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U.S. STEEL INDUSTRY

FRIDAY, JUNE 8, 1984 -

U.S. SENATE,
SUBCOMMITTEE ON INTERNATIONAL TRADE,
CoMMITTEE ON FINANCE,
\ Washington, DC.

The committee met, pursuant to notice, at 9:33 a.m. in room SD-
215, Dirksen Senate Office Building, Hon. John C. Danforth (chair-
man) presiding.

Present: Senators Danforth, Packwood, Heinz, Durenberger,
Symms, and Bentsen.

Also present: Senators Pete Wilson and Arlen Specter.

The press release announcing the hearing and the prepared
statements of Senators Chafee, Moynihan, and Symms, and letter
and background material from the Heritage Foundation on the
state of the U.S. steel industry follow:]

[Press Release No. 84-142)

SUBCOMMITTEE ON INTERNATIONAL ‘I'RADE ANNOUNCES HEARING ON THE STATE OF THE
U.S. STerRL INDUSTRY

Senator John C. Danforth (R., Mo.), Chairman of the Subcommittee on Interna-
tional Trade of the Committee on Finance, announced today that the Subcommittee
will conduct a hearing on Friday, June 8, 1984, on the state of the steel industry.

The hearing will commence at 9:30 a.m. in Room SD-215 of the Dirksen Senate
Office Building.

In announcing the hearing, Chairmanr Danforth noted that the steel industry is
one of several that have filed petitions under section 201 of the 1974 Trade Act seek-
ing relief from imports, The hearing should afford an opportunity to examine future
prospects for the U.S. steel industry as it restructures to compete more effectively.

STATEMENT BY SENATOR JOHUN H. CHAFEE, AT A HEARING OF THE SUBCOMMITTEE ON
INTERNATIONAL TRADE _

Mr. Chairman: Few of us will disagree that the steel industry has suffered tre-
mendous setbacks in the last ten years. Where we part company is on the causes of
these setbacks and the solutions for making American steel a viable industry again
both domestically and worldwide.

One solution proposed by the steel indiustry and its advocates is protection. S.
2380, which is presented by its sponsoss as necessary to give the steel industry
breathing room “to modernize and regain its competitive edge,” would impose
quotas limiting imports to 15 percent of U.S. comsumption.

I do not believe in the concept of breathing room. Industry after industry comes to
us to ask for breathing room from import competition. The auto industry, the foot-
wear industry, and now the steel industry. Too often breathing room just means a
chance to hike up prices and salaries. Breathing room is too often not used to get
breath back but to further suffocate.

The protections given to this industry go as far back as the 1968 Voluntary Re-
straint Afreement with the European Economic Community. That breathing space
merely allowed the industry to avoid necessary restructuring. The labor costs of
U.S. steel makers were then and still are undermining its competitiveness. By 1978,

h
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U.S. labor costs g:r ton of steel shifged exceeded that of any other major steel sup-
plying country. Between 1969 and 1982, the real hourly cost of iron and steel wage
employees increased from $14.14 to $23.78, or by 68 percent, all out of proportion
with wage increases for all manufacturing. The premium of steel wages over wages
for all manufacturing was 65 percent by 1982,

Precisely because they thought they could shield themselves from the world
market, companies and workers postponed dealing with the industry’s basic prob-
lems: old and inefficient plants, lagging technologies and high labor costs. As a
result, the industry grew less competitive, and its retrenchment came as a sudden
but inevitable shock.

Protection for steel has never been an economic success, because any benefits
were quickly dissipated and because the problems with this industry did not origi-
nate with imports. The Comptroller General in his 1981 report to the Congress enti-
tled, “New Strategy Required for Aiding Distressed Steel Industry,” stated that im-
ptortt:dare a result, not a cause, of the U.S. steel producers’ problems. That report
stated:

“The companies we interviewed frequently cited the unavailability or the restrict-
ed sources of certain steel mill products domestically, and the undependability or
slowness of U.S. companies’ delivery, as reasons for buying foreign steel.

Several of the firms we contacted said forei%n mills were more willing than U.S.
producers to work with them in solving problems. Additionally, the foreign mills
would be more willing to tailor products to customer specifications or perform addi-
tional manufacturing operations at the mill before shipment.”

Steel executives were late in seeing that cars would get smaller and plastics and
aluminum would substitute for steel; that steel would not recapture the beverage
can market for aluminum; that stronger steel and reinforced concrete would reduce
the need for steel in construction; and that they didn’t have the luxury of being lax
with customers, using a marketing technique of take-it-or-leave-it, while foreign
steel makers were in there competing.

These are fundamental changes taking place in our economy that no legislation
can reverse. The simple fact is that we need less steel today than we did ten years
ago. Ever increasing prices for stee] will not stem but stimulate the movement
toward substitutes. .

The impact of these quotas on the cost of steel and steel products to the consumer
has not yet been analyzed. According to a recent article in Europe magazine on-
“The High Cost of Protectionism,” tariffs and quotas on steel imports cost about $6
billion in 1980. The Trigger Price Mechanism cost consumers an additional $1.1 bil-
lion. That doesn’t include the costs of protection since 1980.

Higher steel prices in the U.S. will increase competition from finished steel prod-
ucts made abroad to the detriment of the vast number of U.S. steel product fabrica-
tors and their hundreds-of-thousands of workers, including a number of Rhode
Island companies like Amtrol Inc. and Weatherking.

Then there are the metal workini producers whose concerns and problems are
rarely addressed because they don't have a lot of political clout to make their con-
cerns heard. According to the U.S. Trade Representatives Bill Brock, this segment
of the industry employs 20 times more people and accounts for almost 10 times the
share of GNP than the integrated producers. Metal working firms are tir‘pically
small, yet they are sensitive to imports. These producers would clearly be hurt by
increased prices for their raw material and also by increased import competition as
ﬁzge{gn producers shift from exporting steel to exporting finished products made of
stee

While increased domestic production as a result of quotas might lead to employ-
ment of about 10,000 additional steel workers, the loss of jobs in the metal working
industries will be many times 10,000. This would hit a number of metal work pro-
ducers in Rhode Island, where unemployment of that magnitude could have devas-
tating effects, I for one cannot accept action by this Senate which helps one relative-
ly uncompetitive part of the industry at the expense of another sector which makes
a greater contribution to GNP and to employment. ‘ .

ext we will be hearing a much larger chorus of fabricators and metal workin
producers who will seek protection from imports of practically all finished stee
products. Where will we draw the line on all this protection? .

The point is that if the problems of the steel industry stem from unfair trade
practices, the Administration has sufficient authority under existing trade laws to
provide relief. The docket of the International Trade Commission is full of such peti-
tions. We should not short circuit or interfere with that legal process by takin,
action that could only lead to retaliation by our trading partners. The imposition o
quotas would apply to fairly and unfairly traded imports alike, form all sources.
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Those countries that trade fairly, like Canada, from which we import steel daily,
will probably feel the most aggrieved by the quotas and would be the most likely to
retaliate, in commodities other than steel.

I can, therefore, see no value whatsoever in imposing quotas. They will hurt, not
help, the steel industry, by removing the stimulus for modernization. They are not
needed, because we are now seeing a strong upturn in demand for steel of all types.
Integrated steel producers are making an effort to restructure and modernize their
plants, some are attempting to check increases in employment costs. The steel in-
dustry utilized 74.6 percent of its production capability in the first quarter of this
?'ear, compared with 49.3 percent in the same period in 1983, according to the Amer-
can Iron and Steel Institute. The total employment cost of hourly Yand workers per
hours worked, was 21.17 in March of this year, compared with 21.68 in February
and 22.50 in March 1983. Also according to the American Iron and Steel Institute,
shipments of steel mill products by American mills continued to improve in the first
quarter of this year.

Iron Age, the prominent industry publication, in its annual steel forecast in Janu-
ary, was very positive about the prospects for improvement in consumer markets,
Steel shipments to the railroad industry will rise 80 percent in 1984, it estimates.
Though it's far-fetched, Iron Age says, there may even be a steel shortage in 1984,
gince no one really knows how much effective steel capacity is available, “It’s rea-
sonable to consider that any surprises in the steel market situation should be on the
upside,” the forecast concludes. Throughout the industry there are signs of hope and
improvement in demand. Hardly the time to limit supply by cutting off imports I'd

say,

%he future of the American steel industry may not lie with those companies re-
questing our assistance, but rather with those modern, lean and highly specialized
ogerations dubbed mini-mills. Typically small, they use electric furnaces, state-of-
the-art equipment in steel making, and have combined high productivity and low
operating costs to invade the stodgy American steel market almost overnight. The
result is an industry whose domestic prices match the lowest-cost foreixn imports.
According to a 1978 study by the Congressional Office of Technolo ssessment,
the number of manhours needed to produce a ton of steel with an electric furnace
dropped 25.3 percent from 1972-77 compared with a 6.9 percent drop in integrated
mills. And the cost of building a mini-mill was 10-20 percent of the cost of a new
larger integrated plant.

hese small mills match foreign producers in efficiency and costs. Between 1969
and 1983, mini-mill shirments more than doubled, increasing from about 8 million
tons per year to 13 million tons per year. In that same period, the relative gain by
mini-mills exceeded by nearly 50 percent the gain by imports.

Kenneth Iverson, President and Chief Executive Officer of one such mill, Nucor
Corporation, the country’s tenth largest steel producer, disdains any trade protec-
tion from foreign producers. In a National Journal interview, Mr. Iverson said, ‘“I'm
not pessimistic at all about the integrated steel industry. It can be rationalized so it
can compete. But if we provide the steel companies with trade protection, it'll delay
modernization. We won't need to modernize if we have that protection.”

Mr. Chairman, I believe that steel quotas whether legislated or voluntary are con-
trary to the national interest. I wholeheartedly agree with the remarks of TRW
Chairman Ruben F. Mettler made recently to a meeting of the American Iron and
Steel Institute:

“We are not confronted with a choice. Either we try to raise a wall around our-
selves, close out the world, and compete for shares of a shrinking home market; or
we make up our minds to stay in the real world and compete as we have never had
to compete before.”

STATEMENT BY SENATOR DANIEL PATRICK MOYNIHAN (D., NY)

Mr. Chairman, I want to commend you for scheduling this most important hear-

ing on the state of the domestic steel industry.
embers of this Subcommittee are all too aware of the monumental problems

facing American steel workers and manufacturers. Hardly a State in the Nation has
not been affected, either directly or indirectly, by the downturn in this industry.

Imports of foreign steel have increased dramatically in recent years. Twenty years
ago, foreign producers shipped 6.4 million tons of steel into the United States. In
ll' 83,t foreign suppliers exported to America almost three times that amount, 17 mil-
ion tons.

While foreign suppliers have been increasing their steel shipments to the U.S,,
American producers have been selling less here. Since 1974, the percentage of the
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American market accounted for by foreign suppliers has steadily increased, from

13.4 percent to over 25 percent.

I ask the members of this Subcommittee to consider the human costs of increasing
imports and the decline in the American steel industry. In the first quarter of 1984,
unemployment among American steelworkers hovered near 16 percent; more than
70,000 American steelworkers are without work today. Just four years ago, the
American steel industry employed more than 400,000 men and women. Today, only
about 260,000 American steelworkers have jobs.

These human costs have been especially severe in my home state of New York.
Two major steel plants have closed down since 1982—the Republic Steel plant in
Buffalo and the Bethlehem Steel plant in Lackawanna—eliminating approximately
10,000 jobs. Today, the number of New Yorkers employed in the steel industry,
11,300, is less than half the number of only four years ago. This trend is alarming,
and demands our utmost attention,

The causes of the recent increase in foreign steel imports are as complex as the
are varied. The high and considerably overvalued American dollar must be consid-
ered one of the most impnrtant. According to the President’s Council of Economic
Advisors, between December 1980 and December 1983, the dollar appreciated some
52 percent against a basket of ten other leading Western currencies. After adjusting
for inflation, the real rise in the dollar's value during this period was 45 percent. It
is clear to this Senator that our import-sensitive industries, such as the steel indus-
trr. as well as our export industries simply cannot compete as well as they ought to
with the dollar so overvalued.

Mr. Chairman, I must stress that American steelworkers have sacrificed much to
meet the challenge facin%wthe industry, by agreeing to lower wages and benefits in
their labor contracts. In March 1983, the United Steelworkers of America and the
major domestic steel companies agreed to a new labor contract of historic propor-

" tions. That contract lowered wages and benefits by a very substantial margin,
nearly 11 percent, helping to increase the domestic industry’s competitiveness.

1 also would like to note that American steelworkers are some of the most produc-
tive workers in the world. American steelworkers can make a ton of steel in less

than 6 hours, on average—the same steel Japanese steelworkers need more than 7

hours to produce and German steelworkers need more than 9 hours to produce.

Mr. Chairman, the steel industry cleaw is facing the most critical period of tran.
sition and readjustment in its history. We sim(;)ly cannot permit this industry—so
irl?portant to the Nation’s industrial base and defense interests—to continue to de-
cline.

The government can, and indeed must, do all it can to stem the flood of foreign
imported steel. If we do not act, we will commit an error of historic proportions, as
our industrial base continues to be shipped overseas, funding employment and pro-
duction in other nations. '

I thank the Chairman for this opportunity to speak on this most important prob-
km, one facing not only our steelworkers and management but, indeed, every

merican.

SENATOR STEVE SyMMs—SENATE FINANCE CoMMITTEE—JUNE 8, 1984

It is hardly news that the U.S. steel industry is in trouble, and that the embattled
industry is blamihg import competition for a large share of its woes.

However, the U.S. steel industry’s problems are deeply rooted. The steel producers
solution—import barriers—might stem the tide for the very, very short term. But,
past experience has shown that past barriers were no more than temporary pallia-
tives that failed to address the steel industry's troubles at their many sources. More-
over, because steel is a major input in other industries, restricting steel imports
would inevitably raise steel prices, thus adversely affecting the competitiveness of
other U.S. industries. Although import restrictions might provide temporary relief
over the very short term, the wisdom of such a policy is questionable from the view-
point of the economy as a whole.

In examining the problems of the steel industry, I believe it would be short-sight-
ed to attribute rising steel imports entirely to actual or alleged unfair foreign trade
practices. A brief look at some of the basic factors proves otherwise.

The U.S. steel industry’'s woes arose partly from excess capacity in the worldwide
steel industry. From 1953 to 1973, world steel consumgtion grew rapidly at 6 per-
cent per year. The boom attracted vast amounts of public and private investment.
Steel production capacity exFanded in both the industrial and the developing na-
tions in order to keep pace with the growth in demand in 1973
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The boom ended in 1973. By 1981, consumption in the industrialized countries had
dropped to 86 percent of its 1973 level, but the drop was offset by increases in the
developing countries and in the planned economies so that the net result was zero
growth in world consumption.

While the growth in worldwide demand stagnated, steel production capacity con-
tinued to expand. From 1973 to 1981, capacity increased by 10 percent in the devel-
oped countries and by 7 percent in the developing countries. The resultant world-
wide excess capacity set the stage for increasingly fierce price competition that
threatens the continued survival of less-efficient, high cost groducers.

Unfortunately, the U.S. steel industry has been among the less-efficient, high-cost
producers in the world market, because of high labor costs and the use of outdated
equipment, compared to those abroad.

Labor costs have increased in the U.S. steel industry—the hourly wage cost, in-
cluding benefits rose from $3.30 in 1956 to $25.20 in 1982. The 0.6 times rise relative
to a 2.5 times increase in consumer prices has meant a substantial improvement in
the living standard of steel workers—at the expense of a profit squeeze in the U.S.
steel industry and a deterioration in the industry’s competitiveness compared to
producers abroad.

The profit squeeze arose because the wage increases were not fully offset by pro-
ductivity increases, and because the resultant rise in unit labor cost (labor cost %er
output) could only be partially passed on to steel users through price increases. Be-
tween 1956 and 1982, labor productivity in the U.S. steel industry rose by only 5.5
percent. Given the 6.6 times rise in the wage rate, this has meant a 8.9 times in-
crease in unit labO( cost, compared to a 3 times rise in average steel prices. Since
labor costs account'for about 40 percent of total production in the U.S. steel indus-
try, the development has meant sharply reduced profitability in that industry.

True, labor cost has also risen rapidly abroad and in some cases even faster than
in the United States, For instance, from 1956 to 1982, unit labor cost rose 4.3 times
in the Japanese steel industry, compared to the 3.9 times increase in the U.S. indus-
try. However, the relative shift was not large enough to have put more than a dent
in the absolute cost difference. By 1982, $265 per ton, the U.S. unit labor cost was
still substantially higher than the $144 per ton in Japan. Moreover, changes in
labor cost only tell part of the story. The rapid expansion in J)roduction capacity
abroad has also meant improved quality and availability of a wide range of products
in steel users in the U.S. market. To remain competitive, the U.S. steel producers
would have had to limit labor cost increases to a much greater extent than they
have been able to.

Numerous studies have focused on the reasons that U.S. productivity growth has
lagged behind growth rates abroad. In the steel industry, a major cause has been
the continued use of relatively old plants and e?uip.nent. Steel experts generally
agree that the most modern, efficient method of steel production is the so-called
“continuous casting” process whereby molten steel is poured directly into molds.
This process reduces the high energy and labor costs of the conventional practice of
first casting steel and later reheating it for molding and rolling. According to ex-
perts, the more efficient process accounts for 71 percent of Japan’s steel output, 45
percent of the EEC's and only 21 percent of the United States’.

But, why has the U.S. steel industry lagged so far behind in renovating its plant
and equipment in comparison to other countries? One would think that, given-the
high labor cost, there should have been a strong incentive for the producers to econ-
omize on labor cost by substituting capital for labor. And, surely, there has been no
lack of capital in the U.S. market relative fo markets abroad.

Two explanations suggest themselves. First, high labor cost has brought about a
severe profit squeeze in the U.S. steel industry, thus reducing the incentive for in-
vestment in capital renovation. Second, the worldwide excess capacity and the en-
hanced import competition have made it even less attractive for investors to pour
large amounts of capital into the industry.

In the face of increasing import competition, U.S. steel producers have appealed
to the government for protection and received various types of relief. For instance,
“voluntary” agreements were concluded in 1969 with the EEC and Japan to restrict
the growth of steel imports from those countries to no more than a five-percent
annual rate. Since 1977, a “trigger price mechanism” has been in place to irpose
duties on steel imports should the import price fall below the production and trans-

rtation cost of the most efficient foreign producer, Japan. These measures were
intended to protect domestic steel producers against abrupt, massive shocks from
abroad and to give them the time to generate the much-needed cash for modernizing
their production facilitiés.
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Studies, however, show that capital expenditures in the domestic steel industry
declined in the five-year period after 1968 even though the voluntary restraints re-
duced imports by 25 percent from what they would otherwise have been in the same
period. Between 1969 and 1974, in contrast, capital expenditures more than doubled
in the Japanese and EEC steel industries. Studies also show that the trigger-price
mechanism did not have any measurable impact on the market shares of U.S. do-
mestic steel producers.

Even if import barriers had been effective in keeping out or reducing imports,
thus providing short-run relief to the U.S. steel industry, their ultimate effect would
have been to raise U.S. steel prices. Since steel is a major input in so many other
industries, the higher steel sprices would clearly have deleterious effects on the com-
petitive positions of the U.S. automobile, machinery, home appliance, and other in-
dustries. Thus, it does not seem that total employment woul helped by effective
barriers against steel imports.

Furthermore, retaliation against other sectors of our economy by our trading
partners could have a major impact on the economy as a whole.
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May 30, 1984

Mr. Roderick A. DeArment
¢hiel Counsel

Committee on Finance
koom 8D~219

Washington, 'D.C. 20510

Dear Mr. DeArmonti

I would like to submit to the Subcommittee on International Trade
Professor Kent Jonas' Backgrounder, "Saving the Steel Industry", which
wag written at the requost of The Heritage Foundation.

pr. Jones is a Prof of E ios at Bab College, Wollesley,
Massachusotts and takes issue with suggostions that the government needs
to take a more activist vole in helping the steel industry.

If you have any questions regarding Dz, Jones' report please do not

hesitate to call me.

rginia‘E. Gilbert
Director, legislative Infomtlon
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FOR IMMEDIATE RELEASE
CONTACT!: Barbara Gracey

Steel Industry Seen Hurt By Protectlonism

WASHINGTON, May 25, 1984 - Additional measures to protect the alling steel
industry from allegedly unfalr foreign competition would only hurt the U.S. economy by
intlicting higher prices on consumers and creating new trade disputes, says & new study.

Author Kent Jones, Prof of E lcs at Bab College, Wellesley, Mass.,
takes lssue In the report with suggestions that the gov t needs to take a more
actlvist role In helping the stee! industry.

Those favoring & bigger role for government have proposed a variety of subsidles,
special tax credits, and restrictions on foreign steel Iimports to help domestic producers.

The U.S. steel Industry has run into hard financial times In recent years,
Employment In the Industry fell from 312,000 in 1974 to 243,000 In 1984,

But Jones says In his study, published by The Heritage Foundation, a Washington
think tank, that protectionist measures would harm both the competitiveness and the
market structure of domestic producers by delaying needed changes in the Industry.

The long-term goal of the proposed protectionist policies, Junes says, is to give the
Industry 'breathing space® while it slims down to a more efficient, more competitive size.
But In the process, he says, the measures will maintain production levels above those that
would occur In an open market, allowing the industry to avold or delay taking needed
rastructuring measures. ‘ o

"The very factors contributing to competitive decline — pricing practices and the
wage-productlvity gap In the case of steel — provide the motivation for a proiectlonln
campaign which In turn allows these factors to remain entrenched,” explains Jones. "In
addition, plant closings and modernization by the steel companies have been delayed
because the Industry has been insulated from the brunt of International competition,” he
says.

Emphasizing the antl-consumer nature of protectionist policles, he calls
protectionist devices "highly contaglous,” and notes that a successful plea for protection
could prompt other Industries to seek similar rellef. "Protectionist Industrial policy,” says
Jones, "therefore, might prove an Ideal catalyst for protracted trade disputes, along with
a general deterloration In international economic relations and a decline In world and
domestic economic welfare.”"

(more)



Recommending that Congress phase out trade restrictions and avold protectionist
policies, Jones says the salutary effect of international competition should: be the
principle on which an effective U.S. stee| policy Is bused. "Removing the painful sting of
competition subverts the objective of creating a healthy, robust steel industry.
Adjustment cannot be spurred by a benevolent government bureaucracy; it must proceed
in the marketplace." He also emphasizes that steel mergers must be accompanied by a
reduction In import barriers.

Jones warns that without substantial Import competition, any restructuring of the
U.S, steel Industry based on mergers and acquisitions would invite Inefficient and
uncompetitive behavior by the steel producers. "The Justice Department's Initial decision
to block the merger of LTV and Republic was based on inadequate domestic competition
due to trade restrictions,”" says Jones,

He ludes that & ist policy Is needed, because :'an Industrlal policy for
steel « » . must ultimately serve short-term producer interests to the detriment of
consumers and the economy as a whole — and ultimately to the steel Industry Itseif."
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SAVING THE STEEL INDUSTRY

INTRCDUCTION

No industry appears to be in more dire need of help than
steel. - But as the recent confused debate over mergers and foreign
imports has shown, there is little consensus about what should be
done. Employment in the industry Jeclined from 512,000 1n 1974
to 245,000 in February 1984 as the steel slump continued.! This
severe process of adjustment is particularly disturbing to many
Americans because of steel's association with economic growth and
well-being. ' How can the Ame:ican economy prosper, they ask, when
such a basic industry as steel is not strong, large, and healthy?

Many politicians have embraced the concept of a national
industrial policy and import cantrols as the key to steel's
improved competitiveness and "okderly" adjustment. Through a
variety of federal programs, subsidies, tax credits, and trade
restrictions, the proporents of industrial policy would seek to
achieve target levels of output and employment (particularly in
economically depressed regions), the retirement of excess steel-
making capacity, and the modernization of remaining facilities.

‘Yet these advocates of industrial policy have largely ignored
the reality of international trade in their propcsals. They call
for protectionist barriers, such as the steel import guota bill
now being considered by Congress, or they seek relief under Sec.
201 of the Trade Act of 1974, the so-called escape c.Liuse. But
international trade restrictions would harm both the competitive=

L William T. Hogan, World Steel in the 80s: A Case of 3urvival (Lexington,
Massachusetts: D.C. Hdeath, 1983), p. 119