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Steel prices  
spurt again...

...to hold ground through  
this quarter  

After a brief cooling period during July-
September, domestic steel prices have 
resumed their run-up in October, with major 
steelmakers increasing the price of flat steel 
by Rs 1,500-3,000 per tonne. Long steel price 
also rose by Rs 3,000 per tonne in the first 
week of this month, led by higher coal prices 
and healthy demand.

Importantly, despite this material increase, 
domestic flat steel is priced at Rs 10,000-
12,000 per tonne, lower than global landed 
prices. China hot-rolled coil (HRC) FOB (free 
on board) price was around $980 per tonne in 
September, which kept domestic prices up.

Put another way, there is room to raise 
domestic prices further, and a correction this 
quarter appears unlikely as prices are likely 
to hold. Rising raw material prices in China 
and the expected coal/ power shortage will 
potentially weigh on the earlier anticipated 
price correction. 

We expect prices to retain their upward bias 
through this quarter.

SectorVector
Reading the topical trendsOctober 2021

Steel prices to rise; domestic prices at a 13-15% 
discount to global landed prices

Note: Above prices are indicative of average monthly HRC
Source: Industry, CRISIL Research
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Domestic HR Global landed HR Domestic TMT

Domestic HRC prices at a 
discount to global landed 

prices despite hike taken in 
Oct’21

Rs / T

2020 
HR - Rs 41,000 / T

TMT – Rs 43,000 / T

2021P
HR - Rs 63,000-64,000 / T
TMT – Rs 53,500-54,500
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75% of 
YTD 
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China 
steel 
demand

Sep-Dec’21 CY2021

4-5% 2-3%

China steel demand weakens from August, esp. from the real estate 
segment.

China 
output

0-1%

2-3%

Produced 733 MT (Jan-Aug’21) of the annual production target of 1,050 
MT. Production cuts to follow in order to meet target and coal shortage

5.3%

Should produce 
only 80 MT per 

month vs 91 MT 
last year

Raw 
material 
cost index

50-60% 60-80% 55-65%
Jan-Sep saw cost rise, led by iron ore rally. Oct-Dec will see higher cost inflation, 
led by coking coal and thermal coal, along with other inputs such as ferroalloys, 

whose prices have surged since Sep
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Unlike the last steel price rally (July 2020 to June 
2021), which was driven by strong demand in 
China and all-time-high iron ore prices, the hikes 
taken in both global and domestic markets this 
month are a result of stringent steel supply cuts 
by China and rising coal costs.

Steel supply cuts have led to a decline in steel 
exports from China, as it diverts its exports for 
domestic use. Moreover, the possibility of further 
stringent cuts in the upcoming winter is expected 
to keep the export market tight and thereby 
prices high. China is expected to implement 
supply cuts over Oct-Dec’21 to meet its annual 
production (emissions reduction) target and coal 
shortage. 

China produced 730 million tonne (MT) of steel 
in the first eight months of 2021, marking a 5.3% 
on-year rise. To achieve its annual production 
target of 1,050 MT, China needs to produce 80 MT 
of steel on average per month over Sep-Dec’21, 
compared with 91 MT produced during the same 
period last year.

However, this is not the only factor driving the 
current rally. While iron ore prices correct, a 
severe coal crisis globally has led to a surge 
in coking coal prices, thereby narrowing raw 
material gross spreads.

Iron ore prices cool a touch, 
but coking coal darts up
With China cutting its steel output and issuing 
stricter production cuts, global iron prices have 
corrected sharply to $125 per tonne as of the first 
week of October. This led to some correction in 
steel prices last quarter. 

Coking coal prices, however, have risen 
drastically. 

Australian steel FOB prices more than tripled in the 
past five months to $390 per tonne as of October first 
week. China’s domestic coking coal prices are even 
higher, crossing $600 per tonne, thereby narrowing 
raw material spreads even further for Chinese 
steelmakers.

The ban on coal mining (in a move to curb emissions) 
in China, coupled with recent floods causing 50 coal 
mines to shut down, has led to a severe coal crunch in 
China’s domestic market.

Moreover, with supply disruptions in Australia and 
logistical issues worldwide, we can see greenflated 
coking coal prices now keeping steel prices up.
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Global HRC RM Cost

$ / tonne

Steel prices 
continue to hold 

ground

China RM cost

Raw material spreads narrow on rising coking coal 
prices. Drop in iron ore prices provides some respite

Note: RM cost includes 1.6 times iron ore and 0.9 times coking coal global costs
Source: Industry, CRISIL Research



In addition, the risk of high power costs 
(due to thermal coal shortage) and 
strong ferroalloy (raw material for steel 
manufacturing) prices will further add to 
the cost structure, keeping prices high in 
the near term.

We expect China HR FOB prices to 
average $880-900 per tonne in CY21 (80-
83% higher on-year), while domestic HRC 
(ex-factory) prices are expected to rise 
54-56% on-year to average at Rs 63,000-
64,000 per tonne. TMT prices are likely 
to rise 27-29% to average at Rs 53,500-
54,500 per tonne this year.

Elevated steel prices will help improve 
Ebitda margin of large steelmakers 
to 31.5-33% in fiscal 2022, led by a 
strong H1 when coking coal prices were 
relatively benign. However, with rising 
coal prices, margins are likely to contract 
in H2 sequentially, but a strong H1 will 
lead to an expansion of 400-550 bps for 
the entire fiscal.
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Revenue Operating cost

Rs crore

Margins to contract in 
H2 over H1, led by 

higher operating cost

FY21
Ebitda margin –

27.5%

FY22P
Ebitda margin – 31.5-33%

39%

Ebitda margin

36-37%

15% 26%

10%

31%

Ebitda margin for large steelmakers to expand  
by 400-550 bps in FY22

Note: Large players include JSPL, JSW Steel, SAIL and Tata Steel India operations
Source: Industry, CRISIL Research
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