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 …and resilient Chinese steel production extending support to iron ore 

while global supply trends would define coking coal prices  

 We expect India’s steel sector margin to remain at mid-cycle level, backed 

by gradually improving global demand but capped by surplus in China 

 

  

We summarise the readthrough for the Indian ferrous sector from BHP’s February 

Economic and Commodity Outlook. 

China steel exports to ease somewhat in CY24: BHP expects China’s steel 

production to remain resilient at 1-1.1bn tonnes for the sixth consecutive year in 

CY24. Further, for CY24, it expects net steel exports to settle midway between the 

CY22 and CY23 levels of 54mt and 87mt respectively. This could imply lower 

pressure on the supply-demand balance outside China.  

China steel demand drivers: In CY23, weak steel demand from China’s real estate 

sector was offset by strong demand from non-housing sectors and a material jump in 

net exports, including for steel-contained finished goods. Per BHP, key drivers for 

CY24 include (a) continuing support from the infrastructure sector, (b) pace and 

scale of housing recovery and its steel demand intensity, (c) level of pick-up in 

machinery demand from recovery in non-housing sectors, and (d) momentum in 

exports of steel-contained finished goods. 

Real estate stabilisation: The pickup in sales of completed projects and second-hand 

houses in China during CY23 confirms the importance of real estate as an asset class. 

However, confidence in private developers remains low. New measures underway 

include the relaxation of housing purchase restrictions at the city level, launch of the 

“three major projects” plan, better banking fund access for developers, and higher 

accountability of government officials to coordinate funding access for urban developers. 

Iron ore price drivers: A resilient crude steel production outlook for China in CY24 

and the need for high-cost iron ore should extend price support.  

Coking coal price drivers: Global supply performance is now the key driver as 

China’s influence has waned with most of its needs being met by Russia and Mongolia. 

Our sector view: We expect Indian steel sector margins to remain at mid-cycle level 

over the next two years. While we expect gradual stabilisation of global steel demand, 

we believe supply pressure from a likely surplus in China will keep a lid on margins.  
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BHP Outlook: Additional takeaways 

China’s economic growth to slow marginally in CY24E 

BHP expects a marginal slowdown in China’s real GDP growth to 4.5-5% in CY24 from 

the 5.2% reported in CY23. Although the government is working on several measures to 

stabilise the economy, BHP continues to assume modest transmission of policies into 

the economy. Economic signals at the start of CY24 remain mixed.  

 Credit supply is reasonable in the aggregate at the start of the year, but this was 

also the case in CY23. 

 Customer confidence surveys are signalling a bottoming out of sentiment but not a 

genuine recovery. The household savings rate remains high, implying lower 

consumption spend. However, there have been early signs of pickup in 

discretionary spend during the recent holiday period.  

 Business confidence remains soft overall, weighed down by the housing value 

chain, excess capacity, low profitability, a sagging equity market, and a challenging 

environment for traditional exporters. 

Real estate stabilisation measures keep evolving 

Though there is clear interest in real estate investment as an asset class in China, BHP 

notes buyers’ trust deficit in private developers. This is reflected in the pickup in sales of 

new homes in completed projects (+18% in CY23) as against a decline in sales of 

overall housing projects (-8.5%). Also, the head of the Ministry of Housing and Urban 

Development inferred that the combined volume of new and second-hand housing sales 

grew in CY23. The lack of confidence in private developers has been hampering the 

liquidation of housing inventories despite measures to improve access to mortgage 

funding for purchasers. China has been finetuning stabilisation measures to address 

these issues.  

 Lifting of purchase restrictions: China has started removing housing purchase 

restrictions at the city level.  Hangzhou, a tier-2 city, was the first to remove all 

buying restrictions and has seen subsequent improvement in housing sales. This 

was followed by the removal of curbs in Guangzhou amongst tier-1 cities. 

Subsequently Shanghai has removed restrictions for non-residents, Suzhou has 

removed restrictions on outright purchase whereas Beijing and Shenzhen have 

partially relaxed the restrictions.  

 Launch of “three major projects”: In H2CY23, China launched “three major 

projects” to revive demand, which involves urban village renovation, economic 

housing, and the creation of emergency facilities.  

 Use of public balance sheet for demand creation: Recognising the continuing 

weak confidence in private developers, China seems to be moving towards 

extending support through public housing and shifting developers’ inventory to the 

‘public’ balance sheet, through monetary/ fiscal financing.    
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 Encouraging investments in urban renovation: According to BHP, the 

opportunity to invest in urban renovation is equivalent to half the annual flow in real 

estate investment. The key would be to frontload investment from this opportunity.   

 Improving banking fund access: China continues to work on measures to 

improve bank funding access for developers. Recently, central bank PBOC 

(People’s Bank of China) approved banking fund support for repayments from 

suitably collateralised developers.  

 Raising accountability of government officials: Coordination of the urban real 

estate financing system has now been included as a key performance indicator  

for local government officials, and progress is being measured on a weekly/ 

monthly basis.  

Non-commodity housing better off 

As against commodity housing (housing available-for-sale), non-commodity housing 

(non-residential as well as non-market residential activity) has been faring relatively 

better. The non-commodity segment is meaningful from the perspective of steel 

demand from the housing sector as it is larger than the commodity segment in terms of 

floor space. However, its investment trends (i.e. starts, completions, under construction 

areas) are not apparent due to the unavailability of timely data.  

As per BHP estimates, construction in the non-commodity housing segment grew by a 

modest 2.3% YoY in CY23 against a decline of 7.2% in commodity housing. Also, the 

decline in property starts has been far more modest at 2.3% YoY in CY23 as against a 

continuing sharp decline of 20.4% in commodity housing. 

Non-housing sectors supported China’s steel demand 

BHP indicates that the end-use demand picture for Chinese steel in CY23 was a 

combination of pronounced weakness in housing starts, strength in infrastructure, mixed 

outcomes for machinery (construction machinery weak, power machinery strong and 

machine tools in the middle), solid outcomes for transport (autos and shipbuilding) and 

consumer goods (e.g. washing machines), and weakness in metal goods (e.g. shipping 

containers). Points to note:  

 The three “new” demand segments – new energy vehicles (NEV), lithium-ion 

batteries and solar panels – collectively grew by 30% YoY in CY23. 

 Exports of steel-contained finished goods (such as wind turbines or earth-moving 

machinery) accounted for ~12% of Chinese apparent steel demand on average in 

CY23 and maintained momentum. 

 Auto production units grew 11.6% in CY23, with commercial vehicles bouncing 

back by 27% from a weak CY22 (-32%), passenger vehicles up 9.6% YoY, and 

NEVs up 35.8% YoY (following growth of 160% and 97% in CY21 and CY22 

respectively). 
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Infrastructure upswing remains well entrenched 

BHP believes that China’s infrastructure upswing remains well entrenched even after 

growing at 8.2% in CY23 and 11.5% in CY22. The momentum in infrastructure 

spending has been supported by a change in its composition over the years. 

 Water conservancy and related infrastructure: This segment typically accounts 

for ~40% of infrastructure investments and slowed down in CY23 to flat growth 

from double-digit growth in CY22. With bond issuance doing better in the later part 

of CY23, there is a possibility that investments could revive in CY24. 

 Power infrastructure: The power infrastructure segment accelerated notably in 

CY23, growing 23% YoY, led by renewable capacity additions and investments in 

conventional grids. 

 Transport infrastructure: While this segment had lagged in CY22, investments 

accelerated by 11% YoY in H1CY23 and retained momentum through H2. Rail has 

been a particularly strong sub-sector. 

 Manufacturing capacity: The manufacturing segment grew 6.5% in CY23 after a 

9.1% uptick in CY22. 

Steel production potentially above official estimates 

BHP flags the possibility of underlying steel production being stronger than official 

estimates. An alternate estimate based on feedstock consumption suggests that steel 

production could have been 30mt higher than the official figure for CY23. 

Iron ore to be supported by resilient China steel production  

 Cost support remains at US$ 80-100/t levels: The level of cost support depends 

on three wedges of marginal miners – (a) higher-cost junior miners in traditional 

supply areas, (b) China’s domestic mines, and (c) lower grade Indian exports. BHP 

observed marginal seaborne supply coming under pressure when prices 

approached US$ 100/t, with dips below that threshold unable to hold for any 

meaningful length of time.  

 cMore demand for high-cost supply: Iron ore industry narrative has significantly 

changed since 2018 due to series of unexpected developments. Cost support 

levels have not seen the earlier anticipated decline and instead have increased 

relative to CY18 due to greater recourse to higher-cost iron ore. As against CY18, 

while contestable demand has increased by 187mt in CY23, the supply from 

majors (low-cost suppliers) has reduced by 30mt. This has resulted in the need for 

more production from higher cost suppliers.  

 Junior miners in Australia/ Brazil to set the long-term price for iron ore: BHP 

believes that the long-run iron ore price will likely be determined by the all-in 62% 

equivalent cost base of the least competitive seaborne exporters (higher operating 

cost and/or lower value-in-use) in either Australia or Brazil. BHP’s assessment 

factors in the prospective entry of new supply from West Africa along with China 

prioritising the accelerated development of its domestic resources.  
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Coking coal supply performance a key price driver 

 H2CY23 volatility was attributable to supply under-performance: Metallurgical 

coal mines around the world once again struggled to meet supply guidance in 

H2CY23, a general trend that goes back at least half a decade. Per BHP, the 

average shortfall versus guidance midpoints among major seaborne exporters in 

the last five years is ~8.5% (a figure that changes modestly to 6.25% when the 

sample stretches back ten years).  

 Supply has finally recovered above pre-Covid levels: While seaborne trade 

market is relevant for most commodity to determine global supply demand balance, 

it is important to also look at on-land imports by China to understand true picture of 

demand supply balance in global coking coal market. Seaborne supply of coking 

coal increased to 310mt in CY23, almost closing the gap with pre-pandemic levels. 

Adding in increasing on-land exports from Mongolia to China, coking coal supply 

was 18mt above CY19 levels. The sum of Chinese imports and ROW (rest of world 

ex-China) seaborne imports has finally surpassed pre-pandemic levels in CY23.   

Looking at regional performance, while Australian supply has seen a drop of 30mt 

relative to CY19 levels, this has been offset by an increase in supply from Mongolia 

(+20mt), China (+14mt) and North America (+6mt).  

Novel electric smelter furnace  

BHP is seeing interest in developing a pilot plant for the initial testing of an electric 

smelter furnace (ESF), a new concept. An ESF is more flexible in terms of using 

medium and lower grade iron ore through the DRI (Direct Reduced Iron) route and has 

the advantage of being integrated with the existing basic oxygen furnace. 
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Fig 1 – HRC steel prices (China and India)  Fig 2 – Regional HRC steel prices 

 

 

 

Source: Bloomberg, BOBCAPS Research | HRC: Hot Rolled Coil  Source: Bloomberg, BOBCAPS Research 

 
Fig 3 – Iron ore prices  Fig 4 – Iron ore grade premium/discount 

 

 

 

Source: Bloomberg, BOBCAPS Research  Source: Bloomberg, BOBCAPS Research 

 
Fig 5 – Coking coal prices  Fig 6 – China HRC gross margin proxy (on export price) 

 

 

 

Source: Bloomberg, BOBCAPS Research  Source: Bloomberg, BOBCAPS Research 
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Fig 7 – India HRC premium/discount  Fig 8 – India rebar premium/discount 

 

 

 

Source: Bloomberg, CMIE, BOBCAPS Research  Source: Bloomberg, CMIE, BOBCAPS Research 

 
Fig 9 – India HRC gross margin proxy (monthly) 

Source: Bloomberg, CMIE, Steelmint, BOBCAPS Research 

 

 

 

 

  

(30)

(20)

(10)

0

10

20

30

400

600

800

1,000

1,200

Ja
n-

19

A
ug

-1
9

Fe
b-

20

S
ep

-2
0

A
pr

-2
1

N
ov

-2
1

Ju
n-

22

Ja
n-

23

A
ug

-2
3

Fe
b-

24

(%)(US$/t)
Premium/discount to landed cost (R)

China HRC exports

India HRC

(40)

(30)

(20)

(10)

0

10

20

400

600

800

1,000

1,200

Ja
n-

19

A
ug

-1
9

Fe
b-

20

S
ep

-2
0

A
pr

-2
1

N
ov

-2
1

Ju
n-

22

Ja
n-

23

A
ug

-2
3

Fe
b-

24

(%)(US$/t)
Premium/discount to landed cost (R)

China Rebar exports

India Rebar

0

200

400

600

800

1,000

1,200

Jan-19 Jul-19 Feb-20 Sep-20 Apr-21 Nov-21 May-22 Dec-22 Jul-23 Feb-24

(US$/t) Iron ore Coking coal Gross margin



METALS & MINING  

 

 

 

EQUITY RESEARCH 8 01 March 2024

 

NOT FOR DISTRIBUTION, DIRECTLY OR INDIRECTLY, IN OR INTO THE UNITED STATES OF AMERICA (“US”) OR IN OR INTO ANY OTHER JURISDICTION 

IF SUCH AN ACTION IS PROHIBITED BY APPLICABLE LAW. 

Disclaimer 

Name of the Research Entity: BOB Capital Markets Limited 

Registered office Address: 1704, B Wing, Parinee Crescenzo, G Block, BKC, Bandra East, Mumbai 400051 

SEBI Research Analyst Registration No: INH000000040 valid till 03 February 2025 

Brand Name: BOBCAPS 

Trade Name: www.barodaetrade.com 

CIN: U65999MH1996GOI098009 

Logo: 

 
Investments in securities market are subject to market risks. Read all the related documents carefully before investing. 

Registration granted by SEBI and certification from NISM in no way guarantee performance of the intermediary or provide any assurance of returns to investors. 

Recommendation scale: Recommendations and Absolute returns (%) over 12 months 

BUY – Expected return >+15%  

HOLD – Expected return from -6% to +15%  

SELL – Expected return <-6% 

Note: Recommendation structure changed with effect from 21 June 2021 

Our recommendation scale does not factor in short-term stock price volatility related to market fluctuations. Thus, our recommendations may not always be strictly in 
line with the recommendation scale as shown above. 

Analyst certification 

The research analyst(s) authoring this report hereby certifies that (1) all of the views expressed in this research report accurately reflect his/her personal views about 
the subject company or companies and its or their securities, and (2) no part of his/her compensation was, is, or will be, directly or indirectly, related to the specific 
recommendation(s) or view(s) in this report. Analysts are not registered as research analysts by FINRA and are not associated persons of BOB Capital Markets 
Limited (BOBCAPS). 

General disclaimers 

BOBCAPS is engaged in the business of Stock Broking and Investment Banking. BOBCAPS is a member of the National Stock Exchange of India Limited and BSE 
Limited and is also a SEBI-registered Category I Merchant Banker. BOBCAPS is a wholly owned subsidiary of Bank of Baroda which has its various subsidiaries 
engaged in the businesses of stock broking, lending, asset management, life insurance, health insurance and wealth management, among others.  

BOBCAPS’s activities have neither been suspended nor has it defaulted with any stock exchange authority with whom it has been registered in the last five years. 
BOBCAPS has not been debarred from doing business by any stock exchange or SEBI or any other authority. No disciplinary action has been taken by any regulatory 
authority against BOBCAPS affecting its equity research analysis activities. 

BOBCAPS is also a SEBI-registered intermediary for the broking business having SEBI Single Registration Certificate No.: INZ000159332 dated 20 November 2017. 

BOBCAPS prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or derivatives 
of any companies that the analysts cover. Additionally, BOBCAPS prohibits its analysts and persons reporting to analysts from serving as an officer, director, or 
advisory board member of any companies that the analysts cover.  

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions contrary to 
the opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations 
expressed herein. In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts 
of interest. Additionally, other important information regarding our relationships with the company or companies that are the subject of this material is provided herein. 

This material should not be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction We are not soliciting any action based on 
this material. It is for the general information of BOBCAPS’s clients. It does not constitute a personal recommendation or take into account the particular investment 
objectives, financial situations, or needs of individual clients. Before acting on any advice or recommendation in this material, clients should consider whether it is 
suitable for their particular circumstances and, if necessary, seek professional advice. BOBCAPS research reports follow rules laid down by Securities and Exchange 
Board of India and individuals employed as research analysts are separate from other employees who are performing sales trading, dealing, corporate finance 
advisory or any other activity that may affect the independence of its research reports. 

The price and value of the investments referred to in this material and the income from them may go down as well as up, and investors may realize losses on any 
investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur. BOBCAPS does not 
provide tax advice to its clients, and all investors are strongly advised to consult with their tax advisers regarding any potential investment in certain transactions — 
including those involving futures, options, and other derivatives as well as non-investment-grade securities — that give rise to substantial risk and are not suitable for 
all investors. The material is based on information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied on as 
such. Opinions expressed are our current opinions as of the date appearing on this material only. We endeavour to update on a reasonable basis the information 
discussed in this material, but regulatory, compliance, or other reasons may prevent us from doing so.  

We and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of this material, may from time to time have “long” 
or “short” positions in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein and may from time to time add to or 
dispose of any such securities (or investment). We and our affiliates may assume an underwriting commitment in the securities of companies discussed in this 
document (or in related investments), may sell them to or buy them from customers on a principal basis, and may also perform or seek to perform investment banking 
or advisory services for or relating to these companies and may also be represented in the supervisory board or any other committee of these companies. 

For the purpose of calculating whether BOBCAPS and its affiliates hold, beneficially own, or control, including the right to vote for directors, one per cent or more of 
the equity shares of the subject company, the holdings of the issuer of the research report is also included. 

BOBCAPS and its non-US affiliates may, to the extent permissible under applicable laws, have acted on or used this research to the extent that it relates to non-US 
issuers, prior to or immediately following its publication. Foreign currency denominated securities are subject to fluctuations in exchange rates that could have an 
adverse effect on the value or price of or income derived from the investment. In addition, investors in securities such as ADRs, the value of which are influenced by 
foreign currencies, effectively assume currency risk. In addition, options involve risks and are not suitable for all investors. Please ensure that you have read and 
understood the Risk disclosure document before entering into any derivative transactions. 

No part of this material may be (1) copied, photocopied, or duplicated in any form by any means or (2) redistributed without BOBCAPS’s prior written consent. 



METALS & MINING  

 

 

 

EQUITY RESEARCH 9 01 March 2024

 

Company-specific disclosures under SEBI (Research Analysts) Regulations, 2014 

The research analyst(s) or his/her relatives do not have any material conflict of interest at the time of publication of this research report.  

BOBCAPS or its research analyst(s) or his/her relatives do not have any financial interest in the subject company. BOBCAPS or its research analyst(s) or his/her 
relatives do not have actual/beneficial ownership of one per cent or more securities in the subject company at the end of the month immediately preceding the date 
of publication of this report. 

The research analyst(s) has not received any compensation from the subject company or third party in the past 12 months in connection with research report/activities. 
Compensation of the research analyst(s) is not based on any specific merchant banking, investment banking or brokerage service transactions. 

BOBCAPS or its research analyst(s) is not engaged in any market making activities for the subject company.  

The research analyst(s) has not served as an officer, director or employee of the subject company. 

BOBCAPS or its associates may have material conflict of interest at the time of publication of this research report.  

BOBCAPS’s associates may have financial interest in the subject company. BOBCAPS’s associates may hold actual / beneficial ownership of one per cent or more 
securities in the subject company at the end of the month immediately preceding the date of publication of this report. 

BOBCAPS or its associates may have managed or co-managed a public offering of securities for the subject company or may have been mandated by the subject 
company for any other assignment in the past 12 months. 

BOBCAPS may have received compensation from the subject company in the past 12 months. BOBCAPS may from time to time solicit or perform investment banking 
services for the subject company. BOBCAPS or its associates may have received compensation from the subject company in the past 12 months for services in 
respect of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory services in 
a merger or specific transaction. BOBCAPS or its associates may have received compensation for products or services other than investment banking or merchant 
banking or brokerage services from the subject company in the past 12 months. 

Other disclaimers 

BOBCAPS and MAYBANK (as defined below) make no representation or warranty, express or implied, as to the accuracy or completeness of any information obtained 
from third parties and expressly disclaim the merchantability, suitability, quality and fitness of this report. The information in this report has not been independently 
verified, is provided on an “as is” basis, should not be relied on by you in connection with any contract or commitment, and should not be used as a substitute for 
enquiries, procedures and advice which ought to be undertaken by you. This report also does not constitute an offer or solicitation to buy or sell any securities referred 
to herein and you should not construe this report as investment advice. All opinions and estimates contained in this report constitute BOBCAPS’s judgment as of the 
date of this report and are subject to change without notice, and there is no obligation on BOBCAPS or MAYBANK to update this report upon issuance. This report and 
the information contained herein may not be reproduced, redistributed, disseminated or copied by any means without the prior consent of BOBCAPS and MAYBANK. 

To the full extent permitted by law neither BOBCAPS, MAYBANK nor any of their respective affiliates, nor any other person, accepts any liability howsoever arising, 
whether in contract, tort, negligence, strict liability or any other basis, including without limitation, direct or indirect, special, incidental, consequential or punitive 
damages arising from any use of this report or the information contained herein. By accepting this report, you agree and undertake to fully indemnify and hold 
harmless BOBCAPS and MAYBANK from and against claims, charges, actions, proceedings, losses, liabilities, damages, expenses and demands (collectively, the 
“Losses”) which BOBCAPS and/or MAYBANK may incur or suffer in any jurisdiction including but not limited to those Losses incurred by BOBCAPS and/or MAYBANK 
as a result of any proceedings or actions brought against them by any regulators and/or authorities, and which in any case are directly or indirectly occasioned by or 
result from or are attributable to anything done or omitted in relation to or arising from or in connection with this report.  

Distribution into the United Kingdom (“UK”): 

This research report will only be distributed in the United Kingdom, in accordance with the applicable laws and regulations of the UK, by Maybank Securities (London) 
Ltd) (“MSL”) who is authorised and regulated by the Financial Conduct Authority (“FCA”) in the United Kingdom (MSL and its affiliates are collectively referred to as 
“MAYBANK”). BOBCAPS is not authorized to directly distribute this research report in the UK.  

This report has not been prepared by BOBCAPS in accordance with the UK’s legal and regulatory requirements.  

This research report is for distribution only to, and is solely directed at, selected persons on the basis that those persons: (a) are eligible counterparties and professional 
clients of MAYBANK as selected by MAYBANK solely at its discretion; (b) have professional experience in matters relating to investments falling within Article 19(5) of the 
Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, as amended from time to time (the “Order”), or (c) fall within Article 49(2)(a) to (d) (high net 
worth companies, unincorporated associations, etc. as mentioned in the stated Article) of the Order; (all such persons together being referred to as “relevant persons”).  

This research report is directed only at relevant persons and must not be acted on or relied on by any persons who are not relevant persons. Any investment or 
investment activity to which this material relates is available only to relevant persons and will be engaged in only with relevant persons. 

The relevant person as recipient of this research report is not permitted to reproduce, change, remove, pass on, distribute or disseminate the data or make it available 
to third parties without the written permission of BOBCAPS or MAYBANK. Any decision taken by the relevant person(s) pursuant to the research report shall be solely 
at their costs and consequences and BOBCAPS and MAYBANK shall not have any liability of whatsoever nature in this regard. 

No distribution into the US:  

This report will not be distributed in the US and no US person may rely on this communication.  

Other jurisdictions:  

This report has been prepared in accordance with SEBI (Research Analysts) Regulations and not in accordance with local regulatory requirements of any other 

jurisdiction. In any other jurisdictions, this report is only for distribution (subject to applicable legal or regulatory restrictions) to professional, institutional or sophisticated 

investors as defined in the laws and regulations of such jurisdictions by Maybank Securities Pte Ltd. (Singapore) and / or by any broker-dealer affiliate or such other 

affiliate as determined by Malayan Banking Berhad. 

If the recipient of this report is not as specified above, then it should not act upon this report and return the same to the sender.  

By accepting this report, you agree to be bound by the foregoing limitations. 

 


