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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. The twelfth survey was conducted between October 15
and 26, 2007, and received 438 valid responses, an 18% increase from the Fall 2006 survey.

The survey reflected a fairly optimistic mood in the Japanese economy, although the growth figures and estimates
for both the economy and the companies’ performances were more moderate than in the previous survey in April
2007. 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 overall index of +0.43 (compared to +0.74 in the April 2007 survey) and
for the next 12 months, +0.54 (+0.82 in April 2007).

Regarding their own performance, the companies reported and forecasted for the next six months further gains in
sales and profitability on almost similar level than in the previous survey. In the past six months 68% saw gains in
their sales and only 15% decrease and the forecast for coming six months was 72% see growth and only 9%
expect decrease in their sales. As for profitability figures 58% saw gains in the past six months (18% decrease)
and 66% expect a further increase in the coming six months (10% expect a decrease)..

Concerning the strategies of the foreign-affiliated companies in Japan, most of them remain bullish ad see Japan
as a market with room to expand — 76% looking for further growth and 21% expecting to sustain their current level.
Only 3% reported that they plan to downsize and 0% (two companies out of the surveyed 438) are considering
withdrawing from the market.

The survey also asked the respondents on their prediction of the USD-JPY (American, Canadian and Australia-
New Zealand chamber members) and EUR-JPY (European chamber members) rates in six months time.
The averages were 114.0 and 162.2 yen respectively.

The second new question was “How would a change of ruling party in Japan affect your business?”. A large
majority (71%) thought that it would not affect, 5% responded it would affect positively and 7% negatively.
Interestingly, 9% 1 " ! +23 ! o " ! "% 4 "

The next survey will be conducted in April 2008.




'/'/

1 1m 1

6

7

%

7!




/]

1 mnan
& n

& 2 " non

n C ||! 9 u! 9 .
n On n 9 nn D
? I 2 2 "

“2 " " " n

”

n n

H &> ("7 &>
" /
/

” n ”

9"D

"2

%

+ n 1

911




'/'/

n # $ n




l/l/

)" E :5F *E
I
1 : +3 5
H 5F
5
2




Other
Manufacturing 9%

8% Service

40%

101-500

16% Finance

10%

51-100 11-50
10% 25%

Sales & Trading
33%

6-10
16%

11-20
24%




'/'/

1 ! ’ 11
Questions
1.1. Japan's economic situation next 6 months _
1.2. Japan's economic situation next 12 months 1 JK g
JK

2.1. Sales during the past 6 months . i ]
2.2. Sales during the next 6 months n ! J ]
3.1. Profitability during the past 6 months ¢" ! J []
3.2. Profitability during the next 6 months Jel LK Lk# L k( L7MnN1l
4. Reasons behind changes The index makes it possible to compare results

: : from consecutive surveys and to create graphs
S Strategles n Japan on how the sentiments change over time.
6. USD/JPY and EUR/JPY exchange rates
7.  Cabinet change influence ) )
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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 past 6 months
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2.1. Sales during the past 6 months (2)
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2.2. Sales during the next 6 months
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2.2. Sales during the next 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. Profitability during the next 6 months
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3.2. Profitability during the next 6 months (2)
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A Comparison (1)

= & =SalesForecast (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 got was same as forecast on economy six months ago (0.74)
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A Comparison (2)

= & =Prof. Forecast (6 months)
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Conclusions:
(1) Changes in profitability are smaller than changes in sales and views on economy.

(2) The predicted profitability for next six months was much better that the views on economy
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A Comparison (3)

4. S

6( O . 6 ( 0 6( O

Y

L T NN x NN T ¥ s
7GR g e g g @ e g o e -l St g®

RO &\o% %3\"%‘ o %3\; o @\"X&\o &

AN 5
S° S S°

A 1/02=Spring‘02, 2/02=Fall‘02, 1/03=Spring‘03, 2/03=Fall‘03, 1/04=Spring‘04, 2/04=Fall‘04 ,
1/05=Spring’05, 2/05=Fall’'05, 1/06=Spring’06, 2/06=Fall’'06, 1/07=Spring '07, 2/07=Fall ‘07 (current)




l/l/

4. Reasons behind the changes in business performance
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4. Reasons behind the changes — Comments
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5. Strategies in Japan
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Australia/New Zealand: Growth: 83%, Sustain current: 13%, Downsizing: 4%, Consider withdrawal: 0%
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5. Strategies in Japan - Comments
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5. Strategies in Japan — Comments (2)
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6. Exchange rates
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/. How would a change of ruling party affect your business?
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Australia/New Zealand: Positively: 9%, Does not affect: 64%, Negatively: 0%, Do not know: 27%
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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: continued improvement expected

The views on the economic outlook in Japan for the next 6 months represents a growth
forecast that is lower than in the previous survey (April 2007) — the index is now +0.43
compared to +0.74 in the Spring survey. Forty-eight percent expect strong or some
improvement while 43% expect no change.

+ "1 re 2 S | 6K ' 'K'5<7'
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Economy in the next 12 months: even stronger growth in the longer term

The index for the next 12 months is +0.54 (compared to +0.85 in the previous survey),
I.e. the growth estimate is more positive in the longer term but less optimistic than in the
April survey.

Here, the North Americans (+0.70) see the economic development significantly more

favorably than the Europeans (+0.35). The Australia/New Zealand (ANZ) companies are
in between, +0.62.

By type of business, the service sector (+0.68) was again most optimistic. The
manufacturing and sales & trading sectors were least optimistic (+0.41).
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Summary (2)

Sales Performance

Past 6 months...

Index for the April survey was +0.82, while this survey indicates +0.74, i.e. a minor
increase in the growth rate.

The North American affiliates reported a better sales performance (+0.78) than the
Europeans (+0.69), while ANZ affiliates were again in between with +0.73.

By sector, the best increase in sales comes from Manufacturing (+0.86) and Sales &
Trading reported the lowest increase at +0.58.

Next 6 months...

Looking ahead, respondents continue to forecast an similar improvement in sales as in
the Spring survey, with an index of +0.84, compared to +0.95. Only 8% expect some
decline, and 1% a strong decline.

The North American and European affiliates forecast a similar improvement (+0.86 vs.
+0.82). ANZ companies also were on same level as the Europeans, +0.82.

By sector, there was a range from Service at +1.06 to Manufacturing at +0.71.
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Summary (3)

Profitability, the past 6 months...
The profitability forecast decreased from the previous survey (+0.57 vs. +0.67).

North American " better performance than ( affiliates (+0.66 vs. +0.47) and
ANZ in between at +0.55.

By sector, Manufacturing had best improvement with +0.91, with Sales & Trading lowest at
+0.37.

And the coming six months?

Profitability is expected to improve at a slightly lower rate than in the Spring survey (now
+0.72 vs. +0.76 in the Spring); 66% of the respondents forecast strong or some improvement
in profitability; only 10% a decline.

North American (+0.75) are more positive than European (+0.70) and ANZ affiliates (0.59).

By sector, Service predicts the strongest growth (+0.857). Sales & Trading reports the
slowest growth (+0.59).
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Summary (4)

B«

Strategies in Japan

Respondents continue to see Japan as a market with room to expand —
76% looking for further growth and 21% expecting to sustain their current
level. Only 3% reported that they plan to downsize and 0% (two
respondents out of 438) is considering withdrawing from the market.

Notable is that the ANZ companies were here even a bit more optimistic,
with 83% aiming for further growth, 13% maintaining current level and 4 %
downsizing.
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Commentary by Dr. Willlam Schrade

This Fall's Survey provides some strong evidence for future economic growth and the effects
of policy on Japan, the Europe and the United States. As for economic growth, the Executive
summary states this survey continues a “fairly optimistic mood” for the Japanese economy.
But the dramatic increase in Japanese growth of 4th Quarter 2006, reflected in the Spring
Survey, did not reflect nor portent any fundamental change in Japanese growth. The
subsequent two quarters have shown growth slowing to the point of negative growth in the
2nd Quarter 2007. Moreover, there is good evidence that the 3rd quarter will also be
negative ending Japan’s “recovery boom”. This survey has been a lagging indicator of the
Japanese economy. If we use it in that sense, it has turned negative this survey. It is lower
than it was last time. This survey predicts Japanese economy is slowing.

From the policy side, we see the obvious effects of the split given the recent experience
between the dollar and the Euro. The Bank of Japan’s low-interest-rate policy, alleged to end
deflation, has created an artificial boom in investment as well as exports. Heretofore, both
the Euro and the dollar moved in the same direction. Now the depreciation of the dollar has
led to the positive responses of the North American group in this survey and the more
negative responses we see from the European group.
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Commentary by Dr. Willilam Schrade (2)

SF

The Bank of Japan is trapped between an economy, which is going nowhere into recession, a
biblical national debt and a Europe which is rapidly seeing itself a victim of the selfish
economic policies of several Asian economies. As the international pressure builds, the
monetary policy of Japan will become an issue.

The final question of the change in government had little import to the respondents. But
the new government’s policies will impact economic growth and exchange rates. The
government’s pressure on the Bank of Japan to keep interest rates constant is obvious. But
the current government’s policy is to reduce the deficit with expenditure cuts in absolute levels
and to impose higher taxes will affect economic growth negatively. In a major industrial
country, this has not been the route to fiscal responsibility. The United States achieved its
brief budget surplus by slowing the rate of growth in government expenditures and allowing
economic growth to supply the more rapidly growing tax revenues. Consequently this policy
kills the goose which will lay the golden egg of deficit reduction, Japanese economic growth.
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