
18/09/2015

1

GLOBAL AND DOMESTIC STEEL 
MARKETS UPDATE

Craig Dixon – General Manager Pacific Steel

September 2015

Metals Week 2015

2

New Zealand Steel Industry | Rationalisation

This Presentation will cover

NZ Steel Industry 
Rationalisation

� Need for concentration on domestic markets

� What was acquired by BlueScope

� Asset and supply chain changes

� Impact on the broader NZ steel industry

� Progress update

An Update on 
the Global Steel 

Industry

� Explosion in Chinese steel last decade

� Stagnation of Chinese steel consumption

� The Chinese ‘Export Armada’

� Steel pricing ‘Death Spiral’

� Inevitable change – the outlook for recovery
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UPDATE | Global Steel Industry

Global steel industry strong growth in last 2 decad es

Source: WSA

Annual apparent demand: 1980 – 2014
(tonnes millions, calendar year)
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UPDATE | Global Steel Industry

China annual apparent crude steel demand
(tonnes millions, calendar year)

China annual steel production
(tonnes millions, calendar year)

Chinese steel consumption has stagnated, yet produc tion 
growth has continued

Source: WSA SRO March 2015 Preliminary tables, CRU
#YTD annualised
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And the Chinese Export Armada builds

Source: ISSB

China total exports – 2005-2015 annualised, finished steel products
(tonnes millions, calendar year)
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Steel pricing death spiral – classic supply theory r eigns 
supreme

Source: Platts/SBB

East Asian hot rolled coil price 

Average from FY 
2010 to 2014 

1H 
FY 2015

2H 
FY 2015

July 
2015
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Some relief from falling steel prices has come in t he form of 
lower raw material input prices

Source: CRU; Coking Coal Qtrly, Iron Ore Qtrly

CRY Qrtly world weighted iron ore price
(US$/tonne)

CRY Qrtly world weighted coking coal price
(US$/tonne)
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UPDATE | Global Steel Industry

However these have failed to match steel declines w ith the 
net result being a significant contraction in sprea ds

Notes:

(1) ‘Indicative steelmaker HRC spread’ representation based on SBB East Asia HRC price less cost of 1.5t iron ore fines and 0.71t hard coking coal. 
See slide in Additional Information section for more detail on calculation

Source:  BlueScope calculations based on Platts/SBB data

East Asian HRC spread 

Average from FY 
2010 to 2014 

1H 
FY 2015

2H 
FY 2015

July 
2015
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To the point that most steel exports are unprofitab le, 
including from China

Source: World Steel Dynamics

Steel plant viability monitor
Hot rolled band export price EBITDA

USD per metric tonne
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UPDATE | Global Steel Industry

Correction is inevitable, the question is when …

With most steel mills losing money, including the C hinese, current 
spreads absolutely unsustainable

Traditional market forces slower to react, but they  will prevail

Signs Chinese mills credit drying up

Chinese authorities able to enact change faster tha n the West?

Who fails / blinks first??



18/09/2015

6

11

UPDATE | Global Steel Industry

Chinese exports unprofitable and main driver 
of prices downward, unlikely significantly 

further downside

U.S economy continues to grow strongly 
likewise South East Asia and India which 

should continue to drive demand, albeit 
modestly in the medium term

Raw material prices appear likely to remain 
suppressed for the indefinite future as 

significant new capacity continues to come 
online

Wage inflation along with tougher 
environmental laws may push up the 

conversion cost of Chinese steelmakers 
which would likely flow through to higher 

prices

PROs

�

�

�

�

So where to from here for the global steel industry ?

China’s recent weak economic data and 
share market performance points to 
potentially further weakness in demand 
than already priced in

Without capacity exiting the market, 
particularly in China, there remains plenty 
of latent capacity to offset any uptick in 
price

Trade cases in large markets like the US 
and Europe risk pushing excess capacity 
back to Asia further exacerbating the 
difference in performance of regional 
markets

CONs

�

�

�
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Closer to home, we have already seen the rationalis ation 
spoken of underway
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New Zealand Steel 
– 650 kt

Iron Sands

Iron / Steel making

Slab & Billet Casting

Strip rolling mills

Export 
Flat 400kt 

Domestic 
Flat 250kt

$ $

Pacific Steel Group 
– 250kt

Export 
Long 125kt

Domestic 
Long 125kt

Scrap

Electric Arc Furnace

Billet Casting

Rod rolling mill

$$

Total NZ Steel Capacity 900 kt

The need to reduce reliance on export markets

New Billet 
Caster at 

Glenbrook

650 kt

150 kt
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What was acquired by BlueScope

Pacific Steel NZ Pacific Steel Fiji
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Asset and Supply Chain changes

• Fletcher Building interim billet 
production

• New billet caster Glenbrook –
Fletcher Building to close steel 
billet assets permanently 

• Billet railed daily

• Balance of reinforcing, rod and 
wire production, market offer, 
and supply chain remains 
unchanged

Will remain two separate businesses to market, in 
recognition of unique segments needs and attributes
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Progress update

• First billet cast from Glenbrook expected in coming weeks

• Extensive product evaluation process to be undertaken.

• Expecting full conversion by November
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New Zealand Steel challenge

• Within most recent steel pricing and spread dynamics, 
New Zealand Steel has become loss making.

• Sustainability requires an ability to avoid cash bleed at 
cycle low point.

• Embarked on a $50M cost reduction program.

• Confident that this can be achieved.

• Focus on;

– Input and services costs

– Labour costs

– Internal and freight efficiencies
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In closing

• Unprecedented growth in global steel making capacity and 
production

• Stagnation of steel consumption growth in China, may 
have peaked

• Capacity overshoot, steel pricing death spiral

• Most steel makers, including Chinese, deep loss making –
unsustainable

• Balance will be restored, but when – ‘normalisation’ likely 
still a few years away

• Global capacity rationalisation will be the key

• Rationalisation well underway within NZ


