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Steel buyers’ perception: HRB export price more attractive on
risk/reward basis

Because the current hot-rolled band risk/reward basis. (Note: For the steel
(HRB) export price was well down buyer, the risk is a rise in the price,

as of January 2019, steel buyers per- and the reward is a decline in the
ceived it was more attractive on a price.) At US$610/metric ton last July,

IELICR

WSD Hot-Rolled Band Risk/Reward Calculator (Source: WSD estimates based on the
viewpoint of the steel buyer)

December 2015

June 2016

March 2017

September 2018

January 2019

Note: Risk price is how much the price of steel may rise (to the detriment of the steel buyer). Reward
price is how much it may drop (to the benefit of the steel buyer).
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buyers may have perceived the risk to be a US$90/
metric ton rise to US$700/metric ton, while the reward
was perhaps a US$150/metric ton decline in the price to
US$460/metric ton. Hence, the risk/reward (R/R) ratio
was US$90/US$150 = 0.6X. At the January 2019 price
of US$500/metric ton, if the perceived risk price was
US$650/metric ton and the reward price was US$450/
metric ton, the risk/reward was US$150/US$50 = 3.0X.

(Note: The USA spot HRB price in January 2019 was
about US$680/net ton versus the brief peak in 2018 of
US$950/ton. If the reward price is US$600/ton and the
risk price is US$900/ton, the risk/reward is US$220/
US$80 = 2.75X.)

As indicated in Table 1, when the R/R ratio is par-
ticularly high or low, there’s a strong tendency for the
price to reverse direction not long thereafter — as dem-
onstrated when comparing the R/R in December 2015,
June 2016, March 2017 and September 2018; and, as well,
the HRB price three months later.

This report includes forward-looking statements that are based on
current expectations about future events and are subject to uncertain-
ties 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 gov-
ernments and/or other factors. +
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