
8 ITAtube Journal No3/September 2017
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Oil prices are still low despite OPEC attempts to sta-
bilize them by agreeing on crude oil pumping levels. 
Several important oil-producing countries have refused 
to stick to their agreements and in consequence, after 
a brief recovery period prices fell again this August 
2017 to 52 US$. Analysts predict that prices are 
likely to fall still further. The crude oil stock in the 
US decreased by about 9 million barrels in the second 
week of August 2017. Most oil and gas exploring coun-
tries have seen their earnings drop dramatically com-
pared to 2012 to 2014 and some are facing severe 
financial problems due to their lack of income from 
this industry.

In this presentation, several other economic conse-
quences for the pipe and tube industry are discussed. 
Pipe and tube markets such as the automotive, build-
ing and construction industry are attractive market 
segments for our industry, and we look at develop-
ments there.

World production of steel tubes extrapolated from the 
1st quarter 2017 shows a reduction of 6%, whilst in con-
trast a growth margin of 19% is reported for the USA, 
supported by political trade barriers for tubular products.

For welded tubes below 406 mm diameter, the 1st 
quarter 2017 has seen a production downturn overall 
of 11%. The US is reporting growth of 21% after major 
losses in 2016 (-18%). On the other hand China is 
facing a decrease of 9%. For welded tubes of 406 mm 
or larger, 1st quarter production in 2017 showed an 
overall decrease of 7%. But Europe (+51%) showed 
remarkable production increases. For seamless tubes, 
the 1st quarter 2017 has seen production shrink by 
3%. The USA on the other hand, after a bad year in 
2016 (-22%), has made an extraordinary swing to a 
production increase of 53%.

This is a remarkable change in trend; for the second 
time in several years, the shift of tube production 
capacity to China has been reversed in favor of the 
USA and Europe. It would seem that the trade barriers 
policy is having an effect. 

Meanwhile, over-capacity is leading to further consol-
idation in the steel tube industry. The pipe price index 
rose in 2017 from 260 in January to a peak of 300 in 
April, then dropping again slightly to stand now, in 
August, at 290. Competition in saturated markets is 
prompting minor investments in those tube markets 
that display growth. Demanding high-tech products 
are the strategic targets rather than commodity-grade 
tubes. 

Tube suppliers located in high-cost countries are suc-
cessfully taking steps to counter the strong interna-
tional competition. As well as seeking to specialize in 
products with higher technical requirements, they are 
globalizing into markets with increased demand, and 
increasing their productivity to reduce the costs of 
production.

Finally, we also discuss the impact of currency 
exchange rates on the pipe market: Whilst exports 
from the eurozone were favored in 2016, the euro has 
been considerably strengthened in 2017, giving rise 
to export disadvantages due to its exchange rate with 
the other major currencies.  

Pipe & Tube Market – some influencing factors 
on the present situation 
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Fig.1: Markets for Steel Pipe Industries in 2012 
Source: ITATube Journal/Wirtschaftsvereinigung Stahlrohre e.V.
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Looking at the main market seg-
ments for steel pipe suppliers, this 
market is dominated by the OCTG 
industry (51%). The automotive 
(15%), mechanical engineering 
(9%) and construction industries 
(5%) are also strong market seg-
ments for the sector. (Fig.1)

World car production levels grew by 
about 1.7% in 2015 (Fig.2). Seen 
regionally, growth rates differed 
considerably, with Europe (+3.5%), 
Nafta (+2.6%) and Asia (+2.6%) 
- dominated by China (+7.4%) 
- offset by the Mercosur market 
(-20%) (Fig.3). The attractiveness 
of the automotive market with its 
remarkable growth is exemplified 
by the German car market, which 
showed remarkable growth of 13% 
from May 2016 to May 2017. Since 
pipe usage in cars continues to 
increase, the automotive market 
is likely to remain an attractive 
market segment for pipe producers 
for some time to come.

The tube and pipe market in the 
building and construction industry 
is smaller, but also quite attractive 
due to a world industry growth 
of about 3.3 % per year (see also 
ITATube Journal IV 2015). Urbani-
zation and population growth are 
the driving factors here.

In the 1st quarter of 2017, world 
steel tube production was once 
again dominated by China (54%) 
followed by Others/RoW -Rest of 
World- (17%) (Fig.4). China’s dom-
ination was reduced by 5% from 
59% in 2016; this was counterbal-
anced by slight growth in: RoW, 
(+2%), EU (+1%), USA (+1%) and 
CIS (+1%).

In 2013, Middle East OCTG produc-
ers headed by Saudi Arabia started 
to pump more oil. (As cost leaders 
they are very price elastic and so 
can withstand the impact of low oil 

Fig.3: World Car Production by Region 2014-16
Source: German Association of the Automotive Industry (VDA),  
09 January 2017.

Fig.2: World Car Production 2014-16. Source: German Association of 
the Automotive Industry (VDA), 09 January 2017.

Global Steel Tube Production by Geography 1st quarter 2017
Source: ITATube Journal/Wirtschaftsvereinigung Stahlrohre e.V.
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prices while still maintaining posi-
tive margins.) 

As a result, in the second half of 
2014 oil prices fell dramatically, 
dropping from 110 US$/barrel to 
36 US$ in February 2016. Since 
then, the price has recovered 
slightly, hitting 52 US$ in August 
2017 (Fig. 5). But the OCTG market 
is still seriously impacted by the 
fall in prices and analysts predict 
further price tumbles. This is indi-
cated by the fact that the crude oil 
stock volume in the US has lately 
been reduced by about 10% (Fig. 
6), most recently in just the second 
week of August 2017 by about 9 
million barrels. Normally if rising 
crude oil prices are expected, the 
storage volume increases whereas 
falling crude oil prices lead to 
an erosion of the crude oil stock 
volume. 

Given that many oil exploring 
countries have production costs 
in the range of 30 to 40 US$, it 
is clear that the industry is react-
ing with the utmost sensitivity to 
the present oil price developments 
(Fig.7). 

In addition, the entire shale gas 
exploring industry, still consid-
ered a highly attractive industry 
segment in 2014, is having a hard 
time since, notwithstanding opti-
mization (from 60 US$ down to 
about 50 US$), production costs 
are still just 2 US$ lower than the 
current price offered for crude oil 
by the market. Some US-based 
shale gas producers therefore, prof-
iting from the positive business 
climate of the past months, have 
been hedging their oil in order to 
sell in the future at higher prices. 
In consequence, shale gas produc-
tion has been increased. 

Some countries, trying to com-
pensate for income losses related 

Fig 7: Cost to Produce a Barrel of Oil
Source: UCube by Rystad Energy, published 23rd November 2015 

Fig.5: Crude Oil Brent Price as per 11 August 2017. Source: NASDAQ

Fig.6: US Crude Oil Stock volume as per 15 August 2017. Source: EIA
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to oil exports, increased their oil 
production level and consequently 
also increased their exploration 
activities – resulting in remarka-
ble OCTG tube consumption. This 
put even more pressure on the oil 
price but has kept the pipe market 
buoyant. 

On the other hand, OPEC announced 
a reduction in their oil supplies at 
the close of 2016  and in addition, 
US crude oil inventories fell sharply 
(Fig.6). Despite this announce-
ment, oil production is still high 
(July 2017 32 million barrels), 
driven by producers such as Libya 
and Saudi Arabia. However, China’s 
oil imports are at their lowest level 
this year.

Of course, many exploration firms 
can only pump oil or gas with 
minimal margins at this price level, 
and so have reduced their explora-
tion activities for oil and gas. This 
trend had an immediate effect on 
the OCTG pipe consumption. This 
month the pipe price index, which 
had climbed since January 2017 by 
about 15% (Fig.8), fell back by 3%. 
Traders’ moves to carefully restock, 
a positive signal much in evidence 
at the close of 2016, fell off again 
this year.

These dramatic pipe price correc-
tions have certainly left their mark 
on global steel pipe production 
(Fig.9). 2016 was considered  a 
no-growth year. In the 1st quarter 
2017, world tube production 
was further reduced (down 6%). 
Looking at numbers by region, 
it can be noted that only China 
(–13%) had a significant down-
turn in pipe production. All other 
regions more or less increased their 
pipe production (US +19%, EU 
+11%, RoW +6%, India +5%)

The most significant variations are 
reflected in the market segment of 

Fig.9: World Steel Pipe Production in Ttons
Source: ITATube Journal/Wirtschaftsvereinigung Stahlrohre e.V.

Fig.8: Producer Pipe Price Index 14th April 2017 (January 1982 = 100%)
Source: US Bureau of Labor Statistics/ Federal Reserve Bank of St. Louis

Fig.10: World Steel Pipe Production in Ttons (seamless)
Source: ITATube Journal/Wirtschaftsvereinigung Stahlrohre e.V.



seamless pipes and tubes (Fig.10). 
Global production volumes, extrap-
olated from the 1st quarter 2017, 
fell by 3%, dominated by the 
largest fall in China (-5%). All 
other tube-producing territories 
managed to increase their pro-
duction in 2017. This trend was 
led by the US (+53%), followed 
by other territories/RoW (+34%), 
India (+27%), EU (+13%), and CIS 
(+12%). 

The production of welded pipes < 
406 mm OD is facing an even larger 
worldwide production volume 
decrease in the 1st quarter 2017 

(-11%). China again reported the 
most significant decrease (-19%). 
The CIS region also reported a 
decrease (-9%) but all other 
regions reported production volume 
growth: US (+21%), India (+7%) 
and Europe (+5%) (Fig.11). 

Numbers for welded pipes ≥ 406 
mm OD, large diameter line pipe, 
showed a production decrease of 
7%, extrapolated from the 1st 
quarter 2017, dominated by losses 
in the US (-18%). This trend reflects 
the decreased demand for pipe-
lines in these regions. The pipeline 
market is dominated by large pro-

jects, which are mostly politically 
driven. Europe (+51%) managed 
to considerably increase produc-
tion and have again strengthened 
their position as technologically 
advanced producers of large diam-
eter line pipe tubes (Fig.12). The 
new US government has recently 
started to place import duties on 
line pipe imports in order to protect 
US line pipe producers; it seems so 
far this political signal has not had 
the desired effect on the US pipe 
production.

In the entire scenario, currency 
exchange rates have also had a 
significant impact on pipe exports 
and pipe manufacturing machinery 
exports throughout the world.

Since the second half of 2014, the 
euro has lost about 20% against 
the US Dollar (US$) (Fig.13). 
Throughout 2016, the euro held its 
value against the US$ at a level of 
about 1.07 but this far into 2017 
the currency has strengthened by 
about 10% to 1.18. This does of 
course mean reduced imports into 
the US. 

At the same time, in 2017 the 
exchange rate of the euro to the 
Chinese yuan has gained about 10 
%. This means that exports from PR 
China now have a 10% price advan-
tage, which will probably help to 
compensate for some of the pro-
duction losses China was suffering 
from in the 1st quarter 2017.

The value of the Russian ruble lost 
about 16% in the first half of 2017. 
As a result, imports into Russia 
became more expensive again and 
this meant that local pipe produc-
tion had to serve Russian pipe con-
sumption needs as far as possible, 
in order to compensate for the drop 
in imports (Fig.14). 
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Fig.11: World Steel Pipe Production in Ttons (welded < 406 mm OD)
Source: ITATube Journal/Wirtschaftsvereinigung Stahlrohre e.V.

Fig.12: World Steel Pipe Production in Ttons (welded ≥ 406 mm OD)
Source: ITATube Journal/Wirtschaftsvereinigung Stahlrohre e.V.
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Fig.13: Currency Exchange Rates vs euro as per 11 August 2017
Source: Finance.net

The exchange rate of the euro 
to the Saudi Arabian riyal (SAR) 
gained about 10% from January 
2017 (4.0) to August 2016 (4.4).

Exchange rate developments from 
2014 have meant that imports from 
Europe to Saudi Arabia became sig-
nificantly less expensive. This trend 
of course meant an increase in euro-
zone imports into Saudi Arabia. As 
predicted in my last reviews in the 
ITAtube Journal in February 2017, 
European pipe producers/exporters 
in particular took advantage of this 
effect as expected. 

What measures are pipe produc-
ers and pipe production equip-
ment suppliers taking to overcome 
current difficulties and to generate 
sustainable business?

Over-capacity is leading to consol-
idation in the steel tube industry. 
Several pipe-producing companies 
are still looking into overcoming 
such capacity problems by closing 
production facilities with a ques-
tionable economic future. 

Still, despite the remarkable prob-
lems in the USA, globalization into 
markets with increased demand 
remains one of the key answers. 
The Middle East and locations with 
major automotive production are to 
be considered. Besides this, shale 
gas exploration, deep-sea offshore 
exploration and oil sand explora-
tion remain major challenges to 
our industry.

Price competition from China and 
elsewhere demands further special-
ization in products with high tech-
nological demands. This applies 
in particular to regions with high 
production costs. The producers 
now seem to have evaluated their 
market approach and decided to 
serve commodities or high-tech 
products even if they only rep-
resent niches. Some countries/
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Fig.14: Currency Exchange Rates vs euro as per 11 August 2017
Source: Finance.ne
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regions have also installed trade 
barriers to control imports from 
other countries.

Finally, every producer has to 
make permanent improvements to 
increase productivity and reduce 
production costs. Technology sup-
pliers should find interesting busi-
ness opportunities in this field.


