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Our outlook for the steel industry is stable. This outlook expresses Fareast Credit’s expectations for the fundamental credit

conditions in the steel industry of China over the next 12 months.

Summary of Opinions

In 2019, with the continuous deepening of the supply-side structural reform of the steel industry, the task of cutting
overcapacity of the steel industry has been completed two years in advance. In addition, Environmental protection and
production restriction policy shifted from “one size fits all” to differentiated management, and the ultra-low emission standard
was released and implemented, and both helped the low-end production capacity clearing and the industrial upgrading in steel

industry. As a result, the prosperity of the steel industry is picking up.

At the industry level, on the demand side, the driving force of steel consumption in the infrastructure industry improved
compared with the previous year, while the driving force in the manufacturing industry was not strong. At the same time, the
real estate industry is the main support for demand growth in the steel industry. On the supply side, with the relaxation of the
blast furnace production restriction and technological transformation, steel industry supply was expanded. The overall

industry supply and demand was relatively balanced, and steel prices were high and volatile.

At the enterprise level, the output of pig iron, crude steel and steel products across the country increased significantly.
Although the price of steel products fell slightly, the scale of steel companies' operating income increased, while the
profitability of steel companies declined, due to the rise in iron ore and coke prices, which increased the cost pressure of steel
companies. At the same time, affected by the continuous implementation of cutting overcapacity policy and the debt-to-equity
conversion policy, the asset-liability ratio of steel companies has declined. The demand of the steel industry has increased,
with the help of the achievement of the supply-side reform and the high-level growth rate of investment and floor space of

real estate started. And steel prices have remained high, resulting the improving solvency of steel companies.

2020 is the final year of the 13th Five-Year Plan. In 2020, the infrastructure will be strengthened, and capital will tend to
loose, and infrastructure investment will increase. The industry boom is expected to be maintained, and steel demand grow
steadily. At the same time, with the environmental protection policy paying more attention to long-term measures and
differentiated management, the restrictions on supply will be weakened. Therefore, in 2020, it is expected that the industry's
supply and demand will be more balanced, steel prices will be at a high level of fluctuations, and the profitability of the steel

industry will stabilize or decline slightly.
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Fareast Credit’s will pay attention to the following aspects: 1) There are downside risks in the real estate industry, which may
affect the demand of the steel industry. 2) Although government has encouraged acquisitions and reorganizations in the steel
industry during the 13th Five-Year Plan period, it did not go well as expected, and the gap between reality and expectation is
still large, making the performance in the coming year very critical. 3) There are some steel companies in the industry with

relatively concentrated operating areas, heavy debt burdens and weak profitability.

In Summary, our outlook for the steel industry is stable, reflecting our expectation of sustained policy environment, a modest

improvement in the corporate profits and overall low credit risk in the steel industry.
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