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Trends seen in the Chinese iron ore buying
activity over the past years.

Market fundamentals behind the growing
preference for higher-grade iron ore.

Prospects of demand for higher-grade iron
ore in China in the coming years.



IO imports fell despite higher BF iron output
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Prices for 62% and 65% Fe iron ore diverged

mm 65% over 62% Fe fines premium, $/t [RHS]
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Prices for 62% Fe and 65% Fe benchmarks have more often moved in
opposite directions in 2017-18 than in 2015-16...

Weeks per quarter when prices diverged

mm65% vs 62% Fe fines

—Pellet vs 65% Fe fines
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Weeks
o = N w AN ol (@)) ~l o0

* Q4 results include price movements until the week ended Friday December 7

Sources: Fastmarkets MB

...and pellet prices
more often mirrored
the trend seen In
higher-grade fines



Spot BF pellet premium vs annual benchmark
premium to 62% Fe fines

—Negotiated annual benchmark BF pellet premium, $/t
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What has been driving the growing preference for higher-
grade iron ore products among Chinese steelmakers?

Environmental Strong demand

restrictions for steel

Increased margins Elevated coking
at steel mills coal prices
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Impurity
penalties

Major gangue components
(silica, alumina &
phosphorus) are present at
higher levels in the 62% Fe
index than in the 65% Fe
Iron ore index.
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End-user China finished steel supply & demand growth o
demand

m Apparent steel demand

® Finished steel production

Chinese demand and supply
of steel products has been 14%
pulled higher by a revival in
residential construction
starts.
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Steel
spreads

Elevated margins at steel
mills prompted
steelmakers to optimize
output while using iron ore
with less impurities.
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== 65% Fe premium over 62% Fe fines, $/t [RHS]
—HRC-to-hot-metal price spread, $/t

—Rebar-to-hot-metal price spread, $/t
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Coking
coal

After a jJump in coking coal
prices in late 2016, Chinese
steelmakers have been
looking to curtail the
consumption of metcoal by

using higher quality iron ore.

Elevated metcoal prices contributed to
higher demand and prices for 65% IO

== 65% Fe premium over 62% Fe fines, $/t [RHS]

—HCC index, $/t
—PHCC index $/t

350

w
o
o

250
200
150

100 \\-\/\/\::::

50

$ per tonne cfr Jingtang

NS

Sources: Fastmarkets MB

- 4

30

25

20

=
o1

$ per tonne

=
o

12



Port
stocks

The price spreads between
different grades of iron ore
have also been reflected in
the port stock volumes.

End of the month stocks at Chinese ports

mm Change in inventories from Australia, Mt

mm Change in inventories from Brazil, Mt
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Imports
structure

That said, Australia remains
the major supplier of iron ore
to China, covering about 2/3
of Chinese total imports.

China’s IO imports in 8 months of 2018
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Margins

Operating margins at steel
mills are facing a squeeze.
HRC margin down by 75%,
rebar margin down by 57%
In the course of seven
weeks from early October.

Steel mills margins falling in China
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“Early November estimates by CISA suggest that blast
furnace iron production will fall further and at an
accelerating pace. And even sharper cuts to finished
steel production in China imply that reasons behind the
reduction are more demand- rather than environment-
related,” Alistair Ramsay, Research Manager at
Fastmarkets.



Demand

Growth in industrial
production (IP) has been
slowing down and is forecast
to be lower next year,
affecting the steel sector.

Million tonnes

Finished steel supply & demand forecast

—Apparent steel demand, Mt

—Finished steel production, Mt
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Production

Growth in the Chinese steel
production has slowed down
this year; and we at
Fastmarkets MB research
anticipate the output may
iInch down in 2019.

Million tonnes

Chinese steel output boom is over
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Ferrous scrap
factor

Although Chinese
steelmaking remains
primarily BF/BOF-route-
based, scrap has been
gaining its share over the
past couple of years.

Scrap and iron metallics shares In
Chinese steelmaking
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Hot metal lost its premium over scrap in 2018
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Prospects of the
Iron ore market
and higher-
grade material In
particular in the
coming years

Fastmarkets MB research

The downside risks to iron ore prices are looming with
an anticipated slowdown in crude steel output and
dampened construction activity over winter months.

However, local authorities have recently relaxed their
attitude toward restrictions, and expectations that steel
production cuts over the winter would significantly
restrict steel output have become less probable.

Meanwhile, soaring premium for BF pellets and 65% Fe
fines reached a turning point as Chinese buyers
developed some resistance to the surging premiums.

We expect they have peaked and will start to decline
from Q4 2018, although will still remain elevated.

For the Mena region in particular, we see the DR pellet

premium remaining strong on both demand- and supply-
side factors with regional DRI start-ups and pellet supply
shortages only resolving themselves from 2020 onward.



A portfolio of research
services for steel raw material
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recent achievements

62% Fe Low Alumina Index launched on August 27
and trade done on it

Fastmarkets MB 65% Fe Iron Ore_

used in physical market

SGX launched high-grade iron ore swaps an
contracts on December 3, using Fastmarkets MB
65% Fe Iron Ore Index
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