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But high prices
may remain a
concern for
user industries

SURESH PIYENGAR

Mumbai, January 15

The revival in steel demand is
expected to continue this year
even as high raw material
prices and end users’ concerns
onrising steel prices will be key
challenges.

Hit by the Covid pandemic,
steel production in India was
down 10 per cent at100 million
tonne last year, against the 111
mtlogged in the same periodin
the previous year.

If not for the government
spending on infrastructure,
steel demand would have fallen
even sharply as the Covid pan-
demic has taken a heavy toll on
the industry.

Fullrecovery
Though domestic demand re-
covered to pre-Covid levels in
August with economic activit-
ies limping back to normalcy, a
full-blown recovery was seen
only in November when sales
volume surged 11 per cent year-
on-year.

Despite the momentum in
demand, recovery is expected
to continue in the March
quarter and overall sales this
fiscal will be down by about 12
per cent. From there on, the de-
mand growth will be bolstered
I ————

by the statistical low-base
effect.

Seshagiri Rao, Joint Man-
aging Director, JSW Steel, said
the year gone by could easily be
termed as the worst for the steel
industry in last 70-years due to
Covid pandemic that devast-
ated global economic growth.

The business plans prepared
in the beginning of the calen-
dar year required significant
downward revisions, and sec-
tors such as tourism, hospital-
ity, transport and entertain-
ment will take a longer time to
recover, he added. While 2020
was the year of despair, JSW
Steel’s expansion plans and in-
organic growth through ac-
quisitions are expected to coin-
cide with a rebound in
economic activity, said Rao.

Prices to remain firm
Though the user industry has
raised serious concerns over
the sharp rise in steel prices, it
will remain at elevated levels
due to the firm trend in global
markets.

Steel companies in India

pushed up hot-rolled coil prices
by<13,800 atonne toX51,050 in
December through multiple
hikes since August-thisisanin-
crease of 37 per cent compared
tolastyear.

Despite frequent upward re-
vision, domestic steel prices are
still 6-8 per cent below the
landed cost of imports, leaving

—

oremain ‘firm

Thanks to the govt’s infrastructure |
push, steel demand t

)

more room for domestic pro-
ducers torise prices further.

After sliding to a low of $409
atonne last April from $499 per
tonne in January, China HRC
fob (free on board) prices re-
bounded to $647 a tonne
between April and December.

Global pricesalsotouchedan
gyear high in December on
healthy demand and soaring
iron-ore prices.

“We expect steel prices to re-
main high in the January-
March quarter with a sequen-
tial price hike of ¥7,000-8,500 a
tonne, leading to an increase of
15 per cent year-on-year,” said a
Crisil Research report.
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OUR BUREAU

Mumbai, January 15

The National Commodity and
Derivatives Exchange (Ncdex)
will relaunch the Steel Fu-
tures contract on Monday.

Initially, three contracts ex-
piring in February to April
will be available for trading.
Ncdex has re-entered the non-
agri space expanding the
bouquet  of
products.

The Steel contract will
trade long steel products
such as ingots and billets hav-
ing a trading unit of 10 MT.
The basis centre will be Go-
bindgarh in Punjab while
Ghaziabad in Uttar Pradesh
will be the additional deliv-
ery centre.

Vijay Kumar, Managing Dir-
ector, Ncdex, said that de-
mand for steel is likely to take

derivative

’NCDEX to relaunch steel futures

a quantum leap ahead with
government effort to make
India a $5-trillion economy in
the coming years

The steel contract will
provide infrastructure com-
panies a reliable and trans-
parent risk management tool
to hedge against volatile
prices, he added.

Kapil Dev, Executive Vice
President, Ncdex, said that
steel consumption is likely to
grow at a much faster pace as
over T44-lakh crore worth of
projects are already being im-
plemented out of tlakh-
crore National Infrastructure
Pipeline.

The logistical and supply
inefficiencies have made steel
and its raw material prices ex-
tremely volatile posing chal-
lenges to the entire value
chain participants, he said.
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TRADING CUES
Traders hunting

for short-term
opportunities can
consider going long
if gold futures rally
past ¥50,000 with
good volume

| cavameesmrmsn s 1w
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Pausing for breath before arally

Slew of factors are building a good foundation for the bulls to work their way up

AKHIL NALLAMUTHU
BL Research Bureau

The World Gold Council (WGC) came
up with its 2021 outlook for gold last
week. According to the report, gold
may see a positive, though more sub-
dued, performance in 2021. This may
be driven primarily by a recovery of
consumer demand relative to 2020 as
economic conditions improve. Citing
that low interest rates can encourage
investors to add risky assets in their
portfolio, the report also said risks
such as expanding budget deficits, in-
flationary pressure and possible mar-
ket correction on the back of high
equity valuations can be supportive
for gold prices as investors might go
in for hedging and diversification.

Last week, WGC also came up with
latest ETF (exchange-traded fund)
numbers which showed that in
December 2020, net outflows from
these funds stood at 40. tonnes.
While ETF net fund flows remained
negative for the second consecutive
month they have substantially come
down compared to November’s net
outflow of 108.7 tonnes, even though
the average price of gold in December
was higher.

Further affirming the positive bias,
the latest data on COMEX net long pos-
itions recorded at 873 tonnes as on
January 5 is better than the past
month and this is the highest level
since the first week of August last year.
These factors are building a good
foundation for the bulls to work their
way up.

The prices of gold and silver re-
mained muted throughout last week
following a sudden decline in the pre-
ceding week. The futures price of gold
on the Multi Commodity Exchange
(MCX) ended the week at ¥48,702 (per
10 grams) against the previous week’s
close of ¥48,967.

The futures price of silver on MCX
closed at 64,980 (per kg) versus pre-
ceding week’s 64,231

In dollar terms too, both ended the
week largely unchanged. Gold closed
at $1,828.4 (per ounce) whereas silver
ended at $24.77 (per ounce).

MCX-Gold (¥48,702)

February futures of gold witnessed a
minor slipup early last week as it
opened lower at T48,786 as against the
previous week’s close of ¥48,967. But

the bears could not extend their dom-
inance as the contract found support
at¥48,600.Although the price did not
move up, the downfall from the week
before was arrested. This is despite
technical indicators like the relative
strength index (RSI) and the moving

average convergence divergence
(MACD) on the daily chart signaling
weakness. The average directional in-
dex (ADX) is showing that the down-
trend has gained good strength.

In the light of this, one should not
goall in now but should look for evid-
ence corroborating a build-up in the
uptrend. For instance, traders hunt-
ing for short-term opportunities can
consider going long if futures rally
past 50,000 with good volume.

Notwithstanding the above condi-
tions, investors or traders who are

looking to hold longs for more than
one year can consider initiating fresh
longs incrementally. Within a year,
gold futures can appreciate to
%56,000 and over next two- to thrée-
years to 360,000 and ¥65,000. Froma
long-term trend perspective, %47,550
is a key support.

MCX-Silver (¥64,980)

The March futures contract of silver,
like gold futures, began last week with
a small gap-down. It opened at
63,603 versus preceding week’s close
of ¥64,231; but slightly recovered.
Comparatively, over the past couple of
weeks, it has underperformed the yel-
low metal. While gold futures is down
by about 6.1 per cent from its recent
high, silver futures has lost 9.5 per
cent.

However, unlike the former, the
price of the latter is above the 50-and
200-DMAs and the MACD is hovering
the positive territory, indicating a cer-
tain degree of positivity. That said,
rather than going long at current
levels, one can consider initiating
short-term longs if price breaches the
nearest hurdle at 368,000 with con-
siderable volume. Because this can
bring in fresh bulls which were held
back fearing the potential shift in the
near-term trend to bearish.

Investors or traders looking to
make fresh entries with holding hori-
zon of one year and more can consider
building up longs gradually. Silver fu-
tures can potentially rally to 375,000
in a year, and to ¥80,000 and 85,000
in a couple of years.

]
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Now, trade in
steel futures

AKHIL NALLAMUTHU
BL Research Bureau

The National Commodities and De-
rivatives Exchange Limited (NCDEX)
is set to launch steel futures on
Monday .

Specifications
The unit size of the contract is 10 MT
(metric tonnes), i.e., one lot of fu-
tures contract will consist of 10 MT
of steel, and the price will be quoted
in rupees per MT; tick size of the
contract is set at X10. Note that, like
any futures contract on other com-
modities, these are compulsory de-
livery contracts. The Final Settle-

ment Price (FSP) will be the last spot
price on the day of expiry and 20" of
every month will be the expiry day.
Trading hours will be between 9:00
AM and 9:00 PM from Monday to
Friday. But on
expiry day, the
contract that ex-
pires on that
day will be al-
lowed to trade
only until 5:00
PM.

Margins

The initial mar-
gin (IM) and the extreme loss mar-
gin (ELM) are fixed at 8 per cent and
1 per cent, respectively. This will be
the minimum margin that will be
required to initiate a trade in steel
futures. Yet, the exchange can man-
date additional margin, should the
volatility exceed beyond certain
limit.

Trading constraint
On any day, if the price moves by 4
per cent (on either direction), the
exchange will impose a cooling
period of 15 minutes, meaning, trad-
ing will be barred during this
period. Post this, the limit be raised
by 2 per cent, i.e., the revised limit
will be 6 per cent.

In case price hits this level, trad-
ing for the rest of the day will be al-
lowed only within 6 per cent.
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‘Global demand drlvmg steel offtake, keeping prices firm’

SURESH P IYENGAR
Mumbai, January 18

Steel demand in India has been
growing steadily supported by
investments from the
government. However, the user
industry has been complaining
of high prices skewing their
project cost calculations. The
firm global prices have shut the
doors on imports. In an
interview to BusinessLine, VR
Sharma, Managing Director,
Jindal Steel and Power, shares
his views on the way ahead.
Excerpts:

Will the revival in steel
demand sustain over the
next year given the kind of
uncertainty in economic
growth?

Yes, domestic steel demand is
rising significantly month on
month, outstripping supply
by a big margin. Infrastruc-
ture projects have gained mo-
mentum post September, sup-
porting  steel  demand

recovery. The government is
optimistic about economic
growth and ramping up infra-
structure projects. I am con-
fident this will end the uncer-
tainties buzzing around, soon.
In fact, steel companies have
to ramp up their production
to match the rising demand.

Do you expect steel prices to
flatten given the concern for
the user industry?

Prices of raw materials such as
iron ore, scrap, DRI (direct re-
duced iron), HBI (Hot Briquet-
ted Iron) and pig iron have in-
creased significantly in the
last three months.

This is because of the huge
pent-up demand worldwide.
The lockdown due to the
Covid-19 pandemic reduced
manufacturing activities in
the first half of the year.

All of a sudden the demand
has increased to bridge the
gap.

Chinese steel consumption

Domestic steel demand is
rising significantly month
on month, outstripping
supply by a big margin,
infrastructure projects
have gained momentum
post-September

VR SHARMA
MD, Jindal Steel and Power

is at its peak of about 90 mil-
lion tonnes per month.

This has created a shortage
of steel in those countries that
were importing from China.
Iron ore prices are still increas-
ing, and if this trend continu-

ous, then the steel price may
move up further.

Do you think the rise in raw
material prices will sustain
given the healthy demand?
The shortage of raw materials
like iron ore will push up the
cost of steel manufacturing,
With the increasing demand
along with the cost-push, steel
prices will remain firm in the
future.

Will steel demand from
infrastructure projects
continue given the
government’s ability to '
spend?
Yes. The country has no other
option but to spend on infra-
structure projects. Being a de-
veloping economy, the scope
for new infrastructure pro-
jects will always be bright.
Apart from government
spending, private investments
are also showing early signs of
revival. Steel demand from in-

frastructure projects will con-
tinue to rise. The government
is also augmenting and mod-
ernising the rail infrastruc-
ture in the country with fresh
investments in metro projects
in various cities, which will
lead to good demand from
this sector.

Will steel exports continue

given in the context of the

second wave of Covid -19?

Domestic companies will give
preference to meet the local
demand over exports. De-
mand is also gearing up as
governments and the private
both are laying impetus on
the thought of Atmanirbhar
Bharat. We believe exports will
likely remain at a healthy level
asthereisashortage of steelin
certain parts of the world.
China has curtailed steel ex-
ports hence South-East Asian,
Indian and CIS producers will
move to fill up the gap created
by China in the export market.
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FIMI debunks mine
auction process

Revenue earned by
States much less
than forex spent
on imports, says
industry body

SURESH PIYENGAR
Mumbai,jJanuary 18
The Federation of Indian Min-
eral Industries has debunked
the government projection of
open auction of .
mines as the pan-
acea for all ills
plaguing the min- §
ing industry, and
generating huge
revenues for State
governments
through resource
development.
Following an analysis of the
auction system of mines in the
last 10 years, FIMI said the sys-
tem has resulted in arousing
fear among various industries
about the availability of raw
materials, which led to high
and unsustainable bids and
costly raw materials, rendering
the industries unviable and
leading to higher imports and
foreign exchange outgo.

Lower coal production

While the State government
has generated additional rev-
enue of 32,026 crore in 201819,
the lower coal production dur-
ing the period resulted in im-
ports worth %5320 crore, lead-
ing to net expenditure of 2.63
times-more than the revenue
generated, said RK Sharma, Sec-
retary General, FIMI.

Moreover, not a single green-
field mining project of coal or
non-coal has come into opera-
tion while the country contin-
ues to import more coal and

- but the auction process has re-

various metals, he said. Theauc-
tion has even halted work in
previously operational mines
having valid environment and
forest clearances.

There were 37 coal mines in
operation before the auction,

duced it to 20, bringing coal
production from these mines
down from 42.88 million
tonnes in 2014-15 to 30 mt in
2018-19.

Of the 19 coal blocks auc-
tioned last
June, 17 were
fully  ex
plored and
two partially
explored;
these were
expected to

- produce
about 51 million tonnes per an-
num at their peak rated
capacity.

Artificial scarcity

Auctions have created artificial
scarcity to the extent that com-
panies are placing unsustain-
ably high bids of beyond 100
per cent of the sale value of re-
sources. Any mine at a
premium in excess of 100 per
cent would inevitably operate
ataloss, FIMI said.

As per FIMI analysis, in case of
103 auctioned non-coal blocks,
103 per cent of the estimated
value of resources auctioned
will go to the government as
revenue, indicating that the in-
vestorin theauction gets negat-
ive return on investment.

While 3,248 mining leases for
non-coal minerals were ex-
ecuted in 200614, post intro-
duction of the auction regime
only 28 brownfield mining
leases have been executed with
pre-existing environment and
forest clearances.
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REUTERS

Gold rebounds from recent
low despite buoyant dollar

January 18

low hit earlier as the dol-
lar extended gains.

.Spot gold was up 03
per cent to $1,832.31 per
ounce at 1029 GMT, after
falling to $1,809.90, its
lowest since December 2.
US gold futures were up
0.1 per cent to $1,832.20.

Gold prices edged higher on Monday on the
prospect of extended US fiscal stimulus and
accommodative monetary policies, al-
though bullion held close to the 1-12month

Gold is considered a hedge against infla-
tion and currency debasement, likely to
arise from large stimulus measures.

However, Commerzbank’s Weinberg said
a stronger dollar, economic optimism and
concerns about Janet Yellen as the US Treas-

last week.

ury secretary nominee, who might be re-
strictive on the fiscal stimulus side, were
weighing on gold prices. The US dollar hit a
four-week peak against rival currencies,
making gold expensive for holders of other
currencies.

| expectations have risen

I™ neficiary — bond yields
* on gold, Phillip Futures
US Treasury yields scaled a 10-month high

Among other precious metals, silver
gained 0.5 per cent to$24.86 an ounce, plat-
inum rose 0.4 per cent to $1,078.10 and palla-
dium was up 0.1 per cent to $2,385. 9

Although US inflation
in anticipation of more
US fiscal stimulus, gold
has not been the sole be- |

have risen and weighed

said in a note.
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MCX-Zinc might turn bearish

AKHILNALLAMUTHU
BLResearch Bureau
The price of futures contract of
zinc on the Multi Commodity
Exchange (MCX) has been gain-
ing steadily after bottoming
out in mid-March last year.
After facing a consolidation
phasein September, the futures
contract expiring January 2021,
broke out of the crucial level of
%200 and rallied to %220 levels.
But, the bulls are now facing
a challenge as the contract has
been trading in a rectangular
pattern, oscillating between
%213 and %224, since past six
weeks. However, this time, a
considerable weakness can be
observed and the uptrend
seems to be losing strength.

MCX-Zinc (perka)

oo Return: 148% 539
b3V)
194
116
158
140

Jan 16, 2020

Jan 15, 2021

This can be observed in indic-
ators like the relative strength
index (RSI) and the moving av-
erage convergence divergence
(MACD) on the daily chart. That
is, the RSI has gone into the
bearish territory and the MACD
is on the verge of slipping into
the negative zone. Meanwhile,

the price has gone below both
21- and 50-day moving aver-
ages, turning the outlook
negative.

Yet, until the contract
breaches the lower limit of the
range X213, bearish reversal
cannotbe confirmed. So, unless
this support is invalidated,
traders should wait.

One can short the contract
with stop-loss at ¥222 if it decis-
ively breaks below ¥213. On the
downside, the price might
drop to %200. In case if this
level is taken down, the nearest
support can be spotted at 3192.

On the other hand, if it re-
bounds off the support at X213,
it can face hindrances at 220
and ¥224.

10
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Aluminium producers
seek 10% import duty

'OUR BUREAU

Mumbai, January 19

Primary aluminium producers have urged the
Centre to increase the import duty on primary
aluminium and aluminium scrap to 10 per cent
and reduce the customs duty on critical raw ma-
terials, such as calcined and raw petroleum coke,
caustic soda and alumina.

They also want to eliminate the GST compensa-
tion cess of T400/tonne on coal to support highly
power-intensive industries like aluminium.

In a representation made through the Alu-
minium Association of India ahead of the Budget,
the producers said these measures are absolutely
necessary to battle current challenges being faced
by the industry in sustaining the share of the do-
mestic aluminium demiand — which is today be-
ing imploded with imported aluminium —as well
as to make Indian aluminium more competitive
in global markets to retain and boost exports.

“The industry is not able to compete in the
global markets as the burden of Central and state
taxes and levies amount to 15 per cent of alu-
minium production cost,” it said.

Due to lack of an organised domestic scrap-re-
cycling industry,India is at severe threat as US di-
verted large volume of scrap to India, the associ-
ation said.

11
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MCX-Aluminium
testing a key
support level
MCX-Aluminium Gerko)
Return: 13.1% 180
; 168
156
144
132
120
Jan 20, 2020 Jan 18, 2021

AKHILNALLAMUTHU
BLResearch Bureau

From the final week of October
last year, aluminium futures
has been on a rally. The price of
January futures rose from
about %141 to reach X168 levels
in mid-December. However,
the contract was unable to ex-
tend beyond that level and tt}e
price action since past six
weeks shows a horizontal
trend. That is, it has largely
been oscillating between X160

l,and X168.

But over the past week, the
contract has been showing
some sort of weakness - it has
formed a lower high and the
price is below both 21- and 50-
day moving averages.

A breach of the support at
%160, can improve the strength
of bears, potentially dragging
the futures to X155 - the 50 per
cent Fibonacci retracement
level of previous uptrend. Be-
low X155, it can decline to 148.

Supporting the bearish view,
the price of aluminium futures
on the London Metal Exchange
(LME) has been declining since
past week and breached a key
support of $1,975 on Monday.

Consequently, the futures
contract on MCX is likely to
drop further. But since it has a
support at %160, traders can
short with stop-loss at X164 if
the contract breaks below
2160.
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Commodity markets to normalise in 2021

In second-half of the year, supply and
demand may return to pre-Covid levels

G CHANDRASHEKHAR

Despite sharp slowdown in
economic activity and de-
mand destruction caused
by Covid19, global com-
modity markets ended 2020
higher than at the start of
the year.

Rebounding growth lead-
ing to higher consumption
demand, supply disrup-
tions, rising energy prices,
massive liquidity boost,
weaker US dollar and La
Nina weather phenomenon
have all combined to push
overall commodity prices
(energy, metals and agricul-
ture).

Vaccine availability has
changed the sentiment
from one of gloom to a
sense of cautious optimism.
China has re-emerged as the
most important driver of

commodity demand follow-
ing a revival in economic
activity including construc-
tion, automobiles and ex-
port/ import trade.

This upward momentum
in the commodities market
is continuing into the cur-
rent year; but the big ques-
tion is how long will it last.

On current reckoning, 2021 .

is likely to be the year of two
halves — with the second
half likely to witness some
kind of normalisation of

supply and demand, with

concomitant effect on
prices.

Energy complex
Energy mar-

kets (crude 4
oil, natural
gas) are
likely to stay
at  elevated

levels this year as demand
revives with higher indus-
trial and transport activity,
while supplies are some-
what constrained.

The crude oil market is
most likely to remain in de-
ficit this year especially with
OPEC+ output cut. The US
shale out-
put is likely
to pick up
rather
slowly  be-
cause of fin-

ra® ® § BRI TATETINNITIN
My ‘OQ“M’H et

ancial constraints and new
environmental regulations.

Base metals & China

Industrial metals prices
started to surge in the last
quarter of 2020, thanks to
strong demand growth in
China and investor buying.

Copper has
breached  the
psychological

$8,000 a tonne.
Iron ore ($170]t)
and steel (HR coil
over $1,000/t)
have not lagged be-
hind in price rally.
But the surge is
unlikely to last
long as the positive
effects of stimulus
begin to fade. Also,
tighter lending re-
strictions for
the prop-
erty sec-
torin China
will weigh on
steel and copper

-----

demand. Mine production,
too, should see a rebound in
activity. In the second half
of the year, copper may shed
10-12 per cent from the cur-
rent levels and steel up to 20
per cent.

Gold may lose sheen

Gold and silver had a stellar
run in the second half of
2020, boosted by enormous
liquidity infusion and sur-’
ging investor interest. With
cheap money, weak dollar
and low US real yields, pre-
cious metals are unlikely to
see any major correction
anytime soon. However, if
economic activities rapidly
return to normal following
large-scale vaccination,
there is the danger of in-
vestors exiting haven asset
such as gold.

The author is a policy
commentator and
commodities market
specialist. Views are personal

NAVBHARAT DATE 72021 P.N.7

didl 1,000 wﬂ'w

, ST TSR H I
u@gﬁﬁwﬁa@ﬁ@wﬁa o
FH SER H 9 HIEER 6 /
THT 200 ¥4 SEH 50,850
99 ufd 10 70 2 4. =i §

ot il o1 & @1 3R AR SRy SIS ﬁﬁraﬁt
F WE 1,000 TYY SEHT GG oA B A dsi @ =
67,100 ¥ Wl fFell W UE @l d@aT 1,843 SR WM
™. EE Ued fA dF e W uge mn ad =@ o
66,100 B93 i Rl W ol 25.28 TTER Wi i & TE.

12




BUSINESS LINE DATH1/2021 P.N.7
Ametal in the dumps

Downstream aluminium units need a policy boost

RKJAIN

n November 11, 2020,

the Union Cabinet

chaired by the Prime

; Minister approved the

. Production-Linked Incentive (PLI)

scheme for 10 sectors, to encour-

_.age domestic manufacturing. The

"~scheme, first envisaged in March

this year, entails earmarking fin-

" ancial outlays that will drive the

country’s manufacturing sector

by cutting down on imports and

provide scope for harnessing the

growth potential of ‘domestic
manufacturing.

~ Asadriver of the manufacturing

- sector; the PLI scheme will help

embrace Atmanirbhar Bharat. It

will enhance India’s manufactur-
ing capabilities and increase ex-
ports for these champion sectors,
which include automobiles and
auto-components. It will make do-
mestic manufacturing

. competitive interna-
tionally, build eco-
nomies of scale, and
help India position it-
self firmly on the
global supply chain
map.

Playing a crucial role
in achieving the ob-
jectives of the Govern-
ment’s ¥1.46 lakh crore PLIscheme
will be the downstream sectors, es-
pecially the secondary aluminium
segment. However, this crucial
segment, whose products are a
critical requirement in some of
the key sectors under the PLI
‘scheme such as automobiles and
auto-components, telecom, tex-
tile, solar modules, white goods,
etc., is in need of policy support.

Focussing downstream
With a processing capacity of 3.9
million tonnes, India’s down-
stream aluminium segment com-
prises around 2,500 companies
that include both large and mid-
size firms, and a much bigger base
of smaller and unorganised play-
ers. Schemes like PLI are needed to
give wings to this sector.

What is missing is one specific
scheme from the government that

will help boost demand and en-
courage domestic manufacturing
of downstream  aluminium
products. Such a scheme will
bring in investments from both
within and outside.

Manufacturers in the down-
stream aluminium segment have
been suffering on account of poor
export incentives as well. Unlike
their counterparts in the produc-
tion of primary aluminium, those
in the secondary and downstream
segments have historically faced
indifferent treatment.

This comes from the fact that
the downstream segment pro-
cures material from primary alu-
minium producers at a premium
over the London Metal Exchange
prices and then has to fight in the
same space, to sell finished down-
stream products competing with
some of the largest primary pro-
ducers. It is well-known that the
US-China trade war has
hit downstream alu-
minium producers the
most as products from
Y| nearby countries are

. dumped in India, as the
US market has suddenly
closed for them.

If the government ex-
tends the PLI ora similar
scheme to the down-
stream segment, it will help the
sector to perform better and thus
ensure a level-playing field for the
local manufacturers.

Introducing non-tariff meas-
ures to lessen dependence on
Chinese imports will go a long way
in giving impetus to local manu-
facturing and curbing imports.

The secondary aluminium sec-
tor can boost India’s manufactur-
ing capabilities to a great extent.
There are close linkages between
the downstream segment and the
manufacturing industry. The sec-
ondary aluminium sector also
needs a sector-specific strategy
like in the case of speciality steel.

This will not only help in value
addition but also improve quality
across user industries.

The writer is Senior Vice President -
Commercial at Jindal Aluminium Ltd
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Sand mining: SC panelreport slams ajast an

‘free—for-all loot’ questlons leases nearrivers

DEEP MUKHERJEE
JAIPUR JANUARYZO
IN A severe mdlctment of the
Rajasthan government, a Central
Empowered Committee (CEC)
directed by the Supreme Court
tolook into sand mining has said
the state tacitly participated in
“the free-for-all loot of this valu-
able natural resource”, question-
ing the “liberal” grant of environ-
mental clearances.

The Court had directed the
CECin February last year to sub-
mita report on issues regarding
sand mining faced by traders,
consumers, transporters, the
government and other stake-
holders in Rajasthan, and to sug-
gest measures to stop illegal
sand mining.

The report, dated December
23 and submitted to the Court,
says, “CEC has no hesitation in
concluding that the issue of min-
ing leases in khatedari (agricul-
tural/revenue)lands has directly
facilitated legalising extraction,

transportation and sale of ille-
gally extracted sand from the
river beds in the state.”

It talks about anamendment
to the Rajasthan Minor Mineral
Concession Rules by the govern-
mentin December 2017 to grant
short-term permits in khatedari
lands for excavation of sand only
for government or government-
supported works, and adds,
“Almost all the khatedari lessees
have misused the e-rawanaas
(transit permits) for removal and
transport of sand illegally col-
lected. Therefore it isimperative
to ensure that all the khatedari
leases involved in misuse of e-
ravannasare cancelled withim-
mediate effect.”

Thereport also notes that 192
of the 194 mining leases on
khatedari lands had been
granted after the Supreme
Court’s November 2017 order re-
straining river sand mining be-
fore a scientific replenishment
study was completed and envi-
ronmental clearance granted.
“The 194 khatedari leases are

A tractor transports sand in Tonk district. Deep Mukherjee

agricultural/revenue lands
which do not have deposits of
quality sand suitable for con-
struction... itis perhaps not acci-
dental that most of the khatedari
leases on agricultural lands have
been granted in close proximity
toriver banks,” states the report,
noting that 114 khatedari leases
fall within 100 metres or less
from river banks.

“This locational advantage
near river bank has been pur-
posefully permitted to be ex-
ploited by the lessees who evac-
uated sand from river bed,
instead of from their lease hold
area in khatedari lands, many
times more sand than the quan-
tity permissible in the mining
plan/EC (environmental clear-
ance).”

The report also criticises the
Ministry of Environment, Forest
and Climate Change for the de-
lay in granting environmental
clearances to holders of letters of
intent in sand mine leases, say-
ing this “prolonged impasse in
legal mining” had led to “ram-
pant”illegal mining of river sand.

The report states that the col-
lection of sand in Rajasthan was
about 57 MMT per annum in
2016-17 before the Supreme
Court order restraining sand
mining, fallingto5 MMT peran-
num in 2019-20. “According to
the state government only about
25-30% of the demand is fulfilled
from lawful mining activities.
The resultant gap is the main
driving force behind illegal sand
mining,” says the CEC.

Inits submission to the CEC,
the Rajasthan Police has stated
that between January 1, 2019,
and September 20, 2020, 4,417
FIRs were registered in relation
to illegal sand mining, with
5,044 arrested, and 1,58,637
tonnes of sand seized. The data

reveals that 109 public servants
were attacked in this period by
the sand mafia, resulting in
death of two, while attacks on
civilians left 10 injured and
three dead.

The police received com-
plaints against 160 police per-
sonnel, while the anti-corrup-
tion bureau named 17 police
personnel.

Last month, Chief Minister
Ashok Gehlot said that if there
was one regret in his tenure of
two years, it was unchecked il-
legal sand mining.

The CEC report suggests
that no tractor that is not regis-
tered as a commercial vehicle
be engaged for transport of
sand from the mining site to the
transit depot.

The recommendations of the
CEC include termination of all
the khatedari leases located
within 5 km from the river bank
as well as leases where viola-
tions are detected, and scrapping
of the excess royalty collection
contract system.

Z
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Commodity Transaction Tax must go

It not only increases the cost of risk management but also makes price discovery less efficient

NILANJAN GHOSH/RENITA D'SOUZA

arket participants’ plea

for removal of Com-

modity Transaction Tax

(CTT) ever since it came
into existence in July 2013 on non-ag-
ricultural commodity derivatives
trading in India has gone unheeded
so far. In Union Budget 2020-21,
things went further south for the
commexes with CTT being extended
on sale of index futures and options
in goods.

This was a retrograde step from the
perspective of the government's
mandate of creating an enabling
business environment through im-
proving ‘ease of doing business’;
rather it increases the “cost of doing
business”, and goes against the vis-
ions of Make in India and Aat-
manirbhar Bharat, as it deprives the
domestic commodity-based enter-
prises from effective risk-manage-
ment platforms. Probably, India is
the only country apart from Taiwan
having CTT.

There is no denying the fact that
this tax completely defeats the initial
purpose for which commodity deriv-
atives trading was allowed in the new
millennium: risk management or
hedging, and price discovery. This is
revealed in a recent study conducted
by us.at the Observer Research
Foundation.

Theimpact of CTT

The study entailed an analysis
of open access daily trading
data (volume, prices, etc) from
January 2006 to December ||i}
2019 of Multi Commodity Ex- |§
change (MCX) of India (which
dominates the non-agricul-
tural domain of commodity
derivatives) for five non-agri- *

cultural commodities: alu- »~

- RS

minium, copper, crude oil, gold and
silver. The impact of CIT on volume
and volatility was checked, and even-
tually its role in hedging at the micro
level, and price discovery at the
macro level.

As estimated and shown in the
Table, volumes in 2017 declined sub-
stantially as compared to 2011, a rep-
resentative year prior to the imposi-
tion of CTT, and a normal year prior
to the MCX going for its IPO. For these
commodities, the overall decline is
around 70 per cent —aresult of an in-
crease in the cost of hedging due to
CIT.

Also, liquidity through the Hui-
Heubel ratio, which reveals the recip-
rocal of liquidity, was measured. Li-
quidity of trading essentially reflects
on how fast a trader can enter or exit
from the market at a desired price. A
higher Hui-Heubel ratio reflects
lower liquidity. Interestingly, the res-
ults do not show much change in the
liquidity measures of the selected
commodities.

However, the impact on hedging
efficiency is palpable. Hedging effect-
iveness measured in terms of the
Ederington formula re-
veals how effectively a

hedger can
hedge
against

Change in average daily turnover from pre-CTT days

risks posed by price volatility in the
physical market. All these non-agri-
cultural commodities under consid-
eration are affected by forces of inter-
national trade, finance,
geo-economic and geo-political de-
velopments.

Therefore, the more effectively the
futures prices mirror the physical
market dynamics, the more effective
is risk management. Our estimates
show that crude oil, gold and silver
have recorded a decrease in hedging
efficiency as a consequence of CTT,
while there is no change in the
hedging efficiency in aluminium;
copper’s hedging efficiency, however,
shows a rise.

We have also tested the impact of
CTT on price discovery with the Gar-
bade-Silber econometric framework.
Price discovery is the phenomenon
where a market, through incorpora-
tion of various forms of information
from the physical market and the
commodity economy as a whole,
helps in creating reference prices for.
other markets. This helps primary
produ-

Commaodity Aluminium | Copper Crude oil Gold Silver Combined
Average daily turnover in 2011 (¥ crore) 256.32 | 4,116.86 | 6,978.04 | 9,435.35| 12,321.79 | 33,108.35
Average daily turnover in 2017 (¥ crore) 37235 | 1,323.19 | 3,990.27 | 2,425.39 | 1,725.91 9,837.11
% change in daily turnover in current prices 45.27 -67.86 -42.82 -74.29 -85.99 -70.29

cers, market intermediaries and cor-
porates, among others, in their crit-
ical extraction, storage and market-
ing decisions.

Future of physical market

Hence, it is expected that an efficient
futures market should reflect on the
future of the physical market. Our
econometric framework revealed
that the price discovery function de-
clined for copper, gold and silver due
to CTT imposition, though the same
is not true for crude and aluminium.

However, one needs to note here
that the crude oil variety imported in
India does not really match with the
one traded in the commex, and alu-
minium has substantially low
volume to really have any impact in
physical trading.

Inany case, the negative impacts of
CIT argued here are pretty well evid-
enced. A 2008 EPW paper — ‘Com-
modity Transaction Tax: A Recipe for
Disaster”, September 27' — shows on
the basis of a scenario analysis that
there is a case of existence of “Laffer-
isation” (with the rev-
enue generated from
CIT being lower

than the direct
and indirect
revenue  loss
due to the lower
turnover and its
cascading  im-
pacts on in-
g¢omes), with the
possibility of crit-
ical point being
reached at between
10 and 15 per cent
volume loss.

As . noted, the
volume loss in the non-
agricultural segment is

already to the tune of around 70 per
cent. Considering the fact that these
commodities comprise more than
80 per cent of turnover, there is a
high chance of revenue loss than gar-
nering revenue on the part of the
government. The case of removing
the CTT therefore rests here.

Ghosh is Director, and D’souza is Fellow,
at Observer Research Foundation
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China’s iron ore imports
from India up nearly 907

Imports in 2020
stood at 44.8 mt
compared with
23.8 mtin 2019

REUTERS
Beijing/New Delhi, January 20
Australia and Brazil, the
world’s two largest iron
ore producers, remained
China’s top suppliers in
2020, but imports from In-
dia soared 88 per cent as
Chinese mills diversified
sources amid sky-high raw
materials prices.
Australian  shipments
rose seven per cent to 713
million tonnes (mt), while
Brazilian supplies were up
35 per cent at 2357 mt,
data from China’s General
Administration of Cus-

To lower costs, steel firms in China, like those in India, were
using more low-grade ore

China’sdemand,” said Tang
Chuanlin, analyst with
CITIC Securities,"Mills had
to buy from other coun-
tries.”

The world’s top steel
producer imported 44.8
mt of iron ore from India
last year, compared with
the 23.8 mt purchased in
2019, and was the most in
nine years.

China churned out a re-
cord 1.05 billion tonnes of
crude steel in 2020, with
boosted by

structure. India, = the
world’s third-biggest steel-
maker, suffered a 12.6 per
cent decline in the nine
months though December
from same period year
earlier, government data
showed, leaving more iron
ore to sell to Chinese
buyers.

Low-grade ore

Tang also noted that
Chinese steel firms were
using more low-grade ore,
like India’s, as part of an ef-

Almost two-thirds of In-
dia’s iron ore exports to
China had less than 58 per
cent iron content, accord-
ing to Indian mining in-
dustry estimates.

“The purchases will con-
tinue until March (on
strong Chinese demand),”
said BK Bhatia, joint secret-
ary general of the Federa-
tion of Indian Mineral In-
dustries, the country’s
biggest mining lobby
group.

Bhatia expected Chinese
buying to  continue
through until March, but
said it was too difficult to
predict demand beyond
then.

Spot prices of iron ore
with 62 per cent iron con-
tent for delivery to China
jumped 73 per cent in
2020, while 58 per cent
iron ore soared 91 per cent,
according to SteelHome

toms showed on
Wednesday.
“The two countries’ rise demand
fully meet

Beijing stimulus for infra-

fort to lower costs.

consultancy.
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"Hindustan Zinc net up 36/ on higher realisation

OUR BUREAU

Mumbai, January 20

Hindustan Zinc, a Vedanta
Group company, has repor-
ted a 36 per cent jump in
December quarter net profit
at 2,200 crore against
1,620 crore logged in same
period last year, on the back

of higher realisation and
lower cost of production.
Revenue from operations
was up 28 per cent at 5,915
crore (34,626 crore). '
Zinc production was up
two per cent at 1,82,000
tonnes while lead output in-
creased 28 per cent to 52,000

tonnes and that of silver
jumped 23 per cent to 183
tonnes.

Sales realisation from zinc
was up 21 per cent at 3,835
crore while lead and silver in-
creased 25 per centand 66 per
cent to X817 crore and 1,146
crore, respectively.
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Base metals and gold, too

Recovery in industrial activities
and safe-haven status stoked the rally

RUTAM VORA

Ahmedabad, January 21

Even as the BSE Sensex briefly
breached the 50,000-mark on
Thursday yielding nearly 100
per cent gains for the investors
from its March lows, commod-
ities, too, created a positive mo-
mentum to emerge as strong
companions to equities.

Thé disruptions from
Covid19, while posed uncer-
tainty about future, did also
prompt governments to ex-
tend monetary and fiscal sup-
port to the economy. This, ac-
cordingtoanalysts, triggereda
collective rally in equities, bul-
lion, metals and agri-commod-
ities from the lockdown days.

Dissecting the relation
between the rally in equities
and commodities, Ajay Kedia,

Director at Kedia Commaodity,
informed that in a rare in-
stance, gold and equities
moved in tandem as a fallout
of Covid19 uncertainty and
the government push that
followed.

“Equities fell sharplyas busi-
nesses started getting hurt due
to Covid19. The uncertainty
triggered safe-haven buying
for gold. Butsoon after govern-
ments came up with financial
package to revive the eco-
nomy, which fuelled the equit-
ies rally. This is rare. What also
fuelled the base metals is the
resumption of industrial activ-
ities which triggered strong
buying and we saw metals
gaining sharply from their
lows in March,” Kedia told
BusinessLine.

How they fared [l oty 52-week low SZE;“:;
Index Points Points % Points Date %
NCDEX Agridex 1,091.2 | 1,1484| 52 920.7 | March 16, 2020 24.7
MCX Comdex Composite | 10,549.6 | 10,668.3 | 1.1 7,926.9 | March 18, 2020 34.6
MCX Comdex Base Metals | 11,318.7 | 13,807.0 | 22.0 | 9,107.3 | March 23, 2020 51.6
MCX Comdex Gold 13,737.3 | 16,755.4 | 22.0 |13,559.5 | March 16,2020 | - 23.6
S&P BSE Sensex 41,323.8 | 49,792.1 | 20.5 |25,981.2 | March 23, 2020 91.6

Source: NCDEX, MCX, BSE

As against the near-100 per
cent rally in S&P BSE Sensex
from March 2020, MCX Com-
dex Base Metals reported
nearly 52 per cent rise, fol-
lowed by about 24 per cent
gain in MCX Comdex Gold
index.

“Since the second quarter of
2018, we had seen perpetual
buying in bullion due to vari-
ous international factors in-
cluding geo-political tensions,
lower interest rates in the US

among others. Secondly, base
metals including aluminium,
zinc, nickel, copper directly
represent the industry or eco-
nomy,” he added. Nickel fu-

to match the upward mo-
mentum built by the equities,
agri commodities were slow to
join the rally.

tures have gained by nearly32  Slow start to agri-comm
per cent within a year, fo-  NCDEX Agridex, which com-
lowed by zinc futures at 21 per  prisesagri commodity futures,

cent, aluminium futures by 17
per cent and lead futures by
about 10 per cent in past one
year.

While industrial metals or
base metals and bullion tried

saw a fall from 1091 points in
the beginning of 2020 to
about 920 points by mid-
March 2020. Also, MCX Com-
dex Composite index fell from
10,549 on January 21, 2020 to

,join the Sensex party

7,927 points on March 18. How-
ever, the recovery from these
52-week lower levels was quick
and sharp.

Experts attribute the strong
recovery in the agri indices to
the higher commodity prices
led by edible oils and oilseeds
and pulses including chana.
Tight demand-supply condi-
tions had stoked a rally in
chana prices from about
33,600 a quintal to ¥5,500dur-
ing October.

From its lower levels of
March 2020, NCDEX Agridex
and MCX Comdex Composite
exhibited sharp recovery with
about 25 per cent and 35 per
cent gains, respectively. Al-
though, the gains were lesser
than what was seen in the
equities or industrial metals,
the upside momentum in a
short span of time put agri
commodities on hot list for
investors.

| BUSINESS LINE DATE 12821 P A7 |
Regaining sparkle: Diamond exportsto ~
touch $15b this fiscal on pent-up demand

OUR BUREAU
Mumbai, January 21
The recent upsurge in spend-
ingon diamonds, ridingona
combination of pent-up de-
mand and recovery in retail
offtake in key markets such
as the USand China, is expec-
ted to help India’s diamond
industry close this fiscal with
revenue of over $15 billion.
The cut and polished dia-
mond exports last fiscal de-
clined by 22 per centto $18.66
billion compared to $24 bil-
lion in the previous year.

Positive trend

Sluggish demand and exten-
ded lockdowns globally saw
exports plunge to $5.5 billion
in the first half of this fiscal,

almost halving year-on-year.
However, in the third
quarter, exports have risen to
an estimated monthly aver-
age of $1.6 billion, setting the
industry up for a tryst with
the $15-billion

mark for the full |
year.

After the
Covid pan- ¢
demic out: fu
break, the in- &
dustry was | o

expected to see =~

a third shaved off its top-line

this fiscal. Now; this could
get arrested at about 20 per
cent.

Subodh Rai, Chief Ratings
Officer, Crisil Ratings, said
trends in recent months

have been encouraging. Re-
tail sales in the US and China
have grown by about 3-5 per
cent which would provide
the industry sustained mo-
mentum over the medium
term.

*  While there
.« are new lock-
downs in some
-~ parts of EU, the
. launch of Covid
vaccines across
# the globe is ex-
AHSEEEEES pected to mitig-
ate a massive disruption
hereon, he said.

At the start of the fiscal,
the industry was grappling
with significant build-up of
inventory — comprising
both roughs and polished

diamonds — over the previ-

ous seven months.
Mixed price trend
Amid the weak demand
scenario, however, the

miners reduced the prices of
roughs by almost 10 per cent
around the end of the
second quarter. With de-
mand also on the rise gradu-
ally, the prices of polished
diamonds increased by al-
most 2 per cent in the
December quarter. This
helped the industry wipe out
a portion of the operating
losses of the first half.

With prices now stabil-
ising, operating profitability
is expected to remain intact
for the full year.
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Trade sees illicit imports getting
incentivised under higher duty regime

provide a TUFs-like scheme
for the diamond sector to
enhance skills and improve

BUSINESS LINE DATH 12821 P.N.8

Diamonds, jewellery sector pins hopes on duty cut

(in’§ million) (al ports)
India (in $ million)

in India Report 2019-20, re-

Apr2018- Apr2019- Apr2020-

leased in November, the Dir-
ectorate of Revenue Intelli-

RUTAM VORA
Ahmedabad, January 22

Diamonds and precious
metals sector have sought
relief from Finance Minis-
ter Nirmala Sitharaman in
terms of reduction in im-
port duties as well as clear-
ance of the pending GST
settlements as she prepares
to present the Budget on
February 1.

Trade sources in Surat
said that a mammoth
15,000 crore worth of GST
settlements are pending

with the government. “The
government isn’t making
refunds, nor they are giving
GST credits. The Finance
Minister should take a de-
cision on this GST settle-
ments and make an appro-
priate announcement so
that the funds can be util-
ised,” Dinesh Navadia, Re-
gional Chairman, Gems
and Jewellery Export Pro-
motion Council (GJEPC),
told BusinessLine.

Navadia also stated that
this fund can be used to

use of technology. “Also,
there is a 7.5 per cent im-
port duty on polished
stones, which needs a re-
consideration. This will
eventually benefit the In-
dian diamond polishers,
who can work on the dam-
aged solitaires to upgrade
their quality. The current
duty structure makes it un-
viable for them;” he said
adding that the govern-
ment should allow interna-
tional miners to sell the
sample stones that they
bring in India.

Mar 2019 Mar2020* Dec 2020*

s Gold bar

8,025 7821 679

Silver bar 42 31 pL)

Platinum bar 62

159 8

For the precious metals,
GJEPC has already urged
the government to reduce
import duty from 12.5 per
cent to 4 per cent in the up-
commg Budget.

Due to trade tensions
and disruptions between
the US, China and Hong
Kong, the international
jewellery demand is turn-

ing to India but higher im-
port duty on the bars
makes it difficult to com-
pete in the global market,
Navadia said.

Gold smuggling
Also, higher duty is seen as
an incentive to smuggle
gold into India.

In the latest Smuggling

gence (DRI) has noted that as
against the annual domestic
gold consumption of about
1,000 tonnes, average gold
imports is recorded at
around 800 tonnes, which
points at smuggling of about
150-200 tonnes each year.

A World Gold Council data
shows about 120 tonnes of
gold being smuggled into In-
dia during fiscal 2019-20.

“With the price of gold go-
ing past the 50,000 mark,
the illicit trade has become
all the more profitable,” the
report added.
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JSW Q3 Net
Up 14-Fold On
Steel Demand

Our Bureau

Mumbai: JSW Steel on Friday
recorded a 14-fold growth in
consolidated net profit for the
third quarter ended December
2020 compared to a year earlier
on the back of better demand
and restocking from automoti-
ve, machinery, construction
and infrastructure sectors ai-
ded by increased government
spending, the company said.
The steelmaker

| posted anet profit
0‘ of 22,669 crore for
the December qu-

arter, compared
with %187 crore a year earlier. In
the September quarter of FY
21, it had reported a 37% fall in
net profit at 1,595 crore.
Consolidated revenuefromope-
rations rose 21% year-on-year to
221,859 crore, while standalone
revenue grew 22% to 19,239 cro-
re. Operating earnings before in-
terest, tax and depreciation ex-
panded 142% t0%5,946 crore.

JSW Steel Q3 net profit zooms to
32,669 cr on higher realisation

Sales revenue
grows 23% to
21,487 crore

OUR BUREAU
Mumbai, January 22
JSW Steel has reported that its
net profit in December
quarter increased multi-fold
to 32,669 crore against X187
crore in the same period last
year due to higher realisation.
Sales revenue was up 23 per
cent at ¥21,487 crore (317,416
crore). Despite paying mining
premium and royalty of
3,604 crore (X197 crore), the
overall expenses were up only
two per cent at 18,210 crore
(%17,719 crore) as the raw ma-
terial and finance costs
dipped to ¥8,652 crore (X 9,177
crore) and ¥997 crore (31,060
crore). Quarter on quarter, net
profit was up 67 per cent
while sales increased 15 per
cent.

Flat steel production down
Flat steel production was
down two per cent at 2.92 mil-
lion tonnes while that of long

The proportion of higher
margin value-added and special
steel sales increased to 57 per
centin this quarter ReuTers

products were up four per
cent at 0.91 mt. With the
strong recovery in economic
activity, the company’s aver-
age capacity utilisation in-
creased to 91 per cent from 86
per cent in September
quarter.

The company reduced in-
ventories by 0.47 lakh tonnes
during the quarter.

The proportion of higher
margin value-added and spe-
cial steel sales increased to 57
per cent in this quarter from
51 per cent in September
quarter.

The US-based plate and pipe
mill of the company contin-
ued to be under planned shut-
down while the sales volumes
of plates stood at 18,183 net
tonnes and that of pipes were
150 net tonnes.

Ebitdaloss

It reported an Ebitda loss of
$8.45 million in the quarter.
JSW Steel USA Ohio Inc, the
hot-rolled coil making facility
idled for furnace upgrade, re-
ported Ebitda loss of $21.26
million while the long
product making JSW Steel
(Italy), reported Ebitda loss of |
€0.52 million in the quarter
under review.

The company has com-
menced production from all
the nine mines acquired in
Karnataka with the last of
three mines going on stream
in December.

Mining operations at the
four mining blocks at Odisha
ramped up production and
dispatches. Overall iron ore
supply from captive mines ac-
counted for 49 per cent in the
December quarter.
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