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Strategic Challenges Facing Steel Executives

Executive Summary

The global steel industry confronts ten interconnected strategic challenges that collectively threaten
profitability and long-term viability. Decarbonisation pressures dominate the landscape, with the sector
accounting for 7-9% of global CO. emissions whilst requiring enormous capital investments in
hydrogen-based direct reduction, carbon capture, and renewable-powered electric arc furnaces. These
transformation costs compound existing structural problems: chronic overcapacity driven by China's
dominant position (over 50% of global production), volatile energy costs that have surged following
geopolitical conflicts, and raw material price swings representing 60-70% of production costs.

Trade fragmentation through tariffs and quotas creates market distortions and compliance complexity,
whilst persistent supply chain disruptions affect both procurement and distribution. Demographic
pressures manifest through workforce aging and talent attraction difficulties precisely when new technical
expertise is essential for digital transformation and Industry 4.0 adoption. Consolidation pressures
intensify as companies seek economies of scale, forcing smaller producers toward strategic partnerships
or niche specialisation. Environmental regulations extend beyond carbon to encompass water usage, air
quality, waste management, and land remediation—each requiring additional capital investments.

These challenges are deeply interconnected: decarbonisation strategies affect energy costs and capital
availability; workforce challenges impede digital transformation; consolidation pressures respond to
overcapacity and margin compression. Effective strategic planning requires integrated approaches
addressing multiple challenges simultaneously rather than sequential problem-solving. Steel executives
must prioritise based on immediate financial impact, regulatory deadlines, and long-term competitive
positioning whilst navigating unprecedented industry transformation.

The Ten Critical Challenges

Our industry consultants are often asked - what are the top 10 challenges facing the steel indus*—-
today? Based on recent discussions, our answer is as follows.
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. Decarbonization pressures. The steel industry faces unprecedented pressure to reduce its
massive carbon footprint, which accounts for 7-9% of global emissions. This transition requires
enormous capital investments in breakthrough technologies like hydrogen-based direct reduction,
carbon capture utilization and storage, and electric arc furnaces powered by renewable energy, all
while maintaining cost competitiveness in a price-sensitive market.

. Global overcapacity. Persistent production overcapacity, particularly from China which produces

over half the world's steel, continues to depress global prices and create market instability. Despite
numerous international forums addressing this issue, meaningful reduction in capacity has proven

elusive, forcing many producers to operate at unsustainable margins during market downturns.

. Rising and volatile energy costs. As one of the most energy-intensive manufacturing sectors, the
steel industry is particularly vulnerable to energy price fluctuations. Recent geopolitical conflicts and
market disruptions have sent electricity and natural gas prices soaring in many regions, dramatically
increasing production costs and complicating long-term investment planning for energy-intensive
processes.

. Raw material price volatility. Steel producers face ongoing challenges from unstable prices for
essential inputs like iron ore, coking coal, and scrap metal. These materials often represent 60-70%
of production costs, and their prices can swing dramatically based on factors ranging from mining
disruptions to export restrictions, directly impacting margins and competitiveness.

. Trade tensions and protectionism. The global steel market has become increasingly fragmented
due to tariffs, quotas, and other trade barriers. Regional trade disputes have escalated into broader
protectionist measures, creating complex compliance requirements, market distortions, and forcing
companies to reconsider their global production and distribution strategies.

. Supply chain disruptions. The steel industry continues to grapple with persistent logistics
challenges, port congestion, shipping container shortages, and regional conflicts that have
destabilised traditionally reliable supply chains. These disruptions affect both raw material
procurement and finished product distribution, creating inventory management challenges and
customer service issues.

. Workforce challenges. The sector faces significant demographic challenges with an aging
workforce and difficulty attracting young talent to an industry often perceived as outdated and
polluting. This creates critical skills gaps, knowledge transfer problems, and succession planning
issues precisely when new technical expertise is needed for industry transformation.

. Digital transformation needs. Steel companies must accelerate adoption of Industry 4.0
technologies, including advanced analytics, artificial intelligence, and automation to remain
competitive. This digital evolution requires not only significant investment in new systems but also
organizational culture change and new skill sets that traditional steel producers often strugr




develop internally.

9. Consolidation pressures. Market challenges are driving continued merger and acquisition activity
as companies seek economies of scale, vertical integration, and geographic diversification to
survive. Smaller producers particularly face existential pressure to find strategic partners or niche
specialisations, while larger conglomerates must navigate complex regulatory approvals for major
consolidation moves.

10. Environmental regulations beyond carbon. Beyond carbon emissions, steel producers face
increasingly stringent regulations on water usage, air quality, waste management, and land
remediation. These expanding environmental compliance requirements necessitate additional
investments in pollution control equipment, monitoring systems, and operational changes that
further pressure already tight margins.

Industry Solutions and Strategic Planning

These challenges are deeply interconnected, with strategies to address one issue often having
implications for others, making strategic planning particularly complex for steel producers.

Steelonthenet.com's steel industry experts can assist in deliberations on these matters, helping
companies to formulate priorities and next steps. Why not give us a call?
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