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WTO Agricultural Trade Negotiations: An
Update

Jonathan Coleman®
jcoleman@usitc.gov

(202) 205-3465

A recent review regarding the status of multilateral trade negotiations for
agriculture? identified important policy differences among the major
participants and described why compromise in Seattle could not be
reached. This update reviews how the current WTO agricultural trade
negotiations under article 20 of the Uruguay Round Agreement on
Agriculture (URAA) are proceeding based on the first 9 months of the new
Round.

Recent Developments

In early February 2000, the World Trade Organization (WTO)’ s General Council agreed on
the organization of further negotiationsto liberalize services and agriculture.® Asaresult of
the suspension of the Seattle Ministerial Conference without agreement on key issues related
to agriculture, the new Round of talks is based on article 20* of the URAA and likely will
focuson several key issuesof tradereform,” including domestic supports, export competition,
market access, biotechnology, state-trading enterprises (STEs), preferentia treatment for
developing countries, and nontrade concerns (multifunctionality).® Trade negotiations are
being held in specia sessions of the WTO Agriculture Committee (reporting directly to the
General Council), with another chairperson steering the sessions. The WTO Agriculture
Committee will also continue to conduct sessions involving other such issues as monitoring
current agreements and commitments.

! The views expressed in this article are those of the author. They are not the views of the U.S.
International Trade Commission or any of the Commissioners.

2 See “Agriculture in the WTO: The Seattle Ministerial and Beyond,” Industry Trade and
Technology Review, USITC publication 3293, Mar. 2000, pp. 21-45 at USITC Internet server at
http://www.usitc.gov.

3 “WTO Services and Agriculture negotiations: meetings set for February and March, WTO
press release, Feb. 7, 2000, found at http://www.wto.org/english/news_e/pres00_e/pr167_e.htm,
retrieved Feb 10, 2000.

“ Article 20 of the Uruguay Round Agreement on Agriculture requires that a new Round of
talks should beinitiated by the final year of the implementation period (Jan. 1, 2000). However,
article 20 does not indicate specific areas of negotiation nor a deadline for the negotiations to be
completed.

® For added detail regarding trade reform issues, see “ Agriculturein the WTO.”

® The concept of agriculture’s multifunctionality is that farmers contribute more than food and
fiber production and farmers’ compensated. Debate centers on whether a future agreement
should address the “ multifunctionality” of agriculture and whether governments should have the
right to compensate producers for providing such nonagricultural spillover goods and services,
which include environmental benefits, food safety, rural employment and devel opment, cultural
values, and ethical treatment of animals. U.S. Department of Agriculture (USDA), Ecnomics
Research Servive (ERS), “The Use and Abuse of Multifunctionality,” Nov. 1999. Also refer to
“Agriculturein the WTO.”
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Negotiationsgot off to arocky start with major disagreementsover who should chair thetrade
negotiating agricultural committee (TNAC).” Even though the chairman is expected to be
impartial, the European Union (EU) and Japan reportedly would not accept the candidacy of
the Brazilian ambassador to the WTO, because Brazil is a member of the Cairns Group of
countries.® ° In response, the Cairns Group would not consider any candidate from the EU.
It took until May to finaly appoint Jorge Voto-Bernales from Peru, a food-importing
developing country in neither group.®®

Thefirst meeting of the TNAC, absent a permanent chairman, took placein late March 2000.
Negotiators reached agreement on two magjor items: aschedule of work for the next 14 months
and allist of technical work needed from the WTO Secretariat in support of the negotiating
process.'t The timetable provides that proposals for negotiations should be developed by
WTO members and presented at committee meetings scheduled for June, September, and
November 2000. Countrieswould then havetimeto review al the proposals before the start
of earnest negotiating sessionsbeginningin March 2001 after the U.S. Presidential elections.™
Some members reportedly speculated that negotiations could be wrapped up by the end of
2002. Negotiators asked for the WTO Secretariat to deliver technical background paperson
negotiating areas, including internal supports, tariff-rate quotas (TRQs), and export subsidies
and credits.® It was also agreed that the Secretariat would analyze the URAA with respect
to developing countries and food-importing countries.

June Proposals

At the June 2000 meeting of the TNAC, several country proposals and position papers were
submitted for discussion. These proposals centered on five areas. export competition, market
access, domestic support, special and differential treatment for developing countries, and
nontrade concerns.

"“Negotiations set to open Thursday afternoon,” WTO Watch, Mar. 17, 2000.

8 The Cairns Group strongly favors trade liberalization, including elimination of all export
subsidies, significant increases in market access, and deep cutsin internal supports. The EU and
Japan want to retain the right to use export subsidies, minimize further major increases in import
access, and preserve the right to maintain producer subsidies. For more detail, see “ Agriculturein
the WTO.”

9“U.S., European Union flex muscles as WTO agriculture negotiations start,” Feedstuffs,
April 3, 2000.

10 “WTO settles on Peruvian to head agricultural talks,” Feedstuffs, May 22, 2000.

1+U.S. and EU flex muscle as agriculture negotiations resume,” WTO Watch, Mar. 24, 2000.

12 Countries start delivering proposals in WTO talks,” WTO Watch, June 26, 2000.

134U.S. and EU flex muscle as agriculture negotiations resume,” WTO Watch, Mar. 24, 2000.

2
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Export Competition

The Cairns Group countries' called for the elimination and prohibition of al forms of export
subsidies for all agricultural products, with a 50-percent reduction in the first year of the
implementation. The Cairns Group a so proposed to eiminate any subsidy element of other
forms of “unfair” export competition, including export credits and export credit guarantees.
The U.S. proposa® recommended elimination of export subsidies and export taxes. The
United States al so encouraged adding transparency to the operation of export-orientated STES
by requiring them to notify the WTO on sales information, acquisition costs, and export
pricing, and to eliminate government financial support of such monopoly exporters. TheU.S.
proposal continued to call for negotiations on export credits to be covered under the
Organization for Economic Cooperation and Development (OECD).

Market Access

Canada'® proposed applying formula reductions to single tariffs, curbing tariff escalation,'’
increasing TRQ quantities, and eliminating in-quota tariffs. Other Canadian proposals
included improved rules for TRQ administration and zero-for-zero provisions'® for some
commodities, such as oilseeds, barley, and malt. The United States proposed to reduce al
tariffs and disparities between countries, and to achieve tariff smplifications by allowing
either specific or ad valorem tariffs (not a combination of the two) and by eliminating specia
agricultural safeguards as outlined in article 5 of the URAA.*® The U.S. proposal called for
eliminating in-quota tariffs, increasing TRQ quantities, establishing rules on TRQ
administration, and increasing transparency on import-orientated STEs. Findly, the U.S.
proposal requested that disciplines be introduced to ensure that processes covering trade in
products devel oped through new technologies are transparent, predictable, and timely.

Domestic Support

Country proposals differed widely. In its proposal, the United States encouraged the
elimination of bluebox policies,® with supports split into two categories—those exempt from

¥ WTO Committee on Agriculture Special Session, WTO Negotiations on Agriculture.

Cairns Group Negotiating Proposal. Export Competition. G/AG/NG/W/11, June 28, 2000, found
at: http://www.wto.org/english/tratop_e/agric_e/ngwll _e.doc, retrieved June 30, 2000.

B WTO Committee on Agriculture Special Session. Proposal for Comprehensive Long-Term
Agricultural Trade Reform. Submission from the United States. G/AG/NG/W/15, June 28, 2000,
found at: http://www.wto.org/english/tratop_e/agric_e/ngw15_e.doc.

1 WTO Committee on Agriculture Special Session. WTO Negotiations on Agriculture:
Market Access. A Negotiating Proposal by Canada. G/AG/NG/W/12, June 28, 2000, found at:
http://www.wto.org/english/tratop_e/agric_e/ngw12_e.doc.

Y Tariff escaation is the application of higher tariffs on the processed or higher value-added
form of a particular product, compared to the primary form. For example, applying a higher
tariff to flour than to wheat.

18 Zero-for-zero agreement isto liberalize trade in a specific range of products by eliminating
all border measures and export subsidies.

2 Article 5 of the URAA allows the imposition of transitional tariff surchargesif imports
reach a quantitative threshold or lower prices below atrigger level.

2 Blue box policies are permitted support payments not subject to reduction commitments
because they are direct payments under production-limiting programs. For more information, see

(continued...)
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disciplines (with no or minimal trade-distorting effects on trade or production) and those
nonexempt. Inaddition, the U.S. proposal contended that the Aggregate Measure of Support
(AMS)? should be reduced from the final bound URAA AMS level to afinal bound level
equal to afixed percentage (e.g., 10 percent) of the value of agricultural production in abase
period.?? Thefixed percentage would bethe samefor all countries, thusrequiring greater cuts
by those countries with higher levels of domestic support.?® In one of three position papers,?*
the EU strongly defended the continued use of the blue box exemption, asserting that blue box
supports would continue to be an important tool for further agricultural reform of their
Common Agricultural Policy.”® The paper cited an OECD study® which notes that, when
compared to market support, area payments typically lead to smaller production, trade, and
welfare impacts on other countries. Thus, it appearsthat the EU is determined to retain the
compensatory payments system as a central feature of its future agricultural policy.

Domestic support disciplines were also addressed in a paper on green box policies” by a
codlition of 11 developing countries,®® which notes that AM S requirements have cut amber
box policies® while green box policies have been increasing. The paper also cited arecent
OECD report® finding that even though payments under green box policies may be decoupled
from output, payments will inevitably impact production levels. Such payments reportedly
have afavorable impact on producers income (which in turn improves producers' ability to
invest in production-enhancing technologies), and reduce the financial risks associated with
the variability of agricultural production. Decoupled payments also raise land values and

2 (_,.continued)

“Agriculturein the WTO,” Box 3, p. 34.

2 The Aggregate Measure of Support (AMS) provides an estimate of the expenditure on
trade-distorting programs that must be reduced under provisions of the URAA. For added
details, see “Agriculture in the WTO,” Box 1, p. 24.

24.S. declares war on CAP direct aids,” Agra Europe, June 30, 2000.

2 For example, take the case of two countries, each with a production value of $200,000
billion in a base period (1997-99, for example)—one with afina bound URAA AMS of $80
billion and the other with only $20 billion. Assuming it was agreed in the new round that the
AMS of each country were to be reduced to 10 percent of the production value by the end of the
implementation period, both countries would have to reduce supports to $20 billion (10% of
$200,000), however one country would have to cut supports by $60 billion, while the other would
have to make no cuts at all. The final bound URAA AMS level can not be raised to alevel equa
to the fixed percentage of the value of agricultural production.

2 WTO Committee on Agriculture Special Session, European Communities Proposal. The
Blue Box and Other Support Measures to Agriculture, G/AG/NG/W/17, June 28, 2000, found at:
http://www.wto.org/english/tratop_e/agric_e/ngwl17_e.doc, retrieved June 30, 2000.

% “Blue box defense is key to EU's WTO position,” Agra Europe, June 30, 2000.

% OECD, Policy Evaluation Matrix Report (Paris: OECD, Feb. 2000).

%" Green box policies are not considered to be trade-distorting and are not subject to
limitations. For added information, see “ Agriculture in the WTO,” Box 3, p. 34.

2 WTO Committee on Agriculture Special Session, Agreement on Agriculture: Green
Box/Annex 2 Subsidies. Proposal to the June 2000 Special Session of the Committee on
Agriculture by Cuba, Dominican Republic, Honduras, Pakistan, Haiti, Nicaragua, Kenya,
Uganda, Zimbabwe, Sri Lanka, and El Salvador, G/AG/NG/W/14, June 28, 2000, found at:
http://www.wto.org/english/tratop_e/agric_e/ngwl14 _e.doc, retrieved June 30, 2000.

2 Amber box policies are considered to be trade-distorting and are subject to limitations. For
more information, see “Agriculture in the WTO,” (Box 3), p. 34.

% OECD, Agricultural Outlook, 2000-05. Paris. 2000.

4
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thereby result in land being kept in production that otherwise would be diverted to other
purposes.® Developing countries also proposed creating ageneral subsidies box that would
be subject to discipline, thus dropping the distinction between trade-distorting and non-trade-
distorting supports. This proposal was based on the argument that green box programs are
not neutral with respect to trade.®

Special and Differential Treatment

The mgority of WTO members support continuing the special treatment for developing
countriesthat grantsthem longer implementation periods and some degree of exemption from
the rules. A paper submitted by a coalition of developing countries® contended that
developing countries have different economic, financial, and development circumstances
compared with devel oped economies, and therefore should be granted special advantagesand
flexibility within the multilateral trading system. Because of food security issues, these
devel oping countries contended that special treatment is especially needed in the agricultural
sector. The paper encouraged the creation of a food security/development support policy
category exempt from disciplines. Under the proposal, devel oping countrieswould beallowed
to (1) exempt specified products from disciplines, (2) re-evaluate and adjust tariff levels to
protect domestic producers from “cheap” imports, (3) increase the de minimus level on
domestic support disciplines* to 20 percent (compared with 10 percent under the URAA), and
(4) prohibit developed countries from the use of Special Safeguards.®

Nontrade Concerns

The U.S. proposal noted the continued government rolein agriculturein providing anincome
safety net for producers and in assisting farmers in development risk management tools, as
well as a role for government in domestic food aid, environmental and natural resource
protection, rural development, and structural adjustment in agricultura and rural
communities. However, the U.S. proposal contended that support for these activities should
be delivered in a manner that is, at most, minimally trade-distorting. Meanwhile the EU is
continuing to push for nontrade concernsto be addressed in any new agreement on agriculture.

3 “Farm income support. Implications for gains from trade of changes in methods of support
overseas,: Australian Bureau of Agricultural and Resource Economics, Current Issues, No. 98.4,
Aug. 1998.

% The recent emergency assistance to U.S. farmers, amounting to $30 billion during 1998-
2000, has come under criticism from developing countries as well as the EU. “Tough words come
from Fischler on recent, continual U.S. farm aid,” Feedstuffs, June 26, 2000.

3 WTO Committee on Agriculture Special Session.. Agreement on Agriculture: Special and
Differential Treatment and a Development Box. Proposal to the June 2000 Special Session of the
Committee on Agriculture by Cuba, Dominican Republic, Honduras, Pakistan, Haiti, Nicaragua,
Kenya, Uganda, Zimbabwe, Sri Lanka, and El Salvador, G/AG/NG/W/13, June 28, 2000, found
at: http://www.wto.org/english/tratop_e/agric_e/ngw13_e.doc, retrieved June 30, 2000.

% The support level as a percentage of the value of production below which assistanceis
excluded from the AMS calculation.

% URAA special safeguard provisions enable countries to temporarily apply extra duties for
products specified in their schedules of concessionsif import prices should fall below a certain
level or if the quantity of imports rises too quickly in relation to an average over the previous 3
years.
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For example, the EU provided papers covering animal welfare and food quality.*® The
proposal on animal welfare®” supported a discussion on whether producers faced with higher
costs arising directly from improved animal welfare conditions should be compensated
whereasthe EU paper on food quality*® discussed the need for labeling requirementsto protect
legal recognition of product names and processes.

Implementation Issues

Beyond specific issues affecting the agricultural negotiations, the WTO leadership has
reportedly made considerable efforts in the period since Sesttle to undertake confidence
building steps aimed at addressing concerns of developing countries. Part of this processis
to resolve implementation issues left unresolved in December 1999.% For instance, special
sessions of the WTO General Council to addressimplementation concerns began in late June,
and awork program for addressing problems of developing countriesin implementing WTO
agreements has been initiated.”® In May 2000, WTO Members reached a compromise in
which the WTO Goods Council would review favorably most member requests to extend
missed implementation deadlines, as well as consider the broader contention that severa of
the Uruguay Round Agreements are failing to provide the developing countries with the
benefits they expected when becoming WTO Members. General Council specia sessionson
implementation began in June 2000 with the goa of resolving remaining implementation
issues no later than the Fourth WTO Ministerial Conference, anticipated about December
2001.

Nine months after the Seattle meeting, the prospects ook dim for agreement and timely end
to negotiations, according to various observers. After two meetings of the WTO Committee
on Agriculture (March and June) the fundamental policy positions of the reformers (United
States and Cairns Group) and status quo countries (EU and Japan) have not changed.”
Observers point to the reality that reformer, status quo, and developing country position
papers presented at the June meeting indicate that each side may have grown further apart,
especidly on how to handle domestic support disciplines. Although it isearly in the process
and countries are still staking out initial policy positions, clearly negotiators have their work
cut out if negotiations are to be completed by a proposed December 31, 2002, target date.#

% The EU is not expected to submit a comprehensive proposa until the end of the year.
“Tough start to WTO talks,” Feedstuffs, July 10, 2000.

" WTO Committee on Agriculture Special Session, European Communities Proposal. Animal
Welfare and Trade in Agriculture, G/AG/NG/W/19, June 28, 2000, found at:
http://www.wto.org/english/tratop_e/agric_e/ngw19_e.doc, retrieved June 30, 2000.

% WTO Committee on Agriculture Special Session, European Communities Proposal. Food
Quality—Improvement of Market Access Opportunities, G/AG/NG/W/18, June 28, 2000, found
at: http://www.wto.org/english/tratop_e/agric_e/ngwl18 e.doc, retrieved June 30, 2000.

% So-called, implementation issues center of the failure of many developing countries to meet
their January 1, 2000, transition deadlines agreed to under the Uruguay Round Agreements.
Customs valuation, investment measures, and intellectual property rights are the most immediate
implementation concern.

““WTO to deal with poor countries problems in implementing agreements,” WTO News,
found at http://www.wto.org/english/news_e/news_e.htm, retrieved July 10, 2000.

4 “Hexibility needed before new round, says WTO head,” Feedstuffs, Aug. 14, 2000.
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Steel Sector Explores E-Commerce Although

Wary of Quick Transition

Tracy Quilter?

tquilter@usitc.gov

(202) 205-3437

Steelmakers and steel buyers around the world have recently aligned
themselves with various Internet-based marketplaces (E-commerce
exchanges or exchanges) to improve efficiencies and decrease costs.
Electronic commerce (E-commerce) has led to many strategic alliances and
joint ventures among industry participants as well as between steel-related
and high-technology companies. However, the amount of steel sold to date
through E-commerce has necessarily been limited® because the technology
to conduct transactions online is still evolving. Steel is a complex product
with thousands of specifications and quality requirements, necessitating a
close working relationship between a mill and its customers. Moreover,
mill production schedules, logistics planning, and price negotiations
require a high level of communication and organization among industry
participants. Hence, buyers, sellers, and facilitators need electronic
integration for E-commerce to be worthwhile to the industry over the long
run. This article examines the benefits and costs of E-commerce to the steel
industry, efforts to surmount obstacles, and the prospects for further
development of an electronic marketplace for steel.

The emerging E-commerce models potentially offer the steel industry significant benefits
inasmuch asthe industry’ s highly fragmented and multilayered structure invites streamlining
of transaction costs, from raw materials procurement to distribution of finished products. In
addition, the steel industry is subject to price volatility and to an overall lack of transaction
transparency. Thelnternet disseminatesinformation quickly, and at the sametimereducesthe
number of participants (mills, service centers, distributors, and traders). Moreover, the steel
industry is large enough to justify the capital expenditures necessary to develop steel- and
metals-specific electronic marketplaces, as well as to generate revenues to sustain these
exchanges.

E-commerce, a component of electronic business (E-business), allows companiesto conduct
business transactions such as customer orders, insurance premium payments, or rent on a

! The views expressed in this article are those of the author. They are not the views of the U.S.
International Trade Commission or any of the Commissioners.

2 Most companies surveyed for this article reported that they have sold or purchased steel
products through E-commerce, but that the number of completed transactions, although
increasing, has been relatively small. World Steel Dynamics (WSD) predicts that the number of
transactions will increase slowly during the first 2 years as sales channels adjust. WSD, “e-
Commercein Steel: Electrifying Some; Electrocuting Others,” Core Report PPP, Apr. 2000,

p. 2-1.
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facility with all concerned parties, through and along the Internet.® For the stedl industry, E-
commerce takes place between businesses through e ectronic exchanges that speed the flow
of information and facilitate the sale of products through auctions, negotiations, or catalogs.
Such communications are commonly known as business-to-business (B2B) transactions,
rather than business-to-consumer (B2C) transactions, by which aconsumer purchasesitems
from Internet-based retail ers such as Amazon.com, or from apopul ar retailer’ sonline catal og.

E-commerce in the steel industry
developed from electronic data
interchange (EDI) systems between
mills and their customers (text box),
interactive websites that alow
customers to place and track orders,
and company websites that provide
information about products and
contacts. All three systems require
varying degrees of technological
sophigtication to use and run. Many
companies have spent much time
and money implementing these
systems, and are in no hurry to
discontinue their use* therefore, E-
commerce exchanges compete with
these existing systems. However, E-
commerce exchanges differ in that
companies do not need to invest
significant capital (although some
hardware and software upgrades
may be required, along with an
Internet connection), and the trading
community is open to awide variety
of participants. A recent paper
asserts that E-commerce provides
services similar to EDI to more
market participants at a much lower
cost.®

Electronic Data Interchange

An integrated means of exchanging
information is not new to the steel industry.
Steel companies and their customers have
long used electronic data interchange (EDI)
networks to facilitate transactions between
companies. EDI networks are proprietary
systems that “connect a trading community
and establish a communication standard.” EDI
networks, in effect, transfer orders, invoices,
materials certifications, and product
specifications between a mill and its customer.

EDI networks grew out of the commercial
relationship between steel mills and
automobile manufacturing companies. Even
today, only large companies participate in EDI
networks because they are very expensive to
create and operate; an EDI network designed
to accommodate one buyer and one supplier
can cost between $25,000 and $250,000.

E-commerce brings technology similar to
EDI networks to medium- and small-sized
companies, thus expanding the customer and
supplier base of participants in the steel
distribution chain.

Source: USITC staff interviews with industry
representatives, Aug. 31 to Sept. 18, 2000;
and Morgan Stanley Dean Witter, “Steel B2B
E-Commerce,” Sept. 24, 1999, pp. 5-7.

3 “Point and Click: Buying and Selling Metals Online,” 33 Metalproducing, Aug. 2000,

p. E3.

4 USITC staff interview with industry representative, Sept. 6, 2000.
5 e-Stedl, “e-Commerce and Steel: The New Industry Advantage,” white paper, undated, p. 4,
found at Internet address http://www.esteel.com/whitepapers.shtml, retrieved Aug. 30, 2000.
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Scope of E-Commerce and Transactions

E-commerce exchanges anticipate offering the steel industry multifaceted solutions to their
buying and selling needs, and providing value-added services.® Theinitial services provided
by the exchanges center on buying and selling steel mill products. MetaSite began by
offering nonprime (secondary) products, whereas e-Stedl followed with prime steel products.
However, the goals of the exchanges go far beyond acting as mere facilitators, and these
companieswant to expand their capabilitiesto offer awide range of services. The exchanges
anticipate that these services will address problems such as high inventory levels, poor cycle
times, low inventory turns, poor customer service, inconsistent communication, and the need
for significant cost reduction.” Services available online vary from exchangeto exchange, but
many plan to include risk management, supply chain management, logistics, credit services,
integration of systems, and customized content.®

Dataregarding the total number of transactions or quantity of steel sold through E-commerce
exchanges are not readily available. Metal Site reported that it facilitated 6,000 transactions
totaling 200,000 short tons of steel products in July 2000 alone.® e-Stedl does not publish
transaction information. World Steel Dynamics (WSD) estimated that each E-commerce
company needs transactions totaling 30 million metric tons per year in order to be
successful.® Given the number of existing exchanges (table 1) and the WSD global
transaction forecastsfor the quantity of steel anticipated to be sold viathis method (following
tabulation)™, it seems likely that there will be a consolidation in the market.

Year Quantity

(MMT)?
1999 .t 0
2000 . 5
2001 .t 24
2002 . a4
2003 . 62
2004 . 89
2005 . 132
2010 .o 400

I Million metric tons.

Source: World Steel Dynamics, “ E-Commercein
Stedl: Electrifying Some; Electrocuting Others,” Core
Report PPP, Apr. 2000, p. 2-6.

S USITC staff interview with Metal Site representatives, Sept. 18, 2000.

" Representative of MetalSite, American Ingtitute of International Steel Annual Conference
(AllS), Mar. 28, 2000.

8 Representative of e-Steel, AllS Annual Conference, Mar. 28, 2000.

® Metal Site, “Metal Site Leads the Way in Online Sales Transactions,” news release, Aug. 25,
2000.

OWSD, “E-commercein Steel,” p. 1-13.

" Projections of global transactions via E-commerce can vary widely. For example, Morgan
Stanley Dean Witter projects that from 5 to 6 million metric tons will be traded on a global basis
in 2000 and that the quantity could be double in 2001. This projection for 2001 is about one-half
the level forecast by WSD in that year. Representative of Morgan Stanley Dean Witter, AllS
Annual Conference, Mar. 27, 2000.
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Steel- and metals-related E-commerce exchanges
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Target market?

Company
(Base location) Metals industry ownership* Region Product
Asia-steel.com Asia Ferrous metals
(Hong Kong)
BuyStainlessOnline.com Stainless steel
(Bensalem, PA, USA)
Clickforsteel.com Middle East,
(India) Southeast
Asia, Indian
sub-continent
e-Steel.com US Steel, National Steel, Global, through
(New York, NY, USA) Dofasco affiliates
FerrousExchange.com Ispat International, Gibraltar Global
(New York, NY, Pittsburgh, Steel
PA, USA; Singapore)
ibuysteel.com Small steel buyers
(Canton, OH, USA)
iSteelAsia.com Asia
(Hong Kong)
Materialnet.com Marketplace for service
(Lake Success, NY, USA) centers, all industrial metals
metaljunction.com SAIL, TISCO, and Kalyani Global

(India)

Steels

MetalSite.net
(Pittsburgh, PA, USA)

Weirton, LTV, Steel Dynamics,
Bethlehem Steel, Ryerson Tull

United States

metal-smart.com
(New York, NY with
international offices)

Raw materials (ferroalloy,
noble alloy, and minor
metals)

MetalSpectrum.com
(Atlanta, GA, USA)

Alcoa-Reynolds, Allegheny
Technologies, Kaiser Aluminum,
North American Stainless, Olin,
Vincent Metals Goods, Thyssen
Krupp

North America

Aluminum, stainless steel,
copper, brass, nickel alloys,
and titanium (specialty
metals)

OnlineMetals.com
(Seattle, WA, USA)

Specializes in cut-to-length
small orders for businesses
and individuals using UPS
for delivery

Steel24-7.com
(Europe)

Arbed/Aceralia, Corus, Thyssen
Krupp, and Usinor

See footnotes at end of table.
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Table 1—Continued
Steel- and metals-related E-commerce exchanges

Company
(Base location)

Target market?

Metals industry ownership* Region Product

SteelPartner.com

American Iron and Steel

(Washington, DC, USA) Institute

Steelscreen.com Europe

(Stockholm, Sweden)

SteelVillage.com Global Long products
(Houston, TX, USA)

WorldMetal.com China, South

(Hong Kong)

Korea, Russia

! ldentifies equity interests of steel mills, service centers, and other metals firms.
2 Company may not necessarily target both a regional and product market.

Source: Compiled by Commission staff.

E-Commerce in Operation

Exchanges currently facilitate a small portion of prime and nonprime steel product salesina
spot market that reportedly accountsfor one-half of the steel sold throughout theworld.* Spot
market sales differ from contract salesin that they typically involve higher prices, along with
smaller volumes and shorter turnaround times. Participants on both sides of the spot market
may benefit from E-commerce becauseit hasthe potential to provide more comprehensiveand
timely information related to transactionsand i nventory management. Industry representatives
disagree about the extent to which E-commerce will affect the contract market. Currently, the
stedl industry continues to negotiate long-term contracts through traditional channels.® This
type of businessislikely to stay outside E-commerce channelsuntil the exchanges can become
fully integrated with information technology systems (i.e., EDI) aready in place.**

Metal Site and e-Steedl offer the most advanced and well-known models for facilitating sales
of steel products, by providing support services such as lines of credit and logistical
requirements, as well as plans to enable steel mills and their customers to integrate their
information technol ogy networkswith E-commerce systems. I ntegrationwith sellershaspartly
been achieved at Metal Site, for example, where one participant, Steel Dynamics, has been
ableto post productsfor saledirectly fromitsinventory control system. These exchangesoffer
various means by which to buy and sell steel, ranging from auctions and catalogs to

2 Morgan Stanley Dean Witter estimates that the steel spot market accounted for 158.5
million metric tons, or one-half of the 317 million metric tons sold worldwide. Morgan Stanley
Dean Witter, “B2B Basic Materials,” p. 76. U.S. industry representatives suggest that from 20 to
30 percent of domestic sales are in the spot market. USITC staff interview with industry
representative, Sept. 11, 2000.

2 However, one company indicated that it maintains a policy of promoting E-commerce use
with its contract customers. USITC staff interview with industry representative, Sept. 12, 2000.

¥ USITC staff interview with industry representatives, Aug. 31 to Sept. 12, 2000.
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negotiations and request-for-quotes, and the choice of one partner or just a few versus the
entire site membership. In effect, el ectronic exchangestake existing relationshipsand transfer
them to the Internet.

FerrousExchange.com is a newly active marketplace that offers three different trading
“platforms’ that vary depending on the product to sell or buy. Commercia gradesof steel are
sold on the Exchange platform; customized products are sold on the Request for Quote
platform; and nonprime material is sold on the Auction platform.®® These “ platforms” appear
to represent the various models prevalent in the marketpl ace.

In contrast, Meta Site offers several options depending on the transaction method best suited
to each customer.*® Auctionsarelargely for spot purchases, and the accompanying reportscan
generate information such as the number of bids received for aproduct. Product catalogs are
targeted at recurring contract-type sales. The quote finder option, introduced in September
2000, allowsbuyersto specify product requirements, and caninclude report information such
asthelength of negotiating time. An additional option permitsmillsto, in effect, sell available
capacity online, enabling buyersto accessmill schedulesand purchase excessproduct’ before
itisrolled. This*time-on-the-mill” technology is still in the early stages of development, but
in time may aid coordination between mills and their customers.’®

Exchanges aso offer additional services such as financial arrangements or logistics
management. FerrousExchange shields the seller from a buyer’s payment default through
Gerling Credit Insurance Group. e-Steel announced a program with First International Bank,
whereby First International provides 14 typesof commercial and international loansto e-Steel
members to facilitate transaction financing and settlement online. Logistics management
servicesare available at FerrousExchange through eflatbed.com, and at M aterial Net through
CarrrierPoint.com. These sites help coordinate shippers and carriers or try to reduce the
number of empty backhauls in the trucking industry. Such partnerships enable exchanges to
arrange transportation services as the final stage in a transaction.”

Effects of E-Commerce

Steel companies with an E-commerce strategy anticipate that the technol ogies developed on
behalf of the exchangeswill help lower costsand improve efficiency by reducing boththetime
required and the number of staff needed to compl ete both sal es and procurement transactions.
As regiona and global exchanges evolve, they should offer “both buyers and sdllers the

5 FerrousExchange, “Benefits to Members,” found at Internet address
http://www.ferrousexchange.com/Fex/ui/html/Navigation-Brochure/Marketplace/frameset.html,
retrieved Sept. 15, 2000.

18 USITC staff interview with Metal Site representatives, Sept. 18, 2000.

7 Because steel refining is a batch process, steelmakers may sometimes have to produce
certain products in excess of known orders.

8 USITC staff interview with industry representative; Sept. 6, 2000, and Metal Site
representatives, Sept. 18, 2000.

 Ted Slowik, “e-Commerce Energizes Logistics,” Metal Center News, Aug. 2000, found at
Internet address http://www.metalcenternews.com/2000/Aug00/MCNOOQ8f5.htm, retrieved
Sept. 6, 2000.
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opportunity to participate in a much larger marketplace and find new, commercialy
compatible partnersin the process.”? Such exchanges may also serveto drive down prices.?

Through E-commerce, steel companies hopeto improve production scheduling, facilitiesuse,
sales, andinventory management.?? Potential benefitsto theindustry includelower transaction
costs, reduced transaction time, and increased productivity. Typically steel orders are
completed through multiple contactsviafascimileor phoneto establish specifications, quality,
logistics, and price. E-commerce exchanges expect costs to decrease as intermediary
steps/transactions are removed, thus reducing the amount of time it takes to process an order.
For example, e-Sted cited a Credit Suisse First Boston estimate that put the average
transaction cost at $30-$70 per ton on a spot mill order and $125-$225 per service center
transaction; E-commerce models could decrease the cost by $10-$30 per ton for mills and
$75-$125 per transaction for service centers.”®

Other operations streamlined by E-commerce include data collection and report generation.
Metal Site noted that buyers and sellers can obtain aggregated information regarding their
transaction history, enabling them to perform necessary analysison datasuch asdaily market-
clearing prices.?* The valueto the company isthe immediate availability of real-time reports,
rather than compiling complicated spreadsheets generated by in-house sales and marketing
personnel, which in turn frees them for other business activities. In time, some exchanges
anticipate the ability to provide aggregated industry data, or indices, to assist members
decision-making processes.®

Not all analysts agree that business costswill be substantially reduced through investment in
E-commerce. One report, although citing potential for long-term cost reductions, suggested
that buyers and sellers may initially need to maintain existing networks while implementing
E-commerce systems that are likely to increase costs in the short run.?® Further, transaction
fees(paid by the seller only) are an added cost of businessviathe exchanges. Transaction fees
on auction sales at Metal Site reportedly range from 1 to 2 percent of the transaction value,
and fees on other sales range from 0.25 percent to 1 percent.?” At e-Steel, transaction fees
reportedly range from 0.3 percent to 0.875 percent, and are based on quantity transacted.”®
Price discovery will be easier at those exchanges that provide aggregated price information
on their sites.® The open-auction format (such as Freemarkets.com) enables participants to
submit repeated bids to counter other offers as the auction progresses. So far, the number of
transactions has been too small to affect overall steel prices; athough industry observers
anticipate that prices will be affected by E-commerce, there are different opinions as to the
degree of potential shifts.

2 Paul Millbank, “e-Commerce Clicks Into Place,” Metal Bulletin Monthly, June 2000,
pp. 30-31.

2 [bid.

2|pid., p. 31.

% e-Sted, “e-Commerce and Steel: The New Industry Advantage,” p. 4.

2 USITC staff interview with Metal Site representatives, Sept. 18, 2000.

% USITC staff interview with industry representatives, Sept. 12, 2000, and Metal Site
representatives, Sept. 18, 2000.

% WSD, “e-Commercein Steel,” p. 2-25.

# |bid., pp. 7-8 to 7-13.

2 |bid.

» The Internet site www.asia-steel.com posts current bidding and asking prices.
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*  World Steel Dynamics suggests that E-commerce will increase the volatility of steel
prices both in magnitude and frequency as the market adjusts to oversupply conditions
or production cutbacks. However, prices will become more transparent as the industry
increasingly relies on E-commerce rather than traditional methods of price
determination.®*

* Incontrast, Morgan Stanley Dean Witter anticipates that transaction prices will
remain relatively unaffected or possibly increase since some exchanges do not give
buyers the opportunity to “comparison shop;” steel producers are unlikely to give up
“their ability to segment the market by disclosing ‘private’ transaction prices;” and
mills can aggregate small quantity orders that would typically go to service centers.®

Severa exchanges operate a closed-bid auction system, whereby the only bid displayed isthe
one submitted by the individual participant. Some orders may only involve two parties, as
exchanges devel op the capability to allow buyers and sellers to designate a single party with
whom to negotiate. For example, e-Stedl’s* Steel DIRECT” function identifies the buyer and
sdller, so that the parties know “to whom they are talking”** and can customize the terms of
atransaction depending on the customer. However, long-term contracts for large volumes of
steel are expected to be negotiated through traditional channels and subject to customary
volumediscounts. I ntheseinstances, priceremainsnontransparent and E-commerceismerely
asaestool similar to afacsimile or an E-mail. Regardless of the sales method used, local
prices remain subject to normal supply and demand pressures, resulting in increased prices
as customers need steel to meet orders, or lower prices during inventory liquidations.

The effect of E-commerce on steel service centers® also has yet to be seen. Service centers
that do not provide value-added services reportedly are the most at risk, along with small to
medium-sized service centers. According to industry observers, the medium-sized service
centers (servicing regional customers) will now face competition for market share from large
service centers who place their catalogs online and have a wider geographic reach.3* Those
companies that simply break down large quantities of stedl to sell in smaller quantities are
most likely to face stiff competition from E-commerce exchanges. Small processors are now
able to go online to bid for products directly from the mills as an aternative to obtaining
products from a company that warehouses products. For example, Ratner Steel, a coil-
processor, reportedly used M etal Siteto buy steel directly from LTV, whichis“now (Ratner’s)
second-largest supplier, when (it) didn’t buy one ounce of (LTV's) sted in the past.”*

Steel mills and service centers acknowledge the need for a business strategy that includes an
E-commerce component. However, severa obstacles ar