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Foreword

Investment in Japan from abroad creates employment and also brings to Japanese industry new
technologies and innovative management. In addition to this, the introduction of new goods
and services gives rise to fresh competition in the marketplace, and new markets are created
supplying more competitive goods and services. For these reasons, foreign investment in
Japan is expected as one of the “keys to the vitalization of the Japanese economy” which will
promote the vitalization of our domestic economy. In fact, whereas the leading economies of
Europe and North America have been very active in introducing and utilizing foreign
investment to promote the rejuvenation and vitalization of their domestic industries, the level of
Japan’s inward investment is remarkably low by comparison with these countries.

JETRO, as Japan’s central investment promotion agency, strives vigorously to expand foreign
investment in Japan by widely promulgating Japanese business opportunities across the world,
and by working closely with individual foreign companies to encourage their entry into the
Japanese market. This “Survey on Attitudes of Foreign-Affiliated Companies toward Direct
Investment in Japan” has been conducted annually since 1996 with the objective of serving as a
fundamental document for the examination of various policies relating to investment in Japan.

The 13" Survey carried out in this fiscal year took up the topics of “Japan Business Strategies”
and “Japan in the Midst of Asia” in addition to the regular subject. Under the topic of “Japan
Business Strategies,” we asked companies about their intentions regarding future business
expansion in Japan, and also the feasibility of “triangular mergers.” Under the topic of “Japan
in the Midst of Asia,” we made analysis focusing on the positioning of Japan within Asia
principally as a destination region for investment and on how investors view other Asian
countries.

To compile this survey, questionnaire forms were sent to 2,766 Japan-based foreign companies
during September and October 2007, and the responses of 864 companies (response rate:
31.2%) were processed.

We would like to take this opportunity to express our deep appreciation to the foreign
companies whose assistance made this survey possible. We hope that this publication proves
to be a useful reference for understanding foreign companies in Japan.

March 2008
Invest Japan Department, Invest Japan Division
Japan External Trade Organization (JETRO)
TEL: 03-3582-5234
FAX: 03-3505-1990
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I. Overview of Survey Methodology

This survey was carried out via a questionnaire that was sent to 2,766 Japan-based foreign
companies during September and October of 2007. Questionnaire forms were sent out and
collected by mail, Internet and fax, and responses were received from 864 companies, a
response rate of 31.2%.

JETRO has conducted similar surveys of foreign-invested companies annually since 1996,
making this the 13" such survey in the series.

Please note that, in the survey results contained in this report, some listed figures may not sum
precisely to the relevant totals because of rounding errors.

[Companies targeted by the Survey]
(1) companies with least one-third of whose total capitalization consists of foreign capital
listed in the Gaishikei Kigyo Soran (Directory of Foreign-owned Companies in Japan)
2007 CD-ROM edition, published by Toyo Keizai Inc., and their affiliates, and Japanese
branches of such foreign companies and (2) those foreign companies to which JETRO
assisted in entering into the Japanese market

[Number of Companies to which Questionnaires were Distributed]
2,766

[Number of Effective Responses]
864 (effective response rate: 31.2%)

[Survey Method]
Combined use of mail, Internet or Fax

[Survey Period]
September 10 to October 19, 2007




1. Summary

According to the survey, 63.1% of respondents plan to expand their business in Japan in the
future, up six points from last year's survey. This is the highest level since the survey began in
1996, reflecting current favorable economic conditions and a strong market performance in
Japan. The percentages of respondents planning to "maintain current status" or "reduce scale of
business™ were just 31.4% and 1.5%, respectively.

Moreover, the percentage of respondents reporting increased year-on-year sales (for FY2006)
reached 65.1%, the highest figure since the survey began; the percentage reporting decreased
sales was just 15.7%, the lowest figure yet recorded.

Among firms indicating plans to expand their business in the Japan market, 73.8% will do so to
"strengthen their sales function”, followed by "launch a new product/service" (62.9%) and
"enhance production capabilities and services" (52.3%).

Asked about their R&D functions in Japan, 4.1% of firms replied they had a "basic research”
function at the time of entry into the Japan market, 5.6% said they currently had one, and 6.4%
said they would have one in the future. Figures for other R&D areas revealed a similar pattern:
"product development” (9.5%, 12.7% and 15.4%) and "development base targeting Japan
market" (14.1%, 17.0% and 21.6%), suggesting that firms are increasingly eyeing R&D
functions—compared with other functions such as manufacturing, distribution or services—for
their business expansion in the country.

This latest survey included questions regarding legislation that now allows foreign firms to use
the triangular merger method to acquire stakes in Japanese firms (introduced May 2007). A
majority of respondents (57.6%, or 498 firms) are aware of the new legislation, among whom
8.0% (40 firms) are "thinking about using the scheme” and 2.8% (14 firms) "want to use the
scheme but find it difficult.”

The survey also polled firms about challenges in setting up/expanding business in Japan. As in
last year's survey, "difficulty in securing personnel” ranked highest, at 66.2%, suggesting that
firms still struggle with increased competition for qualified staff amidst Japan's improved
business climate. Notably, such perennial challenges as "expensive business costs” (60.2%),
"high demand level by users" (59.6%), and "closed nature and uniqueness of the Japan market"
(50.6%) ranked lower in this year's survey. In addition, compared to last year's survey, lower
percentages of firms cited “insufficient preferential treatment”, "financing”, "political
procedures”, "infrastructure” and "lack of information and services" as obstacles to doing
business in Japan, further demonstrating an improved business climate for foreign-affiliated

firms in Japan.

Asked about their future business expansion plans for Asia as a whole, the majority of
respondents (75.5%) plan to expand, compared to just 17.1 % who plan to "maintain current




status”. This suggests that more than 90% of respondents view Asia as a key business location.
Asked to rank countries (other than Japan) by level of importance to their business (including
view of parent company), mainland China ranked highest, at 63.8%, followed by India (28.7%),
Korea (26.4%), Hong Kong (14.0%), Taiwan (13.0%) and Singapore (11.6%). Notably, Vietnam
ranked 7th in this latest survey, climbing from 8th in 2005 and 10th in 1997.

According to the survey, 17.1% of respondents have their regional Asia headquarters in Japan.
Firms without a regional headquarters in the country were asked what factors would entice them
to consider Japan for such a base. At the top of the list was "increased availability of qualified
personnel”, followed by "greater preferential treatment, compared to other countries”, and
"lower corporate taxes". This suggests that local and national governments, and also related
organizations, need to continue working together to further enhance Japan's human resource
development and overall business climate.



I11. Major Themes

1. Summary of Responding Companies

(1) Industry Categories
<Industry category of overseas parent company >

First we examined the sectoral

breakdown of the responding B Manufacturing B Whole Sale/retail O Service ONo answer
companies and their parent

companies overseas (N=864) 54.4 346 47
respectively. Of the parent

companies, 54.4% were in

manufacturing and 40.9% in <Industry category of responding company>
non-manufacturing sectors B Manufacturing W Whole Sale/retail O Service

(6.3% in wholesale and retail,

34.6% in services). Of the
responding companies, 12.6%

(N=864) 411

were in manufacturing and
87.4% in non-manufacturing sectors (46.3% in wholesale and retail, 41.1% in services).

Examining the sectoral composition of the responding companies in detail, of the manufacturing
and wholesale/retail companies (509 companies in total), “chemicals” are the most numerous
with 54 companies, followed by “precision machinery/instruments” (45 companies), “general
machinery/devices” (42 companies), “transportation-related machinery/devices” (39 companies),
and “electrical machinery/devices” (34 companies). Thus, chemical and machinery-related
companies are well represented in the sample. Of the service sector companies (355
companies in total), “information technology and communications (ITC)” with 115 companies
constitutes 32.4% of the total.

(2) Nationality of
Parent Companies

<Nationality of overseas parent company >

‘ B North America W Europe O Asia O Other ‘

The most heavily
represented nationality (N=864)

among the ultimate parent
companies of the responding
companies was the United States (306 companies), followed by Germany (113 companies), the
United Kingdom (54 companies), France (49 companies), the Republic of Korea (46 companies)
and Switzerland (38 companies), European countries being well represented. The regional
breakdown of the responding companies was as follows: North America 37.3%; Europe 42.8%
(of which EU countries comprised 37.5%); Asia 15.6%; and other regions 3.1%.




) . <Year for establishment and entering into Japan >
(3) Times of entering

into Japan B1970s or earlier W 1980s 01990s 02000s ONo answer
When asked the decade in (N=864) 166 2738 3438 2k
which they had set up

operations in Japan, the
most common response was “the 2000s” (34.8%), followed by “the 1990s” (27.8%). In all,
62.6% of the responding companies had incorporated in “the 1990s onwards.”

(4) Form of Incorporation in Japan

<Form of establishment of responding company >

Close to half of all . —— . e
@ Merger & Acquisitions / capital participation concerning an existing firm
respondents (49.3%) set up B New establishment of 100% owned subsidiary

. . ONew establishment of a joint venture
operatlons In Japan throth ONew establishment of a Japanese branch

the “new establishment of a Ono answer

100% owned subsidiary.”
This was followed by “new

(N=864) . 18.2 22.1 6.4

establishment of a Japanese
branch” (22.1%) and “new establishment of a joint venture” (18.2%).

(5) Scale of Capital <Capital of responding company >

B Less than 50 million yen B 50million yen to less than 100 million

ReQardmg respondmg 0100 million yen to less than 1billion yen 01 billion yen and over 1 billion yen
companies’ capital scale as ONo answer

at the end of August 2007,

33.7% were capitalized at (N=864)
“less than ¥50 million,”

11.8% at “¥50 million to

¥100 million,” 22.0% at “¥100 million to ¥1 billion,” and 9.7% at “over ¥1 billion.” Note that
Japanese branch offices are counted in the “no response” category for this question.

220 9.7 228

(6) Foreign Capital Investment Ratio

<Foreign capital ratio of responding company >
Looking at the

proportion of capital
invested by the foreign

parent companies,
companies that reported (N=864) 9.1 55.7 241

“100%” comprised more
than half of respondents
at 55.7%. Just as was made clear in the responses regarding the form of incorporation in Japan,

BlLess than 50% W50% DO Over 50% to less than 100% 0100 ONo answer




foreign-invested companies exercising direct control through a 100% capital stake comprise the
majority. Note that Japanese branch offices are counted in the “no response” category for this
question.

(7) Sales
<Company’s sales in FY2006 >

In regard to the overall
volume of sales in the
2006  financial year,

BLess than 1 billion yen B 1 billion yen to less than 10 billion yen
010 billion yen to less than 100 billion yen 0100 billion yen to less than 1 trillion yen

DOMore than 1 trillion yen ONo answer
companies responding
“less than  ¥1 billion” (N=864) 42.1 10.9 ” 120
(42.1%) and *“¥1 billion to
¥10 billion” (32.6%)

comprised more than 70% of the total (74.7%).

(8) Increase/Decrease in Sales

The  proportion  of <Change in sales for FY2006 compared to FY2005 >
companle's reporting B More than 10% increase B 1% to less than 10% increase
that their sales had O Stay the same O 1% to less than 10% decrease
“increased by over O More than 10% decrease ONo answer
10%” compared to the

. . (N=864) 25.0 17.0 67|71 ] 118
previous fiscal year

came to 32.4%, while a

further 25.0% reported that sales had “increased by 1 to 10%.” This makes for a total of close
to 60% of companies (57.4%) reporting some measure of sales growth, which is almost the
same result as last year (57.6%).

(9) Roles of Japan-Based Business Operations (multiple responses)

When asked about the roles of their business operation bases owned in Japan, each company on
average listed two or more roles in response. The most common response was “sales” which
was given by 66.1% of all companies. This was followed by “services (e.g. call center)” at
32.6% and “regional control and management” at 20.8%.

Looking further at and comparing the roles of the operation bases in Japan among “at the time
of entry,” “at present” and “in the future (for reference),” the results show that all types of
operation bases have increased from “the time of entry” to “the present.” With respect to “in
the future,” despite the fact that a majority of companies offered no response, the roles of
“product development” and “product development for Japanese specifications” both showed a
tendency to increase going from “the present” to “the future.” This suggests that we can
expect new investment in these areas in the future. (See page 36 for details.)




<Roles of Japan-Based Operations >

0 100 200 300 400 500 600 700
Sales 57‘1(66.1%)
Service 282(32.6%)
Regional control and management 180(20.8%)
Distribution 153(17.7%)

Development for Japanese specifications 139(16.1%)

Manufacturing / processing 138(16.0%)
Product development 104(12.0%)
Goods and materials prcurement 102(11.8%)

Basic research 46(5.3%)
(N=864)

Other 74(8.6%)

2. Impediments to Business in Japan

The survey results with respect to impediments to investing in Japan are as follows. Of the
864 companies responding to the questionnaire, 806 companies provided some kind of response
in relation to business impediments.

The following impediments were identified by more than half (50%) of the responding
companies: “difficulty in securing personnel” (66.2%), “high business costs” (60.2%), “high
product standards demanded by users” (59.6%), and the “closed character and particularity of
the Japanese market” (50.6%). The number of companies identifying each of the other offered
responses was comparatively low: “regulations, approvals or business licenses” (21.2%),
“complexity of administrative procedures” (20.9%), “unsatisfactory preferential treatment and
incentives” (14.5%), “lack of information and services” (14.2%), “uncomfortable living
environment for foreigners (schools, hospitals, social customs, etc.)” (10.9%), “dissatisfaction
with infrastructure (convenience, usage fee, etc.)” (9.4%), and “difficulty in financing” (8.7%).



<Impediments to Business in Japan (multiple responses)>

0.0 100 200 300 400 500 600 700 800

Difficulty in securing personnel 66.2
High business costs

High standards for products demanded by users
Closed character and particularity of Japanese market
Regulations approval of license, to practice business
Complexity of administrative procedures
Unsatisfactory preferential treatment and incentive
Lack of information and services

Unconfortable living environment for foreigners
Dissatisfaction with infrastructure

Difficulty in finansing (N=864)

Looking at the four most frequently cited impediments as noted above on a time series basis
(tracking the years 1995, 2005, 2006 and 2007), we find that the proportions of companies
citing “high business costs” and the “closed character and particularity of the Japanese market”
have declined compared to those in 1995. This might be said to be an indication that
foreign-invested companies are finding it easier to do business in Japan. While the proportion
of companies citing “difficulty in securing personnel” came in somewhat lower than in 2006, it
has risen by 25 percentage points since 1995. It can be inferred from this that, with the
economic recovery over the last few years, and moreover as Japanese companies themselves
have become more internationalized, the competition faced by foreign companies to secure
guality personnel is intensifying.

Meanwhile, although the proportion of companies citing “high product standards demanded by
users” fell by 6 percentage points from the level of 2006, more than 50% of companies continue
to identify this as an impediment.



<Comparison among the 1995 (1% Survey), 2005, 2006 and 2007 Survey Results on Business

Impediments (multiple responses)>

‘I2007 N=864 @2006 N=936 02005 N=614 01995 N=616 ‘

0.0 10.0

20.0

30.0

40.0 50.0

60.0

70.0

80.0 90.0

66.2
e . ’ 66.6
Difficulty in securing personnel 533

| 40.4

60.2
High business costs

65.5
65.5

| 703

59.6
High standards for products 66.5
demanded by users 57.8

| 518

50.6
8.0

Closed character and 4
particularity of Japanese 4'9 7
market :

| 56.7

3. Strategies for Investment in Japan

(1) Views on the Current State and Outlook of the Japanese Economy and

Earnings Performance

When asked for their views on the current state of the Japanese economy, 17.5% of responding
companies answered “good” while 66.9% answered “somewhat good,” making a total of 84.4%.
Thus, more than eight in ten companies view current conditions as good, including “somewhat
good.” Meanwhile, just around 10% of companies (11.1%) view economic conditions as
“bad.” As for their outlook on the Japanese economy over the next one to two years, 24.9%
expect the economy to “get better,” 62.8% expect it to “remain about the same,” and 8.3%
expect it to “get worse.” These results indicate that the majority of foreign-invested companies
have an optimistic view of the Japanese economy.

When asked for their assessment of
their current earnings performance,
24.3% of companies answered “good”
and 55.3% answered “fair,” making a
total of 79.6%. Thus, close to eight
companies in ten view their current
performance as “good,” including
“fair.” Meanwhile, 15.3% of
companies described their current
performance as “poor.” As for the

<Current State and Outlook of Japanese Economic>

The prospects of the overall Japanese economy in

one to two years Total
Remain the
Get better same Get worse | No answer
o 79 67 5 0 151
2 21Good
=] 9.1% 7.8% 0.6% 0.0% 17.5%
o
2 3|Somewhat |120 414 44 0 578
£ §|good 13.9% 47.9% 5.1% 0.0% 66.9%
£8 15 59 22 0 9
& &|Poor
o7 1.7% 6.8% 2.5% 0.0% 11.1%
a3
23 3 1 34 39
= 3&[No answer
0.1% 0.3% 0.1% 3.9% 4.5%
215 543 72 34 864
Total
24.9% 62.8% 8.3% 3.9% 100.0%




outlook for earnings performance over the next one to two years, 49.2% of companies reported
that they expect their performance to “improve,” while 6.9% of companies expect it to “get
worse.” Of the 864 companies in the total sample, the number of companies that described
their current performance as “poor” and expected it to “get worse” was only 24 companies
(2.8%). From this it is apparent that the majority of foreign-invested companies have positive
views of their earnings performance, just as they do with regard to the Japanese economy.

<Current State and Outlook of Earnings Performance>

Company's prospect of performance
i Total
Improve Remain the Get worse | No answer
same
133 65 9 3 210
Good
- 15.4% 7.5% 1.0% 0.3% 24.3%
[
2ol 229 219 26 4 478
3 2|Fair
o 2 26.5% 25.3% 3.0% 0.5% 55.3%
= 58 49 24 1 132
o g |Poor
g = 6.7% 5.7% 2.8% 0.1% 15.3%
© 2 1 36 44
No answer
0.6% 0.2% 0.1% 4.2% 5.1%
425 335 60 44 864
Total
49.2% 38.8% 6.9% 5.1% 100.0%

(2) Market Outlook for Companies’ Own Products and Services and Future
Business Development

When  asked  about <Market Outlook for Companies’ Own Products and Services>
market  prospects  for
their own products and @ It will grow B It will remain about the same O It will shrink O No answer

services over the next
one to two years, 45.0%
of companies responded
that they expect their
markets to “grow,” while 43.4% expect them to “remain about the same.” With only 7.5% of
companies expecting their markets to “shrink,” the majority of foreign-invested companies are
anticipating growth in their product or service markets.

(N=864)

When asked about the <Future Business Development>
direction of their @ Seek to expand business
business in Japan. 63.1% B Maintain the current status
pan, 70 Ointend to reduce the scale of business
of all companies O No answer

responded that they
would “seek to expand
business.” The

(N=864)
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proportion of companies responding that they would “maintain the current status” was 31.4%,
Given the
favorable outlook for the Japanese economy and for their own product or service markets, many
foreign-invested companies are seeking to expand their scale of business.

while a mere 1.5% indicated that they “intend to reduce the scale of business.”

The table below presents this data in a time series format.
expand business,” the proportion of companies indicating their intention to expand has remained
above 50% every year since 2003, matching paces with the recovery of the Japanese economy
In 2007 this figure came to 63.1%, the highest result

which has continued since 2002.

recorded to date.

<Time Series Data on Business Development>

Looking at the figures for “seek to

1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007

N=705 | N=647 | N=627 | N=578 | N=449 | N=353 | N=707 | N=614 | N=936 | N=864
Expansion 38.0% 31.2% 37.5%| 31.3% 4324 615% 521% 56.4% 57.2%] 63.1%
No change 56.5% 51.3%| 46.4%| 61.4% 443w 314%| 406% 3504 38.9% 31.4%
Reduction 39%| 14w 129%  27% 87w 42w 3% 34% 25%  1.5%
Other / no answer 16%  161% 32w 45w 384 28w 42ow]  52u| 15w 4.1y
Total 100.0%] 100.0%] 100.0%] 100.0% 100.0% 100.0% 100.0%] 100.0% 100.0% 100.0%

Note: Questions on business development were not asked in surveys prior to 1998.

(3) Specific Business Expansion Strategies

The 545 companies that indicated that they would “seek to expand business” were also asked
about their specific business expansion strategies (with multiple responses permitted). The
results showed “reinforce selling power” to be the most common response at 73.8%. This was
followed by “launch new products and/or new services” at 62.9%, “expand current production
capacity and/or services” at 52.3%, “diversify business” at 22.2%, and “establish an R&D
system in Japan or augment an existing system” at 18.2%. It can be read from this that the
majority of foreign-invested companies see stronger sales force and the introduction of new
products and services as their prime strategies for expanding their scale of business in Japan.

11



<Specific Business Expansion Strategies (multiple responses)>
00 200 40.0 60.0 80.0

Reinforce selling power
Launch new products
and/or new services

Expand current

production capasity
and/or services

Diversify business

Establish an R&D
system in Japan or
augment existing system

Other

No answer (N=545)

Companies were also asked what methods they are most likely to adopt in pursuing each of the
six business expansion strategies from which they were asked to choose. We can see from the
results that independent action is the dominant method of business expansion, given that for
each of the six strategies, over 60% of companies indicated that they intended to pursue that
strategy “independently.” However, around 20to 30% of companies also indicated “in
affiliation with another company, university, research institute, etc.” for each of the strategies.
It emerges that Asian companies in particular identified the methods “in affiliation with another
company, university, research institute, etc.” and “through M&As” more frequently than
companies from other regions.

<Methods for Pursuing each Expansion Strategy>

Independently| Affiliation M&A No answer Total
Expand current
production capacity (N=285) 68.4% 21.8% 6.7% 3.2% 100.0%
and/or services
Reinforce selling power | (N=402) 67.9% 24.9% 3.7% 3.5% 100.0%
Launch new products | _53, 71.1% 21.9% 2.6 4.4% 100.0%
and/or new services
Establish an R&D
system in Japan or (N=99) 67.7% 30.3% 1.0% 1.0% 100.0%
augment existing
system
Diversify business (N=121) 57.0% 27.3% 13.2% 2.5% 100.0%
Other (N=27) 59.3% 14.8% 11.1% 14.8% 100.0%
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4. Triangular Mergers <Familiarity with Triangular Mergers>

Since triangular mergers have become No answer

4.2%

possible in Japan, for this survey we included
guestions on companies’ degree of familiarity
with such mergers and any intentions of
utilizing them. Companies were first asked
whether they are familiar with triangular
mergers, and around 60% of companies (498
companies; 57.6%) indicated that they are.

Those companies that indicated that they are
familiar with triangular mergers were then
asked about the possibility to utilize them.
“We would consider using this method” was the response of 40 companies (8.0%), and if we
include the 14 companies (2.8%) that responded “we would consider using this method, but the
system is difficult to navigate,” it emerges that in total around one in ten companies are
considering using such mergers. Since lifting the ban on triangular mergers in May 2007,
doubts have been raised as to their practicability. However, as a result of this survey, we could
confirm the potential existence of companies that would consider actually using them. Note
meanwhile that there were 281 companies (56.4%) returning the response “it is not of interest.”

<Intentions to Utilize Triangular Mergers (of companies familiar with them)>

B We would consider using this method

B We would consider using this method, but the system is difficult to navigete
O It is not of interest

O Other

(N=498) 564 327
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5. Japan in the Midst of Asia

In this year’s survey, questions were included that relate to Japan’s positioning within Asia, and
on the countries and regions that are seen as strategically important within Asia.

(1) Business Development in Asia and Japan

In response to a question on the future of their businesses in Asia, more than three quarters of
companies (75.5%) replied that their businesses would be “expanding.”  Including
“maintaining current levels” (17.1%), we can see that more than nine in ten companies (92.6%)
are placing an emphasis on Asia. Meanwhile, the proportion of companies that responded
“shrinking” came to only 1.2%.

Companies were also
asked about their
business development
intentions in the
Japanese market as part 12
of  their  broader ~ (N=864) 55

<Business Development in Asia>

B Expanding B Maintaining current levels O Shrinking OOther

=
~
i
o
w

business development
in Asia. The results
showed that companies taking a positive approach and responding “we plan aggressive business
expansion because we believe Japanese markets will expand and become increasingly
important” comprised around four out of ten companies (37.8%). In addition, those companies
answering “although Japanese markets are nearing the limits of their growth, we will maintain
our current clout because of the large scale of the Japanese market” and seeking to maintain
their current positions also made up around four in ten companies (40.7%). Meanwhile,
companies responding “markets in East Asia are now more important” comprised 8.3%,
confirmed that companies’ business development in East Asia, centered in China, might have an
impact on their business development in Japan.

Companies that responded “Japanese markets have reached the limits of their expansion and its
importance as a market is declining, so we will reduce the scale of our business in Japan” made

up only 2.9% of the sample.

<Business Development in the Japanese Market>

B Aggressive expansion B Maintain the current clout
DOReduce the scale of business in Japan O Shift business to East Asia
OoOther

(N=864) 102
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(2) Asian Countries and Regions Seen as Strategically Important for Business

Companies were asked to select the three Asian  <countries and Regions seen as Strategically
countries or regions that they consider most Important (multiple responses)>

strategically important in the light of their parent
companies’ intentions.  “China” emerged at the

top of the list, having been identified by 63.8% No | Countries / regions | Number
' ' 1 [China 551 63.8%
of companies. Next followed “India” at 28.7%, > |india 048] 28.7%
“Korea” at 26.4%, “Hong Kong” at 14.0%, 3 |south Korea 228  26.4%
“Taiwan” at 13.0% and “Singapore” at 11.6%. 4 |Hong Kong 121  14.0%
Apart from the above six, no other country or 5 [Taiwan 112|  13.0%
region reached 10%. Thus it is apparent that | 6 |Singapore 100) 116%
an extremely high proportion of companies see |/ |/ietnam 78 90k
. L 8 |Thailand 75 8.7%
China as a strategic priority. 9 |Malaysia 27 3.1%
10 |Indonesia 22 2.5%
There were no significant changes in the survey | 11 |The Philippines 11 1.3%
results on priority countries and regions from Other 16 1.9%
the previous survey in 2005. No answer 173]  20.0%

Looking further at the reasons for which companies nominated particular countries and regions
as strategically important, an extremely high proportion cited “prospects for significant
expansion of the market” for top-ranked China (87.8%) and also for India (88.7%). Both of
these countries were also rated highly for the reasons “production-related costs are low” (34.7%
for China and 32.7% for India) and “labor is readily available” (26.9% for China and 30.2% for
India). China and India have attained their positions as the two priority economies in Asia, due
to the attractiveness of their markets and also to their superiority in terms of production costs
and labor supply. Thailand, Malaysia, Indonesia and Vietnam, despite receiving low rankings
as priority countries or regions in Asia, were all highly rated for market attractiveness, low
production costs and ease of securing labor, just as China and India were. On the other hand,
Korea and Taiwan were both rated relatively highly than other countries and regions for the
following three reasons: “the company has influential business partners;” “related industries
(parts industries, logistics and other services, etc.) are readily available;” and “information and
communication infrastructure is established.” And Singapore was notable for its relatively
high ratings for “information and communication infrastructure is established” and
“transportation and distribution infrastructure such as ports and airports are established.”

15



<Reasons to Give Priority to Particular Country or Region (multiple responses)>

re Lizgons Prospect Foreign- | Transporta Info;r:]]stion Ei)nsinsce;?g The
Countries and g and fopr Production- | Labor is capital tion and communical Related low and | company The
Regions seen as o P " companies | distribution . industries fund- has country is No
Strategically Total rezflré(i;li(;ns an;fr'éia;; rele;ltreedlgv?/sts a:/eaeilll':llila)lle receive | infrastruct infr:é):ru ot | are readily | raising | influential | politically Other answer
Important %usinessg ofr;narket preferential| ure are ure is available | methods | business stable
activi treatment | established established can be partners
y diversified
China 551 20 484 191 148 25 12 14 24 37 66 5 15 16
100.0% 3.6% 87.8% 34.7% 26.9% 4.5% 2.2% 2.5% 4.4% 6.7% 12.0% 0.9% 2.7% 2.9%
India 248 6 220 81 75 9 5 16 11 17 19 5 6 8
100.0% 2.4% 88.7% 32.7% 30.2% 3.6% 2.0% 6.5% 4.4% 6.9% 7.7% 2.0% 2.4% 3.2%
South Korea 228 17 117 16 9 7 18 37 37 5 49 22 19 8
100.0% 7.5% 51.3% 7.0% 3.9% 3.1% 7.9% 16.2% 16.2% 2.2% 21.5% 9.6% 8.3% 3.5%
Hong Kon 121 19 77 18 23 8 15 19 10 7 19 5 7 6
9 9 100.0% 15.7% 63.6% 14.9% 19.0% 6.6% 12.4% 15.7% 8.3% 5.8% 15.7% 4.1% 5.8% 5.0%
Taiwan 112 13 46 17 7 2 6 18 21 3 26 9 12 3
100.0% 11.6% 41.1% 15.2% 6.3% 1.8% 5.4% 16.1% 18.8% 2.7% 23.2% 8.0% | 10.7% 2.7%
Singapore 100 35 23 7 14 21 29 38 11 8 14 27 7 6
100.0% 35.0% 23.0% 7.0% 14.0% 21.0% 29.0% 38.0% 11.0% 8.0% 14.0% 27.0% 7.0% 6.0%
Vietnam 78 3 45 45 36 8 2 2 2 2 7 7 2 1
100.0% 3.8% 57.7% 57.7% 46.2% 10.3% 2.6% 2.6% 2.6% 2.6% 9.0% 9.0% 2.6% 1.3%
Thailand 75 6 45 24 22 3 6 4 11 4 18 5 1 1
100.0% 8.0% 60.0% 32.0% 29.3% 4.0% 8.0% 5.3% 14.7% 5.3% 24.0% 6.7% 1.3% 1.3%
Malaysia 27 4 8 11 11 2 1 1 6 4 7 2 1 0
100.0% 14.8% 29.6% 40.7% 40.7% 7.4% 3.7% 3.7% 22.2% 14.8% 25.9% 7.4% 3.7% 0.0%
Indonesia 22 2 11 5 6 2 0 0 1 1 3 1 1 2
100.0% 9.1% 50.0% 22.7% 27.3% 9.1% 0.0% 0.0% 4.5% 4.5% 13.6% 45% | 4.5% 9.1%
T— 11 0 6 3 3 1 1 0 0 0 2 1 0 1
The Philippines | 55 oy 00%|  545% 273% | 273 | 91%|  91%|  00%|  00%|  00%| 182%|  9.1%| 00%| 9.1%
Other 16 0 7 1 2 0 2 0 1 0 1 5
100.0% 0.0% 43.8% 6.3% 12.5% 0.0% 12.5% 0.0% 0.0% 0.0% 6.3% 0.0% 6.3% | 31.3%

(3) Function as Management Base for the Asian Region

In response to the
question as to whether
their companies locally
manage business in the

Asian region other
than Japan, 17.1% of
the responding

<Function as Management Base for the Asian Region>

BEYes

ENo

ONo answer

(N=864)

companies answered “Yes” and 78.8% answered “No.”

Those companies that answered “Yes” (148 companies) were also asked to specify which
The most common response was “Korea” at
64.2%, followed by “China” at 52.7%, “Taiwan” at 33.1%, “Hong Kong” at 27.0%, “ASEAN”
at 20.9%, and “Oceania” at 19.6%.

countries or regions they managed from Japan.
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When asked for the
reasons  why  they

<Asian Countries and Regions Managed from Japan (multiple responses)>

0.0 10.0 20.0 30.0 40.0 50.0 60.0 70.0 80.0
established their
South
management base for the S
Asian region in Japan, China
around six in ten
. Taiwan
companies (59.5%)
responded that it was Hong Kong
because “Japan is the
. ASEAN
most important market
in Asia.”  This was Oceania
followed by the No answer (N=148)
responses “business

partners are nearby” at

26.4%, “talented staff are available” at 18.9%, “infrastructure has been established” at 14.2%,
“the latest industry information is available” at 12.8%, “we already had bases such as factories
here” at 10.1%, and “the government worked hard to entice us here” at 2.7%.

<Reasons for Establishing Management Base in Japan (multiple responses)>

0.0 10.0 20.0 30.0

40.0 50.0

60.0 70.0

Japan is the most important market in Asia
Business partners were nearby

Talented staff were available

Infrastructure had been established

The latest industry information is available here
We already had bases such as factories here
The government worked hard to entice us here
Other

No answer

The companies indicating <Locations of Asian Management Base>

59.5

(N=148)

that they do not manage @ Directly controlled by parent company W China

. . . OHong Kong O Singapore
their regional operations 0O Oceania OOther
from Japan (681 BINo answer

companies) were asked
from where they do (N=681)

17

181




manage their Asian regional operations. The most common response was “directly controlled
by the parent company” at 48.9%. Other responses included “Singapore” at 12.0%, “Hong
Kong” at 8.1%, “China” at 6.0%, and “Oceania” at 2.2%.

Companies were also asked about factors needed to be satisfied to induce them to set up their
Asian bases in Japan. Around half (49.2%) of the responding companies answered “we have
no intention of establishing a regional management base in Japan.” Other responses included
“increase in number of talented staff available” at 15.6%, “introduction of special treatment
more attractive than that in other countries” at 14.1%, “reductions in corporate taxes” at 12.3%,
“smoother administrative procedures” at 7.8%, “infrastructure established” at 4.1%, and “ability
to obtain most recent industry information” at 2.6%.

<Conditions Needed to be Satisfied to Establish Asia Regional Management Base in Japan
(multiple responses)>

0.0 10.0 20.0 30.0 40.0 50.0 60.0

Increase in number of talented staff available 15.6
Infrastructure established

Reduction in corporate taxes

Introduction of special treatment more attractive than that in
other countries

Smoother administrative procedures

Ability to obtain most recent industry information

Other
We have no intention of establishing a management control 492
base in Japan '
No answer (N=681)
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IV.Survey Results in Detail

1.

Summary of Responding Companies

(1) Industry Categories of Responding Companies and their Parent Companies

The questionnaire asked about the industrial sectors of both overseas parent companies, and

responding companies who are Japanese corporations.

parent companies at 54.4%.

Manufacturing comprised over half the

The services accounted for 34.6% and wholesale/retail accounted

for 6.3%.
Figure 1-1
Industry %

Manufacturing 470 54.4
Wholesale / retalil 54 6.3
Service 299 34.6
Noanswer L _ 41 _ _ 47)
Total 864 100.0

(N=864)

Industry Categories of Overseas Parent Companies

B Manufacturing

B Whole Sale/retail

O Service

ONo answer

al
»
~

34.6

4.7

As Figure 1-2 shows, 12.6% of the responding companies belong to the manufacturing sector,

41.1% to the services, and 46.3% to wholesale/retail.

within Japan are categorized according to the roles of operation bases in Japan.

Figure 1-2
Industry %
Manufacturing 109 12.6
Wholesale / retail 400 46.3
Service 355 411
Noanswer I __0 __ 00)
Total 864 100.0

(N=864)

Industrial Categories of Responding Companies

The industrial sectors of companies

B Manufacturing

B Whole Sale/retail

O Service

12.6

41.1

Figure 1-3 presents the breakdown by industrial sectors of both overseas parent companies and
responding companies.

Figure 1-3  Industry Categories of Overseas Parent and Responding Companies
Industry category of answered companies
Manufacturing Wholesgle / Service Total
retail
. 99 331 40 470
+~ |Manufacturing
S 11.5% 38.3% 4.6% 54.4%
8 |Wholesale / 0 50 4 54
ks 2 retail 0.0% 5.8% 0.5% 6.3%
gc Service 4 3 292 299
{=2]
% g‘ 0.5% 0.3% 33.8% 34.6%
S8 6 16 19 41
2 |No answer
7] 0.7% 1.9% 2.2% 4.7%
E Total 109 400 355 864
12.6% 46.3% 41.1% 100.0%)
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Figure 1-4 below shows the breakdown of responding companies in the manufacturing, services,
and wholesale/retail sectors respectively into more detailed categories.

In manufacturing, the chemical sector topped the list with 22 companies. This was followed
by the transportation-related machinery/device sector with 16 companies, the general
machinery/device sector with 12 companies, and the electrical machinery/device sector with
11 companies. Chemical and the various machinery-related sectors made up the bulk of
manufacturing companies in the sample.

In  wholesale and retail (including general trading companies), the precision
machinery/instrument sector was represented by 41 companies, followed by the chemicals with
32 companies, general machinery/devices with 30 companies, information technology and
communication (ITC) machinery/devices with 29 companies, and the electrical
machinery/devices, electronic parts and devices, and transportation-related machinery/devices
with 23 companies each. In services, the information technology and telecommunication
(ITC) sector was represented by 115 companies, finance/insurance by 58 companies, and
professional business services by 50 companies.

Figure 1-4  Detailed Sectoral Distribution of Responding Companies
Manufacturing 0/ Wholesale / retail n 0/ Service n 0/
109 ’ 400 ’ 355 ’

Precision Information

Chemicals 22 20.2 machinerv/instruments 41 10.3] |technology and 115 324

Y telecommunications

Tran;portat|onjrelated 16 14.7] |Chemicals 32 8.0] |Finance/Insurance 58 16.3

machinery/devices

Gene_ral _ 12 11.0 Gene(al ' 30 75 Profgssmnal business 50 141

machinery/devices machinery/devices services

Electrical Information technology and .

machinery/devices 1 101 telecommunication devices 2 7.3 |Transportation 32 90

Metal products 10 9.2 EIectrlcaI . 23 5.8] |Construction 7 20
machinery/devices

Electronic Electronic Food and

| parts/components ! 64 parts/components 2 58 drink/hospitality 4 11

Medlcgllpharmaceutlcallc 6 55 Trans_portatlonfrelated 23 58| |Real estate 2 06

osmetics machinery/devices

Plastic products 5 4.6] |Food and drink 20 5.0] |Education/training 2 0.6

Precision 4 37| [Metal products 18 45| |Lifestyle-related 2 06

machinery/instruments _ services

Food and drink 1 0.9 Stationery/toys/sports 17 43| |Medical/training 1 0.3
products

Textiles/clothing 1 09| |Medical/pharmaceutical/c || ¢ 40| |other 790 223
osmetics

Rubber products 1 09| [Textiles/clothing 14 3.5] [No answer 3 0.8

Dairy necessities 1 0.9| [Dairy necessities 13 33

Information technology and

telecommunication devices 0 00| [Rubber products 5 13

Stationery/toys/sports 0 0.0] [Plastic products 4 1.0

products

Other 12 11.0] [Other 91 22.8
No answer 1 0.3
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Figure 1-5 Parent Company Nationality and Region
(2) Natlona“ty Of Parent Companles No. | Country/region n Country/region n
1 JUSA 306| 35.4% North America 322 373
The most heavily represented nationality among | ——foe e B o
the parent companies of responding companies | 4 [France 49 574  |Other 27| 31
. . . 5 |South Korea 46| 534 No answer 10 12
was the United States (306 companies). This [ 6 [switzerland 38| 44 [Tota 864] 1000
- 7 |China 28 3.2%
was followed, in order, by Germany [ f\emeriands 7 31
(113 companies), the  United  Kingdom | 9 Jitaly 21| 24%
. i 10 |Taiwan 19 2.2%
(54 companies), France (49 companies), Korea [ 11 |canada 15 17K
. . . 12 |Sweden 14 1.6%
(46 companies), and Switzerland (38 companies), Australia W ies
with European countries well represented. | 14 JHongKong 13| 1%
] ) ] 15_[Finland 1] 13%
Among Asian countries, the most heavily | 16 |Beigium 0] 12%
. 17 |Singapore 9 1.0%
represented was Korea (46 companies) followed mdigap T
by China (28 companies). 19 1Denmark § 0%
20 )Austria 6 0.7%
Norway 6 0.7%

Looking at the distribution by region, European countries made up 42.8% of the sample
(370 companies, of which 324 were from EU countries), and North America 37.3% (322
companies), these two regions accounting for about 80% (80.1%) of the total.

Asian companies in all, representing 15.6% of the total.

There were 135

Looking at the regional distribution of parent companies on a time series basis, there has been a
tendency for the proportion of Asian companies to increase year by year.

Figure 1-6

Regional Distribution of Parent Companies

USA Europe

| Others

No answer

FY2007
(N=864)

FY2006
(N=936)

FY2005
(N=614)

FY2004
(N=707)

0.

FY2003
(N=353)

FY2002
(N=449)

FY2001
(N=578)

455

47.0

FY2000
(N=627)

FY1999
(N=647)

FY1998 5
(N=706) :
FY1997

(N=559) 4

FY1996
(N=583) :




Figure 1-7  Regional Distribution of Parent Companies
FY1996 | FY1997 | FY1998 | FY1999 | FY2000 | FY2001 | FY2002 | FY2003 | FY2004 | FY2005 | FY2006 | FY200
(N=583) | (N=559) | (N=706) | (N=647) | (N=627) | (N=578) | (N=449) | (N=353) | (N=707) | (N=614) | (N=936) | (N=864)
USA 48.0 44.7 43.8 47.0 44.2 455 40.5 39.4 37.6 36.3 38.6 354
UK 77 7.7 74 6.3 77 6.7 71 45 5.7 73 6.8 6.3
Germany 115 12.7 139 14.2 15.2 114 11.8 16.7 124 125 134 131
ué— France 48 55 4.7 54 4.8 6.1 6.5 5.4 6.5 6.2 6.6 5.7
E Netherlands 39 45 44 51 51 38 31 17 25 26 31 31
Switzerland 8.1 72 6.4 4.6 7.0 54 6.9 6.8 6.5 5.7 5.6 44
Other 8.1 9.7 8.8 8.8 8.5 10.6 11.1 9.9 5.8 12.1 10.8 10.2
South Korea 21 20 17 19 11 1.6 13 17 3.0 3.7 31 5.3
© Taiwan 15 1.6 0.9 14 14 17 1.6 28 21 2.0 18 2.2
'g:') Hong Kong 17 0.7 13 14 11 14 18 2.0 1.0 0.8 12 15
China 0.9 0.9 14 2.0 19 1.6 2.0 2.8 17 3.3 3.0 3.2
Other 0.7 05 2.1 14 11 12 0.9 11 3.8 24 29 3.3
Other 2.7 3.2 4.7 2.6 3.2 3.8 49 2.3 2.8 5.0 3.1 6.2
Looking at the sectoral Figure1-8 Industry Categories of Parent Companies by
breakdown of parent companies Region

by parent company’s region
(Figure 1-8), the proportion of
manufacturing companies s
high among North American
(52.8%) and European (65.1%)
companies, whereas among
Asian companies, the service
sector (49.6%) is more dominant
than manufacturing (32.6%).

Asian companies seem to be of
the judgment that Japan is more
effective for service business
development, such as in the
ITC, transportation, and
finance/insurance sectors,
rather than as a manufacturing
base.

Meanwhile, if we look at the
sectoral breakdown of the
responding companies, the

North America(N=322)

Europe(N=370)

Asia(N=135)

Figure 1-9

North America(N=322)

Europe(N=370)

Asia(N=135)

B Manufacturing

B Wholesale / retail

O Service

ONo answer

Industry Categories of Responding Companies
by Parent Company’s Region

‘ B Manufacturing

B Wholesale / retail

O Service

service sector accounts for the largest proportion of North American companies with 44.7%,
while wholesale/retail is the largest sector among European companies at 52.4%.
half of the Asian companies (55.6%) are in the service sector.

More than

Looking at the more detailed sectoral breakdown, the ITC sector is the most heavily represented
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among North American companies with 64 companies, followed by the professional business
services with 23 companies and the chemicals with 21 companies.  Chemical and
machinery-related companies are dominant among European companies, with 27 companies
coming from the chemical sector, 26 from the precision machinery/instrument sector, and 25
from the transportation-related machinery/device sector. Service sector companies are well
represented among the Asian companies in the survey, with 22 ITC companies, 15
transportation companies, and 14 finance/insurance companies.

Figure 1-10 Detailed Sectoral Distribution of Responding Companies by Parent
Company’s Region

North America Europe Asia
322 (N=370) (N=135)
n % n % n %
Food and drink 10 3.1 4 1.1 5 3.7
Textiles/clothing 3 0.9 9 24 3 2.2
Chemicals 21 6.5 27 7.3 5 3.7

= Medical/pharmaceutical/cosmetics 9 2.8 10 2.7 2 15

+« |Plastic products 3 0.9 6 16 0 0.0

5 Rubber products 2 0.6 1 0.3 3 2.2

< |Metal products 5 1.6 14 3.8 9 6.7

8 |General machinery/devices 13 4.0 22 5.9 2 15

2 [Electrical machinery/devices 12 3.7 18 49 3 2.2

i Information '.cech'nology'and 12 37 7 19 8 59

2|telecommunication devices

5 Electronic parts/components 13 4.0 12 3.2 4 3.0

q‘_% Trans_portat|on7related 10 31 o5 6.8 4 30

= machmery/dew_ces _

g Precision machinery/instruments 16 5.0 26 7.0 3 2.2
Stationery/toys/sports products 7 2.2 9 24 1 0.7
Dairy necessities 1 0.3 11 3.0 2 15
Other 41 12.7 51 13.8 6 4.4
No answer 0 0.0 1 0.3 0 0.0
Construction 2 0.6 3 0.8 2 15
Information '_cechnology _and 64 19.9 18 49 29 16.3
telecommunication devices
Transportation 1 0.3 12 3.2 15 11.1
Finance/Insurance 19 5.9 24 6.5 14 104

8 |Real Estate 2 0.6 0 0.0 0 0.0

GE) Food and drink/hospitality 0 0.0 3 0.8 1 0.7

o |Medical/welfare 0 0.0 1 0.3 0 0.0
Education/training 1 0.3 0 0.0 0 0.0
Lifestyle-related services 1 0.3 1 0.3 0 0.0
Professional business services 23 7.1 17 4.6 9 6.7
Other 30 9.3 38 10.3 10 74
No answer 1 0.3 0 0.0 2 15
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(3) Time of Entering into Japan

Companies were asked when they had initially set up operations in Japan. Grouping these
responses by decade, the most common category of responses was “the 2000s” with 301
companies (34.8%), followed by “the 1990s” with 240 companies (27.8%). Companies that
had entered Japan from the 1990s onwards made up 62.6% of the total.

Figure 1-11 Time of Entering into Japan

Year of entry into Japan %
1970s or earlier 143 16.6 ‘ @ 1970s or earlier W 1980s 01990s 02000s  ONo answer
1980s 159 184
1990s 240 27.8
2000s 301|  34.8| (N=864) [ 1166 218 348
No answer 21 24
Total 864/ 100.0

Looking at the results by industry category, many of the manufacturing companies entered
Japan during the 1970s or earlier, and have been doing business in Japan for a longer time than
other foreign-invested companies. The number of service sector companies entering the
Japanese market has increased dramatically after the 1990s, and 45.1% of the 355 service sector
companies entered from the 2000s onwards (Figure 1-12).

Figure 1-12 Time of Entering into Japan (by industry)

B1970s or earlier W 1980s 01990s 02000s ONo answer

[ ]
18.3 229 3.7

Manufacturing(N=109)
Wholesale 7 retail(N=400) 29.0 15
Service(N=355) 451 31

Looking at the results by parent company’s region, a high proportion of companies from each
region entered during or after the 1990s. In particular, 43.7% of Asian companies entered from
the 2000s onwards (Figure 1-13).
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Figure 1-13 Time of Entering into Japan (by parent company’s region)

‘ B1970s or earlier W 1980s 01990s 02000s O No answer ‘

North America(N=322) 317 22
Europe(N=370) 332 22
Asia(N=135) 437 07

(4) Form of Incorporation in Japan

Regarding the forms of incorporation in Japan, the most common form was the “new
establishment of a 100% owned subsidiary” with 379 companies (43.9%). This was followed
by the “new establishment of a Japanese branch” with 191 companies (22.1%), “new
establishment of a joint venture” with 157 companies (18.2%), and the *“merger with/
acquisition of or capital participation in an existing company” with 82 companies (9.5%).

Figure 1-14 Forms of Incorporation of Responding Companies

Form of establishment % B Merger & Acquisitions / capital participation concerning an existing firm

Merger & Acquisitions / capital 82 95 B New establishment of 100% owned subsidiary
participatioln concerning an existing firm ) O New establishment of a joint venture
New establishment of 100% owned O New establishment of a Japanese branch

S 379 439
subsidiary Ono answer
New establishment of a joint venture 157 182
New establishment of a Japanese branch 191 221
No answer 55 6.4| (N=864) 43.9 182 22.1 6.4
Total 864 100.0

A relatively high proportion of

Figure 1-15 Forms of Incorporation of Responding Companies

manufacturin companies .
g P (by industry)
entered ‘]apan through a merger B Merger & Acquisitions / capital participation concerning an existing firm
- e - B New establishment of 100% owned subsidiary

Wlth/ vaUISItlon Of or Capltal ONew establishment of a joint venture
participation in an existi ng Emgv;rfssvtvaek;hshment of a Japanese branch
Company” (229%) More than Manufacturing(N=109) 41.3 I3,7| 73
half of the wholesale and retail
companies (52.8%) entered via _

. Wholesale 7 retail(N=400) 188 138 6.3
the “new establishment of a
100% owned subsidiary.” And
among service sector companies, Service(N=355) 372 62

the “new establishment of a
100% owned subsidiary” at
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39.7% competes with “new establishment of a Japanese branch” at 37.2%.

Figure 1-16 Forms of
Companies (by region)

Looking at the results by region
of the parent company, the
distribution of the various forms
of entry for North America and
Europe are almost the same.
However, for Asian companies,
with their higher proportion of
service sector companies, the
“new  establishment of a
Japanese branch” accounts for
35.6%.

North America(N=322)

Looking at the forms of entry by
companies’ scale of capital, the
larger the capital scale, the higher is
the proportion of companies that had
entered via “merger with/ acquisition
of or capital participation in an
existing company” and the “new
establishment of a joint venture.”
Conversely, the smaller the capital
scale, the higher the proportion of

companies  entering via  “new
establishment of a 100% owned
subsidiary.” Note that starting

capital is not required for *new
establishment of a Japanese branch.”

Among companies that answered “new establishment of a Japanese branch,” those providing
answers for their scale of capital are probably companies that have transformed into local

corporations after entering Japan.

Incorporation of Responding

Europe(N=370)

Asia(N=135)

Figure 1-17 Forms of Incorporation in Japan

B Merger & Acquisitions / capital participation concerning an existing firm

B New establishment of 100% owned subsidiary
O New establishment of a joint venture

O New establishment of a Japanese branch
ONo answer

18.6 193 59
19.7 186 54
356 74

(by scale of capital)

B Merger & Acquisitions / capital participation concerning an existing firm

Less than 50 million yen
(N=305)

50million yen to less than
100 million yen
(N=105)

100 million yen to less
than 1billion yen
(N=195)

1 billion yen and more
(N=94)

B New establishment of 100% owned subsidiary
O New establishment of a joint venture

ONew establishment of a Japanese branch
ONo answer

151

52

8.6

76

10.3

6.7

17.0

74

(5) Scale of Capital of Responding Companies

As for the scale of capital,
companies capitalized at “less
than ¥50 million yen” were found
to be the largest category at
33.7% of the sample, followed by
those capitalized at “¥100 million
to  ¥1billion” at 22.0%.

Figure 1-18 Scale of Capital of Responding Companies

B Less than 50 million yen
0100 million yen to less than 1billion yen
ONo answer

B 50million yen to less than 100 million
01 billion yen and over 1 billion yen

(N=864)
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22.0
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Responses from branch offices are counted as “no response” for this question.

Looking at the data by the
time of entry, of the
companies that entered in
the 1970s or earlier, many
of which were
manufacturing companies,
27.3% were capitalized at
“¥100 million to ¥1 billion”
and 11.9% were capitalized
at  “¥1 billion or more,”
making a total of 39.2% of
companies with capital of
“¥100 million or more.”
However, for companies
that entered during and

after the 1980s, the proportion of companies with capital of “¥100 million or more” has been
Only 24.2% of companies that entered in “2000 onwards” were in the
“¥100 million or more” category, which represents a significant decline compared to the 1970s

declining year by year.

or earlier.

Conversely, the number of companies in the “less than ¥50 million” category has been
increasing, and accounts for around 40% of companies (43.5%) that entered Japan from 2000

onwards.

If we analyze these trends by parent company’s region, we can discern no significant difference

Figure 1-19 Scale of Capital (by time of entry)

B Less than 50 million yen

ONo answer

0100 million yen to less than 1billion yen

W 50million yen to less than 100 million yen
01 billion yen and more

1970s or earlier(N=143)

1980s(N=159)

1990s(N=240)

2000s(N=301)

among the North America, Europe and Asia.

Figure 1-20 Scale of Capital (by parent company’s region)

119

21.0

21.7

57 151

217

106

272

O No answer

B Less than 50 million yen
0100 million yen to less than 1billion yen

B 50million yen to less than 100 million yen

01 billion yen and more

North America(N=322)

Europe(N=370)

Asia(N=135)

124

22.7

76

16.2

378
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Viewed by industry,
around seven in every
ten manufacturing
companies (67.0%),
many of which entered
during the 1970s, had
more than ¥100 million
in capital, with 34.9%
falling into the
“¥100 million to
¥1 billion” category
and 32.1% in the
“¥1 billion or more”

Figure 1-21 Scale of Capital (by responding company’s industry)

B Less than 50 million yen
03100 million yen to less than 1billion yen

ONo answer

B 50million yen to less than 100 million yen
01 billion yen and more

Manufacturing(N=109)

Wholesale / retail(N=400)

Service(N=355)

321 4.6

53| 128

category. By comparison, the wholesale/retail and service sectors had relatively more
companies with smaller levels of capital.

(6) Foreign Capital Investment Ratio

Of all the companies in the survey,
55.7% had foreign capital ratio of

100%.

Branch offices are counted as “no
response” for this question.

No significant variations are
apparent if we look at the data
by the time of companies’ entry

into Japan.

Figure 1-22 Foreign Capital Ratio of Responding
Companies

B Less than 50%

W 50%

O Over 50% to less than 100%

0100

ONo answer

s [oopE] o

Figure 1-23 Foreign Capital Ratio (by time of entry)

ELess than 50

W50%

O More than 50% to less than 100% 03100

ONo answer

28

538

231

585

170

588

208

542
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Viewing the results by parent  Figure 1-24 Foreign Capital Ratio (by parent company’s region)
company’s region, relative to

North American and B Less than 50 W50%  DMore than 50% to less than 100% 01100 O No answer
European companies, a high

proportion of Asian  yorth America(=322) 60.6 208
companies  (13.3%) had

foreign capital ratio of “less

than 50%.” Conversely, the Europe(N=370) 52 600 7
Asian companies stood out

for its low proportion in the Asia(N=135) 363 385

“100%” category (36.3%).

By industry, the
proportion of companies

Figure 1-25 Foreign Capital Ratio (by industry)

with foreign capital ratio @ Less than 50 W50%  OMore than 50% to less than 100%  £100 ONo answer

of 100% was 41.3% for

the manufacturing, Manufacturing(N=109) 183 413 101
69.0% for wholesale and

retail, and 45.1% for
higher proportion for
wholesale and retail. A
Service(N=355) [5.625 7.6 451 39.2
The tendency for many

wholesale and retail
sector companies to form wholly-owned sales subsidiaries with the aim of expanding sales in
Japan probably lies behind this result.

(7) Sales

Figure 1-26 FY2006 Sales Results of Responding Companies
In FY2006, 42.1% of the

surveyed companies @ Less than 1 billion yen W 1 billion yen to less than 10 billion yen
achieved sales of “less 010 billion yen to less than 100 billion yen ~ E3100 billion yen to less than 1 trillion yen
than ¥1 billion” and OMore than 1 trillion yen ONo answer

32.6% achieved sales of
“¥1 billion to ¥10 billion,” (=864
making a total of a little
over seven in ten
companies (74.7%) whose sales fell short of ¥10 billion.

109 17 120

N
N
[
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Looking at the figures by the
timing of companies’ entry
into Japan, we find that the
more recent the decade of
entry, the higher is the
proportion of companies
with sales of “less than
¥1 billion.” This supports
the fact that many
companies  progressively
expand their businesses
after the initial set-up.

On a regional basis,
since many of the
Asian  companies

are in the service
sector, this group
has a high
proportion of
companies that are
relatively
small-scale in terms
of sales.

The results by
industry  reveal

that only 20.2%
of manufacturing

companies  had

sales of “less

than ¥1 billion,”

which is 25 Wholesale
percentage

points less than

either the

wholesale/retail

North America(N=322)

Manufacturing(N=109)

Figure 1-27 FY2006 Sales Results (by time of entry)

B Less than 1 billion yen
010 billion yen to less than 100 billion
01 trillion yen or more

M 1 billion yen to less than 10 billion
0100 billion yen to less than 1 trillion
O No answer

1970s or earlier(N=143)

1980s(N=159)

1990s(N=240)

2000s(N=301)

Figure 1-28 FY2006 Sales Results (by parent company’s region)

@ Less than 1 billion yen
010 billion yen to less than 100 billion
01 trillion yen or more

M 1 billion yen to less than 10 billion
0100 billion yen to less than 1 trillion
ONo answer

Europe(N=370)

Asia(N=135)

Figure 1-29 FY2006 Sales Results (by industry)

B Less than 1 billion yen
010 billion yen to less than 100 billion
01 trillion yen or more

M 1 billion yen to less than 10 billion
03100 billion yen to less than 1 trillion
ONo answer

/ retail(N=400)

Service(N=355)

sector (45.0%) and the service sector (45.6%), illustrating the relatively large business scale of

manufacturing companies.
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(8) Sales Increase/Decrease in FY2006

With regard to annual sales
growth for FY2006, 32.4% of
companies reported that sales
“increased by over 10%,” and a
further 25.0% reported that sales
“increased by 1% to 10%,”
making a total of almost 60% of

Figure 1-30 FY2006 Sales Growth

B Increased by over 10% B Increased by 1% to 10%
O No change O Decreased by 1% to 10%
O Decreased by over 10% O No answer
(N=864) 324 25.0] 17.0 67 (71 118

companies (57.4%) that reported positive sales growth. It is apparent that the majority of

foreign-invested companies have
previous survey (57.4%).

Examining the results by
time of entry, we note that
the proportion of companies
reporting sales “increase by
over 10%” is higher for the
more recent decades,
confirming that the newer
companies are achieving
good growth. If we look at
the proportion of companies
whose sales “increased by
over 10%” by their decades
of entry, we notice a jump of

been enjoying improving performance, just as they did in the

Figure 1-31 FY2006 Sales Growth (by time of entry)

Bincreased by over 10% M Increased by 1% to 10% O No change

DO Decreased by 1% to 10% O Decreased by over 10% ONo answer

1970s or earlier(N=143)

1980s(N=159)

1990s(N=240)

2000s(N=301)

about five percentage points from each decade to the next, from 24.5% for companies that
entered in the 1970 or earlier, to 28.3% for the 1980s, 32.1% for the 1990s, and 38.5% for 2000

onwards.

A comparison of the
sales growth figures
by parent company’s
region  shows no
discernable difference
among North America,
Europe and Asia.

Figure 1-32 FY2006 Sales Growth (by parent company’s region)

Bincreased by over 10% M increased by 1% to 10% ONo change
DODecreased by 1% to 10% ODecreased by over 10% ONo answer

North America(N=322) 124
Europe(N=370) 9.2
Asia(N=135) 148
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By industry, the favorable
performance of the
service sector stands
out, with only 7.9%
of the  sector’s
companies reporting
a decrease in sales
(combining sales
“decreased by
1% to 10%” and
“decreased by over
10%”), as opposed to

Manufacturing(N=109)

Wholesale

Figure 1-33 FY2006 Sales Growth (by industry)

B increased by over 10%

B Increased by 1% to 10%
O Decreased by 1% to 10% O Decreased by over 10%

ONo change

ONo answer

/ retail(N=400)

Service(N=355)

110

6.4}

83

95

17.4% and 18.1% for the manufacturing and wholesale/retail sectors respectively.

Viewed on a time series basis, the results for rates of sales growth are as follows.

The proportion of companies reporting sales “increased by over 10%” has stayed at around the

same level since FY?2002.

Meanwhile, the proportion of companies experiencing sales

“increased by 1% to 10%” came to 25.0%, around the same score as the previous year.
Corporate sales in FY2006 maintained the favorable performance of FY2005.
the results those companies that did not provide a response, the proportion of companies
enjoying positive sales growth increased somewhat from the previous year.

Figure 1-34 Yearly Sales Growth (including no responses)

Excluding from

llncreased by Increased by No change Decrease byJ Decreased by No answer

over 10% 1% to 10% 1% to 10% over 10%

E:I\T:2806046; 250 17.0 67 | ™ 118
[

F,\T:Zg%OGS) 198 89 |59 | 79

E:’\}(:Zﬁolog 16. 9.0 6.8 238
__/

Fr\}(:2700073; L7 96 129 19.1
\

F,\LZBOS%Z) 12 1738 16.4 15.6 13.0 59
N

(ngogl) 16. 16.7 165 134 40

(FJ35°7°£ , 15.1 125 102 50

S

E:’\}(:1692979) 136 18.0 13.6 3.0

F’\Llﬁg‘lgg 252 16.2 49

FI\T=1595996) 16.8 95 8.8 6.4
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Figure 1-35 Yearly Sales Growth (effective responses only)

.Increased by Increased by. No change Decrease by” |  Decreased by |
over 10% 1% to 10% 1 to 10% | over 10% |
FNY:2706026) 283 193 Zsb] 80
FNY=280602€; 282 215 96 | 64
E:NY:2406084)' 156 118 9.0
(FNY:2507023; 145 119 159
E:NY:2303022) 174 166 138
FNY=2403011) 174 140 172
FNY:ZSOSOO(; 15.9 13.1 10.7
(FNY:169099g; 140 140 185

(FNY:169195£; 271 171 265

E:NY=1696967) 329 X 148 154 16.4
FNY:1592936) 17.9 9.4 101

Examining the results for FY2006 sales growth by the size of companies’ sales turnover, the
proportion of companies reporting positive sales growth tends to be higher for companies whose
sales turnover is greater. The proportion of companies with positive sales growth was 54.4%
for companies with sales of “less than ¥1 billion,” 69.8% for those with sales of “¥1 billion to
¥10 billion,” 68.1% for those with sales of “¥10 billion to ¥100 billion,” 86.7% for those with
sales of “¥100 billion to ¥1 trillion,” and 80.0% for companies with sales of “¥1 trillion or
more.” On the other hand, the proportion of companies reporting negative sales growth was
18.7% for companies with sales of “less than ¥1 billion,” 13.9% for those with sales of
“¥1 billion to ¥10 billion,” 10.7% for those with sales of “¥10 billion to ¥100 billion,” 6.7% for
those with sales of “¥100 billion to ¥1 trillion,” and zero for companies with sales of “¥1 trillion
or more.”

Looking at the sales growth results by companies’ scale of capital, it is conspicuous that a

relatively high 25.7% of companies with capital of “¥50 million to ¥100 million” suffered
declining sales.
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Figure 1-36  Sales Growth by Sales Turnover

Less than 1 billion yen
(N=364)

1 billion yen to less than
10 billion
(N=282)

10 billion yen to less than
100 billion
(N=94)

100 billion yen to less than
1 trillion
(N=15)

1 trillion yen or more
(N=5)

No answer
(N=104)

Bincreased by over 10% @ Increased by 1% to 10% O No change

ODecreased by 1% to 10% O Decreased by over 10% ONo answer

6.4 |43

6716700

20.0 0.0

Figure 1-37 Sales Growth by Scale of Capital

Less than 50 million yen
(N=305)

50million yen to less than
100 million yen
(N=105)

100 million yen to less
than 1billion yen
(N=195)

1 billion yen and more
(N=94)

No answer
(N=165)

@ increased by over 10% B Increased by 1% to 10% ONo change
O Decreased by 1% to 10% DO Decreased by over 10% ONo answer
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|
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Looking at the sales growth results by detailed industry categories, a number of manufacturing
and wholesale/retail sectors displayed good performance, including metal products (75.0%),
general machinery/devices (66.7%), rubber products (66.7%), chemicals (63.0%), precision
machinery/instruments  (62.2%), and electronic parts/devices (60.0%). The ITC
machinery/devices stands out with 20.7% of companies reporting that sales “decreased by over
10%.” Among the service sectors, 66.0% of professional business services companies reported
positive sales growth, followed by finance/insurance (63.8%), construction (57.1%), and
transportation (56.3%).

Figure 1-38 Sales Growth by Industry

Increase/decrease in sales compared FY2006 with FY2005
Increased | Increased Decreased| Decreased
Category n by over | by 1% to |No change| by 1% to | by over |No answer in-(l:—n?etglse de-[:?ézlse
10% 10% 10% 10%
Food and drink 21 333 14.3 14.3 19.0 14.3 4.8 476 333
Textiles/clothing 15 0.0 53.3 26.7 20.0 0.0 0.0 53.3 20.0
Chemicals 54 27.8 35.2 14.8 111 9.3 19 63.0 20.4
Medical/pharmaceutical/c | 5, 18.2 27 182 136 136 136 409 273
osmetics
Plastic products 9 222 33.3 111 222 0.0 111 55.6 222
— |Rubber products 6 16.7 50.0 33.3 0.0 0.0 0.0 66.7 0.0
% Metal products 28 39.3 35.7 214 0.0 0.0 3.6 75.0 0.0
S [General . ) 381 286 190 7.1 71 0.0 66.7 143
< |machinery/devices
o -
o |Electrical 34 382 206 118 118 8.8 8.8 588 206
= machinery/devices
S, |Information technology and
{=>]
% telecommunication devices 29 31.0 10.3 138 6.9 20.7 17.2 414 276
t; "
& [Electronic 30 333 26.7 100 133 100 6.7 60.0 233
2 |parts/components
© i -
= |Transportation-related 39 205 28.2 231 17.9 103 0.0 487 28.2
machinery/devices
Precision 45 40.0 222 156 8.9 00 133 62.2 89
machinery/instruments
Stationery/toys/sports 17 235 204 176 118 118 59 529 235
products
Dairy necessities 14 14.3 35.7 14.3 14.3 0.0 214 50.0 143
Other 103 34.0 24.3 16.5 4.9 7.8 12.6 58.3 12.6
Construction 7 28.6 28.6 28.6 0.0 0.0 14.3 57.1 0.0
Information technology and
telecommunication devices 115 40.0 15.7 21.7 17 6.1 14.8 55.7 7.8
Transportation 32 31.3 25.0 156 31 6.3 18.8 56.3 9.4
Finance/Insurance 58 414 224 121 17 34 19.0 63.8 52
o |Real Estate 2 0.0 0.0 0.0 0.0 0.0 100.0 0.0 0.0
kel
g Food and drink/hospitality 4 0.0 50.0 25.0 25.0 0.0 0.0 50.0 25.0
@ [Medical/welfare 1 100.0 0.0 0.0 0.0 0.0 0.0 100.0 0.0
Education/training 2 0.0 0.0 0.0 0.0 0.0 100.0 0.0 0.0
Lifestyle-related services 2 100.0 0.0 0.0 0.0 0.0 0.0 100.0 0.0
Professional business 50 34,0 320 120 00 100 12,0 66.0 100
services
Other 79 27.8 24.1 20.3 2.5 6.3 19.0 51.9 8.9
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(9) Roles of Japan-Based Business Operations

The responding companies were  Figure 1-39 Average Number of Roles for each

asked to identify the roles or Company’s Japan Operation
functions of their Japan-based

operations at three points in time: In the future

. At the time of entry At present
at the time they entered Japan, at reference
. . Average number
the present time, and in the future. of roles 2.08 226 252

Excluding those companies that

did not respond (i.e. that did not indicate any of the suggested roles), the average number of
roles identified by each company was more than two; 2.08 for the time of entry, rising to 2.26
for the present time. As for the future, the average for the 722 companies that returned
effective responses was 2.52, implying that an increase in the number of operation base per
company is expected.

(Note) As only a small number of companies indicated new operations in the future, this figure
is included in the table for reference purposes only.

The most common role of operation base that companies had at the time of entry was “sales”
with 528 responses (68.1% of companies), perhaps reflecting the proliferation of wholesale and
retail companies. This was followed by “service” with 222 responses (28.6%), and “regional
control and management” with 137 responses (17.7%).

The most common operation base owned at the present time is again “sales” by 571 companies
(70.0%), followed by “services” with 282 companies (34.6%). Operation bases that increased
their number from the time of entry to the present time included “sales” (up by 43 companies),
“services” (up by 60 companies), “regional control and management” (up by 43 companies),
“product development” (up by 30 companies), and “development for Japanese specifications”
(up by 30 companies). Although the number of companies identifying “basic research” is only
an increase of 14 companies (32 companies for the present time, 46 for the future), viewed as a
rate of increase, it comes to 43.8%, which is the highest.

The operation bases most commonly cited as ones that companies intend to set up newly
sometime in the future are those relating to research and product development, all of which are
on increasing trends. The proportion of companies identifying “basic research” went from
4.1% for the time of entry to 5.6% for the present time and 6.4% for the future. Response rates
for “product development” went from 9.5% for the time of entry to 12.7% for the present time
and 15.4% for the future. And “development for Japanese specifications” went from 14.1%
for the time of entry to 17.0% for the present time and 21.6% for the future. The figures for all
other bases show either flat trends or slight increasing going from the present to the future.
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Figure 1-40 Roles of Japan-Based Operations (at time of entry, present and in future)

B At the time of entry(n=775) B At present(n=816) Oin the future reference (n=722)

companie
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. 32( .1“/(0))

(5)Basic research 46(5.6%
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) ) 74(9.5%
(6)Product development(including software) 104(12.7%)
111(15.4%)
109(14.10/%)
(7)Development for Japanese specifications 139é1 .O%g
156(21.6%)

(8)Goods and materials procurement

100513.9%?

(9)Regional control and management

(10)Other

If we compare the roles of companies’ Japan-based business operations across different
industries, the bulk of manufacturing companies use their Japan operations for
“manufacturing/processing” (84.3% at the time of entry; 100% at present) and for “sales”
(74.5% at the time of entry; 73.4% at present). Given that the proportion of companies having
“manufacturing/processing” base rose from 84.3% at the time of entry to 100% at present, we
can deduce that around 15% of these companies had Japan-based manufacturing bases some
time after their initial entry.  Also, the proportion of manufacturing companies having “product
development” base has risen by close to ten percentage points since the time of entry (20.6% at
the time of entry; 30.3% at present).

Manufacturing companies currently have 3.68 roles on average for their Japan-based operations,
which is higher than other industries. These base roles commonly include “distribution,”
“service,” “basic research,” “product development,” “development for Japanese specifications,”
and “goods and materials procurement.”

Looking at future, around one in ten manufacturing companies suggested that they may
withdraw from “manufacturing/processing” operations in Japan. Reductions in the number of
“pasic research” and “product development” operations are also expected, but these probably go
hand in hand with the withdrawals from “manufacturing/processing.”
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Looking at the wholesale and retail sector, the proportion of companies having “sales” base
(85.8% at the time of entry; 89.7% at present) is higher by far than for any other role. The
proportion having “sales” base is also higher for wholesale and retail companies than for any of
the other industries.

For service sector companies, the roles served by their Japan-based operations are very diverse.
The proportion of “sales” failed to reach 50% (44.0% at the time of entry; 45.9% at present),
even though this was the most commonly cited role. By the nature of the sector, the proportion
of service functions is very much higher comparing to other industries.

A feature shared by the wholesale/retail and service sectors is that in both sectors the number of
companies having research and development-related base is increasing. In particular, the
proportion of “development for Japanese specifications” is showing high growth; in
wholesale/retail it has gone from 50 companies (13.4%) at the time of entry to 63 companies
(16.6%) at present, and 75 companies (22.5%) in the future, while in services it has gone from
35 companies (11.7%) at the time of entry to 44 companies (13.5%) at present, and 54
companies (18.1%) in the future. It is apparent that foreign-invested companies are not just
seeking to sell their home-country products or deploy home-country services, but to develop
products and services that are easily accepted into the Japanese market.

Figure 1-41 Roles of Japan-Based Operations (by industry) (multiple responses)

(Manufacturing B At the time of entry(n=102)
B At present(n=109) companie
Oln the future reference (n=90)
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(3)Distribution 38 34 9%)
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. 323 5%
(4)Service(e.g., call center) 28.4%)
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o 21 20. 6%%
roduct development(including software 3%
(6)Product devel (includ ftware) 3(30.3%)
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(Wholesele/retail
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On a regional analysis, the most common roles served by the Japan-based operations of US
companies were “sales” (206 companies (70.3%) at the time of entry, 219 companies (71.3%) at
present, and 197 companies (71.9%) in the future), and “service” (92 companies (31.4%) at the
time of entry, 114 companies (37.1%) at present, and 106 companies (38.7%) in the future).
Whereas both of these have trended flat over time, the research and product
development-related base roles have been on the rise. These include “development for
Japanese specifications” (47 companies (16.0%) at the time of entry, 56 companies (18.2%) at
present, and 58 companies (21.1%) in the future), “product development” (32 companies
(10.9%) at the time of entry, 44 companies (14.3%) at present, and 44 companies (16.1%) in the
future), and “basic research” (11 companies (3.8%) at the time of entry, 17 companies (5.5%) at
present, and 16 companies (5.8%) in the future).

The dominant roles for European companies were also “sales” (255 companies (75.2%) at the
time of entry, 275 companies (77.5%) at present, and 236 companies (75.9%) in the future) and
“service” (90 companies (26.5%) at the time of entry, 113 companies (31.8%) at present, and
101 companies (32.5%) in the future). Although the proportions of “sales” and “service” have
both increased to date, the numbers are expected to level off into the future. The number of
research and product development-related bases has continued to increase since their entry, also
showing a tendency to increase further into the future.

Compared with North American and European companies, Asian companies are notable for
their relatively low level of having “sales” base. Like companies in the other regions, however,
we can see a tendency towards having a research and product development-related base. As is
evident in the figures for “development for Japanese specifications” (14 companies (12.2%) at
the time of entry, 14 companies (11.4%) at present, and 19 companies (17.3%) in the future) and
“product development” (12 companies (10.4%) at the time of entry, 15 companies (12.2%) at
present, and 20 companies (18.2%) in the future), the number of company is not as high as the
other two regions, but the rates of increase shown by the Asian companies are at least as high or
more.
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Figure 1-42 Roles of Japan-Based Operations (by region) (multiple responses)
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Looking at the trends by the timing of companies’ entry into Japan, “sales” and “services” are
overwhelmingly the most common base roles identified for both the present and the future,
regardless of when companies entered Japan. Among bases established at the time of entry,
while “sales” was the largest at all times, “manufacturing/processing” was also owned by many
companies that entered Japan in the 1970s and 1980s. Companies that entered Japan from
2000 onwards are conspicuous for taking a positive stance towards “basic research,” “product
development” and “development for Japanese specifications.”

Figure 1-43 Roles of Japan-Based Operations (by time of entry) (multiple responses)
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2. Impediments to Business in Japan
(1) Impediments

Each year, this survey includes questions about the impediments faced by foreign-invested
companies in doing business in Japan. This year, “difficulty in securing personnel” again
topped the list of impediments, as in the FY2006 survey, being identified by 66.2% of
companies. This was followed by “high business costs™ with 60.2%, “high product standards
demanded by users” with 59.6%, and the “closed character and particularity of the Japanese
market” with 50.6%, more than half of the responding foreign-invested companies identifying
each of these four impediments.

Looking at the figures by industry, the percentages of companies in the wholesale/retail and
manufacturing sectors that identified “high product standards demanded by users” were 73.5%
and 60.6% respectively, considerably higher than in the service sector (43.7%). Conversely,
the proportions of companies identifying the “closed character and particularity of the Japanese
market,” “complexity of administrative procedures,” “lack of information and services” and
“dissatisfaction with infrastructure” were higher in the service sector than in the wholesale/retail
and manufacturing sectors.  This trend was particularly striking in relation to “language barrier
(too much information only available in Japanese)” and “airport infrastructure.”

Examining the detailed industrial trends, more than half of all companies in the
“medical/pharmaceutical and cosmetics” sector identified “regulations, approvals and business
licenses” (63.6%) as impediments, and the number identifying “complexity of administrative
procedures” (45.5%) was also higher than for other sectors. High proportion of companies in
the “textiles and clothing” sector identified “difficulty in securing personnel” (86.7%) and *“high
business costs” (80.0%). More than 70% of companies in the following sectors identified
“high product standards demanded by users” as an impediment: “general machinery/devices,”
“electrical machinery/devices,” “ITC machinery/devices,” “electronic parts/devices,” and
“precision machinery/instruments.”

Figure 2-1  Impediments to Business (major categories) (multiple responses)

0.0 100 200 300 400 500 600 700 800

Difficulty in securing personnel 66.2
High business costs

High standards for products demanded by users
Closed character and particularity of Japanese market
Regulations approval of license, to practice business
Complexity of administrative procedures
Unsatisfactory preferential treatment and incentive
Lack of information and services

Unconfortable living environment for foreigners
Dissatisfaction with infrastructure

Difficulty in finansing (N=864)
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Looking at the twenty most commonly identified minor categories, “high product standards
demanded by users regarding quality” is in top position at 43.8%, followed by “high personnel
costs” at 36.9%, “difficulty in securing skilled workers and engineers” at 33.7%, and “high
product standards demanded by users regarding price” at 32.2%. Although “difficulty in
securing personnel” was ranked top among the major categories, looking at the minor categories,
of top five categories, two are sub-categories of “high product standards demanded by users”;
one relating to quality and the other to price.

In the past, foreign-invested companies have indicated “high business costs” as the leading
business impediment, and they are now emphasizing the high level of user demands over quality
and price. We can conjecture that this reflects the difficulty of marketing to the Japanese
market and a heightened awareness of the importance of marketing. Also, from the category
“difficulty in securing personnel,” not only “skilled workers and engineers” but also
“accomplished linguists” (26.2%) and “top management/management staff” (23.6%) are highly
ranked. Clearly companies’ personnel needs are increasing, and securing good quality staff has
become a priority.

Figure 2-2  Impediments to Business (minor categories) (multiple responses)
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Language barrier 155(17.9%)
Existence of keiretsu-affiliated companies 140(16.2%)
Personal contacts 132(15.3%)
Legal regulations 128(14.8%)
Physical distribution costs 124(14.4%)
Complexity of administrative procedures 122(14.1%)
Complexity of distribution channel 121(14.0%)
Full-time employees 102(11.8%)
Tax 100(11.6%)
No tax incentives 97(11.2%) (N=864)
It takes a long time from application to approval 91(10.5%)

For each of the major categories, the detailed aspects of obstacle that they think are “particularly
strong” are as follows.
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Difficulty in Securing Personnel — Skilled Workers and Engineers

The type of personnel for which Figure 2-3  Detailed Impediment to Business —

companies most often reported e . . .
) _p ] ) P Difficulty in Securing Personnel (multiple responses)
difficulty in  securing was 00 50 100 150 200 250 300 350 400 450 500

“skilled workers and engineers” .

Skilled workers,
at  33.7%, followed by engineers
“linguists” (26.2%) and *“top
management/management staff”

(236%) Top management /
management staff

Accomplished linguists

Looking at the results by Full-time employees
industry, difficulty in hiring “top

Workers in research
management/management staff” and development

was cited by many companies in
finance and insurance (41.1%),
medical/pharmaceuticals and
cosmetics (36.4%), and textiles and clothing (33.3%). Securing “skilled workers and
engineers” was a concern for high proportions of companies in the precision
machinery/instrument (62.2%), general machinery/device (57.1%) and construction (57.1%)
sectors. Difficulty in securing “linguists” was cited by many companies in the construction
(42.9%), precision machinery/instrument (40.0%), and daily necessities (35.7%) sectors. And
“research and development workers” was a prime concern for companies in the chemical
(16.7%), metal products (10.7%), and electronic parts/device (10.0%) sectors.

Other (N=864)

High Product Standards Demanded by Users — Regarding Quality and Price

Looking at the minor categories  Figure 2-4  Detailed Impediment to Business — High

underlying high user demands,  product Standards Demanded by Users (multiple responses)
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users” as a business impediment: ITC machinery/devices (79.3%), electronic parts/devices
(76.7%), precision machinery/instruments (75.6%), general machinery/devices (73.8%),
electrical machinery/devices (73.5%), and food and drink (71.4%).

High Business Costs — Personnel Costs and Real Estate Prices

The leading minor  category Figure 2-5 Detailed Impediment to Business

underlying high business costs was — High Business Costs (multiple responses)
“personnel  costs” at  36.9%,

followed by “real estate prices”
(30.0%). Looking at the figures
by industry, the following sectors
had high proportions of companies
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products (77.8%), and precision Purchasing costs

machinery/instruments (71.1%). Utility bills
(N=864)

Other

Closed Character and Particularity of the Japanese Market — Language, Keiretsu, Personal
Contacts and Distribution Channels
The leading minor categories
identified as impediments under

the “closed character and

particularity of the Japanese

market,” in  order, were Language barrier
“language barriers (too much Existence of keiretsu-affiliated companies
information available only in personal contacts
Japanese)” (17.9%), “the
existence of keiretsu-affiliated
companies” (16.2%), “personal

Figure 2-6  Detailed Impediment to Business —
Closed Character and Particularity of the Japanese
Market (multiple responses)
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Regulations, Approvals and Business Licenses — Legal Regulations
The number of companies Figure2-7 Detailed Impediment to

identifying “legal Regulations, Approvals and Business Licenses (multiple
regulations” at  14.8% responses)

exceeded “standards and
inspection of  products”
(6.6%). Looking at the
sectoral  breakdown, the
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identifying “regulations, approvals and business licenses” as an impediment to business.

Complexity of Administrative Procedures — Troublesome Administrative Procedures

The main impediments indicated under
“complexity of administrative
procedures” were “troublesome
administrative  procedures” (14.1%)
and “it takes a long time from
application to approval” (10.5%). In
sectoral terms, a high proportion of
companies in the
medical/pharmaceutical and cosmetics
sector (45.5%) identified “complexity
of administrative procedures” as an
impediment, as was the case in the
construction (42.9%), transportation

Figure 2-8 Detailed Impediment
Complexity of Administrative Procedures (multiple

responses)
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(37.5%), and finance and insurance (36.2%) sectors.

Figure 2-9

Lack of Information and
Services — Lack of Market
Information

“Lack of market information”
was identified as an impediment
by 9.7% of companies, followed
by “lack of information on
administrative procedures” at
4.4%.
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Unsatisfactory Preferential Treatment and Incentives — No Tax Incentives
“No tax incentives” was identified by 11.2% of companies.

Figure 2-10 Detailed Impediment to Business — Unsatisfactory Preferential
Treatment and Incentives (multiple responses)
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Difficulty in Financing — Strict Loan Terms of Financial Institutions
Around one company in ten (7.6%) pointed out “strict loan terms of financial institutions” as an

impediment.

Figure 2-11 Detailed Impediment to Business — Difficulty in Financing (multiple

responses)
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Uncomfortable Living Environment for Foreigners — Few International Schools

The main issues raised by
companies as  impediments
under  the  category  of
“uncomfortable living
environment  for  foreigners
(schools, hospitals, social
customs, etc.)” were “few
schools that suit foreigners such
as international schools” (5.8%)
and “few facilities that are able
to communicate in English”
(5.1%).

Figure 2-12 Detailed Impediment to Business —
Uncomfortable Living Environment for Foreigners
(multiple responses)
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Dissatisfaction with Infrastructure — Airports
The main items of dissatisfaction under the category of *“dissatisfaction with infrastructure
(convenience, usage fee level, etc.)” were “airports” (5.9%), “roads” (2.3%) and “sea ports”

(1.3%).

Other |14
(N=864)

Figure 2-13 Detailed Impediment to Business — Dissatisfaction with
Infrastructure (multiple responses)

0.0 10.0

30.0 400

50.0

Airports
Road

Sea ports

Electricity / gas /
telecommunication

Public
transportation

Other

50

(N=864)



Figure 2-14 Impediments to Business — by Time of Entry (multiple responses)

. . Total 1970s or earlier 1980s 1990s 2000s
Impediments to business N m = m = m = m = m
(1) Difficulty in securing personnel 572| 66.2 90| 629 100{ 62.9 169| 704 202| 67.1
Top management/management staff 204| 236 30| 210 47| 29.6 60| 25.0 66| 219
Skilled workers, engineers 291 337 47| 329 42| 264 85| 354 109 36.2
Workers in research and development 48 5.6 14 9.8 8 5.0 7 29 19 6.3
Accomplished linguists 226| 26.2 31| 217 42| 264 68| 283 85/ 282
Full-time employees 102| 118 17| 119 18| 113 34| 142 32| 106
Other 51 5.9 6| 42 9 5.7 15 6.3 21 7.0
(2) High product standards demanded by users 515/ 59.6 82| 573 104| 654 144| 60.0 178 59.1
Regarding quality 378| 438 60| 420 79| 49.7 99| 413 135| 449
Regarding date of delivery 169| 196 29| 203 36| 22.6 49| 204 54| 179
Regarding price 278| 322 43| 301 57| 358 81| 338 94| 312
Regarding service 166| 19.2 21| 147 30| 189 50| 20.8 64| 213
Other 6 0.7 1 0.7 0 0.0 1 0.4 4 13
(3) High business costs 520/ 60.2 77| 538 101| 635 146 60.8 186| 61.8
Real estate prices 259/ 30.0 35| 245 46| 289 69| 288 104| 346
Personnel costs 319| 36.9 48| 33.6 60| 37.7 94| 39.2 112| 372
Intermediate fees, service charges 54 6.3 5 35 7 44 15 6.3 26 8.6
Physical distribution costs 124 144 15/ 105 33] 208 40| 16.7 35/ 116
Utility bills 20 2.3 4 2.8 3 19 4 17 9 3.0
Telecommunication costs 42 49 2 14 7 44 9 38 22 73
Equipment costs 55 6.4 8 5.6 8 5.0 15 6.3 22 7.3
Purchasing costs 42 49 11 77 8 5.0 13 5.4 8 2.7
Tax 100| 116 14 9.8 27| 170 21 8.8 36| 120
Other 11 13 1 0.7 4 25 2 0.8 3 1.0
(4) Closed character and particularity of the Japanese market 437| 50.6 50| 35.0 74| 465 121| 504 184| 611
Existence of keiretsu-affiliated companies 140 16.2 17| 119 28| 176 42| 175 52| 17.3
Complexity of distribution channel 121| 140 12 8.4 21| 132 33| 1338 53| 176
Personal contacts 132| 153 13 9.1 29| 182 30| 125 57| 189
Difficulty of cqpltal participation and acquisition of 25 29 2 14 4 25 6 25 12 40
management rights in Japanese companies
Language barrier 155| 179 15| 105 24| 151 39| 16.3 74| 246
Labor practices 12 14 1 0.7 3 19 6 25 2 0.7
Difficulty in finding subcontractor and cooperation company 32 3.7 4 28 3 19 10 42 14 47
Business practices 88| 10.2 6 42 12 75 25| 104 45| 15.0
Other 27 3.1 3 2.1 2 13 7 2.9 14| 47
(5) Regulations, approval or license to practice business 183| 212 34| 238 27| 170 52| 217 68| 22.6
Legal regulations 128| 148 26| 18.2 21| 132 39| 16.3 42| 140
Standards and inspection of products 57 6.6 5 35 7 44 18 75 25 8.3
Other 8 0.9 3 2.1 0 0.0 1 0.4 4 13
(6) Complexity of administrative procedures 181| 20.9 25/ 175 28| 176 48| 20.0 79 26.2
Complexity of administrative procedures 122| 141 19| 133 18| 113 30| 125 54| 179
It takes a long time from application to approval. 91| 105 11 77 14 838 28| 117 38| 126
Difficulty in getting visas for resident officers 21 24 2 14 2 13 5 21 12 40
Uncertainty of how to access agents for administrative
procedures 4 05 0 0.0 0 0.0 1 0.4 3 1.0
Other 7 0.8 0 0.0 2 13 0 0.0 5 17
(7) Lack of information and services 123 142 14 9.8 25| 157 35| 146 47| 156
Lack of market information 84 9.7 10 7.0 20| 126 25| 104 27 9.0
Lack of information on administrative procedures 38 44 3 21 4 25 10 42 21 7.0
At home, there is no contact agency for investment in 3 03 1 07 0 00 1 04 1 03
Japan
No investment promotion agency from our country in Japan 6 0.7 0 0.0 2 13 1 0.4 3 10
Other 4 05 1 0.7 0 0.0 0 0.0 3 1.0
(8) Unsatisfactory preferential treatment and incentive 125| 145 13 9.1 20| 126 33| 138 56| 186
No tax incentives 97| 112 11 77 15 94 25| 104 45/ 150
No public low-interest loan system nor subsidy system 31 3.6 2 14 6 38 7 29 15 5.0
Industrial parks have no attraction 6 0.7 1 0.7 1 0.6 1 0.4 3 1.0
Other 9 1.0 2 14 1 0.6 3 13 3 1.0
(9) Difficulty in financing 75 8.7 5 35 10 6.3 24| 100 35 116
Strict loan terms of financial institutions 66 7.6 4 28 8 5.0 22 92 31, 103
Restriction on our own financing, such as bond issuing 1 01 0 0.0 1 0.6 0 0.0 0 0.0
Difficulty in financing from offshore markets, such as
foreign loan issuing 2 0.2 0 00 0 00 0 00 2 0.7
Other 8 0.9 1 0.7 1 0.6 2 0.8 4 13
(10) Uncomfortable living environment for foreigners 94| 109 10 7.0 17| 107 28| 117 39| 130
Egmzfshools that suit foreigners such as international 50 58 4 28 7 44 17 71 29 73
Few facilities that are able to communicate in English 44 51 6 42 8 5.0 13 5.4 17 5.6
Difference of social customs 18 21 3 21 3 19 4 17 8 2.7
Other 12 14 1 0.7 2 13 4 17 5 17
(11) Dissatisfaction with infrastructure 81 9.4 12 8.4 15 9.4 18 75 33 110
Sea ports 11 13 0 0.0 4 25 2 08 5 17
Airports 51 5.9 10 7.0 10 6.3 11 4.6 17 5.6
Road 20 2.3 6| 42 3 19 5 21 6 20
Electricity / gas / telecommunication 7 0.8 1 0.7 0 0.0 1 0.4 5 17
Public transportation 6 0.7 0 0.0 0 0.0 1 0.4 5 17
Other 9 1.0 1 0.7 3 19 1 04 4 13
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Figure 2-15 Impediments to Business — by Region (multiple responses

’ . Total North America Europe Asia Other
Impediments to business 5 W N % N 7 T T
(1) Difficulty in securing personnel 572| 66.2 211| 655 256 69.2 79| 585 26| 70.3
Top management/management staff 204| 236 73| 227 94| 254 32| 237 5/ 135
Skilled workers, engineers 291| 337 121| 376 126| 34.1 27| 20.0 17| 459
Workers in research and development 48 5.6 22 6.8 21 5.7 5 3.7 0 0.0
Accomplished linguists 226| 26.2 83| 258 109| 295 27| 20.0 7| 189
Full-time employees 102| 118 35/ 109 40| 108 23| 170 4] 108
Other 51 5.9 16 5.0 25 6.8 7 5.2 3| 81
(2) High product standards demanded by users 515| 59.6 189| 587 231| 624 75| 556 20| 541
Regarding quality 378| 438 146| 453 160 432 59| 437 13| 351
Regarding date of delivery 169| 19.6 61| 189 82| 222 21| 156 5/ 135
Regarding price 278| 322 106| 329 125| 3338 40| 29.6 7| 189
Regarding service 166| 19.2 59| 183 75| 203 23| 170 9| 243
Other 6| 07 1 0.3 3 0.8 0 0.0 2 54
(3) High business costs 520/ 60.2 179| 556 233| 63.0 84| 622 24| 649
Real estate prices 259| 30.0 95| 295 108| 29.2 42| 311 14| 378
Personnel costs 319| 36.9 112| 348 146 395 48| 35.6 13| 351
Intermediate fees, service charges 54 6.3 14 43 24 6.5 12 8.9 4/ 108
Physical distribution costs 124| 144 35| 109 63| 17.0 22| 163 4| 108
Utility bills 20 23 6 19 9 24 3 2.2 2| 54
Telecommunication costs 42 49 11 34 22 5.9 7 5.2 2 54
Equipment costs 55 6.4 19 59 27 73 7 52 2 54
Purchasing costs 42 49 11 34 24 6.5 5 3.7 2 5.4
Tax 100| 116 27 8.4 46| 124 24| 178 3 8.1
Other 11 13 3 0.9 3 0.8 3 2.2 2| 54
(4) Closed character and particularity of the Japanese market 437| 50.6 151| 469 194| 524 74| 548 18| 486
Existence of keiretsu-affiliated companies 140| 16.2 49| 152 63| 17.0 25| 185 3 81
Complexity of distribution channel 121 140 44| 137 52| 141 20| 1438 5/ 135
Personal contacts 132) 153 35| 109 72| 195 18| 133 7| 189
Difficulty of cgpltal participation and acquisition of 25 29 10 31 11 30 2 30 0 00
management rights in Japanese companies
Language barrier 155 179 50( 155 68| 18.4 27| 20.0 10| 27.0
Labor practices 12 14 3 0.9 8 22 0 0.0 1 2.7
Difficulty in finding subcontractor and cooperation company 32 3.7 14 43 4 11 11 8.1 3 81
Business practices 88| 10.2 32 9.9 38| 103 14| 104 4| 108
Other 27 31 15| 47 5 14 4 3.0 3] 81
(5) Regulations, approval or license to practice business 183| 212 64| 19.9 75| 203 31| 230 13| 35.1
Legal regulations 128| 1438 48| 149 54| 146 18| 133 8| 216
Standards and inspection of products 57 6.6 20 6.2 23 6.2 10 7.4 4| 108
Other 8 09 3 0.9 1 0.3 3 22 1 2.7
(6) Complexity of administrative procedures 181| 209 62| 193 76| 205 36| 26.7 7| 189
Complexity of administrative procedures 122| 141 48| 149 54| 146 18| 133 2 5.4
It takes a long time from application to approval. 91| 105 32 9.9 35 9.5 21| 156 3 81
Difficulty in getting visas for resident officers 21 24 5 16 6 16 8 5.9 2 5.4
Uncertainty of how to access agents for administrative 4 05 0 00 0 00 3 29 1 27
procedures
Other 7 0.8 1 0.3 3 0.8 1 0.7 2 54
(7) Lack of information and services 123| 142 49| 152 42| 114 28| 207 4| 108
Lack of market information 84 9.7 38| 118 29 7.8 16| 119 1 2.7
Lack of information on administrative procedures 38 44 14 43 13 35 10 7.4 1 2.7
At home, there is no contact agency for investment in 3 03 2 06 1 03 0 00 0 00
Japan
No investment promotion agency from our country in Japan 6 0.7 1 0.3 2 0.5 3 2.2 0 0.0
Other 4 05 1 0.3 0 0.0 1 0.7 2 54
(8) Unsatisfactory preferential treatment and incentive 125| 145 46| 143 46| 124 26| 193 7| 189
No tax incentives 97| 11.2 38| 11.8 37| 100 20| 1438 2| 54
No public low-interest loan system nor subsidy system 31 3.6 7 22 11 3.0 11 8.1 2 5.4
Industrial parks have no attraction 6 0.7 3 0.9 2 05 1 0.7 0 0.0
Other 9 1.0 3 0.9 4 11 0 0.0 2| 54
(9) Difficulty in financing 75| 87 19 5.9 27 7.3 26| 19.3 3] 81
Strict loan terms of financial institutions 66 7.6 18 5.6 23 6.2 24| 178 1 27
Restriction on our own financing, such as bond issuing 1 0.1 0 0.0 1 0.3 0 0.0 0 0.0
Difficulty in financing from offshore markets, such as
foreign loan issuing 2 02 1 03 0 00 1 0.7 0 00
Other 8 09 2 0.6 3 0.8 1 0.7 2 54
(10) Uncomfortable living environment for foreigners 94| 109 30 9.3 30 8.1 31| 230 3 8.1
:Cer\:\;(s)lcshools that suit foreigners such as international 50 58 15 47 16 43 18] 133 1 27
Few facilities that are able to communicate in English 44 51 17 5.3 17 4.6 9 6.7 1 2.7
Difference of social customs 18 21 6 19 3 0.8 7 5.2 2 5.4
Other 12 14 2 0.6 3 0.8 6| 44 1 27
(11) Dissatisfaction with infrastructure 81 9.4 29 9.0 34 9.2 14| 104 4| 108
Sea ports 11 13 3 0.9 4 11 2 15 2 54
Airports 51 5.9 23 7.1 19 51 7 5.2 2| 54
Road 20 23 7 2.2 10 2.7 2 15 1 2.7
Electricity / gas / telecommunication 7 0.8 3 0.9 2 0.5 2 15 0 0.0
Public transportation 6 0.7 1 0.3 4 11 1 0.7 0 0.0
Other 9 1.0 2 0.6 5 14 1 0.7 1 2.7
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Figure 2-16 Impediments to Business — by Industry (multiple responses)

Impediments to business Total . Manufacturing | Wholesale / retail Service
n % n % n % n %
(1) Difficulty in securing personnel 572 66.2 74 679 265| 66.3 233 65.6
Top management/management staff 204 23.6 20 18.3 87 218 97 27.3
Skilled workers, engineers 291 337 45 41.3 139 34.8 107 30.1
Workers in research and development 48 5.6 18 16.5 18 45 12 34
Accomplished linquists 226 26.2 22 20.2 112 28.0 92 25.9
Full-time employees 102 11.8 14 12.8 45 113 43 121
Other 51 5.9 4 3.7 24 6.0 23 6.5
(2) High product standards demanded by users 515 59.6 66 60.6 294 735 155 437
Regarding quality 378 438 45 413 229 57.3 104 29.3
Regarding date of delivery 169 19.6 24 22.0 105 26.3 40 11.3
Regarding price 278 32.2 36 33.0 169 42.3 73 20.6
Regarding service 166 19.2 12 110 79 19.8 75 211
Other 6 0.7 1 0.9 2 0.5 3 0.8
(3) High business costs 520 60.2 63 57.8 247| 618 210 59.2
Real estate prices 259 30.0 16 14.7 123 30.8 120 338
Personnel costs 319 36.9 36 33.0 145 36.3 138 389
Intermediate fees, service charges 54 6.3 3 2.8 24 6.0 27 7.6
Physical distribution costs 124 144 17 15.6 89 22.3 18 51
Utility bills 20 23 11 10.1 5 1.3 4 11
Telecommunication costs 42 49 5 46 22 55 15 42
Equipment costs 55 6.4 12 11.0 24 6.0 19 5.4
Purchasing costs 42 4.9 14 12.8 26 6.5 2 0.6
Tax 100 116 8 7.3 51 12.8 41 115
Other 11 13 1 0.9 7 1.8 3 0.8
(4) Closed character and particularity of the Japanese market 437 50.6 45 413 202 50.5 190 535
Existence of keiretsu-affiliated companies 140 16.2 17 15.6 74 185 49 13.8
Complexity of distribution channel 121 14.0 6 55 82 20.5 33 9.3
Personal contacts 132 153 6 55 57 143 69 194
Difficulty of capltal participation and acquisition of 25 29 5 46 7 18 13 37
management rights in Japanese companies
Language barrier 155 17.9 12 11.0 54 135 89 25.1
Labor practices 12 14 2 18 3 0.8 7 2.0
Difficulty in finding subcontractor and cooperation company 32 3.7 5 4.6 8 2.0 19 5.4
Business practices 88 10.2 14 12.8 42 105 32 9.0
Other 27 3.1 2 1.8 11 2.8 14 3.9
(5) Regqulations, approval or license to practice business 183 21.2 18 16.5 90| 225 75 211
Legal regulations 128 14.8 12 11.0 55 138 61 17.2
Standards and inspection of products 57 6.6 6 55 40 10.0 11 31
Other 8 0.9 0 0.0 3 0.8 5 14
(6) Complexity of administrative procedures 181 209 24 22.0 71 17.8 86 24.2
Complexity of administrative procedures 122 141 18 16.5 47 11.8 57 16.1
It takes a long time from application to approval. 91 105 14 12.8 39 9.8 38 10.7
Difficulty in getting visas for resident officers 21 24 3 2.8 8 20 10 2.8
Uncertainty of how to access agents for administrative 4 05 0 00 0 00 4 11
procedures
Other 7 0.8 0 0.0 6 1.5 1 0.3
(7) Lack of information and services 123 142 14 12.8 52 13.0 57 16.1
Lack of market information 84 9.7 6 55 42 105 36 101
Lack of information on administrative procedures 38 44 7 6.4 14 35 17 48
At home, there is no contact agency for investment in 3 03 2 18 0 00 1 03
Japan
No investment promotion agency from our country in Japan 6 0.7 2 1.8 1 0.3 3 0.8
Other 4 0.5 0 0.0 0 0.0 4 11
(8) Unsatisfactory preferential treatment and incentive 125 145 15 138 63 15.8 47 13.2
No tax incentives 97 112 11 10.1 50 125 36 10.1
No public low-interest loan system nor subsidy system 31 36 3 2.8 16 4.0 12 34
Industrial parks have no attraction 6 0.7 1 09 4 1.0 1 0.3
Other 9 1.0 2 1.8 3 0.8 4 1.1
(9) Difficulty in financing 75 8.7 8 73 43 10.8 24 6.8
Strict loan terms of financial institutions 66 7.6 7 6.4 39 9.8 20 5.6
Restriction on our own financing, such as bond issuing 1 0.1 0 0.0 1 0.3 0 0.0
Difficulty in financing from offshore markets, such as
foreign loan issuing 2 02 ! 09 ! 03 0 00
Other 8 0.9 1 0.9 2 0.5 5 14
(10) Uncomfortable living environment for foreigners 94 10.9 12 11.0 42 105 40 11.3
zcer\:vogghools that suit foreigners such as international 50 58 8 73 20 50 2 6.2
Few facilities that are able to communicate in English 44 51 6 55 22 55 16 45
Difference of social customs 18 21 1 09 10 25 7 20
Other 12 14 1 0.9 5 1.3 6 1.7
(11) Dissatisfaction with infrastructure 81 94 5 4.6 31 7.8 45 12.7
Sea ports 11 1.3 2 18 5 13 4 11
Airports 51 59 2 18 17 43 32 9.0
Road 20 23 1 0.9 11 2.8 8 2.3
Electricity / gas / telecommunication 7 0.8 0 0.0 3 0.8 4 11
Public transportation 6 0.7 0 0.0 2 05 4 11
Other 9 1.0 0 0.0 4 1.0 5 14




(2) Impediments to Business — Trends

If we compare the data on business impediments for the years 1995, 2006 and 2007, the leading
impediment identified in the 1995 survey was “high business costs” at 70.3%, followed by the
“closed character and particularity of the Japanese market” at 56.7% and “high product
standards demanded by users” at 51.8%.

In the 2007 survey, “high business costs” and the “closed character and particularity of the
Japanese market” were again identified by many companies, but both were on the decline
relative to their 1995 levels. The most frequently identified impediment in the 2007 survey
was “difficulty in securing personnel” at 66.2%, which had risen over 25 percentage points
since 1995. Meanwhile the scores of a number of other impediments had declined, including
“unsatisfactory preferential treatment and incentives,” “difficulty in financing,” “administrative
procedures,” “infrastructure,” and “lack of information and services,” illustrating the
improvement in conditions for investing in Japan.

Figure 2-17 Impediments to Business — Trends over Three Surveys (multiple responses)

Difference between
1995 2006 2007 1095 and 2007
n % n % n % %
(1) Difficulty in securing personnel 249 40.4 623 66.6 572 66.2 25.8
@) E;ggs[;rr(;duct standards demanded 319 518 622 665 515 596 78
(3) High business costs 433 70.3 613 65.5 520 60.2 -10.1
@) Closed character and particularity 349 56.7 449 480 437 506 61

of the Japanese market

5) Regulations, approval or license to

practice business - - 246 263 183 212 .

Complexity of administrative

(6) 167 27.1 225 24.0 181 209 -6.2
procedures
(7) Lack of information and services 111 18.0 129 138 123 14.2 -3.8
Unsatisfactory preferential _
(8) treatment and incentive 137 22.2 134 14.3 125 14.5 7.8
(9) Difficulty in financing 98 15.9 78 8.3 75 8.7 -7.2
(10) ]EJncomf_ortabIe living environment 51 83 104 111 94 109 26
or foreigners
(11) Dissatisfaction with infrastructure 77 12.5 87 9.3 81 9.4 -3.1

Number of companies| ___616] _100.0 936 100.0 864 100.0
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Figure 2-18
(multiple responses)

Impediments to Business — Trends in Minor Categories over Three Surveys

Difference between
Impediments to business 1995 2006 2007 1995 and 2006
n % n % n % %

(1) Difficulty in securing personnel 249| 404 623| 66.6 572| 66.2 25.8
Top management/management staff 247| 264 204| 236 -
Skilled workers, engineers 96| 156 260| 27.8 291| 337 18.1
Workers in research and development 57 93 9| 96 48| 56 R
Accomplished linguists 129| 209 240| 25.6 226| 26.2 5.2
Full-time employees 8 13 101| 10.8 102 118 105
Other 56 6.0 51 5.9 -

(2) High product standards demanded by users 319 518 622| 66.5 515/ 59.6 7.8
Regarding quality 209| 339 466 49.8 378| 438 9.8
Regarding date of delivery 86| 140 301 322 169| 196 5.6
Regarding price 166| 26.9 361| 386 278| 322 52
Regarding service 187| 20.0 166 19.2 -
Other 9 1.0 6 0.7

(3) High business costs 433| 703 613| 655 520/ 602
Real estate prices 237| 385 289 309 259 300
Personnel costs 324| 526 430| 459 319| 369
Intermediate fees, service charges 44 71 67 7.2 54 6.3
Physical distribution costs 157 255 169| 181 124 144
Utility bills 20 3.2 39 42 20 2.3
Telecommunication costs 43 46 42 49
Equipment costs 71 7.6 55 6.4
Purchasing costs 62 6.6 42 49
Tax 116| 188 101| 108 100| 116
Other 22 2.4 11 13

(4) Closed character and particularity of the Japanese market 349| 56.7 449 48.0 437 50.6
Existence of keiretsu-affiliated companies 174| 282 137| 146 140| 16.2
Complexity of distribution channel 160| 26.0 129| 138 121| 140
Personal contacts 109 17.7 128| 137 132| 153
Difficulty of capital participation and acquisition of management
rights in Japanese companies 32 52 18 19 25 29
Language barrier 65| 106 146| 156 155 179
Labor practices 30 49 19 20 12 14
Difficulty in finding subcontractor and cooperation company 25 2.7 32 37 -
Business practices 104| 111 88| 102 -
Other 25 2.7 27 3.1 -

(5) Regulations, approval or license to practice business 246 26.3 183| 21.2 -
Legal requlations 164| 175 128| 148 -
Standards and inspection of products 79 8.4 57 6.6 -
Other 16 1.7 8 0.9 -

(6) Complexity of administrative procedures 167| 271 225| 240 181 20.9
Complexity of administrative procedures 127| 206 126| 135 122| 141
It takes a long time from application to approval. 68| 11.0 112| 120 91| 105
Difficulty in getting visas for resident officers 32 5.2 36 3.8 21 24
Uncertainty of how to access agents for administrative 10 11 4 05 B
procedures
Other 8 0.9 7 0.8 -

(7) Lack of information and services 111| 180 129| 138 123| 14.2
Lack of market information 70| 114 84 9.0 84 9.7
Lack of information on administrative procedures 46 75 39 4.2 38 4.4
At home, there is no contact agency for investment in Japan 8 13 5 05 3 0.3
No investment promotion agency from our country in Japan 3 03 6 0.7 -
Other 4 04 4 0.5 -

(8) Unsatisfactory preferential treatment and incentive 137| 222 134| 143 125| 145
No tax incentives 110| 179 107| 114 97| 112
No public low-interest loan system nor subsidy system 29 47 24 2.6 31 36
Industrial parks have no attraction 13 21 9 1.0 6 0.7
Other 12 13 9 1.0 -

(9) Difficulty in financing 98| 159 78/ 83 75 8.7
Strict loan terms of financial institutions 90| 146 62 6.6 66 7.6
Restriction on our own financing, such as bond issuing 8 13 4 04 1 0.1
Difficulty in financing from offshore markets, such as foreign loan 3 05 4 04
issuing
Other 9 1.0

(10) Uncomfortable living environment for foreigners 51 83 104| 111
Few schools that suit foreigners such as international schools 48 51
Few facilities that are able to communicate in English 52 5.6
Difference of social customs 25 2.7
Other 11 1.2
(11) Dissatisfaction with infrastructure 771 125 87 93
Sea ports 17 28 16 17
Airports 46 75 50 53
Road 44 7.1 21 2.2
Electricity / gas / telecommunication 12 13
Public transportation 8 0.9
Other 6 0.6
Number of companies 616/ 100.0 936/ 100.0
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(3) Specific Suggestions on Eliminating Business Impediments

The responding companies were asked for specific suggestions on how to eliminate the various
impediments to doing business in Japan, particularly the most critical impediments, in the form
of free responses. The results are presented below. While numerous suggestions were those
relating to the “closed character and particularity of the Japanese market” and “regulations,
approvals and business licenses,” most of the suggestions related to individual matters.

Note that responses other than specific suggestions have been omitted.

Securing Personnel

“Labor participation by Japanese people in foreign-invested companies is limited to
people who have a certain degree of proficiency in English. Even people with superior
management ability are difficult to be employed if they can only speak Japanese. As a
national policy, Japan needs to revamp English education as a part of amendments to
the Basic Education Act, focusing on practical business English.”

“The use of dispatched labor and contractors. If the Workers Dispatch Law and the
Subcontractor Protection Act are too strict, there is no merit in being in Japan.”
“Policies to help working women, such as more accessible childcare facilities and tax
incentives.”

High Business Costs

“Reducing labor costs through the active use of outsourcing.”
“On product prices, we cannot compete in the current situation because of the strong
yen. We would like to see a policy turnaround in relation to the high value of the yen.”

Closed Character and Particularity

“Revise commercial practices in relation to requesting and negotiating over price
discounts.”

“We would like the major Japanese electrical machinery companies to take some advice
on how to improve their payment methods.”

“The blind obsession with domestic demand does not suit the environment in which
Japanese companies operate. We would like to see initiatives such as the holding of
seminars to encourage a focus on competitiveness in the international marketplace.”
“Because of the power relationships among auto manufacturers, dealers and vendors,
we cannot make adequate margins.”

“Political action and education to enlighten the Japanese people as to what it means for
a developed economy to be international.”

“There is excessive competition due to over-banking.”

“Government agencies should set an example to others in adopting new and appropriate
ways of doing business.”
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e “There are many situations where business negotiations are restricted to Japanese
producers from the outset.”
e “Greater use of English at banks and other institutions of all kinds.”

Preferential treatment and Incentives
e “The preferences offered to developed economies are generally more generous than
those extended to developing countries. In particular, US companies get too much
preference.”
e “Revise the tax on stock options.”

Legal Regulations, Approvals and Business Licenses

e “Abolish or review tariffs.” (3 respondents)

o “Liberalize imports of leather goods and leather footwear.”

e “Change regulatory approaches from a focus on form to a focus on substance, for the
sake of user convenience and protection.”

e “The customs system governing pork imports is complicated, and makes it difficult to
sell pork on a single part basis. Japan should adopt either a flat-rate or fixed-rate
system.”

e “The government should issue a guideline that prohibits to provide for unlimited
compensation liability clauses in basic transaction contracts, etc.”

e “We should be able to use German permit forms as they are.” (food, plastics)

o “Foreign residents can only get one-year extensions on their long-term residency visas.
For work purposes, | would like them to be for at least three years from the second
extension onwards if possible.”

e “The fact that the Japanese manufacturers to be our customers are internationally
uncompetitive is a problem. Further deregulation and revision to the tax system are
necessary.”

Administrative Procedures
e “Streamline and improve the procedures for accepting foreign workers.”

Living Environment
e “Provide places and an environment conducive to international exchange. Regional
governments do this on a small scale, but it is not done at the national level.”

Infrastructure
o “With the internationalization of Haneda Airport, its night-time operations should be
exclusively devoted to cargo flights.”
e “License the tops of buildings for use as helipads.”
o “Liberalize airfares.”
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3. Strategies for Investment in Japan

(1) Assessment of the Japanese Economy — Current State

Asked their views on the current state of the

) i ~ Figure3-1 Views on the Current
Japanese economy, 17.5% of companies described it

State of the Japanese Economy

clearly as *“good” while 66.9% responded No answer
4.5%

“somewhat good.” This means that altogether
more than eight companies in ten regard the
Japanese economy as trending smoothly overall.

Bad
11.1%

Looking at the figures by companies’ time of entry
into Japan, companies that entered from 2000
onwards demonstrated a somewhat stronger
assessment, with 22.9% seeing conditions as
“good.”

Somewhat good
66.9%

(N=864)

By region, the proportion of Asian companies rating
the economy as “good” was high at 20.7%, but the proportion responding “bad” was 17.0%,
somewhat higher than the proportions for European and North American companies.

And by industry, the views of service sector companies were quite positive, with 22.3% of them
rating the Japanese economy as “good,” and only 5.9% rating it as “bad.”

Figure 3-2  Views on Current State of the Japanese Economy

Total Good Somewhat good Bad No answer

n % n % n % n % n %
e 1970s or earlier 143| 100.0 22 154 102 713 16 11.2 3 21
811980s 159| 100.0 19 119 114 717 17 10.7 9 5.7
E 1990s 240/ 100.0 38 15.8 171 713 25 10.4 6 25
*12000s 301| 100.0 69 229 180 59.8 37 123 15 50
North America 322| 100.0 57 177 220 68.3 32 99 13 40
§ Europe 370/ 100.0 59 159 259 70.0 37 10.0 15 41
Asia 135/ 100.0 28 20.7 78 57.8 23 17.0 6 44
© >|Manufacturing 109| 100.0 16 147 70 64.2 16 147 7 6.4
2 % Wholesale/retail 400{ 100.0 56 14.0 270 675 59 14.8 15 38
ES Service 355/ 100.0 79 223 238 67.0 21 59 17 48
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(2) Assessment of the Japanese Economy — Outlook

Asked their views on the future outlook for
the Japanese economy, 24.9% of companies
expect it to “get better,” while less than one in
ten companies expect it to “get worse” (8.3%),
illustrating the positive assessment of
foreign-invested companies on the Japanese
economy.

Having given relatively positive responses for
the current state of the Japanese economy,
29.6% of companies that entered Japan from
2000 onwards and 30.1% of service sector
companies thought that the economy would
“get better.” It appears that favorable
sentiment on the Japanese economy would
continue for the time being.

Figure 3-3

Views on the Outlook for

the Japanese Economy

(N=864)

No answer
3.9%

It will get worse
8.3%

It will remain
about the same
62.8%

24.9%

It will get better

Of all the regional groups, Asian companies had the highest proportion rating future economic
conditions as “get better” at 39.3%, but they also had the highest proportion of companies rating
the economy as “get worse” at 13.3%. This suggests that opinions on the economic outlook

are quite divided.

Figure 3-4  Views on the Outlook for the Japanese Economy

Total Get better Remain the same Get worse No answer

n % n % n % n % n %
e 1970s or earlier 143| 100.0 28 19.6 96 67.1 16 11.2 3 21
811980s 159/ 100.0 39 245 99 62.3 13 8.2 5.0
%‘ 1990s 240| 100.0 55 229 158 65.8 22 9.2 5 21
*[2000s 301| 100.0 89 29.6 179 59.5 21 7.0 12 4.0
North America 322| 100.0 68 211 218 67.7 24 75 12 37
g Europe 370/ 100.0 80 216 248 67.0 29 7.8 13 35
Asia 135/ 100.0 53 39.3 60 444 18 133 4 3.0
'© >|Manufacturing 109/ 100.0 27 24.8 63 57.8 13 119 55
§ :}’ Wholesale/retail 400/ 100.0 81 20.3 267 66.8 39 9.8 13 3.3
E 3 Service 355/ 100.0 107 30.1 213 60.0 20 56 15 4.2
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(3) Market Growth

Questions were asked about whether companies expect
the Japanese markets for their own products and
services to grow.

Companies’ views on the future outlook for the
Japanese economy were more positive than their
views on current economic conditions, and seemingly
backed by such views, companies had even stronger
expectations for growth in their own product markets.
It is notable that, whereas 24.9% of companies expect
the Japanese economy to “get better,” 45.0% of
companies expect the markets for their own products
and services to “grow” over the next one to two
years.

Of the overall sample, the proportion of companies

Figure 3-5 Market  Outlook  for

Companies’ Own Products and Services

No answer
4.1%

It will shrink
75%

It will grow
45.0%

It will remain
about the same
43.4%

(N=864)

responding that they expect the markets for their own products or services to “grow” came to

45.0% or close to half.

The proportion of companies expecting their markets to trend flat was
43.4%, and the proportion expecting their markets to “shrink” was only 7.5%.

However, it is

also a fact that gaps have emerged between different companies’ views.

Looking at the data by industry, whereas 30.3% of manufacturing companies and 39.5% of
wholesale/retail companies expect their own markets to “grow,” service sector companies show
very strong expectations with 55.8% or more than half expecting growth.

Looking at the results by companies’ time of entry, the proportion of companies expecting
growth that entered from 2000 onwards (55.8%) was more than twice the proportion of

companies that entered in the 1970s or earlier (26.6%).

North American and European companies, despite not being nearly as optimistic as Asian
companies about the outlook for the Japanese economy, hold extremely optimistic views on the
prospects for growth in their own product and service markets.

Figure 3-6  Market Outlook for Companies’ Own Products and Services (by time of
entry, region, and industry)
Total Grow Remain the same Shrink No Answer
n % n % Y% n % n %
£ |1970s or earlier 143| 1000 38| 266 82| 573 20| 140 3 2.1
$|1980s 159| 1000 59| 371 78| 491 13 8.2 9 5.7
g 1990s 240/ 100.0 105| 438 114| 475 16 6.7 5 2.1
*|2000s 301 100.0 177| 588 96| 319 16 5.3 12 40
North America 322| 100.0 157 488 136 422 15 47 14 43
3;3 Europe 370, 100.0 154| 416 170| 459 34 9.2 12 32
Asia 135/ 1000 57| 422 61| 452 13 9.6 4 3.0
B 2|Manufacturing 109 100.0 33 303 59| 541 10 9.2 7 6.4
§ % Wholesale/retail 400 100.0 158 395 189 473 41 10.3 12 30
Z 8|senvice 355 100.0 198/ 558 127| 358 14 3.9 16 45

60



Out of the manufacturing and wholesale/retail sector companies, the highest proportions of
those expecting their own markets to grow were, in order, electronics parts/devices (66.7%),
ITC machinery/devices (65.5%), and plastic products (55.6%).

Although simple comparison among companies in the service sector cannot be made because of
differences in sample sizes, high proportions of companies in the professional business services
(70.0%) and ITC (64.3%) sectors expect their own markets to grow.

Figure 3-7  Market Outlook for Companies’ Own Products and Services (by detailed
sector categories)

Total Grow Remain the same Shrink No answer
n % n % n % n % n %
Manufacturing/wholesale/retail 509 100.0 191 375 248 48.7 51 10.0 19 3.7
Food and drink 21| 1000 6 28.6 12 57.1 2 95 1 4.8
Textiles/clothing 15| 100.0 1 6.7 13 86.7 1 6.7 0 0.0
Chemicals 54| 100.0 24 444 23 42.6 6 111 1 19
Medical/pharmaceutical/cosmetics 22| 100.0 10 455 7 31.8 2 9.1 3 13.6
Plastic products 9/ 100.0 5 55.6 3 333 1 111 0 0.0
Rubber products 6] 100.0 0 0.0 5 83.3 1 16.7 0 0.0
Metal products 28| 100.0 5 179 16 57.1 6 214 1 3.6
General machinery/devices 42| 100.0 14 333 21 50.0 5 119 2 4.8
Electrical machinery/devices 34| 100.0 9 26,5 20 58.8 2 5.9 3 8.8
Information technology and
telecommunication devices 29| 1000 19 655 ! 241 8 103 0 0.0
Electronic parts/components 30/ 100.0 20 66.7 9 30.0 1 3.3 0 0.0
Transportation-related
machinery/devices 39/ 100.0 13 333 22 56.4 1 2.6 3 77
Precision machinery/instruments 45| 100.0 14 31.1 28 62.2 3 6.7 0 0.0
Stationery/toys/sports products 17| 100.0 5 294 8 47.1 4 235 0 0.0
Dairy necessities 14| 100.0 5 35.7 5 35.7 2 14.3 2 14.3
Other 103| 100.0 41 39.8 48 46.6 11 10.7 3 2.9
Service 355/ 100.0 198 55.8 127 35.8 14 3.9 16 4.5
Construction 7| 100.0 3 42.9 3 42.9 1 143 0 0.0
Information technology and
telecommunication devices 115 100.0 74 64.3 31 27.0 2 17 8 7.0
Transportation 32| 100.0 14 43.8 16 50.0 2 6.3 0 0.0
Finance/Insurance 58| 100.0 30 51.7 23 39.7 0 0.0 5 8.6
Real Estate 2| 100.0 2| 100.0 0 0.0 0 0.0 0 0.0
Food and drink/hospitality 4| 100.0 0 0.0 3 75.0 1 25.0 0 0.0
Medical/welfare 1] 1000 1] 1000 0 0.0 0 0.0 0 0.0
Education/training 2| 100.0 1 50.0 0 0.0 0 0.0 1 50.0
Lifestyle-related services 2| 100.0 1 50.0 1 50.0 0 0.0 0 0.0
Professional business services 50/ 100.0 35 70.0 12 24.0 1 2.0 2 4.0
Other 79| 100.0 35 44.3 37 46.8 7 8.9 0 0.0
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(4) Company Performance

For FY2006, 24.3% of companies rated their
own earnings performance as “good.”

Looking at the results by companies’ time of
entry, a high proportion of companies that
entered in “the 1970s or earlier” rated their
performance as “good” (29.4%). Companies
that entered in “the 1990s” had the lowest
proportion of companies responding “good”
at 22.1% and the highest proportion
responding “bad” at 17.1%.

By region, around 26 to 27% of both North
American and  European  companies

Figure 3-8

No answer
5.1%

responded “good,” compared with only 14.8% of Asian companies.

Trends in Company Performance

There were no major differences among the response patterns of the various industrial sectors.

Figure 3-9  Trends in Company Performance

Total Good Fair Poor No answer

n % n % % % n %
c 1970s or earlier 143| 100.0 42 294 78 545 21 14.7 2 14
211980s 159| 100.0 40| 252 86| 541 21| 132 12 75
g 1990s 240| 1000 53| 221 143| 596 41 171 3 13
*[2000s 301| 1000 71 236 160| 532 49| 163 21 7.0
North America 322| 1000 86 26.7 174 54.0 40 12.4 22 6.8
g Europe 370| 1000 96| 259 199| 538 62| 168 13 35
Asia 135/ 100.0 20 14.8 91 67.4 20 14.8 4 3.0
& >|Manufacturing 109| 100.0 27 24.8 58 53.2 17 15.6 6.4
§ 9% Wholesale/retail 400/ 100.0 91 228 222 555 71 17.8 16 4.0
ES Service 355| 100.0 92 259 198 55.8 44 12.4 21 59
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Figure 3-10 Trends in Company Performance

Total Good Fair Poor No answer
n % n % n % n % n %
Manufacturing/wholesale/retail 509 100.0 118 23.2 280 55.0 88 17.3 23 45
Food and drink 21| 100.0 7 33.3 10 476 3 14.3 1 4.8
Textiles/clothing 15/ 100.0 2 133 9 60.0 4 26.7 0
Chemicals 54| 100.0 15 27.8 30 55.6 8 14.8 1
Medical/pharmaceutical/cosmetics 22| 100.0 4 18.2 11 50.0 4 18.2 3 13.6
Plastic products 9/ 100.0 3 333 3 333 3 333 0 0.0
Rubber products 6/ 100.0 1 16.7 4 66.7 1 16.7 0 0.0
Metal products 28| 100.0 7 25.0 18 64.3 3 10.7 0 0.0
General machinery/devices 42| 100.0 11 26.2 23 54.8 6 14.3 2 4.8
Electrical machinery/devices 34| 100.0 8 235 20 58.8 4 118 2 5.9
Information technology and
telecommunication devices 29| 100.0 7 24.1 16 55.2 6 20.7 0 0.0
Electronic parts/components 30/ 100.0 11 36.7 15 50.0 4 133 0 0.0
Transportation-related
machinery/devices 39| 100.0 7 17.9 21 53.8 8 20.5 3 7.7
Precision machinery/instruments 45| 100.0 10 222 25 55.6 10 222 0 0.0
Stationery/toys/sports products 17| 100.0 3 17.6 9 52.9 5 294 0 0.0
Dairy necessities 14| 100.0 0 0.0 9 64.3 2 14.3 3 214
Other 103| 100.0 22 21.4 56 54.4 17 16.5 8 7.8
Service 355, 100.0 92 25.9 198 55.8 44 12.4 21 5.9
Construction 7| 100.0 2 28.6 3 429 2 28.6 0 0.0
Information technology and 115/ 1000 31| 270 55 478 17| 148 12| 104
telecommunication devices
Transportation 32| 100.0 6 18.8 22 68.8 4 125 0 0.0
Finance/Insurance 58| 100.0 17 29.3 32 55.2 6 10.3 3 5.2
Real Estate 2| 100.0 2| 100.0 0 0.0 0 0.0 0 0.0
Food and drink/hospitality 4| 100.0 1 25.0 3 75.0 0 0.0 0 0.0
Medical/welfare 1| 100.0 1| 100.0 0 0.0 0 0.0 0 0.0
Education/training 2| 100.0 0 0.0 1 50.0 0 0.0 1 50.0
Lifestyle-related services 2| 100.0 0 0.0 2| 100.0 0 0.0 0 0.0
Professional business services 50/ 100.0 13 26.0 32 64.0 2 4.0 3 6.0
Other 79| 100.0 18 22.8 46 58.2 13 16.5 2 2.5
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(5) Expected Future Performance

Figure 3-11 Expected Future Performance
Expectations of future company performance
No answer

are generally strong, much the same as 5.1%

. It will
expectations for the Japanese economy. Ll get worse

Almost half of the responding companies
(49.2%) expect their performance to “improve”
over the next one to two years, with only 6.9%

of companies expecting their performance to aLtonvtmﬂ:grzgln:e
“get worse.” >

It will improve
49.2%

Looking at the results by companies’ time of
entry, companies that entered Japan more
recently tend to expect their performance to
“improve,” with 64.5% of companies that entered from 2000 onwards indicating such an
expectation. By contrast, only 25.2% of companies that entered in the 1970s or earlier expect
their performance to “improve,” almost 40 percentage points less than companies that entered
from 2000 onwards.

(N=864)

By industry, 55.8% of service sector companies expect their performance to “improve,”
exceeding both the manufacturing (41.3%) and wholesale/retail (45.5%) sectors.

Meanwhile, on a regional basis, roughly half of the responding companies in each of the regions
expect their performance to “improve”; 49.1% of North American companies, 47.0% of

European companies, and 50.4% of Asian companies.

Figure 3-12 Expected Future Performance

Total Improve Remain the same Get worse No answer

n % n % n % n % n %
c 1970s or earlier 143| 100.0 36 252 89 62.2 13 9.1 5 35
211980s 159 100.0 68 42.8 69 434 14 8.8 8 5.0
g 1990s 240| 100.0 115 479 102 425 16 6.7 7 29
- 2000s 301| 100.0 194 64.5 73 243 16 53 18 6.0
North America 322 100.0 158 49.1 120 373 25 7.8 19 59
g Europe 370| 100.0 174 47.0 157 42.4 23 6.2 16 43
Asia 135| 100.0 68 50.4 52 385 11 8.1 4 3.0
g >[Manufacturing 109 100.0 45 413 46 422 12 11.0 6 55
§ %’ Wholesale/retail 400( 100.0 182 455 171 42.8 30 75 17 43
ES8 Service 355| 1000 198 55.8 118 332 18 5.1 21 5.9
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Looking at the detailed sectoral categories, high proportions of companies in the electronic
parts/device (70.0%), ITC machinery/device (69.0%), professional business services (64.0%)

and ITC (61.7%) sectors expect their own performance to “improve.”

Figure 3-13 Expected Future Performance

Total Improve Remain the same Get worse No answer
n % n % n % n % n %
Manufacturing/wholesale/retail 509 100.0 227 44.6 217 42,6 42 8.3 23 4.5
Food and drink 21| 100.0 10 47.6 7 333 2 9.5 2 9.5
Textiles/clothing 15| 100.0 6 40.0 8 53.3 1 6.7 0 0.0
Chemicals 54| 100.0 25 46.3 23 426 5 9.3 1 1.9
(“a"tiefs'ca'/ pharmaceutical/cosm 22| 1000 1] 500 6| 273 1 45 4 182
Plastic products 9/ 100.0 5 55.6 3 333 1 111 0 0.0
Rubber products 6| 100.0 1 16.7 4 66.7 1 16.7 0 0.0
Metal products 28| 100.0 9 321 16 57.1 3 10.7 0 0.0
General machinery/devices 42| 100.0 15 357 22 52.4 3 7.1 2 4.8
Electrical machinery/devices 34| 100.0 12 353 15 44.1 5 14.7 2 5.9
Information technology and 20| 1000 20 69.0 6| 207 3| 103 o 00
telecommunication devices
Electronic parts/components 30/ 100.0 21 70.0 7 23.3 2 6.7 0 0.0
Transportation-related 39| 1000 15| 385 19| 487 3 77 2| 51
machinery/devices
Precision 45/ 1000 15| 333 24| 533 5 111 1 22
machinery/instruments
Stationery/toys/sports 17| 1000 6| 353 10 588 1 59 0.0
products
Dairy necessities 14| 100.0 7 50.0 4 28.6 0 0.0 3 214
Other 103| 100.0 49 47.6 42 40.8 6 5.8 6 5.8
Service 355/ 100.0 198 55.8 118 33.2 18 5.1 21 5.9
Construction 7| 100.0 3 42.9 4 57.1 0 0.0 0 0.0
Information technology and
telecommunication devices 115 100.0 71 61.7 29 25.2 4 35 11 9.6
Transportation 32| 100.0 16 50.0 12 375 3 94 1 31
Finance/Insurance 58| 100.0 33 56.9 20 345 2 34 3 52
Real Estate 2| 100.0 2| 100.0 0 0.0 0 0.0 0 0.0
Food and drink/hospitality 4| 100.0 2 50.0 2 50.0 0 0.0 0 0.0
Medical/welfare 1] 1000 1] 1000 0 0.0 0 0.0 0 0.0
Education/training 2| 100.0 0 0.0 1 50.0 0 0.0 1 50.0
Lifestyle-related services 2| 100.0 2| 100.0 0 0.0 0 0.0 0 0.0
Professional business services 50/ 100.0 32 64.0 13 26.0 2 4.0 3 6.0
Other 79 100.0 34 43.0 36 45.6 7 8.9 2 2.5
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(6) Future Business Development

Asked about their future business development Figure 3-14 Future Business Development

intentions, more than six companies in ten stated Intend to No answer
that they would “seek to expand business” (63.1%), reduce the 4.1

. e, scale of
while 31.4% expected to “maintain the current business
status” and only 1.5% intended to “reduce the scale 1.5%
of business.”

Maintain the
current

Looking at the results by companies’ time of entry, status

. 31.4%
much like the results for expected future

performance, the more recently entered companies
showed a greater tendency to seek expansion, with
three of every four companies that entered from
2000 onwards (75.1%) seeking to “expand
business.”

(N=864)

By industry, 51.4% of manufacturing companies sought to “expand business,” a lower
proportion than either the wholesale/retail (62.0%) or the service (67.9%) sector.

No major variations were apparent among the different regions.

Figure 3-15 Future Business Development

Total Seek to expand Maintain the | Reduce the scale NO answer
business current status of business

n % n % n % n % n %
e 1970s or earlier 143| 100.0 72 50.3 60 42.0 5 35 6 4.2
3(1980s 159| 100.0 92 57.9 58 36.5 2 13 7 44
g 1990s 240/ 100.0 147 61.3 86 35.8 3 13 4 17
*'{2000s 301 100.0 226 75.1 60 19.9 3 1.0 12 40
North America 322/ 100.0 202 62.7 103 320 4 12 13 40
g Europe 370/ 100.0 234 63.2 118 319 5 14 13 35
Asia 135/ 100.0 82 60.7 46 341 2 15 5 3.7
& >|Manufacturing 109| 100.0 56 514 47 431 1 0.9 5 4.6
E %’ Wholesale/retail 400/ 100.0 248 62.0 132 330 7 18 13 33
ES Service 355/ 100.0 241 67.9 92 259 5 14 17 48
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High proportions of companies were found to be seeking to “expand business” in the following
detailed sectoral categories: medical/pharmaceuticals and cosmetics (81.8%), electronic
parts/devices (80.0%), professional business services (76.0%), and the ITC (71.3%).

Figure 3-16 Future Business Development

Maintain the Intend to reduce
Seek to expand current the scale of No answer
business
status ness
n % n % n % n %

Manufacturing/wholesale/retail 304 59.7 179 35.2 8 1.6 18

Food and drink 12 57.1 7 333 1 4.8 1

Textiles/clothing 10 66.7 5 333 0 0.0 0

Chemicals 32 59.3 20 37.0 1 19 1 .

Medical/pharmaceutical/cosmetics 18 81.8 1 45 0 0.0 3 13.6

Plastic products 6 66.7 3 333 0 0.0 0

Rubber products 2 333 4 66.7 0 0.0 0

Metal products 14 50.0 14 50.0 0 0.0 0

General machinery/devices 24 57.1 17 40.5 0 0.0 1

Electrical machinery/devices 20 58.8 12 353 1 2.9 1

Information technology and

telecommunication devices 16 552 12 414 . 34 0

Electronic parts/components 24 80.0 6 20.0 0 0.0 0

Trans{portatlonfrelated 24 615 12 308 1 26 2

machinery/devices

Precision machinery/instruments 24 53.3 20 44.4 0 0.0 1

Stationery/toys/sports products 6 35.3 10 58.8 1 5.9 0 .

Dairy necessities 8 57.1 3 214 0 0.0 3 214

Other 64 62.1 32 31.1 2 1.9 5
Service 241 67.9 92 25.9 5 1.4 17

Construction 4 57.1 3 42.9 0 0.0 0

Information tech_nology_and 82 713 24 209 1 09 8

telecommunication devices

Transportation 18 56.3 11 344 2 6.3 1

Finance/Insurance 35 60.3 19 32.8 1 1.7 3

Real Estate 2| 100.0 0 0.0 0 0.0 0

Food and drink/hospitality 1 25.0 3 75.0 0 0.0 0

Medical/welfare 1| 100.0 0 0.0 0 0.0 0 \

Education/training 0 0.0 1 50.0 0 0.0 1 50.0

Lifestyle-related services 2| 100.0 0 0.0 0 0.0 0

Professional business services 38 76.0 9 18.0 0 0.0 3

Other 55 69.6 22 27.8 1 13 1
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(7) Business Expansion Strategies

The leading responses in terms
of specific business expansion
strategies  were  “reinforce
selling power” at 73.8%,
“launch new products and/or
new services” at 62.9%, and
“expand current production
capacity and/or services” at
52.3%.

Looking at the results by
companies’ time of entry,
companies that entered in the
1990s or after 2000 were
conspicuous in seeking to
“diversify ~ business”  and
“establish or augment R&D

Figure 3-17 Business Expansion Strategies (multiple responses)

Reinforce selling power

Launch new products and/or new services

Expand current production capacity and/or
services

Diversify business

Establish an R&D system in Japan or
augment existing system

Other

No answer

systems in Japan” to a greater extent than companies that entered in earlier years.

Figure 3-18 Business Expansion Strategies

) |Launch new Expand current o Establish an R&D
o | Sttt g (PO | Dy omem | | o
services existing system

n % n % n % n % n % n % n % n %
c 1970s or earlier 72|100.0 47| 653 44| 611 35| 486 10| 13.9 7 97 0| 00 1| 14
2(1980s 92| 100.0 70| 76.1 57| 62.0 48| 52.2 17| 185 13| 141 6| 65 2| 22
‘E 1990s 147| 100.0 119| 81.0 91| 619 73| 49.7 35| 238 31 211 6| 41 1 07
- 2000s 226| 100.0 160{ 70.8 146| 64.6 125| 553 56| 24.8 46| 204 15| 66 71 31
North America 202| 100.0 147 728 126| 624 112| 554 39| 193 32| 158 9| 45 3] 15
g Europe 234|100.0 178 76.1 149| 637 119| 50.9 47| 201 48| 205 11| 47 6| 26
Asia 82| 100.0 59| 720 50| 61.0 41| 50.0 28| 341 15| 183 6| 73 2| 24
E >[Manufacturing 56| 100.0 34| 60.7 34| 60.7 31| 554 10| 179 11| 196 4, 71 2| 36
§ %Wholesale/retail 248|100.0 209| 84.3 166| 66.9 100| 403 44| 177 50| 20.2 9] 36 1| 04
ES8 Service 241|100.0 159| 66.0 143| 59.3 154| 639 67| 27.8 38| 158 14| 58 8| 33

As for the specific methods for

business expansion strategies, around 70% of responding

companies replied “independently” for each of the listed strategies except “diversify business.”
For “diversify business,” 57.0% replied “independently,” a lower proportion than for other
strategies, while 27.3% of companies replied “in affiliation with another company, university,
research institute, etc.” and 13.2% replied “through M&As,” which are somewhat higher
proportions than for other strategies.

68



Figure 3-19 Methods for Pursuing Business Expansion Strategies

BIndependently B In affiliation with another company, university, research institute, etc. DM&A ONo answer

Expand current
production capacity
and/or services(N=285)

Reinforce selling power
(N=402)

Launch new products
and/or new
services(N=343)

Establish an R&D system
in Japan or augment
existing system(N=99)

Diversify business
(N=121)

Other(N=27)

The results for the various methods of pursuing business expansion strategies are presented
below.

(i) Expand Current Production Capacity and/or Services

Looking at the breakdown by region, the proportion of Asian companies intending to work
“independently” was lower than for the other regions, while the proportions replying
“affiliation” and “M&As” were higher.

The proportion of companies in the manufacturing sector replying “independently” was higher
than for the other industrial sectors. And companies that were familiar with triangular mergers
were more likely to pursue “M&As.”

Figure 3-20 Methods for Pursuing Business Expansion Strategies (Expand current
production capacity and/or services)

Total Independently Affiliation M&A No answer

n % n % n % n % n %
c 1970s or earlier 35/ 100.0 24 68.6 5 143 5 143 1 29
211980s 48| 100.0 36 75.0 8 16.7 2 4.2 2 4.2
g 1990s 73| 100.0 50 68.5 14 19.2 6 8.2 3 41
*12000s 125/ 100.0 84 67.2 33 26.4 5 4.0 3 24
North America 112 100.0 75 67.0 28 250 5 45 4 3.6
g Europe 119 100.0 86 723 20 16.8 9 76 4 34
Asia 41| 100.0 23 56.1 12 293 5 122 1 24
® >|Manufacturing 31| 1000 25 80.6 2 6.5 3 9.7 1 3.2
2 ;}’ Wholesale/retail 100 100.0 68 68.0 22 220 9 9.0 1 10
ES Service 154 100.0 102 66.2 38 24.7 7 45 7 45
5 _Zg|Yes 179 100.0 120 67.0 41 229 16 89 2 11
£=22lno 101| 100.0 72| 713 21 208 3 30 5 50
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(i) Reinforce Selling Power

The breakdown by the time of companies’ entry indicates that companies that entered Japan
earlier tended to reply “independently,” and a lesser tendency to reply “affiliation.”

By industry, manufacturing and wholesale/retail companies were more likely to reply
“independently,” whereas service sector companies were more likely to reply “affiliation.”
Figure 3-21 Methods for Pursuing Business Expansion Strategies (Reinforce selling
power)

Total Independently Affiliation M&A No answer

n % n % n % n % n %
c 1970s or earlier 47| 100.0 37 787 6 12.8 3 6.4 1 21
311980s 70/ 100.0 53 75.7 14 200 1 14 2 29
g 1990s 119 100.0 76 63.9 28 235 8 6.7 7 59
Lu 2000s 160( 100.0 103 64.4 52 325 1 0.6 4 25
North America 147| 100.0 98 66.7 39 26.5 5 34 5 34
§ Europe 178 100.0 129 725 38 21.3 6 34 5 2.8
Asia 59| 100.0 34 57.6 18 305 4 6.8 3 51
® >|Manufacturing 34| 100.0 27 794 4 11.8 1 29 2 59
2 % Wholesale/retall 209/ 100.0 159 76.1 35 16.7 7 33 8 38
E 3 Service 159 100.0 87 54.7 61 384 7 44 4 25
5 % g Yes 246 100.0 163 66.3 65 26.4 12 49 6 24
72 2[no 150| 1000 06| 707 35| 233 3 20 6 40

(iii) Launch New Products and/or Services

On a regional basis, high proportions of North American and European companies planned to
act “independently,” whereas higher proportion of Asian companies intended to act through
“affiliation” relative to North American and European companies.

By industry, the proportion of service sector companies replying “affiliation” was slightly
higher.

Figure 3-22 Methods for Pursuing Business Expansion Strategies (Launch new products
and/or services)

Total Independently Affiliation M&A No answer

n % n % n % n % n %
= 1970s or earlier 44| 100.0 27 61.4 10 22.7 3 6.8 4 9.1
211980s 57| 100.0 45 789 10 175 0 0.0 2 35
g 1990s 91| 100.0 64 703 18 19.8 5 55 4 44
*[2000s 146/ 1000 106 726 34 233 1 07 5 34
North America 126| 100.0 93 73.8 26 20.6 3 24 4 3.2
g Europe 149| 100.0 112 75.2 26 174 4 2.7 7 47
Asia 50/ 100.0 28 56.0 18 36.0 2 4.0 2 4.0
® >|Manufacturing 34| 100.0 25 735 5 147 0 0.0 4 118
§ % Wholesale/retail 166 100.0 124 747 31 18.7 5 3.0 6 36
ES Service 143| 1000 95 66.4 39 27.3 4 28 5 35
5 Eg|Yes 216| 100.0 155 718 46 213 8 37 7 32
£722|no 122 1000 87| 713 20| 238 1 o8 5/ 41

70



(iv) Establish or Augment an R&D System in Japan

The breakdown by companies’ time of entry indicates that companies that entered Japan earlier
tended to reply “independently” in greater numbers, but quite the contrary when it comes to
“affiliation.”

On a regional basis, relatively high numbers of North American companies replied
“independently,” while relatively high numbers of Asian companies replied “affiliation.”

Figure 3-23 Methods for Pursuing Business Expansion Strategies (Establish or augment
an R&D system in Japan)

Total Independently Affiliation M&A No answer

n % n % n % n % n %
c 1970s or earlier 7| 100.0 6 85.7 1 143 0 0.0 0 0.0
£11980s 13| 100.0 11 84.6 2 15.4 0 0.0 0 0.0
E 1990s 31| 100.0 24 774 6 19.4 1 32 0 0.0
*“[2000s 46| 100.0 25 54.3 20 435 0 0.0 1 22
North America 32| 100.0 26 813 6 18.8 0 0.0 0 0.0
g Europe 48| 100.0 35 729 11 229 1 21 1 21
Asia 15| 100.0 4 26.7 11 733 0 0.0 0 0.0
& >|Manufacturing 11| 100.0 8 72.7 3 27.3 0 0.0 0 0.0
E % Wholesale/retail 50/ 100.0 36 72.0 14 28.0 0 0.0 0 0.0
ES Service 38| 100.0 23 60.5 13 342 1 26 1 26
5 Eg|Yes 67| 100.0 50 74.6 17 254 0 0.0 0 0.0
E7EENo 31| 1000 17| 548 13 419 1 32 of 00

(v) Diversify Business

Looking at the results by companies’ time of entry and region, a higher proportion of companies
entered Japan from 2000 onwards and Asian companies respectively replied “affiliation.” And
companies entered Japan in the 1970s or earlier and manufacturing companies had a relatively
high proportion in “M&As.”

Figure 3-24 Methods for Pursuing Business Expansion Strategies (Diversify business)

Total Independently Affiliation M&A No answer

n % n % n % n % n %
= 1970s or earlier 10/ 100.0 4 40.0 1 10.0 5 50.0 0 0.0
£11980s 17| 100.0 10 58.8 4 235 3 17.6 0 0.0
g 1990s 35/ 1000 23 65.7 7 20.0 3 8.6 2 57
*![2000s 56| 100.0 31 55.4 20 357 4 71 1 18
North America 39| 100.0 26 66.7 7 179 6 154 0 0.0
§ Europe 47| 100.0 30 63.8 9 191 6 12.8 2 43
Asia 28| 100.0 10 35.7 13 46.4 4 143 1 3.6
Sz Manufacturing 10| 100.0 5 50.0 2 20.0 3 30.0 0 0.0
§ %’ Wholesale/retail 44| 100.0 28 63.6 9 205 6 136 1 2.3
E8 Service 67| 100.0 36 53.7 22 328 7 10.4 2 3.0
5. %g Yes 71) 100.0 36 50.7 22 310 11 155 2 28
£ £2No 48| 1000 31| 646 1) 229 5| 104 1 21
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(vi) Other Strategies
Figure 3-25 Methods for Pursuing Business Expansion Strategies (Other strategies)

Total Independently Affiliation M&A No answer

n % n % n % n % n %
c 1970s or earlier 0 0.0 0 0.0 0 00 0 0.0 0 0.0
211980s 6| 100.0 4 66.7 1 16.7 1 16.7 0 0.0
g 1990s 6| 100.0 4 66.7 0 0.0 1 16.7 1 16.7
“[2000s 15| 100.0 8 533 3 20.0 1 6.7 3 20.0
North America 9| 100.0 6 66.7 1 111 1 111 1 111
§ Europe 11| 100.0 7 63.6 1 9.1 0 0.0 3 273
Asia 6| 1000 3 50.0 1 16.7 2 333 0 0.0
Sz Manufacturing 4| 100.0 3 75.0 0 0.0 1 25.0 0 0.0
§ %’ Wholesale/retail 9| 100.0 7 77.8 0 0.0 0 0.0 2 222
ES Service 14| 100.0 6 429 4 286 2 143 2 143
5 5g|Yes 16| 100.0 10 625 3 18.8 2 125 1 6.3
7 EE[No 11| 1000 6| 545 1 a1 X! 3| 273
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(8) Triangular Mergers
Figure 3-26 Familiarity with Triangular

(i) Familiarity Mergers
Asked whether they were familiar with
triangular mergers, 57.6% replied “yes” while No answer

4.2%

38.2% replied “no,” a ratio of about six to four.

On a regional basis, the degree of familiarity
revealed by Asian companies was somewnhat
lower than North American and European
companies, with a fifty-fifty split between
companies answering “yes” and “no.”

Figure 3-27 Familiarity with Triangular Mergers

Total Yes No No answer

n % n % n % n %
c 1970s or earlier 143| 100.0 82 57.3 57 399 4 28
211980s 159| 100.0 84 52.8 66 415 9 5.7
g 1990s 240/ 100.0 156 65.0 77 321 7 29
- 2000s 301, 1000 165 54.8 124 412 12 40
North America 322| 100.0 201 62.4 110 34.2 11 34
§ Europe 370, 1000 217 58.6 139 376 14 38
Asia 135| 100.0 61 452 67 49.6 7 52
© >|Manufacturing 109/ 100.0 63 57.8 41 37.6 5 4.6
z 9%’ Wholesale/retail 400/ 100.0 223 55.8 163 40.8 14 35
E 3(service 355] 1000| 212 97| 126] 355 17| 48
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(ii) Intentions to Utilize Triangular Mergers

Of those companies that are Figure 3-28
familiar with triangular
mergers,  roughly  one

Intentions to Utilize Triangular Mergers

B We would consider using this method
B We would consider using this method, but the system is difficult to navigete

H H O It is not of interest
compam{ in ten s O other
considering actually
utilizing them.  Looking  (N=498) flaofl28 56.4 327

by industry at those
companies that are familiar
with triangular mergers, high proportions of companies reported that they “would consider
using this method” in the following sectors: electrical machinery/devices (16.7%), finance and
insurance (15.2%), and general machinery/devices (13.6%). Meanwhile, 56.4% of companies
reported that they are not considering using triangular mergers at present.

Looking at the breakdown by region, of those companies that “would consider using triangular
mergers,” North American companies at 11.9% were more likely to consider such method than
either European companies (5.5%) or Asian companies (6.6%). Perhaps lying behind this
result is the fact that triangular mergers are well-entrenched in the United States as a common
corporate restructuring technique. Also, companies that indicated they “would consider using
this method” tended to have higher than average positive response rates for the “market outlook
for their own products and services,” “expected future performance,” and for “future business
development in Japan.” We can surmise from this that triangular mergers are being seriously
considered as one method of implementing companies’ business expansion strategies.

Figure 3-29 Intentions to Utilize Triangular Mergers

We would consider
o | Yeyodconddr | g S .| i st | ot
difficult to navigate
n % n % n % n % n %

c 1970s or earlier 82 100.0 8 9.8 4 49 45 549 25 305
2(1980s 84 100.0 6 7.1 2 24 49 58.3 27 321
E 1990s 156 100.0 13 8.3 3 19 87 55.8 53 340
*12000s 165 100.0 12 7.3 5 30 95 57.6 53 321
North America 201 100.0 24 119 5 25 98 488 74 36.8
g Europe 217 100.0 12 55 4 18 134 618 67 309
Asia 61 100.0 4 6.6 5 8.2 37 60.7 15 246
< >|Manufacturing 63 100.0 4 6.3 2 32 35 55.6 22 349
§ %’ Wholesale/retail 223 100.0 16 72 6 27 134 60.1 67 300
E8 Service 212 100.0 20 94 6 28 112 52.8 74 349
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(iii) Opinions on Triangular Mergers

Companies were asked for their opinions on triangular merger system in the form of free
responses. The results are presented below. The results indicate a mix of positive and
negative views.

Positive Opinions — Views Predicated on Utilizing Triangular Mergers
o “We will consider using triangular mergers depending on partners.”
e “We would consider it if they could be made costless and non-taxable, as is the case
with stock swaps.”
e “The tax system needs to be appropriately set in place.”

Positive Opinions — Other Opinions

o “M&A activities are likely to be become more active.”

e “ltisagood system. Japanese companies are doing the same thing overseas.”

e “Good examples where triangular mergers have carried out fairly would be helpful, but
it would be a problem if they were misused, so monitoring and supervision are needed.”

e “They would be feasible as a possibility, but we would not consider using triangular
mergers.”

e “They are commonplace in other countries.”

e “We will wait and see what happens.”

e “They can be effective depending on the circumstances, but for the time being we have
no plans to use triangular mergers.”

e “Triangular mergers are not very relevant for a company like ours that has just started
business in Japan.”

Negative Opinions

e “Monopolies resulting from corporate mergers are not necessarily a good thing.”

e “We have an aversion to them.”

e “For unlisted, independently funded companies, there is more work still to be done in
developing the system.”

e “Depending on the sector and the commodity handled, triangular mergers can be
effective in achieving growth in the short term, but I think for foreign IT companies that
are likely to be controlled by their parent companies, they have limited value and little
benefit.”
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4. Japan in the Midst of Asia

(1) Future Business Development in Asia

Asked about their

future

business intentions in Asia,
about three companies in

four

“expand.”

(75.5%)

intend
With only 1.2%

to

of companies intending to
“shrink” their businesses, it

is clear that virtually all companies place considerable emphasis on the Asian market.

Figure 4-1  Future Business Development in Asia
B Expanding B Maintaining current levels O Shrinking O Other
1.2
(N=864) 17.1 6.3

Looking at the results by companies’ time of entry into Japan, 80.4% of companies that entered

from 2000 onwards intended to “expand,” somewhat a higher level.

Figure 4-2  Future Business Development in Asia
Total Expanding Maintallér\l/gélcsurrent Shrinking Other
% n % n % n % %

= 1970s or earlier 143| 100.0 103 720 32 224 3 21 5 35
2£11980s 159| 100.0 116 73.0 28 17.6 3 1.9 12 75
g 1990s 240 1000 180 75.0 47 19.6 2 0.8 11 4.6
= 2000s 301| 100.0 242 80.4 35 116 2 0.7 22 73
North America 322| 100.0 241 74.8 56 174 3 0.9 22 6.8

g Europe 370/ 100.0 289 78.1 57 154 3 0.8 21 5.7
Asia 135/ 100.0 101 74.8 28 20.7 1 0.7 3.7

© >|Manufacturing 109| 100.0 79 725 22 20.2 4 3.7 4 3.7
§ 5%’ Wholesale/retail 400/ 100.0 301 75.3 72 18.0 4 1.0 23 58
ES8 Service 355 100.0 272 76.6 54 15.2 2 0.6 27 7.6
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(2) Future Business Development in the Japanese Market

Asked about their future  pFigyre4-3  Future Business Development in the Japanese Market
business intentions in the

Japanese market, 37.8% of B Aggressive expansion B Maintain the current clout
. OReduce the scale of business in Japan O Shift business to East Asia
companies planned OOther
“aggressive expansion,”
while 40.7% planned to (N=864) 102
“maintain the current clout.”
The percentages of
companies intending to “reduce the scale of business in Japan” (2.9%) and “shift business to
East Asia” (8.3%) were small, illustrating their high degree of expectation for the Japanese
market.
By time of entry, region and industry, “aggressive expansion” had a high rate in each of “from
2000 onwards,” “Asian,” and “service sector” respectively.
In response to the question illustrated by Figure 3-14 on “Future Business Development,”
63.1% of companies had indicated that they intended to “expand the scale of business,” whereas
in Figure 4-3 only 37.8% of companies intended “aggressive business expansion.” If we
analyze the factors behind this, it seems that, although companies do intend to expand their
business in Japan, some companies answered “maintain the current clout” in light of intentions
of the parent company, because there are differences between Japan and other Asian economies
in terms of growth rates and the pace of business scale expansion.
Figure 4-4  Future Business Development in the Japanese Market
T | A | e | el [ SLses 0] oper
n % n % n % n N % n % n %
£[1970s or earlier|  143| 1000 38| 266 65| 455 71 49 20 140 13 a1
8|19805 159| 1000 54/ 340 63 396 10 63 13 82 19 119
E 1990s 240/ 100.0 88| 367 108| 450 3 13 2 92 19 79
2000s 301 100.0 139 462 13| 375 4 13 16| 53 29| 96
_ [North America 322| 1000 125| 388 128| 398 9 28 32| 99 28 87
£|Europe 370/ 100.0 124| 335 171 462 10| 27 31 84 34| 92
Asia 135| 1000 61 452 45| 333 5/ 37 8 59 16| 119
g g Manufacturing 109 100.0 30 275 54 495 3 2.8 12 11.0 10 9.2
@ $|Wholesale/retaill 400/ 100.0 134| 335 174| 435 15| 38 3| 90 41| 103
E 3lservice 355/ 100.0 163| 459 124| 349 71 20 24 68 371 104
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(3) Asian Countries and Regions Seen as Strategically Important for Business

Asked which countries or regions
in Asia they saw as the most
strategically important, 63.8% of
companies nominated “China,”
followed by “India” (28.7%), and
“Korea” (26.4%).

Breaking down the responses by
companies’ time of entry, over
60% of companies in each decade
gave priority to “China.”

On a regional basis, the
proportion of Asian companies
that nominated “India” was 17.8%,
a lower proportion than North

Figure4-5 Asian Countries and Regions Seen as
Strategically Important (multiple responses; up to three
nominations)

China

India

South Korea
Hong Kong
Taiwan
Singapore
Vietnam
Thailand
Malaysia
Indonesia
The Philippines
Other

No answer

American (30.4%) or European (31.9%) companies.

Figure 4-6

Asian Countries and Regions Seen as Strategically Important (by time

entry) (multiple responses; up to three nominations)

Total 1970s or earlier 1980s 1990s 2000s
n % n % n % n % n %
South Korea 228| 264 30| 210 31| 195 57| 238 104| 346
Taiwan 112 13.0 15 105 22 138 27 11.3 46 15.3
China 551 63.8 90 62.9 108 67.9 145 60.4 198 65.8
Hong Kong 121 140 28 19.6 18 11.3 28 117 43 14.3
Singapore 100| 116 20| 140 13 8.2 23 9.6 42| 140
Malaysia 27 3.1 6 4.2 6 3.8 2 0.8 13 43
Thailand 75 8.7 20 14.0 7 44 17 7.1 29 9.6
Indonesia 22 25 35 2 13 17 11 3.7
The Philippines 11 13 0 0.0 1 0.6 17 6 2.0
Vietnam 78 9.0 16| 112 10 6.3 18 75 33| 110
India 248 287 39| 273 49| 308 69| 288 86| 286
Other 16 19 2 14 4 25 5 2.1 5 17
No answer 173 20.0 25 175 37 233 53 22.1 52 17.3
Total 864 100.0 143| 100.0 159, 100.0 240| 100.0 301| 100.0
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Figure 4-7  Asian Countries and Regions Seen as Strategically Important (by region)
(multiple responses; up to three nominations)

Total North America Europe Asia
n % n % n % n %
South Korea 228 26.4 95 29.5 92 24.9 28 20.7
Taiwan 112 13.0 51 15.8 35 95 22 16.3
China 551 63.8 210 65.2 241 65.1 87 64.4
Hong Kong 121 14.0 45 14.0 50 135 21 15.6
Singapore 100 11.6 44 13.7 44 11.9 6 44
Malaysia 27 31 8 2.5 9 2.4 9 6.7
Thailand 75 8.7 23 7.1 39 105 12 8.9
Indonesia 22 2.5 3 0.9 7 19 11 8.1
The Philippines 11 13 4 12 3 0.8 4 3.0
Vietnam 78 9.0 23 7.1 22 59 30 222
India 248 28.7 98 304 118 31.9 24 17.8
Other 16 19 6 19 8 2.2 2 15
No answer 173 20.0 61 18.9 71 19.2 26 19.3
Total 864 100.0 322| 100.0 370/ 100.0 135/ 100.0

Figure 4-8  Asian Countries and Regions Seen as Strategically Important (by industry)
(multiple responses; up to three nominations)

Total Manufacturing Wholesale/retail Service
n % n % n % n %
South Korea 228 26.4 31 28.4 98 245 99 279
Taiwan 112 13.0 17 15.6 53 133 42 118
China 551 63.8 77 70.6 247 61.8 227 63.9
Hong Kong 121 14.0 6 55 50 125 65 18.3
Singapore 100 11.6 9 8.3 47 11.8 44 124
Malaysia 27 31 4 3.7 9 2.3 14 3.9
Thailand 75 8.7 20 18.3 33 8.3 22 6.2
Indonesia 22 25 6 55 8 2.0 8 2.3
The Philippines 11 13 1 0.9 3 0.8 7 2.0
Vietnam 78 9.0 10 9.2 31 7.8 37 10.4
India 248 287 24 22.0 112 28.0 112 315
Other 16 19 3 2.8 6 15 7 2.0
No answer 173 20.0 20 18.3 84 21.0 69 194
Total 864| 100.0 109| 100.0 400/ 100.0 355| 100.0
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Figure 4-9

Asian Countries and Regions Seen as Strategically Important (compared
with past data) (multiple responses)

<2007>
Few Prospect  |Production- |Laboris |Foreign- Transportatio|Information  |Related Financing The The Other
c . d regulations |for related costs |readily capital n and and industries  |costs are low |company |country is
ountries an and significant |are low available |companies |distribution |communicati |are readily |and fund- has politically
regions selclen as Total |restrictionsg |expansion receive infrastructur [on available raising influential |stable
;trateglca Yy overning of market preferential |e are infrastructur methods can |business
important business treatment  |established |e is be diversified |partners
activity established
China 551 20 484 191 148 25 12 14 24 37 66 5 15
100.0% 3.6% 87.8% 34.7% 26.9% 4.5% 2.2% 2.5% 4.4% 6.7% 12.0% 0.9% 2.7%
India 248 6 220 81 75 9 5 16 11 17 19 5 6
100.0% 2.4% 88.7% 32.7% 30.2% 3.6% 2.0% 6.5% 4.4% 6.9% 7.7% 2.0% 2.4%
South Korea 228 17 117 16 9 7 18 37 37 5 49 22 19
100.0% 7.5% 51.3% 7.0% 3.9% 3.1% 7.9% 16.2% 16.2% 2.2% 21.5% 9.6% 8.3%
Hong Kong 121 19 77 18 23 8 15 19 10 7 19 5 7
100.0% 15.7% 63.6% 14.9% 19.0% 6.6% 12.4% 15.7% 8.3% 5.8% 15.7% 4.1% 5.8%
Taiwan 112 13 46 17 7 2 6 18 21 3 26 9 12
100.0% 11.6% 41.1% 15.2% 6.3% 1.8% 5.4% 16.1% 18.8% 2.7% 23.2% 8.0% | 10.7%
Singanore 100 35 23 7 14 21 29 38 11 8 14 27 7
gap 100.0% 30|  23.0% 70% | 14.0% 21.0% 29.0% 380%|  110% 8O0% |  140%|  27.0%| 7.0%
Vietnam 78 3 45 45 36 8 2 2 2 2 7 7 2
100.0% 3.8% 57.7% 57.7% 46.2% 10.3% 2.6% 2.6% 2.6% 2.6% 9.0% 9.0% 2.6%
Thailand 75 6 45 24 22 3 6 4 11 4 18 5 1
100.0% 8.0% 60.0% 32.0% 29.3% 4.0% 8.0% 5.3% 14.7% 5.3% 24.0% 6.7% 1.3%
Malavsia 27 4 8 11 11 2 1 1 6 4 7 2 1
4 100.0% 14.8% 29.6% 40.7% 40.7% 7.4% 3.7% 3.7% 22.2% 14.8% 25.9% 7.4% 3.7%
Indonesia 22 2 11 5 6 2 0 0 1 1 3 1 1
100.0% 9.1% 50.0% 22.7% 27.3% 9.1% 0.0% 0.0% 4.5% 4.5% 13.6% 4.5% 4.5%
P 11 0 6 3 3 1 1 0 0 0 2 1 0
The Philippines 1™ 50,05 00%| 5454 27.3% | 27.3% 9.1% 9.1% 0.0% 0.0% 00%|  18.2% 9.1%| 0.0%
Other 16 0 7 1 2 0 2 0 0 0 1 0 1
100.0% 0.0% 43.8% 6.3% 12.5% 0.0% 12.5% 0.0% 0.0% 0.0% 6.3% 0.0% 6.3%
<2005>
Few Prospect  |Production- |Labor is Foreign- Transportatio|Information |Related Financing The The country | Other
c . d regulations  (for related costs |readily capital n and and industries  |costs are low [company |is politically
ountries an and significant  |are low available companies |distribution |communicati |are readily |and fund- has stable
reglonsAse”en as Total |restrictionsg |expansion receive infrastructur {on available raising influential
strategically overning of market preferential |e are infrastructur methods can |business
important business treatment  |established |e is be diversified |partners
activity established
China 375 27 326 174 108 33 18 10 18 19 55 7 14
100.0% 7.2% 86.9% 46.4% 28.8% 8.8% 4.8% 2.7% 4.8% 5.1% 14.7% 1.9% | 3.7%
India 134 7 107 53 46 11 2 9 6 3 14 3 3
100.0% 5.2% 79.9% 39.6% 34.3% 8.2% 1.5% 6.7% 4.5% 2.2% 10.4% 22% | 2.2%
124 26 71 8 6 2 12 27 23 1 31 17 6
South Korea 1000% 200%|  57.3% 6.5% 48% 16% 9.7% 21.8% 18.5% 08%| 2504 137% | 48%
Hong Kon 71 22 31 13 14 6 11 6 6 9 8 2 4
9 9 100.0% 31.0% 43.7% 18.3% 19.7% 8.5% 15.5% 8.5% 8.5% 12.7% 11.3% 2.8% | 5.6%
Taiwan 78 16 36 4 5 1 12 11 23 4 21 13 4
100.0% 20.5% 46.2% 5.1% 6.4% 1.3% 15.4% 14.1% 29.5% 5.1% 26.9% 16.7% | 5.1%
Singapore 84 42 13 5 11 10 31 34 16 8 9 28 6
9ap 100.0% 50.0% 15.5% 6.0% 13.1% 11.9% 36.9% 40.5% 19.0% 9.5% 10.7% 333% | 7.1%
Vietnam 45 5 26 22 19 0 0 0 1 4 2 0 1
100.0% 11.1% 57.8% 48.9% 42.2% 0.0% 0.0% 0.0% 2.2% 8.9% 4.4% 0.0% | 2.2%
Thailand 61 9 31 31 16 7 7 5 9 0 7 13 2
100.0% 14.8% 50.8% 50.8% 26.2% 11.5% 11.5% 8.2% 14.8% 0.0% 11.5% 21.3% | 3.3%
Malaysia 32 4 12 11 8 3 5 6 4 2 3 5 1
4 100.0% 12.5% 37.5% 34.4% 25.0% 9.4% 15.6% 18.8% 12.5% 6.3% 9.4% 156% | 3.1%
Indonesia 29 3 12 9 11 2 3 1 0 0 6 1 1
100.0% 10.3% 41.4% 31.0% 37.9% 6.9% 10.3% 3.4% 0.0% 0.0% 20.7% 34% | 3.4%
— 10 4 2 2 3 0 2 1 1 1 1 0 0
The Philippines 4 00 s 4006 |  200% 20.0% 30.0% 0.0% 20.0% 10.0% 10.0% 100%|  10.0% 0.0% | 0.0%
Other 11 3 4 5 4 3 5 3 2 3 3 3 3
100.0% 27.3% 36.4% 45.5% 36.4% 27.3% 45.5% 27.3% 18.2% 27.3% 27.3% 27.3% | 27.3%
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<1997>

Few Prospect |Production- |Labor is Foreign- Transportatio|Information |Related Financing The The country | Other
c . d regulations  |for related costs |readily capital n and and industries costs are low company is politically
ountries an and significant  |are low available companies |distribution |communicati |are readily |and fund- has stable
regions Sel?n as Total |restrictionsg |expansion receive infrastructur {on available raising influential
strategically overning of market preferential |e are infrastructur methods can |business
important business treatment  |established |e is be diversified partners
activity established
China 277 7 252 98 55 9 4 2 3 1 8 3 9
100.0% 2.5% 91.0% 35.4% 19.9% 3.2% 1.4% 0.7% 1.1% 0.4% 2.9% 1.1% 3.2%
India 71 2 60 25 15 2 0 1 1 0 6 1 2
100.0% 2.8% 84.5% 35.2% 21.1% 2.8% 0.0% 1.4% 1.4% 0.0% 8.5% 1.4% 2.8%
122 6 93 13 5 3 5 5 8 0 21 4 9
South Korea 100.0% 49| 7624 10.7% 4.1% 25% 4.1% 4.1% 6.6% 00%|  17.2% 33% | 7.4%
Hong Kong 106 27 62 28 20 7 11 15 0 7 8 0 2
100.0% 25.5% 58.5% 26.4% 18.9% 6.6% 10.4% 14.2% 0.0% 6.6% 7.5% 0.0% 1.9%
Taiwan 88 5 55 20 7 4 5 8 10 0 12 6 5
100.0% 5.7% 62.5% 22.7% 8.0% 4.5% 5.7% 9.1% 11.4% 0.0% 13.6% 6.8% 5.7%
Singapore 127 44 45 12 10 18 36 29 6 5 10 16 4
9ap 100.0% 34.6% 35.4% 9.4% 7.9% 14.2% 28.3% 22.8% 4.7% 3.9% 7.9% 12.6% 3.1%
Vietnam 27 2 15 12 9 1 1 0 0 0 1 3 1
100.0% 7.4% 55.6% 44.4% 33.3% 3.7% 3.7% 0.0% 0.0% 0.0% 3.7% 11.1% 3.7%
Thailand 64 6 43 25 12 3 2 1 7 1 11 6 2
100.0% 9.4% 67.2% 39.1% 18.8% 4.7% 3.1% 1.6% 10.9% 1.6% 17.2% 9.4% 3.1%
Malaysia 48 8 32 17 7 4 3 0 2 0 7 4 2
100.0% 16.7% 66.7% 35.4% 14.6% 8.3% 6.3% 0.0% 4.2% 0.0% 14.6% 8.3% 4.2%
Indonesia 60 3 45 23 6 0 0 0 1 2 7 5 3
100.0% 5.0% 75.0% 38.3% 10.0% 0.0% 0.0% 0.0% 1.7% 3.3% 11.7% 8.3% 5.0%
e 15 1 8 6 4 0 0 0 1 0 3 0 2
The Philippines 1™ 50,03 67%| 5334 400% 26.7% 0.0% 0.0% 0.0% 6.7% 00%|  20.0% 0.0% | 13.3%
Other 2 1 1 0 0 0 0 0 0 0 0 0 0
100.0% 50.0% 50.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
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(4) Reasons to Give Priority to Particular Country or Region

Let us look at the reasons offered by companies for their ratings of various countries and regions

as strategically important.

Figure 4-10 Reasons to Give Priority to China (multiple responses)
40.0

0.0

20.0

60.0

80.0

100.

Prospect for significant expansion of
market

Production-related costs are low

Labor is readily available
The company has influential
business partners

Financing costs are low and fund-
raising methods can be diversified

Foreign-capital companies receive
preferential treatment

Related industries are readily
available

Few regulations and restrictions
governing business activity

Information and communication
infrastructure is established

Transportation and distribution
infrastructure are established

The country is politically stable
Other

No answer

(i) China

87.8

(N=551)

Overwhelmingly the most common reason offered for rating China as important was “prospects
for significant expansion of the market” at 87.8%. This was followed by “production-related
costs are low” at 34.7%, and “labor is readily available” at 26.9%.

Figure 4-11 Reasons to Give Priority to China (by industry) (multiple responses)

Total Manufacturing Wholesale/retail Service

n % n % n % n %
Prospect for significant expansion of market 484 87.8 66 85.7 215 87.0 203 89.4
Production-related costs are low 191 34.7 31 40.3 106 42.9 54 23.8
Labor is readily available 148 26.9 14 18.2 76 30.8 58 25.6
The company has influential business partners 66 12.0 9 11.7 27 10.9 30 132
Financing costs are Iovy _and fund-raising 37 6.7 5 65 15 6.1 17 75
methods can be diversified
Foreign-capital companies receive preferential 25 45 39 11 45 11 48
treatment
Related industries are readily available 24 44 52 12 4.9 35
Few regulations and restrictionsgoverning
business activity 20 36 78 8 32 26
Information and communication infrastructure is
established . - 14 25 3 39 6 2.4 5 2.2
Transportation and distribution infrastructure 12 29 0 00 7 28 5 29
are established
The country is politically stable 5 0.9 0 0.0 2 0.8 3 13
Other 15 2.7 3 3.9 5 2.0 7 3.1
No answer 16 29 2 2.6 7 2.8 7 3.1
Total 551 100.0 77 100.0 247 100.0 227 100.0




(i) India

The main reasons offered by companies for rating India as important were same as those for
China; “prospects for significant expansion of the market” (88.7%), “production-related costs
are low” (32.7%), and “labor is readily available” (30.2%).

Figure 4-12 Reasons to Give Priority to India (multiple responses)

Prospect for significant expansion of market
Production-related costs are low
Labor is readily available

The company has influential business partners
Financing costs are low and fund-raising methods

Information an0038rRﬁ]Sh’l%%%@%dinfrastructure is

established

Related industries are readily available
Foreign-capital companies receive preferential

Few regulations and resﬁ?c%@r?gﬁoverning business

Transportation and agfw&\(tion infrastructure are

established
The country is politically stable
Other
No answer

Figure 4-13 Reasons to Give Priority to India (by industry) (multiple responses)

0.0

30.0

60.0

90.0

88.7

Total Manufacturing Wholesale/retail Service

n % n % n % n %
Prospect for significant expansion of market 220 88.7 20 83.3 101 90.2 99 88.4
Production-related costs are low 81 32.7 12 50.0 36 321 33 295
Labor is readily available 75 30.2 8 333 34 304 33 29.5
The company has influential business partners 19 17 0 0.0 7 6.3 12 10.7
Financing costs are Iovy .and fund-raising 17 6.9 1 42 6 54 10 8.9
methods can be diversified
Information and communication infrastructure is
established 16 6.5 83 5 45 9 8.0
Related industries are readily available 11 4.4 125 2 1.8 6 5.4
Foreign-capital companies receive preferential
treatment 9 36 0.0 2 18 7 6.3
FeV\( regulathqs and restrictionsgoverning 6 24 1 42 1 09 4 36
business activity
Transportation and distribution infrastructure
such as ports and airports are established 5 20 L 4.2 0 0.0 4 36
The country is politically stable 5 20 0 0.0 4 3.6 1 0.9
Other 6 24 1 42 2 18 3 2.7
No answer 8 3.2 1 4.2 4 3.6 3 2.7
Total 248 100.0 24| 100.0 112|  100.0 112/  100.0
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(iii) Korea

The main reason offered for rating Korea as strategically important was “prospects for
significant expansion of the market” at 51.3%, followed by “the company has influential
business partners” at 21.5%, and “information and communication infrastructure is established”
and “related industries (parts industries, logistics and other services etc.) are readily available,”
both at 16.2%. The attractions offered by Korea are somewhat different to those of China and
India with expected market expansion and readily available means of production.
appears that Asian companies place more priority on functional aspects such as business
partners, information and communications than do North American and European companies.

Figure 4-14 Reasons to Give Priority to Korea (multiple responses)
200

Prospect for significant expansion of market

The company has influential business partners
Information and communication infrastructure is

established

Related industries are readily available

The country is politically stable
Transportation and distribution infrastructure are

established

Few regulations and restrictions governing business

activity

Production-related costs are low

Labor is readily available
Foreign-capital companies receive preferential

treatment

Financing costs are low and fund-raising methods can

be diversified

Other

No answer

40.0

It also

60.0

Figure 4-15 Reasons to Give Priority to Korea (by industry) (multiple responses)

Total Manufacturing Wholesale/retail Service

n % n % n % n %
Prospect for significant expansion of market 117 51.3 14 45.2 47 48.0 56 56.6
The company has influen_tial _bus.iness partners 49 215 9 29.0 24 245 16 16.2
Inform_atlon and communication infrastructure is 37 16.2 6 194 14 143 17 172
established
Related industries are readily available 37 16.2 4 129 17 17.3 16 16.2
The country is politically stable 22 9.6 5 16.1 8 8.2 9 9.1
Transportation and distribution infrastructure
such as ports and airportg are established 18 9 2 65 9 9.2 ! 1
Few regulathns and restrictionsgoverning 17 75 4 129 7 71 6 6.1
business activity
Production-related costs are low 16 7.0 2 6.5 8 8.2 6 6.1
Labor is readily available 9 3.9 1 3.2 5 51 3 3.0
Foreign-capital companies receive preferential
treatment - 7 31 0 0.0 1 1.0 6 6.1
Financing costs are Iovy_and fund-raising 5 29 1 32 3 31 1 10
methods can be diversified
Other 19 8.3 3 9.7 5 5.1 11 111
No answer 8 35 2 6.5 2 2.0 4 4.0
Total 228 100.0 31| 100.0 98] 100.0 99| 100.0
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(iv) Hong Kong

The leading reason for the strategic importance of Hong Kong was “prospects for significant

expansion of the market” at 63.6%.

19.0%.

Figure 4-16 Reasons to Give Priority to Hong Kong (multiple responses)

0

Prospect for significant expansion of market

Labor is readily available

Few regulations and restrictions governing business
activity
Information and communication infrastructure is
established

The company has influential business partners

Production-related costs are low

Transportation and distribution infrastructure are
established

Related industries are readily available

Foreign-capital companies receive preferential
treatment
Financing costs are low and fund-raising methods can
be diversified

The country is politically stable
Other

No answer

0

35.0

70.0

(N=121)

Figure 4-17 Reasons to Give Priority to Hong Kong (by industry) (multiple responses)

This was followed by “labor is readily available” at

Total Manufacturing Wholesale/retail Service

n % n % n % n %
Prospect for significant expansion of market 77 63.6 4 66.7 31 62.0 42 64.6
Labor is readily available 23 19.0 2 333 8 16.0 13 20.0
Fevx( regulatlgqs and restrictionsgoverning 19 15.7 1 16.7 7 14.0 1 16.9
business activity
Information and communication infrastructure is
established 19 15.7 1 16.7 11 220 7 10.8
The company has influential business partners 19 15.7 0 0.0 8 16.0 11 16.9
Production-related costs are low 18 14.9 3 50.0 10 20.0 5 17
Transportation and gﬂstrlbutlon |nfras_tructure 15 124 1 16.7 8 16.0 6 9.2
such as ports and airports are established
Related industries are readily available 10 8.3 0 0.0 6 12.0 4 6.2
Foreign-capital companies receive preferential 8 66 0 00 3 6.0 5 77
treatment
Financing costs are low and fund-raising
methods can be diversified ! 58 0 00 4 8.0 8 46
The country is politically stable 5 4.1 0 0.0 3 6.0 2 31
Other 7 5.8 1 16.7 3 6.0 3 4.6
No answer 6 5.0 0 0.0 3 6.0 3 4.6
Total 121, 100.0 6/ 100.0 50/ 100.0 65| 100.0
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(v) Taiwan
The main reason offered by companies for rating Taiwan as important was “prospects for
significant expansion of the market” at 41.1%, followed by “the company has influential

business partners” (23.2%) and “related industries are readily available” (18.8%).

Figure 4-18 Reasons to Give Priority to Taiwan (multiple responses)

0.0 10.0 20.0 30.0 40.0 50.0

Prospect for significant expansion of market 411

The company has influential business partners

Related industries are readily available

Information and communication infrastructure is
established

Production-related costs are low

Few regulations and restrictions governing business
activity

The country is politically stable

Labor is readily available

Transportation and distribution infrastructure are
established
Financing costs are low and fund-raising methods can
be diversified
Foreign-capital companies receive preferential
treatment

Other
(N=112)
No answer

Figure 4-19 Reasons to Give Priority to Taiwan (by industry) (multiple responses)

Total Manufacturing Wholesale/retail Service

n % n % n % n %
Prospect for significant expansion of market 46 41.1 6 353 25 47.2 15 357
The company has influential business partners 26 23.2 5 294 13 245 8 19.0
Related industries are readily available 21 18.8 2 118 11 20.8 8 19.0
Information and communication infrastructure is
established 18 16.1 2 118 7 13.2 9 21.4
Production-related costs are low 17 15.2 0 0.0 9 17.0 8 19.0
Few regulations and restrictionsgoverning
business activity 13 11.6 2 118 7 13.2 4 9.5
The country is politically stable 9 8.0 2 118 3 5.7 4 95
Labor is readily available 7 6.3 1 59 2 3.8 4 9.5
Transportation and _dlstrlbutlon mfras;ructure 6 54 1 59 4 75 1 24
such as ports and airports are established
Financing costs are low and fund-raising
meth_ods can be diversif_ied _ _ 3 27 0 00 8 57 0 00
Foreign-capital companies receive preferential 2 18 0 00 0 00 2 48
treatment
Other 12 10.7 3 17.6 3 5.7 6 14.3
No answer 3 2.7 1 5.9 2 3.8 0 0.0
Total 112 100.0 17| 100.0 53] 100.0 42| 100.0
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(vi) Singapore

The leading reasons offered for rating Singapore as strategically important were factors relating
to the business environment, such as “information and communication infrastructure is
established” (38.0%), “few regulations and restrictions governing business activity” (35.0%),
and “transportation and distribution infrastructure such as ports and airports are established”

(29.0%).

Figure 4-20 Reasons to Give Priority to Singapore (multiple responses)

0.0

Information and communication infrastructure is
established
Few regulations and restrictions governing business
activity
Transportation and distribution infrastructure are
established

The country is politically stable

Prospect for significant expansion of market

Foreign-capital companies receive preferential
treatment

Labor is readily available
The company has influential business partners

Related industries are readily available

Financing costs are low and fund-raising methods can
be diversified

Production-related costs are low
Other

No answer

20.0

Figure 4-21 Reasons to Give Priority to Singapore (by industry) (multiple responses)

Total Manufacturing Wholesale/retail Service
% n % n % n %

Inform_atlon and communication infrastructure is 28 380 5 556 20 426 13 295
established
Fevy regulathns and restrictionsgoverning 35 350 5 556 15 319 15 341
business activity
Transportation and Fjlstrlbutlon |nfras_tructure 29 290 4 244 17 362 8 18.2
such as ports and airports are established
The country is politically stable 27 27.0 1 111 14 29.8 12 27.3
Prospect for significant expansion of market 23 23.0 2 222 6 12.8 15 34.1
Foreign-capital companies receive preferential 21 210 1 111 12 255 8 182
treatment
Labor is readily available 14 14.0 1 111 5 10.6 8 18.2
The company has influential business partners 14 14.0 1 111 7 14.9 6 136
Related industries are readily available 11 11.0 1 111 4 85 6 13.6
Financing costs are Iovy _and fund-raising 8 80 2 229 4 85 2 45
methods can be diversified
Production-related costs are low 7 7.0 1 111 1 21 5 114
Other 7 7.0 1 111 2 4.3 4 9.1
No answer 6 6.0 0 0.0 3 6.4 3 6.8
Total 100 100.0 9 100.0 47 100.0 44 100.0
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(5) Management Arrangements for Non-Japan Asia

(i) Management Arrangements for the Asian Region

Around 20% of companies reported that their offices in Japan manage their business in other
parts of Asia.

Looking at the results by region, a relatively high proportion of Asian companies (21.5%)
reported that they manage Asian countries other than Japan.

By industry, a relatively low percentage of wholesale and retail companies (14.3%) manage
Asian countries other than Japan from their Japanese offices.

Figure 4-22 Managing Business in Asian Regions

E Managed from Japan M Managed from other than Japan [ No answer

Figure 4-23 Managing Business in Asian Regions

Total Managed from Japan Manetlgztri] Srgggr?ther No answer
n % n % n % n %

c 1970s or earlier 143 100.0 21 147 119 83.2 21
2(1980s 159 100.0 23 145 127 79.9 9 57
g 1990s 240 100.0 40 16.7 193 804 29
*[2000s 301 100.0 61 20.3 230 76.4 10 33
North America 322 100.0 51 15.8 259 804 12 3.7

g Europe 370 100.0 56 151 303 819 11 3.0
Asia 135 100.0 29 215 100 74.1 44

& >|Manufacturing 109 100.0 20 18.3 85 78.0 3.7
§ %Wholesale/retail 400 100.0 57 143 332 83.0 11 2.8
E 8 Service 355 100.0 71 200 264 744 20 56
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(ii) Countries and Regions Managed from Japan
The country or region most commonly managed by Japan offices was the Korea at 64.2%,
followed by China at 52.7%. It shows that the countries of East Asia that are close to Japan in

distance terms are most frequently managed from Japan.

Viewed by region, a high proportion of North American and European companies manage their
Korean operations from Japan.

Figure 4-24 Countries and Regions Managed from Japan (multiple responses)

0.0 100 200 300 40.0 50.0 60.0 70.0 80.0

South Korea 64.2
China
Taiwan
Hong Kong
ASEAN
Oceania

No answer (N=148)

Figure 4-25 Countries and Regions Managed from Japan (by time of entry) (multiple
responses)

Total 1970s or 1980s 1990s 2000s
earlier
n % n % n % n % n %
South Korea 95 64.2 17 81.0 16 69.6 30 75.0 30 49.2
Taiwan 49 331 9 42.9 6 26.1 17 425 16 26.2
China 78 52.7 5 23.8 15 65.2 24 60.0 33 54.1
Hong Kong 40 270 3 143 7 304 12 30.0 16 26.2
ASEAN 31 209 8 38.1 4 174 7 175 11 18.0
Oceania 29 19.6 3 143 6 26.1 9 225 10 16.4
No answer 1 0.7 0 0.0 0 0.0 1 25 0 0.0
Total 148| 100.0 21| 100.0 23| 100.0 40| 100.0 61| 100.0

89



Figure 4-26 Countries and Regions Managed from Japan (by region) (multiple
responses)

Total North America Europe Asia
n % n % n % n %
South Korea 95 64.2 40 78.4 35 62.5 12 414
Taiwan 49 331 19 37.3 21 375 7 24.1
China 78 52.7 28 54.9 25 446 19 65.5
Hong Kong 40 27.0 16 314 13 232 7 24.1
ASEAN 31 20.9 14 275 10 17.9 7 24.1
Oceania 29 19.6 10 19.6 13 232 3 10.3
No answer 1 0.7 1 2.0 0 0.0 0 0.0
Total 148| 100.0 51| 100.0 56| 100.0 29| 100.0

Figure 4-27 Countries and Regions Managed from Japan (by industry) (multiple
responses)

Total Manufacturing | Wholesale/retail Service
n % n % n % n %
South Korea 95 64.2 12 60.0 37 64.9 46 64.8
Taiwan 49 331 7 35.0 18 316 24 338
China 78 52.7 12 60.0 28 49.1 38 535
Hong Kong 40 27.0 5 25.0 15 26.3 20 28.2
ASEAN 31 20.9 6 30.0 9 15.8 16 225
Oceania 29 19.6 6 30.0 9 15.8 14 19.7
No answer 1 0.7 0 0.0 0 0.0 1 14
Total 148| 100.0 20| 100.0 57| 100.0 71| 100.0
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(iii) Reasons for Establishing Management Base for Asian Region in Japan

The most common reason offered by companies for setting up their Asian regional offices in
Japan was “Japan is the most important market in Asia” with 59.5% of responses, followed by
“business partners were nearby” with 26.4%, and “talented staff were available” with 18.9%.

Figure 4-28 Reasons for Establishing Management Base for Asian Region in Japan

multiple responses
( P P ) 0.0 20.0 40.0 60.0

Japan is the most important market in
Asia

Business partners were nearby
Talented staff were available

Infrastructure had been established

The latest industry information is
available here
We already had bases such as factories

here
The government worked hard to entice
us here
Other
(N=148)
No answer

Many of the companies entering Japan in the 1970s or earlier and in manufacturing sector cited
as their reason “we already had bases such as factories here.”

Figure 4-29 Reasons for Establishing Management Base for Asian Region in Japan (by
time of entry) (multiple responses)

Total 1970s or 1980s 1990s 2000s
earlier
n % n % n % n % n %
Talented staff were available 28 189 4 19.0 5 217 7 175 11 18.0
Business partners were nearby 39 26.4 6 28.6 7 304 6 15.0 18 295
Infrastructure had been 21 142 3 143 5 217 4 100 o 148
established
Thg government worked hard to 4 27 0 00 0 00 0 00 4 6.6
entice us h_ere _ _
The Ia}test industry information 19 128 3 143 3 130 5 125 8 131
is available here
Japan is the most important
market in Asia 88 59.5 8 38.1 14 60.9 28 70.0 37 60.7
We already had bases such as
factories here 15 101 5 23.8 4 174 2 5.0 4 6.6
Other 18 12.2 2 9.5 3 13.0 4 10.0 9 14.8
No answer 9 6.1 1 4.8 0 0.0 4 10.0 3 4.9
Total 148 100.0 21| 100.0 23| 100.0 40/ 100.0 61/ 100.0
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Figure 4-30 Reasons for Establishing Management Base for Asian Region in Japan (by

region) (multiple responses)

Total North America Europe Asia
% n % n Y% n %
Talented staff were available 28 18.9 12 235 9 16.1 5 17.2
Business partners were nearby 39 26.4 12 235 15 26.8 8 27.6
Infrastructure had been established_ 21 14.2 7 13.7 9 16.1 3 10.3
The government worked hard to entice 4 27 0 0.0 0 00 1 34
us here
The_ latest industry information is 19 128 7 137 7 125 4 138
available here
ie;?;n is the most important market in 88 595 35 68.6 31 55 4 16 552
\r/]\/eer:Iready had bases such as factories 15 101 39 7 125 6 20.7
Other 18 12.2 8 15.7 5 8.9 2 6.9
No answer 9 6.1 4 7.8 3 5.4 1 34
Total 148 100.0 51 100.0 56 100.0 29 100.0
Figure 4-31 Reasons for Establishing Management Base for Asian Region in Japan (by
industry) (multiple responses)
Total Manufacturing | Wholesale/retail Service
% n % n % n %
Talented staff were available 28 18.9 3 15.0 12 211 13 18.3
Business partners were nearby 39 26.4 5 25.0 17 29.8 17 23.9
Infrastructure had been established 21 14.2 2 10.0 11 19.3 8 113
The government worked hard to entice 4 27 0 00 2 35 2 28
us here
The_ latest industry information is 19 128 1 50 11 193 7 99
available here
iz;?;n is the most important market in 88 595 11 550 35 614 42 592
\r/]\/eerealready had bases such as factories 15 101 7 350 6 105 2 28
Other 18 12.2 2 10.0 4 7.0 12 16.9
No answer 9 6.1 1 5.0 4 7.0 4 5.6
Total 148 100.0 20/ 100.0 57| 100.0 71 100.0
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(iv) Locations of Asian Management Base

When companies were asked in what countries or regions other than Japan they had the offices
to manage their Asian regional operations, the most common response was that Asian operations
were “directly controlled by the parent company” at 48.9%. This was followed by
“Singapore” at 12.0% and “Hong Kong” at 8.1%.

Figure 4-32 Location of Asian Management Base

B Directly controlled by parent company M China

O Hong Kong O Singapore
O Oceania O Other

O No answer

(N=681) bof 81 | 120 27, 181

Figure 4-33 Location of Asian Management Base (by time of entry)

W 1970s or earlier(N=119) ~ ®1980s(N=127)  ©1990s(N=193) O 2000s(N=230)
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Figure 4-34 Location of Asian Management Base (by industry)

B Manufacturing(N=85) @ Wholesale / retail(N=332) O Service(N=264)
00 100 200 30.0 400 500 600

529
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Figure 4-35 Location of Asian Management Base (by region)

B North America(N=259) @ Europe(N=303) O Asia(N=100)
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(v) Conditions Need to be Satisfied to Establish Asia Regional Management Base in Japan

When asked under what conditions they would consider setting up their Asian regional
management offices in Japan, excluding those that answered “we have no intention of
establishing a regional management base in Japan,” the most common response was an
“increase in number of talented staff available” at 15.6%. Besides being cited as an
impediment to business, personnel-related problems have also become an issue with respect to
setting up management base in Japan. Other leading responses included “introduction of more
attractive special treatment” (14.1%) and “reduction in corporate taxes” (12.3%).

Figure 4-36 Conditions for Establishing Asian Regional Management Offices in Japan
(multiple responses)
00 100 200 300 400 500

Increase in number of talented staff available
Infrastructure established

Reduction in corporate taxes

Introduction of special treatment more
attractive than that in other countries

Smoother administrative procedures

Ability to obtain most recent industry
information

Other

We have no intention of establishing a
management control base in Japan

No answer

Figure 4-37 Conditions for Establishing Asian Regional Management Offices in Japan
(by time of entry) (multiple responses)

1970s or
Total carlier 1980s 1990s 2000s
n % n % n % n % n %
Increase in number of talented staff available 106| 15.6 7 59 13| 102 36| 18.7 46| 20.0
Infrastructure established 28 41 3 25 5 39 7 3.6 12 5.2
Reduction in corporate taxes 84| 123 9 7.6 15| 118 28| 145 30| 130
Introduction of special treatment more
attractive 96| 14.1 9 7.6 14| 110 30| 155 41| 178
than that in other countries
Smoother administrative procedures 53 7.8 4 34 8 6.3 19 9.8 20 8.7
Ability to obtain most recent industry
information 18 2.6 0| 00 3 24 3 16 12 5.2
Other 48 7.0 10 8.4 8 6.3 13 6.7 17 74
We have no intention of es_tabllshlng a 335 492 70l 588 65/ 512 102| 528 94| 409
management control base in Japan.
No answer 126 185 26| 218 26| 205 24| 124 46/ 20.0
Total 681] 100.0 119] 100.0 127] 100.0 193] 100.0 230] 100.0
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Figure 4-38 Conditions for Establishing Asian Regional Management Offices in Japan

(by region) (multiple responses)

Total North America Europe Asia
n % n % n % n %
Increase in number of talented staff available 106 15.6 46 17.8 45 149 10 10.0
Infrastructure established 28 4.1 11 4.2 16 5.3 1 1.0
Reduction in corporate taxes 84 12.3 30 11.6 40 13.2 12 12.0
Introduction of special treatment more
attractive 96 14.1 33 12.7 45 14.9 15 15.0
than that in other countries
Smoother administrative procedures 53 7.8 19 7.3 22 7.3 9 9.0
Ability to obtain most recent industry
information 18 26 6 23 6 2.0 4 4.0
Other 48 7.0 28 10.8 15 5.0 3 3.0
We have no intention of es_tabllshmg a 335 492 125 483 147 485 53 530
management control base in Japan.
No answer 126 18.5 44 17.0 62 20.5 19 19.0
Total 681 100.0 259/ 100.0 303] 100.0 100/ 100.0
Figure 4-39 Conditions for Establishing Asian Regional Management Offices in Japan
(by industry) (multiple responses)
Total Manufacturing | Wholesale/retail Service
n % n % n % n %
Increase in number of talented staff available 106 15.6 15 17.6 45 13.6 46 17.2
Infrastructure established 28 4.1 4 4.7 9 2.7 15 5.6
Reduction in corporate taxes 84 12.3 6 7.1 37 11.1 41 154
Introduction of special treatment more
attractive 96 141 9 10.6 43 13.0 44 16.5
than that in other countries
Smoother administrative procedures 53 7.8 7 8.2 20 6.0 26 9.7
Ablhty to obtain most recent industry 18 26 12 6 18 11 41
information
Other 48 7.0 8 9.4 21 6.3 19 71
We have no intention of establishing a
management control base in Japan. 335 49.2 45 529 178 936 112 41.9
No answer 126 185 13 15.3 54 16.3 62 23.2
Total 681 100.0 85/ 100.0 332] 100.0 267| 100.0
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FY2007 Survey on Attitudes of Foreign-Affiliated Companies
Toward Direct Investment in Japan

Japan External Trade Organization (JETRO)
Invest Japan Department
Invest Japan Division

* This survey targets (1) companies with one-third or more of shares held by a single foreign
company, appearing in the “Gaishikei Kigyo Soran (Directory of Foreign-owned
Companies in Japan) FY2007 CD-ROM edition”, by Toyo Keizai Inc., their affiliates and
Japanese branches of such foreign firms and (2) those foreign companies to which JETRO
provided assistance in their market entry into Japan. All responses to this survey will be
completely reduced to statistical data, and neither company names nor individual responses will
be made public.

* Please check (v") the boxes for multiple-choice answers and complete the blanks, as appropriate.

*You can also complete the questionnaire on JETRO’s Web site
=http://www5.jetro.go.jp/docs/survey/gaishi/

* We ask for your cooperation in responding using the enclosed reply-paid envelope or completing
the questionnaire on our Web site no later than Eriday, September 28, 2007.
< Contact address: >

Japan External Trade Organization (JETRO)
Invest Japan Department, Invest Japan Division
Phone: 03-3582-5234 Fax: 03-3505-1990 E-mail: JAA@jetro.go.jp

(ATTN: Mr.Saito)

Information about your company

F1. How was your company established in or entered into Japan and when?

0, Merger & Acquisition / capital participation

concerning an existing firm
0,  New establishment of 100% owned subsidiary ::>

o3 New establishment of a joint venture

Year

o4  New establishment of a Japanese branch

F2. What is the country or region of your ultimate overseas parent company? If you have multiple overseas parent
companies, please select the country of the parent company with the highest ratio of investment in your company.
(Select only one)

o, USA. 0, Canada O3 U.K.

o4  Germany Os France Og Netherlands

o;  Switzerland Og Italy Og Sweden

o050 Denmark oy other European country (country name )
o, Korea O13 Taiwan O1a Hong Kong

o5 China o other Asian Country (country name )




JETRO

F3. Industry category of overseas parent company and your company in Japan
*Please note: “manufacturing” refers to companies with production facilities in Japan. The category of your company in Japan
will be “non-manufacturing” if you have no Japanese production facilities, even if the foreign parent company belongs to the
manufacturing industry.
|(1) Foreign parent companyI o, manufacturing
(Select only one) o, wholesale / retail (including trading companies) 03 service
[2) Your company in Japan] o, manufacturing
(Select only one) o, Wholesale / retail (including trading companies) 03 service
If you selected the manufacturing or If you selected the service sector:
wholesale/retail sector: F3- Please select one subcategory.:
F3- Please select the main types of ; S
: elect only one :
products handled (Select only one) v ( y ) v
14 Food and drink 11 Construction
[ Textiles / clothing 1> Information technology and telecommunications
J3 Chemicals (including information services, software,
s Medical / pharmaceutical/cosmetics Internet and publishing)
5 Plastic products 13 Transportation
g Rubber products [y Finance / Insurance
17 Metal products 5 Real Estate
g General machinery / devices g Food and drink / hospitality
g Electrical machinery / devices 17 Medical / welfare
110 Information technology and telecommunication devices g Education / training
31 Electronic parts / components g Lifestyle-related services
1> Transportation-related machinery / devices o Professional business services
43 Precision machinery / instruments (e.g., accounting, law, consulting, investment
14 Stationery / toys / sports products consulting)
35 Daily necessities 11 Other (specify: )
e Other (specify: )

F 4. Type of operations in Japan (Select all that apply)

Answer which of these types of operations your company had when it entered Japan, which you have now, and which

you will continue to have (or which you will newly have) in the future. (Select all that apply)

Type of operation (1) When you entered Japan (2) Now (3) In the future

v 4 v
(1) Manufacturing / processing 01 mP} O3
(2) Sales 01 02 Us
(3) Distribution 01 mP} O3
(4) Service (e.g., call center) 01 Oz O3
(5) Basic research mp] mp) O3
(6) Product development (including software) 01 Oz O3
(7) Development for Japanese specifications 01 Oz O3
(8) Goods and materials procurement 01 Oz O3
(9) Regional control and management 01 Oz O3
(10) Other 01 02 O3




F 5. Capital of your company in Japan and foreign parent company’s capital investment ratio

* You do not need to provide the investment ratio if your company is a Japanese branch of a foreign firm or if your parent
company is a foreign-affiliated firm in Japan. If you have multiple overseas parent companies, please provide the capital ratio
of the foreign single parent company that has the highest ratio of investment in your company.

. Foreign parent company’s capital
Capital . -
investment ratio
As of August 31, 2007 million yen o000, 0%
F6. Your company’s sales in FY2006 (Select only one)
oy Less than 1 billion yen 0, 1 billion yen to 10 billion yen
03 10 billion yen to 100 billion yen 04 100 billion yen to 1 trillion yen

os 1 trillion yen or more

F7. Increase / decrease in sales for your company for FY2006 compared to FY2005 (Select only one)

oy Increased by over 10% o, Increased by 1% to 10% oz No change
o4 Decreased by 1% to 10% os Decreased by over 10%
] Business environment

Q1. Which factors do you perceive as obstacles to your company’s business operation in Japan? Please select all that apply
from categories from (1) to (11) below. For each category, please select the aspect(s) of the obstacle, listed below each
category, that you think are particularly strong (select all that apply).

O3 (1) Difficulty in securing personnel

o, top management / management staff o, Skilled workers, engineers
oz workers in research and development o4 accomplished linguists
os full-time employees Og Other (specify: )
O, (2) High product standards demanded by users
0, regarding quality O, regarding date of delivery
O3 regarding price 04 regarding service
os other (please specify: )
O3,(3) High business costs
0, real estate prices 0, personnel costs
Lp.0; intermediate fees, service charges a4 physical distribution costs
o utility bills (electricity, water, etc) Oe telecommunication costs
Oy equipment costs Og purchasing costs (please specify: )
Og tax (please specify type of tax: ) Oy other (please specify:
04 (4) Closed character and particularity of the Japanese market
o, existence of keiretsu-affiliated companies o, Complexity of distribution channel
L>D3 personal contacts

o, difficulty of capital participation and acquisition of management rights in Japanese companies

os language barrier (too much information only available in Japanese)

0e labor practices (please specify: )
oy difficulty in finding subcontractor and cooperation company

og business practices (please specify: )
ogother (please specify: )

Os (5) Regulations, approval or license to practice business
o, legal regulations (please specify: )
0, standards and inspection of products (please specify: )
oz other (please specify: )

Og (6) Complexity of administrative procedures
o; complexity of administrative procedures
L»Dz it takes a long time from application to approval.
oz difficulty in getting visas for resident officers
0,4 uncertainty of how to access agents for administrative procedures (such as judicial/ administrative scriveners)
05 other (specify: )
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Oy (7) Lack of information and services

o, lack of market information 0, lack of information on administrative procedures
P05 at home, there is no contact agency for investment in Japan.
04 No investment promotion agency from our country in Japan.

o5 other (administrative scrivener: )
Og (8) Unsatisfactory preferential treatment and incentive
0; ho tax incentives 0, ho public low-interest loan system nor subsidy system
...... P03 industrial parks have no attraction (please specify: )
04 other (please specify: )
O (9) Difficulty in financing
0O strict loan terms of financial institutions O, restriction on our own financing, such as bond issuing
oz difficulty in financing from offshore markets, such as foreign loan issuing
""" o, other (please specify: )

0

(10) Uncomfortable living environment for foreigners (schools, hospitals, social customs, etc.)
o, few schools that suit foreigners such as international schools
~~~~~~ P00, few facilities that are able to communicate in English

o3 difference of social customs (please specify: )
o, other (please specify: )
011(11) Dissatisfaction with infrastructure (convenience, usage fee level, etc.)
: 0, sea ports (please specify: )
0, airports (please specify: )
. >D3 road (please specify: )
04 electricity / gas / telecommunication (please specify: )
Os public transportation (please specify: )
Oe Other (please specify: )

- Your strategies for investment in Japan

(12) For the most critical impediments among those listed above in (1) to (11), please describe below any specific
suggestions you may have on how to eliminate them.

Q2. What is your company’s view on the present status of the overall Japanese economy?
(Select only one)

o, good 0, somewhat good 03 bad

Q3. What is your company’s view on the prospects of the overall Japanese economy in one to two years?

(Select only one)

oy it will get better 0, it will remain about the same oz it will get worse

Q4. What do you project for the market for your company’s products and services in Japan in one or two years?

(Select only one)

oy it will grow O, it will remain about the same oz it will shrink

Q5. Which of the following best describes your company’s current performance?

(Select only one)

0 good o, fair 03 poor

Q6. Which of the following best describes the prospects of your company’s future performance in one to two years?

(Select only one)

oy it will improve 0, it will remain about the same o3 it will get worse
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Q7. Which of the following best describes the direction of your company’s business operations in Japan?
(Select only one)

0, seek to expand business o, maintain the current status 053 Intend to reduce the scale of business

Q8. For those who answered “1. seek to expand business” in Q7:
Please check the items (1)-(6) that are relevant to your company’s specific business expansion strategy (select
all that apply). In addition, of the items chosen, please select the method that your company is most likely to
adopt (select only one).
01 (1) Expand current production capacity and/or 02 (2) Reinforce selling power

: services o; Independently
=P 0y Independently P g, In affiliation with another company,
o, In affiliation with another company, university, research institute, etc.
university, research institute, etc. 0z M&A
o3 M&A
03 (3) Launch new products and/or new services 04 (4) Establish an R&D system in Japan or
o1 Independently augment existing system
w0, In affiliation with another company, =P 0, Independently
university, research institute, etc. o, In affiliation with another company,
o3 M&A university, research institute, etc.
oz M&A
Os (5) Diversify business
o, Independently Oe (6) Other (specific example:
s » 0, In affiliation with another company, o, Independently
university, research institute, etc. P 0, In affiliation with another company,
o3 M&A university, research institute, etc.
oz M&A

[Please read the following:]

The provisions for “flexible merger consideration” under the Company Law went into effect on May 1, 2006. Previously only the
stock of the acquiring company could be used as consideration in paying the shareholders of the amalgamated company, but the
revised law expands the scope of eligible consideration. One method allowed under the revised law is called a triangular merger, in
which a company acquires a target company through a subsidiary, but issues the parent company’s shares as compensation for the

acquisition.

[Triangular merger] This is a method whereby a parent company uses a subsidiary to absorb a target company.
Shareholders of the target company would receive shares in the parent company as consideration. If a foreign
company merges with a Japanese company using a triangular merger, the Japanese company’s shareholders would

receive foreign shares. (Source: Nihonkeizai Shimbun, March 5, 2007)

Q9 Are you familiar with triangular mergers? (Select only one)
o;  iYes, | am familiar with them.: o, No, | am not familiar with them.

If you are familiar with triangular mergers, please answer the following:

9 @ What is the possibility that your company might use triangular mergers? (Select only one)
o,  We would consider using this method. o, We would consider using this method, but the
system is difficult to navigate. o; Itis not of interest. o,Other

Q9—( Please describe your views on the triangular merger system.
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Q 10 What is your opinion of the future of business in Asia? Please answer in light of your parent company’s

intentions. (Select only one)

01 Expanding
04 Other (Specifically

02

Maintaining current levels

O3

Shrinking

Q 11 What is your opinion of the future of business in Japanese markets? Please answer in light of your parent
company’s intentions. (Select only one)

01 We plan aggressive business expansion because we believe Japanese markets will expand and become increasingly

important.

02 Although Japanese markets are nearing the limits of their growth, they will maintain their current clout because of the

large scale of the Japanese market.
O3 Japanese markets have reached the limits of their expansion and its importance as a market is declining, so we will
reduce the scale of our business in Japan.

04 Markets in east Asia are now more important.

Os  Other (Specifically:

Q 12 Which Asian countries / regions does your company view as strategically important? Please select the three
most important countries / regions in light of your parent company’s intentions. Next, please select the three
most important reasons that the three countries / regions selected are prioritized. If you select ”Other” , please
specify the countries on the list below (list any that apply).

w — w — —_ — —_
O¢|0=|ge|0F|pe|0s|05|0z|04|0s|05|0¢8
=N B = @ 5 S |0 |9 = |V 8 |® 5 © @® |= B |= = = g
=3 S o Q © 2 > =1 © 2 oo 8
=< 5 = 3 3, S 2 o 5
ﬁ % S =] B o > ::_7
<) « 3
=4
(1]
w
: _ Y Vv Vv Vv VvV V VvV V V V V V¥
Few regulations and restrictions - - - . - - - - . - - -
governing business activity ! ! ! ! ! ! ! ! ! ! ! !
Prospect for significant expansion of market (mP3 mp3 (mP3 ] mp3 (mP3 mp3 (mP3 ] mp3 (mP3 mp3
Production-related costs are low O3 O3 O3 O3 O3 O3 O3 O3 O3 O3 O3 O3
Labor is readily available Og Og Og Og Og Og Og Og Og Og Og Og
Foreign-capital companies receive preferential - 0 - - - - 0 - - - - 0
treatment 5 5 5 5 5 5 5 5 5 5 5 5
Transportation and distribution infrastructure - - - - - - - - - - - -
such as ports and airports are established 6 6 6 6 6 6 6 6 6 6 6 6
Information and communication - - - - - - - - - - - -
infrastructure is established ’ ! ’ ! ! ’ ! ’ ! ! ’ !
Related industries (parts industries, logistics - - - - - - - - - - - -
and other services, etc.) are readily available 8 8 8 8 8 8 8 8 8 8 8 8
Financing costs are low and fund-raising . - . - . . - . - . . -
methods can be diversified o ° o ° o o ° o ° o o °
The company has influential business . . - - . - . - - . - .
partners 10 10 10 10 10 10 10 10 10 10 10 10
The country is politically stable 011 011 011 O11 011 011 011 011 011 011 011 011
Other O2 | O12 | O1p | O1p | O12 | Gap | O12 | O12 | Oap | O12 | O12 | O

Other specific reasons: <
Name of country
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Q 13 Does your company locally manage business in the following regions in Asia other than Japan now?

(select only one)

Dz:

If “yes,”

Q 13- Which countries or regions?
(Please select all that apply)

01 South Korea

If uno'u

Q 13-@) From where does your company
manage business in the Asian region, primarily?
(Please select only one)

O,  Taiwan o;  Directly controlled by parent company
Oz China O, China
04 Hong Kong Oz Hong Kong
Os ASEAN 04  Singapore
Og Oceania Os  Oceania
Og  Other
\ 4 \ 4

Q 13-@ Why did your company

establish a management base for the Asian
region in Japan? (select all that apply)

01 Talented staff were available

0o Business partners were nearby

O3 Infrastructure had been established

04 The government worked hard to entice us
here

Os The latest industry information is available
here

Og Japan is the most important market in Asia
O7 We already had bases such as factories here
Og Other

Q 13-@ Would the satisfaction of any of the
factors below induce your company to set up its
Asia base in Japan? (select all that apply)

01 Increase in number of talented staff available
02 Infrastructure established

O3 Reduction in corporate taxes

04 Introduction of special treatment more attractive
than that in other countries

Os Smoother administrative procedures
Oe Ability to obtain most recent industry information
Oy Other

Og We have no intention of establishing
a management control base in Japan.

Thank you for completing our questionnaire.

When the results have been analyzed and compiled, we will send a copy of the “2007 Survey on Attitudes of
Foreign-Affiliated Companies toward Direct Investment in Japan” to all respondents. It will be available around
March 2008. If you wish to receive your copy at a different address from the one this questionnaire is sent to,

please specify below.

Company

Address

Tel

Dept.

Name

Required

reportin

1Japanese JEnglish

1Both
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