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Power shortages and rebuilding opportunities

Machinery and chemical supply chains in Asia have faced the greatest risk of disaster-
related disruption. In addition, a significant number of Japan's electronics manufacturers
are located in the most heavily damaged prefectures. As power-supply uncertainty lingers,
manufacturers become more likely to move production out of Japan -- particularly those
that are heavy users of electricity, such as metals and machinery companies. Meanwhile,
rebuilding those devastated areas presents considerable opportunity for creating "smart
cities," which would create opportunities for electronics manufacturers.
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Global impact: Machinery and chemical
supply chains in Asia at risk
Exports of intermediate goods, used in further
production processes, provide a measure of Japan's
position in the global manufacturing supply chain.
Trade with the ASEAN+6, which includes 10
Southeast Asian countries and other major Asia-
Pacific economies, accounts for more than half of
Japan's intermediate goods exports. China accounts
for another quarter. Both far exceed outward trade
flows to other major trade blocs and economies.
Japan’s global intermediate exports are primarily in
the electric machinery and chemicals industries.
Electric machinery represents an even greater
proportion of exports to China, reflecting that
nation’s role in the assembly of consumer
electronics and technology products. Based upon
these trade flows it appears machinery and chemical
supply chains in Asia are most at risk, though
downstream inventories in each industry also
influence the level of disruption.

Local impact: Capacity reductions for
electronics-relatedmanufacturing
Iwate, Miyagi, and Fukushima prefectures, hardest
hit by the March 11 earthquake and tsunami, are
home to a small portion (4.2%) of Japan’s total
manufacturing establishments.
These northern prefectures, however, account for a
much higher concentration of manufacturing
locations for information and communications
electronics and for electric parts, devices, and
circuits. In the near-term, therefore, these
industries may see the greatest reductions in
production capacity.
Significant disruptions in production arising from
the disaster may accelerate corporate decisions to
reduce supply chain exposure to Japan. Even before
the disaster, the advancement of industrial
infrastructure in other Asian economies represented
a long-term threat to Japanese manufacturing.
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Electric power consumption by industry
2008

Japan supplementary reconstruction
budget: 4 trillion total yen

Source: Japan Ministry of Economy, Trade & Industry Source: Japan Ministry of Finance

801.8 (20%)7. Other spending – e.g., funding for
defense/emergency personnel

120.0 (3%)6. Local tax grants

640.7 (16%)5. Financing programs – business,
residential and private school loans

416.0 (10%)4. Rebuilding facilities – e.g., schools,
government and health buildings

1,201.9 (30%)3. Public works: e.g., reconstruction of
transportation infrastructure, utilities

351.9 (9%)2. Disposal of disaster waste

482.9 (12%)1. Disaster relief - temporary housing,
financial and emergency support

¥ bil (% of total)Category

Energy shortages and fears of higher
power costs threaten manufacturers
Before the earthquake, nuclear power accounted for
nearly 30% of electricity generation in Japan. Since
the crisis at Tokyo Electric Power Co.’s Fukushima
Daiichi plant, however, local officials have been
reluctant to approve restarting plants that were
offline for routine maintenance before the
earthquake or have been taken offline for
maintenance since. If the offline plants are not
restarted, nearly all of Japan's nuclear capacity
could be offline by mid-2012.
Lingering power shortages and higher costs would
result, with spiraling prices negatively affecting
manufacturing production and exports. Japan’s
Economy, Trade, and Industry Ministry estimates
that replacing some of the electricity lost to the
closures will cost ¥2.4 trillion this year and ¥3
trillion in 2012. Power shortages are expected to
continue for at least the next three years.
As power-supply uncertainty lingers, manufacturers
become more likely to move production out of Japan
--particularly those that are heavy users of
electricity, such as metals and machinery
companies. In the near term, foreign companies are
most likely to relocate, but domestic companies may
eventually consider moving. Prudent companies will
weigh the potential business consequences of
relocating to areas where high levels of fossil fuel-
fired power generation may raise issues about
carbon emissions and the environment.

Rebuilding heavily damaged areas will
bring challenges and opportunities

Rebuilding earthquake- and tsunami-damaged areas
will require significant capital. To date, Japan has
committed ¥6 trillion to rebuilding. Much of that
sum will go toward housing, government, and
commercial buildings, and airports, roads, and ports.
Reconstruction will create additional demand for
basic materials, such as steel and chemicals, and for
construction services. Domestic producers are best
positioned to benefit, assuming they can overcome
power supply issues and damage to facilities.

Reconstruction will also have global implications as
higher domestic demand reduces exports of some
manufactured goods, leading to higher global prices.

While power shortages are likely to underscore the
importance of nuclear energy in meeting Japan’s
power needs — especially in the short- and
midterm—the government has ambitious plans for a
balanced energy supply, using nuclear energy,
renewable energy and electricity storage. At the
same time, rebuilding devastated areas presents
considerable opportunity for creating modern,
innovative “smart cities” reflected by the ambitious
plan for a balanced energy supply. The drive to
create these sustainable cities of the future will bring
new business opportunities for electronic device
manufacturers, particularly for Japan’s consumer
and industrial electronics manufacturers.

(bil. kWh)

Rubber products

Paper and pulp

Other manufacturing

Chemicals

Machinery

Metals

All manufacturing

This publication has been prepared for general guidance on matters of interest only, and does not constitute professional advice.
You should not act upon the information contained in this publication without obtaining specific professional advice. No
representation or warranty (express or implied) is given as to the accuracy or completeness of the information contained in this
publication, and, to the extent permitted by law, PwC does not accept or assume any liability, responsibility or duty of care for any
consequences of you or anyone else acting, or refraining to act, in reliance on the information contained in this publication or for any
decision based on it.

© 2011 PwC. All rights reserved. Not for further distribution without the permission of PwC. “PwC” refers to the network of member
firms of PricewaterhouseCoopers International Limited (PwCIL), or, as the context requires, individual member firms of the PwC
network. Each member firm is a separate legal entity and does not act as agent of PwCIL or any other member firm. PwCIL does
not provide any services to clients. PwCIL is not responsible or liable for the acts or omissions of any of its member firms nor can it
control the exercise of their professional judgment or bind them in any way. No member firm is responsible or liable for the acts or
omissions of any other member firm nor can it control the exercise of another member firm’s professional judgment or bind another
member firm or PwCIL in any way.


