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National Union of Metalworkers of South Africa (NUMSA) Submission to the Portfolio Committee on Mineral Resources and the Select Committee on Economic Development on the Review of the Mining Charter 

Introduction 

The National Union of Metalworkers of South Africa (NUMSA) welcomes this opportunity to submit written / oral comments to the PC on Mineral Resources and the Select Committee on Economic Development on the Review of the Mining Charter. The Union is aware of the objectives of the Charter to promote, interalia 

· equitable access to South Africa’s mineral wealth

· increase opportunities for historically-disadvantaged South Africans to benefit from mining 
· expand the skills base job creation
· improve living standards, particularly in regard to the conversion of single sex hostels into family units 
· promote beneficiation of mineral resources. 

Beneficiation

Of particular concern to the Union is the issue of beneficiation of mineral resources and its impact on the development of the metals and engineering sector in South Africa.  Maree et al. (2008: p 1) defines beneficiation as “the additional processing of a metal to a stage where it becomes a final product such as a machine, stainless steel utensil, or jewel. In the processing value is added at every stage of production” 

According to the Department of Trade and Industry’s Industrial Policy Action Plan (IPAP2, 2010: 58): 

The South African economy has been built upon the back of mining and electricity intensive resource-processing activities. Mining and semi-processed raw materials continue to make up a large part of SA’s export basket. Less than 10% or R40 billion of gross revenue for sales of all minerals in South Africa, amounting to R225 billion, is generated from processing of base metals, precious metals and minerals. However, this economic structure is not sustainable. Minerals are a non-renewable ‘wasting asset’ which need to be leveraged during their lifespan to build a more diversified, labour intensive and value-adding economy.

Figures released by the DTI (cited in Maree et al. 2008: 6) argue “that employment opportunities tend to be low at the milling (i.e. refinery) stage, but can become very high at the mass semi-manufacturing and final production and machine building stages”.   The following table (Table 1) from the DTI (cited in Maree et al. 2008: 6) illustrates the benefits of beneficiation:
Table 1 presents information on the carbon steel pipeline, the most important one in terms of volumes. It shows that Stages 2 and 3 are very capital intensive, with investments of R1.5 million to R8.5 million required per job. The employment-output ratio is also extremely low with only 1 to 7 workers employed per 1000 ton of steel produced. On the other hand, Stage 4, the finished product and machine building stage, is much more labour intensive. Investment per job ranges from only R0.1 million to R0.6 million while employment per 1000 ton of steel output ranges from 75 to 150 workers. Thus the potential for employment creation is far greater at the downstream finished product end of the metals beneficiation pipeline. (Maree, et al. 2008: 6) 
	Table 1. Benefits of Beneficiation: selling price, employment and investment in different stages of carbon steel 

	Nature of product
	Selling price per ton of steel ($)
	Employment per 1000 ton of steel
	Investment (R million per job)
	Stage

	Iron Ore
	30
	0.12
	n.a.
	1

	Iron
	120
	0.6
	R2m
	2

	Hot rolled Steel
	300
	1.1
	R6m
	3

	Cold rolled Steel
	                  500
	1.6
	R8.5m
	3

	Pipe and Tube
	650
	7
	R1.5m
	3

	Structural Steel
	1000
	75
	R0.1m
	4

	White Goods
	5000
	100
	R0.4m
	4

	Mining Equipment
	13000
	150
	R0.6m
	4


Source: DTI, 2005:16

The following table (Table 2) from the DTI (cited in Maree et al. 2008: 7) illustrates the “stages of beneficiation and levels achieved” for different commodities:

Currently a very small proportion of most metals is beneficiated through to stage 4 in South Africa, where most employment creation occurs. This is quantitatively demonstrated in Table 2. The table clearly reflects the overall underdevelopment of the downstream metal products industries. In each column it indicates the percentage of a particular metal that reached the stage of beneficiation indicated by the column. For instance, 100 percent of gold mined in South Africa is refined (Stage 2), but only 2 percent is beneficiated into a final product (Stage 4). The level of beneficiation of chrome, platinum, aluminium, iron ore and manganese up to stage 4 are also all extremely low. There is therefore great potential to grow the downstream higher value-added end of the metals production chain.
	Table 2. Stages of Beneficiation and Levels Achieved

	Commodity
	Stage 1

Ores / Concentrates

(%)
	Stage 2

Processed / Refined Ore

(%)
	Stage 3

Primary Manufacture

(%)
	Stage 4

Finished Manufacture

(%)

	Gold
	100
	100
	5
	2

	PGM (Platinum Gp of Mts)
	100
	100
	n.a.
	6

	Iron ore to steel
	100
	30
	30
	15

	Chrome to stainless steel
	100
	85
	9
	3

	Aluminium
	0
	100
	30
	11

	Zinc
	100
	100
	90
	60

	Manganese
	100
	50
	25
	22

	Titanium
	100
	15
	4
	Small

	Copper
	100
	100
	65
	50


Source: DTI, 2005:16

Problems that hamper the development of downstream steel production
Pricing

According to Maree et al. (2008: 2) South Africa is “well endowed with metals” with abundant reserves in platinum group metals & manganese – 80%,  Chrome – 70%, gold and vanadium – 40%. In addition the country produces iron ore and coal. However, the writers have strong views on the use of Import Parity Pricing (IPP), arguing that IPP impedes “growth and employment creation by the downstream sectors”. (Maree et al. 2008: 7)
For some time now Arcelor-Mittal has benefited from hefty steel prices (Import Parity Pricing) and as Creamer (2010) argues the steel monopoly continues to maximize profits under a new price “benchmarked model”
 that is fundamentally the same as Import Parity Pricing (IPP):

… there has been little noticeable difference between prices set under IPP and the benchmarked model.
	Table 3.    Mark-ups of basic metals prices 2003/04

	
	Carbon steel
	Stainless steel
	Aluminium

	SA net export price
	100
	100
	100

	EU price
	122
	120-139
	107

	East Asian price
	101
	113
	104

	
	
	
	

	SA buyer price
	146
	130
	105-109


Source: DTI, 2005: 51 cited in Maree et al 2008 p 8)
Electricity Pricing

According to studies by the DTI (cited in Maree et al. 2008: 8):

The primary and secondary producers get their supply directly from Eskom at pre-negotiated rates while the downstream producers have to pay higher municipal rates. The primary and secondary producers (Stages 1 and 2) are thus the main beneficiaries of the country’s competitive advantage in electricity. (DTI, 2005:52)

Apart from pricing, Maree et al. (2008: 8) identified further problems that impacted negatively on downstream producers, inhibiting the “growth of the higher value added metal sub-sector”:

· availability of skilled labour 

· training and development 
Capital Equipment / Medium & Heavy Commercial Vehicles / Catalytic Convertors 

NUMSA believes that there is enormous potential for expanding our capital equipment /M&HCV industries and that over time we should become less dependent on imports. Given that the country produces about 80% of the world’s platinum the mining of platinum group metals should provide the impetus for the development of a competitive component industry, e.g. the manufacture of catalytic convertors (used to reduce emissions in vehicles) depends on a steady supply of platinum. However if platinum continues to get exported in large volumes unbeneficiated, the chances of making South Africa a leader in the production of catalytic convertors is slim. 
NUMSA is aware that the Department of Trade and Industries (DTI) has commissioned a study of the capital equipment industry in the country, but stumbling blocks still persist around access to the MIDP – APDP incentives amongst the various interest groups – NAAMSA
 / NAACAM
 on the one side and manufacturers of capital equipment on the other. 
Common Denominators amongst stakeholders:

· using procurement / local content as instruments to leverage and develop a competitive capital equipment industry  
· beneficiation of our natural resources 

· job creation

· skills development

From interviews with a group strategist of a major capital equipment manufacturer in the country, the prospect of beneficiation is enormous:
The employment multipliers are much more as one moves from capital intensive processing to labour intensive manufacturing … There are a multitude of industries from base (such as foundries) through to advanced that fabricate and supply components and sub assemblies as you add more value so the possibilities are major
Way Forward – Towards A Revised Mining Charter
NUMSA welcomes the initiative by the Portfolio Committee on Mineral Resources (Mining) to consolidate proposals that would constitute the making of a new or revised Mining Charter. Apart from the necessity of minerals beneficiation and appropriate procurement policies, NUMSA believes that a new or revised Mining Charter must take cognizance of the following:

· to ensure that the new or revised Mining Charter does not undermine the objectives of IPAP2
· the urgent need to align the new /revised Mining Charter with the Key Action Plans of IPAP2  

· Strategic leveraging of public procurement across a range of sectors to facilitate metals beneficiation (Annexure 1):

· Metal fabrication, capital equipment and transport equipment.

· Buses and other medium and heavy commercial vehicles.

· Electronics such as set-top-boxes.

Import Parity Pricing

NUMSA repeats its call to scrap Import Parity Pricing – the new “benchmarked model” of pricing serves only to reinforce the monopolistic pricing of steel by Arcelor Mittal and must come to an end. It is imperative for government to act decisively on this matter - failure to do so could compromise our attempts to make beneficiation of our natural resources successful and frustrate attempts to develop our manufacturing base and create decent work.
References

1. 2010/11 – 2012/13 Industrial Policy Action Plan, February 2010 
2. Creamer, T  2010. “State should seize iron-ore initiative and move debate into developmental realm”. Polity, 12 March 2010  http://www.polity.org.za/article/state-should-seize-iron-ore-initiative-and-move-debate-into-developmental-realm-2010-03-12 
3. Maree, J, Lundall, P and Godfrey, S (2008) ‗The Dynamics and Skills Requirements of the Metals Beneficiation Sector‘. Paper presented at the XIV SASA Congress, University of Stellenbosch, Stellenbosch, 7-10 July 2008
ANNEXURE 1

Industry Policy Action Plan 2 February 2010

12.5 Downstream minerals beneficiation

Sector profile

The South African economy has been built upon the back of mining and electricity intensiveresource-processing activities. Mining and semi-processed raw materialscontinue to make up a large part of SA’s export basket. Less than 10% or R40 billion of gross revenue for sales of all minerals in South Africa, amounting to R225 billion, is generated from processing of base metals, precious metals and minerals. However, this economic structure is not sustainable. Minerals are a non-renewable ‘wasting asset’ which need to be leveraged during their lifespan to build a more diversified, labourintensive and value-adding economy.
Key opportunities

Significant opportunities already exist or are being operationalised including the use of PGM metals in emissions control (catalytic converters) in the auto industry. Others will be finalised and prioritised through the value chain studies and strategic action plan of the DMR, especially the Level 4 beneficiation opportunities.

Constraints

· Monopolistic pricing of certain minerals and most semi-processed raw materials,

such as steel and chemicals in the form of import parity pricing.

· Many producers are ‘locked in’ to long-term supply targets of basic commodities.

· Security and cost of energy supply.

· Limited research and development and requisite skills.

· Existing trade barriers in some prospective target markets for beneficiated products

limit potential access to these markets

· The spatial location of mining operations relative to established manufacturing

centres and the lack of infrastructure linking the two.

Key Action Programmes (KAPs)

12.5.1 Setting minimum beneficiation levels for key commodity chains

Nature of the intervention: The Department of Mineral Resources (DMR) to establish and define minimum levels of beneficiation for each of the 10 selected commodities.This will lay the foundation to create specific value chains, including in 5 instances up to the fourth level of minerals value addition.

Economic rationale: This will lay the foundation to create specific value chains,

including in 5 instances up to the fourth level of minerals value addition.

Key milestones:

· 2010/11 Q1 – Q4. DMR to convene commodity workshops and finalise minimum levels of beneficiation for ten commodity chains.

· 2011/12 Q4. Identify downstream beneficiation ‘offset opportunities’ arising from Mining Charter

Lead department: DMR

Supporting departments/agencies: DTI, EDD, DST

12.5.2 Gold loan scheme to promote jewellery production

Nature of the intervention: A financing mechanism to enable jewellers to acquire gold from the lending institution(s) at a competitive interest rate and stable prices.

Economic rationale of the intervention: The cost of holding costly precious metals / minerals such as gold is a major deterrent to development of the jewellery sector.

Outcomes: Increased investments in gold manufacturing activities, increased number of SMEs, increased foreign exchange through increased exports and increased employment.

Key milestones

· 2010/11 Q2: Finalisation of the architecture of the financing mechanism.
· 2010/11 Q3 – Q4: DTI with assistance from IDC to finalise the administrative

functions with the refineries and appoint the main administrator.

· 2011/12 to 2013/14: DTI together with the financier (IDC and refineries) will roll out the programme to industry.

Lead department: DTI

Supporting departments/agencies: NT, IDC and DMR
� According to Creamer (2010)  the new model “sets domestic selling prices after an analysis of domestic selling prices in four markets (the US, Germany, Brazil and China) and then adjusting these to its expectations for the South African currency for the forthcoming month. 





� NAAMSA – National Association of Automobile Manufacturers of South Africa


� NAACAM – National Association of Automotive Component and Allied Manufacturers 
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