ANNUAL SURVEY CONCERNING
COMPETITIVE CONDITIONS IN
THE STEEL INDUSTRY AND
INDUSTRY EFFORTS TO
ADJUST AND MODERNIZE

Report to the President on
Investigation No. 332-209
Under Section 332 of the
Tariff Act of 1930

USITC PUBLICATION 2226

OCTOBER 1989

United States International Trade Commission
Washington, DC 20436



UNITED STATES INTERNATIONAL TRADE COMMISSION

COMMISSIONERS

Anne E. Brunsdale, Chairman
Ronald A. Cass, Vice Chairman
Alfred E. Eckes
Seeley G. Lodwick
David B. Rohr
Don E. Newquist

Office of Industries
Vern Simpson, Acting Director

This report was prepared principally by

Laszlo Boszormenyi
James Brandon
Richard Brown
Nancy Fulcher

Karen Laney-Cummings

Chandrakant Mehta

Mark Paulson
Ann Reed
Anna Mae Toth
Charles Yost

Minerals and Metals Division

Address all communications to
Kenneth R. Mason, Secretary to the Commission
United States International Trade Commission
Washington, DC 20436



NOTE

The whole of the Commission’s report to the President may not be made public since
it contains certain information that has been classified by the United States Trade
Representative or would result in the disclosure of the operations of individual concerns.
This published report is the same as the report to the President, except that the
above-mentioned information has been omitted (as indicated by asterisks) or combined
with data from related product categories to ensure confidentiality.



il



PREFACE

On March 8, 1985, the United States International Trade Commission instituted
investigation No. 332-209, Annual Surveys Concerning Competitive Conditions in the
Steel Industry and Industry Efforts to Adjust and Modernize. The investigation,
conducted under section 332(g) of the Tariff Act of 1930 (19 U.S.C. 1332(g)), is in
response to a request from the United States Trade Representative, at the direction of
the President (app. A).

This report is the last in a 5—year annual series that reports on competitive conditions
in the steel industry and industry efforts to adjust and modernize. The survey compares
the period July 1, 1988-June 30, 1989, with the 12-month period ending June 30, 1988.
The data in the report cover U.S. producers’ capacity, production, and shipments, as
well as certain financial and employment information for 22 carbon and specialty steel
products. Also presented in the report are data on U.S. producers’ and importers’
prices, as well as data on unfilled orders and inventories of the subject products.

In addition to the reported data, the report provides certain information for the
12-month period ending September 30, 1989 on: (1) the extent to which the major
companies of the industry have committed, or will have committed, their net cash flow
from steel product operations for purposes of reinvestment in, and modernization of, the
steel industry; (2) actions taken by the major companies to maintain international
competitiveness, and (3) the extent to which each of the major companies has
committed, or will have committed, not less than one percent of net cash flow to the
retraining of workers. Information on world steel pricing, labor issues, and financial
developments is also provided.

Notice of the investigation was given by posting copies of the notice of investigation at
the Office of the Secretary, U.S. International Trade Commission, and by publication of
the notice in the Federal Register of March 20, 1985 (app. B).

The Commission collected data and information from questionnaires sent to 84 raw
steel producers and 88 importers of the carbon and alloy steel products subject to the
investigation. Responses were received from 73 producers and 71 importers. Producers
accounting for approximately 91 percent of U.S. raw steel production during July 1,
1988-June 30, 1589 and importers accounting for 36 percent of imports of the subject
products submitted data to the Commission. The producers which responded to the
Commission’s questionnaire are, with few exceptions, the same companies which
responded to the previous survey; data are therefore generally comparable. Tables from
previous surveys which contain revised data appear in Appendix H.
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EXECUTIVE SUMMARY

Industry Conditions

During July 1, 1988-June 30, 1989 (as compared to the previous 12-month period):1

Shipments of the carbon steel products subject to the Commission’s investigation
increased by 3 percent, while shipments of specialty steel products decreased by
4 percent. The unit values of these shipments increased by 6 and 42 percent,
respectively. Capacity utilization levels increased or remained constant for most
operations, the exceptions being structural shapes (down 8 percentage points)
and pipes and tubes (down 14 percentage points) in the carbon sector and
continuous casting (down 2 percentage points) and sheet and strip (down 7
percentage points) in the specialty sector.

Net Profits as a percent of sales were 8 percent in the carbon steel sector, up
almost two percentage points from the prior period. Profits as a percent of sales
in the specialty steel sector increased from 12 percent to 15 percent. Pre-tax
profits, excluding extraordinary and non-recurring items, increased by almost a
third, to $3 billion.

Debt ratings for the industry continued to improve, after reaching low points in
the mid-1980s. On average, bond ratings for steel companies were Ba3, still
indicating some level of speculative risk. One company, East Texas Steel
Facilities, Inc., (formerly Lone Star Steel) was forced by creditors into
involuntary bankruptcy during the period. Three integrated companies (LTV,

- Wheeling-Pittsburgh, and Sharon Steel) continued to operate under the

protection of bankruptcy laws throughout the period.

Prices for domestically produced carbon and certain alloy steel products showed
no discernible trend during the current reporting period. Of those products
registering increases, the largest increase (5 percent) occurred in carbon wire,
whereas semifinished products and oil country tubular goods recorded the largest
price declines (8 percent and 12 percent, respectively). In specialty steel, survey
results indicated domestic price increases ranging from 6 to 11 percent, with the
largest relative increases recorded in semifinished products (11 percent) and
wire (10 percent). These increases were driven primarily by escalating raw
material costs.

Changes in import prices generally followed domestic price movements during
the current reporting period. However, the largest import price increases for
carbon and certain alloy products occurred in rails and related products (17
percent) and line pipe (15 percent). The largest price decline was recorded in
wire products (31 percent). U.S. importers’ prices for specialty steel rose in all
product categories for which data were reported, with the largest import price
increases occurring in stainless pipes and tubes (25 percent).

Exchange rate changes among major steel-producing countries continued to
result in wide variations in world steel prices during the first half of 1989. The
price of cold-rolled sheet in major producing countries, for example, varied from
a low of $449 per ton in the EC to $616 per ton in Japan. In the U.S. market,
the combined effects of the steel VRAs, a weaker dollar, and improvements in
production technology resulted in a narrowing of the difference between
domestic and import prices. In January 1987, 20 percent of U.S. steel service
centers surveyed by the Steel Service Center Institute (SSCI) reported that
foreign mill steel prices for carbon steel products were 6 to 10 percent below
U.S. delivered prices. During December 1988, however, 80 percent of the
service centers reported to the SSCI that foreign mill carbon steel prices were
equal to or 5 percent higher than U.S. prices.

1 A broader perspective, which compares current period information with base year data (i.e., July 1,
1984-June 30, 1985), is provided in the “Industry Conditions” section of the report (see pages 1-3).
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Issues
°

Employment in the industry decreased by slightly less than 2 percent, with the
largest relative decreases occurring in pipe and tube operations (29 percent) and
wire rod, wire, and wire products (15 percent). Labor productivity in the
industry increased by 5 percent as the ratio of man-hours per ton shipped in the
carbon steel sector (adjusted for changes in inventories) fell from 4.2 to 4.1.

Modernization efforts proceeded as steel companies continued to invest in new
and upgraded equipment. For example, reported continuous casting capacity in
both the carbon and stainless steel sectors increased by about S percent over the
prior period. Capital expenditures for the industry as a whole increased 65
percent, to over $2.5 billion for the year, and research and development
expenditures rose almost 17 percent from the previous year’s level.

A small number of minimills, implementing recently developed technology, are
moving into higher value-added segments of the market, such as those for special
quality bars, wide flange beams, and sheet. This development is expected to
significantly impact the domestic market, as minimill companies win market
share from integrated producers and imports in these product areas.

Exports by U.S. steel producers increased 83 percent in 1988 over the previous
year. The enhanced competitive position of U.S. products was a result of
modernization of domestic facilities and upgrading of product quality, coupled
with favorable exchange rates and strong demand abroad.

An examination of conditions in the specialty steel segment of the industry
during 1983-88, a period during which the industry received import relief,
revealed considerable improvement in a number of key areas, including demand
levels, financial performance, and capacity utilization. The specialty steel
industry has undertaken significant restructuring since 1983, including
acquisitions, company divestitures, management buyouts, reorganizations, and
termination of operations. Improvements in production efficiencies, cited by
producers as a common goal of many of the initiatives, appear to have been
achieved through the vertical integration of operations and the concentration of
production in more profitable product lines.

Adjustment of major companies

Following is information relating to the cash flow, and cash flow commitments
(including commitments for the retraining of workers) of the major steel companies for
the 12-month period ending September 30, 1988.2

During the period October 1, 1988-June 30, 1989, major companies’ cash flow
totaled $1.4 billion, while net steel-related expenditures equaled $1.5 billion.
Projections provided by companies for the remaining July 1-September 30, 1989
period indicate that cash flow will show a relative decline and expenditures will
show a relative increase, when compared with the three previous quarters. In
addition to current period expenditures, companies indicated a substantial level
of post-period spending commitments, focused primarily on capital equipment.

Almost all companies with positive earnings reported retraining expenditures in
excess of 1 percent of net cash flow during October, 1988-June 30, 1989, a
relationship which is projected to be maintained through September 30, 1989.
The sole exception was Nucor, which is in a hiring position.

Virtually all of the expenditures on retraining by the major companies related to
current workers. Only two companies reported expenditures for retraining
former workers, and the sums were negligible.

2 Under section 806 of the Trade and Tariff Act of 1984 (P.L. 98-573), the President is required to
make an annual determination to the Committee on Ways and Means of the House of Representatives
and the Committee on Finance of the Senate as to whether the major companies of the steel industry
have, taken as a whole, committed substantially all of their net cash flow from steel product operations
for purposes of reinvestment in, and modernization of, the industry through investment in modern plant
and equipment, research and development, and other appropriate projects, such as working capital for
steel operations and programs for the retraining of workers. A determination must also be made as to
wfhethei: each of the major companies committed not less than 1 percent of net cash flow to the retraining
of workers.
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Conditions And Adjustment in
The Steel Industry

Highlights

Statistical highlights of the carbon steel
industry (i.e., producers of carbon and certain
alloy steel products), and certain segments of the
specialty steel industry (i.e., producers of certain
stainless and alloy tool steel products) are
contained in tables A and B on the following
pages.! 2 The tables are based on information
supplied by producers in response to Commission
questionnaires and reflect data for the 12-month
periods ending June 30, 1985 (1984/85), June
30, 1986 (1985/86), June 30, 1987 (1986/87),
June 30, 1988 (1988/89), and June 30, 1989
(1988/89).

' See appendix C for a description of the products subject
to the investigation.

2 On July 16, 1987, the President announced his decision
to extend imgon relief to the specialty steel industry from
July 20, 1987, through September 30, 1989.
Modifications made to the relief as the result of the
negotiation of voluntary restraint agreements are to
remain in force. See Appendix I for details on the
provisions of the current import relief. For a fuller
discussion of the specialty steel industry’s efforts to

Table A

U.S. Producers’ Capacity, Production
and Capacity Utilization3

Carbon and Certain Alloy Steel

Following last year’s production increases,
U.S. production of carbon and alloy raw steel
increased for a second year during the 1988/89
period, with production totaling 92.1 million tons
(app. D, table D-1). This was an increase of
roughly 1 percent from the level of 91.5 million
tons produced during 1987/88. Capacity
increased by almost the same percentage, yielding
a capacity utilization rate of 84 percent, equal to
that in 1987/88 (table 1). Most product
categories showed either increased or virtually
constant capacity utilization. Lower capacity
utilization was reported for producers of pipes
and tubes, and structurals. These lower utilization
levels were due to low demand levels for pipes
and tubes, and significant expansion of capacity
for the production of structural shapes.

2—Continued

adjust and modernize, see the section of this report
entitled “Key developments in the specialty steel
industry, 1983-88" or the Commission's Annual Survey
on Certain Stainless Steel and Alloy Tool Steel (Inv.
332-167, USITC Publication 2173, March 1989).

3 Detailed data on U.S. producers’ capacity, production,
and capacity utilization during July 1, 1988-June 30,
1989 are presented in app. D.

Carbon and certain alloy tool steel:! Statistical highlights, by items and by specified periods, 1984/85 to

1988/89
Average
annual
Percentage rate of
change, change,
1988/89 1988/89
from from
Item 1984/85 1985/86 1986/87 1987188 1988/89 19871882 1984/85°
Raw steel:

Production (1,000 tons) .. ... 79,967 83,176 73,560 91,634 92,123 0.6 3.6
Capacity (1,000 tons) 126,548 122,540 110,488 108,679 109,074 .4 -3.6
Capacity utilization

percent ............... 63 68 67 84 84 (4) (4)
Shipments® (1,000 tons) ...... 61,244 65,171 61,771 72,844 75,358 3.5 5.3
Production and related

workers:

Average number
(1,000 hours) ............ 175 162 137 148 145 -2.0 -4.6

Manhours (million hours) . ... 352 339 286 308 308 -3.3

Wages (million dollars) ...... 5,241 5,275 4,421 4,778 5,014 4.9 -1.1

Financial:

Net sales (million dollars) 28,542 o 25,803 34,979 37,055 5.9 7.7

Pre-tax profit or (loss)

(million dollars) .......... (1,027) bl (1,748) 2,324 3,039 30.8 (4)
Return on sales (percent) ... -3.7 -4.1 -6.8 6.6 8.2 (4) (4)
Capital expenditures

(million dollars) .......... 2,398 1,822 1,173 1,468 2,467 68.1 7
Research and development

expenditures

(million dollars) .......... 114 96 81 113 128 13.3 2.9

! Certain alloy steel refers to alloy steel other than stainless or alloy tool steel.

2 Calculated from unrounded data.

3 Compound annual growth rate, 1984/85 to 1988/89.

4 Percentage change not calculated.

¢ Shipment figures are not directly comparable with raw steel production data, since a significant quantity of scrap is

generated in processing raw steel into finished products.

products.

Moreover, shipment figures do not include certain cast

Source: Compiled from data submitted in response to questionnaires of the U.S. International Trade Commission.



Table B

Certain stainless and alioy tool steel:' Statistical highlights, by items and by specified periods, 1384/85

to 1988/89
Average
annual
Percentage rate of
change, change,
1988/89 1988/89
from from
Item 1984/85 1985/86 1986187 1987/88 1988/89 19871882 1984/85°
Raw steel:

Production(1,000 tons) ..... 1,673 1,558 1,717 1,836 1,712 -6.8 0.6
Capacity (1,000 tons) .... 2,677 2,505 2,568 2,582 2,385 7.7 -2.8
Capacity utilization

percent ............... 62 62 67 71 72 (4) (4)
Shipments® (1,000 tons) ...... 1,076 1,033 1,155 1,408 1,357 -3.6 6.0
Production and related

workers:

Average number
(1,000 hours) ............ 13.2 12.8 11.5 12.1 12.4 2.2 -1.6

Manhours (million hours) .... 26 25 23 26 27 4.5 0.9

Wages (million dollars) ...... 418 378 376 435 460 5.7 2.4

Financial:

Net sales (million dollars) 2,084 bl 2,045 2,882 4,086 41.8 18.3

Pre-tax profit or (loss)

(million dollars) .......... 83 el 182 356 627 76.1 65.8
Return on sales (percent) ... 4.0 2.7 8.9 12.4 15.8 (4) (4)
Capital expenditures

(millions dollars) ......... 132 80 57 66 79 18.8 -12.0
Research and development

expenditures

(million dollars) .......... 18 17 15 15 23 53.3 6.3

' Certain stainless and alloy tool steel refers to semifinished stainless and alloy tool steel products, stainless steel
plates, stainless steel sheets and strip, stainless steel wire, and stainless steel pipes and tubes.

2 Calculated from unrounded data.
3 Compound annual growth rate, 1984/85 to 1988/89.
4 Percentage change not calculated.

& Shipment figures are not directly comparable with raw steel production data, since a significant quantity of scrap is
generated in processing raw steel into finished products. Moreover, shipment figures do not include certain cast

products.

Source: Complled from data submitted in response to questionnaires of the U.S. International Trade Commission.

Certain Stainless and Alloy Tool Steel

Stainless and alloy tool raw steel production in
the U.S. declined approximately 7 percent
between reporting periods to about 1.7 million
tons (app. D, table D-1). Capacity decreased by
a slightly greater percentage to 2.4 million tons in
1988/89 (down from 2.6 million tons in
1987/88). These changes resulted in a slight
increase in capacity utilization for producers of
stainless and alloy tool steel from 71 percent in
1987/88 to 72 percent in 1988/89. Capacity
utilization grew in all product lines except
stainless steel sheets and strips (table 1),
reflecting in part growth in demand for stainless
products.

U.S. Producers’ Shipments4

Carbon and Certain Alloy Steel

U.S. producers’ shipments of carbon and
certain alloy steel continued to increase in
1988/89, totaling 75.4 million tons, an increase of

4 Detailed data on U.S. producers’ shipments during July
1, 1988-June 30, 1989 are presented in app. D.

2.8 percent over shipments of 73.3 million tons in
1987/88 (table 2). The unit value of these
shipments increased by 5.5 percent during the
period, from $445 per ton during 1987/88 to
$470 per ton during 1988/89. The largest relative
increase by quantity, 22.5 percent, was in
shipments of rails and related products.
Shipments of bars by companies reporting this
year were generally up over the last period.
However, the failure of certain bar producers to
report for this period yielded a decrease in

aggregate shipments of 2.8 percent when
compared with last year.
Certain Stainless and Alloy Tool Steel

After increasing during 1987/88, U.S.

producers’ reported shipments of certain stainless
and alloy tool steel decreased by almost 4 percent
in 1988/89 (table 2). In terms of quantity,
shipments of stainless semifinished products
showed the greatest increase, rising by 31.5
percent, while reported shipments of sheets and
strip declined by 12.3 percent.5 The unit value of

8 The decline in sheet and strip shipments is believed to
reflect the reduced level of response to this year's
questionnaire rather than an actual reduction in
shipments.



Table 1

Certain carbon and alloy steel: Changes in U.S. producers’ reported eapaclt%and production, and

capacity utilization, by selected operations, July 1, 1987 - June 30, 1988 (198

June 30, 1989 (1988/89)

88) and July 1, 1988 -

Capacity utilization
Item Change in Change in
capacity production 1987/88 1988/89
Percent
Certain carbon and alloy steel:!’
Cokemaking facllities .................. -1.6 2.8 85 89
Ironmaking facilities ................... 1.0 7.1 78 83
Steelmaking facilities .................. 0.4 0.6 84 84
Continuous casting .................. 5.5 7.0 87 89
Products:
Sheets and strip2.................... 0.6 1.3 80 80
Plates ........................ e 3.7 0.7 61 60
Bars2® ...... .. i -13.4 -12.4 80 81
Structural shapes and units ........... 11.7 0.2 80 72
Pipes and tubes? .................... 3.0 -23.1 55 41
Ralls and related products ............ 2.4 25.8 46 56
Wire rod, wire, and wire products* .. ... -4.3 -5.0 76 76
Stainless and alloy tool steel:
Steelmaking facilittes .................. -7.7 -6.8 7 72
Continuous casting .................. 5.6 3.3 87 85
Products:
Plates .............ciiiiiiiinnnnn, -5.2 -0.4 69 73
Sheets and strip® .................... -3.8 -10.6 95 88
L TP -0.5 9.5 82 90
Pipes andtubes ..................... 5.3 21.7 66 77

! Certain alloy refers to alloy steel other than stainless and alloy tool steel.
2 Weighted average of subcategory products.
3 Changes may be due to reporting coverage.

4 Weighted average of wire rod, wire, and wire products.
Source: Compiled from data submitted in response to questionnaires of the U.S. International Trade Commission.

Table 2

Certain carbon and alloy steel: U.S. producers’ shipments of selected groducts, and the unit value

of those shipments, July 1, 1987 - June 30, 1988 (1987/88) and July 1, 1

88 - June 30, 1989 (1988/89)

Shipments Unit value of shipments
Item 1987188 1988/89 Change 1987188 1988/89 Change
Short tons Percent Percent ton Percent
Carbon and certain alloy steel:!
Semifinished ............... 2,899 2,976 2.7 $289 $301 4.2
Sheets and strip ........... 40,099 42,888 7.0 480 479 -0.1
Plates .................... 4,813 4,851 0.8 465 492 5.9
Bars?2..................... 12,326 11,985 -2.8 366 404 10.4
Structural shapes and
units ........ ..., 5,135 5,047 -1.7 376 404 7.5
Pipes and tubes ........... 3,171 2,555 -19.4 713 742 4.1
Ralls and related products . .. 557 682 22.5 502 516 2.8
Wire rod, wire, and
wire products ............ 4,318 4,374 1.3 377 376 -0.4
Total ................. 73,317 75,358 2.8 445 470 5.5
Stainless and alloy tool steel
Semifinished ............... 166 218 31.5 2,040 2,841 39.3
Stainless steel:
Plates .................. 202 220 8.9 2,030 2,976 46.6
Sheets and stripz . .. . 988 866 -12.3 1,984 2,823 42.3
re ...t 32 32 1.0 3,577 4,220 18.0
Pipes and tubes 20 21 2.8 3,886 5,433 39.8
Total ................. 1,408 1,357 -3.6 2,061 2,925 41.9
Grandtotal ............ 74,252 76,714 3.3 476 513 7.7

! Certain alloy refers to alloy steel other than stainless and alloy tool steel.
2 Changes may be due to reporting coverage.

Source: Complled from data submitted in response to questionnaires of the U.S. International Trade Commission



such shipments registered an increase of 42
percent, growing from $2,061 per ton during
1987/88 to $2,925 per ton during 1988/89. Unit
values increased for all stainless steel products.

U.S. Producers’ and U.S. Importers’
Unfilled Orders and Inventories and
U.S. Importers’ Imports6é

Carbon and Certain Alloy Steel

U.S. producers’ unfilled orders as of June 30,
1989 totaled 10.9 million tons. With June 30,
1989 inventories totaling 7.1 million tons, the
ratio of inventories to unfilled orders was 0.66
(app. D, table D-2 and table 3). This ratio
increased slightly from the 0.63 ratio posted on
June 30, 1988. Large increases in the ratio of
inventories to unfilled orders occurred in bars (up
95.7 percent), structural shapes and units (up
147.2 percent) and rails and rail products (up
34.9 percent). Decreases in the ratio were posted
in all other product areas.

The U.S. importers who responded to the
Commission’s questionnaire reported imports of
carbon and certain alloy steel products of 7.2

¢ Detailed data on U.S. producers’ and U.S. importers’
unfilled orders and inventories as of June 30, 1988 and
U.S. importers’ imports during July 1, 1988-June 30,
1989 are presented in app. D.

Table 3

million tons ($4.1 billion) during 1988/89.7
Unfilled orders from importers were approxi-
mately 1 million tons as of June 30, 1989, which
compared with inventories of 364,000 tons. The
overall ratio of inventories to unfilled orders
remained virtually unchanged between time
periods (table 3).

Certain Stainless and Alloy Tool Steel

U.S. producers’ unfilled orders of certain
stainless and alloy tool steel, as of June 30, 1989,
were 204,000 tons, compared with inventories of
163,000 tons (table 3 and app. D, table D-2).
The ratio of inventories to unfilled orders was
0.80, a figure 37 percent higher than the ratio of
0.58 posted as of June 30, 1988.

The U.S. importers who responded to the
Commission’s questionnaire reported 128,400
tons of imports of the subject stainless and alloy
tool steel products ($350 million) during
1988/89.8  Unfilled orders were 17,700 tons as
of June 30, 1989, which compares with
inventories of 10,700 tons (app. D, table D-2).

7 The 7.2 million tons represented approximately 36
percent of total U.S. imports of carbon and certain alloy
steel products (i.e., imports from surveyed and
unsurveyed companies). See appendix D, table D-3.

® The 128,400 tons of imports represented approximately
48 percent of total U.S. imports of stainless and alloy
tool steel products (i.e., imports from surveyed and
nonsurveyed companies) during the period.

Certain carbon and alloy steel: U.S. producers’ and U.S. importers’ ratios of inventories to unfilled

orders as of June 30, 1988 and June 30, 1989

U.S. Producers

U.S. Importers

Item June 30, 1988 June 30, 1989 Change' June 30, 1988 June 30,1989 Change’
(Percent) (Percent)
Carbon and certain alloy steel:?
Semifinished ............ - 1.83 0.81 -55.4
Sheets and strip ........ 0.75 0.69 -8.5 0.43 0.29 -33.0
Plates ................. 0.28 0.25 -9.6 0.48 0.57 17.7
Bars® ............ciunnn 0.49 0.96 95.7 0.74 1.14 55.4
Structural shapes and
units ..., 0.46 1.13 147.2 0.11 0.27 167.2
Pipe and tube .......... 0.98 0.57 -41.7 0.38 0.48 26.0
Rails and related
products ............. 0.27 0.36 34.9 0.00 0.00 -100.0
Wire rod, wire, and wire
products ............. 0.70 0.33 -52.5 0.25 0.20 -19.2
Total .............. 0.63 0.66 4.3 0.37 0.37 -1.6
Certain stainless and alloy
tool steel:
Semifinished ............ - - - - - -
Stainless steel:
Plates ............... 0.46 0.99 116.4 0.16 0.11 -32.3
Sheets and strip®...... 0.64 0.84 29.7 0.47 0.85 81.0
Wire ............ .. 0.4 1.26 203.5 0.25 0.28 12.8
Pipes and tube ........ 1.18 0.99 -16.6 1.03 1.02 -1.8
Total .............. 0.58 0.80 37.3 0.65 0.60 -6.9
Grand total ......... 0.63 0.66 4.9 0.38 0.37 -3.5

' Calculated from unrounded data.

2 Certain alloy refers to alloy steel other than stainless and alloy tool steel.

3 Changes may be due to reporting coverage.

Source: Compiled from data submitted in response to questionnaires of the U.S. International Trade Commission.
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The ratio of inventories to unfilled orders of 0.60
was approximately 7 percent lower than the ratio
of 0.65 as of June 30, 1988 (table 3).

Labor Conditions

The following review of labor conditions in the
steel industry contains basic information about
employment levels, labor costs, wage rates, and
productivity in the United States, as well as
comparisons with foreign steel producers in
certain of these areas. In addition to this basic
information the current labor negotiations
described in this report are based on the ratified
agreements between steel companies .and the
USWA and on discussions with union and
industry executives.

Survey Results

Responses to the Commission’s survey
indicate that employment of production and

Table 4

related workers decreased by 1.8 percent to
157,831 workers during 1988/89 from 160,697
during 1987/88, but remained 6 percent below
the employment level of 188,000 during 1984/85
(table 4 and app. D, table D-4). Although most
producers reported  slight increases in
employment, these increases were overshadowed
by decreases at certain companies and failure to
report by other companies. The greatest relative
increases took place in carbon steel plates and
ironmaking operations, which rose by 20 and 14
percent, respectively. Increases in the plate area
are partially due to the resumption of production
at certain facilities during the survey period. The
increase in ironmaking employment is primarily
due to increases at certain producers; most
producers reported declines in ironmaking
employment. Employment levels in the carbon
steel sheet and strip product area were the highest
(35 percent of total employment), followed by
basic carbon  steelmaking (26 percent of the
total).

Certain carbon and alloy steel: U.S. producers’ employment, productivity, and wage costs, by sector,
July 1, 1987 - June 30, 1988 (1987/88) and July 1, 1988 - June 30, 1989 (1988/89)

Average Number Employed Productivity Index’ Hourly Wage Costs
Item 1987/88 1988/89 Change 1987/88 1988/89 Change 1987/88 1988/89 Change
Percent Percent Percent
Carbon and certain alloy steel:2
Cokemaking facilities ....... 10,035 10,297 2.6 113 110 -2.8 $15.26 $15.41 1.0
Ironmaking facilities ........ 9,871 11,254 14.0 102 98 -3.6 16.01 16.44 2.7
gteglmaking faclilities® ....... 35,903 38,035 5.9 101 97 -4.2 156.58 16.12 3.5
roducts:
Sheets and strip ......... 54,076 51,185 -5.3 136 150 10.3 16.24 17.24 6.2
Plates .................. 4,520 5,427 20.1 222 208 -6.3 15.20 16.21 6.6
Bars ..................0 15,423 14,196 -8.0 136 143 5.0 13.73 1472 7.2
Structural shapes
andunits .............. 5,174 4,413 -14.7 174 201 15.9 14.51 15.00 3.4
Plpe andtube ............ 8,078 5,760 -28.7 227 219 -3.3 14.23 16.21 14.0
Rails and related
products .............. 687 750 9.2 89 98 10.7 13.10 13.24 1.0
Wire rod, wire, and
wire products .......... 4,894 4,149 -15.2 130 142 9.8 156.79 15.24 -3.5
Total ................ 148,598145,466 -2.1 (4) (4) (4) 156.62 16.29 5.0
Stainless and alloy tool steel:
Steelmaking facilities® ....... 4,846 5,295 9.3 113 98 -13.6 16.27 16.22 -0.3
Stainless steel products
Plates .................. 1,312 1,294 -1.4 135 141 4.3 16.28 18.60 14.2
Sheets and strip ......... 4,967 4,723 -4.9 116 107 -7.6 18.09 18.18 0.5
Wire ............ccovvunn 638 696 9.1 112 114 2.1 14.46 1484 2.6
Pipes and tube ........... 336 357 6.3 146 155 6.6 12.20 12,26 0.4
Total ................ 12,099 12,365 2.2 4 (4) (4) 16.78 16.98 1.2
Grand total .......... 160,697157,831 -1.8 (4) (4) (4) 16.62 16.34 4.2

1 Calculated on the basis of production per manhour, except for the carbon and certain alloy sheets and strip, bars,
and wire product categories, which are calculated on the basis of shipments per manhour.The 1984/85 period is

used as a base (i.e., 1984/85=100).

2 Certain alloy steel refers to alloy steel other than stainless and alloy tool steel.

3 Including semifinished steel.
4 Not applicable.

Source: Compiled from data submitted in response to questionnaires of the U.S. International Trade Commission.



Productivity levels rose during 1988/89. In the
carbon steel sector, for example, productivity
rose by about 2 percent as the man-hours
required per ton of shipments (adjusted for
inventory changes) fell from 4.2 in 1987/88 to
4.1 in 1987/88.2 The greatest relative gains for a
product group occurred in carbon steel structural
shapes, where productivity increased by 16
percent.

Average wage levels in the steel industry
increased by 4.7 percent to $16.34 per hour.
Average increases in specialty steel wages,
however, were only one-fourth of the average
increases in carbon steel wages.

Employment Trends in the United States

Steel industry employment increased by 3
percent to 168,898 in 1988 (figure 1).1° In
March 1989, the number of workers rose to
169,752 which represents a 0.6 percent increase
over that reported for 1988. The gradual rise in
employment reflects the increase in steel
production, which was up 12 percent on an

® Figures derived from data contained in app. D, tables
D-2 and D-4.

10 As reported by 64 steel companies to the American
Iron and Steel Institute, representing 87 percent of U.S.
raw steel production.

Figure 1

annual basis in 1988 compared with 1987, and
2.5 percent in the first three months of 1989 over
the January-March 1988 level, according to AISI
data. Hours worked per week averaged 42 hours
in 1988, rising consistently since the 1981 average
of 37 hours per week. By March 1989, the
average had risen to 42.6 hours per week, again
reflecting the effects of increased steel
production.

Although total employment costs per unit of
production are reported to have declined in the
past several years, as has the share of total costs
accounted for by labor (figure 2), survey data
indicate a slight increase in labor costs in the
1988/89 period over the 1987/88 period. The
decline in costs had reflected productivity gains
which have exceeded increases in compensation,
but that trend may be ending. Employee
compensation peaked in 1982 at $24.67 per hour
before declining to a low of $22.36 in 1984.M
By 1988 compensation had risen to $25.51 per
hour, which represents a 6 percent increase over
the 1987 level of $24.11 per hour.12

! Compensation per hour includes wages plus benefits.
Data from table 4 reflect wages only.

12 World Steel Dynamics, Steel Strategist #15. January
1989, Table §.

Iron and steel average employment: Number of employees and hours worked

900

800

Average number of employees (000)

700

- Total hours worked (000,000)

600

500

400

ey, 0
o, )
'ty
%,
K
%
'y,
", )

300

”,
%, i
Uy, 0
&2

o, )
r:ll"’".‘,
g,
"".v,‘:"‘r,
s

200
I:”.“,”:'I
r,lll""‘:
3
100
i,

".-,"""“:

%

Uy, Ut
%,
',
%

”,
0y Ve
KA

1978 1979 1980 1981 1982

Source: American iron and Steel institute.

1983 1984 1985 1986 1987 1988



International Comparisons

The effect of the depreciation of the U.S.
dollar on relative wage rates contributed to the
improved relative position of -the United States
with certain of its global competitors during 1988.
As shown in figure 3, the gap in compensation
among Japan, Canada, West Germany and the
United States continued to remain relatively
narrow during 1988 compared with 1987 and
previous recent years; the rates in those
countries, however, are considerably higher than
those paid to workers in industrializing countries
such as Korea and Brazil. With respect to
productivity, U.S. performance continued to
improve and was at its highest level in 1988
(figure 4) although gains were not limited to the
United States. As shown below, man-hours per
short ton (mhpt) shipped for principal producers
worldwide improved to an average 6 mhpt during
1988, compared to 8-13 mhpt in 1981.

Actual Operating Rate

1975 1981 1988
United States 11.13 8.86 5§.73
Japan 10.13 8.46 6.14
Germany 11.64 9.06 5.84
United Kingdom 22.23 12.66 5.80
France 15.79 9.62 6.05

Source: World Steel Dynamics, Steel Strategist #14,
Table 5.

Figure 2

Labor Negotiations

Background

In its January 1989 Wage Policy Statement,
the United Steelworkers of America (USWA)
stated that it intended to reverse its recent
practice of concessionary bargaining and was
determined to secure its share of the steel
industry’s resurgent profits. The objective of the
1989 labor negotiations with four steel companies
was to regain concessions and freezes contained
in previous contracts.'® The USWA believed that
members should be compensated in the new
contracts for improved productivity, with
emphasis on guaranteed increases in the basic
wage rates, paired with increases in other benefit
programs and profit sharing. The USWA,
concerned about job security for steel workers,
also wanted negotiated training and education
programs in the 1989 agreements.

13 The four major companies with labor contracts
expiring August 1, 1989 are Armco, Bethlehem, Inland
and National.

U.S. carbon steel production costs: Labor and other costs
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Figure 3 )
Compensation in the steel industry: U.S. and selected foreign countries
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Figure 4
U.S. carbon steel industry: Indexes of output, employee hours, and output per employee hour
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Review of Settlements

On May 25, 1989, the labor contract with
Bethlehem Steel Corporation was ratified by
USWA members. The Armco negotiations are
incomplete, while the National and Inland
contracts were ratified on July 14, 1989. Steel
labor contracts with the remaining three major
companies are expected to be negotiated in
1990-91. USX Corporation’s contract expires in
March 31, 1991 and Chapter 11 proceedings,
including the renegotiation of labor contracts, are
expected to be concluded for LTV Steel Co. Inc.
and Wheeling-Pittsburgh Steel Corporation.
Following are summaries of the current status of
1989 USWA labor negotiations with major steel
firms.

Bethlehem Steel Corporation

As the first of the major integrated steel
producers to negotiate a contract with the
USWA, the Bethlehem agreement set a pattern
for negotiations in other companies. The major
provisions of the contract cover wages, benefits,
profit sharing and training. The contract provides
employees with restoration of the concessions
agreed to in prior contracts, as well as improved
wages and benefits reflecting projected rates of
inflation and shares in the future profitability of
the company. The Bethlehem contract is in force
from June 1, 1989, to July 31, 1993. According
to Paine Webber analysis of the Bethlehem
contract, the 1988 hourly employment cost of
$25.50 (which includes the 8.06 percent
restoration payment) will rise over the term of the
contract by an estimated 20 percent, or to
$30.49.

At the effective date of the Bethlehem
agreement, wage rates are restored to the levels
existing in 1986, when rates were reduced by
8.09 percent, or approximately $1.00 per hour.
In addition to the restoration of wage rates,
increases of an average of $1 per hour in January
1991 and $0.50 per hour in January 1992 are
scheduled. Immediately after ratification, active
employees will receive a $500 cash restoration
payment plus a $500 cash advance on
profit-sharing payments for 1989. Each employee
receiving the $1,000 bonus will have his 1989
Employee Investment Program account reduced
by $500.

A new form of Inflation Recognition Payment
will become effective on August 1, 1991. No pay
adjustment will be made if inflation remains
below 3 percent a year. Beyond 3 percent, pay
levels will be adjusted quarterly by 1 percent for
each full 1 percent increase in inflation.

In terms of benefits, the three holidays which
were eliminated in 1986 will be restored—one
each in 1990, 1991 and 1993. Sunday premium,
which had been eliminated will be restored to
1-1/2 times, effective January 1, 1990.

Improvements in pension, insurance benefits, and
certain benefits for retirees are also provided for
during the term of the agreement. The contract
includes a new training and education provision
through the USWA/Bethlehem Carrier
Development Program, the purpose of which is to
provide education, training, and personal
development for Bethlehem employees. The
program will be funded by Bethlehem at the rate
of $300,000 per month. Additional funding for
the program will come from an overtime control
program which will go into effect on August 1,
1990. When overtime levels become excessive
(over 56 hours per week per man), Bethlehem is
liable for a financial penalty that will be paid to
the Carrier Development Program.

The labor contract provides a new profit
sharing plan under which 10 percent of annual
corporate pre-tax income will be distributed to
USWA members. The plan is effective as of
January 1, 1990, with payments to be made by
March 31, 1991. If there are no profits,
Bethlehem guarantees payments of $0.35 per
hour in 1990 and $0.14 per hour in 1991 and
1992, which at Bethlehem'’s option may be paid
in stock. The plan is based on the overall
profitability of Bethlehem and in part on the
profitability of individual business divisions.

The USWA and Bethlehem have established
the National Policy for Steel Committee, the
purpose of which is to address issues of national
trade policy, national health issues, national fiscal
and monetary policy, the environment and
rebuilding the nation’s infrastructure.

National Steel Corporation

The labor contract with National covers a
50-month period from June 1, 1989 to July 31,
1993. The contract is substantially the same as
the Bethlehem labor contract with the following
principal modifications. Wage rates are restored
to their 1986 levels, an increase over current
rates of 2.6 percent or 31 cents per hour. The
Inflation Recognition Payments (IRPs) are
essentially the same as in the Bethlehem contract,
except if National has no profit, the company can
defer the IRP payment. While the payment is
deferred it accumulates S percent interest.
National does not pay any profit sharing bonuses
to USWA members unless the corporation makes
a net profit of over $7.5 million nor does it
guarantee payments if there are no profits (as
Bethlehem does). The agreement has a
productivity gain sharing plan which pays
quarterly bonuses based on productivity
improvements measured in tons of steel shipped
per National steel worker. According to company
officials the overall rise in employment cost over
the term of the contract is approximately 18
percent. The labor contract was voted on and
rejected by USWA members on June 19, 1989,
principally due to objections to provisions
concerning compulsory overtime, contracting-out



and crew sizes. The contract was resubmitted to
rank and file members in substantially the same
form as the original, and members approved the
contract on Jjuly 14, 1989.

Inland Steel Corporation

The labor contract with Inland was ratified on
July 14, 1989 and covers a 48-month period
from August 1, 1989, to July 31, 1993. The
agreement is substantially the same as the
Bethlehem agreement with a few modifications.
The timing of the $1.50 per hour wage increase is
different at Inland, i.e., union members will
receive $0.75 in August 1989, $0.50 in January
1991 and $0.25 in January 1992. There is no
restoration payment in the Inland contract since
union members had not given up any of their
wages. The Inland contract provides for an extra
week of vacation in one of the four contract
years. Inland’s pension package to USWA
members is fully funded.

Armco, Inc.

Armco, Inc. has recently begun to negotiate a
labor contract with the USWA and is not
expected to have a completed agreement until
just before the current one expires on August 1,
1989.

Table 5

Certain carbon and alloy steel: U.S.
expenditures, July 1, 1987 - June 30,

U.S. Producer’s Capital Expenditures
and Research and Development
Expenditures 14

Carbon and Certain Alloy Steel

Capital expenditures for carbon and certain
alloy steel operations rose during 1988/89 to $2.5
billion, representing an increase of 67 percent
over the expenditure level of $1.5 billion during
1987/88 (table 5 and app. D, table D-5). This
was the highest level of spending during the
period of the VRAs.'S The largest relative
increases in expenditures were reported in the
areas of sheet and strip (189 percent), rail
products (169 percent), and cokemaking (112
percent). New capacity additions and
modernization of facilities were responsible for
the high level of spending in the sheet and strip
area. The purchase of idled facilities was
responsible for a considerable portion of the rail
expenditures. High expenditure levels in the

4 Detailed data on U.S. producers’ capital expenditures
and research and development expenditures during July
]13, %988-June 30, 1989 are presented in app. D, table
18 C:;,pilal expenditures were $1.2 billion in 1986/87,
$1.8 billion in 1985/86, and $2.4 billion in 1984/8S5.

roducers’ capital expenditures and research and development
988 (1987/88) and July 1, 1988 - June 30, 1989 (1988/89)

Capital Expenditures

Research and Development

Item 1987/88 1988/89 Change 1987188 1988789 Change
——— 1,000 dollars Percent —— 1,000 dollars Percent
Carbon and certain alloy steel:
Cokemaking facllities ....... 39,271 83,311 112.1 3,432 3,006 -12.4
Ironmaking facilities ........ 305,701 356,286 16.5 3,115 3,683 18.2
Steeimaking facillities? . ...... 537,407 B Brn 44,323 56,968 28.5
Products:
Sheets and strip ......... 350,094 1,011,637 189.0 49,096 48,399 -1.4
Plates .................. 19,976 37,608 88.3 4,693 5,112 8.9
Bars...............00..n 99,416 L Hhoan 4,397 3,396 -22.8
Structural shapes and
units . ... . e, 48,985 38,423 -21.6 706 oAk 'k
Pipeandtube ............ 31,721 57,532 81.4 2,401 L L
Ralls and related
products .............. 2,314 6,218 168.7 5§20 oAk LA
Wire rod, wire, and wire
products .............. 40,799 10,022 -75.4 909 1,022 12.4
Total ................. 1,475,684 2,467,487 67.2 113,592 127,645 12.4
Stainless and alloy tool steel:
Steelmaking facilities? . ... ... 23,616 32,593 38.0 6,203 12,284 98.0
Products:
Plates .................. 3,092 3,631 17.4 384 Pk B oa
Sheets and strip ......... 32,071 30,546 -4.8 7,212 7,623 5.7
re.........ocovuen 6,245 9,098 45.7 1,421 L LI
Pipes and tubes .......... 1,387 3,023 118.0 121 *okok ok o
Total ................. 66,411 78,891 18.8 15,341 22,997 49.9
Grand total ............ 1,542,095 2,546,378 65.1 128,933 150,642 16.8

! Certain alloy refers to alloy steel other than stainless and alloy tool steel.

2 Including semlifinished steel.

Source: Compiled from data submitted in response to questionnaires of the U.S. International Trade Commission.

10

10



cokemaking area generally reflect the aging status
of U.S. cokemaking facilities. Relative to sales,
capital expenditures improved to .06 from the
1987/88 level of .04.

Producers’ research and development
expenditures continued to rise, totaling over $128
million during 1988/89, an increase of

approximately 12 percent. Spending increased in
all categories except bars, cokemaking and sheet
and strip. The largest increases reported for R&D
were in ***.

Certain Stainless and Alloy Tool Steel

Total capital expenditures for the production
of certain stainless and alloy tool steel products
were $78.9 million during 1988/89, an increase
of approximately 19 percent over the $66.4
million spent in 1987/88. This figure was about
40 percent less, however, than the highest
reported level of capital expenditures during the
period of the VRAs, $132 million in 1984/85.
Expenditures increased in all areas except
stainless sheet and strip. Relative to sales, capital
expenditures declined to a ratio of .02, the lowest
level of any reporting period during 1984-89.

Research and development in all categories
combined increased 50 percent during 1988/89;
R & D levels in these areas were the highest of
any reported during the period of the VRAs.

Financial Experience of U.S. Producers

The financial performance of the domestic
steel industry has improved during the period of
Voluntary Restraint Agreements (VRAs), in
effect since October 1, 1984 and scheduled to
end September 30, 1989.16 During 1984-89, total
net sales increased by 24 percent, and net
operating losses as well as net losses before taxes
returned to profits for producers of carbon steel.
For stainless and alloy tool producers, total net
sales increased by 96 percent, net operating
profits increased by 357 percent, and net profits
before taxes increased by 513 percent. The
following tabulation compares these items for
carbon and specialty steel products subject to the
investigation for the 12-month periods ending
June 30, 1985 and June 30, 1989 (see app. D,
table D-7).

'8 Although the VRAs have been a factor in improved
performance of the domestic industry, previous
Commission studies have also indicated that other
factors, including the decline in the value of the dollar
versus major foreign suppliers’ currencies, the rise in
demand for steel worldwide, and the restructuring and
modernization of the domestic industry, were of equal or
%{eater importance during the period of the VRAs. See,

he Western U.S. Steel Market: Analysis of Market
Conditions and Assessment of the Effects of Voluntary
Restraint Agreements on Steel-Producing and Steel
Consuming Industries, USITC Publication 2165, March
1989; and The Effects of the Steel Voluntary Restraint
Agreements on U.S. Steel-Consuming Industries, USITC
Publication 2182, May 1989.

Carbon and Stainless
Certain and Alloy
Alloy Steel ' 2 Tool Steel 2

Item 1984/85 1988/89 1984/85 1988/89

(In millions of dollars)

Total net sales® . 30,929 38,470 2,120 3,913
Net operating

profit or (loss)* (655) 3,239 130 592
Net profit or

(loss) before

taxes® ....... (1,072) 1,368 89 546

1 Inclludes alloy steel other than stainless and alloy tool
steel.

2 Certain respondents included financial information on
related products.

3 Includes Iintracompany and intercompany transfers,
less discounts, returns, and allowances.

4 Total net sales less the cost of goods sold, general,
seling and administrative expenses. Includes
nonitemized costs.

¢ Net operating profit or (loss) less other expenses,
such as net interest expense (or income).

During the most recent 12-month period
ending June 30, 1989, total net sales (including
intracompany and intercompany transfers, less
discounts, returns, and allowances) of steel
products totaled approximately $41.1 billion, up
8.7 percent from sales in the preceding 12-month
period (app. D, table D-6). Domestic
steelmakers registered an aggregate net income
before extraordinary charges (net operating
profit) of $3.8 billion, up 19 percent from last
year (app. D, table D-7). Six of the reporting
companies reported extraordinary and
non-recurring expenses totaling $3 billion,
although such expenses for the domestic steel
industry as a whole totaled $1.9 billion in
1988/89. Some of these expenses are due to
unresolved claims under Chapter 11 of the U.S.
bankruptcy code, divestiture due to restructuring,
and post-employment health and life insurance
benefits for steelworkers.!'? Net profits before
taxes fell 26 percent from their level during the
preceding 12-month period to about $2 billion
because of the increased extraordinary expenses
(app. D, table D-7). On a product line basis,
reporting companies experienced profits before
taxes in all categories, except rails and related
products, and line pipe (table 6, and app. D,
table D-6).

Carbon and Certain Alloy Steel

Total net sales of all carbon and certain alloy
steel products subject to the investigation
amounted to $37.1 billion (table 6, and app D,
table D-6) during July 1988 through June 1989,
an increase of 5.9 percent from the preceding
period’s $35.0 billion. Net profits before taxes for
steelmaking operations were $3.0 billion,
compared with a profit of $2.3 billion in the

7 LTV Corp. has reported that these previously
unrecognized costs totaled $*** in 1988; another
company, Florida Steel Corp., incurred extraordinary
expenses totaling $*** in higher debt service costs in
connection with the leveraged buyout of the company in
1988. Other extraordinary expenses were incurred with
maintenance and company restructuring.
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previous period. As a result, profits as a
percentage of sales rose from 6.6 percent to 8.2
percent. With the exception of rails and rail
products and line pipe, all products within the
group were profitable. The most profitable
product areas were plates, sheets and strip, hot
finished bars, and structural shapes and units.

Certain Stainless and Alloy Tool Steel

Total net sales of certain stainless and alloy
tool steel products amounted to $4.1 billion
(table 6, and app. D, table D-6) during July 1988
through June 1989, an increase of 42 percent
from the $2.9 billion in net sales recorded in the
year ending June 30, 1988. Net profits before
taxes in the sector rose from a profit of $356
million to $627 million. Net profits as a
percentage of sales rose from 12.4 percent to
15.3 percent, a net percentage point change of
2.9 (table 6). All products within the group
recorded improvement with the greatest
improvement shown in semifinished products.

Bankruptcies

East Texas Steel Facilities, Inc. (formerly
Lone Star Steel Company) was forced
involuntarily into Chapter 11 bankruptcy by the
company’s creditors on June 12, 1989.'® East

Table 6

Texas is an electric arc furnace based steelmaker
specializing in the production of oil country
tubular goods (OCTG) and line pipe. These
product markets have experienced depressed
sales and profits because of lower steel
consumption in crude petroleum drilling and
production. East Texas was the only steelmaker
to enter bankruptcy proceedings during 1988/89.

Several companies (representing 15 to 20
percent of domestic raw steel production
capacity) are continuing to operate under
Chapter 11 of the federal bankruptcy laws.®
These  companies, LTV  Steel Corp.,
Wheeling-Pittsburgh Steel Corp., and Sharon
Steel are in the process of negotiating with
creditors to emerge from that status.
Wheeling-Pittsburgh,  which  presented its
reorganization plan to the court on Dec. 29,

'8 “Creditors file bankruptcy plea against Lone Star's
steel unit”, American Metal Market, June 14, 1989, pp.
1, 16.
'® While in Chapter 11 status, the companies are not
required to pay interest on unsecured debt, are not
bearing the major cost of terminated pension plans, and
have benefited from various tax credits. Some of these
costs are being reinstated prior to emerging from
bankruptcy.
20 Net profit before taxes is defined as net operating

rofit plus net interest income or (expense) plus all other
income or (expense).

Certain carbon and alloy steel: Total net sales and net profits and losses as a percentage of sales, by
selected product, July 1, 1987—June 30, 1988, (1987/88) and July 1, 1988—June 30, 1989 (1988/89)

Percent Net profit or loss as

T n les! f Net change
Item 1987/88 1988/89 in sales 1987/88 1988/89 in percentage
Carbon and alloy steel:2 1,000 dollars
Semifinished . ................. 1,176,191 1,465,203 24.6 (4.9) 0.9 5.8
Plates .............c.covvvninn 2,286,532 2,479,689 8.4 10.8 13.8 3.0
Sheets andstrip .............. 20,269,707 21,922,009 8.2 8.6 9.2 0.6
Bars ........ .. i 4,728,827 5,303,956 12.2 0.6 6.6 6.0
Wire, wire rod and wire
products ................... . 1,674,126 1,632,897 (2.5) 2.0 2.1 0.1
Structural shapes and units .. ... 1,982,966 2,064,400 4.1 8.1 10.5 2.4
Ralls and related products ...... 282,875 362,190 28.0 (5.4) (6.8) (1.4)
Pipes andtubes .............. . 2,577,536 1,825,132 (29.2) 7.5 4.4 (3.1)
Subtotal, carbon and certain
alloysteel .................. 34,978,659 37,055,476 5.9 6.6 8.2 1.6
Certain stainless and tool steel:
Semiifinished .................. 294,754 693,514 135.3 6.6 19.7 13.1
Stainless steel:
Plates ..................... 392,863 639,666 62.8 8.7 14.5 5.8
Sheets and strip 2,000,747 2,501,095 25.0 14.7 14.7 0.0
Wire ................ 114.025 137,373  20.5 6.3 13.9 7.6
Pipes and tubes 79,612 114,704 441 1.3 9.5 8.2
Subtotal, certain stainless and
alioy tool steel ............ 2,882,001 4,086,352 41.8 12.4 15.3 2.9
Grand total ............. 37,860,660 41,141,828 8.7 71 8.9 1.8

! Includes intracompany and intercompany transfers, less discounts, returns, and allowances.

2 Net profit is defined as the total net sales, less the cost of goods sold, general, selling and administrative
expenses, and other expenses (such as net interest expense for income).

2 Certain alloy refers to alloy steel other than stainless and alloy tool steel.

Source: Complied from data submitted in response to questionnaires of the U.S. International Trade Commission.
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1988, expects to emerge from bankruptcy during
1989. *** Wheeling-Pittsburgh reported a profit
before taxes20 for the first time since 1981.21 ***

Nearly all of the companies which were in
bankruptcy have emerged as restructured
companies, or as divisions or subsidiaries of other
companies. The stainless steel operations of
Eastmet Corp. (Eastern Stainless Steel, which
produces flat-rolied stainless steel products) were
sold to Cyclops Corporation, another stainless
steel producer; the company’s non-steel
operations were divested elsewhere. LTV sold its
carbon steel flat-rolled products facility in
Warren, OH, which has re-emerged as Warren
Consolidated Industries; the carbon steel bar
division is being sold to an employee stock
ownership plan (ESOP), and will re-emerge as
Republic Engineered Steel. Phoenix Steel, in
Chapter 11 from 1986-88, re-emerged as
CitiSteel and restarted production of carbon steel
plate in 1989. Athlone Industries re-opened
Green River Steel, its Kentucky mini-mill
subsidiary closed several years earlier, which
makes reinforcing bar.

Financial Indicators and Funding Vehicles

Steel company balance sheets strengthened
during 1988 as debt-to-equity and liquidity ratios
improved over 1987 results. The most significant
change affecting the integrated steel mills has
been the reduction in debt since 1986, and the
consequent reduction in net interest expense. For
most of the integrated steelmakers, debt as a
percentage of total capital is now about 30
percent, down from over 50 percent two years
ago.22 In some instances, proceeds from new
stock sales have been applied to debt reduction.

The restructuring and cost-cutting programs
initiated several years ago have reduced
production costs and improved productivity.
Steady economic growth in the United States has
improved the market for steel in terms of
increased shipments, prices, and operating rates,
leading to higher operating margins, operating
income, and increased cash and cash equivalents.
Most of the steel industry’s cash flow from
earnings and depreciation has been directed to
modernization of facilities and improvements in
quality, as well as debt reduction (including
funding retiree benefit plans). Improved cash
flow has seemed to engender increased capital
expenditures.22 This has meant an overall
improvement in credit ratings and increased
access to the securities and credit markets.

Until 1987, net losses from steelmaking
operations, lowered credit ratings, and general
investor pessimism regarding steel industry
prospects constrained the major integrated

z‘gg&éheeling-Pmsburgh Steel Corp., Annual Report,
1988.

22 As a comparison, the debt to total capitalization ratio
for most mini-mills is below 20 percent.

23 In general, capital expenditures follow improved cash
flow by one to two years.

steelmakers from using the U.S. debt and equity

markets.24 In response, steelmakers moved to
new sources of funds, generted through methods
of off-balance sheet financing,25 such as
production payments or operating leases,2® or
project financed facilities in joint venture
arrangements. Joint venture arrangements have
become a more important source of funds,
particularly with respect to carbon steel flat-rolled
products (app. M, table M-1).

Beginning with 1988, credit ratings have been
upgraded for steel companies (table 7), and most
steelmakers report increased credit lines, longer
repayment maturities for credit used or debt
incurred, and less strict collateral requirements.2”
The upgraded credit ratings for the steel industry
in 1988 and 1989 compares favorably to the
trend for other industries as reported by
Moody’s.28 Most of the upgrades came in the
basic industries sector and reflected a weaker
dollar (making U.S. products more
cost-competitive) and restructuring and
cost-cutting programs initiated several years
earlier (figure 5).29 Among the major
steelmakers, Moody’s upgraded the corporate
debt of USX Corp. which regained
investment-grade status in 1988. This affected
$3.9 billion of that company’s debt.

24 The U.S. major integrated firms experienced net
losses every year from 1982 through 1986. Credit ratings
were lowered by the rating agencies, affecting the ability
of the companies to sell debt instruments (such as bonds
or debentures), equity instruments (such as common or
preferred stock), or expand bank borrowing and credit
limits. Investor perceptions and future expectations were
unfavorable, particularly since three steelmakers went
into Chapter 11, and it was widely reported that
Bethlehem Steel asked its legal staff to investigate such a
filing in March 1987.
25 Off-balance sheet financing refers to removing debt
from the balance sheet. To do so a company also
removes an asset, such as an inventory, account
receivable, or plant and equipment. Three forms of off-
balance sheet liabilities are: product financing
arrangements, operating leases, and related party
transactions. “Product financing arrangements” often
involve transactions where inventory is “parked” with
another party with the expectation that the buyer will
exercise an option to return the goods and receive the
original money back with interest; this is in effect a
secured borrowing transaction. “Operating leases”
generally include all leases other than capital leases.
Capital leases are typically capitalized and are accounted
for on the balance sheet. Operating leases involve a sale
and leaseback of plant and/or equipment by the
corporation. “Related party transactions” involve
borrowing and lending between the reporting company
and a related party, which include people and
organizations that often do not qualify as a subsidiary or
affiliate such as a joint venture partner. See, Graham
and Dodd’s, Security Analysis, 5th ed., pp. 299-313.
26 An example of this is the modernization and capital
investment that Bethlehem Steel made at its Sparrows
Point facility, where the company sold the caster to an
investment group and leases the equipment.
27 Moody’s Industrial Reports, 1988 and 1989.
28 Moody’s Global Outlook, 1989, “Corporate Credit
Review, 1988."” Downgrades outpaced upgrades by a
factor of about 2 to 1, or 237 corporate downgrades,
affecting $219 billion of outstanding debt versus 142
go:;porate upgrades, affecting $110 billion of outstanding
ebt. .

20 Ibid.
13
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Table 7
Moody’s ratings of senior debt' 2 of selected U.S. steel producers

1982-1989
Firm 1982 19832 1984 1985 1986 1987 1988 1989
Armco ....... A A2 Baa2 Baa3 Ba2 B2 B2 Ba3
Bethiehem .... A Baa2 Baa2 Bat Bai B2 Ba3+4 Ba3
Inland ........ A Baa2 Baa2 Baa2 Ba2 Ba2 Bal4 Bat4
J&LS ........ Ba Bat Ba1 Ba1 B3 Baa Caa Caa
National ...... A Baa3 Bat Ba1l B3 Ba3 Ba3 Ba3
Republic® ..... A Baa3 Bai Ba1 B3 Caa Caa Caa
U.s.se ...... A A3 Baa? Baa2 Baa2 Baa3 Bal Baa3?
LTVS ......... (®) ®) (°) B1 B1 Caa Caa Caa

' Moody's ratings of company senior debt are as follows:
Aaa: Best quality and carry smallest degree of risk.
Aa: High quality and together with Aaa, are known as high-grade bonds.
A: Possess many favorable investment attributes and are considered upper-medium grade obligations.
Baa: Medium-grade obligations which are neither highly protected nor poorly secured.
Ba: Obligations which have speculative elements; future cannot be considered well assured.
B: Generally lack characteristics of desirable investment.
Caa: In poor standing; may be in default or may present elements of danger with respect to principal or

Interest.
Ca: Speculative in a high degree.
C: Lowest rated bonds.

2 Ratlrfgs are of senior debt, those of subordinated debt such as debentures are not shown. Subordinated
debentures have historically been lower than the ratings shown here.
2 Moody's began assigning numerical modiflers to its alphabetic ratings in 1983. 1a Is preferable to 2, which is

preferable to 3.

4 Moody's upgraded the ratings for Inland Steel and Bethlehem Steel in July 1988. Inland is being reviewed

currently.

S LTV Corp (the umbrella, holding company) merged Jones and Laughiin (J & L) and Republic Steel to form LTV
Steel in 1984. While Moody's assigns a rating of Ca to the holding company, a higher rating of Caa Is assigned to

the operating companies.

¢ U.S. Steel changed its corporate name to USX Corp on July 9, 1986 to refiect diversification into non-steel lines of

business.
7 Moody’s upgraded the rating for USS in Sept. 1988.
¢ Not applicable.

Source: Moody’s Investors Service, Inc.

Investment Patterns

The factors of debt service, operating
efficiencies, and industry-wide supply-demand
characteristics have affected industry investment
in terms of the “buy-or-acquire” versus the
“develop-and-build” strategies that were the basis
for growth. While most “Big Steel” companies
have divested assets®® during the 1980’s to
improve operating earnings and concentrate on
specific product markets, several mini-mill and
specialty steel companies have grown by pur-
chasing undervalued steelmaking assets having a
potential competitive advantage within a
particular commodity or geographical market.3!
Additionally, positive cash flows from earnings
and depreciation over a number of years have
enabled several mini-mill companies to examine
expansion of their product lines beyond the

% For example, none of the integrated mills produce wire

roducts (the last was eliminated by Bethlehem's sale of
1ts wire rope division in 1989).
3! Birmingham Steel Corp. purchased six plants in a
three-year time span and North Star Steel Co. built one
plant and purchased four in a five-year period; at the
other end of the acquisition-versus-build spectrum is
Florida Steel Corp. which built four of its facilities and
:fxi‘l“ired one, and Chaparral Steel Co. which built its

ill facility. In the specialty steel sector, several
companies made acquisitions in the past year to
streamline operations (see discussion, “Key
Is)ae’\.r)elopmems in the Specialty Steel Industry, 1983-

14

traditional mini-mill commodity products.32 The
leveraged buyout®® and the employee stock
ownership plan (ESOP) buyout,3* have also been
used in several recent buy-and-acquire
transactions in the domestic steel industry.
However, several factors have combined to slow
domestic steel industry acquisitions, as interest
rates in 1989 are higher than in 1988, and
changes in fundamental valuation trends have

32 See the section of this report entitled “Minimills:
Penetrating Higher Value Markets.”

3 There were two companies which went private through
leveraged buyouts in 1988: Northwestern Steel and Wire
for $135 million to a group of senior management and an
ESOP (subordinated notes have been rated B3 by
Moody’s); and Florida Steel for about $250 million.
Additionally, a group composed of senior management
attempted to purchase Jessop Steel, a specialty steel
producer, but the transaction failed due to valuation
g‘roblems.

One tax incentive allows a company sponsoring an
ESOP to deduct not only the interest on the loan to buy
stock for the plan, but also the principal. Another tax
incentive gives banks and other lenders a 50 percent
deduction on their income from ESOP loans, enabling
them to charge lower interest rates to companies that
borrow for such programs. A leveraged buyout can be
financed by paying for the stock- purchase plan (and
setting aside part of the stock for employees) by
borrowing against corporate assets. There are currently
six ESOP-owned steel producers: Republic Engineered
Steel (formerly the bar division of LTV Steel),
Northwestern Steel and Wire, McLouth Steel, CF&I,
Weirton Steel, and Oregon Steel.
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Figure §
Selected industry rating trends, 1981-89
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occurred (the gap between the replacement value
of corporate assets and the market value of equity
has shrunk).

The focus and source of investment within the
steel industry depends upon the investor’s
perceptions of risks and rewards. For example, at
a time when the integrated sector was perceived
as declining, and several large companies
approached bankruptcy, direct foreign equity
investment tended to flow to the minimill
sector.3® As the integrated sector returns to
profitability and its long-term outlook improves,
joint venture arrangements have become an
important source of investment funds, particularly
with respect to modernizing plate, sheet, and strip
rolling mill operations (app. M, table M-1).36

Foreign steelmakers have invested more than
$3 billion in the U.S. industry. Such investment is
primarily in the carbon steel industry,3” and
within the flat-rolled sector of the industry. Most
of the investment is from Japan. Reportedly, the
reasons for such foreign investment include:38 the
improved domestic steel market; the improved
credit climate for the steelmaking companies and
their improved ratings; the lower exchange value
of the dollar vis-a-vis the yen compared with the
level several years ago; import restraints on
foreign steel and autos imposed in 1984;3° and
the globalization of the steel industry, which

3 Additionally, since mini-mill companies are smaller
and have traditionally operated in specialized
geographical or market segments, investment could be
targeted more easily, total investment could be less, and
the financial return could be earlier than if such
ix}vestmem were made in an integrated steelmaking

ant.
g‘ There also is foreign investment in steel distribution
through full or partial foreign equity ownership of steel
service centers. Industry sources indicate that foreign
equity ownership may total 15-25 percent of service
centers in the United States (of which Japanese trading
companies may own 8-12 percent and European
steelmakers may own another 10-12 percent). Foreign
owned and operated service centers in the United States
are similar in size, operations, and investment
capitalization to U.S.-owned mid-sized service centers,
and serve a specific geographical market. They provide a
permanent distribution channel for foreign produced steel
to foreign owned or U.S. owned original equipment
manufacturers. Since several domestic steelmakers own
service centers, they are a parallel and competing
distribution network. See “Japan adjusts its policies to
llxgndlgsx;xarket changes,” American Metal Market, Feb.

, 1989.
37 An important exception to this is the purchase of the
Canadian and U.S. assets of Atlas Specialty Steel (the
U.S. operations operate under the name of Al Tech
Specialty Steel Corporation) by Sammi Steel, a South
Korean stainless steelmaker, for $350 million in late
February 1989.
% “JaPanese companies grab big stake in US integrated
steel,” American Metal Market, April 24, 1989; *Daido
llngyslgg? stake in Copperweld,” Metal Bulletin, Mar.
3 Reportedly, the Armco-Kawasaki joint venture was
prompted in part by requests from two transplanted
automakers, Honda of America Manufacturing Inc, and
Nissan Motor Manufacturing Corp. USA; the National
Steel-NKK joint venture also focuses on supplying
galvanized sheet to the automakers, as does the joint
venture between USS-Kobe.
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permits shifts in production and sales on a
world-wide basis depending on shifts in demand
and exchange rate fluctuations.

Steel Pricing

The rise in steel prices that occurred
internationally during 1987-88 was largely a
reflection of increased worldwide demand, the
depreciation of the U.S. dollar relative to other
currencies, and the effects of the steel VRA
program.*0 Prices for most products in major steel
producing countries were higher than those in the
United States. For example, the world “spot”
export pricet! of cold-rolled sheet increased
about 72 percent, from $320 per ton in early
1987 to $550 at year-end 1988, whereas the price
of cold-rolled sheet in the United States*? rose
about 1 percent from $498 per ton to $502 per
ton during the period.43 Another price disparity
occurred in the price of plate; in Japan, prices
ranged between $570 and $600 per ton during
1987-88, while the “spot” price of plate produced
in the United States ranged between $490 and
$540 per ton during the period. The relatively
lower prices in the United States during 1988
were also a reflection of domestic steel producers’
efforts to modernize facilities through
improvements in production technology, which
enhanced productivity.

An analysis of data published by the Steel
Service Center Institute reveals that in January
1987, 20 percent of the steel service centers
reported that foreign mill steel prices for carbon
steel products were 6 to 10 percent below U.S.
delivered prices. During December 1988,
however, 80 percent of the service centers
reported that foreign mill carbon steel prices were
equal to, or S percent higher than U.S. prices.

International Pricing Developments

The two-tiered pricing system that existed for
steel exported to the U.S. market in 1980 was
primarily - the result of a relatively strong U.S.
dollar, limitations placed on steel exported to the
United States, and increased U.S. steel prices
and production costs. These market conditions,
which continued throughout 1980-87, allowed

40 For a full discussion of the effects of the VRAs and
exchange rates on steel prices, and other relevant
information, see the Commission's reports The Western
U.S. Steel Market: Analysis of Market Conditions and
Assessment of the Effects of Voluntary Restraint
Agreements on Steel-Producing and Steel-Cansumin%_
Industries, Publication No. 2165, March 1989 and The
lE)ffects of the Steel Voluntary Restraint Agreements on
.S. Steel-Consuming Industries, USITC Publication
2182, May 1989,
4" Weekly “spot” purchase price obtained from either
Metal Bulletin ‘go London) or Echo de la Bourse (of
Belgium), based on prices agreed on by metal traders in
Brusels.
42 Reflects the “spot” price of cold-rolled sheet in the
Midwestern United States.
43 World Steel Dynamics, Steel Price Track 27.
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foreign mills to obtain $100 to $125 per ton more
when exporting to the United States, as compared
to other countries whose currencies and prices
were weaker. During 1988, however, the
two-tiered pricing system disappeared, largely
reflecting the depreciation of the U.S. dollar
relative to most foreign currencies and a surge of
steel “spot” export prices in foreign markets.
Therefore, foreign mills began increasing steel
_ shipments to non-U.S. destinations, where an
average $50 per ton higher price could be
obtained.4 The ending of the two-tiered system
in 1988 (coupled with relatively higher steel
prices in most foreign markets) contributed to a
reduction in the volume of steel exported to the
U.S. market and an increase in the volume of
U.S. steel shipped to foreign markets (see app.
D, table D-3 and the “Export Trends for
Domestic Steel Products” section of this report).

Increasing transportation costs to the United
States also became a major concern for exporters
of steel to the U.S. market. For example, an
additional $60 to $70 per ton shipping cost to the
United States (added to the world base price of
$490 per ton for cold-rolled sheet) would result in
foreign mill price realizations of about $50 per
ton less than shipments to other markets.45

With regard to general international price
comparisons, the following tabulation indicates
that as of June 1989, U.S. prices for sheet
products were generally higher than EC prices
(from 9 to 11 percent), but less than Japanese
and Canadian prices.

Spot price comparisons, June 1989

(U.S. dollars per net ton)

Hot-rolled Cold-rolled Galvanized

Market coil coll sheet
Canada ....... 403 504 705
EC ........... 357 449 557
Japan

Dealer ....... 499 596 849

Big Buyer' ... 5156 616 726
United States .. 390 500 620

' “Big Buyer” prices are those quoted to large steel
consumers in Japan.

Source: World Steel Dynamics, Steel Price Track 28.

The following tabulation indicates that by
June 1989, U.S. “spot” prices for plate products
were higher than “spot” prices (denominated in
dollars) in the EC, but generally lower than prices
in Japan and Canada.

44 World Steel Dynamics, Steel Price Track 27.
4% World Steel Dynamics, Steel Price Track 27.

Spot price comparisons, June 1989
(U.S. dollars per net ton)

Market Plate
Canada ..........coiiiiiiiiinnea 460
SZC ................................. 368
apan:
Dealer ..........cciviiiiininnnnnn, 427
BigBuyer ............. i, 518
United States ........................ 430

Source: World Steel Dynamics, Steel Price Track 28

“Spot” prices were competitive with respect to
rebar “spot” prices in Canada and the EC, but
significantly lower than prices in Japan, as the
following tabulation illustrates.

Spot price comparisons, June 1989
(U.S. dollars per net ton)

Market Plate

Canada ......... .. ittt 325

EC i e e e 315
Japan:

Dealer .............cciiiiiiiiiinnnn. 376

United States ........................ 322

Source: World Steel Dynamics, Steel Price Track 28.

Following are summaries of steel pricing
developments and conditions in the United
States, Japan, Canada, and the EC:

United States

Domestic steel producers had become
concerned about the labor negotiations scheduled
for August 1989, and their possible impact on
prices. Despite Bethlehem Steel’s labor
settlement on May 25, 1989, producers
anticipated hedge-buying prior to the ratification
of contracts at National and Inland. With Armco
as the only major producer at which a strike
might now occur, such fears have eased. Another
major concern among domestic steel producers
(which could lead to a lowering of prices) has
been the slowdown in automotive sales during the
first-half of 1989. Steel mills always allocate steel
production runs to fully satisfy advanced orders,
and a reduction in automotive production would
create uncertainty in production schedules.

On a regional basis, “spot” prices in the
Eastern United States were fairly firm during
1988, with hot-rolled coil priced at abeut $380
per ton and cold-rolled coil priced between $480
and $500 per ton. Because demand for steel
products has remained relatively strong
throughout the region, steel mills were booked on
orders throughout the second quarter of 1989.

46 See “Labor Conditions” section of this report.
47 World Steel Dynamics, Steel Price Track 28.
“8 World Steel Dynamics, Steel Price Track 27.
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Reportedly, steel demand is strong throughout
the Southern United States. In all areas, except
the Gulf (where plate prices declined to $440 per
ton) prices have remained stable. During the first
quarter of 1989, hot-rolled “spot” prices were
around $390 per ton, with cold-rolled coil being
quoted at $480 to $490 per ton.

Steel prices have weakened in the Midwestern
United States (the largest of the U.S. regional
steel markets). Although demand in this region is
relatively strong, an abundance of new material
(coupled with a buildup of inventories) intensified
pricing competition. Hot-rolled coil prices
declined to $390 per ton during June 1989, from
$410 during February 1989. In addition, price
cuts in structurals by Nucor heightened the price
uncertainty in this region.

Plate demand has remained strong in the
Western United States, reflecting increased
activity in ship repair, transportation, and forestry
and mining industries. The “spot” price for plate
sold to service centers ranged from about $450 to
$460 per ton during the first quarter of 1989.
Oregon Steel refused to sell at levels below these
prices several months ago and began shipping to
Japan. Throughout the region, domestic
producers rather than importers are influencing
plate prices.

Following are brief summaries of recent
pricing developments in selected key product
- groups during recent months.

Sheet products (automotive and appliance
markets).—The strong demand which led to
certain supply dislocations during 1988 appears to
be easing. However, while demand for cold-rolled
sheet is also softening (especially on the West
coast), an immediate decline in prices does not
seem likely. Both USS-Posco and California Steel
are expected to increase cold-rolled sheet prices
during the first half of 1989, bringing their base
price to $505 per ton. This still compares
favorably to prices of $510 to $520 per ton for
cold-rolled sheet from Japan and Korea. USX
and Bethlehem are expected to implement similar
increases during the period. Stelco has already
announced a cold-rolled sheet price increase of
$43 (bringing its price to about $504 per ton).4®

Wire rod (wire drawers and construction
markets) .—Effective April 1, 1989 Raritan River
and Atlantic Steel raised wire rod prices by $20
per ton to offset rising scrap prices and the rising
costs of nther materials. Wire drawers, however,
questioned th.ur ability to pass off the increase to
customers, maintaining that the price hike may
decline during the latter part of 1989.

“® American Metal Market, January 1989.
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Plate (construction and heavy-equipment
markets).—Geneva Steel and Oregon Steel Mills
(the only West coast producers) announced price
hikes of $20 (to total $445 per ton) for

deliveries starting in May 1989. While the plate
shortage concern has been somewhat relieved by
the start-up of Geneva in September 1987, the
market is still relatively tight. Plate from foreign
sources is being offered at $460 to $500 per ton
compared to $445 per ton for plate offered by the
West coast producers.50

Bar products (construction and automotive
markets).—The demand for machining grade bar
products leveled off during the first quarter 1989,
as service centers trimmed orders by 10 to 15
percent on 1200-series bar. Prices for 12L14
1-inch round average $685 per ton plus a scrap
surcharge of $27 per ton. Reportedly, cold
finishers have been unable to pass along scrap
surcharges and have had to absorb the additional
cost.51 Florida Steel raised prices on stock-length
and coil rebar (effective April 3, 1989) by $10 to
$315 per ton, maintaining that the increase was
necessary to offset scrap surcharges.

Oil-country-tubular goods (petroleum
market).—USS’s price hike of 5 percent,
effective January 1, 1989, came as a surprise to
its customers in light of the dampened market
conditions.52 Reportedly, most distributors have
been able to pass along the price increase despite
declining demand for OCTG products.

Specialty products (chemical and
food-processing markets).—Baltimore Specialty
Steel Corporation became the first domestic
producer to lower surcharges on chrome-nickel
grades of stainless bar to reflect a decline in raw
material prices. Baltimore announced that
surcharges will decline between $180 to $420 per
ton (depending on the grade), effective with June
5, 1989 shipments.5® J&L Specialty announced
reductions in stainless steel flat-rolled surcharges,
effective with July shipments. The surcharge
declines will range from $2.20 per ton on
straight-chromium Types 409 and 410 to $349
per ton on Types 310 and 310S, which contain
higher levels of nickel.54

Although prices in the United States for most
steel products generally weakened during
1988-89, they have increased from price levels in
1985 as reflected in the continuing reductions in
discounts offered by domestic producers. As
shown in the following illustration, the level of
discounts declined from as much as 31.2 percent
in December 1985, to 16.7 percent in June 1989.

8 American Metal Market, January 13, 1989.
81 American Metal Market, April 24, 1989.

82 American Metal Market, December 8, 1988.
83 American Metal Market, May 2, 1989.

84 American Metal Market, June 6, 1989.

18



Percent variation between U.S. list and “spot”
prices®®

Period Percent
January 1985 ......... .. ..o -27.8
April 1985 . ... ..ot i e -28.3
July 1985 ... ...ttt -30.2
December 1985 .................. ... -31.2
April 1986 .. .....covv it -21.0
July 1986 . ... ... ...t -21.8
September 1986 ..................... -15.7
December 1986 ..................... -14.0
May 1987 ... ......coiiiiiiiiii i -9.5
September 1987 ............... ..o -5.5
December 1987 ................0vutn -9.9
April 1988 ... ... ... -7.9
September 1988 ..................... -9.5
February 1989 .............. ... ..... -16.6
June 1989 ... ... i -16.7

Source: World Steel Dynamics, Steel Price Track 28.

The increases in domestic steel prices during
July 1985 through June 1989 is reflected in data
received by the Commission from U.S. producers
and importers. An examination of these data
reveals that U.S. producers experienced price
increases in most product categories (table 8 and
app. D, table D-8. The largest price increases in
the stainless steel category occurred in plates (up

8 Composite for five major products through January
1985; composite for four major products starting April

Table 8

59 percent) and sheets and strip (up 58
percent).With respect to the carbon and certain
alloy steel category, the largest price increases
were recorded in hot-finished bars (up 52
percent) andplates and line pipe (each up 30
percent). Data received from importers reveal
that the largest price increases occurred in
stainless steel pipes and tubes (up 374 percent)
and hot-finished bars (up 98 percent). In more
than one-half of the product categories, the data
revealed that importers’ prices were higher than
U.S. producers’ prices.

Japan

The Japanese steel industry is experiencing an
unfavorable international competitive position
due to the increasing price of its products,
stemming largely from escalating -production
costs. The cost of producing a metric ton of
cold-rolled sheet is approximately $550 in Japan,
compared to $480 in the United States, $420 to
$470 in the EC, and $420 to $440 in Korea and
Taiwan. The “Big Buyer” price of cold-rolled
sheet in Japan is about $742 per metric ton,
whereas the “spot” prices of this product in the
United States and West Germany are $530 and
$475 per ton, respectively. In an effort to offset
these differences, the Japanese steel industry is
planning to reduce interest expense from $50 to
$25 per metric ton of steel shipped, reduce

Certain carbon and alloy steel: Weighted average net prices for the three largest sales shipped by U.S.
producers and importers, of selected products, by specified period’

(Per ton)

Weighted average net price

Ratio of U.S.
producer prices to

U.S. producers

U.S. importers importers’ prices

July- April- July-  April- July-  April-
Sept. June Percent Sept. June Percent Sept. June
Product2? 1985 1989 Change 1985 1989  Change 1985 1989
Carbon and certain alloy steel:?
Plates ........................ 347.31  451.59 30.0 330.43 6563.13 70.4 106.1 80.2
Sheets and strip:
Hotrolled ..................... 313.58 357.82 14.1 329.67 430.48 30.6 95.1 83.1
(B?ualvanlzed .................... 528.70 583.42 10.4 556.30 616.00 10.7 95.0 94.7
ars:
Hot finished ................. 305.02 463.71 52.0 278.25 555.61 99.7 109.6 83.5
Reinforcing .................. 284.76 325.50 14.3 248.33 353.62 42.4 114.7 92.0
Wirerod ...................... 279.06 312.61 12.0 290.52 351.93 21.1 96.1 88.8
Structural shapes and units . ... .. 325.48 404.55 24.3 338.32 482.91 42.7 96.2 83.8
Ralls and related products ....... 368.36 bl 8.3 433.56 *** 18.4 85.0 77.7
Pipes and tubes: : :
Oil country tubular goods . .... *+*  756.96  *** b *** 0.1 141.8 e
Linepipe ............ e 452.86 589.19 30.1 595.06 609.58 2.4 76.1 96.7
Certain stainless and alloy tool steel:
Plates .............. PO 2364.02 3752.77 58.7 2370.37 3055.91 28.9 99.7 122.8
Sheets and strip .......«....... 1614.57 2550.16 §67.9 1695.32 3191.49 88.3 95.2 79.9
L 4499.99 **+ _14.3 (%) el 4) (4 (4)
Pipes and tubes ............... bl ***  5§7.3 1072.08 5084.34 374.2 276.2 el

! Prices are net of all discounts and allowances (including freight allowances) and excluding U.S. inland freight.
Producers’ prices aref.o.b. mill; importers’ prices are f.o.b. warehouse, or, if shipped directly to customs, c.i.f.,
ex-dock, port of entry, duty paid. Prices represent the total industry value of reported sales divided by the total

quantity sold, based on the 3 largest sales of each firm.
2 See Appendix E for decription of products.

3 Certain alloy refers to alloy steel other than stainless and alloy tool steel.

4 No data reported.

Source: Complled from data submitted in response to questionnaires of the U.S. International Trade Commission.
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employment 30 percent by 1991, reduce gross
capacity from around 150 million metric tons to
131 million metric tons in 1991-92, reduce the
number of blast furnaces, and increase
investments in non-steel operations.5¢

Canada

The price of steel products in Canada has
remained stable, largely due to sustained demand
from the automotive, appliance, and other major
steel consuming industries. Because of the
strength of demand on the West coast (reflecting
a large number of projects such as waterfront
projects in Vancouver and the construction of
paper mills, Eastern Canadian steel producers are
shipping to the West coast.57

European Community

The European steel mills have benefitted
significantly from the increase in steel demand,
higher prices in the home market, and higher
prices on the World steel export market. With
their steel producers being relatively heavy
exporters, prices in the European Community are
significantly influenced by the price levels on the
world “spot” export market. A continuing
challenge for EC steel producers during 1989 will
be their ability to control home-currency prices
during periods of weak demand. Although official
production controls no longer exist in the EC,
most steel producers are planning to initiate
production cuts if demand weakens.

% World Steel Dynamics, Steel Price Track 27.
Figure 6 :

Steel Price Index Trends58 in the United
States, Japan, Canada, West Germany,
and France.59

During 1984-88, home currency steel price
indicies in France and West Germany registered
increases ranging from about 6 to 8 percent (steel
price indicies in the United States and Canada
remained about the same), whereas home
currency price indicies in Japan declined about 5
percent. However, currency fluctuations are a
significant factor in determining competitive price
levels and an examination of price indicies in
these countries after factoring in the effects of
exchange rates reveals a different picture. Steel
price indicies in the United States and Canada
remained relatively stable, whereas price indicies
in Japan, West Germany, and France (in dollar
terms) increased 44 percent, 57 percent, and 63
percent, respectively, during 1984-88.
Illustrations of these price indicies are shown in
the following figures.

57 World Steel Dynamics, Steel Price Track 27.

%@ Price indexes do not necessarily reflect movements in
transaction prices. See the Commission’s 1986 Annual
Survey Concerning Competitive Conditions in the Steel
Industry and Industry Efforts to Adjust and Modernize
for a fuller discussion of this point.

89 Japan, Canada, West Germany, and France are major
competitors of the United States.

Steel price indexes in selected countries, 1984-88 (1984 = 100)
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' Price indexes for France and West Germany were estimated by the staff of the U.S. International Trade

Commission. .

Source: Price indexes of selected official government publications.
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Figure 7

Steel price indexes Iin selected countries, adjusted for exchange rate changes, 1984-88 (1984 = 100)

200

1 united States

T Japan

180

160

140

120

100

80 —

60 —

40 —

20 —

1984 1985

1986

1987 1988

! Price indexes for France and West Germany were estimated by the staff of the U.S. International Trade

Commission.

Source: Price indexes of selected officlal government publications.

Actions to Adjust and Modernize, Other
Than Capital Expenditures

Of the 73 companies responding to the
questionnaire, 31 firms provided information on
actions that been taken to adjust and modernize,
other than capital expenditures and research and
development expenditures. A tabulation showing
the number of companies reporting various types
of actions follows.€0

Number of companies
1988-89 1987-88

Type of action

Cost reduction programs ...
Personnel-related actions ...
Changes in company
practices ...............
Divestitures and closures ...
Organizational changes .. ...
Tralning/seminars ..........
Expansions and acquisitions .
Other ....................

paraey
— ok

NbONNSN DO
WRHONON OO

-
-

Over 50 percent of the respondents reported
taking specific cost reduction measures, the
majority of which focused on operations and
equipment modifications and reductions in energy
and materials costs.

% Appendix F contains a company by company
description of the actions taken by the responding firms.

Personnel-related actions reported this year
continued to focus on developing a team
approach toward cost and quality concerns at
individual companies. In addition, several
companies noted continued training of both
salaried and wage employees, and two companies
reported a technology exchange program with
foreign firms.

About one-third of the companies providing
responses reported changes in company holdings,
detailing either divestitures or acquisitions and
expansions (especially through joint ventures with
Japanese companies).

A small number of respondents noted either
organizational changes or changes in company
practices, including reorganization of internal
divisions, retention of consulting firms to advise
on future plant modernization, and consolidation
of some operations.

Actions taken in other areas to aid in
adjustment and modernization efforts included
the use of bar coding in company shipping and
inventory control, increased computerization of
all aspects of operations, and development of new
product lines to target specific market niches.

Investment in Activities Other Than Steel

(This section contains information entitled to
confidential treatment and has not been
published.)
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Minimills: Penetrating Higher Value
Markets

Recent technological advances especially
applicable in minimills have afforded a small
number of innovative minimill companies the
opportunity to compete in previously inaccessible
markets, such as those for special quality bars,
wide flange beams, and sheet. The minimills’
recent entrance into these higher value-added
markets will result in their direct competition with
domestic integrated mills and foreign producers,
the traditional providers of such products to the
U.S. market. This section will briefly examine the
recent progression of this trend, looking at the
motivation of the companies involved, the role of
new technologies, and the significance of these
technologies to the domestic steel market.81

Market Opportunities

While it appears that most of the
approximately 40 minimills will remain entirely in
the merchant market (i.e., the market for
hot-rolled bars), some minimills have reportedly
concluded that they want to reduce their
dependence on the merchant market. Traditional
minimill markets - those for bar, wire rod, and
light structurals - have become less attractive in
recent years. Such markets are perceived to be
oversupplied and overly dependent on the
construction industry. In addition, minimill
domination of these markets has periodically
resulted in intense price pressure as minimills with
similar cost structures compete for market share.

Nontraditional markets, on the other hand,
have attracted minimill companies because of
their size and apparent potential for new entrants.
In 1988, apparent domestic consumption of
structurals, pipes and tubes, and sheets and strip,
jointly accounting for over 60 percent of domestic
consumption, was approximately three times that
of merchant bars, reinforcing bars, light
structurals, and rod.€2 Moreover, trade statistics
suggest that certain nontraditional markets offer
the potential for added penetration by domestic
firms; in 1988, import penetration among
structurals and pipes and tubes was 30 and 40
percent, respectively.8® Finally, while the
domestic market for special quality bar presently
appears small (at an estimated 3.5 million tons)®4,

¢! For a more comprehensive treatment of minimills, see
Annual Survey Concerning Competitive Conditions in the
Steel Industry and Industry Efforts to Adjust and
Modernize, U.S. International Trade Commission, inv.
no. 332-209, September 1988, pp. 51-66. See also
Appendix J, Revised Statistical Tables, Selected Minimill
Operations.

82 U.S. International Trade Commission, “Monthly
Report on the Status of the Steel Industry,” USITC
Publication 2162, March 1989, p. S.

83 [bid., p. 6.

84 Iron Age, February 1989, p. 19.

22

the special quality bar market does present the
opportunity to apply the minimills’ bar-making
expertise to a growing, higher value-added
market.

The Role of Technology

Just as new technology facilitated the
development and growth of minimills decades
ago, further technological developments are now
providing minimills with the opportunity to
expand into new markets. Prior to the 1980s,
improvements in melting and casting steel
enabled minimill production to become
increasingly economical. For example, the
accommodation of high voltages reduced the time
required to produce molten steel in electric
furnaces; better refractories reduced furnace
downtime; and oxyfuel burners reduced
electricity consumption in electric furnaces. The
advent of continuous casting further improved
yields and reduced labor costs and electricity -
consumption while decreasing the capital costs of
rolling facilities.65

During the 1980s, technological
developments have not only reduced costs, but
have made it economical for minimills to provide
products formerly produced economically only in
integrated mills. Among those nontraditional
products now feasibly produced by minimills are
special quality bars, wide flange beams, and
sheet. Following are brief summaries of the
advantages conferred by new technologies.

Horizontal casting

After 2 years of experimentation with a
prototype, Chaparral  Steel, located in
Midlothian, TX, is preparing to begin horizontal
casting this summer.6¢ The horizontal caster
employed by Chaparral reportedly produces
billets which can be rolled into special quality
bars, the market for which is currently dominated
by integrated producers with significantly higher
capital costs.8” The special quality bar market is
the only remaining segment of the bar market in
which integrated firms have maintained their
dominance. Principal consumers of special quality
bars are the automotive and forging industries,
which require bars meeting rigid surface and
metallurgical specifications; the market for special
quality bars is growing as a result of greater
demand by domestically-located auto manu-
facturers, especially Japanese transplants (Honda
and Toyota).

8 See Donald F. Barnett and Robert W. Crandall, Up
From the Ashes: The Rise of the Steel Minimill in the
United States, The Brookings Institution, Washington,
D.C., chapter 4.

&8 The use of horizontal casters is longstanding in
specialty steel mills, where relatively low production
levels are economical. Chaparral’s application of
horizontal casting to the production of carbon steel
a})pears to be unique.

87 Some minimills, most notably North Star at its
Monroe, MI, plant, also currently produce special
quality bars, although they do so with more traditional
vertical casters. 22



The primary advantage resulting from the
employment of a horizontal caster is the relatively
low capital cost of constructing one, which is
significantly smaller and more simply designed
than traditional vertical casters. The second
advantage conferred by horizontal casting is its
three-fold effect on quality. First, horizontal
casters produce “exceptionally clean” steel
because there is no secondary oxidation of
molten metal between the tundish and mold.
Second, horizontal casters create no stress
fractures on billet surfaces. Such fractures
commonly result from the bending and
subsequent straightening of billets processed in
vertical casters. Third, the larger nozzle found in
Chaparral’s horizontal caster accommodates the
flow of aluminum-killed and boron grade alloyed
steel without clogging, unlike vertical casters.8

Beamblank casting

Rather than casting square or rectangular
billets from which to roll wide flange beams, three
minimills - Chaparral, Nucor-Yamato (located in
Blythesville, AR), and Northwestern Steel and
Wire (located in Sterling, IL, and Houston, TX) -
have undertaken beamblank casting, in which the
cast shape is formed closer to the shape of
finished structurals. Beamblanks exhibit a modest
I-shape before rolling; as a result, they require
less processing to attain finished shape.
Beamblanks produced at Nucor-Yamato, for
example, require approximately one-half the

rolling stands necessary to produce large
structurals from billets.8®
Before the development of beamblank

casting, production of large structurals like wide
flange beams was not economical in minimills,
which in part derive competitive advantage from
relatively low capital, labor, and energy costs
commensurate  with  short rolling mills.
Northwestern predicts that its structural beams
will reduce production cost by $50 per ton, or
about 15 percent, compared to those produced in
conventional structural plants operated by USX,
Bethlehem, and LTV.70 Moreover, Inland
appears to have acknowledged that Nucor’s and
Northwestern’s  projects, which overlap its
geographic and product markets, threaten the
survival of its newly formed bar and structural
division.??

Thin slab-casting

As noted in previous ITC studies,’2 minimills
advanced into the flat-rolled market when Nucor

8 Chaparral Steel, Midlothian, TX, interview with
Gordon Forward and James Wroble, April 1989.

% Jron Age, October 1988, p. 22.

70 Telephone conversation with Robert Wilthew,
i’;easgident and CEO of Northwestern Steel and Wire, July

7' Business Week, June 13, 1988, p. 100. :
72 Annual Survey Concerning Competitive Conditions in
the Steel Industry and Industry Efforts to Adjust and
Modernize, U.S. International Trade Commission, inv.
no. 332-209, September 1988, p. 61.

constructed a $250 million, 800,000-ton-
per-year hot strip mill in Crawfordsville, IN.
Central to Nucor’s project was the development
of a thin slab-caster which produces 2-inch-thick
continuously cast slabs. Thin slab-casting
significantly reduces the cost of producing
flat-rolled product (by approximately $50-75 per
ton)?® by decreasing the quantity of roughing
stands, electricity, labor, and time necessary to
produce hot-rolled sheet.

Reduced fixed costs enable Nucor to
economically produce flat-rolled product on a
relatively small scale, which is virtually
cost-prohibitive in integrated facilities. Traditional
flat-rolled plants have been designed with
approximately $2,000 of capital costs for every
ton of capacity; Nucor’s facility entails about
$300 of capital costs per ton.”# In addition,
Nucor’s flat-rolled facility will use 40 percent less
electricity and 50 percent fewer manhours per ton
produced than do integrated companies.’®

Recently, two other minimill companies have
announced plans to follow Nucor into the
flat-rolled market. In March 1989, Birmingham
Steel, a minimill company headquartered in
Birmingham, AL, announced a $200 million joint
venture that will annually produce 800,000 tons
of sheet from 5-inch thick slabs in Houston, TX.
The venture, named Buffalo Steel, will reportedly
derive competitiveness not only from economies
conferred by the thin slab-caster, which will cast
thinner slabs as the venture’s technology
improves, but also from substantially lower capital
costs resulting from the acquisition of older
equipment.’8 77

More recently, New Jersey Steel, located in
Sayreville, NJ, announced plans to construct a
$125 million, 500,000-ton-per-year sheet mill in
the Northeast.”® New Jersey Steel has been
experimenting with thin strip casting, in which
steel is cast in sheets less than 1 inch thick.
Reportedly, thin strip-casting further reduces the
number of rolling stands needed to produce sheet
and strip, thereby affording significantly lower
capital costs; the facility described by New Jersey
Steel appears to entail about $250 of capital costs
per ton of steel capacity.”®

73 Speech by Ken Iverson, chairman of Nucor
Corporation, to the fourth annual Steel Survival
?tgrsa;egies seminar, in New York, NY, on June 27,

74 Business Week, June 13, 1988, p. 102.

78 Ibid.

7 James G. Regan, “Birmingham Steel teams with Proler
and Danieli in $200M mini-mill project,” American
Metal Market, March 31, 1989, p. 1.

77 James G. Regan, “Buffalo Steel plans to beat rivals by
keeping costs at lower levels,” American Metal Market,
April 3, 1989, p. 1.

7 Tom Balcerek, “Two mini mills plan production of
sheet,” American Metal Market, May 4, 1989, p. 1.

™ Iron Age, November 1988, p. 11.
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Should these ventures prove successful, other
similar projects will likely emerge; Chaparral and
North Star have voiced interest in such projects
should Nucor be successful. Industry officials
speculate that by the mid-1990s, minimills may
have up to 20 percent of the flat-rolled steel
market, which accounts for over half of all
domestic  steel shipments.80 PaineWebber
forecasts that within 5 years, it is likely that
minimill production of flat-rolled steel will impact
the existing domestic price structure.8!

Caveats

Tempering the effect of the minimills’
advancement into the high end of the steel
market are financial, technological, and market
obstacles. The cost of constructing or purchasing
a minimill capable of producing sheet or
wide-flanged beams is significantly higher than
that of acquiring a minimill which produces
traditional merchant products. Birmingham Steel,
for example, acquired its two West Coast bar mills
for approximately $15-$30 million each,8
whereas the cost of Birmingham’s venture into
the flat-rolled market was approximately $200
million. Similarly, other nontraditional minimill
ventures have been relatively costly; the
Nucor-Yamato structural beam facility reportedly
cost over $200 million to construct.83

The largest minimills have attracted foreign8
and domestic capital as a means of funding the
construction of new facilities. Examples are
Nucor-Yamato, a partnership between Nucor §51
percentg and Yamato Kogyo Ltd. of Japan (49
percent) and Buffalo Steel, a joint venture
between Birmingham Steel (50 percent), Proler
International Corporation (35 percent), and
Danieli, an Italian mill equipment manufacturer
(15 percent). North Star, on the other hand, is a
wholly-owned subsidiary of Cargill Inc., a
privately held, U.S.-owned multinational trading
firm. Nine minimills have also been able to raise
funds in the stock market. Investments of the
magnitude required to enter higher value-added
markets, however, will exclude most minimills
from participating in the high end of the market.

Most of the new technologies still present
significant challenges. Reportedly, Nucor’s entire
thin slab-casting process must function almost
perfectly or production on the line will stop and
costs will rise dramatically; a malfunction at one
point in the highly interconnected production
process disturbs the entire production line.

A variety of market forces will impact
significantly on the minimills. The price of scrap,

8 Business Week, June 13, 1988, p. 102.

@ Paine Webber, Nucor’s Revolutionary Thin Slab/Flat

Rolling Steel Mill, June 20, 1989, p. 2.

82 PaineWebber, October 24, 1988, p. 3.

8 Jron Age, August 1987, p. 20.

84 Foreign interest in minimills is long standing; foreign

companies have established or acquired ten domestic

ninimills since the late 1950s. See Appendix M, table
-1.
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which minimills melt to produce steel, has
increased dramatically in recent years. Dealer
grade scrap prices have increased by over 40
percent since 1987, primarily as a result of
greater scrap consumption, which has increased
by 67 percent since 1982.85 Greater imple-
mentation of continuous casting, which reduces
scrap by-products, and the increasing use of
alloys in steel, which complicates the recovery of
steel from scrap metal, have also contributed
significantly to rising scrap prices.

The integrated mills have reacted aggressively
in recognition of the competitive threat posed by
minimills in some markets. Inland Bar and
Structural and USS-Kobe, for instance, have
announced $100 million modernization programs
designed to retain their competitiveness in the bar
and structural markets. Reinvestment in
integrated flat-rolled facilities has continued as
well; USX has invested approximately $600
million at its Gary, IN, Works and Bethlehem has
spent more than $700 million at Burns Harbor
Plant in Chesterton, IN, since 1981.86

Export Trends For Domestic Steel
Products

During the 1980s, world steel trade increased
from about 24 percent to 30 percent of world
steel production as new facilities came on stream
and global markets expanded.8” Throughout
much of this period, however, U.S. steel exports
remained the smallest of any of the major
producing regions, both in absolute terms and as
a percentage of domestic shipments (tables 9 and
10). After a 50 percent decline during 1982-86,.
domestic steel exports began to increase early in
1988 and by the first quarter of 1989 reached
peak levels for the decade. Of this increase,
approximately 97 percent of all tonnage shipped
abroad was in carbon and certain alloy steel
products; stainless and tool steel accounted for
the remainder. 88

Composition of U.S. Exports
The greatest increases in exports occurred in

all types of sheets and strips during 1984-88, with

most other export categories of stainless and tool
steel also showing large increases (table 11).
Steelmakers also report increased order inquiries
from abroad for structurals and shapes in 1989.

Most integrated producers report that coated,
thin gauge, or other customized flat-rolled
products, principally used in consumer white
goods and automobiles, account for more than
half of their export line.8® Several indicated that
while steady demand for these products would

® Business Week, p. 102.

88 Ibid.

7 International Iron and Steel Institute Statistical
Yearbook, 1988 and World Steel Dynamics.

8 U.S. International Trade Commission publication no.
2202, Monthly Report on the Status of the Steel
Industry.

€9 Interviews with industry officials.
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Table 9

Steel products: Western world exports, selected years 1980-88

(In thousands of metric tons)

Market 1980 1982 1984 1986 1988
United States' ................ 3,763 1,696 901 856 2,152
Canada .........cocv0innenen 3,534 3,193 3,459 3,435 ()
Latin America ................ 2,188 4,020 4,904 9,493 (3)
o 64,416 67,223 68,106 66,185 (2)
Aslaand Japan! .............. 35,886 36,745 40,519 36,855 (2)
Allother ...............covun 11,460 11,762 14,892 17,552 (2)
Total Western world ....... 121,247 114,634 136,781 134,376 ()

' Shipments for the United States and Japan based on national sources for annual consumption using deliveries

rather than production.
2 Not avalilable.

Source: International Iron & Steel Institute, Steel Statistical Yearbook 1988.

Table 10

Steel products: Western world exports as a share of the quantity of shipments, selected years, 1980-88

(In percent)

Market 1980 1982 1964 1986 1988
United States' ................ 4.9 3.0 1.3 1.4 2.6
Canada ....... .. 27.7 33.1 28.7 29.4 2)
Latin America .... 9.3 18.4 33.4 30.2 2)
EC ......... ..., 54.9 54.5 59.6 60.2 ()
Asia and Japan! 29.9 31.8 32.4 29.4 (2)
Allother ...........covvivunns 5.8 6.1 7.2 7.9 (2)

' Shipments for the United States and Japan, based on national sources for annual consumption using deliveries

rather than production.
2 Not avallable.

Source: International lron & Steel Institute, Stee! Statistical Yearbook 1988.

support increased export volume in the future,
the proportion of flat-rolled products relative to
total exports is likely to decline as demand
increases for other types of steel products.
Specialty steel producers have generally exported
a larger share of their production than have
carbon steel producers in recent years; the higher
value per ton and a smaller number of
competitors generally enable specialty producers
to earn higher returns than can be realized on
carbon steel exports. Of the approximately 25
domestic specialty producers, an estimated 90
percent export,® and although export markets
represent a small percentage of total sales for
most companies, these can be a significant source
of revenue. Exports account for approximately
6-10 percent of Allegheny Ludlum’s total sales,
for example, but generated $30 million of $33
million profit earned by that company in the first
quarter of 1989.91 One category of specialty steel
experiencing particularly strong export growth is
electrical steel which is used in the manufacture

9 Interviews with industry officials, June 15, 1989.
91 Metal Bulletin, April 17, 1989.

of electrical equipment such as generators and
transformers; 1988 exports were two—and-a-half
times 1983 levels, with Mexico and India as
primary markets (37 and 22 percent,
respectively).

~ Export Destinations

The destinations for domestic steel exports
have remained relatively stable over time with the
exception of exports to the EC which have almost
doubled since 1983 (fig. 8). Canada and Mexico
accounted for almost 41 percent (840,000 tons)
of all exports in 1988. Industry sources indicate
this is primarily due to the relative ease of
transportation to these markets and thelarge
number of domestic customers’ subsidiaries
located there.®2 In addition, exchange rate
relationships with the dollar are reportedly more
favorable.

92 Some steel products are exported, transformed and
reenter the United States under the
9802.00.60/9802.00.80 HTS trade provisions (formerly
806/807). For example, some hot-rolled stainless sheet
is processed into cold-rolled sheet in Mexico and is then
returned to the United States. Duty is assessed only on
the value added by the foreign processing. 25
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Table 11

Certain steel mill products: U.S. exports, by types, 1984-88

Change
Item 1984 1985 1986 1987 1988 1984-88
Short tons Percent
Secr:nlfiglsheda rtal
on and certain
aarlloyr‘1 ? ............... 72,285 82,650 57,932 71,362 58,598 (19)
Stainless . .............. 1,251 7,058 953 2,181 2,833 126
PlaCte:b d certal
arbon and certain
alloy' ..., 84,813 74,957 66,042 92,057 107,546 27
Stalnless ............... 3,371 8,031 3,523 4,481 11,847 251
Shgetband stglp: rtain
arbon and ce
alloy! ................ 369,495 349,620 477,803 501,010 1,328,485 260
Stainless . .............. 20,081 25,776 29,617 55,981 45,571 127
Bars and certain shapes:
Carbon and certain
alloy' ............... 126,090 89,241 72,134 111,619 124,911 (1)
Stainless ............... 5,178 7,762 6,946 7,189 12,047 133
Wire rod:
Carbon and certain )
alloy' ................ 7,918 3,716 5,049 6,889 8,676 10
Stainless . .............. 728 1,024 828 1,328 1,486 104
Wire:
Carbon and certain
alloy' ................ 17,524 17,182 24,033 22,863 32,209 88
Stainless ............... 2,455 1,964 2,728 3,806 4,459 82
Pipe and tube:
Carbon and certain
alloy ' ........ ol 199,778 193,309 118,010 143,405 244,192 22
Stainless ............... ’ 7,648 5,948 ,040 8,751 6,198 (19)
Tool steel, all forms ....... 2,326 2,094 2,144 3,061 4,502 94
Total steel miil i
products ........... 1,081,363 992,046 980,16 1,176,367 2,151,875 99

' Certain alloy refers to alloy steel other than stainless or tool steel.
Source: Complled from officlal statistics of the U.S. Department of Commerce.

Exports to Pacific Rim nations continue to
increase, in part, because of favorable exchange
rates; in 1988, 700,000 tons were shipped to
Asia, up almost 10 percent over 1983 levels.
Domestic steelmakers indicate that this market is
likely to be a long term orientation for the
industry due to continuing strong demand for
consumer goods and infrastructure construction.
Evidence of this perspective is reflected in several
sales of specialty steels to Japan, and Chapparal
Steel recently received JIS®® certification to sell
structural shapes in that country. In 1988, the
United States was the ninth largest source of
imported steel in Japan, accounting for about 15
percent of all Japanese imports; most U.S. export
tonnage was hot-rolled bands, a product which
can be worked into a variety of downstream steel
products.

% JIS g-301 is a Japanese Industrial Standard marking
which is required on all steel used for public works
projects in Japan. Japanese dt}ualification requirements
such as certification reportedly have acted as trade
barriers to certain steel imports.

26

Industry sources indicate that Latin America
remains an erratic and somewhat closed market,
one whose steel industry is itself concentrating on
exports; the growth in this region has largely been
limited to Mexico. The EC is characterized as a
market with “growth potential”, although its
future is dependent on final arrangements within
the EC after 1992. At this time, however, EC
integration is not expected to have any significant
effect on the steel export trade from the United
States to the EC.%4

Factors Influencing Export Levels

Domestic steelmakers indicate that increased
export performance is primarily a result of strong
global demand and recent efforts to modernize
domestic facilities, enabling firms to raise quality,
lower costs and become more competitive

84 Remarks by the director general of the European
Confederation of Iron and Steel Industries, May, 1989
and telephone conversation with staff of the Delegation
of the Commission of the European Communities,
Washington, DC, June 1989.
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Figure 8
U.S. export markets for steel mill products 1983, 1988.
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in expanding markets abroad.®® This favorable
cost advantage is contingent to some degree on
the exchange rate, however, (see appendix L)
and domestic companies note that a buoyant
dollar will hamper export efforts to markets
whose currency is not tied to the dollar. One
industry spokesman noted that Japanese orders
with his firm were canceled immediately when the
yen/dollar rate reached 143:1.9% Prior to 1988,
U.S. export levels appeared to be largely
independent of exchange rate fluctuations as
domestic producers concentrated on retaining
domestic market share. In 1988 the real domestic
price and the bellweather spot price (F.O.B.
Antwerp) converged for the first time in a decade
(figure 9) as export prices rose more rapidly than
did domestic prices, and the previous “tiered”

% World Steel Dyamics reported pre-tax production costs
for U.S. steel companies as averaging $495 per metric
ton in May, 1989, compared with $521 for japan and
$452 for West Germany.

%8 Interviews with industry officials, June 6, 1989.

pricing system disappeared.?” This convergence
reflects the tendency of world “spot” export
prices to drop to the level of marginal costs during
periods of weak demand and to increase in
periods of stronger demand.

Although exchange rates influence the
decision to export, they are by no means the only
consideration. Several domestic steel producers
export products in order to insure higher capacity
utilization levels, thereby lowering fixed costs per
ton. Other spokesmen underscore the value of
exports. as leverage against the vagaries of
domestic demand and price fluctuations.98

%7 World Steel Dynamics, Pacific Basin Steel In A
Global Context. WSD notes that prior to this time, a
three tiered pricing system existed; exports to the U.S.
commanded as much as $100 per ton premium over
other markets and exports to the PRC were often sold
below the average price in other export markets. Since
early 1988, however, export markets have begun to move
toward equilibrium; in late 1988, exports to some
non-U.S. markets reportedly brought higher revenues
than did exports to the U.S.

9% American Metal Market, May 22, 1989 and
discussions with industry officials.
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Figure 9

U.S. Domestic composite real vs world spot exports price
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Future Outlook

Throughout the industry, company actions
and private discussions indicate that the recent
interest in exporting will continue into the future,
barring prohibitively strong dollar exchange rates.
For example, USS has repeatedly stated its
intention of exporting 1 million tons of steel in
1989, much of it lower-valued steel to Pacific Rim
countries,®® and some industry analysts are
predicting that domestic steel exports could total
S million tons in 1989.190 A number of producers
are establishing export divisions, both to handle
increased order inquiries from foreign trading
companies eager to sell product abroad on a
“spot” basis, and also to seek out foreign markets
for long term marketing arrangements.

There are several reasons for the industry’s
bullish long-term export outlook. One of the
strongest is the increasing globalization of
end-user markets; for example, domestic
companies operate overseas - branches to
manufacture farm machinery equipment for U.S.
farmers and U.S. oil companies continue to
prospect around the world. In many cases,
domestic firms request a continuance of steel
supplies from traditional domestic sources when
an overseas branch opens. In addition, domestic
modernization is improving the quality of steel
products available from the United States and is
lowering production costs for those products.
Producers acknowledge that it is unlikely that
they will be able to compete abroad against
producers whose primary goal is to retain market
share. There is, however, renewed confidence
that expanding foreign markets and rising
demand abroad will continue, and that the export
orientation of U.S. steel producers is longterm.

% Metal Bulletin, March 6, 1989.
100 World Steel Intelligence, May 15, 1989.

28

—
"y

Key Developments In The Specialty
Steel Industry, 1983-88

Background

The U.S. specialty steel industry faced
deteriorating conditions in the early 1980s,
including decreased domestic market share,
increased imports, declining employment, lower
prices, and reduced profitability. The
deteriorating conditions, which followed several
years of import relief that expired in the late
1970s, led the domestic industry to petition for
renewed import relief. On July 19, 1983,
following an affirmative determination by the
U.S. International Trade Commission in
Investigation no. TA-201-48, Stainless Steel and
Alloy Tool Stee], the President (by Proclamation
5074) imposed temporary (4 years) duty
increases on stainless steel sheets and strip, and
stainless steel plate, and quantitative restrictions
on stainless steel bar and wire rod, and alloy tool
steel. A more detailed description of both the
specialty steel import relief program and the
coverage of specialty steel products under the
Voluntary Restraint Agreements (VRA) program
is presented in Appendix I.

The following section describes changes that
have occurred in the specialty steel industry
during the period of import relief (1983-88).

Industry Performance, 1983-88

Table 12 provides key indicators of the
specialty steel industry’s performance during the
1983-88 .period of import relief.

The specialty steel industry experienced a rise
in demand for its products during 1983-88,
reflected by the 43-percent increase in apparent
consumption and the 39-percent rise in
shipments (table 12). Growth in demand for
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Table 12

Specialty steel: Apparent consumption, financial performance, production, capacity, and employment,

1983 and 1988

Average
annual
rate of

Percentage change,
change, 1988 1988 from
Item 1983 1988 from 1983 19831
Apparent consumption (1,000tons) .................c0vuen 1,343 1,923 43.2 7.4
Shipments (1,000 tONS) .. .......viiiriin i rninenenrenenns 1,137 1,586 39.5 6.9
Financial: :
Net sales (milliondollars) .................ciiiviiinnt, 3,048 5,099 67.3 10.8
Pre-tax profit or (loss) (miliondollars) ................... 103 611 493.2 42.8
Returnon sales (percent) ................coivvinvninnnn 3.4 12.0 (2) (2)
Capital expenditures (milliondollars) ..................... 150 143 -4.7 -0.95
Raw steel:
Production® (1,000tons) .............civiiiiiiiirnninns 1,750 2,202 25.8 4.7
Capacity (1,000tons) ............cvtiiiiitiienrenrnnnns 2,437 2,495 2.4 0.47
Capacity utilization (percent) .................coovvvunn 72 88 (2) (2)
Employment4 (average number) ................. ... 16,996 17,161 0.9 0.18

! Compound annual growth rate, 1983 to 1988.
2 Percent change not calculated.

3 Data include stainless steel, and exclude alloy tool steel.

4 Data cover stainless steel plate, sheets and strip, bar, wire rod, and alloy tool steel operations.

Source: Compiled from data of the American iron and Steel Institute; from data submitted in response to
questionnaires of the U.S. International Trade Commission in connection with USITC investigation no. 332-167,
Annual Survey on Certain Stainless Steel and Alloy Tool Steel, various issues; and from data contained in USITC
investigation no. 332-226, Monthly Report on the Status of the Steel Industry, various issues.

stainless steel products has resulted from the
increased use of stainless steels in the automotive
industry (which uses stainless steel liners for auto
exhaust systems), in the maintenance and
upgrading of oil refining and chemical plants, and
in the wider use of stainless equipment in the pulp
and paper industry and fast food services
industry. Consumption of stainless steel used in
kitchen utensils and appliances is also growing, as
is the decorative use by the construction industry
of colored stainless steel on building facades. The
U.S. home heating market (high efficiency
gas-fired furnaces) is a potentially significant
growth area for stainless steel applications.
Federal law requires that all home heating
furnaces produced after 1992 must have a
minimum of 78 percent efficiency, which will
require stainless steel parts.101

Healthy demand for specialty steel products
contributed to significant improvements in the
industry’s financial performance during the
period, as reflected in the 67-percent increase in
sales value (table 12). This increase in sales
volume led to increased net profits for overall
operations, resulting in a concurrent increase in
net profit as a share of sales from 3.4 percent in
1983 to 12.0 percent in 1988.

Price increases, which reflected both
increased demand and raw materials sur-
charges,'%2 further contributed to the growth in

191 Metal Bulletin Monthly, “Undercutting the Nickel
Effect,” June 1989.

102 Nickel and chrome are two of the most important
inputs used to produce stainless steels. Increased prices
and price volatility of nickel and chrome, together with
reduced supplies of these materials, caused sharp
increases in the price of stainless steel in 1988.

sales value. An examination of the changes in
prices for certain specialty steel productsi®® in
1988 compared with July 1983 (the beginning of
import relief) shows increases for all five product
categories (see figure 10). The growth in prices
for each of the specialty steel products exceeded
that for finished goods during the period of
comparison. An examination of price changes in
the five specialty steel categories from 1983 to
1988 compared with concurrent changes in
demand for these products shows that shifts in
demand were accompanied by corresponding
increases in price. As figure 11 shows, there
appears to have been a correlation between the
magnitude of the respective changes in demand
and prices. For example, stainless steel plates
experienced the largest relative increases in price
and demand, and stainless sheets showed the
second largest increases.

Despite increased net profits, capital
expenditures by specialty steel producers on all
operations producing stainless steel and alloy tool
steel products declined by about 5 percent in
1988 compared with 1983 expenditures (table
12). Cumulative expenditures over the period
totalled $770.1 million. Reasons given by
domestic producers for lower than anticipated
expenditure levels include the postponement of
projects because of delays in arranging financing,
and cancellation of projects because of changes in
company programs, such as a shifting of
production from one product line to another.1%

103 Stainless steel plates, sheet and strip, bar, wire rod,
and alloy tool steel.

104 Information submitted in response to questionnaires
for Investigation no. 332-167, Annual Survey of Certain
Stainless Steel and Alloy Tool Steel, various years.
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The bulk of expenditures was for
modernization and upgrading of facilities,
including improvements to melting equipment,
rolling mills, annealing, pickling, and coating
facilities, and finishing equipment. The principal
goals of the expenditures are to lower production
costs and improveproductivity and product
quality. Producers have also concentrated on

technological advancements (e.g., Allegheny
Ludlum’s efforts to develop direct strip casting
technology) and on achieving improved

competitiveness with substitute materials (e.g.,
plastics, other alloys, and advanced ceramics) in
their major markets.195

Although capacity to produce specialty steel
remained fairly stable during 1983-88, growth in
demand led to a net increase in raw specialty steel
production of 26 percent during the period.
There was a concurrent increase in capacity
utilization from 71.8 percent in 1983 to 88.3
percent in 1988 (table 12).

Employment levels in the industry producing
certain specialty steel products remained
relatively stable during 1983-1988, increasing
only about 1 percent (table 12). There was some
fluctuation in  employment during the

196 Metal Bulletin Monthly, “Undercutting the Nickel
Effect”, June 1989.

Figure 10

intermediate years, however, with the average
number of all persons employed peaking in 1987.
The decline in employment in 1988 partly reflects
efforts by domestic producers to improve
production efficiencies and, consequently, labor
productivity. The number of manhours required
to produce one ton of certain specialty steel
products declined from 24.4 manhours in 1983 to
17.8  manhours in 1988. Productivity
improvements occurred in all product categories
during the period. Specialty steel producers also
reported taking steps to reduce employment
costs, including the implementation of resource
management programs designed to promote ideas
for quality and productivity improvements and
enhance employee motivation, and the
establishment of early retirement programs for
certain salaried employees to lower future salary
costs.

In response to market conditions (including
increased import penetration in the early- to
mid-1980’s and financial pressures leading to
greater specialization of operations), the specialty
steel industry has undergone significant
restructuring since 1983. Actions taken have
included acquisitions, company divestitures,
management buyouts, reorganizations, and
termination of operations. Significant structural
changes are reflected by industry activity noted in
table 13.

Certain speciaity steel: Percent change in prices, July 1983 compared with 1988

Finished goods

Stainless steel bars

Tool steel

Stalnless steel wire rod f§ =&

Stainless steel sheets

Stainless steel plates

0 10

20
Source: U.S. Department of Labor, Bureau of Labor Statistics.
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Figure 11

Certain specialty steel: Percentage change in price compared with percentage change in demand,

1988 from 1983
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and the U.S. Department of Labor.

Several of the acquisitions during 1983-88
resulted in a vertical integration of operations
designed to improve each of the participating
company’s production efficiencies. The most
common motivation for such transactions was the
acquisition by rollers of a reliable source of raw
materials (e.g., slabs, hot bands). Examples of
this type of integration include the Washington
Steel - Mercury Stainless alliance and the
Cyclops - Eastern Stainless transaction.

Structural changes have also led to the
concentration of production in more profitable
product lines. This has been achieved either by
the elimination of certain less profitable lines
(e.g., Cyclops’ pending sale of its Cytemp
Specialty Steel Division to an employee stock
ownership plan) or by the acquisition of facilities
producing more profitable products (e.g.,
Allegheny Ludlum’s acquisition of USX’'s
Vandergrift, PA plant in order to expand its
stainless sheet and strip operations).

Two companies, both producers of alloy tool
steel, ceased production during 1983-88. They
cited competitive pressures from alternative
materials (carbide coated steels and ceramics)

and imports as factors contributing to their
closure.

The specialty steel industry has become
increasingly publicly held, primarily as the result
of Allegheny Ludlum’s move from private to
public ownership in 1987. Approximately 75
percent of melt capacity in 1983 was publicly
ovgvggd, compared with almost 90 percent in
1988.

Three U.S. specialty steel producers are
owned by foreign concerns, Avesta Inc., Al Tech
Specialty Steel Corp., and Slater Steels (Fort
Wayne Specialty Alloys Div.). Avesta, which is
owned by Avesta AB, a Swedish group, is a plate
roller that imports slabs from Sweden. The
company does not operate any domestic steel
melting operations. Al Tech, previously owned by
a Canadian company, was recently acquired by
Sammi Steel, a major South Korean producer of
stainless steel. The transaction will likely assure
South Korea, whose steel shipments to the United
States are limited by a VRA, of a prominent
position in the North American specialty steel
market. Fort Wayne Specialty Alloys, which
produces stainless steel bar, is owned by Slater
Steels, a Canadian company.
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Cash Flow, Cash Flow
Commitments, Worker
Retraining, And Adjustment Of
Major Companies

Net Cash Flow

To arrive at the statutory cash flow for the 10
major steel companies,’%¢ the Commission
collected data on net income from steel product
operations and the sources and uses of cash for
the October 1, 1988-June 30, 1989 period
(tables 14 and 15). The net cash flow of $1.4
billion was calculated according to the definition

106 “Major company” is defined in the Trade and Tariff
Act as an enterprise whose raw steel production in the
United States during 1983 exceeded 1,500,000 net tons.

Table 14

provided in P.L. 98-573, Section (b)(2)(B) (see
table 16).197

There are two significant factors that could
affect the calculation of the major companies’ net
cash flow. The first pertains to the treatment of
losses or gains from prior period activities for
which cash was either paid, received, or saved
during Oct. 1, 1988-June 30, 1989. During the
period under investigation, there were two major
items reported in prior period activities: (1) tax
savings due to net operating loss carry forwards,
and (2) unused investment tax credit refunds.

197 Under P.L. 98-573, Section 806(b)(2)(B), net cash
flow is defined as “annual net (after tax) income plus
depreciation, depletion allowances, amortization and
changes in reserves minus dividends and payments on
short-term and long-term debt and liabilities.”

Calculation of major companies’ net income from steel product operations, October 1, 1988-June 30,
1989

(In thousands)

Item Calculation

L T 1T $21,836,353
CoSt Of QOOAS SO . . ... i ittt ittt ittt et e e e e e e 19,145,239
General, selling, and administrative @Xpenses . .......... ...ttt iieennennentenneennanns 860,642
INEOrOSt BX P OIS . . . . it i 't ittt ettt et e e, 314,019
Reserves, provisions, special charges and other unusual items . 109,241
All other expenses or (iIncome) ..............c.ccvvvuvrvnennns (78,961)
Current Income taxes ................... 288,094
Tax effect of operating loss carry forward (198,647)
Investment tax credit refund ........... (14,026)
Deferred taXES . ... . e i e 0
Net income from steel operations . .......... ...ttt ittt 1,410,752

Source: Complled from data submitted in response to questionnaires of the U.S. International Trade Commission.

Table 15

Sources and uses of cash and cash equivalents in steel product operations, October 1, 1988-

June 30, 1989

(In thousands)

Item Calculation
Cash provided from (cash used in) operations:
Nt INCOME . ...t ittt e e e e e $1,410,752
Depreciation, depletion, and amortization . ........ ... .. ... i e 910,811
NON-cash INCOME taxX @XPONSE . ... ... ... .c.tuinititntntnnennennt i eneneneeeneenennenn (1,000)
Non-cash charges (credits):
relating to reserves, provisions, special charges and other unusual items ..................... 29,208
10 45 - 32,878
Cash flow from @arniNgs . . ... ...ttt ittt it it i et e e s 2,382,649
Changes in working capital, excluding financing activities ................ ... ... . i, (239,565)
Cash flow from Operations ... ... ...ttt ittt i ittt it et e 2,143,084
Cash provided from (used in) financing activities:
Net additions to or (reductions) in long and short term debt (493,433)
Changes In capital StoCK .. ........ ...ttt ittt ittt ettt et et 3,604
Transfers from or (to) corporate (236,858)
Other ............coivinvnin.. . (22,079
Subtotal ............. ... i (748,766
Investment,' dividends paid, and other cash provided (used) .............. ... iiiiniiirinnnnennn. (1,345,622)
Increase (decrease) in cash and cash equivalents ................c.coviiiiiininenneinennnennn. 48,696
Cash and cash equivalents:
Beginning of period? . ... ... .. e e e 1,073,828
ENnd of period? .. ... ... e, 1,122,524

; I‘ngl'udes capital expenditures and cash generated from the disposal of assets.

Source: Complled from data submitted in response to questionnaires of the U.S. International Trade Commission.
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Table 16

Calculation of major companies’ cash flow on steel product operations,' October 1, 1988-June 30, 1989
(1,000 doliars) ’

Item Calculation
Cash flow from @aMINGS . . ...ttt ettt it ittt iin e oasensenssaneansenssarsnesnsansss $2,382,649
Net changes In long and short term debt and liabllities ................... ... coiiiiiiiiit, 2(732,998)
DIVIdENS Pald . .. ..ottt i e i e i e e e (203,682
Net cash flow from steel product operations . ............cciiiiiiiirririerinennneonenaenss 31,445,96

' Under P.L. 98-573, section 806 (b)(2)(B) net cash flow is defined as “annual net (after-tax) income plus
depreciation, depletion allowances, amortization, and changes In reserves minus dividends and payments on
short-term and long term debt and liabilities.” The Conference report on the blll states that payment on short and
long term debt and other liabilities means the net reduction in such debt and liabllities.

2 |ncludes net changes in working capital.

2 Including net income pertaining to prior periods and net increases in debt and liabllities, exclusion of which would

reduce cash flow to $1.2 billion.

Source: Complled from data submitted in response to questionnaires of the U.S. International Trade Commission.

P.L. 98-573 does not specify how such savings or
income should be treated. Deduction of these
prior period activities would decrease the cash
flow figure presented in table 16 by $212.7
million (see table 17).

A second item relates to the item “payments

on short and long term debt debt and liabilities.”
The conference report on P.L. 98-573 indicates

Table 17

that such payments should reflect, “the net
reduction in such liabilities, i.e., net cash flow
would reflect both reductions and increases in
debt and liabilities.” The law does not indicate
how a company'’s net increases should be treated.
Deduction of net increases by companies during
the period Oct. 1, 1988-June 30, 1989, would
decrease the cash flow figure presented in table
16 by $62.9 million (see table 17).

Major U.S. steel companies: Net cash flow from steel product operations, October 1, 1988-June 30,

1989 and July 1, 1989-September 30, 1989,

(1,000 dollars)

Oct. 1, 1988-June 30, 1980

. Jul. 1, 1989-Sept. 30, 1989

Net increase

Net income in short and
pertaining long term Net cash
Net cash to prior debt and flow
Source flow' period liabilities? estimate
Armeco .............00... bl bl il bl
Bethlehem ................... bl bl il il
Inland ........... ... .. el il bl bl
LTV i e il bl il bl
National ..................... bl bl il il
Nucor .........coovveiivnnnnnn b b ol bl
Rouge ............coivvvvnnnn bl il i b
USX ... ittt o bl bl bl
Weirton . ..................... e il il bl
Wheeling-Pittsburgh ........... i bl bl il
Total ........covviiinnn 1,445,969 212,673 62,894 61,120

! Including net income pertaining to prior periods and net increases Iin long and short debt and liabliities.

2 Includes net changes in working capital.

Source: Complled from data submitted in response to questionnaires of the U.S. International Trade Commission.
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Cash Flow Commitments and Worker
Retraining108 109

During the period October 1, 1988-June 30,
1989, net steel related expenditures?*© of the 10
major steel companies amounted to $1.5 billion
(see table 18). An additional $591 million of steel
related expenditures was forecast by 10
companies for the July 1, 1989-Sept. 30, 1989
period (see table K-6). Summing the estimate
with expenditures during the October-June
period results in a total period estimate of $2.1
billion. For the period July 1, 1989-Sept. 30,
1989, companies were asked to estimate cash
flow (not reflecting prior period activities or net
increases in debts and liabilities). All companies
provided estimates which totaled $61.1 million
(see table 17). Summing this estimate with cash
flow over the October-June period results in a
total period estimate of $1.5 billion.

Eight companies indicated the magnitude of
post-September 30, 1989, commitments. *** did
not provide such information. Expenditures by
the 10 major steel companies for the retraining of
workers''' during October 1, 1988-June 30,
1989 totaled $48.9 million (see table 18). Of the
nine companies that reported a positive net cash
flow during the period, all but 1 indicated that
retraining expenditures met or exceeded 1
percent of net cash flow.112 With respect to that
one company, ***, no expenditures for the
retraining of workers was reported in light of
actual growth in employment.

108 Under the Trade and Tariff Act of 1984 (P.L.
98-573), the President is required to make an annual
determination to the Committee on Ways and Means of
the House of Representatives and the Committee on
Finance of the Senate as to whether “the major
companies of the steel industry, taken as a whole, have,
during the 12-month period ending at the close of an
anniversary referred to in the [the Act],...committed
substantially all of their net cash flow from steel product
operations for purposes of reinvestment in, and
modernization of that industry through investment in
modern plant and equipment, research and development,
and other appropriate projects such as working capital
for steel operations and programs for the retraining of
workers.” Because of reporting time periods, the
Commission focuses on data for the nine month period
October—-June and reports estimates provided by the
companies for the subsequent three month period
July-September.

108 See appendix K for final data on the October 1,
1987-September 30, 1988 period.

110 Net steel related expenditures are derived by
deducting (from total expenditures) expenditures that
were already reflected in the net income calculation used
to determine net cash flow from earnings.

1" In addition to the determination of cash flow
commitments, the President is required to determine
whether, “each of the major companies committed for
the applicable 12-month period not less than 1 percent of
net cash flow to the retraining of workers; except that
this requirement may be waived by the President with
respect to a major company in noncompliance, if he
finds unusual economic circumstances exist with respect
to that company."”

112 Retraining expenditures are treated as an expense in
income statements, as either a componenet of cost of

36

For the entire 12-month period October 1,
1988-September 30, 1989, 8 companies
projected positive net cash flows and all but 1,
*++ expected expenditures for the retraining of
workers to exceed 1 percent of net cash flow
from steel operations. *** does not expect its
respective situation to change from that reported
above.

Only two companies reported expenditures for
retraining former workers, and the sums were
negligible. Overall, most of the retraining funds
appear to be directed toward developing the skills
of employees in apprentice and professional
positions. Whereas most of this training is
mill-specific (workers are taught how to operate
and repair existing, modified, and new mill
equipment), appreciable funds do appear to be
spent on the development of basic skills which are
applicable in many industries and employment
situations. Courses teaching basic language and
math, electronics and computing, mechanical,
construction, and general maintenance skills are
regularly listed as available to continuing workers.

Individual Company Expenditures

* * * * * * *

Information contained in this section is
entitled to confidential treatment and has not
been published.

Actions Taken to Maintain International
Competitivenessi13

The major companies identified a number of
actions they have taken, or will take, during the
period October 1, 1988 to September 30, 1989 to
maintain their international competitiveness. The
purpose of the actions were identified as follows:
(1) to produce price-competitive and quality-
competitive products; (2) to control costs of
production including employment costs, and (3)
to improve productivity. With respect to the first
element, a number of major companies identified
actions taken to improve steelmaking and
flat-rolled product (i.e., plates, sheets and strip)
operations. These actions included modernizing
hot and cold strip mill operations, relining or

12—Continued

goods sold or a component of general, selling, and
administrative expenses; in order to avoid “double
counting,” they have been added back to cash flow prior
to the calculation of the ratio of retraining expenditures
to cash flow.

113 Under the Trade and Tariff Act of 1984, the
President is required to make an annual determination as
to whether “the major companies of the steel industry,
taken as a whole, have during the 12-month period
ending at the close of an anniversary referred to in [The
Act]...taken sufficient action to maintain their
international competitiveness, including action to produce
price competitive and quality competitive products, to
control costs of production, including employment costs,
and improve productivity.”
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improving blast and electric furnaces,
modifications of continuous casting equipment,
and modi-fications in electrogalvanizing equip-
ment. Actions taken by the major companies to
control costs of production and to increase
productivity included the use of lower cost raw
materials and energy sources, refinements in
production processes and upgrading machinery.
Following is a company-by company review of
competitive actions taken, based on information
reported by companies in response to Com-
mission questionnaires.

* * * * * * *

(The company-specific information is entitled
to confidential treatment and has not been
published.)
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