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Overview  
  

Spurt in China steel production in Q3 CY2016 helps reduce the contraction in world steel production  
While the world crude steel production contracted by 0.5% during 9M CY2016, it was less than the 1.2% de-growth reported during 7M 

CY2016, on account of a rise in China’s steel production during Q3 CY2016. A 3.2% YoY increase in crude steel production in Q3 CY2016 helped 

China register a positive production growth of 0.4% during 9M CY2016. One of the reasons behind an increased production was the improved 

growth in investments in China’s property sector to 5.8% in 9M CY2016 from 1% in CY2015. However, given the moderation in China’s steel 

exports in the last four months and a negative growth forecast for its apparent steel consumption for the current year and the next year by the 

World Steel Association, any material increase in China’s steel production looks unlikely in the near term. Consequently, the world capacity 

utilisation rates, which increased in September 2016 to about 70.2% from 68.3% in July 2016, are unlikely to improve significantly from the 

current levels. 

 

Anti-dumping duties and high international prices to keep steel imports under check; expected weakness in demand post 
currency demonetisation to exert some pressure on domestic prices 
Although the de-growth in steel imports during Q2 FY2017 was steeper than that in Q1 FY2017, overall steel imports of about 0.6 mt per 

month still remain high at an absolute level. As a result, India remains a net importer of steel despite registering a 63% growth in exports 

during Q2 FY2017.  Nevertheless, with the full effect of anti-dumping duties setting in H2 FY2017 and increased international prices in recent 

months, steel imports are likely to reduce further in the coming months. Despite increasing by Rs. 3000/MT, post the imposition of anti-

dumping duty in August 2016, domestic HRC prices are currently cheaper than the imported offers by about 8%.  

 

ICRA feels that the currency demonetisation drive by the Union Government would have a negative impact on the long steel players having 

exposure to end-users in real estate and construction in the near term. While the flat steel producers would also be faced with a likely 

reduction in rural demand for roofing products, as well as lower demand from auto-makers, the impact of slowdown would be limited for 

them. Given these headwinds, domestic prices are likely to witness some pressure in the near term. Steel players would also have to grapple 

with logistical bottlenecks for a brief period due to the cash crunch being faced by most of the truck operators. However, in the medium term, 

demonetisation is expected to lead to (1) a reduction in lending rates by banks, which will help reduce the interest burden for the debt laden 

steel mills and (2) pave the way for increased share of organised players in the domestic market.  

 

Meteoric rise in coking coal price to hurt blast furnace players’ financial performance in the fourth quarter of FY2017 
International contract prices of benchmark low volatile premium hard coking coal (HCC) for Q3 FY2017 have been settled at US$200/MT, 

showing a 116% quarter-on-quarter (QoQ) increase from US$92.5/MT in Q2 FY2017. A resilient Chinese steel production since March 2016, 

coupled with a lower domestic coal production in China in the current year, has led to a 20% YoY jump in coking coal imports by Chinese steel 

mills in the period January-September CY2016, driving coking coal prices northwards. This sharp rally in international coking coal price is likely 

to hurt domestic blast furnace players. ICRA estimates that the increase in the cost of steel production for domestic blast furnace players 

dependent on imported coking coal will be around Rs 5,750/MT (~17% of hot-rolled coil price in November 2016). As a result, the benefits  
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from trade protection measures, which helped in the recovery in hot rolled coil (HRC) prices by Rs 8,500/MT between February and October of 

CY2016, are likely to largely disappear after the end of Q3 FY2017. As per ICRA’s estimates, gross contribution levels of domestic blast furnace 

players in Q4 FY2017 is likely to dip by around Rs 4,000/MT over Q3 FY2017, unless the increased coking coal costs are accompanied by 

commensurate price hikes by the steel makers. Moreover, given that premium hard coking coal price between October-November of 2016 has 

steadily increased from US$213/MT to US$309/MT at present in the spot market, contract prices in Q4 FY2017 is poised to be settled at an 

even higher level than US$200/MT. 

 

Odisha iron ore prices remain under pressure amid the supply glut; however, Karnataka prices moderately firm up on the back 
of tighter demand-supply balance 
Domestic iron ore production had increased by a robust 22.8% YoY both in FY2016, and H1 FY2017, in turn pulling down domestic ore prices. A 

large share of India’s incremental iron ore production has been contributed by Odisha based miners, which has created a regional supply glut 

and a buyer dominated market. Between March 2016 and August 2016, average lump ore prices (60%-62% Fe content) for Odisha based 

miners have declined by around 22%. However, the supply scenario in Karnataka, another large iron ore-producing state, remains tighter, 

given that the state has an overall mining cap of 30 mtpa as per the order of the Hon’ble Supreme Court. This supply tightness in Karnataka, 

which has further intensified after the commissioning of JSW Steel’s 3.7 mtpa brownfield steel capacity in FY2017, has led to  a divergence in 

pricing trends in Karnataka and Odisha in the current year, with Odisha prices sliding downwards, and Karnataka prices moderately inching 

northwards. In fact, Karnataka-based miners like NMDC Ltd. has adopted dual pricing for iron ore produced from its mines in Karnataka and 

Chhattisgarh, with the base price for the Karnataka auctions being set higher by around Rs 500 to 550 per MT as compared to the price of a 

similar grade ore produced in Chhattisgarh. However, we believe that the operationalisation of the recently auctioned seven Category C mines 

in Karnataka, having a rated capacity of 8.2 mtpa, is expected to ease the state’s supply tightness in FY2018, provided the Hon’ble Supreme 

Court allows a production beyond 30 mtpa of iron ore from the State. 

 

Increased coal prices amidst weak demand are likely to exert pressure on profitability of domestic steel companies 

Aided by a spike in realisations post MIP, operating margins of the steel industry (sample of 18 large and mid-sized steel players, accounting 

for about 60% of the current domestic capacity) increased to 18% in Q1 FY2017 from 9.5% in Q4 FY2016. While the realisations dropped again 

in July 2016 due to weak demand, they improved post the imposition of anti-dumping duty in August 2016 and remained firm in the last one 

month. However, the increase in realisations is not commensurate with the rise in coking coal prices in the last few months which, coupled 

with expected weakness in demand post demonetisation of currency, makes ICRA believe that the industry operating margins for H2 FY2017 

are likely to remain lower than Q1 FY2017 levels. In line with operating margins, the coverage indicators of the steel industry improved in Q1 

FY2017 with interest coverage improving to 1.52 time from 0.91 time in Q4 FY2016. However, expected pressure on profitability and elevated 

debt levels are likely to keep the debt protection metrics of the industry depressed in the near to medium term.  
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