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The economic climate in the US has recently experienced some significant turmoil and this makes a serious prediction for 2008 difficult at best. However, in order to assist in the process of budgeting and business planning here is our best guess, based on the conditions that currently prevail (in November 2007), starting with a review of the supply and demand market forces which ultimately control pricing.

Supply:

The fundamental worldwide supply of special bar quality (SBQ) steels – the types used to make cold finished bar products – is adequate. There has been some significant consolidation of producers, especially in the USA, but this has not adversely affected supply.

Internationally, a weak US dollar has caused less material to be produced for export from Europe and South America into the US market, and material that does arrive will be priced higher.

Demand:

The manufacturing side of our economy is relatively weak and the basic demand for cold finished bar products in the USA is down about 25% from last year, essentially in line with the drop in US manufacturing business levels, US automobile sales and US housing starts. There are, however, some potential bright lights in the cold finished bar demand. 

First, the most recent data (October 2007) indicates that the Service Center inventories are at their lowest point in decades. An optimist would see this as a potential for increased CF bar shipments to the Service Centers.

Second, there is the opportunity created by the very weak US dollar for parts manufacturers in America to export to Europe, or for the demand for US bar stock to increase to international parts and equipment manufacturers who have a global footprint which gives them the option to shift manufacturing from Europe to the United States. 

Third, there is an inexorable trend for the Japanese transplants to “localize” their sourcing. This latter opportunity is likely to be the slowest but may well turn out to be the most secure in the long term.

However, it is very clear that overall US demand for cold finished bar is currently at near historical lows and it will probably be closer to the end of 2008 before the impact of opportunities related to currency and localization will be realized in increased demand for cold finished bar.

The demand for cold finished bar worldwide is another story. Virtually everywhere, except in North America, business is booming. In Europe they are enjoying a modest 3% to 5 % growth with manufacturing and automobiles at normal levels, while in Asia, particularly India and China, the growth in manufacturing, industrial and automobile markets is remarkable.

Add to this (or perhaps a consequence of this) we have a significantly devalued US dollar – worth about 40% less than it was two years ago in terms of many world currencies. That means anything we need to import (like the raw materials to make steel) will be 40% more expensive in US dollar terms, even if the world price of such commodities stays the same. Unfortunately, the world prices are going up, because demand is strong.

The end result is that we can expect significant price increases in 2008, as the effects of world supply/demand and currency revaluation percolate through the American manufacturing economy.

Conclusion and Price Direction Guess:

A few years ago, the expression “What’s the China price?” was a favorite of purchasing agents, seeking to use global leverage to squeeze down US domestic prices. Soon those same words may become the reason to explain why the price has gone up, because the “China demand” coupled with our weak currency will have caused the world market prices to increase.

A natural consequence of the “Lopezian” global market approach to purchasing is that the products will go where the money is and stay away from where the money is not.

The devalued US dollar could have serious inflationary consequences for US domestic prices. For example, the Euro was trading around $0.82 in 2002 and today it is $1.48 – a 60% increase in cost. This means that the Europeans can now buy goods made in the USA at less than half the cost they were paying five years ago. While this will undoubtedly create opportunities for American parts makers to sell more goods to Euro based clients; it may also increase local demand, and therefore promote higher prices. The Canadian market will also feel this effect as the “loonie” has risen in value since 2003 from $0.70 to $1.05. This makes US goods over 30% cheaper in Canada.

In the extreme, one could argue that prices could rise in the USA to equalize the world currency values.

Surcharges will likely increase in the next few months. Steel scrap has been fairly stable in 2007 but we should note that the average cold finished bar surcharge in 2007 is $7.02/cwt; up from $5.90 in 2006; $5.43 in 2005; and $5.15 in 2004.  The steady rise in steel scrap prices is a reflection of world demand for steel and is not likely to abate in the near term. In addition the prices of the basic steel ingredients (competitors to scrap) such as iron ore and coking coal will likely be up as much as 50% in 2008 over 2007 prices, due to few suppliers and heavy Asian demand.

Fuel surcharges are escalating with the price of oil and gasoline and alloy ingredients (reagents) are also following an inflationary trend, this will drive the alloy surcharges higher. We also might expect to see a new “Energy” surcharge to be added to pricing, not only for steel but also for a wide variety of goods. This could become another mechanism to pass on the significant rising energy cost burden throughout the entire economy.

In general, there appears to be an upward price trend for cold finished bar in the US because of supply side influences on cost. Availability in the USA does not seem to be an issue at the moment. 

For planning purposes, it would seem prudent to expect some significant increase in prices, particularly in the first quarter and continuing again into the rest of the year, as the supply side cost increases cause inventory values to rise, and as US demand begins to recover.
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