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Survey Overview

Survey Objective

i This survey analyses the activities of Japanese affiliated companies operating in Europe, in order to comprise an understanding of operating
challenges etc. that could be directly impacting their business performance. This research can be used to assist these companies in developing
overseas operation strategies and policy planning. It is also intended to be used as a basis of information, so that governmental agencies can
provide sufficient support towards Japanese- affiliated companies based in Europe.

Survey Target

-

i This survey was sent to a total of 1,154 companies between the 25t of September to the 23 of October 2017.

i Exactly 952 responses were received, giving a response rate of 82.5%.

i The survey was sent to companies based in 15 countries in Western Europe and 9 Eastern and Central European Countries.

i This survey was targeted towards Japanese Affiliated Companies, which refers to a company where the ratio of direct or indirect investment
from Japanese companies is 10% or more. It also includes European sub-subsidiaries established by European or non-European Japanese-

affiliated companies. However representative offices, liaison offices and companies owned by Japanese persons locally in Europe are not
included in this survey.

Please Note

i Survey results were totalled using the information sources that can be considered reliable by JETRO offices in Europe, however JETRO cannot
guarantee complete accurateness of the information provided by the companies.
i Not all respondents answered every question. The component percentages in the tables and charts of the document have been rounded off

and therefore may not always add up to 100%. Furthermore, the percentages for questions of which multiple answers are given may not add
up to 100%.

i Please note that within the graphs “n=" refers to the number of respondents.
Some countries or industries may not be listed if the number of respondent companies for each are less than 5.
i If the industry, country or region has not been specified in a table or chart, this means the table or chart refers to Europe as a whole.
i This survey has been running continuously since 1983. At first it focused on only manufacturing industries, but in 2012 the survey expanded to

include non-manufacturing industries. However this means that data accumulated from 6 years ago or more only compares and analyses
within the manufacturing industries.

i Please note there are some differences between the Japanese and English publication.
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Survey Results: Target Countries & Industry

Manufacturing

Food/processed food, agricultural or fishery
products

Textile Fabrics (Spinning/Woven
fabrics/Chemical fibers)

Textile apparel & products

Lumber& Wood products

Furniture & Fixtures

Paper& Pulp

Printing & Publishing

Chemical, allied & petroleum products
Medicines

Plastic products

Rubber products

Ceramic, stone & clay products

Iron &steel (Including cast and wrought
products)

Non-ferrous metals

Fabricated metal products (Including plated
products)

Non-Manufacturing

AR
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Agriculture & forestry

Fisheries

Mining

Construction/Plant

Electricity/Gas/Heat supply/Water

Transport activities/Warehouse

Information & communications (Including
software)

Wholesale and retail trade(Including trading)

Survey results

Operating Profit Forecast

Current Domestic Market and Future Prospects

Operational Challenges

Differentiated & High Value-Added Products & Services

Changes in Number of Employees

General-purpose & production machinery
(Including molds and machine tools)

Business oriented machinery (Including office
machines, analytical instruments & medical
equipment )

Electrical machinery & devices (Including parts)
Information & communication electronics
equipment

Motor vehicles & Motorcycles (Transportation
equipment)

Motor vehicles & Motorcycles parts
(Transportation equipment)

Railroad vehicles/Ship/Aircraft/Industrial trucks
(Transportation equipment)

Railroad vehicles/Ship/Aircraft/Industrial truck
parts (Transportation equipment)
Miscellaneous manufacturing industries

Sales company

Finance & insurance

Real estate

Professional & technical services
Hotel/Travel/Restaurant
Amusement/Living-related services
Education

Medical/healthcare & welfare
Miscellaneous service industries

© 0N o

Breakdown

(Units:cos, %)

Number of .
participants Industries
Valid . Non-

response Ratio Y18 | Manufacturing
Overall 952{ 100.0 424 528
M Western Europe 876 92.0 378 498
UK 245 25.7 94 151
Germany 211 22.2 97 114
France 97 10.2 55 42
The Netherlands 84 8.8 25 59
Italy 47 49 15 32
Belgium 45 4.7 21 24
Spain 36 3.8 20 16
Ireland 24 2.5 9 15
Finland 20 2.1 14 6
Austria 19 2.0 6 13
Sweden 16 1.7 8 8
Portugal 13 1.4 6 7
Switzerland 10 11 3 7
Denmark 7 0.7 4 3
Greece 2 0.2 1 1
M Central & Eastern Europe 76 8.0 46 30
Czech Republic 19 2.0 14 5
Hungary 14 1.5 11 3
Poland 30 3.2 13 17
Romania 5 0.5 2 3
Slovakia 4 0.4 2 2
Bulgaria 1 0.1 1 -
Slovenia 1 0.1 1 -
Montenegro 1 0.1 1 -
Serbia 1 0.1 1 -

10. Local Procurement

Business Outlook For Next 1 or 2 Years
Future Promising Sales Destinations
Britain’s Exit from the European Union
. EPA/FTA




Survey Results Summary (1)

1. Operating Profit Forecast and Current Domestic Market and Future Prospects
Operating Profits are steadily increasing Year by year, however the UK’s forecast has slightly worsened causing concern.

* Operating profit forecast trends over the last 6 years show that the percentage of Japanese-affiliated companiesin Europe predicting that they will be profitable is
continuously increasing each year. For the 2017 operating profit forecast, 75% of all respondents answered that they would be profitable. 13.4% estimated that they
would break even and 11.5% at a loss. Although 71.6% of UK based companies estimated “profit”, the response rate from all other EU countries was 76.6%, a difference
of 5.0% showing a widening gap from last year’s results of 3.1 percentage. (page.6,7)

* Although 48.2% of all respondents answered that their 2018 operating profit forecast expected to remain the same as 2017, 42.7% did expect to see a profitincrease and
only 9.1% predicted a decrease in profits. By Sector, the highest proportion of companies who answered “Increase” were the ‘Food/processed food, agricultural &
fishery’ at 66.7% (14 companies), and ‘Hotel/Travel/Restaurant’ sector at 63.2% (12 companies). 15 companies (78.9%) of “Hotel/Travel/Restaurants” sectors estimated
an increase in profitin 2017 compared to 2016 operating profit results, claiming that the reason for this increase was due to “Increase in tourism from Japan”. (page.8,9)

* The overall DI business sentiment for the 2017-2018 of UK based companies amounted to 23.9 percentage points, ranking second lowest from the bottom. Furthermore,
compared to other countries, UK based companies gave an overwhelmingly high response that the British domestic market’s future prospects had slightly worsened
(33.5%), revealing companies growing concern over the economic slowdown as a consequence of Brexit. (page.11,13)

2. Operational Challenges
“Securing human resources” emerged as the biggest operational challenge, whereas for certain countries “European political and social conditions” remains the
biggest operational challenge.

* This year “Securing human resources” emerged as the biggest operational challenge at 51.7%, increasing by 3.9 pp from 2nd place the previous year. 65% of all
respondents were based in Germany, the UK, the Netherlands and Central Eastern & European countries, indicating that the tightening of their labour markets has
pushed securing talent to become the top issue. Furthermore when analysing the response rate by country, the highest for this issue was Hungary 85.7%, Denmark 83.3%
and the Czech Republic 68.4%. Companies from these countries responded they intend “Strengthening technical training resources and increasing the number of skilled
workers” in order to differentiate or add value to their products and services. Also companies in Denmark, Poland (69%) and the Czech Republic revealed that the
“Increase” in number of local employees had been high over the past year. (page.15,19,23,24)

* Even though last year’s top operational challenge “European political and social conditions” (48.8%) also increased this year by 0.9%pp, it still did not achieve the same
growth rate as “Securing human resources” for this year. In 2017 major European countries were dealing with political events such as elections, however some response
rates for certain countries rose more sharply than others, slightly increasing the overall response rate for Europe. For example Spain had the highest response rate of
82.9%, due to the increasing tensions over the Catalonia Independence issue, followed by the UK at 64.7% due to the start of EU withdrawal negotiations. (page.15,19)

* Last year’s second top operational challenge for all companies in Europe “Exchange rate fluctuations” (30.9%) has greatly reduced by 16.9pp. This was due to less
currency fluctuation this year. Also the EU General Data Protection Regulation (GDPR) has become recognized as a new operational challenge ranking 9t place at 26.3%,
due to take effectin May 2018. This has especially become a big problem for Belgium based companies. (page.15,20)

* Central & Eastern Europe cited “Rapid labour costs growth” as the biggest challenge at 74.7%, increasing by 34.9 percentage points since the previous year. Since 2016
the nominal wage rate has increased by 3% for Bratislava, Warsaw and Prague. For Budapest and Bucharest it has increased between 7-9%. (page.17) 3
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Survey Results Summary (2)

3. Business Outlook For Next 1 or 2 Years and Future Promising Sales Destinations
The number of UK based companies citing Expansion is slowly decreasing, Germany is the top promising sales destination

* For the next 1-2 year business outlook across all sectors in Europe, 51.2% indicated “Expansion”, 45.1% said that their outlook “Remained the same” and only 0.6%
replied “Relocation to a third country or withdrawal from the present country”. Looking at the break down by country, continuing the same trend as last year, more than
70% of respondents from both Italy and Poland indicated “Expansion”. For the UK only 34.7% of respondents forecasted “Expansion”, remaining in the same position as
last year, the second lowest from the bottom. (page.25,26)

* For all companiesin Europe, the UK’s vote to leave the EU has not yet seemed to have had much impact on their 1-2 year business outlook. The response rate for
“Expansion” from UK based non-manufacturing companies has reduced. The number of UK based companies indicating “Reduction” has slightly risen since the previous
year to 5.7%. Some companies gave reasons such as “Due to the impact of the UK'’s exit from the EU, plans to relocate to other EEA countries are now under
consideration”. (page.26)

* Looking at the countries where companies responded that they planned to expand their “Function of regional headquarters”; 8 UK Based companies responded that they
planned to expand their “Function of regional headquarters”, ranking the UK in 3" place. However it can be seen that the number has more than halved compared to
2015 (19). Less than 10 companies have reported intentions to expand since 2016, when the UK voted to leave the European Union. These results suggest that the UK’s
decision to leave the EU has affected Japanese-affiliated companies decision making of where to expand their functions to regional headquarters. (page.31)

* Continuing the same trend as the previous year, the number of companies selecting Turkey and Russia as promising sales destinations has continued to decline since
2014. Companies are continuing to choose Germany as the top sales destination, as well as Western Europe and Central & Eastern Europe. Over the years, trends can be
seen where companies are re-examining their primary sales destinations due to impacts such the economic recovery in Europe, EU’s economic sanctions against Russia
and the political situation in Turkey. (page.32)

4. Britain’s Exit from the European Union
Impacts from changes such as “Exchange rate fluctuations” to “Custom Tariffs”, “Changes in UK Regulations and Legislation”and “Economic slump in the UK”

*  When companies were asked how they expected the UK’s exit from the EU to impact their future business, 28.2% of all respondents replied “No Impact”, followed by
26.9% for “Negative Impact”.Comparing the future business impact by sector to the impact seen so far, “No Impact” has greatly reduced by 37.9 pp, but the number of
“Negative Impact” responses have increased by 12.8 pp. 46.9% of UK based businesses responded that the UK’s exit from the EU would have a “Negative impact” on
their future business, the highest response rate amongst all countries in Europe. The most given reasons for negative impact were: “Customs tariffs”, “Securing Human
Resources”, “Changes to regulations and legislation” on top of “Exchange rate fluctuations” and “Increasing import prices due to cheapening of the pound” which were
mentioned in previous survey. Whereas the most common responses for companies based in other EU states, were “Customs Duties”, "Complex import/export
procedures" and “Changes to EU and UK trading regulations”.5.7% UK companies said there had been a positive impact seen so far due to “Increasing exports due to
cheapening of the pound”. (page.35,36)

* The top two concerns for both Japanese-affiliated companiesin the UK and in other EU states are “Economic slump in the UK” and “Changes in UK regulations and
legislation”. The response rates for both choices were 20 points higher for UK based companies. Regarding future changes to UK regulation and legislation, both
companies based in the UK and other EU states expressed “Customs Tariffs” as their main concern. UK based companies were more concerned regarding complying to
the future EU General Personal Data Regulation (GDPR) 17.8pp higher than other EU companies.(page.37,38)
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Survey Results Summary (3)

4. Britain’s Exit from the European Union (continued)

For Companies who responded that they were currently reviewing or considering to review the Location of their base,the largest percentage was UK based companies
who selected reviewing relocation of their Sales function at 57.4%, followed by regional headquarter function at 48.1% and manufacturing function at 20.4%. Over 80%
of companies from both the UK and other EU member states responded that they were already preparing or considering to prepare to “Partly Relocate to another EU
Member State”. Less than 20 % of them selected “Completely Relocate to another EU Member State” When companies were asked the name of the country that they
were potentially considering to relocate to; amongst UK based companies, the two most mentioned candidate countries were Germany (23 companies) and the
Netherlands (6). Other candidates named were Ireland (2), France (2), Italy (2), and Belgium (2). (page.40)

Concerning necessary actions or preparation for if the UK does not remain in the EU single market or Customs Union, Both UK and EU based companies gave the highest
response that no special preparation or response would be necessary respectively at 31.9% and 43.1%. “Deal with new custom clearance procedures even if the tariff
rate is 0%” followed second. (page.42)

Companies were asked if the UK does not stay in the EU single market or customs union, how long would the transition period need to be? For dealing with “new
customs clearance procedures, including cases where there are 0% tariffs”, both UK and other EU based companies gave a significant response that these issues could
potentially be resolved by the withdrawal date, respectively at 50% and 73.9%.For “reviewing supply chains”, UK based companies responded that a transition period of
at least 2 years would be necessary in the scenario where “tariffs are imposed” was higher than compared to the scenario where “customs procedures occur even if
tariffs are 0%"”.Concerning compliance with new UK standards and certification, a large number UK based non-manufacturing companies replied that at least a year would
be necessary after the withdrawal date. This same trend was also confirmed for EUbased manufacturing companies. (page.43,44,45)

5. EPA/FTA Advantages and Local Procurement
More than half expect the major advantages of Japan EU EPA, and about 20% of UK based Japanese-affiliated manufacturing companies procure from the EU

The largest number of respondents for utilizing future FTA/EPAs said they will use the Japan-EU EPA once it has been concluded. 400 companies responded that they
were considering or planning to use the Japan-EU EPA for export and Import, increasing by 107 companies from the previous year. Especially Central and Eastern
European based non-manufacturing companies cited it as a major advantage with a response rate of 77.3%. According to 303 companies the most popular reason for the
Japan-EU EPA being a major advantage “Tariff Reduction/Abolition for Imports from Japan” with a response rate of 78.5%. (page.48,49,51)

After the UK has withdrawn from the EU, 14.3% of all companies from Europe as a whole cited that the future possibility of the Japan-UK EPA would be a major
advantage. Even when narrowed down to UK based companies 26.7% said it would be a major advantage, which was a much lower proportion compared to their
response rate for the Japan-EU EPA at 45.1%. These results indicate that even for UK based companies the benefits of the Japan-EU EPA currently is a higher priority than
a future Japan-UK EPA. (page.48)

For each company’s response the average procurement percentage was calculated based on the purchasing value. Looking at the EU as a whole, the average
procurement rate for "Local" (in other words domestic market) was an average of 29.6%, For “EU excluding local” the average procurement rate was 21.3%. For “Europe
excluding EU and Local” the average procurement rate was 1.4%. Therefore the overall average procurement rate for Europe totaled at 52.3%, breaking over 50%
whereas Japan’s average procurement rate reached over 30% at 31.2%. (page.52,53)

For companies based in the UK manufacturing industry, whilst the average procurement rate was 25.2%, for “EU excluding local” it was 18.4%. This creates concern
about the impact of customs duties imposed on business between the UK and EU, after the UK withdraws from the EU. (page.52)
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1. Operating Profit Forecast(1)

(.

.

Operating profit forecast trends over the last 6 years show that the percentage of Japanese-affiliated companiesin Europe predicting that they will be profitable
is continuously increasing each year. However when looking at Japanese-affiliated companies in the UK who indicated profit it was 5.0 percentage points less
than for companies in all other EU countries. This gap has widened more since last year, which had shown only a 3.1 percentage point difference.

@ The 2017 operating profit forecast for the manufacturing sector of Japanese-affiliated companies in Europe has revealed that the percentage of companies
forecasting profit has been maintained for the last 4 years since 2014, returning to the same high figures seen prior to the 2007 financial crisis. However
manufacturing companiesin the UK have not yet recovered to this same high figure seen before the 2007.

\

V.

Operating Profit Forecast Trends for Europe and UK

(unit : %)

80

~—u— Profit (EU excl. UK)
—+— Profit (Europe)
Profit (UK)
Breakeven (UK)
—+— Breakeven

(Europe)

—— Breakeven
(EU excl. UK)

~m- Loss (UK)

—+—Loss (Europe)

—+—Loss (EU excl.UK)

10

2012 2013 2014 2015 2016 2017

Europe n=828 Europe n=979 Europe n=961 Europe n=948 Europe n=996 Europe n=937

UK n=235 UK n=273 UK n=272 UK n=273 UK n=287 UK n=243
EU excl. UK EU excl. UK EU excl. UK EU excl. UK EU excl. UK EU excl. UK
n=570 n=686 n=674 n=664 n=695 n=683

Results:2006-2010, forecast:2011-2017
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Manufacturing Operating Profit Forecast Trends for Europe
and UK

(Unit : %)
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Profit (UK)

—e—Profit (Europe)

—=— Profit (EU excl. UK)
—+— Breakeven (Europe)
—+— Breakeven (EU excl.
UK)
Breakeven (UK)
—=— Loss (EU excl. UK)

= Loss (UK)

—+—Loss (Europe)

]
SEN
0 tolw

2.6
2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
Europe  Europe  Europe  Europe  Europe  Europe  Europe  Europe  Europe  Europe  Europe  Europe
n=304 n=349 n=373 n=301 n=355 n=350 n=419 n=466 n=481 n=470 n=464 n=416
UKn=84 UKn=77 UKn=65 UKn=48 UKn=82 UKn=82 UKn=100 UKn=117 UKn=110 UKn=112 UKn=117 UKn=93

EU excl. UK EU excl. UK EU excl. UK EU excl. UK EU excl. UK EU exd. UK EUexd. UK EU exd. UK EU exd. UK EU exd. UK EU exd. UK EU exd. UK
n=216 n=266 n=303 n=249 n=269 n=264 n=309 n=337 n=361 n=352 n=342 n=319




1. Operating Profit Forecast(2)
- e

#  Forthe 2017 operating profit forecast, 75% of all respondents answered that they would be profitable. 13.4% estimated that they would break even and
11.5% at a loss.

® 2017 Operating profit forecast showed that Western Europe manufacturing sector had the largest “profit” estimate at 78.4%, exceeding the non-
manufacturing sector, as well as the forecast for Central and Eastern Europe.

L] For Central and Eastern Europe, this year 65.2% manufacturingand 72.4% non-manufacturing companies forecasted a profit, revealing a continuously

growing gap compared to last year.

2017 Operating Profit Forecast (By Industry) 2017 Operating Profit Forecast (By Country)
(Unit : %)
(unit : %)
‘ f ‘ ‘ Romania(n=5)
o All Sectors(n=937)
= ; Portugal(n=12)
2 Manufacturing(n=416)
@ Austria(n=19)
Non-Manufacturing(n=521)
Belgium(n=43)
£ All Sectors(n=862)
e Finland(n=20)
ES Manufacturing(n=370)
g Netherlands(n=84)
kS Non-Manufacturing(n=492)
Italy(n=46)
E All Sectors(n=75)
o3 Spain(n=36)
3B Manufacturing(n=46)
R E Germany(n=208)
8 Non-Manufacturing(n=29) i
Sweden(n=16)
All Sectors(n=243)
France(n=95)
% Manufacturing(n=93)
Czech Repub.(n=19)
Non-Manufacturing(n=150)
Ireland(n=22)
- All Sectors(n=683) 1
¢ UK(n=243)
5 Manufacturing(n=319)
< Denmark(n=7)
Non-Manufacturing(n=364)

Poland(n=29)
0% 20% 40% 60% 80% 100%
Hungary(n=14)

W Profit 1 Breakeven H Loss Switzerland(n=9)
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1. Operating Profit Forecast(3)
= Comparing 2017 operating profit forecast to the 2016 operating profit results, the highest response rate for “Increase” was from Eastern and Central ;

European non-manufacturing at 51.7%. More than 70% of these respondents said that the reason for increasing their profit forecast was due to “Sales
increase in local markets”. However in contrast only 24.4% of manufacturing responded “Increase”, reducing by 37.4 percentage points since 2016. Thus the
“Decrease” response rate increased by 31.1 percentage points to 51.1%.
= Companies from many different Industries cited an “Increase” in their operating profit forecast, of which the highest proportion came from the ‘hotel/
travel/ restaurant’ sector at 78.9% (15 companies). Many companies claimed that the reason for this increase was due to “Increase in tourism from Japan”.
@ However amongst those who replied “Decrease”, the response rate was particularly high from the Motor vehicles/ Motor cycles industry, of which the main

. reason given was due to an “Increase in Labour Costs” (56.5%) and “Exchange rate fluctuations”(47.8%). )
2017 Operating Profit Forecast compared to 2016 2017 Operating Profit Forecast compared to 2016 Operating Profit
. . «“ » u »” .
Operating Profit Results (By Industry) Results, “Increase” , “Decrease” ratio by Industry
) Increase (n=369) (Units : Cos,%) Decrease (n=196) (Units : Cos,%)
Responses % Responses %
m All Sectors(n=940) . L .
c 1 Information & communication electronics 4l 800 1 |Textiles Fabri 4 571
é Manufacturing(n=419) equipment ’ extiles Fabrics ’
o
Non-Manufacturing(n=521) 2 |Hotel/Travel/Restaurant 15{ 789 2 [Motor vehicles/ Motorcycles parts 23; 354
All Sectors(n=866) - -
mE 3 Food/Processed food,agricultural or fishery 13| 619 3 | Motor vehicles/ Motorcycles 5 333
% % Manufacturing(n=374) products . vehi cy k
Non-Manufacturing(n=492) 4 |Rubber Products 6/ 60.0 4 |Fabricated metal products 5/ 313
g All Sectors(n=74)
’5" i_q Manufacturing(n=45) 5 |Information & communications 14 519 5 |Transport activities/ Warehouse 19; 247
LR
§ Non-Manufacturing(n=29)
All Sectors(n=244) 2017 Operating Profit Forecasts compared to 2017 Operating Profit Results,
S Manufacturing(n=94) Reasons given for “Increase”, “Decrease” (Multiple Answers Given)
Non-Manufacturing(n=150)
All Soctors(n—685) Increase (n=366) (Units : Cos,%) Decrease (n=195) (Units : Cos,%)
E Responses % Responses %
& Manufacturing(n=321)
= 1 |Sales increase in local markets 248 67.8 1 |Sales decrease in local markets 82 421
~ | Non-Manufacturing(n=364)
2 (Sales increase due to export expansion 127 34.7 2 |Increase of labor costs 57 29.2
0% 20% 40% 60% 80% 100%
3 |Improvement of sales efficiency 56 15.3 3 [Increase of procurement costs 55 28.2
M Increase No Change H Decrease ‘
4 |Reduction of labor costs 49 134 4 [Exchange rate fluctuation 45 231
5 Redu.rc?ion o.fothe.r.expenditures(e.g. 47 128 5 |others 40 205
administrative/utility costs)
*Less than 5 responses were excluded from this count. 8
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1. Operating Profit Forecast(4)

fé When comparing the response rates for 2018 compared to 2017 operating profit forecasts’ to ‘2017 Operating Profit Forecast compared to 2016 Operating Profit \
Results’. Although 48.2% of all respondents answered that their 2018 operating profit forecast expected to remain the same as 2017, 42.7% did expect to see a

profitincrease and only 9.1% predicted a decrease in profits. The number of companies who have forecasted a decrease (9.1%) has fallen by 11.8 percentage points
since the 2016-2017 comparison.

@ Looking at operating profit forecasts by industry, the highest proportion of companies who answered “Increase” were the ‘Food/processed food, agricultural &
fishery’ industry at 66.7% (14 companies), and ‘Hotel/Travel/Restaurant’ industry at 63.2% (12 companies). Amongst companies who cited a “Decrease” in forecast,
k a large proportion came from the ‘Motor vehicles/Motorcycles’ transportation equipment Industry.

J

2018 compared to 2017 Operating Profit Forecast

m All Sectors(n=936)
é Manufacturing(n=419)
i Non-Manufacturing(n=517)
All Sectors(n=861)

g g Manufacturing(n=373)
Non-Manufacturing(n=488)

o All Sectors(n=75)
E 3 Manufacturing(n=46)
% ) Non-Manufacturing(n=29)
All Sectors(n=243)

< Manufacturing(n=94)

Non-Manufacturing(n=149)

o All Sectors(n=925)

g Manufacturing(n=415)

a Non-Manufacturing(n=510)

(By Industry)

(unit : %)

20%

40%

2017 Operating Profit Forecast compared to 2016 Operating Profit
Results “Increase”, “Decrease” response rates by Industry

Increase (n=400)

(Units : cos.,%)

Decrease (n=85)

(Units : cos.,%)

M Increase

No Change

M Decrease
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Responses % Responses %
1 |Textiles Fabrics 6/ 85.7| [ 1 |Professional & technical services 2 250
2 eedliesaseE el e iy 14, 66.7| | 2 |Ceramic, Stone & clay products 2 22.2
products
3 |Rubber products 7/ 63.6) | 3 |Motor vehicles/ Motorcycles 3 20.0
4 [Hotel/Travel/Restaurant 12 63.2| | 4 [Motor vehicles/ Motorcycles parts 10 15.6
5 |nformation & communication electronics 3| 60.0|| 5 |Wholesale and retail trade 12, 145
equipment
2017 compared to 2018 Operating Profit Forecast,
H “ ” o« ” . .
Reasons Given for “Increase”, “Decrease” (Multiple Answers Given)
Reasons for forecasting an Increase (n=396) Reasons for forecasting a Decrease (n=85)
Responses. % Responses %
1 |Sales increase in local markets 294 74.2 1 |Sales decrease in local markets 49 57.6
2 |Sales increase due to export expansion 131 33.1 2 (Others 24 28.2
3 [(Improvement of production efficiency 66 16.7 3 [Increase of labor costs 20 235
4 |lmpr of sales efficiency 66 16.7 4 |Increase of procurement costs 17 20.0
5 Redtfct.lon o‘f other.expendltures (e 65 16.4 5 |Exchange rate fluctuations 14 16.5
administrative/utility costs)
*Less than 5 responses were excluded from this count.




1. Operating Profit Forecast(5)

@ Comparing these two graphs ‘2016 Operating Profit Results compared to 2017 Operating Profit Forecast’ and ‘2017 compared to 2018 Operating Profit Forecast’,
it can be seen that the “Increase” response rate has risen by more than 10 percentage points for Denmark, Romania, Hungary and The Czech Republic. This shows
that there is a particularly high expectation for 2018 operating profits for these countries.

% The most common reason for this “Increase” was due to “Sales Increase in Local Markets”, whereas for “Decrease” the reason was usually due to “Sales reduction

in Local Markets”.

2017 Operating Profit Forecast compared to 2016
Operating Profit Results (By Country)

(Unit : %)

Ireland(n=23)

w
N
N

Italy(n=46)

Poland(n=29)

P
o0
w
N
I~
[
N
~

Austira(n=19)

S
b}
=
w
o
o0

Netherlands(n=84)

Finland(n=20)

Switzerland (n=9) _m_ 22.2
France(n=95) 44.2 16.8
Spain(n=36) 41.7 25.0
Portugal(n=12) 41.7 16.7
Germany(n=210) m 21.0
Hungary(n=13)
Sweden(n=16) |
UK(n=244) | 20.5
Denmark(n=7) 28.6 42.
Belgium(n=43) 48.8
Czech Repub.(n=19) T 47.4 -
N - o —
0% 20% 40% 60% 80% 100%
| M Increase No Change B Decrease |
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2018 Operating Profit Forecast compared to 2017
(By Country)

(Unit : %)

Denmark(n=7)
Hungary(n=14)

Romania(n=5)

@
EF
w

Poland(n=29)

15,
=
~

Netherlands(n=84)
Spain(n=36)
Germany{n=208)
Italy(n=45)
Sweden(n=16)
Austria(n=19)
Ireland(n=22)
Finland(n=20)
France(n=95)
UK(n=243)
Belgium(n=43)
Switzerland(n=9)
Portugal(n=12)

Czech Repub.(n=19)

| ® Increase Remain the same ™ Decrease |

*Less than 5 responses were excluded from this count.
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1. Operating Profit Forecast(6)

@ The overall DI business sentiment for Europe amounted to 33.6 percentage points (pp) shown in the graph “DI: 2018 Operating Profit Forecast 2017 by country”.
Although the UK’s operating forecast DI has increased by 12 pp since the 2016-2017 comparison (11.9 pp), the UK has still fallen to ranking the second lowest from
the bottom for the 2017-2018 comparison (23.9pp).

DI: 2017 Operating Profit Forecast compared to 2016 DI: 2018 Operating Profit Forecasts compared to 2017

DI Operating Profit Results (By Country) (By Country)
(unit:pp) (Unit:pp)
Total(n=940) B4 Totalin=536) | ; 3#6 1000
Ireland(n=23) Denmark(n=7)
Italy(n=46) Spain(n=36) | ‘ ‘ 50.0
Austria(n=19) Hungary(n=14) | ‘ ‘ 50.0
Sweden(n=16) Poland(n=29) | ‘ ‘ 48.3
Finland(n=20) Netherlands(n=84) | ‘ ‘ 42.9
France(n=95) Italy(n=45) | ‘ ‘ 40.0
Portugal(n=12) Romania(n=5) | ‘ ‘ 40.0
Switzerland(n=9) Germany(n=208) | ‘ 38.0
Poland(n=29) Sweden(n=16) | ‘ 37.5
Germany(n=210) Austria(n=19) ‘ 36.8
Spain(n=36) Switzerland(n=9) | ‘ 33.3
UK(n=244) Ireland(n=22) | 31.8
Netherlands(n=84) Finland(n=20) B ‘ 30.0
Hungary(n=13) Belgium(n=43) ‘ 27.9
Belgium(n=43) France(n=95) | ‘ 26.3
Denmark(n=7) Portugal(n=12) | ‘ 25.0
Czech Repub.(n=19) Ukin-223) | 39
Romania(n=>5) -40.0 Crech Repub.{n=19) 10"5
] 20 40 60 80 100

DI= Diffusion Index is a method of summarizing the common tendency of a group of statistical series, which is helpful in assessing the overall state of the economy.

-40 -20 0 20

40

60

This value is obtained by deducting the proportion of companies who replied “Decrease” from those that replied “Increase”.
(NB) Countries where the count is less than 5 are not included.
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1. Operating Profit Forecast(7)

market had improved or slightly improved were relatively low.

70.6% of these respondents stated that this was due to “Sales Increase in Local Markets”.

k respectively at 71.4% and 66.7%.

ﬁi When asked about the current state of the market they are operatingin, the proportion of Japanese-affiliated companies who responded that the state of the UK
@ However in the 2018 compared to 2017 operating profit forecast, more companies responded that there was an “Increase” in profit (35.4%) since the previous year.

@ Respondents from ‘Food/Processed food, agricultural or fishery products’ and ‘Hotel/Travel/Restaurants’ sectors in particular estimated and “increase” in profit

~

J

UK & Europe Operating Profit Forecast Trends

(Unit : %)
70

58.7
60

55.1

50

40

34.8 363 35.4

30 31.6

*This graph displays trends from
comparing operating profit
forecasts between companies
based in the Europe and the UK.
It is made by compiling the
operating profit forecast graphs
which draw a comparison

. 0 : . : : :
between the forecast given for 2012/13 2013/14 2014/15 2015/16 2016/17 2017/18
the survey year and the following
year Europe n=824 Europe n=973 Europe n=956 Europe n=942 Europe n=993 Europe n=936

UK n=233 UK n=271 UK n=271 UK n=273 UK n=285 UK n=243
EU excl. UK EU excl. UK EU excl. UK EU excl. UK EU excl. UK EU excl. UK
n=567 n=682 n=672 n=658 n=695 n=682

Copyright © 2017 JETRO. All rights reserved.

No Change (UK)
—— No Change (Europe)
—+— No Change (EU excl. UK)
—a—Increase (EU excl. UK)
—— Increase (Eurape)
Increase (UK)
-l Decrease (UK)
—&— Decrease (Eurape)

—4— Decrease (EU excl. UK)
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2. Current Domestic Market and Future Prospects (1)

communication electronics’ equipment (20%) sectors.

Regarding Company’s views on current market conditions in the country where they are based, 31.6% Central and Eastern European based companies respondedN
that their domestic markets have improved, of which within that category non-manufacturing was the highest at 36.7%.

% Thesame trend can also be seen when asked about future prospects for these markets.
Looking by Industry, the highest response rate that the domestic market had improved was indicated by ‘General-purpose and production machinery’ (33.3%),

‘Motor vehicles/Motorcycle’ transportation equipment (25%) and ‘Non-ferrous metals’ (25%) sectors.
In terms of future prospects companies who responded “Improved” were particularly high in ‘Hotel/Travel/Restaurant’ (22.2%) and ‘Information and

Current Domestic Market (By Industry)

(Unit: %)

All Sectors(n=942)

Manufacturing(n=419)

adoing

Non-Manufacturing(n=523)

All Sectors(n=866)

Manufacturing(n=373)

adoinj
[ENTTY

Non-Manufacturing(n=493)

All Sectors(n=76)

£ge
s ,_",: E Manufacturing(n=46)
® 3
Non-Manufacturing (n=30)
All Sectors(n=244)
= Manufacturing(n=94)

Non-Manufacturing(n=150)

All Sectors(n=686)

jul Manufacturing(n=320)

N
Bujpnpxs
n

52.2

Non-Manufacturing(n=366)

0% 20% 40% 60% 80% 100%

adoun3y

adounj

WISE3M

adoin3g

usaises
8 [ed)

An

AN
Suipnpxa

na

H Improving Slightly Improving CannotSay mSlightly Worse ® Worse
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Domestic Market Future Prospects (By Industry)

(Unit: %)

All Sectors(n=76) ¥ 13.2

Manufacturing(n=46)

16.7

ma)
19a)r

Non-Manufacturing(n=30)

All Sectors(n=242,

Manufacturing(n=93

Non-Manufacturing (n=149

Non-Manufacturing(n=363) m

0% 20% 40% 60% 80%

No change  mSlightly Worse m Worse

o Improving Slightly Improving
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2. Current Domestic Market and Future Prospects (2)

(.

57.9% of Companies based in the Czech Republic responded that their domestic market had improved. Companies also strongly indicated that domestic market had
slightly improved in both Hungary (64.3%) and Poland (50%). The European Commission autumn economic forecast indicated that GDP growth rates for 2017 would
be for Czech Republic 4.3%, Hungary 3.7% and Poland 4.2% . These 3 countries have a significantly higher growth rate than the EU’s average of 2.3%.

@ Although 3.7% of UK based companies replied that the domestic market had improved, the UK fell to the second lowest in rank before Denmark.

@ Furthermore, compared to other countries, companies based in the UK gave an overwhelmingly high response that the British domestic market’s future prospects
had slightly worsened (33.5%), revealing companies growing concern over the economic slowdown as a consequence of Brexit.

Current Domestic Market (By Country)

e Domestic Market Future Prospects (By Country)
(unit : %) (Unit : %)

Czech Repub.(n=19) Ireland(n=23)

Ireland (h=23) Romania(n=5)
Poland(n=30) Austria(n=17)
Germany(n=207) m Czech Repub.(n=19)
Germany(n=207)
Poland(n=30)

Portugal(n=13)

Portugal(n=13)
Romania(n=5)
Netherlands(n=84)
Hungary(n=14)
Italy(n=44)
Sweden(n=16)
Netherlands(n=83)
France(n=96)
Finland(n=20)
Belgium(n=45)
UK(n=242)
Spain(n=35)

Spain(n=36)

(

(

Austria(n=19)

Finland(n=20)
(

Switzerland(n=10)

Italy(n=45)

Belgium(n=45)

(

(
Hungary(n=14)
Sweden(n=16)

(

France(n=95)
Denmark(n=T7)

Switzerland(n=10)

Denmark(n=7)

0% 20% 0% 60% 80% 100% 0% 20% 40% 60% 80% 100%

| ®|mprove = Slightly Improve " No change u Slightly Worse uWorse |

| Eimprove ©Slightly Improve ®Cannot Say ESlightly Worse ®Worse |
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__3. _Operational Challenges (1)

% This year “Securing human resources” emerged as the biggest operational challenge at 51.7%, increasing by 3.9 pp from 2nd place the previous year. 65% of all
respondents were based in Germany, the UK, the Netherlands and Central Eastern & European countries, indicating that the tightening of their labour markets
has pushed securing talent to become the top issue. Furthermore when analysing the response rate by country, the highest for this issue was Hungary 85.7%,
Denmark 83.3% and the Czech Republic 68.4%. Companies from these countries responded the that they intend “Strengthening technical training resources and
increasing the number of skilled workers” in order to differentiate or add high-value to their products and services. Also companiesin Denmark, Poland (69%)
and the Czech Republic revealed that the “Increase” in number of local employees had been high over the past year.

% Even though last year’s top operational challenge “European political and social conditions” (48.8%) also increased this year by 0.9%pp, it still did not achieve the
same growth rate as “Securing human resources” for this year. In 2017 major European countries were dealing with political events such as elections. However
some response rates for certain countries rose more sharply than others, slightly increasing the overall response rate for Europe. For example Spain had the
highest response rate of 82.9%, due to the increasing tensions over the Catalonia Independence issue, followed by the UK at 64.7% due to the start of EU
withdrawal negotiations.

% Last year’s second top operational challenge for all companiesin Europe “Exchange rate fluctuations” (30.9%) has greatly reduced by 16.9pp. This was due to less
currency fluctuation this year. Also the EU General Data Protection Regulation (GDPR) has become recognized as a new operational challenge ranking 9t place at
26.3%, due to take effect in May 2018. This has especially become a big problem for Belgium based companies.

# Companies In Central & Eastern Europe cited “Rapid labour costs growth” as the biggest challenge at 74.7%, increasing by 34.9 percentage points since the
previous year. Since 2016 the nominal wage rate has increased by 3% for Bratislava, Warsaw and Prague. For Budapest and Bucharest it has increased between 7-
9%.

Operational Challenges ( Multiple Answers Given)

(Units : Cos, %)

All sectors Manufacturing Non-Manufacturing

2015 2016 2017 Change 2015 2016 2017 ChEngE 2015 2016 2017 Cheng

since since since

(n=894) (n=957) (n=909) 2016 (n=446) (n=453) (n=406) 2016 (n=448) (n=504) (n=503) 2016
1 [Securing Human Resources 434 47.8 51.7 3.9 44.6 49.9 53.9 4.0 42.2 458 49.9 41
2 [European social and political sit 35.0 479 48.8 0.9 33.0 45.3 49.0 3.7 37.1 50.2 487 A 15
3 [High labour costs 45.2 41.2 387| A25 475 43.7 409 | A28 42.9 38.9 3700 A19
4 |Transfer pricing taxation 35.8 37.1 36.5| A 0.6 38.8 41.1 394 | A17 32.8 33.5 34.2 0.7
5 |Lower prices offered by compet 327 333 334 0.1 40.8 42.8 36.0 N 6.8 24.6 24.8 31.4 6.6
6 (Public safety (e.g. terrorism) - 34.2 33.0 A 1.2 - 30.2 30.0 AN 0.2 - 37.7 35.4| A 23
7 |Exchange rate fluctuations 34.3 47.8 309 | A 16.9 39.2 51.4 340 | A17.4 29.5 44.4 28.4| A 16.0
8 |Strict dismissal laws 311 28.2 28.5 0.3 29.1 27.4 268 | A 0.6 33.0 29.0 29.8 0.8
9 |Entry of new competitors 30.0 324 263| A6.1 314 329 266 | A 6.3 28.6 31.9 26.0, A 59
9 |EU General Data Protection Reg - - 26.3 - - - 224 - - - 29.4 -
11 (Quality of workforce 25.3 24.7 26.0 1.3 25.8 25.2 28.8 3.6 24.8 24.2 237 A 05
12|Visa/work permits 26.6 25.7 244 | A13 23.1 22.7 222 | A05 30.1 28.4 26.2| A 22
13 [Rapid labour costs growth 19.0 19.3 20.5 1.2 20.6 24.1 26.4 2.3 17.4 15.1 15.7 0.6
14 |Heavy social security burdens 244 19.2 19.9 0.7 25.1 20.8 214 0.6 23.7 17.9 18.7 0.8
15|Procurement costs 18.3 17.9 19.8 1.9 28.0 245 29.8 5.3 8.7 11.9 11.7| A 0.2

* Public safety (e.g. terrorism) was added since 2016, EU General Data Protection Regulation (GDPR) was added from 2017

Copyright © 2017 JETRO. All rights reserved.
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nal Challenges (2)

Amongst all respondents for Western Europe, although “Securinghuman resources” was seen as the biggest operational challenge at 50.2% increasing by 4.6
points from the previous year, it was actually an even bigger challenge for companiesin Central & Eastern Europe at 68.0%.

In second place “European political and social conditions” at 49.8%, increasing by 0.9 pp from the previous year. Companies in Spain had the highest response rate
of 82.9%, due to the increasing tensions over the Catalonialndependence issue. For the UK the response rate was also high at 64.7% appearing to be impacted by

the uncertainty over future trading relations with the EU, sincethe start of EU withdrawal negotiations.

Operational Challenges in Western Europe

(Multiple Answers Given)

(Units : Cos, %)
All sectors Manufacturing Non-Manufacturing
2016 2017 2016 2017 2016 2017

(=85 | (=838) |“""E%| (1-308) | (n=360) || (n-456) | (nos7a) |CTOMEC
1 |Securing Human Resources 45.6 50.2 4.6 46.0 51.4 5.4 45.2 49.4 4.2
2 |European social and political situation 48.9 49.8 0.9 45.0 50.0 5.0 52.4 496) A28
3 |High labour costs 44.6 405 A4l 485 436 A4.9 41.2 382 A3.0
4 |Transfer pricing taxation 37.1 375 0.4 40.2 414 1.2 34.4 34.6 0.2
5 [Public safety (e.g. terrorism) 35.7 347 A10 30.9 31.9 1.0 39.9 36.7| A3.2
6 [Lower prices offered by competitors 32.3 33.0 0.7 43.0 356 AT74 23.0 31.0 8.0
7 |Exchange rate fluctuations 48.6 309 A17.7 53.0 333 A19.7 44.7 29.1| A 15.6
8 |Strict dismissal laws 29.7 30.3 0.6 28.6 29.7 1.1 30.7 30.8 0.1
9 |EU General Data Protection Regulation (GDPR) - 26.6 - - 22.8 - - 29.5 -
10 |Entry of new competitors 31.9 258 A6.1 32.7 26.1f A6.6 311 255 Ab.6
11 |Quality of workforce 23.8 25.2 14 229 26.9 4.0 24.6 238 A0.38
12 |Visa/work permits 245 235 A10 20.1 21.1 1.0 28.3 253 A3.0
13 |Heavy social security burdens 20.3 199 A04 21.9 211 A0.8 18.9 19.0 0.1
14 |Procurement costs 17.9 19.7 1.8 249 30.3 54 11.8 116| A0.2
15 |REACH 17.3 164 209 224 225 0.1 12.9 118 A1l1

* "General Data Protection Regulation (GDPR)” is a newly added option for this survey year.

Copyright © 2017 JETRO. All rights reserved.
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__3. Operational Challenges (3) -

@ Companiesin Central & Eastern Europe cited “Rapid labour costs growth” as the biggest challenge at 74.7%, increasing by 34.9 percentage points since the previous
year. Since 2016 the nominal wage rate has increased by 3% for Bratislava, Warsaw and Prague. For Budapest and Bucharest it has increased by 7-9%.

@ Since 2016 “Transfer pricing taxation” fell by 11.6 percentage points to 25.3%. Especially for the manufacturing sector of which greatly reduced by 23.4 pp to 23.9%.

@ While “Visa/work permits” challenges had improved for the manufacturing sector, decreasing by 11.4 pp since the previous year to 30.4%, it has increased for the
non-manufacturing sector by 12.2 pp.

Top 10 Operational Challenges

Operational Challenges in Central and Eastern Europe (Multiple Answers Given) Response rate by Country
o
(Units : Cos, %) (Multiple Answers Given)
All sectors Manufacturing Non-Manufacturing
2016 2017 2016 2017 2016 2017 i
Change Change Change Rapid Labour Costs Growth
(n=103) (n=T5) (n=55) (n=46) (n=48) (n=29)
1 |Rapid labour costs growth 39.8 787 389 50.9 804| 295 271 655 384 (s 020 S0 E0 0
2 [Securing Human Resources 66.0 68.0 2.0 78.2 739 A43 52.1 58.6 6.5 Total(n=126) [ 20.5
3 |European social & political situation 38.8 387 A0l 413 413 A6.0 29.2 345 53 Hungary(n=14) [N 5.7
3 |Lower prices offered by competitors 41.7 387 A30 41.8 391 A27 41.7 379 A38
Czech Repub.(n=19) [N 78.9
5 |Visa/work permits 359 347 Al2 41.8 304 A114 29.2 41.4 12.2
5 [Quality of workforce 32,0 347 2.7 418 435 17 20.8 207 A01 Polandin=20) - [N 75.9
7 |Entry of new competitors 36.9 320 AA49 345 304 A4l 39.6 345 A5l Romania(n=5) [N 20.0
8 |Exchange rate fluctuations 40.8 30.7] A10.1 40.0 39.1f A09 41.7 17.2| A 245
Austria(n=18) — 38.9
9 |Insufficient Infrastructure:Highways 214 26.7 5.3 145 19.6 5.1 29.2 379 8.7
10 | Transfer pricing taxation 36.9 253| A116 41.3 239| A234 25.0 21.6 2.6 Germany(n=202) [ 21.8
11 [Shortage of domestic procurement sources 223 24.0 17 21.3 348 75 16.7 69| 298 Netherlands(n=a2) [N 18.3
12 [EU General Data Protection Regulation (GDPR) - 22.7 - - 19.6 - - 216 - Belgumin=43) [l 16.3
13 Complicated administrative procedures and/or 155 213 58 182 917 35 125 20.7 82 ukin=238) [ 15.1
lack of transparency

13 |Quality (Parts and Materials Procurement) 165 213 48 164 304| 140 16.7 69| £98 Spainin=3) [ 14.3
13 |Procurement costs 175 213 38 218 26.1 43 125 138 13 treland(n=22) [ 13.6

France(n=93) . 9.7
* "General Data Protection Regulation (GDPR)” & "Movement towards Gasoline & Diesel car bans" is a newly added

option for this survey year. sweden(n=12) [l 8.3

Italy(n=44) [ 6.8

Copyright © 2017 JETRO. All rights reserved.



i For UK based companies, the biggest operational challenge is “European social & political situation” increasing by 9.7 points since the previous year.

i Last year’s biggest operational challenge “Exchange rate fluctuations” seems to have improved reducing by 13.2 pp. Compared to before the UK’s referendum
to around 10%. However the range of fluctuation is smaller compared to the previous year.
i The Bank of England estimated the UK’s GDP growth rate to be 1.8% for 2016. Although the European Commission’s Autumn Economic forecast reported that

this growth rate will decelerate further for 2017 and 2018, even after the UK voted to leave the EU, UK consumer spending remained robust. Thus improving
. the challenge of “Economic recession, shrinking of markets”, reducing companies response rate by 20.6pp to 18.9%.

to leave the EU, the pound had dropped in value by about 18% against the US dollar in January 2017, however by November 2017 it had slowly recovered back

W,

UK Operational Challenge Trends (Multiple Answers Given)
(Units : Cos, %)
All sectors Manufacturing Non-Manufacturing
2015 2016 2017 C:i':';ie 2015 2016 2017 C;::ie 2015 2016 2017 c:i‘;:ie
(n=259) (n=271) (n=238) 2016 (n=107) (n=112) (n=93) 2016 (n=152) (n=159) (n=145) G
1 |Furopean secial and political 35.1 55.0 64.7 9.7 29.0 58.0 62.4 44 395 52.8 66.2 13.4
situation

2 [Securing Human Resources 43.6 47.2 53.8 6.6 45.8 55.4 55.9 0.5 42.1 41.5 52.4 10.9
3 |Exchange rate fluctuations 41.7 59.8 46.6| /132 58.9 69.6 50.5 A 191 29.6 52.8 441 N 8.7
4 |High labour costs 448 46.1 38.7 ANT4 514 51.8 36.6 A 15.2 40.1 27.0 40.0 13.0
5 [Public safety (e.g. terrorism) - 328 33.6 0.8 - 25.9 29.0 3.1 - 37.7 36.6 A1l
6 |Transfer pricing taxation 30.9 321 328 0.7 33.6 33.9 38.7 4.8 289 30.8 29.0 AN 1.8
7 |Visa/work permits 38.2 31.0 31.9 0.9 28.0 25.0 26.9 1.9 45.4 35.2 35.2 0.0

EU General Data Protection
- - 7 i _ _ 25. : ) _ ! ]
8 Regulation (GDPR) 30 5.8 33.8

Lower prices offered by

9 ) 26.6 273 28.2 0.9 38.3 38.4 355 N29 18.4 19.5 234 3.9
competitors

10 (Quality of workforce 23.2 27.7 26.1 A1.6 215 28.6 333 4.7 243 27.0 21.4 A 5.6

11 |Entry of new competitors 22.8 27.7 23.1 N 4.6 29.0 33.9 26.9 ANT.0 184 23.3 20.7 AN2.6

12 [Procurement costs 20.5 18.1 21.4 33 34.6 321 333 1.2 10.5 8.2 13.8 5.6

13| Eeonomic recession, shrinking 23.2 395 189 ~206 25.2 36.6 183| ~183 21.7 415 193 ~Az222
of markets

14 (Customs clearance issues 10.8 13.7 17.6 3.9 121 18.8 25.8 7.0 9.9 10.1 124 23

15|Frequent legislation revisions 15.1 16.6 15.5 A1l1 8.4 14.3 11.8 AN 25 19.7 18.2 17.9 AN 0.3

15|Heavy social security burdens 16.6 10.7 15.5 4.8 15.0 125 194 6.9 17.8 9.4 131 3.7

15 [Strict dismissal laws 25.1 18.8 155 A 33 28.0 17.9 18.3 0.4 23.0 19.5 13.8 A BT

* Public safety (e.g. terrorism) was added since 2016, EU General Data Protection Regulation (GDPR) was added from 2017

Copyright © 2017 JETRO. All rights reserved.
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3. _Operational Challenges (5)

@ The response rate for “Securing Human Resources” was especially high for companiesin Central & Eastern Europe. Hungary was 85.7%, Poland 69.0% and the Czech
Republic 68.4%. In August 2017 the unemployment rate for Hungary was 4.2%, Poland 4.7% and the Czech Republic 2.8%.

@ |n 2016 Eurostat wrote that Denmark had the highest labour costs average across all industry in the EU, and respondents for this years survey confirmed this
analysis ranking Denmark as the highest in “High Labour Costs” at 66.7%.

Securing Human
Resources

(Unit © %)
Total(n=470)

Hungary(n=14)
Denmark(n=6)
Poland(n=29)
Czech Repub.(n=19)
Switzerland(n=10)
Netherlands(n=82)
Germany(n=202)
Portugal(n=11)
UK(n=238)
Belgium(n=43)
France(n=93)
Finland(n=16)
Spain(n=35)
Sweden(n=12)
Austria(n=18)
Ireland(n=22)

Italy(n=44)

0 20 40 60 80 100

e 51.7
P 85.7
P 83.3
I 69.0
P 68.4
P 60.0
P 59.8
P 55.9
P 54.5
e 53.8
e 1.2
P 45.2
e 37.5

e 37.1

e 333

e 333

e 31.8

e 27.3

Top 10 Operational Challenges —Response rate by Country —

European Political and Social
Conditions

(Unit : %) 0 20 40 60 80 100

e 8.8
P 82.9
e 66.7
e 64.7
e 52.4
e 517
e 442
e 441
e 441
e 42.9
100
e 31.8
P 316

e 278

e 273

e 25.0

W9l

W 8.3

Total(n=444)
Spain(n=35)
Denmark(n=6)
UK({n=238)
Netherlands(n=82)
Poland(n=29)
Belgium(n=43)
Germany(n=202)
France(n=93)
Hungary(n=14)
Switzerland(n=10)
Ireland(n=22)
Czech Repub.(n=19)
Austria{n=18)
Italy(n=44)
Finland(n=16)
Portugal(n=11)

Sweden(n=12)
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High Labour Costs

(Unit : %) 0 20 40 60 80 100

Total(n=352)

. 38.7

Switzerland(n=10)

A 70.0
Finland(n=16) NN 68.8
Austria(n=18) NG 66.7

Germany(n=202) N 46.5
France(n=93) NN 46.2
Sweden(n=12) NN 41.7

e 40.9

UK(n=238) I 38.7
Belgium(n=43) W 37.2

Netherlands(n=82) [N 36.6

e 24.1

Spain(n=35) [ 22.9

e 211

W 20.5

e 16.7

Hungary(n=14) I 14.3

ma1

Ireland(n=22)

Poland(n=29)

Czech Repub.(n=19)

Italy(n=44)

Denmark(n=6)

Portugal(n=11)

Transfer Pricing
Taxation

(Unit : %) 0 20 40 60 80

e 36.5

Total{n=332)

Denmark(n=6)

P 66.7
e 48.8
e 48.5
e 43.2
e 429
e 34.9
e 32.8
e 32.3
Spain(n=35) N 31.4
Switzerland(n=10) W 30.0
Ireland(n=22) m 27.3
e 26.3
e 241
s 20.0
W 18.8
Sweden(n=12) W 16.7
w111
W a1

Netherlands(n=82)
Germany(n=202)
Italy(n=44)
Hungary(n=14)
Belgium(n=43)
UK(n=238)

France(n=93)

Czech Repub.(n=19)
Poland(n=29)
Romania(n=5)

Finland({n=16)

Austria(n=18)

Portugal(n=11)

100

(Multiple Answers Given)

Lower Prices Offered by
competitors

0 20 40 60 80 100

e 334
e 60.0
. 58.3
e 51.4
e 50.0
. 421
Belgium(n=43) W 41.9
Ireland(n=22) W 36.4
e 36.4
e 35.7

(unit : %)
Total(n=304)
Romania(n=5)
Sweden(n=12)
Spain(n=35)
Austria(n=18)

Czech Repub.(n=19)

Portugal(n=11)
Hungary(n=14)
France(n=93)
Poland(n=29)

Germany(n=202)

e 342
Finland(n=16) W 31.3
e 30.0
e 28.2
e 28.0
. 22.7
Denmark(n=6) WM 16.7

Switzerland(n=10)
UK(n=238)
Netherlands(n=82)

Italy(n=44)
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3._Operational Challenges (6)

(e.g. Terrorism)” as an operational challenge.

recovered back to 10% against the dollar.

-‘e‘i Companies in Belgium (51.2%) and France (46.2%) where large-scale terrorist attacks have occurred since 2015, had the highest response rate to “Public safety \

= In response to “Exchange Rate Fluctuation”, the Czech Republic had the highest response rate of 47.4%, as the dollar has been 18% higher against the koruna
since the beginning of 2017. Followed by the UK at 46.6%, the pound has cheapened after the UK’s vote to leave the EU, since November 2017 the pound has

= France had the highest response rate for “strict dismissal laws” at 57.0%. In September 2017, as a top priority president Macron’s revised labour law came into
effect in order to soften the labour market, by simplifying dismissal policy and maximising the amount of compensation for unfair dismissal.

W,

Top 10 Operational Challenges —Response rate by Country —

Public safety Exchange Rate

Fluctuation
(Unit £ %) 0 20 40 60 80 100 (unit : %) 0 20 40 60
Total(n=300) NN 33.0 Total(n=281) [ 30.9
Belgium(n=43) TN 51.2 Ceech Repub.(n=15) INNNN—N 47.4
France(n=c3) NI 46.2 Uk{n=238) RN 46.6
Netherlands(n=82) SN 43.9 Ireland(n=22) NN 36.4
Germany(n=202) [ 37.6 Denmark(n=6) [N 33.3
Spain(n=35) RN 37.1 Spain(n=35) NN 31.4
UK(n=238) I 33.6 Poland(n=2¢) [N 31.0
Denmarkin=6) [ 33.3 Switzerland(n=10) . 30.0
Poland(n=29) WM 20.7 Hungary(n=14) NN 28.6
Romania(n=5) I 20.0 Germany(n=202) NN 27.7
Ireland(n=22) W 18.2 Portugalln=11) N 27.3
Austriain=18) W 16.7 Netherlands(n=s2) W 24.4
Hungary(n=24) [ 14.3 France(n=23) W 21.5
Finland(n=16) WM 12.5 Belgium(n=43) NN 20.9
talyin=a4) W 11.4 Finland(n=16) N 18.8
Switzerland(n=10) W 10.0 ftaly(n=44) N 18.2
sweden(n=12) | 8.3 Sweden(n=12) WS 16.7
CzechRepub.(n=19) B 5.3 Austria(n=18) W 11.1
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80

100

Strict dismissal laws

(Unit : %)
Total(n=259)
France(n=93)

Netherlands(n=82)
Italy(n=44)
Germany(n=202)
Spain(n=35)
Portugal(n=11)
Belgium(n=43)
Finland(n=16)
Sweden(n=12)
UK(n=238)
Ireland(n=22)
Czech Repub.(n=19)
Switzerland(n=10)
Hungary(n=14)
Poland(n=29)

Austria(n=18)

0 20 40 60 80

e 28.5
P 57.0
e 415
e 38.6
e 381
e 28.6
e 27.3
e 25.6

e 25.0

e 16.7

™ 155

™ 136

™ 105

™ 10.0

m71

¥ 6.9

B56

100

(Multiple Answers Given)

EU General Data Protection

Entry of New Competitors
Regulation (GDPR)

0O 20 40 60 80 100

(Unit : %) 0 20 40 60 80 100 (Unit : %)
Total(n=239) N 26.3 Total(n=239) N 26.3
Sweden(n=12) W 50.0 Belgium(n=43) N 53.5
Ireland(n=22) [ 40.9 Netherlands(n=82) [N 42.7
Spain(n=35) [ 40.0 Sweden(n=12) [N 33.3
Switzerland(n=10) W 40.0 Crech Repub.(n=19) W 31.6
Romania(n=s) Ww—_._0.0 UK(n=235) [ 30.7
Czech Repub.(n=19) NN 36.8 Germanyin-202) W 26.2
Netherlands(n=82) NN 36.6 Hungaryioea) 21 J1
Poland(n=29) W 34.5 Romenise=5) [B 20.0
Denaridn=s) W 33.3 Poland(n=29) WM 17.2
Belgium(n=43) [N 32.6 becnarkis) 16,9
UK(n=238) W 23.1
France(n=03) [ 16.1
Italy(n=44) W 22.7
France(n=03) W 21.5 Italy(n=44) W 13.6
Germany(n=202) [ 21.3 Ireland(n=22) W 13.6
Portugal(n=11) gl 18.2 Spain(n=35) W 11.4
Austria(n=18) W@ 16.7 Austria(n=18) W 11.1
Hungary(n=14) W 14.3 Switzerland(n=10) B 10.0
Finland(n=16) W 12.5 Finland(n=16) W 6.3
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|

26.3% of all respondents cited “Entry of new competitors” as an operational challenge, decreasing compared to last year. However when asked the specific
nationalities of these new competitors, top answer was Chinese companies at 64.4%, increasing 7.3pp since 2016. Even within Gentral & Eastern Europe, the
answer was 62.5%, increasing by 28.3pp since last year. Overall indicating a huge increase of new Chinese competitors entering the European market.

For Central & Eastern Europe, the percentage of new European competitors continued to be high at 62.5%. Furthermore for the manufacturing sector, the

percentage of new ASEAN competitorshad also greatly increased by 23.3pp to 28.6%.

Looking by industry, the was a high response rate from Sales companies and Electric machinery and device companiesin regards to new Chinese and Korean
competitors. It was particularly noticeable that there have been many new Korean competitors for the “Motor Vehicles/ Motor Cycles” transportation

equipment sector.

N

W,

Nationalities of New Competitors

(Units & %)

70

50

20

10

0

64.4
58.6 58.2 57.1

—+—Chinese

45.4 4.5 companies
~—#— European
372 /K\ 304 S
6 S.Korean
/l\ 28.7 companies
276
211 226 21.0 212

——ASEAN
companies

93\‘—‘—'——;_‘3\5/&9

6.3 6.1 3.9
2012(n=227)2013(n=301) 2014(n=261)2015(n=265) 2016(1'\=!10] 2017(n=236)

(onts £ %)

70

60

50

40

30

20

10

0

64.6
605 53 500 593 603
—+—Chinese
companies
—=— European
d companies
a6 : 36.8 S.Korean
companies
/l-aﬂﬁ\' 9 T ASEAN
26.2 companies
20.0 20.8 213 21.2
10.5
6.1 6.6 7.2 4 7.5

2012(n=190) 2013(n=263) 2014(n=229) 2015(n=236) 2016{!‘1=272} 2017(n=212)

Copyright © 2017 JETRO. All rights reserved.

(Multiple Answers Given)

|central & Eastern Europe|

80

70 -

60

50

40
30
20 - = 20.8
20.8
10 17.2
2.7 3.
7.9

0 !
2012(n=37) 2013(n=38) 2014(n=32) 2015(n=29) 2016(n=38) 2017(n=24)

|Manufacturing in Central & Eastern Europel

70

60

30
20

10

0 5.0 ) 4.5 5.3
2012(n=20) 2013(n=20) 2014(n=22) 2015(n=17) 2016(n=19) 2017(n=14)

(Units : %)

~—+—Chinese
companies

—a— European
companies
S.Korean
companies

——ASEAN
companies

(Units © %)

—+—Chinese
companies

—=— European
companies
S.Korean
companies

—=— ASEAN
companies
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4. Differentiated & High Value-Added Products & Services (1)

When all companies in Europe were asked what activities were being undertaken to differentiate or add value to their products and services being sold, the
most common response was “Strengthening technical training resources and increasing the number of skilled workers”. Respondents gave reasons such as “In
order to strengthen sales for high value-added markets in Europe, skills training and intellectual property strategies are indispensable to meet the needs of the
market”, “It’ s necessary in order to replace the older generations that are due to retire” and “We will continue to strengthen our collaborations with
universities, in order to secure excellent talent”.

Initiatives to Produce Differentiated, High Value-Added Products & Services in Europe . .
(Multiple Answer Given)

(Unit : Cos,%)

0 -
2016 2017 ndustries
2016 2017 2016 2017
Survey Survey Change . . . .
(n=880) (n=821) Manufacturing | Manufacturing | Change | Non-Manufacturing | Non-Manufacturing | Change
(n=433) (n=385) (n=447) (n=436)
St thening technical traini d
1 [>trenethening technical training resources an 34.8 35.4 0.6 416 413| ~03 28.2 30.3 21
increasing no. of skilled workers
2 (Thorough analysis of competitors 35.8 34.2 A 1.6 31.2 29.4 AN 1.8 40.3 38.5 A 1.8
3 [Strengthening R&D functions 29.4 30.1 0.7 40.2 41.6 1.4 19.0 20.0 1.0
Acquiri llyi ith i h high
4 |Acquiring or allying with competitors that own hig 20.7 190 217 16.6 151 A15 24.6 225| A21
technology or necessary brand/technology
5 |Renewing production sites 18.0 17.7 AN0.3 30.5 32.2 1.7 5.8 4.8 AN 1.0
6 |Strengthening/ revising intellectual property strategy 13.0 175 4.5 9.0 135 4.5 16.8 21.1 4.3
7 .Stre-ngthenlng alliances with universities & research 148 13.6 Al2 102 15.8 A3d 105 1.7 1.2
institutes
Taking advantage of taxation systems during early
8 . 2.8 2.7 AN 0.1 5.3 44 A 0.9 0.4 11 0.7
stages of R&D e.g. tax deduction
Taking advantage of taxation systems targeted for
9 [commercial activities post R&D e.g. patent box 1.6 1.2 N 0.4 25 1.8 N 0.7 0.7 0.7 0.0
systems
Others 11.1 114 0.3 6.2 75 13 15.9 149 A10
22
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4. Differentiated & High Value-Added Products & Services (2)

[ Except in the case of Ireland, countries that cited “Securing human Resources” as one of their main operational challenges, tended to also cite that “Strengthening ]

technical training resources and increasing the number of skilled workers” as being their primary solution to improve this issue.

Initiatives to Produce Differentiated, High Value-Added Products & Services in Europe (Multiple Answers Given)

Strengthening technical training resources Thorough analysis of competitors Strengthening R&D functions

& increasing no. of skilled workers

(unit : %)
Total(n=291)
Ireland{n=20)
Portugal(n=11)
Denmark{n=>5)
Hungary(n=14)

Czech Repub.(n=18)

0 20 40 60

e 35.4

I 65.0

80

63.6

P 60.0

e 444

57.1

(unit : %)
Total(n=281)
Denmark{n=5)
Switzerland(n=9)
Belgium(n=39)
Netherlands({n=71)

France(n=88)

0 20 40

e 34.2

60 80

(unit : %)
Total(n=247)
Sweden(n=12)
Austria(n=13)
Finland{n=17)
Belgium(n=39)
Denmark(n=5)

Poland(n=26)

Sweden(n=12) 41.7 Ireland({n=20)
Belgium(n=39) 38.5 UK(n=199) Spain(n=32)
Spain(n=32) N 37.5 Spain(n=32) France(n=88)
Germany(n=196) N 37.2 Germany(n=196) N 34,2 Germany(n=196)
Poland(n=26) N 34.6 Sweden(n=12) Italy(n=40)
UK(n=199) W 32.7 Austria(n=13) I 30.8 Portugal(n=11)
France(n=88) 29,5 ltaly(n=40) W 27.5 Uk(n=159)
Finland(n=17) W 29.4 Portugal(n=11) W 27.3 Ireland(n=20)
Netherlands(n=71) W 28.2 Finland(n=17) W 23.5 Netherlands(n=71)
Austria{n=13) W 23.1 Poland(n=26) e 19.2 Switzerland(n=9)
Switzerland(n=0) WM 22.2 Czech Repub.(n=18) Wl 16.7 Czech Repub.(n=18)
italy(n=40) W 20.0 Hungary(n=14) @l 14.3 Hungary(n=14)
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e 30.1

60 80
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5. Changes in Number of Employees

Across all sectors respondents have maintained the same trend since last year, the changes to the number of Japanese expat staff and local employees over the
last year and also intentions for the future changes seem to be unchanged.

The number of respondents selecting “Increase” for local staff is relatively high in Denmark 71.4%, the Czech Republic 57.9% and Poland 56.7%. These countries
are also ranked in the top 5 countries where “Securing human resources” is cited as the biggest operational challenge.

Changes to no. of Japanese Expat Staff Changes to no. of Local Employees
in Past Year and Future in Past Year and Future
(it %0 wnit: %)
§ Changesin the past year(n=932) » Changes in the past year(n=943)
: :
Future Changes{n=17) @ Future changes(n=926)
§ Changes in the past year(n=417) z | Changes in the past year(n=419)
é- Future Changes{n=410) H Future changes(n=413)
gz Changes in the past year(n=515) g Changes in the past year(n=524)
g 1
s 2
g Future Changes{n=507) H Future Changes(n=513)
= |
0%  10%  20%  30%  40%  50%  60%  70%  80%  90%  100% o AW A s B T e o
M Increase " Remain the same B Decrease ‘
|  Increase = Remain the same m Decrease ‘
24
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Business Outlook For Next 1 or 2 Years (By Industry)

(Units : %)

All Sectors(n=945)
m
c
3 Manufacturing(n=421)
7
Non-Manufacturing (n=524)
All Sectors(n=869)
2
o
a
8
El Manufacturing(n=375)
m
€
3
®
Non-Manufacturing(n=494)
o
o All Sectors(n=76)
2
S
]
o
=} Manufacturing(n=46)
3
m
<
c
2 Non-Manufacturing(n=30)

0% 20% 40% 60% 80% 100%

@ For the next 1-2 year business outlook across all sectors in Europe, 51.2% indicated “Expansion”, 45.1% said that their outlook “Remained the same” and only
0.6% replied “Relocation to a third country or withdrawal from the present country”. Within non-manufacturing companies in Central & Eastern Europe, 56.7%
indicated “expansion”, which is a great reduction of 14.7pp compared to the previous year.

@ By country, continuing the same trend as last year, more than 70% of respondents from both Italy and Poland indicated “Expansion”.
For the UK only 34.7% of respondents forecasted “Expansion”. Remainingin the same position as last year, the second lowest from the bottom.

Netherlands(n=84)

Czech Repub.(n=19)

Business Outlook For Next 1 or 2 Years (By Country)

(units © %)

Italy(n=46)
Poland(n=30)
Austria(n=19)

Germany (n=208)
Portugal (n=13)
Spain(n=36)
Ireland(n=23)

Romania(n=5)

Denmark(n=7)
Hungary(n=14)
France(n=97)
Finland(n=20)
Sweden(n=15)

Belgium(n=45)
UK(n=245)
Switzerland(n=9)

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

H Expansion [ Remain the same H Reduction ¥ Relocate to a 3rd country or withdrawal from present country ‘ | mExpansion  mRemainthesame M Reduction = Relocate to a 3rd country or withdrawal from present country |
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6. Business Outlook For Next 1 or 2 Year

For all Japanese-affiliated companies in Europe, the UK’s vote to leave the EU ham

2

1-2 yr Business Outlook Trends for All Sector Companies

not yet seemed to have had much impact on their business outlook for the next 1- in Europe and UK
. 2 years. ) o 60 58.4 (Units : %)
L For all manufacturing companies in Europe even when compared to the 2009 57.5
survey results after the 2008 financial crisis, all responses indicate that they do s 4. 512 Remain the same (UK
not seem yet to have been significantly affected by the UK’s vote to leave. 3 y asq o Expansion (€U excluding UK)
| Looking at all respondents for Europe, UK based non-manufacturing companies w0 P b Lass 402 . 39 v Expansion (Europe)
response rate indicating “Expansion” in the next 1-2 years has reduced. : 36.5 )
- . . . . “ . ” 37.2 . 34.7 —— Remain the same (Europe)
L The number of UK based companies indicating “Reduction” for the next 1-2 years 20
. " . . — in th Tudi
has slightly risen since last year to 5.7%. Some companies gave reasons such as Ramainthe same (EU excluding UK)
“Due to the impact of the UK’s exit from the EU, plans to relocate to other EEA Expansion (UK)
- . . 20
K countries are now under consideration”. ) - Reduction (UK)
—+— Reduction (Europe)
10 7 5.7
=_5,J\ 33 49 %% Reduction (EU excluding UK)
=37 - . ' A
0 T 2 3))‘.} Relocate to a 3rd country or withdrawal
20128 20134 20145 20154 20165 20175 from present country (UK)

1-2 yr Business Outlook Trends for Manufacturing Companies

Europe n=827Europe n=978Europe n=966Europe n=949Europe n=994Europe n=945

—=a— Relocate to a 3rd country or withdrawal

from present country (Europe)
—a— Relocate to a 3rd country or withdrawal

. UKn=233 UKn=273 UKn=273 UKn=274 UKn=285 UKn=245 from present country (EU excluding UK)
|nEuropeandUK EU excluding EU excluding EU excluding EU excluding EU excluding EU excluding
UK UK UK UK UK UK
n=570 n=685 n=678 n=664 n=694 n=689
80
(Units * %)
. . o
. 79 1-2 yr Business Outlook Trends for Non- manufacturing Companies
.
in Europe and UK
60
—s— Expansion (EU excluding UK)
50 —s+— Expansion (Europe) (units = %)
Remain the same (UK} Remain the same (UK)
40 —+— Remain the same (Europe) —u— Expansion (EU excluding UK)
Expansian (UK) —a— Expansion (Europe)
30 —+— Remain the same (EU excluding UK)
—+— Remain the same (Europe)
#- Reduction (UK)
~+— Remain the same (EU excluding UK)
20 188 —+— Reduction (Europe)
Expansion (UK)
Reduction (EU excluding UK)
10
‘.— 375 w.9.0 5.2 3’4 6.0 5.3 —*— Relocatetoa 3rd country or withdrawal from Reduction (UK)
| 3 . ‘B2 - -3 2 ' (Europe)
A 229 Py Eore rmaifon —+—Reduction (Europe)
0 . i g X 0.6 0.0 83 present country (EU excluding UK) i
2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 Relocate to a 3rd country or withdrawal from ¢ @ 6.0 Relocate to a 3rd country or withdrawal from
present country (UK) | o V& 4.0 19 1.9 42.1 73-2 resent countU' (UK)_
Europe Europe Europe Europe Europe Europe Europe Europe Europe Europe -5.7 \V'ii'\‘__ ;'_—._;—-3——’—1 %ﬁ eduction (EU excluding UK)
n=348 n=371 n=298 n=354 n=419 =465 n=482 =468 n=465 n=421 oo Ry - e “05 - o —
UK n=77 UK n=64 UK n=48 UK n=83 UK n=100 UK n=116 UK n=110 UK n=111 UK n=116 UK n=94 12 2013 2014 2015 2016 2017 +=Relocate to a.n (“’““"V)‘"‘”' Tawalom
. N N N " N N . t country (E
EU enJ:‘udms EU ex‘Lt':(udmg EU et(l:(udmg EU ethl::Jdlng EU e::j:(udlng EU ex'j:(udmg EU exlj:;jdngU elLt':(udms EU ex;:;dmg EU exun:‘udmg Rysentcountry (Burope) - withdrawl from
n=265 n=301 n=246 n=267 n=309 n=337 n=362 n=351 n=343 n=323 11-308:Europe n=>12 Europe n=483; Europe n=481'Europe n=529 Europe =524 present country (EU excluding UK)
=133 UK n=156 UK n=163 UK n=163 UK n=169 UK n=151
EU excluding EU excluding EU excluding EU excluding EU excluding EU excluding
UK UK UK UK UK UK
n=261 n=348 n=316 n=313 n=351 n=366

*Please note Non-Manufacturing was only introduced from the 2012 survey, so data can only be compared over the last 6 years.26
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6. Business Outlook For Next 1 or 2 Years(3)

% For all companiesin Europe, within the top 5 sectors who indicated “Expansion” over the next 1-2 years, these 4 sectors Textile apparel & products, Rubber

product, Fabricated metal products and Food/processed food, agricultural or fishery products continued the same high response rate for expansion compared to

the previous year.

Companies who answered “Expansion” for Textile apparel & products sector gave reasons such as “We have now launched our full scale Ecommerce business
and still aim to expand in the future.”

1-2 yr Business Outlook Trends — Highest Response Rate for “Expansion” or “Remaining the Same”

. by Industry
Expansion
[Europe] (n=484) [Western Europe] (n=440) [Central & Eastern Europe] (n=44) [UK] (n=85) (Units:cos,%)
Industry Responses | % Industry Responses | % Industry Responses | % Industry Responses | %
i i Processed food,
Textile apparel & Textile apparel & . X
1 6; 85.7||1 5. 83.3| [ 1 |Rubber products 4: 80.0| [ 1 [agricultural or fishery 6; 85.7
products products
products
Fabricated metal
2 [Rubber products 9: 81.8| [ 1 |Rubber products 5, 83.3[]|2 s 3. 75.0| | 2 |Hotel/Travel/Restaurant 4, 66.7
products
Fabricated metal Fabricated metal Information and
3 12: 75.0| | 3 9{ 75.0[ | 3 |Sales company 7 63.6/(3 L 6, 60.0
products products communications
General-purpose & General-purpose & Electrical machinery & Miscellaneous
i . 17 68.0| | 4 X . 17, 68.0| | 4 . 5 55.6| 4 L. . 4 57.1
Production machinery Production machinery devices manufacturing industries
P d food, . . Wholesal d retail . .
ro-cesse 00 ; Chemical, allied & olesale a-n retal Business oriented
5 |agricultural or fishery 14, 66.7| | 5 33 66.0| | 5 [trade(Including 3 4295 . 3{ 50.0
Petroleum products . machinery
products trading)
Remain the same
[Europe] (n=426) [Western Europe] (n=396) [Central & Eastern Europe] (n=30) [UK] (n=143) (Units:cos,%)
Industry Responses | % Industry Responses | % Industry Responses: % Industry Responses | %
Professional and Professional and Transport Electrical machinery &
1 K i 6: 75.0/1 K K 5. 7141 . 3:600|(1 i 17, 7713
technical services technical services activities/Warehouse devices
Wholesale and retail .
i i i Wholesale and retail
2 |Plastic products 6! 60.0| | 2 |Plastic products 6; 66.7| [ 2 |trade(Including 4: 5712 i i 16, 76.2
. trade(Including trading)
trading)
Motor vehicles/ Motor vehicles/ Motor vehicles/ Transport
2 9: 60.0| (3 29; 63.0( |3 10; 5263 L 12, 75.0
Motorcycles Motorcycles parts Motorcycles parts activities/Warehouse
Motor vehicles/ Motor vehicles/ : X
2 39: 60.0| 4 8{ 57.1| | 4 |Sales company 4: 36.4 | | 4 |Finance and insurance 16; 64.0
Motorcycles parts Motorcycles
. . . Electrical machinery & Motor vehicles/
5 [Finance and insurance 34i 56.7| | 4 |Construction/Plant 4 57.1{|5 . 3 333(|5 10; 62.5
devices Motorcycles parts
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*Less than 5 responses were excluded from the count.
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6. Business Outlook For Next 1 or 2 Years (4)

When companies in Europe were asked which functions they intend to expand, the most common answer was to expand “Sales functions” (342 companies),
continuing the same trend as the previous year.

By country, German based companies were seen to be most active in expanding their functions, in fact the number of responses indicationthat “Expansion”
could be seen across all functions.

Specific Functions being Expanded in Europe based Top 3 Countries in Europe
Companies For Expanding Selected Function

(Multiple Answers Given) (Units : cos)

. Production Production
{Units:cos) Sales functions (high value-added products) (general purpose products)
3 Germany 99 Germany 41 Germany 15
Sales functions 39 UK 65 UK 22 UK 11
France 41 France 17 France 9
Production (high
value-added products) Logistical functions R&D Function of regional headquarters
Germany 18 Germany 18 Germany 19
Production (general UK 9| [uk 9 Netherlands 10
purpose products) Netherlands 9| |France 7 UK 8

Logistical functions Function for service administration

Germany 11
R&D UK 6
Ireland 6

m2017All Sectors(n=471)

Function of regional B2016All Sectors(n—497)

headquarters
a ® 2017Manufacturing(n=225)

Function for service E2016Manufacturing(n=237)

administration*® E2017Non-manufacturing(n=246)

©2016Non-manufacturing(n=260)

Other

0 50 100 150 200 250 300 350 400

*Shared services, call centers, etc.
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The top 3 reasons for why “Expansion” had been selected, continue to be “Sales Increase”, “High growth potential” and “High receptivity for high value-added
products”. For these three options the number of responses have plateaued over the last few years, whilst the number of respondents for “Reviewing production
and distribution networks” and “Relationships with clients” are slowly increasing.

When asked for the reason for expected reduction or relocation to a 3™ country or withdrawal, the most common response was “Sales decrease”. Compared to the
previous year the response rate for this option has decreased.

\.

T

Y.

No. of responses
(Units : cos)

N . All Sectors Manufacturing Non-manufacturing
Ratio (Units : %)
2015 2016 2017 Change 2015 2016 2017 Change 2015 2016 2017 Change
(n=454) (n=503) (n=481) | since 2016 | (n=231) (n=241) (n=230) | since 2016 | (n=223) (n=262) (n=251) | since 2016
. 384 448 416 32 202 225 206 AN 19 182 223 210 AN 13
1 Sales increase
84.6 89.1 86.5 N 2.6 87.4 93.4 89.6 3.8 81.6 85.1 83.7 N1.4
. . 186 221 216 A5 81 95 93 A2 105 126 123 A3
2| High growth potential
41.0 43.9 44.9 1.0 35.1 39.4 40.4 1.0 47.1 48.1 49.0 0.9
High receptivity for high 140 140 133 NT 94 82 76 N6 46 58 57 A1l
value- added products 30.8 27.8 21.7 A 0.1 40.7 34.0 33.0 A 1.0 20.6 22.1 22.7 0.6
Reviewing production and 82 91 96 5 44 57 50 AT 38 34 46 12
distribution networks 18.1 18.1 20.0 19 19.0 23.7 21.7 N 2.0 17.0 13.0 183 5.3
. L i 73 91 94 3 36 34 45 11 37 57 49 A8
5| Relationship with clients
16.1 18.1 195 1.4 15.6 14.1 19.6 5.5 16.6 21.8 19.5 N 2.3

Reason For Expecting Business Expansion in the next 1-2 years for Europe based Companies (Multiple Answers Given)

Reason for Expecting Business Reduction, Relocation to a 3" country or withdrawal In the next 1-2 years for Europe based Companies  (Multiple Answers Given)

All Sectors Manufacturing Non-manufacturing
2015 2016 2017 Change 2015 2016 2017 Change 2015 2016 2017 Change
(n=31) (n=37) (n=35) since 2016 | (n=18) (n=22) (n=13) since 2016 | (n=13) (n=15) (n=22) since 2016
20 20 12 A8 12 11 5 YN} 8 9 7 N2
1 Sales decrease
64.5 54.1 343 AN 19.8 66.7 50.0 385 AN115 61.5 60.0 31.8 N 28.2
10 9 11 2 7 4 1 N3 3 5 10 5
2 | Low growth potential
323 243 314 7.1 38.9 18.2 1.7 A 10.5 23.1 333 455 12.2
3 Cost increase (procurement 5 14 8 YA} 3 8 4 A4 2 6 4 A2
costs, labor costs etc.) 16.1 37.8 22.9 N14.9 16.7 36.4 30.8 AN5.6 154 40.0 18.2 N 21.8
4 Reviewing production 5 11 6 Ab 4 8 3 Ab 1 3 3 0
and distribution 16.1 29.7 17.1 AN 12.6 22.2 36.4 23.1 A 133 1.7 20.0 13.6 6.4
5 Difficulty in securing 3 3 5 2 3 3 2 A1 - - 3 -
labor force 9.7 8.1 14.3 6.2 16.7 13.6 154 1.8 - - 13.6 -
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6. Business Outlook For Next 1 or 2 Years(6)

-‘éi When UK based companies were asked which functions they intend to expand, the most common answer was again to expand “Sales functions”. However this
year the number of respondents has reduced to just 65 companies, decreasing from 76 the previous year. 39 out of the 65 companies were from the non-
manufacturing sector (2 companies less than last year).

# Compared to the previous year, the number of respondents indicating “Sales Increase” as a reason for expansion has decreased and the number of respondents
choosing “High growth potential” has slightly increased.

~\

V.

Specific Functions being Expanded

(Multiple Answers Given)

Sales functions

Production (high value-
added products)
Production (general

purpose products)

R&D

Logistical functions

Function of regional
headquarters
Function for service

administration*

Other

cos)

(Units :

76

B2017All Sectors(n=84)
B2016All Sectors(n=103)

B 2017Manufacturing(n=38)
B2016Manufacturing(n=45)
B2017Non-manufacturing(n=46)

02016Non-manufacturing(n=58)

0 20

40 60 80

*Shared services, call centers, etc.
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Reason For Expecting Business Expansion in the next 1-2 years
for UK based Companies

(Multiple Answers Given)

2015 2016 2017 Change

(n=102) (n=104) (n=84) since 2016
. 86 92 70 N 22

1 Sales increase
84.3 88.5 83.3 AN 5.2
2| High growth potential adl 39 a3 4
46.1 375 51.2 13.7
High receptivity for high 26 20 21 1
value- added products 25.5 19.2 25.0 5.8
Reviewing production 17 20 18 A2
and distribution 16.7 19.2 214 2.2
Reviewing production 14 19 15 Ay}
and distribution 13.7 18.3 17.9 AN 0.4

No. of responses
(Units : cos)

Ratio (Units : %)

Reason for Expecting Business Reduction, Relocation to a 3™ country or
withdrawal In the next 1-2 years for UK based Companies

(Multiple Answers Given) | 2015 2016 2017 Change
(n=12) (n=17) (n=17) since 2016

1| Low growth potential 3 ! ! 0
25.0 41.2 41.2 0.0
2 Reviewing production 4 4 4 0
and distribution 33.3 23.5 23.5 0.0

AN
3 Sales decrease ! 10 3 !
58.3 58.8 17.6 N 41.2
3 Cost increase (procurement 3 7 3 N4
costs, labor costs etc.) 25.0 41.2 17.6 N 23.6
1 - 2 -

4 | Tightening of lati

ightening of regulations 3 - 118 -
4 Difficulty in securing 1 1 2 1
labor force 8.3 5.9 11.8 5.9
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6. Business Outlook For Next 1 or 2 Years(7)

i Looking at the countries where companies responded that they planned to expand their “Function of regional headquarters”; 8 companies selected the UK, \
ranking the UK in 3™ place. However it can be seen that the number of companies selecting the UK has more than halved in number compared to 2015. Less than
10 companies have selected the UK since 2016, when the UK voted to leave the European Union. These results could suggest that the UK’s decision to leave the
EU has affected Japanese-affiliated companies decision making of where to expand their functions to regional headquarters.

i looking at each country, companies who responded that they planned to expand their production of high value-added products, the highest response rate came
from companies based in Germany, out of 129 Germany based companies who selected “Expansion”, 41 selected “production (highvalue-added products).

i For Central & Eastern Europe, the country with the highest response rate for expanding "Production (high value-added products)" was Hungary, for Northern
. Europe it was Finland and for Western Europe it was Belgium. ‘

Top 11 countries in Europe chosen by companies to expand their “Function as regional headquarters” and “Production
of high value-added products”

No. of responses
(Units : cos) Regional headquarters Production(high-value added products)
Ratio (Units : % Change Change
( o) 2015 2016 2017 : & 2015 2016 2017 ) o
since 2016 since 2016
Total 52 43 53 10 Total 140 153 156 3
11.6 8.7 11.3 2.6 31.2 30.8 33.1 2.3
13 10 19 9 37 39 41 2
Germany Germany
113 8.3 15.3 7.0 32.2 32.2 33.1 0.9
Netherlands 7 11 10 Al UK 25 21 22 1
24.1 26.8 20.8 /\ 6.0 24.5 20.4 26.2 5.8
UK 19 9 8 A1l France 13 15 17 2
18.6 8.7 9.5 0.8 39.4 39.5 32.7 N\ 6.8
. 2 3 3 0 9 7 12 5
Belgium Italy
8.7 14.3 20.0 5.7 37.5 31.8 37.5 5.7
2 3 3 0 . 7 10, 10, 0
France Spain
6.1 7.9 5.8 AN 21 36.8 38.5 47.6 9.1
Sweden ! ! ! 0 Netherlands 2 L 10 3
8.3 10.0 16.7 6.7 6.9 17.1 20.8 3.7
. - 1 3 2 . 5 8 8 0
Spain Belgium
- 3.8 14.3 10.5 21.7 38.1 | 53.3 15.2
Austria . 1 1 0 Hungary 5 i ! 1
- 14.3 8.3 A\ 6.0 45.5 54.5 87.5 33.0
Ireland ! ! 1 0 Finland 4 4 6 2
8.3 1.7 7.7 0.0! 50.0 57.1 66.7 9.6/
Poland - 2 1 £l Ireland 3 4 4 0
- 8.0 5.3 N 2.7 25.0 30.8 30.8 0.0
Italy 3 - 1 - Poland 3 6 4 L2
12.5 - 3.1 - 25.0 24.0 21.1 A\ 2.9
Note 1-No companies responded. This table shows which specific function to be expanded to the companies, which replied
Note 2: This table shows which specific function to be expanded to the companies, which replied "Expanding in 1-2 years”. Out of all the German-based companies that selected “Expansion”, 33.1%
"Expanding in 1-2 years”. Out of all the UK-based companies that selected “Expansion”, 9.5% selected selected they were planning to expand “Production (high-value added products)”.

that they were planning to expand “Function of regional headquarters”.
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/. _Future Promising Sales Destinations(1)

fﬁi Continuing the same trend as the previous year, the number of companies selecting Turkey and Russia as promising sales destinations has continued to N
decline since 2014.

#  Companies are continuing to choose Germany as the top sales destination, as well as Western Europe and Central & Eastern Europe.

@  This graph reveals trends where companies can be seen to be re-examining their primary sales destinations, such as during the economic recovery in
Europe, EU’s economic sanctions against Russia and the political situation in Turkey.

= For 2017 survey, the number of companies who responded to the question regarding “Promising Sales Destinations”, has sharply decreased, in fact this

k years results had the smallest number of respondents, when compared to the last 5 years. J

350 .
328 (Units : Cos)

Top 10 Future Promising Sales Destinations Trends for 2017

(Multiple Answers Given)

300
=8—0Germany
250
=o=Turkey
Poland
200 —o—Russia
—o—France
Czech
150 Repub.
—e—Hungary
100
50
0

2012(n=692) 2013(n=796) 2014(n=772) 2015(n=752) 2016(n=781) 2017(n=700)
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7. Future Promising Sales Destinations (2)
i “Sales growth is expected” was selected as the primary reason for choosing promising sales destinations.

However for this answer other trends can be seen when analysing the sales destination by region. Comparing this yearsresults to 2012, the absolute number of
companies who selected Western Europe as a promising sales destination due to expected sales growth have almost doubled (218 companies). For countries in
Central and Eastern Europe the number of respondents has increased by nearly 30% (223 companies).

This year 202 Companies expressed the Middle East as a future promising sales destination due to “Sales Growth is expected”, compared to 2013 thisis a

response rate has decreased by around 40%.

ko This year 136 companies expressed Russia and CIS as future promising sales destinations due to “Sales Growth is expected”, halving compared to 6 years ago. )

Responses (Units : Cos) Reasons given for Future Promising Sales Destination (Multiple Answers Given)

Percentage (Units : %)

Reason for selecting country(ies) 2012 2013 2014 2015 2016 2017 Change Reason for selecting country(ies) 2012 2013 2014 2015 2016 2017 Change

in Western Europe (n=302) | (n=369) | (n=386) | (n=425) | (n=451) | (n=435) in the Middle East (n=298) | (n=374) | (n=343) | (n=336) | (n=329) | (n=278)

1 |sales growth is expected 113 172 178 193 200 218 18 1 [sales growth is expected 254 316 272 266 226 202| A24

374 46.6 46.1 454 443 50.1 5.8 85.2 84.5 79.3 79.2 68.7 12.7 4.0

2 Existing clients have bases in 111 131 133 131 166 174 8 9 Existing clients have bases in 75 93 101 92 96 98 2

the country/region 36.8 355 345 30.8 36.8 40.0 3.2 the country/region 25.2 249 29.4 21.4 29.2 35.3 6.1

3 Good receptivity of high value- 104 121 140 141 143 127 | A16 3 New clients have been found in 58 59 56 52 67 57| A10

added products / service 344 328 363 33.2 317 292 | A25 the country/region 19.5 15.8 16.3 15.5 204 205 0.1

. New clients have been found in 89 106 86 97 145 124 | A21 4 Good receptivity of high value- 37 60 52 50 61 45| A16

the country/region 295 28.7 22.3 228 32.2 285 | A31 added products / service 12.4 16.0 15.2 149 18.5 162 | A23

5 Sales are poor in existing 31 37 25 33 166 23| A 143 5 Sales are poor in existing 12 16 12 10 9 8| Al

markets 103 100 6.5 7.8 36.8 53 |A315 markets 40 43 35 3.0 27 29| 02

Reason for selecting country(ies) 2012 2013 2014 2015 2016 2017 Change Reason for selecting country(ies) | 2012 2013 2014 2015 2016 2017 Change

in Central and Eastern Europe (n=256) | (n=292) | (n=285) | (n=322) | (n=331) | (n=332) in Russia and/or CIS (n=314) | (n=353) | (n=247) | (n=200) | (n=189) | (n=203)

1 |Sales growth is expected 172 213 201 2l 206 2238 17 1 |Sales growth is expected 2m 299 195 129 10 136 26

67.2 729 726 65.5 62.2 67.2 5.0 88.2 84.7 789 64.5 58.2 67.0 8.8

2 Existing clients have bases in 79 79 92 99 114 121 1 2 Existing clients have bases in 79 18 63 51 61 68 1

the country/region 309 21.1 323 30.7 34.4 36.4 2.0 the country/region 25.2 22.1 255 25.5 323 335 1.2

3 New clients have been found in 69 67 61 55 87 86| Al 3 New clients have been found in 52 63 33 26 38 44 6

the country/region 21.0 22.9 214 17.1 26.3 259 | A04 the country/region 16.6 17.8 134 13.0 20.1 217 16

1 Good receptivity of high value- 30 35 33 39 46 36| A10 1 Good receptivity of high value- 54 47 37 34 27 30 3

added products / service 11.7 12.0 116 12.1 139 108| A31 added products / service 172 133 15.0 17.0 143 14.8 0.5

5 Existing customers are 17 16 9 16 21 23 2 5 Sales are poor in existing 18 17 12 9 9 51 A4

relocating to the 6.6 55 3.2 5.0 6.3 6.9 0.6 markets 5.7 48 49 45 4.8 251 A23

33
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/. _Future Promising Sales Destinations(3)

@ UK based Japanese-affiliated companies currently consider these EU states Germany, Poland and France to be in their top 5 future promising sales destinations.
However as withdrawal negotiations between the UK and the EU progress, it is possible the UK'’s future relationship with the EU will have a significantinfluence on
their future sales strategy.

% Companies based in France indicated that Morocco and Germany were equally their most promising future sales destinations.

Top 5 Future Promising Sales Destinations Trends for 2017

80 Companies in UK

(Multiple Answers Given)

30

Companiesn ernacy |
ompanies in France

(Units © Cas) (Units : Cos) (Units  Cos)
nits ! Cos
27 27
%0
70
80
~=-Germany
60 ——Russia Poland
=—Turkey 0 —Turkey ——Germany
oland ~Russia 59 —=—Morocco
~=France ——Germany
50 ~—Turkey
60 —+—Hungary
~Russia
——Spain
40 50
a0
30
10
30
20
20
10
10
0 o 0
2012(n=192) 2013(n=221) 2014(n=208) 2015(n=211) 2016(n=216) 2017(n=177) 2012{n=132) 2013(n=181) 2014(n=148) 2015(n=170) 2016(n=183) 2017(n=163) 2012(n=46) 2013(n=61) 2014(n=82) 2015(n=70) 2016(n=73) 2017(n=69)

Copyright © 2017 JETRO. All rights reserved. 34



8. Britain’s Exit from the European Union(1)

o
manufacturing sector in Central & Eastern Europe at 79.3%.

” u

cheapening of the pound”, “Uncertainty about the future”,

single financial passport system

denominated sales due to exchange rates"

Impact on Business So far (By Industry)

(Units : %)
All Sectors(n=933)
g
3 Manufacturing(n=415)
kS
Non-manufacturing(n=518)
£ All Sectors(n=859)
2
1)
3 Manufacturing(n=370)
g
0
®  |Non-manufacturing(n=489)
m All Sectors(n=74)
£
Q 1]
32 Manufacturing(n=45)
7o
o R
3 Non-manufacturing(n=29)
0% 20% 40% 60% 80% 100%
B Negative Impact 1 No Impact H Positive Impact m Don't know
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As the UK prepares to exit the EU, companies were asked what impact has there been to their business so far.

@ The most common reasons given for negative impact by UK based companies were “Exchange rate fluctuations”,
Declining appetite for investment” “Sales reduction due to cheapening of the pound”, “ Time and

money spent on research and collecting information”, “Costs of establishing new bases”, “Securing human resources from the EU in the UK”, “ Impact on EU

” “Declining appetite in consumer spending”. Whereas responses for companies based in other EU states, the most common

answers were “Exchange rate fluctuations” and “Cheapening of the pound”, as well as “Reduction of consumer spending”.
Reasons given for positive impact by UK based companies were “Increasing exports due to cheapening of the pound” “Increase in price for euro-

66.1% of all respondents answered “No Impact”, whilst 14.1% responded “Negative Impact”. The highest response rate for “No Impact” was seen for the non-

Out of all the countriesin Europe, UK based companies gave the highest response rates for “Negative Impact” at 26.2% and “Positive Impact” at 5.7%.

", “Increasing import prices due to

Impact on Business So far (By Country)

(Units * %)

UK(n=244)
Czech Repub.(n=19)
Poland(n=29)
Hungary(n=13)
Denmark(n=7)
France(n=94)
Italy(n=46)
Ireland(n=23)
Austria(n=17)
Belgium(n=45)
he Netherlands(n=84)
Germany(n=204)
Spain(n=35)
Finland(n=20)
Romania(n=5)
Switzerland(n=10)
Sweden(n=15)

Portugal(n=13)

0% 10% 20% 30% 40% 50% 60% 70% 80% 90%

B Negative Impact ® No Impact H Positive Impact u Don’t know |




8. Britain’s Exit from the European Union(2)

ﬂ When companies were asked how they expected the UK’s exit from the EU to impact their future business, all respondents replied “No Impact” at 28.2%,
followed by “Negative Impact” at 26.9%.

#  When comparing the future business impact by Industry to the graph on the previous page regarding the impact seen so far, “No Impact” has greatly
reduced by 37.9 pp, but the number of “Negative Impact” responses have increased by 12.8 pp.

#  46.9% of UK based businesses selected that the UK’s exit from the EU would have a “Negative impact” on their future business, the highest response rate
amongst all countries in Europe.

#  The most common reasons given for negative impact by UK based companies were : “Customs tariffs”, “Securing Human Resources”, “Exchange rate
fluctuations”, “Currency instability”, “Changes to regulations and legislation” , “Potential complex EU export procedures” “Reduction in demand due to
economic slowdown” and “Investment setback”. Whereas the most common responses for companies based in other EU states, were “Customs Duties”,
"Complex import/export procedures" and “Changes to EU and UK trading regulations”.

#  Within the “Positive impact” responses, some were transportation and warehouse Companies based in both UK and other EU states who foresee a “Positive

Impact due to increasingly active distribution of goods”. Also there were a number of EU based companies who see an advantage to the “Shift of UK

business to the European Continent” and “easier to secure talent and increasing mobility of human resources”.

Future Business Impact (By Industry) Future Business Impact (By Country)

(units : %)

(Units : %)

i UK(n=241)

All Sectors(n=930)
Czech Repub.(n=19)

m

c

3 Manufacturing(n=415) Poland(n=30)

k-]

® Austria(n=17)
Non-manufacturing(n=515)

Denmark(n=7)
§ All Sectors(n=855) Germany(n=205)
w
o Ireland(n=23)
E Manufacturing(n=370)

Ec:' Netherlands(n=83)
'§ Non-manufacturing(n=485) France(n=94)

All Sectors(n=75) Belgium(n=45)

Portugal(n=13)
Manufacturing(n=45)

adoinjuisise]
R |BUID

Italy(n=46)
Non-manufacturing(n=30) Spain(n=34)
Finland(n=20)
0% 20% 40% 60% 80% 100%
Hungary(n=13)
W Negative Impact ™ No Impact M Positive Impact H Don’t know

Sweden(n=15)

Switzerland(n=10)

Romania(n=5)

0% 20% 40% 60% 80% 100%

W Negative Impact = No Impact M Positive Impact  m Don’t know | 3 6
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8. Britain’s Exit from the European Unlong 2

Concerns of Japanese-Affiliated Companies

Economic Slump in the UK

Changes in UK Regulations and Legislation
Pound continues weakening

Exporting from UK base to EU

Securing Human Resources in the UK
Economic Slump in the EU

Importing from EU to UK base

Changes in the UK Investment Environment
Euro continues weakening

Importing from Japan to UK base

Importing from a 3rd country to UK base
(Excl. Japan & EU)

Exporting from EU base to UK
Importing from UK to EU base

EU Work Permits for British Human Resources

Exporting from UK base to a 3rd Country

(Excl. Japan & EU)
Relocation of European Medicines Agency (EMA)

from the UK to one of EU27
Relocation of European Banking Agency(EBA)

from the UK to one of EU27

Exporting from UK base to Japan
Continuing R&D in the UK with EU funding

No Particular Concerns

mAll sectors (UK Only) (n=242)
mNon-manufacturing (UK Only) (n=149)
@Manufacturing (EU excluding UK) (n=247)
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Left : EU (excl. UK) Right : UK Only

Adjusting Company's Internal Structure 43313 63.6
. 45.5
% é ==| gé% to comply with UK Regulation & Legislation Changes 44.7 71l

s — 1

100 80 60 40 20 0 (Units * %)
. . . 87.3 69.1
| Left  EU (excl. UK) | | Right : UK Only Equivalence with EU Regulation 91.9 . 788
84.5 64.9
(units : %)

orking out Necessary Costs 2
42.7 61.1 18.4 37.7
3%5% =:fr§g1 0 20 40 60 80 100

mUK - All Sectors(n=110) BUK - Manufacturing(n=33) mUK + Non-manufacturing(n=77)
im:& mEU(excl. UK) * All Sectors(n=165) mEU (excl. UK) + Manufacturing(n=62) mEU (excl. UK) + Non-manufacturing(n=103) |
1
. 3
3

B —— 130 “
17
. 255
16
H b
Bl

The top two concerns for both Japanese-affiliated companiesin the UK and in
other EU states are “Economic slump in the UK” and “Changes in UK regulations
and legislation”. The response rates for both choices were 20 points higher for
UK based companies compared to other EU state based companies.

There are many companies who are concerned about conducting business
between the UK and the EU, especially in the manufacturing sector. For
Manufacturing UK based companies, the response rate regarding concerns
“Exporting from UK base to EU”, “Importing from EU to UK base” were high.
10, 3]== From cqmpanles in other EU states the response rate was high regarding
127 “Exporting from EU base to UK”.
A=t | | \ . . S
! 62 L] Regarding the concern over the “Changes in UK Regulations and Legislation”,
g% ::' companies based in other EU countries showed particular concern about
g;g ::?4635 “ Equivalence with EU regulation”, which was 18 points higher than compared
51 M4 to UK based companies.
S 11
21-32::24521 L] For companies based in the UK, “Securing Human Resources in the UK” was a
31 , 4 huge concern, reaching over 40% at 42.6%. Suggesting a rise in concern
?:2 c:]z%% including the way in which the withdrawal negotiations on EU citizens rights

% 0.4 have been handled.
| 0.7

0 20 40 60 80
@Manufacturing (UK Only) (n=93)
mAll sectors (EU excluding UK) (n=533)
®Non-manufacturing (EU excluding UK) (n=286)

37



8. Britain’s Exit from the European Union(4)

#  Regarding future changes to UK regulation and legislation, both companies based in the UK and other EU states expressed “Customs Tariffs” as their main
concern.

# UK based companies were more concerned regarding complying to future “Personal Data Regulation” (Complying with EU General Personal Data Regulation
(GDPRY)) by 17.8pp higher than for companies based in other EU states.

Main Concerns Regarding Future Changes

to UK Regulation and Legislation (Multiple Answers Given)
UK Only (s : %) (units : %)
EU (excl.UK)
62.4 72.2
Custom Tariffs 80.9 Custom Tariffs 85.7
50.4 61.1

Personal Data Regulation (Complying with 389 . X 389
. 315 Non-Tariff Barriers 429
EU General Personal Data Regulation (GDPR)) 438 356
36.7 283
Non-Tariff Barriers 42.7 Equivalence EU Standards and Certification 316
328 255

. 230 Personal Data Regulation (Complying with 15241-1
Investment & Tax Regulation = 255 EU General Personal Data Regulation (GDPR)) | 234
21.2 ) 17.5
Equivalence with EU Standards and Certification 281 Investment & Tax regulation 12.2 s
16.8 :
164 N . . 152
Financial Services, EU single passport system 9.0 Financial Services, EU single passport system 10.7 s
21.2 -
148 B All Sectors(n=226) - =14.0 BAIl Sectors(n=435)
i ' ervices 11.7
Services 10.1 e
175 B Manufacturing(n=89) 158 B Manufacturing(n=196)
2.1 L
2.2 ¥ Non-manufacturing(n=137) Other |15 ® Non-manufacturing(n=239)
Other 1.219 e

0% 10% 20% 30%  40% 50%  60%  70%  80%  90%

2
®

10% 20% 30% 40% 50% 60% 70% 80% 90%
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8. Britain’s Exit from the European Union(5)

(When companies were asked about what stage of preparation they were for the UK’s withdrawal from the EU,

@ Interms of preparations already made, companies based in both the UK and other EU states gave the highest response rate that they had already prepared
“Acquiring Licences for Financial Services in the UK” and “Exchange Rate Fluctuation Risk Management”.

@ Alarge number of companies based in the UK also indicated that they were planning or considering to prepare for “Complying with changes to Regulation or

Legislation”, of which many said they were planning to prepare for “EU General Data Protection Regulation (GDPR)” or considering to transfer “Marketing

Authorisation Holder (MAH)” license holders after the relocation of the European Medicines Agency (EMA) to the continent.

Current Stage of Preparation for the UK’s withdrawal
from the EU

(Units © %)

Acquiring Licences for Financial Services in UK{n=93)
Acquiring Licences for Financial Services in UK(n=249)

Exchange Rate Fluctuation Risk Management(n=220)
Exchange Rate Fluctuation Risk Management(n=478)

Reviewing Base Location
(Including Relocation or Withdrawal of Certain Functions)(n=215)

Obtaining Financial porting A
in another EEA country(n=265)

Reviewing Product & Service Prices(n=191) Reviewing Logistics Routes(n=418)
eviewing gistics Rou n=

Obtaining Financial Passporting Authorisation

in EEA country(n=97) Reviewing Sales Structure(n=435)

Reviewing Base Location

Complying with changes to Regulation or Legislation(n=229)
(Including Rel; ion or of Certain Functions)(n=370)

Reviewing Sales Structure(n=205) Reviewing R&D structure(n=269)

1 = 1 1 4
g
5
H
£

0 [
Reviewing R&D structure(n=115) Reviewing Product & Service Prices(n=442)

Il

0
Reviewing Logistics Routes(n=172) Complying with Changes to Regulation or Legislation{n=473)

0 I .
Reviewing Supply Chain (n=167) Reviewing Supply Chain (n=381)

|l

Reviewing Manufacturing System(n=276) 2

ing ing 131)

20% 40% 60% 80%

g
g

$
§

20% 40% 60% 80%

® Already Prepared ® Preparing ™ Plan to prepare M Considering to prepare ® No Plan = Don’t Know

M Already Prepared ™ Preparing ™ Plan to prepare M Considering to prepare ™ No Plan ™ Don't an‘
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8. Britain’s Exit from the European Union(6)

fFor Companies who responded that they were currently reviewing or considering to review the Location of their base
% The largest percentage of UK based companies selected reviewing relocation of their Sales function at 57.4%.
% For companies based in other EU states the largest percentage was relocation of regional headquarter function at 51.1%.
@ Over 80% of companies from both the UK and other EU member states responded that they were already preparing or considering to prepare to “Partly Relocate
to another EU Member State”.
# When companies were asked the name of the country that they were potentially considering to relocate to; amongst UK based companies, the two most
mentioned candidate countries were Germany (23 companies) and the Netherlands (6). Other candidates named were Ireland (2), France (2), Italy (2), Belgium (2),
\ the Czech Republic (1) and Romania (1). )

Current Stage of Preparation
for the UK'’s withdrawal from the EU

[ Functions Under Review in UK | (Units * %) | Functions Under Review in EU (excl. UK) I (units * %)
57.4 Regional 51.1
Sales 35.0 Headquarter Office = 66.7
70.6 r
40.0
. 48.1
oo . oo, T o
Headgquarter Office 50.0 I 300
20.4 15.6
Manufacturing 40.0 Manufacturing 33.3
[N .
oy Rosearch & WSSy
Development 29 10.0 ®mAll Sectors(n=54) Development “g g . mAll Sectors(n=45)
B Manufacturing(n=20) @ Manufacturing(n=15)
5.6 13.3
Other 5.0 ®Non-manufacturing(n=34) Other 6.7 ®Non-manufacturing(n=30)
5.9 16.7
0% 10% 20% 30% A0% 50% 60% 70% 80% 0% 10% 20% 30% 40% 50% 60% T0% 80%
i i (Units : %)
| Actions Under Review (UK Only) | s %1 | Actions Under Review (EU excl. UK) |
852 Partly Relocate to another — 84.4
Partly Relocate to another 2 900 EU Member State A 90.0
EU Member State 82.4
Ci letely Relocate t B 5.7
Completely Relocate to 16.7 ompletely Relocate to 0.0
another EU Member State =0 another EU Member State | 10.0
=—_|” ithdrawi o
Withdrawing from Europe 10.0 Withdrawing from Europe == 133 2 All Sectors(n—45)
5.9 W AllSe =54 :
nm(r: ! B Manufacturing(n=15)
| 0 Manufacturing(n=20) 6.7 i
Other _IJ.O 58 W Non-manufacturing(n=34) Other 33 133 ® Non-manufacturing(n=30)
10% 20% 30% 0% 50% 60% 0% 80% 90% 100% 0% 10% 20% 30% 40% 50% 60% 0% 80% 90% 100%
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8. Britain’s Exit from the European Union(7)

@ Companies were asked after the UK has left the EU, would it still be necessary for their business to remain in the EU single market or Customs Union.

# 50% of all companies based in the UK answered that it was “Necessary” to remainin the single market.

# For companies based in other EU states less than 40% answered that it would be “Necessary” to remain at about 36%.

@ The proportion of companies who responded that it was “Necessary” to remain in the EU single market was highest in the manufacturing sector for UK based
companies, this was also true for remainingin the customs union, which exceeded 60%.

How necessary would it be to remain How necessary would it be to remain
in the Customs Union after the UK leaves the EU in the Customs Union after the UK leaves the EU

(Units * %) (Units © %)

All Sectors(n=240)

[T
N
~
i
[
™
=

Manufacturing(n=91) Manufacturing(n=53)
Non-manufacturing(n=149) 48.3 Non-manufacturing(n=148)

All Sectors(n=654)

0% 20% 40% 60% 80% 100% o% 20% a0% 0% 0% 100%

Manufacturing(n=303) 4.7

Non-manufacturing(n=351)

I | I

‘ M Necessary Not Necessary M Don’t Know m Necessary Not Necessary H Don't Know
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8. Britain’s Exit from the European Union(8)

Concerning necessary actions or preparation for if the UK does not remain in the EU single market or Customs Union,

L] Both UK and EU based companies gave the highest response that no special preparation or response would be necessary respectively at 31.9% and 43.1%.

L] UK based manufacturing companies gave the highest response rate for the selection of “Review logistics routes where tariffs are imposed”. This response was
13.6 pp higher than from companies based in other EU states.

Necessary Action or Preparation, If the UK does not remain in the EU Single Market or Customs Union

UK only (units : %)
EU (excl. UK) (Units : %)
0 specia reparation or response necessar
P prep: P y 34.9 i i 44” 11
No special preparation or response necessary W5 %

Deal with new customs clearance procedures, 20.5

including cases where there are 0% tariffs . 25.9 Deal with new customs clearance procedures, including =F;3Bf1
Review supply chains where customs procedures cases where there are 0% tariffs .
occur even if tariffs are 0% 5 235 Review supply chains where customs procedures occur ﬁBIZ 3

12.4 even if tariffs are 0% .
Review supply chains where tariffs are imposed 173
- Review supply chains where tariffs are imposed = gé
Review manufacturing bases where customs i.%él .
procedures occur even if tariffs are 0% = 12.4 Review manufacturing bases where customs = %%
10.0 procedures occur even if tariffs are 0% 8.1
Review manufacture bases where tariffs are imposed = 9.9
101 Review manufacture bases where tariffs are imposed ='7§
Review logistics routes where customs procedures 9.5 8.1
. . o 13.6 Review logistics routes where customs procedures 1.4
occur even if tariffs are 0% E =|Gg’4
occur even if tariffs are 0% 1

Review logistics routes where tariffs are imposed _-_TQ;_,‘O—I 19.8 ]
. Review logistics routes where tariffs are imposed %%
8.1 I
Review sales structure E.Z 4_8
9.3 Review sales structure ) .6
4

6.2
Review research & development bases !:!
10.1 Review research & development bases

Establish an organisation to monitor the differences =j27 A Etablich ation s o the dif . 65 9
between EU/UK standards and certification 9 staplish an organisation to monitor the diterences h 1
28 M All Sectors(n=210) between EU/UK standards and certification . M All Sectors(n=497)
Comply with New UK Standards and Certification 174 ineln= . .

Py : ; B Manufacturing(n=g1) Comply with New UK Standards and Certification : ]1% O Manufacturing(n=227)

1.9 M Non-manufacturing{n=129) : . : =
Obtain financial passporting outside of the UK :l 25 L ) ) ) (}.4  Non-manufacturing{n=270)

16 Obtain financial passporting outside of the UK 199

Don'tk 228 206 = 5.6
on'tknow " . Don't know 25%4
Oth 113'4 | .
" w23 Other I %ﬁ
0% 10% 20% 30% 40% 50%
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8. Britain’s Exit from the European Union(9)

Companies were asked if the UK does not stay in the EU single market or customs

Necessary Transition Period

union, how long would the transition period need to be? If the UK does not stay in tl?e single market
or Customs Union
#  For dealing with “new customs clearance procedures occur, even if tariffs 0%
tariffs”, both UK and other EU based companies gave a significant response [ oeatwithnew cus P g cases where there re 5 arits__| ot %0
that these issues could potentially be resolved by the withdrawal date, Cukonty |
respectively at 50% and 73.9%. All Sectors(n=32}
#  For “reviewing supply chains”, UK based companies responded that a Manufacturing(n=17)
transition period of at least 2 years would be necessary in the scenario where
“tariffs are imposed” (58.0%) was higher than compared to the scenario Non-Manufacturing{n=15)
where “customs procedures occur even if tariffs are 0%” (15.4%)
EU (excl. UK) All Sact 69
W 70% of companies based in other EU states replied that unless “tariffs are ectors{n=63)
imposed” they could deal with reviewing supply chains by the 31t of March
2019 withdrawal date. However over 60% of respondents still said even if Manufacturing(n=32)
tarrifs were imposed it would be possible to resolve the supply chains by the
withdrawal date. Non-Manufacturing(n=37)
0% 20% 40% 60% 80% 100%
I m Can p: ally be lved by the withd | date w 1year m 2 years m 3 years w More than 5 years
| Review supply chains where customs procedures occur even if tariffs are 0%. (Units © %) Review supply chains where tariffs are imposed.
(Units © %)
' '
All Sectors(n=13) All Sectors(n=19)
Manufacturing(n=7) Manufacturing(n=13)
Non-Manufacturing(n=6) Non-Manufacturing(n=6)
EU (excl. UK)
All Sectors(n=20) IM‘ All Sectors(n=28)
Manufacturing(n=8) Manufacturing(n=12)
Non-Manufacturing(n=12) Non-Manufacturing(n=16)
0% 20% 40% 60% 80% 100% 0% 20% 40% 60% 80% 100%

= Can potentially be resolved by the withdrawal date w 1year = 2 years = 3 years ‘

| M Can potentially be resolved by the withdrawal date m1year m2years W3 years m4years mMorethanb5years
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8. Britain’s Exit from the European Union(10)

Necessary Transition Period

% When reviewing Logistics routes, regardless of whether “tariffs are imposed”

If the UK does not stay in the single market
. “ . . o/ .
or Customs Union or where “customs prpcedures oc.cur even |f.tar.|f‘fs are‘OA‘; . Ip both scenarios
UK based manufacturing companies gave a significant indication that a
transition period of at least 2 years would be necessary from the withdrawal
| Review logistics routes where customs procedures occur even if tariffs are 0%. date
(Units : %) :
UK onl f | I . .
Al Sectors(n=14) #  For reviewing sales structure, although 42.1 % of all UK based companies said
it would be possible to complete by the withdrawal date the 315t of March
Manufacturing(n=6) 2019, 85.7% of the manufacturing sector said that they would need more
than two years even after the withdrawal date has passed to review their
Non-Manufacturing(n=8) sales structures. Reasons given for why more than 2 years was necessary: “To
examine the possible impacts of economic downturn”, “Continuously
All sectors(n=21) watching trends in order to be flexible”, “React when the concerns finally
occur”, “necessary to relocate staff, and recruit new employees for new
Manufacturing(n=9) bases”
Non-Manufacturing(n=12)
0% 20% 40% 60% 80% 100%
| ® Can potentially be resolved by the withdrawal date m1year W2 years H 3years |
| Review logistics routes where tariffs are imposed. | Review sales structure. ( %
(Units © %) Units : %
All Sectors(n=18) All Sectors(n=19)
Manufacturing(n=10) Manufacturing(n=7)
Non-Manufacturing(n=8) Non-Manufacturing(n=12)
EU (excl. UK) L v (excl. ui) | i
All Sectors(n=23) All Sectors(n=29)
Manufacturing(n=11) Manufacturing(n=13)
Non-Manufacturing(n=12) Non-Manufacturing(n=16)
0% 20% 40% 60% 80% 100% 0% 20% 40% 60% 80% 100%
| = Can potentially be resolved by the withdrawal date = 1year u 2 years 3 years = More than 5 years | | u Can potentially be resolved by the withdrawal date w 1year m 2 years m 3 years m More than 5 years |
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8. Britain’s Exit from the European Union(11)

Necessary Transition Period
If the UK does not stay in the single market #  Concerning compliance with new UK standards and certification. A
or Customs Union large number EU based manufacturing companies (excl. UK) replied

that at least a year would be necessary after the withdrawal date. This

| Establish an organisation to monitor the differences between EU / UK standards and certification. | same trend was also confirmed for UK based non-manufactu ring

its © 9 companies.
UK only (units © %) p

@ For UK based companies looking to obtain financial passporting rights
for Europe, 81.8% responded that it would be possible to achieve this
by the 315t of March 2019 withdrawal date. Reasons for this were “It is
necessary to obtain a passport for customers in the remaining EU
states before withdrawing”, “We have a obtained passporting rights in
our other EU bases”, “Currently applying for passporting rights” and

EU (excl. UK)| aj sectors(n=14) “eager to apply”.

All Sectors(n=6)

Manufacturing(n=2)

Non-Manufacturing(n=4)

Manufacturing(n=9)

Non-Manufacturing(n=>5)

0% 20% 40% 60% 80% 100%

| M Can potentially be resolved by the withdrawal date W1 year W2 years W 3 years |

| Comply with New UK Standards and Certification.

UK only (Units : %)

Obtain financial passporting outside of the UK.

(Units : %)

All Sectors(n=9)

Manufacturing(n=2) All Sectors(n=11)

Non-Manufacturing(n=7)

All Sectors(n=30)

Manufacturing(n=19)

All Sectors(n=10)

0% 20% 40% 60% 80% 100%

Non-Manufacturing(n=11)
M Can potentially be resolved by the withdrawal date =~ @ 1year M2years M3years ‘

0% 20% 40% 60% 80% 100%

| M Can potentially be resolved by the withdrawal date w 1year M 2 years 3 years
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9. EPA/FTA(1)

The largest number of responses for using FTAs was the Turkey FTA for export and the South Korea FTA for import.

Current use of Bilateral or Multilateral FTAs (Multiple Answers Given)

(Units : cos, %)

Are you planning/ considering to utilize preferential Are you planning/ considering to utilize preferential
tax rates provided by these FTAs? tax rates provided by these FTAs?
For Export For Import
No.of Currently | Considering | Not Utilizing No.of Currently | Considering | Not Utilizing
responses |  Utilizing to utilize | (& noo plan to) responses |  Utilizing to utilize | (& noo plan to)
142 46 34 62 47 22 14 11
Turkey Korea
100.0% 32.4% 23.9% 43.7% 100.0% 46.8% 29.8% 23.4%
. 110 33 26 51 32 16 8 8
Switzerland Turkey
100.0% 30.0% 23.6% 46.4% 100.0% 50.0% 25.0% 25.0%
Mediterranean countries 74 20 18 36 . ) 22 9 5 8
] Switzerland?>¥2
(Incl. Middle East) %1 100.0% 27.0% 24.3% 48.6% 100.0% 40.9% 22.7% 36.4%
South Africa 67 19 18 30 Mexico 18 5 10 3
100.0% 28.4% 26.9% 44.8% 100.0% 27.8% 55.6% 16.7%
48 20 15 13 12 2 4 6
Korea Canada
100.0% 41.7% 31.3% 27.1% 100.0% 16.7% 33.3% 50.0%
Litchenstein, Norway, Iceland 41 15 9 17 Mediterranean countries 11 3 3 5
X3 100.0% 36.6% 22.0% 41.5% (Incl. Middle East) 31 100.0% 27.3% 27.3% 45.5%
Mexico 40 14 13 13 South Africa ! 2 1 4
100.0% 35.0% 32.5% 32.5% 100.0% 28.6% 14.3% 57.1%
Canada 32 5 12 15 Litchenstein, Norway, Iceland 4 1 1 2
100.0% 15.6% 37.5% 46.9% X3 100.0% 25.0% 25.0% 50.0%
Chile 20 ° ! 8 Chile 3 ! i 2
100.0% 25.0% 35.0% 40.0% 100.0% 33.3% - 66.7%

%1, Mediterranean countries (including Middle East): Morocco, Tunisia, Jordan, Syria, Israel, Egypt, Middle East and North African countries (excluding Turkey)
%2, This includes Swiss based companies who export to the EU.
%3, These 3 countries are part of the European Economic Area (EEA) .
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9. EPA/FTA(2)

When companies were asked if they were intending to use any of these bilateral or multilateral FTAs/ EPAs currently under negotiation with the EU in the
future, the largest response was for the Japan-EU EPA, of which the framework was agreed in July 2017.
Many companies responded that they were considering or planning to use the Japan-EU EPA for export and Import

Intention to use future Bilateral or Multilateral FTAs (Multiple Answers Given)

(Units : cos. %)

Are you planning/ considering to utilize preferential
tax rates provided by these FTAs?
For Export
No.of Planning to | Considering | Not planning

responses utilize to utilize to utilize
Japan 187 55 65 67
(Framework Agreed, negotiations ongoing)| 100.0% 29.4% 34.8% 35.8%
Singapore Agreement 32 8 7 17
(Negotiations Concluded October 2014) 100.0% 25.0% 21.9% 53.1%
Vietnam 23 8 5 10
(Finalising Agreement December 2015) 100.0% 34.8% 21.7% 43.5%

(Units : cos. %)

Are you planning /considering to utilize preferential
tax rates provided by these FTAs?
For Import
No.of Planning to | Considering | Not planning

responses utilize to utilize to utilize
Japan 433 127 161 145
(Framework Agreed, negotiations ongoing)| 100.0% 29.3% 37.2% 33.5%
Vietnam 35 17 8 10
(Finalising Agreement December 2015) 100.0% 48.6% 22.9% 28.6%
Singapore Agreement 28 10 9 9
(Negotiations Concluded October 2014) 100.0% 35.7% 32.1% 32.1%
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9. EPA/FTA(3)

ﬁRegarding impacts of Free Trade Agreements (FTAs) and Economic Partnership Agreements (EPAs) currently under negotiation with the EU, 54.3% of all
respondents said that the Japan-EU EPA would be a major advantage for their business, showing a substantial increase of 16.5pp compared to the previous year.
This was particularly seen for companies based in Central & Eastern Europe at 70.4%, especially within the non-manufacturing sector, which reached as much as
77.3%.

% The second most popular FTA currently under negotiation was the EU-Thailand FTA, which had a response rate of 18% from all respondents, followed by the US-
EU Transatlantic Trade Investment Partnership at 17.5%, EU-ASEAN at 15.2%. For the EU-Thailand FTA, and EU-ASEAN, the main advantages cited were tariff
reductions on imports to the EU. For TTIP, it could be seen that improving opportunities for exporting to the US and enhancement of competitiveness were
considered major advantages on top of the benefits of Import tariff reductions.

@ After the UK has withdrawn from the EU, 14.3% of all companies from Europe as a whole cited that the future possibility of the Japan-UK-EPA would be a major
advantage. Even when narrowed down to UK based companies 26.7% said it would be a major advantage, which was a much lower proportion compared to
their response rate for the Japan-EU EPA at 45.1%. These results indicate that even for UK based companies the benefits of the Japan-EU EPA currently is a

higher priority than a future Japan-UK EPA.

EPA/FTA Impacts

(Units:%)

(Units:%)

Europe [n=736) Europe (n=582)

UK(n=182) Western Europe (n=536)

EU-Indonesia

Western Europe (n=682) Central & Eastern Europe (n=46)

EU-Japan

Central & Eastern Europe (n=54) Europe (n=582)

Western Europe (n=533)

EU-India

Europe (n=593)
Central & Eastern Europe (n=49)
Western Europe (n=546)

Europe (n=583)

EU-Thailand

Central & Eastern Europe (n=47)

EU-Malaysia

Europe (n=594)

Western Europe (n=544)

EU-USA

Central & Eastern Europe (n=50)

EU-Melcosur

Europe (n=605)

Western Europe [n=556) 0% 10% 20% 30% 40% 50% 60% 10% 80% 90% 100%

EU-ASEAN

Central & Eastern Europe (n=49) = Positive Impact = Negative Impact = No Impact =Don't know I

Europe [n=657)

UK([n=187)

Japan-UK

Western Europe [n=607)

Central & Eastern Europe (n=50)

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

|  Positive Impact = Negative Impact = No Impact = Don't know
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9. EPA/FTA(4)

It can be seen that Japanese-affiliated companies have increasingly high expectations for the Japan EU-Economic Partnership agreement.
The number of companies who responded that it would be a major advantage has risen to the highest number over the last 3 years.

Looking by country companies in Hungary (100%), Poland (83.3%) and Italy (69.4% gave the highest response rates to the Japan-EU Economic Partnership
Agreement being a major advantage.

No. of Compaples wh? responded EPA/FTA Impacts by Country
Japan-EU EPA gives Major Advantage
(Units : %)
450 54.3% 60% Europe (n=736) 54.3 m m 25.3
400 Hungary(n=6) m
400 50% Poland(n=24) ] m m
350 taly(n=36) | [69.4] 2.5 vmm(s.3
0 |
300 34.9% 37.8% 40% Denmerkines) | 333]
e—— 8 asJe—(ias)
250 F_7 293 ............. (‘
30% Netherlands(n=62) ‘ m
c 1
200 233 g Czech Repub.(n=17) | [23.5]
150 20% tqlu Gernamy(n=172) ] 12.8
B Sweden(n=9) E m m
100 Austira(n=13) [53.8]
50 10% Belgium(n=42) m m m
=u 3 69 — o0 i D
0 ; 0% ot |
Finland(n=16) m
2015(n=667) 2016(n=775) 2017(n=736)
UK(n=182) 5.1 [0.5] 28.0 [26.4]
= No. of SMEs No.of responses ==8==% of Major Advantage responses P°”"“a"'i=}‘,’l( a0.0] 300 300
Ireland(n=18) m m E
switzerland(n=7) [25.6] [14.3]

0% 10% 20% 30% 40% 50% 60% 0% 80% 90% 100%

M Positive Impact  Negative Impact ™ No Impact u Don’t know ‘
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9. EPA/FTA(5)

ﬁmongst sectors who cited the Japan-EU EPA as a major advantage,

petroleum products,

For non-manufacturing compared to last year the number of companies from Sales companies, Wholesale and retail trade (Including trading) ,Transport activities/
warehouse grew greatly. These Industries view it as a major advantage due to tariff reductions on Japan to EU exports and also expected to create business

opportunities for logistics.

When asked what was needed in order to fully utilize the future Japan-EU EPA, the most frequent answers were: list of goods subject to tariff reductions,
schedules and custom rates. Others mentioned were visa requirements, instructions explaining how to enjoy the specific benefits after the EPA comes into effect,
trends of Japanese-affiliated companies entering the European market, bilaterial agreement regarding EU General Data Protection Regulation.

@ For manufacturing the most dominantindustries were Electrical machinery & devices (Including parts), Motor vehicles & Motorcycle parts and Chemical, allied &

N

)

Key Sectors that see the Japan EU EPA as a Major Advantage

3 Manufacturing |
(Units : cos)
31 31
30
=== Electrical machinery & devices
25
==@==Motor vehicles/Motorcycles
parts
20
Chemical, allied & Petroleum
products
15
=== Miscellaneous manufacturing
industries
10
=== General-purpose & Production
machinery
5
0

2012 2013 2014 2015 2016 2017
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9. EPA/FTA(6)

Looking at companies most selected reasons for the Japan-EU EPA being a major advantage, the most popular was “Tariff Reduction/Abolition for Imports from
Japan” with a response rate of 78.5% selected by 303 companies.

Breaking down these company response by sector, 83 companies were Sales companies (93.3%), 45 Wholesale and retail trade (Including trading) (81.8%), 27
Transport activities/ Warehouse (56.3%) 25 Electrical machinery & devices (Including parts) (92.6%), 24 Motor vehicles & Motorcycles parts (88.9%) and 21
Chemical, allied & petroleum products (84%).

Looking at responses by country where they are based, 85 companies were in Germany (86.7%), 62 in the UK (78.5%), 30 in France (75%), and 28 in the
Netherlands (73.7%)

140 companies selected “Expanding Business Opportunities” as a major advantage, giving a response rate of 36.3%.

Breaking down these company response by sector, 38 were Transport activities/ Warehouse companies (79.2%),24 were Wholesale and retail trade (Including
trading) (43.6%) and 14 were Finance and insurance companies (100%).

Looking at responses by country where they are based, 38 from Germany (38.8%), 26 UK (32.9%) and 17 in the Netherlands (44.7%).

136 companies selected “Tariff Reduction/Abolition for Exports to Japan” giving a response rate 35.2%.

Breaking down these company response by sector, the highest number of responses came from 31 Transport activities/ warehouse companies (64.4%),
followed by 36 Wholesale and retail trade(Including trading)(65.5%).

Looking at the break down by the country the company is based in. Again Germany had the most companies at 29 (29.6%), 25 companiesin the UK (31.6%), 19
in France (47.5%) and 17 in Holland (44.7%).

Japan-EU EPA Impact
EU based Companies Reason for choosing "Major Advantages" (Multiple Answers Given)

(Units : Cos, %)

Tariff Reduction/Abolition 303(78.5%)
139(85.3%)
for Imports from Japan 164(73.5%)
40(36 3%)
Expanding Business Opportunities 34(20.9%)
106(47.5%)

Tariff Reduction/Abolition 136(35.2%)
52(31.9%)

for Exports to Japan 84(37.7%)

8(2.1%)
Government Procurement 1(0 6%) HAIl Sectors(n=386)
7(3.1%)
B Manufacturing(n=163)
8(2.1%)
Others 26(%227(”/; B Non-manufacturing(n=223)

D

40% 60% 80% 100%
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10. Local Procurement(1)

; L] For each company’s response the average procurement percentage was calculated based on the purchasing value. The average procurement rate from Japan

suppliersincreased by 2.2 pp reaching 31.2%, the conclusion of the Japan-EU EPA will give more benefits by reducing or abolishing customs duties. Looking at
the EU as a whole, the average procurement rate for "Local" (in other words domestic market) was an average of 29.6%, For “EU excluding local” the average
procurement rate was 21.3%. For “Europe excluding EU and Local” the average procurement rate was 1.4%.

L] In Western Europe, the average procurement rate from Japan and Local suppliers both reached around 30%, however in Central Eastern Europe local
procurement from EU countries (excl. local) is the highest at 31.9%.

L] For companies based in the UK manufacturing industry, whilst the average local procurement rate was 25.2%, for “EU excluding local” it was 18.4%. This
creates concern about the impact of customs duties imposed on trading between the UK and EU, after the UK withdraws from the EU.

Countries and Regions of Parts & Raw Material Suppliers for Manufacturing
(Breakdown Based on Value)

Wlocal ®EUexcl. "Local" ®Europe excl."Local" and EU =Turkey ®Japan ®Middle East uAfrica North America ®Latin America ®China ®Korea ®ASEAN Other Asia
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*1This graph shows the companies average response rate given for each procurement source. Each company calculated the percentage of their procurement sources to amount to 100% .
*2, ”Local” indicates the country/region listed, Countries where respondents are less than 5 were excluded.
*3 Procurement from Russia was 0% in all countries.
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10. Local Procurement(2)

The average procurement rate from suppliers in Japan for Japanese-affiliated EU based companies (from all sectors including non-
manufacturing),increased by 2.2 pp since last year reaching 34.4%. This percentage will be expected to rise once the Japan-EU EPA has been concluded.
Only in Western Europe (excluding Switzerland) was the procurement rate of Japanese suppliers higher by 3.5 percentage points.

L] For all companies based in the UK, the average local procurement rate was 29.3%, “EU excluding local” came to the average rate of 17.1%, therefore after
the UK withdraws from the EU, If customs tariffs were to be imposed on business between the UK and EU, this will also impact all sectors in the UK as well
as manufacturing.

Countries and Regions of Parts & Raw Material Suppliers for all Sectors
(Breakdown Based on Value)
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*1This graph shows the companies average response rate given for each procurement source. Each company calculated the percentage of their procurement sources to amount to 100% .
*2, ”Local” indicates the country/region listed, Countries where respondents are less than 5 were excluded.
*3 Procurement from Russia was 0% in all countries.

Copyright © 2017 JETRO. All rights reserved. 53



10. Local Procurement(3)

@ When breaking down Local procurement, local suppliers from Europe were the highest averaging at 75.5%. This is an increase of 2.5pp since the
previous year. The second highest was locally based Japanese-affiliated companies averaging at 14.7% also increasing by 1.5pp, followed by other locally
based foreign suppliers at 9.8%, decreasing by 4pp.

@ The average procurement rate of Local Japanese affiliated companies in Central and Eastern Europe was higher than Western Europe (excluding
Switzerland). Showing that there are is more accessibility to local suppliers in the Western than in Central and Eastern Europe.

Break down of Local Suppliers for Manufacturing
(Breakdown Based on Value)

® Local companies © Japanese-affiliated companies ® Other foreign-affiliated companies

o
S

10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

MEU (n=232)

EMWestern Europe excl. Switzerland (n=201)
Ireland (n=5)

France (n=35)

Netherlands (n=10)

Italy (n=8)

Belgium (n=5)

Germany (n=48)

Finland (n=13)

Spain (n=14)

UK (n=48)

B Central & Eastern Europe (n=32)
Poland (n=9)

Hungary (n=7)

Czech Repub. (n=9)
* ”Local” indicates the country/region listed, Countries where respondents are less than 5 were excluded
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Japan External Trade Organization

Contact details for inquiries:

Japan External Trade Organization (JETRO)
Overseas Research Department,

Europe, Russia and CIS Division

1-12-32 Akasaka, Minato-ku, Tokyo 107-6006
TEL:03-3582-5569
E-mail : ORD@jetro.go.jp

Responsibility for any decisions made based on or in relation to the information provided by this report
shall rest solely on readers. Although JETRO strives to provide accurate information, JETRO will not be
responsible for any loss or damages incurred by how the readers use the information provided in this
report.
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