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Heavy Industry Margins Under Siege

Metals and heavy industry remain the
structural foundation of global
manufacturing, shaping infrastructure,
defense, energy, and advanced technology.
Unlike other subsectors, exposures here are
systemic: raw materials are largely imported
and dollar denominated, energy costs remain
fossil dependent, and tariff regimes shift
demand corridors across continents. Volatility
in this sector is not peripheral — it is the
transmission belt into the wider economy.

This publication introduces the Cash
Conversion Cycle (CCC) as the anchor index
for resilience. Traditional measures such as
the Producer Price Index capture input
inflation, but they do not reveal how firms
translate operational strain into financial
outcomes. The CCC does. It measures the
time taken to convert inventory and
receivapbles into cash, offset by the credit
extended through payables. In a sector
where margins are compressed by FX
swings, energy shocks, and tariff regimes, the
CCC becomes the clearest signal of whether
companies can defend returns despite
volatility.

Regional divergence is sharp. The Eurozone
carries along cycle and thin margins, leaving
firms exposed to external shocks.

The United States shows tighter discipline,
but inflation and policy risk dilute its
advantage. MENA's cycle is the longest,
reflecting shipping exposure and FX fragility,
yet sovereign liquidity cushions returns. APAC
stands apart with the shortest cycle and
strongest ROCE, buffered by domestic
demand but still vulnerable to coal volatility
and tariffs. These differences are not just
financial metrics — they are signals of how
deeply embedded volatility is, and how
effectively it can be offset.

For business owners, the CCC is the lever to
net off operational losses into defended
financial returns. For investors, it is the buffer
that determines whether ROl compression
remains manageable or cascades into equity
volatility. The analysis shows that cycle
compression can restore ROCE across
regions, even under systemic shocks, and
that M&A and cross regional consolidation
remain the structural hedge for portfolios.

The implicationis clear: metals and heavy
industry are not simply another component
of manufacturing. They are the sector where
financial discipline and scenario based
positioning can most visibly transform risk
iNto opportunity.
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Strategic Comparative Analysis: USA, Eurozone, & China

China is the dominant global producer in the metals and heavy industry sectors, while the USA excels in high-end innovation and the
Eurozone maintains strong technological niches and quality control. The primary risk across all regions is China's significant industrial
overcapacity, which places intense competitive pressure on U.S. and E.U. manufacturers and is leading to potential trade conflicts and a
global spiral of subsidies

Strategic Factor

Production
Capacity
(Volume)

Technological
Leadership &
Innovation

Cost
Competitiveness

China USA

Leads overwhelmingly: "World's Significant but secondary: Large
factory" status; accounts for over 50% domestic capacity, but a smaller share
of global crude steel productionand  of global output compared to

leads in basic/fabricated metals China

output.

Leads in frontier innovation: Dominates
in high-tech niches, R&D spending, Al
and chip design/machinery, though
Mmanufacturing capacity is a weakness.

Rapidly catching up/Leading in some
areas: Strong in high-volume
production automation, EV, and
battery tech; quickly closing gap in
advanced industries.

Highest: Achieved through economies Lower: Higher labor costs and
environmental regulations reduce cost
competitiveness in basic metal
production.

of scale, extensive supply chains, and
significant government subsidies.
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Eurozone

Strong but declining share: Historically
strong industrial base (e.g., Germany,
Italy), but market share has fallen
relative to China

Niche leadership/Quality focus: Excels in
quality control, specialized machinery,
and certain high-value manufacturing
niches; strong overall R&D investment
growth recently.

Moderate to Lower: Varied costs, with
stringent regulations impacting price
competitiveness against Chinese
imports.
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Strategic Comparative Analysis: USA, Eurozone, & China

China Leads in Total production volume, market share in basic and fabricated metals, cost competitiveness, and large-scale manufacturing.
USA Leads in Frontier technological innovation (Al, advanced machinery, semiconductors), R&D investment share, and high-value, specialized
industrial sectors (e.g., aerospace, pharmaceuticals). Eurozone Leads in Quality manufacturing niches, specific high-tech components,
environmental regulation stringency (in some areas), and potentially leads in industrial R&D investment growth.

Strategic Factor China USA

Government Heavy Intervention: Extensive state Strategic Protectionism: Tariffs, the

Policy support, subsidies, and strategic Inflation Reduction Act (IRA), and
industrial policies aimed at global Mmeasures adimed at reshoring and
dominance across sectors. securing critical supply chains.

Major Risks Oversupply & Trade Conflicts: Massive  Supply Chain Vulnerability: High
overcapacity leads to international dependence on Chinese imports for
trade friction, potential tariffs from certain components and raw materials
other nations, and domestic economic (e.g, rare earth metals).
imbalances.

Market Global Exporter & Domestic Growth:  Domestic Focus & High-Value Exports:

Orientation Aims to meet both massive domestic  Strong internal market, with a focus on
infrastructure needs and dominate defense, aerospace, and advanced
international export markets. machinery exports.
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Eurozone

"De-risking" Approach: Focus on
reducing critical dependencies,
Maintaining open trade where possible,
and leveraging regulatory power to set
standards.

Vulnerability to Cheap Imports: Exposed
to aninflux of low-cost Chinese goods
(e.g. clean tech), leading to pressure on
domestic manufacturers and capacity
underutilization.

Export-Oriented (High-Value): Relies
heavily on exports of specialized
industrial goods and machinery to
mMaintain economic strength.
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Rare Earth supply chain or the "Green Steel" transition

The rivalry over the Rare Earth (RE) supply chain and the Green Steel transition has become the primary theater for industrial dominance.
China controls the raw inputs, the Eurozone owns the cleanest patents, and the USA is building a subsidized fortress to decouple from both.
The winner will be the region that first achieves circularity —recycling REs and steel scrap to bypass China's extraction monopoly

China

leads in innovation, pioneering holds the 1st position, is aggressively "de-risking” via
hydrogen-based Direct weaponizing its 90% monopoly th? “"ﬂC'UO_n Reduction Act,
Reduced Iron (DRI) technologies. on RE processing and its focusing on high-value magnets
However, it faces the highest massive lead in Electric Arc and domestic RE mining (e.g.
risk: its transition is "resource- Furnace (EAF) scaling. By Mountain Pass). While behind in
starved," as it lacks domestic RE flooding markets with low-cost vqlume, the US uses trade
for the wind turbines and "partially green" steel, it forces barriers to create a protected
electrolyzers needed to power the West into a defensive "Green Steel” market for its
green plants posture aerospace and automotive
sectors
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Rare Earth supply chain or the "Green Steel" transition

Both the U.S.and E.U. are fast-tracking projects primarily focused on the midstream (processing and refining) and downstream (magnet

manufacturing) parts of the supply chain, leveraging alliances with resource-rich Australia and Canada to secure raw materials and bypass
China's dominance in processing. The U.S. strategy, heavily backed by the Department of Defense and CHIPS Act funding, is to create a fully
independent "mine-to-magnet" supply chain by 2027

Company Project/ Location

Facility Name

Status

Focus & U.S. Gov Role

MP Mountain Californiag,
Materials Pass Mine USA

MP Fort Worth Texas, USA
Materials Facility

USA Rare Round Top Texas, USA

Earth Project
USA Rare Stillwater Oklahoma,
Earth Plant USA & UK
Lynas Hondo & Texas, USA
USA Seadrift

Facilities
E-VAC Magnet South
Magnetics Manufacturing Caroling,

USA
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Operational (Mining &
separation)

In Commissioning

Development (Mine slates
for 2028)

Development (Stillwater
opens Spring 2026)

In Development

Under Construction

Only operational U.S. mine; DoD recently purchased a stake and
provided a $150 million loan to add HREE separation capabilities.

Focuses on metal, alloy, and finished permanent magnet
manufacturing, a capacity that currently barely exists in the U.S..

Alarge deposit of heavy rare earths. Received $1.6 billion in government
funding (part of the CHIPS Act package) to accelerate development.

Aims to reshore 10,000 tpa of heavy REE metal-making capacity by
leveraging expertise fromits UK-based subsidiary Less Common Metals.

DoD funding supports the building of a Light REE separation facility in
Hondo and an HREE processing facility in Seadrift to complement their
Australian mining operations.

Awarded S9u4.1 million by the DoD to establish high-volume rare earth
permanent magnet production by 2025.
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Eurozone: "De-risking” and International Alliances

The E.U.'s strategy focuses on internal processing/recycling targets and forging "win-win" partnerships with like-minded countries (Australig,
Canada, Africa, Brazil) to secure external raw material flows. While the U.S.is prioritizing speed through domestic incentives, the E.U.is
fostering a global network of partners and accelerating internal permitting processes. Both rely heavily on Australiaon miners (Lynas, lluka)
for the initial raw materials

Company

Project/ Location Status Focus & & EU Role
Facility Name

LKAB/ Kiruna Mine Sweden Exploration/ ldentified as the largest known REE deposit in Europe. A demonstration
Winuity Development plant is planned for late 2026.
Carester/ Lacqg France Under Construction A €216 million EU-backed plant focused on refining and recycling rare
Caremag Recycling & earths to create a circular economy for magnets.

Refining
Neo Perf. Sillamae Estonia Operational The only operational REE separation facility in the EU, focusing on NdPr
Materials Plant production.
Pensana Saltend UK/Angola  Under Construction Developing a processing facility in the UK to process material from its
Plc Refinery Longonjo mine in Angola.
lluka Eneabba Australia Under Construction Though Australian, it's critical to E.U./U.S. diversification efforts; backed
Resources Refinery by national and potentially EIB funding for a major refinery in WA.
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Metals & Heavy Industry’'s Weight in Global Manufacturing

Metals and heavy industry form the
backbone of global manufacturing —
driving infrastructure, defense, energy,
and advanced technology. The exposures
of these sectors are uniquely structural:
raw materials are imported and priced in
US dollars, energy costs remain tied to
fossil fuels, and shifting tariff regimes
redirect demand corridors across
continents. This means volatility in metals is
not peripheral — it is systemic. A swingin
currency, a spike in energy, or a tariff
announcement translates directly into
margins and returns, with little ability to

~17% of manufacturing GDP, -

Germany's export driven steel
& machinery sectors most
exposed to FX & tariff shocks

~11% of manufacturing GDP,
concentratedin steel,
aluminum, aerospace alloys,
and defense supply chains
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pass costs downstream

In the Eurozone, metals account for
pbetween 15-20% of industrial GDP, with
Germany's export driven steel and
machinery sectors most exposed to
foreign exchange and tariff shocks. In the
United States, the sector forms the
backbone of roughly 119% of manufacturing
GDP, concentrated in steel, aluminum,
aerospace alloys, and defense supply
chains. Asia carries the heaviest exposure
with metals contributing close to 30% of
GDP and China alone producing more than
half of global steel output, making

volatility, systemic to the region’s
economy. In MENA, metals are thinner at
around 10% of GDP yet aluminum smelting
and steel production amplify exposure to
currency fragility and shipping costs.

The implicationis clear: metals and heavy
industry are not simply another
component of manufacturing. They are
the transmission belt of volatility into the
wider economy, and at the same time, the
sector where financial discipline and
cross-regional consolidation can most
visibly transform risk into opportunity

~27% of manufacturing GDP,
China alone produces >50% of
global steel — making volatility
systemic to region’'s economy

~10% of manufacturing GDP,
Aluminum smelting & steel
production amplify exposure

77777777777777 to FX fragility & shipping costs
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The Cash Conversion

To measure resilience in metals and heavy
industry, we turn to the cash conversion
cycle. Unlike broader manufacturing
indices such as the Producer Price Index,
which capture input inflation at the
factory gate, the cash conversion cycle
reflects how firms translate operational
strain into financial returns. It measures
the time taken to convert inventory and
receivapbles into cash, offset by the credit
extended through payables. In a sector
where margins are compressed by
currency swings, energy shocks, and tariff
regimes, the cash conversion cycle
becomes the clearest signal of whether
companies can defend returns despite
operational volatility.

A tightening of inventory days, faster
collection of receivables, and disciplined
extension of payables can shorten the
cycle and restore capital efficiency. For
business owners, this is the lever to offset
losses carried from operations into
financial returns. For investors, itis the
buffer that determines whether ROI.
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Cycle as Sector Index

compression remains manageable or
cascades into equity volatility. The cash
conversion cycle therefore serves as the
anchor index for our analysis, linking
regional exposures to both operational
discipline and investor outcomes

Strategic Divergence Across Regions

The cash conversion cycle, return on
capitalemployed, and gross margin
metrics do not move in tandem across
regions — and that divergence is precisely
where the strategic insight lies.

In the Eurozone, a CCC of 85 days reflects
structuralinefficiencies in inventory and
receivables, compounded by FX volatility
and tariff exposure. ROCE sits at 20%, but
the margin base is thin at 13%, leaving little
room to absorb shocks.

The United States shows tighter working
capital discipline, with a CCC of 60 days
and ROCE at 25%. Gross margins are
stronger at 19%, but inflationary pressures

and policy risk dilute the advantage. MENA,

by contrast, carries the longest CCC at 110
days, areflection of shipping exposure and
FX fragility. Yet ROCE remains relatively
high at 27%, supported by energy privilege
and sovereign liquidity.

APAC stands apart. With a CCC of just 35
days, the region demonstrates the most
efficient working capital cycle. ROCE
peaks at 33%, and gross margins hold at
18%, despite coal price volatility and export
dependence. The implicationis not that
APAC isimmune to shocks — but that its
internal demand and disciplined capital
cycles provide a buffer that other regions
lack.

This divergence sets the stage for our
regionalillustration. Volatility is not evenly
distributed. Each geography faces distinct
pressure points, and each responds with
different degrees of financial agility. The
CCC, ROCE, and margin data are not just
financial metrics — they are signals of how
deeply embedded volatility is, and how
effectively it can be offset.
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4.0%

Average Sector Benchmark by region - 2025

mmROCE o Gross Margin Cash Conversion Cycle

30%

Returns in %
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demand — infrastructure and defense pro . :
to offset volatility remains uncertain. China's r: t relief but rivalry, intens
pressure rather than offering substitution

11
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United States Metals

The United States metals and heavy
industry sector is strategically
concentratedin steel, aluminum,
aerospace alloys, and defense linked
machinery. Manufacturing accounts for
roughly eleven percent of GDP, smaller in
share than the Eurozone but
disproportionately critical to infrastructure
and national security. Volatility here is
defined less by currency swings — inputs
are largely domestic and denominated in
USD — and more by inflationary pressures,
energy costs, and tariff escalation.

Producer price data show machinery and
equipment costs rising six percent year on
year in 2025, while energy intensive
subsectors absorbed input inflation of ten
to twelve percent. Every ten percent rise
in energy costs trims profitability by two to
three points in steel and aluminum, with
recent gas price increases already cutting
margins by five to seven points. Energy
volatility is therefore a structural
transmission mechanism, eroding returns
even in a market with domestic
abundance.
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and Heavy Industry

Tariffs add a second layer of pressure. A
ten percent levy on imported steel and
aluminum raises landed costs for US
buyers, while retaliation from Europe
restricts US metals exportsinto the
Eurozone. The subsector faces dual
exposure: higher domestic input costs and
reduced external demand. Unlike the
Eurozone, where FX volatility dominates,
the US risk profile is defined by inflation
and trade confrontation.

China remains primarily a competitor
rather than a buyer. US metals exports to
China are modest, while China's
dominance in global steel production
intensifies competitive pressure. The
strategic bet for US metalsis therefore on
domestic demand — infrastructure
spending and defense procurement — to
sustain marginsin the face of tariff
volatility.

Strategic Factor Rankings

H China USA Eurozone

Who wins the 1st Place?

Production Capacity

Tech & Innovation

Cost
Competitiveness

Government Policy

Market Orientation

Major Risks

Chinaleads in sheer volume, the US leads
in the value of intellectual property, and
the Eurozone leads in precision
engineering and regulatory standards
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United States Metals & Heavy Industry — Volatility Data

Dimension

Data Point /| Exposure

Quantified Impact / Highlight

Manufacturing Share

~11% of GDP, metals core to defense and
infrastructure

Smaller share than Eurozone, but strategically
critical.

PPl [ Input Costs

Machinery prices +6% YOY,; energy subsectors
+10-12%

Persistent margin compression across metals
and machinery.

Tariffs (Steel/Aluminum)

10% levy on imports; EU retaliation limits US
exports

Dual pressure: higher domestic costs and
reduced Eurozone demand.

Energy Dependency

20-25% of direct costs, domestic abundance

Recent gas price increases cut profitability by 5-
7 points.

China Competition

US exports modest; China dominates global
steel

Competitive pressure, reliance on domestic
demand.
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Eurozone Metals and Heavy Industry

The Eurozone's metals and heavy industry
sector operates within a lattice of
dependencies that render performance
highly sensitive to external shocks. At the
core lies a structural fact: nearly 70% of
raw materials are imported and
denominatedin US dollars. Every swing in
the EUR/USD exchange rate transmits
directly into cost volatility. A depreciation
from 110 to 1.00 inflates material costs by
close to 9%, compressing gross margins
from 13% to 9% and pulling ROCE down
from 20% to approximately 149%. Currency
volatility is not peripheral here; it is a
transmission lever capable of erasing
several points of profitability in a single
move.

Tariff exposure compounds the fragility.
The Eurozone exports 3.7 to 3.8 million tons
of steel to the United States annudally,
worth roughly €5.4 billion — about 7% of
total EU steel exports. With Washington
signaling a renewed tariff regime,
European producers face the risk of
demand erosion as US buyers pivot
toward alternative suppliers in Turkey,
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Koreaq, or Brazil. Redirection eastward
becomes the fallback, yet China albbsorlbs
only €3.5 billionin EU steel — representing
2-3% of its total imports. The US market is
therefore 1.5 times larger than China for
European steel, underscoring the limits of
substitution and the strategic weight of
transatlantic demand.

Energy dependency is equally structural. It
accounts for 25% of direct costs, with
fossil fuels comprising 80% of that base.
Green penetration remains low, around
20%, reflecting the technological reality of
steelmaking: blast furnaces require high-
temperature processes that renewable
electricity cannot yet deliver at scale,
while hydrogen steelmaking remains in
pilot stages. This fossil lock-in means every
10% increadse in energy prices compresses
margins by roughly 2.5 points. A 20% rise
would push gross margins from 13% to 8%
and ROCE from 20% to 12%. Energy
volatility is not episodic — itis a direct
transmission mechanism into profitability.

The Russian dimension adds latent

complexity. Despite sanctions, Russian pig
iron and nickel continue to enter Europe
under quotas, with Italy alone importing
over 0.5 million tons in early 2025. Should
sanctions be lifted, cheaper Russian supply
would re-enter freely, lowering material
costs by 3 to 5 points and lifting EBIT and
ROCE. The economics are clear: lower
costs improve competitiveness, but at the
price of renewed dependency on
politically sensitive inputs.

China, meanwhile, offers diversification
but not salvation. EU steel exports to China
represent only 2-3% of China's total
imports, and while redirection is possible,
the scale is capped. The Eurozone's
exposure is therefore not just operational
— itis structural, shaped by currency,
energy, and trade corridors that remain
externally set.
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Eurozone Metals & Heavy Industry — Volatility Data

Dimension

Data Point /| Exposure

Quantified Impact / Highlight

Materials (Imports)

70% of raw materials imported, settled in USD

EUR/USD depreciation from 110 to 1.00 inflates
costs by ~9%, compressing margins from 13% to
9% and ROCE from 20% to ~14%.

Tariffs (US Market)

€5.4B exports to US (~7% of EU steel exports)

Loss of US demand forces redirection; China
absorbs €3.5B (~5% of EU exports, 2-3% of
China's imports). US market remains 1.5x larger
than China.

Energy Dependency

25% of direct costs, 80% fossil fuel based

A 10% energy price rise compresses margins by
~2.5 points; a 20% rise pushes margins from 13%
to 8% and ROCE from 20% to 12%.

Russia Scenario A

Pig iron & nickel imports continue under quotas

Lifting sanctions lowers material costs by 3-5
points, lifting EBIT and ROCE but deepening
dependency.

China Trade Flow

€3.5B exports (~5% of EU steel exports)

Represents only 2-3% of China's total steel
imports; diversification option but insufficient
scale.
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APAC Metals and Heavy Industry

Metals and heavy industry in APAC
represent the largest concentration
globally, anchored by China, India, Japan,
and Korea. The region accounts for
roughly a quarter to a third of global steel
output, with China alone producing more
than half. This scale makes APAC not just a
participant but the price setter in global
metals markets, meaning volatility here

cascades outward into every other region.

Energy costs define the risk profile. China
and India rely heavily on coal, which
represents 60-70% of the energy mixin
steelmaking. When coal prices rise,
margins compress quickly: a 20% increase
in coal benchmarks cuts profitability by
about five points in Chinese mills. Japan
and Korea, by contrast, import most of
their energy, leaving them fully exposed to
global oil and gas volatility. Unlike MENA,
APAC does not enjoy subsidized domestic
fuel: cost structures are directly tied to
global benchmarks, embedding volatility
into profitability.
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FX exposure is mixed. China's managed
currency shields producers from sharp
swings, but India’s rupee and Japan'’s yen
expose exporters to volatility. A 10%
depreciationin the rupee inflates input
costs by 6-7%, while a stronger yen
erodes the competitiveness of Japanese
steel abroad. These dynamics mean that
while APAC as a whole benefits from
scale, individual economies carry distinct
vulnerabilities.

Demand risks are uneven. China and India
absorb most of their output domestically
through infrastructure, real estate, and
manufacturing, cushioning producers from
external shocks. Japan and Korea,
however, remain export dependent, with
steel and machinery flowinginto US and
European markets. Tariff escalation
between the US and EU indirectly affects
APAC:if Europe redirects volumes inward,
Japanese and Korean exporters face
tighter competition and reduced margins.

Tariff exposure is concentrated in China.
US levies on Chinese steel and aluminum
reduce access to Western markets,
forcing China to redirect volumes into Asia
and Africa. Japan and Korea face indirect
risks, squeezed by global confrontations
that raise landed costs and erode
competitiveness

APAC Crude Steel Production

ROAPAC China
3% 75%

South India
Koria 5% 10%

Japan
6%
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APAC Metals & Heavy Industry — Volatility Data

Dimension

Data Point /| Exposure

Quantified Impact / Highlight

Manufacturing Share

~25-30% of global steel output; China >50%

APAC is the global price setter in metals.

Energy Dependency

China/lndia rely on coal (x60-70% of mix);
Japan/Korea import oil & gas

+20% coal price rise cuts Chinese steel margins
=5 points; Japan/Korea fully exposed to global
volatility.

FX Exposure

China’'s managed currency shields producers;

India’s rupee and Japan's yen volatile

10% rupee depreciation inflates input costs =6-
7%, stronger yen erodes Japanese export
competitiveness.

Domestic Demand

China & India absorb most output via
infrastructure and real estate

Cushions margins from external shocks; internal
demand stabilizes profitability.

Export Dependence

Japan & Korea rely on US/EU markets

Vulnerable to tariff escalation and global
demand shifts.

Tariff Risks

China directly targeted by US tariffs;
Japan/Korea indirectly squeezed

Tariff regimes force redirection of volumes,
raising landed costs and competitive pressure.
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MENA Metals and Heavy Industry

Metals and heavy industry in MENA
account for roughly ten percent of GDP,
thinner thanin the Eurozone or Asia but
strategically important due to aluminum
smelting in the Gulf and steel productionin
North Africa. The sector’s profile is defined
by two redlities: dependence on imported
raw materials and energy privilege at
home. These create distinct cost and
demandrisks that determine profitability.

Energy privilege provides a cushion. Gulf
producers benefit from subsidized
domestic fuel, lowering production costs
compared to Europe, where factories pay
full globalrates. Energy represents 25-
30% of the cost base in steel and
aluminum, and cheap local supply gives
MENA producers a structural advantage.
Yet this advantage narrows when oil
prices rise globally. Subsidies do not fully
insulate producers, and imported
machinery and inputs remain
benchmarked against global energy
markets. A 20% increase in oil prices trims
profitability by four to five points in MENA
steel and aluminum. By comparison,.
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Eurozone producers face sharper margin
erosion, but the gap between the two
regions narrows under global spikes.

FX fragility amplifies exposure. North
African producers import coking codl, iron
ore, and machinery from Europe and Asiq,
all settled in USD. Weak local currencies
mean a 10% depreciation inflates input
costs by 7-8%, compressing margins by
three to four points. GCC producers are
shielded by currency pegs, but imported
raw materials still carry exposure. Shipping
costs add another layer: long haul exports
to Europe and Asia embed higher freight
rates, and when fuel prices rise, MENA
exporters absorb more margin pressure
than intra European competitors.

Demand risks are externally dictated.
MENA metals exports are concentratedin
Europe, with Gulf aluminum and semi
finished steel flowing into EU markets. Asia
absorbs secondary volumes, but Europe
remains the anchor. Domestic demand is
limited outside infrastructure projects,
leaving profitability tied to external

markets. Tariff escalation between
Europe and the US indirectly affects MENA:
if EU producers lose US demand, they
redirect volumes inward, crowding out
MENA suppliers. The region’s risk is
therefore not direct tariff targeting, but
displacement inits primary market

MENA Crude Steel Production

ROMENA Iran
9%

) Saudi
Algeria Arabia
7% 15%
Qatar Egypt
4% 13%

UAE 6%
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MENA Metals & Heavy Industry — Volatility Data

Dimension

Data Point /| Exposure

Quantified Impact / Highlight

Manufacturing Share

~10% of GDP, thinner than Eurozone/Asia

Amplified by energy-linked industries.

FX Fragility

Imports settledin USD; weak local currencies

10% depreciation inflates input costs 7-8%,
margins down 3-4 points.

Tariffs (External)

Exports exposed to EU/US tariff regimes

Higher landed costs, reduced competitiveness
in Europe.

Energy Dependency

Cheap domestic supply, but global volatility

+20% global oil rise trims profitability by 4-5
points.

China Trade Flow

~12-15% of sector exports

Chinais an anchor buyer; demand weakness
cascades into margins.
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Operational Pathway — Netting Off Volatility Through CCC

For business owners operating in metals
and heavy industry, the challenge is not
simply absorbing volatility — it is converting
operational strain into financial resilience.
The Cash Conversion Cycle (CCC)
becomes the lever. By tightening inventory
days, accelerating receivables, and
negotiating early settlement discounts on
payables, firms can materially reduce their
CCC and lift Return on Capital Employed
(ROCE), even as margins compress under
FX, energy, and tariff shocks.

The datais clear. In the Eurozone, where
CCC stands at 85 days and ROCE at 20%,
targeted adjustments — reducing
inventory by 11 days, receivables by 8, and
extending payables by 5 — shorten the
cycle to 61days. This lifts ROCE by 7 points,
bringing it to 27% before volatility is
applied. Even after a forecasted 6.5% hit
from external shocks, adjusted ROCE holds
at 21% — a full point above the original
baseline.
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In the United States, CCC optimization —
trimming inventory by 9 days and
receivables by 5 — reduces the cycle from

60 to 41days. ROCE rises from 25% to 32%,

and even after a 4% volatility impact,
adjusted ROCE lands at 28%. The
implicationis that working capital
discipline can offset more than half the
erosion caused by inflation and tariffs.

MENA presents the longest cycle at 110
days, but also the highest potential gain.
Reducing inventory by 15 days and
receivables by 13, while extending
payables by 5, shortens the cycle to 77
days. ROCE climbs from 27% to 37%, and
even after a 7% volatility hit, adjusted
ROCE remains at 30%. The pathway here
is steep, but the payoffis substantial —
especially for firms exposed to FX fragility
and long-haul shipping costs.

APAC, with the shortest baseline cycle at
35 days, still benefits from optimization.

Reducing inventory by 7.5 days and
receivables by 4, while extending payables
by 5, compresses the cycle to 18.5 days.
ROCE rises from 33% to 40%, and even
after a 3% volatility impact, adjusted ROCE
holds at 37%. For APAC firms, the CCC
lever is not just defensive — itis a tool to
deepen capital efficiency in aregion
where scale and domestic demand
already provide buffers.

Across all regions, the message is
consistent: volatility will compress margins,
but CCC discipline canrestore ROCE and
defend financial outcomes. This is not a
theoretical hedge — it is a tactical
pathway.

For business owners, the implication is
clear: operational agility must be
Mmeasured not in cost cuts, but in cycle
compression. The firms that shorten their
CCC willnot only survive volatility — they
will outperformiit.
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The pathway to offsetting operational losses through CCC

Eurozone USA MENA APAC
DIO 68 59 75 45
DSO 52 45 65 35
DPO 35 40 30 45
Cash conversion cycle 85 60 10 35
ROCE 20% 25% 27% 33%
Reduce [ (Increase) KPI's by
DIO 1 Q 15 7.5
DSO 8 5 13 L
DPO (5) (5) (5) -5
Threshold for Early Settlement discount 1.5% 1.0% 2.0% 1.0%

Cash Conversion cycle - adjusted

ROCE gain
ROCE - adjusted prior to volatility 27% 32% 37% 40%
Volatility impact - forecast -6.5% -4.0% -7.0% -3.0%

Adjusted ROCE
Gain on ROCE - additional risk buffer 1% 3% 3% 4%
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Defending Against Volatility

Volatility across metals and heavy industry
continues to compress margins and erode
returns. Input costs are externally set, FX
swings are structural, and tariff exposure
is persistent. Operational levers provide
only limited defense, which means
investors must evaluate exposure through
the lens of financial resilience and
strategic positioning rather than
operational recovery.

Eurozone Exposure in the Eurozone is
shaped by high relionce on US demand
and sensitivity to energy inflation. Publicly
listed firms carry significant equity market
exposure, and volatility in FX and tariffs
translates directly into stock price swings.
Current ROl averages 3-4%, with a likely
compression of 1.5-2% under prevailing
conditions. Longer term scenarios are
more nuanced: consolidation with APAC
producers could alter the risk profile by
embedding Eurozone firmsinto raw
material corridors and giving APAC
partners downstream credibility in ESG
sensitive procurement. Whether such
partnerships materialize will determine if
investors see stabilization or continued
earnings compression.
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United States Domestic inflation in energy
and machinery remains the primary driver
of margin pressure. Listed equities show
ROl of 4-5%, with a forecasted decline of
1-1.5%. The mix of public listings and
government equity stakes in critical
minerals adds a policy dimension to
volatility. For investors, the implication lies
in positioning: firms with infrastructure and
defense contracts may sustain returns,
while smaller mills remain vulnerable.
Integration with MENA producers could
provide structural relief, but the timing and
scale of such moves remain uncertain.

MENA Dollar denominated inputs and long
haul shipping inflate costs, while FX
fragility amplifies volatility. ROl currently
stands at 5-6%, but could fall by 2-2.5% if
volatility persists. Sovereign liquidity
cushions exposure, yet IPO activity is
gradually increasing public float and equity
market sensitivity. The pathway forward
depends on whether MENA producers
deepen partnerships with Eurozone
downstream fabricators. Such moves
could lock in demand corridors and
stabilize returns. Without them, investors
should expect higher volatility despite the

region’s relatively strong buffers.

APAC Coal price volatility and export
exposure define the risk profile. Domestic
demand in China and India cushions EBIT,
while Japan and Korea remain vulnerable.
ROl averages 6-7%, with a potential
decline of 1-1.5%. Public equity exposure is
high, tied to commodity cycles and tariff
shocks. The scenario that matters for
investors is whether APAC firms secure
tariff proof access through partnerships
with US infrastructure suppliers. If they do,
returns could stabilize; if not, volatility will
continue to weigh on equity valuations

Greenland Factor — Rare Earths and
Critical Minerals Greenland'’'s mineral
potential adds a strategic dimension. In
the near term, volatility is heightened by
China's export controls on rare earths,
compressing ROIIN EV, wind, and defense
equities by 1-2%. Over the medium term, if
projects such as Tanbreez scale, investors
could see ROl upside of 2-3% through
diversified supply chains and M&A
integration. The uncertainty liesin
infrastructure and environmental hurdles,
which delay commercial viability.
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Regional Equity Financing Exposure

Equity financing structures across regions
revedl how volatility channels into investor
outcomes. In the Eurozone, mid sized steel

and machinery firms remain family owned,

relying on retained earnings or bank debt.
External equity is limited, with sovereign
funds from Norway and the Gulf holding
minority stakes. Public exposure, however,
is significant: ArcelorMittal, Thyssenkrupp,
and regional mills are listed, meaning
volatility flows directly into stock prices via
FX swings and tariff shocks. Investors face
immediate mark to market risk.

In the United States, smaller regional mills
are privately held and funded through
retained earnings and debt. Federal
government equity stakes in critical
minerals projects add a policy dimension,
while private equity remains active in
restructuring distressed assets. Public
exposure is substantial, with US Stee|,
Alcoa, and Cleveland Cliffs listed. Volatility
channels through both equity markets
and government programs, creating o
duallayer of market and policy risk.
MENA's sector remains dominated by
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family owned and state owned
enterprises, with strong reliance on
internal funding and sovereign liquidity.
Sovereign wealth funds such as PIF,
Mubadala, and ADQ act as primary
external equity providers, often with
strategic intent. IPO activity in the UAE and
Saudi Arabiais gradually increasing public
float, raising exposure to equity volatility.
Yet sovereign anchors cushion outcomes,
leaving investors less exposed to
immediate mark to market swings and
more vulnerable to structural FX and
shipping risks.

In APAC, many Chinese and Indian
producers remain state owned or
privately held, with internal funding
dominant. Private equity is limited, while
sovereign and state banks provide equity
like support. Public exposure is highin
Japan, Korea, and Australia, where listed
miners and metals firms tie investor
outcomes directly to commodity cycles.
Volatility here is cyclical, driven by coadl,
lithium, and tariff shocks, compressing ROI
in waves rather than in sudden shocks.

In the Eurozone, public equity exposure is
high, meaning volatility translates directly
into ROI swings. Investors should interpret
this as aregion where financial markets
mirror operational stress almost instantly.
In the United States, the mix of public
listings and government equity stakes
creates a dual volatility channel — market
risk and policy risk — requiring institutional
investors to weigh both. In MENA,
sovereign anchors still dominate, but IPO
activity is gradually increasing exposure.
Investors should recognize the transition
phase: volatility is rising, but buffers remain
stronger thanin Eurozone or APAC. In
APAC, public equity exposure is significant,
but state ownership in China and India
dampens volatility transmission. Investors
face commodity linked cycles, not just
equity swings.

Average ROI - by Region

7%
6%
5%
4%

Eurozone United States MENA APAC
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Privately Held

(Internal Funding)

Externally Funded (
Private Equity / Sovereign)

[>10] o] [ \YA WES =Yo|
(Equity Market Exposure)

Investor Volatility Channel

Eurozone Mid-sized steeland machinery  External equity is limited; High exposure: ArcelorMittal, Volatility flows directly into stock
firms remain family-owned, sovereign funds (Norway, Gulf)  Thyssenkrupp, and regional mills prices via FX swings and tariff
relying onretained earningsor  hold minority stakes in select are listed, equity financing shocks; investors face
bank debt. firms. significant. immediate mark-to-market risk.

United Smaller regional mills privately Federal government increasingly High exposure: US Steel, Alcog, Volatility channels through listed

States held, funded through retained uses direct equity stakesin Cleveland-Cliffs listed; equity equities and government
earnings and debt. critical minerals projects; private financing substantial. programs; policy risk adds a

equity is active in restructuring second layer of uncertainty.
distressed assets.

MENA Sector dominated by Sovereign wealth funds (PIF, Growing exposure: IPOs in UAE Stock price volatility is rising but
family-owned and state-owned Mubadala, ADQ) act as primary  and Saudi (Aramco subsidiaries, cushioned by sovereign anchors;
enterprises, with strong reliance external equity providers, often  ADNOC Drilling) increase public investors face less immediate
on internal funding and sovereign with strategic intent. float. mark-to-market swings, more
liquidity. structural FX and shipping risk.

APAC Many Chinese and Indian Private equity is limited:; High exposure: Japan, Korea, Volatility tied to commodity

producers remain state-owned sovereign and state banks

or privately held, with internal
funding dominant.
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provide equity-like support.

Australia listed miners and
metals firms; equity financingis
dominant.

cycles (coal, lithium) and tariff
shocks; equity investors face
cyclical ROl compression.
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Institutional Investment Exposure

Institutional SERCTre Current Expected ROI

Investment D
Volume (USD bn) Avg.ROI Drop (Volatility)

M&A Upside
(Scenario)

Investor Origin

Eurozone US sovereign & PE, ~120-150 3-4% -15t0-2% ROI could improve by +2-3% if APAC
APAC (Japan/Korea), (tariffs, FX, energy) partnerships secure raw material
MENA sovereign corridors and embed ESG credibility
funds in EU procurement.

United Eurozone PE, MENA ~180-200 4-5% -1to0 -1.5% Upside of +2% if MENA

States sovereign, APAC (domestic inflation,  aluminum/steel integration lowers
(Japan/Korea) tariffs) input costs and stabilizes supply for

defense/infrastructure contracts.

MENA Sovereign funds ~90-110 5-6% -2t0-25% Potential +3% if Eurozone
(intra-regional), (FX fragility, downstream partnerships lock in
Eurozone strategic, shipping inflation) demand corridors and hedge input
APAC (Chinal) volatility.

APAC US institutional, ~220-250 6-7% -1to0 -1.5% ROl uplift of +2-3% if US

Eurozone strategic,
intra-regional
sovereign
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(coal volatility,
export exposure)

infrastructure tie-ups create
tariff-proof corridors and stabilize
export exposure.
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Metals & Heavy Industry in Global Context

Metals and heavy industry stand at the
intersection of infrastructure, defense,

and energy. Their exposures are systemic:

FX swings, fossil dependency, and tariff
corridors are not peripheral risks but
structuralreadlities. What our analysis has
shown is that volatility is uneven across
regions, but universalin its impact.

For business owners, the pathway is
operational discipline. The Cash
Conversion Cycle is not a technical metric
— itis the lever that converts operational
strain into defended returns. Firms that
compress their cycle can net off losses
and restore ROCE, even under systemic
shocks. The implicationis clear: agility is
measured not in cost cuts, but in cycle
compression.
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For investors, the pathway is selective
positioning. ROl compression of 1-2.5% is
likely across regions, but buffers differ.
APAC and MENA offer stronger cushions,
Eurozone remains vulnerable unless
consolidation materializes, and the United
States balances stronger ROI with policy
risk. Greenland adds a long term hedge,
but near term volatility is unavoidable. The
implicationis that portfolios must be
reshaped, not simply held.

For policymakers, the pathway is
integration. Tariff regimes, energy
dependencies, and FX fragilities are not
isolated levers — they cascade across
borders. M&A and cross regional tie ups
are not just financial strategies; they are
geopolitical stabilizers, embedding supply.

chains across divides and transforming
volatility into opportunity.

The reflectionis not prescriptive. It is
recognition: metals and heavy industry are
the transmission belt of volatility, but also
the sector where discipline, consolidation,
and scenario based positioning can most
visibly transformrisk into resilience. The
guestion is not whether volatility will
persist — it will. The question is whether
owners, investors, and policymakers will
act with the discipline required to defend
returns and shape outcomes
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IMPORTANT NOTE

This publicationis intended as o
sovereign lens on metals and heavy
industry, illuminating the structural
volatility embedded in currency,
energy, and trade corridors. It does
not seek to forecast isolated shocks,
but to map the operating climate in
which margins are compressed,
risks are priced, and capital cycles
are defended.

All scenarios, triggers, and outlooks
are presented for strategic and
informational purposes only. They
do not constitute investment
advice, nor do they reflect any
official position of ACUV Strategy or
its affiliates. Readers are
encouraged to interpret the findings
within their own strategic contexts
pefore making decisions.
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Our Market Research Desk is dedicated to equipping esteemed
clients with forward-looking insights that matter. We
collaborate with leading global think tanks and maintain
privileged access to reliable intelligence capable of shaping
decisive outcomes. Every data point is processed within
result-oriented frameworks, ensuring that our guidance serves
the best interests of our clients with precision and impact.For
more information about our services or to request tailored
market insights, please contact us at:

This publication draws on authoritative sources for market
datqg, including::

World Steel Association

OECD Steel Committee Reports

Eurostat [ European Commission

U.S. Geological Survey (USGS)

International Energy Agency (IEA)

IMF Regional Economic Outlook

Gulf Aluminium Council

China lron & Steel Association (CISA)

World Bank Trade Corridors Index

Fitch Solutions | S&P Global Market Intelligence - ROCE, gross
mMargin, and volatility metrics across regions
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