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Need to create stronger | ocal steel entities

El ena Shansuddi n

AS THE heat fromthe econom c downturn slowy nelts the steel industry, a
pressing i ssue which has arisen is the long-termfuture of the sector,
with some suggesting a bleak future if steps to create stronger steel
producers are not inplenented now, in the light of the i npendi ng nmarket

l'i beralisation.

There are too many negative factors surroundi ng the | ocal steel industry
now. A weaker ringgit has led to higher cost of production, the softening
of the construction sector caused an oversupply and capacity and dunpi ng
of steel by foreign producers |l ed to unfair conpetition.

Anal ysts argued that our steel industry was conplacent once. In a
cartel-like environnent, local steel mllers were enjoying the boomtine.

A wel | -guarded | ocal narket effectively barred i nported steel, and
"foreign conpetition" were two alien words to steel millers.

Production were mai nly concentrated on t he construction sector, with
bars and rods being the mllers' favourite.

In a sluggish | ocal market, exports becane the next focus for sone
mllers. Intheinternational field, the local producers need to conpete
head-on with other maj or steel producers fromRussia, Thailand and Sout h
Kor ea.

Nevert hel ess, | ocal producers were at a di sadvant age as t he production
cost of some foreign steel producers were | ower, due to cheaper raw
mat eri al s which are mined l ocally as well as cheaper sources of energy.

To further aggravate the problem many steel mllers undertook
expansi onary programres, borrowi ngs billions of ringgit, only nowsaddl ed
with debts as returns on i nvestnments are not as projected.

So, what do | ocal steel producers do now?

Suggestions fromindustry players and observers pointed out to strategic
al liance, nmerger of the big nanmes to create a stronger entity and |l astly,
al I owi ng forei gn conpanies to take up stakes in the steel conpanies.

Perwaj a Steel Sdn Bhd chi ef executive officer Datuk Abu Talib Mhaned in
a recent interviewreconmended strategic alliance, saying that Perwaj a had
thrown the idea to the other players "over coffee".

But the issue is howto nake the idea work, he noted.

Tappi ng each other's strong points, rationalising the production of
steel by each steel mller to ensure capacity and resources are fully
optim sed, are anong the advantages of a strategic alliance.

Strategic alliance, he said, need not only be confined to | ocal
partners. Alliance with foreign parties will provide a ready platformin
the i nternational market, thus all owi ng easi er market penetration.

A nerger i s another suggestion. Astronger entity will be created in a
nerger, allow ng the stream ining of activities, thus increasing
productivity, said an anal yst.

Allowing foreign parties to take up a stake in a steel conpany, akinto
t he purchase of a 65 per cent stake i n cenment producer Kedah Cenent Bhd by
Blue Circle Industries Plc, a UK building material giant, is another
suggesti on.

Transfer of technology is just one of the benefits that may arise with
the participation of foreign partners, though the acquisition of the stake
itself may not be an easy process as a | ot of issues need to be
consi der ed.

Undeni ably, nergers or strategic alliances, too, are easier said than



done.

The banki ng sector is an exanple. Mergers are still at a sl ow pace
despite an active rol e pl ayed by the Governnent via Bank Negara to pronote
nergers

But the steel industry needs to take any kind of neasure to heal the

i ndustry.
Despite the Governnent's effort to kick-start the econony with the RVb
billion infrastructure fund which is hoped to rejuvenate the steel

i ndustry, the industry needs to re-evaluate its performance.

Prime Mnister Datuk Seri Dr Mahathir Mohamad has said it clearly.

"The pause that has been forced upon us shoul d enabl e us to re-exanine
the i ndustry. W nust consi der how we can becone nore efficient and cost-
effective.”

No doubt, the Government will do its best to help the industry.
Encour agi ng the use of structural steel, for instance, is one of the calls
that the Government has nade

Nevert hel ess, the steel industry, |ike the banking sector, does not have
much tinme to waste.

Free nmarket, through the Asean Free Trade Agreenent and World Trade
Organisation, is to be inplenented by the year 2003 and 2005 respecti vely,
and this will open the gate to steel at an extrenely conpetitive price.

"Now t he Governnent wants to re-start the construction sector but as far
as the econony i s concerned, tangible effects will only be felt when the
funds are disbursed. This will take a much | onger tinme that nmere deci sion-
maki ng," said the Prime Mnister.

Al ready there are vicious runmours in the market that certain stee
mllers, which have spent billions of ringgit on expansion programes
wi t hout antici pating the economnm ¢ sl owdown, will be cl osed down.

As painful as it may sound, unfortunately, this may be the case now
St eel producers need to act fast before they bl eed further and be ready
for any chall enges that may arise in the next millennium
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