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MARKETING

Claseifioution of Ore For ‘asport

The iron-ore ex . ortad from Kulsya is olzesified undsr the
fecllowings

i) Regnetite. Msgnetite Les an iron content

of sbout 60, to 647 . 1t is the highest grede
iron-ors found anyvhere in the world. in

feleya, however, ihere is little trzoe of magnetite
end 88 such very little of such tyye of ore is
being exporied.

ii) Hesemstite. Hsemstite comteine an iron
content of :bout 504 t¢ 605. This ore is the
most common lype of ore mined in Kelaeye.

iii) Limonite. Limonite ie the lowest grede

ore of the three. It has en iron content of

ebout 357 end although it mey be found in abundenoe,
limcnite has little vilue.

Todey, zll the iron-ore exported from Meleye to Japan is
meinly heematite. Im foot it is diffioult to sell to Jepeng
przoiioslly the sole buyer of our iron-ore, one of tn inferior type.
#is such Limonite hes no market st sll. Current Japznese steel mills
specifioction, pleoss the minimus iron content st around 58;. Thie
hes resulted in beneficction in ores where the esrth impurities zre
excessive. Thus every mine in Mainys hes & washing plant.

The recson behind Ju en's preference for hich #rede cnes
is thet they reduce the cost of smelting. This has given rise to
nixing of orss in Meleys. Should benefiottion prove to be insuffiosient
to produce the required percentscre, then hizher percentere oxs ie
obituined &nd mixed with it in order to wohievs the required iron content
stcted in the contriot,

Gontreot Bu

Ihroughout the world, iron-ore is bought on ihe basis of
long term contiects involving bulk purcheses snd scles exoept in those
cca:® when the iron mines ere owned Ly the steel CORPENies. in Hela &,
dontreots are under normel oiroumstcnces made znd renewed eanuelly
exoert in the czse of the lerger mimwe. The tastern Hining and Metzls
Gtag Ltd, for exumple,heve aamtra?ts which lasts & few esnrs.




There are two rexsoms why iron-ore is =zold by ocvntrscts.

Pirstly, on the side of supply, iron miners went to be sure
of a market for their product sinoe there are, in the world, s limited
number of lsrge iron smeltin; ooncerams but mEny numerous small iron
mining companies. Therefore, it is esmsentisl that the mines must
find ¢ definits ocutlet for &t lea=st o mejor preopertion of their
produotion.

Secondly, on the side of demund, buyers sre eju:lly concerned
about havins & oontimucus su ply of their raw mutericle of & definite
quelity in reletion with the demend of their plants. Im feot, this
hes led to many steel mills involving themeselves in the production
of iron-ore or providince other frailities to produceres such s fleets
of occesn-going speocisl purpose ore osrriers. In cther oocuntries,
long term bulk buying hee slso ziven rise to the estzblishment of
centrecl dbuying orgenisstione. For exsmple, in Enpland, there existe
the British lron and Steel Corporstion (Qres Ltd., whioh hesndles &ll
the imported iron-ore.

But in ocontract buying snd selling, manmy problems are involved.
For ex:mple, there i® always the nedeusity tc see that the produscers
have the intention of honmocuring their contracts. As contracting
perties are quite distsat from one enother, there esrises the need for
rgpresentztion on the pert of 2t least one of the pertiee in either
the imporiing or exporting eountry. Direct representstion by the
steel mills im not Cone bectuse thess mills import from & veriety of
oountries g0 that direct involvment will be beyond the ospabilities
of existing facllities available in the import department of these
miils. In Hslays, representztion is made by the Jepanese Trading
Compenies on behalf of the steel mills.

Buying in bulk by contracts crn orecte an adventage for the
buyer or seller. Where the adventege lies, however, depende greatly
on the relative bargsining power of the oconirscting perties. If the
country is the sole buyer of the ocommodity, then. due to ite monop-
sonist position, it will be ab.e to dioctate 1%®s own terme to & larger
extent. In this respect; Jrpem has a greater adventsge as & buying
souniry for Hs.ayan ore becszuse in this pert of the world, Japen
le the only mejor importing country of iron-ore while there sre Reny
osountries supplying that bueie raw msterisl.

The Hczture of Prices

The bBuying 2nd selling of iron-ore by sontrazote vive rise
to the feot that within the pericd of the stated sontreot, which is
normally e yeszr, the price of the iron-ore ies relatively fixed. The
price psid is based on & given rute for every ome per cent of iron
content in ev-ry ton of iron-ore. There is :lways a basio iron-
content level set for every mine to feoilitate csloulation =0 that
the totel prioce peid will be equel to the rate for evVery one per cent
of iron-content multiplied by the besic iron content level of that
mine. However, the exsot ircn content lev:l is never achieved.
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In frzot, it ie mere co-inoidence if the iron-ocnient level in the
shipment of iron-ore is exzotly the same as the besic level atated in
the contreot. iny devietion from the sgreeiu upon bssic irom—oontent
level in the ore will be sahsfctsd to a penelty if it is below and will
enjoy & bonus if it is &bove. Therefors, during the period of the
contrsot, the only feotors thet oen very the price of per tom ggreed
urcn are the bonue snd penuclties. In othsr words, variation froma

the contrrot iron content level ie the only fsotor thet will affect

the price per ‘on exported from ‘he mines during the yericd of the
gontreot.,

Inorees-s end decresses of ;rice from ye:r (o yesr however,
asn be of apprecisble mousmitude. This veriation is besiocelly due teo
chzn:es in the supply-dem:znd relatiomship betweon Melayen: axporters
snd Jeponess importers.

i) The existence of e Stockpile. This is one

of the fsotors that gen affesct the price of iron=-
ore in the wmontrsot. 4 lerge stookpile weakens
the bergcining power of eny mine and tends to
d:mpen the price offered for iron-ore in a contract.
In faot bergeining power is pertly e funotion of

the szize of the stookpile, vaeryin: inversely ¥lth
1t.

ii) 'he Monopsonistio Buyim: Fosition of Jepan.

In Mzlays we have & situation where the many iron
mining com; snies are competing for the patronage

of & single buyer. In faot,; slthough Japen has
meny iron and steel mills buying of ore, oollusion
cmorny: buyers have made the market monopsonistio.
This monopsonistic structure of the market is en
importent faotor oontrolling the prioce of Hezleyan
iron-ore. It is e fecture inherent in such &
nerket situstion. There is tn excess of suppliers.

1i11) Jepanese Invoivement in Production. The
third fzotor that hew effect on yrice is that some
of the iron snd stesl millse in Japan are directly
involved in the production of irom-ore in MHeleys.
By formins joint ventures with locel producers or
by working the minee under oontrascts, Japanese
iron and steel mills or their representatives have
some to control part of Mclaya's Production of
iron-ore. Thus they heve & sty on the price of
the iron—-ore whioh they sell.

lThin will be explsined later on in psge 33, footnote 5.

21n sertzin yesrs the stookpile in Melsys oem be sppreciebly
lsrge. For instance, at the end of 1963, the stookpile stocod &t over
264 of totcl export of iron—ore from Malsys in that year.



The Method of Determini

s Comtre:t Frices

Although Japsr buys iron-ore from many countries of the
vorld, the o.i.f. value of the ore in Jspanese ports is almost the
scme mo matter from which oountry the ore comes. In 1964, the c.i.f.
price for iron—-ore puid by the steel mills is U.5 21 cente for every
one per cent of iron in every dry lomr ton on the average. Thue,
ziven the tremsport ooste it is possible t¢ determine rou; hly the
f.o.b. vilue of the ore for erch mine. However, the U.S. 21 ocents
for every vme per ocent of iion per dry long ion is by no mesns &
set firsure. There ere fzotors which mey cause devistion from this
prioce.

i) Impurities in the lion-ere. Impurities effeot
prices dependins on the gusntity and type. The
iesser the smount of unwented impurities, tihe
higher the price. In faoty, the quentity of
jmpuritiee is =0 importeant thet if & eshipment

of ore conteins more then & certsain aaxigus,

Jrpan osn refuse to socept the shipment.” In

the sBettin: of the maximum levels for ihe different
impurities and the smount deductable, very much
dependa on the terme &creed upon im the ocontreot.

i1) The Relstive Bargainin: Power. This also
determines the price for the iron-ore obtained.
The sellers' merket for this commodity is very
imperfect smi ee suoh the price whioh any seller
sets is dependent on the ebility and oondition

of the mineg io bargrin with the buyer. Under
such oircumstsnces lsr-er producers like the
Esstern Minim: and Metels Co., Ltd. whioh produces
sround 1/10th of totzl export of iron-ore in

1963 will have & better burg:ining position.

iii) The Expeoted Life of the Nime .  The expeoted
life of the mine also has nome effect on prioe.
Owing to the feot that it is more convenient to

buy from & partioular mine sontinucusly, buyers

mey ofier sliyhtly more favourable prices. Eines
whioh oen only produce for a limited number of
yerrs for exemple, vwill not be atiractive 1o

buyers snd o o:zn sell their ore only at a lower
price.

3& 1ist of the more importent impurities and their respeo-
tive pcinte of rejeotion sre: Tin - C.5%, /irsenio - 0.53, Sulphur -
0.10%, Phosphorous - U.10x per ton. Although taese levels &re not
get they are the ones most communly used.




iv) The Oscgraphiosl Posjtion of the Hime. This
footor is guite distimot fiom the other three because
it does not directly affeot the e.i.f. vilue while
the others do. This factor only changes the f.0.b.
price p2id to the miners. “ith 2 set 6.i.f. velue
(efter considerstion hus been riven to the relevant
¢bove mentioned faoctore,, the f.o.b. velue will

viry in en inverse mamner with the distanoe of
oversere transport. This will mern that mines
which 2re nesrer to Japan will have the benefit

of lower trensport costs and thus nsve & hicher
f.o.b. price. in reocent yeirs, however, tlthowh
the rsopr: zphieel position of the mine is atill
importont, it nes lost some of its influence on
f.0eb. vrlue beosuse of the incoreécsing use of
speciclly desisned ore carriers which have tremen-
doeusly reduced the cost of lomy rince oversess
trrpsportstion of iron~-ore.

Therefore, the value per ton ¢f iron-ore
doepende bzeioclly on the iron content of the ore
itself but there tre severnl frotore which may
otuce different prioces bein- sttsched to ore wiih
ihe sime iron content.

In Muleya, eroh mine acoordingly have
¢ set basio iron oontent level. The setiing of
this brsio level is done after the buyer hao sent
£n engineer out from Japan to do & survey on the
quality of the ore. Unce the bssio level hsas
been ssreed upon, the prise per ton paid to the
giners will be oslouleted by nmultipiying the
price (c.i.f.) pur cne per cent of iron oontent.
iny divergence from the busio iron oontent ievel
thet has besn wrreed upon in every ton of the
iron-ore exported, will be subjected to either &
pemclty or s bonus. raetee of penalty and bonus
vary for individusl mines but the most common
rete in Malaye is & bonus of plus U.S. 30 ocents
for ev:ry ex-ess of one per cent of iron content
tbove the besioc level and minus U.. 40 ocents for

413 this context we must remember thst mangenese whioch is
e desireble element in iron-ore is riven considerztion. kEvery one
per ocent of menzenese is rlwsys culoulsted ¢& more than one per
cent of irom but here sgpein it all depends om the oconditions ststed
in the contrxzot.




every one per, cent iron ocontent imsuffisiency
in sveyry Lon.”

5Belew is8 an exrmple to i1ll.strate the pricing of irom-ore
in Meleysn Kines.

Gedofe vilue is U.5. 21 cents for eveiy 15 of iron content in every
ton (efter oonsiderction hue becn siven to impurities ind the other
feotore mentioned. )

B:sio iron scontent level is 58% for the mine. Actuzl iron content
level 48 60
Therefore, u.i.f. value per iton e 50xZ1 cents per ton

o U0, 712,16 = Mzl.336.54 or {37.00
Trunsport charires, Kalays to
Jupan trinsocesn w Mel., $14.00 per ton
Therefore, f.o.b. vilue = Bel. 23,00 per ton besed on basio

iron sontent level of 5.
But soluel iron centent level of the ore export:d is 605, Therefore,
bonue of 2; exoess. V
fonus rete » U.de 30 cents per 17 in per ton.
Therefore 2, excess « U.L. 60 cents = Ksl. 81.00
Totel fevebs vilue becomes Mulsyen sﬁ}.g& plus
i.80

24.80

Irice per ton received by mine is Malayan $24.80 per ton.



