The Indian Steel Industry – Performance in H1 of FY2010-11
(Suchitra Sengupta)
The inherent resilience of the Indian steel industry has been amply proved once again post-October 2008. Along with China and its peers in the BRIC combine, India’s steel sector has successfully bucked the sharp deceleration in production and consumption seen in other major steel producing nations across the globe. It is now common knowledge that the industry’s impressive performance in this period owes a great deal to the economic stimulus packages mooted by the Government –  focussed heavily on steel-intensive activities such as sustaining infrastructure spending and measures to promote spending on consumer durables and means of transportation. The other significant factors believed to have saved the day for the Indian economy and also for its steel industry are – India’s large and growing domestic market coupled with a relatively inward-looking growth path with low export-dependence and an evolving competitive market structure that ensures increasing degree of efficiency in allocation of resources and production. For the Indian steel industry, in particular, one added advantage has been its inherent comparative advantage of a strong domestic resource and skills base. 
The last few quarters have, however, seen gradual withdrawal of the stimulus measures by the government as the economy started showing signs of regaining its growth momentum after the initial shocks of the global economic crisis. For the time being the world economy seems to have averted the looming spectre of a double-dip recession – even though the speed of recovery has been painfully slow and significant weakness persists in the US and the EU, the two major engines of growth for the world economy so far. Another worry that looms large is the perceived overheating of the Chinese economy and the measures taken by the country to curb excessive expansion of economic activities and dangers of inflation. In this backdrop of uncertainty and mixed signals, we look at the performance of the Indian steel industry in the first half (7 months spanning April-October 2010). 

A.
Production Performance (April-October 2010)

Table 1: Production of Crude Steel (All India), April-October 2010











(Million Tonnes)
	
	April – OctoberProvisional
	OctoberProvisional

	
	2009-10
	2010-11
	Growth (%)
	2009-10
	2010-11
	Growth (%)

	Main Producers
	13.368
	13.613
	1.8%
	2.034
	2.079
	2.2%

	Major Producers
	7.514
	8.139
	8.3%
	1.047
	1.167
	11.5%

	Others
	16.417
	17.758
	8.2%
	2.202
	2.549
	15.2%

	Total (All India)
	37.299
	39.510
	5.9%
	5.283
	5.795
	9.7%


Source: JPC
Observations:

1) Production from the Main Producers grew marginally by 1.8% in April-October 2010-11 over the same period last fiscal, in a continuing trend that reflect slow rate of capacity expansion in that sector. The month of October, however, has seen some improvement as production grew by 2.2% in FY2010-11 compared to FY2009-10.

2) Production by the ‘Major’ and ‘Other’ producers, on the other hand showed a healthy growth of 8.3% and 8.2%, respectively, in April-October 2010-11 compared to the corresponding period in the previous year. These two producer segments have grown on the back of improved capacity utilization with the coming on stream of recently installed expanded capacities. In a further improvement of their performance these two segments have almost doubled the growth in crude steel production to more than 15% in October 2010 compared to October 2009.
3) Healthy growth in these two segments along with stagnation in the Main Producing segments imply progressive increase in the share of the private sector contribution to total steel production in the country. Currently, the share of private sector in total crude steel production is in the vicinity of 55%. However, the share is likely to get reduced with the completion of the capacity expansion/creation plans of SAIL, RINL and NMDC.

4)   Total production of crude steel in the country at 39.51 million tonnes has shown an overall increase of around 6% in April-October 2010-11 compared to the same period an year ago – thereby continuing the post-crisis trend of around 4%-6% monthly growth rate in production of crude steel.
B.
Consumption of Finished Steel (April-October 2010)
Table 2: Structure of Consumption of Finished Steel (All India), October-April 2010











(Million Tonnes)

	April-OctoberProv.
	Prod. For sale
	Imports
	Exports
	Net Import
	Stocks
	Real Consumption*

	2009-10
	34.082
	3.958
	1.718
	2.240
	0.826
	31.611

	2010-11
	35.595
	4.819
	1.742
	3.077
	0.065
	34.337

	Growth (%)
	4.4%
	21.8%
	1.4%
	37.4%
	(-)92.1%
	8.6%

	OctoberProv.
	Prod. For sale
	Imports
	Exports
	Net Import
	Stocks
	Real Consumption*

	2009-10
	4.870
	0.572
	0.179
	0.393
	0.252
	4.456

	2010-11
	5.189
	0.327
	0.268
	0.059
	0.110
	4.528

	Growth (%)
	6.6%
	(-)42.8%
	49.7%
	(-)85.0%
	(-)56.3%
	1.6%


Source: JPC 
Note: * denotes after adjusting for double-counting of flat products.

Observations:
1) For the first 7 months of the year i.e., April-October 2010, cumulative real consumption of finished steel in India grew by a healthy rate of 8.6% compared to April-October 2009. In the same time period, production (for sale) of finished steel grew only half as fast at 4.4% while imports increased at a significantly high rate of 21.8%. As has been observed in the last few years, divergence between production and consumption growth rates has been accompanied by a 37.4% growth in net imports from 2.240 million tonnes to 3.077 million tonnes between April-October 2009 and April-October 2010. 
2) The point of concern arises as one looks at the provisional data on consumption of finished steel compiled by JPC. The data reveals a significant slowdown in domestic steel use with real consumption of finished steel registering a very low 1.6% growth in October 2010 compared to October 2009. Another development that draws attention is the downturn in Imports by a very high (-) 42.8% in October 2010 over October 2009. 
3) The question that comes uppermost in one’s mind is whether this portends the beginning of a downturn in the steel cycle in India – perhaps aggravated by the gradual withdrawal of the economic stimulus measures. To better gauge the seriousness of the apparent deceleration in consumption seen in October 2010, we take a look at the underlying movements in the macro-economic determinants of steel consumption and track the performance of major end-using sectors of steel leading up to the month of October.  Contrary to the blip shown in steel consumption data in October 2010, the macro-economic and sectoral data on some of the major drivers of steel consumption would suggest sustained growth in steel consumption over the near and medium terms. These are discussed in the following paragraphs. 
a) Healthy Growth in GDP and Steel-using Commodity Sectors
Table 3: Quarterly Performance India’s GDP - Commodity and Service Sectors (at factor cost and at 2004-05 prices) in Q2 of 2010-11

Percentage change over Previous Year

	Commodity 

Sectors
	2009-10
	2010-11
	H1 (April –September)

	
	Q1
	Q2
	Q1
	Q2
	2009-10
	2010-11

	Agriculture
	1.9
	0.9
	2.5
	4.4
	1.0
	3.8

	Mining & Quarrying
	8.2
	10.1
	8.4
	8.0
	9.1
	8.2

	Manufacturing
	3.8
	8.4
	13.0
	9.8
	6.1
	11.3

	Electricity, Gas & Water
	6.4
	7.7
	6.2
	3.4
	7.1
	4.8

	Construction
	8.4
	8.3
	10.3
	8.8
	8.4
	 9.6

	Service Sectors
	
	
	
	
	
	

	Trade, hotels etc.
	5.6
	8.2
	10.9
	12.1
	6.9
	11.5

	Finance, Insurance etc.
	11.7
	11.3
	7.9
	8.3
	11.5
	8.1

	Community, social & personal services
	7.6
	14.0
	7.9
	7.3
	11.0
	7.6

	GDP
	6.3
	8.7
	8.9
	8.9
	7.5
	8.9


     Source: CSO, GOI
It is seen from Table -3 above that the commodity sectors of the economy (primary and secondary activities) have all recorded fairly robust rates of growth in H1 of the current over H1 of the preceding year. Quarterly data also show ‘construction’ growing by 10.3% and8.8% in Q and Q2 of FY2010-11, respectively. Similarly, ‘manufacturing’ has grown by a very healthy rate of 13.0% and 9.8% in Q1 and Q2 of the current fiscal.

Furthermore, the overall growth in GDP of the economy which sets the outer limit for growth in steel demand has also been impressive at 8.9% for the two quarters of the current fiscal.

b) Continuing growth in steel using industries at a disaggregated level
Data at a disaggregated industry level also establishes accelerated growth in the major steel consuming industries during April-September 2010 as placed in Table 4 below:

Table 4: Growth in IIP of Major Steel Consuming Industries, April – September 2010-11 versus 2009-10 

	End -Using Industry
	% growth over previous year

	
	April-Sept 2009-10
	April-Sept 2010-11

	Metal products and parts except machinery & Parts
	(-)2.6
	26.6

	Machinery & equipment except other than transport equipment 
	(-)1.8
	18.8

	Transport equipment & parts
	21.6
	27.4

	Other manufacturing
	(-)3.1
	24.2

	Manufacturing 
	4.5
	11.0

	IIP (General)
	4.4
	10.2


Use-Based Classification
	Capital Goods
	5.2
	24.3

	Consumer Durable
	18.6
	23.2


Source: CSO, GOI

c) High rate of Gross Fixed Capital Formation (GFCF) indicating growing steel demand triggered by investments in creation of physical infrastructure and plant and machinery

Table 5: Recovery in GFCF Rate post-October 2010
	GFCF as % of GDP at constant 2004-05 Prices

	2009-10
	2010-11

	Q1
	Q2
	Q1
	Q2

	32.4
	34.3
	35.0
	34.4


Source: CSO, GOI

The latest NAS data show a rebound in the rate of Gross Fixed Capital Formation (GFCF) as a percentage of GDP to levels as high as 35% as shown in Table 5 above. In fact, the biggest achievement of the Indian economy in the last decade has been its ability to generate and mobilize adequate internal savings and attract foreign capital to finance growth-inducing investments – especially in infrastructure and industrial capacity expansion. The Indian steel industry benefitted immensely from the heightened investments. The current accelerated rate of savings and a renewed interest/inflow of overseas capital in Indian markets indicate that achieving and sustaining progressively higher investment / GFCF rates is well within the capability of the Indian economy in the near and medium term. This again will imply sustained increase in domes

4) The answer to our earlier question whether the growth impetus is petering out as is seen in the October 2010 consumption data - is not a simple one. As is seen from the tables above, the macro-economic fundamentals and the production behaviour of the major end-using industries suggest that all is well with the growth story of steel demand. But the data collected by JPC suggest otherwise. The answer to the fluctuation in monthly data contrary to expectations perhaps lies in the inability of available data to capture the inventory build-up cycles/ re-stocking pattern of steel by the user industries on a continuous basis. Apart from the possibility of a temporary slowdown in production activities, a major reason for the current sluggishness in steel demand may also be due to the operation of the inventory cycle which has not been captured fully throughout the data series that introduces an element of randomness in the series.
C.
Behaviour of Prices (April-September 2010)
Comparison of month-wise retail prices (Delhi) year on year show that after falling sharply and continuously from June 2008 onwards till April 2009, prices were stable till March 2010 and rose sharply in April 2010. The prices fell subsequently and recovered thereafter with the current month price being at about the same levels as last month.  The pattern is the same for the representative product categories of TMT and HR as seen in Graphs 1 to 2. 

It is, however, worth noting that flat product prices as represented by HR – are stronger than the prices of non-flat products. This may be explained by a combination of slackening in the growth rate of ‘construction’ activities and expanded supply from the small and medium producers. The flat products prices, on the other hand, benefit from resurgence in the end-using industries (capital goods and consumer durables) and a more organized supply side dominated by large producers.
Graph 1: Year-on Year Movement in Retail Market Price for TMT (10mm) at Delhi Market, 2007-08  till  September  2010

	
	TMT (10mm)
	(Rs/T)
	

	
	2007-08
	2008-09
	2009-10
	2010-11

	April
	32250
	46000
	34122
	40890

	May
	32075
	38200
	35438
	39420

	June
	36925
	47451
	35479
	39210

	July
	30800
	43335
	33274
	36260

	Aug
	30900
	42696
	32503
	36930

	Sept
	29900
	41934
	32818
	35910

	Oct
	32550
	40253
	32328
	 

	Nov
	31925
	38846
	31940
	 

	Dec
	32200
	36634
	32220
	 

	Jan
	37450
	36448
	33970
	 

	Feb
	40200
	34639
	33310
	 

	Mar
	43775
	32285
	35100
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 Graph 2: Year-on Year Movement in Retail Market Price for HR Coils 

(2.5 mm) at Delhi Market, 2007-08  till september  2010

	
	HR (2.5mm)
	(Rs/T)
	

	
	2007-08
	2008-09
	2009-10
	2010-11

	April
	34525
	48500
	33608
	45090

	May
	34850
	42000
	33689
	44940

	June
	35350
	48083
	33699
	44660

	July
	33700
	44111
	33729
	43410

	Aug
	33150
	44203
	35388
	43590

	Sept
	35500
	44211
	35633
	43610

	Oct
	34950
	43204
	35428
	 

	Nov
	35350
	40415
	35740
	 

	Dec
	34700
	36174
	35720
	 

	Jan
	34850
	34663
	35980
	 

	Feb
	37500
	33858
	35890
	 

	Mar
	43800
	34818
	36810
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As far as future outlook on prices is concerned, one remains cautiously optimistic. As Indian steel market has become globally integrated to a very large extent, domestic prices will continue to be influenced by landed cost of imports at the margin. Right now, world steel prices have remained stable with marginal upward pressure from prospects of rising iron ore prices and cutback in production and hence supply of steel from the Chinese industry. However, the international economic scene remains highly uncertain with major world economies still not out of the economic morass created by the recent financial crisis.  In a global scenario of oversupply and price volatility and also considering Indian steel industry’s degree of global integration, much depends on how the exogenous shocks are handled.

In conclusion, one must say that supported by strong economic fundamentals and a definite comparative advantage of resource endowment the Indian steel industry’s medium and long term prospects look robust. The near term may, however, be rocked by some fluctuations as India’s links with the global economy are becoming progressively strong. The World Steel Association (WSA) in its October 2010 Short Range Outlook predicts Indian steel consumption to grow by 8.2% and 13.6% in CY2010 and 2011, respectively. It also foresees India to be the third largest user of steel after China and USA with around 68 Million Tonnes of consumption in 2011. Observers in India believe that India may be able to achieve a level of consumption higher than those projected by WSA – if the current economic growth momentum is sustained. 
