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Executive Summary

On May 23, 1977, the U.S. International Trade Commission instituted an
investigation to study the conditions of competition in the Western U.S.

carbon steel market between certa@n domestic and foreign products of steel,
other than alloy steel. 1/ In this investigation and report, the Commission

is concerned with among other things, the effects on the ten-state Western
U.S. carbon steel mill products market (hereinafter referred to as the Western
steel market) and western U.S. steel producers of (1) imports of such
products, (2) ownership by foreign interests of domestic facilities producing
such articles in such market area, and (3) practices of importers marketing
such articles.

This report addresses conditions which existed in the Western U.S. carbon
steel market through 1977. In view of the apparent changes in conditions of
competiton in the Western U.S. steel market as a result of economic
developments in 1978, the Commission considers it important to-continue the
present 1nvestigation.

Consequently, the Commission has determined to provide this report on an
interim basis, and to supplement it with a final report. This will enable the
Commission to gather and to analyze data for all of 1978 plus whatever is
available for 1979, and to receive comments on current conditions from
industry, labor, and other sources.

The 10-State Western market is, for the most part, isolated from the
large eastern and midwestern U.S. steel producers by the Plains and Rocky
Mountains. Because the western U.S. steel market is not self-sufficient in

all lines of steel production, certain steel products must be obtained from
the major eastern and midwestern producers and/or from foreign sources.

Inland shipping rates in the United States are high and as a result add
considerably to the price of steel obtained from eastern and midwestern
producers, most of whom do not have easy access to ports. Ocean freight rates
are much lower than inland shipping rates and as a result provide an important
pricing advantage to any producer, including foreign producers, shipping by
water to the Western States. Many of the big Japanese and European steel
mills are located at or near ports. Further U.S. steel duties do not impose a
significant restriction on imports.

1/ The iqvestigation was instituted by the Commission on its own motion
under section 332(g) of the Tariff Act of 1930, as amended (19 U.S.C.

1332(g)). The products covered include articles of the types provided for in
part 2B of schedule 6 of the Tariff Schedules of the United States. For the
purpose of this study, the western market includes the 10 States of
California, Oregon, Washington, Idaho, Nevada, Arizona, New Mexico, Colorado,
Utah, and Wyoming.



Steel production in the Western States is highly concentrated geographi-
cally and by firm and product line. There are 26 producers operating 38
establishments in the western region. Facilities have been closed or curtailed
in at least 14 locations during the past 6 years. Although aggregate western
capacity appears to be sufficient to satisfy the market's demand, capacity to
produce plates, sheets, strip, pipes, and tubes--products which account for
the bulk of western consumption--was well below consumption in each of the
last 6 years. Capacity shortfalls characterize products important to

integrated mills while excess capacity exists for products of minimills and
wire mills. Among the major integrated mills, western capacity has been
increased only marginally in recent years. '

In 1976 and 1977, the Western States operated at about 73 percent of
capacity to melt carbon steel compared to about 80 percent for the entire U.S.
carbon steel industry. Of the three major types of steelmaking furnaces--open
hearth, basic oxygen, and electric--the least efficient type is the open
hearth. 1In 1977, forty-five percent of the Western States' carbon steel

production was accounted for by open hearth furnaces compared to 17 percent
for the entire U.S. steel industry.

Apparent consumption of steel mill products in the Western States showed
no discernible trend from 1972 to 1977. During this period, apparent
consumption ranged from a high of 10.6 million tons in 1974 to a low of 7.1
million tons in 1975. Total shipments by western producers also showed no
discernible trend from 1972 to 1977. During this period, western producers’
share of apparent consumption ranged from a high of 58 percent in 1973 to a
low of 47 percent in 1974. After increasing to 56 percent in 1975, their
share then decreased annually to 53 percent in 1977. Since 1972, the share of
the Western steel market held by imports ranged from 29 percent in 1973 to 40
percent in 1977. The fact is that on a percentage basis imports' market share

in the Western States is about twice what it is for the entire nation.
Western producers' exports have declined steadily since 1973, and in 1977
equalled 1972 levels.

Based on data submitted to the Commission, western steel producers'
inventories are normally higher than those of importers, producers maintaining
a 2-month supply compared to a l-month supply for importers. Thus, the
inventory cost burden for western producers is much greater than that of
lmporters.

The western producers require more man-hours to produce a ton of carbon
steel than the U.S. steel industry as a whole. In 1977, they required 7.4
man-hours for each ton of carbon steel shipped, while it is estimated that one
less man-hour is required for the nation as a whole.

From 1972 to 1975 the Western steel industry was essentially more
profitable than the U.S. steel industry industry as a whole. However, in both
1976 and 1977 the Western steel industry suffered losses exceeding 4 percent.
Profits of the U.S. steel industry as a whole were 3.5 percent in 1976 and 0.1
percent in 1977. 1In 1977 more than half the producing establishments ia the
Western States reported losses. The decline in profits of western producers
1s apparently the result, in part, of increasing costs of production relative
to price increases and low levels of capacity utilization.



Japan is and has traditionally been the largest single supplier of each
category of carbon steel mill products imported into the Western States. In
1977, Japan's share of imports declined from 79 percent in 1976 to 72 percent
primarily as a result of increasing imports from the EC and the developing
countries. During January-September 1978, imports into the Western States
increased by 40 percent when compared to January-September 1977; for the
entire United States the increase was 18 percent. In both the Western States
and the United States as a whole, imports from Japan decreased in absolute

terms. In contrast, the EC was the major contributor to the net increase in
imports.

In 1977, western producers supplied 53 percent of the western market;
importers, 37 percent; and eastern producers, 10 percent. The eastern
producers were significant suppliers of bar-size shapes; angles, shapes, and
section, rails, joint bars, and tie plates; and pipes and tubes. Western
producers market about 20 percent of their supply through service centers/
distributors, while importers sell 60 percent to service centers/

distributors. Many of these service centers source from both domestic and
foreign suppliers.

Foreign investment in Western States steel producing, distributing, and
fabricating firms is small but growing. Of the 200 firms responding to the
Commission's questionnaires, 13 firms reported foreign investment in 1972 and
31 firms in 1977. Japanese investments (15 firms which account for one—third
of total sales by foreign affiliated firms) are most prevalent. From the
questionnaire responses, it appears that subsequent to foreign investment in
several key firms in the wire and wire products and pipes and tubes sectors,
the market share of these firms increased. Based on field research, in some
cases such investment was in firms in financial difficulty or firms seeking
infusions of capital, either through equity investment or loans, to effect
major expansions of their business operations. Additiomally, foreign
affiliated firms have a decided advantage over their competitors in obtaining
long term loans. For example, the long term debt-to-equity ratio is omne to
four for domestically owned firms, while firms with foreign participation have
ratios as high as four to one. For the most part, pre-investment management

continued to operate the business with little or no participation from the
foreign investors.

Prices of carbon steel mill products imported into the Western States were
generally below comparable domestically produced articles throughout the
1972-77 period except for the boom years of 1973-74. In 1973-74, import
prices of almost every representative carbon steel product moved to levels
sharply above U.S. producers' prices. The price spread pattern between
imported and domestic steel reflects highly volatile import prices that move

with the business cycle. In contrast, domestic prices have not been as
volatile.



vii

Importers have employed various techniques and practices to establish,
maintain, and strengthen their sales in the Western United States. They, like
western producers, have tried to price competitively and offer a quality
product and reliable de11very. The Commission received 1nformat1on indicating
that importers have engaged in practices such as channeling, price indexing,
and dual distribution. Information also reveals that domestic producers
engage in dual distribution. While many western steel producers and
distributors have alleged that such practices by importers violate U.S.

antitrust or unfair trade practice law, this determlnatlon can only be made by
appropriate proceedings under such 1aws.






INTRODUCTION 1/

On May 23, 1977, the U.S. International Trade Commission, on its own
motion, instituted an investigation under section 332(g) of the Tariff Act of
1930, as amended (19 U.S.C. 1332(g)), to study the conditions of competition
in the Western U.S. carbon steel mill product market between certain domestic
and foreign products of steel, other than alloy steel. Such articles of steel
include articles of the types provided for in part 2B of schedule 6 of the
Tariff Schedules of the United States (TSUS).

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

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

1/ Commissioner Stern notes that the quality of this interim report
benefited from the Commission's efforts to schedule a series of open meetings
in order to facilitate substantitive exchanges among the Commissioners as well
as the Commission staff. However, Commissioner Stern earnestly hopes that the
final report will address certain analytical economic issues which were not
dealt with sufficiently in the interim report.

First, in order to understand clearly the economic condition of an
industrial sector, it is essential to analyze available economic data in terms
of the relevant business cycle. However, the report does not include a
comprehensive analysis of the business cycle for the domestic and
international steel markets during the period covered, 1972-77.

Second, the report does not consistently provide a comparative analysis
of the available economic data. In order to understand the significance of
economic data and discern meaningful trends, it is essential to analyze data
for the entire base period of 1972-77 on a comparative basis. In contrast,
there are instances in which the report cites data for one year as a
benchmark, against which there is limited or, in some instances, no comparison.

Third, the report would have been more complete had certain additional
information been developed and analyzed. For example, the report cites
numerous examples of plant closings without any explanation of the reasons for
such closings. 1In addition, the report states that domestic firms with
foreign investors have "increased sharply" their shipments, but does not
analyze at‘?hose expense —- importers or domestic producers -- these firms are
increasing their share of the market.

Finally, after 1975 the Western Steel producers suffered a more dramatic
erosion of profits than the U.S. steel industry as a whole. However, the

report does not include a complete explanation for this precipitous decline in
profits.



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

The information contained in this report was obtained from fieldwork,

" from questionnaires sent to domestic producers, importers, end users, and
fabricators, from the Commission's files, from other Government agencies, from
information received at the hearings, and from briefs filed by interested
parties. It addresses conditions which existed in the Western U.S. carbon
steel market through 1977. In view of the impact of the administration's
trigger-price mechanism (TPM), which was initiated in early 1978 and became
effective with respect to various products at various points in 1978, the
Commission considers it important to continue the present investigation. Many
of the market conditions discussed in this report may have changed
substantially during 1978, and further study of the rapidly changing Western
U.S. market is clearly warranted.

Consequently, the Commission has determined to provide this report on a
interim basis, and to supplement it with a final report. This will enable the
Commission to fully gather and analyze crucial data from 1978, and to receive
comments on current -conditions from industry, labor, and other sources.



The Western Steel Market

The Western States carbon steel market encompasses a 10-State
region. 1/ It is unique geographically, isolated from the major steel
producing regions of the country by great distances and formidable natural
barriers. Apparent consumption of carbon steel mill products in this region
totaled 8.4 million tons or 10 percent of U.S. consumption. 2/ The value of
this market was $2.7 billion in 1977. Western producers accounted for 7
percent of U.S. raw steel production in 1977.

Unlike total U.S. demand, the strongest elements of Western steel demand
are derived from the construction and food-processing industries. The
construction industry consumes large quantities of plates, structurals, and
reinforcing bars, and the food-processing industry creates heavy demand for
tin mill products. Although the region has several auto assembly plants,
demand in automobile and automobile-related industries is not as significant
for Western producers as for producers located in the Midwest and East.

Carbon steel mill products are supplied to the Western States from three
sources—-producers located within the region, domestic producers located
outside the Western States, and foreign producers. 3/ The ability of
producers in the Eastern and Midwestern steel producing centers to market
steel mill products in the Western States is limited primarily because of high
inland shipping rates. Conversely, low ocean freight costs, coupled with low
U.S. tariffs, have allowed the Western States to become a lucrative market for

foreign producers. The ratio of imports to consumption in the Western States
was 37 percent compared with 18 percent for the entire United States.

Western producers

Steel production in the Western States is highly concentrated
geographically. The 26 producers of steel mill products located in the region
operate 38 establishments (table 1, app. C). Of these, 21 of the firms and 30
of their establishments are located in California, the Western States' major
steel producing and consuming State. The Northwest represents a lesser area
of concentration, with producers located near Portland and Seattle. In
addition, Pueblo, Colo., the home of CF&I Steel Corp.; is the location of a
significant portion of total production in the Western States. CF&I, however,

because of its location in Colorado is not a significant competitor in the
Western coastal markets.

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

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

3/ To place the Western States steel industry in perspective, ap overview of
the United States and world steel industries is provided in app. B.



Of the 26 Western producers, 4 accounted for 79 percent of shipments by
Western producers of all steel mill products in 1977, which indicates the
existence of a high degree of concentration by company, in addition to
locality (table 2). These four are the three integrated producers located in
the region--Kaiser Steel Corp., CF&I Steel Corp., and U.S. Steel Corp.—--and a
nonintegrated producer, Bethlehem Steel Corp. These companies not only
operate mines supplying the necessary raw material ingredients, but also own
blast furnaces, steelmaking furnaces, and rolling and finishing facilities.
The operations of Bethlehem Steel Corp. in the Western States are not fully
integrated, in that they do not include blast furnaces. ~

In addition to concentration of Western States steel production by firm,
production in the region is also concentrated by product line. The four
largest producers in each product category accounted for no less than 70
percent of Western producers' shipments in 1977. The four largest firms as
used here are not necessarily the four largest producers of the carbon steel
mill products previously discussed. For example, of the four largest
producers of reinforcing bars, three are minimills. The four largest
producers in each of the major product lines supplied 99 percent of plates,
sheets, and strip; 70 percent of deformed reinforcing bars; 100 percent of
angles, shapes, and sections combined with rails; and 77 percent of pipes and
tubes. The four largest producers of plates, sheets, and strip supplied 54
percent of apparent consumption. The lowest share of apparent consumption of
the four largest producers of any product line was 25 percent (pipes and
tubes).

There are few Western producers competing in a large number of product
lines (table 1). 1In 1977 only 3 producers were engaged in the production of 9
or more carbon steel mill products, while 18 producers limited output to only
1 or 2 such products. The products dominated by the integrated producers,
such as flat-rolled products, show few competitors. Conversely, deformed
reinforcing bars, the mainstay of the minimills, shows the largest number of
competitors (12 in 1977). Wire and pipes and tubes, product lines in which
many fabricators compete along with integrated producers, also show a large
number of competitors.

Producer profiles

Kaiser Steel Corp. is the largest steel producer in the Western States.
Carbon steel mill products account for about three-fourths of the firm's total
sales. The company produces a diversified line of steel mill products. In
addition to the steelmaking facilities located in Fontana, Calif., Kaiser
obtains iron ore from its Eagle Mountain facility and coal from the company's
holdings in Utah and New Mexico. Kaiser also imports iron ore from Hammersley
Holdings Ltd., an Australian firm in which Kaiser has a 28-percent interest.
This iron ore is blended with its domestic iron ore for use in the blast
furnaces at Fontana. Kaiser also imports coal from Canada,' Pakistan, The
Republic of Korea, and Brazil for use in the Fontana mill. This is done
through Kaiser Resources Ltd., a Canadian company engaged primarily in the
mining, processing, and exporting of metallurgical-grade coal in which Kaiser

has a 32.5 percent interest and Mitsubishi Corp. and other Japanese firms have
a 27 percent interest.



Kaiser also operates a steel fabrication plant, construction and marine

assembly yards, a drum manufacturing and reconditioning plant, and various
metalworking facilities.

In 1978, Kaiser will complete a $233 million modernization program
including $95 million for pollution control at its Fontana facility. A new
basic oxygen furnace and a continuous caster, which are a part of the
modernization program, should enable Kaiser to be somewhat more competitive in

the marketplace. The basic oxygen furnace (BOF) will enable Kaiser to phase
out eight open-hearth furnaces.

In 1977 Kaiser also announced several major actions to improve
efficiency. These included changes in its top corporate management and the
shutting down of certain facilities, which Kaiser indicated were marginal
operations. About 300 employees were affected by the shutdowns.

U.S. Steel Corp., the second largest Western producer, operates
facilities at Provo, Utah (Geneva Works), San Francisco, Calif. (Pittsburg
Works), and Los Angeles, Calif. (Torrance Works). Although U.S. Steel
produces almost all of the products covered in this investigation, its
principal products include sheets and strip, tin mill products, wire rods, '
plates, pipes and tubes, and angles, shapes, and sections. In the Western
States, U.S. Steel's entire steelmaking facilities are either open hearth or
electric. At Provo, Utah, U.S. Steel, in addition to making ingots,
principally manufactures flat-rolled products and structural shapes. Ingots
produced by electric furnaces at Torrance are supplemented by ingots from the

Geneva Works. The principal products produced at Torrance include reinforcing
bar, hot-rolled bars, and structural shapes.

At U.S. Steel's Pittsburg, Calif. facility, tin mill products and pipe
are the principal products. Its tin mill was the first such mill installed in
the Western States, and its pipe mill is the largest pipe-producing facility
for small-diameter pipe in the Western States. All of U.S. Steel's
open-hearth furnaces and primary rolling mills at Pittsburg, Calif. were
closed in 1974, Thus, semifinished products for this plant must be shipped

from the Geneva Works or from facilities located in the Midwestern or Eastern
areas.

For its Western operations, U.S. Steel obtains iron ore from its mines in
Utah and Wyoming as well as from outside sources. Coal, obtained from the
corporation's mines in Utah and Colorado, is mixed with purchased coal to

improve its coking quality. Limestone is obtained from U.S. Steel's
operations in Utah.

CF&I, the third largest Western producer, is the most specialized of the
integrated producers. Its principal product is rails; it is the only Western
producer of this article. It is also a large producer of pipes and tubes,
bars, including reinforcing bars, and angles, shapes, and sections. It

produces all of the products covered in this investigation, except sheets and
strip and tin mill products. T



A major expansion and modernization of the rail mill facilities, which
will increase rail production capacity by 50 percent, will be completed in
1979. This new rail facility will enable the firm to produce rails up to 25
meters in length, more than twice the standard length. CF&I obtains iron ore
from its mines in Wyoming and has become self-sufficient in high-volatile
metallurgical coal with the opening of a new mine in Colorado. The company

plans to become self-sufficient in low-volatile coal with the development of a
mine in Oklahoma.

Bethlehem Steel Corp., the fourth largest producer in the Western States,
operates facilities at Los Angeles, Calif. and Seattle, Wash. Although
Bethlehem has a capacity to melt raw steel in excess of 1 million tons in its
Western facilities, its actual production has been far below this amount. The
Los Angeles facility operates three electric furnaces for steelmaking. Bars,
including reinforcing bars, wire rods, strip, and structural shapes are the
principal mill articles produced at this location. Bethlehem converts the
bulk of its wire rod production to wire or fasteners and a substantial portion
of reinforcing bar production is consumed in the plant's reinforcing bar
fabrication shop. At Seattle, Bethlehem operates two electric furnaces.

Although a variety of steel mill products are rolled, reinforcing bar is its
largest single product.

In early 1974, Bethlehem closed its Pinole Point, Calif. plant consisting
of sheet galvanizing and fabricating operations; in 1976 the structural
fabrication facility at Torrance, Calif. was closed and subsequently sold to a
local fabricator. 1In late 1977, it discontinued production of merchant bars,
reinforcing bars, and light structurals at South San Francisco, continuing
only the production of reinforcing bar and its fabrication. An estimated 300
employees were affected by the shutdown at San Francisco. Bethlehem recently
established a Pacific Coast division in Los Angeles to direct steel operating
and marketing activities in the Western States.

These four largest producers supplied 42 percent of apparent consumption
of steel mill products in the Western States in 1977. The 22 remaining
producers, the majority of which are small, individually contribute a minor
share to apparent consumption (table 1). Nonetheless, these producers are
often of major importance in submarkets and in particular product lines. For
example, although the largest share of total plate shipments within the
Western States in 1977 was supplied by three producers located in California,
Oregon Steel Mills, Division of Gilmore Steel Corp., dominates the plate
market in the Northwest and is virtually without competition from the major
Western producers.

Many of these smaller firms are minimills which lack basic steelmaking
furnaces and which produce no more than 500,000 tons of raw steel per year.
Geographically, the eight minimills located in the Western States are situated
near the coast or adjacent to major metropolitan areas. Two are located in
Los Angeles, two near San Francisco, two at Portland, and one each in Phoenix
and Seattle. Many of the minimills are privately held, and ownership has been
in the same family for generations. The minimills are dependent in large part
upon the price and availability of scrap, which is used to feed the mills'



electric furnaces, and the level of construction activity within the marketing
area of the mill. Reinforcing bar is the predominant product of the

minimill. All of the minimills produce reinforcing bars except Oregon Steel
Mills, Inc.; three produce only reinforcing bars.

Oregon Steel Mills, Inc., Division of Gilmore Steel Corp., is the largest
minimill located in the Western States. It is the only minimill specializing
in the production and sale of carbon steel plate and the only facility that
has a processing plant for the direct reduction of iron ore. This permits the
firm to use iron pellets, as well as scrap, for its electric furnaces. In
1974 the firm closed its bar mill which produced hot-rolled bars, reinforcing

bars, and light structural shapes. A newly constructed sheet mill will soon
be in operation.

Ameron, Inc., which offers the widest range of carbon steel mill products
of the minimills located in the Western States, has entered into a joint
venture with Tokyo Steel Manufacturing Co. and Mitsui & Co. for the production
of semifinished products. The joint venture company, Tamco, has completed
construction of a new facility, adjacent to Ameron's melt shop, containing an
electric furnace and continuous caster. Ameron manages and operates the
facility and receives a portion of the semifinished output. This facility is
now supplying Ameron with billets, permitting it to close its older melt
shop. The closure of Ameron's melt shop at Etiwanda, Calif. was reported by
the firm to be the result of environmental considerations.

Cascade Rolling Mills, Inc., of McMinnville, Oreg. is perhaps the most
unique, specialized, and efficient of the Western minimills. Situated in a
predominantly farming region, rich in labor resources, and possessing a
plentiful supply of scrap, the company secured a multimillion-dollar
agricultural loan to finance the rebuilding of much of the mill. Specializing
in the production of 3/8- to 1-3/8-inch reinforcing bars, the company has
achieved one of the lowest production costs in the U.S. steel industry.
Although the firm has installed a shredder to reduce the costs of scrap
processing, its most unique cost advantage relative to its California
competitors is its cheap power source, the Bonneville Power Administration.

Utilization of this power source provides cost savings to the firm of an
estimated $15 or more per ton.

Tree Island Steel Co., a wholly owned subsidiary of a Canadian firm by
the same name in which Marubeni Corp., a Japanese firm, has a 19.7 percent
interest, has begun construction of a wire products plant in Los Angeles.
Initially the firm plans to produce nails, netting for use in stucco
reinforcing, poultry enclosures, and general-purpose mesh. Later the company
expects to expand into spring wire, bright wire, and chain-link fence. The
entry of Tree Island into the Western States wire products market marks the
first time a foreign-owned firm has established such production facilities in
the Western States.

There are numerous other firms producing carbon steel mill products in
the Western States which have no melting facilities and which purchase steel
coils (plate, sheets, or strip) for the manufacture of pipes and tubes or wire
rod to be converted to either wire or wire products. Almost all of the



Western pipe and tube manufacturers, with the exception of the large domestic
mills, use Japanese steel coils for part or all of their raw material. The
manufacturing process is common to all. Steel coils are slit and then run

. through an electric resistance weld tube mill., Since the Western tube
manufacturers depend entirely upon purchased steel coils, they must compete
with the same domestic and foreign suppliers in the finished product. The
wire and wire products-producing firms in the Western States are in a parallel
situation--i.e., they must purchase wire rods and in turn often compete with
the same suppliers in wire and wire products. When domestic or foreign
suppliers offer the finished products at or near the price of the coils or
wire rods, domestic manufacturers of tubes, wire, and wire products are caught
in a competitive squeeze.

California Steel and Tube and Davis Walker Corp. are examples of the type

of firm which depends upon purchased raw materials. California Steel and Tube
produces mechanical tubing ranging from 3/8 inch to 3-1/2 inches in diameter.
Davis Walker is by far the largest wire and wire products-producing firm in
the Western States, with four plants in California and one in Washington.
Davis Walker also manufactures products at two locations in Canada.

The number of producers in the Western States manufacturing barbed wire,

nails, and prestressed strand is limited. During 1972-77, 1/ CF&I produced

all three products; U.S. Steel Corp. produced nails, and Davis Walker Corp.
produced barbed wire. ‘

Within the past 5 years, 10 firms at 10 locations are known to have
closed or reduced operations in addition to those previously mentioned. These
include Southwest Steel Rolling Mills, Inc., Los Angeles, a producer of
hot-rolled bars and reinforcing bars; Bethlehem and U.S. Steel's bailing wire
production facilities at Vernon, Calif., and Pittsburg, Calif., respectively;
Senco Products, Inc., City of Commerce, Calif., and Spotnail Stapling Co.,
Santa Fe Springs, Calif., nail and staple production; and Pacific Wire and
Rope Co., Santa Fe Springs, Calif., wire rope. Whitaker Metals, Los Angeles,
Calif., a processor of flat-rolled sheets, closed operations in December,
1976, and in late 1977, Witteman Steel Mills Corp., a Fontana, Calif.

reinforcing bar producer, filed a petition under chapter XI of the Bankruptcy
Act.,

Capacity

Aggregate data on capacity relative to consumption in the Western States
would appear to suggest that capacity is in place for Western producers to
satisfy total steel demand in the region. In 1977, for example, capacity of
these firms totaled 10 million tons, while apparent consumption totaled 8.4
million tons. However, in the product category tin mill products, plates,
sheets and strip, which accounted for 51 percent of total consumption in the

1

1/ The U.S. International Trade Commission selected 1972 to begin its
analysis of the Western U.S. steel market because 1972 was considered a more

representative year than either 1971 or 1973. The year 1971 was a recession
year while the year 1973 was a boom year.



Western States in 1977, Western producers' capacity was well below consumption
in each of the past 6 years. In addition, Western producers' capacity to
manufacture pipes and tubes, which are made from plate and sheet, was below

consumption during 1972-77. 1In contrast, capacity to produce bars, wire rod,
and wire exceeded consumption during the same period.

The carbon steel mill articles for which capacity to manufacture is below
consumption are primarily products of the integrated producers while those for
which capacity to manufacture exceeds consumption are products of the
minimills and wire drawing firms. It should be recognized that corporate
decisions relating to additional carbon steel capacity in the Western States
have been influenced by the industry's low levels of profitability which
limits capital for investment, by the size of the market, by the competitive
advantages of imports in the marketplace, and by the promise of greater
returns on investment in other sections of the United States. This situation

appears to have had a significant impact upon producers' ability to satisfy
Western States steel demand.

CF&I is not a significant competitor west of the Rocky Mountains, which
represents the major segment of Western States consumption of carbon steel
mill products, because of freight costs from its Colorado location. Thus, the
inclusion of this firm's capacity overstates the ability of the Western
producers to satisfy the demand in the market west of the Rockies, The major
portion of CF&I's output is consumed in the Southwestern United States and
adjacent markets east of Colorado.

Kaiser Steel, whose facilities are located solely within the region's
major consuming area, appears to be in the most advantageous position of the
major integrated mills to narrow the gap between capacity and consumption.
Kaiser's expenditures for a major capital investment program to install a new
basic oxygen furnace, the most efficient method of steel production today,
currently underway and the closing of existing open-hearth furnaces, suggests

that the emphasis of the firm is increased efficiency through modernization
rather than increased capacity.

Based upon the relatively small size of the Western States steel market
relative to that of the total U.S. steel market and past trends in gapital
investment, it would appear that additional increases in capacity will be
accomplished by modernization and/or "add-ons" to existing facilities rather

than construction of totally new facilities, commonly referred to as
greenfield plants.

Raw steel.--The capacity of producers in the Western States to melt carbon
steel fluctuated from 9.5 million tons in 1972 to 10.5 million tons in
1977. 1/ 1In 1977, such capacity was 11 percent larger than it was in 1972.

1/ Western producers account for approximately 7 percent of total U.S.
capacity to melt carbon steel.
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Among the integrated producers, much of the increase was due to increased
capacity by CF&I during 1976 and 1977; Kaiser added significant capacity in
1973, but its capacity has remained virtually unchanged since that year.
Among the minimills, Gilmore and Northwest Steel increased capacity
substantially during 1972-77; Soule Steel Co. added a modest amount of
capacity and all others remained virtually unchanged except for Ameron which
closed its melt shop in 1977.

Steel mill products.--The capacity of producers located in the Western
States to manufacture carbon steel mill products increased only marginally
from 9.7 million tons in 1972 to 10.0 million tons in 1977. Increases in
capacity occurred mostly in deformed reinforcing bars, wire rods, and wire
(table 3). The capacity to produce (1) sheets and strip and (2) angles,
shapes, and sections, two of the most important steel product categories in
the Western States, as well as in the United States, declined from 1972 to
1977.

Production of raw steel

During 1972-77, production of raw steel in the Western States fluctuated

from 7.6 million tons in 1976 to 9.0 million tons in 1973. Production
amounted to 7.7 million tons in 1977, as shown in the following table.

Carbon steel: Capacity to melt, production of raw steel, and
capacity utilization in the Western States, 1972-77

Year f Capacity to melt f Production f Capacity utilization

: Million : Million :

: short tons : short tons : Percent
1972-—==== : 9.5 : 8.3 : 87
1973======: 10.1 : 9.0 : 89
1974====~- : 10.0 : 8.8 : 88
1975======: 10.3 : 7.9 ¢ 77
1976====-~ : 10.4 : 7.6 @ 73
1977-==——- : 10.5 : 7.7 ¢ 73

The rate of capacity utilization in the Western States in both 1976 and
1977 was only 73 percent compared with about 80 percent for the entire United

States. Capacity utilization in the Western States has shown a steady decline
since 1973.
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The following table shows carbon raw steel production in the Western
States by type of furnace. 1Imn 1977, the latest year for which data are
available only 32 percent of raw steel production in the Western States was
produced by the BOF method compared with 62 percent for the entire United
States. Moreover, while a larger percentage of steel annually is being

produced by the BOF method in the United States as a whole, there is no such
upward trend in the Western States. 1/

Western producers' production of raw steel, by type of furnace,
1972-77

; 1972 : 1973 . 1974
Type of furnace H tit ¢ Percent: tit ¢ Percent: it ¢ Percent
EQuan t y;of total;Quan t y;of total;Quan Y of total
¢ 1,000 : : 1,000 : 1,000 :
¢ Short : ¢ Short : ¢ Short :
¢ tons : ¢ tons : ¢ tons :
Open hearth——--—————-- ¢ 4,062 : 49 : 4,608 : 51 : 4,073 : 46
Electric : 1,255 : 15 ¢ 1,701 : 19 ¢+ 2,107 : 24
BOF s 2,962 : 36 ¢ 2,717 : 30: 2,659 : 30
Total e 8,279 : 100 : 9,027 : 100 : 8,839 : 100
: 1975 : 1976 : 1977
Type of furnace : ti ¢ Percent: ti ¢ Percent: £ ¢ Percent
:Quan ity of total:Quan 1ty of total:Quan ity of total
: 1,000 : 1,000 : : 1,000 :
: Short : ¢ Short : ¢ Short :
: tons : ¢ tons H ¢ tons H
Open hearth---——===—=—- : 3,287 : 41 = 3,581 : 47 : 3,467 : 45
Electric—-- ¢ 1,575 : 20 ¢+ 1,470 : 19 : 1,777 : 23
BOF ¢ 3,080 : 39 ¢+ 2,589 : 34 3+ 2,478 : 32
Total t 7,942 ¢ 100 : 7,640 : 100 : 7,721 : 100

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

Western producers' shipments

Shipments of carbon steel mill products by Western producers showed no
discernible trend from 1972 to 1977, amounting to 5.2 million tons in both
1972 and 1977 (table 4). Except for the years 1973 and 1974, shipments
remained rather stable, ranging from 4.9 million to 5.2 million tons. In 1973
and 1974, shipments were significantly higher, 6.8 million toms and 6.1

1/ When Kaiser's new BOF facilities go on stream in early 1979, the share of
raw steel produced by the BOF method may increase in the Western States.
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million tons, respectively. This sharp increase came in response to the
strong steel demand which existed prior to the economic recession that began
in 1974. The cancellation of orders which resulted from the recession
contributed to the moderate decline of shipments in 1974. In addition, after
operating at nearly full capacity for the entire year of 1973, it was
necessary for the domestic industry to reduce the level of operations somewhat
in 1974 in order to make required repairs. Shipments declined sharply in
1975, and increased only moderately in 1976 and 1977. From 1975 to 1977,
while shipments, in terms of quantity, displayed no obvious trend, the value
of shipments showed a clear upward trend, increasing 80 percent from $1.0
billion in 1972 to $1.8 billion in 1977. The increase in value reflects

higher costs of production, 1/ which rose almost 90 percent, and inflation.

Western producers' shipments within the Western States climbed from 3.9
million tons in 1975 to 4.5 million tons in 1977, an increase of 13 percent.
During the same period, apparent consumption in the region increased by 20
percent, However the relative importance of Western producers' shipments in
supplying regional demand has declined since the 1975 recession, from 56
percent of apparent consumption in 1975 to 53 percent in 1977. Imports
captured almost two-thirds of the 1975-77 growth in apparent consumption and

Western producers about one-third. Eastern producers lost 3 percent of their
market share.

Ingots and semifinished products.--Both integrated mills and minimills
produce ingots and semifinished products which are usually further processed;
however, limited quantities of both articles are sold. The amount shipped by
Western producers ranged from 4,000 to 177,000 tons annually during 1972-77

(table 5), compared with total raw steel production in the Western States of
7.7 million tons in 1977.

Tin mill products, plates, sheets, and strip.--Shipments of tin mill
products were combined with shipments of plates, sheets, and strip in order to
avoid disclosure of confidential data. The combined grouping of products
represented more than one half of total shipments of all carbon steel mill
products in the Western States during 1977. During 1972-77, shipments of the
combined grouping followed the general trend of all steel mill products.
Shipments increased from 2.5 million tons in 1972 to 3.3 million tons in 1973,
decreased to 2.1 million tons in 1975, and remained at approximately that
level, 2.4 million tons, in 1976 and 1977 (table 6). Integrated producers
were responsible for the major share of production in 1977.

Within the combined grouping, sheets and strip accounted for the largest
proportion of shipments, tin mill products ranked second, and plates third.
Shipments of sheets and strip followed the general trend of the combined
grouping during the 6-year period. Shipments of tin mill products and
galvanized products followed a somewhat different trend, increasing sharply
from 1972 to 1973, and remaining at that level through 1977, except for a
decline in 1975 to the 1972 level. Plates also differed from the trend of the

1/ Higher production costs are reflected in costs of raw materials’, labor,
energy, and pollution control.
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combined grouping. Shipments of plates increased from 1972 to 1973, remained

at approximately that level in 1974 and 1975, and decreased to a level below
the 1972 level in 1976 and 1977.

Deformed reinforcing bars.--Shipments of deformed reinforcing bars
represented about 13 percent of the total shipments of Western producers'

steel mill products. Shipments were 685,000 tons in 1972, 844,000 tons in
1974, and 679,000 tons in 1977 (table 7).

Several unique characteristics of the deformed-reinforcing-bar market
contributed to the variation in the shipment trend of this product from the
shipment trend of all steel mill products. In contrast to the widespread
decline of Western producers' shipments in 1974, shipments of deformed
reinforcing bars exhibited an increase during that year. Although imports
were large in most product groupings during 1974, in deformed reinforcing
bars, an area of traditionally low import penetration, Western producers
increased shipments to satisfy demand. In 1975 and 1976, shipments decreased,
reflecting the dependence of demand upon the construction industry which was
especially slow in recovering from the economic recession.

Deformed reinforcing bars are products that have proven to be well-suited

to specialization. Minimills rather than integrated mills account for the
bulk of the production of deformed reinforcing bars.

Bar-size shapes.--Annual shipments of bar-size shapes followed the
general trend of total steel mill products. In 1972, shipments were 67,000
tons. An unusually sharp increase brought the total to 117,000 tons in 1973

(table 8). Thereafter, shipments declined annually to 43,000 tons in 1976,
but recovered moderately to 58,000 tons in 1977.

In 1977, approximately two-thirds of bar-size shapes were produced by
minimills. This is typical of the production pattern for 1972-77, except for
the year 1973, when approximately two-thirds of the bar-size shapes were
produced by integrated producers.

Bars other than deformed reinforcing bars and bar-size shapes.--Shipments
of bars followed the general trend of total steel mill products. Shipments
increased from 234,000 tons in 1972 to 359,000 tons in 1973 (table 9). After
declining slightly to 349,000 tons in 1974, shipments plummeted to 204,000
tons in 1975. Shipments recovered slightly to 212,000 tons in 1976 and
remained at about that level in 1977.

Shipments of bars were shared by integrated producers and minimills.

Very little production was attributable to producers not operating steelmaking
furnaces.

Wire rods.-—Considerable amounts of wire rods are converted to wire or
wire products by rod producers. These quantities are not reflected in table
10, which shows only wire rod shipped by the Western producers. Annual
shipments of wire rod were fairly stable over the 6-year period. Except for a
high of 327,000 tons in 1973, shipments ranged between 229,000 and 292,000
tons (table 10). The bulk of wire rod production is by integrated mills.
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Wire.--Shipments of wire increased from 209,000 tons in 1972 to 291,000
tons in 1974. Decreasing to the 1972 level in 1975, shipments of wire
repeated the same cycle, increasing from 200,000 tons in 1975 to 271,000 tons
in 1977 (table 11). 1In 1977, more than ome-half of the wire shipped by
Western producers was produced by establishments which do not operate
steelmaking furnaces. The next largest share of production was accounted for
by minimills, leaving the smallest portion to the integrated producers.

Angles, shapes, sections, rails, tie plates, and joint bars.--Shipments
of angles, shapes, and sections were combined with rails, tie plates, and
joint bars in order to avoid disclosure of confidential data. Shipments of
the total product grouping increased from 577,000 tons in 1972 to 710,000 tons
in 1974, dropped sharply to 619,000 tons in 1975, and remained at
approximately the same level through 1977 (table 12).

Western producers' shipments of angles, shapes, and sections followed the
general trend of the total grouping. Rails, tie plates, and joint bars,
however, increased steadily from 1972 to 1976, then decreased in 1977.

Western producers' shipments within the Western States of rails, joint bars,
and tie plates were rather stable over the 6-year period.

The bulk of this product grouping is made by integrated producers; CF&I,
however, is the only producer of rails.

Pipes and tubes.--Pipes and tubes accounted for about 13 percent of the
total shipments of all steel mill articles produced in the Western States in
1977. Shipments of pipes and tubes increased from 596,000 tons in 1972 to
827,000 tons in 1974, decreased to 555,000 toms in 1976, but increased to
658,000 tons in 1977 (table 13). Integrated producers account for the bulk of
production. There is no pipe and tube production by minimills.

Nails, barbed wire, and prestressed strand.--Shipments of nails, barbed
wire, and prestressed strand were combined in order to maintain
confidentiality. There are only two domestic producers of nails and barbed
wire, and one producer of prestressed strand. Shipments by Western producers
declined from 88,000 tons in 1972 to 68,000 tons in 1975 (table 14). They
increased slightly to 70,000 tons in 1976, and to 75,000 tons in 1977.
Shipments of nails, which account for the largest share of this combined
product grouping, set the trend for the entire group. Shipments of barbed
wire and of prestressed strand were approximately equal, although the total
Western market for barbed wire is much smaller. Both products followed the
general trend of the combined grouping.

Exports from the Western States

From 1972 through 1977 Western producers' exports were never more than 8
percent of their total shipments. Canada and Mexico have been by far the
principal export markets, accounting for almost 60 percent of the exports of
steel mill products in 1977 from the Western States (table 15). )
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During 1972-77, exports 1/ of carbon steel mill products from ports
located in the Western States ranged from 134,000 tons in 1972 to a high of
478,000 tons in 1973 (table 15). After 1973, exports declined to 451,000 tons
in 1974, 397,000 tons in 1975, 209,000 tons in 1976, and 157,000 tons in
1977. The level of exports in 1973 and 1974 reflected a surge in world steel
demand based on expanding world economic conditions and a desire on the part

of carbon steel producers to obtain higher Prices in world export markets than
in the price-controlled domestic market.

The following tabulation shows an index of total U.S. and Western States
exports of steel mill products (in terms of quantity) during 1972-77
(1972=100): '

1972 1973 1974 1975 1976 1977
United States 100 141 203 103 92 70
Western States 100 357 337 296 156 117

The quantities exported from the Western States fluctuated substantially
more than total U.S. exports. The index as shown above changes significantly
despite relatively small changes in actual quantities because of the small
base involved.

The composition of exports from ports located in the Western States is
similar to total U.S. exports in that tin mill products and pipes and tubes
are significant export items. Unlike total U.S. exports, however, sheets and
strip are relatively insignificant export items and reinforcing bars, wire,
and rails, joint bars, and tie plates are relatively more important export
items in the Western market than in the national market (table 16).

The relative share of exports handled through each port located in the
Western States varies considerably from year to year (table 17). Seattle and
San Diego, relatively unimportant ports for imports, were the two principal
ports for exports in 1977. Except for 1973, more quantities of steel mill
products were exported from the port of San Francisco than from the port of
Los Angeles during 1972-77.

Inventories

The inventory cost burden per ton for Western producers is considerably
heavier than that of importers since, based on questionnaire returns,
producers maintain about 2 months supply and importers 1 month's supply.
Domestic steel producers' inventories are traditionally higher than those of
importers since they usually attempt to inventory in depth in order to rapidly
respond to customers needs. On the basis of testimony by Western steel
producers, the service factor is important when domestic prices are higher

1/ Exports of carbon steel mill products from ports located in the Western
States ranged from 5 percent of total U.S. exports of such products in 1972 to
14 percent in 1975.
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than those of imported articles. Importers on the other hand responded during
field research that they do not inventory in depth but import to fill specific
orders and the bulk of inventory represents cancelled orders.

During 1972-77, Western producers' inventories of carbon steel mill
products fluctuated from a high of 1.4 million tons at the end of 1972 to a
low of 800,000 tons at the end of 1977 (table 18). Inventories of nails,
barbed wire, and prestressed strand decreased from 10,000 tons at the end of
1971 to 2,000 tons in 1974, increased sharply to 8,200 tons in 1975, and then
decreased annually to 3,400 tons in 1977.

The greatest change in the level of Western producers' inventories of
carbon steel mill products occurred in 1973 when by yearend, inventories had
been reduced by 38 percent from the level of the previous year. Inventory
reductions occurred because of a combination of increased consumption and
reduced supplies from foreign sources.

Short supply and inventory depletion continued through January-June 1974,
resulting in yearend inventories being below those at yearend 1973. However,
late in 1974, market conditions had changed and steel supply was tending
toward surplus.

Steel demand continued to decline and remained depressed through the

recession year 1975. As a result, inventories substantially increased. These

increases occurred in all product categories except ingots and semifinished
products, wire rods, and wire.

In 1976 inventories continued to increase in all product categories
except bars, other than reinforcing bars, wire rods, nails, barbed wire, and
prestressed strand. By the end of 1977, however, inventories had
substantially declined as a result, in large part, of increased consumption.

Inventories of carbon steel mill products of importers fluctuated from

61,000 tons at yearend of 1971 to 277,100 tons at yearend 1975 (table 19).
Inventorles were 243,000 tons at yearend of 1977.

A strlklng difference between Western producers' inventories and
importers' inventories of carbon steel mill products is apparent in terms of
relative size. Whereas producers' inventories were never less than 800,000
tons at yearend during the 6-year period, importers' inventories never
exceeded 277,100 tons. Importers' inventories reflect a sharp increase at
yearend 1974, rising to a level which was maintained through yearend 1977.
Importers inventories of tin mill products, plates, sheets, and strip
increased from 18,000 tons at yearend 1971 to 98,700 tons at yearend 1977.
Still, this did not approach the level of Western producers' inventories,
which for those products was 365,400 tons in 1977. Importers' inventories of
the two product groupings, angles, shapes, sections, rails, joint bars, and
tie plates and that of pipes and tubes increased from almost 10,000 tons each
at yearend 1971 to 67,300 and 52,500 tons, respectively, at yearend 1977.
Producers' 1nventor1es of these products followed an opposite trend, declining
to 25,400 and 84,500 tons, respectively, in 1977. In addition, whereas
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importers' inventories of nails, barbed wire, and prestressed strand increased
from 1,000 tons at yearend 1971 to 5,100 tons at yearend 1977, producers'

inventories declined from 10,000 tons at yearend 1971 to 3,400 tons at yearend
1977.

The ratios of Western producers' inventories to Western producers'

shipments and importers' inventories to imports of carbon steel mill products
are shown in the following table.

Carbon steel mill products: Ratios of Western producers' inventories to

Western producers' shipments and importers' inventories to imports, by
items, 1972~77 1/

(In percent)

Item Po1972 % 1973 F 1974 % 1975 ¢ 1976 Po1977
Carbon steel mill : : : : : :
products: 1/ : : : : : :
Western producers--—---- : 27 : i3 13 20 : 21 : 15
Importers -3 3: 3 5 : 12 -9 8

1/ Data represent the ratios of inventories at the end of the period shown
to shipments and imports during the same period, based on quantity.

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

Employment in the Western States

Employment data indicate output of carbon steel mill products per worker
is less in the Western States than it is in the Nation as a whole. Thus,
payroll costs per ton of steel produced are higher in the Western region.

All employees.~-The average number of persons employed in establishments
located in the Western States account for 5 percent of all persons employed in
U.S. establishments in which carbon steel mill products are produced. During
1972-77, employment at establishments in the Western States fluctuated from a
low of 22,600 to a high of 26,000 in 1974 (table 20). The number of all
employees declined to 23,900 in 1975 and to a level of 23,200 in 1976 and
1977, or about 11 percent below the 1974 high.

The manufacture of plates and sheets and strip (including tin mill
products) accounts for the largest number of employees at establishments in
the Western States. 1In 1977, about 35 percent of all such employees were
engaged in the manufacture of these products. Within this product category,
tin mill products required the largest number of employees, not only because
it is one of the largest volume items shipped, but also because of the
additional processing required in its manufacture.
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About one-fourth of all employees at establishments in Western States are
engaged in the manufacture of ingots and semifinished products. The
production of these items is more labor intensive than the highly automated
processes used in the manufacture of most carbon steel mill products. It
therefore accounts for a relatively larger share of total employment.
Employees engaged in the manufacture of deformed reinforcing bars, wire, and
pipes and tubes account for the bulk of the remaining workers.

Production and related workers.--The average number of production and
related workers employed at establishments in the Western States is between 5
and 6 percent of the total number employed in the entire U.S. steel industry.
During 1972-77, the average number of production and related workers
at establishments in the Western States fluctuated from a low of 18,800 in
1972 to a high of 21,400 in 1974 (table 20). 1In 1977, employment amounted to
19,000 production and related workers. The trend for 1972-77 mirrors demand
for carbon steel mill products, increasing during 1972-74, but decreasing in
1975 and 1976, and subsequently increasing slightly in 1977.

The trend in the total number of production and related workers and for
those engaged in the manufacture of the individual carbon steel mill products
at establishments located in the Western States was similar to that for all
employees at these locations.

Man-hours worked by production and related workers.-—-The total number of
man-hours worked in the manufacture of carbon steel mill products at
establishments located in the Western States increased from 37.6 million in
1972 to 43.6 million in 1974, declined to slightly less than 39 million in
1975, and remained at about that level during 1976 and 1977 (table 21). 1In
1977, man-hours worked were 11 percent less than they were in the peak year of
1974.

About one-quarter of the man-hours expended in the production of carbon
steel mill products were required for the production of raw steel and its
conversion into ingots and semifinished products. Man-hours utilized in the
production of these products increased from 9.6 million in 1972 to 11.9
million in 1974 and decreased annually to 9.7 million in 1977. Of the steel
mill products made from these semifinished forms, the production of tin mill
products, plates, and sheets and strip required the largest number of
man-hours, approximately another quarter of the total expended. Man-hours
used in the production of these products were 13.8 million in 1972 and 14.3
million in 1977.

Profit-and-loss experience of Western steel industry

From 1972 to 1977, the aggregate earnings of Western steel firms were
erratic, ranging from a profit of $205.3 million in 1974 (11.1 percent) to a
loss of $81.1 million in 1977 (-4.7 percent).

The following tabulation shows the number of individual companies

reporting profits or losses and aggregate profits or losses for all reporting
firms during 1972-77:
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Item ; 1972 ; 1973 ; 1974 ; 1975 | 1976 | 1977

Number of companies reporting-— : : : : : :
Profit- - : 17 19 : 20 : 16 : 13 : 10
Loss : 2 1: 0: 5 : 8 : 12
No operations : 3 : 2 s 2 : 1 ¢ 1 ¢ 0
Total : : 22 : 22 22 : 22 22 22

Aggregate net profit or (loss) : : : : :
million dollars-- : 39.8 : 8.9 :205.3 : 71.1 :(70.2):(81.1)

From 1975 through 1977 the financial health of the Western steel industry
deteriorated. The industry operated at a loss in 1976 and 1977, with more
than half the producing establishments reporting losses in the latter year.
The number of firms earning a profit declined from 20 in 1974 to 10 in 1977,
while the number of firms operating at a loss increased from zero in 1974 to
12 in 1977. Thus, 55 percent of the companies which submitted data to the
Commission sustained losses in 1977. During 1975-77, profits of producers in
the Western region were below the level of the U.S. steel industry as a
whole. This decline in profits can at least partially be blamed on several
factors, including increasing costs of production relative to price increases
and low levels of capacity utilization, in addition to pressure from lower
priced imported products.

Western producers compared with all U.S. producers

From 1972 to 1977, the profitability of Western producers, as reflected
by the ratio of net profit to sales, fell from a profit of 3.9 percent to a
loss of 4.7 percent compared with the U.S. steel industry's total of 3.3
percent in 1972 to 0.1 percent in 1977 (table 22).

However, the Western producers' ratio of net profit to sales compared
favorably with that for all U.S., steel producers for the years 1972-74 as
reported by the American Iron and Steel Institute. In 1974, the Western
producers' ratio (l1.1 percent) was almost double the aggregate for all U.S.
producers (6.5 percent), as shown below (in percent):

Total U.S. producers Western producers
1972-----—————- 3.3 3.9
1973-—-—-—=--——- 4.3 6.2
1974----—-—-——- 6.5 11.1
1975-——=——===-—- 4.7 4.3
1976-——--——-—— 3.5 (4.4)

1977 -=—=-=~mu—- .1 (4.7)

The decline in the Western ratio, which began in 1975, deepened in 1976 and
1977. The Western producers' earnings are affected to a greater éxtent than
the earnings for all U.S. producers owing to greater import penetration,
higher production costs, and the smaller size of the Western market, which
tends to be more volatile.
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Profit and loss by product lines

The Commission also compiled profit-and-loss data on a product line
basis. Certain product lines such as tin mill, plates, sheets and strip,
angles, shapes and sections, and rails, joint bars, and tie plates involved a
limited number of producers and could not be aggregated in a meaningful and
nonconfidential manner. However, with the exception of rails, joint bars, and
tie plates, those product lines followed the same earning trends shown
previously for Western steel firms' overall operations. On the other hand,
rails, joint bars, and tie plates were consistently profitable throughout
1972-77.

The net operating profit or loss and the ratio of net profit or loss to
sales on reinforcing bars, other bars and bar-size shapes, wire, and pipes and
tubes, 1972-77 are summarized in table 23. As shown in the table, the
reinforcing bar and other bar product lines experienced net operating profits
or losses and returns on sales similar to those reported earlier for the
product lines of all Western producers. :

The profit experience of the wire and pipe and tube product lines was
higher than any of the other product lines throughout 1972-77. These same
product lines were also the areas of maximum foreign investment in the Western
States. Not only has import penetration increased in general, but in
addition, those firms with maximum foreign investment also increased their
market share.

Relationship of volume, sales, prices, and cost of products

The net profit figure is the result of the interactions of sales volume,

sales prices, and cost of production. The following table shows each of these
factors.

Financial data of Western steel-producing firms on
all operations, 1972-77

Sales Average sales Average cost of

Year : : . : . : Profit

. volume | price . production .

: 1,000 : : s

¢ tons : Per ton : Per ton : Per ton
1972--: 5,166 : $198 : $174 : $24
1973--: 6,853 : 204 ¢ 179 : 25
1974--: 6,149 : 301 : 252 : 49
1975--: 4,862 : 336 : 300 : 36
1976--: 4,923 : 324 : 316 : 8
1977--: 5,223 : 331 322 ¢ 9

Source: Compiled from data submitted in response to questionnaires of
the U.S. International Trade Commission.
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Sales volume in 1977 was about the same as it was in 1972; however,
production costs during the period almost doubled while sales prices increased
only 67 percent. The average earnings enjoyed by Western producers from 1972
to 1974 were the result of both increasing volume and gross profit per ton.
After 1974, which was a year of high steel demand, the average sales price was
up only 10 percent while the average cost of production increased almost 28
percent. TFrom 1975 to 1977, the Western producers experienced no growth in
prices, little growth in sales volume, and increasing costs of production.
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Imports into the Western States

Since 1972, the share of the market held by imports ranged from 40
percent in 1974 to 29 percent in 1973, and was 38 percent in 1972 compared to
37 percent in 1977. The critical fact is that imports' market share in the
Western States is about twice what it is for the entire Nation.

During the period under study, imports of carbon steel mill products into
the Western States hit a low of 2.2 million tons in 1975 and a high of 4.2
million tons in 1974 (table 24). 1/ Strong domestic demand during early 1974
and inventory buildup contributed to the high levels of imports in 1974, but
the economic recession was the principal reason for the sharp decline in
1975. Imports increased to 2.7 million tons in 1976 and to 3.1 million tonmns
in 1977. By 1977, demand both in the Western States and in the United States
as a whole was relatively strong in relation to demand in other principal
steel-consuming countries. During January-September 1978, 2/ imports of
carbon steel mill products into the Western States amounted to 3.2 million
tons, or 40 percent more than the 2.3 million tonms imported during the same
period of 1977 (table 25). Imports of carbon steel mill products into the
entire United States amounted to 14.9 million tons or 18 percent more than the
corresponding period of 1977. Imn 1977, the Western States accounted for 17
percent of total U.S. imports, but only 9 percent of total apparent U.S.
consumption and 6 percent of total U.S. producers' shipments.

In 1977, sheets and strip accounted for 26 percent of total imports into
the Western States; pipes and tubes, 19 percent; tin mill products, 18
percent; angles, shapes, and sections, 12 percent; plates, 9 percent; and wire
rods, 5 percent. During January-September 1978, imports of the various steel
mill products, increased except for wire, rails, and barbed wire (table 26).
Imports of plates increased by 66 percent, sheets and strip by 59 percent,
wire rods by 58 percent, tin mill products by 42 percent, angles, shapes, and
sections by 25 percent, pipes and tubes by 23 percent, and other steel mill
articles by 13 to 20 percent, when compared with the corresponding period of
1977. Complete import data for 1978 will be provided in the Commission's
final report.

The role of imports

Imports of carbon steel mill products are a major force in the Western
market, having supplied 37 percent of that market in 1977 compared with 18
percent for the national market. Im addition to imports of basic steel, a new
import dimension of growing importance is in the area of fabricated carbon
steel. Carbon steel imports are not restricted from entry into the United

1/ The quantities of carbon steel mill products imported into the Western
States during 1972-77 exhibited a somewhat different pattern from that of
overall U.S. imports, in that 1974 was the peak year in the Western States
while 1977 was the peak year for total U.S. imports. .

2/ This report does not contain any data for 1978, except official import
statistics for January-September 1978.
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States other than by the applicable import duties averaging about 6 percent,
by actions under import relief legislation, or by provisions of "Buy American"
statutes. In spite of the relief granted in all trade-related actions under
U.S. trade laws, the great bulk of imports (probably 98 percent or more) of
steel mill products remain unaffected. Other administrative actionms,

designed, in part, to curb imports, were the Voluntary Restraint Agreement
(1969-74) and the current trigger-price mechanism.

The composition of imports into the Western States is similar to that of
total U.S. imports, in that flat-rolled products are the predominant import
item. The percentage of sheets and strip imported into the Western States is,
however, less than that for the total United States, but the percentage of tin
mill products is comparatively higher. The automotive and appliance
industries, by far the largest consumers of sheets and strip, are concentrated
more heavily in areas outside of the Western States, and canners, the
principal users of tin plate, are more concentrated in the Western region.
Reflecting regional demand, about 75 percent of the total imports in the
Western States enter through the ports of either Los Angeles or San Francisco
(table 27); the Port of Los Angeles alone accounts for almost 60 percent. The

Port of Portland accounts for about 15 percent of the imports, and the Port of
Seattle for much of the remainder.

Fabricated steel in the Western market 1/

In addition to increased imports of steel mill products, many major
construction contracts have recently been awarded to foreign firms or firms
using fabricated foreign steel. Construction contracts requiring fabricated
steel amount to significant tonnages, millions of dollars in revenue to the
steel supplier, hundreds of thousands of man-hours, and often affect the
market for structurals produced by mills in the Western States. Data
collected from general contractors on nine significant construction projects
in the Western States reveal that the subcontracts for the steel input of
these projects were granted to Japanese firms with bids based upon the use of

1/ While fabricated steel products are not among the basic steel products
provided for in part 2B of schedule 6 of the TSUS described in the
Commission's notice of investigation, information was gathered with respect to
several recent public works Project contracts for fabricated steel awarded to
firms planning to use foreign steel. This information was gathered in _
response to concerns raised by numerous persons testifying at the Commission's
public hearings in this investigation (see transcript of the hearings, at, for
example, pp. 212, 214, 220, 566, 569, 767-91, 1189, 1218, and 1234). Many of
the projects, like bridges, covered by these contracts require large amounts
of carbon steel. The discussion contained herein is limited to certain of the
more important recent contracts and does not purport to cover the whole
fabricated steel business in the Western States.
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imported steel. 1/ These bids were significantly below those submitted by
firms planning to use domestically produced steel.

On the basis of responses to the Commission's questionnaire, there appear
to be at least seven reasons for such low bids by Japanese firms. They are,
as follows:

a. Lower steel costs

b. Lower wage costs for fabrication

c. Lower number of man-hours required to complete fabrication

d. Lower profit margins

e. Lower overhead costs resulting, in part, from reimbursement
of bidding costs associated with lost contracts

f. In some cases, less steel was required in the project, and

g. Japanese bids did not include the same items as domestic bids
but concentrated on items which provided the most
profitability.

During the hearings held in connection with this investigation,
construction projects most often referred to as indicative of foreign
penetration into this sector of the steel market were the San Joaquin River
Bridge, Snake River Bridge, Napa River Bridge, and Portland Drydock #4.

San Joaquin River Bridge.--According to officials of the American Bridge
Division, U.S. Steel Corp., the closing of its structural steel plant at
Antioch, Calif. was the result of the use of foreign steel in the construction
of the San Joaquin River Bridge at Antioch. An analysis of the bidding for
this project revealed that the bid submitted by the American Bridge Division
was the highest received by the general contractor and the only bid based upon
the use of domestic steel exclusively. This bid exceeded that of Mitsubishi
International Corp., Los Angeles, Calif., the firm selected to provide the

steel, by 70 percent. Bidders using a mix of foreign and domestic steel fell
between these two bids. ‘

Peter Kiewit Sons' Co., the winning general contractor, advised the
Commission in responding to the questionnaire that ". . . the bids or
quotations were not uniform and comparable, and did not include sufficient
uniform materials and quantities so as to make any comparison between the
quoted prices meaningful." However, they further advised that ". ., .
Mitsubishi International was the only firm that included all of the other

miscellaneous steel and metal components, and the only firm which quoted on
the basis of delivered price." '

1/ The bid process on projects utilizing fabricated steel involves both
direct and indirect bids to supply such steel. The selecting authorities,
i.e., the State of California or the Port of Portland, solicit bids for the
project and select a general contractor. The general contractor has solicited
bids from firms for subcontracts to supply the various components, such as
fabricated steel, to be used in the project. In order to determine the extent
to which imported fabricated steel is being utilized in the Western steel
market, Commission questionnaires were sent only to the winning general
contractors on selected projects. Thus, information on direct bids submitted
by competing general contractors was not obtained. Testimony by the domestic
industry, however, indicates that in a number of cases Western firms submitted
unsuccessful direct bids based upon the use of domestic fabricated steel.
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Snake River Bridge.--Hansel Phelps Construction Co., the general
contractor for this project, received seven bids relative to the structural
steel for use in the bridge--four which specified delivery f.o.b. Portland,
one for delivery f.o.b. jobsite, and two which included erection. Because the
winning bid was based upon a different basis for delivery than bids submitted

by firms who planned to utilize domestic steel, a valid comparison between the
bids cannot be made.

Napa River Bridge.--Hansel Phelps, the selected general contractor,
received two sub-contractor bids for fabricated steel to be used in the Napa
River Bridge project. Niether of the bids submitted utilized domestically
produced steel. 1/

Portland Drydock #4.--According to an official of the Port of Portland,
domestic, particularly Oregon-based, firms were encouraged to bid on the
subject drydock. In an attempt to assist these firms the Port spent an
estimated $350,000 in designing the drydock in a manner that would permit them
to participate in the bidding. Subsequently, the Port received seven bids on
the project, all from foreign-based firms and all using imported fabricated
steel. Ishikawajima-Harima Heavy Ind. Co., Ltd., (IHI) Tokyo, Japan was
awarded the contract with a bid of $17.5 million, $9.1 million below the
engineer's estimate. A Port official provided two reasons for the low bid by
IHI. This Japanese firm is a large shipbuilding firm with ship repair
facilities at several locations throughout the world. At the time the
contract was awarded (1977) shipbuilding was at a very low level and the firm
apparently needed this contract to keep its facilities operating.
Additionally, the Port planned to provide another firm space to operate ship
repair facilities. Presumably, IHI submitted a low bid in the belief that it
could increase its prospects for being selected to operate this repair
facility. )

According to the same official, IHI was represented or assisted during

negotiations by Mitsui (USA) and the Mitsui Engineering and Shipbuilding Co.
was represented by Sumitomo Shoji.

It is apparent that firms utilizing imported fabricated steel have
acquired major construction contracts in the Western States. The extent of
future penetration in this market appears to depend upon two primary
factors--the demand for fabricated steel in Japan and limitations placed upon
Japanese imports of structural steel by the United States and other
governments.

Imports by country and by product category

Japan is and has traditionally been the largest single supplier of each
category of carbon steel mill products imported into the Western States.

1/ Among the 7 direct bids for general contractor for Chis project, at least
2 bids, those of Kaiser and U.S. Steel, utilized domestic fabricated steel.

The winning bid of Hansel Phelps was reportedly about 30 percent below the
bids of Kaiser and U.S. Steel.
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