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EDITORIAL

The elections for the Lok Sabha have been held and the results declared on 13th May, 2004.  According the election results, Congress Party along with its associate parties won the majority.  There will, therefore, be changes in the ministerial set-up and a new minister for steel may be selected or the department of steel may be merged with other ministries.  Nothing is clear.  The Association will keep the members informed about the changes.  Normally when the ministerial set-up change takes place, the bureaucrats of Joint Secretary level also are change.  Whether the same will be done or not, will be known only after few days. After the formation of new Government, the economic policies will be known which may effect the steel prices and eventually the demand for steel.  If the Communist Parties who have announced that they will support the Congress government from outside, the divestment policy may be influenced. 

It is noted that Pencil ingot prices which had reached a peak of Rs. 23,700/- per tonne on 14 or 15 May, 2004 at Bhiwadi has come down to Rs. 22,000/- per tonne on 18th May and further decreased to Rs. 21,500/- on 19th May, 2004.  It shows the downward trend in the prices of pencil ingots.  Members therefore, should remain watchful in regard to prices of pencil ingots and steel products.

According to newspaper reports, the investment in China on steel may be lower after a few months.  They have also reduced their imports of steel products.  This has resulted in reduction of prices of steel products all over the world.  We are keeping a watch on China factor.  In fact, demand or reduction in demand of steel products by China controlled the world steel market.  As per reports, there is a fall in spot ore prices in the world.  Whether this will be sustained or not, is not be predictable.

MEETING ATTENDED BY AIIFA REPRESENTATIVES

Steel Subsidy Agreement – suggested by Organization of Economic Cooperation & Development (OECD) Delegation from Paris

OECD Head Office at Paris has been discussing with the Government of India to the following matters:

(i) Steel making capacity in India

(ii) Subsidy granted for making steel products by the government.

(iii) Closing down inefficient capacities.

Officials of the Ministry of Steel and Ministry of Commerce have been attending OECD meetings in France and USA for the last two years.

A meeting was convened by the Ministry of Steel and CII of some Associations on 7th May 2004 at CII Office, New Delhi.  Two representatives from OECD had brought with them a draft of “Steel Subsidy Agreement – Possible way forward” for discussions.  The main points in the draft “Prohibition of subsidies”; “some exceptions are defined”; “preferential treatment such as loans”, etc.  While presenting the views on OECD, the representatives stated that it is in the interest of India to agree to the matter contained in the draft.  Many points contained in the “Steel Subsidy Agreement draft” were contested by Indian participants in the meeting.  Shri Moosa Raza, former Secretary (Steel) and now President, Indian Steel Alliance (ISA) chaired the meeting and made observations that the subsidy agreement in its present form has lot of lacunae and not in the interest of India.  Others also supported the views of Mr. Raza.

According to the OECD, even increase of capacity of steel production is not to be allowed, in case there is surplus steel production in the world.  There was lot of discussions about “inefficient capacities”.  OECD Representative could not answer this point properly.  In the end, no Agreement on the Draft brought by OECD Representatives could be reached.  The Meeting was attended by Shri R P Varshney, Executive Director.  This is for information of members.

WARNING TO ENTREPRENEURS OF INDUCTION FURNACES – RADIO ACTIVE STEEL SCRAP

It is reported that radioactive scrap from Iraq is funding its way to European scrap yards.  U.N. Nuclear watchdog has warned the nations.  International Atomic Energy Authority (IAEA) revealed that it has recently sent a team of Inspectors to investigate several cases of radioactive scrap with Iraqi markings has been shipped into a trading area in Rotterdam.  The materials found to have radioactivity are “old drums” or tubes exposed to low levels of radiation and contamination from Uranium.  IAEA visited other countries and found radioactive scrap has been shipped out of Iraq and poses a danger.  Induction Furnace Entrepreneurs should be careful in purchasing such steel scrap.

AVAILABILITY OF STEEL SCRAP INTERNATIONALLY – VIEWS OF SOME INTERNATIONAL ECONOMISTS

Mr. Ben Hargreaves of USA in his article appearing in MBM April 2004 stated that Ferrous Scrap prices across the world have gone through the roof over the past year as supplies tighten and steel makers in the West vie with their Asian counterparts for raw materials.  On the other hand it has set-up a new record and likely to create further increase in the year 2004.  Overall, world steel output is expected to reach 1bn tonnes this year and it is the demand for scrap in developing economies that has been driving prices up.  The IISI’s steel production figures for 2003 demonstrate why  between January and October, Indian steel production rose by 10.5%, Turkey’s by 12.6% and the Middle East’s by 10.1%.  In the Ukrain it increased by 7.9%.  By contrast, steel production in Europe remained largely static while it actually declined slightly in the USA.  But it is a familiar culprit, China – where steel production rose by a massive 22.1% compared with the same period in 2002 – that is the principal engine of rising scrap prices.  Japan’s Tokyo Steel Manufacturing was forced to raise its buying price by ¥500/tonne in early February 2004.  It may be therefore noted that the demand for steel melting scrap is rising very high.  Meanwhile, the Ukrainian government – anxious not to anger the EU by imposing fresh tariffs on scrap exports – was taking steps to control the country’s steel making from price increases by implementing a forced re-registering of scrap export licenses.  This covert production took an estimated 85,000 to 100,000 tonnes of scrap off the market just as Turkish buyers were returning from the Haj religious holidays, putting further upward pressure on prices.  

America, which were one time producing maximum scrap has now shown a declining, trend.  Mr. John Parker, CEO of The Cast Metals Federation (MF) of UK argued that even though Chinese foundries and steel makers are paying over the odds for scrap from the USA and other countries because of spiraling freight costs, the extra charges are not being passed on to consumers: “The low wage economy there allows them to remain competitive and not pass on the price rises to customers, which in turn means businesses are turning to foundries in the Far East for castings.  It’s a double whammy in our view”.

He says British foundries are “feeling the pinch” as they struggle to adjust their own prices and margins to take account of rising raw material costs.  ‘why is scrap being allowed to leave the country to the detriment of manufacturing in the UK’.   The ISRI’s counsel, Scott Horne says that the current scrap situation is “not something extraordinary”.  He also suggests that the last time export controls were successfully imposed on the US market – in 1973-74 – they were actually counterproductive.  “There is evidence that they caused a huge spike in the price.  The steel industry ended up paying more for scrap with export controls in effect than if they had never been put in place”  “I think until we actually see facilities shutting down, it will be difficult to get Washington too interested”.  Whatever the result of the lobbying efforts and the scrap industry counter-attack, most agree that prices are unlikely to fall in the near term.  Philip is bullish on the prospects for Schnitzer:  Where is the demand coming from? It’s everywhere at once.  I see no sign of abating with the finished steel prices buoyant and scrap demand from Asia looking unlikely to slow down – estimates indicate that China will increase its EAF melting capacity by 7m tonnes by 2010 as 15 more EAFs come on stream – there is little sign of immediate relief.  

The situation is interesting because raw materials could be rising in price faster than the prices for finished products.  However, Peter Marcus of World Steel Dynamics says that the increased economic incentive to recover scrap may provide the market with some leeway as more material comes into circulation.  I think the chances of scrap prices dropping in the second quarter are 50:50.  However Harry Kletter, CEO of Industrial Services of America (ISA) says that the situation is “chaotic”.  Even though the market is good news for scrap businesses, not least his own – ISA’s revenues for 2003 were up by US$17.2m from 2002 – he wants to see prices “settle down” for the good of the US economy.  

AIIFA COMMENTS

The Association from the above facts concludes that steel-melting scrap will continue to be costly even throughout the year 2004.  Most likely the demand will be very high in Asia and European Union.  The demand in China may taper-off by the end of this year but there will be fresh demand coming up from other parts of the world.  It is high that in Indian entrepreneurs should try to install more capacity to meet the challenges of higher demand.  Steel melting scrap has emerged as a back-born for any such projects.  The secondary steel manufactures using steel melting scrap in India have, therefore, to think cautiously and carefully to meet the demand of their input materials such as scrap by alternate metallic.  

GLEANINGS FROM THE PRESS

Capacity Addition Round III in Steel Sector

The Second round of major capacity additions has begun in the Indian Steel industry with major player announcing large-scale capacity additions.  Jindal Iron & Steel (Jisco) chairman Sajjan Jindal has announced plans to hike capacity to 10 mt while SAIL director commercial SK Roongta today announced that his company plans to add another 7 mt of capacity by 2011-12.  Tisco has already announced its vision to double its capacity in by 2007 while Essar Steel is known to be firming up plans to hike capacity from 2.4 mt to 3.5 mt in the next couple of years.  The first round of capacity additions started in the mid 1990s after liberalization.  Mr. Sajjan Jindal in his presentation at the National Seminar on ‘Globalization Strategies for Indian Manufacturing’ organized by CII stated that it was company’s vision to have the largest capacity at a single location in India, its vision extends to entering into long product like billets and blooms which could be exported.  The capacity addition by Euro Icon will take hike the capacity from 1.6 million to 2.4 and is expected to be operational in the current fiscal.  SK Roongta in his address informed delegates that the company has planned a 7 million tonne capacity addition by 2011-12.  The company is also looking joint ventures in mining operations to ensure continues supply of coal and iron ore.  Mr. Vinod Mittal, MD, Ispat Industries in his address urged Indian Steel manufacturers to have a global mindset.  “As our companies sell across global markets they have to compete with global producers.  Such competition necessitates that we produce steel of international standards at low costs and are able to offer services that are amongst the best in the world”.

(Source: The Economic Times, dated 06.05.2004)

China Effect: Jindal Stainless Sees 50% Dip in Q1 Exports

OP Jindal group company Jindal Stainless Ltd is expected to see a 50% drop in exports in the first quarter ending June 2004.  Exports during the last financial year stood at Rs. 1,133 crore of its total turnover of Rs. 2,600 crore, of which more than 85% was to China.  “The company says that its shipment of stainless steel to China has dropped substantially due to withdrawal of the duty entitlement pass book (DEPB) scheme in March, coupled with cooling down to the Chinese economy” according to  NC Mathur, Director corporate and international marketing.  Exports at Jindal Stainless are expected to be hit to the tune of over 50%.  He added that over stocking and shortage of power in the southern part of China is also affecting the exports to that country.  Withdrawal of DEPB benefits rendered exports unattractive and the Chinese companies are waiting for the benefits to be restored, which will help them fetch better price.  Apart from Jindal, Salem and Shah Alloys are other exporters of flat products to China.  Total exports of stainless steel last year stood at around 3.5 to 3.8 million tonne of flat and long products.  Apart from Jindal, Salem and Shah Alloys are other exporters of flat products to China.  Total exports of stainless steel last year stood at around 3.5 to 3.8 million tonne of flat and long products.  

(Source: The Financial Express, dated 07.05.2004)

Soon you will be able to Pick & Choose Power Supplier

If the Central Regulator has its way, consumers will soon have the choice to buy power from the source of their choice.  Initially, for the next five years, this choice will be restricted to consumers whose consumption levels is at least 1 mega watt.  Gradually this concept will be extended to individual households.  Choice, however, will not be a one-way street.  Even power generating companies will have the option to sell power to consumers of their choice including electricity boards/industrial consumers.  While the new Electricity Act talks about introducing competition in the sector, nothing substantial has been done so far.  A beginning has now been made by the Central Electricity Regulatory Commission (CERC), which plans to initiate these plans shortly.  The regulator has appointed National Council of Applied and Economic Research (NCEAR) as its consultant to suggest ways of making the power sector more competitive.   A brainstorming session on developing competitive power markets in India has been organized by the CERC here on May 7 under the Chairmanship of Member, Planning Commission, NK Singh along with a team of 20 sector experts.  Mr. AK Basu, Chairman, CERC said the aim was to empower the consumer and institutionalize open access in distribution at the earliest.  Under the Electricity Act, open access in distribution has to come latest in the next five years; while the guidelines for open access in transmission have already been issued by CERC.  Open access in transmission/distribution means that any consumer/ supplier can access the system to buy/sell power freely.  “CERC advocates tariff based bidding (competitive bidding) which means giving the generating company the choice of fuel etc. and ultimately, it should be the tariff on whose basis a power project should be awarded to a company”.

(Source: The Financial Express, dated 06.05.2004)

Steel Producers may not hike prices after May,  Want Shelter

Steel producers may not hike prices after the nearly three month long moratorium to hold prices ends in May, with their apex body Indian Steel Alliance (ISA) apprehending onslaught of cheap imports in the wake of softening international market.   "Cheap import is a possibility and a matter of concern….we have informed the government of our concern and want continuation of protection in the shape of 15 per cent import duty”, ISA president Mooza Raza told PTI.  Asked if ISA would advise domestic producers not to hike prices in June, he said, “It is not our job to advise members on prices.  The producers have to take care of consumers, otherwise they would be committing harakiri”.  He clarified that the end of the moratorium did not mean an upward revision in prices.  By the end of May, the producers will take stock of the situation and review the strategy.  The cost of inputs including coke and ores had increased by about 10 per cent since the industry gave an undertaking to the government that it would not increase prices till June and this forced the producers to absorb the additional burden.  On the emerging international price scenario in the light of China refraining from lifting steel, Mr. Raza said actions taken by Beijing would take some time to be felt.  The China factor would directly impact South-east Asian economies including Japan and Korea.

(Source: The Financial Express, dated 11.05.2004) 

Indian Steel Alliance Blueprint for 100 MT Output by 2020

The Indian Steel Alliance (ISA) has targeted a domestic steel production of about 100 mt by 2020.  This is to counter growing production of steel in China, which currently stands at 230 mt, as against India’s current production of 34 million tonne.  According to industry estimates, consumption of steel in China in 2004 is expected to amount to nearly a third of the world’s projected production of the metal.  This target, set by the ISA (which comprises Tisco, SAIL, JVSL, Essar Steel and Ispat Industries) is part of its comprehensive white paper on the current global steel trends and the domestic steel market.  A blueprint is being created that will be submitted to the government in the next few weeks.  Included in this blueprint are some of the major drivers to achieve this target of 100 million tonne by 2020, namely, opening up of new mines by the government, better wagons for transportation of both raw materials as well as products and better management of ports.  Confirming the development, ISA President Mr. Moosa Raza said that this comprehensive paper will contain suggestions as to how the target can be achieved.  He added that suggestions with regard to opening up of certain areas for coal mining will also be included in the paper as there is an acute shortage of the raw material in the global market.  He added that with India being so rich in resources, if certain steps are taken then the country will soon be one of the leading players in the global market.  

ACTION TAKEN BY AIIFA ON THE ABOVE REPORT

Ms. Binoo Sen, Secretary

Ministry of Steel, Govt. of India

The Steel Ministry was asked to prepare National Steel Policy for 10 years.  The work on the same commenced in early 2002.  Several meetings were held during years 2001-2002.  Again the matter was reviewed in September 2003 and Dr. A S Firoz, Chief Economist, JPC sent the final draft for vetting.  We have no information about the progress made in issuing final “National Steel Policy”.  Mr. J.P. Singh, Joint Secretary (Steel) had on several occasions stated that it will be finalized by end of 2003.  We regret to say that it has not seen the sunlight so far.

For information of Ministry of Steel, we are enclosing a news report appearing in the Delhi Edition of the Financial Express dated 07.05.2004 under caption “Indian Steel Alliance Blueprint for 100 MT output by 2020”.  The news item includes the following passage 

“Confirming the development, ISA President Moosa Raza said that this comprehensive paper will contain suggestions as to how the target can be achieved”. 

From the above news item, if it is true, it appears that functions of “Ministry of Steel” are being performed by the “Indian Steel Alliance”.  In other words a parallel Ministry of Steel has started functioning.   All this is due to Ministry of Steel’s delay in not taking out the “National Steel Policy” and delaying it on some pretext or the other. The impression gaining round among Secondary Steel Producers is that it is due to pressure tactics adopted by the Indian Steel Alliance on the officials of Ministry of Steel.
We, in the Secondary Steel sector are facing the music because the Indian Steel Alliance are getting many matters of policy done by the Ministry ignoring the interest of smaller secondary steel producers.  May we request that Ministry of Steel to be vigilant and look for the interests of all sectors.  Mr. K.C. Pant, Dy Chairman, Planning Commission in his inaugural address delivered while inaugurating “International Conference on Steel in the 21st Century” on 24.02.2004, stated that  National Steel Policy is on the anvil.  We have seen that certain changes were made in February 2004 in regard to Excise and Customs duties to the detriment of secondary steel producers by Ministry of Steel under influence of “Indian Steel Alliance”.

We request the Secretary, Steel to give us Secondary Steel Producers an opportunity to explain matter of discrimination further with you at any time and date convenient to you.

Steel Corp’s 1.1 MT Project in works

Steel Corporation of Gujarat Ltd. (SCGL), a company promoted by the UK-based Stemor, is in the process of setting up a 1.1 million tonne steel capacity project in Hazira, Gujarat.  The estimated cost is Rs. 453 crore and the entire project will be completed by the end of this year.  The project includes a capacity expansion of 300,000 metric tonne per annum (mtpa) of pickled and oiled HR coils, 50,000 mtpa HR galvanized coils, 85,000 mtpa of CR full hard coils, 400,000 mtpa of CR galvanized coils and 350,000 mtpa of CR annealed coils.  The main idea of expansion was to have a locationale advantage of being immediately adjacent to its source of raw materials (i.e. HR coil which will be obtained from Essar Steel).  The company also has the added benefit of being able to utilize Essar’s port facilities and will also save on transportation costs when the goods are exported.

(Source: The Financial Express, dated 14.05.2004)

Alloy Steel Price hike hurting Auto Component Sector: ACMA

Unprecedented hike in price of alloy steel and its short supply in the market is affecting auto component production, says the Automotive Component Manufacturers Association (ACMA).  Stung by the rising prices the automotive and auto component industry has stepped up dialogue with steel manufacturers.  A meeting was held recently between Society of Indian Automobile Manufacturers (Siam), Tractor Manufacturers Association and ACMA with the Alloy Steel Producers Association (ASPA) in Mumbai.   The meeting was attended by major alloy steel producers to discuss the core problem of prices and availability of alloy steel.   “The situation is really grave, the alloy steel industry in the country is already operating at full capacity and is unable to meet the full requirement of the burgeoning growth of the automotive and component industry”, says ACMA President K V Shetty.  Moreover, as the alloy steel producers have been incurring heavy losses over the last few years, they plead inability to invest further to step up their capacities.   This situation, if not immediately addressed, was bound to lead to a serious material shortage, he added.  The auto component sector is heavily dependent on alloy steel for manufacture of export-oriented and machine components.   The component industry was aiming at an export target of $2.5 billion in the next five years, apart from catering to the growing demand of the domestic automotive industry.

(Source: The Financial Express, dated 12.05.2004)

Fall in spot ore prices won’t help steel companies

Iron ore prices in the international spot market have dived around 40% to $40 a tonne.  Industry watchers have, however, attributed this to the unrealistic highs - $70-75 a tonne – spot prices had reached after the sudden surge in demand for steel.  A steel company official has described the fall in sport prices of iron ore as a ‘correction’.   Officials have said the impact in terms of lower steel prices, if any, would be felt over one or two months.  Moreover, spot prices do not influence the cost of production of large steel manufacturers as they have long term contracts with ore suppliers, a senior company executive said.

(Source: The Economic Times, dated 19.05.2004)

NEW MEMBERS 

We are reproducing below the name and address of a company who have joined AIIFA recently.  The Association is grateful to this company for their becoming member of AIIFA and strengthening the voice of Induction Furnace Industry:

Name & Address for 


:
SOUTHERN ISPAT LIMITED
Correspondence




18/739-1, Sree Vatsam








Racquet Court Road








PALAKKAD – 678 014 (KERALA)








Tel: 0491-253 1698/252 7956








Fax: 0491-252 0035








E-Mail: sil12@satyam.net.in
Membership No.



:
539

Name of the Chief Executive

:
Shri Vivek Agarwal

Products made



:
M.S. Ingots & C.I. Moulds
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CENTRAL EXCISE NOTIFICATION

We are reproducing below a copy of the Central Excise Notification No. 21/2004- Central Excise dated 11th May, 2004, vide F.No. 314/24/2001-FTT (Pt. IV) issued by Department of Revenue, Ministry of Finance, New Delhi for information of all members.

“In exercise of the powers conferred by sub-section (1) of section 5A of the Central Excise Act, 1944 (1 of 1944), read with sub-section (3) of section 3 of the Additional Duties of Excise (Goods of Special Importance) Act 1957 (58 of 1957), the Central Government, being satisfied that it is necessary in the public interest so to do, hereby makes the following further amendment in the notification of the Government of India in the Ministry of Finance, Department of Revenue No. 58/2003-Central Excise, dated the 22nd July, 2003, namely:-

In the said notification, for condition (ii), the following shall be substituted, namely:-

“(ii) that the said goods are supplied against bill of export duly assessed by the Customs authorities of special economic zone or against a domestic procurement certificate issued to the special economic zone unit by the customs authorities in the special economic zone”.

Sd/-

(V. Kezo)

Under Secretary to the Govt. of India

CUSTOMS CIRCULAR
NO. 32/2004 DATED 11.05.2004 (F.NO. 467/08/2004-Cus.V)

To

All Chief Commissioner of Customs/Customs & Central Excise

All Commissioners of Customs/Customs & Central Excise

Customs Valuation Rules, 1988 – Determination of 

Assessable Value for Goods sold on high seas – reg.

Representations have been received on the Ministry to clarify the manner of determining the value of imported goods imported on high-sea-sales basis.  As per the existing practice in Mumbai Customs House, the “high-seas-sales-charges” are added to the declared CIF value in terms of Public Notice No. 145/2002, dated 03.12.2002.  such “high-seas-sales-charges” are taken to be 2% of the CIF value as a general practice.  In case the actual high-sea-sale contract price is more than “the CIF value plus 2%”, then the “actual contract price” paid by the last buyer is being taken as the value for the purpose of assessment.  In some of the custom houses, however, audit has raised objection stating that if, in a particular transaction, there were about three/four high-sea-sales, then high-sea-sales service charges @2% has to be added to the CIF value, for each such transaction.

The matter has been examined taking into account the Advisory Opinion 14.1 of the GATT Valuation Code, which stipulates that if the importer can demonstrate that the immediate sale under consideration took place with a view to export the goods to the country of importation, then such transaction would constitute an international transfer of goods.  The later transaction, which led to the import, would be the relevant transaction for assessement and Rule 4 of Customs Valuation Rules, 1988 would apply.  Hon’ble Supreme Court, in the case of M/s Hyderabad Industries Limited [2000(ii5)E.L.T.593(S.C)] have also upheld that the service charges/high-seas-sales-commission (actual) are includable in the CIF value of imported goods.  Therefore, it is clarified that the actual high-seas-sale-contract price paid by the last buyer would constitute the transaction value under Rule 4 of Customs Valuation Rules, 1988 and inclusion of commission on notional basis may not be appropriate.  However, the responsibility to prove that the high-seas-sales-transaction constituted an international transfer of goods lies with the importer.  The importer would be required to furnish the entire chain of documents, such as Original Invoice, high-seas-sales-contract, details of service charges/commission paid etc. to establish a link between the first international transfer of goods to the last transaction.  In case of doubt regarding the truth or accuracy of the declared value, the Department may reject the declared transaction value and follow the sequential methods of valuation under Customs Valuation Rules, 1988.

Sd/-

(N.J. Kumaresh)

Under Secretary (Customs. V)
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