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EXECUTIVE SUMMARY

e The global economy is reflecting the impact of
recent sustained fiscal and monetary stimulus.

e South African growth prospects have been
improving.

e Global steel demand is expected to improve,
owing to growth from China.

e The metal and engineering industry made
employment gains, in the period Q4:2009 to
Q1:2010.

e Recent weakening of the rand proved
supportive of the growth of manufactured
exports.

Global Economic Outlook

Since the beginning of 2010 it has become clear
that the global economic recovery has been
gaining momentum. According to IMF forecasts,
world output is expected to rise by about 4 per cent
in 2010, following a 0.5 per cent decline in 2009.

The global economy has been reflecting the impact
of recent fiscal and monetary stimulus af an
unprecedented scale. The signs of global recovery
by most economies began in the third quarter of
2009, with emerging economies leading the
recovery but advanced economies dragging
behind. According to the International Monetary
Fund, advanced economies are expected to grow
by 2 per cent in 2010 and by 2.5 per cent in the
following year. However, growth in the emerging
economies is projected to be over 6 per cent in the
period 2010 - 2011. Most of these economies have
started on a relatively strong base and are likely to

lead the recovery.


mailto:njabulo@seifsa.co.za

While risks are generally on the downside, risk related to public debt in advanced economies has been
more evident. The medium term risk relates to concerns about liquidity and solvency especially in Greece
should the situation revolve into a full-blown and contagious debt crisis. The general concern is that there is
not enough room for policy maneuvering in many advanced economies given that policy instruments have
either been exhausted or are limited, thus exposing early recoveries to new shocks. The concerted efforts
by the European Central Bank (ECB) and European governments in general have had some effect in

calming the markets.

With the recovery coming from a low base, global inflation remains subdued against a background of large
output gaps and weaker demand. While the many countries have maintained a stimulus policy stance,

other countries have begun with normalisation of macroeconomic policy and increased interest rates.
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Domestic Economic Outlook

The South African growth prospects appear to have improved and are expected to sustain a strong performance in the
medium ferm. Growth in the fourth quarter of 2009 grew by an annualised 3.2 per cent from 0.9 per cent in the
third quarter. Economic growth in the fourth quarter was widespread across various sectors of the
economy. The main contributors to growth in the fourth quarter were manufacturing (+1.5 percentage
points), general government (+1.0 of a percentage point), mining and quarrying (+0.2 of a percentage
point) and construction (+0.1 of a percentage point). In the first quarter of 2010, the economy grew by a

reasonable 4.2 percent.
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Real domestic expenditure showed improvements in the final quarter of 2009, growing at the rate of 5 per
cent after declining by 10.8 percent in the second quarter and 1.6 percent in the third quarter. Real
consumption by households rose over the period resulting from an increase in real disposable income. Also,
during this period, expenditure on durable goods including new motor vehicles increased, especially in the
fourth quarter. However, consumer demand (which accounts more than 60 per cent of GDP) is currently
lagging as a result of lower disposable income due to job losses as well as consumer reluctance to use

credit as debt levels are still high.

World Steel Market

The collapse in world steel consumption in 2009 came as a surprise to producers, consumers and market
analysts. Global steel consumption was estimated to have fallen by 9 percent in 2009. The demand for
motor vehicles, home appliances and residential properties remained weak in the first half of 2009 in most

parts of the world.

Million tonnes World apparent steel consumption

1,400

1,200

1,000

800

600 -

400 -

200 A

0

XS AN S\ S\ MLV SN SV S\ S\ LI Sl

Source: World Steel Association

Global steel demand is expected to improve somewhat in 2010, owing to the exceptionally strong growth in
steel demand from China. In 2009, steel consumption in China was recorded at 526 million tonnes,
compared with 443 million tonnes in the previous year (reflecting a rebound of 19 percent in 2009). The
emerging economies, particularly China, will be the critical factor in driving world steel demand in the

medium term, as was the case before the financial crisis.

India’s apparent steel use also remained relatively resilient to the global crisis and is expected to grow by 12

percent in 2010.

According to the World Steel Association (WSA), steel consumption should increase by 10.7 per cent in 2010
3



after a fall of 6.7 percent in the previous year. The strong resilience by the emerging economies, like China,

was a major contributing factor in enabling an earlier than expected demand recovery.

Chinese apparent steel consumption
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During the 2008-09 recession, while developed countries experienced the worst recession since the 1930s,
some developing countries nevertheless maintained an expansion path. China’s output, in particular,
continued to rise during this period which in furn led to pressures on raw material supplies. In January 2010,
China's crude steel production increased by 18.2 percent to 48 million fonnes, compared to 14.8 per cent
increase (to 5.4 million tonnes) by India. The Japanese production rose by 37 percent to 8.7 million tonnes

while South Korea's production rose by 32 percent to 4.5 million tonnes.

European steel production grew by 33.7 percent in January to 13.5 milion tones. Turkey still remains the
largest producer of steel in Europe recording an increase of 2 per cent to 2.1 million tonnes in January 2010.
Crude steel production in Germany rose by 27 per cent to 1.9 million tonnes while Italy and Spain recorded
production increases of 17.2 percent and 51 per cent, respectively. UK steel production increased by more
than 45 per cent to just below one million tones. Greece was the only EU country reflecting a drop in

production of about 42 per cent.

In North America, crude steel production went up by more than 46 per cent, reflecting a 49 percent

increase by the US, a 36 per cent increase by Canada and 36 per cent increase by Mexico.

African and Middle East steel production rose by 20 per cent to an estimated 2.75 million tonnes in January.
Iraq’s steel production dropped by 5 per cent to 900 thousand tones while South Africa’s rose by a

significant 51 per cent to 710 thousand tonnes.

South American steel production increased by 48 per cent, with Brazil accounting for the largest production.
In Venezuela steel production fell by 8.2 per cent to 350 thousand tonnes while Argentinean production rose

by 18.5 per cent to 337 thousand tonnes.



Steel production by region
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South African Local Steel and Metal Industry

South Africa is among the world’s largest producers of steel and was ranked 21 out of 40 steel producers by
the WSA. On the African confinent, South Africa contributed 48 per cent towards the total production of

crude steel.

Production

According to the World Steel statistical reports, South Africa’s steel production in 2009 amounted to 7,484
million tonnes, down from 8,176 million tfonnes recorded in 2008. In 2008, carbon steel deliveries amounted

to an estimated 6,535 million tonnes of which 5,415 million was sold on the local market.

The comparison of South African and world crude steel production growth rates shows marked differences
in the trend of performance. Steel output in South Africa reflects a negative average annual growth of 1.2
percent, during the period 2001 — 2009, whereas (in the same period) global production maintained a
relatively higher annual growth of 4.3 per cent. As shown in the graph below, the South African crude steel
production slumped slightly in 2006 while the oufput in other emerging economies was still on a positive path

due to the rampant growth in these rapidly industrialising economies, particularly in India and China.
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By 2007, steel production in South Africa was already in negative territory as a result of the decline of a
broad manufacturing base as global competition intensified. Also, the introduction of the National Credit
Act, as well as the lag effects of the rising interest rates by the South African Reserve Bank since June 2006,
had a potential negative impact on the economy and its productive capacity. According to the South
African Iron and Steel Institute (SAISI) reports, crude steel production decreased by 6.4 per cent (to 8,985
million tonnes) in 2007. This was largely owing to the rebuilding and modernisation of the steel producer
ArcelorMittal’s South Africa’s blast furnace D at Vanderbijlpark as well as the upgrading of furnace No. 1 at

Highveld Steel and Vanadium in Witbank.

Adding to the situation were the far reaching implications of the effects of the energy crisis since early 2008.
This has seriously affected production in the steel and metal industry over a prolonged period as companies
began to establish a new base and looked to improve operating efficiencies. Apart from this, there were

other serious challenges facing the industry due to skills shortages.
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Consumption

The South African primary steel industry is a major contributor to the economy and earns a considerable
amount of foreign exchange. According to the South African Iron and Steel Institute (SAISI), the largest local
consumer of steel is the manufacturing sector followed by the building and construction sector, both sectors
accounted for 2,529,873 tonnes and 1,220,352 tonnes respectively of the total production in the first nine
months of 2008. The mining sector was another significant consumer of primary steel products, with

consumption recorded at 197,717 tonnes in the same period.

The global impact of the economic slowdown in 2009 adversely affected the demand for steel by the
mining sector (as certain mining projects had to be suspended) and manufacturing sector (as a result of
weak demand for vehicles in the automobile sector). However, World Steel reported that steel
consumption had stabilised in the later part of 2009. Current forecasts show that steel consumption in 2010

should recover and could exceed pre-crisis levels of 2007.

Apparent steel consumption by region

Apparent steel use Growth rates
Mmt. 2009 2010f 2011f 2009 2010f 2011f
EU (27) 118.4 134.6 145.2 -35.2% 13.7% 7.9%
Other Europe 23.9 27.2 30.4 -12.5% 13.5% 11.9%
C.LS.
NAFTA 35.8 39.8 43.0 -28.2% 11.0% 8.0%
Central and South America  33.6 40.4 43.1 -24.1% 20.0% 6.7%
Africa, of which 26.4 28.7 31.3 9.6% 8.6% 9.3%
South Africa 4.1 4.6 52 -32.3% 11.3% 12.8%
Middle East 40.7 44.7 48.4 -8.0% 10.0% 8.2%
Asia and Oceania 761.5 825.7 857.7 8.7% 8.4% 3.9%
World 1,121.2 1,240.9 1,306.2 -6.7% 10.7% 5.3%

Source: World Steel Association

Employment

The industry had approximately 325,000 jobs as at March 2010, after it had boftomed out at 320,285 jobs in
January 2010. The downward trend in employment levels since the later part of 2008 was attributed to the
adverse effects of the global recession in the industry. According to the Engineering Industries Pension Fund
(EIPF) and the Metal Industries Provident Fund (MIPF), employment in the industry reached 328,466 in April
2010, reflecting approximately 8,000 new jobs created by the industry between January and April 2010. The
employment levels in the industry can be expected to recover in the short to medium term, following two

years of economic crisis-linked slumps.



Employment by the industry
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According fo Statistics South Africa, the labour force decreased slightly by 25,000 between the Q4: 2009
and Q1: 2010. During this period, employment declined by 171,000 with formal employment recording the
biggest loss of 140,000 jolbs compared to 100,000 jobs lost in the informal sector. The metal and engineering
industries however made employment gains of about 1,000 jobs during the same period. This industry
accounted for 0.08 per cent of South Africa’s total employment in Q1: 2010 up from 0.07 per cent in Q4:

2009 and 0.09 per cent in Q1: 2009.

Key employment indicators

2009 2010 % change
Jan-Mar Oct-Dec Jan-Mar Quarter on Year on
'000 quarter year
Population 15-64 yrs 30,987 31,261 31,350 0.3 1.2
Labour force 17,820 17,138 17,113 -0.1 -4.0
Unemployed 4,184 4,165 4,310 35 3.0
Employed 13,636 12,974 12,803 -1.3 -6.1
of which:
Metal and engineering industry 393 324 325 0.3 -19.1
Percentageontribution to total employment

Net contribution 0.09 0.07 0.08

Rates (%)
Unemployment rate 235 243 25.2
Employed / population ratio (absorption) 440 415 40.8
Labour force participation rate 575 54.8 54.6

L EIPF and MIPF membership

Source: Statistics South Africa; SEIFSA




Employment distribution in the SEIFSA membership graph below shows that the sub-sectors with the biggest
contribution as at April 2010 engineering was (71.9 per cent) followed by iron and steel producers (11.1 per

cent) and other metals (6.6 per cent).

Employment distribution: SEIFSA membe
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Foreign Trade

According to the South African Revenue Service (SARS), trade data on steel, imports of primary carbon and
alloy steel products (excl. semis, stainless steel and drawn wire) went up by 4.1 per cent fo 56 531 tonnes in
March 2010, compared with 54 287 tonnes in February 2010 and an increase of 142.6 per cent compared
with 23 306 tonnes during March 2009.

Imports of primary carbon and alloy steel products (excluding semis, stainless steel and drawn wire) during
the first three months of 2010 amounted to 160 477 tonnes, an increase of 20,9% compared with the 132 769

tonnes of primary carbon and alloy steel products imported during the corresponding period of 2009.

Imports of primary carbon and alloy steel products (excluding semis, stainless steel and drawn wire) during
the twelve months April 2009 to March 2010 amounted to 509 656 tonnes, a decrease of 10,3% compared
with the 568 050 tonnes of primary carbon and alloy steel products imported during the previous twelve

month period.

In the light of government’s proposed construction of a muliibillion rand, high-speed rail link between

Durban and Johannesburg, the import of specialised rail products (e.g. rail used in the Gautrain project —



(most of which is not produced domestically) is expected to significantly increase steel imports in the
medium fo long term.
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About 46 per cent of steel products exported by South Africa in 2009 were destined for African counfries,
with the Far East accounting for 29 per cent, EU recording 11 per cent and Middle East 5 per cent. The
recent weakening of the rand has proved to be supportive to the growth of the country’s manufactured
exports. It can be expected that, should the currency continue to weaken, this will further support local

exports while making imports less competitive.
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South Africa is a net exporter of primary steel products. Between 2008 and 2009, South Africa’s net exports
increased by 60 per cent with Africa accounting for the largest increase of about 67 per cent from 741,684
tonnes to 1,237,080 tonnes. In the first three months of 2010, South Africa’s net exports amounted to 631,574
tonnes, mainly to African countries (47 per cent), followed by the Far East (15 per cent) and the Middle East

(11 per cent).

CONCLUSION

South Africa’s growth prospects appear to have improved as the global economy is showing signs of
recovery with most growth forecasts having been revised upwards. The uncertainty of the sustainability of
fiscal deficits by the European countries could affect the tentative recovery experienced in a number of
countries. However, the concerted efforts by the European governments have had some success in
calming the markets.

The global demand for steel can be expected to improve in 2010, owing to the growth in steel demand
from China. While South Africa has been affected by the recessionary conditions like many parts of the
world, its demand for steel can be expected to rebound during 2010. As a net exporter of steel products,
the weakening of the local currency can support growth of South Africa’s manufactured exports.
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