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IMBank
International Maghreb Merchant Bank

Tunisian Republic

International cal l  for tenders

Opening of the capital  of the «Société Tunisienne de Sidérurgie» (STS)
«EL FOULADH» to a strategic investor

Within the frame of restructuring policy of the 
competitive economic activities and the promotion of 
foreign investments, the Tunisian government decided 
to open the capital of Société Tunisienne de Siderurgie 
(STS) “EL FOULADH” through an increase of the capital 
between 35 and 49% reserved to a Strategic Investor 
acting alone or in consortium.

Brief Information on «EL FOULADH»

The Company “EL FOULADH” is a public limited 
company, created in 1962, having for object, mainly, the 
manufacturing of billets of steel, rebars and merchant 
bars, drawn wires and steel metallic structures.

The Company “EL FOULADH” is based in the region of 
Menzel Bourguiba, 60 km far from Tunis, on a site which 
includes a seaport exploited in concession.

“EL FOULADH” factories cover an area of 81 hectares.

For more than fifty years, it is the unique integrated steel 
complex into the country producing liquid steel and 
transforming it into reinforcing bars and other products.

The EL FOULADH’s annual production capacity can be 
broken down as: 200,000 Tons of billets, 250,000 Tons 
of rebars and merchant bars, 25,000 Tons of drawn 
wires and 12,000 Tons of metallic structures.

The call for tenders documents

International Maghreb Merchant Bank “IMBank” has 
been assigned as exclusive advisor to proceed in the 
opening of EL FOULADH’s capital.

Interested potential investors are invited to request 
from IMBank, at the address indicated below, the call 
for tenders documents including a “call for tenders 
regulation” and an “information memorandum” 
indicating the essential information of the business 
activity of the company and its development potential.

The “call for tenders regulation” can be got after the 
payment of an amount of 1,000 DT (or the equivalent of 
this amount in currencies) not refundable, by cheque to 
the order of “EL FOULADH” or by the bank account of “EL 
FOULADH” opened at the “BANQUE DE TUNISIE” under 
the bank details 05201000008300194180/IBAN: TN59 
0520 1000 0083 0019 4180/Code SWIFT : BTBKTNTT.

Deadline of reception of the answers

The answers to the call for tenders must be sent by courier 
through the post office or directly to the office of “Direction 
Générale de la Privatisation”, at the address indicated below:

Direction Générale de la Privatisation 
Présidence du Gouvernment 
103 Avenue de la Liberté - 1002 - Tunis - Tunisie

The deadline of reception of the answers is fixed on 
June 28th, 2016 at 12:00 (local time). The stamp of the 
office of “Direction Générale de la Privatisation” is the 
proof of validity regarding the deadline of reception.

Contacts and information:

All requests of information must be sent to:

87 Avenue Jugurtha, 1082, Mutuelleville, Tunis, Tunisia 
Tél: +216 71 800 266/ Fax: +216 71 800 423 

E-mail: immbank@immbank.org
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hile analysts continue to wonder 
whether any new major driver of 
global metal demand growth can 
emerge to replace the reduced 
momentum generated by China’s 
slower expansion, miners hit by lower 

prices continue to change priorities and restructure to 
address the new economic realities.

Our cover interviewee, X2 Resources ceo Sir Mick 
Davis, stresses the need to react quickly to fundamental 
changes in global demand and supply. He says that 
mining is an industry in which momentum can be lost 
until it’s nearly too late. He also notes that there is no 
primary commodity that has seen absolute demand 
destruction.

Despite general market gloom, many millions of 
tonnes of steel and non-ferrous metals are still needed 
each year – the key question is from where they are 
sourced. Secondary metal supply from scrap recycling 
increasingly provides an answer.

Our major feature section on scrap & recycling 
addresses multiple issues and opportunities being tackled 
by the sector now. Steel and non-ferrous metal prices are 
naturally impacting the volume of material released to the 
market and the fortunes of scrap collectors and processors. 
Low prices, combined with often tightening regulatory 
requirements for scrap handling, processing and trade, 
directly affect investment decisions made by the industry.

China already has a large and growing scrap recycling 
industry of its own, as articles about aluminium and 
copper recycling in the nation show. Another feature 
article, contributed by the European Aluminium 
Association, summarises progress in EU regulatory 
thinking on recycling and stresses the need to consider 
strategies from a global perspective.

Producing an important metallic for steelmaking, the 
direct reduced iron (DRI) industry is also facing changing 
international economic dynamics, linked with pellet, gas 
and coal availability as well as steel prices. The advantages 
of feeding hot briquetted iron (HBI) into blast furnaces 
has long-term potential to boost demand.

Looking downstream, our feature section on 
aluminium extrusions considers demand and 
developments in all major consuming sectors in the 
mature markets of the USA.

A separate article looks in detail at the high-tech 
application of precision extruded aluminium tubing for 
the heating, ventilation, air conditioning and 
refrigeration sector.

Building in the recyclability of components has 
become another important factor in that industry and 
many other consumer market applications, of course.
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SHFE adds 175,000 
tonnes of aluminium 
storage 
The Shanghai Futures Exchange 
has added 175,000 tonnes of 
warehouse capacity for 
aluminium by approving new 
warehouses in domestic 
production hubs, the bourse said 
on March 1. Eight new 
warehouses have been approved 
in Henan, Shandong, Chongqing 
and Tianjin. The move was in 
response to “profound changes 
in the Chinese aluminium sector 
in recent years, as aluminium 
capacity moves to the west of 
China amid exponential 
expansion of aluminium 
capacity”, the SHFE said. 
Shandong was the leading 
province last year in terms of 
aluminium output. 

KAZ Minerals to raise 
copper output
Kaz Minerals plans to increase 
copper production substantially 
in both 2016 and 2017, the 
company said on February 25. It 
will produce 130,000-150,000 
tonnes of copper in 2016, up 
from 81,100 tonnes last year, 
and it expects a further 50% or 
more increase in 2017. This year 
it will commission the Bozshakol 
mine and construct the Aktogay 
mine; when both are fully 
ramped up, the company said 
that it will achieve first-quartile 
net cash costs of $2,400/tonne. 

Freeport sells 13% of 
Morenci to Sumitomo 
Freeport-McMoRan will sell a 
13% stake in the Arizona-based 
410,000-tpy Morenci copper 
mine to Sumitomo Metal 
Mining (SMM) for $1 billion in 
cash. The transaction will reduce 
Freeport’s equity share in the 
mine to 72%, with SMM and a 
wholly-owned affiliate holding 
the remaining stake. “This 
transaction represents an 
important initial step toward our 
objective to accelerate debt 
reduction and restore our 
balance sheet, while retaining a 
portfolio of high-quality assets 

and resources,” Freeport 
president and ceo Richard 
Adkerson said in a statement. 

CME launches European 
duty-paid aluminium 
premium futures 
The Chicago Mercantile 
Exchange (CME) has launched a 
new aluminium premium 
futures contract to be settled 
against Metal Bulletin’s 
European duty-paid premium. It 
began trading on March 21 and 
is available on CME Globex. 
“This new contract 
complements our existing 
regional aluminium premium 
futures contracts, and will enable 
a broader and more diverse set of 
our European customers to 
hedge their exposure to the 
aluminium premium,” said a 
CME spokesman in a statement.

Chile’s copper  
mine production  
stable in 2015 
Mined copper production in 
Chile was virtually stable in 2015 
compared with the previous 
year, as higher volumes of 
concentrates helped to offset the 

decrease in solvent extraction-
electrowinning (SX-EW) 
cathodes. Chile produced a total 
of 5.764 million tonnes of copper 
content in 2015, according to 
preliminary figures from the 
Chilean copper commission, 
Cochilco, compared with 5.749 
million tonnes in 2014. 
Production of copper in 
concentrates grew 2% year-on-
year in 2015, to 3.986 million 
tonnes. By contrast, SX-EW 

cathodes output declined by 
3.6% in 2015 from the previous 
year, to 1.778 million tonnes. 

China’s zinc 
consumption to  
recover in 2017
China’s zinc consumption will 
rise by 2.6% in 2017 after 
slowing by 0.5% this year, an 
analyst at the China Nonferrous 
Metals Industry Association 
(CNIA) told delegates at the 
International Zinc Association’s 
annual conference in Arizona, 
USA. He noted that the biggest 
sector for Chinese zinc demand 
is zinc coatings with 3.58 million 
tonnes, followed by diecasting 
alloys with around 930,000 
tonnes, brass with 800,000 
tonnes and zinc oxide with 
500,000 tonnes. 

Myanmar tin exports  
to China soar 
Tin ore exports from Myanmar 
to China in January rose to 
72,436 tonnes, marking a 239% 
year-on-year increase, according 
to the International Tin 
Research Institute (ITRI), 
quoting Chinese customs data. 

 News review: non-ferrous
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Freeport has sold 13% of its Morenci mine to Sumitomo Metal Mining

Galvanizing accounts for over 
3.5 million tonnes of China’s 
annual zinc demand
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result in a sharp rise in costs, the 
company said. Its roaster at 
Rayong will close by the end of 
this year, and its 110,000 tpy 
capacity smelter at Tak will close 
in the second half of 2017. 

China Hongqiao plans 
16% aluminium capacity 
increase 
China Hongqiao Group plans to 
raise its aluminium capacity by 
nearly 16% to 6 million tpy by 
the end of 2016. Its aluminium 
capacity rose by 28.8% last year 
despite a bleak market, and the 
company reported a net profit of 
3.65 billion yuan ($5.6 billion) 
for 2015, a 31.3% fall. 

Hongqiao has also started trial 
operations at its Indonesia 
alumina refinery, and is expected 
to finish construction of another 
1 million tpy of alumina capacity 
by the end of 2017. Its 
operations in Guinea started 
supplying bauxite from last 
September. 

Bolivia to invest in  
two zinc refineries 
Bolivia’s government has 
committed to investing $400 
million in two zinc refineries in 
Oruro and Potosi departments, a 
union leader said after a meeting 
with president Morales. Works 
on the projects, including the 
final infrastructure design of the 
plants, will begin shortly, and the 
construction is expected to be 
completed within two years. The 
Potosi project will have a zinc 
capacity of 100,000 tpy; no 
information was given on the 
Oururo refinery. 

VDM to halt titanium 
production in Essen 
VDM Metals is to shut down its 
titanium production in Essen, 
Germany. In recent months, the 
company had been attempting to 
find a buyer for the site, but 
without success. VDM’s ceo 
stated that, because of the 
market situation, it seemed very 
unlikely that prices would reach 
an acceptable level again in the 
future. 

This figure is also a 66% rise from 
the December total. Based on a 
tin grade of 12%, the content of 
Myanmar’s January tin ore 
exports to China can be 
estimated at some 8,700 tonnes 
of tin metal, ITRI said. This 
made Myanmar the world’s 
largest tin exporting country in 
January, with Indonesia 
exporting 2,486 tonnes of 
refined tin in the same month. 
China’s total tin imports from 
Myanmar last year amounted to 
285,593 tonnes of ore, or 98% of 
its total tin ore imports, ITRI 
noted. 

Southern Copper  
raises output 
Phoenix, USA-based Southern 
Copper Corporation is ramping 
up its copper production this 
year in anticipation of better 
prices and a market recovery in 
2016. It expects its mined 
copper output to reach a record 
903,300 tons this year, following 
the 742,993 tons in 2015 and the 
676,599 tons in 2014. The 
company also expects its zinc 
by-product output to increase by 
41% this year from nearly 62,000 
tons in 2015. 

Production ramp-up at the 
miner’s Buenavista mine in 
northwest Mexico and 
expansion of the Toquepala 
copper-molybdenum mine in 
Peru – set for completion in 
2017 – remain on track. 

Luvata acquires  
Accurate Wire 
Copper product manufacturer 
Luvata Group has purchased 
Accurate Wire of Branford, 
Connecticut, USA, in a move to 
expand its speciality wire 
offerings. Accurate Wire 
generated $12 million in sales 
last year, Luvata said on March 
3. In addition to copper and 
copper alloy custom shaped 
wires, Accurate Wire also offers 
steel and aluminium wires. This 
supplements Luvata’s current 
wire products such as battery 
wire, photovoltaic ribbon, 
welding wire and superconducting 
wires and cables. 

VNC to slash nickel 
production costs  
this year 
Vale will cut its nickel production 
cost in New Caledonia to 
$13,000 per tonne in 2016 from 
$18,000 last year, the Brazilian 
mining group told a press 
conference at the site. In total, 
costs will be cut by $100 million 
in 2016 at Vale New Caledonia 
(VNC), formerly known as Goro. 
The company will focus on 
outsourcing and services, it said, 
and added that no jobs will be 
lost. All other Vale nickel 
production sites have a 
production cost of $8,000-9,000 
per tonne, VNC ceo Darius 
Khoshnevis said. 

The project is targeting 
38,000 tonnes of nickel 
production in 2016, up from 
30,800 tonnes last year. The 
VNC plant was designed to 
produce 60,000 tpy at full 
capacity.

Vietnam Youngsun to 
start tungsten plant 
Vietnam Youngsun has nearly 
finished construction of its 
tungsten powder plant and plans 
to begin production on a trial 
basis in May. The plant’s 
capacity is about 4,000 tpy, and 
production levels will depend on 
market demand. The facility is 
located in Ha Long in northeast 
Vietnam, and feedstock will be 

sourced from within the country, 
as well as the international 
market, while output will be sold 
globally. 

Boliden to buy  
Kevitsa mine from  
First Quantum 
Boliden plans to purchase the 
Kevitsa copper-nickel mine in 
northern Finland from First 
Quantum for $712 million. 
Kevitsa started production at the 
end of 2012 and processed 6.7 
million tonnes of ore in 2015, 
producing 8,805 tonnes of 
nickel and 17,204 tonnes of 
copper last year. Kevitsa also 
contains cobalt, gold and 
platinum group metals, while in 
2015, nickel and copper each 
accounted for 40% of Kevitsa’s 
revenue. The acquisition is 
subject to approval from 
competition authorities in 
Finland, Sweden and Germany.

Padaeng to cease zinc 
operations in 2017
Thailand-based Padaeng 
Industry (PDI) will halt its zinc 
production operations by the 
end of 2017 because of the 
depletion of its mine in Thailand 
by the end of this year and the 
high cost of running smelters 
from imported material. PDI’s 
Mae Sod mine will be fully 
depleted by the end of 2016, and 
the use of imported ores would 

VA
LE

Vale New Caledonia expects much lower production costs this year
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 News review: steel
Steel M&A volumes  
rise in 2015
The number of mergers and 
acquisitions (M&A) 
transactions in the global steel 
industry rose by 19% to 115 
deals in 2015 from 97 deals the 
year before, according to a 
report published by PwC. 
However, the value of M&A 
transactions involving 
steel-sector companies in 
2015 fell by 57% year-on-year 
to $3.3 billion, down from $7.6 
billion in 2014. There was a 
focus on smaller deals, PwC 
said, with 87 of the year’s deals 
being domestically based while 
28 were cross-border, 
compared with 69 domestic 
deals and 28 cross-border 
deals in 2014.

The merger between South 
Korea’s Hyundai Steel and 
sister company Hyundai 
Hysco was cited by PwC as the 
biggest M&A deal in the steel 
industry in 2015, valued at 
$1.148 billion.

USA keeps duties on 
Chinese seamless pipe 
Anti-dumping and 
countervailing duties will 
continue on seamless steel 
pipe imports from China, the 
US International Trade 
Commission (ITC) ruled on 
February 19. In 2010, the US 
Commerce Department set 
dumping margins of between 
48.99% and 98.74% for 
Chinese seamless pipe imports 
and set subsidy rates between 
13.66% and 56.67%. The ITC 
said it had unanimously 
determined that revoking the 
duties “would be likely to lead 
to a continuation or recurrence 
of material injury within a 
reasonably foreseeable time”.

Vale transfers steel 
project to Cevital 
Vale has transferred its idled 
steel project in Brazil’s 
northern state of Pará to 
Algeria-based Cevital. Aços 
Laminados do Pará (Alpa) was 
designed to produce as much 

as 2.5 million tpy of slab but it 
faced several potential 
difficulties related to its 
logistics, leading Vale to put it 
on hold before it was built. 

Cevital will invest around $2 
billion to build a 2.7 million tpy 
steel plant in Marabá, Pará 
state, according to the state’s 
official news agency, Agência 
Pará. Construction work is 
forecast to start this year, with 
commissioning expected in 
2019. The mill will be able to 
produce steel coil, billet, 
bloom and rails. 

Serbia launches sale of 
Železara Smederevo 
Serbia opened a tender for the 
sale of the country’s sole steel 
producer, Železara 
Smederevo, on March 4. The 
Serbian ministry of economy 
has set the starting price at 
about €45.69 million ($49.76 
million). China’s Hebei Iron & 
Steel is interested in the mill, 
which is equipped with two 
blast furnaces and three basic 
oxygen converters that can 
produce 2.2 million tpy of 
crude steel, plus hot-rolled, 
cold-rolled and tin mill 
products. The deadline for 
offers was March 30. 

Essar Steel wins first 
iron ore mine auction 
Essar Steel has won the first 
iron ore mine to be auctioned 
by the government of India 
following enactment of the 
Mines & Minerals 
(Development & Regulation) 
Amendment Act 2015. The bid 
was for the Ghoraburhani-
Sagasahi iron ore mine, in the 
state of Orissa, which has 
reserves of 99.59 million 
tonnes of iron ore. The ore from 
this mine has an iron content of 
62-63%, and will be able to 
service at least 50% of Essar’s 
iron ore requirement for 12 
million tpy of pellet production 
at the port of Paradip in Orissa. 

Samarco agrees 15-year 
reparations deal 
Brazilian iron ore pellet 
producer Samarco has agreed to 
a 15-year reparations 
agreement with the federal 
court, state governments and 
other authorities in relation to 
the Fundão tailings dam 
collapse. Samarco’s joint 
owners, Vale and BHP Billiton, 
have agreed the deal with 
Brazil’s federal attorney general, 
the states of Espírito Santo and 
Minas Gerais, and other 
Brazilian authorities, for the 
restoration of the environment 
and communities affected  
by tailing dam failure on  
5 November. 
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Železara Smederevo has been put up for sale by Serbia

Teams from Samarco clean up the town of Barra Longa 
following the dam collapse
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from Wyborg in Russia to 
Greifswald in Germany. Pipe 
deliveries are expected to 
begin in September 2016, with 
construction of the two 
pipelines set to start in 2018. 

Saarstahl starts up 
blooming line 
Saarstahl has started up its new 
€30 million continuous 
blooming line at its Völklingen 
rolling mill in south-west 
Germany. The old blooming 
line at this site has been 
replaced with a seven-stand 
continuous rolling line of about 
500,000 tpy capacity. The new 
blooming line will allow 
Saarstahl to produce a broader 
range of cross-sections for 
rolling, as well as shorter cycle 
times, the company said. 

MMK invests in more 
galvanizing 
Russia’s Magnitogorsk Iron & 
Steel Works (MMK) plans to 
launch a new 450,000 tpy 
hot-dip galvanized (HDG) unit 
by 2018. The original contract 
with SMS Group was for a 
capacity of about 360,000 tpy, 
but this has been increased. 
MMK has an HDG capacity of 
1.86 million tpy, and a 
colour-coating capacity of 
400,000 tpy. 

Samarco is currently unable 
to conduct ordinary mining 
and processing, and the 
feasibility, timing and scope of 
restarting remain uncertain. 

Posco to build  
1.6 million tpy  
steel plant in Iran 
Posco has signed a 
memorandum of agreement 
with Iranian company Pars 
Kohan Diar Parsian Steel 
(PKP) for the construction of a 
joint venture steel plant with 
1.6 million tpy of crude steel 
capacity, in Iran’s Chabahar 
free economic zone. Posco will 
have an 8% stake in the plant. 
Total cost of the plant, which 
will utilise Posco’s Finex and 
Compact Endless Casting & 
Rolling Mill (CEM) 
technologies, is estimated at 
$1.6 billion. Construction is 
planned to start next year. In a 
second project stage, a 
600,000 tpy production line 
will be added for cold-rolled 
coil and galvanized steel.

Vale and FMG sign MoU 
for cooperation 
Vale has signed a 
memorandum of 
understanding with Australia’s 
Fortescue Metals Group for 
iron ore business co-operation. 
Under the memorandum, Vale 
and Fortescue will pursue 
long-term opportunities to 
enhance competiveness in 
their operations, as well as 
create additional value to the 
Chinese steel industry. 

These opportunities include 
the establishment of one or 
more joint ventures for the 
blending and distribution of 
Vale’s and Fortescue’s 
respective products in China 
in order to meet local 
long-term needs. 

ThyssenKrupp buys 
Hungarian service 
centre 
ThyssenKrupp Materials 
Services has acquired a 
Hungarian steel service centre, 

IAI Holding, to tap into the 
country’s growing automotive 
industry. Located at Gyor in 
north-west Hungary, the 
service centre, which has been 
renamed ThyssenKrupp 
Materials Processing Hungary, 
specialises in cutting to length 
and slitting carbon steel coils. 
It also processes stainless steel 
and aluminium, particularly 
for the automotive sector. 

ThyssenKrupp has recently 
announced other investments 
in Hungary (see End user page). 

US Steel restructures 
tubular operations 
US Steel Corp has moved 
ownership of its tubular 
operations to a single new 
limited liability company, US 
Steel Tubular Products 
Holdings LLC. Ownership of 
its seamless plants in Alabama 
and Ohio has been transferred 
to a newly-formed US Steel 
Seamless Tubular Operations 
LLC, which, together with the 
group’s existing US Steel 
Tubular Products Inc 
subsidiary, have been brought 
together under the above 
holding company from  
March 1. 

Conares starts 
installation of new 
pipe mill
UAE steel producer Conares 
has started installation of its 
250,000 tpy 12-inch pipe mill 
at its facility in Jebel Ali Free 
Zone, UAE. The new mill will 
start production in the last 
quarter of 2016 and is part of 
the company’s plan to increase 
its total production capacity to 
1 million tpy. Conares produces 
500,000 tpy of rebar and 
250,000 tpy of tube & pipe.

ArcelorMittal to close 
HBI plant 
ArcelorMittal is to 
permanently shutter its 
Trinidad & Tobago HBI 
operations. The plant at Point 
Lisas, with a capacity of 
550,000 tpy, has been idle 

since November, when nearly 
500 workers were temporarily 
laid off. ArcelorMittal Point 
Lisas blamed increases in the 
prices of natural gas and 
energy, port rental fees and 
new tax announcements at a 
time of falling commodity 
prices for its inability to 
remain internationally 
competitive: it recorded a net 
loss of $281 million in 2015, 
and has been recording net 
losses since 2009. 

Nord Stream 2 selects LD 
pipe suppliers 
The Switzerland-based Nord 
Stream 2 project company has 
chosen Germany’s Europipe 
and Russia’s OMK and 
Chelpipe to supply a total of 
2.2 million tonnes of large-
diameter (LD) pipe. Europipe, 
a joint venture between 
Dillinger Hütte and Salzgitter, 
won the largest share of the 
pipe tender for the offshore gas 
pipeline, at around 890,000 
tonnes. United Metallurgical 
Co (OMK) and Chelyabinsk 
Pipe-Rolling Plant (Chelpipe) 
won 33% and 27% shares of the 
order, respectively. 

The two pipelines, totalling 
2,500 km, will be an extension 
of the two existing Nord 
Stream pipelines running 
parallel under the Baltic Sea 
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US Steel’s tubular operations have been transferred to a new 
holding company
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MBR’s fundamental view on 
aluminium has not changed, and 
we are still not bullish for this 
market even though the LME 
price maintained its stronger 
tone during March. A six-month 
high just above the $1,600/tonne 
landmark put its performance 
somewhat on a par with some of 
the more robust base metals with 
supply-demand balances far 
tighter than that of aluminium. 

Admittedly, short-covering-
driven counter-trend upswings 
in an underlying bear market 
should be no surprise, especially 
given the presence of dominant 
LME position holders, but in 
general aluminium’s large stock 
overhang is not supportive to 
sustainable price rallies. That 
visible LME stocks have been 

trending lower does not mask the 
fact that years of oversupply and 
producer indiscipline have 
created a considerable stockpile 
of excess metal which is sitting 
off-market. 

Also, higher prices will have 
given marginal producers 
another forward selling 
opportunity, prolonging 
overproduction or delaying still 
much-needed cutbacks.

LME lead prices have risen by 
more than 20% since their 
November low and extended 
their gains in March. Given the 
volatile nature of lead’s trading 
since October, however, we 
would be wary in case prices 
sell-off steeply again. If this 
does happen, we would look 
upon lower prices as another 
longer-term buying 
opportunity. Overall, we 
remain bullish for lead as stocks 
are low, there are dominant 
position holders around, 
primary supply has been cut, 
concentrate treatment charges 
have fallen, scrap supply is tight 
in some regions and automotive 
markets are looking robust. 

Destocking has also been a 
feature of the market for some 

time now, and we think that it is 
finally ending. MBR also notes 
that the latest ILZSG data 
suggest the global lead market 
started 2016 with a supply 
deficit after a significant surplus 
last year. This is bullish too and 
is consistent with our forecast 
for supply to underperform 
demand this year, supporting a 
generally rising trend in lead 
prices.

MBR was right to be bullish on 
copper prices in Q1 2016. At the 
start of the year, we forecast a Q1 
average of $4,740/tonne, with 
prices homing in on this target as 
the quarter was drawing to a close. 
A weaker dollar and a rebound in 
oil prices have been an important 
component of copper’s recovery. 
But, more fundamentally, the 
scale of production disruptions 
and cutbacks have been key too. 

We are more cautious about 
the sustainability of copper’s rally 
now beyond $5,000/tonne. LME 
stocks have fallen sharply and 
while this is consistent with the 
higher LME price lately, the 
reality is that, in China, stocks 
have surged alarmingly. This has 
quashed premiums, closed the 

arbitrage window and raised 
doubts about promised Chinese 
cutbacks and about physical 
demand. Prices need to 
consolidate in Q2, probably 
sub-$5,000/tonne. However, we 
are still comfortable with our 
outlook for steadily improving 
quarterly prices over the remainder 
of 2016, as global quarterly 
deficits resume from Q2 onwards.

For most of the base metals that 
have put in decent price rallies 
this year, it is possible to make a 
genuine fundamental case to 
justify it. Nickel is an exception. 
Although technical analysis 
suggests a base has formed, 
there is very little else for nickel 
bulls to draw confidence from. 
Our impression when talking to 
the market is that nickel remains 
unloved and, without deeper 
production cutbacks, prices are 
going nowhere. Any upside 
potential is not coming from the 
nickel market itself. Nickel 
prices are being dragged higher 
by fund money returning to the 
broad commodities asset class, a 
weaker-than-expected US 
dollar and a less-bearish outlook 

for the Chinese economy. 
Nickel still needs production 

cuts, but it does not necessarily 
need lower prices to get them, as 
even at $10,000/tonne more 
than 50% of producers would 
still be ‘under water’ and facing 
pressure to close. We estimate 
that so far this year, market-
related cutbacks amount to 
182,000 tonnes annualised.

Aluminium
A rising tide lifts all boats

Copper
Right to have been short-term bullish

Lead
More bullish themes emerging

Nickel
Cuts count is rising, but more needed
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In this regular section, MBR’s base metals team summarise their 
in-depth reports to highlight key factors driving the markets and 
short-term price forecasts. MBR’s Base Metals Weekly Forecaster service 
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Ask an analyst
Why are steel and raw materials  
prices now rising?

We maintain our view that the 
zinc market’s underlying 
fundamentals will tighten 
steadily across the course of 
2016, albeit mainly driven by 
the supply side. We also 
maintain that in the short term, 
prices at six-month highs have 
run a little ahead of themselves, 
and are vulnerable to a 
correction lower and 
consolidation. But the fact that 
investors are beginning to 
embrace the zinc bull-story 
again suggests dips will probably 
be viewed as a good entry point. 
A correction and consolidation 
in the short term will help to 
establish a higher price base 
above the January lows, and this 
could be the springboard for the 

next move higher. But for it to be 
sustainable, it would need to be 
backed up by tighter 
fundamentals. While that is 
visible in the concentrate market 
already, we do not expect real 
signs of tightness in the refined 
market until later in the year. 
Premiums remain low, which is 
also not a bullish sign ahead of 
peak demand season.

One of the key questions that 
market participants have been 
regularly asking this year is: 
why are steel and raw materials 
prices suddenly rising? A 
glance at our own forecasts 
published in the Steel Tracker 
back in July 2015 shows that 
MBR predicted Chinese HR 
coil would have been higher by 
now, averaging at $325/tonne 
fob in the first quarter of this 
year, but actually such levels 
have only been reached in 
March, having found their floor 
in December.  

While we have certainly 
been less surprised by the 
revival in China, the reasons for 
it are arguably different than 
anyone had envisaged. 

In terms of demand, 
preliminary data indicate that 
steel consumption remained 
weak in China during the first 
quarter, moving up modestly 
from 161.5 million tonnes in 
Q4 2015 to 161.7 million 
tonnes in Q1 2016 – the worst 
quarters in several years. 

What is clearer, however, is 
that while steel demand 
remained depressed, especially 
for long products such as rebar, 
steel production arguably 
declined even more rapidly. For 
much of the past few years, 
steel suppliers outside China 
have been discouraged by the 
constant surge in Chinese 
exports, but so far this year they 
have actually been retreating, 
to levels last seen at the start of 
the recent surge in Q3 2014. 
Much of the reductions, given 
China’s long products malaise, 
have understandably occurred 

among flat products, with 
near-20% cuts in uncoated flat 
products offsetting large gains 
in bar and rod.

While the relative dearth, by 
recent standards, in Chinese 
flat-rolled exports, thanks in no 
small part to a wide range of 
anti-dumping duties, has 
helped to boost prices among 
remaining exporters, it clearly 
does not explain why Chinese 
long and international long 
products have also been  
gaining ground. 

In our view, this relates in 
part to the more dramatic 
seasonal changes to demand 
that occur in the spring – 
cement production surges 
between February and March 
every year for example – but 
also an increasing confidence 
among ferrous scrap suppliers 
to raise prices, not only because 
of higher purchasing for the 
same seasonal reasons, but also 
because of higher iron ore 
prices, which have made scrap 
prices appear more 
competitively priced than 
before, not only in China but 
also in Europe. 

Whatever the reasons to 
date, the outlook for further 
price rises remain dependent in 
our view on ongoing 
production cuts at Chinese 
flat-rolled producers and, for 
long products, whether the 
construction revival that has so 
long been predicted can finally 
come to pass after the latest 
round of seasonal purchasing  
is complete.

Tin
Supply deficits will persist

Zinc
Tightness starting to appear

Every month an MBR analyst answers a question raised by 
readers. If you have a question for our analysts, please email: 
acole@metalbulletinresearch.com

Analysis by Andy Cole, base metals analyst and editor of MBR’s Base Metals 
Weekly Market Forecaster. Email: Acole@metalbulletinresearch.com
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Tin has witnessed some very 
impressive gains in the first 
quarter of 2016. After hitting a 
7-year low of $13,225/tonne in 
mid-January, prices have surged 
upwards by over 30% in the 
subsequent eight weeks with 
hardly a backward glance. In 
recent weeks, we rebased our 
2015 supply-demand balance 
using the latest data. We made 
downward revisions to our 
production estimates as well as 
our consumption estimates, 
which virtually offset one another 
to leave the deficit almost un- 
changed at 8,600 tonnes last year. 

Generally, tin supply has 
fallen by way of cutbacks mostly 
in China and Indonesia, to 
mirror shrinking demand. This 
has been an important 

self-regulating function of the 
tin market preventing a build in 
stocks despite the worst demand 
performance since 2012. It has 
also been a vitally important 
factor in enabling tin prices to 
rebound so strongly. Upward 
momentum will start to stall 
shortly, but the underlying 
fundamental picture remains 
solid with another annual supply 
deficit forecast for 2016.
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provides independent, detailed and timely analysis on the latest data, 
price movements and developments that impact the market conditions 
and outlook for LME-traded base metals. 

For free samples of MBR’s reports, please call Harriet Hall  
(tel: +44 (0)20 7779 8000) or access  
www.metalbulletinresearch.com/freesample.aspx
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MBR analysis

In this section, MBR’s steel and steel raw materials team summarise their in-depth reports to highlight key 
factors driving the markets and short-term price forecasts. MBR is a leading independent supplier of product and 
regional price, supply and demand forecasts for steel and raw materials. For free samples of MBR’s reports, call 
Harriet Hall (+44 (0)20 7779 8000) or access www.metalbulletinresearch.com/freesample

Steel
More fluctuations to come

Steel raw materials
Rising prices defy expectations

Average long and flat-rolled prices 
in China have been on a 
rollercoaster ride over the past 
month. Prices of steel billets, HRC 
and rebar all jumped by more than 
RMB500-600/t ($77-93/t) over 
the first week of March, although 
prices quickly fell back. 

In reality, the property price 
rises so far this year have fuelled 
something of a Chinese real estate 
revival. Indeed, floor space for 
new buildings rose 13.7% 
year-on-year in the January-
February period, after recording 
two-digit negative growth for the 
past two years since steel demand 
peaked in 2013. 

However, MBR finds that it 
represents just one quarter of the 
total new starts and may not be 
fully reflective. After all, cement 
production – a better guide to 
rebar demand in China – fell more 
than 8% in the same period, 
compounding the seasonal 
decline in activity at the start of the 
year. More positively, the far 
smaller automobile production 
sector continues to accelerate, 
thanks to a large surge in light 
trucks, which are more 
steel-intensive. 

While demand growth remains 
negative overall in China, steel 
mills have continued to curb 
production. The year-on-year 
erosion in February may have 
been far less severe than January 
but largely because of the leap 
year. Early March data provided 
by CISA-member mills, continue 
to show only a seasonal revival in 
supply. Profit margins at 
steelmakers have turned from 
negative to positive in recent 
weeks but following a bout of 
inventory replenishment 
throughout the steel supply  
chain, MBR doubts whether 

The rally in iron ore prices has 
continued, defying MBR’s bearish 
expectations. At the time of 
writing in mid-March, the spot 
price benchmark (MBIOI62) had 
risen to a monthly average of 
$56.25/t cfr, having accelerated 
from the December low of 
$40.39/t cfr. 

Total Chinese iron ore stocks 
were finally starting to plateau in 
March, which suggests that iron 
production had begun to revive, 
and enough to begin tightening a 
hitherto oversupplied market. 
CISA-member mills, which 
produce the vast majority of iron 
(hot metal) in China (over 87% last 
year) began to raise hot metal 
supply in February, but on a 
year-on-year basis production 
continues to fall sharply. 

Indeed, early March provisional 
data suggest that Chinese 
production fell by 5.3% year-on-
year at CISA mills and, according 
to their estimates, by 0.7% among 
non-CISA members. These 
figures may underestimate the 
decline. 

Overall, China’s National 
Bureau of Statistics reports that 
pig iron production fell by 7% 
year-on-year during the first two 
months while iron ore imports 
rose by 6% at the same time. 
Perhaps local mined supply is 
finally in the more substantial 
decline that industry observers 
feel is necessary for a sustainable 
iron ore price rise. At least to date, 
however, MBR has its doubts!

In reality, daily prices have been 
relatively volatile: a sign of 
understandable, fundamental 
uncertainty, but the comparatively 
firmer steel market has continued 
to pull raw materials out of their 
malaise. While last month iron ore 
was moving in the opposite 

margins can continue to revive  
so strongly. 

The ability of raw materials 
prices to revive recently, even as 
market fundamentals are so much 
slacker, suggests that steel margins 
may soon retreat if Chinese 
producers increase supply, 
tightening the raw materials but 
potentially not the steel markets. 

Finished steel product exports 
from China dipped by 1.3% 
year-on-year in the first two 
months and although long 
products exports probably rose, 
given that most of the declines 
recorded so far were in flat-rolled 
products, international prices 
have rallied for both product 
categories.  

Steelmakers worldwide are still 
under pressure and are wary of 
relying on Chinese production 
cuts for further gains, but now that 
seasonal demand across the 
northern hemisphere has arrived, 
we would be surprised if prices 
correct downwards in the short 
term. US demand data from 
service centres were much more 
encouraging in February than at 
the start of the year and, given that 
flat-rolled prices have accelerated 
since then, we believe that the rally 
is becoming more than just a 
supply-side story, at least for now. 

direction to other key raw 
materials benchmarks, the gains 
over the past month have been far 
more widespread. Indeed scrap 
prices, in the Asian import market, 
have moved back to levels last seen 
in mid-September, though not all 
scrap grades are moving in-line. In 
the USA, for example, prime 
grades associated with 
manufacturing activity continue 
to underperform, unusually 
running at a discount to obsolete 
benchmarks. 

Looking ahead, MBR has raised 
its raw materials forecasts 
substantially this year given the 
large hikes in March, though our 
outlook remains depressed. 
Seasonal demand strength, in the 
form of higher steel production, 
should support current prices over 
the next quarter but thereafter we 
continue to anticipate a downward 
correction, which we suspect will 
be more severe for scrap than 
other raw materials.  

After all, the present value of the 
iron contained in scrap imports is 
considerably higher than that in 
spot iron ore. In the recent past, 
this has encouraged more Chinese 
finished steel or semi-finished 
steel flows into other markets, 
which in turn has limited demand 
and therefore prices of scrap.

For access to MBR’s detailed product and regional price, supply and demand forecasts or for a free sample of MBR’s Steel  
or Steel Raw Materials Market Trackers: www.metalbulletinresearch.com/freesample.aspx

Analysis by Alistair Ramsay, 
Metal Bulletin Research
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 Regional review 

Trade issues 
continue to be 
high on US 
companies’ 
agenda, with a 

new coalition of domestic 
associations lobbying against 
China’s possible designation as a 
market economy. 

“Our industries can compete 
against any other market-
oriented competitor, but we 
cannot compete against the 
Chinese government,” says Heidi 
Brock, president and ceo of the 
Aluminum Association, who is 
co-chairing the newly formed 
Manufacturers for Trade 
Enforcement coalition with 
Thomas Gibson, president and 
ceo of the American Iron and 
Steel Institute. 

The group’s formation was 
prompted by China’s claims that 
after its 15th anniversary of being 
a member of the World Trade 
Organisation (WTO), which 
occurs this December, it should 
automatically be accorded 
treatment as a market economy. 

But this is not the case, Gibson 
told reporters during a recent 
press briefing, pointing out that 
US law requires that the 
Department of Commerce make 
a market economy status 
determination based on 

North America 
Myra Pinkham
The fight against China’s market status

established criteria, which he  
says many experts believe that 
China has not met. 

“There is no question that 
China remains very much a 
non-market economy,” Philip K. 
Bell, president of the Steel 
Manufacturers Association 
– another member of the 
coalition – says, given that the 
Chinese government continues to 
play a major role in several key 
aspects of the Chinese economy. 

This new coalition also includes 
such other associations as the 
Alliance for American 
Manufacturing, the American 
Fiber Manufacturers Association, 
the Narrow Fabrics Institute, the 
National Council of Textile 
Organizations, PET Resin 
Association and the US Industrial 
Fabrics Institute. Gibson says this 
demonstrates that support for 
maintaining the treatment of 
China under our trade laws is 
broader than just the metals 
industry. “Granting China market 
economy status would put 
billions of jobs at risk by limiting 
manufacturers’ ability to seek 
remedies for unfair trade 
practices by Chinese companies.”  

Brock says this new coalition 
will “speak loudly with one strong 
voice to prevent China from gaining 
a status that it does not yet deserve.”

Europe
Richard Barrett
Saving Europe’s steel industry

While European 
politicians 
struggle with a 
migration crisis, 
the region’s steel 

industry still has its sights fixed 
on the volume of Chinese steel 
products flowing into the 
region’s ports.

In a mid-March statement, 
the European Steel Association 
(Eurofer) issued a blunt 
warning that “Heads of State 
must act immediately to save 
the European steel industry”. It 
noted that the European 
Commission launched a 
Communication on Steel – 
Preserving Sustainable Jobs and 
Growth in Europe on 16 March. 
In light of the Communication, 
“EU leaders must immediately 
take their responsibility to 
preserve this vital European 
sector,” stated Eurofer.

Axel Eggert, Eurofer’s 
director general, said: “We 
welcome the objective and 
proposal of the Commission 
Communication to speed up 
the EU’s ability to react to 
unfair trade and increase 
effectiveness of anti-dumping 
and anti-subsidy measures. A 
lot can already be done, even 
without further legislative 
changes.”

He added that the EU should 
follow the USA’s example by 
reacting faster and more 
vigorously. “The EU’s Trade 
Defence Instruments’ (TDIs) 
capabilities must be upgraded 
substantially,” he said, noting 
that the gap until the 
implementation of provisional 
anti-dumping tariffs is only 
four-and-a-half months in the 
USA: “The EU needs nine 
months for the same task.”

Eggert also stressed that the 
USA fully applies the calculated 
anti-dumping margin while the 
EU uses a ‘Lesser Duty’ on 
unfair imports. He cited a 
recent case on cold-rolled steel 
products from China where the 
EU measure was as low as 13%, 
instead of a calculated 60% that 
could have been applied. “The 
US recently applied an 
anti-dumping tariff of over 
265% on the same product!” he 
exclaimed.

Eurofer also pointed out that 
a European Commission 
proposal to modernise TDIs 
has been on the floor of the 
Council since 2013, where it 
has remained blocked by some 
member states. Eggert says  
that member states should do 
more to push through the 
proposal.

Asia
Juan Weik
Singapore grapples with slow growth

The city-state  
of Singapore 
experienced an 
average annual 
growth rate of 
6.2% in gross 

domestic product (GDP) between 
2000 and 2010, one of the highest 
among all of the world’s developed 
economies. Since 2011, however, 
the Southeast Asian nation has 
been facing a slowdown. Last year, 
GDP rose 2%, down from 3.3% in 

2014 and 4.1% in 2013. In 2016, 
the rate could soften even further.

As happened with other mature 
economies, Singapore has been 
grappling with what credit agency 
Moody’s called “a structural 
tipping point” in a recent report: 
the moment when the share of 
manufacturing in a country’s GDP 
starts to fall steadily, while that of 
services rises.

Following its independence in 
1965, the small island saw its 

manufacturers shifting their focus 
from oil-refining in the 1960s and 
1970s to electronics in the 1980s, 
before scaling further up the value 
chain towards industries such as 
semiconductors in the 1990s and 
pharmaceuticals in the 2000s. 
“Since the 1990s, however, the 
emergence of regional 
competitors with cheaper labour 
has precipitated a shift away from 
manufacturing,” Moody’s said in 
its research report early in March.

Bearing a “spatially constrained 
economy with no natural resource 
base and a limited workforce”, 
Singapore has also been recently 
hurt by lower commodity prices 
because of the “sizeable share” of 

oil-related industries within the 
manufacturing sector, Moody’s 
noted.

The government’s challenge 
now is to increase productivity 
amid an ageing population, and 
with the added pressures that 
China’s own slowdown poses in 
the whole Southeast Asian region. 
In its favour, Singapore boasts a 
favourable location, high trade 
openness, and economic flexibility 
and dynamism, according to 
Moody’s. “The city-state’s 
growing importance as a trade hub 
and the evolution of its services 
sector will support growth at 1.5% 
to 3.0% over the next four years,” 
the credit agency concluded.
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Middle East
Serife Durmus
Steel prices increase despite low demand

Steel prices 
increased across 
the Middle East 
in March, 
following the 

lead from the rest of the world. 
As China increased its export 
prices, all Middle Eastern 
producers, as well as exporters 
to the region, followed.

The UAE billet import price, 
which was $245-265 per tonne 
cfr on January 12, rose to 
$310-335 per tonne cfr on 
March 15. The rebar import 
price to the country was 
$332-333 per tonne cfr on 
January 12 and reached 
$390-395 per tonne cfr on 
March 15. Many market 
participants were expecting the 
prices to decrease by early April 
or slightly later, however, 
believing that demand could 
not support such steep rises.

Several countries in the 
region have taken further action 
to protect their domestic 
industries. Turkey’s Ministry of 
Economy has set a dumping 
margin for Chinese colour-
coated coil (PPGI) at 30.10%. 
At the moment, products under 
customs code 
7210.70.80.90.11 are subject to 

15% import duty, whereas the 
duty is zero for imports under 
customs code 
7210.70.80.90.19. The 
ministry said that investigators 
will now prepare a final report 
to be submitted to Turkey’s 
Commission for the Prevention 
of Unfair Competition in 
Imports.

Ministers of commerce and 
industry in member states of 
the Gulf Co-operation Council 
(GCC) are planning to meet to 
discuss a possible increase in 
import duty on rebar to 15%. 
Most of the GCC nations – 
Bahrain, Kuwait, Oman, Qatar, 
Saudi Arabia and the UAE – 
impose a 5% import duty on 
rebar, although the global 
average of such import duties  
is 15-30%.

Studies for an undersea gas 
pipeline to carry gas from Iran 
to Oman will be completed in 
the next six months, Oman’s 
foreign ministry said in 
February. It will ship 20 million 
cubic metres of gas per day from 
Iran to Oman. The countries 
signed another deal in 2007 to 
build a liquefied natural gas 
(LNG) plant in Oman to process 
the gas.

Latin America 
Ana Paula Camargo
Vale strategy evolves

Brazilian 
diversified miner 
Vale is analysing 
the divestments 
of core assets to 

reduce its debt levels.
At the end of February, the 

company said that iron ore, coal, 
copper, nickel and fertilisers are 
among the assets which may be 
divested. The business will be 
evaluating “more aggressive” 
divestment possibilities during 
the second and third quarters of 
2016. The firm has already been 
aiming to reduce its exposure to 
debt and decrease capital 
expenditure on non-core assets.

Vale is targeting net debt of 
$15 billion for 2016, compared 
with total net debt of $25.23 
billion in 2015.

“In this market, you can 
destroy material value and 
waste a lot of time attempting to 
sell assets people don’t really 
want,” Deutsche Bank research 
analysts Rene Kleyweg, 
Wilfredo Ortiz and Jorge 
Beristain said in a report 
published in mid-March.

Last year, the bank suggested 
that Vale could sell a stake in its 
Carajás S11D iron ore project, 
in Brazil’s northern region, to 

resolve its balance sheet issues. 
By the final quarter of this year, 
the miner is hoping to be 
shipping S11D material into  
the market.

Vale has also signed a 
memorandum of understanding 
with Australia’s Fortescue 
Metals Group, defining certain 
general principles on which Vale 
and Fortescue Metals Group 
wish to progress discussions. 
The discussions include the 
option to undertake joint 
mining developments and the 
possibility of one or more joint 
ventures to blend and distribute 
their respective products  
in China.

The discussions also include 
the possibility of Vale taking a 
minority stake in Fortescue in 
the long term.

Vale separately has the 
potential to sell down a stake in 
its agricultural business, divest 
steel assets and possibly sell a 
material interest in the Salobo 
copper mine. “All of these could 
be pursued independently of 
Carajás as part of a more general 
portfolio streaming process, but 
are more challenging to 
execute,” Deutsche Bank’s 
Kleyweg said.

Perceptions 
persist that 
corruption is an 
everyday reality 

for different segments of society 
in Africa, so where a country’s 
government puts measures in 
place to curb corruption, 
investment interest increases.

Investors want to see proof that 
anti-corruption measures are not 
just words, however, but are really 
effective. States do this with 
varying levels of success.

Nigeria, for example,  
initiated a corruption clean-up 
campaign when President 
Muhammadu Buhari came into 
power last year, which has seen 
real progress. 

Official investigations 
revealed in March that the 
Nigerian National Petroleum 
Corporation failed to pay the 
government $15 billion in 2014. 
Nigeria’s fiscal commission has 
reported that $25 billion was 
withheld by the company over 

the five-year period between 
2011 and 2015. The Nigerian 
government has announced plans 
to break up NNPC into seven 
different, more transparent, 
companies. 

President Buhari’s efforts in 
Nigeria look set to improve the 
country’s anti-corruption index.

In some African countries, 
corruption undermines their 
economic growth. Anti-corruption 
reports from some nations across 
the continent note that 
corruption is so widespread 
within them that individuals often 
have to pay bribes for basic public 
services, like being attended to 
when in hospital, obtaining birth 
certificates or reporting a crime at 
the police station.

South Africa is not entirely free 
from the effects of corruption. 
President Jacob Zuma said in 
February that his government is 
strengthening legislation to fight 
corruption in the country. With 
concerns about the risks of a 
potential downgrade in the level 
of South Africa’s national credit 
rating looming large in recent 
months, steps to address 
corruption are one important 
factor in supporting the rating. 

Africa and its citizens can 
benefit most from good 
investments and economic 
growth, so it must be hoped that 
all efforts to stamp out corruption 
wherever it may arise, whether 
within governments, businesses 
or elsewhere, meet with success.

Africa 
Bianca Markram
Efforts to eradicate corruption
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Sir Mick Davis
“You have to get 
ahead of the curve”
X2 Resources ceo Sir Mick Davis is picking his moment to spend 
some of the billions of dollars at X2’s disposal to buy the right 
mining assets at the right price. Xstrata’s former ceo recounts the 
boom days of mining’s super cycle to Andrea Hotter, and gives his 
thoughts on on what he thinks miners should be doing today

Mining firms need to act faster and 
take tough, decisive action to sell 
core assets and raise capital if they 
want to ease their seriously 
constrained balance sheets, 
according to the ceo of X2 
Resources. 

Sir Mick Davis, who set up the 
private mining venture with a team 
of former-Xstrata executives in 
September 2013, says the resistance 
of miners to selling good assets is part 
of an overall reluctance to accept that 
the commodities downturn is 
protracted. 

“I think there are good assets that 
companies could sell but they 
haven’t been inclined to sell because 
they think that’s where all the 
optionality lies. The tragedy for the 
miners is that they didn’t want to 
recognise that the markets had 
changed; they were saying that weak 
commodity prices were temporary 

and just couldn’t continue for long,” 
he tells Metal Bulletin Magazine 
during an interview in London. 

“Miners didn’t put themselves in 
positions where they could 
withstand events and circumstances 
if the downturn did continue. So 
they have been very incremental in 
their approach to dealing with this 
issue, and incrementalism doesn’t 
work – you have to get ahead of the 
curve, whether in a bull or bear 
market,” Davis adds. 

South African-born Davis – who 
was knighted in the 2015 Queen’s 
Birthday Honours for ‘Services to 
Holocaust Commemoration and 
Education’ – left London-listed 
Xstrata after its £43 billion merger 
with Glencore was completed in 
May 2013. 

Even back then, the commodity 
markets were starting to turn. When 
the Glencore-Xstrata merger was 

announced in February 2012, most 
commodity prices had recovered 
from the global financial crisis and 
were riding high once more. 

Economic growth bellwether 
copper, for example, had bounced 
from near $6,800 per tonne in 
October 2011 to around $8,400 per 
tonne by the time the merger was 
revealed, and moved higher still 
afterwards. But by the time the 
merger was completed in May 2013, 
copper prices were down to around 
$6,800 again. Few expected the 
deterioration in prices towards 
$4,500 that has since followed. 

“You could have been forgiven for 
thinking back then (in 2013) that the 
slowdown was temporary, but after a 
couple of years you could have 
worked out that something had 
happened, and clearly what 
happened was on the supply side,” 
Davis says. 

Profile

‘The tragedy 
for the miners 
is that they 
didn’t want to 
recognise that 
the markets  
had changed’
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“There is no primary commodity 
that has seen absolute demand 
destruction, but there have been 
much lower growth rates in demand. 
If you know that supply is 
outweighing growth in demand and 
there’s more supply to come, you can 
work out that commodity prices are 
going to suffer. You also know that it 
takes a long time in a lower growth 
scenario for new supply to be 
absorbed,” he adds. 

The right reaction by miners with 
constrained balance sheets should 
have been to either expeditiously 
raise money from the market or sell 
an asset that was earnings and cash 
positive even at low commodity 
prices, Davis says; this “would have 
yielded sufficient cash from the sale 
to make a material difference to their 
balance sheets.”  

Supply cuts
Instead miners have been 
scrambling to cut costs and 
production, but neither move has 
fuelled a commodity price rebound 
or completely rescued their balance 
sheets. Davis says that he does not 
buy the cutting of production 
argument by individual companies 
– announcements which are 
“normally smoke and mirrors.”

“Executives don’t unilaterally cut 
production in the hope that others 
will follow. That doesn’t happen, 
because if producers are incremental 
in their approach to balance sheet 
management and want to maintain 
market share, more than anything 
else they want to get their product to 
the market,” he notes. “Generally 
unilateral closures only happen when 
the cash leakage of a production 
facility becomes too onerous for a 
company to sustain,” he adds. 

According to Davis, the only time 
production cuts work is when they 
are officially sanctioned and 
organised by governments so that 
anti-trust breaches are avoided; “You 
can’t get together with your peers 
and orchestrate cuts,” he says. 

“Government-orchestrated cuts 
only happen when it is perceived that 
an entire industry is under threat 
because of circumstances which are 
not market related. It has happened 
once in my career, with the 
aluminium industry in 1994, which 
led to producer cuts orchestrated 
and managed by governments,” he 
tells Metal Bulletin Magazine. 

In 1994, an agreement between 
governments from major 
aluminium-producing nations like 
the USA, Norway, Australia, 
Canada, the EU and Russia, led to 
cutbacks that breathed life into the 
ailing mid-90s industry.

“That was in response to a supply 
phenomenon – the aluminium 
coming out of the former Soviet 
Union – not to demand destruction. 
This current cyclical low is not going 
to be cured by production cuts, but 
by supply growth falling below 
demand growth, and the seeds of 
that can already be seen,” he adds. 

When Davis took over at Xstrata 
in 2001, he was convinced that 
commodity prices were going up 
because there was not enough supply 
to meet burgeoning demand. 
Founded as Sudelektra AG in 1926, 
the Swiss infrastructure investment 
firm had been renamed Xstrata in 
1999, and was a far cry from the 
mining giant that Davis and his team 
built. 

“We asked ‘What is our current 
reality and what is our future 
potential?’, which we thought was 

fantastic, so we went out and bought 
as many assets as we could find. We 
got ahead of the curve and that made 
Xstrata successful,” Davis says of 
Xstrata’s growth in market 
capitalisation from $500 million to 
$50 billion. 

“When we had the financial crisis 
in 2008, we maintained that 
conviction but said we needed a 
stronger balance sheet, so we went 
out and did a rights issue very 
quickly. Again, our shareholders 
really benefited from that,” he adds. 

If Davis was still running a mining 
house of Xstrata’s size in today’s 
different world for markets, he says 
his conviction would now be based 
on the following: that there is a vast 
excess of supply coming into the 
market, which means a potentially 
protracted period of low prices – 
cyclical lows.

“What do I have to do to my 
business to survive it? I have to move 
away from the idea that I can have 
any asset and make money out of it, 
to saying that I should rather own the 
best quality asset as low down the 
cost curve as possible,” he notes. 
“This means pruning the portfolio in 
the most effective way possible and if 
I need to address balance sheet issues 
further I would have to go to the 
market really quickly to do so. I 
wouldn’t wait,” he adds. 

According to Davis, momentum 
is critical, and “This is in an industry 
in which momentum seems to go out 
of the window until it’s almost too 
late.”

The road to Xstrata
Davis’ career in mining pre-dated his 
time at Xstrata, although it was not 
the industry in which he started. 
After attending Rhodes University 
in the Eastern Cape Province, Davis 
achieved his bachelor of commerce 
degree and trained as a chartered 
accountant at Peat Marwick 
Mitchell & Co, now KPMG. He also 
holds an Honorary Doctorate from 
Bar Ilan University. 

Head-hunted after seven years to 
run internal audit for South Africa’s 
state-run Eskom, Davis joined the 
team at the electricity company, 
which was at the time plagued with 
high costs and excess capacity. 
Within a year and at just 29 years of 
age, Davis had been appointed 
Eskom cfo – “I was cheap, 

Personal career history
‘Using 
technology 
isn’t just 
about safety, 
it’s about 
yield recovery 
and better 
performance’

New super cycle?
Commodities are unlikely to see a new super 
cycle unless the demand conditions of the early 
2000s caused by China return, Davis says.  

“China will continue growing and demanding 
commodities, but it will need another bout of 
explosive demand. A complete retooling of, say, 
the US infrastructure could help drive demand 
growth, but that doesn’t appear to be going to 
happen,” he adds. 

The other alternative is India, but “we’re 
unlikely to see India take off in the same way we 
saw China take off,” he tells Metal Bulletin 

Magazine. “If India is able to galvanize a 
significant amount of investment in 
infrastructure in a synchronised sort of way, then 
absolutely, you could have another period of 
explosive commodity demand growth,” he says. 

“But the mining industry does not need that 
again – you simply need prices to return to 
long-run marginal costs, which would be a 
significant change from where we are today, and 
unless the laws of supply and demand in this 
sector have been totally disrupted this is bound to 
happen sometime,” he adds. 

‘This is in 
an industry 
in which 
momentum 
seems to go out 
of the window 
until it’s almost 
too late’
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obviously!” – and set about creating 
a commercially-focused organisation. 

His work at Eskom made Davis 
even more familiar with the mining 
sector, culminating in late 
1992-early 1993, when he was 
involved in the negotiations with 
mining firm Gencor on providing an 
electricity contract for Billiton to 
build the Alusaf aluminium smelter. 
He also persuaded Eskom to put in 
the last capital to allow for the 
financing for the smelter. 

Davis attracted the attention of 
Brian Gilbertson, Gencor executive 
chairman, who was intent on 
unbundling the complex structure of 
Gencor to transform it into a focused 
minerals and mining group. Davis 
was persuaded to join Gencor as its 
cfo, but to gain operational 
experience he asked to run one of its 
mining businesses too; he became 
executive chairman of what 
eventually became Ingwe Coal. 

In what Davis describes as a “great 
partnership” with Gilbertson, the 
pair went on to negotiate Gencor 
buying the mining division of Billiton 
from Royal Dutch Shell. “He 
(Gilbertson) was a very talented ceo 
of his time and I learnt a great deal 
from him,” Davis says. 

But South African exchange 
controls were a constraint to growth. 
Gilbertson and Davis hatched a plan 
to create an international balance 
sheet for the firm, buying up 
Gencor’s listed subsidiaries and 
listing Billiton in London. 

Cricket- and opera-loving Davis 
moved from South Africa to London 
– where he lives with his solicitor 
wife Barbara and three children – 
when Billiton was listed. It was 1997, 
and the newly listed Billiton had a 
market capitalisation of £4.6 billion 
($7.7 billion). Back then, Rio Tinto 
was the only other listed mining 
company in the FTSE-100.

But the growth did not stop there. 
Quickly the duo turned their sights on 
a deal with Australian miner Broken 
Hill Proprietary Company Limited 
(BHP). “We decided to merge with 
another large mining company, and 
focused on BHP as it had great quality 
assets but was struggling with some 
difficult investments that they would 
have to shut down,” Davis says. 

The merger that created 
dual-listed BHP Billiton, the world’s 
largest diversified resources group at 

the time, was completed in 2001. 
The combined entity had an 
enterprise value of £25 billion ($38 
billion). The new company was 
headquartered in Melbourne, 
Australia – a decision Davis opposed 
publicly at the time – with a 
significant corporate management 
centre in London. Davis declined to 
move to Melbourne – “I said, that’s 
not for me” – and also turned down a 
London role as BHP Billiton’s Chief 
Development Officer. 

Along came Xstrata, in which 
Glencore had a major share, and the 
rest is history. “It was a natural time 
to move on [to Xstrata], so it suited 
me perfectly to have been involved 
with the BHP transaction and then 
move on to broaden my horizons,” 
Davis says. 

“Glencore started talking to me 
about coming to run Xstrata, which 
was a failed mining company. To 
build something from practically 
nothing with like-minded people I 
enjoyed working with, was a great 
opportunity,” he adds. 

Xstrata highs and lows
It was at Xstrata that Davis solidified 
his name as an industry leader. He 
says his time at Xstrata as a whole 
was a real high point. He and his 
team, which included current X2 
Resources principals Trevor Reid, 
Thras Moraitis, Andrew Latham, 
Benny Levene and Ian Pearce, 
negotiated some 40 mergers and 
acquisitions at Xstrata, as well as a 
successful IPO that was seven times 
oversubscribed.

Those highs included the 
acquisition of Falconbridge, which 
Davis says was the “real pinnacle,” a 
blueprint for the perfect deal. “It had 
the hallmarks of a great transaction 
– not because we read everything 
correctly, because we didn’t, but the 
way we responded even when we 
had read things incorrectly,” he adds. 

There were tougher times too, 
with the collapse of Brazilian miner 
Vale’s proposed deal to buy Xstrata 
his “biggest disappointment.” 

“It would have been the deal of the 
century. It is debatable whether we 
would have got it done before the 
global financial crisis, but the 
framework of the deal was done by 
the end of December/start of 
January, so I think we could have 
done it,” Davis reflects. 

“But the toing and froing between 
Vale and Glencore was ridiculous. It 
was almost the high that never 
happened,” he says. 

Vale approached Xstrata in late 
2007 and discussions between the 
two companies commenced. But 
things started to go wrong when Vale 
requested that Glencore – which 
owned a 34% stake in Xstrata –take 
as much of the purchase 
consideration in shares as possible 
and become part of its voting pool. 

Glencore wanted to retain its 
existing marketing rights in Xstrata, 
and also wanted to secure the 
marketing rights over Vale’s nickel 
and some of its aluminium, which 
was something that Vale was not 
prepared to give the Switzerland-
based firm. 

Although the failed Vale deal did 
not cause any particular tension 
between Xstrata and Glencore, a 
future proposed merger between the 
pair eventually did.

“Right up until 2012 when issues 
with Glencore became untenable, 
Xstrata was a real high, for all of us,” 
Davis says. “We had the challenges 
of 2008 and 2009 but we were 
actually energized by how we dealt 
with those challenges, because we 
were way ahead of the curve. We did 
a rights issue before anyone thought 
about rights issues,” he adds. 

The twists and turns of the 
Glencore deal with Xstrata, which 
included extensive negotiations over 
the offer price, shareholder 
uproar over the management 
retention incentive package, and a 
change in structure that would see 
Glencore ceo Ivan Glasenberg run 
the merged entity, have been 
well-documented. 

The end-result was that the deal 
changed from being structured as a 
merger, with much control 
effectively lying with Xstrata 
executives and board, into a takeover 
by Glencore. Davis and many of the 
Xstrata executive management left 
once the deal was completed. 

Asset sales
Like many of its mining peers, 
Glencore has not escaped the 
current commodity price weakness 
unscathed. Miners across the world 
are now confronting a “very 
complex, difficult situation,” Davis 
notes. 

‘Whatever the 
complexity is, 
it’s much better 
to be decisive, 
act quickly, 
and get it done 
even if you lose 
optionality, 
than sit around 
and do nothing’
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“Even in today’s depressed price 
environment producers should plan 
on how they would be positioned for 
an even worse scenario,” he says. 
“Miners are facing a very difficult 
balancing act of selling good quality 
assets, knowing that’s the only way 
they can bring cash into the centre 
absent an equity raise, and at the 
same time it compounds their 
covenant metrics because they lose 
Ebitda,” he tells Metal Bulletin 
Magazine. 

But being decisive is key. 
“Whatever the complexity is, it’s 
much better to be decisive, act 
quickly, and get it done even if you 
lose optionality, than sit around and 
do nothing. The sequence of things 
miners have to do is easy; the harder 
thing is to raise equity, but if the 
market saw decent plans on the debt 
restructuring side which involve 
credible asset sales then you might 
get equity support,” he adds.

But while the equity market is 
“really very, very difficult” right now, 
Davis isn’t predicting major 
bankruptcies at firms with good 
assets. “I don’t think any company is 
lost; I don’t think it’s impossible for 
any company because at the end of 
the day these companies have some 
really, really good assets. There are 
not companies that are 
impoverished with assets,” he says. 

“When the cycle turns – and it will 
turn – and Ebitda margins expand, 
the reality is that margins will mean 
revert. There’s no reason why 
companies with great quality assets 
should flounder the way they are 
floundering at the moment,” he adds. 

Getting miners to safer ground 
will nonetheless require them to let 
go of assets they would previously 
have preferred to keep. Davis says 
that companies need to stop trying to 
price in the full optionality of an 
asset, as if prices are where they will 
be when they eventually normalise. 

“You have to accept a fair value of 
the asset today. You have to be 
prepared to accept that the guy who 
buys assets today will – if he runs 
them well – make a lot of money 
when the cycle turns. If you’re 
prepared to live with that, then you 
can do realistic asset sales and bring 
cash into your business,” he notes. 

“When commodity prices rise and 
margins improve you’ll also benefit 
from an uplift in cycle – and at least 

you’ll be there to take advantage of it! 
If you approach M&A with the 
attitude that you want the 
optionality of the past, then you’ll 
never sell anything,” he adds. 

X2 Resources
As a new entrant, X2 Resources is in 
the market as a buyer. When Davis 
set up the organisation in September 
2013, it was with a view to creating a 
new mid-tier diversified mining and 
metals group. Commodities 
merchant Noble Group and private 
investment firm TPG are core 
investors; Noble will be X2 
Resources’ preferred marketer and 
provider of supply chain 
management and logistics services. 

The vehicle has already raised 
$5.6 billion in equity capital from 
investors, including major sovereign 
wealth and pension funds, 
comprising a total of $4 billion in 
committed equity capital, which is 
available for immediate draw down, 
and $1.6 billion in conditional equity 
capital.

Davis and his team are reviewing a 
number of opportunities in the 
metals and mining sector – “I would 
very much like to see something this 
year. I’d like to have seen something 
last year too” – but they have not 
bought anything yet. 

He’s in a sweet spot – as 
commodity prices have fallen, so too 
have asset valuations. As the 
downturn has become increasingly 
protracted, companies are also 
becoming keener to sell than before. 

Davis recalls speaking early last 
year to the ceo of a company with 
balance sheet issues, asking him to 
consider the sale of some of his 
high-quality assets. Davis was 
rebuffed, with the ceo saying prices 
were set to recover, that his assets 
were high quality with good 
potential and that he wanted to 
develop them himself. Davis replied 
that assets only had growth potential 
if there was money to develop them.

“A year later, that same ceo is 
facing even greater hurdles. If he had 
sold assets last year he could have 
been sitting here saying, ‘The world 
has changed, we’re making a poor 
return on our investment, but our 
company is safe.’ That’s not where 
they are today,” he says.

Davis says he is now seeing a 
significant number of assets on the 

market and interest from a variety of 
speculative buyers, although he 
warns that “vendors will want to 
know that any eventual buyer will 
have access to relevant operating and 
financial experience in order to run 
those assets effectively.”

Not having bought anything as 
commodities prices continue to  
fall leaves him “overjoyed,” Davis 
jokes. “It’s the best non-investment 
I’ve ever made in my whole life!”  
he says. 

“During the course of one’s 
business career you make silly 
mistakes and wonder how you 
managed to do something; I’ve had a 
few of those moments. I’m pleased 
we didn’t invest a year ago, but I 
wouldn’t be unhappy to be investing 
now in the right quality assets, even if 
there’s a chance that in 6-9 months’ 
time I could buy them even more 
cheaply,” he adds. 

Investors’ sense of what they want 
exposure to has over time become an 
issue, he notes; thermal coal, for 
instance, has fallen out of favour with 
investors, a fact that miners have to 
take into account when they consider 
M&A. 

What exactly his first acquisition 
will be has been the hot topic in the 
mining industry, with unconfirmed 
speculation linking X2 Resources’ 
name with a variety of deals since its 
inception. Davis is keeping mum on 
the matter, saying only that he does 
not have commodities he really has 
to own, and will not ever own 
precious metals, diamonds or oil and 
gas. 

“A good opportunity, irrespective 
of the commodity, is always worth 
taking. There’s no bad commodity, 
just bad projects,” he says. “In 
today’s world you want to be low in 
the cost and high in the margin 
curve, depending on the 
commodity,” he adds. 

Having set X2 Resources up 
because he and his team thought 
there were going to be opportunities, 
Davis believes that there are still, and 
that the company can capture them. 
“We’ve been slower than we thought 
we would be, but the market has 
dictated that. Had we missed 
anything I would have felt bad about 
it, but we haven’t,” he says. “We’re 
still out there, we’re still very much 
acquisitive and looking at 
opportunities,” he adds. 

‘A good 
opportunity, 
irrespective of 
the commodity, 
is always 
worth taking. 
There’s no bad 
commodity, just 
bad projects’
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Bulcão leads BHP in Brazil 
BHP Billiton has appointed 
Flávio Bulcão as country director 
for Brazil, based in Belo 
Horizonte. He has held several 
senior roles with the company in 
Brazil, including joint venture 
director of the aluminium and 
nickel group and asset president, 
aluminium, in 2009-2013. He 
rejoined the company from his 
most recent position as a partner 
with law firm Motta, Fernandes 
Rocha Advogados. He reports to 
the chief commercial officer, 
Dean Dalla Valle. 

O’Malley is ceo of 
OpenLink 
CTRM software company 
OpenLink has named John 
O’Malley as its ceo. He has 
extensive experience in 
technology, software product 
management and professional 
services, having previously led 
global financial services and 
technology companies in 
treasury, capital markets, retail 
banking, payment processing, 
and global finance and guidance 
systems. Most recently, 
O’Malley was an operating 
partner for private equity firm 
Thoma Bravo. 

Novelis appoints  
King and Labat
Novelis has named Andy King as 
its vice-president, sales and 
marketing, for its global can 
business. Prior to this position, 
King served as vice-president 
and general manager, for can, 
Novelis Asia. King has held a 
number of leadership positions 
with the company since 1996 and 
has more than 20 years of 
experience in the can industry.
Novelis has also appointed 

Pierre Labat as vice-president, 
sales and marketing, global 
automotive. He has served as 
vice-president and general 
manager, automotive, Novelis 
Europe, since 2014. In his 
16-year career with Novelis, 
Labat has also served in various 
leadership positions in can and 
speciality products. 

People moves

English joins BTG Pactual 
Cobalt trader Steve English has 
joined Brazilian investment bank 
BTG Pactual’s London-based 
commodity trading company as a 
sales consultant. He joins Tony 
Southgate, with whom he worked 
at SFP Metals, which closed its 
London office on January 29, and 
former Glencore cobalt trader 
Isaac Levy, at BTG. 

Porter elected  
chairman of SMA 
Tracy Porter, senior vp at 
Commercial Metals Co (CMC) 
and president of CMC Americas, 
has been elected chairman of the 
USA’s Steel Manufacturers 
Association (SMA) for 2016-17. 
He succeeds Richard Teets, 
president and coo of steel 
operations and executive vp of 
steelmaking at Steel Dynamics, 
who has served as SMA chairman 
for the past two years. 
Jeff Dyck, president of Cascade 

Steel Rolling Mills, was elected as 
SMA first vice-chairman, and 
Peter Campo, president of 
Gerdau Long Steel North 
America, will serve as second 
vice-chairman.

Underhill joins Sumitomo 
Simon Underhill has joined 
Sumitomo Corporation Global 
Commodities in its London 
office, where he is working to 
expand its base metals activities. 
Underhill was most recently at 
Tullet Prebon, and has over 30 
years’ experience in metals, 
including at Newedge, Bank of 
America, HSBC, Mitsui Bussan 
Commodities, PaineWebber and 
Drexel Burnham Lambert. 

Société Générale  
appoints Malhotra 
Ashwan Malhotra has joined 
Société Générale Corporate & 
Investment Banking as md, client 
coverage, Asia Pacific, in order to 
further expand the bank’s 
commodity hedging franchise. 
Malhotra most recently worked 
at Jefferies Bache where he was 
md of the broker’s metals sales 

and trading division from 2011. 
Prior to that, he was Asia head for 
commodities at Prudential-
Bache, and has also worked at 
MM Warburg, Merrill Lynch and 
Shearson Lehman Brothers. 

Boliden names two  
raw materials posts 
Raymond Langevoort has been 
appointed manager of copper 
concentrates at Boliden Smelters 
following the retirement of 
previous manager Pauli Jouhten. 
He has worked at Boliden since 
2008 in various purchasing roles 
in the company’s raw materials 
department. 
José Tinoco has been appointed 

as purchasing manager for zinc 
concentrates and oxides, 
providing raw materials for the 
company’s Odda smelter in 
Norway and Kokkola smelter in 
Finland. Tinoco was previously 
manager of r&d in the technology 
and strategy department. 

Fischer is new ceo of  
Tata Steel Europe 
Tata Steel Europe’s former chief 
technical officer, Hans Fischer, 
has taken over as chief executive 
officer from March 1. Fischer had 
been in his former role at Tata 
Steel Europe since July 1, 2012, 
having previously been ceo of the 
Steel Americas division at 
German steelmaker 
ThyssenKrupp. Fischer will not 
join the board of the overall Tata 
Steel Group; group executive 
director Koushik Chatterjee will 
add the role of European 
executive director to his current 
responsibilities. 

Quadflieg joins Tubacex 
Spain-based stainless tubemaker 
Tubacex has named Ulf 
Quadflieg as director of 
European marketing and sales, 
based in Düsseldorf. Quadflieg 
was previously sales manager at 
Sandvik Materials Technology 
and, before that, a regional sales 
manager for the same company. 
He has also become a member of 
the Tubacex Group marketing 
and sales management committee.

Andy King

Pierre Labat

Hans Fischer
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The global picture for steel scrap shows rising total 
consumption but market patterns hit by various 
economic headwinds, reports Steve Karpel

Ferrous scrap retains its status as 
an essential input to the steel 
production process, notably as the 
major feedstock for electric arc 
furnaces but also as an important 
constituent of basic oxygen 
furnace steelmaking. Although 
scrap’s contribution to total crude 
steel output has fallen slightly as a 
percentage over the last five years, 
to 35.2% in 2014, steel scrap 
remains the world’s most recycled 
material: scrap consumption in 
steelmaking has risen from 530 
million tonnes in 2010 to a record 
585 million tonnes in 2014, 
according to the most recent data 
from the Bureau of International 
Recycling (BIR). 

Global DRI capacity has 
continued to gradually increase 
and is the dominant material of 
choice in some regions, 
contributing about 5% to global 
crude steel output. 

Ferrous scrap also makes up the 
overwhelming fraction of iron and 
steel foundry feedstock: of a world 
foundry output of around 85 
million tonnes in 2013, scrap 
consumption was about 72 million 
tonnes, or 85% of the volume cast, 
reports BIR. 

Like steel and iron ore, scrap is a 
globally traded material, and the 
trade data over recent years show 
certain trends. The USA has been 
by far the biggest ferrous scrap 
exporter for many years, and was 
so again last year, but its shipments 
have fallen dramatically from 24.4 
million tonnes in 2011 to under 13 
million tonnes in 2015, according 
to the Iron & Steel Statistics 
Bureau (ISSB). Other countries 
have seen annual variations in their 
scrap exports, but no very strong 
trend one way or the other, in 
contrast to the USA (see table). 

Japan moved up to second place 
of scrap exporters with 7.8 million 
tonnes shipped in 2015, although 
it achieved a recent peak of 8.6 
million tonnes in 2012. Germany 
was the third biggest exporter with 
7.5 million tonnes, and the UK was 
fourth with 7.3 million tonnes. 
Russia has been steadily increasing 
its scrap exports in recent years, 
and was in fifth place with 5.9 
million tonnes last year. 

Exchange rate impact 
Why have US scrap exports fallen 
so significantly? A key factor is the 
strong dollar, which makes US 

exports globally less competitive, 
says Lisa Gordon, ferrous scrap 
editor for Metal Bulletin’s sister 
publication American Metal 
Market (AMM). This makes 
international buyers opt for 
discounted sources in a highly 
cost-sensitive situation – which is 
made more acute by a low steel 
price environment. 

A strong dollar also makes it 
more economical for US companies 
to import finished steel, as well as 
raw materials. Greater steel 
imports into the USA means less 
steel made there, and thus less 
demand for scrap at home. In fact, 
the steel imported is actually a 
source of more scrap – up to 25% of 
the volume – after it is processed, 
Gordon notes, and this adds to the 
scrap stockpile. 

Steel imports into the USA 
amounted to 34.1 million tonnes in 
2015, a fall from 2014’s 39.0 
million tonnes, reports ISSB, but 
still a historically high level. The 
biggest national steel exporters to 
the USA last year were its Nafta 
neighbour Canada with 4.89 
million tonnes, Brazil with 4.82 
million tonnes and South Korea 
with 4.30 million tonnes; the 
volume from China was 2.36 
million tonnes – the fifth largest. 
Steel imports helped to push US 
mill operating rates down to 70.1% 
in 2015, from 77.5% in 2014, 
although there was some recovery 
to 73.6% in mid-March this year. 

Steel imports are now cutting into 
the domestic output of several 
steelmaking countries, and which is 
therefore reducing their demand for 
scrap. A prime example is Turkey, 
the world’s biggest scrap importer. 
Last year, Turkey’s steel imports 
increased by 38% year-on-year to 
19.06 million tonnes (including 7.9 
million tonnes of semi-finished), 
according to the Turkish Iron & 
Steel Producers’ Association 
(TÇÜD), making it a net steel 
importer for the first time in 15 years. 

Even though Turkey’s steel 
consumption rose significantly by 
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A strong dollar is 
affecting US scrap 
exports

Figuring out scrap

Metallics in world steelmaking*
 2012 2013 2014 2015
Crude steel production 1,559 1,649 1,665 1,622
BOF production 1,099 1,206 1,228 1,193
EAF production 443 427 426 396
Share of EAF, % 28.4 25.9 25.8 24.4
Primary iron 1,124 1,207 1,219 1,155
Steel scrap use 570 580 585 –
DRI 74 76 78 –
Total metallics 1,767 1,862 1,882 –
*million tonnes.                                                          Source: BIR; worldsteel

Leading ferrous scrap exporters*
Country  2011 2012 2013 2014 2015
USA 24,373 21,397 18,495 15,340 12,976
Japan 5,453 8,594 8,150 7,351 7,847
Germany 9,966 8,924 8,378 9,488 7,492
UK 7,814 7,299 6,948 6,987 7,263
Russia 4,042 4,349 3,714 5,765 5,910
France 6,167 6,118 5,985 6,177 5,380
*’000 tonnes.                                                                                Source: ISSB

Leading ferrous scrap importers*
Country  2011 2012 2013 2014 2015
Turkey 21,453 22,415 19,725 19,068 16,251
India 6,175 8,180 5,636 5,699 5,883†

South Korea 8,628 10,126 9,260 8,002 5,758
Spain 4,597 4,289 4,705 4,828 4,677†

Italy 5,747 5,264 4,957 5,145 4,250†

Germany 6,674 5,484 5,340 5,324 4,237
*’000 tonnes. †Jan-Nov figure.                                                   Source: ISSB
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11.7% to 34.36 million tonnes in 
2015, its own crude steel 
production fell by 7.4% to 31.5 
million tonnes, reports TÇÜD. 
The difference was made up by 
imports, including a rise in 
imported semis that pushed up its 
finished products output by 2.6% 
to 36.94 million tonnes. 

Turkey’s falling crude steel 
production depressed its scrap 
imports by 14.8% year-on-year to 
16.25 million tonnes last year, 
while they had been as high as 
22.42 million tonnes in 2012. This 
has been a significant factor in 
falling US scrap exports, since 
Turkey is their major destination. 
However, this country remains the 
main terminus for US scrap, even 
though volumes have fallen. 

New low 
In January 2016, US ferrous scrap 
exports sank to 551,000 tonnes, 
the lowest monthly total for eight 
years, according to the US 
Commerce Department. Turkey 
was still the biggest buyer with 
over 105,000 tonnes, but this was 
a 77% month-on-month drop 
from December and a 69% 
year-on-year drop from January 
2015. Turkish buyers deserted the 
US market for nine weeks 
following a mid-November buying 
spree, preferring to shop for 
lower-price material from Europe 
and the Baltics, AMM reported. 

Among major scrap importers, 
India moved into second place in 
2015 with 5.88 million tonnes, 
even though this latest figure is 
only an 11-month total. The 
full-year figure is unlikely to reach 
its recent import peak of 8.18 
million tonnes in 2012, however. 
South Korea was in third place 
with 5.76 million tonnes, but this 
volume represents a substantial 
plunge from the 10.13 million 
tonnes imported only three years 
earlier in 2012. They are followed 
by three European importers: 
Spain, Italy and Germany. 

Price is important in 
determining the balance between 
various steelmaking raw materials 
where there is a choice, and the 
scrap price is sensitive to that of 
the main steel raw material, iron 
ore. As the latter fell to multi-year 
lows, it has helped to depress the 

scrap price, which has dropped 
from over $370/tonne in early 
September 2014 to a nadir of 
under $170/tonne in early 2016 
(Metal Bulletin ferrous scrap index, 
HMS 1&2, 80:20 mix, North 
Europe material, cfr Turkey). 

But in spite of this price fall, 
scrap has still been overvalued 
with respect to hot metal as a raw 
material, says Atilla Widnell, 
senior metals analyst at Metal 
Bulletin Research (MBR). This has 
made EAF steelmaking relatively 
uncompetitive with BOF 
steelmaking, he adds, and has 
encouraged integrated 
steelmakers to cut scrap use to a 
minimum, while maximising hot 
metal use as far as it is possible. 

In basic oxygen furnaces, scrap 
is added to control temperature, as 
well as to recycle the mill’s own 
arisings, and in China (where BOF 

steelmaking accounted for some 
94% of the total in 2014), the scrap 
addition has been reduced to about 
5-10% of the charge, Widnell 
notes. Moreover, some EAFs in 
China that are near blast furnaces 
are shipping in hot metal to make 
up around 50% of the charge, with 
the rest being scrap. 

Widnell believes that October 
2015 was the bottom of the scrap 
market, and prices have since 
climbed to over $200/tonne, while 
December was the recent low for 
iron ore at under $40/tonne. In 
the near term, he sees scrap prices 
standing at $220-230/tonne 
(HMS 1&2) for the next 3-4 
months, buoyed by seasonally 
strong Turkish demand. 

In the longer term, much depends 
on China’s steel output and the iron 
ore import price, which is in turn 
aligned with Brazilian and 
Australian output, MBR notes. But 
the likely ‘new normal’ appears to be 
relatively low scrap prices for the 
next 12-24 months. 

Yet to reach bottom 
AMM’s Gordon observes that, 
after the 2008 recession, it was 
mainly the energy market that 
hauled US steelmakers out of the 
doldrums, but now this lifeline 
does not exist with current low 
crude oil and gas prices: the Baker 
Hughes rotary rig count for North 
America stood at 578 in the week 
of March 11, a nine-year low, 
compared with 1,345 a year 
earlier. 

Moreover, there are signs that 
the US automotive market may 
have peaked and be about to go 
into reverse. New automotive sales 
are facing a new competitor as 
record numbers of leased cars 
enter the resale market this year. 
The lease on more than 3 million 
vehicles will expire this year in a 
market that historically was under 
2 million units a year. The result 
could mean less demand for new 
vehicles, says Gordon. 

As a result, she believes that the 
bottom has not been reached in the 
cycle, and 2016 will not see any 
significant recovery in prices, with 
further pressures being put on all 
parts of the steel industry – 
including the hard-pressed  
scrap sector. 

Sources of scrap
There are three main sources of scrap for steelmakers, and 
BIR data show that steel mills’ own revert scrap accounts for 
around 35% of the total. In 2014, this amounted to 207 
million tonnes out of a 585 million tonne total. The rest is 
purchased scrap, of which old (obsolete) material accounted 
for the larger part – 245 million tonnes, against 133 million 
tonnes of new scrap. 

These figures are world totals, but the situation can vary 
considerably between countries. For example, MBR’s Atilla 
Widnell observes that there is very little obsolete steel scrap 
collected in China, where most ferrous scrap is new and revert.

Steel scrap sourcing*
 2012 2013 2014
Steel scrap use 570 580 585
Ratio scrap/crude steel, % 36.6 36.2 35.2
Own mill scrap arisings 200 205 207
Steel mill scrap purchases 370 375 378
Of which:
 New steel scrap 120 130 133
 Old steel scrap 250 245 245
*million tonnes.                                                                          Source: BIR

Daily MB ferrous scrap index, $/tonne*

*HMS 1&2 (80:20 mix), North Europe material, cfr Turkey
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US steel and metal recyclers are adjusting to new 
commodity-price realities while finding ways to 
encourage more recycling and expand their scope 
of business, writes Myra Pinkham

With the challenging business 
conditions of the past few years 
expected to continue through 2016, 
and possibly into at least early 2017, 
the US scrap metals recycling 
industry’s No. 1 goal is survivability. 
It is looking to ensure achievement 
of that aim through greater cost 
management, diversification and 
efforts to increase recycling rates. It 
is also looking to continue to raise 
awareness of the ‘green’ lifecycle 
benefits of recycling. 

The combination of falling 
commodity prices, the stronger 
dollar, the uneven manufacturing 

sector, slower steel production, the 
weakness in China – a very large 
scrap consumer – and certain other 
macroeconomic and geopolitical 
factors made 2015 a very 
challenging year for the US scrap 
metals recycling industry, Joseph 
Pickard, chief economist and 
director of commodities for the 
Institute of Scrap Recycling 
Industries (ISRI), observes.

Lower steel output
That has definitely been so on the 
ferrous side of the market, says Jim 
Woods, senior director for 

sustainability communication for 
the American Iron and Steel 
Institute and its Steel Recycling 
Institute. “Over the past several 
years there has been a big disruption 
in what was always a very 
self-regulating cycle,” he says, 
blaming the “bombardment of 
unrestricted imports from China,” 
which he says has adversely affected 
steel production at a time when 
manufacturing output is also off. 
Industrial production, as reported 
by the US Federal Reserve, was 
down 1.0% year-on-year in 
February. 

AISI data indicate that US raw 
steel output fell 9% in 2015 to just 
under 87 million short tons, ending 
the year at a six year low. Even 
though there has been some 
improvement in 2016, year-to-date 
raw steel output through to 
mid-March remains 4.7% lower 
than the same period last year.  

Woods notes that at the same 
time the outward flow of domestic 
scrap has been declining in recent 
years – going from its 25 million ton 
peak in 2011 to only 17 million tons 
in 2014. According to US 
Commerce Department data it fell 
further to about 14 million tons last 
year. Woods says that it continued 
to weaken until March, when 
Turkey began purchasing a little 
more ferrous scrap. 

Cutting costs
It has been a similar downward 
trend for both domestic and export 
demand, as well as for pricing, for 
non-ferrous scrap, Pickard says, 
especially in light of falling 
commodity prices and the weakness 
in the Chinese economy. 

This, however, has acted as a 
double-edged sword. Mark Lewon, 
ISRI’s newly appointed chairman, 
explains that while conditions have 
clearly been very challenging, this 
lull in business activity has provided 
an opportunity for scrap processors 
who are determined to survive this 
downturn to evaluate their 
operational strategies and to 
position themselves for the  
eventual upturn.

There is very little, if anything, 
that scrap processors can do to prop 
up commodity prices, Pickard 
points out. So they have been 
concentrating upon improving 
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their operational efficiencies 
instead.

It is forcing companies to take an 
intensive look at their business 
strategies. “The good companies 
are already in the middle of this 
evaluation,” Lewon says. “They are 
looking at their costs, what they do 
well and what they don’t do well, 
and to make the necessary changes 
to improve their businesses  
going forward.” 

This is taking place on various 
fronts, he says. They are looking at 
what their actual costs are currently, 
where they want, or need, those 
costs to be and what they are willing 
to do to be more profitable. 

That could be to turn down 
certain business that they simply 
cannot turn a profit upon. “In some 
cases they are cutting back their 
output and purchases and even 
idling some of their capacity – 
perhaps cutting down on their 
shredders,” Pickard says. Many are 
also cutting back their workforces 
and taking whatever other moves 
they could to minimise their 
operational costs. 

“Also our members are looking at 
diversifying the product stream of 
the recyclables that they handle,” 
Pickard observes. “For metals in 
particular, scrap recycling margins 
have eroded pretty seriously in 
recent years, so a lot of scrap 
recyclers are now looking to 
diversify their product stream, 
whether it is looking at electronics 
scrap or plastics or other 
non-traditional commodities  
in an attempt to improve profit 
margins.”

Raising quality
He says that includes greater sorting 
of the scrap stream, which makes 
sense in view of the fact that it 
appears that the quality of scrap will 
be increasingly important in the 
future. “Already the highest quality 
scrap products are increasingly 
being demanded by such 
consumers as mills and foundries,” 
he notes, so it appears that it will be 
those recyclers who provide such 
high-quality products that will be 
better positioned coming out of  
this downturn. 

Different scrap processors, 
however, are making different 
decisions as to whether this is a good 

time to invest in new technologies 
and equipment to help them do this 
at a time when their margins are 
being squeezed. 

“I think our members will 
continue to make targeted 
investments,” but not at anywhere 
near the level that they made prior 
to the industry’s pre-2011 heyday, 
Pickard says. He explains that since 
the downturn some of the 
equipment they had purchased, 
including shredders, have been 
idled as the supply of scrap – 
particularly obsolete scrap – 
dwindled. “When prices dropped 
so dramatically it provided much 
less of an incentive for companies to 
bring scrap into their yards and has 
made it difficult for them to run 
their equipment at full capacity.”

But while there will probably be 
less investment in large-scale 
shredding systems, Pickard says 
that processors are looking at 
sorting technologies and other 
equipment that will enable them to 
diversify into other commodity 
segments and that could enable 
them to improve the quality of  
their scrap. 

He says that the push for quality 
scrap is not just an effort to increase 
the offer price for their product 
– although that, of course, is a major 
consideration – but it is also partly 
environmentally driven. For 
example, China’s ‘Green Fence’ 
initiative places a big emphasis upon 
the quality of shipments to that 
nation, including a reduction of 
mixed commodity shipments. 
“This is forcing recyclers, both in 
the United States and elsewhere in 
the world, to really improve the 
quality of the products that they are 
shipping overseas.”

Extending range
Woods notes that, as has been the 
group’s long-term focus, the Steel 
Recycling Institute is continuing to 
work very closely with a number of 
trade associations, municipal 
recycling coordinators and scrap 
processors to try to facilitate the 
flow of ferrous steel scrap. This 
includes a push to make gains  
in certain non-traditional  
recycling markets. 

Recently the association has  
been working with recycling 
coordinators and scrap processors 

in an effort to “beef up” 
opportunities for the recycling of 
empty aerosol cans. Woods says 
already 43 of the top 50 municipal 
recycling programmes in the USA 
now accept empty steel aerosol 
cans, which is a new source of steel 
scrap that the recycling industry 
had not been able to tap into  
for years. 

There have also been inroads 
made for some other 
non-traditional products. Woods 
notes that a number of recycling 
programmes in the United States 
are now accepting light ferrous 
products that previously had to be 
landfilled, such as toasters, into their 
recycling programmes. There also 
has been a push for the recycling of 
more railroad cars and steel drums 
and pails, and there also has been an 
increase in the amount of 
shipbreaking being done in US 
coastal areas – an activity that is 
traditionally largely done overseas.

More aluminium recycling
The USA is also recycling more 
aluminium than ever before, 
observes Matt Meenan, a 
spokesman for the Aluminum 
Association. He says the aluminium 
industry is committed to make 
further inroads in aluminium 
recycling. Already as of 2014, which 
is the latest full year for which data 
were available, 11.7 billion lb (5.3 
million tonnes) of aluminium was 
collected in the USA, which is more 
than twice the annual amount 
collected in the early 1980s. This 
comes as more than 70% of 
aluminium produced in the USA 
today is secondary product, which is 
essentially a reversal of the situation 
in the early 1980s, when 70%  
of domestic production was 
primary aluminium. 

Much of the Aluminum 
Association’s focus has been, and 
continues to be, on increasing 
aluminium can recycling rates. In 
2014 a total of 59.3 billion 
aluminium cans were recycled for 
an industry recycling rate of 66.5%. 
Meenan admits that more could be 
done, given that more than 40 
billion cans per year are landfilled 
each year in the USA, largely due to 
lack of infrastructure and public 
education on recycling. However, 
the current recycling rate is much 

‘A lot of scrap 
recyclers are 
now looking to 
diversify their 
product stream 
in an attempt to 
improve profit 
margins’
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higher than the 34.1% rate for glass 
beverage containers and the  
31.2% rate for plastic beverage 
containers, and has grown by nearly  
17 percentage points since the  
early 2000s. 

Meenan says the Aluminum 
Association also continues to keep 
an eye on aluminium recycling rates 
in the automotive and building and 
construction sectors, both of which 
are believed to already have 
recycling rates of 90% or more. In 
fact, the association, prompted by 
increased use of aluminium for light 
vehicles, which, in turn could 
prompt the need for more recycling 
in that sector, is just completing an 
automotive recycling study. It is 
expected to be released late in the 
first half or early in the second half of 
2016. Meenan says the data from 
that study could be helpful in 
determining the lifecycle cost of 
aluminium for automotive 
applications.

Other recycling rates
There are also efforts to boost 
recycling of certain non-metals, 
Lewon observes. This could include 
additional recovery of plastics – 
through more plastics recovery 
from wire chopping or from 
automobile shredder residue (ASR), 
for example. 

Steel recycling levels, at least 
from 2012-2014, had been down 
due to the impact of global 
economic factors upon steel 
production levels, Woods says. 
While historically the industry 
recycles or exports for recycling 
about 81 million tons of steel scrap, 
by 2014 that fell to 62 million tons. 
It, however, appears from recent 
market conditions that steel 
recycling levels were marginally 
better last year and could begin 
approaching more normal levels  
in 2016.

“The biggest wildcard is what is 
being done right now on the trade 
front,” Woods says. Not only has the 
United States taken such action as 
the passage of the Enforce Act and 
the filing of several antidumping 
and countervailing duty trade cases, 
but he says that Europe, Turkey and 
elsewhere have also taken measures 
to address the dumping of steel by 
China and certain other countries. 
“And with a renewed emphasis 

upon manufacturing domestically 
we are hoping to see growth in steel 
recycling rates over the next couple 
of years.”

Keeping scrap flowing 
Developing greater demand 
overseas is also a big priority for the 
metals recycling industry as a 
whole, Pickard says. “This is not just 
in terms of individual markets but in 
trying to keep the flow of scrap as 
free and fair as possible, which also 
includes efforts to minimise barriers 
to trade.”

He says that ISRI has been very 
active in lobbying efforts related to 
the World Trade Organisation’s 
Environmental Goods Agreement 
negotiations, stressing to the WTO 
that recycled commodities and 
recycling equipment are 
environmental goods and that it 
should be recognised as such by the 
industry’s major trade partners.

In addition, Pickard says that 
with a general consensus that 
demand from China will continue to 
be slow at least through 2016 and 
possibly beyond that, ISRI and its 
member companies are looking  
to develop new markets overseas, 
including in South and Southeast 
Asia, the Middle East and  
Latin America. 

He says some progress has 
already been made. Not only did US 
ferrous scrap exports to India 
essentially double last year, but so 
have shipments to certain other 
Asian markets – including Pakistan 
and Bangladesh. 

Metals recyclers also committed 
to operating ever more safely, 
Pickard says. Working to help 
members better achieve that goal, 
last year ISRI, under the leadership 
of its outgoing chairman, Doug 
Kramer, launched its Circle of 
Safety Excellence programme, 
designed to allow ISRI members to 
come together on an voluntary basis 
and share their safety experiences 
– including their strategies for 
improving their safety records. 
This, Pickard says, has resulted in 
increased awareness about safety 
and has provided a forum for 
companies to work together to 
improve their safety programmes. 

Separately, ISRI’s safety team is 
also constantly on the road, talking 
with members and conducting 

onsite safety training with an eye to 
improve industry-wide safety 
performance.

The industry is also committed to 
communicating the environmental, 
as well as the economic, benefits of 
recycling,” Pickard says, including 
the energy savings and the 
reduction of greenhouse gas 
emissions that could be achieved by 
using recycled products.

Lifecycle benefits
This, Woods says, includes working 
with the automotive industry to get 
them to look beyond the “tailpipe 
phase” and instead to consider the 
full lifecycle benefits of the materials 
they use. He says that the Steel 
Recycling Institute has also been 
working with the construction 
industry, which is already a very 
environmentally focused sector, to 
help builders understand how they 
can achieve Leadership in Energy 
and Environmental Design (LEED) 
credits to get their buildings 
certified as green buildings and is in 
the process of developing 
environmental product 
declarations, required by LEED, for 
certain products used in residential 
and light commercial construction, 
enabling builders to better 
document the environmental 
benefits of their building choices. 

Pickard says that in terms of 
environmental protection, ISRI’s 
members have already made a lot of 
investments, given how heavily 
regulated the scrap processing 
industry is from that perspective. 
Lewon says that he is committed to 
deploy ISRI’s members when 
needed to head off any unduly 
onerous legislation being 
considered on a national, state-wide 
or local level. 

“We are also committed to 
educating others about the 
recycling industry,” Pickard says. 
This includes reaching out to the 
next generation of recyclers. As  
part of this effort, ISRI has teamed 
up with JASON Learning to create  
a curriculum on recycling that  
could be used in the nations’  
schools to raise the awareness of 
school children about the benefits  
of recycling.

The author is a specialist writer based 
in New York

‘ISRI and 
its member 
companies 
are looking 
to develop 
new markets 
overseas, 
including in 
Asia, the Middle 
East and Latin 
America’



We help transfer 
 wind power to 
your bathroom.

Aurubis copper is at work  
wherever electricity flows.

Renewable energies can’t function without copper.  
About 200 km of wound copper wire is used in a wind 
turbine’s generator alone. Power lines also contain 
copper produced by Europe’s largest copper producer, 
Aurubis. We give our best every day for a reliable and 
environmentally friendly electricity supply.

Discover the world of copper at  
www.aurubis.com

www.aurubis.com


Scrap & recycling

30 | Metal Bulletin Magazine | April 2016

While the growth rate of China’s secondary 
aluminium sector has slowed in recent years, the 
country has already built a formidable industry 
with an output of 6 million tonnes last year.  
Liu Wei outlines its structure and trends

Over the past five years, the rate of 
growth in output of secondary 
aluminium in China has slowed, 
owing to a global economic 
downturn and relatively slack 
demand. From a peak year-on-
year growth rate of 30% in 2010, it 
fell to about 7.5% in 2015 (see 
graph). Nevertheless, China’s 
output of secondary aluminium 
reached 6 million tonnes last year.

China’s secondary aluminium 
industry comprises five 
geographical clusters (see table). At 
a company level, China has five 
groups with a capacity exceeding 
300,000 tpy each and more than 
20 companies with a capacity of 
more than 100,000 tpy. Yechiu 
Group is the first recycled 
aluminium company to have been 
listed on the main board of 
Shanghai’s stock exchange.

The sector has seen some rapid 
upgrades in equipment and 
technology. For example, in some 
instances manual batch sorting has 
been replaced by continuous, and 
sometimes automated, separation 
via conveyor belt. Modern 
furnaces with efficient extraction 
systems to reduce emissions have 
also been introduced by some 
secondary smelters.

Government policies
From 1st July last year, recycled 
aluminium (i.e. secondary smelting) 
companies received a 30% VAT 
rebate if more than 70% of their 
raw materials for production came 

from end-of-life vehicles (ELVs), 
used wire and cable, beverage 
cans, waste electrical and 
electronic equipment (WEEE) or 
other ‘post-consumer’ scrap. This 
was the first time that preferential 
VAT policies have been applied to 
aluminium recycling companies 
and was expected to improve the 
profit margin of the companies 
benefiting by at least two 
percentage points.

The government has also 
toughened emission standards to 
reduce pollutants emanating from 

the secondary aluminium, copper, 
lead and zinc industries. The new 
standards (GB 31574-2015) were 
approved in April last year. They 
applied to new plants from 1st July 
2015, but existing installations 
have until 1st January 2017 to 
comply.

Cost for upgrading
China Non-ferrous Metals 
Industry Association Recycling 
Metal Branch (CMRA) believes 
that some companies will struggle 
to meet the new standards, 
particularly for dioxin, fluoride 
and particulate emissions. The 
association estimates that it will 
cost each company over $2 million 
to upgrade environmental 
protection equipment to the levels 
needed to comply.

By the second half of last year, 
eight secondary aluminium 
companies had already been 
certified as meeting the new 
regulations, accounting for nearly 
1.3 million tpy of production 
capacity. A further 21 companies 
were passed in February 2016 
raising the aggregate capacity of 
certified businesses to 3.6 million 
tpy.

Permits for the trade of 
processing aluminium scrap are 
under discussion. That part of 
China’s secondary aluminium 
industry accounted for just 10% of 
total output last year (see graph), 
but for some export-oriented 
companies, such permission is 
critical. The processing trade (in 
contrast to ordinary trade) entails 
firms obtaining imported scrap, 
processing it in China, and 
exporting value-added ingots – a 
kind of trade permitted in China 
now, but which may be forbidden 
in the future.

With a compound annual 
growth rate of 8%, China’s 

Modernising aluminium
recycling in China

China’s secondary aluminium clusters
Location Scale Total capacity  
  (tpy)
Yangtze River Delta More than 15 large companies 2 million
Pearl River Delta More than 10 large companies 1.8 million
Bohai Economic Rim Less than 10 large companies 1 million
Chengdu Chongqing Around 3 large companies 0.8 million 
  Economic Zone
Jiangxi Fast growing 0.5 million

Source: CMRA

Output of secondary aluminium in China

Source: CMRA
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CMRA summarised

Opportunities and challenges

Established nearly 14 years ago, China 
Non-ferrous Metals Industry Association 
Recycling Metal Branch (CMRA) is the 
national, non-profit, industrial organisation 
representing the non-ferrous metals recycling 
industry in China.

CMRA assists China’s government to make 
industrial development plans, policies and 
regulations. It also gathers statistics and 
carries out analysis and research on China’s 
and overseas metal recycling markets and 
trade, production technology, techniques and 
equipment, as well as environmental protection.

CMRA has more than 800 members at 
home and abroad, with interests in 
non-ferrous metals scrap recycling, 
pretreatment, smelting, machining, 
manufacturing and distribution, as well as 
specialists at design institutes, universities and 
scientific research institutions. Over 
1,500,000 people are directly employed in 
the industry, with their gross output 
accounting for over 30% of total non-ferrous 
metals supply in China.

CMRA promotes industrial development 
and the advantages of recycling, as well as 

supporting scientific research and innovation, 
external exchanges and foreign trade 
coordination. The association is particularly 
active in the r&d of recycling copper, 
aluminium, lead, zinc and e-wastes.

In 2014, 1.35 million tonnes of copper scrap 
were recycled in China, 3.7 million tonnes of 
aluminium, 1.6 million tonnes of lead and 
1.33 million tonnes of zinc.

Internationally, CMRA has good 
relationships with recycled non-ferrous 
metals merchants, manufacturers and 
producers. It also maintains close liaison and 
communication with the Bureau of 
International Recycling (BIR), with 
headquarters in Belgium, and the Institute of 
Scrap Recycling Industries (ISRI) in the USA.

Advances made
China’s non-ferrous metal recycling industry 
has made significant advances during the 
period since the CMRA’s foundation. 

For example, the association has calculated 
that, during the period from 2002 to 2012 – 
by comparison with the production of 
primary metals of the same volume – China’s 

non-ferrous metals recycling industry 
accumulatively saved 139 million tonnes of 
standard coal, 12.37 billion cu metres of water 
and 409.9 billion kWh of electricity, reduced 
104 billion cu metres of solid discharge and 
577 million tonnes of carbon dioxide 
emissions, as well as saving 9.15 billion tonnes 
of natural resources, including copper 
concentrate, bauxite and lead-zinc ores.

China’s non-ferrous metals recycling 
industry has grown over the same period, 
during which a complete industrial chain 
from scrap metal recycling, disassembling and 
smelting, to machining and application, has 
also taken shape. The output of major 
products from non-ferrous metals recycling 
increased from 0.72 million tonnes in 2000 to 
11.7 million tonnes in 2015.

Today, the total volume of Chinese recycled 
non-ferrous metal products has continued to 
exceed 10 million tonnes for five consecutive 
years, and the value of the sector’s industrial 
production exceeds RMB 500 billion. CMRA 
notes that China is now the largest consumer 
of recycled non-ferrous metals as well as the 
largest importer of scrap metals in the world.

Metal Bulletin Magazine asked CMRA what 
the association sees as the key opportunities and 
challenges facing its membership in 2016-17. 
Wang Jiwei, CMRA general secretary, gave 
these answers:

The greatest opportunity is the support 
that government policy is giving to the 
industry. This year is the first of China’s 13th 
Five-Year Development Plan, in which the 
Chinese government has set up a goal to 
speed up development of an ecologically 
minded public. More specifically, its goal is 
to quickly build a society that is resource-
saving and environmentally friendly, 
consumes less carbon and encourages 
recycling.

The government is also implementing strict 
environmental protection laws. In the draft 
environmental protection tax laws published 
in 2015, the tax for air pollution and water 
pollution (per equivalent unit of pollution) is 
RMB 1.2 and RMB 1.4, respectively. The tax 
for residue is RMB 15/tonne. 

Since metal recycling has more advantages 
than primary metal smelting in terms of 
saving costs and energy, reducing emissions 
and having a lower environmental impact,  
the opportunities for metal recycling industry 
development in China during 2016-2020  
are many.

The biggest challenge will be the upgrade of 
China’s metals recycling industry in tough 
times for markets. Continuously low 
commodity prices make it more difficult for 
metal recycling companies to manage their 
businesses. Nevertheless, even under such 
circumstances – and to comply with strict 
Chinese pollutant discharge standards for 
recycled copper, aluminum, lead and zinc  – if 
Chinese companies want to reach the standard 
of developed countries, or even higher 
standards, for pollutant discharge, they will 
need to speed up the upgrading of equipment, 
improve production efficiency, make their 
production lines cleaner, save water, deal with 
pollution, transform recycling technologies, 
and raise the levels of industry development.

Addressing priorities
The key is innovation. That includes 
innovative recycling models through use of 
the internet, technological innovation to 
improve production efficiency by upgrading 
equipment, and innovation on production 
models by working out how to utilise 
discharged resources and comprehensively 
recycle mixed multiple metals.

It also means innovations on co-operative 
models in the sector, with the help of green 
finance and capital markets by way of listing 

on the stock market, merging, restructuring 
and co-operation on capacities.

We need to minimise the difference between 
China and overseas countries in recycling 
modes, ways of classification, processing 
technology and equipment, product 
applications, business models and management. 

In particular, we need to try to achieve  
these tasks:
– Ensure the supply of raw materials, 
innovate recycling models, and increase the 
volume of recycling in China. Co-operate 
more with overseas companies and ensure the 
imports of scrap.
– Solve the problem of over-production, 
eliminate out-of-date equipment and 
technology, and strengthen product quality 
control. 
– Improve innovations, profit-making 
abilities and market competitiveness, and 
increase the added value of products.
– Strengthen the development of 
environmental protection, raise the level of 
clean production and pollution control.
– Offer more education and training to 
improve the skills of employees.
– Improve risk management on markets, 
foreign exchanges, and the money supply 
chain, as well as improve company financial 
structures. 
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output of secondary aluminium 
should reach 9 million tonnes  
by 2020.

Aluminium scrap imports will 
continue to shrink if a price gap 
between domestic and international 
scrap persists. China still accounts 
for about a quarter of global 
aluminium scrap imports, but five 
years ago its share was almost a 
third. Aluminium scrap imports 
declined from about 2.7 million tonnes 
five years ago to around 2.09 million 
tonnes in 2015, according to China 
customs and CMRA data (see chart).

Meanwhile, domestic scrap 
generation has climbed from about 
2.2 million tonnes to 3.6 million 
tonnes over the same period. 
Domestic scrap generation for 
2015 is estimated to have reached 
3.9 million tonnes, and forecasts 
suggest that the figure could reach 
nearly 6 million tonnes in 2020.

It is probable that the growing 
importance of domestically 

Automotive production and 
secondary aluminium output 
growth have shown a close 
correlation (see graph). China’s 
vehicle production last year was 
24.5 million units.

Outlook
The most advanced secondary 
aluminium companies in China are 
embracing digital technologies to 
optimise their businesses. 
Examples include an ‘app’ and 
website for information about 
beverage can and other types of 
recycling, and e-commerce for the 
scrap trade. Automatic and smart 
sorting are increasingly being 
deployed , together with value-
added logistics (software-based 
distribution and delivery planning) 
and financial services. Deeper 
analysis of production data is being 
used to support decision-making.

Other innovations gaining 
traction in China’s industry 
include the construction of 
secondary aluminium smelters 
closer to large customers in order 
to supply molten aluminium 
rather than ingot. Aluminium 
fabricators and wheel 
manufacturers are paying more 
attention to the value of recycling 
the scrap they generate and plan to 
build new secondary smelters to 
treat their own new scrap. And the 
latest production technologies 
being deployed include 
twin-chamber furnaces, 
regenerative combustion, as well 
as dross and slag treatment.

The author is Head of the Research 
Department of CMRA

generated and consumed material 
will also encourage more secondary 
aluminium businesses to update 
older low-efficiency recycling 
systems by new technology. Some 
will also increase outward investment 
in China’s neighbouring countries, 
including Malaysia, Vietnam and 
Thailand, to optimise the value chain.

Consumption trends
China’s overall apparent 
consumption of aluminium 
climbed from 20 million tonnes in 
2011 to about 28 million tonnes in 
2014, according to Antaike data. 
Estimated apparent consumption 
last year reached more than 30 
million tonnes.

The three largest sectors for 
consumption account for just over 
three-fifths of the total between 
them: architectural uses 
accounting for over a third alone; 
electrical applications for 14%; and 
transportation for 12% (see piechart). 

Aluminium consumption
in China*

36% Architecture

 12%
Transportation

 
Packaging 5%
 

Manufacturing 6%

 
Electric 14%

11% Consumer

16%
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Source: Antaike*Data for 2014

Strong positive correlation between
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China’s copper scrap markets have changed.  
Kiki Kang outlines the new scene
China’s appetite for copper scrap imports saw 
the third consecutive year of decline in 2015. 
Less than a quarter of China’s refined copper 
production was made from scrap last year. 
Price concerns, policy barriers and 
competition – by substituting concentrate or 
cathode at times – were all challenges faced by 
China’s scrap sector.

Three years ago, the proportion of China’s 
raw material consumption for refined copper 
production was 70% from concentrate and 
30% from scrap, which was believed to be a 
normal level. The usage picture now, however, 
has changed.

China’s refined copper output reached 7.38 
million tonnes in 2015, up 7.7% on an annual 
basis, in which 5.6 million tonnes (76%) were 
from mine supply and only 1.78 million tonnes 
(24%) were from scrap, according to data 
provided by Antaike.

Last year followed a declining trend in 
China’s rate of copper scrap usage, which saw 
it fall from 33.7% in 2012 to 30.7%, and then 
to 27.5%, in 2013 and 2014, respectively. 
China’s imports of copper scrap echoed that 
trend during the past three years, with imports 
totalling 3.66 million tonnes in 2015, down 
5.58% from 2014, and 24.71% from 2012, 
Chinese customs data showed.

Current forecasts for copper prices imply 
that it is unlikely that the trends will change in 
the near term. Lower copper prices on the 
LME, which fell by about 25% during 2015, 
made sellers less willing to sell scrap. Major 
Chinese scrap distributors reported  
difficulties in securing resources from  
overseas markets.

As overseas sellers tightened their offers, 
Chinese buyers also struggled to accept the 
narrow spread between copper cathode and 
scrap. “Only traders can have a slight margin in 
scrap business when the Shanghai-London 
arbitrage window opens. Producers mostly 
lost money in scrap,” one major scrap 
distributor said.

Losses in the scrap import business has 
become a “new normal” in China’s scrap 
market since four years ago. Back then, 
companies importing copper scrap paid value 
added tax (VAT) in full first, before reclaiming 
a refund for 50% of the value. However, that 
policy was scrapped in January 2011. 

Two years ago, China Nonferrous Metal 
Industry Association Recycling Metal Branch 
submitted a proposal to the government to 
reinstate the 50% VAT rebate, but there has 
been no progress on this issue since then. There 
have been separate rumours that some local 
governments provide subsidies for scrap 
imports, but, even if true, those were not enough 
to change the big picture of the scrap market.

Substituting for scrap
Besides losses from using scrap, there have 
also been more favorable options for both 
smelters and secondary producers in the  
past year.

Owing to the production expansions at 
existing mines and ramp-ups at new mines, 
global concentrate supply was looser, 
increasing smelters’ bargaining power in TC/
RC negotiations.

In 2015 the long-term TC/RC contract for 
concentrate was settled at $107/10.7 cents, 

while Metal Bulletin calculated the spot copper 
concentrate index average to be $95.49/9.549 
cents last year. 

Although the long-term benchmark 
number for 2016 declined to $97.35/9.735 
cents, and the current spot level is around 
$85/8.5 cents, that still covers Chinese 
smelters’ production costs very well. That is 
why China’s copper concentrate imports kept 
hitting record highs, with total shipments in 
2015 up by about 12% year-on-year to 13 
million tonnes. 

Secondary producers also have more 
attractive options when they were struggling 
to find enough economically viable scrap. 
With lower copper prices as well as premiums, 
buying refined copper appeared to be a more 
sensible choice.

“Cathode in the domestic market was 
sufficient and traded with a discount over 100 
yuan for most of the time. As financing 
demand shrunk after Qingdao, there was more 
chance for the arbitrage window to open to 
encourage buying activities, so it was much 
easier to get business done with cathode rather 
than scrap,” said one secondary producer in 
Shandong.

Quality concerns
Tax issues presented Chinese scrap importers 
with another problem. They made them less 
competitive compared with other Asian 
countries, which resulted in a falling quality 
level of the products that they bought.

Less good-quality copper scrap, like No.1 
and No. 2, were delivered into China. More 
cables and discarded motors are being 
imported. “The 17% VAT is the main barrier 
here – actually, imported scrap parts also 
causes pollution problems to the environment,” 
said one Guangdong scrap trader.

More processing facilities overseas are 
another reason. For example, Chinese 
importers have seen less No.1 copper scrap 
from the USA in recent years as more scrap 
processors in the region of origin prefer to use 
it directly, said Chinese market participants.

The USA remained the largest source of 
China’s scrap imports in 2015, while the total 
volume of imports was down 12% on an annual 
basis. Hong Kong, Australia, Malaysia, 
Germany, Netherlands, Japan and the UK 
were the largest exporters to China, 
accounting for about three -quarters of China’s 
total shipments (see chart).

Zhejiang and Guangdong provinces are the 
top two biggest scrap importers in the country, 
while Shandong, Jiangxi and Anhui received 
the highest quality scrap imports. Scrap 
companies in Guangdong are mostly involved 
in the dismantling business, while Shandong’s 
are mainly focused on copper rod and wire 
production.

Copper scrap in China

China’s sources of copper
scrap by country*
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The European Commission recently 
published a package of legislative 
proposals aimed at creating a real 
circular economy in Europe, in 
which ‘waste’ is used as a valuable 
resource and also enhances growth 
and jobs. 

Aluminium is an essential 
contributor to achieving a transition 
to the circular economy, as it can be 
endlessly recycled without losing its 
properties or quality. Europe is the 
world leader in aluminium recycling 
per capita (see chart), but the region 
still has the capacity to recycle even 
more. 

Aluminium demand is growing 
worldwide, given its applications in 
low-carbon mobility, resource-
efficient packaging and energy-
efficient buildings. The metal is 
durable and its recyclability makes it 
a material with permanent 
properties. 

Europe’s circular economy 
package is a landmark step towards 
a more resource-efficient region. It 
will help the EU to maintain its 
leadership in recycling and drive 
sustainable growth in the European 
economy.

The next step is critical. The 
European Parliament and EU 
Member States have the 
responsibility to review the proposal 
and to make sure that it is fit for 
purpose. Translating the 
Commission’s proposals into an 
efficient and achievable policy 

framework relies on a global 
mindset and strong recycling 
ambition, but balanced with 
consideration for national 
infrastructure and capability, and 
effective enforcement.

International perspective
The EU exported about 1 million 
tonnes of aluminium scrap to 
countries outside the region in 2014 
– a resource loss that makes Europe 
even more reliant on imports.

Greater investment in Europe’s 
own collection and sorting 
infrastructure could reduce the 
amount exported. When scrap is 
exported the energy ‘embedded’ in 
the metal is exported with it. Based 
on the fact that aluminium recycling 
saves up to 95% of the energy 
required to produce primary 
aluminum, recycling 1 million tpy in 
Europe would save the equivalent of 

the annual energy consumption of 
countries such as Latvia or 
Luxembourg, or one-fifth of the 
annual consumption of Denmark.

Scrap in itself is effectively a large 
energy bank. There is a need for 
better monitoring of scrap 
availability for European recycling 
activities to grow. Although 
estimates run at a healthy 3-4% 
growth a year in the production of 
recycled aluminium, scrap exports 
have increased at a higher rate of 
15% on average since 2004. If an 
additional 1 million tonnes of 
aluminium scrap were to be recycled 
within Europe, rather than 
exported, the region’s own 
production of recycled aluminium 
could be 21% higher than it is now.

Existing EU infrastructure
With high end-of-life recycling rates 
for its products, the European 
aluminium industry is an important 
contributor to a resource-efficient 
economy. Increasing recycling also 
helps to reduce Europe’s energy 
consumption and greenhouse gas 
emissions. Europe is number one in 
aluminium recycling production per 
capita worldwide. However, 
increasing aluminium scrap exports 
towards other regions (mainly to 
Asia) may threaten this leading role.

Europe’s aluminium recycling 
industry already has an 
infrastructure that is well spread out 
across Europe (see chart).

The region’s circular economy 
strategy provides an opportunity for 
the aluminium sector to confirm its 
leadership with best-in-class 
practices and to support the 
transition to a more resource-
efficient economy. 

Key priorities 
The European Commission’s clear 
and consistent recycling definitions 
are very encouraging. The proposal 
to move the point of measurement 
of recycling to after the sorting phase 
– rather than at the collection phase 
– will ensure that Member States 
report on real recycling results.

The “final recycling process” as 
defined by the new proposal rightly 
defines the final recycling step after 
mechanical sorting operations and it 
reflects the fact that remelting and 
refining facilities are the last actors in 
the whole recycling chain in 

EU regulatory impacts 
on aluminium recycling

Aluminium recycling capacities in Europe

Source: European Aluminium Statistics
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European Commission proposals to enhance  
the efficiency of material recycling in the EU to 
create a true circular economy can impact the 
volumes of raw material for aluminium recycling 
if they are effectively implemented, writes 
European Aluminium recycling director 
Magdalena Garczynska.* She outlines  
the potential pros and cons
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Europe. In the previous legislation that 
aspect was overlooked and mainly collection 
for recycling was considered to be the 
recycling activity. 

In order to ensure the efficient use of 
existing and modern recovery facilities in 
neighbouring countries, the free movement 
of scrap for recycling within the EU should 
be encouraged. Removal of the remaining 
internal market barriers is critical to 
achieving this.

Aluminium scrap exported from the EU 
should only be included in the European 
statistics defining recycling targets if there is 
evidence that equivalent environmental, 
health and safety standards are applied when 
the material is recycled outside the region. 
European recyclers can face unfair 
competition from those recyclers outside the 
region who do not respect the standards 
equivalent to the EU’s for the treatment and 
re-melting of aluminium scrap.

Indeed, the European Commission has 
actually proposed that in order to get official 
recognition in the EU’s statistics for scrap 
recycled outside Europe, scrap exporters 
should have to prove that equivalent 
environmental standards as in the EU  
are applied in the recycling (remelting/ 
refining) facilities to which the material is 
exported. 

European Aluminium is confident that the 
new split aluminium packaging recycling 
targets can be met, provided all recovery 
options can be made use of. Consequently it 
is important that the new proposal refers to 
the additional recovery of metals from 
mixed-waste incinerator bottom ashes, 
although this should remain a ‘second-best’ 
option after separate collection and sorting at 
source. Besides, the new waste targets reflect 
that the Commission has recognised that 
some member states need extra time in order 
to catch-up with the best-in-class.

Specific re-use and recycling targets are 
also needed for construction and demolition 
waste (CDW). So-called ‘backfilling’ belongs 
to the linear, not circular, economy and 
should not be considered as recycling. The 
European Commission’s proposals could 
have been more ambitious in this regard. 
With less than 10% of CDW being recycled 
today, a specific re-use and recycling target is 
still missing and would help boost progress 
towards a circular economy.

While it is disappointing to see that the 
Commission has not fully banned landfilling, 
the association recognises that the proposal 
progressively to phase out the landfilling of 
recyclable waste to a maximum of 10% 
marks an important step forward. Member 
States must now be encouraged to invest in 
efficient collection and advanced sorting 

systems and separation technologies to 
ensure disposal of waste is minimised.

Sustainability road map 
Resource efficiency is only one of many facets 
of sustainability. Aluminium can contribute 
to all of them, supporting the move towards a 
sustainable future in a holistic way while 
enhancing the competitiveness of the 
European aluminium sector. 

With this concept firmly in mind, the 
European aluminium industry publicly 
launched its Sustainability Roadmap towards 
2025 in April last year. It is an ambitious 
project organised into three main areas: 
responsible production, innovative 
applications and socio-economic 
contribution, covering the whole value chain 
from alumina and primary production 
through to semi-fabrication, end-use 
products and recycling. 

The specific targets set for each of these 
areas go beyond the legislative requirements 
and support societal change at European and 
global level. 

The industry already has a demonstrable 
track record of continuous 
self-improvement. This is reflected in the 
Sustainable Development Indicators (SDIs), 
publicly reported by the European 
Aluminium Association since the late 1990s.

The SDIs show that the European 
aluminium sector has reduced its own CO2 
emissions by more than 50%, and PFCs 
emissions by 90%, based on 1990 levels. 
Other notable improvements have been 
made, including a reduction by almost 80% 
in the Total Recordable Incident rate (TRI) 
and a 100% increase in training hours per 
person per year.

The Sustainability Roadmap is the result 
of intense discussion and collaborative 
thinking among the European Aluminium 
Association’s members across the whole 

value chain, as well as with key stakeholders 
such as EU decision-makers, customers and 
NGOs. The aluminium industry operates 
strategically in industrial clusters and never 
in isolation from key sectors such as 
transport, building, aerospace and packaging 
at European and global scales. 

The Sustainability Roadmap is a 
fundamental instrument in positioning the 
aluminium industry as one of the front-
runners in global sustainability milestones. 
For example, the roadmap’s priorities on 
production, innovation and socio-economic 
benefits are aligned to international 
commitments, including the UN sustainable 
development goals for 2030 and the Paris 
COP21 climate change agreement. Europe’s 
decisionmakers have welcomed the step 
forward in cooperation and designing long-term 
plans for a sustainable industrial base in Europe. 

However, the ability to deliver on 
aluminium’s potential depends on having the 
right operating conditions and EU decision-
makers have a pivotal role to play in 
unlocking this potential. The Sustainability 
Roadmap has now entered its 
implementation phase and concrete action 
plans and timelines are being defined for the 
industry, with the coordination and support 
from the association and the participation of 
external stakeholders.

We will continuously monitor our 
progress and report transparently through 
our SDIs and via continuous dialogue with 
the full spectrum of our stakeholders. We 
have also planned a comprehensive 
mid-journey evaluation of our progress four 
years from now, in 2020.  

*This article was co-authored by Magdalena 
Garczyńska, recycling director, and Coline 
Lavorel, manager public affairs and 
sustainability, of European Aluminium, based 
in Brussels, Belgium

European Aluminium
The European Aluminium Association, 
founded in 1981 and now known simply as 
‘European Aluminium’, represents the 
whole value chain of the aluminium industry 
in Europe, from alumina and primary 
production to semi-finished products (i.e. 
flat rolled products, extrusions), end-use 
products and recycling. The European 
aluminium industry indirectly  employs  
about  1 million people and yields an annual  
turnover of €38 billion. 

The association engages with European 
decision makers with the aim of creating a 
sustainable business climate for the 
aluminium industry in Europe and 

promoting aluminium as an innovative and 
sustainable material for the future of the 
region. Through environmental and 
technical expertise, economic and statistical 
analysis, scientific research, education and 
sharing of best practices, public affairs and 
communication activities, European 
Aluminium promotes the use of aluminium 
as a material with permanent properties that 
is part of the solution to achieving 
sustainable goals. Based in Brussels, the 
association represents about 75 companies 
and national associations across Europe. Its 
members operate more than 600 plants in 
30 European countries.
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The global downturn in ferrous markets has left 
demand for direct reduced iron in the doldrums.  
But as the DRI industry tackles its own supply-side 
challenges, the advantages of its products make 
longer term prospects brighter, reports Nina Nasman

The direct reduced iron (DRI) 
industry has grown exponentially 
over recent decades, driven by the 
availability of direct reduction (DR) 
pellets and cheap natural gas. Yet 
recent supply challenges for pellets 
and gas, coupled with global steel 
overcapacity and falling prices of 
scrap – a lead indicator for DRI given 
its use in electric arc furnaces (EAFs) 
– has left the industry squeezed on all 
sides since last year. 

Global production of DRI fell by 
6% year-on-year to 59.37 million 
tonnes in 2015, according to data 
from the World Steel Association 
(worldsteel). The market for 
hot-briquetted iron (HBI), a form of 
DRI made for transportation, has 
arguably been even harder hit. 

“There is about 20 million tpy of 
commissioned merchant HBI 
capacity in the world, but almost 17 
million tpy is idled or has switched to 
hot-linked DRI,” said Stuart Horner, 
secretary general of the International 
Iron Metallics Association (IIMA), 
estimating current reliable 
availability at only 2.5-3 million tpy.

Supply-side tightness
The DR pellet segment, a small 
fraction of the global seaborne iron 
ore market, has tightened since 
November 5, when Brazilian 
producer Samarco halted output 
after a severe tailings dam collapse. 
The 50:50 Vale and BHP Billiton 
joint venture has a 30.5 million tpy 
pellet capacity, half of which is 
estimated to be for DR purposes. 

Operations at Samarco are 
unlikely to restart until 2017, leaving 
a supply gap to be filled by the few 
existing DR pellet producers, 
including Vale, Sweden’s LKAB, Rio 
Tinto’s Iron Ore Co of Canada, 

Bahrain Steel, and more recently 
US-based Cliffs Natural Resources.

Tighter supply has also resulted in 
higher input costs for many DRI 
producers. DR pellets are generally 
sold on long-term contracts, with 
prices settled on a quarterly or annual 
basis and consisting of a benchmark 
62% Fe iron ore index price – 
currently below $60 per tonne cfr 
China – plus an iron content 
adjustment and a premium for the 
higher quality pellet material. “I 
understand that the DR pellet 
premium for 2016 is now $45 per 
tonne, compared with $35 per tonne 
in 2015 for annual contracts, which 
makes a lot of DRI producers less 
competitive,” Atilla Widnell, senior 
metals analyst at Metal Bulletin 
Research, said.

Limitations in gas access have 
challenged many DRI producers in 
the Middle East and North Africa 
(Mena) region, where the steel 
industry has not always been 
prioritised in the allocation and 
subsidisation of gas contracts.

Early last year, Al Tuwairqi Steel in 
Pakistan began moving its DRI 
operations out of the country to 
Saudi Arabia, blaming high 
production costs and failure to access 
cheaper gas supplies from the 

Pakistani government. Egypt’s 
biggest steelmaker Ezz Steel 
launched a new DRI plant in 
late-2015 at the height of an 
economy-wide gas shortage. Initially 
operating at a reduced run rate, it 
exceeded its planned output by late 
February as gas supply issues eased.

Demand, price challenges
Weak steel markets and falling scrap 
prices have added pressure on DRI/
HBI demand and prices. 

DRI producers in the Far East 
were some of the first to struggle due 
to growing competition from 
Chinese billet imports. Now, amid 
global overcapacity and a slowdown 
in China’s steel consumption, the 
negative pricing and volume effects 
of increased ferrous competition are 
being felt globally. Some steelmakers 
in the Gulf Cooperation Council 
region, mainly producing DRI for 
captive purposes, are also suffering. 

“If Chinese import flows keep 
coming, it may be more profitable to 
sell HBI to the market than consume 
it,” Widnell said. But prices for HBI 
have not been faring well either 
recently. “In the beginning of 2015 
things were reasonable in terms of 
HBI prices, but by the end of last 
year, prices had fallen in all markets,” 
Horner said. “The sudden 
emergence of cheap Chinese billet in 
the market dragged down prices for 
scrap, pig iron and HBI.”

Metal Bulletin’s daily ferrous scrap 
index for USA-origin HMS 1&2 
(80:20 mix) material dropped to a 
low of $169.92 per tonne cfr Turkey 
in mid-October last year, from above 
$300 per tonne cfr in early 2015. US 
steelmaker Nucor idled its $750 
million DRI plant in Louisiana last 
December amid the low-cost scrap 
alternative for its EAFs, but resumed 
DRI operations in late January as the 
raw materials market changed. 

For some, the pressure proved too 
much. ArcelorMittal permanently 
closed its Point Lisas facility in 
Trinidad & Tobago, including 
550,000 tpy of HBI capacity, on 
March 11, blaming increases in 
energy prices, port rental fees and 
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new taxes, amid global pressures, for 
its reduced competitiveness. In its 
key market, USA, imports of DRI/
HBI dropped to 1.86 million tpy in 
2015, from 2.39 million tpy in 2014, 
according to data from IIMA.

Only way up?
With talk of steel production cuts in 
China, prices for finished product as 
well as raw materials have increased 
since February with the Turkish 
scrap index up at nearly $230 per 
tonne cfr on March 22.

Metal Bulletin Magazine sister 
publication Steel First’s weekly 
export price assessment for 
Venezuela-origin HBI stood at 
$180-200 per tonne fob on March 
18, up by $45 from lows in the last 
two months of 2015, but still $100 
below highs early last year. “There 
will be some respite in terms of HBI 
prices for the next three to four 
months: we expect scrap prices to 
stay high until August and HBI will 
rise alongside them,” Widnell said. 
“Profitability will depend on the 
strength of DR pellet prices.” But he 
added that the third and fourth 
quarters will be challenging for  
HBI producers, with scrap prices 
likely to drop at the end of the  
third quarter.

HBI buying activity may also take 
more time to rise, with Horner 
predicting that it will take another 
12-18 months until demand 
improves. “I don’t think we’re in a 
real recovery yet, but it will come,” 
Robert Hunter, products and 
applications manager at Midrex, 
said. “The mere fact that China is 
taking steps to reduce its 
overcapacity indicates that things 
may be changing.”

Cutting emissions
Despite current market challenges, 
several DRI/HBI projects are close 
to start-up or being developed with 
new sources of demand building up.

“HBI moving to standard usage in 
blast furnaces – that’s what we think 
is going to change,” Christopher 
Ravenscroft, global marketing 
communications manager at 
technology provider Midrex said, 
noting the operational rather than 
technological adjustment involved. 
While not a new practice, 
Voestalpine is leading the more 
recent shift in use of HBI, as half of its 

2 million tpy Texas plant’s output will 
feed into its blast furnaces in Austria. 
If that approach proves successful, 
more steelmakers could follow suit.

The metallic offers both quality, in 
terms of low trace elements, and an 
intermediate step to support tighter 
environmental regulations, 
according to Horner. 

“Given the push in Europe to 
reduce emissions in energy-intensive 
industries, we believe the use of HBI 
in blast furnaces is a more powerful 
tool than all other measures 
combined,” Hunter said, noting the 
‘remarkable’ productivity increases 
and lower fuel consumption at mills.

Regional opportunities
North America continues to be the 
region with the highest potential for 
DRI production. “There’s been a 
resurgence in technology, low natural 
gas prices, access to iron ore and 
several locations where merchant 
HBI or integrated steelmaking plants 
can be set up,” Hunter explained.  
“A US futures market in natural gas 
also helps to stabilise pricing and 
allows hedging.”

The USA could also turn from a 
net importer to a net exporter of HBI, 
Horner said, once Voestalpine’s 
Texas plant comes on stream. 

On new production, Société 
Internationale Métallique is 
expected to open a 2 million tpy HBI 
plant in Canada in 2019, while 
Northern Iron Corp and Rockex 
Mining are also planning HBI 
facilities there. Further opportunities 
also exist in Mena, Russia and the 
CIS. Russia’s largest iron ore 
producer, Metalloinvest, is set to 
open a new 1.8 million tpy HBI plant 
this year and has ambitious plans to 
reach 7.7 million tpy total DRI/HBI 
production by 2023, citing 
competitive operating costs as well as 
high margins and low volatility of 
HBI prices compared with other 
ferrous products. Rising Russian 
volumes lifted Italian and Spanish 
imports of DRI/HBI by 33% 
year-on-year to 1.65 million tpy in 
2015, according to IIMA.

Interest is also growing in Iran, the 
world’s second largest DRI producer 
with 14.62 million tpy of output in 
2015. In January, Italian technology 
provider Danieli Group signed a deal 
worth $2 billion to set up Persian 
Metallics, a joint venture in Iran with 

local and international investors to 
produce around 6 million tpy of DR 
pellets.

Midrex also expects to see further 
growth in Iran’s DRI sector, with 
parent company and owner of the 
technology, Japan’s Kobe Steel, in the 
country promoting and developing 
projects. “It will take a few years to 
make sense of the situation and for 
the market there to pick up, as some 
sanctions have been lifted, but not 
all,” Ravenscroft said. “Any country 
trying to play catch-up after 
significant isolation will see 
significant growth – we’ve seen that 
in China, and we will continue to see 
that in Iran.” 

Widnell noted that Iran could raise 
HBI production given excess 
capacity, but that demand depends 
on the price and value in use 
compared to other raw materials. 
“Iran is trying to sell HBI to China, 
but they will need to sell HBI cheaper 
than Japan sells scrap to China to be 
really cost-competitive,” he added.

India could also be a natural 
market for Iranian HBI, helping to 
displace some of the South Asian 
country’s coal-based DRI capacity, 
Horner said.

Meanwhile, existing output from 
Libya, Egypt and South Africa could 
be complemented by new 
production elsewhere on that 
continent. “I can see DRI production 
kicking off in the future in some 
places in Africa, particularly in 
Algeria, Nigeria and Angola where 
iron ore and gas are available,” said 
Francesco De Martino, Danieli’s 
vice-president, key account 
management for the African region.

It will take at least another five 
years for the latter two to develop the 
necessary infrastructure for such 
projects, he added, while smaller 
scale projects could be more 
economically feasible. In Algeria, 
Turkish steelmaker Tosyali Holding 
plans to build the world’s biggest 
combined hot and cold, 2.5 million 
tpy, DRI plant at its existing 
steelmaking facility.

Despite many headwinds, DRI/
HBI remains a growth industry. “It’s 
a gruelling period for the steel 
industry, but we see DRI as vital for 
better and smarter steelmaking going 
forward,” Ravenscroft said. “We 
don’t see DRI as a panacea, but it will 
help with more efficient production.”

‘I can see DRI 
production 
kicking off in 
the future in 
some places 
in Africa, 
particularly in 
Algeria, Nigeria 
and Angola’
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India’s DRI sector is extensive, but much of it is 
working under capacity. Kunal Bose explains why
Three years ago, India set a total 
steel capacity target of 300 million 
tpy by 2025. This was set by the 
previous United Progressive 
Alliance government, but the 
present coalition government 
headed by Narendra Modi of the 
Bharatiya Janata Party is sticking to 
the target even though it appears 
overly ambitious.  

Major steel groups have had 
frustrating experiences in land 
acquisition and getting iron ore 
mines allotted despite commitments 
by host state governments. “Take it 
for granted, we will not be anywhere 
near that [300 million tpy] capacity 
by 2025. At the same time, the 
compulsion to grow steel capacity 
rapidly to meet rising domestic 
demand will build up,” says 
Deependra Kashiva, executive 
director of the Sponge Iron 
Manufacturers Association (SIMA). 
“As we are encountering major 
problems in acquiring big parcels of 
adjoining land of up to 5,000 acres to 
house BF-BOF based large capacity 
steel plants, greater reliance is to be 
placed on building capacity through 
electric arc furnace and induction 
furnaces where land requirements 
are much smaller,” he adds. 

In India’s crude steel production 
of 89.582 million tonnes in 2015, 
the “secondary” sector, comprising 
EAF and IF units which use sponge 
iron (DRI) as feedstock, had a share 
of 56%. In fact, for many years, 
output from this sector has 
exceeded the BF-BOF mills. Sponge 
iron is a substitute for steel scrap, but 
the growing import of steel melting 
scrap, aided by low duty, is working 
against it. 

Small units multiply 
But India’s DRI sector also has a 
very large idle capacity. Sanjay 
Patnaik, ceo of Tata Sponge Iron, 
India’s biggest merchant DRI 
producer, says that because of the 
commissioning of a large number of 

uneconomically-sized coal-based 
sponge iron plants during 2002-10, 
average overall capacity use by the 
industry, including gas-based units, 
was down to 35.89% in 2014-15 
from 48.09% in the previous year. 
He adds that small coal-based plants 
that are found across the country are 
not environmentally-friendly nor do 
they have facilities to capture the 
waste gas from sponge iron-making 
kilns for power production. 

DP Deshpande, managing 
director of Tata Sponge Iron, thinks 
that it is unfair to put an 
“environment polluter tag” on the 
sponge iron industry as a whole for 
the “irresponsible acts” of some 
units. “Look at Orissa where the 
industry has a large profile. DRI 
units in the state fully conform to 
exacting environmental 
performance standards laid down 
for the industry,” he stresses. 

The government should make it 
mandatory that in future “only kilns 
with daily production capacity 
between 350 and 500 tonnes, and 
with facilities to capture waste gas 
for producing power, will be allowed 
to be built,” says Patnaik. In any case, 
as sponge iron has gone through a 
downturn in synchronisation with 
steel in the past three years, only 
serious players are left in the field to 
build new units and make 
brownfield expansions.  

Of India’s total DRI capacity of 
48.63 million tpy, coal-based plants 

have a share of 36.03 million tpy (see 
table); they range in capacity from 
the largest – 1.37 million tpy at 
Raigarh for Jindal Steel & Power – 
to only 15,000 tpy. Units using coal 
as the reductant number around 
400. The majority, “denied benefits 
of economies of scale, particularly in 
a market which remained depressed 
for three years up to 2015, are in a 
bad way,” says a steel ministry 
official. With many such plants 
either closed or operating on a 
“now-on now-off basis” depending 
on the market for sponge iron and 
the prices of iron ore and coal, 
capacity utilisation in this sector was 
39.74% in 2014-15, down from 
55.33% in the previous year 
according to SIMA’s data. 

Conditions remain difficult for 
the five gas-based DRI plants, which 
have a total capacity of 12.6 million 
tpy. Inadequate supply of gas 
resulting from a continuous fall in 
domestic gas production restricted 
capacity use to 24.90% in 2014-15, 
down from 27.23% in 2013-14. 
Essar Steel’s gas-based units at 
Hazira in Gujarat have the capacity 
to produce 6.8 million tpy. 

Predicted to fall 
“Going by the industry’s 
performance between April and 
December, I suspect that sponge 
iron production will fall by about 1 
million tonnes in 2015-16 from last 
year’s 17.46 million tonnes,” says 
Deshpande. Low sponge iron prices 
during this period led 
small- to-medium-size units in 
particular to either restrict or stop 
production altogether. 

Moreover, DRI demand took a 
knock as India’s saleable steel 
production declined by 1.4% to 
68.042 million tonnes in the first 
nine months of 2015-16. 

“Introduction of minimum 
import prices in early February this 
year by the government, ranging 
from $341 to $752 a tonne on 137 
steel products, gave a boost to local 
metal prices. In tandem, sponge iron 
prices first rose by Rs2,500 ($37.50) 
a tonne to Rs13,000 and then 
corrected to Rs12,000. Hopefully, 
prices will not slip any further,” says 
Deshpande. 

In India’s 2016-17 budget, the 
government doubled the ‘clean 
environment cess [tax]’ on coal to 
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Rs400 a tonne. “Doubling of the 
cess has an implication for our 
production costs and profit. 
Remember the cess is chargeable 
whether a plant is using imported or 
indigenous coal. We at Tata Sponge 
use about 330,000 tonnes of coal to 
make 390,000 tonnes of sponge 
iron. We are very largely using coal 
imported from South Africa and we 
are liable to pay the additional cess. 
My take on the issue is the industry 
will eventually be able to pass on 
extra production cost to 
steelmakers,” Deshpande 
comments. 

SIMA contends that growing 
imports of foreign-origin steel 
melting scrap, aided by a low import 
duty of 2.5%, are harming sponge 
iron makers. “India’s imports of 
steel scrap rose from 4.57 million 
tonnes in 2013-14 to 5.4 million 
tonnes in 2014-15. Between April 
2015 and this February, our imports 
amounted to 5.44 million tonnes. 
We will finish 2015-16 with imports 
of over 6 million tonnes,” says 
Kashiva. 

“I’m aware of the merits of 
recycling. But is it not in the interest 
of the country that instead of 
importing scrap, we use plentiful 
locally-mined iron ore and support 
jobs in the value chain from mines to 
metallics? To create conditions for 
using more sponge iron capacity, it is 
imperative that the customs duty 
should be set at a level which will 
discourage scrap imports,” states 
Patnaik. 

Consuming local fines 
RK Sharma, secretary-general of 
Federation of Indian Mineral 
Industries, says that over 30% of 
sponge iron production in the 
country is based on the use of iron 
ore fines. This provides a welcome 
market to the miners. “Our primary 
steel producers buy only lump ore 
and capacity use in the pellet 
industry, which uses fines, is less 
than 40%. Capacity and production 
growth of [EAF and IF] steelmaking 

will facilitate the consumption of ore 
fines from mines,” notes Sharma.

SIMA and the All India Induction 
Furnaces Association are in constant 
dialogue with the steel ministry to 
persuade the government to 
encourage capacity building in the 
EAF/IF sector. “The Indian 
experience is that building a large 
integrated plant using BF-BOF 
technology takes nothing less than 
ten years, because acquiring a few 
thousand acres of land and getting 
allotment of iron ore mines are so 
time-consuming,” says Patnaik. 

“Moreover, the country is 
annually importing over 50 million 
tonnes of metallurgical coal to 
support steel production. Unlike 
India’s very large reserves of 
non-coking coal, metallurgical coal 
deposits are limited and they are 
mostly of middling to inferior 
grades. Ideally then, new steel 
capacity in large volumes is to be had 
by way of building EAFs and IFs for 
which land requirements are 
modest. Moreover, unlike BF-BOF 
plants which lead to concentration 
of capacity in some pockets, EAFs 
and IFs can be built across the 
country and closer to the markets,” 
Patnaik adds.

Groups like JSPL, JSW Steel and 
Usha Martin make sponge iron for 
their own use. The major stand-
alone merchant producers such as 
Tata Sponge Iron are considering 
the “advisability of forward 

integration into steelmaking. Yes, at 
some point we may start making 
steel and cease to be a pure merchant 
producer,” says Deshpande. 

Since many sponge iron makers 
are making losses, the industry is 
ripe for consolidation. This has 
already started happening. For 
example, JSW Steel, which aims to 
achieve a steel capacity of 40 million 
tpy by 2025 from 14.5 million 
tonnes now by using both BF and 
EAF production routes, first bought 
Ispat Industries and then Welspun 
Maxsteel, both with large sponge 
iron plants. 

It is certain, however, that quite a 
few polluting small units will be 
scrapped on government 
intervention. 

Industry officials assert that 
sponge iron makers need 
government support for 
cost-effective procurement of iron 
ore and coal and for bringing down 
the logistics cost that amounts to 
anything between 50% and 100% of 
ex-mine mineral prices. 

SIMA’s Kashiva wants the 
government-owned iron ore 
producers NMDC and OMC to 
ensure that small sponge iron 
makers get their supplies without 
any problems. But most 
importantly, iron ore deposits for 
captive ownership should be 
earmarked for sponge iron 
producers. According to a new 
dispensation, parties will have to 
participate in auctions to get mines 
allocation.

Kashiva also would like to see the 
“reservation of a good number of 
mines bearing high grades of 
non-coking coal for the sponge iron 
industry.  

Gas-based sponge iron units are 
having to compete with fertiliser 
and power plants, which are 
sometimes given priority for gas. 
The gas production outlook has, 
however, improved following the 
government’s recent offer of price 
incentives. “It is at the behest of the 
government in the past that 
gas-based sponge iron units were set 
up. So they should get much bigger 
allotment of gas whenever supply 
from domestic fields improves,” says 
an industry official. 

The author is a specialist writer based 
in Kolkata.

Production and capacity utilisation
 2013-14 2014-15 % growth 
Gas-based production, tonnes 2,614,319 3,137,062 +20.0
Installed capacity, tpy 9,600,000 12,600,000
Capacity utilisation, % 27.23 24.90

Coal-based production, tonnes 15,492,905 14,318,607 -7.6
Installed capacity, tpy 28,059,000 36,030,000
Capacity utilisation, % 55.33 39.74

Total, gas + coal based  18,107,224 17,455,669 -3.6
Total installed capacity 37,659,000 48,630,000
Overall utilisation, % 48.09 35.89

Source: Sponge Iron Manufacturers Association

India’s DRI production in 2014-15*
 Q1 Q2  Q3 Q4 Total
 (Apr-Jun) (Jul-Sep) (Oct-Dec) (Jan-Mar)
Gas based 825,410 589,251 853,682 869,719 3,137,062
Coal based  3,671,033 3,623,581 3,506,454 3,517,539 14,318,607
Total 4,496,443 4,212,832 4,360,136 4,386,258 17,455,669
*tonnes.                                                           Source: Sponge Iron Manufacturers Association
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The aluminium extrusions market in North America  
is still in a period of growth, reports Myra Pinkham

After several very strong years,  
US aluminium extrusions demand 
growth appears to be moderating, 
albeit at a very high level. This is to 
be expected with increased 
uncertainty about the future 
strength of the US economy, which 
is not necessarily good news for a 
market sector that tends to trend 
with domestic GDP growth. 

“2016 will be another good year, 
even though growth might not be 
quite as strong as it has been over 
the past few years,” Timothy Hayes, 
a principal with New York-based 
Lawrence Capital Management, 
predicts. “The market will still 
continue to build upon what has 
been a number of good years for 
domestic aluminium extruders,”  
he says.

It is partly a question of how high 
extrusions demand could go before 
they begin to stabilise. Jack Pell, 
vice-president of commercial sales 
at Sapa Extrusion North America, 
points out that the North American 
market is already riding a five-year 
high following the deep decline that 
it had suffered during the great 
2008-09 recession. “Companies are 
now finally getting back to normal 
and even adding inventories.”

An executive at another major 
US aluminium extruder says that 
beginning in the fourth quarter of 
last year he began to see some 
softening of demand. While he 
admits that that was at least partly 
due to seasonality, there could be 
other factors at play. 

Canadian extrusions demand, 
however, has been somewhat 
stronger than in the USA and is 
likely to remain so this year, says 
Robert Peacock, president of 
Brampton, Ontario-based Almag 
Aluminum. This, he says, is because 
the weaker Canadian dollar (versus 
the strong US dollar) has kept his 
local customers fairly busy. Still, 
while end-use demand there is 

good, “It hasn’t been going like 
gangbusters.”

US extruders also are largely 
“cheerful” about demand given that 
the first quarter remained fairly 
strong, says Sandra Buchanan, a 
metals analyst for Metal Bulletin 
Research; the question is how long 
that strength will last.

The rate of growth has already 
started to ease slightly, Hayes says, 
noting that while last year US 
aluminium extrusion shipments 
increased 5% to nearly 5.5 billion lb 
(2.5 million tonnes), that followed 
an 8% increase in 2014. He says that 
the rate of growth is likely to ease 
further this year to about 4%, to 
nearly 5.7 billion lb of extrusions. 
Others say the growth rate could 
even be as low as 2-3%. Jackie 
Reynard, customer service manager 
for Nanshan America Advanced 
Aluminum Technologies, Lafayette, 
Indiana, says that as of January, 
demand had only been 1% higher 
than a year earlier.

It does not help that there seem to 
be some clouds gathering over the 
US economy, observes Lynn 
Brown, managing partner of 
Dallas-based Consulting 
Collaborative. While better than 
preliminary estimates and holding 
up better than other regional 
economies, the US economy only 
grew by a 1% annualised rate 
following 2% GDP growth in the 
third quarter. 

And there are indications that the 
Commerce Department’s Bureau 
of Economic Analysis preliminary 
estimates of first quarter 2016 US 
growth will continue to be lacklustre 
given the recent weakening in US 
consumer confidence. Consumer 
spending tends to account for about 
70% of GDP growth. When the 
Conference Board announced that 
its consumer confidence index fell 
to 92.2 points in February from 
97.8 points in January, it also 

reported that consumers were not 
only more pessimistic about the 
short term outlook, but an 
increasing percentage – 12.0% 
versus 10.7% a month earlier – are 
expecting business conditions to 
worsen over the next six months. 

Cusp of a recession 
In general, the US manufacturing 
sector has been on the cusp of a 
recession. Not only was February 
US industrial production 1% below 
year-earlier levels, according to the 
latest data from the Federal 
Reserve, but the US purchasing 
managers’ index, as reported by the 
Institute for Supply Management, 
has been below 50 (therefore 
indicating that the sector is 
contracting) since October. This is 
despite continued, and growing, 
strength in the automotive market.

Moreover, construction activity, 
while on the rise, might not be quite 
as strong as previously anticipated. 
While the US Census Bureau 
reports that January construction 
spending was at its highest level 
since October 2008 and 10.4% 
higher than it had been a year earlier 
(albeit still 5% below its February 
2006 peak), the Architecture 
Billings Index, which is seen as a 
leading indicator of construction 
activity nine to twelve months into 
the future, has been hovering at the 
dividing line between expansion 
and contraction, inching up slightly 
to 50.3 points in February after 
falling to 49.6 points in January. 
This, according to Kermit Baker, 
chief economist with the American 
Institute of Architects (AIA), is 
despite “mostly sound” 
construction fundamentals. 

“January was a rocky month 
throughout the economy, with 
falling oil prices, international 
economic concerns and steep 
declines in stock market valuations 
in the United States and elsewhere,” 
he says. “Some of the fallout of this 
uncertainty might have affected 
progress on design projects.” In its 
recent semi-annual construction 
consensus forecast, AIA indicated 

US markets stay strong
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that non-residential construction 
could see an 8.3% gain in 2016 and 
grow by another 6.7% in 2017. 

Expectations of a stabilisation of 
aluminium extrusion growth rates 
will probably apply not only to the 
soft extrusions that account for most 
of the industry’s volumes, but also 
the hard alloy extrusions used in 
aerospace and defence applications 
as well, according to Ken Cooke, vp, 
global aerospace, at Oak Brook, 
Illinois-based Castle Metals. This, he 
says, is because while commercial 
aerospace build rates continue to 
increase, and are expected to keep 
doing so for the next several years, 
build rates for defence aircraft 
remain fairly flat as some military 
programmes ramp up and others are 
being discontinued. This, he says, is 
likely to keep the hard alloy 
extrusion growth rate at 3-4% in 
2016, similar to the growth rate it 
has seen in recent years.

About a quarter of all extrusions 
growth this year will be in the auto 
sector, according to Hayes. This, he 
says, is because of both rising auto 
build rates and an increasing amount 
of extrusions being used per vehicle. 
Nanshan’s Reynard says that auto 
demand is likely to remain very 
strong for the next five to ten years. 

Already, a record 17.4 million 
North American cars and light 
trucks were produced in 2015, 
according to Mike Jackson, senior 
executive for production forecasting 
at Lexington, Massachussetts-based 
IHS Automotive. Expectations are 
that auto output is likely to continue 
growing, albeit at a slower rate than 
seen in recent years, possibly 
reaching as high as 18.2 million 
vehicles this year and up to 19 
million vehicles by 2020. 

More lightweighting 
At the same time, the amount of 
extrusions per passenger car or light 
truck, including extruded shapes 
(which are largely used in such crash 
management systems as bumpers), 
extruded tubes (largely used for 
body and structural applications) 
and extruded rod and bar (largely 
used for anti-lock braking systems), 
are expected to see an accelerated 
rate of growth as automakers 
continue to look for additional 
lightweighting opportunities as a 
means to reach the much more 

restrictive fuel efficiency standards 
that are set to go into effect in 2025.

Abey Abraham, director of the 
automotive and materials practice 
of Ducker Worldwide, Troy, 
Michigan, points out that the 
average North American light 
vehicle already had about 31 lb of 
extrusions in 2015, up from about 
25 lb in 2012. He says that is 
expected to grow to 38 lb per vehicle 
by 2020 and perhaps even higher by 
2025 with most of the growth being 
for extruded shapes and tubes used 
for bumpers, roof rails and running 
boards. 

The rate of growth of extrusions 
for automotive applications is 
significant, but less than the rate for 
aluminium sheet, for which the 
aluminium industry is pushing hard 
to compete with steel for 
automotive body components. 
Doug Richman, vice-president of 
engineering and technology for 
Kaiser Aluminum Corporation, 
California, and chairman of the 
Aluminum Association’s Aluminum 
Transportation Group’s technical 
committee, observes that about 90% 
of the growth in aluminium 
consumption for the automotive 
sector will come from sheet during 
2015-2025, with the balance 
contributed by growth in 
applications for extrusions in the 
sector. 

Among the advantages of using 
extrusions in auto applications is the 
ability to produce complex shapes 
with tighter tolerances, Almag’s 
Peacock points out, noting that 
these extrusions could be used to 
replace numerous machined parts 
that had to be joined together. 
“Using a single extrusion for such 
applications is not only lighter 
weight but could help OEMs to take 

some cost out,” he explains. This also 
means increased sustainability as 
this reduces the need for such 
ancillary joining products as bolts, 
nuts and brackets, observes Steve 
Schabel, chief sales and marketing 
officer at Alexandria Industries, 
Minnesota. 

Much as has been seen for 
aluminium sheet, there are greater 
opportunities for extrusion 
conversions for such large vehicles 
as pickup trucks and sport utility 
and crossover vehicles, as well as for 
luxury vehicles, Sapa’s Pell points 
out, as it gives automakers the 
biggest ‘bang for their buck’ in their 
lightweighting quest.

Boost from new vehicles 
In fact, it is these types of vehicle that 
could provide a significant step up in 
extrusions use this year. Brown 
notes that not only will 2016 be the 
first complete year for the 
production of the aluminium-
intensive Ford F-150 pickup truck, 
but extrusions use will be further 
bolstered by the Cadillac CT6, 
which was introduced in the first 
quarter of this year. 

Ford is also launching an 
aluminium-intensive version of the 
F-250 Super Duty pickup truck 
later this year and Brown says he 
expects that when General Motors 
redesigns its Silverado pickup truck 
in 2017 or 2018 it could have more 
aluminium, including more 
extrusions, than its current model. 

Ducker’s Abraham notes that 
while some very high strength 
7000-series extrusions, which have 
largely been used in aerospace 
applications in the past, are being 
used for certain auto applications 
such as door beams, there has begun 
to be a shift toward the development 
of higher strength 6000-series alloys 
to compete with the 7000-series 
product. This, he says, is largely an 
availability issue given that many 
more producers have the capability 
to produce 6000-series aluminium. 
It is also less expensive than 
7000-series alloys.  

Richman says that not only has 
the aluminium industry been 
enhancing the strength and ductility 
of its extrusions every year, but is 
also learning to make thinner-walled 
extrusions, which offer even greater 
lightweighting potential. 
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US extrusion 
shipments increased 
by 5% last year

‘About a 
quarter 
of all 
extrusions 
growth this 
year will be 
in the auto 
sector’
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Extrusion demand for heavy duty 
trucks and truck trailers, however, 
could decline this year after several 
strong years, observes MBR’s 
Buchanan. This, however, is to be 
expected, one extruder says, given 
that these are traditionally very 
cyclical markets where big year-on-
year swings is not uncommon. 

The largest decline is for heavy 
duty trucks where, according to Pell, 
demand has already fallen off by 
about 25% since the fourth quarter of 
2015: “We could see further declines 
until truck inventories, which got out 
of whack late last year, are worked 
down.” While they are already 
slightly down, he says they might not 
be at desirable levels until late this 
year or early in 2017. 

While demand for truck trailers, 
which is a big market for extrusions, 
with about a 15-20% market share, is 
also expected to decline, Nanshan’s 
Reynard says extruders have not seen 
it do so yet. In fact, she says that trailer 
demand has been more robust than 
anticipated due to a combination of 
pent-up demand and the push for 
lightweighting. 

“Even with orders down, trailer 
manufacturer backlogs are still large,” 
Pell explains, predicting that will 
continue to prop up demand, at least 
through the first half. Hayes predicts 
that for this year as a whole truck 
trailer output could be down 3% 
before bumping back up in 2017. 
There could be further support 
should pending legislation that would 
allow the use of longer pup trailers 
– the small trailers used when trucks 
haul tandem loads – be passed. 
Currently, pup trailers cannot be any 
longer than 28 feet but that limit 
could be expanded to 33 feet with 
this proposed legislation. 

Construction support
Despite the lacklustre performance 
of the Architects Billings Index, 
Hayes believes that the construction 
sector will continue to be a good 
contributor to extrusions demand in 
2016, predicting that extrusions 
consumption by that sector will 
increase 6% to 2.1 billion lb this year, 
which is just slightly slower than the 
8% growth rate in 2015. “This comes 
as residential construction continues 
to shine and non-residential 
constructions, while not as strong as 
residential, it doing better than it had 

been.” This is good news to extruders 
as construction is by far their largest 
end-use market. 

The increasing number of 
buildings being built to “green” 
standards is a big plus for extruders, 
Brown says, given that both 
Leadership in Energy and 
Environment Design (LEED) and 
Energy Star are supportive of the use 
of sun shades and louvres – both of 
which use extruded parts – as a way 
of controlling energy use. 

Jeffrey Henderson, the new 
president of the Aluminum 
Extruders Council (AEC), says his 
association will be releasing 
environmental product descriptions 
for extrusions, which are required by 
LEED v4, later this year. 

Another promising area this year 
could be for solar energy applications, 
especially with the recent extension 
of investment tax credits, although 
the impact for aluminium extruders 
this year remains uncertain. 

Alexandria’s Schabel observes that 
last year his company saw a 10% 
increase from the solar sector, partly 
due to projects being pulled forward 
with consumers fearing that the tax 
credits, which are seen as being 
necessary given the cost of installing 
solar capacity, would not be renewed. 

Last year, according to the Solar 
Energy Industries Association, there 
were a record 7,286 megawatts of 
solar photovoltaics, or panels, 
installed, including a 66% increase in 
residential installations and a 6% 
increase in utility scale installations. 

While it is not certain, Schabel says 
it appears that this year demand will 
be flat, if not up, versus the ‘bursting 
of the bubble’ that was originally 
predicted. 

A lot depends upon whether the 
demand will be satisfied by 
aluminium extrusions or galvanized 
steel, which Sapa’s Pell observes is 
also used for this application. While 
galvanized steel tends to carry a cost 
advantage, aluminium extrusions are 
lighter and, therefore, result in the 
panel having less stress upon a roof. 
Aluminium extrusions also have a 
lower lifecycle cost, another extruder 
maintains. 

MBR’s Buchanan says that the 
capacity for extrusions and for billets 
are in fairly good balance and are 
likely to remain so through this year. 
She notes that the North American 

billet market grew by 5% last year and 
there is likely to continue to be ample 
billet availability, especially given the 
rate of imports. 

Schabel observes that not only 
have Chinese billet prices fallen due 
to subsidies from the government, 
but billets from the Middle East and 
Iceland are also being offered at lower 
prices than some North American 
product, with the aid of cheaper 
sources of power. 

More capacity to come 
Domestic extrusions capacity has 
tightened slightly, but 
non-automotive product lead times 
remain relatively short, about four to 
six weeks. While they are currently a 
little longer, industry observers say 
there is not much concern about 
auto-related extrusion availability, 
especially given that a dozen new 
presses, mainly under 12 inches (305 
mm) in diameter, have come on 
stream in the past year or so, with 
more expected soon. For example, 
Bonnell Aluminum recently 
announced it will be building an 
additional extrusion line in Niles, 
Michigan, which should come on 
stream in mid-2017. 

One reason for the tightening of 
capacity is the anti-dumping and 
countervailing duties imposed on 
Chinese extrusions in 2014. The 
industry is also concerned about 
recent reports of circumvention and 
transshipments. There are 
allegations that extrusions are being 
dumped into Mexico by a Chinese 
extruder and of aluminium pallets 
being shipped to southern California 
which are just 5050 alloy extrusions 
welded together. It is also seen as 
possible that a pick-up in imports 
from Vietnam could be 
transshipments from China. In 
mid-March the US Commerce 
Department agreed to launch an 
anti-circumvention inquiry. 

Hayes, however, played this down, 
stating that on the whole this alleged 
circumvention of duties has not had a 
big impact upon the market, especially 
given that several North American 
extruders have been able to raise their 
2016 selling prices by 3-4 cents per 
lb. On average, contract prices have 
also gone up, according to Pell.

The author is a specialist writer  
based in New York. 

‘The increasing 
number of 
buildings 
being built 
to “green” 
standards is 
a big plus for 
extruders’
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Heat exchangers are a key market for precision 
tubing made by extruding aluminium alloys. 
Metal Bulletin Magazine interviewed Sapa 
experts Rafael Fuertes and Thierry Guillaume* to 
ask them about market dynamics in the heating, 
ventilation, air conditioning and refrigeration 
(HVAC&R) sector and the contribution that 
extruded aluminium products make to it

Precision tubing made from 
aluminium alloy extrusions is long 
established and widely used in the 
automotive industry in heat 
exchangers for engine cooling, 
such as oil and charge air coolers, 
and in air conditioning 
(evaporators and condensers), 
where its light weight, efficiency 
and reliability are valued.

It is also used in larger, static, 
heat exchanger units for heating, 
ventilation, air-conditioning and 
refrigeration systems for domestic, 
commercial and industrial 
applications. Aluminium tubing 
market penetration for that sector 
is lower, but growing, currently 
representing around 10-12% of the 
heat exchanger tubing used in it 
globally. Copper tubing remains 
the dominant material for 
HVAC&R heat exchangers, while 
carbon steel and stainless steel are 
also used for some industrial 
refrigeration applications.

Since the choice of metal for 
making HVAC&R equipment is 

Precision tubing
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strongly influenced by its cost, the 
fact that the gap in price between 
copper and aluminium has shrunk 
from about $6,000 per tonne in 
2010 to about $3,400 at the time of 
writing does not initially appear to 
make the task of suppliers of 
components made from the lighter 
metal any easier. However, the 
ratio in LME cash price for copper 
to aluminium currently stands at 
3.15. By contrast, back in 2000 
both metals traded at under $2,000 
per tonne and aluminium was just 
$200-300 per tonne cheaper than 
copper.

Rafael Fuertes and Thierry 
Guillaume at Sapa Precision 
Tubing, a division of the major 
international aluminium extruded 
products maker, recall that in the 
first half of the past decade, there 
was an assumption that the copper 
price would need to be at least a 
factor of three larger than 
aluminium’s to encourage 
manufacturers to switch from 
copper-tubing-based to 
aluminium-tubing-based heat 
exchanger production, but they 
also believe that there has actually 
been a reduction in that 
approximate threshold ratio: 
“Aluminium has made a name in 
this industry. Aluminium is a 
serious contender,” they say.

They also say that the HVAC&R 
sector was not that receptive to the 
aluminium industry’s early 
strategy, twenty years ago, to 
encourage the use of aluminium 
tubing for heat exchanger 
manufacture, but that peaks in the 
copper price over the past ten years 
provided an additional push 
needed for some manufacturers to 
introduce aluminium tubing into 
their products.

A number of other factors, such 
as the properties of aluminium 
alloys specifically developed for the 
HVAC&R sector, have helped to 
drive significant growth in Sapa’s 
sales to the sector over the past 7-8 
years – from about 2,000 tonnes in 
2008/9 to 12,000-13,000 tonnes 
last year.

The decision for heat exchanger 
manufacturers to introduce 
aluminium precision tubing to 
their range is not just an 
engineering or a purchasing 
decision, but a strategic corporate 

which they explain that micro-
channel technology based on 
multi-port extrusions (MPEs) can 
deliver higher performance for the 
same size of unit – or the same 
performance from a smaller unit 
– in addition to lower refrigerant 
charge and an assurance of 
complete recyclability. They add 
that competition between 
air-conditioner manufacturers 
looking to gain an advantage in 
terms of energy efficiency is 
another driver.

Those deciding to install an 
all-aluminium line make a strategic 
commitment and significant 
investment to do so. For example, 
replacement of a conventional 
mechanical-expansion line – in 
which the diameter of the tubes 
that will carry refrigerant is 
mechanically enlarged to create a 
tight fit and contact with an array of 
cooling fins through which they 
have already been threaded – by an 
all-aluminium MPE heat 
exchanger production line requires 
installation, among other 
equipment, of an oven to fully 
braze the heat-exchanger units. 
Incentives to invest include 
achieving more economical 
production costs to improve profit 
margins and/or regional market 
share, Sapa’s experts explain.

Some manufacturers build a 
separate all-aluminium line in 
addition to their copper-tubing-
based heat exchanger production 
in order to give them some 
flexibility according to market 
demand and varying metal costs 
while continuing with technology 
conversion. A large stand-alone 
all-aluminium heat exchanger 
plant might represent a $50 million 
investment, but smaller, 
segregated, lines provide another 
less-capital-intensive option.

Scrap rates during production 
and the reliability of the finished 
HVAC equipment produced – 
with the implications that the latter 
has for brand reputation – are 
further factors that manufacturers 
consider, say Fuertes and 
Guillaume.

Building relationships
They add that extruded aluminium 
tubing and profiles for HVAC&R 
are not standard commodity-grade 

decision at the highest 
management level, Fuertes and 
Guillaume stress.

A big market
They point out that the global 
market for air conditioning 
equipment now exceeds $100 
billion. Asia has the biggest share, 
with China taking a dominant 60% 
of the world total for heat 
exchanger production. Japan, 
South Korea and the USA are 
important producers too.

Daikin, Panasonic, Toshiba, 
Carrier, Samsung, LG, Fujitsu and 
Mitsubishi are internationally 
recognised air conditioner brands 
and technology leaders, but the 
biggest air conditioner 
manufacturer in China is Gree 
Electric Appliances. Midea is 
another major Chinese HVAC 
manufacturer, with an expanding 
international production base that 
already includes Vietnam, Belarus, 
Egypt, Brazil, Argentina and India.

Fuertes and Guillaume note that 
in the USA air conditioning 
systems comprise an external and 
large internal heat exchange unit, 
with ductwork used for air flow. By 
contrast, Asian air conditioning 
systems more commonly follow a 
different model called split unit 
design, comprising a single 
external unit linked to a single 
internal unit. While production in 
the USA stands at around 10 
million units per year, China’s 
production runs to 60-70 million 
units per year.

Heat exchanger factories vary in 
size, but an average one might 
produce 500,000 units a year. 
China’s largest plants produce 15 
million units and Japan has large 
factories making 10 million units 
per year. Sapa’s experts believe 
that the potential HVAC&R 
market-sector size for aluminium 
precision tubing consumption 
globally could climb as high as 
300,000 tpy.

Aluminium’s attractions
Aside from metal price differences, 
what else encourages 
air-conditioning manufacturers to 
build all-aluminium heat 
exchanger lines? Fuertes and 
Guillaume say that their products’ 
performance is one factor, for 
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products and require wall 
thickness, quality and production 
tolerances that are beyond 
extrusions produced by standard 
extrusion technologies.

Sapa’s plant in Tønder, Denmark, 
acts as a hub for new precision 
tubing product development, with 
new designs rolled out for 
production at Sapa’s works in 
Europe, North and South America, 
and Asia. The company has 
precision tubing plants in Suzhou 
and Shanghai in China, and Pune 
and Kuppam in India.

Having plants and people close 
to consumer markets is important 
for HVAC&R component 
manufacturers since the technical 
advice and co-operation at an early 
stage on product development and 
production technology provided 
by companies like Sapa is as 
essential as the reliable supply of 
high-quality extruded products.

Fuertes and Guillaume say that 
Sapa is one of just a handful of 
companies internationally able to 
provide that expertise. They also 
say that although lower copper 
prices may slow down the progress 
of aluminium-based HVAC&R 
factory projects, an overall 
momentum to build more lines will 
continue.

They add that the ability of the 
largest international precision tube 
producers like Sapa to develop 
alloys and “sell the technology 
behind the tube” give them a 
competitive advantage. While 
manufacturers may generally shy 
away from being married too 
closely to a particular supplier, if 
there is a good understanding 
between a knowledgeable 
supplier’s and a manufacturer’s 
technical teams, the chances of a 
change of supplier are minimised.

Questions of scale
Aluminium’s progress in the 
HVAC&R sector carries echoes of 
the metal’s success in replacing 
copper and brass radiator systems 
for much of the automotive sector 
in the 1980s, which was primarily 
driven by weight reduction and 
lower costs. However, it is 
important to note a difference in 
usage patterns (duty cycle) and 
heat exchanger scale between the 
two sectors.

Customer expectations for 
HVAC&R equipment lifetime are 
a minimum of 15 years – longer 
than for automotive – and the 
equipment is very likely to have a 
different pattern of use from units 
in a car. While performance quality 
expectations throughout the 
different product lifetimes are high 
in both sectors, whereas a heat 
exchanger in a car might have 
dimensions of up to 50 cm, a large 
installation for a building could be 
4 metres long and include 100 
tubes, the failure of any one of 
which could cause the whole 
air-conditioning unit to fail 
through the leak of refrigerant.

Technological progress
Mechanical strength and reliability 
combined with corrosion 
resistance are the key 
characteristics needed for 
HVAC&R tubing. Higher 
mechanical strength implies 
thinner tube walls and a reduction 
in the weight of metal needed.

Aluminium r&d for the sector 
focuses on addressing the problem 
that increasing alloy strength often 
results in a reduction of corrosion 
resistance. Finding ways of 
achieving higher strength while 
maintaining, or if possible actually 
increasing, corrosion resistance has 
been the focus of years of alloy 
development. The different 
climates and atmospheres – think 
temperate or tropical, urban or 
coastal, for example – in which 
HVAC&R equipment is installed 
influence the best choice of alloys, 
and sometimes the corrosion-
resistant coatings needed.

Fuertes and Guillaume note that 
even when incremental alloy 
advances are made, persuading a 
purchaser that the improvement 
achieved is significant enough to 
warrant them taking the risk of 
replacing a tried, tested and trusted 
incumbent alloy can be a 
time-consuming process. 
Perseverance pays, however, when 
a new alloy eventually becomes 
widely adopted and a benchmark 
for performance within its niche – 
“a star alloy”. They remark that 
Alloy 9153, developed by Sapa for 
microchannel tubes, is just such a 
material and is popular, for 
example, for the large heat 

exchangers used for chiller 
condensers.

Changes to the type of 
refrigerant used by the HVAC&R 
industry can generate additional 
challenges. Sometimes just a little 
tweaking to alloy composition or 
treatment – or to extruded-
product design –might be needed 
to cope with a higher operational 
pressure, for example. But use of a 
very different type of refrigerant, 
such as the mooted utilisation of 
carbon dioxide for example, which 
would need an increase in 
operational pressure from 30 to  
150 bar, requires a very different 
technology, for which Sapa already 
has designs if and when needed.

Ammonia – a favoured 
refrigerant for large refrigeration 
systems, note Fuertes and 
Guillaume –typically uses carbon 
or stainless steel tubing. Sapa 
believes that aluminium 
microchannel technology also has 
great potential for use with 
ammonia, by offering an inherently 
improved thermal conductivity 
and overall heat exchange 
efficiency by design, but also the 
opportunity to introduce internally 
enhanced tubing – as opposed to 
smooth-wall steel – and thus 
potentially reduce system size and 
the volume of ammonia refrigerant 
by as much as a factor of ten.

Sapa’s experts say that the price 
for existing ammonia-based 
systems is high – not least because 
of their use in long-life, 
low-maintenance industrial 
cooling systems – but they believe 
ammonia-based systems using 
aluminium precision tubing could 
have potential for supermarket 
chiller cabinets in the future.

Fuertes and Guillaume conclude 
that aluminium’s increasing 
market share of precision tubing 
for HVAC&R equipment will 
continue and that – while they see 
that growth as part of a long-term 
gradual journey – they also believe 
that there is potential for it to 
accelerate.

*Rafael Fuertes is vice-president 
Business Development for Sapa 
Precision Tubing. Thierry 
Guillaume is technical manager 
HVAC&R Business for Sapa 
Precision Tubing.
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6000-series alloys that are normally 
used in this application. The 7K55 
alloy provides a 30% weight 
reduction in a bumper beam when 
compared with a 6000-series alloy, 
says Kobe Steel. 

The higher strength in 7000-series 
alloys is normally accompanied by 
reduced resistance to stress corrosion 
cracking. However, the company 
reports that, by optimising the 
chemical composition and heat 
treatment conditions, it has been able 
to maintain the stress corrosion 
cracking resistance of 7K55 
compared with conventional alloys in 
this class, while increasing strength 
by about 30%.

 Innovations

next stage is a patented U-Column 
Elution system which produces 
very pure and concentrated metal 
solutions. 

Clean TeQ is working with ALS 
Metallurgy at the latter’s Perth 
facilities in Western Australia to 
demonstrate the process and 
produce the final pure scandium 
oxide. This is being supplied to 
potential off-take partners for 
testing, which is critical for securing 
off-take agreements. 

It is forecast that the Syerston 
mine could produce an average of 
42.5 tpy of scandium oxide for 20 
years. A project feasibility study is 
due for completion in June 2016.

Clean TeQ, based in Melbourne, 
Australia, has announced the first 
production of high-purity (99.9%) 
scandium oxide at its 
demonstration plant. The company 
describes this result as a critical 
milestone in its 100%-owned 
project to commercially extract 
scandium from the Syerston 
deposit in New South Wales. This is 
one of the world’s largest and 
highest-grade scandium deposits, 
reports Clean TeQ, with resources 
(measured, indicated and inferred) 
totalling 10,516 tonnes of 
contained scandium, for a cut-off 
grade of 300 ppm. 

“By developing a mineable 
source of scandium, Clean TeQ 
intends to deliver long-term, 
reliable and low-cost supply in 
order to facilitate the development 
of the next generation of lighter and 
stronger aluminium alloys for use in 
the global aerospace and 
automotive markets,” said John 
Carr, Clean TeQ Metals general 
manager. 

The process starts with 
high-pressure acid leaching of the 
ore, followed by the company’s 
Clean-iX® continuous 
ion-exchange Resin-in-Pulp 
process to extract the metal. The 

A new route to  
high-purity scandium

Kobe Steel has developed a new 
7000-series aluminium alloy called 
7K55, which is said to offer both 
outstanding stress corrosion 
cracking resistance and high yield 
strength in the 400 N/sq mm class. 
The alloy has already been adopted 
for use as an extrusion for bumper 
beams by a Japanese automaker. 

Aluminium extrusions for 
bumper beams – the reinforcement 
inside a car bumper – are an effective 
way to reduce the weight of a car, 
says the company. The 7000-series 
aluminium alloys, which contain 
zinc and magnesium to increase 
strength, make thinner designs 
possible compared with the 

Kobe Steel launches new aluminium alloy
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Copper leach 
process progesses
FLSmidth and BASF have signed a 
joint development agreement to 
expedite the commercialisation of 
FLSmidth’s Rapid Oxidative 
Leach (ROL) process, which the 
company unveiled last May. The 
ROL process can be used on 
difficult-to-process copper 
concentrates, such as primary 
sulphides and concentrates 
containing high levels of arsenic. 
ROL allows the extraction of 
copper from low- to mid-grade 
concentrates, at 80°C and 
atmospheric pressure, and 
maximises the use of existing 
SX-EW capacity during the 
transition from oxide to sulphide 
ore in an orebody (see MB Magazine 
Innovations, November 2015). 

Under the agreement, BASF will 
bring additional funding, resources 
and novel chemical reagents and 
processes in order to commercialise 
ROL technology more rapidly. In 
particular, it will incorporate 
innovative solvent extraction 
reagents which exhibit high 
resistance to degradation and 
increased copper selectivity.

Hydro proceeds 
with Karmøy 
project 
Hydro has formally decided to 
proceed with a full-scale pilot plant 
at Karmøy, Norway, to industrialise 
what it describes as the world’s 
most energy-efficient and 
environment-friendly aluminium 
smelting technology. Total costs are 
estimated at Nkr 4.3 billion. The 
main target is to reduce energy 
consumption per kilo produced by 
about 15% compared with the 
global average. 

The technology pilot will have an 
annual capacity of about 75,000 
tonnes, consisting of 48 cells with 
12.3 kWh/kg HAL4e technology 
and 12 cells with 11.5-11.8 kWh/
kg HAL4e Ultra technology. The 
first metal from the pilot plant is 
expected in the second half of 2017. 

A proprietary 
Resin-in-Pulp 
demonstration 
plant has extracted 
scandium

Extruded aluminium 
bumper beams can 
contribute to weight 
reduction
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 Supply chain services

Quintiq, a leading supplier of 
supply chain planning and 
optimisation (SCP&O) software, 
has been contracted to install its 
planning software platform at two 
European steelmakers, Acciaieria 
Arvedi and Outokumpu. 

The Arvedi Group produces 
hot-rolled pickled and galvanized 
carbon steel coils, welded carbon 
and stainless steel tubes, and 
precision stainless steel strip 
products, with production volumes 
that reach about 4 million tpy. In 
order to further improve customer 
service across its entire supply chain, 
Arvedi sought a solution providing 
maximum visibility into its complex 
supply operations, which 
incorporate its patented In-Line 
Strip Production (ISP) and its 
Endless Strip Production (ESP) 

Planning platform upgrades  
at Arvedi and Outokumpu

Arvedi Steel targets 
maximum visibility 
across its supply 
chain

Harsco has renewed 
its contract for mill 
services with AST

Harsco Corporation, USA, has 
signed a new 15-year contract for 
on-site mill services at the 
Tangshan plate mill of China’s 
largest steelmaker, Hebei Iron & 
Steel Group. The plate mill is one of 
two subsidiaries of Hebei’s 
Tangshan Iron and Steel Group 
(TangSteel) served by Harsco. Since 
2011, Harsco has supported the 
plate mill with a range of slag 
handling and metal recovery 
services through a Harsco-led joint 
venture relationship. 

The new contract, valued at 
about $125 million over the 15 
years, builds on previous 
operations. Harsco will 
significantly expand its role to 
encompass a new metal recovery 
plant, a BOF briquetting operation 
and a new innovative steam-box 
slag cooling process, as the plate 
mill consolidates and expands its 
production capacity to 4 million 
tpy. The mill produces premium-
grade plates and sections used in 
various structural applications and 
shipbuilding.

Harsco signs 15-year contract with Hebei I&S Group
Harsco’s Metals & Minerals 

division, which will carry out the 
new contract, has operations at 
about 140 customer sites across 
more than 30 countries. Last year, 
it successfully negotiated a number 
of contract renewals and add-on 
service expansions. One of these 
was a $60 million contract for mill 
services at Thyssenkrupp’s Acciai 
Speciali Terni (AST) stainless steel 
works in Terni, Italy. Harsco has 
been providing on-site services to 
the AST works for over two decades. 
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technologies.  Quintiq’s planning 
platform entirely accommodates 
the steelmaker’s unique 
production processes, says the 
software company, and it will 

enable end-to-end visibility to 
improve control and coordination 
of future order flows. 

It will be installed at the 
steelmaker’s plants in Cremona 
and Trieste, which focus on special 
steels and thin/ultra-thin gauges. 
The first phase of the project will 
be completed in the first quarter of 
2017, and the final phase will be in 
place by the second quarter of 2018. 

Stainless steelmaker 
Outokumpu has a stainless cold 
rolling capacity of 2.6 million tpy 
and operates in more than 30 
countries. It has employed various 
types of Quintiq software in recent 
years, and is now targeting further 
improvements with a solution that 
will fully integrate and provide 
visibility of workflows at 
production facilities in over 40 
locations. The software is designed 
to optimise planning for inbound 
and outbound logistics, 
steelmaking and rolling, and will 
help Outokumpu to accelerate 
improvements in productivity and 
efficiency, says Quintiq.

GE imparts high 
performance to 
HDG lines
GE Power Conversion has been 
awarded a contract to supply power 
distribution and low-voltage drives 
to two greenfield continuous 
galvanizing lines belonging to 
Tianjin Xinyu Colour Plate Co, one 
of the leading colour-coated steel 
producers in China. GE says that its 
efficient insulated gate bipolar 
transistor-based LV7000 
converters and high-performance 
controllers will allow the steel 
processor to make high-quality 
galvanized steel with greater 
quality, reliability and efficiency. 

The company states that Tianjin 
Xinyu Colour Plate will benefit 
from a 40% improvement in the 
surface quality of its steel coil, while 
having 10% greater availability for 
its galvanizing lines from reduced 
downtime. In addition, there will be 
increased yield and a reduced scrap 
rate, along with an overall reduction 
in energy consumption.
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 End user

A joint venture for wind power

Thyssenkrupp expands auto component capacity

The global platinum market ended 
2015 in deficit by 380,000 oz, 
compared with the 2014 deficit of 
725,000 oz, according to the 
World Platinum Investment 
Council (WPIC) in its 6th 
Platinum Quarterly report, based 
on data from analysts SFA 
(Oxford). The key drivers of 
demand last year were:
– There was a 5% rise in 
automotive catalyst demand to 
3.455 million oz. Western 
European vehicle sales led the way 
with 9% growth, in spite of the 
Volkswagen diesel investigation. 
The new Euro 6 legislation also 
increased platinum loading per 
car. There was a 9% demand 
growth in India as well. 
– World investment demand 
increased by 110,000 oz (a 73% 
rise), with a fall in ETF holdings 
eclipsed by a surge in demand for 
bars and coins, especially in Japan 

Auto platinum demand rises 5% in 2015
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Automotive catalysts 
are the dominant 
sector for platinum 
demand, accounting 
for about 42% in 2015

A steel forging for a 
wind tower

Gerdau, Sumitomo Corporation 
and The Japan Steel Works have 
announced plans for a joint venture 
to make and sell steel forgings used 
in wind power generation. The 
project will require some 280 
million reais in investment, and will 
be located at Gerdau’s mill in 
Pindamonhangaba, Brazil, pending 
approval from anti-trust 
authorities. 

Gerdau’s mill at this site will 
provide the special steels needed 

Thyssenkrupp is to build a new 
automotive components plant in 
Hungary, investing around €100 
million in a site for engine 
components and steering 
systems. Construction of the 
plant in Jászfényszaru, 70 km east 
of Budapest, will start in spring 
2016, with production of 
electronic power-assisted 
steering systems and cylinder 
head covers with integrated 
camshafts planned to commence 

for the forgings, which will include 
wind tower main shafts and bearing 
rings. Sumitomo and Japan Steel 
Works both have expertise in 
components for the global wind 
power industry. Gerdau says that 
its interest in the venture – 
provisionally called Gerdau Summit 
– will probably exceed 50%. 

Brazil’s installed wind capacity 
currently accounts for 6% (8 GW) 
of the country’s electricity 
generation. By 2024, this figure is 

expected to reach 11% (24 GW), 
according to the Ten-Year Energy 
Expansion Plan of the ministry of 
mines and energy.

In addition to wind power 
components, the joint venture will 
also make rolling mill rolls for the 
steel and aluminium industries, 
which are products already made by 
Gerdau and sold in over 30 
countries. The mill’s total production 
capacity should reach 50,000 tpy, 
and start-up is expected in 2017.

in 2018. Some 500 new jobs will 
be created. 

The expansion of production 
capacities in Hungary is necessary 
because Thyssenkrupp’s 
components division has recently 
acquired major orders from 
international OEMs, says the 
company. “For the first time in 
Europe we are localising 
production of two different 
technologies at one site. That will 
be an immense help in offering 

competitive cost structures,” said 
Dr Karsten Kroos, ceo of 
Thyssenkrupp’s components 
technology business. “We have 
already enjoyed success with this 
strategy in China and will also be 
employing it in other growth 
markets,” he added. 

In Hungary, Thyssenkrupp 
already operates a steering 
technology software centre in 
Budapest and a front and rear axle 
assembly plant for Audi in Győr. 

which saw record buying in the 
final quarter. 
– Industrial demand rose by 4%, 
driven by chemical demand 
growth in North America, 
Western Europe and China. 

Consumption in the petroleum 
sector more than doubled to 
160,000 oz because of greater 
demand for oil refining capacity.
– Jewellery sales fell by 4%, 
although demand in India surged 
by 26%. 

Total refined production rose by 
24% in 2015, led by South Africa 
returning to its pre-strike output. 
Global supply from recycling fell 
by 15%, as low prices reduced the 
scrap flow. 

The WPIC forecasts a deficit of 
135,000 oz in 2016, with a 1% fall 
in refined production and a 14% 
rebound in secondary supply from 
scrap. Automotive demand is 
expected to rise by another 3% on 
the back of light vehicle sales and 
higher catalyst loadings. Jewellery 
sales are forecast to return to a 1% 
growth, based on a recovery in 
China and continuing strong 
demand in India.
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  Events
3rd Metal Japan 
6 – 8 April 2016 
Tokyo Big Sight, Tokyo, Japan
This conference and exhibition 
includes producers and processors of 
a wide range of metals as well as 
processing plant, testing and 
analysis, and recycling technologies
www.metal-japan.jp/en/

4th World DRI & Pellet Congress 
25 – 27 April 2016 
Park Hyatt Hotel, Dubai, UAE
This event brings together the entire 
DRI supply chain, from iron ore 
suppliers, technology suppliers, 
consultants, traders, producers, 
steelmakers and end-users. The 
state of the current iron ore and 
pellet market will be high on the 
agenda. 
metalbulletin.com/events

ITRI International Tin Conference 2016 
25 – 28 April 2016 
Westin Lima Hotel, Lima, Peru
This conference will examine 
markets, investment, recycling and 
prices, with special sessions on the 
outlook for the South American tin 
industry, and the responsible tin 
supply chain. A visit to the Minsur 
smelter is included. 
www.itri.co.uk

20th Zinc and its Markets Seminar 
9 – 11 May 2016 
Madrid Hesperia Hotel,  
Madrid, Spain
This well-established conference will 
review the entire value chain, focusing 
particularly on the question of future 
demand and the effects of an economic 
transition in China. There will also be 
an opportunity to visit either Técnicas 
Reunidas or Glencore Asturiana. 
metalbulletin.com/events

AluSolutions 
10 – 11 May 2016 
ADNEC, Abu Dhabi, UAE
This international free-to-attend 
exhibition and conference addresses 
the challenges and opportunities of 
sustainable aluminium use, including 
energy, greenhouse gases, waste 
management and scrap recovery. 
www.alusolutions.com

4th International Nickel Conference  
11 – 12 May 2016 
Pestana Chelsea Bridge, London, UK

Representatives from across the 
nickel supply chain will explore the 
major issues, such as the outlook for 
supply and demand fundamentals; 
China, Indonesia and Philippines 
updates; new projects; and market 
growth opportunities. 
metalbulletin.com/events

Iranian Steel Tube & Pipe Conference 
24 – 25 May 2016 
Parsian Evin Hotel, Tehran, Iran
Metal Bulletin’s inaugural Iranian tube 
and pipe conference will give detailed 
coverage of the Iranian market, 
looking at projects, requirements, 
investment opportunities and the 
prospects for international trade. 
metalbulletin.com/events

22nd International Iron Ore 
Symposium 
5 – 7 June 2016 
The Steinberger Hotel, Berlin, Germany
This event is the place to discuss the 
key issues affecting the iron ore 
market at a time of great challenges, 
with multi-year low prices, a market 
surplus and supressed demand.
metalbulletin.com/events

Mining Strategic Excellence: North 
America 
9 – 10 June 2016 
Hilton Toronto, Toronto, Canada
This inaugural conference is the only 
one of its kind to address innovation 
and operational excellence from a 
strategic perspective. It will examine 
the challenges facing mining 
alongside solutions and strategies 
from both within mining and other 
industries. 
metalbulletin.com/events

Steel Success Strategies XXXI 
13 – 15 June 2016 
Sheraton New York Times Square, USA
This major event covers world steel 
markets, raw materials, logistics, 
technology, iron ore and steel 
derivatives, and many other aspects 
of the sector. 
metalbulletin.com/events

11th Asian Stainless Steel Conference 
15 – 16 June 2016 
The Ritz-Carlton Hotel, Hong Kong
The stainless steel market slumped in 
2015 as a 20-year long expansion in 
China – with over 50% of world 
output – came to a halt. This event 
will address the key issues relating to 

the Chinese and other Asian stainless 
industries. 
metalbulletin.com/event

5th Copper Recycling Conference 
15 – 17 June 2016 
Sheraton Arabella Park Hotel, 
Munich, Germany
This conference will focus on copper’s 
re-use and recycling industry 
dynamics, looking at the drivers, 
innovations, opportunities and threats 
facing the copper, copper alloy and 
electronic scrap generating, processing 
and consuming businesses. 
metalbulletin.com/event

Iranian Base Metals Conference  
6 – 7 September 2016 
Parsian Azadi Hotel, Tehran, Iran
MB’s inaugural Iranian Base Metals 
Conference will examine the market 
dynamics for aluminium, copper, lead 
and zinc, and how Iranian base metal 
industries fit into the global picture. 
The impact of sanctions lifting will be 
discussed, along with guidance on 
conducting business in Iran. 
metalbulletin.com/event

15th International Stainless and 
Special Steel Summit 
6 – 8 September 2016 
Hotel Intercontinental Lisbon, Portugal 
Over 200 top executives from around 
the world and from all tiers of the 
global supply chain are expected to 
convene in Lisbon to discuss the world 
stainless and special steel sectors.
metalbulletin.com/events

2nd Iranian Iron & Steel Conference 
26 – 28 September 2016 
Abbasi Hotel, Esfahan, Iran 
Connecting the Iranian iron ore and 
steel markets with the world, this 
conference will be the ideal place to 
learn about Iranian markets and 
create international links. 
metalbulletin.com/event

2nd African Iron and Steel Conference 
30 September 2016 
Johannesburg, South Africa
Africa remains a continent of huge 
importance for a global market that is 
looking for the next wave of demand. 
Delegates will learn about the future 
of iron and steel supply and demand 
in Africa and will be able to meet 
government ministers and hear 
first-hand about their policies. 
metalbulletin.com/events

For full details of Metal Bulletin Events 
www.metalbulletin.com/events

Dubai

Lisbon

SH
U

TT
ER

ST
O
CK

SH
U

TT
ER

ST
O
CK



April 2016 | Metal Bulletin Magazine | 61

 Low High

 Low High
Aluminium
Aluminium P1020A, in-warehouse premium
Rotterdam duty unpaid spot $/tonne 83.33 95.48
Aluminium P1020A, in-warehouse premium
Rotterdam duty paid spot $/tonne 130.00 155.00

Alumina
Index fob Australia 216.94

Antimony
MB free market 
Regulus 99.65%, max Se 50ppm,
$/tonne in warehouse 5,273.13 5,550.00
MMTA Standard grade II $/tonne 5,271.88 5,519.38

Bismuth
MB free market
min. 99.99%, $/lb, tonne lots in  
warehouse 4.20 4.60

Cadmium
MB free market
min 99.95%, cents/lb in warehouse 50.25 54.75
min 99.99%, cents/lb in warehouse 51.00 57.00

Cobalt
MB free market
High Grade, $/lb in warehouse 10.38 11.35
Low Grade, $/lb in warehouse 10.20 11.20

Copper
US high-grade cathode premium  
indicator, 
$/tonne 121.25 132.28

Germanium Dioxide
MB free market min 99.99%, $/kg 835.00 910.00
Rotterdam $/kg 1,200.00 1,400.00

Gold
London $/troy oz Morning 1,194.89
 Afternoon 1,199.91
 Morning 835.06
 Afternoon 840.04
 Handy/Harman 1,199.50

Indium
MB free market
Ingots min 99.97%, $/kg in  
warehouse 232.50 280.00

Magnesium
MB free market
min 99.8%, $/tonne 1,900.00 2,000.00
China free market min 99.8% 1,937.50 1,962.50

Mercury
MB free market
min 99.99%, $/flask in warehouse 1,250.00 1,650.00

Molybdenum
Free market in warehouse 
Europe drummed molybdic 
oxide $/lb Mo   5.20 5.34
US canned molybdic oxide $/lb Mo 5.30 5.60

Nickel
Free market in warehouse premium
Europe $/tonne
uncut cathodes 36.25 130.00
4x4 cathodes 150.00 247.50
briquettes 50.00 150.00
US
Melting $/lb 0.15 0.20

Palladium
Morning $/troy oz 504.81
Afternoon $/troy oz 505.19

Platinum: per troy oz
Morning $/troy oz 918.71
Afternoon $/troy oz 920.24

Rhodium
European free market
min 99.9% in warehouse, $/troy oz 601.19 701.19

Selenium
MB free market
min 99.5% in warehouse $/lb 5.20 7.00

Silicon
MB free market ¤/tonne 1,926.25 2,026.25

Silver
London
spot pence/troy oz 1,053.67
spot cents/troy oz 1,506.81
Handy/Harman cents/troy oz  1,516.73

Tin
European free market
Spot Premium 99.9% $/tonne 381.25 500.00
Spot premium 99.85% $/tonne 331.25 381.25
Kuala Lumpur (ex-smelter) $/tonne 15,444.44

Titanium
Ferro-Titanium
70% (max 4.5% Al), $/kg d/d Europe 3.49 3.78

Tungsten
European free market APT $/mtu 161.25 177.50

FOUNDRY INGOTS
Aluminium
LM24 1,195.00 1,265.00
LM6/LM25 1,410.00 1,485.00
Aluminium Europe ¤/tonne 1,577.50 1,652.50
Phosphor Bronze
PB1 ex-works £/tonne 5,025.00
Zinc Alloy
10 tonne lots ZL3 £/tonne 1,730.00

LONDON METAL EXCHANGE
High, low and average Feb (21 days)
LME averages are mean of buyers and sellers except for 
settlement and 3 months sellers.
 February 2016  February
 Low High Average
 $ $ $
Copper Grade A ($)
Cash 4,310.25 4,704.75 4,594.96
3 months 4,320.25 4,690.75 4,592.38
Settlement 4,310.50 4,705.00 4,595.48
3 months seller 4,320.50 4,691.00 4,592.90
Copper Grade A (£)
Settlement 3,005.51 3,398.58 3,214.08
3 months seller 3,012.06 3,387.25 3,211.40
Tin ($)
Cash 13,225.00 16,292.50 15,647.38
3 months 13,212.50 16,087.50 15,530.12
Settlement 13,235.00 16,295.00 15,654.29
3 months seller 13,225.00 16,100.00 15,540.71

 February 2016  February
 Low High Average

 $ $ $
Lead ($)
Cash 1,596.50 1,853.50 1,771.20
3 months 1,597.50 1,851.50 1,770.57
Settlement 1,597.00 1,854.00 1,771.57
3 months seller 1,598.00 1,852.00 1,771.21
Lead (£)
Settlement 1,098.84 1,283.95 1,238.52
3 months seller 1,100.75 1,279.80 1,238.02
Zinc ($)
Cash 1,453.25 1,785.25 1,710.46
3 months 1,466.50 1,785.00 1,709.60
Settlement 1,453.50 1,785.50 1,710.83
3 months seller 1,467.00 1,786.00 1,710.29
Aluminium ($)
Cash 1,452.50 1,621.25 1,535.23
3 months 1,451.25 1,585.25 1,527.56
Settlement 1,453.00 1,621.50 1,535.62
3 months seller 1,451.50 1,585.50 1,527.93
Aluminium Alloy ($)
Cash 1,507.50 1,610.00 1,556.94
3 months 1,540.50 1,625.00 1,580.83
Settlement 1,510.00 1,615.00 1,561.26
3 months seller 1,541.00 1,630.00 1,585.48
Nickel ($)
Cash 7,705.00 8,722.50 8,306.43
3 months 7,737.50 8,762.50 8,341.79
Settlement 7,710.00 8,725.00 8,309.52
3 months seller 7,750.00 8,765.00 8,347.38
Nasaa ($)
Cash 1,660.25 1,739.50 1,676.95
3 months 1,672.50 1,747.50 1,687.38
Settlement 1,660.50 1,740.00 1,678.52
3 months seller 1,675.00 1,750.00 1,690.95
Cobalt ($)
Cash 21,702.50 23,750.00 22,337.02
3 months 21,800.00 23,750.00 22,428.57
Settlement 21,705.00 24,000.00 22,382.38
3 months seller 21,850.00 24,000.00 22,625.00
Molybdenum ($)
Cash 11,500.00 11,950.00 11,835.71
3 months 11,500.00 11,950.00 11,835.71
Settlement 11,750.00 12,200.00 12,085.71
3 months seller 11,750.00 12,200.00 12,085.71
Steel Billet ($)
Cash 195.00 195.00 195.00
3 months 210.00 210.00 210.00
Settlement 220.00 220.00 220.00
3 months seller 235.00 235.00 235.00
LME Settlement Conversion Rates
$/£ 1.43
$/yen 114.82
$/¤ 1.11

 Monthly prices
February averages

Disclaimer
This Disclaimer is in addition to our Terms and Conditions as available on our website and shall not supersede or otherwise affect these Terms and Conditions. Prices and other 
information contained in this publication have been obtained by us from various sources believed to be reliable. This information has not been independently verified by us. 
Those prices and price indices that are evaluated or calculated by us represent an approximate evaluation of current levels based upon dealings (if any) that may have been 
disclosed prior to publication to us. Such prices are collated through regular contact with producers, traders, dealers, brokers and purchasers although not all market segments 
may be contacted prior to the evaluation, calculation, or publication of any specific price or index. Actual transaction prices will reflect quantities, grades and qualities, credit 
terms, and many other parameters. The prices are in no sense comparable to the quoted prices of commodities in which a formal futures market exists.

Evaluations or calculations of prices and price indices by us are based upon certain market assumptions and evaluation methodologies, and may not conform to prices or 
information available from third parties. There may be errors or defects in such assumptions or methodologies that cause resultant evaluations to be inappropriate for use. Your 
use or reliance on any prices or other information published by us is at your sole risk. Neither we nor any of our providers of information make any representations or warran-
ties, express or implied as to the accuracy, completeness or reliability of any advice, opinion, statement or other information forming any part of the published information or 
its fitness or suitability for a particular purpose or use. Neither we, nor any of our officers, employees or representatives shall be liable to any person for any losses or damages 
incurred, suffered or arising as a result of use or reliance on the prices or other information contained in this publication, howsoever arising, including but not limited to any 
direct, indirect, consequential, punitive, incidental, special or similar damage, losses or expenses.

We are not an investment adviser, a financial adviser or a securities broker. The information published has been prepared solely for informational and educational purposes 
and is not intended for trading purposes or to address your particular requirements. The information provided is not an offer to buy or sell or a solicitation of an offer to buy or 
sell any security, commodity, financial product, instrument or other investment or to participate in any particular trading strategy. Such information is intended to be available 
for your general information and is not intended to be relied upon by users in making (or refraining from making) any specific investment or other decisions. Your investment 
actions should be solely based upon your own decisions and research and appropriate independent advice should be obtained from a suitably qualified independent adviser 
before any such decision is made.

For the latest prices see  
www.metalbulletin.com/my-price-book
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  Chartist

Steel raw materials over-supply analysed
Jim Lennon, managing director, Red Door Research, sees ‘too much iron in the fire’

All bull markets end, but the ending of iron 
ore’s was especially vicious, dragging steel 
scrap prices down with it (see chart). The iron 
ore supply ‘glut’ in recent years was driven 
by a large rise in supply, combined with a 
significant slowdown in demand, driven 
mainly by the ending of Chinese steel 
consumption growth (see chart). A recent 
fall in steel demand outside China has  
also negatively impacted iron ore and  
scrap demand. 

Chinese steel apparent consumption fell 
by around 3% year-on-year in 2014 and 6% 
year-on-year in 2015. It is expected to fall in 
2016 by another 2-5%. This followed 
average annual growth of almost 14% a year 
from 2000 to 2013.

The fall in China’s demand has been felt 
by Chinese and non-Chinese steelmakers. 
Chinese steel production did not decline as 
much as consumption because from 2012 to 
2015 China’s net steel exports grew from 53 
million to 110 million tpy (crude steel 
equivalent). The flood of Chinese exports to 
the rest of the world suppressed 
non-Chinese steel production growth. 
Ex-Chinese steel consumption fell 1.4% 
year-on-year in 2015, but ex-Chinese 
production fell by 3.6%.

The peaking of Chinese crude steel 
production at an annualised rate of under 
850 million tpy was much less than many 
analysts and iron ore producers expected. 
Expansions of iron ore supply had been 
predicated on Chinese crude steel 
production growing to the 950-1,000 
million tpy range by the early 2020s. The 
scaling back of Chinese crude steel 
production forecasts from those made in 
2012/13 has been of the order of 100 
million tpy or more for 2016-20,  
implying reduced iron ore usage of over  
150 million tpy.

More shockingly for the iron ore industry 
is that most analysts now think that Chinese 
steel production has already peaked in 
absolute terms and that the short-term risks 
remain to the downside (although recent 
positive Chinese housing data and strong 
steel order data are starting to reduce  
those risks).

While Chinese consumption may 
rebound from the declines seen in recent 
years, likely steel export declines from 
recent high levels – partly due to 
anti-dumping duties imposed by the main 
importing countries – mean that Chinese 

however, will probably be moderated by a 
reduction in production from Vale’s other 
mines. In addition, from 2016 to 2020 
reduced investment by the global iron ore 
industry in sustaining capital will reduce 
supply as grades decline at existing mines.

Given the likely ongoing weakness in 
seaborne iron ore demand and the overhang 
of supply, a sustained rise in iron ore prices 
soon appears unlikely. A sharp fall in freight 
rates to all-time lows combined with sharp 
falls in operating costs means that most 
remaining producers are profitable at prices 
in the $40-50/t cfr China range. Oil prices 
are a significant cost input in iron ore mining 
and shipping, so a significant rally in oil 
prices would push costs and prices higher.

As the chart shows, steel scrap prices have 
always closely tracked iron ore prices. This is 
to be expected, given the substitution 
potential between scrap and iron ore. Scrap 
forms a significant input into integrated 
steel production and the relative price of 
iron ore versus recycled steel inputs are 
closely monitored and acted upon. Short-
term prices discrepancies between iron ore 
and scrap prices tend not to be sustained.

Use of steel scrap in EAFs and BOFs 
remains low in China, but that is set to 
change over the next 5-10 years as scrap 
arisings reflect the massive acceleration in 
Chinese steel production and consumption 
over the 2000-2007 period (when growth 
averaged close to 25% a year). By 2020, 
Chinese pig iron production could be falling 
significantly even with a flattish crude steel 
production profile. This creates medium-
term challenges for the iron ore and coking 
coal industries, but dramatically-reduced 
investment by raw material suppliers now 
should lead to significantly lower supply 
growth by the end of the decade and maybe 
even declines in global supply.

crude steel output should decline to the 
750-800 million tpy range by 2020. This 
more pessimistic outcome than previously 
thought represents a significant scaling back 
of projected growth in the Chinese housing 
and industrial sectors. There has been a 
much more rapid restructuring of the 
Chinese economy towards services in recent 
years – so much so that in 2016 GDP 
growth of 6.5% or so is possible with a zero 
contribution from the industrial and 
construction sectors.

The only significant growth market for 
steel over the next five years appears to be 
India, where growth is expected to average 
7-10% a year. Lower oil prices have hit 
short- and medium-term growth prospects 
in the Middle East, Russia and Africa, while 
the Brazilian economic outlook is bleak. A 
problem for global iron ore suppliers is that 
India is largely self-sufficient in iron ore.  
Indeed, India recently resumed higher 
exports of iron ore.

The supply response to lower iron ore 
prices has been significant, with around 120 
million tpy of seaborne supply exiting the 
market in 2014/15, mainly from mid-tier 
and smaller producers, and close to 200 
million tpy (62% Fe equivalent) of domestic 
Chinese production being closed. Offsetting 
this was a 300 million tpy rise in iron ore 
production between 2012 and 2015 from 
the big-four producers, with almost the 
entire rise coming from Australia.

Slowing in growth from the majors, to 
only 20-30 million tonnes in 2016, 
combined with further closures elsewhere, 
will lead to a small contraction in world 
seaborne supply in 2016 – the first decline 
since 2001. This year and 2017 see the 
start-up of the 55 million tpy Roy Hill mine 
in Australia and the 90 million tpy S11D 
project in Brazil.  S11D’s net impact, 

Chinese monthly steel production,
demand and exports

Iron ore and steel scrap prices
monthly averages

Source: Macquarie Research, Metal Bulletin, Steel Benchmarker
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Each year, the Montanwerke Brixlegg AG processes approx.
150,000 tons of copper containing secondary materials.
The recovered highly pure copper has a copper content of 99,99%. 
This excellent quality and a wide range of application possiblities have 
made the brand “BRX” well known worldwide.

More information about recycling and the production you can find under 
www.montanwerke-brixlegg.com

www.montanwerke-brixlegg.com


Some things live forever. Like the famous photo of  
Marilyn Monroe. Like aluminium, which can be  
recycled and live on in new products. And like Hydro, 
which has been renewing itself for more than a century. 

www.hydro.com

www.hydro.com



