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Summary points

Over 60% of firms expected a surplus, the largest figure to date:
the percentage of firms expecting their business to expand also increased slightly

1. More than 60% of respondent firms expected a “surplus.” This fourth survey is the first time this figure has exceeded 60%.

v' The largest percentage of firms expected a surplus in 2016. The percentage of such firms first exceeded 60% in this the fourth survey (62.7%).
Compared with the previous year, 80% of the respondent firms answered that they expect operating profits to “increase” or “remain the same.” The
percentage of firms expecting operating profits to “decline” decreased by 15.2 points to 18.1%. This is because the Russian economy seems to have
bottomed out and is beginning to recover. [P8, P9]

v" Regarding the factors behind improved operating profits, the percentage of firms answering “increased sales in local markets” increased by 22.4 points
to 61.8%, reaching a majority. [P10]

v" Regarding their 2017 operating profit forecast, 54.2% of respondent firms forecast that their operating profits would “remain the same,” while the
percentage of those forecasting that they would “decline” was 6%, about one-third of the previous year. [P11]

2. A majority expect their business to “expand.” Firms have expectations for the growth potential of the market.

v' Compared with the previous survey, the percentage of firms answering that their business will “expand” in the next one to two years increased by 7.2
points to 51.8%. The percentage of firms expecting to “maintain the status quo” was 47.0%, showing that nearly half of the respondents have cautious
prospects about their business development. [P14]

v" Many of the companies are planning to expand their business due to “increased sales” and “high growth potential,” indicating that they think the future
of the market is bright. [P15]

3. Major management challenges tending to improve

v Many firms chose “fluctuations in the exchange rate of the local currency against the dollar/euro” and “fluctuations in the exchange rate of the local
currency against the yen” under the category of financial, monetary, and foreign exchange problems. However, the percentage of such firms decreased
by more than 10 points each. [P18]

v" Regarding local production problems, the percentage of firms choosing “underdeveloped logistical infrastructure” and “shortages of power supply and
blackouts” decreased, indicating an improvement in infrastructure. [P20]

v" Regarding advantages in the investment environment, an overwhelming majority chose “market size/growth potential.” Regarding risks, the largest
number of firms chose “volatility of exchange rates.” [P22]

4. Interested in the Eight-Point Cooperation Plan, Russian industrial diversification, improvement of the urban environment and
development of the Far East

v" More than 60% of the respondent firms are interested in the Eight-Point Cooperation Plan that Prime Minister Abe proposed to President Putin at the
Japan-Russia Summit Meeting in Sochi in May 2016. [P28]

v' Of the eight points, manufacturing industries are highly interested in “improved diversification and productivity of Russian industries,” while many non-
manufacturing firms chose “developing industries in the Far East and making the region an export base toward Asia-Pacific region”, and “development
of comfortable and clean cities that are easy to live in and support active lives.” [P28]
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Overview of the survey conducted this year (1)

Forms of enterprise

Purpose : :
- Number of  iFully owned or JV's  JV's with non- ! ;
To understand the actual conditions of Japanese-affiliated companies  with Japanese Japanese Branch ‘Unknown
companies’ operations in Russia and broadly publicize surveyed ;companies companies :

the results of the survey to the public

Targets

e

Japanese-affiliated companies operating in Russia
(subsidiaries or branch offices in which Japanese

entities directly or indirectly have a stake of 10% or
more, excluding Japanese representatives’ offices)

Period

October 7 to November 4, 2016

Response status

A total of 110 companies were asked to reply,
and valid replies were received from 83 of them
(valid response rate: 75.5%).

Remarks

P

®The survey was first conducted in 2013, and this
year’s is the fourth in its series.

®The total of figures for charts is not always
100% because they are rounded off.

®JETRO informed target companies of the URL
for survey forms and asked them to complete
the forms and return them, or transmitted
guestionnaires written in Japanese to those
companies by email.

Total 83 84.3: 6.0 7.2 24

Manufacturing
industries

Non-manufacturing
industries

List of industries

Food, agriculture and fishery processing

Chemical products, oil products

o Rubber proQucts

E Machines*

g Electric machines and electronic equipment

5 Electric and electronic parts

g Transportation machines**

= Parts for transportation machines

Precision machines and apparatuses

Medical devices

Agriculture and forestry

> Distribution

£ Trading House

*g Sales company
S .

5 Banking

S Transportation and warehouse

Eé Real estate

§ Hotel, travel, food and restaurant service

Telecommunication and IT

Other service

*including molds and power tools
**motor vehicles and two-wheeled vehicles
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Overview of the survey conducted this year (2) I

Federal subjects in which respondents are located J

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

1.2 12 12

A
Total (n=83) 24 éi 1 3.6
[ T
inﬁﬁg#{:g t(l?]ri-nl%) 537 53 ?1{{? E 53 E 15.8
i A/ AR

----- 16 1.6

16

Non-
manufacturing
industries (n=64)

B Moscow City B Moscow Region

O Yaroslavl Region St. Petersburg City
E1Leningrad Region 0 Nizhny Novgorod Region
@ Primorsky Territory O Other
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Overview of the survey conducted this year (3)

Form of enterprise of respondents Year in which respondents were established

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

1970 or  1986-1990

earlier 1.2% 1991-1995
Total (n:83) 1.2% 8.4%
1996-2000
2011-2015 2.4%
Manufacturing 21.7%
industries (n=19)
2001-2005
Non-manufacturing 19.3%
industries (n=64)
S - No.of
@ Fully owned or JV's with Japanese companies respondents
@JV's with non-Japanese companies 83
OBranch
B Unknown
Respondents’ number of employees (manufacturing/non-manufacturing)
0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
| | |
g P o
— -
Total (n=80) 138 375 %aiiiid 175 ~ 188
Manufacturing o o o
. . -l 3 2
industries (n=19) 15.8 21.1 s 105 h,ﬂﬁ 211 211 531 53
Non- e P
manufacturing 13.1 426 D 19.7 Zamatatans!
industries (n=61) | |
@10 persons or less E11-50 persons E51-100 persons 101-300 persons

E301-1,000 persons ®1,001-3,000 persons  O3,001 persons or more
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1. Operating profit forecasts (1) Ia

Summary points

O 2016 operating profit forecasts

» A majority of the respondents, whether from manufacturing or non-manufacturing, answered that they are expecting an operating profit
surplus. At 62.7% in this the forth survey, it was the first time for the answer to receive more. Compared with the previous year, about
80% of the respondent firms answered that they expect operating profits to “improve” or “remain the same.” The percentage of firms
expecting operating profits to “decline” decreased by 15.2 points to 18.1%. This is because the Russian economy seems to have hit the
bottom and is beginning to recover.

O Factors for improved operating profits

* The number of firms choosing “increased sales in local markets” was the largest of the factors behind improved operating profits.
Because of the increase in the number of firms feeling an improvement in business sentiment, the percentage of firms choosing this
answer increased by 22.4 points to 61.8%, reaching a majority for the first time since the 2014 survey. The percentage of firms
choosing a reduction of various costs (other expenditures [e.g., administrative and energy costs] or procurement costs) decreased by
15 to 20 points compared with the previous survey. Some of the firms that chose “other” are planning to improve operating profits by
raising prices.

O Factors behind declining operating profits

* As factors behind declining operating profits in 2016, the percentage of respondents choosing “decreased sales in local markets” and
“exchange rate fluctuations” was 66.7% and 60.0% respectively. Compared with the previous year, the percentage of firms choosing
“exchange rate fluctuations” decreased by 11 points.

O 2017 operating profit forecasts

« The percentage of firms expecting operating profits in 2017 to “remain the same” was 54.2%, the largest, and increased by 16.6 points
compared with the previous survey. The percentage of firms choosing “increase” fell by 4.3 points, while the percentage of firms
choosing “decrease” fell by 12.3 points.

» Because “2016 operating profit forecasts” in the 2015 survey are almost the same as “2016 operating profit forecasts (compared to

results in the previous year),” operating profits in 2017 are expected to be almost the same as the forecasts. Although many firms are
cautious, the percentage of firms choosing “decrease” dropped to one-third of that in the previous year, indicating an improvement in

business sentiment.

O Factors behind improved or declining operating profit forecasts

* The largest factor behind improved operating profit forecasts in 2017 continued to be “increased sales in local markets,” which was
chosen by 90% of respondents. Manufacturing firms also pointed out “increased sales due to expansion of exports” and “improvement
in production efficiency” as factors behind the improvement. Factors behind declining operating profit forecasts included “decreased
sales in local markets” and “exchange rate fluctuations.”
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1. Operating profit forecasts (2)

2016 operating profit forecasts J

2015 operating profit forecasts

Deficit

Surplus
49.5%

No. of
Deficit respondents
24.1% 93

%reakeven / Surplus 2014 operating profit forecastsJ
133% 62.7%
No. of

resp%n?)dents Deficit
24.5%
Breakeven ;
0% 20% 40% 60% 80% 100% 22.3% No. o
//}//// respondents
94
Total (n=83) 62.7 13.3 g
2013 operating profit forecasts J
Manufacturing
. . ! 52.6
industries (n=19) - Deficit
| 30.2%
Nonmanufacturing ; |
industries (n=64) 656 141 T ] Séusr%;)s
Breakeven 7 No. of
0,
‘ BSurplus  @Breakeven @ Deficit 14'3/;; respcgnsdents
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1. Operating profit forecasts (3) —

Changes in 2016 operating profit forecasts compared to 2015 results J

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

Y/

‘ Decrease
; ©18.1% -

U

Total (n=83) 410

EN

26.3 1158 10
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41.0% Manufacturing
industries (n=19)
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same Non-
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1. Operating profit forecasts (4)

Reasons for forecasting an increase in 2016 operating profits Reasons for forecasting a decrease in 2016 operating profits
(Manufacturing/non-manufacturing) <Multiple answers> (Manufacturing/non-manufacturing) <Multiple answers>
0% 20% 40% 60% 80%  100% 0% 20% 40% 60% 80%  100%
[ I [ I
618 I i I I 66,1
Increased sales in local markets Decreased sales in local markets
] 69.6
. 60.0
Reduction of labor costs Effects of exchange rate fluctuation 66.7
7] 58.3
- \
Effects of exchange rate Production costs insufficiently 40.0
fluctuation shifted to selling price of goods
Reduction of other expenditures 17.6
(e.g., administrative/utility/fuel 9.1 Increase of procurement costs 66.7
costs) = 21.7
. 11.8 Increase of other expenditures
Reduction of procurement costs 9.1 (e.g., administrative/utility/fuel
13.0 costs)
11.8
Improvement of sales efficiency 9.1 Sales decrease due to export
slowdown
13.0
i 0 OTotal (n=34) OTotal (n=15)
Sales increase due to export )
expansion 0 _ Increase of labor costs 333
0 B Manufacturing
B industries (n=11) m Manufacturing
Improvement of production . industries (n=3)
efficiency (manufacturing industry | 0 @Non-manufacturing Rising interest rates
only) industries (n=23)
L B Non-
14.7 manufacturing
Other 27.3 Other 333 | industries (n=12)
8.7
]
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1. Operating profit forecasts (5)

2017 operating profit forecasts J

Decrease

£
/

Total (n=83)

Manufacturing
industries (n=19)

Non-manufacturing
industries (n=64)

Remain the
same
54 2%
No. of
respondents
83
0% 40% 60% 80% 100%
54.2 s Bt
6.0
57.9 158
53.1 ek
‘ ‘ '/3.1
J
B Increase BRemain the same B Decrease

2016 operating profit forecasts

Decrease
18.3%

Increase

ﬁ 44.1%

Remain
' the same ,',y' - No. of
37.6% 7 respondents
2 93

2015 operating profit forecasts J

Decrease
18.1%

Remain
the same
31.9%

Increase
50.0%

No. of

94

respondents

2014 operating profit forecastsJ

the same
44.4
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1. Operating profit forecasts (6)

Reasons for forecasting an increase in 2017 operating profits
(Manufacturing/non-manufacturing) <Multiple answers>

100%
90.9

0% 20% 40% 60% 80%

Increased sales in local markets 100.0

- ' “89.3
] 18.2
Improvement of sales efficiency 20.0
L] 17.9
Reduction of other expenditures || 15.2
(e.g., administrative/utility/fuel 20.0
costs) bl 143
Effects of exchange rate 0:| 121
fluctuation
Reduction of procurement costs
Reduction of labor costs
. 6.1
Sales increase due to export 20.0
expansion :
3.6 OTotal (n=33)
Improvement in production
efficiency (manufacturing industry 20.0 @ Manufacturing
only) industries (n=5)
15.2 B Non-manufacturing
Other | 0 industries (n=28)
2 175 T

Reasons for forecasting a decrease in 2017 operating profits
(Manufacturing/non-manufacturing) <Multiple answers>

0%

40%

60% 80%

100%

Decreased sales in local
markets

|
= 60.0
66.7

Effects of exchange rate
fluctuation

Increase of procurement costs

66.7

Increase of labor costs

Production costs insufficiently
shifted to selling price of
goods 0

Sales decrease due to export
slowdown

Increase of other
expenditures (e.g.,
administrative/utility/fuel costs) | 0

Rising interest rates | 0

Other | 0

66.7

B Total (n=5)

E Manufacturing
industries (n=3)

B Non-manufacturing
industries (n=2)
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2. Future business outlook (1) I,a

Summary points

O Direction of business development in the next one to two years

» The percentage of firms that chose “expansion” for their direction of business development over the next one to
two years was 51.8%, up by 7.2 points from the previous survey (44.6%). The percentage of firms that chose
‘remain the same” was 47.0%, down by three points from the previous survey. Only one firm chose “reduction”
(four firms did so in the previous survey). Although the business outlook did not greatly improve, these results
show signs of a bright future. On the whole, many firms have a positive outlook on business development in
Russia.

O Reasons for forecasting an expansion, and functions that will expand, in the business outlook

» Of the companies that chose “expansion,” 81.4% chose “increased sales” as the reason. The percentage of
firms that chose “high growth potential” was 53.5%, down by 14.8 points from the previous year. Although
expectations for markets are improving, the results show that many firms are still careful about their prospects.

» Regarding the functions that will be expanded, many companies chose “sales functions” (79.1%) and “logistics
functions” (20.9%). The percentage of firms that chose “functions of service administration (shared services, call
centers, etc.)” increased by nearly 10 points from the previous survey to 14.0%.

O Increase/decrease in the number of employees

* In terms of changes in the number of employees during the past year, more than half of the respondents chose
“remain the same” for the number of local employees and the number of Japanese expatriates. Only about 20% of
respondents answered “decrease” for both numbers. Although the manufacturers that chose “decrease” for both
numbers accounted for more than 40% in the previous survey, this time the percentage fell by almost half.

* Regarding future personnel plans, about 40% of respondents are planning to increase the number of local
employees, while more than half chose “remain the same.” On the other hand, nearly 90% chose “remain the
same” in terms of the number of Japanese expatriates, and only 2.4% chose “increase.” This shows a relative
tendency to increase the number of local employees.
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2. Future business outlook (2)

Direction of business development over the next
one to two years (2016 survey) J

Reduction
4.3

Transferring to a

to a third
country
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1.1%

Ref;%/tion third Expansion
270 country/region or . 44.6% (2015 survey) J
; withdrawal Remain
' 0% the same
........... / No. of
respondents
92
e
Remain the ; Expansion Transferring
same i 51.8% Reduction to a third
47.0% f;_ 4.3% country/
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‘ Withdrawal
.............. : 7 e No. of “ ) 0%
respondents Remain
the same
83
29.8%
» Expansion
66.0% (2014 survey) J
0% 20% 40% 60% 80% 100% No. of
respondents
| 94
Total (n=83) 47.0 % .
z Reduction
1.2 1.6% Transferring
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. A country/
_ Manu_facturmg 421 B Remain the region or
industries (n=19) same withdrawal
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. i ' 2013 surve
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industries (n=64) 77.8%
: No. of
respondents
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2. Future business outlook (3)

Reasons for expanding business over the next one to two years

(Manufacturing/non-manufacturing) <Multiple answers>

Increased sales

High growth potential

Reviewing production and
sales networks

Relationships with clients

High receptivity for high-
value added products

Reduction of costs (e.g.,
procurement costs, labor
costs)

Ease in securing labor

force

Deregulation

Other

0%

40%

60% 80%

100%

23
0
] 3.0

] 25.6

30.0
242

ETotal (n=43)

B Manufacturing
industries (n=10)

B Non-manufacturing
industries (n=33)

Functions that will be expanded over the next one to two years
(Manufacturing/non-manufacturing) <Multiple answers>

Sales function

Logistics function

Administrative functions in
providing services (e.g., shared
services center, call center)

Production (high value-added
products)

Production (ubiquitous products)

Function of regional headquarters

R&D

Other

60% 80%

O Total (n=43)

E Manufacturing
industries (n=10)

B Non-manufacturing
industries (n=33)

* Firms that answered “reduction” regarding their expected direction of business development over the next one or two years chose “decreased sales”
and “rising costs (e.g., procurement and labor costs)” as reasons for the expected reduction.
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2. Future business outlook (4)

Increase or decrease in the number of employees

Changes in the number of local employees over the past year

Total (n=83)
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Changes in the number of Japanese expatriates over the past year
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3. Challenges in management (1) I,a

Summary points

O Sales and marketing

« “Sluggish sales in major markets” was chosen by 64.6% of respondents. Among types of companies, the percentage of
manufacturers choosing this answer increased by 28.2 points. The results reflect the following: although many firms
answered “surplus” in terms of operating profits, the size of their surplus was unsatisfactory; and their expectations of market
potential are high. The percentage of manufacturers choosing “rise of competitors (competition in terms of cost)” came to
nearly double the number in the previous survey.

O Financial and monetary affairs and foreign exchange

+ Although many firms chose “fluctuations in the exchange rate of the local currency against the dollar/euro” (69.5%) and
“fluctuations in the exchange rate of the local currency against the yen” (28.0%), the percentage of firms choosing these
answers each decreased by 10 points from the previous survey. This result reflects the gradual stabilization of exchange
rates. The percentage of firms choosing “no challenges in particular” doubled to 8.5% over the previous year.

O Foreign trade legislation

« While many firms continued to choose “complex procedures,” the percentage of firms choosing “customs clearance takes
time” decreased to 24.4%, down by 15.8 points from the previous survey. Among others, the percentage of manufacturers
choosing this answer greatly decreased to 16.7% from 52.0% in the previous survey. This indicates that customs clearance is
carried out more rapidly. Responding to the question about the authorities’ efforts to improve the customs clearance system,
although many firms chose “no change,” a few companies answered that there was improvement in “computerization of
clearance procedures” and “reduction in the number of documents necessary for clearance.” This seems to point to a
reduction of the time taken for customs clearance.

O Hiring and labor

+ Although there is no great change from the previous survey on the whole, more than a half of the respondent manufacturers
and non-manufacturers each regarded “quality of employees” as the most serious challenge in this category. On the other
hand, the number of companies that identified “retention rate of employees” decreased slightly.

O Production (manufacturing industries only)

+ As in the previous survey, the largest number of firms chose “difficulties with local procurement of raw materials and parts.”
However, the number of firms choosing “underdeveloped logistical infrastructure” or “shortages of power supply and
blackouts” decreased, indicating an improvement in infrastructure.
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3. Challenges in management (2)

Challenges for sales and marketing
(Manufacturing/non-manufacturing) <Multiple answers>

Sluggish sales in major markets
(low consumer spending)

Decrease of orders from
business partners

Emergence of competitors
(competition in cost)

Slow development of new
customers

Request for price reduction from
major business partners

Delayed collection of accounts
receivable

Emergence of competitors
(competition in quality)

Inflow of low-price import
products to local markets

Lack of progress in local
deregulation

Other

No particular issues

0%

20%

40% 60% 80%

v
poe]

1

1

B Total (n=82)

B Manufacturing
industries (n=18)

B Non-manufacturing
industries (n=64)

Challenges in terms of financial and monetary affairs and exchange rates
(Manufacturing/non-manufacturing) <Multiple answers>

0%

20%

100%

Fluctuations in the exchange
rate of the local currency
against the dollar/euro

Fluctuations in the exchange
rate of the local currency
against the yen

Tax burden (corporate tax,
transfer pricing taxation, etc.)

40%  60%  80%
I I
69.5
778
] 67.1
28.
44.4
23.4
25.6
27.8
25.0

Rising interest rates

Shortage of cash flow
required for business
expansion

Regulations concerning
overseas remittances

Fluctuations in the exchange
rate between the yen and the
dollar/euro

Difficulty in getting financing
from local banks

Regulations concerning
financing and payment

Other

No particular issues

OTotal (n=82)

E Manufacturing
industries (n=18)

B Non-manufacturing
industries (n=64)
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3. Challenges in management (3)

Challenges in terms of trade legislation r
(Manufacturing/non-manufacturing) <Multiple answers>
0% 20% 40% 60% 80%

Complex procedures for
customs clearance

Significant time required for
customs clearance

Inadequate communication
and enforcement of notices
and rules

Unclear variation
assessment/classification
criteria for tariffs

High import tariffs

Unclear inspection systems

High non-tariff barriers OTotal (n=82)

Export restrictions and export

tax B Manufacturing

industries (n=18)

Strict or unclear quarantine

systems @Non-

manufacturing
industries (n=64)

No particular issues
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Russian authorities’ efforts to imprdve the customs system
over the past year
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B No change ODeteriorated B Unknown
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inspection (n=82)
Transparency and fairness in sanitary
inspection (n=82)
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inspection for standards and certification (n=82)

Simplification in payment of tariff and VAT or mr=
refunds (n=82) 3.7

Frequency of no-notice inspection (n=82) 3i;

Protection of intellectual property rights (n=82)

User-friendliness of website and its contents** |
(n=82)

Other (n=19)

*including deciding classification of HS codes Pl
**including provision of information in English’¢’

o P

oS e e,

{ <No change> 1 { <Dec||neq> 1
I Fairness of customs inspections (non- | j Increase in the number of :
I manufacturing: transport/warehousing) 1| Instructions to correct I
I Simplification of inspection of standard materials ! I commodity prices (non- |

recognized in markets (manufacturing: Electrical h manufactl_mng: transport and
I  warehousing)

. and electronic parts) ) Nmmm———————— 19



3. Challenges in management (4)

Challenges in terms of hiring and labor
(Manufacturing/non-manufacturing) <Multiple answers>

Quality of employees

Increase in wages of employees

Regulations concerning dismissal and
reduction of personnel

Cost for dispatched Japanese executives*

Difficulty in recruiting workforce (general
staff, office workers)

Difficulty in recruiting workforce (middle
management level)

Retention rate of employees

Difficulty in appointing local personnel as
managers and supervisors

Restriction on hiring foreigners

Difficulty in recruiting workforce
(engineers)**

Restriction on visa issuance for dispatched
Japanese executives*

Difficulty in recruiting workforce (general
workers)**

Labor-related lawsuits
Other

No particular issues

*stationed representatives
**manufacturing companies only

0% 20% 40% 60%

52.4
0.0
e ] B3

I 22.2
4.9
5.6
47
56 O Total (n=82)
" .
0 B Manufacturing
0

industries (n=18)

Non-manufacturing
13.4 industries (n=64)

222 ‘ ‘

Challenges in terms of production

(Manufacturing) <Multiple answers>

Difficulty in local procurement of
materials and parts

Difficulty in quality control

Rising procurement costs

Low production capacity due to
limited facilities

High tariffs on imports of capital
and intermediate goods

Cost reduction which has nearly
reached the limit

Underdeveloped logistical
infrastructure

Difficulty in changing production
items in a short time period

Shortages of power supply and
blackouts

Environmental regulations
becoming more strict

Other

No challenges in particular
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4. Advantages and risks in terms of the investment environment (M

Summary points

O Advantages (merits) and risks in the overall investment environment

» Overwhelmingly, many firms chose “market size/growth potential” as an advantage in terms of the investment environment.
Although the percentage of such firms decreased slightly, it can be said that growth potential remains an appeal of the
Russian market. The percentage of firms choosing “stable political and social conditions” increased to 20.7%, up by 15.3
points from the previous survey.

« Although the largest percentage of firms chose “volatility of exchange rates” as an investment environment risk, it decreased
by eight points from the previous survey. In addition, this decrease was also shown in the percentage of firms choosing
“unstable political and social climates” and “unclear policy implementation by the government” which decreased by 18.4
points and 8.1 points respectively, clearly that political and social risks involved in investment are on the decline.

O Safety risks

* The largest portion, 78%, of respondents chose “public security and terrorism.” As in the previous survey, several firms
choosing “other” identified “traffic accidents” and an “underdeveloped medical environment.”

O Competition

» Regarding companies facing the most competition, the largest group of respondents, at 36.6%, identified that competition as
Japanese companies. The percentage of firms choosing “local companies,” which had greatly increased in the previous
survey, continued to increase by another 7.7 points to 20.7%. Under the government’s import substitution policy, local
companies further strengthened their presence as competitors. By contrast, the percentage of firms choosing European
companies as competitors decreased by 12 points from the previous survey.

» Regarding changes in competition, the percentage of firms stating that competition increased came to 45%, down by 8.8
points from the previous survey. On the other hand, the percentage of firms choosing “unchanged” increased by about 10
points to 55%. There was not much difference in the response rate between manufacturers and non-manufacturers.
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4. Advantages and risks in terms of the investment environment (

Advantages in the investment environment <Multiple answers> '

Market size/growth potential
Stable political and social climates

High quality of employees

Easy recruitment of employees (general
workers, general staff and office workers, etc.)

Abundant land/office spaces and low land
prices/lease fees

Concentration of partner companies (customer
companies)

Easy recruitment of employees (specialists and
engineers, middle management level, etc.)

Comfortable living environment for
representatives stationed from headquarters

High retention rate of employees

Tax incentives (corporate taxes, export and
import tariffs, etc.)

Concentration of supporting industries
(convenience of local procurement)

Developed infrastructure (electricity supply, 0
transportation, communications, etc.)

Substantial investment incentive scheme | 0
Prompt clearance of procedures | Q

Low language or communication barriers | 0

Other . 4.9

No. of

respondents

82

0%

20%

40%

60%

80%

Risks in the investment environment <Multiple answers>

Volatility of exchange rates

Complex administrative procedures
(permission and licenses, etc.)

Inadequate and unclear legal system
Unstable political and social climates

Complex tax system and procedures

Unclear policy administration by the local
government

Transaction risks (collection risk, etc.)

Rising labor cost

Inadequate infrastructure (electricity
supply, logistics, communications, etc.)

Lack of intellectual property protection

Limited workforce and difficulty in recruiting
personnel

Insufficient accumulation of related
industries

Lack of land/office space, rising land
prices/rent

Labor disputes and labor-related lawsuits

Inadequate investment incentive schemes

Restrictions on foreign investment such as
foreign equity restrictions

Consumer campaigns and boycotts
(consumer boycotts, public protests, etc.)

Other

No particular issues
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4. Advantages and risks in terms of the investment ell—

Safety risks <Multiple answers> J
Security and terrorism 78.0
Discord or ethnic/religious conflicts
Trouble with housing and living standards of representatives
stationed from headquarters and their families

Crimes targeted at foreign people and companies*

Oversight of foreigners by the authorities

Accidents in which many foreigners have frequently been

involved

Political conflicts

Environmental pollution

Demonstrations and strikes

e Cyberterrorism (hacking, etc.), industrial spies, etc.
[ { \|

| : ; - .

; © Traffic accidents : Trouble related to civil affairs
: » Underdeveloped medical

;  environment : Natural disasters

-_-~--___ _ Diseases (serious contagious illnesses) No. of
S ———— respondents
TT==3 Other 82
No specific risks 12.2
0% 20% 40% 60% 80% 100%

*killings and injuries, kidnappings, robberies and theft, fraud, etc.
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4. Advantages and risks in terms of the investment environment (M

Companies with the most competition Changes in competition for companies facing the most

South Korean OtherAs_ian Other No Competition over the past year
companies,/” 1 5o

companies
3.7%

competition
2.4% Competition

Chinese lessened
i ano g a 0,
Corgpﬁ,/g'es Competitive relationships 0%
US companies Japane_s,e ; Competition
12.2% companies , increased
7 45.0%
Unchanged
: European
\ companies
No. of
respondents
82
Companies with the most competition Changes in competition for companies facing the most
(Manufacturing/non-manufacturing) Competition over the past year
0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100% (Manufacturing/non-manufacturing)
3.7 (] (] (] (] b b
| 12] 0% 20% 40% 60% 80% 100%
T H 1
Total (n=82) 12.2 :;::E 24 \ \
377 Total (n=80) 45.0 7 55.0
Manufacturing 56 |
industries (n=18) ) "-5-6
‘ ' Manufacturing
31 : industries (n=18)

Non-manufacturing
industries (n=64)

" 738 JT 31

Non-manufacturing

BJapanese BLocal B European industries (n=62) 45.2 f 94.8
companies companies companies ‘ ‘
OUS companies OChinese B South Korean
companies companies .
B Other Asian companies B Other ONo competition ‘ @ Competition increased  @Unchanged ‘
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5. Procurement of parts and raw materials <Manufacturing industries o

» Regarding the procurement of parts and raw materials, compared with the previous survey, the percentage of firms
procuring from “Japan” increased by 14.9 points to 37.5%, the largest ratio of respondents. In addition, the percentage of
firms procuring from “China” increased by a significant 16.9 points.

* In terms of local suppliers of parts and raw materials, although the percentage of firms procuring from local companies was
the largest, it still decreased by 18.5 points. The percentage of firms procuring from Japanese companies entering the local
market and from other foreign companies entering the local market increased by 5.7 points and by 12.9 points respectively.

Breakdown of suppliers for raw materials and parts Breakdown of local suppliers for raw materials and parts

(Percentages of answers add up to 100%)

South Korea CIS (excluding Other foreign-

0.4% Russia) 0% Others affiliated Japanese-
North America 1.8% companies afflllate_d
1.3% 15.6% companies
. 10.0%
Other Asian
countries
5.8%

companies
74.4%

e s T T
s ogal S
o, -

e No. of
.......... s/ No. of respondents
respondents 8
12

Copyright © 2016 JETRO. All rights reserved. Reproduction without permission is prohibited.

25



6. Use of FTAs (1)

Exports
Exports to countries that have concluded FTAs and

Use of preferential tax rates from FTAS or

similar agreements when exporting

similar agreements with Russia <multiple answers>

Kazakhstan 39.0
Belarus
Azerbaijan
Armenia
Kyrgyz
Uzbekistan
Turkmenistan
Georgia
Tajikistan

Moldova

Montenegro
No. of

respondents

Vietnam 1.2 82

Serbia

Not export to the countries

!
listed above p7.3

0% 20% 40% 60% 80%

mUtilizing BConsidering utilization B Not utilizing (No plan to utilize)

Kazakhstan (n=32)

Belarus (n=27)

Azerbaijan (n=8)

Armenia (n=7)

Kyrgyz (n=7)

Uzbekistan (n=6)

Turkmenistan (n=4)

Georgia (n=4)

Tajikistan (n=4)

Moldova (n=3)

Montenegro (n=1)

Vietnam (n=1)

Serbia (n=0)

0%
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6. Use of FTAs (2)

Imports

Imports from countries that have concluded FTAs and

Use of preferential tax rates from FTAs and

similar agreements when importing

similar agreements with Russia <multiple answers>

Vietnam
Belarus
Kazakhstan
Azerbaijan
Uzbekistan
Turkmenistan
Armenia
Tajikistan
Moldova
Kyrgyz
Georgia
Serbia

Montenegro

Not import from the
countries listed above

4.9

3.7

24

1.2

1.2

1.2

1.2

1.2

1.2

1.2

No. of
respondents
82

91.5

0%

60% 80%

100%

mUtilizing B Considering utilization ONot utilizing (No plan to utilize)

Vietnam (n=4)

Belarus (n=3)

Kazakhstan (n=2)

Azerbaijan (n=1)

100.0

Uzbekistan (n=1)

100.0

Turkmenistan (n=1)

100.0

Armenia (n=1)

100.0

Tajikistan (n=1)

100.0

Moldova (n=1)

100.0

Kyrgyz (n=1)

100.0

Georgia (n=0)

Serbia (n=0)

Montenegro (n=0)

0%
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/. Interest in the Eight-Point Cooperation Plan

<Multiple answers> 0%

20%

40%

60%

Improved diversification and productivity

33.3

of Russian industries

Development of comfortable and clean
cities that are easy to live in and support

active lives

Developing industries in the Far East
and making the region an export base

toward Asia-Pacific region

Fundamentally expansion of people-to-
people interaction at various levels

Cooperation of extending healthy life
expectancies of Russian people through
increasing medical care level

Cooperation of developing energy
resources such as oil and gas and
increase of production ability

Fundamentally expansion medium-sized
and small companies exchange and
cooperation between Russia and Japan

Cooperation on cutting-edge
technologies by gathering knowledge of
Russia and Japan

No plans

1.0
1141
10.9

11.0

12.5
9.8

10.9

B Total (n=82)

B Manufacturing
industries (n=18)

B Non-manufacturing

industries (n=64)
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* When we asked about the possibility of
them making efforts in the fields
specified in the Eight-Point Cooperation
Plan that Prime Minister Abe proposed
to President Putin in May 2016, more
than 60% of the responding firms chose
at least one of the eight points.

The largest number of manufacturers
chose “improved diversification and
productivity of Russian industries,”
followed by “rapid expansion of
multilevel human exchange.” Many
firms expect the range of industries and
human resources to expand.

The largest number of non-
manufacturers chose “developing
industries in the Far East and making
the region an export base toward Asia-
Pacific region,” followed by
“development of comfortable and clean
cities that are easy to live in and
support active lives.” The Far East is
attracting some interest mainly from
firms that have already begun to make
efforts under the plan, such as those
engaged in logistics and services.
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7. Challenges for developing business in Russia

KWhen we asked the target firms to write freely about their\
challenges for developing business in Russia, they
identified unclear government orders, laws and regulations
and the influence of Western countries’ economic
sanctions as challenges that were common to the
manufacturing and non-manufacturing industries.

* Some manufacturers pointed out how customs offices
and the government treated them.

+ Several non-manufacturers gave opinions about the
Qovernment’s import substitution policy.

Industry

Machines
(including
molds and
power tools)

Electrical
machinery and
electronic
equipment

Medical
equipment

Electric
machinery and
electronic
equipment
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Manufacturing industries

Comments

Influence of the protection policy against imitations
on our firm’s products

Differences in judgment between customs offices
and lack of any channel for complaints about
decisions.

Unclear standards and the consumer agency’s
stricter market research.

Over these past few years, the only problem is
instability due to economic sanctions.

Implementation of the middle-term plant and
equipment investment plan as part of the
government plan, and publication and
transparency of the results

Industry

Sales company
(cosmetics)

Sales company
(machine tools)

Sales company
(machinery)

Sales company (audio

tools)

Other service company

Sales company (lubricating

oil)

Telecommunications/

software

Sales company (medical

equipment)

Sales company

(transportation equipment)

Sales company (general

electric/electronic
equipment)

Non-manufacturing industries
Comments

Damage to our brand image due to irregular sales

Economic sanctions and export controls by the Japanese, European and US
governments.
Rapid fluctuations of the ruble against the dollar/euro.

Although it is necessary to ask the administrative agencies about any unclear
points in government orders, laws and regulations, it takes a lot of time and
trouble to identify the agency in charge and we sometimes receive no
response. Because a waste disposal tax has recently been suddenly
introduced despite a lack of clarity in its definition, related companies have
become confused. In addition, because there was a difference in opinion
between the central and local authorities, our company had to suspend
business activities due to a delay in carrying out procedures.

Moreover, our group’s manufacturer had to change its business plan because
the construction of infrastructure did not progress according to the plan which
was decided upon.

Although we expanded our business beyond the Moscow area, it has been
difficult to carry out business activities efficiently in the various markets that
dot this vast territory.

It has taken much time to erase the negative image and misunderstandings
of Russia in the minds of Japanese people. Although the Russian economy is
huge and its investment environment is highly advantageous to Japan,
Japanese companies hardly ever expand into the country or make
investments here due to their poor understanding.

Although we are not considering making medium-term investments, we will
expand our business.

Laws, rules and measures related to telecommunications (such as the data
protection law and the antiterrorism law) have had a great impact on costs
and business opportunities for us.

Trend of measures to protect domestic products

Negative image of Russia vaguely held by head office in Japan

Because it is difficult for the Russian government and Russian companies to
raise funds due to Western countries’ economic sanctions, our customers’
projects have been delayed. In addition, the government’s import substitution
policy has resulted in the reduction of opportunities for business negotiations
with government-operated companies.
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Japan External Trade Organization

For inquiries related to this report:

Europe, Russia and CIS Division (Russia/CIS Team),
Overseas Research Department

Japan External Trade Organization (JETRO)

1-12-32 Akasaka, Minato-ku, Tokyo, 107-6006

Tel: +81-3-3582-1890 Email: ORD-RUS@jetro.go.jp
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