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In the third quarter of 2011, EUO s
economic  performance  remained
utterly weak. Exports served as the
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_ growth.
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still posted growth of 0.4-0.5% g-o0-q,
Ee 109 59 20 52 but in most Eurozone countries growth
came close to a halt or became
negative, as in the case of Italy and the
Imports 9.8 3.5 1.5 4.2 Netherlands.

First indications for the final quarter of

99 the year point to the increased
likelihood of the EU economy having
slid into a mild recession.
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; eating its way into the real economy.
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consumer confidence has come down
sharply on the back of the further
intensification of the sovereign debt

b Based on information available as of 30" January, 2012



crisis. Risk aversion in the financial
sector has led to a contraction in credit
supply. While it is widely recognised
that austerity is required to avoid the
sovereign debt crisis from getting
worse, it will also stifle economic
growth and affect employment.

Leading indicators touching bottom?
The business and consumer survey
conducted by the European Commis-
sion shows that the decline in the main
forward looking indicators eased
somewhat towards the end of the year,
compared with the specifically marked
drop in the third quarter.
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In January 2012, the economic
sentiment indicator (ESI) increased by
1.2 %-point owing to a rise in
consumer, industrial, construction and

servicesbd , ¢ tha f ifidte n ¢

significant rise since almost a year.
The Eurozone manufacturing and
services PMIs took a turn for the better
in December and strengthened in
January to the highest level in five
months. The improvement in these
indicators appears to signal that the
overall rate of deterioration in business
conditions could be slowing in the near
term.

However, it is still too early to conclude
that confidence could be restored on a
relatively short notice.

The December EU summit failed to
impress the financial markets despite

the agreement by all EU countries
except the UK on participation in the
new fiscal compact and engagement in
a significantly stronger coordination of
economic policies.

There are indeed serious concerns
about the implementation risk of the
agreed measures. The main goal was
to save the Euro and to address
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union combined with fiscal and
budgetary policies which are still
defined and controlled at the individual
country level. Details have to be
worked out and at the national level
parliaments still have to agree on the
plans. A consensus view on improving
the fragility of the EU banking system,
on the issue of financing support
measures for large EU countries in the
danger-zone such as ltaly and Spain
and on how to stimulate economic
growth in the debt-ridden peripheral
EU countries is lacking at this stage.
Obviously it will take more than this
first pledge of commitment to streng-
thening fiscal discipline and the intro-
duction of more automatic sanctions
and stricter surveillance to restore
credibility and confidence in the EU.

e

Manufacturing looks resilient

In EU industry, sentiment stabilised in
December at just below its long-term
average, followed by a mild increase in
January 2011.

EU Industrial Confidence
balance of positive and negative answers
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Companies have become more
pessimistic on their order books and
expected production trends in the
months ahead. Meanwhile, there was
no further deterioration in the
assessment of stocks of finished goods
which were seen as rather stable at a
mildly elevated level since September
last year.

However, against the background of
the currently available hard data on
industrial production and new orders
for industrial goods it appears that the
actual situation in manufacturing is still
more benign than the survey results
suggest.
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In November 2011, industrial
production in the EU remained fairly
close to the level registered earlier in
2011. While the main support is
provided by solid German output
levels, production in most other large
Eurozone countries has to some extent
weakened recently but did not fall off a
cliff. On balance, year-on-year growth
in output slowed from 6-7% in early
2011 to close to 0% in November,
resulting in a year-to-date increase of
3.7% over the first 11 months of 2011.
The latest data on new industrial
orders show a marked month-on-
month contraction in the Eurozone
countries and only a mild dip in the
EU27 in the third quarter of 2011.
Since October, Eurozone orders
moved sideways, whereas EU orders

registered a slight further decline.
Year-to-date order intakes are 9% up
on 2010.

EU New Industrial Orders
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Bookings remaining weaker for a
longer period will eventually lead to
orders books getting thinner. For the
moment, they are reported to have
filed up quite well and should keep
overall manufacturing output at a
decent level for the time being.
Nevertheless it is evident that the
current climate of uncertainty is already
having an impact on investment plans
of the corporate sector in the EU.
Companies appear to be postponing
larger projects until the economic
outlook is more clear. Investment
propensity is also affected by more
difficult access to and higher cost of
finance, particularly for small and
medium-sized enterprises.
Consequently, investment in
machinery and equipment is seen
stagnating in 2012, followed by a rise
of almost 2.5% in 2013.

While EU demand for industrial goods
looks set to weaken in 2012, the
outlook for demand on the international
markets is still mildly positive.
Economic fundamentals in the US are
looking currently slightly stronger than
previously anticipated whereas the key
emerging regions will continue to see
growth, albeit at a less vigorous rate
than in 2010-2011.



Eurozone competitiveness will be
bolstered by the depreciation of the
Euro against the US dollar. Early 2012,
the Euro is trading at more than 10%
below its 2011 peak.

The current forecast for industrial
production sees growth almost coming
to a halt in 2012, followed by a modest
recovery in 2013.

Looking forward, the outlook for
manufacturing in 2012-2013 is still
relatively benign. In the core EU
countries, companies have strengthe-
ned their balance sheets and are
managing stocks more efficiently.
Under the current circumstances,
industry appears not to be facing a
repeat of the 2008-2009 scenario.

Bleak outlook for consumption
Weakened short-term growth
prospects and a rise in funding costs
have led to governments in most
Eurozone countries acknowledging
that they will need to revisit their
planned spending cuts and austerity
programmes. This basically implies
stronger cuts in a shorter timeframe
which will undoubtedly impact more
profoundly than anticipated before on
economic activity and employment in
the EU, particularly in those countries
affected most by the debt crisis.
Government consumption is expected
to stabilise around the 2011 level over
the 2012-2013 period.

EU Consumer Confidence
balance of positive and negative answers
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The outlook for private consumption in
the EU has deteriorated in recent
months on a par with weakening
consumer confidence.

Household disposable income will feel
the strain of governments introducing
additional  fiscal measures and
spending cuts. Inflation is still relatively
high, with particularly fuel and energy
prices having a negative impact on
disposable income.

The imminent reduction in public sector
jobs and weakened private sector
hiring prospects have darkened the
labour market outlook. The EU27
unemployment rate stood at 9.8% in
November 2011, compared with 9.6%
in the same month of 2010. It will
probably take until 2013 before the
unemployment rate improves again.
Consequently, consumer confidence is
under severe downward pressure and
fell in December 2011 to the lowest
level since June 2009. Low levels of
consumer confidence go hand in hand
with retrenchment and a rise in the
savings rate. Private consumption is
seen moving sideways in 2012,
followed by 1% growth in 2013, the
highest growth rate since 2010.

More aggressive ECB policy response
On December 8, 2011 the ECB
announced several measures in
support of the ailing EU economy. In
addition to the 25 basis points cut in its
refi rate, the ECB provided additional
funding support to EU banks through
longer-term financing operations
(LTRO) with a maturity of 36 months.
Further liquidity support actions
consisted of the issuance of short-term
loan facilities. However, the provision
of fresh resources to the banking
system did not result in increased
credit supply, in a reflection of



increasing risk aversion and concerns
about the ability of counterparties to
meet their debt obligations. Instead of
increasing lending operations, banks
have channelled a large part of the
loans back to the deposit facility of the
ECB. As stated before, particularly
small and medium-sized companies
find it increasingly difficult to get
access to finance for their daily
operations. Needless to say that if this
situation continues, it will have a
negative impact on investment and
employment in the private sector and
consequently could lead to a further
deterioration in consumer confidence
and private consumption.

Further interest rate cuts are to be
expected during 2012 in case
prospects for the EU economy
continue to darken.

Indeed, the focus of the ECB has
shifted clearly from controlling inflation
to avoiding a further deterioration in
economic and financial conditions in
the EU and providing full support to the
European banking sector. Neverthe-
less, the ECB is still much more
hesitant about supporting individual EU
countriesdé financi
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The loosened monetary policy of the
ECB in combination with fears of a
longer-lasting crisis in the EU has
resulted in mounting pressure on the
Euro during the fourth quarter of 2011.

The Eurozone currency weakened
from on average 1.43 US$ in the
March-August 2011 period to around
1.28US$ in early January 2012; at the
end of the month, the Euro had
recovered to just above 1.30 US$. The
depreciation of the Euro should help to
improve the attractiveness of EU
goods abroad. At the same time, it will
make most imports more expensive.
The strains from austerity plans to re-
establish confidence in Eurozone
solvency will continue to weigh down
on the Euro for the time being.

Recessionary conditions in H1-2012
The | atest
Economic Committee for
economy show GDP on balance
moving sideways in 2012. The
expected growth pattern over the year
is a weaker performance in the first
half of the vyear and a slight
improvement from mid-2012 onwards.
Although the EU as a whole may be
able to technically avoid a recession
(defined as a decline in GDP for two or
more consecutive quarters), economic
conditions in the first half of 2012 are
neverinddessebass characterised by the
term
will remain depressed for the time
being, while exports will continue to
provide the main positive contribution
to GDP growth.

The growth pattern gap in economic
performance between the core and the
peripheral Eurozone countries will
persist, with particularly Italy and Spain
facing the threat of negative GDP
growth for most of 2012 rather than
just the first half. But also for some
smaller EU countries such as the
Netherlands and Hungary, the
economic outlook is quite grim.

the EU
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The erosion in confidence of investors,
enterprises and consumers coming to
a halt will be of crucial importance for
growth to revive from the second half
of 2012 onwards.

This will only happen if the EU is able
to show significant progress on solving
the burning issues which needs
immediate action: saving Greece,
preventing further contagion, streng-
thening the EFSF/ESM, recapitali-
sation of EU banks and stricter
budgetary discipline.

The implementation of reforms at the
country level will not be sufficient to
tackle the systemic  weakness
underlying the Eurozone crisis as this
will only be achieved by the move
towards an actual political and fiscal
union. This still appears to be a longer-
term issue: strong controversies at the
national level will have to be solved
before a solution will come into sight.
The key assumption with regards to
the current forecasts is that EU
policymakers will not allow the
Eurozone sovereign debt crisis to
escalate further: the stakes are simply
too high.

Chances of a rapid and convincing
solution of the sovereign debt crisis
appear to be limited. However, even
though this implies more summits
down the road and the continuation of
the fimuddl ing
credibility of political decision-making
should be bolstered by the on-going
efforts undertaken by EU leaders to
solve the debt crisis.

Modest improvement from mid-2012

Once credibility is being restored,
confidence should return steadily to the
markets. This will have a positive
impact on economic sentiment of
investors, industry and consumers and

througho

will translate into a slight improvement
in EU domestic demand conditions
through a mild strengthening of
business investment and private
consumption.

In 2013, growth of investment, both in
machinery and equipment and in
construction, is forecast to rise
moderately again. Private consumption
is expected to increase by 1%, a
welcome improvement compared with
the sluggish growth in the preceding
years.

The global economy is foreseen to
expand at a faster rate in 2013. This
will stimulate international trade. Owing

toEU manufacturingds

innovation and value creation for
downstream customers the outlook for
exports will be more positive again.

On balance, GDP growth in 2013 is
forecast to amount to 1.5%. While this
IS an improvement compared with
2012, growth is seen remaining well
below trend, in a reflection of the still
sizeable risks and uncertainties
hanging over the current set of
forecasts.

scenario



USA
A GDP growth improved in H2-2011
A Confidence swings up but
uncertainties persist
A Growth to increase moderately
GDP growth improved to 2% (annuali-
sed rate) in Q3-2011. Meanwhile, most
indicators continued to generate rather
positive readings, suggesting that
growth in the final quarter of the year
may have increased further.
Consumer confidence is recovering,
which was reflected in retail and light
vehicles sales ending the year on a
strong note. Consumer credit surged
as well. Also business sentiment is
improving. Manufacturing orders grew
almost 12% y-o0-y in November 2011,
driven by orders for durable goods.
Companies felt confident enough to
increase their inventories. The ISM
indexes remained in positive territory in
November. Positive news is also
coming from the labour market; in
November 120,000 jobs were added
and unemployment fell to 8.6%. The
level of building activity continued to
improve moderately.
For 2012-2013 a modest further
recovery is on the cards. Improving
indicators signal that recessionary
scenarios are pushed back rather than
suggesting a strong acceleration in
growth. Overall, most indicators
remained at a fairly weak level.
Uncertainty is coming from US fiscal
policy since there is no political
agreement on measures to reduce the
feder al
bin. The FED is seen continuing its
supportive stance.
Credit supply remains stagnant.
Household debt levels are still high and
the savings rate low. Despite some
improvement in the housing market, it
will take some time before a real
recovery takes off. After rising 1.7% in
2011, GDP growth may rise to around
2% in 2012 and 2.5% in 2013.
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Key emerging regions
A Growth of emergers is slowing
A China on track for soft landing
A Global recovery will revive GDP
growth in 2013
GDP growth in China slowed to 8.9%
in Q4-2011, due to weaker support
from exports. Since late 2011, indica-
tors such as PMI indexes, credit supply
and domestic orders appear to suggest
that the economy will undergo a soft
landing in 2012, reflecting tightened
lending conditions and weaker growth
i n Chinabos e X Provate
consumption has been holding up
rather well. In case domestic demand
weakens significantly in the near term,
the Chinese central bank will loosen its
policy, helped by slowing inflation.
Coming from 9% in 2011, GDP growth
is seen falling to 8% in 2012. Global
economic growth picking up in 2013
should bring GDP growth back to
around 9%.
In India GDP growth slowed to 6.9% in
Q3-2011. So far exports continued to
drive growth, but investment is on a
downward trend. Business indicators
suggest this may continue for a while.
It will take to 2013 before GDP will
accelerate to 9%, coming from 7% in
2011 and 2012.
Also in Brazil economic growth is
slowing. Particularly manufacturing is
under pressure, while domestic
demand is more resilient. The slowing
domestic and global economy urged
the central bank to lower interest rates
agdie fini @ctolver, llespited gtk Migh
inflation. GDP is seen growing 3.5% in
2012 and 5% in 2013.
Russian GDP growth was 4.8% in Q3-

2011 on firm domestic demand.
Indicators  suggest  manufacturing
activity improved in Q4. However,

Russia is not immune for the Eurozone
debt crisis, which could constrain credit
growth. GDP will remain at just below
4% in 2012-2013.
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l. The EU Steel Market

Overview Steel Using Sectors

Development of the main steel using sectors | EUROFER forecast January 2012
% change year-on-year in the SWIP (Steel Weighted Industrial Production) index

% share
in total

Year Year Year
L Q111)Q211/Q311/Q411 P Q112Q212Q312Q41 2 FSPerse

Construction 27 80 21 12 17 29 -25 15 20 27 1.2 29
Structural steelwork 11 10.7 47 2.7 -31 35 05 -20 -0.3 3.0 0.2 24
Mechanical engineering 14 17.1 135 100 2.4 104 15 06 14 24 15 35
Automotive 16 199 114 10.6 2.3 10.8-0.9 0.1 -04 0.8 -0.1 2.0
Domestic appliances 4 -50 45 -19 -14 -31-09 15 0.7 2.7 11 2.1

1 0.8 -9.5
12 248 11.1 86 -39 99 -6.0 -28 -3.0 5.1 -1.9 2.3

-5.9 -41 -47 -3.6 -4.6 -4.8 -1.4 -3.6 0.7

Metal goods 12 13.7 86 6.0 3.1 7.7 -09 -09 0.1 1.9 0.0 35
Miscellaneous 3 44 39 04 -40 10 -0.7 -1.2 09 3.1 0.6 3.6
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A Q3 activity remained firm, slow
Q4 output growth

A Bleak outlook H1-2012

A Modest improvement from mid-

2012 and into 2013

n Q3-2011, activity in the EU steel
using sectors remained rather firm; y-
0-y growth amounted to 5%, which
implies a milder slowdown in
momentum than previously anticipated.
Indeed, despite industrial confidence
indicators trending down since the 2"
quarter of last year, actual order
intakes, output and capacity utilisation
rates held up quite well.

The continued  deterioration in
confidence in the 2" half of 2011 - fed
by uncertainty about the duration of the
Eurozone sovereign debt crisis and its
impact on economic growth and credit
supply 1 resulted in weakening
industrial orders, especially in the
Eurozone. Owing to order books
having filled up well during the year,
the effect on activity levels in Q4 was
most likely still fairly benign; y-o-y

100 134 6.8 51 05 6.2 -15 -01 0.3 26 04 2.7

growth is forecast at just below 1%,
resulting in SWIP rising 6.2% in 2011.

The outlook for the 1% half of 2012 is
fairly bleak due to the depressed
outlook for investment and weaker
export growth. A modest improvement
is expected to take place from mid-
2012 assuming economic and credit
concerns start to fade. This tendency is
seen strengthening in 2013 as EU and
global growth picks up again. The
SWIP index is forecast to grow by just
below 0.5% in 2012, followed by an
acceleration to around 2.5% in 2013.
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Construction

Weak activity H2-2011 hides
large country differentials
Fragile recovery 2012-2013
Austerity plans will affect civil
~engineering activity in particular
A R&M sector well positioned for
continued growth
EU construction activity remained
subdued in the 2" half of 2011; growth
in the 3" quarter was reduced to
around 1% y-o-y whereas estimates for
the final quarter of the year point to the
continuation of sluggish growth. On
balance, the resulting 2.9% output
growth in the whole of 2011 was
basically the result of mild weather
conditions boosting activity in Q1.
Meanwhile, large differentials in
performance at the country level
continued to persist. In Germany,
France, Poland and Sweden
construction activity continued to
expand at a healthy rate up to the end
of last year, driven by a recovery in the
residential sector except in Poland
where the on-going boom in civil
engineering and non-residential
projects provided the main stimulus to
growth. In contrast, in Spain, Italy, the
Czech Republic, Slovakia and Hungary
construction activity remained
depressed or lost strength in the 2™
half of 2011. In the remaining reporting
EU countries output moved sideways.
The outlook for the construction sector
in 2012-2013 remains overall rather
fragile. A key factor is the negative

>

impact of austerity programmes on
public construction investment in most
EU countries. Particularly the civil
engineering will bear the brunt of
national budget and deficit reduction
plans. In addition, also the outlook for
private investment in construction has
deteriorated recently due to the
uncertain economic outlook and more
difficult access to project funding.
Public Private Partnerships (PPPs) will
also suffer from more restricted credit
supply. Prospects for the residential
sector are mildly positive. The outlook
for renovation& modernisation projects
is relatively speaking still the best; the
growing building stock in the EU
implies that the share of refurbishment
in total construction activity will
continue to rise. For steel usage in
construction this is a bad message.

On balance, momentum in this sector
will be slow throughout the 2012-13
period and particularly sluggish in
those countries which had already
unbalanced public finances before the
2008 crisis and/or which have not set
up sufficiently effective monitoring and
regulation systems for their real estate
markets.

Consequently, prospects at the country
level differ widely, also in a reflection of
marked differentials in demand drivers
and cyclicality.

All in all, construction output is
projected to increase by 1-1.5% in
2012 and close to 3% in 2013.



