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USITC RELEASES FINAL REPORT ON CONDITIONS
OF COMPETITION IN THE WESTERN U.S. STEEL MARKET

The United States International Trade Commission today issued its final report
on an investigation of the conditions of competition in the Western U.S. steel
market between certain domestic and foreign products of steel. The Western U.S.
steel market includes California, Oregon, Washington, Idaho, Utah, Nevada, Arizona,
New Mexico, Colorado, and Wyoming.

The final report, which has been forwarded to the President and Congress, was
approved by Vice Chairman Bill Alberger and Commissioners George M. Moore,
Catherine Bedell and Paula Stern. Chairman Joseph O. Parker did not participate in
the investigation.

The investigation was undertaken by USITC under section 332 of the Tariff Act
of 1930. This provision allows the Commission to iﬁvestigate trade matters of
" immediate concern to the Government and the public.

The final report addresses conditions which existed in the ﬁéstern U.S. carbon
steel market from 1972 through 1978. The Commission issued an interim report in
March 1979 which covered conditions during 1972-77.

more
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In its investigation the'Comhission was concerned with the effects of imports
on the-Wbstern U.S; steel market and Western U.8. steel producers, -foreign
investment in domestic production facilities, and importers' marketing practices in
the 10-state area sérved by Wéatern.U.S. carbon steel producers.

The report indicates appafent consuﬁption of steel mill products in the
Wéétern'States‘averaged 8.7 million tons over the 1972-78 period. In 1978,
consumption amounted to 9.6 million tons. Demand for steél in the Western States
is most strongly influenced By the economic éctivity of the construction and
container industries. The construction industry alone accounts. for more than half
of the end-use market.

There are 23Aproducers.op¢rating 55 establishments in the Western region.
Of these, 18 of the firms and 27 of the establishments are located. in California.
The largest four producers aécodntéd for 77 percent of ‘all steel mill products
shipped by Western producers in 1978.

The réport indicates that capacity of Western establishments is not in balance
with Western consumption. ﬁestern steel mill capacity is below consumption for
sheets and strip and p}pes and tubes, two product liﬁes which account for a large
share of Western consumption. Western capacity exceeds consumption for other
pfoduct lines such as plates and most products of minimills and wire mills. In
each of the last 3 years, Wgstern producersf capacity utilization for raw steel has
béen below that of the U.S. steel industry ég a whole. 1In 1978,‘Western producers'
capacity ﬁtilzation was 73 percent, compared witb 80 percent for the entire U.S.
steel industry. Total shipments of Western produéeré averaged 5.5 million tons

more -
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over the 1972-78 period and exhigited a long-term downward trend. Ekports of
Western steel mill products averaged less than 6 percent of shipments over the
period.

_The average number of all persons employed in steel mill establishments
located in the ﬁestern States was about 23,000 in each of the last 3 years compared
to 26,000 iﬁ 1974, a year of peak employment.

As discussed in the Commission report, the Western steel industry was
essentially more profitable than the U.S. ;teel industry as a whole from 1972-75.
Since 1975, the Western steel induétry has fared far worse than the total U.S.
steel industry, suffering losses in each of the last 3 years.

Imports of carbon steel mill products have been a major force in the Western
market, for a number of years, having supplied 43 percent of apparent consumption
in 1978. Japan has traditionally been the largest single supplier of each category
of carbon steel mill products.imported into the Western States averaging 69 percent
of imports from all sources during 1972-78. The next largest import source was the
European Economic Community (EEC) which averaged 14 percent of imports from all
sources over the same period.

The report indicates that in 1978, there were striking shifts in import market
shares from Japan to the EEC. Japan's share of imports into the Western market
decreased from 72 percent in 1977 to 53 percent in 1978 while the EEC's share
increased frém 13 percent to 23 percent. In absolute terms, Japan's imports
decreased by 90,000 tons while imports from the EEC increased by more than 540,000

tons.

- more
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The trigger price mechanism (TPM), introduced in 1978, was and>probab1y will
be for the indefinite future the greatest single factor influencing conditions of
competition in the Western steel market. However, ags a result of Jépan's unilateral
voluntary cutback on exports to the United States in 1978 and the complexities of
the TPM ifself during the initial year, it is virtually impossible to assess the
effects of TPM on the level of imports and the shift in import sourcing.

Prices of carbon steel mill products'imported into the Western States were
generally below comparable domestically produced articles throughout the 1972-77
period except for the boom years of 1973-74. 1In 1978, the strengthening in demand
and the introduction of the trigger price mechanism caused import prices to
increase. Domestic prices also increased but only moderately by comparison. By
year-end 1978, many import prices were above competing producer prices.

Among the marketing techniques discussed in this report are automatic price
ad justments, allocation of Western steel purchasers among trading companies and
foreign mills, and the practice of selling a primary mill product to a distributor
or fabricator for further processing and then competing in the same end product

market with the distributor or fabricator.

The Commission's final report, Conditions of Competition in the Western U.S.

Steel Market Between Certain Domestic and Foreign Steel Products (Investigation No.

332-87), USITC Publication No. 1004, may be obtained by calling (202) 523-5178 or

from the Office of the Secretary, 701 E Street, N.W., Washington, D.C. 20436.
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Overview

On May 23, 1977, the U.S. International Trade Commission instituted an
investigation to study the conditions of competition in the Western U.S.
carbon steel market between certain domestic and foreign products of steel,
other than alloy steel. 1/ The Commission issued an interim report in March
1979 which addressed conditions of competiton in the period 1972-77. The
final report includes new and revised data in regard to the period 1972-77
and, in addition, data and economic analysis for 1978, a year in which the

Western steel market experienced the dramatic effects of major changes in the
conditions of competition.

The Western steel market

The Western carbon steel market encompasses a 10-state region which is
geographically isolated from the major steel producing regions of the country
by great distances and by the natural barriers of the U.S. Plains and the
Rocky Mountains. Demand for steel in this region is most strongly influenced
by the economic activity of the construction and container industries. 2/ The
construction industry, which accounts for approximately 53 percent of the
Western end-use market, consumes large quantities of plates, structurals, and
reinforcing bars. The container industry, accounting for approximately 15
percent of the Western end-market, creates heavy demand for tin mill products.
In contrast, the major markets for all U.S. steel are construction (29
percent), automotive (24 percent), and machinery (16 percent).

Apparent consumption of steel mill products in the Western States
averaged 8.7 million tons annually over the 1972-78 period and generally
followed the swings of the business cycle--increasing in 1973 and 1974,
declining precipitously in 1975 and increasing in each of the years 1976,
1977, and 1978. Consumption in 1978, which amounted to 9.6 million tons was
1.0 million tons short of the peak year of 1974. The value of consumption,
which increased from $1.5 billion in 1972 to $3.4 billion in 1978, reflects
the spiraling costs of production experienced by the industry.

1/ The investigation was instituted by the Commission on its own motion
under section 332(g) of the Tariff Act of 1930, as amended (19 U.S.C.
1332(g)). The products covered include articles of the types provided for in
part 2B of schedule 6 of the Tariff Schedules of the United States. For the
purpose of this study, the Western market includes the 10 States of
California, Oregon, Washington, Idaho, Nevada, Arizona, Montana, Colorado,
Utah, and Wyoming. It is noted that the Western steel market does not include
Hawaii and Alaska. The shipments of steel batween those two states and the
U.S. mainland are relatively minor, although they are a factor in the Western
U.S. market.

2/ According to the Standard Industrial Classification codes, the
construction industry would consist of those firms engaged in the building of
such facilities as dwellings, offices, highways, dams, sewage systems,
airfields, etc. The container industry would consist of those firms engaged
in the production of such articles as storage vessels, metal cans, and
shipping containers.
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The demand for steel mill products in the Western States is met by three
types of suppliers--producers located within the region, domestic producers
located outside the Western States, and foreign producers. The ability of
producers in the Eastern steel producing centers to market steel mill products
in the Western States is limited primarily because of high inland shipping
rates and limited access to ports. Ocean freight rates are much lower than
inland shipping rates and as a result provide an important pricing advantage
to any producer, including foreign producers, shipping by water to the Western
States. Many of the big Japanese and European steel mills are located at or
near ports and thus are attracted to the U.S. Western market. High inland
transportation costs result in the great bulk of steel mill articles being
consumed within a 300 mile radius of the producing domestic mill or, in the
case of imports, within a 300 mile radius of the port where the goods enter.

During the 1972-78 period, western producers' shipments, as a share of
consumption of all carbon steel mill products in the Western States, ranged
from a low of 47 percent in 1974 and 1978 to a high of 58 percent in 1973.

For the remaining years of the period, western producers' shipments supplied
slightly in excess of 50 percent of such consumption. A factor responsible
for the relatively small share of the western market supplied by producers
located within the region is that they do not have sufficient capacity to meet
the region's demand for sheets and strip and pipes and tubes--products which
account for the bulk of consumption of all carbon steel mill products. On the
other hand, the import to consumption ratio for all carbon steel mill products
(43 percent in 1978) for the Western States is more than twice that for the
nation as a whole, and imports are capturing an increasing share of the
Western States market.

During the same period, eastern producers' shipments into the Western
States supplied from 10 to 13 percent of consumption of all carbon steel mill
products. However, in some product categories, such as pipes and tubes,
eastern producers were significant competitors.

In distributing steel mill products, Western States producers, Eastern
producers, and importers utilize both service centers/distributors and direct
sales to end users. Importers sell a far larger share of steel mill products
to service centers/distributors than the domestic producers. Importers sell
about 60 percent of their shipments to service center/ distributors; in
contrast, U.S. producers utilize service center distribution channels for only
about one-fifth of their shipments. The remainder of shipments--40 percent
for importers and 80 percent for domestic producers-—-are sold directly to end
users. Importers, by using service centers/distributors, are able to ship
large tonnages to fewer outlets thereby eliminating the need to service a

‘multitude of small end-user accounts. Domestic producers offer shorter lead
times and are generally better able to service end-user accounts than are
foreign suppliers.

Western U.S.‘producets

The domestic producers located within the region can generally be
characterized as integrated producers which supply a broad range of carbon
steel mill articles; minimills, which specialize in a particular product
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range, primarily reinforcing bars; and independent fabricators, which have no
steel-making facilities, but purchase such products as sheet and strip for
fabrication into pipes and tubes and wire rod for fabrication into wire or
wire products.

Locations and products of firms.--There are 23 producers operating 35
establishments in the Western region. Of these, 18 of the firms and 27 of the
establishments are located in California. The largest four producers
accounted for 77 percent of shipments by Western producers of all steel mill
products in 1978, The four largest producers in each product category
accounted for no less than 62 percent of Western producers' shipments in 1978,

Capacity.--Western capacity to produce sheets and strip and pipes and
tubes--products which account for the bulk of Western consumption--was well
below consumption in each of the last 7 years. Capacity to produce plates
exceeded consumption in all years except 1974. Capacity shortfalls (plates
represent a notable exception) characterize products important to integrated
mills while excess capacity exists for products of minimills and wire mills.
Among the major integrated mills, Western capacity has been increased only
marginally in recent years. In each of the last 3 years, Western producers'’
capacity utilization for raw steel has been below that of the U.S. steel
industry as a whole. In 1978, Western producers' capacity utilization was 73
percent, compared with 80 percent for the entire U.S. steel industry.

0f the three major types of steel making furnaces--the open hearth, basic
oxygen, and electric--the least efficient type is the open hearth. In 1978,
42 percent of the Western States' carbon steel production was accounted for by
open hearth furnaces compared to 15 percent for the entire U.S. steel industry.

Shipments and inventories.--Total shipments of Western producers averaged
5.5 million tons over the 1972-78 period and exhibited a long-term downward
trend. Exports of Western steel mill products averaged less than 6 percent of
shipments over the period.

Based on data submitted to the Commission, Western steel producers'
inventories are normally higher than those of importers, producers maintaining
a 2-month supply compared to a l-month supply for importers. Domestic steel
producers' inventories are trad1t10na11y h1gher than those of importers since
they usually attempt to inventory in depth in order to rapidly respond to
customers needs in an attempt to maintain or enhance their competitive
position.

Employment and productivity.--The average number of all persons employed
in steel mill establishments located in the Western States accounts for about
5 percent of all persons employed in the U.S. establishments in which carbon
steel mill products are produced. During the 1972-78 period, such employment
reached its peak in 1974 (26,000 persons) as additional employees were added
to meet high levels of steel demand. The recession which began in the second
half of 1974 reduced steel demand and caused employment to decline in 1976 to
a level of approximately 23,000 where employment remained through 1978.
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In 1978, Western producers required 6.9 man-hours for each ton of carbon
steel shipped compared to 7.4 man-hours per ton of carbon steel shipped in
1977. For the U.S. carbon steel industry, excluding Western producers, the
number of man-hours required per ton of carbon steel shipped is somewhat less.

Profitability.-—-From 1972 to 1978, the profits of Western producers has
followed the general trend of all U.S. producers. From 1972 to 1975 the
Western steel industry was essentially more profitable than the U.S. steel
industry as a whole. However, since 1975, the Western steel industry has
fared far worse than the total U.S. steel industry. The Western steel
industry suffered losses in each of the last 3 years, such losses exceeded 4
percent in both 1976 and 1977, and amounted to 0.2 percent in 1978 (net
profits to sales). In 1977 more than half the producing establishments
reported losses; in 1978 about 20 percent reported losses. The decline in
profits of Western producers is apparently the result, in part, of increasing
costs of production relative to price increases and low levels of capacity

utilization. Facilities have been closed or curta11ed in at least 18
locations during the past 7 years.

Western producers' profits tend to be more volatile than profits for all
U.S. producers owing to larger import penetration, higher production costs,
limited product lines, and the smaller size and number of producers in the
Western market.

Foreign steel supplies

Imports of carbon steel mill products are a major force in the Western
market, having supplied 43 percent of that market in 1978 compared with 18
percent for the national market. The composition of imports into the Western
States is similar to that of total U.S. imports, in that flat-rolled products
are the predominant import item.

Japan has traditionally been the largest single supplier of each category

of carbon steel mill products imported into the Western States averaging 69
percent of imports from all sources over the seven-year period, 1972-78.
Virtually all of the steel imported from Japan is marketed through Japanese
trading companies which form a link between the Japanese steel mills and the
U.S. Western market. Although 15 Japanese trading companies served the
Western market in 1977, four of them supplied fifty-nine percent of the total
tonnage of steel mill products imported into the Western market from Japan.

The next largest import source was the EEC which averaged 14 percent of
imports from all sources over the same period. The sales of steel mill
products by large European steel mills are often made by their American sales
subsidiaries.

In 1978, there were striking shifts in import market shares from Japan to
the EEC. Japan's share of the market decreased from 72 percent in 1977 to 53
percent in 1978 while the EEC's share increased from 13 percent to 23
percent. In absolute terms, Japan's imports decreased by 90,000 tons while
imports from the EEC increased by 543,000 tons. Imports from developing
countries also increased dramatically in 1978.
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Major factors affecting the relative competitive positions of
Western and imported steel

Many factors affect the market share held by imports and domestic
shipments including such things as the business cycle in the U.S. and other
industrialized countries, labor negotiations and strikes, foreign exchange
levels, Government trade policies, and business policies and practices. Four
of the factors given special consideration in the Commission investigation
were U.S. trade policies, prices, marketing and sales practices, and foreign
ownership.

U.S. trade policies.-—-Carbon steel imports are subject to U.S. import
duties averaging about 6 percent ad valorem; several administrative actions
under the Antidumping Act, 1921, and under import relief legislation; and
provisions of so-called Buy American statutes. Other U.S. actions affecting
U.S. imports of carbon steel include the Voluntary Restraint Agreement
(1969-74) and the trigger price mechanism (TPM) initiated by the U.S. Treasury
in January 1978. '

The TPM, announced in December of 1977, was for most of 1978 and will
probably continue to be for the indefinite future the greatest single factor
influencing conditions of competition in all steel markets of the United
States, including the Western steel market. However, as a result of Japan's
voluntary cutback in exports to the United States in 1978 and the complexities
of the TPM itself during the initial year, it is virtually impossible to
assess the effects of TPM on the level of imports and the shift in import
sourcing. The TPM is believed to be at least partially responsible for the
upswing in import prices in 1978. It does not appear that the TPM caused a

significant diversion of imports to the Western States from other regions of
the nation. '

Prices.--Prices of carbon steel mill products imported into the Western
States were generally below comparable domestically produced articles
throughout the 1972-77 period except for the boom years of 1973-74. 1In
1973-74, import prices of almost every representative carbon steel mill
product surveyed by the Commission moved to levels above U.S. producers'
prices. The strengthening of demand in 1978, coupled with the introduction of
the TPM, caused an upswing in import prices. Domestic prices also increased
but only moderately by comparison. By year-end, many import prices were at or
above competing producer prices. Historically, domestic prices have not
tended to exhibit the marked swings seen in the more volatile movements of
import prices with the business cycle.

Marketing and sales practices.--The marketing and sales practices used in
the Western States by domestic producers, distributors/service centers, and
importers are in some respects similar. All sellers of steel attempt to
maintain competitive prices, to offer quality steel with reliable delivery, to
provide quality services, and generally offer some form of credit extension.
In addition, importers as well as some domestic producers sell steel at less
than the cost of production. Both importers and domestic producers engage in
dual distribution, which involves selling to both a distributor and the end
use customers of that distributor.
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There are, however, other techniques and practices allegedly employed by
importers to maintain and/or strengthen their sales in the Western United
States which are not used by domestic producers. These practices include:

(1) Maintaining prices at a fixed percentage or dollar
differential relative to the price of other suppliers
(referred to in this report as price indexing); and

(2) Allocating customers and products by and among

trading companies and foreign mills (referred to in this report
as channeling).

Whether or not any of these alleged practices are violative of U.S. antitrust
or unfair competition statutes can be determined only in appropriate
proceedings before U.S. agencies and/or courts of competent jurisdiction. The
present investigation of the Western steel market is not such a proceeding.

During the period of this investigation, the Commission was not able to
measure fully the degree or frequency with which importers maintained price
differentials below specific domestic articles in the Western market. However,
contracts supplied to the Commission, field research, and testimony all
indicate that price differentials have been maintained through price
indexing. In the contract negotiating phase, price indexing appears to afford
importers a method of offering lower prices than domestic competitors, but may
not necessarily prohibit the domestic firm from offering additional discounts.

In conclusion, price indexing could be a useful tool in increasing market
penetration,

Once a contract is entered into, price adjustment clauses can be used to
ad just contract prices either up or down in line with the prices of domestic
steel producers. Price adjustment clauses were used in a number of
contractual transactions during 1972-77. There are some indications that
price indexing lessened somewhat in 1978. The implementation of the TPM in
1978 is believed to have affected the frequency and effectiveness of price
indexing. The TPM has narrowed the price spread between many domestic and
imported steel mill products, making it less likely that domestic discounts
will be undercut through the use of price indexing.

The Commission found that the practice of channeling exists among
Japanese trading companies and integrated mills. Furthermore, it appears that
once an account has been established by a Japanese trading company, other
trading companies respect that relationship. No facts were developed
indicating that any other foreign suppliers or importers are engaged in this
practice.

Both U.S. producers and importers engage in the practice of dual
distribution. The extent to which this practice has affected competition in
the Western steel market cannot be readily determined, but the indication is
that at times it has affected the supply and price of certain carbon steel
mill products.



Foreign ownership.--Foreign investment in Western States steel producing,
distributing, and fabricating firms is small but growing. Of the 200 firms
responding to the Commission's questionnaires, 13 firms reported foreign
investment in 1972 and 31 firms in 1977. Japanese investments (15 firms which
account for one-third of total sales by foreign affiliated firms) are most
prevalent. It appears that subsequent to foreign investment in several key
firms in the wire and wire products and pipes and tubes sectors, the market
share of these firms increased largely by replacing direct imports. In some
cases such investment was in firms in financial difficulty or firms seeking
infusions of capital, either through equity investment or loans, to effect
major expansions of their business operations. Additionally, foreign
affiliated firms have a decided advantage over their competitors in obtaining
long term loans. For example, the long term debt-to-equity ratio is about one
to four for domestically owned firms, while firms with foreign participation
have ratios as high as four to one. For the most part, pre-investment
management continued to operate the business with little or no participation
from the foreign investors.

1978--A summary of major changes in the Western steel market

In 1978, a number of major changes occurred in the Western steel market
which relate to the competitive position of domestic versus imported products.

Western producers' shipments increased by 100,000 tons, with an
accompanying increase in capacity utilization in the Western industry from 73
to 80 percent. The domestic industry suffered a 0.2 percent loss (net profits
to sales) in 1978 compared to a loss of 4.7 percent in 1977. Labor
productivity in the Western industry increased, taking only 6.9 man-hours in
1978 for each ton of steel shipped compared to 7.4 man-hours in 1977.

Imports of all steel products into the Western States increased by 1
million tons in 1978. The ratio of imports to consumption jumped from 37 to
43 percent. The increase was accounted for mostly by plates, sheets and
strip, and pipes and tubes. Japan decreased exports to the United States by
90,000 tons and experienced a drop in U.S. import share from 72 to 53
percent. EEC's share of the U.S. import market increased from 13 to 23
percent with an increase of exports to the United States of 543,000 tons.

In 1978, import prices for those products surveyed by the Commission rose
from levels well below domestic prices (Jan.-Aug.) to fourth quarter levels
near or above competing domestic products. The TPM, announced in December
1977, is believed to be at least partially responsible for rises in import

prices, but its impact on import levels and sources is clouded by other market
factors.



Introduction

On May 23, 1977, the U.S. International Trade Commission, on its own
motion, instituted an investigation under section 332(g) of the Tariff Act of
1930, as amended (19 U.S.C. 1332(g)), to study the conditions of competition
in the Western U.S. carbon steel mill product market between certain domestic
and foreign products of steel, other than alloy steel. Such articles of steel

include articles of the types provided for in part 2B of schedule 6 of the
Tariff Schedules of the United States (TSUS).

In its notice of investigation and hearings, the Commission stated that
the report issued in connection therewith would be concerned with, among other
things, the effects on the Western U.S. steel market and Western U.S. steel
producers in such market areas as (1) imports of such steel products, (2)
ownership by foreign interests of domestic facilities producing such articles
in such market area, and (3) practices of importers marketing such articles.

Public hearings in connection with the investigation were held on
November 7, 1977, in Denver, Colo.; on November 9-11, 1977, in Los Angeles,
Calif.; on January 24, 1978, in Portland, Oreg.; on May 16 and 17, 1978, in
San Francisco, Calif.; and on March 29, 1979, in Los Angeles, Calif.

Notice of the institution of the investigation and of public hearings was
published in the Federal Register of June 15, 1977 (42 F.R. 30555); notice of
the dates and sites of public hearings was published in the Federal Register
of August 17, 1977 (42 F.R. 41498); notice of the times and places of the
Denver and Los Angeles hearings was published in the Federal Register of
October 27, 1977 (F.R. 41498); notice of the change of date and time and place
of the San Francisco hearing was published in the Federal Registers of January
31, 1978 (43 F.R. 4126), March 3, 1978 (43 F.R. 8861), and March 23, 1978 (43
F.R. 12130); and notice of the date and time of the Los Angeles hearing was
published in the Federal Register on February 16, 1979 (44 F.R. 10138).

The information contained in this report was obtained from fieldwork,
from questionnaires sent to domestic producers, importers, end users, and
fabricators, from the Commission's files, from other Government agencies, from
information received at the hearings, and from briefs filed by interested

parties. It addresses conditions which existed in the Western U.S. carbon
steel market through 1978.



The Structure of the Western Steel Market

The Western carbon steel market encompasses a l0-State region which is
geographically isolated from the major steel-producing regions of the country
by great distances and by the natural barriers of the U.S. Plains and the
Rocky Mountains. 1/ Demand for steel in this region is most strongly
influenced by the economic activity of the construction and container
industries. The construction industry, which accounts for approximately 53
percent of the Western end-use market, consumes large quantities of plates,
structurals, and reinforcing bars. 2/ The container industry, accounting for
approximately 15 percent of the Western end-use market, creates heavy demand
for tin mill products. In contrast, the major markets for all U.S. steel are
construction (29 percent), automotive (24 percent), and machinery
(16 percent). 3/

Apparent consumption of steel mill products in the Western States
averaged 8.7 million tons annually over the 1972-78 period and generally
followed the swings of the business cycle--increasing in 1973 and 1974,
declining precipitously in 1975 and increasing in each of the years 1976,
1977, and 1978. Consumption in 1978, which amounted to 9.6 million tons, was
1.0 million tons short of consumption in the peak year of 1974. The value of
consumption, which increased from $1.5 billion in 1972 to $3.4 billion in
1978, reflects the spiraling costs of production experienced by the industry.

The demand for steel mill products in the Western States is met by three
types of suppliers--producers located within the region, domestic producers
located outside the Western States, and foreign producers. The ability of
producers in the Eastern steel-producing centers to market steel mill products
in the Western States is limited primarily because of high inland shipping
rates and limited access to ports. Ocean freight rates are wmuch lower than
inland shipping rates and as a result provide an important pricing advantage
to any producer, including foreign producers, shipping by water to the Western
States. Many of the big Japanese and European steel mills are located at or
near ports and thus are attracted to the U.S. Western market. High inland
transportation costs result in the great bulk of steel mill articles being
consumed within a 300-mile radius of the producing domestic mill or, in the
case of imports, within a 300-mile radius of the port where the goods enter.

Western steel producers can generally be characterized as integrated
producers which supply a broad range of carbon steel mill articles; minimills,
which specialize in a particular product range, primarily reinforcing bars;

1/ For the purposes of this investigation, the term "Western States"
includes Arizona, Callforn1a, Colorado, 1daho, Montana, Nevada, Oregon, Utah,
Washington, and Wyoming.

2/ Carbon steel products which are the subject of this investigation are
enumerated and described in app. A.

3/ To place the Western States steel industry in perspective, an overview of
the U.S. and world steel industries is prov1ded in app. B and an overview of
the Japanese steel industry is provided in app. D.



and independent fabricators, which have no steelmaking facilities but purchase
such products as sheet and strip for fabrication into pipes and tubes and wire
rod for fabrication into wire or wire products. Western producers, not having
sufficient capacity to meet Western demand for sheets and strip and pipes and
tubes--products which account for the bulk of Western consumption--supplied
only slightly in excess of 50 percent of total consumption during 1972-73 and
1975-77. Western producers supplied the largest percentage (58 percent) in
1973 and the lowest (47 percent) in 1974 and 1978. Shipments of Western
producers to Western States averaged 4.5 million tons annually over the
1972-78 period and exhibited a long-term downward trend.

There are 23 producers operating 35 establishments in the Western
region. Of these, 18 of the firms and 27 establishments are located in
California. California is by far the most important consuming state within
the region, accounting for an estimated 70 percent of all the steel consumed
within the 10-State area. The largest four producers accounted for 77 percent
of the shipments by Western producers of all steel mill products in 1978,
which indicates the existence of a high degree of concentration by company.
In addition, production in the region is also concentrated by product line.

Carbon steel mill products supplied to the 10 Western States from
domestic producers located outside the region and referred to throughout the
report as Eastern producers accounted for 10 percent of the total consumption
in the Western States during each of the last 3 years and did not exceed 13
percent during any of the past 7 years. Eastern shipments to the Western
States averaged 1.0 million tons annually over the 1972-78 period and
exhibited a long-term downward trend. The relatively small share of
consumption in the Western States accounted for by shipmeants of Eastern
producers is the result in large part of shipping costs, primarily inland
transportation costs, which make such articles noncompetitive with similar
articles produced in the West or imported from foreign sources. It is
believed that a substantial portion of the steel mill products shipped by
Eastern producers to the Western coastal market are specialty items.

The Western market is also heavily dependent on imports, which averaged
3.2 million tons annually over the 1972-78 period. While the share of Western
consumption held by imports fluctuates from year to year, imports are
capturing an increasing share of the market. During 1972-78, imports as a
share of apparent consumption ranged from 29 percent in 1973 to 43 percent in
1978, more than twice the ratio for the entire nation (18 percent).

Japan has traditionally been the largest single supplier of each category
of carbon steel mill products imported into the Western States, averaging 69
percent of imports from all sources over the 7-year period 1972-78. Virtually
all of the steel imported from Japan is marketed through Japanese trading
companies, which form a link between the Japanese steel mills and the U.S.
Western market. Although 15 Japanese trading companies serve the Western
market, import supply is highly concentrated among a small number of firms.
Fifty-nine percent of total tonnage of Japanese steel mill products imported



- to the Western market in 1977 was supplied by four trading companies. The
next largest import source was the European Economic Community (EEC) which
averaged 14 percent of imports from all sources over the same period. The
sales of steel mill products by large European steel mills are often made by
their American sales subsidiaries.

In the distribution of steel mill products in the Western States, Western
States producers, Eastern producers, and importers utilize both service
centers/distributors and direct selling to end users. Importers sell a far
larger share of steel mill products to service centers/distributors than the
domestic producers. Importers sell about 60 percent of their shipments to
service center/distributors; in contrast, U.S. producers utilize service
center/distributor channels for only about one-fifth of their shipments. The
remainder of shipments--40 percent for importers and 80 percent for domestic
producers--are sold directly ‘to end users. By using service centers/
distributors, importers are able to ship large tonnages to fewer outlets,
thereby eliminating the need to service a multitude of small end-user
accounts. Domestic producers offer shorter lead times and are generally
better able to service end-user accounts than are foreign suppliers. Domestic
producers price steel at time of shipment; while importers price steel at time
of purchase.

The Western States steel market and the business cycle 1/

Demand for steel, whether in the Western région or in the nation, is a
derived demand. It depends on (1) demand for consumer durables such as
automobiles and appliances, (2) the level of construction activity, and (3)
demand for producer durables (capital equipment). Thus, steel demand is
highly cyclical, reflecting the swings in economic activity over the business
cycle.

The ups and downs of steel demand, however, are more volatile than the
cyclical pattern of such economic indicators as industrial production.
Steel's use as an early-phase input to the production process, plus the
problems of lead time and inventory adjustment at several levels of the
distribution process, reinforce and exaggerate the swings in steel demand
compared with those of the business cycle. Apart from the business cycle, the
volatility of the steel market also stems from steel user and mill response to
inventory needs in anticipation of dock or teamster strikes and steelworker

labor negotiations.

The following chart (figure 1) compares the cyclical level of economic
activity (1957-78), as reflected in the industrial production indexes for the
United States and for the Western States, with the pattern of demand for steel
in each region as measured by apparent consumption.  These indexes show that,
in general, the Western States business cycle tracks that of the United
States. The graph also shows the marked cyclical pattern of steel demand

1/ An econometric analysis of the impact of major supply and demand
variables on shipments of Western market steel appears in app. H.
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(apparent consumption) in each market as it roughly parallels the direction of
change in the paths of the respective biusiness cycle. The greater volat111ty
of the steel market's reeponse to changes in the level of economic activity is
readily apparent.

Figure 2 presents quarterly data on Western States and U.S. industrial
production as a proxy- for the business cycle for the period 1962-78. This

time span covers one business cycle recovery period and two complete business
cycles that followed'

Cycle I ¢ the long recovery period following the 1960-61 re-
(1962-69) cession punctuated by the minor slow-downs or mini-
1/ recessions in 1963-64 and 1966~67 and subsequent

. economic expansion until mid-1969;

Cycle II : the major downturn that continued to 1971 and the
(1969-74) recovery and uptrend to.mid-1974; and

Cycle III: the sharp recession in 1974-75 and slow recovery
(1974-78)  through 1978.

The quarterly data tracing the business cycles in the Western States as
measured by industrial production reflect certain independent aspects of the
region's growth pattern compared with the steady expansion of the U.S. economy
during the 1960's. After the recession trough of 1960-61, U.S. economic
expansion was interrupted only by a brief mini-recession in the first quarter
of 1967. Over the same time span, Western States industrial production also
grew steadily but shows an independent sub-cycle of minimal growth in 1963-65
and a recession period that spanned two quarters in 1966-67. A decline in
defense contracts and aerospace production plus a drop in construction
" activity in California dampened the economic expansion of the Western region .
until mid-1965. The Western economy then continued its long-run expansion
with a minor recession downturn from late 1966 to the spring of 1967.

The first major business cycle downswing in the Western States appears in
mid-1969 after almost nine quarters of steady economic growth. At that time,
industrial production declined for two quarters, held firm for most .of 1970,
and fell again to bottom out in the first quarter of 1971. The Western
economy then began a steady uninterrupted expansion to a third quarter 1973
plateau which continued to mid-1974, when industrial production turned down
sharply. Recovery from this most recent recession began slowly in 1975,
strengthened in early 1976, softened later that year, and showed little gain
in 1977.

1/ The period 1962-69 covers the recovery and expansion period of the
1959-69 business cycle.
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The business cycle impact on steel consumption in the Western States and in
the United States

Although the business cycle of the Western States in general tracks that
of the total United States, a year—-to-year comparison reveals unique
differences in growth or decline of steel consumption in the respective
markets of the two regions. As shown in the following table, significant
differences in annual steel market demand in the two regions appear in more
than half the time span 1963-77. The Western States steel market and the U.S.
market had close to or the same growth rate, or decline in demand, in 7 years
of the 15-year period. Three of these 7 years (1967, 1969, and 1970) show
about equal recession declines in the Western steel market and the U.S. market.

On the cyclical expansion side, virtually equal expansion of steel demand
in the respective markets occurred in 1965, 1968, 1972, and 1977. Sharply
different, but in the same direction, rates of change in steel market demand
are revealed in five years of the period. Four of these years, 1963, 1964,
1973, and 1976, were years of expanding growth in steel demand and one, 1975,
was a year of cyclical decline in steel market growth.

The most unique differences in the two region's growth patterns appear in
1966, 1971, and 1974. In those years, the two regions' steel markets reflect
different directions of change in apparent steel consumption. In 1966 and
1974 the Western States steel market grew by 4 percent and 10 percent,
respectively; the U.S. market declined by 2 percent in each of those years.

Conversely, in 1971, the U.S. market grew by 6 percent, but the Western market
fell by 2 percent.

These divergent regional steel market growth patterns result in part from
different regional timing or duration of cyclical recession or recovery
periods. Viewed in a business cycle framework, the 1969 recession impact
extended to 3 years In the Western steel market compared with 2 years in the
U.S. steel market. The 1966 cyclical decline in growth in the U.S. steel
market stretched into 1967 but appears only in 1967 in the Western steel
market. The 1973-75 recession (Nov. 1973-March 1975) is reflected in both
1974 and 1975 by declines in steel market growth in the total U.S. steel
market. In 1974, the Western steel market grew by 10 percent while the U.S.
market fell 2 percent in 1974 and 26 percent in 1975. Although the decline in
the Western market was sharper, 33 percent in 1975, it lagged the decline in
the United States and was only one year in duration.

Differences in the duration of recession or the time and rate of recovery
or expansion of the Western steel market compared with the national market are
the result of differences in the relative importance of end-use markets in the
respective markets and of the differences in steel mill product mix that are

linked to these distinctive market structures which make up the overall
derived demand for steel.



U.S. steel market: Total steel received in the U.S. market
and the Western States market, 1963-77

United States steel market 1/

Ratio of 7 Western States'

: Total : 7 Western : steel market to total U.S.
States

: : : steel market
Year : . ¢ Change @ , ¢ Change : :

: Quantity : from Quantity ¢ from : . t Change from

. of steel r d-s of steel | reced-: Ratio . din car

‘received 1/° PTeCCC™i o ceived 2/° PFeCeCTs : preceding y

: =~ :ing year: — :ing year: :

: 1,000 : : 1,090 s : :

¢! net tons :Percent : net tons :Percent : Percent H Percent
1963--: 78,778 : 8 : 6,975 : 11 : 8.9 : 0.2
1964--: 87,942 : 12 : 7,500 : 8 : 8.5 : -.4
1955--: 100,553 : 14 : 8,500 : 13 ¢ 8.5 .: -
1966--: 99,024 : -2 : 8,859 : 4 : 8.9 : A
1967--: 93,667 : -5 : 8,455 : -5 9.0 : .1
1968--: 107,646 : 15 9,558 : 13 : 8.9 : -.1
1969--: 102,682 : -5 9,056 : -5: 8.8 : -.1
1970--: 97,101 : -5 8,728 : -4 9.0 : .2
1971~-: 102,514 : 6 : 8,575 : -2 : 8.4 : -.6
1972--: 106,613 : 4 9,035 : 5: 8.5 : .1
1973--: 122,527 : 15 : 9,985 : 11 8.1 : -.4
1974--: 119,608 : -2 11,021 : 10 : 9.2 : 1.1
1975--: 89,016 : -26 : 7,412 -33 : 8.3 : -.9
1976--: 101,077 : 14 : 7,982 : 8 : 7.9 -.4

te ee 00 s

1/ Total domestic shipments plus imports less exports.

2/ The Western steel market comprises the number of tons shipped by steel
mills, both domestic and foreign, to customers in the 7 Western States of
California, Oregon, Washington, Nevada, Arizona, Utah, and Idaho.

Source: Compiled from data supplied by Kaiser Steel Corp. and the AISI
Annual Statistical Report.
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The national market for steel and the Western States market differ
significantly in the relative importance of their respective end-use markets,
as shown in the following table. Two industrial sectors, construction (29
percent) and automotive (24 percent) use about half of the national steel
consumed annually. In contrast, construction alone accounts for slightly more
than half of annual total steel used in the Western States. The automotive
industry as an end-use market in the Western States consumes only 4 percent
annually, compared with roughly one-fourth of the steel used nationally. The
machinery industry accounts for about 16 percent of the U.S. market for steel,
but only 6 percent of the Western steel market.

Ead-use demand for steel by the container industry (15 percent) is more
important in the Western States than in the United States as a whole (8
percent). Shipbuilding and the railroad industry each account for about 4

percent of the Western steel market, but are of minor importance in the
national market. 1/

Differences in the relative importance of end-use markets, in turn,
create differences in the steel mill product mix in the Western States
compared with that of the United States. -The greater importance of
nonresidential construction as an end-use market in the West is reflected in
heavy products such as plates, structurals, and bars. The national automotive
and residential construction markets translate into end-use demand for light,
flat-rolled products, i.e., sheet and strip. In time of recession or
recovery, diversity in the cyclical strength or weakness of these different
end-use markets--for example, nonresidential construction versus automotive--
can affect recovery or dampen recession in one market more than in the other.

If, as in 1976, consumer durables demand is expanding and capital
spending is weak in the entire economy, the Western steel market growth would
falter compared with that of the nation. Or, conversely, if, as in mid-1979,
residential construction and automotive demand is weakening, while
nonresidential construction is strong and expanding, especially in the Western
market, that region's overall steel demand is cushioned far more than the
national steel market from the recession impact of softening demand for
consumer durables. In the steel mill product market, flat-rolled steel would
show weakness while structural and plate steel would reflect strength. 2/

Demand for steel and cyclical trends in nonresidential construction and
nonbuilding construction

Although the Western States business cycle movements are mirrored in the
levels of industrial production, the relative importance of industrial
production amounts to less than half of end-use market demand for steel in the
Western region, according to industry estimates. The impact on demand for

1/ Defining the Western market as a 10-State market that includes Colorado
increases the end-use market share of the railroad industry by adding heavy
tonnage of rails supplied by CF&I Steel Corp., which accounts for a large
share of total CF&I shipments.

2/ See Tables 4 through 14 in app. C, which present data by product
categories on the quantity and annual changes in the Western steel market.
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Comparison of characteristic distribution of the steel

market in the United States and in the 7 Western
States, by end-use markets

(In percent)

Market distribution

End Use Market United Statestestern States

Construction=—-——==—-===me— e e e e e e e — e 29 : 53
Automotive-—=——~----—em—me s e e — e e : 24 4
Machinery (non-electrical and electrical)----=---- : 16 : 6
Containers==~===== s oo : ’ 8 : 15
Domestic and commercial equipment----------—-——--- : 4 5
Shipbuilding-—========-—mcc oo e : 4
Agricultural------=------oecmm e e : 4 1
Appliances-=--==-=-mc—ommem e e c e e : 3: 1
Rails, R.R. rolling stock and equipment-=-=--=~--==- : 3: 1/ 4
0il and gas dr1111ng ------------------------------ : 2 1
Mining, quarrying, and lumbering-----=---==-v---v-- : 1 1
Miscellaneoug—=====-=-=c-—ecccermcrm e : 5 3 b)

Total-—===—=—-—m-escr e — : 100 : 100

1/ This percentage would sharply increase if a 10-State Western market was
the base. CF&I rail tonnage would boost the figure.

Source: Estimated by ITC staff based on AISI data and field survey figures,
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steel derived from demand for consumer durables and for producer durables are
both reflected in the level of industrial production. Demand for steel
originating as a result of residential construction activity--appliances, hot
water heaters, air conditioners, etc,--also is included in the level of
industrial production. Steel demand elements not reflected in the level of
industrial production are nonresidential construction and nonbuilding
construction. Nonresidential construction includes commercial, industrial,
and institutional construction; nonbuilding construction includes projects
such as highways, bridges, treatment facilities, and power plants. Together,
these construction activities account for over 50 percent of Western States
steel market demand.

Figure 3 shows the cyclical trends in nonresidential construction and
nonbuilding construction activity in the Western States, 1963-78. It is based
on the table that follows. The business cycle pattern these construction
indexes reveal is, in general, quite similar to the cyclical pattern of
industrial production. The timing of recession downturns and of expansion
peaks, especially for nonresidential construction, parallels the recognized
recession and recovery year patterns of the period. Steady growth marked the
early and wmid~1960's, with a mini-recession in 1964 and 1967, and then a sharp
upturn that peaked in 1969 for nonresidential construction and in 1970 for
nonbuilding construction. The second business cycle for nonresidential
construction spans the period 1969-73 as it did for industrial production,
except that for nonresidential construction the recession trough continued
into 1971 and the sharp downturn did not occur until 1975. The third business
cycle for nonresidential construction activity started in the turning point
year 1973; the index of contract awards fell 29 percent from that year's
record level to a level in 1976 lower than in any year of the entire period.
Nonresidential construction, however, shows more longrun strength than
nonbuilding construction, which reveals a slow but steady decline. The level
of nonresidential activity increased 50 percent from an index of 95 in 1963 to
a high of 142 in 1978. In contrast, nonbuilding construction decreased 30
percent from an index of 110 in 1963 to a low of 77 in 1978.

Figure 4 shows the individual patterns of commercial construction,
industrial construction, and institutional construction. It is clearly
evident that the strength of total nonresidential construction activity is
based on commercial construction--62 percent of the total in 1978. Institu-
tional construction has been on a steady downturn since 1974 to a level 35
percent below that of 1963.

Nonbuilding construction and institutional construction activities are
steel-intensive end-use markets which contributed strongly to the Western
States steel demand in the early and mid-1960's. Their steady decline since
1965~66 has dampened steel demand but has been more than offset by the
increases in commercial and industrial construction. These downward trends

are evident in figure 5 and contrast with the volatlle patterns of industrial
and commercial construction.
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Western steel market demand indicators:
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Indexes of nonresidential

construction, by components, and of nonbuilding construction, 1963~78
(1967=100)
: Nonresidential construction 1/ 3
: —t + ¢ ¢ Nonbuilding
Year : Commercial : Industrial ;InstitutionaI: Total : °°“°t;7°t1°“
: : : : : B
: $ : s :
1963--===~e- H 97 82 : 99 : 95 : 110
1964==~====- : 99 : 91 : 98 : 97 : 101
1965==~===w=u : 105 : 87 : 112 ¢ 104 : 110
1966-====n== : 109 119 102 : 108 : 118
1967=======- : 100 : 100 : 100 : 100 3 100
1968--===wu= H 104 : 121 : 94 103 : 93
1969=====w== : 148 @ 128 : 98 : 123 ¢ 104
1970=====w== 3 137 ¢ 80 : 80 : 102 : - 106
1971w====mm= : 136 : 79 : 77 ¢ 100 : 84
1972-=======~ : 152 ¢ 100 : 79 3 111 : 86
1973======u= 3 181 : 136 : 88 : 133 : 97
1974==~==me== : 163 : 123 : 96 127 ¢ 91
1975======== : 118 : 76 89 : 98 : 78
1976=~===--- $ 128 : 74 ¢ 74 ¢ 95 ¢ 87
1977 --===—== : 174 101 ¢ 74 118 : 92
1978«=-==ewe= : 238 : 120 : 65 : 142 : 17
1/ Calculated from F. W. Dodge data on contract awards in the Western

States, based on millions of square feet.

2/ Calculated from F. W. Dodge data on dollar value of contract awards in

the Western States, adjusted using nonresidential structures price deflator as
contained in the 1979 Economic Report of the President.

Source: Compiled from F. W. Dodge figures on construction contract awards

in the Western States.
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Annual and cyclical changes in steel demand and supply in the Western States
market

Despite the fact that steel demand in the Western States generally
parallels that region's business cycle, a close look reveals significant
differences in the respective direction and rate of annual and cyclical
changes in business cycle indicators and the level of steel demand. The
following table presents data (1962-78) on annual and cyclical changes in
Western States industrial production, durable goods production, and
nonresidential construction as indicators of the business cycle impact on the
derived demand for steel. Similar data are shown for changes in apparent
steel consumption, domestic shipments, and imports. These data show the
overall steel supply response and that of its domestic and import components
to business cycle changes in demand. Comparisons of cyclical changes are
shown for recession periods as well as for recovery and expansion periods.

Specifically, the data show that over almost the entire period the
direction of change in the business cycle indicator(s) is paralleled by an
equal or greater change in the Western States market for steel. With respect
to the broader economic activity indicator--industrial production--only two
exceptions appear, one in 1967 and another in 1969. In both these years,
industrial production showed an upturn, yet the Western steel market figures
showed a downturn. Industrial production expanded by 6 percent in 1967 and by
4 percent in 1969. 1In contrast, apparent consumption of steel declined by 5
percent in 1967 and by the same percentage in 1969. In both years, inventory
reductions explain the apparent consumption downturns in the face of expanding
demand.

The direction of change in imports' contribution to total supply matches
that of apparent consumption in every year except two--1971 and 1973. 1In
1971, a recession year, apparent consumption fell by 2 percent, while imports
increased 12 percent despite a long west coast dock strike. An opposite
pattern appears in 1973; imports fell 15 percent as apparent consumption
increased 11 percent. 1/ In 7 of the 16 years, the volatility of the Western
steel market response to changes in the level of economic activity as measured

1/ Strong world demand shunted more foreign steel to other areas and less to
the Western States market.



Western States steel market: Changes in indicators of demand, indicators of supply, 1963-78, during cyclical
periods of expansion, 1962-69, 1971-74, 1975-78, and during recession, 1969-71 and 1974-75

¢ Change in indicators of cyclical
demand from preceding year

Change in steel market indicators
from preceding year

Durable :Nonresiden-: Indus- Domestic

Period : goods : tial con-: trial : Apparent : shipments in and : Imports

. . - . consumption - :

¢ production: struction :production: : to the region H

: : : : 1,000 : : 1,000 H : 1,000 :

: Percent : Percent : Percent :short tons : Percent :short tons : Percent :short tons:Percent
1963 : l/ : 1/ : 7.3 : 665 : 10.5 : 451 : 8.4 : 214 : 22.9
1964—-———~———-————=- : 7.1 : 2.1 ¢ 3.2 : 525 : 7.0 : 352 : 6.1 : 173 : 13.1
1965-~—=———wmcmmmmee : 4.9 7.5 : 6.1 : 1,000 : 13.3 : 619 : 10.0 : 381 : 28.8
1966—===~—===mmmm———=: 9.4 3.5 : 1.1 359 : 4.2 : 173 : 2.6 : 186 : 10.9
1967-====-—mmmmm o : 8.5 : -4.6 : 5.8 : =404 : -4.6 : -336 : -4.8 : -86 : -3.6
1968——~=———=-====-——-2 9.6 : 3.3 : 6.3 : 1,103 : 13.0 : 288 : 4.4 : 815 44.7
1969--——---—-—---—--2 2.5 : 21.9 : 4.1 : -502 : -5.3 : =447 : ~-6.5 : *=55 : -2.1
1970--======—mmmmm—mmy -8.5 : -17.9 : -6.0 : -328 : -3.6 : -148 : -2.3 : -180 -7.0
1971 --—===mmmmmmmy 4.0 : -1.8 : -.1: -153 : -1.8 : =437 : -6.9 : 284 : 11.8
1972--=—-=cmmmmmc : 20.8 : 11.0 : 8.8 : 460 : 5.4 : -159 : -2.7 : 619 : 23.0
1973—=-==~mmmc e : 7.9 : 19.6 : 10.2 : 950 : 10.5 : 1,444 : 25.2 : -494 : -14.9
1974=~-c-mmmmm e : -5.5 : -4.6 : 2.3 : 1,036 : 10.4 : =248 : -3.5: 1,284 : 45.7
1975 - - .0 : -23.3 : -6.0 : -3,609 : -32.7 : -1,840 : -26.6 : -1,769 : -43.2
1976-=~~===m=wmmmm e : 24,7 : -3.4 : 9.8 : 570 : 7.7 : 37 : .7 : 533 : 22.9
1977—-=——=c=—rm : 16.9 : 23.9 : 3.4 : 666 : 8.3 : 214 : 4.2 : 452 : 15.8
1978 : 7.5 : 20.9 : E 7.0 : 1,258 : 14.5 : 249 : 4.7 : 1,009 : 30.5
Cyclical expansion: : : : : : : : : :
1962-69--~==w=mmm——m3 2/ 49.5 : 2/ 56.4. : 56.4 : 2,746 : 43.5 : 1,100 : 20.5 : 1,646 = 175.9
1971-74—-===—ccmmmeuz 3/ 23.2 : 72.2 : 20.1 : 2,446 : 28.5 : 1,037 : 17.6 : 1,409 : 52.5
1975-78~~-—=-=—=--==: 4/ 56.8 : 49.8 22.6 : 2,494 : 33.6 : 500 : 9.8 : 1,994 : 85.7
Recession: : : : : : : : : :
1969-71---=———==-——- : -4.8 : -18.6 : -6.8 : -481 : -5.3 : -585 : -9.0 : S/ 104 : 5/ 4.0
1974=75~-====-—==——- : 6/ .0 : 17/ -38.4 : -8.9 : -3,609 : -32.7 : -1,840 : -26.6 : -1,769 : -43.2

1/ Not available. 2/ 1963 is the base year for this percentage change. 3/ 1970-73 was the expansion period for
durable goods production and reflects a 36 percent increase. 4/ 1974 was the trough year of recession for durable
goods production, at the same production level as 1975. 5/ The downturn for imports was 1968-70 and amounted to a
drop of 235 thousand tons or 9 percent. 6/ 1973 was the turning point year for the decline in durable goods
production which fell 5 percent. 7/ The cyclical downturn in nonresidential construction spanned the period 1973-76
and reflected a 29 percent decline.

Source: Durable goods production, Federal Reserve Bank of San Francisco; nonresidential construction, F. W. Dodge
Contract Awards; industrial production, calculated from data provided by U.S..Steel Corp. based on Federal Reserve
Index; apparent consumption and domestic shipments, calcunlated from figures provided by Kaiser Steel Corp. based on
AISI data; imports, official statistics of the U.S. Department of Commerce.
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" by industrial production is evidenced by changes in the market for steel that
range from half again as large a change (1963) to more than 5 times the rate
of change in economic activity((1975), as shown in the table below.

Western steel market: The volatility of changes in the apparent
consumption of steel compared to changes in the level of

economic activity as measured by industrial production, specified
years, 1963 to 1977

Percentage change from preceding year

Year : Industrial : Apparent
: production : consumption
1963-—=--wommmrme e H 7: 11
1964-~=-—-==-—rommmm e : 3: 7
1965--=====m=mm—meme e e : 6 : 13
1968-—~----ocmomem oo : 6 : 13
1974--==--omommmccce e : 2 10
1975-=====mommrmm e e : -6 : =33
R : 3 8

Only in one year, 1973, was the percentage change in the level of
economic activity in the Western States matched by the percentage change in
the Western market for steel; in that year, both industrial production and
~apparent steel consumption increased by about 10 percent. In each of four
years, 1966, (1970), 1972, and 1976, the growth (or decline) in the demand for
steel was less than that of industrial production.

The relative strength of durable goods production and nonresidential
construction.--The direction of change in Western States levels of durable
goods production (1963-78) tracks that of industrial production. One
exception appears in 1974; in that year, industrial production increased about
2 percent, but durable goods production fell almost 6 percent. Nonresidential
construction, however, reflects growth level changes in the direction opposite
to that of durable goods production in 4 separate years. 1/ In each instance,
the stimulus to overall steel demand generated by growth in durable goods pro-
duction was diluted or offset by a decline in nonresidential construction. 2/

The degrees of change in the level of nonresidential construction and
durable goods production seldom matched in the 11 years in which parallel
direction of change occurred. There is a wide divergence between their
respective growth or negative growth rates. In 5 separate years, 3/
nonresidential construction provided a much stronger growth impetus to steel

1/ 1967, 1971, 1975, and 1976.
2/ This same growth offset is evident if the nonresidential construction
effect is lagged by a year; a lag of 6 months is considered appropriate in

quarterly time series measuring the impact of nonresidential construction
awards on steel demand.

3/ 1965, 1969, 1973, 1977, and 1978.



20

demand than did durable goods production. The annual percentage increase in
nonresidential construction in those years was, on average, more than twice
that of durable goods production. In 1970, durable goods production showed a
percentage drop of less than half that of nonresidential construction. The
growth of durable goods production, however, far outpaced that of nonresiden-
tial construction in 4 years of the subject period, 1/ thus providing a much
stronger boost for Western States steel demand. In those years, the average
percentage increase in the level of durable goods production above that of
nonresidential construction was 61 percent.

Expansion period growth pattern.--Cyclical growth in the Western steel
market, 1962-69, amounted to 44 percent or about one-fifth less than the
expansion of economic activity during that period as measured by industrial
production, which increased 56 percent. During the 1971-74 cyclical uptrend,
the growth in the Western steel market, spurred by a 72-percent increase in
nonresidential construction, was 29 percent compared with 20 percent in
industrial production.

In the 1975-78 cyclical recovery and expansion period, the Western States
steel market increased by 34 percent (in tonnage terms), half again as much as
the percentage increase in industrial production. Sharp increases in durable
goods production and nonresidential construction created this surge in steel
demand.

Analyzed in terms of tonnage increases, imports took most of the trough-
to-peak growth in the Western steel market in each cyclical expansion period,
as shown in the following tabulation (in million of short tons):

f Imports f Domestic shipments
Period * :
: Total ¢ Annual : Total : Annual
: - : _average : : average
1962-69-~=—--=====mmmm- : 1.7 : 0.2 : 1.1 : 0.2
1971-74-~---~~-mmeeee : 1.4 : .53 1.0 : 4
1975-78~----=--ecmee—o 2.0 : .7 o5 3 .2

Domestic shipments' growth in absolute terms declined from 1.1 million
tons in the 1962-69 expansion period to only 0.5 million tons in the 1975-78
cyclical recovery period, or grew at the same annual average, 0.2 million
tons. Import tonnage growth during the same two periods increased from 1.7

million tons to 2.0 million tons or from an annual average growth of 0.2
million tons to 0.7 million toms.

17 1964, 1966, 1968, and I977.
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Recession period growth pattern.--During the 1969-71 recession, the level
of economic activity in the Western States, declined by 7 percent and apparent
consumption of steel fell by 5 percent. In contrast to domestic shipments of
steel, which slumped 9 percent, imports grew by 4 percent in the Western
market even in the face of the first voluntary restraint agreement (VRA)
limiting the level of imports. Economic activity as measured by Western
States industrial production decreased 9 percent in the 1974-75 recession, but
the impact on the Western steel market was even more severe. - Apparent steel
consumption fell 33 percent or 3.6 million tons, a decline shared almost
equally by imports and domestic shipments. '

Factors affectingg;he market share of imports and domestic shipments.--
Endogenous factors of cyclical domestic demand explain the overall patterns of
steel consumption in the Western States. Although the business cycle in the
United States and in the industrialized countries has affected the relative
share of domestic shipments and imports in total supply, many other external
events and policies (foreign and domestic) have affected the market shares of
domestic and imported steel during the past two decades. These factors are
largely nonmarket and disruptive in effect. They include dock and teamster
strikes, labor contract negotiations, two devaluations of the U.S. dollar,
price controls, an import surcharge, two voluntary restraint agreements
limiting the level of imports, the Vietnam war, the world steel boom in.the
mid-1970's, the oil crisis, unilateral voluntary restraint by Japan in its
1978 steel exports to the United States, the TPM (implemented by third quarter
1978) and the appreciation of the yen against the dollar. These largely )
nonmarket forces operated within the cyclical framework of business recession,
recovery, and expansion.

Figure 6 shows the quarterly import and domestic shipment components of
steel supply (by quantity) to the Western States market (1959-78) and the
chronology of events and policies that affected the steel warket and thg
relative movements in imports and the domestic supply of steel. Recessions
(and mini-recessions) are clearly paralleled by dips in imports and domestic
shipments. Expansion periods appear more distinctly in the import pattern
than in that of domestic shipments, as imports captured most of the longrun
growth. 1In many instances the effect of a particular event is quite evident.
For example, imports' response to the steelworkers' strike in 1959-60 appears
as a clear gain. Their response to the 1971 dock strike is visible in the
closeout of imports followed by an equally sharp rise to supply pent-up
demand. The impact of upcoming labor negotiations in 1962, 1965, and 1968
