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Recent increases in energy prices has led the iron and steel industry in Thailand to
reduce the energy consumption. Besides, firms in the industry substitute the use of energy
for other kinds of factors of production to reduce production costs. They aiso substitute one
type of energy for another to save total energy costs. This study intends to measure and
analyze the degree of substitution between energy use and the various kinds of factors of
production, and also study the substitution between different types of energy use. The study
estimates translog cost functions and the system of cost share equations. Data come from
the survey and interviews of steel firms in the Project” Study in Energy Benchmark of the Iron

and Steel Industry” and the study period is from 1999 to 2004.

The findings are that energy and capital inputs are highly substitutable. The use of
energy is more sensitive to its own prices and costs of capital and raw materials than the
way other inputs including labor capital, and raw materials respond to factor price changes.
Technical progress has led to raw-material-saving and labor-saving but does not save much
energy and capital input. For the study of interfuel substitution, all types of energy use are
substitutable with each other with gas and electricity having the highest degree of
substitutability. Electricity use is relatively less sensitive to its own price and the cross prices
of other types of energy than other energy inputs are. In fact, gas consumption is the most
sensitive to its own price and the price of oil. Finally, technical progress or industrial
expansion does not alter the composition of energy use by type during the period of the

study.





