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With these regular updates, we seek to paint a clearer picture of the
myriad factors impacting supply and demand of stainless steel and
special alloys which—ultimately—affect the price and availability of our
products.

STEELMAKING SURCHARGES

Steelmakers use a base-plus-alloy surcharge pricing structure to
accommodate the wide variability in input costs. While base prices
remain relatively stable, often locked in by long-term contracts,
surcharges are adjusted monthly to reflect the volatility in raw material
and, increasingly, energy prices.

In our previous Market Brief, we discussed the March spike in nickel
prices and its impact on the cost of stainless steel. Producers sought to
recover costs above “normal” through elevated surcharges. For
instance, North American Stainless issued a $2.1484/Ib. surcharge on
its 316/316L product in April, a 15.4% month-on-month increase.!
Surcharges peaked in May before falling back in line with levels seen
before the spike.

Beyond raw material inputs—which include chromium, molybdenum,
manganese, and iron ore in addition to nickel-energy has become part
of the pricing matrix.

THE IMPACT OF ENERGY COSTS

Rising energy costs are a concern for European mills especially. The
continent relied heavily on Russian natural gas to the tune of 40% of
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its annual supply.? Dwindling and subsequent shutoff of flow from Nord Stream 1 came when
supply shortages in the face of increasing demand were already being felt as economies re-
opened post-pandemic on the heels of an unseasonably cold winter in 2021. Prices soon
climbed into uncertain territory.

The chart below shows the cost of natural gas via forward month Dutch TTF Natural Gas
Futures over the past five years. It shows prices hovering between 10-25 EUR/Mwh until 2021.
Prices peaked in August 2022 at 339 EUR/Mwh and at time of writing this brief on December
12, 2022, stand at 134.5 EUR/Mwh, a relaxation but hardly a reversion to the mean.3
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The departure from previously reliable low-cost energy has encouraged steelmakers to
incorporate energy into their surcharge pricing models. Average energy surcharges issued by
British stainless steel long product manufacturers fell for the first time last month since July.*

However, with the situation far from certain, firms are taking additional measures to reduce the
impact of energy costs on their bottom line. Worried its annual energy bill of £110,000 could

2 McHugh, D. (2022, September 6). Europe is facing an energy crisis as Russia cuts gas. PBS News Hour.
https://www.pbs.org/newshour/world/europe-is-facing-an-energy-crisis-as-russia-cuts-gas-heres-why
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reach £400,000 at current consumption levels, Leeds-based Pland Stainless distributed more
“thermally efficient” clothing to its staff as it turned the heat down a few degrees.®

US ENJOYS REALTIVELY CHEAP ENERGY

Henry Hub prices are recognized as the benchmark for US natural gas prices. For the week of
December 2, 2022, spot prices were 6.06 USD/MMBtu.® This equates to 19.58 EUR/Mwh.
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Energy prices may be included in US surcharges, but do not have the same impact on pricing
as they do in Europe. For example, Cleveland Cliffs issued a November surcharge for 316/316L
precision strip less than or equal to .015” thick of $1.6565/Ib. Natural gas accounted for just
$.0157/Ib., or less than 1%, of the total.’

Albeit on a different scale, energy prices have fluctuated more than normal in the US as well.
The U.S. Energy Information Administration recently released their expectations for higher
wholesale energy prices this winter in every region of the country. Figures they shared included
an anticipated 31% increase in the Southwest and a 60% increase in the mid-Atlantic and
Central regions.®
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A CHECKERED REPORT: STAINLESS STEEL DEMAND IN 2022

Brussels-based research and development association worldstainless expects a 0.6% reduction
in stainless steel consumption globally in 2022.° To be sure Europe is battling higher-than-usual
energy prices and dealing with the war in Ukraine while the Fed’s continued pursuit of higher
interest rates makes many in the US weary, but the most significant driver of decreased
demand is China’s slowing economy.

Chinese consumption is expected to decline 2.3% in 2022, the first year-on-year fall since
2008.1° Production has slowed along with consumption in large part due to the country’s zero-
Covid policy.

In addition to being the world’s largest consumer of both steel and stainless steel, China is also
its largest producer. Six of the world’s ten largest steel makers are Chinese entities. The country
was responsible for 52.9% of all steel and 56.0% of all stainless steel production in 2021.1112
This is to say that what happens in China influences global statistics and perspectives on the
industry as a whole to a significant degree.

Case in point, reduced demand is not being seen in other parts of the world. Gains of 3.1% in
the Americas and 5.1% across Europe and Africa are expected in 2022.%® Increased demand in
these regions combined with fewer Chinese exports has maintained pressure on prices.

INDIAN STEEL RETURNS TO THE WORLD MARKET

A further restriction in supply came during the months May through November when the Indian
government employed a series of export tariffs on steel products in an attempt to protect the
domestic market from inflationary pressures. The results were, instead, damaging to Indian
producers.

Dependent on export sales, steelmakers such as Tata Steel, JSW Steel, Jindal Steel and
Power, and Steel Authority of India reported poor third quarter results. Though net sales rose
7.9%, operating profit declined 69%, and net profit plunged 96% from a year earlier.”**
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CHANGES IN THE DUTY

Previous | Revised

Product duty duty
Iron ore pellets NIL 45%
Plg iron and spiegeleisen in pigs, blocks or other NIL 15%
primary forms

Flat-rolled products of iron or nonalloy hot-rolled
steel, of a width of 600 mm or more, hot-rolled, NIL 15%
not clad, plated or coated

Flat-rolled products of iron or nonalloy steel, of a
width of 600 mm or more, cold-rolled (cold- NIL 15%
reduced), not clad, plated or coated

Flat-rolled products of iron or nonalloy steel, of a

width of 600 mm or more, clad, plated or coated NIL 13%
Bars and rods, hot-rolled, in irregularly wound coils,

) NIL 15%
of iron or nonalloy steel
Other bars and rods of iron or nonalloy steel, not NIL 15%
further worked than forged, hot-rolled, hot-drawn
Flat-rolled products of stainless steel
of width =/= 600 mm NIt 15%
Other bars and rods of stainless NIL 15%

steel; angles, shapes and sections of stainless-steel

Sowree: Indian gevernmsent cineular

In response to pressure from steelmakers, the tariffs were lifted in November. If producers
outside India saw some respite from competitive Indian exports while the tariffs were in place,
they can expect the return of competition with this news.

PRESSURE ON PRICING CONTINUES
While the market has seen a softening of late, the inflationary environment in which we find
ourselves in 2022 is keeping prices sustained at higher levels. The figure below from the St.

Louis Fed charts stainless steel prices over the past five years.*®
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