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Confectionery & Desserts
July 11, 2012
MARKET TRENDS

The domestic demand for confectionary varies depends on the genre, but it has been
stable for the past few years. Right after the earthquake that hit eastern Japan on 11
March 2011, the supply for confectionary became unstable. But many confectionary
makers supplied their products to aid the people in the affected areas, which brought
happiness to many people. This allowed us to realize the importance the greatness of
confectionaries. The domestic production volume and retail sales volume of
confectionaries on a genre basis are stated on the table below. The domestic
confectionary market is mainly divided into so-called "distribution confectionary" (2.2906
trillion yen) which accounts for 70%, and Japanese cake & unbaked cake market (904.7
billion yen). "Distribution confectionary" is what it is sold through the retail distribution
channel such as volume sellers, super markets, convenience stores, and stores at train
stations. Taking a look at the retail price on an item basis for the distribution
confectionary, the biggest item is chocolate (13.9%), and snacks (12.7%). These 2 items

account for 26.6%. This is followed by rice snacks and biscuits, which are 10%.

Production Volume and Retails Sales Volume of Confectionaries in 2011

2009 2010 2011
Froduction Retal sales Froduction Retai sales Production Retai sales
volume wollme wolume o lme volume volume
ton 1 bilon yen ton 1 bilion yen ton 1bilion ven

Candy 174700 250 174,700 2510 175,000 2,560
vy 1000 @5 100.0 984 100.2 1020

Component ratio a0 7.8 9.1 78 9.1 80
Chocolate 205990 4,180 204 930 4,180 211,690 4,49
iy @« 4 (2K 99.5 1000 103.3 1062

Component ratio 10 6 12.8 10.6 131 11.0 138

Chew ing Gum 38010 1530 37,830 154 35870 1,435
vy a7 1 978 98.9 975 95.4 932

Component ratio 20 4.9 2.0 48 149 45

Ri= Crackers 59970 60 59,500 745 58,900 735
vy 9o s ®n.2 99.2 980 99.0 987

Component ratio 3.1 2.3 3.1 23 3.1 23

Biscut 242 G50 340 241,300 3 37 242 800 3,360
iy 1015 100.4 99.4 931 100.6 9497

Component ratio 125 10.6 12.5 105 12.6 105

Ric= biscut 218330 320 223,445 3301 227 597 3,358
why ® 1 @7 102.3 10056 101.9 1017

Component ratio 1z 10.1 11.6 103 1.9 105
Japane se cake 323920 5 040 311,610 4 520 302,262 4,652
iy [N a7 .0 Q6.2 Q56 Q70 Q65

Component ratio 16 5 15.5 16.2 150 15.7 146

Urbake dcake 209 280 4510 207 570 4 530 201,340 4,395
iy 1010 100.2 95.9 983 a7.0 a70

Component ratio 1023 14.2 10.8 141 10.5 138

Srack 222430 40 223,087 4049 224 68 4,065
why 1004 101.7 100.3 1005 100.7 1004

| Componentratio 14 124 116 126 11.7 127
Fried confectionary 6240 50 59,730 520 60,377 525
why 1010 105.3 95.8 963 101.0 1010

Component ratio 32 1.7 3.1 16 3.1 16

Cthers 188 500 2550 181,710 240 178,980 2439
iy 100 5 100.4 96.4 965 98.5 984

Component ratio 95 7.7 9.4 81 9.4 76

Taal 1,946 830 32570 1,925 292 32 [B5 1919 F5 31,953
iy [ [ 95.9 984 949.7 997

Component ratio 1000 100.0 100.0 1000 100.0 1000
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Looking at the major domestic confectionary makers, Lotte, Meiji, Morinaga, and Glico
lead the confectionary market with their wide range of products including chocolate,
biscuits, gum and snacks. Calbee is showing its power in snacks, and Kameda is showing
its strengths for rice snacks as a specialized maker. Also, Yamazaki, which is a bread
maker, has pride in its 180 billion yen sales in the Japanese cake & unbaked cake sector.
In addition to these national brands (NB), wholesalers' private brands (PB) and store
brands (SB) which NBs and PBs make proposals to certain major volume sellers are

increasing, multi-stratifying the confectionary market even further.

As for the market trends, biscuits are specially
growing greatly since last year as an item category.
Canned preserved foods that were sold after the
earthquake as part of the Disaster Prevention Fairs
etc. increased its sales and it even became a regular
product. Chocolate snacks with a high content of

chocolate are also increasing its sales. Chocolate

snacks are expanding its sales volume this summer.

Chocolate that doesn't melt is especially anticipated to increase its demands. Morinaga's
"Bake" became widespread ever since the fierce heat 2 years ago. This product increased
its sales even further last year during the energy saving period. Just like last year, there
are trends for volume sellers to sell chocolate snacks with a high content of chocolate that

doesn't melt during the summer.

The major snack makers' strategies are to emphasize the strengths of already existing
brands, and supply new products that are enjoyable and exciting. Morinaga started
selling "Chiisana Biscuit Choco (Small Chocolate Biscuit)" last fall, and this product is a
combination of a long seller, "Morinaga Biscuit" and chocolate. This product has also
become a big hit. Glico has a new product where they added potatoes in their already
existing "Prezz". They are not only selling new flavors, but they are also expanding their
business by creating variations for their top sellers. This requires innovation for product
development, as well as a type of product that creates new demands.

Lotte has started selling their new gum, "Zeus" this spring as a new major product. Since
the number of people taking trips or enjoying leisure decreased after 3.11, the gum
industry was not doing so well. For these reasons, Lotte has made a new approach
towards the younger generation by having a sense of fashion and uniqueness, instead of
improving on quality or functions of the product. We cannot keep our eyes off to see if this

product will create a new wave of demand.
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Noteworthy category

The snack market that attracts adult consumers with demands for "drinking at home" or
"snack to have while drinking" should be noted. The snack market has been expanding
since 2004 and adult consumers are supporting the snack market in recent years. While
the number of people eating at their homes is increasing due to the consumer's recession,
there are more chances to drink alcohol at home. Also, ever since 3.11, the introduction of
summer-time, and increasing chances in decentralization of days off work are other
reasons for the demands to expand further. Manufacturing companies are making
proposals of snacks with a firm taste that goes well with alcohol, and this leads to the

activation of the market.

Imported confectionary

In recent years, confectionary import is showing an increasing trend in both volume and
value. Looking at the confectionary import customs clearance record for 2011, it was
approximately 42.9 billion yen in value and 80,800 tons in volume, both 105.1%, 110.2%
increase year on year. The share of imported products out of the overall confectionary
market still remains small, but the stable items and high class items from the US,
Europe, and Australia, as well as low price, developed import items from Asia and Latin
America is answering the needs of many types of consumers. In the past, there were
1ssues about quality for imported goods from Asia and Latin America despite its merit on
low price. Now that multinational corporations such as Nestle and Cadbury expanded to
these regions, it made the stable supply of qualified products possible. It is not only sold

for its low prices, but also as PB products by major distribution groups.

Major Brands and Import Agencies of Imported Confectionaries
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The main brands that export to Japan and importers (selling agencies) are as stated on
the table. There are 3 ways which worldwide confectionary makers export their products
to Japan. One is where a major confectionary maker in the world exports products that
match the consumer demand of the Japanese with the help of a Japanese subsidiary.
Another case is where a Japanese major confectionary maker sells one of their product
lineups. Finally, the last is where a powerful specialty agency takes their position as an
1import sole agency.

For the background of the increasing imported confectionary, there are roughly 5 points.

1. It has a taste or texture that domestic confectionaries do not have. It gets the
attention of young women and the middle-aged people who want high quality
products that taste good.

2. American and FEuropean makers are willing to actively engage in market
development by doing things like changing recipes and packages so that it would
match the Japanese demands.

3. The number of confectionary specialty stores and high-grade food markets are
increasing, and they are the main sales rout of high priced imported confectionary.

4. The number of domestic companies with factories located overseas is increasing, as
well as the import volume of outsourcing.

5. Confectionary wholesalers' group and major volume sellers are putting an emphasis
on development import from newly industrializing countries and they are increasing

the repertoire of imported confectionary in the market.

Imported confectionary is used as a reference for domestic makers to develop new

products. It will definitely have a strong presence in the Japanese confectionary market.
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