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Four countries account for over 90% of steel consumption in
the 10 candidate countries (CC’s) to enter in 2004
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However, two of the big 4 - Poland and Hungary - have a relatively
low consumption of steel per head of the population

Kg of steel per capita Steel consumption per capitain CC’'s (2001)
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Steel consumption in the acceding countries has shown firm
growth since 1992, but consumption is still only at 60% of levels
seen In 1988
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What are the drivers of steel consumption in the CC's and how will
they change as a result of the EU-enlargement?

Expansion of manufacturing Relocation of manufacturing operations
operations to serve growing markets from EU-15 to use acceding countries
locally as supply base

Local market growth Net export growth

Number of cars sold in local market Number of cars exported minus
number of cars imported

No clear change from
EU-enlargement

Sector growth Steel intensity

Number of cars produced/
assembled in local market

kg steel/car
(Yield loss/gauge/car size etc.)
Increasing local

supply of
components

Growth in net Steel consumption

exports/imports of - Tonnes of finished steel products
consumed in local market
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Austria, Sweden and Finland were fully developed countries

when they joined the EU in 1995. Only Austria is
evidence of faster growth in steel consumptio
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Spain and Portugal were considerably less developed when
they joined the EU in 1986, and both countries have since seen
strong growth in steel consumption
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The automotive industry has been the main driver of steel
consumption growth in Spain, which has become a
considerable net exporter of cars
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Note: Construction is based on completion of residential houses
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Foreign manufacturers are already present in the CC’s and
Integration of these countries into the EU will undoubtedly

Increase this presence

Czech Republic Poland
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o o0 VW
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Hungary

VW Audi
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Suzuki : - B ‘ i Slovakia

Bosch & Siemens | R ' VW
Electrolux - i : PSA/Peugot-Citroen
(planned)

. : ‘ Whirlpool
.
White Goods
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Production of cars in the CC’s is increasing rapidly. Poland has
suffered a setback, while the Czech Republic has seen sharp growth

Units
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However, the growth in car output does so far not appear to
have a significant effect on steel consumption in the region,
which Is currently much dependent on construction

Indexed value (1977=100)
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In addition, there is a delay between end-use market
developments and steel consumption. A similar development
was seen in Spain in the years before its accession to the EU.
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The real benefit to local steel consumption resulting from
expansions in manufacturing operations will take time and effort to
materialise

Steelmaking Steel Further Componen System arketing &
Rolling processing production production Sales
SERVICE COMPONENT SYSTEM

 Finished steel products are consumed at different stages in the
supply chain and at different locations.

« The OEM’s are usually the first to (re)locate, with the rest of the
supply chain gradually following.

« Many components and processed steel products are initially
sourced from known suppliers in Western Europe. This means that
much of the steel is processed and consumed in the EU-15.

» As suppliers follow their clients eastwards, and local quality
standards improve, steel will increasingly be processed and
consumed in the CC’s.
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However, the CC's do hold an important long-term competitive
advantage in having a skilled workforce at low wages...

€ per hour Hourly labour costs in industry and services (2000)
30

25

After 15 years in the EU,
labour costs in Spain
20 are still 46% lower than

in Germany
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And they are already being used as a base to supply other
regions, mainly the current EU-15. Since 2000, the group of
countries Is a net exporter of cars

Light vehicle production, sales and net exports
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Will the CC’s see steel consumption per head increase to EU-
15 levels ?

Kg of steel per capita Steel consumption per capita
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If they will, steel consumption could grow as follows:
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min tonnes Consumption Finished Steel in CC’s
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grows from 201kg/head to current
German level of 430kg/head in
2016 at stable population in CC’s

Scenario 2: Consumption per capita

In 1983, Spanish steel consumption/capita
stood at 152kg/head. Today, it has
overtaken Germany and stands at

469kg/head!

Scenario 1:
Consumption per capita
grows from 201kg/head

to current EU-15

average of 366kg/head
in 2016 at stable

population in CC’s

Source: IISI, Hatch Beddows
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However, the effect on the EU-25 as a whole is likely to remain
limited. In 2001, total steel consumption in the CC’s was lower
than that of France.

min tonnes Consumption Finished Steel

180

EU-15 ——=CC's —EU-25
= = = Scenario 1 = = = Scenario 2 Linear (EU-15)

160

140 r\ A
_— /V

120

100 -

80

Will accession to the EU

: » be a discontinuity and if
Discontinuity 1: the end ves when?

of communism

60

40

20

0

77 79 ‘81 ‘83 ‘85 ‘87

Source: IISI, Hatch Beddows
Note: EU-15 includes all current members in all years
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Conclusion: Steel consumption in the CC's could see strong future
growth, accelerated by integration of the countries into the EU. But
who will benefit from this potential?

» Accelerated economic development and an increasing role as a
supply base to Western Europe are likely to require significant
supplies of finished and processed steel products in the CC's.

» Consumption of steel will only increase if consumer products and
components are produced locally.

» Quality standards will need to rise.

» Wages are lower than in the EU-15, but productivity as well. How
will the cost of labour per unit output develop in the years ahead?

* If quality and cost are uncompetitive, the CC’s will be squeezed
between high quality imports from the EU-15 and cheaper imports
from the CIS, Bulgaria, Romania and Turkey.

e The restructuring and modernisation of the steel sectors in the
CC’s is essential. Investments in assets and know-how by foreign
companies can lead to rapid improvements in quality and
productivity, as shown by USSK.
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Thank you for your attention!

Hatch Beddows

O Dartmouth Street
London SW1H 9BL
United Kingdom

Tel.: +44-(0)20 79065100
Fax: +44-(0)20 72331908
Website: www.hatchconsulting.net
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