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WSD’s steel experience, steel
database and availability of steel
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performing steel forecasts, studies
and analysis for international
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how the “pricing power” of steel
companies the world over will be
impacted by changes in the steel
industry’s structure. The views
and opinions expressed in this
article are solely those of World
Steel Dynamics and not
necessarily those of AIST.

Authors

Peter Marcus (left)

managing partner,

World Steel Dynamics
pmarcus@worldsteeldynamics.com
+1.201.503.0902

John Villa (right)

research strategist,

World Steel Dynamics
jvilla@worldsteeldynamics.com
+1.201.503.0911

USA steel demand is down, lessened steel intensity

WSD'’s weighted index (IDX) of activ-
ity in steel-consuming industries, used
to track changes in steel demand, is up
2% for the first eight months of 2016
on a year-to-year basis (Table 1). The
composite year-to-year components
of IDX include: the short-lead-time
capital goods index is down 4.4%; the

Table 1

long-lead-time capital goods index
is up 9.3%, including a 13.2% gain
in non-residential construction; and
the consumer goods index is up 7.6%,
including a 9.8% increase in automo-
tive production.

Steel consumption per point of IDX
has been declining in recent years in

CEL: Long-Lead-Time Capital Goods

CDIDX: Consumer Goods

*=Preliminary data

Components of IDX (2004=100) as of August 2015 and 2016
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part because: some price inflation

creeps into the government’s unit 120

production indices, as the govern-
ment adjusts the figures for gains
in product quality; and when the
economy expands at a slower rate,

110

100

920

80

Components:
CES - Short-Lead-Time Capital Goods
701 CEL - Long-Lead-Time Capital Goods
CDIDX - Consumer Goods

60 { MIDX - Miscellaneous Industries
(Three Month Moving Average Basis)

services account for a large share
of the overall growth. Interestingly,

Index

since 2006, U.S. automotive pro-
duction has risen 11% to about
12 million units annually; yet the
U.S. Bureau of Labor Statistics’ pro-
ducer price index for automotive
increased 14%.
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Steel scrap price
undervalued? Declining
demand trumps value

In Fig. 2, the price of 80/20
scrap delivered to Turkey is

steel

com- 700

Components of WSD Index of Steel Activity, USA (Index: 2004=100).

ore/
iron

pared to the weighted iron

>

coking coal price — with the 600

150

ore price being the delivered price

500

100

to China and the coking coal price
being the Australian export price.
Since spring 2016, the com-
bination of the roughly US$75/
metric ton decline in steel scrap
price delivered to Turkey and the
US$100/metric ton spike in the
coking coal price has resulted in

$ per metric ton

50

Index vs. Turkey Scrap

about a US$90/metric ton discount
in the steel scrap price relative to

the weighted iron ore and coking
coal prices.
A discount this substantial last

persisted in 2014 when U.S. steel
demand rose about 9% and steel
production in China was up about
100 million metric tons from 2012.
And the U.S. dollar on a trade-
weighted basis at that time was
about 10% cheaper.

Given the current scrap price discount, Turkish EAF-
based steelmakers will again turn to making rebar in
their furnaces, rather than converting it from billet pur-
chased from China or Russia. That is, if the Chinese bil-
let price rises due to the increase in the coking coal price.

80/20 HSM scrap delivered to Turkey vs. weighted iron ore/coking coal price index.
Sources: WSD estimates, Platts, SteelBenchmarker™.

What drives the scrap price — the supply/demand bal-
ance or its relative value? What may cause the spread to
diminish? If Chinese steel production falls back, as WSD
is forecasting, the major driver will be the drop in the
coking coal price.

This report includes forward-looking statements that are based on current expectations about future events and are subject to uncertainties and
factors relating to operations and the business environment, all of which are difficult to predict. Although WSD believes that the expectations
reflected in its forward-looking statements are reasonable, they can be affected by inaccurate assumptions made or by known or unknown risks
and uncertainties, including, among other things, changes in prices, shifts in demand, variations in supply, movements in international currency,
developments in technology, actions by governments and/or other factors.
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