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“Annual Survey of Corporate Behavior”,
Improving business confidence

“Annual Survey of Corporate Behavior” is one of the surveys which captures corporations’ outlook of
economy and business demand, and is released by the Cabinet Office, Japan annually. The survey
contains useful information such as break-even exchange rates and overseas production ratios to research
kthe corporation’s activities. For the latest survey, 982 public companies participated in the survey. j

Poinit 1 Upbeat overseas production continues
To capture vigorous local demand in overseas market

B “Annual Survey of Corporate Behavior as of January 2015 was released by the Cabinet Office on 3rd
March. The research shows the average overseas production ratio of Japanese manufacturing
companies marginally rose from + 22.3% in FY2013 to + 22.9% in FY2014 (estimate basis) and is
forecasted to further increase to + 26.2% in FY2019 (estimate basis) despite Yen depreciation.

B Of the answers for motivation of building production bases abroad, “Advantage of location, having
production base close to the consumption area” (40.3%) comes first. And the 2" most replied reason
was “Taking advantage of lower labor costs” (24.4%). The production shift to overseas countries is
deemed to continue growing in order to meet vigorous local demand in overseas market although Yen
has been weakened significantly for a few years.

B Corporation’s capital investment (CAPEX) plan has slightly retreated. The companies that plan to
increase CAPEX over the next three years account for 64.5% of all the respondent, which somewhat
decreased from 66.4% on the survey in the previous year. This shows retreating business confidence
for CAPEX as more companies answered to reduce CAPEX than in the previous year.

_ Many companies anticipate current exchange
EILZ (e level to remain

Earnings of exporters are improving

B Many corporations forecast current level of exchange rate remains for a year period. The average
forecast of USD/JPY rate in a year time (around Jan. 2016) by the companies of all industry is 119.50,
which got stronger by about 14 yen from 105.7 on the survey conducted in the previous year.

B The break-even USD/JPY rate was 99.0 yen on average for exporters, which got stronger by about
7 yen from 92.9 yen on the survey in the previous year deteriorated the exporter’s profitability.
However, the profits are expected to expand if the exchange rate remain at the current level.
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Future Outlook

B More corporations plan

to increase employees

The number of the corporations that
answered to increase employees over the
next three years accounted for 61.1%, which
rose from 54.9% on the survey in the
previous year. Also, the number of
corporations that increase full-time workers
accounted for 60.0%, which rose from
53.5% a year ago. It seems to reflect
current tightening labour market.
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Constructive spending of favorable corporate earnings for
more employment and CAPEX is the key for further growth

Proportion of corporations by their employment plan
(Over the next three years)
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(Note) Data period from FY2008 to FY2014.
(Source) SMAM, based on Cabinet Office, Japan data.

B Government measures to promote domestic capital investment is awaited
The growth strategy of Abe’s administration aims to thrive regional economy and promote productive
investment by corporations. On the latest survey, we could observe corporations’ intention to increase
the number of employees, while positive behavior to increase CAPEX is yet to be materialised and
the overseas production shift is likely to continue rising. Further penetration of government’s supportive
measures to promote the CAPEX investment is expected.
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