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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 seventeenth, survey was conducted between
April 12 and 23, 2010, and received 396 valid responses.

Over the line, this survey shows improvements, in many cases rather significant, both regarding the outlook for
the Japanese economy and the performance of the surveyed companies, compared to the previous survey (Fall
2009).

The economy for the next 6 months is expected to further improve, the index (on a scale from +2 to -2) was now
+0.59 (compared to +0.25 in fall 2009), and looking 12 months ahead, the companies see a continued turn for the
better - the index shows +0.79 (+0.66 in the previous survey). Even more importantly, the forecasts for the
coming six months for sales and profitability both show a notable growth. The sales forecast index was +0.88
(previous survey +0.47) and that for profitability +0.76 (+0.40). Only 7% expect a further some or strong decline in
sales and only 8% profitability, while 89% and 73% respectively see strong or some improvement.

Concerning the strategies of the foreign-affiliated companies in Japan, most of them continue to be rather bullish
despite experiencing tough times in the last year or so. 73% (66% in the Fall 2009 survey) are looking for further
growth and 23% expecting to sustain their current level. 3% are planning to downsize, but only 1% (four
companies out of the surveyed 396) are considering withdrawing from the market. These results show a fairly
strong improvement in the optimism compared to the findings in the previous survey.

This time the two alternating questions were regarding the currency rates (EUR/JPY for Europeans, USD/JPY for
the others) and Nikkei index in 6 months time. The average estimate for USD was 94.7 and for the EUR 129.2
Nikkei index is predicted to be at 11,041 (at the level when the survey was conducted).

The next survey will be conducted in October 2010.
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Manufacturing 9%
8%
Finance
8%

Service
40%

Sales & Trading
35%
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Questions

1.1.
1.2.
2.1.
2.2.
3.1.
3.2.

Japan's economic situation next 6 months
Japan's economic situation next 12 months
Sales during the past 6 months

Sales forecast for the next 6 months
Profitability during the past 6 months

Profitability forecast for the next 6 months
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Reasons behind changes
Strategies in Japan

JPY/USD and JPY/EUR exchange
Nikkei Index

Comments

The index makes it possible to compare results
from consecutive surveys and to create graphs
on how the sentiments change over time.
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1.1. Japan's economic situation for the next 6 months
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Australia/New Zealand: +0.43 (+0.12)




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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Australia/New Zealand: +0.30 (+0.68)




1.2. Japan's economic situation for the next 12 months (2)
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2.1. Sales performance during the past 6 months
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Australia/New Zealand: +0.10 (-0.39)




2.1. Sales performance during the past 6 months (2)
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2.2. Sales forecast for the next 6 months
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Australia/New Zealand: +1.05 (+0.56)




2.2. Sales forecast for the next 6 months (2)
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3.1. Profitability performance during the past 6 months
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3.1. Profitability performance during the past 6 months (2)
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3.2. Profitability forecast for the next 6 months
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Australia/New Zealand: +0.95 (+0.47)




3.2. Profitability forecast for the next 6 months (2)
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A Comparison (1)
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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 rather close to forecasted in October 2009 (+0.25 vs. +0.47).




A Comparison (2)
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(2) The predicted profitability improvement for next six months is in line with the views on economy.




4. Reasons behind the changes in business performance
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Noteworthy:

As economy and business
performance improve, 'Own efforts’
become again the strongest driver
in changes (improvements) in
business performance. The

reason 'Other’, which has declined
in the two latest surveys, has been
crearly attributed to the bad global
business climate (which now is
improving).




4. Reasons behind the changes — Other reasons

(All comments are available on the website)

About 40 comments relating to the global economic ¢ risis, either still affecting or improving from

Slow economy and exchange rates
Asset appreciation

Better regulatory environment

Change in customer attitude/sentiment
Changing healthcare environment
Client behavior & market factors
Clients moving out of Japanese market
Clients starting to invest again
Companies refusal to spend money
Customer purchasing uptick
Customers not spending

Customers started to invest

Cutting costs

Decrease in the number of expatriates

End of inventory adjustment on customer side

Economic recovery outside Japan

Restructuring

Trade growth & improving prices [freight rates]

Expansion to new areas beyond our core area
Frozen budgets because of economic down turn

Government funding on innovation

Growing market for our services with less financial crisis-stress.

Human psychology

Improved availability of financing

Improvement in profitability at our clients.

improvement of customer industries such as automotive
improving client sentiment where investment is concerned.
Increase in travel at lower fares

Introduction of innovative products

Lack of consumer spending and business investment

Low level of activity because of freeze-up of credit markets
Lower imported cost of goods

Market trends on selling prices

More demand, and YoY positive effect of 2009 HIN1

New Innovative Products Launched

New market challenge



4. Reasons behind the changes — Comments

(All comments are available on the website)

A year ago, in the depths of the economic downturn, our customers in Japan essentially put all business on hold because of
uncertainty about the future. They were not even willing to meet and talk with us about future business plans. In the past six
months, however, there has been a change in attitude and projects are now being unfrozen. Consequently, we are seeing more
business opportunities back on the table as confidence returns. We expect this to result in increased revenues and profits going
forward.

Both of positive market development and own efforts for restructuring organization and restricting supply side while not sure yet if
this market development is sustainable.

Changed our approach to: 1. Sales 2. Market Mix 3. Cost Management
Clients now have more money available for projects that were on the backburner during the economic downturn.
Decrease in number of expats has reduced our potential demographic pool.

Drastic drop of sales due to lack of credit/ financial support from banks and lack of confidence of the end customers on the global
market.

Head count reduction has eliminated poor performers and greatly increased profitability. As well, headcount increases-brought in
new talent.

More visible in the market place. Profitability related to exchange rate however our effort has been to resist price reductions.

Our service is based on our customers mobility - which has been reduced since mid-2008. We do not see that changing in the
next 6 months, but hope to see improvement in 2011.

Particularly the strong decline in new housing starts affected our customers.

Savings realized from more efficient importing of our goods as well as better price points and increased customer traffic thru our
sales/promotional efforts, including advertising.

We are being helped by the growing realization that retailers must do SOMETHING to prevent further double-digit declines, and
we're one of the few games left in town.




5. Strategies in Japan
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5. Strategies in Japan - Comments

(All comments are available on the website)

Have used the economic downturn (and the resulting lower prices) to increase investment in Japan and have acquired another
company, adding about 30% to the size of our operations in this country.

Without growth and expansion the constant increase in overall cost will not be sustainable.

Japan is a long-term, stable and profitable market. We are not aiming to increase our business here, but neither do we want to
reduce it.

We need to chip away at the established conventional approaches to construction projects and convince more domestic
Japanese clients of the merits of an approach that depends less on non-transparent all-in packages provided by general
contractors.

Sourcing business out of Japan ( market entries, reorganization of Japan operations,... ) Developing business with Japanese
companies expanding overseas.

The current organization is strong and performing well; it is a good time for acquiring key talent from competitors and training our
people so we come out of the recession very strong (ahead of the competition).

Though we already have significant strength in Japan, unfortunately, the current Japan Postal services plan could eat into our
existing share. While we would like to sustain the current level of growth, this is a large unknown.

Through cooperation with Japanese companies willing to invest in high tech, environmental friendly solutions.
We remain bullish on Japan as a key economy offering significant potential in the healthcare space.

As long as the business keeps profitable level, will continue business at sustainable level as it is, but if it goes loss-giving, may
go downsizing.

Temporary adjusted to the today's situation but believe there is a potential to grow.
We see growth as a prerequisite to survival here : trying to stand still or "sustain” is not a viable option.

Seeking to expand our retail outlets throughout Japan, triple the number in 10 years.




6. Exchange rates in 6 months time
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7. Nikkel index in 6 months time
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General Comments

(All comments are available on the website)

Sun should be rising again..... in the past three decades, Japan bashing in 80", and passing in 90's, nothing in 00's...Now
Japan is something or vanishing in 10's....l bet it for something still as we are changing to the right direction....Just do it
together....we can do it if we sill.....

Banks not lending money is my biggest concern, we have lost much business because banks will not finance projects.

Disguised unending trade barriers such as unfair tolerances for Agriculture and Imported Food Products. Many trade barriers
that should have been dismantled many years ago. So called Fair Trade Agreements are often not free trade, because of
hidden barriers.

Due to a decrease in budget in the public works, the US companies are hurting. The Japanese companies are trying to cut us
out.

Green business is booming which is great as we are in the field of sustainability and CSR corporate communications.

Import open Very fair to the developing countries (no tax) Regulations too long to come (not really coping with the products
supplied by local players)

More outright support of EU-Japan bilateral economic cooperation wished for.
Lack of standard, transparent testing protocol for residue testing on imported foods.

Signs from DPJ are not good. Japan still desperately needs de-regulation but there seems little political support for it. Generally,
Japan seems to be accepting a long-term decline into irrelevancy.

Strongly depend on the business health of our customers. Depending also on the regulatory issues. Strong brand image
impairing other competitors to enter our market. Problem of facing a mature market.

Securities regulations are hindering growth. We are marketing hedge funds, which is very difficult under the new FIEL rules.
Positive evolution noted in terms of regulatory environment for pharmacy sector.

Business performance partly dependent on economic conditions in the US which remain poor.




Summary

Economy in the next 6 months: continued improvement expected

The improvements in the economic outlook for Japan seen already in the Fall 2009 continued in
this survey. The index shows now +0.59 compared to +0.25 in the Fall 2009 survey. This time

64% expect strong or some improvement while 29% expect no change and only 7% of the
respondents some or strong decline.

Australia/New Zealand affiliates are less positive (+0.43) than North Americans and Europeans
(+0.58 and +0.60).

By type of business, the differences were rather small, the Manufacturing sector is most positive
(+0.70) while the Finance sector is least optimistic (+0.40) .

Economy in the next 12 months: increased growth in s ight

Also in the longer term (12 months) the respondents see a further and slightly stronger growth,

now +0.79 (compared to +0.60 in Fall 2009), now 82% expect strong or some growth, while
only 9% see a decline.

By area the Europeans where most positive (+0.84), closely followed by North Americans
(+0.78) whilst the Australia/New Zealand less optimistic with +0.30.

By type of business, Manufacturing sector is most optimistic (+0.90) while the Finance sector
see the next 12 months least favorably (+0.60).




Summary (2)

Sales Performance improving in line with the econom y

Past 6 months...

After the two surveys in 2009 showed negative sales performance, this survey went back into
the black, +0.25 when it was -0.28 in the Fall 2009 survey. This represents the strongest
reported improvement in sales performance in the history of this survey (since 2002).

The North American affiliates reported best sales performance (+0.29) than the European
(+0.24) and ANZ (+0.10) affiliates.

By sector, the Manufacturing reported most positive (+0.91) with Sales & Trading least positive,
+0.17, a fairly significant difference.

Next 6 months...

Looking ahead, respondents forecast the sales to improve significantly, now the index was
+0.88, while it was +0.47 in the Fall 2009 survey. 80% expect sales increase while only 7% see
a decline.

ANZ affiliates see the future most brightest, +1.05 compared +0.90 for North Americans and
+0.84 for the Europeans.

By sector, Service expects the most positive development, +0.93, while Finance is the least
positive at +0.63.




Summary (3)

Profitability, the past 6 month — back in black

As with the sales performance, also profitability moved back into black after the two surveys in
2009 reported negative profitability. The index stood now at +0.23 when it was -0.19 in the Fall
2009 survey. 48% of the respondents saw a strong or some improvement, 30% a decline.

North American and % affiliates reported similar performance (+0.29 and +0.21), while
ANZ affiliates reported somewhat lower +0.05.

By sector, Manufacturing reported the best performance (+0.90), far ahead of Finance (+0.11),
Service (+0.13) and Sales & Trading (+0.22) sectors.

And the coming six months?

The profitability forecast predicts a further improvement, the index was now +0.76 compared to
+0.40 in the Fall survey; 73% of the respondents forecast strong or some improvement in
profitability; only 8% a decline.

ANZ and North American affiliates were most positive (+0.95 and +0.84) while Europeans a bit
less so, +0.69.

By sector, Manufacturing and Service were clearly most positive about the future (+0.94 and
+0.89) while Sales & Trading and Finance are a bit less optimistic at +0.65 and +0.63
respectively.




Summary (4)

Strategies in Japan

The positive views reported in the sales and profitability forecasts are also
reflected in the strategies of the foreign companies in Japan and the respondents
continue to see Japan as a market with room to expand in the long term — 73%
(66 % in the previous survey) are looking for further growth and 23% (26%)
expecting to sustain their current level. The share of companies planning to
downsize was now only 3% when it was 7% in the previous survey. This survey
had the same number of companies that are considering withdrawing from the
market as in the previous survey, but it was still only 1% (four respondents out of
396).

Notable is that the ANZ companies were clearly most aggressively seeking
growth - 86% - with14% planning to sustain current level and none of their
respondents planning to downsize or withdraw from the Japanese market. North
America had 75% seeking growth (22% sustain current, 1% downsizing and 1%
planning to withdraw. European’s reported 70% aiming for further growth, 24%
sustaining current, 5% downsizing and 1 considering withdrawal.




Commentary by Dr. Willlam Schrade (1)

It's hard to ignore the menacing shadow of the Greek Debt crisis, as we review the results of
this Spring survey. But it provides the appropriate leitmotif. Clearly the consensus shows a slow
recovery is in process. | emphasize slow since the Japanese Cabinet Office reported a 2009
nominal GDP of 474.22 trillion yen. This means that nominal GDP has fallen dramatically to a
level not seen since 1991's 469.42 trillion Yen! Once you realize that Japan is trying to manage
its massive sovereign debt with an income from 18 years ago, their search for a solution
becomes one driven by pure desperation. As data in a recent Heard on the street article in a
Wall Street Journal pointed out, the Clinton miracle of fiscal responsibility was not the result of
cutting spending but one of slowing US government spending to at a rate slower than the
growth of nominal GDP. Japan’s nominal GDP growth is almost zero if you measure from 1991
to 2009! Everyone in Japan is fighting for a piece of a smaller pie.

The exchange rate predictions for the dollar and Euro indicate the surveys forecasts stability.
The present interest rate structure of low US rates along with the structural surplus in Japan’s
current account predict as much. The surprise is the Greek Debt crisis. The European
members have a dramatic and unexpected exchange rate advantage as a result. All indications
are that this crisis will in the short term introduce more volatility to the Yen and its cross rates.
And unfortunately, this new debt crisis adds the same issue of who has the hidden toxic assets
to the world financial system. With its “guaranteed “appreciation, the Yen should match the
survey'’s predictions.




Commentary by Dr. Willlam Schrade (2)

The Nikkei range in the forecast serves as an argument that the Nikkei is still a short term play.

Looking past the dust and debris of Greece, Japanese GDP faces an uncertain future. Recent
growth has been fueled by exports and replacement of inventories. But the slow growth of
foreign demand in US and Europe and the appreciated Yen have caped recent profits which
stimulate and fuel investment. It has been investment and exports that have driven Japanese
real GDP growth. Moreover, it has been pointed out in the financial press that recovery in the
US is too slow to affect positively employment. They have argued that we must see quarterly
growth rates approaching 10 percent for a robust rebound. For Japan to recover nominal GDP
of 2007, the same robust rates of growth must occur.
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