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UTILIZATION OF PRODUCTIVE CAPACITY

I¥ THE LATIN AMERICAN IRON AND STEEL INDUSTRY

Corri gendumi/

Page 7 Table 1 Rolled products, Mexico: Change 3,380 to 3,996. (4
Totals: Change 11,375 to 11,991.

Change footnote ¢/ to read: C(orresponds to integrated, semi-
integrated and rolling plants.

Page 8 Para 19 Delete last ) words and substitute:
because of transitory complications in raw material supply.

Para 22 First line: Change 11.4 to 12.
Page 9 Table 2 Flats, texico: Change 1,740 to 2,4005/

T~tele: Change 4,576 to 5,236

Add footnote: g/ i"igures supplied by Nacional Financiera SA.

Para 26 Irsert at beginning of para: A major part of

Para 2 Second iine: Charge 40 to 44.

1
}
}

Tavle 3 Brazii: Adl -~

Crude steel, Prod.:  Add: g/
Mexico, Capac.: Change 3,382 to 3,996

#exico, Jtil.:  Change 71 to 64
iotals, apac.: Change 11,375 to 11,991
Totals, ""til.: Change 68 to 64

Add footnotes: a/ Includes foundry steel.

b/ Production figures compiled by IBS: pig iron
3,057, crude steer 3,696, rolled products 2,709.

1/ Corrections submitted by the author.
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Eage 11 Pare d)  Chenge €8 to 64

Insert Colombia after Chile

FMlats 7
Bage 11  Teble ¢/ lexico, Capac.: Changs 1,740 to 2,400 |
Mexico, Utii.: Change 71 to %2 Sl

Totals, Capic.: Cuange 1,574 to 51236

Totals, "tii.: Char.c 70 to 67

——— s ———

Page 12  Para 41 IDelete para and sulstitute:

Under-utilization of the :razil-an potential was due in
part to prollems i1n mar-e* conditions and to unbalanoce
in COSiPA'e and USIMARAS' preductisn lines.

Page 13 Para 45 End of first senterce, add:

«+. and 1n the lining of Faz del ..:n's blast furnace.

Page 14 Para 49 End of first sertence,add:

««s due to stops for roiling mill repairs,
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1. The numercus studies condurted on divers aspecte of the Latin American
iron and steel economy reveal that the area shows a production deficit 1n
relation o ita consumption, Thus, the gap during 1966 amounted to 3.4 million
ingot tons of rolled producte, while it is expected that by 197% it will reach
some 7 millions.

R Notwi theteanding this insufficient production, it is suspected that the
regional steel-meking capacity is not used fullv., The same paradoxical sit-
ustion appears more evident at national sceles, showing that production figures
alone are inmifficient to evaluate the industry's potentiality.

| Vaving posrd the problem, it would now be of interest to discumss the exact
situation affecting the productive capacity of the installations, the degree in
which they are being used, the reasons for the under-utilization of this poten—
tial, and the manner how a better utilization may be promoted. An analysis of
the above aspect= (ollows,

gemoept, definitions and meagures

4. There ie no toubt that the concept of production capacity is one of the

least ~lear i1n the minds of industrial economists. Valuable efforte have been
made to penetrate more deeplv in its true meaning, which have contributed to a
better urderstanding of the problem. Fut, nonctheless, none of the definitions

propoeed up to now has bteen fully accepted by economiste,

5. The above tndefinition naturally alsc affects the general idea held about
the installed or prodictive capacity of the iron and steel indugtry., An effort
will be made, revertheless, tc define some of the most usual concepts on the

capacity of thie particular industry,

6. In the first place, 1t 18 important to differentiate botween what is under—
stood by “production capacity »f an equipment” and "capacity to manufacturc a
product”. In connexion with the first, referencers are often made to capacities
of the Flast furnace, of an electric furnace or of a rolling mill. 1In the gon-
erality of such cames the reference implies the "nominal" or "desigm" capacities;
that 18 to say, the maximum production given by the equipment manufacturers ac-
cording to 1ts specificationr and 1n 1deal conditions of operation. Furthermore,
tihay usually refer to a standard production and do not take i1nto account either
the bottlenecke that may appear in the production line before or after the par—
ticular squipment mor any eventual difficulties in raw material supplies.
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7. Undoubtedly, the entireprencur who must safeguard an investment or main-
tain a balanced production line is more interested in the above-mentioned de-
sign capacity than the planner, who 18 busy with the poasibilities of producing
plates to be used by the naval industry or tinplate fcv the canning i1nduatry.
The latter will c¢vidently be much mor: 1laterested in investigating the poten-
tiality to produce tnese 1tems than in the caparity of the equipment which will
produce them. In thig connexion, it is necessary uleo to diffcrentiate two
concepts: the '"theoreti~rl" rroduction capacity, which iz the maxin m produc-
tion of a given item ragardless of mapuiacturing costa, and the "real” produc-
tion capacity, by which i1s noant the maximun production of a given 1tem under
normal condit.oins oi' operation and with the usual product--miy. There is no
doubt that this definition iocs uot apply tdentienlly to the various planta,
since both product-mix and manufac*uring conditions vary from one to another.
It is not cven v2l1d tor on: given plant for different periods of its exis—
tence, as both assumptiunc change alro in the ~ourie of time, Nonetheless,

considering the purposes of thie nuper, the latter definition will be used.

8. Numerous facters hrve o bearing on the renl production capacity, the first
being the numbir of work shifte t ke plant or in 1ts various sections. The
majority of the Latin Amcricaun irtegprated works, forced by the rccessity of a
continued chomica’ process for pig iren production, tond to work in three shiftuy.
On the othcr hand, semi-integrnicd plants or re-rnllers often ase only part of
the working day. The prodict-mix to Lo manufactured 1s also of decisive impor-
tance due to the ensuing greater or lemser changes of cquipment parts. The
quality of raw materials orfcete o an 1 nortant degree the first stage of pro-
duction as the ecapacity oif +he reduction fucilities ecan he crcatly increased
through special ore condiiioning, whercas the quality of the manufactured pro-
ducts necessurily influcences the last rolling stage capacity according to their
degree of finishing, The nspeets just named re rclatively easy to measure,
but others which must also be considered - such as work organization, technical
and administrative capacity, lavour productivity, ctc. - are much harder to

quantify.

9. Production technicues rnre constantiy improving. Consequently, the concept
of capacity is an cscentially dynamic one, particularly so in the iron and steel
industry, where there is na real technological revolution affecting its three

fundamental stages: reduction, refining and rolling.
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10, Bffortes have been concentrated to increase productivity of the blast
furnace, which continuea to be the classic equipment for ore redurtism, W

& means to avold consziderable investments in new installations, Thua, in

the United States the average production capacity sf the blast furnaces ih=
oreased about 60 per cent in the period between 19% and 1966, MHalf of this
percentage has been attributed to technologicai improvesenis aione. Of these,
the most significant have been the use of pre-reduced ore, better preparation
of charge materials, and divers operational innovations such as Axygen and
hydrocarbon 1njections, use of high temperatures in the air ineufflated, and
high top pressure.

11. In the refining stage, capacity increase hae sriginated especially in

the intensive use of oxygen in the various steel-making installationa,

12. The reduction and refining processes are nf n ~hemicai ne.ure, whorsss
rolling is essentially mechamicsl, 1n congequerce, the tark ot increasing
the potentinlity of the rolling equipment row ir uae 12 muck harder. lee
provements have becen achieved by reinfercing some alements, tv ndding stands,
and through more efficient operation programming. ©iant technicoal personnel
coincide in pointing out that intensive application of production programming
and control techniques have made poesiltle important increases 10 thelr equipe
ment output. PFurther, intensive use of romputer eclement: has greatly facili=-

tated application of the new techniques.

13. Naturally, these technological Laprovements are not applied cvenly
throughout an integrated plant, thus producing a continual imbalance in its
divers sections. It «slso requires a permanent programming ot expansions for

the existing tottlenecks.

14. The fact that there are .o universallv accepted definitions of 1nstalled
capacity makes for the lack of standard metrods to measure :t. In general,

the information available is based on estimates. The forms distributed by
agencies in charge of compiling statistics of the various industrial soctors

in Latin America ofter include questions such as "which 1g the production
capacity for such and such ~n item in cne work sh1ft?", or, "in whaot percentage
do you cstimate the utilization of vour installed capacity?". OQuite o”ten, the
inconsistency of the datc supplicd in reply to such questions mukes any analysis
impossible, so much so that in certain cnses the corresponding figures are not

even published.
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1%, In the iren ami stesl sector there ie no aystematic inforsation availabie
sither »n production oapncities for pig iron, orude steel or rolled producte.
Nowsver, ir Junuary 1967 the Institute Latinoamericans del Prerre y ol Acere
har set in operction a2 sufvey on investments sade and proje: ted in the Spanigh-
speaking Americs iren snd steel sector wnd the capncities they will originate,
Bimul taneously, in frapil the survey will be widertaken by the Inetituto
Bragileirs ie Siderurgin. It will thus be poscible in the near future to count
with reliakle dats fr.e such « basic ami dynamic industrinl sector on this very

oontrovereial metter,

16, [Lacking rewsdi o irfarmtion on the industry's potentiality ia latin America,

the wr.ter asked 1 A¥4's lapionsl Secretarista in argentina, Mezico and Venguela
i and the maair iteerated ol cte o Chile, “olasbia, od Peru for estimantes on

thetr respective cantrias’ sretolled caparity,  Corveaponding data sn Brasil

wnp furnished b the Tostitots Yroojeire e Tiderurgina,

7. Neariy the totalsey o0 ke dnte ompaled rofers to the real production

enpacity an DM e the thros Candoment il sectors of the taduetry,

1B, Pig 1ron production capacity wweuntes te L0 vallion tone snd ¢ orresponds
mainly to Lliaast firnver with the unique sxception of Venezuela, which upes
exclusively electri reduction fama e, The grestast potentiality 1z to be
found 1u Brozil, Moxioo il Argenting, coancentr ting % por cent of the capacity
among the three. Ail 0 the [ty Amerion countric: ppeariug in table | have

a pignificant cteel production, with the sole exception of Uruguay. The amallness
of the market in the ictter hae not justified installation of an integrated plang
to date,
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Argentine
Prasil
Colombia
Chile
Mexico
Peru
Uraguay
Venssuela

Totals 2,3} 12,022 15,37%

m; TL&FA

iBS (unofficial data for Beagil),

)}/ M™eee figures =u 't be taken with gome reserve in view of remarks made in
the preced.ing hapter, notwithptanding the relinbility of the sources of
inforsat, v, Ths tove o one oway nvas bdhtes, however, the general con-
clugion: reghes Turthes

Inclaudes ¥ ™14, Lltos Hernos apla, Aitor Hornoo tuemes, nd Ferro-

Biwso wps 0, %, xt

Comprisce ' i wuta; ‘apacities weording to processes “re:  Jiemens-Martin
1,71 electr furnacvs, 205 and Thomas, S50,

Corpenporides * - Aindar, “ra, Militar de Aceroe, SOMIGA, and CLIMA
aspocintes,

Includer * 4,007 tonk fros independent blast furnacees at Minas Gerals,
Includer = certain amount of unldetermined capacity for foundry steel.

CAFP's  hluet furnmces'! copacity e W0 000, hat 1t 1s fimited by the
ancillary anatalintione,

#

Compriser Ab, [NDLC, “iMie, and A8,

Te ek & & &

Includer s %, « tor-capacity ta produce aponge ironi doaes not include
the 50,0kt canseity 0 the third Pundidora blast furnace which was
atarted .r ‘woomiar ¢

Corresponde ' % kT4, Lrerce Arequipa and Fundicidn Callao.

3

Compriges 3]100F and 8] VENLA.
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19. All these pig iron capacities have been computed on a three-shift basis.
Nonetheless, there exists n considerably margin for increase by applying the
technological improvemente previourly commented, which hnave not been utilized
very extensively in *he nrea. it nas also been increasingly difficult to
utilize the chnrcosl-fired blast furnace capacity in Argentina and Bragil,

this being a raw material in process of extinction.

20, The steel-muking inetnlled capacity is equally concentrated in Brazil,
Mexico and Argeniinz. They are responsible for £%5 per cent of the 12 million
tons produced, in or.er of wmporitance in open-hearth, electric and basic oxygen
furnaces, Thomas and Beasemer cenverters. Cver 20 per cent of the above po-
tential ic to be found ir. sem--integrated plants; that is, those starting with

stecl-moking nd using exclisively ccorap ne row material.

i

2l. Steel-making caopacitices nrce normally computed on A three-shift bases at
integrated workes, wnd nne or two at semi-integrated plants. We have here, too,
an ample margin to achieve production increases in tho steel-making furnaces,
particularly open~tearth, throuch mascive use of oxygen 1o speed up the re-—
fining process. Up te 1967, the process wos employed only in some Brazilian,

Chilean and Mexicn faei1litieq.

22. Rolling productios copn~its in the area totars 11.4 million tons and is
equally concentrated 1 the three mzjor countrics of the region. The above
potential hne Locr cnleulated, 1. the majority of the cases, on a two-shift
basis and at rolling midl Jevel. The latter 1& significant, as capacity at
the preceding Llooming stage is considerahly higher as o consequence of the
tendency to 1nstnl!  versizea bloominug mills to set off rigidity in their
operation, =o any caprcliy increases thot moy he nchieved at this stage by

means of transformatioru nre of wmodest 1mport.

23. Contrary fc wnct has been noted in connexion with the first two processes

and for the rconenz alrendy noiinted cut, Loatin American rolling capacity can-—

not be raised sienificantly throueh technological changes. Rother, there exist

a number of otsolete rolling plants which started to operate during, or a little
after, the Seccond World War and are now in no condition to compete with up—-to-~date

integrated works.

24. A study of the structure of rolling caprcities in regard to its potentiality

to produce Clats, non-flats nnd seamless tubes provides an added light as to their

scope or extent. The three named items are generically different and, further,
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the equipment required to produce flats or seamless tubes, being more
sophisticated than that for non—-flats, represents, in consequence, a higher

investment.

Table 2

Latin American production capacity of rolled products in 1967
(thousand tons)

Country Flats Non~flats Seamless tubes
Argentina 752 1,609 140
Brazil 1,775 1,794 144
Colombia 0 270 -
Chile 279 226 -
Mexico 1,740 1,400 196
Peru - 230 -
Uruguay - 30 6
Venezuela - &15 295
Totals 4,576 5,974 181

Source: ILAFA
TBS (unofficial datn for Brazil).

25. It can be clearly appreciated from table 2 that only the five countries
where consumption is more developed as a result of their industrial evolution
possess the capacity to manufacture flats. The wmost remarkable anomaly occurs

in Venezuela, which has registered a significant delay in deciding to set up

the required facilitics, even though counting with A considernble domand.l/
Brazil, M2xico, and Argentina show the bigyrest production potentiality, totalling

93 per cent among the three of then.

26. The capacities for flats given in table correspond to integr-.ted works
with relatively modern ecquipment. They con be incrensed by solving certain
bottlenecks in their production lines. But, the greatest advances muct come

from improving the programming systems and from the employment »f operational
investigrtion techniques. There arc nlants which have increascd their product-
ivity ccnsiderably by manufacturing longer production series and by adapting roll

change: to their production programmes.

l/ After 1967 both Venezuela and Peru decided to install plants for production
of flats.
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27. All the countries analysed have capacity to produce dars and sections.
In each and all cases they are the products first manufactured by the in-

dustry, for three reasons: they are the first items with a market, they

require smaller investments in equipment, and have a productior technology

free of complications.

28. Only five Latin American cocuntries have seamless tube plantg, Venezuela,
Brazil and Mexi:o showing the biggest installed potential. As can be ob-
served, Venezuela in this instance joins the Club o the Creat, having de—

cided in an early period to supply 1te important oil industry's tube consumptiom.

29. The relationship between production capacity for flats and the total

rolled is of 40 per cent for the whole area. This percentage 1s symptomatic

of the sector's fitness to sustain the industrial development process. How-
o ever, it reveals some rnoticeatle anomalies i1n some countries of the area and

does not represent the levels reached by i1te transformation industry.

Production and 1tg relation with rapacity

30. Table 4 - showing the relationship betweoen pig iron, steel and rolled
products capacities and production in 1967 - was prepared for examining

utilization of the production potential.

Toble 3
Capecities, production and capacity itilization in the Latin
American iron aad steel industry in 19€7
{thousand tony)

Pig 1ron Crude stecl Rolled products
Countries Prod. CJapac. Util.s, Prod. Capac. Util.# Prod. Capac. Util.%
Argentina 617 7153 8 1,326 1,964 68 1,348 2,501 54
Brazil 2,963 4,265 10 3,665 5,013 73 2,848 3,713 77
Colombia 203 210 97 258 300 86 196 300 65
Chile 498 520 96 631 6C5 25 450 505 89
Mexico 1,611 1,080 95 3,023 3,400 89 2,415 3,332 71
Peru 31 300 10 80 380 2l 51 230 22
Uruguay - - - 14 15 93 18 36 50
Venezuela 422 640 56 690 885 18 367 710 52
Totals 6,345 5,343 76 9,687 12,022 81 7,720 11,375 68

Source: ILAFA

IBS (unofficial data for Brazil).
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31. Utilisation of pig iron production capacity in the area reached
76 per cent. Colombia, Chile and Mexico show the dest indexes, while
Peru has the lowest.

32. Ingot producing installations show an 81 per cent utilization. The
best relative conditions can be found in Colombia, Chile, Mexico, and

Uruguay.
33. Only a 68 per cent rolling rmill capacity was utilized in 1967, with
Chile, Brazil and Mexico heading the list.

34. It ic important to lcarm how the production capacity for flats, non-
flats and seamless tubes is utilized, since rolling is the process de-
manding the heaviect investments in any integrated plant regardless of its

technological structura.

3% It can be appre~iated that in the majority of the countries having
these expensive installations for flat products, their capacity was uti-
lized only a little over 77 per cent, with the striking exception of Chile,

with a 92 per cent utilizetion.

Table 4

acity utilization in rolli
thousand tons

Hon~-flats Seamless tubes

Countries Capac. Util.” Prod, Capac. Util.” Prod. Capac. Util. %

Argentina 520 750 72 14 1,007 44 94 140 &7
Brazil 1,428 1,77 21 1,334 1,794 14 59 144 48
Colombia 22 30 /3 174 210 64 - - -
Chile 256 279 g2 192 226 8% - -

exico 1,240 1,740 71 999 1,400 71 156 196

Peru - - 52 230 23 - -

17 30 57 1 6

269 415 €5 98 299

Totals 3,486 6 3,750 5,974 63 a8 181

Uruguay - -
Yenezuela - -

Source: TLAWA
IBS (unofficial data for Brazil).

36, In 1967 only 53 per cent of the bar and section rolling equipment existing
1. the area was utilized and, once again, Chile used it to the best advantage.
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37. Utilization of the tube manufacturing capacity was very irregular
throughout all the countries, going from 17 per cent in the small Uruguayan
installations up to 80 pur cent in Mexico. The average percentage for the

whole area was 54.

Causes of the under—utilization »f the production capacity

318, It ie interesting to annlsse first the reasors fnr tie existence of an
idle capacity throughout the vnrious stages of the productive process in the
course of the vonr being wnalysed, and then cxtend the reasoning in search of

the causes mos* frequentl: reapon ible for the situation during the last years.

39. Before going on to this analsclc it seens convenient to point out that
maximum productions obtainabie are nearly always lower than the capacities,
particularly in those countries with » more «iversified production. This is
due to the multiple contingzencies ther are exposed to. Thus, in Europe, ca=-
pacity utilization o the Intcrent steel producing sectors has aot crceeded

96 per cent cve:n 1u the best vearn.

40. In general, 177 was o poad year 2s regards utilization of the pig iron-
making potential, ns may e apprecinted in table . 1n the Arpentine case,
the reasons for .utilization of almost a quarter oi 1ts capacity reside,
first, in forced paralysatious {or repair ol tihe 30MI 34 blast furnace and,
secondly, parti.! inactivit of the Zepln tlest furnaces due to difficulties

in the charcoai suppiy, ard tne total inactivaty of farro-Misionera.

41, Partial inactivity at Volta edonda #1 blast furnace accounts partly

for the unuitilized HBrazilian potential.

42. Peru used ¢l a tenth of its potentinlity, due mainly to the fact that
within its expansic: programme the "0C,00C t.p.a. blast furnace was installed
before the dock for sre dirembarkment wis ready. The reasons for Venezuela's

low output - 1* usea oniv two thirds of ite potertial - lie 1in the extensive

2

use of pig iron stocks ani in 2 reduction of operatiors programmed for SIDOR's

5,

electric furnaces as o consequence of - market contraction esrly that year,

43. Latin American steel-—-making ~apaciiy 1n general had o uore deficient
utilization than blast fuirhaces. Argentina shows n ore third unused capacity
corresponding to electric furnaces of semi-interrated plants, which had to

adjust their productios to the needs of rolling mills.
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44. Brazil, with a 27 per cent idle capacity, was also affected by the
reduction in steel demand from rolling departments.

45. The small idlec capacity in Colombisn wa: originated in difficulties in

pig iron supply due to repairs in thc coking oven plant. Mexico left only

11 per cent of its capacity idle; however, its mognitude represents nearly
400,000 tons. This situntion was due mainly to the gcarcity of pig iron in
some of the plants and to the fuct that some stieel-molin_: furnaces which
started to operate that year did <o only partiallr. Thc same is true for
Peru, which nlco “ad a low .tilization percentage. Venezuela used 78 per cent
of ity steel-making can.city. Tnis figure way wlfected by reduced operation
at the beginning of 1967 due to adverse local and irnternational narket con-
ditions, since 3IDOR's seamlesc tuhe plant - origina.ly planned to nbsorb

over 60 per cont of this 3tecel - worked at only « traction of its capacity.

46. Table 3 shows that only 68 per cent of the area’s rolling potentiality

was used, which, translated into figures, 'eans that 3.7 mllion more tons
could have been produced. It saould be noted that the unutilized capaclty

was higher than the imports of stecl products in the area, even though this
reasoning is not entirely valid as the najor part of the purchnses abroad
corresponds to specinltics not manufactured in the rercion. It is interesting,
in any case, to remark ot thic point the low use made of the equipment con-
centrating the Lighert proportion of the fixed asscts of Latin American plants.
In this connexion, table / contains o detailed annlysis of utilization of the

production rcapacities for the divers types of rolled products.

47. The imbalance in certain sectors of 0!TSA's production line provoked
the unuse of a little more than a quarter of Argentina's potential for non-
flat production. "urthermore, ouly 2! per cent of the existing capacitics

in the same country for non-flatis could be used; that is to say, some

900,000 tons more could hove been produced. A most unfavourable evolution

of the demand for these items caused the above noted aromaly, also making
-peration of some 20-ycar old rolling plants, precariously installed, partic—
ularly difficult.

4. Brazil suffered an 8 per cent market reduction in 1967 in comparison with
the prior year. Flat producis were cpecially affected, with a 27 per cent de-
crease. It is estimated that in 1967 an inventory reduction policy prevailed

among manufacturers, distributors, and consumers. This situation was the
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main cause for the 2} per cent unutilisation of rolling capscity, or, in
other terms, a lower production of 86%5,000 tons.

49. In Colombia, also, a little more than a quarter of its flat relling
possibilitics went wiused. The <bove percentage, however, is not significant,
as it amounte only to about ,000 tons, In the same way, over a third of the
country's potential for producing non-flats was not utilized because of dif-
fioulties in securing r.w m.terizls — billets .t scrap - undor favourable

eoconomic conditions.

%0. Chile's & per cent unuacd capacity in flat production can be considered
optimum. The fundamental recsor lor this excellent utilization lies in . sus—
tained demand Irom the met:llurgical and canning industries. The 195 per cent
capacity atili.ation tor tare =nd sections was also the highest 1n the area.
It could have beern botter had 14 not been atfocted by & reduction in bar

sales due, 1n turn, to a diminished activity an the building industry and

smaller dispatches of ore-grinding bars.

51. Mexican plants ascd iy a little over 7C per cent of theoir flat and

non-flat producing possitilities, due tco i1mbalances irn thelir main production
lines and to market conditions. Domestic markct restrictions, not fully com-
pengated by exports, nccounted for the utiiization of onlv 3¢ per cent of the

geamless tube plantig! capneity,

H2. SOGESA'e unbalanced production ling, labour problems, and the magnitude
of imports causod the less thn » quarter capacity utilization of bar and
gsection production potential in Peru. 1In Uruguay, which occupied only

57 per cent of 1t oor producing capacity, tho absolute fipures nre irrelevant

in the areats total.

53. Venezueln left unused lens than a third f :ts production capacity in
bars and sectioas due to an 1nsutticient local demand. However, the above
amount was portinll compensated bv 2 massive export of tubes, btillets, and
slabs. Only one third of the tubc producings crpuecity wis atilized as a
consequence of the plant reing originally planned for -+ much greater demand
from the country's o1l industry. iue, however, to prevailing conditione 1in
the international o1l market the expected demand has not yet become u concrete

reality.
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54. Having examined the reasons for the partial unutilization in 1967 of
the iron and stoel instnllations, we will now try to reach some valid and
more permanent genernlications tor the sector. Thece causes will be grouped
under technical and ecovomi: ones, o classification which appears more useful
since, to some degree, tle forner ~rc of the irndustry's responsibility while

the latter tend to escape its cortrol.

55. The preceding cxamination showe oversizing of some units or sectors of
the iron and steel plant ag the oot 1mportant technical cause of unutilization
of production capicity. This condition stems nainly frow che ract that while
steel demand increases slowly and persistently, the entrepreneur trying to
satiafy it must use the minimun desiyn capnacity of some equipment, though well
‘tnowing that even this mnirne 1@ excessive for the projected market require-
ments. In other cuses, tre Jdesigner triec to move chicad of future expansions
and uses, from the beginning, oversized equirment, particularly blooming and

rolling rmlls, which afford technicnl possihilities o) expancion at lower

¥

2
>

costs. There 1s no doubt that 1n a few cases this situztion has come about,

to some cxtent, brcouse of weaknesses in teusibility stuwhies due particularly
to deficient method. of consumption projection., On the other hand, as has
been pre.icasly remarked, there exists - vermasert imba.wce in the iron and
steel production lines all over the world, since inventinn of new operation
techniques or innov:tions 1n equipment design do not advance nt the same rhythm
in the divers stages of the process and the entrepreneur has only a limited
range of possibilities from which to choose a solution for certain plant

bottlenecks.

56.  Production programming &y tems are another important source of installed
capacity wider-utilization particularly at the rolling stage, product-mix and
the variety produced being responsivle for the difficulties in programming.

In this connexion, Latin Americon plants use, in genernl, two systems of op-
erution: they work either against stocks or againct orders. Tvidently, the
first syestem is ensier to plan tut has the disadvantage of the added burden
of financial interests on stocks. The manufactucrs' desire to minimize their

production costs, however, has led them to ~dopt the second sv-tem in the

majority of cases, witli ¢ consequently more rigid programming.

57. Product-mix affects not only the finishing equipment capacity; it also

has a negative back effect on the production line., In effect, a preceding
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equipment may have a larger economic production lot than the rolling mix being
produced at the moment and, if adapted to the latter, will be left with an idle
capecity. There is no doubt, in any case, that regardlecs of which production
planning system is employed, they are susceptible of improvement. The expe-

rience of gome of the area's plants ias i1llustrative of the production increases

that can be achieved tnrough such l1nproveiants.

58. Mzintennnoe problems are also to blame, to n good degree, for unutilization
of iron and steel facilities. The traditional struggle between the men in charge
of production and the equipment maintenance personnel 1o well known and is re-
sponcible for the less i1ntensive application of preventive maintenance techniques
in the iron and steel industry than in other 1industrizl rectors. Undoubtedly a
clarification of coupuny ~ime together with fnst methods for determining ovpern-
tion costs, should srcatly aid executives to solve the conflicts that dnily come
up, particularly at rolling departments, nnd avoid n better oquipment utilization

at cost asacrifices.

59. Lactly, there ~re numcrous excmples of how ignorance oi production tech-
aologies for certnair epecinlties have also prevented a vetter equipment

utilization.

60. In so far as economic motives nre concerned, undoubtedly the most important
one resides in domestic market contractions originati from the weakening of
gsome of the moat i1mportant concumer sectors, such 4s the automotive, building,
agricultural and o1l indurtricc. These coaditions affect to n greater degree
plants in smaller countries, ¢ince their econoiies are lesa diversifiad. Thence,
a contraction in bar demand, or example, cannct be offget with an increase, or
simply maintenance, of consumption of iutomobile plates. Stecl demand resiric-
tions frequently occur in the periodic deprescions 1ffecting the whole economy

of theac countricc.

61. Even though tho Latin Americen steel industry has been projected to supply
solely the domestic markets, assuredlv the international markets constitute a
good outlet during these periods of crisis. Nevertheless, efforts to use thig
recourse have met with only ~ limited cuccess. Thus, 1n 1365 only 5 per cent
(343,000 ton:) of the Latin Amcrican production could be cxported. The above
figure constitutes, nonctheless, one of the highest in export snles and proved

to be a valuable incentive for Brazil, Mexico and Venezuela.
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62. The fundamental reason for not using the industry's idle potential

for export purposes is to be fouand in an over-capacity of world production
in relation to stecl uemand. Fuced with this condition, producers on other
continents have decided to keep up n double price sy~tem whereby cxport
prices are notoriously lower thnan those ir their domestic me.rkets, thus
rendering internationzl compe*ition partienl-rlv kard, Or the other hand,
there prevails amorg Latin American producers a noticeable lack of knowledge
of other markets' conditions and commercinlization methods, which has an

adverse effect on the decigion to expand their export sales.

63, Labour problems have seeor ~u important obstacle to productive efforts,
80 much 3o that certain plants iave had to face long periods of inactivity

because of strikes for asniars factors.

64. Obsolete equipment -t -=ome plants represents capacity that can be used
only under optirum market conditions, s their operation rostc do not resist

the hard competition derived from adverse conditions.

65. To n lesser legree, the unutiliz-tion o' sgome productive units may be
Justified hy scarcit; of r-w -wnd osther nateri-ls or bty 1asufficient financial

resources to roige production leveles in pome plants.

Recommendations for inecrensing production cap ~it util izsation
ol P i

66. It 1o interesting in the first pluce to ~ifer some recommendations whose
application will ot only hrve - direct influcnece on o sreater use of iron nnd
steel installutions but will ~lso permit to plan ant mensure thie under-utilization

problem better.

67. As has been alrealy seen, the amrzing diversity of concepts on capacity
existing at present reflects itgelf on the niscrice of precise definitions, -0
measurement methods and of corresponding stntictics. With specific referance
to the industry's production potentinlity, the latter situntion will be almost
totally remedied Ly the curvev ndertaken Jointly by TLAFA nnd IBD which, by
supplying working defiritions for theorotical and real conpacities, will permit
their computation. Caprcity leterminntion, however, will continue to be based
on the informants® cotinctes. It would he deciranle, 11 consequence, thot the
survey be repeated yearly ~ad tih t the two 2bove-named srgnaizations persist in

their efforts to secure more exact mensurements. In this conncxion, »nly Japan

hns deepened on the problem nt o nntional scale. at the Jovernment's roquest,
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the Iron & Steel Institute of Jnpan developed mathematical formulas to measure
capacity of the divers production equipments as a means to evaluate the
country's iron and steel potential, having succeesfully completed their job.
The Japanese experience mar prove mout valuable for Latin America and possibly

UNIDO mny hire an expert from thot couatry to collaborate in this taosk.

€8. Undoubtedly, excess production capacities stemming either from oversized
equioment or from market contractions may be absorbed by steel cxports both

to Latin America itself or to other areas.

69. "As one wny of expanding local markets for industrial products,
Latin American Goveruments ccialblished the Contral American Common
Market ond the Latin Americon free Trade Ascociotion. For stecl-
meking purnoses, only the l~tier ic ol any interest. Nevertheless,
the negotiationg of tarilf liveration for steel have been hindered
due to unsolved problems mich nn dichnrmony among monetary policies,
exchange svsteus, reculations governing imports from extra regional
countries, internal tnrx refund methods, ete. 1t 15 unlikely that
in the future Latir laerican Coveraments wmry wish to advance any
further <long the rond to economic so-operation while these problems
that distort the potentinl voluc of permanent tarif® concessions
remain unsolved.  Conversely, o certain degree of intra-regional
steel trade mry fencilly arice due to temporery dignd justment teo-
tween internnl consumption and supply of fives products, whicsh con-
tinuously ~ppecrs in these countricr becwuse while the tormer £TOWS
in reguler torn, the 1 tter grows by leape nd hounds, ~s the various
expansion projects rerch the siarting stoece,  Oteel-makers of the
area have repe-tedly of ted tant the, are intereocted in setting up
a syetem wherety such pousibilities S0 temporary co-operation might
be utilized ~nl the redtinr experience sed ag ~ basis tor broader
gconomie intesration patterra,  The tullilment of gsuch aspirations
would greatl: ocontribute 1o earryite out projects that regquire
implementntiny on ~ larger soole than thot determined by domestic
congumption, L opening LiFT4 rnrkets to the products originated
by such projects."l/

70, It 1s evident that the cxisting world excess capacity in this sector
greatly hindera nn nspirations of exporting to erytira-regionnl countries.

The Latin American overnment: - conscious, however, of these possibilities =
nave repeintedl; nsked - through world and regionnl organizations - for a
preferential treatment that will allow their manufactured products to enter

the merkets of 1industrialized countries. Although to date these requests have

i/ From the paper "Economic Conditions Regulating the Growth of Latin American
Steel Production" presented by the author to the Second Interregional Iron
and Steel Symposium organized by UNIDO (Moscow 1968).




—

ID/WG. 29/13
Puge 1y

not met with much response, it should be remembered that resietance put up
by the interested parties cupplying those markets always makes such negoti-
ations tediously drawn-nut.

7l. On the other hnnd, the last few vears have witnessed gome important
changes in the world irou and steol geography. Trade trends, too, have
varied significautly. Te Latir American iron nnd gteel 1adustry should
watch these changes ntteatively and evalunte itn export peagiblities
permanently. The colinborr~tion of United Nntions ngencie: such ns UNIDO

and UNCTAD would Le of particular vilue to start a atudy of the international
market, the nationnl and reginonil organizationg being fully capacitated to

continue this survey,

72. As pointed out in the bertinent chapter, 1acol producers have success—
fully ceveloped new devic s, cffected transforrtions, ~pnlied new processes
etc., thus obtzining some significant enpacits tacreases or - better equip-
ment utilization., Theee lmprovement, however, hrve not ‘ronscended sbroad
and have remained unknown to the other producers of tle ren. A aecting
organized by UNIDC and ILAVA 1o reaqualnt the technicel etapy o1 the arenty
steel plants with lanovations in the various stages of the productive process

should prove of considerable lotercst,

13. A solution to the deficlencies noted in demrnd projection techniquoes
can be considerced in the pernnneat survey of the Latin mericom steel mnrket
which ILAFA will undertnke 1. 1969 with Inter-imerinon Development Bank
assistance. 1In eftect, in the courne »f tie wirvey TLAYY, with the active
collaboration of the areats steal enterprises, will trv to unitorn these
projection methods. They will sfterwards be annlysed an detiil by the

ILATA Advisory Committec on Markceting, who will ¢o-ordinate the whole work,

74. 1Insistence on the pert of’ producers in annlyosing and cont inuously
revising their planning and production control systems mny contribute
significantly to rojse their plart operation levels, particulrly at the
rolling departments. Such an annlysis may reveal, ior ezample, the uge-

fulness of electronic data computing elemente.

75. All emphasis placed by producers and pertinent organizations in the
solution of their technologicnl problems will surely result in a greater

equipment utilization by enzbling them to produce articles of more complex
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manufacture or more ~dvanced design. It is to be desired that new develop~
ments in this irductrial sector will serve to stimulate the area's weak

gcientific and technological infrustructire.

76. Lastly, n studs to readapt equipment rendered obgolete due to having
completed its uscful lite cycle, to more advanced deslgns or to more modern
techniques seens desirable. Such a recdnptation would permit the use of this
equipment for the mwnufacture of certnin steel specialtics or 1ts utilization
to produce other irdustrial crticles. In the fuce of Latin imerica's
traditionzl scarcity oi capital resources it has the added),dvantage of post~
poning its dismantling. / -









