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ABSTRACT

The purpose of this thesis is to analyze the impacts of
several proposed policies dealing with the high level of
foreign steel mill product imports to the U.S. and to recom-
mend a "preferred" plan of action regarding the United States
steel industry, foreign steel exporters to the U.S., and
the U.S. domestic steel consumer. The trend of high levels
of foreign steel imports to the U.S. has created domestic
market and employment dislocations that are important to
the economic health of the U.S. In order to deal with these
issues, the U.S. government must develop an effective
policy to insure the continued viability of the U.S. steel

industry.

Three policies, two commercial (international) and one
set of internal policies, will be analyzed. The method of
analysis of the two commercial policies, the trigger price
mechanism, and the voluntary restraint agreement is iden-
tical. The major parameters defining and influencing the
policies are stated, explained, and then projected to 1985.
The future of the policy is determined by the sum of the
effects of the parameter projections. With the future of
the policy forecasted, the effect of the policy on the
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U.S. steel industry, Japanese steel exports to the U.S., and
the welfare of the U.S. consumer can be determined. Accurate
forecasting of the parameters governing the various proposals
is necessary for actual implementation. The forecasting meth-
ods utilized in this report are ment to yield reasonable
values for the purpose of calculation of future values of

the proposed policy.

The internal methods to be considered will be the sum of
several proposals designed.to aid the industry in capital for-
mation and increased efficiency. These internal methods in-
clude; tax modifications, Environmental Protection Agency
regulation modifications, changes in U.S. steel industry

management, and changes in U.S. steel industry output mix.

In addition to the analytical methods mentioned previously,
the political and social impact of the implementation of any
suggested plan of action will be considered. Often the non-

écpnomic constraints determine the acceptability of a program.

The U.S. steel industry will definitely need the aid of
the U.S. government in order to remain competitive in the U.S.
domestic market. The trigger price mechanism will likely be
disgarded by 1981 at the latest due to the strengthening
dollar/yen situation and rising U.S. steel industry input

iv
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costs. The voluntary restraint agreement is a more workable
solution because the quantitative restriction on imports
enables the U.S. steel industry to make expansion and market-
ing decisions more accurately. The voluntary restraint agree-
ment, however, raises questions of protectionism and restraint
of free trade. The best long-run solution to the problem of
steel exports to the U.S. is the negotiation of a multi-
lateral import/export program involving all steel producing
nations. The establishment of a multilateral steel program
would stabilize world prices, reduce dumping, and minimize

harm to domestic steel industries.

The intervention of the U.S. government in the domestic
and international steel market under a voluntary restraint
agreement, or a multilateral import/export program, creates
an obligation on the part of the U.S. steel industry. Since
the U.S. steel industry would derive a market advantage from
the negotiation of an international quantitative agreement,
the industry would be required to re-invest the excess profits
above the all manufacturing average in plant and management
modernization. In this manner, the U.S. domestic steel con-
sumer would eventually reap the benefits of lower steel

prices through modernization.



T-2041

TABLE OF CONTENTS

Page
Abstract ----------------sem— e e iii
List of Tables -====-——=---—-c——m———— e m—— e 1x
List of Figures -=======—cm-eeemme e -X1l
Acknowledgements =——=——=——==m———me——m————— oo -X1v
Chapter 1. Introduction --=-==-=--=--—-—r——m—————————o- 1
Chapter 2. Historical Background Of JSI and USSI -
Industrial Growth and International Trade ------- 7
Japan ————-—m———ms e e e s e e s s —e— e 10
United States —=——-=——==————cmmmmmme— 20

Chapter 3. Description of Policies and Parameters - 28

Trigger Price Mechanism --=-——=——===——-——c—c=--- 29
The JSI Cost of production ------——-—-=-=——- 33
Yen/Dollar Exchange Rate ---=-=-—==—=—-———==- 33
JSI Export Price to U.S. -—-—==——==c-—-——-—- 34
USSI Cost of Production ----===—===—-—=-- 34
Profitability of the USSI ---=-—=-==--——=-- 35
Total U.S. Imported Steel Level ---—-——---- 36

Voluntary Restraint Agreement -—--—==——-—==-=—=-- 36
Methodology For Calculating VRA Steel
Mill Product Import Levels —-—-=—-——=——==——-- 40
USSI Raw Steel Capacity =------=--————---- 42
USSI Yield ====---rmrmmmrer e 44
U.S. Domestic Demand ==-==——====c————ee—-- 44
JSI Total Import Level to the U.S.

(Percent) ===——rcecmmr e = 45
JSI Export Product Mix to the U.S.
(Percent) -—=-=——=—cec——emmmre e 45

Internal Policies ===-=—=—===—=—==-- e ———— 45
Tax Modifications -—===--=-=—-—cemmccemm e 46
Environmental Regulation Modifications -- 48
Modifications in Management =======——e--- 49
Changes in Output Mix in the USSI ----=--- 50

vi



T-2041

Table of Contents continued

Page

Chapter 4. Parameter Projections and Policy Future --- 51
Trigger Price Mechanism ----=---==-cccecmcccccc— 52
The JSI Cost of Production --=----=----------- 54

The Yen/Dollar Exchange Rate -=---===-=—-==--- 54

USSI Input Cost of Production ------==-==—---- 57

JSI Export Price to the U.S., —-—=—===—=—=—- ———= 57
Profitability of the USSI -==-=-==-===--——weew- 59
Total U.S. Steel Mill Product Imports —------ 59
Trigger Price Mechanism Future =----—=—===--- 70
Voluntary Restraint Agreement —-—-------——--c———e——-- 72
USSI Raw Steel Capacity —-==-—--—=-=—===-—-c—-—c—-——--- 73

USSI Yield -=--=——=—-——semrmmmm e 74

U.S. Domestic Demand —--—-==-—====-=-——ccccc--- 74

JSI Total Export Level to U.S. (Percent) --- 74

JSI Export Product Mix to U.S. (Percent) --- 75
Voluntary Restraint Agreement Future ------- 75
Internal Policies —-—-=—=—=—=————-mmmmmmmmm e 84
Tax Modifications ==-——=--—=cccccccrmm—cee e 89
Environmental Regulation Modifications —----- 93
Modifications in Management ----==-=—=———---- 94
Changes in output mix ------------=-—-c—v-—- 95
Chapter 5. Policy Analysis —-———=——==————cec——ce—mee————— 96
Trigger Price Mechanism ==-—===—-——ccmcccecmee———— 96
No International Trade (isolation) -----—---- 98
International Trade --—-—-——=—==——=————c————e——-- 98

TPM Implementaed --—-----—--——-—-—--e——e———————- 99
Gains and Losses from the TPM ----——---——=———- 100
Revenue Effect ---------—------cr-—- 100
Redistribution Effect ----=--=-=-cc—--- 100

Protective Effect --------=---vmccee-—- 101
Consumption Effect =-=-==-=—=———=—cc=cw-- 101

Trade Effect ---——=-———-—cmmmmmce e 101

Deadweight Loss -=======——————cmcce- 102

TPM Analysis —====-=cceremm e 102
Voluntary Restraint Agreement =-------=—-——=-e—-——--- 110
- No International Trade ----—-————==————c—c———o 110
International Trade =--=====———cm—eereee—— Z--112

VRA Implemented -————————————mem—cecem—m e 112
Gains and Losses from the VRA =-====——ee—ew-- 112

VRA Analysis ==—===-emerem e e 113
Chapter 6. Conclusions and Recommendations ----------- 114
Trigger Price Mechanism --—-==-===c——cccccr—ceaa——— 115
Voluntary Restraint Agreement -----—---——————c-—e-- 118

vii



T-2041

Table of Contents continued

Page
Internal Policies--==-==—mmecmmmmmmmm e 122
Appendix A --------m-m——s e e e — e 126
Appendix B —=—==---mss s e e e e — e — e 160
Appendix C =========--mm e e e o — oo —— - 164
List of References -----~-=-=-----—----m——————o 181
Bibliography =---=====-===---seee e — e — e — 186

viii



T-2041

LIST OF TABLES

Page.
Table 2- 1. U.S. Steel Mill Product Imports =--—-—====—==- 11
2- 2. Percent of Total Steel Mill Product Imports
to United States -----------"--—--—-—- 12
2- 3. Raw Steel Production -==--=-===--=-—eo——o——o-- 14
4- 1. Trigger Price Mechanism Summary —-------- 60-61
4- 2. Import Level Sample Calculation —-—-—-—===———- 85

4- 3. United States Projections, Finished Steel - 86

4- 4, Japan Exports to U.S. Projections,

Finished Steel -----------------c—- 87
4- 5. USSI Capital Expenditufe Projections

1978-1985 -=——=—reecmmm e 88
5- 1. Steel Mill Product Exports to U.S.

(Net Tons) (1977) --------------om—commmm 103
5- 2. Steel Mill Product Exports to U.S.

(Net Tons) (1978) --------—-—-—m—-omo 104
5- 3. Japanese Steel Mill Product Exports to U.S.

(Net Tons) (1977) ======------—-—o——ooom——- 105
5- 4. Japanese Steel Mill Product Exports to U.S.

(Net Tons) (1978)-------—-—-————mo 106
5- 5. Japanese Steel Mill Product Export Mix to

U.S. (Percent) (1977) -==——————mmmmmmmmem e 107
5- 6. Japanese Steel Mill Product Export Mix to

U.S. (Percent) (1978) ---==-—-m———meoceea——— 108
A- 1. U.S. and World Raw Steel Production ------- 129
A- 2. Steel Mill Products ----=----=—-c————mcee—-- 130

A- 3. Unit Costs For Inputs: U.S. and Japan -131-132

A- 4. Unit Purchases of Inputs: U.S. and
Japan === =s s e e e 133-134

ix



T-2041

List of Tables Continues

Table A- 5.

A_ 8.
A-10.
A-11.

A-12.

A-13.

A-14.

A-15.
A-16.
A-17.
A-18.

A-19.
A-20.

A-21.

A-22.
A-23.

A-24.

Page
Price of Inputs: U.S. and Japan -------- 135-136
JSI Cost of Production Per Net Ton =---------137
Yen/Dollar Exchange Rate (quarterly) ------- 138
Yen/Dollar Exchange Rate (monthly) --=--=-—-—- 139
Composite Carbon Steel Price =---——~-—-=——=--—- 140

USSI Input Cost of Production Per Net Ton --141

Profit As A Percent of Stockholders'

Equity (after tax) -------=--------—ee—eo——- 142
Capacity Utilization Rate =——=—=——=——o—meea- 143
Total U.S. Imported Steel Mill Product .
Level —--==——=——---m—— e —m e 144
1968 and 1972 Import Levels —-—-=-=—-—=—-———c—- 145
Japanese Steel Mill Product Exports to U.S.
(Net Tons) =--—=-—=----——oeo e e ——— e 146
Japanese Steel Mill Product Exports to U.S.
(Percent) ------=---—---eomce e 147
Total Steel Mill Product Imports to U.S.

(Net Tons) --=--—--=——--—cccmmmcmmm e 148
Total Steel Mill Product Imports to U.S.
(Percent) --------------—emme e — e 149
U.S. Steel Mill Shipments (Net Tons) ------- 150
U.S. Steel Mill Shipments (Percent) —-—------- 151

Steel Mill Product Imports to U.S. (Net
Tons) and Imports Relative to VRA Ceiling --152

U.S. Steel Industry (Net Tons) —-—-—==—=—===--- 153
U.S. Steel Industry (Yield) --=--=-—--==----——- 154
United States (Steel Supply) ----=—===-=—-—-- 155



T-2041

List of Tables continued

Table A-25.

A-26.

A-27.

A-28.

Page
Japanese Steel Mill Product Exports to U.S.
(Percent of Total Exports to U.S.) ( 3 vYear
Moving Average) ——-=-m——=m—m-—————-———————ae 156
Japanese Steel Mill Product Exports to U.S.
(Percent) (3 Year Moving Average) =—————-—---- 157
USSI Capital Expenditure Projections —------- 158
USSI Capital Expenditures ==—-=-—=———mcc——e—-- 159

xi



T-2041

Figure 2- 1.

2- 2.
3- 1.
4- 1.
4- 2.
4_ 3.
4- 4.
4_ 5.
4- 6.
4- 70
4- 8.
4- 9.
4-10.
4-11.
4-12.
4-13.
4-14.
4-15.

" LIST OF FIGURES

Page
Raw Steel Output =—-—-—=-—==-eeeccecm e 8
U.S. Steel Mill Product Import and
Export Levels ==—===e-memmm e 9
Import Level Calculation Method --==-===-- 43

JSI Input Cost of Production Per Net Ton - 62
Yen/Dollar Exchange Rate ==-=—==—===-=——c—-- 63
USSI Input Cost of Production Per Net Ton 64

JSI and USSI Input Cost of Production
Per Net Ton ~-——=—-—-—-—=——-———-—=——————-——- 65

United States Domestic Steel Market
Summary =-—-=-=-------——— e e e — e 66

United States Domestic Steel Market

Profits as a Percent of Equity After Tax - 68

Total United States Steel Mill Product

Imports ——-——=—--=--r e m e ——— e 69
USSI Raw Steel Capacity =-—=--—==~———v———we=- 76
USSI Yield, 3 Year Moving Average ==—-——-—-- 77
U.S. Domestic Steel Mill Product Supply -- 78

JSI Percent of Total Steel Steel Shipments
To U.S., 3 Year Moving Average =———==———-—=- 79

JSI Carbon Steel Exports to U.S., 3 Year
Moving Average --—-----—=——-=——-—-—————————— 80

JSI Alloy Steel Exports to U.S., 3 Year
Moving Average —-—-——-—==--s-s—seeecocoooooo 81

JSI Stainless Steel Exports to U.S., 3
Year Moving Average —-——--—-——=-—=—-—--—--——— 82

xii



T-2041

List of Tables continued

Figure 4-16.

4-17.
5- 1.
5- 2.
A- 1.
A- 2.

USSI Total Capital Expenditures -—----———=—---
USSI Environmental Expenditures —------------
Trigger Price Mechanism Supply Demand
Analysis, United States Domestic Steel
Market -—==—-———rcmm e
Voluntary Restraint Agreement Supply

Demand Analysis, United States Domestic
Steel Market -=---—-—=--—cmmmrmr e

Steel Mill Products Used For Import
Calculations —==-——=—==——-——e———mco— e

Iron and Steel Products Not Used For
Import Calculations -------—-==-—-=—--—-———————-

xiii



T-2041

assistance and encouragement of many people. The following

list contains the major contributors to my work.

ACKNOWLEDGEMENTS

My thesis would not have been possible without the

Family

Laura De Giacomo (Mother)
Frank De Giacomo (Father)
Frank G. De Giacomo (Brother)
Dianne De Giacomo (Sister)
Naomi De Giacomo (Stepmother)

Thesis Committee

Prof. John A. Cordes (Advisor)

Prof. Oded Rudawsky (Committee Member)
Prof. William M. Mueller (Committee Member)
Ronald W. Cattany (Committee Member)

American Iron and Steel Institute

Michelle Fulco
Betty Thompson
Stewart Fletcher

Department of the Treasury

Bill Ward
Mr. Gustafson

John Nolan (Office of Special Programs)
Lynn Holec (Office of Special Programs)

xXiv



T-2041

Colorado Fuel & Iron

Tom McGrann
Dick Covey
D.R. Luster

U.S. Federal Trade Commission

Peter Duke

International Iron and Steel Institute

D.F. Anderson
Mrs. Villard

Middle Tennessee State University

Prof. Kiyoshi Kawahito
Prof. Hans Mueller

Paine, Weber, Mitchell, and Hutchins, Inc.

Peter F. Marcus

Japan Steel Information Center

Charles Butler

American Institute for Imported Steel

David E. Levy

XV



T-2041

Mineral Economics Department, Colorado School of Mines

Peggy Ballard (Secretary)
Prof. Franklin J. Stermole
Prof. Hunter S. Swanson

Additional Individuals

Prof. William D. Copeland (Dean of Graduate School,
Colorado School of Mines)

Ann Crosson (Veterans Affairs Counselor, Colorado
School of Mines) ‘
Lawrence E. Welborn (Senior Engineer, Dames & Moore,
Consultants in the Environmental and Applied

Earth Sciences)

xvi



T-2041 1

CHAPTER 1. INTRODUCTION

By the mid-1960's, the United States steel industry
(USSI) realized that imports of steel mill products were
capturing a progressively larger share of the U.S. domestic
steel market and that USSI export levels were stagnant. 1In
fact, as shown in Table A-1, the USSI's dominant position in
world steel output had been eroding since 1945. As the war
ravaged economies of Western Europe and Japan recovered from
WWII and continued to strengthen into the l960's,,their
steel industries became increasingly price competitive with
the USSI. Table A-2 indicates the rapid growth of foreign
steel imports into the U.S. since 1961. Japan's emergence
as the dominant foreign source of imported steel mill pro-

ducts by 1965 is illustrated in Table 2-1, page 1l.

There were several reasons for significant increases of
steel mill product imports to the U.S. First, Western, Euro-
pean and Japanese steel industries were considered vital
parts of domestic recovery programs and were assisted in
their revitalization efforts by sympathetic governmental
policies. Secondly, the adoption of the most efficient and
modern steel producing technologies were not impeded by a

backlog of obsolete plants and recalcitrant labor unions.
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Finally, and of great importance, they enjoyed virtually open
access to the American steel market, which was largely free
of trade restrictions. This was further supported by the
American desire to promote economic recovery in Western Eur-

ope and Japan.

At the same time, the USSI was already a mature industry.
Harnessed by old, often outdated physical plants, costly up-
keep, and high labor costs, it increasingly was unable to
compete in domestic or international markets. Faced with an
eroding domestic and a collapsed international market, the
USSI attempted to protect at least its domestic market through
the lobbying efforts of the American Iron and Steel Institute

(AISI).

Since the USSI is vitally linked to every producing
industry in the U.S., an increase in the price of steel has
a pronounced ripple effect. Of course, the size of the
effect depends upon the amount and type of steel used in the
industrial process of end product. Due to the central impor-
tance of steel in the economy of the U.S., it is of paramount
importance that the U.S. does not become overly dependent

on foreign sources to satisfy domestic steel demand. Therefore,
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the revitalization of the USSI is necessary to insure

a secure domestic economy.

This thesis will evaluate proposed policies aimed at
controlling the high level of Japanese steel industry (JSI)
steel mill product exports to the U.S. Steel mill products,
also known as finished steel products, include 32 items as
defined by the AISI. Figure A-1l contains a list of steel
mill products recognized by the AISI for use in import level
calculations. Figure A-2 lists other steel and iron pro-

ducts not included in import level calculations.

Two commercial policies and one internal policy con-
sisting of several proposals will be evaluated for their
domestic and international impacts. The first commercial
policy to be considered will be the trigger price mechanism
(TPM) currently in force. The second will be a voluntary
restraint agreement (VRA). The internal policy will consist
of U.S. tax modifications, Environmental Protection Agency
(EPA) regulation modifications, U.S. steel company management
changes, and modifications in steel company output mix. The
case of restriction-free international trade will not be
considered since its likelihood in the foreseeable future is

extremely remote.
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A brief history of the JSI and USSI from WWII to the
present will be presented in Chapter 2. This history is
necessary for the full understanding of the JSI presence in
the U.S. and its effect on the USSI. 1In particular, the
major factors influencing the development and current status

of the JSI and USSI will be discussed.

In Chapter 3, each policy alternative will be described
in detail with respect to its content and purposes. The
major factors affecting the policy under consideration will
be listed and their relevancy discussed. Although the se-
lection of parameters that have a dominant effect on the
policy is somewhat subjective, the primary economic compo-

nents of the policy will be defined by the parameters.

The projection of the parameters relevant to the policy
alternatives in 1985 will be accomplished in Chapter 4. Due
to the economic and noneconomic influences on the param-
eters, non-qualifiable factors dominate their future magni-
tudes. The future values of the parameters will be deter-
mined by stating the most important assumptions concerning
the projections, an inspection of historical data, and the

consideration of relevant economic trends. The sum of the
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effects of the projected parameters will be used to deter-
mine the future desirability of the commercial policies.
The internal policies will be analyzed for their ability to

generate needed capital and increased efficiency in the USSI.

Chapter 5 will analyze the alternative policies. The
major analytical evaluation system employed for the two
commercial policies will be the traditional supply-demand
approach. The policies will then be examined more empiri-
cally for their effect on the USSI, JSI exports to the U.S.,
and the U.S. domestic consumer. Additionally, a discussion
of the likely future 6f the commercial policies will be pre-
sented. The internal policies will be inspected in terms of
their contribution toward projected capital expenditure needs

of the USSI.

In the final chapter, conclusions concerning the USSI
and policy alternatives will be discussed. In reaching a
final recommendation for a national steel policy, political
and welfare distribution issues will be considered in addi-

tion to the economic factors already mentioned. Also, the

responsibilities of the USSI concerning the accumulation and
reinvestment of excess profits will be stated. The handling

of excess profits by the USSI is of paramount importance due
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to the potential for the abuse of unfair profits derived from

the protected position of the industry.

All tables and figures in the text of the thesis will
be inserted in the page following the reference and labeled
with the chapter number followed by the number of the table.
For example, Table 2-1 refers to Table 1 of Chapter 2. 1In
Chapter 4, the figures illustrating the forecasted parameters
are grouped at the end of each policy discussion. The tables
and figures not occurring in the text of the thesis are indi-
cated by an alpha-numeric designation. For example, Table

A-1 refers to Table 1 in Appendix A.
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CHAPTER 2. HISTORICAL BACKGROUND OF JSI AND USSI-
INDUSTRIAL GROWTH AND INTERNATIONAL TRADE

Since the end of WWII, the USSI has been in a steadily
eroding position with respect to its share of both interna-
tional and domestic markets. In 1945, the U.S. produced
62.7% of the world's output of raw steel. By 1978, this
figure had dropped to 17.5% (The international decline of
the USSI is illustrated by Figure 2-1.) While the USSI
declined internationally, foreign steel producers were in-
creasing exports to the U.S. 1In 1945, the U.S. imported
54,000 net tons of steel mill products. By 1978, this
figure had swelled to 21,134,582 net tons. At the same time,
USSI exports of steel mill products declined to 2,421,688
net tons in 1978, from a level of 4,354,000 tons in 1945.
Figure 2.2 illustrates the large import/export gap that has

developed in the domestic U.S. steel mill product market.

Although over fifty nations export steel to the U.S.,
the vast majority of American steel imports comes from
Europe and Japan. Unquestionably, Japan emerged as the most
important steel exporting country to the U.S. in 1963, when
its export share climbed to over one-third of all U.S. steel

imports. The Japanese climb in steel mill product export
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tonnages and percent of the total steel mill product export

levels to the U.S. is ghown in Tables 2-1 and 2-2.

In order to better understand the current Japan-U.S.
export-import relationship, a brief comparative history of
the USSI and JSI since WWII is necessary. This will serve
to clarify the current U.S. and Japanese domestic and foreign
policies concerning steel imports and exports. In addition,
domestic government and industrial policieé of the U.S. and
Japan will be discussed with respect to their impact on the

U.S. domestic steel industry.

JAPAN

The roots of the current JSI export situation concern-
ing the U.S. lies in the development of the JSI since WWII.
A knowledge of the various economic incentives and govern-
ment policies that have resulted in Japan's export supremecy
in the field of steel are necessary to understand USSI com-
plaints and the policies to be considered. Only the indus-
trial and governmental pdlicies employed in Japan that had
and continue to have a dominant effect on the JSI will be

considered.



T-2041 11

Table 2-1.
U.S. Steel Mill Product Imports
(thousands of net tons)

Year Japan Europe*

1945
1946

1947

1948

1949 2 189
1950 18 868
1951 113 2,071
1952 181 919
1953 119 1,409
1954 24 734
1955 96 693
1956 48 1,200
1957 31 997
1958 250 1,359
1959 624 3,237
1960 596 2,402
1961 596 2,202

1962 1,072 2,450
1963 1,808 2,720
1964 2,446 3,064
1965 4,418 5,130
1966 4,851 4,805
1967 4,468 5,940
1968 7,294 8,735
1969 6,253 6,418
1970 5,935 5,671
1971 6,908 9,181
1972 6,440 8,457
1973 5,637 7,048
1974 6,159 7,024
1975 5,844 4,531
1976 7,984 3,740
1977 7,820 7,681
1978 6,487 8,308

* - Belgium, Luxembourg, West Germany, France, United Kingdom,
Sweden, Netherlands, Norway, Italy, Spain, Austria

Source: American Iron and Steel Institute Annual Statistical
Report, various issues
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Table 2-2.
Percent of Total Steel Mill Product Imports to United States

Total Japan Rest of
Year Japan Europe and Europe World

1945

1946

1947

1948

1949 0.9 86.3 87.2 12.8
1950 1.8 85.6 87.4 12.6
1951 5.0 91.4 96.4 3.6
1952 15.1 76.5 91.6 8.4
1953 7.0 82.7 89.7 10.3
1954 3.1 95.2 98.3 1.7
1955 9.9 71.2 81.1 8.9
1956 3.6 89.8 93.4 6.4
1957 2.7 86.3 89.0 11.0
1958 14.6 19.6 94.2 5.8
1959 14.2 73.6 87.8 12.2
1960 17.7 71.5 89.2 10.8
1961 18.8 69.6 88.4 11.6
1962 26.1 59.8 85.9 14.1
1963 33.2 49.9 83.1 16.9
1964 38.0 47.6 85.6 14.4
1965 42.6 49.4 92.0 8.0
1966 45.1 44.7 89.8 10.2
1967 39.0 51.9 90.9 9.1
1968 40.6 48.6 89.2 10.8
1969 44.6 45.7 90.3 9.7
1970  44.4 42.4 86.8 13.2
1971 37.7 50.2 87.9 12.1
1972 36.4 47.8 84.2 15.8
1973 37.2 46.5 83.7 16.3
1974 38.6 44.0 82.6 17.4
1975 48.7 37.7 86.4 13.6
1976 55.9 26.2 82.1 17.9
1977 40.5 39.8 80.3 19.7
1978 30.7 39.3 70.0 30.0

Source: Computed from American Iron and Steel Institute
Annual Statistical Report, various issues



T-2041 13

The rapid rise in raw steel production in Japan is
portrayed in Table 2-3. The boost in raw steel production
is directly attributable to a cohesive government/industry
relationship created and promoted after WWII. Although it
is commonly believed that the JSI physical plant was vir-
tually destroyed during WWII, this was not the case. Imme-
diately after WWII, the controlling factor in raw steel
production in Japan was the availability of raw materials
and fuel, not the level of destruction of the physical
plant.l This fact enabled the Japanese government to con-
centrate on allocation of resources rather than the task
of rebuilding the JSI's physical plant in the initial stages

of recovery.

By 1947, the Economic Stabilization Board (ESB) and the
Reconstruction Finance Bank (RFB) had been established in
Japan. The ESB established a preferential resource alloca-
tion policy to speed up the recovery of select industries,
the iron and steel industries being so designated. Under
the allocation policy, the iron and steel industry received
priority treatment on domestic production and imports of oil
and coal. The RFB gave the iron and steel industry high
priority in obtaining much needed capital for modernization

and expansiOn.2 These two early programs demonstrated the
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Table 2-3.
Raw Steel Production

(thousands of net tons)

Year Japan
1945 2,302
1946 622
1947 1,032
1948 1,891
1949 3,430
1950 5,343
1951 7,168
1952 7,706
1953 8,457
1954 8,533
1955 10,370
1956 12,242
1957 13,856
1958 13,360
1959 18,331
1960 24,403
1961 31,160
1962 30,364
1963 34,724
1964 43,870
1965 45,372
1966 52,672
1967 68,512
1968 73,736
1969 90,547
1970 102,869
1971 97,620
1972 106,814

1973 131,530
1974 129,114
1975 112,781
1976 118,370
1977 112,878
1978 112,550

Source: American Iron and Steel Institute Annual Statistical
Report, wvarious issues
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Japanese government's early identification of the iron and
steel industry as being critical to the future welfare of

the economy.

The will of the Japanese government is imposed on
industry by the Ministry of International Trade and Industry
(MITI), an organization unique to Japan. Established in
1949, MITI has developed a record of encouraging the crea-
tion of large semi-monopolistic firms through "administra-
tive guidance." Nippon Steel, the largest steel company in
the world, was created in 1970 when MITI encouraged the
merger of Yawata and Fuji Steel companies.3 There is no
comparable government agency in the U.S. which provides such

an overt government/industry link.

The decade between 1950-1960 proved to be critical in
establishing Japan as a superpower in the international
steel industry. The initial impetus for growth in the JSI
was the Korean War. Due to Japan's proximity to Korea,
United Nation and U.S. orders for steel products to support
the war effort flooded in during 1950 and 1951. This en-
abled Japan to build large dollar reserves; a major portion
of which were subsequently channeled toward re-equipping

Japanese industries. The First Modernization Program of
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the JSI (1951-1955) emphasized cost reductions and capa-
city increases through renovation and expansion of exist-
ing facilities. The majority of the expenditures were
disbursed by the six largest steel firms in Japan.4 This
perferential allocation of capital to the largest steel
firms reveals the Japanese government's attitude of maximum
use of economies of scale to produce the most efficient
steel industry possible. The Second Modernization Program
(1956-1960) differed from the First Modernization Program
in that the emphasis was shifted to expansion of production
by building new facilities. Japan was able to take advan-
tage of a new process, the basic oxygen furnace (BOF) that
was developed in Austria in 1953. The BOF 1is cheaper to
install and more productive than the open hearth process,
which was virtually universal in the steel industry prior to
the introduction of the BOF.5 The new BOF's and rolling
capacity additions were installed on coastal sites, thereby
minimizing transportation costs of imported raw materials.
In addition, vertical integration of the new sites enabled
further cost reductions in the areas of transportation of
unfinished and semi-finished products and coordination of
activities. The placement of new steel mills at coastal

sites minimized the disadvantage the JSI incurred by having

to import the majority of raw materials and fuel to produce
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steel. By 1960, the JSI had become competitive with other

producérs and exporters of steel in the world.

Additional policies and organizations that have aided
in the development of the JSI include the keiretsu, the
trading company, and banking policies (capital availability)
in Japan. The keiretsu is an association of businesses
centered around a bank which provides a source of capital.
In the iron and steel industry, the keiretsu association
usually involves large steel manufacturers and various fab-
ricators. However, it can also include companies from mining
to marketing.6 In this way, cooperation is encouraged
through succeeding steps in the production process, mini-

mizing the normal add-on costs of successive process steps.

On the international scale, trading companies serve as
the link between the keiretsu and the international market.
The trading company is usually involved in the areas of
partial equity ownership, management, technical assistance
and credit extension.7 The trading company also obtains many
of the imported raw materials utilized in the production of
steel. Although the international price for steelmaking raw

materials can be ascertained, the price the steel company
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pays for the raw materials is clouded by the internal
pricing and transfer arrangements of the trading company.

In this way, the JSI cost of production is obscured, and
difficult to determine. In times of high input costs, other
members of the keiretsu and trading company can bear part of

the increased costs.

One of the main concerns of any industry is the ability
to accumulate capital through loans or generation of profits.
Since there are few stockholders, the JSI does not have to
post dividends in order to attract capital by public invest-
ment. The lack of public investors enables the JSI to re-
invest the cash flow in modernization and expansion of
facilities.8 Even with this ability to reinvest virtually
all profits, the JSI relied on 17.3% equity and 82.7% debt
to support expansion, in 1974, while the USSI assumed a
76.8% equity and 23.2% debt burden to finance expansion.9
The higher debt carried by the JSI forces the steel mills
to be operated at maximum capacity. The high interest
charges on the debt are considered a fixed cost. In addi-
tion, the JSI has a practice of lifetime job guarantees for
employees, which is also considered a fixed cost. The JSI
is more efficient at high operating rates due to the high

fixed cost burden. Therefore, there is an incentive to
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operate at above the level which will cover variable costs
and make at least some contribution toward fixed costs even

if there is an overall loss when the product is sold.

The JSI is currently the most modern and efficient
producer of steel among major steel exporting countries.
The dominance of the JSI in the steel exporting area is the
result of the economic policies of the Japanese government
and industry since WWII. Today, however, Japan faces an
economic slowdown as increases in input costs have reduced
their comparative advantage in the production of iron and
steel as well as other goods. The floating exchange rates
have had the effect of increasing the value of the yen with
respect to the dollar, thereby causing Japanese exports to
cost more in the U.S.. In addition, the JSI has been handi-
capped by rigorous environmental legislation and lack of
land for expansion. Also, Western Europe and the United
States, Japan's main export markets, have adopted increas-
ingly protectionist views concerning their domestic steel
industries and markets. Thus, Japan has been forced to
enmphasize the development of the third world markets in
China, South America, and the Middle East as future markets
for their products. Although faced with increasingly

hostile government policies in countries importing JSI
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products, Japan has maintained an ultra-competitive position

in the international steel industry.

UNITED STATES

The history of the USSI since WWII is in sharp contrast
to the development of the JSI. The general structure of the
USSI since WWII has been fairly stable. The primary mode of
increasing raw steel capacity has been to expand existing
facilities (brownfield addition), rather than to add capa-
city by building a new steel mill (greenfield addition).
Capital expenditures since WWII have mainly been to recondi-
tion units, replace obsolete facilities, reduce costs, abate
pollution, and improve existing facilities rather than to
expand steelmaking capacity.lo From 1950 to 1976, USSI out-
put grew at an annual rate of 1.6%, while JSI output grew
at an annual rate of 14%.ll Since 1945, there have been
only two integrated greenfield steel mills constructed in
the U.S.; the Fairless (Pennsylvania) plant of U.S. Steel
in 1953, and the Burns Harbor (Indiana) plant of Bethlehem
Steel in 1967. The brownfield additions of the USSI have
been modern and up to JSI technology standards. They were,
however, tied to older, less efficient facilities of the

same steel mill, which diluted productivity gains.
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The question of JSI versus USSI labor productivity is
more a function of capital investment, economies of scale,
and capacity utilization than individual human effort. The
amount of man-hours of labor per metric ton of steel pro-
duced by Japan versus the U.S. is an indicator of the rela-
tive efficienqies of the physical plant as well as the level
of effort of the workers. In' the time period 1956 to 1976,
the JSI reduced the man-hours required to produce a metric
ton of steel from 60.66 to 9.46, while the USSI reduced the
man-hour requirement from 16.31 to 11.82. Tables A-3, A-4,
and A-5 are tabulations of input levels and costs involved

in the production of steel in the USSI and the JSI.

The area of greatest advantage for the JSI is in the
area of hourly wage rates. Currently, USSI worker hourly
wage rates are far above the all-manufacturing wage rate in
the U.S. This is the result of steel strikes and constantly
escalating wage and fringe benefit demands from the steel-

workers union.

Although labor costs are quite high in the USSI,
mergers and concentration of production, which would in-

crease productivity and efficiency, have not occurred to a
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great degree in the USSI. 1In 1946, the four largest steel
corporations in the U.S. accounted for 62.1% of steel pro-
duction; by 1977, this figure had dropped to 51.1%.12 since
1950, there have been 45 mergers involving steel companies,
6 were classified as horizontal; 12 as vertical; 17 as pro-
duct extension; and 10 as conglomerate.13 The USSI is
monitored closely by the U.S. government concerning mergers

and acquisitions that would violate anti-monopoly and re-

straint of trade legislation.

Since the price of steel affects the price of virtually
all products produced in the U.S. to a certain degree, the
U.S. government has exerted de facto price controls over the
UsSSsI. Mosﬁ products in the USSI are standardized products;
that is to say the quality, specifications and dimensions of
a certain product are the same throughout the USSI. This
led to the development of list prices for steel products.
The list price of an item is virtually identical from one
steel mill to the next. The list price system replaces
competition with conformity. The normal system of increas-
ing the list price of an item consists of one of the larger
steel companies announcing a price increase with the other
steel companies following suit in the very near future.

These price increases are normally decried as inflationary
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by the U.S. government. This government intervention in the
pricing practices of the USSI has had a negative effect on
the internal capital generation abilities and profitability

of the industry.

The long term health of an industry is determined by
its level of profitability. The rate of return on equity is
normally used to determine profitability. Since 1950, the
USSI has averaged 8.9%, while the all manufacturing average
was 11.5%. In the decade 1969 to 1978, the USSI averaged
8.1% return on equity while the all manufacturing average
was 12.4%.14 The growing gap hetween the profitability of
the USSI and the all manufacturing average is of critical
importance to the USSI. The potential investor will be wary
of investing in an industry exhibiting the low profitability
of the USSI. The opportunity cost of approximately 4% re-
turn on equity is a large figure to overcome when capital
is being sought through loans or private investment. Obvi-

ousiy, the low profitability of the USSI has caused the

industry great difficulties in attracting capital.

Added to the scarcity of investment capital is the
non-productivity expenditures for environmental regulations.

Since the mid-1960's, the expenditures for environmental



equipmenf in the USSI has steadily climbed until in 1978 it
accounted for approximately 20% of capital expenditures.15
In addition, compliance with Environmental Protection Agency
(EPA) regulations is somewhat nebulous due to incomplete
federal and state regulations and guidelines. The inability
to economically conform to environmental regulations has

contributed to the closure of marginal steel facilities in

the U.S.

It can easily be seen that tﬁe USSI fits into the clas-
sic mold of a declining industry; low profitability, declin-
ing domestic and international markets, inability to modern-
ize sufficiently to be internationally competitive, high
production costs, and inability to attract investment capital.
This situation of the USSI has been exploited by exporters
of steel products to the U.S. 1In 1959, U.S. imports of steel
exceeded exports for the first time. The gap has grown at

a steady rate since the early 1960's.

The first move to stem the flow of foreign steel imports
came in February 1966, when L.B. Worthington, chairman of
the AISI called for a tariff to prevent what was termed
16

unfair and unrestricted steel imports into the U.S.

In the summer of 1968, both the German and Japanese
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steelmakers proposed VRA's concerning steel export levels to
the U.S. in order to stop pending legislation in the U.S.
Congress. In 1969, the total import level was fixed at 14
million net tons. The quota was allocated in the following
manner; 41%-Japan, 41%-Europe, 18%-rest of world (ROW). The
total level was permitted to grow 5% annually. When the VRA
was renewed in 1972, no specific tonnage ceilings were spec-
ified, but the product mix of exports to the U.S. were defined
more closely.17 The total VRA program is examined more close-

ly in Chapter 3.

The steel shortage of 1973-74 pushed JSI export prices
up to $60/ton over U.S. aomestic prices. This premium had
to be paid by some U.S. consumers because the USSI was unable
to supply 100% of U.S. domestic needs.18 The steel shortage
enabled the JSI to gain a firmer hold in the U.S. market by
offering steel from foreign sources. In addition, the JSI
took the opportunity to secure long term contracts with U.S.

customers who were uncertain about obtaining steel domes-

tically.

The critical situation of the USSI appeared in the time
period 1975-77. As shown in Table A-2, USSI finished steel

shipments decreased drastically in 1975 and recovered slightly
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in 1976 and 1977. At the same time, imported steel captured
an ever increasing share of the U.S. domestic market. The
situation peaked in 1977 when large numbers of steelworkers
were laid off and several marginal steel plants were closed.
Faced witﬁ this situation, the USSI again requested help

from the U.S. government to stem the flow of foreign steel
imports. The USSI claimed foreign producers were dumping
steel mill products in the U.S.; that is, selling products

in the U.S. at less than the cost of production in the country
of origin. (The U.S. Statute covering dumping and illegal

pricing practices is compiled in Appendix B.)

In answer to the request for help from the USSI, the
U.S. government instituted the TPM in February, 1978. The
TPM provides for the calculation of the fair market value of
steel mill products. Selling at prices below the TPM in
the U.S. must be supported by evidence of lower cost of pro-
duction or an anti-dumping suit will be initiated by the U.S.

government. The full TPM program is described in Chapter 3.

The situation of the USSI as a declining industry does
not reduce its importance to the United States as a key
industry for economic health. In this respect, the U.S.

government is warranted to take action to protect the USSI,
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even at a cost to the U.S. consumer. The three policies to
be considered represent the programs that provide the most

balanced distribution of welfare to all parties concerned.
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CHAPTER 3. DESCRIPTION OF POLICIES AND PARAMETERS

By 1977, it was evident that the USSI was in serious
trouble concerning its ability to survive as a viable in-
dustry in the United States. The ever increasing share of
the U.S. domestic steel market being lost to foreign com-
petitors made U.S. government action necessary. The initial
governmental response in 1968 was the establishment of a
VRA which, in effect, was a quota. The VRA lasted until the
1973-74 steel boom. From 1975-1977 the U.S. domestic mar-
ket continued to become increasingly import oriented. This
chapter will describe the two commercial policies and the
internal methods to be considered for implementation. The
parameters affecting the program will be listed and dis-

cussed.

The current government policy regarding foreign steel
imports is the TPM. The TPM will be described concerning
its content, aim, and administration. The main parameters
influencing the creation, modifications, and updating of the

TPM will be stated and discussed.

The VRA's in force from 1968 to 1974 will be described

and examined for their effects on steel mill product exports
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to the U.S. Thé VRA proposed for possible implementation
will then be described and the calculations necessary for
determination of import levels will be presented. The par-
ameters involved in the creation and monitoring of the VRA

will be stated and discussed.

The internal policies to be considered in aiding capi-
tal formation in the USSI include tax modifications, EPA
regulation modifications, modification of management, and
changes in output mix. The components of proposed capital
outlays (capacity expansion, environmental control expendi-
tures, and operating expenses) will be defined with respect

to the projected growth rate of the USSI.

TRIGGER PRICE MECHANISM

In a highly publicized meeting with the leaders of the
USSI on October 13, 1977, President Carter stated that the
Nation's antidumping laws "have not been vigorously enforced,"
which he called a "derogation of duty" on the part of the
government.19 It was from this meeting that President
Carter charged the Treasury Department with the develop-

ment of an appropriate plan to deal with the USSI's charges

of dumping and unfair trade practices with regard to foreign
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steel imports in the U.S. On February 1, 1978, the TPM
was officially implemented, although compliance was not
required on most products until April 30, 1978. Some steel

items were granted a "grace period" until July 1978.

The basis of the TPM is the Trade Act of 1974, which
covers dumping and other unfair trade practices. (The
pertinent provisions of the Act are presented in Appendix
B.) An important feature of the TPM is the "fast track

20 Previously, dumping com-

antidumping investigations."
plaints took 1-2 years to determine.21 Under the TPM sys-
tem, if an exporter of steel to the U.S. was found to be

selling steel below the trigger price and at less than fair

value, an antidumping ruling could be made in 2-3 months.

The trigger prices were developed by the U.S. Treasury
Department by considering the cost of production of steel in
Japan, the "most efficient" industrialized steel producing
nation. The components of the cost of production are pre-
sented in Table A-3. The trigger prices are calculated
by adding to the constructed cost of production: ocean
freight (depending on destination), handling, interest (on
deferred payment), insurance, and "extras" involving spec-

ial metallurgical processes and sizing. The added charges



T-2041 31

will vary according to the area of the U.S. that the imports
are shipped to; East Coast, West Coast, Great Lakes, or

Gulf Coast. The initial TPM prices that were developed

were approximately 5% under domestic prices. The Treasury
Department issued trigger prices for 17 steel import classes
which covered 75% of import tonnages, but later expanded

the list to include all 32 classes of steel products.22

The TPM is recalculated each quarter to account for
changes in input costs, operating rates, and international
exchange rates., There were no adjustments to the TPM in
the first or second quarter of 1978 due to implementation
problems. In the third quarter of 1978, there was an aver-
age product price increase of 5.5%. In the fourth quarter,
the increa;e was 4.68%. The increase for the first quarter
1979 was 7.0%, which could have been as high as 10% if the
full effect of the yen/dollar appreciation had bheen taken

into account.23 The TPM levels for the second guarter,

. . . 4
with the exception of a few items that were reduced.z'

The third quarter TPM levels were reduced by an average of

1.4%.25
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It should be noted there is an inherent lag in the
computation of the TPM each quarter. The yen/dollar rate
used is an average of the previous two months, and is
therefore not strictly current. Moreover, the cost of
production data furnished by the JSI is historic data. 1In
addition, the TPM levels are published 6 weeks in advance
of the quarter they are to take effect in. All of these
factors decrease the effectiveness of the TPM by producing

a time lag from calculation to implementation of the TPM.

The steel imports to the U.S. are monitored by the
Customs Department. Upon reporting to the Treasury Depart-
ment of steel imports selling below trigger prices, the
Treasury Department will investigate the charge and deter-
mine if an antidumping suit should be filed against the

exporter.

The following parameters are the main factors determin-
ing the future course of the TPM. The first two factors;
the JSI cost of production and the yen/dollar exchange rate
are direct inputs to the TPM calculation. The JSI export
price to the U.S. and the total U.S. imported steel level
mirrors the accuracy and effectiveness of the TPM. The USSI

cost of production and the profitability of the USSI are
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U.S. domestic influencing factors and indicate the general

health of the USSI.

The JSI Cost of Production

Thé JSI cost of production is the foundation of the TPM
system. Any adjustments to the TPM are based on the changes
in the cost of production of steel in Japan. The costs of
production are recalculated each quarter, by the Office of
Special Programs, in order to derive the new TPM levels for
each steel product item. In this way, the TPM is updated to
take into account recent changes in input costs and capacity
utilization. Therefore, some items may have their TPM level

increased while at the same time others may decrease.

Yen/Dollar Exchange Rate

After the TPM was established in February 1978, the
dollar continued to decline in value with respect to the
yen. This decline is shown in Table A-8. When tﬁe quar-
terly revised TPM levels are calculated, the yen/dollar
exchange rate used to convert JSI costs expressed in yen to
dollars is the average of the previous two months' exchange
rates. The continued decline of the dollar in 1978 caused
the TPM to rise. As the dollar strengthened in 1979, the

TPM showed signs of a slight decrease. Therefore, the
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yen/dollar exchange rate is critical to the determination of

the TPM levels.

JSI Export Price in the U.S.

With the current high TPM levels, the JSI export price
for steel mill products is very close to the USSI domestic
price level. However, if the TPM is lowered due to in-
creases in the yen/dollar exchange rate, the JSI export
price will follow the decrease in the TPM. When the TPM is
5—8%.below the USSI domestic price, the JSI export price
will be low enough to compete for an increased share of

the U.S. domestic market.

USSI Cost of Production

Although the TPM is based on JSI cost of production,
the USSI cost of production is a factor in detemining the
TPM levels. Peter Ehrenhaft, deputy assistant secretary of
the Treasury, the senior man in the Office of Tariff Affairs,

states:

The particular level of the trigger prices based
on the Japanese cost of production . . . in part
evolves out of our discussions with American steel-
makers as to what they contend was their problem. When
they told us that this (price level) was a level at
which they could compete, we thought that this was a
very appropriate (level) and least disruptive to trade.
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(We thought it would be) the least inflationary and,
therefore, the most appropriate level at which to set
this monitoring device.

This implied collusion of the U.S. government and the
USSI reduces the objectivity of the TPM calculation which
allegedly was based solely on JSI cost of production. It
also validates the USSI cost of production as an important

input to the calculation of the TPM.

Profitability of the USSI

Due to the low return on investment measured by profit
as a percent of stockholder's equity (after tax), the USSI
has been unable to generate enough internal funds or attract
investment capital in order to modernize exisitng facilities
or add significant steelmaking capacity (brownfield or
greenfield). The January 1, 1979, TPM increase of 7%
coupled with a USSI price increase of only 3.2% strengthens
the USSI's ability to expand its domestic market share, and

27 If the TPM continues to rise at a

increase profitability.
greater rate than domestic prices, the USSI will be under-
selling foreign steel producers who export to the U.S.,

thereby recapturing lost domestic markets, generating more
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internal funds, creating higher profits, and attracting more

investment capital.

Total U.S. Imported Steel Level

The level of imported steel from all foreign sources is
the total measure of the success of failure of the TPM. The
U.S. government originally sought to hold steel mill product
imports to approximately 14% of national consumption by
implementing the TPM.28 The 18.1% import share of U.S.

domestic steel mill product consumption was made bearable by

the relatively high operating rate in the USSI.

Voluntary Restraint Agreement

Due to the marked rise in steel imports in the mid-
1960's, as shown in Table A-2, the USSI sought government
aid to combat the increasing import levels. 1In 1968, the
U.S. Congress was seriously discussing the possibility of
imposing a quota to stem the tide of steel imports. 1In the
summer of 1968, the Japanese and German steelmakers proposed
to voluntarily restrict their steel exports to the U.S.29
The correspondence creating the 1968 and 1972 VRA agreements

is complied in Appendix C. The import levels agreed to in

the 1968 and 1972 agreements are summarized in Table A-14.
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The 1968 VRA excluded the United Kingdom and Canada,
and created a total steel mill product import ceiling of
14 million net tons (41%-Japan, 41%-ECSC, 18%-ROW). The
import level was allowed to increase at a 5% annual rate for
1969, 1970, and 1971.°°% Tn the 1972 VRA, the United Kingdom
was included in the agreement with the ECSC, but Canada was
still excluded. In the second VRA, exports to the U.S. from

the major steel producing countries were monitored without

setting a firm ceiling.

There was a shift in the product mix in Japanese and
total steel mill product exports to the U.S. under the VRA's
toward the higher priced alloy steels. This trend is shown
in Tables A-15, A-16, A-17, and A-18. During the same per-
iod, U.S. steel mill shipments (domestic production) mix

changed little, as shown in Tables A-19 and A-20.

While adherence to the VRA levels was somewhat erratic,
the largest deviation occurred in 1971. Conformance to the
VRA's is compiled in Table A-21. President Nixon placed a
10% surcharge on imports on August 15, 1971, thereby effec-

tively terminating the VRA.31
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In order to consider the implementation of a VRA at
this time, certain modifications and improvements over the
original VRA's must be made. The changes enable the VRA
levels to be calculated accurately and impartially. In
speaking with Mr. D.F. Anderson of the International Iron
and Steel Institute, he mentioned that the VRA approach is
preferred by foreign steel exporters to the U.S. over the

TPM.32

Due to normal lead times in ordering and consideration
of relevant economic factors and trends, the demand for
steel mill products can be fairly accurately predicted for
6 months in the future. Capacity additions (greenfield or
brownfield) usually take several years of planning and work
with state and federal regulatory agencies before the added
capacity comes on line. Due to the long lead times involved,
it is possible to forecast USSI raw steel capacity accurately

for the near future.

The VRA import levels for carbon, alloy, and stainless
steel would be published annually. In addition, not more
than 30% of the annual total VRA level of carbon, alloy, or
stainless steel would be permitted to be imported to the

U.S. in any quarter, to prevent domestic market damage from
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import surges. The VRA levels would be a function of U.S.
domestic demand, steelmaking capacity in the USSI, and USSI
capacity utilization rate. The level of imports would
permit a minimum capacity utilization rate of 85% because
the break-even capacity utilization rate for the USSI is
approximately 80%.33 The import levels could be lower, but

not higher, than that set to achieve a USSI capacity utili-

zation rate of 85%.

Although over 50 countries export steel to the U.S., it
would be impractical to negotiate an import level agreement
with each one.34 Firm import levels would be negotiated
with Japan, the major steel exporting countries of the EEC
(Belgium, Luxembourg, Netherlands, France, West Germany,
United Kingdom, and Italy), and Canada. The remaining ex-
porting countries and new exporting countries to the U.S.
would be eligible for inclusion in the firm import level
negotiations if their steel export level to the U.S. exceeded

the lowest negotiated level of the previous four quarters.

The import levels would be published at the beginning
of the fourth quarter (1 October) for the upcoming year.

The distribution of the total VRA import quantity would be



T-2041 40

determined by the 3 year moving average level (percent) of
steel mill product exports to the U.S. of the exporting
country. In a similar manner, the carbon, alloy, and
stainless steel import levels could be determined within the

country's allocation.

Methodology for Calculating VRA Steel Mill Product Import
Levels

The following system of calculation is employed in
order to obtain the VRA import levels for each major country
exporting steel mill products to the U.S. (Japan will be
used as a representative country. However, similar calcula-
tions would be made for each major country exporting finished

steel to the U.S.).

Step 1 - Calculation of minimum level of USSI finished steel
production: the projected raw steel capacity (net
tons) for the upcoming year is multiplied by the
projected 3 year moving average of the yield to
give the theoretical maximum finished steel produc-
tion for the year. This is the maximum finished
steel output of the USSI if all facilities are
operating at 100% of capacity. This figure is then

multiplied by minimum capacity utilization rate of
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Step 2 -

Step 3 -

Step 4 -
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85% to produce the minimum total USSI finished

steel production for the year.

Calculation of total finished steel import level
(all country total): the minimum USSI finished
steel production level projection (Step 1) is
subtracted from the pfojected U.S. domestic demand
for the upcoming year to give the projected total

finished steel import level.

Calculation of import share for major exporting
countries to the U.S.: The projected total finished
steel import level (Step 2) is multiplied by the
3-year moving average projection of the JSI market
share in the U.S. domestic steel market (percent)

to give the total Japanese finished steel exports

to the U.S. This is the total (all product) level
of finished steel exports permitted to enter the

U.S. from Japan.

Calculation of JSI carbon steel export level to the
U.S.: total JSI finished steel export level to the
U.S. (Step 3) is multiplied by the 3 year moving

average projection of the percent of total JSI
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Step 5 -

Step 6 -
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exports that are carbon steel. This gives the JSI

carbon steel export to the U.S.

Calculation of JSI alloy steel export level to the
U.S.: same calculations as Step 4 using the 3-year
moving average of the percent of total JSI exports

to the U.S. that is alloy steel.

Calculation of JSI stainless steel export level to
the U.S.: same calculation as Step 4 using the
3-year moving average of the percent of total JSI

exports to the U.S. that are stainless steel.

This example calculation is summarized in Figure 3-1.

The following parameters are used to calculate the VRA

levels.

While VRA levels would be calculated for all major

exporting countries, only Japan will be considered for this

report.

USSI Raw

Steel Capacity

USSI raw steel capacity projection is the basis for the

calculation of the VRA import levels. The accurate determin-

ation of

the raw steel capacity in the United States is
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Figure 3-1.

Import Level Calculation Method

Projected USSI raw steel capacity
Projected USSI yield (3 year moving average)

Projected maximum USSI finished steel capacity
0.85 (Minimum capacity utilization rate)

> 1

Minimum USSI finished steel production

Projected U.S. domestic supply (demand)
Minimum USSI finished steel production

Projected total finished steel import level

Projected total finished steel import level
Projected total import share (percent) (3yr. m.a.)

Total Japanese finished steel exports to U.S.

Total Japanese finished steel exports to U.S.
Japanese carbon steel export level to U.S.
(percent of total Japanese exports to U.S.)
(3 yr. m.a.)

Japanese carbon steel export level to U.S.

Total Japanese finished steel exports to U.S.
Japanese alloy steel export level to U.S.
{percent of total Japanese exports to U.S.)
(3 yr. m.a.)

Japanese alloy steel export level to U.S.

Total Japanese finished steel exports to U.S.
Japanese stainless steel export level to U.S.
(percent of total Japanese exports to U.S.)
(3 yr. m.a.)

Japanese stainless steel export level to U.S.
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fundamental for the determination of appropriate VRA import levels.
The determination of the raw steel capacity of the USSI would

be accomplished by the AISI which annually produces a statis-
tical compilation of the USSI. The AISI statistics could be
checked by the U.S. Department of Commerce which compiles

similar statistics.

USSI Yield

In order to determine maximum domestic finished steel
output, the yield of the USSI must be computed. Yield is
defined as total quantity of finished steel produced divided
by total quantity of raw steel produced. This figure, when
multiplied by the amount of raw steel produced will give the
theoretical finished steel produdtion. The yield is some-
what sensitive to capacity utilization rates as demonstrated
by the higher yields achieved during the steel boom of
1973-74. 1In order to smooth fluctuations in the yield, a

3-year moving average is used for calculations.

U.S. Domestic Demand (Supply)

For purposes of this report, domestic demand will be
assumed to equal domestic supply (supply = domestic produc-

tion + foreign imports - domestic exports). The difference



T-2041 45

between demand and supply lies in the stockpiles accrued
during the year. Supply is the level of available steel.
Demand denotes the actual purchase, or consumption of the
steel. The stockpiles are assumed to be held at a rela-

tively stable level, thereby equating supply and demand.

JSI Total Export Level to the U.S. (Percent)

In order to smooth export surges and unusually high or
low total annual export levels to the U.S. from Japan, a
3-year moving average of JSI percent of total steel exports

(all countries) to the U.S. will be used.

JSI Export Product Mix (Percent) to U.S.

For JSI carbon, alloy, and stainless steel exports to
the U.S., a 3-year moving average of the percent of total

JSI shipments to the U.S. is used to smooth export surges.

Internal Policies

Although the immediate answer to the USSI predicament
is protection from foreign competition by the U.S. govern-
ment, only the revitalization of the industry can offer any
long term solutions. The USSI's low profitability and

inability to attract investment capital are the major
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contributors tq the current situation of the USSI. According
to Richard M. Smith, a vice-chairman of Bethlehem Steel

Corporation:

The biggest problem facing the American steel is
the gap between the amount of capital available to
modernize and expand and the costs of such projects.
And  the bottom line, no matter how one slices it, is
the need for increased profitability.S3°

In order to make reasonable capital requirement esti-
mates for the USSI, a specified growth rate must be stated.
The growth rate of the USSI will be determined and analyzed

for projections in Chapter 4.

The internal U.S. policies that will be analyzed for
their ability to increase the capital accumulation capability
of the USSI include tax modifications, modifications in EPA
regulations, changes in management, and changes in output mix.
If the policies under consideration are administered to
maximize benefit to the USSI, a,substantialvstrengthening of

the USSI would develop.

Tax Modifications

The tax modifications suggested by the USSI include

reduction of the guideline life for depreciation of new



T-2041 47

steel industry equipment, pollution expenditure write-offs,
and fixing the investment tax credit at 12%. The Revenue
Act of 1978 reduced the corporate income tax rate from 48%

36 Due to the recent nature of the decrease in

to 46%.
corporate income tax, a further reduction of the corporate
tax will not be considered. The reduction of the guideline
life for depreciation of new steel industry equipment from
18 to 15 years would enable the USSI to accrue capital

more quickly for reinvestment purposes. The 18 year life is
high when compared to other industrial machinery lives, due
to steel industry equipment being designed for longer life.
If the guideline life is reduced to 15 years, the industry
could depreciate its machinery and equipment in 12 years
under the asset depreciation range system (20% less than the

guideline life).37

If the USSI was permitted to take a 100% immediate tax
writeoff for pollution expenditures, instead of having to
wait until the eugipment is in place before the depreciation
can be started, a large saving would develop. Engineering
studies indicate it requires as much as three times as many
dollars to replace worn out equipment as has been allowed to

accumulate through depreciation.38
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The 7-10% (currently 10%) investment tax credit has
been available since 1962, except for short suspension and
repeal periods. The total investment credit amounts to
approximately 5% of USSI capital expenditures. The increase

to a 12% credit would result in increased capital investment.

Environmental Regulation Modification

The projected expenditure sharé for environmental
protection equipment is approximately 20% of all present and
future capital investment.39 The problem facing EPA regula-
tion modification suggestions is that compliance with the
regulations is sometimes nebulous. John P. Hilburn, Vice
President-Environmental Regulations, Florida Steel Corpora-

tion, states:

But compliance is a moving target - getting fur-
ther away all the time. Regulators get paid to regu-
late. It seems that if you haven't made changes or
invested any capital money lately, you're a prime
candidate for their concerns.

The ill-defined and incomplete nature of regulations due to
revisions, updating, and personnel turnover has caused

confusion concerning compliance in the USSI.
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Modifications in Management

The object of_effective management is to increase the
productivity of an industry. Productivity can be increased
by: 1) investing in more efficient capital assets, 2) de-
veloping a more effective labor force, and 3) more effec-
tive management of‘the prodﬁction process and the capital

funds that are available.41

The top level manager in the 1980's will most likely be

42 The special generalist would have

a "special generalist".
skills to integrate the input of several different types of
lower level managers in order to make the proper decisions.
This is divergent from the historical method of a manager in
a certain specialty making decisions unilaterally in many
fields. This would réquire the steel industry to insure a
more broad base of experience for future top level managers.
The experience required would not be only in the area of
engineering, but would include marketing, sales, purchasing,

and other related areas depending upon the structure of the

company.

In a similar move toward the special generalist theory,
team managing, also known as matrix managing, is being

employed by many progressive companies. Where one manager
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used to make decisions in several fields, these decisions
. 43

are now being made by management teams. The use of team

managing insures a variety of inputs concerning proposed

solutions to a problem or suggestions for improvements.

‘Changes in Output Mix in the USSI

For a steel mill to change its output mix (shifting to
different product lines) requires a massive capital outlay
with no certain guarantee of financial success. However,
there is some flexibility within product lines (sizing,
shaping, and treating). If a company does shift product
lines, sometimes it is the result of market erosion by im-
ports. In exceptional cases (e.g., the Alaskan pipeline)

a mill may shift to the production of a new product if the

market is guaranteed.
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CHAPTER 4, PARAMETER PROJECTIONS AND POLICY FUTURE

Once the variables describing the policy have been de-
fined, the. future of the policy can be determined by pro-
jecting the variables and determining the sum of their
influences on the policy under consideration. The accuracy
of the policy projection then becomes a question of the
accuracy of the parameter projections. 1In several instances,
assumptions concerning the projections must be made. The
assumptions will be stated in the explanation of the pro-
jection of each parameter. In many instances, the use of
historic data is valueless due to current economic situations,
increases in input costs, investment levels, supply and
demand considerations, and unforeseen political developments.
All of these factors induce enough error into most tradi-
tional projection techniques to make them questionable at
best. In view of this fact, the projection technique used
will be the examination of historical trends (when applica-
ble), and the consideration of.relevant economic and political

trends.

Once the projections of the parameters have been made,
the effect of the parameter projection on the future of the

policy will be discussed. The sum of the parameter effects
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will determine the future of the policy. The projection for
each parameter will be presented graphically and the pro-
jected values stated. The future of the policy will be
discussed with respect to its continued effectiveness con-

cerning the original objectives of the policy.

Trigger Price Mechanism

The central assumption concerning the projection of the
parameters of the TPM is that Japan will remain the most
efficient producer of steel among major steel exporting
countries. There have been suggestions that if the interna-
tional exchange rates and input costs shift to favor another
country, the calculation base for the TPM should be switched
to that country. Although this may become necessary in the
future, for the purpose of this thesis Japan will be assumed
to continue as the bhasis for the TPM calculations for the
life of the policy. In addition, it is assumed that Japan
will continue to pay for its raw material imports in dollars.
If payments were shifted to another currency, it would
affect the cost of steel production in Japan as denominated

in dollars.

Very recent crude oil price hikes by the 0il and

Petroleum Exporting Countries (OPEC) cartel has once again
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boosted the cost of energy significantly. The full impact
of the increase at this time cannot be accurately deter-
mined. The stated OPEC price ceiling is largely circum-
vented by OPEC countries wishing to increase prices above
the ceiling by adding surcharges to the price per barrel or
by diverting their crude o0il to the open spot (non-contract)
market where the o0il can command a price almost double the
stated OPEC ceiling. West Germany and Japan, both steel
exporters to the U.S., buy oil on the spot market, thereby
making it difficult to assess the impact of the OPEC oil

price hike.

The method of projecting JSI and USSI cost of produc-
tion, that is, averaging the 1968-1977 annual percentage
increases after eliminating the high and low values, was
used based on the inspection of historical data. The decade
used exhibited times of high demand (1973-1974), and low
demand (1975-1977). Although the U.S. inflation rate is now
higher than any time in the 1968-1977 time frame, it can be
assumed the inflation rate will fall with the normal busi-
ness cycle. The 1968-1977 decade also contains the sharp
energy cost increases of 1973-1974 which will likely be a

major consideration in the future. Therefore, the 1968-1977
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decade is the most likely model to approximate the behavior

of future JSI and USSI cost of production values.

The JSI Cost of Production

The sharp increase in the cost of energy after 1973 is
the major reason for the quickening rate of increase of JSI
cost of production. The rate of increase after 1975 exhibits
a slowing trend. The rate of incrgase used to project the
JSI cost of production was computed by taking the average of
the yearly increases or decreases in the JSI cost of pro-
duction from 1968 to 1977 after eliminating the high (1974)
and low (1968) values. This yielded an annual growth rate
of 7.96%. Projected and historical values of the JSI input

cost of production are presented in Figure 4-1 and Table A-6.

The Yen/Dollar Exchange Rate

There have been no major adjustments in the JSI cost of
production since the implementation of the TPM. The upward
adjustments in trigger price levels have been the result of
the depreciation of the dollar with respect to the yen. Due
to this fact, the yen/dollar exchange rate is a major var-

iable in determining the future of the TPM.
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The accurate forecasting of international exchange
rates 1s virtually impossible due to nonquantifiable fac-

tors. In an article in Financial World by Jerrold Mitchell

and Andre Sharon, the ability to forecast international

exchange rates is summarized:

. . as Jim Burtle of W.R. Grace, who is the dean of
foreign exchange forecasting in the United States,
points out, no single formula or combination of formu-
las can expect to capture the essence of the problem.
It is not for want of trying. The marketplace has
become inundated with formulas ranging from esoteric
and highly sophisticated mathematical models, which
are incorporated in expensive hard-dollar services, to
seat~of-the-pants approaches that border on irrespon-
sible charlatanism.

Aside from the later, there are essentially five
ways to forecast foreign exchange parities: 1) purchas-
ing power parity, 2) interest rate differentials, 3)
money supply growth (supposdely a leading indicator of
future inflation and hence of purchasing power), 4)
levels of exchange reserves and 5) any permutation of
the preceeding. The problem with these methods is that
they are based on the assumption that rational pressures
will prevail, so that fundamental forces will dictate
equilibrium. This is the way it ought to be, of course,
but it would be stupid to base corporate and investment
strategies solely on such premises, which may be totally
irrelevant in the short run. True professionals know
this: the most perceptive foreign exchange forecast I
have come across was in FIANANCIAL WORLD in December,
1976. A Swiss banker was being interviewed by the edi-
tor, who asked him for his views on the outlook for the
Swiss franc in 1977. The banker's reply (slightly para-
phrased): "It is overvalued by 50%. And it is going
higher."
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And what is the "essence of the problem" that
determines a currency's value? Supply and demand.
Hence the absurdity of a mechanistic approach, which
can be correct but irrelevant. Armchair theoreticians
may loath to admit it, but in this field, too, the
nose of a good trader is infinitely preferable to all
the formulas in the world.

Even with the inability to forecast the international
exchange rate accurately, there are indicators that the

dollar will strengthen in the near future.

The fact that the dollar has fallen in the past
does not foreordain that it will continue to fall.
"The markets have discounted as bad a scenario as I
can envisage," says Alan Greenspan, former chairman
of the Council of Economic Advisers. "What we are
seeing in the forward markets is an expectation for
exchange rates that is not reasonable. The U.S. will
do so much better than now expected by the markets
that the dollar will be a good deal stronger in a few
years than it is today.45

It is assumed the yen/dollar exchange rate will rise at
a rate of 10 yen per year until 1985, when the yen/dollar
exchange rate will be 275. Historical and projected values

for the yen/dollar exchange rate are presented in Figure 4-2.
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.USSI Input Cost of Production

The increase in the price of o0il in 1974 caused a sub-
sequent significant jump in the cost of steel production.
The rate of increase for the projection of the USSI cost of
production is derived in the same manner as the JSI input
cost of production increase rate. The annual rate of in-
crease thus computed for the USSI input cost of production
is 9.35%. Historical and projected data are presented in
Figure 4-3 and Table A-10. When compared graphically, the
ever widening gap between USSI and JSI input cost of produc-

tion is evident. This trend is illustrated in Figure 4-4.

JSI Export Price to the U.S.

The JSI export price to the U.S. will begin to deviate
from the USSI price level by the end of 1979 or 1980 by a
visible amount (over 3%). As the TPM is forced downward by
\the strengthening of third world steel markets for JSI steel
goods, the TPM will fall more than 5% below the USSI prices.
The ratio of the TPM level/JSI input cost of production for
1978 was 2.56. This ratio is assumed to prevail in the
future. The direct effect of the yen/dollar rate on the TPM

is approximately two-thirds to one. That is to say, a 1%

increase in the yen/dollar rate creates a 2/3% rise in the
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TPM.46 In addition, a 1% decrease in the 5-year moving

average of JSI capacity utilization, which is used to
compute the TPM, increases the TPM by approximately $l.33.47
The newly negotiated contracts for labor in the JSI reveal a
5% increase. The input cost for iron ore and fuel also
posted increases.48 The assumption is made that the sum of
the effects of the yen/dollér rate, the 5-year moving average
of the JSI capacity utilization rate will equal the full
effect of the yen/dollar exchange rate. Therefore, the formu-
la for computing the TPM is:

JSI Cost of Production x 2.56 x (l1.00-yen/dollar change)

example: for 1979
TPM = 192 x 2.56 x 0.977 = 481

The JSI export price will follow the TPM until the TPM is
over 5% below USSI.domestic prices, which are assumed to
grow at an annual rate of 9.35%. The JSI export price to
the U.S. will remain approximately 6% below USSI domestic
prices while the TPM continues to fall. This is demon-
strated in Figure 4-5. Figure 4-6 is a 1978-1985 magnifica-

tion of Figure 4-5.



T-2041 59

Profitability of the USSI

Profitability of the USSI is a function of capacity
utilization rate. A high capacity utilization rate (85%+)
will be supported through 1979. After 1979, the exchange
rate depreciation of the dollar and slower rising JSI cost
of production will cause the TPM to be lowered to the extent
of a greater than 5% divergence from U.S. domestic prices
which will make JSI products attractive to the U.S. customer.
The JSI share of the U.S., domestic steel market would then
stabilize and then start to grow. Historical and projected
values of the profitability of the USSI is presented in

Figure 4-7.

Total U.S. Steel Mill Product Imports

Total U.S. steel mill product imports will decrease in
1979 to 1982 to approximately 1l7-million net tons per year.
Thereafter, export levels of steel mill products to the U.S.
wili begin to climb slowly, reaching the 18.5-million net
tons per year level by 1985, due to the lowering of the TPM
levels. Historical and projected values for total U.S.

steel mill product imports are presented in Figure 4-8.

The sum of the parameters involved in the forecasting

of the TPM is presented in Table 4-1.
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Trigger Price Mechanism Future

Although the TPM was conceived as a short run measure,
leaders of the U.S. steel industry have begun to see the.
program as lasting several years.49 The TPM proves to be
very beneficial to the USSI when the yen/dollar exchange
rate is hovering around the 200 mark. The situation will
reverse itself when the dollar strengthens with respect to
the yen, driving the TPM downward, possibly below U.S.

domestic steel prices.

With the JSI input costs rising at a slower rate than
in the U.S., and the low yen/dollar exchange rate aiding in
input cost expenditures for the JSI, a stable or downward
trend in the TPM is possible. The JSI is currently in a
self-restraint program, operating at approximately 72% of
capacity.50 As production rates rise through increased
demand in the Japanese domestic or export markets, produc-
tivity increases and unit production costs go down, causing
possible reductions in the TPM. The third quarter 1979 TPM
levels show a decrease of 1.4 percent from the second quar-
ter due to the strengthening of the U.S. dollar.51 The

reduction of approximately $19 per ton in the TPM has been

protested by the AIST.
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The TPM, being above the normal export price levels of
JSI steel mill products, has caused Japan to loose formerly
secure U.S. customers. The trend will continue until the
TPM is revised downward to a level more than 5% below U.S.
domestic prices. As the USSI input costs continue to rise
at a faster rate than JSI input costs, and the dollar
strengthens with respect to the yen, political pressures
will be brought to bear for an upward adjustment in the

TPM.

With USSI capacity utilization in the 85-95% range,
under the TPM, profitability will rise to the vicinity of
9.5% of equity after tax. As the TPM is lowered due to
appreciation of the dollar with respect to the yen, lower
relative input costs to the JSI, or JSI capacity utilization
increases, the level of JSI exports to the U.S. will rise.
This will cause the JSI to capture a larger share of the
U.S. domestic market. As capacity utilization in the USSI
decreases due to reduced domestic markets, profitability

will also decrease.

Total U.S. steel mill product imports will begin to
decrease in 1979 from an all time high of 21,134,582 net

tons in 1978, as the higher TPM prices begin to take hold
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and stockpiles are depleted. The import level will continue
to decline until the TPM is more than 5% below U.S. domestic
prices. At the minimum, the total import level will be 16%

of U.S. steel mill product supply.

Assuming the most efficient steel producing nation
among major exporting countries remains Japan, the yen/dollar
exchange rate increases to approximately 275 by 1985, the
JSI input cost of production continues to increase at a
slower rate than in the U.S., and JSI capacity utilization
rate slowly increases due to development of third world mar-
kets, the TPM will begin to fall below the U.S. domestic
price levels by 5% by 1980. As the TPM falls more than 5%
below the U.S. domestic price level, more of the U.S. domes-
tic steel market will be captured by the JSI. Assuming the
system of calculation of the TPM does not change, the TPM
will be discarded or extensively revised in the early 1980's
due to its inability to stem the tide of foreign steel imports

to the U.S.

Voluntary Restraint Agreement

The main assumption concerning the VRA is that the
major countries exporting steel mill products to the U.S.

will be able to reach agreement with the U.S. concerning

1
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import levels to be adhered to. Also, it is assumed that a
major steel exporting country will not sell steel to a
country not specifically governed by the VRA for sale in

the U.S., thereby circumventing the VRA.

USSI Raw Steel Capacity

Although various studies of growth in steel demand
support a raw steel capacity increase of approximately 30-
million tons in the USSI by 1985 (l8-million tons brownfield,
12-million tons greenfield), the author does not feel the
increase in raw steel capacity will approach 30-million
tons.52 The planned greenfield plant of U.S. Steel located
in Conneaut, Ohio, has been termed a "pipedream" by President
David M. Roderick, which creates doubt that any smaller steel
company could support an integrated greenfield addition of

>3 Of the 18-million tons of potential

any significant size.
brownfield capacity addition, some of the expansion will

not take place due to fluctuations in the steel markets,

EPA regulations, lack of cash flow, and alternate investment
opportunities. The overall maximum potential increase in
USSI raw steel capacity by 1985 will be approximately 15-

million net tons. Historical and projected values of USSI

raw steel capacity are presented in Figure 4-9.
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USSI Yield

Yield rate will not increase to a large degree in the
USSI due to lack of greenfield additions, and the require-
ment of retrofitting old facilities to conform to EPA
regulations. Due to modernizations and improvements in
technology, the yield rate should rise slowly to a 3-year
moving average level of approximately 75 percent. Historic
and projected values of the 3-year moving average of USSI

yield are presented in Figure 4-10.

U.S. Domestic Demand

U.S. domestic demand ahs been projected to increase at
a rate of 2.25% per year until 198554, somewhat less than
the average annual increase over the 1958-1978 time period

of 2.8%.°°

Although domestic demand can be erratic, a
smooth annual increase of 2.25% will be assumed. Historic
and projected values of U.S. domestic steel mill demand are

presented in Figure 4-11.

JSI Total Export Level to U.S. (Percent)

The market share (percent) of JSI exports in U.S.
domestic consumption will decline slightly by 1985 due to
increasing JSI markets in Asia and China. The depressed

yen/dollar exchange rate will also cause reduced JSI exports
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to the U.S. until the early l980‘s, when the rate will
begin to increase. Therefore, Japan will continue to see a
decrease in its share of the U.S. market in 1979, 1980, and
1981, and then a slight rise thereafter to a 3-year moving
average level of 43% by 1985. Historic and projected values
of the 3-year moving average of the JSI total export level

to the U.S. (percent) is presented in Figure 4-12.

JSI Export Product Mix (Percent) to U.S.

The export product mix of JSI steel mill products to
the U.S. have exhibited trends that indicate probable 1985

values of:

Carbon steel: 95.0%
Alloy steel: 3.7%
Stainless steel: 1.3%

Historic and projected values for the 3-year moving average
(percent) of carbon, alloy and stainless steel exports the

U.S. are presented in Figures 4-13, 4-14, and 4-15.

Voluntary Restraint Agreement Future

With the projected steady increase in demand for fin-
ished steel products in the U.S., and the inability of

the USSI to provide for domestic peak demand, .foreign steel
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‘product imports have become necessary for the continued
growth and welfare of the economy of the United States.
Since the raw steel capacity increases in the U.S. domestic
steel industry will be unable to keep pace with the U.S.
domestic demand in the future, the U.S. domestic market will

become more dependent upon steel product imports.

In the VRA proposed in Chapter 3, the 3-year moving
average employed in the projections of USSI yield, JSI total
finished steel exports to U.S. (percent), and JSI export
product mix to the U.S. (percent) reduces the disruption of
unusually high or low annual export levels, or changes in
export product mix. It is necessary to attempt to smooth
the peak and valley cycles normally associated with foreign
export levels in order to prevent harm to U.S. domestic

consumers and producers of steel products.

There is an excellent chance of a VRA type agreement
becoming a permanent fixture in U.S. international trade in
the near future. The system that is eventually adopted may
take the form of individual bilateral agreements between the
U.S. and foreign countries, or a universal international

agreement through the International Iron and Steel Institute
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or the Organization for Economic Cooperation and Development

(OECD) .

Table 4-2 is a sample calculation of the VRA import
levels for Japan in 1979. The format followed is that ex-
plained in Chapter 3. Tables 4-3 and 4-4 are compilations

of the VRA level calculations for 1979-1985.

Internal Policies

The internal policies to be considered (tax modifica-
tions, environmental regulation modifications, modifications
in management, and changes in output mix) will be assumed to
be implemented to attain maximum capital formation poten-
tial. As illustrated in Table A-27, there is a wide range
of opinions concerning the capital investment and capacity
expansion levels in the USSI from 1978 to 1985. For the
purpose of this study, the projected capital expenditures
will be interpolated from the A.D. Little report.56 The
15-million net ton capacity increase and projected annual
capital expenditures are summarized in Table 4-5. As shown
in Table A-28, capital expenditures have not approached the
4.7-billion dollars per year level. The shortage of capital

necessary to support the 15-million net ton raw steel

capacity increase is approximately 2.0 billion dollars
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160.14
x0.719

115.141

x0.85

97.870

119.20
-97.870

21.33

21.33
x0.409

8.724

8.724
x0.953
8.314

8.724
x0.034
0.297

8.724
x0.013
0.113
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Table 4-2.
Import Level Sample Calculation
(Million of net tons)
1979

USSI raw steel capacity
Yield
USSI maximum finished steel capacity
Minimum capacity utilization rate
Minimum USSI finished steel production

U.S. domestic supply (demand)

Total finished steel import level

Projected total import share
Total Japanese finished steel exports to U.S.

Percent carbon steel
Japanese carbon steel export level to U.S.

Percent alloy steel
Japanese alloy steel export level to U.S.

Percent stainless steel
Japanese stainless steel export level to U.S.
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Year
1979
1980
1981
1982
1983
1984

1985

Table 4-3.

United States Projections

Finished Steel

(Millions of net tons)

Maximum
Production

115.1
117.5
119.9
122.4
124.8
127.3

129.7

Minimum
Production

97.9
99.9
101.9
104.1
106.1
108.2

110.3

Total
Imports

21.3
21.9
22.7
23.3
24.2
25.0

25.9

86
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Year
1979
1980
1981
1982
1983
1984

1985

Table 4-4.

Japan Exports to U.S. Projections

(Millions of net tons)

Total
8.724
8.664
8.630
9.147
9.793
10.421

11.142

Finished Steel

Carbon
8.314
8.256
8.216
8.708
9.313
9.910

10.585

Alloy
0.297
0.295
0.302
0.320
0.353
0.375

0.412

Stainless
0.113
0.113
0.113
0.119
0.127
0.136

0.145

87
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Table 4-5.

USSI Capital Expenditure Projections 1978-1985

158.00 Million net tons - USSI raw steel cap. 1978
+15.00 Million net tons - USSI added cap. 1985
173.00 Million net tons capacity 1985

1;2'88 x 100 = 9.5% capacity increase 1978 - 1985
9.5% _ o o
7 yrs. 1.36% average annual increase

A.D. Little & Co. estimates interpolation (billion 1978$)
Added capacity and modernization

3.9 + 0.36(41.1-32.8)

8 yrs. = 0.9
Replacement
24.0 -
8 yrs. = 3.0
Environment
5.9 + 0.36(8.0-5.9) _
= 0.8
8 yrs. .7

Source: Arthur D. Little, Inc., Steel and the Environment,
A Cost Impact Analysis, May 1978, p.5.
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annually. Capital expenditures will be assumed to rise at a

uniform rate from 1979 to 1985 as illustrated in Figure 4-16.

Tax Modifications

The central issue of tax modifications is the time
value of money. In time of inflation, the time value of
money becomes critical in investment and expenditure deci-
sions. The basic problem in the U.S., as in many other
manufacturing indusfries, is the difference between cost
incurement and cost recovery. If all costs were recovered
at the time of incurement (expensed), no inflation adjust-

>7 The current system of accounting

ment would be required.
practices in the U.S. enables recovery of the original dollar
amount of the depreciable expenditure in current dollars.
This disregards the time value of money since, due to in-
flation, the replacement cost of the item would exceed the
amount accrued in current dollars under depreciation. There-
fore, the soundest economic policy to follow would be to
recover the depreciation allowances as quickly as possible

in order to minimize the effects of inflation. Currently

in the U.S., using the asset depreciation range (ADR) system

and the investment tax credit (ITC), it is possible to



*91-y Lanbta

(SYVAX) ANIL

T-2041

SHANLIANAdXI TVLIdAVD TVILOL ISSN

8861 7861 0861 9467 2467 8961 $96T 0961
L 1 | i 1 ] 1 1 i 1 1 1 i 1 1 1 i 1 1 1 . 1 | | | 1 1 1 1 1 1 40
*8Z-¥ oTqel :901In0g
—= - O
o=
S
-t
| Z
l
/ 18
(0zee)—>9” 5
0ZEE)—>; qom
(0LLE )y’
/5 |
(0€£2%)— o/ >
: % |
(069%)—s,” 3%
\\ 10
0P1G)—"%0 —~~
(0¥TS) Y, ! bl
8881!“0\ _..nw
[0)]
/ e ¥
P
(0909) \o WOM
/ N
(0259)—>0
g
O
(]
O



T-2041 91

recover the fundamental value of capital investments during

the first three years.58 The reduction of the guideline

life from 18 to 15 years would enable the quicker recovery

of the cost of an investment, thereby aiding in cash flow.
\

It is assumed expenditures for pollution control will
account for 20% of future capital expenditures. The his-
toric trend and predicted values are presented in Figure
4-17. Capital expenditures to protect the environment are
nonproductive in that the equipment and installations
purchased do not aid in the production of more steel, or
income. In addition, the annual operating and maintenance
expenditures equal 10 to 12 percent of original installation
costs.59 Currently, the expenditures for pollution can be
amortized in 5 years. It is the feeling of the USSI that
since the expenditures for environmental control do not
result in productive capital assets and the benefits are
distributed to society in general, the costs incurred for
environmental control should be permitted to be expensed as

they are incurred.

By inspection of the history of the investment tax

credit, a 2% increase would translate to slightly over a 1%
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increase in capital expenditures.60 To qualify for the
investment tax credit, the property must:
1} Be depreciable;
2) Have a useful life of at least 3 years;
3) Be tangible personal property or other tangible
property used as an integral part of manufacturing,

production, or extraction etc.; and

4) Be placed in service in a trade or business or for
production of income by you during the year.61

If all tax incentives were enacted together, the USSI
would be able to generate an additional 1.2 billion dollars

62
per year.

Environmental Regulation Modification

Since environmental expenditures account for approxi-
mately 20% of capital expenditures in the USSI, the future
expenditures in this area are of critical concern to the
U.S. steel industry. The problem with proposing any EPA
regulation modifications at this time is that the regula-
tions are not firmly established enough to determine the
effect of proposed modifications. In May, 1979, U.S. Steel
Corp. reached an agreement with the EPA requiring the expen-
diture of 400-million dollars for environmental equipment
and programs. In addition, Bethlehem Steel, another major

steel company, is in the midst of negotiating a similar
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agreement. Mr. Ralph Thompson, of the U.S. Department of
Commerce, feels these agreements will more firmly establish
the EPA requirements for the USSI.63 In addition, all states
have been required to have environmental protection programs
that meet Federal standards by July, 1979. This has added
to the confusion concerning compliance with environmental
regulations. One of the effects the confusion of environ-
mental regulatory policies has on capital expenditures in
the USSI is the uncertainty that a piece of equipment pur-
chased at the present time will be able to perform within
the acceptable environmental policies of the future. There-
fore, the only environmental regulation modification to be

considered at this time will be the 100% expensing of envi-

ronmental expenditures by the USSI.

Modifications in Management

Although it is possible to increase productivity by
utilizing progressive management techniques, the degree of
productivity improvement is a function of the original
management system. Each steel company has its own training,
promotion, and manaéement system. Although there have been
increases in productivity of over 150% reported in specific

steelmakinig locations, the productivity increases, by modifying
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management, would be unique to each plant, and therefore

impossible to forecast for the entire USSI.64

Changes in Output Mix

The only feasible method of economically changing the
output mix of a steel mill would be by brownfield addition.
The new capacity could be designed to expand existing pro-
duct lines (i.e., larger sizes, metallurgical treatments,
etc.) or go into entirely new product lines. Another way to
change the output mix of a company is by acquisition of
other companies that specialize in different areas either by

purchase of merger.

The sum of all internal policy contributions would
yield 1.3 to 1.5-billion dollars annually, which still leaves

a gap of at least 0.5-billion dollars annually.
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CHAPTER 5. POLICY ANALYSIS

The main system of policy analysis of the TPM and VRA
will be traditional supply-demand analysis.65 In this
manner, the costs and benefits of the VRA and TPM can be
investigated in an objective economic manner. The elasti-
cities of the supply and demand schedules govern the magni-
tude of the various effects of international trade to be
discussed. However, for the purpose of this analysis, the
elasticities of the supply and demand schedule will not be
considered. The internal policies were examined for their
effects on increasing capital accrual in the USSI in Chap-

ter 4.

Trigger Price Mechanism

The supply-demand economic analysis of the TPM is
identical to that of a variable tariff in international
trade. Although the TPM currently in existence operates
like a variable tariff, for analytical purposes it will be
assumed to be fixed at a specific level. Figure 5-1 illus-
trates the international trade situation under the TPM. The
diagram will be analyzed in progressive steps in order to
facilitate the understanding of the effects of the policy on

the USSI, the JSI, and the U.S. consumer.
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No International Trade (Isolation)

The U.S. domestic steel market would consist of just

the domestic supply curve (S.) and the domestic demand curve

d

(D.), with the equilibrium being at point E. 1In reality,

d
since the USSI cannot supply 100% of domestic demand in
non-recession years, the supply curve would rise to infinity
at some point before E. However, f;r analytical purposes,
the domestic supply curve will be assumed to be continuous
as shown in Figure 5-1. In this situation, the U.S. domes-

tic steel price would be OP, and domestic production would

3
be OQ5. Total revenue to the USSI would be OP3 X OQS‘

International Trade

The perfectly elastic steel supply from Japan would
enable an infinite amount of steel to be exported at a fixed

price. In Figure 5-1, OP, is equal to the JSI export price

1
plus freight, insurance, handling, interest, and import

duties. The import situation modifies the total domestic
supply curve to Sd + SJ,

The increase in supply and drop in price causes the quantity

creating a new equilibrium point F.

demanded in the U.S. domestic market to increase from OQ5

to OQ2. U.S. domestic supply at OP, is OQl and revenue to

1

the USSI 1is OPl X OQl‘ The level of JSI exports at OPl is

Qle, and revenue to the JSI is Qle X OPl' Total consumer
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surplus is NPlF. (Consumer surplus represents the savings
to the consumer for not having to pay a succeedingly higher
price for each ton of steel below the level of the purchase

price of OPl.)

TPM Implemented

The TPM calculates a "fair value" for steel product
imports. For JSI products, this is tantamount to the estab-
lishment of a price floor since JSI costs are used to cal-

culate the TPM. The tariff effect, T is derived from

TPM'

the constructed value of the JSI cost of production which
includes a minimum rate of return for the JSI. Added to the
constructed value is: freight, insurance, interest, hand-
ling, and import duties to yield the TPM level. The TPM
level, being higher than the "normal" JSI price, at least in
the initial years of implementation, will result in a higher
U.S. price under the TPM of OP2. The new supply schedule,

including the TPM, becomes S. + SJ + T At the higher

d TPM*®

price, U.S. domestic consumption is reduced to OQ4 and the
level of U.S. steel production increases to OQ3. USSI
revenues have increased to OP2 X OQ3. JSI exports to
the U.S. shrink to Q3Q4. JSI revenue has changed to Q3Q4 X

OoP The change may be a decrease or increase in revenue

5°

depending on the relative magnitudes of the increase due
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to the higher price and the decrease due to reduced shipments.

Total consumer surplus is reduced to NP2G.

Gains and Losses From the TPM

The gains and losses from the implementation of the TPM
are contained in the consumer surplus loss area of PlP2GF.
The various losses and gains will be discussed individually

and in sum below.

Revenue Effect

The TPM enables the JSI to collect additional revenues
per unit due to the price shift. Although the JSI looses
the revenue OPl X (QlQ3 + Q4Q2) due to the imposition of the
TPM, the revenue gained is the area t in the amount of P1P2

X Q3Q4. The net éffect may be a gain or loss of revenue

depending on the relative magnitudes of the gain and loss.

Redistribution Effect (r)

The TPM also enables the USSI to colleét additional
revenues due to the price and quantity shifts. The reduc-
tion in consumer surplus which accrues to the USSI is the
area r. The gain to the USSI is a redistribution of real

income from consumers to producers, a producer's surplus.
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Protective Effect (s)

Part of the revenue accruing the USSI is the protective
effect due to the increase in domestic production equal to
QlQ3' The cost of production inputs will increase due to
increased demand. The area s is the portion of the consumer:
surplus loss diverted to the cost of attracting additional
resources into the U.S. steel producing section from other
parts of the economy. The actual expenditures may take the
form of higher wages or benefits used to attract more or
higher skilled workers. The protective effect also repre-
sents a real income loss to the economy and a reduction in
aggregate efficiency. The assumption of full employment
must be made in order that the resources being drawn into
the USSTI will then come from another sector of the economy

and not from idle capacity.

Consumption Effect (u)

The consumption effect, area u, represents a residual
loss of consumer satisfaction. Total consumption is reduced

from OQ2 to OQ4.

Trade Effect

The trade effect measures the reduction in trade, Qle-

Q3Q4, due to the increase in price level.
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Deadweight Loss

The deadweight loss, also known as the cost of the
tariff, is the sum of the protective (s) and consumptive (u)
effects of the TPM. The loss is not compensated for by any

corresponding gain in any other sector of the economy.

TPM Analysis

The TPM currently in force exhibits good compliance
with the supply-demand analysis developed above. As shown
in Tables 5-1 and 5-2, in 1977, the JSI exports to the U.S.
totaled 7,820,376 net tons which comprised 40.5% of total
U.S. imports of steel mill products. In 1978, JSI exports
to the U.S. dropped to 6,487, 166 net tons or 30.7% of total
U.S. steel mill product imports. This reduction in JSI
exports illustrates the trade effect as discussed previous-
ly. The TPM has affected the JSI export product mix to
the U.S. both in total tonnage (as shown in Tables 5-3 and
5-4) and in percent of total JSI exports to the U.S. (shown
in Tables 5-5 and 5-6). This shift to the more expensive
alloy and stainless steels increased the total revenue
to the JSI, although under the system of analysis used, the
change in product mix is not considered. This illustrates
the revenue effect (t) of the TPM in that the reduced JSI

exports have increased in price on the U.S. domestic steel
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Source:

Table 5-1.

Steel Mill Product Exports to U.S.

Month

Jan
Feb
Mar
Apr
May
Jun
Jul
Aug
Sep
Oct
Nov
Dec

Total

American Iron and Steel Institute

(Net tons)
(1977)
Total Japan
1,121,267 669,212
1,002,459 599,509
1,175,410 618,260
1,114,786 498,513
1,817,390 847,980
1,818,620 682,707
1,582,037 649,870
1,831,115 667,484
2,057,413 720,632
1,761,726 539,019
1,937,947 731,188
2,086,549 596,109

19,306,719

7,820,376

Japan %
of Total

59.7
59.8
52.6
44.7
46.7
37.5
41.1
36.5
35.0
30.6
37.7
28.6

40.5
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Source:

Table 5-2.

Steel Mill Product Exports to U.S.

Month

Jan
Feb
Mar
Apr
May
Jun
Jul
Aug
Sep
Oct
Nov
Dec

Total

American Iron and Steel Institute

(Net tons)
(1978)

Total Japan
1,537,793 560,973
2,219,592 847,596
1,988,233 697,337
2,174,892 611,045
1,511,255 359,467
1,359,820 397,132
1,784,814 456,230
1,870,390 595,241
1,584,169 540,174
1,715,239 425,552
2,016,345 581,022
1,372,040 415,397

21,134,582

6,487,166

Japan %
of Total

36.5
38.2
35.1
28.1
23.8
29.2
25.6
31.8
34.1
24.8
28.8
30.3

30.7
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Table 5-3.

Japanese Steel Mill Product Exports to U.S.

(Net tons)
(1977)

Month Total Carbon Alloy Stainless
Jan 669,212 641, 345 21,013 6,854
Feb 599,509 575,143 18,702 5,664
Mar 618,260 594,008 18,432 5,820
Apr 498,513 474,136 17,290 7,087
May 847,980 818,131 19,988 9,861
Jun 682,707 649,236 19,070 14,401
Jul 649,870 621,554 24,453 3,863
Aug 667,484 636,170 21,880 9,434
Sep 720,632 689,906 21,796 8,930
Oct 539,019 511,219 19,760 7,968
Nov 731,188 . 693,680 29,472 8,036
Dec 596,109 563,746 23,895 8,468
Total 7,820,376 7,468,346 255,751 96,279

Source: American Iron and Steel Institute
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Table 5-4.

Japanese Steel Mill Product Exports to U.S.

Month

Jan
Feb
Mar
Apr
May
Jun
Jul
Aug
Sep
Oct
Nov
Dec

Total

560,973
847,596
697,337
611,045
359,467
397,132
456,230

595,241

540,174
425,552
581,022
415,397

Total 6,487,166

(Net tons)

(1978)
Carbon

530,796
810,183
668,705
572,203
331,644
362,333
428,100
567,279
512,502
398,642
548,717
389,099

6,120,203

Alloy

20,553
29,165
22,304
28,795
19,292
23,603
20,205
19,204
22,173
19,777
25,616
19,728

270,415

Source: American Iron and Steel Institute

Stainless

9,444
8,248
6,328
10,047
8,531
11,196
7,925
8,758
5,499
7,133
6,689
6,570

96,368
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Source:

Japanese Steel Mill Product Export Mix to U.S.

Month

Jan
Feb
Mar
Apr
May
Jun
Jul
Aug
Sep
Oct
Nov
Dec

Total

Table 5-5.

(Percent)
(1977)
Carbon Alloy
Steel Steel
95.84 3.14
95.94 3.12
96.08 2.98
95.11 3.47
96.48 2.36
95.10 2.79
95.64 3.76
95.31 3.28
95.74 3.03
94.86 3.67
94.87 4.03
94.57 4.01
95.50 3.27

Stainless
Steel

1.02
0.95
0.94
1.42
1.16
2.11
0.59
1.41
1.24
1.48
1.42
1.42

1.23

American Iron and Steel Institute
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Japanese Steel Mill Product Export Mix to U.S.

Source:

Month

Jan
Feb
Mar
Apr
May
Jun
Jul
Aug
Sep
Oct
Nov
Dec

Total

Table 5-6.

(Percent)

(1978)
Carbon Alloy
Steel Steel
94.62 3.66
95.59 3.44
95.89 3.20
93.64 4.71
92.26 5.37
91.24 5.94
93.83 4.43
95. 30 3.23
94.87 4.11
93.68 4.65
94.44 4.41
93.67 4.75
94. 34 4.17

Stainless
Steel

1.68
0.97
0.91
1.64
2.37
2.82
1.74
1.47
1.08
1.68
1.15
1.58

1.49

American Iron and Steel Institute
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market. The redistribution effect (r) is demonstrated in
the increased profitability in the USSI. 1In 1977, profit-
ability was 3.6%, in 1978 it had risen to 9.1%. This repre-
sents the gain in real income by the USSI from the imple-
mentation of the TPM.

Although the assump;ion of full employment is not
complied with, due to a current unemployment rate of approx-
imately 6%, certain factors of the protective effect (s) are
evident. The creation of a regional protective effect is
accomplished by increased capacity utilization and rising
demand spurred by the TPM. The "inordinately" high wages
and benefits paid to the USSI employees adds to the protec-
tive effect in that they attract manpower from other segments

of the economy.

The consumptive effect (u) represents the loss to the
consumer for paying higher price for a reduced amount of
imports. This is relfected in the inflation component of
the TPM. Since the TPM has provided an effective price
floor for imports to the U.S., foreign exports to the U.S.
and USSI domestic steel mill products have increased in

price along with increases in the TPM. These increases have
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not been the result of normal market forces, and therefore

contribute to inflation.

The analysis will be similar for 1979. 1In 1980, when
the JSI export price to the U.S. is more than the U.S. do-
mestic prices due to the TPM falling below U.S. domestic
prices, a different situation will occur. The effects Qill
reverse themselves and the increase in consumer surplus will
be distributed exactly in reverse to the way they were

created when the TPM was imposed.

Voluntary Restraint Agreement

The supply-demand analysis of the VRA is identical to
that of a quota in international trade. Figure 5-2 illus-
trates the international trade situation under the VRA. As
was done with the TPM, the diagram will be analyzed in pro-

gressive steps.

No International Trade (Isolation)
As in the case of the TPM, the U.S. domestic steel

market would consist of just the domestic supply curve (Sd)

and the domestic demand curve (Dd) with the U.S. domestic

steel price being OP, and the domestic production level

3
being OQ5. Total revenue to the USSI would be OP3 X OQ5.
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International Trade

Since the steel supply from Japan is considered to be
perfectly elastic, when trade is permitted, the supply
schedule_is modified to SJ + Sd’ with the new equilibrium
'point at F. U.S. domestic demand is increased from OQ5 to

OQ2. U.S. domestic supply at OP, is OQl and revenue to the

1
USSI is OPl X OQl' JSI export level is QlQZ’ and the
revenue to the JSI is'QlQ2 X OPl' Total consumer surplus is

NPlF.

VRP Implemented

The VRA creates a quota, or maximum level of exports
permitted from Japan, as well as other countries, to the
U.S. The export level, Q4Q3, reduces totgl domestic demand
from OQ2 to OQ4. The higher price (P2) stimulates U.S.
domestic production which increases from OQl X OQ3. The
revenue to the USSI has increased from OPl bl OQl to OP2 X
OQ3. The JSI revenue has decreased to Q4Q3 X OP2 from its

pre-VRA level of Q2Q1 x OP Total consumer surplus has been

1°

reduced from NE,F to NP,G. The new equilibrium point is at G.

Gains and Losses From the VRA

The gains and losses from the implementation of the VRA

are contained in the consumer surplus loss area of PlPZGF‘
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—_—

The effects of the VRA: revenue, redistribution, protective,
consumption, trade, and deadweight loss are identical to

those discussed previously concerning the TPM.

VRA Analysis

Although the analysis of the VRA is very similar to that
of the TPM, there are two conspicuous areas of divergence.
First, the economic changes are driven by a reduction in supply,
not a change in price. Secondly, since a VRA is not currently
in force, an up-to-date analysis similar to that produced for
the TPM is not possible. Assuming the VRA proposed was imple-
mented instead of the TPM in 1978, the resulting current analy-

sis would resemble that of the TPM to a high degree.
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CHAPTER 6. CONCLUSIONS AND RECOMMENDATIONS

The United States steel industry began to deteriorate
as an international power by the egrly 1950's. As the USSI
failed to modernize and incorporate state of the art innova-
tions in the industry, Europe and Japanese steelmakers were
doing just that. 1In Japan, the First Modernization Program
succeeded in upgrading and modernizing existing facilities
while the Second Modernization Program increased Japan's steel-
making capacity and introduced the then new basic oxygen fur-
nace (BOF). 1In 1959, for the first time, aided by a ll6-day
steel strike, U.S. steel mill imports exceeded exports. Since
1959, finished steel imports have steadily exceeded exports.
In 1966, the first requests for protection of the U.S. domes-
tic steel industry appeared. The answer to the import problem
surfaced in 1968, when a VRA was negotiated for a 3-year per-
iod. This agreement was renewed for an additional 3 years in

1972.

The worldwide steel boom of 1973-74 proved that the USSI
was unable to provide for peak U.S. domestic demand. The
subsequent steel recession of 1975 harmed the cash flow and
profitability of the USSI. 1In 1977, domestic demand was

the third highest in the nation's history, yet there were
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employee layoffs and plant closings. The USSI claimed unfair
trade practices were being used by foreign exporters of steel
mill products to the U.S. to capture a large part of the U.S.
domestic market. The U.S. government intervened and estab-
lished the TPM, which established a "fair value" for steel

imports based on JSI production costs.

Trigger Price Mechanism

The TPM program has proved to be both beneficial and
detrimental to international steel trade. It has firmed
prices by virtually eliminating illegal "discounts" and sel-
ling items at less than cost. In addition, the TPM has aided
the USSI in increasing its profitability and general economic

health.

Due to the time lag in implementing certain updated
parameters of the TPM, the program is not a reflection of
current economic conditions. Since the TPM is updated quar-
terly, the normal steel import situation in the U.S. becomes
disjointed due to exporting countries trying to maximize
imports before the higher TPM prices go into effect. The
situation may reverse itself in the near future if the dollar
can post a sustained appreciation against the yen, causing

a downward revision in the TPM. The TPM in 1978 definitely
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added to inflation due to the steady revisions upward. By
using the Bureau of Labor Statistics minimum multiplier of
two, between steel mill product and finished metal goods, the
American consumer paid an estimated $13.7 billion in steel
spurred inflation in 1978.66 This has enabled domestic steel

producers to raise their prices and obtain protection from

lower priced imported steel products.

Due to the nature of the TPM, there are several ways of
circumventing the program. Since the trigger price that ap-
plies to the imported steel is the one in effect at the
time the shipment leaves the home port, steel that is shipped
unsold to be stockpiled in the U.S. for later sale can be
sold at leés than the current trigger price.67 Additional
charges for handling, packaging, sizing, or special metallur-
gical processing can be reduced or eliminated in order to
provide a lower price. Minor fabrication, or "pseudofabri-
cation" of material can be done in the home country, such
as punching a hole in a steel plate and then selling the
plate as a fabricated item, thereby avoiding the trigger
price for the steel plate.68 Primary quality steel products
may be sold as secondary quality products, below the trigger

price of the higher quality item.69 The imported steel could
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—

be sold to a subsidiary of the exporting company located
in the U.S. and then resold to U.S. domestic consumers at
a lower price. The producer (non-Japanese) could sell
items at less than the trigger price if a lower fair mar-
ket value could be proven on the basis of lower production

costs.

The TPM will only last until the dollar strengthens
with respect to the yen, thereby lowering the fair value
level for steel mill products, or, if the USSI cost of
production increases the U.S. domestic priceg to over 5%
above the TPM. There will have to be modifications of the
TPM if it is to endure as the main protectionist measure of
the U.S. steel industry. When the TPM price levels are more
than 5% below U.S. domestic prices, the TPM will become

ineffective.

There have been proposed modifications in the TPM
system. If the'yen/dollar rate stabilizes below the 200
mark, another country that produces a wide range of steel
products could be considéred for the basis of the TPM. A
two tier system utilizing different TPM levels for Europe
and Japan has been suggested. Another possibility would be

the use of a system similar to that employed by the EEC;
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imports could be sold at 5-8% below domestic price, but not
lower. This system is therefore not linked to international

exchange rates.

Although the TPM is not considered to be a permanent
policy, it will be present in some form until another steel
B
boom similar to 1973-74 occurs, or until TPM steel price levels

are sustained at a level at least 5% below the comparable U.S.

domestic prices.

Voluntary Restraint Agreement

The implementation of the VRA program proposed in Chap-
ter 3 would cause the U.S. government to have almost complete
control over the steel mill products imported to the U.S. (ex-
cept for the smaller exporting countries). Although the VRA
import determination system will yield allowable import
levels for carbon, alloy, and stainless steel, the system
might have to be expanded to cover the 32 product classifi-
cations of the AISI. This would only happen if there is a
marked shift in product distribution within the carbon,
alloy, or stainless steel import levels and the shift could

be proven to be harmful to the U.S. domestic steel industry.
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The key to the success of the VRA is accurate determi-
nation and projection of the USSI raw steel capacity and
U.S. domestic demand for steel mill products. There is the
potential to over estimate the raw steel capacity in the
U.S., thereby producing lower VRA import levels. In a
similar manner, U.S. domestic demand could be understated

which could also reduce import levels.

The VRA solution to international steel problems is
favored by the nations exporting steel to the U.S. Although
the U.S. domestic market would not be completely open to
competition from foreign exporters, the exporters are guar-
anteed the opportunity to compete for part of the U.S. domes-

tic market.

A danger to the U.S. consumer can occur if the U.S.
domestic market becomes too dependent on foreign steel
product imports. Under these circumstances, if another
worldwide steel boom occurs as did in 1973-74, the U.S.
consumer could find domestically produced steel unavailable
and foreign imported steel products available only at prices

above domestic rates.
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The establishment of a VRA would have the same economic
effect as the establishment of a quota. Whether an import
limit is created unilaterally (quota) or bilaterally (VRA),

the result is the same.

The effect of the VRA on the USSI would be economically
positive. At a guaranteed minimum capacity utilization rate
of 85%, the USSI would have added financial stability. The
employment level would not decrease at a capacity utiliza-
tion rate of 85%, and depending on how high the rate actually
is, could increase. Employee productivity would rise as
capacity utilization rises. Capital investment would in-
crease due to improved cash flow from higher production levels.
Raw steel capacity would increase as the profitability of
steelmaking increases due to higher capacity utilization
rates, making investment in U.S. domestic steelmaking more
attractive. The level of production of finished steel would
increase as raw steel production increases and yield increases

due to technological advances and new capacity additions.

The JSI export level (tonnage) to the U.S. would be
controlled by the projection techniques of the VRA. 1In a

similar fashion, JSI export product mix would be controlled
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in order to prevent damage to a single U.S. domestically
produced product or product line. JSI export price to the
U.S. would not be controlled by any mechanism except fast
track anti-dumping legislation and the price level supported

by the U.S. domestic market.

Any increase in domestic demand that could not be
satisfied by the USSI would cause prices to be increased.
By fixing the import levels for steel mill products, changes
in the U.S. domestic market would be satisfied by changes in

70 In boom times for steel

price, not changes in quantity.
demand similar to 1973-74, the inflationary impact of
spiraling U.S. domestic steel prices could be reduced by

permitting increased steel exports to the U.S.

Due to the USSI receiving a guarantee of an 85% capa-
city utilization rate, and a corresponding amount of the
U.S. domestic market, the U.S. government will continue to
exert de facto price controls on the USSI. The cost in-
crease to the U.S. consumers of steel mill products will
likely fall within governmental guidelines regarding in-

flation.
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Internal Policies

Although the implementation of all proposed internal
policies would still leave a capital shortage of at least
$500 million per year in the USSI, the policies would aid a
great deal in capital formation, modernization, and expan-
sion of raw steel capacity. The effect on the USSI would be
pdsitive. The employment level would rise as new capacity
was added and older facilities were renovated. The produc-
~tivity of employees would rise as the plants are modernized
and newer, improved management techniques are utilized
thereby lowering the man-hours per net ton of production.
Since the plants would be more modern, this would enable
the USSI to be more competitive with foreign exporters to
the U.S. 1In some areas, the USSI would become internation-
ally competitive if the proper investments are made.

With the general upgrading of the USSI achieved by
improved cash flow, the foreign exporters to the.U.S. would
face stiffer competition in the U.S. domestic steel market.
There is the possibility of a foreign country shifting its
export mix to favor a certain product line in which it has
the greatest comparative advantage over the U.S. domestic

producers. This would cause selective market dislocations
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in the U.S. domestic steel market. Although the improved
cash flow situation will not put the USSI on a par with the
JSI, the JSI will still have to maintain export prices at 5%
or more below U.S. domestic prices in order to keep its
share of the U.S. domestic market. As productivity and
efficiency in the USSI improves, the profit margin of the

JSI products in the U.S. will be cut.

The USSI domestic price level will reflect the in-
creased investment in the industry by increasing at or below
the general rate of inflation in the U.S. As the steel
mills improve in efficiency, the level of production in the
USSI should rise as it recaptures markets formerly lost to
foreign competition. During the initial stages of revitali-
zation, the USSI would require some form of economic protec-

tion from foreign competition.

The most plausible solution on a long-term basis would
be the negotiation of a universal international steel
agreement among all exporting nations. The agreement would
be administered in much the same way as the proposed VRA.
Exceptions would have to be granted to third world countries
to account for their quickly changing consumption and

production patterns.
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Internally, the U.S. government could-modify tax laws,
reduce the guideline life for depreciation from 18 to 15
years, increase the investment tax credit to a permanent
level of 12%, and permit 100% EPA expenditure writeoffs. 1In
addition, EPA regulations should be stabilized. The USSI
itself must explore new management techniques in order to
improve productivity. The product output of planned expan-
sion and acquisition must be considered with respect to
current and future markets.

The course for the U.S. steel industry will require
close observation in the future. After the USSI receives
the increased profits from protectionist measures and
governmental legislation, the USSI would be faced with the
question of whether to reinvest the capital in the steel
industry for a low return on investment, or to invest the
money elsewhere in non-steel areas for a higher rate of
return. The diversification route offers security by not
relying on one industry for profits, and the opportunity to
earn higher profits. However, since the profits were de-
rived from the U.S. domestic market at an oligopoly cost
to the consumer, the USSI would be obligated to reinvest
excess profits in the USSI, thereby raising productivity

and lowering the cost to the U.S. consumer. The amount
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that the USSI would be required to reinves£ in steel industry
would be the amount of profit that exceeds the all manufac-
turing average as measured by return on investment. The
areas of required re-investment for the USSI would include:
modernization and upkeep'of the physical plant, improvements
in management, inventory control, marketing, and metallurgi-

cal research.

In any event, the USSI will have to be protected against
free trade with foreign steel exporters if it is to survive

as a viable U.S. industry.
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APPENDIX A
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Figure A-1.

Steel Mill Products Used For Import Calculations

Ingots, blooms, billets, slabs, etc.
Wire rods

Structural shapes - Plain 3" & over
Sheet piling

Plates

Rail and track accessories

Wheels and axles

Concrete reinforcing bars

Bar shapes inder 3"

Bars - Hot rolled - Carbon

Bars - Hot rolled - Alloy

Bars - Cold finished

Hollow drill steel

Welded pipe and tubing

Other pipe and tubing

Round and shaped wire

Flat wire

Bale ties

Galvanized wire fencing

Wire nails

Barbed wire

Black plate

Tin plate

Terne plate

Sheets - Hot rolled

Sheets - Cold rolled

Sheets - Coated (incl. galvanized)
Sheets - Coated - Alloy

Strip - Hot rolled

Strip - Cold rolled

Strip - Hot & cold rolled - Alloy
Sheets - Other - Electric coated

Source: American Iron and Steel Institute, Annual
Statistical Report, 1977, p.46.
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' Figure A-2
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Iron and Steel Products Not Used For Import Calculations

Structural shapes, fabricated
Shapes - Cold formed

Sashes and frames

Fence or sign posts

Wire - nonmetallic covered

Wire rope

Wire strand

Welded wire fabric

Other nails and staples

Bale ties - Strip

Bolts, nuts, and rivets

Grinding balls

Blanks, nonrectangular flat rolled
Rigid conduit

Pipe and tube fittings

Bar iron, iron slabs &bloons, etc.
Cast iron soil pipe and fittings
Other cast iron pipe and fittings
Malleable cast iron pipe fittings
Castings and forgings

Pig irn

Sponge iron

Ferromanganese (manganese content)
Ferrosilicon (silicon content)
Ferrochromium (chromium content)
Other ferroalloys

Source: American Iron and Steel Institute, Annual

Statistical Report, 1977, p.46.
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Year

1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978

Source:

TABLE A-1

RAW STEEL PRODUCTION

(thousands of net tons)

U.S. Raw

Steel

Production

79,702
66,603
84,894
88,640
77,978
96,836
105,200
93,168
111,610
88,312
117,036
115,216
112,715
85,255
93,446
99,282
98,014
98,328
109,261
127,076
131,462
134,101
127,213
131,462
141,262
131,514
120,443
133,241
150,799
145,720
116,642
128,000
125,333
137,031

World Raw

Steel

Production

127,041
123,011
150,110
171,399
176,268
207,829
230,780
232,735
158,300
245,678
297,221
310,840
320,222
298,878
337,173
381,582
390,062
394,056
422,239
479,025
503,083
519,124
547,600
582,548
632,010
654,184
639,907
694,481
768,570
782,798
712,033
745,592
742,501
784,652

U.5 %
of World

62.7
54.1
56.6
51.7
44.2
46.6
45.6
40.0
43.2
35.9
39.4
37.1
35.2
28.5
27.7
26.0
25.1
25.0
25.9
26.5
26.2
25.8
23.2
22.6
22.4
20.1
18.8
19.2
19.6
18.6
16.4
17.2
16.9
17.5

American Iron and Steel Institute Annual
Statistical Report, various issues
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Total Net U.S.
Year Shipments Exports
1945 57,242 4,354
1946 48,776 4,375
1947 63,057 5,919
1948 65,973 3,950
1949 58,104 4,344
1950 72,232 2,639
1951 78,929 3,137
1952 68,004 4,005
1953 80,152 2,991
1954 63,153 2,792
1955 84,717 4,061
1956 83,251 4,348
1957 79,895 5,348
1958 59,914 2,823
1959 69,377 1,677
1960 71,149 2,977
1961 66,126 1,990
1962 70,552 2,013
1963 75,555 2,224
1964 84,945 3,442
1965 92,666 2,496
1966 89,995 1,724
1967 83,897 1,685
1968 91,856 2,170
1969 93,877 5,229
1970 90,798 7,062
1971 87,038 2,827
1972 91,805 2,873
1973 111,430 4,052
1974 109,472 5,833
1975 79,957 2,953
1976 89,447 2,654
1977 91,147 2,003
1978 97,935 2,422
Source:

(thousands of net tons)

TABLE A-2

STEEL MILL PRODUCTS

U.S.
Imports

54
23

32

148
219
1,014
2,265
1,201
1,703
771
973
1,336
1,155
1,707
4,396
3,359
3,163
4,100
5,446
6,440
10,383
10,753
11,455
17,960
14,034
13,364
18,034
17,681
15,150
15,970
12,012
14,285
19,307
21,135

U.S.
Supply

52,942
44,424
57,170
62,171
53,979
70,607
78,057
65,200
78,864
61,132
81,629
80,239
75,702
58,798
72,096
71,531
67,299
72,639
78,777
87,943
100,553
99,024
93,667
107,646
102,682
97,100
102,515
106,613
122,528
119,609
89,016
101,078
108,451
116,648

Steel

130

Import
% of
Supply

. . . . . . . . . .

NOWWOANNNdHFOUNDNWNDOWE SN

OO PAPRANVNHMFHFMEFHFHFNHNMHEFOOOOO
. . .

ol
O

16.7
13.7
13.8
17.9
16.6
12.4
13.4
13.5
14.1
17.8
18.1

American Iron and Steel Institute Annual
Statistical Report, various issues
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TABLE A-6.
JSI INPUT COST OF PRODUCTION PER NET TON
% Increase % Increase
(Decrease) (Decresase)
Current Over Previous Current Over Previous
Year Dollars Year Yen Year
1960 77.18 27761.6
1061 83.09 7.66 29887.5 7.66
1962 73.99 (12.30) 26614.2 (12.20)
1963 71.70 ( 3.19) 25790.5 ( 3.19)
1964 68.22 ( 5.10) 24538.7 ( 5.10)
1965 69.29 1.57 24923.6 1.57
1966 65.19 ( 6.29) 23448.8 ( 6.29)
1967 63.08 ( 3.34) 22689.9 ( 3.34)
1968 61.48 ( 2.60) 22118.0 ( 2.60)
1969 63.44 3.19 22819.4 3.19
1970 70.81 11.62 25479.4 11.62
1971 73.71 4.10 25835.4 1.43
1972 75.81 2.85 23349.5 (10.65)
1973 91.60 20.83 24933.5 6.78
1974 133.62 45.87 38950.2 56.22
1975 144.82 8.38 42881.7 10.09
1976 146.90 1.44 43570.5 1.61
1977* 165.30 11.30 43899.8 0.76
Input Cost: Labor, iron ore, scrap, coking coal,
fuel oil, electric power, non-coking
0il, natural gas.
Source: Duke, Richard, et al, The United States Steel

Industry and Its International Rivals: Trends
and Factors Determining International
Competitiveness, Federal Trade Commission,

Bureau of Economic, 1977, pp. 113-114.

*Computed from: Marcus, Peter, et al, World
Steel Dynamics, Core Report H, Price/Cost
Model for Japanese Carbon Steel Industry,
Paine Webber Mitchell Hutchins, Inc., 1978,
p. H-1-15.
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YEN/DOLLAR EXCHANGE RATE

Year

1970

1971

1972

1973

1974

1975

1976

1977

Source: International Financial Statistics,

TABLE A-7.

(1970-1977)

QOtr-

I
IT
ITI
Iv
I
IT
ITI
Iv
I
1T
ITI
Iv
I
IT
ITI
Iv
I
IT
IIT
Iv
I
IT
IIT
v
I
IT
ITI
Iv
I
IT
ITI
Iv

Rate

359.7
359.7
359.7
359.7
359.7
359.7
354.6
327.9
308.0
308.0
308.0
308.0
284.1
265.0
265.0
274.6
292.3
279.1
294.6
300.0
293.3
292.4
298.0
303.6
302.4
299.2
291.1
293.6
285.6
275.2
266.1
247.0

138

International

Monetary Fund, Washington, D.C., various issues.
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TABLE A-8.

YEN/DOLLAR EXCHANGE RATE

1978
Month Rate
Jan 241.1
Feb 240.3
Mar 231.5
Apr - 221.7
May 226.4
Jun 214.3
Jul 199.9
Aug 188.5
Sep 190.2
Oct 184.1
Nov 191.4
Dec 196.3
1979
Jan 197.7
Feb 200.2%*
Mar 205.9*
Apr 216.2%*

Source: International Financial Status, International
Monetary Fund, Washington, D.C., various issues.

*Computed from Wall Street Journal, various issues.
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TABLE A-9.
COMPOSITE CARBON STEEL PRICE

(Current Dollars Per Net Ton)

JSI Export USSI Domestic
Year Price in U.S. Price
1960 138.42 165.50
1961 137.84 164.81
1962 137.56 164.47
1963 138.28 165.53
1964 139.28 166.70
1965 135.64 160.73
1966 131.63 163.19
1967 138.64 158.36
1968 131.73 158.36
1969 143.91 168.25
1970 172.18 181.66
1971 178.84 192.58
1972 199.12 206.41
1973 230.83 209.62
1974 367.01 298.12
1975 351.98 345.82
1976 289.59 367.92
1977 310.33 403.16

Source: Putnam, Hayes & Bartlett, Inc., Economics of
International Steel Trade, American Iron and
Steel Institute, Washington, D.C., 1977, p. 29.

Calculated from: Putnam, Hayes & Bartlett, Inc.,
The Economic Implications of Foreign Steel
Pricing Practices in the U.S. Market, American
Iron and Steel Insitute, Washington, D.C.,

1978, p. 56.

Wholesale Price Index used for projections.
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TABLE A-10.

USSI INPUT COST OF PRODUCTION PER NET TON

% Increase

(Decrease)
Current Over Previous

Year Dollars Year
1960 109.03

1961 111.13 1.93
1962 107.72 (3.17)
1963 105.24 (2.36)
1964 104.30 (0.90)
1965 102.50 (1.76)
1966 102.70 0.20
1967 106.78 3.97
1968 108.32 1.44
1969 113.63 4.90
1970 124.49 9.56
1971 132.43 6.38
1972 140.72 6.26
1973 146.25 3.93
1974 195.55 33.71
1975 245.19 25.38
1976 267.30 9.02
1977%* 292.43 9.40

Input Cost: Labor, iron ore, scrap, coking coal,

Source:

fuel o0il, electric power, non-coking
coal, natural gas.

Duke, Richard, et al, The United States Steel
Industry and Its International Rivals: Trends

and Factors Determining International
Competitiveness, Federal Trade Commission,
Bureau of Economics, 1977, pp. 113-114.

*Computed from: Marcus, Peter, et al, World
Steel Dynamics, Core Report H, Price/Cost !
Model for Japanese Carbon Steel Industry,
Paine Webber Mitchell Hutchins, Inc., 1978,
p. H-1-15.
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Source:

TABLE A-11.

PROFIT AS A PERCENT OF STOCKHOLDERS' EQUITY

(after

U.S. Iron &
Year Steel Industry

1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977%*
1978%

|2
. . . . . . )

=
CWOONOVRRBIIIO WU

HOOWVWWOWUIOCUTWAOAAIWOOOOUINN

Duke, Richard, et al, The United States Steel
Industry and Its International Rivals:

tax)

All Manufacturing
Industries in U.S.

[e>JaNe Jie ¢ Vo)

1
11

W 00 00N

6

13.0
13.5
11.7
12.1
11.5

9.3

9.7
10.6
12.8
14.9
11.6
14.0
14.2
14.6

and Factors Determining International

Competitiveness, Federal Trade Commission,

Bureau of Economics,

*Quarterly Financial Report, Federal Trade

1977,

P.

68.
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Commission, Bureau of Economics, various issues.
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Source:

TABLE A-12.

CAPACITY UTILIZATION RATE

(Percent)
Year USSI
1960 66.8
1961 65.4
1962 65.3
1963 72.4
1964 83.7
1965 86.1
1966 87.4
1967 82.5
1968 84.8
1969 90.8
1970 84.6
1971 77.1
1972 86.1
1973 97.3
1974 93.7
1975 74.5
1976 80.1
1977* 78.4
1978* 86.6

Prices and Costs in the United States Steel

Industry, The Council on Wage and Price
Stability, 1977,

*American Iron and Steel Institute.

P.

16.
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Table A-13.

TOTAL U.S. IMPORTED STEEL MILL PRODUCT LEVEL

Net Tgns % of U.S.
Year (x 107) Supply
1960 3.359 4.7
1961 3.163 4.7
1962 4.100 5.6
1963 5.446 6.9
1964 6.440 7.3
1965 10.383 10.3
1966 10.753 10.9
1967 11.455 12.2
1968 17.960 16.7
1969 14.034 13.7
1970 13.364 13.8
1971 18.034 17.9
1972 17.681 16.6
1973 15.150 12.4
1974 15.970 13.4
1975 12.012 13.5
1976 14.285 14.1
1977 19.037 17.8
1978 21.135 18.1

Source: American Iron and Steel Institute Annual
Statisical Report, various issues.
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Table A-14.
1968 VRA IMPORT LEVELS
Steel Mill Products

(Thousands of net tons)

Year Total Japan E.C.S.C. R.Q.w.
1969 14,000 5,750 5,750 2,520
1970 14,700 6,027 6,027 2,646
1971 15,435 6,328 6,328 2,778

1972 VRA IMPORT LEVELS .
Steel Mill Products

(Thousands of net tons)

Year Japan E.C.S.C.*
1972 6,498 8,014
1973 6,661 8,094
1974 6,827 8,296
E.C;S.C. - Belgium, Luxembourg, France, West

Germany, Netherlands, Italy
*¥ - including United Kingdom

R.0.W. - Rest of World

Source: Hogan, William T., S.J., The 1970's: Critical Years
for Steel, Lexington Books, D,C. Heath and Company,
Lexington, Massachusetts, Toronto, 1972, p.55.
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Source:

1970-1978: American Iron and Steel Institute,

JAPANESE STEEL MILL PRODUCT EXPORTS TO U.S.

Table A-15.

(Net Tons x 103)

Year Carbon
1965 4,311
1966 4,708
1967 4,315
1968 7,080
1969 6,000
1970 5,674
1971 6,576
1972 6,176
1973 5,420
1974 5,934
1975 5,582
1976 7,696
1977 7,468
1978 6.,120

Alloy

55%*

78%*

85%
131
167
158
216
204
169
146
170
196
256
270

Stainless

52
65
68
83
86
103
116
61
48
79
93
93
96
96

Annual Statistical Report, various issues.

Alloy and Stainless 1965-1969: Essentiality

of Specialty Steels To National Interest,

H
p

*

earing, 92nd Congress, April 7,

p. 98,110,172.

- estimated

1972,

146
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Table A-16.

JAPANESE STEEL MILL PRODUCT EXPORTS TO U.S.

(Percent)
Year Carbon Alloy Stainless
1965 97.6 1.2 1.2
1966 97.1 1.6 1.3
1967 96.6 1.9 1.5
1968 97.1 1.8 1.1
1969 96.0 2.7 1.4
1970 95.6 2.7 1.7
1971 95.2 3.1 1.7
1972 95.9 3.2 0.9
1973 96.2 3.0 0.8
1974 96.3 2.4 1.3
1975 95.5 2.9 1.6
1976 96.4 2.5 1.2
1977 95.5 3.3 1.2
1978 94.4 4.2 1.5
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Table A-17.
TOTAL STEEL MILL PRODUCT IMPORTS TO U.S.

(Thousands of net tons)

Year Carbon Alloy Stainless
1965 10,169 101 113
1966 10,459 157 137
1967 11,136 170 149
1968 17,486 300 174
1969 13,514 338 182
1970 12,839 349 177
1971 17,697 415 192
1972 17,084 448 149
1973 14,587 434 128
1974 15,380 413 176
1975 11,398 4438 167
1976 13,627 483 175
1977 18,549 580 178
1978 20,181 754 200

Source: 1970-1978: American Iron and Steel Institute
Annual Statistical Report, various issues.
Alloy and Stainless 1965-1969: Essentiality
of Specialty Steels To National Interest,
Hearing, 92nd Congress, April 7, 1972,
pp. 98,110,172.
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Table A-18.

TOTAL STEEL MILL PRODUCT IMPORTS TO U.S.

(Percent)
Year Carbon Alloy Stainless
1965 - 97.9 1.0 1.1
1966 97.3 1.5 1.3
1967 97.2 1.5 1.3
1968 97.4 1.7 1.0
1969 96.3 2.4 1.3
1970 96.1 2.6 1.3
1971 96.7 2.3 1.0
1972 96.6 2.5 0.8
1973 96.3 2.9 0.8
1974 96.3 2.6 1.1
1975 94.9 3.7 1.4
1976 . 95.4 3.4 1.2
1977 .96.1 3.0 0.9
1978 95.5 3.6 0.9
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Table A-19.
U.S. STEEL MILL SHIPMENTS

(Thousands of net tons)

Year Carbon Alloy Stainless
1965 84,118 7,669 879
1966 81,089 7,973 933
1967 76,042 7,018 837
1968 83,221 7,816 819
1969 85,106 7,861 910
1970 83,145 ‘6,944 709
1971 79,306 7,014 718
1972 83,173 7,777 855
1973 100,924 9,372 1,134
1974 97,948 10,179 1,345
1975 70,764 8,436 757
1976 80,320 8,108 1,019
1977 81,268 8,761 1,118
1978 86,187 10,557 1,191

Source: American Iron and Steel Institute Annual
Statistical Report, various issues.
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Table A-20.

U.S. STEEL MILL SHIPMENTS

(Percent)
Year Carbon Alloy Stainless
1965 90.8 8.3 0.9
1966 90.1 8.9 1.0
1967 90.6 8.4 1.0
1968 90.6 8.5 1.0
1969 90.6 8.4 1.0
1970 91.6 7.6 0.8
1971 91.1 8.1 0.8
1972 90.6 8.5 0.9
1973 90.6 8.4 1.0
1974 89.5 9.3 1.2
1975 88.5 10.6 0.9
1976 89.5 9.4 1.1
1977 89.2 9.6 1.2
1978 88.0 10.8 1.2

Source: American Iron and Steel Institute Annual
Statistical Report, various issues.
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Table A-21.
STEEL’MILL PRODUCT IMPORTS TO U.S.

(Thousands of net tons)

Year Total Japan E.C.S.C. R.O.W.
1969 14,034 6,253 5,200 2,581
1970 13,364 5,935 4,573 2,856
1971 18,034 6,908 7,156 3,970
1972 17,681 6,440 7,779%* 3,462
1973 15,150 5,637 6,510% 3,003
1974 15,970 6,159 6,424% 3,387

IMPORTS RELATIVE TO VRA CEILING

(Percent)
Year Japan E.C.S.C.
1969 108.7 90.4
1970 - 98.5 75.9
1971 109.2 113.1
1972 99.1 97.1
1973 84.6 80.4
1974 90.2 77.4

Source: American Iron and Steel Institute Annual
Statistical Report, various issues.

* - Including United Kingdom
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Table A-22.
U.S. STEEL INDUSTRY

~

(Millions on net tons)

Finished  Capacity

Raw Steel Steel Utlilzation
Year Capacity Capacity  (Percent)
1968 155.00 91.9 84.8
1969 155.50 93.9 90.8
1970 155.50 90.8 84.6
1971 156.20 87.0 77.1
1972 154.60 91.8 86.1
1973 155.00 111.4 97.3
1974 155.57 109.5 93.7
1975 156.50 80.0 74.5
1976 159.00 89.4 80.1
1977 158.00%* 91.1 78.4
1978 158.00*%* 97.9 86.6

Source: Raw steel capacity and capacity utilization rates:
Prices and Costs in the U.S. Steel Industry,
Council on Wages and Prices, 1977.

* - American Iron and Steel Institute
** - Estimate

Finished steel production: American Iron and Steel
Institute, Annual Statistical Report, various issues.
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Table A-23.

U.S. STEEL INDUSTRY

3 Year

Yield* Moving

Year (Percent) Average
1968 69.8 67.6
1969 66.4 67.4
1970 69.0 68.4
1971 72.3 69.2
1972 68.9 70.1

1973 73.9 71.1 .
1974 75.1 72.6
1975 68.5 72.5
1976 69.8 71.1
1977 72.7 70.3
1978 71.6 71.4

* - Finished steel production / Raw steel production
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Table A-24.

UNITED STATES

(Thousands of net tons)

Year

1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978

* - Steel supply = USSs1
- U.SQ
+ U.S.

Source: American Iron and Steel Institute, Annual
Statistical Report, various issues.

Total
Supply*

107,646
102,682

97,100
102,515
106,613
122,528
119,609

89,016
101,078
108,451
116,648

finished steel shipments
finished steel exports
finished steel imports

155
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Table A-25.

JAPANESE STEEL MILIL PRODUCT EXPORTS TO U.S.
(Percent of Total Exports to U.S.)

(3 Year Moving Average)

Total Steel

Year Mill Products
1968 41.6
1969 41.4
1970 43.2
1971 42.2
1972 39.5
1973 37.1
1974 37.4
1975 41.5
1976 47.7
1977 48.4

1978 42.4
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Table A-26.
JAPANESE STEEL MILL PRODUCT EXPORTS TO U.S.

(Percent)

(3 Year Moving Average)

Year Carbon Alloy Stainless
1968 96.9 1.8 1.3
1969 96.6 2.1 1.3
1970 96.2 2.4 1.4
1971 95.6 2.8 1.6
1972 95.6 3.0 1.4
1973 95.8 3.1 1.1
1974 96.1 2.9 1.0
1975 96.0 2.8 1.2
1976 96.1 2.6 1.4
1977 95.8 2.9 1.3
1978 95.4 3.3 1.3
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Table A-27.
USSI CAPITAL EXPENDITURE PROJECTIONS 1978-1985

(Billions of Current Dollars)

Annual
Growth
Rate Annual
Source (%) Total Expenditure
Harry Holiday 2.25 50.4 6.3
A.D. Little & Co. 0.00 28.9 3.6
1.00 33.8 4.2
2.00 44.2 5.5
3.00 58.3 7.3
A. Solomon - 32.0 4.0
E. Speer 2.25 48.2 6.0
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Table A-28.
USSI CAPITAL EXPENDITURES

(Millions of Current Dollars)

Environmental Steel and

Year Total Control Nonsteel
1968 2,307 102 2,205
1969 2,047 138 1,909
1970 1,736 183 1,553
1971 1,425 162 1,263
1972 1,174 202 972
1973 1,400 100 1,300
1974 2,115 199 1,916
1975 3,179 453 2,726
1976 3,253 489 2,764
1977 2,858 535 2,323
1978 2,538 458 2,080

Source: American Iron and Steel Institute Annual
Statistical Report, various Issues.
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APPENDIX B
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Trade Act of 1974, Title III - Relief From Unfair Trade
Practices. Chapter 2 - Antidumping Duties, SEC. 321. Amend-

ments To The Antidumping Act of 1921.

"Exporter's Sales Price"

Foreign Market Value

(b) Whenever the Secretary has reasonable grounds to
believe or suspect that sales in the home market of the
country of exportation, or, as appropriate, to countries
other than the United States, have been made at prices which
represent less than the cost of producing the merchandise in
question, he shall determine whéther, in fact, such sales
were made at less than the cost of producing the merchandise.
If the Secretary determines that sales made at less than cost
of production (1) have been made over an extended period of
time and in substantial quantities, and (2) are not at prices
which permit recovery of all costs within a reasonable period
of time in the normal course of trade, such sales shall be
disregarded in the determination of foreign market value.
Whenever sales are disregarded by virtue of having been made
at less than the cost of production and the remaining sales,
made at not- less than cost of production, are determined to

be inadequate as basis for the determination of foreign mar-
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ket value, the Secretary shall determine that no foreign
market value exists and employ the constructed value of the

merchandise in question.

(c) If available information indicates to the Secretary
that the economy of the country from which the merchandise is
exported is state-controlled to an extent that sales of
offers of sales of such or similar merchandise in that
country or to countries other than the United States do not
permit a determination of foreign market value under sub-
section (a). The Secretary shall determine the foreign mar-
ket value of the merchandise on the basis of the normal

costs, expenses and profits as reflected by either -

(1) the prices determined in accordance with sub-
section (a) and section 202, at which such or similar
merchandise of a non-state-controlled-economy country
or countries is sold either (A) for consumption in the
home market of that country or countries, or (B) to

other countries, including the United States; or

(2) the constructed value of such or similar

merchandise in a non-state-controlled-economy country
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or countries as determined under section 206.

Source:

United States Statutes at Large, 92nd Congress,
2d Session, 1974, Vol. 88, Part 2, Public Laws,
Private Laws, Concurrent Resolutions, Proclama-
tions, pp. 2046-2047.
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APPENDIX C
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1968 VRA

Source: Hogan, William T., S.J., The 1970's: Critical Years
For Steel, Lexington Books, D.C. Heath and Company,

Lexington, Massachusetts, Toronto, 1972, pp. 55-58.
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December 23, 1968

To: The Honorable Secretary of State
Washington 25, D.C., U.S.A.

From: Yoshihiro Inayama, Chairman _
Japan Iron & Steel Exporter's Association

Subject: Statement of the Intention of the Japanese Steel
Industry :

Statement of the Intention of
the Japanese Steel Industry

1. With the desire to assist in the maintenance of an order-
ly market for steel in the United States, the nine lead-
ing steel companies of Japan, namely, Yawata Iron &
Steel Co., Ltd., Fuju Iron & Steel Co., Ltd., Nippon
Kokan Kabushiki Kaisha, Kawasaki Steel Corporation,
Sumitomo Metal Industries, Ltd., Kobe Steel Works, Ltd.,
'Nisshin Steel Co., Ltd., Osaka Iron & Steel Co., Ltd.,
and Nakayama Steel Works, Ltd. gave assurances in their
statement of July 5, 1968, that their steel mill product
shipments from Japan to the United States would not ex-
ceed 5.5-million metric tons during Japanese fiscal year
1968. These nine companies account for approximately
85 percent of all Japanese steel mill products shipped
to the United States. In the light of subsequent events
and as a result of discussions concerning this matter
with the representatives of the Government of the United
States of America, they now want to make a new statement
to the following effect.

2. With greater understanding of market conditions for steel
in the United States, and with the cooperation of the
medium and small steelmakers of Japan which account for
the remaining 15 percent of shipments to the United States
the same nine leading steel companies wish to state
their intention, subject to measures permitted by the
laws and regulations of Japan- to limit the Japanese
shipments of steel mill products to the United States to
a total of 5,750,000 net tons during calendar year 1969.

3. During the subsequent two calendar years (through 1971),
it is also their intention to confine the Japanese ship-
ments within limits which would represent, at most, a 5
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percent increase over 5,750,000 net tons in 1970 and
over 6,037,500 net tons in 1971, depending upon demand
in the United States market and the necessity to main-

tain orderly marketing therein. During this period

the Japanese steel companies will try not to change
greatly the product mix and pattern of distribution of
trade as compared with the present.

This statement is made upon the assumptions: i) that the
total shipments of steel mill products from all the
steel exporting nations to the United States will not
exceed approximately 14,000,000 net tons during 1969,
105 percent of 14,000,000 net tons in 1970, and 105
percent of 14,700,000 net tons in 1971; ii) that the
United States will take no action, including increase

of import duties, to restrict Japanese steel mill pro-

duct exports to the United States; and iii) that the

above action by the Japanese steel companies does not
infringe upon any laws of the United States of America
and that it conforms to international laws.

s/Yoshihiro Inayama
Chairman

Japan Iron & Steel Exporter's
Association
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December 23, 1968

The Honorable Secretary of State
New State Building

Washington 25, D.C.

U.S.A.

Sir,

The association of the steel producers of the ECSC united in
the "Club des Siderurgistes," to wit:

-Associazione Industrie Siderurgiche Italiane ASSIDER, Milan
represented by. Prof. Dr. Ernesto Manuelli

-Chambre Syndicale de la Siderurgie Francaise, Paris repre-
sented by the President, Mr. Jacques Ferry

-Groupement des Hauts Fourneaux et Acieries Belges, Brussels
represented by the President, Mr. Pierre van der Rest

-Groupement des Industries Siderurgiques Luxembourgeoises,
represented by the President, Mr. Rene Schmit/Luxembourg

-Vereniging de Nederlandse Izer-en Staalproducerende Indus-
tria, represented by Mr. Evert van Veelen/Ijmuiden
-Wirtschaftsvereignigung Eisen- un Stahlindustrie, Dussel-
dorf represented by the President, Bergassessor Dr. Hans-
Gunther Shol

referring to the repeated talks they have had in this matter
with representatives of the Government of the United States
in behalf of the sustenance of liberal international trade
in steel and to assist in the maintenance of an orderly mar-
ket for steel in the United States declare the following:

1. It is their intention to limit the total ECSC deliveries
of steel mill products, i.e., finished rolled steel pro-
ducts, semis, hot rolled strip, tubes, and drawn wire
products, to the United States to 5,750,000 net tons
during the calendar year 1969.

2. It is also their intention in the calendar years 1970
and 1971, to confine their deliveries within limits which
would at the utmost represent for the vear 1970 a five
percent increase over 5,750,000 net tons for the year
1971, a five percent increase over 6,037,500 net tons.

During the named periods the ECSC producers will try to main-
tain approximately the same product mix and pattern of dis-
tribution as at present.
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This statement is based on the assumption

A) that the total shipments of steel mill products
(finished rolled steel products, semis, hot rolled strip,
tubes, and drawn wire products) from all the steel exporting
nations to the USA will not exceed approximately l4-million
tons during 1969, and five percent over l4-million net tons
in 1970, and five percent over 1l4.7-million net tons in 1971;
and

B) that the United States will take no action to re-
strict ESCS steel mill product exports to the USA like

a) quota system

b) increase of import duties

c) other restrictions on the import of steel
mill products to the USA.

This proposal of the ECSC steel producers is made provided
that it does not infringe on any laws of the United States
and that it conforms to international laws.

/s/=-Ernesto Manuelli- /s/~-Jacques Ferry-
/s/-Pierre van der Rest- /s/-Rene Schmit-
/s/-Every van Veelen- /s/-Hans-Gunther Shol-
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January 14, 1969

The Honorable Wilbur D. Mills
Ways and Means Committee
House of Representatives

Dear Mr. Chairman:

The President has asked me to transmit to you communi-
cations received from the steel industry of Japan and the
steel industries of the European Coal and Steel Community
(ECSC) expressing the intentions of these industries to
limit their exports of steel mill products to the United
States in the years 1969 through 1971.

We estimate that as a result of the export limitations
of the Japanese and ECSC producers, which. together provide
about 82 percent of our steel imports, total imports will
amount to about l4-million net tons in 1969, about 14.7-
million net tons in 1970, and about 15.4-million net tons in
1971. Other major foreign producers have not formally
offered to cooperate in the voluntary export limitations,
but as a practical matter, are expected to maintain their
exports at levels which yield the estimates stated above.

Sincerely yours,

/s/ Dean Rusk
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1972 VRA

Source: Hogan, William T., S.J., The 1970's: Critical Years
For Steel, Lexington Books, D.C. Heath and Company,
Lexington, Massachusetts, Toronto, 1972, pp. 65-71.
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May 2, 1972
Dear Mr. Secretary:

The Associations of the Steel Producers of the European

Coal and Steel Community (ECSC) and the Association of Steel
Producers of the United Kingdom, declare their intention to
limit through December 31, 1974, exports of steel mill pro-
ducts to the United States. The following are the terms
under which these exports will be regulated:

1. Total Exports and Growth Rate

The total quantity of steel mill products to be shipped
to the United States by the above-emntioned producer asso-
ciations will not exceed 7,270,000 metric tons (8,013,794
net tons) during calendar year 1972. The growth rate of
exports of steel mill products will not exceed one percent
(1%) in calendar year 1973 over the calendar year 1972
limit of shipments and the growth rate of exports of steel
mill products will not exceed two and one-half percent (2.5%)
in 1974 over the calendar year 1973 limit of shipments.

In accordance with this growth rate, such shipments will
not exceed 7,342,000 metric tons (8,093,573 net tons) in cal-
endar year 1973 and 7,525,550 metric tons (8,295,910 net
tons) in calendar year 1974.

The above-mentioned producer associations will endeavor
to insure that shipments in either calendar semester of a
given year will be held to no more than sixty percent (60%)
of the total annual quantitative limit.

2. Product Mix

Within the foregoing limitations, the above-mentioned
producer associations will limit their shipments of stain-
less, alloy and high speed steel mill products which are
covered by the ECSC Treaty to total quantities not to exceed
the following (metric tons)
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Stainless Steel Mill Products

1972 16,873
1973 15,871
1974 16,268

Alloy Steel Mill Products

1972 77,927
1973 68,351
1974 70,059

High Speed Steel Mill Products

1972 120
1973 99
1974 101

Within these total quantities the above-mentioned pro-
ducer associations will not depart significantly from the
product mix in each calendar year as compared with the pat-
tern of such shipments to the United States over recent
years.

Concerning high speed steel mill products and stainless
and alloy steel mill products which are not covered by the
ECSC Treaty, the above-mentioned producer associations will
use their best efforts, consistent with legal requirements,
to induce producers who are not members of the above-men-
tioned producer associations to limit their shipments to the
following quantities (metric tons).

High Speed Steel Mill Products

1972 360
1973 370
1974 379

Stainless Steel Mill Products

1972 S 7,211
1973 6,633
1974 6,800

Alloy Steel Mill Products

1972 34,993
1973 35,034
1974 35,910
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Exports of the aforementioned products will be regulated
by reference to the classifications of the Brussels Tariff
Nomenclature (BTN). A concordance of the BTN with the relevant
classifications contained in tariff schedules concordance of
the BTN with the relevant classifications contained in Tariff
Schedules of the United States Annotated (TSUSA) is appended.

With respect to other catagories of steel mill products,
the above-mentioned producer associations will generally
maintain the product mix in each calendar year in accordance
with the average shipments for the period 1969, 1970, 1971.

With reference to exports of cold finished steel bars,
special efforts will be made, consistent with legal require-
ments, to confine shipments during calendar year 1972 to a
level of not more than two and one-half percent (2.5%)
greater than during calendar year 1970 and to maintain a
growth rate of two and one-half percent (2.5%) of the pre-
ceeding year's limit during each of calendar years 1973
and 1974.

3. Fabricated Structural Steels

Such products are not considered steel mill products
and are not within the limitations set forth in paragraph 1
above. However, with reference to shipments of fabricated
structural steel products according to the definitions of
the BTN, special efforts will be made, consistent with legal
requirements, to confine the shipments by the aforementioned
producer associations during during calendar year 1972 to
a level not more than two and one-half percent greater than
during calendar year 1970, outside the quantitative limit
as described in paragraph one above, and to maintain a
~growth rate of two and one-half percent (2.5%) of the pre-
ceeding year's limit during each of calendar years 1973
and 1974.

Geographic Mix

During calendar years 1972,1973, and 1974, the above-
mentioned producer associations will endeavor to the fullest
extent possible to avoid growth in shipments of steel mill
products to any particular customs region on United States
(Atlantic Coast, Gulf Coast/Mexican Border, Pacific Coast,
Great Lakes/Canadian Border, and off-shore regions) in excess
of the approximate proportions of calendar years 1969, 1970,
and 1971.
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5. Consultations

The above-mentioned product associations, through their
authorized representatives, hold themselves ready to consult
with representatives, of the United States Government on any
problem of question that may arise with respect to this
voluntary restraint undertaking. They expect that, similarly,
the United States Government would be prepared to consult
with their representatives on any problem or question that
may arise with respect to this voluntary restraint under-
taking. They reserve the right to request consultation in
the event that they consider they have been placed in a
disadvantageous position with respect to other exporters of
steel to the United States by developments in the inter-
national steel market taking place subsequent to entering
this undertaking, or if developments in the international
steel market should take place which could substantially
impair the carrying out of this undertaking. Similarly, they
recognize that the United States Government may request con-
sultation if it considers that developments in the inter-
national steel market may have taken place during the term
of this undertaking which substantially affect any of the
provisions of this arrangement.

The above-mentioned producer associations reserve the
right to request consultation with respect to the exclusion
in particular situations from the export limitations quantity
in paragraph 1 above of shipments of large-diameter line pipe.

6. This voluntary restraint undertaking is based on the
following assumptions:

a. The provisions of paragraphs 1, 2, 3, 4, and 5
of this letter should not have disadvantageous effects
for the above-mentioned producer associations as com-
pared with the undertakings made or to be made by pro-
ducers of other countries concerning their exports
to the United States market.

b. The United States Government will take no uni-
lateral actions to restrict the quantity of steel
mill products to be imported by the United States from
Belgium, France, the German Federal Republic, Italy,
Luxembourg, the Netherlands, and the United Kingdom,
or to raise the tariffs thereon, including the new
imposition of a surcharge, or to impose any other
measure of similar effect.
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c. This undertaking is made with the understanding

that it is not in violation of any law of the United
States or international rule, especially the provisions
of the treaty establishing the European Coal and Steel
Community and of decisions of the European Economic
Commission.

Sincerely yours,

This letter is signed on behalf of the undermentioned
association by:

1.

2.

Comite de la Siderurgie Delge KSJ Baron Van Der Rest,
President

Wirtschaftsvereinigung Eisen und Stahl Industrie
Hans-Jorg Sendler ~

Chambre Syndicale de la Siderurgie Francaise,
M. Jacques Ferry, President

British Steel Corporation
Mark Littman

Deputy Chairman on behalf of
Lord Melchett, Chairman

British Independent Steel Producers Association
Sir Douglas Bruce-Gardner, Chairman

Associazione Industrie Siderurgiche
Italiane "Assider"
Dott Mario D'onofrio, Delegato Della Presidenza

Groupement de l'Industrie Siderurgiche
Luxembourgeoise
M. Rene Schmit, President

Vereniging de Ntderlandsche Ijzer in Staalproducerende
Industrie, M. Evert Van Veelan, Chairman



T-2041 177

May 4, 1972
Dear Mr. Secretary:

In order to assist in the maintenance of an orderly
market for steel in the United States, the Japan Iron and
Steel Exporters' Association (hereinafter referred to as
the Association) declares its intention, with the cooperation
of associations for steel mill products not covered by the
Association, to extend through December 31, 1974, its lim-
itations on steel mill product exports to the United States,
as initiated by its memorandum of December 23, 1968. The
following are the terms under which these exports will be
regulated:

1. Total exports and growth rate. The total quantity
of Japanese steel mill products to be shipped to the United
States during calendar year 1972 will not exceed 5,895,000
metric tons.

The growth rate of exports of the aforementioned pro-
ducts will not exceed 2-1/2 percent per annum in each of the
years 1973 and 1974 over the preceeding year's limit of ship-
ments. In accordance with this growht rate, such shipments
will not exceed 6,042,000 metric tons during calendar year
1973 and 6,193,000 metric tons during calendar year 1974.

Shipments in either semester (6-month period) of a
given year will be held to no more than sixty (60) percent
of the total annual quantative limit.

2. Product mix. Within the foregoing ovérall.limitations,
shipments of specialty steel mill products will be confined
to total quantities not to exceed the following (in metric
tons) :

1972 1973 1974
Stainless Steel 72,463 68,840 70,561
Tool Steel 893 915 938
Other Specialty Steel 155,935 141,901 145,448

With respect to the aforementioned specialty steel mill pro-
ducts, the Association will not depart significantly from
the product mix in each calendar year as compared with the
pattern of such shipments to the United States over

recent years.
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Since exports will be regulated by reference to Japanese
customs clearance statistics, which are based upon the
Brussels Nomenclature, Japanese classification of the above
grades of steel will be used, provided that in the case of
toool steel, a seperate consideration will be given to the
shipments in accordance with the definitions of the Tariff
Schedules of the United States Annotated.

With respect to other catagories of steel mill products,
the Association will generally maintain the product mix in
each calendar year in accordance with the average shipments
for the period 1969, 1970, and 1971.

, With special reference to exports of cold finished carbon
steel bars, shipments will be confined during during calendar
year 1972 to a level of not more than 2-1/2 percent greater
than during 1970. A growth rate of 2-1/2 percent of the pre-
ceeding year's limit will not be exceeded during calendar
years 1973 and 1974.

3. Fabricated and structural steels. Such products are
not considered steel mill products and are not within the
limitations set forth in paragraph 1 above. However, with
reference to shipments of fabricated structural steel pro-
ducts, as defined below, according to the definitions of the
Japanese customs tariff - namely: electric poles (towers)
and parts thereof, of iron or steel: steel towers and parts
thereof, of iron or steel. n.e.s.: bridges and parts thereof,
of iron or steel: flood gates and parts thereof, of iron or
steel, n.e.s.: structures and parts thereof, of iron or
steel, n.e.s.: bars, rods, plates, sheets, tubes, pipes, and
other materials, worked for structural use, of iron or steel -
special efforts will be made to confine the shipments by
Japanese steel producers during calendar year 1972 to a level
of not more than 2-1/2 percent greater than during 1970,out-
side the quantitative limit as described in paragraph 1 above.
A growth rate of 2-1/2 percent of the preceeding year's limit
will not be exceeded during calendar years 1973 and 1974. It
is understood that problems relating to the shipments of
fabricated structural steels may be reviewed at the end of
1972 in accordance with paragraph 5.

4. Geographic mix. During calendar years 1972, 1973,
and 1974, the Association will endeavor to the fullest extent
possible to avoid growth in shipments of steel mill products
to any particular custome region of the United States
(Atlantic Coast, Gulf Coast-Mexican Border, Pacific Coast,
Great Lakes-Canadian Border, and offshore regions) in excess
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of the approximate proportions of calendar years 1969, 1970,
and 1971. With specific reference to the Pacific Coast customs
region, shipments will be confined to a level not exceeding
one~third of total shipments of steel mill products to the
United States.

5. Consultations. The Association through its authorized
representatives, holds itself ready to consult with rep-
resentatives of the United States Government on any problem
or question that may arise with respect to this voluntary
restraint undertaking. The Association expects that, similarly,
the United States Government would be prepared to consult
with the representatives of the Association on any problem
or question that may arise with respect to this voluntary
restraint undertaking.

The Association reserves the right to request consul-
tation with respect to the exclusion from the export limi-
tation quantity in paragraph 1 above of shipments of large-
diameter line pipe (48-inch diameter or wider) when such
pipe cannot be supplied from domestic production in the
United States.

6. This voluntary restraint undertaking is based on the
following assumptions:

A. That, in consideration to the voluntary
restraint undertaking in the existing memorandum
of December 23, 1968, the terms of the undertaking
of paragraphs 1, 2, 3, 4, and 5 above as well as
the Association's share of total United States
imports of steel mill products, will not be dis-
advantageous to the Association as compared with
the undertakings made or to be made by the members
of the Eurpoean Coal and Steel Community.

B. That the United States Government will take
no unilateral actions to restrict the quantity of
United States imports of steel mill products, or to
raise the tariffs thereon, including any new imposi-
tion of supplemental duties: and

C. That this undertaking is made with the under-
standing that it is not in violation of United States
law or international law.

Yours sincerely,

/s/ Yoshihiro Inayama
Chairman, Japan Iron and Steel
Exporters Association
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Office of the White House Press Secretary
Saturday, May 6, 1972

The White House
Statement by the President

I am pleased to announce that the steel producers of Japan,
the European Community and the United Kingdom have expressed
their intention to restrain on a voluntary basis their
exports of steel mill products to the United States durlng
the next three years.

This welcome development - which will lead to the'preser-
vation of jobs in our domestic steel industry - successfully
concludes more than a year of discussion.

For some time, I have been deeply concerned about the serious
problem that excessive imports have posed for our steel
workers and to our steel industry. Consequently, I directed
that efforts be made to limit the impact of steel imports.

The deputy Under Secretary of State for Economic Affairs,
Nathaniel Samuels, undertook discussions with the Japanese
and Auropean steel producers with respect to their renewal -
on improved terms - of the voluntary restraints on steel
exports.

After more than a year's effort, Mr. Samuels has succeeded

in this important endeavor. The Secretary of State has
advised me that he has received communications from the steel
producers in these countries in which they pledge a three-
year restraint - with improved terms - of their voluntary
limits on their steel exports to the United States.

-This undertaking represents a substantial improvement over
the arrangements of the last three years and will enable
domestic steel producers to make their plans with confidence
that imports will not be disruptive in the domestic market,
it will help preserve the jobs of American steel workers.

I am especially pleased that this undertaking was reached on
a voluntary basis. Such statesmanlike cooperation is vital
to our mutual efforts to build a more equitable and a more
progressive system of international trading agreements.
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