CINTRAFOR

g

AANAAA

AAARAA
. _ —————— AAAAA
CENTER EQk}NTERNATIONAL TRADE IN fokﬁsr PRODUCTS A A A A A

Volume 12
Number1:

Spring 1997

An Assessment of U.S. Export Strategies for Prefabricated
Wooden Housing and Building Materials in Japan

by Dr. Ivan Eastin and Anne |. Rahikainen

Japan has a population of 125 million and is approxi-
mately the same land size as California. However, over
the past several years the number of residential housing
starts in Japan has exceeded starts in the U.S. In 1995, 1.47
million new homes were built in Japan, compared to 1.35
million in the U.S. Wooden housing comprised 45.3
percent of all housing starts in Japan in 1995 but has been
steadily losing market share to substitute building
materials such as concrete and steel. While traditional post
and beam construction technology comprises about 80
percent of all wooden construction in Japan, the number
of western-style 2x4 plaiform frame and prefabricated
housing units built in Japan has been increasing despite
the general decline in wood construction.

Housing costs in Japan are notoriously high. According to
a recent study, an average 164 square meter house in
suburban Seattle costs approximately $139,000 compared
with $255,000 for its counterpart in Sendai, a comparable
medium-sized city in Japan (Magnier 1994). Among the
reasons for this cost difference are the high cost of
construction labor, the lack of skilled carpenters, non-
standardized construction methods, lack of competition in
the construction market, cumbersome building regula-
tions, high building material costs, and an inefficient
material distribution system. The above-mentioned
comparison does not include the cost of land because of
the wide disparity of land prices in the U.S. and Japan.

Cost Reduction in Japanese Housing

In 1992 the Japanese Ministry of Construction (MOC)
responded to complaints about the high cost of housing
by establishing an action program to reduce home costs in

Japan by one-third by the year 2000. Outlined in the action

program is a plan to reduce costs by streamlining
distribution channels, increasing the productivity of the
domestic residential construction industry, and reducing
residential building regulations. Similarly, the Japan
External Trade Organization (JETRO) and the Ministry of
International Trade and Industry (MITI) adopted a
strategy to reduce the cost of residential housing in Japan
by increasing the number of housing units imported. To
achieve their objective, MITI and JETRO initiated a
program in 1994 to promote imports of foreign-made
housing systems, including prefabricated houses. The
JETRO/MITI plan calls for Japan to import 55,000 units of
prefabricated houses from North America and Europe
over the next five years. This measure would result in an
increase in current annual imports of approximately 1,500
units, to 11,000 units annually. This focus on increasing
housing imports would not only provide a less expensive
alternative to domestically produced housing, but would
also reduce Japan’s massive trade surplus with Europe
and North America.

continued on page 3
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increases in nearly every category of manufactured
building products.

The Japanese government is deregulating its housing and
building materials markets in an effort to reduce the
country’s home construction costs. This was the theme of
an international conference hosted in Seattle in September.
The Housing Export Opportunities to Japan conference
featured Ambassador to Japan Walter Mondale, and
representatives from U.S. and Japanese government
agencies and industry associations. The conference gave
Japanese government officials and industry representa-
tives a forum to educate U.S. wood products exporters
about Japanese expectations, needs, and requirements for
imported building products and services.

While export opportunities to Japan are promising, it is
important for companies interested in entering this market
to understand that success in the U.S. market is not
necessarily a precursor to success in the Japanese market.
As stated throughout the conference, new entrants to the
Japanese market must understand the Japanese
consumer’s expectations beforehand, then be willing to
invest both time and resources after they have committed
to their endeavor. CINTRAFOR has produced a synopsis
of the Housing Export Opportunities to Japan Conference
with the hope that it will be informative to new market
entrants and also serve as a milestone from which to
monitor future progress (see SP-24, p. 6).

Prefabricated housing is important as at least a partial
solution to Japan’s high housing costs. A study of export
strategies for prefabricated wooden housing has recently
been released. The Changing Japanese Housing Market - An
Assessment of ULS. Export Strategies for Prefabricated Wooden
Housing and Building Materials (WP-60) provides a
description of the changing Japanese housing market and
exporter evaluations of market barriers. Another
CINTRAFOR paper pertinent to those interested in
exporting to Japan is the Japanese Market Profile and
Sourcebook for Pacific Northwest Value-Added Wood Products
Exporters (SP-23), which was published for the Japan
housing conference. The Sourcebook includes export
statistics on wood building products, a guide to resource
agencies, and information on Japanese suppliers including
a list of competing firms.

Success in both the domestic and international forest
products market is dependent partly upon strong
business relationships between suppliers and distribu-
tors. Based on interviews conducted with executives at
five forest products firms, Achieving Successful Business-to-
Business Relationships Between Forest Products Suppliers and
Distributors (WP-61), investigates which services and
features are important in developing successful business
relationships.

While new market opportunities in Japan are a direct
result of deregulation, there is still little understanding
about the role that deregulation and market-based
solutions play in solving environmental problems.
CINTRAFOR has released several studies that address
this issue. One study provides an analysis of the impacts
of forest harvest restrictions on the types of wood
building products produced. “Natural Resource
Legislation in the U.S. Pacific Northwest and its Impact
on the Changing Mix of Forest Products” (RE-35)
includes an assessment of the success of wood-substitute
building products and factors that affect new product
adoption. A synopsis of another CINTRAFOR article
which analyzes the impact of policy decisions on
employment, entitled “The Market Incentive for
Biodiversity” (RE-39) was published in the Journal of
Forestry and is available as a reprint. The authors used
results from the Washington Forest Landscape Manage-
ment project to analyze how employment could be
increased by implementing managed alternatives that
improve biodiversity and other non-timber social values.
Another paper, produced with federal support to manage
forests in a way that would reduce future listing of
endangered species, “The Washington Forest Landscape
Management Project - A Pragmatic, Ecological Approach
to Small Landscape Management” (RE-40), was pub-
lished by the Department of Natural Resources. This
study contains alternatives to manage forest lands for
multiple threatened and endangered species was well as
for timber markets and includes an evaluation of the cost
effectiveness of these alternatives.

The role of market solutions in sustaining tropical forests
was the topic of several papers presented at international
conferences by CINTRAFOR. “A Conceptual Framework
for Assessing Strategic Options to Boycotts: Ghana and
the European Tropical Hardwood Boycott” (RE-38)
addresses the impact of boycotts and includes resuits of a
survey that investigated how forestry firms respond to
these boycotts. A paper titled, “The Role of Marketing in
Promoting Sustainable Trade in Forest Products in
Tropical Regions” (RE-37) addresses how marketing
strategies can be used to expand company knowledge,
develop markets for lesser known species and non-
traditional products, and promote forest sustainability.
Another CINTRAFOR paper which expands upon the
topic of sustaining tropical rain forests is “A Market-
oriented Framework for Introducing Lesser-used
Tropical Timber Species as New Industrial Products”
(RE-36). Based on interviews of sawmill managers in
Ghana, the author suggests various factors that may lead
to market success of lesser-known timber species. *



“Japan” continued from page 1

The joint MITI/JETRO program, in conjunction with the
strong yen, provides a unique opportunity for the U.S. to
increase prefabricated home sales in Japan. The Japanese
market for prefabricated homes and wooden building
materials has tremendous potential for U.S. firms,
particularly those located in the Pacific Northwest (PNW).
For example, prefabricated housing exports to Japan
increased by 51 percent between 1994 and 1995, with 81
percent of these exports originating in the PNW. Despite
these promising figures, Japan is a relatively new market
to most U.S. firms and more information is required
before U.S. firms can fully take advantage of the opportu-
nities that exist in Japan.

This research project was developed to provide a broader
understanding of the Japanese market for prefabricated
homes and wooden building materials and to identify the
problems that exporters must confront in order to
compete effectively in Japan. The objectives of this project
were: (a) to perform a competitive assessment of the
Japanese market for imported prefabricated housing and
wooden building materials, (b) to identify marketing
strategies used by U.S. manufacturers to compete
successfully in Japan, and (c) to identify tariff and non-
tariff barriers that are perceived to adversely impact the
competitiveness of U.S. firms in Japan.

This participants in this research study were identified
from a census of prefabricated housing manufacturers,
export consolidators, and Japanese trading companies
who export products to Japan. The final sample included
66 firms: 51 located in Washington, and 15 in Oregon.
Sixteen of the companies manufactured prefabricated
housing, 34 were export consolidators, and 16 were
subsidiaries of Japanese trading companies. The final
response rate for the survey was 70 percent, with
responses from 75 percent of the prefabricated housing
manufacturers, 79 percent of the export consolidators, and
47 percent of the Japanese trading companies.

Prefabricated housing exporters in Washington and
Oregon can be characterized as small to medium-sized
firms with annual sales of less than $10 million and less
than 25 employees. Most of the firms have exported to
Japan for a relatively short time, usually less than five
years. However, prefabricated housing manufacturers
appear to be quite dependent on the Japanese market for
their overall business success. Approximately half of the
respondents generated more than 50 percent of their
annual sales revenue by exporting to Japan.

Product Prometion in the'lapanese
Building Market

Promotional strategies used by the survey respondents
were fairly limited, a fact which might be attributed to the
small size of the respondents’ firms and limited financial
resources. A majority of the respondents indicated that
they relied on product brochures, word-of-mouth
referrals, and trade shows. More expensive promotional
strategies, such as model homes or product showrooms
located in Japan, were used less frequently than other
strategies.

In general, distribution channels for wood product
exports in Japan are complex and consist of several layers
of intermediaries. However, the results of this research
indicate that many of the prefabricated housing manufac-
turers and export consolidators have bypassed the
traditional Japanese distribution channels. Approximately
half of the respondents indicated that their primary
channel of distribution involves selling their products
directly to Japanese home builders. This strategy provides
these firms with substantial cost savings and helps to
increase the competitiveness of U.S. prefabricated homes
and building materials in the Japanese market.

Most respondents considered developing a strong
personal relationship with their Japanese customers as
one of the most important factors for succeeding in the
Japanese market. This factor was rated as being more
important than any other single marketing factor by each
of the three groups of respondents included in the study.
Other marketing factors perceived to be important
include providing after-sales service, short delivery times,
and providing technical assistance to the customer.

Another important factor in succeeding in the Japanese
market is the importance of modifying the American
made product to fit Japanese tastes and uses. In fact, all of
the prefabricated housing manufacturers and 88 percent
of the export consolidators regorted that they modify
their product to some extent for their Japanese customers.
The most common types of product adaptation include:
changing the design of the home to include a tatami room
and/or a genkan (Japanese-style entryway); utilizing
higher quality materials in products exported to Japan;
and translating product brochures, installation instruc-
tions, and technical information into Japanese.

continued on page 4
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“Japan” continued from page 3

Trade Barriers

{ JAS and JIS product certification of building materials and
the Japanese building code were perceived to be non-tariff
trade barriers that have a substantial negative impact on
the competitiveness of U.S. prefabricated houses and
building materials in Japan (Figure 1). Two other factors,
the difference between U.S./Japan construction technol-
ogy and inefficient transfer of U.S. construction technol-
ogy, were also perceived to be non-tariff barriers that
restricted the competitiveness of U.S. firms in Japan. It is
interesting to note that in many cases U.S. subsidiaries of
Japanese trading companies perceived that trade barriers
have a greater impact on competitiveness than U.S. firms
reported, particularly with respect to the complexity of the
distribution channels in Japan and the import tariffs for
building materials.

Most prefabricated housing units exported from the U.S.
to Japan are manufactured using 2x4 construction
technology. This poses a problem given that most of the
survey respondents reported that Japanese architects,
contractors, and carpenters do not have a strong under-
standing of 2x4 building technology. In addition, many
respondents stressed that Japanese residential contractors
seldom use the construction management techniques that
are widely used within the U.S. residential construction
industry. As a result, construction costs are more than
twice as high in Japan as they are in the U.S. Perhaps more
important from a long-term, strategic market develop-
ment perspective is that this lack of understanding
regarding the U.S. 2x4 construction technology can
adversely impact the quality of 2x4 homes built in Japan
and reduce long-term performance. Japanese consumers’
perceptions of U.S. products or their performance as
substandard could erode the competitiveness of U.S.
prefabricated housing and wooden building materials.

Biodiversity and aesthetics have become increasingly
prominent in public discussion about forest management
decisions and land uses. These values often directly
compete with commodity based forest management and
divide the various stakeholders. The issue of forest
management has become a dividing line between urban
and rural, or timber dependent and non-timber dependent
communities. The question remains: How can forest
managers make equitable forest management decisions
that weigh social values with the economic needs of
several groups? To address this challenge, CINTRAFOR
Ph.D. student Weihuan Xu has designed an approach
called experimental choice analysis (ECA) which weighs
and analyzes environmental and financial considerations
based on public response. Mr. Xu is now looking for
sponsors so that he can complete this research project.

Not surprisingly, survey respondents indicated that
efficient transfer of 2x4 construction technology is an
important component of their marketing approach.
Approximately 85 percent of the U.S firms polled reported
that they include technology transfer in their business
strategy. The three most widely used types of technical
assistance are: providing customers with installation
instructions or product brochures, providing customers
with seminars or on-site technical training, and sending
carpenters and /or construction site supervisors to Japan to
ensure the quality of the construction work. Unfortu-
nately, current Japanese immigration law makes it very
difficult for U.S. contractors and carpenters to obtain the
work visas that are required to work in Japan. When asked
to indicate what strategy would be most effective in
transferring U.S. 2x4 construction technology to Japan,
almost half of the respondents indicated that they favored
providing training for Japanese construction professionals
(Figure 2).

The results of this study indicate that prefabricated
housing manufacturers and export consolidators in the
PNW are strategically poised to take advantage of current
housing policies in Japan that promote imported housing
and building materials. Despite the fact that many of the
participants in these industries are relatively new to the
Japanese market, a large number are already experiencing
success in Japan. In particular, these firms have demon-
strated that they can thrive in the new competitive
environment in Japan by developing strong business
relationships with their customers and partners and
developing distribution channels that bypass the tradi-
tional complex distribution system. Given the growing
Japanese economy, the opportunities for imported
housing and building materials in Japan appear to be
bright. 4

Experimental Choice Analysis:
Balancing Urban and Rural Opinions in
Forest Management Decisions

Recently developed forest landscape management system
models can simulate timber and non-timber forest outputs
for a large number of management alternatives, including
measures of forest structure, riparian restoration, and
habitat, as well as the cost, employment and tax receipts
generated by the management activities. However, these
approaches do not include a method that enables policy
makers to identify and incorporate equitably the differing
values that various groups place on environmental
attributes such as biodiversity versus costs to the public
and impacts on local economies.

By quantifying the relative importance of the values of
different groups of stakeholders using ECA, the landscape
management system models can be used to search for
alternatives that serve the broadest group of stakeholders.
Experimental choice analysis shows how these alternatives
rate according to group, and therefore how policy
decisions may be directed to distribute resources more
fairly.

The respondent sample will be drawn from all counties of
Washington state. Counties will be classified as urban (100
individuals per square mile or greater) or rural (less than
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100 individuals per square mile). A stratified random
sampling design will be used to compare the responses of
urban and rural populations. The two primary strata are
the rural and urban populations, with the rural popula-
tion subdivided into two sub-strata defined by county
dependence on wood products employment. Two sets of
samples from each stratum will be constructed to test the
effect of information asymmetry on respondent evalua-
tion of forest management alternatives. One set of
respondents will receive questionnaires containing
minimal, generally quantitative information describing
the attributes of forest management alternatives. The
other set of respondents will be given questionnaires
containing the same attributes, plus additional descriptive
and background information about the attributes and the
forest management approach that produced these
alternatives.

A minimum of 2,400 questionnaires will be mailed.
Assuming a response rate of 50 percent, approximately
200 questionnaires will be collected from each set of
respondents in each stratum in order to weigh the
opinions of urban vs. rural populations equally.

To apply ECA, groups will be given lists of management
alternatives with their resulting impacts on attributes such
as biodiversity and employment. The forest attributes used
in this study will be derived from results of forest
management simulations west of the Cascades. From this
list respondents will be asked to make choices among
competing alternatives. These choices will be analyzed to
determine the probability that respondents will choose
varying forest management alternatives. The responses
will also be analyzed to determine what incremental
change between alternatives will prompt respondents to
choose one alternative over another. The differing
preferences among stakeholder groups will be identified.
From these choices, resource managers can develop a
quantitative preference structure and estimate total
environmental values of the various groups, each group’s
priorities within the forest management alternatives,
probabilities of choosing each alternative, and the
marginal contribution of each alternative. ¢

(Interested sponsors please contact CINTRAFOR for
further information).




Overview of 1994-1995 Annual Export Statistics

1989-1995 PNW Exports with Comparisons to U.S. Totals
1989 Value 1995 Value %

Product Group (millions) (millions) Change
Primary Wood Products [PNW Exports . $3,165 $2,922 -8%
.S. Exports $5,561 $6,504 17%
PNW Share of U.S. 57% 45% -21%
Secondary Wood Products [PNW Exports 5109 $311 185%
U.S. Exports $768 $1,644 114%
PNW Share of U.S. 14% 19% 34%
Pulp Exports PNW Exports $476 $409 -14%
IU.S. Exports $3,613 $4,647 29%
PNW Share of U.S. 13% 8% -39%
Paper Exports PNW Exports $738 $1,375 86%
[U.S. Exports $4,285 $9,786 128%
PNW Share of U.S. 17% 14% -19%
All Forest Products Exports [PNW Exports $4,377 $5,017 15%
U.S. Exports $14,226 $22,581 58%
PNW Share of U.S. 31% 22% -28%

“Pacific Northwest” is the sum of goods passing through the Seattle and Columbia-Snake River Customs Districts, which include all ports in

Washington and Oregon
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