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ILISurvey Overview (1) p-2

Profile of Respondent Companies

The purpose of this survey is to identify the

; Number of Respondent Companies, by annual sales Number of Respondent Companies, by paid-in capital
current and future trends of overseas business . . . )
. . . . (Consolidated basis) (Non-consolidated basis)
operations* and foreign direct investment (FDI) Nombor of Nombor of
o ey . . umber o umber O
act'1V1t1es of Japanese manufacturing companies. companics | (%) companics | (%)
Thl‘S year's survey was the 18th of an annual less than ¥50.0 billion| 258 44.3% less than ¥100.0 million 531 8.9%
Senis that began in 1(918996 factu ¥50.0 billion ~ less than ¥100.0 billion] 89 15.3%]| | ¥100.0 million ~ less than ¥500.0 million 71| 12.0%
The Sfm’eg C(}’lvere . 7 manu acftu“?‘g ¥100.0 million ~ less than ¥200.0 billion| 85 14.6%)| | ¥500.0 million ~ less than ¥1.0 billion| 300 5.1%
C?fr_?,pames, t latd_ave t lree or more Orfelgn , ¥200.0 billion ~ less than ¥300.0 billion| 38| 6.5% Y1.0billion ~ less than ¥5.0 billion 119 20.1%
E tliates, ;1113 u mi at 2%%5; one mi?“ acturing ¥300.0 billion ~ less than ¥500.0 billion| 30| 5.2%| | ¥5.0bilion ~ less than ¥10.0 billion 87| 14.7%
ase, as of November : - Ques 101}nalre was ¥500.0 billion less than Y1.0 trillion 41 7.0% ¥10.0 billion or more| 233| 39.3%
mailed to 967 companies and 594 valid responses ¥1.0 trillion or more sl 7.0% Total 593(100.0%
were retumed over the ,perlOd from July to Total 582| 100.0%| * 1 company did not provided this information.
September. The effective response rate was *12 companies did not provide this information, Number of Respondent Companies by Industrial
61.4%. (In the FY2005 survey, valid returns were ' Classification P P y
590 out of 945 companies, with the response rate Number of Respondent Companies, by number of employees Nomber of
. . . . )
of 62.4 % ) (Non-consolidated basis) Industrial classification companies %
This year’s survey covered issues such as “Top- Number of Foodstuffs 29 4'9?’
priorities for domestic and overseas business companies | (/) Textiles B3 56 0A>
A » tit in th ket and — 300 ] 150 19 4% Wood and Wood Products 4 0.7%)
operatl‘onsz ompetitors in the market, employees A% [paper and Pulp | 0.8
“Localization of management, procurement, and 301 employees ~ 500 employees 83| 14.0%]| |Chemicals 86| 14.5%
R&D in order to maintain and secure the 501 employees ~ 1,000 employees 1291 21.7% [Chemicals (excluding pharmaceuticals)] 76 12.8%)
international competitiveness.” 1,001 employees ~ 5,000 employees 209| 35.2% [Pharmaceuticals] 10 L7%
0,
* “Overseas business operations” is defined as production, 5,001 employees ~ 10,000 employees 30 5.1% getrole}l m znd Rubbe(ri Gl ;g gi"f
sales, research and development activities in overseas 10.001 employees ~ 28 4.7% eramics, Cement and Glass e o
bases, as well as outsourcing of manufacturing and : Total 5941100.0% Steel 14 2'40A’
procurement overseas. ota 0% Nonferrous Metals 19| 3.2%
Metal Products 25 4.2%
General Machinery 56 9.4%
[Assembled products] 47 7.9%)
C . S d. R Rat doO Affiliat [Components] 9 1.5%)
ompanies sSurveyed, Response kate, an verseas Hates Electrical Equipment and Electronics (E&E) 1211 20.4%
[Assembled products] 35 5.9%
FY2006] FY2005[FY2004] FY2003[FY2002 [Components] ‘ sof  14.5%
Transportation (excluding Automobiles) 6 1.0%
Number of companies surveyed 967 945 939 932 812 Automobiles 91l  15.3%
Number of respondent 594 590 595 571 508 [Assembled products] 7 1.2%)
Response rate 61.4] 624 634 613 626 e omponents| o
. recision Machinery . 170]
Number of overseas affiliates 10, 1524 1 0,847 10,079 9,838 8,924 [Assembled products] 18 3.0%
[Components] 10) 1.7%)
Other 43 7.2%)
Total 594 100.0%
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ILSurvey Overview (2)

Number of Overseas Affiliates, by type of base and region

p-3

(n=594)  (Unit: Companies)
Other . Central Other | Russia .
m NIEs ]|ASEAN4| China Asian Nort.h Latlp EU15 |&Eastern| European & Oceania Midele Africa | Total
K/ . Americal America . East
Countries Europe [ Countries | Other
Production Bases 5931 1,146] 1,592 215 719 187 444 101 15 13 50 15 25| 5,115
Sales Bases 927 493 599 108 614 140 831 69 32 21 104 50 291 4,017
R&D Bases 17 23 63 4 76 2 52 7 0 0 3 2 0 249
Others 101 93 130 17 195 74 113 3 2 5 29 4 5 771
Total 1,638 1,755 2,384 344 1,604 403] 1,440 180 49 39 186 71 59 10,152

* “Others” includes regional headquarters, service companies, financial subsidiaries etc.

0O The Classification of Major Regions in This Survey[]

NIEs

ASEAN4

[Korea, Taiwan, Singapore, Hong Kong[J
[Thailand, Indonesia, Malaysia, Philippines[]

North America

[1J.S., Canadall

EU15

Central and Eastern Europe

[U.K., Germany, France, Italy, Netherlands, Belgium, Greece, Luxembourg,

Denmark, Spain, Portugal, Austria, Finland, Sweden, Ireland[]

Number of Overseas Production Bases in Major Regions
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[0 Data for China starts from FY 1993. Data for Other Asian Countries starts from FY 1996.
O Inthe graph above, “EU15” have been consolidated into the “EU” since FY 2004 survey.

[Poland, Hungary, Czech Republic, Slovak Republic, Bulgaria, Romania, Slovenia,
Albania, Croatia, Serbia, Montenegro, Bosnia and Herzegovina, Macedonia,[]

Unit: Companies[]
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O The Classification of Provinces and Administrative Districts of China in This Survey[l

Northeastern China [Heilongjiang Province, Jilin Province, and Liaoning Province[]

Northern China [Beijing, Tientsin, Hebei Province, and Shandong Province[J

Eastern China [BShanghai, Jiangsu Province, Anhui Province, and Zhejiang Provinced

Southern China [Fujian Province, Guangdong Province, and Hainan Province[]

Inland China [Provinces other than those mentioned above and Autonomous regions[]

Number of Overseas Affiliates in Major Regions

/

China ¢

North America

Other Asian
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/
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II. Summary

B “Strengthening or expanding overseas production” remains a top priority, while aiming to improve
profitability through streamlining business operations

As a top-priority issue for both domestic and overseas business operations, “strengthening or expanding
overseas production” (243 companies) collected the largest number of votes, followed by “strengthening or
expanding the R&D function” (198 companies), and “development of new business fields” (141 companies).
Following the foregoing issues aimed at enlarging or strengthening sources of profits, issues aimed at
improving profitability through further streamlining business operations like “reviewing and streamlining
group companies’ management,” or “introduction and optimization of global supply chains” have come up in
rank. These results imply that Japanese manufacturers are trying to strengthen or expand their business
operations through not only driving quantitative strengthening or expansion but also streamlining business
operations and strengthening corporate quality. The issue of “reducing interest-bearing debt” has
considerably declined this year.

H Record high percentage (82.8%) of companies plan to strengthen or expand overseas business
operations

When asked about medium-term (the next three years or so) prospects for overseas business operations, a
record percentage (82.8%) of companies in the all-industry category responded that they plan to “strengthen
or expand” compared to less than 80% in the previous year. By industry, the share of companies to
“strengthen or expand” is high across the board. This clearly shows a very positive stance on the part of
manufacturers for overseas business operations.

B Continued enthusiasm for strengthening or expanding domestic business operations

Concerning the medium-term prospects for domestic business operations, 49.0% of companies in all
industries (0.7 percentage point year-on-year increase) responded that they plan to “strengthen or expand,”
while a mere 2.8% of respondents answered that they plan to “reduce” in scale. By major industries, the
share of companies to “strengthen or expand” has increased from the last year in all industries but E&E.
Particularly, the chemicals industry recorded an increase of 11 percentage points to a level of over 60%.

B Focus of domestic business operations placed on manufacturing of high-value added products, as
well as R&D

The 283 companies that indicated a plan to strengthen or expand domestic business operations were further
asked in which areas they would focus their attention in Japan. 80.2% of respondents cited the “production of
high-value added items,” followed by “R&D” (55.8%), “sales and service” (42.8%), and “management”
(14.8%). The order of responses was consistent with results from the previous year. In interviewing the
respondents, many companies suggested that they would consider the production of high-value added items
and R&D activities underpinning such production as inseparable facets of their business development.

B Strong positive stance in Russia, China, and Central & Eastern Europe. Large growth in Russia,
Middle East, and Latin America

Concerning the medium-term prospects for overseas business operations, companies that are either
conducting or considering business operations in individual countries or regions were asked to cite whether
they would strengthen or expand the size of their business operations in such countries or regions. The region
with the highest percentage response for “strengthen or expanding” is Russia, other CIS (75.3%), followed by
China (71.2%), Central and Eastern Europe (70.7%), other Asian countries/Oceania (67.0%), and North
America (56.3%). Comparing this result with last year’s survey indicates that the share of “strengthening or
expanding” showed strong growth in Russia, other CIS (9.0 percentage points), Middle East (8.4 percentage
points), Latin America (6.7 percentage points), and other Asian countries/Oceania (5.8 percentage points).
Growth in Latin America is accounted for by an increase in Brazil, and growth of other Asian
countries/Oceania is due to continued increase in India and Vietnam. In China, on the other hand, the
proportion of “strengthening or expanding” peaked in FY2004, and for this year, Russia, other CIS, which
showed a high growth in proportion, overtook China.

However, if countries or regions are compared on the basis of the actual number of companies indicating
that they “will strengthen or expand” in each country or region, it was found that many companies plan to
“strengthen or expand” their operations in the eastern and southern regions of China, Thailand, and North
America as before, but still a smaller number of companies plan to do so in Russia, other CIS, Latin America,
Middle East, and Africa.

p.4

B Relatively high evaluations of business performance for NIEs and ASEAN. Profitability in Thailand
is higher than on a group consolidated basis for many companies

Respondent companies’ evaluations of sales and profit satisfaction with their overseas business
performance showed no significant change for any country or region, excluding sales for Latin America.
NIEs and ASEAN were evaluated relatively highly compared to other regions. China, although declining
sharply last fiscal year, improved slightly this year for both sales and profit.

When asked whether profitability for each region including Japan was higher or lower than that of the
entire group (consolidated basis), the percentage of companies answering “higher” was greatest for Thailand
(40.7%). For Japan, the share of companies answering “lower” was the smallest, indicating that the domestic
market is a stable profit source for many companies. In contrast, fewer companies said profitability was high
in North America, Europe, and China.

H Reasons for evaluation of satisfaction with profits

“Successful sales activities in the country or regions concerned” is the most cited reason for “satisfactory”
and “somewhat satisfactory” evaluations across all countries and regions. For “unsatisfactory” or “somewhat
unsatisfactory” evaluations, the response “cost reductions are difficult” has been increasing since the previous
survey, indicating that cost reduction is becoming a more important factor to improve profitability than
before.

Investigation of competitors in each sales market, continuously carried out since last year, found that, like
the last fiscal year, the number of companies indicating the existence of competitors in China was the greatest.
In addition, companies competing with Chinese companies in ASEAN and North America is spreading.

B Progress underway for localization of management and procurement, but noticeable companies
responded that R&D is being centralized in Japan

When asked about policies to address localization in Asia, primarily in China and ASEAN, for
management, procurement, and R&D, around 80% companies responded “localization is necessary and the
head office is encouraging localization through setting goals and other promotion measures” or “localization
is necessary and local bases are promoting localization in accordance with local conditions,” thereby
indicating that the companies intend to move ahead with localization for management and procurement. In
contrast, over 30% of companies responded that they would “centralize authority in Japan rather than
localize” for R&D. Results for R&D were thus polarized between companies that would and would not
promote localization.

When asked to self-evaluate the progress of localization, based on localization policies, over 60% of the
companies responded that they had made sufficient or somewhat sufficient progress for management and
procurement, while only a little over 20% had done so for R&D.

Among the issues in promoting localization, many companies cited a lack of human resources for
localization of management, insufficient technological capacities of local enterprises for procurement, and a
lack of local technical staff for R&D. More companies also pointed out communication difficulties in China
and Vietnam, as well as concern for confidential information leakage in China. A comparison between China
and ASEAN indicates that more companies noted a wider range of problems in China.

B China continued to top the list of promising countries, but its favorability decreased for the third
consecutive year. In contrast, India, Vietnam, Russia, and Brazil acquired greater recognition

The top ten business destinations that companies viewed as promising in the medium term remained
unchanged from the previous fiscal year. India received the largest increase in recognition (+11 percentage
points), while Vietnam, U.S, Russia, and Brazil also acquired more recognition. On the other hand, China’s
recognition, which continued to decline after hitting a peak in FY2003 of 93%, fell beneath the 80% level this
year. The share of recognition also declined for Thailand, Korea, and Indonesia, with their rankings falling
by one place, respectively.

In the countries that received greater recognition, the number of companies that have specific business
plans also increased steadily.

B Power supply was a major issue for all countries. Underdevelopment of other infrastructures were
also cited frequently in India and Vietnam

Companies that cited “underdevelopment of infrastructure” were further asked to indicate which
infrastructures were actually underdeveloped. For every country, more than 60% of respondents cited power
supply as the issue. Many companies regarded roads and water supply in India and roads in Vietnam as
being underdeveloped.

Copvright © 2006 JBIC Institute. All Rights Reserved.



I11. Survey Results 1. Prospects for Domestic and Overseas Business Operations
(1) Top Priorities for Domestic and Overseas Business Operations

Figure 1

Y 2006 Surve

Y 2004 Surve

p-3

n =548 (n=1584)
Ran Priority Issues for Domestic and Overseas Business Operations Cosl;zfes ( % ) RankI Priority Issues for Domestic and Overseas Business Operations Cosl;?‘ies %
1}Strengthening or expanding overseas production 243 44.3% 1}Strengthening or expanding overseas production 338 57.9%
2)Strengthening or expanding the R&D functions 198 36.1% 2|Strengthening or expanding the R&D functions 235 40.2%
3Development of new buisness fields 141 25.7% \ 3Strengthening or expanding the customer base by the company's own 155 26.5%
4fReviewing and streamlining of group companies' management 122 22.3% 4} Active expansion into new business areas 131 22.4%
S{Procurement of business resources to strengthen core business 105 19.2% 5|Reducing interest-bearing debt 126 21.6%
6fIntroduction and optimization of global supply chain 98 17.9% 6/Reviewing and streamlining of group companies' management 122 20.9%
O 7}Securing and utilization of talented overseas human resources 90 16.4% 7|Procurement of business resources to strengthen core business 115 19.7%
O 8Mainttaining highly skilled domestic human resources and succession of such 88 16.1% 8|Strengthening or expanding the domestic production 104 17.8%
skills
9lStrengthening or expanding the customer base by the company's own efforts 86 15.7% 9]Strengthening or expanding service operations related to the company's 96 16.4%
product
O 10fCost reduction in response to surge in price of enregy and raw materials 76 13.9% 10} Introducing or establishing a global supply chain management 92 15.8%
11}Strengthening or expanding the domestic production 70 12.8% 11jReviewing domestic production systems from the viewpoint of total cost 60 10.3%
12 Strengthening or expanding service operations related to the company's 62 11.3% 12} Concentrating on environmental issues and environment-related business 49  8.4%
13jReducing interest-bearing debt 59 10.8% 13jReviewing overseas production systems from the viewpoint of total cost 41 7.0%
14jReviewing overseas production systems from the viewpoint of total cost 52 9.5% 14}Outsourcing the activities of production 20 3.4%
15§Reviewing domestic production systems from the viewpoint of total cost 31 5.7% 15§Renewal of overage domestic plant 17 2.9%
O 16}|Passing through the price increase in energy and raw materials to sales price 27 4.9% 16fSecuring energy, resources and raw materials for the company's own 13 22%
operations
17} Concentrating on environmental issues and environment-related business 22 4.0%
18}Renewal of overage domestic plant (excluding facilities for expansion or new 21 3.8%
products)v L . * 18 companies (3.1%) responded “Other.”
19§ Outsourcing the activities of production 14 2.6%

* 7 companies (1.3%) responded “Other.”
Notes: (1) The items marked o are the alternatives newly added from this year.

(2) For the above survey, respondents were requested to choose three top issues they consider as current top-priority issues, out of the alternatives presented.

management efficiency

debt” has considerably declined this year.

Qfﬁciency rather than quantitative expansion of overseas operations in this sector.

/l A top priority continued on “strengthening or expanding overseas production,” with their sight set on improving corporate profit, while seeking greater

~

As a top-priority issue for both domestic and overseas business operations, “strengthening or expanding overseas production” (243 companies) collected the largest number of votes, followed
by “strengthening or expanding the R&D function” (198 companies), and “development of new business fields” (141 companies). Following the foregoing issues aimed at enlarging and
strengthening sources of profits, issues aimed at improving profitability through further streamlining business operations like “reviewing and streamlining group companies’ management,” or
“introduction and optimization of global supply chains” have come up in rank. These results imply that Japanese manufacturers are trying to strengthen or expand their business operations
through not only driving quantitative strengthening or expansion but also through streamlining business operations and strengthening corporate quality. The issue of “reducing interest-bearing

The percentage for “strengthening or expanding overseas production” declined from the previous survey largely due to the decrease in Automobiles and Precision Machinery. In Automobiles,
the portion corresponding to the decrease seems to have flowed out to the newly added items relating to human resources and cost reduction. The matter of human resources may become a
restraining factor in future strengthening or expanding of overseas business operations. In Precision Machinery, increase of percentage is observed in such items as “introduction and
optimization of supply chains,” and “reviewing overseas production systems from the viewpoint of total cost,” which implies increasing number of companies are putting emphasis on promoting
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(2) Medium-term Prospects for Overseas Business Operations

Figure 2 Prospects for Overseas Business Operations over
the Medium-term (by major industry)

FY 2006 Survey
100%

Will reduce or
. withdraw from

580 29
A

17.1%

33
[0.0%
21.2%

85 56

‘0.0% P.O%
11.8%] 14.3%

(Companies)
118 89 27
0.8% (0.0% ?.ovo
12.4%]| 14.8%

19.5%

Figure 3 Changes of Overseas

p.6

Production Ratio (all industries)

overseas business §(0%,
operations
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size of overseas
business
operations at the
present level

U 60%
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78.8%] 88.2%85.7%
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Electronics Machinery
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development activities
at overseas bases, as
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Figure 4 Overseas Production Ratio (major industries)

Number of FY2005 FY2006 Medium-term
companies actual estimates | plan
All Industries 492 29.1% 30.4% 34.9%
Chemicals 66 21.2% 22.4% 28.0%
General Machinery 49 19.9% 21.1% 25.4%
E&E 96 43.3% 44.3% 48.0%
Automobiles 76 29.6% 31.6% 37.0%

A Record high percentage (82.8%) of companies plan to strengthen or\
expand overseas business operations

When asked about medium-term (the next three years or so) prospects for overseas
business operations, a record percentage (82.8%) of companies in the all-industry
category responded that they plan to “strengthen or expand” them compared to less
than 80% in the previous year. By industry, the share of companies to “strengthen or
expand” is high across the board. This clearly shows a very positive stance on the part
of manufacturers for overseas business operations.
B Overseas production ratio continues to rise

The overseas production ratio in FY 2005 (actual) rose to 29.1% in all-industry,

showing an increase over the previous year for seven consecutive years since 1999.
The estimates for FY 2006 and the medium-term plan until FY 2009 are 30.4% and
34.9% respectively, indicating the continued trend that many companies plan to /

enhance their overseas production.
Convright © 2006 JBIC Institute. All Rights Reserved.




(3) Medium-term Prospects for Domestic Business Operations

Figure S Prospects for Domestic Business Operations

over the Medium-term

p.7

Figure 7 Fields to Focus on in Japan in Future (multiple responses)

Strengthen or expand
(283 companies)

Strengthen or expand

(266 companies)

[ ‘What fields will you concentrate efforts on in Japan in future? ]

Strengthen 49 i Y
o ()
or expand T
47.0%
Maintain thef ' ' ' ' | 44.9%
present leve
46.3[%
, . . . — 10
—— 1 1 | I
Reduce | 2.8% ' ' '
[l 3.5% i i ' 80 - - - -
[ ! ! ! ' . Production
Under 3.3%
consideration 20 : : I I General-purpose 60F - ---
32% | FY 2006 Survey ( n=577) Products
' ' High-value
1 1
: : D FY 2005 Survey ( Il:568) added Products 40'_ 1
0 0 0 0 . Sales & Service
0% 10% 20% 30% 40% 50% . R&D 20 -- -1
v [] Management
0

Figure 7 Prospects for Domestic Business Operations
over the Medium-term (by major industry)
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(n=89)
Electrical Equipment and Electronics

(n=118)

0.7% points.

less than half of the total companies in that industry.

products, as well as R&D

facets of their business development.

A Continued enthusiasm for strengthening or expanding domestic business operations \
Continuing the medium-term prospects for domestic business operations, 49.0% of companies in all

industries responded that they plan to “strengthen or expand,” and 44.9% answered to “maintain the present

level.” These two responses each account for nearly half of respondents, with a mere 2.8% of respondents

to “reduce” in scale. Comparison with FY 2005 survey results shows that the share of companies stating

“strengthen or expand” rose 2.0% points to occupy the largest share, while those responded “reduce” fell by

By major industries, the share of companies to “strengthen or expand” has increased from the last year’s
survey in all industries but E&E. This trend was especially conspicuous among chemical companies, of
which over 60% responded that they plan to “strengthen or expand,” an 11percentage points increase from
the previous survey. E&E decreased by 6.4 points, making the companies stating “strengthen or expand”

B Focus of domestic business operations placed on manufacturing of high-value added

The 283 companies that indicated a plan to “strengthen or expand” the scale of the domestic business
operations were further asked in which areas they would focus their attention in Japan. 80.2% of
respondents cited the “production of high-value added items,” followed by “R&D” (55.8%), “sales and
service” (42.8%), and “management” (14.8%). The order of responses was consistent with results from the
previous fiscal year. In interviewing the respondents, many companies suggested that they would consider

kthe production of high-value added items and R&D activities underpinning such production as inseparable/
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II1C] 2[IProspects for Overseas Business Operations by Region p.8
(1) Prospects for Overseas Business Operations

Figure 8
FY 2006 Survey (Companies) (Companies)

(935) @9 (279) (n =580) 969) G719 (292 (n=575)
994 (1,157) 368 322 140 75 85 84 73 (1,021) 1,172) 384 322 135 77 8 719 71

0 100%
100%, .6%] [1.0%[0.8% 149 [2.2% 3.1% 1.4% [1.3% 0.0% 1.2% 9 3.0%3.19%)0. 9%10.7% 0.0% 0.0%(0.0% 0.0%
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80%/ | 187 70, 48.8%]| " ¥ 80%
63.8% 32.5% ) 52.4%
o 57.7% 0% o 5 o0

42.4%f

40%/ 71.2 |
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20% 40.9% 46 20% o
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NIEs China North  Latin Central and Russia, Africa NIEs i North  Latin Central and Africa
America America Eastern other CIS America America] Eastern other CIS
ASEAN4 Other Asian Europe Middle East ASEAN4 Other Asian Europe European
Countries/Oceania EUIS Other European Countries/ Oceania EUI5 Countries
Countries

60%[

40%¢

Middle East

0 As for such countries or regions as “NIEs,” “ASEAN4,” “China,” “Other Asia/ Oceania,” and “Latin America,” the survey
. o . . . questions are designed individually for each constituent country and region. Therefore, to compose each region in the above
[J Will maintain the size of overseas business operations at the present level graphs, values of each country and/or region are first totaled and proportions of these totals are calculated. Additionally, the
[l Will strengthen or expand overseas business operations parenthesized figure shown in the graphs denote a total number of responses received for each region.

B Will reduce or withdraw from overseas business operations

fl Strong positive stance for “strengthening or expanding” in Russia, China, and Central & Eastern Europe. Large growth in Russia, Middle East, anh

Latin America
Concerning the medium-term (next 3 years or so) prospects for overseas business operations, companies that are either conducting or considering business operations in
individual countries or regions were asked to cite whether they would strengthen or expand the size of their business operations in such countries/regions. The region with the
highest percentage response for “strengthen or expanding” is Russia, other CIS (75.3%), followed by China (71.2%), Central and Eastern Europe (70.7%), other Asian
countries/Oceania (67.0%), and North America (56.3%). Comparing this result with last year’s survey indicates that the share of “strengthening or expanding” showed strong
growth in Russia, other CIS (9.0 percentage points), Middle East (8.4 percentage points), Latin America (6.7 percentage points), and other Asian countries/Oceania (5.8 percentage
points). Growth in Latin America is accounted for by an increase in share for “strengthening or expanding” in Brazil, and growth of other Asian countries/Oceania is due to
continued increase in India and Vietnam (See Figures 14 and 10). In China, on the other hand, the proportion of “strengthening or expanding” peaked in FY 2004, and for this year,
Qussia, other CIS, which showed a high growth in proportion, overtook China. /
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(2) Countries and Regions for Strengthening or Expansion p.9

Number of Companies[]
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Figure 9 Number of Companies for

Strengthening or Expansion
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All Industries

ﬁ Very active toward China, Thailand, and North America in all—industries\

On examining the actual number of companies indicating that they “will strengthen or
expand” overseas business operations in the medium term (next 3 years or so), it has
become clear that, as in the previous year, large numbers of companies in all-industries
intend to strengthen or expand their business operations in Eastern and Southern regions of
China, Thailand, and North America. In Russia and other CIS, Latin America, Middle East
and Africa, however, the number of companies that intend to strengthen or expand their
operations is comparatively small.

B E&E companies are active in Eastern and Southern Regions of China, and
Thailand and Vietnam among ASEAN.

In Electrical procurement and Electronics (E&E), positive stance in both Eastern and
Southern China regions is very strong, with almost same number of companies. In
ASEANA4, “strengthen or expand” is largest in Thailand (33 companies) and weakest in
Indonesia (10 companies). In E&E, there were increases in Vietnam (31 companies) and
Central and Eastern Europe, but in most other countries there has been a decrease from the
previous survey.

B Automobiles are active in Thailand, Southern and Eastern Regions of
China, and North America.

Automobile manufacturers take a quite positive stance for Thailand, Southern and Eastern
regions of China, and North America. In particular, Thailand had larger number of
companies to “strengthen or expand” (55 companies) than any other regions including
Southern China (43 companies) and North America (37 companies). In contrast to notable
increases in India and Northeastern China (7 and 6 companies, respectively), North America,
Indonesia, the EU15, Central and Eastern Europe and Africa each had a decrease of 5 or
more companies.

[Number of Companies[]

60 1
Automobiles

50 |

40 |

30 |

20 f

10 |
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(3) Prospects for Overseas Business Operations (major Asian regions) p-10

Figure 10 NIEs

ASEAN4 China India[Vietnam

240 288 241 225 (Companies) 345 232 221 137(Compamiesy 141 222 392 283  119Companiesy 153 161
100% 100° 100%
80% 80¢ 80%

72.9%
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0% 00 00

Korea  Taiwan Singapore Hong Kong Thailand Indonesia Malaysia Philippines Northeastern Northern Eastern Southern Inland India  Vietnam

China China China China China
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40% 40%
20% 20%
00 00
Korea Taiwan Singapore HongKong  Thailand Indonesia Malaysia Philippines Northeastern Northern Eastern Southern Inland India Vietnam
Will reduce or withdraw from China China China _China China
Top RowFY 2006 Survey overseas business operations B In many regions, the proportion of ”strengthen or expand” increased from the previous survey
Will maintain the size of overseas business . . . . . .
Bottom Row[FY 2005 Survey operations at the present level M India and Vietnam, in particular, showed continued high growth
Will strengthen or expand overseas B In China, increase in inland region is to be drawn attention
g

business operations
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(4) Functions for Strengthening or Expansion (major Asian regions) p.11

Figure 11 NIEs ASEAN4 China India[Vietnam
1007 EY06 100 10 100 1008 FY06 100% FY05 100100%—@
—— Production —@— Sales A— R&D Functions i Regional Control
Functions Functions Functions
7504 \v/ 75 .,.\/ 75% 759 75 75% 5% 75%
500% 50%0 50 n/ 50 50% 50% 50%%
25 25% 25% 250 25%) 2500 2506
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§5FF §I§E 555 5588 8888 o5 $F
& T T G IS T . ke > {
& NEER ST ST SFs§6&8¢ F&ESES & =
g VS S$FEFSY fyase
%OL\Q %0 “ =3 °§ %c @ =3
S
* Figures in parenthesis for countries and regions in the above figure are numbers of respondent companies. Companies which responded that they would
“strengthen or expand” were asked in which functions they intended to do so, from production, sales, R&D and regional control functions. Multiple options were
presented within each function, and a company which selected any one of them was counted as one company in the corresponding function.
/l Production and sales reversed in the Philippines; production and sales got close together in Indonesia \

Specific functions that are to be strengthened or expanded (in the overseas business operations) were surveyed and compared to the FY 2005 results. The observed features of each region
are as follows. NIEs: Strengthening or expanding of sales functions is clearly higher than production or other functions in each country. Production functions have a relatively larger weight
in Korea and Taiwan, while regional control functions in Singapore and Hong Kong. In Singapore, R&D function is more focused. ASEAN4: In Thailand and Indonesia, production function
is more focused than sales function, but in the Philippines the ratio of production to sales has reversed due to increase of sales function and decrease of production function. Sales function
now, like in Malaysia, surpassed production function. Also in Indonesia, the percentage of production function and sales function, are drawing close together. China: In both Eastern and
Southern China, production function surpasses sales function, but the reverse is true for other regions. The proportion of R&D function increased in Northern China. India and Vietnam: In
India, the proportion of production, sales, and R&D has decreased compared with the previous fiscal year, but actual numbers are increasing in all areas except R&D. In Vietnam, too, the gap

Qetween production function and sales function has slightly widened due to decreasing of sales function, but actual numbers increased in both functions over the previous fiscal year. /
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(5) BRICs p.12

Fi 12 Numb fO Affiliat Figure 13 Functions for Figure 14 Prospects for
lgure HIber of verseas A TIaTes 1,592 Strengthening or Expansion Strengthening or Expansion
(UnitCCompanies[] (0)100
m=@= Production Bases 0.0% |88 (1.3%
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Sales B S
=@-= Sales Bases h4.7%
A~ R&D Bases 75
Others FY 2006
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[]130 >0
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09 T = , 1
. 3 Russia, 3 :
Brazil Russ1a, other CIS Indla China Brazil oy INdia  China
(171 - 139) (47-39) (136 - 136) (2323-2384) e (2. (9 (§13o
Note) See Survey Overview (2) (Companies) 60) 61) 118) 803)
Note) See Figure 11 (Companies) 80 %
/l Growing interest in Brazil, Russia, and India \ 60%:
Comparing BRICs trends, the Number of Overseas Affiliates (Figure 12), which indicates the g Wil reduce or
current status of business operations, shows a large gap between China and the other three gvli}iféifbi?ﬂess
countries both in production bases and sales bases. However, Prospects for Strengthening or operations 409
Expansion (Figure 14), which indicates medium-term prospects, shows no increase of [] Will maintain the size
“strengthening or expansion” in China, but a remarkable increase for India, Russia, and Brazil. In of overseas business
particular, Brazil attained a large increase of 16.7% points this fiscal year. operations at the
.. . . . . present level 20%
. prever, when looking into the functions for strengthening or expansion (F igure 13), no Will strengthen or
significant change over the previous fiscal year was observed. Production function surpasses sales B cxpand overseas
function only in China. In Brazil, Russia, and India, the proportion of companies that would business operations
strengthen sales function continued to surpass the proportion of those to strengthen production 0% -
function. Particularly in Russia, the proportion of companies to strengthen production function Brazil oRtllllsesrlaC’IS India China
remain at very low level. (117~ (86 (145 (1,172
Note) See Figure 8 112) - 153) 1,157) .
85) (Companies)
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(6) Relocation of Overseas Bases

Among the medium term prospects for overseas business
operations in each region (See Figure 8), 88 companies answered
that they would “reduce or withdraw.”

p.13

Figure 17 Relocated Countries/Regions

and Functions

— Key

A/

Figure 15 Reasons for Reduction or Withdrawal

To return to Japan (n=281)
7companies

@

Reduction or withdrawal

. Relocation or division
from the business concerned

to a third country

30 companies

Note) 7 companies did not respond

Figure 16 Table of Origins and Destinations for Relocation

Sales Base Bases

Moved Out
0d

Note) Figuresin () are numbers of bases.

Base b0
2>
ea

Bases 1 A
Production Moved In 2 7
l < (2

(21 respondent companies. Some of which had multiple origins and destinations,
s0 24 bases are listed as origins and relocated or diversified to 28 bases)

=y
Z
" 1/ <

[MnittNumber of bases[]

From Function To
Korea Production |China
Taiwan Production |China
Taiwan Production |China
Taiwan Production |China
Taiwan Production [China[Indonesia
Taiwan Production [Indonesia
Singapore Production |China
Singapore Production |Malaysia
Singapore Production |Malaysia
Singapore Sales Thailand
Hong Kong Sales China [
Hong Kong Sales China
Hong Kong Sales China
Thailand Production |China
Thailand Production [Indonesia
Malaysia Production |China
Malaysia Production |Chinadndonesia
Malaysia Sales Singapore
Philippines Production [Indonesia
North America Production |Philippines
North America Production |Mexico[Brazil
Mexico Production |China[Vietnam
EU15 Production [Singapore
EU15 Production |China

B Relocation of bases across countries and regions

A total of 88 companies (2 companies less than last year) responded “reduce or withdraw” in their medium-term (next 3 years
or so0) prospects for overseas business operations in each region or country (See Figure 8). Of these, 44 companies (6 more
companies than last year) gave their reason as “reduction or withdrawal from the business concerned,” 30 (7 less companies than
last year) said “relocation or division to a third country” and 7 (3 companies less than last year) said “to return to Japan”.

B Companies relocating their operations to China are a prominent trend

Figures 16 and 17 show respective cases where destination of the relocation was referred to and further relocated function was
either of production or sales, for 30 companies responded “relocation or division to a third country.” Accordingly, it must be
noted that these figures represent only a portion of relocations. Nevertheless, looking at the cases for this fiscal year, relocation
within the Asian region continues to be common, with many companies choosing relocation to China. Relocation of production
functions to China from countries with rising labor costs, such as Taiwan, Singapore, and Malaysia is common. There were also
\cases of production functions being relocated from EU, North America and Mexico to Asia. )

~N
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II1[] 3. Evaluation of Overseas Business Performance
(1) Evaluation of Sales and Profits

p-14

Figure 19 Business Profitability for Each Region/Country Compared

Figure 18 Evaluation of Overseas Business Performance (All Industries)

with Overall Group Profitability (All Industries)
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1 Unsatisfactory

3 Can’t say either way
4 Somewhat satisfactory

5 Satisfactory

* Evaluation of satisfaction
with sales excludes sales to the
parent company in its
evaluation. These evaluations
are of the head office’s
judgment on each country.
They do not mean simple falls
or rises in sales volume or

profit.
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31.8%
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o,
19.0% 17.9%)

China North  Latin EU15 Central &

(lhailandD America America Eastern

‘. Higher DEqual M Lower ‘

Europe

€

Relatively high evaluations of business performance for NIEs. China improved slightly
Respondent companies’ evaluations of sales and profit satisfaction with their overseas business performance showed no significant change for any country or
region, excluding sales for Latin America. Compared with other regions, NIEs and ASEAN were evaluated relatively high. As to the decline in evaluations for
Latin America, a comparison of the evaluations of companies that responded both this fiscal year and last fiscal year showed only a slight decrease for sales
[B.03 - 2.960and no changes for profit [2.91[] which indicates no significant changes of business environment that may affect Japanese companies’ business
performance. China, although declined sharply last fiscal year, improved slightly this year for both sales and profit.

B Thailand was found to have extremely high profitability in a comparison of profitability with the entire group
When asked whether profitability for each region including Japan was higher or lower than that of the entire group (consolidated basis), the percentage of those
answering “higher” was greatest for Thailand (40.7%). For Japan, the share of companies answering “lower” was the smallest, indicating that the domestic market is
\a stable profit source for many companies. In contrast, fewer companies said profitability was high in North America, Europe, and China.

~

J
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(2) Reasons for Evaluation of the Profits

Figure 20 Reasons for Evaluations of Profits Satisfaction (satisfactory or somewhat satisfactory),
as a Time Series Comparison of Major Regions (multiple responses)

p-15

Figure 22 Competitors in the Market
(multiple responses)

Successful sales activities in the country Successful cost reduction through the o Foreign exchange

or region concerned <O Full operation of production facilities —fr— consolidation of production system gains
o Successful cost reductions (personnel costs, Successful exports from the country . Investment incentives as anticipated =—f= Others
raw materials costs, etc.) or region
n =234 n =123 :
90.0% m ) &. Americ EU15
O
O m=92)| | O (n =76)
u i RI= =N
60.0%
o= '
30.0% O=s
o~ o o

0.0% ‘ :
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Note) “Successful sales activities in the country or region concerned” and “successful exports from the country or region” were added in the FY 2003
survey, thus they have no chronological continuity with previous items. The “00 ” (empty square) in the figure for FY 2002 indicates “successful sales of
existing products ” and “o ” (empty circle) indicates “successful sales of new products.”

[0 The numbers in parenthesis (Figures 20 and 21) are numbers of respondent companies for this fiscal year

Figure 21 Reasons for Evaluations of Profits Satisfaction (unsatisfactory or somewhat unsatisfactory),
as a Time Series Comparison of Major Regions (multiple responses)
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“Successful sales activities in the country or regions
concerned” is the most cited reason for “satisfactory” and
“somewhat satisfactory” evaluations across all countries
and regions. For “unsatisfactory” or “somewhat
unsatisfactory” evaluations, the response “cost reductions
are difficult” has been increasing since the previous survey,
indicating that successful cost reduction is becoming a more

important factor to improve profitability than before.

B Competitors in the local market

Investigation of competitors in each sales market,
continuously carried out since last year, found that, like the
last fiscal year, the number of companies indicating the
existence of competitors in China was the greatest. Number
of companies competing with Chinese companies is
increasing not only in China but also in ASEAN and North
America.
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II1[] 4L IMaintaining/Securing International Competitiveness, and Localization of Management,

Procurement, and R&D (1)

Figure 23 Policies on Localization

Figure 25 Localization Policies for
Procurement per Year of Entry
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Policies on localization
When asked about the policies to
address localization in Asia, primarily
in China and ASEAN, for
management, procurement, and R&D,
around 80% companies responded
“localization is necessary and head
office is encouraging localization
through setting goals and other
promotion measures” or “localization
is necessary and local bases are
promoting localization in accordance
with local conditions,” thereby
indicating that the companies intend
to move ahead with localization for
management and procurement. In
contrast, over 30% of companies
responded that they would “centralize
authority in Japan rather than
localize” for R&D. Results for R&D
were thus polarized between
companies that would and would not
promote localization.

H Progress for localization
When asked to self-evaluate the
progress of localization, based on
localization policies, over 60% of the
companies responded that they had
made sufficient or somewhat
sufficient progress for management
and procurement, while companies
that felt the same way about R&D
accounted for only a little over 20%.

M Year of entry and
localization of procurement
Examination on relationship
between policy and progress of
localization and the year of entry into
China and/or ASEAN found that the
earlier the year of entry into the area,
the more localization was promoted
under the initiative of local bases, and
the more progress was observed for

\BI'O curement. j




4[1 Maintaining/Securing the International Competitiveness and Localization of Management, p.17

Procurement and R&D (2) - Issues for Localization -

Figure 28 Issues for Each Region Compared
to Average for All Regions

L_Average for all regions1 0 _]

Figure 27 Issues for Localization of Management (average for all regions)

(n=1,424)
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Figure 29 Issues for Localization of Procurement (average for all regions) Figure 30 Issues for Each Region Compared to Average for All Regions
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B Localization issues are cited more frequently in China than in other

countries B Leakage of confidential information (incl. leakage of design drawings)
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4[1 Maintaining/Securing the International Competitiveness and Localization of Management,

Procurement and R&D (3) - Issues for Localization -

p-18

Figure 31 Issues for Localization of R&D (average for all regions) Figure 32 Issues for Each Region Compared to
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Figure 33 Countries where “no issues for localization” was a frequent response
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\

/l “No issues” expressed by many companies in
Singapore

In reply to questions on issues faced during the process of
localization, Singapore was the country where companies replied
“no issues” most frequently for all items of management,
procurement, and R&D, followed by Malaysia and Thailand.

B China vs. ASEAN

From the previous page we have looked at issues faced in the
process of localization, and companies identified a much broader
range of issues for China than for ASEAN countries. As in
issues for promising countries, while many companies identified
China as promising, they also identified many issues. A similar
trend could be seen in their identification of localization issues.

\_

J
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HIC SC0Promising Countries/Regions for Overseas Business Operations

[ [ Ranking and Existence of Business Plans

Figure 34 Promising Countries/Regions for Overseas Business

Operations over the Medium-term (multiple response)
HN See| Appendix 1] for results of the FY 2004 and previous surveys[]

p-19

Figure 33 Existence of Concrete Business Plans for
Promising Countries/Regions

Note: Left column (No. of companies); right column (percentage share)

FY2006 No. of FY2005 No. of
Survey Companies| 1y Survey Companies | 1
Rank 484 483
1 |China 372 77 |China 397 82
2 |India 229 47 |India 174 36,
3 [|Vietnam 159 33 | Thailand 149 31
4 |Thailand 142 29 | Vietnam 131 27
5 |US. 104 21 |US. 96 20
6 |Russia 98 20 |Russia 62 13
7 |Brazil 45 9 |Korea 52 11
8 |Korea 44 9 |Indonesia 45 9
9  |Indonesia 39 8 | Brazil 36, 7
10  |Taiwan 27 6 | Taiwan 32 7
11 |Malaysia 22 5 |Malaysia 23 5
12 |Germany 15 3 [Mexico 16 3
13 |Poland 15 3 |Germany 14 3
14 |Czech Republic 15 3 |Philippines 13 3
15 |Mexico 14 3 |Singapore 12 2
16  |Philippines 12 2 |Czech Republic ] 12 2
17 |UK ] 12 2 |[UK 9 2
18  |Hungary 8 2 |Poland ] 9 2
19 |Canada 6 1 |France 8 2
20 |Australia ] 6 1 |Australia ] 8 2)
Notes)

[ OIn this survey, respondent companies cited the top five countries that they saw as having
promising prospects for business operations in the medium term (next 3 years or so). Tallies
were made based on the number of companies each country/region was cited and the
countries were listed according to that number.

[20In addition to the countries/regions given above, the following regions also gained some

votes: EU/Europe/Central Europe (37 respondent companies, 8% of total); North America (29
respondent companies, 6% of total); Eastern Europe/Central and Eastern Europe (23
respondent companies, 5% of total); Middle East (7 respondent companies, 1% of total).

300 -252289 Left column
FY 2006 Right column
N FY 2005
\.
1007 80 82
China 62 52
50 ) Brazil 30 Indonesia
Thailand
U.S 2319 13 4 19 1724 1121
, T
..., 1610
India Vietnam 26 2320 2119 Taiwan
50 41 Korea
58 61 7
Russia
100 93
97 104
112 N
122 No Plan Exists
150 157
[UnitCtompaniest]

/l China kept the top but its favorability decreased for the third consecutive years. In \

contrast, India, Vietnam, Russia, and Brazil acquired greater recognition

The top ten business destinations that companies viewed as promising in the medium (next three years or so)
remained unchanged from the previous fiscal year. The rankings of China at first place and India at second place
were the same, and Vietnam rose to third place, overtaking Thailand. U.S. and Russia remained at fifth place and
sixth place, respectively, with Brazil rising from ninth place to seventh place.

Looking at percentage share, India’s share has increased enormously and Vietnam, U.S., Russia, and Brazil also
increased their percentage share. In contrast, China’s percentage share hit a peak of 93% in 2003 and has since been
declining, falling below 80% this fiscal year. Percentage share also fell for Thailand, Korea and Indonesia, with each
country dropping one rank down.

From eleventh place downwards, the percentage share of European countries, i.e. Germany, Poland, Czech
Republic, U.K., and Hungary is increasing. Many responses named the EU and Europe and many companies in the
electric and electronics, automobiles, machinery, and chemical industries regard Europe as promising.

B Companies with “no plans” continue to predominate for India, Vietnam, Russia, and

Brazil, but companies “with plans” are steadily increasing
The number of companies viewing India, Vietnam, Russia, and Brazil as promising has continued to increase over

(he previous fiscal year and the number of companies with concrete plans is also increasing steadily. )
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[2[Reasons for Promising Prospect

p-20

Figure 36 Main Reasons of the Top Ten Countries/Regions for the Promising

1. China (362 companies)

O Growth potential of the market [g530;

U Inexpensive labor force 57.2%

O Supply base for assembly 27.3%
manufacturers o

O Inexpensive labor force 45.9%

O Growth potential of the market | 42.1%

00 Supply base for assembly 36.8%
manufacturers

4. Thailand 133 companies[]

0 Growth potential of the market [81.8%

O Inexpensive labor force 22.7%

O Supply base for assembly 18.2%
manufacturers [

7. Brazil [#4 companies[]

10. Taiwan [26 companies[]

O Growth potential of the market |69.2%

0 Present local market size 50.0%

O Tax incentives for investment 19.2%
[~

2. India [223 companies[] 3. Vietnam [1154 companies[]
U Growth potential of the market  83.0% O Inexpensive labor force 71.4%
U Inexpensive labor force 44.4% 0 Growth potential of the market | 46.8%
O Excellent human resources 35.0% [0 Risk diversification 36.4%
e e
5. U.S. (101 companies[] 6. Russia [94 companies[]
O Present local market size 70.3% O Growth potential of the market [93.6%
O Growth potential of the market 44.6% O Inexpensive labor force 17.0%
0 Developed infrastructure 42.6% U Supply base for assembly 16.0%
o manufacturers o
8. Korea [#1 companies) 9. Indonesia [B7 companies[]
O Growth potential of the market 73.2% O Growth potential of the market 59.5%
O Present local market size 41.5% O Inexpensive labor force 54.1%
[ Developed infrastructure 17.1% O Base for export to the third 27.0%
ili 9 countries
O Profitability of the market 17.1&, [0 Present local market size 27.0%
*Figures in parentheses are Figure 37 Reasons Why Each Country is
numbers of respondent . . . .
companies 100% Viewed as Promising (shares
N N e N R

(u

“Growth potential of the local market” is the common reason for

promising prospects for all countries

Looking at the reasons for promising prospects for the top ten countries or regions, “growth
potential or the market” was either the top or second for all countries or regions. Particularly in
BRICs countries — Brazil, Russia, India, and China — over 80% of companies gave “growth
potential of the market” as their reason for promising prospects.

M Decreasing “inexpensive labor force” in Asia, and “stable political and

social conditions” in Thailand also decreased
For Asian countries such as Vietnam and Thailand, “inexpensive labor force” has been
ranked high as a reason for promising prospects. However, with rising labor costs, the
percentage share dropped in many countries from the previous year. In Vietnam, “risk
diversification,” which takes into account “China+1”, remained third place although such
response declined over the last fiscal year. In Thailand, although the survey was conducted
before the recent coup d'etat, the share of “stable political and social conditions” has largely
decreased reflecting the turmoil since spring (43.4% — 24.8%). In company hearings held after
the coup d'etat, however, no companies indicated changes in their attitude towards Thailand
due to the coup d'etat.

~

[ Infrastructure
and systems

[0 Sales aspects
[ Production aspects

60%4—

40%4—

20%4

0%

China

India

Thailand

Vietnam
U.sS
Russia
Korea
Indonesia
Brazil
Taiwan
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(3) Issues in Promising Countries and Regions p.21

Figure 38 Main Issues of the Top Ten Most Promising Countries/Regions

1. China (351 companies[] 2. India 178 companies[] 3. Vietnam [127 companies[]
0 Unclear operation of legal system 65.0%) [0 Under-development of infrastructure 50.0% [0 Under-development of infrastructure 49.6%
O Insufficient protection of IPR 47.6%) O Unclear operation of legal system 30.9% O Unclear operation of legal system 33.1%
O Intense competition in the local market 45 9o/ O }IIll‘s/;lsf:':Iclleenntt ciﬂlf](:;:gaﬁon on 27.0% O Under-development of legal system 30.7%
4. Thailand (107 companies[] 5. U.S. [B8 companies[] 6. Russia [79 companies[]
O Intense competition in the local market 46.7% O Intense competition in the local market  85.2% O Unclear operation of legal system 50.6%
O Difficulty in securing local managers 43.0% O Increase in labor costs 37.5% O Insufficient information on 46.8%
O Increase in labor costs 4 | 1% O Increase in tax burden 21.6% investment dm_late X .
. . . 21.6% O Unstable security and social 40.5%
7. Brazil [B6 companiesl] O Difficulty in securing local managers 070 conditions
O Instability of security and social 38.9% e
conditions A 9. Indonesia [B1companies[]
0 Unclear operation of legal system 36.1% I 8. Ko.r_ea |.:B6hC:)m[l)anliS|:| 0 O Unstable local security and social conditions 45 20/
O Intense competition in the local market 36.1% O Intense competition in the local market  69.4% . 0
O Instability of local currency 36,10 O Increase in labor costs 50.0% O Under-development of infrastructure 41.9%
and price % [0 Local labor problems 16.7% [0 Intense competition in the local market 38.7%
10. Taiwan [22 companies[] O Instability of local currency and price 38.7%
O Intense competition in the local market 72.7% *Figures in parentheses are o
O Increase in labor costs 45.5% numbers of responding
O Unstable security and social 27.3% companies
conditions - .
Figure 39 Under-development of Infrastructure
/ .. . . . . \ (Response rate[] = = 0O W el ications [ [ Rail
B No significant changes observed in the issues identified, but 100% Power B Roads LI Water B Telecommunications EPorts L IRailways
some issues showed improvement as their percentage share has 00% | 89.9%
fallen over the last survey | 705%
No significant changes were observed in issues ranked high, but noticeable 80%
improvement was observed in individual issues such as “under-development of 70%
infrastructure” in China (35.3% - 21.4%); “insufficient information on investment
climate” in India (36.2% - 27.0%), and “under-development of legal system” in 60%
] 0, o
Vietnam (39.4% - 30.7%). 50% -
B Power supply was a major issue across the countries. In India 40% | 24.1%
and Vietnam, other infrastructures were also assessed as under- |
30% 25.3%426.5%
developed
Companies that cited “under-development of infrastructure” were further asked to 20% |
indicate which infrastructures were actually under-developed. For every country, 10% -
more than 60% of respondents cited power supply as the issue. Many companies
regarded roads and water supply in India, and roads in Vietnam as being under- 0%
developed. On the other hand, infrastructures other than power seem to be India Vietnam China Indonesia
Qnsidered fairly developed in China. / (n=83) (n=62) (n=89) (n=13)
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Appendix 1 Changes and Details for Promising Countries/Regions for Overseas Business Operations

Changes for promising countries/regions over the @

Note) “Medium term” means the next 3 years or so.

p-22

FY2006 No. of FY2005 No. of FY2004 No. of FY2003 No. of FY2002 No. of
Rank Survey Companies |1 Survey Companies |1 Survey Companies |1 Survey Companies | Survey Companies |
484 483 497 490 418
1 |China 372 77]China 397 82|China 453 91|China 456 93]China 373 89
2 |India 229 47|India 174 36]Thailand 151 30]Thailand 143 29]Thailand 118 28
3 |Vietnam 159 33| Thailand 149 31|India 117 24|U.S. 106 22|U.S. 108 26
4 |Thailand 142 29| Vietnam 131 27| Vietnam 110 22| Vietnam 88 18|Indonesia 63 15
5 [JU.S. 104 21|U.S. 96 20]U.S. 100 20|India 70 14|Vietnam 62 15
6 |Russia 98 20|Russia 62 13|Russia 49 10}Indonesia 63 13]India 54 13
7 |Brazil 45 9|Korea 52 11]Indonesia 48 10}]Korea 44 9|Korea ] 34 8
8 |Korea 44 9lIndonesia 45 9|Korea 44 9|Taiwan 35 7|Taiwan 34 8
9 |Indonesia 39 8|Brazil 36 7|Taiwan 41 8| Malaysia 31 6|Malaysia 33 8
10 JTaiwan 27 6] Taiwan 32 7|Malaysia 28 6|Russia 25 5|Brazil 19 S
11 |[Malaysia 22 5|Malaysia 23 5|Singapore ] 17 3|Singapore 23 5|Singapore 18 4
12 |Germany 15 3|Mexico 16 3|Germany 17 3|Philippines 18 4|Philippines 17 4
13 |Poland 15 3|Germany 14 3|Brazil 16 3|Czech Republic 17 3|Germany 16 4
14 |Czech Republi 15 3|Philippines 13 3|Philippines ] 15 3|Hong Kong 15 3|Mexico 15 4
15 |Mexico 14 3|Singapore J 12 2|France 15 3|Mexico 12 2|Czech Republic 13 3
16 |Philippines ] 12 2]|Czech Republi 12 2]Czech Republic 12 2|Brazil ] 11 2|U.K. ] 11 3
17 JU.K. 12 2]U.K. ] 9 2] Australia 11 2]Germany 11 2|Russia 11 3
18 |Hungary 8 2|Poland 9 2|Poland 10 2|France 10 2|Poland 10 2
19 |Canada ] 6 1]France ] 8 2|Mexico ] 9 2|Australia ] 9 2|Hong Kong ] 9 2
20 JAustralia 6 1]Australia 8 21U.K. 9 2|Poland 9 2|Hungary 9 2
Promising countries/regions for Note) “SMEs” are companies with Promising countries/regions Note) “Long term” means the
SMEs over the medium term paid-in capital under ¥1 billion. over the lOllg term next 10 years or so.
FY2006 No. of FY2005 No. of FY2006 No. Of. FY2005 No. Of'
Rank Survey Companies (%) Survey Companies (%) Rank Survey Companies (%) Survey Companies (%)
124 118 404 399
1 |China 95 77|China 94 80 1 |China 300 74|China 307 77
2 |Vietnam 57 46| Vietnam 46 39 2 |India 269 67lIndia 220 55
3 |India 52| 42|India 45| 38 3 |Russia 142|  35|Vietnam 110 28
4 |Thailand 46 37|Thailand 38 32 4 |Vietnam 121 30IRussia ] 110 28
5 |US. 201 16jUS. 16] 14 5 |us. 89|  22|Thailand 96| 24
6 |Indonesia 15 12|Indonesia 13 11 6 |Thailand 87 2»lus. 69 17
7 [Russia 14] 11)Korea 12110 7 |Brazil 79| 20|Brazil 68| 17
8 |Brazl 13| 10]Malaysia -9 8 [Indonesia 39|  10|indonesia .
9 |Malaysia 9 7|Brazil 10 8
. ] 9 |Korea 27 71Korea 25 6
10 |Czech Republi 7 6]Russia 9 7 . .
10 |Philippines j - 6 10 JMalaysia 16 4]Malaysia 20 5
pp Copyright © 2006 JBIC Institute, All Rights Reserved.




Appendix 2 Promising Countries/Regions for Overseas Business Operations p 23
— Details of Reasons for Promising Prospect - :

1 2 3 4 5 6 7 8 9 10
China India Vietnam Thailand U.Ss. Russia Brazil Korea Indonesia Taiwan
FY 2006 Survey No. of No. of No. of No. of No. of No. of No. of No. of No. of No. of
Companies| % Companies} % Companies} % Companies} % Companies} % Companies} % Companies} % Companies % Companies % Companies %
Number of respondent companies 362 100 223 100 154 100 133 100 101 100 94 100 44 100 41 100 37 100 26 100
Excellent human resources 60 16.6 78| 35.0 541 35.1 23 17.3 16 15.8 5 5.3 3 6.8 4 9.8 3 8.1 3 11.5
Inexpensive labor force 207 572 99| 44.4 110] 714 61| 459 2 2.0 16 17.0 10| 227 3 7.3 20] 54.1 4 15.4
Low-cost parts and raw materials 85 23.5 20 9.0 9 5.8 12 9.0 4 4.0 3 3.2 3 6.8 1 2.4 6 16.2 3 11.5
Supply base for assembly manufacturers 991 273 47 21.1 35 22.7 491 36.8 19 18.8 15 16.0 8 18.2 5 12.2 7 18.9 4 15.4
Industrial cluster 60 16.6 14 6.3 7 4.5 40] 30.1 20 19.8 2 2.1 2 4.5 5 12.2 4 10.8 3 11.5
Risk diversification 7 1.9 24 10.8 56| 36.4 28| 21.1 1 1.0 4 4.3 4 9.1 1 2.4 2 5.4 - -
Base for exports to Japan 55 15.2 5 2.2 17 11.0 17 12.8 - - 1 1.1 2 4.5 - - 7 18.9 1 3.8
Base for export to the third countries 70 19.3 21 9.4 28 18.2 38| 28.6 1 1.0 - - 5 11.4 3 7.3 10| 27.0 2 7.7
Present local market size 90| 24.9 26 11.7 8 5.2 321 24.1 71 70.3 14 14.9 7 15.9 17] 415 10] 27.0 13] 50.0
Growth Potential of the market 298| 823 185] 83.0 72| 46.8 56| 42.1 45] 44.6 88| 93.6 36| 81.8 30| 73.2 22| 59.5 18] 69.2
Profitability of local market 26 7.2 9 4.0 6 3.9 14 10.5 22| 21.8 8 8.5 6 13.6 7 17.1 5 13.5 3 11.5
Product development for local needs 16 4.4 5 2.2 2 1.3 7 5.3 13 12.9 - - - - 1 2.4 - - - -
Developed local infrastructure 21 5.8 4 1.8 6 3.9 37] 278 431 42.6 4 4.3 2 4.5 7 17.1 3 8.1 4 15.4
Developed distribution services 11 3.0 1 0.4 3 1.9 9 6.8 25| 248 - - - - 4 9.8 3 8.1 3 11.5
Tax incentives for investment 49 13.5 12 5.4 26 16.9 32 24.1 2 2.0 4 4.3 2 4.5 5 12.2 - - 5 19.2
Stable policies to attract foreign capital 5 1.4 3 1.3 13 8.4 22 16.5 5 5.0 1 1.1 1 2.3 2 4.9 1 2.7 1 3.8
Stable political and social conditions 5 1.4 13 5.8 24 15.6 33 24.8 38] 37.6 3 3.2 3 6.8 3 7.3 1 2.7 1 3.8

1 2 4 3 5 6 9 7 8 10

China India Vietnam Thailand U.S. Russia Brazil Korea Indonesia Taiwan
Co'jri)];a(zlfies o C(::p'a(:*lfie: 0 C(::p'a(:*lfie: 0 C(::p'a(:*lfie: o C(::p'a(:*lfie: 0 C(::p'a(:*lfie: 0 C(::p'a(:*lfie: 0 C()I:‘:I;aifie: % Cot‘:éaifie: % Cot‘:éaifie: %
Number of respondent companies 393 100 168 100 126 100 145 100 96 100 58 100 36 100 51 100 45 100 31 100
Excellent human resources 22 16 2.8 9 17.6 7 15.6 4 12.9
Inexpensive labor force E_ 4 12.9
Low-cost parts and raw materials 5.9 5 11.1 1 3.2
Supply base for assembly manufacturers 15.7 11 24.4 5 16.1
Industrial cluster . . 7.8 3 6.7 3 9.7
Risk diversification 2] 3.1 6] o5 (NGRS 2| 2 3.9 6| 133 1| 32
Base for exports to Japan . 7

Base for export to the third countries

Present local market size

Growth Potential of the market

Product development for local needs

Developed local infrastructure

Developed distribution services 8 2.0 - - 2 1.6 12 8.3 21 21.9 - - - - 5 9.8 - - 3 9.7

Tax incentives for investment 52 13.2 9 5.4 23 18.3 31 21.4 4 4.2 1 1.7 - - 5 9.8 1 2.2 4 12.9

Stable policies to attract foreign capital 5 1.3 1 0.6 11 8.7 23 15.9 2 2.1 - - - - - - - - - -
Stable political and social conditions 8] 20 16| o5 1o 151 |HCONIEEN 36| 375 - 1 1] 28] 10] 196 [ 22 5| 16l
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Appendix 3 Promising Countries/Regions for Overseas Business Operations — Details of Issues - p.24

1 5 8 9 10
FY 2006 Survey China U.s. azil Korea Indonesia Taiwan
. A A % 7 A N 7 T A
Number of respondent companies 351 100 100 88 100 100 36 100 31 100 22 100
Under-development of legal system 771 _21.9 30. 2 1.9 2 2.3 19.4 - - - - - -
Unclear operation of legal system 228]  65.0 ! 33.1 10 9.3 - - 50.6) 36.1 2 5.6 10 323 1 4.5
Complex tax collection systems 63| 17.9 . 5.5 9 8.4 2 2.3 13.9 27.8 1 2.8 3 9.7 1 4.5
Unclear operation of taxation system 119] 339 21.9 17.3) 8 7.5 2 2.3 253 27.8 2 5.6 6l 194 2 9.1
ncrease in tax burden 721 20.5 7.3 5.5 131 12.1 19] 21.6 6.3 11.1 5| 13.9 1 3.2 4 18.2
Restrictions on foreign capital 103] 29.3 11.2 16.5 8 7.5 1 1.1 17.7 3 8.3 2 5.6 3 9.7 1 4.5
Complex and vague investment permit procedures 791 225 12.9 11.8 10 9.3 2 2.3 22.8 6 6.7 2 5.6 3 9.7 - -
Difficulty in obtaining immigration or working visas 8 2.3 1.7 0.8 4 3.7 12]  13.6] 5.1 7 9.4 - - 1 3.2 - -
nsufficient protection of intellectual propertv rights 167] 47.6 9.0 2.6 6| 5.6) 1 1.1 7.7 7 9.4 4 11.1 3.2 3 13,
Restrictions on currency exchange and remittance 1471 419 11.8 1.8 9 8.4 - - 3.9 7 9.4 1 2.8 3.2 2 9.
mport restrictions and customs clearance 81| 23.1 12.9 4.2 1] 103 3 34 9.0 9| 25.0 4 11.1 3.2 2 9.
Difficulty in securing personnel (technical staffs) 671 19.1 13.5 18.1 201 243 2] 13.6 39 71 194 1 2.8 S| 16.1 - -
Difficulty in securing personnel (management level) 86| 245 14.6 30.7 46] 43.0 9 21.§| 5.2 10] 278 1 2.8 11] 35.5 4 18.2
ncrease in labor costs 154] 439 9.0 17.3 44] 41.1 33] 375 6.5 5| 139 18] 50.0] 6l 194 10| 45.5
Labor problems 63 17.9 242 10.2 201 18.7 151 17.0 0.1 8 222 ol 16.7 3 9.7 2 9.1
 Intense competition in the local market 161] 45.9 25.3 15.7 50| 46.7 75| 85.2 19.0 13] 36.1 25| 694 12| 38.7 16| 72.7
Difficulty in collecting receivables 6l 33.0 12.9 3.1 1 0.9 2 2.3 16.5 7 9.4 2 5.6 - - 2 9.1
Difficulty in funding 9 5.4 6.2 5.5 2 1.9 1 1.1 7 8.9 7 9.4 - - 1 3.2 - -
Under-development of local supporting industries 30 8.5 18.5 20.5 9 8.4 1 1.1 2] 152 5| 139 - - 2 6.5 - -
nstability of local currency and price 15 4.3 7.3 6.3 5 4.7 - - 3] 16.5 3] 36.1 3 8. 2] 387 2 9.1
Under-development of infrastructure 94] 26.8 50.0 49.6 10 9.3 - - 71 _21.5 0] 278 - - 3l _41.9 1 4.5
Unstable security and social conditions 751 214 25.8 0.2 5 4.7 1.1 321 40.5 38.9 5| 139 4 452 6| 27.3
nsufficient information on investment climate 13 3.7 27.0 22.8 4 3.7 1.1 371 46.8 71194 1 2.8 3 9.7 - -
1 7 8 10
FY 2005 SUYVD China azil Korea Indonesia Taiwan
o orcomuis| 0/ %, %, % : 0 |roorcomnis] 04 [roorcomme] 04 [roarcoma| 04
Number of respondent companies 380 100 100 100 30 100 33 100 39 100 25 100
Under-development of legal system 108] 28.4] 7 6.8 8] 26.7 - - 9] 231 - -
Unclear operation of legal system 11] 10.7 1 E_: 4.0
Complex tax collection systems 93 245 S 6 5.8 71 152 6] 20.0 - - 71 179 - -
Unclear operation of taxation system 152] 40.0 14.9 8 7.8 - -l 10] 21.7 S| 16.7 3 9. 9] 23, 2 8.0
ncrease in tax burden 83| 21.8 4.3 17 16.5 2 4.3 1 33 4] 12. 2 5.
Restrictions on foreign capital 126] 332 18.1 9 8.7 . 9] 19.6 4] 133 1 3.0 6]l 154 1 4.0
Complex and vague investment permit procedures 98] 25.8 12.8 7 6.8 11] 239 2 6.7 1 3.0 6] 154 - -
Difficulty in obtaining immigration or working visas 5 1.3 - 4 3.9 3 6.5 31 10.0 - - 3 7.7 1 4.0
nsufficient protection of intellectual property rights 9.6 6 5.8 71 152 1 33 S| 152 71 179 31 120
Restrictions on currency exchange and remittance 8.5 8 7.8 6 13.0_ 3 9.1 3 7.7 1 4.0
Import restrictions and customs clearance 761 20.0 5.3 10 9.7 8| 17.4 S| 16.7 4] 12.1 SI 128 2 8.0
Anti-dumping measures 16 42 2.1 2 1.9 - - - - 1 3.0 - - - -
Difficulty in securing personnel (management level) 111] 29.2 1 19.1 7] 152 6l 20.0 2 6.1 3
ncrease in labor costs 147] 38.7 1 10.6 3 6.5 S 6.7
Labor problems 74| 19.5 5.3 4 8.7 3 0.0
Intense competition in the local market 169 445 9.6 8] 17.4 4] 133
Difficulty in collecting receivables 144] 379 4.3 - - 10] 21.7 4 13.3 3.0 - 4.0
Difficulty in funding 26 6.8 - 2 1.9 S 10.9 2 6.7 1 3.0 1 2.6 1 4.0
Under-development of local supporting industries 36 9.5 27.7 7 6.8 8] 17.4 4] 133 - - 4] 103 - -
nstability of local currency and price 24 63 43 - - 9 19.6ﬁ - 1 11| 282 - -
Under-development of infrastructure 134 353 11 10.7 . 14]  30.4 4] 133 - 28.2 - -
Under-development of distribution services 501 132 6 5.8 8] 17.4 2 6.7 1 . - -
Unstable security and social conditions 128 33.7 2 9 .6 5 i -
nsufficient information on investment climate 13 34 26 2 9 71 233 - 6l 154 - -
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Appendix 4 Promising Countries/Regions for Overseas Business Operations
-Issues for Promising Prospect: Top and Top Three Issues-

Note: The top table shows only those
issues regarded as the most serious; 2 5
the bottom table shows the top three p .

issues in order of severity.

3 4 6 7 8 9 10
Top Issue ina Vietnam Thajland Russi Brazil Korea Indonesia Taiwan
% o INo.ofl % [No.ofl % No.ofl % INo.offl % INo.ofl % [No.offl % o.offl %
Number of respondent companies 10 10 102] 100 91 100 61 100 25 100] 31 100 22 100] 21 100
Under-development of legal system 6. 5. 4 137 - - 6 9.8 4.0 - - - - - -
Unclear operation of legal system 24. 7 5. 2] 11.8 2 2.2 12 9.7 4.0 - - 2 9.1 -
Complex tax collection systems 1.5 4 2.9 - - 2 2.2 1 1.6 3] 12.0 - - - - -
Unclear operation of taxation system 2.7 4 2.9 3 2.9 - - - - - - - - 3] 13.6 -
Increase in tax burden 3.4 2 .5 2 2.0 - - 1 .6 1 4.0 - - - - 1 4.8
Restrictions on foreign capital 4.2 2 S 2 2.0 4 4.4 - - 1 4.0 - - 1 4.5 -
Complex and vague investment permit procedures 4.6 4 2.9 1 1.0 - - 2 3 1 4.0 - - - - -
Difficulty in obtaining immigration or working visas - - - - - 1 1.1 - - - - - - - - -
Insufficient protection of intellectual property rights 5.7 1 0.7 1 1.0| - - - - - - - - - - 1 4.8
Restrictions on currency exchange and remittance 5.0 1 0.7 - - 2 2.2 - - 1 4.0 - - - - -
Import restrictions and customs clearance 2.3 1 0.7 4 3.9 1 1.1 - 3 4.9 1 4.0 1 3.2 1 4.5 -
Difficulty in securing personnel (technical staffs) 3.1 2 1.5 1 1.0| 8 8.8 4 S. - - - - - - - - - -
Difficulty in securing personnel (management level) 4.2 4 2.9 10 9.8 15] 16.5 3 3. 1 1.6 1 4.0 - - 1 4.5 1 4.8
ncrease in labor costs 6.5 2 1.5 3 2.9 15] 16.5 6 7. 2 33 - - 9] 29.0 1 4.5 S| 238
Labor problems 1.9 [§ 4.4 - - 5 5.5 5 6. - - - - 2 6.5 - - - -
| Intense competition in the local market 14.6 14] 10.3 6 5.9 26| 28.6 8 2. 3 4.9 5| 20.0 18] 58.1 71 318 11] 524
Difficulty in collecting receivables 4.6 2 1.5 - - - - 1 1. 1 1.6 1 4.0 - - - - 1 4.8
Difficulty in funding - - - - - 1 1.1 - 1 1.6 - - - - - - - -
Under-development of local supporting industries 1.1 4 2.9 6 5.9 2 2.2 - 3 4.9 1 4.0 - - - - -
nstability of local currency and price - - - - - - - - - - 3 12.0 - - 2 9.1 -
Under-development of infrastructure 0.8 45] 33.1 22| 21.6 3 33 - 5 8.2 - - - - 1 4.5 -
Unstable security and social conditions 3.4 8 5.9 3 2.9 2 2.2 1 7 51 2] 8.0 1 3.2 2 9.1 1 4.8
Insufficient information on investment climate - 16] 11.8 12 11.8 2) 2.2 - 13 3] 2 8.0 - - 1 4.5 -
3 4 6 7 8 9 10
Top Three Issues dia Vietnam Thajland Ru; Brazil Korea Indonesia Taiwan
% [No.ofl % [No.ofl % No.ofl % [No.ofl % [No.off % [No.off % [No.off %
Number of respondent companies 100l 102] 100 91 100 6 100 25 100 31 100! 221 100 21 100!
Under-development of legal system 9.6 10.3 25| 245 - - 1 18.0 1 4.0 - - - - - -
Unclear operation of legal system 5.6 16.9 28] 27.5 4 4.4 2 34.4 4 16.0 1 32 S| 227 -
Complex tax collection systems 5.4 5.9 - - 5 5.5 - - 1 1.6 4 16.0 - - - - -
Unclear operation of taxation system 14.9 11.0 10, 9.8 3 33 1 1.3 71 11.5 5| 20.0 1 3.2 3] 13.6 1 4.8
Increase in tax burden 6.5 37 4 3.9 6 6.6 3] 169 3 4.9 2 8.0 2 6.5 1 4.5 4 19.0
Restrictions on foreign capital 14.6) 7.4 7 6.9 4 4.4 1 1.3 5 8.2 1 4.0 - - 2 9.1 -
Complex and vague investment permit procedures 8.4 4.4 4 3.9 3 33 1 1.3 71 115 3] 12.0 1 3.2 1 4.5 -
Difficulty in obtaining immigration or working visas - - - - 1 1.1 6 7.8 - - - - - - - - -
| Insufficient protection of intellectual property rights 26.1 3.7 4 3.9 2 2.2 - - - - 1 4.0 3 9.7 - - 4.8
Restrictions on currency exchange and remittance 20.7 6.6 8 7.8 5 5.5 - 3 4.9 3 12.0 1 3.2 - - -
mport restrictions and customs clearance 9.2 5.1 9 8.8 6 6.6 - 5 8.2 2 8.0 3 9.7 1 4.5 -
Difficulty in securing personnel (technical staffs) 9.6 8.1 9 8.8 171 18.7 1.7 4 6.6 3 12.0 1 32 1 4.5 -
Difficulty in securing personnel (management level) 12.6 8.8 21| 20.6 371 40.7 9.5 5 8.2 3 12.0 - - S| 227 3] 143
ncrease in labor costs 22.2 5.9 8 7.8 32] 352 36.4 6 9.8 2 8.0) 14] 452 4] 18.2 9 429
Labor problems 6.5 16.9 5 4.9 13] 143 14.3 1 1.6 1 4.0 4 129 1 4.5 4.8
ntense competition in the local market 26.4 17.6 12 11.8 36]  39.6 84.4 7 1.5 8 32.0 20] 64.5 10] 45.5 14 66.7
Difficulty in collecting receivables 18.0 7.4 - - . 1.3 4 6.6 3 12.0 2 6.5 - - 4.8
Difficulty in funding 1.5 0.7 3 2.9 . - 1 1.6 - - - - - - -
Under-development of local supporting industries 3.8 11.0 13 12.7 6 6.6 - 6 9.8 1 4.0 - - 1 4.5 - -
Instability of local currency and price - 2.9 4 3.9 3 3.3 - 3 4.9 6] 24.0 2 6.5 7l 31.8 1 4.8
Under-development of infrastructure 10.3 47.1 38 37.3 7 7.7 - 9 .8 6] 24.0 - - 4 18.2 1 4.8
Unstable security and social conditions 8.4 16.9 7 6.9 3 33 1.3 17 9 4 16.0 2 6.5 71 318 3] 143
Insufficient information on investment climate - 24.3 18] 17.6 2 2.2 1.3 24] 393 4]  16.0 - - 2] 9.1 - -
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Appendix 5 Issues for Localization of Management, Procurement, and R&D (per country)

p.26

Issues for Localization: China Thailand Malaysia Indonesia | Philippines | Singapore Vietnam India Total for all countries

Management commics| %0 | commes| %0 {comans| %0 [commis] %0 [commies| % [commies| % |comms| % [ comans| % | commes | %
Number of respondent companies 462 100] 265 100] 145 100 152 100 891 100] 141 100 931 100 771 100] 1,424 100
Lack of local human resources for management with appropriate remuneration 232 50.2 120, 453 48 33.1 73 48.0 35 39.3 44 31.2 41 441 21 273 614 43.1
Absence of local top management who take initiative for promoting localization 182] 39.4| 100| 37.7 53] 36.6 791 52.0 38| 42.7 31 22.0 371 39.8 22| 28.6 542 38.1
Difficulty in achieving smooth communication 175 37.9 74 27.9 271 18.6 441 28.9 9] 10.1 12 8.5 30 323 201 26.0 391 275
Leakage of confidential information (incl. through job hopping) 157 34.0 50 18.9 25 17.2 29| 19.1 17 19.1 29| 20.6 15[ 16.1 18 234 340 23.9
Difficulty in producing manuals for local employees 75| 16.2 37 14.0 18] 12.4 19] 125 14 15.7 12 8.5 18] 194 11] 143 204 143
Setting up a personnel evaluation system appropriate to the local situation 77 16.7 26 9.8 14 9.7 19] 12.5 13 14.6 12 8.5 12 129 14 18.2 187 13.1
Other 16| 3.5 10 3.8 12 8.3 6| 3.9 5 5.6 13 9.2 5 54 11 143 78 5.5
No specific issues 371 8.0 49 18.5 311 214 151 99 14 157 47 333 13 14.0 11 143 217 152
Issues for Localization: China Thailand Malaysia Indonesia Philippines | Singapore Vietnam Indonesia | Total for all countries

LR L comis| %0 | comunin| %0 | commin| %0 [commia| % [commes| % [ commis| % |commin| % | commin| % | comuner | %
Number of respondent companies 400 100] 218 100] 116/ 100 136[ 100 72| 1001 106 100 78] 100 611 100 1,187 100
Insufficient technological capacity of local enterprises 221 553 98] 45.0 38| 32.8 701 51.5 271 375 15 14.2 30 38.5 25| 41.0 524 441
Leakage of confidential information (including leaking of design drawings) 140 35.0 28] 12.8 151 12.9 171 12.5 111 153 12| 11.3 12| 15.4 111 18.0 246 20.7
Insufficient cost competitiveness of Japanese/foreign-affiliated companies 68| 17.0 27 12.4 241 20.7 211 154 151 20.8 18] 17.0 141 179 9 14.8 196 16.5
Insufficient cost competitiveness of local enterprises 59| 14.8 34( 15.6 13| 11.2 241 17.6 10 13.9 11 104 13| 16.7 8 13.1 172 14.5
Absence of local supporting industries 49] 123 15 6.9 13] 11.2 23] 16.9 9 125 13] 123 27] 34.6 15| 24.6 164 13.8
Insufficient technological capacity of Japanese/foreign-affiliated companies 38 9.5 20 9.2 4 3.4 151 11.0 1 1.4 3 2.8 10 12.8 3 4.9 94 7.9
Other 300 7.5 13 6.0 6 5.2 6 4.4 21 2.8 8 715 3 3.8 8 13.1 76 6.4
No specific issues 571 143 72| 33.0 40| 345 28| 20.6 201 27.8 49| 46.2 12| 15.4 9] 14.8 287 242
Issues for Localization: China Thailand Malaysia Indonesia Philippines Singapore Vietnam India Total for all countries

R&D commis| % |comis| % |comms| %[ comes| %[ comums| % |comuns| % [ commis| % | comwics| % | comues | %
Number of respondent companies 397| 100] 203] 100[ 115 100[ 120] 100 69 100] 102] 100 69 100 56| 100] 1,131 100
Lack of local technical staffs with appropriate remuneration 181 45.6 95| 46.8 43| 374 65| 54.2 30 435 30 294 28 40.6 18] 32.1 490[ 433
Leakage of confidential information (human related factors) 167] 42.1 50[ 24.6 34] 29.6 29| 242 18] 26.1 23| 22.5 14 20.3 17] 304 3521 31.1
Difficulty in achieving smooth communication 125] 31.5 52| 25.6 201 174 35 29.2 10| 14.5 6l 59 17| 24.6 14| 25.0 279 247
Leakage of confidential information(legal system related factors) 139 35.0 221 10.8 10 8.7 12] 10.0 11 159 11 10.8 151 21.7 141 25.0 2341 20.7
Absence of local universities or research institutions 5 1.3 3 1.5 5 4.3 5 4.2 3 43 2 2.0 5 7.2 2 3.6 30, 2.7
Other 26 6.5 171 84 9 7.8 9 7.5 4 5.8 11 10.8 11.6 71 12,5 91 8.0
No specific issues 531 134 52| 25.6 29| 252 17| 14.2 16 232 45| 44.1 15 21.7 8 143 235  20.8
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