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Steel prices in Russia will
stop growing in 3Q16, but
largest steelmakers are to
enjoy an EBITDA margin
increase to 25-30% in 2H16.

Declining world steel prices to halt price growth in
Russia
Steel market trends
Between January and April 2016, steel products in Russia appreciated 34-47%, and
May just saw the trend persist, which ran consumers into a serious concern on the
back of low demand in construction and mechanical engineering. In an effort to
curb the price growth, the Federal Antimonopoly Service (FAS) has stepped in
holding a meeting on May 24, 2016, and declaring an intention to come up with
a decision till the end of June on fining those metal producers, who would be
exposed as violators of the Antimonopoly legislation.
ACRA does not expect any rough sanctions against Russian steel makers by
FAS, as the steel price hike in Russia merely reflects a similar trend in the global
market, which saw hot-rolled coil climb 56% to USD408 / ton from January to
April 2016 (Black Sea FOB price). On the other hand, ruble strengthening over the
same period inhibited domestic price growth by 22%. Overall, the prices gained
34%, which suggests no deliberate market manipulation by steel producers.
Figure 1. Impact of the global prices and the ruble exchange rate on hot-rolled coil
prices in Russia between January and April 2016
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ACRA believes that the steel prices surge on the Russian market seen in May
has exhausted itself and expects the local prices to decline 15-20% in 2H16
following their global peers and backed by the expected ruble devaluation, which
will slow down the price decline on the Russian market:
 In 2H16, global steel prices are expected to fall, as steel capacities load will stay
at an average of 70-72% due to low demand. As a result, hot-rolled coil on the
global market should retreat to USD350-360 / ton, losing 14-17% versus April.
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 ACRA believes that oil prices may weaken in 2H16, among other things due to
a possible key interest rate hike by US FED. Eventually, the ruble exchange rate
over the period is projected to decrease to RUB67-69 / USD.
Figure 2. Hot-rolled coil export and local price forecast, RUB / ton
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On average prices 2H16 will be 19% higher than they were in 1Q16, and the
largest domestic steel makers will be able to raise EBITDA margin from the 1Q16
average of 23% (for large companies) to 25-30%.
Amid projections of further ruble devaluation, one might expect Russian
steelmakers to show an improvement in leverage.

2

Declining world steel prices to halt price growth in Russia

May 26,2016

(С) 2016
Analytical Credit Rating Agency (Joint Stock Company), ACRA (JSC)
75, Sadovnicheskaya embankment, Moscow, Russia
www.acra-ratings.com
The Analytical Credit Rating Agency (ACRA) was founded in 2015, with its 27 shareholders representing major Russian corporate and financial
institutions and its authorized capital exceeding RUB 3 bn. ACRA’s main objective is to provide the Russian financial market with high-quality
rating products. Methodologies and internal documents of ACRA are developed in compliance with the Russian legislation and with regard
to global rating industry best practices.
The provided information, including, without limitation, credit ratings, rating assessment factors, detailed credit analysis results,
methodologies, models, forecasts, analytical reviews and materials, as well as other information placed on the ACRA website (further referred
to as Information), coupled with the ACRA website software and other applications, are intended for information purposes only. Information
must not be modified, reproduced or distributed by any means, in any way or form, either in whole, or in part, in marketing materials, as part
of public relations events, in news bulletins, in commercial materials or reports without a prior written consent from, and reference to, ACRA.
Any use of Information in violation of these requirements or the law is prohibited.
ACRA credit ratings reflect ACRA’s opinion about the ability of a rated entity to meet its financial obligations or about the credit risk of
individual financial obligations and instruments of a rated entity at the time of publication of the relevant Information.
The assigned credit ratings reflect all material information pertaining to a rated entity and known by ACRA (including the information received
from third parties), the quality and reliability of which ACRA considers appropriate. ACRA shall not be responsible for the accuracy of
information provided by clients or relevant third parties. ACRA does not audit or otherwise verify the provided data and shall not be held
responsible for their accuracy and completeness. ACRA conducts rating analysis of information provided by customers using its own
methodologies, with the texts thereof available on ACRA’s website – www.acra-ratings.com/criteria.
The only source that reflects the latest Information, including the one about credit ratings assigned by ACRA, is ACRA’s official website –
www.acra-ratings.com. Information is provided on an "as is" basis.
Information shall be considered by users exclusively as ACRA’s statement of opinion and must not be regarded as advice, recommendation
or suggestion to buy, hold or sell securities or other financial instruments of any kind, nor shall it be viewed as an offer or advertisement.
Neither ACRA, nor its employees and persons affiliated with ACRA (further referred to as the ACRA Parties) provide any direct or implied
guarantee expressed in any form or by any means regarding the accuracy, timeliness, completeness or applicability of Information for making
investment and other decisions. ACRA does not act as a fiduciary, auditor, investment or financial advisor. Information must be regarded
solely as one of the factors affecting an investment decision or any other business decision made by any person who uses ACRA’s information.
It is essential that each of such persons conduct their own research and evaluation of a financial market participant, as well as an issuer and
its debt obligations that may be regarded as an object of purchase, sale or possession. Users of Information shall make decisions on their
own, involving their own independent advisors, if they deem it necessary.
ACRA Parties shall not be responsible for any action taken by users based on Information provided by ACRA. ACRA Parties shall under no
circumstances be responsible for any direct, indirect or consequential damages or losses resulting from interpretations, conclusions,
recommendations and other actions taken by third parties and directly or indirectly connected with such information.
Information provided by ACRA is valid only as of the date of preparation and publication of materials and may be amended by ACRA in the
future. ACRA shall not be obliged to update, modify or supplement Information or inform anyone about such actions, unless the latter was
recorded separately in a written agreement or is required by the legislation of the Russian Federation.
ACRA does not provide advisory services. ACRA may provide additional services, if this does not create a conflict of interest with rating
activities.
ACRA and its employees take all reasonable measures to protect all confidential and/or material non-public information in their possession
from fraud, theft, unlawful use or inadvertent disclosure. ACRA provides protection of confidential information obtained in the course of its
business activities as required by the legislation of the Russian Federation.
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