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ﬂ Overview of Trade

1. Trade Balance on a Customs-Clearance Basis and Total
Trade Value: Trade with the BRIC countries continue to be
brisk. Trade with other new economies was generally
favorable as well. Japan’s trade surplus (on a Customs-
Cleared Basis) decreased for the second consecutive year.

In 2006, Japan’s trade surplus failed to reach the ¥10-trillion mark again and
decreased for the second consecutive year to ¥8.1 trillion. This was because
imports grew (¥67.2 trillion in total, an increase of 18%, or ¥10.2 trillion) more than
exports (¥75.3 trillion in total, an increase of 15%, or ¥9.6 trillion), which was boosted
by high oil prices and by increase in imports of so-called “Manufactured Products.”
Looking at the unit value index, the index of exported commodities improved by 6%,
and that of imported commodities improved by 13%.

Looking at the trade surplus (on a Customs-cleared basis) by region, Japan’s
surplus in trade with the United States and the EU expanded to ¥9 trillion (up 17%)
and ¥3.9 trillion (up 24%), respectively; but trade surplus with other countries/regions
of Asia fell slightly to ¥6.5 trillion (down 1%). With Asia, the surplus increased to
¥10.9 trillion (up 5%) with newly industrializing economies (NIEs), but the trade
balance with the Association of Southeast Asian Nations (ASEAN), which recorded a
surplus of ¥330 billion in 2005, fell into a deficit of ¥380 billion. Surplus in trade with
China including Hong Kong expanded remarkably to ¥1.1 trillion (up 65%). In the
meantime, Japan’s trade with China excluding Hong Kong has a deficit of ¥3 trillion
(down 5%). Due to increases in prices of import crude oil, deficit in trade with the
Middle East, which was ¥7.8 trillion in 2005, expanded to ¥10.5 trillion (up 33%).

The combined value of exports and imports amounted to ¥142.4 trillion (up 16%)
in 2006, reaching an all-time high for the fifth consecutive year. Broken down by
region, trades with the United States and the EU increased to ¥24.8 trillion (up 14%)
and ¥17.8 trillion (up 11%), respectively. The trade with Asia increased to ¥65.1
trillion (up 14%), which accounted for 46% of Japan’s total trade. Looking into Asia,
trade with China, including Hong Kong, was worth ¥29 trillion (up 16%), which
accounted for 20% of Japan'’s total trade, exceeding the 17% of that with the United
States. This indicates that Japan has an increasing dependency on China as the
largest trade partner. However, trade with China, excluding Hong Kong, totaled
¥24.6 trillion (up 18%), which was slightly smaller than that with the United States.
Looking from China, Japan maintained its position as its third largest trading partner

after the EU and the United States. With regard to
Total Trade (2006) trade with other BRIC countries, they all improved
il EaAgiggA)Z% more than 20% from a year earlier; trade with the

Central and Easlern Europe BRICs on the whole grew to ¥28.1 trillion in total

Wemr;‘“gjr'gbg‘j;,/f" (up 20%), holding a 20% share of Japan’s total

Latin Arerica 8% =\ trade). It was also notable that trade grew
remarkably with, among others, the Middle East,

North America which totaled ¥14.9 trillion (up 30%); Vietnam, ¥1.1

14% i trillion (up 22%); Mexico, ¥1.4 trillion (up 35%);
South Africa, ¥1.2 trillion (up 27%); Chile, ¥900
billion (up 35%); and Turkey, ¥320 billion (up 17%).
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Decrease

|Indonesia ( 85.8)‘A15.7‘A 0.2| North America
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Exports 9 “Others” includes Scientific & Optical Instruments,
Photographic Supplies, etc.

Source: Compiled from MOF's Trade Statistics on a Custom-cleared
Basis

2. Exports: They reached an all-time high for the fifth
consecutive year thanks to the briskness in that of
machinery, equipment and raw materials

In 2006, the value of exports from Japan marked a double-digit increase from

2005 (up 7% year-on-year) to ¥75.3 trillion (up 15%, or ¥9.6 trillion) owing to the

simultaneous growth of world economy, reaching an all-time high for the fifth

consecutive year (since 2002). On a monthly basis, exports improved for the 37th
consecutive month as of December 2006. The unit value index of exported products
in 2006 went up 6% as observed in previous year, and the quantum index, which
was up 1% in 2005, rose to 8% in 2006.

By country and region, exports to the United States (up 8% in 2005) swelled for

the third consecutive year to ¥16.9 trillion (up 14%). Those to other countries and
regions of Asia (up 7% in 2005) increased to ¥35.8 trillion (up 13%), accounting for
nearly half (48%) of the Japan’s total exports and setting a record for the fifth
consecutive year. Those to the EU (up 0.3% in 2005) rose to ¥10.9 trillion (up 13%),
gaining for the fourth consecutive year. Analyzing exports to Asia in detail, those to

China (up 11% in 2005) climbed for the eighth consecutive year and continued to

mark a double-digit rise (up 22%) in 2006. Those to Indonesia (up 4% in 2005), on
the other hand, decreased by 16% resulting from declines in, among others, Motor
Vehicles, Power Generating Machine, and Iron and Steel Products.

By commodity, export of Machinery & Equipment, which accounted for 69% of the
total exports, recorded a large increase primarily because of Motor Vehicles. Broken
down in detail, export of Machinery (up 6% in 2005), including Power Generating
Machine, Computers & Units, Parts of Computer, Metalworking Machinery,

Construction Machines, and others, increased to ¥14.8 trillion (up 11%) against the
background of global robustness of capital investments and natural resources
developments, such as energy developments. Export of Electrical Machinery (up
1% in 2005), which includes Semiconductors etc, and Parts of Audio & Visual
Apparatus as well, increased to ¥16.1 trillion (up 11%). That of Transport Equipment
including Motor Vehicles, Parts of Motor Vehicles, and others, went up to ¥18.2 trillion
(up 20%). That of Scientific & Optical Instrument (down 1% in 2005) continued to fall
slightly (down 0.4%). Export of raw materials remained favorable, for example, Iron
& Steel Products (up 21% in 2005) rose to ¥3.5 trillion (up 15%), Nonferrous Metals
(up 19% in 2005) rose to ¥1.2 trillion (up 56%) and Chemicals (up 12% in 2005) went
up to ¥6.8 trillion (up 16%).

By currency used in exports, yen-denominated exports, which held a share of
some 39% in 2005, went down slightly to 38% in 2006.
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Source: Compiled from MOF's Trade Statistics on a Custom-cleared
Basis

3. Imports: Established a new record for the fourth
consecutive year as prices of oils and natural resources
stayed at high levels

Imports to Japan, which rose by 16% in 2005, continued to grow in 2006 as well
and totaled ¥67.2 trillion (up 18% or ¥10.2 trillion), a record-high for the fourth
consecutive year. The quantity index of imported goods (up 3% in 2005) was up 4%.
On the other hand, the unit value index (up 13% in 2005) maintained double-digit
growth (up 13%). As a result, the total value of imports marked double-digit growth
of 18% in 2006.

By region, imports from Asia (up 14% in 2005) further increased to ¥29.3 trillion
(up 16%), a share of 44% of the total imports, reaching a record-high for the seventh
consecutive year. Those from the Middle East (up 43% in 2005) soared to ¥12.7
trillion (up 31%), led by those from oil producing countries, a new record for the
fourth consecutive year. Imports from the EU (up 3% in 2005) went up to ¥6.9 trillion
(up 7%), a record for the seventh consecutive year, and those from the United States
(up 5% in 2005) increased to ¥7.9 trillion (up 12%), a record for the second
consecutive year. Looking more closely at imports from Asia, those from China (up
17% in 2005) were valued at ¥13.8 trillion (up 15%), from the NIEs (up 11% in 2005)
rose to ¥6.6 trillion (up 18%), and from the ASEAN (up 10% in 2005) went up to ¥9.3
trillion (up 16%). Among others, imports from China improved for the seventh
consecutive year and further widened its gap with the United States (¥4.9 trillion in
2005) to ¥5.9 trillion, maintaining Japan’s largest import source.

By commodity, import of Mineral Fuels (up 36% in 2005), such as Petroleum, LNG
and Coal, continued to surge as in 2005 to amount to ¥18.6 trillion (up 28%) resulting
from rises in crude oil prices. Also favorable were other natural resources, such as
Ore of Nonferrous (up 55%), and Iron Ore & Concentrates (up 35%), and, in general,
Machinery & Equipment (up 15%). The 2006 share of so-called “Manufactured
Products” in classification, which accounted for 58.5% of imports in 2005, further
decreased to 56.9% due to high increases in import of raw materials. Looking into
“Manufactured Products” which were valued at ¥38.2 trillion (up 15%) in total, import
of Clothing & Accessories (up 6% in 2005) was ¥2.8 trillion (up 12%); Chemicals (up
13% in 2005) was ¥4.9 trillion (up 13%); a category of products classified as
Manufactured Goods (e.g. Nonferrous Metals etc.) was ¥6.5 trillion (up 21%); and
Machinery & Equipment, including Semiconductors etc, Scientific & Optical
Instrument, Power Generating Machine etc. was around ¥19 trillion (up 15%). On the
other hand, there were a few commodities that saw a decrease in imports, such as
Meat & Meat Preparation (¥980 billion, down 9%), Soy Beans (¥150 billion, down 5%,

mostly from Brazil), Iron & Steel Products (¥800 billion, down 5%, mostly from South
Korea), and Audio & Visual Apparatus (¥1.6 trillion, down 3%).
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4. Changes in the Yen/Dollar Exchange Rate and the
Movement of Trade Indexes

(1) Yen/Dollar Exchange Rate:
The Yen Rate fluctuated on a depreciation trend in 2006

The U.S. Federal Reserve Board (FRB) raised interest rates four times in 2006. As
a result, the gap in interest rates between Japan and the United States expanded,
pushing the yen rate (Tokyo's inter-bank spot rate) in a depreciation trend against the
U.S. dollar. Although sharp rises in the yen rate had been temporary observed as an
issue on global imbalances in world economy as the U.S. trade deficit was
discussed in the G7 meeting in April, the yen rate returned to a downward trend,
again driven by yen selling induced by “yen-carry trades*.” Looking at the yen/dollar
exchange rate by quarter, it was ¥116.9/$1, ¥114.4/31, ¥116.2/$1 and ¥117.8/$1 in
the first, second, third and fourth quarters, respectively. As a result, the yearly
average of yen rate declined to ¥116.3/$1 (a depreciation of 5.3% from 2005) for the
second consecutive year.

(*Yen-carry trade is the practice of borrowing funds in yen at a very low interest
rate and converting the funds into foreign currency to buy higher yielding assets in
other markets.)

(2) Export Index:
Increased for the fifth consecutive year mainly due to quantity factor

In 2006, the export quantity index of Motor Vehicles registered a double-digit
growth with chief destination to the United States. The export quantity index of
Semiconductors etc, (IC) also marked double-digit growth with their major
destination to Asia. Thanks to these major factors, the export quantity index of total
exports rose noticeably, going up 11.2% in the first quarter, 8.8% in the second
quarter, and 8.4% in the third quarter of 2006. On a yearly scale, the index, which
rose slightly by 0.8% in 2005, soared by 7.7%, recording year-on-year growth for the
fifth consecutive year.

The export unit value index of total imports remained on an upward trade in all
quarters thanks to the depreciation of the yen by some 5%. On a full-year scale, the
index, which rose by 6.4% in 2005, again rose 6.4% in 2006, a growth for the third
consecutive year.

As a consequence, the export index marked a year-on-year increase for the fifth
consecutive year, pushed up by quantity factor in 2006.

(3) Import Index:
Increased for the fourth consecutive year driven by price factor

The import quantity index maintained a growth of some 5% in all quarters of 2006,
thanks to increases in quantity of trades in Semiconductors etc (IC) and LNG, among
others. On an annual scale, the import quantity index (2.9% up in 2005) went up
4.4%, achieving an increase for the fifth consecutive year.

The import unit value index achieved high growth driven by rises in oil prices due
to political uncertainty in the Middle East, and rises in prices of natural resources
such as iron ore and nonferrous metals driven by economic growth in China and
other emerging nations. As a result, the import unit value index (up 12.5% in 2005)
gained 13% for 2006, maintaining a double-digit increase for the second
consecutive year, and a year-on-year increase for the third consecutive year.

As a result, the import index went up for the fourth consecutive year driven by
price factor.
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