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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.
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(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
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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.

2-10
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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.
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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%&@
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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
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, 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



6-12

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



6-20

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.

2/ App. I presents a set of detailed tables that summarize by country and
product category the extent to which VRA ceilings exceeded 1987 imports and
1988 imports.

3/ The export data for 1988 are not complete and will be revised upward as
additional export certificates are processed by the Commerce Department.
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Table 7-1

7-2

Steel exports from VRA countries, total export ceilings negotiated under
the VRAs, and the share of the total export ceiling filled, by product

categories, 1987 and 1988 (incomplete data)

Share -
Final of export

export ceiling

Category Total ceiling 1/ filled

————————— Metric tong---——--- Percent

1987:
Semifinished......cceeeveee 1,667,166 1,673,204 99.64
PlateS.eeeeeeeoccssononns 544,758 545,920 99.79
Sheet and strip.eceeeceens 6,184,247 6,521,617 94,83
BArS.eeeeooreesocssnconns 484,615 607,743 79.74
Wire rodsS.eeeeeeeceeneens 701,186 776,342 90.32
‘Wire and wire products... 624,349 742,873 84.05
Structural shapes........ 1,530,536 1,643,914 93.10
Rails and rail products.. 107,845 123,383 87.41
Pipes and tubes.......... 1,684,432 1,772,089 95.05
Unspecified 3/.v0cvveenn. 103,968 130,112 79.91
Total.eeeeveeenonnns 13,638,271 14,537,197 93.82
1988:

Semifinished............. 2/ 1,125,830 1,577,915 2/ 71.35
PlateS..eeeeecceccncnans . 2/ 495,020 741,012 2/ 66.80
Sheet and strip....eece.. 2/ 4,641,960 7,581,402 2/ 61.23
BarsS..cceeceeccecceceeess 2/ 387,069 761,377 2/ 50.84
Wire rodS.eeeeeceeeneeeee 2/ 504,422 838,507 2/ 60.16
Wire and wire products... 2/ 443,641 790,008 2/ 56.16
Structural shapes..... ee. 2/ 1,345,095 2,018,455 2/ 66.64
Rails and rail products... 2/ 94,074 156,726 2/ 60.02
Pipes and tubes......... . 2/ 1,400,653 2,310,374 2/ 60.62
Unspecified 3/........... 2/ 65.091 139,040 2/ 46.81
Total.v.eeeeeeeeese..2/ 10,502,855 16,895,765 2/ 4/ 62.16

1/ Preliminary export ceiling for 1988. )
2/ Data for 1988 are incomplete and will be revised upward as additional
export certificates are processed by the U.S. Department of Commerce.

3/ Quota products which could not be assigned to any specific product group.
4/ Final 1988 export data are expected to result in an estimated 75 percent

quota fill rate.

Source:

Calculated by the staff of the U.S. International Trade Commission

from U.S. Department of Commerce, International Trade Administration data.
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Relative Efficiency of Various National Producers

In 1987 and, to a much lesser extent, in 1988, VRA export quotas on
some products from some countries appeared to have been filled. It is ‘
possible that these quotas were binding and restricted U.S. imports below
total levels that would have otherwise occurred.

The fact that some countries continued to fill quotas while others did
not can be explained in part by changes which occurred in exchange rates and
industry conditions during the VRA period. National producers that had
grown more cost competitive and efficient relative to others, for example,
may have reached their export_ceilings, whereas those producers that had
grown less competitive (relative to other producers), may not have reached
quota levels.

The methodology used in this study focuses on global export ceilings
rather than on individual, national export ceilings; it therefore does not
identify the effects which the filling of individual quotas may have had on
the market. Thus, the estimated effect on prices is biased downward.

Calculating the price effect of individual quota fulfillment would
depend in part on the extent to which foreign suppliers traded among
themselves. The maximum effect would occur in instances in which no trade
took place between high and low cost VRA countries. Under this scenario,
U.S. import prices would exceed the levels that would have been attained
absent VRAs; the amount of the import price variation would be equal to the
difference between delivered unit costs in the high cost countries and
delivered unit costs in the low cost countries whose exports were bound by
the quota ceiling. 1/

Direct Effects of Binding Quotas on Western Steel-Producing Industries

The typical result of VRA quotas that are filled (and binding) is a
greater proportion of exports of higher valued products within each steel
category subject to export restriction. 2/ Therefore, when VRA quotas are
filled and therefore binding, the resulting increased import prices
encourage U.S. consumers to substitute domestic and non-VRA supplied steel

1/ See Appendix O for an example illustrating why the ability of countries
without binding VRAs to purchase steel from countries with binding VRAs
tends to reduce the price effects of the VRAs.

2/ Since the cost of using an export quota right is the same for one unit
of exports, regardless of the value of the export, the proportional price
increase for the higher valued product'is less than for the lower valued
product. Thus, after imposition of the VRA, consumers may purchase fewer
units of the lower valued product in place of each unit of the higher
valued product. See, for instance, Eugene Silberberg, The Structure of

Economics: A Mathematical Analysis, 1978, pp. 345-349.
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products for VRA country-sourced steel products. 1/ Domestic suppliers, in
turn, respond to increased demand with higher prices and greater shipments.
Since the demand for both capital and labor used in the steel industry are
derived from the demand for steel, greater demand for steel results in
higher wages and returns on capital in the steel industry.

As indicated above in the analysis of industry conditions, the role
of imports in the Western region diminished during the period that the VRAs
were in effect, .even as domestic shipments and non-VRA imports increased.
The extent to which this was a result of the VRAs cannot, however, be
precisely determined since other factors such as changes in exchange rates
and market developments are also of importance. It would appear that the
VRAs were most influential during 1985-86, and less so during 1987-88.
Following is an assessment which examines the nature of the changes which
occurred in three key segments of the Western U.S. industry (flat-rolled
products, long products, and pipe and tube products) and analyzes the role
that the VRAs appear to have played in effecting these changes.

All three groups of producers have supplied documentation to indicate
that the VRAs have fostered capital improvements by reducing imports;
however, the arrangements have also been somewhat detrimental to their
operations in that they have reduced the availability of raw materials
(e.g., slabs, wire rods), thereby raising the prices of these inputs and
adversely affecting producers' profit levels. 2/ Several companies
indicated that the VRAs had affected their abilities to purchase steel
products from preferred sources; in particular, they noted that
restrictions on shipments from their foreign sources had caused them to

1/ The insight that imports are often not perfectly substitutable for
domestic product is attributable to Paul S. Armington, "A Theory of Demand
for Products Distinguished by Place of Production," IMF Staff Paper, March
1969, pp. 159-176. .

Specifically with respect to steel, direct evidence strongly suggests
product differences between imported and domestic steel products. See
James M. Jondrow, David E. Chase, and Christopher L. Gamble, "The Price
Differential Between Domestic and Imported Steel," Public Research
Institute of the Center for Naval Analyses, October 1977. These authors
found important differences in optimal inventory level, order size, and
inventory costs between use of domestic and imported steel.

In the current investigation, representatives of service centers have
confirmed repeatedly that lead times for acquiring imported steel far
exceed lead times for domestic steel.

2/ Companies may file short supply requests with the U.S. Department of
Commerce in an effort to gain access to greater quantities of imported
steel (generally raw material supplies). As shown in the section of the
report titled "Short Supply Considerations", three Western steel producers
(CSI, UPI, and Davis Walker) filed four separate short supply requests
during 1985-88. Three of the requests were approved, albeit at a lower
tonnage than requested, and the fourth was withdrawn.

7-4
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shift to sourcing from non-VRA countries and U.S. suppliers. 1/ Extension
of the VRAs in their present form apparently would facilitate continued
modernization in a relatively protected market, but could also restrict
access to needed steel supplies, thereby jeopardizing revitalization
efforts of certain producers.

Flat-Rolled Product Producers

The five producers of flat-rolled steel products in the Western
United States 2/ contend that termination of the VRAs would jeopardize
their modernization plans by permitting increased foreign competition,
which could curtail the industry's access to vital capital sources and
result in the reduction or cancellation of modernization programs.
Nevertheless, three of the producers that rely, at least partly, on imports
to supply their raw material requirements (e.g., slabs, flat-rolled
products) have stated opposition to the limitations imposed by the VRAs;
they contend that the VRAs unnecessarily restrict their ability to acquire
raw material supplies from preferred sources, which directly affects their
ability to compete in the west coast market. o

The VRA program was likely a factor in the reopening of Geneva Steel
in 1987. The import protection afforded by the VRAs and the effects of
exchange-rate changes on imports from VRA countries (see section entitled
"Effects of Exchange Rate Changes on Imports From VRA Countries"), in
. conjunction with restructured operating costs and financing terms,
permitted the company to operate at improved profit levels. The VRAs most
likely provided further benefits to Geneva in that the limits they imposed
on foreign steel availability resulted in increased purchases of domestic
steel during the relief period. 3/ Geneva is in the midst of extensive
renovations and has indicated that it is considering additional
expenditures. The company maintains that continuation of the VRAs in their
present form would allow Geneva an extended period of profitability. Such
profitability would appear to be required to enter private debt markets to
finance modernization. Geneva's continued success, therefore, is seen by
the company as being tied to the continuation of the VRAs, which would
allow time for full modernization to proceed. 4/

1/ Based on responses to the Commission's Western Producer questionnaire,
17 out of 32 respondents stated that the VRAs had affected their sourcing
patterns; only 2 companies, however, specifically noted that they had
increased their domestic purchases as a result.

2/ The producers are Geneva Steel (which produces plate and hot-rolled
sheet), Oregon Steel (plate); CSI (plate, hot-rolled sheet and strip, cold-
rolled sheet, galvanized sheet), UPI (cold-rolled sheet, galvanized sheet,
tin mill products), and Pinole Point Steel (galvanized sheet and coil).

3/ Transcript, pp. 140-141,

4/ Fieldwork conducted at Geneva Steel in December 1988, and Transcript,
pp. 118-119.
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CSI contends that the benefits of the VRA program have been offset by
the limits on imports of semifinished steel, which it requires for
production of its finished products. 1/ The benefits of the program
include reduced import penetration levels, which the company states has
been helpful in its sales of finished products. 2/ However, CSI, which
operates exclusively from purchased semifinished inventory (slabs) to
produce flat-rolled products, asserts that the limitation on imports of
semifinished steel under the VRAs has prevented the company from purchasing
adequate supplies of steel slabs, thereby reducing its output of finished
steel. The company noted that inadequate supplies of slab had resulted in
closure of "its plate mill in mid-1987, delayed startup of its electric-
weld pipe mill, and reduced operation of its hot strip mill in 1987 and
1988. 3/ These reductions and delays occurred during a period of market
upswing, and could have resulted in business being lost to overseas
operations.

CSI's concern about restricted access to steel supplies is shared by
UPI and Pinole Point, the other two Western producers of flat-rolled
products, which depend on purchased raw materials for manufacture of their
final products. According to testimony presented at the Commission
hearing, the VRAs gave UPI the time and cash-flow necessary to install new,
modern equipment (at a cost in excess of $350 million) capable of world-
class steel production. 4/ However, UPI, which buys hot-rolled steel
sheets (or bands) for further processing, stated that it was forced to
reduce production, resulting in lost market share, when it was unable to
obtain an adequate supply of hot bands from domestic sources during the USX
strike, or from POSCO, its 50-percent owner in Korea because of
restrictions on flat-rolled product imports under the VRA program.
Although UPI initiated a short supply request with the Department of
Commerce, USX resumed supplies of hot bands following the strike
settlement, before Commerce acted on the request. v

Further, UPI stated that its ability to realize the benefits of the
modernization now underway and to service the debt incurred to finance the
investments requires that the company supply its new facilities with large

1/ Firms such as CSI, UPI, and Pinole Point have dual roles in that they
are both steel producers and steel consumers. The effects of the VRAs on
steel consumers are further discussed in the section of the report entitled
"Direct Effects of Binding VRA's on Steel Consuming Industries."

2/ Fieldwork conducted at CSI in September 1988.

3/ Under the VRA program, imports of semifinished steel from VRA countries
are restricted to about 1.7 million tons annually and requests for special
waivers (short supply requests) have been required to exceed the
established quota level. CSI has filed short supply requests with the
Department of Commerce and was granted short supply licenses for
approximately 150,000 tons for the last quarter of 1987 through the third
quarter of 1988. (Information contained in post-hearing brief filed by
CsI, p. 9.) _

4/ Transcript, p. 89, p. 93.
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diameter, high-quality hot bands from POSCO. UPI claims that no domestic
steel producer has the capability of supplying the appropriate hot bands,
and that the VRAs (in their current form), which limit the purchase of
sufficient quantities of such hot bands, would have a detrimental effect on
UPI's modernization efforts should they be extended. 1/ Geneva Steel
challenged UPI's statement in its testimony at the Commission hearing,
stating that equipment similar to that installed by POSCO in Korea is being
installed in plants in various areas of the United States, and that most
mills that plan to modernize will use that same equipment. Companies cited
by Geneva as potentially able to supply UPI's hot band requirements include
Bethlehem, Armco, and Inland. 2/

Pinole Point, which uses full hard cold-rolled steel 3/ for
galvanizing, also indicated that the VRAs have limited its ability to
purchase steel from preferred sources, which in turn has reduced its
ability to meet customer requirements for steel of specific tonnage and
quality. 4/ The company emphasized its investment in modernization during
the period of the VRA program which enabled its shipments to grow from
120,000 tons in 1984 to 220,000 tons in 1988, and stated that continuation
of the VRAs on finished sheet products will perpetuate improvements in the
west coast steel sheet market provided there are sufficient supplies of raw
materials for conversion operations. 5/

Oregon Steel, the electric furnace-based plate producer,. does not
share views on the benefits of the VRAs expressed by the other four Western
producers of flat-rolled products. The company, which considers itself a
highly competitive manufacturer of carbon steel plate, believes that there
should be a regional limit on the amount of foreign steel that, when landed
in the ports of the Pacific region Customs district, is permitted to remain
in the Western steel market. 6/ Oregon Steel's position is that the VRAs
have had little influence on reducing total U.S. imports of steel,
particularly on the west coast, where imports continue to be significant.
Oregon Steel further states that the lack of price constraints under the
VRA program permits very low-priced (potentially unfairly traded) steel to
enter the United States.

1/ Transcript, p. 92, p. 100, p. 104,

2/ Transcript, p. 127 and p. 129.

3/ Full hard cold-rolled steel is steel sheet that has not been annealed
and is in a brittle state.

4/ Pinole Point's full hard cold-rolled sheet imports are classified, for
purposes of the VRAs, as sheet and strip products. During the period of
the VRAs, imports of cold-rolled products into the west coast fell from 2.2
million short tons in 1984 to 1.6 million short tons in 1987. Pinole Point
would like its raw material imports to be classified as semifinished
products, rather than cold-rolled steel.

5/ Comments presented by Pinole Point Steel Co. to West Coast American
Metal Market Forum, Dec. 8, 1988.

6/ Post-hearing brief filed by Oregon Steel, p. 5.
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In summary, the VRAs have provided the flat-rolled producers with a
period of reduced competition from imports of their finished products
during which they were able to invest in considerable modernization of
their operations. Continuation of the VRAs could have a mixed effect on -
these companies' future competitiveness, depending on the extent to which
they rely on foreign sources for their raw materials.

Long Product Producers

There are numerous Western U.S. producers of long products, which
include bars, wire rods, wire and wire products, light structurals, and
rails. The production of all these products except wire products occurs in
electric furnace-based operations, and most production of wire and wire
products is by fabricators that buy wire rod for further processing.

Similar to the flat-rolled product producers, the producers of bars,
wire rod, and rails (raw steel producers) stress the importance of the VRAs
in fostering capital investment by reducing a major element of market risk,
i.e., uncertain import levels. Several million dollars have been invested
by these producers during the period of the VRAs, including expenditures on
improvements in rolling mills, energy use, and environmental quality. 1/
These expenditures have contributed to improvements in product quality and
production efficiency. : :

In contrast, wire producers generally believe that the VRAs, by
limiting the availability of foreign rod for processing in the Western
United States, have caused raw material prices to rise, thereby undermining
company profitability. 2/ In addition, these companies state that the VRAs
have limited rod quality selection, restricted their ability to make '
capital expenditures, and caused reductions in wire product manufacturing
operations. The reduced supply of rod available for processing by outside
facilities has caused Western rod processors to turn to suppliers with whom
they compete directly in sales of wire products. 3/ “

Pipe and Tube Producers

There are.about 40 producers of pipe and tube in the Western United
States. Their operations typically involve the purchase of flat-rolled
steel products for further processing into welded pipes and tubes.

The west coast pipe and tube producers, similarly to the flat-rolled
product and long product producers, have indicated that the VRA program has
resulted in improved operating rates principally by limiting imports which,

1/ Information received in response to Commission questionnaires.

2/ Transcript, p. 179, and information submitted in response to Commission
questionnaires. :

3/ Information submitted in response to Commission questionnaires.
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in turn, has promoted further investment in facility modernization. 1/

Some producers have been adversely affected by the program, particularly in
the area of raw material (sheet) prices. They indicate that the tightened
availability of flat-rolled steel has resulted in price increases, placing
these producers at a cost disadvantage not incurred by their domestic
competitors, which produce substitute products such as ductile iron and
prestressed concrete pipe. Other pipe and tube producers agree that the
VRA program has limited the availability of imported raw material, but they
claim not to have experienced any shortage of supply, because they have
shifted their steel purchases from foreign to domestic sources. 2/

Direct Effects of Binding Quotas on Steel-Consuming Industries 3/

In a binding quota market environment, higher prices for domestic and
imported steel raise production costs for downstream steel users. To some
extent, the higher production costs are-likely to be passed forward to
final consumers of products made with steel. The proportion of these
higher costs passed forward to steel users depends on the nature of
existing supply and demand elasticity. 4/

The closer the downstream industry is to operating at full capacity,
the more supply becomes inelastic and the less.able the industry will be to
pass forward cost increases. If the downstream product has good interna-
tionally traded substitutes that are supplied at reasonably fixed world
prices, the demand facing domestic downstream producers will be highly
elastic. As a result, downstream users will be unable to pass forward the
cost increase and will face a price-cost squeeze in an effort to remain
competitive. 5/

The effects of VRAs on Western steel consumers-—-including steel
service centers, purchasers, warehousers, processors, and distributors of

1/ Information received in response to Commission questionnaires, and
Transcript, p. 227.

2/ Transcript, p. 226.

3/ A discussion of VRA effects on nonsteel consuming industries is
contained in app. J.

4/ Elasticity is a concept which measures the respon51veness of buyers and
sellers to changes in price. Supply elasticity is the percentage increase
in the quantity produced and sold induced by a 1 percent increase in price
received. Demand elasticity is the percentage decrease in the quantity
demanded by consumers induced by a 1 percent increase in price paid.

5/ For a detailed discussion of how the prices of downstream products, by
sector, might be affected by increased steel prices, based on the relative
intensity of steel used in each sector, see The Effects of Restraining U.S.
Steel Imports on the Exports of Selected Steel-Consuming Industries, USITC
Publication 1788, December 1985.
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foreign and domestic steel mill products--have been mixed. 1/ The views
most consistently expressed by steel purchasers responding to the
Commission's questionnaire and by steel consumers interviewed by Commission
staff during the course of the study are that the VRAs have created market
shortages and thereby higher prices in certain markets for the steel they
consume. 2/ Tight supplies have also resulted in longer delivery times and
shortages of certain raw materials such as plates and special quality bars
and billets, according to questionnaire respondents. 3/ Steel consumers
contend that these conditions have caused some of them to lose both
domestic and export business because of their inability to supply their
customers with the desired quantity and quality of steel in the specified
time period. 4/

Caterpillar, Inc., a producer of earthmoving, construction, and
materials handling machinery, has 1 manufacturing plant in the Western
United States, which is scheduled to close, 5/ and 14 plants outside that
region. The company is opposed to the VRAs, stating that the agreements
are sharply increasing steel prices, creating manufacturing inefficiencies,
compromising modernization plans, and frustrating efforts to increase U.S.
production and meet export demand. 6/ Specifically, Caterpillar states
that quota-induced shortages during 1987 and early 1988 increased
Caterpillar costs by forcing the company to (1) temporarily resource

1/ The following discussion is based on information drawn from fieldwork
and responses to Commission questionnaires in which purchasers were asked
to discuss the effects of the VRAs on various aspects of their operations.
2/ The effect of VRAs on prices is discussed in the section of the report
entitled "Effects of VRAs on Steel Prices," Chapter 7.

3/ Companies may file short supply requests with the U.S. Department of
Commerce in an effort to gain access to greater quantities of imported
steel (generally raw material supplies). As shown in the section of the
report titled "Short Supply Considerations", 10 Western steel purchasers
filed 15 separate short supply requests during 1985-88. Nine of the
requests were approved, three were denied, two were withdrawn, and one is
pending. .

4/ Submissions to the Commission concerning investigation No. 332-256,
"Western U.S. Steel Market," by Caterpillar Inc. and the Forging Industry
Association, and information received in response to Commission questionnaires.
5/ In its submission to the Commission, Caterpillar noted that its Western
region facility, located in Dallas, OR, manufactures and assembles large
1ift trucks. The company stated that during the VRA period it had
consistently paid more for steel plate delivered to its Oregon facility
than for plate deliverd to its non-Western U.S. plants. In January 1987,
Caterpillar announced that "to consolidate manufacturing space as part of
its long-term plan to reduce costs and improve efficiency, it planned to
close its Oregon facility." Subsequently, it announced that large 1lift
trucks would be manufactured at its Monterrey, Mexico, facility. Although
production is being moved from Oregon to Mexico, Caterpillar is
manufacturing 1ift trucks at both sites. The transition is scheduled to be
completed during 1989.

6/ Submission to the Commission by Caterpillar, Inc. 710
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products to countries where steel was available; (2) at times build
incomplete prime products; (3) tend to move from just-in-time
manufacturing/inventory systems to "just-in-case" management; and (4)
purchase steel from warehouses at a 50-percent premium. 1/

In response to the alleged adverse effects of the restraint program,
a number of organizations of steel consumers have announced their
opposition to continuation of the VRAs. These organizations include the
American Institute for Imported Steel, the Association of Home Appliance
Manufacturers, the Construction Industry Manufacturer's Association, the
Farm and Industrial Equipment Institute, the Industrial Fasteners
Institute, the National Association of Food Equipment Manufacturers, the
Precision Metal Forming Association, and the Forging Industry Association.
In general, these groups have stated that the VRAs favor steel producers at
the expense of steel consumers, and have resulted in longer lead times for
steel deliveries, product quality problems, and increased prices for steel.
In addition, Caterpillar is organizing a consumers group in opposition to
the restraint program. This last group, whose members include appliance
and precision metal producers and heavy-equipment makers, argues that
extension of the steel quotas would constitute a direct threat to the long-
term competitiveness of American manufacturing. 2/ As an alternative to
the import restraints, a number of steel users state that the VRA program
should be ended and a fair steel trade system be negotiated either country
by country or worldwide through the mechanisms of the General Agreements on
Tariffs and Trade. 3/

Although the majority of steel consumers expressing their views
concerning the effects of VRAs on their operations have cited negative
outcomes, certain steel consumers have benefited from the import relief
program and advocate its continuation, at least temporarily. For example,
Western region service centers appear to support the continuation of the
VRAs, expressing satisfaction that the VRAs have helped to reduce
volatility in the market by eliminating price-destabilizing surges of
imports. 4/ The Steel Service Center Institute (SSCI), a national
association representing about 85 percent of U.S. steel service centers,
has stated publicly that it supports a temporary (three-year) extension of
the VRAs. The SSCI recommends that the extension be accompanied by
modifications to avoid short-supply situations and negotiations to
establish a new international steel trade regime aimed at reducing
governmental interference in the steel market. 5/

1/ Ibid.

2/ 33 Metal Producing, p. 18, December 1988.

3/ The Journal of Commerce, "Steel Users, Producers Take Sides on Quotas,"
Dec. 6, 1988.

4/ Fieldwork conducted with west coast service centers in September 1988
and December 1988.

5/ American Metal Market, "SSCI Seeks Extension of Three Years," Feb. 7,
1989.
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An official of Gary Steel, ‘a west coast service center specializing
in steel plate, testified at the Commission hearing that the company had
been very profitable during the period of the VRAs, a time when it shifted
its sources of supply from foreign mills almost exclusively to domestic
facilities that offer lower price steel and more reliable and flexible
delivery service. 1/ The company feels that the VRAs have given order and
discipline to the west coast steel market by permitting controlled
quantities of steel to enter the United States (at any price) without the
possibility of market disruption caused by the filing of unfair trade
cases, a view shared by other west coast steel service centers. 2/

Indirect Effects of VRAs on Producers and Purchasers
VRAs as Future Export Option Rights

When exports to the United States under a given VRA fall short of the
annual export ceiling, the U.S. and foreign governments will typically
negotiate a partial or full carryover of unused export rights to the
following year's ceiling. From the U.S. standpoint, allowing a carryover
discourages exporters from feeling compelled to use or lose export rights
in the current year.

Carryovers from one year to the next, however, mean that VRAs that
appear to be nonbinding in a given year may be binding if one looks at a
period covering more than one year. In other words, exporters may intend
to use all currently available export rights, but not necessarily in the
current year. Thus, currently allocated export rights represent valuable
assets, since exporters most likely would expand overseas sales if
additional rights were made available. 3/ In order to export a unit of
steel, an enterprise must bear marginal production costs plus the
opportunity cost of using a scarce VRA export right. The export price must
cover both types of costs, and hence will often be higher than in the
absence of VRAs, even if the annual ceiling exceeds current annual
exports. 4/

1/ Transcript, p. 142, p. 149, and pp. 158-159. Shifts in purchasing
patterns were also reported by other steel consumers. Based on responses.
to the Commission's questionnaire, 21 out of 51 respondents indicated that
the VRAs had affected their ability to purchase steel products from
preferred sources. Less than five of those respondents whose purchasing
patterns were affected stated specifically that they had begun purchasing
more domestic products.

2/ Fieldwork conducted by Commission staff in September 1988 and December
1988.

3/ See, for instance, James E. Anderson, "Quotas as Options: Optimality and
Quota License Pricing under Uncertainty," Journal of International
Economics, August 1987, pp. 21-39.

4/ A 51mp1e mathematlcal model of VRAs that are blndlng over a number of
years is presented in app. K. It illustrates the various determinants of
the price premium caused by export rights allocated over time. 712
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Use of VRA Quota Rights

The steel VRAs are scheduled to expire at the end of September 1989.
Some U.S. producers allege that exporters are trying to fill current export
quotas in order to maintain a history of shipments in anticipation of the
possible negotiation of new agreements for 1990 and beyond. 1/ Other
market participants deny that this is occurring. 2/ VRA export ceilings
have typically been linked to historical export rates or market share.

The potential of fully using quotas now in anticipation of increased
VRA allocations of greater worth in the future depends on several factors.
For instance, exporters must believe that revenue earned would increase if
the VRA export quotas are expanded. 3/ Exporters must also believe that
their own governments will allocate VRA quota rights directly to existing
exporters rather than by other methods, such as by auction. 4/ Moreover,
the expected future benefits have to be sufficiently large and certain
relative to current losses to ensure that the discounted benefits of future
profits exceed the current cost of foregone profits entailed by this
strategy. Based on partial-year 1988 data provided by the U.S. Department
of Commerce, it is unlikely that exporters are trying to fulfill current
ceilings so as to increase renegotiated future ceilings. 5/

Investment Risk and Market Stability

Many steel producers and users, including some service centers,
contend that the VRAs, although not currently binding, help stabilize the
domestic market. 6/ Basically, VRAs in effect with nonbinding quotas limit
potential price reductions by imposing an upper bound on imports that would
be reached at a sufficiently low import price. To the extent downward
price movements are limited, holders of domestic steel inventory and owners
of capital specific to the U.S. steel industry reduce the downside risk of
unexpected capital losses.

In effect, when VRA quotas are nonbinding, VRAs offer valuable
insurance benefits to steel inventory and capital owners because steel
prices are implicitly subject to a lower bound. This insurance, however,
is not financed by premiums charged to the steel industry beneficiaries,

1/ American Metal Market, "Oregon Steel Counters Imports of Carbon Steel
Plate by Lowering Tags," Sept. 15, 1988.

2/ American Metal Market, "West Coast Mills in Plate Battle," Sept. 21,
1988.

3/ Technically, exporters will believe that revenue would be greater with
more export rights if they expect that future demand will be elastic, i.e.,
that a l-percent decrease in price would lead to more than a l-percent
increase in quantity purchased.

4/ The revenue benefits of auctioned quotas would.accrue to the exporter's
government, rather than to the exporter itself.

5/ See section titled "Effects of VRA Quantity Restrictions," Chapter 7.
6/ Information received during the course of Commission fieldwork.
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but rather is paid for by intermediate steel users. The insurance benefits
conferred by VRAs appear consistent with support for VRAs by the U.S. steel
industry and some U.S. inventory holders, 1/ the apparent nonbinding status
of the export quotas, and the expressed concern by domestic market partici-
pants about the relation between VRAs and market stability.

Short Supply Considerations

Although the VRAs to a large extent are not currently binding, export
quotas on. certain products from particular countries may be binding. If
binding quotas result in sufficiently severe material availability problems
for U.S. downstream producers, the Department of Commerce, upon applica-
tion, may grant a short-supply license for additional imports. Because of
this exemption procedure, potential supply shortages should not greatly
alter the general nonbinding status currently apparent in VRAs. Western
region short supply requests filed with the U.S. Department of Commerce
during the period of the VRAs are presented in table 7-2. As shown in the
table, the sheet and strip purchasers filed the largest number of requests,
although the slab purchasers filed requests for the greatest amounts of
tonnage. Insufficient domestic capacity was the reason most frequently
cited for a supply short fall, but in many instances approval was granted
for the purchase of a smaller tonnage than was requested.

Effects of Exchange4Rate Changes on Imports From VRA Countries

Since the initiation of the VRAs, the dollar has, on average,
depreciated against the currencies of major exporters of steel to the
United States. The effect of the depreciation on steel imports depends on
whether the quotas negotiated under the VRAs become binding or

1/ Other inventory holders, who might not support the VRA's, are primarily
importers who benefit more from lower import prices. 714
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Western region short supply requests, by product, 1985-88

Reason
Requesting Request Tonnage for
Product company date requested request Disposition
Short tons
Semi finished:
Slabs........... eeeeiaaas CsI November 1986 400,000 1 Approved 80,000 tons
SlabsS..eeeeennneeenecannns (o January 1988 210,800 2/ Approved 73,341 tons
Sheet and strip:
Certain tin—-free steel.... NAPP Systems, Inc. April 1986 3/ 2/ Approved &4,057.6 tons
January 1987 3/ 2/ Approved 3,782 tons
December 1987 3/ 2/ Approved 3,790.8 tons
Coater blade steel........ Pacific Hoe October 1985 4/ 85 S/ Approved 85 tons 6/
January 1987 4/ 140 5/ Approved 12 tons
December 1988 300 7/ Pending
Cold-rolled strip......... Terry Hinge and October 1986 41.5 7/ Denied
Hardware
Hot~dipped tin plate...... Weatheri Ll September 1985 165 S/ Approved 165.3 tons
September 1987 190 5/ Approved 209.4 tons
Hot-rolled bands.......... USS-POSCO, Inc. November 1986 274,000 8/ Wi thdrawn
Wire rod:
Rimmed wire rod.......... . Davis Walker May 1988 51,400 2/ Approved 5,580 tons
Wire products:
Certain wire rope......... whittaker Survival December 1986 17.9 7/ ‘Denied
Systems
Fabricated structural steel:
Certain telephone boxes... Pacific Bay September 1986 2.5 5/ Approved 34 tons 9/
Telephone
Railway products:
Certain railroad axles.... Southern Pacific October 1988 1,730 2/ Wi thdrawn
RR .
Pipe and tube:
16=inch line pipe......... Chevron January 1985 30,500 2 Denied .
26-inch line pipe......... ARCO January 1985 664 7/ Approved 664 tons
Certain line pipe......... Standard 0il July 1988 14,836 2/ Wi thdrawn
of Alaska

1/ Shortfall in domestic supply contracts.

2/ Insufficient domestic capacity.

3/ Not available.

5/ Not produced by domestic industry.

6/ Approval was for both companies.

7/ Specifications not met by domestic firms.
8/ Strike by domestic supplier.

9/ Approval is open ended.

Source: U.S. Department of Commerce.

4/ Request covered two companies; one in the West (Pacific Hoe) and another in the East.

Product is a historical item effectively exempted from VRA constraints.
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nonbinding. 1/ If the quotas were binding, then a depreciation of the
dollar might not cause VRA imports to decrease. 2/ However, if the quotas
are nonbinding, then a decline of the dollar would increase the U.S. market
share held by domestic steel producers relative to imports from all
countries. This latter occurrence has been illustrated by the current data
on quota levels and market share information analyzed.

An important question is whether the decline of the dollar was large
enough to cause the quotas to become nonbinding in 1987: A 1985 Commission
study 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. 3/ Since the quotas' initiation, the decline of the dollar
against the currencies from VRA countries has been larger than the
magnitude necessary to make the quotas nonbinding: between 1985 and 1987,
the dollar declined, on average, by 30 percent against the currencies of
VRA countries.

Table 7-3 shows real-exchange-rate indices for Japan and South Korea,
two major VRA-exporters of steel mill and fabricated steel products to the
United States. The depreciation of the dollar against the Japanese yen and
the South Korean won is of particular significance to this investigation
since these two VRA countries are the major sources of steel imports in the
Western U. S. market. For comparison, indices for three separate groupings
of currencies from VRA and non-VRA countries and the EC are also presented
in table 7-3. 4/

1/ The quotas established under the VRAs are binding if they are being
filled and nonbinding if the level of imports falls below the negotiated
ceilings.

2/ In this case, increases in the level of domestic steel shipments and
market share would come from the displacement of non-VRA imports and
imported products that were good substitutes with domestic steel.

3/ See U.S. International Trade Commission, The Effects of Restraining U.S.
Steel Imports, USITC Publication 1788. A quota on imported steel would
cause imports to receive a price premium in the domestic market. The 1985
ITC investigation estimated the price premium caused by the VRA quotas to
be 8.9 percent.

Theoretically, a depreciation of the dollar that is larger than the VRA-
price premium would cause the price of domestic steel products in the U.S.
market to fall relative to both VRA and non-VRA imports and the level and
market share of steel imports from both country groups to decline.
Conversely, if the decline in the dollar were less than or equal to the
VRA-price premium caused by the quotas, the level of VRA imports would
remain unaffected. The quotas would remain filled, and only the price
premium received by VRA imports would be reduced by the dollar's
depreciation. See USITC Publication 1788 for further discussion of this
topic.

4/ See app. L for a discussion of the construction of the real-exchange-
rate indices for the three groupings of currencies from the EC, the VRA,
and the non-VRA countries, 7-16
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Table 7-3

Real-exchange-rate indices 1/ for currencies of major exporters of steel
mill products and certain fabricated steel products against the U.S. dollar,
quarterly, 1984-88.

South VRA Non-VRA

Year and quarter Japan Korea EC countries countries
1984

January-March------ 100.00 100.00 100.00 100.00 100.00

April-June-—--=--== 100.19 100.71 99.29 = 100.05 101.96

July-September——---- 105.12 101.15 105.47 104.53 103.20

October-December--- 106.30 101.90 109.48 106.45 103.46
1985:

January-March—-—---- 110.01 104,11 114.73 110.03 105.10

April-June---—=---= 108.42 107.61 107.44 107.51 105.26

July-September—---- 103.81 108.62 99.53 102.59 102.71

October-December---  93.37 109.70 92.51 95.31 102.49
1986:

January-March------ 85.13 108.63 86.83 89.64 101.03

April-June-———----- 78.50 108.87 83.33 85.98 99.84

July-September—----- 73.49 106.69 78.74 81.95 99.78

October-December---  76.67 106.30 77.24 82.33 100.45
1987:

January-March----—- 74.64 105.50 72.30 80.66 96.62

April-June————------ 71.21 102.55 71.71 77.59 95.64

July-September—---- 73.23 101.08 73.62 78.83 96.38

October-December---  68.21 100.04 68.26 74.50 93.10
1988: '

January-March------ 65.38 95.52 67.15 72.85 91.04

April-June--------- 65.54 92.67 69.01 72.03 89.23

July-September—---- 70.06 91.55 2/ 2/ 2/

1/ The real exchange rate was calculated by multiplying the number of units
of currency per dollar by the quotient of the U.S. wholesale price index and
the foreign wholesale price index. In those cases where the wholesale price
index was not available, the consumer price index was used. The base period
used in the calculation of the real exchange rate index was Jan.-Mar. 1984.
See app. J for a discussion of the construction of the real-exchange-rate
indices for the groupings of currencies from the EC and VRA and non-VRA
countries.

2/ Not available.

Source: International Monetary Fund and U.S. Department of Commerce, Bureau
of the Census.
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During most of the period that the VRAs were in effect, the dollar
declined against the currencies of Japan and South Korea, and, on average,
declined against the currencies of the EC and VRA and non-VRA countries.

In addition to showing very similar trends over time, the movements of the
dollar against the yen and the grouping of EC currencies showed the largest
declines., Also, the decline of the dollar was larger against the
currencies of VRA countries than against the currencies of non-VRA
countries. Table 7-4 shows the dollar's decline against the currencies of
Japan, Korea, the EC, VRA- and non-VRA countries between 1985 and 1987.

Table 7-4 :
Average real-exchange-rate indices for currencies of Japan, South Korea,
the EC, VRA countries and Non-VRA countries against the U.S. dollar, 1985
and 1987 .

Percentage
Item 1985 1987 change
----- Index-——-—- Percent
Average real-exchange-rate indices: 1/
Japan...... Ceeeeereeeene ceseraeeesssss 103.90 71.82 -30.88
South Korea...eevvveeenn. ceesseseasess 107,51 102.29 - 5.22
O ceeeeiesesssesss 103,55 71.47 .=31.00
VRA countrieS.......coue.. ceeeesesess. 103.86 77.90 -30.00
Non-VRA countries.......cevvvennconens 103.89 95.44 - 8.13

1/ Base period for indices is January-March 1984.

Sources: International Monetary Fund, U.S. Department of Commerce, and
U.S. International Trade Commission, Monthly Report on the Status of the
Steel Industry, March 1988.

Effects of VRAs on Steel Prices

During the initial period of the steel trade restraints, in
particular 1985 through 1986, the price of steel in the U.S. market was
higher than it would have been without the existence of the VRAs. In a
1985 study, for instance, the Commission found that the then-binding quotas
led to a 9-percent increase in the price of imported steel and a l-percent
increase in the price of domestic steel. On average, in 1985, steel prices
are estimated to have risen by 3 percent as a result of the VRA program. 1/

More recently, specifically 1987 and 1988, there have undoubtedly
been instances in which prices of certain steel products from certain
countries have risen as a result of the steel trade restraints
(semifinished steel appears to be an example); however, the increase in

1/ The Effects of Restraining U.S. Steel Imports on the Exports of Selected
Steel-Consuming Industries, USITC Publication 788, December 1985, table %%E
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both import and domestic prices in 1987 and 1988 occurred principally at a
time when the steel VRA quotas were becoming less binding, or nonbinding
(see section entitled "Analytical Results"), raising questions as to the
actual effect the measures could have had on steel prices. Despite the
possibility that the VRAs may be binding over time, rather than within a
single year (see app. K), imports from countries covered by the agreements
fell so significantly short of VRA ceilings in 1988 that it appears
overwhelmingly likely that the current price effect of the VRAs, if any, is
negligible. 1/ Alternatively, information developed by the Commission
suggests that other factors, such as the decline in the value of the dollar
against 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 in 1987
and 1988. 2/ .

As to the magnitude of the price increases, data collected from steel
purchasers located in the Western U.S. region 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 (table 7-5); the

1/ David J. Cantor, in his Mar. 15, 1988, Congressional Research Service
study, Steel Prices and Import Restraints, concluded with respect to 1987
that,
The argument can be made that domestic steel buyers were able
to obtain as much imported steel as they wanted before being
confronted by the import barriers. ... While there is a possi-
bility that the quota regime of the steel program could result
in product shortages, the fact remains that for all steel prod-
ucts taken together, the VRA countries are not filling their
quotas in 1987.

Pages 1-2, 15. In addition, Cantor extended this observation to 1988 in a

Feb. 3, 1989, report. See David J. Cantor, Steel Imports: Are the VRA
Countries Filling Their Quotas?, Congressional Research Service, Feb. 3,
1989.

Moreover, in 1987 and 1988, U.S. spot prices do not systematically
exceed spot prices in Japan, at the German-French border, or in Canada.
This relationship appears inconsistent with the direct price premium that
would be attributable to binding VRAs. See Paine Webber's World Steel
Intelligence, Steel Price Track #26, Sept. 29, 1988, especially graphs on
PP. 23-26, and supporting tables.

2/ See David J. Cantor, Steel Prices and Import Restraints, Congressional
Research Service, Report No. 88-204 E, March 15, 1988, and Putnam, Hayes, &
Bartlett, Inc., Government Policies and the Domestic Steel Industry, Cam-—
bridge, Massachusetts, May 1987. In addition, several interested parties
provided testimony to the Commission supporting the argument that VRA's
have not had a significant effect on the price of steel imported from VRA
countries: Prehearing brief of Geneva Steel at 32-34 and written statement
of the American Iron and Steel Institute at 14,
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Table 7-5

Western U.S. steel prices: Changes in lowest price quotes to purchasers
for imported and domestically produced steel, by products, between June 30,
1983 and Sept. 30, 1988

Change in price quotes
Carbon steel product Imported Domestica roduced
Percent
Semifinished shapes.......... 1/ 1/
PlateS.ceeercreeverocnnccnons 35 23
Uncoated sheets..veeeeeeenns . 34 19
Tinplate....veeeeeeenns ceveen -3 12
Galvanized sheets........ cees 2/ 11
2 of - 7.1 14
Wire rods.ceeeeecennn cevenese 27 18
Wire products........ ceveenens 1 12
Structural shapes............ 33 ' 13
Pipes..... ] & 20

1/ Confidential.
2/ Not available.

Source: Compiled from data submitted in response to questionnaires of the
U.S. International Trade Commission. See app. M (tables M-1 through M-4)
for more detailed information.

increase in the lowest price quotes from domestic producers, however, was
significantly lower, ranging from 10 to 25 percent for most products. 1/

As indicated above, most of the price increases occurred during 1987
and 1988, as the effects of the VRAs were diminishing. One likely
explanation for the price increases is the increase in worldwide demand for
steel that occurred during this later period of the steel restraint
program. An examination of industrial production in major developed
countries shows that activity increased by about 21 percentage points from
1983 to mid-1988 (see app. M, table M-5). This increase was accompanied by
a corresponding increase in demand for steel products, the result of which
is reflected in a 19-percent increase in steel production during the period
(see app. M, table M-6).

A number of analysts familiar with the industry worldwide have
indicated that the peak production levels reached during 1987 and 1988 may
well represent the maximum level of steel that could be produced by the
industry under current conditions (i.e., without a costly restarting of
idled facilities and an expansion in employment levels; without clear
indication that demand will continue to maintain the levels reached in

1/ Data collected from steel producers parallels that supplied by the

urchasers (see app. M).
p PP 720
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1987-88, it is unlikely that producers would take actions to expand their
current production capability).

The increase in prices during 1983-88 is not restricted to steel
alone. 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. Further, price changes (in dollar terms)
were not restricted to the United States, as home-market prices in other
major producing countries increased at an equal or greater rate (table
7-6) .

Table 7-6 _
Steel prices: Home-market prices of cold-rolled steel coil, by countries,
as of October 1983 and September 1988

As of As of
October September Percentage
Country 1983 1988 change
———————— Per short ton-————-—-—--
Canada.c.eeeeeecsossancnnns $420 $502 20
] 338 451 33
Japan:
Dealer...ceeeeeeennns eees 384 596 55
Big buyer 1/..cceivuvenns 391 643 64
United States.......oev.. .o. 420 502 20

1/ "Big buyer" prices are those quoted to big contract buyers (such as the
automobile industry) in Japan. '

Source: PaineWebber Inc., World Steel Dynamics, Steel Price Trak, various
issues.

In addition to the increased world demand balance, the changes in the
value of the dollar that occurred during the period would also explain a
large portion of the observed price increases (see section titled "Effects
of Exchange Rate Changes on Imports from VRA Countries"). As the dollar
declined, foreign producers became less active in the U.S. market, with
sales becoming less profitable. Under these conditions, price increases
would normally occur. An examination of trends in the unit value of
Japan's exports to the United States and other countries indicates that
similar increases occurred which lends further evidence that the trade
restraints were not a major cause of the price increases which occurred
during the past two years (table 7-7). Figure 7-1 illustrates the
relationship between steel production levels, import prices, domestic steel
prices, and exchange rates during 1983-88.
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Table 7-7

Japanese exports: Percentage change in the dollar unit values of exports
to the United States and other countries, by products, January 1983 to
July-September 1988 1/

Exports to the Exports to
Product United States Other countries
Cold-rolled sheets......... 29 38
Galvanized sheets.......... 26 _ 60
Heavy structural shapes.... 36 58

1/ See app. M; table M-7 for more detailed information.

Source: Compiled from Japanese trade statistics.

Also, any improvements in the competitive position of U.S. steel
products in the domestic market resulting from the depreciation of the
dollar would be reflected by increases in the prices of imported steel
relative to those of U.S. steel. This did occur, as the price of imported
steel increased relative to the price of domestic steel during the dollar's
depreciation as would be expected. 1/ Table 7-8 presents the change in
unit values of steel products imported from these countries relative to the
unit values of steel products of Eastern and Western U.S. producers. Data
collected from steel consumers, which solicited price quotes from both
domestic and foreign sources, lend further support to this. During 1983-
88, the differential in price quotes fell by 5 to 10 percentage points in
most products. During 1988, domestic price quotes were lower than import

1/ See also Cantor, Steel Prices and Import Restraints. Relative prices
observed in trend data usually do not adjust by the full magnitude of the
dollar's movement. See Rudiger Dornbusch, "Exchange Rates and Prices,"
American Economic Review, March 1987 for further discussion on the

adjustment of relative prices to exchange rate movements. .39
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Figure 7-1
Prices and exchange rates: Purchase price indices for domestic and imported uncoated steel sheet and

strip,' real exchange rate indices for VRA countries, and raw steel production in selected countries? by
specified periods, 1984-88.
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Source: Complled from official statistics of the Department of Commerce, data submitted In response to question-
naires of the U.S. International Trade Commission and the data of the International Iron and Steel Institute.
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quotes in certain cases, and less than 5 percent greater than import quotes
in most other products (see app. M).

Table 7-8

Unit values of steel imports from Japan, the EC, Korea, VRA countries, and
non-VRA countries relative to unit values of domestic shipments of Western
and Eastern U.S. steel producers, 1985 and 1987 1/

Shipments of Western Shipments of Eastern
U.S. producers U.S. producers
Relative unit Relative unit
Product and values 2/ Percentage values 3/ Percentage
country : 1985 1987 change 1985 1987 change
Plate .
Japan.ceeseesecas 1.25  1.39 11.25 1.00 1.15 14,99
o .83 .85 2,76 .67 .71 6.21
Korea...oeoeeenen .76 .86 13.07 .61 .72 16.88
VRA..... Ceeeenenn .77 .83 7.55 .62 .69 11.16
Non-VRA.......... .89 .89 .52 .71 T4 3.90
Sheet and strip:
Japan....eee..... 1.04 1,09 4,80 .95 .98 2,85
ECivivrvennonanns .81 .86 6.75 T4 .78 4,76
Korea....ooevunen .78 .83 6.28 .72 .75 4,31
VRA..vvvnvens ... .88 .94 7.30 .80 .84 5.30
Non-VRA.......... .83 .88 6.52 .76 .79 4.54
Bars: .
Japan..eeeeeeeces 1.48 1.44 -2.17 .90 .92 2,40
o . 1.35 2.63 93.93 .82 1.67 102.98
Korea...ev... cee. .86 .96 11.64 .52 .61 16.85
VRA. ivveveeennnns 1.20 1.75 45,10 .73 1.11 51.87
Non-VRA.....ovvn. 1.29 1.16 -9.54 .78 T4 -5.32
Wire rod:
Japan...eeeeeee.. 1.20 1,52 27.03 1.01 1.10 8.88
ECovivenens cesees 1,03 1,30 26.95 .87 .95 8.82
Korea....eeoevvnn 1.17 1.50 28.28 .99 1.09 9.95
VRA..evoeeeennnnne .97 1.23 27.35 .82 .89 9.15
Non-VRA..... coene .97 1.04 7.88 .82 .76 -7.53
Wire:
Japan....eeees0.. 1,10 1.09 -1.19 T4 .88 20,20
] N 1.10 1.20 8.48 T4 .97 31.96
Korea...ooeeense. .85 .96 12,57 .57 .78 36.94
VRA...ovvoveeessss 1,06 1,11 5.15 .71 .90 27.90
Non-VRA.......... .98 .89 -9.54 .66 .72 10.04
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Table 7-8--Continued

Unit values of steel imports from Japan, the EC, Korea, VRA countries, and
non-VRA countries relative to unit values of domestic shipments of Western
and Eastern U.S. steel producers, 1985 and 1987 1/

Shipments of Western Shipments of Eastern
U.S. producers U,S. producers
Relative unit Relative unit
Product and values 2/ Percentage values 3/ Percentage
country 1985 1987 change 1985 1987 change
Structural steel:
Japan...... cesees 0.84 0.56 -33.81 0.85 0.83 -2.30
.90 .64 -28.96 .91 .95 4,86
Korea..eeeuvueennn 1.04 .82 -21.67 1.05 1.22 15.61
VRA..ovvenenn vese. .88 .61 -30.80 .89 .91 2.14
Non-VRA...covevns 1.31 .99 -24,17 1.32 1.48 11.93
Pipes and tubes:
Japan....ceeeennn .87 <80 42 .81 .78 -3.66
ECiiveennnnnnnnns .79 .75 -4,11 .73 .74 .87
Korea..eevevennns .59 .60 2.88 .55 .59 8.23
VRA. ieveeeenennns 74 .70 -5.41 .69 .69 -.49

Non-VRA....ccvuv .72 .62 -13.50 .67 .61 -9.01

1/ Unit values for both imports and domestic shipments of steel were
calculated by dividing value by short tons. Imports consisted of carbon
steel products while domestic shipments consisted of carbon, alloy, and
stainless steel products. In addition, within categories, there is variation
in the product mix among import sources. For instance, the product mix of
wire from Japan is different from the product mix of wire from Korea.
Nonetheless, the change in ratios between 1985 and 1987 is indicative of the
movement of relative unit values, and prices, during this period.

2/ Relative unit values are unit values of foreign steel products relative to’
unit values of domestic shipments of steel products by Western U.S.
producers.

3/ Relative unit values are unit values of foreign steel products relative to
unit values of domestic shipments of steel products by Eastern U.S.
producers.

Source: Compiled on the basis of data of the U.S. Department of Commerce,

Bureau of the Census and data received in response to Commission
questionnaires.
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Methodology 1/

An extension of the VRAs beyond 1989, at the VRA-countries'
prevailing market share, may well result in the export quotas becoming
binding in a future year. 2/ The focus of this methodology is on
estimating when extended VRAs would become binding under various scenarios.

The VRA program is designed to limit imports from subject countries
to no more that 18.5 percent of the U.S. steel market. Over a long period
of time--17 years in the time series used in this analysis (1971-87) --
domestic production has declined at a faster average annual rate than has
domestic consumption. 3/ This implies that the share of the U.S. market
made up of imports, VRA and non-VRA combined, has risen over this period.
By extending the long-term trend, it is possible to project what share of
the U.S. market will consist of imports in future years.

In conducting the analysis, we assumed that the latest observed ratio
of VRA imports to non-VRA imports would remain unchanged. This assumption
leads to a less distant estimate of when the VRAs would become binding
because some substitution of non-VRA imports for VRA imports, increasing
the ratio of non-VRA to VRA imports, would be likely. 4/

In addition to estimating when the VRA's would become binding if
long-term production and consumption trends continued, we also performed
the estimates under two alternate scenarios. First, within the 17-year
time series, we selected the four-year period in which steel imports grew
most rapidly and estimated when the VRAs would become binding if import
growth resumed that rate. The fastest import growth took place between
1980 and 1984, a period corresponding roughly to the most rapid
strengthening of the dollar. Second, we selected the four-year period in
which the growth of imports was slowest, namely, between 1971 and 1975.
Since import growth during this period was negative, if the growth rate

1/ A technical exposition of the methodology is given in app. N.

2/ The request from the Committee on Ways and Means, which is reproduced in
app. A, directed the Commission to conduct its analy51s under this
assumption.

3/ Long-term decline in consumption appears most strongly linked to techno-
logical progress that has facilitated the substitution of other materials
for steel. Year-to-year changes in consumption that include deviations
from trend are, by contrast, most strongly 1nf1uenced by the business
cycle.

Long-term declines in productlon have been spurred by the decline in
demand and increased supply from the rest of the world. Year-to-year
changes in product, which include deviations from trend, are strongly
influenced by the historic strength or weakness of the dollar vis-a-vis our
trading partners.

4/ On the other hand, VRA coverage might well be extended to include
imports from countries not currently subject to VRA agreements, as has
happened in past years. We did not assume this because we were asked to
analyze an extension of the VRAs in their present form. 7.26
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then prevailing were to resume, the VRAs would never become b1nd1ng unless
domestic consumption fell even faster than imports.

Finally, if the quotas were binding, the effect of the VRAs would
generally be to increase the quantity of labor employed by the steel sector
and to decrease the quantity of labor employed by downstream sectors that
‘use steel as a factor of production. Since the VRA quotas were not binding
in 1988, there were no calculated effects on labor employment in the
Western United States in the steel sector or in the downstream industries
that use steel as a factor of production. 1/ However, as noted above, the
VRAs may become binding because of growth in the market share of imports
from VRA countries. Therefore the effect of a 1 percent increase in the
price of steel--induced by VRAs that might be binding in future years--on
the employment of labor in the Western U.S. steel industry and in important
Western downstream industries was estimated using 1986 employment and
production data as the baseline.

Ana ical Results

During the initial years of the VRAs, binding limitations on imports
acted to increase prices of both imported and domestic steel products.
Specifically, the quotas directly increased the price of steel during the
period from their initiation, in 1984, through 1986/87 (i.e., during the
period when they were binding). In a 1985 study, the Commission assumed
that the then-blndlng quotas reduced imports by 30 percent. This, in turn,
led to a 9-percent increase in the price of imported steel and a
corresponding l-percent increase in the price of domestic steel, which
consumers view as partially substitutable for imported steel. On average,
in 1985, steel prices rose by 3-percent as a result of the VRA program. 2/
However, the focus of our analysis in this investigation is the more recent
effect of the VRAs. The principal conclusion of this study's analysis is
that the VRA quotas were nonbinding for certain product categories in 1987
and non-binding for all product categories in 1988. Therefore, for those
product categories where the quotas were nonbinding, the VRAs had no direct
effect on steel prices in the Western United States, or for that matter, on
steel prices elsewhere in the United States. For instance, on a global
basis, the quotas were totally binding only for semifinished steel and
plates in 1987. 1In 1988, from projections constructed from U.S. Department
of Commerce data, the quotas appear to have been nonbinding on a global
basis for all product categories.

1/ As noted above, if the carryover of unused quota rights to subsequent
years is allowed, then VRAs that appear nonbinding in a given year may be
binding over the entire period that the VRAs are in existence. However,
this is unlikely to have occurred in 1988. For further discussion on this
topic, see app. K.

2/ USITC, The Effects of Restraining U.S., Steel Imports on the Exports of
Selected Steel-Consuming Industries, USITC.Publication 1788, December 1985,
table 12,
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Any observed increase in the price of domestic and imported steel in
the last two years appears to have been primarily the result of the
dollar's depreciation and rising worldwide demand for steel during this
period. Consequently, during the last two years, the VRAs did not have a.
direct effect on wages or on employment levels in the Western U.S. 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. One
important question remains, however: When might the VRAs, at their current
level, become binding? Our analysis focuses on when the quotas might
become binding if they are extended beyond 1989 at their 1989 level.

First Scenario: Average Import Growth

If steel imports were to continue to grow at 1.1 percent a year, the
average annual rate observed during the 16 years between 1971 and 1987, the-
VRAs would not become binding until 1997. This estimate assumes, as noted
in the methodology, that the ratio of VRA to non-VRA imports remains
unchanged from 1988. 1/

Second Scenario: Fast Import Growth

If, instead, steel imports were to grow at 3.7 percent a year, the
annual rate observed between 1980 and 1984, then the VRAs would become
binding as soon as 1990. Imports were increasing at a faster rate during
this period than during any other period of four or more years in the
overall 1971-87 annual time series. This period also coincided with the
greatest appreciation of the dollar during the entire 16-year timeframe.
Between the first quarter of 1980 and the first quarter of 1984, the dollar
appreciated in real terms by 25 percent. 2/ For the second scenario to be
plausible, the dollar would have to recover strongly against the currencies
of important U.S. trading partners.

1/ In this first scenario, as in the other two that follow, it is assumed
that domestic output will grow at the average annual rate that was observed
during the selected time period. For the first scenario's time period,
1971 to 1987--the period selected to reflect average import growth--
domestic steel output declined at an average annual rate of 2.5 percent.
For scenario two--the period selected to reflect fast import growth--
domestic output declined at an average annual rate 4.7 percent. Finally,
for scenario three--the period selected to reflect import decline--domestic
output declined at an average annual rate of 3.3 percent.

2/ W. Michael Cox, "A Comprehensive New Real Dollar Exchange Rate Index,"
Economic Review, March 1987, Federal Reserve Bank of Dallas.
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Third Scenario: Import Decline

Finally, if steel imports were to decline at 0.9 percent a year, the
annual rate observed between 1971 and 1975, then the VRAs would never
become binding. Import growth rates were at their lowest during this
period. Further, during this period the dollar depreciated in real terms
by 20 percent. 1/

Employment Effects

Since the VRA quotas were not binding in 1988, there were no
resulting effects on labor employment in the Western United States in the
steel sector or in the downstream industries that use steel as a factor of
production. 2/ In future years, however, the VRAs may become binding
because of growth in the market share of imports from VRA countries, or
because VRA quotas are renegotiated. This section presents estimates for
the steel industry and important Western downstream industries of the
employment effect of each l-percent increase in the price of steel induced
by VRAs that might be binding in future years.,

Table 7-9 presents the estimated increase in labor employment in the
primary iron and steel sector and the heating, plumbing, and fabricated
structural metal products sector that would result from a l-percent
increase in the price of steel. 3/ The increases were estimated under two
different assumptions: first, where the elasticity of domestic supply (eq)
was assumed to be 1.38, and second, where the elasticity of domestic supply .
was assumed to be 3.5. 4/

1/ Ibid.

2/ For a discussion of the effects of the VRAs on labor employment during
the period when the quotas were binding, see Jose A. Mendez, "The Short Run
Trade and Employment Effects of Steel Import Restraints,”" Journal of World
Trade Law, vol. 20, No. 5, September/October 1986 and Arthur T. Denzau, How
Import Restraints Reduce Employment, Publication No. 80, Center for the
Study of American Business, Washington University, St. Louis, June 1987.

3/ These sectors correspond to the steel sector classifications in "The
Input/Output Structure of the U.S. Economy," Current Survey of Business,
March 1977,

4/ The elasticities of supply were taken from Crandall, The U,S, Steel
Industry in Recurrent Crisis, and Jondrow, The Impact of International
Trade and Investment on Employment. This range, in addition to having a

basis in the literature, is wide enough so that it very likely encompasses
the "true" supply elasticity.
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Table 7-9

Estimated range 1/ of the employment effects (the increase in the number of
jobs) in the Western U.S. steel sector resulting from a l-percent increase
in the price of steel

Input/output Effects
Industry Lower Upper
No. Industry sector range range
37 Primary Iron and Steel......... 650 1,640
40 Heating, plumbing, and

fabricated structural

metal products...... ceceecsne 800 2,060

1/ Ranges correspond to the lower range and upper range of the steel
industry's supply elasticity, 1.38 and 3.5, that were used to make these
calculations.

Source: Compiled by the staff of the U.S. International Trade Commission
from data provided by the Bureau of Labor Statistics and the U.S.
Department of Commerce.

‘ In 1987, the largest sectors that were downstream users of steel in
the Western United States were, in descending order, construction and
contractors, containers, rail transportation, and machinery. Therefore,
these industries would experience the largest declines in employment as the
result of an increase in steel prices. These industries accounted for 83
percent of steel consumption in the Western U.S. market. Table 7-10
presents the estimated declines that would occur in the corresponding two-
digit input/output sectors for these industries. In addition, the
estimates were made under two different assumptions: first, where the
elasticity of demand (ngq) for the final product is inelastic, -0.5, and
second, where the elasticity of demand was moderately elastic, -2.0. 1/

1/ The range for the elasticity of demand, -0.5 and -2.0, is wide enough so
that it probably encompasses the "true" demand elasticity. 730
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Table 7-10

Estimated range 1/ of the downstream employment effects (decrease in the
number of jobs) in the Western United States resulting from a l-percent
increase in the price of steel

Input/output Effects
Industry Lower Upper
No, . Industry _range range
11-12 Construction 1/........ cveseeeses 1,220 6,040
39 Metal containers....ceeceseesccas 30 130
65 Transportation and

warehousing.....ovveevveseeeees - 20 90
58 Miscellaneous electrical,

machinery, and supplies..cee... 0 10

1/ Ranges correspond to the lower range and upper range of the downstream
industries' demand elasticity, -.5 and -2, that were used to make these
calculations.

2/ Labor employment and output data from the Bureau of Labor Statistics
were available only for the aggregate "construction" industry. However,

- input/output (I/0) coefficients from the Department of Commerce were not
available for this same level of aggregation. Rather, I/O coefficients
were available for the industry categories "new construction" (I/O 11) and
"repair and maintenance construction" (I/0O 12). 1I/O 11 has a higher steel
input coefficient than I/O 12. Using the available coefficients, it was
assumed that all of the labor employment in construction was either "new"
or "repair and maintenance," and low and high estimates of employment loss
were constructed. That is, the steel input coefficient for I/O 12 was used
for the entry under "lower range" (ng=-.5) and the steel input coefficient
for I/0 11 was used for the entry under "upper range" (ng=-2). In reality,
the loss in employment in the construction industry falls between this low
and high range,

Source: Compiled'by the staff of the U.S. International Trade Commission

from data provided by the Bureau of Labor Statistics and the U.S.
Department of Commerce.
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CHAPTER 8. ECONOMIC IMPLICATIONS OF CONTINUATION OF THE STEEL VRAs

Effect on Supply Patterns

Importers

Should the VRA program be continued in its present form, its effect
on imports would depend on whether or not the quotas were binding. As
discussed in the section entitled "The Economic Effects of the Steel VRAs
on the Western United States," the quotas were not binding in 1987 and
1988, If the VRA quotas remain nonbinding in the foreseeable future, then
VRA continuation would generally have no direct effect on the Western U.S.
market. It could have an important indirect effect, however, to the extent
that the program precluded U.S. producers from filing unfair trade cases
against VRA countries, and thereby permitted increased imports of
subsidized and/or dumped imports. -Were quotas to become binding,
effectively limiting imports from VRA countries, then it is likely that
non-VRA suppliers would continue to increase their share of the Western
U.S. market.

Western and Eastern Suppliers

To the extent that the VRA quotas are binding, the restraints provide
domestic producers with an opportunity to increase their shipments. Their
ability to accomplish this depends on the existence of sufficient capacity
to adequately supply Western region demand.

Within the past decade, the U.S. steel industry has progressively
reduced its ability to produce semifinished steel (i.e., raw steel) by over
20 percent, or 30 million tons, as producers have chosen to lower costs and
maximize the efficiency of their facilities by eliminating inefficient
operations. Excess steel refining capacity has been permanently shut down
by firms as they seek to adjust to changing competitive conditions. 1/
These closures, combined with potential increases in internal consumption
of semifinished products by raw steel producers, could create a tight
supply situdtion for Western U.S. producers whose operations depend on
purchased semifinished and flat-rolled products. 2/

Effect on Supply

Western producers that rely to a certain extent on imports to supply
their raw material requirements have experienced a mixed effect with the
VRA program. During the period of the VRAs, some of these companies have
at times been unable to acquire adequate amounts of steel for further
processing, which they state has adversely affected their ability to meet

1/ Annual Survey Concerning Competitive Conditions in the Steel Industry
and Industry Efforts to Adjust and Modernize, USITC Investigation No. 332-
209, September 1988, pp. 72-73. :
2/ To alleviate such a situation, producers may petition for a short supply
waiver, as discussed in the section entitled "Effect on Supply," Chapter 8.
8-1
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customer needs. 1/ The short supply provisions of the agreements, however,
provide a vehicle for relieving specific imbalances, 2/ although they do
pose a cost to petitioners in terms of the time and expense associated with
making a request, and the uncertainty and opportunity costs that may be
associated with delays in obtaining products needed to meet production
schedules. '

Effect on Investment

Continuation of the VRA program would most likely facilitate further
modernization efforts by Western producers either through continuation of
ongoing programs or through investment in new projects. During the period
of the VRAs, producers have undertaken numerous investments in facility
improvements. 3/ The VRAs have encouraged such improvements by limiting
imports, thereby reducing the degree of risk affecting investment decisions
in the Western market and allowing Western producers greater access to
funds for capital improvements. Continuation of the VRAs would enhance
steelmakers' ability to borrow funds for future modernization by providing
them, and their lenders or investment partners, with a form of "insurance"
against potential price reductions that could result from unlimited
‘imports.

New investment in U.S. facilities by foreign producers of steel, such
as Japan and Korea, may also be influenced by the status of the VRA
program. These countries are currently involved in a number of joint
ventures in the United States, including the USX-POSCO venture undertaken
by Korea and the United States in Pittsburg, CA. A number of potential
incentives exist for joint venture participation, including access to
foreign capital and domestic employment for the U.S. partner, and access to
the U.S. market for the foreign partner. Joint venture participation
within the Western region may help to ensure completion of modernization
efforts.

1/ "Short Supply Approval Process Upsets Domestic Steel Industry," American
Metal Market, Mar. 18, 1988.

2/ Companies may file short supply requests with the U.S. Department of
Commerce in an effort to gain access to greater quantities of imported
steel (generally raw material supplies). Approval of a short supply
request results in domestic producers being given the initial opportunity
to supply the additional quantities demanded; if they are unable to fulfill
the demand, then the purchaser is permitted to import the required steel
products in excess of the VRA ceiling. See also section of report titled
"Short Supply Considerations," Chapter 7.

3/ These investments are described in the section of this report titled
"Direct effects of Binding Quotas on Western Steel-Producing Industries,"
Chapter 7. 82



8-3
Effect on Unfair Trade

Under the VRA program, import levels are limited in quantity but
there are no bounds on the prices at which imports may be sold in the
United States. The system thereby permits the sale by foreign producers of
subsidized or less-than-fair-value steel products in the U.S. market. 1/
Retaliation (i.e., the filing of antidumping or countervailing duty suits)
in the event of VRA continuation is not likely because it could lead to
material alteration of the VRA system.

The more binding the VRA quotas, the greater the protection from
increased import levels afforded to producers and the lower the relative
benefit of the alternative form of relief (i.e., unfair trade cases).
However, in instances in which quotas are nonbinding (i.e., unfilled),
there would be greater relative benefit to producers were they able to
secure relief under the unfair trade laws.

Effect on Prices

The effect on prices of VRA continuation would depend on the extent
to which the quotas were binding, or filled. Binding quotas would most
likely cause prices to rise in response to restricted supplies. Prices
have risen during the period of the VRAs, with increases during the
agreements' early years (1985-86) likely the result of binding quotas.
However, more pronounced price increases occurred during a time when the
VRA quotas were not binding, implying that other factors, such as the
decline in the value of the dollar relative to major foreign suppliers'
currencies, and the rise in demand for steel worldwide, contributed to the
price increases. In the event of VRA extension, if the quotas remain
nonbinding, then they will not likely have any effect on steel prices.

1/ Information received in response to Commission questionnaires. 8.3
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APPENDIX A

REQUEST LETTER FROM THE HONORABLE DAN ROSTENKOWSKI, CHAIRMAN OF THE
COMMITTEE ON WAYS AND MEANS, U.S. HOUSE OF REPRESENTATIVES
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The Honorable Ann Brunsdale

Acting Chairman

U.S. International Trade Commission
501 E Street, N.W.

Washington, D.C. 20436

Dear Madam Chairman:

On behalf of the Committee on Ways and Means, I request that
the Commission conduct a study pursuant to section 332 of the
Tariff Act of 1930 on the Western U.S. steel market. The study
should analyze market conditions and assess the economic effects
of the voluntary restraint agreements (VRA's) on steel-producing
and steel-consuming industries in the Western region.

As you know, the volume of steel which can be imported into
the U.S. market is currently restricted through a series of bilat-
eral VRA's which were negotiated by the U.S. Government with most
major foreign steel suppliers. - Of particular interest to the
Committee are the effects which the restraints are having on both
steel-consuming and steel-producing industries in 12 Western
States.

In assessing market conditions and the effects of the VRA's,
Please address the following issues: ~

-= Structural changes which have occurred in the Western
steel industry in recent years, including developments in
Western States' capacity to produce the steel products
listed below;

-= Consumption of steel mill products in the Western region:

-- Patterns of supply to the Western region (i.e., the
changes in market share of imports froam both VRA and non-
VRA countries, Western regional production, and nonre-
gional U.S. production in the market):

-- Factors limiting the use of domestically-produced steel
manufactured outside the Western region, including
industry transportation costs relative to other regions:

A-2
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-= 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 expensas:;

-- Isgsues 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

-- Economic implications of continued import restraints on
producers of steel products subject to the VRA's and
selected major stocl-consuninq industries in the Western
region.

To the extent feasible, the investigation should provide
product-by-product market information on a nonconfidential basis,
on the following products: semifinished steel, plates, sheets and
strip, bars, wire rods, wire and wire products., struetural shapes
and units, rails and railway products, and pipes and tubes, The
Western region should include California, Cregvh, Washington,
Idaho, Utah, Nevada, Arizona, New Mexico, Colorado, Wyoming,
Alaska, and Hawaii.

The Committee would appreciate receiving the final report on
this investigation on or before March 31, 1989. To afford
interested parties an opportunity to discuss their views, a
hearing in Washington, D.C., is recommended. Please let us know
if you require further information regarding this request.

Sincerely yours,

%onos

Chairman

DR/3jnc
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Federal Register'/ Vol. 53, No. 154 / Wednesday, August 10, 1988 / Notices |

provided for in item 892.32 of the Tariff

Schedules of the United States, that are

alleged to be subsidized by the
Government of Brazil.

The Commission hereby also gives
notice of the institution of preliminary
antidumping investigation No. 731-TA-
420 (Preliminary) under section 733(a) of
the Tariff Act of 1930 (19 U.S.C.
1673b(a)) to determine whether there is
a reasonable indication that an industry
in the United States is materially
injured. or is threatened with material
injury, or the establishment of an -
industry in the United States is
materially retarded, by reasonof ~  ~
imports from Brazil of steel wheels that
are alleged to be sold in the United
States at less than fair value.

As provided in sections 703(a) and
733(a). respectively, the Commrssron
must complete preliminary
countervailing duty and antidumping
investigations in 45 days. or in thrs case
by September 12, 1988.

For further information concerning the .

conduct of these investigations and rules
of general application. consult the.
Commission's Rules of Practice and

Procedure, Part 207, Subparts A and B~
(19 CFR Part 207), and Part 201, Subparts o

A through E (19 CFR Part 201).
EFFECTIVE DATE: July 29, 1988.

FOR FURTHER INFORMATION CONTACT:
Judith Zeck (202-252-1199), Office of -
Investigations, U.S. International Trade
Commission. 500 E Street SW., .
Washington. DC 20436. Hearing-
impaired individuals are advised that
information on this mattercanbe . "
obtained by contacting the "
Commission’s TDD terminal on 202-252-.
1810. Persons with mobility impairments
who will need special assistance in -
gaining access to the Commission - " .
should contact the Office of the_ **_’

. o

Secretary at 202-252-1000. - ;¢A,:gﬁbé_‘

SUPPLEMENTARV lNFORMATION‘.

, e

Background

These mvestlgatxons are bemg Tl

instituted in response to a petition ﬁled 2]
on July 29, 1988, by The Kelsey-Hayes -
Co.. Romulus, ML - - g

Participation in the mvesugatmna ’ :
Persons wishing to participate in the

entry of appearance with the Secretary ,
to the Commission, as provxded in

covered by classes 1, 2. and 3. are. generaily llght
trucks, for example pickup trucks. panel vans and
mini-vans with gross vehicle weights of form under
8.000 Ibs. up to 14.000 Ibs.), as provided for in items -
692.3230 of the Tariff Schedules of the United - -
States Annotated (1987) (TSUSAY). they are provnded
for in subheading 8708.70.80 of the proposed

.. Harmonized Tariff Schedules of the Umled States

(USITC Pub. 2030). -

sy r.

.

§ 201.11 of the Commission's rules (19
CFR 201.11), not later than seven (7}
days after publication of this notice in
the Federal Register. Any entry of
appearance filed after this date will be
referred to the Chairman, who will
determine whether to accept the late
entry for good cause shown by the
person desiring to file the entry.

Service list

Pursuant to § 201.11(d) of the: - .
Commission's rules (19 CFR 201. 11(d)]
the Secretary will prepare a service llst
containing the names and addresses of
all persons. or. their representatives. -
who are parties. to these investigations
upon the expiration of the period for~
filing entries of appearance. In - -
accordance with § 201.16(c) and 207.3 of-
the rules (19 CFR 201.16(c) and 2073.),
each document filed by a party to the
investigations must be served on al
other parties to the investigations (as - -
identified by the service list), and a
certificate of service must accompany
the document. The Secretary will not
accept a document for filing wrthout a
certificate of servicer- .-

Conference .

The Commission’s Director of - - :
Operations has scheduled a conference
in connection with these investigations
for 9:30 a.m. on August 19, 1988. at the
U.S. International Trade Commission~ .
Building, 500 E.Street SW., Washmgton.
DC. Parties wishing to participate in the
conference should contact Judith Zeck
{202-252-1199) not later than August 17,
1988, to arrange for their appearance.
Parties in support of the imposition of
countervailing/antidumping duties in-
these investigations and parties in
opposition to the imposition of such .
duties will each be collectively allocated
one hour within which to make an oral -
presentanon at the conference 3

Written_ submrssrons T .
‘Any person may submlt to the
Commission on-or before August.23w" :&
1988 a written statement of mformahon*
pertinent to the subject of the.: :
investigations, as provided in § 207 15 of '

thé Commission's rules (19 CFR'207: 15). o

A sngned original and fourteen (14)

. copies of each submission must be fi led‘
investigations as parties must filean - "

with the Secretary to the Commission in_
accordance with § 201.8 of the rules (19

CFR 201.8). All written submissions 7

.)v ‘ve

except for confidential business data"
will be available for public inspection:-.
during regular business hours (8:45 am.
to 5:15 p.m.) in the Office of the "+~ .-
Secretary to the Commission. -~ * = !
Any business information for which =
confidential treatments desired must- ¢ *
be submitted separately. The envelope ™4

and all pages of such submissions must
be clearly labeled “Confidential
Business Information.” Confidential
submissions and requests for
confidential treatment must conform
with the requirements of § 201.6 of the
Commission's rules (19 CFR 201.6).

Authority: These investigations are being
conAucted under authority of the Tariff Act of
1930. utle VII. This notice is published
pursuant to § 207.12 of the Commission’s
rules (19 CFR 207.12).

By order of the Commission. .
Kenneth R. Mason,
Secretary

Issued: August 2, 1988.

|FR Doc. 88-18110 Filed 8-9-88: 8:45 um|
BILLING CODE 7020-02-M

[332-2561

The Western U.S. Steel Market:
Analysis of Market Conditions and -
Assessment of the Economic Effects
of the Voluntary Restraint Agreements
on Steel-Producing and Steel-. -
Consuming Industries

AGENCY: Umted States lnternauonal

. Trade Commission.... .- -~ ..., . .

ACTION: Institution of mvesuganon dnd
scheduling of heanng» :

EFFECTIVE DATE: August 3.1988.

FOR FURTHER INFORMATION CONTACT: -
Mr. Peter Avery, Minerals and Metals
Division, Office of Industries, U.S.
International Trade Commission.: :
Washington, Dc 20436 (telephone 202-
252-1429). '

Background And Scope Of lnveshganon :

The Commission instituted
investigation No. 332-256 on the -
Western U.S. steel market under section
332(g) of the Tariff Act of 1930 (19 U.S.C.
1332(g)). following receipt of a letter on
July 7. 1988 from the Chairman of the .’
Committee on Ways and Means, Umted
States House of Representatives. As:~""

- requested. the study will analyze market"

conditions and assess the economic
effects of the volunfary restraint+=* =" -
agreements’ on steel-praducing andiEions
steel-consummg mdustnes in the T
Western'region. ™ ¢+ i o
As requested by the Commmee. the IR
Commission. in assessing market ~
conditions and the effects of the "~
voluntary restraint agreements (VRA s
will address the following issues: :
(1) Structural changes which have
occurred in the Western steel industry*-~
in recent years. including develdprrents
in Western States’ capacity to produce
the steel products subject to the -
investigation (see list below); - Do

RPIR LT
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30110
(2) Consumpuon of s!eel mﬂl products Wntlen Submisdons‘ ’~ ." TR ';' : connderanon of comments the n
in the Western regiom; - it lnterested pexsm;s uﬁﬁﬁ:sﬁ o s Commission recently :equested ..

- {3) Patterns of supply to the Wutern

region (i.e.. the changes in market share :

of imports from both VRA and nos-VRA
countries, Western regional production, -
and nonregional Us. producuon in the
market); - -

(4) Factors hmmng the use of
domestically-produced steel -
manufactured outside the Western
region, including industry n'amporwuon
costs relative to other regions; - -

"(5) Factors affecting the importation.
cost of steel produced in foreign mills,

costs, ocean freight and insurance, and
U.S. port costs and other unportanon
expenses; .-
(6) Issues effechng the Westem steel
market with respect to steel imports
- from non-VRA countries, including the
fmpact of steel exported from VRA
-countries to non-VRA countries for
further manufacture and reexport to the
‘Western U.S. market; and - o
(7) The economic implications of -
continued import restraints on -
producers of steel products subjectto - -
. the VRA's and selected major steel--
consuming industries in the Western

region. o . o

In addition, as requested by the
Committee, to the extent feasible, the
investigation will provide product by -
product market informationona -+ -7
nonconfidential basis, as follows: -
Semifinished steel. plates, sheets and
strip, bars, wire rods, wire and wire
. products, structural shapes and units, .
rails and railway products, and pipes - -
and tubes. The Western region is
defined to include California, Ongon.
Washington, Idaho, Utah, Nevada,
Arizona, New Mexico, Colorado,
Wyoming, Alaska, and Hawaii.

The Committee has requested that the
Commission furnish its report to the

submit written statements concermn.g
the investigation in lieu of or in addmon
to appearing at the hearing. Written. .

.. statements should be received by the -

". close of business on November 17, 1988. .

* Commercial ar financial informatioa -

.. .which a submitter desires the ™ - -
.7 - Commission to treat as confidential .
" must be submitted on separate sheets of

. .~"ConﬁdenualBusxnesa Information™at ~
. the top. All submissions requesting
. confidential treatment must.canform

including foreign inland freight and port with the requirements of § 201.6 of the )

paper, each clearly marked

Commission's Rules of Practice and .

" Procedure (19 CFR 201.6). All written

_ submissions, except for confidential

. business information, will be made
.available for inspection by interested

-

.- persons. All submissions shouid be - -

. --addressed to the Secretary, United -

sm ot

- .States International Trade Commission, ‘X

,.500 E Street SW., Washington, DC 20438.
- Hearing-impaired individuais are :

. advised that information on this matter

can be obtained by contacting our TDD

. terminal on (202) 252-1809.

-

© qae

. [FR Doc. 88-18109 Filed 8-9-88; 8:45 am]

By order of the Comxmwon.
Kenneth R. Maon.
Secrelary. .

Issued: August 5, 1988.

SHLING CODE 7020-02-8

. INTERSTATE COMMERCE

(Flnmboehtﬂo 31295]
’ -SeMe.onahDdawmaMHudson

Committee on or before March 31, 1989, .

- Western Railway Corp.—Directed
- Service—the Delaware and Hudson

Public Hearing

A public hearing in connection with
this investigation will be held in the -
Hearing Room of the International Trade
Commission, 500 E Street SW.,
Washington, DC 20438, on October 25,
1988, at 9:30 a.m. All persons shall have
. the right to appear by counsel or in
person, to present information and to be -

heard. Requests to appear at the pubhc .

hearing should be filed with the
Secretary, U.S. International Trade
Commission, 500 E Street, SW.,
Washington, DC 20436, not later than
noon, October 18, 1988. Prehearing briefs
(original and 14 copies) should be filed
not later than noon, October 19, 1988.
Post-hearing briefs are required by
November 17, 1988.

GOMMlSSlON

Railway Co.

Railway Co.; Suppiemental Order No. 2

AGENCY: Interstate Commerce
Commission.

ACTION: Directed Service Order No.

- 1504, Supplemental Order No. 2.

 SUMMARY: The Commission is extending
for 10 days the suthority for The New

- York, Susquehanna and Western

- Railway Corporation (NYS&W]) to act .as
- a directed rail carrier without federal
- subsidy or compensation under 49

U.S.C. 11125 over the lines of the
Delaware and Hudson Railway

- Company (D&H), and in doing so the use

D&H equipment (under a private -
compensation agreement), pending its

""" EFFECTIVE DATE: Supplemental Order

No. 2 shall be effecﬁve en. August? x—-“‘

.1988.

FOR Fun'meu mﬁonuxnou councr _
Joseph H. Dettmar (202) 275-7245 ar
Bernard Gaillard [202) 275-7849. o

S (TDD for beanmnpnued.{:ﬂ:)”&-l??&i

SUPPLEMENTARY INFORMATION: In a

- notice served July 20, 1988 {53 FR 27773,
. ]u.ly 22, 1988), the Commission sought

. comment from affected parties, -

" .including localities and States tinchxdmg
. the D&H trustee in Bankmptty). on
“° several issues concerning service gver - -

the D&H system. The date set for filing

- comments was August 1, 1988. NYS&W's
- . -authotization to provide service on the
- D&H system is due to expire August 7,

1988. In order to prevent interruption of
rail service on the D&H system while the .
Commission considers the comments,
NYS&W authorization to provide

- service will be extended for 10 days.

This notice will be served an all - -
parties to this proceeding including
those listed in our ]une 22, 1988 decision.
as well as the trustee in bankruptcy and

- the U.S. District Court for the District of
- Delaware (Bankruptcy Filing No. 88-

22), .
This action will not significantly affect

- either the quality of the human

environment or energy conservation.
It is ordered '

.. 1.NYS&W is authorized fﬁran
. additional 10 days to continue to

operate D&H's lines under the

-. conditions previously established.

. .2. This decision and order shall be
effective on August 7, 1988. * -

, © . Decided: August 4, 1988.
[Directed Service Order No. 1504] - . - .. &

-The New York, Suiquehanm ind

- By the Commission. Chairman Gradison.

" Vice Chairman Andre, Commissioners
- Sterrett, Simmons, and Lamboley. Vice

Chairman Andre and Commissicner Sterrett
did not participate.

Noreta R. McGee,

Secretary.

[FR Doc. 88-18039 Filed 8-5-38; 8:45 am)

© SULING CODE 7035-01-M

{Docket No. AB-290 (Sub-15X)]
Exemptiom; Nortolk and Western

" Railway Co.—Abandonment

Exemption—Between Connersville and
Beesons, IN _

Applicant has filed a notice of .
exemption under 49 CFR 1152 Subpart
F—Exempt Abandonments t®abandon
its 4.8-mile line of railroad between
milepost 0.0 near Connersville, Fayette
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STRUCTURE OF THE U.S. WESTERN STEEL MARKET: PRODUCERS

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.

ntegrate uc

There were three integrated producers located in the Western United
States in 1982: Kaiser, CF&I, and US Steel's Geneva Works. The combined
raw steel capacity of these producers was approximately 8 million tons. In
1988, only Geneva, with raw steelmaking capacity of 2.0 to 2.5 million tons
per year, remained integrated, as Kaiser closed operations and CF&I
switched to electric furnace production in 1983.

Geneva Steel

Geneva Steel, formerly USS's Geneva Works located in Provo, UT, was
purchased in August 1987 by Basic Manufacturing and Technologies (BMT)
after USS announced its permanent closure in April 1987. Geneva is
primarily a producer of plate, but also produces hot-rolled sheet, pipe,
and slab. Geneva's principal market is the Western United States, where 50
percent of its sales are consumed by the construction industry. Other
markets include automotive stampers and other fabricators. Geneva has
recently entered nontraditional markets in the Midwest and on the east
coast, where it has been able to negotiate favorable freight rates; its
sales efforts to these regions have been assisted by Mannesmann Pipe and
Steel, a West German subsidiary, which has acted as its distributor.
Geneva began to export in August 1988 and intends to maintain its current
level of overseas shipments in order to maintain targeted production
levels. 1/

.Geneva presently employs approximately 2,200 workers, a decline from
7,000 workers less than a decade ago. BMT negotiated a new labor contract
with the United Steelworkers of America (USW), which reduced wages by 30
percent, instituted profit sharing, and reduced work rules. Other
negotiations produced special incentive power rates from Utah's major
electric power utility, price reductions from Geneva's Kentucky-based coal
suppliers, and favorable payment terms from other suppliers. 2/

Geneva operates four coke ovens and three blast furnaces, built
during World War II, to produce molten iron which it charges with scrap
into four oxygen-lanced open-hearth furnaces. Because of cost reductions
and strong plate demand, Geneva posted profits substantially above the

1/ Interview with officials of Geneva Steel, December 1988.
2/ Geneva Steel's Prehearing Brief at §. C-2
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industry average in 1988. 1/ Geneva's management recognizes that the
company's long-term competitiveness, however, will depend on modernization.
Efforts to modernize have included rebuilding the open-hearth furnaces,
rebuilding two blast furnaces, and purchasing a recoil line which, with the
installation of an inline welder, would permit production of welded 50,000-
pound bands. Geneva asserts that installation of a continuous caster,
ladle metallurgy fac111ty, new reheat furnaces, roll-bendlng equipment, and
coilbox are under serious consideration. 2/

Nonintegrated Producers

In 1983, 10 nonintegrated producers were in the West, whereas, in
1987, only 9 existed. Among nonintegrated producers, there have been
notable attempts to modernize facilities, decrease labor costs, and expand
markets.

CF&I

CF&I, located in Pueblo, CO, has been a publicly held company since
1985, when Crane Co. sold its interest in CF&I after 16 years of ownership.
CF&I is primarily a producer of rails and oil country tubular goods,
although it produces small amounts of bar, rod, and wire products. CF&I's
primary market is. the West, but it sells rail as far east as Norfolk, VA,
where the Burlington Northern Railway is headquartered. 3/

The company's labor force has decreased from approximately 6,000
workers in 1982 to 2,100 workers at present. Both salaried and hourly
workers were subject to wage reductions in 1983 and 1986, reduction of
vacations and holidays, and partial loss of medical benefits. Since 1983,
capacity has decreased by more than 50 percent, from 2 million tons per
year to approximately 800,000 tons per year; 4 blast furnaces, 2 basic
oxygen furnaces (BOFs) and the plant's only coke battery were retired as a
result of the depletion of coal and iron ore sources. CF&I has modernized
by adding capacity to its two 150-ton electric furnaces and by introducing
a new continuous caster. Minor modifications have been made in the
finishing end of the plant. Peripheral holdings such as land, water, and
coal mining rights have been sold, and the company's mining department and
railway subsidiary have been closed.

CF&I, which is the only producer of long-length and standard rails
and seamless 0il country tubular goods west of the Mississippi River, has
freight advantages over other domestic producers of rail and tubular goods.
Net sales increased in 1987 relative to those in 1986 because of greater
shipments of tubular goods and higher tubular good prices. 1In 1987, there
was an operating loss of $10.5 million (4.14 percent of net sales) compared

1/ Telephone interview with legal counsel for Geneva Stee¢l in December 1988.
2/ Interview with officials of Geneva Steel, December 1988.

3/ Telephone interview with CF&I official in December 1988.
C-3
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with a $25.9 million loss (13.12 percent of net sales) in 1986. 1/ CF&lI's
profitability is adversely affected by large unfunded pension liabilities,
the current level of which increased as a result of the sizable labor
reductions in 1981 and 1983. 2/

Seattle Steel

Seattle Steel, Inc., was established in January 1985 when Carl E.
Meitzen purchased Bethlehem Steel's Seattle division. Seattle produces a
number of products, including carbon and alloy bars, rebar, rounds,
structural shapes, plates, and railroad products. Seattle markets its low-
priced products like carbon bar and rebar in the West and markets alloy
bars and structurals in Midwestern and Eastern original-equipment
manufacturers (OEM) markets.

Employment at Seattle has dropped from approximately 850 workers in
1985 to 625 workers in mid-1988, and remaining employees have agreed to 25
percent pay cuts (including benefits) and substantially reduced work rules
under a separately negotiated USW agreement. Seattle has spent $5 million
annually on modernization, one result being the installation of a
continuous billet caster. Raw steelmaking capacity has risen by 12.5
percent, from 480,000 tons per year to 540,000 tons per year, and the
annual finishing capacity has remained steady at 225,000 tons of bar and
125,000 tons of structurals and flats. Seattle's excess melt capacity has
led it to seek export markets for its billet.

Since 1985, significant cost reductions have increased the company's
competitiveness, resulting in increased sales and decreased net losses. 3/

Oregon Steel Mills

Portland-based Oregon Steel Mills, formerly a division of Gilmore
Steel Corp., was established in 1984-85 when Oregon's management purchased
the mills from the Gilmore family and reorganized under an Employee Stock
Ownership Plan. Oregon is primarily a producer of plate, and its principal
market is the West. :

Employment at Oregon's Portland facility has increased from 460
workers in 1985 to 510 workers in 1988, and Oregon's acquisition of Napa
Pipe Corp., formerly a division of Kaiser, has added 100 more employees.
Following a strike in 1983, Oregon's workers decertified their union in
1984, and all employees were given salaries and comparable benefits.
Although Oregon retired one of its two electric furnaces, its raw
steelmaking capacity has increased markedly from 250,000 tons per year to
420,000 tons per year as the remaining furnace has been modernized to

1/ CF&I's 1987 Annual Report at 7.
2/ CF&I's 1987 Annual Report at 2.
3/ Interview with official of Seattle Steel, December 1988.
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afford faster "tap-to-tap" times; Oregon's previous 13.5 heats per day has
increased to 19 heats per day. Since 1985, Oregon has widened its plate
mill, added a scarfing machine, expanded its slab yard capacity, and
expanded its shipping bays by 25 percent.

Oregon has budgeted $25 million for capital expenditures through
1989. Since 1984, Oregon Steel's sales have grown 256 percent due to the
strong plate market and the addition of Napa Pipe, and its small losses
posted in the mid-1980s have been replaced by profits above the industry
average. 1/

Salmon Bay and Barbary Coast

Birmingham Steel, a publicly held operator of six U.S. minimills, has
two mills in the West. Salmon Bay Steel, a producer of merchant bar and
rebar, was established in 1986 when Birmingham purchased Northwest Steel
Rolling Mills in Seattle, WA. Barbary Coast Steel, which manufactures
only rebar, was established a year later when Birmingham purchased the
Emeryville, CA, site of Judson Steel.

Salmon Bay currently employs 290 workers and lists its raw
steelmaking capacity as 250,000 tons per year. The company shipped 200,000
tons in 1987, a considerable increase over previous levels. 2/ No
significant capital investments will be made at Salmon Bay until at least
1990, when Birmingham will consider building a larger, more modern rolling
mill closer to its existing melt facility. 3/ Salmon Bay's product mix is
shifting away from rebar toward merchant bar, and its market will
predominantly be in the Northwest, whereas in recent years significant
shipments have been made to San Francisco and as far east as Chicago.
Salmon Bay's relatively low labor costs, low hydroelectric power costs, and
high productivity are among its competitive strengths.

Barbary Coast presently employs 120 workers and lists the plant's raw
steelmaking capacity as 220,000 tons per year. 4/ The facility achieved
full capacity production in October-December 1988. As Birmingham holds
only a 10-year lease on the Emeryville site, no significant modernization
will be undertaken at Barbary Coast, and construction of a new mill,
perhaps in Utah, is being considered. 5/ Barbary Coast's market is
California, the largest rebar market in the United States. Although
electricity and pollution control costs are high in Emeryville, Birmingham
officials expect Barbary Coast to contribute significantly to Birmingham's
1989 sales and earnings. 6/

1/ Oregon Steel's Posthearing Brief at 4.

2/ Salmon Bay's predecessor, Northwest Steel, employed 350 workers and
shipped 125,000 tons in 1985.

3/ Interview with Birmingham Steel officials, December 1988.

4/ Judson employed 200 workers and listed capacity of 160,000 tons in 1983.
5/ Interview with Birmingham Steel officials, December 1988.

6/ Birmingham Steel's 1988 Annual Report at 25.
C-5
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Nucor Corporation

Nucor, a publicly held company, is the largest minimill operator in
the United States. Its Plymouth, UT, facility was built in 1981 to produce
angles, channels, flats, small beams, wire rod, and merchant and
reinforcing bar, all of which is marketed throughout the Western region and
as far east as Michigan.

Plymouth presently employs 390 workers, an increase from the 320
workers employed in the early 1980s. Raw steelmaking capacity is
approximately 550,000 tons, and shipments exceed 470,000 tons, one-fifth of
which is rebar. Nucor's Vulcraft division in Brigham City, UT, receives
approximately 25 to 30 percent of Plymouth's products, which are fabricated
into joists. Nucor is the largest and most consistently profitable mini-
mill in the United States. 1/

Cascade Steel Rolling Mills

Cascade, located in McMinnville, OR, became a privately held
subsidiary of Schnitzer Steel Products in 1984. Cascade produces rebar,
round bar, square bar, and posts for the Western United States.

During 1983-88, employment at Cascade remained approximately the
same, at 400 workers. Cascade's raw steelmaking capacity appears to have
remained the same, at between 250,000 tons per year to 300,000 tons per
year, although the mill's rolling capacity increased significantly, growing
by nearly 90 percent, from 240,000 tons per year in 1983 to 450,000 tons
per year in 1988, as a result of the construction of a new rolling facility
in 1985.

Potentially important to the Western region is Cascade's intention of
constructing a new melt facility, capable of producing 600,000 tons of
continuously cast billets per year. It appears that Cascade will either
export the billet it can not process in-house, or roll the excess billet
into wire rod, of which there is no present production in the Western
region.

TAMCO

TAMCO, located in Etiwanda, CA, is a joint venture between Ameron (50
percent), Tokyo Steel (25 percent), and Mitsui Trading (25 percent).
Though the original intention of the venture, arranged in 1983, was to
export billet to Tokyo, TAMCO currently produces rebar for the Western U.S.
market alone.

TAMCO employs approximately 360 unionized workers, who have been
subject to wage and pension benefit reductions since the beginning of

1/ Prescott Ball and Turben, Inc., Portfolio Alert, Sept. 8, 1988. 6
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operations. Raw steelmaking capacity has increased as a result of the
joint venture, from 175,000 tons per year in 1983 to 300,000 tons per year
in 1987. " Since 1983, TAMCO has installed new rolling lines, rebuilt a
reheat furnace, and added a crane to its melt shop at a cost of $10 to $12
million.

Hawaiian Western Steel

Hawaiian Western Steel is a privately held subsidiary of a Canadian
holding company, Cominco. It is primarily a producer of rebar, and ships
only to Hawaii. Hawaiian Western has raw steelmaking capacity of 60,000
tons, and employs 70 unionized workers.

Marathon Steel and Soule Steel

Marathon and Soule, rebar and light-structural manufacturers with
combined capacity of 250,000 tons per year, closed and liquidated assets in
1985 and 1986, respectively. Marathon Corp., the parent company of
Marathon Steel, indicated its action resulted from high operating costs,
overcapacity in its geographical area, and competition from imports. Soule
Steel cited falling demand, overcapacity in its market, and imports as
factors underlying the mill's closure. 1/

Fabricators

Approximately 300 steel fabricators with diverse backgrounds and
businesses exist in the West, about 40 of which are pipe and tube makers.
Following are profiles of some of the larger producers.

California Steel Industries

Kaiser's Fontana, CA, plant became California Steel Industries (CSI)
in 1984, This company is currently a 50/50 joint venture between Companhia
Vale do Rio Doce (CVRD), a State-owned, Brazilian natural resources
company, and Kawasaki Steel Corp. of Japan. CSI is primarily a hot-rolled
sheet and strip producer, but also produces plate, cold-rolled sheet, and
galvanized sheet for the Western region, although there are plans to export
sheet to the People's Republic of China and to Australia, 2/

CSI employs approximately 850 salaried workers and has an annual
finished capacity of over 1 million tons. It does not operate its basic
oxygen furnace and slab caster, but rather purchases slabs, predominantly

1/ U.S. International Trade Commission, Conditions of Compg;;;; n_in the

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

2/ California Steel's Posthearing Brief at 2.
C-7
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from Brazil; CSI is the largest purchaser of slab in the United States. 1/
Common applications for CSI's products include structurals, pipe and tube,
appliances, furniture, wall panels, drums and tanks, and culverts. CSI
plans to upgrade and to install entry equipment and a tension leveler on .
its galvanized products mill, and to install a flash welder, entry and exit
equipment, and delivery tension reels on its pickle lines. 2/

'CSI posted its first profit since its reconstitution in 1987, and
projected profits in 1988. According to company officials, CSI's future
competitiveness will depend on the extent to which it is successful in
obtaining the necessary quantities and qualities of slab, domestic or
foreign, needed to produce the sheets Western consumers desire.

USS-POSCO Industries

USS-POSCO Industries (UPI), formed in 1986, is a 50/50 joint venture
between USX and POSCO-California Corp., an indirect subsidiary of Pohang
Iron and Steel Co. of Korea., Located on the site of USX's former
Pittsburg, CA, Works, UPI currently manufactures cold-rolled sheet,
galvanized sheet, and tin mill products from hot bands currently provided
by USX's Fairless and Gary Works and POSCO, and formerly provided by
Geneva. 3/ By late 1989, UPI plans to obtain all its hot bands from POSCO. 4/
Before the formation of the joint venture, the Pittsburg plant was the
finishing mill for hot bands produced by USX's Geneva Works. UPI employs
approximately 1,300 workers, most of which have agreed to reductions in
wages and benefits over the next 4 years. At present, UPI has an annual
capacity of 1.1 million tons per year, most of which is used in
applications where surface and shape specifications are not critical.
After a 3-year modernization program is completed, the cost of which will
exceed $350 million, capacity will increase to 1.35 million tons per year,
but markets will expand significantly to include areas where surface and
shape are critical. Under the modernization plan, which is to be completed
in October 1989, the company's cold-rolling and annealing facilities, much
of which was installed in the late 1940s and early 1950s, are being
replaced in their entirety with new equipment that is being installed in
close proximity to the current facilities. The new processes to be
employed will enable the company to compete in markets where surface and
shape are critical. 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 that have been and were being lost. In addition to the
Western U.S. market, the company is also exploring exporting to Far East
markets.

1/ California Steel's Posthearing Brief at 1.

2/ California Steel sales brochure at 1.

3/ Geneva Steel's Prehearing Brief at 7.

4/ USS-POSCO's Information Package to the International Trade Commission
at 2.
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UPI has posted healthy profits since opening in 1986, and the company
had an outstanding year in 1988 as it experienced record sales in virtually
every product. In order to maximize the efficiencies of its operations,
UPI officials have indicated a need to use high-quality hot-rolled sheet .
products (i.e., bands). The company's intention is to source these bands
from a new mill being built in South Korea by Pohang (one of the joint
venture partners). 1/

Pinole Point Steel Company

Pinole Point, privately held by the Marwais Steel Co. since 1979, was
once Bethlehem Steel's west coast continuous galvanizing plant. Pinole
Point fabricates galvanized sheets and coils from full-hard, cold-rolled
sheets, primarily purchased from UPI (domestic), Hoogovens (Netherlands),
and BHP Trading Co. (Australia). Approximately 100 workers are employed by
Pinole Point, which has a 260,000 ton capacity and hopes to ship 200,000
tons in 1988. Pinole Point markets its product to the construction,
vending, and electrical equipment industries on the west coast. Pinole
Point has experienced rapidly growing profits since posting a modest loss
in 1983. 2/

Davis Walker Corporation

Davis Walker is the largest fabricator of carbon steel wire and wire
products in the West with plants in Los Angeles, Irwindale, and Hayward,
CA; Kent, WA; Vancouver, British Columbia (Canada); and Edmonton, Alberta
(Canada). Davis Walker produces bright basic wire, galvanized wire, high-
carbon spring wire, chain link fence, poultry netting, and stucco netting
from domestically and foreign-sourced wire rod.

Davis Walker officials assert that the voluntary restraint
agreements, in their current form, injure the company by limiting imports
of low-carbon rimmed wire rod, from which Davis Walker draws the wire which
is used in stucco netting, a product reportedly important to the company's
financial solvency. As the company has not been able to purchase
sufficient quantities of low-carbon rimmed wire rod from domestic sources,
it has attempted to draw wire from domestically manufactured rimmed
substitutes, but reports little success in these endeavors.

Although sales have been relatively steady since 1983, Davis Walker
has posted losses since 1985.

1/ USS-POSCO Information Package to the International Trade Commission at 1
and 8.
2/ Interview with officials of UPI in December 1988.
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Table D-1 v
Steel products: Supply of mill products to Western region, by supplier groups, ard
by products, 1983-88

(In short tons)
Product category 1983 1984 1985 1986 1987 1988 1/
Inports into
Western custams
districts:

Semifinished..... 124,536 129,000 871,000 900,000 908,000 978,000
Plate...eeceeesss 255,643 345,833 273,935 218,553 210,706 238,401
Sheet ard strip.. 1,838,052 2,205,769 1,926,834 1,624,087 1,640,345 1,435,193
Wire rods........ 328,333 348,970 347,818 284,537 306,728 291,523
Rails ard rail

products....... 69,158 91,635 126,141 76,452 51,284 40,782
Structurals...... 477,763 710,955 746,459 537,840 515,645 554,800
BarS.eeseeeeeeess 201,151 269,827 240,862 244,620 215,322 229,658
Wire ard wire

products....... 223,580 281,748 252,714 248,115 257,005 237,286
Pipes and tubes.. __ 703,705 835,709 1.076,942 715,987 738.977 727,150

Total..eeoe.... 4,221,921 5,218,801 5,862,380 4,851,278 4,844,548 @ 4,733,022

Damestic producers’
shipments to the
West:
Semifinished..... 13,954 17,456 38,467 72,960 296,043 491,257
Plate..ceeesseses 259,109 411,866 620,100 569,001 684,392 930,175
Sheet ard strip.. 1,239,348 1,608,599 1,900,024 2,742,541 3,934,996 4,594,918
Wire rods........ 76,939 101,521 111,539 190,709 138,689 121,181
Rails ard rail
products....... 298,325 458,740 382,536 297,196 303,671 358,696
Structurals...... 197,248 212,839 260,810 303,671 393,232 447,517
BarS...ceeeeeeses 1,509,648 1,593,799 1,792,362 1,788,087 1,985,895 2,136,102
Wire ard wire
products....... 502,412 506,867 500,971 486,448 532,990 533,285
Pipes and tubes.. __401,246 561,122 517,86 429,747 547 799,194
Total......... 4,498,229 5,472,809 6,124,671 6,633,656 7,734,008 9,122,927
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Table D-1—Contimmued
Steel products: Supply of mill products to Western region, by
supplier groups, ard by products, 1983-88

(In short tons)
Product category 1983 1984 1985 1986 1987 1988 1/
Gross supply to |
the West:
Semifinished..... 138,490 145,901 909,142 974,047 1,204,579 1,469,486
Plate..... ceesess 514,752 757,699 894,035 787,554 895,098 1,168,576
Sheet ard strip.. 3,077,400 3,814,368 3,826,858 4,366,628 5,575,341 6,030,111

Wire rods........ 405,272 450,491 459,357 475,246 445,417 412,704
Rails and rail ’

- products....... 367,483 550,375 508,677 373,648 354,955 399,478
StructuralsS...... 675,011 923,794 1,007,269 841,511 908,877 1,002,317
BarSeeecesss eeee. 1,710,799 1,863,626 2,033,224 2,032,707 2,201,217 2,365,760
Wire and wire

products....... 725,992 788,615 753,685 734,563 789,995 770,571
Pipes and tubes.. 1,104,951 1,396,831 1,594,804 1,145,734 1,286,538 1,526,344
Total 8,720,150 10,629,700 11,970,051 11,034,934 12,152,556 13,729,949

1/ Data for 1988 estimated, based on 11 months data.

Source: Based on official statistics of the U.S. Department of Camerce and responses to
questiornaires of the U.S. International Trade Commission.
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Table D-2
Steel: Countries subject to VRAs, and the overall import share, 1988

Overall import share

of U.S. apparent

consumption, 1988 1/
Agreement and country Quantity

Short tons Percent 3/
Market share agreements:

Australia ...eeeeneens cteeteeteeennne 2/ .24
Austria........... Ceeecesesacaseanans 2/ .23
Brazil..eoeeeeeeeeoennas ceeeeececennn 2/ 1.42
] 2/ 5.36
Finland....eeeeeeeeeeeecoooocnnsanses 2/ 0.23
o T o 2/ 5.93
MexiCO.eeeeens Ceeseeccecsesseennonnnn 2/ 0.42
South Africa 3/.eeeeeeeeeeecenccnnnes 2/ 0

South KOTea.v.eieeeereooonoeeonooannes 2/ 1

2
5] oT- T 5 « WA P Ceeecsssennn 2/ 9

.8
.6
Quota agreements:

Quota level for 1988: 4/

Czechoslovakid..veeeeeeeneens ceeeane 40,100 0.04
East Germany....eoeeevevcenes ceeeses 228,500 .23
Hungary.eeeeeeosonss cetevescensernes 33,300 .03
Poland.eeeeveereersesoerncccacecnnnes 87,200 .87
People's Republic of China..eeeeeens 77,400 .08
Portugal..eeeeenrosnnnssocecsecccnanse 29,300 .03
Romania..eeeeeeeevecees cesessencsane 111,400 .11
Trinidad and Tobago.....eeveeeenenss 43,500 .04
Venezuela.cieeeeeeeeeseseosoeennnnans 143,900 5/ .14
Yugoslavid.eeeeeeeoeeneeens ceeeenenn 20,900 0.02

D-4
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Table D-2--Continued
Semifinished steel agreements:
Quota level for 1988

Australid..ceeeeeeeecenonens cevecona 50,000
Brazil...eoeeeenns ceereceenne ceveeee 700,000
2] ceeeeeas .. 6/ 840,000
Finland........ Ceteeretesenneas ceeee 15,000
Japan..ceeeeseceess N ceserenn 100,000
MeXiCO.vesevennns Crecresecereecenaee 100,000
South Africa 3/.eeieeereceeennnennes 0
South Korea..eeeeeoeess Ceeeseanes cee 50,000
SpaiN.eceeeesvensons cerene ceeseene cee 50,000
Venezuela. . vieeeereosorossocncnnosens 71,225

2/
2/
2/
2/
2/
2/
2/
2/
2/
2/

1/ Including semifinished steel for all countries.

adjustments for overages in 1987.
2/ Not applicable.

Does not include

3/ Steel imports from South Africa are reduced by the Comprehensive
Anti-Apartheid Act of 1986 which embargoes certain steel products.

4/ Estimated share of apparent U.S. consumption, including semifinished

steel, except as noted. Does not include adjustments for overages in 1987.
Estimates based on Feb. 26, 1988, DRI forecast.

5/ Excluding semifinished steel.

6/ Includes approximately 200,000 tons, which may be imported at the

discretion of the U.S. Trade Representative.

Source: Monthly Report on the Status of the Steel Industry, December 1988,

USITC PUB.2141.



*UDTSSTUD) SpBI], TRUOTIRWISU] *S°f) &3 JO SeITeunoTisenb pue sozsuuo) Jo Jusuntedsq *S°l Y3 JO SOTASTIEIS TEOTIIO UO poseg  $90IN0S

174 81
08 (4]
9 09t % ¥9L QS ¥

0z i L S 9 9 5 € 5 9  s310dur VIA-UG JusoIeg
z8 98 €6 56 6 6 3 3 %6 6 s330dUT WA JUS0I0d

8RS B [6C 168 7 L1 ¢98' G C68 BIC' G £¢6 1¢C 7 6/5 166°E L6 9%C %7 0% L00 % 900 ¥IL'E 0 ¢87 % szodut TEI0L

¢86°105°€ T/7'999°¢

98 EL6°C GEL ZT % 909 €77'G W86 ¢96'7 OL1°¢96' € 116 GhL € ¢el [O1 ¥ ¥EL €8'€ 191 BEG € GOC BL¢ ¥ SModur WA TeaoL

000°20T  000°T.E 000‘#0% 000°9E? 000°9T 00009 O 0 0 0 0 0 ** e e pargTORdsuy
3 0L6 0.6 LSS LL 0€C 61 z 0 0 (174 092°1 *eeec e BTARTSOBNL
108°8?  T9%°0S 669°95  6/G°S LST°TIT  926°9C ° 0T6 0L6 VAN AN 0 0 ool et tETONZABA
1261y Tv8°LS GGET9  €SZ°/8  €/9°16  96S°SY  TZLT9  [WSCIOT  T166°/8  6/S°Ly  129°66  GZL°09  °°°uopsumy peiTup
gze‘e €GL°9T 62v‘0C  066°C 8G8°97  69€°GE  9s8‘87 O 0 0 0 0 08eqo], pue PepTUTIL,
99Z‘6E  0S5‘6Y 087°GS  659°G.  Tw6‘9r  86L°TIT  LI8‘Ly  OIv‘E€E (908  Te€6°%C  GSL'8T  696°eg  Ccctcccctcccrcuredg
0 0 0 0 88€‘CC  LO"9T O Gel (5617 €68 (T 9/8°6 secees e cRTURIDY
48 62L°T2 620°7C  THE'OET  TBL°OZT 861°G8  €90°T8  90G°OLT /6668  6IE86  Z6L°#8  199°99T  “uanog Jo OT[qndsy
11 99 €01 e 99e‘1z 82 6C 61 1 1 0 0 seesec e TE3MI0]
861 209 209 00t (02314 89/ 0 L6 08 ) I 986 seceseec e puRTOd
ov8°LE  #6L‘TL 66678  G/1°68  6E1‘87  TBE°/0T BIO‘EOT TEL°€IT  9€1‘8S  G90°6T  6I¥‘IT  O%C *ect e SPURTIIRN
79995  TSI‘1S greE‘09  8ZE'SL  6ES°9%  620°SBT  ETTCZ8T  Z¢S‘SC 986 Z60°T - 6£6°9 L66°6T  *tctttcttct OO
0/9°CEL  206°9CL 0£0°L6L 829°18L THO°€S6 T09°990°T 99€°1Z8 988°OSy  608‘41S  €16°9TG  E¥I‘/BE 9¥Z°OTIS  °°°*°°Uymog ‘eaicy
£GZLOE‘T ZOW°TIH'T  B8OB‘GES‘T 9SE°Z8S‘T 9TE‘0GY T $88°TTH T TvL L98°T SHI‘00T T 060°8SH‘T S98° I T #S9 ESE T 959 GIH g “°*°°*° " ueder
786°C owL‘S G169 189°S L£9°L 918‘¢ 881°‘1C  6GC°ST  T87°€El €9y G819 €09°TGT  tccctcctecccecATeal
0 0 0 122 06€ 0 0 0 0 0 0 0 seesseeenenepTaTy
0 0 0 0 YOL Y 966" 0 0 281 0 P - Yo
V4 (174 SL 0 092 8¢ 0 0 6€ 762 060°8 0 seceescceses gt
186°0%T  GSE‘80T TZr'4TT  69L°09T €60°€8T  489°TLT 9/S°/9T €89°T0€ G/LL°99C 8S°661 LIZ°681 GOT‘€0E °°°°°°IseM ‘Aumuuen
L00°9 £26°01 €82°TT  160°T WS'%T  86Y°'1E  696°T 0 9L € z8 £ *eccccqsey ‘Areure
06760  6/C°00T  69S°€0T wEL'/WT 2/9°T0C %/%'66  662°86  6£0°8CT 999°Tv¢  190°T0C - 9TL°LIT  €/2°0SC *°°°°°°""°°"-e0uelg
GELT 206°C 686°C UL Y 918°C OET‘E 't 622‘1 68y €€ 0 81 eceecece s pueTULY
GE Gel Gel SZL #8E°1 %12 174 ceh 172 81y 1€ T09°E  °coc oot e pramBq
r4v4 1SSy LSS 152°9 #SI4T  OTI°CC  €80°9 62L°S GEG T L[4 8 6I7‘E  °°° ' "ERRAOTSOYDRZ)
LI8°9T  €SG°TL #90‘CT  128°¢ Y9E‘ST - LLL°9 7989 96°€E 865 ‘Y 02s‘e GHGY (/A 5 SRRl - 116 0]
08S°LEy  L61°SIE €88°TvE  T61°6GC 2E9°HS9 TGG89T #2S°/%CT 90L°8G  9IG0E  0/L°6C  T80°GZ  GIO‘T  °°°°*°°°°°°°rlrzeq
gIE‘68  OLI‘6IT #GLEZT  [99°9LT 0SS‘E€6T 6GLETT  GSE'GL  OTE‘OMT  #6L°TST  [¥8°69T  [96°%91  €hy‘Z8l °quexY] pue unt3[sg
61Z°‘Y #19°G 166°S 0Zy‘e 606°CS  THE‘4Z  091°€ 182°€ 900°S 6°1 16L°€ 1€0°9  °°°cccccccccELIISTY
TTy‘9ze 96 THI HOL [T GOM°SET  THL'EET  B89S°9ET  9O'SIT  Z06°78  Zee‘6  OZI'v6  G6L°S6  L06°L6  °°°ttCttr EITRIISTY
8861 (861 1861 9861 G861 #861 €861 7861 1861 0861 6461 8L61 Aryunop
JoquBAON-ATenLer (Ssuo 3I0Us Ul)

8861 JOQURAON-ATETURl PUB /86T IOQURAON-ATeriEr ¢/g-8/61 ‘SOTIJUNCO WA Wo1y s3Iodif UOTSRI UI)SsoM
€-a oTqeL



Table D-4
Inport shares, by quantity, of the top five sources (1987) in Western region,
by products, 1983-87, Jarmary-November 1987, and Janmary-November 1988

Jan.-Nov. Jan.-Nov.

Item 1983 1984 1985 1986 1987 1987 1988
Percent
Sermd finished:
Brazil....c.... O 70 70 47 52 51 45
Canada...eeee.. O 3 0 11 9 8 3
Venezuela... 0 0 5 0 8 8 6
Netherlards.... 8 0 0 3 7 8 0
New Zealard.... _0 0 0 0 6 6 6
Totaleeeeeoe 8 73 75 61 82 81 60
Plates:
Korea...eeeeees 18 23 24 27 25 26 23
Canada...eeeeee O 2 2 3 16 16 7
Japan.seeseesss 12 16 14 10 11 11 12
Brazil.ceeeeess 27 1 4 4 9 9 21
Indonesia..e... _0O 0 0 1 9 5 10
"Total...eo.. 57 42 44 45 70 67 73
Sheet and strip:
Japaniseseesess 96 53 55 51 48 47 48
Korea..eeesesss 14 17 17 20 20 20 18
Mistralia...... 5 5 5 7 7 7 10
W. Germary..... 4 4 6 5 5 5 5
Brazil..eeeeess 9 5 1 1 4 4 2
Total....... 88 84 84 84 84 83 83
Wire rods:
Indonesia.e.... O 0 2 9 15 17 17
MexXicOeeeeseees 28 35 11 19 15 14 16
Malaysida....... O 0 1 4 12 13 1
SpaiN.eeseesses 12 17 4 10 10 9 8
Japan..eeeseess 16 14 17 11 8 9 9
Totalevessss 56 66 35 53 60 62 51
Rails and railway
products:
Japan..eeeeeses 83 80 76 51 59 64 79
W. Germary..... 13 12 18 45 15 17 10
Sweden..eeeeeee O 0 0 0 14 8 0
Belgiun/Lux.... 3 1 2 1 8 8 2
Korea...eeeeess _0 1 3 1 4 3 9
Totaleeeeese 99 94 ) 98 100 100 100



Table D-4—Continued
Inport shares, by quantity, of the top five sources (1987) in Western region,
by products, 1983-87, Jarmary-November 1987, and Jarmary-November 1988

Jan.-Nov. Jan.-Nov.
1983 1984 1985 1986 1987 1087 1988

D,

Percent
Structural shapes:
Japan..ceeseeess 98 62 61 44 53 52 55
‘Korea....eeeeess 10 12 11 6 13 12 17
Belgiun/Lux..... 7 9 11 16 9 10 8
UKieeroroosoeas 10 5 9 11 8 9 6
Spaineeeeeecess _1 1 1 5 3 4 3
Total..eeees. 86 89 93 82 86 87 89
Bars:
Japan..eeeeesess 43 43 45 27 32 31 20
Korea..eveseeess 26 32 32 24 20 20 29
Indonesia....... O 0 0 0 12 12 23
TaiwaN,.eeeseees 8 4 9 32 12 12 9
France....eeeeee _1 2 2 4 3 3 3
Total.eeseo.. 78 81 88 87 79 78 84
Wire and wire
products: :
Canada..eeveeses 14 14 20 31 27 27 35
Korea........... 38 43 36 26 25 25 27
Japan.eeeeecesss 34 28 22 15 11 1 5
Taiwan.eeessesss O 1 2 13 10 10 4
Belgiun/Iux..... _1 2 3 3 ) 5 6
Totalesessoss 87 88 83 88 78 78 77
Pipe and tube:
Japan..eeeeseees 37 51 54 42 41 41 37
Korea...oeeeeess 46 37 28 31 29 30 32
Thailard....v... O 0 1 3 8 8 8
Taiwan..eeeeees. 13 2 3 11 6 6 6
Singapore....... _0 0 1 3 4 4 5
Total..eeeess 96 90 87 90 88 89 88
All products:
JapaN. veveeseess 44 47 42 36 35 35 31
Korea....eeeeee . 19 21 6 18 18 18 17
Brazil...... vees 6 3 11 6 8 8 10
Canada..ceeeeses 1 1 1 4 4 4 3
Taiwan..eeeeeesss _3 2 2 6 4 4 3
Total.vessess 73 74 72 70 69 69 64

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



*UOTSSTUMO) 9pEI] TPUOTIBUISIUI °S°f
2y3 Jo saireuuorisanb pue sozsumo) jo juswiiedsg °S°n ©Yl JO SOTISTIBIS TEIDTJJO UO paseg :32FNOG

GI9°688°T 986°LEL‘T O0TO°T68°‘T TL‘LLL T #80°161°C LEG ¥EG‘T BLI‘TIGG‘T ~°"°°°°°°°1e30]
10%" Z9¢€ 187 16¢ TGy EEE [20°9Z¢ 800" €06 890°0L¢ 0%6°89¢ *+-seqny pue sadrg
#.9°0%1 €LL°9%T 296°8ST #88°6G1 #86° €Y1 916°6ST 969°9Z1 ¢+e+-e+*+s30onpoad
9ITM pu® DITM
8£9°68 057 ‘9€T 10T1°2%1 116°68 LT6°€E6 L18°16 099°S/ Tretccctecccctsaeg
L15°62T 808°081 €Le° 161 106°602 182 ‘%92C #96° %42 9%7€‘191 *eccec e -sadeys
TeInlonils
698°91 L19°91 810°81 zSZ°0¢ #%1°0S #T6°1¢€ Z16°0¢ *+**sjonpoad Lem
-ITeI pue STTEY
89/°%8 6€8°GL €£€6°G8 ShE‘T8 818°¢€6 716°Z6 888°‘%8 *eccctcct°SpoOI 9ITM
S19°049 LSL%L9 6E1°6CL 0€9°0L9 086°808 9¢1°668 %#91°90L *++drails pue 333Yys -
€75 °68 001°/9 €59 %L T61°59 79¢£°S8 080°801 G8.°89 MR -k 13 |
08S ‘%02 0€8°1#1 06L°1ST 090°‘#%1 06S°“LWT 099°62 181°LT *tccccpaysTUTITWSS
(SIeTTI0P 000 I) onTEA
6GE % IS Ak CH8 % 15877 298° ¢ 61¢'S e W R -7 (o) 4
759 899 6€L 9T1Z [I0°T 9¢8 %0L *++seqny pue sadig
612 LET LST 8%¢ £SC z8¢ %2¢ **e*e+*+>s30npoad
9ITMA pue 3ITM
L1T €0¢ S1T SHe ¢ 0.2 102 terceccceccccsTRg
01§ wiY 91§ 8¢S 9%/ 1L 8LY *eecccccc-sadeys
Tean3onalg
LE LY 1§ 9L 971 z6 69 ¢+ *+*s30onpoad Aea
-1Tel pue sSTTEY
862C TLT LO€ (:14 8% ¢ 6%€ 8Z¢ *ettccctcSpOl SITM
0€E‘T 02S°‘1 0%9°1 #29°1 LT6°T 90Z°t 8€8°1 **+drays pue 399yg
%12 681 112 612 %12 9%7E 96¢ MRS - 313 ¢
L16 %48 606 106 1.8 8Z1 GZ1 " paysTUTITWOS
(SU63 000" tT) A3TIUen)
8861 1861 (861 9861 G861 7861 €861 Jonpoid

——I5qUWoAON-AXenuer

s3zodwut 1993S °S°[ UILIISOM 1993

S-a °19elL



D-10



E-1

Appendix E

MEASURES IMPLEMENTED BY THE U.S. GOVERNMENT THAT HAVE AFFECTED IMPORTS
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Stainless and Alloy Tool Steel, 1976-80

On July 16, 1975, the Tool and Stainless Steel Industry Committee for
Import Relief and the United States Steelworkers of America, filed a
section 201 petition on stainless steel and alloy tool steel. In January
1976, the Commission made an affirmative injury determination with respect
to imports of bars, wire rods, and plates, sheets and strip, not cut,
notpressed, and not stamped to nonrectangular shape, of stainless or alloy
tool steel. At the same time, a negative injury determination was made
with respect to imports of ingots, blooms, billets, slabs, and sheet bars
of stainless steel or alloy tool steel. Following this determination, but
prior to the Commission's final report to the President, Japan negotiated
an orderly marketing agreement (OMA) with the United States under which
Japanese exports of stainless steel and alloy tool steel to the U.S.
market were subject to annual restraints for the 3-year period beginning
June 14, 1976, and ending June 13, 1979.

In its final report to the President, 1/ transmitted in January 1976,
the Commission recommended that quotas be imposed for a 3-year period on
four products of stainless or alloy tool steel: sheets and strip; plate;
bar; and rod. On June 11, 1976, the President issued a proclamation
imposing import quotas for the period June 1976 to June 1979. The quotas
were on a trading area or country-by-country basis with respect to the
. larger suppliers.

On October 14, 1976, the Commission received a request from the USTR
that a section 203 investigation be conducted on terminating in part the
relief imposed under the recent 201 decision on certain stainless steel and
alloy tool steel (commonly known as bearing steel). Under section 203, the
Commission advises the President of its judgment as to the probable
economic effect on the relevant industry of extending, reducing, or
terminating the existing import relief. On February 14, 1977, the
Commission advised the President that the effect of such termination would
be negligible, and on June 15, 1977, the Presidewnt terminated the
quantitative restrictions on the steel. 2/

On June 19, 1977, the Commission instituted a second 203
investigation on stainless steel and alloy tool steel following a request
from the USTR. On October 14, 1977, the Commission advised the President
that termination or reduction of the relief (except for chipper knife or
bandsaw steel) could have a serious economic effect. 3/ On April 5, 1978,
the President modified the import relief so as to exclude chipper knife
steel and bandsaw steel from the quota on alloy tool steel. The quotas

/ Stainless Steel and Alloy Tool Steel: Report to t resident on
Investigation No. TA-201-5, . . ,USITC Publication 756, January 1976.

2/ Certain Alloy Tool Steel: Report to the President on Investigation No.
TA-203-2. . . , USITC Publication 805, February 1977.

3// Stainless Steel and Alloy Tool Steel: Report to the President on
Investigation No, TA-203-3. . . , USITC Publication 538, October 1977.
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applicable to the remaining articles from the primary sources of alloy tool
steel were then reduced because of the change in quota coverage.

On December 11, 1978, following receipt of a petition on
November 30, 1978, f11ed by the Tool and Stainless Steel Industry Commlttee
and the United Steelworkers of America, the Commission instituted a 203
investigation to assess the probable economic effect on the domestic
industry of the termination of import relief in effect on stainless steel
and alloy tool steel. Import relief was scheduled to terminate on July 13,
1979, unless extended by the President. On April 24, 1979, the Commission
advised the President that termination would have little if any adverse
impact on the domestic industry, though two Commissioners advised that
termination would have a serious economic effect. 1/ On June 12, 1979, the
President extended the terporary import relief measures for 8 months, to
February 13, 1980.

Trigger Price Mechanis 1978-198

In 1975, a global recession resulted in lower demand for steel
worldwide as well as in the United States. Consequently, the U.S. steel
industry experienced a drop in output and capacity utilization. As world
demand declined, import pressure increased in the U.S. market, where import
penetration rose from 13 percent in 1973-74 to 17.8 percent in 1977. 1In
response to a number of antidumping petitions against Japanese and European
exporters, the TPM was implemented during 1978 as a system based on import
reference prices ("trigger prices"), allowing the immediate initiation of
antidumping investigations against imports entering the United States at
prices below the established floor. The trigger prices were based on
Japanese production costs (Japan was acknowledged at that time as the
world's low-cost producer) plus an 8-percent profit margin; the prices were
subject to quarterly revisions in accordance with changes in Japanese
production costs and exchange-rate fluctuations.

The purpose of the TPM program was to limit the importation of steel
being sold in the United States at less-than-fair value (LTFV) (i.e.,
~dumped). As the system was based on Japanese production costs, it allowed
other higher cost producers to continue selling at less than fair value
without being subject to dumping complaints. 2/ The effect of the measure
was to equalize the terms of entry for all steel import sources. The TPM
therefore had the potential to result in significant trade shifts and entry
into the market by new sources. However, a shift in the regional
composition of imports was not apparent during the period that TPMs were in
place (1978-81); Western imports accounted for 21 percent of national
imports in both 1978 and 1981, after having risen briefly to 26 percent in

1/ Stainless Steel and Alloy Tool Steel: Report to the President on
Investigation No,TA-203-5. . . , USITC Publication 968, April 1979.

2/ U.S. Government officials indicated that the filing of dumping
complaints in all likelihood would lead to a suspending of the TPM in light
of the resources which would be required to process the cases. B
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1980. In addition, imports into the West decreased 15 percent from almost
4,5 million to just under 4 million tons.

U.S. producers supported the TPM until March 1980, at which time they
filed trade suits against steel producers in seven European countries, an
action which led to the immediate suspension of the TPM. In October 1980,
the suits were withdrawn and trigger prices were reimposed with some
modifications, including changes in the methods for reflecting dollar/yen
exchange rate movements. In addition, a surge provision was included for
imports of carbon steel products, whereby significant increases in imports
of a product from a country could trigger a self-initiated antidumping or
countervailing duty investigation by the U.S. Government.

In 1981, as the U.S.- dollar started to appreciate, steel imports rose
steadily. In January 1982, domestic producers filed numerous antidumping
and countervailing duty suits. In response, the administration abolished
the trigger price system for virtually all products and processed the
complaints. Those filed against EC producers were ultimately settled
through the negotiation of an import restraint agreement (hereafter "VRA").

U.S.-EC Steel VRAs, 1982-85

As indicated above, in January 1982, the domestic industry filed a
number of antidumping and countervailing cases covering 20 percent of the
1981 total U.S. carbon steel imports. In an attempt to settle the suits
against European producers, the United States negotiated an arrangement
which went into effect in November 1982. Originally set to expire in
December 1985, the arrangement has since been modified and extended through
September 1989. Under the arrangement, the EC agreed to limit exports of
10 carbon steel products to a fixed percentage of the projected U.S.
market, ranging from 2.2 percent for tin plate to 21.5 percent for sheet
piling. The 10 products involved accounted for about 64 percent of total
U.S. steel imports from the EC in 1982. 1/ The EC agreed to the restraints
in return for the withdrawal of steel trade cases filed against EC
producers; any new proceeding with regard to the covered products
constitutes grounds for terminating all or parts of the arrangement.

The reduction in the EC share of U.S. imports, although influenced by
the VRAs, also reflected a growing diversification of imports from
traditional sources such as the EC, Canada, and Japan. Imports of steel
mill products into the United States from sources other than these three
areas (principally Brazil, Spain, and Korea) rose from 20-24 percent of all
U.S. imports in 1978-82 to close to 40 percent in 1984. 2/ Reductions in
imports resulting from the VRA were therefore more than offset by increases
from other suppliers. This upsurge in imports, largely from developing
countries, is indicative of the ongoing shift in global steel production

1/ USITC, Summary of Trade and Tariff Information, Iron and Steel, January

1985, p. 9.

2/ American Iron and Steel Institute, 1982, 1985 Annual Statistical Report.
E-4
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capacity away from traditional regions. It also reflects the fact that,
after 1980, economic conditions in the U.S. market were favorable to
increased foreign competition: the dollar was appreciating and, as import
penetration increased, low operating rates were pushing the costs of U.S.-
producers upwards relative to foreign manufacturers. 1/

Antidumping and Countervailing Duty Cases

Steel products have accounted for a significant share of the
antidumping (AD) and countervailing duty (CVD) cases filed by the U.S.
industry with the Department of Commerce and the International Trade
Commission. Since 1979, 194 cases alleging less-than-fair-value sales and
207 cases alleging subsidized production of imported steel products have
been filed by U.S. steel producers. The bulk of these cases were filed
during 1982-86 and targeted countries with which VRAs were subsequently
negotiated.

Specialty Steel

On July 19, 1983, the President announced his decision to grant
import relief to the specialty steel industry for a period of 4 years (48
Federal Register 33233). The relief was scheduled to expire on July 19,
1987. VUnder the relief, quotas were put on imports of stainless steel
bars, stainless steel wire rods, and certain alloy tool steel products;
increased duties were imposed on stainless steel plates and stainless steel
sheets and strip. On July 16, 1987, the President announced his decision
to extend the import relief in the form currently in effect for a period
from July 20, 1987 through September 30, 1989. Under the steel VRAs, which
are discussed below, in return for their agreement to limit exports of
stainless steel plates and sheets and strip, the VRA countries were
exempted from having to pay additional duties (with the exception of
Finland, whose VRA does not include stainless steel flat-rolled products).
Quotas were unaffected by the VRAs for all countries except the EC-10,
which negotiated limits on rods, bars, and alloy tool steel as part of its
VRA; Brazil, whose VRA now includes the specialty steel products subject to
quotas; and Austria, which included alloy tool steel in its VRA.

Background of the Current VRAs

On September 18, 1984, the President determined, under section
202(b) (1) of the Trade Act of 1974, that taking "escape clause" action was
not in the national economic interest (49 Federal Register 36813). The
decision followed an investigation conducted by the Commission in which

1/ G.C. Hufbauer, D.T. Berliner, K.A. Elliott, Trade Protection in the
United States, 31 Case Studies, Institute for International Economics,
Washington, DC, 1986, p. 171.
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imports of certain steel products 1/ were found to be a substantial cause
of serious injury, or threat thereof, to certain domestic industries
(investigation No. TA-201-51). At the same time, however, the President
announced a nine-point policy to address the concerns of the industry.
Under this policy, the President directed the United States Trade
Representative to negotiate voluntary restraint arrangements to cover a 5-
year period (from Oct. 1, 1984, through Sept. 30, 1989) with countries
whose exports to the United States had increased significantly in recent
years because of an unfair surge in imports. These measures were expected
to return the share of imports in the U.S. market to a more normal level of
approximately 18.5 percent, excluding semifinished steel (which, subsequent
administration statements indicate, would be limited to about 1.7 million
tons per year).

Current Status of VRAs

To date VRAs have been negotiated with 19 countries and the EC
(excluding Portugal and Spain, which negotiated separate agreements). The
agreements have taken the form of market share arrangements and quotas, or
a combination thereof. The agreements are tailored to each country, with
considerable variation in the number of individual product categories
subject to limitation. A list of countries subject to the VRAs and
estimates of their respective overall limitations on a market share basis
for 1988 is contained in table D-2.

1/ Affirmative decisions were rendered in the case of semifinished steel,
plates, sheets and strip, wire and wire products; and structural shapes and
units. Negative determinations were rendered in the case of wire rod,
railway type products, bars, and pipes and tubes. E-6
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Delivered Prices, Market Shares, and Transportation Costs

This appendix contains a stylized model that suggests why delivered
prices of imported and domestic steel in the Western States might well vary
from those charged in the Eastern or Midwestern States. Suppose that deliver-
ed steel prices equal ex-factory prices plus transportation costs, and that
transportation costs are proportional to the distance between factory and
customer. Suppose further that there are two producers, Asia, and Eastern
United States. Finally, suppose that customers are located continuously on a
line between the two producers, which are located 15,000 miles apart.
Delivered prices of Eastern and Asian steel to customers at any specified
location may be found by referring to a diagram such as figure F-1.

Notice that the ratio of the delivered price of Asian steel to the price
of steel from the Eastern United States is higher for customers further from
Asia and closer to the Eastern United States.

If Eastern U.S. and Asian steel are imperfect substitutes for each
other, consumers who face a higher price ratio of Asian to Eastern U.S. steel
will consume a smaller share of Asian steel. Thus, the market share of the
Eastern United States producer will be higher in the Eastern United States
than in the Western United States (i.e., closer, rather than farther, from the
Eastern producer).

Nonetheless, the prices paid by consumers at all locations are linked to
each other by transportation cost differences. Prices net of cost differences
are equal. In this sense, there is only one market for steel.
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Figure . F-1
Delivered prices based on customer location

Delivered
Price

Eastern U.S. Steel Asian Steel

Asian

Ex-Factory
Price Eastern U.S.

Ex-Factory
Price

Aslan Eastern U.S.
Producer Producer

- Customer Location

Distance from
Aslan Producer: 0 5,000 10,000 15,000

Distance from
Eastern U.S.
Producer: 15,000 10,000 5,000 0

Source: Constructed by the staff of the U.S. International Trade Commission.
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FACTORS THAT INFLUENCE FREIGHT RATES AND THE MODE OF TRANSPORT SELECTED

The type, size, and/or weight of a product may often dictate the mode
of transport selected. Both type of product and mode selected have some -
effect on the freight rates available, as does shipment size. Examples of
factors that affect freight rates are as follows:

-Smaller and/or specialty products often cost more to ship than
primary steel products because order and shipment size are often small.

-Shipping costs also vary based on the type of railroad and other
equipment necessary to transport the product. Semifinished steel (such as
coils, rods, or billets) move via rail gondola, flatcar, flatbed truck, or
barge. Further advanced products such as nails, wire, and fence move via
rail boxcar, piggyback, or in van-type trucks. Different types of
equipment are priced differently, and may be handled differently; for
instance, the typical flatbed semitrailer that hauls steel coils is too
heavy, too specialized with regard to construction, and too expensive to be
loaded on a piggyback car. 1/

-The value of a product may affect the freight rate; for example,
hot-rolled plates are shipped at lower rates than brass plates, reflecting
the higher intrinsic value of the material. 2/

-Some wire products are very light, so the shipping cost per ton may
be quite high, reflecting a higher number of truckloads necessary for a
shipment.

-The length of structural steel or pipe may affect transport mode
and/or freight rates available. For instance, trucks carry a maximum 45
foot length of structural steel, while rail shipment accommodates up to 65
feet at no extra cost (but would take longer for shipment.) Pipe (conduit)
10 foot lengths or less can be loaded in boxcars at lower rates than longer
pipe, which must be transported by flatcar. 3/

1/ "The Case for Coiled Steel: New Intermodal Markets," Intermodal Age,
November-December 1988, p. 18.

2/ Information submitted in response to questionnaires of the U.S.
International Trade Commission.

3/ Information submitted in response to questionnaires of the U.S.
International Trade Commission.
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Appendix I

STATISTICAL TABLES, STEEL EXPORTS AND EXPORT CEILINGS
NEGOTIATED UNDER THE VRAs
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Table I-1
Steel exports, export ceilings negotiated under the VRAs, and the share of the export
ceiling filled, by exporting countries and product categories, 1987

Share

Final of export
export ceiling
Category Total ceiling filled
------ Metric tons————--- Percent
Australia: '
Semifinished....vevvveveeessses 49,189 46,866 104.96
Sheet and strip........ ceeesee. 132,718 146,089 90.85
Wire rodS..eeeeeevccssocesnccns 5,276 5,282 99.89
Wire and wire productsS......... 2,637 2,641 . 99.85
Pipes and tubes....c.cvveeennne 15,135 16,521 91.61
Total.eeeereoevecessacsnnnees 204,955 217,399 94,28
Austria:
Sheet and StriPiceecseeceonvens 95,274 117,375 81.17
BArSeeeseessossssscesssccsoonnse 2,216 2,131 103.99
Wire r0dS.ceeveeeccceseccanocss 597 5,122 11.66
Pipes and tubes........... ceees 25,252 35,403 71.33
Totaleeoeeeosooonosnssneansass 123,339 160,031 77.07
Finland:
Semifinished..civievreennrnonss 12,653 - 13,608 92.98
Plat@..eeeceecceossssssncsoscons 51,003 50,215 101.57
Sheet and StripPeivececerevevecns 93,888 97,063 96.73
BArS.eeeeeoococescassssonosnsas 1,480 1,784 82.96
Wire rodS.eceeeeveseososnoscnses 3,452 4,164 82.90
Pipes and tubes.....cveevunenns 4,832 5,163 93.59
Total..veeeeeeooonoscneeeeess 167,307 171,997 97.27
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Table I-1--Continued ,
Steel exports, export ceilings negotiated under the VRAs, and the share of the export
ceiling filled, by exporting countries and product categories, 1987

Share
Final of export
) export ceiling
Category Total ceilin illed
--------- Metric tons---------  Percent
Japan: ' ‘
Semifinished...eeveeveecreennens 83,876 95,683 87.66
Plat@.eeeeeeonnnnn creasesesenns 20,353 23,512 86.56
Sheet and stripeceecececseeses. 2,342,048 2,549,497 91.86
2 o 109,563 184,231 59.47
Wire 70dS.e.ececsreevecccccansnss 236,357 297,732 79.39
Wire and wire products......... 106,466 174,796 60.91
Structural shapesS...eeeeeeeeess 569,790 681,545 83.60
Rails and rail products........ 57,869 70,454 82.14
Pipes and tubes.......000000... 635,980 680,169 93.50
Total.eeeeeeooeecosannnoneee 4,167,472 - 4,757,619 87.60
Korea:
Semifinished....ccevvveveeennns 24,622 24,632 99.96
Plat@.ceeernrnnnnonnnnns certeaas 39,946 39,857 100.22
Sheet and StripPeceeececcccenens 575,511 580,402 99.16
BArS.eeeeseesissnnescasassanans 53,797 61,597 87.34
Wire and wire products......... 208,711 215,269 96.95
Structural shapes........ce... . 139,019 143,217 97.07
Rails and rail products........ 3,406 3,500 97.31
Pipes and tubes........iv0vnnns 400,018 395,334 101,18
Total.eeeeeenoeneeesnsannnees 1,445,030 1,463,808 98.72
Mexico:
Semifinished...cceevveveennenns 60,599 113,623 53.33
Plat@.veeeenovonsss Ceeerenaanes 10,779 11,750 91.74
Sheet and stripeciecececesvenns 62,016 57,326 108.18
BArS..eeeesensncesssssnsnncnnsans 13,515 12,036 112,29
Wire rodS.ceeerececenncneensans 48,998 53,978 90.77
Wire and wire products......... 12,099 12,847 94.18
Structural shapes.....ceeeeeees 17,619 17,235 102.23
Pipes and tubes......cvvevevnnn 86,365 80,167 107,73
Totaleveeroeeoceonssonnnscane 311,990 358,962 86.91
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Table I-1--Continued
Steel exports, export ceilings negotiated under the VRAs, and the share of the export
ceiling filled, by exporting countries and product categories, 1987

Share
Final of export
] export ceiling
Category Total ceiling filled
------ Metric tons——-—-—- Percent
Spain:
Semifinished.....cvvevveeennne . 38,701 48,989 ' 79.00
PlateS.iveeveennnns N ceeene 46,011 44,279 103.91
Sheet and strip..cveeeeecees . 115,732 155,850 74,26
BArS.eeeeesroasssessoneanosssnne 33,167 45,128 73.50
Wire rodS..eeeccecessnnss ceeeee 42,499 48,435 87.74
Wire and wire products......... 20,893 34,938 59.80
Structural shapes......eeveeens 151,781 155,085 97.87
Pipes and tubes..... ceenann oo 28,644 46,338 61.82
Total..eveven PN 477,428 579,042 82.45
Brazil:
Semifinished...... seeeresvenn s 728,485 652,468 111.65
PlateS..eeevececsoonnonns ceeee 33,609 32,680 102.84
Sheet and Strip..cesecececes coe 314,641 325,771 96.58
BAIS.eeesesecoccasosssnsnscennns 67,053 70,641 94,92
Wire rodS.veeesseennescnnans .o 53,721 53,719 100.00
Wire and wire products......... 26,220 27,814 94,27
Structural shapes......eveeveves 25,975 26,755 97.08
Pipes and tubes......cvevvuunnn 64,946 66,188 98.12
Totaleeeveeasoeannnna eeseees 1,314,650 1,256,036 104.67
Eastern European Countries,
Venezuela, Portugal,
China, Trinidad
and Tobago: :
Semifinished....... cereeeeeaane 81,748 91,564 89.28
PlateS.ccersssnvcccsvossnosanns 110,020 113,552 96.89
Sheet and striP.cesecececeesnns 216,335 232,166 93.18
BarsS.ceeeceess N 12,398 12,273 101.02
Wire TOdS.eeeeeoesonsenocennnes 88,439 77,894 113.54
Wire and wire products......... 56,306 55,671 101.14
Structural shapes........ ceeees 16,507 16,119 102.41
Pipes and tubes......ccovveennnn 63,679 61,954 102.78
Unspecified 1/.ccevveirnenennns 103,968 13<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>