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2013 outlook: the new "norm" 

Figure 1: Chinese capacity utilisationðpast, current, 2015E and beyond 

 

50%

60%

70%

80%

90%

100%

Cement Steel Al Coal

2002-2011 avg 2012E 2015E 2016E-2020ECapacity utilization (%)

 
Source: CEIC,CISA, China Cement association, Credit Suisse estimates 

 The start of the new ñnormò: If 2012 has been a year of painful transition 

for China basic materials, 2013E would be the start of a new ñnormò. To an 

extent, 2013E probably would end better than 2012E, as destocking 

pressure eases on demand, producers are better prepared for slower growth, 

and price movements of basic materials would also not be as dramatic as in 

2012. Yet the excess supply will stay with us, and it would not be a market 

where every producer makes money, in our view. This is the time when 

quality outperforms beta, a theme that may actually work finally. 

 Risks on demand and supply: We believe risks to the ñslow-but-stableò 

demand outlook for 2013E will be: (1) upside risk in construction demand, (2) 

downside risk in manufacturing sectors, and (3) transport and rail FAI may 

have overshot in the near term. In the same context, we believe the excess 

capacity for the sector has become more of a structural issue, than just a 

cyclical set-back. In 2013E, we estimate the incremental S/D to (1) deteriorate 

for cement, Al, Cu and rare earths, (2) remain mostly unchanged for steel and 

coking coal, and (3) improve for domestic thermal coal, and tungsten. 

 Stock calls: In addition to our ratings and target price changes in the basic 

materials sector (Figure 11), we also initiate coverage on West China 

Cement (2233.HK, OUTPERFORM, TP HK$1.75). Our preferred names in 

2013E are Shenhua, Chinacoal, Jiangxi Cu and Conch. Our least preferred 

stocks are Yanzhou, Chalco, and CR Cement. In the small caps, we like 

WCC due to the upside risk in both margin and multiples from a low base. 

We believe Chinacoal has the best risk/reward profile in terms of exposure 

to the upside risk in Chinese thermal coal prices. 
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Focus charts 
Figure 2: 4Q12 FAI run-rate might overshootðimplied 

4Q12 run-rate is 25% ahead of 2013E target 

 Figure 3: Implied EV/EBITDA based on spot commodity 

prices/margin suggest market built in flat pricing 

FAI-tranport YoY FAI-rail YoY FAI-rail YoY

Rmb bn % Rmb bn % Rmb bn %

1Q12 2929 -11% 643 -42%

2Q12 2627 -4% 493 -34%

3Q12 2520 14% 559 35%

4Q12* 3098 45% 998 95% (planned-infra)

2010A 1443 19% 749 10% 707 18%

2011A 2151 -5% 577 -23% 460 -35%

2012E 2802 10% 746 29% 516 12%

2013E 3098 11% 749 0% 530 3% 
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Source: CEIC, Credit Suisse estimates  Source: Company data, Credit Suisse estimates 

Figure 4: Unit cement consumption per capita  Figure 5: Cement demand in transportation sector 
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Source: CEIC, USGS, Credit Suisse estimates  Source: CEIC, Credit Suisse estimates 

Figure 6: Cement Industry CAPEX remains firm   Figure 7:Excess capacity becomes structuralðcement 
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Source: China cement association, Credit Suisse estimates  Source: Company data, CEIC,  Credit Suisse estimates 

Figure 8: Flatted cost curve as high cost obsolete 

capacity closedðcement  

 Figure 9: Unit profit of reaching decade lowðsteel  
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Investment summary 
If 2012E has been a year of painful transition for China basic materials, 2013E would be 

the start of a new ñnormò. To an extent, 2013E probably would end better than 2012E 

mostly, as destocking pressure eases on demand, and producers are better prepared for 

slower growth (by managing down their inventory and production plans). Yet the structural 

excess supply will stay with us, and it would not be a market where every producer makes 

money, in our view. This is the time when quality outperforms beta, in our opinion. 

Demand ï where are the risks 

Our base case call for 2013E demand is ñslow but stableò, with weak growth recovery. 

Risks to this ñconsensus viewò would be (1) Upside risk in construction demand due to 

relentless focus on GDP growth by local governments, who look for meaningful 

acceleration in 2013E, while capital remains the top constraint. (2) Downside risk in the 

manufacturing sector, whose order-books continued to disappoint, as reflected in the 

absence of 4Q12 seasonal pickups in metal fabrications, machine tools, and rare earth 

end demand. (3) In the near term, we highlight that the 4Q12 run rate for transport and rail 

FAI may have overshot, a potential disappointment for demand if activity normalises going 

into 2Q13. Specifically, we estimate rail FAI in October 2012 was running at Rmb998 bn, 

on an annualised and seasonally adjusted basis. This is up 95% YoY and 78% QoQ, yet 

at 25% ahead of MORôs 2013E planned CAPEX (adjusted to like-to-like basis). A 10% 

swing of transport FAI would swing demand by 2% for steel and cement in our estimates. 

Inventory destocking is coming to the tail-end for finished goods in our observation, longer 

than expected, and potentially to end by mid-2013. Although raw material inventories look 

lean, we view it as a long-term adjustment by producers, thus unlikely to be followed by 

restocking. In the long run, we continue to hold our view that growth in construction 

demand would be structurally challenged in the coming years, with potential to decline 

beyond 2015E, but manufacturing and energy demand still have much room for growth. 

Excess supply 

In the context of a slower-for-longer China, we believe the excess capacity for the sector 

has become a more structural issue, than just a cyclical set-back. The persistent supply 

expansions have led to falling capacity utilisation in 2012E beyond the soft demand. Yet it 

has not quite stopped ï as an example, our bottom-up analysis, survey of A-share 

producers, and industry capex trend all indicate that 6-8% new cement capacity will come 

again in 2013E. In our view, Chinaôs past ñconsolidationò efforts have been focusing on the 

wrong thing ïthe reality is, despite the rising market shares of top producers, pricing power 

and industry margin remained poor in most cases, driven by highly undisciplined capacity 

expansion, while flattening cost curves add more challenge to competition. In 2013E, we 

estimate incremental S/D to (1) deteriorate for cement, Al, Cu and rare earths, (2) remain 

mostly unchanged for steel and coking coal, and (3) potentially improve for domestic 

thermal coal, and tungsten. Specifically, we expect potential acceleration in coal demand, 

and tighter rail expansion versus demand than 2012E. We expect a moderate 

deterioration in Chinese cement S/D in 2013E, as a mild demand pick up (+2% YoY) 

would be more than offset by continued capacity addition (+6-8% or 160-200mn tonnes). 

Stock picks ï quality over beta 

We think investors should position with ñqualityò in a potentially range-trade year for the 

sector. We like commodities with better supply structure, meaningful cost support, and low 

cost producers. For 2013E, we are relatively more positive on thermal coal, copper, and 

tungsten, negative on steel, cement, and rare earths, and neutral on coking coal and 

aluminium. Our preferred names for 2013E are Shenhua, Chinacoal, Jiangxi Cu and 

Conch. Our least preferred stocks are Yanzhou, Chalco, and CR cement. In the small 

caps, we like WCC based on upside risk of margin and multiples from a low base. 

2013E would be the start of 

a new ñnormò, and may end 

better than 2012E, as 

destocking pressure eases 

on demand, and producers 

are better prepared 

Risks to the ñthe slow-but-

stableò demand outlook 

would be (1) Upside risk in 

construction demand, (2) 

Downside risk in in 

manufacture sectors, and 

(3) transport and rail FAI 

may have overshot in the 

near term  

The excess capacity for the 

sector has become a more 

structural issue, then just a 

cyclical setback 

 

In 2013E, we estimate 

incremental S/D to (1) 

deteriorate for cement, Al, 

Cu and rare earths, (2) 

remain mostly unchanged 

for steel and coking coal, 

and (3) potentially improve 

for domestic thermal coal, 

and tungsten. 

We are positive on thermal 

coal, copper, and tungsten, 

negative on steel, cement, 

and rare earths, and neutral 

on coking coal and 

aluminium  
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Coverage summary 
Figure 10: Summary of sector fundamentals and stock ratings 

 2013S/D outlook Stocks ratings 

COAL (+) We expect a balanced coal market in 2013E, with potential upside risk due to tighter rail expansion 

versus demand than 2012E. We estimate coal demand to accelerate from 1% in 2012E to 5% in 2013E, 

on the back of intrinsic growth of energy demand, mix improvement for power demand as weather 

normalises, and pickup in coal chemicals from a low base. On the supply side, we think the downside risk 

of oversupply maybe overstated, as supply response has been meaningful in 2H12, as reflected in output 

cut and rapid deceleration of mining CAPEX. We estimate rail expansion would remain limited, at 3.3% of 

the coast market in 2013E, and coal mine utilisation to remain stable at 88%. We expect imports 

pressure to remain high, but eased from the peak in 2Q12, as the gap on price parity is contained 

 

Shenhua (O) 

Chinacoal (O) 

Yanzhou (U)  

 

Copper (+) We expect Chinese copper demand to grow at 3-4% YoY in 2013E and supply surplus to be contained. CS 

global team expects a 5% CAGR in copper mining output growth, most driven by projects in Chili, Peru and 

Mongolia, leading to 1.4%, 2.1% and 2.8% of surplus in 2013E, 2014E, and 2015E, (or 2.1%, 2.8%, and 3.5% 

if China demand stays at 3-4%), respectively. Yet potential China restocking would provide a floor. In the near 

term, we see seasonality and plateaued improvement in air conditioner sector, along with news flow of global 

mining expansions being track, to cap the upside. 

 

JXC (N) 

MMG (N) 

  

 

Coking Coal (N) Our bottom-up analysis suggests moderate domestic supply growth for coking coal, especially for hard coking 

coal. Coking coal prices has been softened by 20-30% YTD due to the poor demand and destocking of 

domestic steel mills and coke plants. However, the supply responses from both domestic and seaborne 

producers would help China coking coal market to remain balanced in 2012-13E. 

 

Fushan (N) 

MMC (N) 

Hidili (U) 

Winsway (U) 

Cement (-) We expect a moderate deterioration in Chinese cement S/D in 2013E, as mild demand pick up (+2% YoY) to 
more than offset by continued capacity addition (new capacity addition at +6-8%). We estimate demand 
should comfortably remain stable, driven by measured infrastructure pick up, and lower property floor space 
under construction. Potential acceleration of local FAI investment, supported by local government, may 
impose further upside risk. Nevertheless, supply expansion will cut industry utilisation would further to 75% in 
2013E, from 78% in 2012E. As a result, we expect most regions to make below-mid-cycle unit profit for 
2013E. Of all the key regions, YZD is likely to be one to maintain margins higher than peers, given the relative 
stable S/D outlook, and producersô effort in controlling output. 

 

Conch (N) 

CNBM (U) 

CRC (U) 

Shanshui (N) 

TCCI (U) 

CNM (U) 

BBMG (N) 

WCC (O)  

STEEL (-) We estimate 2013E Chinese demand  to improve by a moderate 3%, driven by improvement in infrastructure, 

appliances, machinery (from a low base and potential 2H13 restocking), offset by moderate slowdown in 

property construction. Nevertheless, supply growth has accelerated again in 2012E, with 10M12A CAPEX up 

32% YoY, and industry capacity reaching above 900 mn tonnes. The sector has the worst combination in 

supply ï excess capacity, poor expansion and production discipline, and flat cost curve. With ROE lingering 

around 0-5% in the coming years, we believe the sector will trade at de-rated multiples, with average 

producers likely range bound at 0.3-0.5x P/B.   

 

Baosteel (N) 

Angang (U) 

Magang (U) 

Aluminum (N) We expect demand to improve by 4% in 2013E, while capacity continues to expand in the lower cost western 

China. The industry utilisation would further fall from 81% in 2012E to 74% in 2013E, and S/D balance 

deteriorate mostly due to glut of supply. Yet we see aluminium price floored given the cost support. 

 

Chalco (U) 

Rusal (N) 

Minor metals 

(mixed) 

For 2013E, we expect improving tungsten price in 2013E, as demand to improve versus 2013E (+8% yoy), 

due the recovery of mining tools and cutting tools market, while supply growth slows down (+5%.) in both 

China and ex-China. We are negative on rare earth pricing, and expect ex-China supply pickups will drive 

continued overcapacity. We believe moly price has bottomed, given nearly 50% of the producers already at 

loss in China, yet recovery in pricing will continue to be capped by overcapacity. 

 

Baotao RE (N) 
XM Tung. (N) 
ZY Tung (U) 
CZ Ming (N) 
TQ Lithium (U) 

Gold (+) We believe gold will continue to do well in 2013, based on slow-growth economy outlook and loose monetary 

policies around the world. For Chinese gold miners, we expect their production volume growth to become 

modest for HK listed names, with a CAGR of 1-12% in 2012E-15E, but only -1-6% in the period of 2012E-

2020E. Acquisitions may drive positive surprises. While the growth rates are expected to remain double digit 

for the two A-share companies peers, Shandong Gold and Zhongjin Gold. 

 

Zijin (O) 

Zhaojin (N) 
CGG (U) 
Lingbao (N) 
G-Resource 
(N) 
Zhongjin (N) 
Shanjin (O) 
 

Source: Company data, Credit Suisse estimates 
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Figure 11: Coverage summaryðChina basic materials 

Company Ticker Upside PriceMkt cap P/E (x) P/B (x) EV/EBITDA
Price as of Dec.4 New Old New Old % 12E 13E Tccy US$ bn 12E 13E 12E 13E 12E 13E
Shenhua 1088.HK O O 40.0 38.0 30% -2% 1% 30.8 78.4 11 11 1.9 1.7 6.3 5.6
Chinacoal 1898.HK O O 8.6 8.5 14% 3% -7% 7.5 12.8 10 11 0.9 0.9 6.8 7.9
Yanzhou 1171.HK U U 7.0 7.1 -40% -21% -33% 11.7 7.4 9 20 1.0 1.0 7.4 8.7
Fushan 0639.HK N O 2.9 3.3 0% -14% -18% 2.9 2.0 11 11 0.8 0.7 3.8 3.8
Hidili 1393.HK U U 1.3 1.3 -32% -60% -39% 1.9 0.5 18 15 0.4 0.4 10.8 10.6
MMC 0975.HK N U 3.3 3.0 -12% -64% -17% 3.8 1.8 41 11 2.2 1.8 19.0 7.8
Winsway 1733.HK U U 0.7 0.6 -41% 87% 34% 1.2 0.6 n.a. 6 0.7 0.7 n.a. 4.9
Baosteel 600019.SS N N 5.4 5.2 17% 14% 25% 4.6 12.9 6 15 0.7 0.7 4.0 5.2
Angang 0347.HK U U 3.2 2.3 -33% -20% -131% 4.8 4.5 n.a 44 0.6 0.6 32.7 9.0
Maanshan 0323.HK U U 1.3 1.0 -36% -24% -92% 2.0 2.0 n.a n.a 0.5 0.5 15.3 5.5
Conch 0914.HK N U 24.3 16.5 -7% 12% 14% 26.0 17.7 16 13 2.2 1.9 10.2 8.2
CNBM 3323.HK U U 7.2 6.7 -29% 19% 11% 10.2 7.0 8 7 1.4 1.2 8.1 7.0
CRC 1313.HK U N 3.8 3.4 -21% 41% 52% 4.8 4.0 15 13 1.5 1.4 9.5 8.4
Shanshui 0691.HK N N 5.5 4.9 3% 30% 7% 5.3 1.9 7 9 1.4 1.2 5.1 5.4
CNM 1893.HK U N 1.8 2.0 -22% -32% -34% 2.3 1.1 11 11 0.6 0.6 6.7 6.6
TCCI 1136.HK U U 1.5 1.5 -31% -19% 10% 2.2 0.9 14 8 0.5 0.4 7.4 5.7
BBMG 2009.HK N O 7.1 8.4 8% -27% -43% 6.6 3.6 9 10 1.0 1.0 8.4 9.1
WCC 2233.HK O NR 1.75 NR 29% n.a. n.a. 1.4 0.8 12 7 1.0 0.9 7.1 4.6
Chalco 2600.HK U U 1.9 2.1 -43% -15% -1% 3.3 5.7 n.a n.a 0.8 0.9 45.8 45.5
UC Rusal 0486.HK N N 4.6 4.9 -1% -52% -5% 4.7 9.1 118 9 0.8 0.8 13.7 8.3
Jiangxi Cu 0358.HK N N 19.1 19.4 -3% -5% 0% 19.7 8.8 11 10 1.3 1.2 7.2 6.8
Zijin 2899.HK O O 3.9 3.4 27% -7% -8% 3.1 8.6 10 9 1.9 1.6 6.2 5.5
Minmetal 1208.HK N N 3.5 3.5 16% 0% 0% 3.0 2.0 8 5 1.2 1.0 4.5 3.2
Zhaojin 1818.HK N N 14.4 11.5 9% 3% 22% 13.2 4.9 20 16 4.2 3.6 11.4 9.2
CGG 2099.HK U U 21.7 21.7 -27% 0% 0% 29.9 1.5 24 20 1.1 1.0 10.8 11.3
Lingbao 3330.HK N N 3.3 2.9 2% 4% 20% 3.2 0.3 9 6 0.8 0.7 5.2 4.2
G-Resources1051.HK N N 0.4 0.4 19% 0% 51% 0.4 0.9 n.a. 10 1.0 0.9 n.a. 4.6
Zhongjin 600489.SS N N 16.5 16.5 13% 0% 0% 14.6 6.8 26 18 4.2 3.5 10.4 7.6
Shanjin 600547.SS O O 44.4 44.4 27% 0% 0% 35.0 7.9 20 16 6.3 4.9 11.1 8.7
Baotou RE600111.SS N N 27.0 27.0 -12% 0% 0% 30.5 11.7 39 33 10.4 8.5 19.9 17.7
Xiamen Tung.600549.SS N N 42.0 42.0 43% 0% 0% 29.4 3.2 37 24 5.2 4.4 13.2 10.1
ZY Tung. 002378.SZ U U 19.4 19.4 4% 0% 0% 18.7 1.3 52 30 5.7 4.9 25.2 17.3
CZ Mining 002155.SZ N N 22.0 22.0 33% 0% 0% 16.5 2.0 22 18 4.3 3.7 14.9 12.0
Tianqi Lithium002466.SZ U U 17.3 17.3 -27% 0% 0% 23.9 0.6 67 36 3.4 3.2 36.0 21.8

AVG FOR STEEL -18% 6 30 0.6 0.6 17.4 6.6

AVG FOR CEMENT -14% 12 10 1.2 1.1 7.8 6.9

AVG FOR COAL 1% 16 12 1.2 1.0 9.0 7.0

AVG FOR BASE METALS -8% 46 8 1.0 1.0 17.8 16.0

AVG FOR GOLD 6% 16 12 1.8 1.6 8.4 7.0

Ratings Target Earnings chg.

 
Source: Company data, Credit Suisse estimates 
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Demand ï where are the risks 
Our base case call for 2013E Chinese demand is ñslow-but-stableò, with weak growth 

recovery from 2012E. Potential risks would be (1) Upside risk in construction demand due 

to relentless focus on GDP growth by local governments, who look for meaningful growth 

acceleration in 2013E, based on our recent visits to China. Capital remains the top 

constraint however. (2) Downside risk in manufacturing sectors, whose orderbooks and 

demand continued to disappoint, as reflected in absence of the 4Q12 seasonal pickups in 

metal fabrications, demand for general machine tools, rare earth downstream demand. (3) 

In the near term, we highlight that the 4Q12 run rate for transport and rail FAI may have 

overshot, a potential disappointment on demand when activity normalises going into 2Q13. 

Specifically, we estimate rail FAI in October 2012 was running at Rmb998 bn, on an 

annualised and seasonally adjusted basis. This is up 95% YoY and 78% QoQ, yet at 25% 

ahead MORôs 2013E planned capex (adjusted to like-to-like basis). A 10% swing of 

transport FAI would swing demand by 1.6-2.3% for steel and cement in our estimates. 

Inventory destocking is coming to the tail-end for finished goods in our observation, yet 

longer than expected, and potentially end by mid-2013. Although raw material inventories 

look lean at end users, we view it as a structural cut by producers in preparing a slower-

for-longer demand outlook, and therefore it is unlikely to be followed by restocking. 

In the long run, we continue to hold our view that growth in construction demand would be 

structurally absent in the coming years, with the potential to decline beyond 2015E, while 

manufacturing and energy demand still have much room for growth. 

2013 base case demand 

Figure 12: Chinese basic materials demand outlook and key assumptions 

APP DEMAND 2008 2009 2010 2011 2012E 2013E 2014E 2015E 10M1110M12 Oct-11 Oct-12

CEMENT mn tonnes 1357 1622 1848 2048 2067 2118 2123 2153 2023 2161 2278 2512

YoY 3% 20% 14% 11% 1% 2% 0% 1% 7% 10%

STEEL mn tonnes 453 564 601 651 662 680 688 702 666 672 625 664

YoY 3% 24% 7% 8% 2% 3% 1% 2% 1% 6%

ALUMINUM mn tonnes 13.1 14.4 16.2 17.9 19.5 20.3 21.0 21.6 17.9 20.0 17.9 21.1

YoY 5% 10% 12% 11% 9% 4% 3% 3% 12% 18%

COPPER mn tonnes 4.9 7.3 7.6 7.9 8.2 8.5 8.7 8.9 7.6 8.9 9.0 8.6

YoY 0% 51% 3% 5% 4% 3% 3% 3% 17% -4%

COAL mn tonnes 2740 3033 3382 3742 3777 3958 4062 4212 3294 3541 4049 4044

YoY 6% 11% 12% 11% 1% 5% 3% 4% 8% 0%  
Key demand assumptions 2008 2009 2010 2011 2012E 2013E 2014E 2015E 10M1110M12 Oct-11 Oct-12

New project started k units 253 345 330 333 353 388 388 380 345 366 369 344

YoY 9% 36% -4% 1% 6% 10% 0% -2% 6% -7%

Floor space starts mn sq m 976 1154 1638 1901 1749 1658 1523 1437 1924 1762 1510 1413

YoY 3% 18% 42% 16% -8% -5% -8% -6% -8% -6%

White goods output mn units 171 197 254 299 301 316 331 348 306 290 249 255

YoY -7% 16% 29% 18% 0% 5% 5% 5% -5% 3%

Aircond output mn units 82 89 116 146 136 143 152 162 152 136 98 108

YoY -16% 8% 31% 26% -7% 5% 6% 7% -11% 10%

Automobiles output mn units 9.3 13.8 18.2 18.4 19.4 20.3 21.3 22.4 18.1 18.9 18.8 19.0

YoY 5% 48% 33% 1% 5% 5% 5% 5% 5% 1%

Power consumption bn kwh 3454 3703 4200 4693 4927 5136 5330 5542 4670 4903 4557 4798

YoY 6% 7% 13% 12% 5% 4% 4% 4% 5% 5%

Thermal power gen bn kwh 2774 2945 3296 3773 3753 3940 4040 4150 3749 3690 3588 3511

YoY 4% 6% 12% 14% -1% 5% 3% 3% -2% -2%  
Source: CEIC, Credit Suisse estimates 

Our base case call for 

2013E Chinese demand is 

ñslow-but-stableò, with weak 

growth recovery from 

2012E. Risks on 

construction and 

manufacturing remain 

Inventory destocking is 

coming to the tail-end for 

finished goods, like to end 

by mid-2013 
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4Q12 ï weak, stable, and divergent 

Feedback from our recent China visits, channel checks and industry data suggest that 

underlying demand in 4Q12 remains sluggish, but appears to have stabilised on the back 

of 4Q seasonality and selected infrastructure restarts. This is more prominent in 

construction demand, with both long steel and cement sales volume seeing a seasonal 

pick up in 4Q12. Nevertheless, orderbooks and demand continued to disappoint in 

manufacturing sector, as reflected in the absence of seasonal pickups in metal fabrications, 

demand for general machine tools, and rare earth downstream demand.  

The feedback from producers were more or less as poor as their 2Q12 feedback, whereas 

perhaps the expectation on demand going forward has come down from ña potential 

reboundò to low-single digit growth. Specifically, construction machinery and heavy truck 

sales fell 30% YoY, cement lingered around flat lines (slightly up in Shaanxi but down in 

Shandong), RMC equipment rental fee was 20ï40% lower than normal, and excavator 

utilisation was at 20-30% below normal. The most positive data is home appliance (sales 

up 10% in Shaanxi from negative since 2011, but air-conditioner has been disappointing). 

Nevertheless, on an incremental basis, we see signs of stabilisation including (1) the 

restart of existing infrastructure projects (rail and city metro mostly); (2) an improvement in 

utilisation hours of excavators in Shaanxi, and (3) a seasonal demand pick up in 

construction, steel and cement sales, and recovery in coal sales in Inner Mongolia, since 

September; and (4) air conditioner manufacturers improving their 4Q12 utilisation 

marginally. Specifically, two areas worse than earlier expectation include: (1) copper, as 

post destocking air-conditioner recovery is not robust; (2) destocking of finished goods 

which is still six months away from completion, if flat demand stays. The most bullish 

views were from local governments, who view that local FAI growth is to accelerate again 

in 2013E, as the government transition passes, although capital remains the top.  

Our recent channel checks on monthly order books suggest consistent feedback on stable 

demand, with seasonal pickups in appliances sector.  

 The October realised MoM sales trend was most in line with expectations for 

downstream sectors, better than expectations for auto, but worse for machinery. 

 The forward order book trend of end-users has slightly improved MoM, with the 

percentage of respondents expecting an improvement, edging up to 30% in November 

versus 17% in October, and respondents expecting a MoM decline being 0% versus 

17% in October. Most of the improvement was due to seasonal pickups in home 

appliances. 

 The forward order books for materials remained lacklustre. Producers expecting a 

MoM improvement were 0% for coal (versus 0% in October), 17% for steel (versus 

20% in October), 43% for cement (versus 57% in October) and 0% for base metal 

fabricators and traders (versus 0% in October). 

The investment growth number in October also tells the same story. On a YoY basis, rail 

investment picked up by nearly 90% YoY in October, accounting to over 60% of the 

infrastructure pick up. The YoY growth of manufacturing capex has decelerated from 31% 

in 4Q11, to 21% in 1H12, and 17% in October 2012. As a result, contribution to FAI growth 

from transport and other infrastructure sectors improved to 5% (of the 20% FAI growth), 

similar to 2010, while contribution from manufacturing capex has fallen from nearly 5% 

earlier to less than 3%. 

We also think the low base effect from 4Q11 may have overstated some of the 

ñstabilizationò or ñimprovementò in demand. Based on Sep-Oct run-rates of key demand 

numbers, on a seasonal adjusted basis, we estimate the current run rate, if it remains 

stable, would imply 2013E new projects starts only up 4% YoY, transport FAI up 12% YoY, 

floor space sales up 3%, floor space starts down by 9%, and mostly flat for white goods, 

auto, power and machine tools. 

Feedback from our recent 

China visits suggests things 

may have stabilised for now, 

with the only area of 

improvement coming from 

rail infrastructure 

FAI accelerated for 

rail/transport, but 

decelerating for 

manufacturing CAPEX 

Be aware of base-effect, 

which may have overstated 

the ñimprovementò in 

demand 
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Figure 13: Our channel checks on the China downstream sector MoM order book trend 
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Source: Company data, Credit Suisse estimates 

Figure 14: Contribution by sectors to FAI growth 
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Source: CEIC, Company data, Credit Suisse estimates 

Figure 15: Strong pick up in rail investment but decelerating manufacture CAPEX 
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Source:  CEIC, Credit Suisse estimates 

Order book survey suggest 

demand remained stable in 

November, with 

improvement mostly driven 

by seasonal restocking of 

appliances 

 

Growth contribution from 

transport FAI has picked up, 

while manufacturing capex 

decelerating 

On YoY basis, rail 

investment picked up by 

nearly 90% yoy in October, 

while property remained 

stable, and manufacture 

CAPEX decelerates  
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Figure 16: New projects starts ï YTD updates, CS base case assumption, and implied 2013E run rate from 4Q12 
New projects starts Implied run rates on 2013E from 4Q12

mn units YoY mn units YoY

2008 253 9% Sep-Oct-09 58 38%

2009 345 36% Sep-Oct-10 48 -18%

2010 330 -4% Sep-Oct-11 61 26%

2011 333 1% Sep-Oct-12 62 2%

2012E 353 6% 2010A 330 -4%

2013E 388 10% 2011A 333 1%

2014E 388 0% 2012E 353 6%

2015E 380 -2% 2013E run rate 369 4%

(CS base case estimates) Sep-Oct as % of 2010 14.5%

2012 YTD updates Sep-Oct as % of 2011 18.2%

Oct-12 29 -7% Sep-Oct as % of 2012E 17.5%

10M12 305 6% Sep-Oct as % of 2013E 16.7%
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Source: CEIC, Credit Suisse estimates 

Figure 17: Transport FAI ï YTD updates, CS base case assumption, and implied 2013E run rate from 4Q12 
Transport FAI Implied run rates on 2013E from 4Q12

Rmb mn YoY Rmb mn YoY

2008 1443 20% Sep-Oct-09 396 44%

2009 2151 49% Sep-Oct-10 483 22%

2010 2558 19% Sep-Oct-11 438 -9%

2011 2427 -5% Sep-Oct-12 570 30%

2012E 2755 14% 2010A 2558 19%

2013E n.a. n.a. 2011A 2427 -5%

2014E n.a. n.a. 2012E 2755 14%

2015E n.a. n.a. 2013E run rate 3084 12%

(CS base case estimates) Sep-Oct as % of 2010 18.9%

2012 YTD updates Sep-Oct as % of 2011 18.1%

Oct-12 288 31% Sep-Oct as % of 2012E 20.7%

10M12 1956 5% Sep-Oct as % of 2013E 18.5%
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Source: CEIC, Credit Suisse estimates 
 

Figure 18: Floor space sold ï YTD updates, CS base case assumption, and implied 2013E run rate from 4Q12 
Floor space sold Implied run rates on 2013E from 4Q12

mn sqm YoY mn sqm YoY

2008 621 -19% Sep-Oct-09 170 67%

2009 937 51% Sep-Oct-10 197 16%

2010 1043 11% Sep-Oct-11 198 0%

2011 1099 5% Sep-Oct-12 213 8%

2012E 1099 0% 2010A 1043 11%

2013E 1119 2% 2011A 1099 5%

2014E 1141 2% 2012E 1099 0%

2015E 1167 2% 2013E run rate 1136 3%

(CS base case estimates) Sep-Oct as % of 2010 18.9%

2012 YTD updates Sep-Oct as % of 2011 18.0%

Oct-12 103 23% Sep-Oct as % of 2012E 19.4%

10M12 787 -1% Sep-Oct as % of 2013E 18.8%
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Source: Company data, Credit Suisse estimates 

Figure 19: Floor space starts ï YTD updates, CS base case assumption, and implied 2013E run rate from 4Q12 
Floor space starts Implied run rates on 2013E from 4Q12

mn sqm YoY mn sqm YoY

2008 976 3% Sep-Oct-09 183 56%

2009 1154 18% Sep-Oct-10 269 47%

2010 1638 42% Sep-Oct-11 285 6%

2011 1901 16% Sep-Oct-12 239 -16%

2012E 1749 -8% 2010A 1638 42%

2013E 1658 -5% 2011A 1901 16%

2014E 1523 -8% 2012E 1749 -8%

2015E 1437 -6% 2013E run rate 1588 -9%

(CS base case estimates) Sep-Oct as % of 2010 16.4%

2012 YTD updates Sep-Oct as % of 2011 15.0%

Oct-12 118 -6% Sep-Oct as % of 2012E 13.6%

10M12 1468 -8% Sep-Oct as % of 2013E 15.0%
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Source: CEIC, Credit Suisse estimates 
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Figure 20: White goods output ï YTD updates, CS base case assumption, and implied 2013E run rate from 4Q12 
Whitegoods output Implied run rates on 2013E from 4Q12

mn units YoY mn units YoY

2008 171 -7% Sep-Oct-09 33 40%

2009 197 16% Sep-Oct-10 40 24%

2010 254 29% Sep-Oct-11 44 8%

2011 299 18% Sep-Oct-12 46 5%

2012E 301 0% 2010A 254 29%

2013E 316 5% 2011A 299 18%

2014E 331 5% 2012E 301 0%

2015E 348 5% 2013E run rate 300 0%

(CS base case estimates) Sep-Oct as % of 2010 16.0%

2012 YTD updates Sep-Oct as % of 2011 14.5%

Oct-12 21 3% Sep-Oct as % of 2012E 15.2%

10M12 242 -5% Sep-Oct as % of 2013E 15.2%
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Source: CEIC, Credit Suisse estimates 

Figure 21: Auto output ï YTD updates, CS base case assumption, and implied 2013E run rate from 4Q12 
Auto output Implied run rates on 2013E from 4Q12

mn units YoY mn units YoY

2008 9.3 5% Sep-Oct-09 2.6 78%

2009 13.8 48% Sep-Oct-10 3.1 20%

2010 18.2 33% Sep-Oct-11 3.2 1%

2011 18.4 1% Sep-Oct-12 3.2 2%

2012E 19.4 5% 2010A 18.2 33%

2013E 20.3 5% 2011A 18.4 1%

2014E 21.3 5% 2012E 19.4 5%

2015E 22.4 5% 2013E run rate 19.0 -2%

(CS base case estimates) Sep-Oct as % of 2010 17.2%

2012 YTD updates Sep-Oct as % of 2011 17.2%

Oct-12 2 1% Sep-Oct as % of 2012E 16.8%

10M12 16 5% Sep-Oct as % of 2013E 17.1%
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Source: CEIC, Credit Suisse estimates 
 

Figure 22: Machine tools ï YTD updates, and implied 2013E run rate from 4Q12 
Machinery tools Implied run rates on 2013E from 4Q12

th unit YoY th unit YoY

2008 814 5% Sep-Oct-09 145 18%

2009 831 2% Sep-Oct-10 179 23%

2010 1013 22% Sep-Oct-11 190 6%

2011 1118 10% Sep-Oct-12 181 -5%

2012E 1029 -8% 2010A 1013 22%

2013E n.a. n.a. 2011A 1118 10%

2014E n.a. n.a. 2012E 1029 -8%

2015E n.a. n.a. 2013E run rate 1044 1%

(CS base case estimates) Sep-Oct as % of 2010 17.6%

2012 YTD updates Sep-Oct as % of 2011 17.0%

Oct-12 82 -12% Sep-Oct as % of 2012E 17.6%

10M12 854 -10% Sep-Oct as % of 2013E 17.3%
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Source: CEIC, Credit Suisse estimates 

Figure 23: Power consumption ï YTD updates, CS base case assumption, and implied 2013E run rate from 4Q12 
Power consumption Implied run rates on 2013E from 4Q12

bn kwh YoY bn kwh YoY

2008 3454 6% Sep-Oct-09 636 n.a

2009 3703 7% Sep-Oct-10 688 8%

2010 4200 13% Sep-Oct-11 771 12%

2011 4693 12% Sep-Oct-12 805 4%

2012E 4927 5% 2010A 4200 13%

2013E 5136 4% 2011A 4693 12%

2014E 5330 4% 2012E 4927 5%

2015E 5542 4% 2013E run rate 4913 0%

(CS base case estimates) Sep-Oct as % of 2010 16.4%

2012 YTD updates Sep-Oct as % of 2011 16.4%

Oct-12 400 5% Sep-Oct as % of 2012E 16.3%

10M12 4086 5% Sep-Oct as % of 2013E 16.4%
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Inventory cycle ï prepared for slow growth 

We observe that inventory destocking is coming to the tail-end for finished goods, yet 

longer than expected. We expect less destocking pressure going into 2013E, a relative 

improvement versus 2012: (1) When end-product destocking ends, likely in 2H13, we 

estimate a 5-8% in apparent demand improvement for commodities, all else equal. (2) 

Although raw material inventories look lean at end users, we view it as a structural cut by 

producers in preparing a slower-for-longer demand outlook, thus unlikely to be followed by 

restocking. (3) Nevertheless, the current commodity inventory at warehouses and 

exchanges are still 80-120% higher than 2008, adjusted by demand changes, perhaps a 

reflection of continued cheaper liquidity to the system, a potential downside risk to future 

demand, though not likely imminent, in our view.  

Destocking of finished goods (machinery, trucks, air conditioner, and partly auto) is not 

done, amid absolute inventory has been come off from 2H11. The longer-than-expected 

destocking is not just a result of demand slowdown but also a reflection of perhaps much 

inflated apparent demand. If end demand remains flat, the destocking will extend in 1H13, 

in our estimates. On the property front, a local developer in Shaanxi also commented that 

construction overshot in 3Q12 following the sales recovery, thus local inventory rose again 

in 4Q12.  

Destocking of raw materials at end users and metal fabricators has come to an end. 

However, most producers view the current low inventory (in the context of past few years) 

as a structural reduction, given the flattish demand outlook, thus there is not much interest 

to restock. Specifically, Hebei steel mills we met have no plan for iron ore winter 

restocking, given the demand outlook and sufficient supply.  

Nevertheless, we highlight that the current commodity inventory at warehouses and 

exchanges are still 80-120% higher than 2008 or 3-21days in excess, adjusted by demand 

changes. We believe they reflect the oversupply issue across the board, along with cheap 

liquidity in the system ï a potential downside risk for the future demand, in our view.  

Figure 24: Inventory snapshot along the value chain 

Raw matls LocationCurrent level vs 2008Excess days vs 2008 Finished goods inventory

Inventory % above or below days channels & producers)vs  normal

Al SHFE+others 89% 13.1

Cu* SHFE+bonded 122% 21.4 Home appliances normal

Fabricators 0% 0.0

Steel-long Warehouse 5% 0.2 Air conditioner slightly high

Steel-flat Warehouse 48% 2.8

Iron ore* Port 10% 4.1 Heavy trucks 2.5months above

Iron ore* Mid-sized mills -26% (8.1)

Coking coal* Mid-sized mills -38% (8.0) Excavator 20-30% above

Coal National 83% 8.2 "Need 6 months to digest"

National QHD -7% 15.0

Thermal coal IPP 25% 15.0

*Iron ore and coking coal comparing with 2011 data *Finished goods inventory is from comment

*Cu data has assumed 200kt bonded warehouse inventory for 2008 from dealers/distributors/producers 
Source: CEIC, Credit Suisse estimates 

 
 
 
 

 

We expect less destocking 

pressure going into 2013E, 

a relative improvement 

versus 2012 

Destocking of finished 

goods is not done, and will 

extend to 1H13 

Destocking of raw materials 

at end users and metal 

fabricators has come to an 

end 

Commodity inventory at 

warehouses and exchanges 

are still 80-120% higher 

than 2008 or 3-21days in 

excess, adjusted by demand 

changes 



 06 December 2012 

China Basic Materials Sector 13 

Figure 25: Steel-long product warehouse  Figure 26: Steel-flat product warehouse 
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Figure 27: Thermal coal-QHD  Figure 28: Thermal coal-IPP inventory 
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Figure 29: Al-south China warehouses  Figure 30: Al-SHFE 
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Source: CRU, Credit Suisse estimates  Source: Bloomberg, Credit Suisse estimates 

Figure 31: Cu-SH bonded warehouse  Figure 32: Cu-SHFE 
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Source: CRU, Credit Suisse estimates  Source: Bloomberg, Credit Suisse estimates 

Figure 33: Iron ore-ports  Figure 34: Iron ore- medium mills 
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Where are the risks 

Our base case call for 2013E demand is ñslow but stableò. The risks of the call can be  

 Potential upside risk (in particular construction demand) may come from the relentless 

focus on GDP growth by local governments, who expect meaningful growth 

acceleration in 2013.  

 The downside risk from manufacturing sectors, whose deterioration has been partly 

covered by 4Q seasonality ï a sector we feel the call on ñbottomingò maybe only at 

50/50 chances.  

 In the near-term, the construction rush in railway investment/transport FAI before the 

end of 2012, suggest demand may have been normalised down sequentially, a 

potential disappointment in 2Q13. 

The relentless focus on GDP growth by local officials, especially for the lower-ranked 

provinces, has not changed at all. Local officials and advisers we met recently expect 

meaningful investment growth acceleration in 2013E, as the political transition completes. 

The top constraint remains as capital/liquidity, and banks have become less willing to lend to 

infrastructure projects. Nevertheless, locals pointed to alternative financing such as 

corporate bond or lending from local provincial level banks. We do not believe ñthe doorò is 

wide open. But at the end, how much get done depends on liquidity, which seemed to have 

improved in the past few months.  

Figure 35: Group ranks of GDP per capita 

by provinces 

 Figure 36: Provinces with Oct-12 FAI 

accelerated from 3Q12 (by more than 4%) 
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Source: CEIC, Credit Suisse estimates  Source: CEIC, Credit Suisse estimates 

Figure 37: Society-wide financing changes YoY 
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Figure 38: M2 growth versus new projects starts 
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Source: CEIC, Credit Suisse estimates 

In the near term, we highlight that the 4Q12 run rate for transport FAI and rail FAI may 

have overshot, perhaps partially due to the obligation of meeting the full-year 2012 target. 

This may create a potential disappointment on demand when activity normalises going into 

2Q13. 

Specifically, we estimate the run-rate in October 2012 for transport FAI picked up and was 

up 45% YoY or Rmb3.1 tn on an annualised and seasonally adjusted basis. This is a level, 

if sustained, would make the transport FAI for full-year 2012E to reach 14% growth YoY, 

and 12% 2013E, and also almost at the peak run rate in 2010-11, when the last stimulus 

was being executed. For FAI in the railway sector, we estimate October 2012 was running 

at Rmb998 bn, on an annualised and seasonally adjusted basis. This is up 95% YoY, 78% 

QoQ, yet at 25% ahead MORôs 2013E planned capex (adjusted).  

If the current strong run-rate is to stay, we estimate it would generate 2.3% demand 

growth for cement, 1.6% demand growth for steel, 0.6% for aluminium, and marginal 

growth for copper, based on exposures to transport FAI for each commodities. The impact 

is relatively small in the context of entire Chinese demand, due to the fact that the 

transport investment was virtually the only activity that is at work, a major difference 

versus 2009-10, when all sectors including the property sector were ñstimulatedò. 

Figure 39: Annualised and seasonal adjusted FAI run-rateðrail and transport 

FAI-tranport YoY FAI-rail YoY FAI-rail-infra YoY

Rmb bn % Rmb bn % Rmb bn %

1Q12 2929 -11% 643 -42%

2Q12 2627 -4% 493 -34%

3Q12 2520 14% 559 35%

4Q12* 3098 45% 998 95% (planned -infrastructure)

2010A 1443 19% 749 10% 707 18%

2011A 2151 -5% 577 -23% 460 -35%

2012E 2802 10% 746 29% 516 12%

2013E 3098 11% 749 0% 530 3% 
*4Q12 based on October report spending, annualized and seasonally adjusted 

Source: CEIC, Credit Suisse estimates 

M2 growth has be 

maintained at the 

normalised target 

The impact from transport 
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context of entire Chinese 

demand, due to the fact that 

the transport investment 

was virtually the only activity 

that is at work 

For FAI in railway sector, 

October 2012 was running 

at 95% higher YoY, 78% 

higher QoQ, yet at 25% 

ahead MORôs 2013E 

planned capex (adjusted) 
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Figure 40: Risk in demand commodity driven by infrastructureðtransport 

FAI ï transport infra Implied 2013 YoY Cement Steel Al Cu 

If at Oct-12 run rate 11% 2.0% 1.6% 0.6% 0.0% 

If at 10% higher than Oct-12 run rate 22% 4.1% 3.2% 1.1% 0.0% 

If at 20% higher than Oct-12 run rate 33% 6.1% 4.8% 1.7% 0.0% 

Source: CEIC, Credit Suisse estimates 

Figure 41: FAIðtransport investment quarterly run rate  
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Figure 42: FAI breakdown and indirect exposures to commodities 
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Source: CEIC, Credit Suisse estimates 
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Long-term demand ï a normalised outlook 

In the long run, we continue to hold our view that growth in construction demand would be 

structurally challenging in the coming years, with potential to decline beyond 2015E, while 

manufacturing and energy demand still have much room for growth.  

The slowdown in investment was less driven by the ñpro-activeò policy in our view, rather, 

it was almost by ñdefaultò, in particular in the construction sector. There are many signs 

indicating construction demand has plateaued in China, from the high cumulative cement 

consumption, flattened expressway additions (and likely a decline post 2015E), ñsoft-

landingò property demand, and pockets of ñghost citiesò in less developed areas. 

But, on the other hand, there is still plenty of room for growth on metals, flat steel, and 

energy, commodities more related to manufacturing and consumption. The is reflected in 

the 20-80% gap of Chinese per capital demand versus the US and Japan, the low 

ownership in passenger cars, air conditioner, fridges, or low consumption in copper foil 

and sheet, which is related to high-end manufacturing activities. But just like China, 

demand for metals and energy is also ñin transitionò, with perhaps a painful adjustment, as 

the ñstimulatedò bases correct, and investment moderates. Yet, in our view, intrinsic 

growth will recover with upgrade in manufacturing activities and higher consumption. 

For policy makers in China, delivering growth is perhaps the easiest task, by controlling 

the ñflow rateò of infrastructure projects. The challenge, however, is more about a 

ñtransitionò that can shift the growth driver from construction to other more sustainable 

sectors, and encourage private investment. We believe the government is well aware of 

the issue, and the expectation of a rebound in construction demand in 2013E may 

disappoint the market again.  

Figure 43: Unit consumption per capita of China versus Japan and US 
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Source: CEIC, World bank, Credit Suisse estimates 

Specifically, there are signs of plateaued construction demand:  

 Accumulated cement consumption in China has reached 18 tonnes per person by the 

end of 2012E, a level where the annual demand peaked/plateaued for Asian 

developed countries, and for more developed coastal provinces in China. 

 Based on Chinaôs 12
th
-five year plan for the transportation sector, Chinese 

expressway is expected to reach 108k km by 2015E, when over 90% of cities with 

200k population will be covered. The policy stated the national expressway network 

construction would be ñmostly completedò by then.  

In the long run, we continue 

to hold our view that growth 

in construction demand 

would be structurally 

challenging in the coming 

years, with potential to 

decline beyond 2015E, 

while manufacturing and 

energy demand still have 

much room for growth 

Delivering growth is perhaps 

the easiest task for the 

policy maker, the challenge 

is something else 

China is very high in 

construction related material 

demand such as cement 

and construction steel, yet 

lower in metals, and lowest 

in energy 
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 Property construction activity is ñsoft landingò. With persistent policy constraints on 

investment demand, the addressable market for the property market may just come to 

about 1 bn sq meters each year, suggesting stable demand going forward, a trend that 

was echoed by local developers we met. 

Figure 44: China total length of expresswayðTo reach 108k km by 2015E, 42% longer 

than US interstates highway, when basic network completed 
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Source: CEIC, Credit Suisse estimates 

Figure 45: Property demandðstable sales but construction adjustment still needed 

0

200

400

600

800

1000

1200

1400

1600

1800

2000

2000 2002 2004 2006 2008 2010 2012E 2014E

Starts-ex econ Starts-econ/low rental Sold-ex econ Sold-econ

widened gap
due to depressed sales

widened gap
due to over construction

Total floor space (mn sq meters)

stable mkt LT

 
Source:  CEIC, Credit Suisse estimates 

Figure 46: Ordos Inner Mongolia   Figure 47: New part of the city in Hefei 

 

 

 
Source:  Credit Suisse   Source:  Credit Suisse  

National expressway 

network construction would 

be ñ mostly completedò by 

2015E, when total length 

would be at 42% longer than 

US interstates highway 

Property construction 

correction is ñsoft landingò, 

providing support, but not 

growth, to demand 

There are pockets of 

concernsé.òghost citiesò 
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Figure 48: Unit cement consumption per capita ï China versus peers 

0.0

0.5

1.0

1.5

2.0

1
9

5
0

1
9

5
5

1
9

6
0

1
9

6
5

1
9

7
0

1
9

7
5

1
9

8
0

1
9

8
5

1
9

9
0

1
9

9
5

2
0

0
0

2
0

0
5

2
0

1
0

2
0

1
5

E

Unit cement consumption per capita (tonnes/person)

China

Taiwan

Japan

US

Korea

 
Source: CEIC, USGS, Credit Suisse estimates 

Figure 49: Unit cement consumption per capita ï National versus developed provinces 
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Source: CEIC  USGS, Credit Suisse estimates 

Figure 50: Accumulated cement consumedðChina versus peaked countries (at peak) 

18.0 17.5
15.7

10.5 9.6
11.7 12.3

15.4

12.3

8.6

2.9

18.0

21.7

17.7

14.1

T
a

iw
a

n

K
o

re
a

J
a

p
a

n

G
e

rm
a

n
y

F
ra

n
c
e

U
S

C
h

in
a

-2
0

0
8

E
a

s
te

rn

C
e

n
tr

a
l

W
e

s
te

rn

D
ry

 k
iln

C
h

in
a

-2
0

1
2

E

E
a

s
te

rn

C
e

n
tr

a
l

W
e

s
te

rn

Cumulated cement consumed per capita before peak (tonne/person)

peaked countries China-2012E China-2008

 
Source: CEIC, USGS, Credit Suisse  

The path of annual cement 

consumption can be at 

different pace, but will peak 

at a certain point of time 

Same trend applied to 

developed coastal provinces 

in China 

And this peak usually took 

places around 18 tonnes per 

person for accumulated 

cement consumed before 

the peak 
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Figure 51: Refined Cu consumption per capita versus GDPðChina versus Japan 
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Source: CEIC, Brook Hunt, CRU, Credit Suisse estimates 

Figure 52: : Refined Cu consumption per capita versus GDPðChina versus peers 
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Source: CEIC, Brook Hunt, CRU, Credit Suisse estimates 

On the other hand, we believe there is still much room for growth for non-construction 

commodity demand such as copper.  

At GDP per capita of US$5,500/person (2011A), the Chinese are consuming 5.6kg of 

refined Cu per person, the same level that Japan had consumed back in 1966/67 at a 

similar per capita GDP. The fact is that at a per capita GDP of US$16,000, Cu demand for 

Japan, the US and Europe reached 8-9kg/person, with further upside to 13-20kg for 

countries that prevailed in high-end manufacturing. There are still many gaps to be filled ï 

Chinaôs air conditioner ownership is at 10-50% of Japanôs, energy demand is 23% of the 

USô and 44% of Japanôs, and Cu foil/sheet usage is 0.4kg/person, versus 1.5kg in Japan, 

and 2.3kg in Germany. For the next decade or so, the positive is that Chinaôs per capita 

demand for Cu can potentially grow by another 50%. The negative, however, is lower 

intensity as we believe the sweet spot of high growth has already passed, with Cu/GDP 

falling from 1.6x in past years to 0.4-0.6x at present.  

What will continue to support copper demand in China is consumer demand for air 

conditioners, fridges and autos ï including both upgrading demand and basic demand 

from continued urbanisation ï and potential manufacture upgrades. 

There is no indication of peaking on consumer-related demand based on the gap between 

China and its peer countries in the ownership of selected consumer products and energy 

intensity:  

For the next decade or so, 

the positive is that Chinaôs 

per capita demand for 

copper can potentially grow 

by another 50%, if GDP 

grows to US$16,000 per 

person. The negative, 

however, is lower intensity 
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 Chinaôs air conditioner ownership is 119 per 100 homes in the urban areas, and 23 

units per 100 homes in the rural ones, about 10-50% of that in Japan at present.  

 Chinaôs auto ownership is about a quarter of the US and Japanôs. 

 In terms of installed power capacity, China is one quarter to one third of the US and 

Japan, in line with lower energy consumption per person.  

 Chinaôs power grid length per person is also about 1/3 of the US. 

In terms of copper demand breakdown, in sheets/plates and strips, we note China is much 

lower (by 10-15% of total copper demand) than Japan and Germany. On a per person 

basis, China is at 0.4kg, Japan at 1.5kg, and Germany at 2.3kg ï a difference that 

suggests gaps in high-end manufacturing strength, such as electronics. Should China be 

successful in ñupgradingò its manufacturing industry, this is also an area of potential upside. 

Figure 53: Unit ownership or capacity per capitaðChina versus peers 

China-2011 US Japan

Power capacity GW/person 3.3 2.2

Grid m/person 1.09 n.a.

Grid/Power gen capacity km/GW 327 n.a.

Auto Units per 1000 person 814 593

Air conditioner Units per 100 home 23-119 n.a. 248

Fridge Units per 100 home 62-97 n.a. 118

Cu foil/sheet kg/person 0.4 0.2 1.5

0.8

0.35

455

64

 

Source: CEIC, Company data, Credit Suisse  

Figure 54: Copper demand breakdown by product 
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Source: CRU Brook Hunt, Antaike, Company data, Credit Suisse  

Figure 55: Urbanisation demand for Copper 

Units Units Tonnes

Aircon 2 Units 0.015

Wash machine 1 Units 0.001

Water heater 2 Units 0.001

Fridge 1 Units 0.001

TV 2 Units 0.000

Housing (incl dist) 80 Sq m 0.106

Auto 1 Sq m 0.028

Total per household 0.152
 

Source:  CEIC, Credit Suisse  

There is no indication of 

peaking on consumer 

related demand based on 

the gap between China and 

its peer countries in 

ownership of selected 

consumer products and 

energy intensity 

Large difference in 

plates/sheets suggest gaps 

in high-end manufacture 

strength ï China is at 

0.4kg/person, Japan is at 

1.5kg/person, and Germany 

is at 2.3kg/person 

It would take more than 

150kg of copper to 

modernise each Chinese 

family 
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Figure 56: Steel intensity for urbanizationðChina  Figure 57: Steel intensity for urbanization ï Japan 
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Source: CEIC, Credit Suisse estimates  Source: CEIC, Credit Suisse estimates 

Figure 58: China total length of expresswayðTo reach 

108k km by 2015E versus US interstate of 76k km, with 

basic network completed 

 Figure 59: China total length of city metros ðJust over 

1000km currently only 10 cities having more than 50km 

while 80 cities have much to do 
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Source: CEIC, Credit Suisse estimates  Source: CEIC, NDRC, Credit Suisse estimates 

Figure 60: Cement demand in transportation sector  Figure 61: Steel demand in transportation sector 
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Excess supply 
In the context of a slower-for-longer China, we believe the excess capacity for the sector 

has become a more structural issue, than just a cyclical set-back. The persistent supply 

expansions have led to falling capacity utilisation in 2012E, averaging at less than 80%, or 

5-10% below the historical average, beyond the ñdamageò done by demand. Yet it has not 

fully stopped ï as an example, for the cement industry, our bottom-up analysis, A-share 

producers survey, and industry CAPEX trend all indicating additional supplies for 2013E 

(likely 160-200mn tonnes of equivalent capacity about 6-8% higher).  

In our view, the past ñconsolidationò effort has been focusing on the wrong thing (top 

producersô market shares) ï despite the rising market shares of top producers, the reality 

is pricing power and industry margin remained poor in most cases, as capacity expansion 

remains highly undisciplined, while flattening cost curve makes the competition more 

challenging. Beyond 2015E, we expect construction demand to face more correction, thus 

oversupply could further deteriorate for cement, remain the same for steel. Yet continued 

energy demand growth would potentially lead to improving utilisation for coal.  

In 2013E, we estimate incremental S/D will (1) deteriorate for Chinese cement, aluminium, 

copper and rare earths sectors, (2) remain mostly unchanged for the steel and 

molybdenum, and (3) potentially improve for Chinese thermal coal, and tungsten sectors.  

Figure 62: Annual Chinese demand and surplus capacityðCement  
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Source: Company data, CEIC, Credit Suisse estimates 

Figure 63: Annual Chinese demand and surplus capacityðSteel 
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Source: Company data, CEIC, Credit Suisse estimates 

We believe the excess 

capacity for the sector has 

become a more structural 

issue, then just a cyclical 

setback 

Beyond 2015E, assuming 

supply remains the same, 

we expect oversupply to 

further deteriorate for 

cement, remain the same 

for steel and aluminium, and 

potentially improve for coal 

Surplus cement capacity to 

further expand in 2013E, 

and potentially deteriorate 

beyond 2015 due to 

demand 

Surplus steel capacity to 

further expand in 2013E, 

and likely to persist, as 

potential fall in construction 

demand to offset by rising 

flat steel demand 
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Oversupply becomes more structural 

Excess capacity has always been an issue for Chinese materials sector in the past ten 

years. Nevertheless, it was never ñeternalò. The bad days were always saved by continued 

growth robust demand, and offset by closures of old capacity between 2005a nd2010A.  

Demand maybe poor, but it was not collapsing ï what killed the profitability of the industry 

was the much deteriorated oversupply, in our opinion. Unfortunately, oversupply has 

deteriorated in 2012E. The continued supply additions surprised the market. The slow 

response is perhaps because supply does tend to lag demand usually, but more so the 

structural change to ñslower-for-longerò has also caught producers by surprise ï it took the 

producers and market over a yearôs time to realise there is not likely a ñstimulus policyò to 

come through. As a result, capacity utilisation averaged at 78% for cement, 77% for steel, 

75-80% for aluminium and copper, 5-10% below the average of the past ten years. 

One of the evidences of continued supply addition was continued strong spending on 

industry capex: 

 In 10M12, the industry capex for cement was nearly flat YoY (-4%). Note a flat capex 

from a high level does not mean industry will add no capacity, but rather, a similar 

amount of capacity addition.  

 For steel, industry capex was up 32% for 10M12. The surprise pick-up in industry 

capex was consistent with the new blast furnaces ramping up in Hebei 

Tangshan/Qianan areas (over 10mn tonnes, or more than 10% of the local 

production), mostly by private mills. We were told by local mills about the ambitious 

expansion plan in regions with special development policy such as Xinjiang (over 

30mn tonnes being planned/constructing). 

 In ferrous metals smelting, industry capex was up 18% YoY in 10M12. As a result, 

Chinese aluminium smelting capacity will push 30mn tonnes soon, and potentially 35 

mn tonnes in a couple of years, mostly driven by western China expansions. 

 In coal mining industry, industry capex has been running around 20-30% in the past 

few years, but has surprisingly decelerated in 2013E, reaching a negative 10% YoY by 

October 2012.  

There are indications that supply addition will decelerate or even stop in the coming years.  

Even the private steel mills we met in Hebei are now no longer looking for sneaking in a 

new blast furnace for next year, but rather thinking about what unique product they can 

upgrade into. The slowdown in coal mining capex is likely a reflection of the fact that 

significant high-cost producers tend to be the private mines with poorer resource quality 

and loss making in todayôs coal price. Yet capacity expansion has not fully stopped ï for 

example, in the cement industry where cash flow remains better, our bottom-up analysis 

suggests a total of 200mn tonnes of equivalent capacity is under construction, about 7-8% 

of the current capacity base, higher than our previous analysis.  

We also note demand growth outlooks are also divergent among main downstream 

demand. In our opinion, annual construction demand has plateaued for the long run in 

China, and potentially can decline post 2015E, when infrastructure spending, especially 

transport sector, slows down. On the other hand, manufacturing and energy demand, 

although decelerating, will continue to grow in the long run. In such a scenario, assuming 

no further supply addition, other than the projects already in construction, capacity 

utilisation will be lower for cement in the long run, flat for steel and Al, and improving for 

coal ï all driven by divergent demand growth outlook by construction, manufacturing, and 

energy. 

 

Demand maybe poor, but it 

was not collapsing ï what 

killed the profitability of the 

industry was the much 

deteriorated oversupply 

One of the evidences of 

continued supply addition 

was continued strong 

spending on industry 

CAPEX 
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Figure 64: Industry capexðCement  Figure 65: Industry capexðSteel processing 
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Source: CEIC, Credit Suisse   Source: CEIC, Credit Suisse  

Figure 66: Industry capexðbase metal smelting  Figure 67: Industry capexðcoal mining 
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Source: CEIC, Credit Suisse   Source: CEIC, Credit Suisse  

Figure 68: Capacity utilisationðpast, current and outlook by sectors 
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* Assumption on demand beyond 2015E: flat on most construction, 2/3 fall in transport, and 5% for flat steel 

and metals, and 4% for coal.   Source:  CEIC,CISA,  China  Cement association,  Credit Suisse estimates 

Assuming no further supply 

addition, other than the 

projects already in 

construction, capacity 

utilisation will be lower for 

cement in the long run, flat 

for steel and Al, and 

improving for coalðall 

driven by divergent demand 

growth outlook by 

construction, manufacturing, 

and energy 
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Supply ñconsolidationòésome changes please 

The past consolidation effort has been focusing on the wrong thing (industry in our 

opinion). As improving industry concentration has led to very limited improvement in 

pricing power and industry margin, due to persistent and now deteriorated oversupply.  

The talks about industry consolidation have been at least 10 years, some said since the 

1990s. Yet most policies and improvement seemed to be focusing on industry 

concentration, such as the top-ten producersô market shares. The ultimate discipline in 

capacity expansion remains very poor ï as China tends to address oversupply by boosting 

demand in the past, and everyone looks for ñeternal growthò in demand. Thus the reality is 

excess capacity has been deteriorating, and may be stuck with us for a long time.  

In our opinion, the ultimate things that need to take place for industry profitability 

improvement are (1) disciplined capacity addition and (2) reduction of excess supply ï yet 

both face much challenge, in our view, given the availability of low-cost capital, the flat 

cost curve, and lack of channel of exits for inefficient producers (including SOEs).  

Industry concentration has improved, as demonstrated by rising market shares of the top 

producers. For example, top-10 producersô market shares of cement and steel sectors 

have improved from 16-35% in 2005A to 29-49% in 2011A, driven by elimination of small 

capacities, M&A activities, and more aggressive expansions by top producers. Yet total 

number of producers remains to be high ï as of 2011, there are 2,066 producers for 

cement (or 200+ for each local markets, versus <100 in peer Asia countries), 684 for steel, 

and 3,520 for coal.  

Despite double-digit demand growth, industry utilisation has been range bound between 

80% and 90% when demand was growing at double digits, and is now sitting at 5-10% 

less than historical average when the ñmusic stoppedò. Profitability during the down-cycle 

remains as poor in most cases, if not worse ï for example, for steel industry, the average 

industry ROA was 0.8% in 9M12A, versus 0.4-0.5% in late 90s, and 2.1-3.4% in earnings 

2000s, similar periods of down-cycles. EBITDA/interest coverage, however, has fallen to 

1.5x only, versus 2.6-6.6x a decade ago ï suggesting deteriorated supply structure.  

Figure 69: Top-10 producers market shares and total number of producers  

COAL STEEL CEMENT  

Output (mn tonnes) 2011A Output (mn tonnes) 2011A Output (mn tonnes) 2011A

Shenhua 407 Hebei 71 CNBM 149

Chinacoal 164 Angang 46 Conch 134

Datong 115 Baosteel 43 Jidong 56

Shanxi coking coal 110 Wuhan 38 CRC 53

Shandong energy 108 Shagang 32 CNM 47

Jizhong energy 102 Shougang 30 Shanshui 41

Shaanxi coal chemical 102 Shandong steel 24 Huaxin 36

Henan coal chemical 85 Bohai steel 19 Tianrui 27

Lu'an mining 77 Magang 17 BBMG 26

Yancoal 71 Hualing 16 Hongshi 26

Top ten producers 1,341 Top ten producers 336 Top ten producers 596

China 3,520 China 684 China 2,066

Market shrs of top 10 38.2% Market shrs of top 10 49.1% Market shrs of top 10 28.9%

Total no. of enterprises 7,732 Total no. of enterprises 6,742 Total no. of enterprises 3,853 
Source:  CEIC,CISA,  China  Cement association,  Credit Suisse estimates 

 

 

Improving industry 

concentration has led to 

very limited improvement in 

pricing power and industry 

margin, due to persistent 

and now deteriorated 

oversupply 

The ultimate things that 

need to take place for 

industry profitability 

improvement are (1) 

disciplined capacity addition 

and (2) reduction of excess 

supply 
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Figure 70: Rising market shares of top 

producersðSTEEL  

 Figure 71: Rising market shares of top 

producersðCEMENT 
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Source: CEIC,CISA, Credit Suisse   Source: CEIC, Credit Suisse  

Figure 72: Average ROE and ROA, and unit PBT earningsðSTEEL  
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Source: CEIC,CISA, Company data, Credit Suisse estimates 

Figure 73: Interest coverage and unit financing costðSTEEL: worst in a decade 
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Source:  CEIC,CISA, Company data, Credit Suisse estimates 

 
 
 

Despite rising supply 

concentration, the 

deteriorated supply 

continues to depressed 

margin 

Unit ROE and ROA, and 

unit profit before tax all at 

lowest point ï due to excess 

supply 

Interest coverage of steel 

also deteriorating  
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Figure 74: Average ROE and ROA, and unit PBT earningsðCOAL 
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Source: CEIC, Company data, Credit Suisse estimates 

Figure 75: Interest coverage and unit financing costðCOAL 
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Source: CEIC, Company data, Credit Suisse estimates 

Figure 76: Historical unit gross profitðCEMENT (Anhui Conch) 

0

40

80

120

160

1
9

9
9

A

2
0

0
1

A

2
Q

0
2

A

4
Q

0
2

A

2
Q

0
3

A

4
Q

0
3

A

2
Q

0
4

A

4
Q

0
4

A

Q
2

0
5

A

Q
4

0
5

A

Q
2

0
6

A

Q
4

0
6

A

Q
2

0
7

A

Q
4

0
7

A

Q
2

0
8

A

Q
4

0
8

A

2
Q

0
9

A

4
Q

0
9

A

2
Q

1
0

A

4
Q

1
0

A

2
Q

1
1

A

4
Q

1
1

A

2
Q

1
2

A

4
Q

1
2

E

Historicalunit gross profit -CONCH (Rmb/t)

 
Source: Company data, Credit Suisse estimates 

 

ROE/ROA for coal sector 

has been better than before, 

partly due to cost 

differentiation in mining 

sector, in our view  

 

Unit gross profit for Conch is 

better than historical 

downcycle ï mostly due to 

better supply response, 

which helped offset part of 

the excess supply 
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Back to basicsðthe cost curve 

In an over-supplied industry, relative cost potential ultimately determines the profit going 

forward. However, what is more challenging now is the flattened industry cost curves, 

which make competition more difficult and likely elongate the painful period for the industry, 

in our opinion. On a relative basis, we believe cost curves tend to be more meaningfully 

ñtiltedò for the mining sector such as for coal; thus, a low-cost coal producer should be in 

the best position relatively.   

Specifically, we estimate the cost differential between low-cost producers and marginal 

cost producers has narrowed for most industries, versus 5ï10 years ago, as modern 

lower-cost capacity replaced the old inefficient capacity during the course of supply 

expansions.  

 Steel: For the Chinese steel industry, based on our channel checks, unit net profit of a 

local SOE mill and local private mill is just about Rmb100ï200/t (US$15ï30/t) in 

difference,  with SOEs usually at inferior position due to higher overhead costs.  

 Cement: In the Chinese cement industry, unit production cost of wet kilns and vertical 

kilns is Rmb30ï150/t higher than a typical NSP kiln producer. The obsolete/high-cost 

capacity accounted for more than 50% of the industry capacity in 2005 but has fallen 

to 10% at present. Thus, 90% of the cement industry has a unit production cost of 

Rmb180ï210/t; the narrow range partly due to energy and scale efficiency of a 2,500 

tpd NSP kiln versus 5,000 tpd NSP kiln. 

 Aluminum: In the Chinese aluminium industry, unit operating cost difference remains 

relatively flat, with most producers running at US$0.90ï1.00/lb. By region, the central 

and eastern producers tend to have higher costs, with cost of low-cost producers 

ranging from US$0.87 to US$0.89/lb, while that for higher-cost producers is US$1.18ï

1.40/lb (though less than 2% of the total). The cost difference can be narrower given 

the local power subsidy that could lower cost by about US$0.05ï0.10/lb for the higher-

cost smelter (usually SOEs). In western China, cost of low-cost new capacity can be 

as low as US$0.71/lb, about US$0.15-0.20/lb more competitive than its peers in the 

Mainland, as lower local energy cost is partly offset by the additional transport cost of 

alumina shipped in and aluminium products exported out of the region. As the 

incremental capacity built up in western China, the cost curve in the coming two years 

should structurally shift down, in our opinion. 

 Thermal coal: Thermal coal remains one of the few industries where cost differences 

and numbers of marginal supplies are meaningful. The key inherent reason behind 

this is the nature of the mining sector. Despite the fact that final product being a 

ñcommodityò, the quality (grade/heat content etc.) of the deposit determines the large 

ñnatural bornò cost position of the producers. In Inner Mongolia, one of the lowest-cost 

coal producing regions in China, despite similar mining cost, the unit cost difference 

can be more than Rmb200/t, on calorific-value-adjusted basis. Producers such as 

Shenhua and Yitai produce at Rmb150/t operating cost (excluding transport) in 2012E, 

while producers in the same region with thermal coal deposit at one-third lower heat 

content would effectively be producing at Rmb390/t on an adjusted basis (mine mouth 

price discount of the sub-4,000 kCal thermal coal versus 5,000 kCal thermal coal). 

And in Ordos where 600 mn tonnes of coal were produced in 2011, 30% of the local 

production was in the sub-4,000 kCal group (estimated by local coal industry bureau), 

of which more than half of the production was suspended in 2H12, at current spot coal 

prices. Western expansions from low-cost province in Xinjiang poses limited threat to 

the coal market, in our view, given the higher transport costs for coal (unit production 

cost plus transport does not make coal from most part of Xinjiang competitive in 

central China by our estimates), and limitation on infrastructure to transport converted 

power and coal chemical products in the next three-five years.   

We believe cost curves tend 

to be more meaningfully 

ñtiltedò for the mining sector 

such as coal, thus a low-

cost coal producer would be 

best positioned among all 
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Figure 77: Unit production cost and capacity types (Cement)ðflatted cost curve and less 

high-cost producers  
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Source: CEIC, Company data, Credit Suisse estimates  

Figure 78: Unit cash cost and capacity types (Aluminum)ðemerging lower-cost 

producers 
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Source: Company data, Brookhunt, Antaike, Credit Suisse estimates 

Figure 79: Chinese Al unit operating cash cost 
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Source: Company data, Brookhunt, Credit Suisse estimates 

High-cost cement capacity 

has been mostly eliminated, 

with the rest of producers 

sitting in a narrow range 

Incremental new supplies in 

aluminium comes from 

western China, which 

makes coastal producers 

increasingly uncompetitive 

Chinese Al unit operating 

cash cost mostly sits 

between US$0.90 and 

1.10/lb 



 06 December 2012 

China Basic Materials Sector 31 

Figure 80: Unit operating cost (Thermal Coal)ðlarge difference between low-cost and 

high-cost producers 
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Thermal coalðcost 

differential is high due to 

asset quality and 

transportation 
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Cement ï Yes, it is all about supply 

Figure 81: Sector S/D and price outlookðChinese cement sector 

CEMENT 2008 2009 2010 2011 2012E 2013E 2014E 2015E

Demand mn tonnes 1,357 1,622 1,848 2,048 2,067 2,118 2,123 2,153

YoY % 3% 20% 14% 11% 1% 2% 0% 1%

Output mn tonnes 1,383 1,637 1,864 2,058 2,080 2,135 2,140 2,170

Capacity mn tonnes 1,690 1,969 2,324 2,565 2,754 2,906 2,950 2,969

New additions mn tonnes 274 357 448 324 229 161 52 28

Closures mn tonnes (76) (78) (93) (83) (68) (9) (8) (8)

Utilization % 87% 89% 87% 84% 78% 75% 73% 73%

Net export mn tonnes 26 16 16 11 13 17 17 17

Unit gross profit (Conch) Rmb/t 59 60 81 118 71 75 75 80 
Key assumptions - cement

Infrastructures % 4% 13% 34% 21% -1% 7% -1% 2%

Property % 3% 18% 17% 31% -3% -6% -7% -6%

Other construction % 4% 15% 12% 5% 2% 2% 2% 2%

Rural % 15% 15% 15% 10% 10% 10% 10% 10% 
Source: CEIC, Company data, Credit Suisse estimates 

We expect a moderate deterioration in Chinese cementôs S/D in 2013E, as the mild 

demand pick-up (+2% YoY) should be more than offset by the continued capacity addition 

(new capacity addition at +6ï8%). We believe demand should remain firm for 2013E, 

driven by measured infrastructure pick-up offset by less property floor space under 

construction. Potential acceleration of local FAI investment, supported by local 

government, may impose upside risk on demand. However, we estimate industry 

utilisation would further soften to 75% in 2013E, from 78% in 2012E, due to supply growth. 

Without a proper exiting channel for the excess capacity, we expect poor utilisation to 

persist in the medium term and deteriorate further post 2015E when China starts wrapping 

up the main construction of its highly developed transport network.  

Yes, it is all about supply. There is no question that cement industry can be easily 

consolidated and made highly profitable given its localised nature. The effort of production 

cuts (a passive supply discipline in our view) would lead to better protected margin and 

higher-than-expected price hikes, only if the market is mostly balanced and stable. 

Nevertheless, its impact would be understated if the industryôs capacity expansion remains 

highly undisciplined. With medium-term demand expected to remain stable, supply 

addition would be the key to drive the outlook, in our opinion. However, there are signs 

that supply growth has not stopped. 

 For 2013E, our bottom-up estimates suggest another 160ï200 mn tonnes, or 6-8% of 

new capacity coming online.  

 As per our survey on A-share listed cement producers, which have an aggregate 

capacity of nearly 300 mn tonnes, their capacity should grow by another 9% by mid-

2013E, after the 9% expansion in 1H12.  

 Industry CAPEX for 10M12 remained mostly stable at -4% YoY (a deceleration of 

slowdown versus -18% YoY in 2012). Note a ñzero-growthò CAPEX does not mean 

capacity additions is zero, especially if the base of the previous year is high. Historical 

data suggests that CAPEX growth leads new supply addition by approximately a 

yearða stable CAPEX spent yoy suggests that capacity growth, while decelerating, 

will likely be on a similar level as 2012E on an absolute basis. In fact, the current trend 

suggests 2012E full-year run-rate could reach Rmb138 bn, which should be enough to 

build nearly 300 mn tonnes of equivalent cement capacity, by our estimates. 

Of all the key regions, we believe supply growth for the eastern China Yangtze delta (YZD) 

region would be more moderate (+2% YoY), while Xinjiang (+30%) and Shanxi (+14%) are 

We expect a moderate 

deterioration in Chinese 

cement S/D in 2013E, as 

mild demand pick up (+2% 

YoY) should be more than 

offset by continued capacity 

addition (new capacity 

addition at +6%) 

It is all about supply, and 

there are signs it has not 

quite stopped 

Bottom-up analysis: 6ï8% 

new capacity  

A-share listcos expect 

another 9% capacity growth 

Industry 10M12 CAPEX 

remained mostly stable yoy, 

suggesting equal amount of 

new supply to coming on 

line in a year  
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the most aggressive ones of all the regions.. We expect 8ï9% new supply growth for 

coastal regions in Guangdong/Guangxi and Shandong, potentially higher than market 

expectation. 

As a result, we expect most regions to make below-mid-cycle unit profit for 2013E. Of all 

the key regions, YZD is likely to be the one to maintain margins higher than peers, given 

the relative stable S/D outlook, and producersô full effort controlling output. Nevertheless, 

the structural oversupply in the YZD suggests producers need to cut production during all 

seasons including the peak season. Since not everyone is in the ñgroupò, we expect highly 

volatile quarterly unit profit outlook due to swing of seasonality. We also see caps on the 

upside, likely at Rmb80ï90/t in unit gross profit, by the supply imports from continued 

oversupplied neighbouring regions. Note that 10% lower utilisation for the full year could 

also lead to potentially Rmb8ï10/t higher fixed costs in our estimates. 

Figure 82: Cement industry capex versus new supply addition 
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Source: CEIC, Company data, Credit Suisse estimates 

Figure 83: What are the A-share listed cement companies saying about expansions 

Company Main Market End of 2011  1H12 cement  2H12-1H13  2015E target  

  Capacity Capacity Capacity (organic) 

    mn tonnes mn tonnes mn tonnes mn tonnes 

Company A Hebei/Shanxi/Shaanxi 90 92 97 102 

Company B Jiangxi/Fujian 20 20 22 22 

Company C Xinjiang/Jiangsu 25 35 45 45 

Company D Sichuan 6 7 7 7 

Company E Guangdong/Fujian 12 12 12 21 

Company F Shaanxi 4 6 6 6 

Company G Inner Mongolia 2 2 2 2 

Company H Anhui 6 8 8 8 

Company I Ningxia/Xinjiang/Gansu 15 17 17 17 

Company J Shanxi 1 1 5 5 

Company K Gansu/Qinghai 20 23 23 31 

Company L Hubei/Hunan 60 60 64 70 

Company M Fujian 6 8 8 14 

Total   268 292 316 351 

Increase versus current capacity    9% 18% 31% 

Source: Company data, Credit Suisse estimates 

 

 

We expect most regions to 

make a below-mid-cycle unit 

profit in 2013E, while YZD is 

likely to be the one to 

maintain margins higher 

than peers 

Capex leads new addition 

by a year. 10M12 capex 

trend suggests supply 

addition may surprise on the 

upside again 

A-share listed cement 

producers are expecting 

another 9% supply addition 

in the coming months, after 

a 9% addition in 1H12 
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Figure 84: Unit cost and profit by cement producers (2011) 
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Source: Company data, Credit Suisse estimates 

Figure 85: Key regional marketðmarket shares, 10M12 cement investment and 2013E cement capacity growth 

 
Note: CAPEX is 10M12 YoY, 2013E CAP represents new supply addition as % of the market for 2013E 

Source: Company data, Credit Suisse estimates 
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Figure 86: 2013E capacity additions by regions 
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Figure 87: Cement market summary and S/D outlook by provinces  

Cement market Stocks Clinker FAI Cap*Top 3 mkt % of 2013 incremental S/D trend 2012-13E

consumed10M1210M12 utilize shrs VK 2013E yoy 2013E yoy S/D 2013E S/D 2-yr

09A 10A 11A 12E 13E 12E yoy yoy 2012E2010E2011E2012E D S-newS-cls D S-newS-cls chgs trend Chgs trend

mn t mn t mn t mn t mn t t/person % % % % % % mn t mn t mn t % % % % %

Central north 202 238 267 249 251 18.9 -6% 21% 56% 22% 26% 6% 2 16 -1 1% 6% -1% 5% N 20% -

Hebei/BJ/TJ 131 152 163 151 151 20.9 -8% 18% 58% 30% 29% 11% 0 5 -1 0% 4% -1% 2% N 14% -

Shanxi 25 33 39 40 42 14.7 3% 27% 50% 13% 20% 0% 2 6 0 5% 14% 0% 9% - 28% -

Inner Mongolia 46 54 64 58 58 17.7 -10% 19% 56% 35% 30% 0% 0 5 0 0% 8% 0% 8% - 32% -

Northeast 112 124 141 133 137 14.7 -7% 28% 94% 29% 30% 3% 3 3 0 2% 2% 0% 0% N 7% -

Liaoning 46 48 57 56 57 18.7 -1% 26% 86% 21% 26% 0% 1 0 0 1% 0% 0% -1% N 3% -

Jilin 40 41 42 34 35 14.9 -19% 29% 103% 65% 64% 11% 1 0 0 2% 0% -1% -3% N 18% -

Heilongjiang 26 35 42 43 45 10.3 2% 30% 99% 22% 31% 0% 2 3 0 4% 7% 0% 3% N 1% N

East 568 604 638 642 655 21.7 2% 23% 82% 27% 35% 6% 12 21 -2 2% 3% 0% 1% N 5% -

YZD 330 358 375 380 384 22.6 3% 18% 83% 35% 35% 3% 4 6 -1 1% 2% 0% 0% N 5% -

Fujian 54 58 66 68 71 18.7 3% 28% 83% 13% 18% 20% 4 3 -1 6% 4% -1% -3% N -1% N

Jiangxi 62 63 68 64 64 16.0 -5% 31% 76% 39% 44% 9% 0 2 0 0% 2% -1% 2% N 6% -

Shandong 122 125 130 131 135 21.3 1% 16% 82% 37% 46% 6% 4 10 0 3% 8% 0% 4% - 7% -

Central south 447 504 559 577 594 18.0 1% 20% 86% 18% 20% 11% 18 26 -4 3% 5% -1% 1% N 0% N

Henan 124 123 145 155 162 17.1 7% 24% 91% 26% 22% 0% 8 4 0 5% 2% 0% -3% N -6% +

Hubei 76 95 93 117 123 18.0 26% 25% 94% 28% 32% 5% 6 0 0 5% 0% 0% -5% + -33% +

Hunan 74 86 94 92 93 15.5 -2% 21% 64% 28% 37% 27% 1 4 -2 1% 5% -2% 2% N 7% -

Guangdong 112 127 139 126 126 24.4 -18% 8% 94% 23% 29% 19% 0 13 -1 0% 10% -1% 9% - 19% -

Guangxi 51 61 74 69 72 14.1 9% 25% 94% 49% 50% 5% 3 5 0 5% 8% 0% 2% N 9% -

GD/GX 163 188 213 195 199 21.1 -6% 13% 94% 38% 38% 14% 3 18 -1 2% 9% -1% 7% - 15% -

Hainan 9 13 15 17 17 14.0 14% 26% 78% n.a. 20% 0% 0 0 0 0% 0% 0% 0% N 20% -

Southwest 202 270 314 311 321 13.9 -2% 25% 68% 12% 14% 5% 10 22 -1 3% 7% 0% 4% - 6% -

Chongqing 36 45 50 48 48 17.0 -4% 19% 63% 17% 20% 4% 0 3 0 0% 6% 0% 5% - 2% N

Sichuan 90 132 149 130 133 14.4 -13% 19% 65% 11% 7% 6% 3 3 -1 2% 2% 0% 0% N 7% -

Guizhou 27 35 49 54 55 10.6 9% 34% 72% 14% 18% 5% 1 8 0 2% 15% 0% 12% - 13% -

Yunnan 48 55 65 77 83 14.1 20% 27% 75% 16% 22% 2% 6 9 0 8% 11% 0% 3% - -1% N

Tibet 2 2 2 2 3 7.5 5% 28% 75% 32% 43% 29% 0 0 0 8% 0% -2% -9% + -15% +

Northwest 99 124 147 154 172 14.7 6% 30% 60% 27% 42% 1% 17 25 0 11% 16% 0% 5% - 26% -

Shaanxi 44 54 64 60 65 15.2 -6% 28% 73% 18% 48% 0% 5 5 0 8% 9% 0% 1% N 17% -

Gansu 18 24 27 29 31 12.2 5% 31% 56% 36% 44% 5% 2 5 0 8% 18% 0% 9% - 27% -

Qinghai 6 8 10 11 12 14.6 7% 31% 72% 19% 19% 4% 1 1 0 8% 10% 0% 1% N 14% -

Ningxia 11 14 15 14 16 21.9 -1% 27% 64% 49% 41% 2% 1 1 0 8% 8% 0% 0% N 9% -

Xinjiang 20 24 30 40 48 15.5 34% 32% 46% 28% 30% 0% 8 12 0 20% 30% 0% 10% - 53% -

China 1631 1864 2066 2067 2130 18.0 0% 25% 75% 12% 16% 6% 63 113 -9 3% 5% 0% 2% N 7% -

(D = Demand, S-new = new capacity additions*76%, S-cls = old supply closures)

2012 incremental S/D trend (base case)

 
Source: Company data, CEIC, Credit Suisse estimates 

Expansions in Xinjiang and 

Shanxi are most aggressive, 

GD/GX and Shandong 

maybe higher than 

expectation, while YZD is 

moderate 
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Steel ï Worst supply combination leads to de-rating 

Figure 88: Sector S/D and price outlookðChinese steel sector 

STEEL 2008 2009 2010 2011 2012E 2013E 2014E 2015E

App demand mn tonnes 453 564 601 651 662 680 688 702

YoY % 3% 24% 7% 8% 2% 3% 1% 2%

Output mn tonnes 498 566 626 684 702 711 709 712

China capacity mn tonnes 665 718 800 900 926 924 922 932

Utilization % 78% 82% 83% 81% 77% 77% 77% 77%

Net imports mn tonnes -45 (2) (26) (33) (40) (31) (21) (10)

Price - HRC (China) US$/t 626 469 544 624 559 534 511 523 
Key assumptions - steel

Construction-infrastructure % -5% 3% 7% 0% -11% 4% -5% 2%

Construction-property % 11% 10% 31% 31% -3% -6% -7% -6%

Light industry % -3% 17% 29% 18% 0% 5% 5% 5%

Auto % 1% 48% 33% 1% 5% 5% 5% 5%

Machinery % -14% -1% 62% 15% -13% 4% 2% 2%

Construction-others % 14% 10% 6% 9% 1% 6% 5% 2% 
Source:  CEIC, Credit Suisse estimates 

We expect continued depressed S/D for the Chinese steel sector in 2013E, with utilisation 

remaining at the sub-80% level. We estimate 2013E demand to improve by a moderate 

3%, driven by improvement in infrastructure, appliances, machinery (from a low base and 

potential 2H13 restocking), offset by a further moderate slowdown in property construction. 

Nevertheless, supply growth has accelerated again in 2012E, with 10M12 capex picking 

up to 32% YoY. On the ground, we have confirmed 10ï20 mn tonnes addition in the Hebei 

region, mostly by private mills, and ambitious expansions planned for Xinjiang provinces, 

potentially over 30 mn tonnes. As a result, capacity of the Chinese steel sector should 

remain at above 900 mn tonnes, underpins structural oversupply, low utilisation and 

depressed margin. 

Ultimately, we believe the fact that steel mills do not make money on average is because 

the world is in excess of steel-making capacity rather than due to the pricing power of iron 

ore producers. And the sector has not demonstrated the discipline in capacity addition. We 

had an earlier positive thesis on Chinese steel sectors, a beneficiary of a ñslow Chinaò as 

iron ore surplus emerges with slow steel demand growth. It has worked in 2012E (as the 

spread between HRC prices and unit costs has expanded), but the impact was mostly 

understated by continued capacity expansion in Chinese steel.  

The Chinese steel sector now has perhaps the worst supply combination, excess capacity 

(utilisation at 77% or potentially lower), poor capacity and production discipline (as long as 

there is a US$20/t unit net profit, mills will ramp up capacity), and flat cost curve (most 

cases SOEs at inferior cost position), all are responsible for the structurally lower margin 

and return versus history. On the company level, while we recognise margin gaps among 

different producers, structural deterioration in long-term margin and return is true for 

everyone. With ROE lingering around 0ï5% in the coming years, we believe the sector will 

trade at de-rated multiples, with average producers at 0.3ï0.5x P/B. We expect the sector 

to remain a trading sector rather than investment in the Chinese material space.  

In the near term, we believe the mini-cycle is rolling over. Producers have been seeing 

improvement in sales volume of construction steel products since September 2012, which 

in part reflects the selected infrastructure restarts. Nevertheless, the seasonal pick-ups 

were not stronger than the usual seasonal pattern. As a result, rebar margin has picked up 

in 4Q12, on the back seasonal demand pick-upðprivate mills made Rmb100-200/t in net 

profit in September-October, but likely all were given back based on the current spot price 

correction and raw materials. HRC price improvement is more due to trader restocking 

from a very low level, rather than demand. 

We expect continued 

depressed S/D for the 

Chinese steel sector in 

2013E, with utilisation 

remaining at a sub-80% 

levelé 

é partly due to accelerated 

expansion again in 2012E 

Chinese steel sector can 

potentially be a beneficiary 

of a ñslow Chinaò, yet the 

impact was understated by 

further capacity expansion 

in steel  

Chinese steel sector has the 

worst combination in supply: 

excess capacity, poor 

capacity and production 

discipline, and flat cost 

curve 
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Figure 89: Steel industry capex versus new supply addition 
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Source: CEIC, Company data, Credit Suisse estimates 

Figure 90: 2012A spread (steel price ï raw materials) changes of HRC and Rebar 
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Source: CEIC, Company data, Credit Suisse estimates 

Figure 91: Structurally deteriorated ROE for top Chinese steel mills 
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Source: CEIC, Company data, Credit Suisse estimates 

 

Steel industry CAPEX has 

increased 32% YoY in 

10M12A; Chinese steel 

sector capex surprisingly 

picked up by 32% YoY in 

10M12 

Rebar margin has picked up 

in 4Q12, on the back 

seasonal demand pick up ï 

yet correcting in recent 

weeks. HRC price 

improvement is more due to 

trading restocking from a 

very low level, rather than 

demand 

We expect 0-5% ROE for 

large Chinese steel mills in 

the next two-three years 
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Figure 92: Chinese steel industry cycle ï spread between ASP and unit cost 
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Source: Company data, Credit Suisse estimates 

Figure 93: Global steel demand stagnant leads to lower raw materials weight in HRC 
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Source: Company data, Credit Suisse estimates 

 

 

 

 

The spread between ASP 

and unit costs has 

marginally improved in 

2012E when demand 

slowed, yet not as much as 

expected due to worsened 

overcapacity 
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Coal ï Upside risk 

Figure 94: Sector S/D and price outlookðChinese coal sector 

COAL 2008 2009 2010 2011 2012E 2013E 2014E 2015E

App demand mn tonnes 2,740 3,033 3,382 3,742 3,780 3,957 4,062 4,212

YoY % 6% 11% 12% 11% 1% 5% 3% 4%

Output mn tonnes 2,758 3,050 3,411 3,520 3,566 3,705 3,802 3,939

China capacity mn tonnes 3190 3405 3,620 3,812 4,004 4,196 4,388 4,580

Utlization % 86% 90% 94% 92% 89% 88% 87% 86%

Net imports mn tonnes (5) 104 147 169 259 252 260 273

Thermal mn tonnes (8) 71 101 124 212 205 205 205

Coking mn tonnes 3 34 46 45 47 47 55 68

Traportation-Rail mn tonnes 83 4 119 54 67 57 165 110

% of coastal market % 6.9% 0.3% 8.0% 3.3% 4.0% 3.3% 9.2% 5.9%

% impact from higher washing rate n.a. n.a. n.a 0.5% 0.5% 0.5% 0.5% 0.5%

Price - QHD US$/t 101 79 99 114 101 96 100 105

Price -NEWC US$/t 129 70 90 121 98 95 100 98

Price -HCC US$/t 305 125 208 289 210 170 175 173 
Key assumptions - Coal

Power % 12% 2% 11% 14% -1% 5% 3% 3%

Steel % -5% 21% 11% 9% 3% 1% 0% 0%

Bldg matls % 4% 8% 6% 8% 2% 3% 0% 1%

Chem % 5% 5% 5% 5% 5% 5% 5% 5%

Coal chem % 11% 2% 73% 20% 27% 106% 38% 55%

Coal-fired power/total-adj % 80% 80% 78% 80% 76% 76% 75% 74%

Hydro power/total-adj % 17% 17% 17% 15% 18% 17% 17% 17%

Other power/total-adj % 2.8% 3.3% 4.1% 4.2% 5.6% 6.6% 7.6% 8.6% 
Source: CEIC, Credit Suisse estimates 

We expect a balanced coal market in 2013E, with potential upside risk due to tighter rail 

expansion versus demand than in 2012E.  

We estimate coal demand to accelerate from 1% in 2012E to 5% in 2013E, on the back of 

intrinsic demand growth, boosted by mix improvement in thermal coal-fired power 

demand, as the weather normalises, and pick-ups in coal chemical from a low base.  

 Slightly higher contribution in thermal coal-fired power generation as the weather 

normalises (from a very wet 2012 to a normal 2013E, partly offset by continued 

substitution from renewable power generation (another 1%).  

Hydro power contribution to total power generation is impacted by climate change and 

annual rainfall, which has proved to be related to some extreme climate event such as 

El Niño. Normally, the annual rainfall in China is higher than the average in an El Niño 

year, and becomes normal or lower than average when El Niño event is neutral and 

negative, respectively. For instance, the hydro power contribution was 2% higher than 

the ten-year average in 2012 and 2010, when the NINO 3.4 index was positive; while 

2011 was a drought year with negative NINO 3.4 index, and hydro power contribution 

was 1% lower than average. Australian Bureau of Meteorology has summarised the 

NINO 3.4 Index forecasts from various climate research institutions and has a 

NEUTRAL forecast for El Niño for 2013E. Thus, we believe the annual rainfall in China 

is more likely to be normal and that the hydro power contribution should normalise in 

2013E, about 1ï2% lower than in 2012E. 

 We also expect coal used in coal-to-chemicals to pick up from a low base of 37 mn 

tonnes to 77 mn tonnes, on gradual ramp up of coal-to-gas, coal-to-olefin, coal-to-

methanol and coal-to-oil projects in the western provinces. Specifically, the currently 

under-construction and planned coal-to-gas projects could lead to additional coal 

demand of 70 mn tonnes in the medium term and potentially 240 mn tonnes in the 

We expect 2013E coal 

demand to accelerate to 5% 

YoY, rail expansion to 

remain tight, and mining 

capacity utilisation to remain 

stable 

We estimate coal demand to 

improve, on the back of 

intrinsic growth of demand, 

boosted by mix 

improvement in thermal coal 

fired power demand as 

weather normalise, pickups 

in coal chemical from a low 

base 
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long run, in our estimates. Uncertainties remain high for coal chemical projects in 

general in our view, on economics and political supports.  

On the supply side, we think the downside risk of oversupply may be overstated, as supply 

response has been meaningful at the current coal price, including both production cut from 

major coal producing provinces such as inner Mongolia and rapid deceleration of mining 

CAPEX. We estimate rail expansion would be limited to 3.3% of the coastal market, and 

coal mine utilisation would remain stable at 88%. We expect imports pressure of non-

coking coal to remain high at 205 mn tonnes, but easing from the peak in 2Q12. 

 We estimate rail expansion to add 57 mn tonnes capacity on the west-east trunk lines, 

which would be 3.3% of the coastal market. The rising requirement of washing would 

also ease rail expansion, potentially by another 0.5%, by our estimate. 

 Based on our capacity study by provinces and the 12
th
 Five-Year Plan for the coal 

industry, we estimate coal capacity to reach 4.6 bn tonnes (or 4.4 bn tonnes adjusting 

for poor quality coal in inner Mongolia), about 0.3ï0.5 bn tonnes higher than the 

official capacity target for 2015E, with part of the difference potentially from Xinjiang. 

As a result, we expect the utilization to remain relatively stable going forward at 88%. 

 We expect imports pressure of non-coking coal to remain high at 205 mn tonnes, yet 

unlikely to surpass the 2Q12 level of 260 mn tonnes, assuming the price parity gap of 

domestic coal versus seaborne CIF southern China does not reach as high as 

US$20/t as in 2Q12 (current import parity is at US$7/t cheaper). 

Figure 95: Incremental demand changes in Chinese coal demandð2012E and 2013E 

P
o

w
e

r 
in

tr
in

s
ic

 
g

ro
w

th

P
o

w
e

r 
m

ix
 

c
h

a
n

g
e

M
a

te
ri
a

ls

C
o

a
l 

c
h

e
m

ic
a

ls

O
th

e
r 

d
e

m
a

n
d

 

C
h

a
n

g
e

 in
 

n
e

t 
im

p
o

rt
s

N
e

t 

P
o

w
e

r 
in

tr
in

s
ic

 
g

ro
w

th

P
o

w
e

r 
m

ix
 

c
h

a
n

g
e

M
a

te
ri
a

ls

C
o

a
l 

c
h

e
m

ic
a

ls O
th

e
r 

d
e

m
a

n
d

C
h

a
n

g
e

 in
 

n
e

t 
im

p
o

rt
s

N
e

t

90 80 

35 

5 
17 

90 

(22)

80 

9 

32 

43 

18 
7 

188 

-50

0

50

100

150

200

Coal demand increamental changes - mn tonnes

2013E2012E

 
Source: CEIC,, Credit Suisse estimates 

Figure 96: Rail expansion versus coal demand growth  
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Source: CEIC, MOR, Credit Suisse estimates 

We think the downside risk 

of oversupply maybe 

overstated, as supply 

response has been 

meaningful at current coal 

price 

We expect rail expansion to 

remain tight in 2013E, and 

start to ease slightly going to 

2014ï15E, by 3ï6% 
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Figure 97: Key rail expansions for 2012E and 2013E 

Major Lines

2011A 2012E 2013E

Daqin Line Expansion 10              15              -             

Shuo Huang Line Expansion 9                20              20              

Han Huang Line - - New/2nd line -             -             18              

Ning Xi Line - Xi'an to Hefei ð Expansion -             -             12              

Baotou-Jining-Zhangjiakou-Caofeidian port- - - New/2nd line 30              30              5                

Meng Ji Line - Zhunger to Zhanjiagkou part῟  (‰ - ) New/2nd line -             -             -             

Others ῒז Expansion 5                2                2                

Subtotal from central to coastal (ex NE) 54              67              57              

Other expansions

Chi Tui Line  - Ҭ New/2nd line -             -             60              

Tong Huo Line  ( - ) Expansion 15              15              -             

NE/inner Mongolia to coastal 15              15              60              

Incremental capacity - mn tonnes

 
Source: CEIC,MOR, Credit Suisse estimates 

Figure 98: Potential expansions in coal 

chemical output from 2011 to 2015E 

 Figure 99: Planned and current coal-to gas 

projects 
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 Company 2015E (bcm) Starts LT (bcm)

Xinwen Group 2.0Oct 2013E 10.0

Qinghua Group 1.4 2012E 5.5

China Power Inv 2.0 2014-15E 6.0

China Power Investment 2.0 2014-15E 6.0

Henan Coal Chemical 1.4 2014-15E 4.0

Shanghai Yingde Gas 1.4 2014-15E 4.0

Xinjiang Guanghui-hami 0.5 2012E 0.5

Xinjiang Guanghui-fuyun 4.0 15E+ 12.0

Xinjiang total 14.6 48.0 

Source: Company data, Credit Suisse estimates  Source: Company data, Credit Suisse estimates 

Figure 100: NINO34 index forecasts suggest a NEUTRAL El Niño for 2013E, implying a 

potentially a normalised hydro contribution to power  
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Source: CMA, Australian Bureau of Meteorology, Credit Suisse estimates 

 
 

Rail expansions add to 57 

mn tonnes for 2013E, tighter 

than 2012E, given demand 

likely to accelerate 

Under-construction and 

planned coal-to-gas projects 

should reach 10.6 bcm by 

2013E in Xinjiang and 48 

bcm in the long run, versus 

government target of 15bcm 

by 2015E 
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Figure 101: Imports pressure to remain high, yet measured, should price premium 

remain measured 
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Source: CEIC, Company data, Credit Suisse estimates 

Figure 102: 2015E capacity versus 2011 output by key coal producing provinces  
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Source: CEIC, Credit Suisse estimates 

 

 

Current import parity is at 

US$7/t cheaper than 

domestic, suggesting import 

pressure should remain 

moderate 

Based on provincial coal 

capacity target, most growth 

will be from Shanxi and 

Xinjiang 
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Coking coal ï price bottomed and supported 

Figure 103: Sector S/D and price outlookðChinese coking coal sector 

Coking coal 2008 2009 2010 2011 2012E 2013E 2014E 2015E

App demand mn t 435 459 533 584 607 622 623 628

YoY % -6% 5% 16% 9% 4% 2% 0% 1%

Output mn t 433 425 492 551 571 593 597 602

Net imports mn t 3 34 46 40 48 47 55 68

Price - HCC (Hebei) US$/t 186 153 184 214 200 187 190 193

Price - HCC (Seaborne) US$/t 305 125 208 289 210 173 183 190 
Key assumptions - coking coal

Steel output % 2% 14% 11% 9% 3% 1% 0% 0% 
Source: CEIC, Credit Suisse estimates 

Our bottom-up analysis suggests moderate domestic supply growth for coking coal, 

especially for hard coking coal. Coking coal prices has softened 20ï30% YTD due to the 

stagnant demand and destocking of domestic steel mills and coke plants. However, supply 

responses from both domestic and seaborne producers help China coking coal market to 

remain balanced in 2012ï13E. Some marginal producers in Hebei, Yunan and Inner 

Mongolia have stopped production since July and August, per our channel check. In 

addition, the coking coal export by Australia and Mongolia have been revised down by 6ï

9% for 2013ï15E under the lower demand growth and coking coal prices forecasts, 

according to latest quarterly review by Credit Suisse global team (Commodity Forecasts 

Update: The Best of Times, the Worst of Times, published on 12, October 2012).    

Domestic coking coal prices have recovered by 9% since the end of September, helped by 

an improvement in construction and steel demand and recovery in seaborne prices. We 

remain cautiously positive on coking coal prices in the coming months. There is another 

one month restock period before it moves into the quiet season of 1Q13E. Coking coal 

prices will be well supported by the current low inventory level and the production cut 

around 18th Party Congress, while the stagnant steel margin and demand growth should 

cap the upside of coking coal prices in 2013E. 

The margins of the low-cost suppliers were protected even under the weak market in 3Q12, 

benefiting from a normal cost curve in China. The cost structures of the coking coal suppliers 

varies largely on mining conditions, coal types and yield ratio, and transportation distance, 

etc. However, the realised ASP and margin have been differentiated by coal types. As the 

mainstream coking coal supplier, Shanxi HCC supplier has been able to realise close to 

Hebei benchmark prices, while the producers in Southeast and Mongolian have had to cut 

prices more aggressively to move inventory due to the isolated local market or the long-

distance transportation and less favourable coal qualities.  

Figure 104: China coking coal importðannualised  Figure 105: S/D balanced for China HCC market 
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 China coking coal (in clean coal) 2009A 2010A 2011A 2012E 2013E 2014E 2015E

Total coking coal demand mn tonnes 459 533 584 607 622 623 628

YoY % 5% 16% 9% 4% 2% 0% 1%

of w hich HCC mn tonnes 174 219 234 243 249 252 257

YoY % -2% 25% 7% 4% 2% 1% 2%

Domestic supply mn tonnes 425 492 551 571 593 597 602

YoY % -2% 16% 12% 4% 4% 1% 1%

of w hich HCC mn tonnes 155 195 214 220 229 233 235

YoY % -13% 26% 10% 3% 4% 2% 1%

Net import mn tonnes 34 46 40 48 47 55 68

Total coking coal surplus mn tonnes 8 12 23 37

of w hich HCC mn tonnes 2 6 10 15

China crude steel output mn tonnes 577 639 683 702 711 709 712

YoY % 13% 11% 7% 3% 1% 0% 0%

China Hebei HCC US$/t 153 184 214 200 187 190 193

Intl HCC US$/t 125 208 289 210 173 183 190  
Source: CEIC, Credit Suisse estimates  Source: CEIC, CCTD, Credit Suisse estimates 
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Figure 106: Coking coal inventory at steel mills/coke 

plants 

 Figure 107: Coking coal and steel prices 
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Figure 108: China coking coal cash OP cost curve  Figure 109: Clean coal CIF cost at Hebei market  
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Base metals ï Measured surplus for copper, 

depressed cycle for aluminium 

Figure 110: Sector S/D and price outlookðChinese refined copper sector 

COPPER 2008 2009 2010 2011 2012E 2013E 2014E 2015E

App demand mn tonnes 4.9 7.3 7.6 7.9 8.2 8.5 8.7 8.9

YoY % 0% 51% 3% 5% 4% 3% 3% 3%

Output mn tonnes 3.8 4.2 4.7 5.2 5.7 6.3 6.9 7.6

China capacity mn tonnes 4.6 5.3 5.9 7.0 8.1 8.1 9.1 10.0

Utlization % 84% 86% 84% 81% 75% 77% 80% 80%

Net imports mn tonnes 1.1 3.1 2.9 2.8 2.5 2.2 1.8 1.3

Price - SHFE US$/lb 3.07 2.37 3.39 3.97 3.63 3.63 3.40 3.18

Price - LME US$/lb 3.17 2.35 3.42 4.02 3.61 3.63 3.40 3.18 
Key assumptions - Cu

Construction % 21% 3% 18% 42% 16% -8% -5% -8%

Power % 5% 5% 16% 8% 2% -4% -4% -4%

Home Appliance % -11% 10% 23% 17% -6% 3% 8% 9%

Auto % 8% 31% 25% 4% 4% 4% 4% 4%

IT&Telecom % 92% 9% 7% -12% 6% 8% 8% 8%  
Source: CEIC, Credit Suisse estimates 

Figure 111: Sector S/D and price outlookðChinese aluminum sector 

ALUMINUM 2008 2009 2010 2011 2012E 2013E 2014E 2015E

App demand mn tonnes 13.1 14.4 16.2 17.9 19.5 20.3 21.0 21.6

YoY % 5% 10% 12% 11% 9% 4% 3% 3%

Output mn tonnes 13.1 13.0 16.1 17.8 19.9 20.7 21.4 22.0

China capacity mn tonnes 17.9 20.0 22.5 22.5 27.0 29.0 32.0 35.0

Utlization % 81% 68% 76% 79% 81% 74% 70% 66%

Net imports mn tonnes 0.0 1.5 0.0 0.1 0.1 0.1 0.1 0.1

Price - SHFE US$/lb 0.95 0.78 0.91 1.01 1.00 0.99 1.07 1.09

Price - LME US$/lb 1.17 0.76 0.99 1.09 0.92 0.99 1.07 1.09 
Key assumptions - Al

Construction % 2% 8% 21% 4% 16% 1% -1% -3%

Power % 1% 10% 10% 2% 2% 2% 2% 2%

Autos % -3% 54% 33% 1% 5% 5% 5% 5%

Durables % -14% 16% 29% 18% 0% 5% 5% 5%

Mechinary % 0% 5% 14% 5% 5% 5% 5% 5%

Packaging % 0% 10% 15% 11% 12% 13% 13% 13%

Other transports % 6% 10% 15% 11% 12% 13% 13% 13% 
Source: CEIC, Credit Suisse estimates 

We expect Chinese copper demand to normalise at 3ï4% YoY in 2013E. In the near term, 

we see seasonality and plateaued improvement in the air conditioner sector, along with on-

track global mining expansions capping the upside. ñCopper financingò remains a risk as it 

clouds fundamentals. 

CS global team expects an average annual growth of ~5% from the copper mining sector, 

mostly driven by projects in Chili, Peru and Mongolia, leading to 1.4%, 2.1% and 2.8% of 

surplus in 2013E, 2014E and 2015E, respectively (or 2.1%, 2.8%, and 3.5% if China 

demand grows only 3-4%). We see the surplus as more measured in 2013E, with potential 

China restocking to ease part of the concern, and it provides a floor to the price. 

On aluminum, we expect demand to improve by 4% in 2013E, while capacity continues to 

expand in the lower cost western China. Industry utilisation should further fall from 81% in 

2012E to 74% in 2013E, and S/D balance deteriorate mostly due to the supply glut. 

We expect Chinese copper 

demand growth to remain 

soft at 3-4% 

We expect Chinese 

aluminium utilisation to 

deteriorate sharply in the 

coming years 

We see the surplus in 

copper as more measured 

in 2013E (with potential 

China restocking to ease 

part of the concern), and it 

provides a floor to the price 
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Minor metals - Where China counts 

Minor metals such as tungsten, rare earths and molybdenum are materials where China 

composes significant part of global supply: In 2011ï12E, Chinese tungsten production 

accounted for 64% of global production, Chinese rare earth at 87%, and moly at 38%. 

While we believe long-term supply consolidation will impose further discipline for the 

metals in the long run, the short-term picture is mixed. 

For 2013E, we expect improving tungsten price in 2013E, as demand should improve versus 

2012 (+8% YoY), due the recovery of mining tools and cutting tools market, while supply 

growth slows down (+5%) in both China and ex-China. We are negative on rare earth pricing 

and expect ex-China supply pick-ups to drive continued overcapacity. We believe moly price 

has bottomed, as nearly 50% of the producers are already at loss in China, yet recovery in 

pricing should continue to be capped by over-capacity. 

Figure 112: Tungsten demand breakdown  Figure 113: Rare earths demand 

breakdown 
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Figure 114: Molybdenum demand   Figure 115: Chinese production as 

percentage of global 

Chemical & 

Petrochem
15%

Oil & Gas

13%

Mechanical Eng

12%

Automotive

11%
Power 

Generation
8%

Other process 

Industries
8%

Other 

Transportation
7%

Catalysts

7%

Construction

7%

Others

12%

Moly end use 

 

 

0%

20%

40%

60%

80%

100%

Tungsten Rare Earths Moly (2011A)

2012E 2015E

Chinese production as% of global (%)

 
Source: IMOA, Company data, Credit Suisse 

estimates 

 Source: USGS, Company data, Credit Suisse 

estimates 

We are positive on tungsten 

market, negative on rare 

earths, and see pricing at 
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Tungsten: Recovery on the road 

Figure 116: Sector S/D and price outlookðChinese tungsten sector 

Tungsten 2008 2009 2010 2011 2012E 2013E 2014E 2015E

Supply

Total supply kt metal 78.0 79.7 92.3 101.7 105.6 110.7 119.8 127.2

YoY % n.a. 2% 14% 9% 4% 5% 8% 6%

China supply kt metal 43.6 51.1 59.4 63.0 67.7 71.4 74.8 78.1

YoY % n.a. 15% 14% 6% 7% 5% 4% 4%

ROW supply. kt metal 12.5 10.3 9.8 12.1 12.4 13.9 18.6 21.1

YoY % n.a. -21% -5% 19% 2% 11% 25% 12%

Recycling + Stockpile supply kt metal 22.0 18.3 23.1 26.6 25.6 25.4 26.5 28.0

YoY % n.a. -20% 21% 13% -4% -1% 4% 5%

Demand

Total demand kt metal 85.0 72.9 91.3 101.6 102.1 110.6 120.8 131.4

YoY % n.a. -17% 20% 10% 0% 8% 8% 8%

China demand kt metal 27.6 30.3 35.8 40.8 43.4 49.2 56.1 64.2

YoY % n.a. 9% 15% 12% 6% 12% 12% 13%

ROW demand kt metal 57.4 42.6 55.5 60.8 58.7 61.4 64.7 67.2

YoY % n.a. -35% 23% 9% -4% 4% 5% 4%

Surplus/Deficit kt metal (7.0) 6.8 0.9 0.0 3.5 0.1 (0.9) (4.1)

Net exports kt metal 21.3 10.6 20.8 21.1 15.9 16.7 18.9 21.1

APT Price - CHN Rmb/kg 128 100 134 215 213 232 246 256

APT Price - FOB US$/mtu 245 190 248 435 390 422 452 475 
Source: ITIA, USGS, CITA, NSB, Company data, Credit Suisse estimates 

In 2012, with Europe's debt crisis continuing to widen and Chinaôs economy beginning to 

slow down, global demand for tungsten has been heavily affected. We saw demand 

declining in both the domestic and overseas markets, though it was less significant 

domestically. The net exports of tungsten products with quotas requirements was 10.8k 

tonnes in 9M12, down 25% YoY, equivalent to 70% of the full-year export quotas. And the 

net export of all tungsten products was 11.9k tonnes, down 27% YoY, in 9M12.  

In 10M12, the production of tungsten concentrate in China was 115k tonnes, up only 7% 

YoY, showing a slowdown from double-digit growth in Chinese tungsten production, due to 

lower-grade and fewer new projects. We expect this trend to continue and tungsten 

production to gradually move close to the governmentôs quotas. On the other hand, the 

production schedules of ten advanced projects overseas have again been delayed by about 

two to four quarters. ROW always lags supply, as we stated in our tungsten sector note 

(published on June 2011). Therefore, we expect supply growth to remain slow in 2013. 

The two representatives of major tungsten producers in China, namely Minmetals and 

GTIA, recently raised their price guidance, which is an early signal of recovery, in our view. 

Figure 117: Shrinking exports confirms 

poor overseas demand 

 Figure 118: APT price seems to have 

recovered é 
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Rare earths: Ex China expansion to drive downside risk 

Figure 119: Sector S/D and price outlookðChinese rare earths sector 

Rare earths 2008 2009 2010 2011 2012E 2013E 2014E 2015E

Supply

Total supply kt REO 141 134 128 117 121 130 153 165

YoY % n.a. -5% -5% -8% 3% 8% 18% 8%

China supply kt REO 135 129 121 109 105 100 97 92

YoY % n.a. -5% -6% -10% -3% -6% -2% -6%

ROW supply kt REO 5 5 6 9 16 31 56 73

YoY % n.a. -2% 24% 33% 82% 97% 82% 32%

Demand

Total demand kt REO 118 119 132 119 109 119 132 150

YoY % n.a. 1% 12% -10% -8% 10% 11% 13%

China demand kt REO 68 72 82 75 69 77 88 102

YoY % n.a. 6% 13% -8% -7% 11% 13% 16%

RoW demand kt REO 50 47 51 44 39 42 45 48

YoY % n.a. -7% 9% -13% -11% 7% 7% 8%

Surplus/Deficit kt REO 23 15 -5 -2 12 11 21 15

Net exports kt REO 44 36 34 15 11 12 8 (5)

BT bask. price -CHN Rmb/Kg 55 38 70 318 184 157 160 163

BT bask. price -FOB US$/Kg 11 8 30 140 55 35 31 25 
Source: CEIC, Credit Suisse estimates 

In 2012, rare earth prices in domestic and overseas market continued the decline from 

2011 and fell about 70ï80% from their highs. However, the reasons of the falling prices 

are different in 2011 and 2012: high prices of rare earth in 2011 suppressed the real 

demand, and sustained economic slowdown in Europe and lower growth in China in 2012 

hit the demand for rare earth. 

In a long time, China's rare earths production (the total of legal and illegal production) has 

been exceeding production quotas. With some improvements in production control seen 

from 2008, we expect China to gradually reduce its production and get closer to the 

production quotas in a few years on more stringent regulatory and industry consolidation. 

However, overseas supply is growing. The combined capacity of Mt. Pass in the US and 

Mt. Weld in Australia are scheduled to increase significantly from 5k tonnes to 62k tonnes 

REO, or 40% of global supply, in the next 18 months. 

The entire supply structure of rare earth could reverse and the increase in demand could 

make it difficult to absorb new capacity in the next 2ï3 years. FOB prices of rare earth will 

have more significant downside risk, in our view. FOB premium will narrow and the prices 

between domestic and overseas should become parity. 

Figure 120: Rare earth exports shrinking  Figure 121: Rare earth prices hit new lows 
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Molybdenum: Bottoming but not out 

China production has been the major driver of global molybdenum production growth in 

the past decade. From 2002 to 2011E, global mine production of moly metal more than 

doubled from 123 kt to 250 kt, and China represented 51% of the incremental part, with 

China mineôs stake increasing from 24% in 2002 to 38% in 2011E, according to USGS. At 

the same time, Chinaôs reserve increased from 3.3 mn t in 2002 to 4.3 mn t in 2012E, 

representing 43% of the current global reserve. China has been a big exporter during most 

times from 2006. The rapid production growth, especially after the financial crisis in 2008, 

has added significant pressure to moly price. Domestic moly price of US$223/mtu is 

heading back to the post-financial-crisis bottom again. 

Figure 122: Global production breakdown  Figure 123: Global reserve breakdown 
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Figure 124: China is a net exporter during most times Figure 125: Moly price has been bottoming again  
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We expect moly price to be stable in 2013, supported by minersô cost while at the same 

time capped by overcapacity and relatively flat cost curve. Based on our observation, at 

the annual production of about 90 kt moly metal of China, near half of this capacity is 

operating at a loss, over 20% cannot even make up the cash cost. Therefore, although 

another 10ï20% new capacity is expected in 2013, we believe most of it will be 

replacements of current inefficient capacity rather than real expansion. On the other hand, 

as ore grade around China is mostly within the narrow range of 0.07ï0.13%, molyôs cost 

curve is relatively flat compared to other metals. Due to a flat cost curve, in addition to the 

significant capacity, we believe there is limited upside for moly price in the two-to-three-

year horizon, should demand be stable. 
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Gold ï Still will do well 

We believe gold will continue to do well in 2013, based on a slow economic growth outlook 

and loose monetary policies around the world.  

Major support remains to be the long-lasting low interest rate environment of USD. The 

relationship between the USD gold price and the yield on inflation-protected Treasuries 

(particularly five-year tenor rather than ten years) has remained highly inversely correlated. 

After the slightly disappointing QE3, CS global team expected QE 3.5 as soon as 

December in the form of ongoing purchases of Treasuries after Operation Twist expires.  

In an environment using liquidity to boost economy, gold is becoming one of the most 

favourite currency reserves for central banks and for individual investors. Central banksô 

gold holdings have steadily increased since 2009, especially for emerging market nations 

like BRICs. Of the incremental 44.3 mn Oz gold reserve all over the world since the end of 

2008, about 33.8mn Oz, or 77% have been contributed by BRICsô central banks, indicating 

the diverging trend in reserve. 

Same interest from individual investors: The interest has not declined along with the 

correction of gold price. In 4Q12, gold ETF scale increased by another 1.9 mn Oz, or 2.3%, 

while gold price dropped by 2.6% during the same period. Probably the only challenge is 

from the slight cooling down of investment interest from the China market, with gold import 

through HK slightly slowing down in 3Q12, after a one-year rally. 

Figure 126: Gold versus yield on five-year inflation-
protected Treasuries 

 Figure 127: Central banks gold holdings 
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Figure 128: Gold held by ETFs versus price Figure 129: Gold import rally through HK getting modest  
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For Chinese gold miners, we expect their production volume growth to become modest for 

Hong Kong-listed names (except for G-Resources which is still ramping up), with CAGR of 

1ï12% in 2012Eï15E, but only -1% to -6% over 2012ï20E; while growth rates are 

expected to remain at double-digits for the two A-share company peers, Shandong Gold 

and Zhongjin Gold. All companies within the sector are facing similar cost pressure, with 

cash cost in 2012Eï15E rising at a CAGR of 4ï12% and in 2012Eï20E at 1ï6%, 

excluding CGG, which will benefit from capacity expansion and higher grade in later years 

of CSH mine. 

Figure 130: Sector company outlookðChina gold sector 

    Zijin Zhaojin CGG Lingbao G-Res Shandong Zhongjin 

Ticker  2899.HK 1818.HK 2099.HK 3330.HK 1051.HK 600547.ss 600489.ss 

Mined Production        

2011A mn oz 0.92 0.44 0.13 0.10 0.00 0.71 0.72 

2012E mn oz 0.98 0.45 0.15 0.12 0.04 0.83 0.80 

2015E mn oz 1.16 0.52 0.21 0.13 0.26 1.28 1.42 

CAGR 12E-15E % 6% 5% 12% 1% 93% 16% 21% 

2020E mn oz 1.05 0.49 0.24 0.11 0.11 2.32 2.15 

CAGR 12E-20E % 1% 1% 6% -1% 16% 14% 13% 

Cash Cost         

2011A US$/oz 420 459 876 717 242 592 715 

2012E US$/oz 571 511 812 791 242 710 848 

2015E US$/oz 667 586 912 896 337 891 948 

CAGR 12E-15E % 5% 5% 4% 4% 12% 8% 4% 

2020E US$/oz 779 628 507 996 344 878 925 

CAGR 12E-20E % 4% 3% -6% 3% 4% 3% 1% 

Implied gold prices (US$/oz)        

EV/2P reserves+ cash cost 1,034 1,246 1,472 1,203 708 1,396 1,287 

Source: CEIC, Credit Suisse estimate 
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Stock picks: Quality over beta 
If 2012E is a year of painful transition for China basic material stocks when growth 

decelerates, we think 2013E is the start of the new ñnormò. To a certain extent, 2013E should 

be better than 2012E, as destocking pressure eases on demand and producers in the real 

economy are prepared for slower-for-longer growth, in terms of managing their inventory and 

production plan. Commodity prices, will not likely be as dramatic as in 2012, thus earnings 

should be a more prevailing driver for stock prices, in our view. Yet the structural excess 

supply should stay with us, and it would not be a market where every producer makes 

money. This is the time when quality should outperform beta, in our opinion.  

We think investors should continue to position with ñqualityò in a potentially range-trade 

year for the sector. We like commodities with better supply structure, meaningful cost 

support and low-cost producers. Our pecking orders for commodities and stocks for 2013E 

are: 

 We are relatively more positive on thermal coal, copper and tungsten, negative on 

steel, cement and rare earths, and neutral on coking coal and aluminium. 

 On the stock level, we have looked at: (1) implied 2013E EV/EBITDA using current 

spot price/margin, in the context of each stockôs historical average, (2) OCF/EBITDA 

as a measure of earnings quality and cash flow management, and (3) net gearings 

and EBITDA-to-interest coverage. We believe the current share price has factored in 

flat pricing assumption in most cases. We see better earnings quality, cash flow 

management and strong balance sheet in Conch, Shenhua and Baosteel, whereas 

CNBM, Angang and Jiangxi Copper are less favoured. Combined with the sector 

pricing outlook, our preferred names for 2013E are Shenhua, Chinacoal, Jiangxi 

Copper and Conch. Our least preferred stocks are Yanzhou, Chalco and CR cement. 

Among the smaller caps, we like WCC based on upside margin risk from a low base. 

 If any commodity poses positive surprises versus expectation, we think it would be 

Chinese thermal coal prices, in terms of both fundamental support, as well as beating 

expectations. For each Rmb100/t change in QHD thermal coal spot, we estimate 

earnings to move 12% for Shenhua, 25% for Chinacoal and 62% for Yanzhou (based 

on CS numbers). It would move valuation by 13% for Shenhua, 23% for Chinacoal and 

35% for Yanzhou. Of the three names, we believe Chinacoal has the most attractive 

risk/reward profile. 

Figure 131: Comparison summaryðwhat has been factored in, earnings quality and cash 

flow and strength of balance sheet 

Implied EV/EBITDA based on current commodityBaosteel Yanzhou

prices/margin, versus historical avg Shenhua Chinacoal

OCF/EBITDA Baosteel Conch BBMG CNBM

Yanzhou Shenhua JXC Angang

Chinacoal Windsway

Net gearings Fushan Conch CNBM Shanshui

Shenhua Baosteel Chalco Hidili

JXC CNM

EBITDA-intereset coverage Baosteel Minmetal Chalco Angang

Shenhua Conch Hidili CNBM

Fushan Windsway

Positives Negatives

 
Source: Company data, Credit Suisse estimates 

 

Our preferred names for 

2013E are Shenhua, 

Chinacoal, Jiangxi Copper, 

and Conch.. our least 

preferred stocks are 

Yanzhou, Chalco and CR 

cement 

Chinese thermal coal poses 

upside risk versus 

expectation, and Chinacoal 

has the most attractive 

risk/reward among peers 
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Figure 132: Implied 2013E EV/EBITDA based on current commodity price/margin 
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Source: Company data, Credit Suisse estimates 

Figure 133: Peer comparison of operating cash flow-to-EBITDA ratio 
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Source: Company data, Credit Suisse estimates 

 

 

 

We believe the current 

share price has factored in 

flat pricing assumption in 

most cases 

Companies with lower 

OCF/EBITDA ratio are 

BBMG, JXC, Windsway, 

CNBM and Angang, 

indicating higher working 

capital requirement. 

Companies with strong cash 

flow management are 

Baosteel, Yanzhou, 

Chinacoal, Conch and 

Shenhua  
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Figure 134: Peer comparison of net gearings  
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Figure 135: Peer comparison of EBITDA-interest coverage ratio  
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Source: Company data, Credit Suisse estimates 

Figure 136: Earnings and valuation sensitivity to QHD thermal coal price 

 For each Rmb100/t  2013E earnings Valuations   

 In QHD thermal spot % HK$/sh % vs share prices 

Shenhua  12% 3.80 13% 

Chinacoal 25% 1.70 23% 

Yanzhou - QHD ONLY 62% 3.90 35% 

Source: Company data, Credit Suisse estimates  
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Figure 137: Implied multiples based on flat commodity price / margin 

Rating TP Sh PriceMkt capEV/EBITDA P/E P/B ROE Assumptions for 2013EEV/EBITDAP/E P/B ROE

trading ccy/shUS$ bn x x x % hist avg x x %

Thermal coal

Shenhua 1088.HK O 40.0 32.3 82.1 6.0 11.4 1.8 17% QHD-US$93/t; NEWC-US$/86/t 7.0 12.0 2.5 24%

Chinacoal 1898.HK O 8.6 7.9 13.3 8.3 11.7 0.9 8% QHD-US$93/t; NEWC-US$/86/t 6.0 12.0 1.5 30%

Yanzhou 1171.HK U 7.0 11.9 7.5 11.8 40.1 1.1 3% above and SX semi-US$82/t 6.0 9.0 1.5 20%

Coking coal

Fushan 0639.HK N 2.9 3.0 2.0 4.4 12.8 0.8 6% CN HCC-US$185/t; Intl' FOB-US$162/t 6.0 13.0 1.5 9%

MMC 0975.HK N 3.3 3.8 1.9 12.6 21.3 2.0 10% CN HCC-US$185/t; Intl' FOB-US$162/t 13.020.0 3.5 22%

Hidili 1393.HK U 1.3 2.0 0.5 13.4 38.0 0.4 1% CN HCC-US$185/t; Intl' FOB-US$162/t 12.015.0 1.5 9%

Winsway 1733.HK U 0.7 1.2 0.6 6.2 8.6 0.7 8% CN HCC-US$185/t; Intl' FOB-US$162/t 7.0 14.0 1.3 20%

Steel

Baosteel 600019.SSN 5.4 4.6 12.9 4.6 11.3 0.7 6% EBITDA/t-US$109/t (=1H12A+30) 5.0 12.0 1.2 13%

Angang 0347.HK U 3.2 4.5 4.7 7.6 20.8 0.5 3% EBITDA/t-US$66/t (=1H12A+36) 8.0 n.a. 1.2 10%

Maanshan 0323.HK U 1.3 2.0 2.1 5.6 n.a. 0.5 -1% EBITDA/t-US$46/t (=1H12A+19) 6.0 n.a. 0.8 7%

Base metals

Chalco 2600.HK U 1.9 3.2 5.8 40.4 n.a. 0.9 -11%SHFE Al-US$0.95, Rmb0.05 power subsidy n.a. n.a. 1.2 4%

RUSAL 0486.HK N 4.6 4.3 8.8 11.2 13.5 0.8 6% LME Al-US$0.90/lb 6.0 8.0 1.2 18%

JXC 0358.HK N 19.1 19.4 8.7 6.4 9.4 1.0 12% SHFE Cu-US$3.53/lb,Gold-US$1748/oz 6.5 8.0 1.2 20%

MMG 1208.HK N 3.5 2.9 2.0 3.9 6.8 1.1 17% LME Cu-US$3.53/lb,Zn-US$0.89/lb 4.5 8.0 1.8 25%

Gold

Zijin 2899.HK O 3.9 3.2 8.8 6.1 10.2 1.7 18% SHFE Cu-US$3.53/lb,Gold-US$1748/oz 6.0 11.0 2.5 33%

Zhaojin 1818.HK N 14.4 13.9 4.9 9.8 17.2 3.6 23% Gold-US$1748/oz 9.0 20.0 3.5 20%

China Gold 2099.HK U 21.7 32.4 1.6 13.2 24.0 1.1 5% SHFE Cu-US$3.53/lb,Gold-US$1748/oz 7.0 19.0 7.0 5%

Lingbao 3330.HK N 3.0 3.5 0.3 4.3 7.7 0.6 12% Gold-US$1748/oz 7.0 10.0 1.5 11%

G-Resources1051.HK N 0.4 0.3 0.9 4.5 9.8 0.8 9% Gold-US$1761/oz n.a. n.a. n.a. n.a.

Cement

CONCH 0914.HK N 24.3 25.7 17.1 7.8 12.1 1.9 17% GP-Rmb79/t 8.0 13.0 2.3 20%

CNBM 3323.HK U 7.2 9.9 6.7 7.2 7.1 1.2 18% GP-Rmb68/t 7.5 9.0 1.7 20%

CRC 1313.HK U 3.8 4.8 3.9 6.1 8.1 1.3 17% GP-Rmb75/t 8.0 10.0 1.7 18%

Shanshui 0691.HK N 5.5 5.2 1.8 5.7 9.4 1.2 14% GP-Rmb61/t 6.0 9.0 1.7 26%

TCCI 1136.HK U 1.5 2.1 0.9 5.1 6.0 0.4 7% GP-Rmb55/t 7.0 10.0 0.8 8%

CNM 1893.HK U 1.8 2.4 1.1 6.6 10.8 0.6 5% GP-Rmb46/t 4.0 13.0 1.4 11%

BBMG 2009.HK N 7.1 6.5 3.5 9.3 10.4 0.9 9% GP-Rmb25/t 6.5 9.0 1.4 18%

WCC 2233.HK O 1.8 1.4 0.8 5.8 9.9 0.9 9% GP-Rmb50/t 7.5 12.0 1.5 15% 
Source: Company data, Credit Suisse estimates  
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Company section 
 

Anhui Conch Cement Co. Ltd. (0914.HK, HK$26, NEUTRAL, TP HK$24.3) 

China National Building Material Co (3323.HK, HK$10.18, UNDERPERFORM, TP HK$7.2) 

China Resources Cement Holdings Ltd (1313.HK, HK$4.8, UNDERPERFORM, TP HK$3.8) 

China Shanshui Cement Group Ltd. (0691.HK, HK$5.32, NEUTRAL, TP HK$5.5) 

TCC International Holdings Limited (1136.HK, HK$2.16, UNDERPERFORM, TP HK$1.5) 

China National Materials Company Limited (1893.HK, HK$2.32, UNDERPERFORM, TP HK$1.8) 

BBMG Corporation (2009.HK, HK$6.57, NEUTRAL, TP HK$7.1) 

West China Cement Ltd (2233.HK, HK$1.36, OUTPERFORM, TP HK$1.75) 

China Shenhua Energy Company Limited (1088.HK, HK$30.75, OUTPERFORM, TP HK$40.0) 

China Coal Energy Co. (1898.HK, HK$7.52, OUTPERFORM, TP HK$8.6) 

Yanzhou Coal Mining Co. (1171.HK, HK$11.74, UNDERPERFORM, TP HK$7.0) 

Mongolian Mining Corporation (0975.HK, HK$3.75, NEUTRAL, TP HK$3.3) 

Shougang Fushan Resources Group Limited (0639.HK, HK$2.89, NEUTRAL, TP HK$2.9) 

Hidili Industry International Development Limited (1393.HK, HK$1.91, UNDERPERFORM, TP HK$1.3) 

Winsway Coking Coal Holdings Limited (1733.HK, HK$1.19, UNDERPERFORM, TP HK$0.7) 

Baosteel (600019.SS, Rmb4.63, NEUTRAL, TP Rmb5.4) 

Angang Steel Company Ltd (0347.HK, HK$4.81, UNDERPERFORM, TP HK$3.2) 

Maanshan Iron & Steel Co Ltd (0323.HK, HK$2.03, UNDERPERFORM, TP HK$1.3) 

Aluminum Corporation of China (2600.HK, HK$3.29, UNDERPERFORM, TP HK$1.9) 

United Company Rusal Ltd. (0486.HK, HK$4.65, NEUTRAL, TP HK$4.6) 

Jiangxi Copper Company Ltd (0358.HK, HK$19.74, NEUTRAL, TP HK$19.1) 

Zijin Mining Group Co., Ltd (2899.HK, HK$3.06, OUTPERFORM, TP HK$3.9) 

MMG Ltd. (1208.HK, HK$3.01, NEUTRAL, TP HK$3.5) 

Zhaojin Mining Limited (1818.HK, HK$13.24, NEUTRAL, TP HK$14.4) 

China Gold International (2099.HK, HK$29.9, UNDERPERFORM, TP HK$21.7) 

Lingbao Gold (3330.HK, HK$3.22, NEUTRAL, TP HK$3.3) 

G-Resources Limited (1051.HK, HK$0.36, NEUTRAL, TP HK$0.4) 
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Asia Pacific / China 

Cement  

 
 

Anhui Conch Cement Co. Ltd. 

(0914.HK / 914 HK) 
   

Better protected margins in an oversupplied 

market 

 We revise up Conchôs earnings by 12% for 2012E and 14% for 2013E, to 

reflect better protected margins and the stable incremental demand-supply 

outlook of its key operating region in YZD. We believe the share price 

properly reflects the stable margin outlook. We upgrade the stock to 

NEUTRAL from Underperform, with a revised TP of HK$24.30 (from 

HK$16.50). 

 We expect a moderate deterioration in Chinese cement demand-supply 

in 2013E, as the mild demand pick-up (+2% YoY) would be more than offset 

by continuous capacity addition (estimated at +6-8%). The structural 

oversupply issue remains ï we estimate industry utilisation will soften to 75% 

in 2013 from 78% in 2012E. Specifically for Conch, we expect demand-

supply to maintain incrementally stable for YZD (50% of sales) and Shaanxi, 

but to deteriorate in southern (20% of sales) and part of the southwest. 

 We expect Conch to deliver a unit gross profit of Rmb75/t for 2013E, 

versus Rmb71/t for 2012E, driven by price-protection efforts in YZD and 

potential improvement in the Shaanxi market. We believe the supply 

discipline would work better in an incrementally stable market, yet the 

oversupply of the broader market would cap the upside in margins at peak 

seasons in YZD, and increase the QoQ volatility in weak seasons.  

 Our revised target price is based on 8x EV/EBITDA on 2013E unit 

EBITDA of US$11.3/t, versus the peer range of 5.6-8.0x EV/EBITDA, implied 

EV/output of Rmb570/t. For every Rmb10/t change in ASP, we estimate 

earnings and valuation will swing by 19% and HK$3.8/sh, respectively.  
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The price relative chart measures performance against the 

MSCI CHINA F IDX which closed at 6012.96 on 30/11/12 

On 30/11/12 the spot exchange rate was HK$7.75/US$1 

 

Performance over 1M 3M 12M 
Absolute (%) -9.7 30.3 -0.6 
Relative (%) -7.6 15.6 -7.1 
 

 Financial and valuation metrics 
 

Year 12/11A 12/12E 12/13E 12/14E 
Revenue (Rmb mn) 48,653.8 44,692.6 49,503.9 52,023.7 
EBITDA (Rmb mn) 18,195.6 12,015.6 14,213.5 14,887.0 
EBIT (Rmb mn) 15,669.8 8,782.2 10,803.2 11,305.0 
Net profit (Rmb mn) 11,586.4 6,821.4 8,475.3 8,946.9 
EPS (CS adj.) (Rmb) 2.19 1.29 1.60 1.69 
Change from previous EPS (%) n.a. 11.8 14.5 3.7 
Consensus EPS (Rmb) n.a. 1.24 1.59 1.79 
EPS growth (%) 88.1 -41.1 24.2 5.6 
P/E (x) 9.4 16.0 12.9 12.2 
Dividend yield (%) 1.7 1.3 1.6 1.7 
EV/EBITDA (x) 6.8 10.2 8.2 7.6 
P/B (x) 2.5 2.2 1.9 1.7 
ROE (%) 29.3 14.5 16.0 14.9 
Net debt/equity (%) 31.1 25.8 12.7 6.4 
 

  Source: Company data, Thomson Reuters, Credit Suisse estimates. 

Rating (from Underperform) NEUTRAL* [V] 
Price (03 Dec 12, HK$) 25.60 
Target price (HK$) (from 16.50) 24.30¹ 
Upside/downside (%) -5.1 
Mkt cap (HK$ mn) 135,662 (US$ 17,506) 
Enterprise value (Rmb mn) 122,314 
Number of shares (mn) 5,299.30 
Free float (%) 55.0 
52-week price range 28.4 - 19.3 
ADTO - 6M (US$ mn) 38.6 
 

 
*Stock ratings are relative to the coverage universe in each 

analyst's or each team's respective sector. 

¹Target price is for 12 months. 

[V] = Stock considered volatile (see Disclosure Appendix). 
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Key financials ï Conch  

Figure 138: Key operating regions ï Conch  Figure 139: Sales volume breakdown ï

Conch 

 

 

 

Source: Company data  Source: Company data 

Figure 140: Key assumptions and financials ï Conch  

 
Source: Company data, Credit Suisse estimates 

Figure 141: Earnings and valuation sensitivity ï Conch  

    
Source: Company data, Credit Suisse estimates 


