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Executive summary

he U.S. steel industry is facing its worst import
crisis in more than a decade. In the aftermath
of the Great Recession, steelmakers in other
countries, backed by aggressive government support,
continued to add production capacity as demand stag-
nated. The open and large U.S. market became the prime
target for the massive excess supply stemming from this
excess capacity, and, since 2011, U.S. steel imports have

surged and import unit values have plummeted.

B Global excess steel capacity is now over half a billion
metric tons, more than twice the volume of excess
capacity in the last steel import crisis that followed
the Asian financial crisis more than a decade ago.
While China accounts for more than a third of global
excess capacity, there is also significant overcapacity
in South Korea, India, and elsewhere. With more
additions planned overseas and a continued slow
recovery in demand, the excess capacity problem is

not projected to be resolved any time soon.

B Excess capacity means that steel production facilities
have the capacity to produce much more steel than
the market demands. High fixed costs, capital inten-
sity, and the large scale of steelmaking encourages
state-backed producers with excess capacity to main-
tain production in excess of domestic demand, and

export the surplus at below-market rates.

B The glut of exports from global excess steel supply is
targeted in particular at the U.S. market. U.S. steel
imports increased from 28.5 million net tons in 2011
to 32.0 million net tons in 2013, an increase of 12.3
percent. Imports have increased not only in absolute
terms, but also relative to domestic production and
consumption, seizing more of the U.S. market and
thwarting the domestic industry’s efforts to recover

from the Great Recession.

B U.S. steel imports surged even more sharply in the

first two months of 2014, hitting 6.4 million net

tons, an increase of 24.5 percent over the same
period in 2013. Domestic shipments declined 0.9
percent over the same period. Consequently, the
import share of the domestic market increased 4.5
percentage points in January—February 2014 (an
increase of 18.5 percent over the same period in
2013).

B Evidence that imported steel prices are falling, and
falling unfairly, can be found in the declining sales
price of imports (now underselling comparable
domestic products) and the rapid growth in the
number of unfair trade complaints filed in the past
year. The average unit value of imported steel
declined $259 per ton (23.1 percent) between 2011
and January—February 2014. U.S. steel producers
filed 40 antidumping and countervailing duty peti-
tions in 2013 and the first two months of 2014, the

largest volume of trade cases in steel since 2001.

Surging imports of unfairly traded steel are threatening
U.S. steel production, which supports more than a half
million U.S. jobs across every state of the nation. The
import surge has depressed domestic steel production
and revenues, leading to sharp declines in net income
in the U.S. steel industry over the past two years
(2012-2013), layoffs for thousands of workers, and

reduced wages for many more.

B While U.S. steel output has begun to recover from
the depths of the Great Recession, domestic pro-
ducers have experienced declining shipments since
2013, and sharply declining revenues since 2012. As
aresult, the U.S. steel industry had net losses of $388
million in 2012 and $1.2 billion in 2013, and it has
now posted net losses in four of the past five years.
A large, capital-intensive industry cannot long sur-
vive in its present form when subject to such chronic

financial losses.

B As the domestic industry has struggled with growing
unfair import competition, thousands of steel work-

ers have lost their jobs. Since the beginning of 2012,
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an estimated 4,184 steel workers in eight states have
been certified for Trade Adjustment Assistance
because imports or shifts in production contributed
to their job loss. More layoffs have been announced
in recent months. Nearly 1,000 steel jobs have been

lost due to surging imports in the first three months
of 2014.

B U.S. steel production supported 583,600 jobs in
2012, including 123,400 direct jobs in steel produc-
tion; 255,500 of the jobs supported were in manu-
facturing (including direct jobs in the steel industry),
accounting for 43.8 percent of all jobs supported by
the industry. These jobs are at risk if surging imports
of unfairly traded steel are allowed to displace domes-

tic steel production.

B The top 10 states, ranked by total number of jobs
at risk from displaced domestic steel production, are
Texas (59,800 jobs supported), California (52,300
jobs), Pennsylvania (35,300 jobs), Ohio (33,900
jobs), Illinois (28,400 jobs), Indiana (26,000 jobs),
New York (25,100 jobs), Florida (23,200 jobs),
Michigan (20,100 jobs), and Wisconsin (15,700
jobs).

These 583,600 steel-related jobs are at risk if the U.S.
does not fully and effectively enforce its trade remedy
laws, which have historically been vital to the survival of
the U.S. steel industry. Trade remedies enabled the U.S.
steel industry to survive the last import crisis, and their

effective enforcement is equally critical today.

B The excess capacity plaguing the steel industry stems
largely from massive government support for, and
direct government involvement in, the steel industry
in other countries. In 2011, half of the world’s 46 top
steel companies were state-owned, and these state-
owned companies accounted for 38 percent of global
production. These governments view their steel
industries as strategic (i.e., important to grow regard-
less of profit), and thus governments provide a wide

array of subsidies to their steel industries, including

grants, tax breaks, subsidized loans and debt forgive-

ness, the provision of inputs at below market rates,

direct equity infusions, and more. These factors lead

to “uneconomic additions to capacity”—increases in
. ; ,

capacity that dont make economic sense because

they are not driven by demand.

U.S. imports of unfairly traded steel products are
increasing as countries such as China and others sell
dumped and subsidized “upstream” (basic) steel
products to other countries, which use these inputs
in the “downstream” (finished) products, like pipes,
that they sell to the U.S. China and Korea accounted
for more than three-fourths (77.9 percent) of the
growth in global steel exports between 2003 and
2012. Imports of Chinese steel by South Korea and
Japan rose sharply between 2009 and 2012; Korea
and Japan, in turn, are themselves major exporters to

the U.S.

Aggressive government support, coupled with the
industry’s capital-intensive nature (i.e., its difficulty
ramping down production to handle drops in
demand) leads to the kinds of trade distortions (over-
capacity, export surges) now threatening the U.S.
market. The last time this happened, in the early
2000s following the 1998 Asian financial crisis, trade
remedies served as a vital line of defense. Trade reme-
dies have provided significant benefits for the domes-
tic industry and its workers, including resurgent
shipments and sales revenue, improved operating
performance, retained jobs, and the ability to make
needed capital investments. In cases where relief is
denied, the costs have been just as great, in some
cases forcing the industry to endure additional years
of injury before finally obtaining needed relief, or,

worse, going out of business.

Trade remedies are once again critical to the indus-
try’s survival. U.S. steel producers filed 40 antidump-
ing and countervailing duty petitions in 2013 and

the first two months of 2014, covering nine products
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from 18 different countries. Determinations in these
cases will be made later this year and in early 2015.
Over 14,000 workers, producing the affected steel
products in 92 locations across 29 states, depend on

effective relief in these cases alone.

In short, trade remedies have been critical to the survival
of the steel industry and the more than half-million
workers who depend on that industry, particularly when
the industry faces the kind of crisis that threatens it today.

Policymakers should ensure that trade remedies are effec-

tively enforced, that enforcement discretion is exercised
consistent with the remedial goals of the statute (the Tar-
iff Act of 1930, as amended), and that the remedies do in
fact fully redress the unfair trade practices distorting the
U.S. market. This requires that policymakers review areas
in which changes in practice, methodologies, regulations,
and the law may be needed to ensure that the steel indus-
try and its workers can continue to rely on these vital

tools.
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I. Steel’s import crisis

The U.S. steel industry is in the midst of an import
crisis resulting from a confluence of forces including the
rapidly growing surplus in global steel capacity and a
surge in unfair import competition. This section exam-
ines the dimensions of steel’s import crisis. Later sections
examine the importance of steel production to the U.S.
economy, review root causes of the crisis, present policy
recommendations, and asses the importance of effective

enforcement and enhancement of trade remedy laws.

A. Global overcapacity threatens U.S.
steel industry viability

For decades, the global steel industry has been plagued by
uneconomic production capacity additions which lead to
market-distorting surges of exports by other countries in

times of economic distress.

1. Global overcapacity is growing by any measure

Capacity is a measure of how much steel existing equip-
ment could produce, while excess capacity is the differ-
ence between capacity and actual production. Prior to
the mid-1970s, increases in global steel capacity were
commensurate with increases in consumption; starting
in 1974, however, a combination of foreign-government
intervention in the steel industry and stagnant growth in
consumption led to increases in capacity that outpaced
increases in consumption (Howell et al. 1988). Since the
mid-1970s, the U.S. steel industry has continued to face
crisis after crisis as foreign-government-supported pro-
ducers in this capital-intensive industry have used preda-
tory trade practices, rather than rational restructuring
and consolidation, to weather the storm when demand

for steel collapses.

The U.S. steel industry and its workers face another such
crisis today. In the aftermath of the global financial cri-
sis in 2008, when demand plummeted, the global steel
industry continued to add capacity. The capacity addi-

tions did not make rational economic sense in the devas-
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Global crude steel production, capacity, and capacity utilization, 2000-2013
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tated global marketplace, but many were made with the
support and involvement of home-country governments

eager to grow their steel industries regardless of the cost.

The huge growth in excess global production capacity
that occurred in 2008 and 2009 continues to threaten
the steel industry five years later. One measure of excess
capacity is the capacity utilization rate, which shows how
much of total production capacity is engaged in actual
production. As Figure A shows, when the 2008 financial
crisis decimated demand, capacity utilization (right axis)
in the global steel industry dipped below 80 percent for
the first time since 2000. In an industry where a capac-
ity utilization rate of around 92 percent is considered
“healthy,” the low 79 percent rate reached in 2008 was
reminiscent of the 1980s and 1990s, when capacity uti-
lization remained below 80 percent (Boston Consulting
Group 2002; Howell et al. 1988).

The situation
deteriorated Global excess produc-
even further in
2009,

global capacity

tion capacity is now
e over half a billion met-
utilization ric tons. This is more
than twice the excess
capacity that burdened
the global steel market
in the early 2000s in
the wake of the 1998

Asian financial crisis.

dropped to just
68 percent,
and, as Figure
A shows, it has
remained

below 80 per-
cent since that
time, with
increases in

2010 and 2011 followed by declines in 2012 and 2013.

The excess capacity currently burdening the market is

also large on an absolute basis. After declining in 2010
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Excess global crude steel capacity, 2000-2013
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and 2011 from the peak reached in 2009, the volume
of excess capacity grew in 2012 and 2013, as Figure B
shows. Global excess production capacity is now over
half a billion metric tons. This is more than twice the
excess capacity that burdened the global steel market in
the early 2000s in the wake of the 1998 Asian financial

crisis.

The volume of excess capacity is so massive that there is
little prospect the gap can be narrowed any time soon.
Even if capacity were to remain flat, it is estimated that
it would take until 2017 to 2019 for global consumption
to catch up (De Carvalho 2012). But it is highly unlikely
that capacity will remain flat. Instead, countries are con-
tinuing to invest in new capacity, further threatening the
viability of the global steel industry. In far too many
cases, these capacity additions are motivated by govern-

ment support rather than economic fundamentals.

The persistently high overcapacity since 2008 has
sparked serious concerns in the Organization for Eco-
nomic Cooperation and Development (OECD) Steel
Committee. On December 6, 2013, the chairman of the
committee noted excess capacity had reached “very high

levels” (Nezu 2013). The statement continued:

The financial performance of the industry could
be viewed as worse now than during the crisis
of the late 1990s. Recent trends in key financial
indicators, such as profitability or indebtedness,
raise serious concerns and suggest that the global
industry is in a very difficult economic and finan-
cial situation ... High levels of excess capacity
cloud prospects for the industry’s profitability. As
global steel demand is expected to grow slowly in

the coming years and with many new investment

projects coming on stream, excess capacity will
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continue to weigh on the operating profitability
of the global steel industry. (Nezu 2013)

Other participants agreed that excess capacity is “one of
the biggest challenges facing the steel industry” (Silva,
Daniel, and De Carvalho 2013).

Large and growing excess capacity has significant impacts
on the industry’s viability, and declines in the industry’s
capacity utilization rate are tightly correlated with declin-
ing operating income (De Carvalho 2013). The OECD
reports that the growth in capacity since the 2008 finan-
cial crisis has outpaced the growth seen in the wake of
the 1998 Asian financial crisis; as a result, the steel indus-
try’s financial performance from 2008 to 2012 was worse
than it was between 1998 and 2001, in the wake of the
1998 Asian financial crisis (Silva, Daniel, and De Car-
valho 2013). The industry is also burdened with large
debt obligations and high costs (McKinsey 2013, World
Steel Dynamics 2013). As global capacity utilization is
expected to remain 75 percent or less in the coming
years, the OECD predicts that operating profitability will
likely remain at current unsustainable levels for a number
of years (Silva, Daniel, and De Carvalho 2013).

Much of this excess capacity is located in China. By the
end of 2012, crude steelmaking capacity in China had
reached one billion metric tons, and China’s capacity uti-
lization rate was just 72 percent (MOFCOM 2013). By
some estimates, China accounted for more than a third

of the world’s total excess steel capacity in 2012 (Han

Units of mass used in this report

2013). A 2013 report on the global steel industry, not-
ing that excess capacity is the most significant issue for
the sector, also explained that “the overproduction ver-
sus domestic demand from China is likely to persist as
the country’s steel mills are required to maintain employ-
ment and GDP targets” (Ernst & Young 2013). The
China Iron & Steel Association estimates that capacity

will increase by another three percent in 2014 alone
(Song 2014).

These additions will build upon the remarkable rise of
China’s steel industry in recent decades. As discussed in
more detail in Section III.A, this astronomical growth
has been fueled by explicit government policies promot-
ing China’s steel industry and massive government invest-

ment in the steel sector in China.

2. Excess capacity leads to overproduction and
surges of exports

As Section III explains in more detail, the steel industry’s
capital intensity, combined with state support for foreign
steel producers, leads to excess capacity and production.
This trend can be seen in recent data. Global steel pro-
duction grew from 716 million metric tons in 1980 to
an estimated 1,582 million metric tons in 2013 (World
Steel Association various years). Most regions maintained
relatively stable production during this time. As Figure
C demonstrates, the growth in production can be attrib-
uted almost entirely to the exponential increase in Asia

starting in the 1990s.

This report utilizes data from the American Iron and Steel Institute (AISI 2013) and various international

sources. U.S. steel data are presented here in millions of net tons (MNTs). The net (or short) ton equals

2,000 pounds. International data are presented in metric tons (MTs), the measure used in most international

reports. One MT is equal to 1,000 kg, or 1.102311 net tons. A common unit of measure is one million

metric tons (MMT). The long (or gross) ton is used in the imperial system (in the U.K. and some other

English-speaking countries) and equals 2,240 pounds. The long ton is not used here.
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Crude steel production by region, 1980-2013
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to China, as can be seen in Figure D. China alone
increased its production from 37.1 million metric tons in
1980 to 779.0 million metric tons in 2013, and China’s
production grew from 5 percent of global production to
49 percent of global production during that period. In
contrast, production in countries that had accounted for
the largest proportion of global steel production in 1980

stayed flat or experienced declines. From 1980 to 2013,

2000
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production in the United States decreased from 101.5
million metric tons to 87.0 million metric tons, Euro-
pean production fell from 208.0 to 165.6 million metric
tons, and Japanese production stayed essentially flat at

about 111 million metric tons.

While much of Chinas production growth was driven
by rising demand in China, that growth has now out-
stripped demand, making China not only the largest steel
producer, but also the largest exporter and a net exporter
to the rest of the world. In 2000, China’s steel produc-
tion was still below its domestic steel usage, with a gap of
about 35 million metric tons; by 2012, China was pro-
ducing 29 million more metric tons than it used domes-
tically (World Steel Association 2013b) which is equal to
one-third of total U.S. domestic production. As noted by
Ernst & Young (2013), China’s exports have ripple effects

around the world, as they are destined for almost every
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Crude steel production by country, 1980-2013
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region around the globe, including countries in Asia that

are also major exporters.

Though China is by far the biggest player in the global
steel industry, it is not alone in its growth and continued
investments in new capacity and thus, production. Figure
D shows that significant increases in production from
1980 to 2013 were also made by India (from 9.5 million
metric tons to 81.2 million metric tons) and South Korea
(from 8.6 million metric tons to 66.0 million metric

tons).

India has significant overcapacity, and with large addi-
tions to capacity planned despite stagnant demand, that
overcapacity is likely to grow in the coming years. While
India produced 73 to 78 million metric tons in 2011 and
2012 (World Steel Association 2013b), this was only 82
to 88 percent of its overall capacity, which totaled around
89 million metric tons in 2011 to 2012 (Economic Times

2013). Major producers in India expect to add an addi-
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tional 24 million metric tons of capacity by 2017-2018,
and India’s overall capacity is projected to more than dou-
ble to reach 200 million metric tons by 2020 (ibid.).

According to a 2013 report, there have also been “sharp
increases in capacity in Korea with demand remaining
stagnant,” leading to persistent oversupply problems
(Ernst & Young 2013). The report continues, “The sharp
correction in steel prices [in Korea] is a result of capacity
oversupply and excess inventory in the system ....
Despite poor demand, Korean steelmakers have contin-
ued to expand their supply .... Although this pace of pro-
duction is slow, it is still enough to worsen the oversupply

situation.”

More detailed public data regarding the excess capacity
plaguing Korea’s steel industry is available for the oil
country tubular goods (OCTG) industry, the industry
that provides oil pipelines. OCTG is a product that is not

used domestically in Korea, but is solely manufactured
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for export. Korean OCTG capacity grew by 21.1 percent
from 2010 to 2012, enabling a 47.4 percent increase in
Korean exports, over 90 percent of which were destined
for the United States (USITC 2013a). As detailed in Sec-
tion III.A, the Korean and Indian governments, as with
the Chinese government, have also provided significant

subsidies to their steel industries over the years.

Additional investments are being made in other countries
across the globe, and plans for capacity additions have
been announced by steelmakers in every region of the
world (Breakbulk 2013; De Carvalho 2013). As one arti-
cle explained, “Companies in Vietnam, Argentina,
Ecuador, Peru and Bolivia, all backed in some way by
governments, are planning new mills” (/ndustry Today
2013).

3.In summary

The  massive

increase in The massive increase

global — steel jn o]obal steel produc-

production . . .
o tion capacity driven by

capacity driven

by Asia (and

particularly

Asia (and particularly
China) since the 1990s
has continued since

the 2008 financial cri-
sis as governments in

China) since
the 1990s has
continued

since the 2008

financial crisis

China and other coun-

as govern- .
. tries pour resources
ments mn
China  and into new capacity
other countries regardless of market
our resources
P fundamentals.
1into new
capacity

regardless of market fundamentals. As a result, in the
context of a slow and faltering global recovery, excess
capacity has remained exceedingly high. In 2013, global

excess capacity hit over half a billion metric tons, more

than twice the amount seen in the early 2000s in the

wake of the Asian financial crisis of 1998.

The huge and growing overhang is a major concern for
steel producers around the world. And it is driving the
global industry’s performance to levels that some have
characterized as even worse than that experienced during
the previous crisis. This overcapacity will likely continue
if not worsen in coming years as more investments are

made and the recovery continues at a slow pace.

B. Global overcapacity is harming U.S.
steel producers and workers

The rapid growth in excess global steel production capac-
ity has resulted in rising U.S. imports, falling import
prices, and declining average unit values, which have
depressed domestic steel production and revenues, lead-
ing to sharp declines in net income in the U.S. steel
industry over the past two years, with $1.2 billion in net
losses in 2013 alone. Workers in the domestic steel indus-
try have suffered lost jobs and reduced wages (as noted
in the OCTG and wire rod cases described later in this
report), and are threatened by a new round of layoffs if

losses in the domestic industry are not reversed.

1. Imports are capturing a growing share of the
U.S. steel market

Imports of finished and semifinished steel products cap-
tured a growing share of the U.S. market between 2003
and 2013, as shown in Figure E. The import share of
the U.S. market for semifinished and finished steel prod-
ucts (top line in Figure E) increased by half (50.0 per-
cent) between 2003 and 2013, rising from 19.9 percent
to 29.9 percent, an increase of 10.0 percentage points.
The growth in gross imports reflects, in part, growing
imports of slabs, ingots, billets, and other semifinished

steel products.

Although not shown, the data sources for Figure E reveal
that U.S. imports of semifinished products increased
52.0 percent between 2003 and 2013. The growing trade

in semifinished steel reflects, in part, the accumulation of
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Import share of U.S. steel products market, 2003-2013
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global excess steel production capacity (Figure B, earlier),
and tremendous growth in crude steel production over
the past decade, much of it in China (Figure D, earlier).
Imports of steel products, especially semifinished steel,
as a share of the overall U.S. market surged in 2006 (as
shown in Figure E), when U.S. consumption (produc-
tion plus imports minus exports) of steel products (not
shown) reached 135.7 million net tons, the highest level
in the past decade. Strong domestic demand is a magnet

for steel imports.

The import share of the U.S. market for finished steel
products (bottom line in Figure E) increased by nearly
half (46.3 percent), from 15.8 percent in 2003 to 23.1

percent in 2013, an increase of 7.3 percentage points.

Figure F shows the absolute growth in U.S. steel imports
(in millions of net tons). Imports increased 17.4 percent
between 2011 and 2012. Imports declined slightly in
2013, but remained well above levels in 2011. The

ECONOMIC POLICY INSTITUTE

United States imported 32.0 million net tons of steel in

2013, an increase of 12.3 percent from 2011.

Imports surged again in the first two months of 2014, to
6.4 million net tons from 5.1 million net tons in Janu-
ary—February 2013, an increase of 24.5 percent. Domes-
tic shipments (not shown) have fallen 0.9 percent over
the same period, according to the American Iron and
Steel Institute (AISI 2014b). The estimated import share
of the domestic market jumped 4.5 percentage points
in January—February 2014 (18.5 percent), relative to the
same period in 2013. If imports continue to grow at this
rate through all of 2014, domestic producers and steel-
workers will inevitably suffer from reduced output, con-

tinued operating losses, and layoffs.
2. Imports are capturing market share with
lower prices

One way that imports injure domestic producers is by

underselling domestic steel products. Since 2011, the
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Annual and year-to-date U.S. imports of steel products, 2011-2014
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average price of imported steel, as reflected in the average
unit value (AUV) per net ton of U.S. steel imports, has
fallen sharply, as shown in Figure G. Import unit val-
ues declined steadily throughout the period shown. The
AUV of imported steel declined $169 per ton, (15.0 per-
cent) between 2011 and 2013. In the first two months
of 2014, import unit values declined $118 per ton (12.0
percent) compared with the same period in 2013. The
rate of decline in the price of imported steel accelerated
over the past year, with AUVs falling nearly as fast (in
terms of the rate of change per year) in interim 2014 as

they did in the preceding full two-year period.

Overall, AUVs for imported steel declined by $259 per
ton between 2011 and January—February 2014, a total
decline of 23.1 percent (combining overlapping periods).
Rapidly declining import AUVs have depressed domestic
steel prices and profitability, as explored in the next sub-

section. Surging imports of unfairly traded steel are a

clear and present threat to the health of the domestic steel

industry.

3. Rising imports of unfairly traded, low-cost steel
are suppressing domestic prices

As reviewed in more detail in Section I.C later in this
report, there has been a surge in antidumping and coun-
tervailing duty cases filed since January of 2013, with
petitions on nine different steel products from 18 dif-
ferent countries in 2013 and the first quarter of 2014.
Taken together, these cases show that the surge of imports

(shown in Figure F) reflects unfair trade practices.

This subsection of the report explores how the surge of
imports has depressed domestic steel industry prices and
net income. Prices of all steel products were depressed in
2009 by the Great Recession, recovered in 2010, stabi-
lized in 2011, and began to decline in early- to mid-2012
as the volume of U.S. steel imports surged and import

AUV fell.
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Average unit values for all U.S. imports of steel products, 2011-2014
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Figure H shows how trends in prices differ for upstream
products (steel ingots and semifinished products) and
downstream products (oil country tubular goods, etc.).
Prices of steel ingots and other semifinished (upstream)
products have largely been flat since 2011, peaking in
August 2012 and falling only 1.8 percent through Feb-
ruary 2014. Steel pipe and tube products such as OCTG
standard and line pipe are made from semifinished prod-
ucts such as steel strip, plate, and billets." Thus, the cost
of primary inputs used to make finished pipe products
was stable over the past three years. However, the price of
the final products fell, thus reinforcing substantial cause
for concern about the impacts of dumping and subsidies

in these markets.

There was a steep drop in the price of finished products
such as carbon steel OCTG, standard pipe, and line pipe,
which peaked in April 2012 and declined 16.0 percent
through February 2014. The sharp drop in pipe prices is

strongly correlated with the 23.1 decline in total import
average unit values between 2011 and February, 2014,
shown in Figure G. This suggests that domestic produc-
ers of finished steel products were subjected to a price-
cost squeeze over the past two years, which had a strong,
negative effect on net income in this period, as shown in

Figure ], in subsection B.4. below.

Likewise, the
more than 50 Surging imports of

percent

unfairly traded steel

increase in the
, have taken market
U.S.  import
share of fin-

ished and

semifinished

share and production
away from U.S. steel

producers.
steel products

between 2003
and 2013 (Figure E) combined with the 10 percent
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Prices of U.S.-made upstream (ingots and semifinished) and downstream (finished)

steel products, 2010-2014
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decline in the domestic industry’s net shipments in the
same period (AISI 2014a) suggest that surging imports of
unfairly traded steel have taken market share and produc-

tion away from U.S. steel producers.

4. Financial performance in the U.S. steel industry
has taken a hit

U.S. steel shipments were high and stable between 2003
and 2007, averaging 107.7 million net tons per year (Fig-
ure I). Net sales (total revenues) increased steadily and
reached a peak of $66.6 billion in 2008, coinciding with
the boom in U.S shale gas drilling.” Steel shipments (in
millions of net tons) and net sales (in billions of dollars)
fell sharply in 2009, in the wake of the Great Recession,”
and while shipments have nearly recovered to their 2008
levels, net sales have fallen from their post-recession peak

of $54.4 billion in 2011 to $49.4 billion in 2013.

ECONOMIC POLICY INSTITUTE

The post-recession trends, including the downturn in
shipments (down 0.5 percent in 2013) and net sales
(down a cumulative 9.1 percent in 2012 and 2013) due
to the latest surge in imports have created financial dis-
tress for domestic steel producers. One measure of that
stress is provided by trends in gross revenues (net sales)
per net ton shipped (derived from the data in figure I
but not shown). After peaking at $676 in 2008, revenues
per net ton fell to $518 in 2009, recovered somewhat in
2010 and 2011, but fell back down to $518 in 2013.

That revenues per net ton declined 8.5 percent from
2011 to 2012 and 4.4 percent from 2012 to 2013 is an
important indicator of the negative impact of the most
recent surge of imports of excess, and in some cases,

unfairly traded, steel (see Section 1.C, below, for a sum-
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U.S. steel shipments and net sales, 2003-2013
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mary of recent unfair trade complaints involving steel

products).

Declining revenues do not necessarily imply that domes-
tic producers will experience deteriorating financial per-
formance. Cost reductions can offset the effects of declin-
ing sales on net income. U.S. steel producers are among
the most efficient in the world. U.S. steelmakers have
steadily improved energy efficiency (which has increased
27 percent since 1990) and reduced man-hours per ton
by 35.7 percent between 2000 and 2012 (AISI 2013,
14-15). Despite these improvements, domestic produc-
ers have not been able to offset the effects of rapid
declines in revenues per ton and shipments in 2012 and
2013.

U.S. steel producers’ income (net and as a share of sales)
is reported in Figure J. Domestic producers’ net income
averaged 7.7 percent of sales between 2004 and 2008.
The industry lost $1.7 billion (5.4 percent of sales) in

ECONOMIC POLICY INSTITUTE

2009 in the wake of the recession. Domestic steel pro-
ducers finally returned to profitability in 2011, after two

years of recession-induced losses.

As a capital-intensive, cyclical business, domestic steel
producers depend on earning stable, consistent profits
during recoveries in order to cover losses during down-
turns. However, the sharp, 4.4 percent decline in net sales
in 2012 (from Figure I, above) pushed the industry back
into the red in 2012, when domestic producers lost $388
million (0.7 percent of net sales). Falling shipments and
net sales resulted in a much greater net loss of $1.2 bil-

lion in 2013 (2.4 percent of net sales).

Domestic steel producers have now absorbed net losses
totaling $3.6 billion in four out of the last five years
(2009-2013), including roughly $1.6 billion in losses in
2012 and 2013 alone, as shown in Figure J.
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U.S. steel producers’ net income, and income as a share of net sales, 2003-2013
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(2009-2013), includ-
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and 2013 alone.

resulted in the
imposition of
safeguard mea-
sures (in this
instance tariffs
and a tariff-
rate quota) in
2002 (USITC 2005, Appendix C, and 1), and wide-
spread consolidation and restructuring in the U.S. steel

industry.

5. Recent business-cycle indicators suggest that
the U.S. steel import crisis is accelerating

Because of the capital-intensive nature of steel produc-
tion, plants must be operated nearly 24 hours per day,
7 days per week for peak efficiency. Some downtime is
required for maintenance and changes in product mix,
but capacity utilization rates of about 92 percent or more
are required for “healthy” production, as noted earlier.
Capacity utilization in the U.S. steel industry was reason-
ably healthy in 2007 and through the summer of 2008,
averaging 87.6 percent, but dipped into the 30 percent to
70 percent range from late 2008 through late 2010 and
has remained low, ranging between 70 and 80 percent, as

shown in Figure K.

In fact, U.S. steel capacity utilization has declined every
month since October 2013, falling from 79.9 percent to
73.0 percent in February 2014, a cumulative decline of

6.9 percentage points (8.6 percent) in capacity utiliza-
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Capacity utilization in U.S. steel industry, 2007-2014
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tion. While not yet at recession levels, this sharp decline
suggests that, if continued, the steel industry’s losses
could deepen in 2014.

6. Surging, low-cost imports are threatening
domestic steel employment

Rapidly growing imports of semifinished and finished
steel products over the past decade have harmed domestic
producers and steelworkers by displacing production and
sales of domestically manufactured steel products, reduc-

ing U.S. steel production and employment.

Figure L shows the decline in steel industry employment
since 1990, reflecting the periodic crises raised by chronic
and growing overcapacity, as covered earlier. The last
major steel crisis occurred in 1999-2003, a period when
surging imports pushed 33 U.S. steel companies into
bankruptcy (USITC 2005, 5). On March 20, 2002, Pres-
ident George W. Bush imposed tariffs and a tariff-rate

quota on steel from many countries in response to a safe-

guard investigation under section 201 of the Trade Act of
1974 (USITC 2005, 1).

As discussed in more detail in Section IV.B., later in
this report, the domestic steel industry reorganized and
restructured in the wake of the safeguard cases of 2002.
The assets of numerous bankrupt steelmakers were
acquired by other steelmakers. The assets of some firms
were liquidated. U.S. steel production declined in 2001,
but recovered over the next few years (USITC 2005).
The United Steelworkers union (USW) negotiated a
groundbreaking new labor agreement with major steel
companies. However, as Figure L shows, about 55,000
steelworker jobs were lost between January 1999 and
December 2004, a 26 percent decline in total steel
employment. Most of the job losses were the result of the

steel crisis and subsequent restructuring.

Although the U.S. steel industry recovered, substantial

restructuring permanently reduced U.S. steel industry
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FIGURE L
U.S. steel employment, 1990-2014
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employment. This shows why such periodic crises in
the steel industry are the gravest long-run threat to steel

industry employment.

We are in another such crisis. While most of the nearly
30,000 steel industry jobs lost between 2007 and the
end of 2009 due to the Great Recession were recovered
by July 2012, employment trended down between
mid-2012 and March 2014, the last period for which
we have employment data. Recent job losses are corre-
lated with sharp increase in imports, especially in 2012,

as shown in Figure F earlier).

Between December 2013 and March 2014, 900 jobs
(0.6 percent of industry employment) were lost in steel
mills and steel product manufacturing (NAICS indus-
tries 3311 and 3312), as shown in Figure L. Most (700)
of those jobs were lost in industries making steel products

such as pipe and tube products, rebar, and wire rod,

products subject to antidumping and countervailing
complaints discussed in section C, below. Surging
imports of unfairly trade steel products have contributed
to the loss of nearly 1,000 jobs in the U.S. steel industry

in the first three months of 2014 alone.

Additional evidence of the crisis in the steel industry is
available in the Trade Adjustment Assistance certifica-
tions for workers who have lost their jobs due to rising
U.S. imports of steel and shifts in steel production from
the U.S. to other countries. (Trade Adjustment Assis-
tance is a U.S. Department of Labor program available
to workers displaced due to rising imports.) The number
of certified petitions likely understates the full extent of
trade-related job loss in the steel sector in recent months,
as workers and companies have up to a year from the
date of separation to file a petition for assistance and the

Department of Labor has 60 days thereafter to make a
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TABLE 1

Trade Adjustment Assistance certifications for steel industry workers, 2012 through first
quarter 2014
Company and Certification # and
location Product Workers affected Plant closing date
Evraz Claymont 83250
Steel Carbon plate steel 375 Dec. 13,2013 Feb. 21 2014
Claymont, Del. €o. 2L
Republic Steel Special bar quality 82758
Massillon, Ohio cold finish bar 85 Sept. 20,2013 July 17,2013
AK Steel Corporation Specialty steel 84 Some divisions, 82633
Zanesville, Ohio P y plant unknown Aug. 1,2013
ArecelorMittal - 82482
Georgetown, S.C. wiliEEs) 32 No April 4,2013
Gerdau Ameristeel 82373
USinc. Long steel products 31 No Aoril 1. 2013
Saint Paul, Minn. prit-L,
RG Steel Wheeling,
LLC 82342
Wheeling, Wy. Steel products 2,010 Aug. 2012 Feb. 22,2013
Fort Payne, Ala.
U.S. Steel Tubular 82285
Products, Inc. Tubular products 142 Unknown Jan. 28,2013
McKeesport, Pa. an. 2¢,
JMC Steel Group ) 81944
Sharon, Pa. Pipe and tube 60-75 Yes, unknown when Nov. 5, 2012
RG Steel Wheeling, Roll formed metal 81879
LLC deck 80 Unknown Sep, 25. 2012
Beech Bottom, W.V. ec €p- 2
RG Steel Wheeling,
LLC Steel 1,100 Unknown J81|70240 2012
Warren, Ohio L1}eith A0
JMC Steel Group - 81678
Sharon, Pa. Steel pipe OCTG 45 June 30,2012 July 18,2012
Isaacson Structural 81251
Steel, Inc. Structural steel 140 Unknown Feb. 10. 2012
Berlin, N.H. b 18
Total 4,184-4,199
Source: U.S. Department of Labor, Employment & Training Administration (various years)

determination. Nonetheless, the recent petitions listed in
Table 1, which cover an estimated 4,184 workers in eight

states, provide a snapshot of one more aspect of the crisis.

Steelmakers have announced the potential for additional

layoffs in 2014. In November of 2013, USS-POSCO

warned that 690 workers could be laid off in early 2014
at its plant in Pittsburg, California, though the layoffs
appear to be on hold for now (Dunn 2014). The facility
produces cold-rolled steel sheets, galvanized sheets, hot-

rolled pickled and oiled sheets, and tin plates. In Feb-
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ruary of 2014, U.S. Steel confirmed that layoffs would
be occurring at its tubular products plant in Lorain,
Ohio, but did not confirm how many workers would be

affected or when the layoffs would occur (Fogarty 2014).

7.In summary

The rapid growth of excess global steel production capac-
ity over the past decade, especially in China, but also
in South Korea, India, and other major steel-exporting

nations has destabilized the world steel market.

Despite  the
current glut of

The rapid growth of

steel  produc-
o g cxcess global steel pro-

capacityonthe  duction capacity over

world market,

the past decade, espe-

gOVCrnmentS

in  Korea,  cjally in China, but
India,  Viet- .

. also in South Korea,
Argentina, India, and other major

Ecuador, Peru . .
steel-exporting nations

has destabilized the

world steel market.

and  Bolivia
and are all sup-
porting  plans
for  massive,
additional

investments in new steel capacity which will come on line

in the next four to six years.

Persistent patterns of dumping, subsidies, and these
unneeded capacity investments have generated falling
prices and negative rates of return for steel producers in
the United States. These patterns are creating a U.S. steel
industry crisis that could be even worse than the down-
turn at the beginning of this century if action is not
taken. As this section has shown, U.S. steelmakers have
been hard hit by surging imports over the past two years,
with U.S. steel producers absorbing $1.6 billion in losses
in 2012 and 2013 alone. Steelworkers have suffered lost
wages and their jobs are now at risk. If net losses in oper-
ating income continue or deepen in the next few years, a

new wave of bankruptcies, layoffs, and plant closings will

likely result. In this context, recent unfair trade cases take
on a new importance. The next section reviews recent
unfair trade cases which, taken together, collectively rep-
resent some of the most vulnerable segments of the U.S.
steel industry. In return, this review sheds light on the
need for effective trade remedy enforcement to enable the

industry to survive the current crisis.

C. Injurious imports have spurred a wave
of petitions for relief

The crisis arising from global production overcapacity
and growing U.S. imports led steel producers and the
United Steelworkers union to file petitions for import
relief on nine products from 18 countries in 2013 and
the first quarter of 2014. Counted on an individual
country and product basis, there were 38 individual peti-
tions in 2013 and another two in the first quarter of
2014.% As Figure M shows, this is by far the largest
number of petitions filed on steel imports in such a
short period since the crisis which led to petitions for
antidumping, countervailing duty, and safeguard relief in
2001.

The recent wave of petitions, though it only covers por-
tions of the adversely affected steel industry, demon-
strates the severity and breadth of the crisis. As Table
2 shows, the domestic steel companies that produce the
nine products currently subject to petitions are numer-
ous, and include both large and small companies located
all over the country. Indeed, facilities producing the
affected products are spread across 92 towns in 29 states.
Based on publicly available information, more than
14,000 production workers were employed making these
products in the United States in 2012 (USITC 2013a,
2013g, 2013h, 2014b).

In each of the above cases, the U.S. International Trade
Commission preliminarily found a reasonable indication
that the domestic industry was being injured by the
imports from the countries concerned. On April 17,

2014, the commission reached a negative final deter-
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U.S. antidumping and countervailing duty petitions filed on steel
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mination on steel threaded rod from Thailand (USITC
2014c). Final determinations in the other cases will be

made later this year and in early 2015.

While many of the cases involve confidential industry
information, three of the cases reveal enough public
information to provide insight into the range of chal-

lenges the domestic industry and its workers are facing.

1. OCTG from nine countries

The case on oil country tubular goods from nine coun-
tries reveals how sharply conditions started to deteriorate
in the beginning of 2013 (USITC 2013a). The com-
mission’s preliminary investigation only covered the first
three months of 2013. Imports from the nine countries
more than doubled from 2010 to 2012. Though the
quantity of imports from the nine countries fell slightly

in the first quarter of 2013 as overall consumption fell,

the imports were priced more aggressively and were able
to increase their share of the U.S. market. The commis-
sion found that imports of OCTG from the nine coun-
tries were sold at lower prices than domestic product in
the vast majority of cases, sometimes by substantial mar-
gins. Because OCTG is a highly fungible product, the
pricing pressure caused the domestic industry to lose sales
and forced domestic producers to lower prices to com-

pete.

The domestic OCTG industry’s production, capacity uti-
lization, shipments, and sales all fell in the first quarter
of 2013 compared with the same period in 2012. The
unit value of domestic sales also fell, by more than 10
percent compared with the first quarter of 2012. The
industry was unable to cut costs as quickly as prices fell,
however, and the ratio of its cost-of-goods-sold to its

sales revenue rose from 77.6 percent in the first quar-
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TABLE 2

Antidumping and countervailing duty petitions on steel products filed in 2013 and the first

quarter of 2014
Production
Date filed Case Domestic producers locations
March 27,2013  Diffusion-annealed, nickel-plated Thomas Steel Warren, Ohio
steel from Japan
April 23,2013 Prestressed concrete steel rail tie Davis Jacksonville, Fla.
wire from China, Mexico, and Insteel Kent, Wash.
Thailand
May 16,2013 Welded stainless steel pressure pipe  Alaskan Copper & Brass Clarksville, Ark.
from Malaysia, Thailand, and Bristol Metals Wildwood, Fla.
Vietnam Fekker Brothers Glasgow, Ky.
Marcegaglia USA North Branch, NJ
Outokumpu Mannford, Okla.
Rath Gibson Munhall, Pa.
Webco Bristol, Tenn.
Seattle, Wash.
Janesville, Wis.
June 27,2013 Steel threaded rod from India and All America Threaded Products Pelham, Ala.
Thailand All Ohio Threaded Rod Co. Brentwood, Calif.
Bay Standard Manufacturing, Inc. Denver, Colo.
Interstate Threaded Products, Inc. Indianapolis, Ind.
Vulcan Threaded Products Inc. Cleveland, Ohio
Lancaster, Pa.
Dallas, Texas
July 2,2013 Certain oil country tubular goods Boomerang Tube, LLC Fairfield, Ala.

from India, Korea, Philippines, Saudi
Arabia, Taiwan, Thailand, Turkey,
Ukraine, and Vietnam

Drill Pipe International LLC
EnergeX Tube

EVRAZ Rocky Mountain Steel
Laguna Tubular Products Corp.
Maverick Tube Corporation
Northwest Pipe Company
OMK

Paragon Industries, Inc.

Tejas Tubular Products, Inc.
Texas Steel Conversion, Inc.
Texas Tubular Products

TMK IPSCO

United States Steel Corporation
Vallourec Star, LP

Welded Tube USA, Inc.

Thomasville, Ala.
Blytheville, Ark.
Hickman, Ark.
Pueblo, Colo.
Camanche, lowa
Wilder, Ky.
Bossier City, La.
New Hope, Minn.
Lackawanna, N.Y.
Lorain, Ohio
Warren, Ohio
Youngstown, Ohio
Catoosa, Okla.
Muskogee, Okla.
Sapulpa, Okla.
Ambridge, Pa.
Koppel, Pa.
Sharon, Pa.
Baytown, Texas
Bellville, Texas
Bryan, Texas
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TABLE 2 (CONTINUED)

Date filed

Case

Domestic producers

Production
locations

Sept. 4,2013

Sept. 18,2013

Sept. 30,2013

Steel concrete reinforcing bar from
Mexico and Turkey

Grain-oriented electrical steel from
China, Czech Republic, Germany,
Japan, Korea, Poland, and Russia

Non-oriented electrical steel from
China, Germany, Japan, Korea,
Sweden, and Taiwan

Alton Steel
ArcelorMittal
Byer Steel
Cascade
cMC

Ervaz
Gerdau
Keystone
Nucor

SDI

AK Steel
Allegheny Ludlum

AK Steel
Nucor

Conroe, Texas
Houston, Texas
Liberty, Texas

Lone Star, Texas
Stephenville, Texas

Birmingham, Ala.
Magnolia, Ark.
Kingman, Ariz.
Mesa, Ariz.
Rancho
Cucamonga, Calif.
Pueblo, Colo.
Wallingford, Conn.
Baldwin, Fla.
Wilton, lowa.
Alton, Ill.
Kankakee, Ill.
Peoria, Ill.
Pittsboro, Ind.

St. Paul, Minn.
Jackson, Miss.
Charlotte, N.C.
Sayreville, N.J.
Auburn, N.Y.
Cincinnati, Ohio
Marion, Ohio
McMinnville, Ore.
Cayce, S.C.
Darlington, S.C.
Jackson, Tenn.
Knoxuville, Tenn.
Canutillo, Texas
Jewett, Texas
Midlothian, Texas
Seguin, Texas
West Vidor, Texas
Plymouth, Utah
Roanoke, Va.
Seattle, Wash.

West Chester, Ohio
Zanesville, Ohio
Brackenridge, Pa.
Butler, Pa.
Leechburg, Pa.

Crawfordsville,
Ind.
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TABLE 2 (CONTINUED)

Date filed Case

Domestic producers

Production
locations

Jan. 31,2014 Wire rod from China

ArcelorMittal
Cascade
Charter

Ervaz

Gerdau
Keystone

Mid American
Nucor
Republic
Sterling

Zanesville, Ohio.
Butler, Pa.

Kingman, Ariz.
Pueblo, Colo.
Wallingford, Conn.
Jacksonville, Fla.
Peoria, lll.

Sterling, Ill.
Chicago, Ill.
Norfolk, Neb.
Perth Amboy, N.J.
(idled)

Cuyahoga
Heights, Ohio
Fostoria, Ohio
Lorain, Ohio
Madill, Okla.
McMinnville, Ore.
Darlington, S.C.
Georgetown, S.C.
Beaumont, Texas
Saukville, Wis.

Sources: U.S. International Trade Commission (2013a, b, ¢, d, e, f, g, h, 2014b)

ter of 2012 to 86.2 percent in the first quarter of 2013.
As a result, the industry’s operating income for the first
quarter of 2013 was slashed by nearly $191 million, or
68 percent, compared with the same period in 2012,
and its operating income margin plummeted from 16
percent of sales to less than 6 percent. The more than
7,000 workers producing OCTG in the United States
worked more hours but saw their total combined wages
fall. Based on these trends, the U.S. International Trade
Commission concluded that, “there is a reasonable indi-
cation that the large and increasing volume of subject

imports had a material adverse impact on the domestic

industry” (USITC 2013a).

2. Rebar from Mexico and Turkey

The bleak trends in the first quarter of 2013 described
in the OCTG case persisted through the second quarter,

as demonstrated in the preliminary determination on

steel concrete reinforcing bar from Mexico and Turkey
(USITC 2013g). In that case, the quantity of rebar from
Mexico and Turkey nearly doubled from 2010 to 2012
and it rose again in the first half of 2013 compared with
the first half of 2012. The unit value of those imports
also fell by 8.7 percent from the first half of 2012 to
the first half of 2013. As a result, importers were able to
gain market share at the expense of the domestic indus-
try. Domestic rebar producers’ production, capacity uti-
lization, and sales were all lower in the first six months
of 2013 than they had been in the same period in 2012.
Just as with OCTG, rebar producers were forced to lower
prices to compete but were unable to lower costs as
sharply. As a result, the industry’s operating income
dropped by $41 million, or 35.6 percent, and its already
low operating margin of 5.4 percent in the first half of
2012 dropped to only 3.7 percent in the first half of

2013. The commission concluded that, “subject imports

EPI BRIEFING PAPER #376 MAY 13, 2014

PAGE 25



have had a significant adverse impact on the domestic

industry.”

3. Wire rod from China

The commission’s recent preliminary determination on
wire rod from China has been the first steel industry case
to examine full year 2013 data (USITC 2014b). The data
show that another segment of the steel industry is suf-
fering from unfair import competition. Imports of wire
rod from China were nearly nonexistent in 2011, they
then jumped in 2012, and they more than doubled in
volume between 2012 and 2013. Subject import unit val-
ues plummeted by more than half between 2011 and
2013, allowing Chinese wire rod to gain 14.4 points in
market share while domestic producers lost 9.8 points of
share. Domestic producers’ production, capacity utiliza-
tion, shipments, and sales all were lower in 2013 than
they had been in either 2011 or 2012. Domestic produc-
ers were forced to lower prices to compete with imports,
but they were again unable to lower costs to the same
degree. As a result, the industry’s operating income in
2013 was 30.5 percent lower than it had been in 2012
and less than half of what it had been in 2011. The
commission noted, “Despite increases in apparent U.S.
consumption, the domestic industry’s trade and financial
performance declined substantially.” The industry’s oper-
ating margin fell from 6.8 percent in 2011 to just 3.6
percent in 2013. The more than 2,000 workers produc-
ing wire rod in the U.S. also suffered as employment,
hours worked, and wages all fell to their lowest point in
2013.

4. In summary

The crisis in the U.S. steel industry has sparked a wave of
petitions for relief from unfairly traded steel imports in
2013 and 2014. The number of petitions filed far exceeds

any annual level since the previous steel crisis in 2001.

The record in

the  prelimi-

The crisis in the U.S.
steel industry has

nary investiga-
tions in these

cases confirms  sparked a wave of peti-

tions for relief in 2013
and 2014 [that] far

exceeds any annual

that numerous
segments  of
the steel indus-
try are suffer-
ing substantial

injury due to level since the previous

the crisis in

overcapacity steel crisis in 2001.

and  surging
steel imports.

Il. Why it matters: Steel’s
importance and its impact
on jobs

The U.S. steel industry has a large footprint in the
domestic economy. Steel production has a large input-
output multiplier. Each steel job supports 3.7 jobs else-
where in the economy. And this does not include the
respending effect of steel employment on the rest of the
economy. Steelworkers earn good wages with excellent
benefits. When they spend those wages, they support
additional jobs in the economy. If jobs are lost in the steel
industry, it will have a large negative impact on employ-
ment in the U.S. economy. Those effects are analyzed in

this section.

A. Modeling the impacts of steel
production on U.S. employment

The direct and indirect employment effects of U.S. steel
production are analyzed using an input-output model
of the U.S. economy. This model has been developed
and calibrated by the U.S. Bureau of Labor Statistics,
where it is used to develop projections of employment
by industry and occupation in the U.S. economy. The
modules developed include measures that estimate final

demand (gross domestic product or GDP) by consuming
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sector and product, industry output, and employment by
industry (BLS-EP 2014a).

The goal of this analysis is to estimate the total number
and distribution of direct and indirect jobs supported by
steel production in the United States. These jobs are at
risk due to growth of excess steel production (and pro-
duction capacity) in China, Korea, and other countries.
Many other jobs (estimated below) have already been dis-
placed by steel imports. Unfair trade in steel products has
ignited another crisis in the steel industry which could
result in further bankruptcies and reorganization or liqui-
dation of U.S. steel capacity. No matter what becomes of
U.S. steel production facilities, any major steel crisis is a
direct threat to jobs supported by U.S. steel production,
as was the case in the steel crisis of 1999-2003.

This analysis examines the direct effects of total steel
industry output in 2012, based on data covering business
establishments classified under the North American
Industry Classification System (NAICS) and Bureau of
Labor Statistics (BLS). The model evaluates jobs sup-
ported by total steel industry output from the two princi-
pal components of the steel industry: iron and steel mills
(NAICS 331 1)5, and steel products manufactured from
purchased steel (NAICS 3312, and BLS industry 51).
Data for real industry output was obtained from the BLS

input-output matrix tables (BLS-EP 2014c).6

This analysis estimates the jobs supported directly and
indirectly in the production of steel and steel products
using an employment requirements table for 2012 (BLS-
EP 2014b).” Indirect jobs supported by steel production
include input commodities such as minerals and ore,
coke, coal and other fuels and electricity as well as ser-
vices and other downstream resources consumed in the
production and distribution of steel products. It does not
include respending jobs supported by the wages of work-
ers in the steel industry, or other industries supported by

steel production.

B. Total jobs at risk

Table 3 shows that steel production supported 583,600
jobs in 2012. A total of 255,500 jobs supported were in
manufacturing (43.8 percent of all jobs supported). The
vast majority of manufacturing jobs supported were in
durable goods industries (232,800; 39.9 percent). Other
major sectors with substantial numbers of jobs supported
included transportation and warehousing (52,100 jobs,
8.9 percent); minerals and ores (51,100 jobs, 8.8 per-
cent); and administrative and support and waste manage-

ment (56,000 jobs, 9.6 percent of jobs supported).

Up to 583,600 jobs supported by the steel indus-
try—including the 255,500 manufacturing jobs—are
clearly at risk if surging imports of unfairly traded steel
are allowed to supplant or replace domestic steel produc-

tion.

Once gone,

jobs lost to

Up to 583,600 jobs
supported by the steel

surging
imports in a
steel crisis are

difficule or

impossible  to

industry—including
the 255,500 manufac-
turing jobs—are

recover. Fur-
thermore, it is . . .
important 1o clearly at risk if surging
distinguish imports of unfairly
E?:fs O;a:ryinjg OE traded steel are allowed
recession, s to supplant or replace
happened  in
2009 in the
United States,
from the kind

of permanent

domestic steel produc-

tion.

job loss and restructuring caused by surging imports such
as that which took place in 1999-2003. Jobs lost in a
recession can be recovered, but jobs lost in restructuring

are rarely recovered.
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TABLE 3

U.S. jobs supported by domestic steel production, by industry, 2012
Jobs Industry share of total

Industry supported jobs supported
Agriculture, forestry, fishing, and hunting 1,100 0.2%
Mining 55,100 9.4%
Oil and gas 4,100 0.7%
Minerals and ores 51,100 8.8%
Utilities 9,400 1.6%
Construction 8,900 1.5%
Manufacturing 255,500 43.8%
Nondurable goods 700 0.1%
Food 300 0.1%
Beverage and tobacco products 100 0.0%
Textile mills and textile product mills 300 0.1%
Apparel 0 0.0%
Leather and allied products 0 0.0%
Industrial supplies 21,900 3.8%
Wood products 1,000 0.2%
Paper 2,700 0.5%
Printed matter and related products 1,300 0.2%
Petroleum and coal products 3,900 0.7%
Chemicals 2,400 0.4%
Plastics and rubber products 2,900 0.5%
Nonmetallic mineral products 7,800 1.3%
Durable goods 232,800 39.9%
Primary metal 176,100 30.2%
Fabricated metal products 43,200 7.4%
Machinery 3,500 0.6%
Computer and electronic parts 4,500 0.8%
Computer and peripheral equipment 200 0.0%
Communications, audio, and video equipment 100 0.0%
Navigational, measuring, electromedical, and control 300 0.1%
instruments S
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TABLE 3 (CONTINUED)

Jobs Industry share of total
Industry supported jobs supported
Semiconductor and other electronic components, and
reproducing magnetic and optical media SRy Oat
Electrical equipment, appliances, and components 2,600 0.4%
Transportation equipment 1,000 0.2%
Motor vehicles and motor vehicle parts 600 0.1%
Aerospace products and parts 100 0.0%
Railroad, ship, and other transportation equipment 300 0.1%
Furniture and related products 200 0.0%
Miscellaneous manufactured commodities 1,900 0.3%
Wholesale trade 34,500 5.9%
Retail trade 4,000 0.7%
Transportation and warehousing 52,100 8.9%
Information 4,600 0.8%
Finance and insurance 14,600 2.5%
Real estate and rental and leasing 5,600 1.0%
Professional, scientific, and technical services 36,500 6.3%
Management of companies and enterprises 14,600 2.5%
?ir\zir;i:trative and support and waste management and remediation 56,000 9.6%
Educational services 300 0.1%
Health care and social assistance 300 0.1%
Arts, entertainment, and recreation 1,900 0.3%
Accomodation and food services 8,800 1.5%
Other services (except public administration) 9,700 1.7%
Public administration 10,100 1.7%
Total 583,600 100.0%
Note: Subtotals and totals may vary due to rounding.
Sources: Economic Policy Institute analysis of U.S. Census Bureau (2013), Bureau of Labor Statistics (BLS 2013), and BLS
Employment Projections program (BLS-EP 2014b and 2014c).

C. Jobs at risk by state

The jobs supported by steel production by state are

shown in Table 4, which reports states ranked by the

number of jobs supported. The steel jobs in these states

are at risk due to surging imports of unfairly traded
steel and steel products. The top 10 states in terms of
number of jobs at risk were Texas (59,800 jobs sup-
ported), California (52,300 jobs), Pennsylvania (35,300
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jobs), Ohio (33,900 jobs), Illinois (28,400 jobs), Indiana
(26,000 jobs), New York (25,100 jobs), Florida (23,200
jobs), Michigan (20,100 jobs), and Wisconsin (15,700
jobs). The second tier (next 10) of most vulnerable states
includes a number of southern and border states that are
substantial producers of oil and natural gas. This group
includes Georgia (14,700 jobs), North Carolina (14,000
jobs), Alabama (13,000 jobs), New Jersey (12,700 jobs),
Tennessee (12,000 jobs), Virginia (11,500 jobs), Mis-
souri (10,900 jobs), Kentucky (10,800 jobs), and
Louisiana (10,500 jobs). Oklahoma and Minnesota were
tied for 20 place with 10,400 jobs each. Jobs at risk by

state, sorted alphabetically, are shown in Table 5.

D. Jobs lost by type

Table 6 reports the direct and indirect jobs supported
by U.S. steel production, and the jobs displaced by two
types of steel imports: direct imports of steel and steel-
using products (that is, total imports in NAICS indus-
tries 3311 and 3312), and the steel content of other
manufacturing imports (such as autos, auto parts, and

household appliances).

Column 1 in Table 6 shows that 123,400 direct jobs were
supported by U.S. steel production in 2012, and that
460,200 jobs in other industries were supported by steel
manufacturing, for a total of 583,600 jobs supported.
Thus, the steel multiplier (the ratio of indirect to direct

jobs supported) was 3.7.

Direct imports of semifinished and finished steel prod-
ucts (column 2) displaced 35,600 steel jobs in 2012, and
136,200 indirect jobs for a total of 171,800 jobs dis-
placed by imports of steel products. It is important to
note that these estimates reflect actual productivity levels
in 2012. Structural changes in the steel industry have dis-
placed hundreds of thousands of jobs over the past four
decades. Many of the jobs lost were due to restructur-
ing that was a direct response to rising imports (such as
the shift from production of crude steel in open hearth

or basic oxygen furnaces to finishing of crude, imported

steel). Thus, Table 6 does not reflect a complete, historic
accounting of all the jobs displaced by steel imports, but
is, rather, a snapshot of jobs displaced by steel imports
today, relative to jobs supported in remaining U.S. steel

plants.

Estimates of jobs displaced due to indirect steel imports
(column 3) are based on a first-order estimate of the
steel content of U.S. manufacturing imports in 2012.
This estimate shows that imports of manufactured goods
that contain steel content displaced an additional 26,300
jobs in U.S. steel production (the direct jobs lost) and
102,800 jobs in industries supported by the steel indus-
try, for a total of 129,000 jobs displaced by indirect

imports.

The indirect estimate only reflects the direct steel content
of imported manufactured products, and does not
include a full, input-output-based assessment of domestic
production displaced by imports. Thus, for example, it
includes the direct steel displaced by auto imports, but
does not include steel used in the manufacture of auto

. .8
bodies or engines.

The American Iron and Steel Institute (2013) has esti-
mated the total steel content of U.S. manufacturing
imports for 2008-2012. The institute reports that in
every year, total steel embodied in “indirect steel product
imports” exceeded the level of direct steel imports. In
2012, for example, the U.S. had 25.8 million net tons
of total steel imports, and 42.0 million net tons of indi-
rect steel product imports, for a total of 67.8 million
net tons. Indirect imports represented 62 percent of total
steel imports in that year (American Iron and Steel Insti-

tute 2013, 9).

E. The vital role of steel in the
U.S. economy

Steel is a vital input in a wide range of manufactured
products including autos and auto parts, machine tools,
architectural and structural metals manufacturing, forg-

ing, foundries, ventilation, heating and air conditioning
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TABLE 4

U.S. jobs supported by domestic steel production, by state, 2012, ranked by jobs supported
Rank State Jobs supported
1 Texas 59,800
2 California 52,300
3 Pennsylvania 35,300
4 Ohio 33,900
5 lllinois 28,400
6 Indiana 26,000
7 New York 25,100
8 Florida 23,200
9 Michigan 20,100
10 Wisconsin 15,700
11 Georgia 14,700
12 North Carolina 14,000
13 Alabama 13,000
14 New Jersey 12,700
15 Tennessee 12,000
16 Virginia 11,500
17 Missouri 10,900
18 Kentucky 10,800
19 Louisiana 10,500
20 Oklahoma 10,400
21 Minnesota 10,400
22 Washington 9,800
23 Colorado 9,300
24 Arizona 9,300
25 Massachusetts 9,200
26 South Carolina 8,400
27 Maryland 8,000
28 lowa 6,700
29 Oregon 6,300
30 West Virginia 6,200
31 Arkansas 6,200
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TABLE 4 (CONTINUED)

Rank State Jobs supported
32 Utah 6,000
33 Connecticut 5,800
34 Kansas 5,200
35 Mississippi 4,600
36 Nevada 3,900
37 New Mexico 3,500
38 Nebraska 3,100
39 New Hampshire 2,700
40 Wyoming 2,500
41 Idaho 2,400
42 North Dakota 1,800
43 Montana 1,700
44 Maine 1,700
45 Alaska 1,600
46 Rhode Island 1,600
47 South Dakota 1,400
48 Hawaii 1,400
49 Delaware 1,300
50 Vermont 800
51 District of Columbia 700
Total 583,600

Note: Subtotals and totals may vary due to rounding.

Sources: Economic Policy Institute analysis of U.S. Census Bureau (2013), Bureau of Labor Statistics (BLS 2013), and BLS

Employment Projections program (BLS-EP 2014b and 2014c).

equipment, household appliances, and many more. In
fact, most durable goods manufacturing industries are
major direct or indirect consumers of steel products.” If
domestic steel production declines precipitously, domes-
tic production in these steel-consuming industries could
follow, leading to massive job losses in manufacturing,

and the industries supported by manufacturing output.

In addition to the jobs lost, surging imports of unfairly

traded steel supplanting domestic steel production would

also reduce connections between steelmakers and steel-
consuming sectors, connections which are critical to
ongoing innovations in both steel and downstream, steel-
using industries. Giving up some or all of the domestic
steel industry would reduce the capacity of a critical
“industrial commons” that is a key input to many manu-
facturers, especially in durable goods industries (Shih and
Pisano 2009). This would directly reduce the ability of

a wide range of manufacturers to engage in continuous
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TABLE 5

U.S. jobs supported by domestic steel production, by state, 2012, ranked alphabetically
State Jobs supported
Alabama 13,000
Alaska 1,600
Arizona 9,300
Arkansas 6,200
California 52,300
Colorado 9,300
Connecticut 5,800
Delaware 1,300
District of Columbia 700
Florida 23,200
Georgia 14,700
Hawaii 1,400
Idaho 2,400
Illinois 28,400
Indiana 26,000
lowa 6,700
Kansas 5,200
Kentucky 10,800
Louisiana 10,500
Maine 1,700
Maryland 8,000
Massachusetts 9,200
Michigan 20,100
Minnesota 10,400
Mississippi 4,600
Missouri 10,900
Montana 1,700
Nebraska 3,100
Nevada 3,900
New Hampshire 2,700
New Jersey 12,700
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TABLE 5 (CONTINUED)

State Jobs supported
New Mexico 3,500
New York 25,100
North Carolina 14,000
North Dakota 1,800
Ohio 33,900
Oklahoma 10,400
Oregon 6,300
Pennsylvania 35,300
Rhode Island 1,600
South Carolina 8,400
South Dakota 1,400
Tennessee 12,000
Texas 59,800
Utah 6,000
Vermont 800
Virginia 11,500
Washington 9,800
West Virginia 6,200
Wisconsin 15,700
Wyoming 2,500
Total 583,600

Note: Subtotals and totals may vary due to rounding.

Sources: Economic Policy Institute analysis of U.S. Census Bureau (2013), Bureau of Labor Statistics (BLS 2013), and BLS

Employment Projections program (BLS-EP 2014b and 2014c).

innovations in tandem with steelmakers located near Maintaining a
their facilities. secure  energy Mamtamlng a viable
infrastructure domestic steel industry

Maintaining a viable domestic steel industry is also crit- .
also  requires

ical for U.S. national security. Steel is essential to the is also critical for U.S.

having a stable,
construction and maintenance of manufacturing supply reliable source national security.
chains (roads, bridges, airports, rail lines, and shipping of  domestic

facilities), and of military and related vehicles and equip- steel for petroleum refineries, oil and gas pipelines, stor-

ment, including rails, rail cars, ground vehicles, tanks, . .
age tanks, electric power plants, and the transmission and

ships, and military bases at home and abroad.
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TABLE 6

U.S. jobs supported by U.S. steel production and displaced by steel imports, 2012

Jobs Jobs supported by Jobs displaced by Jobs displaced by Total jobs displaced by
affected*  domestic production directimports indirect imports** imports (direct + indirect)
Direct 123,400 35,600 26,300 61,800

Indirect 460,200 136,200 102,800 238,900

Total 583,600 171,800 129,000 300,800

*Jobs can be affected directly (in the immediate industry) and indirectly (industries that supply goods to industry of inter-
est).
**|ndirect imports refer to those imported manufacturing goods that contain steel content.

Sources: Economic Policy Institute analysis of U.S. Census Bureau (2013), Bureau of Labor Statistics (BLS 2013), and BLS
Employment Projections program (BLS-EP 2014b and 2014c).

distribution grids. All of these require having a reliable,
economic source of high-quality steel. Some military
equipment, in particular, requires high-strength specialty

steel capable of resisting bomb blasts and missile attacks.

Increased reliance on foreign sources of supply would
expose the domestic industrial base, and military supply
chains in particular, to: 1) poor manufacturing processes
in offshore facilities; 2) natural disasters, domestic unrest,
changes in government and political disputes that could
“cut or halt production and exports at foreign factories”;
and 3) foreign suppliers who sharply raise prices or
restrict production or exports once they have taken con-
trol of most or all of the global supply of crucial steel
products (Adams 2013, ii).

Several of the risks of creating dependencies on foreign
suppliers of critical materials are illustrated by the case of
China’s restrictions on rare earth exports (Scott 2012b).
The United States used to be self-sufficient in most rare
earth metals, which are used widely in computer and
electronics and battery manufacturing, and many other
critical applications. Over the past 15 years, the U.S.
became 100 percent dependent on imports, mostly from

China (Humphries 2013). China has restricted exports

and raised export prices, which has raised the cost of pro-

duction for manufacturers in a wide range of industries.

Steel is used in a much wider range of industrial appli-
cations than rare earth metals, critical though they are
for many high-tech industries. If foreign suppliers are
allowed to supplant domestic steel production, not only
are nearly 600,000 jobs in steel and industries supported
by steel at risk, but a much broader range of steel-using
industries could be threatened by a proliferation of low-
quality inputs and supply chain disruptions. The ability
of steel-using industries to innovate could also be threat-
ened. Lastly, loss of the U.S. steel production base could
increase the vulnerability of U.S. manufacturing to sup-
ply disruptions and to predatory practices in steel and a

wide range of steel-using industries.

lll. Causes of the steel
import crisis

The import crisis in the U.S. steel industry stems from
a number of causes. Aggressive government support for
steelmakers in other countries leads to capacity additions
not driven by economic fundamentals, and those
government-backed steelmakers are loath to reduce pro-
duction and capacity when demand collapses. The high

capital intensity of the industry leads producers to max-
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imize production to cover fixed costs, and this in turn
leads them to dump excess production on foreign mar-
kets—particularly the attractive U.S. market—when
domestic demand lags. This has led to repeated surges
in unfairly traded steel over the years. In addition, the
more recent integration of global supply chains has per-
mitted China to increase not only its direct exports to
the U.S. but also its exports to third countries that then
further process steel for eventual export to the U.S. and
elsewhere. Finally, the slow economic recovery has sup-
pressed demand for steel in the United States and
increased the vulnerability of domestic producers to
surges of dumped and subsidized imports of steel and

steel products.

A. State support for the steel industry

As detailed in Section LA, the global steel industry is
currently suffering a glut in production overcapacity that
is plunging the industry into its worst financial perfor-
mance since the Asian financial crisis and its aftermath in
the late 1990s and early 2000s. Unfortunately, the cur-
rent crisis is just the latest in a pattern the industry has

endured for decades.

A major reason for overcapacity in the steel sector is
strong government support for steel in countries around

the world.

Many govern-
ments promote A major reason for
steel  capacity itv in th
additions (and OVCrcapaCIty 1n the

discourage

steel sector is strong

capacity reduc-
tions) in_ part government support
because  ade- for steel in countries

iti;;jﬁ;l:m around the world.
capabilities are
seen as critical to national defense and to important
downstream sectors such as the automotive, appliance,
and construction industries (Stewart, Dwyer, and McDo-

nough 2002). In addition, steel facilities provide high-

quality jobs to large numbers of workers, and they can be

pillars of local economies in many communities (¢bid.).

Some have attributed the increasing government involve-
ment in the steel sector, starting in Europe in the 1970s,
to the growing scale of integrated steelworks, the capital
requirements of which in some cases could only be met
by very well-financed entities or, in the absence of such
private entities, the state (Howell et al. 1988). Starting in
1974, these policies, combined with stagnant consump-
tion, led to increases in capacity that outpaced increases
in consumption. By 1982, governments owned 55 per-
cent of global steelmaking capacity, with higher rates of

government ownership outside of Japan and the United

States (ibid.).

Strong government support for, and involvement in, the
steel sector has since spread to other countries, and inten-
sified in China and other Asian nations in particular. In
2011, half of the world’s 46 top steel companies were
state-owned enterprises, and these state-owned enter-
prises generated 38 percent of the world’s steel produc-
tion (Rubio 2013). In 2012, six of the world’s 10 largest
steelmakers were headquartered in China, where state-
owned producers dominate production (World Steel
Association 2012).

China’s aggressive support for its steel producers has been
a particular source of concern. The steel industry is des-
ignated as a pillar industry in China, and it has also been
identified as one of the industries in which China intends
to have the state continue to play a leading role. In its
12" Five Year Plan, which sets the Chinese government’s
economic development priorities for 2011 through 2015,
the government aimed to restrict steel capacity expan-
sions, but it also sought to encourage mergers to create
larger steel companies and to move the industry up the
value chain (KPMG 2011). A 2012 article reports that
the goals of consolidation and focusing on higher-value
products were thwarting attempts to restrict capacity
expansions, as smaller mills invested in expansions (with

local government support) to avoid becoming merger tar-
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gets and as a sudden glut in high-end products reduced
firms’ profitability, leading firms to lean on additional
government support to cover costs (Stanway and Lian

2012).

The U.S. Department of Commerce has documented a
wide range of subsidies that the government of China
provides to its steel industry, including preferential tax
treatment, low-cost loans from government-owned
banks, debt forgiveness, and grants (DOC various years).
The government of China also provides steel producers
with land use rights, electricity, and numerous steel
inputs at below-market prices. The department has also
found that China’s export restraints on coke provide sub-
sidy benefits to Chinese steel producers—these and other

export restraints are discussed in more detail below.

China is not alone in providing strong state support
to the steel industry. Over the years, the U.S. Depart-
ment of Commerce has identified a range of subsidies
that other governments provide to their steel producers,

including the following:

B The Indian government has provided government
loans, debt forgiveness, and various export subsidies
to steel producers. The government of India has also
provided iron ore to steel producers at below-market

prices.

B The government of South Korea has provided debt
restructuring, directed credit, and grants to steel
companies, as well as exemptions from harbor fees,
bond requirements, and value-added taxes (VATs).
The government of South Korea has also provided
direct equity infusions and investments in dedicated
infrastructure, discounted land, and steel inputs at

below-market prices.

B The Turkish government has provided steel produc-
ers with duty and tax exemptions, deductions, and
rebates; VAT and freight rebates; export credits; and

foreign-exchange loan assistance.

B The government of Brazil has provided preferential
loans to steel producers, as well as tax and duty
exemptions and rebates. The Brazilian government
has also supported steel producers through equity
infusions, debt-for-equity swaps, and the provision

of dedicated infrastructure.

Many governments also support their steel industry by
imposing export restraints on critical inputs to steelmak-
ing. The OECD has documented more than 1,600
export-restraint measures—including

exXport  taxes,

export  licenses, export quotas, and  other
restraints—maintained by 100 countries (Fliss and Mard
2012). As the OECD found, “The practice of regulating
exports of waste and scrap of metals (ferrous and non-
ferrous) appears to be widespread. Export measures are
also relatively common in the iron and steel sector and
for certain materials needed for the production of steel
....0 Indeed, 46 percent of the measures identified in
2010 concerned waste and scrap metal. Among the ratio-
nales countries cited for these measures were “safeguard-

ing domestic supply” and “protecting the local industry.”

In June of 2009, the United States, the European Union,
and Mexico brought dispute settlement cases at the
World Trade Organization (WTO) regarding China’s
export restraints on a group of raw materials used in
the steel industry among other downstream industries.
The restraints artificially increase input supplies for steel
producers in China and lower their input prices, while
lowering supply and increasing input prices for steel pro-
ducers outside of China. In January of 2012, the WTO
Appellate Body found that export duties and quotas on
these raw materials violated Chinas WTO obligations.
While China brought itself into compliance with the
WTO decision regarding the materials covered in that
case, it continues to maintain restraints on hundreds of
additional items that are plainly inconsistent with its
WTO obligations. The U.S. and other countries brought
another case against China on a subset of these materials,
including the rare earth metals cited above, and have

achieved an initial victory in that case. There have been
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no formal dispute settlement actions taken to address the
export restraints maintained by other countries to sup-

port their steel producers.

In conclusion, states have invested heavily in their steel
industries for many policy reasons, including national
security, economic development, and employment. With
years of state investment and support on the line, gov-
ernments have been loath to reduce their levels of sup-
port, much less take inefficient or outdated capacity out
of production, when demand declines. This has been the
case even when faced with major shocks such as the 2008
financial crisis and its aftermath. The result is structural
overcapacity that leads to surges in exports when demand

cannot keep up with state-backed capacity additions.

B. Foreign producers with high fixed costs

The high fixed costs and capital intensity of steelmaking
require a high capacity utilization rate for the industry
to remain viable."’ A capacity utilization rate of around
92 percent is considered healthy for the industry (Boston
Consulting Group 2002). The steel industry also has sig-
nificant economies of scale, such that integrated facilities
must be quite large to reach a minimum efficient scale
(CEPS and EA 2013). The high capital requirements,
capital intensity, and large scale of steel operations com-
bine to create significant barriers to exit in the industry,
as there are high costs to converting facilities to another
use, reducing production volumes, or abandoning facil-
ities altogether (ibid.). The government support policies
detailed above make it even more difficult to make ratio-
nal alterations to production and take capacity off-line

when demand stagnates.

To avoid the very costly alternatives of reduced produc-
tion or even closure, when demand falls foreign steel pro-
ducers continue to produce at high volumes in order to
maximize capacity utilization and spread high fixed costs

over the highest volume possible:

When fixed costs are high, it makes sense for

struggling steel firms to continue running their

plants so long as the marginal revenues from extra
production at least cover variable costs. Eco-
nomic logic at the firm level ensures depressed

prices — and widespread operating losses — at the
industry level. (Hufbauer and Goodrich 2001)

When domestic demand is insufficient to absorb this
production, the incentive is for steel producers to export
their excess production, even at prices that are too low
to cover their aggregate costs of production, in order to
maintain higher rates of capacity utilization. The result,
particularly where producers are fragmented or do not
operate based on market principles, is an increase in
exports at dumped prices. When the industry suffers
global demand shocks such as the 1998 Asian financial
crisis or the 2008 financial crisis, it only multiplies the
number of producers around the world with the incen-
tive to dump their way out of the crisis, further exacer-
bating the glut of low-priced steel being exported from

markets around the world.
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repeated surges

in exports of unfairly traded steel. Historical data on the
use of trade remedies in the steel sector confirm this con-

clusion.
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WTO member initiations of antidumping and countervailing duty investigations on

base metals and articles, 1995-2013
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According to the WTO, 29 percent of all antidumping
measures imposed by WTO members between 1995 and
June of 2013 were on base metals and articles, which
include steel products (WTO 2013b). This is the most
of any of the sectors tracked by the WTO to categorize
trade remedy actions, and only the chemicals sector
(another highly capital-intensive industry) comes close,
at 21 percent. Base metals and articles made up an even
higher portion of all countervailing duty measures
imposed by WTO members during the period, account-
ing for 47 percent of all such measures (WTO 2013d).

The WTO’s data on antidumping and countervailing
duty initiations by year and by sector, shown in Figure
N, demonstrate the repeated pattern of surges in unfairly
traded steel, with initiations increasing during periods of

global economic distress such as the 1998 Asian finan-

ECONOMIC POLICY INSTITUTE

cial crisis and the 2008 financial crisis and their after-
maths. In 2012, the number of initiations on base metals
and articles reached its highest level since 2002, and the
number of initiations increased again in 2013. The pat-
tern of repeated surges (and thus repeated need to rely on
trade remedies) confirms that the cause of the surges is
not merely temporal but structural in nature, due in large
part to the active involvement of foreign governments in

their steel industries.

The U.S. market, with its large size and open-market
conditions, is a prime target for steel exports when the
global industry enters a crisis period. Figure O compares
U.S. imports of semifinished and finished steel from
1990 to 2012 to the rest of the world’s imports of semi-

finished and finished steel during the same period.
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U.S. and rest-of-world imports of semifinished and finished steel, 1990-2012
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As Figure O shows, during the Asian financial crisis,
U.S. imports of semifinished and finished steel products
spiked much more sharply than other countries’ imports.
While U.S. imports also rose in the mid-2000s, this was
related to increases in domestic demand rather than tar-
geting of excess production during a global downturn.
Since the depths of the financial crisis in 2009, U.S.
imports have again surged more sharply than imports in
the rest of the world, with annual U.S. imports more
than doubling from 2009 to 2012. The sharp peaks in
U.S. imports during times of global crisis confirm that
the U.S. is the export market of choice when the global

industry is saddled with excess capacity, as it is today.

A comparison with European imports confirms the
unique attractiveness of the United States as the market
of last resort for foreign steelmakers struggling with over-
supply. While U.S. imports jumped by 33 percent from
1997 to 1998 as the Asian financial crisis hit, Europe’s

ECONOMIC POLICY INSTITUTE

imports rose by only 13 percent. In addition, while U.S.
imports more than doubled during the most recent crisis
from 2009 to 2012, Europe’s imports grew by only 22
percent. (International Iron and Steel Institute 2000 and
2003; World Steel Association 2013b)

As the U.S. market has been repeatedly targeted with
dumped and subsidized steel exports, U.S. producers
have repeatedly been forced to rely on trade remedies to

survive.

Figure P illustrates the number of antidumping and
countervailing duty petitions filed in the U.S. on steel
products each year since 1980. It is important to note
that Figure P only includes antidumping and counter-
vailing duty petitions; it does not include safeguard peti-
tions, voluntary restraint agreements, or other measures.
Voluntary restraint agreements with Europe and many
other countries limited the quantity of U.S. steel imports
between October 1, 1984 and March 31, 1992 (USITC
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U.S. antidumping and countervailing duty petitions filed on steel

products, 1980-2013

Number of petitions filed
>

Countervailing duty
@ Antidumping

1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 2012

Source: Authors’ calculations based on historical case records from the U.S. Department of Commerce and U.S. International Trade Com-

mission

1995). Safeguard duties and quotas were also imposed
on certain steel imports from March 20, 2002 through
December of 2003 (USITC 2005). These latter remedies
do not address unfair trade practices such as dumping
and subsidies; instead, they address import surges result-
ing from structural overcapacity among producers in

dozens of countries.

The historical U.S. case statistics confirm that the pattern
seen in WTO member initiations since 1995 is not a
recent anomaly. The steel industry is susceptible to struc-
tural overcapacity due to strong state support in numer-
ous countries, which leads to uneconomic behavior.
When demand collapses, imports surge and the industry
enters into crisis, leading to a need to rely on effective
trade remedies to obtain relief. The very sharp increase in
new petitions filed in 2013 confirms that the U.S. steel

industry is again in another such crisis.

ECONOMIC POLICY INSTITUTE

C. Growth in global supply chains

The growth in excess steel production capacity and global
supply chain integration has also resulted in the diffusion
of unfairly traded steel products in ways that cannot be
fully addressed under existing antidumping and counter-

vailing duty laws.

As shown in Figure B, earlier, the steel industry is sus-
ceptible to structural production overcapacity, which has
resulted in the imposition of antidumping and coun-
tervailing duties on a number of steel products. Unfor-
tunately, the growth of globally integrated steel supply
chains has permitted some foreign producers to continue
exporting unfairly traded product to the U.S. by sending
that product through third countries for further process-

ing before export.
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quent unfair trade cases were brought against products
that could be manufactured from hot-rolled carbon steel
and other upstream products that are also subject to
antidumping and countervailing duties, such as carbon
steel plate. For example, antidumping and countervailing
duties were assessed on circular welded carbon pipe from
China in July 2008, light-walled rectangular tubing in
August 2008, circular welded carbon quality line steel
pipe in January 2009, circular welded stainless pressure
pipe in March 2009, oil country tubular goods in 2010,
and drill pipe and collars in March 2011 (USITC
2014a)."

When unfairly traded steel products from one country
are removed from the market, there is a widespread ten-
dency for the production of such goods to shift to other
markets not subject to dumping or countervailing duties
(for those products). This often results in new antidump-
ing cases. For example, in OCTG, the USITC (2013a)
issued an affirmative preliminary determination against
imports of such products from India, Korea, the Philip-
pines, Saudi Arabia, Taiwan, Thailand, Turkey, Ukraine,

and Vietnam.

U.S. unfair trade laws have not kept pace with structural
changes in the global economy. The concept of global
supply chains was not yet part of the business or eco-
nomic vocabulary in 1998. Global supply chains allow
dumped or subsidized upstream inputs, such as steel
sheet, strip, or plate, to be transported to third countries
and used to produce downstream products such as

OCTG or rectangular tubing.

The U.S. Commerce Department is not allowed to assess
duties on the unfairly traded inputs of downstream prod-
ucts made with dumped or subsidized imported inputs
except in some very narrowly defined anticircumvention
cases. This has exposed domestic producers to unfair
competition for which no remedies are available. This is
an important issue for future policy consideration that is

addressed in section IV in this report.

Export data illustrate this “global supply chain problem”
(namely China, sending dumped and/or subsidized con-
tent into the U.S. tariff-free by embedding it in down-
stream products from other countries). The growth in
exports of finished and semifinished steel from China
and South Korea between 2003 and 2012 led export
growth of all other producers combined, as shown in Fig-
ure Q. Together, the increase in exports from China and
South Korea accounted for more than three-fourths (a
total of 62.7 million metric tons, 77.9 percent) of the

growth in global steel exports in this period.

Exports of steel from China more than quadrupled
between 2003 and 2012, an increase of 46.5 million met-
ric tons (564.8 percent). South Korea was already one of
the largest steel exporters in the world in 2003, second
only to Japan. Korea’s steel exports more than doubled
between 2003 and 2012, a striking increase of 16.1 mil-
lion metric tons (114.5 percent), second only to those of

China.

Other countries/regions experiencing substantial growth
in total exports in this period included the European

Union (8.7 million metric tons), Other Europe (8.0 mil-
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lion metric tons), Japan (7.7 million metric tons), India
(3.2 million metric tons), and Taiwan (0.8 million metric
tons). Turkey (not shown) was the largest exporter by
far in “other Europe.” Turkey’s exports increased 7.5 mil-
lion metric tons between 2003 and 2012, ranking it just
behind the entire EU, and well ahead of the United
States. Turkey has become a significant player in world

steel export markets.

During this period, China went from being the largest
net importer of finished and semifinished steel products
to the largest net exporter in the world, and its net
exports increased 75.6 million metric tons between 2003

and 2012, as shown in Figure R.

South Korea had the second-fastest growth in net

exports, with a net increase of 11.4 million metric tons

between 2003 and 2012. Korea was also transformed
from a net steel importer (-1.6 million metric tons) in
2003 to a net exporter of 9.8 million metric tons in 2012.
China and Korea lead all other countries in the growth
of net steel exports. Other countries/regions experiencing
significant net export growth included Japan (5.3 mil-
lion metric tons), the European Union (4.9 million met-
ric tons), Taiwan (4.4 million metric tons), and other
Europe (4.0 million metric tons). Turkey (not shown)
was the most significant net exporter in other Europe;
Turkey’s net exports of finished and semifinished steel

increased 4.2 million metric tons in this period.

More evidence of the “global supply chain problem”
(namely China sending dumped and/or subsidized con-
tent into the U.S. tariff-free by embedding it in down-

stream products from other countries) can be found in
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data on third-country imports of Chinese steel. China is
the world’s largest net exporter of steel products.'” Fig-
ure S reports imports of steel and steel products from
China by four major steel exporters: South Korea, Japan,
the Russian Federation, and Turkey. The data cover 2009
through 2012, and are expressed in billions of U.S. dol-
lars, rather than metric or net tons, because quantity data
were not available for this analysis. If average unit val-
ues (AUVs) of steel imports were falling in these coun-
tries, as they did in the United States in the later parts of
this period, then dollar values may tend to understate the

growth in imports, especially in 2011 and 2012.

South Korea was by far the largest importer of Chinese
steel products, and its imports rose sharply from 2009
to 2012. This may reflect its proximity to China, and

also the rapid rate of growth of its exports. Japan was the

second-largest recipient of Chinese steel in this sample,
and its annual imports, which were half or less than half
those of Korea, also grew rapidly over the period. Imports
of steel from China by the Russian Federation and by
Turkey also increased over this period, though by much

smaller amounts.

Although not shown in the figure, the growth of steel
exports from Korea between 2009 and 2012 was second
only to China’s steel export growth in all the world.
Korean steel exports increased 10 million metric tons
(49.4 percent) in this period (versus 30.8 million metric
tons for China). Japan’s steel exports increased 8.2 mil-
lion metric tons (24.5 percent). During the 2009-2012
period, trade was suppressed by the Great Recession, and
did recover sharply, along with production and domestic

steel consumption in most countries.
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These data provide a preliminary glimpse into patterns of
growth in the global steel supply chains. They do suggest
that trade in intermediate steel products, some of which
are subject to antidumping and countervailing duties
in the United States and other countries, is facilitat-
ing circumvention of those duties when unfairly traded
upstream products are incorporated into downstream
products in other countries. Such indirect trade is likely
damaging U.S. producers of the like products in these
cases, and is injuring U.S. steel producers and steelwork-
ers by leading to increased imports of dumped and sub-
sidized products that are not being fully addressed due to

gaps in U.S. unfair trade laws.

Taken together, these data also show that steel producers
in China and South Korea may be teaming up to max-

imize joint steel exports. China’s steel exports to Korea

ECONOMIC POLICY INSTITUTE

appear to be a major driving force behind the growth of

Korean exports to the rest of the world.

D. Slow recovery

The slow recovery from the Great Recession has
increased the U.S. steel industry’s vulnerability to unfair
competition. As shown earlier in Figure I, domestic steel
shipment levels have not returned to where they were
in the last recovery, when net shipments averaged 107.7
million net tons per year between 2003 and 2007. Fur-
thermore, domestic producers have experienced net

income losses in four of the past five years (Figure J).

Recovery from the Great Recession has been much slower
than from preceding recessions. Overall manufacturing
output has yet to reach its prerecession level, as shown
in Figure T. Manufacturing output increased 4.8 percent

per year between September 1990 and July 2000 (busi-
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FIGURE T

U.S. manufacturing production, 1986-2014
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ness cycle peaks), but growth in manufacturing since has
slowed dramatically. The manufacturing sector is a major
consumer of steel products (the steel output also depends
on the growth in the auto sector, domestic construction,
defense spending, and domestic oil and gas drilling and

production, as well as export demand).

Manufacturing output grew only 1.5 percent per year
between July 2000 and December 2007, in part due to
the rapid growth of imports from China and other low-
wage countries. The growth of all imports from China
between 2001 and 2011, which are dominated by manu-
factured products, eliminated more than 2.7 million U.S.
jobs (Scott 2012a). More than three-fourths of jobs lost

were in the manufacturing sector.

Since the last business cycle peak in 2007, U.S. manufac-

turing output has declined 0.3 percent per year. Manu-

facturing output will eventually surpass the prerecession
peak, as long as the recovery continues, but the rate of
growth in manufacturing remains depressed, especially

relative to growth in the 1990s.

The manufacturing recovery is, in turn, being weighed
down by the hangover from the Great Recession in the
overall U.S. economy. One of the best overall indicators
of the health of the domestic economy is the output gap,
shown in Figure U. The U.S. output gap measures the
relationship between actual and potential output (gross
domestic product, or GDP). A positive output gap indi-
cates that the economy is producing above potential
(which is possible for short periods of time, usually corre-
lated with rising inflation and the possible end of a busi-

ness cycle, as occurred in 2000).
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FIGURE U
U.S. output gap, 2000-2014*
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A negative output gap indicates that the economy is
operating at below potential. One of the largest output
gaps on record occurred in 2009, during the trough of
the Great Recession, when output fell 7.1 percent below
potential. Even in 2014, in the seventh year since the
onset of the recession late in 2007, the output gap
remains 3.3 percent. At current (2014) rates of output,
the output gap is $737 billion (CBO 2014). Eliminating
the output gap would likely create roughly 4.1 million
jobs. This would have a significant impact on steel

demand.

In the absence of a strong recovery in manufacturing,
or in the economy overall, demand for steel remains
depressed. With low domestic demand, domestic steel
producers are particularly vulnerable to surging volumes

of unfairly traded imports. U.S. steel producers are sus-

ceptible to predatory pricing and beggar-thy-neighbor
practices which have resulted from structural overcapac-
ity in China and other Asian countries due to strong state

support for steel production in these countries.

IV. The future of the domestic
steel industry depends on
effective trade remedy
enforcement

When surges of unfairly traded steel have inundated the
U.S. market, trade remedies have proven crucial to the
domestic industry’s survival. Effective enforcement of
trade remedies has permitted the domestic industry to
regain shipments, maintain employment, and improve
operating performance in the face of such unfair trade

practices. When trade remedies are not enforced, on the
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other hand, the industry may be forced to withstand
years of further injury before achieving needed relief. In
the current crisis, effective trade remedy enforcement will
once again be essential if the industry is to survive and

thrive.

A. The importance of trade remedies in
addressing steel surges

As reviewed in the previous section, the steel industry is
structurally vulnerable to production overcapacity, excess
supply, and global gluts of dumped and subsidized steel
exports. This susceptibility to import surges is due to dis-
tortions caused not only by a combination of high fixed
costs, capital intensity, and economies of scale, but also
due to aggressive state support and involvement in the
steel industry around the world. When global demand
suffers a shock such as the 1998 Asian financial crisis and
the 2008 global financial crisis, and uneconomic produc-
ers continue to expand and flood export markets with
low-priced product, it causes a crisis for the global indus-
try. The overhang can last for years, particularly in the
current environment, where the recovery remains slug-
gish at best and where much of the build-up in capacity
is not based on market fundamentals but flows from state

intervention, such as in China and other Asian countries.

There have been numerous efforts over the years to
address the global steel industry’s structural overcapacity
problems through international forums such as the
OECD and through bilateral and regional dialogue. The
OECD Steel Committee, for example, was established in
1978 to address the massive growth in overcapacity in
the 1970s and resulting glut in global supply (OECD
2009). Among the goals of the committee was to “facil-
itate needed structural adaptations,” “promote rational
allocation of resources,” and “avoid encouraging econom-
ically unjustified investments” (ibid.). For a number of
years, the United States has also participated in a U.S.-
China Steel Dialogue to address subsidies and overcapac-
ity, and in the North American Steel Trade Committee

to develop coordinated positions for the industry with

Canada and Mexico (USTR 2014). Despite these coop-
erative efforts, the structural incentives for states to con-
tinue to support uneconomic investments in the industry
persist, and huge capacity overhangs continue to drive
gluts in global steel supply and waves of unfairly traded

imports when crisis hits.
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while valuable, progress far too slowly to redress the
immediate harm to U.S. steel producers and their work-
ers. Trade remedies are thus a critical tool for the domes-
tic industry to defend itself when crisis hits. For this
reason, steel producers in the U.S. and around the world
have relied again and again on trade remedies to address

repeated surges in unfairly traded steel.

The U.S. trade remedy system is particularly well-suited
to provide relief from the injury caused by surges of
unfairly traded steel imports. In a successful case, the
amount of the duties imposed is supposed to be equal to
the amount needed to offset the dumping that is occur-

ring or the value of subsidies received.
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on behalf of a domestic industry, the industry and its
workers do not have to wait for government action to
seek relief. The system allows private domestic interested
parties—both companies and unions—to petition for
antidumping and countervailing duties, and it requires
automatic initiation and investigation if certain thresh-
olds are met. The system thus ensures that those who are
in the best position to know that they need help can take
action to defend themselves from unfairly traded
imports. The system is also supposed to ensure that the
kinds of political or diplomatic pressures which may
make self-initiated government action more difficult will

not prevent industries and workers from taking action.

Second, the relief resulting from a successful antidump-
ing or countervailing duty petition is relatively speedy.
Provisional relief in the form of bonding and cash deposit
requirements for importers may be available as soon as
three to five months after a countervailing duty petition
is filed or five to seven months after an antidumping
petition is filed. While final orders may not be imposed
until about 14 months after filing, distortions in the mar-
ket can be redressed much sooner than that. In some
cases, the filing of the petition alone will change exporter
and importer behavior. The provisional relief available at
the preliminary stage often results in volume and price
changes that bring relief to the domestic industry while

the case is pending.

Third, while global safeguards are an important tool for
addressing global surges, antidumping and countervail-
ing duties provide relief that is specific to the products
that are being dumped and/or subsidized and injuring
or threatening injury to the domestic industry, and the
countries exporting the products. Antidumping and
countervailing duties provide meaningful relief that is
specifically targeted to the products, countries, and unfair

trade practices causing injury to the domestic industry.

Antidumping and countervailing duty investigations

Antidumping and countervailing duty investigations may be self-initiated by the administration or they may
be initiated in response to petitions filed by a domestic industry and/or its workers. Petitions are filed simul-
taneously with the U.S. Department of Commerce and the U.S. International Trade Commission. The
Department of Commerce investigates to determine whether the imports covered by the petition are being
dumped in the U.S. at below-fair-value prices or subsidized by a foreign government. The department
also determines the extent of such dumping or subsidization and calculates dumping and subsidy rates for
individual foreign producers and exporters. The International Trade Commission investigates to determine
whether the domestic industry is being injured, or threatened with injury, by the imports concerned. Both
the department and the commission must make affirmative determinations for an antidumping or counter-
vailing order to be imposed. The orders require importers of the covered goods to pay additional import
duties on those goods, and the duty rates are set by the Department of Commerce at levels intended to offset

the dumping and subsidization that has been found.
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Fourth, the antidumping and countervailing duty laws
are administrated through a quasi-adjudicatory proceed-
ing at two agencies, the U.S. Department of Commerce
and the bipartisan U.S. International Trade Commission.
The proceedings are transparent and open to all inter-
ested parties, and the agencies’ final determinations,
along with the reasoning underlying those determina-
tions, are published and available to the public. The
results of the proceedings are also subject to judicial
review. The process is thus designed to provide the con-
cerned parties and public with confidence that the deter-
minations are objective, reasonable, and fact-based. Ful-
filling these goals not only contributes to better quality
outcomes, it also builds trust in the system and supports
the legitimacy of the determinations reached. Domestic
producers have expressed concerns, however, that where
discretion exists in the enforcement process it may at
times be exercised in ways that deny the industry the full
relief it requires. For industries facing unfair import com-
petition, it is important that enforcement discretion be
exercised in a manner that gives full effect to the remedial

purpose of the law.

For all of these

reasons, trade

Trade remedies provide
remedies pro- 3 critical first line of

defense for the U.S.

steel industry and its

vide a critical
first line of
defense for the
U.S. steel

industry  and

workers when a surge

of unfairly traded steel
hits the U.S. market.

its workers
when a surge
of unfairly
traded steel hits the U.S. market. As explained in more
detail below, effective enforcement of those remedies can
make all the difference for domestic steel producers as
they struggle to survive the kind of crisis the industry cur-

rently faces.

B. Benefits of trade remedy enforcement
for the U.S. steel industry and its workers

The relief that the domestic steel industry and its workers
are able to obtain through secure and effective enforce-
ment of U.S. trade remedy laws is critical to the industry’s

survival.

Effective enforcement gives the domestic industry the
space it needs to regain volume and more rational pric-
ing, improve capacity utilization, increase efficiency and
productivity, and achieve reasonable profitability, which
in turn permits companies to make needed capital invest-
ments. By providing needed stability in the domestic
market, import relief has also permitted groundbreaking
labor-management agreements addressing legacy costs
and modernizing work rules and compensation to
endure, laying a more solid foundation for future com-
petitiveness. Without the conditions of fair trade that
import relief creates, the industry would never be able
to obtain adequate returns on invested capital or make
needed investments in its future. These positive changes
cannot, however, insulate the industry from future injury
when the next surge of imports again eats into market
share, prices, and operating margins. When that hap-
pens, effective trade remedy enforcement once again
becomes the first line of defense for the domestic indus-

try and its workers.

A review of a few specific cases illustrates the importance

of trade relief for the steel industry.

The most significant and wide-ranging assessment of the
impact of import relief on the steel industry to date was
undertaken by the U.S. International Trade Commis-
sion in 2005 to evaluate the effectiveness of the safeguard
relief imposed on a variety of steel products in 2002
(USITC 2005). In response to requests from the U.S.
Trade Representative and the Senate Finance Commit-
tee in 2001, the commission instituted safeguard investi-
gations to determine whether certain steel products were

being imported in such increased quantities as to be a
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TABLE 7

U.S. imports of steel products covered by safeguard measures, 2001 and 2003
Import volume (thousands - o
of short tons) Change in imports Import market share (%)
Volume
change
(thousands
of short Percent
2001 2003 tons) change 2001 2003
Carbon &
alloy flat 9,947 4,818 -5,129 -51.6% 5.8 2.8
products
Tin 386 218 -168 -43.5% 11.5 7.5
Hot bar 704 555 -149 -21.2% 6.5 5.2
Cold bar 186 102 -84 -45.2% 15.2 8.6
Rebar 1,246 226 -1,020 -81.9% 14.9 2.6
Welded pipe 1,489 623 -866 -58.2% 202 9.9
& tube
Fittings 132 100 -32 -24.2% 50.5 455
Stainless bar 89 51 -38 -42.7% 34.4 233
Stainless rod 58 31 -27 -46.6% na na
Stainless wire 26 23 -3 -11.5% 44.6 357
Total 14,263 6,747 -7,516 -52.7
Note: Market share data for stainless rod is confidential.
Source: U.S. International Trade Commission (2005)

substantial cause of serious injury, or threat thereof, to absolute volume and market share. The data are summa-

the domestic industry. The commission reached affirma-
tive determinations with regard to a number of products,
and the president imposed temporary import quotas and
duties on certain steel products effective March 20, 2002.
The products subject to the safeguard measures included
certain carbon and alloy flat-rolled products (slab, plate,
hot-rolled, cold-rolled, and coated), tin, hot bar, cold bar,
rebar, welded pipe and tube, fittings, stainless bar, stain-
less rod, and stainless wire. The measures were termi-

nated in December of 2003.

In its review, the commission found that imports from

the countries subject to the safeguard decreased, both in

rized in Table 7. Overall, imports of the covered products
fell by 7.5 million short tons, or 52.7 percent, from 2001
to 2003.

From 1999 until the safeguards were imposed in 2002,
24 U.S. steel companies had filed for bankruptcy; nine
more filed for bankruptcy while the safeguards were in
effect (USITC 2005). With the safeguard relief in place
and the tide of imports stemmed, the resulting market
stability allowed major steel companies to purchase and
consolidate bankrupt companies and other assets, leading
to a much less fragmented industry that was better able

to use its assets economically and competitively.
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The industry was also able to make capital investments
to upgrade existing facilities, invest in new technologies,
reduce costs, and improve quality. Between 2001 and
2005, over $1.8 billion in major capital investments (or
anticipated investments) were publicly announced, as
were a number of other investment projects for which no
investment amount was reported (USITC 2005). During
the 2005 review, integrated producers reported that they
believed $7 billion to $9 billion in investment would
be needed over the next three years to stay competitive
(ibid.). When pricing and profitability improved after the
industry restructured during the relief period, the indus-
try as a whole was in fact able to invest $10.9 billion in
capital expenditures between 2006 and 2008 (U.S. Cen-

sus Bureau various years).

As imports declined, the domestic industry was able in
many instances to increase its shipments and sales, gain
market share, improve its capacity utilization, and make
gains in productivity and operating income. Across all
of the product areas examined for which public data are
available, domestic producers saw their U.S. shipments
increase by 6.9 million short tons from 2001 to 2003 and
their net U.S. sales increase by 5.8 million short tons and
$3.7 billion while the relief was in place. As the industry
restructured, domestic producers of all products except
welded pipe and tube also improved their productivity
from 2001 to 2003. Producers in six of the nine prod-
uct areas with public data also saw their operating income

and operating margins for the product improve.

As part of the bankruptcy and restructuring process that
began before the safeguards were imposed, the United
Steelworkers union and the industry reached “innovative
new collective bargaining agreements” that incorporated
“workforce restructuring, variable and competitive cost
structures, reduced healthcare costs, and fewer job classi-
fications” (USITC 2005). The union made sacrifices to
reach these agreements in order to improve industry pro-
ductivity, lower fixed costs, and protect retiree welfare.

The market stability the safeguards provided allowed

these agreements to be implemented and their goals to be

met.

In short, the safeguard relief provided a very fragile and
fragmented domestic industry with the market stability
it needed to consolidate, restructure, regain shipments
and market share, and improve productivity. The painful
but necessary steps that steel producers and their workers
took enabled the industry to emerge stronger than it had
been, and these steps were only possible with import
relief in place. Unfortunately, as important as those steps
were, the recent industry data confirm that the restruc-
turing the safeguard permitted does not immunize the
industry from renewed injury due to the most recent

wave of steel imports.

The benefits of effective trade remedy enforcement for
the U.S. steel industry are also evident in the U.S. Inter-
national Trade Commission’s reviews of antidumping

and countervailing duty orders on steel.

For example, in a 2007 review of antidumping orders on
rebar from eight countries, the commission noted that
the volume and market share of imports “fell dramati-
cally” as a result of the orders and domestic rebar prices
consequently “increased substantially” (USITC 2007).
While falling demand in 2002 initally inhibited
improvement, productivity, sales, employment, and
operating margins improved dramatically from 2003 to
2006. While an increase in demand also contributed to
the improvements, the commission noted the improve-
ments had occurred with the orders in effect, and found
that the “industry’s continued healthy performance ...
is linked to the continuation of the antidumping duty
orders.” Offsetting the dumping that was occurring
removed major market distortions, allowing the industry
to regain volume and rational pricing, add jobs, and

improve its financial performance.

Similarly, in 2 2001 review of a countervailing duty order
on grain-oriented silicon electrical steel (GOES) from

Italy and antidumping orders on GOES from Italy and
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Japan, the commission found that import volumes “fell
dramatically” after the orders were imposed and “have
remained substantially below the levels they attained dur-
ing the original investigations” (USITC 2001). The com-
mission also found that the domestic industry’s perfor-
mance “improved significantly” after the orders were
imposed, production and capacity utilization increased,
and the improvements allowed the industry to return to
“a relatively healthy state.” The commission also noted
that with the orders in place domestic producers had
“modernized existing capacity and added needed addi-
tional capacity.” The striking improvements reflect the
magnitude of the market distortions caused by dumped
and subsidized imports. Once such false advantages for
unfairly traded imports were neutralized, the true eco-
nomic competitiveness of U.S. producers allowed them

to not only survive but thrive.

A review of antidumping orders on stainless steel flanges
from India and Taiwan further demonstrates the benefits
of relief from unfairly traded imports. In those cases, a
tripling of imports from 1990 to 1992, combined with
underselling by imports and falling prices, had eroded
the domestic industry’s market share, production, capac-
ity utilization, employment, and financial performance
(USITC 2000). Imports declined markedly after orders
were imposed in 1994, and remained well below the lev-
els seen in the original investigations. As a result, domes-
tic production and shipments increased. As noted by the
commission, “Responding domestic producers reported
that during the post-order period the domestic industry
has invested in its production facilities to improve pro-
ductivity and increase employment and that, as a con-
sequence, financial performance improved.” Again, once
the market was allowed to operate in conditions of fair
trade and free from the false signals created by dumping,
the U.S. industry was more than capable of competing

with imports and returning to a more sustainable level.

In short, effective enforcement of trade remedies has pro-

vided a vital lifeline to the U.S. steel industry and its

workers over the years. When foreign producers saddled
with excess capacity in eras of declining demand target
the U.S. market, and when foreign governments’ aggres-
sive support provides the incentives and the means to sell
into the U.S. at rock-bottom prices in order to keep for-
eign assets and workers employed, trade remedies have
proven absolutely essential to the domestic industry’s sur-
vival. When those remedies are effectively enforced, they
can restore conditions of fair trade, remove artificial
advantages for unfairly traded imports, and discipline
import volume and prices. This permits the domestic
industry to regain lost volumes and rational pricing struc-
tures and thus improve operating margins. Relief allows
workers to retain and gain high-quality jobs, and it pro-
vides the space for needed industry restructuring and

investment.

C. Continued injury in the absence of
trade relief

Just as effective enforcement of the trade remedy laws
delivers important benefits to the domestic steel industry
and its workers, the denial of import relief can leave the

industry vulnerable to further injury.

In some cases,
the denial of
relief has

forced domes-

Just as effective
enforcement of the

tic producers  trade remedy laws

to endure
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years of unfair

competition

tic steel industry and

before finally

securing effec-  jts workers, the denial

tive relief, but
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ing new trade
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remed eti-
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such cases.
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In May 2001, U.S. domestic producers of circular welded
pipe (CWP) and the United Steelworkers union filed a
petition seeking antidumping duties on imports of CWP
from China (USITC 2002). The Department of Com-
merce found that CWP from China was being dumped
in the U.S. market at margins ranging from zero to
36.4 percent. Though overall imports from China had
increased from 1999 to 2001 while the domestic indus-
try’s market share declined, based on confidential data
regarding imports from Chinese producers with more
than de minimis dumping margins, the commission con-
cluded that the increase in imports was not significant.
While a number of the domestic industry’s indicators
declined from 1999 to 2001, the commission noted that
prices had not been suppressed or depressed and the
industry remained profitable. The commission therefore
reached a negative determination and no order was

imposed.

Five years after the commission’s negative determination,
domestic CWP producers and the United Steelworkers
union again filed petitions secking relief from imports of
CWP from China, alleging that the imports were being
dumped and subsidized and causing injury to the domes-
tic industry (USITC 2008). Total annual CWP imports
from China, which were 157,000 short tons in 2001, had
reached 748,000 short tons by 2007. The Department of
Commerce found the imported pipe was being dumped
at margins ranging from 69.2 percent to 85.6 percent
and subsidized by margins ranging from 29.6 to 615.9

percent.

Since the time the previous case was decided, the domes-
tic industry’s annual production, shipments, sales, and
market share had all declined. The industry, which had
employed 2,947 to 3,172 production workers a year from
1999 to 2001, was employing only 2,450 workers in
2007. To the extent the domestic industry was able to
hold on to market share from 2005 to 2007, the com-
mission found it was due to their decision to compete

with Chinese imports on price, which led to a decline

in the industry’s operating income. By 2007, the indus-
try’s operating income had fallen below levels seen in the
previous period. In light of these facts, the commission
found that the domestic CWP industry was being mate-
rially injured by reason of imports from China, and, in

2008, duties were imposed.

A similar pattern emerges for the wire rod industry. In
November of 2005, U.S. domestic producers of wire rod
filed petitions alleging that they were being injured by
imports of dumped wire rod from China, Germany, and
Turkey. Imports from the three countries had increased
88.8 percent from 2002 to 2004 and gained more than
10 percentage points of market share while domestic
market share declined (USITC 2006). The commission
noted that prices had increased, changes in the industry’s
performance did not appear to correlate with changes in
import volume, and the industry had also been affected
by production curtailments and work stoppages, and it
therefore found that there was no reasonable indication
that the domestic industry was suffering injury by reason
of subject imports. The investigations thus terminated

and no relief was imposed.

On January 31, 2014, U.S. domestic wire rod producers
again petitioned for relief from imports from China,
alleging that the imports were dumped and subsidized
and causing injury to the domestic industry. The domes-
tic industry’s shipments, sales volume, and production
and related workers were all lower in the 2011 to 2013
period than they had been when the prior case was filed
(USITC 2006, 2014b). In addition, while the industry
enjoyed an operating income margin of 14.3 percent in
2004 and 9.2 percent in the first three quarters of 2005,
its margins from 2011 to 2013 ranged from just 4.2 per-
cent to 7.1 percent. The commission preliminarily deter-
mined that there was a reasonable indication that the
wire rod industry is suffering injury due to imports from

China, and final determinations in the case are pending.

In short, when steel producers are unable to get relief

from unfairly traded imports, the consequences can be
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grave. Without the discipline of antidumping or counter-
vailing duty orders, imports can continue to increase and
seize market share from domestic producers. Domestic
production, shipments, and sales may contract, harming
the industry’s ability to maintain its capacity and employ
workers. In some cases, producers have had to endure
sustained injury over a number of years before obtaining
needed relief. In the interim, the price paid in lost invest-

ments, wages, and jobs can be very steep.

D. Ensuring trade remedies provide
meaningful relief

Enforcement of the trade remedy laws is critical to the
survival of the U.S. steel industry. Policymakers thus
should ensure that trade remedy tools are capable of
addressing the full measure of market distortions that

dumping and subsidies cause.

In  addition,
relief must be Enforcement of the

available to

hose  whe  trade remedy laws is
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need it as
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capable of addressing
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trade remedy
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tools available
to the U.S.
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dumping and subsidies

causec.
are function-

ing as they should, policymakers should review whether
changes in practice, regulation, or statute may be needed.
Where the agencies or the courts have interpreted or
applied the law in a way that deviates from congressional
intent and makes it harder for injured industries to

obtain needed relief, lawmakers should clarify the law.

Where global actors have developed new practices that
existing rules are inadequate to address, those rules
should be updated. Where WTO obligations have been
interpreted by that organization in ways that undermine
the effectiveness of U.S. laws, the U.S. should seek a
rebalancing of rights and obligations to ensure that inju-

rious dumping and subsidies can be fully redressed.

A few issues of particular relevance to the current crisis in

the U.S. steel industry are highlighted below.

In the context of antidumping and countervailing duty
investigations by the Department of Commerce, there
are numerous areas in which the department must inter-
pret the statute, fill gaps in the statute, and apply the law
to the complicated factual record in each particular case.
Where the department has discretion under the law, it is
essential that the methodologies used allow the depart-
ment to measure the full extent of dumping and subsi-
dization that is occurring and to assign duty margins that
fully offset these unfair trade practices. This is necessary
to ensure that the remedial purpose of the law is fulfilled.
Where the department’s interpretation or application of
the law is inconsistent with congressional intent, Con-
gress may have to provide clarification to ensure the law
is fairly and faithfully enforced consistent with the goal of
fully offsetting dumping and subsidies. Concerns about
the need for such effective enforcement have also been
expressed where foreign governments appear to seek to
maintain a false advantage for their producers through

interference or pressure on the agency.

The law is also subject to interpretation by the federal
courts, whose decisions can impact the department’s abil-
ity to fully counteract subsidies and dumping. One tool
that is critical for securing the cooperation of foreign
companies and governments in the department’s pro-
ceedings is the department’s ability to assign dumping
or subsidy margins to foreign producers and exporters
based on the use of an adverse inference when respon-
dents fail to cooperate. Unfortunately, judicially created

requirements that the department establish a relationship
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between such adverse rates and the hypothetical eco-
nomic reality of the noncooperative respondents are both
administratively unworkable and undermine the compli-
ance incentive such rates are supposed to create. Simi-
larly, judicial decisions regarding the way the department
assigns rates to respondents it does not have the resources
to individually review have created new burdens for the

department and will likely undermine duty discipline.

The law, and the manner in which it is interpreted and
applied, must also be adequate to address more recent
industry developments. As China has become the world’s
largest steel exporter, Chinese product is entering a wide
array of markets around the world, including markets in
other Asian countries that export to the U.S. and else-
where. A further processed steel product made from Chi-
nese inputs may be exported at below-market prices not
just because the country exporting the finished prod-
uct is participating in unfair trade practices, but also
because of dumping and subsidization embedded in the
Chinese inputs themselves. Under existing antidumping
and countervailing duty laws, there is no clear way to
place duties on the downstream product that reflect the
dumping and subsidies embedded in the Chinese inputs
outside of circumvention proceedings, which are only
available in limited circumstances. As China continues to
emerge as the major player in world steel markets, and as
supply chains become increasingly globalized, the inabil-
ity to address embedded inputs threatens the continued

effectiveness of the trade remedy laws.

With regard to injury determinations, law and practice
must permit the U.S. International Trade Commission to
analyze and recognize injury to highly capital-intensive
industries such as the steel industry. The steel industry
needs to generate operating margins that provide a rea-
sonable return on investment over the long term. Thus,
even profitable segments of the industry may be suffering
injury if import competition is preventing the achieve-

ment of sufficient returns over the long term.

This may be a particular problem when the steel industry
is struggling to recover from a recession. In such periods,
traditional indicators of domestic industry injury such as
sales volumes and operating income may be improving
as the economy recovers, but these apparent improve-
ments may be insufficient to bring the industry back
up to sustainable levels. The injury statute directs the
commission to evaluate the impact of imports on both
actual and “potential” declines in domestic industry per-
formance and actual and “potential” negative effects on
employment, growth, investment, and industry develop-
ment and production efforts. But because the commis-
sion has failed to give meaning to the word “potential,”
“injury” may be measured against the depths of a reces-
sion rather than from the previously sustainable eco-
nomic situations. This has deprived domestic producers
of needed relief when their recovery is stifled by unfair

import competition.

In addition, the statute directs the commission to evalu-
ate a range of factors that may indicate injury by reason
of subject imports; this should permit the commission to
find injury if some but not all factors are present, rather
than be interpreted as a requirement that each factor
must be met in order to establish entitlement to import

relief.

Once orders are imposed, it is critical that they be fully
and effectively enforced. Publicly available information
indicates there is a fairly broad range of evasion problems
undermining the effectiveness of orders on steel and
other products. For example, overseas logistics companies
openly advertise services to falsify documents and trans-
ship product in order to avoid duty liability. The admin-
istration, Congress, and other countries should work
together to prevent and penalize such large-scale illegal

tactics.

In addition, the domestic industry and workers can play
a key role in providing information and expertise to
assist with enforcement efforts when orders are being cir-

cumvented and duties evaded. Making the enforcement
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process more transparent, accessible, and accountable to
domestic interested parties could go a long way to ensur-
ing that the relief that is promised under the law is deliv-

ered.

V. Conclusion

The U.S. steel industry is facing the worst import crisis it
has seen in more than a decade. In the aftermath of the
Great Recession, steelmakers in other countries, backed
by aggressive government support, continued to add pro-

duction capacity as demand stagnated.

Global excess steel capacity is now over half a billion met-
ric tons, more than twice the level in the last crisis of a
decade ago. Much of the excess capacity is concentrated
in China, South Korea, and India. Further capacity addi-
tions are planned overseas, which will far outstrip pro-

jected growth in demand.

The open and large U.S. market has been the prime tar-
get for the resulting massive excess supply, and, since
2011, U.S. steel imports have surged, leading to reduced

U.S. output and declining import prices.

The diversion of dumped and subsidized steel product
from China and Korea is fueling the increased imports
of unfairly traded products from other countries. China
and Korea accounted for more than three-fourths (77.9
percent) of the growth in global steel exports between
2003 and 2012. Imports of Chinese steel by Korea and
Japan surged between 2009 and 2012. Korea and Japan,
in turn, are themselves major exporters to the United

States.

The import surge has depressed domestic steel produc-
tion and revenues, leading to sharp declines in net
income in the U.S. steel industry over the past two years,
with $1.2 billion in net losses in 2013 alone.

Workers in the
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more than half a million U.S. jobs, across every state of
the nation. These jobs are at risk if the U.S. does not fully

and effectively enforce its trade remedy laws.

Trade remedies have been critical to the survival of the
steel industry and the more than half-million workers
who depend on that industry, particularly when the
industry is faced with the kind of crisis that threatens it
today. Policymakers should ensure that trade remedies are
effectively enforced, that enforcement discretion is exer-
cised consistent with the remedial goals of the statute,
and that the remedies do in fact fully redress the unfair
trade practices distorting the U.S. market. Policymakers
should therefore review areas in which changes in prac-
tice, methodologies, regulations, and the law may be
needed to ensure that the steel industry and its workers

can continue to rely on these vital tools.
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Endnotes

1.

Seamless OCTG is made from steel billets. Welded OCTG
is made from steel sheet (USITC 2013a, 9).

. The U.S. gas drilling rig count reached a peak in June 2008,

the highest level since record keeping began in 1987
(Calgary Herald 2008).

. Shipments as reported by the AISI are expressed in net tons.

International data (covered elsewhere in this report) are
generally reported using millions of metric tons. Net tons
can be converted to metric tons by multiplying the net

amount by .9071848 (AISI 2014a, 2).

. The number of petitions is based on authors’ calculations

from historical case records. Each petition on a particular
product and country is counted as one petition. An
antidumping and countervailing duty petition on the same
product and country are counted as two petitions, and
petitions on the same product from two countries are

counted as two petitions, consistent with agency practice.

. This sector is formally titled “Iron and steel mills and

ferroalloy manufacturing,” and is BLS industry 50.

6. Jobs at risk were estimated assuming current year (2012)

production technology. The model was estimated with real

industrial output estimates from the BLS-EP (2014c).

7. A real, domestic employment requirements matrix for 2012

is used for this analysis, to reflect current production
technology. Domestic employment requirement tables are
used to remove the effects of imports. (BLS-EP 2014b)

. The indirect import assessment did include an adjustment

for the steel content of auto parts used in the production of
imported motor vehicles. The auto parts industry is one of

the top 10 users of basic steel products.

. For example, auto assembly (NAICS 3361) is a relatively

small, direct consumer of steel products. However, it is
heavily reliant on the products of motor vehicle body
manufacturing (NAICS 3362) and motor vehicle parts
manufacturing (NAICS 3363), which are heavy consumers

of steel products.

10. While minimills have lower fixed costs and are thus more
flexible than integrated mills, the global steel industry is still

dominated by integrated mills.

11. Antidumping duties are in place in the United States on
hot-rolled carbon steel from China, Taiwan, and the
Ukraine. Antidumping and countervailing duties on
hot-rolled carbon steel are also in force against India,
Indonesia, and Thailand (USITC 2014a). Antidumping
duties were in place against Russia but were suspended upon

review in 2011.

12. Carbon steel plate from China, which is used in the
manufacture of some oil country tubular goods and other

downstream steel products, has been subject to antidumping
duties since October 1997 (USITC 2014a).

13. EPI analysis of data in World Steel Association (2013b,
Tables 27 and 28).
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