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Chinese Steel Industry
Record Steel Output with Big
Decline in Net Imports in
2005

Conclusion: With rapid capacity expansion in flat
products by Chinese mills, we have seen two major
trends in 2005: 1) accelerating steel production; 2) a
continued dramatic decline in net imports (implying
import replacement). Despite a recent moderate steel
price rebound in China, we believe overcapacity will
remain an overhang unless exceptionally strong
demand in the US and elsewhere induces Chinese
exports to increase and thus also pushes up domestic
prices, given the current deep domestic price discount.

Rapid Production Growth: With December crude
steel output reaching 32m tonnes in China, full year
crude steel output jumped 29% yoy to a record high of
348m tonnes in 2005, roughly in line with our forecast
of 350m tonnes. 2005 finished steel production surged
38% yoy to 369m tonnes. Overall, robust capacity
expansion by Chinese steel mills has been put into
operation and raised total production. 2005 crude steel
output growth of 29% is the fastest in the past ten
years, and we expect a slowdown to 11.5% in 2006
given a current weak steel pricing environment and
decelerating investment in the industry.

Dramatic Decline in Net Imports: 2005 was also
characterized by a rapid decline in net imports of
finished steel, given that Chinese steel mills swiftly
expanded capacity in flat products to replace imports.
Although China remained a net importer of finished
steel in 2005, net imports dropped 65% yoy to 5.3m
tonnes. If we include semi products, China already
turned into a net exporter of 458kt tonnes in 2005.
(Exhibit 5)
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China became a net exporter in December, the first time
on a monthly basis in 2005. Net exports of finished steel
were 40kt in December, compared with 550kt of net
imports in November. We believe the deep domestic steel
price discount vs. the global price (the HRC price discount
vs. the US is over US$200/t) has induced Chinese steel
mills to increase their exports.

Apparent Consumption Solid, but Lagging Production
Growth: Apparent consumption growth in 2005 was 32.3%
yoy to 374.6m tonnes. However, it lagged production
growth of 38%.

Stabilizing Domestic Steel Prices: There are signs of a
domestic steel price recovery in some grades of flat product,
while long product prices remain weak. Prices of HRC and
CRC have rebounded by 2~3% recently on a week-on-week
basis, owing to increasing exports, which moderate domestic
oversupply pressure to a certain extent. We see limited
downside in domestic prices given that current prices are
already lower than the cash operating cost of an average
Chinese steel mill. However, given the current overcapacity
overhang, we do not anticipate a strong price rebound ahead
unless exceptionally strong demand in the US and elsewhere
continues to drive up exports from China or a domestic
production slowdown in response to the weak prices. Going
forward, we see export growth and the global steel price gap
as the two leading indicators of domestic steel price trends.

We maintain our Cautious view on the Chinese Steel industry,
but would closely watch the export growth trend.
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Exhibit 2
China: Domestic Weekly Steel Spot Price Trend
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Exhibit 3
China: Monthly Net Imports/(Exports) of Finished
Steel

Exhibit 1
Global HRC Monthly Price Trend

Global HRC Spot Px Trend
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Exhibit 4
China: Finished Steel Supply and Apparent Consumption

Output YoY Imports Exports Net Imports YoY Apparent Consumption YoY

(kt) () (kt) (kt) (kt) (%) (kt) ()
Jan-05 26,110 23.3% 1,925 1,492 433 -83.8% 26,543 11.3%
Feb-05 25,368 12.1% 1,588 1,489 98 -96.7% 25,466 -0.5%
Mar-05 30,655 28.3% 2,460 2,207 253 -91.0% 30,908 15.7%
Apr-05 29,531 28.3% 2,560 2,070 490 -80.9% 30,021 17.4%
May-05 31,106 36.4% 2,160 2,120 40 -96.4% 31,146 30.2%
Jun-05 30,366 28.8% 2,520 2,200 320 -76.2% 30,686 23.1%
Jul-05 31,361 28.9% 2,138 1,530 608 -29.4% 31,969 27.0%
Aug-05 32,695 28.6% 2,150 1,340 810 78.3% 33,505 29.5%
Sep-05 32,252 22.1% 2,500 1,350 1,150 148.3% 33,402 24.3%
Oct-05 33,105 23.7% 1,930 1,340 590 385.6% 33,695 25.4%
Nov-05 33,058 18.5% 2,100 1,550 550 -516.4% 33,608 21.1%
Dec-05 33,727 22.0% 1,780 1,820 -40 -81.0% 33,687 22.8%
2004 295,552 26.6% 15,039 -50.2% 310,591 17.8%
2005 369,333 37.9% 25,810 20,508 5,302 -64.7% 374,635 32.3%
Source: Mysteel, Mysteel, Morgan Stanley Research
Exhibit 5
China: Monthly Imports and Exports of Steel
Net Imports/(exp) Imports Exports

Finished Semis Total Finished Semis Total Finished Semis Total
(kt) Vol % YoY Vol Vol Vol % YoY Vol Vol Vol % YoY Vol Vol
Jan-05 433 -83.8% -460 -27 1,925 -40.8% 100 2,025 1,492 156.6% 560 2,052
Feb-05 98 -96.7% -690 -592 1,588 -52.8% 150 1,738 1,489 276.1% 840 2,329
Mar-05 253  -91.0% -1,320 -1,067 2,460 -28.9% 140 2,600 2,207  241.9% 1,460 3,667
Apr-05 490 -80.9% -680 -190 2,560 -24.6% 120 2,680 2,070 149.7% 800 2,870
May-05 40 -96.4% -460 -420 2,160 1.4% 130 2,290 2,120 109.5% 590 2,710
Jun-05 320 -76.2% -440 -120 2,520 3.3% 130 2,650 2,200 101.1% 570 2,770
Jul-05 608 -29.4% -530 78 2,138 -3.9% 120 2,258 1,530 12.1% 650 2,180
Aug-05 810 78.3% -300 510 2,150 15.8% 80 2,230 1,340 -4.4% 380 1,720
Sep-05 1,150 148.3% -24 1,126 2,500 40.8% 114 2,614 1,350 2.9% 138 1,488
Oct-05 590 385.6% -110 480 1,930 18.4% 50 1,980 1,340 -11.1% 160 1,500
Nov-05 550 -516.4% -276 274 2,100 17.1% 106 2,206 1,550 -19.5% 382 1,932
Dec-05 -40  -81.0% -470 -510 1,780 -8.9% 70 1,850 1,820 -15.9% 540 2,360
2004 15,039 -50.2% -2,230 12,809 29,273 -21.2% 3,830 33,103 14,233 356.4% 6,060 20,293
2005 5,302  -64.7% -5,760 -458 25,810 -11.8% 1,310 27,120 20,508 44.1% 7,070 27,578

Source: Mysteel, Mysteel, Morgan Stanley Research
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The information and opinions in this report were prepared or are disseminated by Morgan Stanley Dean Witter Asia Limited (which
accepts the responsibility for its contents) and/or Morgan Stanley Dean Witter Asia (Singapore) Pte. (Registration number
1992062987, regulated by the Monetary Authority of Singapore, which accepts the responsibility for its contents), and/or Morgan
Stanley Asia (Singapore) Securities Pte Ltd (Registration number 200008434H, regulated by the Monetary Authority of Singapore,
which accepts the responsibility for its contents), and/or Morgan Stanley & Co. International Limited, Taipei Branch and/or Morgan
Stanley & Co International Limited, Seoul Branch, and/or Morgan Stanley Dean Witter Australia Limited (A.B.N. 67 003 734 576,
holder of Australian financial services license No. 233742, which accepts responsibility for its contents), and/or JM Morgan Stanley
Securities Private Limited and their affiliates (collectively, "Morgan Stanley").

Analyst Certification

The following analysts hereby certify that their views about the companies and their securities discussed in this report are
accurately expressed and that they have not received and will not receive direct or indirect compensation in exchange for
expressing specific recommendations or views in this report: Oliver Du.

Unless otherwise stated, the individuals listed on the cover page of this report are research analysts.

Global Research Conflict Management Policy
This research has been published in accordance with our conflict management policy, which is available at
www.morganstanley.com/institutional/research/conflictpolicies.

Important US Regulatory Disclosures on Subject Companies
As of December 30, 2005, Morgan Stanley beneficially owned 1% or more of a class of common equity securities of the following
companies covered in this report: Angang New Steel.

The research analysts, strategists, or research associates principally responsible for the preparation of this research report have
received compensation based upon various factors, including quality of research, investor client feedback, stock picking,
competitive factors, firm revenues and overall investment banking revenues.

Certain disclosures listed above are also for compliance with applicable regulations in non-US jurisdictions.

STOCK RATINGS

Different securities firms use a variety of rating terms as well as different rating systems to describe their recommendations. For
example, Morgan Stanley uses a relative rating system including terms such as Overweight, Equal-weight or Underweight (see
definitions below). A rating system using terms such as buy, hold and sell is not equivalent to our rating system. Investors should
carefully read the definitions of all ratings used in each research report. In addition, since the research report contains more
complete information concerning the analyst's views, investors should carefully read the entire research report and not infer its
contents from the rating alone. In any case, ratings (or research) should not be used or relied upon as investment advice. An
investor's decision to buy or sell a stock should depend on individual circumstances (such as the investor's existing holdings) and
other considerations.

Global Stock Ratings Distribution

(as of December 31, 2005)

For disclosure purposes only (in accordance with NASD and NYSE requirements), we include the category headings of Buy, Hold,
and Sell alongside our ratings of Overweight, Equal-weight and Underweight. Morgan Stanley does not assign ratings of Buy, Hold
or Sell to the stocks we cover. Overweight, Equal-weight, and Underweight are not the equivalent of buy, hold, and sell but
represent recommended relative weightings (see definitions below). To satisfy regulatory requirements, we correspond Overweight,
our most positive stock rating, with a buy recommendation; we correspond Equal-weight and Underweight to hold and sell
recommendations, respectively.
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Coverage Universe  Investment Banking Clients (IBC)
% of Total % of Rating

Stock Rating Category Count % of Total Count IBC Category
Overweight/Buy 753 36% 272 40% 36%
Equal-

weight/Hold 943 45% 320 47% 34%
Underweight/Sell 382 18% 88 13% 23%
Total 2,078 680

Data include common stock and ADRs currently assigned ratings. An investor's decision to buy or sell a stock should depend on
individual circumstances (such as the investor's existing holdings) and other considerations. Investment Banking Clients are
companies from whom Morgan Stanley or an affiliate received investment banking compensation in the last 12 months.

Analyst Stock Ratings
Overweight (O or Over) - The stock's total return is expected to exceed the total return of the relevant country MSCI Index, on a
risk-adjusted basis over the next 12-18 months.

Equal-weight (E or Equal) - The stock’s total return is expected to be in line with the total return of the relevant country MSCI Index,
on a risk-adjusted basis over the next 12-18 months.

Underweight (U or Under) - The stock’s total return is expected to be below the total return of the relevant country MSCI Index, on a
risk-adjusted basis, over the next 12-18 months.

More volatile (V) - We estimate that this stock has more than a 25% chance of a price move (up or down) of more than 25% in a
month, based on a quantitative assessment of historical data, or in the analyst's view, it is likely to become materially more volatile
over the next 1-12 months compared with the past three years. Stocks with less than one year of trading history are automatically
rated as more volatile (unless otherwise noted). We note that securities that we do not currently consider "more volatile" can still
perform in that manner.

Unless otherwise specified, the time frame for price targets included in this report is 12 to 18 months.

Analyst Industry Views
Attractive (A): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be
attractive vs. the relevant broad market benchmark, as indicated below.

In-Line (1): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be in line
with the relevant broad market benchmark, as indicated below.

Cautious (C): The analyst views the performance of his or her industry coverage universe over the next 12-18 months with caution
vs. the relevant broad market benchmark, as indicated below.

Benchmarks for each region are as follows: North America - S&P 500; Latin America - relevant MSCI country index; Europe - MSCI
Europe; Japan - TOPIX; Asia - relevant MSCI country index.

Stock price charts and rating histories for companies discussed in this report are available at
www.morganstanley.com/companycharts or from your local investment representative. You may also request this
information by writing to Morgan Stanley at 1585 Broadway, (Attention: Equity Research Management), New York,
NY, 10036 USA.

Other Important Disclosures

For a discussion, if applicable, of the valuation methods used to determine the price targets included in this summary and the risks
related to achieving these targets, please refer to the latest relevant published research on these stocks. Research is available
through your sales representative or on Client Link at www.morganstanley.com and other electronic systems.
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This report does not provide individually tailored investment advice. It has been prepared without regard to the individual financial
circumstances and objectives of persons who receive it. The securities discussed in this report may not be suitable for all investors.
Morgan Stanley recommends that investors independently evaluate particular investments and strategies, and encourages
investors to seek the advice of a financial adviser. The appropriateness of a particular investment or strategy will depend on an
investor's individual circumstances and objectives.

This report is not an offer to buy or sell or the solicitation of an offer to buy or sell any security or to participate in any particular
trading strategy. The "Important US Regulatory Disclosures on Subject Companies" section lists all companies mentioned in this
report where Morgan Stanley owns 1% or more of a class of common securities of the companies. For all other companies
mentioned in this report, Morgan Stanley may have an investment of less than 1% in securities or derivatives of securities of
companies mentioned in this report, and may trade them in ways different from those discussed in this report. Employees of
Morgan Stanley not involved in the preparation of this report may have investments in securities or derivatives of securities of
companies mentioned in this report, and may trade them in ways different from those discussed in this report. Derivatives may be
issued by Morgan Stanley or associated persons.

Morgan Stanley & Co. Incorporated and its affiliate companies do business that relates to companies covered in its research
reports, including market making and specialized trading, risk arbitrage and other proprietary trading, fund management, investment
services and investment banking. Morgan Stanley sells to and buys from customers the equity securities of companies covered in
its research reports on a principal basis.

With the exception of information regarding Morgan Stanley, reports prepared by Morgan Stanley research personnel are based on
public information. Morgan Stanley makes every effort to use reliable, comprehensive information, but we make no representation
that it is accurate or complete. We have no obligation to tell you when opinions or information in this report change apart from
when we intend to discontinue research coverage of a subject company. Facts and views presented in this report have not been
reviewed by, and may not reflect information known to, professionals in other Morgan Stanley business areas, including investment
banking personnel.

Morgan Stanley research personnel conduct site visits from time to time but are prohibited from accepting payment or
reimbursement by the company of travel expenses for such visits.

The value of and income from your investments may vary because of changes in interest rates or foreign exchange rates, securities
prices or market indexes, operational or financial conditions of companies or other factors. There may be time limitations on the
exercise of options or other rights in your securities transactions. Past performance is not necessarily a guide to future
performance. Estimates of future performance are based on assumptions that may not be realized. Unless otherwise stated, the
cover page provides the closing price on the primary exchange for the subject company's securities.

To our readers in Taiwan: Information on securities that trade in Taiwan is distributed by Morgan Stanley & Co. International
Limited, Taipei Branch (the "Branch"). Such information is for your reference only. The reader should independently evaluate the
investment risks and is solely responsible for their investment decisions. This publication may not be distributed to the public media
or quoted or used by the public media without the express written consent of Morgan Stanley. Information on securities that do not
trade in Taiwan is for informational purposes only and is not to be construed as a recommendation or a solicitation to trade in such
securities. The Branch may not execute transactions for clients in these securities.

To our readers in Hong Kong: Information is distributed in Hong Kong by and on behalf of, and is attributable to, Morgan Stanley
Dean Witter Asia Limited as part of its regulated activities in Hong Kong. If you have any queries concerning this publication, please
contact our Hong Kong sales representatives.

Certain information in this report was sourced by employees of the Shanghai Representative Office of Morgan Stanley Dean Witter
Asia Limited for the use of Morgan Stanley Dean Witter Asia Limited.

This publication is disseminated in Japan by Morgan Stanley Japan Limited; in Hong Kong by Morgan Stanley Dean Witter Asia
Limited (which accepts responsibility for its contents); in Singapore by Morgan Stanley Dean Witter Asia (Singapore) Pte.
(Registration number 1992062982) and/or Morgan Stanley Asia (Singapore) Securities Pte Ltd (Registration number 200008434H),
regulated by the Monetary Authority of Singapore, which accepts responsibility for its contents; in Australia by Morgan Stanley
Dean Witter Australia Limited A.B.N. 67 003 734 576, holder of Australian financial services licence No. 233742, which accepts
responsibility for its contents; in Korea by Morgan Stanley & Co International Limited, Seoul Branch; in India by JM Morgan Stanley
Securities Private Limited; in Canada by Morgan Stanley Canada Limited, which has approved of, and has agreed to take
responsibility for, the contents of this publication in Canada; in Germany by Morgan Stanley Bank AG, Frankfurt am Main, regulated
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by Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin); in Spain by Morgan Stanley, S.V., S.A., a Morgan Stanley group
company, which is supervised by the Spanish Securities Markets Commission (CNMV) and states that this document has been
written and distributed in accordance with the rules of conduct applicable to financial research as established under Spanish
regulations; in the United States by Morgan Stanley & Co. Incorporated and Morgan Stanley DW Inc., which accept responsibility
for its contents. Morgan Stanley & Co. International Limited, authorized and regulated by Financial Services Authority,
disseminates in the UK research that it has prepared, and approves solely for the purposes of section 21 of the Financial Services
and Markets Act 2000, research which has been prepared by any of its affiliates. Private U.K. investors should obtain the advice of
their Morgan Stanley & Co. International Limited representative about the investments concerned. In Australia, this report, and any
access to it, is intended only for "wholesale clients" within the meaning of the Australian Corporations Act.

The trademarks and service marks contained herein are the property of their respective owners. Third-party data providers make no
warranties or representations of any kind relating to the accuracy, completeness, or timeliness of the data they provide and shall
not have liability for any damages of any kind relating to such data. The Global Industry Classification Standard ("GICS") was
developed by and is the exclusive property of MSCI and S&P.

Morgan Stanley has based its projections, opinions, forecasts and trading strategies regarding the MSCI Country Index Series
solely on publicly available information. MSCI has not reviewed, approved or endorsed the projections, opinions, forecasts and
trading strategies contained herein. Morgan Stanley has no influence on or control over MSCI's index compilation decisions.

This report or any portion hereof may not be reprinted, sold or redistributed without the written consent of Morgan Stanley.
Morgan Stanley research is disseminated and available primarily electronically, and, in some cases, in printed form.
Additional information on recommended securities is available on request.
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