Let the Good Times Roll … For Now: A Short Overview of the Pipe and Tube Market
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Line Pipe Overview



Worldwide, about 17 million metric tons of line pipe were produced in 2006. But demand over the next few years is expected to be about 19 million tons.

Most industry observers agree that this is a strong market and will remain so for the near future. Many mills are sold out through this year and well into next. Ipsco is reportedly sold out through 2009. In fact, some predict that major pipeline projects could be delayed or called off because of high costs and the difficulty of obtaining material.

And Washington recently decided to maintain anti-dumping duties on imports of welded large-diameter line pipe from Japan. The Japanese argue that there isn’t enough capacity in North America. And they may be right. But the decision will only strengthen the position of North American mills.


So why is the market so strong? It’s not a mystery really. Energy prices are high. The rig count may have leveled off recently, but it is still strong compared to historical levels. Oil and gas prices may drop from today’s highs. But oil is expected to remain at or about $60 a barrel for the at least the next ten years. Some say it could reach more than $100 a barrel if further turmoil erupts in the Mideast, West Africa or Venezuela. And natural gas should hover at least at about $6 per million British thermal units. 

Strong worldwide GDP growth is expected to support those prices. Even if growth tails off in Europe and North America, it should to remain firm in developing and emerging markets abroad. And with energy prices and demand strong, massive pipeline projects are in the works around the world.

In Russia, for example, projects are underway to connect Siberia to energy markets on the Pacific Coast. China is laying thousands of miles of pipe to connect natural gas in western provinces to coastal areas like Shanghai.

In North America alone, the Rockies Express pipeline is expected to gobble up almost 1,700 miles of pipe to run natural gas from Wyoming to Ohio. Billions are also being spent on pipelines to transport crude from the oil sands of Western Canada to the U.S. Midwest. The U.S. claims to be intent on cutting back dependence on supplies of foreign crude. And if it does, Canada’s oil sands could be natural replacement.

And while projects like the Rockies Express get a lot of attention, there are many smaller projects underway that taken together will consume a lot of pipe. For example, there are five liquefied natural gas terminals in the U.S. But there are already five more under construction. And several more will likely be built within the next twenty years. Most of the projects are in Louisiana and Texas. But Massachusetts is also building and expanding LNG capacity offshore. And all of those projects will mean running steel pipe from local LNG terminals to Interstate pipelines like the Rockies Express. It adds up.

And LNG isn’t just a hot topic in the U.S. Mexico has one LNG plant in operation in Altamira. There are also LNG projects underway in Baja and Costa Azul. One is also being proposed in Manzanillo.

Then there are also a few wild cards out there to consider. Legislation under consideration in the U.S. calls for the sequestration of emissions like C02 by 2020. If those new restrictions are put into law, it could create demand for a whole new pipeline infrastructure. If the laws go into effect in 2020, the pipelines would have to be in place beforehand. It’s a huge potential market. But it is still only a highly speculative one at this point.

Plate/Raw Materials Costs


Demand alone would make for high line pipe prices. But prices are also rising for the raw materials that pipe is made from. Steel plate, for example, is used to make longitudinal welded, or LSAW, pipe. By some estimates, plate demand is expected to grow at about three percent a year. And really, there aren’t many plate producers in the U.S. and Canada. It comes down basically to Ipsco, ArcelorMittal, Nucor and Claymont, which only makes about 500,000 tons a year. 
Driving that demand is not only pipe and tube but also other energy applications like drill rigs and wind mills. Wind mills towers, in particular, consume enormous amounts of plate and represent a strong growth market.


Heavy equipment and transportation—such as railcars and barges—also account for a big chunk of plate demand. And as you may have noticed, freight costs are spiraling in part because there don’t seem to be enough tankers out there. In South Korea, for example, most plate goes into shipbuilding, not into pipe markets.

And infrastructure demand in the developing world is booming. It’s booming not only in obvious places like India, China and Russia but also in Vietnam and formerly war-torn countries such as Serbia and Croatia.


This isn’t a new story of course. Similar growth patterns were seen in Japan and Europe after WWII and later in countries like Taiwan and South Korea as they rapidly developed. Infrastructure demand is also expected to pick up in the U.S., where the Minneapolis bridge collapse will probably put more pressure on politicians to spend more and spend it faster. Who, after all, wants to be at the helm when the next bridge collapses?


And of course it’s not just the price of plate that is increasing. Upstream raw material costs are also rising with global demand, especially demand from China. Iron ore prices are expected to increase by as much as 20 percent to 30 percent over the next year. Coking coal, scrap, alloy and electricity costs are also predicted to increase.

Mills may absorb smaller raw materials increases of five percent or less. But most experts say that if they get hit with increases of 30 percent or more, all bets are off. In fact, some argue that the higher the cost increases, the more likely they are to be passed along to consumers.

LSAW vs. HSAW

But of course not all line pipe is made from plate. And the debate continues to rage about which kind of pipe will become the standard for some of the proposed pipeline projects in North America.

So what will it be? Longitudinal welded (LSAW) or spiral welded (HSAW)? According to most, LSAW is still the king. It’s made from plate, it’s thicker, and therefore can handle the higher pressures often needed for natural gas pipelines.  And many believe that there will be more demand for natural gas than oil in the long term, especially if oil hits $100 a barrel. 

The problem, of course, is that LSAW much more expensive than HSAW. Let’s say commodity plate sells on an average for about $800 a ton. HSAW pipe is made from hot rolled band, which sells for roughly $540 a ton in the U.S. 

HSAW has much thinner walls than LSAW, which increases the risk of ruptures and other problems. But to reduce costs, some are willing to take on those added risks. And there have also been reports that safety waivers could be approved for some new pipeline projects. By reducing pressure requirements, the waivers may in effect allow producers to use HSAW instead of LSAW for some pipeline projects.

HSAW also has other advantages. It can be made with a larger outside diameter than LSAW, which means it can push more product. And it can be made longer sections. And with lower costs and potentially relaxed regulations, HSAW appears to be gaining traction in the U.S. market. 

Long-Term Outlook

It’s not all roses of course. Nothing ever is.

In the short-term, there is a need for more line pipe capacity. And because of that, prices will continue to rise. Even in the medium term, there should continue to be moderate growth. But over the long term, the situation could change. A lot of mills are trying to catch the market while it’s hot. And that could lead to capacity problems further down the road.

In North America alone, for example, there is expected to be at least 1.3 million tons of additional HSAW capacity by 2009. Ipsco, Welspun, and United Spiral Pipe—the joint venture between U.S. Steel, Posco and SeaH—all plan to build new capacity or expanding existing facilities. So do Berg, PSL and Man Industries.

If overcapacity becomes an issue and prices fall, there will be predictable consequences: consolidation, closures and more people chasing niche markets for more profitable, value-added products. Some also think that plate capacity will rise and make LSAW less expensive and more competitive with HSAW. 

China

No discussion of the pipe and tube market, or course, would be complete without a look at China.

A lot of Chinese import is non-API. It’s used for structural applications and water transmission. But Tier 1 Chinese producers such as Baosteel are said to be testing higher-grade material such as X120 LSAW. U.S. and European mills already face tough import competition on commodity grade material. If China’s largest mill gets into the value-added action, other mills could be seeing competition on the high-end as well.

There is some question, however, about whether the flap over Chinese imports has been overblown. Some observers argue that there has always been a percentage of imported material from China that doesn’t meet specs. There may be more of that material on the ground now. But that may be simply because import levels increased as Chinese mills rushed to export ahead of new to export policies.

Recent headlines, however, about defective pet food, toys and other Chinese products may be giving an old anti-import narrative new traction. And obviously U.S. mills have a vested interest in showcasing problems with imports from China. Clearly it helps business for U.S. mills if the low-cost competition is taken out of the picture.

Here’s another reason not to get worked up into a lather over imports. Beijing has reduced or eliminated value added tax rebates for many types of pipe and tube. The VAT remains at 13 percent for OCTG, although rumors persist that rebates for OCTG could be reduced. Such a move could come as part of Chinese efforts to smooth over relations with trade partners and reduce exports in general. 

Plus, recent U.S. government data suggests that imports to the U.S. in general are falling off. Steel import licenses fell to 2.1 million tons in September from 2.3 million tons in August, a nearly ten percent drop. That may mark the lowest import levels in two years. And imports from China are down almost 40 percent in September 2007 compared September 2006.

OCTG Overview

In fact, some argue that prices for pipe and tube in general and OCTG in particular could spike dramatically in coming months as imports continue to avoid the U.S. for stronger, more lucrative overseas markets. Some also suggest that questions over the quality of some Chinese product will increasingly encourage consumers to look to domestic mills or other European or Asian suppliers.

Again, I’m sure you’ve all heard the stories. U.S. Steel reportedly cutting up about 60,000 to 80,000 tons of imported pipe that was on the ground at Lone Star after it purchased the company. And some Chinese mills are allegedly using stencils from API-certified mills on non-API product.

Those who believe that OCTG prices could spike also argue that a trade case could soon be filed against Chinese OCTG producers. But that case may be hard to argue with imports in general declining and mills reporting strong profits. And despite the chatter, no trade cases have been filed yet. Plus, U.S. pipe producers have notched record profits in recent years, with OCTG providing some of the biggest margins. Consumption has grown at about 15 percent per year since 2003, with prices well above cyclical averages. In fact, prices are more than double their averages over the last thirty years.  

But that doesn’t mean that imports of Chinese OCTG will suddenly fall off a cliff. As long as lead times and prices in the U.S. remain high, it’s hard to see how Chinese imports will dry up completely.

In fact, while Chinese imports are expected to drop in general, imports of OCTG appear to be holding firm. Some even suggest that prices for commodity grade OCTG could drop significantly. Capacity could increase by as much as 50 percent over the next five years, some say. And consumption may not be able to keep up. That means OCTG prices may continue to slip downward. After all, average prices for many OCTG products have been slowly but steadily decreasing for at least the last 12 months.

The situation is different for alloy and heat-treated grades used in deeper and more difficult wells. There are few producers on the high end, and some expect demand could double over the next five years.

Mexico pipe and tube overview

And because we’re here in Cancun, I’d like to take a few moments to mention the Mexican tube and pipe industry.


The biggest recent news is that the U.S. has decided to end duties on welded large-diameter pipe from Mexico. That should open up the possibility of more exports to the U.S. With the duties in place, Mexico had only been able to import pipe under 16 inches in diameter. For larger-diameter pipe, Mexico had largely avoided imports to the U.S. and focused instead on markets in South America, particularly Brazil and Venezuela.


With U.S. markets now more open, Mexican producers such as Tuberia Laguna, Tubacero and Hylsa should see some great new opportunities. That’s especially true because shipping and freight costs are far cheaper for Mexico than for other importers. The ruling was a great day for Mexican producers, and I’m sure many are eager to pick up new business north of the border.

