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CHALLENGES FACING JAPANESE STEEL IN
TODAY'S GLOBAL ECONOMY

by Y oshitaka Fujitani

| am happy to hear that you have an interest inthe stedl industry. Inthe U.S. few articles
have appeared in newspapers or magazines about the stedl industry inthe past decade. In fact,
gncethe U.S. stedl industry lost its competitiveness and profitability after the 1982 recession, only
afew people have paid attention to the industry. Wall Street has been interested only in the so-
cdled high-tech industries and the best and brightest financid businesses. But | want to remind
you that the stedl industry is no longer a smokestack industry. It continues to be avery important
basic industry, and because it use high technology, it is now ahigh-tech industry itsdf.

These daysthe sted industry isregaining its press value. Numerous anti-dumping and
CVD petitions have been filed since 1991. Mini-mill competition has aso emerged against
integrated mills. Big mills regained their competitiveness through intensive restructuring. And,
last year, profitability was restored through economic recovery. Now once again Wall Street pays
attention to the industry. Hence U.S. stedd makers could obtain financing through public offerings
to strengthen their balance sheets. Over $5 billion was raised from the market in the past couple
of years. In addition, Japanese sted involvement inthe U.S. sted industry has taken the form of
joint ventures or equity ownership, investing directly or indirectly over $7 billion since 1984 when
the U.S. sted industry needed help in modernizing because of lack of financia resources.

Japanese sted production has surpassed U.S. output since 1982. This shoft in stedl output

leaders occurred againgt the background of a severe recession in the United States caused by high



inflation, subsequent high interest and strong dollar policies which were extremely damaging to
American manufacturing, not only to sted but aso to auto production and other areas. The final
blow, which made the recession even worse, was rising energy costs fuded by the oil criss. The
loss of American manufacturing competitiveness was followed by a hollowing-out effect as some
manufacturers moved off-shore.  Since 1982, the U.S. current account has been in deficit.

American sted makers, dong with many other traditional heavy industries, faced mgor
chalenges and had to undergo severe restructuring. Their workforce has been dramatically
reduced with the shutdown of obsolete facilities. Some survived as reconstituted mills,
Modernization of processes, especidly continuous casting, contributed to productivity and
quality, and reduction of white collar office workers cut overhead costs. Over aten-year period,
productivity of the U.S. sted industry has caught up to the world-class level and now may even
surpass that of Japanese stedl.

In the case of Japanese steel, domestic competition for capacity expansion was the main
strategy up until 1980 since we enjoyed steadily increasing domestic demand aswell asthe
opportunity to expand export sdes. | believethat if Japanese steel had continued this strategy of
expangion, it would face excess capacity overnight when arecession hit, or strong competitors
emerged, or the economic environment, such asthe foreign currency Situation, changed.

In Europe, sted makers sought to solve their problems through joint investment or
collaboration, and thisis continuing today. But Japanese steel makers never considered such
approaches, even a the time of the second ail crisis or during the yen appreciation recession after
the Plaza Accord in 1985. Instead, Japanese steel makers made individua efforts to rationaize

and to reduce capacity.



Our capacity has been cut from ahigh of 150 million tons to the current 110 million ton
level. Theworkforce of the top 5 stedd makers was reduced from 150,000 in 1985 to 90,000
today. In comparison, the 5top U.S. integrated mills reduced their workforce from that same
150,000 in 1985 to 77,000 today. We 4ill have alifetime employment system by which, for
example, mgor steel companies dispatch employees to efiliste companies rather than laying them
of. About 30% of total employeeswork for affiliated companies with some 30-40% of their
wages subsidized by the parent companies. Thisis obvioudy aheavy burden on Japanese stedl
companies, athough we do not have the added burden of pension or hedlth care costs for retirees
asU.S. sted companies have.

Concerning domestic demand trends for Japanese sted, after hitting bottom in 1986, the
economy quickly adjusted to the yen recession and started recovering through the so-caled
bubble economy which reached its peak in 1990. Actudly asset inflation seemed to continue and
sustain the economic growth. Many in Japan believed the myth that rea estate values and stock
priceswould continue to rise. But it was redly only amyth.

When we examine the bubble economy, wefind that the balance of asset values (red
estate, stock, net fixed asset and financid assets) steadily increased from 1970 to 1988 to about
16times GDP. There are severa reasons: 1) red short-term interest rates (CD 3 month interest -
CPI) were kept low, inthe range of 4%, 2) the money supply was kept high, dways 10% of the
growth rate because of the constant increase of household savingsto financid ingtitutions, 3)
dreams of capital stock gains enabled equityfinancingand bonds with expected total ROI
(including capital gains) at levels equivaent with U.S. and Europe, dthough the ROI stock was

far lessthan U.S. standards (i.e., lessthan 1 percent).



It is noteworthy to mention that the accumulated current account surplus of Japan from
1982 through 1993 was $810 hillion. But thiswas not the reason for the bubble economy since
the long-term capita balance in the same period was actudly minus $690 billion, including about
$350 hillion in direct investments oversess.

During the bubble economy, Japanese sted enjoyed strong domestic demand. We had a
peak of 110 million tons annud rate of crude steel production toward the end of 1991. The
sudden collapse of the bubble economy caused domestic demand to fdl sharply, and apparent
consumption of crude stedl fdl as much as 15 million tons. We could cover about 5 million tons
through the increase of exports due to the economic growth of AsSan countries, maintaining an
8% range of import penetration.

Among the current (1994) domestic apparent consumption of 73 million tons, 20% s
consumed by indirect exports. In this sense, another round of weak dollars and strong yen and
subsequent manufacturing shifts to Asan countries (i.e., the so-caled "hollowing out effects’)
causes concern for Japanese stedl. Thefirst round of direct investments of Japanese
manufacturing took place in 1986, accelerating investment mosily in the United States and
Europe. | do not cdl this a"hollowing out effect.” Only afew direct investments (about 15%) to
Asan countries permitted exports back to Japan.

The second round of direct investments of Japanese manufacturing is now taking place,
following a strong yen of more than 100 to the U.S. dollar. The objectives of direct investment to
Asian countries are marketing to those countries and exporting back to the Japanese market
(2M™0). But ahorizonta divison of manufacturing is dso taking place in intraAsan trade and

diminishing circumvention trade, such as exportsto North America. This phenomenon isredly



the "hollowing out effect” of Japanese manufacturing. Japanese stedl hasto follow such changes
in the economic environment. Exports of Japanese sted companies to ASan countries (except
China) have increased 50% from 8.9 million tonsin 1989 to 12.9 million tonsin 1994. We are
also making efforts to cope with increasing demand in that area by establishing joint ventures with
loca manufacturers, mostly in the areas of finishing processes such astinning plates, eectrolytic
gdvanizing and cold rolling sheet products. Such efforts will continue to balance the divison of
work to avoid damage caused by the "hollowing out effect” to the industry.

AsProfessor Krugman states in Foreign Affairs, "The newly industrializing countries of
the Pacific Rim have received areward of this extraordinary mobilization of resources that isno
more than what the most boringly conventional economic theory would lead usto expect. If there
isasecret to Asan growth, it is Smply deferred gratification, the willingness to sacrifice current
satisfaction for future gain. It is, however, perfectly reasonable if growth of East Asa has been
primarily input driven, and if the capital piling up there isbeginning to yied diminishing returns,
the conventiona wisdom about an Asian-centered world economy needs some rethinking."

Returning to the subject of the first round of direct investment to the United States, we
find that Japanese stedl was one of the mgor investors inthe U.S. sted industry, and NKK was
one of the pioneers. Why? Asyou are well aware, the U.S. sted industry has been innovative in
protecting itself against imports. Since 1989, and spanning more than two decades, a series of
voluntary restraint agreements and trigger price mechanisms were arranged through government
intervention. Japanese sted exports to the United States peaked in 1976, and since then have
been steadily declining due to competition among emerging competitors and yen appreciation.

We have completely changed our export product mix from commodity grades to value-added



niche products which either are not produced or are in short-supply in the market. Recognizing
that the U.S. market will remain the largest market in the world, we perceived that manufacturing
inthe local market would be the best solution if we were to remain competitive.

ISKK has maintained good relations with several U.S. steel companies through
technological transfer. The U.S. sted industry had difficulty in modernizing equipment and
technology because of problems raising funds due to weak balance sheets. Severd U.S. sted
companies sought assistance from Japanese sted not only in technology but aso through financid
infuson. Also the sted-intensive auto industry badly needed high quality sted for auto body and
parts. Asawhole, we were convinced we could revitalize the industry by further technological
transfers and capital commitment.

Fortunately, Japanese sted was financidly hedlthy at that time and could afford to respond
favorably to the requests. All mgor Japanese steed companies committed to various types of
participation, some through part ownership of the company, others through joint venturesin
down-stream areas. Asaresult, our investments are now paying off for the U.S. economy. The
Big 3U.S. auto companies, which previoudy lacked quality materials such as coated sheets to
manufacture certain critical parts, now have that supply. Over three and ahdf million tons of
production capacity for coated sheets has been developed through joint ventures involving Inland,
Nationa, LTV, USS, AK-Sted and Whedling-Pittsburgh.

While there are no officid reports on how much money we provided to U.S. sted-making,
my estimate isthat in direct and indirect capital and financid infuson, the amount is probably
more than $7 billion from 1984 to 1993. John Tumazos, a top stee andyst from the leading

brokerage firm of Donaldson, Lufkin and Jenrette, estimates about $3 hillion in equity and $7.5



billion in obligations, including mini-mills, which Japanese have assumed. Were it not for those
investments in the mid-80's, the U.S. auto industry would have faced a serious shortage of coated
sheets in the last two years, when auto production increased sharply.

It would appear that our program was successful. But there has been one mgor problem.
Our investments did not reduce trade frictions. American mills are continuing to use trade law
remedies asamgor strategy to maintain their domestic markets.

Wethink it very ironic that despite our collaboration on investments and technica transfer,
U.S. mills are vigoroudy pursuing such alarge number of cases, not only again Japan but against
virtudly dl imported stedl. When the Voluntary Restraint Agreement expired in March 1992, a
number of trade cases werefiled covering perhaps 80% of dl finished products, including rail, hot
and cold rolled sheets, plate, coated sheets, dectrical sheets and OCTG. Thiswas done despite
the fact that Japanese producers only sold 70% of their alotted quota

According to one count, 87 suits have been filed. The International Trade Commission
usualy makes aPrdiminary Determination, and it dmost always isin favor of the plaintiffs snce
less stringent criteriais used than for final determinations. After the preliminary review, 59 cases
remained. After thefinal determination, there were 31 positive verdicts. The industry actudly
won much lessthan half the casesthey filed.

The Japanese sted industry has maintained that American steel's problems are not from
imports but from a changed supply and demand structure in the United States, which occurred
during the 1990-1992 recession. Fierce competition from new low-cost millswas one
development. New technology lowered entry barriers through low capita costs for the capital

intensive-stedl industry. Another was the emergence of sted producers under Chapter 11



protection and older millsthat were reconstituted by entrepreneurs and aso had alower cost
structure. Findly, the legacy costs, such as hedlth care and pension expenses for retirees, created
a substantia burden for the integrated mills. To quote a Government Affairs Manager from
Caterpillar: "It is clear to Caterpillar that the cause of injury to American integrated steel makers
is domestic competition, primarily from mini-mills and reconstituted mills.”

To befair to the big U.S. mills, they have made great efforts to become competitive. But
these efforts were essential not to compete with imports but to compete for survival against
domestic mini-mills. Over the past ten years of rationalization, man hour per ton production has
improved from over 8 hoursto just about 5 hours. According to some published reports, thisis
dightly better than Japan and the mgor European producers. In terms of employee cost per man-
hour, the U.S. industry at about $30 islower than that of Japanese stedl. This has resulted from
cost-cutting in the United States and the high appreciation of the yen against the dollar.

Today, the situation is much changed from what it was severa years ago. Since 1991,
U.S. sted shipments have increased to about 15 million tons and reached close to 94.5 million
tonslast year. Thisisaresult of an upturn inthe U.S. economy, sparked by strong auto,
appliances and housing demand.

The Adminigtration's earlier low-interest policy created avigorous stock market which
found stedl equities once again attractive. Since the beginning of 1993, well over $5 billion of
new capital was raised by sted producers through equity in the stock market. Today, the industry
has returned to profitability, benefiting from strong demand, import protection, its own
restructuring, and the weak dollar.

Finished stedl production isvirtualy at 100 percent capacity. In addition, mills have had



to import over 8 million tons of semi-finished stedl from dl over the world to meet customers
requirements. Prices have increased severa times over the past two years and further increases
are expected. Everything appearsto be rosy for American sted mills. So what are they looking
for now? The answer, unfortunately, is more protection.

The GATT agreement, when implemented by the WTO, is estimated to increase the world
GDP over the next ten years by 1%, or $230 hillion ayear, through the eimination of trade
barriers and tariffs. But, there were many who did not want the new WTO and others who want
to change U.S. trade law so that it will be more restrictive than the GATT philosophy. Naturdly,
some of these industries are sted and semiconductors. And they have put into U.S. law severd
provisions which expand the probability of finding imports to be traded unfairly intheU.S.

But thousands of smal and medium-sized manufacturers in the United States aswell as
such large companies as GM and IBM have complained about these provisions because they will
hurt them and restrict their choices. Last year, GM told the ITC that it had to pay much higher
prices and aso found very little off-shore stedl available to them because of the trade cases. And
in February of thisyear, GM told the Department of Commerce that it should take into
consideration users and consumers of sted in dl trade actions. Industrial users, the company sad,
should be part of the process because they arethe onesthat suffer.

Another program in sted trade is cdled the Multilatera Steel Agreement, MSA. Taks
have been going on for well over four years. But, thus far, there has been very little progress.
The purpose of the MSA was to eiminate subsidies and lower tariffs among magor steel
producing countries including the United States, Japan, and the European Union.

| can only assume that American steel makerswould rather take their chances with



modifying the U.S. trade laws to make them more protective than to go aong with the GATT
consensus to liberalize trade. Our fear isthat thistype of protectionist push will proliferate
around the world and further diminish the free trade principles of the new WTO.

S0, as| seeit, the strategies pursued by the mgor American sted mills have paid dff. The
firg sought collaboration and dliance with Japanese stedl makers for new technology and
financing, and thisisbeginning to reap results. At the sametime, their restructuring is bringing
them closer to competing with the emerging mini-mills. Economic growth and financid policy in
the United States have given them, once again, afavorable stock market for equity financing.
And findly, they continue to look for trade law remedies asamgor strategy in reducing
competition from abroad and want U.S. lawsto be even tougher.

For the immediate future, the environment looks good for sted inthe United States. As
long asthe Federal Reserve keeps interest rates under 6%, domestic GDP will sustain a growth
rate of between 2 and 3%, and this means steel consumption will remain above 100 million tons -
which will keep the industry operating closeto capacity. Imports will continue to be protected by
the new trade laws as well asthe wesk dollar.

U.S. sted users were helped by large amounts of imported semi-finished stedl to be
converted to finished stedl in the United States last year. But world-wide economic recovery will
create less availability of semi-finished sted and thiswill cause a shortage of sted in the United
States thisyear. However, the mini-mill share will continue to grow, especidly in the flat-rolled
area. One mill can now produce afew million tons of sheet and others are constructing plants to
do likewise. Intwo years, the minis might control 20% of this lucrative market of flat-rolled

products compared to nothing Six years ago. Serious efforts will be required to enforce balance
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sheets and to achieve competitiveness against mini-mills and other emerging competitors.

Let meturn back to Japan. After the collapse of the bubble economy, the economic
structure has changed from a high growth to alow growth economy, red estate prices have fdlen,
manufacturing has begun to experience a hollowing-out effect, and foreign competition through
deregulation and the ever-increasing yen has intensfied. Under these circumstances, domestic
stedd mill shipments sharply declined from 81 million tons in 1990 to 63.5 million tonsin 1994. In
addition to this decline in production, average domestic prices dropped sharply — about 15% in
the last two years — to aleve even unattractive to NIE'S or Brazilian exporters. Ina
consequence, thefive mgor Japanese steel companies lost 300 billion yen in 1993, compared to a
270 hillion yen profit in 1991. Japanese steel now has no choice but to revise its traditional
business customs and to change its management style.

Thefivemgor Japanese sted companies have targeted cost reductions totaling 930 billion
yen in 3years from 1994. (NKK'starget is 175 hillion yen). Cost reduction measures include:
first, reduction of employees iminating multi-layer management (about 25,000 employees)
through a 25% cut back of white collar and 20% cutback of blue collar employees relying on
substantid incentives for early retirement and relocation to subsidiaries, second, cut back of
capitd investment to 30-40% of traditiona investment; third, drastic reconsolidation of
manufacturing plants; and fourth, reconstruction or readjustment of diversified businesses and
more concentration on core businesses. Thisisthe most drastic restructuring experienced in
Japan's post-war history.

While convinced that Japanese stedl will once again regain its competitive edge in the

world market, | am very concerned about the inevitable cutbacks in R&D spending. Japanese
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stedl has been atechnologica leader over the past two decades, spending 2.5% of its sdeson R &
D compared to 0.5% in the United States. Technologica gaps will vanish, and a convergence
between the technologies of Japan and e sawhere will emerge.

In this sense, we need continued R&D. In the past, R&D mostly focused on advancement
of technology and value addition. However, we now have to focus more on the development of
lower-cost processing.

Sted industry R&D is expensive - about double per R&D researcher than that of other
industries (59M yen vs. 26M yen in telecommunications and electronics), and its life cycle is much
longer. Also, stedd R&D requires processing by large-scale, expensive equipment in ahigh-
temperature environment, which takes substantia capital investments.

Already, Japanese stedl is embarking on some remarkable projects. Kawasaki Stedl has
developed continuous - continuous hot strip rolling, and Sumitomo Metals is now constructing
new technology seamless pipe manufacturing with ahigh cross angle piercing mill. On the
rational level, we are developing aDirect Iron Smeting and Reduction process to replace blast
furnace and coke oven production. Other steel making processes are being developed to endble
effective utilization of scraps and energy saving through the use of arc furnaces. In the mini-mill
area, Japanese sted isbehind in the thin-dab casting process where Japanese stedl has less
opportunity to invest in the replacement of existing hot-strip mills.

Clearly, the redlization of R&D resultsis closdly related to investment opportunities. Who
will be the winner in cokeless iron making, scrap substitution or near net shape melting processes
isnow uncertain. We are confident that after our current restructuring efforts, Japanese sted will

regain itsvitality intechnical competitiveness, profitability and development of new products to
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meet users' demands.

| will conclude with afew points on trade. First, American sted trade lawyers have made
avery good living over the past two decades or more promoting what one top integrated sted!
executive calsthe trade law remedy approach to import competition. Second, while we have no
objection to any company filing trade petitions when they fed that a certain country is sdling a
certain product unfairly, American stedd makers clam everyone sdls everything unfairly.

| don't think they redly believe this, but that's what they say and that's how they filetheir
cases. Japan was named in severd suits, dong with many others. Some we won in the
preiminary stage, others inthefinal stage. And we aso lost some cases. But we believe the
process itsaf isunfair. Our fair shipments suffer for ayear or more, and we question the final
"unfair" determination. We're hoping that thiswill change. Because if it doesn't, then we will
see a continuation of charges and counter-charges throughout the world.

It might be hard for you to believe that while the United States isthe largest user of trade
laws inthe world, it also gets charged with more trade law violations than any other single
country. Asthe expression goes, "He who lives by the sword dies by the sword."

Basicaly, my view is- let's try to get amultilateral steel agreement that's far and
equitable, especialy now that Russia and Ukraine are pushing exports of sted to the United States
dueto their current excess supply. If thebig U.S. millswill not compromise, then the only
recourse isto have a strong WTO - and to have it supply impartia judgements of what's far and
what's not far. Thiswould be far better than the unilateral approach of American millsusing a
trade law which is becoming more and more restrictive and using procedures set up by the Import

Adminigration of the Commerce Department which are biased. These procedures only help those
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few millsthat may win some of the cases.

Now that stedl has become a globdized industry, companies can no longer survive without
continued rationalization and competitiveness. Everyone has a chanceto invest in sted. Japanese
ged invested in the United States and is now investing is Asian countries, and the U.S. sted
industry will have more linkagesto NAFTA Mexico.

| hope for atrue globa economy in steed where American and Japanese manufacturers can
work together in the fast-growing APEC or elsewhere. | adso hope that American stedl |eaders
will recognize the internationalization of their industry so that agloba consensus on sted trade
can be established to meet the globa economy. Thiswould be far more beneficid than the
unilateral approaches that have been so common in U.S. trade policy for stedl aswell as other

areas.
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Principal Japanese investments in North American steelmaking facilities

Venture
(founded)

1 Integrated operations
AK SteeJ (1994) (formerly Armco
SteelColLP-198&)

Copperweld Steel
Co (1989)

National Steel Corp (1984)

USS/Kobe (1989)

Finishing facilities
California Steel Industries (1984)

Shareholder
(% share)

Kawasaki Steel (20), Armco (4)
Public (76)

Daido Steel (38), Marubeni (8.4)
Itochu (8.4), Okaya (8.4)
NKKfe”) Public (3f)

Kobe Steel (50), USX (50)

Kawasaki Steel (50), CVRD (50)

Type of products
('000 tpy)

HR, CR, coated

sheet (4,800)

Bar, rod (560)

HR, CR, tin plate, coated
sheet (4,960)

High quality bar, tube (2,400)

HR, CR galvanized sheet, pipe
and tube (1,800)

Start-up

Existing operation

Existing operation

Existing operation

Existing operation

Existing operation

DNN (1990) Dofasco Steel (50), NKK (40), CG sheet (360) 1993
National Steel (10)

I/NTek(1987) Nippon Steel (40), Inland Steel (60) CR sheet (1,000) 1990

I/IN Kote (1989) Nippon Steel (50), Inland Steel (50) HDG sheet (500), EG sheet (400) 1991

L-S Electro-Galvanizing (1985) Sumitomo Metal (40), LTV Steel (60) EG sheet (400F 1986

L-S Il Electro-Galvanizing (1989) Sumitomo Metal (50), LTV Steel (50) EG sheet'(400) 1991

Ohio Coating Co (1994) Wheeling-Pittsburgh (45), Dong Yang Tinplate (250) 1996e
Tinplate (45), Nittetsu Shoji America (10)

Protec Coating (1990) Kobe Steel (50), USX (50) HDG sheet (600) 1993

Aluminized/galvanized sheet (270) 1988
Galvanized sheet (240) 1993

Wheeling-Nisshin (1984) Nisshin Steel(64-)

Wheeling-Pittsburgh(36)

Galvanized/galvannealed 1991
sheet (350)

Z-Line (1990) Stelco (60), Mitsubishi (40)

Mini-mills
Auburn Steel (1974)

Austeel Lemont(1994)

Sumitomo Corp (90), Kyoei Steel (10) Billet, merchant bar (320), SBQ (320) 1975

Auburn Steel (100) Billet, merchant bar, SBQ, rebar Existing operation

Arkansas Steel Yamato Kogyo (50), Auburn Tie plate, flat bar, billet Existing operation

Steel (25), Sumitomo Corp (25)

New CF&l Steel LP (1994) Oregon Steel (85.6), Nippon Steel (9.52) Billet, bar, rail, OCTG (850) Existing operation

Florida Steel (1992) Kyoei (100) Bar, rod (1,560) Existing operation

Nucor-Yamato (1987) Yamato Kogyo (49), Nucor (51) Sections (600) 1988

Tamco Tokyo Steel (100) Rebar, rod (300) Existing operation
Other
Cuyahoga Steel 8 Wire Nissho Iwai (50), John Quay (50) Bar (42), wire (18) Existing operation
Maruichi American (1975) Maruichi (100) Tube/pipe (110) 1976
Pexco(1992) Sandvik Steel (70), Sumitomo Metals Stainless tube/pipe (12) 1993

(30)
Western Tube & Conduit Corp Sumitomo Metal (95.2), Sumitomo ERW 1965
(1964) Corp (1.6), Simikin Bussan (1.6) (150)
Omega Tube & Conduit Western Tube & Conduit (100) ERW
Sumiden Wire Products Sumitomo Electric (80), Sumitomo Corp

(20 PC wire/strand stainless wire. 1979 & 1990

Precision Bar Service Inc (1992) Sumitomo Corp (65), Ogiso Kogyo (35)  Pealing, grinding, cutting of SBQ 1992
Note: Nippon Steel acquired 13% of inland stock in 1984. Sumitomo Metal bought 7% of LTV stock in 1993.

Key: HR = hot rolled; CR = cold roiled; CG = continuous galvanized; HDG - hot dip galvanized; EG = electrogalvanized; OCTG = oil counts
tubular goods; e - estimate.

©MBJ.

CHART- ® JAPANESE | NVESTMENTS | NNORTH AVERI CAN STEELMAKING FACILITIES
SOURCE: METAL BULLETIN MONTHLY (SEPTEMBER 1994)
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OBSOLETE FACILITIES OF OPEN
CHARACTERIZED THE OUT-OF-DATE
STEEL INDUSTRY.
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CHART-©: U.S. RA1 STEEL PRODUCTION BY TYPE OF FURNACE

SOURCE: AMERICAN IRON AND STEEL INSTITUTE (AIS 1)
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REDUCTI COLLAR OFFICE
WORKERS CuT O D

(NUMBER IN THOUSAND)
500
9, EMPLOYEES RECEI VING SALARI ES

» EMPLOYEES RECEIVING WAGES

250
200

150 H

1975 80 85 90 %3
CHART-® : NUMBER OF STEEL EMPLOYEES INU. S A

REMARK: EMPLOYEES OF STEEL DIVISION OF AISI MEMBER COVPAN ES.
SOURCE: AMERI CAN |RON AND STEEL |NSTITUTE (AlISI)



PRODUCTIVITY OF U. S. STEEL INDUSTRY
HAS CAUGHT UP TO WORLD CLASS LEVEL
(METRIC TONS)
800 i
100 - - - - — -—
(N 1
1975 80 85 0 93
CHART-®: RAW STEEL TONNES PRODUCED PER STEEL EMPLOYEE
REMARK: AVARABES OF MAJOR U.S. (14), JAPAN(8) ANDEUO05) STEEL MILLS.

SOURCE: PAINE 1EBBER, 10RLD STEEL DYNAMICS



AND NOW EVEN O THE PRODUCTIV-
ITY OF JAPANES L.

(MAN HOURS PER METRIC TON)

14 .

1975 80 85 90 94
CHART- ® MANHOURS PERMETRIC TONSH PPED
SOURCE: PAINE WEBBER HGRLD STEEL DYNAM CS



Lll\g LLION METR C TO\S)
—STEEL PRODUCTION

130
ADOMESTIC CONSUMPTION iiEXPORTS

120
no
100

1969 73 80
CHART-®: JAPANESE STEEL DEVAND AND SUPPLY (1969-1980)

REMARK: INGOT BASIS



IN
SOLVE

FRI ED. KRUPP
( GERVANY)
HOESCH

( GERVANY)

USI NCR- SACI LCR

( FRANCE)
HOOGOVENS
( NETHERLANDS)

BRI TI SH STEEL
(K

AVESTA

( SWEDEN)

AR! STRAI N
(SPAIN
ENSI DESA
(SPAI N

DALM NE
(I TALY)
NVANNESVANN
( GERVANY)
VALLOUREC

(FRANCE)

KRUPP HOESCH

( GERVANY)
AST

(1 TALY)

THYSSEN

( GERVANY)
KRUPP HOESCH
( GERVANY)

EUROPE,
THEIR
INVESTMENT OR

STEELMAKERS
PROBLEMS

91.10

92. 7

92. 6

92. 8

92.10

94. 3

9. 9

94.10

TO
JOINT

SOUGHT
THROUGH
COLLABORATION.

KRUPP (SECCOND LARGEST | NGERVANY) AQU RES
24. 9% STAKE CF HOESCH (TH RD LARGEST) .

KRUPP MERGES HOESCH.

CONCLUDE MUTUAL SUPPLY AGREEMENT CF STEEL
PRODUCTS.

[ USI NOR- SACI LR PROVI DES HOOGOVENS CF 150
THOUSAND TONS OF PLATE, WHI LE HOOGOVENS
PROVI DES USI NOR- SACI LOR CF 150 THCUSAND TONS
CF HOT ROLLED COL ANNUALLY.]

ESTABLI SH AVESTA SHEFFI ELD TOMERGE THE
STAINLESS STEEL SHEET BUSI NESSES OF BOTH
COVPAN ES.

FORM A JONT VENTURE TOPRODUCE H BEAM

ESTABLI SH DW STAI NLESS, A NEWHOLDI NG
COVMPANY FORTHE THREE-WAY MERGER COF THE
SEAMLESS STAI NLESS STEEL TUBE BUSI NESSES.

KRUPP HCESCH PURCHASES WHOLE STAKE COF ACCI Al
SPECI ALl TERNI (AST), |TALI AN MAJCR STAI NLESS
M LL.

THYSSEN( LARGEST | N GERVANY)  ANDKRUPP HCESCH
(SECOND LARGEST) COVBINE QUTPUT CF TI NPLATE
[ ELECTRI CAL SHEETS / STAI NLESS FLAT PRCDUCTS
N NEWSI NGLE ENTI TI ES.

CHART-®: ALLIANCES BETWEEN EUROPEAN STEEL MILLS FOR PROFITABILITY



150

140

130

120

110

100

1985 8 87 8 8 90 91 92 93
CHART- ® |0ORKFOBCE CGF 5 MAJAGR MLLS IN JAPAN AND INU S

REMARK  STEEL SEGMENT ONLY
SCURCE: ANNUAL REPCRTS / PAINE | EBBER WORLD STEEL DYNAM CS



MAJ OR JAPANESE STEEL MI LLS DI SPATCH SOME OF
THE EMPLOYEES TO AFFI LI ATE COMPANI ES WI THOUT
LAYI NG- OFF.
( THOUSANDS)
300
274 275 276 274
264 NATI ONW DE
TOTAL EMPLOYEES
250 53 % 5% 5
59 ACTUAL WORKFORCE
Dl FFERENCES WORKFORCE DI SPATCHED TO
217 218 21* AFFI LI ATED OOVPAN ES
200 V 15
203
167 167 166 166
158
150
120 19
110 threof, 5 MAJCOR MLLS
100 . TOTAL EMPLOYEES
ACTUAL WORKFORCE
47 WORKFORCE DI SPATCHED TO
50 AFFI LI ATED COVPAN ES
1990 B3

CHART- ® BREAKDOM CF EMPLOYEES CF JAPANESE STEEL | NDUSTRY

REMARKS: 1) TOTAL CF BOTH STEEL AND NON- STEEL SEGMVENTS
2) AT THE END CF SEPTEMBER (F EACH YEAR
SCURCE: JAPAN |RON AND STEEL FEDERATION (JI SF)



Lunao

(MILLION METRIC TONS)

86

80

73

1969

CHART-®: JAPANESE STEEL DEMAND AND SUPPLY (1969-1990)

INGOT BASIS

REMARK:



AFTER JAPANESE STEEL ENJOYED STR
DEMAND TOWARDS THE END OF 1991,
COLLAPSED SUDDENLY.

(MILLION METRIC TONS)

1969 73 80 86

CHART-®: JAPANESE STEEL DEMAND AND SUPPLY (1969-1994)
REMARK:  INGOT BASI S

90 91



gT N(E;XPORTS HAVE BEEN GRADUALLY

(MLLION METR C TONS)

90

80

70

20

10

0
1975 76 77 78 79 80 81 82 83 84 8 8 87 83 89 90 91 92 93

CHART- ® JAPANESE DOMVESTI C CRDI NARY STEEL CONSUMPTION AND | NDIRECT EXPCRTS

REMARKS: 1) FISCAL YEAR BASIS (APRI L- MARCH)
2) APPARENT CONSUMPTION CF ORDI NARY STEEL M (LEFT- SCALE)
thereof; |NDRECT EXPCRTS B (ditto)
X CF INDRECT EXPCRTS — (R GHT- SCALE)

30

25

20

15

10



ORT

‘(J\él ILLION METRIC TONS)

1975 80 85
CHART- ® JAPANESE |RON ANDSTEEL EXPORTS

INCREASED

90

OTHERS
UNI TED STATES

CH NA

SQUTH EAST ASI A
(EXCL. CHNA)



U. S. STEEL INDUSTRY HAS BEEN INNOVATIVE
IN PROTECTING IMPORTS.
f(SlgILLION NET TONS) (M LLION NET TO\IS)
120
% US. |NPORTS (LEFT-SCALE)
—U.'S. SHPMENTS (R GHT- SCALE)
50
40 100
30
20
10

0
1965 66 67 68 69 70 71 7273747576 7778 79 80 81 8283 84 8586 87888990091 9293 94

I\F/&CHANI SVB VOLUNTARY RESTRAI NTS "\I;E%I?S'\FA’RI [C'IEO VOLUNTARY RESTRAI NT
& ARRANGEMENTS AGREEMENTS
PROTECTI ON ALL COUNTRI'ES] [TO 16 CONTR ES & EC]

[TO JAPAN AND EC]

CHART-® H STORY CF U.S. STEEL |MPCRTS AND MECHANI SM5 FCRPROTECTI ON
REMARK: STEEL M LL PRODUCTS BASI S



JAPANESE STEEL EXPORT TO U. S.
PEAKED IN 1976 AND SINCE THEN
1T STEADILY DECLINED.
(MILLION NET TONS)
30
OTHERS
CANADA
EUROPEAN UNION
JAPAN
1975 80 85 90 94

CHART-®: U S. |IMPORTS OF STEEL MLL PRODUCTS BY COUNTRY CF CRIG N
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CHART-®: OOURSE OF YEN EVALUATION
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ALUE
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(THOUSAND NET TONS)
8,000

7,000

6, 000

5, 000

4, 000

3, 000 I
2,000

I, 000

1976 84 91 92 93 94
CHART-®: U.S. STEEL IMPORTS FROM JAPAN BY PRODUCTS

SOURCE: AMERICAN IRON AND STEEL INSTITUTE (AISI)

SEMIS

OTHER PRODUCTS

WIRE RODS 4 WIRE DRAWN
PIPES & TUBES

OTHER SHEETS & STRIP
GALVANIZED SHEETS
H.R. SHEETS S STRIP
C.R. SHEETS S STRIP



Major Japanese Automobll Makers' Manufacturing Facilities In North America.

1 Company Name of Operation Facilities Share (%) Location Capacity Established
(carslyear)
TOYOTA Toyota Motor Manufacturing U.S.A. Inc.  Toyota 100% Lexington, KY 236,000 1986
4 bein %)anded
tog 000
New United Motor Manufacturing Inc. Toyota 50%, G.M. 50% Fremont, CA 312,000 1984
Toyota Motor Manufacturing Canada Inc. Toyota 100% Cambridge, Ontario 57,000 1986
21
NISSAN Nissan Motor Manufacturing Corp. U.S.A. Nissan 100% Smyrna, TN 440,000 1980
*
IHONDA Honda of America Manufacturing, Inc. Honda 100% Marysville, OH 527,000 1978
Honda of Canada Manufacturing, Inc. Honda 100% Alllston, Ontario 101,000 1984
MATSUDA Auto Alliance International Matsuda 50%, Ford 50% Flat Rock, MI 23C.000 1985
IMITSUBISHI  Diamond-Star Motors Corp. Mitsubishi Group 100% Normal, IL 231,000 1985
1
i |
IFUJI : ISUZU Subaru Isuzu Automotive Inc. Fuji 51%, Isuzu 49% Lafayette, IN 169,000 1987
1 SUZUKI CAMI Automotive Inc. Suzuki 50%, G.M. 50% IngersoH, Ontario 205,00 J 1986

t;HH  (2): MAJOR JAPANESE AUTOMOBIL MAKERS' MANUFACTURING FACILITIES | NNORTH AMFRIHA



Major Galvanizing Facilities in North America - New Installed Since 1985

Company

Armco Steel Co. LP

Bethlehem Steel

I
Double G. Coating

DNN Galvanizing LP

I/N KOTE

L.S. Electro Galvanizing
L.S.Il Electro Galvanizing

National Steel Corp.
PROTEC Coating Co.

Wheeling-NIsshin Inc.

Z-Line Co.

Facilities

Middletown, OH - #2EGL

Burns Harbor, IN -- CGL

Sparrows Point, MD «- CGL

Walbrldge, OH -- EGL

Jackson, MS -- CGL

Windsor, Ontario - CGL

New Carlisle, IN -- CGL
New Carlisle, IN -- EGL

Cleveland, OH -- EGL
Columbus, OH- #2EGL

Great Lakes, M| -« EGL

Letpslc, OH - CGL

Follansbee, WV -- CGL
Follansbee, WV - #2CGL

Hamilton, Ontario -- CGL

CHAR! %: MAJOR GALVANIZING FACILITIES I NNORTH AMERI CA

Capacity

(tons per year)

300,000

450,000
260,000
300,000

260,000

400,000

500,000
400,000

400,000
360,000

400,000

600,000

270,000
240,000

350,000

Began Operation

1991

1993
1992
1993

1994

1993

1992
1992

1986
1991

1986

1993

1988
1993

_1.991

Joint Venture (Share %)

Armco 50%, Kawasaki Steel 50%

J/IV with Inland Steel

Bethlehem 50%, National 50%

DOFASCO 50%, NKK40%, NSC10%

Inland 50%, Nippon Steel 50%

it

LTV 60%, Sumitomo Metal 40%
LTV 50%, Sumitomo Metal 50%

Majority owned by NKK
USX 50%, Kobe Steel 50%

NlIsshin 64%, W.P.36%

|STJILO"60% Mltsublshi 40%

J



IN THE LAST TWO YEARS AUTO PRODUCTION

HAS |INCREASED SHARPLY.

(MILLIONS)

13
TRUCK
(LIGHT AND HEAVY)
AR

1969 73 7778

CHART-®: U.S. AUTO PRODUCTI ON
SCURCE: | ARD S AUTOMOTI VE



AMERICAN STEEL' S PROBLEMS ARE

NOT FROM IMPORTS BUT FROM A

CHANGED SUPPLY STRUCTURE.

(MILLION NET TONS)

100
FOREIGN MILLS (IMPORTS)
MINIMILLS
RECONSTI TUTED M LLS
MJR MLLS

1979 90 E 94 E 2000

CHART- ® CHANG NG SHARE OF THE U.S. MARKET FCR
MAJOR MLL STEEL PRODUCTS

REMARK: E = ESTI MATE AS OF MYY, 1994
SOURCE: PAINE fEBBER fPRLD STEEL DYNAM CS
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N THE PAST 10 VYEARS, S. _ MAN
ER TON SHIPPED HAS 'IMPROVED
(MWN HOURS PER METR C TON)

14

1975 80 85 90

CHART-® (SAME AS <ft): MAN HOURS PER METRIC TON SH PPED
SOURCE: PAINE WEBBER, WORLD STEEL DYNAM CS

94



EMPLOYEE COST OF U S. STEEL I NDUSTRY
S LOWER THAN THAT OF  JAPANESE.
(US$ PER HOUR)

40

1975 80 85 9 94

CHART- ® EMPLOYEE OOBT
SCURCE: PAINE-| EBBER WORLD STEEL DYNAM CS
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CHART-30: U.S. STEEL SHPMENTS (1990-1994)

SOURCE:  AMERI CAN

IRON AND STEEL |NSTITUTE (AISI)
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Date
Filed
07/10/94
03/30/94
03/28/94
03/22/94
03/10/94
03/07/94
02/23/94
02/07/94
01/28/94
12/14/93
12/10/93
11/23/93
11/15/93
11/11/93
11/04/93
10/04/93
09/30/93
09/29/93

CHART- ®: STEEL

Salomon Brothers Inc

Unprecedented Market Receptivity to New Issues

Steel Industry Equity Offerings 1992 -1994

Issuer
Welrton Steel
WCI
AK Sleel Holding
Rouge Steel
Cold Metal Products
Olympic Steel
Bethlehem Steel
Birmingham Steel
Webco Industries
U.S. Steel
JAL Specialty Steel
Inland Steel
Huntco Ino.
Schnltzer Steel
LTV Corporation
Gibraltar Steel

Maanshan Iron * Steel

Acerlnox, S.A.

Kentucky Electric Steet

Security Offered
Common Stock
Common Stock
Common Slock

Class A Common Slock (IPO)

Common Stock (IPO)
Common Stock'(IPO)
Common Stock
Common Stock
Common Stock (IPO)
Common Stock
Common Slock (IPO)
Common Stock

Class A Common Stock

Class A Common Slock (IPO)

Common Stock
Common Stock (IPO)

American Depository Shares (IPO)

Common Stock
Common Stock (IPO)

| NDUSTRY EQUI TY OFFERI NGS

Amount
($ In millions)

$160.8
50.0
412.9
154.0
27.7
62.0
3205
139.4
35.0
1845
218.4
161.3
45.9
495
275.0
275
171.9
183.0
54.0

Date
07/22/93
08/29/93
06/29/93
06/10/93
06/29/93
04/08/93
03/23/93
02/25/93
02/11/93
01/26/93
10/01/92
08/04/92
07/21/92
07/15/92
07/08/92
08/03/92
05/17/92
04/20/92
03/28/92

Issuer
U.S. Steel
Wheellng-Ptttsburgh
Huntco Ino.
Northwestern Steel & Wire
Shlloh Industries
Wheeling-Pittsburgh
National Steel
Bethlehem Steel
U.S. Steel
Steel of West Virginia
Armco Ino.
Bethlehem Steel
Lukens Inc.
Inland Steel Industries
Palmer Tube
U.S. Steel
Quanex Corporation
China Steel
Birmingham Steel

Transactions In bold represent those Invoiving Salomon Brothers as managing underwriter.

Issuance amount does not reflect over-allotment provisions.
Issuance amount for transactions In negotiation reflect prices as of the last day before filing for seasoned companies and mid-point of

Security Offered
Common Steel
Convertible Preferred Stock
Class A Common Stock (IPO)
Common Stock (IPO)
Common Stock (IPO)
Shares of Common Stock
Class B Common Stock (IPO)
144A Convertible Preferred Stock
Convertible Preferred Stock
Common Stock
Convertible Preferred Stock
Common Stock
Common Stock
Common Stock
American Depository Receipts
Common Stock
Convertible Exchangeable Preferred Shares
144A American Depository Shares (IPO)
Common Stock

Amount
($ In millions)

$ 3263
135.0
54.4
56.0
36.9
86.3
140.0
250.0
300.0
40.0
125.0
156.0
54.0
94.5
10.5
178.5
75.0
136.5
64.1

$,11,4.8



TODAY
TO P

o
-z

U. S. STEEL INDUSTRY RETURNED
|

R O TY.

(billion $)

1979 80 81 82 83 84 85 86 87 83 89 90 91 92 93

CHART-32: STEEL SEGMENTS' INCOME BEFORE TAX OF REPORTING COMPANIES TO MSI
(EXCL. UNUSUAL OR EXTRAORDINARY ITEMS)

SOURCE: AMERICAN IRON AND STEEL INSTITUTE (AISI)



THE MINI-MILL SHARE WILL CONTINUE TO GROW,
ESPECIALLY I'N THE FLAT-ROLLED AREA.
(MILLION NET TONS)
®|) ®n (DZ) @2
(DNUCOR CRAWPORDSVILLE ©TRI CO STEEL (2.2) ®NUCOR SQUTH CARCLINA (1. 8)
(PHASE | 1.0) (PHASE | 0.8)
© PSCO (1.0) OWORLD CQLASS STEEL (1.0)
ONUCOR HICKMANN
(PHASE | 1.2) (PHASE 11. 0) OSTEEL DYNAMCS (PHASEI 1.3) (PHASEI 0.9)
©BHP/ NORTH STAR (PHASE| 1 5) (PHASE 11. 8)

©ARMCO MANSFI ELD( 0. 8)
©BETA STEEL (0. 6)
OGALLATIN  (PHASE | 1.2) (PHASE | 0.9)

CHART-33: NEf FLAT-ROLLING EAF CAPACITY IN U.S.A.



STIC S L MILL PRODUCTS
PLY DE NED FROM 1991 TO

0O

OME
HAR
9 94

(MILLION METRIC TONS) (50
100 1
DOVESTI C CONSUNPTI ON GF STEEL PRODUCTS 0

% CHANGES FROM PREVI QUS YEAR

90
-5
80 10
-15
70 -20
1990 21 92 93 94

CHART-34: JAPANESE DOVESTIC DEMAND FORSTEEL PRCDUCTS
(1990~1994T

REMARK: STEEL PRCDUCT BASI S
SOURCE: | NTERNATI CNAL  |RCN AND STEEL | NSTI TUTE



VE JAPANESE MAJOR MILLS LOST 300 BILLION
N

Fl
YE IN 1993.

(BILLION YEN)
1 000

900 2=8&
800 W~-7=&
700

600
500

FIVE MAJOR INTEGRATED
400 .MILLS (EXCL, ONE-TIMi..

C3k ITEMS)
300

200 f=&
100

tt

0 z17

W

100
-200
300 RECURRING INCOME OF REPORTING COMPANIES TO JISF

-400
1984 85 86 87 88 89 90 91 092 93 a o2 93 E94

CHART-35:  RECURRING | NCOVE CF REPCRTING COMPANIES TOJI SF

REMARK: FI SCAL YEAR BASIS (APRI L- MARCH)
SCURCE: JAPAN |RON AND STEEL FEDERATICN (JISF)



FIVE MAJOR
TARGETED
ANNOUNCE
MENT
N PPON 93.10. 29
STEEL
NK 93. 3.10
94. 3.15
94. 8. 9
KAWASAKI 93. 4.21
STEEL
93.12
94. 5,18
SUM TOMD 93. 3.11
METAL
| NDUSTRY
94. 3. 8
KCBE 93. 6. 1
STEEL
94. 3. 8
CHART-36:

JAPANESE STEEL MILLS HAVE
TO ACHIEVE COST REDUCTION.

PERSONNEL  CUTBACK

by FY1996

TOTAL 27, 000—20, 000 (A7, 000)
W TE 10, 000— 6, 000 ( A4, 000)
BLLE 17, 000—i4, 000 (A3, 000)

by FY1996
TOTAL 22,200 —19, 000 (A3, 200)
STEEL 14,700 —12, 100 (A2, 600)
OTHERS 7,500 — 6,900 (A 600)
REVI SI ON
22,200-47, 700 (A4, 500)
WHI TE( AL, 400)
BLUE (A3, 100)
ANOTHER REVI S| ON
22, 20046, 400 (A5, 800)

by FY1995

TOTAL 13, 600—10, 700 (A2, 900)
W4 TE 3,300-* 2,700 (A 600)
BLUE 10, 300— 8, 000 (A2, 300)

REVI SI ON

TOTAL 13, 600—10, 300 (A3, 300)
WH TE 3,300-* 2,300 (11,000)
BLLE 10, 300— 8,000 (A2, 300)

ANOTHER REVI SI ON

TOTAL 13, 600— 8, 700 (Ad, 900)
WH TE 3, 300— 2,300 (AL, 000)
BLUE 10, 300— 6, 400 (A3, 900)

by FY1995

TOTAL 19, 400-16, 400 (A3, 000)
WH TE 5,400— 4,600 (A 800)
BLUE 14,000—41, 800 (A2, 200)

REVI SI ON

TOTAL 19, 400-45, 100 (A4, 300)
WH TE 5, 400— 4, 100 (A, 300)
BLUE 14, 00011, 000 (A3, 000)

by FY1995
TOTAL 20, 10018, 200 (A, 900)
VH TE 8,500— 7,900 (A 600)
BLUE 11,600-10,300 (A, 300)
REVI SI ON
TOTAL 20, 10046, 300 (A3, 800)
VH TE 8,500— 7,300 (A, 200)
BLUE 11,600—9,000 (A2,600)
thereof, STEEL DI VID ON
8, 800— 6, 700 (A2,100)

COST REDUCTI ON
(BI LLION YEN)

FY1994- 96
A300

FY1994~96
AL75

by FY1995
A210

by FY1995
AL50

by FY1995
ADDI TI ONALLY
A50- 100

by FY1995
AL00

PROFITABILITY PROGRAMMES OF MAJOR JAPANESE STEEL MILLS



JAPANESE STEEL HAS BEEN LEADER OF
TECHNOLOGICAL ADVAMCE I'N RECENT
TWO DECADES SPENDING I'N R&D.

(BILLION YEN)
500

400

300

1985 86 87 88 89 90 91 92 93
CHART-38: R&P EXPENDITURES AND RATIO TO SALES IN JAPANESE STEEL

REMARK: FISCAL YEAR BASIS (APRIL-MARCH)
SOURCE: JAPANESE AGENCY OF MANAGEMENT AND COORDINATION



CUT BACK OF CAPITAL INVESTMENT TO 30-400%
LEVEL OF TRADITIONAL INVESTMENT.
(BILLION DOLLAR) (BILLION YEN)
A 1,200
800
H 400
USA.
(IN~BILL ION DOLLAR)
0
1975 80 85 0 A

CHART- 37: CAPI TAL EXPENDI TURE

REMARK:  JAPAN - FI SCAL YEAR BASIS §APRI L- MARCH)
U S. A - CALENDER YEAR BASI



