Research CRISIL

An S&P Global Company

Price lift for
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Decadal high domestic steel prices augur well for
large producers
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Domestic steel prices defied predictions and ascended through the December quarter as three tailwinds
converged: high global prices, tight domestic supply on account of iron ore shortage, and healthy demand growth.

Taking cue, steel makers have raised the prices of hot-rolled coils (HRC; average monthly price) multiple times
since August, rising by as much as Rs 13,800 per to Rs 51,050 per tonne in December (37% on-year growth).

Importantly, despite this material increase, domestic prices are still 6-8% below global landed prices. Put another
way, there is room to raise domestic prices further given they move in sync with the world trend.

China HRC f.o0.b. (free on board) prices, after plunging to $409 per tonne in April from $499 per tonne in January
2020, rebounded to $647 per tonne between April and December 2020.

Global prices also touched an 8-year high in December on healthy demand and cost push from soaring iron-ore
prices. Chinese crude steel production increased 8% in the period, while exports and inventories remained low
indicating robust demand growth there.

We expect steel prices to remain high in the January-March 2021 quarter with a sequential price hike of Rs 7,000-
8,500 per tonne. Consequently, flat steel prices are seen 14-15% higher on-year this fiscal.
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Note: The spider chart depicts monthly price trend for China HRC f.0.b. from January 2010 to December 2020.

Domestic demand recovered to the pre-pandemic (February) level in August itself with normalisation of activities in
the construction and consumption-linked sectors, but a full-blown recovery was seen only in November when sales
volume surged 11% on-year.

The demand momentum should continue in January-March. Growth will also be bolstered by the statistical low-base
effect of fiscal 2020.

That would limit the contraction in steel demand this fiscal to 9-11%, compared with our previous forecast of a 17-
20% de-growth.
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On the raw materials front, domestic iron ore supply could not match demand from steel mills as only 6-7 of the 19
auctioned mines in Odisha could begin mining operations. Of these, most were won by steelmakers for captive
consumption. The 19 mines used to sell 65-70 million tonne of iron ore to merchant markets in eastern India. The
tight supply augured well for domestic iron ore prices, which more than doubled from May-June levels to Rs 4,360
per tonne in December. However, it remains 60-65% cheaper than landed iron ore prices.

Iron ore prices more than doubled in May-December
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Coking coal prices, on the other hand, have declined, led by low procurement from China amid stable supply.
Improved realisation, healthy demand and lower coking coal prices augur well for the operating margins of steel
mills, especially in the second half of the current fiscal. As a result, large steel mills, excluding the public sector
ones, should see a 550-650 basis points (bps) Ebitda margin expansion this fiscal. In the second quarter, their
margins expanded 740 bps, after plunging 600 bps in the first quarter.
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Robust bounce-back in margins forged in the second quarter
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Note: Financials for only large private players (JSW Steel, JSPL and Tata Steel)

Given all this, we expect the large steelmakers (excluding the public sector ones) to clock an impressive 800-1000
bps improvement in their Ebitda margins (on-year) in the second half of this fiscal, riding on the tailwinds of a 35%

increase in domestic steel prices, a 30-35% decline in coking coal prices, and surging demand.
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About CRISIL Limited

CRISIL is a leading, agile and innovative global analytics company driven by its mission of making markets function better.

It is India’s foremost provider of ratings, data, research, analytics and solutions with a strong track record of growth, culture of
innovation, and global footprint.

It has delivered independent opinions, actionable insights, and efficient solutions to over 100,000 customers through businesses
that operate from India, the US, the UK, Argentina, Poland, China, Hong Kong and Singapore.

It is majority owned by S&P Global Inc, a leading provider of transparent and independent ratings, benchmarks, analytics and
data to the capital and commodity markets worldwide.

About CRISIL Research

CRISIL Research is India's largest independent integrated research house. We provide insights, opinion and analysis on the
Indian economy, industry, capital markets and companies. We also conduct training programs to financial sector professionals
on a wide array of technical issues. We are India's most credible provider of economy and industry research. Our industry
research covers 86 sectors and is known for its rich insights and perspectives. Our analysis is supported by inputs from our
large network sources, including industry experts, industry associations and trade channels. We play a key role in India's fixed
income markets. We are the largest provider of valuation of fixed income securities to the mutual fund, insurance and banking
industries in the country. We are also the sole provider of debt and hybrid indices to India's mutual fund and life insurance
industries. We pioneered independent equity research in India, and are today the country's largest independent equity research
house. Our defining trait is the ability to convert information and data into expert judgments and forecasts with complete
objectivity. We leverage our deep understanding of the macro-economy and our extensive sector coverage to provide unique
insights on micro-macro and cross-sectoral linkages. Our talent pool comprises economists, sector experts, company analysts
and information management specialists.

CRISIL Privacy

CRISIL respects your privacy. We may use your contact information, such as your name, address, and email id to fulfil your
request and service your account and to provide you with additional information from CRISIL. For further information on
CRISIL’s privacy policy please visit www.crisil.com/privacy.

Disclaimer

CRISIL Research, a division of CRISIL Limited (CRISIL) has taken due care and caution in preparing this Report based on the
information obtained by CRISIL from sources which it considers reliable (Data). However, CRISIL does not guarantee the
accuracy, adequacy or completeness of the Data / Report and is not responsible for any errors or omissions or for the results
obtained from the use of Data / Report. This Report is not a recommendation to invest / disinvest in any company covered in the
Report. CRISIL especially states that it has no financial liability whatsoever to the subscribers/ users/ transmitters/ distributors of
this Report. CRISIL Research operates independently of, and does not have access to information obtained by CRISIL’s
Ratings Division / CRISIL Risk and Infrastructure Solutions Limited (CRIS), which may, in their regular operations, obtain
information of a confidential nature. The views expressed in this Report are that of CRISIL Research and not of CRISIL’s
Ratings Division / CRIS. No part of this Report may be published / reproduced in any form without CRISIL’s prior written
approval
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