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Volume Trends in the Regional Markets

Chronicalby oversupplied dus largely to slevated production in Chine and Japan
Asia is responsible for the majority of steel production and apparent demand at
B9% and 65% of the global market, respectively. In 2016 Asia manufactured
1.125bn mt of steal yet consumed only 1.061bn resulting in a regional surplus
of 6G3.5mn mt. This is largely a result of the influence of China (and also Japan)
on the global market. China comprised 50% of global steel generation in 2016.

= China produced 808 4mn mt of steel versus apparent demand of 709.4mn
mt resulting in a domestic surplus of 98.9mn metric tonnes of steel;

¢ Japan recorded a surplus of 37.3mn metric tonnes based on production of
104.8mn mt less apparent demand of 67.5mn mt;

&« India’s supply/demand trends appear fairly balanced; and,

«  South Korea manufactured 68.6mn mt of steel in 2016 against apparent
demand of 59 5mn mt resulting in a steel surplus of 9. 1mn metric tonnes.
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Collectively, China and Japan’s 136.2mn mtpa of excess production more than
satisfied the rest of Asia's 85.8mn mt deficit in 2016. That said, the remaining
63.5mn mt of excess steel originating in Asia has serious implications for other
developed steel markets such as NA and EU, two regions that have become
favored targets to ship excess steel. As this influx of less expensive (and likely
government-subsidized) steal makes its way ashore it has the effect of bloating
steel inventories and expanding supply, which in turn pressures the domestic
manufacturers’ ability to sustain adequate levels of pricing above cost. More,
since steel is a commodity and producers tend to compete on price, the lower-
priced product is often able to steal market share from the domestic steel mills.
This has the effect of constraining capacity utilization (fixed cost absorption) on
account of lower volumes, decreasing profitability. Furthermaore, Chinese steel
producers are also state-owned and lack an organized system of bankruptey.
Accordingly, these producers may continue to operate at a loss until they are
effectively rescued with obscure government funding. This further exasperates
the plight of developed markets like NA and the EU where companies can run
out of money and are forced involuntarily into bankruptey.
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