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Japan: Tankan suggests growth is returning

o While part of the Tankan business survey for Q2 turned out weaker than expected it
still suggests an improvement in business conditions in Q2 and an accelerated
improvement in the current quarter.

e Q2 Tankan survey is consistent with GDP growth having turned positive in Q2 and
being significantly above potential growth in Q3.

Details

According to the Tankan business survey compiled by Bank of Japan business conditionsin
Q2 improved more than expected by enterprises in Q1 and the surveyed enterprises
expect the improvements in business conditions to accelerate in the current quarter.
Compared to consensus expectations today’s Tankan was a mixed bag. Current business
conditions improved less than expected, while the outlook for the current quarter improved
more than expected. As expected improvements have been most pronounced within
manufacturing, but remain more challenging than in non-manufacturing.

The development in Tankan is consistent with GDP growth having turned positive in Q2
and being significantly above potential growth in the current quarter (see chart below).
Hence, contrary to some of the media headlines this morning, we do not see any evidence of a
slow recovery in today’s Tankan.

According to Tankan large enterprises are planning to cut capital expenditures by 9.4%
(Consensus: -6.9%) in fiscal year 2009 (starting in April). In our current economic forecast we
expect private non-residential investment to decline by 13% in fiscal year 2009. Thus the
Tankan capital expenditure plans does not suggest a maor downside from business
investments in our current forecast. Business investment will be the weakest part of the
Japanese economy. We expect business investments to contract in the current quarter and not
recover substantially before Q1 2010.

Financial conditionsin Q2 appear to have improved dightly compared to Q1. As seen in
the chart on the next page the lending attitude of financial institutions has improved dightly
and conditions for issuing commercia papers have improved markedly according to the
surveyed enterprises. In addition it should be noted that the lending attitude of financial
institutions is currently at the same level as during the previous recession in 2001 and
significantly better than during the financial collapse in Japan in 1997/1998. This underlines
that compared to the US and Europe the current crisisis not so much afinancia crisis.

The USD/JPY exchange rate predicted by large manufacturing enterprises for fiscal year
2009is94.9 for H1 and 94.8 for H2 (97.6 for H1 and 96.7 for H2 in previous survey).

Assessment and Outlook

Today’ s Tankan has no implication for our economic and financial forecast. April and May in
our opinion suggest 2%-3% qg/q GDP growth and we still believe growth can accelerate to
around 6% g/q AR in Q3. Japan will outperform Euroland and the US in the coming quarters,
but it will largely be a catch-up on earlier underperformance. Hence, no major impact on
monetary policy (no hike before ECB and Fed) and JPY .

Tankan Large Manufacturing, Q2

Act Con DB Last
Current -48 -43 -47 -58
Outlook  -30 -34 -36 -51

Bloomberg and Danske Markets

Tankan Large Non-manufacturing, Q2

Act Con DB Last
Current -29 -27 -30 -31
Outlook -21 23 21 -30

Bloomberg and Danske Markets
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Tankan for large non-manufacturers Overseas demand has started to recover
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The labour market will continue to deteriorate in the short run Financial conditions have started to ease
151y changein diffusion 0 - 10 30 - Diffusion index Diffusionindex - 30
Employment growth >, %Y - 08 Lending attitude of financial institutions
10 - 05 20 - - 20
- 03
. 00 10- - 10
0- --03
’ 0- - 0
10. 7_1:0 -10 - --10
-15)- -1.3 -20- .20
1 Conditions for CP issuance
_20 V\ I I I \<< I\‘IumPer‘ O\femI\J]Oye\eS’ -I\-ank\a ) _1'8 _30 ) I I I I I I I : _30
98 99 00 01 02 03 04 05 06 07 08 96 98 00 02 04 06 08
Reuters EcoWin and own calculations Reuters EcoWin




Flash Comment

Disclosure

This report has been prepared by Danske Research, which is part of Danske Markets, a division of Danske Bank.
Danske Bank is under supervision by the Danish Financial Supervisory Authority.

Danske Bank has established procedures to prevent conflicts of interest and to ensure the provision of high
quality research based on research objectivity and independence. These procedures are documented in the Danske
Bank Research Policy. Employees within the Danske Bank Research Departments have been instructed that any
request that might impair the objectivity and independence of research shall be referred to Research Management
and to the Compliance Officer. Danske Bank Research departments are organised independently from and do not
report to other Danske Bank business areas. Research analysts are remunerated in part based on the over-all
profitability of Danske Bank, which includes investment banking revenues, but do not receive bonuses or other
remuneration linked to specific corporate finance or dept capital transactions.

Danske Bank research reports are prepared in accordance with the Danish Society of Investment Professionals’
Ethical rules and the Recommendations of the Danish Securities Dealers Associations.

First date of publication
Please see the front page of this research report for the first date of publication.

Disclaimer

This publication has been prepared by Danske Markets for information purposes only. It has been prepared
independently, solely from publicly available information and does not take into account the views of Danske
Bank’sinternal credit department. It is not an offer or solicitation of any offer to purchase or sell any financia
instrument. Whilst reasonable care has been taken to ensure that its contents are not untrue or misleading, no
representation is made as to its accuracy or completeness and no liability is accepted for any loss arising from
reliance on it. Danske Bank, its affiliates or staff, may perform services for, solicit business from, hold long or
short positionsiin, or otherwise be interested in the investments (including derivatives), of any issuer mentioned
herein. The Equity and Corporate Bonds analysts are not permitted to invest in securities under coverage in their
research sector. This publication is not intended for retail customersin the UK or any person in the US. Danske
Marketsis adivision of Danske Bank A/S. Danske Bank A/Sis authorized by the Danish Financia Supervisory
Authority and subject to limited regulation by the Financial Services Authority (UK). Details on the extent of our
regulation by the Financia Services Authority are available from us on request. Copyright (C) Danske Bank A/S.
All rights reserved. This publication is protected by copyright and may not be reproduced in whole or in part
without permission.
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