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Nn2009 Survey of Japanese Manufacturing Affiliat

1. Despite worsening performance in 2008, more than half of companies surveyed recorded
profits

56.4% of Japanese manufacturing affiliate€imope and Turkey recorded an operating profit in

2008 (against 72.1% in 2007), and 35.1% recorded an operating2d3%9( While 22.7% of

companies reported an improvement in operating profit in comparison to the previousOy&Hy, (

there was a significant increase in the percentage of companies reporting a decline in operating profit

at 62.8%, against 28.0% in 2007 (Diagrams 1 andTBe most frequent responses (multiple

respoises were allowedor the reason of decliningn  pr o f Gibkal ecoromie downfurn

stemming from financial crisis ( 77 . 0% o f Decreased sates m yerseasfimadkets

( 57 . ©egyeasedrsales in domestic mavket ( 5 2 . 7 Béieign eachadge fods ( 4 2Qn4 %) .

the other handhe most frequent sponsedor the reason of improving businéssliltiple responses

wer e al | owmerehded salesrireaversgas makets( %)3 ;Ineéréased sales in domestic

marked ( 4 0. 9 WaAprovememsdin pfoductivity ( 3 6 . 4 %industrysectors g1 which

five or more companies responded, the sectors inhwttie highest percentage of companies

reported increased profits were wood and wooden products (three companies, 60%), pharmaceutical

products (seven companies, 58.3%), precision machinery (four companies, 44.4%), and foodstuffs

and processing of agricutal and fisheries products (seven companies, 33.3%), indicating

comparatively good performance in lifestyldated sectors. Differences in the effect of the global

financial crisis were observed between industry sectors as well as between companies.

Diagram 1 Change in Operating Profit for Japanese Manufacturing Affiliates
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{Note) The number of responses received differs for each year.
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Diagram 2 Operating Profit for Japanese Manufacturing Affiliates
(compared to the previous year)
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(Note) Figures for 2007 are drawn from previous survey (June  -July 2008)

33.8% of the surveyed companisimatedan operating profit for 2009, while 43.38stimatecan
operating loss. 25.1% of the companies responded that their performance would improve against
2008, while56.1% estimateda decline, indicating that companies preglicthat severe business
conditions will continue. The most frequent resporfseshe reason of estimating improved profit

we r &eduttion in personnel costs ( 5 8 Reé&d@e)ion in fadministrative and utility codts
(52. 6 %)mprovamedts i productivity ( 52 . 6 %) that, iagaidst theabtadkgrayind of
continuing severity in the external environment, companies are seeking to improve business
performance byestoringtheir internal environments. Companies whistimateda declinein 2009

against 208 performance pointealitthe same reasois which companies reported decline in 2008
indicated Glébal economic downturn stemming from financial césis ( 8 2fiDe2ré@sed sales in
overseas markais ( 6 0 . 4Dégreased salds infidomestic mabket( 56 . 2 %) ( Di agram 3)
of the companies surveyexxpecedto record an operating profit 2010, while 10.8% project an
operating loss. 63.6% of the companésimatedan improvement in returns against 2009, while

only 4.2% expeced their performance to worsen, demonstrating that the majority of companies

expectedan improvement in business conditions.
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Diagram 3 Operating Profit Outlook for Japanese Manufacturing Affiliates
(Compared to the Previous Year)

5 2009 [25.1 189 561 |

= 2010 63.6 [ 32.24p

é g 2009 23.4[19.4 576 |
2@ 2010 656 | 3099k
gg g 2000 [TS5H [lo5 455 |
SEd 2010 605 | 35543
g 2009 133 80.0 |

F 2010 [ 400 | 40.0 [20.0]

0% 20% 40%60% 80% 100
%
BImproved 0ONo change 0O Deteriorated

2. Largest numbers of Japanese manufacturing affiliates in Europe and Turkey concentrated
in the UK, Germany, France, the Czech Republic, and Poland

T Number of new market entries bwestever at 18 companie#n 20087

The survey showthatthe number of Japanese manufacturing affiliates in Europe and Tatrikesy
end of 2008is 1,028(against 1,041 ithe precious surveg66 in Western Europer85), 245 in
Central and Eastern Eurog23@), and 17 in Turkey (unchangedy country, in the UKwas home

to the largest of Japanese companies WARA companiegagainst 203 in the previous survey),
followed by Germany (15;lagainst 146 in the previous survey), and France, @d&inst 130 in the
previous survey)The 4thwasthe Czech Republiwith 87 companies, against 84 in the previous

survey) andollowed byPoland (72against 70 in the previous survéjagram 4).
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Diagram 4 Number of Japanese Manufacturing Affiliates in Europe and Turkey by
Country {As of End of 2008}
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18 Japanese compani@d in Western Europe, seven in Central and Eastern Europe, and none in
Turkey) establishedaffiliates Europeduring in 2008 which was the lowestecordsince the grvey
hasbegun in 1983 This represents a significant drop from 2006, when the higivestfigure of 76
companies was recorded (40 in Western Europe, 36entr&l and Eastern Europe, and none in
Turkey), and from 2007, when a figure of 36 companies was recorded (20 in Western Europe, 15 in
Central and Eastern Europe, and one in Turkey) (Diagram 5). In 2088argest number of
affiliates in Germany, with six companies, followed by the Czech Republic with three companies,
Denmark and Poland with two companieBy industry, Japanese manufaiig baseswere
concentrate@eneral machinery and trgport machinery part§he trend suggests a lull in the wave

of new market entriegn Central and Eastern Europe following the greater economic activation of
these areas with ¢hexpansion of the EU in the latealf of the 1990s.
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Diagram 5 Changes in the Number of Established Japanese Manufacturing

Affiliates
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Theindusty with the largest numbexf Japanese manufacturing affiliates in Europe and Tuslesy

the transport machinery parts seatoth 215 companie$20.9% of the total)followed by general
machinerywith 144 companies4.0%), chemical and petrochemigath 90 companie$3.8%), and
electrical and electroniparts with88 companie$8.6%). More than half (52.2%) of the surveyed
companiesverein these four industry sectois WesterrEurope 15.8% of the surveyed companies
were in the general machinery, 15.4%ere in transport madhery parts, and 10.8%vere in
chemical and petrochemical products. In Central and Eastern Europe and Japesese affiliates
highly concentragd in transport machinery partsith 97 companieg37.0% of the totalin this
sectoy.

This year 6s s uthegaestiomoengdrnyng thenappleal ah@ atlvantages of the country
in which the companyocated a base. The majority of companies located in Western Europe
e s p olublieSHetyfendSoci al condi t i qualdyofwpo4 &4 f 9% e ofnli3Sdh 8 %)
Wi despr ead language o f( 3 R@n@heipthen hand Central and Eastern Europe
Low | abor crosOffssSt ¢ 46 @ % & omvera highlgranked I Fukkey5 %)
Hi quality of wor k f ¢80.@% @ nd ik sesuengfactory wo r k €66.3% were

particularly high this result shows thalapanese affiliates ifurkey highly evaluat¢he workforce

ot ov T

=13

with regardto developmanufacturing activities at existing bageshe next 12 years, approximately
30% plannedto expand productiorin Central and Eastern Eurgmpproximately half (46.8%) of

companieplanned teexpand production. With regard to the specifitigyofor expansion, the most
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frequent responses wefexpansiofdiversification of product lined (64.5%), fincreasingin high
value added product lin@és(44.4%), andiexpansion ofbusinesshrough additional investmesit
(42.7%) (Diagram 6).

Diagram 6 Business Developments by Japanese Manufacturing Affiliates
in the Next One to Two Years
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When asked which countries or regions w@m@mising locations for new production bases
(excluding countries or regions in which they had already located production bases) over the
medium to long-term (510 years)the top answewasRussig65 companies)This was followed by
Poland (63, the Czech Republic (4Thina (4}, Turkey (40, and Rumania (37 with companies
favoring Central and Eastern European countries, China, and Turkey for new production bases.
Emerging countries took the top positiofdermanyrankedthe highest position among éatern
European countriest 8" place (34 Diagram 7; Number of respondents: 273 companies).

Diagram 7 Countries and Regions Considered to be Promising Production
Bases over the Mid-to-long-term (5-10 Years)
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3. Volatile exchange rate instabilityis managerial issues common to Japanese manufacturing

affiliates in the region

T High costs in Western Europe and increases in labor costs in Central and Eastern Europe

and Turkey 1
Management issues for Japanese manufacturing affiliates in Western Europe, Central and Eastern
Europe,and Turkeywere fiGlobal economicdownturn stemming fromi i nanc i al crisiso
fivolatile exchange ratdluctuatioro ( 50 . 3 %) ; AREACH (new regul ations
(37. 4%) ; AcPor sotcsudr e(mMe .t 4 %) ; ADomesti;c ammdowdd/mis@a sd ond
permitsodo (25 .GhBa)economicowntura stemigingffroth i nanci al crisis, o
high percent age oVolatite echareye ratélustuafiordd iacsa tae dmafinager i al
Not only companies operating in Central and Eastern Europe and Turkey, where the ecomrmies
unstablebut 42.0% of companies located in Western Euragleich represeetl the greater part of
the Euro zone, gave the same r es Difficutyesecurilyy contr a
enginecer8 declined significantly against tdtthe previou
economic recessiomade it easier to secure personnel. It has been reported that Central and Eastern
Europeans working in Western Europe have been returning to their own countries as a result of
deteriorating economic conditions, and the resoiitthe present survey provide evidence for this
trend.

The top responses regarding managerial issues common to Japanese manufacturing affiliates in

Western Eur ope Global econangcdofniuinlsemnsig froniif i nanci al crisi
(67.7%) ; AiHIi gh | ablaile exachanget ratdiuctuatiord .  %4)2;. 0 fo) ; AREACH
( 3 8. 23tsngent dismissal lawsd (37. 5%) ; AHiI gh sociwpland secur it
AProcur ement costso (33.3%). A's Stringentdismissalt he r es

laws 6 and AHi gh s oci adlated mstsuere togspiduaudgrathe hackgrouhda b o r

here are high costs for generous worker protection programs (Diagram 8).
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Diagram 8 Managerial Issues for Japanese Manufacturing Affiliates in Europe
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Western Europe (No. Of responding (No. Of responding companies: 77)
companies: 288)
Category Problem Respon | Percen Category Problem Respo | Percen
Political economy/Social |Global economic downturn - J— Volatile exchange rate -
. 195 | 67.7 % |Financial problems . 58
conditions stemming from financial crisis luctuations
. | [Political economy/Social |Global economic downturn ~ .
Labor problems High labor cost growth rate 170 | 590 % 56 2.7 %)
conditions stemming from financial crisis
Volatile exchange ra N R
Financial problems Olatilelexchange|rats 121 | 4209 |Labor problems High labor cost growth rate 35 | 455 %
fluctuations
Environmenta| REACH 110 | 382 9% |Labor problems Difficulty in securing engineers 35 | 455 %
regulations
Insufficient
Stringent dismissal laws 108 | 375094 [nsutcen ad conditions 31 | 403 %)
infrastructure
I | ye——— Diffculty in securing managerial o | 390
Procurement costs 9% | 333 % 29
Domestic economic conditions 83 28.8 % Highways 28 36.4 %
infrastructure -
. o1 [Environmental R |-
Quality of workforce 72 | 250094 | e REACH 27 | 351 %
es [Transfer pricing taxation 68 [ ‘ tlegislation/ |2 work permits 26 | 338 %
procedures
) Political economy/Social
Visa/work permits 64 22.2 % onditions Domestic economic conditions

Union activities/strikes 57 19.8 %

fivolatile exchange ratdluctuationo is most significant managerial issue Central and Eastern

Europe (three companies out of four indicatedollowing this as main managerial issues were

laborr el at ed i s s ulamr cesigrowthraatse ofi, Hbi gbhsecufingenginedrsyd an d
infrastructurer el at ed i s Statewd PwdH iasrdads. o I n Western |
potential responses exceeded a response rate of 20%, while the figure was 20 of 70liar@@entra

Eastern Europe. The responge<entral and EasterfBuropealso covered aide range of issues,

including finance, labor, infrastructure, accommodation and living environmentelated issues. A

comparison with the results of the fiscal 2004 syreonducted directly after 10 Central and Eastern

European countriesadbecame members of the EU, reveals no major improvement in terms of the

gap between this region and Western Europe.

4. Differences among companies in speed of response to envir@mtal regulations.
Expectations of increased business opportunities in the environmental field

Japanese manufacturing affiliates located in Europe were queried regarding their responses to

increasingly stringent and complex EU environmental regulatidearly 70% (263 companies) of

the companies surveyed were subject to the REACH regulations, approximately 40Q%o (&9

Directive on the restriction of the use of certain hazardous substances in electrical and electronic

equpment (RoHS), andround20% 89) to the Waste Electrical and Electronic Equipment (WEEE)

regulations. The various regulations impact on a wide variety of industry types. Of the 23 industry

types represented by the surveyed compadi@sare subject to REACH, 16 to the RoHS Directive,

13 to WEEE, 13 to new COregulations, 12 to the Eco design requirements for Engsimg

Products (EuP) Directive, and 10 to Euro 5 (exhaust emissions regulations).
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More than 80% of the companiesbgect to the RoH$ave achieved full compliance with the
directive The figure is approximately 50% in the case of the REA& approximately 30% in the
case of Euro 5 and the new automotive,C&yulations, which willnot be fully implemented for
some time. The major issue for the surveyed compaméssthe increased costs entailadthe
compliance with regulationdut many companiesiso indicated the existenceaaqueapplication
of the REACH and WEEE regulations.

Questioned about the effectintentives and economic stimulus measures in the environmental field,
37.9% of C 0 mp a Bxpamsion of ervippromenklateld, busifiss opportunitiesd and

27. 4% r e €mhanced eampetitifieness of proprietary produet®d b u't there were
numer ous negati ve Increasgld @osts assa resultnot dtilizidgi emwyrgnmerital

incentives and other measutes ( 2 6 . 6léayherxompetitod ( 1 9. 8 %) .

5. High level of interest in emerging markets, in particular Russia

Turning to markets for Japanese manufacturing affiliates in Europe and Turkey, Western Europe was
the main sales destination foompanies located in Western Europe (93.3%), while for many
companies located in Central and Eastern Europe, Central and Eastern Europe (67.5%) figured as a
sales destination alongside Western Europe (75.3%). Among countries and regions which 50 or more
companies indicated as current sales destinations, Russia and the CIS was the top choice as an area
in which to expand sales the future at 68.2%, followed by Central and Eastern Europe (66.3%),

and Turkey (65.4%) (Diagram 9).

For the third consecutivyear, Russia was also the top choice as a potential new market in the future,
selected by 86 companies. Transport machinery parts (22 companies) and general machinery (11
companies), among others, were conspicuous as industry types. The next mostghaicear as

future markets were Turkey (55 companies), Poland (50 companies), France (38 companies), and the
Czech Republic (37 companies). The level of interest in emerging economies was also marked, with
Morocco selected as a future market by 26 compariad Ukraine by 25 (Diagram 10). Taken
together, results for future orientations with respect to existing markets and candidates for future
markets suggest that there is a trend for companies to seek to improve business performance against
the backgroundf the continuing effects of the global economic downturn brought on by the
financial crisis by expanding sales in emerging markets such as Russia, Turkey, North Africa, the
Middle East, and India.
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Diagram 9 Future Sales Policies for Current Major Sales Destinations

Total number of current sales destinations
(Unit: Companies)
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Diagram 10 Countries and Regions Considered Promising Future Sales
Destinations
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6. The number of @mpanies procuring materials and parts from Central and Eastern Europe

and from China is growing, while the number procuring from Japan is declining
The number of Japanese manufacturing affiliates located in Western Europe procuring raw materials
and pats from Europe is continuing to increase. The number of Japanese affiliates located in Central
and Eastern Europe procuring parts and materials from their immediate regions is also growing
steadily. However, the number of comparpescuing parts angnaterials in Japan is declining.
Among countries and regions from which 50 companies or more indicated that they would expand
future procurement, Central and Eastern Europe was the top choice among companies located in
Europe and Turkey, at 55.7% (Diagn 11). Among companies located in Western Europe, China
was the top choice at 45.8%, followed very closely by Central and Eastern Europe (45.2%) and
ASEAN (44.2%). Among companies located in Central and Eastern Europe, the main choice was
Central and Eastn Europe (71.4%). More than 30% of the companies surveyed indicated that they
would reduce their level of procurement of parts and materials from Japan. Continuing on from the
previous survey, expectatiomgere highest for China and for Central andskan Europe as future
new sources of parts and materials.
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