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INTRODUCTION

Zimbabwe owns the largest and only integrated iron and steel plant in Africa south of
the equator excluding South Africa. The plant has a capacity to produce just over one
million tonnes of steel per annum. Because of breakdowns and routine stoppages for
servicing, the plant has so far produced a maximum output of just over 800 000 tonnes
per annum. Production normally averages 700 000 tonnes. The Zimbabwe Iron and
Steel Company (ZISCO), based in the Midlands town of Redcliff, is the sole steel
producer. It produces a wide range of products which include pig iron, billets, blooms,
slabs, sections, bars, flats, rounds, squares, angles, hoops and strips, rails and railway
track material, rods and plough beams (see also Table 1 in the Appendix for the full
range of products and their specifications).

About 80% of ZISCO’s output is exported in the form of billets, blooms and pig iron,
earning the country about Z$6S million in foreign currency per annum. The 20% used
in the domestic economy finds its way into the various engineering and foundry firms
where it is used in the production of various iron and steel products. These include
agricultural implements like groundnut shellers, hoes, axes, ploughs, harrows, etc, and
tools like shovels, picks, etc., pipes, tubes, nails, bolts, etc.

Despite its possession of a large iron and steel industry, Zimbabwe still imports a lot of
iron and steel products, some of which can be produced locally using the existing
facilities with probably minor adjustments. The capital goods sector is not that highly
developed in Zimbabwe. This means that the country is technologically dependent on
the developed economies.

This paper looks at the Zimbabwean iron and steel industry with the aim of answering
the following questions:

® Why the economy is highly dependent on imported steel when there is a large
iron and steel plant;

® Why the iron and steel industry in Zimbabwe is an export enclave industry;

® Why there has been little or no progress in the development of a capital goods
sector in Zimbabwe despite the existence of an iron and steel industry since
1948.

The paper aims at coming up with policy prescriptions as to how the iron and steel
industry can best be utilised to benefit the Zimbabwean economy more.

The paper is made up of a literature review of how the iron and steel industry can affect
the economic growth of other sectors, a historical review of the development of the
Zimbabwean iron and steel industry, a look at the current availability of the raw
materials used in the production of iron and steel products, a brief discussion on
production, shipment and trade in iron and steel, and the role played by Government,
and finally a summary and conclusion.



LITERATURE REVIEW

There is a common belief among most developing countries that, in order to develop, a
country should develop its own iron and steel industry.

G. Manners 1 has observed that:

..The steel industry should certainly not be thought of as a national status symbol. Nor should it be
regarded as the developing world’s economic salvation, nor as inevitably bringing wide-ranging
economic growth in its wake... It should be seen for what it is - viz. a possible but dispensable element
within a broad economic strategy of national development. In many developing countries, the market
is simply not large enough to justify local iron and steel production even with substantial tarifls.
Particularly s this true in the case of products such as sheets and plates whose production costs respond
dramatically to economies of scale. It is for this reason that a good deal of attention has been given in
recent years to the possibility of enlarging the markets of LDCs through common market agreements.
The major problems in such an agreement are the location of the industry, unsuitable currencies, and

varying tax arrangements.....

Yuan-Li Wu also noted that there are two substantial reasons that decisions on the
rate of expansion of the steel industry and its product mix are of crucial importance to
the rate of economic development:

® Steel is a principal input in construction and machine manufacture, both of
which are of crucial importance to the formation of fixed capital in the course

of development; and

e Iron smelting and steelmaking are activities requiring large initial capital
outlays and must be carried out on a substantial scale.

The first observation is a fact of life, but the second can be disputed on the grounds that
certain developing countries, notably India, have developed small mills which are
reportedly operating efficiently. Wu - also noted that the development of the iron and
steel industry by most developing countries seems to be in emulation of developed
countries most of which have one. This point is probably supported by the fact that even
when the Economic Commission for Africa (ECA) proposed in 1964 that the whole of
the West African region should be associated economically as a common market, the
question of the location of the proposed regional iron and steel industry was
problematic. All the member states wanted the proposed plant to be situated within
their territorial boundaries. Whilst some countries gave legitimate reasons why this was
to be so, others merely vowed that come what may the industry was to be located within
their territorial boundaries. This was mainly because of the economic impact which
these countries visualised the iron and steel industry to have on their domestic
economies.

It is important, however, to note that there is a high correlation between industrial
production and iron and steel production. The correlation is greater between iron and

Manners. G., The Changing World Market for [ron Ore 195080, Johns Hopkins Press,q971.
Wu, Yuan-Li, The Iron and Steel Industry in Communist China, Frederick A. Praeger, New York, 1965.

1
2
3 Ibid.



steel consumption and industrial production. (See Figures 1 and § in the Appendix).
This tallies very well with Wu’s assertion of fixed capital formation.

It is, however, possible to give an answer to the high positive correlation between the
two variables if one thinks carefully through the linkages between the iron and steel
industry and other sectors in an economy. (See Figure 6 in the Appendix). From Figure
6 it can be seen that the iron and steel industry is directly linked with sectors that provide
it with inputs and those that use its output as inputs. Indirect links also exist with service
industries such as transport, water supply, housing, hospitals, power supply, etc.

These links with the other sectors of the economy, especially the link between primary,
secondary and tertiary industries, gives the iron and steel industry its importance as an
industry capable of generating industrial activities in an economy. However, its ability
to generate industrial activities depends on the degree of interlinkage in any one
particular economy. The ability is greater if the iron and steel industry has strong links
with the capital goods sector whose output is instrumental in increasing productivity in
other sectors. It should be noted, however, that for the iron and steel industry to
spearhead industrial activity in an economy, its products must be of high quality and low
in cost since the products will inevitably compete with similar imported products. This
brings us to the question of economies of scale and plant sizes.

Table 2 in the Appendix gives a cost comparison for different steelmaking processes at
different operating levels. From the table it can be seen that as the level of production
increases, the relative importance of labour, capital and processing costs per unit
diminish in each type of steelmaking technology. An additional advantage for increasing
the level of production is the ability to fully utilise by-products like coal tar, coke, oven
gas, etc.

It is also important to note the point where diseconomies of scale start to operate as this
will assist management or the government on the question of how many plants to set up,
and what plant sizes to install. Table 3 in the Appendix shows the different optimal plant
sizes for the different mills.

It is interesting to note that the optimal scale of output is achieved at different levels of
output for different mills. From this it would follow that it is impossible to set up an
integrated plant in which optimum size equipment is used throughout; a fact which has
led most integrated plants to be multi-product plants. At this point let us turn to the
Zimbabwean case.






