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The Japanese Economy

Japan's economy in 2008 benefited from growth in exports due to
continuing expansion of the global economy, particularly in countries with
emerging economies. Internal demand was also solid as capital expenditures
continued to increase because of strong corporate earnings. The result was
a moderate economic recovery that was supported by external demand and
strong sales and earnings at private-sector companies. However, the global
economy began to contract rapidly during the last few months of 2008
due to the financial crisis. The crisis severely impacted export-dependent
manufacturers in Japan, resulting in a sharp drop in production volumes.
Manufacturers were forced to make increasingly greater cuts in production
each month as 2008 drew to a close. As a result, Japan's real GDP growth
rate in 2008 was negative 0.7%.

Production

Internal and external demand for steel in 2008 was high for much of the
year, remaining consistently above demand one year earlier. But demand
began to drop sharply in the fall of 2008. Japan's crude steel production,
which had been posting year-on-year growth every month through
September, began a steep decline in October. Because of this downturn,
2008 crude steel production was 118.74 million tons, the first year-on-year
decrease in three years. However, the record-setting production volumes
in the year's first nine months made 2008 crude steel production the third
highest in Japan's history. Only output in 2007 and 1973 was higher.

Domestic Demand

Domestic demand for steel in 2008 based on orders received decreased
6.2%, the first year-on-year decline in three years. Orders for ordinary steel
products remained lackluster in both the civil engineering and architectural
sectors of the construction industry. Orders from manufacturers were strong
in the first half of 2008 but decreased rapidly in the second half because of
the global economic downturn.

Orders for specialty steel products were higher than one year earlier
through September. In October, orders from the automobile and industrial
machinery industries, the primary sources of demand, started falling rapidly.
Because of this weakness, specialty steel orders were down for the first time
in seven years, declining 3.3% from the record-high level in 2007.

Steel Trade

Japan's total steel exports in 2008 increased 3.5% to 38.13 million tons,
the third consecutive year of growth. Furthermore, exports surpassed the
previous record that was set in 1976 to set a new all-time high. Ordinary
steel products accounted for 69.3% of exports with specialty steel products
ranking second and steel ingots and semi-finished products third. The largest
share of exports went to South Korea, followed by China, Thailand and
Taiwan.

Steel imports decreased 8.0% to 7.97 million tons, the first decline
in two years. Imports of ordinary steel products totaled 3.7 million tons,
representing 46.5% of all imports. Ferroalloys were second, pig iron third,
secondary products fourth and specialty steel fifth. The largest share of
ordinary steel imports came from South Korea, followed by Taiwan and
China. These three countries collectively accounted for 96.4% of Japan's
steel imports.
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Since establishing a voluntary action program in 1996, Japan's steel
companies have been working in unison to conserve energy, recycle
resources and take many other actions aimed at protecting the environment.

The steel industry accounts for about 12% of final energy consumption
in Japan. Over the two decades since 1970, a period that includes two
oil shocks, Japan's steel industry has cut its energy consumption by
approximately 20%. Due to these improvements, Japan has the most efficient
steel industry in the world. Presently, steel companies are working toward
achieving the ambitious voluntary action program target for fiscal 2010 of
lowering energy consumption by 10% compared with the fiscal 1990 level.

Equipment and Technology

The needs of companies that use steel products are becoming more
diverse and exacting year after year. In response, steelmakers are constantly
developing products that have greater quality and environmental properties
while further upgrading the productivity of all manufacturing processes.

Going one more step, fiscal 2008 was the beginning of a project called
COURSES0 (CO2 Ultimate Reduction in Steelmaking process by Innovative
technology for cool Earth 50) which goal is to achieve a sharp reduction in
CO2 emissions associated with ironmaking by 2050.
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In fiscal 2008, aggregate sales of Japan's steelmakers are expected to
decrease because of the drop in internal and external demand caused by the
global recession that began in the fiscal year's second half. The impact of
this downturn will probably offset contributions to sales in the fiscal year's
first half from growth in sales volumes and higher sales prices. Steel industry
ordinary income is expected to decrease for the second consecutive year.
The main cause is the rising cost of raw materials, particularly iron ore and
coal. Capital investments by steelmakers are expected to exceed 700 billion
yen for the second consecutive year as companies continue to make large
expenditures, chiefly for upgrading blast furnaces.

Industrial Relations
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The workforce in the Japanese steel industry has been increasing
since 2003. One reason is the need to pass on skills to younger workers as
members of the baby-boom generation reach retirement age. At the end of
2008, total employment was 210,000.

Overseas
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In 2008, global crude steel production decreased for the first time in 10
years due to the financial crisis that began in the United States. The crisis
had a severe impact on the real economies of many countries, especially
industrialized nations, that produced an economic downturn in the year's
second half. Although crude steel production was down, there was no change
in the rankings of the world's top-ten producers. China was first, followed by
Japan, the United States and Russia. Furthermore, China retained its number-
one ranking for the 14th consecutive year.
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