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U.S currency value impacts world steel export price:
stronger dollar = weaker export price

The U.S. dollar on a trade-weighted
basis — i.e., calculated on the basis
of the U.S’’s trade with about 26 other
countries — has had amazing swings
over the years (Fig. 1). From a weak
point of just 0.85 in 1978, it peaked
at about 1.28 in 1984. By 1995, it had
fallen again to 0.85, followed by a
strengthening to about 1.13 in 2002.
In 2014, it was down again to only
0.80; but, it then rallied to 1.03 in
2016. Currently, it’s about 0.90.
Regarding the impact on interna-
tional steel prices, a stronger dollar

brings down foreign mills’ costs rela-
tive to those in the United States
— and, as a result, all other things
held the same, drives down the world
steel export price (Fig. 2). (Note:
The hot-rolled band export price is a
good proxy for the steel price, rather
than rebar, because it tends to be less
impacted by swings in the price of
highly volatile steel scrap.)

Currently, if a median-cost integrat-
ed steel mill’s hot-rolled band operat-
ing cost is about US$500/metric ton,
WSD estimates that roughly two-thirds
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of this cost is largely for steelmakers’ raw materials —i.e.,
in dollar-denominated items. Hence, the home-currency
cost, at one-third of costs, is roughly US$150/metric ton.

Since the 2016 peak, the trade weighted U.S. dollar
has fallen 13%. If one multiplies the non-USA mill’s

home-currency cost of US$150/metric ton by 13%, the
result is US$20/metric ton — or, the estimate of how
much the weakened dollar has benefited the cost posi-
tion of a typical U.S. integrated steel plant.

China’s unsustainable steel intensity: possible 100 million drop in Chinese steel demand by 2025

Is a sizable decline in China’s steel demand inevitable in the next decade?

WSD’s answer is a “strong yes” because: (a) the country’s
fixed asset investment (FAI) in the past two decades has
grown at an unsustainable pace; and (b) the country’s
steel intensity — in terms of steel consumption per point
of GDP — has been driven up to non-sustainable highs.

Fixed asset investment in China is now so massive that
it probably accounts for at least 92% of Chinese steel
demand. Household spending, that accounts for only
about 8% of Chinese steel consumption, is about one-
seventh as steel intensive as fixed asset investment per
unit of spending on these items (Table 1).

As FAI declines as a share of GDP and as household
spending advances as a share of GDP, and, as well, the
per annum growth rate for GDP declines to 6% or less at
some point in the future, this combination could lead to

a 70- to 120-million-metric-ton decline in Chinese steel
demand.

China’s relatively huge steel intensity per capita is evi-
dent in this comparison:

¢ In China, apparent finished steel products consump-
tion of about 720 million metric tons per annum,
when divided by the population of 1.4 billion = 0.51
metric tons per capita.

¢ In the U.S., apparent steel consumption of 110 mil-
lion metric tons, when divided by the population of
330 million = 0.33 metric tons per capita.

Chinese per capital steel consumption is more than
50% higher; yet, the U.S.’s average household income of

China GDP Forecast: 2018-2035** (billion RMB, %)

*Gross fixed capital formation. **International GDP definition by Expenditure Approach, data available annually. House. = Household; Infra. = Infrastructure

GFCF Consumption  Inventory
current change
less  Total and net
real (%) |Infra. Other Gov't House. export

343 164 179 16.6 467 24
59 4.0 168 242 139 3938 5.4
70 479 181 298 129 356 3.7
07 449 185 264 136 38.0 3.4
12 432 187 245 140 402 2.6
31 411 187 224 144 424 2.1
12 396 189 207 147 441 17
11 369 192 177 1562 469 1.0
1.0 306 172 134 164 528 0.2
10 259 151 108 165 576 0.0
1.0 251 148 103 164 584 0.0
10 244 145 99 163 593 0.0
1.0 237 142 95 162 60.1 0.0
10 230 138 92 16.0 609 0.0
10 224 135 89 1568 617 0.0
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US$59,5600 per capita is about seven
times China’s US$8,600 per capita
(Fig. 3).

China’s monumental economic
growth the past two decades is a vali-
dation of the Capital Fundamentalism
economic theory. The best foundation
for an economy’s long-term growth,
it’s postulated, is rising fixed asset
investment as a share of GDP.

Here are WSD’s Chinese 2025 fore-
cast for some of these items:

e Fixed asset investment (GFCF)
declines to 30.6% of GDP versus
41.1% in 2017.

¢ Household spending rises to 52.8%
of GDP versus 42.4% in 2017.

Apparent steel demand by 2025 may
decline to 600 to 650 million metric
tons per annum versus 720 million
metric tons in 2017.
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Apparent crude steel consumption (million metric tons)

China apparent crude steel consumption (million metric tons). Source: WSD
estimates.

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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