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EDITORIAL

(%] A GAME OF TWO HALVES
BY TOMAS GUTIERREZ

1 July was both the first day of H2 and the 100th anniversary of the Communist Party of China. The political
anniversary also marks an inflection point in chairman Xi Jinping’s economic policy, while H2 is bringing in
more short term market changes.

In this issue we will look at what the big picture changes mean for policy in the second half, and how this
could impact steel supply and demand.

China has achieved the goal of becoming a moderately prosperous society, according to chairman Xi
Jinping’s speech to celebrate the 100th anniversary of the Communist Party of China. He also said China
has realised a “historic solution to the problem of absolute poverty.” The commemoration is being promoted
as a long-term marker in Chinese history, with the Party leading China out of its period of humiliation to
return to its rightful place as a world power. In reality, the commemoration also serves as a marker of the
end of a first phase in the era of Xi Jinping. But what does that mean for the steel industry?

TABLE 1. SUPPLY AND DEMAND

12020 Yoy liantay2021| Yoy |2021Outook | Yoy |

1,058 5.72% 4731 13.90%  1080.0 2.60%

990 975% 4293  1350% 976  -0.90%
985 893% 4070  1890% 978 -0.20%

Source: Kallanish. Million Tonnes

FIGURE 1. STEEL PRODUCTION AND DEMAND 2016-2021
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SAMPLE

Over the first five months China officially produced 473.103 million tonnes of crude steel, up 13.9% y-o-y
(see below). In June meanwhile, output appears to have been fairly steady from May. That would leave
output up y-o-y again, though perhaps by only 2-3%. Kallanish currently estimates H1 output could be up
around 13.8% y-o-y at 568.1mt. In order to officially claim crude steel production level with 2020, China
would have to produce 496.9mt of crude steel in the second half, which would be down 12.2% y-o0-y. On a
daily average basis, crude steel output would have to be 2.7m t/d, down 14% from H1 and the lowest level
since March 2020. With measures to limit production still spreading from province to province, any reduction
in output could not happen immediately nationwide, and so would have to be deeper later in the year. Suffice
to say Kallanish does not think China will achieve production equal to 2020 this year.

Some constraints will be placed on output however, and this will have a significant impact on the market.
Anhui, Jiangsu, Gansu and Hunan provinces have so far told local steelmakers that they should not be
producing more steel in 2021 than in 2020. The provinces have asked steelmakers to formulate production
plans for H2 that meet this requirement. These provinces alone would not be able to move China close to
the target, but if similar moves are made in Hebei and Shandong then supply will be noticeably curtailed.
Some market participants have signalled they expect a decline in H2 output of perhaps 20mt, which would
leave H2 output down 3.5% at around 555mt. This would leave the market open to two effects. Firstly, when
demand recovers coming out of summer, prices are likely to increase again. Secondly, if output cannot
match demand, imports of semis may also pick up again.
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CHINA STEEL INTELLIGENCE

IN NEXT MONTH’S ISSUE
—

With the strong recovery in steel prices both in China and globally, and soaring production levels there are several factors

to look at. But some of these will be balanced out by weaker demand and controls on production in H2.

CONTACT KALLANISH

If you found this China Steel Intelligence interesting please let us know, we would love to hear from you. Please send your feedback to the
editorial team: editorial@kallanish.com No distribution is permitted without the prior consent of Kallanish. To find out about multiple user
accounts or corporate subscription packages please contact us on info@kallanish.com or on +44 208 735 6520. Use of any information or
material provided by Kallanish is entirely at your risk and in no circumstances is Kallanish responsible for any loss, damage or other negative
consequence of use of information or material by you or anyone else.



