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Introduction

The world is currently experiencing unprecedented population growth combined with the threat of
climate change. These factors have led to much discussion regarding more sustainable ways of life.
Progressive climate change may lead to crop failure, which may in turn cause food shortages. The
widespread use of plastics is also increasingly shown to be polluting our oceans with microplastics,
making sustainability a topic of particular interest among academia. Although sustainability is
relevant in a wide variety of economic sectors, the influence is especially perceivable in the coffee
industry. The coffee industry has been at the core of sustainability efforts since the inception of the
Fairtrade initiative. The Fairtrade initiative criticized and set out to improve upon the coffee trades’
notoriously poor treatment of local producers, a practice with roots in colonialism (Hoffman 2018,
168). Fairtrade also criticizes the lack of incentives given to farmers to prioritize environmentally
sustainable production. The initiative launched one of the first private labels to be accredited to
products indicating an effort to attempt and improve social sustainability for coffee farmers. This
initiative was first launched in the Netherlands, and the concept has grown and been expanded upon
across the globe (Ingenbleek & Reinders 2012, 462). Coffee is consumed all over the world, and
among these global markets Japan is particularly distinctive. It is one of the largest consumers of
coffee beans, only behind the United States, Brazil, and Germany (“World Coffee Consumption.”
2020). The global demand for coffee continues to increase, while the livelihood of coffee farmers and
the survival of coffee farms are under constant threat due to environmental and economic
fluctuations (Samper & Quifiones-Ruiz 2017, 3). The main goal of sustainability standards as applied
to coffee products is to reduce and ultimately eliminate these issues. The complex supply chain leaves

many issues to be solved and initiatives such as Fairtrade step in to address these issues.

Although often overlooked in research on the consumption of sustainable coffee products, Japan has
historically had a coffee market distinctive in comparison to other major coffee consuming countries.
For example, the consumption of canned coffee beverages has been commonplace in Japan for
decades, peaking in popularity in the 1990s according to statistics by the All Japan Coffee Association
(AJCA, 2019a). However, canned coffee also leads to a significantly higher carbon footprint compared
to other types of consumption (Hassard et al. 2014, 316). Another element that makes Japanese
coffee consumption distinctive is its decade long history of specialty coffee consumption through
kissaten. These are cafes initially inspired by European influences, but which quickly transformed into
a unique concept of their own (White 2012, 29). In comparison to abroad however, knowledge
regarding the value of sustainable consumption is present but takes a different shape in Japan. The
widespread usage of plastic packaging is one such example that draws much criticism. Although it is

reported that Japan recycled 84 percent of the 2018 plastic waste, critics argue that all use of plastic
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should be discouraged due to the danger of microplastics. The seas surrounding Japan are estimated
to have comparatively high levels of microplastics (Inagaki 2020). However, there has been a recent
shift in the Japanese coffee market, with large companies increasingly adding sustainable coffee
products to their line-up. Companies such as UCC Ueshima are promoting their sustainable efforts
on company-owned farms (UCC 2020). This seems to indicate a demand for these products in Japan,
despite education regarding the necessity of sustainability being uncommon (Tanaka 2016, 251). It
could be surmised that rather than analysing current developments in their domestic market, large
companies in Japan are following global trends in coffee. The majority of sustainability initiatives such
as Fairtrade are European in origin, which is often explained as being due to the region’s colonial
heritage and the inequal supply chains that resulted because of it (Hoffman 2018, 168). Although
more briefly, Japan also has a history of colonial influence and foreign relations with coffee producing
countries, and this history continues to influence modern-day supply chains. However, there is little
data on whether this history has been a motivation for Japanese companies to expand their line-up

to include more sustainable options.

The latest trend in specialty coffee, also referred to as the third-wave of coffee, is described as a
revolution in the consumption experience, mainly because it elevates coffee from a beverage enjoyed
for its energizing capabilities to a beverage enjoyed for its flavour and origin not dissimilar to wine
(Boaventura et al. 2018, 255). This development can be credited as a significant step towards
mainstreaming small-scale sustainable coffee, because one of the third waves’ core elements is
traceability to the local coffee producer. The trend is possibly a natural progression on the kissaten
concept already widely popular in Japan. The third wave has penetrated the Japanese market in
recent years, and could also provide an explanation as to why large companies are investing in
sustainable products despite a perceived lack of consumer awareness in Japan. The market share
acquired by these third-wave coffee producers may pose a threat to the profits of larger companies.
To further analyse the sustainable coffee market in Japan a literature review will be conducted. In
order to establish a clear framework this paper will start by analysing prior research on global coffee
sustainability efforts, criticism regarding the various efforts, and the extent to which these efforts
have penetrated the Japanese coffee market. In the next section the focus will shift towards research
into coffee consumption in Japan, and the ways in which historical events have shaped contemporary
supply chains and consumption habits. Finally, the Japanese market penetration of the third-wave
coffee trend will be analysed through existing literature. The existing literature will serve as a
foundation on which to further analyse what is motivating large Japanese companies to invest in the
sustainable coffee market segment. In-depth analysis of primary sources, such as press releases,
news articles, and interviews with stakeholders will be conducted to answer the question: why are

large Japanese companies investing in the sustainable coffee market despite a lack of domestic
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consumer awareness?

|iterature Review

1. How Sustainability is Defined in the Coffee Industry

The topic of sustainability encompasses a wide spectrum of issues, which may differ in applicability
depending on the economic sector that is focused on. Sustainability markers are utilized to specify
and identify broader structural issues facing sustainable food production. Over the past few decades’
initiatives by non-governmental organisations to make food production more sustainable has
mainstreamed awareness of the social, economic, and environmental threats to our favourite
consumer products, particularly coffee. Consumer awareness has been impacted to such an extent
that large producers and retailers now actively adapt their business strategy to incorporate
sustainable products. This was initially a phenomenon in the Netherlands, where two of the leading
sustainability standards, Fairtrade and Utz Certified, were first established in the 1980s. In the
decades that followed the share of certified coffee in Dutch supermarkets and restaurants increased
rapidly (Ingenbleek & Reinders 2012, 463). Ingenbleek & Reinders focus on the Dutch origins of
sustainable coffee certifications, but further reading reveals that this newfound popularity of
sustainable certified coffee rapidly transformed into a worldwide trend reaching countries such as
Japan. Kolk notes that these certified coffees created a new market segment with high projected
growth rates (Kolk 2011, 326). Initially, this was likely the primary motivation for companies to invest.
As the sustainability trend grew increasingly popular in the 1990s, the Japanese government
introduced an organic certification system for coffee in 2001 (Sakagami et. al. 2006, 247). Sustainable
products are increasingly common in Japan according to Tanaka, but his research concludes there is
still room for improved education among younger Japanese people to increase general awareness of
its benefits. He argues that further elaborating on issues such as the inequal supply chains might
increase the popularity of sustainable products (2016, 251). Rather than education, | would argue
that a larger market presence through large company adaptation has the highest probability to lead
to increased awareness of sustainability issues. However, it ultimately depends on how this
information is conveyed by the companies. One could argue that the extent to which sustainable
standards are adopted by suppliers of finished coffee products (such as coffee shops, retail stores,
and roasteries) depends primarily on large company cooperation as they have the largest influence
on the market. In the early 1990s up to 75% of all coffee was imported through large trading
companies in Japan (Nakamoto 1990, 5). In the decades that followed a number of large companies
have created their own sustainability programmes. For example, large companies in Japan such as
UCC (Ueshima Coffee) and Starbucks Japan proudly promote their sustainability efforts on their
websites (UCC 2020)(Starbucks Japan 2020). These larger companies are increasingly leveraging

sustainability as a marketing tool.



The aforementioned high projected growth rates of the sustainable coffee market likely provide a
tangible motivation for large companies to invest, but a lack of general awareness among the
Japanese population raises questions on the actual returns on investment. The visibility of
sustainable products either through labels or marketing might also influence consumer awareness.
Although in Japan most larger coffee producers now run their own internal sustainability programmes,
sustainable certification agencies operate independently and certify a wide variety of products (with
a strong focus on coffee) and can therefore be considered more recognisable. These certifications are
commonly used worldwide, and each have their own unique strategy. Also known as “Voluntary
Sustainability Standards (VSS)” these labels provide coffee growers a new avenue through which to
differentiate their products (Samper & Quifiones-Ruiz 2017, 3). In four papers consulted, the most
commonly highlighted standards were the Fairtrade, Utz Certified, and Rainforest Alliance initiatives.
Three papers also mentioned Organic certification as a measure of sustainability. Finally, one paper
mentioned the Shade/Bird Friendly initiative (Raynold et. al. 2006, 152). Fairtrade was the first
standard to gain global awareness, and also the first to be introduced to Japan (‘7 =7 F L — F
¥ x X &t ”2020). Ingenbleek & Reinders write about the establishment of Fairtrade under the
name of Max Havelaar in the 1980s in the Netherlands, and the challenge the organisation initially
faced in convincing large companies to adopt the label (2012, 464). If the large company focus in the
Netherlands is any indication for the strategy employed by Fairtrade in the Japanese market, it might
help explain partly why large Japanese companies increasingly invest in sustainability. Furthermore,
Hoffman describes how the name Max Havelaar is inspired by the name of a Dutch book released in
1860 that exposed major colonial abuses on coffee farms in Indonesia (2018, 168). This portrays how
the coffee industry has a long history of inequality dating back to the colonial era and might explain
why coffee in particular is a focus field in sustainability research. However, this possible correlation
between a colonial heritage and demand for sustainable products is not strongly highlighted in the
existing literature. The popularity of Fairtrade inspired the establishment of ‘competing’ sustainability
standards, such as Utz Certified. This NGO is also based in the Netherlands, which allegedly lead to
competitive tensions between the two organisations (Ingenbleek & Reinders 2012, 465-469). Unlike
Max Havelaar and Utz Certified, the Rainforest Alliance was established in New York and did not
initially focus solely on coffee production (Kolk 2011, 328). Overall, all three organisations have grown
to acquire a global reach, and continue to lobby primarily large companies to adopt their respective
sustainability standards. The labels granted by these organisations can now be found on coffee

packaging globally, including in supermarkets and cafes across Japan.

The efforts by these organisations have made consumers increasingly aware of economic, social, and

environmental consequences of their consumption habits, as argued by Samper & Quifiones-Ruiz
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(2017, 3). Coffee in particular makes a suitable case study for sustainability issues, as there are
tangible issues related to each of the three sustainable markers. These markers can be used to
identify sustainability trends in the Japanese markets, and are therefore useful to highlight. In
economic terms, the livelihoods of coffee producers are in constant flux due to unpredictable coffee
market prices, and ultimately only 1 to 3 percent of total profits go to the farmers (Tanaka 2016, 34-
35). This baseline price for coffee is also known as the C-price, and is the price of commodity coffee
traded at the New York Stock Exchange. This causes the price to change on a daily basis, engendering
high degrees of uncertainty among local growers (Hoffman 2018, 42). In social terms, especially in
producing countries that strongly depend on the coffee trade, communities can be negatively
impacted due to changes in the local supply chain, for example when a local trader goes bankrupt
(Anh & Bokelmann 2019, 12). In environmental terms, the coffee plant is often highlighted as being
extremely sensitive to progressive climate change. However, recent research suggests the influence
of climate change might be exaggerated (DaMatta et. al. 2018, 167). There is an ongoing debate on
whether the coffee rust epidemic is caused by the genetic evolution of the microorganism, or by
progressive climate change. Regardless, the coffee plant continues to be highly susceptible to
environmental influence, and research is still ongoing (Amico et. al. 2019, 491). Crop failure greatly
impacts farmers worldwide, for example in the Blue Mountain region of Jamaica which exports the
vast majority of its production to Japan (Guido et. al. 2018, 255-258). This reveals that the coffee
trade is threatened on many different levels, and a lack of sustainability measures might lead to dire
consequences such as disturbances in the supply chain and crop failure, affecting consumers in Japan.
Therefore, it is valuable to identify whether these threats are sufficiently conveyed by NGOs and
Japanese coffee producers to their consumer base. However, even if properly conveyed, consumers

might question the true effectiveness of purchasing sustainable products.

It is important to remember that despite the large amount of literature promoting sustainability
efforts, there is also a large body of criticism regarding the effectiveness of third-party labels such as
the ones discussed. Kolk notes that only “consumers that are involved and aware’’ of these labels are
going to alter their consuming patterns. He also sheds light on the greater question of whether
“commercialization and consumption’ of the labels is the correct approach to rectify sustainability
issues (Kolk 2011, 335). Samper & Quifiones-Ruiz elaborate on this point, noting that critical voices
describe the labels as “limiting the local scope of decision making” and increasing the cost for
growers to adhere to the sustainability standards. Furthermore, they describe the labels as often
being used “as a form of protection of brand reputation” (2017, 5). Although these criticisms focus
on a macro scale, there is also similar evidence on a micro scale. Coffee is commonly produced in the
southern hemisphere, and predominantly consumed in the northern hemisphere. Therefore, the fact

that coffee production spans such a large area of the earth south of the equator also indicates that
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the effectiveness of sustainability efforts varies greatly depending on which area is focused. The
research by Guido et. al. into crop failure in Jamaica is one example of its limited effectiveness (2018,
255-258). Research into the effectiveness of sustainability standards for Vietnamese coffee farmers
also garners mixed results, especially when focusing on economic markers (Anh & Bokelmann 2019,
16). Although environmental pressures are significantly alleviated through eco-efficient farming,
these effects also have a tendency to converge over time when compared to traditional coffee farms
(Ho, Hoang, et. al. 251, 2018). Finally, research into Brazilian farmers reveals that while sustainability
efforts are increasing, there need to be demonstrable benefits to convince farmers into making the
necessary adjustments which can be costly. Monetary incentives are likely to remain the strongest
motivator for farmers to make their production more sustainable, and therefore sustainability efforts
are correlated to demands in consumer markets (Benami 2018, 94). All of the problematic cases
highlighted in the critical literature above can ultimately be argued to be tightly intertwined with the
supply chains and market demand that established them. Higher demand in consuming countries

reflecting in local benefits is likely to increase sustainability efforts among local coffee growers.

It is to the north of the equator where coffee consumption continues to experience its primary
popularity and, in many markets, nearly unbridled growth. The sustainability effort is becoming
increasingly mainstream, as an increasing number of large companies are pressured into adopting
certified coffee into their product line-up. It is important to note however that crediting companies
for their corporate responsibility is likely an oversimplification; out of all coffee market segments
certified specialty coffees have the highest growth rates and are increasingly in demand (Kolk 2011,
326). Therefore, while the benefits for local farmers are under continuous debate, large producers
and roasters are witnessing increasing profits and demand. Over the last decade the focus on
specialty coffee has transformed the coffee industry, especially among the largest coffee consumers;
the United States, Europe, and Japan. Over recent years Brazil has also become one of the largest
coffee consumers, while simultaneously being one of the largest coffee producers. Developments in
this market may also shape sustainability efforts (Benami 2018, 94). Although described above is only
a fraction of the greater issues within the global coffee supply chain, they serve as examples of what

sustainability standards intend to rectify or in the very least improve.

2. Sustainability Certification in the Japanese Coffee Market

There are a number of excellent overviews highlighting the differing approaches of the largest
sustainability standards. Most of these overviews are based on research by Consumers International
in 2005 (23), but some also base their information on first-hand accounts by employees of the non-
governmental organisations (NGOs). The existing literature consulted generally does not focus on

which standards are present in the Japanese market, therefore requiring a more in-depth analysis of



the various standards. For the purpose of this paper the standards discussed were confirmed to be
present in the Japanese market. This section will contain a short summary of existing literature on
each sustainability standard, highlighting their methods and approach, and finally an analysis to
determine which of the discussed sustainability markers (economic, social, and environmental) they

are mainly focusing on.

Fairtrade is the oldest certification, and differentiates itself through their efforts to provide liveable
wages for coffee farmers, this is done by working with cooperatives and setting a minimum price for
primary producers (Raynolds et al. 2006, 464). Through this approach they address both economic
and social issues. However, a common critique of the Fairtrade standard is that the requirement for
farmers to be part of a cooperative makes traceability difficult, and disincentivizes the farmers to
increase the quality of their coffee, instead focusing too much on commoditisation of the product
(Hoffman 2018, 44). The benefits clearly outweigh the negatives for producers involved, but critics
do note that what Fairtrade promises does not always align with reality (Weber 2007, 115). Fairtrade
was also the first standard to establish itself in Japan in 1993, and while working with a variety of

companies, their main focus remains coffee (“7 =7 F L — F Y ¥ X & X ” 2020).

Certified
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FAIRTRADE

Figure 1: Fairtrade, Rainforest Alliance, Utz Certified, Organic JAS logos.

Utz Certified and Rainforest Alliance originated as separate entities. However, the two organisations
officially merged in 2018 “in response to the critical challenges facing humanity: deforestation,
climate change, systemic poverty, and social inequity”’. The newly merged organisation will continue
under the name Rainforest Alliance (“About Us.” 2018). The organisations both differentiated
themselves from Fairtrade by not providing a minimum price guarantee for farmers, but instead
focusing stronger on allowing producers to diversify themselves through the label. There are clear
environmental and social requirements to use the labels, and systems to aid producers in achieving
these requirements (Ingenbleek & Reinders 2012, 464). The first Rainforest Alliance products were

soldinlJapanin1998 (“V 4 ¥ 74+ LA+ T 7 4 7 v RITDWT” 2011).

Organic does not refer to one unified organisation, but is instead composed of private certifiers
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regulated by the state, and accredited by the overseeing organisation IFOAM, or the International
Federation of Organic Agricultural Movement (Raynolds et al. 2006, 464). It does also not just limit
itself to coffee, but to all food sectors. In the case of Japan, the Japanese Agricultural Standard (JAS)
system provides certification along similar criteria. Established in 2000, the organic JAS label is
completely overseen by the Japanese Ministry of Agriculture, Forestry, and Fisheries and regulated
through accredited certification bodies (Partap et al. 2010, 113). In all cases, organic certified farms
strive to produce goods in harmony with nature, through the usage of verified sustainable agriculture

systems (Hoffman 2018, 44).

The majority of existing literature that was consulted for the above overview base their information
on the 2005 research by Consumers International, which is already significantly outdated due to the
fact Rainforest Alliance and Utz Certified merged in 2018. Therefore, it is important to reference
updated materials when attempting to map the share of these certifications in the Japanese market.
This information can be utilized to determine how large the market share of these standards is in
Japanese large company product line-ups. Although all of the above certifications are present in the
Japanese market, there is very little recent research on their exact market share and the general
customer awareness. The organic JAS label is seemingly the most common, and therefore also
accounts for the highest customer awareness in Japan. Research from 2006 indicates that customers
were willing to pay an additional fee for JAS certified organic products, but this willingness was
trumped by the willingness to pay for ‘freshness’ and a desirable ‘country of origin’ (Sakagami et. al.
2006, 247). The JAS certification was introduced for coffee in 2001, and was initially plagued by
incoherent communication and confusion among farmers on how to be eligible for the certification.
This led to large amounts of imported certified organic coffee to be sold as non-organic products.
However, according to Giovannucci & Koekoek, the market quickly adjusted and by 2002 the number

of organic certified coffee sold in Japan had more than tripled (2003, 135).

It has been twenty years since the introduction of the organic JAS certification, and despite its
troublesome start domestic organic production is seeing an upswing in recent years according to
Nakajima. Although Japanese agriculture is shrinking due to an aging population, according to a 2015
census organic production continues to grow and is spearheaded by a distinctively younger
population segment (Nakajima 2017, 29). However, although the participation of younger people
reveals possible sustainability trends, this data is not applicable to organic coffee as this is almost
exclusively produced outside of Japan. As a result, little updated data exists on the exact market share
of sustainable certified coffee. It is interesting to note however that these sustainability initiatives are
primarily spearheaded by younger generations. The history of coffee in Japan involves large

companies that control the entire vertical production chain, and their business decisions can provide
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some insight into the larger market trends.

3. The History of Coffee in Japan

The history of coffee consumption and cultivation in Asia is tightly intertwined with colonial influence.
This influence is also largely what kickstarted the sustainability efforts by Fairtrade, and therefore
may provide insights into tangible motivations for Japanese company motivations to invest in this
market segment. Hoffman writes that the original introduction of the coffee bean was through the
Dutch colonial oppressors, who recognized the Indonesian climate as suitable for coffee cultivation.
Indonesia thus became the first country on the eastern edges of Asia to produce coffee, outside of
Arabia and Ethiopia, and numerous slaves worked the farms. The establishment of Max Havelaar was
directly inspired by the identically named novel which depicted these harsh labour environments.
Hereafter, the Dutch East India Company transported large quantities of the raw product, the coffee
bean, back to Europe and to other colonial strongholds throughout their extensive global network
(Hoffman 2018, 168). It is thought that through this network, the coffee bean also arrived upon
Japanese shores in possession of Dutch traders (White 2012, 94). Japanese writings on coffee can be
traced back to the late 17t century, when it was formally introduced by these Dutch traders who
were stationed off the coast of Japan in the port city of Nagasaki. Records indicate that these traders
would present a ‘black liquid’ to local Japanese shogun or feudal lords as a gift. The early reception
of coffee was reportedly lukewarm, and the small sample of tasters described the substance as bitter
and unsatisfactory (White 2012, 94-96). However, coffee continued to find its way into Japan through
the Dutch traders. The drink slowly grew in popularity, and by the 1880s became a symbol of Western-
style modernity. This period in Japanese history known as the Meiji period was particularly defined

by the fact Japan opened its borders to larger amounts of foreign trade.

The extensive network of colonial powers such as the Dutch traders were also the catalyst for the
introduction of coffee to the South Americas. The establishment of Brazil as a major coffee producer
was a significant stepping stone for the foreign relations of the country, especially those with Japan.
Coffee was first shipped over to Brazil from French Guinea in the 18t century, and by the 1850s Brazil
accounted for over half of the global coffee production. This transformation was again strongly rooted
in colonialism, and required large amounts of slave labour to realize (lijima 2011, 4). At the end of
the 19t century Brazil accounted for 80% of the global coffee production. Simultaneous to this
development a global movement to abolish slave labour stipulated the Brazilian coffee production
now predominantly relied on foreign workers from Germany, Italy, and Japan. In the early 20 century
thousands of Japanese labourers moved to Brazil to work on coffee farms, attracted to the continent
by a promise of high earnings and a stable life. However, the arrival of Japanese labourers was quickly

followed by a crash in the coffee market, leaving them in difficult circumstances. Ultimately, in the
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1930s many of the Japanese immigrants moved away from coffee farms, and diversified their position
in Brazilian society (lijima 2011, 7-10). In total however, approximately 35,000 Japanese made the
voyage between 1908 and 1924 (White 2012, 99). On the other side of the Pacific, the Japanese
empire was experimenting with coffee production within its own borders (lijima 2011, 14-17). During
the course of these developments, coffee was gathering mainstream appeal in the domestic Japanese
market. Therefore, while the Japanese empire was a colonial power in the Asian territories, Japanese
nationals were simultaneously subjugated to harsh labour circumstances outside of their home
country. This reveals that although Japan has a colonial legacy similar to that of other coffee
consuming countries, depending on which continent research is focused, its people were both the
suppressor and the suppressed. One could also argue that the Japanese empire was too short-lived
for its legacy to have a lasting impact on modern consumer awareness. However, the modern import
trends of coffee in Japan continues to be greatly influenced by the supply chains that were
established during this period from the late 19™ century to the early 20* century. An analysis of
import statistics reveals that approximately 60% of imports continue to be sourced from countries
such as Brazil, Indonesia, and Colombia (White 2012, 104). These supply chains continue to influence

contemporary consumption trends in Japan which strongly values the country of origin.

4. Coffee Consumption & Supply in Japan

In contemporary Japanese society, coffee consumption is strongly rooted in Japanese daily life, and
coffee beans are imported into the country in large volumes. Recent numbers by the International
Coffee Organisation (ICO) reveal that Japan is the third largest coffee importer after the European
Union and the United States respectively (“World Coffee Consumption.” 2020). The common
assumption is that Japanese consumers are more inclined towards tea consumption compared to
coffee. However, statistical analysis refutes this view, delineating Japan as a country where coffee is
consumed in large quantities on similar levels to tea (Ito 2006, 62). Ito’s research is already over a
decade old, but recent numbers continue to back his claim. Specifically, Japanese consumers
consumed 102,186 tons of green and black tea, compared to 470,213 tons of regular and instant
coffees (AJCA 2019b). Even when accounting for the fact that one average cup of tea requires less
soluble material than a cup of coffee, there is a clear demarcation of coffee as a popular widely
enjoyed beverage. Furthermore, coffee consumption has significantly higher growth rates than green
tea (which is shrinking) and black tea (AJCA 2019b). This makes the Japanese coffee market highly

valued and competitive, including by companies that are not primarily in the coffee business.

Although regular and instant coffee are particularly popular in Japan according to data by the All
Japan Coffee Association (AJCA) data, what makes the Japanese coffee market particularly unique is

the significant supply and demand for canned coffee products (Hassard et al. 2014, 311). Hassard
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argues that this market in particular has a comparatively high carbon footprint (2014, 316). Therefore,
the degree to which a company invests in canned coffee products can be argued to indicate a lack of
sustainability. Nearly all Japanese coffee market research such as those conducted by AJCA and Nikkei
divides the market into three segments: regular, instant, and canned. Regular referring to beans and
its ground material, instant referring to processed instantly dissolvable materials, and canned to
liquid coffee ready-to-drink in cans. Hassard et al. criticizes this approach, as it does not account for
ready-to-drink liquid coffees (such as those in cartons and PET bottles and siphon brewing methods
(2014, 311). However, | would argue that since siphon brewing uses regular coffee in its brewing
process, it is consequently not a good example of an alternative market segment. The canned coffee
market in particular is dominated by large company interests competing under various brand names
with products sold only in the Japanese domestic market. For example, the Coca Cola Company is
market leader and sells canned coffee under their Georgia brand. Following this lead are companies
such as Suntory, which actively markets its Boss coffee brand. However, when compared to regular
and instant coffee, canned coffee is witnessing a downwards trend in popularity since its peak in the
1990s (Kimura & lwatubo 50-51, 2010). There is little existing literature on the possible correlation
between canned coffee losing popularity and an increase in sustainable efforts. In order to determine
which companies are involved in the coffee market, the following overview summarizes larger

Japanese companies and what market sectors they are focused on:

Company Name Coffee Type Strategy

UCC Ueshima Coffee Regular, Instant, Canned | Multifaceted, varied line-up

Key Coffee Regular Regular coffee focus

Unicafe Regular Regular coffee focus

Tokyo Allied Coffee Roasters Regular Regular coffee focus

Ajinomoto AGF Regular, Instant Initially instant coffee focus to wider
Nestle Japan Instant Instant coffee as part of line-up
Coca-Cola Japan Canned Canned coffee as part of line-up
Suntory Canned Canned coffee as part of line-up
Dydo Drinco Canned Initially canned coffee focus only
Kirin Beverage Company Canned Canned coffee as part of line-up
Asahi Soft Drinks Canned Canned coffee as part of line-up

Figure 2: Data accumulated by Kimura & Iwatubo (2010)

The data above is a decade old as of the writing of this paper. It is important to analyse whether there
has been a large shift in focus of these large companies over the past decade. For example, an

interesting trend that can be observed in 2010 is that canned coffee is most commonly incorporated
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into the line-up of companies that already had a priorly existing beverage line-up such as Coca-Cola
Japan. It was established that demand for canned coffee is decreasing, so these companies might
have diversified their coffee product line-up in recent years. Although much of the preceding
literature has focused on the raw material needed to make coffee, there has also been a large shift
in how the final product, a cup of coffee, is served to paying customers. Kurosaki describes the
significance of convenience store chains entering the coffee serving market and the impact this has
had on large companies in the industry. Over the past decade nearly all Japanese convenience stores
and a large number of supermarket chains have entered the coffee market. The convenience stores
collaborate with large trading companies to source the beans and offer comparatively cheap cups of
coffee to customers (2015, 4). The popularity of this serendipitous relationship has had a profound
impact on the business strategy of large companies, because it opened up a large new sales outlet.
The convenience stores and large companies continue to explore new ways to diversify their product
line-ups, and specialty coffee seems to be an important element in their recent marketing strategies
(Kurosaki et al. 2015, 4). The continuing growth rates in the coffee market, including the
diversification offered by sustainability standards, make it very likely that the Japanese coffee market
continues to grow and transform. The average Japanese coffee drinker is now likely to purchase their
daily brew from the nearest convenience store, a big shift from prior consumption patterns which
largely relied on coffee shops and cafes. However, despite the significance of the convenience stores’
entry into the Japanese coffee market, this alone does not sufficiently describe the full scale of

transformation undergone by coffee-serving retail fronts.

5. Third-Wave Coffee & Japanese Kissaten

The Japanese coffee industry has always been strongly influenced by global trends. From its inception
in Japan coffee was served in European style cafes referred to as kissaten in the early 20t century.
This was followed by American Starbucks-style glocalization at the end of the century; a trend which
was quickly embraced by the masses. The industry is in a constant state of transformation, and
sustainability is one of its most recent trends. The most recent transformation in the global coffee
consumption is commonly referred to as the third-wave coffee movement. The history of the coffee
industry is divided into three distinct ‘waves’, which indicate new major developments and trends.
This term was first coined by barista Trish Skeie, in a guide published by the Specialty Coffee
Association of America. The first wave is said to have started around the second half of the 19t
century (Ott 2017, 6), when the major consumption and subsequent commoditization of coffee first
started. This resulted in generally poorer quality coffees (Boaventura et al. 2018, 255). The second
wave started around 1970 and accompanied the establishment of companies such as Starbucks (Ott
2017, 6). For the first time the focus shifted towards sourcing high quality coffee and traceability to

the initial producer, and providing this in a convenient and standardized environment (Boventura et
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al. 2018, 255). We are currently in the third wave, characterized by a shift in the consumer experience.
Whereas the second wave already characterized itself by an increased focus on quality, the third wave
put coffee on a similar level of connoisseurship as wine (Rosenberg et al. 2018, 205). First starting in
Norway and quickly spreading across the United States in the 1990s, specialty coffee consumption in
the third wave puts a strong focus on slower ‘manual’ (perhaps traditional) methods of preparation
rather than costly equipment that can produce coffee at the press of a button (Ott 2017, 7).
Furthermore, there is a strong focus on traceability to the initial producer; highlighting how the
producers’ unique methods translate to the flavour found in the final product is key. In this approach,
coffee is not regarded as a finished drink, but as a fruit (Rosenberg et al. 2018, 203). Here again we
can see the similarity to wine, which is also fruit-focused. The literature fails however to mention the
significant role of Japanese consumption methods in this movement. The third wave coffee
movement has been widely embraced by local coffee shops worldwide, and especially in major

Japanese cities is slowly gravitating towards the mainstream.

The Japanese coffee industry is thought to have developed along similar lines, although with a delay
of a few decades. Important to note is that in between these decades Japanese society was
developing a unique hybrid coffee culture of its own. The current popularity of the third wave coffee
movement in Japan is by no means a coincidence, and the influence of Japanese coffee culture cannot
be overstated when analysing the movement. The Blue Bottle Coffee Company is one of the major
success stories within the third wave movement, and its founder James Freeman largely credits
Japanese coffee brewing practises as its inspiration. In his book he describes that slower manual
preparation methods using a pour-over kettle and paper filters were already commonplace at the
UCC Ueshima Coffee Company headquarters in Kobe, Japan in 2007 (Freeman 2012, 72). He also
praised the Nel drip preparation method, which uses a flannel filter rather than paper, which dated
back to 1920s in Japan, but only recently found a resurgence in popularity in the United States (2012,
84). Furthermore, it is in Japan where the method of siphon brewing was developed into an art-form,
inspiring Blue Bottle to open a Japanese-style siphon coffee bar in San Francisco in 2008 (2012, 94).
Freeman does not make particular claims about how this Japanese influence shaped the third-wave
movement, but its influence is palpable. As a result, although not frequently highlighted in the
existing literature, it can be argued that Japanese coffee culture either directly or indirectly inspired

and largely defines the third-wave coffee movement.

The Japanese inspiration is not limited to the preparation methods. Freeman’s suggestions on coffee
equipment also reveals that there are a number of Japanese coffee equipment manufacturers
popular in third wave coffee production, most notably Hario and Kalita (2012, 72). The demand for

reproduceable and consistent flavours as part of the third wave has made coffee brewing increasingly
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data-driven, and Hario responded to this demand by selling their highly popular coffee dripper in
combination with an electronic scale in 2012 (Kurosaki et al. 2015, 18). It is therefore not surprising
that in their work about the recent coffee revolution, Kurosaki et al. describe the third wave as a
familiar sight to any patron of traditional Japanese kissaten. The act of carefully brewing each coffee
diligently through manual methods is a staple of the Japanese café experience (2015, 16). The
practice was already commonplace in Japan over the past century, preceding the historical division
of the coffee industry into three distinct waves. Furthermore, Merry White describes how the import
of coffee to Japan, or more specifically its purchasing trends, set itself apart from other countries
early on. This is mainly due to its long history of strongly focusing on the purchase of specific regional
varieties, such as Jamaican Blue Mountain coffee, and Hawaiian Kona coffee. Interestingly however,
writings on the third-wave coffee movement fail to identify this focus on traceability as something
inspired by Japanese coffee culture. This might be because although the origin country of the coffee
was considered vitally important, complete traceability to the local producer as lauded in the third-
wave movement was less strongly a focus of Japanese consumers. However, the trend of single origin
import continues in Japan. For example, in 2012 around 93 percent of the Jamaican crop was sold to
Japan, and almost exclusively to UCC Ueshima Coffee (White 2012, 106). In recent years, a large
number of micro roasteries have opened across Japan, aiming to continue this trend of providing

traceably sourced coffees. This time complete traceability is the default.

These micro roasteries usually purchase the raw green beans directly from local producers, and roast
them according to their in-house specifications. It is incorrect to say however, that the recent
developments in coffee consumption and the rise of micro roasteries in Japan, or more specifically
the third wave, is simply a re-import of Japanese coffee culture. Although traceability has been
uniquely valued in Japan as pointed out by White, Kurosaki et al. note a key difference between
Japanese coffee culture and the ‘re-imported’ third wave movement. Japanese baristas did not work
on the basis of determined parameters, they simply provided what matched their subjective personal
standards. This technique and preference were then passed on to apprentices, but there was no
standardization of the sourcing and production process. Contrarily, the new third wave movement
works along objective quality parameters for the final resulting cup of coffee. In order to achieve a
satisfactory result three components are considered: the quality of the beans, traceability to the
initial producer, and the sustainability of the production (Kurosaki et al. 2015, 18). Although it is quite
possible that the micro roasteries in Japan stock coffee that could qualify as sustainable, the small
scale of these third wave coffee shops in Japan and consequently the smaller size of its local partners
makes it unlikely that sustainability certification is granted to all of its coffee. The shops often build
direct connections to the local producers, completely circumventing the supply chains established by

large trading companies. This has the potential to lower the barrier of entry into the sustainable
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market segment for local coffee growers, particularly growers and farms that are not part of a
collective (such as required by Fairtrade) or do not qualify for particular standards due to a lack of
financing. The third-wave movement has the potential to provide an avenue through which
sustainable coffee sourcing becomes lucrative for smaller producers as well. Although when analysed
on a case-by-case scale the sustainable impact is smaller, the perceived benefits have the potential
to convince a large number of farms to make their production more sustainability incrementally

leading to positive change.

Methods

The coffee market in Japan has witnessed nearly unbridled growth over the past few decades, and as
a result the share of sustainable certified coffee has grown as well. Although critics highlight
misconceptions and problems with the popular sustainability certifications, research does indicate
that the guarantee of minimum wages combined with the ability to differentiate their produce has
been a strong incentive for local farmers to reconsider their producing methods. The Japanese coffee
market in particular has strong potential to drive this sustainability trend forward. The large
companies often manage vertical supply chains, giving them full control over sustainability efforts.
These companies also differentiate themselves from foreign competition due to their packaging
choices; canned coffee being particularly non-sustainable. Furthermore, historical trade agreements
centred around coffee has largely shaped the Japanese diaspora and the initial harsh circumstances
these emigrants faced might motivate consumers to choose coffee produced in better labour
conditions. This research will attempt to provide an overview of the sustainable coffee market in
Japan and what is driving companies to include sustainable coffee in their product line-up. The
overview of large Japanese companies with products in the coffee market by Kimura & Iwatubo will
be utilized as an initial framework and expanded upon. The initial step will be to include possible
newcomers in the overview, and analyse how the sustainable business strategy of the listed
companies has evolved. Furthermore, the share of sustainable coffee in each company’s product line-
up (as certified by relevant NGOs) as compared to conventional non-certified products will also be
assessed, along with any possible internal sustainability programmes. Public statements and data on
why investments in the sustainable coffee market were made will be analysed through primary
sources. This information will be gathered through press releases, public interviews, and where
possible through fieldwork in a variety of Japanese retail outlets. All the certifications discussed in
the literature review will be taken into account, and also updated to account for new developments
such as company mergers and criteria changes. Where possible, attempts will be made to correlate
sustainability efforts of large companies with customer demand, using domestic sales data to further
illuminate tangible motivations for investing in sustainable coffee. Furthermore, internal company

initiatives will be analysed for third-party verification to ensure non-partial data.
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The existing literature also revealed a recent development among small-to-medium sized (SME)
coffee suppliers. A growing number of small-scale coffee shops and micro roasteries in Japan are
supplying non-certified coffee, which could be classified as sustainable. Their lack of certification is
primarily due to the smaller scale of their operations, but depending on their sourcing criteria it could
be argued that ‘third wave coffee consumption’ is providing new opportunities for local producers to
differentiate themselves similar to what sustainability standards offer. The question that will primarily
be focused on is whether this third-wave coffee trend has influenced large company sustainability
efforts, or if the influence was reversed. A mapping of Japanese coffee shops that can be classified as
supplying ‘third wave’ coffee will accompany this research. The specific type of shops that qualify will
be small-scale coffee shops that provide non-certified coffee beans, but publicize the following three
data points in order of importance: traceability (country of origin), sustainability information, and
quality (tasting notes) on the beans they provide. An overview will be made of coffee shops that have
public information on the origins of their products, and a quantitative analysis will be conducted using
websites, newspaper articles, and magazines. In order to determine the influence of the third-wave
coffee movement on sustainability efforts in Japan the year of establishment of these coffee suppliers
will be compared to the timing of large company investments in the sustainable coffee market. Finally,
there will be a particular focus on successful SME-sized micro roasteries that have expanded to chain-
store formats. There will be an analysis on whether a correlation can be established between the

successful companies and their sustainability efforts.

Research

1. A macro analysis of the Japanese sustainable coffee market in 2020

The existing literature repeatedly describes the Japanese coffee market as one of the largest in the
world. Itis distinctive partly due to its continuous growth, but also due to its long history of embracing
a variety of consumption methods. The continuous growth of the Japanese coffee market can be
confirmed through statistical analysis. The AJCA releases monthly reports containing a statistical
analysis of raw, instant and elixir coffee imports into Japan divided by country of origin. Taking the
month of October as a benchmark, 2019 accounted for an approximate 11.67 percent increase in
kilograms of raw coffee imported as compared to the previous year (AJCA 2019c). However, 2020
marked a considerable challenge due to the economic effects of the COVID-19 crisis. The raw coffee
imports into Japan from October 2019 until October 2020 accounted for a decrease of approximately
11.57 percent when compared to the previous year (AJCA 2020a). According to the ICO the global
coffee demand decreased by an estimate of 0.9 percent as of November 2020 (“World Coffee
Consumption.” 2020). Although demand does not immediately correlate to import numbers, it does

highlight that comparatively the impact on the Japanese market is quite significant. The extent to
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which the Japanese coffee market in 2020 is affected by the COVID-19 crisis is not yet fully understood,
but due to restrictions on movement it is likely that on a global scale home brewing and take-out
options have increased in popularity where the popularity of cafes has decreased. The popularity of
kissaten and cafes in Japan might explain this disparity as instead of embracing alternatives
consumers might simply decrease their coffee consumption altogether. The imposed movement
restrictions not only affect consumers; during the initial lockdown in the first half of 2020 producers
especially in landlocked countries struggled to get their shipments across border lines. The shipments
that did manage to arrive at their destination were primarily micro lots shipped through air freight,
which provided some higher quality producers an avenue for income (Roberts & Carias 2020). As
established in the literature review, these micro lots are often purchased by third-wave coffee shops
in the form of a direct transaction. The shock of the COVID-19 crisis might need its own sustainability
measures to ensure the survival of coffee producers, as an overwhelming majority indicate the
pandemic will affect them in the long-term (Cadena & Pollo 2020). The main focus of the 2020 annual
International Coffee Day held on October 1%t was ‘Coffee’s Next Generation’ in order to support the
people whose livelihood is under threat as a result of the crisis (“International Coffee Day”’ 2020).
This context is important as it might influence the results of the research conducted, especially

considering the possible impact on luxury coffee markets.

Specialty and certified sustainable (luxury) coffee markets are shown to be equally influenced by the
COVID-19 crisis. The ICO predicted in May that the economic recession is likely to cause a shift in
demand from luxury coffees to alternatives in a cheaper market segment. However, it should be
noted that due to the inelastic nature of coffee it might take time for the true effects on consumer
demand to materialize. This primarily depends on the “household savings and social safety nets”
available to consumers (Hernandez et al. 2020). The Sustainable Coffee Association of Japan (SUSCAJ)
has not released any market data reports since the start of the COVID-19 crisis. However, they
regularly release a web magazine named ‘Coffee Business Frontline’ which focuses particularly on
sustainable development goals (SDGs). The annual conference organized by the Specialty Coffee
Association of Japan (SCAJ) was due to be held in October, but was cancelled due to concerns over
the COVID-19 pandemic (SCAJ 2020). Nevertheless, their 53rd annual “Coffee Salon’’ event was held
on a virtual basis in early December. The 2020 edition was completely focused on the effects of the
crisis on producers in Hawaii, Brazil, and Indonesia and provided a platform for Japanese coffee
suppliers to discuss SDGs and threats to local producers. The spread of coffee leaf rust in Hawaii was
also discussed, in addition to the effect of the crisis on coffee demand in Switzerland (SusCAJ 2020).
The general consensus among suppliers remains that the true effects of the crisis are yet to be felt,
but an important take-away is that the more dire consequences may take until the next harvest to

materialise, as many coffee producers were faced with difficult labour circumstances as a result of
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social distancing requirements. The effects of possible crop failures will not have an impact for the
immediate future, but will affect the market in the coming years. Conversely, the difficult situation
has also given rise to innovative ideas, such as the production of masks using fibre produced with
recycled coffee residue in Vietnam providing producers additional sources of revenue (AJCA 2020b).
Sustainability was already a core concern in the volatile coffee market, but the COVID-19 crisis will

require additional resilience for both producers and suppliers.

2. Motivations for large Japanese companies to invest in sustainable coffee

The existing literature on large company investment in Japan into sustainable coffee is largely
insufficient and further analysis of market reports by organizations such as the AJCA, SUSCAJ, and
ICO also reveals that no recent statistical analysis was conducted on the market segment. The most
recent data on the ICO website dates back to 2003. The Japanese market at the time was described
as being in the initial phase of developing an interest in eco-friendly coffees and sustainable coffees
held approximately 1.2 percent of the market share. Further highlighted was a lack of large
companies creating sustainable coffee brands (Giovannucci & Koekoek 2003, 135). To establish a
framework of company initiatives, it is necessary to analyse various companies’ sustainable initiatives
and create an overview. The ‘Sustainability Communication Hub (SUSCOM) is a pioneer in reporting
on these initiatives in the Japanese market. The company provides an aggregate news source on
sustainability, and has been active since 2003 which they describe as the “origin of CSR (corporate
social responsibility)” inJapan (“ & 9 Z % Suscom ~~, .” 2013). SUSCOM has written reports about
various large company initiatives, particularly those in the coffee industry. However, their main
website has been largely inactive since 2017 and now primarily provides reports to the Sustainable
Brands publication. Furthermore, the articles written by SUSCOM in this publication are seemingly
sponsored by large company interests and therefore its partiality is questionable. The reporting by
SUSCOM on large company sustainability initiatives seemingly accelerated after the year 2015, This
coincides with a global event; the establishment of the Sustainable Coffee Challenge. The project
launched in 2015 during the Paris climate meetings and provides clear definitions for success and
long-term goals to improve the sustainability of the coffee industry. The project was organized by
Conservation International which is an NGO mainly focused on environmental preservation. The main
concern addressed by the project is the risk that the growing demand for coffee will eclipse the
possible supply as environmental challenges take its toll. Participating companies pledge to follow
the roadmap laid out by the challenge, and pledge that sustainable farming methods are introduced
to facilitate long-term sustainable solutions (“About.” 2015). Analysis of participating companies

confirms that Japanese participation in the project remains low, but the framework might function

! The following articles found focusing on the companies Key Coffee and Ajinomoto respectively were
published after the year 2015, such as: source 1, source 2.
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as a guideline along which companies structure their sustainable efforts.

The timing of the ICO report on sustainable coffee and the establishment of SUSCOM in 2003 is
arguably no coincidence. The report was published shortly after the global expansion of an iconic
coffee store chain; Starbucks Coffee Japan was established in 1995 and opened its first store in the
Ginza district of Tokyo the following year. Their mission from its inception was to popularize specialty
coffee, but in a standardized environment. The rapid expansion of Starbucks retail fronts across Japan
indicates this tactic was by all probabilities a success, and domestic competitors took notes. It is
frequently highlighted that the specialty coffee culture in Japan was already commonplace in kissaten,
however Starbucks added a focus on sustainability to the equation. The sustainability initiatives by
Starbucks can be traced back to 2000 when the first Fairtrade certified coffees were added to the
companies’ product line-up (“Starbucks.” 2020). In 2005 Starbucks launched its own sustainability
initiative, the ‘C.A.F.E. Practices’ in collaboration with Conservation International (also responsible
for the Sustainable Coffee Challenge). Starbucks partners with SCS Global Services for third-party
verification of sustainability commitments by producers (“Starbucks C.A.F.E. Practices.” 2016).
Participating producers are scored on economic, social, and environmental responsibility through a
standardized scorecard available publicly, consisting of ‘zero tolerance’ (non-negotiable)
requirements and initiatives that are rewarded ‘extra points’.2 While only one page is dedicated to
economic responsibility, five pages and nine pages respectively are dedicated to social and
environmental responsibility. The scorecards were drafted in collaboration with local producers in
Mexico, and highlights the particular importance of environmental sustainability. The coffee
producers that acquire a satisfactory score are allowed to sell their products through Starbucks supply
chains with a Conservation International logo. Through its collaborations with various NGOs and the
sourcing of coffee through the Fairtrade and C.A.F.E. schemes Starbucks achieved a self-proclaimed
99 percent share of ethical sourced coffee in 20153. This achievement was widely utilized as a
marketing tool by Starbucks and coincided with the Paris climate agreements. Since their entry into
the Japanese market Starbucks has actively promoted initiatives encompassing all three sustainability
markers, but the environment in particular is prioritized as showcased by their collaboration with
Conservation International. These initiatives not only resounded with environmentalists, but also
with the stock market. The coffee traded within the framework of the C.A.F.E. Practices scheme is
consistently sold at higher prices than the baseline C-Price at the New York Stock Exchange (Mizuo

2013, 156). This effect gives confidence to both shareholders and local producers due to the

2 SCS Global Services provides a comprehensive overview of the scoring system in the following PDF:
https://cdn.scsglobalservices.com/files/program_documents/cafe_scr_genericv3.4 011516.pdf

3 The 99 percent ethical sourcing is actively promoted globally, including in Japanese stores:
https://www.starbucks.co.jp/socialimpact/glocallyresponsible/ethicalsourcing/
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perceived added value providing them a tangible financial motivation to support these initiatives.

The market underwent a rapid transformation in the decades since the establishment of Starbucks
Coffee Japan and the 17 years since the ICO publication. The majority of Japanese companies now
indicate a short-to-long term CSR strategy in their statements, often focusing on environmental
concerns. UCC Ueshima Coffee openly promotes their sustainable efforts through their website,
listing the precise SDGs the company strives to pursue. This is primarily pursued by highlighting which
SDGs are enacted at the company-owned farms and factories. These claims are seemingly completely
based on internal data and there is no third-party verification to support them (“UCC” 2020). Key
Coffee is highlighted by publications as a sustainable brand on the forefront of research into the
development of climate-change resistant coffee varieties. Their KEY Post-Harvest Processing method
is reported to be unique and force-ripens coffee cherries by ensuring they do not freeze even when
temperatures reach below zero. Key Coffee believes this will provide an important solution as climate
change reduces the temperature differential between night and day which is vital for coffee
production?. Key Coffee also has a variety of sustainable brands including Fairtrade, Rainforest
Alliance, and JAS Organic (“FOR SUSTAINABLE” 2016). In addition to their promotion of innovative
harvesting methods they also pursue various SDGs that encompass all three sustainability markers®.
Unicafe utilizes a different strategy, the company promotes no internal sustainability efforts, but
mainly focuses their efforts on including a large variety of third-party certified coffees in the product
line-up of daughter company Art Coffee (“ART COFFEE” 2020). However, the company engages in very
little public promotion regarding sustainability initiatives®. The Tokyo and Kansai Allied Coffee
Roasters supply organic-certified coffees, but this is not actively promoted through the company
websites. However, their parent company S. Ishimitsu & Co. Ltd. does dedicate a section to their CSR
efforts (22—t — & H:c 1 4”7 2019). This analysis reveals that among large companies with
coffee as its main product, every company analysed has sustainable products in its line-up. The
majority of the six companies analysed had international certifications in their line-up, and also had
some form of sustainable activity within the company. The similarity between all these companies is
that they are all active in foreign markets. Furthermore, there is a strong focus on pursuing SDGs and

reporting on its progress.

4 This is based on one of the articles sponsored by SUSCOM and therefore likely to represent large
company interests.

5> Key Coffee has a dedicated webpage on sustainability and their efforts to solve the ‘2050 issue’ with a
comprehensive explanation on how climate change will affect coffee farming. Furthermore, information
on the sustainable brands and SDGs can be found here.

6 Based on the fact that Unicafe has no mention of CSR or sustainability on their webpage immediately
visible upon entry: https://www.unicafe.com.
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Company Name | Claimed Internal Third-party Third-party Total Percentage
Sustainability Verification Certifications on of Sustainable
Initiatives products in Certified Coffee
Japanese market
Starbucks Economic, Social, Yes Fairtrade, 99% (in 2020)
Coffee Japan Environmental Conservation
International, JAS
Organic
UCC Ueshima Economic, Social, N/A Rainforest Alliance, | N/A
Coffee Environmental JAS Organic
Key Coffee Economic, Social, N/A Fairtrade, N/A
Environmental Rainforest Alliance,
JAS Organic
Unicafe N/A N/A Fairtrade, N/A
Rainforest Alliance,
JAS Organic
Tokyo Allied Environmental, N/A JAS Organic N/A
Coffee Roasters | Social
Kansai Allied Environmental, N/A JAS Organic N/A
Coffee Roasters | Social

Figure 3: Data accumulated on large company sustainability initiatives whose main product is coffee.

The existing literature revealed that large companies with a broader product line-up (e.g., a majority
of non-coffee products) often relied on non-sustainable packaging such as cans and PET bottles for
the distribution of their coffee products. Therefore, there is a need to identify whether these
concerns are addressed by the companies in their sustainability statements. Suntory is addressing
this issue by aiming to replace all PET bottles with fully sustainable alternatives such as plant-derived
materials. The chief executive of Suntory, Takeshi Niinami, when questioned whether the company
expected a return on investment due to their move away from plastic stated in an interview with the
Financial Times that “we don’t know. But there is no other way to survive. Unless we can do it, we
will lose a lot of customers in the world.” Although Japan recycles 85 percent of plastic bottles
compared to less than half that in Europe and the United States, experts warn that all usage of plastics
should be discouraged. Even those properly recycled are a risk to the environment due to the
contamination of microplastics (Inagaki 2020). The company Ajinomoto (AGF) does not sell canned
nor bottled coffee products, but instead focuses on regular and instant coffees and is therefore less

susceptible to packaging concerns. Their sustainability efforts focused nutritional solutions in
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communities faced with malnutrition are particularly highlighted. Their coffee is sourced from the
Fazenda Bau farm in Brazil, and the company promotes its usage of their AJIFOL fertilizer, which
according to the groups internal test results enhanced resistance to coffee leaf rust and results equal
to conventional fertilizers. Furthermore, the company strives to procure coffee from farms that fulfil
the 4C certification” (“Ajinomoto Group” 2019, 37). Dydo Drinco publishes their SDGs in a similar
manner to UCC Ueshima Coffee, but their efforts are primarily focused on domestic initiatives to
improve the sustainability of packaging with no particular focus on coffee (“X 4 F— F U v a ks
£:%t” 2020). The Kirin Beverage Company noted in their annual environmental report that the
company is aiming to help 400 smaller plantations in Vietnam receive the Rainforest Alliance
certification. These initiatives are part of their Kirin Group Environmental Vision 20508 (Takashima
2020). The remaining companies are all foreign in origin and therefore might be less reflective of the
Japanese market. The Coca-Cola Company acquired the coffee chain Costa Coffee in 2018 and as a
result added a partnership with Rainforest Alliance among other coffee-related sustainable initiatives
to their portfolio (“BUSINESS” 2019, 21). However, it is important to note that Costa Coffee only has
a small number of stores in Tokyo and therefore a very limited market presence® (“Costa Coffee”
2020). Asahi Soft Drinks also utilizes the SDGs to showcase what they are pursuing and mentions all
sustainability standards in their Corporate Guidance. However, third-party verification is only
observed for their environmental efforts (“iRZE &4 A A HEHI &~ 2014). Finally, Nestle Japan has a
relatively limited Japanese language sustainability webpage in comparison to its global website, but
does translate their sustainability reports (“# 2 77 &' U 7 1 ” 2020). Overall, the large companies
analysed primarily seem to focus on SDGs and environmental concerns in their Japanese promotion,
but concrete data on percentages and verification methods require the analysis of sustainability

reports published by the global company.

7 Ajinomoto (AGF) mentions the nutritional solutions, fertilizer, and 4C certification in their annual
Sustainability Data Book 2019. Furthermore, the nutritional solutions are also highlighted in an article by
SUSCOM from 2016.

8 Kirin Holdings has an overview of the various SDGs they pursue on their website. Furthermore, an
article on the Rainforest Alliance certification by Business Wire can be found here.

° The Coca Cola 2019 Sustainability Report mentions the acquisition of Costa Coffee on page 21 here.

Furthermore, the number of Costa Coffee stores in Japan was confirmed through the map provided on
their website.
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Company Claimed Third-party Third-party Percentage of

Name Internal Verification Certifications on Sustainable
Sustainable products in Certified Coffee
Initiatives Japanese market

Ajinomoto AGF | Environmental Yes (4C N/A 40% (in 2018)

Certification)

Nestle Japan

Environmental

N/A

N/Ae

70% (goal by
2020)

Coca-Cola Economic, Yes Rainforest Alliance 95% (in 2013)

Japan Social, (Costa Coffee)
Environmental

Suntory Economic, Yes Rainforest Alliance N/A
Social, (partly, amount not
Environmental specified??)

Dydo Drinco Environmental Yes None N/A

Kirin Beverage | Environmental Yes None (Rainforest N/A

Company Alliance pending)

Asahi Soft Economic, Yes (LRQA — N/A N/A

Drinks Social, Environmental)!

Environmental

Figure 4: Data accumulated on large company sustainability initiatives where coffee is not the main

product. N/A is inserted when exact numbers are unavailable.

The accumulated data reveals that the Japanese coffee market has largely embraced sustainability
efforts. The CEO of Suntory indicated that changes to its packaging are necessary if they want to keep
their customers, furthermore environmental concerns threaten the survival of the coffee market in
its entirety. There is a notably strong focus on standardization through the usage of SDGs. In the list
almost every company analysed utilizes SDGs to differentiate which sustainability goal they are
pursuing. Further analysis of the SDGs also reveals that the Japanese Ministry of Agriculture, Forestry
and Fisheries (MAFF) is actively pushing for food production companies to embrace the sustainable

development goals (“SDGsx B i1 E 3£ ” 2020). On their website the ministry explains that the survival

10 The sourcing of Rainforest Alliance coffee by Suntory is specified on their sustainable procurement
page.

1 Third-party verification for the Asahi Group their environmental output is mentioned here. However,
the connection to coffee is weak.
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of companies who do not embrace the SDGs is threatened, and the ministry publicly lists companies
that publicly list SDGs they are pursuing. There are also public tenders organised by the cabinet office
and funded by local governments (“2 0 1 94EE S D G s ” 2019). The result is that the SDGs
provide an opportunity for funding and publicity, but also give companies the guise of credibility due
to the government involvement Although not the focus of this research, it is important to note that
companies with no (easily accessible) information regarding third-party verification should receive
additional scrutiny. There is a large issue of companies utilizing a sustainable image to divert attention
from non-ethical business practices. Business for Social Responsibility (BSR) and Futerra Sustainability
Communication published a guide in 2009 on how to identify these companies. The guide does not
specifically mention a lack of third-party verification as a sign of greenwashing, but they do note it
increases the risk of ‘vague claims’ (Horiuchi et al. 2009, 23). This has the risk of negative publicity
and might explain why companies are eager to embrace the SDGs as a clear non-negotiable roadmap
for the future (and add the guise of credibility even when the sustainability efforts are not verified by

third-parties).

3. Therise of small Japanese roasteries and specialty coffee shops

The most recent development in specialty coffee is often described as the third-wave movement,
which has largely shaped the recent retail coffee landscape in Japan. The entry of Starbucks had a
large influence on the long-term goals of the Japanese coffee industry. Similarly, it is easy to argue
that the influence of another American company largely shaped recent developments among third-
wave coffee shops. Blue Bottle Coffee Japan was established in 2014 and in the six years following
has rapidly expanded throughout Japan now operating twenty chain-stores in the Kanto and Kansai
regions of Japan (“7 7 = —'%&.” 2020). Blue Bottle could be showcased as an example of what
similar Japanese initiatives aspire to establish, and many similar trends can be observed. Coffee shops
with a humble start in a parking lot similar to that of Blue Bottle in San Francisco can be observed
throughout Tokyo. Analysing aggregate websites, Google Maps, and field research at least a hundred
micro roasting companies can be identified in the greater Tokyo region, not accounting for the
number of chain-stores each individual company operates. However, further analysis reveals that a
large number of these companies were established in the few years preceding the Blue Bottle Coffee
entry into the Japanese market. Therefore, it is likely that unlike Starbucks, the Blue Bottle Coffee
entry was primarily an effort to catch up with perceived Japanese competition. Global trends already
inspired the establishment of Japanese third-wave coffee shops and preceded the Blue Bottle market
entry. The establishment of a number of these micro roasters was particularly successful with chain
stores throughout their respective cities. For the scope of this research the third-wave coffee scene
in Tokyo was analysed, drawing conclusions on the specific role of sustainable initiatives in their

operations.

25



» TASTING oS |

CASSIS, DRIED TOMATO, GRAPEFRUIT,
VERY FLORAL, LONG AFTERTASTE

SWEETNESS
FLAVOUR

MOUTHFES!
AciDITY

BALANCE
APTERTASTE [ v ®
onn

Figure 5: Examples of sourcing information provided by various third-wave coffee shops in Tokyo; Glitch

Coffee Roasters, Light Up Coffee, Koffee Mameya, Woodberry Coffee, and Fuglen.

The compilation of images above indicates a similarity in approach among the majority of third-wave
coffee shops in Tokyo with regards to how each coffee is labelled. The majority of the analysed shops
provide information on the location of the farm, varietal of the coffee bean, the processing method
(such as washing, drying methods), and altitude at which the beans were harvested. This information
is referred to above as the ‘labelling information’. On the aggregate micro roastery website Only
Roaster a total of 88 micro roasteries are identified in Tokyo, not including some of the shops whose
labelling information is included in the image above. (Hikita 2020). Out of the 88 micro roasteries on
the website the newest 30 entries (as of December 2020) were analysed for the presence of labelling
information in the table below. Furthermore, the number of shops that provide information on where
the beans are sourced from is also analysed. This is referred to above as the ‘origin information’.
Finally, any reference on how any of the three sustainability markers are addressed by both the shop
and local farmers is counted under ‘sustainability information’. Among the total of 30 companies
analysed a number grew to have multiple chain stores across Tokyo and beyond, this is also accounted
for in the table and a short analysis of the sustainability initiatives of the most successful shops will

follow.
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Information on Coffee Number of shops (30 total)

Labelling Information (origin, varietal, process) | 18

Origin Information 24
Sustainability Information 7
Shops with multiple stores 4

Figure 6: Data accumulated on information provided by 30 micro roasteries on their coffee sourcing, shops
were selected from the newest articles posted on the ‘Only Roaster’ website (see appendices for more

details on exact shops analysed).

The majority of the 30 shops analysed provided labelling information for their coffees, but only under
one-third of the shops provided sustainability information in addition. The four shops with multiple
storesincluded Woodberry Coffee Roasters, Passage Coffee Roastery, Coffee Wrights, and Sol’s Coffee
Roastery. With the exception of Sol’s Coffee Roastery all of these stores provided information on all
three parameters, with extensive information on how the beans are sourced and the sustainable
methods used by both local producers and the roasters in Tokyo (See annex 1). This could indicate
there is a correlation between a sustainable image and the success of a micro roastery business.
These shops make considerable efforts to establish a long-term relationship with the local farmers,
often traveling to the countries of origin to make a deal and monitor the circumstances. Aside from
the sustainable image, the amount of care put into the sourcing process could be appealing to
customers. This marketing tactic has also in its turn inspired larger companies; Starbucks opened its
first ‘Reserve Roastery’ in 2014 which serves its coffee in a manner reminiscent of third-wave coffee
shops. The concept has now expanded globally including a large roastery in Tokyo (“Starbucks
Reserve” 2020). Perhaps this is a sign that micro roasteries are gaining a considerable share of the
coffee market. It will be interesting to monitor whether other large coffee retailers follow the

Starbucks example once again.

Conclusion & Discussion

The sustainable coffee market has developed significantly in Japan over the course of the past two
decades, and the majority of large Japanese companies have either incorporated coffee certified as
sustainable by a third-party into their product line-up, or established internal sustainability goals.
However, compared to other major coffee consuming nations this development was slow, and less
dependent on consumer demand. The existing literature provides little satisfactory explanation for

the exact motivations behind this development in Japan specifically. However, the history of coffee
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in Japan and the culture surrounding it, although often described as unique, is strongly inspired by
initially European café influences and later Starbucks-style American influences. The early
sustainability movement was initiated partially due to the colonial heritage of the Netherlands.
Although the Japanese trade of coffee shares these colonial roots and continues to influence
contemporary supply-chains, its history was shorter and the power-relationship more multi-faceted.
Therefore, it is unlikely that this history had an influence on sustainability initiatives in Japan. The
trend of Japanese companies establishing internal sustainable coffee brands closely mimics those of
Starbucks and in greater extent takes inspiration from climate goals set out by NGOs such as
Conservation International. It is likely that the perceived environmental threats such as crop failure
and ultimately the resulting inability to source sufficient coffee is an important motivation for these
companies. The demand for coffee is projected to continue growing, but no action will make coffee
farms non-sustainable within decades. Environmental concerns are also increasingly pushed by
governments in addition to NGOs. The credibility of companies’ internal sustainability efforts is
dependent on transparency and non-partial verification. The existence of an NGO partner that
provides third-party verification based on publicly available guidelines, such as the Starbucks C.A.F.E.
Practices, needs to be considered to reach the level of credibility that third-party sustainability
standards have acquired. Third-party sustainability standards such as Fairtrade and the Rainforest
Alliance have been incorporated into the coffee line-up of many large Japanese companies. Starbucks
has provided a clear example that an internal programme can be equally beneficial to company image,
as showcased by their coffees consistently being valued above the C-Price at the New York Stock
Exchange. This reveals that aside from environmental concerns, the perceived value of coffees is likely
another important factor in answering the question why large Japanese companies are investing in
sustainable coffee. International audiences and perhaps more importantly shareholders place great
value on brands that differentiate themselves from competition. To summarize large company
behaviour; concerns regarding the environment threaten both the future profits and public image of
companies, SDGs and related government incentives have paved a concrete roadmap for larger

companies to follow. However, concerns about possible greenwashing remain.

In addition to large companies, the shift towards sustainable coffee is perhaps particularly noticeable
in recently established coffee shops inspired by the third-wave movement. These shops often
establish independent supply chains directly to the local producers, utilizing a set of guidelines to
source high quality coffee in an ethical and sustainable manner. This movement differentiates itself
from the pre-existing kissaten coffee culture through direct supply chains. Instead of relying on large
trading houses the companies often import raw green beans directly from the initial producers. This
allows the shops to establish their own criteria and furthermore incorporate the ethical sourcing of

the ground materials into their brand identity. The shops take inspiration from foreign third-wave
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initiatives such as the American Blue Bottle Coffee, but contrarily to the market entry of Starbucks
these foreign companies entered the Japanese market after Japanese competition had already
established their foothold. The fact that a large number of the Japanese micro roasteries managed
to expand to chain stores is a testimony to the success of the strategy. It is arguably not a coincidence
that all of the successful small companies also fulfilled a lot of sustainability criteria and utilized this
fact in its public marketing. The companies each foster a strong sustainable identity which is
potentially driving customers from established chains like Starbucks to newly established third-wave
shops. This notion is further reinforced by the fact that Starbucks is taking marketing decisions that
mimic the third-wave movement. To summarize, the answer as to why large Japanese companies are
investing in sustainability is multi-fold. Large companies are not promoting their sustainable
initiatives to customers as aggressively as would be expected; in a large number of cases the data
was in an obscure corner of the company website or part of a larger annual report. The smaller
companies newly established during the third-wave movement seem to take an opposite approach
and embrace sustainability as part of their brand identity. As coffee is a relatively inelastic good the
large companies do not need to depend on sustainability to attract new customers. However, SDGs
as promoted by government institutions provide additional publicity. Environmental concerns
threaten the companies’ future supply and a positive environmental image might win over potential
investors. The fact that these sustainable efforts have proven to increase the market value of coffee
products also is likely to have piqued the interest of shareholders. It will require further analysis to
determine how the coffee market continues to develop in the aftermath of the COVID-19 crisis.
However, it seems likely that recent developments such as convenience store coffee will continue to
gain in popularity and may therefore make an interesting topic for further research. Time will tell
what fourth-wave coffee will look like, but it is plausible that sustainability will continue to play an

important role.
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Appendices

Appendices 1: List of coffee shops and comprehensive analysis of how coffee beans are marketed.

Data compiled based on newest entries on ‘Only Roaster’ website as of December 2020.

Company Name Labelling Origin Sustainability | Multiple
Information Information Information Stores

saladday coffee v

Coffee Wrights JE AT v v v v

ARISE COFFEE ROASTERS v

Alternative Coffee Works

PASSAGE COFFEE ROASTERY v v v v

FRESCO COFFEE ROASTERS v v v

FINETIME COFFEE ROASTERS v v

BAKU Coffee Roasters Sl v

HRESRIRT

MUTO coffee roastery v v

LEAVES COFFEE ROASTERS v v

SOL'S COFFEE ROASTERY v v v

HE G — € = — v

Coffee Nova v v

WOODBERRY COFFEE v v v v

ROASTERS

Cafe Sucre

Cafetenango v v v

Les Deux Chats

Little Darling Coffee Roasters v

SOCIAL GOOD ROASTERS T

U

PANTRY COFFEE v v v

nericafe v v

coffee stand #JI|5* v

Khazana Coffee v v v

TARO’S COFFEE ROASTERY v v

sunday zoo v v
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maruca coffee

v
REINO COFFEE STORE v/ v
EAST END WHITE~coffee™ v
GRATBROWN Roast and Bake v/ v
Daphne
Total 18 24

37



