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PRESS-RELEASE
(Translation from Russian)
Ukrainian mining and metallurgical complex needs a long-term support 
August 20, RA “Standard-Rating” (Ukraine) – the rating agency, authorized by NSMSC, summarized the results of the mining and metallurgical complex as one of the backbone industries of Ukraine. While exploring the industry, the Agency made a series of important conclusions, which reveal the dynamics of the industry development and its prospects: 
Steel output in the world was characterized by an uptrend during recent 3 years. A monthly output reached its three-year maximum of 132 mln tons in March of 2012. However, the basis for growth in world steel production in 2010-2012 was Asian producers, among which China occupied the greater proportion. Monthly steel outputs in CIS remained almost at the unchanged level – 9,2-9,8 mln tons. Over the last 3 years the proportion of CIS in total world steel output fluctuated at the level 7,2-8,6% and had a pronounced tendency to progressive reduction, with approximately twelve-month cycle. 
Over the last 3 years the proportion of Ukraine in total steel output in CIS fluctuated at the level 28-35%. For CIS Ukraine was a significant steel producer, which in average accounted for one third of output. In terms of world market Ukraine, as a steel producer, was slowly losing its share, like other producers from CIS as a whole. From February of 2009 to June of 2012 the proportion of Ukraine in the world production has decreased from 2,68% down to 2,24%, and in February of 2012 it was close to psychological barrier of 2%. Ukrainian metallurgical companies along with their Russian colleagues were displaced by Chinese producers, whose proportion in the world market was growing. One of the reasons for growth of steel production in Asia is the ongoing economic growth in this region. 
The proportion of China’s steel production in the world is growing. Following the results of 2011 China accounted for 45,83% of world production. It also should be considered that most of steel production capacities were launched in 2001-2011. Steel output in China in 2001 amounted to only 151 mln tons, in 2011 – 686 mln tons. Therefore, over the 10 years China managed to increase steel output in 4,54 times. And today this growth rate remains the main barrier of price rise for steel in the world market, providing a more or less stable supply of steel in Asia and, contributing to reducing prices and amounts of steel consumption in Europe, at the same time, preventing the producers from the European region to participate in meeting the growing demand for rolled steel in Asia. 
For the European Union Ukraine remained a notable steel producer. The ratio between the monthly steel output in EU and Ukraine fluctuated in average at the level 20-25%. And though in 2009 it was possible to observe a short-term reduction in the ratio between the amounts of steel output in Ukraine and EU from 25,63% down to 17,91%, as a whole, in 2010-2011 the situation leveled. Dynamics of the volume of steel production in Ukraine was at about the same fairway as in EU, the difference was only the qualitative indicators of development. Thus, following the results of 2011 the ratio of iron and steel production in Ukraine amounted to 82%, in the EU – 53%. According to the Agency, in order to Ukrainian metallurgical companies could bring the level of redistribution depth up to the European one, they need additional investments of UAH 80-100 bn. 
Formally, the largest metal producer in the world remains ArcelorMittal (output in 2011 amounted to 97,2 mln tons). Its nearest competitor is Hebei Iron and Steel (China) produces almost twice less of steel. However, this situation should be perceived as formal. ArcelorMittal has already become a hostage of the processes of increasing their own metallurgy in China, which have become the reasons for reducing the share of the EU and CIS in total steel output in the world in recent 10 years. 9 companies from among TOP-20 companies of steel production in 2011 were in China, from among these 9 companies the 7 companies were controlled by the China’s government. On the basis of the owner, these 7 companies could be merged into the single holding and show common statistics of steel production, which exceeds the volumes of ArcelorMittal. 
In January-May of 2012 Ukrainian metallurgical enterprises reduced its steel production by 4,4% down to 14,044 mln tons. At the same time, during the 5 months of current year Ukraine increased its iron production by 1%, up to 12,093 mln tons, but decreased its production of finished steel by 7,7%, down to 12,016 mln tons. Further predictions for 2012 are disappointing. The decrease of demand and the fall of prices are continuing in the world markets. In 2011, according to the results, Ukrainian metallurgical companies received a loss of UAH 3,61 bn. At the same time, 60,7% of the total number of enterprises nevertheless finished the year with profit of UAH 9,27 bn, that is by 2,3% more, than in 2010. The total loss of metallurgical enterprises reached UAH 12,88 bn in 2011, which was related to the increase in raw material prices and to the decrease in product price due to the fall of demand at the end of the year. 
In 2011 the largest enterprise of the MMC by revenue became the metallurgical plant “Azovstal”. Revenue of the plant amounted to UAH 44,423 bn. in 2011, the second plant by revenue became “Iron and steel plant of Mariupol” with UAH 35,759 bn. The both plants were controlled by the holding company “Metinvest”. However, the centre of profit in the MMC in 2011 remained the processing plants. The increase in net profit in 2011 was demonstrated by the four leaders: Inguletskiy (InGOK), Severniy (SevGOK), Southern and Central processing plants. InGOK and SevGOK, which enter the group “Metinvest”, increased its net profit in twice (up to UAH 6,584 bn.) and in 2,4 times (up to UAH 6,249 bn.), respectively, compared to 2010. 
The decline of employment in the industry continues to cause concern. In 2011 the MMC of Ukraine provided about 500 thousands of workplaces in the most densely populated regions of the country. In the staff of 28 enterprises, which were examined by the Agency, there were about 225 thousand people at the beginning of 2012, in 2007 these enterprises employed about 296 thousand people. Over the 5 years the largest companies of the MMC reduced the number of workplaces by 71 thousand, or approximately by 24%. The reduction in employment in the industry, compared to 2007, was caused by two factors:

· Modernization of some metallurgical productions, which reduced the quantity of workplaces, needed to maintain production processes;

· Decrease in steel production in Ukraine, compared to 2007. 
Enterprises of the mining and metallurgical complex were largely overwhelmed by debt load (burden). Financial statement analysis of the 26 key enterprises of the MMC of Ukraine showed that only 8 of them, at the bond issue, could apply for the credit rating of investment level. According to the Agency, the problem of access to capital markets at the enterprises of the MMC must be solved not by debt resources. Investment financing should be realized by weakening the tax burden from the government of Ukraine and by the IPO of key metallurgical holdings. Further abuse of debt financing will only increase the loan risks of the industry. 
According to the Agency, the government of Ukraine should attend to the growing share of Chinese producers in the world market. And although this trend relates to the producers in the EU and CIS, it creates the very competitive situation for Ukrainian exporters. The limited access of Ukrainian enterprises of the MMC to the capital markets doesn’t give any opportunity to make a prediction about the intensive modernization of the MMC of Ukraine for the next 3-5 years. Therefore, in order to accelerate the development of the industry the Ukrainian authorities should return to the idea of tax breaks for mining companies, stimulating the renewal of their fixed assets. For stimulating, the implementation of results of the tax experiment in the MMC in 1998 may be taken as the base scenario. 
The research report on the situation in the MMC of Ukraine is available at the web-site of the Agency - http://standard-rating.com
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