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i o, Lha T ra |'|'|-l"..'r|i||
uscd 1o make steel, coninbules
wroumd 10 pEr cenl of sieel [rees |ll_-.':||.||||||h_' L
per cent 15 shared by other raw moterals such as coking coal, fuel
ol anel last bat ot the least tramspanation. Despite, all other
{luctors have leaped heavily m thi past to make sieel unbearable
|||l.! F'TL'|1I||T5-|||'..||I.' IMCTCASE [ Fhon o prices crenled I'I'.l'_.'l.' M 3C%
oy all govermment, sleel mroducens and comsuiiers. While
|||-..f~.m~i|'.'.|__' the diviendiinee ol PTCE MsC W M sl fecetly
sicel produecers blomed mon ore 28 the meason o price Tse
especially when abundance of this raw miennl 15 available in
Inikin and abroad
Tockiy, Inikin tiom vae nl,||1|'|||\'1', e sgming |ur|-__' {erTr Codtroes
Joor the price between 90 100 por tonne agmmst the steel price of
s 51,0000 per tonne. Last veur, the mimmstrocioral demand o
Bening Il|rr|||1l.., i scheduled Aupgust R, created huire
domand for steel and thereby, wonore whale skyrocketed thas m
materil b the kevel @0 5175180 per tisnne. Bul, sisce iy, shain
term deminid ends, ron ore prices nommabized to the cuarrent level
w hich s not only susigimable but also pilordsble
Ihe price of irin ore is rising so (st that major mimers i Indo,
Australonnnd Hrueil the theee won ore exporting counines, prefer
v sell more owtpet an spot markets than to sign long - lerm
cuntracts. Ko und BHP want 1o break awuy from thie ned
Benhimarking svstem of poevious veirrs and sell imiore oré ab spaodl
[Frices, 4 ket thm |1:|r|;3:n. existed o few VEATS gD Al presen 1he
spol price 15 mone than Paice the benchmark level BHP wnd Fio

Steel Producers Ready for Price Hike

- Steelworld Ressarch Team

Fil g .IE.'\.'.' ntroducing
hvhrd contracts for buvers.
which include some ore sold i (he
benchmurk and some sold 41 the spol price
Hragl rasses prce 65 percent for Japanese & Kordansupplics
Meunwhile, Japanese and South Koresn steel midls have ogreed o
A4 i pet cenk inerdase U sumil amiieal incrense 1o row, i ien
ore prices from Brazil m the industnd's Tiest miajor deal Tor this
year, which will set a benchmark for poces at o level pamful for
steel mukers. Mippon Steel =aid that the company and Posco of
Saouth Korea had agreed to pay the Bridbom mmmge gant Vale
S 7Th.) & lonne lor lobire fing ore in the year starting Apnl 1,
JU0R. Term wron OFe prces hud been widely expected to nise by at
least 50 per cent, after spot prices soared 1o record high levels m
2007 and demand from Chinegsé steel pulls showed mo sipns of
abitimg. The price for a specific calendar v lor imon ore has
msen fivetold sinee 2000

||i-'-'.|. CYET, N DVOFEED PrICC INCreasy foa e 1.||51|1!_1. Iroam ."'1'.|'.Ir.||| 1
lans been forecast it 66 40 per onne [or 2008 prices of iron ore
benchmuk shipments from Aostrolio repredents a 30 merease
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steetmakers, who are smd 1o be riesing production 15 per cent, 18
credited for the expected price mcrease. Mining companes amnd
customers are seheduled e Begin annual prce negoliations in
Cictober for shipments: starting m Apnl. Goldman Sachs had
odwerved earlier that the demuind would dutstrp supply for vears,
resullange i price mereises uedil 2000, Merrill Lyach anoalyvats iy
report published recently, sabd low nvintores at China's ports
nd supply shorages could push prices higher by more than 50
per cent i 2008, HSBL expects price inerenses of 400 per cent 1n
Austrabinand 30 per centin Braal Indis follows the price moves
it thisse two countrics with some gooseraphicnl ndvantages for
supplics o Clima

Chinese Doubles the Price

Crlobal mflation fears decpened as Chinese steclmakers agreed i
n ||."|.||!1| crense 16 artitial o ing |'|r||.':_:l m a rmswe ||L|.L't"¢ (1
boost the
curs, machinery,
L white goods  and
¥ buildings. Chinese
millers agreed o
pay Anglo
Australmn  miner
P Tt wpy b 6.5
por - cent -maore for
thelr, are  supplies

cosl ol

thiz venr, the EiLI':!‘:!.'rl
ever annual merense
and well above the
0.5 per cent increase paid lisl vear. The fise suggests that demind
for commodities from emenging econmics remuins strong, in
spete ol the LS slowdown, feclling fears that ghobal mafiation will
Do W fihg | 1!'.' I |14. A aver .Igl' hi Fh."l cent '\Illj'lil.h'“_'!'u “!L'
reconl increlse of 715 per cent apreed in K5, Rio Tinto amd
Chinese steel enterprises have cooperated lor a loay fene wid both
parties beleve tha they would benefit from the long-letm
stabilety amd common developmen) between upsirsim ad
downstrenm, Chinese stee] enterprises support Bio Tinto's further
elfort to expand myvestment and increise produoction, in order 1o
ot kel demand. B's pgrecinent mirks wn unprecedenied
divergence in the annuol price rises Tor Australian and Brazilian
e, Traditionully, ¥ale of Bruzil seoild negotinte a pnce und Rio
and BHP Billitcn would sgree later o @ similar incresse
However, Vale's agrecment earlier this vear los o price msrense o
between 65 pet cent and 71 per cent was diseepanded by its
Avsiralom vivils, whoeh t turs demanded a ||ié'||¢r CTease
arzuing thew prosamity to China reduced ore shipping costs
China may Rationalize Steel Output

Diepending selety o imports -of yon ofe, Ching, the workd's
largest sfegd producer and consumer, may mtonabize steel
prociuction furiher inocomung days s fregoeni prce moresse
made the market unprediciable. The country, imports almost half
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of the world's scabome
o are, making 4t the
lnrgest tran
consumer 0 the world,
bul it had become 8
price-taker of lwte

perhaps because 1l
wiibed loa long Lo
negotiate with - mapor
supplicrs. This situation
cothd bave been antictpated, because oron ore was i such demand
slobally, but amalysts feel that higher costs might actually help
ratiomaliee the Chinese siee] industry by pricing some smlles
firma wilh ohsolete |L"I,'|J|.I1ltlll:['|. olll of hsiness .'\.n.l,'uIlJlI!lF fin
recenl repors, hall a dozen of small $ieel mlls ansund Betjmg
bave already shut down their operations considering

envaroimenial concerns for the |.||I|.|'|LIII11IrIél.1 Ny mpic {mics

ure

After Brashan moning conglomerste Vale hammered out 2008
benchmirk prices formon ore Baes with Jopanese und Repiablic of
Kaorea (ROK ) stee] makers, Baosteet Crronp, Ching's largest sieel
ke HFI-L'-..'J--.IH the price for fscal 2008 .u.-ucpllht',l]u: Rrazlnn
miner's price hekes that mnged from 65 per cent 10 71 per cent
compared with 2007, That's how benclimark pricing generally
wirths Bl the mternational don ore markel: phe group of buyers
gevepts anew ronee ol prices, which then become the norm fer the
phobal inghustey, an aoelyst swid. Lost vear, if wis Baostoel that sct
the benchmark with Vile. This vear, other East Asian stecl makers
were cager fo miake o deal quickly, o least parily because some
o ore scllers starbed f..l“LHI':: about ‘more exble’ lerms,
mcaming quarterly ot evenmoanthly re-pricing

Hardening Bargaining

China's steel ineeds hive soared. drven by rapid urbanization and
Y I“"E"' Inirastrue e projects .\.:\'L'ﬁn!l.h:_.r tid e Chana from
amd Steel Asscelation (C1SAL world mon ore seabome trade in
2007 mmeumed o BHE millign onnes

ol which 383 pullion

fonncs
shupped o China,
ap 175 per cent
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¥our-in-year
Since China
The
ioilernalional
P orodenng
negatiahons o
2004, the price
EVery

Tias  mscn

year. Price

negivistions for 2004 ended with an 15,62 per cenl increase,
forlloweed By o 71,5 per cont rse i 20005 and o 19 per cont ingreasg
by 2006, In 2006, the country. was the world's first major sieel
producer o seithe with three muning fms - Vale, Rio Tinto and
BHP Billiton - agrecing o a relatively modest hike of 9.5 per cent
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for the year starting
April 2007, Thot was
the smallest price rise
in the veats since
China joimed the
warld price
negotintions. Bul this
vear, Ching lost the
opportiunily to sel the
benchmark price
while wmting for the
deching amd lost the epparunity W Japanese steel makers thnt
reportedly rushed to wrip up the talks before the Clunese and
signinnge the deal witlh huge price escalitbon

Aceonding to a Chinese buver, the gap hetween lemm prices wnd
spol praces o iron e in 2006 warsn't as wide s in 2007, resulting
& relabively modest prive ke, Steel makers were sabshied with
the vutcome, slthougl ivon ore producers considered it unlair
Soaring spoi prices in 2007 changed the equation and pushed up
thet term prices for 2008, With demund for tron ore soanng; global
miiners production oy surged. Vale boosted its 2007 iron ore
presduction by 1.2 percent, for exaimple, and Koo Teo mmed ou
per cent maore ore. With lagh global steel prices and sunging
profits for ¥s producens, prowing by 30 por cenl year-on-yer,
rramers are up i arm Lo share ther wealth

Imminent Consolidation

Rising iron ore prices substuntiolly may foree smaller steel
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mills 1o pecept o dramane squecze 1 margm which would
pradually make them mviable or merge with the Lirge ones.
Therefore, a consolidilion is immnent i sleel industry 0
vistble future, Although, stecl mlls term the sron ore price hike
s “expected” viel, thousands of smaller mills globally could be
afTected 1f the pricmy sgreemend leads to higher spol prices,
histening consolidation in the stee] industry, Smaller mills buy
ibon ore o dhe
spot marker and
e urinble o lock
in prices Dby
anmual contract
However, the
affedt on large
mills could be g
limited us they B8
face no problems
while passing on
the raw muaterials
PRICE IMCTEAse an
tor steel consumers. Bul, basically selling mospod market or to
companics with long term contract, small mills may run oot of
businoss as conlracis with long term suppliers

Domestic Spot Prices Surge 10 Percent

After Orissa Mining Corporation’s [slest quarerly tender an for
sitle of iran ofe during July to Septerber 2008, the murket prices
af iron ere in Chrissi are expecied to surge by Bs 300 per tofne.

I ore - BF Fe 65%

L%,
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Iron ofe = Sponge Fe 3%
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Prices of Rio Tt

2007 2008

Pilbars Blead FingsYandicoogina Fings Kij42 144 isih
Pilbars Blend Lump 102 64 s VA
Expaort restrictions [ast vemr, India exported a total ofabout 76 midllion tomnes of ron

liifin resmicled exports through wrposition of 15 per cent od
velorem duty on shipment of tron ore with the v1ew 10 morcase
domestic supplies and thereby, control inflation panly, The move
is likely to make the procurement costly for steel mills as export
price alse move in tandem wath domeste one. Thus, India's ron
ore exports wre Jikely to remain on G ground this fscal vear,
desprte mmn boyer Clona impesing price caps on amports from
snmic. countries. The industry s estimating the total shipmend to
deching 20 per cent tor 80 wrillion from aroound LY malliog tomies

i last financind year, or an eighth of e totl world iron one imde
of 605 mulkion tonnes. The cap on Avstrabisn ore has been sl
554 0 tonne, includmy cost and fretght, and 70 for Broe o one -
-roghty (he same leviels as 2005 lerm conimcts on o free-on-
buard basis, Tncia's fron one reserves are estimated wt 24 billion
tonmies, of which o major portion has o nch iron content of ahout
65 per cend. In eomparison, Brazal's iron ore s about 66 per cent
resn
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