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Executive summary

The outlook for global steel markets has deteriorated sharply. Factors contributing to
weaker prospects include the global economic slowdown, high energy prices and
accelerating inflation, the impacts of the Russian Federation’s (hereafter “Russia”) war of
aggression against Ukraine and supply chain disruptions, and a sharp downturn in the
People’s Republic of China (hereafter “China”) due to an ailing real estate sector and strict
COVID lockdown policies.

World crude steel production has decreased sharply in 2022 as global demand for steel
contracts. The destruction of steel production facilities in Ukraine has led to a collapse in
steel production, while soaring energy prices have led to widespread plant idling and
production stoppages, especially in Europe. While the financial performance of steel firms
had improved in 2021, steel prices have recently plunged more than steel raw material
prices, which is putting pressure on steel firms’ margins. This is on top of unresolved
structural problems, as OECD data show that continued growth in global steelmaking
capacity will increase in 2022 for the fourth year in a row, contributing to market
imbalances and lower capacity utilisation rates in many countries [DSTI/SC(2022)12].

This report provides an overview of recent steel market developments — including demand,
supply, and prices — during the first half of 2022, and reflections on the outlook for steel
markets going forward:

e  World GDP growth is expected to decelerate to 3.0% in 2022 and 2.2% in 2023.
Ukraine and Russia are large exporters of key minerals and energy which are essential
not only for steel production but broader economic growth. Economic risks are on the
downside: a continuation or escalation of Russia’s large-scale war against Ukraine, a
resurgence of the COVID pandemic, a sharper than expected downturn in the Chinese
real estate sector, and high inflation pressures that erode household’s purchasing power
would all tilt growth forecasts lower.

e  World crude steel production decreased sharply during the first half of 2022, falling
to 158.1 million metric tonnes in June 2022, a 5.9% decrease compared to June 2021.
Steel production in Ukraine completely collapsed (-58.2%) due to the war (see Box 1).
Africa and the European Union also experienced sharp double-digit declines in
production, with more moderate contractions in South America, Asia and North
America.

e Steelmaking capacity will increase in 2022 for the fourth year in a row, while
capacity utilisation will shrink. Global steelmaking capacity will increase to 2 460.8
mmt in 2022 while capacity utilisation will decrease from 78.5% in 2021 to 77.1% in
2022.

e Steel exports are falling significantly. Annualised figures for global exports are down
by 7.8% so far in 2022, reflecting weak demand conditions.

o Steel prices have fallen sharply and more than steel raw material prices. Steel
prices peaked in June 2021 and have been decreasing sharply since then, erasing most
of their 2021 gains. Iron ore prices and scrap prices have followed a similar trajectory,
whereas coking coal prices have remained high.

e Profit margins are getting squeezed. With prices of steel products falling more than
the prices of the raw materials necessary to make them, steel company margins are
being squeezed and stand at historic lows in 2022.
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e Steel consumption is expected to decline by 2.3% in 2022 and to rebound by 1%
in 2023. Energy and commodity price increases, inflationary pressure, lower demand
from China and political instability have worsened steel demand trends globally.
Rising interest rates and the tightening of monetary policy, high inflation, weak
consumer spending and higher energy prices are expected to impact steel demand
significantly going forward, and risks to the outlook are on the downside.
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1. The OECD economic outlook

Russia’s war of aggression against Ukraine has generated a huge humanitarian crisis in
Europe, and its impact on the global commodity trade was felt around the world. It has
worsened the outlook for inflation, as the embargo on coal and seaborne oil imports from
Russia in Europe add to the challenges already facing policymakers from rising
inflationary pressures and the imbalanced recovery from the pandemic. Consequently, the
OECD expects world GDP growth to be a modest 3% in 2022 and 2.2% in 2023, and to be
weaker than previously projected in most economies, especially in Europe.

In spite of their relatively small joint share in terms of global output, Ukraine and Russia
are large producers and exporters of key minerals and energy, which are fed into global
added value chains as basic yet essential inputs. A risk to the outlook is thus that the war
continues, which will reduce global GDP further and increase inflation around the world
through higher food and oil prices. Elevated inflation erodes households’ real disposable
income and living standards, resulting in lower aggregate consumption. Uncertainty and
lower consumption deter business investment, which results in lower aggregate output.
Besides a continuation and aggravation of the war, significant risks surrounding the
outlook include a resurgence of the COVID pandemic that could disrupt supply chains
further, a sharp downturn in the Chinese real estate sector, as well as uncertainties related
to power supply, rising cost pressures, high levels of government debt, and increased
geopolitical tensions.

The estimates provided in the rest of this section are taken from the OECD’s November
2022 Economic Outlook. Further information and estimation of the effects of Russia’s war
against Ukraine can be accessed through the OECD webpage.’

1.1. Global prospects

The economic recovery is expected to decelerate to 3.1% in 2022 and 2.2% in 2023,
according to the OECD’s November 2022 Economic Outlook” (OECD, 2022;1}). Even prior
to Russia’s full-scale invasion of Ukraine, the recovery had been fragile and unequal across
sectors and jurisdictions, with hardest-hit, contact-intensive sectors’ recovery lagging
behind. Persisting supply bottlenecks, rising input costs and the continued effects of the
pandemic weighted down on the pace of the recovery. A stronger inflation that lasted longer
than expected had emerged worldwide prior to the start of Russia’s war against Ukraine,
led by a strong rise in food and energy prices that only worsened once the war started.
Inflation generally affects medium to low-income households disproportionally, weighting
on final consumers’ consumption, creating uncertainties for the economic outlook and
raising significant policy challenges.

The war is having significant consequences for economic growth world-wide, in
combination with the shutdowns in major cities and ports in China due to the country’s
zero-COVID policy and the general tightening of monetary policy amid concerns of
accelerating inflation world-wide. Growth is expected to be considerably weaker than
previously foreseen in most economies, especially in Europe, where an embargo on oil and
coal imports from Russia is incorporated in the projections for 2023. Commodity prices
have continued to rise substantially, reflecting the importance of supply from Russia and
Ukraine in many markets, adding to already existing inflationary pressures and hitting real
incomes and spending, particularly for the most vulnerable households. In many emerging-
market economies, the risks of food shortages are high given the reliance on agricultural
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exports from Russia and Ukraine. Supply-side pressures have also intensified as a result of
the war, as well as the shutdowns in China due to the country’s zero-COVID policy.

Significant risks remain around GDP growth projections. New, more contagious or
aggressive forms of COVID variants may emerge, including variants more prone to escape
previously acquired immunity, impacting the economy if stringent lockdowns or zero-
COVID policies are implemented. Outcomes in China could disappoint if the issues related
to the Chinese real estate sector and with power supply persist or intensify, which could
have adverse effects on other economies through global trade linkages. Power disruptions
can reduce manufacturing activity and output, thus reducing steel demand, while a decrease
in real estate construction would directly impact steel. Inflation could continue to surprise
the upside markets and policymakers alike, with more persistent supply pressures than
anticipated or a stronger and more sustained surge in energy costs. In most economies
inflationary pressures have already broadened beyond food and energy and became more
entrenched, as businesses around the world are starting to pass their higher costs to their
consumers, hurting consumer finances and consumer confidence. This in turn could trigger
a financial market repricing in anticipation of a more restrictive monetary policy, and
expose vulnerabilities stemming from high levels of debt and stretched asset valuations.
Furthermore, a protracted war may have larger global impacts than currently assumed,
especially in Europe where challenges to reduce gas consumption and a colder winter could
lead to gas shortages and push many European countries into a recession in 2023. A
continued escalation of the war would lead to even direr consequences.

(Table 1) below presents the GDP growth forecasts according to the OECD’s November
2022 Economic Outlook (OECD, 20221y).

Table 1. The OECD economic projections (November 2022)

2019 2020 2021 2022 2023 2024

World ' 2.8 -3.2 5.9 3.1 2.2 2.7
United States 2.3 -2.8 5.9 1.8 0.5 1.0
Euro area 1.6 -6.3 5.3 3.3 0.5 1.4

Germany 1.1 -4.1 2.6 1.8 -0.3 1.5

France 1.9 -7.9 6.8 2.6 0.6 1.2

Italy 0.5 -9.1 6.7 3.7 0.2 1.0

Spain 2.0 -11.3 515) 4.7 1.3 1.7
Japan -0.4 -4.6 1.6 1.6 1.8 0.9
United Kingdom 1.6 -11.0 7.5 4.4 -0.4 0.2
Mexico -0.2 -8.1 4.8 2.5 1.6 2.1
Korea 22 -0.7 4.1 2.7 1.8 1.9
Canada 1.9 -5.2 4.5 3.2 1.0 1.3
Turkiye 0.9 1.8 11.4 5.3 3.0 3.4
Australia 2.0 -2.2 4.9 4.0 1.9 1.6
China (People’s Republic of) 6.0 2.2 8.1 3.3 4.6 4.1
India 2 3.7 -6.6 8.7 6.6 5.7 6.9
Russia 22 -2.6 4.7 -3.9 -5.6 -0.2
Brazil 1.2 -4.2 4.9 2.8 1.2 1.4
Indonesia 5.0 -2.1 3.7 5.3 4.7 5.1
South Africa 0.1 -6.4 4.9 1.8 1.3 1.6
OECD’ 1.7 -4.4 5.6 2.8 0.8 1.4
Non-OECD ' 3.8 -2.1 6.2 3.4 3.3 3.8
World real GDP growth 2.8 -3.2 5.9 3.1 2.2 2.7

Note: 1. Moving nominal GDP weights using purchasing power parities. 2. Fiscal years starting in April
Source: OECD Economic Outlook, November 2022, available at: http://www.oecd.org/eco/outlook/economic-
outlook Manufacturing indices

1.1.1. Manufacturing indices

Manufacturing activity expectations have diverged across regions during the first semester
of 2022. The IHS-Markit indices for new orders and new export orders of steel-intensive
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sectors, two forward-looking sub-indices of the broad Markit’s Purchasing Managers’
Index (PMI), are depicted in Figure 1. Both indices show that purchasing managers in the
European Union’s steel-intensive sectors expect activity to contract the most, while those
in the United States expect activity to contract to a lesser extent, and those in Asia expect
a similar level of activity to be maintained, both in terms of new orders in general and in
terms of new orders for export (index equal to 50). Understandably, it is in Europe that
Russia’s war against Ukraine is having the largest economic impact compared to the two
other regions for which the index is compiled (Asia and the United States).

Figure 1. Markit Purchasing Managers’ Indices: new orders and new export orders among Steel-

Intensive Sectors
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Note: An index reading of less than 50 indicates that more purchasing managers expect a decrease over the next
month than an increase.
Source: Markit economics, via Refinitiv.

1.1.2. Increasing prices for consumers and producers can weight on
demand

A downside risk to the manufacturing sector, but also to the general economy, are the higher
prices paid by consumers in most economies for a representative basket of goods
(Figure 2). Higher prices weigh down on customers’ demand in general as they decrease
purchasing power and erode household consumption in real terms. This could impact the
housing construction sector through lower disposable income for mortgage payments of a
potential house purchase, as well as the automotive sector and the household appliances
sector, all of which are significant steel-consuming sectors.

Figure 2. Prices increases have slowed down but remain at elevated levels

Consumer Price Indices (CPI) percentage increase, year-on-year, for selected economies
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Producer prices have been decreasing in China, while they continued to increase in Brazil,
the United States, and the European Union, albeit at a slower pace (Figure 3). Producer
prices had previously increased much more than consumer prices. This suggests that
corporations and businesses shielded their consumers from larger price increases for a
while, but may start increasing their prices to a larger extent as inflation pressures become
entrenched, in order to preserve sufficient operating margins.
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Figure 3. Producer inflation have decreased since their peak

Producer Price Indices (PPI) percentage increase, year-on-year, for a few selected economies
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1.2. Regional prospects

In the euro area, GDP is expected to grow by 3.3% in 2022 and by 0.5% in 2023, and is set
to be significantly damped in the first half of 2022 by Russia’s war against Ukraine and the
lockdowns in China. These factors are also pushing inflation up further, to a projected 8.1%
this year. Inflation is weighing on households’ consumption and increasing uncertainty.
With the Russian oil embargo from 2023 pushing oil prices up, growth is expected to
remain subdued in 2023, while inflation is expected to decline only gradually. Risks to
economic activity are tilted to the downside: severe disruptions in energy, notably gas,
supply would hit growth in Europe while pushing inflation further up. The ECB had
signalled the gradual removal of monetary policy accommodation and raised its main
refinancing operation rate from 0% to 0.5% on 27 July 2022. The ECB further plans to end
net asset purchases in the third quarter of 2022, although maturing bonds will still be
reinvested, thus keeping the size of the ECB’s balance sheet unchanged.

In the United States, GDP is projected to grow by 1.8% in 2022 and by 0.5% in 2023.
Supply disruptions may take some time to fully ease, especially given the impacts of
Russia’s war against Ukraine and COVID-related lockdowns in China. Nominal wage
growth is expected to stay strong, as the labour market is expected to remain tight, despite
an increase in labour force participation as receding health risks prompt workers to return
to the labour force. Inflation is expected to remain above the Federal Reserve’s target at
the end of 2023. Monetary policy support is unwinding rapidly. Monetary policy
normalisation has begun, and the Federal Open Market Committee gradually lifted the
Federal Funds Rate from its pandemic lows to 2.50% as of August 2022. The normalisation
of monetary policy, although necessary, will weigh on economic growth.
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In Japan, GDP is projected to expand by 1.6% in 2022 and 1.8% in 2023 due to pent-up
demand. Indeed confinement measures, weak external demand and surging prices for
energy, materials and commodities in the context of COVID and the war have suppressed
domestic demand early in 2022. In those conditions, pent-up demand has risen, further
boosted by substantial policy support, and is expected to sustain growth going forward.
While Japan had comparatively very low infection numbers until the end of 2021, the
arrival of the Omicron variant caused a surge in the number of cases. The Japanese
government applied state-of-emergency type measures during the first quarter of 2022 in
most prefectures. These measures limited the operation of restaurants, bars and events.
While the confinement measures have been lifted, Russia’s war against Ukraine and
lockdowns in China have affected trade and prices. Headline inflation has risen largely due
to high energy prices. In addition, price rises have been announced for utility fees including
electricity and water supply, and some food products. The fiscal and monetary policies
have been supportive of economic activity. To address high energy prices, the government
introduced a new subsidy from January 2022 for fuel wholesalers in order to moderate fuel
price increases. In addition to the extension of this subsidy in March, the authorities
announced a new policy package to counter surging prices on 26 April, whose total scale
(including private sector spending) will be around 2.4% of GDP. Monetary policy has also
remained supportive, with the Bank of Japan maintaining 10-year Japanese government
bond yields at around zero within a range of plus or minus 0.25 percentage points and with
no limit on bond purchases.

In the People’s Republic of China (hereafter “China”), GDP growth is expected to slide to
3.3% in 2022 and to rebound to 4.6% in 2023. Amid mounting headwinds, growth will be
supported by investment and the frontloading of infrastructure projects. Steel products used
in construction account for slightly more than half of Chinese apparent steel consumption.
In terms of infrastructure, steel products most typically used are rebar, but sections, plates
and rail track are also important inputs. Real estate investment will remain weak due to the
continuing defaults across developers and falling price expectations following
Evergrande’s default on part of its debt obligations on December 2021 (see Box 2). Exports
will remain relatively strong as companies continue to increase their market shares in
foreign markets. Adverse confidence effects related to continuing lockdowns could weigh
down on consumption. China’s large stockpiles of oil and grain reserves can mitigate the
impact of rising global energy and food prices. Monetary policy has become more
supportive of activity with a series of interest rate and reserve requirement rate cuts, but is
still refraining from significant easing. Fiscal policy is also expected to be supportive as
the composition of spending shifts towards infrastructure, boosting steel consumption.

In India, after a strong GDP rebound in 2021, the economy is progressively losing
momentum as inflation expectations remain elevated, monetary policy normalises and
global conditions deteriorate. Real GDP is projected to grow by 6.6% in the fiscal year
2022-23 and 5.7% in 2023-24. Merchandise exports rose to a record level, validating
India’s strategy of managed liberalisation through preferential trade agreements with major
partners. The direct impact of Russia’s war against Ukraine is relatively limited, as trade
between India and both Russia and Ukraine is small. Russia accounts for less than 1% of
India’s crude oil consumption in 2015-21 and 1% of 2020 coal consumption. The indirect
impact, through global commodity and energy market shifts, is much larger. In the 2015-
21 period, India imported 88% of its annual consumption of oil and 29% for coal in 2020,
and has the largest energy demand of any country going forward to the next 20 years. To
anchor inflation expectations and limit second-round effects, the Reserve Bank of India
(RBI) began monetary policy tightening in May 2022.

In Brazil, after a strong recovery of 4.9% in 2021, GDP growth is expected to slow in 2022
to 2.8%, before picking up to 1.2% in 2023. Rising inflation, Russia’s war against Ukraine,
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and tighter financial conditions have eroded the country’s economic sentiment and
households’ purchasing power, which is expected to strongly dent domestic demand in the
first half of 2022. The 2022 presidential election is compounding uncertainty, which deters
investment. The labour market recovery has been slow, and the participation rate and real
labour incomes have remained below pre-pandemic levels. Strong commodity prices are
supporting fiscal outcomes in the short term. Oil revenues, coming from royalties and
dividends, are benefiting both the central government and regional governments, which
posted robust budget results in 2021 and early 2022. However, public expenditure is
expected to increase in 2022, driven by higher social transfers with the new Auxilio Brasil
programme, adjustments in civil servant wages, and higher discretionary expenses,
resulting in an expansionary fiscal stance in 2022. Permanent increases in public
expenditures could be a threat to the fiscal outlook in the longer term. Furthermore, debt-
servicing will continue to increase due to the tightening of monetary policy. Indeed, the
Central Bank of Brazil lifted its Selic rate by 50 bps to 13.75% on 3 August 2022 to fight
inflation. This represented the 12th consecutive interest rate hike since the central bank
started tightening in March of 2021.

STEEL MARKET DEVELOPMENTS
Unclassified



14 | STEEL MARKET DEVELOPMENTS — Q4 2022

2. Steel Production

World crude steel production decreased significantly during the first semester of 2022,
falling to 158.1 million metric tonnes in June 2022, a 5.9% decrease compared to June
2021.

The decrease was felt across the board, as highlighted by Table 2 below. Ukraine and the
Commonwealth of Independent States (CIS) fell the most, with a 21.2% decrease as of June
2022 compared to June 2021, followed by Africa (-18.7%), the European Union (-12.2%)
and Other Europe (-10.9%). The decrease in crude steel production was much more
moderate in South America (-4.9%), Asia (-3.1%) and North America (-2.4%).

Table 2. World crude steel production developments in the first half of 2022

Lewel, thousand tonnes % change, year-on-year
Jan-Jun 2022

Jun 2022 2021 Jun 2022 JJan-Jun 2021 2021/ 2020
EU 11,766 152,759 -12.2 -6.2 -8.9
Other Europe 3,812 51,101 -10.9 -5.0 25.2
Russia & other CIS (4) 5,590 83,459 -21.2 -7.6 4.7
North America 9,609 117,862 -2.4 -2.3 -2.5
South America 3,657 45,566 4.9 -2.8 1.4
Africa 1,196 15,965 -18.7 -9.1 9.9
Middle East 3,360 40,656 -5.0 -5.9 14.3
Asia, of which: 118,245 1,374,486 -3.1 -4.7 9.3

China (People's Republic of) 90,730, 1,032,524 -3.3 -6.3 11.8

Oceania 553 6,425 3.0 -1.8 1.3
World 158,083] 1,909,644 -5.9 -5.4 6.7

Note: Data are based on monthly production data and can differ from annual data published after December of
each year. Furthermore, monthly production data can be revised at any time. The 4 CIS covered by the statistics
are the Republic of Belarus, the Republic of Kazakhstan, the Republic of Moldova and the Republic of
Uzbekistan.

Source: worldsteel data, as released in August 2022.

2.1. Americas

In North America, total crude steel production decreased by about 2.3% during the first
half of 2022 compared to the same period one year earlier (henceforth, year-on-year),
mainly driven by the fall in production in the United States (-2.2%) and Canada (-4.2%).
Mexico’s steel production decreased at a slower pace (-1.0%). Steel producers in North
America were less affected by high energy prices hitting steel producers in Europe. The
drop in production in the region seems to have more to do with annual capacity rates
trending down since early May 2021. In the United States, steelmakers are focusing on
keeping the more productive plants in activity while shutting down their less economical
mills (Argus Media, 20225)). In recent months, steel production and capability utilisation
rates in the United States have shown signs of recovery, with the Southern region leading
the highest production and utilisation rates in the country (Kallanish, 20223;). The changing
regional dynamics have been driven by increasing electric arc furnace (EAF) steel
production capacity in the south of the United States and curtailments or idling of blast
furnace capacity in the Great Lakes region, as EAFs require less capital to build and
generally have lower labour costs than blast furnaces (Argus Media, 20214)).
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In South America, steel production also decreased by 2.8% during the first half of 2022,
year-on-year. Production decreased sharply in Chile (-14.2%), partially due to the
interruptions of production of the largest steel producer in the country Compaiiia
Sidertrgica Huachipato (CSH). The unit halted production at the beginning of February
after it had trouble restarting following maintenance works (Platts, 20225)) (Kallanish,
2022(6}). The decrease was more moderate in Brazil (-2.9%) and steel production was
roughly stable in Colombia (-0.4%). Argentina, on the contrary, managed to increase its
steel production by 4.1% in June 2022 year-o,-year, as the country experienced a rise in
both its crude steel and its rolled steel output for the second consecutive month, reaching
its best performance in the last five years (Kallanish, 2022(7). The increased production
reflects the higher demand from the auto industry, agricultural machinery production, civil
construction and energy (Steel Orbis, 2022s)).

2.2. Africa and the Middle East

African steel production decreased by 9.1% during the first half of 2022, year-on-year.
South Africa experienced the largest steel production drop, with a 16.3% decrease. Egypt’s
steel production dropped by 5.6%. Burdened by rising production costs and poor
availability of steel, South Africa’s steelmaking industry, which has been an exporter
before 2020, has become a net importer as the sector reels from the closure of a number of
plants (Business Day, 20229;). Moreover, in the first half of 2022, the country's largest
producer, ArcelorMittal, experienced numerous disruptions in its operations: strikes,
transportation issues, and energy supplies interruptions (Kallanish, 2022;1¢)) (Kallanish,
2022(11y).

In the Middle East, steel production decreased by 5.9% during the first half of 2022, year-
on-year, due to Iran’s production decreasing by 10.8%. The Iranian steel sector has suffered
from low domestic demand, a depreciating local currency, stiff price competition from
Russian discounted semi-finished steel products, and subdued demand in its largest export
market, China. These issues were further compounded by electricity supply curtailment
effective from June (Kallanish, 20222;). Steel production increased for the other
jurisdictions in the region, with Saudi Arabia’s steel production increasing the most
(+6.0%).

2.3. Asia and Oceania

Steel production in Asia decreased by 4.7% during the first half of 2022, year-on-year,
driven by a significant Chinese decrease of 6.3%. Lower steel prices, limited energy
supplies and weak steel demand due to domestic adverse conditions such as an ailing real
estate sector (Box 2) lead to a decrease in Chinese steel output. The market had expected
steel mills’ output curbs to continue, and it was even noted among steel market participants
that crude steel output could be cut by as much as 10% 10% due to moderate fixed asset
investment and a real estate sector crisis (Kallanish, 2022;3)). Nevertheless, later figures
by WSD indicate a meagre 2% cut in steel production for 2022 (World Steel Dynamics,
2022(14)).

Other Asian economies experienced similar decreases: Japan decreased by 4.3%, and South
Korea by 3.9%. Viet Nam’s steel production fell the most, with its steel production
decreasing by 7.3% during the first half of 2022, year-on-year. On the contrary, India
increased its steel production by 8.8% in June 2022 and by 8% in the first seven months of
2022 year-on-year (World Steel Association, 2022;51). However, high inflation has raised
concerns that steel demand may slow down. In early June, the Reserve Bank of India
increased its projection for India's inflation rate to 6.7% from an April estimate of 5.7%,
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mentioning the now protracted nature of Russia’s war against Ukraine which will keep
putting upward pressure on commodity prices globally. In Oceania, steel production
decreased by 1.8% during the first half of 2022, year-on-year, with Australian steel
production decreasing by 1.4%. The exceptional rainfall experienced in Australia during
the first six months of the year, along with worker absences related to COVID, a tight
labour market, supply chain disruptions, higher diesel prices and other inflationary cost
pressures weighted down on steel production (Kallanish, 2022;;¢))

2.4. Europe and CIS Economies

In the European Union, steel production fell by 6.2% during the first half of 2022, year-on-
year. Amongst the larger steel producers of the European Union, the decrease was more
pronounced in Poland (-12.8%), Spain (-14.3%), France (-10.7%) and Germany (5.5%).
European steel makers have been very heavily impacted by rising energy prices in the first
half of 2022 (S&P Global, 2022(17). For steelmakers, the squeeze from rising fuel and
energy costs has happened on two fronts simultaneously: steel firms use either blast
furnaces or electric arc furnace technologies to produce steel. The former relies heavily on
metallurgical coal, while the latter requires other energy inputs such as electricity from a
grid (S&P Global, 2022[17]).

Steel production in the United Kingdom decreased by 15.4% during the first half of 2022,
year-on-year.

In the “Other Europe” region, steel output decreased by 5.0% during the first half of 2022,
year-on-year, driven by the Republic of Tiirkiye’s (hereafter, Tiirkiye) decrease in steel
production of 4.6%. Tiirkiye’s billet imports from Russia rose fivefold quarter on quarter
over April-June, hitting steel mills' output (Platts, 2022[15)).

In Ukraine, the war has taken a large toll on steel production, which dropped by 58.2%
during the first half of 2022, year-on-year (see Box 1).
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3. The global steelmaking capacity situation

Global steelmaking capacity would increase to 2 460.8 mmt in 2022, i.e. by 1.2% (29.5
mmt) from its 2021 level, according to the available information as of June 2022. World

steel production as a share of capacity would decrease from 78.5% in 2021 to 77.1% in
2022.

As discussed in document [DSTI/SC(2022)12], the latest available information (as of June
2022) suggests that global steelmaking capacity would increase in 2022 for the fourth year
in a row (Figure 4). Global steelmaking capacity would increase to 2 460.8 mmt by the end
of 2022, resulting in a 1.2% increase (i.e. 29.5 mmt) from the level at the end of 2021,
taking into account the latest information on new capacity additions and closures.

In 2022, crude steelmaking capacity would increase mainly in the Middle East, where an
additional 8.6 mmt of capacity is expected to start operations this year. Steelmaking
capacity additions are also expected to take place in Asia (by 7.9 mmt, i.e. 0.5% over the
previous year), North America (by 6.1 mmt, i.e. 3.9% over the previous year), Africa (4.1
mmt, i.e. 9.5% over the previous year), Europe (1.6 mmt, i.e. 0.6% over the previous year)
and the CIS (1.1 mmt, i.e. 0.8% over the previous year). Box 1 below provides an overview
of recent developments in steelmaking plants in Ukraine. Steelmaking capacity would not
change in Latin America and Oceania because new investments and permanent closures
are not expected to take place during 2022, according to the sources used to update the
OECD’s capacity databases.

Figure 4. Evolution of crude steelmaking capacity in OECD/EU economies and non OECD/EU
economies

A. Level (mmt) B. Annual % change

Non OECD/EU economies  EEOECD/EU economies  —World ———OLCD/LU economies MNeon OLCO/EU econamies =@-Waorld
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Note: Capacity data reflect information available to June 2022.
Source: OECD

The gap between global capacity and production could potentially increase to 562.9 mmt
in 2022 from 521.6 mmt in 2021, in view of the weak trend in world steel production in the
first half of 2022 (to an annualised level 1 897.9 mmt), and given the expected increase in
capacity (Figure 5). The annualised data from the first half of 2022 suggest that global steel
production as a share of capacity, a rough indicator of the global utilisation rate, could
decrease from 78.5% in 2021 to 77.1% in 2022 (Figure 5).
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Figure 5. Global crude steelmaking capacity and crude steel production

A. Capacity-Production gap (mmt) B. Crude steel production as a % of capacity
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Note: “e” denotes estimation. Capacity data reflect information up to June 2022. Production figure for 2022 is
calculated by multiplying the production for the six months of 2022 (January to June) by 2. Annual production
data for 2021 and 2022 are based on worldsteel (released on 22 July 2022). Annual production data from 2000
to 2020 are from “Steel Statistical Yearbook 20217, published by worldsteel (worldsteel, 2022[19).

Source: OECD for capacity and worldsteel for production.

Box 1. Ukraine’s steelmaking infrastructure is being wrecked by the on-going war

ArcelorMittal Kryvyi Rih fully stopped operations in March 2022 due to Russia’s full-
scale invasion (ArcelorMittal, 2022;). Nevertheless one of the three blast furnaces in
this plant, BF No.6 (1.36 mmt) which represents approximately 20% of Kryvyi Rih’s
capacity, restarted in April 2022 (ArcelorMittal, 2022,17). The company decided to
postpone the construction of a new 5 mmt pellet plant, which was originally planned to
be completed in the fourth quarter of 2023 (ArcelorMittal, 2022217).

Metinvest Group has been badly impacted by Russia’s aggression. According to its
report from the second quarter of 2022, its Azovstal plant (6.2 mmt capacity) and its
Ilyich plant (3.6 mmt capacity) could not produce crude steel at all in the period. Kamet
Steel (formerly known as Dneprovsky Iron & Steel Works, with about 3.8 mmt capacity)
could produce only 0.45 mmt, a drop of 26% from the first quarter of 2022. As a result,
the total production of the company dropped sharply by 77% to 0.45 mmt during the
same period (METINVEST, 20222).

Zaporizhstal (4.1 mmt capacity) produced 1 mmt in the first seven months of 2022,
down by 56.3% year-on-year. According to the company, this decline was associated
with a shortage of raw materials and logistical problems caused by the war (Kallanish,
202223)).

Interpipe Steel (1.3 mmt capacity) reduced crude steel production by 16% year-on-year
to 0.16 mmt in the first quarter of 2022. According to the acting CEO of the company,
the reasons for this decline are broken supply chains, Ukraine's Black Sea seaports being
blocked, the national motor fuel shortage, and transport infrastructure constantly being
destroyed by Russian missile strikes (kallanish, 202224)).

Dneprospetsstal (0.8 mmt capacity) suspended steel melting and hot deformation
process only, but is reported to continue other operations in March 2022. No further
information has been available since then (GMK center, 2022,5)).

Energomashspetsstal (0.6 mmt capacity) was subjected to rocket fire from Russian
troops in April 2022. The details of the damage are unknown (GMK center, 20225)).
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Novokramatorsky Mashinobudivny Zavod (NKMZ, 0.3 mmt capacity) suspended its
production in February 2022 (GMK center, 202257)). In July 2022, the legislature of

Ukraine decided to transfer the property of the company to state ownership (GMK
center, 202223)).
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4. World steel trade

4.1. Russia’s war of aggression against Ukraine, COVID-19 containment
measures in East Asia and several trade distortions are impacting
steel trade

The war and COVID-19 containment measures in certain economies in East Asia are
reducing global demand growth prospects for 2022 and placing further pressures on already
strained global supply chains. According to worldsteel figures, apparent steel use of
finished products (hereafter, ASU) is expected to grow marginally by 0.4% in 2022 y-o-y,
in contrast to an increase of 2.7% in 2021. Uncertainty with respect to steel demand is
expected to linger until the end of 2022, and potentially longer depending upon
developments in Russia’s war against Ukraine.

Preliminary trade figures point towards an important decline in steel exports for 2022.
Taking advantage of trade data for January-May this year, annualised export figures are
expected to decrease by 7.8% in 2022. When excluding EU-intra trade, these figures are
slightly lower (-10.5%), which implies that EU intra-trade was not severely impacted by
the consequences of the war and by the slowdown in steel demand figures in China (0.6%).

Furthermore, COVID-19 containment measures in East Asia have contributed to
contracting steel demand prospects in China in 2022. Worldsteel forecasts for 2022 indicate
a zero percent steel demand growth in 2022.° This is also having an impact on Chinese
trade figures. Chinese imports fell by 28.8% in the first five months of the year in y-o-y
terms. Steel shipments from China in the period January — May 2022 decreased only
moderately (5.3%). Despite the moderate increase in steel demand in China, exporters have
been experiencing difficulties in shipping goods through some important ports including
Shanghai, as few lockdowns across the country have heavily affected operations in some
key infrastructure hubs.* It must be noted that preliminary figures for the period May-June
2022 show a significant increase in exports from China, with monthly figures that reached
the levels observed in 2021 (about 8 mmt on a monthly basis — see Figure 6). If this
increasing trend continues, it is likely that final 2022 export figures will show a positive
sign.

In the first five months 0f 2022, EU economies have seen their net import position widening
despite the sudden contraction in import figures observed in February-March. Trade data
reveal that EU imports increased quite substantially, with an expansion of about 8.7%
reaching 49.7 mmt in annualised terms. Despite the reduction in import figures from
Ukraine of 1.5 mmt, shipments to the European Union from nearly all major trade partners
increased considerably in the period under consideration (notably, Tiirkiye, China and
India) EU export figures instead dropped by 10.8%, amounting to 23 mmt in annualised
terms. If confirmed, this would be the lowest EU export levels since 2012.

Amongst other important steelmaking economies, Indian export and import figure fell by
18.2% and 7.2% respectively. Despite a positive demand outlook for 2022 and 2023, this
negative trade growth may already incorporate the Indian government decision to restrict
export of steel finished and semi-finished products in a bid to reduce upward pressures on
prices and secure its domestic steel supply chain. Japan, the second largest steel exporter
at global level, has registered a moderate drop in annualised export volumes by 3.2%. This
appears as being induced by reduction in steel shipments towards China and Thailand,
despite the significant increase in exports to Korea.
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Russia and Ukraine have seen their steel trade figures fall in the first months of the year.’
Russian exports decreased quite significantly in the first part of the year. Trade figures
indicate that steel exports from Russia declined by 34.3% in annualised terms.

Steel outbound shipments from Ukraine also fell in the first five months of the 2022. Export
figures have plummeted by more than 57% in y-o-y terms. This significant drop results
from the forced stoppage of steel operations in multiple plants, destruction and loss of
control of key steelmaking facilities and the consequent decrease in production.®

The US imports of steel continue to increase amid positive demand forecasts for 2022.”
The contraction in imports of steel products observed in 2020 has been counterbalanced by
a continuous growth in steel inbound shipments in 2021-early 2022. According to OECD
data, steel imports are expected to reach 31.1 mmt in 2022 — well above pre-COVID levels.
The United States is the only economy among the top-10 steelmaking economies to register
an increase in steel export figures in early 2022, which is particularly owning to the fact
that US steel trade tends to rely more on geographically closer partners such as Canada,
Mexico and Brazil, which are expected to experience a moderate increase in steel demand
in 2022.

Table 3. Steel exports, yearly data

2015-22, major steelmaking economies, volumes

2015 2016 2017 2018 2019 2020 2021 2022 2022 Change
(Jan. (ann.) (%)
May.)

CHN 11,7246  108,348.5 750916 68,9880 63,8417 53,2360  66,349.4 26,179.2  62,830.1 -5.3%
EU27 34,8489  33,328.1 34,5474 33,1805 33,2026 254324 258154 9,596.1 23,030.5 -10.8%
IND 7,167.0 99954 16,0615 10,7666 13,0692 17,1314  19,999.4 6,816.8 16,360.2 -18.2%
JPN 40,7300 404617 37,4281 357958 33,0819 31,0413  33,731.0 13,605.1 32,652.2 -3.2%
USA 9,727.6 9,008.5  10,164.8 8,567.9 7,226.0 6,562.3 8,109.8 3,596.4 8,631.5 6.4%
RUS 29,6972 31,1858 31,1529 @ 33,3344 29,4541 28,653.4  32,547.6 89118  21,388.2 -34.3%
KOR 31,0047 30,5278 31,2787 @ 29,9802 29,9138 285173  26,702.7 10,9435  26,264.5 -1.6%
TUR 14,8357 152915 16,2764 19,7643 19,5420 18,5279 21,9281 7,854.2 18,850.0 -14.0%
BRA 13,702.2 13,3920 153137 139144 12,7272 10,7105  11,488.2 5,616.5 13,479.6 17.3%
TWN 11,185.2 12,2401 12,125.7 12,2917 11,2404 10,5646  10,803.7 4,437.3 10,649.6 -1.4%
UKR 17,717.0 18,2278 15,2211 15,079.1 15,5547 152052  15,699.4 27774 6,665.8 -57.5%
MEX 3,847.6 4,046.0 5129.1 5,781.8 5,105.1 5,150.6 5,889.9 4,073.4 9,776.2 66.0%
CAN 6,038.2 5,848.0 6,481.7 6,435.0 5,686.3 5,140.6 7,538.8 2,843.7 6,824.8 -9.5%
SAU 1,134.2 1,145.7 1,142.8 3,128.6 2,500.0 1,302.4 1,522.6 352.0 844.7 -44.5%
IDN 2,009.9 1,606.4 2,427.9 3,792.2 4,238.9 5,802.9 9,847.7 4,092.7 9,822.4 -0.3%
EGY 462.5 808.8 1,477.8 1,453.8 1,164.1 2,009.9 1,990.5 306.3 735.2 -63.1%
GBR 7,266.4 4,572.5 4,698.6 4,598.4 4,095.4 4,409.3 34374 1,608.1 3,859.4 12.3%
MYS 1,807.0 1,419.6 1,734.5 1,709.1 5,170.1 8,500.1 8,327.4 3,102.0 74448 -10.6%
ZAF 2,178.7 2,179.1 2,547.0 2,849.8 2,637.9 1,487.2 1,537.7 694.2 1,666.1 8.3%
Global 363,855.4 361,912.8 338,178.3 329,278.8 314,904.2 293,911.6 327,2821 122,048.7 292,916.9 -10.5%
aggregate
(excl. EU
intra trade)
Global 460,586.8 463,794.1 445647.6 437,889.5 4179545 385,718.1 433,916.2 166,7351 400,164.3 -1.8%
aggregate
(incl. EU

intra trade)

Note: values expressed in thousands of metric tonnes. The column 2022 (Jan-May.) reports actual trade data
for the period January-May 2022. The column 2022 (ann) includes 2022 annualised trade data so as to make
comparison with other years feasible. EU27 data refer to external trade.
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Source: OECD calculations based on ISSB data.

Table 4. Steel imports, yearly data

2015-22, selected economies, volumes

2015 2016 2017 2018 2019 2020 2021 2022 2022 Change
(ann.) (%)

CHN 13,0827 13,4950 13,8188  14,246.3 154072  38,626.7 27,7411 82312 19,7548 -28.8%
EU27 39,0959 421776 425118  46,760.0  41,558.1  34,576.3  45777.3 20,7385 49,7725 8.7%
IND 13,259.3 9,876.5 8,853.2 8,980.9 8,888.5 5,289.0 5,853.6 2,263.5 5,432.3 -1.2%
JPN 5,876.8 5,989.5 6,211.9 6,021.4 6,442.0 5,194.3 5,446.0 2,109.6 5,063.0 -1.0%
USA 36,0133 30,6918 353223 31,7036 27,0636  20,126.0  29,503.1 12,958.1 31,099.5 5.4%
RUS 4,354.1 44328 6,475.9 6,348.9 6,792.4 5,010.3 4,935.6 657.0 1,576.8 -68.1%
KOR 21,6015  23,230.1 19,280.3 14,8889 16,3155 11,9442  14,020.7 6,021.8  14,452.2 3.1%
TUR 18,606.0 17,0046 158102 14,0414 123135 12,9430 16,1426 6,847.8  16,434.8 1.8%
BRA 3,165.7 1,842.5 2,290.4 2,355.0 2,319.4 2,008.6 4,900.6 1,315.6 31574 -35.6%
TWN 7,538.5 7,887.3 7,452.0 7,7117.2 7,325.1 7,429.9 9,577.4 3,511.2 8,426.9 -12.0%
UKR 805.1 1,138.5 1,401.2 1,580.0 1,533.7 1,314.3 1,261.9 181.3 435.0 -65.5%
MEX 9,928.9 96079  11,509.7  10,923.7  11,626.6 99176  14,512.0 5010.8  12,025.9 -17.1%
CAN 8,052.3 7,761.1 8,844.4 9,149.2 7,284.3 6,963.0 9,908.3 3,869.1 9,285.9 6.3%
SAU 8,173.1 7,357.4 4,617.3 5,341.0 7,952.0 7,050.2 3,888.8 938.0 2,251.2 -42.1%
IDN 11,4139 125764 11,4131 11,6928 13,4349 9,7045  10,228.3 4,032.2 9,677.2 -5.4%
EGY 659.1 879.0 1,653.6 437.3 600.9 195.5 1,263.0 1,185.4 2,845.0  125.3%
GBR 71173 7,611.8 7,613.2 7,833.1 7,063.6 4,961.8 6,460.4 2,603.5 6,248.4 -3.3%
MYS 7,785.9 9,057.9 71,7327 7,937.7 7,356.2 58327 6,335.7 2,627.7 6,306.4 -0.5%
ZAF 1,665.6 1,378.8 1,163.5 1,009.5 1,104.0 1,117.6 1,712.7 476.9 1,144.7 -33.2%
Global 281,427.4 283,467.3 277,352.0 270,533.4 259,595.5 239,556.8 270,971.4 101,759.3 244,222.4 9.9%
(ex.intra EU

trade)

Global 374,080.2 382,020.5 382,243.6 378,069.9 362,762.9 331,748.2 378,158.2 145472.7 349,134.5 -1.7%
(incl..intra

EU trade)

Note: values expressed in thousands of metric tonnes. The column 2022 (Jan-May.) reports actual trade data
for the period January-April 2022. The column 2022 (ann) includes 2022 annualised trade data so as to make
comparison with other years feasible. Data for Iran are not available. EU27 data refer to external trade

Source: OECD based on ISSB data.
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Figure 6. Steel trade balances, monthly data
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Note: The chart presents steel trade balances at monthly level for major steelmaking economies. Blue and red
lines correspond respectively to exports and imports. Light coloured lines represent not confirmed or partial
data. At the time of writing, data related to June 2022 for EU27 are not available. EU27 data refer to external
trade

Source: OECD calculations based on ISSB data.

4.2. Steel capacity and exports relation

Figure 7. Total exports as a share of total steelmaking capacity
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Note: The figure shows the average total exports as a share of steel capacity and average capacity of the
20 largest global steel producers throughout the period 2015-2022 (estimates).
Source: Steel Unit research desk

To better understand the nexus of capacity and exports, Figure 7 and Figure 8 classify
countries in four quadrants according to their capacity and (net) export as a share of this.
These figures give an indication to what extent capacity in a country is oriented towards
world markets or domestic demand. Many countries with comparably modest capacity
show a relatively strong export orientation.

In Figure 7, Japan is the only country with a capacity over 100 mmt2 and high export shares
at around 28%. However in Japan, steelmaking capacity and total steel exports decreased
by 6.4% and 21.6% respectively in the last five year.

India, China, the European Union, and the United States appear in the same quadrant 4 in
Figure 7, highlighting these regions high steelmaking capacity but lower total exports as a
share of this. However, in Figure 8, Only China, India and Japan are displayed as net
exporters of steel with large steelmaking capacity.

In Figure 8 quadrant 1, Ukraine is the country with the largest shares of net exports over
steel capacity despite the fact that between 2021 and 2022, Ukraine is expected to lose 46%
of its net steel exports because of the war.

In Figure 8 quadrant 3, Indonesia is the country with the lowest percentage of steel net
exports over its capacity, however, in the last five year, Indonesia steel export grew by
397.9% and its steelmaking capacity almost doubled. In the near future, Indonesia is among
few other Southeast Asian nations, such as Malaysia and Viet Nam expected to expand
their capacity and become a major steel producers and exporters (Steel Orbis, 202259))

In the fourth quadrant of Figure 8, South Africa appears as a county with a steelmaking
capacity over 100 mmt2 but low steel exports. In the last five years, the county experienced
a decrease in exports and steelmaking capacity while imports have increased up to last year.
Various problems have contributed to the worsening of the steel market in the country over
the last five year, among them rising production costs, poor availability of steel, and
disruptions of the largest steel firm’s operation over strikes, transportation issues, and
energy supplies interruptions (Kallanish, 2022;¢)) (Kallanish, 2022;11;) (Kallanish, 2022;7)).
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Figure 8. Net exports as a share of total steelmaking capacity
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Note: The figure shows the average net exports as a share of steel capacity and average capacity of the
20 largest global steel producers throughout the period 2015-2022 (estimates).

Source: Steel Unit research desk
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5. Steel and raw material prices

Steel prices peaked in June 2021 and have been decreasing sharply since then, erasing
most of their 2021 gains. As of June 2022, flat steel prices and rebar prices are standing
31% and 12% lower than one year earlier. Iron ore prices and scrap prices followed a
similar trajectory, being 32% and 19% lower respectively than one year earlier, but coking
coal prices have not receded, even gaining 1% in June 2022 compared to one year earlier.
As prices of steel products fell more than the prices of the raw materials necessary to make
them, margins are being squeezed and stand at historically lows in 2022.

5.1. Steel Prices
Broad indices of both flat steel prices and long prices have fallen significantly from their

June 2021 heights, and as of June 2022 stood respectively -31% and -12% lower than in
June 2021, as shown in Figure 9.

Figure 9. Aggregate flat and long steel price averages
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Note: The flat price and long steel price indices are defined as the arithmetic average of the individual regional
Platts price series for the United States, North Europe, China, Japan, India and Russia, when available. This
indicator had the closest fit to the two global Platts price indices used in Steel Market Developments reports
prior to being discontinued (in September 2017). The coefficients of variation (CV) are the ratio of the standard
deviation of the regional Platts price series making up the indices to their mean, thus capturing price dispersion
across regions.

Source: Platts Steel Business Briefing.

Flat steel products prices displayed a similar price dynamic for all regions during the first
half of 2022, with regions where the price had increased the most also experiencing the
sharpest declines, which highlights the probable speculative motive for the 2021 increase
of the prices of flat steel products (Figure 10).

Before March 2022, market participants in the European flats steel industry started to panic
buying flat steel products expecting prices to continue to rise, driven by scrap availability
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issues and high energy costs. However, some market participants noted that although some
panic purchasing was subsiding, the market had already reached a peak (Platts, 2022(307).
Indeed, prices levels started to drop in April 2022. Prices for flat products in China, and, to
a lesser extent, Southeast Asia, fell all the way back to their levels previous the 2021 price
increase, flat prices in other regions have maintained some gains compared to their pre-
peak levels. On one hand of the spectrum, Japanese flat product prices have held their
elevated levels remarkably well, while on the other side of the spectrum Russian flat
product prices have fallen even below their 2020 lows, most likely due to the impact of
economic sanctions and the closure of the Russian economy to exports.

Figure 10. Flat steel products’ prices have erased most of their 2021 gains for most regions
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Note: Latest price: June 2022.
Source: Platts Steel Business Briefing.

Supply concerns were a main driver behind the move up of long steel products prices in
early April 2022. Russia’s war against Ukraine altered ferrous trade flows almost overnight,
which had a huge distortive impact on the global long product steel markets (Kallanish,
2022317). After the sudden rise, long product steel prices have proved more stable: with the
exception of Russian long product prices, which fell below their 2020 levels in similar way
than other Russian steel products, price increases of long products have been maintained,
resulting in overall historically high long product steel prices (Figure 11).
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Figure 11. Steel price for rebar have remained historically high for most regions
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Source: Platts Steel Business Briefing.

Steel futures prices tend to move slightly in advance of spot prices, suggesting that they
may be able to predict steel spot price dynamics at short frequencies by being quicker to
incorporate new market information. Figure 12 below shows three steel futures prices
obtained by rolling short-term futures provided by Refinitiv. Steel futures prices dynamics
confirm the trends described above: a decrease of prices of long steel product and more
stable prices for long steel products.®
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Figure 12. Steel futures prices (as of 15 August 2022)
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Note: NYMEX US Midwest futures prices were converted to correspond to metric tonnes rather than short tons.
SHFE Steel rebar futures prices were converted from RMB to USD using daily exchange rates at closing. For
more information on contract specifications, please refer to https://www.lme.com/en-GB/Metals/Ferrous/Steel-
Rebart#tabIndex=0 for LME steel rebar contracts; to
http://www.shfe.com.cn/en/products/SteelRebar/contract/9220216.html for SHFE steel rebar continuous
contracts, and to https://www.cmegroup.com/education/files/hot-rolled-coil-steel-index-futures-options.pdf for
NYMEX US Midwest HRC contracts. For a more detailed description of steel futures market, see (OECD,
2018327).

Source: Refinitiv.

5.2. Steel raw material prices

Prices of the main steelmaking raw materials have been crashing down since the beginning
of the year 2022, erasing previous gains. As of June 2022, iron ore prices are 32% lower
than one year earlier, scrap prices 19% lower, while coking coal prices maintained a meagre
1% gain (Figure 13). In recent months, recession concerns are pulling down steel demand
and raw material prices globally, while the war is also pressuring prices lower by changing
trade routes (Platts, 2022(337).
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Figure 13. Prices for key steel-making raw materials (as of July 2022)
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Note: The iron ore price series is Platt’s “Forwards / SGX 62% Fe Iron Ore cash-settled swaps (dry metric
tonne) / China import CFR Tianjin port USD /t”; the coking coal price series is Refinitiv’s “Premium Coking
Coal Australia”; the scrap price series is Platts “Scrap / Shredded / N.Europe domestic delivered UDS /t”
Source: Platts Steel Business Briefing (SBB), Refinitiv.

Iron ore prices had continued to increase steadily during the first quarter of 2022, however
since April, lower than expected growth in China started to drive down iron ore prices in
fear of a recession (Kallanish, 2022(347). Indeed, at the beginning of the year, iron ore traders
had expected an imminent recovery of Chinese steel demand driven by policy support from
the government, especially in infrastructure. In March, iron ore prices reached their highest
level for the year, supported by those positive outlooks. However, in the second quarter of
the year, COVID related lockdowns and troubles in the Chinese real estate sector impacted
the steel sector and iron ore prices, which ended up dropping by about 40% in late July
compared to March (Financial review, 20223s7). In July, China’s pig iron production
dropped 3.6% year-on-year, indicating low steel output amid sluggish demand and poor
steel profit margins (Platts, 202236)). Iron ore prices tumbled again in August, following
weak downstream demand caused by power cuts in China. Extremely hot weather in several
provinces forced local authorities to reduce power supply to industrial enterprises to ensure
normal consumption among residents (Metal Expert, 2022(37). China's medium-term
demand for iron ore is expected to decrease as crude steel production plateaus, and the
scrap-to-steel ratio rises (Kallanish, 20223g)).

Coking coal prices reached its highest level on record around mid-March 2020, coming
close to 500 USD/t for premium coking coal from Australia, following supply shortages
caused by Russia’s war against Ukraine and flood on Australia’s east coast that paralyzed
export activity (Kallanish, 2022397). Weak steel demand and seasonal slowdowns of the
blast furnaces in Asian and European countries decreased coking coal prices steadily
throughout the second quarter (Wood Mackenzie, 202240;). After a four month wind down
period for existing contract, the European ban on imports of Russian coal came into full
force in August 2022. The ban is part of the European Union’s fifth package of sanctions
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intended to reinforce pressure on the Russian government and economy to prompt them to
interrupt their aggression against Ukraine. The Commission estimates that the ban will
result an annual EUR 8 billion loss for Russia (SteelOrbis, 2022417). According to Wood
Mackenzie, inflationary pressures on steel demand and renewed metallurgical coal supply
from Australia will keep pressure on prices for the rest of 2022. However, another increase
in metallurgical coal supply in 2023 from major exporters could bring down prices further
(Wood Mackenzie, 2022(4,)). Global scrap prices jumped following Russia’s large-scale
aggression against Ukraine in late February and the high pricing persisted in March and
April before falling in May (Platts, 2022437). In China, power supply shortages impacted
scrap processing and output while on the demand side, power cuts disrupted EAF steel
mills’ scrap consumption. EAF steel mills in Sichuan, Jiangsu, Zhejiang and Anhui stopped
production, reducing by 8000 tonnes per day their demand for scrap (Kallanish, 2022(447).
Global scrap prices could remain above historical levels in the longer terms as steel
producers focus on reducing carbon emission (Kallanish, 20224s)). By 2025, China intends
to increase consumption of steel scrap by 23%, up to 320 million tons, and this target is
expected to support high steel scrap prices globally. However, as the Chinese steel industry
continues to cut steel production, the import of scrap to China has not yet affected the global
trade flow (GMK center, 20224¢)).

The steel raw material price margin, measured by the difference between the price of steel
and a generic basket of steel inputs, decreased significantly during the first semester of
2022 as a consequence of steel products’ prices falling more quickly than their raw material
prices (Figure 14). As of June 2022, the margin indicator between steel products’ prices
and a representative basket of raw materials needed to obtain steel products is 47% lower
than one year earlier, and stands at historical lows.

Figure 14. The margin between steel and raw material prices fell sharply and is at historical lows
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Note: Last data point is June 2022. The raw materials basket for steel production is made up of 70% of the
usual quantities of iron ore (1.6 tonne) and coking coal (0.77 tonne) needed to produce steel in the integrated
process and 30% of the quantity of ferrous scrap (1.07 tonne) needed to produce steel in the electric arc furnace
process (see OECD, 2016). Prices used are as follows: Iron ore Fines, 62% Fe, SPOT, CFR China; Hard coking
coal spot, FOB Australia; Scrap, shredded North Europe domestic price. The basket is compared against HRC
world prices. The margin is defined as the per cent difference between the steel flat price and the raw materials
basket price.

Source: OECD based on data from Refinitiv and Platts Steel Business Briefing (SBB).
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6. Financial performance of steel companies

The year 2021 saw higher profit margins for steel firms across the board as well as the
continuation of steel firms’ deleveraging.” Nevertheless going forward those improvements
are most likely temporary due to the dire economic outlook and the recent collapse of steel
prices, which fell faster than steel raw material prices during the first half of 2022.

6.1. Profitability

The average operating profitability'® of the global steelmaking industry increased from
12% in 2020 to 16% in 2021 (Figure 15). Median operating profitability increased from
2% in 2020 to 5% in 2021, suggesting that the increase in profitability affected steel firms
across the board. Operating profitability is thus hoovering around its 1998-2006 levels,
although the slower decrease of raw material prices compared to steel product prices
(Section 5.2) casts a doubt on the sustainability of those higher levels of profit margins for
steel firms going into the year 2022. The recent rise of profitability across the board may
have more to do with the relative price changes of steel products and their raw material
than with structural improvement of steel markets or with stronger and more resilient steel
sectors.

Furthermore, profitability is probably still below sustainable levels for a number of steel
firms. For example, the third quartile line in Figure 15 indicates that in 2021, 25% of the
companies had operating profitability levels below 5%.

Figure 15. Evolution of operating profits between 1998 and 2021
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Note: Operating profitability is defined as EBITDA (earnings before interest, taxes, depreciation and
amortisation) to sales revenue in per cent. The dotted lines provide information on the distribution (first and
third quartiles) of operating profitability across the firms in the sample: 25% of the companies have operating
profitability below (above) the first (third) quartile line. The long dashed line provides information on median
operating profitability across firms in the sample: this line divides the distribution in two halves with 50% of
the companies having operating profitability below the line. The heavy line depicts the industry average
operating profitability, weighted by total sales.

Source: OECD calculations based on data from Refinitiv.
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The steel industry’s net profit, which is derived from operating profit by deducting all
expenses incurred by firms, including taxes, interest paid on debt, depreciation and
amortisation, paints a similar picture of improved margin conditions in the year 2021
(Figure 16). Median net profit margins were 5% in 2021, compared to 2% in 2020. Again,
the fact that the increase is homogeneous across all quartiles of the distributions suggests
that it is mainly due to broad market conditions affecting all steel firms equally and that are
related to steel prices and raw material prices dynamics. For instance, EAF Europeans and
American firms had seen their profit margins hit a record high in the third quarter of 2021
as the average selling prices of their products increased while the cost of ferrous scrap used
in production rose comparatively less (Platts, 20227)).

Figure 16. Evolution of net profit margin between 1998 and 2021
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Note: The dotted lines provide information on the distribution (first and third quartiles) of net profits across the
firms in the sample: 25% of the companies have net profits below (above) the first (third) quartile line. The
long dash line provides information on median net profits across firms in the sample: this line divides the
distribution in two halves with 50% of the companies having net profits below the line. The heavy line depicts
the industry average net profits, weighted by sales.

Source: OECD calculations based on data from Refinitiv.

Figure 17 below shows how the distribution of (a logarithmic transformation of) net profit
margins across steelmaking companies has changed between 2005, 2010, 2015 and 2021.
After a strong shift in the distribution towards the left (i.e. lower profitability) between
2005 and 2015, the distribution has shifted back to the right in 2021, and has partially
regained the position it had in 2005. Nevertheless, the distribution has fatter tails on both
sides in 2021 that it had in 2005, which indicates a greater number of underperforming and
better performing firms financially in 2021 compared to 2005.
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Figure 17. The distribution of steel firms’ profits, as measured by EBITDA, shifted over the years

Note: This figure plots the distributions of net profit margin in different years using kernel density estimates.
The kernel density estimate gives an approximation of the probability density function of a given distribution
— up to a given point x in the horizontal axis, the area under this function provides the percentage of
observations that have values that are lower or equal to x. The total area below the curve for each year equals
one. For presentation purposes, the net profit values shown on the X axis of the chart range between 50% and
50%.

Source: OECD calculations based on data from Refinitiv.

6.2. Indebtedness

Overall, the steel sector seems to have continued its process of deleveraging, with debt
levels relative to total sales revenues falling to 26% in 2021 from 28% in 2020 (Figure 18).

As in previous reports, caution is warranted in interpreting steel companies’ indebtedness.
First, there are sample limitations in the data presented in this section as only debt of
publicly listed companies is included in the Refinitiv data used for this report. Hence, debt
levels represented in Figure 18 exclude data for unlisted firms (including state-owned
companies), some of which are possibly large and indebted. Second, in some large steel-
producing economies, debt has been reduced by using debt-for-equity swaps that are not
necessarily market-driven and lack clarity concerning losses in cases of bankruptcy.
Finally, the maturity of the debt and the average interest rate paid are two other relevant
aspects to consider for assessing corporate indebtedness. This means that the total
indebtedness represented in Figure 18 does not completely capture steel firms’ financial
conditions, which may be more precarious than they seem. Nevertheless, Figure 19, which
tries to capture the ratio of total liabilities'" of steel firms to their assets, paints a similar
picture of a slowly deleveraging steel sector.
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Figure 18. Evolution of indebtedness between 1998 and 2021
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Note: The dotted lines provide information on the distribution (first and third quartiles) of indebtedness across
the firms in the sample: 25% of the companies have debt to asset ratios below the quartile line at the bottom of
the chart, and 25% have ratios above the quartile line at the top. The remaining 50% of companies have debt to
asset ratios between the first and third quartile lines. The long dash line provides information on median
indebtedness across firms in the sample: this line divides the distribution in two halves with 50% of the
companies having debt to assets ratios below the line and 50% above the line. The heavy line depicts the
industry average indebtedness, weighted by sales.

Source: OECD calculations based on data from Refinitiv.

Figure 19. Ratio of steel firms’ liabilities over assets
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Note: Liabilities are defined here as total liabilities, including short-term and long-term debt, account payables
and deferred income tax. Assets are defined as total assets, which includes properties, plants, long-term
investments, but also intangibles (e.g. patents). The dotted lines provide information on the distribution (first
and third quartiles) of the ratio of liabilities over assets across the firms in the sample: 25% of the companies
have liabilities to assets ratios below the quartile line at the bottom of the chart, and 25% have ratios above the
quartile line at the top. The remaining 50% of companies have liabilities to assets ratios between the first and
third quartile lines. The long dash line provides information on median ratio of liabilities over assets across
firms in the sample. The heavy line depicts the industry average ratio, weighted by sales.

Source: OECD calculations based on data from Refinitiv.
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Figure 20 consider the composition of steel firms’ debt in more detail, as it compares the
level of long-term (debt of maturity superior to one year) versus short-term debt (debt of
maturity less or equal to one year). It shows that the median amount of short-term debt
relative to the amount of long term debt of steel companies in the sample (“Quartile 2” in
Figure 15) has remained stable in 2021.

Figure 20. Ratio of short term debt over long term debt of steel firms
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Note: The dotted lines provide information on the distribution (first and third quartiles) of debt composition,
represented by the ratio of short term debt over long term debt, across all the firms in the sample: 25% of the
companies have a short term debt over long term debt ratio below the quartile line at the bottom of the chart,
and 25% have ratios above the quartile line at the top. The remaining 50% of companies have debt to asset
ratios between the first and third quartile lines. The long dash line provides information on the median short
term debt over long term debt ratio across firms in the sample: this line divides the distribution in two halves
with 50% of the companies having debt to assets ratios below the line and 50% above the line.

Source: OECD calculations based on data from Refinitiv.

In 2021, steel firms paid an average (weighted by sales) interest of 3.8% on their
outstanding debt (across all maturities) in 2021, as shown in Figure 21. This is an historical
low, consistent with steel firms deleveraging and higher profits in 2021 — which improves
their creditworthiness and thus decrease their risk premia. The current low interest rate
environment is also a factor that could explain the low average interest rate paid by steel
firms on their outstanding debt.

Nevertheless, there are significant differences in debt’s costs across steel firms, as can be
seen by the large differences between the first and third quartile: from the third quartile line
we can see that 25% of steel firms pay higher than 8% interest rates on their debt, while the
first quartile indicates that 25% of steel firms pay lower than 2% on their debt.
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Figure 21. Evolution of interest paid on total debt from 1998 to 2021
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Note: The dotted lines provide information on the distribution (first and third quartiles) of interest paid over
total debt across the firms in the sample: 25% of the companies have a ratio of interest paid over total debt
below the quartile line at the bottom of the chart, and 25% have ratios above the quartile line at the top. The
remaining 50% of companies have ratios of interest paid over total debt between the first and third quartile
lines. The long dash line provides information on the ratio of interest paid over total debt across firms in the
sample. The heavy line depicts the industry average indebtedness, weighted by sales.

Source: OECD calculations based on data from Refinitiv.
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7. Steel consumption and outlook

In its October 2022 SRO, worldsteel forecasts that steel demand will decrease by 2.3% to
1 797 mmt in 2022, and rebound slightly by about 1% in 2023 to 1 814.7 mmt. The effect
of Russia’s war against Ukraine on energy and commodity prices, higher than anticipated
inflationary pressures especially in Europe, the tightening of central banks’ monetary
policies especially in the United States, as well as weaker demand from China and the
impact of Chinese strict COVID policies have worsened steel demand trends globally.
Rising interest rates, weak consumer spending and higher energy prices are expected to
impact significantly steel demand in the coming months.

7.1. Global steel market outlook

Global apparent steel consumption outside China has declined about 3.2% during the first
half 0of 2022 and is expected to contract by 4% in 2022 and to stay stagnant in 2023. During
the second half of 2022, both developing and developed economies are expected to
experience rising interest rates which will reduce investments in fixed assets and directly
impact steel demand. High energy costs are expected to slow industrial output, especially
in the European Union, where industrial rationing could potentially force major industrial
users to halt production. Consumer spending could decrease impacted by growing inflation.
World Steel Dynamics expects global steel consumption outside China to decline by 7.5%
during the second half of 2022 compared to the same period last year. In 2023, demand
was previously expected to experience a 1% increase as inflation is expected to slow down,
central banks ends their credit “tightening” and consumption and employment recover
(World Steel Dynamics, 2022[14)), but the slowdown of the Chinese real estate and strict
COVID policies are weighting down on demand Overall, steel demand is expected to grow
at a significantly slower pace than previously projected. The largest steel consuming
sector, real estate and infrastructure, is under pressure from high debts and bankruptcies
that have resulted in a sharp contraction in real estate investment and price declines (see
Box 2). The government introduced a set of 16 measures!? to prop up the real estate sector,
but it is unclear if they will significantly boost investment in the sector. Strict COVID
policies are expected to continue to weigh down on demand.

7.2. Regional steel market outlook

7.2.1. Americas

In Central and South America, finished-steel demand to rebounded by a robust 30.0% in
2021 but worldsteel forecasts it will decrease by 7.8% in 2022 (worldsteel, 2022ps). In
2021, Central and South Americas steel consumption rebounded following COVID related
restrictions in 2020 (Reuters, 2022497). Due to high inflation, Russia’s aggression against
Ukraine and an expected economic slowdown, the Latin American Steel Association
(Alacero) revised downward its total consumption outlook for 2022. The group expects an
8% decrease in steel consumption compared to a 2.1% drop projected at the start of the
year. However, Alacero estimates that in 2023 steel consumption will rebound by 4%
compared to 2021 (Metal Expert, 2022s0). In Latin America, the construction sector
experienced a strong recovery in 2021, however the pace of growth in 2022 is expected to
slow down as depreciating local currency, inflationary pressure, rising interests rates and
tightening budgets continue to weight on output growth (Globaldata, 2022s)
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In Argentina, the automotive, agricultural machinery, civil construction and energy sectors
accompanied by resumption of steel operations after maintenance shutdowns boosted
Argentina’s steel consumption (Steel Orbis, 202237). Car production, sales and registration
continued to improve in June. (Metal Expert, 2022;s5,)). However, remaining problems with
the supply of natural gas and power could impact the sector in the short to medium term
(Metal Expert, 2022;s3)).

In Brazil, apparent steel consumption fell in June, by 5.8% to 1.97 mmt compared with the
previous month (worldsteel, 202243;). This was also down 15.6% year-on-year. Flats
demand represented 1.16 mmt. Consumption in January-June remained 15.6% lower at
almost 11.7 mmt, IAB data show (Kallanish, 2022;s4)). Despite the increase in raw material
and energy inputs caused by the Russian aggression against Ukraine, the Brazil Steel
Institute chose to maintain the forecast for the year 2022 made in December 2021 which
projects a 2.2% and a 1.5% increase in crude steel production and consumption,
respectively (Brazil Steel Institute, 2022s5;). Domestic steel demand, growing investment
in renewable energy, new infrastructure projects, a strong construction sector and sustained
demand for machinery and equipment in the agricultural sector are expected to support
steel consumption in 2022 (Brazil Steel Institute, 2022(ss)). The Brazilian National
Association of Automotive Vehicles Producers (ANFAVEA) revised downward its prior
estimation for 2022, Brazilian car production is expected to increase by 4.1% as compared
to 9.4% projected at the start of the year (Anfavea, 2022;s57)).

In Chile, the steel sector is under pressure due to volatile steel prices, general investment
scepticism and economic uncertainty (Kallanish, 2022;s5)). At the beginning of the year, the
Chilean Chamber of Construction (CChC) projected that the growth of investment in
construction would be in a range between 0.1% and 1.9% in 2022, today it estimated that
investments will contract at least 3% compared to 2021 (Chilean Chamber of Construction,
2022;s591). According to the National Automotive Association of Chile (ANAC), sales of
electric vehicles registered a 84% increase year-on-year in June (ANAC, 2022607). Despite
the positive results, it is important to highlight that Chile has no auto production, therefore
new vehicles are imported mainly from China, US and Brazil.

In Colombia, the National Administrative Department of Statistics (DANE) noted that the
number of construction licenses has grown in May by 2.4% year-on-year (DANE, 2022¢17).
However, according to the data provided by the Colombian Chamber of Construction
(CAMACOL), increasing construction costs could negatively affect the sector in the
coming months (Camacol, 2022(s27).

In North America, steel-demand grew by 18.6% in 2021 and worldsteel expects it to grow
at a 0.9% rate in 2022 and a 1.8% rate in 2023 (worldsteel, 2022p4s)) . Despite ongoing
semiconductor shortages along with additional supply chain, labour, and logistics issues,
the Alliance for Automotive Innovation revised upward the 2022 outlook for North
America light vehicle production by 21,000 units and by 22,000 units for 2022 and 2023,
respectively (The Alliance for Automotive Innovation, 2022s37).

In Canada, the rise in construction prices continue to pose a downside risk to the industry’s
outlook (Statistics Canada, 2022(s47). Investment for non-residential building construction
projects fell in Canada during May after months of rising spending levels. This marks the
first monthly decline in commercial construction spending after 13 months of consecutive
growth (Kallanish, 2022s)). Despite increasing costs, the sector is expected to grow in real
terms in 2022 supported by investment in transport infrastructure projects as part of the
Investing in Canada Plan and provincial governments’ efforts to invest in transport projects
(Globaldata, 20226). In the energy sector, the Canadian association of energy contractors
(CAOEQC) expects to drill 2,254 wells in 2022, a 48% increase compared to 2021 (Caoec,
2022677).
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In Mexico, the automotive sector continues to show signs of recovery despite ongoing
pressure from the lack of semiconductors and the inflationary effects on the industry due
to the war and pandemic (Metal Expert, 2022s;). According to the Mexico National
Institute of Statistics and Geography (INEGI) cars production rose by 6% year-on-year in
June registering the best figure since March 2022 (INEGI, 202269}). Although the Mexican
Association of the Automotive Industry estimates that the supply of semiconductors will
begin to improve from the second half of this year, the total recovery of the automotive
production to the pre-COVID levels is forecast to take between four and five years (Metal
Expert, 2022;637). Despite increasing construction costs, in May the value of production
generated by construction companies (seasonally adjusted) increased 2.2% in real terms
compared to last April (INEGI, n.d.j707).

In the United States, the construction sector has experienced a weaker than expected
performance. High interest rates, supply chain issues and prices pressures have impacted
construction output in the first quarter of 2022 (Globaldata, 2022(s:). Despite these
challenges, construction spending increased by 9.7% year-on-year in May (U.S Census
Bureau, n.d.[717). In the coming months the sector will likely be supported by a broad basket
of project types in both the public and private sector and the best indicators of future
construction activity continue to point toward expansion ahead (Kallanish, 20227y).
Overall, supply chain disruptions, volatility and pandemic-induced supply shortages are
expected to be among the biggest challenges for the sector in 2022 (Deloitte, 2022(737).

To address supply chain issues, the American Iron and Steel Institute (AISI) urged the
senate to pass the “Chips Act” which provides certain forms of support related to
semiconductors. According to AISI, the CHIPS act would promote new investments in the
sector and would boost the entire automotive supply chain (AISI, 2022;74)). Car sales could
fall short in 2022 as rising interest rates, high fuel prices and the increased risk of a
recession impact consumers ‘confidence (The Alliance for Automotive Innovation,
2022(637). The U.S Energy Information Administration (EIA) expects an increase in drilling
activity in 2022 and 2023 supported by rising crude oil and domestic natural gas prices.
Dry natural gas production is planned to increase by 3% and 4% in 2022 and 2023
respectively (EIA, 202275)).

7.2.2. Africa and the Middle East

According to worldsteel’s October 2022 SRO, African steel demand is expected to grow
by 3.2% and 4.4% respectively in 2022 and 2023, after a 6.1% growth in 2021 (worldsteel,
2022ps)). Foreign direct investment (FDI) to African countries hit a record $83 billion in
2021, although the fallout of Russia’s war against Ukraine with the increase in energy and
food prices, along with the ongoing COVID pandemic and climate disruption, are adding
stresses to the African economies (UNCTAD, 20227¢)).

In South Africa, the construction industry is expected to register a growth of 4.5% in 2022.
The government announced a series of infrastructure projects in the areas of transportation,
energy, housing, and sanitation that are expected to stabilize the construction industry at an
annual average growth rate of 3.1% from 2023 to 2026 (Research and Markets, 202277)).
The South African automotive industry, the country’s biggest manufacturing sector,
registered positive sales and export in July. The Automotive Business Council and the
National Association of Automobile Manufacturers of South Africa (NAAMSA) are
developing a roadmap that will aim to integrate South Africa in the global electric vehicle
value chain and support sales and production (Naamsa, 20227s;).

In the Middle East and North Africa (MENA), steel demand is expected to increase by
3.5% and 3.9% in 2022 and 2023 respectively (worldsteel, 20224s;). Despite a surge in
material costs, the construction output is forecasted to increase in the MENA region at an
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annual average growth rate of 2.3% during 2022-2030 (Metal Expert, 202279). Due to high
commodity prices, extractive industries (mining, oil and gas) have revised their forecasts
upward. Industries that require commodities as production inputs or that depend on fuel
have revised their earnings forecasts downwards. Geographically, companies in Eastern
Europe and North Africa are expected to face relatively more downward pressure on
earnings (UNCTAD, 2022;7)).

Morocco leads the African automotive industry with a production capacity of 700,000
vehicles a year (Morocco Now, 20223¢)). Morocco’s automotive exports are expected to
grow by 33.7% and 10.5 % in 2022 and 2023 respectively (MWN, 2022s;;). Although
Morocco’s central bank raised concerns over Russia’s war against Ukraine and its
implications both internationally and domestically (Bank Al-Maghrib, 2022s2)).

In Egypt, ongoing economic instability in the form of high inflation and currency
depreciation, along with rising prices for energy and construction materials could pose
downside risks in the short term, however the general outlook for construction output
remains strong (Research and Markets, 2022(s31). The construction industry is expected to
grow at an average annual growth rate (AAGR) of approximately 10% between 2023 and
2026 (GlobalData, 2022[34]).

In its October 2022 SRO, worldsteel forecasts steel consumption to increase by 2.4% in the
Middle East in 2022 and 3.4% in 2023, following a 4.9% growth in 2021 (worldsteel,
2022p5)). Key drivers for investment projects in the region will revolve around
accommodating an increasing population, energy transition into the hydrogen economy and
replacing existing old infrastructure (Kallanish, 2022ss))

In Iraq, the government is working on the implementation of new infrastructure and
residential facilities in cooperation with the United Arab Emirates (UAE). The projects
include the construction of a smart city that is expected to use local steel to support
domestic mills (Metal Expert, 2022s¢7).

Worldsteel forecasts a 4 to 5% increase in Saudi Arabia steel demand in 2022 (worldsteel,
2022;377). The rise in oil prices are expected to increment the funds needed for the ambitious
infrastructure projects. The construction industry in Saudi Arabia is expected to expand by
3.2% in real terms in 2022 and register annual growth in the range of 3.5 to 4.5% from
2023 to 2026 (Research and Markets, 2022ss).

According to the US trade administration, The UAE’s construction sector is expected to
see a solid recovery in the next five years, with construction industry value growing
between 3.7 to 4.7%. The main infrastructure projects will focus on energy, transportation,
utilities, decarbonization, renewable and nuclear energy generation, and resolving ongoing
water scarcity (International Trade Administration, 202231).

In Iran, Iranian apparent finished steel consumption increased 12.4% year- on-year between
March and May following Iran’s export duty implementation in March that decreased
domestic prices. (Kallanish, 2022[9¢;). Although, significant price hikes in food items,
depreciated local currency, failed nuclear negotiations and a lack of construction and
infrastructure projects in the country are expected to impact steel demand in the coming
months (Kallanish, 2022917).

7.2.3. Asia and Oceania

In worldsteel’s October 2022 SRO, steel consumption in Asia and Oceania is forecast to
decrease by 2.2% in 2022 and increase by 1.2% in 2023 after a 1.3% decrease in 2021
(worldsteel, 2022;45)).
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In China, steel demand decreased by 5.4% in 2021 and is expected to decrease by 4% in
2022 and to remain stable 0%. Manufacturing activity contracted in July, however steel
demand is expected to slightly recover in late August or September as infrastructure
construction starts to pick up in the country. In its July 2022 report, World Steel Dynamics
(WSD) expects China’s steel consumption to decline for the second consecutive year by
2.2% on the base of a 3.1% decline in 2021. During the second semester, China is expected
to face numerous challenges as rising interest rates are rapidly reducing fixed assets

investments, high energy prices push down industrial output and consumer confidence
continues to weaken (World Steel Dynamics, 202214)).

Box 2. China’s real estate sector

Construction and its related manufacturing sectors accounts for about 70% of China’s
total steel demand, but the expected recovery of the construction sector comes amid
increasing concerns over the debt-laden property sector (Platts, 2022957). In China,
many years of rapid debt expansion have been backed by non-productive investment in

infrastructure and property and by a systematic overvaluation of real estate property
(Carnegie Endowment, 2022937).

In 2020 the real estate sector experienced a slowdown caused by an initial speculative
fervour followed by a decrease of the average cost of a new home (Figure 22). The
COVID pandemic, which forced work to stop at all construction sites, further
exacerbated the structural issues of the sector. In August 2020, the Ministry of Housing
and Urban-Rural Development and other departments established several rules to curb
speculative behaviour and control the rising debt. The new regulations imposed “three
red lines” that real estate enterprises had to respect — 1) a debt-to-asset ratio below 70%
and 2) a net debt to equity ratio below 100%, and a "cash short-term debt ratio" of real
estate companies lower than 1 (Chinese Government, 2021 94)).

Figure 22. China Newly Built House Prices YoY Change
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Note: The surveyed cities are 70 large and medium-sized cities, including 35 cities including municipalities
directly under the Central Government, provincial capitals, capital cities of autonomous regions (excluding
Lhasa) and cities under separate state planning, as well as 35 cities including Tangshan and Qinhuangdao.
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Source: National Bureau of Statistics of China (NBS)

Most of the listed real estate companies exceed at least one of the standards, especially
because of bad practices in the real estate sector such as selling apartments long before
the projects have been completed, but Evergrande, which had pursued an aggressive
expansion, had stepped on all three red lines. As a result, since the beginning of 2021,
financing has been severely restricted, and many debts have not been repaid, including
those debt obligations towards upstream suppliers, cooperative building materials
suppliers and contractors (Epoch Times, 202119s)).

The crisis spread beyond Evergrande, and other property developers experienced
enormous liquidity pressure. When the property market was booming, pre-sales became
a low-cost financing mechanism that allowed property developers to ratchet up their
activity rapidly and this, in turn, boosted the property market further. However, once
conditions reversed, the financing mechanism was likely to dry up very quickly,
increasing debt and disrupting construction operations of real estate enterprises and
driving the market down even further (Carnegie Endowment, 2022[93).

Working-class or lower-middle-class residents waiting for the apartments took action in
July 2022, including through a mortgage boycott, which further disrupted the real estate
market that consequently registered a 48.1% decrease in sales in July (NBS, 2022¢)).
Cities and Provincial governments’ immediate response was to prohibit disruptive
practices in the real estate sector. For instance, in August 2022, Fuzhou City has listed
land for sale, requiring the buyer to complete house construction before the sale is
completed. However, the policy is not expected to boost confidence in the market as
similar policies have been carried by other Chinese cities in the past without success
(Kallanish, 2022[97])

According to the National Bureau of Statistic of China (NBS), in October 2022
investment in real estate projects decreased by 8.8% year-on-year and real estate prices
decreased by 1.6% year-on-year (NBS, 20229¢)). The sharp fall of investment can be
seen in the Figure below Figure 23.

Figure 23. China’s real estate investment is falling, fixed urban assets investment raised, and
top 70 cities’ price index’s growth turned negative for the first time since 2015

Last data point November 2022
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At present, provincial and city government have rolled out hundreds if policies aimed
at stimulating the real estate sector, and increased investment in fixed urban assets
(Figure 23). Measures to stimulate the households’ real estate sector include increasing
the supply of mortgages by adjusting the down payment ratio for house purchases
(Chengde City, 2022(9s)) (Shanghai Changning District People’s Government, 202299})
subsidies for home purchase (Jinhua City Government, 2022[100;)) and easing access
requirements to the “Provident fund”, a state-run savings plan that support citizens that
want to buy homes (Baotou City, 2022[101j)). Recent measures introduced on 23
November 2022 by the Chinese government to support the real estate sector include an
easing of financial conditions to households through a decrease of required down
payment and a decrease of interest rates, incentivising policy banks to provide loans to
households for the purchase of real estate, and support for the construction and operation
of rental housing through bonds and other financial products.'

According to China Association of Automobile Manufacturers, the Chinese automotive
sector has registered a 1.8 month-to-month decrease in cars production in July while car
sales have decreased by 0.6% month-to-month (CAAM, 2022(102)). In the first half of 2022,
the automotive sector in China experienced a slowdown caused by supply disruptions,
weakening expectations and demand contractions in areas such as Jilin and Shanghai which
experienced new COVID outbreaks. In the second half of the year, chip shortages, high
costs of new-energy vehicles (NEV), fewer policies to promote consumption, and weak
commercial vehicles demand is expected to impact auto sales (Kallanish, 2022;103)).

In India, steel demand is expected to grow by 6.1% in 2022 and 6.7% in 2023 (worldsteel,
20224g7). Despite input increases due to the Russian aggression against Ukraine, high level
self-sufficiency in raw materials has been continuously supporting Indian steelmakers
(Steel Orbis, 20221047). The construction sector, which accounts for 9% of India’s GDP,
will be supported by government sponsored projects such as the construction of roads,
railways, ports and airports (Kallanish, 2022(10s7). The Indian automotive industry is
expected to record strong growth in 2022-23 after recovering from the disruptive effects of
the COVID pandemic. Under the program “Automotive Mission Plan 2016-26”, the Indian
Government is targeting to increase export of vehicles by five times to reach US $ 300
billion of value by 2026 (IBEF, 2022;;¢¢)).
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In Japan, steel demand increased by 9.1% in 2021 and is expected to stagnate with a meagre
0.2% growth rate in 2022 before increasing by 1.7% in 2023 (worldsteel, 20224s1). Japan’s
steel demand decreased in April amid a weaker automotive industry impacted by auto parts
and chips shortages (Metal Expert, 2022197)). In the coming months, supply chain
disruption, energy and materials prices increases, and the impact of Yen depreciation on
Japan's trade balance could have a negative impact on demand for steel (Kallanish,
2022;108)).

In Korea, steel demand rebounded by 13.9% in 2021 and is expected to increase by 2.5%
in 2022 as investments in construction and manufacturing increase (worldsteel, 2022;4s)).
The Ministry of Trade, Industry and Energy (MOTIE) announced that during the first six
months of 2022 Korea’s automobile exports rose 1.5% by unit while output dropped 2.0%
due to chips’ supply chain bottlenecks and China’s COVID lockdowns (MOTIE, 2022;¢9)).
Investments in innovation and green technology are expected to support the Korean
automotive sector in the coming years (Kallanish, 2022(;1¢y).

In the ASEAN-5 region (Indonesia, Malaysia, Philippines, Thailand and Viet Nam), steel
demand increased by 3.5% in 2021 and is expected to increase by 5.8% in 2022 and 6.0%
in 2023 (worldsteel, 202245)). The main barrier to recovery is rising inflation rates amid
Russia’s war against Ukraine. According to ISEAS—Yusof Ishak Institute, the average
inflation rate in ASEAN countries increased from 0.9% in January 2021 to 3.1% in
December 2021 and 4.7% in April 2022. (S&P Global, 20221117).

Trends of construction industry differed by economy in the first quarter of 2022. In the
Philippines, the construction sector continues to experience double digit growth rates and
it grew by 13.5% in the first quarter of 2022 (SEAISI, 2022(112)) In the first quarter of 2022,
the country embarked in various large construction projects such as the San Fernando
cement plant expansion project, the Pangasinan bulk water supply project and the
Penaranda solar power facility project (Design Build Network, 2022(;:3;). Construction
activities declined by 6.2% in Malaysia in the first quarter of 2022 (SEAISI, 2022;;12;). This
negative performance was due to a decline of 16.1% in civil engineering sector and 15.3 %
in residential building subsectors (Department of Statistics Malaysia, 2022(1147). In the
coming years, steel demand by construction sector in Indonesia may increase sharply as
the economy plans to relocate its capital from Jakarta to East Kalimantan in 2024 (S&P
Global, 2022[111]).

In the automotive industry, positive growth in automotive production was recorded in all
ASEAN countries except the Philippines in the first half of 2022. Automotive production
in Indonesia, Malaysia, Myanmar, Thailand and Viet Nam increased by 28.0%, 31.8%,
187.1%, 7.9% and 28.3%, year-on-year respectively during the same period (AAF,
2022(115). In Thailand, ASEAN's largest automotive producer, market participants have a
positive outlook for automotive production through 2022 as the government continues to
ease restrictions on COVID and adopts economic stimulus packages, including electric
vehicle (EV) promotion. Its production is expected to achieve the target of 1.8 million units
in 2022 (Pattaya Mail, 2022(16)). Positive dynamics also continue in Indonesia, the second
largest automotive producer in ASEAN region, thanks to the extension of tax relaxation
initiative which was approved by Indonesian authorities in January 2022 (Metal Expert,
2022(1179).

7.2.4. Europe and CIS economies

In the European Union and the UK'¥, worldsteel forecasts finished steel consumption has
rebounded by 18.1% in 2021 but is forecast to decrease by 3.5% in 2022 and 1.3% in 2023
(worldsteel, 2022457). The impact of Russia’s war of aggression against Ukraine is expected
to be larger in the European Union compared to other regions due to its close trade and
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energy links with Russia (worldsteel, 2022s7;). According to Eurofer, steel demand in EU
is expected to decrease by 1.9% in 2022 and rebound by 5.1% in 2023. The reasons of
negative growth in 2022 are ongoing supply chain issues and Russia’s war against Ukraine
(Eurofer, 2022[118])-

Construction output in the European Union rebounded by 5.9% in 2021 after decreasing by
4.2% in 2020. The sector was supported by the restart in economic activity across the
European Union in tandem with the generous housing and renovation supporting schemes
that were implemented across many EU member states, especially in the first three quarters
0f 2021 (Eurofer, 2022;;15)). According to the latest forecast by Eurofer, construction output
is expected to grow by 2.3% in 2022 supported by governmental housing and public
construction schemes, although increasing uncertain due to Russia’s war against Ukraine
and persisting supply chain issues continue to challenge the sector (Eurofer, 2022;;1s)).

Passenger car registrations in the European Union declined by 14.0% year-on-year to about
4.6 million units in the first half of 2022 as supply chain issues continue to limit vehicle
production, according to the European Automobile Manufacturers’ Association (ACEA)
(ACEA, 2022(119). In addition to supply chain issues, soaring inflation has caused people
to reconsider expensive purchases, including cars (Fortune, 2022[12). In fact, annual
average inflation is expected to reach a historical high of 7.6% in the euro area in 2022
(European Union, 2022(;217). As a result of these issues, all four of the major EU markets
experienced a decrease in new passenger car registrations: Germany (-11.0%), France (-
16.3%), Italy (-22.7%) and Spain (-10.7%) (ACEA, 2022(119}). As of February 2022, ACEA
projected that EU passenger car registrations would return to 10.5 million units in 2022, up
7.9% from the previous year, but the latest above data was clearly below this level (ACEA,
2022[122]).

In Other Europe, steel consumption grew by 12% in 2021 and is expected to decrease by
4% in 2022 before rebounding by 3% in 2023 (worldsteel, 202245)). Tiirkiye's economy is
suffering from high inflation. Indeed, annual inflation rate in Tiirkiye jumped to 78.6% in
June 2022, which was the highest rate in the past 24 years. This was driven by the impact
of Russia’s war against Ukraine; soaring commodity prices and a slide in the Turkish lira
(Reuters, 2022[1231). As a result of this, steel demand of Tiirkiye in the first six months of
2022 was estimated to be about 17.6 mmt, which was 3.4% lower than the previous year.
This decrease is of a similar magnitude, yet slightly less, than the drop in Tirkiye's
domestic steel production for the same period. The country’s economic slowdown impacted
also the automotive sector which experienced a decrease in car sales by 8.8% year-on-year
in the first half of 2022 (OSD, 2022[124)).

Steel demand in the CIS region (which includes Russia) and Ukraine grew by only 1.4%
in 2021 and is expected to decrease significantly by 9.2% in 2022 and 6.7% in 2023
(worldsteel, 2022457). As of August 2022, Russian aggression against Ukraine continues to
create uncertainties in the development of the steel market in the region. Worldsteel expects
Russian steel demand to decrease by 20% in 2022 and register zero growth in 2023
(worldsteel, 202237)). In addition, The Ministry of Industrial Development and Trade of
the Russian Federation published a strategy for steel industry until 2030 that envisions two
scenarios (basic and conservative) of steel industry development. Even under the base
scenario, steel production in Russia may reach only 77.4 million tons by 2030 (+0.5%
compared with the level of 2021), and production is expected to worsen only under the
conservative scenario (GMK Cente, 20221257). Russian construction investments reached
4.76 trillion Russian rouble (RUB) in the first half of 2022, up 4% from the same period
last year thanks to strong trend in the housing construction sector (Metal Expert, 2022(12)).
According to the Automobile Manufacturers Committee of the Association Of European
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Business (AEB), Russia’s sales of new cars and light commercial vehicles had decreased
by 60.5% year-on-year from January 2022 to July 2022, (AEB, 2022(127)).

Ukraine's economy and steel industry have been severely affected by Russian war of
aggression. Worldsteel did not mention specific figures for Ukraine's demand forecast,
noting only that a major decline of steel demand in Ukraine is expected (worldsteel,
2022;377) (see Box 1).
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Endnotes

! Please refer to https://www.oecd.org/economic-outlook and https://www.oecd-
ilibrary.org/sites/4181d61b-en/index.html?itemld=/content/publication/4181d61b-en

2 Please refer to https://www.oecd.org/economic-outlook and https:/www.oecd-
ilibrary.org/sites/4181d61b-en/index.html?itemld=/content/publication/4181d61b-en

3 Worldsteel, Short range outlook, April 2022, retrieved at: https://worldsteel.org/wp-
content/uploads/worldsteel-Short-Range-Outlook-April-2022 press-release-table.pdf .

4 Metal Expert, 2022, China’s steel export inches up in April.

5 Note that Russia suspended the publication of trade data in April 2022. Because of this, trade
export and import data reported in this paper are obtained by mirroring bilateral trade flows between
Russia and its trading partners.

6 According to Eurometal, Ukraine’s steel production fell by 64% in 2022, link: Ukraine’s steel
output to fall 64% on year to 7.6 mil mt in 2022: GMK - EUROMETAL .

7 Ibid — Worldsteel, Short range outlook April 2022.

$ NYMEX US Midwest futures are based on a flat product, the other two indices are based on rebar
(long) products.

? Contrary to the other sections of this paper, this section looks back at the year 2021 in its entirety
and not at the first semester of 2022, due to the delays for obtaining firms’ annual reports and
financial performance once they are audited and released to the public.

10 Average operating profitability is defined here by the ratio of earnings before interest, taxes and
depreciation (EBITDA) to sales revenues (weighted by total sales).

' Although debt usually constitutes the bulk of the liabilities that a steel firm carries, there are other
forms of liabilities. For example, outstanding bills to suppliers, also known as account payables, are
another type of liability and so are wages due and pensions. Technically, a steel firm could reduce
its debt by delaying the payment it makes to its suppliers. To avoid misinterpreting the situation due
to these possible substitution effects, it is useful to consider the ratio of total liabilities over assets
as presented in Figure 19.

12 http://www.gov.cn/xinwen/2022-11/23/content_5728454.htm
13 http://www.gov.cn/xinwen/2022-11/23/content_5728454.htm

4 Worldsteel and Eurofer’s forecasts refer to the EU 27 + UK (worldsteel, 2022(s7)).
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