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Wheezing China gives way to India

Change in momentum

As if nothing has happened, post the financial crises, global commodity markets witnessed a
sharp rebound in demand during Calendar Year (CY) 10 and CY11l. The macroeconomic
stimulus measures helped push demand and prices of most of the metals on an upward
journey, thereby encouraging producers to increase their output. All the major steel producing
and consuming countries recorded a robust Y-o-Y (Year-on-Year) double digit growth,
consequently leading to rise in global steel consumption by around 15 per cent and 6 per cent
respectively during CY10 and CY11. However, since the start of CY12, global steel industry has
witnessed a rather significant shift in momentum as the industry faces the pressure of
increasing over capacity and slowing demand situation.

Steel Industry Outlook

The paradigm shift in sentiment which brought about a sudden change in momentum is the
reflection of the slowing Chinese economy and its severe impact on the global metals and
mining industry. The first two quarters of CY12 witnessed the Chinese economy increasingly
losing its momentum after it recorded a drop in its Q1GDP numbers for CY12 to 8.1%. Going
further, the Q2CY12 GDP numbers recorded its worst performance in the last three years, with
the economy growing by just 7.6%.

China which accounts for a share of more than 35 percent in the production and consumption
of almost all the metals (ferrous and non-ferrous) is largely dependent on the developed
markets to push its manufactured products (European Union is the world’s biggest purchaser
of Chinese goods with the market worth about USS 380 Bn. (CY10)). However, increasing
uncertainty and rising debt levels of the developed world is a matter of concern for the
emerging economies which shows clears signs of unified risk from the developed countries.
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Contracting global demand as against the prevailing over capacity situation has highly
increased the downside risk for the global steel industry. However, extended stimulus
measures by many countries across the globe are likely to add some support to the otherwise
bleak outlook for the global steel industry in the next few years.

Changing dynamics of the global steel industry
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“INDISIPLINE” is the key word

Majority of the steel producers in the world recorded huge losses in the latter half of CYO8 and
in the initial quarters of CY09, however, India and China remained exceptional. During CYQ9,
crude steel production in India and China increased at about 9 percent and 14 percent
respectively on Y-o-Y basis. When the global steel industry in Europe and other regions was
reeling under the recessionary effects, demand for steel industry in China and India remained
less-affected mainly on account of their domestic demand.

Despite of the declining margins and slowing demand growth, global steel industry continues
to add capacity. CARE Research expects another 130mn tonnes of net addition in global steel
capacity during the next 3 years, while consumption during the same period is likely to
increase by about 120mn tonnes.

Global share of Idle Capacity
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Onus on major p]ayers to bring back discip]ine

Maijority of the steel producers in the world recorded huge losses in the latter half of CY08 and
in the initial quarters of CY09, however, India and China remained exceptional. During CYQ9,
crude steel production in India and China increased at about 9 percent and 14 percent.

CARE Research expects global supply of steel will continue to adjust itself with the change in
global demand. Global steel production is likely to increase at a CAGR of around 2 percent
during CY11 to CY14. However, the global operating rates are likely to remain marginally lower
when compared with the operating rates of about 78 percent during CY11. Being in a surplus
situation, any increase in global steel capacity utilization rate is likely to negatively impact the
prices of finished steel products.
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While the global steel demand is likely to increase at a CAGR of about 3.2 percent during the
CY12 to CY17, global supply of the metal, during the same period is likely to increase at a
similar rate. Despite a slower growth in steel supply when compared with the growth in
demand, CARE Research expects the global steel industry is likely to remain in a surplus state
during the next four years. Increase in demand is likely to be offset by the increase in
production as there is enough scope for the manufacturers to improve upon their operating
rates.

Modest domestic demand to outstrip Chinese growth

Pushing back the developed world, past decade, witnessed the Chinese steel demand growing
at a CAGR of about 14 per cent (CYO1 to CY11), while India closely following its neighbour
recording a steel consumption growth of about 9 per cent. The global steel industry witnessed
a rather structural shift in its consumption pattern as the demand for steel in the European
Union and the US failed to reach the consumption levels it achieved in CY01l. On the other
hand, steel apatite from the emerging economies like China and India increased significantly.
China swallowed 3 times as much more steel in CY11, when compared to CY01, while India’s
steel consumption, during the same period, increased by about 1.5 times.

Intimidating the robust growth in consumption, Indian steel industry responded positively by
increasing its capacity to cater to the increase in demand from the domestic market. Domestic
steel capacity increased at a CAGR of 8 percent in FY05 to FY12. In line with the domestic steel
capacity, steel production in the domestic market also recorded a similar increase during the
same period.

Going ahead, CARE Research expects the domestic steel demand to grow at a CAGR of 6.7
percent during the period FY12 to FY17 much faster than the expected growth in Chinese
demand during the same period. While the demand for flat products in the domestic market is
likely to be supported by the automobiles and the pipe manufacturing sector, although at a
timid pace, demand for long products will continue to increase on the back of modest growth
in demand from the construction sector.

Domestic demand—supp]y ba]ance

While the domestic steel demand is likely to increase at a CAGR of about 6.7 percent during
the CY12 to CY17, domestic supply of the metal, during the same period is likely to increase at
a CAGR of about 7.6 percent. Despite a slower growth in steel consumption when compared
with the growth in domestic supply over a five year period. In the near term, CARE Research
expects the domestic steel industry is to remain in a deficit state for the next two years. CARE
expects the operating rates to be maintained at around the current levels of about 88-90 per
cent. Increase in demand is likely to be offset by the incremental increase in supply of the
metal, thereby keeping the domestic demand stable.
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Slowing inching towards a net exporter of finished steel
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Disclaimer

This report is prepared by CARE Research, a division of Credit Analysis & REsearch Limited [CARE]. CARE Research has taken utmost care to ensure
accuracy and objectivity while developing this report based on information available in public domain. However, neither the accuracy nor completeness of
information contained in this report is guaranteed. CARE Research operates independently of ratings division and this report does not contain any
confidential information obtained by ratings division, which they may have obtained in the regular course of operations. The opinion expressed in this
report cannot be compared to the rating assigned to the company within this industry by the ratings division. The opinion expressed is also not a
recommendation to buy, sell or hold an instrument.

CARE Research is not responsible for any errors or omissions in analysis/inferences/views or for results obtained from the use of information contained in
this report and especially states that CARE (including all divisions) has no financial liability whatsoever to the user of this report. This report is for the
information of the intended recipients only and no part of this report may be published or reproduced in any form without prior written permission of
CARE Research.

Credit Analysis and Research Limited proposes, subject to receipt of requisite approvals, market conditions and other considerations, to make an initial
public offer of its equity shares and has filed a draft red herring prospectus (“DRHP”) with the Securities and Exchange Board of India (“SEBI”). The DRHP is
available on the website of SEBI at www.sebi.gov.in as well as on the websites of the Book Running Lead Managers at www.investmentbank.kotak.com,
www.dspml.com, www.edelcap.com, www.icicisecurities.com, www.idbicapital.com, and www.sbicaps.com. Investors should note that investment in
equity shares involves a high degree of risk and for details relating to the same, see the section titled “Risk Factors” of the DRHP.

This press release is not for publication or distribution to persons in the United States, and is not an offer for sale within the United States of any equity
shares or any other security of Credit Analysis & Research Ltd. Securities of Credit Analysis & Research Ltd., including its equity shares, may not be offered
or sold in the United States absent reaistration under U.S. securities laws or unless exemnt from reaistration under such laws.
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