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PREFACE

On August 3, 1988, the Commission instituted investigation
No. 332-256 on the Western U.S. Steel Market, for the purpose of analyzing
market conditions and assessing the economic effects of the Voluntary
Restraint Agreements (VRAs) on steel-producing and steel-consuming
industries in the Western United States. 1/ The investigation was
initiated by the Commission after receiving a letter from the Honorable Dan
Rostenkowski, Chairman of the Committee on Ways and Means, U.S. House of
Representatives, requesting a study under section 332 of the Tariff Act of
1930. 2/

The Committee asked that the Commission, in assessing market
conditions and the effects of the VRAs, focus on the following issues: (1)
structural changes which have occurred in the Western U.S. steel industry
in recent years, including developments in Western States' capacity to
produce the steel products subject to the investigation; (2) consumption of
steel mill products in the Western region; (3) patterns of supply to the
Western region (i.e., the changes in market share of imports from both VRA
and non-VRA countries, Western regional production, and nonregional U.S.
production in the market); (4) factors limiting the use of domestically-
produced steel manufactured outside the Western region, including industry
transportation costs relative to other regions; (5) factors affecting the
importation cost of steel produced in foreign mills, including foreign
inland freight and port costs, ocean freight and insurance, and U.S. port
costs and other importation expenses; (6) issues affecting the Western
steel market with respect to steel imports from non-VRA countries,
including the impact of steel exported from VRA countries to non-VRA
countries for further manufacture and reexport to the Western U.S. market;
and (7) the economic implications of continued import restraints on
producers of steel products subject to the VRAs and selected major steel-
consuming industries in the Western region.

Notice of the investigation was given by posting copies of the notice
of investigation in the Office of the Secretary, U.S. International Trade
Commission, Washington, DC, and by publishing the notice in the Federal
Register (53 F.R. 30118, Aug. 10, 1988). 3/

The Commission held a public hearing on this investigation at the
U.S. International Trade Commission in Washington, DC, on October 25, 1988,
and received testimony from interested parties, including numerous steel
industry officials. The transcript of the hearing may be seen in the
Commission's Office of the Secretary, 500 E Street SW., Washington, DC,
20436 (202-252-1000).

1/ The Western United States comprises the following states: Alaska,
Arizona, California, Colorado, Hawaii, Idaho, Nevada, New Mexico, Oregon,
Utah, Washington, and Wyoming.

2/ The request from the Committee on Ways and Means is reproduced in app. A.
3/ A copy of the Commission's Notice of Investigation appears in app. B.
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During the course of this investigation, the Commission collected
data and information from questionnaires sent to Western U.S. producers,
Western U.S. purchasers, and Eastern U.S. producers and distributors.

After receiving completed questionnaires, the Commission's staff edited and
reviewed each response for accuracy, resolved questions with respondents,
and tabulated the returns. In addition, information was gathered from
trade and private publications; industry meetings; various public and
private sources; domestic fieldwork with independent industry analysts, and
industry officials representing steel. producers, importers, purchasers, and
distributors; and other sources.

The information and analyses provided in this report are for the
purpose of this report only. Nothing in this report should be construed to
indicate how the Commission would find in an investigation conducted under
other statutory authority covering the same or similar subject matter.

il
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EXECUTIVE SUMMARY

Structural Changes in the Western Steel Industry

As a result of industrywide restructuring efforts during the 1980s, most
primary (i.e., raw steel) producers in the Western U.S. region elected
to withdraw from the market, as did many fabricators; most facilities
continued operating, however, under new ownership.

Modernization

Under new owners, facilities have undergone significant renovation
designed to improve the various companies' competitive positions. In
addition to investing in new plant and equipment during 1983-88, new
owners have negotiated favorable raw material contracts and labor
agreements, leading to reduced costs. Capital expenditures increased
from 2.7 percent of sales ($34.5 million) in 1983 to 7.5 percent of
sales ($237.4 million) in 1988, with the greatest percentage in 1988
being invested in flat-rolled products.

Highlighting the investment activities is a joint venture undertaken by
Korean and U.S. interests to construct a new finishing facility in
California, the cost of which will exceed $350 million. Discussions
with producers indicate that further investment can be anticipated,
though more likely on a lesser scale, in the near future.

Investment in the Western region industry has been favorably influenced
by the sharp appreciation of the yen against the dollar in the past
several years. The appreciation has strengthened the relative cost
competitiveness of U.S. producers versus Japan, the largest foreign
supplier of steel products to the region, thereby raising potential
returns on capital invested in the industry.

The modernization which has occurred has resulted in a reconfiguration
of the industry. Two of the three integrated facilities that produced
steel from iron ore no longer do so. At one facility (CF&I), the scale
of operations has been reduced and steel is being produced in electric
furnaces using scrap metal. In addition to a reduced need for raw
steel, the closure of integrated capacity reflected declining resources
of coal and iron ore deposits in the region. At the other facility
(CSI), steel is being rolled from purchased semifinished steel slabs,
the majority of which are currently being imported from Brazil, which
has one of the few mills in the world that specializes in producing
semifinished steel for the commercial market.

Capacity
Reflecting the restructuring which occurred in the Western industry

during the 1980's, raw steel capacity declined by 36 percent during
1983-88., Finishing capacity, however, increased markedly in flat-rolled

X
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products, reflecting the reactivation of Kaiser's rolling mills and
increased efficiency at other facilities.

Financial Position

o Strong domestic demand during the past two years, combined with the
effects of restructuring and the effects of the appreciation of the yen
on the competitive position of Western producers, resulted in a return
to profitability of the Western steel industry. Following losses during
1983-86, producers' ratio of net income to sales equaled 4.0 and 7.5
percent, respectively, in 1987 and 1988. By comparison, in 1987 and
1988, return on sales for the entire U.S. steel industry averaged 3.8
and 10.1 percent (January-September), respectively; whereas the return
on sales for all U.S. manufacturers averaged 7.3 and 8.5 percent,
respectively.

Consumption of Steel Mill Products in the Western Region

o The overall increase in industrial production which occurred in the
United States during 1983-88 was accompanied by increased steel demand.
The Western U.S. market shared in this growth; apparent consumption of
steel products increased by 29 percent during 1983-88, which compares to
a 24-percent increase in the total U.S. market.

Patterns of Supply to the Western Region

0 An analysis of supply patterns in the Western U.S. steel market
indicates that the region depended increasingly on outside sources to
meet its total steel needs during 1983-88; dependence on imports and
Eastern U.S. suppliers rose from 63 percent in 1983 to 78 percent in
1988. Steel fabricators accounted for a relatively large portion of the
steel purchased from non-Western sources (i.e., Eastern U.S. suppliers
and imports). Netting their purchases out shows that net dependence on
these outside sources to supply end users' needs declined from 54
percent in 1983 to 48 percent in 1988.

o The overall role of imports in the Western market rose from 50 percent
of apparent consumption in 1983 to 57 percent in 1985, before declining
to 45 percent in 1988. Net dependence on imports to supply end users
(i.e., total imports less steel imported by fabricators for further
processing), however, declined from 42 percent in 1983 to 32 percent in
1988.

Factors Limiting the Use of Domestically Produced Steel Manufactured
Qutside the Western Region

Factors that limit the ability of non-Western U.S. producers to supply
the Western market include transportation costs, production costs, product
availability, capacity, and lead times. During the 1980s, non-Western U.S. .
producers improved their cost position relative to foreign competitors, and
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also improved their competitive position in transportation costs compared
with both Western U.S. producers and foreign suppliers, as follows:

Production Costs

o By successfully reducing production costs in recent years through the
closure of obsolete facilities, renegotiation of long-term raw materials
and labor contracts, investment in more efficient plant and equipment,
and increased efficiency in the use of labor, non-Western U.S. producers
lowered their production costs relative to those of foreign producers.
Further assisted by the effect on relative costs of the depreciation of
the dollar vis-a-vis the yen, production costs for non-Western producers
are currently considered by steel analysts to be 12 percent lower than
for Japanese producers, their principal foreign competitors in the
Western U.S. market. U.S. production costs still, however, exceed those
of most other countries by 2-18 percent.

Transportation Costs

o Although it is generally less expensive to transport merchandise by
water, U.S. regulations (i.e., the Jones Act) currently render such a
mode noncompetitive for shipments of steel from non-Western mills to the
west coast; instead, rail is commonly used for such shipments.

o The deregulation of rail rates in the early 1980s significantly improved
the ability of non-Western U.S. producers-to compete with imports and
Western producers in the Western market. The deregulated rates are
approximately one-half the prior rates, and are roughly equivalent to
the cost of shipping steel from major foreign suppliers to the west
coast.

Lead Times

o The average time required to ship steel from non-Western mills to the
West (10-14 days) is more than double the time required for regional
shipments within the West (4.5 days), which marginally affects the
competitive position of non-Western mills. When compared with foreign
producers, however, non-Western producers enjoy a substantial advantage,
as imported steel must be ordered 90 to 120 days in advance, whereas
domestic producers require an average of only 30 days from time of order
to arrival of shipment. Moreover, waterborne trade tends to be less
reliable than rail in terms of meeting schedules.

Product Availability and Capacity

o Non-Western U.S. producers are constrained in their ability to supply
the Western market by their capacity and their ability to produce the
products required in the West. Although this has not generally posed
problems, during 1985-88 the U.S. Department of Commerce granted twelve
short supply requests involving the Western market. One Western company.



xii

(UPI) has indicated that U.S. producers are currently unable to supply
the quality of steel sheet needed to run its new rolling mill as
efficiently as is planned. In response, one company testified at the
Commission hearing that certain U.S. companies would likely be able to-
supply UPI's sheet requirements following modernization of their
facilities. Another Western producer (Davis Walker) has similarly
argued that certain of its wire rod requirements cannot be fully met
domestically, a claim which domestic rod producers have contested.

Factors Affecting the Importation Cost of Steel
Produced in Foreign Mills

o Factors affecting the cost of importing steel into the Western United
States include foreign inland costs, loading costs, shipping and
insurance costs, wharfage fees, applicable customs duties, and U.S.
inland freight costs. Much of the steel imported from Japan and Korea
involves little or no foreign inland freight charges since production
facilities are located on deep water ports. The cost of insurance and
freight from the two countries to the West Coast averages $36 to $40 per
ton, while wharfage and other port charges add $10 to $12 per ton to the
cost. Customs duties assessed during January-November 1988 averaged $19
per ton (or 4.4 percent ad valorem). U.S. inland freight charges vary
according to the final destination; trucking charges from a west coast
port to a local destination would add a minimum of $5 per ton. The
total overseas delivery cost of $70 to $74 per ton for imports compares
with an average delivery cost of $78 per ton for products shipped from
the Chicago area.

Steel Imports from Non-VRA Countries

o Under the steel VRAs, steel that was produced in a VRA country and
further processed in a non-VRA country was not counted against the VRA
country's quota as long as the product had been substantially
transformed in the non-VRA country. 1/ An examination of trade during
1983-88 suggests that there were a number of imports of substantially
transformed products into the Western region. Imports of wire products
from Canada, much of which appears to have been produced from imported
wire rod, increased their share of total Western U.S. wire imports from
14 to 35 percent during 1983-88.

o Increases in imports from Singapore and Thailand of fabricated
structural steel products and pipe and tube products, apparently

1/ The Omnibus Trade and Competitiveness Act of 1988 (Public Law 100-418,
Section 1322) includes a provision that affects the manner in which
"transformed imports" are treated by specifying that any steel product
covered by VRAs, manufactured in a non-VRA country from steel that was
melted and poured in a VRA country may be treated as a product of the
arrangement country. This provision may be applied at the President's

discretion, and has not been applied to date. <ii
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produced from imported stock, also increased during the period, but to a
lesser degree. Imports of galvanized sheet from New Zealand, produced
from steel manufactured in Japan, also occurred; the increase in
tonnage, however, was small relative to total imports.

Effects of the VRAs on Producers and Consuming Industries
in the Western Region

The results of increased levels of shipments by Western producers in
response to growing demand and their return to profitability created
additional financial resources, and also lowered the level of risk
associated with decisions on modernization and investment. Several
producers indicated that the operation of the VRAs was an important
factor in their ability to acquire financing for projects.

The VRAs have been a factor underlying the decisions by steel purchasers
to alter their purchasing strategies, according to the Commission's
questionnaires and fieldwork. 1In addition to increasing the level of
domestic shipments, a number of steel service centers attribute a return
to market stability in the Western market to the effects of the VRAs,
which apparently served to reduce disruptive surges in imports.

Effects on Supply

From the perspective of steel consumers, one of the effects of the VRAs
has been to create shortages in certain products. The twelve short-
supply requests involving Western U.S. purchasers, covered a broad range
of steel mill products. Tonnage approved accounted for less than 1
percent of apparent consumption during the period. Although supply
problems can be redressed through the filing of a request for increased
imports, this action places a cost on petitioners in terms of the time
and expense associated with the petition as well as the risk associated
with an unknown outcome and potential delays in obtaining products
needed to meet production schedules.

Effects on Prices

The economic effects of the VRA's on Western steel-producing and steel-
consuming industries depend largely on whether or not the VRA quotas are
binding (filled). Binding quotas effectively reduce the volume of
imports below that which would have entered in the absence of such
quotas, causing import prices to rise as U.S. consumers compete for the
restricted supply. Nonbinding quotas (i.e., those that are not filled)
should have relatively little effect, if any, on the quantity of steel
imported or on steel prices.

From their initiation in 1985 through 1986, the quotas were binding.
During this initial period, the price of steel in the U.S. market was
undoubtedly higher than it would have been without the VRA's., In 1987
and, to a much lesser extent, in 1988 export quotas for certain products.
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and countries also appear to have been filled; as a result, import
levels and prices may also have been affected by the restraints in these
years, even though the quotas were not filled on a global (i.e.,
aggregate) basis. ‘

On an aggregate basis, some 94 percent of the total export ceilings
established under the VRAs quotas were filled in 1987; the degree to
which they were filled fell to an estimated 75 percent in 1988. 1In
1987, less than 90 percent of the quotas were filled in three product
categories (bars, wire and wire products, and rails and rail products),
of the nine under investigation. The effect of the VRAs on prices would
therefore appear to have diminished during 1987. By 1988, imports from
countries covered by the agreements fell so significantly short of VRA
ceilings that it appears that the price effect of the VRA's, if any, was
relatively small.

The increase in both import and domestic steel prices which occurred
during 1983-88, took place principally during 1987 and 1988, at a time
when the steel VRAs were becoming less binding (i.e., fewer country and
product quotas were being filled), or nonbinding, which, as noted above,
limits the degree to which the measures could have affected steel
prices. Further, price changes (in dollar terms) were not restricted to
steel or to the United States. Prices of two other major metals, copper
and aluminum, neither of which were subject to trade restraints during
the period, rose by significantly greater margins and home-market prices
of steel in other major producing countries increased at an equal or
greater rate.

The magnitude of the steel price increases is reflected in data
~collected from steel purchasers located in the Western U.S. region,
which indicate that the lowest price quotes for most imported steel-
products rose by 25 to 35 percent from mid-1983 through the end of the
third quarter of 1988; the increase in the lowest price quotes from
domestic producers, however, was significantly lower, ranging from 10 to
25 percent for most products.

Although prices were undoubtedly higher as a result of the VRAs during
the initial years of their existence, information developed by the
Commission suggests that other factors, such as the decline in the value
of the dollar versus major foreign suppliers' currencies, and the rise
in demand for steel worldwide, were of significantly greater importance
in explaining the overall price increases that occurred in the Western
U.S. market during 1983-88.

In a previous study the Commission estimated that the dollar would have
to depreciate by more than 8.9 percent in real terms for the steel
import restraint program to become inoperative. Between 1985 and 1987,
the dollar declined, on average, by 31 percent against the currencies of
VRA countries.

X1v
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The greater importance of the dollar depreciation and rising steel
demand in worldwide price increases indicates that the VRAs did

not have a significant direct effect on wages or on employment levels in
the Western steel industry, nor did they have a direct effect on
product prices or production levels of downstream users of steel in the
Western United States.

Potential Future Effects

Extension of the VRA program beyond September 1989, at the 1989
restraint levels, could eventually result in binding quotas that would
affect the Western region's steel employment levels and consumer prices.
Three different scenarios of potential import growth, developed on the
basis of a 17-year time series (1971-87), yield the following
projections of when the VRAs might become binding.

First scenario; average import growth

o

If steel imports were to continue to grow at 1.1 percent per year (the
average annual rate observed during 1971-87), the VRAs likely would not
become binding until 1997.

Second scenario: fast import growth

(o)

If steel imports were to grow at 3.7 percent per year (the average
annual rate observed between 1980 and 1984), then the VRAs likely would
become binding as soon as 1990. For the second scenario to be
plausible, the dollar would have to significantly appreciate against the
currencies of important U.S. trading partners.

Third scenario: import decline

o

If steel imports were to decline at 0.9 percent per year (the annual
rate observed between 1971 and 1975), then the VRAs likely would never
become binding.

Implications

Implications of continuation of the VRAs depend in part on one's market
prognosis. If the VRAs are nonbinding, there are no direct effects,
although the system would still provide a form of insurance to producers
that imports would not exceed a certain level; such insurance could well
affect investment decisions and the terms under which financing could be
obtained. On the other hand, if the VRAs are binding, they will
continue to transfer income from steel consumers and foreign producers
to domestic suppliers in terms of greater shipments and higher prices.

Examination of the costs and benefits associated with continuation of
the steel VRAs also has to consider what would occur in their absence.
Removal of the VRAs could result in the filing of numerous unfair trade
complaints, the results of which could be either more or less XV
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restrictive than the VRAs, depending on the volume of trade affected by
affirmative findings and the level of additional duties assessed.

In terms of the effect of continuation of the VRAs on trade, to the
extent that the VRAs are binding, further increases in imports from non-
VRA countries can be anticipated, particularly in long products, which
appear to be more susceptible to non-VRA import penetration than do
flat-rolled products.

Xvi



CHAPTER 1. STRUCTURE OF THE WESTERN U.S. STEEL INDUSTRY

The steel industry is composed of integrated producers, which produce
steel using blast furnaces and coke ovens; nonintegrated producers, which
produce steel in electric furnaces using scrap as a feedstock; and
fabricators, which purchase partially advanced steel for further
processing. One integrated producer, nine nonintegrated producers, and
hundreds of fabricators exist in the Western region. The product area of
greatest importance to the Western region's steel industry is that of sheet
and strlp, accounting for approximately 40 percent of shipments in 1988, as
shown in table 1-1.

Integrated Producers

There were three integrated producers located in the Western United
States in 1982: Kaiser, in Fontana, CA; CF&I, in Pueblo, CO; and US Steel,
in Geneva, UT. The combined raw steelmaking capacity of these integrated
Western producers was approximately 8 million tons per year.

In 1987, only the Geneva operation, with raw steelmaking capacity of
2.0 to 2.5 million tons per year, remained integrated, albeit under
different ownership. US Steel had announced the permanent closure of its
Geneva Works in April 1987 after a labor strike halted work in 1986.
Months of negotiations resulted in the plant being sold to Basic
Manufacturing and Technologies in August 1987 and subsequently being
reopened as Geneva Steel.

Kaiser, although prosperous throughout the early and mid 1970s, closed

in 1983 when its $233 million modernization program, costs associated with
environmental regulations, and relatively high wage rates left the company

1-1
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Table 1-1
Steel: Salient statistics for Western U.S. steel producers, by products,
1988

Capacity Return Capital
Product utilization Production Shipment Employment on sales ~ expenditures
Percent --1,000 short tons--- Percent 1,000 dollars”
Semifinished
steel 1/.... 84.2 4,821 143 1,135 (16.0) 15,097
Plates...ve... 50.7 947 871 847 15.6 9,200
Sheets and
strip....... 69.7 2/ 3/ 3,035 3,793 9.8 186,699
Bareeeeeeeses. 98.3 1,859 1,824 1,323 4.4 8,664
Pipes and
tubes...... . 52,1 574 539 1,250 7.9 10,214
Other 4/...... 3/ 3/ 816 2,573 5/ 7.491
Total....... 3/ 3/ 7,228 10,921 © 7.5 237,365

1/ Ingots, blooms, billets, and slabs.

2/ Weighted average of hot-rolleld sheet, cold-rolled sheet and coated sheet.
3/ Not available.

4/ Includes rails, structurals, wire rods and wire products.

5/ Confidential.

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

with debts it could not recoup in the soft steel market of the early 1980s.
In 1984, Kaiser's rolling and finishing facilities were purchased by
California Steel Industries (CSI), a joint venture which currently has two
partners, Kawasaki Steel and Comphania Vale do Rio Doce, a state-owned
Brazilian natural resources company. -

In the early 1980s, CF&I found integrated steelmaking increasingly
uneconomical as its sources of iron ore and coal were depleted. Moreover,
the market for rail and oil country tubular goods experienced declining
demand in the late 1970s and early 1980s. As a result, Crane Co., then the
owner of CF&I, decided to scale back capacity and production by retiring
its coke batteries, blast furnaces, and basic oxygen furnaces and relying
on two existing electric furnaces for raw steelmaking capacity. 1/

The decline of the Western region's integrated mills appears to be
caused by a number of factors. First, investment often occurred at
inopportune times, as noted in the modernization program undertaken by
Kaiser. CF&I, on the other hand, rebuilt its-rail mill to produce longer
rails in the late 1970s only to see the demand for rails decline as rail

1/ For more detailed company profiles, see app. C.
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track in the United States shrank by over 20 percent between 1975 and 1985. 1/
Second, the locations of the Western region's integrated steel mills were
less than optimal as a result of efforts to build Kaiser and the Geneva

Works outside the range of enemy attacks during World War II. Third,
production costs were higher relative to foreign producers, reflecting, in
part, higher wage rates and the high value of the dollar prior to 1985 (see
ch. 6). Other factors underlying the decline of the Western region's
integrated mills include more stringent and costly State pollution

standards along the West Coast.

One consequence of the lost raw steelmaking capacity in the Western
region (now only 2 to 2.5 million tons per year) is increased imports of
semifinished steel, mainly of slabs purchased by CSI, the Japanese-
Brazilian joint venture. From 1983 to 1988, the Western region's imports
of semifinished steel increased about eight fold, from 125,000 tons in 1983
to approximately 1,000,000 tons in 1988. 1In contrast, imports of all other
steel products into the Western region grew by about 4 percent during 1983-
88. The structural changes cited above have been accompanied by a number
of joint ventures involving semifinished and partially advanced steel. 1In
addition to the reconstitution of Kaiser's rolling facilities as CSI, for
example, a joint venture (USS-POSCO Industries (UPI)) was entered into in
Pittsburg, CA, the site of USX's former west coast rolling mills. This
50/50 partnership between USX and Korea's Pohang Iron and Steel began in
April 1986 and has resulted in a modernization program exceeding $350
million designed to increase the quality of UPI's product. Whereas the
Pittsburg plant had been supplied with hot-rolled feedstock (i.e., bands)
from Geneva prior to 1986, UPI currently purchases its hot bands from USX's
Eastern U.S. facilities and has arranged to purchase the bands from Pohang
after October 1989. Another joint venture, currently being studied, is a
partnership between CSI and Oregon Steel Mills, which would supply
domestically produced slabs to CSI. The slabs would reportedly be produced
in a newly constructed electric furnace facility to be located in the
Northwest, where power rates are relatively low.

Nonintegrated Producers

The Western region consists of nine . nonintegrated mills (including
CF&I); eight specialize in long products (merchant bar, rebar, structurals,
rails, and rod). Oregon Steel Mills, the exception, produces plate. All
these products, with the exception of rails, have applications in the
construction industry, the Western region's largest steel consumer.

Significant change has occurred since 1983; in addition to
modernization programs, which have varied considerably among facilities,
seven have seen ownership change, two have seen closures, six have
increased capacity, and five have increased productivity and lowered costs
by reducing employees. In terms of modernization, the degree has ranged

1/ William T. Hogan, S.J., Minimills and Integrated Mills: A Comparison of
Steelmaking in the United States, lst ed. (Lexington, MA, 1987), p. 24. 13
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from that achieved at Oregon Steel Mills, which has implemented new
technology and increased capacity by nearly 70 percent while retiring one
of its two electric furnaces, to Birmingham's two west coast plants, Salmon
Bay Steel and Barbary Coast Steel, which have implemented limited
modernization plans, mostly designed to comply with environmental
standards.

One reason for the relatively good health of the minimills is their
size; as smaller entities, they are more easily restructured. With much
smaller capital investments than the integrated mills, for example, they
are easier to acquire and modernize. Furthermore, without the coke ovens
and blast furnaces of the integrated mills, minimills have fewer costs
associated with pollution abatement. Additionally, minimills' unit labor
costs are lower than integrated facilities', as the process is considerably
less labor intensive, requiring 2 to 3 man-hours per ton (or less),
compared with approximately 6 man-hours per ton in integrated facilities.
Finally, minimills benefit from a natural buffer against foreign
competition because of the types of commodities they traditionally produce.
Bars, especially those of commodity grade, are low-priced products that are
more difficult to trade profitably in foreign markets than other steel
products, as transportation costs constitute a higher proportion of total
cost.

Fabricators

A multitude of steel fabricators exist in the Western region. In
addition to CSI, UPI, and Pinole Point, which process sheet and strip,
there are fabricators of wire and wire products, pipe and tube, and
structural steel located in the West.

Wire and wire products

There are approximately 20 principal fabricators of wire and wire
products located in the Western region, the largest of which is Davis
Walker Corp. 1/ During the 1980s, Western wire fabricators have
experienced a number of structural changes, including ownership changes and
market entry and exit by various producers. According to industry
officials, the financial problems that producers have experienced have been
motivated principally by competition with foreign wire fabricators, which
allegedly have cheaper sources of wire rod; no wire fabricator in the
Western region presently possesses capacity for producing wire rod.
Recently, however, Georgetown Industries, which produces wire rod in
Charlotte, NC, proposed an acquisition of Tree Island Industries, a
producer of wire and wire products headquartered in Vancouver, British
Columbia, with manufacturing facilities in San Francisco and Los Angeles,

1/ Davis Walker Corporation filed for Chapter 11 bankruptcy during mid
March 1989, 1-4
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CA. 1/ Georgetown will supply the Vancouver plant with a small portion of
the 100,000 tons of wire rod that Tree Island processes yearly.
Additionally, Cascade Steel Rolling Mills, a rebar producer located in
McMinnville, OR, has announced the construction of a new melt facility,
with the result more likely being the ability to supply the Western region
with up to 150,000 tons of wire rod per year.

Pipe and tube

There are approximately 10 principal fabricators of pipe and tube
located in the Western region. Western pipe and tube fabricators have in
the past decade experienced substantial restructuring, including a number
of ownership changes and closures. Geneva, CSI, UPI, CF&I, Napa, Bernard
Epps and Co., California Steel and Tube, and Kaiser Steel and Tube have all
experienced changes in ownership, while Alpha Tubing and Torrance Tubing
have been closed. According to industry officials, factors underlying such
change included the difficulties experienced by the domestic oil industry
in recent years and more intense foreign competition in both the pipe and
tube market,and in the market for downstream applications of these
products, such as furniture, strollers, bicycles, and fence posts.

Fabricated structural steel

About 15 principal structural steel fabricators, and hundreds of
smaller structural steel fabricators, are located in the Western region.
Structural steel fabricators usually process the steel used in steel
building frames, bridges, transmission towers, stationary offshore oil
platforms, and other related items; three of these fabricators also erect
such structures. In the 1980s, this market has remained relatively
unchanged, with only a few market entries and exits. Closures are most
often attributed to inefficiency or overly aggressive price bidding.
According to industry officials, foreign competition has been a minor
factor affecting this sector, especially since the devaluation of the
dollar. ‘

1/ This acquisition was completed in late February 1989. s



1-6



CHAPTER 2. CONDITIONS IN THE WESTERN STEEL INDUSTRY

As a result of modernization, a higher volume of shipments, and
higher price levels, conditions in the Western steel industry improved
during 1983-88. As discussed below, important indicators, such as capacity
utilization, shipments, employment, and profitability registered :
significant increases, as did capital expenditures.

Capacity and Capacity Utilization

Largely the result of the loss of integrated production facilities,
the capacity of Western steel producers to produce primary steel (i.e., raw
steel) declined by 36 percent during 1983-88 (table 2-1). Additional
declines occurred, though to a lesser extent, in bar and pipe and tube
capacity. In contrast, capacity increases occurred in coated sheets and
strip, plate, wire, and wire products.

The changes which ocurred in flat-rolled capacity during 1983-85
(i.e., plates and sheets and strips) largely reflect the effects of the
reopening of Kaiser Steel's facilities. The changes in capacity recorded
in flat-rolled products in 1987 largely reflect the effects of the work
stoppage at USX in that year, and the subsequent sale and revaluation of
the company's Utah facilities' capacity by their new owners in 1988.

2-1
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Table 2-1
Steel: Western U.S. producers' capacity and capacity utilization, by products,
1983-88

Percentage
. change 1983
Product 1983 1984 1985 1986 1987 1988 to 1988 1/
Capacity (1,000 short tons)
Semifinished
steel 2/..... 3/ 8,928 6,143 5,943 5,903 3,751 5,728 (35.8)
Plate...ceeeo.. 3/ 568 595 1,173 1,521 1,352 1,867 228.7
Coated sheet... 1,189 1,094 1,276 1,172 1,276 1,296 9.0
Bars..eeeceeses 2,015 2,015 1,865 1,801 1,903 1,891 (6.2)
Wire.oeeeeeeens 555 605 608 617 634 642 15.8
Wire products.. 329 366 371 387 414 443 34.6
Pipe and tube.. 1,327 1,027 1,027 1,010 905 1,102 (17.0)
Other 4/....... 4,819 5/ 3,962 4,162 2,674 4,446 (7.7)
Capacity utilization (percent)
Semifinished
steel 2/..... 3/ 50.6 73.3 76.0 60.3 81.7 84,2 6/
Plate and hot-
rolled ‘
sheet........ 3/ 80.0 62.6 54,2 36.0 46.0 50.7 6/
Coated sheet... 69.6 73.4 70.9 85.6 84.1 94,1 6/
Bars...eeeeeeee 60.5 62.3 67.9 65.4 66.7 98.3 6/
75T of - 71.5 72.6 69.7 64.5 63.9 59.4 6/
Wire products.. 64.7 59.2 51.9 50.5 48.0 42.9 6/
Pipe and tube.. 30.6 39.7 26.4 23.9 38.2 52.1 6/
Other 4/....... 33.4 5/ 45,7 32.4 55.8 49.9 6/

1/ Calculated from unrounded data.

2/ Includes ingots, blooms, billets, and slabs.

3/ Not including Kaiser Steel, which ceased operations during 1983.

4/ Includes capacity for the production of hot-rolled sheet, which accounts for
65-80 percent of the annual totals during 1983-88, cold-rolled sheet, rails,
structurals, and wire rods.

5/ Confidential.

6/ Percentage change not calculated.

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

Shipments

Reflecting an improvement in market conditions, the effect of trade
restraints on the market, and the reactivation and restructuring of major
mills, total shipments by Western steel producers increased by 64 percent.
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during 1983-88 (table 2-2). 1/ Excluding figures for semifinished steel,
the market for which is relatively small, the greatest increase, both in
absolute and relative terms, occurred in sheets and strip, where shipments
grew by 137 percent, from 1.3 million tons in 1983 to 3.0 million tons in.
1988. The sharp increases in sheet and plate shipments in 1988 reflect in
large part the entry of Geneva Steel into the market; under its previous
owner (USX) much of the plant's production was captively consumed in a cold
rolling facility located in Pittsburgh, CA.

The composition of Western producers' shipments is similar to that of
the whole U.S. industry, the most pronounced differences being in flat
products, which in 1987 constituted 62 percent of total U.S. shipments
compared with 53 percent of Western region shipments, and wire products,

1/ Product areas include long products (bars, structurals, wire rods, and
railway products), semifinished steel (ingots, blooms, billets, and slabs),
pipes and tubes, flat products (plates, sheets, and strip), and wire and
wire products. Product data have been aggregated so as not to disclose

confidential business information. ’3
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Table 2-2
Steel: Western U.S. producers' total shipments, by product, 1983-88

Percentage

change 1983
Product 1983 1984 1985 1986 1987 1988 to 1988
Quantity (1,000 short tons)

Semifinished

steel 1/..... 2/ 2/ 23 43 71 143 3/
Plate 4/....... 565 522 544 507 569 871 54,2
Sheets and ;

strip 4/..... 1,280 1,014 1,521 2,011 2,329 3,035 137.1
Bars..eeeeeeees 1,327 1,375 1,538 1,479 1,624 1,824 37.5
Pipe and

tube 4/...... 531 584 263 237 331 539 1.5
Other 5/....... 694 822 806 787 816 816 17.6

Total...... 4,397 4,317 4,695 5,064 5,740 7.228 64,4
Value (1,000 dollars)

Semifinished ~ )

steel 1/..... 6/ 6/ 6 11 19 510 - 3/
Plate 4/....... 229 222 207 184 221 403 76.0
Sheet and

strip 4/..... 1/ 682 1/ 534 710 886 1,082 1,424 108.8
Bars........ ve. 1/ 372 7/ 374 7/ 431 414 455 510 37.1
Pipe and

tube 4/...... 71/ 329 7/ 408 169 145 227 379 15.2
Other 5/....... 317 276 __ 433 406 417 389 22.7

Total...... 1,929 1,814 1,956 2,046 2,421 3,615 87.4

1/ Ingots, blooms, billets, and slabs.

2/ Less than 1,000 short tons.

3/ Not calculated.

4/ Data for the years 1983 and 1984 are those reported in the U.S. Department of

Commerce, Bureau of Census, Current Industrial Report: Steel Mill Products,
1984, December 1985.

5/ Including rails, structurals, wire rods, and wire products.
6/ Less than 1,000 dollars.
1/ Estimated by the staff of the U.S. International Trade Commission.

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

2-4
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which in 1987 constituted 1 percent of total .U.S. shipments and 9 percent
of Western region shipments as shown in the following tabulation (in
percent):

Product United States 1/ Western United States 2/

Flat products......eveen. .. 62 53

Long productsS.....veeeevnns 29 30

Pipe and tube........... v 5 . 7

Semifinished steel........ . 3 1

Wire and wire products..... __1 - _9
Total.ieeienennsonnnnns 100 100

1/ Compiled from American Iron and Steel Institute's 1987 Annual
Statistical Report.

2/ Compiled from responses to questionnaires received by the U.S.
International Trade Commission.

Differences in these areas reflect the greater relative importance of the
automotive industry, a large consumer of sheet and strip, more frequently
supplied by producers in the Eastern United States, and greater demand in
the Western region for wire products to supply the construction industry.

In terms of the geographic distribution of Western producers'
shipments, as shown in the tabulation below, close to 90 percent of the
total was shipped to customers within the region during 1983-87. Foreign
markets and Eastern U.S. markets, however, grew in their relative
importance during 1988, as they combined to account for 20 percent of
producer shipments, reflecting in large part the improvement in Western
producers' costs relative to foreign and other domestic producers.

2-5
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Percent of Western U.S.. producer shipments shipped to:

Year Western U.S. markets Eastern U.S. markets Foreign markets
1983 91.9 7.7 0.4
1984 90.8 8.8 0.3
1985 89.2 10.6 - 0.2
1986 91.0 7.3 1.6
1987 89.4 9.5 1.1
1988 79.6 , 15.2 5.2

Source: Compiled from data submitted 'in response to questionnaires of the
USITC.

Exports

A closer examination of exports from the Western United States (which
would reflect the exports of distributors as wells as producers) shows that
exports have been increasing since 1985, growing by approximately
15 percent in 1986 and 1987; partial year data reveals a greater increase
in store for 1988 (table 2-3). Through November 1988, exports were almost
200 percent greater than exports through November of 1987.

Discussions with producers in the Western region indicate that the
primary force driving this increase is the change in exchange rates, which
made them more competitive in certain markets, especially those surrounding
the Pacific Rim. 1/ Other factors include efforts to maintain high
operating rates and diversify markets. Western producers report sales to
several countries, including Japan, China, and Australia. The strongest
products for the export market are in the sheet and strip group, especially
hot-rolled sheet and tinplate. In 1988, these product categories accounted
for 51 percent and 28 percent, respectively, of western region exports.

Producers indicated that export sales were not as profitable as
domestic sales, primarily because of the packaging and shipping costs which
are incurred by the mill. Data supplied to the Commission indicate that
many of the products exported have unusually high unit values, as much as
two to three times higher than the unit values of imports to the Western
region, indicating that the mix of products being exported are higher grade
products.

1/ Information collected during fieldwork by Commission staff. 2.6
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Table 2-3 :
Steel: Western U.S. region exports, 1983-87, January-November 1987, and
January-November 1988

January-November—--
Product 1983 1984 1985 1986 1987 1987 1988

Quantity (1.000 short tons)

Semifinished...... 16 7 10 9 7 7 9
Plates....... ceven 9 7 6 6 9 8 18
Sheets and strip.. 35 29 23 55 60 53 224
Wire rods..ceveene 1 2 1 1 2 1 2
Rails and rail- )

way products.... 1 1 1 4 1/ 1/ 5
Structural )

shapes.....evve. 13 30 15 9 14 13 24
Bars..eeeeveeesees 10 8 10 7 13 12 23
Wire and wire

productsS....ev.. 7 5 5 7 6 6 9
Pipes & tubes..... 29 19 26 15 18 17 23

Total 2/...... 119 108 96 113 131 117 336

1/ Less than 500 tons.
2/ Columns may not add to totals shown because of rounding.

Source: Based on official statistics of the U.S. Department of Commerce.

Producers' Inventories

During 1983-88, inventories reported by producers responding to the
Commission's questionnaire increased by 70 percent (table 2-4). The
increase is overstated, however, since it does not reflect those held by
companies which subsequently sold their operations to other parties;
information on their inventories is unavailable. The product categories
affected include semifinished steel (1983-85), plates (1983-84), sheets and
strip (1983-84), bars (1983-85) and pipes and tubes (1983-85). An analysis
of inventories held by producers on whom complete data are available for
the 1983-88 period indicate a relatively stable level in all years except
1986, the year in which USX was affected by a work stoppage. Inventories
of yearend 1986 were 15 percent below the levels in most other years.
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Table 2-4
Steel: Inventories of Western U.S. steel producers, 1/ by products, as of
December 31, 1983-88

Product 1983 1984 1985 1986 1987 1988

(In Short tons)

Semifinished steel.... 63,176 125,550 334,070 191,860 145,861 299,315
Plates....eveveeee.... 28,761 30,007 56,068 45,187 51,844 54,879
Sheets and strip...... 260,175 237,236 307,789 270,768 324,968 300,482
2T b of - S 8,780 11,945 39,130 43,724 42,300 48,506
Wire rods.....eveueenn 67,567 90,779 76,445 61,403 52,446 43,009
Pipes and tubes....... 25,881 28,229 34,557 33,450 35,387 48,898
Other 2/...vvevennnnnn 57,544 68,376 61,702 63,767 75,653 75,470

Total...ovvvennn.n 511,884 592,122 909,761 710,159 728,459 870,559

1/ Inventories during 1983-85 are understated due to the lack of
information on companies which ceased operations during the period.
2/ Including structurals, rails, and wire products.

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

.Employment in the Western States

Total employment reported by questionnaires respondents increased by
7.5 percent during 1983-88, from 10,163 workers in 1983 to 10,921 workers
in 1988 (table 2-5). As in the case of inventories, data in the earlier
years examined are understated due to the lack of information from
companies which changed ownership during the period. For those comapnies
on which a full set of data are available, employment fluctuated and was
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Steel: Total and production related employment in the Western U.S. region, by

product 1/, 1983-88

Percentage
Product 1983 1984 1985 1986 1987 1988 Change 2/
Total employment

Semifinished :

steel 1/........ 2,543 2,445 2,279 2,129 1,018 1,135 (55.4)
PlateS.ieeeeeceens 594 693 815 752 829 847 42,6
Sheets and strip.. 2,307 2,543 2,378 2,013 3,500 3,793 64.4
Bars.ceeeeeeeeseos 1,590 1,533 1,548 1,404 1,304 1,323 (16.8)
Pipe and tube..... 733 887 761 601 959 1,250 70.5
Other 2/...0vvvee._2,396 2,420 2.536 2,587 2.589 2,573 1.4

Total.veeeseoe...10,163 10,521 10,317 9,486 10,199 10,921 7.5

Production related employment

Semifinished

steel 1/....... . 2,128 2,081 1,893 1,784 731 786 (63.1)
Plates.iveveeerenes 401 512 620 578 621 648 61.6
Sheets and strip.. 1,886 2,096 1,989 1,773 2,975 3,127 65.8
Bars...ieeeeeeens . 1,304 1,263 1,261 1,144 1,060 1,077 (17.4)
Pipe and tube..... 644 791 657 593 903 1,151 78.7
Other 2/.¢vevvee.._1,758 1,822 1,900 1,962 1,913 1,892 7.6

Total..ooeeenne . 8,121 8,565 8,320 7,834 8,203 8,681 6.9

1/ Ingots, blooms, billets, and slabs.
2/ Including structurals, rails, wire rod, and wire products.

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

virtually the same in 1988 as in 1983,
the U.S. steel industry declined by 32.7 percent during 1983-87. 1/

Financial Experience

By comparison, total employment in

Growth in the volume of steel shipped by the Western producers,
combined with higher price levels, helped return the Western industry to
profitability during 1984-88.
(averaging 2.5 percent of sales during 1983-86), the industry earned 4.0
and 7.5 percent, respectively, on sales in 1987 and 1988 (table 2-6). In
contrast, the U.S. steel industry earned 3.8 and 10.1 percent on sales in

1/ American Iron and Steel Institute.

After 4 consecutive years of losses

2-9
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1987 and 1988 (January-September) 1/ and all U.S. manufacturers experienced

a return on sales of 7.0 and 8.5 percent during the two years (1988 data

include the first three quarters). 2/ Recovery was not uniform among
product areas, however, as semifinished steel and, to a lesser extent, long
products and wire producers continued to experience financial problems.

Table 2-6

Steel: Net sales of Western U.S. producers, 1983-1988

Product

1984

1983 1985 1986 1987 1988
Net sales (1.000 short tons)
Semifinished
steel 1/........ 0 0 6,496 7,648 17,347 38,068
Flat products 2/.. 597,989 785,702 909,501 1,068,897 1,300,046 1,838,561
Long products 3/.. 232,705 298,863 371,570 361,485 433,386 570,403
Wire and wire '
products........ 300,882 340,966 339,650 340,423 352,027 358,530
Pipes and tubes... 136,743 226,456 191,747 176,926 254,415 -374,777
Total.eeeeeons 1,268,319 1,651,987 1,818,964 1,955,379 2,357,221 3,180,339
Return on sales (percent)
Semifinished _
steel 1/......... 0 0 (13.72) (28.45) (17.99) (16.03)
Flat products 2/... (9.76) 5.62 (1.12) 1.35 7.33 11.08
Long products 3/... (9.09) 3.62 (0.18) (5.11) (4.19) 2.15
Wire and wire
products......... (0.67) 0.69 (2.73) 0.81 1.45 (0.47)
Pipes and tubes.. (9.00) (30.85) (1.32) (2.51) 6.43 7.90
All products....... (7.40) (0.76) (1.29) (0.40) 4,05 7.48

1/ Ingots, blooms and billets.
2/ Plates, sheet, and strip.
3/ Bars, structurals, wire rods, and railway products.

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

International Trade Commission.

1/ U.S. International Trade Commission, Annual Survey Concerning
Competitive Conditions in the Steel Industry and Industry Efforts to Adjust

and Modernize, inv. no. 332-209, 1988.

2/ U.S. manufacturers' return on sales for 1987 and 1988 estimated by USITC
staff from data published in the U.S. Department of Commerce, Bureau of

Census, Quarterly Financial Report, 3rd quarter, December 1988.
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Investment
Capital Expenditures
Western producers' capital investments during>1983-88 are shown in |
the following tabulation of data received in response to Commission

questionnaires (in thousands of dollars):

Capital expenditures

Total

Flat-rolled Long All other capital
Year products products 1/ products 2/ expenditures
1983....000 2,027 14,812 17,643 34,482
1984,....... 10,533 33,189 5,088 48,810
1985........ 15,520 27,556 7,904 50,980
1986........ 43,957 36,621 15,360 95,938
1987....uen. 242,430 86,907 28,873 358,210
1988........ 195,899 16,155 25,311 237,365

1/ Includes bars, wire rods, wire and wire products, light structurals,
and rails.
2/ Includes semifinished steel and pipes and tubes.

As above, data.for the initial years studied are incomplete; their
inclusion, however, would in all likelihood not substantially alter the
sharp increase which occurred in the latter year of the period. The
increases which occurred primarily reflect the significant expenditures
initiated by the producers of flat-rolled products in 1987, and continuing
in 1988, on modernization efforts including the relining of blast furnaces
and the installation of a continuous pickling line, a cold reduction mill,
and a continuous annealing line.

Role of foreign investment

Small-scale foreign investment in the Western region has been evident
since the 1950s. Foreign capital was first directed at importing and
distributing steel, but soon spread into steel fabrication. For instance,
Western Tube and Conduit, located in Long Beach, CA, was established in
1968 by Sumitomo Metals (Japan); and Tree Island Steel, a wire product
fabricator, located in Monrovia, CA, was established in 1972 by Tree Island
Industries (Canada). Throughout the 1970s, foreign steel producers located
in the Western United States were predominantly wire or pipe and tube
fabricators from Japan and Canada, the exception being Canadian-owned
Hawaiian Western Steel, which was established in 1959 with annual raw
steelmaking capacity of 60,000 tons.

In the 1980s, changes in the nature of foreign investment in the
Western region are evident; more foreign countries are involved in larger

and more diverse operations. In 1983, Tokyo Steel (Japan) and Mitsui
- 2-11
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Trading (Japan) purchased 50 percent of TAMCO, a small minimill owned by
Ameron, a domestically owned wire drawer in Etiwanda, CA. Raw steelmaking
capacity increased from 175,000 tons per year to approximately 300,000 tons
per year, with one intended use of the additional capacity being to produce
billet for export to Tokyo. Although this subsequently did not prove
feasible, Tokyo and Mitsui retained their interest in TAMCO, which
presently produces rebar for the Western steel market.

In 1984 and 1986, foreign investment in sheet and strip processors
contributed to the formation of CSI and UPI, respectively. As noted in the
previous section on the structure of the Western steel industry, these
investments salvaged previously unviable operations, creating about 600
jobs at CSI, and funding UPI's costly modernization program which
established about 1,200 jobs. UPI officials assert that the modernization
program currently underway in Pittsburg, CA, will allow them to enter high
value markets (those in which surface and shape specifications are
critical) from which they would otherwise be excluded. Company officials-
indicate that the higher quality product markets have been ceded to foreign
producers, primarily the Japanese, over time, and that the modernization
will position the company to regain markets which have been and were being
lost.
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CHAPTER 3. THE WESTERN U.S. STEEL MARKET

Reflecting the combined effects of inventory building by purchasers
and increased industrial activity, apparent steel consumption in the
Western region increased during 1983-88, rising by 29 percent from 8.1
million tons in 1983 to 10.4 million tons in 1988. Purchasers' :
inventories, reflecting strong demand in 1987-88, increased by 72 percent
during the period.

Consuming Markets

The relative importance of consuming markets differs between the
Western region and the United States as a whole. The Commission determined
in the late 1970s that the construction/contractor and container industries
were the primary consumers of steel in the Western region, whereas the
automotive and machinery industries were of greater relative importance to
the United States as a whole. 1/ These findings remained the same through
1987, although the disparity in the machinery industry's relative
importance to the West and to the United States as a whole narrowed as

shown in the following tabulation:
Market percentages in

Consuming Marketl/ U.s.2/ Western U.S.2/ U.S.3/ Western U.S.4/
1979 1988
Construction 5/......... 29 53 24 . 56
Automotive.......c00n.. 24 4 25 2
Machinery 6/...ccccvuenne 16 6 10 5
Containers......... ceenn 8 15 10 17 .
Agriculture........ ceens 4 1 1 1
Appliances........ eeeen 3 1 4 1
Rail transportation 7/.. 3 4 2 5
0il and gas........ ceeee 2 1 3 2
Other.......vv.. cetesaas 11 15 21 11
Total.veeeweennns ..... 100 100 100 100

1/ The data on consuming markets reflect only the destination of domestic
producers’' shipments not sent to steel service centers and processors;
determining the actual structure of the market would require information on
imports and service sector shipments that are not available.

2/ U.S. International Trade Commission, Conditions of Competition in the

"Western U.S. Steel Market Between Certain Domestic and Foreign Steel
Products, Investigation No. 332-88, 1979.

3/ Compiled from American Iron and Steel Institute's 1987 Annual
Statistical Report.

4/ Compiled from responses to questionnaires received by the U.S.
International Trade Commission.

5/ Includes construction and contractor industries.

6/ Includes electrical and nonelectrical machinery.

7/ Figures for 1979 do not include CF&I.

1/ U.S. International Trade Commission, Conditions of Competition in the

Western U.S. Steel Market Between Certain Domestic and Foreign Steel

Products, Investigation No. 332-88, 1979. 3.1
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The role of service centers, which usually process and distribute
steel, in the Western region and in the United States as a whole appear to
be similar; in 1987, approximately 30 percent of Western shipments were to
steel service centers, whereas 26 percent of all U.S. shipments were to
steel service centers. 1/

Apparent Consumption
Reflecting economic recovery from the conditions of the early 1980s,

apparent consumption of steel in the Western region increased by 29 percent
from 8.1 million tons in 1983 to 10.4 million tons in 1988.

Apparent consumption

Year (1,000 short tons)
1983..cceenen ceeee 8,096
1984, . ccieeeennnnn 9,244
1985, et ececenens 9,714
1986 cceceencnes ee 9,723
1987 ceieeennnnnans 10,337

1988, .viiiinnnnns 10,435

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

The increase was similar to that experienced in the U.S. market as a whole,
where apparent consumption increased by 24 percent during the same period.

As shown below, sheet and strip products accounted for the greatest
share of products consumed (37.5 percent), followed by bars (16 percent)
and tubular products (14 percent).

(In percent)

Product 1983 1988
Semifinished steel...... 1.5 3.3
PlateS.veeeceeans ceseess 10.1 10.3
Sheets and strips....... 37.9 37.5
Bar..eeeeeeesse ceceseess 14,3 16.3
Wire and wire products.. 8.7 6.5
Pipe and tube........... 15.9 13.6
Other...vveeeeeeneees ee. _11.6 12,5

100.0 100.0

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

1/ Data on total U.S. shipments presented in American Iron and Steel
Institute's 1987 Annual Statistical Report. 3-2
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Inventories

Inventories of steel purchasers located in the Western region
appeared to respond to a variety of market and nonmarket factors as they
increased by over 70 percent between 1983 and 1988 (table 3-1).
purchasers' and foreign suppliers' concerns about Bethlehem Steel's
petition under section 201 (of the Trade Act of 1974), filed in January
1984, appears to have spurred a 50-percent increase in inventories in 1984,
Inventories decreased in 1985 and remained depressed throughout 1986,
reportedly because steel consumers delayed purchases believing that USX's
return to the market (after a 6-month labor strike beginning in August

1986) would decrease prices.

Domestic

In 1986-88, as steel demand grew, inventories

increased by approximately 40 percent as steel service centers and end
users purchased steel to distribute and consume.

Table 3-1

Steel: Inventories of Western U.S. purchasers, by product, 1983-88

Product 1983 1984 1985 1986 1987 1988 Change
Quantity (short tons) (percent)
BAarS.veveeeeeennnn . 8,288 15,109 13,869 12,162 15,186 15,607 88.3
Structurals........ 20,696 50,268 38,772 32,222 33,685 38,203 84.6
Wire rods...vvevun. 782 767 848 772 765 770 (1.5)
Pipes and tubes.... 28,016 37,361 32,950 29,896 38,321 37,465 33.7
Plates..eveeerennns 32,621 52,044 46,038 44,952 61,405 57,110 75.1
Sheets and strip... 59,254 68,672 47,263 60,241 112,336 108,472 83.1
Wire products......__1,263 1,678 1,118 1,796 2,352 2,410 90.8
Total.veveernnns 150,920 225,899 180,858 182,041 264,050 260,036 72.3

Source: Compiled from data submitted in response to questionnaires of the U.S.
International Trade Commission.
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CHAPTER 4. PATTERNS OF SUPPLY TO THE WESTERN REGION

An analysis of supply patterns in the Western U.S. steel market
indicates that the region depended increasingly on outside sources to meet
its total steel needs during 1983-88; dependence on imports and Eastern
U.S. suppliers rose from 63 percent in 1983 to 78 percent in 1988. Steel
fabricators accounted for a relatively large portion of the steel purchased
from non-Western sources (i.e., Eastern U.S. supplier and imports); netting
their purchases out shows that net dependence on these outside sources to
supply end user's needs declined from 54 percent in 1983 to 48 percent in
1988.

Overall Dependence

As shown in table 4-1, Western production of steel products
manufactured entirely in the western region (i.e., from ferrous scrap or
iron ore) was relatively stable during 1983-88, 1/ ranging from an
estimated 3.5 to 3.7 million short tons per year.

1/ Excepting 1986 and 1987, years in which a work stoppage occurred at ope
of the largest mills. -
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Table 4-1

Western Steel: Western U.S. production, Eastern U.S. shipments, imports, exports,
and apparent consumption, 1983-88

Eastern ship- Western Apparent

Western ments to shipments to Western

produc- Western U.S. Ex- Eastern U.S. U.S.
Year tion 1/ markets Imports ports markets consumption 4/

Quantity (1,000 short tons)

1983....3,506 1,075 4,222 120 221 8,462
1984,...3,490 1,391 - 5,219 108 306 9,686
1985....3,499 1,443 5,862 96 444 10,264
1986....2,760 1,893 4,851 113 339 9,052
1987....2,375 3,138 4,845 131 498 9,729
1988....3,736 3,536 4,755 2/ 374 3/ 1,020 10,633

1/ Estimated assuming that 1 ton of raw steel production translates into
.775 tons of finished product production (i.e., assumes a yield of 75 to 80
percent).

2/ Imports for 1988 are estimated by USITC staff from data provided by U.S.
Department of Commerce for the months January-November, 1988.

3/ Exports for 1988 are estimated by USITC staff from data provided by U.S.
Department of Commerce for the months January-November, 1988.

4/ Western production, plus Eastern shipments, plus imports, less exports,
less Western shipments to Eastern markets.

Source: Compiled from data submitted in response to questionnaires of the
U.S. International Trade Commission, except as noted, and official statistics
of the U.S. Department of Commerce, except as noted.

The Western region became increasingly dependent on outside sources,
however, reflecting the efforts of Western producers to broaden their
markets through increased exports and a greater level of shipments from the
West to Eastern U.S. markets. As shown in the tabulation below, Eastern
U.S. producers accounted for most of the increase in dependence, as
reliance on imports fluctuated during 1983-88, rising from 50 percent in
1983 to 57 percent in 1985 before declining to 45 percent in 1988.

Dependence on Dependence on Total
ear Eastern United States imports dependence
1983 12.7 49.9 62.6
1984 14.4 53.9 68.3
1985 14,1 57.1 71.2
1986 20.9 53.6 74.5
1987 32.3 " 49.8 82.1
1988 33.3 44,7 78.0 4-2
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Net Dependence

An examination of shipments to end markets indicates that Western
producers' role in the market increased markedly during 1983-88
(table 4-2).

Table 4-2

Western Steel: Net Western U.S. shipments, net Eastern U.S. shipments,

net imports, receipts from unknown sources, exports and apparent consumption
in consuming markets, 1983-88

Western shipments Apparent

Net Western Net-Eastern Net to Eastern U.S. consump-
Year Shipments 1/ shipments 2/ imports 3/ Exports  markets tion 4/
Quantity (1,000 short tons)
1983...4,051 . 1,006 3,360 120 201 8,096
1984...4,203 1,203 4,252 108 306 9,244
1985...4,682 1,257 4,315 96 444 9,714
1986...4,988 1,430 3,757 113 339 9,723
1987...5,680 1,622 3,664 131 498 10,337
1988...6,844 1,649 3,336 5/ 374 5/ 1,020 10,435

1/ Total Western shipments less purchases by Western producers.

2/ Total Eastern shipments to the West, less purchases by Western producers.
3/ Total imports less imports purchased by Western prodtucers and less
receipts from unknown sources (which range from 2,000 to 7,000 tons).

4/ Shipments plus imports, less receipts from unknown sources, less exports.
5/ Estimated by USITC staff from data provided by U.S. Department of Commerce
for the months January-November, 1988.

Source: Compiled from data submitted in response to questionnaires of the
U.S. International Trade Commission, and official statistics of the U.S.
Department of Commerce, except as noted.
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The 70 percent increase of shipments from 4.1 to 6.8 million tons resulted
in a decline in dependence on outside sources from 54 to 48 percent. As
shown in the tabulation below, this resulted in significant declines in the
role of imports. :

Dependence on Dependence on Total
Year Eastern United States imports dependence
1983 12.4 41.5 53.9
1984 13.0 46.0 59.0
1985 12.9 44,4 57.3
1986 14.7 38.6 53.3
1987 15.7 35.4 51.1
1988 15.8 32.0 47.8

Supply Patterns

. Following is an examination of the changes which occurred in supply
patterns on a more detailed, product by product basis. The analysis is
based on total shipments (i.e, it does not net out shipments to Western
producers for further processing).

Western Regional Shipments
Regional shipments by Western producers captured an expanded share of
total Western supply during 1983-88, rising from 39 percent in 1983-85 to
45 percent in 1988 (table 4-3). This general upward trend between 1985 and
1987 was reflected in all product groups except wire and wire products.

The flat-rolled product area (sheets, strip, and plate) had the
largest increase, reflecting the structural changes that have occurred in
that sector over the period. Closed production facilities have been



Table 4-3

Steel products: Supply shares to the Western region, 1983-88

4-5

Product category 1983 1984 1985 1986 1987 1988 1/
Import share:
Semifinished......... 90 88 96 93 75 67
Plate.vviseeenaneeases 50 46 31 28 24 20
Sheet and strip...... 60 58 50 37 29 24
All flat
products 2/........ 58 56 47 36 29 23
Wire rod..evivvunnne, 81 77 76 60 69 71
Rails and rail
products......cv... 19 17 25 20 14 10
Structurals....... eee 71 77 74 64 57 55
BaArSeeesnessseeasvass 12 14 12 - 12 10 10
Subtotal-long .
products 3/...... 34 38 36 31 28 27
Wire and wire
products......cev... 31 36 34 34 33 31
Pipe and tube........ 64 60 68 62 57 48
All steel products... 48 49 49 41 35 31
Western producers
share:
Semifinished......... 0 0 3 4 9 10
Flat products 2/..... 33 34 44 48 44 50
Long products 3...... 49 45 47 49 50 52
Wire and wire '
products.....c.ve00. 59 57 59 58 56 57
Pipe and tube........ 23 25 16 21 26 35
All steel products..... 39 38 39 43 42 45
Eastern producers
share:
Semifinished......... 10 12 2 3 19 24
Flat products 2/..... 9 10 10 16 27 27
Long products 3/..... 17 17 16 20 22 21
Wire and wire
products.......0... 10 8 8 8 11 13
Pipe and tube....... . 14 15 16 17 17 17
All steel products... 12 13 12 16 23 23

1/ Shares are based on estimated 1988 import data, annualized from 7 months

of actual data.

2/ Flat products include plate, sheets, and strip.
3/ Long products include wire rods, rails and rail products, structurals,

and bars.

Source: Based on official statistics of the U.S. Department of Commerce

and responses to questionnaires of the U.S. International Trade Commission.
See appendix D, table D-1 for additional information.
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brought back on line, rolling facilities that were once tied to specific
steelmaking facilities are now operating without a captive source of slabs
or hot-rolled coils, and new ownership groups have emerged to control
various facilities. The restructuring of this sector has apparently
enhanced the individual companies' abilities to compete in their nearby
markets,

The increasing importance of Western producers in supplying their
regional market contrasts with the trend noted in the Commission's 1979
report on the Western steel market. 1/ Data collected for that
investigation indicated a falling share, from 56 percent to 47 percent, for
the Western suppliers between 1975 and 1978. Apparently this trend
continued during the years between the two study periods (1979-82),
lowering the Western suppliers' share to the 39 percent level noted above
for 1983-85.

Eastern Shipments to the Western Region

The share of the Western region steel supply accounted for by Eastern
producers almost doubled during 1983-88, rising from 12 percent to 23
percent, again contrasting with trends noted in the Commission's previous
report. Between 1975 and 1978, the importance of Eastern producers in the
Western region decreased from 13 percent to 10 percent. The recent
increase is also reflected in most of the individual product groups. Much
of the increase can be attributed to the shift in the source of supply for
hot rolled bands for the cold rolling facility currently owned by USS/Posco
Inc. (UPI) in Pittsburg, CA. Formerly supplied by a western hot strip
mill, the cold mill is currently supplied from eastern facilities. During
the period 1983-88, the importance of the Western region to the Eastern
producers has also increased. In 1983, Western shipments accounted for 2.2
percent of net Eastern shipments. This share has risen steadily throughout
the period, rising to 5.7 percent in 1988.

Some Western consumers have argued that Eastern producers treat the
Western region as a secondary market, entering when capacity utilization
levels are sagging and abandoning Western customers when capacity
utilization levels are high. Such a situation would raise the level of
uncertainty for Western steel consumers and make them more dependent on
other sources, including imports. Eastern producers of lower and higher
value products alike have challenged this view of how the Western region
fits into their marketing strategies. 2/ Producers of certain specialty
products like wire rope cite the existence of warehousing and consigned
stock arrangements and the establishment of producer-operated warehouses in

1/ Conditions of Competition in the Western U.S. Steel Market Between

Certain Domestic and Foreign Steel Products, USITC Publication 1004,
September 1979.

2/ See public briefs of The Committee of Domestic Steel Wire Rope and
Specialty Cable Manufacturers, the Specialty Steel Industry of the United
States, Weirton Steel Corp., the Committee on Pipe and Tube Imports, and
Eastern Wire Rod Producers.
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the Western region as examples of their commitment to supplying Western
consumers. For example, since 1983, warehousing space owned by Eastern
wire rope manufacturers in the Western region has increased by roughly 20
percent. 1/ Most specialty steel manufacturers also maintain warehouses or
sales offices in the Western region, supporting their stated commitment to
supply customers in Western States. 2/

In an effort to determine the level of variability in the supply
behavior of the three supply sources, the standard deviations of the mean
for supply levels in the 1983-88 period are calculated in table 4-4.

Table 4-4
Mean and standard deviation of supply shares from Eastern, Western, and import
sources, by product groups, 1983-88

Mean Standard deviation

Product group Eastern Western. Imports Eastern Western Imports
Semifinished....ceeeees. 11 4 85 7.8 3.4 10.3
Flat products...... ceess 16 42 41 7.9 6.3 13.2
Long products......ee... 19 49 32 2.2 2.2 4.1
Wire and wire products.. 10 ° 57 33 1.8 1.0 1.7
- Pipe and tube........... 16 24 - 60 1.2 5.7 6.3
AVerage...veeeeeessn 17 41 43 4.8 2.5 6.3

Examination of these standard deviations reveals that during 1983-88, the
supply share of the Eastern producers exhibits the smallest deviations of
the three supplier groups for long products and pipes and tubes. This
suggests that Eastern producers compared with Western producers and imports
were relatively consistent suppliers of these steel products to the Western
region over the entire period. For the wire and wire products group, the
absolute level of the deviation, 1.8, is relatively small in comparison
with other product groups, once again indicating relatively stable supply.

The largest deviations for Eastern suppliers are for flat rolled and
semifinished products: this reflects the wide variation in supply share
over the period and tends to suggest that Eastern producers have not been
consistent suppliers of these goods to the Western market. The variation
in flat products can be largely attributed to the change in supply patterns
at UPI, which were noted earlier. The fluctuation in semifinished supply
seems to be a function of the market for semifinished products; 3/ during

1/ Prehearing brief of the Committee of Domestic Steel Wire Rope and
Specialty Cable Manufacturers.
2/ Prehearing brief of the Specialty Steel Industry of the United States.
3/ Since semifinished products are a low value—added item, as well as being
an intermediary product for most producers, there is less of an incentive
(continued...)
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periods of high national demand for finished steel products and strikes at
Eastern production facilities, Eastern producers of semifinished products
have failed to meet contracts for delivery to customers in both the Eastern
region and the Western region. 1/ Whereas such a disruption in raw
material supply has grave effects on the individual consumer, the impact on
the Western regional industry as a whole tends to be greater than on the
non-Western industry because of the higher relative proportion of capacity
requiring purchased semifinished inputs.

Western Import Supply

Import growth over the period was moderate compared with the increase
in domestic supply from Eastern and Western producers. Whereas imports
increased by an estimated 12 percent between 1983 and 1988, Eastern
shipments to the West increased by 229 percent and Western regional
shipments increased by 101 percent. As a result, the share of supply
accounted for by imports dropped 17 percentage points, from 48 percent in
1983 to 31 percent in 1988. The decrease was experienced in all product
categories with the exception of wire and wire products, which was
essentially unchanged. In several product groups, such as rails,
structurals, wire and wire products, and pipe and tube, import share peaked
in 1984 or 1985 before declining steadily through 1988.

3/(...continued)

for producers, regardless of their location, to supply semifinished product
when markets for downstream products are strong.

1/ Based on examination of the public record of requests for short supply
waivers,
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CHAPTER 5. IMPORTS

During the past decade, steel imports have been the subject of
numerous unfair trade complaints filed by U.S. producers, as well as the
focus of a number of measures by the U.S. Government that have specified
conditions under which steel could be imported into the U.S. market. Such
measures have included: quotas and/or increased tariffs on imports of
certain stainless and alloy tool steel (1976-80 and 1983-89); an import
price monitoring system (i.e., the "trigger price mechanism"), which was
used to detect possible instances of dumping (1978-81); and voluntary
restraint arrangements (VRAs) on steel imported from selected countries. 1/
Appendix E contains a more detailed discussion of these measures.

The current VRA program limits imports from 29 countries. Most VRAs
were negotiated in 1985 and were retroactive to October 1, 1984, For most
steel products, imports from countries not subject to the VRAs have had
greater access to the U.S. market during the program. 2/

Import Trends Under the Steel VRAs
Import trends for both the Western region and the Nation as a whole
have generally been the same under the VRA program, although year-to-year
levels have differed, as shown in figure 5-1.

1/ The voluntary restraints currently in force began with an agreement
negotiated with the EC in 1982. Subsequent agreements were negotiated
beginning in late 1984.

2/ Products from certain countries have, however, been subject to unfair
trade complaints.
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Figure 5-1
Imports of steel products subject to VRA limits
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Source: Compiled from official statistics of the U.S. Department of Commerce.

5-2



5-3

Although imports have been falling since the peak periods of 1984-85,
1988 levels for the Western region are 13 percent higher than those in
1983, whereas imports to the U.S. market as a whole rose 28 percent.

Import Sources

It is likely that the VRA program has contributed to broadening the
composition of import sources for the Western region, paralleling the
experience of the country as a whole. The import concentration (share of
imports from the five largest suppliers) in both regions fell during 1983-
87, reflecting to a large extent the increase in imports from non-VRA
countries. According to data supplied by the U.S. Department of Commerce,
imports from the five largest sources have decreased to a greater extent in
the Western region than in the national market as shown in the following
tabulation (share in percent):

Region 1983 1984 1985 1986 1987 1988 1/
Western....... 78 78 76 70 68 68
National...... 65 62 62 60 60 58

1/ Estimated from data for January-November 1988.

On an individual product line basis, Western imports are even more
concentrated, with eight countries (the top five sources for each product
line) accounting for over 77 percent of the tonnage in all product
categories except wire rods and plates (see table D-4). Imports from Japan
have consistently accounted for the largest share of these imports (31 to
47 percent), averaging between 2 and 2.5 million tons annually through
1985, though Japan's share of all Western region imports has declined
markedly since 1983, falling from 44 percent to 31 percent in 1988.

Imports from certain countries, which are not signatories of the VRAs, such
as Indonesia, New Zealand, Singapore, Thailand, and Malaysia, have shown
strong growth during 1983-87 in certain product lines, rising from
supplying no steel to the Western region in 1983 to being among the top
five supplier nations for a particular product by 1987. The non-VRA
countries that have shown growth, their respective product group(s), and
the share of total imports from these countries entering the Western region
in 1987 are shown in the following tabulation:
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Share entering
Western region

Country Product (Percent)
Indonesia...... Wire rods 48

Bars 26
New Zealand.... Semifinished 100
Singapore...... Pipe and tube 81
Thailand....... Pipe and tube 66
Malaysia....... Wire rods 77

Geographic Shifts

The VRAs do not seem to have initiated any shift in the share of total
U.S. imports that enters through Western customs districts (table 5-1).
Western region imports, as a share of steel imports into the entire country
have averaged around 20 percent during 1983-87, with a high of 24 percent
in 1983, 1985, and 1987 and a low of 20 percent in 1984, The percentages
vary somewhat on a product line basis, although the variability has
narrowed over time. However, there have been downward shifts in the
Western share

Table 5-1.--Steel: Western share of total U.S. imports in terms of
quantity, 1983-87, January-November 1987 and January-November 1988

(In percent)

January-November--

Product 1983 1984 1985 1986 1987 1987 1988
Semifinished...... 15 7 35 36 34 34 32
PlateS.ieeeeeeecess 18 19 16 15 14 13 12
Sheet and strip... 25 21 21 20 21 21 20
Wire rods.....c.... 28 22 24 21 21 20 18
Rails and rail-

way products.... 39 25 33 28 21 22 13
Structural

shapes..eeeveees 27 29 31 25 24 24 - 25
BarS.ieesceecnonsns 21 16 16 17 16 16 16
Wire and wire .

products........ 21 20 20 20 21 21 21
Pipes and tubes... 25 15 24 24 27 26 22

Average....... 24 20 24 23 24 23 21

Source: Based on official statistics of the U.S. Department of Commerce and
questionnaires of the U.S. International Trade Commission.

of total steel imports, averaging roughly 5 percentage points, in six out of
nine product categories. These declines reinforce other data, which
emphasize the '
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semifinished steel, have served to offset the decreases in other product
areas. The continuing strength of semifinished imports in the Western
region can be attributed largely to the operations of CSI, the largest slab
buyer in the United States. CSI acquires much of its slab from offshore
sources.

Role of Non—VRA Countries

Since the implementation of the VRAs in 1984, there has been a
pronounced increase in the share of imports accounted for by countries that
are not bound by those agreements. During 1983-87, the share of Western
region imports accounted for by non-VRA nations increased from 6 percent to
20 percent; partial-year data for 1988 show this trend continuing (table 5-2
and table D-3). Imports from non-VRA countries to the total U.S. market
have also been rising from 18 to 19 percent in 1983 and 1984 to about 30
percent in 1987. The difference between the Western and national market
shares is largely attributable to the major role that Canada, a non-VRA
country, plays in the midwestern U.S. steel markets.

An examination of individual product groups during this period shows
that the increases in non-VRA imports in the two regions are similar in most
groups. The exceptions are semifinished products, wire rods, wire and wire
products, and rails and railway products. For three of these product groups
(semifinished, wire rod, and wire and wire products), the percentage
increase in non-VRA import share has been significantly greater in the
Western region.

Imports of Steel Produced in VRA Countries and Transformed
in Non-VRA Countries

When examining imports of steel from non-VRA countries, a central issue
is the impact of steel exported from VRA countries to non-VRA countries for
fabrication and re-export to the U.S. market. This practice obscures the
product's country of origin and therefore makes it unclear whether the
shipment should be counted against the quota of the VRA country. Throughout

5-5
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Table 5-2
Share of imports accounted for by non-VRA countries, 1983-87, January-
November 1987 and January-November 1988

Percentage
Jan,-Nov, point change,
Product 1983 1984 1985 1986 1987 1987 1988 1983-88
- Percent
Western United
States: :
Semifinished...... 1 7 7 10 10 10 10 9
Plates..vveeeeeees 3 10 8 9 15 27 26 23
Sheets and strip.. 2 4 4 4 8 8 10 8
Wire rods.eeeeees. 11 5 22 38 45 48 59 48
Rails and rail-
way products.... O 0 0 1 14 8 0 0
Structural
shapes..eeveeees 2 2 3 11 8 8 7 5
BarsS.ieeeeeeeeees.. 10 8 10 34 37 37 40 30
Wire and wire .
products........ 17 16 25 47 47 48 51 34
Pipe and tube..... 13 4 8 19 22 25 28 15
All products...... 6 5 7 14 20 18 20 14
Non-Western United
States: : _
Semifinished...... 60 35 17 25 23 22 21 -39
PlatesS..ceeeeeeeens 22 19 18 25 43 42 41 19
Sheets and strip.. 10 14 14 14 20 20 19 9
Wire rods......... 38 33 39 42 63 50 50 12
Rails and rail-
way products.... 10 18 15 31 44 42 55 45
Structural
shapes..c.vveeans 16 16 19 26 24 24 22 6
BarS.ceceeesesasss 30 26 31 53 55 54 56 26
Wire and wire _
products........ 29 26 31 36 40 40 42 13
Pipe and tube..... 15 11 17 27 41 41 35 20
All products...... 19 18 19 25 31 31 30 11

Source: Based on official statistics of the U.S. Department of Commerce, and
questionnaires of the U.S. International Trade Commission.

the VRA program, the origin of such imports has been determined by rulings of
the U.S. Customs Service; if the product had undergone a substantial
transformation and become a new and different article of commerce, the non-
VRA country was designated the country of origin. If the transformation was
deemed to be not substantial, the import was considered to be from the VRA
country.

The U.S. Customs Service has issued rulings on the origin of steel
products in virtually all Western customs districts, covering products 5%&@



5-7

as structurals, galvanized coil, wire and wire products, pipe and tube, and
plate, and operations such as coating, annealing, threading and tapping,
fabrication and drawing. These rulings generally concern the level of
transformation and whether it is sufficient to redefine a non-VRA country as
the country of origin. 1/

The Omnibus Trade and Competitiveness Act of 1988 (Public Law 100-418)
includes a provision which affects the manner in which "transformed" imports
are treated. Section 1322 provides that any steel product covered by VRAs,
that is manufactured in a non-VRA country from steel that was melted and
poured in a VRA country, "may be treated for purposes of the quantitative
restriction ... as if it were a product of the arrangement country." This
clause could significantly reduce the ability of VRA countries to redirect
exports to non-VRA countries for fabrication and reexport to the U.S. market.
The provision is not mandatory, but rather is to be used at the discretion of
the President, who has delegated the power to the United States Trade
Representative (USTR). Although the USTR has to the present time refrained
from directing the Customs Service to utilize section 1322 when classifying
imports, industry executives have indicated that they expect the provision to
play a significant role in any negotiations to extend the program beyond
September 30, 1989. 2/ '

The transformation of VRA steel in non-VRA countries and subsequent
export to the United States has become widespread, encompassing a variety of
products and countries. Discussions with Customs officials, steel producers,
and domestic fabricators indicate that firms in certain countries have been
very active in the transformation and reexport of VRA steel to the United
States. Whereas some of these companies have a history of such activity,
which predates the implementation of the VRA program, others have appeared
only recently. In Western region Customs districts, imports from a number of
countries have been reviewed because of questions about the origin of a steel
product and its level of transformation within the non-VRA country. A small
sampling of cases originating in the Western region include: galvanized
coils from New Zealand, wire and wire products from Canada, pipe and tube
from Taiwan and Thailand, and fabricated structural steel from Singapore and
Taiwan. ’

In some cases, companies from VRA countries are involved in third-
country transformation ventures and presumably supply them with raw material.
Examples include partial ownership of a structural fabrication company in
Thailand by Nippon Steel, 3/ the partial ownership of the Thai Steel Pipe
Industry by the Japanese firms of Sumitomo Metal Industries and Nomura

1/ Disputes over Customs determinations regarding the degree of
transformation are settled by the Court of International Trade. Through a
series of cases, the court has delineated several tests in order to
distinguish when a product has been substantially transformed.

2/ Interviews with industry officials.

3/ Interviews with domestic fabricators.

5-7
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Trading Co., and the partial ownership of Steel Tubes of Singapore by Japan's
Kobe Steel and Tokyo Boeki. 1/

The transformation of VRA steel in non-VRA countries has had a variety
of effects on the consumers and producers of steel products in the Western
region, some of which are summarized below..

Wire and Wire Products

Davis-Walker Corp., the largest producer of wire and wire products in
the Western region, alleges that it has lost market share and incurred
financial difficulties because of competition from Canadian wire imports.
Western region imports of wire and wire products from Canada have more than
doubled since 1983, as shown in the following tabulation, according to the
U.S. Department of Commerce:

1983 1984 1985 1986 1987 1988(e) 1/
Quantity (1,000
short tons).veve.n. 31 40 50 76 69 83
Share of Western ’
imports (percent).. 14 14 20 31 27 35

1/ Based on January-November data.

Davis Walker argues that Tree Island Steel Inc., a Canadian-based competitor,
has a significant competitive advantage since imported wire rod has cost $30
to $50 per ton less in Canada than in the United States during the VRA
period. 2/ Davis Walker attributes the higher costs of this raw material in
the U.S. market to the restrictions placed on imported supply by the VRA
program. Tree Island responds that it has not taken advantage of the
structure of the VRA restrictions and supplies Western States from facilities
in both Canada and the United States. The Canadian firm emphasizes other
factors that it contends offset its advantage stemming from lower cost wire
rod. Although agreeing that procurement of wire rod in the Western United
States is more difficult than in Canada because of U.S. import restraints
(Tree Island has two plants in California), Tree Island attributes its
success in selling to the Western States to its relatively modern equipment,
high productivity levels, and favorable plant locations in California and
Canada. Tree Island maintains that these are the factors that give it a
competitive advantage over Davis Walker, not the availability of imported
wire rod. However, in a 1985 prospectus for the sale of common stock, Tree
Island notes that "... the United States government's (SIC) Voluntary
Restraint Agreements with a number of offshore countries have reduced the
supply of wire products from offshore manufacturers into the (Western) market
area" and combined with closures of Western U.S. and Canadian wire mills "has
created a significant market for Tree Island."” The prospectus also notes

1/ Prehearing brief of the Committee on Pipe and Tube Imports, pp. 10-11.

2/ Prehearing brief of Davis Walker Corp., p. 6. ' >-8
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that, in 1984, 100 percent of its wire rod came from offshore sources in
South America, Western Europe, and Japan.

Fabricated Structural Steel Products

Fabricated structural steel is another product category where
transformation of steel from VRA countries is being performed in non-VRA
countries for sale in the U.S. market. Discussions with domestic
fabricators and erectors indicate that several countries have been
involved, especially Singapore, Taiwan, and, recently, Thailand. West
coast fabricators talk of "waves" of imports from these countries, with a
new country appearing in the market as others are closed out of the market
by customs rulings. 1/ These fabricators report that early in the VRA
program, significant quantities of Korean structural steel were being
routed through Singapore and Taiwan for construction jobs on the west
coast. The fabricators report that customs rulings denying that the
transformation from structural shapes to fabricated structurals was
substantial affected this practice and imports from these countries
decreased. The following tabulation of U.S. Department of Commerce data
depicts Western region imports of fabricated structural steel from
Singapore and Taiwan, as well as their respective share of Western regional
imports during 1983-88. 2/

1983 1984 1985 1986 1987 1988(e) 1/
Western imports
from—-
Singapore (short
tons).ieveeees O 0 22 2,874 2,236 159
Taiwan (short :
TONS) seevesees 63 440 2,289 16,653 5,344 1,488
Share from (in
percent)-- -
Singapore....... 0 0 0 3 3 0
Taiwan.......... O 0 2 20 6 2

1/ Based on January-November 1988 data.

1/ When a substantial transformation ruling is made for a specific product
from a certain country, the ruling, in principle, applies to similar
products and transformations from other countries. However, Customs
generally accepts country-of-origin declarations unless there is some prior
reason to believe evasion is occurring. Therefore, as each new country
embarks on the practice, its actions often must be brought to the attention
of the Customs Service before imports are checked and existing rulings, or
new rulings, can be applied.

2/ These imports include TSUS items 609.84, 609.86, 609.88, 609.90, 652.94,
652.96, and 653.00.

5-9
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Industry sources indicate that Thailand appears to be an emerging
intermediate point for structurals from Japan, citing the participation of
Nippon Steel in a Thai fabricating facility. This facility has won a 3,000
ton job on the west coast (Seattle) and the first imports of fabricated
structural steel from Thailand, for the period under investigation, occurred
in late 1988. Domestic fabricators contend that application of the "melted
and poured" provision of the Omnibus Trade and Competitiveness Act of 1988
would stop such transshipments, although case history indicates that a
substantial transformation ruling might also determine the steel to be of
non-Thai origin. They also note that major Korean firms are currently
bidding for steel framing jobs that require far more fabricated structural
steel than allocated to Korea under their VRA quota. This implies one of
three scenarios: the Korean firms expect to win only a fraction of what they
are bidding; they expect to be able to export a substantially more
fabricated structural steel to the U.S. market in coming years; or that they
intend to fabricate material in other (non-VRA) countries in order to
complete these jobs.

Although some Western fabricators have gone out of business, citing
competition from third country transformation ventures as a factor, other
firms have utilized subcontracted offshore fabrication as a business
strategy to maintain a competitive position in bidding projects. 1/ In such
a case, a firm splits the fabrication for an individual job, doing some in
_its U.S. based fabrication shop and the rest is subcontracted offshore. One
firm interviewed indicated that an abrupt end to the VRAs could result in

investment by Western fabricators in joint ventures located in developing
Asian countries.

Pipe and Tube Products

The pipe and tube industry has identified several non-VRA countries,
including Thailand and Singapore, which are purchasing flat-rolled steel
stock from VRA countries and manufacturing pipes and tubes for sale in the
U.S. market. The following tabulation of U.S. Department of Commerce data
shows a steady rise in the levels and shares of pipe and tube imports to the
Western region from Thailand and Singapore:

1/ Interviews with industry officials. 5-10



1983 1984 1985 1986 1987 . 1988(e) 1/
Imports from—-
Singapore (1,000
short tons)...... 0 1 13 22 30 38
Thailand. (1,000 '
short tons)..... . 0 0 12 21 62 - 66
Share from (in
percent)--
Singapore.......... 0 0 1 3 4 5
Thailand.......cc... 0 0 1 3 8 8

1/ Based on January-November 1988 data.

The industry notes that imports of hot-rolled coil, the raw material
for most pipe and tube production, from VRA countries into Thailand
increased 69 percent between 1984 and 1987, and at the same time Thai
exports of pipe to the U.S. market as a whole rose from none in 1984 to
almost 61,519 tons in 1987. The industry has filed several cases alleging
injury because of imports from Thailand and Singapore, with mixed results.
For some products it has been determined that the industry has been injured,
and for other products a finding of no injury has been the result. 1/

Sheet Products

Galvanized sheet from New Zealand, made from a cold-rolled substrate
produced in Japan, is another Customs case involving the question of
substantial transformation that originated in a Western region port.
Galvanized sheet represents the largest market for sheet products in the
Western region and three regional producers rely on the market for some or
all of their revenues, :

In this case, Customs ruled that the annealing/hot dip galvanizing
process did not constitute substantial transformation and that imports had
to be counted against the Japanese quota levels. However, the Court of
International Trade disagreed and ruled in favor of New Zealand Steel Inc.,
finding that the transformation was substantial and that the product was of

1/ Affirmative injury rulings in dumping cases have been returned for welded
carbon steel pipe and tube from Thailand (Feb. 21, 1986), and welded carbon
steel light-walled rectangular pipe and tube from Singapore (Nov. 3, 1986).
An affirmative countervailing-duty ruling was also returned by the Commerce
Department on welded circular carbon steel pipe and tube from Thailand

(Aug. 14, 1985). In two other antidumping cases against Singapore, it was
determined that heavy-walled rectangular carbon steel pipe and tube was not
being dumped, and welded carbon steel standard pipe and tube was determined

to be dumped, but not to be injuring the domestic industry.
5-11
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New Zealand origin. 1/ Although there is a significant history,.predating
the VRA program, of imports of galvanized sheet from New Zealand, import
levels to the Western region increased 56 percent between 1983 and 1987.

The following tabulation, derived from U.S. Department of Commerce data,
shows the annual level and share of galvanized coil imports into the Western
_region from New Zealand during 1983-88: 2/

Item 1983 1984 1985 1986 1987 1988
Imports (short

tONS) evevevsvsoses 5,475 5,694 8,720 5,679 8,534 3,604
Share (in percent).. 1 1 2 2 2 1

Overall, the effect of non-VRA imports advanced from VRA steel mill
products has been to contribute to an increase in imports from non-VRA
countries. In the product areas noted, imports of transformed steel
products from non-VRA countries have increased to represent a significant
percentage (up to 35 percent) of total Western imports in certain years.
However, it should be noted that in some cases (e.g., wire and wire
products, fabricated structural steel) peripheral circumstances such as
material substitution or inadequate technological ability have reduced the
prosperity of the affected industries or companies. For other products
(e.g., galvanized coil and other pipe and tube products), the indication of
a substantial impact on Western producers is less clear cut.

Product Composition

During the period the VRAs have been in effect, there has been
relatively little change in the product group shares of total steel imports,
either on a national or Western regional basis (table 5-3). The largest
shifts occurred in two product areas, semifinished steel and sheets and
strip. The increase in semifinished import shares represents the continuing -
emergence of a commercial market for those products, and the decrease in
import shares of sheets and strip in the Western region can be attributed
largely to the resumption of production at the former Kaiser Steel
facilities in Fontana, CA, by California Steel Industries. The only
significant divergence between Western and national markets is in the pipe
and tube category, where national share has fallen and Western share has
remained steady. :

1/ See Ferrostaal Metals Corp. v. United States, 664 F. Supp 535 (Cit 1987).

2/ Based on official statistics of the U.S. Department of Commerce. Imports
include TSUS items 608.1310, 608.1315, 608.1320, 608.1321, 608.1325,

608.1330, 608.1331, and 608.1335. i
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Table 5-3
Steel: Product group shares of total imports, for the Nation and for the
Western district, 1983 and 1987 '

(In percent) 1/

: United States : Western district
Product group 1983 1987 1983 1987
Semifinished..... et 5 11 3 19
PlateS.cviesseeosenennsnns 8 7 6 4
Sheets and strip......... 41 38 44 34
Wire rods..veeeececens e 7 7 8 6
Rails and railway i
productsS..cececeoescoes . 1 1 - 2 1
Structural shapes........ 10 10 11 11
BArS.ieieeesonossannnnnns 6 6 5 5
Wire and wire products... 6 6 5 6
Pipes and tubes.......... 16 ’ 13 17 15

1/ Because of rounding, columns may not add to 100.

Source: Based on official statistics of the U.S. Department of Commerce and
questionnaires of the U.S. International Trade Commission.
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CHAPTER 6. FACTORS INFLUENCING PURCHASE DECISIONS AND SUPPLY PATTERNS
IN THE WESTERN REGION

Sourcing patterns depend on a number of criteria, including price,
product availability/delivery reliability, product quality, and lead times.
In general, all other factors being equal, the more proximate a customer is
to a supplier, the greater the reliance on that particular source. As
distance between customer and supplier increases, delivered prices and
delivery times also increase. Delivered price increases are primarily a
function of transportation cost, and delivery time increases are a function
of both the rail and truck time required to deliver the product.

Relative Prices and Consumption in the Western States

In the current investigation, parties have testified that geography
dictates that the Western States be treated as a separate, regional
market. 1/ Other parties have claimed that the United States comprises one
integrated steel market. 2/ Such assertions, though they seem
contradictory, can be reconciled. Delivered prices to different geographic
locations reflect transportation and other delivery cost differences.
Domestic steel produced in the East is delivered overland, primarily by
rail, to Western consumers. Imported steel arrives by ship and inland
transportation links (usually rail). Moreover, imported steel is subject
to other costs such as handling costs at the dock and customs fees.
Finally, owing to longer lead times, imported steel typically needs greater
warehousing services than domestic steel in order to assure the same timely
availability. :

Transportation and other delivery costs .generally depend directly on
the distance between the producer and the purchaser. Thus, excluding these
costs, the prices of Eastern-produced U.S. steel between different Eastern
and Western purchasers may well be equal, revealing the essential
geographic integration of the Western and Eastern steel markets for
domestic steel that is produced in the Eastern United States. Including
transportation and delivery costs, however, prices may vary widely. (A
similar explanation of market integration applies as well to the markets
for imported steel and Western-produced U.S. steel in the United States.)
Transportation costs, which generally depend on bulk and weight, are
proportionately more important in determing the delivered price of steel
than of other manufactured products that are characterized by a higher
ratio of value to weight to bulk. The differences in delivered prices for
steel from the same factory may thus give a false appearance of separate
markets. '

Since the market shares of domestic and imported steel depend on the
relation between delivered prices of each, these shares will vary by
location. The import market share is greater in the West than in the East
largely because Western steel users are more proximate to East Asian
producers and less proximate to Midwestern and Eastern producers. Thus,

1/ Transcript, pp. 188, 190, 193.

2/ Transcript, pp. 17-18, 56. 61
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steel users in the West respond to the relatively higher price of domestic
steel in the West by consuming a larger proportion of imported steel
relative to steel supplies from Eastern producers. 1/

As discussed below, however, developments with regard to
transportation costs over the past several years have tended to improve the
competitive position of non-Western U.S. suppliers vis—-a-vis imports in the
Western U.S. market. Transportation costs are not, however, the sole
criteria affecting sourcing patterns, as relative production costs, lead
times, and product availability and capacity are also of importance in this
regard.,

Transportation

Transportation costs amount to a significant proportion of the
delivered cost of steel, possibly as much as 10 percent. Therefore,
changes in transportation costs affect the sales and marketing of steel,
and particularly affect steel products for which transport costs are a
higher percentage of total cost. Even though many shippers were able to
expand their markets following the decline in domestic rail transportation
costs after rail deregulation (1980), industry sources state that non-
Western U.S. producers are typically at a competitive disadvantage when
selling to Western purchasers because of relatively high freight costs
involved in shipping long distances. In previous years, lower ocean
freight rates gave imported steel an advantage over Eastern U.S. steel
production in the Western market. Though domestic freight rates remain
slightly higher than ocean freight-rates, ocean shipping costs include
ancillary port and transshipment charges. The total costs of shipping
imported steel are now comparable with the costs of shipping domestic steel
to the Western United States.

Transportation Modes

Transportation costs in the steel industry affect both raw materials
and finished products. The three primary transport modes used in
transporting steel are rail, truck, and waterborne. Most domestic
shipments of steel are transported via rail and truck, whereas ocean
shipping is used for import and export shipments.

Rail transport

Rail shippers of steel products with whom the staff held discussions
indicate that prior to deregulation in 1980, 2/ they were subject to

1/ The relation of distance to relative price and to relative market share
is illustrated in app. F.

2/ The railroad industry was deregulated by the passage of the Staggers Act
(1980). 6-2
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rapidly increasing freight rates and poor service. During the 1970s, rail
transport costs were relatively high, particularly for longhaul shipment,
with minimum costs of $100 per ton for shipping steel from Eastern steel
mills 1/ to the Western United States. Current published rates 2/ for
steel average $60 dollars per ton, and are significantly lower in the case
of large contracts with specific suppliers. Some shippers are reportedly
able to obtain rates in the $40 range. Currently, rate increases in non-
contract traffic are on a par with inflation, and contract traffic has
achieved rate stability. 3/ In addition, steel shippers indicate that they
are being provided with much better rail service, though railroad car
availability is occasionally a problem.

Truck transport

Although deregulation in the trucking industry has resulted in lower
rates to users, this mode is used primarily for shipping steel short
distances within geographic regions because rail is far more price
competitive for longer hauls; shipment by truck is a feasible alternative
for distances up to 700 miles. It is also competitive for high value
commodities such as specialty steel where shipping charges are less
significant, or in locations where there is no convenient rail service and
transshipment charges would significantly add to the final delivered price.

Deregulation in the rail/truck transport industry has led to the
development of intermodal shipping. 4/ This has increased the types of
services provided and has lowered prices further. Many rail and truck
companies now provide linked service; shipments of steel may move by
truck/rail/truck combination, for instance, with only one bill of lading.
This increased flexibility has opened up new markets to some producers.
There has also been increased cooperation between steel shippers and the
shipping (transport) companies.

Waterborne transport

There is currently no scheduled U.S.-flag ocean freight service
operating between the east and west coasts of the United States because of
the high costs associated with the Jones Act shipping trade. 5/ The Jones

1/ Eastern mills refers to all those located outside the 12-State Western
region.

2/ Published rates are book rates available to any shipper. However, many
shippers are able to obtain much lower negotiated rates based on a long-

term contract for the shipment of specific quantities.

3/ Contract traffic refers to multiple shipments being made under a
prearranged contract for a specific rate.

4/ Intermodal shipping is transport by a combination of modes, with
transshipment procedures simplified to achieve lower costs and faster service
5/ USITC staff interview with U.S. shipping industry representatives,

December 1988. 6-3
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Act affects those vessels engaged in U.S. domestic waterborne transport. 1/
Although subsidies are granted to ship operators (ODS), they are permitted
only for those vessels engaged in international commerce, in order to place
U.S.-flag operating costs on a par with those of foreign competitors. 2/
Operating subsidies are not available for domestic shipping. Thus, ocean
shipping by U.S. steel producers or purchasers to move steel is used
primarily for imports and exports. According to industry analysts, Jones
Act domestic shipping is principally confined to those routes on which
land-based transport (truck or rail) is not a feasible alternative. 3/

This particularly affects Eastern steel producers that, despite easy
access to ports and waterborne transport, are unable to capitalize on their
ability to serve the Western U.S. market by water because of the Jones Act
limitations. Several Eastern producers have indicated that it would
enhance their competitiveness in the Western U.S. market if they were able
to ship by water. 4/ However, given the requirements necessary to comply
with the Jones Act, it is unlikely that any domestic carrier will reenter
the market because servicing this route would require the carrier to set
high shipping rates.

Industry sources suggest that a Jones Act waiver permitting Eastern
U.S. steel producers to ship steel on foreign-flag vessels would enable
east coast producers to obtain favorable backhaul rates for shipping steel
to Western markets. 5/ Backhaul rates are significantly lower than regular

1/ U.S. domestic waterborne trade is regulated by the Jones Act, also known
as the Merchant Marine Act of 1920. This act requires that all U.S.
domestic waterborne trade be carried by U.S.-flag, U.S.-built, and U.S.-
manned vessels. Vessels engaged in the Jones Act trade (U.S. domestic
waterborne transportation) must not have received Construction Differential
Subsidy (CDS) in the past, or currently be receiving Operating Differential
Subsidy (ODS) from the Maritime Administration (MarAd). Because of these °
regulations, it is expensive to operate a vessel in the Jones Act trade.
U.S. registry requires following U.S. manning requirements and paying U.S.
crew salaries which are high relative to those of foreign crews; if a
vessel may not receive any operating subsidies it is very unlikely to be
.profitable, because of the greater U.S. manning requirements and crew
salaries. In addition, Jones Act requirements specify U.S.-built vessels;
according to industry sources, this implies a vessel which initially cost 2
to 3 times as much to build as a foreign-built vessel, resulting in much
higher fixed costs to the operator of the vessel.
2/ USITC staff telephone interview with Marad staff, November 1988.
3/ USITC staff telephone interview with transportation industry analyst,
October 1988.
4/ Bethlehem Steel, located at Sparrows Point, MD, has indicated that water
transportation would enhance its competitiveness with imports in the
Western U.S. steel market, notwithstanding the competitive rail rates that
it is currently able to obtain in the deregulated railroad environment.
5/ According to Maritime Administration staff, Jones Act policy dates from
the Cabotage Law of 1817, and exists to prevent foreign-flag carriers from
(continued...j,
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rates because the alternative for a ship on a particular route is to
complete the return voyage empty of cargo.

Estimates of rates support these statements. A backhaul rate
obtainable from a foreign-flag vessel engaged primarily in the eastbound
transport of lumber is about $7 per ton, negotiable. This would result in
total plant-to-plant transport costs in the range of $30 per ton, with the
addition of the ancillary costs associated with water transport, such as
inland transport and stevedoring. 1/ This compares favorably with the
lowest coast-to-coast negotiated.rail rates currently available; the low
rail rates, however, are available only to producers able to ship very
large volumes of steel. 2/

Transportation Costs

Domestic regional costs 3/

Although transportation modes and rates are diverse, some general
conclusions may be drawn from the data (see the following Tables 6-1-

5/(...continued) .

entering the domestic market. Certain waivers and exceptions to the Jones
Act have been granted, however. According to MarAd, trade with certain
U.S. island possessions, including Guam and Wake Island, may be carried on
foreign-built U.S.-flag .vessels, and the U.S. Virgin Islands are exempt
fzom all Jones Act requirements (as amended in the Merchant Marine Act of
1936). Individual waivers have been granted through private bills passed
by the U.S. Congress. Suspensions of the Jones Act are uncommon, but have
precedent; for example, the Secretary of Transportation has the power to
suspend the Jones Act to allow subsidized U.S.-flag ships, intended for the
foreign trade, to enter Jones Act trade for up to 6 months in any l12-month
period.

1/ Based on USITC staff interview with a foreign-flag shipper's agent,
December 1988. ‘

2/ USITC staff interview with U.S. steel industry representatives,
September 1988.

3/ This information is derived from data supplied in Commission
questionnaires and obtained during interviews and telephone discussions
with industry sources. For the purpose of analysis, the Eastern region has
been subdivided into four separate regions. Region 1 is located in the
Northeast, encompassing the New England States: New York, Pennsylvania,
New Jersey, Delaware, Maryland, Virginia, West Virginia, and Ohio.

Region 2 is located in the North Central area encompassing the States of
Indiana, Illinois, Michigan, Wisconsin, Minnesota, Iowa, Missouri, Kansas,
Nebraska, the Dakotas, and Montana. Region 3 is located in the Southeast,
including North and South Carolina, Kentucky and Tennessee, Mississippi,
Alabama, Georgia, and Florida. Region 4 is located in the South Central
area, consisting of the states of Louisiana, Arkansas, Oklahoma, and Texas.

6-5
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6-4 and fig. 6-1.) 1/ Because distance is usually the most significant
factor influencing freight costs, shipping to the West from the easternmost
regions of the United States is more costly than shipping steel from the
central United States. Figures from the Northeast and Southeast regions
are comparable as are those from the North Central and South Central
regions (table 6-3). Total shipping costs are much lower within regions
than they are between regions, but shipping rates may be lower over longer

1/ See App. G for further information on the factors that may influence

freight rates. 626



Figure 6-1
U.S. Steel-producing regions, 1988
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distances, reflecting the use of rail for greater portions of a particular
journey.

Eastern region 1.--The average shipment distance from region 1
(Northeast) to the Western region is approximately 2,425 miles. For thlS
distance, an average shipping time of 6.7 days is shown, although shipping
time often extends to 14 days when rail transport is used. For longer
distances, questionnaire data show that rail, a combination of rail and
truck, or some other intermodal method, such as piggyback or trailer-on-
flat-car (TOFC), is used most often, giving an average figure of 5.3 cents
per short ton per mile.

Reported average cost per ton is $128 from region 1 to the West,
reflecting the high cost of shipping certain specialty products (some
shipments were quoted at over $200 per ton), and the more widespread lower
rates associated with carbon steel products ($50 to $60 per ton). For
semifinished steel products, transport costs represent 10 to 20 percent of
the delivered cost. For higher priced products, such as those made of
stainless steel, the transportation costs incurred to the west coast were a
less significant factor, averaging about 7 or 8 percent at most during
1988. 1/ For certain wire products only, the cost difference in shipping
to the west coast, as opposed to the east coast, represented only 2 percent
of the total cost of the product. 2/

Eastern region 2.--Average shipping costs from the North Central
region to the Western region during 1988 were $78 per ton, which is 60
percent of the.cost from mills further east. Data on average shipment
times from the North Central region are similar to those of the
Northeastern region.

Eastern region 3.--The Southeast region reflects a profile similar to
that of region 1. The average distance is approximately 2170 miles, while
the average shipping time is 7.1 days, and the average cost is $132. The
higher costs and shipping times are most likely because of the lack of
proximity to major transportation routes.

Eastern region 4.--Data for the South Central region is comparable
with that of Eastern region 2. The average distance is 1525 miles, average
shipping time is a surprisingly low 4.4 days, and the average cost is $61
per ton. The low shipping time may reflect proximity to rail links, and if
trucking is required, lighter traffic in general; the other three regions
incorporate a greater number of major metropolitan areas.

The profile for shipments within the Eastern region (table 6-2)
differs distinctly from overall data for shipments from the Eastern region
to the West. Within the Eastern region, the average shipment distance is
613 miles, and the average shipping time is 2.3 days. The average

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

2/ Ibid. 6.8
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transportation cost for such a shipment is $56 per ton, however, the cost
per short ton per mile is higher (9.1 cents), reflecting the predominance
of more expensive direct trucking for short-haul shipping.

Table 6-1
Steel transportation averages from Eastern producers to Western
destinations, by region and in total, 1988

Eastern Shipping Shipping Total Average
region distance time cost cost
Per Per short
Miles Days short ton ton per mile

leeeeeooonee 2,423 6.7 $§128 $0.053
2eiiieeeeaes 1,853 6.7 78 .042

K eee. 2,169 7.1 132 .061
4eiineaenes 1,527 4,4 61 .039
Avg.ieieeass 1,993 6.2 99 .049

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

Table 6-2
Steel transportation averages from Eastern producers to Eastern
destinations, by region and in total, 1988

Eastern Shipping Shipping Total Average
region : distance time cost cost
. Per Per short
Miles Days short ton ton per mile

leveens eeee. 555 2.1 $72 $0.129
2eeieenenns . 521 2.3 36 .069
Jeeeneeeoss 499 2.3 36 .072
4,0, 878 2.4 81 .092
Avg...veve.. 613 2.3 56 ~.091

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

Western Region.--The cost of shipping from the West to the East in
1988 was considerably lower than from East to West. Western producers were
shipping a far greater proportion of shipments by lower cost rail
contracts; 73 percent of their cross-country steel shipments were by rail
only, and another 15 percent were by some combination of rail and truck.
The greater use of rail as compared with Eastern producers results in more
economical transportation charges (an average 2.6 cents per short ton per
mile), but reflects significantly longer average transportation times
associated with rail (table 6-3). 6-9



6-10

, For shipments both originating in and destined for other locations in
the Western region, the average distance was 525 miles, at an average cost
of $§18 per ton, and a shipping time of 4.5 days. Even within the region,
47 percent of shipments went only by rail, another 15 percent went by some
combination of rail and truck, and 36 percent went by truck only, for a
composite figure of 3.4 cents per short ton per mile.

From the table of transportation charges for purchasers (Table 6-4),
it can be ascertained that purchasers have the higher overall costs
associated with Eastern producers' charges ($111 per short ton for coast-
to-coast and $67 per short ton average), and the rates associated with
long-distance shipment ($.06/short ton/mile).

Table 6-3
Steel transportation averages from Western producers to Western
destinations, by regions and in total, 1988

Shipping Shipping Total Average
Region distance time cost cost
Per Per short
Miles Days short ton ton per mile
Western..... 525 4,5 $18 $0.034
Eastern..... 2,028 11.5 48 . .024
Average..... 1,276 8.0 33 .026

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

6-10
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Table 6-4 :
Steel transportation averages of purchasers, by destinations, by regions
and in total, 1988

Shipping Shipping Total Average
Region distance time . cost cost
Per Per short
Miles Days short ton ton per mile
Western..... 328 2.0 $22 $0.067
Eastern..... 1,895 9.3 111 : .059
Average..... 1,111 5.7 67 .060

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

Freight costs as a competitive factor

Major steel producers have indicated that transport costs no longer
are handled in a standard fashion in the industry. Before railroad
deregulation, most steel was shipped fob mill. Now, negotiated
transportation costs are one of the ways in which producers can make their
product more competitive. By negotiating special rates on each contract,
and working with shipping firms (whether truck, rail, deep—-sea, or some
combination), a company's delivered price can be made as competitive as
that of a much closer company. There are limits, however, to how much a
firm can reduce to transportation costs through negotiations with shippers.
Shipments must be large enough to enable the producer to have some leverage
with the shipper, and the shipper is of course limited to rates that enable
him to remain profitable. ‘

Industry sources maintain that Eastern U.S. producers are at a
competitive disadvantage when selling in the West because of relatively
high freight costs. 1/ Data indicate that overall freight costs will
always be higher to more distant customers even though freight rates may be
marginally lower over longer distances when analyzed on a short ton per
mile basis. This is partly because of the use of railroad freight for
large cross-country shipments, since railroad rates are less expensive on
average than truck rates, and -large shipments may command further
reductions in negotiated rates.

Nevertheless, Eastern producers remain at some disadvantage when
selling in the Western United States, as are Western producers that try to
enter Eastern markets. Depending on the strength of the market for a
particular product, a producer may have to equalize freight (absorb the
difference in transportation costs) in order to compete. A producer would
have to be operating at relatively low-cost levels in order to absorb the

1/ Compiled from data submitted in response to questionnaires of the U.S.
International Trade Commission. 6-11
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freight equalization, and sell profitably; if market prices were low, they
could be rendered unprofitable. 1/ However, at high levels of demand,
producers can afford to be more selective about their markets, and would
typically choose to sell to closer customers. Conversely, if supplies are
short, freight costs become less important as purchasers are more likely to
buy from anyone who can supply them, regardless of distance.

Freight costs for imports

Data and industry sources indicate that foreign sources of steel have
no significant cost advantage with regard to transportation. Although
ocean freight rates have been consistently low over a period of years
because of overcapacity on most routes, the ancillary costs associated with
ocean transport eliminate any overall cost advantage.

Ocean shipping costs applicable to steel imported into the Western
U.S. region are gradually approaching truck and rail costs. Future trends
in ocean shipping costs are difficult to assess or predict, however. Ocean
rates typically fluctuate a great deal, reflecting shifting supply/demand
patterns for many traded commodities. In addition, the industry is subject
to long periods of declining rates whenever trade patterns change and
overcapacity on routes becomes a problem. 2/

Port charges, such as wharfage and stevedoring, may add another $10
to $12 per ton to a typical shipment, when tariffs, ranging from 0.5 to 5.7
percent as of January-November 1988 are assessed, dependlng on the
commodity imported (table 6-5). 3/ With the costs of moving steel from the
port to a local distribution point at a minimum of $5 per ton, ocean rates
no longer give imported steel the transport cost advantage it once had in
the Western U.S. market. This is especially true in the case of shipments

1/ Ibid.

2/ The Shipping Act of 1984 made it pos51b1e for shippers to negotiate a
service contract directly with a conference carrier. Previously, shippers
were only able to obtain published rates from conference carriers. The
current law enables shippers moving a large volume to obtain more favorable
liner rates, the same situation that applies to rail. Rate-setting liner
conferences create some stability with respect to rates, although much of
the steel moving from the Pacific Rim countries to the United States moves
at lower cost nonconference rates. Therefore, steel may be subject to even
greater rate fluctuation, according to industry sources.

3/ The average duty rate for all steel products is 4.4 percent. Duty rates
range from 0.5 percent on rails and railway products to a high of 5.7
percent on plates, and sheet and strip.

6-12
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moving much further inland, where transshipment costs, and longer hauls by
truck or rail, further increase costs.

Table 6-5
Duty rates for certain imported steel products -
Product Rate
Percent
Semifinished steel....civveeveecervocccnns cecesossscssss 4,6
PlateS.eeevencennss ceereeenne cetetssreccanne cececssesenes 9.7
Sheet and StriPeceeeeseeecccesacsssssosccccscsscscssssse Dol
Wire rodS.ceeeeseesoovessaaannns e eesccsrecsscssenas eeese 2.4
Rails/railway pProduCtS...eceececccceccocesces cessseesaees 0.5
Structural shapes.......... cetesssennns ceesscsecsssencees 1.8
BArSeeeeesoesosocsannan ceesreseseercanen cecesesane creesee 9.6
Wire and wire productsS...cceeeeceeeeecoccecencns eeessses 3.1
Pipes and tubes....cceeiieieeennoccorrccecnnnsnanes ceses 3.9
Average, all products 4.4

Source: Compiled from official statistics of the U.S. Department of
Commerce.

- Industry sources indicate that foreign inland transportation costs
have a negligible impact on the cost of imported steel. In several of the
countries that are the dominant sources of foreign steel, such as Japan and
Korea, major mills have direct water access and thus are able to bypass
major inland transportation charges. Most of these mills operate their own
dock facilities, and therefore do not incur charges for these services.
Table 6-6 lists ocean freight charges, by commodity, from Pohang (Korea) to
U.S. west coast ports.

Table 6-6
Ocean freight charges 1/ from Pohang, Korea, for certain steel products, in
berth terms, by destination, 1988

Product
Destination Coil Plate Sheet  Wire rod Slab Billet
Los AngeleS.......... $29 $33 $32 $34 $28 $31
QOakland/Richmond..... 31 35 34 36 30 33
Seattle/Vancouver/
Portland...eeeeeens 34 39 37 40 33 36

1/ Per short ton.

Source: Reported to USITC staff by certain importers.
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Lead Times

In general, domestic steel is preferred over foreign steel with
regard to lead times, because of a minimum delivery time advantage of one-
third that of foreign steel. Delivery dates for foreign steel are also
difficult to predict because most ships on which steel is transported have
a variable itinerary.

Domestic Purchases

Although longer lead times occur with the greater distances between
east coast mills and buyers on the west coast, the shipping time of 10 to
14 days for products transported by rail remains well within the transport
timeframe of imports. Data supplied to the Commission indicate that
shipments from an east coast producer to an east coast destination can be
as fast as one day within a radius of 500 miles. The mode of transport is
highly significant when discussing lead times. Truck transport is usually
faster, unless the steel producer and buyer are in close proximity to the
railroad. The reasons for this vary, but much time is saved because of the
need for fewer transshipment points where products need to be moved from
truck to railcar or vice versa. Generally, intermodal shipments may be
somewhat faster than rail, and cheaper than truck, because the
transshipment process has become more streamlined.

Lead times may be much less for certain automotive and appliance
manufacturers purchasing coiled sheet. Conrail's SteelNET 1/ program-
enables buyers to obtain steel as quickly as they would if they had ordered
a direct over-the-road truckload shipment, and yet save approximately 20
percent in cost over direct truck. 2/ With Conrail's service, the mill
still owns the steel but warehouses it in one of 13 cities with SteelNET
service and can deliver it within a day. The savings in shipping is
primarily because of the more economical carload freight rates obtained
from Conrail, and the simplification of the interchange between rail,
truck, and warehouse.

Foreign Purchases

West coast users have indicated to the Commission that domestic steel
is generally preferred over foreign steel because it can be received on a
more frequent, reliable basis. Although west coast users can obtain
domestic steel from any transport made within 30 days from the time of

1/ Conrail moves steel from mills to warehouses at less costly carload
rates in general freight trains. When a customer orders steel from a
participating mill, it need only be trucked from the nearest warehouse.
2/ "The Case for Coiled Steel: New Intermodal Markets," Intermodal Age,
November-December 1988, p. 16. .
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order, 1/ imported steel commonly takes at least 90 to 120 days. In
addition, west coast users are not able to predict a fixed delivery date
because of the fact that most imported steel is shipped nonliner; this
means that the ship does not operate on a regular schedule and may have
many intermediate ports-of-call before the steel reaches its destination.
According to steel and shipping industry sources, nonliner ocean shipments
seldom arrive on time, and arrival dates up to a month late are common.
This is a significant problem to users when inventories are low.

Other problems delaying receipt of import orders include the
reduction in capacity of the steeldocks at major ports such as Los Angeles,
where there is no longer any storage of steel at the docks. Steel at one
time was a major product at that port, ranking 3rd or 4th; now it has
dropped markedly in importance. A major problem for steel importers is the .
conversion of much of the shipping industry to large bulk ships or
containerships. These vessels are not commonly used for steel; moreover,
there are often inadequate facilities on the docks at U.S. ports overseas
for handling steel. All of these factors contribute to an instability with
regard to scheduling and timely delivery of foreign-sourced steel,

Production Costs

The ability of producers to compete in various markets depends in
large part on relative production costs. All other things equal, the lower
a producer's production costs in relation to the competitors, the more
likely this producer is to succeed in a given market. Historically, the
relatively low production costs of foreign producers have encouraged their
participation in the Western U.S. market. Over time, however, the
differential between foreign and domestic production costs has diminished
because of cost cutting measures adopted by U.S. integrated producers,
expansion of lower cost "minimill" producers, and shifts in exchange rates.
The improvement has assisted not only U.S. producers located in the Western
United States but also those located outside the region, as it has enhanced
their respective abilities to sell profitably in the Western markets.

In the years preceding initiation of the VRAs, production costs for
imported steel were much below similar domestic products. In 1982, for
example, the average final pretax cost per ton of steel for integrated U.S.
producers, most of which are located outside the Western U.S. region, was
estimated to be $685 per short ton, 2/ 52 percent higher than for Japanese
producers, the highest cost Pacific Rim source and, by far, the largest
source of imports into the Western U.S. market (table 6-7).

1/ Industry sources indicate that lead times for certain fence
manufacturers are in the range of 7 to 10 days with domestic producers,
rather than several months lead time with imported steel.

2/ World Steel Dynamics, Cost Monitor Report #10. Figures represent
adjusted pretax costs per metric ton of carbon steel, unless otherwise
indicated. Figures for this type of product will be lower than those for
higher value products, such as cold rolled or coated sheets. 6-15
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Table 6-7
Comparison of production costs 1/ for steelmakers, selected years 1982-88

Item Japan United States Cost differential 2/
U.s. U.Ss.
dollars dollars Percent
Labor:
1982, et ennennee .. $101 $262 159
1984 .. eeiennnnnas 92 181 . 97
1086, eeernrnnenns 132 167 27
1988..... ceeane . 145 160 10
Materials:
1982, teerrcnnnes . 253 355 40
1984, 00ieeness oo 229 315 38
1986 ceeecerencnns 260 288 11
1988, ccctercnnanes 277 291 5
Financial:
1982..... cererenae 98 68 : (30)
1984, .0 ense v 97 60 (38)
1986.c0eecccccasss 128 51 (60)
19088, ceeicennncscns 105 43 , (59)
Total:
1982, it eenennnss 452 685 52
19084, vecacanss 417 557 34
1986, cccevneee oo 520 506 (3)

1988.......4. ceees 552 484 (12)

1/ Per metric ton of finished steel.
2/ Estimated U.S. production costs as a percent of Japanese costs.

Source: World Steel Dynamics, Price/Cost Monitor Report #10.

This cost differential is attributable to a strong U.S. dollar, and
to higher domestic costs of raw materials 1/ and labor, which accounted for
approximately 45 and 25 percent, respectively, of total production costs.
In addition, domestic operating rates were relatively low in 1982, leading
to higher fixed costs of production per ton of output. 2/

1/Major raw materials include iron ore, coking coal, scrap, and energy.

2/ At lower levels of capacity, fixed cost items, such as depreciation, are
allocated over a smaller volume of production, thereby raising total costs
per ton of output.
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Subsequently, a number of U.S. mills initiated measures to reduce
production costs by decreasing input prices and raising labor productivity.
Many integrated producers closed obsolete and costly steelmaking plants,
coking facilities, and ore mines. Such closures and consolidations allowed
companies to avoid mandated expenditures for environmental upgrading of
such facilities, and to concentrate capital expenditures on fewer
operations. In addition, long-term raw materials' contracts were
renegotiated in many cases, permitting companies to purchase needed
materials on a "spot market" basis, with contract prices more reflective of
changes in market prices. Also renegotiated were contract rates for
electricity and natural gas, which contributed to an average 73 percent
decline in the energy costs for integrated steel producers during 1982-87.
Currently, the cost of raw materials for U.S. producers is 18 percent lower
than it was in 1982, although still above that for most other countries.

Labor contracts, too, were renegotiated by many domestic integrated
producers, with a subsequent 20-40 percent improvement in man-hours per ton
over the early 1980s. Many foreign producers continue to have a distinct
advantage in absolute labor costs, however, even with the U.S. industry
adjustments for productivity, which contributes to the relative cost
" advantage of foreign producers vis-a-vis domestic producers (table 6-8).

Table 6-8
Level of labor compensation, productivity index, and unit labor cost index, by
countries '

Hourly

compensation, Productivity Unit labor cost
Country 1988 . index, 1987 index, 1987

Per hour Percent
United States.....eeeeenn. $25.40 100.0 100.0
Brazil.....cevu ceeseenen 3.50 58.6 17.2
Korea..... Ceeseceeseeanns 6.00 63.0 16.3
France....coc0u ceeeseees 19.30 77.4 76.6
West Germany.....eeeee0.. 19.60 . 89.0 76.9
Canada..ceeeveecsvecensss 21,70 85.0 81.2
Japan.....ee... et 22.00 87.2 82.8

-Source: World Steel Dynamics, various publications.

Such differentials are influenced by exchange-rate fluctuations even
more than dollar-denominated materials' costs (see chap. 7). In Japan, for
example, during 1981-86, labor productivity improved 10 percent. However,
with the appreciation of the yen against the dollar, wages and benefit
costs have risen from an estimated $11 per hour in 1984 to $22 per hour in
1988. By comparison, Korean and Brazilian steelmakers are currently
compensated at $3.50 per hour and $6 per hour, respectively.

6-17
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The cost savings available to domestic producers through
renegotiation of material and labor contracts have been estimated at $72
per metric ton (table 6-9). 1/

Table 6-9
Maximum cost variation between an established and reconstituted 1/ major
U.S. mill, 1987 2/

(Per metric ton shinngdf

Established Reconstituted

Item major plant plant
Operating rate (percent)........... .. 80 90
Wage (per hour, all benefits)........ $24 $19
Manhours (per tonne shipped)......... 6.6 5.8
Employment cost (per tonne shipped... $15 §110
Iron ore: price (per tonne)......... $41 $33

Usage (metric tonS).v.iveeeeeeeeocoos 1.6 1.6

Cost (metric ton shipped).......... - $§66 $53
Metallurgical coal..ieeevererecencnns S47 $42
Steel SCTaPeceerervreesrsssocnnnonnns $11 $11
Energy.eeeeeeeeccecens Cerereaereeaes . $50 $45
Fluxes, alloys, additionS.....ceceeee $24 $23
Refractories and rolls....veevnnnnns . $19 $18

Miscellaneous materials & selling,
general, and administrative

EXPENSES .t teessrrsossscssscnsonnsns $58 $54
State and local taXeS...veeeeevsncoas $4 $2
Depreciation expense........ ceeeeas .. 826 $10
Interest eXpPeNSe....eieertecensscanns $12 $4
PretaX CoSt.vveeeeerrossososonncnsses $475 $372

1/ A facility that commences production after a bankruptcy or bankruptcy
threat.
2/ Late in that year.

Source: World Steel Dynamics, Steelquake: West Coast Style.

One type of domestic producer that has achieved production costs
which are lower than those of many integrated mills, are the nonintegrated
producers (frequently referred to as minimills). Minimills have been
generally profitable due to several factors: the steelmaking process is
less labor intensive than integrated production, requiring 1.5 to 2 man-
hours per short ton of raw steel compared with 4.5 to 6 man-hours per ton
for integrated producers; capacity utilization has been higher (73 to 96
percent); and production efficiency is high because of the utilization of

1/ World Steel Dynamics, Steelquake: West Coast Style.
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continuous casting technology. 1/ Minimills currently specialize in long
products (e.g., bar, wire and related products, and light-structural
shapes), and some, led by Nucor Corp., are exploring the possibility of
producing flat products through adoption of a technology that enables
continuous casting of thin slabs.

Since inception of the VRAs, then, U.S. integrated producers have
reduced production costs through renegotiation of contracts and closing
certain obsolete facilities. As shown in table 6-10, these measures, -
coupled with depreciation of the dollar and high operating rates, have
resulted in domestic steel costs that compare favorably with those of the
Japanese, and have improved against those of other Pacific Rim producers-
(app. H).

Table 6-10
Estimated pretax steelmaking costs, November 1988

Per metric ton of steel

United States 1/ cceeeereceseccessoasoccsssssscscsossssscnensssccoees 484
B < W - 1=
We GOIMANY o s esseseecssssscssesssssescsssossssssssssssssossnssnsenss 473
CANAAA. s eceessosossscsssososocsssscssssosssossosssssssssscssssscccssssss 470
o T . =1

Taiwan......o-oo-o..........................-....................... 422

Brazil..ceeeeeecococannas P ¥
United KingdomM..veeeseeeeosceoessocscccasscsssscsscsscssccssssssccess 420
SOULH KOT@B. s eeeeteeoseseeacsossssssssssscssssssosccsassossccssssassseascss 418
USSR 2/ eeveeesoeessssssesscssosnsssssssensssssssssessssscssnnasssssees 399

1/ Cost estimates are for an integrated mill. A typical minimill merchant
bar producer has estimated total pretax costs of $295 per metric ton; Nucor
thin slab mill has estimated total pretax costs of $409. '

2/ The U.S.S.R. facility is Novolipetsk, which continuously casts 100
percent of production. This is the best flat-rolling facility in the
Soviet Union.

Source: World Steel Dynamics, Steelquake: West Coast Style.

The position of domestic producers with respect to production costs
is not static, however, it is certain to be affected by changes in raw
materials' prices (several labor contracts are due for renegotiation in
1989 and purchased materials' costs are beginning to rise), as well as
exchange-rate fluctuations. In addition, other countries are cutting costs

ual Surve oncerning Competitive Conditions I e Steel Indust

and Industry Efforts To Adjust and Modernize, Investigation No. 332-209,
September 1988, USITC Publication 2115. 6-19
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and raising labor productivity, measures that will continue to affect their
ability to compete in the Western U.S. market. :

6-20



CHAPTER 7. THE ECONOMIC EFFECTS OF THE STEEL VRAs
ON THE WESTERN UNITED STATES

This section assesses the effects of the VRAs on steel-producing and
steel-consuming industries in the Western U.S. region. Findings are based
on an examination of information obtained from Commission fieldwork and
questionnaire responses, and on the application and analysis of economic
theory on the effects of import restraints. The VRAs have had both direct
and indirect effects on Western steel producers and consumers in a number
of areas, including capital investments, modernization efforts, material
availability, market stability, and prices. Factors other than the VRAs,
such as exchange-rate changes and rising demand for steel worldwide, were
also found to have affected Western steel prices and VRA country" import
levels.

Effects of VRA Quantity Restrictions

Twenty VRAs, covering the European Community and 19 other countries
are currently in effect. 1/ The effect of the VRA quotas is either binding
or nonbinding. A quota is binding if it is filled. Binding quotas
effectively reduce the volume of imports below that which would have
entered in the absence of such quotas, causing import prices to rise as
U.S. consumers compete against each other for the restricted supply. 1In
the case of VRAs, foreign exporting interests generally receive the benefit
of the higher prices. By contrast, nonbinding quotas (i.e., those that are
not filled) generally have no direct effect on quantity imported or on
prices, although their mere existence may affect certain marketing
decisions.

The VRA quotas were binding from their initiation, in 1985, through
1986. However, in 1987, primarily because of the dollar's depreciation and
the rise in demand for steel worldwide, the VRA quotas began to move toward
‘a nonbinding status. Based on 1987 data provided by the Commerce
Department's International Trade Administration (ITA), less than 90 percent
of quotas were filled in four of the nine product categories under
investigation. Overall, on a global basis, 94 percent of the total export
ceiling established under the VRAs was filled in 1987. In 1988, available
information suggests that about 75 percent of the 1988 ceiling was filled.
Table 7-1 shows the extent to which aggregated VRA ceilings exceeded total
imports from all VRA countries in 1987 and 1988. 2/ 3/

1/ A more detailed discussion of the VRA program is presented in app. E.
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