JERE - W7 Raw Materials and Logistics

THE STEEL INDUSTRY OF JAPAN 2017
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The tightening in supply-demand of metallurgical coal surfaced from the summer of 2016. The spot price surged all the way to $315
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@ #HIG- FERROEFIEAZ(20165)
Iron Ore and Coal Imported in 2016, by Supplier Country
(BALTEEN)
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B Raw materials

The Japanese steel industry depends entirely on imports for the two primary raw materials used to produce
steel: iron ore and coal.

In 2016, Japan’s imports of iron ore decreased for the second consecutive year, down 940,000 tons or 0.7% to
130.02 million tons. Among major suppliers to Japan, imports from Australia, which accounted for 59.5% of all
iron ore imports, decreased 3.1% from the previous year. Imports from Brazil, the second-largest supplier with
a27.6% share, decreased 1.4%. Together, these two countries supplied about 87% of Japan’s iron ore imports.
Canada ranks third (imports up 40.1%), South Africa fourth (imports down 26.2%) and India fifth (imports up
170%).

Metallurgical coal imports in 2016 increased for the first time in three years, up 1.89 million tons or 3.3%, to
59.95 million tons. Imports from Australia, which accounted for about 71% of all metallurgical coal imports,
increased 0.7%. Imports were up 3.8% from Canada, up 21.5% from Russia, down 14.8% from the United
States and up 3.0% from Indonesia.

According to Trade Statistics of Japan from the Ministry of Finance, unit prices decreased for the fifth
consecutive year. The unit price of imported iron ore in 2016 was down $14 to $57 and the unit price of

metallurgical coal was down $4 to $90, although the price of this coal rose sharply in the second half of the year.

The spot price of metallurgical coal (Australia FOB) surged all the way to $315 by the middle of December.

Japan has been a net exporter of ferrous scrap since 1996. In 2016, exports of ferrous scrap increased for the
second consecutive year, up 860,000 tons to 8.70 million tons.

Global crude steel production in 2016 increased 0.9% to 1,629.55 million tons, the first upturn in two years.
Production in China, which accounts for about half of all global output, was up 1.2% and production in India was
up 7.4% and surpassed 90 million tons for the first time. The supplies of metallurgical coal became tight as there
were limits on operating days of Chinese coal mines and operational problems in Australia, a major supplier. In
addition, closings of coal mines in North America and other regions in recent years further reduced the supply.

The outlook is for global steel demand to remain firm in 2017. The start of operations at large iron ore mines in
Australia and Brazil and other events will probably create an ample supply of iron ore. For metallurgical coal,
though, supply side trends will be the decisive factor concerning price movements and balance between supply
and demand for this coal. The level of restrictions on mine operations in China will have a particularly big impact
on the supply of metallurgical coal. Steelmakers will continue to acquire mining rights and take other actions to
secure supplies of raw materials in order to provide users with a reliable supply of steel products.
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Imports and Exports of Ferrous Scrap (2010-2016)
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Crude Steel Production and Primary Transport
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Source: Crude Steel Production : Ministry of Economy, Trade and Industry ;
Primary transport : The Japan Iron and Steel Federation
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B Logistics

The steel industry has many characteristics of a logistics 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. Steel is then transported
from distribution bases by truck to customers. By mode of primary transpor-
tation, coastal vessels accounted for 66.8% of gross shipments and trucks for
32.9% in 2016. When secondary transportation (from distribution bases to
customers) is included, the share of trucking rises to an estimated 60%.

The volume of steel products transported by coastal vessels and trucks in
Japan was largely unchanged (down 0.009%) as Japan’s crude steel output in
2016 decreased for the second consecutive year, declining 0.3% from 2015.

The figure below shows the shares for coastal shipping volume for six major
cargo categories where coastal shipping accounts for at least 60% of primary
transportation. Steel ranks first with a share of almost 24% followed by
cement and limestone, some of which is used by the steel industry.
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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.



