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Overview of contents

m Economic Climate
— GDP growth, recovery, deflation

®m Housing Industry
— Starts, trends, record numbers for 2x4

m Reqgulatory Issues
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— Competition, MPB, shortage of supply

m Trends and Opportunities
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Economic Growth
Real GDP growth strong in 2005

m 2.7% growth in 2005
_ after 2.3% in '04 Real GDP year/year %

m Strong end to 2005
- 05Q4: 5.4% q/q annualized
- 05Q4: 4% over 04Q4

m 2006 and 2007 forecast
quite robust

- Consensus of Japanese
Forecasters (for fiscal year
ending in March):

- FYO5: 3.4%
- FY06: 2.6% Calend
- FYO7: 2.4% mendaryesr
M note: 2005 growth in Canada Source: Cabinet Office, Japan

was 2.9%, with faster population increase
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GDP Growth

10-year trend: more sustainable growth now

m Private and domestic
growth stimulus:

— Domestic final sales
(private consumption &
investment net of
inventory changes) now
growth driver

- Unlike 90s, public
demand trend is weak:
sharp cuts in public
works

Contributions to yly real GDP growth % (05preliminary)

m Modest net export

B Final domestic sales B Public demand [ Net Exports g rOWth . o
- Economy firing on all
cylinders
b U u "
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Recovery by City and Region

Centered in industrial heartland, urban areas

Recovering Strongly: robust growth overall; very tight
labour market; industry, services, real estate increasingly buoyant SAPPORO: Northern centre

. at heart of agri-food & tourism region
Recoverlng: firm growth; tightening labour market;

industry and services solid o{'/‘r}—

Recovering mlldly growth picking up; labour market, 7 o

Industry and services recovering, although picture is uneven o

SignS of a turnaround: growth remains slow.

Labour market slack remains; modest pickup in some industries

0 regions in this

caeqory at this time

HIROSHIMA:
Dynamic regional centre

FUKUOKA:
modern city with
growing ties to NE Asia

TOKYO-YOKOHAMA: growing financial
and economic metropolis; world’s biggest city
with economy larger than Canada’s

OSAKA-KYOTO-KOBE: NAGOYA: booming manufacturing centre

re-emerging second urban region of Japan
=

Source: Cabinet Office, Embassy estimations
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Deflation
Easing... ending?

m CPl now mildly positive 3

Change in prices (y/y%)

Source: Bank of Japan

— Core CPI 0.5% y/y Jan 06

— Corp. goods prices &
— GDP deflator N 1

-----

(import prices key factor)

m BoJ has called end of
deflation:

- “Quantitative easing” over: -2

- BoJ now targeting 0%
interest rate -3

~ Interest rates will stay at 2| 2| 2|2 & & o o & &
or near zero this year F::OO ;01 ;02 ;03 CY04 CY05
- BoJ wants CPl at 0-2%
—— Core CPI - CGPI
--- CSPI GDP Deflator
Bel SmTnesme fwmmnasme Canadi



Monetary Policy
What will be impact of nomalisation, rising i-rates?

%+ overall in Japan & Household (HH) assets = 4X HH debts
”

consudmption boost offsets profit impact; banks benefit from better
spreads

BUT: government has to pay higher interest (mostly to Japanese); book
value of bond holdings falls, overseas assets may suffer, possibly gold

Households
firms, banks

Government JGBs
spending overseas assets

Households gain _ coyl Book value
Y7.8 trillion? LLCHER of JGB
expense Bt
Interest . i oldings
Cons. spending USROS fa"Sg
rate Rises 0.8%:! time as debt
Increase 9 9 rolled over Overseas
Modest rise in (JGBs Assets
19%0 profits? = 150% Suffer as
Of GDP, “carry trade”
Loz_;m Spreads Held 95% SlbEies
Improve In Japan)
1: Source: Nomura securities  2: Source: Goldman Sachs
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Housing Starts for 2005

Continued growth

m Total starts were 1,236,122 - a 4% increase over 2004
- third consecutive year of growth

m 2x4 starts reached a record of 95,843 units - a 5.7% increase

— Post and Beam - 426,298 units
— Wooden prefab - 20,218 units

m Growth by region:
— Tokyo area - 2.4%

— Chubu - 8.9%

- Kinki - 4.3%

- elsewhere - 3.9%

m Overall wooden starts - 43.9%
(of total units)

Source.: Ministry of Land, Infrastructure and Transport
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Housing Starts in Review
2X4 increases within overall decline

Japanese Housing Units (1984-2005)

-o— TOTAL HOUSING UNITS - 2x4 HOUSING

Source.: Ministry of Land, Infrastructure and Transport
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Housing Starts in Review 2
2Xx4 has room to grow within wooden starts

III
$
R G
—om—
#
A" _ /J+ *0
% &
Source.: Ministry of Land, Infrastructure and Transport
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Market Access
Moving forward in a highly-regulated market

m Certification for Large-Scale 2x4 in Fire Zones - 2004

- now possible to construct single-family 2x4 houses over 100m?2,
4-storey multi-unit housing, and commercial facilities in Japan's

strictest fire protection zones

Seniors residence in Aichi Prefecture
First under new certification

Total floor area: 1,632.14m?2
Canadian lumber - 2x4 construction
Completed March, 2005

m Green Procurement Law - 2006

— three different ways of demonstrating legality and sustainability
of forest products, as well as recognition of all three certification

standards used in Canada
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Economic Framework
Building on Canada’s commercial strengths

m Launched during Prime Minister Martin’s visit to Tokyo in
January 2005

m Strategic economic priorities and emerging opportunities
addressed through an innovative Canada-Japan economic
framework

B Joint study to assess the opportunities for further trade,
(including the forest products sector) and investment
promotion and the potential for future liberalization, is a

key element of the overall Framework.
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Challenges

Commitment needed to resolve obstacles

m Competition from China and Europe

- Approximately 70% of the lumber that goes into traditional
housing in Japan is now engineered wood, which Canadians do

not supply.

m West Coast Infrastructure and Labour Disruptions

— The truckers strike in the Ports of Vancouver has hurt our
reputation as a reliable supplier. ;

m Shortage of Supply
— Strong US market, costly J-grade.
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MPB

How to mitigate the challenge of blue stain?

The Mountain Pine Beetle

B Appearance

— Japanese insistence on clear wood;
compromises visual requirements of
J—-grade.

m Concerns about strength
— need to convince consumers that
structural value not compromised;
blue colour is a stain, not rot.

m Confusion
— often mistaken for “matsu-kui
mushi” - Japanese pine-eating beetle.
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Opportunities

Niche markets for wood expanding

m Healthy building materials
— 2003 revision to BSL to combat VOCs in value-
added products; wood promoted as healthy choice

m Seniors housing

— Japan’s 65yrs+ citizens are currently 19% of the
Population, but expected to exceed 26% by 2015.
— CMHC area of focus for Japan

m Renovation market

— current value = 7 trillion yen
- expected to grow to 8 trillion by 2010; housing
stock lasting longer, renovations typically 25yrs
after construction: flooring, kitchen, doors

— baby-boomers with lump-sum retirement cash

Source: Nomura Research Institute, MLIT
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Thank You

Visit our Virtual Trade Commissioner website for more
information and online services at

www.infoexport.gc.ca
or e-mail us at
ipn.commerce@international.gc.ca

Any gquestions?
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The Japan Building Products Team

Serving our clients
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Naoki Makino

OSAKA:
Takashi Furukawa
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Government of Canada’s Presence in Japan:
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