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1. The Current Japanese Economy

Macroeconomic Overview
Biggest GDP drop in the post war era
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In 1Q/2009 the effective GDP growth rate dropped at annualized rate of 15.2%. This was the

|l argest downturn in Japands postwar period and

four consecutive quarters.

Falling domestic demand is the primary cause. There were sharp declines in consumer spending,
which accounts for about 60% of GDP, and private-sector capital expenditures, which accounts
for almost 20 %. The |l argest postwar drop in
result is a simultaneous collapse in both domestic and external demand.

Progress in reducing inventories and production levels is producing signs that the downturn may
be ending.
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FY2009 Additional Economic Measures of Japanese

Government Apri |l 10 deci si on y
(Estimates: Trilion yen)
Expendiures | Total paciage
|. Emergency measures - Prevent economic collapse 4.9 a4.4
1. Employment initiatives 19 25
2. Finantial initiatives 3.0 418
3. Moving up 80% of publ projects to start ahead of schedule
Il. Growth strategy - Investments in the future 6.2 8.8
1. Low carbon rewolution (environmental initiatives) 1.6 22
2. Public health and child-rearing 2.0 28
3. Infrastructure for the 21st century 2.6 3.8
lll. Confidence and vitality 4.3 5.0
1. Regional revitalization, others 0.2 0.4
2. Public safety and peace of mind 1.7 2.2
3. Financial and other support for local governments 2.4 2.4
IV. Tax revisions 0.1 0.1
Total 15.4 56.8

The stimulus package is expected to add about 2% to effective GDP growth in fiscal 2009,
producing demand that creates 400,000 to 500,000 jobs.

Measures that may generate demand for steel include a housing loan tax cut, airport and
expressway construction, purchase as =fficentance f
appliances.

GDP growth (FY2010*, forecast) (%)

Forecast for GDP Growth in Japan
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* Forecast by IMF is based on the calendar year.

Many private-sector research institutes predict a GDP decline of 4% to 5% in FY2009

and growth of about 1% in FY2010. Some institutes are raising forecasts based on
Japands progress in inventory reductions,
the bottoming out of the Chinese economy 9
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2. Steel Supply and Demand

Steel Production in Japan

Crude Steel Production in Japan
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Remarks concerning steel production

Acompared with one year ear|
production was down 14.9% in 4Q/2008 and 49.2% in
1Q/2009 and the 2Q/2009 estimate is a decline of 42.6%.

Awe believe the sharp drop in steel production was due to
the simultaneous occurrence of the following negative
events.

1) Falling domestic demand in Japan
ADrop in level of activity in major industries
Asteel users reduced inventories of finished products,
work in process and steel
AReduction in steel inventories held for distribution
2) Falling overseas demand
ADrop in level of activity in steel-consuming industries
in Asia, a major source of demand for steel exported
from Japan
AReduction in steel inventories in the international
steel market
AAffection of trade restrictive measures by destination
country
3) Reduction in steel inventories at steel producers
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Major Steel-Consuming Industries in Japan

Monthly Data for Major Steel-Consuming Industries in Japan (YoY comparisons)
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Activity in the automobile, ordinary machinery, electrical machinery, construction and all steel-
consuming industries except shipbuilding started falling in the second half of 2008 because of the
global recession.

Since shipbuilding sector is also expected to weaken, demand in Japan will probably continue to
remain below the levels of one year earlier.

5
Orders for Ordinary Steel by Application (Domestic Demand)
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Orders for ordinary steel started falling rapidly in the second half of 2008. The drop in the
manufacturing sector has been particularly steep since the beginning of 2009. Compared with one
year earlier, first quarter orders plunged 66.4% in the automotive sector, 72.2% in the industrial
machinery sector and 47.8% in the electrical machinery sector. All these declines exceeded
downturns in the corresponding industry activity indicators.
6
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Ordinary Steel Shipments and Inventories in Japan

Domestic Shipment - Volume

(1,0004m) (L0004 Volume & Ratio of Domestic Inventories - Ordinary Stee
6,000

7000 171.4) 180.0
5,000 6800 - 1600

6600
9 1400

4,000
3424

6400 Ratio(right scale)

1 1200

3,000 3,192
6200
4 1000
2000 6000 5881
Domestic Shipment - YoY
5800 Volume(eft scale)
20
100 5600
00
100 5400
20
30.0 5200
40.0 )
2,00 514
500 L 5000 <00
Jn o M May W S®  Nw Jn Ma My Jd Sp  Nov M Jan Mar My M Sep Nov Jn Mer May Ju Sep MNov Jan MarP
w07 s P

2007 2008 2009

Domestic shipments of ordinary steel started declining in October 2008. By March 2009,
the year-on-year downturn had increased to 40.5%. Inventories in Japan have been
falling since peaking at 5.88 million tons in December 2008, further contributing to the
downturn in steel production.

Steel Exports

Volume of exports and Average Unit Price for All Steel Volume of Exports by Destination Country for All Steel

Total steel exports started declining in October 2008 and were 1.88 million tons in February
2009, only 51.7% of the volume at the March 2008 peak. The average unit price has
declined steadily and is currently US$1,131.

In Southeast Asia, a major source of demand, there are big declines in steel exports to
Korea, China and ASEAN region.
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