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Ⅰ. Causes of Steel Overcapacity in China
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□ Rapid Growth of Steel Production Driven by the Domestic Demand
Since the beginning of the 21th century, Chinese steel industry has stepped into a rapid
development track. It is estimated that Chinese steel production will reach 770-780
million tons in 2013, more than 6 times of that in 2000. The rapid development of
Chinese steel industry has been mainly driven by increasing domestic demand. It is
hardly conceivable that steel demand can be met by imports for such a big steel
consumer as China, which is in the process of industrialization and urbanization.
Therefore, it is not surprising that Chinese steel industry has undergone such a rapid
development in the past years.
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□ Two Major Factors Contributing to China’s Steel Overcapacity
By the end of 2012, the production capacity of crude steel in China reached one
billion tons and the capacity utilization ratio was around 72%, obviously lower than
the reasonable level in the industry.
China’s steel overcapacity is attributed to the following factors:

Over-optimistic
estimates of future
steel demand in the
market.

Ambiguity of the
line between the
government and the
market.

China’s Steel
overcapacity
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□ “The Guideline to Resolve Serious Overcapacity” Issued Recently
According to the guideline, China will spend the next five years solving the problem of
overcapacity in steel, cement, aluminum, plate glass and shipbuilding industries.
Targets of the plan include:
 reasonable capacity utilization
 improved industrial concentration
and structure
 higher development quality
 efficient environmental protection
 normal level of profit margin and
asset-liability ratio
 long-term effective mechanism in
self-regulating capacity
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• expansion or
promotion of
steel structure
consumption in
the construction
industry
• further improve
the standards of
steel use to save
steel
consumption.

Systematic Management
(Long-term Structure)

• prohibit new steel
projects
• stop illegal projects
under construction
• Remove existing illegal
capacity
• enhance the entry
threshold
• phase out the backward
capacity by raising
prices of power and
water etc.
• provide financial
support on difficulties
arising from capacity
shut down and
unemployment

Demand Side Management

Supply Side Management

□ Three Types of Main Measures to Resolve Steel Overcapacity

• raise the standards of pollutant
emissions, energy consumption
and product quality, and to
strengthen supervision
• abolish local policies resulting in
unfair competition and market
separation
• encourage M&A of enterprises
to increase industrial
concentration and reduce overcompetition
• improve information disclosure
and provide better information
services to reduce blind
investment
• stop the implementation of
steel bonded processing
trade policy in the Tax Free
Zone to facilitate fair competition.
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□ More Market Oriented Reform and Better Governmental Supervision
and Services
Last month, the Third Plenary Session of the 18th CPC Central Committee approved a
decision on “major issues concerning comprehensively deepening reforms”, in which, the
core of economic system reform is to deal with the relationship between the government and
the market, to enable the market to play a decisive role in resource allocation and enable the
government to play a better assisting role. In particular, for the steel industry, resource
allocation should be mainly determined by the market, and the government should be
responsible for supervising and providing public services, creating fair trading market
environment, and knitting a social safety net to handle post-effects of phased out steel
capacity.
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□ Steel Overcapacity will Gradually be Eased
 China has not yet completed its industrialization and urbanization. In the next 5-7 years,
the demand for steel is expected to continue its growth.
 China’s plan of resolving overcapacity will work by limiting the entrance of new
capacity and removing backward product capacity.
 It is expected that Chinese steel overcapacity problem will gradually be eased.
 China is an important participant of the world economic integration and a responsible player
in the world steel industry. Through the joint efforts of the government, the industry and
enterprises, China will strive to achieve the goal of resolving overcapacity as soon as
possible and make contributions to the world steel industry for realizing the same target.
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Thank You!

5

