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Survey on Business Conditions for Japanese Companies in United States

Overview of FY2019 Survey
Respondents by Industry, Region, and Business Activity

The purpose of this survey was to ascertain _ (Unit: companies, %)
the management situations and changes in By:;::;‘::;::;;v"y
the local business environments of Japanese S W and sales et GRS
companies operating in U.S., and to Industry Type 207 128 335 670 100
contribute to the formulation of Japanese
companies’ overseas bUSiness Strategies and Transportation equipment parts (motor vehicles, motorcycles) 8 46 55 109 16.3
of pollcy p|anning for re|ated organizations. Electrical machinery, electronic devices (including parts) 46 7 39 92 137
Chemical and allied products/petroleum products 20 6 41 67 10.0
Survey PeriOd Food, processed food, agricultural or fishery products 10 7 32 49 73
Plastic products 6 13 25 44 6.6
OCtOber 23 - November 271 2019 General-purpose and production machinery (including molds and machine tools) 16 6 9 31 4.6
= Business-oriented machinery (including office machines, analytical instruments and
Valid Responses | medical equipment, etc.) 15 3 7 25 37
Iron and steel (including cast and wrought products) 4 3 18 25 3.7
53 3% Fabricated metal products (including plated products) 2 5 16 23 34
(670 Of 1,258 CompanleS) Transportation equipment (motor vehicles, motorcycles) 5 6 7 18 2.7
Rubber products 3 3 8 14 21
Scope of Survey Medicine 7 f 3 1 21
- - -fi I §
Japanese manufacturers and sellers operating in | o croueme > : k s 21
R - Ceramic, stone, clay products 3 2 7 12 18
U.S. In some analyses, companies whose business : - —
Dy . " c ey Textiles (spun and woven fabrics, chemical fibers) 3 1 6 10 15
activities consist of “Manufacturing or — : - ———
« . d S 1 » are ||S'[ed to ether as Transportation equipment (railroad vehicles, ships, aircraft, industrial trucks) 3 0 6 9 13
“Manufactur%ng an ales ’ ; g Transportation equipment parts (railroad vehicles, ships, aircraft, industrial trucks) 1 1 6 8 12
_Manufacmrlng and SaIeS’ Whlle those engaged Information and communication electronics equipment 2 1 2 5 0.7
In Sales are IISted .aS Se_lles Only' Textile apparel, textile products 2 0 1 3 0.4
At least 10% of their capital must be owned by a |paer pup 1 1 1 3 04
Japanese company, directly or indirectly. Printing, publishing 0 0 1 1 01
Furniture, fixtures 1 0 0 1 0.1
Miscellaneous manufacturing industries 44 12 37 93 13.9
NOte By Region
P Midwest 68 52 102 222 331
This is the 38th annual survey, e
a ayw - South 37 54 119 210 313
initiated since 1981 (not conducted ot " " ” o pope
In 2004). Northeast 33 4 42 79 118

(1) The totals in the surveys in this report may not be 100 because the numbers are rounded off to the first decimal point.

(2) The firms that participated in this survey may not have answered all questions. The rates are calculated based on the numbers of answers collected.

(3) From the following page onward, in cases where no particular details are written in the charts, the numerals in parentheses indicate the number of respondents.
(4) In cases where the denominator of the number of respondents for a given field did not meet a certain number, that industry/field was excluded from the chart.

Copyright (C) 2020 JETRO. All rights reserved. 3



Survey on Business Conditions for Japanese Companies in United States

Key Points Regarding the Survey Results: 1. Percentage of Profitable Japanese
Companies Active in U.S. and Their Business Sentiment DI

The percentage of profitable Japanese companies active in U.S. fell below 70% for the first time in eight years since the FY2011 survey.

>
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Meanwhile, the DI indicating business sentiment was at -4.6 points, falling into the negative range for the first time in 10 years since the
FY2009 survey.

The percentage of companies that responded with expectations of positive operating profits for 2019 (profitability ratio) was 66.1%, reflecting a drop of 8.4 points
from last year’s survey (74.5%) (p.9). This marked the first time that the profitability ratio fell under 70% in eight years since the FY2011 survey (67.5%). The
DI indicating business sentiment (obtained by subtracting the percentage of companies expecting a “decrease” in operating profits vs. the year before from the
percentage of those expecting an “increase”) also deteriorated significantly, falling over 20 points from last year’s figure of 17.2 to -4.6 (p.10).

Even when viewed by industry, the profitability ratio was lower than in last year’s survey for nearly all industry types. In particular, transportation equipment

parts (motor vehicles, motorcycles) - which account for slightly less than 20% of the respondents - came in a 52.3%, reflecting a fourth straight year of decline
(83.6—582.5—70.4—64.8—52.3%).

Trends in Percentage of Profitable Japanese Companies Active in U.S. and Their Business Sentiment DI (2007-2020)

0,
(%) —o=Profit Diffusion Index (Right Side) (©n
100 100
82 3 8l 4 80
79.7
55.7 \6 — \66 1
60 0 61.7 26.0 40
23.9 g 3L7 334 9% 20
40 17.5 B 17.2 0
35. 5 )
20 ( -4.6 \ -20
-16.6 41.8 # of respondents (2019): 660v -40
0 # of respondents (2020) : 659 60

07 08 09 10 11 12 13 14 15 16 17 18 19 20(Year)
Estimate  Forecast

When the respondents were asked to single out one factor behind the deterioration in operating profits, the top response was “sales decrease in local market”
(51.9%), far outstripping the number-two response, which was “negative effects of trade restrictive measures by governments (e.g. raising of tariffs)” (8.5%). In
particular, 60% of respondents in the transportation equipment parts (motor vehicles, motorcycles) sector now gave “sales decrease in local markets” as a main
reason. The rising popularity of SUVs in U.S. automobile market has led to lower sales and manufacturing of basic passenger vehicles (sedans), and this
development is thought to be translating into lower profits for Japanese parts manufacturers who mainly focus on components for sedans.

Meanwhile, when respondents were asked to provide multiple reasons for their decreasing operating profits, the top response was “sales decrease in local
markets” (71.5%), followed by “increase of labor costs” (38.7%) and “increase of procurement costs” (30.6%) as the main cost factors cited by many companies.

4




Survey on Business Conditions for Japanese Companies in United States

Key Points Regarding the Survey Results: 2. Factors for Increased Costs

Recruiting workers, labor costs etc. remain persistent challenges.

When asked about the management challenges leading to the rising costs, 68.8% of respondents
said “recruiting workers,” making this the leading factor again after last year (69.0%), followed
by “labor costs (salaries/bonuses)” at 64.6% (65.6% last year) and then “retention” at 49.8%
(46.3% last year) (p.24).

The U.S. unemployment rate held at its lowest level in nearly 50 years (Dec. 2019: 3.5%), and
for Japanese companies in U.S., labor shortages have become a prominent issue. When
questioned about this, respondents voiced concerns about “being unable to secure staff in all
positions” (miscellaneous manufacturing industries), “particularly struggling to secure
engineers” (chemical and allied products/petroleum products), “the image of the manufacturing
industry declining overall, and younger generations not finding it appealing” (electrical
machinery, electronic devices) etc., and so hiring conditions remain difficult regardless of
industry type.

When respondents were asked about their countermeasures for these challenges, their top
answers included “reducing expenses other than payroll” (49.0%), “enhancing internal
communications” (42.5%), “improving the working environment” (e.g. enhancing benefits)
(38.7%), and “increasing wages” (37.7%) (p.25). The responses gave a distinct indication that
these companies are looking to cut expenses besides personnel costs while also making efforts
to secure personnel by enhancing company benefits, raising wages, and improving
communication with their workers.

Respondents expressed that they were making efforts with regard to working conditions, e.g.
by “raising wages in consideration of average wages in surrounding areas,” “establishing
higher-than-average benefits such as healthcare,” and “introducing an opportunity
announcement system for internal posts, and giving motivated workers opportunities for
raises."

Many companies are introducing internal and external training systems, and a number also said
that they were partnering with local community colleges to implement engineer training
programs and job fairs and making other efforts in cooperation with neighboring communities.
JETRO has also been involved in networking among local universities/support organizations
and Japanese companies, as well as events for matching Japanese companies with students, in
efforts to improve the hiring prospects for these companies. In FY2019, JETRO also conducted
events in Illinois and Kentucky to match colleges and students and local government support
agencies etc. together with Japanese companies.

Management Challenges: Factors for Increased Costs

(Multiple Answers)

Recruiting workers
(regular workers and engineers)

Labor costs (including
salaries and bonuses)

Retention of workers

Healthcare costs

Increase of tariff rate
(Trade-restrictive measures)

Raw material, natural resource
and/or commodity prices

Transportation costs
(including gasoline price)

Cost of dispatching Japanese expats
(such as setting up living conditions)

Foreign exchange risks
(yen/U.S. dollar)

Travel expenses
(including airfare)

Financing costs

Related regulations

Other

0 10 20 30 40 50 60 70(%)
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PN 646
DN 0.8
L
RN 377
N 319
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B 206

Bl 17

B 100
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B 45

f 33

# of respondents: 642
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Survey on Business Conditions for Japanese Companies in United States

Key Points Regarding the Survey Results: 3. Company Benefits, Wages

This is our first survey that looks at the kinds of benefits companies provide and their wages. Many companies offer medical insurance,
dental insurance, and 401(k) plans (defined-contribution pension plans). The median wages (monthly base salary) ranged from $3,000

to $6,683.

> In this year’s survey, we asked for the first time what kinds of benefits Japanese companies in U.S. are providing their employees. The
top responses were “medical insurance” (96.2%), “dental insurance” (88.6%), “401(k) plans (defined-contribution pension plan)”
(79.8%), and “vision insurance” (74.5%), with the results making it clear that many companies offer such benefits (p.26).

» We also asked about wages for the first time in this year’s survey. The median values for base salary (monthly) by occupation in 2019
are as shown in the graph at the bottom right (p.27).

Company Benefits for Local Employees (Non-salary, Multiple Answers)

Medical insurance
Dental insurance
401(k) plan
Vision insurance
Life insurance 419
In-house training program 41.2
External training program 34.7
Flex time 33.3
Paid maternity & paternity/child-care leave 33.3

Accident and sickness benefit 30.0

Assistance for personal development 275
and qualification acquisition .

Company car/commuter allowance 26.1
Work-from-home options 23.2
Health savings account 16.6
Free meals and snacks 12.1
Assistance for school tuition 10.2

Company housing/housing assistance 5.0

Stock options 1.9

Copyright (C) 2020 JETRO. All rights reserved.

60 80 100 (%)
96.2

88.6
79.8
74.5

# of respondents: 639

Wages (Monthly Base Salaries): Median Values

B All industries Manufactures

0 2,000 4,000 6,000 (USD)

Production managers (219) 6,683
General administration
section chiefs (314) MM 6275
Mechanical engineers (197) 5,100

General clerks (344) _ 3,750

Operators (225) 3,000

1

Note: Companies whose business activities consist of “Manufacturing” (“Manufacturing’
or “Manufacturing and sales”) responded with regard to the following occupations:
operators (job types engaged in machine operation in the manufacturing process),
mechanical engineers (technical positions for designing, manufacturing and managing
machines and equipment), production managers (section chiefs of production
management departments), general clerks (general office workers), and general
administration section chiefs (section chefs of general affairs departments). Those
engaged in “Sales” responded about the occupations of general clerks and general
administration section chiefs.
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Key Points Regarding the Survey Results: 4. Effects of the U.S.-China Trade War

and Other Changes in the Trade Environment

>
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Some 40% of companies said they have been negatively affected by changes in the trade environment. The effects on their procurement and import costs
have been especially significant. The specific policies having the greatest impact were said to be “additional tariffs imposed on Chinese products based on
Section 301 of the U.S. Trade Act” (52.3%) and “additional tariffs of the U.S imposed on steel and aluminum (Section 232 of the Trade Expansion Act in
1962)” (42.4%).

In terms of responses, some 40% of companies experiencing these effects have changed their procurement sources. That said, nearly half of these companies
have kept the scale of these procurement changes to under 10%, meaning that they have not changed all of their procurement sources. Meanwhile, 10% or
less of those respondents said the duration of these procurement source transitions would be “temporary,” while 70% said these were
“mid to long-term.”

Given that changing procurement sources requires a certain period of time and effort, some respondents stated that “once we have changed procurement
sources, we will not switch back even if the additional tariffs are eliminated.”

When we look at the changes in procurement sources, the main procurement sources before such changes were in China, Japan, and the U.S. After the
changes, the top locations other than the U.S. and Japan are Southeast Asian countries (e.g. Thailand and Vietnam) and Mexico. Meanwhile, the respondents
pointed out certain challenges with their new procurement sources, stating for instance that in U.S., the shortage of suppliers and engineers makes it difficult
to procure similar parts to those from China, while in Southeast Asia, their costs went up after the transition due to a lack of dock and harbor etc.
infrastructure.

In terms of the impact felt at present from the changes in the trade environment, 40.8% of respondents (252 companies) reported experiencing “negative effects” (p.40). The main
area where these effects are being felt was said to be “procurement and import costs” for as much as 80% of respondents.

When asked which specific policies were having a negative impact on their business, 52.3% of respondents (127) cited “additional tariffs imposed on Chinese products based on
Section 301 of the U.S. Trade Act” (against Chinese imports), while 42.4% of respondents (103 companies) answered “additional tariffs of the U.S. imposed on steel and
aluminum” (steel and aluminum tariffs) (p.41). Moreover, when this is viewed by industry, the companies who cited the additional tariffs on Chinese goods referred most often
to electrical machinery, electronic devices (28 companies), transportation equipment parts (motor vehicles, motorcycles) (25 companies), chemical and allied products/petroleum
products (8 companies), while with regard to the steel and aluminum tariffs, most respondents named transportation equipment parts (motor vehicles, motorcycles) (34
companies), iron and steel (8 companies), and electrical machinery, electronic devices (7 companies).

In terms of responses, 38.6% of companies (129 companies) - i.e. nearly 40% - said they had “changed procurement sources” (p.42). Among these, 55.2% (69 companies) said
they had already begun making such transitions. Regarding the scale of these changes in procurement sources, 47.9% (58 companies) said they had changed sources for “1% to
less than 10%” of goods.

As many as 68.5% of respondents (85 companies) said the duration of their procurement source changes would be “mid to long-term.” Multiple respondents answered that in
changing procurement sources, a certain amount of time was required before a decision was reached, for instance to get customer approval, to comply with various regulations, or
to get permits and approvals. In addition, some respondents commented that given other factors such as the sharp rise in personnel costs in China, once they had changed
procurement sources, they would not be reverting back even if the additional tariffs were to be eliminated.

Looking specifically at where goods are being sourced, whereas main procurement sources before the change were China for 108 companies (84.4%), Japan for 37 companies
(28.8%), and the U.S. for 28 companies (21.9%), now only 12 companies (9.4%) procure from China, while 53 companies (41.7%) procure from the U.S., 45 companies (35.4%)
procure from Japan, 31 companies (24.4%) procure from Thailand, 27 companies (21.3%) procure from Vietnam, and 22 companies (17.3%) procure from Mexico (p.43).

Meanwhile, some respondents mentioned the challenges they are having with the procurement sources they changed to. Companies who have started switching to U.S.
procurement sources said that “the U.S. isn’t as strong in manual manufacturing, and it has a shortage of engineers. Some also answered that it is “difficult to procure the same
kinds of parts as those from China” (rubber products), or that they “cannot find available U.S. suppliers, and uncertainties about the future of U.S.-China relations are making
suppliers reluctant to expand their manufacturing capacities” (transportation equipment parts (motor vehicles, motorcycles)). Also, companies that have switched to Southeast
Asian procurement sources indicated that “with the prices of Chinese goods being massively lower, our costs savings effect from changing procurement sources has been limited”
(miscellaneous manufacturing industries), and “once we transitioned to Southeast Asia, the lack of infrastructure/ports and harbors has meant higher-than-expected
transportation costs™ (electrical machinery, electronic devices).

Regarding the impact from these trade environment changes on operating profit forecasts, 43.7% of respondents (269 companies) said there were “no changes” in 2019, while
31.0% (191 companies) said they were “not sure” and 20.6% (127 companies) said their forecasts had “decreased” (p.46).
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Key Points Regarding the Survey Results: 5. Other Notable Trends

(1) U.S.-Mexico-Canada Agreement (USMCA) Having Negative Impact on 24% of Respondents in Transportation Equipment (motor vehicles, motorcycles)

»  Regarding the comprehensive effects of the U.S.-Mexico-Canada Agreement (USMCA) that has replaced the North American Free Trade Agreement (NAFTA), 57.4% of respondents stated
there has been “no impact”, while 30.7% said they were “not sure,” and a mere 3.9% (25 companies) answered that the deal has had “negative effects” (p.35). However, when viewed by
industry, the survey showed that 23.5% of companies in the field of transportation equipment (motor vehicles, motorcycles) were seeing negative effects, and more respondents in this area
gave this response compared to other industries.

»  As the main factors having an impact on company management, 46.8% of respondents (65 companies) cited “exclusion from Section 232 measures of the Trade Expansion Act with respect
to passenger vehicle and light truck and automotive parts if the U.S. imposes such measures,” while 38.1% (53 companies) named the “requirement to purchase 70% North American steel
and aluminum,” and 37.4% (52 companies) said “review of Product Specific Rules (PSR).”

»  Interms of measures for dealing with the USMCA, 42.4% of respondents said “no change,” yet among those who intended to take measures , “change some or all of procurement sources”
was the most common response at 12.2%, followed by “adjust sales prices” (11.2%), “transfer some or all production to the U.S.” (8.3%) and “transfer some or all production sites from the
U.S. to other places” (6.8%) (p.36). As for the change of procurement sources, seven companies were considering shifting to Mexico, while five were looking at switching to the U.S. In
addition, 11 companies said they were looking into changing their production sites from Japan or Mexico etc. to the U.S., whereas five respondents were thinking of switching from the U.S.
to Mexico.

(2) [Comparison of Three Countries’ Surveys] Japanese Companies Seeing Different Effects from USMCA in U.S., Mexico, and Canada

»  Separate surveys were conducted for Japanese companies doing business in Mexico and Canada on the USMCA’s impact. A comparison of the survey results for all three countries revealed
that for the manufacturing industry overall, 24.5% of companies were seeing negative effects in Mexico, whereas this was true of only 4.6% of companies in Canada and 4.3% of those in
U.S. (p.37). Meanwhile, in the field of Transportation equipment (motor vehicles, motorcycles), 23.1% of companies in U.S. saw negative effects, which was more than in the other two
countries, while in Transportation equipment parts (motor vehicles, motorcycles), this was true for 36.8% of companies in Mexico, a higher percentage than in Canada and the U.S.

> In a three-way comparison among the countries’ surveys of factors impacting business management, the percentage of respondents who cited “exclusion from section 232 measures of the
U.S. Trade Exemption Act with respect to passenger vehicle and light truck and automotive parts if the U.S. imposes such measures” was the highest in U.S. (49.5%), while “meeting the
labor value content rule” was the most cited factor in Mexico (37.9%).

»  Regarding measures for dealing with the USMCA among the three countries, 40-50% of companies in all three surveys said “no change” (p.38). When viewed by specific measures, the
percentage of companies who said “change some or all procurement sources” was 14.4% in U.S. and 14.2% in Mexico. Of note in Mexico’s case was the high percentage of companies who
were going to “transfer some or all production sites from other places to ours” at 14.8%, which was higher than the percentages in U.S. (10.5%) and Canada (8.7%). When viewed by
industry, in the field of transportation equipment parts (motor vehicles, motorcycles), Mexico had the highest percentage of respondents who were set to “transfer some or all production
sites from other locations to ours” at 29.8%, more than in the other two countries. On the other hand, in the field of transportation equipment (motor vehicles, motorcycles), the U.S.
percentage was the highest at 42.9%.

(3) Regarding Investment in U.S. and Dealing with Export Control Regulations, Majority of Respondents Said “No Impact” or “Not Sure”

»  With regard to the Foreign Investment Risk Review Modernization Act (FIRRMA) established in August 2018, as this act concerns new investments, 60% of companies responded “no
impact” (p.39), while 40% replied “not sure.”

»  As for the impact on companies’ export control systems from the 2018 Export Control Reform Act (ECRA), 29.5% of respondents “take no particular measures regarding export controls,”
and 17.9% said they “expect no change in their measures regarding export controls,” so about half looked to deal with the effects under their existing systems. However, over 50% said they
were “not sure.”

»  In both the FIRRMA and ECRA questionnaire, “not sure” accounted for 40-50% of responses, one reason for which could be that the “emerging and foundational technologies” that will be
subject to investment screenings and export controls have not yet been announced, and therefore it is unclear what will specifically fall under the scope of the screenings/controls.

(4) Stricter Foreigner Work Visa Screenings Making Circumstances “More Difficult,” Said 35% of Respondents

»  Concerning the stricter procedures for foreigner work visa screenings, most respondents said “it has not changed” in their respective situations (64.8%) compared to before 2016 when the
Trump administration took office. However, 26.0% said “it has become slightly more difficult,” while 9.1% said “it has become much more difficult,” meaning that at least 30% of the
companies felt circumstances had become tougher (p.31). The most difficult visas to obtain now were said to be the “L-1 Visa (Intra-company Transferee)” (41.4%) and the “E-2 Visa
(Treaty Investor)” (35.0%). In terms of countermeasures, the top answers were “consulting with local immigration lawyers” (43.7%), “review of staffing system (including increasing the
number of American employees)” (37.6%), and “strengthening system for information gathering” (21.6%).

Copyright (C) 2020 JETRO. All rights reserved.
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1. 2019 Profit Forecast: Profitable; Under 70% for First Time
in Eight Years

66.1% of the respondents said they expected positive operating profits in 2019. This marked the first time in eight years since 2011 that
the percentage of profitable companies fell below 70%. The percentage of profitable companies in transportation equipment parts
(motor vehicles, motorcycles) continued to fall for the fourth consecutive year (83.6—82.5—70.4—64.8—552.3%). While the
percentage in the Northeast exceeded 70%, it was less than 70% in the other regions, with the percentage of unprofitable companies in
the Midwest coming in at over 20%. When broken down by sector, the percentage in “sales” (76.2%) was over 70%, whereas that in
“manufacturing” (50.8%) was 18.8 percentage points lower than last year (69.6% ).

Operating Profit Forecast and Real U.S. GDP Growth Operating Profit Forecast for 2019

(By Region)
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Note: The GDP growth rate for 2019 is the preliminary figure. No survey conducted in 2004.
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1. Business Sentiment DI: Major Deterioration from Previous Year,
2020 Forecast Suggests Rebound

The diffusion index (DI) for business sentiment (the difference between the rates of improvement and deterioration) in 2019 stood at
-4.6 points, showing a drop of 21.8 points from the previous year’s figure (17.2). The percentage of companies expecting their 2019
operating profits to show a “decrease” (24.3) rose by 11.5 points, while that of companies saying they expected an “increase” was down
10.3 points. As the main reason for this deterioration, “sales decrease in local markets” accounted for 51.9% of responses. The DI
predicting business sentiment in 2020 was 26.0, and the percentage of companies expecting to see an “increase” showed an uptick at
43.1%. By region, the Northeast and the South figures were higher than average, whereas the Midwest stood at just 39.8%. 76.7% of
respondents cited “sales increase in local markets” as the reason given for the improved forecast.

Reasons for Decreased Operating Profit Forecast

Year-over-year Operating Profit Forecast Changes

for 2019 (Multiple Answers)
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Survey on Business Conditions for Japanese Companies in United States

1. Business Sentiment DI by Industry:
Metal Products, etc. See Major Drops

Iron and Steel, Rubber Products, Fabricated

The 2019 Business Sentiment DI (by industry) results showed a high DI in fields such as non-ferrous metals (42.9), food/agricultural
products (41.7), and medicine (28.6), but significantly lower DI for iron and steel (-68.0), rubber products (-38.4), and fabricated metal
products (36.4). For 2020, the business sentiment DI results are forecasted to be positive across all industries, with the most significant
improvement projected in iron and steel (28.0) and fabricated metal products (45.5).

2019 and 2020 Diffusion Index for Business Sentiment by Industry

Ref. 2018 Diffusion Index for Business Sentiment by Industry

=—eo==2019 DI 2020 DI

—mu=2018 DI

Food, processed food, agricultural or
Food, processed food, agricultural or
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Tra_nsponat_ion eguipment parts_ (railroad 55.3 Chemical and allied products/petroleum ( industrial truc?(s) 44 &50 products/petroleum products
vehicles, ships, aircraft, industrial trucks) 50 products Transportation equipment (railroad : \]i’l 8
356 eQ 41.7 vehicles, ships, aircraft, industrial L) 1.9 Medicine
Transportation equipment (railroad 37 \ \ 20.0 473 Medicine trucks) 2 .
vehicles, ships, aircraft, industrial trucks) \ g N :
-4.4 N fon equi aZ =
125 7 / ® 266 Transportation equipment parts (motor R | ‘25.0 Plastic products
445 \ 4 ) ! Ve 18 vehicles, motorcycles) N —
Transportation equipment parts (motor 0/ 0 ) 09 W52
vehicles, motorcycles) \O I ~0.0” 14./3/ / Plastic products V4 |
-0=A. _% 9.3 ¢ Transportation equipment (motor 1-2-0l 54— |
\SE 84— 11.3 vehicles, motorcycles) T\ | / Rubber products
Transportation equipment (motor ___ 41—} e —@— 7 0 ?\

o=

57— Rubber products

Baa
vehicles, motorcycles) 9‘\

w7

i electronics equipment 21,&\. -,I. 73 Ceramic, stone, clay products
P / 1\6\'6\ 1 /N2
Information and communication —~ . . . . :
electronics equipment 80.0 @ \ . Ceramic, stone, clay products Electrical machl_nery, electronic 3 8—' 4 tron and steel
4.2 ® / 2 4 28.0 devices 5
. D »
-
2;]'0 1314 \ () Business-oriented machinery . Non-ferrous metals
Electrical machinery, electronic devices 56.0 45% 429 Iron and steel General-pu[?::r?iﬁsgproductlon Fabricated metal products

Business-oriented machinery

General-purpose and production
machinery

Non-ferrous metals

Fabricated metal products

Median DI for all Industries (19 Industries)

2019 Diffusion Index for Business Sentiment by Industry -4.4

2020 Diffusion Index for Business Sentiment by Industry 28.0

Note: Only industries for which at least five companies gave valid responses are listed.

Copyright (C) 2020 JETRO. All rights reserved.

11



Survey on Business Conditions for Japanese Companies in United States

anges

In Number of Local Employees (Changes in Past Year): For First Time

in Eight Years, Respondents Who Had an “Increase” Fell under 40%

Only 34.3% of companies said they had an “increase” in their number of local employees in the past one-year period, with the percentage of
such respondents falling under 40% for the first time in eight years since the FY2011 survey (37.5%). When viewed by industry, over 50%
of companies in transportation equipment (motor vehicles, motorcycles) had increased their number of local employees, but in fields such as
non-ferrous metals and fabricated metal products, over 60% of respondents reported “no change.”

Changes in Number of Local Employees (Change over Past Year, By Industry)
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Survey on Business Conditions for Japanese Companies in United States

In Number of Local Employees (Plans Going Forward):

. Changes
35.6% Planning “Increase”

Regarding their plans going forward, a mere 35.6% of respondents said they would seek to “increase” their number of local employees,
which was the lowest level in nine years since the FY2010 survey (35.5%). When viewed by industry, the results showed that while
over 50% of companies in such fields as medicine and rubber products planned to “increase” their number of local employees, only

7.7% of respondents in non-ferrous metals had such plans.

Changes in Number of Local Employees

(Plans Going Forward, By Industry)
mIncrease = No change ® Decrease
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Note: Graph lists only those industries in which valid responses were received from
10 or more companies.
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Survey on Business Conditions for Japanese Companies in United States

2. Number of Employees: Median Value per Company Was 100 Persons

The 670 respondent companies had approximately 560,000 employees in total, with the average number of employees per company
being 831 persons, and the median value being 100 persons. When viewed by business activity, 23.6% of respondents (79 companies)
in manufacturing and sales said they had “101-300 persons,” with the median value being 156 persons. The most common answers
among manufacturers were “101-300 persons” and “301-1,000 persons,” each given by 27.3% of respondents (35 companies), with the
median value being 180 persons. Meanwhile, among sales companies, 43.5% of respondents (90 companies) said they had “10 persons
or fewer,” with a median value of 14 persons.

Total Number of Employees Broken Down According to Business Activity

(Companies) All Respondents (670) ~ (Companies) Manufacturing and Sales (335) _
Avg. value:831 Median:100 Avg. value:1,416 Median:156
150 133 134 100
114 123 80 9 74
Z
100 % 58 e // v
60 ; - -
7
50 43 40 / / / / 25 26
29 18 / B %
'k B BB
. . D T T T h 5
10orless 11-50 51-100 101-300 301-1,000 1,001- 3,001 or 10orless 11-50 51-100 101-300 301-1,000 1,001- 3,001 or
3,000 more 3,000 more
(Companies) Sales (207) (Companies) Manufacturing (128)
Avg. value:112 Median: 14 Avg. value:465 Median:180
100 90 100
80 80
60 o4 60
40 > 40 3 5
20 21
20 14 5 20 6 15 13
0 3
0 0
10orless 11-50 51-100 101-300301-1,000 1,001- 3,001or 10o0eless 11-50 51-100 101-300 301-1,000 1,001- 3,000 or
3,000 more 3,000 more
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Survey on Business Conditions for Japanese Companies in United States

Number o

Persons

The 650 respondent companies had a total of roughly 6,800 expatriates from Japan, with an average of 10 expatriates from Japan and a
median value of four such persons. 30.5% of respondents (198 companies) said they had “1-2 persons,” which was the highest percentage,
and according to individual sectors, the median value for the number of expatriates was five persons for companies in manufacturing and
sales, four persons for manufacturers, and three persons for sales companies.

Xpatriates from Japan: Median Value per Company Was Four

(Companies)

200

150

100

50

(Companies)
100

80
60
40

20

Number of Expatriates from Japan Broken According to Business Activity
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0 1-2 3-5 5-10
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Survey on Business Conditions for Japanese Companies in United States
Investments: “Maintenance and/or Repair of Existing Equipment” and

. Capita
“Strengthening Productivity and/or Sales” Were at the Top

37.9% of respondents said that the total sum of their capital investments in 2019 had surpassed those made the prior year, with this
percentage being 5.8 points lower than the result in the previous survey. Meanwhile, 12.3% of respondents made smaller capital
investments in 2019 compared to the year before, which was 3.6 points higher than last time. Regarding the purpose of these capital
investments, as was the case last year, the top answers were “maintenance and/or repair of existing equipment” and “strengthening
productivity and/or sales,” with “launch of new business, production of new products or improvement of existing products” and “labor-

saving or streamlining measures” also being cited by many companies.

Changes in Capital Investments in 2019

(%)
Increase:
37.9

Maintenance and/or
repair of existing equipment

= Increased by 30% or more
year-over-year (yoy)

Increased by 10% to less
than 30% yoy

Increased by 1% to less
than 10% yoy

Strengthening productivity and/or sales
1240

Launch of new business, production of
new products or improvement of existing
products

* No change of respondents: 634

-

Forecast for Capital Investments in/after 2020

Declined by 1% to less
than 10% yoy

= Declined by 10% to less
than 30% yoy

= Declined by 30% or more
yoy

Labor-saving or streamlining measures

Application of ICT such as Al and loT

Research and development

Environmental measures
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Survey on Business Conditions for Japanese Companies in United States

<Ret.> Capital Investments: Key Industries in 2019 and Trends in Capital Investments
since the 1998 Survey

When we compared the changes in 2019 according to the main industries, over half of respondents in chemical and allied products/petroleum
products reported that they had “increased” capital investments from last year (51.7%). Meanwhile, medicine (56.3%) and fabricated metal
products (55.5%), which had taken first and second place in last year’s survey, saw major drops this time around, with medicine down 20.7
points from last year at 35.6%, and with fabricated metal products having fallen 16.4 points to 39.1%. Although the percentage of respondents
who had “increased” capital investments has stayed above 30% since 2010, a mere 28.4% of companies said they expected to “increase” their
capital investments in 2020, which suggests a decline in investment willingness.

Changes in Capital Investments in 2019 by Industry Capital Investments Trends (1998-2020)

mincrease = No change = Decrease ) —e=Increase == No change ==m= Decrease
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10 or more companies. our questioning.
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Survey on Business Conditions for Japanese Companies in United States

2. Future Business Direction: Less than 50% (47.5%) Planning Expansion

47.5% of respondents said they had their sights on expansion in the next year or two, marking the first time since our first survey in
FY2012 that the figure fell below 50%. The main functions that they cited for such expansion were “sales functions” and “production
(high-value added products).” By industry, most respondents were looking to expand in the areas of food/agricultural products (79.2%),
rubber products (69.2%), and chemical and allied products/petroleum products (64.2%).

Business Direction in the Next 1-2 Years (By Industry) Business Direction Trends For the Next 1-2 Years (2012-2019)
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Note: Graph lists only those industries in which valid responses were received from 10 or more companies.
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Survey on Business Conditions for Japanese Companies in United States

. Procurement Sources (Manufacturing): Respondents Procuring Nearly 60% of
Raw Materials/Parts from within U.S.

When it comes to procuring raw materials and parts, respondents who are engaged in manufacturing in U.S. were found to be getting 59.1%
of these items from somewhere in U.S. (U.S. companies: 39.0%; Japanese companies in U.S.: 18.6%; other foreign affiliated companies in
U.S.: 1.5%), which is 1.0 point higher than last year (58.1%). Procurement from Japan was the next highest (24.7%), while procurement
from China stood at 5.0%. When viewed by major industry type, procurement from inside the U.S. was the highest for food/agricultural
products (74.0%) and plastic products (68.3%). As for the sources from which respondents were looking to procure more going forward, the
top answers were more procurement from local U.S. companies (67 respondents), Japanese companies in U.S. (38 respondents) and Japan
(35 respondents).

Average Procurement Proportion (By Country/Region) Future Plans for Procurement Sources for Raw Materials/Parts
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Note: Each company was asked to calculate the ratio for every country/region to account for 100%
of its procurement in terms of monetary amount, and these numbers were then averaged.
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. Procurement Sources
Raw Materials/Parts from Japan

y): Respondents Procuring Nearly 60% of

Respondents engaged purely in sales activities in U.S. said they were procuring 17.4% of their raw materials and parts domestically
(17.2% in the last survey), whereas they were getting 58.0% of these items from Japan, this percentage being 2.3 points higher than
when last surveyed (55.7%). When viewed by major industry type, procurement from within the U.S. was the highest in the field of
food/agricultural products (61.2%), whereas procurement from Japan was found to be the highest in such fields as chemical and allied
products/petroleum products (73.7%) and general-purpose and production machinery (64.1%). In terms of policies going forward, we
discovered an inclination to procure more from U.S. companies (18 respondents), from Japan (17 respondents), and from ASEAN (16

respondents).

Future Plans for Procurement Sources for Raw Materials/Parts

Average Procurement Proportion (By Country/Region)
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Note: Each company was asked to calculate the ratio for every country/region to account for 100%
of its procurement in terms of monetary amount, and these numbers were then averaged.
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. Production Sites: Companies Continuing to Enhance Their Production Systems
with Focus on U.S.

Regarding places of production for their products bound for the U.S. market, 76.4% of respondents were manufacturing in U.S., up 1.9
points from the last survey (74.5%), while 11.3% said they were manufacturing in Japan, reflecting a drop of 2.2 points from last time
(13.5%). When broken down by main industry type, some industries showed over 80% of production being done in U.S., such as iron
and steel (88.7%), plastic products (84.8%), and transportation equipment parts (motor vehicles, motorcycles) (83.4%). As for the
countries where respondents were looking to expand production for the U.S. market going forward, the top answer was the U.S., as
given by 86 companies (27.7%), with Mexico and Japan given by 20 companies (25.6%, 14.8%).

Production Locations of Products Bound for

Future Production Plans in Each Country

U.S. Market (By Country/Region)

and Region for the U.S. Market
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Note: Each company was asked to calculate the ratio for every country/region to account for 100%
of its procurement in terms of monetary amount, and these numbers were then averaged.
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3. Sales Destinations (Manufacturing): NAFTA Market Made up Nearly 90% of Sales

For respondents engaged in manufacturing activities in U.S., the U.S. market made up 82.0% of sales (vs. 79.7% in the last survey),
while the NAFTA market, including Mexico and Canada, accounted for 89.4% of sales (87.9% last time), and the Japanese market
accounted for 4.1% of sales (5.2% last time). When viewed by major industry type, fabricated metal products (91.8%) and iron and
steel (90.2%) had sales percentages within the U.S. of over 90%, while for sales to Japan, food/agricultural products (17.6%)
and electrical machinery, electronic devices (10.6%) were the highest reported. As for places where respondents were looking to grow
their sales going forward, the U.S. was cited by 90 companies (29.6%, vs. 35.9% last time), while Mexico was named by 34 companies
(24.6%, vs. 29.2% last time), meaning that a greater proportion of respondents were looking to maintain the status quo than when last
surveyed. When viewed by main industry type, industries such as food/agricultural products (52.4%) and chemical and allied
products/petroleum products (48.0%) had the most respondents who said they were looking to expand their sales channels in U.S.

Future Plans for Product Sales Destination

mincrease = Stay the same ® Decrease (%)
0 20 40 60 80 100

us. ot EECEINNNNNEEENNNNNNE %

Canada (137) m\\\\\\\\\\\ﬁﬁiﬁ\\\\\\w 19

Mexico (138) M\N\W 34

Central and South America (59) m 17

Product Sales Destination (By Country/Region)
mUS. (%)

Increase

= Canada Canada, Mexico:7.4

u Mexico

= Central and South America

" Jopan sapan (75) RN 10
China # of respondents: 388 cnina 51) EENNNNEENNNNNNEE 6

Korea, Hong Kong, Taiwan (38) [FERIRNNENEERNNEE 7
asean (35) RN 7
il 12 2\ i 4
eu ) R 17

Europe outside of EU (26) o

Korea, Hong Kong, Taiwan

# ASEAN

m Other countries of Asia and

:Zea”‘a resia 015 22 ..

1
1
Middle East (23) [ 2
Other Africa (18) &\\\\\\\\\\\\\\\\\%ﬁk\\\\\\\\\\\\\\\\\ﬁ 0

Note: Each company was asked to calculate the ratio for every country/region to account for 100%
of its sales in terms of monetary amount, and these numbers were then averaged.
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3. Sales Destinations (Sales Only): NAFTA Market Made up Nearly 90% of Sales

For companies engaged exclusively in sales activities in U.S., the U.S. market accounted for 79.6% of sales, which was 4.2 points
higher than in the last survey (75.4%), while the NAFTA market made up 89.5% of sales (vs. 84.2% last time) and Japan covered a
mere 3.5% of sales (vs. 5.8% last time). When viewed by major industry type, fields such as chemical and allied products/petroleum
products (83.6%) and general-purpose and production machinery (82.4%) showed the highest proportions of sales made within the U.S.
Regarding the countries where respondents wished to expand their sales going forward, 48 companies (36.1%) said the U.S., while 27
companies (39.1%) answered Mexico.

Sales Destination (By Country/Region) Future Plans for Product Sales Destination
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for 100% of its sales in terms of monetary amount, and these numbers were then averaged. were received from five or more companies.
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. Factors for Increasec
Continued Challenges

osts: “Recruiting Workers,” “Labor Costs” Presented

In terms of management challenges (factors for increased costs), “recruiting workers” placed at the top again at 68.8%, following last year’s
result (69.0%), with the next highest answer being “labor costs (including salaries and bonuses)” at 64.6% (vs. 65.6% last time), and “retention
of workers” at 49.8% (vs. 46.3% last time). By region, “recruiting workers” was the top response in the South (76.8%), whereas “labor costs”
were the challenge most cited in the West (68.5%). By industry, “recruiting workers” was cited by over 80% of respondents in iron and steel
(87.5%), non-ferrous metals (84.6%), and textiles (80.0%), while “labor costs” came in at over 70% in fields such as textiles (80.0%),
fabricated metal products (73.9%), and transportation equipment parts (motor vehicles, motorcycles) (72.9%).

Management Challenges: Factors for Increased Costs (Multiple Answers)

0 10 20 30 40 50 60 70(%) Recruiting workers, rising labor costs,

Recruiting workers (regular
workers and engineers)

Labor costs (including
salaries and bonuses)

I 646
P 408
N 411
I s77
N 319

Pl 2

B 206

Bl 17

B w00

B s
B s
f 33

Retention of workers

Healthcare costs

Increase of tariff rate
(Trade-restrictive measures)

Raw material, natural resource
and/or commodity prices

Transportation costs
(including gasoline price)

Cost of dispatching Japanese expats
(such as setting up living conditions)

Foreign exchange risks
(yen/U.S. dollar)

Travel expenses (including airfare)
Financing costs
Related regulations

Other # of respondents: 642

and retention of workers pose challenges

A es s,

Recruiting is a challenge across the board, for
all occupations. We hired six new people this
year, but they all left for competitors offering
better conditions. [Fabricated metal
products]

Our engineer costs in particular have gone up
and we’re struggling to secure enough
persons. [Transportation equipment
(motor vehicles, motorcycles)]

The manufacturing industry’s overall image
has declined, and younger generations do not
find our work appealing. [Electrical
machinery, electronic devices]

Tariff hikes having various impacts

The additional tariffs cover only about 5% of
our stock, so the impact has been minimal.
We are handling it for now by passing on the
costs. [Iron and steel]

We are dealing with the tariff hikes by
passing on 100% of the costs. [Rubber
products]

It is hard to get OEMs to agree to the imputed
costs. [Rubber products]

Management Challenges: Factors for Increased Costs

(By Region, Multiple Answers)

m Recruiting workers (regular workers and engineers)
= Labor costs (including salaries and bonuses)
= Retention of workers
i Healthcare costs
Increase of tariff rate (Trade-restrictive measures)

Raw material, natural resource and/or commodity prices

0 10 20 30 40 50 60 70 80(%)
68.4
59.2
Northeast (76) 332‘.192
316
276
68.7
65.4
Midwest (214) i
425
32.7
76.8
63.1
South (203) K] 9.6
36.9
38.4
8.4
S 685
West (149) 1568
349

242

Copyright (C) 2020 JETRO. All rights reserved. 24



n Business Conditions for Japanese Companies in United States

ountermeasures Against Factors tor Increased Costs: “Reducing Expenses
other than Payroll” the Top Response

In terms of countermeasures, “reducing expenses other than payroll” (49.0%), “enhancing internal communication” (42.5%),
“improving the working environment (enhancing benefits, etc.)” (38.7%) were the top answers most often given. When viewed by
industry, “reducing expenses other than payroll” was the most frequent response in the fields of textiles (80.0%) and transportation
equipment parts (motor vehicles, motorcycles) (59.8%), while “enhancing internal communication” was a top choice in textiles
(70.0%) and transportation equipment (motor vehicles, motorcycles) (62.5%).

Countermeasures Against Factors for Increased Costs (Multiple Answers) Specific Countermeasures

0 10 20 30 40 50 (%) * To improve our workplace climate and unify/ingrain our corporate culture, management is
making the rounds holding town meetings and has established a culture committee.
Reducing expenses other than payroll* 49.0 [FOOd/ag”cu'tur-al products] : . f f
c * We are leveraging Al/loT to pursue automation/labor saving. [Chemical and allied
Enhancing internal communication 425 products/petroleum products]

»  Among other things, we are holding events to share our management philosophy and policy.

Improving the working environment (enhancing benefits, etc.) 38.7 [Pharmaceuticals]
Increasing wages 37.7 *  We make occasional revisions to our benefits plan to ensure it is well-balanced. We have also
' formulated succession plans for our U.S. executives, and have retained a specialized

Encouraging automation and power conservation 33.6 recruiting company as appropriate. [Plastic products]
Reviewing suopliers of raw materials and procurement content 8.2 *  We have been hiring more local employees to cut our overall costs. Together with this, we are
viewing suppll W matert procu . also encouraging our local staff to work from home and follow flextime schedules. [Ceramic,
Increasing prices of products (or services) 25.5 stone, clay prodycts] i
*  We have gone with cheaper procurement sources, cut usage fees, done thorough maintenance
Reviewing medical insurance policy 254 to reduce mechanical failures and component wear, and improved load efficiency to slash
Encouraging recruitment of local staff 220 transportation costs, among other measures. [Iron and steel] o
: * In lieu of limiting wage increases, we have reduced our health insurance contributions etc.
Reviewing production (improvement, adding of value) 17.0 [General-purpose and production machinery]
) ) *  We are using an outside consultant to apply for our tariff reimbursements, and are doing what
Cost-cutting through mass production and volume sales 15.4 we can to ensure we are promptly reimbursed. [Business-oriented machinery]

Using web conferences 13.8 *  To minimize the impact of the higher import tariffs due to the U.S.-China trade war, we are
manufacturing more in-house and considering other suppliers. [Electrical machinery,

Concluding temporary contracts and outsourcing contracts 13.6 electronic devices]
Increasing local procurement rate 106 * We have created more communication sites for precisely conveying company policies and

: circumstances to our workers. [Electrical machinery, electronic devices]
Reviewing delivery contracts and delivery methods 89 * We have deployed robots, worked on labor saving for in-house distribution, and cut our
. . ) ) electricity consumption. [Transportation equipment (motor vehicles, motorcycles) ]
Shifting production/service capabilities to third country/areas 7.0 « To save manpower, we have streamlined our manufacturing process, added robots, and
Introducing remote work 6.2 revised our processes for efficiency, as well as revised our health insurance contract
conditions, reduced the company’s burden by having workers contribute more, and made
Reviewing financing methods 6.2 personnel cuts. [Transportation equipment parts (motor vehicles, motorcycles)]
Utilizing experts 3.8 = We are working on improving our internal communication, by holding factory-wide meetings
g exp : and sharing developments at the factory in a transparent way. [Transportation equipment
Utilizing business trip management services 1.9 parts (motor vehicles, motorcycles)]
) * We are limiting product groups that carry high personnel costs, and are rapidly shifting to
Exchange reservation, change of payment method 1 1.1 products that can be manufactured with automation. [Transportation equipment parts
Other 21 (motor vehicles, motorcycles)] ) o

' » We are reviewing our wage rates and company benefits, communicating to our employees
No particular measures 1.9 how important insurance and their health are, and generally explaining the merits of the

benefits our company provides. [Transportation equipment parts (motor vehicles,

# of respondents: 631 motorcycles)]

Note: For “Reducing expenses other than payroll,” the specific countermeasures cited most often included
“pursuing automation and labor saving” and “reviewing our raw material procurement sources and the items
being procured.”
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4. Company Benefits: “Health/Medical, ” “Asset-building” the Top Responses

When respondents were asked about the benefits offered to local employees by field, “health/medical” was being
provided by 98.7%, followed by “asset-building” (82.6%) and “working environment/housing” (66.0%). In terms of
specific items, the top responses were “medical insurance” (96.2%), “dental insurance” (88.6%), “401 (k) plan”
(79.8%), and “vision insurance” (74.5%).

Benefits Given to Local Employees (Multiple Answers) Benefits Given to Local Employees/Specific Items (Multiple Answers)

0 20 40 60 80 100(%) 0 20 40 60 80 100 (%)

Medical insurance 96.2
Health/medical 98.7 Dental insurance 88.6
401(k) plan 79.8
Vision insurance 745
Asset-building 82.6 Life insurance 41.9
In-house training program 41.2

External training program 34.7

Working environment/housing _ 66.0 Flex time 33.3

Paid maternity & paternity/
child-care leave

Accident and sickness benefits 30.0

Education _ 60.6 Assistance for personal development 275

and qualification acquisition

33.3

Company car/commuter allowance 26.1
Work-from-home options 23.2
other ] 338 i
Health savings account 16.6
Free meals and snacks 12.1
Assistance for school tuition 10.2
Nothing special provided | 0.8
Company housing/housing assistance 5.0

# of respondents: 639 # of respondents: 639

Stock options 1.9
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4. Wages (Monthly Base Salaries): Median Values Were $3,000 - $6,683

The median value for monthly base salaries at factories etc. according to occupation was $3,000 for operators, $5,100
for mechanical engineers, and $6,683 for production managers. The median value for monthly base salaries for office
work etc. according to occupation was $3,750 for general clerks and $6,275 for general administration section chiefs.

(USD)
General Administration
Operators Mechanical Engineers Production Managers General Clerks
Section Chiefs
All industries (225) . 3,000 All industries (197) - 5,100 All industries (219) 6,683 All industries (344) - 3,750 All industries (314) 6,275
Transportation equipment o g
H ‘motor vehicles, usiness-oriente:
(;ir;e';?(l)é)uucrzgze 4250 Chemical and allied . . . . . Electrical machinery, 8020 ,(mmmycles) ® 4,600 machinery (11) 8,881
machinery (6) ! products/petroleum = - - - - - 6450 electronic devices (17) ! s ]
products (18) < < - - machinery (13) 4,300 Transportation equipment
g4 (motor vehicles, 8,250
Chemical and allied = =~ Chemical and allied .o Chemical and allied ~—— motorcycles) (6)
products/petroleum =~ . 3,750 products/petroleum === 7,750 productsipemoleun | Y 4,000 Chemical and allied
products (20) e Iron and steel (8) 5,817 products (18) ~~ -~ ¢ products (37) < pr:(;z'cct:/:;r;ej“ S 6956
Transportation Transportation CerapTc:(r:jh sctén(es,)clay 4,000 products(20) Lt
equipment parts ||||||| 3600 equipment parts 6.750 ) )
A B 0 A g Transportation equipment -
(Railroad vehicles, Electrical machinery, 5175 (mzt)tor velhlcle;, (Railroad vehicles, etc.) 4,000 Plastic products (26) 6,600
etc) 5) electronic devices (17) ' motorcycles) (5)
Transportation equipment
Food/agricultural . Rubber products (6) 3,931 parts (motor vehicles, 6,500
products (18) % 3,200 Transportation Plastic products (23) 6,400 motorcycles) (53)
equipment parts -
(motor vehicles, 5,155 Medicine (6) 3,925 Ceramic, stone, clay 6.500
motorcycles) (48) Food/agricultural FOLERE) '
Iron and steel (12) 3,150 prodt?cts @9) % 6,000 Fabricated metal 3850
General-purpose prodicEel) ! Electrical machinery, 6375
S pr_oduction 5'020 @ | Electrical machinery, 7 electronic devices(35) '
) machinery (6) eneral-purpose electronic devices (44) 3,750
Plastic products (23) 3,000 and production 6,000
machinery (7) ) Iron and steel (10) 6,292
. Plastic products (24) 3,576
Plastic products (21) 5,000 Transportation " toral oo
Fabricated metal equipment parts Food/agricultural Food/agricultural products %
products (12) 2,875 (Railroad vehicles, | | | | | | | | | | | 5,833 products (23) ﬁ 3,500 @) 6,062
etc.) (5) General-purpose
N Foodigrcuurl SRR 4 600 and proucion 3,500 B 6,000
ectrical machinery, 2820 products g Iron and steel (10) 5800 machinery machinery (17)
lectronic devi 16, ' i
electronic devices (16) e, 3,500 S
Transportation products (14) 5,750
e Fabricated metal . Transportation equipment
equipment parts roducts (9) 4,800 Fabricated metal parts (motor vehicles, 3.400
(motor vehicles, 2,734 P products (11) 5,230 motorcycles) (61) ' .
motorcycles) (59) Transportation equipment Medicine (7) 5,625
. parts (Railroad vehicles, | | | | | | ‘ 3,300
Miscellaneous Miscellaneous Miscellaneous eyc.) (5) Miscellaneous
manufacturing 3,083 manufacturing 5,374 manufacturing 6,650 Miscellaneous manufacturing 5,500
industries (26) industries (26) mr:;tfra:cetsu%rg 3,630 industries (52) '

industries (25)
1. Companies whose business activities consist of “Manufacturing” (“Manufacturing” or “Manufacturing and sales™) were asked to respond according to the following occupation types: operators (job types
engaged in machine operation in the manufacturing process), mechanical engineers (technical positions for designing, manufacturing and managing machines and equipment), production managers (section
chiefs of production management departments), general clerks (general office workers), and general administration section chiefs (section chefs of general affairs departments). Companies engaged in “Sales”

were asked to respond according to the occupation categories of general clerks and general administration section chiefs.

2. This chart lists only the occupation categories for which valid responses were received from at least five companies.
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4. Wages (Annual Bonuses): Median Values Were 0.4 - 1.0 Month’s Pay

The median value of annual bonuses at factories etc. according to occupation was 0.4 month’s pay for operators, 0.5 month’s pay
for mechanical engineers, and 0.8 month’s pay for production managers. Meanwhile, the median value of annual bonuses for
office work etc. by occupation was 0.5 month’s pay for general clerks and one month’s pay for general administration section

chiefs.

(month(s))

Mechanical Engineers Production Managers General Clerks el Admml_stratlon
Section Chiefs

All industries (203) . 04

All industries (178) . 0.5

Chemical and allied v

All industries (197) - 0.8

Chemical and allied

All industries (301)

Transportation equipment

B os

All industries (277)

Transportation

B o

Plastic products (18) (0.9 EARGGMOUER e o IR IRAR G GRS tor vehicles, equipment(motor vehicles, 1.7
P (as) 0.9 produrijts/pet(rolt;um B 1.0 products/petroleum = - - - 1.0 ﬁn";l:o%;ﬁe':) (es) 11 motorcycles) (6)
products (19)  ©~ ¢ products (19)
Eleqicelendallicd 1.0 Electrical machinery,
products/ B d i devi ) 1.
Iron and steel (10) 0.8 petroleum products (35) CEEEIBHETEREY v
Plastic products (18) 1.0 Plastic products (19) 1.0 . .
Plasti ducts (18 Chemical and allied 770707
. . astic products (18) 1.0 products/petroleum = = = 1.0
Chemical and allied - - products (29) S
products/petroleum - - 0.7
products (21) Food/agricultural | d steel (11
Iron and steel (7) 1.0 products (17) 1.0 Sran S ) 1.0 Plastic products (22) 1.0
Food/agricultural @ 05 B 1.0
products (15) . T machinery (11) . Business-oriented 1.0
abricated metal machinery (10) .
products (8) 04 Iron and steel (9) 1.0 )
) Ceramic, stone, 1 O
Fabricated metal 0.4 clay products (5) d
products (10) . Transportation Iron and steel (9) 1.0
. Electrical machinery, 03 equipment parts 05 Food/agricultural 05
Transportation electronic devices (16) . (motor vehicles, . products (22) . TG
equipment parts motorcycles) (49 eramic, stone,
(motor vehicles, 0.2 D) ) clayjproducts (5) 1.0
motorcycles) (52) Fab"gatid "1‘8“" 0.5
Food/agricultural 03 Fabricated metal 05 FIRE A (0) Transportation equipment
Electrical machinel products (14) . products (8) . parts (motor vehicles, 0.8
| ic devi ?{5’ 0.0 Electrical machinery, 05 motorcycles) (45)
electronic devices (15) electronic devices (40) .
Transportation .
- . . Food/ Itural product;
T e AT e ose equipment parts 01 Electrical machinery, 03 e agricultural products ﬂ 06
- prot’i]uctpion 0.0 (motor vehicles, . electronic devices(16) . and production 0.5
A . machinery (16)
machinery (5) MEETEREES) () General-purpose
: Transportation equipment and production 05
Transportation General-purpose General-purpose parts (motor vehicles, 04 machinery (15)
eqyipment pgns 00 and production 0.0 and pr'oduction 0.0 motorcycles) (52)
(Railroad vehicles, . machinery (5) machinery (6) Transportation equipment Fabricated metal
etc.) (5) parts (Railroad products (10) 0.5
Miscellaneous Miscellaneous Miscellaneous TR, CRE) .
manufacturing I 0.3 manufacturing 05 manufacturing 0.6 TR s R g Miscellaneous
industries (25) industries (24) industries (24) industries (46) 0.8 manufacturing 1.0

industries (47)

1. Companies whose business activities consist of “Manufacturing” (“Manufacturing” or “Manufacturing and sales”) were asked to respond according to the following occupation types: operators (job types engaged in machine operation
in the manufacturing process), mechanical engineers (technical positions for designing, manufacturing and managing machines and equipment), production managers (section chiefs of production management departments), general clerks
(general office workers), and general administration section chiefs (section chefs of general affairs departments). Companies engaged in “Sales” were asked to respond according to the occupation categories of general clerks and general
administration section chiefs.

2. This chart lists only the occupation categories for which valid responses were received from at least five companies.
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4. Wages (Annual Salaries): Median Values Were $45,000 - $93,000

The median value of the annual salaries at factories etc. according to occupation was $45,000 for operators, $72,800 for mechanical
engineers, and $93,000 for production managers. The corresponding median value for office work etc. by occupation, meanwhile, was
$52,230 for general clerks and $90,000 for general administration section chiefs.

(USD)

Operators Mechanical Engineers Production Managers General Clerks Crnzrl Admlnl_stratlon
Section Chiefs

All industries (189) - 72,800

All industries (211) . 45,000

Chemical and allied

products/petroleum products =~ - 61,500
General-purpose
and production 52,000
machinery (6)
Iron and steel (9) 50,000
Transportation equipment
parts (Railroad
vehicles/Ship/Aircraft/Indus 48,000
trial trucks) (5)
Fabricated metal
products (9) 451000
Plastic products (20) 45,000
Transportation equipment
parts (motor vehicles, 43,600
motorcycles) (56)
Food/agricultural
products (18) ﬁ 421600
Electrical machinery,
electronic devices (17) 41'600
Miscellaneous
manufacturing 44,280

industries (25)

Chemical and allied
products/petroleum
products (18)

Iron and steel (7)

Electrical machinery,
electronic devices
(18)

Transportation

equipment parts

(motor vehicles,
motorcycles) (47)

Plastic products (19)

Food/agricultural
products (15)

General-purpose
and production
machinery (6)

Fabricated metal
products (7)

Miscellaneous
manufacturing
industries (25)

94,250

84,000
74,000
72,000

71,300

% 65,000

60,000

78,000

All industries (211) - 93,000

Chemical and allied
products/petroleum products
(18)

Electrical machinery,
electronic devices (18)

Iron and steel(9)

Transportation equipment
parts (motor vehicles,
motorcycles) (55)

Plastic products (22)

Food/agricultural
products (18)

General-purpose
and production
machinery(7)

Transportation equipment
parts (Railroad
vehicles/Ship/Aircraft/Indust
rial trucks) (5)

Fabricated metal
products (8)

Miscellaneous
manufacturing
industries (26)

102,500

100,000

94,000

90,500

BHE o340
75,000
I 7500
70,000

85,550

All industries (327) - 52,230

Transportation equipment
(Railroad vehicles, etc.) (5)

Business-oriented
machinery (12)

75,000

68,000

Chemical and allied ===~

products (34)

Rubber products (6)

Electrical machinery,
electronic devices (44)

Iron and steel (11)

Ceramic, stone,
clay products (5)

Medicine (6)

Transportation equipment
parts (motor vehicles,
etc.) (58)

Plastic products (23)

Fabricated metal
products (11)

General-purpose
and production
machinery (17)
Transportation equipment
parts (Railroad vehicles, etc.)
5,

Food/agricultural
products (22)

Miscellaneous manufacturing
industries (51)

55,250
55,000
55,000
55,000
51,930
51,496
50,000
50,000
48,792

M1 48000

1 46,000

53,000

. 63,500

products/petroleum -+« - -

All industries (301)

Business-oriented
machinery (11)

Chemical and allied
products/petroleum products
(@7)

Iron and steel (8)

Ceramic, stone,
clay products (5)

Transportation equipment
parts (motor vehicles,
motorcycles) (53)

Plastic products (23)

Electrical machinery,
electronic devices (41)

Medicine (6)

Food/agricultural
products (22)

General-purpose and
production machinery (16)

Fabricated metal
products (11)

Miscellaneous
manufacturing
industries (50)

B 0000

135,000

::::::::::::_120,000
101,000
95,000
94,000
90,000

84,000

81,750

80,950

80,000

80,000

80,000

1. Companies whose business activities consist of “Manufacturing” (“Manufacturing” or “Manufacturing and sales”) were asked to respond according to the following occupation types: operators (job types engaged in machine operation
in the manufacturing process), mechanical engineers (technical positions for designing, manufacturing and managing machines and equipment), production managers (section chiefs of production management departments), general clerks
(general office workers), and general administration section chiefs (section chefs of general affairs departments). Companies engaged in “Sales” were asked to respond for the occupation categories of general clerks and general

administration section chiefs.

2. This chart lists only for which valid responses were received from at least five companies.
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ountermeasures against External Risk Factors:

“Differentiation from Competing

Products” Accounted for Nearly 60% of Responses

In terms of countermeasures against external risk factors such as competing

products and price wars with competitors, the top

responses received were “differentiation from competing products” (59.7%), “development of new products” (41.9%), and “review of
product pricing” (41.6%). When viewed by industry, the results showed that “differentiation from competing products” was cited by
over 80% of respondents in the field of business-oriented machinery (83.3%), while “development of new products” reached a 70%
response rate among companies in transportation equipment (motor vehicles, motorcycles) (70.6%).

Countermeasures against External Risk Factors (Multiple Answers)

Differentiation from
competing products

Development of new products

Review of product pricing

Review of production and
supply system

Strengthening customer service

Review and strengthening
of sales method

Shortening delivery time

Utilizing advertisements and SNS

Acquisition of rights such as trademark
rights and design rights

Investigation of damages regarding
pirated and counterfeit products

Legal measures against pirated and
counterfeit goods manufacturers

Other

No particular measures

yright (

10

9.4

7.7

31

2.2

0.6

6.6
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20

30 40 50 60 (%)
59.7
41.9
41.6
39.4
34.2
27.9

22.5

# of respondents: 635

Specific Countermeasures

We will be selling our own original interactive services. [Food/agricultural products]

We are working to differentiate ourselves by manufacturing in U.S., thereby securing stable
inventories and making it possible to supply customers with quick deliveries. [Chemical and allied
products/petroleum products]

We have extended our warranty periods beyond our competitors” and what we used to have, and we
have created new high-performance products. [Plastic products]

We have built a production system enabling us to handle product sizes and low-volume/high-mix
products that our competitors can’t handle. [Iron and steel]

We are dealing with our normal competition by enhancing our proposal capabilities and after-sales
service. As for knock-offs, we are differentiating our products in terms of their performance,
enhancing our after-sales service, and taking measures against the companies concerned.
[Business-oriented machinery]

We are differentiating ourselves by adding more engineers to augment our customer support
functions. [Business-oriented machinery]

We are producing vehicles with greater safety performance than our competitors’ cars.
[Transportation equipment (motor vehicles, motorcycles) ]

We are manufacturing distinctive products at low cost, and we have adopted a security measure
system. [Transportation equipment parts (motor vehicles, motorcycles)]

To deal with the U.S.-China trade war, we are now exporting Japanese-made goods instead of U.S.-
made goods to China. [Textiles]

We are dealing with our competition by enhancing the production system at our domestic parent
company and improving our U.S. customer satisfaction. [Rubber products]

We have made capital investments and increased our amount of in-house production, which has
allowed us to avoid delivery delay risks and reduce inventory risks. [Miscellaneous
manufacturing industries]

We are building deeper ties with our customers, providing a greater sense of security and
enhancing our after-sales service. [Non-ferrous metals]

We cannot win the price competition with China in terms of new product prices, so we’re offering
better after-sales service and maintenance etc., and we are focusing our proposals on customers
who appreciate our superior lifetime costs. [Transportation equipment (railroad cars, ships,
aviation, transportation vehicles)]

We are using video sites in addition to conventional websites to raise awareness of our products.
[General-purpose and production machinery]

We are enhancing our digital marketing. [Apparel/textiles]

We have established a technical division, which is looking every day into new manufacturing
methods that will lead to cost improvements. [Pharmaceuticals]

We are clearly communicating our target prices to our production factories, sharing the details of
our cost prices, pointing out improvements to be made, and periodically implementing payroll
(man-hour) reduction plans. [Electrical machinery, electronic devices]
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. Changes In Environment In Obtaining Visas: “L-1 Visa” and “E-2 Visa” Have
Become Harder to Get

When asked about how the process of obtaining U.S. visas has changed from prior to 2016, the most cited response was “it has not
changed” at 64.8%, but 26.0% of respondents reported that “it has become slightly more difficult,” while 9.1% said ““it has become
much more difficult.” As for the types of visas that have become more difficult to get, the top response was the “L-1 Visa (Intra-
company Transferee)” at 41.4%, followed by the “E-2 Visa (Treaty Investor)” at 35.0%. In terms of corporate countermeasures,
“consulting with local immigration lawyers” was the top response at 43.7%, followed by “review of staffing system” at 37.6%.

Environment in Obtaining Visas Impact of Stricter Visa Screenings

0 10 20 30 40 50 60 70 (%) » Higher costs for obtaining visas (including time), business delays due to later starts at new
posts. [Food/agricultural products]
It is getting harder to secure personnel who have varied skillsets. [Chemical and allied
products/petroleum products]
* We cannot hire the number of personnel we need, and this is affecting our product
It has become slightly difficult W 26.0 development. We do not have enough people who can communicate with our Japan HQ, and
' our per-person workload is growing. [Transportation equipment parts (motor vehicles,
) motorcycles)]
It has not changed SRR 648 - Stricter visa screening across the board is impeding our domestic U.S. business growth and
contributions. [Electrical machinery, electronic devices]
0.2 * The E-2 visas we are planning to obtain are now going to be valid for only two years. Such a
’ limited validity period will make our organizational plans harder to establish, and it will force
us to secure new personnel in two years. [Electrical machinery, electronic devices]
It has become significantly easier =~ 0 # of respondents: 650 «  Supervisors and engineers are being delayed in entering the U.S., which is causing project
delays. [Electrical machinery, electronic devices]

Types of Visas That Have Become Harder to Obtain (Multiple Answers) iCountermeasures When Visas are Difficult to Obtain (Multiple Answers
0 10 20 30

It has become much more difficult [l 9.1

It has become slightly easier

0 5 10 15 20 25 30 35 40 45(%) 40 50(%)
L-1 Visa (Intra-company Transferee) _ 414 Consulting with a local immigration lawyers 43.7
E-2 Visa (Treaty Investor) _ 35.0 Review of staffing system (including increasing 37.6
H-1B Visa (Specialty Occupation) [N 195 the number of American employees) :
E-1 Visa (Treaty Trader) _ 15.9 Strengthening system for information gathering 21.6
Immigrant Visa (Green Card) - 9.5 Changing the type of visas to apply for 20.2
J-1 Visa (Exchange Visitor) [ 7.7
B-1 Visa (Temporary Visitor for Business) - 55 o *
Other I 05 # of respondents: 220 No particular measures 16.9

# of respondents:213
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5. Trump Administration Policy Areas of Management Significance: “Trade”
Cited by 86% of Respondents

With regard to Trump administration policy areas of management significance, “trade” was most cited by respondents (86.4%),
followed by “diplomacy” (62.5%) and “tax regime” (58.6%). Although the percentage for “trade” was 5.1 points higher than in last
year’s survey (81.3%), that for “tax regime” was down 8.2 points (66.8% last time). In terms of specific policy items, “additional
customs duties (trade)” was the most cited at 64.1%, followed by “corporate tax (tax regime)” (51.3%), “China (diplomacy)” (44.5%),
“Japan (diplomacy)” (43.2%), “medical insurance (social welfare)” (41.2%), and “United States-Mexico-Canada Agreement (USMCA,
trade)” (37.7%).

Trump Administration Policy Areas of Management Significance Trump Administration Policy of Management Significance
(Multiple Answers) (Specific Items, Multiple Answers)
0 10 20 30 40 50 60 70 80 90(%) 0 10 20 30 40 50 60 70 (%)
Additional customs duties
Trade 86.4 (Trade) 54t
Diplomacy 625 Corporate tax (Tax regime) 51.3
China (Diplomac 44.5
Tax regime 58.6 (Dip Y)
Japan (Diplomacy) 43.2
Social welfare 42.5
Medical insurance
(Social welfare) 41.2
United States-Mexico-Canada 377

Agreement (USMCA, Trade)

Wage/Employment [N 32.5 Work permit for foreign worker sy o)
(Immigration) BEOOOOOOOOOOO00NESS

Environment/Energy 25.0 The U.S.-Japan trade agreement a3ls
(Trade) |

Infrastructure 19.8 Minimum wage _ 291
(Wage/Employment) :
Other 0.5 Mexico (Diplomacy) 23.4
# of respondents: 616 # of respondents: 616
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5. Trump Administration Policy Areas of Management Significance (By Region):
“Trade” Cited by Nearly 90% of Respondents in South, Midwest

When viewed by region, the survey showed that “trade” was cited by respondents in all regions as the most significant policy from a
management perspective, specifically by 89.2% of respondents in the South, 88.9% in the Midwest, 81.8% in the Northeast, and 81.2%
in the West. Regarding particular policy items, “additional customs duties” was most cited in the Midwest (68.9%), the South (66.0%),
and the West (59.9%), whereas in the Northeast it was “corporate tax” (60.5%). In addition, Midwest respondents cited “Japan”
(48.5%), “USMCA” (48.5%), and “medical insurance” (45.6%) in greater proportions compared to the other region, while those in the
West said “China” (47.4%) and “minimum wage” (39.4%) at higher percentages than those elsewhere.

Trump Administration Policy Areas of Trump Administration Policy Areas of
Management Significance (By Region, Multiple Answers) Management Signiticance (Specific Items, By Region, Multiple Answers)
. . Additional customs duties Corporate tax
Trade Diplomacy Tax regime )
. o China Japan
Social welfare ® Immigration m Wage / Employment
Medical insurance USMCA
Environment / Energy © Infrastructure Other

= Work permit for foreign worker = The U.S.-Japan trade agreement
0 10 20 30 40 5 60 70 8 90 (%)

= Minimum wage Mexico
623 81.8
64.9 0 10 20 30 40 50 60 70 (%)
Northeast (77) _286 35&9'0 59.2
]
. . 60.5
13 208273 Northeast (76) e 26.3 38.2 41
: 88.9 e T T T 276 342
6%.8 -------- 118 22.4
61. : 68.9
Midwest (207) _ gg 2 13 47 2}Bsg.S
_ .
24. Midwest (206) 45.648 5
17.9777 | e 354 .
0.5 89.2 -:-:-:-:-:-:-:-:-:-:-:-:-:-:-:-:-:-30,@ 41.7
57519 ' 22 513 66.0
43.8 ' 40.8, o '
- ] .
23? >>>>>>>>>>>>>>>>>>>>>>>>>>>>>>>>>>>>>> 32:? .
23.2 SEo-0-0monoaos0scao-0-0-0-0 Myl 4.6
0 810 218 59.9
520 61.6 ' 53@ 5 47.4419'6 :
West (138) —— 2 40 8 West (137) soosoorsorsossonss _&QJ:S o
_240 255 ......... 39.4
0, 197 '
0.7 17.4
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5. Effects of “Tax Cuts and Jobs Act”: “Positive Impact” Cited by Slightly over 30%o,
Much Lower than in Previous Survey

With regard to the entire Tax Cuts and Jobs Act in general, 30.1% of respondents said it has had an “overall positive” impact, which
was 10.8 points lower than in the previous survey. In terms of individual tax reform measures, the greatest positive impact was said to
be “decline in corporate tax rates” by 53.4% of respondents (vs. 60.8% last time), followed by “lump-sum policy of fixed asset
amortization” by 16.7% of respondents (vs. 23.9% last time). When viewed by industry, 80.0% of companies in transportation
equipment (motor vehicles, motorcycles) said “decline in corporate tax rates,” while 40.0% cited “lump-sum policy of fixed asset
amortization” as having been an “overall positive.”

Impact of Tax Cuts and Jobs Act (Multiple Answers) Details of the Impact
< Overall Tax Cuts and Jobs Act>

= Overall positive " About equally positive and negative « Increased net profits from the federal corporate tax rate reduction. [Electrical
® Overall negative = None machinery, electronic devices, Iron and steel, etc.]
*  We saw some effects on our profits after the tax cut, but no effects on our
Not sure Other operating income. [Plastic products, Miscellaneous manufacturing industries]

0 < Federal Corporate Tax Rate Reduction>

0 20 40 60 80 100 (%) » Higher net profits. [Chemical and allied products/petroleum products,

Electrical machinery, electronic devices, etc.]

We put our tax savings back into capital investments. [Electrical machinery,
electronic devices, Fabricated metal products]

Lump-sum policy of

fixed asset amortization (557) 16.7 G

Improved cash flow. [Iron and steel]
Ejﬂ,“;,:°;§§,ﬂ:§:‘,’;”?§4f3°{ i”ﬁ%&\\\\\\\\w\%@&\\\\\\\% Utilization of Higher Net Profits Gained from the Tax Cuts

e oy TSI RN
. 1L 9:6:
in general (584) o - S5 \\\‘t\\
» Our corporate taxes are lower, but companies with subsidiaries overseas are now
: We chose lump-sum amortization based on our strong performance results, and we
» Capital investment, investment in personnel, increased internal reserves, putting gains

ina i o subject to other punitive taxation. [Chemical and allied products/petroleum
Def;? faltr;scznsrsg)rate 53.4 3. ||| m&@ products]
< Optional Lump-sum Policy of Fixed Asset Amortization>
100\
0 (9, :
N SN now expect a future improvement in our management indicators. [Electrical
machinery, electronic devices]

Base erosion and ’H:NW\\N back into companies in Japan. [Food/agricultural products]
anti-abuse tax (BEAT) (538) " lii %\ ’@\ Capital investment in the form of warehouse automation and cargo handling equipment
purchases, etc. The portions sent back to Japan are being reinvested abroad. We also

Change of definition of

@ have increased internal reserves. [Electrical machinery, electronic devices]
. 2
controlled foreign “%M\&%@&K\\\\ We have paid bonuses to our local staff. [Chemical and allied products/petroleum
corporations (CFC) (542) products]
» Debt repayments. [Electrical machinery, electronic devices]

A4S \‘Q Used for internal reserves. We are considering adding more sales staff in the future.
%W\ [Miscellaneous manufacturing industries]

» Increased profits from the tax cuts were used to offset the negative effects of the
additional duties.[Transportation equipment parts (motor vehicles, motorcycles)]

Other (93) "Iﬁ
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0. Effects o A: Negative Effects a Concern in Transportation Equipment
(Motor Vehicles, Motorcycles)

Regarding the impact of the United States-Mexico-Canada Agreement (USMCA), 57.4% of respondents said it has had “no
impact,” 6.0 points higher than in the last survey, while 30.7% said they were “not sure,” down 4.3 points. The percentage of
companies who reported a “negative impact” was 2.4 points lower than last time, at a mere 3.9%, but 23.5% of respondents
in transportation equipment (motor vehicles, motorcycles) gave this answer, more than those in other industries. In terms of
items having an impact on company management, “exclusion from Section 232 measures of the Trade Expansion Act with
respect to passenger vehicles and light trucks and automotive parts if the U.S. imposes such measures” was cited by 46.8% of
respondents, while “requirement to purchase 70% North American steel and aluminum” followed at 38.1%.

Degree of Impact from the Enactment of USMCA (By Industry) Items Having an Impact on Company Management (By Industry)

m Exclusion from section 232 measures of the Trade Expansion Act with respect to passenger

= Negative i Positive vehicles and light trucks and automotive parts if the U.S. imposes such measures
m Equally positive and negative = No impact = Requirement to purchase 70% North American steel and aluminum
Not sure Other . e
0 20 40 60 80 100 (%) Review of Product Specific Rules (PSR)
/-\n indu?tries (641) ﬁjﬁ%m\\mmﬁmw U.S. measures to rais% tariff rates gr(l) passenger z%rs from 2.5;3/0O 5 100(%)
(motor veneies, motoreycies 7 PSR ] T
S 100 1000 0 E—
iron and steel (2¢) SRR ARG . All industries (139) 38.1
b bW 7 5 (1] 4 3\ 23.7
Nonrcs s 1 R T Transportation 100
rotuon ey (28) ﬂlll@\&mm\m motorcycles) (85 37.5
erecon dovices o) TEE R T . aih
Fabricated metal procucts (22) [[S[lfl|| PR IIEIectric_aI énaghinerly, M.O ’ co.d
Foodagcuurat o /A BB 188 |
Business-oriented machinery (25) /(OO 502
Oy AN o0 T a2
PP RIS R R
ot s 19 [ T Fransporaton
Ceramic, stone, clay products (11) - [JE TR o e equipment s 44.1 70.6
“’"sce"?:jlj’;figa(”gg)a“”””gzg|ﬁﬂmmmm parts (motor vehicles, I 44.1

motorcycles) (34)
Note: This chart lists only industries for which valid responses were received from at least 10 companies.
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5. Countermeasures Regarding USMCA: More Companies Overall Are Changing
Procurement Sources, Transferring Production Sites

42.4% of respondents reported “no change” in their measures for dealing with USMCA, 14.0 points lower than in the last survey, while
36.6% said they were “not sure,” reflecting an 8.2-point rise from last time, and these two responses accounted for the majority of answers.
In terms of specific measures for handling USMCA, the most cited response was “change some or all procurement sources” at 12.2%,
followed by “adjust sales prices” at 11.2% and “transfer some or all production sites to the U.S.” at 8.3%. The overall proportion of those
who had changed procurement sources and transferred production sites was significantly higher than in the previous survey. The survey
showed that amid the growing trend of local production and local consumption in the North American regional market, many companies say
they will be switching procurement sources away from other countries to the U.S. or Mexico.

Changes in Procurement Sources Due to USMCA
(Cumulative Total Number, Multiple Answers)

Countermeasures Regarding USMCA (Multiple Answers)

0 10 20 30 40 50(%) Before change After change
Change some or all procurement sources 12.2 Japan _ 5 — )
Adjust sales prices 11.2 %7 _ Mexico
Transfer some or all production sites to the U.S. 8.3 China _X ’)KE
Transfer some or all production sites from the U.S. to other places 6.8 Philippines - 1 TR 5 _ us.
Change some or all sales destinations 4.9 . N ;
Decide to make additional investment 3.9 #of respondentS' 205 Thailand - 1 \ .
Withdraw from the US. | 0.5 ' South Korea [l 1 " 1 [ Thailand
Other = 1.5 ok Mexico [l 1
No change . # of respondents:10 1 Indonesia
Not sure 36.6 Canada - 1 p .
Scale of Sunply Chain Chandes Changes in Production Sites Due to USMCA
pply 9 (Cumulative Total Number, Multiple Answers)
Partial (from 1% to under 10%) = Partial (from 10% to under 30%) Before change After change
= Partial (from 30% to under 100%) All UsS. _ 11 _ u.s.
0 20 40 60 80 100 (%)
\,\ 5 - Mexico
Change some or all Japan _ 6
procurement sources (25) 68.0 L2800 4D 1 l China
Transfer some or all .
production sites to the U.S. (17) 824 5.9058 Mexico - 1 [ Thailand
Transfer some or all production sites =
from the U.S. to other places (14) 85.7 11430 Philippines . 1 l Vietnam
Change some or all # of respondents:17
som 90.0 10.0 P

sales destinations (10)
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5. Effects of USMCA in the Three Countries: “Negative Impact” Most Reported in
Mexico by 25% of Respondents

With regard to the effects of USMCA, a comparison of the survey results with those for separately conducted surveys of Mexico and
Canada revealed that respondents engaged in manufacturing in Mexico cited a “negative impact” at the highest rate proportionally
(24.5%), whereas the only 4.6% of respondents in Canada and 4.3% of respondents in U.S. reported the same. In the field of
transportation equipment (motor vehicles, motorcycles), more respondents in U.S. and Canada cited negative impacts (23.1%, 20.0%),
while in transportation equipment parts (motor vehicles, motorcycles), more respondents in Mexico said they had experienced a
negative impact (36.8%). In terms of items having an impact on company management in the manufacturing industry, “exclusion from
Section 232 measures of the Trade Expansion Act with respect to passenger vehicles and light trucks and automotive parts if the U.S.
imposes such measures” was the top response in U.S. (49.5%) and in Canada (44.4%), whereas in Mexico it was “meeting the labor
value content rule” (37.9%).

Degree of Impact from the Enactment of USMCA Items Having an Impact on Company Management

(U.S., Mexico, Canada) (U.S., Mexico, Canada; Multiple Answers)

= Negative i Positive m Equally positive and negative = No impact = Not sure = Other mU.S.(109)  Mexico(58)  Canada(18)
0 10 20 30 40 50 (%)
Exclusion f tion 232 fthe I 19 5
Manufactures Tra)((ice LJES;ggnsrioo? ,sAe(ft I\f\)/ri]th res;:eecistltl)r?)sa;)sen;er 36.2
0 20 40 60 80 100 (%) vehicles and light trucks and automotive parts 44 .4
| o \ i o I 413
Us. (042« EREIEERNNNZE RN, e T e 2
Mexico (155) L. - I 2 I 339
; o : Meeting the Labor Value Content rul ,
Canada (65) ARSG/IEERNENNNNEE RN sy e mbor R e e ors 0
Transportation equipment (motor vehicles, motorcycles) Review of Product Specific Rules(PSR) 32 136.2
0 20 40 60 80 100 (%) 38.9
.. . ise tari I 257
US. (13) RN I US. messures to aie triff s o 576
Mexico (10) - IGHGHIF1NSNERORNAN Refraining from competitive currency _ 11.9
Canada (5)  ESESTORGMSNN|)11720)0])] ) s devaluations including foreign 10.3 L
exchange intervention 16.7
Transportation equipment parts (motor vehicles, motorcycles) Increase in De Minimis levels of _5 28.3
0 20 40 60 80 100 (%) cross-border online orders 56
5 4032 a3 W23
U_'S' I 8 L e — i Introduction of disciplines on digital trade 34
Mexico (57) SRR o)< s 0
Canada (13)  SSTSRNS i T A o W15
Note: From the manufacturing industry in U.S., companies engaged in “Manufacturing” were sampled. 11
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5. Countermeasures Regarding USMCA in the Three Countries: Changes in
Procurement Sources the Highest in U.S. and Mexico

Regarding countermeasures following the USMCA, in a comparison with the survey results for Mexico and Canada, “no change” accounted for
approximately 40-50% of the respondents’ answers (Mexico 49.0%, Canada 47.8%, U.S. 39.2%). However, “change some or all procurement
sources” was a more common response in U.S. (14.4%) and in Mexico (14.2%), and “transfer some or all production sites here from other locations”
was a more common response in Mexico (14.8%) than elsewhere. When viewed by industry, the results showed that changing procurement sources
was proportionally high in Mexico in the field of iron and steel at 36.4%, while transferring production sites to the local country from other locations
was a more common response in U.S. in transportation equipment (motor vehicles, motorcycles) at 42.9%, whereas 29.8% of respondents in Mexico
engaged in transportation equipment parts (motor vehicles, motorcycles) cited this change.

Countermeasures Regarding USMCA (U.S., Mexico, Canada; Multiple Answers)

Transportation equipment parts
(motor vehicles, motorcycles)

Transportation equipment

Iron and steel .
(motor vehicles, motorcycles)

Manufactures

mU.S. (153)  Mexico (155) ' Canada (23) mU.S. (42)  Mexico (57)  Canada (6) mUS. (11) = Mexico (11) mUS. (7) = Mexico (10)

0 20 40 60 80 100 (%) 0 20 40 60 80 100 (%) 0 20 40 60 80 100 (%) 0 20 40 60 80 100 (%)

Change some or all - %3‘21' Change some or all | 119 Change some or all Bl 273 Change some or all Il 286

procurement sources 87 procurement sources 211 procurement sources 36.4 procurement sources 20.0
Transfer some or all m Transfer some or all Transfer some or all Transfer some or all
production sites to 1]9 458 production sites to production sites to N o1 production sites to I 429
the country where 87" the country where the country where 18.2 the country where 10.0
your company is located . your company is located your company is located your company is located
Transfer some or all m Transfer some or all Transfer some or all Transfer some or all
production sites from the 286-5 production sites from the production sites from the 0 production sites from the - 28.6
country where your company 8.7 country where your company country where your company 18.2 country where your company 0
is located to other places ' is located to other places is located to other places is located to other places
B 131 m71
Adjust sales prices 10.3 Adjust sales prices 17.5 Adjust sales prices . 273 Adjust sales prices I 286
43 167 273 0
Change some or all M 3599 Change some or all 07 0 Change someorall 0 Change some or all [l 28.6
sales destinations 37 sales destinations 16.7 sales destinations 18.2 sales destinations 0
Decidetomake B Z‘g Decide to make 48-88 Decidetomake [l 9.1 Decidetomake [l 14.3
additional investment 0 additional investment 0 additional investment 9.1 additional investment =~ ()
1 20 0
Other 1.9 Other 1.8 Othre 0 Other W 143
0 0 0 10.0
. 392 I 476
No change 49.0 No change 33.3 No change | 36-3 No change M 143 A
4738 833 36. 0.0
I 359 I 333
Not sure 22.6 Not sure 19.3 Not sure - 182'3 3 Not sure - %%%
39.1 0 . .

Note: From manufacturing and various industriesin U.S., companies engaged in “Manufacturing” were sampled.
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5. Impact of Regulations on Foreign Investment in U.S./Export Control: Majority of
Respondents Cited “No Impact” or “Not Sure”

Regarding the Foreign Investment Risk Review Modernization Act (FIRRMA) enacted in August 2018, 58.5% of respondents (370
companies) reported “no impact,” followed by 40.0% (253 companies) who said they were “not sure.” In addition, 51.7% of
respondents (327 companies) said they were “not sure” about the impact from the Export Control Reform Act of 2018 (ECRA), while
another 29.5% (187 companies) said “we take no particular measures regarding export controls,” and 17.9% (113 companies) said “we
expect no change in our measures regarding export controls.”

Expected Response to Additional Export Controls

Impact from Full Enforcement of FIRRMA Resulting from Enforcement of ECRA

(%) (%)

= \We expect to take
additional measures

= Positive impacts regarding export controls

= We expect no change in
our measures regarding

u Negative impacts export controls

i Equally positive and = We take no particular
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In the Trade Environment: 40% of Respondents Cited Negative

Concerning the impact at present from changes in the trade environment, the highest response was “negative impact” as given by
40.8% of respondents (252 companies), with “not sure” accounting for 26.4% of responses (163 companies), followed by “no impact”
as reported by 21.0% respondents (130 companies). When viewed by major industry type, over 50% of respondents cited a “negative
impact” in fabricated metal products (57.1%), electrical machinery, electronic devices (51.2%), and rubber products (50.0%). The main
areas where this negative impact is being felt included “import/procurement cost” as cited by 83.2% of respondents (208 companies),
“sales in U.S. market” as cited by 33.2% of respondents (83 companies), and “production cost” as cited by 18.4% of respondents (46
companies). The proportion of companies that cited “import/procurement cost” was the highest in fields including business-oriented
machinery (100%), fabricated metal products (91.7%), and iron and steel (90.0%).

Current Impact Due to Changes in Trade Environment Areas to be Negatively Affected by Changes

in the Trade Environment (Multiple Answers)
0 10 20 30 40 50 60 70 80 90 (%)

& Negative impact I Both positive and negative impact
u Positive impact @ No impact

Not sure

Import/procurement cost |G ©3.2

0 20 40 60 80 100(%)

Allindustries 618) - R R || BSOS
Fabricated metal products (21) 571 418]:9:5: Sales in U.S. market | NREEE 332
cecone sovices o) R )|
Rubber producs (12) - - VA i - || WETEL: 0 0
(motor vehiles motarcyces (103 49.5 4 GlIQBEN Production cost [ 18.4
tron and steel (23) - e Y| 11111 CEAVEE NN ez
Business-oriented machinery (24) A7 4, ||W
(motorvemeies movevcien (1) R || Y
Ceramic, stone, clay products (10) 40:0 WW
roucion maiery () R S
Food/agricultural products (45) 333 4 m”@‘m@m
Medicine (14) 28.6  JITI[ENSSSSSSSNH NN,
O oreum rotut o5 || RS Decline of investment [ 3.2
Plastic products (+1) - PP | 17| S e
Nonerrous metats (12) - Mg | |11 ) S
MlscelI?:gl?;?ig;a{\slg)actunng 430 1""m=§m Other | 0.8

Note: Only industries for which at least 10 companies gave valid responses are listed.

Sales in overseas(out of export sales) [l 11.2

Administrative cost [l 10.0

# of respondents: 250
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0. ETfects of the Changes by Policies: “Additional Tariffs Imposed on Chinese Products
Based on Section 301 of the U.S. Trade Act” Cited by Majority

Of the companies that reported experiencing a “negative impact,” 52.3% (127 companies) said that the specific policy having a negative impact
on them was “additional tariffs imposed on Chinese products based on Section 301 of the U.S. Trade Act,” while 42.4% (103 companies) said it
was “additional tariffs of the U.S. imposed on steel and aluminum.” When we examine “additional tariffs imposed on Chinese products based
on Section 301 of the U.S. Trade Act” on a tranche-by-tranche basis, the third tranche was cited most, by 56.2% of respondents, while the first
tranche was cited by 44.8%, the second tranche by 41.9%, the fourth tranche A by 29.5%, and the fourth tranche B by 22.9%. When viewed by
major industry type, the proportion of companies citing “additional tariffs imposed on Chinese products based on Section 301 of the U.S. Trade
Act” was the highest in fields such as electrical machinery, electronic devices (70.0%) and in chemical and allied products/petroleum products

(53.3%).

Specific Policies Having a Negative Impact Breakdown of Additional Tariffs Imposed on Chinese Products Based
(Mu|t|p|e Answers) (0]q] SEC'[IOI’I 301 Of the US Tl’ade Act (Multlple Ans ers)

0 20 40 60 (%) 0 10 20 30 40 50 60(%)

Additional tariffs imposed on Chinese products
based on Section 301 of the US Trade Act

Additional tariffs of the U.S. imposed on steel and aluminum 42.4
(Section 232 of the Trade Expansion Act in 1962) '

First tranche

) ) ) Second tranche
Retaliatory tariffs by China toward the U.S.
in response to additional tariffs imposed by

Section 301 of the Trade Act in 1974

Retaliatory tariffs of countries/regions against Third tranche
Additional tariffs of the U.S. imposed on steel and aluminum - 17.3
(Section 232 of the Trade Expansion Act in 1962)
US national security investigation of imports of
(Section 232 of the Trade Expansion Act in 1962)
Other | 0.8

Export control and strengthening regulations . 6.6
Not sure . 4.9

on investment by the US government
# of respondents: 243 # of respondents: 105

Specific Impacts of the Additional Tariffs under Section 301 of the U.S. Trade Act

* The additional tariffs have become an impediment to sales expansion in U.S. We would like to add new business partners to grow our sales, but we could end up with a negative
spread, and unless we can see the prospects for additional tariffs, we will have to wait and see. [Electrical machinery, electronic devices]

* We have few local suppliers, and all of our ironware is procured from China. These are subject to the additional tariffs, which resulted in significantly higher costs in both 2018
and 2019. Passing on the costs to our product prices is difficult because that would directly reduce our ability to compete. [Miscellaneous manufacturing industries]

* We have continued to proceed with more local procurement, and our procurement ratio from China is only around 10%, so compared to our competitors the impact has been less
extensive for us. [Transportation equipment parts (motor vehicles, motorcycles)]
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6. Responses to the Changes in the Trade Environment: 40% Have Changed
Procurement Sources

38.6% of respondents said they will change (or have changed) procurement sources in order to handle additional tariffs and other changes in the
trade environment. When viewed by industry, over 60% of respondents in the field of business-oriented machinery (63.6%) and over 40% of
those in such fields as transportation equipment parts (motor vehicles, motorcycles) (44.8%) and food/agricultural products (43.8%) reported
that they had made a “change of procurement sources.” Regarding their start period of transfer, nearly 60% (55.2%) said they had already
started. As for the scale of their change of procurement sources, 47.9% of respondents - approximately half - said it was less than 10%.
Regarding the duration of their change of procurement sources, nearly 70% (68.5%) said the change would be for the mid to long-term period.
In individual interviews, multiple respondents said that because changing procurement sources requires time, and given the soaring personnel
costs in China, for instance, they would not be reverting to their former procurement sources even if the additional tariffs were to be eliminated.

Change of Procurement Sources Start Period of Transfer Passing on the Costs Is Difficult
0 20 40

60(%) .  With competition in U.S. so fierce, it is hard to pass the costs from
BYes mNo = Notsure

Already started 55.2 the  additional tariffs on to our product prices
0 20 40 60 80 100 (%) Within 2019 10.4 [Multiple companies]
o First half of 2020 136 Changing Procurement Sources Takes Time
Allindustries (334) - EEERR1sH0) 41.9 Second half of 2020 4.0
In or after 2021 6.4 * We have started procuring some of our parts from Southeast Asia
Business-oriented machinery (11) 636 18.2 Not sure ' 104 # of respondents: 125 instead of China. Due to quality requirements from our customers,

getting approval for the procurement source changes takes time.

Transportation equipment parts Even if the additional tariffs are abolished, going back to our former
; 448 27.6 » 9oing

(motarvehicles, Mmotorcycles) (35) Scale of Change of Procurement Sources procurement sources would mean getting approval again, which is

138 25 0 20 40 60 (%) not practical. [Electrical machinery, electronic devices]

Food/agricultural products (16)

* We are planning to partially change our procurement sources from

~ 2
: (=}
N

e?elgtc:;:ﬁilézifgge(rsyz) 40 46 (1% - I;ir?ha;n 10%) 47.9 China to Mexico. We will utilize the procurement network of our
SR ) group companies in Mg)_(lco. It _took one year to decide on this
production machinery (13) 38.5 38.5 . Partial . 20.8 change. Even if the additional tariffs are eliminated, we do not see
(10% - fess than 30%) ourselves going back to China. [Transportation equipment parts

Iron and steel (20) Partial 20.7 (motor vehicles, motorcycles)]
(30% -less than 100%) . We have moved our production from China to Vietnam and South
Plastic producs (16)  EEEl 33.3 All 1.7 # of respondents: 121 Korea. This is partly the result of the tariffs against China, but we

started considering this even beforehand, due to the soaring

286 50.0 : - ; ;
: personnel costs in China. We would likely not go back to China
Duration of Change of Procurement Sources even if the tariffs were abolished. [Plastic products]

Fabricated metal products (14)

Chemiczlal and alli;ed prog;cts/ 241 55.2

1 1 ; o 0 X X

petclem procicts (29 0 20 40 60 (%) . Although we produce 10% of our goods for the U.S. market in China,
Transportation equipment PR - 5 s. o

(motor vehicles, motorcycles) (10) 10.0 50.0 Temporary 8.9 we are thinking of transferring production to the U.S. Deciding on

and implementing this transfer would take about one year and a half.
Miscellaneous manufacturing 500 40.9 68.5 In the food industry, it takes a long time to get approval from the
TR (1) ? : Mid to long-term period U.S. Food and Drug Administration (FDA), and to comply with

. . . . various regulations. [Food/agricultural products]
Note: Only industries for which at least 10 companies gave

valid responses are listed.
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Not sure 22.6 # of respondents: 124
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6. Change of Procurement Sources: U.S., Japan, Thailand, Vietnam, and Mexico
Were Top Choices

Most of the companies that reported a “change of procurement sources” said that their main sources before the change were China (108
companies), Japan (37 companies), and the U.S. (28 companies). After the change, China’s role as a source had declined (12 companies),
whereas the U.S. (53 companies), Japan (45 companies), Thailand (31 companies), Vietnam (27 companies) and Mexico (22 companies) had
risen to the top spots. The list of procurement sources had also become more diversified to encompass Taiwan (14 companies), India (10
companies), and the ASEAN region. Meanwhile, factors including the shortage of suppliers and engineers/other personnel in U.S. and the lack
of infrastructure in Southeast Asia were pointed out as challenges.

Main Sources before/after Change

Main Sources before Change Main Sources after Change
(Multiple Answers) (Multiple Answers)

Main Sources after Change for Companies Whose Main

Source before Change Had Been China (Multiple Answers)

0 20 40 60 80 100 120 (Companies) 0 20 40 60 80 100 120 (Companies) 0 20 40 60 80 100 120 (Companies)
China 108 U.S. 53 Japan 42
Japan 45 u.S. 41
Japan 37 Thailand 31 Thailand 28
Thailand = 10 DU 22 Mexico 18
Taiwan 14 Taiwan 14
South Korea 9 South Korea 14 China 12
Vietnam 9 Clzldr:g 1102 South Korea 11
Canada 7 Malaysia 9 Ind_ia 10
Philippines 1 5 Indonesia 9 Il\/(ljalays!a 9
: Philippines naonesia 8
Mexico 5 # of respondents: 128 Fg)razil 58 # of respondents: 127 Philippines 3 # of respondents: 108
Other 21 Other 29 Other 28
Procurement Source Changed to the U.S. Procurement Source Changed to Southeast Asia
* We have begun the switch away from China to the U.S. for * We have changed our procurement source from group factories in China to those same factories in
procuring some of our parts. However, it is difficult to procure the Thailand. However, the prices of Chinese products are massively cheaper, so the cost savings effects of
same kinds of parts in U.S. The U.S. isn’t as strong in manual changing our procurement source are limited. We think we will switch back to China if the additional
manufacturing, and it has a shortage of engineers who can create tariffs are revoked. Since these are our own group factories, switching back would be easy.
metal molds. [Rubber products] [Miscellaneous manufacturing industries]
« We are moving toward procuring from within the U.S., but we * We are proceeding with transferring from China to Vietnam. Personnel costs are on the rise in China,

whereas Vietnam offers lower such costs and is pro-Japanese, and moreover, the Vietnamese are highly
studious and easy to train, which is why we chose Vietnam. [Miscellaneous manufacturing industries]
» We have started transferring our parts and raw materials procurement/production sites from China to
Southeast Asia. We had long considered transferring our production sites given the sharp rise in
personnel costs in China. Once we moved to Southeast Asia, we saw that adequate infrastructure/ports
and harbor facilities were not in place, and transportation costs have been higher than anticipated.
Electrical machinery, electronic devices
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cannot find local suppliers capable of accommodating us. As long
as the future prospects for U.S.-China relations are unclear, local
suppliers are hesitant to expand production capacities in U.S.,
which means we cannot move forward with procuring in U.S.
[Transportation  equipment  parts  (motor  vehicles,
motorcycles)]
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0. Responses to t anges In Trade Environment: 14.7% Reported Transfer of

Production Sites

In terms of responses to the changes in the trade environment, 14.7% of respondents said they would transfer (or have already
transferred) production sites. The industries with the highest proportion of respondents who would be transferring (or have transferred)
production sites include: business-oriented machinery (25.0%); electrical machinery, electronic devices (20.4%); and transportation
equipment parts (motor vehicles, motorcycles) (17.9%). Approximately half of the foregoing respondents (48.9%) said they had already
begun making these transfers. Roughly 70% (69.8%) replied that their transfer of production sites would be mid- to long-term in nature.
As for the scale of their transfer of production sites, over 80% (82.9%) said it was less than 30%.

Start Period of Transfer

Transfer of Production Sites

0 20 40 60 (9
mYes mNo = Notsure (%)
0 10 20 30 40 50 60 70 80 90 100 (gp) Already started 48.9
Within 2019 8.9
All industries (327) gilk 70.0 om0 -
Business-oriented machinery (12) 25.0 41.7 Second half of 2020 4.4
In or after 2021

Electrical machinery, S04 o aner 6.7 # of respondents:45

Not sure 8.9

electronic devices (49)

5 ()} =
e
w

Transportation equipment parts i 1 I
(motor vehicles, motorcycles) (56) (A4 58.9 Duration of Transfer of Production Sites
0 20 40 60 (%)
Fabricated metal products (14) ¥l 85.7
Temporary 7.0
Food/agricultural products (16) #E2s 68.8 698
Mid to long-term period -
Plastic products (18) s 72.2
Not sure 23.3 # of respondents:43
Iron and steel (19) #Hofs} 78.9
Chermicaland alled products! B 50 5 Scale of Transfer of Production Sites
petroleum products (29) ; : 0 20 40 60 (%)
General-purpose and .
production machinery (12) 83.3 (1% - Issirtt:?a:n 10%) 31.7
Transportation equipment ;
(motor vehicles, motorcycles) (10) 70.0 (10% - Eg;t;ﬁlan 30%) 51.2
# of respondents:41

Note: Only industries for which at least 10 companies gave valid responses are listed.
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0. Transter of Production
Were the U.S., Japan, and Vietnam

Ites: Most Common Destinations after Move from China

The most commonly cited new production sites for companies that have shifted away from China were the U.S. (seven companies), Japan
(seven companies), and Vietnam (six companies). For those who shifted away from the U.S., the most commonly cited main production sites
after the change were: Japan (five companies), China (three companies), Thailand (two companies), and Mexico (two companies).

(Multiple Answers)

us.

Japan

Thailand

Vietnam

Mexico

Taiwan

South Korea

w
Y
W

ERRREY

# of respondents: 47

10 20 30 (Companies)

Japan
Vietnam
Thailand

Mexico
China
Taiwan
Malaysia
Indonesia
India

South Korea
Singapore
Philippines

France

Main Production Site before Changefj Main Production Site after Change
(Multiple Answers)

e
[y

# of respondents: 40

New Production Site for Companies
Whose Main Production Site before

Change Had Been China
(Multiple Answers)

30(Companies)

u.s.
Japan
Vietnam
Thailand
Taiwan
Malaysia
Mexico
China
Indonesia
India
Singapore
Philippines

France

0

3

L

3
o3
I
2
2
1
1

1

# of respondents: 28

Japan
China . 3
Thailand 2
Mexico Q: 2
u.s. 1
Vietnam I 1
France 1

10 20 30 (Companies) 0

New Production Site for Companies

Whose Main Production Site before

Change Had Been the U.S.
(Multiple Answers)

20 30(Companies)

# of respondents: 8
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6. Changes In the Trade Environment and Their Effects on Operating Profit:
“No Change” Reported by 40%, “Decrease” Cited by 20%

Regarding the changes in the trade environment and their effects on prospective operating profits in 2019, 43.7% of respondents said “no
impact,” which was the highest answer proportionately, followed by “not sure” at 31.0%. Meanwhile, 20.6% of respondents cited a
“decrease.” Looking at the rate of decline for those companies whose operating profit was down, we see one-quarter reported a drop of less
than 5%, while 70% experienced a drop of less than 20%. As for the effects on prospective operating profit in 2020, fewer companies said
“decrease” compared to the 2019 forecast, while the number of companies that said “increase” was slightly higher. Conversely, the proportion
of respondents who were “not sure” increased to nearly 40%, reflecting a sense of uncertainty about what lies ahead for the U.S.-China trade

war.
Changes in Trade Environment and Their Effects .. . :
on Prospective Operating Profit (2019) Rate of Decline in Operating Profit (2019)
’ 0% - less than 5% (%)

& Decrease # of respondents:
616

26.3 5% - less than 10%

® Increase 109% - less than 20%

# of respondents:
209% - less than 30%

\\\\X\Q Il . # 309 - less than 40%

Notsure \\\\\\\\\\\\\ ! 2 40% - e than 503

Changes in Trade Environment and Their Effects What Companies with a Lower 2019 Prospective Operating Profit Said

= No impact

25.4
m509% or more

on Prospective Operating Profit (2020)

. »  Our products were subject to the first and third tranches of the additional tariffs against

(%) China, which had a tremendous impact. We applied for four exclusions but only one
was approved. We have asked our Chinese suppliers to change production sites, but
with prospects uncertain, our suppliers are also unable to decide to do so. [Electrical
machinery, electronic devices]

* Nearly all procurement from China is subject to the additional tariffs against China. It

® Increase
is hard to pass the additional tariff costs on to our product prices, so we have to bear
= Decrease # of respondents: them ourselves. We are partially moving our procurement sources to Taiwan and the
= No impact 615 U.S., and we expect our operating profit in 2020 to be higher. [Miscellaneous
Not sure manufacturing industries]

We project a 2% drop in our 2019 sales forecast. We have moved some of our
procurement sources from China to Vietnam. The additional tariff costs are being partly
covered by raising our product prices. Our competitors in this industry are also raising
their prices. [Ceramic, stone, clay products]
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6. Effects of Changes in the Trade Environment (By Country and Region)

The effects at present of changes in the trade environment differ depending on the country and region. Whereas a “negative impact”
was most often cited in the case of the U.S. and China, “no impact” was the most frequent response for Canada and Japan, while “not
sure” was most cited for Mexico, ASEAN, and Europe. As for what effects the changes in the trade environment may have going
forward, there were fewer responses of “no impact” versus the effects at present, regardless of region, and the proportion of those who
were “not sure” increased. There was a slight decrease in the response rate overseas for those citing a “negative impact,” while as a
point of reference, the percentage of respondents in Japan who gave this answer was up 4.5 points (110 companies) at 26.3%.

Current Impact Due to Changes in Trade Environment Future Impact Due to Changes in Trade Environment

® Negative impact i Both positive and negative impact m Negative impact i Both positive and negative impact
u Positive impact # No impact m Positive impact @ No impact
= Not sure = Not sure
0 20 40 60 80 100 (%)

o S | b\
won | k. .
v (0 &
covcoo [ [\

o (R B\
SRl -+ il A\

e [N B\
oo [T [N
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Effects of the Changes by Policies (By Country and Region)

The effects of the specific policies having an impact on companies are multi-faceted (imports/exports, domestic transactions, etc.), multi-
layered (multiple taxation on the same goods), and multi-tiered (every level of the supply chain), and they vary significantly across different
countries and regions. For the U.S., the greatest number of companies cited “additional tariffs imposed on Chinese products based on
Section 301 of the U.S. Trade Act (First to fourth tranche)” as having an impact on their procurement costs (51.1%), followed by “additional
tariffs of the U.S. imposed on steel and aluminum” (42.7%) and “retaliatory tariffs by China against additional tariffs imposed on Chinese
products based on Section 301 of the U.S. Trade Act (24.6%).” The number of companies in U.S. exporting to China was just 74 companies
(12.8%), compared to 169 companies (31.0%) procuring goods from China.

Specific Policies Having an Impact in Each Country and Region (Multiple Answers)

C%lg;tig]or 1st most common 2nd most common 3rd most common
;Addltlonal tariffs |mpo§ed on Chinese ?Addltlonal tariffs of the U.S. imposed on steel Retallatory tariffs by Chinaagainst additional
uU.S. jproducts based on Section 301 of the U.S. and aluminum (42.7%) tariffs imposed on Chinese products based on
‘Trade Act (First to fourth tranche) (51.1%) §Sect|0n 301 of the U.S. Trade Act (24.6%)
Additional tariffs of the U.S. imposed on steel Retallato_ry tariffs against addltlona! tariffs of ;Re’galla.tory tariffs by (_Zhlna against additional
Canada and aluminum (47 5%) the U.S. imposed on steel and aluminum tariffs imposed on Chinese products based on
;(22.5%) ‘Section 301 of the U.S. Trade Act (17.5%)
. ?Additional tariffs of the U.S. imposed on steel US national security investigation of imports ;Export control and strengthening regulations
Mexico . ; . . ‘on investment by the U.S. government
and aluminum (36.8%) .of automobiles and automobile parts (33.0%) (22.6%)
éAdditionaI tariffs imposed on Chinese éAdditionaI tariffs imposed on Chinese éRetaIiatory tariffs by Chinaagainst additional
China ‘products based on Section 301 of the U.S. ‘products based on Section 301 of the U.S. ttariffs imposed on Chinese products based on
‘Trade Act (First to third tranche) (40.4%) ‘Trade Act (Fourth tranche) (27.8%) :Section 301 of the U.S. Trade Act (24.2%)
‘Retaliatory tariffs by Chinaagainst additional ‘Additional tariffs imposed on Chinese ‘Additional tariffs imposed on Chinese
ASEAN tariffs imposed on Chinese products based on :products based on Section 301 of the U.S. ‘products based on Section 301 of the U.S.
§Secti0n 301 of the U.S. Trade Act (26.5%) §Trade Act (First to third tranche) (25.5%) gTrade Act (Fourth tranche) (17.3%)
éRetallato_ry tariffs against addltlona! tariffs of ! Additional tariffs of the U.S. imposed on steel Retal!ato_ry tarl_ffs py EU_agalnst U.S. national
Europe  the U.S. imposed on steel and aluminum and aluminum (20.1%) ‘security investigation of imports of
{(27.3%) 0 §automobi|es and automobile parts (20.1%)
éAdditionaI tariffs imposed on Chinese éAdditionaI tariffs imposed on Chinese éRetaIiatory tariffs by Chinaagainst additional
(Ref.) Japan products based on Section 301 of the U.S. Jproducts based on Section 301 of the U.S. tariffs imposed on Chinese products based on
‘Trade Act (First to third tranche) (40.4%) ‘Trade Act (Fourth tranche) (36.4%) :Section 301 of the U.S. Trade Act (25.1%)

Note: Questions regarding the effects of additional tariffs imposed on Chinese products based on Section 301 of the U.S. Trade Act are divided into two - the first to third tranches,
and the fourth tranche. However, tranches are not divided in U.S. and Canada questionnaire.

The E.U.’s retaliatory tariffs against the U.S. national security investigation of imports of automobiles and automobile parts have not been implemented.
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Responses to the Changes in the Trade Environment (By Country and Region)

Regarding responses to the changes in the trade environment, the proportion of companies that said they would be changing their
procurement sources was highest in U.S. (38.6%), followed by Canada (17.6%) and then Mexico (15.3%). The percentages of
companies who were transferring their production sites were the highest in U.S. (14.7%), China (9.2%), and Canada (8.9%) in that
order. The percentage of those who said they would be changing their sales destinations was the highest in Mexico (12.9%), then China
(11.2%), and then ASEAN (8.6%). In U.S., this ratio was only 4.0%, but the main reason for this is the fact that, traditionally, the intra-
regional sales ratio has been at least 80%, or 90% if Canada and Mexico are included.

Change of Procurement Sources Transfer of Production Sites

Change of Sales Destinations

mYes mNo = Notsure BYes mNo = Notsure mYes ®mNo = Notsure

0 20 40 60 80 100 (%) 0 20 40 60 80 100 (%) 0 20 40 60 80 100 (%)

U.S. (334) U.S. (327) ik U.S. (325) 440}

Canada (51) Canada (45) (] Canada (48) (58]

Mexico (124) HEsEe; Mexico (124) (58 Mexico (124) HE2C)

Europe (181) #¥i&vis Europe (177) 34§ Europe (178) 3§

ASEAN (886) k] ASEAN (885) 5¥s) ASEAN (892) {58

China (293) China (293) [} China (296) 16&

(Ref.) Japan (944) fikese] 86.7 (Ref.) Japan (938) (&9 88.8 (Ref.) Japan (895) () 93.5

Note: Answer options for “Japan” are “Yes” or “No” only.
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