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     R&I applies its rating methodology for processed foods to companies that mainly produce (1) 

primary processed foods positioned upstream in the value chain such as oil, sugar and grain refining 

and (2) secondary processed foods such as seasonings, frozen foods and beverages that are positioned 

downstream in the value chain. While primary processed foods and secondary processed foods have 

different industry risks, R&I looks at the same factors to evaluate the individual firm risks of these 

two sectors because of their relatively high demand correlation. Dairy products and alcohol 

beverages are assessed with their respective business characteristics taken into account, though 

their financial risks are evaluated based on the same approach to secondary processed foods. 

 

I. Evaluation of Business Risk 

1．View of industry risk 

     The Japanese market for processed foods is mature. As Japan's population is aging and 

declining, market growth cannot be anticipated in the medium to long term. Meanwhile, demand for 

processed foods is highly stable because they are daily necessities. 

     As a result of industry reorganization, the hierarchy among primary processed foods 

manufacturers is almost set, and market entry is not easy because the industry is equipment 

intensive. Although trade liberalization is in progress, the pace is generally moderate. Given these 

factors, R&I evaluates the industry risk of primary processed foods to be relatively low. 

     For secondary processed foods, the consolidation of manufacturers has not progressed, with a 

number of manufacturers remaining in various categories. As a result, firms are compelled to sell at 

low prices, and competition is comparatively intense as evidenced by a heavy burden for marketing 

expenses including sales promotion and advertising costs. Consequently R&I evaluates there is a 

medium degree of industry risk for secondary processed foods. 

 

(1) Market size, market growth potential and market volatility 

     The markets R&I analyzes using this rating methodology are a company's mother market 

(usually Japan for Japanese companies) and other key markets the company operates in. The size 
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of Japan's market for processed foods has been stable at the 23 trillion yen level. While growth in 

overall demand cannot be expected, volatility is also low on the whole. For each product category, 

the size of the market and growth potential differ, and the growth potential of dairy products and 

alcohol beverages is relatively low. 

     In overseas markets, each country and region has different trends. While demand in developed 

countries is generally stable, emerging countries continue to enjoy demand expansion on the back of 

a population increase and economic growth. If a company has an important market outside Japan, 

R&I evaluates the company by taking the size, growth potential and volatility of the market into 

consideration. 

 

(2) Industry structure (competitive environment) 

     Primary processed foods manufacturers have seen their industry hierarchy almost solidified 

as the result of accelerated reorganization. As an equipment-based industry, the sector needs 

substantial capital investment in the market that is unlikely to expand, and this forms a high barrier 

to entry. 

     For secondary processed foods, consolidation of manufacturers is less advanced despite the 

market's maturity, because of factors such as diverse product categories and differing regional 

preferences. Due to this, along with relatively easy market entry, the competitive environment is 

comparatively harsh. Major retailers have strong buying power with manufacturers, and it is 

undeniable that secondary processed foods manufacturers are burdened by fierce competition among 

food supermarket operators. Profits tend to be under pressure, even for top firms in each category, 

as they jostle for shelf space at retailers by selling at lower prices and increasing spending on sales 

promotion and marketing. 

     The alcohol beverages market is oligopolistic, dominated by four major companies. This is a 

practical barrier to entry for nationwide expansion. 

 

(3) Customer continuity and stability 

     While primary processed foods manufacturers handle upstream food ingredients with a 

relatively low degree of processing and product differentiation is difficult from a quality perspective, 

they have built stable business relationships with their customers over many years. It is thus 

unlikely that their main customers will change dramatically in a short term. 

     For secondary processed foods, products' brand strength, quality and higher added value can 
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differentiate a firm from other companies. Reflecting the aging population and an increase in single-

person and dual-income households, demand for health-oriented and convenient products is growing, 

making it essential for firms to have strong product development and marketing capabilities. 

Consumers are very budget minded, seeking lower prices, and as with primary processed foods, price 

affects purchasing incentives. It is necessary to remember there exist consumers who choose 

retailers' private brands that are priced lower than food manufacturers' national brands. 

 

(4) Capital and inventory investment cycles 

     With respect to processed foods, the risk of product obsolescence is lower for basic foods. While 

in many cases products that are more susceptible to consumer preferences and fads, such as 

confectionary, soft drinks and alcohol beverages, have short life cycles, capital investment cycles for 

these products are relatively long because developing and launching products do not require drastic 

technological innovation or large capital investment. Viewed from the standpoint of product features 

and scale of investment, the investment recovery period is longer for primary processed foods than 

for secondary processed foods. Regular capital investment is mainly for maintenance and 

replacement, rather than for upgrading capacity, and basically is managed within the scope of 

depreciation and amortization expense. Large-scale capital investment is required for consolidating 

or reorganizing manufacturing facilities or constructing a new plant, but this can be met if the 

manufacturer has certain funding capacity. 

 

(5) Protection, regulations and public aspects 

     Restrictions such as tariff quotas or tariffs are sometimes implemented against imports from 

a standpoint of protecting domestic agriculture and industry. The benefits of such protection and 

regulations are enjoyed mainly by primary processed foods manufacturers (e.g., grain millers, sugar 

refiners) and dairy product manufacturers. For example, dairy product manufacturers can procure 

a stable amount of raw milk at steady prices, supported by government subsidies to dairy farmers. 

In addition, inflows of low-price dairy products from abroad are restricted by tariff barriers. 

     Trade liberalization is underway, however, with the Comprehensive and Progressive 

Agreement for Trans-Pacific Partnership (so-called TPP11) and the EU-Japan Economic Partnership 

Agreement taking effect at the end of December 2018 and in February 2019, respectively. While some 

tariff quotas will remain, tariffs are expected to be lowered in stages. The pace is generally slow, but 

industry risk may increase in the medium to long term. 
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     There are no protection, regulations or public aspects that have a material impact on the 

creditworthiness of secondary processed foods manufacturers, except for dairy product 

manufacturers. 

 

2. View of individual firm risk 

     In contrast to industry risk, which highlights the standard risks of the industry of which the 

subject firms are a part, the business risk of each company will differ depending on the individual 

firm risk as explained below. 

 

(1) Position in key markets 

     Changes in market share are an essential parameter for R&I to evaluate the stability of 

earnings. Primary processed foods manufacturers find it difficult to differentiate their products from 

those of other companies in terms of quality and selling price due to the low degree of product 

processing. Market share tends to be linked directly to scale of profits and cash flow. Because the 

sector is an equipment-based industry, firms with larger production volumes are able to achieve a 

lower-cost structure based on benefits of scale, and can raise profitability more easily than other 

companies.  

     For secondary processed foods manufacturers, market share is directly linked to the degree of 

sales capabilities and price bargaining power with buyers. In many cases, manufacturers with large 

market share have the ability to develop a logistics and marketing network, strong product 

competitiveness supported by a broad product line-up, and product development capabilities, as well 

as excellent product quality and brand strength. These companies have become indispensable in the 

store shelf space and product lineups of retailers. 

 

(2) Characteristics of main businesses and products and diversification of earnings 

     By diversifying businesses and product categories that serve as sources of earnings, a firm can 

achieve steady profits and cash flow. While food ingredients provided by primary processed foods 

manufacturers for commercial use and for processing tend to enjoy benefits of scale, product 

differentiation is difficult because of the low degree of processing. Some primary processed foods 

manufacturers have expanded into products requiring further processing (secondary processed 

foods) and businesses related to their core business, to reduce the risk of earnings fluctuations 

stemming from changes in raw material prices. R&I will favorably view such related or diversified 
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businesses as long as they serve as sources of earnings. 

     For secondary processed foods, product features, such as whether the product is a necessity or 

a luxury, and a general-purpose item or a high value added item, may produce large differences in 

stability of demand, profitability and price bargaining power. R&I will give high marks if a firm has 

built a strong earnings base for its businesses and products that have large or growing markets with 

abundant earnings opportunities. Creditworthiness evaluation will also be positively affected by 

profit contributions not only from food-related businesses but from diversified businesses such as 

pharmaceuticals, real estate, trading and logistics. 

 

(3) Geographical diversification of earnings sources 

     In general, primary processed foods manufacturers are highly dependent on their mother 

market for earnings. Their earnings bases are relatively stable, benefiting from low market volatility 

and a limited number of competitors. In the medium to long term, however, the mother market is 

unlikely to grow given the shrinking population, and the effects of trade liberalization will also 

become evident. It is therefore desirable to diversify sources of earnings geographically. 

     Secondary processed foods manufacturers face a comparatively severe competitive 

environment, as they are easily influenced by deterioration in economic conditions and changes in 

consumer preferences, in addition to the demographics in the mother market. Pursuing global 

expansion and having sufficient earnings sources in several key markets is extremely important for 

stabilizing operating performance. This will mitigate the effects of changes in relationships with 

retailers and other customers in a specific region or the impact of revisions to local regulations. A 

solid earnings base in a market with high growth potential will allow a firm to increase profits and 

cash flow continuously. 

     There is a strong tendency that dairy products are produced and consumed locally, because the 

subsidy system supports the stable procurement of raw milk and it is essential to keep products 

fresh. Delays in overseas expansion will not be considered a major negative factor. 

 

(4) Ability to respond to expense fluctuations and manage costs 

     Because many processed foods manufacturers rely on imports for raw materials, they are 

susceptible to fluctuations in foreign exchange rates. Grain production and supply are affected by 

weather conditions, as well as growth in food demand in emerging countries. Moreover, prices of raw 

materials listed on commodity exchanges often swing for reasons other than actual demand. The 
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risk of raw material price fluctuations is increasing. For primary processed foods, where raw 

material costs account for a large proportion of production costs, the difference between raw material 

prices and selling prices is important in terms of base earnings. The ability to flexibly absorb changes 

in raw material prices is a key point of evaluation. 

     For secondary processed foods, marketing expenses (for sales promotion and advertising) are 

vital. Without sales promotion expense, it is difficult for a manufacturer to secure shelf space at 

retail stores or invoke demand. Marketing expenses resemble a fixed cost essential for maintaining 

and bolstering brand strength. Because leading retailers have strong buying power, reducing 

marketing expenses is not easy. It is important for a firm to have the ability to manage costs, which 

allows it to ensure steady profits and cash flow while controlling marketing expenses at a certain 

level and spending them efficiently. 

      For dairy product manufacturers, it is rather difficult to differentiate purchasing capabilities 

and products among themselves. Their earning capacity is therefore less affected by the ability to 

manage marketing expenses than other secondary processed foods manufacturers. In recent years, 

however, dairy product manufacturers have offered a growing number of products that require 

higher sales promotion expense, such as yogurt drinks, desserts and cheese. Accordingly, marketing 

expenses are becoming increasingly important. 

 

II. Evaluation of Financial Risk 

     In addition to quantitative factors in the form of financial data, R&I evaluates qualitative 

factors, such as a firm's financial management policy and liquidity risk, in its analysis of financial 

risk. For the processed foods industry, R&I emphasizes the following financial indicators in view of 

the business characteristics. 

     In the evaluation of primary processed foods manufacturers, it is important to understand 

whether they will be able to set reasonable selling prices relative to raw material costs and generate 

stable profits and cash flow. For secondary processed foods manufacturers, on the other hand, the 

ability to generate enough profits and cash flow to absorb marketing expenses is essential. 

     Industry risks are considered to be relatively low for primary processed foods and medium for 

secondary processed foods. Accordingly, financial reference values for each rating category differ 

between primary and secondary processed foods. When evaluating the financial risk of primary 

processed foods manufacturers, R&I takes into account the difficulty in increasing profitability 

stemming from their product characteristics, and a longer investment recovery period. For dairy 
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products and alcohol beverages, R&I uses basically the same evaluation approach as with other 

secondary processed foods, but sets different financial reference values and importance levels 

because of their respective business characteristics. 

 

(1) Earning capacity 

Return on assets (ROA), EBITDA (earnings before interest, taxes, depreciation and 

amortization)/average total assets, operating margin, EBITDA margin 

     R&I considers ROA, which indicates the level of return on investment, to be critical for 

assessing earning capacity. ROA is becoming more important because mergers and acquisitions 

(M&A) and other activities have tended to increase assets, making it necessary to judge whether 

investments are being recouped steadily. For primary processed foods manufacturers, who are in an 

equipment-based industry, the ratio of EBITDA to average total assets is closely examined. 

     R&I also focuses on the operating margin and the EBITDA margin as comprehensive indicators 

of price competitiveness and revenue/expenditure flexibility, as well as a product mix and the ability 

to control costs. Unlike secondary processed foods, for which manufacturers can relatively easily 

improve profitability through their own efforts, these indicators are not as important for primary 

processed foods because they require a low degree of processing and it is difficult to add value. 

 

(2) Size and investment capacity 

EBITDA, equity capital 

     Besides usual investment to maintain and replace equipment, an appropriate strategic 

investment including investment for reorganization of the production system to match changes in 

the structure of demand is indispensable for enhancing earning capacity. For implementing 

sufficient investment without injuring the financial base, a firm needs to maintain its investment 

capacity above a certain level. As more firms, particularly alcohol beverage manufacturers, are 

increasing the scale of overseas investment to further strengthen and expand their earnings bases, 

cash flow generating capacity is taking on greater importance. 

     Given that processed foods are characterized by steady demand, concern that processed foods 

manufacturers will record large losses is small. Meanwhile, food safety or security-related scandals 

may occur. There are cases where a firm posts substantial net losses because damage to the brand 

makes consumers walk away or refrain from buying its products and this results in losses on 

valuation or disposal of inventory. Moreover, growth in M&A activities is causing more impairment 
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losses on goodwill and other intangible fixed assets. As a buffer against such unpredictable risks, it 

is vital to have ample equity capital. 

 

(3) Debt redemption period 

Net debt to EBITDA ratio 

     As an indicator to measure debt redemption ability, R&I focuses on the ratio of net debt to 

EBITDA. Overall the risk of product obsolescence is low, and a capital investment cycle is relatively 

long for primary processed foods. A longer investment recovery can therefore be tolerated compared 

to industries where technological innovation occurs rapidly. 

 

(4) Financial profile 

Net D/E ratio (ratio of net debt to equity capital), equity ratio 

     With retained earnings built up through profit accumulation, many processed foods 

manufacturers have a sound financial profile, being in a net cash position, for example. Meanwhile, 

some firms have increased debt sharply by raising the majority of funds for M&A from outside 

sources. The net D/E ratio is highly important as an indicator widely adopted by firms to maintain 

their financial discipline. R&I also pays attention to the equity ratio. 

 

III. Rating for Processed Foods Industry 

[Primary processed foods] 

 

  

Importance Indicator Importance
Position in key markets ◎ Earning capacity Operating margin ○

Characteristics of main businesses and products EBITDA margin ○

and diversification of earnings ROA ◎
Geographical diversification of earnings sources ○ EBITDA/average total assets ◎
Ability to respond to expense fluctuations and EBITDA ○

manage costs Equity capital ○

Debt redemption period Net debt to EBITDA ratio ◎

Financial profile Equity ratio △

Net D/E ratio ○

Note) Importance is indicated by ◎: extremely important, ○: important, or △: relatively important.

Issuer Rating

Industry Risk: Relatively low

Individual Firm Risk Financial Risk

Size and investment
capacity

◎

◎
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[Secondary processed foods] 

 

 

 

 

 

 

 

 

 

 

 

 

 

* This report replaces all previous versions that have been released to date. 

Importance Indicator Importance
Position in key markets ◎ Earning capacity Operating margin ◎
Characteristics of main businesses and products EBITDA margin ◎
and diversification of earnings ROA ◎
Geographical diversification of earnings sources*1 ◎ EBITDA/average total assets ○
Ability to respond to expense fluctuations and EBITDA*3 ○
manage costs*2 Equity capital ○

*1 △ for  dairy products    *2 ○ for  dairy products Debt redemption period Net debt to EBITDA ratio ◎
Financial profile Equity ratio △

Net D/E ratio ○

*3 ◎ for alcohol beverages

Note) Importance is indicated by ◎: extremely important, ○: important, or △: relatively important.

Issuer Rating

Industry Risk: Medium

Individual Firm Risk Financial Risk

Size and investment
capacity

◎

◎

The Rating Determination Policy and the Rating Methodologies R&I uses in connection with evaluation of creditworthiness (collectively, the 
"Rating Determination Policy and Methodologies") are R&I's opinions prepared based on R&I's own analysis and research, and R&I makes no 
representation or warranty, express or implied, as to the accuracy, timeliness, adequacy, completeness, merchantability, fitness for any particular 
purpose, or any other matter with respect to the Rating Determination Policy and Methodologies.  Further, disclosure of the Rating Determination 
Policy and Methodologies by R&I does not constitute any form of advice regarding investment decisions or financial matters or comment on the 
suitability of any investment for any party.  R&I is not liable in any way for any damage arising in respect of a user or other third party in relation 
to the content or the use of the Rating Determination Policy and Methodologies, regardless of the reason for the claim, and irrespective of negligence 
or fault of R&I.  All rights and interests (including patent rights, copyrights, other intellectual property rights, and know-how) regarding the 
Rating Determination Policy and Methodologies belong to R&I.  Use of the Rating Determination Policy and Methodologies, in whole or in part, 
for purposes beyond personal use (including reproducing, amending, sending, distributing, transferring, lending, translating, or adapting the 
information), and storing the Rating Determination Policy and Methodologies for subsequent use, is prohibited without R&I's prior written 
permission. 
 
Japanese is the official language of this material and if there are any inconsistencies or discrepancies between the information written in Japanese 
and the information written in languages other than Japanese the information written in Japanese will take precedence. 


