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By Kristy Mok and Tim Wommelsdorff

Consolidation status quo
Following years of unprecedented 
growth and a “red-hot” investment 
environment, the Chinese government 
decided in 2005 to actively infl uence 
the highly ineffi cient and fragmented 
industry. It announced several policies 
and regulations aimed at consolida-
tion, with the ultimate goal of  a total 
output concentration of 50% for the 
top-ten producers.

Looking at the statistics, it appears that 
these measures were badly needed as 
the concentration rate in 2004 was at 
its lowest with 35%. Thereafter, until 
2007, it increased by a mere 2% in 
total. 
However, the numbers are deceiving, 
as a lot of ground has been covered 
since 2005. On the one hand, the 
government promulgated a policy in 
2005 aimed at eliminating small and 

ineffi cient production capacity (blast 
furnaces of 300 cubic meters or less, 
basic oxygen converters of twenty 
tons and less). By the end of 2007, this 
resulted in a closure of around thirty 
million metric tons (mmt) production 
capacity at more than 600 steel mills 
across the country.
On the other front, the government 
pushed for strategic consolidation 
among China’s leading steel makers. 

2008 Four largest M&A transactions*

Acquiror Seller / Partner  New entity formed Output
   (mmt) 

Baosteel  Guangdong  Guangdong Iron & Steel 36
 Shaoguan Steel, 
 Guangzhou Steel   

Tangshan  Handan Hebei Iron & Steel 31
Iron & Steel Iorn & Steel  

Wuhan Iron  Guangxi Liuzhou Guangxi Iron & Steel 26
& Steel Iron & Steel Group   

Jinan Steel  Laiwu Steel  Shandong Iron & Steel 24

Source(s): Metallurgical Industry Information Center, Fiducia Analysis

The global crisis – driving 
consolidation in China’s steel sector?
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About FiduciA 
MAnAgeMent 
consultAnts 

Fiducia Management Consultants is a 
professional service provider focusing 
on Greater China. With four offices 
strategically located in Beijing, Hong 
Kong, Shanghai and Shenzhen, and a 
multinational team of 100 experienced 
and dedicated full-time profession-
als, Fiducia provides China solutions 
combining international expertise and 
local know-how.

contact:
Tim Wommelsdorff,  Principal and 
Kristy Mok, Analyst
Fiducia Management Consultants
15/F, OTB Building
160 Gloucester Rd., Wanchai
Hong Kong.
Tel: +822 2523 2171
Fax: +852 2810 4494
Web: www.fiducia-china.com

Over the first half of 2008, four major 
mergers were completed (see excerpt), 
which reshuffled the ranking of 
China’s top ten steel makers.
During this reshuffle, Baosteel lost its 
position as the largest Chinese steel 
maker in terms of crude steel output 
to Hebei Iron and Steel Group for a 
few weeks. However, it reclaimed its 
position after taking over 80% control 
of Guangdong Iron and Steel Group, 
which itself was formed by an asset 
reorganisation and subsequent merger 
of the Guangzhou Steel Group and the 
Guangdong Shaoguan Group.
These and other mergers completed in 
2007 formed several regional champi-
ons, and based on current estimates 
will push the industry concentration 
to about 45% – a significant increase 
compared to 2007.

The economic crisis and 
its impact on further 
consolidation
The government measures have gain-
ing even more traction in the face of 
the looming global recession as market 
forces support the consolidation. 
Slowing demand caused steel prices to 
slide 30–40% between July and October 
2007. In response steel makers are ex-
pected to cut active output capacity by 
30% next year. According to the China 
Iron and Steel Association (CISA), 60% 
of Chinese steel makers were unprofit-
able in October 2008, and many small 
mills already ceased production. 
Increasing iron ore prices and shipping 
rates have put pressure on the steel 
makers. During the past 24 months, 
both rose significantly giving the mar-
ket a speculative nature, in which steel 
makers signed contracts at high prices 
and large volumes. Today, empty order 
books make cash flow a major issue, 
with some mills defaulting on their 
iron ore supply contracts. As a result, 
some incoming ore is simply left at the 
ports. Iron ore stocks at Chinese ports 
stood at a high level of more than 
seventy-five mmt in September 2008, 
up 56% compared to the end of 2007. 
Adding to this challenging situation, 
the global financial turmoil has hit the 
stock markets badly, and cash-strapped 
steel makers find it difficult to find 
financing. Neither capital markets 
nor banks which have tightened their 
lending policy, can be tapped, which 
is expected to lead several steel makers 
into bankruptcy.

can exports save the 
industry?
At first glance, Chinese steel exports 
are not performing as badly as ex-
pected since the global economic 
downturn. The country’s steel exports 
over the first three quarters of 2008 fell 
by 2% year-on-year to reach 48.5 mmt. 
Against this background, the Chinese 
government has taken active mea-
sures to curb exports since 2007. For 
a total of 83 types of steel products, it 
cancelled value-added tax rebates and 
levied a 5–10% export tax. The affected 
products include wire, hot-rolled plate 
and steel sections. In addition, each 
time they export, companies will have 
to apply for an export license – which 
is only valid for three months. 
Industry experts, however, do not hold 
an optimistic view on the export mar-
ket as the two most important down-
stream industries, namely automotive 
and construction, continue to cut 
production globally. Confronted with 
these external challenges, the Chinese 
government seems to be reluctant in 
pursuing further export control, and 
has focused on boosting domestic 
demand by speeding up infrastruc-
ture projects, for instance committing 
an additional USD seven billion on 
railway projects and USD 1.5 billion on 
transport infrastructure in the fourth 
quarter of 2008. In 2009 and 2010 the 
government is expected to approve 
projects to build 10,000 km of railways, 
with a total expenditure of about USD 
294 billion. The government’s inten-
tion to avoid a hard landing of one 
of its pillar industries became obvious 
when it decided to raise export tax re-

bates and cancel export taxes on some 
of the steel products, effective from 
December 2008.
In closing, under the current global 
situation, the consolidation of China’s 
steel industry will speed up and most 
likely achieve Beijing’s goal of 50% of 
total output concentration by 2010. 
What remains to be seen is whether 
government projects can create suf-
ficient domestic demand to avoid a 
contraction of the industry as private 
sector demand is not expected to 
bounce back in the short term. ■

*As at 31st October 2008
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