Ask WORLDSTEEL DYNAMICS

World Steel Dynamics (WSD) is a leading steel information service in Englewood Cliffs, N.J. WSD's steel expe-
rience, steel database and availability of steel statistics are the principles for performing steel forecasts, studies
and analysis for international clients. WSD seeks to understand how the “pricing power” of steel companies
the world over will be impacted by changes in the steel industry’s structure. To submit your questions for WSD,

e-mail WSD@aist. org.

Q: WSD has stated that there is a global shortage of
hot rolled band. How long will the shortage last, and
how will prices be impacted?

A: In early April 2007, WSD pegs the hot rolled band world
export price for Tier | mills at $600 per tonne, FOB the port of
export, versus a low — in retrospect, not a very deep low — of
just $502 per tonne (a SteelBenchmarker™ reading) in mid-
December 2006. Versus December 2006, the HRB price had
rebounded by at least $100 per tonne in a number of cases; yet
there’s more to come, in WSD’s opinion.

Two Key Questions

Q: Will the shortage be a “wimp” (i.e., only a fairly moderate
price rise) or a “major blowout” (i.e., a severe price spike)?

A: WSD places the odds at 65 percent that the shortage will
be a severe one. If so, the world HRB export price might rise
temporarily to about $700 per tonne, FOB the port of export.
China is now the only repository of low-priced steel (in the
home market); however, it is increasingly being restricted from
dumping its surplus steel on the world market.

Q: When will the shortage end?

A: WSD places the odds at 65 percent that it ends (turns into
a wimp) this summer. The major forces causing the demise
will include: (a) buyers’ fear to place further orders because

they sense price risk; (b) the traditional
summer pull-back of activity in steel-

consuming industries; and (c) the onset WORLD
of a traditionally slower market for steel STEEL
in the fall. DYNAMICS

If the shortage were to continue for the
whole year (35 percent odds), the reason
may be the continued global economic boom. For example,
fixed asset investment growth in China has yet to slow down
very much, rising at a rate of about 20 percent per annum.
WSD assumes, in this scenario, that global steel production
will advance a moderate 5 percent to 1.3 billion tonnes for the
year, versus the 9.4 percent gain in 2006.

The World Is Flat

Why flat? For the steel industry, mysteries no longer exist
beyond the horizon. Everything is in sight. Good information
about pricing conditions for steel in all markets is now avail-
able almost instantly.

Steel prices, as a consequence, are more volatile than in the
past. Prices change direction more frequently, but don’t dip as
far below operating costs as before due to steel mill production
cuts. Inventory swings and changes in buying sentiment come
more often.

Danger: Don't step off the edge of the cliff.
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Enhancing Events

Unexpected events in the next few months will have a strong
impact on the psychology of the steel market. For sure, the
more that steel buyers fear an insufficient supply of steel at the
price they wish, the higher the price will be driven.

Here are some enhancers:

e A much stronger RMB. This development would convince
observers that China is not a long-term source of cheap
steel.

e The implementation/announcement of sizable steel
export controls by Chinese governmental authorities.
We think this is likely based on current rumblings out of
China. (Note: While WSD thinks steel exports from China
are not likely to threaten the steel industry elsewhere in
the world on a long-term basis, we do think that the chal-
lenge from finished goods that have a high steel content
is quite substantial given the relatively low price of steel
in China, the skilled and relatively low-waged work forces,
and the many upgraded manufacturing facilities.)

e A much weaker dollar. This development drives up for-
eign steelmakers’ costs in U.S. dollar terms. The problem
with this “enhancer” is that it may lead to higher oil
prices, more inflation and a rise in interest rates — all of
which are bad developments.

Steel scrap prices take off further. Not improbable,
given that obsolete steel scrap is at the tail end (the most
marginal element) of the global supply of steelmakers’
metallics. The “Age of Metallics” lives on.

Major production problems occur at steel plants the
world over. This is always a possibility, but probably
unlikely.

e Stagnant monthly global steel production. This is
unlikely for two reasons. First, price allocates resources.
Second, the surge of capital outlays in 2005-2006 is boost-
ing capacity.

e The U.S. market, which has been the most subdued —
including lower shipments in February 2007 than January
2007 — heats up. Currently, offshore steel is not available
at attractive price levels, say our contacts.

What factors may cause a true buyers’ panic this year? Here
are some possibilities:

e Buyers rush to buy ahead — i.e, place double orders
— because they think prices will continue to rise. In effect,
they became too respectful of the increased concentration
in the steel industry that is shifting “pricing power” to
the mills. (Note: The mills are winning the psychological
warl)

e An improving global economic outlook, which causes
the steel demand prospect to be even more favorable in the
second half of the year (due perhaps to lower oil prices).

e Actions by the Chinese central government that restrict the
Chinese mills’ exports despite the high export price. The
higher the export price, the greater the possibility that
the Chinese mills can sustain or boost exports despite
rising exporting costs.

— Peter F. Marcus, managing partner, World Steel Dynamics,
pmarcus@ worldsteeldynamics.com,
(201) 503-0902

— Becky E. Hites, managing director, World Steel Dynamics,
bhites@worldsteeldynamics.com,
(201) 503-0935

Do you have a question for World Steel Dynamics? Submit it today to WSD@aist.org.

— Dip You KNow?

New Report Identifies World’s Most Profitable Steelmakers

Russian, Brazilian and Indian steel producers are the most profitable, while Chinese producers struggle with high
raw material prices, according to the latest report released from Integer Research. The new report, the 2007 Steel
Financial Insight, examines the world’s leading 55 steel producers. The most profitable producers are the ones able
to produce slab or semifinished steel at lower costs, while nearly all the 10 most profitable producers are located in
areas with access to iron ore or coal, or both — mainly Russia, Brazil and India. In the past, companies would buy
iron ore and coke, or even scrap, at reasonably stable prices, but through 2004 and 2005 iron ore prices increased
sharply. This rapid rise in raw material prices highlighted the importance for steel producers to invest in upstream
integration in order to secure the supply of low-cost raw materials. The emerging global strategy, according to Integer
Research, is for companies to establish upstream facilities close to low-cost raw material sources, and set up down-
stream manufacturing and finishing facilities close to their end-user markets. For most producers, this is a complete
reversal of corporate strategy. Tata Steel in India is a good example of a company close to both iron ore and coal
resources, as well as booming domestic demand. The company has also been expanding overseas. The most recent
acquisition of Corus gives Tata access to the European markets, close to end-users, while still enjoying the benefits of
producing low-cost slab in India. Russian steelmakers are also entering key export markets by acquiring downstream
operations overseas, mainly in Europe and North America. Examples include Severstal, Evraz and NLMK. With easy
access to iron ore, Brazilian steelmakers belong to the lowest-cost slab producers in the world, and the three Brazil-
ian producers in this survey — CSN, Gerdau and Usiminas — rank in the top 10 in terms of profitability. However,
China relies heavily on iron ore imports, and the dramatic price increases of iron ore affect its steel producers. Out
of the 15 Chinese producers featured in the survey, most of them rank in the bottom half of the top 55 in terms of
net profit margin. Much of the fate of the steel industry in the shorter term depends on the future developments
of China, says Integer Research, noting that it will be interesting to see what direction it takes in the next few years.
However, securing raw material supply will continue to be an important factor for steelmakers in the near future.
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