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The Japanese Economy
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The Japanese economy continued to stage a recovery in 2010 that was
supported by the benefits of economic stimulus measures as well as strong
exports. However, the economy was generally flat in the second half of the
year. One reason was weakening exports as the yen appreciated. Second half
domestic demand was soft due to slower sales of consumer durables as
benefits of stimulus programs ended, including the completion of eco-car
subsidies, and to sluggish construction investments and other areas of
weakness. As a result, the real GDP growth rate was 3.9% in 2010.

Production
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The recovery in steel demand that started in the second half of 2009
continued in 2010. Demand rebounded in the manufacturing sector, mainly
the automobile industry. In addition, exports were consistently high, chiefly
to Asia. There was no change in this business climate in 2010. The result was
a 25.2% increase over 2009 in crude steel production recovered to 109.60
million tons in 2010. This was the first increase in three years, raising
production above 100 million tons for the first time in two years.

Domestic Supply and Demand
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Domestic demand for ordinary steel products based on orders received
increased 16.2% in 2010, the first upturn in three years. In the construction
industry, demand remained soft in the civil engineering sector but demand
was higher in the building sector due to the home eco-point program and
other government economic stimulus programs. In the manufacturing sector,
the eco-car subsidy, eco-point system and other programs produced
significant growth in sales of primarily automobiles and electrical products.

Demand for specialty steel increased for the first time in three years,
rebounding 46.3% from 2009, when demand fell sharply. Growth was
attributable mainly to a recovery in exports of specialty steel to automobile
and industrial machinery manufacturers in emerging countries in Asia.

Steel Trade
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Total iron and steel exports from Japan in 2010 were up 26.0% to 43.40 million
tons, the first increase in two years. This set a new record by surpassing the
previous record of 38.13 million tons in 2008. Exports were more than 3 million
tons per month throughout the year, with Asian countries the primary destination.
South Korea was the largest buyer of these exports, followed by China, Thailand
and Taiwan.

Japan’s iron and steel imports were up 56.3% to 7.21 million tons, the first
increase in three years. Imports of ordinary steel products climbed 46.8% to 3.66
million tons because of the yen’s strength, the first increase in three years. South
Korea accounted for the largest share of ordinary steel imports followed by Taiwan
and China. These three countries accounted for 97.7% of Japan’s total steel imports.

Initiatives to Combat Global Warming

HARIE I, a7 oA, 2a7aysh, 2a)a—varoff
HEWZXD, R K HED TRV F =R O E 2500 L2 X pEEDIz,
HARZ B % - PSSR IS, BN B S L OB B i S O T N
7o B R AP & U ] T A28 BRI O RS
JE AN BRL 2, BRI BZ A LT S AR AR I AL A TV 5,

INBOROFAIEY, 2N FTHIT,00077 t-CO2/SEDHI I FRLL
TWwh,

The Japanese steel industry is dedicated to using Eco-Process,
Eco-Product and Eco-Solution to make further gains in its energy efficiency,
which is already the world’s highest. The industry is using Japan as a
production and R&D base to increase the use of outstanding products and
energy-saving technologies worldwide while maintaining close industrial ties
with manufacturers in Japan. The goal is to take numerous actions to combat
global warming while contributing to economic growth and job creation in
Japan. Collectively, these initiatives have reduced annual CO, emissions by
approximately 70 million tons.
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Equipment and Technology
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The Japanese steel industry is constantly developing technologies to
supply high-grade steel that can meet the diversifying and exacting
requirements of companies that use steel products. At the same time,
steelmakers are achieving more productivity gains in all manufacturing
processes. In addition, the Japanese steel industry is fighting global
warming by recycling waste plastics, used tires and other materials.

Furthermore, fiscal 2008 was the beginning of a project called
COURSESO0 (CO, Ultimate Reduction in Steelmaking Process by
Innovative technology for cool Earth 50), which has the goal of
achieving a substantial reduction in CO, emissions associated with
ironmaking by 2050.

Financial Affairs
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Total sales in the Japanese steel industry in fiscal 2010 are expected
to increase. Domestic demand is growing due to a recovery in the
manufacturing sector and exports are much higher chiefly because of
exports to Asia. Regarding earnings, the industry is expected to post
ordinary income following last year’s ordinary loss as higher sales and
rigorous cost-cutting measures more than offset the large increase in the
cost of iron ore and coal.

Capital expenditures are expected to exceed ¥600 billion as spending
on increasing output will continue.

Industrial Relations
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The Japanese steel industry had a workforce of 192,000 in 2010.
Average monthly working time increased from 151.4 hours in 2009 to
167.5 hours in 2010, returning almost to the 2008 level. A recovery in
production and associated end to temporary suspensions of operations
was mainly responsible for the growth in working time.

The number of workplace accidents in the steel industry is declining
as the entire industry conducts accident-prevention programs under the
oversight of the Safety and Hygiene Promotion Committee, which was
established in 2006.

Overseas
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In 2010, economic growth was strong in emerging countries while
economies in industrialized countries recovered at only a moderate
pace. Crude steel production in 2010 increased for the first time in
three years, climbing 14.8% to an all-time high of 1,411.89 million
tons. China was the world’s largest crude steel producer in 2010,
Japan was second, the United States was third, Russia was fourth and
India was fifth. India and the United States switched places in 2010
with India falling to fifth and the United States rising to third. But
there was no change in the top five countries. China has ranked first
for 16 consecutive years since surpassing Japan in 1996.





