation.

The products that can be best prospects are shown below:

Skin care cosmetics, such as anti-aging, skin lightening, and skin moisturizing
cosmetics. Japanese consumers are traditionally more interested in skin care than
make-up and fragrances. The skin care group accounts for the largest share, a striking
contrast to western countries where the make-up preparations have the largest share.

Men’s cosmetics including skin care items. No official data is available about the
shipment of men’s cosmetics; however, one research firm estimates that the retail sales
of men’s cosmetics accounts for only 4-5 percent of the total cosmetics sales in Japan or
in the US$1 billion range compared to total of cosmetics sales of US$19-20 billion.
Nevertheless, the Western concept of “metrosexual(ity)” has been catching public
attention in Japan recently, triggered by the US’s “metrosexual” phenomena in the
cosmetics and apparel industries in 2003. Whether “metrosexual” or not, both the
younger generation as well as business executives have begun to use more personal
grooming products. Traditionally, men’s skin care products meant mainly shampoos and
hair conditioners and styling products. Today, men’s cosmetics on the market include
cleansing foam, toning lotion, moisturizing emulsion, skin revitalizer, anti-shine refresher,
deep cleansing scrub, hydrating lotion, eye soother, tanning lotion, fragrance, and so
forth. Products targeted for the young generation such as in the 20-30’s are expected to
show moderate growth in the coming years.

Opportunities Return to top
Event: The 65th Tokyo International Gift Show
Date: February 5-8, 2008
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Venue: Tokyo International Exhibition Center

URL: www.giftshow.co.jp/
Event: Japan Drugstore Show 2008
Dates: February 29-March 2, 2008
Venue: Makuhari Messe (Nippon Convention Center) International Hall
URL.: www.drugstoreshow2008.jp/english.html
Event: Beautyworld Japan
Dates: May 19-21, 2008
Venue: Tokyo International Exhibition Center
URL: www.dietandbeauty.jp
Event: The 66™ Tokyo International Gift Show
Dates: September 2008
Venue: Tokyo International Exhibition Center
URL.: www.giftshow.co.jp/
Event: Natural Products Expo Japan 2008
Dates: September 24-26, 2008
Venue: Tokyo International Exhibition Center
URL: www.naturalproductsexpo.jp
Event: Beautyworld Japan West
Dates: October 6-8, 2008
Venue: Intex Osaka
URL: www.mesago-messefrankfurt.com
Resources Return to top
CS Japan Contacts: Chris Yoshiyuki Ono (Tokyo) Chris.Ono@mail.doc.gov
Japan Cosmetics Industry Association www.jcia.org
Cosmetics Importers Association of Japan www.ciaj.gr.jp
Japan Nailist Association www.nail.or.jp
Personal Care Products Council (f/k/a Cosmetics,
Toiletry and Fragrance Association or CTFA) www.personalcarecouncil.org

Study in the USA

Overview Return to top

2005/2006 | 2006/2007 | 2007/2008

Total Market Value* 925 878 n/a

Int’l students in U.S.** 564,776 582,984 n/a
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| Japanese students in U.S.** | 38,712 | 35,282 | 35,000 (estimate) |
*Japanese student expenditures in the U.S. in millions of dollars
**Number of students
Source: Unofficial CS Japan estimates

In 2006/2007, a total of 582,984 international students studied in the United States, of
which 35,282 were Japanese students. This was a drop of 8.9% from the previous year.
However, the United States has been and still is the most popular destination for
academic programs. In terms of the number of students studying in the United States,
Japanese students ranked fourth after students from India, China and South Korea.
International students contribute approximately USD 14.5 billion dollars to the U.S.
economy through their expenditure on tuition and living expenses.

Sixty-three percent of Japanese in the United States are enrolled in undergraduate
programs, and 20 percent are in graduate programs. This is in sharp contrast to
Chinese and Indian students, of which only around 15 percent enroll in undergraduate
programs. In addition to the 35,282 students noted above, tens of thousands of
Japanese go to the United States for short-term language studies. Due to demographic
trends in Japan, the number of college age individuals has been decreasing steadily.

Best Prospects/Services Return to top
Interest in two-year colleges remains strong, especially for schools with lower TOEFL
requirements. Graduate studies in the United States are also becoming more attractive
to Japanese students. The recent launch of MBA programs by Japanese universities
may affect Japanese interest in MBA programs abroad. With the post-World War Il
“baby boomers” retiring in 2007-20009, it is likely that a good number of new retirees will
be interested in two-week to one-year study programs abroad.

Opportunities Return to top

Event: U.S. University Fairs (IIE Fairs)

Dates: October 19-20, 2008 (tentative)

Web:  www.iiehongkong.org/fairs.htm

Resources Return to top

CS Japan Contact: Ms. Mieko Muto (Tokyo): Mieko.Muto@mail.doc.gov

Electronic Components

Overview Return to top
2005 2006 2007 (estimated)

Total Market Size 25,910 28,587 24,316

Total Local Production 39,498 40,966 41,212

Total Exports 34,062 35,655 39,934

Total Imports 20,474 23,276 23,038

Imports from the U.S. 3970 4672 3843
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Unit: millions of U.S. dollars
Source: Japan Electronics and Information Technology Industries Association

Japan's electronic components market is the world's second largest and is a leading
sector for U.S. export opportunities. The Japanese market continues to show potential
from steady demand for digital home appliances, such as flat panel display TVs, DVD
players & recorders, portable music players, game consoles and 3G & 3.5G cellular
phones.

U.S. exporters should note that because offshore production by Japanese consumer
electronic companies is growing rapidly, electronic component exports from Japan to
those production centers (such as in China) are outpacing local production in terms of
growth. As a result, the total market size appears to be decreasing. Japanese
consumer electronics manufacturers’ share of world production, however, remains high
(Video Camcorders: 86%, Car Audio & Navigation Systems: 59%, TVs: 39%, according
to JEITA) and, therefore, Japan should still be considered a very important market for
U.S. suppliers.

Best Prospects/Services Return to top

Semiconductors and embedded software for digital home appliances, electronic devices

for next generation mobile broadband, such as WiMAX.

Opportunities Return to top

Event: CEATEC 2008 (Digital Consumer Electronics and Telecommunications)

Date: September 30 - October 4, 2008

Venue: Makuhari Messe/ Nippon Convention Center

Organizers:  Japan Electronics and Information Technology Industries Association;
Communications and Information Network Association of Japan;
Computer Software Association of Japan

Website: http://www.ceatec.com

Event: FPD International 2008

Date: October 29 - 31, 2008

Venue: Pacifico Yokohama

Organizers: Nikkei Business Publications
SEMI (Semiconductor Equipment and Materials International)

Website: http://expo.nikkeibp.co.jp/fpd/index.html

Event: Semicon Japan 2008

Date: December 3 - 5, 2008

Venue: Makuhari Messe/ Nippon Convention Center

Organizer: SEMI (Semiconductor Equipment and Materials International)

Website: http://wps2a.semi.org/wps/portal

Resources Return to top

CS Japan Contact: Toshihiro Matsuda (Tokyo): Toshihiro.Matsuda@mail.doc.gov
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The Japan Electronics and Information Technology Industries Association (JEITA)
http://www.jeita.or.jp/english/index.htm

Japan Electronic Product Importers Association (JEPIA)
http://www.jepia.gr.jp/eindex.html

Distributors Association of Foreig