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1,  Introdvction

a gonera) vescriction is  iven of nou finance  (muinly foreign

finda) is rasrced for iron and oddee) cojeets in cevelopin  countraces, ocased

on exawles in which Japan has piaticipated.

2, Ihe Preject st e Yuopible
The prercquinite of an iror s stee! nroject is timl it mast be
feasille, In weny vrojocts of developin, countrics the irfrastructure burden

fo))e on the iron and nteel indust ies concerned, which makes Lhe project

impracticable.
3. Bipancing by o Stee) Ipdusisies

Loan 1'rom ot ingle country

When relying on only one developud country for finuncing an iron
anxl steel project, there cre two crsest one it a care which derives from a
apesiel reletionship; the other is o anue Which deriver ev o vosult of competition
arony devel.o‘pod countries cuncerning the prvjeet as a whole, ‘lhe Valike
Special Steel Plant in Pakiiten, the Chittapong 3teel Plunt in Bangladesh, and
the Pohung Steel Mill in Jouth lhoren ire exaiples of the [oimer, and the
Durgapur Allcy Jteel Plunt in Indiu 1o an exemle of the Jatler,

Loan from mu)tinle countries

Aceconling to this method an intomationa? bid is mxie piecemeal
for blust furmece,  gonvert ro coke vven, will, ete,, [or new or expan-
oion omjects of iron and steel industries, ol detferred payment is ohtained
from the couniricy whooce sopolier: succeei in the bul.,  Yhis ense La very

COMMON o The &kISH dteel Plent in adpenting iz on eamle.  Thic method




is suitable in obtainin; Wi desired equipment at a reasonuahle cost,

Concurrent loan from IBiD arl from multiple countries
Acoconling Ro this method, 1BED tiraneing 1o added to the loau
from multiiple countries roeferred Lo above,
At the
present time this method seems t be recommendable together with the loan

from multiple countriee. Lxamples arc the three big steel plants in brazil
(CaN, USIMINAS, COSIPA).

4. Inveotwent in the Iron apd Stes) Industries

Deciding whether o accept investment or not

The advantages of investmont are:

(a) Insufficient funds can bLe covered;

(b) Technical guidance can bLe obiained in operating the enterprise.

The disadvantage 1s the tear of intervention in management, which
comot from the resistunce to nationalisa.

Two cases of investments madeé by Japan

Investments made by Japan in the iron and steel industries are
USIMINAS in Brasil and Malayawata in Malaysia. ‘The present-day success is a
result of the finencial and technical aid and the efforts of both parties
concerned, based on mutual trust between individuals in the two couniries

working on these two projects.

5. Conclusion

Recently, there has been a1 movement towards untied aid. Japan iu showing:
a positive attitude towerdsthis wovement. When urtied aid prevails all over
the world, a new method of financing might evolve.

Each of the various methode of financing described has its individual

merite and demerits, so the countries concerned with the projects should judpe
and decide which method to usnec.
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1. Introduction

when & developing country plann en iron and steel industry
project, there will be an immense neead for financing the establishment,
Therefore, the means of obiaining lhe linance iz a preat problem. The present
situation is that, generslly, in eany caces, the developing country would
have to rely on financing from foreign countries, as it is itselfl usually lecking
in funds, especially foreign ones.

This report will try w describe the various woys of raising
funds, based on the e.amples of investing and/or financing projects mede
Ly Jepenese industrialists.

2. Ihe Project miet be fomsiile

The major requiremecnts in planning an iron and steel industzy
in a developiny countiry are the feasibility of obtaining the rev material,
the demand for the finished product, the selection of the aite, the expec ted
cont, and other related items. A detaiied survey and study is necessary,
and 80 is the utilisation of a reliable consultant. haturelly, no ocuntsy
will make investment or loan to a project that is not feasible. This
matter, hovever, is not the subject of this report, so a detailed desorip-
tion will not be mude here, tut thure is one thing which is worth s tion-
ings that is, vhen an iron and steel imndusiry is planned in a developing
courtry, such a project is usually planned in a country where the infre-
structure, such as roads, water sunply, harbor facility, electric power,
bousing, etc., is inadequute. In many cuscs, the development expenses of

the aforementionod itema ure borme by the one project only, which mekes




o projcel scowmenidy wrens it e, 1 e necegeary 1o «1lot acne of the
prod

buden to other alernt: viact e b te wsteblichod later st the same site.,
As o matter  Jnon, ope vy o7 thon b o0 thet the po ermment of the
countyy should irve v b e oo, Witth an evoe to a ulan for future
overall cevelopweni, il is necensay wt Wi puvenmuient shiould bear tlie
¢reater purt of the burden of 'nivsctivctusa, Under such an overull plan,

the iron ard stecs amau dry nrject i wnally leasible,

3. Blawpeing the 1:om an bteed fnaustry
(1) Financing <1 tne Sountry Unly

When e devueloping country rlens & new or an expansion project
of tho iron am steel inavetry, {inocing of the entire plan sometimes
relie# ou a single doveiopeac country. Tuie can arice an a result of
musaal relat.oon airesdy ol nbighed, or it happens sometines as
o remult of compotition twmenz *he udrnced countriec concerning the project
as & vhole., An oxruple of the former concernirg Japun is the yen loan to
Valika Spozial Ster~l Pirpt (Facioten), Chabiagony Steed Lid (bangladesh), and the
aid and Joan o Pehuny Stecl 1.1N in xud: sorea.  An evample of the latter
is the Durgapur Alloy Sisein vlant 1 :niza, in wnich case the Japunese
Oovernment made « yon Joen as @ ruccess/vl bidder [or the project. The yen
loans in thewe caner  vers mrde U the Japancoe Govexnment through the
Export~-Imnort Bank of Japan or the Cvercoas Eccnomic Cooperation Fund,

Thooretically, tha loar need nnt by n govermment loar; it may be
o private loan., Howsver the interest ayd torw ot a privete loan ia not
favorable (in Japan, &8 a wpnlicr's credit, the loan is mne to Japanese
suppliers by the Bxport-leport w.a¥ ot Japaa), so ¢ developing country
selocts the goverrmentel van loan, The jrradvantase of thin wethod 1u that

nuvarly all of the main installatione will bave to be procured from Japuw:,
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fhe . advantace is *hat tho conditions for loan arc more favn.able
and that negotiation: can be done with one single country only.
(a) Anoutlind of tho Valika Speciel sSteel Plant an Pakiatan

Pakistani !artmer:
Valika hapaddin (Sind) Ltd. Karachi

Contracted sum:
USELL, 774,362, ~

Vate of cuntract:
February 9, 1968

Contractor:
Ishikavajima-liorime Heavy Industries Co., Ltd.

Items of production:
Stainless 8teel 8hoet ceveersecicsce-ceacess 5,000 tfy
Sepi-finished DAL seevcrseersoscsccscsscsnes 4700
Bright drawn biTecessssssccerecetscsscssscse 6,50
Forged products ..cececessincacrcscsaiaenss 800
Steel CABLING cevvrveccroenroscrorrsrssssnee 2,000
Armour pPlale ecesersosesssssveccsscscscsecnes 1,000

Gross construction funde:
Approximately 30 million dollars (of which foreign fund
is 15 million dollara)

Maia installations:
Kectric furnace
Primary irill
Bar mill

Sheet and plate mill

Forging shop




(b)

Stecl foundry
Conditions for yen loan:
Interest 5.7 %

Grace of 5 years

Redemption in 18 years

Bangladeshi Partner:
Chithaongstul L,
Date of contract:
March 1963
Oenﬁuétora |
Kobe Steel Works, Ltd,
1tems of production:
S0l DAF ciciecnnnititicisicenieninnneiie 43,000 Yy
Thin shoot siveensncienisncnncinnnenens 50,000
Hedium sheet .iciciianepecscnsnccnnneccens 15,000
Ingots $sse0sscccssssrenessenesssee 150,000
Construction fund: |
Approximately 45 million dollars (of which foreign fund
is approximately 30 million dollars)
Main installations;
Thres open-bearth furmaces
One oxygen generstor
One blooming mdll
One steel ber mill
Une thin sheet mill
One medium sheet mill
One plating inst:dlation




One casting and forging installation
Conditions fur yen loan:
Amount: Appruximately 30 million dollars
Intercat:s .29 %
Grace of 5 years
Redemption in 16 years
() Pohang Steel Mill in the Republic of Korea
This project was decided at the Japan-Korea ministerial meeting
held in August 1969,
Total construction fund:
Approxisately 305 million dollars (of which foreign fund
is 140 sdllion doliars)
Item of production;

Ingots

Main installations:
One blast fumace (2,600 t/d)
v converters (100 t,,;d)
Blooming mill
Medium sheet mill
Hot atrip aill
Cold mill

Conditions for yen loan:
Fres aid: 31 million dollars
Yen loan: 46 aillion dollurs at 3.5 %
Grece of '/ yeers
lledemption in & years

This loan was made by OECF (Overseas kconcmic Couperation

Mand ‘n Jupun)




Deferred puyment frum Japun exim bark Nuxd;
%0¢5 million dollars
Taking into account the special historicel relation with Korea,
Japan will look after ail the fereig: financang for this project,
(d) Qurgapur Alloy Stesl Plant in India
Indian Partner:
Hinlustan Steel Ltd, Alloy Steels Plant,
Durgapur-8, West Uangal
bale of contracts
September 1963
Main installations:
Mel ting Ceesersceesttisiseiratitsnssnnses 100,000 Yy
Blooming feeereescsettiiestesniticcsacees 85,000
Thin sheeta $eveevecstrcetsntieiicrseices 18,000

Steel bars Pesresesttttiiittticiinnaienns 32,400
Yen loan (entire foreign fund);
Approximately 43 million dollare
Interest: 5,75 %
Urace of 5 years
' Redemption in 15 Years
The bid for the project was made in 1962, Twelve countries,
including Jgpm, ingland, France, West Germany, Canada, and others partioi-
pated in the bid, The Japanese group called India Special Steel Plant
Gonstruction Co,, Ltd, (foundors - litachi, Ltd.; Mitmutdehi lisavy
Industries, Ltd,; Sumi tomo Shipbuilding & Machinery Co,, ILtd,; Ishikave jima-
Harima Heavy Industries Co., Lid.; Daido :;teel Co., Ltd,; Okura Trading
Co., Ltd.) succoeded in the bid.




\2)  Finuncing from Multinle Countrius

If financing relies un unly one country in plinning an iron and
steel industry project, the main .nstallations woulu have to be procured
from that one country at the rrasent tiao when untisd aid has not been
renvralized, Thercfore, & melwd n¢ procuripg cuipment by bid and paying
Lie cout from private funas fiinced in the ndvanced country could be
clopraere b Bxamples of thin wethod are numerous. The method is being
vsod by countriea which cuic. ve crneide of o be develering countries,
rurh au Aumtrolia, for Lhe wurpose of enlarging recent iron and
rteol estabiishments. 1n develoin, countriee, too, the SUMISA steel industyy
in Argentine, for example, employed this method in the international bid
vhich was made during 1971 - 72. A pieccewcal  bid ie made for the blast
furnace, the stieel Lotverters, the coke furnace, the mill, etc., and procure-
ment is mude from the most favorable upplier; provided, however, that a
request is made in advance to the nain dcveloped coﬁntrios,
requesting their epproval of a defsrred payment under ceriain conditions if
the supplier in that couniry succeads in thy bid. Further talke are resumed
cltnr odbteining; the consent.

In the bids concerning this project, the .lapancre supplier was able
to  contribute to the matoriel hardling installation only (6 million
dotiexs), llowever, this was allowed as & supplier's credit in terss of a
lcag term (12 years) deferred payment. (Usually, the torm for a credit of
this mount is arvund 5 - 7 years.) (hie comditi.n was informally permitted

vnaer the assumption that bidse could be wade for larger installatioms.




; (3) Concurrent Financing from :lwl and Lrom Multiple Countries

In thus agtho.l, the tramcing som nultiple countrien referred to
above is pupplemented vy LBRD linaneiv -, liowever, IBHD is
first requestod to finance end uny deliciency is med by
financing from multiple countries. There is a Umit to the 1B funds for
nevw and large-ccale projects for constructang or expanding, steel mills, and
80 it is difficult to obtain full financire. Thaerefore, this method
18 also used to obtain Financing of the balance trom countr;oee
which made piecemeal bids, Of course, 1BID makes a thorough feasibility
study, ani 8o when 1BM wmakes a loan the projoct could be doomed to be a
project worthy of financing by sdvanced countries. Brazil is utilizing
this method in expanding ite steel mills. The threc large steol mills of
Brasil (CSN, USIMINAS, and CUSIPA)have a plan to expand their present 1971
capacity of 3,000,000 t/y to 7,500,000 t/y, and the estimate of ihe total
cost is approximately §1,100,000,000 (see Tubic 1). Wor this pro ject,
Brazil rut up a promoting organigation known ss CONSIDER 4o negotiate with

IBRD, IBD, and the major advanoccd couniricc.




1.

TABLE 1

C

WING THE NEW ESIABLISDENIS AND EXPANSION PIOJECTS OF

EACH OF Ti( THREE JRON AND STEM, MILLS CF BRAZIL

New Lstiablishnentsy

(a)

(b)

(e)

CSNh

Sintsring plant, coke furnace and by-products installation,
blast furnace, steol plant (ib converters),

continuous slab-casting installation, elestrolytic tinning line,
oxygen plant,

COSIPA

Coke furnace and by-prosuctu installation, blast furnace, alab-
hoating furnace, plate mill, boiler plant

USIMINAS
Blast furnace, steel plant (LD converters)

continuous casting installation, hot ecarfing installation,
plate mill, oxygen plant

Epansion Projscta

(a)

(b)

(e)

|

Mining ani ore adjusting installation, ore and ooal yard, hot
strip mill, foundry, work shop, ancillary services

COSIPA

Docksi de installation, ore ani coal yaxd,
arneniing inopeo ion ‘netellation, anot11ary mervioen ™ **i2
USIMINAS

Coke fumace and hy-producte installation,

anncaling installation, recoiling line, transportation and
ancillary services
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Japan accepted tho request, and in Uctober 1977 the Jupan Export-
Irport Hank, together with 21 comuercial baiks in Japan, signed 2 financing
contract for hxyer'; creuit, A general resume - the finicing contract
is as follows:

(a) Amount;
CaN terecercecieniiociiiiiieaeee Limit 15 hillion yen
USIMINAS ¢.iuvivnnennennnnnnnnnn,s Limit 20 billion yen
COSTPA 4uve.veuienonninnnionnnse Limit A billion yen
(b) Interest:
7 » per annum
(c) Term:
15 years including 3 years deferment,
(d) Uses
Purchase of .apanese made machinery and lavor for the
fulfilment of the seocond iron and steel industry expan-
sion plan of hLrazil,

The important point to b notcd in this contrect is that it
is the first tinme that the Exportelmport Bank of Japan granted a ayer's
credit to an iron and stes) industry project. Till now a yen loan in the
form of aid wvas made by Japan to the government of tho other party,
bt a2 long-term commercial loan, which is not aid, wae only available as a
supplier's creditmade through the kxport-lmport Bank of Japan.

The second important point to be noticed is the financing amount
indiceted. Tuke CSN, ior example: the amount inticated ia, "Mimit 15
billion yen.* This means thwt a loan up to tuis limit will Lo made if o
Japancse Supplier sucoeeds in the bid, Therefore, the loan could be nil
if the Japanese Supplier fails to succeed in ull of the scveral

part bids,




This is & very advanced matliod, At the present time when tihe
cnioed aid gystem 18 not fuliy boine praecticed, the method, Logether with
toat of financing fwoum mltiple sountries, scems to be useful in ocstablish-
.2 newly or in expamdir; tie iron cni stoel imetry installation hereafter.
Certuanly, Heiico is utilising this wethod in ectablishing the
Jideruryica Lazurv Caldenas - L~g ilruchas, S.A. (SICALTSA) Steel Mill,
Howaver, even this wmetiwd has its disadvantagus: requests for finance
will Lave to bu male to IBIU and each ornc of the main developed countries.

‘lovever, this disadvantige is rol n major obotacls,

‘vo Acgrpting Invertment
(a) Deoiding whether to Acccpt an Investment ur Not

ln plenning an iron and steel industry in a developing oountry,
vlather (o acoept ' foreign investaents or not is one of the momd serious
»7™sblens. Generally, there are tuo advaniazes in accepting foreign
i vestment.,

i) Inwdequate funding be coverei, and there is no interest
until euch time as dividend ogn be paid.
(i1) Quidance can be obiawnad ir mucapesont and technology.

On the one hand, tho d.~advaniage id the rosistance resulting from
naticnulistic thinking, in which intervention in management is thought
t¢ be undesirable bec:use the iron and steel industry is & major industry
ot the country. CGonsequently, evea if foreign investument is made, the
nresent tremi 18 for inveolmenl to ba less than 0% of the capital.

(2) 'fTwo Cnses of Investments made by Japan
Inveatments o thiz vird made by Japan in developing countries

"LUIMINAS an Brazal and Malayawata irn Ealayvsia,
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(a) USIMINAS (USTNAS Jidewrigicras de Himae Gornia o.A.)

An integrated iron rrvi stecl 1ill with & capucity of 500 tons/
year was established'with the coopsrataon of Jepan, In April 1957, The
Japanese Covernment decided to aid t:. projcct. Tho Jupan USIMNAS Co.,
Ltd, was established on Decembor 2, 1957 witli the mutuul apgreement of the
Japanese and Brazilian partics concernzd for the purpose of financing on
the Japaness side. Investment, tochnicali cooperation, and the necessary
machinesy and installations were to be suptlied to USIMINAS, and on Jamary
25, 1958 UMIMIMAS Co., Ltd, was established in Brazil. In the beginning
tho starting capital of the company was 2,200,000,000 Cruzeiros but, because
of the advancing inflatior in Prezil, tho deferment of credit due to in-
sufficient foreign funds, axd other complicated circumstances, the capital
of the compeny wes 150 billion Cruseira; when the project was completed in
1966,

The main organization of sharsholde~s is as followai

Banco Nacionrl do Uasenvolvimento kconomico
(mE) S 0800000000002 0000000000000 R00000000 59045’

Japan USINIHAS Cou, Ltds vevvsevennnenennses 210db
The Fedcral Government of Brazil oveeseeeese 12.40 %
Compunhiis Vale de HiO DO e.evessseseeseone 3023 %
MINAS GERATS State Covernment and others .., 3,17 %

The Japanesc Government has conutinued to provide aid through the
Export-Import Bank of Japen .nd the kconomic Looperation fund for financing
and increasing the capital of Japan USIMINAS Co., Ltd, In addition a credit
of approximately 36,200 million yen (approximately 100 million dollars), in
gevoral installments, as deferred paymeat funds for the machinery and instale

lations was provided thivugh tha éxport-Imnori Bank of Japan.
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The cepite? of ‘ap.q 13" TNeS 13 of 1966 is 8,100 nillion yem,

and the shareholders are as follovs:

Fuji Iron « steel Co., IR7I

Nippon Kokan K.K.

Kobe Steel works, Ltl.

Kawagaki Stecl torporetion’

Susitomo Metwl Imdustries, L.

Nakayama Steol Works, Ltd.

Tokyo Shibsure Electric Co,, Lud,

Hitachi, Ltd.

Mitsubishi Electric Corporaticn
Ishikewajima~larima teavy Industries Co,, L.

ghibsura hyodo Kogyo K.K.
Fuji lectric lo., L. 1
Mitsubishi Heavy Industries, LWi.
Japan USIMINAS proviled the teshnical cooperation with the
cooperation of Yawata iron & Steel Co., L., Muji Iron & Stead Co., LM.,
and Nippon Kokan K.K.
The sain installations of USIMINAS es of 1966 vas as follows:
Two blast furnaces
Two L.D. 450
One biooming mill
One thick sheet mill
One 80" hot satrip mill
One 66" cold strip mill
As mentioned in the previous chapter, the axpansion project of

USIMI BAS 18 cuntinuin:.
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(b) Malayawnta Steai o)l oy, Lody

‘This compan: wa~ 2 lerluhe in umiec 1965 bevweun the purties
of Japan and Maleysic. a0 pruotruectoeot 1s 220 million Molaysia dolinre
and the paid-ur capaisl da 1.0 ctuoon dadoys ia collars (a8 of the oml of
1968). In July 1967 tho Malnysiu Industrial Lovelopment Finance Ltd. (MIDFT.)
and in August of the scme ve:r the lntemationsd Fingneiel (orporation (IFC)
oined the group by mckins investmeris, ae sharaiolders aro as follows:
IFC eesescosnsesoronrvsocssorasssessescscer 10O B
[7111) & VAR PSS 1T B
e Govorurint of Mlaynin seeeescocsrosese 111 %
General prtiic cabzoripiion ..veieessessces 1346 B
HAley8i8no o.. tevesecessnascnsansrcsnsonne 10,0 %

MS."II OGI'pOrQuOI‘G TN N L L xxxyl 908$

T———————

GuDetl ] e verits srevecsesenicrscees 6108
Japcncse investiwent:

MiLoad & 00e, Tty enveer sonssssseses 008

ttmubich Chodtl haualy, Ll eeeseses 6008

ToUMBI A 5 16T scaveevecsroverssn-assne 3.0 %

Hif tcbﬂu M':-.'(kih\: CU 'Y ]Mo Y Y R ELEE R 4.0 %

Tauwath Troern o Hteol L"Oo, Lﬁi. 1evseense mco *

wdDetat 8l Liessecesedonisesnniee 3900%
The laxgest rhardiolde= on the Jupanese side is Yawata Iron &

2.al Co,, Ltd. (vhichi 15 nov e iippon Stecl Corporation). This company

in providing the techknical cooperatiun.
The conatruction cost i3 cstimnted to e approximately 10 billion

y*u. The investrent trom Japan anu the deforred paymsnt loan tor equipment

Syom Japan is assumed to ha around 70 %.
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The point to be noticed in this project is that there is Ii'C
investment.

USIMINAS ard MALAYAWATA are thought to bo the most successful
projects., USIMINAS, especially, expericncad difficulties arising from rap-
id inflation in Hresil, lowevoer, as a result of the efforts and cooperation
of the parties of the two countriec (Japan and brez1i1), the industry has

risen to its present flourishing position.
When thers is mutusl trust betwéen the parties in the countries

ooroerned, investment can produce good resulis.

5. Conaluaien
The paper hac outlined the gources of financing for iron and
steel industry projects in developing countries.

The names of IR and IFC were mentioned
a1 international financing (banking) facilities. There is also the IDA
(Intermational Development Association) of the world Bank gruup, the so-ocalled

- Second World Bank. IDA is & faoility which provides {inancing at wvery
favourable rates, but has so far not financed any projects in the
iron end steel industry,

As to regional international financing facilities,
there is the IDB (Inter-American uevelopment Bank) which is active in
Contral ond South American countries, the ADB (Asian hevelopment Bank)
which is active in the ECAFE region, and the EDF (Buropean Development Fund )
which is active mainly in former African colonies, with financing from
the six (now nine) EEC countries.

1t ocan be said in gencral terms in regard to international
finencing that, up to the precent, there has becn nc example of finanoing

teing forthcoming for the entire foreign exchange requirements of a large iren
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ond steel industry ip a developing countiry, ‘lhe del'ieleney han bees net
by other advaiced countries; that is, deferred paywent. tinancing i obtained
from the country from which machinery is purchased.,

Just uas Japan has the IBxrort=Imnort lank of Japan, each wivenced

country hLas a similar finuneing facility, The U.S.A. has the kxinm Bank ;

the United iingiom has an exnort cradit suarantee system; France, the KNG,

and Haly have some kind of a racil ity or uyitem of firni reing,
Loncerning; finamcing in the torm of aid between governments (ven loan in
Japen; similur wethous in otlior advance! countries), the problem of untied
aid has boen undor discussion tor tw or three years. Progreus
in this matter will Probetly open up e way to a different type of financing
method for developing countries, The problen of untied aid hng Ween discunned
ot DAGC (Ucveloprent Aid Commitieo of VD) am pro, ress hen bean mde to the
point of making o precentation of an uireenont, tut the trinal mutusl congent
of all the rountries uf ilinted with LaC eonld not he obtuined,
However, the Jupnnese bovernuent, working independently, is slowly
" Arying to promote untied ardy  nl s the future iy likely to be interecting.
Finelly, although there ore huny ways of finuneirg the iron and
atee) intotry as cxnleined in the Papery the planners of the .
developing countri w should meke their ,1'udgmen.ta on the basis of prevailing

conditione in selecting the most suitable method,
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