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 Executive summary 

Capacity utilization remains muted globally in the current year: Aggregate world steel capacity utilization continued to hover below 80% during the period 
January-May, 2014. The steel production growth rate worsened to 2.4% during this period, compared to 3.5% during CY13. Growth in China, which had been 
the main driver in the past, has moderated somewhat, leading to Chinese steel production growing at a muted 2.7% during the current year. However, steel 
production growth rates in the developed economies, mainly the United States (US) and the European Union (EU), have become positive during the period 
January-May, 2014 compared to the negative growth rate registered during the corresponding previous. Although these economies are likely to give some push 
to the global steel demand, the weakening demand in China is likely to have a higher adverse effect on the same, resulting in a deceleration in the steel usage 
growth rate to 3.1% in CY14 from 3.6% in CY13, according to the World Steel Association. Reflecting this trend, international steel prices have remained soft at 
around USD 505/MT levels in the last 3 months. 

After witnessing a sluggish growth in FY14, domestic steel demand continues to remain tepid in the current year; however, renewed thrust on infrastructure 
and construction sectors by the new Government is a positive sign: Domestic steel consumption growth declined in the fourth consecutive year to 0.6% in 
FY14 from 3.3% in FY13, reflecting the persistent deterioration in demand from key end-user industries. Demand growth rate during the period April-May 2014 
too remained meagre at 0.5%. However, ICRA believes that the growth rates of some of the demand drivers including automobiles have bottomed out, and 
gradual recovery from H2FY15 is expected on the back of a somewhat better performance of the Indian economy. The new Government’s focus on 
infrastructure and construction sectors in the budget also points to a likely pickup in demand going forward, although significant project off-takes remain 
uncertain in the near term. On the other hand, steel production growth improved to 4.1% in FY14 from 2.5% in the previous year, supported largely by a 9.5% 
growth registered by the main steel producers,1 but eased subsequently to 1.9% during the period April-May 2014.  

Whereas global iron ore prices have declined, Indian iron ore prices remain elevated: International iron ore prices have seen a sharp decline in recent months 
to around USD 90-100/MT from USD 120/MT in February, 2014. This was driven by a weakening of demand from China, and prospects of higher supply 
following capacity expansions by large global mining companies. On the other hand, India’s domestic iron ore prices have shown a reverse trend, with domestic 
prices increasing, reflecting the continuing short supply situation in the country in spite of the lifting of bans from mines in Karnataka and Goa. The situation has 
been further aggravated by the recent closure of iron ore mines in Odisha, albeit temporarily. Although the mines of Tata Steel Limited, Odisha Mining 
Corporation and Steel Authority of India Limited, which were initially under the purview of this ban, have been allowed to operate since, production is yet to 
resume at the other merchant mines (which had accounted for around 15-20 million MT of iron ore production in FY14) in the state. Therefore, domestic iron 
ore is expected to remain in short supply for the steelmakers without captive sources of ore, at least in the near term. Given the cost disadvantages involved in 
importing iron ore, the capacity utilizations of such steelmakers is likely to be affected. Additionally, price increases in the aftermath of the temporary closures 
in Odisha are likely to adversely impact their raw material costs. ICRA also notes that an upward revision of royalty rates on minerals, as announced by the 
Government in August 2014, and higher railway freight rates announced recently would further impact the cost structure of steel players.   

In addition to the above, an increase in clean energy cess on coal imposed by the Union Budget would also increase costs for of domestic sponge iron players. 
This, coupled with rising international scrap prices since March 2014, would increase raw material costs of many secondary steel producers. However, 
international coking coal prices have declined by around 16% in Q1FY15 over the previous quarter and the same contract prices have been rolled over for 
Q2FY15. This followed a 13% decline in coking coal prices over the whole of FY14. With the exchange rate remaining largely stable in FY15 till date, the price 
decline has provided a relief to the blast furnace operators in the country, which import coking coal for producing steel.  

Industry margins improved in Q1FY15; debt service indicators however remain under pressure: The consolidated operating margin of the industry (a 
collection of 7 large Indian companies in the steel sector, together accounting for over 40% of the domestic capacity) witnessed an improvement in Q1FY15 to 
21.9% from 21% in the previous quarter. Operating profitability in Q4FY14 also registered a sequential improvement from 20.5% in Q3FY14. Reduced coal 

                                                           
1
 Steel Authority of India Ltd (SAIL), Rashtriya Ispat Nigam Ltd (RINL) and Tata Steel Ltd (TSL) 
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 costs, coupled with end product price hikes in the fourth quarter of FY14 enabled producers to achieve the same despite an increase in other costs like freight. 
Consequently, net profitability for the industry too witnessed a gradual improvement to over 9% as against 7.9% in Q4FY14 (and 7.6% in Q3FY14). However, 
net margins remain impacted by high capital charges on the back of substantial debt-funded capital expenditure incurred by these players. Also, the overall 
business return of the industry witnessed a declining trend in FY14 as reflected by a return on capital employed (RoCE) of 11.2% in FY14 as against 13.3% in 
FY13 on account of reduced asset turnover and increased working capital intensity of operations. Although the gearing levels of the industry remained largely 
unchanged at 0.84 time as on March 31, 2014, debt protection metrics remained under pressure, with interest coverage dropping to 3.4 times in Q1FY15 from 
3.81 time in FY14 (and 4.52 time in FY13), and debt burden relative to operating profits increasing to 4.14 time from 4.06 time as on March 31, 2013. 

With stable international prices and exchange rates in the current year, domestic steel players had to partially roll back price hikes announced in the last 
quarter of FY14 since demand conditions remain weak. However, rising costs have forced a number of players to announce price hikes again in coming months. 
ICRA believes that near term margin outlook for the steel industry would depend on the sustainability of such hikes. However, for a sustained recovery of RoCE 
levels, domestic demand conditions have to improve meaningfully in ICRA’s opinion.  
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