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SECTOR UPDATE

Commodities — China

Weekly: Central Banks’ Hawkish Stance Outweighs Heightening Geopolitical Risks

The hawkish tones of major central banks have outweighed the heightening geopolitical
uncertainty given the slight uptick in gold prices on 26 June. The recent rally of steel
prices has started to lose steam, and SGX iron ore futures have reversed down by 3.8%
wow. Steel production continued expanding given improved profitability, but CISA’s data
indicated that steel mills’ inventory is expanding. Cement prices fell further with
inventory build-up continuing. We are cautious on the potential risk of power rationing.

WHAT’S NEW

o Metals (maintain MARKET WEIGHT): The hawkish major central banks stance has
outweighed the elevating geopolitical uncertainty.

- COMEX gold/LME copper three-month futures last closed at US$1,919 per t
0z/US$8,391 per mt (-2.0% wow/-2.1% wow) on the back of the strengthening US
dollar. 10-year US treasury yield was down 3bp to 3.74% while US dollar index was up
0.6% wow to 102.90.

- Initial market response towards elevating geopolitical uncertainty was rather muted,
judging from the slight uptick in gold prices on 26 June. The hawkish stance of major
central banks has outweighed the elevating geopolitical risks where Fed chair Jerome
Powell during his congressional testimony last week reiterated that the Fed will likely
raise interest rates again this year.

- According to CME FedWatch Tool, the market is pricing in 71.9% odds for a 25bp rate
hike in Jul 23, and 65.3% odds of maintaining it at 5.25-5.50% in Sep 23.

- Looking ahead, market focus will be on US’ May 23 core PCE index releasing on 29
June, and market consensus is looking at +4.70% yoy.

o Steel (maintain UNDERWEIGHT): Iron ore price rally lost momentum.

- Spot prices largely unchanged. As at 21 June, Hebei iron ore spot prices were flat
wow at Rmb1,020 per tonne. Spot prices of rebar/hot-rolled coil steel (HRC)/cold-rolled
coil steel (CRC) had changes of +0.1%/-0.5%/+0.1% to Rmb3,817/Rmb3,873/
Rmb4,463 per tonne.

- Steel futures ended three-week upward streak. Last week, SGX/DCE iron ore
futures were down 3.8%/1.2% wow to US$109.2/ Rmb800.5 per tonne whereas
Shanghai Futures Exchange (SHFE) rebar and HRC futures were down 1.8%/1.9%
wow to Rmb3,713/Rmb3,807 per tonne.

- 60.17% of steel mills now profit-making. Our self-computed HRC steel-raw
materials spread rebounded 2.0% wow given the slight uptick in steel prices last week.
Mysteel's survey indicates that 60.17% of steel mills are currently profit-making
(+8.22ppt wow).

- Steel production activities continued expanding. Last week, the blast furnace
capacity utilisation rate of 247 domestic steel mills was 91.60% (+1.28ppt wow), and
average daily molten iron production was up 1.4% wow at 2.4585m tonnes. The
weekly output of five major steel products grew 0.66% wow to 9.3359m tonnes, with
production of rebar/HRC/CRC having changes of +1.78%/-1.17%/+0.02% wow.
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KEY STEEL MILLS AVERAGE DAILY CRUDE
STEEL PRODUCTION
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Steel inventory digestion continued. Overall inventory dropped 2.0% wow to
15.45m tonnes. Inventory at sampled traders/steel mills declined 1.5%/3.3% wow last
week to 11.09m/4.35m tonnes, 28.2%/35.6% lower yoy. Apparent consumption for five
major steel products fell 0.1% wow to 9.657m tonnes last week.

According to China Iron and Steel Association (CISA), for mid-Jun 23, key steel mills’
average daily crude steel/molten iron/steel products production rose 1.4%/0.7%/5.0%
from early-Jun 23’s level. Given the rebound in steel production since early-Jun 23,
steel inventory at key steel mills had expanded further by 2.64% to 16.22 tonnes as of
mid-June.
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¢ Cement (maintain MARKET WEIGHT): Demand stays weak; elevating risk of power
rationing.

Fairly limited downside to cement prices. National average PO42.5 cement price
(bulk) dropped 0.8% wow last week to Rmb389.67 per tonne. Average cement prices
for the eastern/central/southern region continued trending down last week, declining by
0.6%/flat/4.0% wow to Rmb387.14/Rmb376.67/Rmb398.33 per tonne. Average
cement-coal spreads narrowed by another 2.2% wow to Rmb283.07 per tonne (+1.6%
yoy), compressed by a 3% wow rebound in QHD 5,500 thermal coal spot price.

Cement shipment flat wow. According to 100NJZ’s survey conducted on 250 cement
enterprises, weekly cement shipment volume for the week of 14-20 Jun 23 remained
flat at 5.1775m tonnes (-0.08% wow, -34.55% yoy). By region, the
eastern/central/southern regions saw -1.88%/+0.35%/-4.14 wow changes. For
infrastructure projects, weekly cement direct supply volume grew to 1.98m tonnes,
jumping 2.06% wow but tumbling 3.88% yoy.

Inventory build-up continued. Clinker capacity utilisation rate declined to 61.68%
last week (-0.07ppt wow). The southern and central region’s utilisation rate continued
to trail behind the other regions at 31.58%/39.36% given the unfavourable weather
conditions. Average cement shipment ratio for East/Central-South China was down
1.79/1.25ppt wow to 56.07%/51.25%. National average cement storage capacity ratio
was up 0.8ppt wow to 76.8%. Inventory levels for the East/Central-South China
regions were last reported at 76.5%/79.7% (+0.4 ppt/+0.4 ppt wow).

ESSENTIALS

¢ We maintain MARKET WEIGHT on the cement sector. Cement demand in the eastern,
central and southern regions was still dragged by the hot rainy weather. We should keep a
close eye on the growing risk of power rationing in the following weeks, especially in the
southern region, which could provide support to cement prices. Based on the historical
trend, cement inventory should peak around mid-July while prices should bottom in end-
July. We believe the downside is fairly limited at the current juncture, not to forget the
narrowing margins due to the recent rebound in thermal coal prices.

e We maintain UNDERWEIGHT on the steel sector. Market remains hopeful on the
potential stimulus policy from the authorities as the strength of recovery is fading fast. The
previous round of steel price rally seems to have started to lose momentum, partly due to
the milder-than-expected five-year LPR cut and downward revision of price quotations by
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domestic steel mills. We remain cautious on the scope of potential government stimulus
given the soaring debt levels and stretched balance sheets of local governments, as well

as the time-lag to see actual improvement in steel consumption.

METALS - YTD PRICE PERFORMANCE
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Tuesday, 27 June 2023

STEEL - YTD PRICE PERFORMANCE

%
15%
5%
-5%
-15%
-25%

-35%
Jan 23 Feb23  Mar23 Apr23  May23 Jun 23
COMEX Gold Active LME Copper 3-Mth
LME Aluminium 3-Mth LME Zinc 3-Mth

LME Nickel 3-Mth

%
10%

-10%

-30%

-50%

Source: Bloomberg, UOB Kay Hian

OVERALL STEEL PRODUCTS INVENTORY AT
TRADERS

%

10%
2 R o

-10%

-70% -20%
Jan 23 Feb23  Mar23 Apr 23 May 23 Jun 23 Jan 23 Feb23  Mar23 Apr 23 May 23 Jun 23
WTI Brent Crude Iron Ore SGX Asiaclear Iron Ore Spot (Hebei)
Henry Hub Benchmark Netherlands TTF HRC Spot CRC Spot
LNG Japan/Korea Marker Rebar Spot

Source: Bloomberg, UOB Kay Hian

KEY STEEL MILLS WEEKLY PRODUCTION
VOLUME

Source: Bloomberg, UOB Kay Hian

STEEL-RAW MATERIALS SPREAD
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Disclosures/Disclaimers

This report is prepared by UOB Kay Hian Private Limited (‘UOBKH”), which is a holder of a capital markets services licence and an
exempt financial adviser in Singapore.

This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an
advice or a recommendation with respect to such securities.

This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the
recommendation, before the person makes a commitment to purchase the investment product.

This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this
report to any other person without the prior written consent of UOBKH. This report is not directed to or intended for distribution to or use by
any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKH may
determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable law
or would subject UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) to any
registration, licensing or other requirements within such jurisdiction.

The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable.
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information. UOBKH and its connected persons
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time,
including before its publication herein.

Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit
business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers,
employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s)
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an
interest (including a proprietary interest) in the subject corporation(s) referred to in this report.

As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.

IMPORTANT DISCLOSURES FOR U.S. PERSONS

This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act’). All US persons that
receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities.

Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS"), a registered broker-
dealer in the United States. Under no circumstances should any recipient of this research report effect any transaction to buy or sell
securities or related financial instruments through UOBKH.

UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor.

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research
analyst account.
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Analyst Certification/Regulation AC

Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by
him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business
involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any
compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales,
trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation
received by each such research analyst is based upon various factors, including UOBKH'’s total revenues, a portion of which are
generated from UOBKH’s business of dealing in securities.

Reports are distributed in the respective countries by the respective entities and are subject to the additional restrictions listed in the
following table.

General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of or
located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to
applicable law or regulation.
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Kong in respect of any matters arising from, or in connection with, the analysis or report; and
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analyses or reports only to the extent required by law.
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