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1. Survey Outline and Profile of Respondent Firms

Figure 1-1: Profile of respondent firms by industry

. q (Unit: %)

1. Survey topics and targets No of fimsl SMES T %
(1) Survey topics All respondents : 1002 | (591)] 100.0
Manufacturing total 596 | (368) 59.5
a. Trade business and trade-related issues Manufacturing with overseas production bases 334 | (151) 33.3
Manufacturing with domestic production bases only| 262 | (217) 26.1
b. Utilization of Free Trade Agreements (FTAS) Food & beverages 67| (51) 6.7
Textiles/clothing 25 (19) 25

c. Domestic and overseas business operations Wood & wood products/furniture & building

materials/paper & pulp 15 (10) 15
d. Business development in China Chemicals 49 (24) 4.9
. . . . Medical products & cosmetics 24 (8) 2.4
e. Business environment in Asia Coal & petroleum products/plastics/rubber products 43 (24) 4.3
2§ Ceramics/earth & stones 17 (15) 1.7
( ) urvey targets Iron & steel/non-ferrous metals/metal products 60 (44) 6.0
A total of 3,080 JETRO member firms General machinery 82| (%9 82
Electrical equipment 50 (20) 5.0
2. Period IT equipment/electronic parts & devices 28 (17) 2.8
Cars/car parts/other transportation machinery 52 (23) 5.2
Distribution of questionnaires: November 25, 2010 Precision equipment 38| (23 3.8
Other manufacturing 46 (35) 4.6
Deadline: December 28, 2010 Non-manufacturing total 406| (223)] 405
Trade & wholesale 212 | (143) 21.2
3. Response Retail 21 (8) 2.1
L . ] . Construction 23 (13) 2.3
Distribution of questionnaires: 3,080 Transport 21 (1) 21
. Finance & insurance 56 (5) 5.6
Number of responses. 1,002 Professional services 27 (23) 2.7
Response ratio: 32.5% Electricity, ga_ls ar]d water_ 5 (0) 0.5
Telecommunications services 4 3) 0.4
-Due to rounding, the percentages stated in the figures in this Other non-manufacturing 37 (19) 3.7
document do not necessarily add up to 100%. Large-scale companies : 41l | 410
Small and medium-sized enterprises (SMES) 591 | (591) 59.0
Exporting companies 827 | (498) 82.5
Non-exporting companies 175 (93) 17.5

Note: SMEs are classified as such based on the definition given in the Small and
Medium-Sized Enterprise Basic Act of Japan.

Copyright (C) 2011 JETRO. All rights reserved. 3 Japan External Trade Organization (JETRO)



1. Survey Outline and Profile of Respondent Firms

1. Expanding business overseas, especially in Asia

Profile of respondent firms (status of export operation and overseas bases)
@China and other East Asian countries are important business partners, especially for SMEs.

66.2% of respondent firms have overseas bases, while 82.5% engage in export business either directly or indirectly. More SMEs (84.3%) engage in
exports than large-scale companies, contrary to the case of deploying overseas bases, where only 55.7% of SMEs have overseas bases and 81.3% of
large-scale firms have at lease one base. Asian economies are main destinations for exported goods and services as well as locations for overseas bases.
Operations of SMEs, in particular, show high concentrations in China and other East Asian economies.

Figure 1-3 Export destination Figure 1-4 Overseas bases by location Figure 1-5 Overseas bases by

Figure 1-1 Firms with export operation . . .
g P P location and firm size

China 68.9  China
US 76.3 China

us

Firms with export operation,
either directly or indirectly
Total:82.5%, 827 firms
Large-scale firms:

80.0%, 329 firms

Thailand

Korea Thailand

Thailand

SMEs: 84.3%, 498 firms Taiwan West Eumpe
us Taiwan Hong Kong
West Europe Hong Kong Taiwan
Hong Kong Singapore Korea
Large-scale .
firms Malaysia Korea Singapore
SMEs .
Singapore Malaysia WestEurope
8 Direct export from Japan Indonesia Indonesia Viet Nam
O Indirect export from Japan
@ No export from Japan Viet Nam 42.6 Viet Nam Malaysia
. . . — . i B SMEs
Figure 1-2 Firms with overseas bases Philippines 34.7 India Indonesia
i iliopi Philippines
India 34.3 Philippines Blarge-
Middle East Brazil India scale firms
Firms with overseas base :
Total :66.2%, 663 firms C&E Europe C&E Europe Brazil
Large-scale firms: .
81.3%, 334 firms Mexico Canada Canada
SMEs:55.7%, 329 firms .
Canada 23.7  (Multiple answers. Mexico 9.4 Other Asia
n=827, total (Multiple answers.
Brazil 22.0 number of firms with Middle East 9.0 n=663, total C&E Europe (Multipl
Total ; export operation) . numbers of firms . Multiple answers.
. Russia & CIS 20.2 Russia & CIS 7.2 with overseas Middle East Large scale firms:n=2101,
Large-scale Other Asi oth 5.3 base) . SMEs: n=1010,
firm er Asia 19.6 ers : Russia & CIS total number of responses)
SMEs Others 9.8 Other Asia (%) Others
B Withoverseasbase O Withoutoverseas base 0 20 40 60 (%)80 0 20 40 60 80 Mexico . . . (%3

) . Note: C &E Europe: Central and Eastern Europe 0 5 10 15, 20 25
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1. Survey Outline and Profile of Respondent Firms

2. Sales bases in China continue to Iincrease

Profile of respondent firms (status of overseas bases)
@Production bases in Southeast Asia have also expanded.

Many countries are showing an upward trend in the number of sales bases. In China alone, 363 firms have sales bases, a 5.6-point
increase over last year. This means that more than half of those with overseas bases, or over 30% of total respondent firms, have sales
bases in China. In the case of production bases, the proportion of firms producing in China decreased slightly from the previous year,
while the proportion in ASEAN countries, such as Thailand, Indonesia, Viet Nam increased over last year.

Figure 1-7 Overseas bases by function and location

Figure 1-6 Overseas bases by function (%)
60
‘ 54.8
Sales base 74.1 =
50 | 462 DSalesbase  EProductionbase @ Regional HQ MR&D base
Productionbase 40 t: 38.0

(Mutliple answers.

RegionalHQ

R&D base

Other

(Mutiple answers. n=663)

<°"é>0 China us Thailand West Europe Taiwan Hong Kong Singapore Korea
Figure 1-9 Trends in production bases in selected economies
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Figure 1-8 Trends in sales bases in selected economies
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50 4 46.846.846.2
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23.022.423.1
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2. Trade Business and Trade-related Issues

1. SMEs show a positive stance toward exports

Future business plans, challenges, and obstacles regarding exports

@ Three quarters of SMEs plan to expand or start exports.

The majority of firms are trying to expand their export businesses, in particular SMEs. According to the survey, 67.7 % of SMEs will try to expand
their exports and 6.7 % show a willingness to engage in export business. In total, 74.6% of SMEs are positive on export business, which
outnumbered large-scale firms. By industry, textiles/clothing , medical products & cosmetics were among those sectors showing a strong will to
increase or begin their export business.

To promote their export business, most firms recognized that they need to gather information on market needs and local trade regulations, and to
expand their sales and distribution networks. SMEs feel the need to find new buyers for their goods more than large-scale firms.

Figure 2-1 Export business plan

Figure 2-2 Major industries expanding export

(Number of firms %)

Industry Ve Expand export Start export Subtotal
respondents
Textiles/clothing 25 84.0 8.0 92.0
Medical products & cosmetics 24 91.7 0.0 91.7
Other manufacturing 46 87.0 0.0 87.0
Expand export Precision equipment 38 86.8 0.0 86.8
Electrical equipment 50 80.0 6.0 86.0
Maintain current scale Chemicals 49 81.6 4.1 85.7
Food & beverages 67 79.1 4.5 83.6
General machinery 82 81.7 1.2 82.9
O Total Note: Only industries with 5 or more respondents are listed in Figure 2-2 and 2-3.
0.9 H
Figure 2-3 Issues to be tackled to promote export (%)
1.2 scale down or close exportbusiness O Large-scale Total Large SMEs
firms Issues to be tackled _ scale - Main industries citing each issues as their challenges
0.7 (n=845) (r=323) (n=522)
B SMEs ;
Gathering information on preferences and 670 134 63.0 Food & beverages 85.9 Medlcal. products & 792 Retail 76.9
needs of target markets : : = |(n=64) ) ((:osz;r:etlcs < | n=13) :
=
” Gathering information on tariff rates, import Retail Chemicals Cars/car parts/other
- 2.2 Start export restrictions and other local regulations 533 59.1 49.6 (n=13) 169 (n=47) 723 t(l:::;;rtatmn machinery|  68.8
. T Precision Other
Finding new buyers through participating Food & beverages ) .
trade exbitions and similar occasions 413 421 506 (n=64) 672 lequipment 658 |manufacturing %68
(n=38) (n=44)
Electrical Medical products & IT equipment/ electronic
Expanding local sales and logistic networks | 56.0 65.0 504 |equipment 740 |cosmetics 70.8 part: &pdevices (n=25) | 680
No future plan to start exportbusiness (n=50) (n=24)
) e Precision . ]
Developing new products or modifing Food & beverages . IT equipment/ electronic
(%) |products to fit overseas demands 414 43.7 400 (n=64) 64.1 ?q_l;;gment 60.5 parts & devices (n=25) 60.0
' ' ' ‘ . : o Medical products . Electrical
Reducing sales prices to fit income level of 5 Construction X
0 10 20 30 40 50 60 70 target markets. 19.3 238 16.5 f‘ COS:\WGtICS 375 (n=15) 333 ?ql;:gment 280
=24 n=
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2. Trade Business and Trade-related Issues

\
ple reg |
Future business plans, issues, and obstacles regarding export
@Tariffs and numerous rules and regulations in BRICs and other economies are cited as obstacles for exports.
When asked to point out obstacles for export business, such as tariff and non-tariff buriers, 246 firms cited 395 inhibiting factors. China, India, Brazil
and many other names were cited. It can be said that, compared to the proportion of export destination, the BRIC economies, including Russia, tend
to be mentioned frequently for which such factors exist. As for the types of obstacles recognized by respondents, the most frequent issues are those
related to tariffs. In addition to China, many identified Brazil and India as countries with high tariff rates. Some mentioned their expectations for the
EPA with India to come into force as soon as possible. In addition to the tariffs, many firms voiced their concerns over the many types of rules and
regulation in the BRICs and other economies.
Figure 2-4 Economies cited having obstacles for Figure 2-5 Issues cited as obstacles for export business (multiple answers)
export business (multiple answers) — — — —
. # of times | % of total Category of issues # fT?tal (n-sn/zugg ¥ ?I-ma (n_1°/30?)f) ¥ fl?dla n_%/?zf # fB:aZ" (”—;)4;
Country and region cited cited cit(led total cited citled total cited citled total cited citled total cited
1|Cina 133 40.4 Tariff 120 36.5 42 31.6 25 69.4 17 70.8
2 |ndia 36 10.9 Local standard and related regulations 63 19.1 24 18.0 3 8.3 2 8.3
3(Brazil 24 7.3 Other rules and regulations 60 18.2 32 241 4 111 3 12.5
4| ASEAN Countries 24 7.3 Custom clearance procedure 39 11.9 16 12.0 2 5.6 5 20.8
5|/Russia 19 5.8 Issues related to costs 30 9.1 11 8.3 1 2.8 1 42
6|US and/or Canada 19 5.8 Domestic taxes 29 8.8 19 143 2 5.6 2 8.3
Business custom, local logistic and sales network,
7 Europe 19 5.8 insufficient local information 19 58 9 6.8 8 8.3 0 00
8 Mlddle East and Africa 14 4.3 Intellectual property right 16 49 10 7.5 1 2.8 0 0.0
9|Korea 13 4.0 Country risks. Sentiment toward Japan 8 24 5 3.8 0 0.0 0 0.0
10 Other countries, including answers not 8 85 Others 11 33 2 15 1 238 1 42
specifing any country '
] Note: The country and category of issues were sorted based on the answers to the questions “if your
Total number of economies and 30 1000 company face any obstacles in doing export business, please specify the obstacle with name of countries.”

regions cited

Copyright (C) 2011 JETRO. All rights reserved.
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3. Utilization of Free Trade Agreements (FTAS)

N
. R . ’
1. Steady progress seen in utilization of Japan’s FTAS
J
Utilization of preferential tariff schemes under Japan’s FTAS
@37.9% of firms are utilizing/considering the utilization of FTA preferential tariff rates.
Focusing on the utilization of Japan’s major free trade agreements (FTAS) in effect, namely with Mexico, Malaysia, Chile, Thailand,
Indonesia, the Philippines, ASEAN, Switzerland and Vietnam, 31.4% of the 580 firms in manufacturing and trade & wholesales/retail
industries (182 firms), which have export business with any of the above FTA partner countries, and 33.0% of the 306 firms which have
import business with any of the economies are utilizing preferential tariff rates under the FTAs. Among all respondents, including those
not engaged in trade, 37.9% are either utilizing or considering utilizing the FTAs, an trend that has been increasing in past five years.
By industry, a large portion of firms are utilizing preferential tariffs in industries such as ceramics/earth & stones (47.1%), cars/car
parts/other transportation machinery (44.2%) and chemicals (38.8%).
Figure 3-1: Utilization rate of Japan’s Figure 3-2: FTA utilization rate (chronological comp.) Figure 3-3: Utilization rate by industry
Effective FTASﬁ . . i No. of Percentage FYzéoR:fereml::e\ZZOOB
Utilizing/considering n Firms (%) Percentage | Percentage
utilizing preferential tariff (%) (%)
rates Ceramics/earth & stones 17 8 471 235 44.4
Ut|||z|ng FTA n=435 | 29 4 Cars/car parts/other transportation machinery 52 23 44.2 30.8 21.8
preferential Chemicals 49 10| 388| 306| 196
tariff rates for Not utilizing/not planning to Other manufacturing 46| 15| 32.6| 182| 216
exports n=580 31.4 utilize preferential tariff rates Textiles/clothing 25 38 32.0 38.1 27.3
Iron & steel/non-ferrous metals/metal products 60 19 31.7 23.4 14.0
| ;:?:élilzetruleum products/plastics/rubber 43 12 27.9 229 20.5
Trade & wholesale 212 57 26.9 245 16.6
Unknown/no answer Food & beverages 67 18 26.9 37.7 21.4
Ut|||z|ng FTA e 32 O mv;g?iigzsgr;;osﬁlc;s/fumiture&building 15 4 26.7 18.8 26.3
preferential ' Medical products & cosmetics 24 6 250 0.0 23.1
. 00 100 200 300 400 500 [Remi o1 s ms| 20l =5
tariff rates for _ : : :
imports n=306 33.0 [2006 survey 02007 survey 02008 survey General machinery 82 19 23.2 14.9 171
P 22009 survey W 2010survey Electrical equipment 50 9 18.0 19.6 17.0
02009 survey %) Note 1: FY2006 n=729, FY2007 n=733, FY2008=756, FY2009 n=751, FY2010 n=829 (manufacturing,trade & IT equipment/electronic parts & devices 28 5 17.9 4.8 5.6
| | Note2: The FTAS coveredty each ey areas folows: Precision equipment 38 6| 158| 27.3| 143
02010 survey FY ZOOGeSZN::_: F'I;?S (cm;enring ngog:_onlg?;nneffect in the Asia and Pacific region excluding the Japan-Mexico Other non—manufacturing 37 2 54 _ _
25 O 30 O 35 O E\T(AZIOI& gurﬁ/ey:CFrll'lAsF;Aeffegt[?n jaSan aTnhd t;e&ggd Pacific region. -
FY 2008 survey: Japanese FTAs in effect with 1hefive coqmries uf_ Mexico, Malaysia,ghile, Thailgnd and Indt?nesia. Transport 21 1 4.8 - -
Note: "n" equalsthe number of firms that have trade Chi, Thaland. indonesis Piippines. AGEAN. Swizerand, andvietnam. o MRS Construction 23] 1| 43| - -
relationswith any of the nine countries/regions covered Nolie 3: "L/Jnknown/no answer" includes firms not engaged in trade with the countries concerned, as well as Note: n includes firms not engaged in trade with the corresponding countries. Non-manufacturing
by the current survey. UTKOWNIMO NSWETS. industries covered since FY2010 survey except for trade & wholesale and retail.
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3. Utilization of Free Trade Agreements (FTAS)

2. Utilization of FTAs takes root in trade of Japanese companies

Status of utilization/consideration of utilization for each FTA

out of 138 firms or 26.8%.

@ The Japan-Thailand FTA is continuously used by the greatest number of firms.

Examining the utilization status of each FTA (imports from/exports to partner country/region), the utilization rate of FTAs by exporting
firms was highest for the Japan-Chile FTA (36 out of 102 firms or 35.3%). By number of firms the Japan-Thailand FTA was the largest,
with 137 out of 470 firms (29.1% in percentage) citing usage. As for the FTA utilization rate for importing firms, the Japan-Thailand
FTA lead both for the number of firms (60 out of 219 firms) and utilization rate (27.4%), followed by the Japan-Vietnam FTA, with 37

@ The most common reason for firms not utilizing FTAs was that tariffs on exporting goods were already non-existent.

Focusing on the reason for not utilizing FTASs in exports from Japan, “no need to use FTA since the applied tariff rate at the destination
country is already zero” was the most common reason with 75 out of 331 firms, or 22.7%. “Not aware of the FTAS/EPAs system” came
in second with 20.5% (68 firms), which was particularly marked among SMEs (51 out of 183 firms, 27.9%).

Figure 3-4: FTAs (preferential tariff rates) used
by exporters

50.0 (%) L L
O Considering utilizing FTA
45.0 ® Utilizing FTA
40.0 9.8
350 L | 140
30,0
122
25.0 83 15.6
17
20.0 = 115
B5ie 139 135 I—
15.0 291 L
100 - [205 13 20.7 —
14.6 Sl
50 18| 106
00 — -
. 2 A > & & ~ > &
S > & & & & " .\49‘\% RE
S RS %\,\‘
n=205 | n=394 | n=102 | n=470 | n=376 | n=287 | n=144 | n=104 | n=352

Note: The number of respondents (n) engaged in export with each of the nine countries/region.

Copyright (C) 2011 JETRO. All rights reserved.

Figure 3-5: FTAs (preferential tariff rates) used Figure 3-6: Reasons for not using FTASs in exports

by importers

[ Considering utilizing FTA

(Multiple answers, %) 0.0 50 100 150 200 250  30.0

2.1
25.0
k&

No advantages to an FTAsince the difference |G is.i
between the general tariff rate and the FTA 25.0
preferential tariff is minimal. 126

No need to use FTAsince the applied tariff rate at
the export destinations is zero.

No need to utilize FTAsince import duty is already _L
exempted at the export destinations through :
schemes other than the FTA such as export _ 07
processing zones and various bonding systems. .

21.6

. . 6.9
Could not satisfy the requirements for the Rules of _ ‘81
Origin. .

I

20.5
Notaware of the FTA/EPAsystem 11.5
279

45.0 - (%)
m Utilizing FTA
40.0 1
350 - 151 —— 152
300 11.6
250 7
9.3 10.7

20.0 [

7.0 L [ 195
15.0 -

274 26.8
232 102
10.0 19.8
16.7 16.7

14.0

5.0
73 6.8

0.0

-0 a Qe & g & > & &

Ca o o N $ L o 1S &
W W K \oo q\&\ g %\4\‘2‘ <
n=57 n=111 n=54 n=219 | n=138 n=84 n=82 n=59 n=138

Note: The number of respondents (n) engaged in import with each of the nine countries/region.
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3. Utilization of Free Trade Agreements (FTAS)

3. Variety of industries utilize FTAS in exports
Utilization rates of Japan’s FTAS in effect by industry

out most in the below rankings.

@ Industries such as cars/car parts/other transportation machinery and ceramics/earth & stones are the leading users.

Looking at the utilization rates of each FTA by exporters, manufacturers such as cars/car parts/other transportation machinery,
ceramics/earth & stones, coal & petroleum products/plastics/rubber products and iron & steel/non-ferrous metals/metal products stood

For imports, industries such as food & beverages, trade & wholesale, retail and textile/clothing are the main users of the FTAs.
Compared to exports, importing industries utilizing FTAS are narrow in variety.

Figure 3-7: Industries with high FTA utilization rates for exports

Japan-Mexico (n=205)

%

Japan-Malaysia (n=394)

%

Japan-Chile (n=102)

%

o a4 o

1 [Ceramics/earth & stones (3) 66.7|| 1 |Cars/car parts/other transportation machinery (24) 41.7|| 1 |Coal & petroleum products/plastics/rubber products (3) 100.0
2 |Coal & petroleum products/plastics/rubber products (9) 44.4|[ 2 |Ceramics/earth & stones (11) 36.4|| 2 |Iron & steel/non-ferrous metals/metal products (4) 75.0
3 |Other manufacturing (15) 40.0|| 3 |Other manufacturing (21) 33.3|| 3 |Other manufacturing (8) 62.5
4 |General machinery (26) 23.1|| 4 |Iron & steel/non-ferrous metals/metal products (26) | 30.8|| 4 |General machinery (10) 60.0
4 |Precision equipment (13) 23.1|| 5 |Coal & petroleum products/plastics/rubber products (17) 29.4|| 5 |Cars/car parts/other transportation machinery (6) 50.0
E Japan-Thailand (n=470) % E Japan-Indonesia (n=376) % E Japan-Philippines (n=287) %

1 |Ceramics/earth & stones (12) 58.3|| 1 |Cars/car parts/other transportation machinery (24) 50.0]| 1 |Ceramics/earth & stones (7) 42.9
2 |Other manufacturing (19) 52.5|| 2 |Textiles/clothing (5) 40.0|| 2 |wood & wood products/furniture & building materials/paper & pulp (3) 33.3
3 |Textiles/clothing (8) 50.0|| 3 |Ceramics/earth & stones (11) 36.4|| 3 |Cars/car parts/other transportation machinery (19) 31.6
4 |Cars/car parts/other transportation machinery (36) 41.7|| 4 |Iron & steel/non-ferrous metals/metal products (24) | 33.3|| 4 [Coal & petroleum products/plastics/rubber products (12) 25.0
5 |Iron & steel/non-ferrous metals/metal products (27) | 40.7|| 5 |Coal & petroleum products/plastics/rubber products (19) 31.6|| 5 [Iron & steel/non-ferrous metals/metal products (15) 20.0
E Japan-Other ASEAN countries (n=144) % E Japan-Switzerland (n=104) % E Japan-Vietnam (n=352) %

1 |Coal & petroleum products/plastics/rubber products (3) 33.3|| 1 |Cars/car parts/other transportation machinery (3) 66.7|| 1 |Textiles/clothing (7) 57.1
2 |Trade & wholesale (24) 29.2|| 2 |Textiles/clothing (3) 33.3|| 2 |Ceramics/earth & stones (7) 42.9
3 |[Textiles/clothing (4) 25.0]| 3 |General machinery (12) 25.0{| 3 |Other manufacturing (17) 29.4
3 |Ceramics/earth & stones (4) 25.0|| 4 |Iron & steel/non-ferrous metals/metal products (6) 16.7|| 4 |Cars/car parts/other transportation machinery (20) 25.0
5 |Iron & steel/non-ferrous metals/metal products (5) 20.0f| 5 |Chemicals (8) 12.5|| 5 |Trade & wholesale (70) 21.4
5 |Cars/car parts/other transportation machinery (5) 20.0 5 [Coal & petroleum products/plastics/rubber products (4) 21.4

Note: Number in parentheses indicate the number of companies within each industry. Excluding industries with less than 3 respondents.
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3. Utilization of Free Trade Agreements (FTAS)

[ 4. High expectations for conclusion of FTAs with major trading partners ]

Utilization status of the third-party FTAs and future FTAs which would have positive impact on business

India (the Japan-India FTA was signed in February 2011).

@ Consideration of utilizing ASEAN-India FTA stands out among third country/region FTAs.

Among third-party FTAs in effect in the Asia/Pacific region, the ASEAN Free Trade Area (AFTA) is the most frequently used FTA with
64 out of 198 or 32.3% of the firms engaged in trade within the region, followed by the Thailand-Australia FTA, with 19 out of 70 firms
(27.1%), and the ASEAN-India FTA, with 22 out of 103 firms (21.4%). Over 50% of the firms are either utilizing or considering
utilization of the ASEAN-India FTA which has just came into effect in January 2010.

@ Conclusion of the TPP and the Japan-China FTA are highly expected from the business community.

Focusing on potential FTAs which would have positive impact on business if concluded, nearly half of respondents answered in favor of
the Trans-pacific Partnership Agreement (TPP), with 48.4%, and the Japan-China FTA, with 47.6%. A trade deal with the EU came in
third at 32.5%. This shows high expectation for the conclusion of FTAs with Japan’s major trading partners. “Others” include Brazil and

Figure 3-8: Utilization status of third-party FTAs in effect
0%  20%  40%  60%  80%  100%

ASEAN-Australia-
New Zealand (80)

Thailand-Australia (70)

mCurrently in use ECosidering using ®No planto use ONo answer

Note: The numberof respondents (n) engaged in trade with each of the corresponding
countries/region.
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Figure 3-9: FTAs which would have positive impact to business if concluded

TPP 7 | 48.4

China 7 | 47.6

EU | | 32.5
South Korea | | 29.5
No particular request :| 14.5
Gee 7:| 12.0
Others :| 6.2
No answer :l 11.7 (Multiple answers, %)
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Note 1: TPP includes Singapore, New Zealand, Brunei, Chile, the US, Australia, Peru, Vietnam and Malaysia.
Note 2: GCC includes Bahrain, Kuwait, Oman, Qatar, Saudi Arabia and the United Arab Emirates.
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4. Domestic and Overseas Business Operations

1. Plans to expand overseas operations surge

Domestic and overseas business plans for the coming three years or so

@ Around 70% respondents aim to expand overseas operations.

In terms of plans to expand operations (through new investment or by expanding existing bases) in the next three years or so, firms
planning to expand overseas operations surged from 56.0% in the previous survey to 69.0%. By scale of firms, large-scale companies
increased by 10.8 percent points from 62.4% to 73.2%, and SMEs by 14.1 points from 51.9% to 66.0%. Meanwhile, plans to expand
domestic operations slightly increased from 38.8% to 40.7%.

As for industries for which long-term chronological comparisons are possible (e.g., manufacturing, trade & wholesale/retail industries),
the percentage of firms planning to expand overseas operations was the highest since the FY2004 survey.

Figure 4-1: Overseas business plans (all industries) Figure 4-2: Domestic business plans (all industries)
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Figure 4-3: Overseas business plans (manufacturing, trade & wholesale/retail) Figure 4-4: Domestic business plans (manufacturing, trade & wholesale/retail)

2004 survey 2004 survey

(n=714) 7.8 1' 35 Tenay [

2005 - OO
survey et

s 8 2.41.8 2005survey R

(n=796)

2006 survey
(n=729)

2007 survey
(n=733)

z — —
1.8Q6.501.6 2.3 2007 survey
- = (n=733)

2008 survey
(n=756)

2009 survey

— -
(n=741) 8 2.2 1.3 2009 survey |°.
— (n=741) |"."."
2010 survey ——
(n=829) : £5.112.21.4 2010 survey
(n=829)
0 10 20 30 40 50 60 70 80 90 100
- — - ) 0 10 20 30 40 50 60 70 80 90 100
OExpand operations B Maintain currentscale & Scaledown or close business - T - (%)
m No investment overseas H50thers O Unknown/noanswer DExpandoperations  EMaintaincurrentscale @ Scaledown business ~ ®Others B Unknown/no answer

Copyright (C) 2011 JETRO. All rights reserved. 12 Japan External Trade Organization (JETRO)



4. Domestic and Overseas Business Operations

[ 2. Manufacturers proactive in expanding overseas operations (1) ]

Domestic and Overseas business plans the coming three years or so by industry

expand overseas operation were non-manufacturers.

@ All of the top 10 industries with a high ratio of overseas business expansion are manufacturers.

Focusing on domestic and overseas business plans by industry, 79.2% of manufacturing companies are planning to expand overseas
business operation, which was overwhelmingly higher than non-manufacturers (53.9%). More than half of the manufacturers (261 out
of 472, 55.3%) answered that they plan to expand overseas operation only, while over 60% of non-manufacturers (133 out of 219,
60.7%) answered that they will expand business both overseas and in Japan. By industry, while the top 10 industries with a high rate of
plans to expand overseas operation were exclusively covered by manufacturers, half of the top 10 industries with high rates of plans to

Figure 4-5: Companies expanding overseas/domestic business (by industry group) Figure 4-6: Major industries expanding overseas/domestic business
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All'industries 1|Chemicals 49 45| 91.8
(n=1,002) 2|Electrical equipment 50 45 90.0
3|Cars/car parts/other transportation machinery 52 44 84.6
4|Medical products & cosmetics 24 20| 83.3
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4. Domestic and Overseas Business Operations

2. Manufacturers proactive in expanding overseas operations (2)

Domestic and Overseas business plans for the coming three years or so by function
@Expansion of sales operations, production of mid- to low-end products and regional headquarters functions keeps upward trends.

Focusing on domestic and overseas business plans by function, the majority of firms are strongly expanding sales operation both overseas
and in Japan. In overseas bases, firms are expanding production of mid- to low-end products, R&D (for localization of products), regional
headquarters and logistics functions. In Japan, the ratio of production of high-end products and R&D in general remain high.

Figure 4-7: Functions to be expanded in Japan and overseas (all mdustrles) Figure 4-9: Functions to be expanded in Japan
(manufacturing, trade & wholesale/retail)
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Figure 4-8: Functions to be expanded overseas (all industries
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Figure 4-10: Functions to be expanded overseas
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4. Domestic and Overseas Business Operations

3. Diversification is the keyword in overseas business strategies (1)

Overseas business plans for the coming three years or so by function and country/region

@ Upward trend of Emerging Asian countries stand out.

Focusing on countries/regions where firms are planning to expand business and their functions, China ranked highest across all
functions for the third straight year. However in China, growth of the expansion rate lessened compared to previous survey in some
functions such as production and R&D. Many firms are expanding sales operations, especially in ASEAN countries, South Korea,
Brazil and India. It may be said that target countries to expand overseas operations are diversifying as a general trend.

Figure 4-11: Overseas business expansion plans by function and b){ ’\&%Hntrx/re%gon (in the next three years or so)

e answers, (percentage points)
FY 2010 survey (All industries) Change from FY 2009 (All industries)
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China 61.1 37.8 317 16.5 15.4 3.0 15.2 6.1 13.1 9.9 12.7] 1.4 -1.0 3.1 -2.6 -0.6 -0.1 -0.2 -1.1 12 4.8 1.6
Hong Kong 8.9 2.3 1.7 15 1.9 0.2 1.9 1.1 1.5 1.1 1.9 -0.8 0.7 0.9 0.2 0.7 -0.2 0.9 0.2 0.7 -1.2 -0.2
Taiwan 15.6 6.3 4.0 3.6 3.6 0.6 3.6 1.3 2.7 0.8 1.7] 2.5 2.8 1.8 1.9 1.3 0.4 1.3 -0.6 1.3 0.4 0.5
Republic of Korea 18.8 6.1 4.4 2.5 3.8 0.4 3.8 1.7 2.7 0.6 1.1 4.2 2.8 2.4 1.1 1.7 -0.2 2.2 13 11 0.4 0.9
Singapore 11.6 3.0 1.3 2.5 2.7 0.8 2.5 15 1.7 3.8 2.5 0.5 0.9 -0.4 1.9 1.1 0.6 1.1 11 0.3 1.7 0.9
Thailand 24.9 15.6 12.1 8.5 5.5 15 5.1 2.5 4.4 3.4 4.2 6.0 4.7 3.6 3.3 1.2 1.3 0.8 0.1 0.7 15 1.8
Malaysia 11.0 4.4 34 2.1 1.1 0.0 1.1 0.0 1.1 0.0 0.8 3.4 1.6 0.5 15 0.0 -0.2 0.0 -0.6 0.4 0.0 0.4
Indonesia 16.3 7.0 5.9 2.1 15 0.2 15 0.4 13 0.2 1.1 5.8 3.1 2.6 0.9 -0.4 0.0 -0.2 -0.2 0.0 0.0 0.0
Philippines 3.6 17 13 0.4 0.4 0.2 0.2 0.0 0.2 0.2 0.6 2.2 0.3 0.0 0.0 -0.2 0.2 -0.4 -0.2 -0.2 0.2 0.6
Vietnam 19.2 8.5 7.8 2.5 2.1 0.2 2.1] 0.4 17 0.2 2.3 3.6 -0.2 1.0 -0.5 -1.0 -0.4 -0.8 -0.6 -0.4 -0.2 0.3
India 21.8 7.8 5.9 2.5 3.0 0.2 3.0 13 2.3 15 1.9 2.0 0.6 0.0 0.3 0.3 0.0 0.5 0.7 0.5 0.2 -0.2
United States 19.9 6.3 4.2 3.6 5.7 15 5.3 3.0 3.8 3.6 3.2 -3.0 0.8 2.2 -0.5 0.6 0.9 0.6 0.3 0.3 0.9 0.7
Canada 1.9 11 0.6 0.4 11 0.0 11 0.2 11 0.0 0.2 -1.2 -0.2 0.4 -0.6 0.4 0.0 0.4 -0.2 0.9 0.0 -0.2
Mexico 2.7 0.2 0.0 0.2 0.4 0.0 0.4 0.0 0.4 0.0 0.2 1.1 -0.2 -0.4 0.2 0.2 0.0 0.2 -0.2 0.2 0.0 -0.2
Brazil 10.4 2.1 1.9 0.4] 1.1 0.2 1.1 0.2 1.1 1.1 1.7 2.5 0.5 0.3 0.4 0.0 0.2 0.0 -0.6 0.6 0.6 -1.0
Other Ceniral & South Americ 3.8 0.6 0.4 0.2 0.2 0.0 0.2 0.0 0.2 0.2 0.6 11 0.2 0.2 0.0 0.2 0.0 0.2 0.0 0.2 0.0 0.6
\Western Europe 16.5 4.2 2.1 3.2 5.3 0.8 5.3 3.0 3.8 4.0 3.2 -2.0 0.3 0.1 1.1 1.2 0.0 1.6 0.5 13 0.9 0.5
Central & Eastem Europe 55 0.8 0.6 0.2 0.8 0.2 0.8 0.2 0.8 0.6 0.2 -0.9 -1.4 -0.8 -1.4 0.2 0.2 0.2 -0.2 0.2 0.0 -0.6
Russia & CIS 8.2 1.5 0.8 0.6 1.3 0.2 1.3 0.4 1.1 0.8 0.8 1.2 0.7 0.0 0.4 0.7 0.0 0.7 0.0 0.6 0.4 0.2
Middle East 7.2 1.1 0.6 0.4 0.8 0.0 0.8 0.4 0.6 0.4 0.8 0.0 -0.4 -0.2 -0.6 0.2 0.0 0.2 0.2 0.0 0.2 0.4
Africa 3.6 0.4 0.4 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.2 0.7 0.2 0.4 -0.2 0.0 0.0 0.0 0.0 0.0 -0.2 0.2
Other 1.5 1.3 1.1 0.4 0.4 0.0 0.4 0.2 0.4 0.0 0.6 0.0 -0.4 -0.2 0.0 0.0 0.0 0.0 0.0 0.0 -0.2 0.4

Note 1: Of the respondents which plan to expand overseas/domestic businesses, those which have not specified the function to expand are excluded fromthe number of respondents (n). (FY2009: n=486, FY2010: n=473)
Note 2: The shade figures in the change from FY2009 indicate changes of two percentage points or more.
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4. Domestic and Overseas Business Operations

3. Diversification is the keyword in overseas business strategies (2)

Planned expansion ranking for each function by country/region

Figure 4-12: Country/region rankings by function on expansion planned (in the next three years or so)
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13|Malaysia (11)| 1.1] 0.0| 10|Middle East (17)| 04| 0.2| 12|Canada (18)| 1.1] 0.9 13[Middle East (13)| 0.4| 0.2 13|Malaysia (14)| 0.8| 04
13|Canada (14)| 1.1| 0.4 14|Canada (12)| 0.2| -0.2| 12|Brazil (15)| 1.1] 0.6| 14|Indonesia (13)| 0.2 0.0| 13|Russia & CIS (13)] 0.8 0.2
13|Brazil (11)] 11] 0.0| 14|Brazil (7)| 0.2| -0.6| 12|Russia & CIS (15)] 11| 0.6| 14(Philippines (18)] 0.2| 0.2| 13|Middle East (14)| 08| 04
16 |Central & Eastern Europe (14)] 0.8] 0.2 14|Central & Eastern Europe (12)] 0.2| -0.2| 16|Central & Eastern Europe (12)] 0.8] 0.2| 14|Vietnam (9)| 0.2| -0.2| 16(Philippines (19)| 0.6/ 06
16|{Middle East (14)| 0.8| 0.2| 17|Malaysia (9)| 0.0] -0.6| 17|Middle East (12)| 0.6] 0.0| 14|other Central & South Americal (13)| 0.2] 0.0 | 16|Other Central & South America| (19)| 0.6/ 0.6
18|Mexico (19)| 0.4] 0.2 17|Philippines (17)| 0.0] -0.2| 18|Mexico (18)| 0.4| 0.2| 18|Malaysia (18)| 0.0/ 0.0| 18|Canada (14)] 0.2] -0.2
19|Philippines (14)| 0.2| -0.4| 17[Mexico (17)| 0.0] -0.2| 19|Philippines (15)| 0.2] -0.2| 18|Canada (18)| 0.0 0.0| 18|Mexico (14)] 0.2| -0.2
19 |Other Central & South America| (20)| 0.2| 0.2 [ 17|Other Central & South America| (20)| 0.0/ 0.0 | 19|Other Central & South America) (20)] 0.2| 0.2 | 18|Mexico (18)| 0.0) 0.0| 18|Central & Eastern Europe (12)| 0.2| -06
21|Africa (20)| 0.0/ 0.0] 17|Africa (20)| 0.0/ 0.0] 21|Africa (20)] 0.0/ 0.0| 18[Africa (13)] 0.0] -0.2| 18|Africa (19)] 02| 0.2

Note 1: Of the respondents which plan to expand overseas/domestic businesses, those which have not specified the function to expand are excluded from the number of respondents (n). (FY2009: n=486, FY2010: n=473)
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4. Domestic and Overseas Business Operations

3. Diversification is the keyword In overseas business strategies (3)

T
)

P,
a
|
c_

@ More cases of transfer of productlon base were reported for

>

SEA

16.9 % of respondent firms, or 169 firms, have conducted or plan to conduct realignments of production bases and related functions in
the past or coming two to three years. Compared with the FY 2006 survey, the total number of realignment cases decreased but a more
diversified pattern of overseas bases deployment is reported. Out of 232 reported cases, the percentage of transfers from Japan
decreased its proportion, from 67.9% in FY 2006 to 50.9% in FY 2010, while transfers from China or ASEAN increased. As for the
destination of the transfers, the transfer cases destined for China decreased from 49.4 % to 32.8% and was outnumbered by the cases for
ASEAN, which increased from 30.0% to 33.6%.

Z
~+
>
QD

Individual cases also showed diversified trends where the transfer cases from Japan to China decreased from 37.4% to 22.0% and those
from Japan or China to Viet Nam increased. Toward ASEAN countries, 44 cases from Japan and 19 cases from China were reported, in
which production function of mid- to low-end products are mainly transferred.

o Figure 4-13 Original places of transferring Figure 4-15 Major transfer pattern
% .
70 A 67.9 productlon bases 2006 survey 2010 survey
o o (n=243) (n=232)
60 - Original place Destination
50.9 c Share C Share
50 - 02006 survey (n=243) ases (%) ases (%)
40 4 M 2010survey (n=232) Japan China 91 37.4 51 22.0
307 Japan Thailand 22 9.1 22 9.5
20 16.4 7.7
o ] 6 g 118 123 China Viet Nam 9 3.7 13 5.6
0 Japan Viet Nam 7 29 11 4.7
Japan China ASEAN Others China China 4 16 8 3.4
( Figure 4-14 Destination of transferring
%. . .
5()) . 49.4 Droduc“on base5 Japan Indonesia 4 1.6 5 2.2
45 1 Japan North Americal 5 2.1 5 2.2
40
35 4 32.8 33.6
30 4 300 276 Japan ASEAN 48 19.8 44 19.0
zz . Note: China ASEAN 11 45 19 8.2
134 “Others” include the
15 111 18 112 answers with “under ASEAN ASEAN 10 4.1 8 3.4
10 1 i considerations”,
5 “retreat”, or without ASEAN China 6 25 8 3.4
0 any specific countries . - ] " ]
China Thailand Viet Nam ASEAN total Others Note: Only including the patterns with 5 or more cases in 2010 survey

Copyright (C) 2011 JETRO. All rights reserved. 17 Japan External Trade Organization (JETRO)



4. Domestic and Overseas Business Operations

3. Diversification is the keyword in overseas business strategies (4)

Realignments of production bases and related functions

@ Diversified overseas base strategy including “China plus one.”

As for industries, many realignment cases were reported in electrical equipment, textiles/clothing, cars/car parts/other transportation
machinery. In textiles/clothing, cases from China to ASEAN and other Asian economies are noticeable compared to other sectors. In the case
of cars/car parts/other transportation sector, there were several cases of transferring production bases from Japan to ASEAN countries, but no
case was reported from China to other countries.

Out of total 232 cases, the cases to transfer production function of mid- to low-end products consisted of about 70%, which is more common
among transfers from Japan. In the case of the transfers from China, the production function of high-end products tend to be transferred.

As for reasons for realignment, increasing production costs ranked at the top. It consisted of half of the reasons for transfer from China, but
“concentration risks” was also cited by many firms (28.9%). On the other hand, 17.8% of those transferring their bases from Japan cited
“concentration merit” as the reason for their move. These answers imply that, while there is a move towards “China +1,” the momentum does
not dominate the trend. Rather, it appear that Japanese firms apply diversified strategies in deploying their overseas business.

Figure 4-16 Industries with high realignment ratio Figure 4-17 Transferred functions a0 Figure 4-18 Reasons for realignments
- Lower import tariff g
0,
— . (%) Production of ] 703 due to FTAs 15.8
Realing- |Realing- Original Place Destination mid-tolow-end [ 814
ment ment
ratio | cases | Japan | China [ASEAN| China |ASEAN| %" products 737 Lower non-tariff : OTotal (n=232)
) barriers due to FTAs :
Production of k .
Electrical high-end . L B Transfer from Japan
. 36.0 28| 500| 10.7| 214| 393| 321 17.9 11.6 -
equipment products 368 Stagnant local sales (n=118)
10.5 M Transfer from China
R&D F (n=38)
(basic research) Efficiency improvement ) 17.2
Textiles/clothing| 360 | 11| 455| 455| 00| 364| 455| 182 through concentration =5 178
R&D r
Cars/car deflzrlzduct Increasingris_ks —T=1 8.6
parts/other pment) by concentration L 28.9
. 346 22 | 591 45 91| 273| 455 0.0 OTotal (n=232) L
transportation R&D o ) | 466
machinery (product Risein pl’OdUCtloan _______________________________________________________________________ 57.6
localization) B Transfer from Japan and labor costs 50.0
. =118
Precision 237| 16| 813| 63| 63| 375| 500| 125 (n=118) 7
equipment Preferential tax syst 7
Regional HQ B Transfer from China rererential tax system 56 -6
(n=38) L :
o 126
equipment/electr Terminated or reduced E
onic parts & 28.6 11 727 | 182 00| 455 91| 364 Logistics preferential tax 105
devices F
| 23.7
Others [ - - - - - - -~ - - 22.0
Total 169 | 232| 509| 164 | 116 | 328 | 336 8.2 289
Others . )
(%) (%)
0 10 60
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4. Domestic and Overseas Business Operations

4. Growing awareness of the need of M&A

Utilization of M&A as a tool for overseas business developments and reorganization

@ Expansion of overseas market is the main purpose of using M&As.

@ Establishment of new overseas bases is the most frequently used form of overseas business development and reorganization.

Focusing on the methods for development and reorganization of overseas business operations, “establishment of new overseas bases” was
most frequently used among the respondents, at 48.1%, followed by “additional investment to the existing overseas bases,” with 36.6%.
Large-scale companies showed a more positive attitude towards the use of mergers and acquisitions (M&As) than did SMEs.

As for the purpose of utilizing outward M&As, the majority of respondents cited the expansion of overseas markets as the main objective.
These answers include “expansion of overseas market in the target company’s location” (78.2%) and “expansion of overseas market
using target company’s sales channel in third countries” (31.5%). More than 40% of respondent firms answered that utilization of outward
M&As is a strategy necessary for overseas business development. This trend was more prominent among large-scale companies.

Figure 4-19: Methods for development and

reorganization of overseas business operations®
0.0 20.0 40.0 60.0

Establishment of new overseas
bases

Additionalinvestment to the
existing overseasbases

M&As (incl. newly acquisition of
foreign companiesand newly
acqusition of shares of 5% and
over)

= Al respondents  (n=713)
OLarge-scale companies (n=312)
BSMEs (n=401)

Additional M&As (acqusition of
additionalsharesof foreign
companies)

No answer

(Multiple answers)

Note: The numberof respondents (n) includes firms planning to expand overseas
operations, firms which have experiences overseasreorganization in the past2 to 3
years,and firms planning to reorganize overseasbases in the next 2 to 3 years.
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Figure 4-20: Purpose of utilizing outward

M&As
Expansion of overseas market in the target
company’slocation

Strengthening cost competitivenessand
effective use of company resources

Expansion of overseas market using target
company’ssaleschannelin third countries

Diversification of business or entrance into
new business fields

Acquisition of technicalknow-how or R&D
resources

Strengthening brand-name by acquiring
target companiesbrand portfolio

(%)
40.0 60.0 80.0 1000 100% -

-
o
©

(Multiple answers, n=124)

Note 1: Displaying items with 10% or more answers only.
Note 2: The number of respondents (n) includes firms which chose newly and

addtional M&As as methods of overseas business developments and reorganization.

19

Figure 4-21: Changes in the recognition of
necessity of outward M&As

90%

80%
70%
60%
50%
40% A
30%
20%

10%

0%

All respondents Large-scale SMEs

(n=1,002) companies (n=591)
(n=411)
@No answer

Notable to answer/Has never considered.

O Necessity of M&As hasfell down compared to 2-3 yearsago.
B Never had any recognition that M&As are necessary.

@ Recognizes the necessity of M&As for more than 2-3 years.
ONecessity of M&As hasrisen compared to 2-3 years ago.
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4. Domestic and Overseas Business Operations

5. Firms plan to expand local market sales share

Share of local market sales in overall overseas sales and plans for the next three years or so

@Bipolarization observed in the share of local market sales in overall overseas sales.

Focusing on sales targets in overseas markets, among the 685 respondents with overseas sales in FY2009, 35.0% answered that their
share of sales to firms other than local Japanese affiliates (hereinafter referred to as local market sales) fall in the highest range of 75-
100%, followed by the lowest range of 0-25%, indicating a bipolarization trend in the local market sales share. In terms of plans for the
next three years or so, 62.5% (428 firms) indicated they would increase the share of local market sales.

Figure 4-22: Local market sales in the overseas sales (by scale of companies)

All respondents (n=685) 28.3 8.6 11.8 35.0 16.2
Large-scale companies (1=300) |- 23.7--11.3 13.3 %% 31.3 203
SMESs (n=385) 1319 0 6.E&§§§§?7.9 13.0
......... 1 TR
0%  20%  40%  60%  80%  100%

O0-less than 25% 0O 25-less than50% B50-less than 75% #75-100% O No answer|

Figure 4-23: Local market sales in the overseas sales (by industry group)

All manufacturing (n=480)

Manufacturingwith overseas production bases
(n=293)

Manufacturing (domestic production only)
(n=187)

Non-manufacturing (n=205)

BEEEEE i
1126 11.6§§§ 30.7
N

Figure 4-24: Major industries with high/low local market sales in the overseas sales

Industries with high ratio of local market sales % Industries with low ratio of local market sales %
1 [Medical products & cosmetics (19) 68.4 || 1 |Transport (12) 50.0
2 [General machinery (65) 47.7 2 |Textiles/clothing (21) 47.6
3 |Other non-manufacturing (20) 45.0 3 |Ceramics/earth & stones (13) 46.2
4 [Retail (9) 44.4 4 |Construction (11) 45.5
5 |Precision equipment (35) 42.9 || 5 [Cars/car parts/other transportation machinery (41) 415
6 |IT equipment/electronic parts & devices (19) 42.1 || 6 [Other non-manufacturing (20) 40.0
7 |Electrical equipment (43) 41.9 7 |Coal & petroleum products/plastics/rubber products (34) 35.3
8 [Other manufacturing (37) 40.5 8 |Food & beverages (46) 34.8
9 [Trade & wholesale (145) 40.0 9 |Wood & wood products/furniture & building materials/paper & pulp (15)|| 33 3
10 |Food & beverages (46) 32.6 || 10 [Trade & wholesale (145) 29.0

Note 1: Rank of local market sales share in the ranges of 75-100% or O-less than 25%.
Note 2: Figures in parentheses indicate the number of companies within each industry. Excluding industries with less than three respondents.

Figure 4-25: Plans for local market sales share Figure 4-26: Industries with high ratio of
firms planning to expand local market sales

Scale down
the share of
local market
sales.
(0.9%)

No answe|
(14.2%)

0%

20%

40%

60%

80%  100%

O0-lessthan25%  O25-lessthan50%  @50-lessthan75%  =75-100% O No answer |
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Maintain .
currentscale [ .-
of local
market
sales.
(22.5%)

20

Increase the
share of
local market
sales.
(62.5%)

share
Industry (number of respondents) %
1|Food & beverages (46) 78.3
2|General machinery (65) 70.8
3|Ceramics/earth & stones (13) 69.2
4|Chemicals (45) 68.9
5|Professional services (6) 66.7
5|Retail (9) 66.7
7|Cars/car parts/other transportation machinery (41) | 65.9
8|Precision equipment (35) 65.7
Q| Coal & petroleum products/plastics/rubber products (34) 64.7
10/Iron & steel/non-ferrous metals/metal products (47) 63.8

Note: Excluding industries with less than three respondents.
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5. Business Development in China

Continued high interest in expanding business in China

Plans for future business development in China and details

@ Firms planning to expand existing operations or start new business continued to increase.

In a question about business development plans (e.g., trade, direct investment, outsourcing, and technical tie-ups) for China over the next three years
or so, the percentage of firms planning to expand existing operations or start new businesses increased by 4.5 points over the previous year to 65.1%,
showing a high interest in China business for the second straight year. With regard to business risk in China over the past year, 52.7% of respondent
companies believe that risks have “increased.” However, of the companies that answered “increased,” those who are “considering expansion of
existing business or exploration of new business” account for most.

@ Large firms establish or expand sales offices, SMEs plan to increase exports.

As for details of China business expansion, the percentage of firms planning to increase exports rose by 5.0 points to 58.6%, continuing to expand.
The percentage planning to expand/start sales bases increased to 40.5%. By company size, the percentage of large firms planning to expand/start
sales bases hit the highest level, at 52.8% while 67.8% of SMEs plan to increase exports, pulled away significantly from those planning to
expand/start sales bases (29.9%).

Figure 5-1: Business plans for China  Figure 5-2: Perception of business risk Figure 5-3: Details of business expansion plans for China
100 _ _ in China
don't ) )
90 decreased kno\;/no (Multiple answers, %)
1.2% answer 70 02008 survey 82009 survey 2010 survey
80 14.3% 60 53.6 a5 (n=438) (n=567) (n=652)

50

o 40

60 30

; o unchanged
31.8%

50

40 Increase exports Establish or expand Establish or expand Increase imports Outsourcing Technical tie—ups

sales base production base

30
(Multiple answers, %)

678
20

[ Business planin China of the firms that answerd "increased"] (n=528) 28

Ol arge-scale companies BOSMEs
(n=301) (n=351)

09 50 r

: N Expand existing operations
2008 survey 2009 survey 2010 survey L " .| orstart new businesses
(n=928) (n=935) (n=1,002) .

123

SUnknown/no answer 10 k-

®No operations plannedin China

FIScale down or close business 0.0% 20.0% 40.0% 60.0% 80.0% 100.0% Increase exports Establish or expand Establish or expand Increase imports  Outsourcing  Technical tie-ups
BMaintain current scale sales base production base
Note pattaensare same as Figure5-1.

DExpand existing operations or start new businesses Note (n)indicates firms considering expand existing operations or start new businesses in China
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6. Business Environment in Asia

1. Growing concern about rising labor costs

The business environment of major Asian countries (by risk)

@ The percentage of those who replied “Labor costs are high or rising” increased.

In a question asking about risk and issues for doing business in major Asian countries (China, India, Indonesia, Malaysia, Philippines, Singapore,
Thailand and Vietnam), those who replied “Labor costs are high or rising” rose in China sharply to 46.2%, an increase of 17.0 points compared to the
previous survey; a rise was also seen in Singapore and Thailand. In addition, nearly all of the countries, (China was the exception) saw a significantly
lower percentage of respondents citing "High FOREX risk.”

@ Issues in infrastructure remain in India and Vietnam.

In China, issues relating to legal and other systems, including “problems with protection of intellectual property rights” and “underdeveloped legal
system/problems with legal operation,” remain persistent. In India, Viet Nam, Indonesia and Philippines, concerns about “inadequate infrastructure”
are ranked as the highest concern. Particularly in India and Vietnam, this issue has been ranked at the top for five consecutive years by manufacturing,
trade & wholesale/retail industries.

Figure 6-1: Risks and issues for doing business in major Asian countries (all industries)

g [y e el E IEGEGNEG (MrEsIEmTe g Underdevelc_)ped legal systgm, problems E Lack of clustering_ or de\_/elopment of
with legal operation related industries

FY2010| FY2009| FY2008 FY2010| FY2009 | FY2008 FY2010| FY2009 | FY2008 FY2010 | FY2009 | FY2008
1| (5) China 24.9 18.8 16.61 1| (1) India 64.3 56.7 58.7]1 1 [ (1) China 56.1 53.1 55.7] 1| (1) Vietnam 28.6 20.0 24.3
2 | (1) Indonesia 21.0 26.2 32.6| 2| (2) Vietnam 54.2 41.8 55.7] 2 [ (3) India 31.6 28.2 30.6| 2| (2) India 18.0 14.7 15.7
3 | (2) Thailand 19.1] 20.4| 23.1| 3| (3) Indonesia 34.0 27.7] 29.9] 3 [ (2) Vietham 26.7| 30.8| 33.8]| 3| (3) Philippines 16.7| 11.0| 17.1
4 | (3) Vietnam 18.3| 20.0| 21.3| 4 [ (4) Philippines 29.7 26.8| 28.0] 4| (4 Indonesia 24.41 19.9| 22.6| 4| (4 Indonesia 15.0 7.8| 10.6
5] (4) India 15.7| 19.6| 18.5] 5| (5) China 13.6 15.7| 16.8] 5[ (5) Philippines 15.5| 16.3 15.2]| 5| (7) Malaysia 7.6 5.0 8.1
6 | (7) Malaysia 14.0| 14.7| 13.4] 6| (6) Thailand 11.6 9.4| 10.3] 6| (6) Thailand 85| 10.8| 10.1| 6 (6) Thailand 7.3 5.3 7.7
7 | (6) Philippines 13.4| 18.2| 12.3] 7 [ (7) Malaysia 8.2 8.7 5.6] 7 | (7) Malaysia 5.8 7.0 8.5] 7] (5) China 5.9 5.4 4.0
8 | (8) Singapore 11.0| 12.2 9.2] 8| (8) Singapore 1.4 1.9 2.3] 8| (8) Singapore 1.7 0.9 1.3] 8| (8) Singapore 3.8 2.5 3.0
g IPIFeISLEHS Wi PHELEETRN @i (Ml SEiEl E Labor costs are high or rising g Tax-related risks or issues E Labor issues

property rights

FY2010 | FY2009| FY2008 FY2010| FY2009 | FY2008 FY2010| FY2009| FY2008 FY2010 | FY2009 | FY2008
1] (1) China 60.0] 57.4| 55.7] 1| (2) China 46.2 29.2]| 4241 1| (1) China 29.3| 28.0] 30.6] 1| (1) China 41.8| 29.7| 32.6
2 | (3) Vietnam 11.3| 10.2| 10.8] 2| (1) Singapore 35.9 30.4| 35.0] 2| (2 India 23.2| 21.8| 21.0] 2| (2) India 19.7| 205 19.2
3 | (2) India 9.9| 131| 14.9| 3| (3 Thailand 19.8 16.0| 18.8]| 3 [ (3) Indonesia 10.5]| 10.3| 11.3] 3| (4) Thailand 15.2| 10.8 7.9
4 | (5) Indonesia 5.7 7.2 6.6| 4 | (4 Malaysia 11.9 11.4| 14.1] 3| (4 Vietnam 10.5 8.9| 11.5| 4| (6) Indonesia 14.7 9.7| 12.0
5 | (4) Philippines 5.0 7.2 7.6] 5| (5) Vietnam 10.5 9.8| 17.2) 5| (7) Philippines 6.3 3.8 8.5] 5| (5) Vietnam 12.7 9.8| 159
6 | (6) Thailand 4.6 6.2 6.5]| 6| (6) India 6.7 8.0| 10.7] 6| (5 Thailand 6.0 7.1 7.5] 6 | (3) Philippines 10.5| 12.0 7.6
7 | (7) Malaysia 2.1 3.0 6.0] 7 | (7) Indonesia 4.5 4.4 8.6] 7 | (6) Malaysia 4.3 4.0 5.6 7| (7) Malaysia 5.8 6.0 8.1
8 | (8) Singapore 0.9 0.9 1.3] 8| (8) Philippines 3.3 4.3 4.3] 8| (8) Singapore 0.9 1.3 1.7] 8| (8) Singapore 4.1 2.2 3.3

(n) in FY2008 China 680, Thailand 416, Indonesia 301, Malaysia 284, Philippines 211, Singapore 303, Vietnam 296, India 281
(n) in FY2009 China 718, Thailand 437, Indonesia 321, Malaysia 299, Philippines 209, Singapore 319, Vietnam 325, India 312
(n) in FY2010 China 792, Thailand 481, Indonesia 353, Malaysia 329, Philippines 239, Singapore 345, Vietnam 371, India 345
Note 1 (n) indicates firms with business relationships or those considering new businesses.

Note 2 Numbers in parentheses indicate rank in FY 2009.
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6. Business Environment in Asia

2. Risks and issues of major Asian countries (all industries)

Figure 6-2: Risks and issues for doing business in major Asian countries (all industries)

(n) in FY2008 China 680, Thailand 416, Indonesia 301, Malaysia 284, Philippines 211, Singapore 303, Vietnam 296, India 281
(n) in FY2009 China 718, Thailand 437, Indonesia 321, Malaysia 299, Philippines 209, Singapore 319, Vietnam 325, India 312
(n) in FY2010 China 792, Thailand 481, Indonesia 353, Malaysia 329, Philippines 239, Singapore 345, Vietnam 371, India 345
Note 1 (n) indicates firms with business relationships or those considering new businesses.

= China B Thailand = Indonesia

= FY2010| FY2009 | FY2008 = FY2010| FY2009 | FY2008 = FY2010| FY2009 | FY2008|
1| (1) Problems with protection of intellectual property rights 60.0| 57.4| 55.7] 1] (2) Labor costs are high or rising 19.8| 16.0| 18.8] 1| (1) Inadequate infrastructure 34.0| 27.7| 29.9
2 | (2) Underdeveloped legal system, problems with legal operation 56.1| 53.1| 55.7] 2| (1) High forexrisk 19.1| 20.4| 23.1] 2| (3) Underdeveloped legal system, problems with legal operation 244 199| 226
3 (4) Labor costs are high or rising 46.2| 29.2| 424 3 (3) Labor issues 15.2| 10.8 7913 (2) High forexrisk 21.0| 26.2| 32.6
4 | (3) Laborissues 41.8| 29.7| 32.6] 4| (5) Inadequate infrastructure 11.6 9.4| 10.3| 4| (6) Lackofclustering or development of related industries 15.0 78| 10.6
5 | (5) Taxrelated risks or issues 29.3| 28.0] 30.6| 5] (3) Underdeveloped legal system, problems with legal operation 85| 10.8] 10.1| 5| (5) Laborissues 14.7 9.7 12.0
6 | (6) High forexrisk 249 | 18.8| 16.6] 6| (8) Lackof clustering or development of related industries 7.3 53 7.7| 6 | (4) Taxrelated risks or issues 105| 10.3| 11.3
7| (7) Inadequate infrastructure 13.6 15.7 | 16.8] 7| (6) Taxrelated risks orissues 6.0 71 7.5] 7 | (7) Problems with protection of intellectual property rights 57 7.2 6.6
8 | (8) Lackof clustering or development of related industries 5.9 5.4 4.0 | 8 [ (7) Problems with protection of intellectual property rights 4.6 6.2 6.5| 8 | (8) Laborcosts are high or rising 4.5 4.4 8.6
fc: Malaysia E Philippines fc: Singapore

(2 FY2010| FY2009| FY2008 = FY2010| FY2009 | FY2008 (2 FY2010| FY2009 | FY2008|
1| (1) High forexrisk 14.0| 14.7| 13.4]| 1 [ (1) Inadequate infrastructure 20.7] 26.8| 28.0] 1| (1) Laborcosts are high or rising 359 304| 350
2 | (2) Labor costs are high orrising 11.9| 114] 14.1] 2| (5) Lackof clustering or development of related industries 16.7| 11.0| 17.1] 2| (2) High forexrisk 11.0| 122 9.2
3| (3) Inadequate infrastructure 8.2 8.7 5.6 | 3 [ (3) Underdeveloped legal system, problems with legal operation 155| 16.3| 15.2| 3| (4) Laborissues 4.1 2.2 3.3
4] (6) Lackof clustering or development of related industries 7.6 5.0 8.11 4| (2) High forexrisk 13.4| 18.2| 12.3] 4] (3) Lackofclustering or development of related industries 3.8 25 3.0
5 (4) Underdeveloped legal system, problems with legal operation 5.8 7.0 85]5 (4) Labor issues 1051 12.0 7615 (7) Underdeveloped legal system, problems with legal operation 1.7 0.9 1.3
5 (5) Labor issues 58| 6.0| 81| 6] (8) Taxrelated risks orissues 63| 38| 85| 6] (5 Inadequate infrastructure 14 19| 23
7| (7) Taxrelated risks or issues 4.3 4.0 5.6 7 [ (6) Problems with protection of intellectual property rights 5.0 7.2 7.6 7 | (6) Taxrelated risks orissues 0.9 1.3 1.7
8 | (8) Problems with protection of intellectual property rights 2.1 3.0 6.0 | 8 [ (7) Laborcosts are high or rising 3.3 4.3 4.3| 7| (7) Problems with protection of intellectual property rights 0.9 0.9 1.3
§ Vietnam z India

2 FY2010| FY2009| FY2008 = FY2010| FY2009| FY2008

1 (1) Inadequate infrastructure 54.2| 41.8| 55711 (1) Inadequate infrastructure 64.3{ 56.7| 58.7

2| (3) Lackof clustering or development of related industries 28.6| 20.0| 24.3| 2| (2) Underdeveloped legal system, problems with legal operation 31.6| 28.2| 30.6

3| (2) Underdeveloped legal system, problems with legal operation 26.7| 30.8] 33.8] 4| (3) Taxrelated risks orissues 232| 21.8]| 210

4| (3) High forexrisk 183| 20.0| 21.3| 5] (4) Laborissues 19.7| 205 19.2

5 (6) Labor issues 12.7 98| 159]| 3 (6) Lack of clustering or development of related industries 28.6| 147 15.7

6 | (5) Problems with protection of intellectual property rights 11.3| 10.2| 10.8] 6| (5) High forexrisk 18.3| 19.6| 185

7| (6) Labor costs are high or rising 10.5 9.8] 17.2| 7| (7) Problems with protection of intellectual property rights 11.3| 13.1 14.9

7 | (8) Tax-related risks or issues 10.5| 89| 11.5| 8] (8) Labor costs are high or rising 105 80| 107

Note 2 Numbers in parentheses indicate rank in FY 2009.
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6. Business Environment in Asia

3. Risks of major Asian countries (manufacturing/non-manufacturing)

Figure 6-3: Risks and issues for doing business in major Asian countries (manufacturing/non-manufacturing)

¥ (sl s ¥ e ¥ Underdevelz_)ped legal systgm, ¥ Lack of clustering or de\(elopment of
§ § & problems with legal operation § related industries

mfg | non-mfg mfg | non-mfg mfg | non-mfg mfg | non-mfg
1 [ (1) [China 25.4 23.9] 1 | (1) |India 63.4 66.4] 1 |(1)|China 53.7 60.4] 1 |(1)|Vietnam 28.7 28.4
2 | (2) |Indonesia 23.0 16.7| 2 | (2) |Vietnam 53.6 55.2| 2 | (2)|India 30.7 33.6 | 2 | (4) |Philippines 19.2 111
3 | (5) |Thailand 21.6 13.7] 3 | (3) |Indonesia 31.8 38.6| 3 | (3)|Vietnam 23.6 32.1| 3 | (3)]|India 18.9 15.9
4 | (3) |Vietnam 19.8 15.7 | 4 [ (4) [Philippines 30.5 27.8| 4 | (4) |Indonesia 22.6 28.1| 4 |(2)|Indonesia 13.4 18.4
5 | (4) |India 16.0 15.0] 5 | (6) |China 133 14.3| 5 | (5) |Philippines 13.2 20.8| 5 | (7) |Malaysia 8.2 6.3
6 | (8) |Malaysia 15.5 10.4| 6 [ (5) |Thailand 10.4 14.4| 6 [ (6) |[Thailand 7.3 11.1] 6 [ (5)|Thailand 5.8 10.5
7 | (7) |Philippines 13.8 12.5| 7 | (7) [Malaysia 9.4 52| 7 [ (7)|Malaysia 5.6 6.3] 7 [(6)|China 53 7.1
8 | (6) |Singapore 10.2 12.8] 8 [ (8) [Singapore 2.1 0.0| 8 | (8) |Singapore 2.1 0.9| 8 | (8)|Singapore 4.2 2.8
£ P_roblems i L i £ Labor costs are high or rising £ Tax-related risks or issues £ Labor issues
& intellectual property rights & & &

mfg | non-mfg mfg | non-mfg mfg | non-mfg mfg | non-mfg
1 | (1) |China 67.6| 46.1] 1 | (1) |China 465| 457 1 [0 [china 28.7| 30.4] 1 | (1) |China 40.6| 439
2 | (3) |Vietnam 135 7.5| 2 [(2)[Singapore 34.3 39.4| 2 | (2)]|India 235 2241 2 | (2)|India 18.9 215
3 | (2) |India 10.5 8.4] 3 [ (3)|Thailand 20.4 18.3| 3 | (4) [Indonesia 9.6 12.3| 3 | (3)[Thailand 14.6 16.3
4 | (6) |Philippines 6.0 2.8| 4 [(4) [Malaysia 10.3 15.6| 4 | (3)|Vietnam 8.0 14.9| 4 | (4) |Indonesia 14.2 15.8
5 | (4) |Indonesia 5.9 5.3| 5 | (5) |Vietnam 9.3 12.7] 5 [ (6) [Thailand 5.8 6.5] 5 |(5) |Vietnam 11.0 15.7
6 | (5) | Thailand 4.9 3.9| 6 [(6)|India 7.6 4.7 6 | (5) [Philippines 5.4 8.3| 6 | (6) |Philippines 9.0 13.9
7 | (7) |Malaysia 3.0 0.0| 7 | (7)|Indonesia 4.6 4.4| 7 | (7) [Malaysia 3.9 5.2| 7 |(8) |Malaysia 6.0 5.2
8 | (7) |Singapore 1.3 0.0] 8 [ (8)|Philippines 3.6 2.8] 8 [(8)]|Singapore 1.3 0.0] 8 | (7)|Singapore 3.0 6.4

Figure 6-4: Risks and issues for doing business in major Asian countries (manufacturing/non-manufacturing)

§ China é Thailand § Indonesia é Malaysia

o mfg |non-mfg| o mfg [non-mfg| o mfg |non-mfg| o mfg | non-mfg
1 |(2) [Problems with protection of intellectual property rights 67.6[ 46.1| 1 |(4)]|High forexrisk 21.6] 13.7] 1 |(1)[Inadequate infrastructure 318[ 386 1 |(2)]|High forexrisk 155| 104
2 | (1) |Underdeveloped legal system, problems with legal operation | 53.7| 60.4 | 2 |(1)|Labor costs are high or rising 204 | 18.3] 2 |(4)[High forexrisk 23.0 16.7] 2 |(1) |Labor costs are high or rising 10.3| 15.6
3 |(3) [Labor costs are high orrising 465 45.7 | 3 |(2) |Labor issues 14.6 16.3| 3 | (2)|Underdeveloped legal system, problems with legal operation 226 28.1 3 [(5) [Inadequate infrastructure 94 52
4 | (4) |Labor issues 40.6| 439 4 |(3)]Inadequate infrastructure 10.4| 14.4{ 4 |(5)|Laborissues 14.2| 15.8| 4 [(3)|Lackof clustering or development of related industries 8.2 6.3
5 | (5) [Tax-elated risks or issues 28.7 30.4[ 5 |(5)|Underdeveloped legal system, problems with legal operation 7.3 111 5 | (3)|Lackof clustering or development of related industries 134 18.4| 5 |(5) |Laborissues 6.0 52
6 ((6) High forexrisk 25.4 239[ 6 [(7) Tax-related risks or issues 5.8 6.5[ 6 [(6) Tax-related risks or issues 9.6 123] 6 | Underdeveloped legal system, problems with legal operation 5.6 6.3
710 | infrastructure 13.3 14.3| 6 |(6) |Lackof clustering or development of related industries 5.8 105 7 [(7)|Problems with protection of intellectual property rights 59 5.3| 7 | (5) [Taxelated risks or issues 39 52
8 | (8) |Lack of clustering or development of related industries 5.3 7.1] 8 |(8) |Problems with protection of intellectual property rights 4.9 3.9 8 |(8)[Labor costs are high or rising 4.6 4.4 | 8 |(8)|Problems with protection of intellectual property rights 3.0 0.0

< Philippines < Singapore < Vietnam < India

o mfg |non-mfg| o mfg [non-mfg| o mfg |non-mfg| o mfg | non-mfg
1 | (1) [Inadequate infrastructure 305[ 27.8] 1 |(1)|Labor costs are high or rising 343] 39.4] 1 |(1)[Inadequate infrastructure 53.6[ 55.2| 1 |(1)|Inadequate infrastructure 63.4| 66.4
215 Lack of clustering or development of related industries 19.2 11112 |2 High forexrisk 10.2 128[2 (@) Lack of clustering or development of related industries 28.7 284[21(@2 Underdeveloped legal system, problems with legal operation 30.7 336
3 | (4) [High forexrisk 13.8 12.5] 3 |(4)|Lackof clustering or development of related industries 4.2 2.8 3 [(2)|Underdeveloped legal system, problems with legal operation 236 32.1 3 [(3)|Taxrelated risks or issues 235 24
4 (2) Underdeveloped legal system, problems with legal operation | 13.2 208 4 (3) Labor issues 30 6.4] 4 (4) High forexrisk 19.8 157 4 (5) Lack of clustering or development of related industries 18.9 15.9
5 |(3) [Labor issues 9.0 13.9] 5 |(6) |Inadequate infrastructure 21 0.0] 5 |(8) [Problems with protection of intellectual property rights 135 7.5] 4 |(4) [Labor issues 18.9 215
6 | (7) |Problems with protection of intellectual property rights 6.0 2.8] 5 | (5) [Underdeveloped legal system, problems with legal operation 21 0.9] 6 | (4)|Laborissues 11.0 15.7| 6 |(6) |High forexrisk 16.0 15.0
7| (6) Tax-elated risks or issues 54 8.3| 7 | (6) [Problems with protection of intellectual property rights 13 0.0] 7 | (7)Labor costs are high or rising 9.3 12.7] 7 |(7)|Problems with protection of intellectual property rights 105 8.4
8 | (7) |Labor costs are high or rising 3.6 2.8] 7 | (6) |Tax-elated risks or issues 13 0.0] 8 | (6)|Taxrelated risks or issues 80| 14.9] 8 [(8)]Laborcosts are high or rising 1.6 47

(n) in manufacturing China 512, Thailand 328, Indonesia 239, Malaysia 233, Philippines 167, Singapore 236, Vietnam 237, India 238
(n) in non-manufacturing China 280, Thailand 153, Indonesia 114, Malaysia 96, Philippines 72, Singapore 109, Vietnam 134, India 107
Note 1 (n) indicates firms with business relationships or those considering new businesses. Note 2 Numbers in parentheses indicate rank in non-manufacturing.

Copyright (C) 2011 JETRO. All rights reserved. 24 Japan External Trade Organization (JETRO)



