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Rapid end to tight supplies of raw materials due to impact of financial instability on the real economy worldwide
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The Japanese steel industry depends entirely on imports for the main
steelmaking raw materials of iron ore and coal.

In 2008, imports of iron ore increased 1.1%, or 1.53 million tons, to
140.41 million tons. Among major suppliers of iron ore to Japan, imports
were down 1.3% from Australia, up 17.9% from Brazil and down 12.7%
from India.

Coal imports increased 0.7%, or .47 million tons, to 64.52 million tons
in 2008. Among major suppliers of coal to Japan, imports were down 0.1%
from Australia and 3.3% from Canada, up 34.0% from China and down
22.8% from India.

Prices of raw materials increased at an unprecedented rate in 2008.
According to Ministry of Finance trade statistics, the unit price of imported
iron ore increased $29 to $92 in 2008 and the price of coal increased $100 to
$191.

Japan has been a net exporter of ferrous scrap since 1996, with the
volume of exports exceeding imports every year. In 2008, ferrous scrap
exports totaled 5.44 million tons and declined for the second consecutive
year.

Global production of steel has been climbing steadily since 2003
because of rising demand, primarily in China and other BRIC nations.
Rising production resulted in consistently tight supplies of steelmaking
raw materials. But since the fall of 2008, when the financial crisis began to
affect the real economy, these raw materials are no longer in short supply
because of a steep downturn in demand for steel. Despite this easing of raw
material supplies, maintaining reliable long-term supplies of raw materials
is still a major issue at steel companies worldwide. Steelmakers worldwide
continue to acquire mining rights and interests and take other actions aimed
at preserving a consistent supply of materials needed to produce steel.
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Imports and Exports of Ferrous Scrap (2002-2008)
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Source: Ministry of Economy, Trade and Industry (Crude Steel Production) ;The Japan Iron and Steel Federation (Primary transport)
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Modes of Steel Product Transportation

@ Logistics

The steel industry can be viewed instead as a logistics industry or
transport industry. Annual gross shipments total approximately 300 million
tons, including imports of raw materials and exports and domestic shipments
of steel products.

Since Japan's steel mills are located on the coast, most shipments of steel
products within Japan begin with coastal vessels and are then transported
from distribution bases by truck to customers. By mode of transportation
for primary transportation, coastal vessels accounted for 64.8% of gross
shipments and trucks for 34.6% in 2008. When secondary transportation (from
distribution bases to customers) is included, the share of trucking rises to an
estimated 60%.

For shipments of steel products within Japan, the rising price of fuel
has been affecting the cost of coastal shipping and trucking. For global
marine shipments, global economic expansion in recent years has raised the
volume of cargo shipments. This has created a tight supply of vessels used
to transport bulk cargo. However, the global economic recession that began
in 2008 caused the Baltic Dry Index (BDI), which is an indicator of the dry
vessel charter market, to drop 744 points from one year earlier.
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Source: "Market Information," Mitsui 0.S.K. Lines, Ltd.

Note:

BDI: Baltic Dry Index is an indicator of the dry vessel (Capesize (160,000-ton class) ocean-going dry bulk
carriers) charter market. It is issued by the Baltic Exchange in London. (Base year (1985) = 1,000)
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Note: Figures in ( ) are composition ratios in 2008.

1. Primary transportation: From steelworks to distribution bases, depending heavily on vessels because of large volumes.
2. Secondary transportation: From distribution bases or railway stations to downstream, depending heavily on trucking.
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