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1. Business Outlook

(1) Approximately 65% of the Japanese-affiliated companies in both the manufacturing and
non-manufacturing industries expect to post an operating profit for 2008

In regards to estimated operating balance in 2008, 65.2% of the Japanese-affiliated companies in the
manufacturing industry operating in the ASEAN, Southwest Asia and Oceania regions replied that they
expected to post an operating profit (Diagram 1-1).

Among the manufacturers in the ASEAN region, 67.1% expected to post a profit. Compared to the
previous survey (November 2007), the percentage of manufacturers expecting a positive result dropped by a
substantial 29.6 points in Vietnam and 18.1 points in Singapore, while manufacturers predicting an operating
profit increased, albeit marginally, in Indonesia and Thailand, by 4.4 points and 3.2 points, respectively.

The percentage of manufacturing companies in Southwest Asia expecting to post an operating profit stood at
53.3%, lower than that of the ASEAN and Oceania regions. The percentage of manufacturers expecting an
operating profit in Bangladesh was particularly low at only 38.9%. In India, the percentage dropped by 20.6
points.

The percentage expecting an operating profit in Oceania was comparable to that of the ASEAN region at
62.0%.

Diagram1-1: Estimated operating profit for 2008 (January to December) (manufacturing industry)

(Unit: %)
Surplus Balance Deficit
Total (n=935) 65.2 17.5 17.2
ASEAN Total (n=780) 67.1 16.4 16.5
Indonesia (n=110) 76.4 11.8 11.8
Malaysia (n=108) 62.0 22.2 15.7
Myanmar (n=6) 33.3 16.7 50.0
Philippines (n=115) 53.9 27.0 19.1
Singapore (n=47) 70.2 14.9 14.9
Thailand (n=313) 75.4 12.1 12.5
Vietnam (n=81) 48.2 17.3 34.6
Southwest Asia Total (n=105) 53.3 24.8 21.9
Bangladesh (n=18) 38.9 38.9 22.2
India (n=60) 60.0 15.0 25.0
Pakistan (n=12) 50.0 50.0 -
Sri Lanka (n=15) 46.7 26.7 26.7
Oceania Total (n=50) 62.0 20.0 18.0
Australia (n=34) 61.8 17.7 20.6
New Zealand (n=16) 62.5 25.0 12.5

(Note 1) Each question was tabulated using the number of valid responses (n) as parameters.

(Note 2) Since the figures are rounded off, the percentages do not necessarily add up to 100.

The percentage of Japanese-affiliated companies in the non-manufacturing industry as a whole expecting an
operating profit was 66.2% (Diagram 1-2).

Among the non-manufacturing companies in the ASEAN region, 67.5% replied that they expected to post an
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operating profit. Non-manufacturing companies in Singapore represented the highest percentage at 76.4%.
Compared to the previous survey, the percentage in Vietnam and Thailand increased by 16.5 points and 9.9
points, respectively, while that of Indonesia decreased by 12.3 points.

The percentage of non-manufacturing companies in Southwest Asia expecting to post an operating profit,
45.4%, was lower than that in the ASEAN and Oceania regions. The percentage in India expecting an
operating profit was 42.1%, which represented a decrease of 26.3 points compared to the previous survey.

The percentage expecting to post an operating profit in Oceania was 74.5%, which was higher than that in
the ASEAN nations and Southwest Asia. In particular, the percentage in Australia reached 77.9%, the highest
among the 13 nations covered by this survey. Among the companies that replied that they expected an
operating profit, the “Mining” industry scored an overwhelming 92.9%, indicating the presence of a resources
boom.

In terms of the breakdown of operating profit in the non-manufacturing industry, respondents selected the
level of operating profit they earn in the local market, Japan, ASEAN and other markets. They then stated the
intermediate value of each range and the average operating profit rate was calculated, after which each
percentage was weighted, in order that they would total 100%.

In the non-manufacturing industry as a whole, the “Local market” had a substantial share, accounting for
56.1% of operating profit (Diagram 1-3). In the ASEAN region overall, 63.4% of companies replied that the
local market had the largest share of their operating profit, while in Indonesia, Malaysia and Thailand, the local
markets had a particularly high share at 81.9%, 76.2%, and 73.5%, respectively. A relatively large percentage
of companies in Southwest Asia and Oceania also replied that local markets had the most substantial share, at

55.2% and 59.2%, respectively.

Diagram1-2: Estimated operating profit for 2008 (January to December) (non-manufacturing industry)

(Unit: %)
[l Surplus | Balance [ Deficit

Total (n=884) 66.2 19.8 14.0
ASEAN Total (n=557) 67.5 19.2 13.3
Indonesia (n=54) __ 55.6 | 38.9 __56]

Malaysia ____(n=72) ] 69.4 | 22.2 _ 83|

Myanmar ____(n=14) A 42.9 | 14.3 429 |

Philippines  (n=57) 1 59.7 | 175 228 |

Singapore ____(n=140) __ 76.4 | 20.0 __3.6]

Thailand ____(n=174) ] 736 | 12.6 _13.8 |

Vietnam (n=46) 45.7 17.4 37.0

Southwest Asia Total (n=119) 45.4 25.2 29.4
Bangladesh______ (n=15) __ 66.7 | 26.7 __6.7]

India ____(n=76) ] 42.1 | 22.4 355

Pakistan ____(n=14) 1 50.0 | 35.7 143

Sri Lanka (n=14) 35.7 28.6 35.7

Oceania Total (n=208) 74.5 18.3 7.2
Australia________ (n=163) 7791 17.2 _49]

New Zealand (n=45) 62.2 22.2 15.6

Note 1: Each question was tabulated using the number of valid responses (n) to each question as a parameter.

Note 2: Since the figures are rounded off, the percentages do not necessarily add up to 100.
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Diagram 1-3: Breakdown of operating profit (average, non-manufacturing industry)

I
Total 56.1 | 209 @ [mmm 119
ASEAN Total 63.4 | 158 W45 63
Indonesia 81.9 2.6
Malaysia 76.2 6.1 125000 5.2
Myanmar 50.2
Philippines 60.7 5
Singapore 42.9
Thailand 73.5 5.7
Vietnam 48.2 2.7
Southwest Asia Total 55.0
Bangladesh 38.9 . 170 #8423
India 56.2
Pakistan 36.7 25
Sri Lanka 63.7
Oceania Total W) | 202 #3193
Australia 58.7 . 172 12 230
New Zealand 60.7
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B Local m-OMer ASN - Gceania  w. Other
Country

(2) Estimated operating profit for 2008, in terms of DI values, declined across the board
compared to the previous survey (manufacturing industry)

The percentage of companies in the manufacturing industry that replied that their estimated operating profit
for 2008 would “Improve” (41.2%) exceeded the percentage that replied that it would “Worsen” (33.7%)
(Diagram 2).  As for the reason for such improvement, an “Increase in local market sales” (48.0%) was cited
by the largest number of companies (Diagram 3).

On the other hand, an “Increase in procurement costs” (67.4%) was cited the most as a reason for decline,
followed by an “Increase in fuel costs and utilities (electricity, gas, etc.)” (49.0%) (Diagram 4).

The estimated operating profit for 2008, in terms of the Diffusion Index (DI), which is derived by subtracting
the percentage of companies that replied “Worsen” from the percentage that replied “Improve,” was 7.6 points
for the manufacturing industry as a whole (Diagram 5).

The DI for the ASEAN region came out to 10.4 points. When compared to the results of the previous
survey (November 2007), excluding Myanmar, which has only been included in the survey from 2008, the DI
declined across the board, with the exception of Indonesia. In particular, substantial declines in the DI were
recorded for Singapore and Malaysia, with decreases of 39.5 points and 32.4 points, respectively.

The DI for Southwest Asia turned negative by 9.7 points. India’s DI fell to -11.7 points, which marked the
first time India has recorded a decline since 1997, when the survey first inquired about profit outlook.
Compared to the time of the previous survey, India’s DI has deteriorated drastically with a 50.6-point drop.

Among the reasons for the decline in estimated operating profit, many cited an “Increase in procurement costs”
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(68.0%) and an “Increase in fuel costs and utilities (electricity, gas, etc.)” (52.0%), which reflect the impact of
the surge in crude oil prices. A large percentage also cited an “Insufficient price transfer” (52.0%), indicating
their inability to pass the rising costs onto sales prices, due to the tendency of consumers in the Indian market to
seek lower-priced products.

In Oceania, both Australia and New Zealand recorded a DI of “0” in 2008, as a result of the percentages of

replies for both “Improve” and “Worsen” being equal.

Diagram 2: Estimated operating profit (over the previous year) for 2008 and 2009 (January to
December) (manufacturing industry)

(Upper row: 2008, Lower row: 2009, Unit: %)

Improve Show no change Worsen
Total (n=924) 41.2 25.1 33.7
(n=925) 33.3 35.4 314
o T S ——
Indonesia Eﬂiﬁgﬁ 22(7) ;82 égg
Malaysia 222823 ggg ggg ggg
Myanmar Ezzg; 16'7_ ggg 20.0-
Philippines Eﬂiﬁﬁi S5 A -
——E ] 1 M E—
Thailand 2222883 o i =
] R ) —
Southwest Asia Total 2221823 2(5)2 ggg gg;
Bangladesh 222;; g;é %Z ggg
India (n=60) 31.7 25.0 43.3
(n=60) 483 26.7 25.0
pakisan (=12 o 551 i
e A — —
Oceania Total 22;518; igg ggg gig
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Diagram 3: Reasons for expecting an improvement in profit (manufacturing industry)

(Upper row: 2008, Lower row: 2009, Unit: %)

. . Increase in
Increase in Increase in | Increase in | Reduction in|Reduction in .. | Improved Inm?if:;efxpan sales due to
sales due to Reduction in . N
export local market gales dug to | procurement| personnel other costs proggcnon p;?dr:m\::l)::f exchange Other
. sales higher prices costs expenses efficiency 9 rate
expansion added products | g\ jation
Total (n=381) 36.5 48.0 29.4 12.1 10.0 20.2 31.0 16.3 11.3 6.0
(n=305) 39.7 45.3 19.0 22.3 10.2 16.4 40.0 27.2 4.3 6.9
ASEAN Total (n=326) 38.0 46.3 29.5 13.2 10.1 21.8 31.6 16.6 11.4 5.5
(n=242) 43.0 41.7 18.6 23.1 10.7 16.9 38.8 31.0 4.1 5.0
Indonesia (n=66) 24.2 59.1 50.0 9.1 10.6 9.1 24.2 13.6 15 3.0
(n=36) 36.1 38.9 25.0 13.9 16.7 11.1 44.4 22.2 - 2.8
Malaysia (n=33) 30.3 36.4 24.2 30.3 21.2 39.4 48.5 12.1 27.3 -
(n=30) 46.7 36.7 16.7 30.0 20.0 26.7 43.3 30.0 10.0 7
Myanmar (n=1) - - - - - - 100.0 100.0 - -
(n=0) = = = = = = = = = 9
Philippines (n=48) 37.5 25.0 29.2 10.4 18.8 35.4 41.7 18.8 16.7 8.3
(n=33) 39.4 21.2 9.1 18.2 21.2 30.3 48.5 30.3 6.1 9.1
Singapore (n=14) 57.1 35.7 28.6 14.3 14.3 14.3 - 28.6 - 7.1
(n=16) 62.5 i3 18.8 il - 25.0 il g 25.0 6.3 6.3
Thailand (n=128) 44.5 53.1 24.2 12.5 5.5 22.7 29.7 18.8 13.3 3.1
(n=91) 35.2 52.8 24.2 27.5 6.6 12.1 29.7 35.2 3.3 4.4
Vietnam (n=36) 41.7 41.7 16.7 11.1 2.8 11.1 33.3 8.3 5.6 19.4
(n=36) 61.1 44.4 8.3 16.7 2.8 11.1 47.2 333 2.8 8.3
Southwest Asia Total (n=36) 30.6 58.3 25.0 5.6 2.8 8.3 30.6 16.7 8.3 8.3
(n=42) 26.2 71.4 16.7 19.1 2.4 14.3 50.0 0I5 2.4 11.9
Bangladesh (n=8) 50.0 37.5 25.0 - - - 37.5 12.5 12.5 B
(n=6) 66.7 8sis! - - - - 50.0 - - -
India (n=19) 15.8 73.7 26.3 10.5 - 10.5 26.3 15.8 10.5 10.5
(n=29) 13.8 75.9 20.7 13.8 Bi5 13.8 41.4 6.9 Bi5 10.3
Pakistan (n=3) - 100.0 33.3 - 33.3 - 33.3 66.7 - -
(n=4) 25.0 100.0 o 75.0 = = 75.0 50.0 = 50.0
Sri Lanka (n=6) 66.7 16.7 16.7 - - 16.7 33.3 - - 16.7
(n=3) 66.7 66.7 33.3 33.3 - 66.7 100.0 - - -
Oceania Total (n=19) 21.1 57.9 36.8 5.3 21.1 15.8 21.1 10.5 15.8 10.5
(n=21) 28.6 333 28.6 19.1 19.1 14.3 33.3 19.1 95 19.1
Australia (n=12) 16.7 66.7 33.3 8.3 16.7 8.3 25.0 16.7 8.3 8.3
(n=15) 3 40.0 26.7 26.7 20.0 6.7 40.0 20.0 - 13.3
New Zealand (n=7) 28.6 42.9 42.9 - 28.6 28.6 14.3 - 28.6 14.3
(n=6) 16.7 16.7 33.3 - 16.7 33.3 16.7 16.7 33.3 33.3

Diagram 4: Reasons for expecting a decline in profit (manufacturing industry)

(Upper row: 2008, Lower row: 2009, Unit: %)

:T;;e;jz :2 Decrease in | Reduction in| Increase in z:f:;;‘j:[;" Increase in hike in | insufficient Inc;iii: ;:;USI
sluggish local market s_ales due_ to | procurement exchange rate personnel interest rates|price transfer (e|etu(:liltlitlljsgas Other
exports sales higher prices costs fluctuations expenses elc.)* .
Total (n=310) 33.2 34.5 11.3 67.4 18.1 32.6 4.5 34.5 49.0 14.8
(n=289) 43.9 48.1 13.2 52.3 15.9 32.2 Bib) 31.8 27.3 12.5
ASEAN Total (n=246) 35.4 32.9 9.4 66.7 13.8 32.1 0.8 35.0 48.8 14.6
(n=243) 47.7 49.0 11.1 53.1 14.0 31.7 25 32.9 24.7 12.8
Indonesia (n=22) 36.4 13.6 - 68.2 4.6 36.4 - 45.5 59.1 13.6
(n=42) 35.7 38.1 16.7 50.0 11.9 35.7 9.5 38.1 33.3 14.3
Malaysia (n=38) 47.4 26.3 10.5 68.4 18.4 23.7 - 26.3 63.2 13.2
(n=36) 69.4 47.2 5.6 52.8 13.9 25.0 - 25.0 36.1 11.1
Myanmar (n=0) - - - - - - - - - -
(n=1) - 100.0 - - - - - 100.0 - -
Philippines (n=34) 41.2 35.3 8.8 47.1 23.5 41.2 - 29.4 32.4 20.6
(n=34) 55.9 29.4 11.8 38.2 23.5 20.6 2.9 20.6 32.4 11.8
Singapore (n=23) 26.1 21.7 4.4 52.2 30.4 26.1 - 39.1 73.9 17.4
(n=11) 54.6 45.5 18.2 54.6 - 18.2 - 36.4 9.1 18.2
Thailand (n=104) 31.7 47.1 12.5 73.1 10.6 25.0 - 36.5 42.3 11.5
(n=102) 45.1 63.7 8.8 58.8 13.7 31.4 - 36.3 15.7 10.8
Vietnam (n=25) 32.0 8.0 8.0 76.0 - 64.0 8.0 36.0 44.0 20.0
(n=17) 29.4 29.4 17.7 58.8 11.8 70.6 510 35.3 29.4 23.5
Southwest Asia Total (n=45) 24.4 40.0 22.2 71.1 40.0 33.3 26.7 42.2 55.6 15.6
(n=29) 27.6 34.5 34.5 48.3 31.0 31.0 13.8 27.6 41.4 17.2
Bangladesh (n=6) 66.7 33.3 16.7 50.0 16.7 50.0 16.7 33.3 66.7 -
(n=6) 66.7 16.7 16.7 50.0 - 33.3 16.7 33.3 16.7 16.7
India (n=25) 12.0 36.0 4.0 68.0 28.0 36.0 24.0 52.0 52.0 20.0
(n=14) 7.1 35.7 28.6 42.9 21.4 28.6 7.1 21.4 35.7 21.4
Pakistan (n=9) 11.1 77.8 88.9 88.9 88.9 - 44.4 33.3 44.4 11.1
(n=6) - 66.7 83.3 83.3 83.3 16.7 33.3 88 66.7 16.7
Sri Lanka (n=5) 60.0 - - 80.0 40.0 60.0 20.0 20.0 80.0 20.0
(n=3) 100.0 - - - B3 66.7 - gse 66.7 -
Oceania Total (n=19) 26.3 42.1 10.5 68.4 21.1 36.8 - 10.5 36.8 15.8
(n=17) 17.7 58.8 5.9 47.1 17.7 41.2 - 2815 41.2 -
Australia (n=12) 25.0 58.3 16.7 66.7 25.0 33.3 - 8.3 25.0 25.0
(n=11) 18.2 81.8 9.1 54.6 18.2 54.6 - 27.3 27.3 -
New Zealand (n=7) 28.6 14.3 - 71.4 14.3 42.9 - 14.3 57.1 -
(n=6) 16.7 16.7 - 33.3 16.7 16.7 - 16.7 66.7 -
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Diagram 5: Estimated operating profit in terms of DI values (manufacturing industry; compared to
November 2007)

(Unit: percentage point)

-60.0 -50.0 -40.0 -30.0 -20.0 -10.0 0.0 10.0 20.0 30.0 40.0 50.0

Total (n=631) ‘ ‘ ' ‘ ; ; T T T
(n=924) [ Operating profit forecasts for 2009 (As
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(n=771) _ _ _ e 30.4
O Estimated operating profit for 2008 104

Indonesia (n=82) (As of October 2008) 35.4

sl I 1
(n=110) VOV
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(n:108) A 4.6 ----------------- I 27_8
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(n=115) . ......... 12.2 ...... | 99
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(Note 1) The Diffusion Index (DI) refers to the difference that is derived by subtracting the percentage of companies replying
profit would “Worsen” from the percentage replying profit would “Improve.”  This is an indicator of the direction in which the
profit outlook is heading.

(Note 2) Myanmar, Bangladesh, Pakistan, Sri Lanka, Australia and New Zealand have been included in the survey from 2008.
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The percentage of companies in the non-manufacturing industry that replied that their estimated operating
profit for 2008 would “Improve” (38.9%) exceeded the percentage that replied that it would “Worsen” (29.9%)
(Diagram 6).  As the reason for this improvement, an “Increase in local market sales” (71.2%) was cited by
the largest number of companies (Diagram 7).

On the other hand, a “Decrease in local market sales” (47.9%) was cited the most as a reason for decline,
followed by an “Increase in personnel expenses” (34.2%) and an “Increase in fuel costs and utilities (electricity,
gas, etc.)” (30.4%) (Diagram 8).

The estimated operating profit for 2008, in terms of the DI, was 9.0 points for the non-manufacturing
industry as a whole (Diagram 9).

The DI for the ASEAN region came out to 6.5 points. When compared to the previous survey, excluding
Myanmar, which has only been included in the survey from 2008, the DI declined across the board for all six
ASEAN nations. In particular, a substantial decline in the DI was recorded for Vietnam, with a decrease of
67.2 points.

The DI for Southwest Asia came out to 25.9 points. India’s DI came to 29.6 points, which represented a
drop of 17.8 points compared to the time of the previous survey. As the reason for the decline in estimated
operating profit, an “Increase in other expenses” (54.6%), including increases in office rent, was cited by the
largest number of companies, followed by an “Increase in personnel expenses” (45.5%).

The DI for Oceania was 6.3 points. Australia’s DI was 8.6 points, while New Zealand’s was -2.2 points.

As for reasons given for the decline by companies operating in New Zealand, a “Decrease in local market
sales” (56.3%), a “Reduction in sales due to higher prices” (43.8%) and a “Decrease in sales due to sluggish
exports” (37.5%) ranked as the top three.  On the other hand, companies in Australia, similar to their New
Zealand counterparts, also cited a “Decrease in local market sales” (50.0%) and a “Reduction in sales due to
higher prices” (34.0%) as the top two reasons for decline. However, unlike their New Zealand counterparts,
only 4.0% cited a “Reduction in sales due to sluggish exports.” This clearly indicates that the difference in the

two countries’ profit outlook was the result of their export performances.
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Diagram 6: Estimated operating profit (over the previous year) for 2008 and 2009 (January to

December) (non-manufacturing industry)

(Upper row: 2008, Lower row: 2009, Unit: %)

Improve Show no change Worsen
Total (n=876) 38.9 31.2 29.9
(n=867) 36.9 40.0 23.1
ASEAN Total (n=552) 37.7 31.2 31.2
(n=543) 33.0 40.5 26.5
Indonesia (n=54) 40.7 35.2 24.1
(n=52) 36.5 40.4 23.1
Malaysia (n=71) 33.8 38.0 28.2
(n=70) 21.4 48.6 30.0
Myanmar (n=14) 35.7 35.7 28.6
(n=12) 41.7 41.7 16.7
Philippines (n=57) 35.1 29.8 35.1
(n=57) 22.8 50.9 26.3
Singapore (n=141) 34.8 27.7 37.6
(n=138) 21.7 47.1 31.2
Thailand (n=170) 41.2 30.0 28.8
(n=170) 42.4 31.2 26.5
Vietnam (n=45) 40.0 31.1 28.9
(n=44) 56.8 29.6 13.6
Southwest Asia Total (n=116) 45.7 34.5 19.8
(n=120) 50.0 34.2 15.8
Bangladesh (n=15) 73.3 13.3 13.3
(n=15) 80.0 20.0 z
India (n=71) 45.1 39.4 15.5
(n=75) 52.0 36.0 12.0
Pakistan (n=16) 37.5 25.0 37.5
(n=16) 25.0 43.8 31.3
Sri Lanka (n=14) 28.6 42.9 28.6
(n=14) 35.7 28.6 35.7
Oceania Total (n=208) 38.5 29.3 32.2
(n=204) 39.7 42.2 18.1
Australia (n=163) 39.9 28.8 31.3
(n=159) 40.9 42.8 16.4
New Zealand (n=45) 33.3 31.1 35.6
(n=45) 35.6 40.0 24.4

Diagram 7: Reasons for expecting an improvement in profit (non-manufacturing industry)

(Upper row: 2008, Lower row: 2009, Unit: %)

oot marker| 1nerease n | ZEEC o Recuction n) TS et i st gqnerei oeopmnt o
sales of your| SHES dUe 0 | T personnel | oo vice) cost ‘::fetﬁj:&:f%g: accounts | "o ’:;fj"fef Other
company higher prices| expansion expenses efficiency competitiveness) receivable
Total (n=340) 71.2 24.7 16.2 5.9 17.9 11.2 6.5 3.8 22.7 7.7
(n=320) 69.1 11.6 17.2 7.2 28.4 19.1 4.1 6.6 40.3 6.9
ASEAN Total (n=208) 74.0 19.7 18.8 4.3 16.4 11.5 5.8 3.9 19.7 6.3
(n=179) 715 7.8 17.9 5.6 26.8 20.1 2.8 3.9 44.7 6.7
Indonesia (n=22) 90.9 9.1 13.6 9.1 13.6 9.1 - 4.6 27.3 -
(n=19) 89.5 - - - 36.8 10.5 - - 47.4 5.3
Malaysia (n=24) 83.3 8.3 16.7 - 12.5 12.5 - 4.2 16.7 4.2
(n=15) 93.3 13.3 13.3 6.7 53.3 33.3 6.7 6.7 40.0 -
Myanmar (n=5) 100.0 - - - 20.0 - - - 20.0 -
(n=5) 40.0 20.0 - - 20.0 20.0 - - 40.0 60.0
Philippines (n=20) 40.0 25.0 15.0 15.0 10.0 20.0 35.0 - 20.0 10.0
(n=13) 61.5 7.7 7.7 30.8 23.1 30.8 - 15.4 46.2 -
Singapore (n=49) 65.3 245 34.7 2.0 8.2 14.3 6.1 10.2 18.4 2.0
(n=30) 73.3 10.0 e B8 6.7 26.7 - 83 26.7 3.3
Thailand (n=70) 81.4 22.9 14.3 4.3 24.3 114 2.9 14 20.0 8.6
(n=72) 69.4 4.2 16.7 5.6 26.4 18.1 4.2 4.2 50.0 6.9
Vietnam (n=18) 66.7 22.2 11.1 - 22.2 - - - 16.7 16.7
(n=25) 60.0 16.0 28.0 - 32.0 12.0 4.0 - 52.0 8.0
Southwest Asia Total (n=53) 77.4 18.9 11.3 3.8 20.8 7.6 5.7 3.8 28.3 13.2
(n=60) 76.7 11.7 15.0 6.7 23.3 11.7 - 13.3 30.0 8.3
Bangladesh (n=11) 90.9 36.4 27.3 - 54.6 9.1 - - 54.6 -
(n=12) 75.0 16.7 41.7 - gate 16.7 - 8.3 41.7 8.3
India (n=32) 78.1 9.4 6.3 6.3 15.6 6.3 - 6.3 21.9 18.8
(n=39) 82.1 7.7 7.7 10.3 25.6 7.7 - 154 30.8 10.3
Pakistan (n=6) 83.3 16.7 - - - - 16.7 - 33.3 16.7
(n=4) 75.0 - 25.0 - - 50.0 - - 25.0 -
Sri Lanka (n=4) 25.0 50.0 25.0 - - 25.0 50.0 - - -
(n=5) 40.0 40.0 - - - - - 20.0 - -
Oceania Total (n=79) 59.5 41.8 12.7 11.4 20.3 12.7 8.9 3.8 26.6 7.6
(n=81) 58.0 19.8 17.3 11.1 35.8 22.2 9.9 7.4 38.3 6.2
Australia (n=64) 60.9 46.9 10.9 12.5 15.6 12.5 7.8 1.6 17.2 6.3
(n=65) 58.5 20.0 12.3 10.8 36.9 21.5 9.2 9.2 35.4 3.1
New Zealand  (n=15) 53.3 20.0 20.0 6.7 40.0 13.3 13.3 13.3 66.7 13.3
(n=16) 56.3 18.8 37.5 12.5 Bis] 25.0 12.5 = 50.0 18.8
-12 -
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Diagram 8: Reasons for expecting a decline in profit (non-manufacturing industry)
(Upper row: 2008, Lower row: 2009, Unit: %)
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Total (n=257) 47.9 21.4 13.2 34.2 13.6 30.7 5.1 3.1 30.4 21.8
(n=199) 52.8 28.1 19.1 24.6 20.1 17.1 85 2.5 22.1 23.1
ASEAN Total (n=168) 47.6 17.3 13.7 32.1 10.1 28.0 4.8 1.2 33.3 22.6
(n=143) 57.3 25.9 21.7 25.2 18.2 14.7 3.5 2.8 21.7 19.6
Indonesia (n=13) 69.2 23.1 7.7 38.5 - 30.8 - - 38.5 7.7
(n=12) 83.3 50.0 8.3 25.0 - - - 16.7 25.0 8.3
Malaysia (n=20) 60.0 10.0 - 40.0 20.0 35.0 5.0 - 50.0 30.0
(n=21) 61.9 28.6 14.3 28.6 28.6 19.1 4.8 - 33.3 14.3
Myanmar (n=4) 25.0 25.0 - - - - - - - 50.0
(n=2) 50.0 50.0 - - - - - - - -
Philippines (n=18) 38.9 27.8 11.1 33.3 11.1 22.2 5.6 - 27.8 16.7
(n=14) 64.3 42.9 21.4 28.6 14.3 21.4 - - 28.6 7.1
Singapore (n=53) 41.5 18.9 20.8 30.2 9.4 32.1 1.9 1.9 18.9 20.8
(n=43) 46.5 25.6 34.9 18.6 18.6 16.3 28 - 16.3 18.6
Thailand (n=48) 47.9 16.7 16.7 31.3 12.5 25.0 10.4 - 45.8 22.9
(n=45) 60.0 13.3 17.8 28.9 20.0 11.1 6.7 2.2 13.3 28.9
Vietnam (n=12) 50.0 - 8.3 33.3 - 25.0 - 8.3 33.3 33.3
(n=6) 33.3 16.7 16.7 33.3 16.7 33.3 - 16.7 66.7 33.3
Southwest Asia Total (n=23) 39.1 8.7 13.0 47.8 17.4 34.8 4.4 8.7 8.7 30.4
(n=19) 47.4 21.1 21.1 15.8 21.1 10.5 5.3 5.3 15.8 42.1
Bangladesh (n=2) 50.0 - 50.0 100.0 50.0 50.0 - - - -
(n=0) - - - - - - - - - 3
India (n=11) 27.3 - 18.2 45.5 18.2 54.6 9.1 9.1 - 27.3
(n=9) 333 11.1 333 22.2 22.2 11.1 11.1 11.1 11.1 55.6
Pakistan (n=6) 66.7 16.7 - 33.3 16.7 16.7 - - 16.7 33.3
(n=5) 80.0 20.0 20.0 - 20.0 - - - - 20.0
Sri Lanka (n=4) 25.0 25.0 - 50.0 - - - 25.0 25.0 50.0
(n=5) 40.0 40.0 - 20.0 20.0 20.0 - - 40.0 40.0
Oceania Total (n=66) 51.5 36.4 12.1 34.9 21.2 36.4 6.1 6.1 30.3 16.7
(n=37) 37.8 40.5 8.1 27.0 27.0 29.7 2.7 - 27.0 27.0
Australia (n=50) 50.0 34.0 4.0 42.0 18.0 42.0 6.0 6.0 32.0 20.0
(n=26) 30.8 34.6 3.9 30.8 23.1 34.6 - - 15.4 30.8
New Zealand ~ (n=16) 56.3 43.8 37.5 12.5 31.3 18.8 6.3 6.3 25.0 6.3
(n=11) 54.6 54.6 18.2 18.2 36.4 18.2 9.1 - 54.6 18.2
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Diagram 9: Estimated operating profit, in terms of DI values (non-manufacturing industry, compared to
November 2007)
(Unit: point)

A 100 00 10.0 20.0 30.0 40.0 50.0 60.0 70.0 80.0 90.0
Total (n=402) | == N I 304 ! ! ! ! I
(ﬂ:876) ! 9.0 O Operating profit forecasts for 2008 (Research conducted in November
(n:552) ! 6.5
Indonesia n=28 ________ I E—— - DB Estimated operating profit for 2008 (Research conducted in November
( " ) ey 16,7 71 32.1 | 2008
(n=54) | T |
Malaysia (n=97) : ’
(n=71) 5_63
Myanmar (n=14) ESS) 71
PhlllpplneS (n:59) .:.:.:.:.:.:.:.:i.:.:.:.:.:.:.:.:._.:.:.:.] 25.4
(n=57) v
Singapore (n=74) | T ]18.9
(n=141) |4 28
Thailand (n=102) | = pFerrer 77 34.3
(n=170) - 124
Vietnam (n=23) | = —_—— 178.3
(n=45) ' ~111
Southwest Asia Total (n=19) | === OO OO OO OO OOOO OO OOO000 147.4
(n:116) e e e ] 20 |
Bangladesh (n=15) LAY \\xyxx\.\j\\\x 60.0
India (n=19) | [ e e 47
(n=71) T Y P
Pakistan (n=16) 0
Sri Lanka (n=14) 0
Oceania Total (n=208) 6.3
Australia (n=163) ES%Y 8.6
New Zealand (n=45) | o 22§

(Note) Same as Diagram 5.

(3) Operating profit forecasts for 2009, in terms of DI value: Non-manufacturing industry
expects improvement

The percentage of companies in the manufacturing industry predicting that their operating profits for 2009
would “Improve” (33.3%) exceeded the percentage predicting they would ”Worsen” (31.4%).
The operating profit forecast for 2009 in countries in the ASEAN, Southwest Asia and Oceania regions in

terms of the Diffusion Index (DI) was 2.0 points for the manufacturing industry as a whole (Diagram 10).

-14 -
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The DI for the ASEAN region came out to 0.3 point. A comparison of the DI values of the estimated
operating profit for 2008 with that of the operating profit forecast for 2009 shows that the results vary widely
by country, as seen in the 30.6-point improvement predicted for Singapore and the 45.5-point decline predicted
for Indonesia.  As the reason for predicting an improvement in Singapore, an “Increase in sales due to export
expansion” was cited by the largest number of companies (62.5%), indicating that the impact of the financial
crisis, which originated in the U.S., had not been felt strongly at the time of the survey. As reasons for
predicting a decline in Indonesia, more companies cited an “Increase in procurement costs” (50.0%) than a
“Decrease in local market sales” (38.1%) or a “Decrease in sales due to sluggish exports” (35.7%), which is an
indication of the fact that at the time of the survey rising costs were being perceived as more of a problem than
the effects of the financial crisis.

The DI for Southwest Asia came out to 11.5 points. A comparison of the DI values of the estimated
operating profit for 2008 with that of the operating profit forecast for 2009 shows a substantial 35.0-point
improvement by India.  As the reason for the improvement, an “Increase in local market sales” (75.9%) pulled
ahead of the second most prevalent reason, “Improved production efficiency” (41.4%), by a wide margin.

The DI for Oceania came out to 8.2 points. A comparison of the DI values of the estimated operating profit
for 2008 with that of the operating profit forecast for 2009 shows a 12.1-point improvement in Australia. In
New Zealand, “Improvement” and “Decline” were the same at 37.5 points, resulting in a DI of “0.” As
reasons for the forecast of improved operating profit in Australia for 2009, most cited an “Increase in local
market sales” and “Improved production efficiency” (40.0%, respectively), followed by an “Increase in sales
due to export expansion” (33.3%).

In the non-manufacturing industry, the percentage of companies predicting their operating profits for 2009
would “Improve” was 36.9%, while the percentage predicting they would “Worsen” was 23.1%, resulting in a
DI of 13.8 points for the non-manufacturing industry as a whole (Diagram 11).

The DI for the ASEAN region came out to 6.5 points. A comparison of the DI values of the estimated
operating profit for 2008 with that of the operating profit forecast for 2009 shows a substantial 32.1-point
improvement by Vietnam. As reasons for the improvement in the operating profit forecast for Vietnam, the
majority cited an “Increase in local market sales of your company” (60.0%) and “Development of new products
and services” (52.0%). On the other hand, a 14.2-point decline was predicted for Malaysia. As reasons for
the operating profit forecast declining in Malaysia, most cited a “Decrease in local market sales of your
company” (61.9%), while in terms of industry, the majority of companies citing this reason were in the
construction/plants business.

The DI for Southwest Asia came out to 34.2 points. A comparison of the DI values of the estimated
operating profit for 2008 with that of the operating profit forecast for 2009 shows a marked 20.0-point
improvement by Bangladesh. As reasons for the improvement, an “Increase in local market sales of your
company” was cited by the largest number of companies (75.0%), while in terms of industry, the majority of
companies citing this reason were trading companies (80.0%).

The DI for Oceania came out to 21.6 points. A comparison of the DI values of the estimated operating
profit for 2008 with that of the operating profit forecast for 2009 shows that substantial improvements were

recorded by both Australia and New Zealand, at 15.9 points and 13.3 points, respectively. As reasons for the

- 15 -
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operating profit forecast for 2009 improving in Australia, most cited an “Increase in local market sales of your
company” (58.5%), while in terms of industry, many of the companies citing this reason were sales companies
(83.3%) or companies in the hotel/travel/restaurant industry (71.4%). Additionally, as reasons for the
operating profit forecast for 2009 improving in New Zealand, many cited an “Increase in local market sales of

your company” (56.3%), which was the most prevalent reason among trading companies.

Diagram 10: Operating profit forecast, in terms of DI values (manufacturing industry)
(Unit: point)
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(Note) Same as Diagram 5.
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Diagram 11: Operating profit forecast in terms of DI values (non-manufacturing industry)

(Unit: point)
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2. Status of Exports/Imports

(1) Percentage of export-oriented companies (by country/region)

Japanese-affiliated manufacturers operating in Asia may, according to a given set of conditions, be including
the size of their local markets and local wages, classified into domestic market-oriented companies,
export-oriented companies or companies equipped with both domestic market-oriented and export-oriented
functions. It is also a fact that, particularly among Japanese-affiliated companies in Asia, there are large
numbers of manufacturers that began operations as bases for export to third countries during times when the
yen’s value was high. For the purpose of this section, “export-oriented companies” is defined as companies
whose export sales account for 70% or more of their total sales and observed the status thereof in each country
(Diagram 12).

Among the companies operating in the ASEAN region, the percentage of export-oriented companies was
41.4%, which is lower than the percentage in the previous survey (49.8%). This percentage of export-oriented
companies has been declining with each successive survey JETRO has taken, dropping by 17.3 points
compared to the 58.7% registered in the 2002 survey. Among the ASEAN nations, Myanmar (although there
were only a limited number of respondents) has the highest percentage of export-oriented companies at over
80% (83.3%), followed by Vietnam (67.9%) and the Philippines (66.1%). As these countries, compared to
others in the ASEAN region, have relatively low wages as well as limited domestic markets, they have become
home to large numbers of export bases of Japanese-affiliated companies targeting third countries, which operate
in specially designated areas, such as export processing zones. In Vietnam, in particular, almost half of the

respondent companies are 100% export companies.

Diagram 12: Percentage of Japanese-affiliated manufacturers citing an export ratio of 70% or above (by

country/region)
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(Note) Myanmar, Bangladesh, Pakistan, Sri Lanka, Australia and New Zealand have been included in the survey from 2008.

Copyright © 2009 JETRO. All rights reserved. -18 -



Thailand, on the other hand, at a mere 24.8%, has the lowest percentage of export-oriented companies in the
ASEAN region, as was the case in the previous year. Thailand is followed by Indonesia at 30.0%. Among
countries in the ASEAN region, both of these countries have sizable economies with numerous companies that
are engaged in sales in the domestic market as well as export sales. For this reason, Thailand and Indonesia,
unlike Vietnam, have only small percentages of 100% export companies at 5.7% and 8.2%, respectively. In
the past, many companies considered the ASEAN region merely as an export base for third countries.
However, encouraged by the recent strong economic growth of the ASEAN nations and taking a hint from the
past, in which companies largely dependent on domestic demand, as epitomized by Thailand’s automobile
industry, were severely damaged by the Asian monetary crisis of 1997, awareness has been growing for the
need to balance domestic and foreign demand.

Vietnam seems to be the only exception to the rule amid this trend toward diminishing percentages of
export-oriented companies among ASEAN countries. In the previous survey, the percentage of
export-oriented companies in Vietnam was 51.9%, which increased by 16 points to 67.9% in the current survey.
It is possible that the dramatic increase in the number of respondents, i.e., from 27 companies to 82 companies,
is partly responsible for the upward swing in the percentages. However, to a certain degree, the changes in the
business environment brought about by the execution of the clauses required as a result of WTO membership
are also considered one of the major factors. Since 2008, the Vietnamese government has been granting
trading rights to foreign companies and successively opening up the wholesale market. Consequently,
companies that had supplied products primarily to Vietnam’s domestic markets are on the verge of being
subject to intense competition from products made in other ASEAN countries. These companies are
beginning to re-examine the positioning of their Vietnamese bases and are making efforts to put more focus on
their exports. This is apparent from the fact that in the previous survey, export-oriented companies and
domestic market-oriented companies were more or less equally divided, with 51.9% of companies replying that
their export ratios were 70% or above and 44.4% replying that their export ratios were 0% to 30%; while in the
current survey, companies citing export ratios of 0% to 30% were down to 27.2%, whereas the percentage of
export-oriented companies has risen to 67.9%.

With the exception of India, the nations of Southwest Asia were not included in the previous survey.
Southwest Asia is basically divided into two groups: India and Pakistan on the one hand and Bangladesh and
Sri Lanka on the other. Japanese-affiliated companies operating in India and Pakistan primarily target the
domestic markets. Companies with export ratios of 30% or less in India account for 80% of the total, while in
Pakistan they account for 91.7%. Sri Lanka and Bangladesh, on the other hand, are considered export bases,
and the percentages of export-oriented companies in those two countries are 100% and 64.7%, respectively.

The survey results of the companies operating in Oceania reflect the characteristics of the industry in which
they operate. In New Zealand, the percentage of companies engaged in the foods, processed agricultural or
marine products industry and the lumber and wood products industry is high. The companies tend to export
their products from New Zealand. For this reason, the percentage of export-oriented companies was high at
81.3%. Australia, on the other hand, while playing host to companies in similar sectors as New Zealand, is
also the home of numerous manufacturers of general machinery intended for the domestic market, resulting in a

percentage of export-oriented companies of 40.0%.
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(2) Trends by industry

The sectors with the largest number of companies having export ratios of 70% or above are the lumber and
wood products industry and the furniture and interior goods industry. All the companies in those industries are
export-oriented companies with export ratios of 70% or above. They are followed by the apparel and textile
products industry (85.7%), suggesting that export-oriented manufacturers favor light industry products. On
the other hand, sectors with large numbers of companies that are manufacturing products for the domestic
market (an export ratio of 30% or less) include pharmaceuticals (100%), motor vehicles and motorcycles
(82.4%), paper and pulp (66.7%) and iron and steel (64.3%), suggesting a tendency for specializing in their

local markets.

(3) Average ratio of exports to total sales

In the survey, ranges of export ratio to sales were indicated and the respondents selected the appropriate
range. Then, the intermediate value of each range was taken to calculate the average export ratio to the total
sales of each country. The average export ratio to total sales for the ASEAN region overall was 49.9%.
Among the ASEAN nations, Myanmar (although there were only a limited number of respondents) had the
highest average ratio with 82.5%, followed by Vietnam (70.2%), the Philippines (67.3%) and Singapore
(65.6%). Among the countries in this region, Thailand had the lowest average ratio of exports to total sales at
36.7%, followed by Indonesia (41.2%). This is believed to be due to the fact that in addition to having the
major assembly operations of final products taking place locally, these countries have relatively large domestic
demand compared to the other ASEAN countries.

In Southwest Asia, on the other hand, there is a clear distinction between the domestic market-oriented group

of India and Pakistan and the export-oriented group of Bangladesh and Sri Lanka (Diagram 13).

Diagram 13: Average export ratio to total sales (by country/region)

0 20 40 60 80 100

Total (n=935) 48.6
ASEAN (n=780) 49.9
Indonesia (n=110) I] 41.2
Malaysia (n=106) | 547
Myanmar (n=6) | 8255
Philippines (n=115) 1 | 673
Singapore (n=48) | 6556
Thailand (n=314) | 367

Il
Vietnam (n=81) | 702

Southwest Asia (n=104) — 3‘5.8

Bangladesh (n=17) | 662
India(n=60) | | h74
Pakistan ("=12) || 10.0
Sri Lanka (n=15) | 953
Oceania (n=51) 55.5

Australia (n=35) 1 | 456

New Zealand (n=16) ] 77.2

Copyright © 2009 JETRO. All rights reserved. -20-



Furthermore, the export ratio to total sales of each ASEAN country by destination country/region to total
exports was calculated using the average value of the export ratio by region. Consequently, the totals did not
necessarily add up to 100. For the ASEAN region as a whole, Japan is the largest export destination,
accounting for about one third (32.3%) of total exports, followed by exports within the ASEAN region (22.9%)
and Europe (18.0%). Despite the recent increase in exports to China, it still accounts only for 5.4% of total
exports, indicating that among Japanese-affiliated companies, the division of labor between the ASEAN
countries and China, in terms of products and manufacturing processes, has taken place only on a limited scale
(Diagram 14).

Among the ASEAN nations, Vietnam (47.0%) and the Philippines (39.1%) have large percentages of exports
intended for Japan. These companies are bringing the products produced in the ASEAN nations to Japan.
They are, in effect, compartmentalizing their production by practicing a division of labor between Japan and
ASEAN for their products and manufacturing processes.

In terms of exports within the ASEAN region, the original members of ASEAN have, in an effort to reduce
or eliminate tariffs on intra-regional trade, achieved tariff eliminations on 80% of all items in 2008. Among
the ASEAN nations, Singapore has a particularly high percentage of exports to other ASEAN nations,
accounting for approximately 40% of total export sales. Malaysia and Thailand also have high percentages of
exports intended for the ASEAN region, at 28.1% and 23.9%, respectively. The survey methods differed from
the previous survey, and thus, technically speaking, such comparisons are not completely accurate. However, a
comparison with the previous survey shows that the share of exports intended for Japan and the ASEAN
nations has decreased, while the share of exports to the EU has increased. In the previous survey, the
percentage of exports to the EU from the ASEAN region as a whole was 6.1%, and the percentages of the
individual countries (with the exception of Indonesia at 2.4%) were in the 6% range. However, in this survey,

the percentage of exports from the ASEAN region as a whole to the EU dramatically rose to 18.0%.

Diagram 14: Export ratios of major ASEAN nations by destination (country/region)
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3. Status of FTA/EPA Usage

FTAS/EPAs are used by companies in either of two situations: as exporters or as importers. When using
FTAS/EPAs, as an exporter, the manufacturer/exporter must obtain a Certificate of Origin (COO) to prove the
origin of the product concerned, which involves meticulous preparation of documents required by the screening
authorities. Consequently, this process entails procedural costs, such as personnel expenses in addition to the
costs involved in the issuance of said certificate. Manufacturers/exporters can enjoy a tariff exemption at the
export destination only after such procedures have been completed. Importers, on the other hand, may utilize
FTAS/EPAs by merely presenting Certificates of Origin (COQ), which have been obtained from the exporters.
Moreover, those benefiting the most from FTAsS/EPAs are the importers who had previously been required to
pay tariffs. There is very little direct benefit to be enjoyed by the exporters or manufacturers of components
used to produce the export items, despite having to bear various costs involved in the system.

Many of the Japanese export-oriented companies operating in the ASEAN region do not pay tariffs, as a
result of investment benefit schemes implemented by each government. On the other hand, some companies
that manufacture and export parts are also similarly exempted from tariffs at export destinations, while some
companies are not required to obtain COOs. However, in terms of opening up the markets of Indonesia,
which has a low percentage of export-oriented companies yet which has one of the biggest economies in the
ASEAN region, and of opening up the markets of Thailand as well, FTAs have played a major role as a means
to reduce tariffs.

This survey investigated the status of FTA/EPA usage by both exporters and importers (valid responses: 670
exporters, 635 importers). A company will determine whether it uses an FTA in export activities by
considering such factors as: (1) the extent to which the FTA will lower tariffs; (2) whether the export item in
question is already treated as a duty-free item at the export destination through investment benefit schemes; (3)
whether export volume will be commensurate with the procedural costs; and (4) whether said item satisfies the

rules of origin.

(1) FTA/EPA usage in export activities

Twenty-three percent of Japanese-affiliated manufacturers operating in the ASEAN region use FTAS/EPAS in
their export activities. The ASEAN nation with the highest percentage of FTA usage is Singapore (utilization
rate: 43.2%), followed by Indonesia (utilization rate: 35.9%) and Thailand (utilization rate: 22.5%). In the
Philippines and Vietnam, which are considered to be export/processing bases by many Japanese companies, the
utilization rate has remained at around 10%. The FTA utilization rates for Southwest Asia and Oceania are
18.0% and 20.5%, respectively (Diagram 15).

On the other hand, nearly one-quarter of the Japanese companies operating in the ASEAN region (23.3%), or
the equivalent of the number of companies with FTAS/EPAs currently in use, are considering using FTAS/EPAs.
By country, Thailand has the highest percentage of Japanese companies that are considering using FTAS/EPAs
(27.1%), followed by Vietnam (26.6%) and the Philippines (24.5%), suggesting high expectations thereof.
Consequently, if the companies with FTAS/EPAs “Currently in use” and the companies “Considering using

FTAs/EPAs” were classified as companies interested in FTAS/EPAs, nearly half (46.3%) of the companies
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operating in the ASEAN region would fall into this category. Among the countries mentioned here, the
countries with the highest level of company interest in FTAS/EPAs are Singapore (59.1%), followed by
Indonesia (55.4%) and Thailand (49.6%).

Diagram 15: Trends in the utilization rates of FTAs/EPAs and the rates of companies considering using
FTAS/EPAs in their export activities
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(Note) ASEAN includes Myanmar.  Southwest Asia includes Bangladesh, Pakistan and Sri Lanka. Oceania denotes Australia and New Zealand.

These countries have been included in the survey from 2008.

The FTA/EPA utilization rates in export activities were examined by considering the individual FTAS/EPAS
concluded between each of the countries. Since a small number of respondents could limit the parameter and
thus inadvertently raise the utilization rate, FTAs that (1) were cited by 20 or more companies (valid responses)
and (2) had utilization rates of 5% or above were extracted (Diagram 16). The FTA most utilized in the
Asia-Pacific region is Singapore’s AFTA, which is used by 31.8% of Japanese-affiliated manufacturers in
Singapore. This is followed by Indonesia’s EPA with Japan (JIEPA), with a utilization rate of 21.7%.
Although the JIEPA had only been in force since July 2008, just four months prior to the survey, it was already
being utilized by one out of every five companies. The main sectors in which the Japanese-affiliated
companies utilized the JIEPA include textiles, apparel and textile products, lumber and wood products, and
plastic products. The third most utilized FTA in the ASEAN region is Singapore’s ASEAN-China FTA
(ACFTA) with 18.2%. The ACFTA is being used primarily in the sectors of foods, processed agricultural or
marine products, chemicals, and electric and electronic parts and components. The percentage of exports
intended for China among Japanese-affiliated manufacturers in Singapore is higher than that intended for other
neighboring countries, at an average of 11.4%.

The recent three-year trend of the FTA/EPA utilization rate and the rate of companies considering using
FTAS/EPASs in export activities shows that utilization rates have increased in Indonesia, Singapore, Thailand
and India. In particular, the utilization rate in Indonesia has been boosted by the conclusion of an EPA with
Japan in July 2008. The utilization rate in Thailand has also been boosted by the FTA which came into effect
in November 2007. However, the survey did not indicate a rise in the utilization rate of the AJCEP, as it went
into force on December 1, 2008, after this survey was taken. Classifying FTA/EPA utilization rates and the

rate of considering using FTAS/EPAS as a “percentage of interest in FTAS/EPAs shown by companies,” it is
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evident that this percentage has been steadily declining in the ASEAN region the past three years. Furthermore,
the number of companies with no interest in using FTAS/EPAs shows moderate but steady growth. This is
thought to be because the companies are already enjoying exemptions from import duties or it is due to the
absence of FTAs with major export destinations, such as the U.S. and Europe.

Among the 16 most utilized FTAS/EPAs, which have been classified according to the country of location,
five of the FTAs, or nearly one-third, are those utilized by Japanese-affiliated companies in Singapore.  Since
the conclusion of a bilateral FTA with New Zealand in 2001, Singapore has concluded FTAs with countries in
the Asia-Pacific region, including Japan (2002), Australia (2003), India (2005) and South Korea (2006). Asa
result, Singapore has come into possession of the most extensive FTA network in Asia, and the benefits of such
a network are being enjoyed by the Japanese-affiliated companies through the utilization of FTAs and other
agreements.

From the perspective of FTA counterparties, the FTAS/EPAs commonly utilized by Japanese-affiliated
companies in the Asia-Pacific region are the ASEAN FTA (AFTA) (six FTAs) and the four EPAs with Japan.

Diagram 16: Sixteen most utilized FTAs in export activities

Rank] Country of [ Country/region| Valid | Utilizatio | (Reference) Share of
location of the FTA responses| n rate by companies utilizing the
counterpart ETA FTAs of the.country of

location
1]Singapore ASEAN 44 31.8 43.2
2]Indonesia Japan 92 21.7 35.9
3]Singapore China 44 18.2 43.2
4]}Australia New Zealand 24 16.7 20.8
5]Malaysia ASEAN 101 14.9 23.8
6] Thailand ASEAN 262 13.7 22.5
7|Malaysia Japan 101 12.9 23.8
8] Thailand Japan 262 115 225
9]Singapore Japan 44 11.4 43.2
10]Singapore South Korea 44 9.1 43.2
11]Singapore Australia 44 9.1 43.2
12]Philippines ASEAN 102 8.8 11.8
13]Vietnam ASEAN 64 7.8 9.4
14]Indonesia ASEAN 92 6.5 35.9
15]India Thailand 31 6.5 9.7
16]Malaysia China 101 5.0 23.8

(Note) FTAS/EPAs cited by 20 or more valid responses and with
utilization rates of 5% or above

Although the AFTA came into effect in 1993, it has been the center of increasing interest recently as the
deadline for tariff elimination approaches. According to materials provided by the ASEAN Secretariat, as of
August 2008, the interim goal of eliminating tariffs on 80% of the items has been achieved by the ASEAN-6,
with Singapore, having eliminated tariffs on all items, in the lead, followed by Brunei (rate of tariff elimination:
85.4%), the Philippines (82.9%), Malaysia (82.6%), Thailand (80.0%) and Indonesia (80.0%).
as of 2008, the average tariff among the ASEAN-10 is 1.95%, and among the ASEAN-6, it is less than 1.0%, at
0.97%.

Furthermore, in August 2008, changes were made to the terms of use, in order to further encourage AFTA usage.

Consequently,

ASEAN has entered the final phase before the complete elimination of tariffs set for 2010.

Previously, ASEAN had ruled that the decision on rules of origin, which was a prerequisite to AFTA usage,
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would be based on the “40% Regional Value Content (RVC).” From August 2008, ASEAN has adopted
another criterion of “Change in Tariff Classification (CTC)” in the rules of origin. As a result of this change,
hope is mounting that the products that until now have not been qualified for AFTA usage would become
eligible for tax benefits under the AFTA, which has the lowest levels of tariffs in Asia.

Many of the EPAs concluded with Japan, on the other hand, with the exception of the EPA with Singapore,
have come into effect in or after 2006, and the full extent of their tariff reduction has not taken effect.
However, Indonesia’s EPA, with a utilization rate of 21.7%, ranks among the top 16 FTAS/EPAs utilized in
export activities, followed by the EPAs of Malaysia, Thailand and Singapore. Japan’s tariff on
non-agricultural products, such as industrial products, has always been one of the lowest in the world.
According to the World Tariff Profiles 2008 (WTO), Japan’s tariff on non-agricultural products is 2.6% (simple
average), which is lower than that of the U.S. (3.2%) and the EU (3.8%). However, Japan levies tariffs of
21.8% on agricultural products. Among this product group, tariffs levied on dairy products (154.7%) and
cereals and cereal products (64.3%) are particularly high.  As of February 2009, Japan grants Generalized
System of Preferences (GSP) treatment, which levies lower rates than that of the normal tariffs, on 337
agricultural and fishery products and 5,980 industrial products from developing countries. Japan’s EPA
stipulates that as long as the GSP rate is lower than the preferential rate under the EPA for any given product
covered by the GSP, the product may continue to use the GSP rate. However, for most items the EPA rates are
lower than the GSP rates, and thus, they are no longer covered by the GSP. Therefore, in the current survey,
many of the companies claiming EPA utilization had switched from the GSP to the EPA.

One example is the EPA that came into effect between Thailand and Japan in November 2007. After the
EPA with Japan went into force, export sales utilizing the GSP declined drastically. According to the
Department of Foreign Trade of Thailand’s Ministry of Commerce, exports intended for Japan utilizing the
GSP during the period from January to November 2008 amounted to USD 127.08 million.  This represents an
88.8% drop from the same period of the previous year (USD 1,134.52 million) and is a clear indication that

exporters who had previously utilized the GSP had switched over to the EPA.

(2) FTA/EPA usage in import activities

Among Japanese-affiliated companies operating in the ASEAN region, 19.7% use FTAS/EPAs for their
import activities, which represents a smaller percentage than those for export activities (23.0%). What is most
distinctive is the high rate of FTA/EPA utilization in the Oceania region (33.3%). In particular, 42.1% of the
companies operating in Australia replied that they use FTAS/EPAs, making Australia the country with the
highest FTA/EPA utilization rate for import activities. Australia is followed by Indonesia (28.7%), Thailand
(25.3%) and Malaysia (20.0%). In the past three surveys, the utilization rates for Indonesia, Thailand and
Malaysia have increased. As mentioned in the section on exports, the growth in the FTA/EPA utilization rates
of Indonesia and Thailand in 2008 is thought to be attributable to the EPAs with Japan coming into effect. As
indicated by the 27 companies utilizing FTAS/EPAs in Indonesia, the Japan-Indonesia EPA (JIEPA) has the
highest utilization rate. Among the 27 companies, 23 have import experience vis-a-vis Japan and 70%, or 16
companies, utilize the JIEPA. Among the 16, the most numerous were companies in the iron and steel sector
and the fabricated metal products sector with three companies each, followed by the motor vehicle and

motorcycle parts sector with two companies.
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Moreover, 24.4% of the companies operating in the ASEAN region replied that they were considering using
FTAS/EPAs. The percentage of companies interested in FTAS/EPAs, combining the companies with
FTAS/EPAs currently in use and the companies considering using FTAS/EPAs, has not changed significantly in
the past three years, at around 45% for the ASEAN region as a whole. The same level is maintained in the
Oceania region, which has been included in this survey from 2008, and India. Although the degree of interest
varied from country to country, the percentage of companies that are interested in FTAS/EPAs tends to be
relatively high in Indonesia and Thailand (Diagram 17).

Diagram 17: Utilization rates of FTAS/EPAs in import activities
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(Note 1) ASEAN includes Myanmar.  Southwest Asia includes Bangladesh, Pakistan and Sri Lanka. Oceania denotes Australia
and New Zealand. These countries have been included in the survey from 2008.
(Note 2) Singapore has been omitted from this chart since tariffs have been eliminated on all items except for six alcoholic

beverage items, including beer.

Utilization rates for each FTA in the import activities for each country were calculated and, as was the case with
exports, FTAs that (1) were cited by 20 or more companies (valid responses) and (2) had utilization rates of 5%
or above were extracted. The finding showed that the FTA/EPA with the highest utilization rate was
Indonesia’s EPA with Japan (JIEPA) at 17%. This was followed by the Japan-Malaysia EPA and the
Japan-Thailand EPA, demonstrating that the three most utilized FTAS/EPAs for import activities are those with
Japan. The AFTA rounded out the rest of the list, with the exception of the Early Harvest (EH) scheme (early
reduction in customs tariffs on specified items) under the India-Thailand FTA (TIFTA), which came in fifth

place (Diagram 18).
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Diagram 18: Nine most utilized FTAS/EPAs in import activities

Rank Country of  |Country/region of [ \alid Utilization | (Reference) Share of
location theFTA  |responses| rate by FTA | companies utilizing
counterpart the FT As of the

country of location
1}Indonesia Japan 94 17.0 28.7
............ 2IMalaysia _ \apan | ) ..1268) . .....200
3] Thailand Japan 253 12.3 25.3
____________ AlThailand  IASEAN | .28 .31 .23
5]India Thailand 49 10.2 16.3
6] Malaysia ASEAN 95 9.5 20.0
____________ MVietnam  IASEAN |84l 94l 12D
8] Philippines ASEAN 88 8.0 8.0
9]Indonesia ASEAN 94 74 28.7

(Note) FTAs/EPAs cited by 20 or more valid responses and with utilization rates of 5% or above

In Oceania, the Thailand-Australia FTA (TAFTA) came into effect in January 2005. Major
Japanese-affiliated companies have been utilizing this FTA to import automobiles and electrical appliances
from Thailand.  This FTA has not been included in Diagram 18 as only 19 valid responses were received from
companies operating in Australia. However, the TAFTA, with its utilization rate of 31.6%, was the most
utilized FTA in Australia. In terms of Australian passenger automobile imports, Thailand is the third largest
trading partner behind Japan and Germany. Moreover, in terms of commercial automobile imports, Thailand

is Australia’s greatest trading partner, ahead of Japan and the U.S.

(3) Reasons for not using FTAS/EPAs

Since the beginning of this decade, FTAS/EPAs have been rapidly gaining recognition in Asia. However,
more than half of the companies “have no plan to use FTAs/EPASs,” although the number of the companies
varies widely by country.  As reasons for not using FTAS/EPAs in export activities in the ASEAN region, “No
advantages to an FTA since export destinations are exempt from payment of import duty” was cited by the
largest number of companies in the ASEAN region (123 companies: 37.6%), followed by “No FTA or EPA
exists with the export destinations” (75 companies: 22.9%). Some companies also cited “No advantages to an
FTA since the general duty on the export destinations is low” (65 companies: 19.9%). The results of this
survey prove that when bringing products manufactured overseas back to Japan, there is no compelling need to
use an FTA/EPA, since Japanese tariffs have already been eliminated or are at extremely low levels. As
reasons for not using FTAs/EPAS in Southwest Asia and the Oceania region, “No FTA or EPA exists with the

export destinations” was cited by approximately 40% of the respondent companies (Diagram 19).
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Diagram 19: Reasons for not using FTAS/EPAs (exports)

[Export] (Unit: % of the number of companies)
Noad B RS ol , Obtaining the o
0 advantages : . . omplicatet necessar omplexity arisin
to an FTA si?}ce o a: PULACITE, Rules of Orii el |n§urredd|n procpedures documentsy is becsuse e);istingg No FTA or EPA
the general duty| L © e>_<port Ules OF Origin | - screening an involved in impossible since FTA/EPA exists with the
on the export A ) | B D i) fssuance & obtaining our parts-supplying| regulations vary in export iz
destinations is BT Checels cemﬂ_ca_tes ol certificates of | companies are not | different countries|  destinations
low [PELEILE] ongin origin aware of of origin
e EYy FTA/EPAS
ASEAN Total (n=327) 19.9 37.6 4.0 2.5 4.6 15 4.6 22.9 22.6
Indonesia (n=34) 17.7 38.2 2.9 8.8 5.9 2.9 5.9 26.5 35.3
Malaysia (n=55) 23.6 52.7 - - 1.8 - 1.8 14.6 14.6
Myanmar (n=4) - 75.0 25.0 - - - - 25.0 -
Philippines (n=61) 9.8 32.8 49 - 33 16 9.8 203 279
Singapore (n=15) 6.7 40.0 1 133 133 6.7 6.7 200 267
Thailand (n=122) 26.2 32.8 6.6 2.5 6.6 1.6 4.1 22.1 22.1
Vietnam (n=36) 19.4 33.3 - - - - - 38.9 16.7
Southwest Asia Total (n=37) 16.2 18.9 - - - 2.7 2.7 37.8 29.7
[India (n=19) 10.5 5.3 - - - 5.3 1 a1 422
Oceania Total (n=24) 12.5 29.2 - - - - - 41.7 25.0

An overwhelming number of companies in the ASEAN region that replied they had “no plan to use”

FTAS/EPAS cited “Already enjoy exemption from tariffs through investment benefit scheme” (157 companies

out of 321: 48.9%) as the reason for non-utilization.

on which tariffs are charged” (13.4%) and “No FTA or EPA exists with the import origins” (13.1%).

This was followed by “Insignificance of domestic sales

In

Oceania and Southwest Asia, the overwhelming reason was “No FTA or EPA exists with the import origins” for

both regions, at 50.0% and 42.6%, respectively (Diagram 20).

Diagram 20: Reasons for not using FTAS/EPAs (imports)

[Import]
Allsecy toon FTA s
enjot)_/ Insignificanc| Our parts- | Application N ErhvE the FTA duty is
ferzamtgrli(:?s e of domestic| supplying | of an FTA is c:oaaxa;r;ges progressively [No FTA or EPA
through s_ales on companies are| n_ot allowe_d in since general ) I_ow_ered, (_axists wit_h Fhe Other
e which tariffs | not aware of | intermediate duty is low mln!mlzmg the| import origins
benefit are charged | FTA/EPAs trade dlfferepce
between it and
SEES the general duty|
ASEAN Total (n=321) 48.9 13.4 2.2 0.3 12.8 4.1 13.1 15.9
Indonesia (n=35) 34.3 14.3 - - 11.4 5.7 17.1 31.4
Malaysia (n=55) 45.5 20.0 - 1.8 14.6 3.6 12.7 10.9
Myanmar (n=5) 20.0 60.0 20.0 - - - 40.0 -
Philippines (n=60) 61.7 8.3 3.3 - 5.0 - 8.3 16.7
Singapore (n=18) - 22.2 5.6 - 22.2 - 16.7 38.9
Thailand (n=113) 51.3 10.6 2.7 - 15.9 8.0 12.4 14.2
Vietnam (n=35) 68.6 8.6 - - 11.4 - 14.3 2.9
Southwest Asia Total (n=47) 29.8 4.3 4.3 - 2.1 4.3 42.6 14.9
[India (n=23) 4.4 - 8.7 - 4.4 8.7 47.8 30.4
Oceania Total (n=14) - - - - 14.3 7.1 50.0 28.6

Needless to say, utilization of an FTA or EPA would be impossible unless such an arrangement exists at the

export destination or import origin. Therefore, the utilization rate of FTAS/EPAs was once again calculated, but

this time, the number of companies that replied “No FTA or EPA exists with the export destinations (import
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origins)” was subtracted from the number of valid responses (parameter), and once again, that number was
divided by the number of companies with FTAS/EPAs currently in use, calculating the actual utilization rate.
This time, the utilization rate for export activities rose from 23.0% to 25.9%, and the rate for import activities
rose from 20.6% to 21.1%. The actual utilization rate in Oceania is particularly high, with the utilization rate
in export activities rising 7.1 percentage points to 27.6% and in import activities rising 11.7 percentage points
to 45.0% (Diagram 21).

Diagram 21: Utilization rate and actual utilization rate of FTAS/EPAs
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(Note) Actual utilization rate is calculated as follows: Number of companies with FTAS/EPAs currently in use
divided by the number of valid responses the number of companies that cited "No FTA or EPA exists" with the

counterparty)

(4) Prerequisite for the use of FTAS/EPAs in export activities: Margin of preference

As mentioned earlier, when using FTAS/EPASs in export activities, the exporter must complete procedures to
obtain a COO, and such procedures entail costs. Only when the margin of preference exceeds the costs of
obtaining COOs will the use of FTAS/EPASs be considered. This survey investigated what percentage difference
in using the MFN duty and the FTA duty (tariff advantages) it would take to decide in favor of using
FTAS/EPAs among companies with FTAS/EPAs currently in use or companies considering using FTAS/EPAs.
Among the 390 Japanese-affiliated companies in Asia and Oceania, the largest number of companies (28.2%)
replied “3% to less than 5%,” which was followed by “5% to less than 7% (27.9%).  On the other hand,
15.6% of the companies replied that they would not consider using an FTA unless the difference exceeded
“10% or more.” It is believed that the companies replying “10% or more” require a margin of preference of
10% or more for obtaining a Certificate of Origin (COOQ) since the volume of export sales itself is marginal.

The average margin of preference required by Japanese-affiliated companies to decide in favor of using
FTAS/EPAs, which was calculated using the intermediate value of each response range, is 5.3%. The required
percentage difference is the lowest in the ASEAN region at 5.2%, followed by Oceania and Southwest Asia at
5.9% and 6.2%, respectively. In the ASEAN region, companies tend to be more familiar with the procedures
involved in obtaining Certificates of Origin (COOQ), and for this reason it is believed that the average value is

lower than that of Southwest Asia and Oceania. For example, in Indonesia, screening to determine the origin
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of products can be completed on the same day or within three days at the most, and COOs are issued on the day
of application. Thus, Indonesia is one of the most user-friendly nations in the ASEAN region, as far as FTAs
are concerned from a procedural standpoint.  Since the EPA between Japan and Indonesia came into effect in
July 2008, many Japanese-affiliated companies have commented that obtaining COOs in Indonesia is easy and
that they have no problem obtaining them because it usually only takes one day. In this survey also, the
average margin of preference is the lowest for Indonesia at 4.3%, which is a whole 1% lower than the average.
The complexity of the documentation and the procedural costs required for obtaining a COO varies by country,
and it is thought that greater complexity in the procedures involved will result in a higher margin of preference.
Therefore, in general, companies will decide to use an FTA if a 5% to 6% margin of preference can be enjoyed

by using FTA duties on the products that are subject to general duties at the export destination (Diagram 22).

Diagram 22: Margin of preference required to consider the use of FTA

Unit: %
Asia and Southwest .
Oceania Total AEIEAN Thailand | Indonesia | Malaysia |Philippines| Vietnam Asia S

Valid responses 390.0 339.0 152.0 66.0 39.0 36.0 26.0 34.0 17.0
1% or less 6.7 6.8 7.2 10.6 5.1 2.8 0.0 5.9 5.9
1% to less than 3% 14.4 14.7 17.1 15.2 12.8 13.9 11.5 8.8 17.6
3% to less than 5% 28.2 28.9 23.7 40.9 25.6 38.9 23.1 23.5 23.5
5% to less than 7% 27.9 28.6 28.9 22.7 43.6 16.7 34.6 26.5 17.6
7% to less than 9% 2.6 2.7 3.9 4.5 0.0 0.0 0.0 2.9 0.0
9% to less than 10% 4.6 4.7 6.6 15 2.6 5.6 1.7 5.9 0.0
10% or above 15.6 13.6 13.2 4.5 10.3 22.2 23.1 26.5 35.3
Average 5.3 5.2 5.3 4.3 5.2 5.6 6.3 6.2 5.9

(5) Prerequisite for use of FTAS/EPAs in import activities: “Management costs of

investment benefit schemes”

As mentioned earlier, nearly half, or 48.9%, of companies in the ASEAN region that do not use FTAS/EPAs

cited “Already enjoy exemption from tariffs through investment benefit scheme” as a reason for non-utilization.
In many of the ASEAN countries, raw materials and parts for products intended for export, for example, have
already been exempted from import duties through investment benefit schemes. Therefore, in such cases,
there is no compelling need to use FTAs or EPAs.  Although the procedures vary by country, prospective users
of these investment benefit schemes are required—assuming that the investment itself has been approved by the
government—to file applications and receive approval prior to importing products, make regular reports to the
authorities concerned, and manage imported raw materials and parts that are intended for products to be sold on
the domestic market separately from the imported raw materials and parts that are intended for products for
export, among others.

In order for companies that are already using investment benefit schemes to switch to FTAS/EPAs, the
preferential tariff rates of the FTAS/EPAs must fall below the management costs required for enjoying the
benefits of the schemes. Concerning the management costs involved in using investment benefit schemes, the
most prevalent reply throughout Asia, from nearly half of all respondent companies (valid responses: 159
companies), was “1% or less” of the import value of the raw materials and parts. This was followed by “1%
to less than 3% (33.3%).

management cost of an investment benefit scheme was calculated as a percentage of the import value of the raw

Based on the intermediate value of each response range, the average value of the
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materials and parts. For the whole of Asia, as well as the entire ASEAN region, the average management cost

came to 1.9%, while it was 2.3% for Southwest Asia. The country requiring the highest management cost was
Thailand at an average 2.2%, followed by Vietnam (2.1%) and Malaysia (1.7%). The country with the lowest
management cost was Indonesia at 1.3% (Diagram 23).

Currently, the FTA/EPA with the most progressive form of tariff exemptions is the AFTA. Among the
ASEAN-6, the average AFTA tariff rate was 0.97% in 2008. Therefore, in the case of the AFTA, tariff rates
have fallen below management costs and the prerequisites for usage have been satisfied. However, in terms of
procurement by the Japanese-affiliated companies, the percentage of procurement from the ASEAN region is
limited. In the previous survey, procurement from the ASEAN region amounted to a mere 11.5% of the total,
including local procurement, and it was evident that Japanese-affiliated companies were still largely dependent
on Japan (37.8% of total procurement) as a source of procurement (while local procurement amounted to
40.0%). Consequently, Japanese-affiliated companies will need to wait until the substantial tariff exemptions
under the bilateral EPAs between Japan and the individual nations of ASEAN or the ASEAN-Japan
The EPAs between Japan and ASEAN
(excluding Singapore) came into effect beginning in July 2006 with Malaysia, in 2007 with Thailand and in
2008 with Indonesia and ASEAN, as a whole.

years for the complete elimination of tariffs.

Comprehensive Economic Partnership (AJCEP) takes effect.
The EPAs entered into by Japan require a maximum of 10
For this reason, companies that mainly procure raw materials

and parts from Japan are expected to continue using investment benefit schemes for the time being.

Diagram 23: Management costs of investment benefit schemes as percentages of import value of raw

materials and parts

(Unit: %)
Asia Total ASEAN - - - rrr— - Southwest Asia
Thailand Indonesia Malaysia | Philippines | Vietnam

Valid responses 159 146 55 12 21 34 23 13
1% or less 49.1 50.0 36.4 58.3 66.7 64.7 43.5 38.5
1% to less than 3% 33.3 32.9 43.6 33.3 19.0 23.5 34.8 38.5
3% to less than 5% 8.2 8.2 10.9 8.3 4.8 5.9 4.3 7.7
5% to less than 7% 5.0 4.8 3.6 0.0 4.8 0.0 17.4 7.7
7% to less than 9% 1.3 0.7 1.8 0.0 0.0 0.0 0.0 7.7
9% to less than 10% 1.3 14 1.8 0.0 0.0 2.9 0.0 0.0
10% or above 1.9 2.1 1.8 0.0 4.8 2.9 0.0 0.0
Average 1.9 1.9 2.2 1.3 1.7 1.6 2.1 2.3
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4. Procurement of Raw Materials and Parts

(1) 40% of the companies said “Materials costs account for more than 70% of

manufacturing costs”

In terms of the ratio of materials costs, including the cost of raw materials and parts to the manufacturing
costs* of major products (on a monetary base: 100=estimated manufacturing cost ratio for 2008), 43.6% of the
companies in the Asia-Pacific region as a whole replied “70% or above,” 38.9% replied “50% to less than 70%”
and 17.5% replied “less than 50%” (valid responses: 909 companies).

In the ASEAN region, 43.4% replied “70% or above.” By country, half of the companies in Indonesia
replied “70% or above.”  Singapore had a higher percentage of companies replying “less than 50% than other
countries at 35.6%, suggesting that higher volumes of higher-value-added items are being produced and
personnel costs are higher compared to the other countries.

In Southwest Asia, 49.0% of the companies replied “70% or above.” By country, the majority of the
companies in Pakistan (61.5%) and Bangladesh (55.6%) replied “70% or above.”

In the Oceania region, the most prevalent reply was “50% to less than 70%,” which was given by 44.7% of
the companies.

*Manufacturing cost” here refers to the total cost of manufacturing products and includes the cost of raw materials, labor costs and other costs

incurred at the manufacturing site.

Diagram 24: Ratio of materials costs to manufacturing costs (by country/region)

Country/region

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
Total(n=909) 75 RS 389 : — ' 736 ' ]
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(2) Raw materials and parts are procured locally and from Japan

As for the breakdown of procurement sources, the respondents selected the appropriate range for their
procurement ratio. The intermediate value of each response range was taken and the average procurement rate
calculated by procurement source. Then, in order to facilitate country-by-country comparison, each percentage
was weighted so that they would total 100 (Diagram 25). In the ASEAN region, Thailand had the highest
ratio of local procurement at 52.4%, followed by Malaysia (45.8%) and Indonesia (45.1%), suggesting the
advanced state of agglomeration in the supporting industries of these countries compared to the other countries.
The Philippines and Vietnam had high ratios of procurement from Japan (47.6% and 40.6%, respectively).

In Southwest Asia, India had the highest ratio of local procurement (47.5%). In the Oceania region,
Australia and New Zealand had higher ratios of local procurement than of procurement from abroad.

Japanese-affiliated companies have a particularly large presence in the motor vehicle and motorcycle
industry and the electric and electronic parts and components industry. In terms of the motor vehicle and
motorcycle industry, the local procurement ratios of Thailand and Indonesia were high at 70.0% and 68.3%,
respectively, while the average local procurement ratio for the entire Asia-Pacific region was 43.4%.
Furthermore, in the electric and electronic parts and components industry, while the average local procurement
ratio for the entire Asia-Pacific region was 29.3%, the local procurement ratios of India and Thailand were high
at 61.7% and 42.3%, respectively, suggesting the advanced state of agglomeration in the supporting industries

of these countries compared to the other countries (ratios are unweighted averages).

Diagram 25: Average procurement ratios by procurement source
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(Note) “Other” includes “Other Asian countries,” “Oceania,” “U.S.,” “Europe,” “Middle East” and “Others.”
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(3) Local procurement: Procurement from Japanese-affiliated companies in ASEAN and
local companies in Southwest Asia and Oceania (average)

In terms of local procurement sources, the respondents, similarly to the preceding section, selected the
appropriate range of the procurement ratio for each of the following: Japanese affiliated-companies, local
companies and other foreign-affiliated companies. The intermediate value of each response range was taken to
calculate the average procurement rate, after which each percentage was weighted in order that they would total
100%. In the ASEAN region as a whole, the procurement ratio from Japanese-affiliated companies was the
highest (49.8%), followed by procurement from local companies (42.1%). In Southwest Asia as a whole, local
companies dominated as procurement sources with a procurement ratio of 82.3%, indicating the scarcity of
foreign companies, including Japanese companies, operating in the area.  Additionally, in the Oceania region,
the ratio of procurement from local companies was the highest (80.5%).

In the ASEAN region, the ratio of local procurement from Japanese-affiliated companies was high in
Thailand (59.1%) and the Philippines (57.3%). In both countries, there is a high agglomeration of
Japanese-affiliated companies, in addition to a well-developed industrial infrastructure, mainly in the motor
vehicle and motorcycle industry and the electric machinery and electronic equipment industry, which has
resulted in a high ratio of procurement from Japanese companies operating in these countries.

As mentioned in the preceding section, a large percentage of companies operating in India procure materials
locally, and their procurement sources are mostly local companies (85.5%) rather than Japanese-affiliated

companies operating in the area (9.1%).

Diagram 26: Average local procurement ratios
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(4) Future plans for procurement of raw materials and parts: Local procurement

In terms of plans for procuring raw materials and parts in the future, “Increase ratio of local procurement”
was cited by the largest number of companies in the ASEAN region, as well as Southwest Asia (60.8% and
56.4%, respectively), while in the Oceania region, “Maintain current ratios of local procurement” was the most
prevalent reply at 64.7% (multiple answers allowed; valid responses: 844 companies).

In the ASEAN region, “Increase ratio of local procurement” was cited by a large number of companies in
Vietnam (73.7%), Thailand (69.5%) and Indonesia (65.4%). Vietnam had the smallest number of companies
in Asia planning to “Maintain current ratios of local procurement” (15.8%). In Thailand and Indonesia, where
industrial agglomeration is taking place as part of regional specialization, movements seem to be underway to
further increase the ratio of local procurement in the motor vehicle and motorcycle industry and the electric
machinery and electronic equipment industry.

In Southwest Asia, “Increase ratio of local procurement” was cited by a large number of companies in India
(66.7%). In terms of industry, many of the companies giving this reply were in the electric machinery and
electronic equipment and their parts and components industries, as well as the motor vehicle and motorcycle
and their parts and components industries, suggesting that agglomeration is taking place in the supporting
industries.

Diagram 27: Future procurement sources for raw materials and parts (by country/region, multiple
answers allowed)
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(5) The main factor in increasing local procurement ratios: Quality improvement by local
suppliers

In regard to what factor was necessary to increase local procurement ratios of raw materials and parts,
“Quality improvement by local suppliers” was cited the most (78.7%), followed by “Cost reduction by local
suppliers” (56.8%) and “Strict observance of delivery dates by local suppliers” (39.0%) in the ASEAN region
as a whole (multiple answers allowed; valid responses: 888 companies).

Vietnam seems to harbor expectations and has the need for increasing local procurement, as evidenced by its
higher percentage—compared to the other ASEAN nations—of companies secking “Expansion of affiliated
suppliers into the local area” (35.4%) and its overwhelming percentage of companies planning to “Increase
ratio of local procurement” (73.7%) of raw materials and parts in the future.

In Southwest Asia, as was the case in the ASEAN region, “Quality improvement by local suppliers” was
cited the most (82.2%), followed by “Cost reduction by local suppliers” (56.4%) and “Strict observance of
delivery dates by local suppliers” (49.5%). Moreover, compared to the ASEAN region, there were a higher
percentage of companies citing “Improvement in the local logistical and transportation infrastructure.”

In the Oceania region, “Cost reduction by local suppliers” was cited the most (75.6%), followed by “Quality
improvement by local suppliers” (53.7%) and “Strict observance of delivery dates by local suppliers” (26.8%).

Diagram 28: Factors necessary to increase local procurement ratios of raw materials and parts (by
country/region; multiple answers allowed)
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(6) Percentage of the total amount of imported raw materials and parts not subject to
tariffs

Concerning the percentage of the total amount of imported raw materials and parts that were not subject to
tariffs, 25.9% of the companies in the ASEAN region, 25.8% in Southwest Asia and 14.3% in the Oceania
region replied “100% (= all imported raw materials and parts were tariff-free)” (valid responses: 859
companies).

In the ASEAN region, the countries with high percentages of companies reporting “All imports were
tariff-free,” were the Philippines (51.8%), Vietnam (47.4%) and Singapore (46.5%). By industry, sectors with
the majority of companies reporting “All imports were tariff-free” were the electric and electronic parts and
components industry (77.8%) and the fabricated metal products industry (70.0%) in the Philippines, the electric
machinery and electronic equipment industry (77.8%) and the apparel and textile products industry (75.0%) in
Vietnam, and the petroleum products industry (66.7%) and the plastic products industry (66.7%) in Singapore.
It is safe to assume that in the Philippines and Vietnam, investment incentives, including the exemption of
import duties on raw materials in export processing zones, are being used with greater frequency when
producing products intended for export. In Singapore, it is thought that in addition to the traditional low
levels of general duties, the utilization of the AFTA is further expanding the scope of tariff-free items.  On
the other hand, the largest percentage of companies in Thailand (24.9%) replied “0% (= no tariff-free
treatment).” By industry, many of the companies in the fabricated metal products industry (39.1%) and the
motor vehicle and motorcycle parts and accessories industry (35.9%) replied that they did not enjoy any
tariff-free treatment whatsoever. Thailand has the highest simple average tariff rates (2006) among the
ASEAN-6, with the simple average tariff rates on apparel and motor vehicles and motorcycles set particularly
high. The Japan-Thailand EPA came into effect in November 2007, and as a result, import duties on all
industrial products imported from Japan, with the exception of automobiles, are scheduled to be eliminated in
seven to 10 years from the EPA’s effective date.

In Southwest Asia, the country with the highest percentage of companies reporting “all imports were
tariff-free” was Bangladesh (56.3%). India, on the other hand, in an effort to fortify the competitiveness of its
domestic manufacturing industry, has been slow to implement tariff exemption schemes on raw materials for
exporting companies, and the percentage of companies replying that they did not enjoy any tariff-free treatment
whatsoever was the highest in the whole of Asia at 53.9%. Therefore, expectations are high for the early
signing and enforcement of the ASEAN-India FTA, of which negotiations concluded in August 2008, and the
conclusion of the Japan-India EPA, which targets the elimination of tariffs on 90% of items and of which
negotiations have been ongoing since January 2007.

In the Oceania region, 12.0% of the companies in Australia and 20.0% of the companies in New Zealand

replied “All imports were tariff-free.”

-37-

Copyright © 2009 JETRO. All rights reserved.



Diagram 29: Percentage of the total amount of imported raw materials and parts not subject to tariffs
(by country/region; 100 = total amount procured from other countries) n = 859 companies
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(7) 60% reported that manufacturing costs were “higher than in China”

In terms of the manufacturing costs of the main products manufactured locally—assuming the manufacturing
cost for the same product by an affiliated company in China to be 100 (valid responses: 438 companies)—in the
entire region covering ASEAN, Southwest Asia and Oceania, 63.1% of the companies replied that
manufacturing costs were “100% or above (local manufacturing costs were higher than the manufacturing costs
in China),” while 36.9% replied “Less than 100% (local manufacturing costs were lower than the
manufacturing costs in China).” By industry, many of the companies in the rubber products, the nonferrous
metals and products, and the apparel and textile products industries replied “Less than 100%.”

In the ASEAN region, 62.5% of the companies replied “100% or above.” By country, Singapore had the
highest percentage with 90.5%, followed by Malaysia (68.1%) and the Philippines (68.0%). The percentage
of companies replying “Less than 100%” was high in Myanmar (100%) and Vietnam (52.3%), indicating that

manufacturing costs in these countries remained less expensive than those in China.
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In Southwest Asia, the percentage of firms replying “100% or above” was 63.6%, which was nearly

equivalent to that of the ASEAN region.

By country, the percentage was the highest in Pakistan (83.3%).

The percentage replying “Less than 100%,” on the other hand, was high in Sri Lanka (50.0%) and Bangladesh

(42.9%).

motorcycles industries replied “Less than 100%.”

In the Oceania region, the percentage of companies replying “100% or above” reached 80.0%.

In India, a high percentage of companies in the textiles, pharmaceuticals, and motor vehicles and

However, in

Australia, certain replies pointed toward manufacturing costs that were less expensive than in China, with one

company in the rubber products industry replying “Less than 80%” and one company in the nonferrous metals

and products industry replying“80% to less than 90%.”

Diagram 30: Local manufacturing costs (compared to manufacturing costs in China, by country/region)
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5. Business Problems

(1) Problems in sales or other business activities

In terms of what problem Japanese-affiliated manufacturers operating in the ASEAN region, Southwest Asia
and the Oceania region had encountered in sales or other business activities—as was the case in the previous
survey—the most frequently cited reply was “Major clients requesting lower prices” (46.3%) (Diagram 31-1).
This was followed by “Sluggishness in major sales markets” (44.4%), which moved into second place from the
fifth-place spot in the previous survey. In contrast, the second most frequently cited reply in the previous
survey, “Competitors’ growing market shares” (25.4%), dropped to fifth place in this survey, suggesting that the
recession is perceived as more of a problem than the emergence of any competitor.

In the ASEAN region, “Major clients requesting lower prices” (48.0%) was the most frequently cited reply,
as was the case in the previous survey, followed by “Sluggishness in major sales markets” (45.8%), which
jumped to second place from its previous fifth-place spot. “Sluggishness of major sales markets” was cited as
a business problem by many export-oriented manufacturers, including 69.2% of them in the electric machinery
and electronic equipment industry in Malaysia and 55.6% in the electric and electronic parts and components
industry in the Philippines.

In Southwest Asia, “Major clients requesting lower prices” (41.2%) was the most frequently cited reply,
followed by “Sluggishness in major sales markets” (35.3%), which was closely followed by “Competitor’s
growing market shares” (33.3%), indicating the increased pressure on manufacturers to cut back costs, fueled
by demands for lower prices by clients and the emergence of competitors.

In the Oceania region, “Sluggishness in major sales markets” (43.1%) was the most frequently cited reply. In
New Zealand, this percentage climbed to 68.8%. Concerning the export destinations of manufacturers in New
Zealand, the overwhelming majority (14) of the 16 respondent companies cited “Japan.” By industry, many of
these companies were in the lumber and wood products industry and the foods, processed agricultural or marine
products industry, which shows that exports to Japan in these industries had been in a slump.

In non-manufacturing industries, as a whole, the most frequently cited reply, as was the case in the previous
survey, was “Competitors’ growing market shares (cost-wise competition)” (45.1%) (Diagram 31-2). This
was followed by “Sluggishness in major sales markets” (42.4%), which jumped to second place from its
previous fourth-place spot, suggesting that the impact of sluggish sales on these industries had been
far-reaching.

In the ASEAN region, “Competitors’ growing market shares (cost-wise competition)” (49.5%) was the most
frequently cited reply followed by “Sluggishness in major sales markets” (42.2%). Companies citing
“Competitors’ growing market shares (cost-wise competition)” were most numerous in Thailand (58.1%), while
in terms of industry, this reply was given most frequently by firms in the transport/warehousing industry
(80.8%). Companies citing “Sluggishness in major sales markets” were most numerous in Singapore (49.3%),
while in terms of industry, this reply was given most frequently by sales companies (63.8%).

In Southwest Asia, “Competitors’ growing market shares (cost-wise competition)” was the most frequently
cited reply (42.6%), while some companies also cited “Lack of progress in local deregulation” and “Accounts
receivable in arrears.”
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In the Oceania region, the two most frequently cited replies were “Sluggishness in major sales markets”

(48.1%) and “Competitors’

growing market

shares”

(35.1%).

By

industry,

companies

in the

hotel/travel/restaurant industry both in Australia and New Zealand overwhelmingly cited the former as a major

business problem, with 92.3% in Australia and 85.7% in New Zealand doing so, while 49.0% of the sales

companies in Australia and 57.1% of the hotel/travel restaurant industry in New Zealand cited the latter.

Diagram 31-1: Problems in sales or business activities (top five) (manufacturing industry)

(Multiple answers allowed, unit: %, Valid responses: 919)
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Diagram 31-2: Problems in sales or other business activities (top five) (non-manufacturing industry)

(Multiple answers allowed, unit: %, Valid responses: 878)
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100.0 57.1 50.0 28.6 14.3 71
No increase in| TR . ; : : ; ; :
Competit Sluggishness in major sales | Major clients requestin . . .
I 57 [newclienisor] ~OTPOOrS ETOWIRg 99 ! ! b 9 Decrease in sales prices Decrease in orders from headquarters
Philippines markets market shares markets lower prices
100.0 45.6 421 26.3 211 193
Competitors’ i ket Sluggishness in major sales No increase in new Major clients requesting lower . -
) 136 OMPELIIONS EIOWING MArke % ! ; ! .q o Decrease in sales prices
Singapore shares markets clients or markets prices
100.0 50.0 49.3 382 35.3 34.6
Competitors” i ket Sluggishness in major sales No increase in new Major clients requesting lower . .
) 172 OpER{ORS ETOWINg markel % ! . ! ‘q 0 Decrease in sales prices
Thailand shares markets clients or markets prices
100.0 58.1 448 331 320 25.0
titors’ i ket No increase in new clients or Lack of progress in luggishness in major sal . .
. " Competitors” growing marke 0 increase in new clients o ack of progress Sluggishness in major sales Competitors® growing market shares
Vietnam shares markets local deregulation markets
100.0 54.6 38.6 318 271.3 25.0
12 Competitors” growing market Sluggishness in major sales | Major clients r'equestlng Lack of progress in local No increase in new clients or markets
Southwest Asia Total shares markets lower prices deregulation
100.0 42.6 336 287 230 221
Major clients | h Lackof Competitors” |
titors’ i ket ishness in major i i Accounts receivable in . . .
15 Competitors’ growing marke eing Sluggishness in majo Decrease in | progressin gowing coounts receivable No increase in new clients or markets
Banglaclesh shares ower prices sales markets salesprices [ ocal | e arrears
P deregulation
100.0 46.7 40.0 333 26.7 133
Compeitors’ growing market | Major clients requesting | Stuggsmess |58 |\ increase i new cliet Decrease insales | Competitors” growi
7 ompetitors’ growing market ajor clients requesting lower | major sales| PSS 0 increase in new clients or ecrease in sales ompetitors’ growing
India shares prices y local markets prices market shares
markets deregulation
100.0 54.0 329 21.6 224 211
18 Sluggishness in major sales No increase in new clientsor [ Major clients requesting ch’ea:e n | Competitors growing| Lack of progressin | Accounts receivable in
Pakistan markets markets lower prices t::aj;ia:;s market shares local deregulation arrears
100.0 55.6 22.2 16.7 111 5.6
Sluggishness| No increase ) . N Lack of
in major innew Ac.counts' Dectezse n Decrease in (,ompel.llors Mejor C“.ems progress in
S Lank 13 sales dlients or receivable in| orders from sals pries growing | requesting tocal
ri Lanka -
markets markets arrears | headquarters market shares| |ower prices derequlation
100.0 30.8 15.4 7.7
Sluggishness in major sales Competitors” growing market No increase innew | Maoreliens | pecreage in sales N
) 208 . requesting . Competitors” growing market shares
Oceania Total markets shares clients or markets | ices prices
100.0 481 3.1 284 240 135
Sluggishness in major sales Competitors’ i ket No increase in new . . L . .
i 163 % d OMPEIONS SIOWINE MArke . Decrease in sales prices Major clients requesting lower prices
Australia markets shares clients or markets
100.0 42.9 33.7 210 245 215
Major clients Noincrease
Sluggishness in major sales Competitors” growi ket i . . .
45 % ! OMpERIOrS EIOWINE MATke requesting nnew Decrease in sales prices Decrease in orders from headquarters
New Zealand markets shares ) clients or
lower prices
markets
100.0 66.7 40.0 333 22.2 178
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(2) Problems in production (manufacturers only)

In terms of production, the most frequently cited reply was an “Increase in procurement costs” (71.1%)
(Diagram 32). This was followed by “Limited cost-cutting measures available” (38.8%) and “Difficulty in
local procurement of parts and raw materials” (38.1%). It should also be noted that an “Increase in
procurement costs” was the reason most frequently cited by manufacturers (67.4%) for the estimated decline in
operating profit in 2008. This is indicative of the fact that despite rising procurement costs, manufacturers have
nearly exhausted all cost-cutting measures at their disposal.

Similarly in the ASEAN region, an “Increase in procurement costs” was the most frequently cited reply
(71.6%). A breakdown by country and industry of the respondents citing this problem indicates that
manufacturers of motor vehicles and motorcycle parts and accessories in Thailand were the most numerous at
90.6%. While procurement costs continue to rise, manufacturers also cited “Major clients requesting lower
prices” as the number one problem in sales. This is indicative of the harsh business environment in which
manufacturers of parts and accessories are finding themselves having to contend with rising costs on the one
hand and demands for lower prices on the other.

Additionally, in Southwest Asia, an “Increase in procurement costs” was the most frequently cited reply
(62.4%). By contrast, however, manufacturers in Southwest Asia have cited “Electric power shortage”
(43.6%) as their fourth largest production problem, which differentiates them from their counterparts in the
ASEAN and Oceania regions. The magnitude of this problem may be surmised from the fact that it was the
most frequently cited production problem among manufacturers in Bangladesh (70.6%) and Pakistan (69.2%).

Furthermore, in the Oceania region, an “Increase in procurement costs” (81.6%) was also the most frequently
cited reply. It is also characteristic for this region that “Stricter environmental regulations” (24.5%) came in
third place. This is a reflection of the strict environmental impact assessment requirement in place in
Awustralia, which requires foreign-affiliated companies to submit environmental impact statements upon entry

into the Australian market.
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Diagram 32: Problems in production (top five) (manufacturing industry)

(Multiple answers allowed, unit: %, Valid responses: 914)

Valid

1 2 3 4 5
responses
914 Increase in Limited cost-cutting measures available ifficulty in focal pmcur?mem of Difficulty in quality control Insufficient pmd“c“o.n cap acity
Total procurement costs parts and raw materials due to lack of facilities
100.0 711 38.8 38.1 37.6 20.1
764 Increase in Limited cost-cutting measures available Difficulty in quality control ifficulty in local pmcur?mem of| Insuficient pmdumo_n cap acity
ASEAN Total procurement costs parts and raw materials due to lack of facilities
100.0 716 40.8 38.2 37.8 22.0
Difficulty in local Electric
Increase in - — . procurement of Insufficient production capacity . . .
Indonesia 109 procurement costs Limited cost-cutting measures available parts and raw power due to lack of facilities Difficulty in quality control
materials shortage
100.0 734 43.1 38.5 376 339
103 Increase in Limited cost-cutting measures available | Difficulty in quality control Difficulty in local procurgmem of | Insufficient pmdumoﬂ cap acity
Malaysia procurement costs parts and raw materials due to lack of facilities
100.0 748 51.5 427 311 223
. Difficulty in - B
Insufficient TR H H Difficulty in local
Electric power | production | Ccangeoverof Difficulty in | Increase in procurement of Limited cost-cutting
6 - production items quality procurement .
Myanmar shortage capacity dueto | 7 L ont parts and raw measures available
lack of facilities N control costs materials
timeframe
100.0 833 50.0 333 16.7
Increase in Difficulty in local procurement of parts and Limited cost-cutting . - - Insufficient production capacity
Philippines 112 procurement costs raw materials measures available Difficulty in quality control due to lack of facilities
100.0 60.7 46.4 42.0 36.6 14.3
i 46 Increase in Limited cost-cutting measures available | Difficulty in quality control Difficulty in local procurement of| Insuficient pmd”mo.n cap acity
Singapore procurement costs parts and raw materials due to lack of facilities
100.0 73.9 50.0 21.7 19.6 174
i o . . Limi -cuttin iffi i ici i i
- 309 Increase in Difficulty in quality control ted cost C_Utt [o] Difficulty in local procurgment of| Insufficient productlo_n.c_apauty
Thailand procurement costs measures available parts and raw materials due to lack of facilities
100.0 75.1 39.2 38.2 314 214
Difficulty in local X . . X Limi -~ in
) 79 procurement of parts| Increase in procurement costs Difficulty in quality control Electric power shortage ted cost C.LIJ u Ig
Vietnam and raw materials measures available
100.0 69.6 68.4 45.6 34.2 29.1
i Difficulty in local procurement of partsand | ... . . . Limi -cuttini
101 Increase in ty P X P Difficulty in quality control Electric power shortage ted cost c_u ting
Southwest Asia Total procurement costs raw materials measures available
100.0 62.4 475 455 436 25.7
17 Electric power Increase in Difficulty in quality control Difficulty in local procurgment of| Limited COSt—C_uttIng Insufficient productlo_n.c_apauty
Bangladesh shortage procurement costs parts and raw materials measures available due to lack of facilities
100.0 70.6 52.9 47.1 29.4 235
i Difficulty in local procurement of partsand | ... . . . Limi -cuttini
i 56 Increase in ty P . P Difficulty in quality control Electric power shortage ted cost c_u ting
India procurement costs raw materials measures available
100.0 66.1 51.8 48.2 375 23.2
. Difficulty in local
Electric power . iece . . High customs duties on imported
. 13 Increase in procurement costs Difficulty in quality control |procurement of parts and raw| - - )
Pakistan shortage N capital goods and intermediary goods
materials
100.0 69.2 53.9 38.5 30.8 231
Insufficient iffi i e i
Increase in Difficulty in local procurement of parts and Limited cost-cutting production leflcu_lty in D'ﬁ'c.umf n Cha”_ge_over of
. 15 : ) - quality production items within a short
Sri Lanka procurement costs raw materials measures available capacity due to timef
lack of facilities control imeframe
100.0 66.7 46.7 40.0 333 26.7
| i Stricter environmental Difficulty in local
49 nerease in Limited cost-cutting measures available . procurement of parts and raw| Difficulty in quality control
Oceania Total procurement costs regulations ;
materials
100.0 81.6 34.7 245 225 12.2
33 Increase in Limited cost-cutting measures available ifficulty in local procurgment of - Stricter enV|r-0nmentaI Difficulty in quality control
Australia procurement costs parts and raw materials regulations
100.0 78.8 30.3 27.3 242 15.2
" e X Difficulty in . X
Increase in . . Difficulty inlocal | - Electric changeoverof | Difficulty in
L . . Stricter environmental procurement of geovel .
16 procurement Limited cost-cutting measures available . power production items quality
New Zealand regulations parts and raw
costs materials shortage within a short control
timeframe
100.0 87.5 43.8 25.0 125 6.3
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(3) Problems in financial affairs, financing or foreign exchange

The top two problems in financial affairs, financing, or foreign exchange cited by the manufacturing industry
as a whole were “Volatility of local currency’s exchange rate against the US dollar” (58.1%) and “Volatility of
local currency’s exchange rate against the Japanese yen” (43.0%) (Diagram 33-1).

In the ASEAN region, also, “Volatility of local currency’s exchange rate against the US dollar” (57.2%) and
“Volatility of local currency’s exchange rate against the Japanese yen” (42.5%) took the top two spots.

Similarly in Southwest Asia, “Volatility of local currency’s exchange rate against the US dollar” (58.0%) was
the most frequently cited problem. In particular, the percentage in Pakistan was the highest among the nations
of Southwest Asia with 83.3%. This is thought to be a reflection of the drastic depreciation of the Pakistan
rupee since June 2008. In Bangladesh and Sri Lanka, on the other hand, a relatively large percentage of
manufacturers have cited “Shortage of cash flow necessary for capital investment.”

Additionally, in the Oceania region, “Volatility of local currency’s exchange rate against the US dollar”
(71.4%) and “Volatility of local currency’s exchange rate against the Japanese yen” (53.1%) were the two most
cited replies.

The top two problems in financial affairs, financing or foreign exchange cited by the non-manufacturing
industry as whole were “Volatility of local currency’s exchange rate against the US dollar” (43.3%) and
“Volatility of local currency’s exchange rate against the Japanese yen” (38.6%) (Diagram 33-2).

Furthermore, in the ASEAN region, “Volatility of local currency’s exchange rate against the US dollar”
(42.0%) and “Volatility of local currency’s exchange rate against the Japanese yen” (36.7%) took the top two
spots.

In Southwest Asia, on the other hand, “Tax burdens” ranked the highest at 50.4%. This seems to be a major
problem in India where 62.5% of the manufacturers cited this problem, which is an indication of the complexity
of the national tax system for companies engaging in manufacturing and sales activities in India.

In the Oceania region, “Volatility of local currency’s exchange rate against the Japanese yen” (51.7%) and

“Volatility of local currency’s exchange rate against the US dollar” (49.3%) were the two most cited replies.
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Diagram 33-1: Problems in financial affairs, financing or foreign exchange (top five)

(manufacturing industry)

(Multiple answers allowed, unit: %, Valid responses: 895)

Copyright © 2009 JETRO. All rights reserved.

Valid 1 2 3 4 5
responses
Volailty ofocalcurrecy s| VORI ol Toca curency s Shortage of cash flow necessary for capital | Volatility of the Japanese
895 exchange rate against the US| exchange rate against the Japanese Tax burdens . A
Total dollar ven investment yen against the US dollar
100.0 58.1 43.0 26.6 20.6 19.9
Volailty of ocal curreicy | VORI or Toca curency s Shortage of cash flow necessary for capital | Volatility of the Japanese
746 exchange rate against the US| exchange rate against the Japanese Tax burdens . h
ASEAN Total dollar ven investment yen against the US dollar
100.0 57.2 425 26.1 213 19.6
Volatility of local currency’s Volatility of local 5 h t hort: f cash flow n for ital
106 exchange rate against the US Tax burdens Olatility o10ca’ CUITENCY 'S exchange rate Shortage of cas X oW necessary for capita Rising interest rates
Indonesia dollar against the Japanese yen investment
100.0 50.9 472 321 274 245
Volatility of local currency’s| _ Volatility of local currency's hor f cash flow n rv for capital | Volatility of th n n against th
103 exchange rate against the US| exchange rate against the Japanese Shortage of casl . ow necessary for capita olatlity of the Japanese yen against the Tax burdens
Malaysia doller ven investment US dollar
100.0 66.0 437 214 204 175
Volatility of local Difficulty in
’s exche Restrictions on Shortage of cash flow necessary for capital | Precurinafunds | v/olatility of the Japanese
6 currency’s exchange fndp Tax burdens g o y p! from local ty T USpd h
Myanmar rate against the US| 4 settlements investmen financial yen against the ollar
dollar institutions
100.0 833 50.0 333 16.7
Volatility of local currency’s Volatility of local currency s Volatility of the Japanese ven against the
112 [exchange rate against the US| exchange rate against the Japanese Y P yenag Tax burdens Shortage of cash flow necessary for
Philippines dollar yen US dollar capital investment
100.0 64.3 46.4 339 259 241
Volatly ofTocalcurteny”s| — VORulty or ocal cuency's | ~\zolatility of the Japanese yen against the | Shortage of cash flow necessary for capital o
. 44 exchange rate against the US| exchange rate against the Japanese . Rising interest rates
Singapore dollar ven US dollar investment
100.0 773 36.4 21.3 15.9 6.8
Volatility of local currency’s i B hort: f cash flow n for ital
Thailend 299 exchange rate against the exc\h/;l?;:]zt:;;‘;::;&‘;:e&'? d;”a[ Tax burdens Shortage of cas invoestmeezissary or capita Rising interest rates
allan Japanese ven
100.0 54.9 53.9 24.8 16.4 15.1
. - OTatility of the . ifhi i i
Volaity of focalcurency's Shortage of cash f_Iow openee g Restrictions on fund procurement and Difficulty in progurmg funds|
X 76 exchange rate against the US necessary for capital againstthe US Tax burdens settlements from local financial
Vietnam dollar investment ol institutions
100.0 434 30.3 27.6 25.0 145
VOlanll}y of t)cal Volatility of local currency’s| Shortage of cash t\:e)lji:“atr)]/eg:
_ 100 currency s exchange exchange rate against the Rising interest rates Tax burdens flow necessary for p .
Southwest Asia Total rate against the US Japanese yen capital investmeny| YEN against
dollar the US dollar
100.0 58.0 420 34.0 30.0 21.0
Volatility of local -
Difficulty in procuring funds| - B Volatility of the
Shortage of cash ﬂow yinp X g Restrictions on fund procurement and currency's Japanese yen L
16 necessary for capital from local financial tlements exchangerate | - L s | Tax burdens Rising interest rates
Bangladesh investment institutions settlemen against the US 9 dol
dollar onar
100.0 43.8 313 25.0 188 125
Volatility of local currency’s "Volatility of Tocal currency's Volatility of the Japanese
58 exchange rate against the US| exchange rate against the Japanese Tax burdens Rising interest rates ty P
India dollar ven yen against the US dollar
100.0 65.5 517 39.7 379 20.7
Volatility of local | Volatility of local Difficulty in | \olatility of
5 currency’s o Shortage of cash | procuring funds
) 12 currency_s eXChange exchangerate | . Rising flow necessary fo from local the Japanese
Pakistan rateagainstthe US |~ oingine | interestrates fc.oicinvesimend  financia yen against
dollar Japanese yen institutions | the US dollar
100.0 833 66.7 8.3
Volatility of local Volatility of
14 currency’s exchange fi'x::g:;x:r the Japanese Tax burdens Volatility of local currency’s exchange rate Rising interest rates
Sri Lanka rate against the US capital investment| YEN against against the Japanese yen
dollar the US dollar
100.0 50.0 35.7 28.6 214 14.3
Volatility of local currency’s VoTatilty of local currency's Volatility of th e n inst th
49 exchange rate against the US| exchange rate against the Japanese Tax burdens atility of the Japanese yen against the Rising interest rates
Oceania Total dollar ven US dollar
100.0 714 53.1 26.5 225 16.3
Volatility of local currency’s| _ Volatility of local currency s Volatility of th n n against th
Australi 35 exchange rate against the US|  exchange rate against the Japanese Tax burdens olatility of t eljgp;oleli yen against the Rising interest rates
ustralia dollar yen
100.0 65.7 514 314 22.9 17.1
Volatility of local . Restrictions on
Volatility of local ’ - .
currency’s exchange | D O 06 CUTEREY'S) ysopatility of the Japanese yen against the A Shortage of cash ¢y
14 . exchange rate against the Tax burdens Rising interest rates flow necessary for]
New Zealand rate against the US Japanese yen US dollar capital investmen|  Procurement
dollar and settlements
100.0 85.7 57.1 214 143 71
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Diagram 33-2: Problems in financial affairs, financing or foreign exchange (top five) (non-manufacturing

industry)
(Multiple answers allowed, unit: %, Valid responses: 824)
valid 1 2 3 4 5
responses
Volatility of local currency's o > - m
821 exchange e sgnst he US Volatility of local currency’s exchange rate against the Tax burdens Shortage of cash flow necessary Volatllltly of the Japanese
Total dollr Japanese yen for expansion of sales yen against the US dollar
100.0 433 38.6 26.6 17.0 16.0
510 :x(;l:‘a]r:“i 2{::’:1;‘;‘;’:::11; Volatility of local currency’s exchange rate against the Tax burdens Shortage of cash flow necessary | Volatility of the Japanese
ASEAN Total o dougr Japanese yen for expansion of sales yen against the US dollar
100.0 420 36.7 25.1 18.2 171
Volatility of local currency's o , m
. 50 exchange s st he US Tax burdens Volatility of llocal currency’s exchange rate Volatllltly of the Japanese | Shortage of cash flow necessary
Indonesia doller against the Japanese yen yen against the US dollar for expansion of sales
100.0 60.0 46.0 28.0 220 20.0
6 :‘;:::‘é °;¢°;2:;‘f:;b; Volatility of local currency’s exchange rate against the Tax burdens Shortage of cash flow necessary | Volatility of the Japanese
I . .
Malaysia xereng dn"grl Japanese yen for expansion of sales yen against the US dollar
100.0 484 453 25.0 219 141
“ \'ol:umy ofl local cu;r::CL; Restrictions on fund procurementj Tax burdens Shortage of cash flow necessary vjmg:yf::e Difficulty in procuring funds
Myanmar exchange radf)ﬁffms ¢ and settlements for expansion of sales againstthe US | from local financial institutions
dollar
100.0 429 35.7 143 71
57 V“';“l“y "i"‘”'_““z’::“ﬁ; Tax burdens Volatility of local currency’s exchange rate | Shortage of cash flow necessary | - Volatility of the Japanese
Philippines e mﬁ?m ¢ against the Japanese yen for expansion of sales yen against the US dollar
100.0 474 351 333 263 140
Volatilty ot focalcurency’s - yjolaility of local ’s exch te against the | Volatility of the Japanese yen against th L
. 125 exchange rate agint the US olatility of local currency’s exchange rate against the olatility e Japanese yen against the | Shortage of cash flow necessary Rising interest ates
Singapore doller Japanese yen US dollar for expansion of sales
100.0 44.0 39.2 32.8 9.6 72
Volatilty of local currency's T , - — -
¥ otloc ¥S I 'Volatility of local currency’s exchange rate against the US Shortage of cash flow necessary | - Difficulty in procuring funds
Thailand 160 exchange e ag:';“ the Japanest dollar Tax burdens for expansion of sales from local financial institutions
100.0 419 28.8 26.3 213 94
Volatility oflocalf:nxncncy's Restrictions on fund procuremem and Volatility oqu?al currency’s o
N 40 exchange rate against the US Tax burdens exchange rate against the Japanese Rlslng interest rates
Vietnam dollar settlements en
100.0 475 35.0 215 225 20.0
" s . Shortage of cash | Volatility of local currency’s -
Volatility of local currency’s exchange rate against the US . Lo Restrictions on fund
: 113 Tax burdens doll flow necessary for| - exchange rate against the Rising interest rates t and settl
[Southwest Asia Total ollar expansion of sales| Japanese yen procurement and settlements
100.0 50.4 38.9 239 230 212
. i . Volatility of local ili .
Difficulty in procuring | currencys I\;lea:plilitnye(sjl Restrictions on Shortage of cash | Volatility of local currency’s
12 funds from local financial | exchange rate . " |fund procurement| Tax burdens |flow necessary for| - exchange rate against the Rising interest rates
BangladeSh institutions against the US yen against and settlements expansion of sales| Japanese yen
dollar the US dollar
100.0 417 333 25.0 16.7
Short fcash f Volatility of local
Volatility of local currency’s exchange rate against the US A ortage of cash Tlow curency’s | Restritions on
. 72 Tax burdens doll Rising interest rates necessary for expansion of | exchange rate |fund procurement
India oflar sales against the and settlements
Japanese yen
100.0 62.5 38.9 29.2 236 222
Volaﬂ”ty of local o 5 : e i i Shortage of cash | Restrictions on V0|aII|Ity of
Volatility of local currency’s exchange rate against the | Difficulty in procuring funds from local the Japanese
. 16 currency’s exchange rate ] financial instituti flow necessary for fund procurement ; Tax burdens
Pakstan against the US dollar APanese yen ihancial ISttutions expansion of sales| and settements | YEN against
the US dollar
100.0 62.5 313 25.0 18.8 125
Difficulty in | Volatlity of local | \/olatility of | Volatility of local
. procuring funds currency’s currency’s foi Restrictions on fun
. 13 Tax burdens Shortage of cash flow necessary for expansion of sales from local exchange rate the Japapese exchangerate | . Rising estrictions do ﬁ: o
Sri Lanka financil againsttne | YEMAGAINSt | oo neys | interest rates | procurement and settlements
institutions Japanese yen | the US dollar dollar
100.0 46.2 30.8 231 154 .7
Volatility of local - N . o Shortage of cash i
Volatility of local currency’s exchange rate against the US Volatility of the Japanese Rising
. 201 | currency’s exchange rate dolli Tax burdens inst the US doll flow necessary for] .
Oceania Total against the Japanese yen ollar yenagainst the US dollar |, . on o saes] interest rates
100.0 51.7 49.3 16.9 12.9 10.0
Volat.|I|Iy of local Volatility of local currency’s exchange rate against the Volatility of the Japanese Shortage of cash Rising
. 158 currency’s exchange rate ] Tax burdens inst the US doll flow necessary for| .
Australia against the US dollar Japanese yen yen against the US dollar o, . on o saes| interest rates
100.0 51.3 50.6 17.7 114 10.1
Volatility of local " N . i : Shortage of cash o
Volatility of local currency’s exchange rate against the US| Volatility of the Japanese yen against the Rising
43 currency’s exchange rate doll US doll Tax burdens flow necessary for] .
New Zealand againstthe Japanese yen ollar lollar expansion of saes| INterest rates
100.0 55.8 419 18.6 14.0 9.3

-47 -

Copyright © 2009 JETRO. All rights reserved.




(4) Problems with labor or employment

Among manufacturers in the ASEAN region, Southwest Asia and the Oceania region, an “Increase in
employee wages” was the most frequently cited problem in terms of labor or employment (Diagram 34-1).

In the ASEAN region, the rankings in labor and employment problems have not changed since the previous
survey, with an “Increase in employee wages” (70.5%) coming in first, followed by “Difficulty in recruiting
engineer staff” (42.8%) and “Difficulty in recruiting middle management staff” (39.4%). The percentage of
manufacturers citing an “Increase in employee wages” was particularly high in Indonesia (85.7%) and Vietnam
(85.2%), where increases in their minimum wages have taken place.

In Southwest Asia, an “Increase in employee wages” was the most frequently cited reply (75.0%). This was
followed by a “Low rate of worker retention” (46.2%). In India, as was the case in the previous survey, an
“Increase in employee wages” (78.3%) and a “Low rate of worker retention” (51.7%) took the top two spots,
indicating that these problems continued to pose major problems for manufacturers operating in India.

Additionally, in the Oceania region, an “Increase in employee wages” (81.6%) was the most frequently cited
reply. The percentage of manufacturers citing an “Increase in employee wages” (94.1%) was particularly high
in Australia.  This is thought to be due to the pressure to raise wages in the tight labor market that has emerged
as a result of the resources boom in Australia during the first half of the previous year and the ensuing strong
economy.

An “Increase in employee wages” (65.7%) was also the most frequently cited reply among companies in the
non-manufacturing industry in the ASEAN region, Southwest Asia and the Oceania region (Diagram 34-2).

In the ASEAN region, “Personnel costs of Japanese (expatriate) officers and staff” (33.5%) jumped to second
place from its previous fifth-place spot and became the second biggest labor or employment problem behind an
“Increase in employee wages” (63.6%). By country, Singapore had the highest percentage citing this problem
at 45.4% and it was cited most frequently by trading companies (57.1%). This is thought to be due to the
effects of growing inflation and the resulting rise in personnel and housing expenses.

In Southwest Asia, an “Increase in employee wages” was the most frequently cited reply (67.2%). In India,
the rankings have not changed since the previous survey, with an “Increase in employee wages” (70.1%)
coming in first, followed by the “Personnel costs of Japanese (expatriate) officers and staff” (48.1%) and a
“Low rate of worker retention” (40.3%).

In the Oceania region, “Difficulty in recruiting general staff” (37.6%) and a “Low rate of worker retention”

(33.0%) ranked in the top three behind an “Increase in employee wages” (70.6%).
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Diagram 34-1: Problems with labor or employment (top five) (manufacturing industry)

(Multiple answers allowed

unit: %, Valid responses: 922)

Valid 1 2 3 4 5
responses
922 | Increase in employee wages D|ff|cult>/ Inrecruiting Difficulty in recruiting middle management staff Low rate of worker retention Dificulty in Iocal|zmg managers and sit
Total engineer staff Supervisors
100.0 716 413 39.1 359 29.6
769 | Increase in employee wages D|ff|cu|t>/ Inrecruiting Difficulty in recruiting middle management staff Low rate of worker retention Difficultyin Iocahzmg managers and site
ASEAN Total engineer staff supervisors
100.0 705 428 394 346 323
. Restrictions on staff e . L Personnel costs of Japanese (expatriate) Difﬁa,‘w in | Difficulty in Iocal!zmg
105 | Increase inemployee wages| . . Difficulty in recruiting middle management staff ) recruiting managers and site
Indonesia dismissal and reduction officers and staff ] .
engineer staff supervisors
100.0 85.7 476 333 314 305
. Difficulty i iti ) Difficulty i iting midd| Restricti ff dismissal
. 107 | Increase in employee viages ifficu ty in recruiting Low rate of worker retention ifficulty in recruiting middle estrictions on sta_ dismissal and
Malaysia engineer staff staff reduction
100.0 59.8 495 439 374 365
oiffcuttyin| P | Diffcuttyin
. - ) " costs of -
Increase in | Low rate of e . - Difficulty in |  recruiting localizing - _—
Difficulty in recruiting " . Japanese Restrictions on staff dismissal and
6 employee worker . recruiting middle X managers and -
Myanmar ) engineer staff (expatriate) d reduction
wages retention general staff | management | ~ site
staff officers and supervisors
staff p
100.0 66.7 50.0 333 16.7
e 114 | Increase in employee wages D|ff|cu|ty Inrecruiting Difficulty in recruiting middle management staff Low rate of worker retention Difficultyin Iocahzmg managers and site
Philippines engineer staff supervisors
100.0 66.7 49.1 404 36.0 307
) Difficultyin |- iffcutyin Difficulty in recruiting | Personnel costs of Japanese (expatriate) . ) )
48 Increase in employee wages |  recruiting recruiting ; Low rate of worker retention ) Restrictions on employing foreign workers
Singapore ] middle management staff officers and staff
general staff | engineer staff
100.0 75.0 333 313 292 1838
. 308 | Increase in employee wages D|ff|cu|ty Inrecruiting Difficulty in recruiting middle management staff Difficuly in Iocallzmg managers and site Low rate of worker retention
Thailand engineer staff supervisors
100.0 65.9 429 393 38.0 357
. 81 Increase in employee wages I?lfflculty In recruiing Low rate of worker retention Difficulty in recruiting engineer staff Difficulty in Iocallzmg managers and site
Vietnam middle management staff supervisors
100.0 85.2 543 50.6 457 333
. - I A [ - ’ P | f jat
104 | Increase in employee wages | Low rate of worker retention| Difficulty in recruiting middle management staff Difficulty in recruiting engineer staff ersonne COS[.S of Japanes: (expalriate)
Southwest Asia Tota officers and staff
100.0 75.0 462 365 346 219
Difficulty in Personnel costs Restrictions PP,
recruiting | Difficulty in of Jpanese on staff Ijlgzlacll:zlz !
16 Increase in employee wages|  middle recruiting Low rate of worker retention Difficulty in recruiting general staff (expatriate) | . . 9
Bangladesh mana . N dismissal and| managers and
gement engineer staff officers and ) i isor
staff staff reduction |Site supervisors
100.0 75.0 375 313 18.8 125
India 60 Increase in employee wages | Low rate of worker retention m?(;z?:ﬂgﬂ!;?;;'{“;gﬂ leflg::iﬁ;:rr:g ;lllng Personnel czi;iscz:jzgznse;eﬁ(expalrlale) Difficulty in recruiting general staff
100.0 783 517 383 333 217
Difficulty in » .
. : rectuting D'ﬁ'CU_IFy " Personnel costs of Japanese | Difficulty in localizing managers and site lefluley n Restrictions on staff
i 13 |Low rate of worker retention| Increase in employee wages|  middle recruiting - N : recruiting o )
Pakistan . (expatriate) officers and staff supervisors dismissal and reduction
management | engineer staff general staff
staff
100.0 53.9 46.2 231 154 77
s . Personnel
Difficulty in -
recruiting Restrctions Difficulty in localizing | Difficulty in | Difficulty in costs of
. . on staff . 3 " " Japanese
) 15 Increase in employee wages | middle | . . Low rate of worker retention managers and site recruiting | recruiting -
Sri Lanka dismissal and . 3 (expatriate)
management . supervisors general staff | engineer staff| *
reduction officers and
staff
staff
100.0 86.7 40.0 333 267
. Difficulty in recruiting . . . . . . . .
Oceania Total 49 Increase in employee wages middle management staff Low rate of worker retention Difficulty in recruiting engineer staff Difficulty in recruiting general staff
100.0 816 388 347 327 204
Difficulty in . ) o .
. rectuiting Dlﬁlcu.ITy n . Personnel costs of Japanese (expatriate) lefm{IFy n Restrictions on staff
X 34 Increase in employee wages [ middle recruiting Low rate of worker retention ) recruiting o ;
Australia _ officers and staff dismissal and reduction
management | engineer staff general staff
staff
100.0 9.1 382 353 206 177
. Difficulty in recruiting . PP - - . - .
New Zealand 15 Increase in employee wages middle management saff Low rate of worker retention Difficulty in recruiting general staff Difficulty in recruiting engineer staff
100.0 533 40.0 333 26.7 200
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Diagram 34-2: Problems with labor or employment (top five) (non-manufacturing industry)

(Multiple answers allowed, unit: %, Valid responses: 865)

Valid
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1 2 3 4 5
responses
Increase in Difficulty in recruiting . Personnel costs of Japanese e . - .
Total 865 employee wages general staff Low rate of worker retention (expatiate) officers and st Difficulty in recruiting engineer staff
100.0 65.7 332 299 289 26.0
Increase in Personnel costs of Japanese - . - . - . . .
ASEAN Total 549 employee wages| (exptiate) offcrs and staf Difficulty in recruiting general staff Low rate of worker retention|  Difficulty in recruiting engineer staff
100.0 63.6 335 310 28.8 26.1
” . . Personnel costs
) Difficulty in localizing Difficulty in | * of Japanese
Increase in . _— - . " N - . )
. 54 managers and site Restrictions on staff dismissal and reduction recruiting | (expatriate) | Restrictions on employing foreign workers
Indonesia employee wages X . |
SUpervisors engineer staff| - officers and
staff
100.0 68.5 35.2 278 222 185
Difficulty in | Low rate of pe?}me' | Restictons
Increase in 1y A - . ol Japanese onstaff | Difficulty in localizing managers and site
Malaysia 67 employee wages recruiting worker Difficulty in recruiting engineer staff (expatriate) dismissal and Supervisors
Y general staff [ retention officers and .
staff reduction
100.0 55.2 403 284 16.4 149
. . . o . Personnel costs Diffcultyin
Dlﬁlcu.IFy in . Increase in DIffICL!le in| of Japenese loalizing | Restrictions on employing
12 recruiting [ Low rate of worker retention| employee | recruiting | (expatriate) 8
Myanmar | staff ates | engineer saff| officersand | M and foreign workers
genera wag ol saff site supervisors
100.0 4.7 333 25.0 16.7
. Difficulty in | Difficulty in | ~.cc . . .
I 56 Increase in Low rate of worker retention| Personnel costs of Japanese (expatriate) officers and staff | recruiting | recruiting Dificulty in Iocahnng managers and sit
Philippines employee wages N supervisors
general staff | engineer staff
100.0 57.1 44.6 321 304 232
i Difficultyin | Lowrateof | . . . . .
) 141 Ir:crease n (:irsa(::r;i)cg:;iscgszgzzetﬁ Difficulty in recruiting general staff recruiting worker Diffculty in IocaI|Z|ng managers and site
Singapore employee wages | (exp: al engineer saff | retention supervisors
100.0 713 454 319 255 12.1
i P | Difficulty in recruitin ifficulty i izi - . . - .
. 173 Increase in ersonnel costs of Japanese culty In recruting D'“‘“““y'”. Ioca“m:q MANAGETSI | ow rate of worker retention Difficulty in recruiting engineer staff
Thailand employee wages (expatriate) officers and staff general staff and site supervisors
100.0 555 347 289 278 214
i Diffi i iti [ - .
] 46 Increase in |cu|t.y inrecruting Difficulty in recruiting general staff Perso”.nd costs o Japanese Low rate of worker retention
Vietnam employee wages engineer staff (expatriate) officers and staff
100.0 76.1 413 39.1 348 304
i Difficulty in recruitin . ) .| Difficulty in localizi i
_ 122 Increase in culty n recruiting Personnel costs of Japanese (expatriate) officers and staff | Low rate of worker retention| ificulty in local 12Ing managers and site
Southwest Asia Total employee wages general staff supervisors
100.0 67.2 36.1 344 30.3 221
o . ifficulty i Restrictions
Increase in Difficulty in D":iﬁ,ﬂz ! on staff Restrictions on | Labor problems|
Bangadesh 14 employee wages recruiting eragers agn d Difficulty in recruiting engineer staff Low rate of worker retention dismissal and employing | (strikes, union
anglades! ]
general staff site supervisors reduction foreign workers| problems, etc.)
100.0 50.0 429 28.6 143 71
Increase in Personnel costs of Japanese . Difficulty in recruiting o . - .
India 7 employe wages|  (exptrite) oficers an s Low rate of worker retention general staff Difficulty in recruiting engineer staff
100.0 701 481 403 317 16.9
Increase in Difficulty in DIifﬁcl%m'y g Personnel costs of Japanese
. 18 recruiting oclizing Difficulty in recruiting engineer staff . N p Low rate of worker retention
Pakistan employee wages | staf | Meeers and (expatriate) officers and stafff
general stait | o supervisors
100.0 444 333 218 222 111
Personnel costs
. - . . [T - Difficulty in localizi -
Increase in Difficulty in recruiting Difficulty in recruiting fficulty in localizing | Low rate of |Labor problems) - of Japanese Restrictions on staff
Sri Lank 13 employee wages engineer staff eneral staff managers and ste worker | (trikes, union | - (expatiate) dismissal and reduction
ri Lanka ployee wag g g Supervisors retention | problems, etc.) |~ officers and
staff
100.0 100.0 308 231 154 7.7
) 194 Increase in Difficulty in recruiting Low rate of worker retention D|ff|cult.y in recruiting Restrictions on staff dismissal and
Oceania Total employee wages general staff engineer staff reduction
100.0 70.6 376 330 289 17.0
. 156 Increase in Difficulty in recruiting Low rate of worker retention D|ff|cu|tly in recruiting Restrictions on staff dismissal and
Australia employee wages general staff engineer staff reduction
100.0 731 385 372 282 173
. e . N Low rate of | Restrictions on :
38 Ir:crease n Dlﬁwu:;irl:l r;;?mng Difficulty in recruiting engineer staff worker | staff dismissal Personnel cg:};cofrngznieﬁ(expamate)
New Zealand employee wages 9 retention | and reduction icers ands
100.0 60.5 342 316 15.8 105
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(5) Problems in the investment environment

Among the problems in the investment environment, “Unstable or insecure political or social conditions”
(42.4%) jumped to first place from its previous fourth-place spot for the manufacturing industry as a whole
(Diagram 35-1).

Additionally, in the ASEAN region, “Unstable or insecure political or social conditions” (44.5%) jumped to
first place from the previous fourth-place spot. This was due to the fact that “Unstable or insecure political or
social conditions” (60.0%) became the most frequently cited problem among manufacturers in Thailand.
Thailand had been plagued with internal strife, beginning with the occupation of the prime minister’s office by
anti-Thaksin protestors at the end of August 2008, followed by the state of emergency declared in Bangkok as a
result of the pro- and anti-Thaksin forces battling each other on the streets in September and culminating in the
sacking of Prime Minister Samack on grounds of violating conflict of interest rules in the constitution.

In Southwest Asia, “Underdeveloped infrastructure” (76.0%) was the most frequently cited reply, but, with
the exception of India, “Unstable or insecure political or social conditions” (43.0%) also ranked among the top
problems in the investment environment, illustrating the underlying quest by manufacturers for political
stability in the area. In India, “Underdeveloped infrastructure (electric power, transportation, communications,
etc.)” (79.0%) was once again the most frequently cited reply, suggesting that India’s infrastructure remained a
major problem in the investment environment.

As the countries in the Oceania region are industrialized, there were very few matters of concern regarding
the investment environment compared to the ASEAN nations and the countries of Southwest Asia, and even the
most frequently cited problem of “Complicated administrative procedures” was only mentioned by 23.7% of
the respondents.

In the non-manufacturing industry, as a whole, “Lack of office space and rising rent” (39.9%) was the most
frequently cited reply, as was the case in the previous survey (Diagram 35-2).

In the ASEAN region, “Unstable or insecure political or social conditions” (36.9%) jumped to first place
from the previous fifth-place spot. This is mainly attributable to the fact that “Unstable or insecure political or
social conditions” (63.9%) became the most frequently cited problem among companies operating in Thailand.

In Southwest Asia, “Underdeveloped infrastructure” (67.7%) was the most frequently cited reply. Many of
the trading companies in Bangladesh (85.7%) and many of the sales companies (83.3%), transport and
warehousing companies (75.0%), and trading companies (73.9%) in India, in particular, cited this problem.
This was followed by “Complicated tax procedures” (49.2%) in second place. The percentage of companies
citing “Complicated tax procedures” was particularly high in India (62.8%), suggesting that complicated
domestic regulations and tax procedures were becoming obstacles to investment.

In the Oceania region, a large percentage of companies cited “Lack of office space and rising rent” (48.6%).
However, other than this problem, there were very few matters of concern for companies in Oceania, unlike

their counterparts in the ASEAN region and Southwest Asia.
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Diagram 35-1: Problems in the investment environment (top five) (manufacturing industry)

(Multiple answers allowed, unit: %, Valid responses: 832)

vald 1 2 3 4 5
responses
Unstable or insecure political or . Unclear policy management by the . - .
Total 832 social conditions Underdeveloped infrastructure local government Complicated administrative procedures Complicated tax procedures
100.0 424 417 39.8 36.2 25.0
Unstable or insecure political or I . . - .
ASEAN Total 694 social conditions Unclear policy management by the local government Underdeveloped infrastructure Complicated administrative procedures Complicated tax procedures
100.0 445 411 383 36.0 24.1
Undeveloped economic and
nderdevel ’ ’ R . i
X 108 U. derdeveloped Unclear policy management by the local government| Complicated administrative procedures Complicated tax procedures legal S)./Ste.m s, and arbitrary
Indonesia infrastructure application of the legal
system
100.0 68.5 528 435 40.7 36.1
Restrictions on foreign
Complicated administrative| . Unclear policy management by the . - . . investment includin
. 80 P Underdeveloped infrastructure policy 9 Y Unstable or insecure political or social conditions . . 9
Malaysia procedures local government restrictions on foreign
capital ratio
100.0 313 288 26.3 18.8 15.0
Underdevelo| Unclear policy | Unstable or Cornlpllicate(li Undeveloped economic Complicated Restrictions on Lack of
6 d management by | insecure political| administrati| and legal systems, and ¢ foreign "":%"“e"‘ protection of
Myanmar . pe the local or social ve arbitrary application of ax ,e;[":;;n"f o | intellectual
infrastructuref  government conditions procedures
procedures the legal system foreign apital ratiof property rights
100.0 100.0 833 333
Underdeveloped . . . L Unclear policy management by the . R .
I 110 . n Unstable or insecure political or social conditions oficy 9 d Complicated administrative procedures Complicated tax procedures
Philippines infrastructure local government
100.0 65.5 60.0 54.6 318 213
Unstable or Res'f:f:i‘;:s 1 Unclear | Undeveloped
i i . i economic and i
Complicated administrative| "Mocoue Underdeveloped Complicated|  nesimen policy legal systems, Lowering of
. 22 political or |~ tax including [ management " custom
Singapore procedures ) infrastructure estrctions on and arbitrary i
social procedures toreion oo by the local [application of the] tariff levels
conditions ?am P government | legal system
100.0 136 9.1 4.6
Unstable or insecure Undeveloped economic and legal
. 290 political or social Unclear policy management by the local government| Complicated administrative procedures Complicated tax procedures systems, and arbitrary application
Thailand conditions of the legal system
100.0 60.0 335 317 20.3 18.3
Unclear policy .
Underdeveloped Complicated Undeveloped economic and legal systems, and . Unstable or insecure political or
Vietnam 8 infrastructure manag;;nveenrtnl;ye:]t;e local administrative procedures| arbitrary application of the legal system Complicated tax procedures social conditions
100.0 4.4 55.1 43.6 30.8 141
nderdevel . . . - . - . i
100 U. derdeveloped Unstable or insecure political or social conditions | Complicated administrative procedures Complicated tax procedures Unclear policy management by
Southwest Asia Total infrastructure the local government
100.0 76.0 43.0 420 40.0 39.0
Underdeveloped . . . - Unclear policy management by the . . .
17 . Unstable or insecure political or social conditions Complicated administrative procedures Complicated tax procedures
Bangladesh infrastructure local government
100.0 88.2 824 70.6 58.8 41.2
57 Underdeveloped Complicated Complicated tax Unclear policy management by the Undeveloped economic and legal systems, and Lack of protection of
India infrastructure administrative procedures| procedures local government arbitrary application of the legal system intellectual property rights
100.0 79.0 474 228 19.3 175
Undeveloped
Unstable or insecure Unclear policy management by the Complicated s ¢ ege
. 13 political or social Underdeveloped infrastructure policy 9 d Lack of protection of intellectual property rights tax systers, and
Pakistan . local government arbitrary
conditions procedures | application ofthe
legal system
100.0 92.3 615 385 231 154
Undeveloped
Unstable or insecure economic and legal
) 13 political or social Unclear policy management by the local government| ~ Underdeveloped infrastructure Complicated administrative procedures Complicated ax | - systems, and
Sri Lanka . procedures arbitrary
conditions application of the
legal system
100.0 84.6 69.2 615 385 30.8
U]
Underdevelol Unstable or Complica and legal ,::;n Lack of
Complicated administrative| " Lowering of custom tariff| ~insecure Systems,finvestmen
) 38 0 Unclear policy management by the local government] . ped 9 poliicator | 4% | “ang [ inauding | PrOtectionof
Oceania Total procedures infrastructur levels social [P orpigary [resiciond  iMellecttal
e conditions S| application] on forean property rights
of the legal Cf:t"‘;‘
system
100.0 237 184 132 26
Unstable or Undeveloped economic and
: Underdey
i inistrati i insecure ;
. 25 Complicated administrative| Lowering of custom tariff levels Unclear policy management by the wltialor | eloped | legal systems, and arbitrary
Australia procedures local government social|Mrestruct] application of the legal
conditions | " system
100.0 28.0 16.0 8.0 4.0
Restrictions]  Lack of
Inclear poli i onforeign | protection .
Unclear policy . . T CompIicate| yesmen of |Lowering of custom|
New Zealand 13 management by the local Underdeveloped infrastructure Complicated administrative procedures| — dtax | including intellectual tariff levels
ew Zealan: government procedures | ot propery
capital rati rights
100.0 385 308 154 1.7
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Diagram 35-2: Problems in the investment environment (top five) (non-manufacturing industry)

(Multiple answers allowed, unit: %, Valid responses: 815)

Valid

1 2 3 4 5
responses
Lack of office space and rising | Unstable or insecure political or - I . i
815 P 9 . . ‘p Complicated administrative procedures Underdeveloped infrastructure Unclear policy management
Total rent social conditions by the local government
100.0 39.9 29.9 29.2 26.0 24.4
Restrictions on foreign
Unstable or insecure political or| Lack of offic nd risin - L i i i i
512 r e political ack of office space and rising Complicated administrative procedures Unclear policy management by {n\{estment mc!udmg ]
ASEAN Total social conditions rent the local government restrictions on foreign capital
gn capi
ratio
100.0 36.9 36.5 29.7 28.3 242
Unstable or - .
Unclear policy management by . X . " Complicated Undeveloped economic and legal
) 54 lh II) Iy M ‘ Y[ complicated tax procedures Underdeveloped infrastructure nsecure F'f":“ca' administrative | systems, and arbitrary application of
Indonesia e local governmen cZLZ‘i)ICi;s procedures the legal system
100.0 50.0 46.3 40.7 37.0 29.6
. - Unstable or i :
Restrictions on foreign investment ’ T ! Unclear policy | Complicated
) 54 including restrictions on foreign Complicated administrative Lack of office space and rising rent insecure | Underdeveloped . management by tax
Malaysia capital ratio procedures political or infrastructure the local
social conditions} government procedures
100.0 46.3 25.9 185 14.8 9.3
Unclear Undeveloped Lack of
policy  |Unstable or insecure| économic and Lack of office| protection for
nder . R .
14 |Underdeveloped) o cement political or social | '®$!YStems:and|  complicated administrative procedures Complicated tax procedures | spaceand | intellectual
Myanmar infrastructure g o arbitrary p p p pe
by the local conditions application of the rising rent property
government legal system rights
100.0 714 64.3 57.1 42.9 7.1
Unstable or insecure political or] ~ Complicated administrative - . Unclear policy management
57 . e Underdeveloped infrastructure Compl
Philippines social conditions procedures P plicated tax procedures by the local government
100.0 61.4 43.9 42.1 38.6 36.8
. Undeveloped Restrictions on
. . ) . Complicated . Unclear policy i economicand | foreign investment|
120 Lack of office space and rising | Unstable or insecure political or administraive Lack of protection for management by | Complicated tax| legal systems, and including
Singapore rent social conditions intellectual property rights the local procedures arbitrary restrictions on
procedures overnment application of the |  foreign capital
g
legal system ratio
100.0 86.7 6.7 4.2 3.3 17
Unstable or insecure political or| _ResUictons onforeign invesiment Unclear policy management by the local Complicated administrative ndeveloped economic and ega!
. 166 ial diti including restrictions on foreign capital systems, and arbitrary application of
Thailand social conditions atio government procedures the legal system
100.0 63.9 41.0 343 28.9 19.9
Complicated administrative | Lack of office space and risi . i Undeveloped econommic and Tegal
. 47 it d P sing Underdeveloped infrastructure Uncleﬁr ;IJollcly management by systems, and arbitrary application of
Vietnam procedures rent the local government the legal system
100.0 68.1 57.5 511 447 383
Southwest Asia 124 Underdeveloped infrastructure |  Complicated tax procedures Complicated administrative procedures Lack of office space and rising | Unstable o lnsecur_e_polltlcal
Total rent or social conditions
100.0 67.7 49.2 47.6 41.1 39.5
) Unstable or i - Unclear policy . s " Undeveloped economic and legal .
15 Underdeveloped infrastructure r |Insectér_?_polmcal or management by the Complicated ztjdmlnlstratlve systems, and arbitrary application of | . Lack of protection for
Bangladesh social conditions local government procedures the legal system intellectual property rights
100.0 93.3 66.7 533 333 26.7
" 78 Underdeveloped infrastructure |  Complicated tax procedures Lack of office space and rising rent Complicated administrative - { Unclear policy management
India procedures by the local government
100.0 66.7 62.8 56.4 55.1 16.7
c licated Undeveloped
Unstable or insecure politi . i OmPIICated | economic and legal i inistrati
) 17 i d.t_polltlcal or| Underdeveloped infrastructure Unclear policy managemint by the local tax oystoms, andl abitay] Complicated administrative
Pakistan social conditions governmen procedures | apliationofthe procedures
legal system
100.0 94.1 64.7 58.8 29.4 235
Un(l:_lear C li d . Undeveloped
Unstable or insecure political or| Underdeveloped | _ PO'™Y omplicate ) Lack of office| economicand legal | i of protection for
Sri Lanka 14 social conditions infrastructure management | administrative | Complicated tax procedures | space and [systems, and arbitrary intellectual proverty rights
by the local | procedures rising rent | application of the property rig
government legal system
100.0 100.0 50.0 28.6 14.3 7.1
Lack of office space and risin . - I . i
X 179 P 9 Underdeveloped infrastructure Complicated administrative procedures Complicated tax procedures Unclear policy management
Oceania Total rent by the local government
100.0 48.6 15.6 15.1 117 8.9
Lack of office space and risin Complicated administrative . . i
. 147 P 9 P Underdeveloped infrastructure Complicated tax procedures Unclear policy management
Australia rent procedures by the local government
100.0 51.7 17.0 15.0 12.2 838
. Undeveloped L .
Unclear policy . economic and Unstable or . Restrictions on foreign
Lack of office space and rising - management Complicated legal systems, and|  insecure Compllcatgd investment including
32 Underdeveloped infrastructure tax ' " administrative . . .
New Zealand rent by the local arbitrary political or restrictions on foreign capital
procedures lication of th : ™ procedures -
government ap[l]elczluont(;rr: e |social conditions| ratio
gal sys
100.0 34.4 18.8 9.4 6.3 31
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(6) Problems in the foreign trade system

Among the problems in the foreign trade system, “Complicated customs clearance procedures” (44.0%) was
the most frequently cited reply by the manufacturing industry as a whole, as was the case in the previous survey
(Diagram 36-1).

Additionally, in the ASEAN region, “Complicated customs clearance procedures” (45.0%) was the most
frequently cited reply, as was the case in the previous survey. The percentage of manufacturers in Vietnam
citing this problem was particularly high at 75.3%. This was followed by “Lack of thorough publicizing of
trade rules and regulations” (37.5%) and “Time-consuming customs procedures” (36.1%). It is evident that
these three problems, which had also scored in the top three in the previous survey, continue to pose problems
to manufacturers operating in this area.

In Southwest Asia, “Time-consuming customs procedures” (56.3%), “Complicated customs clearance
procedures” (48.3%) and “Lack of thorough publicizing of trade rules and regulations” (32.2%) took the top
three spots.

In the Oceania region, “Strict quarantine system” (17.2%) was the most frequently cited reply. The
percentage of manufacturers in the foods, processed agricultural or marine products industry in Australia citing
this problem was particularly high at 33.3%. Compared to the ASEAN region and Southwest Asia, there were
relatively few manufacturers citing “Complicated customs clearance procedures” and “Time-consuming
customer procedures,” at 10.3% each. In general, there were few matters of concern about the foreign trade
system in the Oceania region.

As was the case with the manufacturing industry, “Complicated customs clearance procedures” (30.9 %) was
the most frequently cited reply by the non-manufacturing industry. (Diagram 36-2).

In the ASEAN region, “Lack of thorough publicizing of trade rules and regulations” (35.7%) jumped to first
place from the previous third place. This problem was cited by numerous companies in Indonesia (51.2%)
and Vietnam (50.0%). This was followed by “Complicated customs clearance procedures” (35.1%), which
dropped to second place from the previous first-place spot.

In Southwest Asia, “Time-consuming customs procedures” (58.6%) and “Complicated customs clearance
procedures” (57.6%) took the top two spots.

As was the case with the manufacturing industry, “Strict quarantine system” (22.7%) was the most frequently
cited reply by Oceania’s non-manufacturing industry.  This is thought to be due to the strict quarantine system
imposed by the relevant authorities on imports of foods and agricultural products in the Oceania region. In
particular, the percentage of companies replying “Strict quarantine system” in New Zealand climbed to 52.2%,

while in terms of industry, the majority of companies citing this reply were trading companies (57.1%).
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Diagram 36-1:

Problems in the foreign trade system (top five) (manufacturing industry)

(Multiple answers allowed, unit: %, Valid responses: 700)

Valid 1 2 3 4 5
responses
Complicated customs ] . Lack of thorough publicizing of | Method of assessment of customs | Cer 1 Getermining
700 Time-consuming customs procedures . S classification for customs
Total clearance procedures trade rules and regulations duties is unclear duties are obscure
100.0 440 376 356 246 19.9
i a i Criteria for Getermining
584 Compliated customs Lack of thorough publicizing of trade rules and regulations Time-consurming customs Method of a_sse_ssmem of customs classification for customs
ASEAN Total clearance procedures procedures duties is unclear duties are obscure
100.0 45.0 375 36.1 26.9 216
9% Complicated customs Time-consuming customs procedures Lack of thorough publicizing of | Method of assessment of customs | Unclear inspection
Indonesia clearance procedures 9 p trade rules and regulations duties is unclear system
100.0 56.3 53.1 42.7 281 177
6 Time-consuming customs Complicated customs clearance procedures Lack of thorough publicizing of | Criteria for determining classification |Method of assessment off
Malaysia procedures P P trade rules and regulations for customs duties are obscure [ customs duties is unclear
100.0 435 304 246 217 188
Method of Criteria for
Lack of thorough Time-consuming customs | Ssesmentof dle‘ef:"”"f‘g Unclear
6 publicizing of trade rules Complicated customs clearance procedures customs [ SN | jnonection
Myanmar : procedures dutiesis | Torcustoms
and regulations dutiesare | System
unclear
obscure
100.0 833 66.7 50.0 333
Lack of thorough publicizing of] . Time-consuming customs Method of assessment of customs | Unclear inspection
- 79 : Complicated customs clearance procedures s
Philippines trade rules and regulations procedures duties is unclear system
100.0 418 405 354 177 16.5
Lackof Criteria for
Complicate| ~ Time- determining i
Method of assessment of | daustoms | consuming | 1000 | Jociicrin | Unelear | Strict
. 16 o publicizing of inspection| quarantin
Singapore customs duties is unclear | clearance | customs |, " | for customs
rade ules an duties are system | e system
procedures | procedures regulations
obscure
100.0 125 6.3
. 215 Complicated customs Lack of thorough publicizing of trade rules and regulations Method of a;se§sment of customs | Criteria for determl'mng classification | ~ Time-consuming
Thailand clearance procedures duties is unclear for customs duties are obscure customs procedures
100.0 39.2 355 35.1 302 26.1
Complicated customs . . Time-consuming customs . .
) 73 n Lack of thorough publicizing of trade rules and regulations 9 Unclear inspection system Method of assessment of
Vietnam clearance procedures procedures customs duties is unclear
100.0 753 48.0 46.6 206 178
Time-consuming customs ) Lack of thorough publicizing of | Method of assessment of customs | - G for determining
X 87 Complicated customs clearance procedures | Lt ies is uncl classification for customs
outhwest Asia Tot procedures trade rules and regulations duties is unclear duties are obscure
100.0 56.3 483 322 16.1 149
15 Complicated customs Time-consuming customs Lack of thorough publicizing of Unclear inspection system Method of assessment of customs
Bangladesh clearance procedures rocedures trade rules and regulations P Y duties is unclear
9 p p! g
100.0 66.7 60.0 20.0 6.7
Time-consuming customs ) Lack of thorough publicizing of | Method of assessment of customs | Crierafor determining
. 50 d Complicated customs clearance procedures de rules and requlati duties s uncl classification for customs
India procedures trade rules and regulations uties is unclear duties are obscure
100.0 60.0 50.0 20.0 18.0 16.0
Time Criteria for
a determining i Meth f men . X L
1 consuming | classification | Complicated customs o?c:s(i;mzsdsj;ses?sl Unclear inspection | Lack of thorough publicizing of
Pakistan customs | forcustoms | clearance procedures system trade rules and regulations
duties are unclear
procedures
obscure
100.0 36.4 213 182
Method of Criteria for
Lack of thorough . determinin
o 9 . . Complicated customs clearance | 2ssessmentof termining
SriLank 11 publicizing of trade rules Time-consuming customs procedures rocedures customs classification for
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Diagram 36-2: Problems in the foreign trade system (top five) (non-manufacturing industry)
(Multiple answers allowed, unit; %, Valid responses; 598)

Valid
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6. Source of Competition

(1) Chinese companies and local companies are biggest competitors in selling products and
services

In terms of which country or region companies currently see as their main source of competitors in selling
products in their local market (the nationality of the company) (Diagram 37-1), the respondents excluded
Japanese-affiliated companies that are operating in the same category of business (valid responses: 785 from
the manufacturing industry, 837 from the non-manufacturing industry).

Among companies in the manufacturing industry in the ASEAN region, only in Indonesia were there more
companies citing “Local companies (Indonesia)” (34.7%) than companies citing “China” (26.7%). In
Thailand, the percentage of companies citing “Local companies” (30.4%) and “China” (30.8%) were about the
same. A breakdown by industry revealed that in Indonesia, a high percentage of companies in the nonferrous
metals and products, the iron and steel, and the apparel and textile products industries cited “Local companies;”
while in Thailand, a lot of companies in the foods, processed agricultural or marine products and the motor
vehicle and motorcycle parts and accessories industries cited “Local companies.” These results attest to the
competitiveness of the local products. In Vietnam and the Philippines, on the other hand, extremely large
numbers of companies cited “China” over “Local companies,” which indicate the large presence of Chinese
products in the local markets. A breakdown by industry revealed that in Vietnam, there were a lot of
companies in the apparel and textile products, the electric and electronic parts and components, and the plastic
products industries that replied “China.” In the Philippines, a number of companies in the plastic products, the
rubber products and the motor vehicle and motorcycle parts and accessories industries replied that “China” was
their most formidable competitor.

In Southwest Asia, large percentages of companies in Sri Lanka (63.6%) and Bangladesh (58.3%) cited
“China” over “Local companies.” A breakdown by industry revealed that in Sri Lanka, there were many
companies in the electric machinery and electronic equipment, the motor vehicle and motorcycle, and the
textiles industries that cited “China,” while in Bangladesh, a large humber of companies in the electric and
electronic parts and components and the motor vehicle and motorcycle parts and accessories industries cited
“China.”

In the Oceania region, the percentage citing “China” was the highest (26.1%), while in New Zealand the
percentage of companies citing “Local companies” was the highest (41.7%).

As for the non-manufacturing industry (Diagram 37-2), in the ASEAN region, there were overwhelming
percentages of companies in Indonesia and Malaysia citing “Local companies”(42.3% and 33.9%, respectively),
indicating the high levels of protection afforded to the service industries in these countries. In Singapore, on
the other hand, where the service industries are widely opened to foreign companies, the percentage of
companies citing “China” (24.5%) was the highest.

In Southwest Asia, large percentages of companies in Pakistan and Sri Lanka (55.6% and 42.9%,
respectively) cited “China” over “Local companies.” A breakdown by industry revealed that in Pakistan, there
were more companies in the construction/plant industry and trading companies that cited “China,” while in Sri
Lanka more companies in the communications and software and the construction/plant industries cited “China.”
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In the Oceania region, the percentage citing “Local companies” was the highest (28.1%) in Australia,
especially in the insurance and sales industries, while in New Zealand, the percentage of companies citing
“China” was the highest (24.4%).

Diagram 37-1: Main source of competitors currently selling products and services on the local market
(manufacturing industry) (unit: %; valid responses: 785 companies)
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Diagram 37-2: Main source of competitors currently selling products and services on the local market

(non-manufacturing industry) (unit: %; valid responses: 837 companies)
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(2) Price, quality and marketing are reasons for competitiveness of competitors

The main reason(s) causing strong competition (valid responses: 773 from the manufacturing industry, 791
from the non-manufacturing industry, multiple answers allowed) (Diagram 38-1) was also specified by the
companies concerned.

In the manufacturing industry, “Price” (88.0%) was the most cited reply by an overwhelming margin of 70.9
points over “Quality” (17.1%), the second most cited reply in the Asia-Pacific region as a whole. The top two
replies were followed by “Marketing” (14.9%), “Branding” (11.4%) and “Aggressive capital investment”
(11.0%). As seen earlier in the problems with sales or other business activities, Japanese-affiliated
manufacturers have been under pressure from major clients to lower prices, while the problems with production
revealed that rising procurement prices are becoming a major problem, both of which point to the harsh price
competition Japanese-affiliated manufacturers are encountering in the local markets.

In the ASEAN region, “Price” (88.4%) was the most cited reply, followed by “Quality” (17.7%) and
“Marketing” (13.9%). A breakdown by country revealed that the percentages of companies citing “Price”
were highest in Indonesia and Vietnam (both 93.6%) for the whole region. In the preceding question,
companies in Indonesia had cited “Local companies” as their biggest competitors, while companies in Vietnam
had cited “China” as their biggest competitors. These results point out the intense price competition with the
local companies or Chinese companies facing the Japanese-affiliated companies in this region.

In Southwest Asia, the most cited replies were “Price” (86.1%), followed by “Marketing” (23.3%) and
“Branding” (15.1%). In Pakistan, all respondent companies cited “Price” (100.0%). This was followed by a
“Large range of products” (33.3%), “R&D capabilities” and a “Strong network of companies/individuals in the
country” (22.2%).

In the Oceania region, the most cited replies were “Price” (84.2%), “Branding” (15.8%), “Quality,” a “Large
range of products” and “Marketing” (13.2% each).

Additionally, in the non-manufacturing industry (Diagram 38-2), “Price” (70.0%) was the most cited reply
by an overwhelming margin of 47.6 points over “Marketing” (22.4%)—the second most cited reply in the
Asia-Pacific region as a whole. The top two replies were followed by “Branding” (18.8%), “Quality” (18.3%)
and a “Strong network of companies/individuals in the country” (16.2%). A breakdown by industry revealed
that, with the exception of the banking and real estate industries, all sectors considered “Price” to be the
competitor’s main source of competitiveness. In the banking industry, the largest percentage of companies
cited “Excellent human resources” (35.3%), while in the real estate industry, a “Strong network of

companies/individuals in the country” (44.4%) was cited by the largest percentage of companies.
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Diagram 38-1: Reasons for strong competition (top five) (manufacturing industry) (multiple answers

allowed; unit: %; valid responses: 773 companies)

(Note) “Others™ have been omitted.
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Diagram 38-2: Reasons for strong competition (top five) (non-manufacturing industry) (multiple answers

allowed; unit: %; valid responses: 791 companies)

Valid 1 2 3 5
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(3) Competing by enhancing the added value of products

Concerning “countermeasures against competitors” (valid responses: 767 from the manufacturing industry,

787 from the non-manufacturing industry, multiple answers allowed) (Diagram 39-1), in the manufacturing

industry, the percentage of companies citing “Enhance added value of products” (59.8%) was the highest for

the Asia-Pacific region as a whole, followed by “Bolster sales and marketing capabilities” (35.7%), “Enhance

after-sales service” (26.3%) and “Reduce price” (26.1%).
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Japanese-affiliated companies to keep up with competitors by launching enhanced products and strengthening
their marketing and after-sales services.

In the ASEAN region, the top three replies were “Enhance added value of products” (59.9%), “Bolster sales
and marketing capabilities” (34.5%), and “Reduce price” (26.9%). A breakdown by country revealed that
“Reduce price” was the second most cited reply in the Philippines and Vietnam, which indicates the intense
price competition with other companies in these countries.

In Southwest Asia, “Enhance added value of products” (54.7%) was the most cited reply, followed by
“Bolster sales and marketing capabilities” (45.4%), “Enhance after-sales service”(34.9%), “Reduce price”
(29.1%) and “Launch new products or models” (27.9%). In India, the percentages of companies citing
“Bolster sales and marketing capabilities” (51.8%) and “Enhance added value of products” (50.0%) were nearly
equal.

In the Oceania region, “Enhance added value of products” (71.1%) was the most cited reply, followed by
“Bolster sales and marketing capabilities” (34.2%), “Enhance after-sales service” (31.6%), “Strengthen R&D
capabilities” (21.1%), “Improve efficiency of logistics” (21.1%) and “Launch new products or models”
(18.4%).

A breakdown by industry revealed that, with the exception of the companies in the lumber and wood
products industry and the furniture and interior products industry, the percentage of companies citing “Enhance
added value of products” was the highest. In the lumber and wood products industry, “Bolster sales and
marketing capabilities” (60.0%) was the most cited reply, while in the furniture and interior products industry
“Launch new products or models” (80.0%) was the most cited reply.

In the non-manufacturing industry (Diagram 39-2), as was the case in the manufacturing industry, “Enhance
added value of products” (62.6%) was the most cited reply in the Asia-Pacific region. This was followed by
“Bolster sales and marketing capabilities” (43.2%), “Enhance after-sales service” (26.8%), “Increase new
clients” (24.0%) and “Launch new products or services” (23.5%). In the non-manufacturing industry, only a
small percentage cited “Reduce price” (16.3%), indicating that, unlike the manufacturing industry, waging price

competition was not a feasible course of action.

-62 -

Copyright © 2009 JETRO. All rights reserved.



Diagram 39-1: Countermeasures against competitors (top five) (manufacturing industry) (multiple

answers allowed; unit: %o; valid responses: 767 companies)
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Diagram 39-2: Countermeasures against competitors (top five) (non-manufacturing industry) (multiple

answers allowed; unit: %; valid responses: 787 companies)

Valid 1 2 3 4 5
responses
Enhance added value|  Bolster sales and marketing Enhance after-sales . .
787 . . X Increase new clients Launch new products or services
Total of products/services capabilities service
100.0 62.6 432 26.8 240 235
Enhance added value|  Bolster sales and marketing Enhance after-sales . .
490 . . X Increase new clients Launch new products or services
ASEAN Total of products/services capabilities service
100.0 63.3 42.0 255 23.9 204
Enhance added value|  Bolster sales and marketing . . Focus and concentrate on existing
) 46 . J Increase new clients Enhance after-sales service . ;
Indonesia of products/services capabilities products/services/operations
100.0 7.7 370 28.3 239 217
. 62 Enhance added va lue] - Bolster saes a_n_d_marketmg Increase new clients Enhance after-sales service Launch new products or services
Malaysia of products/services capabilities
100.0 62.9 46.8 323 29.0 25.8
L h Focus and
Enhance added value ) Bolster sales and ) ' 2Unch NEW | - concentrte on
11 f - Increase new clients . i Enhance after-sales service Reduce price | products or existing
Myanmar of products/services marketing capabilities services products/services!
operations
100.0 455 36.4 27.3 18.2 9.1
Enhance added value|  Bolster sales and marketing Enhance after-sales . . Launch new products or
_—— 47 ) P ) Increase new clients Reduce price .
Philippines of products/services capabilities service services
100.0 57.5 319 213 19.2 14.9
Enhance added value|  Bolster sales and marketing Enhance after-sales . )
. 133 . . . Launch new products or services Reduce price
Singapore of products/services capabilities service
100.0 63.9 50.4 27.8 241 211
. 154 Enhance added va lue|  Bolster sales a_n_d_marketmg Increase new clients Enhance after-sales service Launch new products or services
Thailand of products/services capabilities
100.0 66.2 416 26.0 253 227
Enhance added value|  Bolster sales and marketing Enhance after-sales . Increase new Focus and t_:or_\centrate on
Viet s of products/services capabilities service Reduce price Jient existing
etnam P clients products/services/operations
100.0 51.4 29.7 216 18.9 16.2
Enhance added value|  Bolster sales and marketing | Launch new products or| . .
. 115 . . A Enhance after-sales service Increase new clients
Southwest Asia Total of products/services capabilities services
100.0 64.4 39.1 322 28.7 235
Launch new . -
16 Enhance after-sales roducts o Increase new | Enhance added value of| Reduce price Bolster sales and marketing Focus and concentrate on existing
Bangladesh service P services clients products/services P capabilities products/services/operations
100.0 56.3 50.0 438 313 25.0
Enhance added value|  Bolster sales and marketing | Launch new products or . .
i 72 . . A Enhance after-sales service Increase new clients
India of products/services capabilities services
100.0 66.7 45.8 319 27.8 20.8
Focus and
Enhance added value . Bolster sales and Expand Increase new | concentrateon ) )
. 15 X Launch new products or services 3 —- . X existing Reduce price Enhance after-sales service
Pakistan of products/services marketing capabilities facilities clients productsiservices/
operations
100.0 733 333 20.0 13.3 6.7
Focus and
12 Enhance added value|  Bolster sales and marketing Enhance after-sales Expand Increase new w”g:ﬁ‘(’_:“* on Reduce price Launch new products or
. e . L . Isti .
Sri Lanka of products/services capabilities service facilities clients pmduc(slseg’im, P services
operations
100.0 66.7 333 25.0 16.7 8.3
Bolster sales and marketi - . .
X 182 Enhance added V.a lue N0 marketing Enhance after sales Launch new products or services Increase new clients
Oceania Total of products/services capabilities service
100.0 59.9 48.9 29.1 26.4 247
Bolster sales and marketi . .
) 137 Enhance added vglue olster sales and marketing Launch new.products or Enhance after-sales service Increase new clients
Australia of products/services capabilities services
100.0 58.4 533 26.3 248 226
Enhance added value ) Bolster sales and . Launch new Focus and gor_\centrate on
New Zealand 45 of products/services Enhance after-sales service marketing capabilities Increase new clients products or existing
ew Zealan P 9 cap services products/services/operations
100.0 64.4 42.2 35.6 311 26.7
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7. Future Business Development

(1) In Southwest Asia, expansion of business size cited most by India’s manufacturing
industry and Bangladesh’s non-manufacturing industry

In terms of the direction of Japanese-affiliated companies’ business development over the next one to two years
(Diagram 40), of those operating in the ASEAN region, Southwest Asia and the Oceania region, “Expansion”
accounted for nearly 60% (58.9%) of the replies in the manufacturing industry. In the ASEAN region,
“Expansion” accounted for more than half of the replies (57.6%), while “Status quo” increased by 4.3 points
over the previous survey. In Southwest Asia, 84.8% of the manufacturers in India replied “Expansion.” In
the Oceania region, on the other hand, the number of companies that replied “Status quo” exceeded that which
replied “Expansion.” The countries with the largest number of companies replying “Expansion” were (1)
India, (2) Vietnam and (3) Thailand. Moreover, in India and Thailand, there were no companies that replied
“Downsizing” or “Move to a third country (region) or withdraw.” In Thailand, the increases in the
percentages of companies citing “Expansion,” among those in the chemicals industry (90.5%), the motor
vehicle and motorcycle parts and accessories industry (80.8%) and the electric machinery and electronic
equipment industry (72.4%), were noteworthy. However, in all three of these countries, the percentage of
companies citing “Expansion” had decreased from the previous survey and the percentage of companies citing
“Status quo” had increased, indicating that the uncertainty in the economic outlook was forcing them to adopt a
“wait-and-see” attitude.

In the non-manufacturing industry, as was the case in the manufacturing industry, “Expansion” accounted for
nearly 60% (57.2%) of the replies. In particular, the percentages of such replies in (1) Bangladesh, (2) India
and (3) Vietnam were high. None of the companies replied “Downsizing” or “Move to a third country
(region) or withdraw,” suggesting their strength as emerging markets. Trading companies (87.5%) in
Bangladesh, transport/warehousing companies (91.7%) and trading companies (81.7%) in India, and
communication/software companies (85.7%) and transport/warehousing companies (83.3%) in Vietnam seem

to have particularly high hopes for increased domestic demand.
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Diagram 40: Direction of business development over next one to two years

(Top: 2006 Valid responses: 821companies)
(Middle: 2007 Yalid responses: 621 companies)
(Bottom: 2008 YVsalid responses: 905 companies)

Move to a third
BExpansion Status quo Downsizing country (region) or
withdraw

Total 2006 555 39.5 3.9 1.1

2007 61.2 33.3 4.5 1.0

2008 58.9 38.1 2.4 0.6

ASEAN Total 2006 54.1 40.7 4.1 1.1

2007 59.6 34.6 4.8 1.0

2008 57.6 38.9 2.8 0.7

Indonesia 2006 50.4 45.4 4.3 0.0

2007 53.1 38.3 7.4 1.2

2008 56.9 41.3 1.8 0.0

Malaysia 2006 45.0 49.6 5.3 0.0

2007 52.8 40.3 6.3 0.7

2008 4.7 47.6 6.8 1.0
Myanmar 2006
2007

2008 33.3 66.7 0.0 0.0

Philippines 2006 49.1 44.0 57 1.3

2007 59.2 38.4 1.6 0.8

2008 43.9 50.5 3.7 1.9

Singapore 2006 39.5 44.2 8.1 8.1

2007 55.0 30.0 11.7 3.3

2008 40.4 46.8 10.6 2.1

Thailand 2006 63.2 35.8 1.0 0.0

2007 65.8 30.9 2.6 0.7

2008 65.2 33.4 1.0 0.3

Vietnam 2006 82.4 16.2 1.5 0.0

2007 92.6 7.4 0.0 0.0

2008 77.6 22.4 0.0 0.0
Southwest Asia Total 2006
2007

2008 74.0 25.0 1.0 0.0
Bangladesh 2006
2007

2008 64.7 35.3 0.0 0.0

India 2006 88.6 11.4 0.0 0.0

2007 90.6 9.4 0.0 0.0

2008 84.8 15.3 0.0 0.0
Pakistan 2006
2007

2008 61.5 30.8 7.7 0.0
Sri Lanka 2006
2007

2008 53.3 46.7 0.0 0.0
Oceania Total 2006
2007

2008 47.1 52.9 0.0 0.0
Australia 2006
2007

2008 42.9 57.1 0.0 0.0
New Zealand 2006
2007

2008 56.3 43.8 0.0 0.0

(Note) Myanmar, Bangladesh, Pakistan, Sri Lanka, Australia and New Zealand have been included in the survey from 2008.
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Diagram 41: Direction of business development over next one to two years (non-manufacturing industry)
(2008 Survey: valid responses: 886 companies)

| 0 Expansion O Status quo O Downsizing O Move to a third country (region) or withdraw |

Total

ASEAN Total

Indonesia [

Malaysia F:

M yanmar

Philippines

Singapore

Thailand

Vietnam i

Southwest Asia Total

Bangladesh [

India

Pakistan [

Sri Lanka

Oceania Total [

Australia [

New Zealand [ 10.9

0% 20% 40% 60% 80% 100%

(2) Specific policies for expansion of business size—manufacturing industry: additional
investment; non-manufacturing industry: market development

In terms of specific policies concerning expansion of business size (valid responses: 532 from the
manufacturing industry, 506 from the non-manufacturing industry, multiple answers allowed) (Diagram 42-1),
in the manufacturing industries of the ASEAN region, Southwest Asia and Oceania, (1) “Expansion of business
size through additional investments,” (2) “Expansion (diversification) of production items” and (3)
“Enhancement of high added-value production items” were cited in that order. Characteristically, in
Singapore and in Australia, “Strengthening of design, research, and development functions” garnered 42.1%
and 33.3% of the replies, respectively, which was indicative of the companies’ focus on strengthening the
functions of the ASEAN and Oceania regions as R&D centers.

In the non-manufacturing industry, the percentage of companies replying “Expansion of product/service
scope (market development)” was the highest overall. This was followed by “Expansion of product/service
content (diversification)” in the ASEAN region and Southwest Asia, and “Expansion of business size through
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additional investments” in the Oceania region. Furthermore, “Strengthening of planning, research, and
development functions,” similarly to the case in the manufacturing industry, garnered a relatively low
percentage, even though it placed fourth overall.
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Diagram 42-1: Specific policies for expansion of business (top five response rates) (manufacturing

industry) (multiple answers allowed; unit: %; valid responses: 532 companies)

Valid responses

1

2

3

4

5

Expansion of business size

Expansion (diversification)

Enhancement of high added-

Strengthening of design,

Consolidation of specific

532 o . L Y research, and development | product/service bases in your
Total through additional investments of production items value production items functions local company
100.0 66.5 51.9 37.6 16.5 10.2
. . . N . — . heni f design, A -
Expansion of business size Expansion (diversification) | Enhancement of high added- Strengthening of design Consolidation of specific
432 - N . N e research, and development product/service bases in your
ASEAN Total through additional investments of production items value production items functions local company
100.0 67.4 53.0 38.2 16.7 10.9
Expansion of business size Expansion (diversification) | Enhancement of high added- Strengthening of design, Consolidation of specific
) 62 "~ . . e research, and development product/service bases in your
Indonesia through additional investments of production items value production items functions local company
100.0 72.6 53.2 37.1 11.3 9.7
Expansion of business size Expansion (diversification) | Enhancement of high added- Strengthening of design, Consolidation of specific
) 46 h h additional i . | duction i research, and development product/service bases in your
Malaysia through additional investments of production items value production items functions local company
100.0 58.7 52.2 50.0 15.2 6.5
Enhancement off Expansion of | Conselidation of
high added- Expansion b P specific
2 value (diversification) of| usiness S.I?E product/service
Myanmar ducti production items through additional bases in your local
production investments
items company
100.0 100.0 50.0
. . . . . — . henil f design,
Expansion of business size Expansion (diversification) | Enhancement of high added- Strengthening of design Consolidation of specific
iliopi 47 through additional investments f duction i value production items research, and development product/service bases in your
Philippines g of production items P functions local company
100.0 68.1 57.5 42.6 14.9 12.8
. . . f St theni f design, . " I idati ifi
Expansion of business size  |Enhancement of high added- rengthening of design Expansion (diversification) of | Consolidation of specific
. 19 . . . research, and development L product/service bases in your
Singapore through additional investments value production items ‘functions production items local comgany
100.0 79.0 47.4 42.1 26.3 5.3
Expansion of business size Expansion (diversification) | Enhancement of high added- Strengthening of design, Consolidation of specific
. 197 th h additional i tment P I duction it research, and development product/service bases in your
Thailand rough additional investments of production items value production items ‘functions local company
100.0 66.0 51.8 34.0 17.3 12.7
xpansion of business size X| i iversificati nhancement of high added- ! ©
Expansion of business si Expansion (diversification) | Enn f high added Strengthening of design Consolidation of specific
. 59 th h additional i ment " duction i | duction it research, and development product/service bases in your
Vietnam rough additional investments of production items value production items ‘functions local company
100.0 69.5 61.0 35.6 15.3 8.5
. . ) N e A trengthening of design, — —
Expansion of business size Expansion (diversification) | Enhancement of high added- Strengthening of design Consolidation of specific
R 76 h h additional i .. | duction i research, and development product/service bases in your
Southwest Asia Total through additional investments of production items value production items functions local company
100.0 67.1 50.0 36.8 13.2 5.3
Eﬁ;i:i’:iz"ef  Expansion Enhancement of high added- Strengthening of design, Consolidat.ion of spetcific
11 S (diversification) of] L research, and development product/service bases in your
Bangladesh through additional o value production items N
investments production items functions local company
100.0 54.6 45.5 18.2 9.1
Expansion of business size Expansion (diversification) | Enhancement of high added- Strengthening of design, Consolidation of specific
. 49 throuah additional investments " duction i value production items research, and development product/service bases in your
India [s] of production items p functions local company
100.0 71.4 49.0 30.6 12.2 2.0
. Expansion of Expansion Strengthening of 62?50"‘:::"
Enhancement of high added-| businesssize |, . P2 design, research, specttic
. 8 - - through additional (diversification) of and development product/service|
Pakistan value productlon items . 9 production items . P bases in your
investments functions
local company
100.0 50.0 375 125
Consolidation of
Strengthening of -
8 Expansion of business size Expansion (diversification) of | Enhancement of high added- | design, research, ro;s:fl's::vice
Sri Lanka through additional investments production items value production items and fdevellf:pment b:ses in your local
unctions company
100.0 87.5 62.5 50.0 125
R . - . St theni f desi idati ifi
Expansion of business size through | Expansion (diversification) | Enhancement of high added- rengthening of design, Consolidation of specific
. 24 dditional investment L R research, and development product/service bases in your
Oceania Total additional investments of production items value production items functions local company
100.0 50.0 375 29.2 25.0 125
Strengthening of design Expansion i
Expansion of business size g 9 an, Enhancemem of (diversification) Consollqatlon of specific
Australia 15 through additional investments research, and development | high added-value |° production product/service bases in your local
functions production items items company
100.0 46.7 333 26.7 13.3
Expansion of . Consolidati
. . E " onsolidation
business size | . <ransion ; Strengthening of | = o ific
9 through (diversification)| Enhancement of high added-| design, research, produstiserice
New Zealand additional of production value production items | and geve‘!ODment bases in your
investments ftems etlons lacal company
100.0 55.6 333 111
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Diagram 42-2: Specific policies for expansion of business (top five response rates) (non-manufacturing

industry) (multiple answers allowed; unit: %; valid responses: 506 companies)

Valid responses

1

2

3

4

5

Expansion of product/service

Expansion of product/service

Expansion of business size

Strengthening of

Consolidation of specific

| 506 scope (market development) content (diversification) through additional planning, research, and | product/service bases in
Total p P investments development functions your local company
100.0 68.0 48.0 38.7 111 4.4
. . . . E i f business size i idati ifi
Expansion of product/service | Expansion of product/service *pansion of busi Strengthemng of ConSOI'dauo'? of s')ec'f'c
309 scope (market development) content (diversification) through additional planning, research, and | product/service bases in
ASEAN Total P P investments development functions your local company
100.0 70.9 46.3 34.6 9.7 4.5
Expansion of product/service | Expansion of product/service Expansion of bu_5|_ness size Strengthenlng of Consolldatlop of spemflc
. 25 scope (market development) content (diversification) through additional planning, research, and | product/service bases in
Indonesia P P investments development functions | your local company
100.0 68.0 60.0 28.0 12.0 8.0
Expansion of product/service Expansion of bu_3|_ness size Expansion of product/service Stl_'engthenmg of Consolldallop of speuflc
. 39 scope (market development) through additional content (diversification) planning, research, and | product/service bases in
Malaysia P P investments development functions your local company
100.0 69.2 38.5 359 7.7 2.6
Expansion of i
! | business size | Expansion of
Expansion of product/service product/service
5 . PR through
Myanmar content (diversification) dditional scope (market
_a 1tional development)
investments
100.0 80.0 60.0
Expansion of product/service Expansion of busl_ness size Expansion of product/service Consolldatlm_w of speaf_lc
ilippi 19 scope (market development) through additional content (diversification) product/service bases in
Philippines P P! investments your local company
100.0 63.2 42.1 316 53
Expansion of product/service | Expansion of productiservice Expansion of bu_S|_ness size Strengthenlng of Consolldatlop of spemflc
) 72 scope (market development) content (diversification) through additional planning, research, and | product/service bases in
Singapore P p investments development functions your local company
100.0 72.2 37.5 26.4 5.6 4.2
. . . . E i f business size i idati ifi
Expansion of product/service | Expansion of product/service *pansion of busi Strengthemng of ConSOI'dauO'? of s')ec'f'c
. 112 scope (market development) content (diversification) through additional planning, research, and | product/service bases in
Thailand P P investments development functions your local company
100.0 75.9 54.5 29.5 8.9 4.5
Expansion of product/service Expansion of bu_S|_ness size Expansion of product/service Strengthenlng of Consolldatlop of spemflc
. 37 scope (market development) through additional content (diversification) planning, research, and | product/service bases in
Vietnam P p investments development functions | your local company
100.0 62.2 59.5 43.2 27.0 5.4
Expansion of product/service | Expansion of product/service Expansion of bu_5|_ness size Stn_-engthenmg of Consolldauoq of speuflc
. 86 scope (market development) content (diversification) through additional planning, research, and | product/service bases in
Southwest Asia Total P P investments development functions your local company
100.0 67.4 51.2 37.2 17.4 7.0
Expansion of product/service | Expansion of product/service Strengthening of planning, Consolidation of specific Expansion of business
15 Ket devel ent) content (diversification) research, and development | product/service bases in your | size through additional
Bangladesh scope (market developm functions local company investments
100.0 80.0 46.7 40.0 20.0 13.3
Expansion of product/service | Expansion of product/service Expansion of bu_5|_ness size Strengthenmg of Consolldall()lj of speuflc
N 60 5 e through additional planning, research, and | product/service bases in
India scope (market development) content (diversification) . .
investments development functions your local company
100.0 68.3 55.0 41.7 13.3 1.7
. ) Expansion of business size | EXpansion of | swengthening of
Expansion of product/service - product/service |planning, research,|
. 6 through additional
Pakistan scope (market development) . " " content and development
Investments (diversification) functions
100.0 66.7 33.3 16.7
Expansion of | Expansionof | - congplidation of specific . )
5 business size | product/service product/service bases in your Expansion of product/service
Sri Lanka through additional content local scope (market development)
investments | (diversification) ocaf company
100.0 60.0 40.0 20.0
Expansion of product/service Expansion of bu_S|_ness size Expansion of product/service Strengthenlng of Consolldatlor) of speuflc
. 111 scope (market development) through additional content (diversification) planning, research, and | product/service bases in
Oceania Total P P investments development functions your local company
100.0 60.4 514 50.5 9.9 1.8
Expansion of product/service Expansion of bu_5|_ness size Expansion of product/service Strengthemng of
i 90 scope (market development) through additional content (diversification) planning, research, and
Australia P p investments development functions
100.0 57.8 55.6 45.6 7.8
Expansion of [ Expansion of [ gynansjon of business size | Strengthening of planning, |Consolidation of specific
21 product/service | product/service through additional research, and development | product/service bases in
New Zealand content scope (market B " t functi I |
(diversification) | development) investments nctions your local company
100.0 714 33.3 19.1 9.5
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(3) Manufacturing industry most likely to relocate to Vietnam or China

In terms of the specific plans that companies that replied “Downsizing” or “Move to a third country (region)
or withdraw” and to which third country (region) they intended to relocate to (valid responses: 24 from the
manufacturing industry, 24 from the non-manufacturing industry, multiple answers allowed), in the
manufacturing industry, responses were received from companies in five ASEAN countries (Diagram 43-1).
Among those, 75% replied that they would move production lines/bases to other countries, including “Transfer
some products/services to an affiliate in a third country (region)” (41.7%) and “Move the current based to a
third country (region)” (33.3%).

As for the destination for relocating their production lines/bases to over the next one to two years, “Vietnam”
was cited the most (six companies), followed by “China” (five companies) and “Thailand” and “Japan” (four
companies each). Vietnam was selected by a wide spectrum of companies in the plastic products, the
fabricated metal products (including plated products), the electric machinery and electronic equipment, and the
electric and electronic parts and components industries, etc.

In terms of the reasons for selecting their particular destinations, the most cited replies were “Growth
prospects and potential of the market” and “Level of wages” (44.4% each), “Administrative and operation

costs” (33.3%) and “Quality of human resources” (22.2%)).

Diagram 43-1: Reasons for selecting “Downsizing” or “Move to a third country (region) or withdraw”

for future business development and destination for relocation (manufacturing industry)

(Upper: number of respondent companies, lower: composition ratio (%), multiple answers allowed, Valid responses: 24companies )

Reason Relocation destination
Transfer the
Integrate the | Move the |production of
valid bases within | production [ certain |Fe.ms valid . o
the local base toa [to an affiliate Relocation destination
responses . . ) responses
country third country | in a third
(region) (region) country
(region)
6 8 10
Total 24
25.0 33.3 41.7
6 8 10
ASEAN Total 24
25.0 33.3 41.7
- - 2
Indonesia 2 2 Vietnam (1), China (1)
- - 100.0
Malaysi 7 h ! 2 3 Viet (2), J (2), China (1)
alaysia ietnam (2), Japan (2), China
Y 57.1 14.3 28.6 P
Philippines 5 - 2 3 5 Indonesia (1), Thailand (2), Vietnam (1), India (2), China
- 40.0 60.0 (1)
1 4 1 Malaysia (1), Thailand (2), Vietnam (2), Japan (1), China
Singapore 6 5 ysia (1) 2 (2), Japan (1)
16.7 66.7 16.7 (€]
. 1 1 2 .
Thailand 4 3 Other ASEAN country (1), Japan (1), China (1)
25.0 25.0 50.0

(Note) There were no companies replying “Downsizing” or “Relocate/withdraw” in the other countries

In the non-manufacturing industry, “Integrate the bases within the local country (region)” accounted for
50.0% of the replies. Australia, in particular, had a high percentage of companies that replied, “Integrate the
bases within the local country (region).”

Companies selecting relocation consisted of sales companies and construction/plants companies (three
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companies each) and transport/warehousing companies (two companies). Concerning the reasons for selecting
their particular destinations, the most cited replies were: “Administrative and operation costs” (60%), “Growth
prospects and potential of the market” (40%), “Competitive strengths of their company in the market” (40%)

and “Completeness of logistical infrastructure” (30%), etc.

Diagram 43-2: Reasons for selecting “Downsizing” or “Move to a third country (region) or withdraw”

for future business development and destination for relocation (non-manufacturing industry)

(Upper: number of respondent companies, bottom: composition ratio (%), multiple answers allowed, Valid responses: 24companies)

Reason Relocation destination
Transfer the
Integrate the | Move the | production of
. bases within | production | certain items .
Valid the local | base to a third| to an affiliate Valid Relocation destination
responses . . responses
country country in a third
(region) (region) country
(region)
12 4 8
Total 24
50.0 16.7 33.3
ASEAN 13 5 3 5
Total 385 231 385
- 1 -
Malaysia 1 1 Singapore (1
y - 1000 - gapore (1)
Philippi 4 2 ! ! 2 Thailand (1), Viet (2), Other (1)
ilippines ailan , Vietnam (2), Other
50.0 25.0 25.0
3 1 4 i ilippi i i
Singapore 8 5 Malaysia (1), _Phlllppmes (1), Thailand (1), India (1), Other
375 12.5 50.0 Southwest Asia (1), Hong Kong (1), Other (2)
Southwest 1 1
Asia Total 100.0
. 1
Pakistan 1
100.0
Oceania 10 6 1 3
Total 60.0 10.0 30.0
Australi 6 > ! _ 1 Si Q)
ustralia ingapore
83.3 16.7 -
1 - 3 .
New Zealand 4 2 Australia (1), Japan (1)
25.0 - 75.0

(Note) There were no companies replying “Downsizing” or “Relocate/withdraw” in the other countries

(4) Vietnam and India thought to be optimum third countries for production bases in the
medium to long term (manufacturing industry)

Concerning which country (region) would be the optimum location for operations/production bases in the
medium to long term (five to 10 years) (valid responses: 856 from the manufacturing industry, only one answer
allowed) (Diagram 44), the countries that were thought to be promising were: (1) Thailand (31.1%, 266
companies), (2) Vietnam (15.2%, 130 companies) and (3) India (12%, 102 companies).

When replies that chose the countries in which they were currently operating were omitted from
consideration as optimum locations for production bases, the top countries (third countries/regions) chosen
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(valid responses: 349 companies) as medium- to long-term production bases were: (1) Vietnam (22.9%, 80
companies), (2) India (20.3%, 71 companies) and (3) Thailand (18.6%, 65 companies). Despite the decrease
by 10.8 points from the previous survey, Vietnam still managed to maintain the number one spot. India, on
the other hand, increased by 10.6 points from the previous survey and overtook Thailand, which had previously
come in second place. The evaluation of China also fell from the 17.5% in the previous survey to 14.0%.

This is thought to reflect the rapid changes taking place in China’s investment/business environments.

Diagram 44: Optimum locations for production bases in the medium to long term (five to 10 years)
(excluding evaluation of the country of current operation, net)

Europe

0.3% Malaysia Philippines
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(5) Degree of satisfaction with optimum production bases in medium to long term: Replies
were split within ASEAN region (manufacturing industry)

The percentage of replies stating that the countries of current operations were the optimum locations for the
companies’ operations/production bases in the medium to long term (five to 10 years) (Diagram 45) represented
the “degree of satisfaction” companies have with the country of current operations as a production base, from
the standpoint of the investment/business environment and the market (growth potential).

In the ASEAN region, the opinions were split on how the companies evaluated the countries in which they
were currently operating. On the one hand were the three countries of Vietnam, Thailand and Indonesia,

which registered a degree of satisfaction on the 60% to 70% level, while the countries of Malaysia, Myanmar,
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the Philippines and Singapore, on the other hand, registered levels of 30% to 40%. Thailand and Vietham
were also evaluated as being promising destinations by Japanese-affiliated companies that are not currently
operating in these two countries. Thus, Vietnam and Thailand were regarded to be promising as optimum
production bases, as well as countries providing high degrees of satisfaction.

In Southwest Asia, half of the companies operating in Sri Lanka replied that the country in which they were
currently operating was the optimum production base. A high degree of satisfaction was indicated by 60% of
the companies operating in India and 60% to 70% of those in Pakistan and Bangladesh.

Diagram 45: Potential of current country of operations as production base in the medium to long term
(Unit: %)
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(Note) Myanmar, Bangladesh, Pakistan, Sri Lanka, Australia and New Zealand have been included in the survey from 2008.

(6) Thailand is the optimum location for production bases in the medium to long term, by
industry (manufacturing)

Concerning the optimum locations for companies’ operations/production bases in the medium to long term
(five to 10 years), by industry (Diagram 46), in the top 12 industries from which valid responses were received,
Thailand was named number one.

The optimum locations for production bases for the motor vehicle and motorcycle parts and accessories
industry was (1) Thailand (37.8%), (2) Indonesia (17.1%) and (3) India (14.4%). Additionally, in the motor
vehicle and motorcycle industry, Thailand led the field as the optimum location for production bases, as
indicated in the ranking of (1) Thailand (39.3%), (2) India (17.9%) and (3) Indonesia (14.3%). In the future,
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the reorganization and consolidation of the motor vehicle and motorcycle industry is expected to center on
Thailand and India. Additionally, in the chemicals and the iron and steel industries, Thailand, India and
Indonesia took the top three spots.

In contrast, the electric machinery and electronic equipment industry named (1) Thailand, (2) Malaysia and
(3) Vietnam, while the electric and electronic parts and components industry named (1) Thailand, (2) Vietham
and (3) China as the optimum locations for production bases. Industries that named Vietnam as the optimum
location following Thailand included the fabricated metal products (the same percentage as Thailand), the
plastics products and the general machinery industries, attesting to Vietnam’s position as a base for the
processing and assembly of parts.
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Diagram 46: Optimum locations for production in the medium to long term by major industries (Unit: companies; composition ratio: %; number of valid
respondent companies: 856)
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(7) India named promising market in the medium to long term (manufacturing industry)

In terms of which country showed potential as a market for the companies’ operations/products in the medium
to long term (five to 10 years) (valid responses: 884 from the manufacturing industry, multiple answers
allowed) (Diagram 47), countries cited as promising markets were (1) India, (2) China and (3) Thailand.
Among the top 12 industries from which valid responses were received, India placed at the top in nine of the
industries—almost all of the industries evaluated India as having potential for further market development.
The other three industries named Thailand (foods, processed agricultural or marine products industry and
plastic products industry) and China (electric and electronic parts and components industry). In the ASEAN
region—in addition to Thailand—Indonesia, which has a tremendously large market, and Vietnam, which has

potential as an emerging market, were thought to be promising.

Diagram 47: Countries, regions regarded as promising markets in the medium to long term (five to 10

years)
- Motor vehicle and motorcycle parts  |Electric and electronic parts and  |Fabricated metal products
Total (884 companies) ) - . .
and accessories (110 companies) components (95 companies) (71companies)
No. of : No. of 5 No. of - No. of A
companies Ratio companies Ratio companies Ratio companies Ratio
1 |India 337 38.1 |India 54 49.1 [China 42 44.2  |India 23 32.4
2 |China 242 27.4 |Thailand 37 33.6 |India 31 32.6 |Thailand 21 29.6
3 |Thailand 239 27.0 Indonesia 31 28.2 |Vietnam 30 31.6 |China 20 28.2
4 [Vietnam 222 25.1 |Vietnam 28 25.5 |Thailand 29 30.5 [Vietnam 19 26.8
5 [Japan 163 18.4 |China 25 22.7 |Europe 27 28.4 |[Japan 19 26.8
FOOfﬂS, processed agrlcultura! or Chemicals (64 companies) Ele(_:trlc machinery and_electronlc Bl el 5 (5 Eareris)
marine products (64 companies) equipment (60 companies)
NEHCIE Ratio NIl Ratio NCHCIE Ratio Neh(ar Ratio
companies companies companies companies
1 |Thailand 21 32.8 |India 34 53.1 |India 26 43.3 |Thailand 24 42.9
China 18 28.1 |China 22 34.4 |Europe 18 30.0 |[China 21 375
3 |Japan 15 23.4 |Vietnam 14 21.9 [|Vietnam 14 23.3 |Vietnam 16 28.6
4 E"a:gtd'e 12 18.8 [Indonesia 13 203 |us. 13 217 |india 16 28.6
5 |India 11 17.2 |Thailand 12 18.8 |China 10 16.7 |Japan 14 25.0
Middle
East 10 16.7
. . . Motor vehicles and motorcycles  |Nonferrous metals and
Iron and steel (40 companies) General machinery (40 companies) . Sl (7 cumanis)
No. of : No. of g No. of : No. of q
companies Ratio companies Ratio companies Ratio companies Ratio
1 |India 19 475 India 29 72,5 |India 12 38.7 India 12 44.4
2 |Thailand 14 35.0 |Vietnam 17 42,5 [Indonesia 6 19.4 |Thailand 9 33.3
3 [Vietnam 11 27.5 |Indonesia 10 25.0 [|Vietnam 6 19.4 |Vietnam 7 25.9
4 [Indonesia 10 25.0 |Thailand 10 25.0 |Thailand 5 16.1 |China 7 25.9
5 |china 6 150 [Middle 10 250 |Middle 5 16.1  |Japan 6 222
East East
Rubber products (26 companies)
No. of .
companies Ratio
1 |India 11 42.3
2 |Thailand 7 26.9
3 [Vietnam 6 231
4 [Japan 6 23.1
5 China 5 19.2
uU.S. 5 19.2
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(8) Thailand regarded as promising sales base in the medium to long term; Vietnam
regarded highly as third-country destination (non-manufacturing industry)

In regards to what companies thought was the optimum location for sales bases of operations/ products and
services in the medium to long term (five to 10 years), in the non-manufacturing industry (valid responses: 805
from the non-manufacturing industry, only one answer allowed) (Diagram 48), the most cited countries were
(1) Thailand (18%, 145 companies), (2) Singapore (15.7%, 126 companies) and (3) Australia (11.7%, 94
companies).

Among the top 12 industries from which valid responses were received, Thailand placed at the top in trading
companies and the transport/warehousing, construction/plants and distribution industries, while Singapore
placed at the top among sales companies and the banking and insurance industries, which is indicative of the
potential held for sales companies and the financial services industry in this country. Moreover, Australia
placed at the top among the hotel/travel/restaurant, mining, real estate, and agricultural and forestry products
industries, indicating the high regard held for services utilizing Australia’s abundant resources that are high in
growth potential as optimum locations.

On other hand, when replies that chose the countries in which they were currently operating were omitted
from consideration as optimum locations for production bases, the top countries (third countries/regions)
chosen (valid responses: 290 companies) as optimum locations for sales bases in the medium to long term were
(1) Vietnam (15.2%, 44 companies), (2) Thailand (14.1%, 41 companies) and (3) India (13.4%, 39 companies)
(Diagram 49). The evaluation of Vietnam reflects its potential as a sales market and the gradual deregulation

taking place there in the logistics field.
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Diagram 48: Sales bases of companies’ operations/products and services for the medium to long term (five to 10 years)
(multiple answers allowed; unit: %; valid responses: 805 companies)

. Trading company Sales company Transport/warehousing (86 Construction/plants (83 Communications/softwar
Total (856 companies) . ) . . .
(164 companies) (157 companies) companies) companies) e (39 companies)
1 Thailand 145 18.0 |Thailand 30 18.3 |Singapore 42 26.8 |Thailand 20 23.3 |Thailand 17 20.5 |Vietnam 9 23.1
2 Singapore 126 15.7 |Singapore 29 17.7 |Australia 31 19.8 |India 13 15.1 |Malaysia 12 14.5 |Thailand 6 15.4
3 Australia 94 11.7 |India 29 17.7 |Thailand 27 17.2 |Singapore 8 9.3 |Indonesia 10 12.1 |India 5 12.8
4 India 88 10.9 |Vietnam 15 9.2 |India 16 10.2 |Vietnam 7 8.1 |Vietnam 10 12.1 |Japan 5 12.8
5 Vietnam 68 8.5 |Australia 10 6.1 |New Zealand 8 5.1 |Australia 7 8.1 |Singapore 8 9.6 |Singapore 3 7.7
6 Indonesia 43 5.3 |Indonesia 9 5.5 |Malaysia 7 4.5 |Philippines 6 7.0 |Other 7 8.4 |Indonesia 2 51
7 Malaysia 43 5.3 |New Zealand 7 4.3 |Vietnam 7 4.5 |China 6 7.0 |India 5 6.0 |New Zealand 2 5.1
8 New Zealand 37 4.6 |Japan 6 3.7 |Other 5 3.2 |Indonesia 3 3.5 |Philippines 4 4.8 |China 2 51
9 Other 33 4.1 |China 6 3.7 |Japan 4 2.6 |Malaysia 3 3.5 |Sri Lanka 2 2.4 |Other 2 51
10 Japan 31 3.9 |Bangladesh 5 3.1 |Indonesia 3 1.9 |New Zealand 3 3.5 |Australia 2 2.4 |Malaysia 1 2.6
11 Philippines 24 3.0 |Malaysia 3 1.8 |China 2 1.3 |Other 3 3.5 |Myanmar 1 1.2 |Philippines 1 2.6
12 |china 19 | 2.4 |Philippines 3 1.8 |Middle East 2 1.3 |Myanmar 2 2.3 |Other ASEAN| 1.2 |Middle 1 2.6
Country East

13 Bangladesh 11 1.4 |Middle East 3 1.8 |Philippines 1 0.6 |Japan 2 2.3 |Pakistan 1 1.2

14 |Middle East 11 | 1.4 |other 3 1.8 |Pakistan 1 0.6 gﬁrtSSEAN 1 1.2 |sapan 1 1.2

15 Myanmar 7 0.9 |Myanmar 2 1.2 |Europe 1 0.6 |Europe 1 1.2 |Hong Kong 1 1.2

16 Europe 7 0.9 |Pakistan 2 1.2 Middle East 1 1.2 JUu.s. 1 1.2

17 Pakistan 5 0.6 |Hong Kong 1 0.6

18 Sri Lanka 5 0.6 |Taiwan 1 0.6

19 uU.S. 3 0.4

20 Other ASEAN > 0.3

Country
21 Hong Kong 2 0.3
22 Taiwan 1 0.1
Hotel/travel/restaurant Banking Insurance Distribution Mining Real estate (7 companies)
(35 companies) (21 companies) (20 companies) (16 companies) (12 companies)

1 Australia 9 25.7 |Singapore 4 19.1 |Singapore 4 20.0 |Thailand 6 37.5 |Australia 7 58.3 |Australia 2 28.6
2 Thailand 4 11.4 |Thailand 4 19.1 |India 4 20.0 |New Zealand 5 31.3 |Japan 2 16.7 |Indonesia 1 14.3
3 New Zealand 4 11.4 |Malaysia 3 14.3 [Thailand 3 15.0 |Malaysia 2 12.5 |Indonesia 1 8.3 |Philippines 1 14.3
4 India 3 8.6 |Vietnam 3 14.3 |Indonesia 2 10.0 |Myanmar 1 6.3 |Vietnam 1 8.3 |Sri Lanka 1 14.3
5 Philippines 2 5.7 |Other 3 14.3 |Australia 2 10.0 |Vietnam 1 6.3 |Other 1 8.3 |[China 1 14.3
6 Singapore 2 5.7 |Australia 2 9.5 |New Zealand 2 10.0 |Australia 1 6.3 Other 1 14.3
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9 Japan 2 5.7 U.S. 1 5.0
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11 Malaysia 1 2.9
12 Pakistan 1 2.9
13 China 1 2.9
14 Europe 1 2.9
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Diagram 49: Sales bases of companies’ operations/products and services in the medium to long term

(evaluation as third-country destinations)

(Muttiple answers allowed, Unit: %, Valid responses 805 companies)
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(9) Role as “Sales base for the domestic market” primarily sought for sales bases
(non-manufacturing industry)

In regards to the core roles or functions companies sought in ideal sales bases of products and services (valid

responses: 758 from the non-manufacturing industry, multiple answers allowed) (Diagram 50), overall, a “Sales

base for the domestic market” accounted for 58.7% of the replies, which was followed by a “Sales base for a

third country/region” (26.1%), and “Regional Headquarters” (23.1%).

Although the roles and functions

sought by the majority of the countries was a “Sales base for domestic market,” in Singapore, the “Regional

Headquarters” function accounted for nearly 50% of the replies.
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Diagram 50: Core roles and functions sought in ideal sales bases of products and services (multiple

answers allowed)

(Unit: number of companies; composition ratio: %; number of valid respondent companies: 758 companies)
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