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The financial situation of the iron and steel industry h;as 

encountered difficulties, especially sinet the aid 1970s. The leading 

iron and steel enterprises have faced on increase in their losses and 

debts and have seen their working cap~tal drop. Due to financial 

constraints, 1111n~ developing countries had to pcstpone, freeze or can~-el 

existing iron and steel projects. 

The sixty leading iron and steel companies, responsible for 

approximately two thirds of the Western ,...,,rld steel output, lost 

llS$ 21 billion between 1977 and 1983. However, il is iaportHDt to point 

out that in 1984 some of those enterprises showed a profi l. Those 

enterprises increased their total debt in dollars per ton produced from 

155,2 in 1975 lo 283,7 in 1983. With r~gard to their working capital, 

froa an increase of US$ 3,966 •illion in the period 1977··1980, they had a 

decrease of US$ 6, 182 ailiion in the period 1981-198:1. !I 

Financial proble91S vary in the various regions, both in the 

developed as well as the developing countries. The deterioration of the 

financial situa .. ion of steel cu11panies in the United States has been 

aainly due to a historically strong dollar, overvalued in relation to 

currencit!S of countries which are the 11Hjor competitors in the United 

States market (EEC, Japan). Another· factor was the large defici l of the 

U.S. federal budget which consumed private savings, thus reducing the 

possibilities for the iron and steel industry to finance capital 

improvements and modernization. ~/ Another factor affecting the 

fina'lc~al situation of the U.S. steel ca11panies was the sharp rise of 

ener:fY pricn. 

!/ l'to:ler f. Marcus and Karlis M. Kersis "Finan<:ial t'n~ssurPs on thf! 
Wt!st's Steel Mill""• World Steel DynMjcs, Octob~r 1985. In the 
period 1977-1980 the total aource of fun-ts was US $ 5H,200 aillion 
and the tolffl USP. of funds US $ 54,234 •il I ion. In WHt l!JH:j thr. 
total source of funds declined to US$ 40,241 •illion und the total 
use of funds waas US $ 46,423 •illion. 

?I Metal Bui Jf!t in, 2 July 1985. 

' ,t 
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The Japanese steel enterprises have reported profits since the •id 

l!J70s. This is quit-<? an achievement, considering their high interest 

r.xpenses and the relatively s•all reduction in employment. The 11ajor KEC 

steel enterprises lost 17.5 billion dollars between 1975 und JHHl. In 

l9H4 the situation i•proved and a nUllber of enterprises again •ade a 

(>rofi l. That i•provement was mainly due lo a great effort lo rt>ducc 

production costs; to the relatively s11all increase in their energy 

prices in rdation t.o other countries, and lo the decrease of the value 

of their currencies in relation to the dollar, which decreased their 

production costs in dollar terms. 

In developing countries the financial results vary widely. A s11all 

group of developing countries, which are the pace-setters in steel 

production, are in a belt.er financial position than they were in the 

•id-1~70s, and enjoy relatively easy access to inter~ational funds. 

However, in the beginning of the 1980s in 110st developing countries, the 

financial situation det~riorated, mainly due to problems in servicing 

external dubt.s du.-ing 11 period of heavy balance uf pe)'llf:nls ch fficul t. ies 

and lo uncertainties in obtaining foreign financial resourct:s. 

2. The iapact of fammciel <:onslreints in lht~ development of Jll!W 

Pfe?j~~~~--!~L~~Y~!!?P!!!g_!_:Q~!!!r!~~---·-- ___ ---------------·--- ___ ---- .. 

Since the mid-1970s, there has been an increasing number of iron 

and sleet projects in dt!Vcloping countries in different phases of 

iaplementation, which should have led to a ra1r-id increase in the 

production copec:ity. The effective iaple11entotion of the projects would 

ti1us have contributed to reducing the differences between the offer froa 

and the drnllftncl of the developing countries, t.hereby decreasing the large 

deficit of steel pro<iucts. In reality, tl.c. world economic crisis 

affr.cted the level of consW11ption end created seven~ financial 

constraints in •any dP.veioping countries, which generated a seric>us 

reduction on the nuabf?r of projects implea<mled in those countries. 

The scenarios for the iron and steel indu11try, for•uhted by UNIDO 

for I ht! period 1982-1990, estimat.~d an incnmse in produc:t ion c·upacity of' 

~i I UN IDO, "19!JO sctmori os for tt.c i ron and st c:r."J i ndus t ry", 
ID/WG. :174/2, Ju I y HJ82 
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approximately 6:L4 million tons (low hypothesis) .}_/; however. ac;cording 

to un evuluat.ion made by UNIDO 1/ of the present situation of the 

di ffenml pr·ojecls in developing countries. the increat~nt of pn>cluc:t ion 

capacity is estimated al only 39.7 million to:as that means :i!i. H 

percent less than the low scenario. This decrease wi 11 ::reate a Jefici l 

of approximately 30 mil lion t.ons in l9!JO, and of 45 mi 11 ion l.ons if China 

and the Democratic Republic of Korea are included. as already mentioned 

in Issue No J. 

The various regions have been affected differenl.ly in the 

implementation of their projects. Latin America. the region with the 

g1·eater financial problems, has the major reduction in lhc expected new 

capacity to be installed which. for the period 1982-1990, is esti•ated to 

be onJy 12.4 million tons, that means 55.8 perc:<mt h$s than had loeen 

forecast by the low scenan.o. 

Due lo financial constraints, there is a delay of approximately two 

years in the expansion of the production capacity of CSN and COSIPA 

plants in Brazil. CSN is expanding its production c:apacily from J.H to 

4.5 ml.Ilion tons and COSIPA from 3.5 to 4.2 •illion tons. Financial 

restrictions have caused the postponement for several yuur~. of the 

installation of the ACOMINAS plant in Brazil, with a capacity of 

2 mi Ilion toa:s per year. Because of financial J1roble111s, some 1>roject s in 

Latin America have also been stopped. These include the expansion of the 

production capHt:it.y of SOMISA in ArgenlinR from 2.5 million tons J>er yeur 

to 4 million tons per year; and in Mexico the expansion of 600,000 tons 

per yeur of HYLSA und the second phase of SlCAH'fSA wj th a c:ap11c i t.y of ·1. ~ 

million tons per year. Other projects in Latin America whir.ta have been 

frozen or c:m1cdJed mainly bccau-e of f'inanc:ial constrnints art? the 

fol lowing: 

~/ llNJDO, "1990 scenarios for the iron and steel industry". 
ID/W0.374/2. July J:J82 

11 ~·or further details see: "The financial problems and the 
devc!)o(>lllunt. of ttm iron 11nd st.fmJ industry", JU/WO. 45H/ IO. 
Bai:kground paper· for the Fourth Consultation 011 the Iron and Steel 
I nclust. ry. Vi cnno, Aust.riu, 6 I :i .June l!'lR6. 
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a) Bolivia: an integrated project bas~ on dir·ect reduction of 

approximately 100,000 tons per year to be locnted in Mulun; 

b) Peru: the expansion of Sider- Per6 at Chi.bole; 

c) ColOllbia: the expansion of Paz del Rio; 

d) Ecuador: an integrated project based on direct redu<:tiou of 

approxiaately 200,000 tons per year; 

e) Uruguay: a project in co- operation with Bruzil of 

100,000 tons per year. 

n Nicaragua: a project of ft SelDJ -iulcgraled plant of 100,000 

tons per year to be implemented with the co-operation of the 

lh•moc:ralic Republic of Korea. 

There are other projects in Latin Ame::-ica which have been cancelled 

due to a decline in the demand of iron and steel products, such as the 

proJeds of ZULIA and ACELCAR in Venezuela and the expansion of the 

production cupacily of the plant of HuachipaU1 in Chile. 

Forecasts for Northern Africa and the Middle East show a decrease 

in the t-st imatt?d new capacity liy the Jow scenario of approximately 

24.R percent in the period 1982-~ ..... 90. This means that the increase in 

m~ capacities will be only 7.:i million tons compared with the estimates 

of the low scenario of 9.'7 11illior1 tons. 

Jn tJarnJE? regions thn postponing, freezing and cancelling of the 

projects have ber.n in some cases because of financial constraints and in 

ulhPrs to J•olitic:a] problc."1118 due to war situations end dt?c·lines in the 

eJ\pected de.an... The postponement by approximately 2 years of the 

MJSllUATA (l,ibyr:t) pro,jnct. was 1111inly due t.o delay of payments. 1'his 

projr.ct was planned for a capacity of 1.3 milli.on tons pe:· year in its 

first. phasu. •·or it.a Hecond pht1se, the projec:t. is expected to udtieve tt 

capacity of 5 •i 11 ion tons per year. The second phase of thP- r4ADOH 
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project (Morocco) and a project to install a •ini-plant in Tunisia of 

180,000 tons per yeo...- httve bt::en post.paned due to financial conslrninls. 

Another project which has experienced a delay is the MOBAHAKKH plant in 

Iran wilh upproxiaalely 3 •illion Lons per yeor; the present. war 

situation has made the date of coapletion uncertain. The BKLLARA project 

in Algeria hos suffered postponement because of ,roblems of d«!lmnd and of 

de:Jy in the building up of the infrastruc.ture. 

In Northern Africa and the Middle Kast s<>11e import11nt. projPds have 

heen frozen or cancelled 11&inly because of the decline in the foreseen 

demand; a11<>ng these are projects in Qatar and Abu Dhabi. 

In Africa, south of the Sahara, it is esti•ated that in tl1e period 

1982-1990, thl~ new capacity will increase by approxi11&t.ely 

3.2 million tons, which means 6.6 percent less than the increased 

capacity forecnst by the low scenario. In this region, financial 

constraints have played a deterainant role in the freezing and cancelling 

of the projects envisaged; 119ong lhP-11, the expansion of existing 

capacities and new capacities projected in Ange.la, Caaeroon, Congo, 

Gabun, Ghana, Ivory Coast, Kenya, J,jberia, 1'4ali, MozHlllbic1ue, Senegal, 

Tanzania, Uganda and the plan of •odernization and expansion of the ZISCO 

plunt in ZjllbobwH. 

1'he Asian region is expected to increase its new copacit.y by 17 

million tons per year in the pe~iod 1982-1990. This aeans approximately 

24 percent. below the capacity foreseen by the low scenario, which wtts of 

22.4 •illion tons. The capacity expansion to be undertaken by the Bhilai 

and RokHro pJunls in lncHu have suffered serious delays bt~ceuse of 

financial difficulties and delh,.ry of eq•Jipaent. The Bhilai plant is 

expected to j ncrense its capacity from 4 mi 11 ion Lons per Yt!tir l.o fi 

million tons and the Bokaro plant from 4 million to f>.5 •illion tons. 

The coniitr·uct.ion of' the Visakhapatnu111 plnnt. in lndiu, with a r:apac:ity of 

l. 2 •i 11 ion tons per year, is foreseen to have a delay of 4 years becausP. 

of' financial difficult.ics. &ume projP.cts in China arc be:ing 1•ost1•oned 

due to insufficient foreign currency and problem cf infraatructure. 

Jn Asia, ftllOn(! the project.a which have been fro:it:en or c:uncr.lled 

because of financial constraints, the following are worth aentionini: 
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a) Pakistan: the second phase of the PIPIU project. This phase 

shoul:I doubl(! the present capacity of 1.1 million tons per 

year. 

b) hdia: the project of Paradip (l.5 aill inn tons in its first. 

phase), the project of Vijayanagar, and the expansion of the 

Tata projt:ct to double its capacity fro• 2 mill ion to 4 

million tons per year. 

c) Bangladesh: the expansion of Chittagong from 16.'>,000 tons per 

year to 26.'> 1 000 tons per year. 

d) Indonesia: an integrated project with o c-apacil y of 

approximately 2 •illion tons per year which was to be financed 

by Japan. 

e) Philippines: the integrat<!d froject of Mindanao which was 

ol1nned to have a capacit; of l to 1.5 •illion tons per year. 

f) Thai 1 and: a project of direct reduction or approxiaalely 

500,000 tons per year and an integrated project with a 

capacity of I.:~ million t.ons per year. 

The following table shows the comparison between the new r.apacities 

projected for the period 1984!1990 by tht: low scenario, and the new 

estimates, based on an analysis of the present state o{ the different 

projects in developing countries. 

• 

, 
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!~--~~~~~t!!L1!Q~U!YP9.!~~~!~L~mL!~~- ~H~~u~~-­
( thousands of tons of crude steel) 

Africa, south of the 
Subera 

Northern Africa and 
Middle East 

l.ulin Aaerica 

Asia 

T01'AL 

New capacities 
1982-1990 

(1985 AnsJysis) 

3,000 

12,400 

17,000 

39,700 

New <:a1>aci t i cs 
1982--1990 

( Hl82 Scenori o) 

3,200 

9,700 

28, JOO 

22,400 

63,400 

Difference 

.. 0,200 {- 6.~) 

2,400 ( ·24.~) 

· 15, 700 (-55. ~) 

·- 5,400 (-24.l~) 

-22,700 (-35;~) 

The cost of a project has a great iapact on the possibilities of 

obtaining financial resources to iaplement the project, on the nature of 

t.he financial resources to be used (external, internal), and on the 

future operation of the plant. 

Due to the process of inflation at the world-wide level which began 

during the •id 1960s, the cost of a ton of steel capacity has increased 

rapidly. for ex8J1Ple, in 1965 the average cost of a I.on of installed 

capacity of a new classical integrated iron and steel plant was about 

US$ 350. In 1975 the average cost was approxiluately US$ 800 and at. the 

beginning of 1980 about US$ 1,700. In the case of •ini·-plants based on 

direct. reduction or electric arc furna<:e, it was, on uveragA, 

Bpproxi!l8tely US$ 1,000. 
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The cost of a ton of installed capa.:ity varies greatly between 

regions and countries. In the. unalysis of the ongoink new projt~cts, the 

c:osl of expansion of a ton of existing capacity varied frOll US$ 300 to 

US$ 1 1 000 anJ .in the case of new capacities of an integrated plant. the 

cost varied froa US$ 11 000 to US$ 6 1 000. 

The differences in the cost per ton between regions and countr~es 

are due to various reasons. One aspect is the cost of infrastructure 

which affects the countries having to build up aost of the infrastructure 

lo install a new plant. In soae cases, these costs are not included in 

the project. Countries, capable ~r producing their own equi.,.ent and of 

aastering the whole installation of a new plant, are in a better position 

than countries lacking a national ability to master the construction of a 

new steel plant. 

1'he delays in t.he development of a project havP R serious iapsct on 

the total cost of the project, which could cause an incre&Se of 1.5 to 

3 percent per aonth, or between 18 to 36 percent. in a year. 

The increase in the cost per ton to install a steel plant has 

becoJDE. a severe constraint due to tile limited financiuJ possibilit.ies of 

a great nuaber of developing countries. This aeans that developing 

countries, which can achieve low costs per ton of instalJcd cepucity, are 

in a advantageous position to develop new projects during the present 

finenciul situation. The cost of a project also has en iaportar.t i•pad 

on the operational phase of the plant due to the fact that the 

amortization and the financial expenses represent 11<>re than 10 to 

17 perc~nt of the cost of a ton of installed capacity. 

'fhe low cost per ton of installed cupadty, the relnt ive iaportance 

of national resources or national credit and favourable conditions for 

obtaining external loans ere, <.-urrently, the main requirements to en•ure 

the feasibility of new investments in the iron and steel indu.try. 
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The fir1ancial conditions for developing iron and st~el projects are 

becoming more rigorous and selective. The World Bank, thr.>ugh it.; 

affiliates, :;harply decreased the aaount o~ investment in steel projects 

during the period between 1975 and 1983.§/ The International nnance 

Corporation (IFC), affiliated with the World Bank, has p'lrticipat~d in 

the capital of a nWlber of iron and steel plants such as MEXINOX 

(Mexico), COSIGUA (Brazil), DAIMINR (Argentine). d'AllWAZ (Jran) and is 

now participating in the projects of DEKHEILA {Egypt) and CARA..'AS 

(Brnzi 1). 

The co-ercial banks are, in general, withdrawing their 

participation in iron and steel projects due to the debt problems of 

developing countries and also because of the uncp_·tain rentabil it y of the 

iron and steel projects. There are s~me exceptions, such as the lJan of 

approximately 80 •illion dollars for the COSIPA (Brazil) pro,ject from a 

group of four international banks ~/, and the KWANG-YANG (South Korea) 

project which belongs to POSCO and which is financed with fi5 percent of 

national resources and 35 percent by foreign credits. 

Some barter transactions are going on between cleV(?]oping 

countries. for example, Brazil has developed arrangements with Iraq, 

Nigeria and MaJaysia to exchange st.tiel products with oi 1. 

There are soae projects in developing countries in which the 

foreign financiai participation has been compensated by thu resulting 

production of the project. The project of VIZAKATNAM in India, which is 

benefit.ting from n credit of the USSH, has a contract of buyback. This 

has also been practiced in the TUBARAO (Brazil) plant where the 

purtic:ipot.ion of' Kawasaki and •'insider were partially compensHh~d by the 

production of the plant. 

~/ M.Muhra: "Jnternat.ionol •'inancial Ji'lows to Industry: Some St!ctoral 
Trends", UNIDO/PC.104, 24 September 1984. 

~I Metal Bulletin, 26 March 1985. 
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In some of the projects it has been found that the pad ic ipat ion of 

the nat ionul rinancing system has been insufficient. On avcragt!, the 

need for foreign currency to cover the costs of a project is ahout 50 

percent and in some coses only :-15 per·:enl. This means that the nat ionul 

financing syste11S can play an iaportant r!lle in the process of financing 

new projects. The promotion of national financing syslt!as can lead to 

the decrease in the use of foreign credit, contributing to improvement of 

the finnndal conrlitioPS of the iron and steel projects and of the 

developing c·>u11tries to which they pertain. 

!) • 

Infrastructure and training are two main aspects which haVt! an 

important impact on the total cost of a project and on the naasle.-ing of 

its tP.chnology and development. However, the financing of infrastructure 

and training does not escape, in general terms, froa the general 

conditions of nnancing. 

'fhere is li ltle evidence of clearly defined policies for financing 

infrastru~ture and training. These differ between the countries which 

aa e the mnin providers of credit and also among projects. 

The use of preferent iai credits for the building up of the 

infrastructure needed in a new plant is possible, but on condi t.ion that. 

it wi lJ be very limited: in general, no more than 15 percent of the 

credit. is subject to guarantee. This means that. tht? financing of the 

infrastructure depends aainly on general sources of financing which do 

not have any !tpeci fi c: treatment.. 

In relation to training, there is, al prP.sent, n lenden<:y fo1· the 

main capital goods exporting countries to put more emphasjs on training 

of manpower for the efficient utilization of the machinery I.hey m<purl. 

This has been reinforced by the strong competition wh~ch exists B111ong 

expor·ten1, duo lo the rticession in thP. worJd economy. Importing 

countries have also begun to realize that full benefits, even from a 

turnkey project, cun only tm reud1ed if pcrsonneJ is adequohdy train<~cl. 
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At present, soae countries, which are main expnr·ters of capital 

goods to the iron unJ steel industry, prefer to give preferential credit~ 

only lo guarantee the exports of machinery and equipment, a11d they are 

1 ess inc I i ned to give them for· serv i c:es such as train i n1!. lluwt•ve1·, I hen! 

is a tendency in olher exporting countries to fimuu:e, umfor pn!ferential 

:ondit ions, the training of manpower in major projects considered uf 

great interest. 

l>cveloping countries, in order to improve their financial 

conditions, could adopt different lines of approach to improve the terms 

of financing. They could try to obtain better conditions from lhe 

existing system; they could increase the participation of the national 

financing system; they could use a gn~ater portion of aid to finance 

training; and, finally, they <:ould increase the participation of regional 

f'inuncin1: sy:..lemi:>. 

In order lo identify the constraints anc! possibil ii ies of improving 

the financial conditions of the iron l:lnd steel industry in d~veloping 

cou.1tri<!S 1 it woulli be necessary lo focus discussions on th<! following: 

l. Analysis of the main constraints to improve the cundilions 

of financing the operation of l!Xisting plants and t hl~ 

implemtmtation of new projects in developing <:ountries; 

2. PossibiJiti<!S of improving systems of financing (external, 

internal), mainly as regards the duration of the loan, veriod 

of grace and interest. rote, especiaJ ly for infrnst.ruct ure and 

training; 

3. Possibilities of co-·operution in the area of' financing lmt.ween 

developed and developing countries and among d~veloping 

countries lhemsehes. 

l· 

' ,.\ 
If, 




