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The Foreign Chambers in Japan (FCIJ) has been conducting Business Confidence surveys online twice a year since 2002
among foreign-affiliated companies in Japan. This, the fourteenth, survey was conducted between October 15 and 24, 2008,
and received 419 valid responses.

As expected, due to the strong downturn in the global economy, the sentiments about the Japanese economy were much
more pessimistic than in the previous survey in April 2008, and showed now the steepest drops and lowest values since the
surveys started in 2002. On a scale from -2 (strong decline) to +2 (strong improvement), this survey'’s forecast on the
Japanese economy for the next six months had an index of -0.91 (compared to -0.33 in the April 2008 survey) and for the
next 12 months, -0.55 (-0.07 in the April survey).

The negative sentiments on the economy were also reflected in the reported and forecasted sales and profitability figures.
Although the index for sales and profitability during the previous six months where still slightly in the positive territory (+0.10
and +0.03 respectively). For the next six months both in sales and profitability a slowdown is expected, although on a rather
lower level, -0.05 and -0.12 respectively. The corresponding figures in the April 2008 survey were +0.60 and +0.47, so the
drop is rather steep.

Concerning the strategies of the foreign-affiliated companies in Japan, most of them remain bullish despite the bearish view
on the economy and see Japan as a market with room to expand in the long term — 65% looking for further growth and 25%
expecting to sustain their current level. The most significant change to previous surveys was that 9% reported that they are
planning to downsize, whereas the figure has been only 2-3% in previous surveys. But 0% (only one companies out of the
surveyed 419) are considering withdrawing from the market.

The survey also asked the respondents on their prediction of the USD-JPY rate in six months time. The average was101.1.
Regarding the views on the Nikkei index in 6 months time, the forecasted average 9,522.

This time two new questions were included. In the first, “How will the financial crisis affect your investment plans”, 48%
reported that they will invest the same, 29% somewhat less and 10% much less. In the second, regarding the effect of the
financial crises on their business, 60% reported it would have a somewhat negative effect, 19% neutral effect and 14% very
negative effect.

The next survey will be conducted in April 2009.




L =O R EH oo ] IS e o S

v

@
W FCl o=

1 " .

n n O n 1

) n 3 n mn n
1 % % % C e




L =O R EH oo ] IS e o S

W e,

Foreign Chambers
in Japan

|
1 1 n
& n
S} 2" " " o
"A "3 M3 me % "
ottt 3" B
' | 2 2" 3"B

5 n
n / ./
% 6
7 n

6 + 4%

" n

*H#+ &8 (*95+ &8

;33

/

”n n

7

n n ! mna
& non n n ! n
! ! n nn 2 n
1 < 2 % :6> nmon
n n ! non 1

i nwrz " 2 3 ! !
% 2 "ol 3 "
W woom
7" % !
"y 7o "

13 ?8

7 ”

nn l/
‘@
n 1

n

3”



VFCIJ Forcign Chambers

L =O R EH oo ] IS e o S

11 11 5 O 11

A.. A=

BCC)

Q.’ Camm:’dccmn“‘”w""fﬂ“ @ BLEEJ cccik

EREEEE=F T

M Deutsche Industrie- und
. Handelskammer in Japan
DCCJ CCJ I I J B KA VB IRWHA

. ™
I C C The Italian Chamber
c of Commerce in Japan O J

NcCJIl $ sca SCCI J




F C |J Foreign Chambers
in Japan

L =O Do ] IS e o o

)"

N
1



NV
v FC | J Foreign Chambers
in Japan
=0 0 U on i | e o S

501-
-10
17%
0
26% Other
11%
Manufacturing Service
8% 43%
101-500 Finance
20% 9%
51-100 11-50
10% 27%
Sales & Trading
29%
-5
21- 17%
6-10
19%
11-20
27%




L =O Do ] IS e o o

V oreign Chambers
W ecl s
7 i‘ . . -'"“.;'
-

1! RH"

Questions

1.1. Japan's economic situation next 6 months _
1.2. Japan's economic situation next 12 months o - Ik -
2.1. Sales during the past 6 months . 7 ; ;
2.2. Sales forecast for the next 6 months m ! J+ ]
3.1. Profitability during the past 6 months (" ! J+ ]
3.2. Profitability forecast for the next 6 months Jo1 LK LKE L KC LML

4. Reasons behind changes The index makes it possible to compare results

Strategies inJ apan from consecutive surveys and to create graphs
on how the sentiments change over time.

5
6. USD/JPY exchange rate
7.  Nikkei Index
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Investment plans -

Effect of financial crisis
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1.1. Japan's economic situation for the next 6 months
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1.1. Japan's economic situation for the next 6 months (2)
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1.2. Japan's economic situation for the next 12 months
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1.2. Japan's economic situation for the next 12 months (2)
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2.1. Sales during the pas 6 mont

)5)11 59 *9N(8 ) 1# K4/

n $%& ) #
$%# ) I*&
+1 | | | | | | (%& ) I(*

(%#) 1$&
+%&) I($
+00# ) 1S+
J208& ) 1+(

0 Yot ) 18+
“%& ) I,
0t ) 1$
'%&) 1,
4 Yot ) 1%

! 0 25 50 &%& ) 1&#
' 0211 02/2 0311 03/2 0411 0472 03/ 0572 06/ 06/2 071 0772 0811 08/2| &%#) 1&&

17 .Z + I — ( K I
E [
I
| —
= =
0 25 50 75 0 25 50 145

Australia/New Zealand: +0.08 " !




L =O Do ] IS e o o

@
\V/FC | Foreign Chambers
in Japan
- " Vit A e \J i

| . /I

2.1. Sales during the past 6 months (2)
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2.2. Sales forecast for the net 6 months (2)
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3.1. Profitability during the past 6 months
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3.1. Profitability during the past 6 months (2)
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3.2. Profitablility forecast for the next 6 months
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3.2. Profitablility forecast for the ext 6 months (2)
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A Comparison (1)

= & =SalesForecast (6 months)
1.5 7 —m—Sales Result (past 6 months)
=\ Economy next 6 months
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Conclusions:
(1) The companies’ views on the economy and their sales forecasts go hand-in-hand.

(2) Sales result past 6 months was better than the downtrend forecasted for the economy.
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A Comparison (2)

= & =Prof. Forecast (6 months)

15 | ——@=—Prof. Result (past 6 months)

===fv==Economy next 6 months

-1 —Apr—Oct—Apr—Oct—Apr Oct—Apr—Oct—Apr—Oct—Apr—Oct—Apr—0Oct I'%
02 02 03 03 04 04 05 05 06 06 07 07 08 08 09
-1.5
Conclusions:

(1) Changes in profitability are smaller than changes in sales and views on economy.

(2) The predicted profitability downturn for next six months is in line with the views on economy.
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4. Reasons behind the changes in business performance
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5. Strategies in Japan
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Australia/New Zealand : Growth: 71%, Sustain current: 17%, Downsizing:12%, Consider withdrawal: 0%
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5. Strategies in Japan - Comments
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6. USD/JPY exchange rate in6 monthstime
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7. Nikkei index in 6 months time
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8. How will the financial crisis effect your investment plans?

)5)11 59 *9N(8

s \

/o I |

/ | | |

/ 11

/ I'$

0 25 50 75
y (
-8 ) ") i -8 ) ") .
-8 1)) 8 ) H -8 1)) 8 ) %
-8 ) ) -8 ) )
-8 1)) 8 -8 1)) 8
8 ) | -8 ) r
0 25 50 75 " 0 25 50 75




L =O Do ] IS e o o

()
\V/FCU roreignCramber
. e A il

Ay

| . /B

9. What dlo you think the effect of the financi-l crisis will
be on your business
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General Verbal Comments
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General Verbal Comments (2)
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Summary

Economy in the next 6 months: strong decline expect ed

The global economic uncertainties made a significant on the economic outlook in Japan
for the next 6 months. The index is now -0.91 compared to -0.33 in the Spring 2008
survey. Only five percent expect strong or some improvement while 14% expect no
change and a large majority, 80%, some or strong decline.

1" M:2E ! re 21 " A D
1 +'D4 +'D/f

" %" ! 2 " =20
! " Fre " +D/S

Economy in the next 12 months: continued decline, al though less steep

The respondents do not see any upturn in the economy even within 12 months,
although the forecast for the next 12 months was a bit less negative than for the next 6
months, -0.55 (compared to -0.07 in the previous survey), now 22% expect strong or
some growth, while 67% see a further decline.

Here, the North Americans (-0.46) see the economic development more favorably than
the Europeans (-0.65). The Australia/New Zealand companies are least negative, -0.42.

By type of business, the finance sector (-0.84) was again most negative while the
service sector was least pessimistic (-0.44).
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Summary (2)

Sales Performance

Past 6 months...

Index for the April 2008 survey was +0.42, while this survey indicates +0.10, i.e. a strong
decrease in the growth rate, but still positive.

The European affiliates reported a better sales performance (+0.22) than the North
Americans (-0.06), while ANZ affiliates were in between with +0.08.

By sector, the best increase in sales comes from manufacturing (+0.15) and the finance
sector, as expected, reported the worst development at -0.59.

Next 6 months...

Looking ahead, respondents see a tough time ahead as the sales forecast dropped to
minus territory for the first time in the history of these surveys. The index was still +0.60
in the April survey, but is now -0.05. 39% expect sales increase while 44% a decline.

ANZ companies were highest with +0.08 with Europeans and North Americans were at -
0.06 and -0.08 respectively.

By sector, manufacturing expects the worst development, -0.42, while service and sales
& trading the most positive at +0.03 and +0.02.
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Summary (3)

Profitability, the past 6 months...
Also the profitability forecast decreased from the previous survey (+0.03 vs. +0.32).

( " better performance than North American affiliates (+0.08 vs. -0.04), ANZ
were flat at 0.00.

By sector, there was a big gap between finance at -0.65 and manufacturing at +0.21.

And the coming six months?

Also profitability is expected to move into negative development in the coming 6 months, the
index was now -0.12 compared to +0.47 in the Spring survey; 33% of the respondents
forecast strong or some improvement in profitability; 44% a decline.

ANZ affiliates were most positive (+0.04), Europeans and North Americans similarily
negative, -0.14 and -0.13.

By sector, finance again predicts the strongest decline (-0.42) while sales and trading
expects an almost flat development at -0.03.
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Summary (4)

Strategies in Japan

Despite the very negative views on the economy and also on their
expected performance in the short term, the respondents continue to see
Japan as a market with room to expand in the long term — 65% looking for
further growth and 25% expecting to sustain their current level. However,
in this survey the share of companies planning to downsize (at least in the
short term) rose to 9% whereas it has been only 2-3% in previous surveys.
But still 0% (one respondent out of 419) is considering withdrawing from
the market.

Notable is that the European and ANZ companies were here more
optimistic than their North American counterparts, with 71% aiming for
further growth (only 55% for North American).
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Cbmmentary by Dr. William Schrade

The length and severity of the current downturn in Japanese aggregate economic activity is an open
question. But the survey accepts the fact that one will occur. The shocking figure of 74 % of the survey
said this crisis will have a negative effect on them. And that is with only 36% reporting some decline in
profits and 33% predicting profit declines in the next 6 months.

It appears, from data outside the survey, that the previous assumptions of a decoupling of Japan’s
trade from US markets was optimistically based on a recession centered mainly in the US. Previous
predictions of alternative sources of aggregate demand in Asia and emerging markets are not coming
true. The commodity inflation driven by rapidly growing demand has turned into a commodity price
implosion. It was these rich commodity countries on whom Japan was supposed to place its hopes of
new exports.

The Asian alternatives now appear to be headed toward a new financial crisis similar to 1997. Only
China offers continued hope of expanding demand. Assuming China can maintain a good share of its
current growth rate; this may limit the severity of Japan’s recession. But this is also based on the
assumption that China has only a mild slowing of its economy. Evidence is growing that this possibility
IS not going to happen.

Given the conjoint nature of this economic crisis, the fall in world demand, especially in Europe, United
States, emerging markets, will now significantly affect China. These events and the appreciation of the
yen will reduce Japanese private investment.

continues... T

4
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Cbmmentary by Dr. William Schrade

We have now beheaded the two main sources of recent Japanese economic growth: exports and
investment. What about the effects of the proposed fiscal stimulus package by the Japanese
government? The targeted groups of consumers, small and medium size firms are worthy. It appears
small and medium businesses need this help to survive. Unfortunately saving these firms will reduce
even more the future potential of higher Japanese economic growth. These economic zombies will be
preserved to feed on more efficient firms’ demand. If Ricardian equivalence has any empirical impact,
then consumers will save the tax and money transfers. This package like the US tax cuts will have only
very short term effects.

As for the exchange rate and the Nikkei, their common link is the “carry trade” As deleveraging
continues, the increased risk factor stems the yen’s outflow. Also the possibility of future major
bankruptcies in the US by both financial and commercial firms will keep a cap on the carry trade. It is
logical that many in the survey gave a forecast of the yen below 100 to the dollar based on this risky
future.

My personal forecast is more on the pessimistic side which appears to a very common view with other
financial and macro-economic forecasters. The contraction in the United States has gotten worst. Both
financial and real output contractions are feeding on each other. Worst yet is the fact that Europe
seems to have preceded the US in parts into recession. And finally, a massive wealth generated by the
commaodity boom has disappeared as a cushion. The only thing missing is a collapse of world trade
from protectionism. If this is 1929, then our Smoot Holly tariff (raised US tariffs by as much as 50%)
comes in 1930; next year.
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