al Trade Organization

“Autumn 2014 Issue 1
IN THIS ISSUE:

—

JETRO's research department explains why Japa- Read about Powder Recon, a ski tour company

Japanese Company Survey Results % é Case Study: Powder Recon

nese companies in Australia are hurting. that is taking Australians off track in Japan.

page 1,2 page 3 page 6
A silver lining to greying hairs * [Guest view: The growing NFAJY Editors note: An FTA in 2014}
" JETRO Sydney's Managing Director details how * i Read about the National Federation of Australia N Why 2014 could be the year the elusive deal may
Japan’s aging society could be good for business. * Japan Societies from president Ross Humphreys \‘ \finally be sealed.

page 1,4 page5 page 7

Japanese companies hope for a better 2014
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The results on this year’s Survey on Busi-
ness Conditions for Japanese-Affiliated com-
panies in Australia (The Survey) are in, but
the picture they paint is a mixed one.
Overview of the Survey

The proporation of Japanese companies
in Australia citing an expectation of achiev-
ing an operating profit fell 9.5 percentage
points to 63.7%, down from 73.2% in the
last survey. In addition, the number of firms
expecting to post losses rose to 21.6% of
respondents, also a 9.5% shift.

The analysis suggests that key contribut-
ing factors to this loss of confidence were:
economic uncertainty stemming from the
downturn in mining investment; the con-
tinued high Australian Dollar; and concerns :ing an improvement increasing to a similar  : ties and procurements.
over the future direction of the Chinese :degree. ¢ These positive sales figures are strongly
economy. i The Survey suggests that the primary : correlated with higher rankings for ‘im-

There were some positive signs for the  : factor contributing to this improved outlook : proved sales efficiency’ and ‘expanded
future however, with the number of compa- i for 2014 was the combination of a strength- export sales” in the survey.
nies expecting weaker operating profits in §ening local sales outlook, coupled with cost
2014, significantly falling and those expect-  : reductions in personnel, management, utili- i [Continued page 2

ToraL (n=190)

IMANUNFACTURING (N=58)

Foobsturrs (N=10)

TRANSPORT & COMMUNICATIONS
(n=12)

OTHER MANUFACTURING
(n=13)

Non-MANUFACTURING
(N=132)

WhHoLesALE/RETAIL (N=70)

OTHER NoN-MANUFACTURING
(N=36) m

Source: JETRO

It is no secret that Japan is an ageing tindustries. Medical expenses are already on
society; with a quarter of the country over : the increase, being attributed not only to
65, the population began officially contract- : Japan’s ageing, but also an increase in the
ing in 2010. A trend that shows no signs of : number of older citizens living alone, weaker
abatement with the proportion of over 65s : family support, and more costly medical and
set to increase to a third by 2035. inursing care.
j This shift in demographics will present ¢ But it’s not all bad news.
Mr Takashi Tsuchiya numerous challenges for Japan, particu-
- Managing Director - larly in the aged care and medical device

A Message from the
Managing Director

This Newsletter s produced and distributed by JETRO Sydney. To unsubscribe, please email: syd-bd@jetro.goJp with the subject heading “unsubscribe”

JETRO Sydney - March Quarter Newsletter a



Newsletter

Issue 1 : Autumn 2014

- Editors Note p

Japanese companies hope for a
better 2014

From page 1

In terms of companies who saw a nega-
tive outlook for 2014, the survey showed
that the a ‘downturn in the local market’ or
‘increasing labour costs’ were considered
the principle causes.

The Survey also confirmed concerns over
the high Australian Dollar; when comparing

2013 with 2014, ‘exchange rate fluctuations’

were heavily correlated with firms’ operat-
ing profits (either worsening or improving).
In comparison to 2012, there was a ten-
dency for 2013 respondents in this category
who cited a softer exchange rate as being
responsible for improved operating profits
to also be those with high rates of local
procurement.

Meanwhile, in many cases more trade

weaker operating profits on the high cost
of raw materials, procurement costs from
overseas and lower export volumes.

When analysing data between industries,
in 2013 both manufacturing and non-
manufacturing firms attributed improving
operating profits to ‘reducing labour costs’
or ‘reducing procurement costs’ but in 2014
there was a rise in the number of firms list-
ing ‘improved of sales efficiency’. These re-
sults strongly suggest that many companies
have taken their cost cutting measures to
the limit, and must now focus on efficiency.

The woes of the manufacturing industry
in Australia have been covered at length in
the media of late, with the high Australian

REASO

TOT L

idollar, labour costs and high general costs
:often blamed.

The Survey confirms many of the claims

§that have been made to date, with respond-
:ents predominately blaming rising labour
§costs, management costs, and utilities for
:receding profits. Moreover, they survey sug-
: gests that few of these costs have not been
:passed on to consumers, with a significant
§increase in the number of respondents also
iciting ‘inadequate sale pricing’ as another

i reason these poor results.

.
.
.
.

‘These results strongly suggest
‘that many companies have

‘taken their cost cutting meas-
‘ures to the limit, and must now:

ifocus on efficiency.”
exposed and high export companies blamed :

:Future Focus on ASEAN and China

As the Asia-Oceanic region becomes

tincreasingly integrated — with more Free
:Trade Agreements and Economic Partner-
:ship Agreements expected to be signed by
§2015 and beyond, we will see a dramatic
:increase in trade in the region. The Survey
reflects a fair amount of optimism regarding
this prediction, with respondent compa-
inies signaling that in the next one to three
iyears they expect that the most promising
markets for their goods/services will be Oce-
§ania, ASEAN, Japan and China, with a great
i deal of expectation around the ASEAN and
: China markets in particular.

MANUFACTURING

Important insights into the future direc-
‘tion of trade flows were also found in the
i responses to questions on companies’
i procurement policies for raw materials and
i parts; 38.3% of respondents answered they
:would seek to ‘Raise the level of local pro-
§curement’, with the remainder of companies
:focusing on overseas procurement — of
:which ASEAN countries represent 34%, and
§China accounted for 27.7%.
:  The employment of a ‘low cost strategy’
:was the primary driver for companies with
i overseas procurement policies, while for
i companies that sought to raise levels of lo-
§ca| procurement, less than half indicated ‘in-
i creasing quality” as a priority. This suggests
:that there is cost/quality tradeoff for firms
: deciding to emphasize procurement origin.
These measures are having an effect
*however, with the survey clearly show-
§ing that those companies which expect
‘improvements in 2014 are those that have
:already implemented such measures.
¢ Asnoted above, cost cutting measures in
:labour and procurement are already close to
i their limit, and efficiency is now the primary
:focus.
: Lastly, as free trade agreements continue
:to proliferate in the Asia-Oceania region, we
:will see a marked increase in raw materials
‘and parts procurement from ASEAN coun-
§tries and China.
: These changes have had an undeniabled
:effect on the way Japanese companies in
§Austra|ia operate, and will continue to for
:the foreseeable future.e
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A JETRO Australia success story

Australia, known the world over as a sun-baked : ™~

land, isn't exactly famous for its winter sports. So

it was little surprise when we failed to win a single &}

gold-medal at the recent Winter Olympics in Sochi. :

After all, this is a country whose winter sporting :
heroes consist of people like Steven Bradbury, who :
won gold in his the short track event at the '02
Olympics when his competitors famously fell over.

So it might surprise some people to learn that
Australia actually has a relatively large winter
sports scene. It's just a little more recreational than
our other pursuits.

Powder Recon is no stranger to this fact. The
company, which specialises in taking people to less
well known ‘off the beaten track” locations, saw
an incredible and untapped business opportunity
in Japan.

Japan is famous for its vast and ‘powder’ (the
term for soft, fresh snow) laden winter mountains,
but most tourists will only ever see a select few
where there are well established resort towns.

Powder Recon hoped to change this, by offering
to give Australians - and anyone else interested - a :
unique and authentic Japanese winter experience :
by taking them to little known locations away from :
the tourist traps in other parts of the country.

Soin 2010 Powder Recon applied to JETRO Syd-
ney for support in establishing a business in Japan
so they could do just that.

Along with seeking JETRO's help, the company
engaged in significant early reconnaissance work.
They spent five years building a network of relation-
ships with ski resorts, hotels and restaurants in the
Myoko (Niigata) area of Japan.

After the initial application with JETRO Sydney,
Bryce Elvin, Powder Recon’s owner, then met with
JETRO Tokyo Advisors in January 2011. He then be-
gan working with JETRO staff to build his business. :

For Mr Elvin, JETRO's assistance made turning
his concept into a reality in Japan far less daunting
than he imagined.

In addition to the support he received on arrival
in Japan at one JETRQO's many Invest-Japan Business :
Support Centres (IBSCs), he says that the assistance
he “received in navigating Japan’s regulations,
visa system and tax code was critical to making my
business sustainable.” :

Things have taken off significantly since then,

: Picture: PR Owner Bryce Elvin

- Editors Note p

{A new face at

picture courtesy of p/x/:fay com

i 1and Powder Recon is
81 | now the only provider
l of off-track tours with
on the ground staff all
season. They provide
L their clients in Japan
with a daily guiding
service and are the only
tour provider in the

Myoko region that takes its clients to alternate ski
:areas using its own transportation.

The company has also just completed renova-

: tions on a recently acquired building. The end result
:is a traditional Japanese building that will serve as
 lodging facilities for Powder Recon’s staff.

‘move in gradually and put

i plenty of work into building
érelationships with key people
:in the community”

-Bryce Elvin

Reaching this point hasn't been without its diffi-

§culties however, Mr Elvin, has remained in continual
: contact with JETRO for the past four years as he
¢ has worked to establish his business in Japan.

Of the main challenges, Mr Elvin encountered

gsome difficulties when his company first began set-
:ting up in Myoko. Mr Elvin said that in spite of his
éearly work establishing his brand, there remained
§some misunderstandings about what role there was
: for the community with Powder Recon.

By and large however, he says that the local

i reception has otherwise been incredibly warm and
 generous.

When asked what advice he would offer to oth-

ers looking at establishing a business in Japan, Mr
: Elvin said new businesses should “move in gradu-
:ally and put plenty of work into building relation-

: ships with key people in the community where you

plan to set up.”
Of the future, Mr Elvin looks forward to explor-

:ing more of Japan's many snow covered mountains

in search of new and exciting destinations for his

:clients. o

JETRO Sydney

JETRO Sydeny would like to welcome its new Edi-
tor and Business Development Coordinator, Daniel
O'Toole.

Daniel replaces Thomas O'Keefe, to whom JETRO
recently bid farewell. Thomas accepted a new role
after working tirelessly to promote stronger eco-
nomic ties between Japan and Australia for JETRO
Sydney these past eighteen months.

JETRO Sydney extends its heartfelt gratitude
to Thomas for all his hard work for our team and
wishes him all the best for the future.

Daniel comes to JETRO Sydney following previ-
ous stints at The Japan Oil, Gas and Metals National
Corporation (JOGMEC), work on an independent
senate campaign in last year's federal election, and
several other roles in academic research and the
healthcare industry.

Although he has worked with people from a va-
riety of industries and backgrounds, Daniel has had
a continuing association with Japan and Japanese
organisations.

As a university student, he spent a year studying
abroad as part of an Overseas Placement Program in
Nagoya, Japan. After completing his studies, Daniel
went on to work as a research officer at JOGMEC
Sydney, where he worked on numerous reports
bringing the office up to date on developments
in the minerals market, mining related legislative
changes, and political shifts.

When asked what motivated him to join JETRO
Sydney, Daniel said that he hopes to use his cross-
cultural experiences to help Australian companies
build stronger ties with Japanese industry and hope-
fully even begin operating in Japan itself.

JETRO Sydney looks forward to working with
Daniel for the duration of his tenure.

= -

N
=
: B>

Pictuers: Left: Former Editor & Business Development Coordina-
tor Thomas O’Keefe receiving recognition for graduating from
JETRO; Right: his successor, Daniel 0'Toole
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A silver lining to greying hairs :

From page 1

The demands of looking after the eld-
erly means that there is silver to be mined
amongst the growing grey and Austral-
ian companies are uniquely positioned to
capitalize.

The picture here is counterintuitive; an
ageing and declining population leading to
increasing investment opportunities in an
industry.

The statistics tell the story: Japan has
already the second largest pharmaceutical
market in the world after the United States.
In the 2011 Japanese financial year (FY) —
which begins April 1st - it was worth over
¥9 trillion (A$81 billion), a 4.8% increase
over the previous year. Of this, imports
made up 27 percent, worth ¥2.5 trillion
(around A$27 billion).

A further breakdown of the market dem- :
onstrates why these levels will increase: A
significant portion is comprised of cardio-
vascular drugs that mostly assist age related
conditions. In a similar bracket is regenera-
tive medicine, which was worth ¥9.1 billion
(A$99.4 million) in FY 2012 and is expected :
to grow over 10 fold to ¥95 billion by FY
2020.

At present, this market is dominated by
treatment areas like immune cell therapy
to treat cancer, bone marrow regeneration
treatment, and cosmetic treatments based
on things like fibroblast infusion. But this is
expected to open up in the coming years,
with regenerative medicine - capable of re- :
placing vital organs like the pancreas, kidney :
and liver - being touted as a major growth

i the third largest in the world, being valued
“at ¥2.4 trillion yen (A$26 billion) in FY 2011, :
:of which 44 percent was comprised of im-
iports, and the field is growing at a healthy 3
i per cent per annum.

ithe needs of an ageing society, and it is
:expected Japan will increasingly require im- :
i ports of endoscopic surgery medical equip-
:ment, magnetic imageing (MRI) equipment,
:medical X-ray computerized tomography

.
.
.
.
.

éThe picture is counterintui-

itive; an aging and declining

:population leading to the

: growth of industries and op-
iportunities.”

g(CT) equipment, artificial organs, catheters :
§and tubes, and interventional radiology (VR)
i products.

§izing on these figures, with biotechnology
§companies working with cancer and arthritis
:drugs — two significant age related areas -
:being amongst the most successful.

:body and low-molecular weight targeted
iagents, are serving as models for the

i Australian biotechnology and life-sciences
‘industry. The industry in Australia is still un-

area by 2030 and beyond.
Lastly, Japan’s medical device market is

This field is also heavily correlated with

finto the Japanese market simpler.

For instance, as part of the government'’s

: Advanced Medical Highway Initiative, a

number of amendments to Japan’s Pharma-

§ceutica| Affairs Law (PAL) have been passed

and more are on the way. These changes

:will make it easier for foreign companies to
:have their products to receive regulatory
:approval.

Under two separate bills, cellular and

i gene therapy products will have their own
i classification and approval system, stan-

: dalone medical device software will be
:independently regulated and third party
§certification of medical devices will be ex-
gpanded and modified.

A second major change to the law aims

:10 revise the provisions relating to IT medical
i devices. Currently, medical devices with IT

i components are regulated as a combination
:product of both hardware and software.
§Under the new rules, software would be
:independently regulated as a stand-alone

:product. In drafting these new regulations,

Foreign companies are already capital-

These companies, working with anti-

derexposed in Japan, but the Abe govern-

tit is expected Japan will use the standards

established by the International Medical

: Device Regulators Forum as a framework.

Finally, third party certification of medical

: devices will likely be expanded and modi-

fied to allow medium risk Class Ill devices to

dreceive certification by approved third par-
‘ties, rather than the Japanese government
fauthority.

There are numerous more changes on

:the way that will simplify Japan'’s regulatory
i process further. All of these will make tap-

:ping into Japan’s widening silver seam ever
:simpler and more profitable.e

:ment is already taking action to make entry :

CHANGES IN THE JAPANESE MEDICAL MARKET

Changes in the size of the domestic drug market

Changes in the size of the domestic medical device market
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How the NFAJS is building
better relationships

Ross Humphreys
Director of Genbridge

A background to the NFAJS

The National Federation of Australia Japan So-
cieties (NFAJS) was formed to promote friendship,
cooperation and mutual understanding between
the peoples of Australia and Japan and to assist
Member Societies in achieving this objective.

Our member Societies are located in each of
the states and territories around Australia and
provide the local presence for the Australia-Japan
relationship. Many of the Societies have been
celebrating long years of friendship spanning back
to the 1970's and before. These longstanding and

and provide a valuable link between the Australian
and Japanese communities.

Our members include individuals, families,
students, schools, universities and corporations.

ian Government, Japanese community in Australia
and the Japanese Consulates on these committees.
Strengthening our structures

But like any long standing relationship it is
important to revive and renew that bond. The
environment in which Australia-Japan Societies are

gand we have a responsibility to ensure our organi-
:sations remain relevant to our existing members
S whilst continuing to attract new members.

To that end, we have set out to strengthen

We want make the NFAJS a powerful channel

that can quickly and efficiently disseminate infor-
*mation regarding Australian and Japanese activities

: member cities.

A good example is the Brisbane City-Kobe

§re|ationship. Here, both sides have been working
: collaboratively with the support of their Mayors

ito expand their agreements to include measures
§aimed at improving economic outcomes.

They have already undertaken business missions

§to that end, and launched a 'Brisbane Kobe Bridge’
S website aimed at fostering business between the
$two cities. The web address is:

: www.brisbanekobebridge.com.au.

This initiative is supported by the Australia

gJapan Society of Queensland Inc., Brisbane City
: Council and Kobe City.
:Upcoming NFAJS conference

The NFAJS will be holding the National

 Federation of Australia Japan Societies National
§Conference in Brisbane between the 5th and 6th of
§September 2014.

: member engagement through more thorough utili- :
:sation of online facilities by redesigning our website
:and establishing a social media presence.

The Conference will commence on Friday the

: 5th with a focus on emerging business fields, high-
: lighting opportunities for Australia and Japan. This

Swill provide a chance for companies to capitalise on
S our longstanding economic partnership by gaining

tinsight and contacts.

.
.
.
.

We want to make the NFAJS a powerful channel that can quick-
:ly and efficiently disseminate information regarding Austral-

:ian and Japanese activities to various member communities.”
important relationships have stood the test of time :

§to various member communities. We encourage
§a|| to have a look at our website and our member
S websites around Australia.

i Sister cities on the up

Usually there are representatives from the Austral- :

With cities increasingly being acknowledged as

i the primary economic drivers of many countries, sis-
ter city programs have been undergoing a revival.

At present, sister cities provide a great snapshot

:of the day to day life of the people in their respec-
: tive communities. But by including strong business
+to business partnerships, these arrangements also

established around the country is different to today, i have the potential to strengthen the economies of

On the second day we will have what we call

§’peop|es day". It will commence with discussions
§on sister cities, education, food and some unique
cultural experiences. There will also be some con-
ference holiday extensions available for our friends
i coming from Japan and other parts of Australia.

We look forward to continuing the development

2 of our great relationship.e

:Ross Humphreys is the Director of Gen-
: bridge and the President of National
: Federation of Australia Japan Societies

Need to get in touch with JETRO Sydney?

Thinking of Doing Business in Japan?
Ask JETRO Sydney’s Business Development Department about what you NEED to

KNOW and where You can FIND it.

Call us on: 02 9002 6002

Or visit our office at: L19, 39 Market St Sydney 2000
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In 2013 nine bills aimed
strengthening the economy
were passed, with a further
000000000000 00000000000000000000000000000 o thirty expected tO pass before
the Diet session ends in June
2014.”
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Editors Note: Why 2014 will see an Aus-Japan FTA

Daniel O'Toole
Editor

For Australia and Japan's economic partnership, :
2014 is shaping up to be a momentous year. Japan
is our most diverse trading partner and our second
largest overall. In 2012 bilateral trade was valued at :
over $70 billion.

However, there is potential for this to be much
greater, with longstanding tariffs and restrictions :
to key areas like agricultural and the automotive in-:
dustries on both sides limiting the potential of the :
relationship.

But this could be about to change. The new Coa-
lition government in Australia proclaimed early in its
term that it would seal Free Trade Agreements (FTA)
with Japan, China and South Korea. And the govern- :
ment has moved swiftly, already concluding an in
principle agreement with South Korea in December
of last year, and has now set its focus on Japan.

Japan and Australia have been through sixteen
rounds of negotiations for an FTA since 2007, seem-

Julie Toth, Chief Economist Austral-
ian Industry Group (Ai Group), meets
\with Tadayoshi Hiraki, JETRO Sydney’s
Research Director.

:ingly unable to break the impasse on issues like:
:Japan’s restrictions agricultural imports, and Aus-:
stralia’s tariffs on imported vehicles.

© But this time things are different. Both countries :
§have been moving on their respective areas of dis-:
ipute, creating renewed optimism that a deal can'

finally be concluded.

’“
.

:... both countries have been
‘moving on their respective
:areas of dispute, creating
:renewed optimism that a deal
ican finally be concluded.”

to make negotiating the removal of at least some of
Japan’s agricultural tariffs easier.

These two changes will effectively eliminate
many critical stumbling blocks for an Australia-Japan
FTA. In addition, Mr Abbott's decision to impose a
twelve month deadline on the deal will likely result

+in a greater willingness to compromise.

This is good news, as an Australia-Japan FTA

i promises to provide considerable benefits to both
i countries. The Department of Foreign Affairs has
testimated that the increased flows of trade from an
: FTA could boost Australia and Japan's GDPs by $39
billion and $27 billion respectively over the next 20
dyears.

The deal will also have the added benefit of im-

proving a number of other relationships between the
: two countries, with everything from security to edu-
Specifically, with the automobile manufacturing§
§sect0r in Australia now winding down, there is no§
longer any need to place tariffs on auto-imports. :
:Meanwhile, Japanese Prime Minister Shinzo Abe:
has made agriculture one of his government's key
reform items, with ‘special economic zones' to be in-
:troduced to effectively enact targeted deregulation :
of the agricultural industry. This change is expected :

cation expected to benefit from the strengthened
ties between the two countries.

Mr Abbott travels to Japan in April, while Mr
Abe is reportedly planning a visit to Canberra in
July, where he will make history as the first Japanese

i Prime Minister to address the parliament. It is ex-

pected that the momentous occasion will be punctu-
ated by the signing of the deal.e

JETRO Sydney

SEMINARS, EVENTS AND MEETINGS

he Australian’s Rick Wallace meets
with JETRO Sydney’s Research and
Business Development Deparments in
Melbourne.

Ross Garnaut, Distinguished Professor
of Economics at the Australian National
University, meets with Tadayoshi Hiraki,|
JETRO Sydney'’s Research Director.
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