
China versus the rest of the world?
Steel Times International travels to Brussels, headquarters of worldsteel, to interview director general,

Dr. Edwin Basson. By Matthew Moggridge*

WHEN Dr. Edwin Basson entered the
international steel industry, the world was
producing around 770Mt/yr of crude
steel. Today that figure has increased
considerably to over 1.6 billion tonnes of
which just under 50% is produced in
China.

“Just after the crisis in 2008 there was a
short period when China was literally 50%
of what happened in the world. Today, as
the rest of the world begins to grow
again, China falls back slightly on a
proportional basis, but overall it is still half
of what happens both in terms of steel
production and also in the use of steel,”
Dr. Basson explained.

When he started his steel career China
produced a little over 100Mt. “In fact, in
2000, before China’s big redevelopment
started, it produced 137Mt and that grew
to something that is very close to 700Mt
today,” he said.

“We can never underestimate the
absolute sense of purpose that the Chinese
steel industry had in the decade between
2000 and 2010,” he added. “They went
from less than 20% of global production
to something like 50% and this is a
tremendous achievement.”

The great obsession
In the modern global metals industry,
China is the dominant force, the great
obsession, a major and, some would
argue, daunting presence that is exerting
a tremendous influence on how the rest of
the industry conducts its business.

worldsteel has identified two key risks
for the global steel industry going
forward. One is the Eurozone crisis and
the other is the state of the Chinese
economy.

Where Europe is concerned, Basson
believes that the debt crisis appears to be
under control. He has picked up a change
in the mindset of European industry
leaders and argues that there is a more
positive attitude, which is difficult to link
to any specific event. 

“It seems that collectively European
industry leaders have come to the point
where they’ve said, ‘enough is enough’.
They’ve reached the conclusion that the
future won’t be as bad as the past and
that attitude is bringing some momentum
into industrial activity,” he said.

www.steeltimesint.com January/February 2014

15EXCLUSIVE INTERVIEW

* Editor, Steel Times International

worldsteel_30_AIT_0110  1/15/14  4:10 PM  Page 2



16 EXCLUSIVE INTERVIEW

January/February 2014 www.steeltimesint.com

Europe has turned a corner, but is not
about to experience aggressive growth.
worldsteel’s economic committee believes
2014 could see growth in the region of 2%
on top of 2013, albeit from a low base. 

“Positive growth from a low base is
nothing to shout about, but it’s still
positive growth,” said Basson, adding that
it’s a huge improvement in the minds of
industry leaders.

Where China is concerned, worldsteel
predicted growth in steel use for 2013 of
just 3%, but it now looks as if that figure
will be nearer to 6%. Basson points to
strong growth in the Chinese automotive
industry and claims that the shipping
industry – a huge steel consumer – has
fallen, but not as far as originally
estimated. 

“The Chinese story seems to be more
positive in 2013 than we anticipated. For

2014 we now think that growth will still be
positive in China, but tapering off at
around 3%, so still quite healthy growth,
but less than in 2013,” he said.

At worldsteel’s recent annual conference
in Sao Paulo, Brazil, Fernando Pimental, the
Brazilian Minister of Development, Industry
and Trade, discussed global overcapacity,
putting forward figures of between 500Mt
to 600Mt, of which 30Mt to 40Mt could
be attributed to Europe.

Basson quoted a 2012 study by an OECD
committee, based on 2011 figures, which
found that roughly one third of total
capacity was seen to be excess to demand.
“Roughly half of this excess was in China,
which is logical as China produces half of
the world’s steel, but there were also
excesses in developed Asia – mainly Japan,
Korea and Taiwan – and small excesses in
Latin America,” Basson explained.

The same study found a small excess in

Europe and the CIS and capacity shortages
in North America and the MENA region –
where installed capacity won’t meet
domestic demand and, therefore, those
nations would have to import steel.

worldsteel and other steel associations
around the world are prohibited from
taking an active and aggressive role in
promoting or developing plans that could
be seen as reducing or limiting capacity.
However, the OECD study was important
enough to share with worldsteel members
based on the principle that an informed
CEO makes better decisions than an
uninformed CEO.

“If there is excess in your region, you, as
a CEO, have to think very clearly about
what you are going to do differently to
ensure that you generate a proper return
on your investment and this is pretty much
where we are at the moment,” he said.

According to Basson, Chinese
overcapacity could be as much as 300Mt.
He said press reports have claimed that
China is in the process of toning down that
figure and that growth in demand over the
next three to five years would soak up
some of that excess. “The figures I see
quoted now hover between 70Mt and
130Mt – which the Chinese Government is
intent on reducing,” he said.

Comparing the current steel situation
with that of the global aluminium industry,
Basson believes there are fundamental
differences as there is a separate tradable
market for aluminium products in the form
of financial and futures markets. “The
aluminium industry found itself in an excess
production situation even though there
was no real final demand for the products,”
he explained. The steel industry does not
have a functioning futures market and,
therefore, no warehousing facilities.

“Production and demand in the steel
industry are much closer together provided
the industry finds ways not to use all of the
installed capacity at its disposal,” Basson
said.

Not using installed capacity has obvious
negative financial implications. “To some
degree this is what we have seen and it is
part of the explanation for why the
Chinese industry experienced low EBITDA
levels in 2013 when compared to the rest
of the world. It’s partly the explanation
behind why the rest of the world’s EBITDA
levels are not as good as they were five
years ago when the industry really
experienced peak demand conditions and
virtually every single tonne of capacity
available to produce steel was in
production,” said Basson.

While demand is higher overall today,
capacity exceeds demand and this, in the
views of specific producers, impacts on
their EBITDA levels.

Some industry observers argue that, in
simple terms, a chief reason behind the
aluminium industry’s ‘overcapacity’
situation is that producers in the Western
world – pre-crisis – viewed China as a huge
market for their products, but were
stumped by the Chinese going it alone
and, to all intents and purposes, becoming
self sufficient in terms of aluminium
production and demand.

Irrational exuberance?
For Basson, this was not the case for the
steel industry. For a start, the term
‘overcapacity’ has a slightly different
meaning. In the world of aluminium it
means products stored in LME warehouses
around the world waiting for buyers. In the
steel industry it means actual production
plants that are surplus to requirements.

Using a well-known Alan Greenspan
phrase, Basson blames excess production
capacity on a state of ‘irrational
exuberance’ at a time when there were
vibrant growth conditions in the global
marketplace and both Chinese and non-
Chinese alike were busy cashing in on
future steel demand by building new
capacity. The markets collapsed after 2008
just as these new production plants came
on stream and it was the non-Chinese
world that reacted faster and called a halt
to many investments.

That China is virtually self-sufficient when
it comes to both aluminium and steel is
undeniable. In steel terms, Chinese exports
have hovered between 30Mt and 50Mt.
According to Basson, the Chinese have an
internal target, which says that no more
than 5% of internal production will be
exported. “Overall, they tend to stick to
that,” he said.

While delegates to various global metals
industry conferences would be forgiven for
thinking that China is regarded as ‘the big,
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bad wolf’, Basson argues the opposing
view: that it has a leadership role to play
within the steel industry. 

“My sense is that there is still a lot of
feeling that China is the root of all evil, but
much of this is political speak in
preparation for potential trade cases and,
therefore, they create a certain atmosphere
by making use of certain statements. At
the same time, there is a growing
realisation that China is a very significant
player on the world steel market and will
continue to be an important player even

10 years from now,” he argued.
“We have a standing request from our

members to do everything possible to
interface with Chinese steel producers and
continue to build a strong relationship
there,” said Basson, adding that China is
probably better placed than most to do
something about excess capacity. “If the
speed with which they have been able to
build plants is anything to go by, then
clearly there must be similar dedication to
reduce facilities,” he said.

Greater two-way communication is

needed between Chinese and non-Chinese
steelmakers, believes Basson. There is a real
need for greater understanding of what
‘the other side’ is saying and this need has
grown considerably over the past two
years. The Chinese are much more
outspoken about their need to understand
how to run their businesses more
successfully and how to increase
profitability. “They are reaching out for
communication with the rest of the world
and I think that is positive and will help us
to address some of these issues in a more

“My sense is that there is still a lot of feeling that China is the root
of all evil, but much of this is political speak in preparation for

potential trade cases and, therefore, they create a certain
atmosphere by making use of certain statements”
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efficient way going forward,” he said,
adding that the Chinese are only too
aware that their future fortunes are
inextricably linked to those of the rest of
the steel industry and this drives their
willingness to communicate. 

Learning from the Chinese
The West can learn a great deal from the
Chinese. “They [the Chinese] can build
technological installations in half the time
or speed that the rest of the world can do
it. At the same time, in Europe and the
USA, there’s a 20-year history of driving
relentless efficiencies, driven by the fact
that this has always been an industry
where it is tough to make a profit and,
therefore, you have to drive continuous
improvement to ensure that every year you
can improve operational efficiency,” he
said, explaining how a key function of
worldsteel is to provide sensible
benchmarking mechanisms and sharing
advances in technology.

Where green steel production in China is
concerned, there has been a ramping up
of environmental awareness following
extended periods of smog alerts in Beijing

and Shanghai. “The Chinese government
has been very aware of this and has
introduced stringent environmental rules
that will eventually impact on licensing
requirements for steel producers,” he said.

In China there are four, large steel
producing companies owned by the
government. These four companies are
responsible for 35% of China’s total
production. The next level down,
according to Basson, is steel producing
companies owned by China’s provincial
governments. Both state-owned and

provincially owned companies are required
to operate as standalone concerns
generating their own funds. The
provincially owned businesses account for
an additional 12% of China’s steel
production. In other words, just less than
50% of China’s steel production is in some
way controlled by the state or provincial
governments; the rest is privately owned.

Any environmental policy handed down
by the Chinese government can directly
influence 35% of state-owned steel
capacity and possibly a further 12% of
capacity owned by provincial
governments. The remaining 50% are,
according to Basson, ‘intensely private’
and tend to be smaller, non-consolidated,
localised businesses that are not necessarily
in tune with international trends and are
happy supplying a limited product range
to a restricted customer base in a specific
geographical area. 

“There’s no incentive for these owners to
give up their capacities and their livelihood
and this is the challenge in terms of
bringing about change in China,”
explained Basson, adding that when new
licensing requirements for Chinese steel

producers do take effect, it is the smaller,
private concerns that are likely to lose out.
“And I think this is one of the routes the
Chinese government will follow to bring
the excess capacity issue to a head and
address the question of environmental
pollution,” he said.

In the long term, the industry probably
has scope to double today’s use levels –
assuming there is going to be a stable
world population of between 9 to 9.5
billion. In the short term, however, the big
challenge ahead is China, which accounts
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for almost 50% of steel production and
50% of steel use.

“About two years ago, the Chinese
economy reached the inflexion point on its
growth path where it was still growing,
but at a slower pace than in the past. This
is normally a first indication that a turning
point has been reached. 

The big question concerning China is:
when will it reach its peak – assuming it
has already reached the inflexion point? It
is currently using and producing close to
700Mt/year, in crude steel terms, and the
current wisdom points to 2018 in
worldsteel’s base case analysis, but could
stretch to 2024 – or thereabouts – in a
more positive case analysis.

“One of the key issues to be addressed
in the next year or two is going to be the
fact that there is slower growth in China.
This will be due to capacity. Why would
the Chinese want to build new capacity if
they are already the largest growth
economy in steel terms and are
approaching a peak in performance?
Thankfully it seems that this point has
been well and truly grasped and that they
are doing something about it. Precisely
what they will do, nobody knows at the
moment, but it seems to be a focus,
which I think is good,” Basson said.

Pedestrian growth expected
The second key issue is how, in the light of
a slowing Chinese economy, can the steel
industry in the rest of the world continue
to flourish? It is generally assumed unlikely
that, in the short term, India, the Middle
East or Latin America will make great leaps
forward and become the next strong and
growing global economies.  

“This implies that we are probably going
to experience fairly pedestrian growth
rates of around 2-3% going forward,
which is gratifying in the sense that it is
positive growth, but not so gratifying in
the sense that it is lower than inflation will
be in many other countries in the world.
So, the second big challenge we have to
address is the question of profitability,
which is under pressure at the moment.
The jury is out in terms of what to do and
how to do it in a slow-growing,
transparent marketplace where excess
capacity is available and virtually everyone
pays the same raw material prices to the
same three large suppliers,” Basson said.

Driving efficiencies internally will make a
big contribution to profitability, but at the
same time Basson argues that the industry
must continue to make progress on the
environmental front. 

“In other words, continue to make
investments that will help us use less
energy, pump less carbon into the
atmosphere and help maintain clean
water levels in our run-off waters and so
forth,” he concluded. �

Next month, we publish part two of Steel Times International’s
exclusive interview with worldsteel’s director general,

Dr. Edwin Basson.
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