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12,000 per tonne, lower than global landed
prices. China hot-rolled coil (HRC) FOB (free

on board) price was around $980 per tonne in

September, which kept domestic prices up.
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Unlike the last steel price rally (July 2020 to June
2021), which was driven by strong demand in
China and all-time-high iron ore prices, the hikes
taken in both global and domestic markets this
month are a result of stringent steel supply cuts
by China and rising coal costs.

Steel supply cuts have led to a decline in steel
exports from China, as it diverts its exports for
domestic use. Moreover, the possibility of further
stringent cuts in the upcoming winter is expected
to keep the export market tight and thereby
prices high. China is expected to implement
supply cuts over Oct-Dec’21 to meet its annual
production (emissions reduction) target and coal
shortage.

China produced 730 million tonne (MT) of steel

in the first eight months of 2021, marking a 5.3%
on-year rise. To achieve its annual production
target of 1,050 MT, China needs to produce 80 MT
of steel on average per month over Sep-Dec’21,
compared with 91 MT produced during the same
period last year.

However, this is not the only factor driving the
current rally. While iron ore prices correct, a
severe coal crisis globally has led to a surge
in coking coal prices, thereby narrowing raw
material gross spreads.

Iron ore prices cool a touch,
but coking coal darts up

With China cutting its steel output and issuing
stricter production cuts, global iron prices have
corrected sharply to $125 per tonne as of the first
week of October. This led to some correction in
steel prices last quarter.

Coking coal prices, however, have risen
drastically.
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Raw material spreads narrow on rising coking coal
prices.Drop iniron ore prices provides some respite
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Australian steel FOB prices more than tripled in the
past five months to $390 per tonne as of October first
week. China’s domestic coking coal prices are even
higher, crossing $600 per tonne, thereby narrowing
raw material spreads even further for Chinese
steelmakers.

The ban on coal mining (in a move to curb emissions)
in China, coupled with recent floods causing 50 coal
mines to shut down, has led to a severe coal crunch in
China’s domestic market.

Moreover, with supply disruptions in Australia and
logistical issues worldwide, we can see greenflated
coking coal prices now keeping steel prices up.



Ebitda margin for large steelmakers to expand

I ition, the risk of high t
n addition, the risk of high power costs by 400-550 bps in FY22

(due to thermal coal shortage) and
strong ferroalloy (raw material for steel
manufacturing) prices will further add to

the cost structure, keeping prices high in recrere Ebitdzf;,gm - Ebitda maﬁ;ﬁzfm_g,_%%
27.5%

the near term. 90,000 .
We expect China HR FOB prices to 80,000 BEaS 72
average $880-900 per tonne in CY21 (80- ) ]
83% higher on-year), while domestic HRC 70000 Marzg?vsetroHich:daE;m
(ex-factory) prices are expected to rise 60,000 GO GG R
54-56% on-year to average at Rs 63,000~
64,000 per tonne. TMT prices are likely 50,000
to rise 27-29% to average at Rs 53,500- 40,000
54,500 per tonne this year. '

30,000
Elevated steel prices will help improve 8 S S S S 8 S 8 8 8
Ebitda margin of large steelmakers s § 8 g = § & 5 s @
t0 31.5-33% in fiscal 2022, led by a ©

Revenue m Operating cost Ebitda margin

strong H1 when coking coal prices were
relatively benign. However, with rising
coal prices, margins are [|ke[y to contract Note: Large players include JSPL, JSW Steel, SAIL and Tata Steel India operations
. . . Source: Industry, CRISIL Research

in H2 sequentially, but a strong H1 will

lead to an expansion of 400-550 bps for

the entire fiscal.
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