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The “Rust Belt” of Northeastern China: 
First Tightening, Now Polishing

Developments indicate that China’s 
northeast has the potential to con-
tinue to play a leading role in China’s 
steel sector.

Under the planned economy, the 
northeastern provinces Heilongjiang, 
Jilin and Liaoning had developed into 
industrial powerhouses, only to find 
the competitiveness of many sectors 
plummeting with the advent of liberal-

ization in the late 70s. Fuelled by strong demand, their steel industry 
was less affected by these changes, but it faces challenges today. 

After a long period of high demand which drove up prices, the eco-
nomic downturn brought on by the financial crisis has led to excess 
capacity. Already, several steel producers have been forced to reduce 
their output, making rapid change even more imperative.

Currently, two major factors impede the advancement of the north-
east’s steel industry. The first applies to the entire industry and is 
frequent in China: a highly fragmented industry landscape. As a con-
sequence, there is a lack of coordination and purchasing power in 
negotiations with important raw material suppliers such as BHP or Rio 
Tinto. The second issue, unique to the northeast, is a focus on steels 
of rather low added value, such as those used in heavy machinery and 
construction, which are harder to sell in times of oversupply.  Also 
quality, especially that of the smaller producers, often does not meet 
international standards.

The Chinese government’s response to these issues is rapid consoli-
dation. It was advocated in the 2005 Iron and Steel Policy, which 
aims to create globally competitive steel producers and unclutter the 
market. The policy has shown results already in the northeast, most 
notably through the merger of Anshan Iron & Steel Group and Benxi 
Steel, forming one of China’s biggest steel groups. Simultaneously, 
many smaller producers are being shut down or acquired by leading 
players, decreasing the overall number of companies and concentrat-
ing a larger share of the market in the hands of the biggest players. 
Liaoning province alone closed four steel mills with a total capacity 
around 3m metric tons.

This policy directly benefits the second major part of China’s strategy, 
the goal of higher-quality products, as the steel producers most likely 
to be closed are small mills that produce substandard steel. The Iron 
and Steel Policy makes it an explicit goal to eliminate backward pro-
duction capacity in the northeast.

Eliminating capacity, however, is easier than setting up new plants 
for high quality steel. Under current market conditions, newly com-
missioned plants face tough competition from existing market players 
vying for their share of a reduced market. Nevertheless, there are 
several important developments. Big players, such as Anshan/Benxi 
are commissioning new steel mills capable of producing high quality 
steel. In addition, a few specialty steel mills have been commissioned, 
such as Tonghua’s silicon steel plants in Jilin province.

Yingkou - North China

The steel industry in the northeast has embarked on an ambitious 
journey toward reform. It will, most likely, take another 3-5 years 
before this process is complete, but in the meantime there may well 
be an opportunity for companies to position themselves close to 
suppliers of higher quality steel products, and to participate in the 
forging and casting plants the governments of China’s northeast are so 
keen on having in their neighborhoods.
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Yingkou Hosts German Delegation
The city of Yingkou in Liaoning Province, which is witnessing 
the construction of no fewer than 3 modern steel plants, is situ-
ated half way between Shenyang and Dalian. A significant port 
city with ample capacity for the importation of raw materials 
and excellent railway connections as well, Yingkou has com-
pleted infrastructure development on the first phase of Liaoning 
(Yingkou) Coastal Industrial Base. In addition to metallurgy and 
heavy equipment, the zone seeks investment in the areas of elec-
tronic technology, fine chemicals, equipment manufacturing, and 
logistics. Modern casting and forging technologies are of particu-
lar interest.

A delegation of relevant German 
companies recently visited Liaoning 
(Yingkou) Coastal Industrial Base, the 
Port of Yingkou, and a well-known, 
longtime German investor with several 
plants in the area producing engine 
parts. The delegation also took part in 
matchmaking activities with potential 
Chinese business partners. In addi-

tion to the Chinese market, Yingkou offers rapid access to Korea, 
Japan and Russia by rail and by sea. And, at the nearby port city 
of Dalian, most major German logistics and shipping companies 
are already present, offering worldwide shipping.

One of China’s few privately financed industrial zones is also 
taking shape in Yingkou, with first phase infrastructure due for 
completion shortly. It is the Minmetals (Yingkou) Industrial Park. 
Though diverse investment is sought, Minmetals has one of the 
three large steel plants in Yingkou, offering opportunities for syn-
ergies. 

Fiducia Management Consultants (www.fiducia-china.com) is a 
professional service provider focusing on Greater China. With 4 
offices, located in Beijing, Hong Kong, Shanghai and Shenzhen, 
and a multinational team of 100 experienced, dedicated full-time 
professionals, Fiducia provides China solutions combining inter-
national expertise and local know-how. 
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