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Fitch InterView: China Steel Production Capacity to Peak in 2016

Fitch Ratings-Hong Kong-19 November 2015: Fitch Ratings today says that China's steel production
capacity is likely to peak in 2016, with capacity elimination over the next five years likely to outpace
additions.

In the Q&A below, Hong Kong-based Laura Zhai and Shanghai-based Charles Li of Fitch's Industrial Team,
discuss the factors driving their forecasts for China's steel production, exports and consumption.

Q. Chinese steel production capacity continues to increase despite weak demand; when will capacity
peak?

Fitch expects Chinese steel production capacity to increase to about 1.17 billion tonnes in 2015 from 1.15
billion in 2014. The increase in 2015 includes about 30 million tonnes of new capacity, which is partly offset
by estimated capacity shutdown of 10 million tonnes. Fitch expects annual new capacity of around 16
million tonnes to be added in 2016 and 2017, although this will be offset by shutdowns of plants with total
capacity of 75 million-85 million tonnes over the next five years. This will result in capacity peaking in 2016.

Fitch believes that future capacity elimination in China will mainly be driven by market forces rather
regulations. Most of the regulatory measures implemented have already forced out smaller players and the
plants that remain in operation are larger in comparison and comply with existing policies. Stricter
environment standards could also cause financially weak steel producers to shut down because they will
not be able to afford the required investments.

Q. China's apparent steel consumption declined in 2014 for the first time in 20 years, and the decrease has
extended into 2015. What is Fitch's expectation for steel consumption for 2016 and after?

The decline in China's apparent steel consumption (sum of production and imports, less exports) was
mostly due to slower fixed-asset investment (FAI) growth and de-stocking in the steel industry.

China's FAIl rose by 10.2% in 10M15, slower than the 15.9% in 10M14, due to deceleration in activity in the
manufacturing and property sectors, which accounted for 33% and 23%, respectively of FAl in China in
10M15. The slowdown in construction activity led to a collapse in steel prices. At the same time,
steelmakers stepped up sales of their stocks. De-stocking is not captured in apparent consumption,
contributing to an understatement of the apparent consumption figure.

Fitch expects FAI growth to pick up slightly in 2Q-3Q16, driven by real-estate construction activities, before
reverting to a lower level of normalised growth 12-18 months later. Fitch believes that Chinese apparent
consumption of steel will remain flat in the next few years now that de-stocking has ended, at about 760
million tonnes a year. Any substantial negative or positive surprises in growth rates are likely to be driven
by swings in real-estate construction activities.

Q. What is Fitch's expectation for Chinese steel exports in the long term?

Exports of steel reached 93.8 million tonnes in 2014, but are likely to return to around 70 million-80 million
tonnes a year in the long term. China's exports comprise product sales overseas and the transfer of
production capacity overseas, which is known as capacity export in China, to alleviate overcapacity in
China.
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In the short term, Fitch expects Chinese steel producers to continue to enjoy cost advantages stemming
from further depreciation in the Chinese yuan and lower material prices, which will help drive exports.

Over the long term, exports will be mainly driven by China's One Belt One Road plan, where Chinese
funding for the construction of a network of transport, energy, and telecommunications infrastructure
extending across Asia to Europe and East Africa will create demand for either Chinese steel products or
Chinese-constructed production capacities abroad, as a means to alleviate current overcapacity issues in
China. The implementation of this policy, though, will depend on domestic government funding and more
concrete policy guidelines.

Q. What are the key challenges for Chinese steel producers amid oversupply and slack demand in the
market?

Fitch believes that Chinese producers will need to invest in R&D to facilitate manufacturing of higher-value-
added products. They will also be faced with more stringent environmental regulations, such as lower limits
on sulphur dioxide emission (a major by-product of steel making). Meeting these new standards would
require substantial investment with no significant benefit to EBITDA, which may reduce profitability for
some steel manufacturers.

Contact:

Laura Zhai

Director

+852 2263 9974

Fitch (Hong Kong) Limited

19/F Man Yee Building

68 Des Voeux Road Central, Hong Kong

Charles Li
Analyst
+86 21 5097 3016

Media Relations: Wai-Lun Wan, Hong Kong, Tel: +852 2263 9935, Email: wailun.wan@fitchratings.com.
Additional information is available on www.fitchratings.com

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS.
PLEASE READ THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK:
HTTP://FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS
(http:/ffitchratings.com/understandingcreditratings). IN ADDITION, RATING DEFINITIONS AND THE
TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC WEBSITE
'WWW.FITCHRATINGS.COM'. PUBLISHED RATINGS, CRITERIA AND METHODOLOGIES ARE
AVAILABLE FROM THIS SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY,
CONFLICTS OF INTEREST, AFFILIATE FIREWALL, COMPLIANCE AND OTHER RELEVANT POLICIES
AND PROCEDURES ARE ALSO AVAILABLE FROM THE 'CODE OF CONDUCT' SECTION OF THIS
SITE. FITCH MAY HAVE PROVIDED ANOTHER PERMISSIBLE SERVICE TO THE RATED ENTITY OR
ITS RELATED THIRD PARTIES. DETAILS OF THIS SERVICE FOR RATINGS FOR WHICH THE LEAD
ANALYST IS BASED IN AN EU-REGISTERED ENTITY CAN BE FOUND ON THE ENTITY SUMMARY
PAGE FOR THIS ISSUER ON THE FITCH WEBSITE.

Endorsement Policy - Fitch's approach to ratings endorsement so that ratings produced outside the EU
may be used by regulated entities within the EU for regulatory purposes, pursuant to the terms of the EU
Regulation with respect to credit rating agencies, can be found on the EU Regulatory Disclosures



The Dumping and Subsidizing of
Cold-Rolled Steel in Coils and Strip Public Attachment 222 COMPLAINT

(https://www.fitchratings.com/regulatory) page. The endorsement status of all International ratings is
provided within the entity summary page for each rated entity and in the transaction detail pages for all
structured finance transactions on the Fitch website. These disclosures are updated on a daily basis.





