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Shortages in Metallurgical Raw Materials and Increase of International Prices

The Impact on the Eu Metals Industry and on Related Sectors

Abstract 

Confindustria is seriously concerned about the combined, heavily negative, impact of the shortages at international level of steel and ferrous and non ferrous metal raw materials and the consequent increase of their prices. In particular, the shortages in metallurgical coke and metals scrap affecting mainly the European steel, copper and aluminium  industry, have repercussions on downstream industrial sectors and risk to create serious implications in terms of competitiveness and job losses in downstream sectors already massively exposed to international competition. 

China has become the metallurgical coke’s supplier of last resort. Internal production constraints, plants closures and reduction in export licenses, together with the decline in production capacity in EU and US, have reduced coke’s availability close to zero and made prices multiplied by four in the last year. 

Concerning ferrous and non ferrous scrap, the heavy demand from China and the Far East and the restrictions on scrap exports imposed by Russia, Ukraine, Taiwan, Korea and Venezuela have made prices rise sharply. A possible decision of US to apply restrictions of exports would ultimately shift all the world imports in the Eu market.
Confindustria already asked the European Commission to call for a WTO panel on restrictions and incentives adopted by China and to undertake all necessary actions in order to reduce the risk of export restrictions in the US. 

Confindustria believes that more effective tools should be enforced in Europe to closely monitor the ferrous and non ferrous scrap market development and the effects of rapid switch into trade flows, and eventually, a system of prior surveillance, to be implemented through free licenses to export without quantity limitation, enabling the European Commission to undertake, should it be necessary, appropriate measures. 

The international scenario has profoundly changed from ‘90ies, when European plants were reduced or dismissed to comply with overproduction and/or deal with costs due to the implementation of environmental legislations. Accordingly, also the international tariff framework set up for ferrous and non ferrous metals does not meet any longer the need of European industry to grant sufficient supply of raw materials for the development of productive activities. 

Urgent measures are needed to address this situation and to define a long-term European strategy for the overall competitiveness of European industry, and in particular the steel, non ferrous and related sectors. Unfavorable production conditions in the Eu, also due to new environmental legislation (e.g. REACH) and the uncompleted energy market liberalization process further urge the Commission to rapidly establish a European crisis management task force.

The task force should address and identify suitable solutions for the short term, and concentrate on structural factors in order to provide the European industry with a wider range of analysis and operational tools for the long term. Once defined, its conclusions could be object of a Communication from the Commission and serve as paradigm of political orientations and basis for actions to enhance the future Eu industrial policy. 

The growth of Chinese economy and the structural nature of the problem. 

The increase of costs of raw materials is to be primarily attributed to the fast economic growth of China, Russia, and of other emerging economies in the Far East. Although China is by far the major steel producer in the world, its capacity is insufficient to satisfy internal needs. 

Therefore in 2004 imports have risen fast (43 millions tons in 2003 compared to 29 in 2002). The annual growth rate of China is expected at 8% up to 2010. Consequently, steel consumption in China should increase by roughly 10% annually, with an increase of its total production capacity of nearly 30 tons/year, against the Italian production of roughly 26 millions tons/year. 

In 2005 the Chinese internal demand will be roughly 300 millions tons, and China will not reach its internal balance before 2010. Only from there on it will become again net exporter of metallurgical products. During this time lag, the Chinese import of natural resources, such as energy, coal,  steel minerals and metal scrap, will be high, with significant impact on the European industry. Besides, the economic growth of Russia is also increasingly fast, and the reduction of its export of raw materials, including energy, for which it has been so far net exporter. 

China and iron steel Association has been quoted in the US press as anticipating the need for an additional 15-20 million tons of scrap in 2005. That bodes well for higher steel making costs throughout this cycle and perhaps even scrap supply crunches within the next 12-18 months. 

The overarching Chinese industrial policy indicates the political commitment to expand on strategic markets and to continue to neglect fair trade rules, adopting practices contrary to the WTO. 
China has become the main supplier and accounts for more than 50 % of the international coke trade. Chinese exports of coke in 2004 have dropped significantly, due to the closures of coking capacities, notably the small beehive ovens and illegal coking mines, and to a huge increase in domestic demand. However it is the current Chinese practice of export allocation which has led directly to the current crisis.

Major Coke Exporters (‘000 tons)

	
	2001
	2002
	2003

	Australia
	70
	130
	400

	China
	14680
	13590
	14700

	Colombia
	240
	310
	605

	Czech Republic
	770
	845
	690

	Egypt
	470
	410
	450

	Japan
	2440
	3130
	2800

	Poland
	3650
	4250
	4100

	Russia
	2300
	2300
	2300

	Spain
	690
	780
	1100

	Ukraine
	900
	900
	900

	Zimbabwe
	130
	125
	120

	Total
	26340
	26770
	28165


Source: Comext

Coke Exports – 2003, Breakdown by country
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The Chinese government regulates the export of coke through a quota system based on tradable export licenses allocated to state-owned raw materials traders/producers and to provincial governors. In previous years, export supply and demand were broadly in balance and export licenses traded for $ 1-3/tons. In 2004 the export allocation and the number of export licenses were severely restricted. Normally, the annual level of export allocation is announced at the end of the previous year. This has not happened for 2004. 

So far only 2.3 Millions tons of licenses have been issued in January with no confirmation of additional tonnage being allocated for export. The traded price of export licenses has now risen to $ 250/t taking FOB coke prices to $ 460/t FOB. The expectation is that China may allocate 9 Millions tons total for export this year, however there are no guarantee of this. Even so, it would be a reduction of 50 % on previous years.

The price of coke has escalated in the course of 2003 and 2004, partly as a result of rising demand and falling capacity, but the recent impressive increases are mainly due to the restrictions imposed by China. Prices now are at $ 460/t FOB or more, up from $ 120 ton a year ago and approximately $ 62-65 ton in 2001.

EU Coke Imports – 2003 (‘000 tons)

	Australia (*)
	1521

	Canada
	489

	China
	4404

	Colombia
	124

	Czech Republic (*)
	721

	Egypt
	252

	Japan
	257

	Latvia
	319

	Norway
	704

	Poland
	3456

	Russia
	821

	Ukraine
	337

	USA
	611

	Other
	55

	Total
	14071


Source: Comext

N.B. Imports from Australia and Czech Rep. would include additional items (i.e. coal)

EU Coke Imports – 2003 (‘000 tons), Breakdown by country

[image: image3.emf]Canada

3,5%

Australia

10,8%

Japan

1,8%

China

31,3%

Colombia

0,9%

Norway

5,0%

Poland

24,6%

Czech Republic

5,1%

Egypt

1,8%

Latvia

2,3%

Russia

5,8%

Ukraine

2,4%

USA

4,3%

Other

0,4%


Other suppliers are unable to fill the supply deficit left by the reduction in Chinese exports. Indeed the supply of coke has tightened dramatically in just a few years. 

There have been, notably in Europe and in the USA, closures of substantial coking capacities, principally due to the environment costs of operating such plants. Since 1998 (excluding China) over 17 Mio tons of coking capacity worldwide has closed. 

This has accentuated the dependence of the world industry on China. Given current shortages, investment decisions are being reviewed but it will take several years for new capacities to come on-line. Therefore, the world steel industry’s dependence on Chinese coke is not likely to diminish in the near future. 

Market trends. 

Reflecting huge raw material price rises, steel prices have been rising dramatically worldwide in the last few months. Rates vary according to the type of product and the specific market context, but reports from all over Europe are consistently showing strong increases. The average increased by about 30% in less than three months. For instance, on the five main EU markets, the average price for hot rolled coil was 379 euros/tons in March 2004, compared to 296 euros in July 2003. Moreover, also shipping costs are sensibly raising, further affecting European importers.

The cost of major inputs has been rising considerably. As an example, the demolition scrap price index was 105 in June 2003 and reached 209 in March 2004 (see graph below).

Demolition scrap (01/1999-03/2004)
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Source: EUROFER
Scrap prices increased from about 70 euros/ton at the beginning of 2003 to about 250 euros/tons these days. It must be noted that the price is constantly rising.
Other governments around the world contribute to the tightness of the scrap market by imposing export restrictions or taxes, such as Russia and Ukraine. Reports from Asia and from the United States, where steel manufacturers are advocating for the restriction or even the prohibition of scrap exports, are also worrying.
Concerning coke, Eu environmental regulations, in the field of IPPC and of emission trading in particular, impose additional costs on the EU steel sector in general, and on the coke producers in particular. The closure of many European coke-producing units is partly explained by these additional costs, as it was considered more convenient to import coke from abroad rather than produce it.
The steel sector is a very important one for the overall EU economy. Europe, with about 160 million tons in 2003, is the second largest steel producer in the world after China (220 million tons, +21% compared to the previous year). The overall market is in expansion (see chart).

EU crude steel production in 2003 - breakdown by country
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Source: EUROFER

World crude steel production (1995-2003) - (Million tons)
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Source: FEDERACCIAI

The EU steel sector is export-orientated as a large part of the produced steel is traded, mostly within the Eu, but also with third countries (20 million tons in 2002). It should be noted, anyway, that the European export is characterized by higher quality. Italy is the second largest steel producer in the EU, after Germany and before France, Spain and the UK. In 2003, the Italian production reached about 27 million tons, 13 of which were exported. Steel is widely used in manufacturing industries (automotive, metalware, mechanical engineering, etc.) and in construction. Therefore, the impact of a strong increase of steel prices is felt throughout the whole economic system. Additional costs in the sector may therefore lead to generalized inflation, compromising European overall competitiveness and capacity to create growth and employment.
Urgent actions.
Coke is the basic and essential raw material for the integral metallurgical productive cycle. In 2003, China has authorized the export of 15 millions tons, of which, 1.5 millions have come to Italy. According to sectors involved, in 2004 export licenses will be limited to roughly 9 million tons. Already in 2005, China could be net importer. 

As a member of the WTO, China can impose quantitative restrictions on exports to other WTO members in exceptional circumstances (Art.11 GATT permits only temporary export surcharges in the event of critical shortages of particular material).

On the contrary, it seems that China has called on Art. XX, that allows export restrictions on industrial supplies when domestic price control is in place under a governmental stabilization plan. As these circumstances cannot be found, China should be called to respect WTO obligations and liberalize its export trade in coke urgently.

It is necessary in the present situation that the European Commission intervene bilaterally with the Chinese authorities to urge them to release, as rapidly as possible, for this year the traditional level of export licenses, for coke.
· Therefore, as a first urgent action, China must abolish any restriction on the exports of coke. To this objective, a WTO panel should be addressed. Meantime, the Eu has to exercise all the political pressure at bilateral level to speed up the release of licenses. 

· Should the US introduce restrictions on scraps, the Commission is called to firmly highlight their incompatibility with WTO rules. Therefore the Eu must stand ready to respond to any restricting measure putting its strategic industrial interests at stake.
· On all metal scrap, negotiations with Russia and Ukraine for the quick removal of the export restrictions or taxes should be intensified and it should be made clear that targeted countermeasures could be taken if these authorities resist change. For Russia, those issues should be taken into account when examining its request to enter WTO. For Ukraine, autonomous quantitative restrictions established with the agreement in force should be maintained. 

· In general, all Third Countries that limit the export of ferrous and non ferrous scrap should be subject to strong deterrent measures by the EU.  

· A monitoring mechanism at EU level on the market trends for strategic raw materials, including coke and ferrous and non ferrous scrap, should be put in place as soon as possible so that imbalances can be handled promptly and coherent strategies can be put in motion when necessary. The mechanism should foresee the participation of the European business community.

· Taking into account the critical situation faced by the steel and metallurgical sector and the potential impact on the overall economy, a task force at political level should be established, which may substantiate in the Advisory Committee of Member States foreseen by Regulation No 2603/69 on common rules for exports. 

· In order to improve the production conditions in the medium-term it is essential to ensure that local and reliable sources are available. This implies to revive Eu coke production.
· To re-start coke production quickly, a temporary moratorium on some environmental regulations may be necessary, where companies are committed to rapidly adapt production methods making them fully eco-compatible as required by the IPPC directive.
· Public support measures to facilitate the adoption of the best available technologies requires by EU environmental legislations should be also enforced. The solution should be sought both in allocating part of the resources available from the Regional policy and/or in allowing an higher level of State intervention at national level. 
· To reduce energy costs, the sector liberalization process should be urgently completed, and transition measures should be kept in the interim time.
· To ensure a stronger supply of scrap, a quicker implementation in the Member States of the end of life vehicle directive may also be helpful.
· To avoid putting new pressure on the coke-producing sector, a temporary exclusion from the EU emission trading system could possibly be considered.
· In the framework of WTO tariff reduction, particular attention should be given to raw metals, in particular, aluminium. The EU should favour the import flows of non ferrous metals, whose production in Europe remains insufficient. 
· Social and environmental dumping,  especially in energy sources, stands as a major obstacle to European production of raw materials, therefore, the existing defence instruments should be maintained and reinforced, and the unbalancing effects of illicit practices systematically raised at EU and WTO level. 

· The system of generalized preference (SPG) on semi processed products exported by Developing Countries that keep in place restrictions towards the EU should be reviewed. 
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