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ArcelorMittal Proposes
Indonesian Investment

By Yayu YUNIAR

JAKARTA—ArcelorMittal,
the world’s largest steelmaker, is
planning to invest up to $8 hil-
lion in Indonesia in a deal aimed
at capturing key supplies of iron
ore and reducing its reliance on
big suppliérs like Companhia
Vale do Rio.Doce SA, BHP Billi-

“ton PLC and Rio Tinto PLC.

ArcelorMittal made its offer
in a letter to:Indonesian Presi-
dent Susilo” Bambang Yudhoy-
ono dated-April 17, said Maxi
Gunawan, avice chairman of the
Indonesian- Chamber of Com-
merce, which has been involved
in the negotiations.

A representative of
ArcelorMittal = con-
firmed the company has
beeninvolvedintalksto
take a stake in Indone-
sia’s state-owned PT
Krakatau  Steel but
gave no further details.

Under the plan, Arce-
lorMittal is proposing
to buy a stake in Kraka-
tau Steel and set up a
new steel plantin ajoint
venture with the Indone-
sian company, accord-
ing to Mr. Gunawan. Also, Arce-
lorMittal is proposing to create a
partnership with state-owned
miner PT Aneka Tambang to
prospect for iron ore, nickel and
manganese. ArcelorMittal execu-
tives are slated to make presenta-
tions to the state-owned enter-
prises ministry and the boards
of both Indonesian companies
May 8.

Lakshmi Mittal, chief execu-
tive of ArcelorMittal, met with
President Yudhoyono last month
to discuss the outlines of a possi-
ble deal, Mr. Gunawan said.

Mr, Mittal’s ties to Indonesia
go back to the mid-1970s, when
‘he ran a family-owned steel mill
in Surabaya, Indonesia’s second-
largest city. He managed the mill
for over a decade, eventually tak-

ing market share from Japanese .

producers who dominated the in-
dustry at the time. ArcelorMit-
tal, created by the takeover of
Luxembourg-based Arcelor by
Mittal Steel in 2006, has been in-
vesting heavily in emerging may-
kets like India, Russia and Sene-

President
Yudhoyono

gal.

The Indonesia deal , if success-
ful, would potentially- give Arce-
lorMittal access to Indonesia’s
reserves of iron ore, a1 crucial in-
gredient in the mamufacture of
steel. At the moment:, the com-
pany supplies about 40% of its
own iron-ore raw m aterial but
also buys from the big produc-
ers, especially Vale of Brazil.
Vale, Rio Tinto and BF[Ptogether
account for 75% of global iron-
ore exports, analyssts say. It
would also open the dloor for Ar-
celorMittal to sell mcire in Indo-
nesia, one of the worl d’s fastest-
growing economies. T'he govern-
ment expects the ecoriomy to ex-
pand 6.3% this year,
largely fueled by the
global boorn in com-
modity price:s. The con-
struction se ctor, a ma-
jor buyer of :steel, is ex-
pected to grow
strongly this; year,

For its pa rt, Indone-
sia appears; keen to
back the deial, which
would brimg much-
needed foreign invest-
ment to the country. De-~
spite the commodity-

-led economic boom, the govern-

meéht has been less swecessful in
attracting foreign inve:stment in
manufacturing, which. is needed
to create jobs. “Even t hough our
economic indicators are healthy,
we need new investrnent,” Mr.
Gunawan said.

Krakatau Steel dates back:

more than 40 years to the eraof

President Sukarno, when the-

steel project was begun with the
assistance of the Sovieit Union to
kickstart Indonesia’s industrial
sector. The venture struggled to
get off the ground, however.
Former President Suharto, who
pushed Mr. Sukarno from power
inthelate1960s, attempted tore-
vive the company. But it became
embroiled in a series of corrup-
tion scandals involving state-
owned oil company PT Pertam-
ina, which had invested in the
plant. Currently, the plant has
the ability to produce 2.5 million
tons of steel per year but is run-
ning below capacity. )
—Robert Guy Matthews
contributed to this article.

Arcelor rlans Surciidige

For Its Steel

BY ROBERT GUY MATTHEWS

Citing high raw-materials
costs, the world’s largest steel pro-
cucer, ArcelorMittal, sent aletter
to U.S. auto makers and other U.S.
contract customers saying that it
would apply arare $250-a-tonsur-
charge to the price negotiated in
existing contracts, according to
people who received the letter.

Contract customers, includ-
ing Ford Motor Co. and General
Motors Corp., may have no immnie-
diate option but to pay up be-
cause of the tight steel market
world-wide. Moreover, other
steelmakers are likely to'increase
prices or add surcharges for the
same reason. But the higher costs
come at a difficult time for car
makers, which are conteénding
with a downturn in the U.S mar-
ket because of the housing slump
and credit crisis. Passing on the
higher steel costs to car-buying
consumers is an increasingly diffi-
cult option, given higher food and
energy costs, and consiumers’ con-
cerns about the weak economy.

A spokesman for Ford said it
doesn’t discuss contract prices
for competitive reasons. During a
conference call this week, the com-
pany alluded to higher steel prices
and said it was looking for long-
term solutions to the rising cost of
steel by reducing the amount of
steel that is used in automobiles.

According to the lettey, sent a
about a week ago, the surcharge,
which Mittal described as “un-
precedented,” would begin May 5
regardless of when the contracts
are slated to expire. ArcelorMit-
tal, of the Netherlands, wouldn’t

-confirm the letter but did inti-

mate that contract steel prices
aren’t fixed, given the volatile
raw-materials market. “We will
continue to engage in construc-
tive dialogue with each of them
on pricing, given present market
conditions,” said an ArcelorMit-

tal spokesman. While contract -

prices aren’t known for competi-
tive reasons, the surcharge would
add an estimated 10% to 20% on

the price of each ton of steel, ac-

cording to analysts.

-Until now, contract prices
were nearly sacrosanct, and cus-
tomers could count on paying
that negotiated amount for the
length of the contract. For most
steelmakers, the majority of
steel is sold under one-year.or
multiyear contracts. L

The price jump comes amid
continuing escalating costs for
nearly all raw materials. Big min-

ing companies such as Rio Tinto -

PLC, BHP Billiton and Compan-
hia Vale do Rio Doce have each

Customers

On the Rise
Monthly U.S. steel spot prices
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raised spot prices for iron ore,
coal, manganese and other essen-
tial steelmaking ingredients. Steel
companies have had no other
choice but to pay the higher costs,
but have decided to pass along the
costs to their customers, such as
auto and appliance makers.

For the past year, nearly ev-
ery steelmaker world-wide has
raisedits prices for spot steel, re-
sulting in an average of 40% to
50% boosts. Hot-rolled steel, a
foundation steel product that is
then processed further into cars,
appliances, construction equip-
ment and other commercial uses,
is now hovering at about $1,000
a metric ton on the spot market,
depending on which part of the
world the buyer islocated. About
ayear ago, it was selling at about
$650 to $700 a metric ton.

Prices are so high that some
countries, including India, have
temporarily frozen prices. Other
countries, such as Egypt, China
and Brazil have dramatically
slowed the amount of exported
steel so that they can guarantee a
supply of their own steel, Venezu-
ela has renationalized its biggest
steelmaker, in part to ensure a
cheap supply of domestic steel.

Steel sold on the spot market
represents :only about 20% to
25% of steel produced. While
spot prices are higher, thereisn’t
enough steel sold on that market
to recoup higher raw-materials
costs. ArcelorMittal is likely go-
ing after contract customers to
help recoup the costs it can’t re-
cover on the spot market.

Other steelmakers are under
the same pressures. AK Steel
Corp. said it has no intention of
assessing a-blanket surcharge to

. its contract customers. But un-

der their existing contract rules,
says' spokesman Alan McCoy,
there is some wiggle room to in-
crease negotiated prices if raw-
materials prices rise or fall dur-
ing the life of the contract.




