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PREFACE

I is with great pleasure that | present this report entitled Study Report on Rehabili-
tation Plan on Special Steels of Pakistan Limited to the Govemment of the Istamic Republic of
Pakistan.

This i’e_port embodies the result of the survey which was cardied oul in Pakistan in -
March, 1980 by the Japanese survey team commissioned by the Japan International Cooperation
Agency I‘o'l_ldwing the request of the Government of the ¥stamic Republic of Pakistan.

The survey feam, headed by Mr. Yoshihire ?-!Etarashf, had a series of close discussion
with the persons concerned of State En gineering Cosporation (SEC) and Special Steels of Pakistan
N Limited (S5P) as well as the ofﬁcials concemed of the Government of the Istamic Republic of
Pakistan, and conducted a wide scope of ficld survey and data analyses.

I sin'c'erely hope that this reporf will be useful as a basic reference for developmeat
of the iron and steel industry in Pakistan,

I am particularly pleased to express my apprecialion to the officials conceined of
the Govemment of the Istamic Reépublic of Pakistan, SEC and SSP for theis close coopesation
extended to the Japanese (eam.

November, 1980
St 444%;

KEISUKE ARITA
President

Japan International Coopesation Agency
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SUMMARY AND CONCLUSION

o Spécial Steels of Pakistan 144, (SSP) is a state-Managed corporation affiliated with
Stafe Enginéering Corporation (SEC) and is the sole special steel manufactuser in Pakistan.

SSP's plant i presently closed, based on a decision by the Econéniic Council of
Cabinet (ECC) in December, 1979.

A field survey was conducted in March, 1980, followed with careful studies and
delibefalions, in ordes to set up a rehabilitation plan for the plant. However, the unfozlunate
conclision is that m")‘wétkabie fehabilitation plan is available fof recommeniding the enforcement.

The surveys and investigations compiled in this survey report, as well as the conclu-
sion, aré simmarized as follows:

1. History of SSP

1.1  The project 16 conslruct this special steel 'plént was initiated in the early 1960s,
construction was started in 1972 and compléted in"1975, and produclion was comménced in
1975.

1.2 Fifteen years elapsed from the time of p(_Ojeci'planning to comméncement of

production, dusing which pesiod vasiols Bnexpected incidents occureed siuch as’ political and
' economic upheavais m the country, worldwide fluctuations in the foreign exchange market
and outbn?ak of he: od énsns, mth the resulf’ that SSP’s fotal sum of investnient, initially

Rs. |61 000000 had inflated: by theéé times' to’ Rs 530000000 by the time the plant was
mmpleled m l915

4 e T L =
' B S R L. s

2 ?Cau’se_*arad’sﬁr_é"a'r'ss#’maﬁ:-f R

IR 2 B “The* heawfhemxéa! hdchindsy ahd othéf indusiriss which had beeh tegarded as

the péténba] ‘clients for S8P. products at the timé of pioject plannmg, faﬂed to de\ elop as initjal-
ly anticipated.

9.2 WA judged l‘mm tis profst and lOﬁstalemenl the. major factoncausmgSSP “deficils
arehsfoﬂo“s e TR B R e

SC-o



(1)
i)

i)

(2)

(3)

4)
1)
i)

5}

23

Very low sales from commencement of operalions ©.
Low selling prices. (Refer o Table 1-9.)

Smoll sales volume. (Low operation rate of roughly 20%: excluding consignment
rolling.) : '

High variable costs .

Exiremely low production yicld and high unit consumplion of raw materials and
utilities. (Reler to Table 1-6.)

Very high raw maferial purchasing prices compared with those of _indusfrially :
advanced countries, with many raw materials priced 2 — 3 times higher inclusive of
import duties.
The relationship between SSP's sales and variable costs is as follows:
Sales < Varable cost  (See Fig. 1:1.)
High fixed costs. (Refer to Table 1-35))
High tabour cost owing to susplus workers,
High depreciation cost exceeding the annual sales volume. ; -

Huge payment of interest since the lasger portion oF capilals for machinery and
equipment procurement and plant operation had been met with toans. ...

The absolule annual volume of demand for spécial steels (‘indudihg'sléinl.e_s's -t;!_eei)

in Pakistan was inadequate, or stightly over 40,000 tin 1975/76 = 1979/80, (Refer {6 Fig. 3-1.) -

24

SSP’s mzan annual oulput of special steels in 1975/76 = 1979/80 v.as tougtﬂj' 3,7 10

t}y (at operation rate of about 18%), which is equivalent to only 9% of the total demand in
Pakistan. (Refer to Table 14.) ' '

25

- A reason for this small-voluine o6f production and sales lies with SSP’s existing

production facilitics, by which producls cannot be produced in the sizes and surface finishing

SCG2



demandeéd by users. (Refer to Table 1-1))

2 6 SSPs debt equny tano, mughly 92 8 at lime of commencemenl of opetanons had
detesiorated to roughly 96 : 4 as of June 30, 1979, and this abnormally large liabitity has been
the direct factor for its _hugé payment of interests,

2.7 ; SSP’s lack of working capital has been repo:tgd'as having prevented it from even
propér procuring necessary taw matenals, and lack of capital also prevented it from recciving
adequate technical guidance.

2.8  Owing to the situation dev:nbed just above, SSP’s management and lechmtal levels
were very low, leadmg to deficits in various fields of operation. -

)

i) 'Smce product quality was mfenor to :mported produc{s SSP bad to sell at Tower

ii)

@

3)

- Poor produéi quality and process controls .

prices.

eneralion of large quanlities of defective produds led to’loﬁ:e; production yield
and higher variable cosls.

Lack of manufacturing cost ¢ontrol

. No actual manufacluring cost control was performed at SSP. Producing speciat

steels without any proper manufacluring cost control setup is extremely reckless.

Inept prdcureme'nl and stock control

* Whereas raw materials immediately necessary for production weie deficient owing
.- to lack of capital huge quantities of raw matesials unnecessary for some time were

held in stock, with the résult that capital was fixed.

3. . Estimation of Demands for Spedal Steeb, Steel Castings and Steel Forgings in Pakistan

31

ln esumalmg the demand fot spenal steels, the principal end uses industries fe-

commendéd by SSP management were visited. The cénsumphon of special stéels by type of end
user industiy was classified agd tabutated on the basis of the contents of their demands as well as
their response to the surivey mission’s questionnaire relaling to demands, from which the tolal

SC3



demand for special steels in Pakistan was estimated for 1979/80. This total deinand is calculated

on the basis of the shares of the producl oulput of each end user mduslry in total oulput of
Pakistan.’ ‘ o ' :

3.2 Estimating future demands from the demand for $979/80 is véry difficll owing fo
lack of sfatistical data and since new industsics may be sprung up. Thetefore, the 1984/85
demand by typé of end user industry was estimated by using as réference material the production
plans and éstimates of various industrial Grganizations in Pakistan, estiniates of énd usér mdus{-
ties and by referring (o the Fifth Five-Year Plan.

© The demands for beyonid 1984/85 weére eshmated at the samé g:o“lh rates of
demand for the period from 1979/80 to 1984/85.

3.3 By builtaup and calculaling of the special steel demands of the respective éad user
industries in this manner, the total demand of 40,400 tly for special steels and stainless steel
plates and sheels in 197980, will bz equivalent (0 4 - 6% of the total iron and sfeel ‘demand
*in Pakistan. The total demand for special stecl in 1984785 is estimaled at 75,300 tfy.

‘34 The forécasl or demands for special steels by end usér mdustry is as shown in
Table 3-2. (See next page.) ' ‘

These demand estimates by type of end user industries are based on the premise
that the production plans of industriat organizations and end user industrics, as well as the plan
for domestic pioduction of parls, would proceed as anticipated. Accoidingly, depending on the
oulcone of these plans, the allainment of the aforementionad demand volumes may be extended
to a later period.

3.5 The induslsies having high produclion growth rates are 1) the {ransportalion machi-
nery industries such as the famm tractor, four-wheeler, motoriycle and bicycle manufacturing
industries, the principal reasons for which are the inc¢reasing numbes of registered vehicles and
the plan {o rapidly increase the ratié of domestic production of paris for-th’efscivehides, and
2) the medical appliance manufacluring industcy which uses stainless stezl bars of small sizes to
produce medical appliances for export 16 et démands which ate growing rapidly from year o
year.

3.6 A big uéer of s}pec'ial steets is the miunitions industey. Howevet, over 90% of the
special steels demanded by the industry are of farge sizes nol pioducible by SSP al presant.
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"7 Table 32, Fotecast of Demisnd for Speécial Steel

End Userfndustiy .

7 Demiand

o 197980

LUy

- 1984[88
B (1%

Mean Annual Growlh Rate
(%)

Construction

Ty oelt

1400

2,100

‘84

} Agricultural machihery = -

130

| e00

424

Steel ball for Cement crusher

750

950

48

| Oher industiiat mackines

200

Capse

63

Sub-Total

4,150

11,400 -

©224

Automobile and Repair parts 4,100 15800 310

1 Motor eyele

R

0

1,650

Sub-Total

4,100

17450

310

10

100 .

Other transpotlation (Bicyele, ele.)

2,000

5400

7.0

01| Wtensil for Home use -+ . -

- TA00 -

: - 8400

26

Surgical instrumenl

2,000

149

SubTotsl

9400

12,400

5.7

Elzctrié machine

84

National defence

Cuge

18000

86

Wandtot T

T4g00

99

: !-Iis'eellanéohs(ﬁdjushhém) T

X1 T

3,756 ;.

Grand Tolal

Ca0400

132

Remark: This able is a part of ’I_‘a'ﬁ!-e 32.

stus




3.7 Roughly 7,400 tfy of stainless steel sheets were consumed in 1979/80 for the manu-
facture of tableware and cooking utensils. These sheets are the thickaess undér 0.7 mni and have
a surface brightness of 2B and BA, and are therefore nol produuble with SSP production facifities.

3.8 From their very nature, stezl castings and forgings are extremely diversified in type,
shape, size and weight, and no reliable statistical data on their demtand are available. Most end
useis of these products adopt the method of producing what they need by themsches or rely
on producls manufactured by af fifiated corporatlons They possess ample produchon faulmes

and surplus production capacnties with the resuit that lhelr facilities are uhhzed atan exlremely
low rate of operation.

The demands l'or steel castmgs and I'orgmgs in l979}80 whlch are fiof met by self-
production, are estimated at roughly 372 tfy and 1, 155 tly, respech\ely, and in 1984185 af
830 tfy and 1,080 tfy, respeclively.

4.  Tentative Rehabilitation Plan

A tenfalive rehabilifation plan which is conceived 6plir‘m_1r’n for i}ﬁproting:SSP’s
management was formed.

4.1 The summary of the basic policies which were adopted in determining the pioduc
tion pfan for the tenlative plan is as follows:

{1) The range of product sizes is to be expanded and new produets, not ihn’:!udéd{in the
former production pian, are lo be manufactured by minimum neces.sary investment
in machinery and equipment.

(2) Products which were incli:ded_ in the original production plan but whic_h"afé not in
big demand and for which incecasé of demand in futute cannot be expected, are ot
to be included in the new ¢roducli0n plan Qf the tentative b!aﬁ.'

(3)  The labour foice is 10 be timited to the minimum necessary number of workers.

(4) For three years at least, technical’ guxdance are to be received l‘rom mduslrially
advanced countries in order to upgrade techmcal level,

(5)  Mild steel is not to be manufaclured.
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4.2 The pi¢ducts to be manufactured by SSP on the basis ol‘ the basic policies outlined
in the preceding paragraph are special steel rolled producits limited to the foltowmg size ranges:

43

Billet: Sizes ranging from ’IS mn to 90 mm
Bar and Flat bar: Sizes ranging from 22 mm {o 40 mm

New products to be manufaclured are billéts and spring steel (flat b'arsj.'

Minimum necessary equipment are lo be added, such as billet straightener and

. devices for inspecting the surface‘srahd inner defects of sfeel products.

4.4

The produchon p!:m based on the lentahvc plan as shoan in Tab!e 4-1, envisages

a produchon volume 01‘ 7 800 #fy in the Ist year, Il 450 tly in lhe Sth year and 18,400 tfy
in the 10th year. The mean annual produchon gmwth rale of 10’}6 is adopted which is the same
as the growth rate of thc mannl‘actunng industey under the Filth Five Year Plan.

45 Ca:bdﬁ steel and slainless steel plstes and sheets are nol to be produced owing to
the following reasons: ’
(1) There are bﬁ!y small demands for carbon steel and stainless steel hot rolled plates
. ‘and sheets, &
7 (i) Reparding stainleéss stéel cold folled plates and sheets, the products demanded by
- end wséis afe thin products having surfate brightness and thicknesses of under
0.7 mm, which are normally manufactured in strip mills by special mass-production
processes fequiring huge capital investments. These products cannot be manu-
; _ factured with SSP’s existing facilities. '
4.6 Steel castings and forgings are nol manufactured owing fo the following reasons:

' {l) \lc-st end us:ers ol‘ these pmducts p(oducc v.hat lhey need by lhemse!ses. They
POssEss ample productlon l‘ac;btles and surp!us produchon capacmes with the
sesult that their Facilities ate being wtilized at an extremely low rate of operaltion.

{? These proadcts' are divessified and produced in smail lots; and there is a plan to

manufacture specific producls (as for producing vehicle pars) by specialized plants.
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5. Economi¢ Assessment of Tenlative Rehabilitation Plan

$.1 A financial assessment of SSP was performed with tespecl to Ihe {entative plan,
based on the following precondnlwns :

(1) The additional funds necessary for en!‘orcmg the tentative plan were eshmaled at
a total of Rs.85,600,000, a bnakdown of which is as follows: -

'L[élt‘ilinery and éq’ﬁipmeﬁt cost _ - Rs.16,600,000
Fee of technical guidance " Rs.25,000,000
RS-44,000.000

Working capital for p!ant 0pe‘tation

i (2) * The umt selting ﬁnces of s$p produéls, in térms of CIF Karachi pnées am‘lusne
~of lmporl duues are as shown in Table 6-1, excludmg sales fax. :

Table 6-1. Unit Selling Price of Product per ’l‘onne

Uﬁit: Rs.

Billel Bar
Product _ ‘ - o
Carbon Steel Alloy Steel Carbon Steel Altoy Stezl Spring
(s0) (AL) (50) (AL) (5UP)
Unit Price 6370 ' 10,190 9,120 12,670 9,840

(3) The prices for procurement of raw inalerials are based on SSP's actual procurement
prices.

(4)  The variable costs of products were determined on the basis of the pr’oduction yield

(Table 4-3) and unit consumption of raw matesials and ulitities which are improved
by h:gher technical le\el 6mng to te-.hmcal gu:danoe
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Table 4-3. Production Yield

Final Product ftem SSP | Phanby
et _L,m ETIE e_m Pesformancg | Survey Team
Biltet. 7 GosdImgolfRawMatestal  (A) | s83% | 6%
Billet ProductfIngot ~ (B | - 1%
wx® - - | e
| Bar 'Goodlng,m;naw Mieid (&) | s82% | se
BilletfIngot = “(B) o 250m 8%
Bzr Produc{anﬂel ©) 588% 88%
(A) x (B) x (C} .- AU 3189% . L. 62%
(5) The mean annual wagss pet employée was set’ at Rs.15,000 by réfetring to SSP%s

(6)

1)

wage standards.

The tangible fixed assets oulstanding on the books as of Juiie 30, 1979, was set at
Rs.305,567,000, to which was added the new investment of Rs.85,600,000, based

on which thé depreciation cost for éach year was calculated. (Refer 1o Table 64.)

SSP’s annual paymeat of interest was set at Rs.94,831,000 on the assumplion that

' the interest rate on ifs I'ial))i!ities as of June 30, 1'979,- is" lO‘.-’o.? it

s, 2
basis of lhe

—.,.‘r._._,
A

¢ T he PEO Porma Inceme Statemenl and Cash Flow Schedule were prepared on the

financial assessment precondllsons outlined in paragraph 4.1, and the Internal Rate

of Retum (lRR) was calcutated by the DCE melhod

1)

As"iﬁdicatéd by the Pro Forma Siatafﬂé"ﬁi (Table 68-1),'a huge deficit would be
generated every year when this tentative plan is adopled, and there would be

' no outlook for dnssolvmg these deficits. Even if the debl equily ratio of 30 : 70

2)

o propose& by SSP is réahzed “deficits would be generaled hkems.e ‘and lhey “Ould
' bé unavanlable ror dlssolunoﬂ or deficifs. e »

P A

Regarding t}ié' cash f'IOWI(t'efer 10 Tab!é 6—3—1); a chronié state of acufte cash shortage

t: would résull “every year when the !é'ﬁtati\"é-‘ﬁléh is 'ado_p?ed. “Accordingly, if

- 88P is o carry 'oul tenfative plan, it “would: have no altemative bul 16 ‘rely
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on the government or SEC for annval subsidies for covering the cash shortage
generated each year in arder L0 secure ifs existence.

(3) “The internal raté of retum of the tentalive plan is -7.174%, 'v«:h'i_éh means that if
the teatative plan is adopted, the total invesied capital would diminish steadily
without the enlire sum ever being recovered. '

(4)  Sensilivily analysis was performed with respect to Buclualions in product ﬁelling-
prices, raw material costs and wltilitics cosls. it was confirmed that a veéry !ow IRR
would be obfained even 1f lhes:e factofs are 1mprm ed to some exlent.

(5) Judging from the resulis of the financial aé;se;ssmén'l,déscﬁbed above, the conclu-
sion is that SSP’s viabilily as a comporation candiol be maintained even on the basis
of this teatative plan. ' I

6.  Study of Rehabilitation Plan from: Standpoint of Government and SEC

6.1 The government or SEC will have {0 supplement SSP’s cash shortage in the form of
annual subsidies when the tentative plan is enforced by SSP.

The total amount of subsidies to be disbuised from the 1st fo’10th year, and the
net present value of subsidies as of the zeroth year, will be as follows: (Refer to Tabfe 7-1.)

Debl equity ratio ._ 96:4 . 30:70

Tolal subsidy Rs. 766,199,000  Rs.135,139,000
Nel present value of subsidy

| Rs.481,426,000 *  Rs.81,420,000
as of zeioth year . S e .

As is evideat from these results, the govemment or SEC wOulﬂ_ have to bear an
enomous financial burden when SSP enforces the teatative p!ari,_so this subject requires the
most serious scruliny.

62 If it is assumed that thepe is no interest paid the cash inflow. 2ccotding to the
tentative plan would be as shown in Table 7-2. Namely, witha totalinvestment of Rs.85, 600 000,
the fotal cash inflow From the Ist to 10th yeas would be Rs.226, 118, 000.

The total net cash,inﬂow‘ fo[ the period from ;he,o:;z (zetogh) 10 10th yeat generated
by this cash inflow would be Rs.140,555,000, so with a discount factor of 107, the nel present
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value of cash inflow as of the zeroth year would be Rs.37,758,000.

~ Namely, the net cash inflow gen'e;aled when the fentative plan is enforced would '
be Rs.37,758,000 in tesms of the net present valtue of cash inflow as of the zeroth year, which
may be regardéd as the value generaled by the exisling plant.

Accordingly, if there is some other pfan by which the exisling plani could be
managed at a value exceeding Rs.37,758,000, then such a plan would be belter than this tenlative
" plan. ’

1. Condclusion
Financial analysis has shown that even if preconditions causing favorable resulls are
set up for the production plan for rehabilitation of SSP, deficits would nol be dissolved for a

long period of lime owing to the plant’s extreniely poor financial efficiency and profitability,
leading us to the conclusion that these is unfortunately no workable sehabilitation plan for SSP.
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_INTRODUCTION

Specual Stee] of Paklslan Lid. (SSP) is lhe sole specmhzed special steel manulacturer
in Pakistan. - - :

55p co_n_linuéd to operate under -a state of chronic deficit management ever since
it commenced opérations, and the closure of its plani was ordéred by the Economic Councit of
Cabinel (ECC) o’n'_lhe_ g’!ounds thal there was no outlook for dissolving the plant’s huge deficits.

The governmént of Pakls!an requested the Japanese govemment, lhrough the
medium of the Japanese Embassy in Pak;stan to investigafe into the feasibitity of rehabilitating
the plani. - Ia résponsé (o this request, the Japanese government studred the request and decided
to d:cpatch a survey mission to Pakisfan, consigning the fask of enfon.mg the feasiblhly SUVEY

to the Japan International Coope:atmn Agéney (J[CA}

JICA organized a survey r‘nission cénsisting of eighl specialized special steel experls,
and conducied field suivey's !'or a penod of 24 days ffom Maich 3id to the 27th of the same
month, 1980. S : :

The survey and feasibility study were performed by the i‘ol!owing procedurs:

1.  Economic Analysis of Causes of SSP's Deficit Management and
7. Grasp or'SsP‘s PresentSituation_ .
Durmg lhe susvey penod a \ude vanely of pas{ te-.ords and data relalmg to SSP’
produclmn sales procurement and fi nance were collected, and with respect to items on which

data were unavaxlable interyiews were held with related personages in ordzar to obtain informa-
tion for suppleme_nhng insufficient data.

;- The data and i;ifonnalioh collected in this mannet were anatysed and studied from
vgﬁOUs aspects, and the ¢auses of SSP‘s‘déﬁﬁt managemenl were clarified.

2. Suney of Demands for Speml Stecls (Inc!udmg Slaml-ess Steelj.
Castings and Forgings in Pakistan

The Principal users of special steels, steel castings and steel forgings in Pakistan were



surveyed by the niethod of questionnaire by interview, in order to clarify the demands existing
for these products.

In addition, in order lo clarify the factors involved in the consumption of these
proudcls, the rmeinbers of the survey niission paid yisits to plants producing automobiles, farm
traclors and other commercial products, which are not direct users of special sieels but are deeply
related lo these products. The national corporations making the production plans of these plants
were also visited in ordér to find out their plans and to obtain related data.

Reparding the production, impoit and export of special steel products, telaled data -
wese coltected by means of the statistical data published by the government of Pakistan, and in
Japan by means of exportfimport data released by various international Ofganizalioris‘.

Mcanwhile, the demands for special steel products were estimated by kind of end: |
user industrics on the basis of user responies to questionnaires, then summed up. At the same-
time, export-impost stalistical data were cefeired to and the volumes of demmand exisﬁng for
special stee) products in Pakistan were summed up.

Based on these results, and by giving due thought to the growth fates of special stéel
demands by kind of end user industry and their fulure plans, an estimate was made of the fulure
trends in the demands For special steel products.

3. Preparation of Tentalive Plan

Based on the resulls of demand suivey, a production plan was drafted for maost ¢ffi-
ciently utilizing SSP’s existing production facilities, and a tentative plan for SSP’s rchabilitation
was prepared.

4. Financial Evaluation

A Pro Forma Income Stalement and Cash Flow Schedule were prepared by the
according method in oider to sound out the soundnéss of the tentative plan’ that was défted.
At the same time, the inteinal rate of return was caléulated by the DCF niethod and the finan-
cial aspects of the tentative plan studied on the basis these results.
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§.  Study of Merits{Demerifs of the Teatative Plan for SSP’s Rehabilitation

from Government’s Standpoint )

.l
Various referential values were calculated by the DCF method with respect to the
tentative plan for usé by the govesament of 'Pakislan in raking its décision.

6. Conclusion

The results obtained by the methods described above in items 4 and 3 are made the
conclusion of this survey study.

The survéy mission’s compaosition as well as a description of its iiene;ary of survey
are given in the Appeadix. '

Duiing a period of October 28 to November 4, 1980, JICA mission made an explana-
tion on the Draft Report o the ofticials of the Government of Pakistan, SEC and SSP concesacd,
and also held discusstons with them. As a resull, the Draft Report was partially revised and what
were desifed at that time were included in the Appendixes.

In this report, the name ‘SSP* was used despite several changes in the corporation’s
name during its history.

We avail ourselves of this Oppoilu"ni!y 10 express our sinceresf grati[ude to all
_personages concemed of SSP, special stecl consumers we visited and various other related govern-
mental and other 6rgarﬁzations, who offerced u's their ﬁﬁ:e.sen'ed cooperation, useful references
and helpful opinions.
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“CHAPTER 1. ' HISTORY OF SPECIAL SIEELS OF PAKISTAN LTD. (SSP)
Tl AND CAUSES OF (‘LOSURE

1.1 History of SSP
- The history of SSP starts Wwith the stags of its constiuction plan in early 1960 and

extends to the stage of ils closuré in tate 1979.° This span of mughly 20 years may be divided
broadly 1nto the followmg three siages

s‘:'ag.f 1: "Ffén’l‘m(il] lo'l)eéémber’,’l%s‘ :
o © 7 From planning to effectuation of contract

Stage 2:  From January, 1969 to August, 1975
© 7 Prom éxecution of contiac 10 delivery of plant - ¢

Stage 3:  From September, 1975 to December, 1979 - ¢

From commencement of commercial production to closure of plant
1.1.§  Stage 1: From Planning to Effectuation of Contract

: 47 l960—l963 Plannmg by Pakistan lndusina] Da\elépmmt Cdrporanon (PIDC) of this
o ploject ' ' o S

1964 Valika Gioup was given permission lo materiatize the project

© Junc 1965~ , . -
Feb. 1968 Valika Group Conducted a series of negolialions ‘with Nissho Co., Ltd.

_while so doing, Vahka Group decuded on the plant producllon capacity and
‘ (he product mix. : :

SR ﬁe‘ﬁi 'i 9’63’“’ "Céﬁt:‘sf'c?t‘;a;-“as ss'gn’,éég _bfv v;;n"k_a‘ c}ou p ’a‘ﬁd'&;‘ssho cé-;, Lid.



The Pakistan Industrial Development Corporation (P_lDC)fnvis;ag@ ,_in_;lhc early
1960s a plan to construct a special steel plant; and ater in 1964 entrusted the implementation
tights for the plan with the Valika Group, a private corporation.

Pakistan was then implementing “The Third Five Year Plan 1965-69' Ambitious
industrialization plans were drafted and PIDC, for ifs pari, drew up plans 10, construct avanety
of industrial complexes including heavy niachinery complex, heavy chemical comp!ex and heavy
toconotive complex. The special steel plant was planned to produce and supply vasious kinds of
special steel necessary for the heavy industsial complexes just mentioned.

Pakistan’s heavy industsy was being promoted psimarily by'g‘c‘wérnmental otgaﬁim—
tions cenlering around PIDC, as described above. In the 1960s, private enterpnses ha\mg gamed
strength through the success in the investments in light indusltrics, especially in the c:ement and
textite industries, became enthusiastic in establishing themselves in the sector of heavy indus{rics.

The Ayub Kahn regime, aware of this situalio_n,_édOpte_ﬁi a policy to pérrhit prajects
planned by governmental organizations 1o be fumed over to acctedited privaté corporations
for materialization if they so desire. .. '

This special steel plant project was the first heavy industrial project that was tians-
ferred to the pﬁ\‘ate sector for execution.

~The Valika Group, having taken over the rights for unplemenlatlon of lhe pmject
from PIDC, negotiated with Nissho-Iwai Co., Ltd., and c¢oncluded lhe contract in Febmary,
1968. :

No reliable l'eamblh(y study or selechon of produc(mn capamly and pzoduct mix
based on actual demand appears (0 have been nrade by PIDC during dralting of ongznal project
plan nor by the Yatika Group.

It may, however, be said thal more decisive blow l__t{) the commercial feasibility of
this project is believed (o have been dealt by the non-tealization of the ambitious e\tensidh plan
of heavy chemical complex which was ermsaged n the 1960&;~ Whereasa fanly big demand had
been anticipated for SSP products at the time of p!annmg, the gap bemeen the eshmated de-
made in the industrial sector and aclual demand after completion of the p_lapt had_beeg QOnsade_r-
ably great.



R 1.2 Stage2: _From Execution of Contract to Delivery of Plant

" pee 1988

Execution of contract commenced.
‘ 'Feb". ‘71970. : Shipn{ehi 6f.mécﬁiné'r'y started as pﬂ ihe schedule in the contracl.
| Jun. 139.'3‘(‘; Valnka Group became mcapable 0[ estabhshmg lelters of credlt and this
' condmon conhnued unh] Ncwember 1971
et 1911 Distorbaon ovcured i Rast Bakistan,
May 1971 PaKistan governdedl declared moratosiuim.
Dec 1971 War broke out beiween India and Pakistan.
© 1 'Bhutto regime was ésfablished.
Jan. 1972/ Bhullo regtme declared nationalization of principal mdustnes p!acmg N
~““under the state control Shlpmenl completed.
Oct 1972 Instaliation of piah't equipment commenced.
Abr. 1973 S_S'P-renaméd Peoples Steel Mills, Ltd.
- Jun1973 PS\i engineess (72 persons) starled rectmng techmcal lrammg in lap:m for
their réspective assignment in SSp.
Aug. 1974 P@J!ia?"iﬁé‘fﬁpé}Ei!iéﬁ?Qf“mé?iféd- L
Aug, 1975 Guaranlee operahon of a]l equnpmenl completed and lhe plant was form-

ally taken mer by PS\I

“Upon effectuation of the contracl in December, 1968, plant designing and manu-
'féctme of equipment commenced immediately, and shipr_nen't of m-a:éhiner} and eQuipmenl
' s(arté’d“in'F'eb'r'uar'y,' 1970, as stipulated in the 'contmct' In August the same year, the Valika
' _ Group became mcapab!e of estabhshmg leters of credit and the shipping was suspeaded untit

November, 1 97 l
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Shippiig of machinery ‘afrid’édﬁ:iﬁﬁaénl: of the plant became p'ds’sible‘:iri December,
1971, with the opening of lettess of credit. However, sefusal by shipowners due (0 the outbreak
of war belween Pakistan and India led to stoppage of shuiping untit mid- Janvary, 1972 Ship-
menl of all plant machinesy and equipment was completed towatd the end of January, 1972,

‘The Bhulto fegime which assumed power on December 20, 127), pmmulgated its
Economic Refomls Order on January i6, 1972 which p!aced the speaal §teel plant under the
state contfo). This Orider had the effect of ad\emely mﬂuencmg the sai6oth progress of the
project, as indicated by the serious delays compar'_ed with injtial schedules, as shown below:

Condsacled Schedule Actual Schedule
Effectuation of contract . Peec. 1968 ... Dec. 1968 .
Final shipment : " Dec. 1970 L Jan. 1972
Starting of installation Jul. 1970 Oct. 1972
Completion of installation o Jun 197 - o Aug 1974
Starting of trial operation - R 11 A U7 ) - LAug 1974
Delivery of plant Feb. 1972 Aug 1975
Period of time required 3 years 2 rﬁonths 6 years 8 m()ni‘hs

A delay of three years and 6 months was unformnate!y made in the schedu]e as
shown above. ' ' o

In the meantime, the world economy faced an age of most !urbulenl upheavals. The
oil ¢risis, wide fluctuations in foreign exchange rates aad a gal]opmg ml'lation were witnessed.
The plant consfruction cosl, mmally estimated at roughly Rs.167 mﬂhon undemmt a violeat
increase dunng this Iurbulent penod and reached a staggenng sum of Rs.532 mn]]non by ‘the time
the plant started commercial operation. In addition, since 92" of the | mone:,s was the proceeds
from lo:ms. and the construction schedule delayed forsucha long penod of bme SSP s financial
slablhly was badly affectcd ;
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1.13 Stage 3: From Commendenment of Comniercial Production (o Tenmination
= - of Plant Operations

Aug. 1975 Commerciat pro'du_cﬁon commenced immediately after plant take over.

" Mar.'1978 . Application placed with the government for converting 2 partion of loan to
o ~ thé capital fo improye the poor ¢apitalffoans ratio of 8 : 92.

- Aug. 1978 Application placed with thé government for the following poinis:

* 1) - Improvement of capital/loans fatioto 7 : 3
2)  Additional loan of Rs.149.8 million : -
3) Shelvmg of interest payments fora penod of ten years

Dec. 19718 : Loan of Rs.35.1 mlllmn was received from. the Go\emmenl as opeiating
- fund for a period up to the'end of June, 1979, .

1979 Corpo’mte name ch'anged to Special Steels' of' ?akislan,' Ltd.

Mar. 1979 Budget 6f Rs.5 miltion requé-sted for conducting a market survey.
Dec. 1979 Temmination of plant operation decided following the deliberations by
Economic Councit of Cabinet (ECC).

* Although commercial production started in August, 1975, timely procurement of
- necessary raw malerials became difficult ‘owing -to inept procurement: pfocedure and -acute
shorfage of funds.: In addition, whereas this special sfeel plant had been designed fo supply
special steel materials to the various heavy industrial ¢omplexes planned fof construction in the
1960s, as described earlier, hardly any of these complexes was acluaily constructed owing (o the
~ changes in' Pakistan’s_ political and cconomic environments. This made it impossible for the
* gpecial steel plant to securé stable clients for its procducts.

One of lhe'cﬁéfactéﬁslies of special steel production is that special steel is produced
as orders are received, and it requues cerlain technique to keep the plant in good operating
condition. S5P%s p!anl was operaled without receiving suitable technical for management

" production contro! and production know-how from fofeign countries, with the result that the
plant’s annual rale of operalion stumped to about 2006, aggravating $SP's financial situation.



Accoiding to the terms of the contract, SSP had the right {0 demand from the
Japanese conlractor o receive technical know-how up o a limit of 350 man-days during the
five-yeat period from the time of plant take-ovér to August, 1980, but the shortage of funds and
other factors prevented it even from exercasmg this privilege.

© 8S8P’s capital remainéd the same during the enlife petiod from thé time of (‘om-
niencement of commescial production in August, 1975, to the lime of closure in December,
1979. An acule shorfage of operating funds was chronic, and emefgencies were tided over,
by the advance payments from Pakistan Steel Mills Corposation, Pakistan Railways and other
clients. Thére was virlually no financial aid from the govermment, and it was practically im-
pdséible to ask for additional loans from commercial banks.  The inleresl on loans in the mean-
time continued to bulge increasingly. )

In order to get over the difficuities, SSP appealed for assistance to the gO\'emhieni
authorities through its upper organization verbally and in writing. As 3 tesult, the SSP‘s predica-
ment was finally taken up as one of the dgenda for deliberations by the ECCin Dec’némbéf. 1979.
After the serious deliberations, ECC resolved that SSP operations showld be shut dowa for fhe.
reason that there was no distinét oullook to alleviate SSP’s operational deficits.

1.2  Production Capacity and Principal Equipment

1.2.1 Production Capacity

Table 1-1 indicates the design production capacifty of SSP's spetial steet plant
as determined by the Valika Group {Sec on page 1-7.) SRR '

1.2.2  Principal I‘.‘quipmnt -
Table 1-2 indicates the principal equipment installed in the plant in order io_maiﬁ-
tain the production capacily described in Item 1.2.3:'- These equipment were designed with

enough capacitics for producing the product mix indicated in Table 1-1, and were moré sophisti-
caled than those of olher existing steel plants in Pakislan, (Se¢onpaget-8):. -

1-6
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1.3 'Procuresnent

-The Procurement Department should procure good raw materials as cheaply as
possible and sécuré proper quantities of these materials in stock. However, it appears that SSP
made arrangenients for procuring raw. maltérials on the premise of producing the enfire tine of
designed product mix, despife the fact that there were no orders for cerlain products in the first
year of op¢ration.

Some kinds of the raw materials in stock at end the §975 term exceeded the volume
nosinally consumeéd in a period of four years up o 1978. On the other hand sonie kinds of the
raw malerials necessary for daily production weré insufiiciently stocked. ,' For ethple,_th top
brick could nol be procured and pioduction was hampered, it was reported. -

- In addition, the excessive lérgé stock incréased maintenance ¢osts such as inlefest
on‘st(xkpile materials ‘and administration expe;'n‘sf;.s, and the effects of a bearish market also
influenced ad\'etsely: to impair the tumover rate, increase operating expenses and consequently
lower the business management efficiency. ‘ -

“The purchasing prices of some of the raw materials are indicated in Table 1-3, which
are exceedingly highdr as compared with prices in Japan. -

<0t Table 3. Purchasing Price

T e : i .. Japan
Clasgfmlmn - : U—ml _ (Oxt. 1979) (Oct. 19-19).
Smported®. | | Scrap Qleaiy) Ry | 2800 | 13300 1400
N  Piglron” Rsft =~ 4480 {7 1320 - 1400
CFeSi . Rsft 19450 | 7,200 - 8000
Fe-Mn (H) RefU 9324 | "4080 -
Fe-Ct (H) Rsft. 23,100 6,120
FeLr(l) Rsji’ 32,200 11,400
. Hot Top Brick Rs/piece 210 120
. Graphité Flectrode Rsft _ 26,600 19,200 -20000
“Local CEleatrdity © | Rs/kWh 085 04- ° 06
: . CFud - Rs.J1,000 cft . 1102 } ** 56 - 64
. Florte ' © - Ret | 1200 840 -- 830
Remaks:  *  C&Fprice x 1.4 (Impdrt duty)
¥

Price of ofl equivalent to 1,000 cft of ralural gas in ¢alorific value



Practically most of the raw materials and ferro alloys are imported, and it is con-
sidered that the purchasing prices of these raw malerials were rather high, possibly because they
were purchased in small quantities. An additional imposition of 40% import duly made the
prices of these materials wo to thrés timés higher than those avaitable in industsially advanced
steel producing countries. This is one of the factoss thal brought difiiculties to SSP.

id Operating Ped'om-lsnce

'Funds had béén deficient from the time of commencement of plant opeation,
résulting in insufficient procufemént of necessary raw falesials and auxiliary materials. Lack of
funds also prevented introduction of necessary technical assistance for long-term plant manage-
ment by aid of specialized spécial steel engineers from industrially advanced cdu'n_(r'ies. Asa
fesull, plant oufput and operation rate fell (o as low as 20% of the designed production (‘apat:ity,
the productivity was low due 16 excessive employees, and the product yield was also véry poor. -

1.4.1 Qutput and Production Efficiency

Excluding the rolling of billels under _consignmeht, the plant’s mean annual eutput
during the period from August, 1975, to June, 1979, was as shown in Table 14,

Table 14, Capacily and Resuft 6f Production

" Chassification A)Capacity (tfy) | B) Result (tfy) . BY A%
Staintess Sheet (C.R) 2000 170 X
Stainfess Phate (H.R) - 3000 30 |- 10’
Carbon Stee] Plate HKR) 1000 350 : 150
Carbon, Alloy and Stainkss Bar 13200 . 1o 10
Casting o 2000 - %0 . as
Forging . ‘ $00 - 0 . .| 75
SsubTotad o 20000 B 17 IR BT
Biltet b L 2500 ,

1-10



‘ Namely, the plant’s production efiiciency was as low as only 4% of the designed
" production capacity, and evén when taking into consideration the production of billets, which
had nol been included in the original pfan, the production efﬁciency was only 18.5%.

Tab!e 1-5 mdu:ates some parl of the plant’s mean annual oulput of each process fos
‘the same penod as indicated above. -As shown in Ihe Iable, the actual pioduction efficiency is
very low in each stage a processes. '

Table 1.5. Plan and Resull of Production by Process

AYPlan (ty) B)Resalt(tfy) - | - BYF AY(®) stin
Melting ...~ |. 28320 6,151 nar | 3
Coggingand Blooming | - 23320 | 4888 173 !

Regarding the number of emplc;)eas the initial plan was projected to produce a
to!ai of 20,000 tons of specnal stéel annually by a thice-shift opération per day in the steel mak-
. ing and sheet’ rollmg plocéssés, while by a twé-shift operation pef day for the other processes.
Accordmg 1o this operation, a labor foreé of 1,099 empIO) é¢s was the :easonably piopér number,

However, the number of employees as of January, 1978, and January, 1979, was
| 283 and 1 206 réspechvely, in sp:ie of the low product:on efiiciency of 18.5%, which indicates
the Iunng ‘of an excéssive nnmber of employees.  This may be altsibutable to the powerfulness
of 1hé SSP labOr umon as shall bé deséribed in fuither details later undes the subject of Labor

Sntuat:on (Mem l 6), which pre\ented SSP I'rom deploymg a suiiable numbes of workers propor-
honate to the rate of operatlén : : : .

. j;;1'.é' Produ'cﬁon Yiélﬂ,Efﬁéienty and Unit Consumption of Raw Materials and Utilities
Table 1-6 indicates the productmn yield by stage of process, which serves as an

mdxcatot for eva!ualmg the operauon tedmique level of produclion lines. Kt isevident that the
'y:eld at SSP is fat ldwer than those of mdustnally developed countries.

1:11



Table 1-6. Yield of Pioducts

. . - ) Yield ,
Process Product
ssp Dev eloped Countues
MeltingShop | - Tngot 19-89% ‘85 < 90%
{Ingot/Raw M alenal)

Cogzing Mill Billet 74-78% 85 -90%
Bar Mitl | Bu .31 -63%* 90 -95% -
: ] - (BarfBillet) R '

Total Yield - 19 4% 70-75%

Remark: * This includes the plqdﬁcts from the trial penod

A study of - lhls lable shows that as compared with correspondmg figures, for
developed countrigs, the ingot yield is 1 - 6% lo“er ‘the blilet yield 11 - 12% lcmer and the
bar yield 32 - 59% lower, namely the difference with developed countries bgcor_no; mqe_asmg_ly
lacger in the succeeding stage of processes. C

By superficial observation the extremely poor overall yield at SSP may appear to be
due 16 the poor operation fechnique in the bar rolling process. However, a study of the inspec-
tion slips and ledgess at SSP indicated that the poor yield in bar rolling was primarily due (0 the
low technical level in the proceding steel making and _cogging - processes. - Namely defects
generated in these processes were not eliminated owing to the inadequate control measures of
intermediate inspection and defect removal, with the result that defective billels were seat to
the bar mill for rolling.

For example, defective billels which shoutd have béeli discovered ard eliminated by
inspection after cogging were sent to. the bar mill, with the result that a large number of pipe
defects were discovered in bar products after completion of the f‘mal manufacturmg PIQUess. -

Table 1-7 shows the principal indicators reléling to produclion el‘ﬁéiency and
unit consumplion of raw matesials and utitities.



Table 1-7. Efficiency and Unit Consumption

ey

_ ssp :
ftem - - - . Developed Countries
Pesign Efficiency ] Result :
- Stes] Making Time 318 270 - 300 160 - 180
. .(Tapiﬂf tap: min!heal_):‘ .
' Power (‘onsumphonprA Fee. w0 | aso 5302560
" (KWh/i of Ingot) T : ' S T
Refractory Consumgption - 38 18- 20
{kgft of Ingol)
LifeofMowd 3 40- 5O 200250

‘Remarks: 'l)' The ﬁgufes l‘d«‘ developed counlries représent the ;ﬁ-e’tf_ormanca of l'umace‘s of the same

- Lype and capacity as thal ofSSP

2) Design efficiency considers lhe local condauons .

: thle the poot yield and pioduction offi uency slems directly from $$P% low plant
operahon rate, it is also'due fo the lack of sunlable. measures for pmpﬁmtmg and eliminating
the caises of del‘ecls Sumay Mlsswn featizés ihat theié ha-.e been various fadors beyond the

~ control of SSP.

1.4.3 Technical Level

The poor performance m productmty, _opefation rate yleld and eﬁ‘ clency and the

hi,gh uml consumphon of Rw malena]s!uhhhes has mc:eased manu!‘aclunng cosls. \!eam\.hlle,
Ssp had had to sell jts producls at mar‘kel prices \whuh were lower lhan manufaclunng costs,

Ieadmg to substantiat SSP losse&

" The following péinlsf may be cited o ihdic:it_e’ the 16w technical kevel a$ SSP:

1413




1) Inadequate Techni_cal Guidance

Prior to commencement of plant operation, a total of 72 SSP technicians received
technical training at Japanese steel plants for a period of 6 months 1o one yéar in their respective
ficlds of assignmients, based on the training program outlined in the contraét.

While this type of technical training is nalurally necessary, it was also fiecessary to
petform at SSP a wide range of technical guidaﬁce on process control and quality céﬁfrol'by
refying on the services of specialized enginecrs from advanced steel manufacturing countriés for
at least 3 — 4 years, in order (0 ensure unhindered production of special steels é\'e:ﬁ after com-
mencement commerc lal operation.

Special steels cannot be pieduced simply by construcing a plant and bﬁémting it -
according to the insiniction manual In order to produce various kinds of specla] s!ecl producls
of diversificd properties, a wide range, of highly sophisticated technologies and techmcal know-
how is mquired. In addition, each process is greatly influeaced by the performance of ‘the
preceding process, and the quality of the product is determined by the cumulative influences of
alt the processes invohved. Accordingly, special steels of excellent quality ¢an be produced only
by adopting an inlegrated system of ¢ontrol of the widest range of techinologies in the entire
production line from selection of raw malterials to shipment of finished products.

The SSP management fully recognized: the necessity ‘of technical guidance after
commencement oI‘ plant operation, bul as described earlies, the acute shortage of funds prevent-
ed it from exemsmg its rights to procure the services of 5pec:ahzed engmeers for {echmtal
guidance for 350 man-days over a period of five years as stipulafed in the conteact.

2) Shorlages of Raw Materials, Auxiljary Materials and Parts -

Psocurement personnet “ho had [litile idea as 10 the proper ptomn:ment of raw

materials, avxiliary matena!s and parts induced shortage ‘of needéd matenals. Thc shb:lage was

also aggravated owing to lack of funds, This sifuation press:éd engineers to dense measurés for

obfaining thesé materials, which prefen!ed thefn from exerling lhemsel\ae in 1mpr0\emént of
technology, improvement of plant performance and training of workers. =

" It was only natural that enginéers became incapable of 1mpro~nng téchnical standa ;ds
ot reducing manufacluring cosis. .

1.14



L5 Sales lf'erfbnnanée-

_ As mdlcated in Table l 8, the total volume of finished and semi-finished products
sold by SSP aﬁﬂ' commeﬁcement of plant operahon |s 34 674 tons, of which 252 tons wére
exported and the remamder sold to domestic users. '

_ ’f‘hc sales \olumes by kmds of ﬁroduct shows lhat billets were sold in the volume
of 28 936 tons (92%), mund and flal bars 269 tons (0.9%), plates and sheets 1,429 tons (4.5%),

caslmgs ‘292 tons (0. 9%), forgings 178 tons (0. 6%) and miscellaneous products 317 tons (1.1%).
(See stlé 1-8 on page 16 )

As mdscated by theﬁ: l‘ gures the solumc ol' sales of nof flat producl was 50 small
smce thc équnpment “em not des:g,ned for producmg bars in the sizes demanded by the domeshc
malkel m!h the result’ Ihal lhe ou!put of bass was only 269 tons in five years agamst the la:be
productlon capacily ol‘ 14 ‘200 tons!yr of the bar rolling m;ll By contras, the sales volume of
_bﬂlets whose pioduction had not been included in the ongma] product mix, ran up lo 28,936
tons océupymg substanllally the éntire wlume of non ﬂat sales

Regardmg the deslmatléns of thee préduc{s round and flat bars as v.ell as castings
and I‘orgmgs “ere sold to a wide range of mdustnes inc!udmg the automotne cement, farming
machmery, Iexhle machme:y, general mduslnal machmery and defense industries. Meanwhile,
. "_ballets v-hjch s\ere toughly 92% of the domeshc sa!es amounl were bought in the Targest volume
' by Pak;stan Steel M:l!s Corporahon (PAS'JIC) for ifs cons[ruct:on matenal«: Pakistan Engineer-

-mg Corporahon (PBCO) for producmg mdus[na] machmery, and steel manufaclurers such as
k_Melropohtan Steel Corﬁo:atnon (MSC) Amrass Corporahon and Razzaque Steels Lid..
As for sa]es pnce; _éf SSP ptoducts they are in pnnmp!e based on those of nmpoxted

?'-.'ptoducls but nt seems that SSP “as forc-ed to discount their sales pnces due to the inferior
E quahty :

Stamless <heel.s cou!d not compete wnth imported produ..ts because wets did not
ﬁ_r_require the thlcknesses of lhose sheels available 6f SSP. Addmonally, those imported stainless

' f‘_sheets \\ere of the seConda:y quality av allable at a subs!anhally towss pnoes ‘than lhme of the
”SSP pmducls o

: 'l‘able l9 oﬂ‘ers 3 companson bel\\een the sa!es prices of representative SSP
p:oducts and those of correspondmg unported products. As indicated by the Table, a deﬁmte
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refation exisfs between the prices of SSP products and imported products, with the exception of
a porlion of products having different sizes and compositions.

' Fable 1-9. Comiparison befween Sales Price of SSP Products and Sales Price of Imporis

* tmpost Price {Estimate)
Sa!es?nceol‘ - S S ———
T | e,
{Rs) (3] (%) :

- (Rs)

Bllet | CabonStesd | 5000- 5200| | - D -

o ) " Atloy Steel "'s,ioo-" S_,goo ca6100 | 60 | 10 | - 4,600
Round BarfFlat Baf { CabonStécl -~ | 030029800 {6020 | 50| 20 1} 12,280 -

Alloy Stec} 9000- 9600 | 6070 - | 730 | 10 | - 11350

Piale _ CabonStecl | 6600- 7000 3686 70 1o 6393
Sheet © 1 | SuainlessStee] | 27000227400 | 13004 | 0 10| 24355 -

Remaus (l) Data Sourde

s Sa!-as Piice of SSP Pfoducl Ansv. ot ol’ ssP for tun ey lmmon ’s quﬁuon_naue

£ (‘&F Pnce Suluhc D'ﬂSIOﬂ ‘Govéinméat of Paklslan
Average Pricé form Julyf1979 (6 Janvary/1980,

(2) Sales Price of Impost Product

(‘&FPnce x{l fDulyllw‘,?') X (l iSa!esTu]lCO%)

1.6 -~ Labour Sitvation

_ Regardmg labour conditiens in general the minimum wage is prouded by the
fol]omng ﬂm?e labourlaws ' IR '
Ty %F.»;aéﬁa';m(mﬁy R ; | ;
2)  West Pakistan Industrial & Commércial Employieal (Standing Oider) Oidinance
(1968)
T3y Wési Pé]kis'iaﬁn:'SﬁoﬁsE& &iabﬁshm}-ﬁ't Oxdiﬁahcé (1969)

'''''
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organization, employment, hours of labour, hohdays and leaves, bonus, refirement allowance,
social security system and welfare.

According to these ordinances, the period of probation is threé months al the
longest as a principal form applicable to the greater porlion of employees in farge enterprises.
Upon expiration of the three months of‘probalion, a probationer automatically becomes a
permanent employee. A temporary worker becomes a permanent employee aftes wdrkiﬂg for -
nine months and if his period of furthei employment is expected to extend over a substantial
period of lime.

Regardmg dismissal, as defined under the ltem of lemunatlon of emp!oyment the
employer is required to give the employée fo be dismissed a wrilten ad\rance notice one month
prior to the date of dismissal, clearly stating the reason for dismissal, This may be subshluled
by additional paymeit of one month’s Wages. ' ' :

If the dismissed is dissatisfied with the treatment, he hiay“p!ead his cass to the
collective bargaining between the mmanagement and labour union. In ach-a}l)}, other than mis-
conduct defined by the law dismissal of an employee is consideted extremely difficult.

Regardmg holidays, Friday is the weekly hohday. In addition, th-er'é are p:ud
hotidays based on legal holidays, holidays snpulated by contracl, hohdays v.luch are customary

and holidays which are announced by the central govemment or local gowmmen! from time to
time to meet special odcasions.

There are essentially three kinds of leaves — annuat leave, casual feave and sick leave.
When these leaves are combined with the holidays desceibed above, the maximum number of
working days per annum for a factory is 263 days. Incidentally, it is prescribed by the ordinance
that holidays nol taken can be camied over to the following year up to a fixed number oi" days,
o1 fot the employee Lo demand an equivalent remuneration.

The aforementioned theee labour ordinances essentially spell out _the minifmum
standards, and revision of provisions is possible by collective bargaining, in which case these
revisions have a similar validity as of a law. Similar binding powet is exefciszd by provisions
which are established by customary or traditional practices. -

il

Provisions are also made for group insurance and gmup moentne schemes on the
basis of labour laws with respect {0 social secunly and \wlfare. Fo: example there are the
Worket’s Children Education Ordinance (1971) by which faxes for education should be im-
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posed, the West Pakistan Employees Social Security - Oidinance (1979), and the Worker's
Welfare Fund Ordinance (1971) for offering loans to workers, for example, for housing purposes.
These systers are supported financially primarily by employers.

' Asdestribed above, the ?aétdﬁés’"Aét of - 1963 was followed with the successive
enac¢imeént of labor ordinances m 1968, 1969 and 1971, and backed by !hese ordinances, workers
statted faking demands for fecognition of thelr rights.

The year 1970 marked a peak in labor strife. There were 356 cases of labor strife

“with the parttcxpahon of 272 387 laboress, resulting in a 1oss of 3,114,850 man-days. With the

emergendd of ‘the Bhuttd réigime m late 1971, s principal industri¢s and ¢ommercial banks wese

‘placed undér the state control; add the numbér of fabor strikes themselves decreased owing to

the 'ad(‘)p!ic'm of measuies offesing prefereatial tréatment to laborers. However, organized labor
and labor uni0ﬁ§ meaﬁ‘whi!e grew into ﬁoa‘etful organiZAlions.

Por feference; the mfommhon on the labour strifes in lhOSB days is offered here-
undeér, based SnILO slattsllcs

Number i i L .
Year  of Lebour ;\ "—"?‘3“ of  MenDay Reamiks
Lo . ariicipanls Loss
Strifes . :
1968 138 | 116.,5’1’6 41?,428 Enactment of West Pakistan Industrial & Commercial
LT R R R TI T Employment (Standing Qrder) Ordinance
1969 339 208437 1782592 | West Pakistan Shops & Establishment Ordinance -
1970 336 91387 3414850 | Shipping of plant equipment comimenced
1971 M1 .. 107962 815213 | Outbreak of Indo-Pakistan War, Emergence of Bhutto
: ) regime’ :
1970 . 341 . 12388 611908 | Navionalizationof SSP
P R - : L lnctalial:onol‘eqmpmenl oornmenc-ed
el e s
1974 7513700 301753 1433583 -§ . Trial operation commenced
CA9rs T 667 TTa29AssT 798183 | Completion of warianty eperation
1976 1N 71,502 [ —
1977 - 88 s 49093 0 200868} o . o —

119



‘The construclion of SSP's special steel plant coincided with this periOd'of incessant
labour strife. A follow-up of thé number of employees at SSP during the stage of the plant’s
construction shows that whereas there were only 88 employees at time of nationalization of the
plant in January, 1972, the number expanded to 713 in 1973, and in thé final sfage of plant
consteuction in 1974, the number had swolfen to 1,191, Dug to the Government’s instructions,
SSP was not able e dispose of those constsuction workers upon tesmination of construction, but
was obliged 10 retain them even though many of them were nol needed for the opesation of the.
plant. ’

Although:at the stage of trial eperation of the plani, SSP tried to decrease the
number of workers ¢employed for construction work and newly hi;‘e_plant _opgraliép workers, bul
this could not be done. In 1975, the number further increased to 1,465, which SSP mafnag;ed to
reduce to 1,119, .

This number is far larges than that required for the full opeiation of the plant. Since
these workeis have 1o be kept on the payroll even though the plant was in operation at the rale
of 20 - 25% of its full capacity. The labor problem was one of the major factors aggravating
SSP’s mapagement.

1.7  Management Analysis
sSSP managérhent:condiﬁon was analyzed on the basis of lht;- foil(')wing- l-};ougllig: --
1.7.1 Foundation of Analysis
1) The balance shéel_réc‘éi\'éd from SSP was réarranged in the general form.

2) The SSP's balance sheel lists such costs a3 the éxpenses for training in Japan, cosis
for piani start-up and 'expén'm for frial production, under the heading of intangible
assets, but in otder o clarily the actusl amount of profits and losses, the balance
sheet was rearranged by listing lrainhg expentes under intangible assets, and sfart-up
and ftrial production expenses under the profit and toss statement in lher’l__'erm
concernéd under review. l o -

3)  While conlingent Habitities and committrnents should b¢ included in ﬁx;ec_l liabilities
for analysis, these items were eliminated from the analysis since the $5Ps balasice
sheel simply handles these items in its marginal notes.
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4)  With the unit of Rs.1,000 the amount of money was figured out and Rs.500 and
over were rounded al Rs.1,000 but neglected for the less.

5) Although a_nalysis:6f|':>:roiﬁtab'iﬁt'y, safely, activity and manufacturing cost of - _
product is normally performed in management analysis, profitability analysis was
eliminafed as marginal profits have not been pained sinée commencement of the
plant operation.

172 How the Balance Sheet should be

The method to represent the balance sheet differs widely depending on the
counlry’s economic struclure, commercial laws, taxation Taws; kind of business and scale of
enterprise. '

In general, if the éapital is comparatively small and procurement of plant equipment
can not be furnished, and in addition, if funds afe financed by financial organizations thiough
long- term loans ot corporate bonds as equipment funds, the following represenlahon of the
balance <heet will be preferable. : : ‘

* Debit Side . AT C;édit S'id_e;

{ Current Assels ) > - (Current Liabilities )
v _ A
(Fixed Assels) < | (Fixed Liabilities )

Long Tesrm (‘apital

{ Capital )
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1.72.3 Financial Statéments and Indicators

SPP’s financial statements and indicators are as follows:

Table i-lO
Table 1-11
Table 1-12
Table 1-13
Table §-14

Table 1-15

Table 1-16

Table I-17

Fig. 1-}

1975-1979
1975-1979

1975-1919

- 1975-1979

1975-1978

1975-1978

Statement of Assels .o;f Balance She-e;.t o

Statement of éapital and Liabilities 0!‘ B;ala.n-a‘:. Shect
Balance Sheet (Referrtl(; Fig.. ‘l-‘lr)

Finandelxl. lﬁd'ieators

Analysis of Cost of Goods Sold

‘Analysis of Total Cost

Companson of S5P Batance Sheet
with Those of Other Countrics

Results of Analysis by Wall's Single Indicator Méthod

Profit and Loss (1977/78}
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Table 1:10. Balanice Sheet, Statement of Assels:

Unit: Rs.1,000

 Herh 75 76 97 78 79
Curtent Assets 145885 | 164,078 . | 165,503 | 141300 | 22018
. ‘ o 123) | (1134 969y (836)
Cash and Bank Balance 1,398 .| 12519 . 13231 14396 | |, 1,695
Tl S 6955) | (68 | 102938) (121.2)
Credit Sales Account 281 | 143 | 4203 3,229 6,989
L S w3y | sy | L9y (2451.2)
Goods 4523 | 14917 13399 13325 |
o ] 69 (296.2) (2946)
Materials 90451 :?7,56911 74,641 62, 167 81,087
a0 UL @ sy | s | Gy
Goods a-Transit 8642 | 14864 15,049 11,828
' R (1)) (174.1) (1369)
Stocks 37002 :39,652 , 38,586 33550 1 29216
o o (107.1) (1642) {90.6) (739)
Advances, ele. 3568 | 3238 6388 1642, | 303
e 0 sem (179) (46.2) " (84.9)
Long Term Déposits - 910 920 . 921 e | 9
: “(i01) (101.2) (101.2) | (101.2)
Claim Receivable 2t | 2601 | san 3169 | 3ah
: ‘ (953) (117.6) Q159) (1359)
Fixed Asset 353318 353,368 320286 | 338010 305,567
P - {100) (505) (95.3) (8649)
lmA@"&fé Assets a5 | 2sm’ | 2533 2533 2533
Deferied Charges . sl s 5 s s
Pmﬁ!&l.ossﬁccounl Cd A oG o A o
(Adverse Balance) | - .:99 067 o388tz | 2221549 | 8395588
Loss for this Financial Period API06T A59 45 Am 37 | 4174039 | 8145282
S - (205.3) (456.7) (598.8) (501.3)
' Total 534940 | 612917 | 714007 | ssii00 | 9s0sss
e _ o (114.6) (133.5) (1648) (185.2)
Carring Over of Dépieciation * a4 281 34300 | 70249

Remarks: 1) Asof 30 June of é2ch year, '
2) Figiresin{ ) lep:es-enl values obtamed with 1975 figurés &U31100.
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Table 1-14. Balance Sheet, Capifal and Liabilities

Uni: _RE.I,OOO _

ltem *75 76 17 8 e
Cusrent fiabilities 183,125 | 200,060 | 249689 | 288317 | 3dsdos
| (11238) (1359) (156.8) (1924)
_Credit Peovisions 2nd Accrued s1874 | 43206 79,651 76405 " | - 92,120
Expenses ' - (852) (153.6) @41 | (116)
BakLoans,ete. . | m3des | 149356 | 158203 | 198637 | 83619
' o -‘ (1139) (120.5) (1513) (1932)
Customers Advances Coses | 13398 | nsim 13214 | 2665
' ey | ey | @260 | (13103)
Long Term Loonand Deffered | 308654 | 363,87 | amzso | ssoa2 | “so4io
Lisbility | ‘ 13| (366) a4y | 192
Deventures o 31210 1 36617 | s6617 56617 | s6617
(15222) (1522) (152.2) (152.2)
Long Term Loan 1 2epm | dsoass | oso00s | 430426 | 46704
' (i14) (125.6) (174.9) (190}
Provision for Gratuity . 969 | 1,138 - 3orr | 3685 - aass
- (179.4) (3103) (3803) (452 5)
Deferred Custom Duly ' 7590 7590 7,590 7590 | 1590
Other Lisbility . 16794 | 16794 16,193 16195 | 16794
" Consortium Loan R “ 28110 35610 41,820
Capital ' - o
Share Capital N 42570 | - 42510 42,570 42,57(")__ 42510
Total 39949 | 612917 | ma007 | ssri00 | soosss
o 146y | (1335) @648) | (832)"
Liabilities other thin above _ ) RS
Contingent Lisbility | o | ws2ér | maes | oag |
Commitmenl ; 266 __ 515,8?0 1286 C 206
Peading Lawuils - L - S - 2500
Against the Company _ C i e .
Total _ 230 | 3a37 18350 | 22002

Remark:  Asof 30 June of each year.
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Table 1:12. Statement of Profit and Loss

Unit: Rs.1,000

- Htem *75 *76 77 78 19
Tumover 10,466 19,195 24884 31,180 28,296
Cost of Goods Sold 14,18 12335 93,215 92,445 23,621
Gross Peofit 3652 -6,540 -68,351 60,665 -55,325
Genesal and Administeation Expense 523 1270 1,598 1,390 } .

o _ 1,805
Selling and Distribulion Expense 25 364 642 469 R
Opsrating Profit 4,199 474 | 70591 62524 | 51030
Othét Income - 17 29 118 3140
Financial Expenses : 2Mp6s | s1ea8 | 62475 111,623 92,393
Net Profit foc the year 29067 | -soaas | -1m231 | cira0m9 | 145383

Remark: & Denotes hs!mg of trial manufacture losses as intangible asets in Batance Sheet,
‘Fig. 1-L. Profil and Loss (1977/78)
/CIC.
. Ti;rﬁow_r; : .
Variable Cost Fixed Cost -
) . CostofGoodsSold -~ Ir o loterest
==“:='=J==\_== — g
100 150 200

Unit: Rs. miltion
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Table 1-13. Financial Indicators

lem 75 76 u7) 13 19 |Reference
uquidiiy %) 94 793 66.3 490 s | S’
Quick Ratio (%) 09 61 70 6.1 25 | S100°
Retio of Fixed Liability to Net Worth 831 831 752 194 ng | <100
® - SR EE
Ratio of Fixéd Assé(s to Long Tesmi 1615 8138 69.5 574 | 483 <100
Capital (%)

Liability Ratio (%) s7 |z s Laen |oas | <o
Tutnover Ratio of Total Capital 002 0.02 004 0.04 003 | >
{times) ; :
Tumoves Ratio of Owned Capital 025 023 059F 075 067 | >5
{times) : : ' ”
Tumnovei Ratio of Inventory Assels 007 0.07 0.07 0.24 025 | >20
(times)
Turnover Ratio of Raw Materials (limeﬁ 0.12 0I3 0.33 - 046 >0
Turnover Ratio of Fixed Asseis (times) oe3 003 007 0.10 009 | >6
Turnover-Cost of Goods Sold (%) 135 164 375 321 | ¥6 <80
Turnover-Payment Enterest (%) 238 478 250 st | 3 <3
Tumover-Labor Cost (29) 323 | 13 236 | s84 <2

Remark:  Tusnover ratios are calculatéd 6n the basic of the mesn vatoes oblained it the beginning and end’
© of terms. The Mgures shown in the Referencée cofumn are the vatuzt senving as the basis for manage-

ment analysis.
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Table 1-14. Analysis of Cost of Goods Sold

Unit: Rs.1,000

ftem . .25 : % 17 ‘18
6peﬁ1ngs{ock | o | 15329 90,451'? 772.560° ' 74,647
Raw Sla;eiiéts S en 15329 | “seanz: 63,909 62,369
_'Re[um;:‘blé Schap i - o R :-‘-.4,‘279 i 13651 | 12218
Purchases . . | T :95,5’;43_ 1836 18,7128 4119
Tlansfened to Genﬂal Stose - g ASQ# ; 2702 | a6
ClosmgSlocl: o o - - 90,4‘517 ?7,560 | 74,641 6'2.,1'67 |
'Rawhiateruals:" o _3:6;;'15‘5. 63,909 62369 | s7001
 RetumateSeaap ¥ G2 | isest | 1221 5,166
MatedalsConsomed ~—~© | 20425 | ragae | 20937 | 16932
Manufacturing Expense | * 6358 | 1988 | 0065 | 128
Total xl'anéraciuﬁngcégu o] uram | a2 | ooig,e | saaso |
- Wot kamcessOpenmg[mentmy ) _  ‘ T 8,64! 14364 15,04'?_
“'ork-m&’rmm{?lo;mg ln\venlory | 8sw _1;,364? 15,049 11,828
(‘oslof(}oodsblanufactured B | 18641 27129 aimz | o3
' Fim:hedGoodsOpenwglmenlory T s | wasr § aaase
Fuﬂshedcoodsmmglmmory 4;52'3- .14,11-'1"% 13399 .| 13315
Cost of Goods Sold f ) _%l;s,u‘s} sl 93 92,443
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Table i-15. Analysis'of Total Cost

Unil: Rs.1,000

Hem ’.;.“n__ 76 17 78 Total
Raw Malerials Consumad 20425 14,124 | 20937 16932 | 72418
Work-in-Process 513,164 | 416617 | -3333 -3,295. 425,153
Balance 7261 § 3493 2 270 | 20227 | 47265
Costof Go;ads Manufactured 6,858 195828 76,96'5 ?Z;ZIS 169,869
Vasiable Cost 3459 6,833 19346 | 17827 47,16’5' | .
Fixed Cost 3399 12,955 si619 | 54391 | 122404
General and Selling Expenses sas| 13| 2200 | 1359 | eam |
Variabte Cost 1 46 217 25 -289
Fixed Cosl s47 ) 1588 | 2023 | 183 | sgn
Total Cost 14667 | 18990 | 95475 | ouzas| 2346 | 100
Variable Cost l_o;'iza 4,3'3:.57 41833 | '33?0?'9; 95019 s
Fixed Cos! 3})46 14;$i3; 53,642 5'6,2?2:5:. |_2§{2}$ 575 lolo
Major ltem in Fixed Expenses
abor Cost “33s0 | 137 | 1saie | asss7| sased TR
Depseciation Cost 264 117 | 33919 35,#49 %'0,249” 547

A comparison of SSP’s balance sheet with those of leading industrialized counfries
is given in Table 1-16 for reference. :
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Table 1-16. Comparison befween SSP's Batance Sheet and Those of Other Countries

Batance Sheefs of be_'ading Corporations (All Industries)

of Principal Industriatized Countries (Fiscal 1974)

- Japan {104 Corporalions)

<9
i %
H Current Current account asséls ‘I‘
71 aseets (36%) | Cuscent Babitities (50F) | »
’ (59%) Liabilitzes '
! (19%) 1
To!a(l 355'“; Stock assels, ete. (23%) T(ol_al capital
100% 160%)
\ - Fixed liabilities, elc. '
H _ (29%) H
\ Fixed assels (41%) H
Y Capital 21%) ;
\
West Germany (27 Corporations)
J h
1
7 Current account assels N \
: Q_JIIIER‘ (27%) Current Eabilities (33%) |l
! :‘;“;;’) Lisbilities !
Total ascets Stock assets, ete. 31%) | (72%) Total éapital
(100%) Fixed tiabilities, etc. | (100%)
H 35%) I
1 _ : i
\ Fixed assets (42%) !
\ Capital (28%) b,'
A

France {10 Compérations)

h
_; . N ‘\
H ﬁg&m Curceat 2ccount assels, Current lizbilities (34%) | |
e 46%) Stock assels, ete. (46%)} | 4 ; abilitics \
: (671%) , T
Total assels Fixed lishilities, étc. {Total capital
(100%) (33%) (I.OO%)
K '
H Fixed assels (54%) !
\ Capital (33%) /
) 1

U.S.A. (187 Corporations)

[ h
' _ 3
" Cureent Cuuenl(za g;))unt assels Lisbilities Current Liabilities (29?2) \‘
? "‘:‘%‘é‘) % | . 1
o H Stock assets, elc. {24%) Fixed l(i;giﬁiéi;ies,e(c. Il
Total assels : Total capital
{100%) (100%)
[ ]
1| '
1 Fixed assels (50%) Capital (51%) '
F
\ /
i F
L 4
United Kingdom (33 Corporations)
J il h
4 ' ' \
Currént acéounl assels ; of Siahilith
o 032) Lisbilitics Current Habilities (33%) 1
R Qi _ (55%) . \
I (58%) L Fixed liabilities, elc. v
Total assels Stock assels, efe. {25%) (22%) 7 T;J!;l capital
(100%) ( ?0%)
H '
‘ S _ 1
‘t‘ Fixed asseis (42%) Capital (45%) !
5 /
\
Italy (5 Corporation)
) . '\
Cusrent’ | Current acdount assel
Haes | Tam Curceat tabilities (38%) 1 1
i | %) Y !
. r Stock assels, ete. (162} | giabilities 1
Total assels (4% Tolal capital
(1002)] Fixed fisbifities, etc. | (100%)
! . S (46%) i
\ Fixed assets (375%) '
' 7 :
\\ ’
’
\ Capital (16%) g
Balance Sheel of SSP (1978)
J Cunent | Currént account assets : \
.| assets - (33%) Cureent Habilities '
1| 07%) Stock aseets (13.7%) (32.7%) !
: _ \
T I red e ' Liabititics d
rou:lﬁ_;; Losses | Defesied tosses (25.1%) (; samy | Total capital
i (#447) Loss for this financial Fixed Liabilities, ete. ( ! )
“ period (19.7%) (62.5%) I
) [}
\ . i
'\ Fixed sssels (38.6%) 7 !
Y Capital (3.2%) q
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" “The results of analysis 6f SSP’s management condition by Alexander Wall's single
indicator method is shown in the able below: :

Table 1-17. Results 6f Analysis by Wall’s Single Indicator Method

) “ral b e -d - €
Ratio Deseription of ratio Weight | Standard ratio § Aclualzatio § ¢fb | Indicator
' dxa
Liquidity ﬂurd Current assels + Cument 25 200% 49 0% 5% 615
ratio © ¢ Tz T Tabilities R T : '
Ratioof fixed | Owned capital + Fixed capital} 15 250 126 5 075
assets . B '
Lisbilily eatio | Owned capital *+ Nonowned |. 25 150 5. 34 035
capital '
N - . - . » :— I N
Receivable credits | ‘Annualfurn-” % Receiveble -§ 10 - 600 855 143 ¢ 143
turnover ower - cradils
Invenlory assels Ar.nuallum-r 7 Stockasels | {0 " 800 242 3 03
turnoyer lever o i
Fixed assets Annualtumn- = Fixedcapitall 10 400 96 2 12
turnover over N ‘
Owncd tapllal Annvaltusm- 3 Owned 5 300 742 25 125
turndver crer capital . .
‘Tolal indicators” - - 160 - 238
Indicator excess or deficiency a763
Remark: 1. The fixed ratio and liability ratio are divided inversely and matched to the Bquidity.

Turnoves ratios are indicated in %, with 1 turnoved = 100, 4nd 3 lumovers = 300°%.

2 The' condition of S$P's busiriess management is analyzed by using the various fables
descnbed above. However, since SSP had a short history and had not mastered the fechnique of
pe_rl‘onnmg various Kkinds of necessary systematic controls 2§ a special steel manufaciurer, and
since the {pecial stéel plant wa¥ closéd before plant opération skills had been amply acquired,
the various kinds of data oblained from SSP are in adequate and unrehiable.
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- Analysis of business management is performed by using the ﬁnanciél indicators
shown in Table 1-13. The definitions of the various iléms contained in the table are as follows:

Liquidity = Custent ass2is f_Currefitliabi.lities x- 100

Quicﬁ ratio = Liquid asséts / Current liabitities x 100

Ralio of fixed assets = Fixed assels f Owné-d capitat x 100

Ratio of fixed assels 1o long term capital = Fixed as;s:elsl Long- mm capital x 100
Liabilily ratio = Total liabilities / Owried capifal x 100

Long-ferm capital = Owned capital + Fixed liabilities + Special reserves

Total liabilities = Current liabilities + Fixed laibilities + S'pec-ia! feseives

Turnover raho of total capital (Timesfyear) .
= Turnover / Tolal eapllal {Averapge al beg,mnmg and closmg of t-erm)

Tumover ratio of owned capital (Timesfyear)
= Sales revenues f Owned capital (Average at beginning and closing of term)

Turnover ratio of invenlory assets (Timesfyear)
= Sales revenue J Stock assels (Average at beginning and closing of tesm)

“Tumnover ratio of raw materials (Txmesh ear) )
= Tu mmerl Siock of raw materials (Average at begmmng and closmg of térm)

Turnover ratio of fixed assets . -
= Tumover [ Fixed assets (Average al b-egmnmg and closing of term)

Ratio of turnover [o cost of goods sold = Cost of goods sold / Tumover x: 100
Raho of paymeal interests turnoves .

Paymenlmteresl + Paymenld:sv:ounl ratio ~ Reoen'a'ble mlemt I '{‘umoxer ,

1.32



Ratio ol‘ labour cost to lumose: Tola! iabour costl Tumover X 100

1.74 Safely Analysis =

The curtent asset is requmad to have an ample allowancé for takmg account of all
current liabilities and, in addition, to covér working cap;lals and worthless assel§’ Accordmgiy,

it will be desirable for the liguidity 10 exceed at least 100%. However, with SSP, the liquidity
fell'steadily from 79.4%in 197510 34.5%i0' 1979, SR

"SSP’ extrene lack ‘'of fuiids can bé Xnown even from the poor current-account ratie.

- The ratio of fixed assets, which indicates the extent by which fixed assets are cover-
ed by owned capilal, was 12 - 14%, wilh théremainder almost entirely. met by corporate bonds
and long-term loans. Meanwhile, the liability increased rapidly from 1,159% in 1975 to 2,228%
in 1979, indicating how large the tofal amount of liabilities was, and how rapidly it wasincreasing.

- As pomted out even hy SSP lt is mtemailonal common s2nse to es!abh«h a com-
pany vmh owned cap:tal whlch is at ieast 30” of the total amount of ;meslment but SSP slar(ed

out mlh only 8“' 0!‘ owned capltal and by the end of June, 19'19 its oxmed{apltal ratio had
dmndied to 4%

1.7.5 Aclivity Analysis

Acimly analytls is perfonned to inv eshgate lhc condltmn of uhhzalson ol‘ assels
and the condmon of increase of sales revenues and pmﬁts a5 a feéans 16 sound ouf the’ aclmty
of the corporation as well as its future growth pofential.

 In this analysis, the annual TUm6véF Fatiés of the éompany’s vasious kinds of assets
are studled on the basis of the tamov ef, but since SSP turndver was extrémely small, all 6f these
tumover ratios were v ery poor.” : . g

SSP‘s mmed ca'pfta‘i was constant from the time of commencement of pant opera-
tion, while its turnovéss increased graduatly, 50 its owned-capital turnover ratio increased steadily
from year 10 year, although al a low level, from 0.25 timesfyr. to 0.75 times/yr.

: The Iola’l ¢ap1tal tumm‘er taho was e\en poorer lhan lhe o“md cap;lal turnover
:atlo Tlus was because the amount of loans mﬁated :apxdly cOmpared \mh the mctease in tum-

owr: lher-eby mcreasmg the \olume ol‘ lolal and resulhng in an a,ggre\ahon ol‘ the tolal mplla!
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tusnover ratio. This sifuation corroborates SSPY% incapability of adopting effective nieasures for
improving its financial siluation ever since it started operating the plant.

_ The Aarget items of study w;lh respect to inventory assets are the stock of raw
matenals products and g-:)ods m-lransnt at thc end of cach term

Re—gérding raw .ma!e_rials, the slock at The e‘ﬁd_ of the I975 I.eimlkwa'slalgct lhal‘;l _thét
consumable over a four-year period up til) 1978, [n addition, the stock was imbalanced. For
example, hot tep bricks necessary for daily. production were ins'uf.fic,ienh_ Procuring in large
volumes has the advantage of decreasing procurement expenses and enabling purchasing at lower
prices, but holding an excessively laige stock incicases the interest, mainténance cosfs such as
control expenses, aggravales the turnover ratio, ties up warking capitals and impairs busmess
efficiency. In éase of SSP; holding 2n excessive stock led lo serious repetcu&ssons '

Regarding products and goods-in-transil, the stock was excessive for both ihese
producls in companson with turno'-en This v..ss basncally duc toa large cary over of inventory
of SSP in thé form of ingots, biftels ard bars produced dunng the tést and trial fun penods
Moreover, the excessive valué of reluin scrap was generated Accordmg!y, while suffermg fmm

insulficiency of funds, a farge postion of corporate funds was 1dlmg in the form of ¢ excessive
stocks of raw malerials, products, and goods-in-transit.

P

Due to Ihe situations descnbed abow lhe mw,ntory assels tummer raho Was aggra-
vated exlremely toas low a5 0.07 - 0.25.

The stagnation of the anticipated héaw industrial complex construction projects
~ under Pakistan’s industsiatization piogram had stifled the emergence of indusirics using special
steels, “‘il}l the result that the demand for special steels remained stagnant. ‘As a_consequence,
the operation rale of the special sfeel plant constructed with an enormous investment of
Rs.532.5 million was undoubtedly aggravated, making the fixed assels furnover ratio very podr.

1.7.6 Analysis of Gross .\Ianufdchiring Cost -

The cost of good sold has chronically exceeded lumovers ever sincg the plant was
put in operallon resullmg in !arge def‘ﬂts. Acq:ordmg Io the busnesé perfdtmance for the four
fiscal yean from l97$ lo 1978 lhe ritos ol‘ ﬁxed costs and vanable cos(s m !he cosl ol‘ goods
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sold were 57.5% and.42.5%, respeclively, indicating a very high fatio of fixed costs, which
primarity tonsisled of labor costs and depreciation costs,

F\en with a fow plant operallon rate of 20%, the labour forcc far exceeded the
number of employees ‘Rormally necessary for full plant operation, makmg the turnover labour
cost ratio as poor as 32 = 123%. There wei¢ many years in which the Jabor cost exceeded tum-

overs. Accordmg to da!a available for the four ﬁscal years frosn 1975 to 1978, tabour costs
accounted for roughly 42% of fixed ¢osts.

+ The depreciation rate is 5% - for plant-ﬁui!dings and 107% for principal equipment
by the fixed raté meihod Up to lhe time of survey, the depreciation ¢ost for each year surpassed
tumoveéss, - P - s : :

It is generally accepted thal a company's financial sitvalion is precarious if the
turnover interest ratio exceeds 3%. With SSP, the ratio exceeded 300%.

~The plinéipal causes for selling below the cost are conceived 1o be the following:
1) ~ Poor plant operation rate.

t 0 2): Poor performance in production yield, high unit consumpfion of raw materials,
tow production elficieacy and interim product quality owing to insufficient acquisi-
tion of plant opesation techniques.

_ 3) Failure to grasp actual manufacluring costs and lack of efforts to reduce costs.

1.7.7 On Sales Price

The markel price of special steel in Pakistan \\1!] be determined by the price of the
nmpoﬂed spet!al steel, on which 70% import duly is being imposed, and hy the price of SSP’s

product. Needless to say, the markel price is also influenced by the level of quality of the
product.

SSP adopled the method of preparing budgetary manufacluring costs which corees-
ponded with plant operation rates of 75% and $07%. Tablz 1-18 offers a comparison between
total cost and sales price when.ﬂie plant was operated al a rale of SO%, for the period from
July to December, 1979. :
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Table 1-18. Comparison between Tofal Cost and Sales Price

P

Producis of SSP Tolal Cost (A) Sales Piice (B) (B)f tA)

Cold Rolled Staintess Steel Sheet  Re.dr984 | Re21399 | sm%
: Hot Rolled StaintessSteclBar . - | - 25525 22,500 88.1%
1168 Rolled Alloy Steel Bar (EN351) 14762 - 9033 ' 61 2%

- Since SSP's mean plant operation fate was about 20%, the total manufacturing costs

wefe aclually higher than theose shown in fhe fable, so perhaps SSP products undoubtedly would
have been unable to compele with imported producls evén al sales prices which were less than
one-half the fofal costs.

1.78 Summary of Business Managciment Analysis -

" $SP's business management was analyzed in the manner described above by using

various kinds of data. - In addition, since the added value was negative at SSP, the added value
labour productivity was also negative, resulting in mandge'ment failure.

follows:

)

2}

3

4)

5)

1)

The principal factors causing this unforfunate sifuation may be summarized as

Small scale of the domestic markel for special sleels, castmg and forgmgs, insuf- -

- ficienl SSP efforts in marketing and lack of ordess. -

Inadequate manufacturing skiils and lack of efforis for cost reduction.

" Lack of capilal,

Excessive stock and imbalance of invenlofy assets.
Excessive fixed assets.
Excessive increéase of 10ans

Excessive increase of total capital.
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8) Excessive number of employees, indigent measuses to cope with labor unions, etc.

1.8 Aid by Government or Upper Organizations

Regarding financial aids to SSP by the govemment or upper oiganizatiOns, there had
been none worthy of special menlion other than the intérést-free loan of Rs.35.1 miillion by the
Ministry of Financé in December, 1978, for use as opetating funds. Incidentally, a sum of Rs.20
mﬂhon was disbussed by the government for use as employees® severance pay fund at time of
p!ant shuf down in December, 1979,

s SSP' submitted several a'ppli_cé!iéns requesting convession of 1oans into capital to
governménl duthorities thiough the niedium of goveinmental organizations since its eommence-
- ment of ¢ommercial plant operation in August, l975, bul withoul avail.

" In August, 1979, an appeal requesting the following dispositions was placed with the
government by coordinafing the contents of appeals submitted hitherto:

1) Impiovement of capilal ratio.
2)- Loan of Rs.60 million for use as working capitals.

3) Exemption of impésition of duties on impésted raw materials, and levying of
profective duties on cc')mpetilive impOrted p’r‘oducts.

4) Disbursenient of an additional Rs. 90 m:lﬁon for expandmg the range of products
manufacfured. S '

.However, the p]ant Iteaded the path lo shul down without th;s ﬁna! appeal provid-
ing any favourable sesult, : :

TR  The ssp management had beén fully conscious of the difficulty of procuring neces-
sary. raw matena]s, slagnanc’y of prdc!uchon owing lo insuflicient \sorkmg capital, as well as
the inadeQUaie technicat know-how, but had been unable to adopt proper measures fof coping
with thése’ s:tuat:ox\s muﬁg to thé decisive sho:tage of l‘unds

e £
HERE T
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1.9  Faclors Causirig Shutdown of Plant Operation

The Economic Council of Cabinet arrived at the conclusion to order plant shul-

down in December, 1979, on the grounds that there was no tangible outlook for sétiling SSP’s
enormous deficils.

The faciors causing SSP s deficifs have aiready béen pomted out in thns chapter but
here these factors are grasped systemalically in order to ctanfy underlying problems.

The profits or losses of a company are essentially determined by the relationship
between {urnover and c¢osls. Since costs can be divided inlo vardable costs and fixed ¢osls, it
will be possible to clarify a corporation’s profit or loss situation bf clarifying thé relationship
existing among fusnover, variable costs and fixed costs, and the specific elements closely re!aléd
to these respeciive ileimns. .

‘Therefore, in order o elucidate the factors which have been responsible for $SP’s
deficits systematically, a description is given hereunder of the relationships exisling among
tusnover, variable costs and fixed costs, and the background elements closely related to these
thice items.

1.9.F Tumover
The turnover is defined by the following relationship: -

Tumover = Unit sales price x Sales volume
SSP’s turnovers have been exceedingly small sinée the time of commencement of -
plant operation, comprising a major factor for ifs deficit opeation.

(1) Sales prices were low

In Pakistan, over 90% of the consumption of special sfeels and stainless steels is
met by importls, so the domeslié. prices of special sleels and Stainiess sleels are 'dete'ﬁniﬁéd
primarily by import prices. Accondingly, in ordér to receive ofders, SSP had no alternative but |
to compele with impoited products by selling at prices which were lower than vana'ble costs.
In addition, since ifs products were inferior in quality compared \_-n_lh imported produéts, it had
to discount its prices fo below those of imported products as requested by users.
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ot ... Billets compirised 92% jcf SSP’s total sales volume. ‘Since the import duly for billets
was 60%, compared with that of 70% for other kinds of producls, the market price of biflets
was low, making the product disadvantageous for making profits. '

(2) Sales volume was not enough

© ... :. The demand for special steels and stainless steels being about 40,000 tfy in Pakistan,
the absolute volume can not be regarded as being so large. According o SSP’s sales performance,
it annual sales volume, excluding consignment rolling, remained at about 4,000 tfy.

The following reasons are conceivable for SSP’s small sales volume:
- 1) . With SSP_equipment, there is a limil.to the sizes of products manufactured, as
' shown in Tabl -1, making it impossible to produce much of the products demanded
by the domestic market. Namely, regarding product sizes, a gap existed belween

plant preduction capacity_and' product demand.

i+ 2) .. Regarding caslings and forgings, principal usess possessed their oewn production
- facilities Or procufed their necessary. castings and forgings from affifiated manu-
- - facturers, making it difficult for SSP to receive ordess for these products.

1.9.2 Vagiable Costs
' “The variable cost is defined by the following formuta:

Variable cost T -
= Unit price of raw material, utilities etc. to be puschased
x Unit Cons’umpliéh of raw matenial, utilities, ete.
x Production volume

TR Ac_c_i_')r:ding,!y', in order to grasp, the actual conditions surrounding vanable costs, it
will be nece&:sary to elucidate two béckglound elements — unil ¢onsumplion and the purchasing
price of raw materials and utilities.

e, In order {0 acquire technical skilfs necessary for the manufacture of special steels,
12 engincers teceived léchnical training telaling to their respective ficlds of operalion at Japaness
plants. However, operational guidance at the SSP plant was not implemented owing to Tack of

funds, and it is doublful whether education and training were extended sufficiently to field

139



viorkers. | Namely, it can be said that the techhical level 'of SSP as a whole had not attained to
the standard necessary for producing special steel products. As a result, propes process ¢ontrol
and quality contiol were not carmried oul, defective produc"té were created, pioduction yield was
very poor and the unit consumption at SSP was very hlgh compated wnth those of advanned
counirics. SR i

Owing 10 small production volume and deficiency of Tuids, raw foalerials and
utilities weie nol procured in large quantities at one time, making the putchasing pricés higher
than those of advanced counfries. Some items including imporl daties were {wo {0 thice limes

higher.

A study of actual conditions al SSP showed that the follf')wir;g ¢ondition existed
with respecl to th¢ relalionship betwéen iummer and vanable costs omng {0 the high unit
consumpt;on and high purchasing prices: ' o

Turnover - Variable costs = Marginal profits < 0.

© Namely, the vasiable costs such as raw materials, auxiliasy matesials and other items
were being expended in excess of the pro¢eeds from produdcts sold, with the i'eétjlflhat SSP was
continuing deficit 0peration by which the mofe it produced and s91d, the more dificit was made
under a inconceivable condition for a corporation.

Regarding the factors of SSP’s deficit operation, mention may be made hete that,
although SSP was not performing the actual cost caldulations up 16 the standard of industrialized
countries, they had an overall idea of the cost at which its producls were being manufaclused,
and that they were conscious of the fact that the vasiable costs exceeded the turnover, bul they
could not help it because the plant had to be operated. . - T

1.9.3 Fixed Cosls

The three major elements compOSmg fixed costs are labour cost, depreaahon cosl
and interest. ' ’ ’

Despite SSP’s low planl operation ratié of about 20% it képl on its payroll 2 very
targe labous foree OF 1,100 - 1,460 émployees which exéeédéd the number of employees neces-

sary for full plant operation.” As’a result, the fatio of labour ¢ost fo tumdver was \exy hsg.h, or -
from 32 fo 123% K R :
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One of the miafoi factors forcing SSP to mkiintain such a superfluous number of
employces was the existence of a powesful labour union. However, granting that the fabour
union was $6 powerful, the lack of resourcefulness 6f management in aspects of labour contozol

must be pointed out, of not having adopied proper measures as by negotiating with the labour
union on lhe p:oblem of reduction of employeées.

The depreﬂauon cost was calculated by the fixed rate melhod Durmg 19771918,
it san up to roughly Rs. 36 mlihon which exceeded the amount af cost of goad sold of Rs.31.8
million fof the same penod lhereby mcreasmg the manufactunng coil substantially. Heie, too,
the 16w pianl operahon ratio made the deprecnahon cost a héavy burden.

SSP had procured the greafer portlon of both eqmpment and “o:kmg capital
_ lhrough toans, with the fésult lhat about 96% of its fotal capatal employed -:ons:sled of taibilities

al the ead of 1978 !erm As a consequencc m the 19?71 1978 period, SSP had to pay roughly
Rs.11% mlilion of interest which ran uptol.s times its tumoser

) SSP had no resources for making such large payments of mteres! 50 outslandmg
mterests were mel thtough new loans, gradually i increasing the lotal amount of IOans

Add:t:dmal loans fed to 2 uc;ous cycie of heavier mtere:.t burdens s!eaddy under-
mining SSP S ﬁnanaal situation.

194" ‘biagr}m f‘df_l)eﬁcit Balance Factors
- F:g. l-2 shows a d!ag;ram in “hn:h lhe deﬁcst balance faclors e\entually causing
shuldosfn of Opelahons of the SSP p]ant a:e mdlcated syslemal;ca]ty The ﬁguras indicated in

the dnagram were deduced rmm the various ﬁnanc:al sla!ements avaifable’ l‘or the §1977/1978
period. -
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INDUSTRY OF PAKISTAN

2.1 Economy of Pakistan
21.1  Backgiound of Pakistan’s Econoniy

Pak;slan has !radmonally been an ag,ncultural country where wheat, rice, collon
and sugar cane are culmated "The Iext:le mdu:.try usmg faw collon produced dorﬁesllcally fras
ﬂounshed for ages, and is Pakistan's !eadmg mdusfry in lhe see(or of mdus[nal manufacturmg

When Pakisian segxegaled and gamed independence from india in l947 its lessitory
was teparated by lndla “he:e there wére entnrely dlﬂexen( weather and nalural featum, in

addmon in iho-se dayc a éhehnct econom;c dll’fetentoal emsted bel’meen Bast’ Pak:stan and
West Pakisfan. * ’ ' ' '

Comechng lh;s economic dnﬁ‘erenhal had thén been one Of the 1mpo:!anl econoniic
pohues ad()pled by ‘the Gmemménl of Pakns[an and to reahzc “this” policy the gmemmenl
constructed heavy and chemical induskrial plants in Fasl Pakistan. There were \ery few farge-
scafe heavy and qhemlcal mdusln_a! plantsin Pak:slan before l970.

The Bhulto regnme that aﬂamed pom:t in 1971 proc!almed an Eéonbmlc Reforms
Order under the sfogan of “fait dlslnbuhon of “eailh‘ and placed straleg;c mduslnes undes
lhe slale conlrol Furthermore these mduslnea where placed undet the junsdlchon of the

respectne natlonal corporatnons es!abhs‘hed fm the heaw machmery, chemlcal oeranuc cemenl 5
electtic p power, l‘emhzer and othér industries. -

These ecouomnc polmes of lhe Bhul(o regnme |mplanled a l‘ea: of nallonahzahon
of commemal 0perallons among lhe pmate industrial enttepreneurs shﬂmg thenr desere l‘or
m\esimenls and resulhng in ageing of plant I‘ac;lmes and eqmpment

Meanwhile, the projects of heaw industries of the national corporahons began to
materialize in the 1970s, with the construction of Pakistan's tepresentative lalge scale pfants

such as. Pak:slan \{achme Tool Factory (PMTF) Hea\y Mecahnnal Complet (INC) and Heavy
Foundfy and Forge (HFF) m \‘-’esl Pahslan o



Today, Paklstan is promotmg mduslnahzahon ach\e!y by conslructmg various

kinds of industrial plants in addmon to the aforementloned p]anls in order to achieve industrial
development.

2.1.2  Recent Trends in Economic Structure

As indicated in Table 2-1, agriculture accounts for r‘ou’gbly‘ 30% éfv.Pékisléri's gxdss
national product (G.N.P.) followed by industrial manufactusing of 5% and the sector of whole-
sale and refail of 13%. |

Agnculture assurmes a large ratio of G N. P exerls far reachmg mﬂuences on :elated
sectors such as the seclors of farm produce processmg and d;slnbutlon and cons:t:lutes ihe‘
main axis (o supporl the economy of Pakisfan,

_ Régarding the 'secl()r. of iﬁdusl.t'ial mahﬁfétluie w)ﬁch assuﬁle"a”l"dughly 15% of
GNP, the light industry represen(ed by the textile mdustry is the cenler oI thls sector even
today, and the weight of heavy industries, which emerged in the 197(}5 is still \efy hght

Aco.ordmg to Table 2-1, the mean grow th rate of the sector ol‘mdustnal manufactur-

ing for the periods from 19?3II974 to I978[|979 was 3 25’% whlch is fa: lov.er than lhat ol'_
$.72% of GN.P.

The Pakislan gos‘er'nr'n.én( éﬂ(’)ﬂed gm"e.mm;énlal investment funds équfﬁléﬁf to

25.6% and 24. 3% l’&spf(.‘ll\’ﬂy, to the seclor of mduslnal manufacture l’rom lhe. annual develop-
mend lTunds lor lhe fiscal years 19781 1979 and 19?91 1980 md;calmg a s:enous eﬂ‘orl for nah()na!:
mduslnahzahon ln particular, ihe gowmment has conlmued fo lmest a sum exceedmg Rs.3 bl.!-:
fion annually in lhe recent yeéars for the consltruction of PAS\HC s Ka:achn ln!egtated Steel M:I]

~ and an carly r:ompletmn of the steel mill and the estabhshmenl of related mduslnes are expec(ed A

In addition, plans for mcteasmg the ou(puls ol‘ don‘e:shcally manufac!ured parls
are being carried oul (or the manufaciuce of automobz]e parts by Pak;stan Automobﬂe Corpo:a-_-
tion (PACO}, and manufaclure of fann (raclor parts by Pakutan Tractor Corporatlon {PTC),—
and a part of these plans has a!ready been malerialized,

2.1 ;3 Ttéc_!e -

Pa‘k:slans pnnupa} exporl ltems and lhm rahos !o lhe total export \olume arej
colton and collon products (30%), rice (20%) and carpel (!0%), whsle pnnnpal import items
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are pelroleum and petroleum products, machinery, steel, chemical fertifizers and foodstuff.

As indicated in Table 2-2, Pakistan’s frade is characterized by a chronic state of over-

imporl.
Table 22, Imgort and Exposl
 Unit: Rs. Million
Year 1974/15 15[17 76{71 T8 78/19*
Import - | 209250 | 204653 230122 | 213147 26,1029
Expott 10,2863 | - 13,2529 11,2939 129804 11,635.8
Balance £10,638.7 492124 AILTI83 | 148343 | £14,467.1

* July 1918 — March 1979
~ The invisible trade batance also continues to register a deficit.

The deficit payment position of trade balance and invisiblé tra_de'ba!ém:e ¢an not Be
counterbalanced even by the balance of transfer accounts which are mamly the remittance ol‘
foreign exchange o home by overseas \\OIkers and the proceed§ of ¢conomnic a:d funds réceiv ed
by the Gmemment from l‘oreign counlries thiough long and short-ferm loans obtained by the
Governiment, linancial org.amzatlons and private sectors from foreign counlnes

The sntuahon of Pak;stans mtemahonal balance of payments l‘or lhe Jast l‘ne
years is shown in Table 23, ‘ '

The amount of foreign currencies $ent home by ovesseas workers has been increasing
a! a fast pace dunng the last several years, and is expected to execed $1,500 mnl];on in 1979/
1980. Hone\er the construction rush in the Middle Bast countries is ﬂpected to abate hence-
lorth omng to the :econs:derahon of various prﬁ;ects so that a further increase ‘cannot be
anl:cnpated in the amouat of foreign éurrenc:es sent horie by these orerseas “orkers

ln add:h@n lhe amounl of ofl" nal forengn bablhhes payments ﬁas also increased

after the expnanoa of the liabilities payment éxtension ag:eement conduded \mh credifor
counfries in 1978.
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Table 23, Balance of Paymént

* Unit: Million USS

Htem ' 1974§75 5§16V 16177 AN 1819+
A. Goodsand Services | A1,397.1 | A1299.6 | A1,641.6 AV, 82637 | ‘51,2683
Meschandise -~ | “ 81,1366 | 2977, 3| 41,2860 | Al4é89 | A10593
Othérs 82605 | a3223 A355.6 A357.4 A209.0
B. UmequntédTransfers 3334 472.8 139.1° 13376 1693
Private “2294 3530 | ‘$904° | 12258 s
Govermment 104.0 198 | 487" s | s
COA+B A10e3s | ss2es | a90238 a4887 | M990
D. Capital and ‘10490 - | 8355 845.5 - s12s 5522
Monetary Gold
B C+D i Al4 87 | 4570 238 | - 532
E. Errofsand 147 | T ess “s70 | A8

Omissions Net

533

“Pakistan Feonomi¢ Suivey 1978 2-79: Government of Pakistan

* July 1978 — Dec. 1978.

" Owing to thesé Situations, it fs concéived father difficult henceforth to make up for
the lrade and invisible trade def‘nts by l'oreign currencies sfnl hOme by mepseas “.orkefs or
:hrough foans l‘rom foreign’ countries. : ‘

Acmrdmgly, in Order to ensuse smooth growth of Pakistan’s economy, it is neces-
éary to xntréase thé prbduchon “of “agricullure “hlch is (he fucléus of the counuy s economy,
shmulale eéonémm actmhes by empandmg both mﬁsumptmn aﬁd e\cporls of commodities,

and :mpm\e lhe ml‘fmahonal balance of lrade s:lualnon



2.2 Pakistan's fron & Steel Industry

2.2.1  Demand and Production of Jron & Steel

~ The volume of steel production in Pakistan in recent years is 250,000 — 400,000
i/y and the volume of steel imports 400,000 — 500,000 ty, and a very wide fluctuation occurs
in these figures, depending on the year. Pakisizn exporis only a small volume of ste¢l, so the
volume of consumplion of steel is estimated at 650,000 — 900,000 t/y. (See Fable 24

The suivey mission estimated Pakistan's demand for steel on the basis of dala
obtained from the Stalistics Division, the Government of Pakistan, and lhe Unlted Natlons
stalistical data *‘Export of fron and Steel to Pakisian by Worid's 26 Principal Counlnes but a
cons:derab!e differences existed bet“ een these dala.

The yolume of pmduclton of round bars and shape siee] assumes 70 — 80% of the
total \olume of steel produced in Pakistan, while other products are pipes, wires, ifon castings,
steel castings and steel forgings. Steel plates are not being produced.

The Jarger poriion of mild stecls such as round bars and shape steed isﬁ being pro-
duced by means of electric furnaces (3 — 5t x 91 furnaces, 10 — 3151 x 19 fumaces) and
small rolling mills (290 units) localed primarily in the regions of Lahore and Karachi, bul these
facilities are outdated and inefficien!, with most of these plants handling raw matesials and
products manually.

With steel makers in Pakistan, the following poinls were observed here and there in
aspects of quality conlrol:

1)  With respeet to chemical analysis, some were analyzing the conténts of carbon and
manganese, but no analysis was being made_with respect to other gl;cme_;_\ts.

2) 'Rol'led steel products \"\-'ére being shipped oul mthoul culjli_ng oﬂ‘ the defech\e
- parts al both ends of these products.

3) A producl size and shape mﬁpectlon was not ngldly pelforrned and some rml!s
were shipping out groducts without correclmg surface scafs of defecls at bolh
eands of the products. The general siluation was. lhal the tolled pmducts were
being shipped out as long as they pessmed the shape of steel bar or shape slee_'l.
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The steel scrap used as the principal raw material for 'theielecltic furnaces of many
of these steel planis, as well as the semi-finished products (billets) used as the raw material for
the rolling mills, ar¢ mostly refied on imports. These unpor(ed steel scrap and billets are imposed
an imporl duty of 40% of their CIF prices and are imporied in small lofs, making theis prices
higher than those of the advanced countrics. In addition stable imporl of steel scrap and billets
is difficult owing (o such adverse conditions as insufficiency of foreign currency, insufficient
funds of small and medium scale plants and importation in smal tots.

The volume of supply of steel scrap in the world is expected to becomc mcreasmgly
insufficient, and in the US.A,, the leading exporter of steel scrap, thefe are rumors of enforce—
ment of export restriclions. Another reason for the world s dwindiing supply of steel scrap is the
increasing production ratio of electsic furnace steel (using steel serap as (he main raw matenal)

in principal steel producing countries the last decade, with respect the total volume of sleel
produced .

Table 25. Production Ratio of Electric Furnace Steel in thé
Prineipal Iton & Steel Production Countries

Uml %

' Japan US.A. UK. W. Germany - France ltaly
1968 | 182 128 | 160 s 10.1 37.9
15'73 179 185 199 . | 7 104 | 1 41';;&
1978 219 s | a4 | 14_.:{ Tl 150 50‘.._7

Needless to say, the price of steel scrap is largely inﬂenctd by the world’s iron and
steel market bul in view of the situations described abme, it can be said that the price of steel
scrap will general!y follow the path of steady increase. g '

As the world’s pioducl'ion of s_tee'i incréasés stéadily, munlﬁes b]esﬁed with natural
gas and other energy fesources as well as countries possessing iton ofe will fo!low the path of
tendency to increase their produchon of reducéd iron b‘y the ditect reduction process for use as
substitute raw matenal in p}ace of t!eel scrap {or electric furnaces 2nd other means of sleel
production.”
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In this respect, Pakisfan has a vast resepve of untapped, quality ifon ore in the
northern regions, and also possessés natural gas t¢serves. In the future if a reduced jron plant
“based on Lhe dirécl reduction piocess using domestic ‘or imposled jron ore is constructed, the
feduced iton produced by such plant can play an important role as the raw matesial for the many

exisling electric furnances.

Thé levels of ¢onteols enforced with respect to the storage and handling of raw
fraterials by users of steel materials in Pakistan afe véry 16w, excepl for a very fow steel plants.
For example, these matesials are trampled with the feet, 'or handled roughly and processed with-
out due caution.

222 Pakistan Steel Mills Corporation (PASMIC) - -

- Presently Gnder construction in the outskists of Karachi is Pakistan's first integrated
steel plant based on economic aid by the Soviet Union, which is designed (or producing
1,100,000 tfy of crude steel. ‘The schedule is to start the operation of No. 1 blast fumace (1,750
Hday) al the end of 1980; and to commende steel production by mesns of L, D. converters (130 €
x 2 ufils) in 1981, and sucesssive ‘opesation of continudiis casting machine for bloom and slab,
800-mi biltet mill, §,700-mm hot strip mill, cbld sifip mill, and full production &f 1,100,000 tly
of ciude stecl by meaiis of a two blast furnace systém i 1985, - - B AR

The biltet mill of this integrated steel miHl is designed to prdduceQG0,000 tfy
of billets ranging in sizes from 50 % $0 nijn € 100 ¥ 100 mm for $upplying billets to the small
rolling mills focated in various paris of the oouniry, and is.thereforé cerfain (o play a vital role
in the Supply Ssrfa{f matérials to Pakistan wsers.’ - s A

" 'In he sector bf iteel piates, hol coits having thicknesses of-1.6 10.0 M the
maximum width of 1,500 mm a%é to be ‘produced by the hol strip mill, and sheared plales from
the hot coils. These hot rolled products are to be used as raw matesials for the manufaclure and
fepair ‘of aulomébiles, ‘buses, trucks, raitway transporiation machinéry, ships and builings,
also for producing boilers, céﬁ(éiﬁet'i'és:sels, machines, stéel fueniturés, welded pipes and othed
steei products; - S s R : o '

Me_anwhil_e, the cold strip mifl is to produce sheels which are 0.3 mm thick, 700
- 1,500 i Wide aid 1= '4 Yo long 55 cold rolled coils. Théss cold rolled products are to be
uséd a5 raW matefials for the gavanized s(éel'shéet it Insatied in’thi integrated plant, while a
POrtion of these ‘cold Folled prodicts is t b2 shipped out 16 domeslic manufaclures for produe
ing automobiles, bus bodies, bickcles, stéel strtictunds, drum cans; steel fufnitures, machine paris
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and other products.

These hot and ¢old rolled sieel plates and sheels are expected to l'u“y mieef the
demands for sle¢l plates and sheets in Fakisfan.

The manufacture of low alloy stee¢l is also being planned among the psoducts pro-
duced by this integrated plant. The sizes of these products extend over a wider range than those
of SSPs products, and the quality of the products produced by the hlgh-petformance strip
mifls may be better than thal of products produced by S5P’s production system. .

Owing (0 the reasons desciibed above, SSP's steed plale p:oducli('m facitities will
lose their significance of existence when the PASMIC’s steel plant commenges operation. This
situation is corroborated by the history of rationalization of steel production facnhlles of ad-
vanced stect producing countsies, in which case the ouldated pull-over type rolhng rrull was
superseded by the strip milb.

Smooth advancement of manufacluring operations by PASMIC’s steel p!ént_ is a
piattes of the most vital importance to Pakistan’s iron and steel induslry. rAccordingiy, the
government will have to adopt proper measures for suitable procurement of impcr_l_éc_i 'raﬁf ma-
terials (iron ore, coking coal, elc.) as well as for technical know-how transfer in order to 'a'l’t_ai’n
high levels of production efficiency and yields. -

223 Demand fos Special Steels in Pakistan and Position of SSP

The eshmated \olume of demand for sleel in Pa}.;stan as d&scnbed earher is
650,000 — 900,000 tfy, of which the demand for special steels runs up fo 35,000 — 40, 000 tly,
including the import volume and domestic production volume (se2 'I_‘ab)e 24). “The ratio of

~ special steel demand to the total stez} demand bies in the range of 4 — 6%. 7

‘The ratio of special steel ptoduchon \olume lo lhc lotal sleel produchon \olume
in the pnnc;pal counlries of the world is as shown in Tab!e 2-6, but figures are ralher dispasale ’
owing to differing classifications and definitions among these counlries. How evet, the sieady
increase in the ratio of production of special steel dunng the last decade is evident.

~ The producnon of spec:al s!eel hol rolled products in !apan dunng lhe tast couple
of decades has increased steadily in paralkl with the volume of p:oduchon of four-wheeted
vehicles. (See Fig. 2-1) Meanwhile, a study of the ratio ol‘ production of crude speual stesl
by kind of furnace shows that the salio of production by L.D. converters is gaining steadily
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Table 2-6.: : Péoduction Ratio of Special Stéel in Tolal Crude ¢
Steel (Prmﬂpal Countlrés)

| Unit: %
Japen { U.SA Caria?fa i!!?{&%{m"any | Flgnce Ytaly UK. | Bénelux V_Sweden Austita
1968 | 1290 ifl.ﬁ _' 12 11:‘1 Ll o8 120 11 l-.4. 259 | 136
1973 1 112 'ii’”e.o' ‘:"103 15‘.; 1;_!3-0 1321 90| 20 | 282 1338
1978 | 150 | 147 121 ns 156 09 x| 30 | 2 | azs
() wn

owing to the development of sophisticated L.D. édni'ertet_téchhdlégies' and increase¢ in the
demand fof special steel. (See Fig. 2-2)

As PASM'IC gradually acquires advanced steel manufacluring technologies, it will

become capable of producting special steel billéts by employing continuous casting equipment

in combination wilh lhe'L.D. converter'.

-._-*:

At this slage the blllels pmduced from steel’ mgc!s by sSSP may become infesior

in both pioduction yxeld rate and quahly to the billets produced by PASMIC, making SSP’s
position precarious in the sector of manufacture of special steel billets.
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Fig. 2-1. Production of Special Steel Hot Rolled Producis and
of Four Whecled Yehicles in Japan
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CHAPTER 3. - ESTIMATION OF DEMANDS FOR SPECIAL STEELS,
STEEL CASTINGS AND FORGINGS IN PAKISTAN

The stes] manufacturing industry producing special sieels, steel castings and forgings
is a Taw malenal supplying industsy.. An observation of the process of increase in the steel
demands in the mduslnally advanced countrics shows that thé steel industiy, which sefves the
role of supplying steel materials to various kinds of machinery indusires for producing civil
engine€ring and ‘construction Taachines, machiné tools, auformobiles, lractors, ships and ‘heavy
machinery, as well as divesse systems and equipment for s{eel making ;';!anls,'chemi'c'al plants
and ¢ement plants, has achieved progress in concert wilh the development of these various kinds
of industries.

© ¥ the deniands for steet prﬁducis such as special steel castings and foigings are to
increase in Pakistan henceforth, this is believed (o be realized by following lhe same process
of progress as in the advanced ‘countrics, pécing al a same speed with the progress of various
other industries demanding stee).

The question of whether the demands for Sﬁééiai steels; steel castings and forgings

would conlnuously incréase to lhe point, lhat these manufactunng industries could attain an

economical capac;ly, depends ]afgely on thé¢ progress of the machinery mdustry which is the
main sousces of demands for steel. e :

: Ia this’ chaplér, a description’ié given of lhe methodology and the fesultsof demand
eshmahon of specnal steels; sleei castings and forgings. - ' :
3.1 Rolled Special Steel -
3.1.1 Definition of Rolled Special Steel and Methodology of Demand Fstimation

L0 In Pakistan, it Wis leaﬁied thal the spécial steel industey as well as those industrics
demanding spécial steels are still undeveloped, c:rid that the Sunvey Mission could not obtain

any clear deﬁmlnon of speclal stee} nof siatistics relalmg to demand and supply, mctudmg pro-
duchon,deh\ew,and stock ofspecnal slebls.: T Y LI S L

L Prior to és!imaiing-'ihe'd’énﬂiih'd‘fdr spéecial sfecls, for thé purpose of this feport,
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the Survey Mission look the advantage of defining the range of special steels, as follows:

)

2)

Imported products: Alloy steel (including slainless steels) and high carbon steels
as classified in Brussels Dutiable Items.

Domestic products: ' SSP producls belonging to the category of alloy steels and high

. carbon steel deseribed in: 1) above,: and high-grade carbon -steels containing

p< 0030%and3<0035%

Demand was surveyed .on the solled products included in 1) and 2) above, =

However, as some stect users producing their. owi " sleels for self-consumption cannol be
regarded as sources of demand for SSP products, their demand was not considered
in this survey.

- The most suitable method musl be seléctéd to pérform the demand estimation as

accusately as possible. Theé adoption of regression analysis ut_ilizi_ng the past slatistical dafa for
eslimaling special steel demiands was considefed inappropriate for the following reasons: ..

B

2)

Limited availabitity of statistical data exfending over a long period of (ime,. owing
to the political change in Pakistan. :

A ch-ang'e in the special steel demand stauctire is expected in fufuré owing o a sﬁ:irf)' :
increase in the production’ of auformobiles and !'arm tractors and an increasing -
ratio of domestic parts production. :

Since forecast using statistical data cannot be adequalely made, the Sujﬁ"ey Mission

is of opinion thal the following method should be appropriate for the present sunvey;

1

2)

3)

9)

3)

Interview prominenl useis and oblain their past cOnSumblién records of special
steel.

Analyze the records inlo respective industrial fields. - R S IL LU LS R

Obtain, also l‘rom the inlesview and the answers to queshonnzme their market thare
in Pakistan. : : - -

From 1) and 3), obtain the total démand in Pakistanin 1979/80.- . . .-
Estimate the increase of demand in 1984!85 for respective in;ius;ﬁai'ﬁetds on the
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Table 3-f. Domestic Demand of Speciat Steel

Unit: tfy
1975116 197677 1977478 1978479 1979/80
Produe- . Domestic Produe- . Domestic ] Produc- Domestie |, Piodue- Domestic |, — Produi- Domestic
Impodd lion Expoil Démand Irapost tion Export Demand [mport tion Export Desnand Empost tion Expott. Pemand Import tion Export Bemand
Ingot 3 0 3 - 0 _ 2 0 2 2% 0 26 34 0 34
Bille1 5966 | $319 1128513333 3988 17321] 70581 313 10,778 | 8381 | 3518 12399 ] 5844 | 4036 9,880
Bliom 53 0 53 1 0 7 3 0 3 - 0 -
Sub-Tota} 6022 | 5319 13341313340 | 3958 17328] 7057 3723 10780 | 8910} 3518 12428 | 53718 | 4036 9914
Bar/Rod 2229 0 2229 14632 14 1646 939 145 1084 884 61 9451 3121 100 412
Sectionf 2,151 0 2351 400 0 400} 7,034 o 7034 79501 o 2950 | 7311 0 1311
Angle, elc. ]
Wire Rodfwire | 4356 0 43561 1343 0 ) 1,343 | 2456 0 ‘2456 193 0 793t 729 0 729
Sub-Total 8736 0 8736 | 32375 14 3389 [10,429 145 10,574 | 9,627 61 9633 | 8352 100 2,452
PlatefSheet 9625 340 25 9940 2,198 3900| 151 7437| 7898 219 - 8,177 6616 411 59 6968 |10,119 30 34| 10,165
Tofal 24383 | 54659 25| 3001723933 4392] 151 | 28,154 2‘5,334 4,087 —§ 29531 25,153 | 3990 s9 | 290841243491 4,216 34| 28531
Fig. 3-1. Total Demand of Special Steel in Pakistan
80 o e
Unit: 1,000y - Remark: Dala Sousce
70} .- _
- 1) Impori: Siatistic Division Govemment of Pakistan.
- Annal ”
S0 L ave [;'ge ‘Demand (1979/80) is estimated
sotl : . -7 owth s L
A% 401 413 409 403 .- e 13.2% 2) Peoducitoasnd Export:
40} e i T ——— ¢ ) Answer of SSP for Survey Mission's questionnaire.
. Nationa] Defence {exclude copging from production)
30¢ e s — e, . | _
.1 30 282 WS 29.1 285 . 3) National Pefence: ‘
20 © Inteniew with manufacture and eslimate.
0
'l [ 1 ¥ . ] n. . [ 1 2 i | ']
5§16 76021 17ji8  18[19  79/80 8031 8182 8283 8384 8485
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Table 3-2. Forecast of Denand on Special Steel

Demand Annual Composition (%) (‘-Omp;'\nsi-
. ) i tion
End use Industry 1979/80 1984/85 _ gwﬂh Background and calculation basis” | fapan Characleristics in Composition
) aly) 1ate (%) 197980 | 193485 1G5
Construction 1,400 2,100 84 Annuval growth sate 8.4% of conslrbcgi'o_n is -3.5 28 148 Changes in Pakistan ﬁom.]979"80
- the Fifth Five Year Plan. (1978 t0 19383) 1o 1984/85
Agricultural machinesy 1,300 7,600 424 PACO'sforecast . uvnityfy 32 10.1 1) Sharp increase of agricultural
1979/80 9,000 — 1984/85, 20,000 machinery and automobile.
Steel ball for Cement 750 950 438 Interview with manufaclure 2nd annual grwoth 19 1.3 2) Sharp down of home use and
Crusher rate¢ cement production of the Fifth Five Year Plan others,
Other industrial 2,100 25850 63 Intecview with manufactutes and annual growth 5.2 38
machines tate of GDP of manufacturing industeies in
the Fifih Five Year Plan
Sub-Total 4,150 11 400 224 | 103 15.2 259 Comparison with fapan
Automobile and repair 4,100 15800 30 PACO's forcast 1979/80 1984/85 - 10.1 20 1) Low level of composition of
parls Produc- fBus & truck - 6393 13,500 ' construction, machinery and
tion Paisenger car,elc. 33400 53000 aulomobile which are undes
. , T developed,
Motor Cyele 0 1,650 — PACO’s {orecast |9_?913_0 1984485 0 22 :
Production (two vehicle 68000 110,000) 2) - High level of bicycle utensil and
defence.
SubFotal 4,100 17450 310 101 232 424
Raifway carriage 100 300 0 Inteniew with manufacture 0.2 ol 09
Other transpoiation 2,000 4,400 17.1 Arnrnual growth rate 17.5% of bicycle préd uction 50 59 33
(Bicycle, elc) in the Fifth Five Year Plan
Utensil for home uze 7,400 8,400 26 Interview with manufacture 2nd estimale 183 ‘1122
Surgical Instrument 20600 40600 149 Inteniew with Exporters Assoviation 50 53
Sub-Total 9,400 12,400 57 233 165 55
Electric machine 600 900 84 Iatenview with manufaciure and estimate 15 i.? 33
National Defence 11,500 18,000 84 Interview with manufacture 295 240 .
Hand toot 3,000 4,800 99 Annual growth rate 10% of GDP of manufactur- 74 6.4
ing industries in the Fifth Fivé Yeas Plan
Miscellaneous {adjustment) 3,750 3,350 0 92 Y %]
Grand Total 40,400 75,300 132 1000 1000 1000

Remarks: 1. MisceBanzous I8 Gap of cakoultions between the aggregate demand of each industsy and the estimate from import and exporl.

2. Above figure'do not Include self consumplion of special steel.




‘basis of (he data obfabiied during the intérvicws ahd “Ihe Fifth Five Year Plan
1978—83" of Pakisfan. ‘ : :

6) 'Obtaln the rate of increase until 1984/85, and use the same rate for demand after.
§984/85.

The tolal of estimated demarnd in 1979/80 for réspective fields of industries consum-
ing special steel should be equat to the volume of the apparent domestic demand in Pakistan,

* “The appaieht domestic demand ‘volume is the result 'of (import volume) + (muni-
tions volurae)* ¥ (domestic duiput) — (exporl volume), and is as shown in Table 3-1 and Fig. 3-1.-

_ A difference of 3,750 tfy éxists belween the apparent domestic demand volume
of 40,400 tfy and the estimated demand volume by kind of special stee] consuming indusiries of
36,650 tfy. This difference is regarded as estimation ¢sror and indicated in Table 3-2 as miscel-
lanédus {adjustmeat), making the total volurme of eslimated ‘demand by kind of spec:al steel
consumning industries as 40, 400 tly in 1979/80.

+ -Sﬁéﬁal'ﬂéélz fzlerials importéd for the puipose of munitions ‘are not included
in the unporl statistics, aml SSP’s product has not been sold for such purposes in
1979/80. Thereforc in order to éstimate the fotat domestic démand in Pakistan
of special steel it is necessary to add the demand rsised by munitions.

in the estimation 01‘ demand the domestic demand of rotled special steel belween
_ 1979180 and 1984/85 on the basis of 1979/80 was fooked out. - And deémands of folled special
steel producls for the domestic production of fergings in ordes to make pans of automobiles
and lractors m these mdustnes are included a8 2 precondition. -

3.5 '.2 Deﬁiaﬁ'd" foi R.ouéd"sp&i'at Steels

I is émmaled lhat lhe tolal \olume of demand for special steels in Paknslan is
i 40 400 ty m 19?9“980 and 75, 300 iy in 1984/198S, with a mean annual ‘rate of increase
of 13.2%.

A rapid Thércass i expected in €wd kinds of vehicks in the sector of manufacture
of Faim tfactéss owing 16 the miechanizatidn of agriculture s a meanis to'indrease produce out-
pu{s ‘2§ v.ell as 18 thé sedolr 8 manvfaciuee of automoblles SWwing 10 the'spread of motorization.
Iﬁcreaséd déihands fof’ spéaa'l steets” are alsod etpeeted in' Gther industriés such as the bicycle
industry owmg to the popu!anzahon Mblcyciés 48 living neéessarics, and the medical equipnient
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industry which is cestain to attain rapid growth by virtue of the government’s preferential pol-
icies on the financial and taxation measures.

3.1.3  Demand Estimation for Rolléd Special Steels by Sourées of Denand -
{1} Special Steels for Automobiles and Their Repair

The special steel demand by automobiles depends upon the number and type of
cars, the ratio of their domeslic manufacture, and the volume of special steel demand for their
repair. i The automolive industry. in Pakistan is stif} in its infancy conipared with thal of the -
advanced countries. With the exception of a portion of parls for buses and lf‘ucks, virfually the
entire volume of aufomobile parts is now imported, and only assembling is being performed.

" Thé special steel demand. related with automobiles is cerfain to incieasc_-subsian-_-
tiatly in the future for producing tiucks, passengef cars, commércial vehicles and other types of -
cars for the following réasons:

1)  The development of other forms of competitive means of transporalion is incon-
ceivable, and transportation of goods by domestic animals is certain to shift to the
- use of trucks and commercial vehicles.

2) Progress of indusfrialization,
3) . Spread of moterization.
4) Increase in the number of foreign made vehicles brought home by overszas m’)r}éers-_

Owing to the factors listed above, the number bf_aummpt_iiles_'ip the country will
inctease steadily from year to year. The volume of production of automobiles and the number
of registered automobiles, as deduced from the Pakistan’s automobile impost statistics and the
outlook of production by the Pakistan Automobile Cosporation (PACO), are shown in Tables
3-3 and 34, respectively. R

The volume of special steel demand in fulure was calculated by taking into account
the future domestic manufacture of automobile parts o meet the combined -rjxgqqs_'qf new au-
tomobites and already registered automobiles shown in Tables 3-3 and 3-4.- According to this
calculation; the special steel demand of 4,100 Uy in 19791980 will be, mcreased tls 800 !Iy
in 198471985, registering a mean annual growthrate of 31.0%. . ;.
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Table 3-3

.- Automobile (Four Wheeler) Production

" Commercial _
Vehicle Passemges . Jeep  Bus Truck Total
Light Mini, Car RTRIOLOTEN RN SRR
1975416 2346 6,095 $219 2,736 2438 | 3837 | 22
1611 1,907 10,114 7,187 C2136 953 3,521 25821
7178 1,386 6,356 1914 1,681 805 3,275 21,420
e | 536 | 3% s217. | 1229 1320 | 4300 18,014
19f80° 1 3,100 14000 1 i1s000 ) 1300 “ 1,444 3,150 - 39994
PACO’s -
Forecast 5000 22000 24,000 2,000 5600 | 8000 66,600
1984/85 o [REEEN REVERRTEEE IR
. Data Sousce: Pakistan Automobile Corporation,
. . Table 34. Number of Automobile Registered
Pasenger o * Comparison with
Cag, Ete. Bus Truck Total Previous Year (%)
1973 < 471346 - ALt 293 vt |t 49345 e 256,409 i 58
1974 189,163 | . 33477 53467 216,113 7.7
1975 203473 36,150 57219 296842 75
1976 220850 18,669 60537 320056 ~ 18
1977 . 340543 | 49259 69,882 . 459,684 . 436
7 S SIS B : : 1:1977 - 179
1979 |- 310900 .| . - 53800 . 91,200 515,900 Anaual Growth
' . - . - Rale 59
| R S | o 1979 — 84
1934 T874.100 ¢ 7800 157,500 810000 | - Annuat Groath
' R Rate 94

-2 (‘ommema] Vehicles and Jeeps ate m-:!uded in Passenger Cas, Ele.

by the Sun ey Mrssmn

R e e

T

: Spenal steels for pmducmg leal' spnngs for buces and tmcks also for lhe domesh-.
manufacture of autonwb:le parls a8 planned by Nallonal Motofs Ltd. are etpected o 1ncrea<e
rapidly in onfer to meet these needs
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The volumé of special steel demand for automobiles was calcilated by the follwoing

method:

| )] Sﬁecial Steels for Manufacture of Buses and Trucks

i) Special steels for making leaf springs

© (Number of new ;cars 16 be produced) x (number of springs pes car) X (uﬁit v.elgh

Of leaf spring)

i1} Special steels for making aulomobiles paris domestically

On the basis of the nationalization -ﬁidjeé( of ;:)a'ri: for Bedford Tricks "z;nd- Buses’
(Table 3-5), the gross weight of special steel paits t0 be made domestically was calculated-for
each slage of the nationatization project, as shown in Table 3-6. The demand in 198485 was
calculated by multiplying the numbér of trucks and buses to be produced by 617 keg/vehicle.

Table 3-§. Nationalization Project of Parls for Bedford Trucks and Buses

Pesiod Stage (%) -’ : Name of Parts ]

1912 Already Nationalized (béle!ed : 40 Radiator, Ail(,‘ léanél, Tyres, B;t(elies, Battesy Bc;:'(,
from CKD, Packs) Fuel Tank and some metal contents, Gear Box,

1979 Leaf Sprirg, Bolt, Front Shock Absorbér, Door

Apériure, Sheet Metal Component, eté.
1979 Components Developed and 20 Rear Axle Comp‘.ele, Reéar Brake, BOnnel,eic. -
’ under Commercial Production '

1930 i

1981 Source Developed] Contract 28 | Frame As:emb!y, Reat Buké Com p:ele Stee Steering
under Negoliation, Gear, Froat Axle, Front Brak¢ Comp!-e té, Master

1983 Soutce yet 10 be developed * Cylindes Ammbly, Prop-ellet Shan Complete Steer-
New Facilitics to be selup ing Knuckls, Stearing Arm, Pivot Pins, ete.
vnder Various Products.
BOF Puts v-luth m?] commue '_ 12 'A Rolle:, Ball Bearmgs Speua] B-eanng,Sea]s I-_!eclma]

o be imported < | item, Viz S‘ml-:hes ete,

Remark: Undeidined parts Lo be produced mainly with special sttel.
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Table 36. Weight of Special Steel of Nationatized Pasts for Bedford Frucks
and Buses in Three Nationalization Periods (Estiniate)

Unit: kg/Car

e 197279 1979-80° | 198583 ' |  Impoit {E:?IB)
Unit Weight by L o
Nalionalization .13 e | rag4r
Stage -
T ' : @ 81 693
Unit Weight ° FIREREE b O x
Accumulated 132 : 333 - 617

2) Special Steels for Manufacturc'bf Cominetéial Vehicles and Passenger Cars -

Whereas commercial vehicles and passenger cars are now being produced by assem-
bling’ imiported parts, the plan is to gradually incréase the use of dom&mcaily manufactured
pads However, sm(‘e the parls produced domestically from spécial steels up to 1984 and Teaf
springs only (as ml‘ormed by Suzuki Automebite Industrial Co., Ltd. of Japan), the special steel
demand was calculated by the following formula: (number of units manufactured) x (number
of sﬁﬁﬁgs!vehiclé)"x (unit special steel weightfspring).

" 3) * Special Steels for Manufacture of Repais Parls

'l'n order 1o calculated the special steel demand for the manufaciure of repaif pails,
it is necessary to dassll‘y the paits used for repairing by type and to obfain information on the
repaus fatio; (heremal‘tet feferied to as fépair ratio) aecessary with respect to the number of re-
© pistéred automobilés)’ Hcmem, since no information 6n tepair iatio 6ther than for SPHNES Was

available and conudenng the pn‘:sent extent of domestically produced parfs and the state of
' roads in Pak;s!an lhe \olume of spec:al sleei demand for the manufacture of repair pasts was

......

(Numbé: of registered aulomobiles) x (répair ratio) % (unit weight of one lzaf
spring).
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(2) Special Stéels for Mahufaciude of Métoreycles

Motorcycles are being assembled in Pakistan by four companies including:(he
state-managéd Sind Engineering Ltd. (technical licence agreement with Suzuki) and the private-
owned Atlas Auvtos Ltd. (technical licence agreement with Honda). According o PACQ, the
outlook of motoscycle ouiput for the futuse is as follows:

Table 3-7. Outlook of Production of Motorcycles

1979--80 1980-81 1981-82 | 1982-83 | 1983-84 .-

68,000 79,000 91,000 100,000 110,000

Date Soutce: Pakisian Automobile Corporation

PACO’s informnation revéaled that it plans to enforce a policy by which parls sucées-
fully produced domestically by oae company be adopted by othes companies in order to'im-.
pr‘ové the ratio of domestic production. It was learned that shafts, drop-forged armed gears -
and other are now being considered.

The special steel weight _of domeslically produced miotorcycle paris was calculated
on the basis of drawings for the paris eatmarked for domestic production, oblained from PACO
during our field survey, and the mean weight was found to be about 15 kgfvehicle.

Accordingly, the volume of special steel consumption for the manu facture of molor-
cycles, calculated from th above-mentioned number of vehicles manufactured and unit consump-
tion of special steel, is 1,650 tfy in 1983/1984. The same yolume of 1,650 lly was adopled for
1984/1985.

The special steed bars required for the production of motoreycle range in diameters

from 14 to 90 mm, roughly 40% of which have a diametes of 22 — 40 mm, and their materials
ate carbon steel and alloy steel. =~ - . SRR L

3492



- {3) -Special Stee!s for Manufacture of Farm Tractors

Agriculiural production aceounts for roughly 30% of the GDP of Pakistan, and is .
the leading industry in the country. Supposted by the government’s agriculture promotion
policy and the will of farmers for mechanization, thére is a big demand for farm tractors in
Pakisian. However, the number of tractors available is Inmnted owing to the tight foreign ex-
change sitaation’ - ' ’

Table 3-8 shows the fecent number of {ractors imported,

Pl
] -

“Tablé 38, Impost of Agﬁcullurél Tractors

| 19761977 - { - 1977-1978 - |} 19781979 ° - 1979 (July) -- 1980 (Jan.) -

I 15012 15,095 13448 - 16,653

- Data Sourde: Statistical Division, Government of Pakistan

In order to meet domestic demands for farm [ractors while consemving foreign

exchange in’ such a situation, it is importanl 16 increase the ratio of domestic manufacture of
Iractor parls i SRR ) '

_ lnlerﬂew with Paklstan Traclor Corporatlon {PTC) revealed that PIC had, asked
 several’ foreigh traclor ‘fnakéis 10 suivéy the feas;b:hly of producing agsicultural tédctors in
Pakistan, and reoened reports indicating that the present production of 10,000 tractors per

year be increased to 20 000 tractors per year in the coursé of next few years. PIC is planning
1o inceease the present domeshc productton rale (Flal lype: 0%, Massey Ferguson type: 20%)
6 85%, and is presently sludymg a plan 16 éonstruct a parts manufacturing plant.

. The' wnit ?'réduilréméﬁ;tﬂ'bf special steels al a domestic ‘production rale of 85% is
estimated at about 380 keftractor based on the informalién obtained from PIC 2nd manu-
facturers in Japan. '

- Calculating the expected volume of fequirement of special steel materials for the
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manufaclure of tractors from the above-mentioned number of fractors ménufac’lu’red ‘and the
unif requirement of special steel, the present volume of demand of 1,300 tfy will increase (o
7,600 t]y in 1984/1985, registesing a mean annual rate of increase of over 42%.

(4) - Special Steels for Other Purposes

Regarding special steels for other purposcs, it was learned that the munitions indus-
try presently consumes about 11,900 tfy, or close to 30% of the entire volume of national
consumption. In furlure, with the progress of the machinery industey in the field of manufaciur-
ing aulom;)bile.s, farm tractors and othér products, the relative weight of special steel consunmp-
tion by the munitions industry is expected to dectease 10 about 25%, but the industry will stitl
assume a major source of special steel demand in Pakistan. However, roughly 90% of the special
steel materials used by the munitions industry is of dimentions that SSP cannot produce at presént.

Next to the munitions industry, there is a big demand for speciél steels for the.
manufactare of household utensils inchiding knives. While a porlion of these household uten-
sils is being exporfed, the gréater pard is for the domeslic market.

Based on Pakislan’s import slatistics, information obtained from several domestic
manufaclurers and estimation by the survey mission, the present volume of (‘onsumplidh of
" 7,400 tly of special steel malerials for the manufaciure of household ulensils is expected to -
increase to 8,400 Uy in 1984/1985, segislering a mean annual rate of increase of 2.6%.

Regaiding other sdurces of demand for special steels, the volumes of consumption
by various kinds of userss, oblained through field surveys, were arranged by type of industry and
the total national volume of demand was estimated for the respective industries. Based on
 these figures, and by ieferring to information supplied by users and Ihe Fifth Fn\e—\’ear Pian

{1978--1983), the volumes of consumption of spena] steels for 1984) 1985 were eshmated as
shown in Table 3-2.

By cak ulahng the estimated volumes of cﬂnsumpho:l of the reapech\e soun;es of:
demand described above, the sunvey mission considers thal the total volume of demand for
special stecls in  Pakistan is expected to emerge lrom the siag:néncy of the last several years

and the present demand of 40,400 tfy would increase to 75,300 ti)' in. 1984Il935 markmg a
ntean annual rate of inceease of 13.2%. : -

.L;-.-; Lin Ry ='§

llome\e:, the realization of this estimated volume of demand will depend on the -
degree of developrtent of the machinery industry as previously stated.: Naniely, the .\olume\s of
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~ demand estimaied (6r the réspective industries using $pecial steels are essentially based on the
future outlooks projecied from the plans and estimates of the indusirial ofganizations of
Pakistan, estimates of special steel users and the Fifth Five-Year Plan presently in prog:ess.—
Consequently, the aftaidient of these estimatéd voluimes of démarid depends largely on how
well these ‘plans and programs will be carried out.

. What bringing aboul a rapid increase in special steel demands in Pakistan is the

demand (o be t‘ealiiéd by producing trucks, buses and farm tractors. This demand is susceptible
to rapid increase by the multiple effects of an increase in the number of vehicles produced and

. the growing rale of domestic production of parls for vehicles. It is, however, feared that the
éstimated vblume'ﬁf dem'and may not be realistic for the following 'tw'é feasons:

The ‘first” conceris with the rate of démestic produchon which can be altained
‘only by smooth fransfer of manufactiring km\o -how, quality conteol lechmqués and other
technologles requmng a sunlable kno“ -how suppher and l‘orelgn exchange to do so." Thc second
lelales mlh the speed of increase m lhe vehicle produchon The fulure of Paknslan S automoblle
mduslry wﬂl be mﬂuenced by (be mdustrys ovm plans bul 115 operatlons witl be largely re—

slramed by the counltys econosmc prob!ems masmuch as it has 1o operate within the framc—
\hOﬂ( of lhe domeshc economy of Pakls{an-

- The ouﬂme of Paklstan s economy and hade was gnen in the precedmg chapter ‘
Smr:e \anc.us serious problems e'usl such as ralionat finance, mtemahonal balanc-e of paymeais
and ising prices, much d;fﬁcully will have 16 be surmounted before it will be possible to achieve

" smooth econdrmic development.

Rega:dmg the problem of mtema!mnal balan-:e of paymenls in patllcular the Jack
ol' foieign etchange ICSCIVeS mentably :mposes s¢rions restraints on the produchon aetivities
of enlerprises in the’ fotm “of restrictions on lhe nmporl of raw matenals mih l'ew exceplion of
special ealerprises engaged for e\amp!e in etport

3.14 Bréokdown of Pemand fot Rolled Special Sleiels by Kinds and Sizes

The demands for roiled special steel mafterials; whlch had been eshmaled by sources

of demad in l(em 3.1.3, were tabulated by kinds and sizes for the penods 197911980 and l984f
1985 as follows. P s .
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(1) Bréakdown of Demands for Special Steels by Kind and Size for 197971980

“Table 39. Démand of Rourd Bar, Square Bar, ¢te. (1979180)

CUnit: -ty
Size Classification (mm)

821 2240 | 4890 | 91150 | - Totat
Round Bat N : o . - S
— Diawing 930. Lo | 220 - 1o 2,320
— Hot Rolled 1,380 520 620 8,990 11,510
Sub Total - 2310 1,680 | 840 9,000 13,830
Square Bar,el:c;__ ; S R o -
— Drawing 265 10 | so | o | 38
— Hot Rolled 220 | 350 2,070 "10120 | 12,760
Sub Total 485 420 | 2020 ;10120"'_f' 13,143
Total 2,195 2000 | 2860 | 19020 1 26915

Restark: Square Bar elc. sho“s Square Bar Biltet, Oclangonal Bai, Hexagonal Bar, ete.

* Tabk 3-10. Demand of Flat Bai (1979]80)

(i) = Alloy (Spring) Steel fos Automobile !ndus}ry

Widwm: 57 2-635mmy
B ceeendanaat 8
Thickness: 95127 mm) _ 3 lO Uy
(ii} Alloy Steel for Hand Tool
Width: 25 —70 mm
" Thickness: -~ 1018 mn‘l) R PR l IZOOUY

(i) Stainless Steel for Surgical Instrument
Width: 2.7 mm
Thickness: 416, 6.95,9.52,15.88, 10.05)
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Table 311

." Démand of Platé and Shéet (1979/80)

Unit: tfy

" Size Classification {Thickness)

< ,(_l.‘?r_r‘am 0.7 {I'ﬁ.3rﬁn‘a “ ] 24 - 6.0mm >6.0mm | Tetal
Stainless Steel 4,120 2,842 13 25 7,000
Other Special Steel 2 - 65 - 67
“Total 4122 2842 - 78 a5 7,067
(2) Breakdown of Demands for Special Steels by kind and Size for 1984785
‘Table 3-12. Demand of Round Bar, Square Bar, elc. (1984/85)
., Unit: tfy
: ‘Size Classification (mim)
g-idir |r22-40 | 41--90 91— 150 Total
Rouad Bar ‘

— Drawing 1,770 - 1,870 400 0 - 4,040
'~ Hot Rofted - 3,700 1,710 - 3,300 15,040 23,750
Sub Tolal 5,470 - 3,580 3,700 15,040 21,790
Squaré ii:ar,etc. _ : :

"~ Drawing - 590 140 1o - 0 - 840

~ Hot Rolled 2,220 3,680 6,950 14,830 27,680
Sud Total 2810 3,820 7.060 14,830 28,520

Total 8,280 7,400 10,760 29870 56,310
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Table 3-13, Demand of Flat Bar (1984/88)

(i} Alloy (Spring) Steel for Automobile Industry

Width: 572 - 63.5 mm\ S5m0
Thickness: 98 —127mm/) "7 : Y
(i) Alloy Steel for Hand Tool
Width: 25 — 70 mm 19304
Thickness: 10-3Smm/) ~°°°7° rreen O HY
(iii) Stainless Steel for Surgical Instrument
Width: 12.7 mm — e1stf
Thickness: 4.76,6.95,9.52, 15.88, 19.05 mm) """"" ’ y
Table 3-14. Deémand of Plale and Sheet (1984/85)
Unit: tfy
Size Classification (Thickness)
< 0.7mm 07-23mm | 23-6mm | >6mm | Total
Stainless Steel aqo0 | - 3230 8 - 32 | 8000
Other Special Steel 2 - 89 - 91
Total az02 .| 3330 9. | 32 | s
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32 Steel Castings and Porgings

The survéy mission visited various Jeading manufacturers of fransportation machin-
- ery, industrial machinery, agricultural machinery, railway rolling stocks, cement machinery and
electrical machinery and obtained repliés' to the survey mission’s questionnaire on the present
demands and future démand ‘estimate. In addition, the tist of dustomers prepared by SSP was
also studied in ordér to grasp the situation of demands for steel castings and forgings in Pakistan.

o meg to their very nature, steel castings and I‘Orgmgs ase produced ina wide vanety ,
of ugit types, shapes, sizes and “elghts_ Their import and produétion’statistics are unavailable
nol only on their gross. volumes but also on those classified by sector of demand, kind, shape,
ele. U\’IDO statistics are also unavailable. :

Many ixsers'bf steel castings and forgings possess their own production facilities,
or tely on the facilities of their affitiated manufactuiers, and ate self-suflicienl. The operation
ratés of these préduction facilities are extremely poor, and the actual situation of stezl casting
‘and forging industry is thal it has a large surplus pioduction capacity.

“Thé aulomoblle motOrcydé and hansporlallon ‘machinéry indusfries afe expecled’
to account for 4 coﬁnderable inctease in future démads for steel caslmg; and forgings owing lo
their ticnd To i mcrease thé rate of domastic produchon of paﬂs, as mentioned earlier.

’[hese manufacluters génerally aim at” slandardtzatmn and interchangeabitity of
parts for various vehicle models, and plan to produce these parls themseives or by Ihen affiliated
manul‘acturé:s, or fo esla‘b[;sh exdusne-purpose parls manufactunng p!anls

e s’iﬁ‘e:’e‘_’mé" situition sﬁrfdunainfg ¢nd usér industries is as described above; there
Was 1o means " of ’6t;{é§hin§ ‘informiation relatifg 1o demands’ for steel ¢astings and for-
gi%igg ‘thedugh ‘réplies to ‘(itiéélionh'airés; and sinée their consumpiion cannot be the object of
- 8SP’s produchon. ‘Therefore, the ex:stmg and eahmated demands for caslings and forgings,
: mspedn ely, are indicated heseunder for othér industeies only..

n Ste;et Cailings

* Tablé 3-15 shows the demand for stee) castings.
C I e tablé) the cemént induistly’s demand for wearing paris is calcotated on the
premise That it will inlreass at The sameé raté a5 that of the ceimént datput, which is expécted
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Table 3-§5. Demand for Steel Castings . -

- Unit: tly,
S Dema.nd
End User Industsy — = ) —
1979/80 - { . 1984/85 .
e e : Weanngparts o . 33 N
Cement Industry : 33‘_)' - : - 6.21 —
- Gnndmgmedlaball - o : iz . ] 139
Automobile Industry Trailer parts C— C ‘722
Miscellaneous ST L 30 - 48
Total _ -3 . 830 .

16 increase from 3,070,000 Uy in 1979/80 to 5,800,000 t]y in 1984/85. Regarding the demand
for grinding balls, for which forged stecl has been used hitherlo, the recént trend i to gradually.
switch to the use of cast stainless iron balls of greater wear resistance., Ac¢cordingly, the demand
for cast stainkss iron balls in 1984/85 is calculated on the premlse that the switch-over to this
material will come about at an annual rate of 10%. -

T he demand for traﬂer parts is deduced from rephes to the suney mnss:ons ques~_
tionnaire. An additional other miscellancons demand of 30 tly is anticipated in 19?9180 in
the SSP’s List of Customers, This demand is for diversified ¢éastings in small lots, and cannot
be considered stable and continuous demand. The yolume of other miscelianeous demand in_
1984/85 was cstimaled on the basis of the manufacluring industry’s past mean annual g;o,wlhI
rate of maximum 10%. 7

2) Forgings

End users of forgings produce their own forgings. In addition the operation rate of
their production facilities is éxtremely low, . :

As for the method of procuring rolled stee) products l"érj making l‘oig_igig, end usérs
possessing steel making an rolling facilities p:oducé:lhei_: own raw materials, while those posses-
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sing stéel making facitities but no rolling facilities consign the rolling work 1o outside folling
miils or purchase the rolled steel materials they need.

Regarding the volume of demand for rolled steel products for making forgings,
a déscription has been offered earlier in the section on 'special steel rolled products.

As for olher sources of demand, the cement industry’s demand for forged steel
balls, is now aboul §,100 tfy, will increase in direct propoition to the industey’s output. But,
when tfaking into account the trend (o switch over to the use of cast stainless steel balls in the
future, the volume of demand for forged sfeel ball in 1984/85 is expected to decrease.

There is also an existing other miscellaneous demand of 50 tfy accofding to SSPs
List of C‘ustomers The volume of demand from this source in 1984785 is estimated on the
basis of the manufacturing industry’s maximum aniual growth rate of 10%. lnc:denlally, the

forged steel ball production capacity of Heavy Foundry & Forge Ltd. (HFF) is large and reaches
about 2,000 tfy.

Table 3-16 shows the demand for forzings.

Table 3-16. Demand for Forgings

Uni(: tly
_ Demand
End User Indusiry :
1979/80 198485
Cersent Industy = Forged Steel ball 1,105 930
Mescellaneous 50 80
“Total ' o 1155 1,010
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