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Falling steadily since the stock and real estate crash, Japan's apparel consumption began to show signs of recovery around
1996. The consumption tax was hiked up in April 1997, however, and apparel consumption has returned to year-on-year
declines.

According to the "Family Income and Expenditure Survey" compiled by the Statistics Bureau of the Management and
Coordination Agency, average household expenditure on clothes and footwear has declined continuously in nomina terms
since 1992. In 1997, average household expenditures on clothes and footwear fell 0.3% in nominal terms and 2.5% in real
terms. The decline in consumption has occurred in all categories, but the decline has been particularly marked in men's wear
and children's wear.

After the stock and real estate market crash, the Japanese apparel market has seen lower prices. The shift in production to
China and other Asian countries has added momentum to this trend. Changes in the distribution setup, including the rise in
discount men's wear stores, have also contributed to lower prices.

The domestic apparel industry is working to respond to changing consumer needs and shortened fashion product cycles
through the implementation of quick-response systems. SPA (specialty retailer of private-label apparel) brands, which
combine production and sales, are seeing growth. Originally introduced in Japan by foreign firms, SPA brands have now been
brought out by domestic manufacturers who have begun establishing their own network of stores.

Japan's apparel market is already well developed, and simply offering lower prices does not guarantee success. Manufacturers
must establish a unique brand identity to succeed. Products that offer materials, technical expertise, and styling that the
Japanese consumers are looking for will be accepted and will fare well in competition with other imports.

Prospective importers must bear the following points in mind:

(1) Delivery Schedules

Imports of seasonal and fashion merchandise must be monitored carefully particularly when they are produced in areas
without distinct seasonal changes. There have been cases where merchandise is delivered to Japan after their sales seasons
because of time taken to assemble raw materias, acquire accessory items, and ship the finished merchandise.

(2) Production Lots

Because apparel has been exported to Europe and the United States historically, production lots have always been large.
This practice does not match up with Japanese market preferences for small orders, multiple product types, and short
production cycles.

(3) Quality Control

Whereas European and American quality standards emphasize external appearance, Japanese standards also examine minute
details of workmanship. Japanese consumers tend to demand perfection in the products they buy, and they judge products
harshly for any flaws even if these flaws in no way take away from product utility. Japanese consumers are very finicky about
flaws in the fabric and about stitching seam workmanship.

(1) Recent Developments

Total apparel imports in 1998 were up 0.2% in volume from the previous year to 569,120 tons and down 4.7% in value to
\1,683 hillion.

Apparel imports soared in the late 1980s and continued to grow even after 1990. In 1997, however, with the sharp decline
in the value of the yen and the plunge in personal consumption, imports declined for the first time since the fall 1985 Plaza
Accord. In the domestic market, garment supply far exceeds demand. Imports continued their decline into 1998.
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(2) Countries of Origin

By value, the leading apparel exporter to Japan is China, which provides about 60-70% of Japanese apparel imports. In
recent years, imports from the Republic of Korea, Taiwan, and Hong Kong have fallen while those from Vietnam, Thailand,
and other ASEAN countries have risen.

Imports from Italy and the United States have risen sharply, causing an oversupply of products from these countries in

recent years.
Frincipal Exporters of Apparel to Japan
<Enit Wear>
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(3) Share Accounted for by Imports

The stronger yen has led to sharp increases in apparel imports from 1987 on. Imports accounted for about 60% of the
market on a vaue basis in recent years and over 60% on a volume basis.

The strong showing of imports is based on (1) progress in the shift by the garment manufacturers of their production bases
from Japan to overseas, particularly China and Vietnam, and (2) growing acceptance of low-priced products imported from
China, the Republic of Korea, and ASEAN countries because of their higher levels of quality. Imports of high-quality
products from Italy and other developed nations have also increased, reflecting strong consumer demand for fashion products.
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Imports’ Share in the Japanese Market

1993 1994 1995 1996 1997

Products 1,279870 | 1,271,458 | 1,235611 | 1,142402 | 1,075466
Knit wear 534,318 505,130 484,977 446,130 415,062
Woven wear 745,552 To6, 328 750,634 696,272 660,404
Exports 36,177 28958 23396 25,205 26,351
Knit wear 8,377 6,514 5,904 7.147 8,595
Woven wear 27,800 22,444 17.492 18,058 17,756
Imports 1,169,022 | 1,321,817 | 1,511,346 | 1,858,513 | 1,765,717
Knit wear 498,655 589,436 667,095 782,301 770,416
Wowven wear 670,367 732,381 844,251 | 1,076,212 995,301
Share of Imports 48.5% 51.5% 55.5% 62.5% 62.7%
[ Knit wear 48.7% 54.2% 58.2% 64.1% 65.5%

There is no setup in place that restricts apparel imports. Apparel that uses specia fur or leather may be subject to the
restrictions of the Convention on International Trade in Endangered Species of Wild Fauna and Flora. For more information,
contact the Endangered Species of Wild Fauna and Flora Administration Section, Import Division, International Trade
Administration Bureau, Ministry of International Trade and Industry.

(1) Customs Duties
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(2) Generdlized System of Preferences (GSP)
Preferentid tariff rates on apparel products are administered as described below.
Knit Outerwear Prior Allotment
Knit Underwear Prior Allotment
Men's (Woven) Outerwear Daily Control
Women's (Woven) Outerwear Daily Control
Men's (Woven) Underwear Prior Allotment
Women's (Woven) Underwear Daily Control
Preferential ceilings are set for each fiscal year and preferential tariffs are pre-allotted through application. The importer
obtains a "Preferential Ceiling Allotment" by submitting an application to the Tariff Division, International Economic Affairs
Dept., Ministry of International Trade and Industry or the Regional Bureau of International Trade and Industry. The importer
submits an "Allotment Certificate” aong with a "Certificate of Preferential Origin" issued by a relevant agency of the country

http://www.pic.or.jp/jp/jmi/014.htm

26/04/2002 11:26



Apparel

4 0f 4

of origin to customs at the port of entry. (Contact the Regional Bureau of International Trade and Industry or the Japan
Textiles Importers' Association for more information.)

Some categories of apparel have preferential tariff ceilings and maximum country amounts set at the beginning of each fiscal
year and are subject to daily control. Imports are computed daily and a MEN rate is applied two days after the ceiling or
maximum country amount has been exceeded.

(3) Specia Exception Based on Tariff Temporary Measures Law

A system of reduction of tariffs for processing and re-import is applied when exporting materials and importing the fina
products made from these exported materials (only for 62 types of fabric apparel). The amount of reduction is the "price of
exported materials multiplied by the tariff rate of the product.” (Contact the Tariff Bureau, Ministry of Finance, for more
information. TEL: +81-3-3581-4111)

(4) Consumption Tax
(CIF + Customs Duty) x 5%

Imported apparel usualy passes from a manufacturer in the home country to either a general trade house or specialized
trading company, and then to a wholesaler, retailer, and finally to the consumer.

Merchandise is sometimes handled by a trading company based in the country of origin. Such merchandise is distributed
through a Japanese trading house or goes directly to a Japanese apparel maker or retailer. Imports are also handled by the local
subsidiaries of Japanese trading houses based in the country of origin. Such merchandise is distributed directly to a Japanese
gpparel maker or through the parent trading house.

Some larger wholesalers and retailers do business directly with overseas manufacturers.

About 90% of imports from China and Southeast Asia are designated as "development imports.” Besides underwear,
practical outerwear have begun to come under this category as well. Offshore production occurs on one hand in China and
Southeast Asia where producers look to take advantage of cheap labor and on the other hand in places such as Italy, where
producers hope to make use of the highly developed fashion sense and technical skills of the country's designers and workers.

Distribution Channels for Imported Apparel

Overseas Manufaciurer I
Ovwerseas Subsidiary of
Iapanese Trading
Crverseas Trading Company
(&
ampany v v
Japanese Trading Company
General Trading Specialized Trading
Company Company
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¥ i 4
Retailer
> Departiment Store Specialty Store | Mass Merchandiser General Retailer
| Consumer

The Japan Textiles Importers' Association
TEL: +81-3-3270-0791

Japan Apparel Industry Council
TEL: +81-3-5530-5481
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