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Summary

Sheet prices have bottomed, led by moves in Asia as the rollback of China’s
Covid-19 restrictions boosted sentiment.

2022 was an extremely volatile year for sheet prices. In Europe poor margins
have caused most domestic mills to cut back.

China’s change on Covid-19 comes while its economy has challenges.

Some parts of the global inventory cycle may be close to a turning point, but
near term end-use indicators paint a mixed picture for real demand. Our
demand forecast is still weak for Q1, before growth then restarts.

We do not yet see support for a strong upward price cycle and therefore do not
expect to see prices continue to increase.

Our 5-year view on China is no demand growth and restrained supply. The
focus of future demand growth will be developing Asia.

China will stay a supplier of higher value-added products to the world but
withdraw from commodity sheet, where other changes will occur.

Europe will attract low-CO, steel as CBAM prices emissions in.
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Sheet prices have bottomed, led by moves in Asia...

HR coil spot prices, $/t
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...as the rollback of China’s Covid-19 restrictions boosted sentiment

Daily Chinese HR coil prices, RMB/t (domestic) and $/t (export)*
4,200 —Domestic —Export (right axis)
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DATA: CRU. *Domestic prices are ex-warehouse Shanghai; export prices are FOB Tianjin.



Prices were volatile in 2022: to the benefit of mills initially, but later...

HR colil price movements FOB US Midwest, $ /s.ton US HR coil price difference to average, 0 = $634 /s.ton
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...falls in prices contributed to weak margins and production idles
Total cost to HR coil (June 2022*), European sheet mills, $/t

1,000 ~ Most European domestic assets have publicly cut back their output
Il Not publicly idled as orders have weakened and margins compressed.

950 1 [l Somethingidled/reduced

Supply may restart if sufficient orders can be secured at returns
high enough to justify investing in ramping back up.
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DATA: CRU Steel Cost Model. Note *most recent cost model input macro data update; noting that energy costs have increased further since that time.
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China’s change on Covid-19 comes while its economy has challenges

Key Chinese real estate data, y/y %

Chinese infrastructure investment, y/y %
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Some parts of the global inventory cycle may be close to a turning point

Total sheet stock to shipment ratios Absolute stocks, ‘000t
SSCs/stockholders Mills & dealers (Korea = mills only)  Chinese mills & traders*
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European stocks have been high in normal but lower than recent peaks. recently fallen sharply in
2022 but are reducing. In the USA the absolute terms.
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DATA: Steel Market Update, BDS, JISF, KOSA, MySteel. Dashed lines are averages of the period shown. *Sample of warehouses in 55 cities for HR cail, 29 cities for CR coil. 9
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But near term end-use indicators paint a mixed picture for real demand

Light vehicle production, ‘000

@ 2023 Q1
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Our demand forecast is still weak for Q1, before growth then restarts

Total steel sheet demand, Mt
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DATA: CRU. AFR = Africa, CSA = Central & South America, NAM = North America, NEA = Northeast Asia, SEA = Southeast Asia, SAS= South Asia, CHN = China, EEU = E Europe (including 11
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Raw materials costs are expected to trend lower in 2023

Key raw materials prices, $/t
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We do not yet see support for a strong upward price cycle...

What is happening globally in key areas with influence on where prices will go next?

[ Influence: Next few months

Influence: Further ahead

|

* Much more positive on China’s
relaxation of Covid-19 restrictions

and the move away from zero-
Covid. Fuelling a speculative
move from destocking to
restocking, with upside risk in
case further unwinding of
restrictions comes about.

DATA: CRU

* Mixed by region:
e Absolute inventories in China

have recently reduced sharply.

* US SSC inventories look
about normal, relative to
outbound shipments.

* Inventories in Europe and
Northeast Asia look a little
higher than normal, but
trending lower amid efforts to
destock.

China is trying to rescue its real
estate sector and stimulate in
other areas like infrastructure as
an offset. Concern remains over
the real estate sector and whether
any offset can be sufficiently large
in terms of steel demand. Chinese
car production has been boosted
in 2022 H2 by a purchase tax cut
but this is due to expire at end-
December. If it is not extended in
some form it is likely that car
production will fall sequentially.
Multiple end use industries are
slowing in Europe amid recession
concerns. Car production remains
well below normal and is not
expected to see strong growth in
2023.

US construction sector outputis
expected to increase throughout
2023. Car output may see a
modest increase.

China continues to want to see
production no higher yly at the
crude level. But switching within
that of (for example) longs to flats
is possible and expected in the
short term as real estate remains
weak but industry starts to re-
open.

Lots of European supply is offline
in response to poor margins.
Greenfield US capacity is arriving
in the market.

Iron ore, coal and scrap are all
higher short-term, influenced by
better Chinese sentiment.

Energy costs are high and volatile
in Europe.

Our forward view on the basket of
bulk raw materials costs is lower
as we move further into 2023.

Real demand still has multiple areas of
concern, while apparent demand is not yet
strongly supportive. Consequently we are
cautious about how strong this upward

price cycle can be.
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...and therefore do not expect to see prices continue to increase

HR coil spot price forecast, $/t
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The upward cycle already
begun may be a little

intermittent until after Lunar ...but afterwards_ we do
New Year... expect to see prices keep

moving higher. However,
without support from
underlying demand, and amid
a falling cost base, we think
this will be time-limited.
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DATA: CRU For further detail please see the latest price update analysis article 14


https://cruonline.crugroup.com/analysis/article/153317/global-sheet-prices-rise-but-sustainability-of-increases-is-in-question

Our 5-year view on China is no demand growth and restrained supply

Chinese total sheet production and apparent consumption, Mt

Absent further steel-intensive stimulus we
think that China’s demand has peaked and
its economy will continue to transition away
from a fixed asset investment-led model.

160
Reducing pollution, industry restructuring
and limiting ‘blind’ exports are all drivers for
steel production growth to remain controlled.
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The focus of future demand growth will be developing Asia

Total sheet apparent net consumption, indexed 2018 = 100

150
South and Southeast Asia — along with Africa ——
140 on a smaller volume scale — stand out as —_____—— )
markedly higher-growth regions. _,_——’— “
: _—’———— -
120 N
1
1
110 !
1
1
100 |
J
90
80
70 '
2018 2019 2020 2021 2022 2023 2024 2025 2026 2027
—Africa —Latin America ——North America — = China — South Asia
—— Southeast Asia — = Northeast Asia —Europe ——Middle East
DATA: CRU

16



m Steel Sheet Market Outlook 2023 Q1 | Global Summary

China will stay a supplier of higher value-added products to the world...

Net exports of coated sheet, exporting regions*, Mt

30 , We expect China to remain the world’s
| largest net exporter of coated sheet.
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DATA: CRU. *Other regions of the world (not shown) are net importers of coated sheet. 17
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...but withdraw from commodity sheet, where other changes will occur

Net exports of HR coil, exporting regions*, Mt

40 Several interesting dynamics are playing out in less value-added products:

« CIS exports will remain structurally reduced for years by sanctions (Russia) and war damage (Ukraine).

« South Asia will become an increasingly important exporter, even as its domestic demand grows rapidly.

» Capacity additions in North America will ultimately provide export opportunities and may also leverage the

30 region’s low-CO, production route.
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DATA: CRU. *Other regions of the world (not shown) are net importers of HR coil. 18
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Europe will attract low-CO, steel as CBAM prices emissions in

HR coil prices, annual averages, $/t

1,200 : CBAM will mean that all supply to the EU
| market will be subject to CO, costs; not
only domestic supply. We expect prices

1,100 inside CBAM to move structurally higher.
Europe should therefore offer
1,000 an attractive market proposition
to producers of low-CO, steel.
900
800
700
600
==
500 —
400 :
2022 2023 2024 2025 2026 2027

——-USA -—+-Germany -e—-China -—e—Black Sea export

DATA: CRU



