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HISTORICAL BACK GROUND

1.

3.

The first effort to build an iron & steel industry in the country
was inftiated by the Government in the late 1950's, though it is
known that geolc~izal suiweys to Tind possible deposits of iron
ore anc coking coal were started at 2 much earlier date.

In the early 7560's “he Governmant finally concluded a technical
assistance agrecment with the U.S.S.F. for the establishment of
a 100,000 ton/yesr semi-inteorated steel mill at a cost of over
US$ 35 millions, primarily intended to process domestic steel
scrap by smelting in open heart furnaces then rolling to produce
round bars, 1ight sections and wire vod,

This plant is located near 2 viilage celied "Cilegon" at the far
vestern pert of the island of Juva, sbout 8 miles fnland from a
ratural deep-se: harbour of Merek.

The construction of tnais plant which was started 1n 1962 was suse
pended four yeors latar, in 19€%, beczuse of deficiency in local
currency, even though &5% of the equipment, worth nearly US$ 28
million, were alveady at the site, and 60% of the civil works had
been completed.

Little was done except reconservation of the equipment until early
1972 when the Government formed a joint company with the Inconesi-
an 011 Company, Periaminz, by the name of "Vrokatay Steel”, which
then as successor o7 the former Cilenon Steel Preject vontinued

the censtructicn activity at the sita,.




5. Now, throues sn extramaiy tlaw pracess, the Cilegon Steel Prolect
15 taking sheso, S sarting from il Ceiln edrly this year, hlack

wire has already peen eredunad Tram Srnortad wire rod at 2 cavaci ty

07 15,000 lo-/ynap, and g CONLinuaus apival wolded pipe unit has

2180 startes ita wwisg open tion, prodied NG pine with diameter from
4" %0 227 aioon outpyt of 12,000 non/yuar,

6, The Yron macing piant, Tirs“ {ntracicnd oy a group of Gevman cone
suitants was eriginrally olerned to Se Suilt in the Lampurg region,
vrere it was supiosad that remosi ie/magaetite 1ron ore could be j
rined econemical ly. Hawavar This e

[Py
i

‘L never camae into being sinee
T4 was finally dntamiinog Uit Y Trom oore aeposit was not big
erouch o Justify a dlast “renpae oneralion et an economical dasis.
(3ee table 1 on +he TRILYVE ¢ Fhoumatite macnetite ore of Sumatra}.

LR LR

7. Mearwhile the inconesdar fovernment 2750 sicned another agreement

with the U.5.5.2. 4in 1352 2t owing Saviat exgerts, working in co-
2peration with indoner:n ceslogints -~ad angineers, to carry out
o

a comtrenensive goatonical sirvey in Southaen and Eastern Kal:i-

mantan fuc“ﬂcn)*r a 2fert o fingd basie raw naterials (Iron ore,
)

cering coal and Timagtone) ia Justify the esiavlierment of an {ne

tecratec sioel miTT Wil am fmigrad cezacivy ¢f 2.8 miliion tons
neroannui.

8. This survey unfort tunately endad hefore completion of the
entire procram, i late 3965

Nevertheless the resutss of “hig ‘nvastication can be considered
25 2 valuadle irforma.ion *."'o“ wtire veferance (see tabie~2 he-
ratite-magnetite ores o7 o limanss N)e

Wit
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Pre-war aqon’nqgica! investiqat  ~ns ciscovered Ni-Cr bearing 1ron
taterite in sulawest axd Kalimeaten (Tas'e-3) and titani Terrous
magnetite sand dovonitas mn the Tslands of Java and Bali (table-4),
with 1ittle significance Lo the Tu-iher dovelonment of the country's
iron S osteol ndustry,

PRESTNT STATYS_OF TME_IRCY & STEFL INDUSTRY 1N THT COUNTRY
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At present there is no fron mekire Tacilities in the country.

™ 1977 a numdew of detestic mrivate invastors inttiated rrojects
to establish steel miils with capacity range from as small as
6,000 ton/vear up to 25,000 ton/year.

Most of those mini-mil's arve screp or 9illed v2-rollers, preducing
reinforcing hars and saall stvips.,

Some have § to 10-fon eleciric avc furnace for smeiting local
scrap castong inte billel-size ircot.

Though the Govaremant has iscued ~icense capacity of over
1,000,000 ton steal/veas unt 't the ond of 1972, but the retl out-
nut 0f 1072 is enly @ Tittle cver 83,000 ten and by 1974 this
fiqure will S exnagind ta Trevazea g 5 209,070 ton, not count

irg the Ci?egef‘ arcduction o7 TER, .0 ton,

-

-~ 3
v

The overal:
table -5,

e of 110sr e nioreiee bar mills is shown in

The seconcary products ¢ *-o stocl industry such as. G.I. sheet,

= : - s A e N - ™ 4 4
steel nime. ciTvariren wive ond il wive ave fn their early
staco ¢f d?\'c'cnr'e"zt.

Last yeaw's demestiy twoduct on o7 those wes: 6.1, sheet, 70,000

- A A

sors el pito, 300000 tomy and calvanized/black wire 15,000

L .. ~ . M . ot A
bamy @t f:g;w SoAxeATE A.T, ehan . are holow the country's demand




13. To sum up, thn 1972 tn%al national steal production only reached

THE

200,000 ton, akbout 3C% of the %0tal steel consumed in the country,

FUTURE OF THE INTONZSTAN & STEEL _INDUSTRY

14,

15,

16,

Not very much was acecmni?sied by the nnd of the first eight-year
Overall Development Plan (19¢1 - 1969).

This plan, with extrenaly ¢ diversified physical targets, many of
them not realistic, was noth ng more than a huge compilation of
desfres cf many pune, Many indust»ial cevelsoment proiects were
not completed and left uncoriain fow rany years, including the
Cilegon Steel Project.

Then come the more realistic first five-year development plan
(called "PELITA" -1") for 1569 - 1974 with strong emphasis on

agricul tural development and rehabilitation of infra-structure,
Agzin the industrial sector, in narticular the iron & steel ina
dustry, was put aside, with priority only given to that which
directly supports the development of agriculture and rehabili-
tation of inra-structure P-atfeelly ro government spending was
directed to the development of the country's iron & steel in-
dustry, except for survey end research.

Consequently private capital “ooi. over the investment to £i11
up the gap. Scarcity of capi“al in the country, together with
very high interest rate{12% =er annum) is reflecied in the de-
velopment of on’y smal? steel mills, These mi1ls ore scattered
in many places, close =0 the centre of potential market areas,
using those infra-structure facitities waich al-eady exfst.




17.

18.

19.

They are self supporting in the suspiy of power and water which
increase the amount of the iritial investment.

Without Governm=rs suzzort in the infra-struciure facilities,
these small mills have to ficht ageinst hard competition of si-
milar products imported into the country. Importad products are
subject o 10% import duty and 5% Hmnort sales 4ax, and the
ingots and rercllab’e scrap (bas‘c raw material for the m1ls)
are subject to 5% ‘mport duty and 5% import sales tax.

Some of these domestic mills nave their own electric arc furnaces

for melting local scrap. The Governrment banned the export of steel

scrap whe: the supply of nigh quality local scrap had  already
became scarce, maxing the irport of scrap in the {mrediate future
inevitable.

t
Foreign and domestic investmont Tows, effective since 1967 and
1968 respectively, have been attracting investment {n the steel
industry. Under the provisions n“ these two laws, the investor
may obtain some privilroas i o oathese, tar holitay for a
maximum p riod of & years, exemy.ion from divident tax for a pe-
riod not exceading & years, .ree impori duty for equipment and
materials to be used for bui'dine the factory, free import duty
for raw materials for two years supply, capital stomp tax on the
movement of capital, etc.
Despite the high interest raie on capital €rom the local banks,
domestic investment in the sieel industry prevails.
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21,

From the raw mstewiale 20tat o f yiew, Indonesia is less fortunat
compared to 1ts noichbouring countries sueh as India or Australia
wnere iiigh grade feon nre oep ¢orTng 021 4v0 aLundant.,  However,
the size of panulatinr combined w' t; rapid gremine economy makes
the future of %ho country's iren sng etes) industry promising.
Late last year, in Cotobor - Vovemher, a team of Jadarcse exparis
made ar elahora*e survey on the ran and ctec? Cavelcoment of 'n-
donesia. This team, in their suryay report, by using three diffey
ent methods, f.e. %o sum up sector oy sector demand forecasts,
macro analysis using Gross Comostic Production {G.D.P.) and macro
analysis us’ng Gross Zomestic Copital “arration (G.C.C.F.), come
to a conc’usicn as foliows:

Forecast o Asrarent Steel Consum+tion:

Year © Finished steel basis, © Converted to crude stesl basis
£ 1000 t (k¢ per cepita): 1090 1, (kg per capita)

97 668.0 (5.¢) : 853.7 (7.1
1974 933.0 (7.2) : 1.190.8 (9.1)
1979 1.651.0 (11.4) 2.100.0 (14.5)
1984 2.920.0 (*7.¢) 3.730.0 (22.8)
Source: CTCA Report, January
1973

See also chart attachec,

From the forecast made above, the annual growth rate of steel
consumption, measured as a i2rcentage and ir propertion to the
annual growth of the GOP, s tehylated as follows:

periag ° Anmwal growtk rate of : stesl consumption arowsh

P steel consyppiion ! rate/growth rate of GDP
1871474 11,99 : 1.66 /
75- 79; 12.4% P 1.33

20- 94: 12009 ; 1.27




The Praduct mix 4e a5 £17aye.

1970-72 sverzge - 1974 : 1979
jong product : (5.8, £7.0% : 41.2%
flat product : 205 33.8 : 38.3
Tubular procuct : 21.¢ : 22.7 : 20.5

22, From the previous survcys)inv:stigatfons and studies made by experts
frem various countriss, 7ully supported by Incdonesian engineers and
economists who have continuously +ied to find 2 solid economic
Justification for the estahiishmen® of a nationa; iron & steel in-
dustry, it could be sumrerizsr hel the future deveiopment of the
Indonesian 1ron & stne’ neustry will denend almost entirely on the
potential market ir & country wi*s 120 miilion neonie.

23, Qther encouracing factors that coud ernance the development of the

Indonesfan iron and stee! indistry are:

- poteriial low rost Tahour foree tna+t could easily be trained for
practical’ly =11 kinds of tradas:

< the possibility of using notural gas a¢ reducing agent and fuel
(reformed into Ho and CT) i7 tre current exploration succeed in
finding large enough cenositis of notural gas in the vicinity of
a suitable locetion for an iror & stee? industry complex. As it
s widely known, through Midland-Rose  or HYLSA process, iren
spenges or pellats could be economicaily produrced from iron ore
by using natural cas.

For Indonesia, t:e cuvolesmert 07 a na%ional {ron and steel indus-

try has a two-fold benafit, 8 fereign currency saving, especially

when time comes that a “ully integrated w11 becones Justified by

the volura of market, and %32 employrment for Inconesian T adour

that is entering the 1abour rare® at a vasi. rata eveiv vear,




24,

25.

26.

pacity of 325,000 on/year by 1005, fqe unnl /4

At present, thers are Lo defaits rhans oy Suilding stee] mills with
capacity over 200,000 anfveni,

Negotiations are now Lnearia, setien Krecatay Steel and some

foreian interests “n cuild op fntarrated sveed mill. using direct

recuction methor, wis, a Ry Corecily o7 about 500.009 tor/year

{t0 cormence Ceration in TC7 )~ Coenezion nrivats IrouUns

o

are now preparirg (o UNERTLLEY it s.Uly for a copd integrat
ed steel mill with an initiad Lopacity o4 200,000 ton/yaar +o be

establishad <pn +ne B2558rn rart of Javna.

In the secondary s4opl DYOCUCELS, Hratatry Steel together with {ts
Japanese nartner is TOW WRTEIng fop Cavernmaas anproval to buile

& €old rever,ingmill sy grocucs cold wllad shont with 2 final ¢a

L

~Vrv

2,
H
L)

ever crowing
demany of gtonl shoet 1y 1e ey, fnothor Jaraneso pariner of

v i (SR 4

Krakatay Steal ig submitting a "renasat to the Goverament to es-
tablish a wire roe i3] at a cooncity of 122,000 ton/year. Both
Piants will be Tncated In the Cegen aveo,

Furthermore the Japaiesn Tron & Stral Survey Mission in the.p re-
port prerosed in 1ha Tong tevm the building of an integrated steel
mill in tha Anyer Lor recion. fuet Sayth o the Cilegon Steel Pro-
Ject, to make Lopert of the orosimity of indonasia o the abundant
supply of Australian ivon swe anpd mrtallurginal coke. Eventually
the Goveramert dacideg ¢a male the jnyer Lop region the si‘e for

the future gtee; ncustry cornlen from wnich most of the country's
fron and steel products wili ae Surniiag,

This pronosnd integratod milt pite nave in inisial capacity of
815,000 ton/year crude steel (1277Y and et the secong stace of doe
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28,

- 10 ~

velopment the capacity 111 peans 7,000,002 ton/yecar crude steel
(1934) with “otal intendnd investmens of USS 429 million includ-
ing a heavy urden ¢ SrTval sel.re of USS 85 miilion

The mill will sroducs Bili4ns, win, rod ». hot ccil and cold pig
{ron for foundry .

To encourace ira davelp epment of the fren & steel industry, it 1s
thought that the infrastrictyral “ceilities, such es power, water,
road system, harhouw, railwsa 2y. ein. sould be built with direct
Government investment and. in ro+ wen, the future stoed industry
should rot *haye to on excessively protected against the competite
fon of the warie steel martot.
Furthery the in.erincular and the coastal transportation system
which is the bac-bone of the ratien's inter-island sea cormunie
cation should be re-groarizad, in rarticuiar, 4o retionalize the
cost elorni,

To support the manpower ang research  aspects for th2 development
of iron & stae? industev, an . 1.1.C, {i'atals Industry Davelopment
Centre) with echrica? ~nd €inaneiald suaport of the Bz2laian Govern
ment, Is now nearing cemsletion. Thes rasearch and deve’opment

centre is locsted a% Bandume, Yot Java, the home of the oldest and

Wi
.

- wil

the most advarced tecnnica; SCCnt the Institute of Tecnology Ban
deng (1.7.8.). The M.I.0.C. hag Tops 11ty vor tratning , 2 well-
equinped machine shop 4ogetha- with tasting and quality control p=

vewb i

piratus, Toundry sher, Tedarary, and iia surporting facilities such




-1] =

as office bulldirg, domits v, etc.
In the future, the M.TUD.C. wi YT welcome technical cooperation
with more advanced incustr 2l zed rations. ‘

CONCLUSTON

23.-At present there are only stael mills cperate 1n Indonesfa
for supplying a very small nars of the nation's need of roll-
ed products. Pratically all 2 the row materiais for these
mi1ls have to be imporied except a limited amount of melting
scrap supplied frer indigentus sources.

Indonesia has no significant amount of basic ravw materials
(high grade iron ore and metallurcical coke) for the establish.
ment of fron & steel incustvy.

The future development of tha country's iron & steel industry
will depend aimest entircly on the existence of a potential
market for iron & steel procucts.

~ The proximity of Indonesfa &9 the abundent supply éf-Australian
Tron ore and metalurcical coke wil1 enhance the the future devg
Topment of the national fron & steel industry.

Direct investment by the Governmant fn infrastructural facili-
ties for the iron & steel fndustry 1s strongly recormended 1n
order not to excrt excessive Syurcen on initial investment which
could make th» cest of the {ran & ctrel procucts even less come
petitive to th2 international market orices,

To rationalize the sea “ransvortatinn cost, the Government {s
expected to ro-orcanite o2 inter-insylar and ceasial trensport
ation system,
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WERETITE 07 SUMATRA

. deposits

raserve,

retric ton

srovec  t o arobedle

rossidle @ total

Lampong recinn

1. Pematang Curhan

2. Tanjung Seznang-
Penyancingan
3. Riau-Kirangan

-

260,000 : 200,000

.

25,00 : 450,000
15,020 - :

*"

LX)

180,000 : 690,000
700,000 : 1.175,000
170,000 : 185,000

Total

mpsu::tm,:zazz:-tnuuaz:sxnznn::: g ey

200,000 = 730,000 :1.020.000 ¢ 2.050,000

Sourca: Dapartment of Mines

OTCA Report
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Ni_- Cr BTARINS IX0. LP7E
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GITES DF SULAWEST AND
A N SULESS SRATM,

. e -

N

-

raserye, maivwie ton

depos{ts i proved :oprannhie D Massible : total

SULAWES]
1. Larona : - =t 370,C00,CCC : 370,000,000
2. Lingkona : - ¢ 1,500,000 ¢ 1,500,000
3. Lingkobale : - : - P 1,300,000 ¢ 1,500,000
6. Karipinan H - t - : 3,000,000 ¢ 1,000,000
5. Boneputth : - : - : 2.00¢,000 ¢ 2,000,000

Total 376,000,000 ¢+ 376,000,000
KAL IMANTAN
1. Gunung Xukusan : - : - : 176,020,000 : 176,000,000
2, Sebuxu island : 6,303,000 : 19,817,000 : - : 26,120,000
3. Suwangi island : - :

4. Danawan island

- : 25,000
7,500,000 :

25,000
7,500,000

Total

¢ 6,303,000 :

12,817,00C : 183,525,000 : 209,645,000

Total

ngen 8-“..ﬂ“.“illl."SHG!EBIR'—'!SB?.’ a3 24 3 5

: »303,07C :

=%

19,817,020 : 559,525,000 : 585,645,000

Cegxia- e bl 1 LT 3T 30 RARNPTRESPN TN

Notes: 1. Sulawesi : average F2 content = .0 porcont

2. Xaiimantan: Fe - contant =

3. Referenco:

a -

0 nercent

Ni = content = (.66 poscent
Cr203 = 0,20 ravcent

- Sigit s (1059) -
(5]

- Darmelen, R.Y.

vol, I?

"Mire~2ls and ¥iring ‘n Indonesia"

van (1579) "The Ceotocy of Indonesia®

souren: Denartmort of Mines

L LE XS
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5
Table 9

——

REINFORCING BAR ¥IliS

No Plant Location t No of plans : Licensed capacity ton/yeart)
1 2 3 4 |
1. : Medan : 5 : ©5,500
2. : Palembang - 2.1 : 12,000
3. : Jakarta t16 ; 542,800

- 4, 1 Cilegon : 1 : 270,000
§. : Clirebon : ! : 40,000
6. ¢ Semarang : 2 : 24,500
7. : Surebaya : 4 : 54,800

e —— —
: Total : 30 : 1,043,700

. Source : Dept. of Industry
1. Estimate total investment US$ 100 m1140n
2, Most of the licenses issued in 1971
3. Total production of 1972: 83.000 ton
1.7%  of the l{censed capacity)
4. These plants are in various stages of construction
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Techno~fcononic Data Sheet for

Iron and Steel Indusiries of Developing Countries

Name of Country fndonesia
PRODUCTION CONSUMPPION
(thcusand metric tons) (thousand metric tons)
197¢ 1975 1980 1972 1975 1980 *)
Actual|Projected [Projectec. Actual Projected |Pro jected
Iron ore - - - - - 1.000
Nanganese ore 20 27 43 - - 10
Coking coal - - - - - -
Non-coking coal 200 200 200 200 200 200
Pellets or sinter - - | 173 - - 773
. Coke-oven coke - - - 50 100 600
Pig iron - - | 642 20 40 707
Crude steel - r e ‘815 - - 815
Total rolled
products 80 450 1070 750 1075 1875 ,
:----:---------h--u-=J-=----h-----T-u--n-----J----u-q
. Proved Estimated
- Tron ore reserves mt?te?mag\etite 515 Hematite/magnetite 10,758
(sillion metric tons) |Ni.cr Laterite 6,303 Ni-Cr Laterite 579,342
Ti-sand 217,520 Ti-sand 260,136
Coking coal reserves |[not available not available
(million metric tons)
Natural gas reserves |
(million metric tons) (MOt known not known
*) Consumption in 1984:
Iron ore 2,900,000 ton
Mn-ore 28,000 ton
Sintered ore 1,980,000 ton
Coke oven coke 1,100,000 ton
Pig, iron 2,000,000 ton
Crude steel 2,000,000 ton
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