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STEEL IMPORTS

TUESDAY, MARCH 23, 1999 .

U.S. SENATE,
. COMMITTEE ON FINANCE,
Washington, DC.

The hearing was convened, pursuant to notice, at 9:33 a.m., in
room SD-215, Dirksen Senate Office Building, Hon. William V.
Roth, Jr. (chairman of the committee) presiding.

Also present: .Senators Murkowski, Gramm, Moynihan, Rocke-
feller, Conrad, and Robb.

OPENING STATEMENT -OF HON. WILLIAM V. ROTH, JR,, A US.
SENATOR FROM DELAWARE, CHAIRMAN, COMMITTEE ON FI-
NANCE

The CHAIRMAN. The committee will please be in order. Today’s
hearing will focus on the complex situation facing the U.S. steel in-
dustry and a number of proposals that have been introduced in
both the House and Senate to address the situation.

Because we have a limited amount of time and a very large num-
ber of witnesses to hear from, I want to get right to our witnesses’
testimony.

But, before turning to our first group of witnesses, we will hear
from two of our colleagues, Senator Specter and Senator DeWine,
and two members of the House, Congressman Houghton and Con--
gressman Levin, both members of the Ways and Means Committee,
who have introduced a steel proposal.

Then we will hear from a panel consisting of Secretary of Com-
merce William Daley, and U.S. Representative Charlene
Barshefsky. They are here to provide the administration’s position
on the various bills now before the Senate, including the recently-
passed House bill imposing quotas on steel imports.

Finally, we will hear from our second panel of witnesses, con-
sisting of steel producers, steelworkers, and the consumers of steel
products to learn their views on the various proposals.

Senator Rockefeller?

OPENING STATEMENT OF HON. JOHN D. ROCKEFELLER IV, A
U.S. SENATOR FROM WEST VIRGINIA

Senator ROCKEFELLER. Mr. Chairman, I know that my name is
not Senator Moynihan. :

The CHAIRMAN. Right.

Senator ROCKEFELLER. But I would like to make a small ogening
statement, because this is a life and death issue for me and for the
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people I represent, particularly since we have been more affected
than any other State. ' '

I just want to say, and I respect my Chairman and I will be
short, I am interested in short-term strategies. I am interested in
strategies of all kinds. But what we in our State, and I think the
steel industry, cannot afford is' sort of business as usual, that we
need some kind of action which is going to address this problem
now,

I have always been for fair trade. I said at a recent meeting,
which you and I know about, that people have to play by the rules.
When people don’t play by the rules, then that changes things. If
people dump steel, that is called breaking international law. That
is illegal. en people do something illegally, under international
law, one does not usually let that fass.

I want to point out that import levels are at record levels, pricing
are depressed. If I could just put these on the record. Hot-rolled im-
ports have slightly decreased from the three countries, and only the
three countries and only hot-rolled steel, in Russia, Japan, and
Brazil, but imports are up generally in steel to this extent: 1,236
percent from China; from Indonesia, 720 percent; 326 percent from
Australia; from Finland, 168 Tercent; South Africa, 164 percent;
India 124 percent, et cetera. Cold-rolled now is up everywhere. Peo-

le are saying, good, then we will come in and we will fill in where
ot-rolled is down just a little bit.

The Commerce Department did some critical circumstances.
They made it faster by 20 days, the ruling procedure, et cetera. But
the benefit of the hot-rolled win with Russia was crushed by the
suspension agreement. The suspension agreement was a major
mistake. I have the feeling that the administration may be looking
at Brazil. I want to find out about that.

Senator BYRD HAS DONE A TREMENDOUS THING IN TERMS OF THE
BILLION DOLLARS WHICH HE IS LOOKING AT. On the other hand, that
does not put a single steelworker back to work. It is tremendously
important to keep some of our steel companies viable, particularly
in West Virginia. But we do have the mechanisms, Mr. Chairman.
This is a serious problem.

As I said before, there has never been any commodity in the his-
tory of trade statistics which has risen so fast, so quickly, in terms
of imports, and so illegally, as the matter of steel. Therefore, this
is, I think, an extremely important hearing, and I am grateful to
you.

The CHAIRMAN. Well, because of the importance and seriousness
of the situation, that is, of course, the reason we have called this
hearing.

Senator Moynihan?

OPENING STATEMENT OF HON. DANIEL PATRICK MOYNIHAN,
A U.8. SENATOR FROM NEW YORK

Senator MOYNIHAN. Let me just say, Mr. Chairman, that, indeed,
we do face a singular set of events in the last year and a half, Rep-
resentatives Levin and Houghton have some good ideas of how to
fix up Section 201, which is where we have to go. I think you have
indicated you are of that disposition. I look forward to their com-

)



ments, and to our colle%gues Senators Specter and DeWine, and I
have a statement I would like to place in the record.

['l;lhi: frepared statement of Senator Moynihan appears in the ap-
pendix.}

The CHAIRMAN. It is now a pleasure to call on the members of
Congress who have given us leadership in this area. I would first
call on Senator Specter.

Senator CONRAD. Mr. Chairman?

The CHAIRMAN. Would you like to make a comment?

Senator CONRAD. Might I just say a word before we do that?

The CHAIRMAN. I would ask everybody to be very brief, because
we have a full panel today. . ‘

OPENING STATEMENT OF HON. KENT CONRAD, A U.S.
SENATOR FROM NORTH DAKOTA

Senator CONRAD. Very brief. I understand that you do, Mr.
Chairman. I wanted to be here because, although my State is not
a steel producing State, we have faced similar circumstances with
respect to a flood of unfairly traded wheat coming into this country
which has devastated the economy of my State.

It is a very similar circumstance in which other producing coun-
tries are dumping at below their costs into our market. at we
have found, is there is virtually no way to rectify the situation. I
know now that we are experiencing this in the steel industry. I
would hope that, together, we could form a coalition to try to make
certain that there is a means for fixing these defects in trade
agreements.

I have argued on this committee, there ought to be a corrections
mechanism when somethi.rf goes wrong. Frankly, you look around
for a way to fix things and it is pretty hard to find. Yes, you can
bring a dumping case. That is very difficult to do, in many cir-
cumstances, and expensive to do.

There has to be a way of gettiugg results for an industry that is
experiencing the kind of illegal, unfair activity that the steel indus-
::lry is experiencing and that we have experienced in the wheat in-

ustry.

So, I just want to point out that this is a circumstance in which
we have a similar interest. Those who are in steel producing areas
have suffered terribly. Those who are in wheat producing areas
have suffered terribly.

I think, together, we should try to find a way of rectifying these
unfair circumstances and insist that our country enforce the laws
that are on the books, but also to provide for fixes in agreements
where they are flawed. I thank the (ghairman.

The CHAIRMAN. Thank you.

Now we look forward to hearing from our friend and colleague,
Senator Specter.

STATEMENT OF HON. ARLEN SPECTER, A U.S. SENATOR FROM
PENNSYLVANIA

Senator SPECTER. Thank Tiou very much, Mr. Chairman and
members of the committee. Thank you for convening this very im-
portant session. .
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I begin with Senator Rockefeller's comment that the situation is
life or death. It is a real criscis. The action taken by the House of
Representatives on the quota bill—289 to 141, veto-proof if those
votes stand—shows the overwhelming import of the matter.

H.R. 975, the quota bill, was placed on the calendar on Frida
on a Rule 14 motion by Senator Hollings, and a major, massive ef-
fort will be made to bring that measure to the floor for a vote in
the U.S. Senate within the course of the next several weeks, per-
haps as soon as we return from recess, or perhaps shortly there-

r.

Beyond the action on the quota bill, there are other matters
pending before this committee which deal with structural reforms
Eoing to the issue which Senator Conrad has raised about wheat

umping. It is not only steel and wheat, but many of the other in-
dustries are affected by these illegal practices which violate U.S.
trade laws and which violate international trade laws.

When Senator Conrad asks for a long-term corrective mecha-
nism, I suggest to him that the provisions of S. 528, a private right
of action, go right to the core, to the target of that issue. Private
rights of action have long been effective, illustratively in thLe anti-
trust laws, because private parties have a much faster, firmer han-
dle on what is happening to take the initiative to move to core.

In 1982, I introduced legislation for equitable injunctive relief to
deal with the crisis in the steel industry at that time. The essence
of that proposal was that an injured party, union, or corporation
could go into a court of equity to get injunctive relief—that is, to
%top dead in its tracks—dumped goods from coming into the United

tates. : -

In a court of equity, it is possible, on affidavit alone, to get what
is called a temporary restraining order, ex parté. That means on
the application of one party, with an affidavit setting forth the
fatczlts, an emergency situation, and a judge will issue a restraining
order.

When that is done, there must be a hearing within 5 days for
consideration of a temporary injunction. The court hears that as
gromptly as possible and then considers a Fermanent injunction.

ut relief in a court of equity is a matter of days or weeks, not a
“ matter of years.

The time line on the trade cases is that the complaint filed on
September 30 of last year will not come to a final determina-
tion until June of 1999, That is an intolerable period of time, which
allows the dumping and the illegal practice to take a tremendous
toll on industry and on labor. -

We face a critical determination as to whether our laws will be
sufficiently responsive to enable us to carry on the capitalistic sys-
tem where, illustratively, the steel industry has invested $50 bil-
lion to become competitive.

In the 1980’s, the cry was, “Steel is not competitive,” for many,
many reasons. So the industry went out and invested $50 billion
in a premiere example of capital raising and capitalism to make us
competitive to deal with the most basic of industries for na-
tional defense or for domestic production.

Now we find that the industry is being decimated. Three bank-
" ruptcies have been announced in the course of the past several
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weeks. We find a tremendous lay-off of steelworkers. We find entire
communities under svi:ﬁe. And I will not go through those statistics,
because I know you will hear a great deal about them today.

My legislation in S. 528 is revised to be GATT-consistent. Article
4 of GATT provides that there may be “to offset or prevent dump-
ing, a contracting party-may levy on any dumped product an anti-
dumping duty not greaier in amount than the margin of dumping
in respect to such product.”

So in order to be GATT-consistent, my legislation on equitable
relief would provide that, instead of an injunction which would stop
the goods from coming in, that in this brief period of time, days or
weeks, there would be a tariff or duty which is allowed by GATT.

Now, there is absolutely no reason why that ought not to be the
law of the United. States. This dumping is prohibited by Federal
law. It is prohibited by international law. We ought to have a rem-
edy which takes care of the problem instead of the years’ delay.

Other structural changes are provided in S. 261, which amends
the provisions of Section 201 in three particulars, on which I shall
not elaborate because the yellow light is on, changing the definition
of substantial, changing the definition of what kind of a serious in-
jury, and changing the definition of causal link.

you.
The CHAIRMAN. Thank you, Senator Specter.
We will now turn to Senator DeWine.

STATEMENT OF HON. MIKE DeWINE, A U.S. SENATOR FROM
OHIO

Senator DEWINE. Mr. Chairman,. thank you, first, for holding
this hearing. This is a matter of tremendous importance to my
home State of Ohio, and I appreciate your courtesy in taking the
time to hold this hearing.

Our domestic steel industry, Mr. Chairman, has evolved, as Sen-
ator Specter has said, into a highly efficient and globally competi-
tive industry. Yet, despite this modernization, our steel producers
face a number of unfair trade practices and market distortions that
lsiave had a devastating impact in Ohio and other steel-producing

tates.

I have heard firsthand, as I know my colleagues have, from in-
dustry and labor leaders about this crisis. Their message is clear:
the time for action is long overdue. The flood of drastically cheaper
imported steel over the course of last year has caused thousands
of workers to be laid off.

Some domestic steel businesses have been forced to file for bank-
ruptcy. Most troubling of all, approximately 10,000 jobs, by our
best calculation, have been lost ady in our steel industry just
since last year. In my home State of Ohio, the consequences have
been devastating.

The Timken Company, a lead.i:ﬁ international manufacturer of
highly engineered bearings and alloy steels was forced to lay off
400 employees. The WCI Steel Company in Warren, Ohio was
forced to lay off 200 individuals. Wheeling Pitt, where over 65 per-
cent of the employees actually live in the State of Ohio, was forced
to lay off 250 jobs. The story goes on.
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Mr. Chairman, these jobs need to be saved. Once they are lost,
it is impossible to predict whether these jobs will ever be restored.
Each day that goes by without a clear plan of action increases the
danger to the steel industry, a key component of Ohio’s and Amer-
ica’s economy and to the livelihooc{s of thousands of dedicated steel-
workers and their families. :

Now, I am a free trader. I believe free trade does not truly exist,
though, without fair trade. Free trade does not mean free to sub-
sidize, free to dump, nor free to distort the market. Our trade laws
are designed to enforce these basic principles.

The current crisis underscores what I believe is a flaw and weak-
ness in our current trade laws. The extremely large preliminary
dumping margins that were determined by the Department of
Commerce revealed that foreign companies are willing to dump
huge volumes worth of steel in our markets in order to gain a long-
term share of the market. Because of the laws, it is difficult for
U.S. companies to counter their actions.

That is why I strongly urge this committee to approve the legis-
lation that I have introduced, the Continued Dumping or Sub-
sidization Offset Act. Let me just also say as an aside, I also sup-
port Senator Specter’s bill, as well as Senator Rockefeller’s bill.

Let me talk a minute about my bill. Mr. Chairman, the Tariff Act
of 1930 give the President the authority to impose duties and fines
on imports that are being dumped in U.S. markets or subsidized
by foreign governments.

My legislation would take this act one step further. Currently,
revenues raised through import duties and fines go directly to the
U.S. Treasury. Under my bill, duties and fines would be trans-
ferred to injured U.S. companies as compensation for damages
caused by dumping or subsidization. ,

Mr. Chairman, transferring duties and fines will help our steel
industry deal with the pending crisis and hopefully deter future
dum‘fing or subsidization. These practices reduce the ability of in-
jured domestic industries to reinvest in their plant, to reinvest in
equipment, people, R&D, technology, and health care and pension
benefits for their emplcyees.

Moreover, current law simply has not been strong enough to
deter unfair trading ﬁractices. In some cases, foreign producers are
simply willing to risk the threat of paying U.S. antidumping and
countervailing duties out of the profits they receive from dumping.
They think it is good business practice.

I believe that my legislation is consistent with our obligations
under GATT and the World Trade Organization. Let me tell you
why. The Lenefits provided under my bill do not create an action-
able subsidy under the WTO as the benefits provided are broadly
available to any petitioning group and eligibility is automatic and
based on objective criteria. The benefits are neutral and do not
favor certain enbex;il;ises over others.

Mr. Chairman, steel crisis calls for leadership. Now that the
House has acted, all eyes are on us in the Senate. We should not
act for the sake of just acting, but we should act in a way that will
help our steel industry in the short term, and our U.S. manufac-
turing base in the long term.
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We need to stand up for steel and nnt just to help the workers
in these communities. In many ways, this is a broader issue than
steel. If we as a Nation say we will allow other countries break the
law of illegal dumping, who knows what other U.S. industries will
be targeted by illegal foreign predators? We need, Mr. Chairman
and members of the committee, to draw the line and draw it now
and protect the rule of law and preserve free trade. I thank the
Chairman and members of the committee. .

- The CHAIRMAN. Thank you, Senator DeWine.

['13; ]prepared statement of Senator DeWine appears in the ap-
pendix. -

The CHAIRMAN. We are very pleased to have Congressman
Houghton and Congressman Levin with us. Congressman Hough-
ton, do you want to start?

STATEMENT OF HON. AMO HOUGHTON, A U.S.
REPRESENTATIVE FROM NEW YORK

Congressman HOUGHTON. Thank you very much, Mr. Chairman.
Mr. Chairman, I would like to submit my testimony for the record.
I will not read it. I will just sort of talk a little bit, because I think
it is easier for me to get at some of the issues.

The CHAIRMAN. The full statements of all four, and all witnesses,
will be included.

[The prepared statement of Congressman Houghton appears in
the appendix.]

Congressman HOUGHTON. Thank you very much.

I am here with my friend and colleague, Congressman Levin
from Michigan, and we have forged a bill called H.R. 1120. Obvi-
ously, we believe in it and we think it is an answer to the steel
crisis, and also to other problems where peeple are unfairly using
our open trade system.

I can onli speak for myself in this particular case, but I applaud
Mr. Visclosky in the House for bringing this to our attention. Some-
thing, clearly, must be done. I thmﬁ' it is important that we realize
that when we use the word dumping, not all products that are inju-
rious to our system are dumped. This is why the Section 201 is

articularly important versus 301, which applies only to dumping,
ause there are particular industries that are affected by steel
from South Korea, for example.

South Korean steel is not being dumped at all, but their cur-
rencies are so low that they could sell at any price they want, per-
fectly legally, throughout the world. But, obviously, they do tre-
mendous damage to our own industries.

I sort of like to look at this as if I were a businessman. I am a
businessman under the—— ‘

Senator MOYNIHAN. Sir, you are a businessman. [Laughter.]

The CHAIRMAN. He was.

Congressman HOUGHTON. Thank you, Senator. Representing a
part of your State. If I look at my industry, assuming I am in the
steel business for the moment, as I did when I was in the glass
pqsin%ss, I would say, 201, this applies when an industry is being

injured.
What do I do? So what do I ask? How long is this going to take
me? What is it going to cost? What are the chances of success? All
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of the answers are negative, so therefore I do not file for a 201
case. In effect, it does not helgame. I have got to do something else.
That is why so few 201 cases have been applied for. -

In terms of the Visclosky amendment—Mr. Levin obviously can
speak for himself—I do not think that is the answer to this issus.
It imposes gquotas without any sort of injury finding, and that is
clearly GATT-illegal. It takes away all Presidential discretion.

Certainly, we want to narrow it, but we do not want to take it
all away. It just applies to steel. I think that this is a problem
which has much more to do with many other industries. For exam-
ple, the oil industry is being severely hurt not.

What our bill does, is to—have the process honored by going
through the International Trade Commission to find out if there,
in fact, is an injury decision. Also, we changed wording.

Now, I am not a lawyer. and I am not big on definitions and dis-
tinctions. However, there is a difference in the wording that we
proposed versus'the wording that exists now. In order to have a de-
cision favorable in a 201 case, it must be a substantial cause of in-
jury. :

Now, you could be in the middle of a recession and the recession
can be the number one cause for the industry being in terrible
shape. But at the same time, you can have steel or whatever the
gro uct is coming in from the outside hurting you tremendously,

ut as long as it is not the single most important cause of injury,
then it is not approved. So what we do, is to change the wording
to “serious.” I mean, it could be a significant, but not the only,
number-one reason for depression in your industry.

Also, what we have tried to do is keep the Presidential discretion
but reduce it. So, in other words, the President cannot just say, be-
cause of national security interests, because of economic interests,
this thing is not applicable here.

He must produce a reasonable, cogent case that there is reason
to think that the President should overrule whatever the findings
are. Also, what we do, is open this thing up so it does not just
apply to steel, it al;f)lies to other industries.

ow, everybody has their own feelings about their own particular
bills, but I think that this is an answer. The administration, I un-
derstand it, is going to testify a little later. I think that Mr. Levin
and I, and people from the administration, have talked and I think
we are almost on the same page.

Thank you very much.

The CHAIRMAN. Thank you, Amo.. )

Now it is a pleasure to call on Congressman Levin.

STATEMENT OF HON. SANDER M. LEVIN, A U.S.
REPRESENTATIVE FROM MICHIGAN

Co:ﬁ-ressman LEVIN. Thank you, Mr. Chairman, Mr. Moynihan,
and all of your colleagues. I am really glad to be here.

I think Senator Rockefeller is very correct, there is-a-real prob-
lem. Sometimes the instant polarization that occupies trade issues
makes us overlook facts. ‘

There was a substantial surge. I will spare you my charts. They
are colorful and unmistakable. There was a very svbstantial one in
1998. The Japanese economics minister came to see mé and he
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brought a chart showing how much the hot-rolled steel imports had
gone down in the last few months. :

I pointed to him, look how much they went up in the previous
9 months. Their exports overall in steel went up, to the United
States, from 180,000 to 900,000 metric tons, over 400 percent. Peo-
ple were hurt, that is clear. Ten thousand steelworkers, three com-
panies filing for bankruptcy. .

Next, it is clear the %ovemment acted slowly. It was not until
dumping petitions were filed in September that the government did

swinﬁlinto action, and they did, aggressively.

I think it is clear, and Senator Conrad is so clear and so correct
about this, there are real problems with Section 201. The relief is
not expeditious at all when there is a surge. People are essentially
helpless. That was shown in the Steel case. Section 201 has even
more onerous requirements and standards than the dumping laws.
So, you cannot wait until you are bleeding to death. Something has
to change. )

Second, the antidumping laws are incomplete because you can
see a substitution of products or see a substitution of countries. So,
the antidumping laws essentially do not work. We have seen some
increase from other countries in recent months, especially from
China, I mi%lt add.

So, look. We have got to take advantage of what Mr. Visclosky,
Senator Rockefeller, and others have done to spotlight the problem.
We need to act.

_The problem with 975 is, it violates WTO. I looked into it. I read
as much as I could. It was not even argued on the House floor that
it did not violate WTO. We cannot, in a word, seek to enforce our
international rules under WI'O—and we are doing that—at the
same time we are voting to violate them.

. The WTO rules do not leave us defenseless against surges, not
at all. What we have to do, is to craft aggressive provisions within
WTO, and that can be doné. That is what Ame Houghton and I—
who fought to safeguard our antidumping laws in Geneva when
WTO was being negotiated—have done once again, using his deep
experience in the business world.
a word, what we do is this. We strengthen Section 201, and
I believe you have a copy of the analysis of it, by removing, as Mr.
Houghton has said, the unduly high causation standard which is
beyond required by WTO. :

e make sure that there is consideration of the impact of import
surges. As I dug more and more into 201, it was clear to me that
.the ITC does not really do this if there is a quick import surge.
They look at three to 5 years, and you can be gone in much less
than that. :

"Also, it requires the ITC to perform a more comprehensive injury
and threat analysis, and also, as Mr. Houghton said somewhat gin-
gerly, it requires the administration, when it looks at ITC findings,
to focus on the problem at hand and not kind of automatically let
tltxﬁ problem there be overcome by other issues, foreign policy and
others. -

There are other provisions in it, including—and I think you
would find this of importance—an early warning import monitoring
system. We really have not had that in place. So, the surge goes
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ang wi are asleep. We need to wake up. This legislation is an effort
to do that.

I wanted to close by just sayin&a couple of things. The steel
surge was not about globalization; that is here to stay. It was about
manipulation. I just finished with this, because some are saying, if
we reform 201, if we take strong action within WTO, it is down the
slippery slope to protectionism. I say to that, that what will feed
protectionism is inaction. We need to act.

I very much hope that this committee will use its exgerience, its
resources, and help lead us to the path to a solution, by the way,
which can be imposed quickly, because we have the power, under
law—you, Finance, and we, Ways and Means—to self-initiate a
201. We do not do it because 201 today is not worth initiating.
Thank you, Mr. Chairman. )

[The prepared statement of Congressman Levin appears in the
appendix.]

The CHAIRMAN. Thank you. I thank the entire panel. We appre-
clilabedI):iur coming forward today and we look forward to continuing
the dialogue.

Senator ROCKEFELLER. Mr. Chairman, on behalf of Senator Baye,
could I submit a statement from him for this hearing?

The CHAIRMAN. Yes, of course.
di!["lihe prepared statement of Senator Baye appears in the appen-

The CHAIRMAN. And Senator Gramm has asked permission, and
Senator Moynihan and I have agreed, we will open up for a brief
statement on the part of Senator Gramm.

OPENING STATEMENT OF HON. PHIL GR.AMM, A U.S. SENATOR
FROM TEXAS

Senator GRAMM. Mr. Chairman, let me thank you for giving me
an opportunity to make a statement. Obviously, we cannot help but
%)e moved when our colleagues come before us and talk about job
0ss.

I think that is especially true in my case, because while our col-
leagues are talking about 10,000 jobs being lost in steel, during
this same period we have lost 53,500 jobs in oil. Every one of those
jobs has been lost because of an import of crude petroleum.

But I think we have got to bring some balance to what has been
said here. Let me just briefly make a few points. First of all, we
have 40 times as many jobs where we are using steel as jobs where
we are producing it, domestically. ’

Second, domestic production is near an all-time record. Domestic
production is not sagging. Domestic production was 1.2 million tons
in 1998. The all-time record was 1.5 million tons in 1997. Of the
16 largest steel makers, 12 of them earned a profit in 1998.

And when you basically look at where we are, we do have provi-
sions under Section 201 of current law for relief. But it is under
two circumstances. Number one, you have got to prove you suffered
serious injury. Two, you have got to prove that they were substan-
tially caused by imports. Part of the problem is, the steel industry,
by its own record, since 1983 has, on average, lost 9,000 jobs a year
because of gains in productivity. :
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So it is very difficult to ferret out what is happening here, which
is why we have Section 201. I think it is very important that we
stay with our current trade laws and have the steel industry bring
their case to the International Trade Commission.

We are already engaged in substantial action. The Department
of Commerce, under existing laws, has reduced steel imports from
Russia by 93.3 percent, from Japan, by 49.5 percent, from Brazil,
by 30.5 percent, and from Korea, by 8.1 percent.

The final point I want to make is, and not to sound unsympa-
thetic because I am very sympathetic, is the bills that have been
presented to us here are prosperity killers. The adoption of one of
these bills would send Dow down by 2,500 points. The adoption of
one of these bills would be a major movement towards protec-
tionism.

You can cover this with whatever kind of glossy paint you want
to talk about, these bills are aimed at introducing protectionism
where we would be the leader in what would quic become an
international effort, especially when the world except for Eumf)c is
in a deep recession—we are in the midst of great prosé)erity. f we
start a trade war when we lose 10,000 jobs in an industry when
we are creating 9,500 jobs a day in the economy as a whole, then
I think we are going to be the great loser.

While I think we need to make the current law work, I just want
to be sure that there is one person who says, we are not going to
start a trade war in America. This bill may have blown through the
House, but it is not going to blow through the U.S. Senate.

I think it would be a disaster for our country. I think it would
be a prosperity and job killer. I am adamantly opﬁosed to it. I just
wanted to be sure that at least the other side of the story was told
to some degree. I thank you very much, Mr. Chairman. I also
thank you, Pat.

The CHAIRMAN. Thank you.

Senator ROCKEFELLER. Mr. Chairman, do I have the right to re-
> spond to that?

The CHAIRMAN. Well, we have many important witnesses.

Senator ROCKEFELLER. I know. But Senator Gramm has just laid
out a case which is so filled with errors and ideology. I will be quiet
if you wish me to, but I will answer his question as I talk to the
other witnesses.

The CHAIRMAN. You will have your opportunity later.

It is a great pleasure to welcome you, Mr. Daley, and our USTR,
Charlene Barshefsky. Rather than waste time introducing you, I
willdcall on you now. Your full statements will be included as if
read. -

Secretary Daley?

STATEMENT OF HON. WILLIAM M. DALEY, SECRETARY OF
COMMERCE, WASHINGTON, DC

Secretary DALEY. Thank you very much, Mr. Chairman.
* President Clinton is dedicated to ensuring that America's steel
industry, our workers, and their families are not hurt by unfair
trade practices and import surges. This is a real problem. It is get-
ting real attention and real results. The President has made it one
of our top priorities. '
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Our staff at the Commerce Department has been working tire-

_ . lessly for several months on steel issues. We have done everything

possible to grovide the quickest, most effective relief allowed under
the law, including shifting resources, expediting cases, and making
an early critical circumstances determination.

This policy has had dramatic impact in reducing imports. This is
especially true in the hot-rolled steel, which is the subject of dump-

—ing cases in Japan, Russia, and Brazil. Hot-rolled imports have

dropped 70 percent since November.

But the administration is not content with the status quo, espe-
cially when 10,000 steelworkers have lost their jobs. We are taking
action to make sure what has happened in the steel industry last
Leaar is not reported. Last week, a bipartisan ﬂoup of House mem-

rs introduced H.R. 1120, the Import Surge Response Act of 1999,

We believe this legislation constitutes a constructive a}()froach
and we are ready to work with both Houses of Congress to develop
a bill that we could recommend that the President sign.

In sh contrast, we have deep concerns over the Steel Quota

“bill passed by the House last week. While we understand the moti-

vation behind this legislation, we do believe it is the wrong ap-
proach. Not only does it raise serious WTO concerns, but it also
could have a negative impact on our economy and send the wrong
signal to the rest of the world.

Mr. Chairman, we recognize that the steel industry is not out of
the woods, but our policy-is working. If we could just take a few
minutes to look at the numbers. Chiart number 1. 1996, 1997, 1998
steel mill products from all countries. The first chart shows the

-dramatic increase in all steel imports in 1998, 33 percent higher

than 1997, which itself was a record year.

By November of 1998, import penetration for steel products ex-
ceeded 36 percent. Domestic steel mill capacity utilization rates fell
below 75 percent. ,

Chart number 2 is 1996, 1997, 1998 hot-rolled steel from Japan,
Russia, and Brazil. Chart 2 shows the rise in hot-rolled steel im-
Egrts, the major traded steel product, from these three countries

tween 1996 and 1998. In October, the steel industry filed anti-
dumping cases on hot-rolled steel from these three countries, which
account for the major portion of the surge. Where are we now?
Since then, a turnaround has begun. It is too early to declare a vic-
toxg, but the news is encouraging.

hart number 3 is November; December, and January world
steel mill products. Chart 3 shows the worldwide steel imports of
all steel dropped by 34 percent from November of 1998 to January
of 1999. The major reason for the reduction was a sharp decline in
imports of hot-rolled steel.

hart 4. November, December, January, hot-rolled products.
Chart 4 shows the worldwide imports of hot-rolled ateel fell by 70
percent in these 3 months.

Chart number 5 is November, December, January, hot-rolled
from Japan, Russia and Brazil. Chart 5 shows the dramatic decline
in imports of hot-rolled steel in these countries that'is a direct re-
sult of the antidumping cases.

As you can see, hot-rolled steel imports from Japan plummeted
from over 400,000 tons in November to less than 16,000 tons in
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January. Russian imports fell from 600,000 to 11,000, and Bra-
zilian, from 65,000 to 16,000.

All of this is a direct result of our dumping cases and the bilat-
eral pressure which has been applied to our trading partners. The
impact was felt because of our early changed circumstances deter-
mination made in early November.

This has had an immediate impact on the market, beginning in
late November. The Commerce Department will release prelimi-
nary data for February on this Thursday, and we are expecting the
dumping cases to continue to have a positive impact on our import
numbers.

As I have said, these numbers show that tough enforcement of
the law works. Let me briefly describe many of the unprecedented
actions which we have also taken.

First, we expedited these hot-rolled cases. For the first time ever,
we issued preliminary determinations almost a month early. These
margins on Japan and Brazil ranged from 25 to 71 percent.

Second, as I mentioned, we changed our esoteric policy that has
had a tremendous 1mpact on the steel market. This policy, kriown
as critical circumstances, is a WT'O-consistent approach that is de-
signed to deal with extraordinary import surges.

By making this determination early for the first time, we made
the impact of the hot-rolled investigations felt in the market much
earlier than last month’s preliminary determinations. Instead, the
impact was felt in November, and this was evidenced by the huge
drop in December.

Third, we reached two proposed agreements with Russia that
will sxgmﬁcantly reduce imports of Russian steel and provide effec-
tive relief to our industry and our workers.

Together, the two agreements, when combined with the 1997
steel plate agreement, will reduce overall steel imports from Russia
by almost 68 percent.

Overall, we are enforcing over 100 cases on steel products, and
yesterday we issued final dumping and subsidy determinations on
stainless steel plate and coil from five countries. The combined
dumping and subsidy rates range from 8 to 60 percent, and two
wleeks ago we initiated dumping and subsidy cases on carbon steel
plate

Finally, our steel plan announced in January put into place new
. guidelines for the release of prehmmary import statistics almost a
month early.

Mr. Chairman, the President remains deeply concerned about the
problems which are faced by the industry and workers. We have
outlined strong actions which we have taken and have pointed out
the dramatic results. Finally, I have indicated that we are prepared
to work with you on additional constructive measures.

Thank you very much, Mr. Chairman.

The CHAIRMAN. Thank you, Secretary Daley.

[,I;lh;: ]prepared statement of Secretary Daley appears in the ap-
pen

The CHAIRMAN. Ambassador Barshefsky?
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STATEMENT OF HON. CHARLENE BARSHEFSKY, U.S. TRADE
REPRESENTATIVE, WASHINGTON, DC

Ambassador BARSHEFSKY. Thank you, Mr. Chairman and mem-
bers of the committee.

Last year, in the context of the Asian financial crisis, steel im-
ports rose sharply and rapidly, averaging 3.5 million tons per
month between April and November, the peak of the crisis, about
50 percent above historic levels.

ile U.S. demand for steel has been strong, the very rapid in-
crease in imports was driven by the sharp drop in demand in Asia
and a diversion of Russia’s exports from Asia to the United States.

Commerce Department preliminary findings have shown that at
least a significant portion of the overall steel surge resulted from
dumping. This threatened, in a matter of months, the stability of
our industry and the jobs of many of its employees.

President Clinton and our administration listened and responded
rapidly and forcefully. The President is personally committed, as he
has said here and abroad, to ensure that our trading partners act
fairly and that the policy that is adopted is working.

The steel report he sent to Congress on January 7 includes four
complementary trade actions. First, full and expedited enforcement
of our unfair trade laws. Second, initiatives dealing directly with
the major sources of import growth in steel over the last year in
Japan, Russia and Korea, which together accounted for 76 percent
of the import surge. Third, strong support for our safeguards rem-
edy. Fourth, the creation of an early warning system.

Let me just make two points about this overall approach. First,
the policy is working and it is working rapidly. Steel import volume
has fallen 32 percent over the last 3 months. At this level, 1999
imports are only 5 percent above the average pre-crigsis 1997 aver-
age rate.

Imports of carbon flat-rolled products subject to the dumping in-

" vestigations were down 70 percent over the last 3 months. This in-
cludes a 96 percent decline in Japanese imports, a 98 percent de-
%line‘lin Russian imports, and a 76 percent decline in imports from

razil.

We know that domestic prices are beginning, at least slowly, to
increase, as is capacity utilization here at home. The market share
of imports has dropped from 36.6 percent in November to 28 per-
cent in January.

Second, our policy operates within the framework of domestic law
and the international trade commitments our country has made.
Both of these are crucial. By working within our domestic laws, we
ensure a fair and transparent process.

By remaining true to our international commitments, we prevent
the beginning of the cycle of protection and retaliation which would
harm working people and families in other sectors, notably manu-
facturing exports, including steel-intensive exports, and farmers
and ranchers who are also suffering as a result of the Asian crisis.

Let me now review our actions on each of the four trade-related
elements, briefly. First, with respect to the vigorous expedited en-
forcement of our antidumping laws, Secretary Daley has already

' rt:iiewed for you the unprecedented actions the administration has

en.
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Second, with respect to bilateral approaches, last year we in-
formed the Japanese Government that we expect steel imports
from Japan to return to pre-crisis levels and that, without such a
roll-back in short order, the administration would self-initiate trade
action against Japan.

We are monitoring import trends closilg and we note a sharp de-
crease in Japan's exports from their peak volume, about a 75 per-
cent drop. However, er progress must be made.

With respect to Russia, the Commerce Department has conclude
two steel import agreements, which will reduce substantially Rus-
sia’s import levels.

With respect to Korea, our negotiations are centering on the ex-
peditious, complete, and market-based grivatization of Korea’s larg-
est steel producer, Pasco, and the rapid implementation of the sale
of Hanbo Steel, which has since been closed, in a manner which
will not entail government involvement.

The third element in the President’s glan is support for Section
201, including the possibility of expedited action under Section 201.

Last, our early import monitorinﬁes;yst.em. Import steel statistics
were made public almost a month before their regularly scheduled
release. We intend to, first, carefully monitor imports from Japan;
second, monitor import trends from product categories that ha
been the subject of sharp increase; and third, monitoring imports
from second-tier suppliers and the EU.

Let me say a few words about this third element. Some have ex-
pressed concern that third countries will take advantage of the re-
duction in imports under the various elements of the President’s
plan. We recognize this possibility and we are closely monitoring
imgorts of steel from all sources.

n this point, let me say a word about China. Overall steel im-

gorts from China have increased. There has been some growth in

ot-rolled sheet, which we are watching closely, as well as in-
creases in pipe and tube.

China is a relativelfy small supplier of these products but, due to
the weakened state of our industry, any steel import growth at this
time is of concern. We remain prepared to address unfair trade
practices of any country expeditiously and forcefully.

In summary, we have adopted a comprehensive action plan. It
has begun to provide relief from unfairly traded imports and it is
designed to ensure that steel firms and steelworkers are not made
to bear the full weight of the Asian financial crisis.

This plan, we believe is, well conceived and is getting results. At
the same time, it remains within the framework of American law
and international commitments, thus helping us to prevent a cycle
of retaliation which could harm working people and families in
other sectors.

Others have suggested alternative approaches. We are deeply
concerned, however, that legislative initiatives to roll back m%rts
outside the processes established by U.S. trade laws could backfire
and cause harm to U.S. economic interests in the steel industry,
steedl;intensive exports, and other manufacturing and agricultural
goods. ‘

But the steel crisis has demonstrated that there is room for im-
provement to our trade laws, and particularly the Section 201, to
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ensure that they deliver strong, effective relief in an expeditious
manner. .

Section 201, our safeguard statute, is critical for ensuring that
our industries can make a positive adjustment to import surges
when they occur. We believe, for example, that H.R. 1120, the leg-
islation introduced by Representatives Levin and Houghton, con-
stitutes a very constructive approach and we stand ready to work
with them, and other member of Congress, to develop a bill that
we could recommend the President sign.

The steel crisis is not over yet. We see a glut of product on the
market and imports remain very high in a number of product cat-
egories. We do, however, see positive signs in the marketplace and
we look forward to working with you, Mr, Chairman and members
of the committee, as we make progress in this, and many other,
trade issues. Thank you.

[The prepared statement of Ambassador Barshefsky appears in
. the appendix.] .

The CHAIRMAN. Thank you, Ambassador Barshefsky.

Let me ask both of you. We are faced with the é)rospect of quota
legislation coming to the floor. It, of course, passed overwhelmingly
in the House. If that legislation were enacted to become law, what
would be the impact on our trade? How would it affect other indus-
tries’ employment? Ambassador Barshefsky?

Ambassador BARSHEFSKY. Well, let me say that we have a very
substantial concern about the bill that was passed by the House.
As you may know, the administration does not support the bill.

The administration has provided a letter to the leadership on the
House side indicating that, certainly, the President’s senior advi-
sors would recommend that he veto the legislation, were it to come
to his desk.

There are a number of reasons for these strong views on that leg-
islation, and let me just cite a few. One, is that we have effective
tools to combat unfair and injurious trade. The actions that Sec-
}'etary Daley, in particular, has taken have proven remarkably ef-
ective.

Second of all, our trade laws are based on fair and transparent
processes. They are designed not to advantage or disadvantage one
set of producers or workers at the expense of another set of pro-
ducers or workers. Without that kind of transparent review and
well-thought-out approach, action with respect to one sector is like-
ly to favor one constituency potentially at the expense of another.

Third, legislated quotas can create severe distortions in the mar-

ket. They can add to, rather than resolve, economic problems.
Quotas can create shortages for user industries, they can result in
excessive price hikes, and add to economic distortion.
- The imposition of quotas at this s , when it looks like the
market is beginning to stabilize, could have the unintended effect
of c;alusing a panic in the market and creating severe additional
problems.

Last, action outside the bounds of our trade laws exposes U.S.
producers and workers to retaliation. We would be in violation of
our international obligations and the result might be a further
downward turning in our export performance in a number of im-
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gg:tant sectors beyond the downturn we are already experiencing
ause of the Asian financial crisis. ‘

The CHAIRMAN. Secretarg Daley?

Secretary DALEY. I would just second everything that the Ambas-
sador stated. I, as one of the senior advisors, would recommend
that, if the bill as it passed the House, came to:the President’s
desk, that he veto it. 1

The CHAIRMAN. Let me ask you this. If we were to lose a WTO
case and face retaliation or pay compensation, how much would
-that likely cost our economg?

Secretary DALEY. To be honest with you, Mr. Chairman, I would
not have a guess at this point. But we can try to get some analysis
done for you. I would not have a guess at this point. No doubt, it
would be substantial.

Ambassador BARSHEFSKY. It would be substantial. It would be
substantial.

The CHAIRMAN. Well, I would be interested in any further com-
ments you care to make because I think it could have a very, very
significant impact, both on other industry, if there is retaliation,
and on workers.

Ambassador BARSHEFSKY. I agree, Mr. Chairman. We do not
have figures. We could attempt to see if we could work them up
based on the kinds of cutbacks and potential damage that would
be occasioned as a result of that bill becoming law, were it to be-
come law.

But there is no question that legislated quotas of this sort run
counter to our international obligations and would entail the very
real risk of retaliation against any one of a number of sectors.

As you know, under international trade rules no one can retali-
ate across sectors. So the fact that we block steel imports could re-
sult in, for example, retaliation against agricultural exports or
services exports, or the export of other manufactured goods of some
sensitivity here.

The CHAIRMAN. Let me ask you this. How do we address the
long-term structural 1pl-oblem facing the steel industry due to over-
capacity in the global market? Are more unfair trade cases the an-
swer? Should we be initiating some kind of a multilateral negotia-
tion on steel trade and encouraging the international financial in-
stitutions to facilitate further privatization? What do we do about
subsidies abroad?

Ambassador BARSHEFSKY. Mr. Chairman, you are askinf, obvi-
ously, the difficult questions. I think there are a couple of points
to be made. For many years, of course, the United States at-
tempted to negotiate a multilateral steel arrangement which would
have had the effect of reducing global subsidies on steel.

Over time, there has been a general reduction in global subsidies
owing gartictﬂarly to the restructuring of the European steel indus-
try and the fact that budgets are tight the world around. It is hard-
er and harder to pour in large amounts of money, though some
countries do, into particular sectors.

But subsidies remain a significant problem. The U.S. had tried
for many gears to negotiate a multilateral steel agreement. The
chief stumbling block was that our trading partners, most notably
Europe, wanted in exchange for that agreement our agreement to
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go without the dumping and the subsidy laws. That obviously was
a completely unacceptable condition and the talks floundered for a
number of years after that condition was imposed.

I think, second, though, through the WTO we have a pretty good
subsidies code. That is an area I think of fruitful inquiry.

Third, IMF conditions on a number of the Asian economies, in-
cluding Korea, mandate that the government stop directed lending
to enterprises. This, in Korea, included steel. It resulted in the
shut-down of Hanbo, which is their hot-rolled steel producer.

It is what is encouraging the Korean industry to privatize Pasco
and to get government out of the business of being in business in
the steel sector. We think that that is also a positive approach.

Obviously, all these approaches take time. The problem is still
severe in terms of subsidies, but we do think we have some means
of dealing with that, in addition, of course, to our unfair trade laws,
particularly the countervailing duty law.

The CHAIRMAN. Let me ask this, and then I will turn to you, Sen-
ator Moynihan.

Does the administration support either Senator Specter’s pro-
posal to allow dumping and countervailing duty cases to be liti-
gated in Federal court, or Senator DeWine's legislation, which
would pass dumping duties along to the industry petitioners?

Secretary DALEY. No. Mr. Chairman, at this point we do not sup-
gort either one of those. We think one of the concerns must be the

urden that will be put on the judicial system with these-sort of
cases. - )

As to the compensation being given to the private sector, I think
there is a question, one, of frivolous suits, and also just the burden
of administering such a program may be too much for all of us. But
I think the burden that would be put on the judicial system could
be rather enormous.

Ambassador BARSHEFSKY. Mr. Chairman, if I might just add, I
agree fully with what Secretary Daley has said.

I think the other point is, our air trade laws are designed to
operate in an expeditious manner. That is to say, an administrative
agency like the Commerce Department, making very com&lex eco-
nomic determinations but within a specific period of time, that kind
of discipline would not be present in a court case.

These cases are akin, in data collection and analysis—for exam-
ple, the antitrust cases. We know how long antitrust cases take in
the Federal courts. Yet, industry is affected by unfairly traded im-
ports want expeditious relief. So, for that reason as well, we do not
support the legislation. ;

e CHAIRMAN. I would just make one comment. I think one of
the concerns is that action is not normally taken quickly eno%ﬁh
to help. If you have safeguard, it is a year or so later. One of the
things, if we are going to be changing the laws, we need to look
at, how can we expedite so that there is real relief given when it
is needed and not after the fact. .

Senator Moynihan?

Senator MOYNTHAN. Well, very much to agree with what you just
said, Mr. Chairman. o

I was pleased, and I am sure my good friend Representative
Levin was pleased, when you, Mr. Secretary, stated that their bill,
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the Houghton-Levin bill, if you will, H.R. 1120, was a constructive
apfroach to this matter.

was even more pleased, yet more pleased, when Ambassador
Barshefsky said that the Houghton-Levin bill was a constructive
approach. I have a feeling the OMB has been checking out the tes-
timony.

Ambassador BARSHEFSKY. They have been very constructive.
[Laughter.]

Senator MOYNIHAN. I, for one, ﬁee I hope we can proceed alo
those lines. Could I just observe from someone who goes way bac
and has admired the work of Cordell Hull on the Trade
ments Act of 1934, sir, there is a tornado heading your way of pro-
tectionism.

It could be devastating to us and it could come about because we
- are not sufficiently attentive to real injuries that are easily accept-
ed in the large view of things, but not in Weirton, West Virginia.
I just plead that there needs to be more energy in the executive
here. Not either of you, but there seems to be an assumption that
surelﬂno one would believe any of these things.

Well, we just saw that the House of Representatives did other-
wise. In the midst of the longest prosperity in the history of the
world, our present expansion does not go back 11 years, or 9, or
what you will, it goes back to 1946, or 1941, if you wish, in unprec-
edented movement, largely the work of economic theory and very
courageous people such as Cordell Hull and Franklin D. Roosevelt.

We could lose it more quickly than you think. You saw it hit the
other day on the floor of the House. Do you share any of that
sense? I am not berating you, I am pleading.

Secretary DALEY. I would say we have the same concern and we
hear it every day. We have been hearing from not only the indus-
t?r, but workers and the union now for almost a year, the truth
of the matter is. George Becker came in to us probably in April of

195})18 and began to lay out his strong feelings about what was going
to happen.

I have had the opportunity to meet with industry workers, work-
ers from Kentugﬁ%, workers from other parts of the country, and
talk about the difficulties and listen to real people talk about the
problem as opposed to others.

I think we sense very much the Jmlitical concern and the move
towards an action, some action to address this deep concern of peo-
ple who have lost their jobs and who fear that they may be next.

At the same time, as you say, Senator, we have got to balance
that with keeping this strong economy and not getting swept up in
a wave of protectionism, but address, in a quicker waiy—-an in
some people’s opinion a more serious way—these honest feelings of
peo&le that they are being taken advantage of by what is going on
in these import surges.

Senator MOYNIHAN. Could I say, sir, that this is not a new expe-
rience, of the individual against the collective good, or the percep-
tion of well-being. _

Mr. Secretary, the Chairman of this committee, and I think the
members of this committee, are determined to give the President
negotiating authority, which every President since Franklin D.
Roosevelt had. And if you do not get fire in your blood down-
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town, we are going to lose it. That is a legacy. I do not think one
can be too blunt. ] am a great admirer of yours, and yours, Ambas-
sador. But we could lose a legacy of 60 years.

Secretary DALEY. We are intent, Senator, on not losing that. We
do want to work with you. I appreciate your—-—

Senator MOYNIHAN. Well, I hope there are people downtown—
and not you, you have been ri%ht up front—who might give up l‘iust
a little political advantaﬁe, a few notches on the overnight , to
save this central principle of American foreign relations. Wygll, do
not answer that.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Senator Moynihan.

Senator Rockefeller? ’

Senator ROCKEFELLER. Well spoken, Senator Moynihan.

You have talked, Ambassador Barshefsky, about running counter
to our international obligations about other legislation. That, of
course, implies that others are living up to theirs. If you are indi-
cating that, then you are an entirely new person than the one I
have known for the last number of years. You have talked about
substantial concern, or perhaps Secretary Daley talked about sub-
stantial concern. We have effective tools. I think that was you, Am-
bassador Barshefsky. The only problem is, you will not use them.

Now, the fact of matter is, everybody has been talking about
10,000 workers laid off. I would kind of be interested in what it
takes to get you all moving. Yes, we can do Section 201 in the Sen-
ate Finance Committee. I doubt it will happen, but we could try.

They are not going to do it in Ways and Means. In fact, they
voted down the quota bill. I doubt that either of you would have
given a dime that the quota bill would have passe({ the House, but
you were dead wrong, were you not, both of you? Absolutely, totally
wrong. I was surprised and you were surprised, and do not pretend
otherwise. It could happen here. It could happen here. We have got
a 2-week recess coming up and there are going to be some amazing
activities going on.

People talk about 10,000 workers having been laid off. That is a
total misnomer, and I hope you understand it, because you have
used that, Gramm used that, others have used that. That is not
true. That only refers to those who have been laid off; 3,000 of
them, incidentally, in Texas of the 10,000. The fact is probably clos-
er to 75,000 to 100,000.

As I have said in this committee many times before, the fact that
the United Steelworkers have a not cut clause in their contract
that expires in July, that come July, which is before any action
that you all will be able to take, is probably going to put another
75,000 on the street. N

Those people today are probably sweeping and cleaning machines
in the factories today, so let us not about 10,000, let us talk
about 75,000, 85,000, 95,000, in effect, in fact, today, but for the
grotection of that clause in the contract which is not yet expired,

uéo Whilfh will. St.i; do not talk about:;? 1?,000. did : thi
what is it that gets you going? | mean, you did some things
on Japan and Brazil. Yes, Japan is down. They are down. But let
us wait and see what the April statistics look like on March before
we come to any real deep conclusions about that.
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Russia. You probably took the heart out of the steel industry on
Section 201 for the moment, although their lobbyists were lobbying
like crazy for the quota bill in the House, in case you had not no-
ticed. They want this tragedy stopped now. They do not want to
wait 2 years for a solution, by which time a lot of the industry will
have shut down, far more in Wierton, West Virginia.

. So the Russia thing was a tragedy. I do not know, Secretary
Daley, whether you are going to do the same thing in Brazil. I have
heard that you are, I have heard that you are not, but I am inter-
ested in the answer to that.

But, regardless of the answers to those which I hope I will get,
Russia, Japan, Brazil, that is terrific. All right. That is three coun-
. tries. But, since they are coming down a little bit and you are all

beaming about it, the administration is doing nothing about it.

I mean, try to make an impression in the Oval Office or the Vice
President’s office, it just does not work. It does not happen, because
they are all listening to Secretary Rubin. I would hope they would
listen to you, but they do not.

This has been a pattern which has been very clear for a very
long time. They want to resurrect the world and, oh, yes, they will
settle on bananas. They will go to the mat on bananas, because
that is what Trent Lott wants. But when it comes to a steelworker,
forget it. Well, I cannot, and I will not, like he cannot forget his
farmers, and he will not. .

So while you are doing something on Brazil, Japan, and Russia,
China has increased hot-rolled 720 percent, Indonesia up 1,236 per-
cent, Australia 326 percent. Finland—I did not even know they
made steel-——168 percent. South Africa, 164 percent. India, 124 per-
cent. That is hot-rolled. But cold-rolled is also up. Cold-rolled is
also up because they are beginning to figure us out: we will not act.
We will talk, but we will not act. .

Some of us are fairly tired of that.. And maybe I could just ask
you, Secretary Daley, whether or not you are planning to bring a
suspension agreement with Brazil, which would be a crushing blow
to this whole effort, or if you are not?

Secretary DALEY. I met with the foreign minister last week. He
has asked for negotiations. I told him we would get back to him.
We have made no decision on whether we would. _

Senator ROCKEFELLER. So it is open. You might.

Secretary DALEY. It is open. We might, we might not. We might
not even sit down with them to discuss whether we would have an
agreement.

Senator ROCKEFELLER. Yes, but you might.

Secretary DALEY. We might. :

Senator ROCKEFELLER. Yes. So then that would be two of the
three of the hot-rolleds. Do you understand the message that that
sends to the rest of the world? I mean, big steel. Sure, they are
making money now because they are selling to automobile compa-
nies. But that, as Senator Moynihan refers to, is because of the in-
credible economy. The economy does not necessarily stay that way.
It does not necessarily stay that way. We were meant to pass
10,000 and we did not do it. So, things can change.
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What 1 am interested in is a short-term solution which says to
the world, America, for the first time, will not be the only one who
will play by the rules.

You know perfectly well that the Europeans have a history of re-
fusing to take up any of the slack for the dumped imports, regard-
less of what the matter is, what the commodity is, that come our
direction because we will always take them. Yes, some of our steel
mills are buying them because they Have no choice, because they
are trying to keep their people on the job.

I am just very, very discouraged and distressed, Mr. Chairman.
I admire your desire to look for a long-term result. By the time
that the long-term result is achieved, I am afraid that the steel in-
dustry in this country is going to be replaced by a lot of $8- to $9- -
an-hour jobs, probably without benefits. That is all I have to say.

The CHAIRMAN. Senator Conrad?

Senator CONRAD. Mr. Chairman, thank you. Thank Ambassador
Barshefsky and Secretary Daley. We welcome you here. You hear
the frustration. You are about to hear some more. I do not have
a l_ot of steelworkers in my State, but I can tell you, we feel their

pain.
- I represent a State that is the most agricultural State in the Na-
tion. I believe in free trade. I believe in the benefits of free trade.
I believe that it makes economic sense in the large context. The
devil is in the details, as both of you know so well. Probably nobody
knows that better than Ambassador Barshefsky. This is a tough,
tough world. People fight for their interests with great intensity.
Others are, frankly, quick to take advantage of the United States
and our good nature and our prosperity.

Ambassador Barshefsky, you have seen this chart many times,
more times than you probably care to. But for others, I would show
it because this shows what has happened to durham imports from
Canada since the passage of the so-called Canadian Free Trade
Agreement. I call it so-called because I do not think it is really free
trade, I think it is negotiated trade. At least with respect to wheat,
which is the dominant commodity in my State, we lost the negotia-
tion. )

Now, that was not on your watch; I want to make that very
clear, That was in a previous administration, a previous trade rep-
resentative. We got slipped a mickey. Some of us recognized it was
going to be trouble and voted against it. I think there were eight
of us in the Senate that did. But I can tell you, it has been a dis-
aster for my State. )

They went from zero percent of our durham market to 20 percent
of our durham market virtually overnight. Not because they are
more efficient, not because they are more competitive, but because
of defects in those trade agreements and because of a lack of effec-
tive tools to deal with it. That is what happened here. ;

Now, you see there was a sharp reversal back in the 1992-1993
. time frame because a previous trade ambassador was then able to
take action, before GATT, which restricted our ability to do so: Am-
bassador Kantor took action and we got a dramatic reduction, cut
it in half—cut it more than halif.
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Durham, by the way, is the product that makes pasta. The vast
majority of the durham produced in this country is produced in my
State, the State of North Dakota.

But we have been devastated by this. So when I see it happening
in steel, I must say, I feel their pain. I know what they are going
through. It is pretty lonely out there.

The truth is, you search for what you can do to fix it and what
you find is not very encouraging. We had a Binational Panel ruling
that went against us because we found there was a secret side deal
between the previous trade ambassador and the Canadians. So, we
got no relief there.

Then you turn to the other remedies that are available, 201, 301.
Those cases are not going to be brought. Here is a commodity that
is a small dollar volume. It is very hard for them to raise the
money to bring a dumping case. If you do bring a dumping case,
because wheat prices are very volatile, they move all around, it is
very hard to prove injury.

So what do you do? What do you do? We had put in place this
limitation, this green line, memorandum of understanding. It was
in effect for 1 year and it could not be repeated because of provi-
sions in the GATT. In the last 2 years, they crossed the line. What
do you do? Ambassador Barshefsky has talked, talked, and talked
to the Canadians. They say they are now going to tell us what they
are going to send us next year.

I mean, our farmers are living with truck, after truck, after truck
that crosses our border every hour of every day, bringing in Cana-
dian grain. Again, not because they are more competitive, not be-
cause they are more efficient, because of defects in trade agree-
ments.

I would just ask, Ambassador Barshefsky, do you think there are
things that need to be done to change law to he{p us deal with this
situation, and if so, what would they be?

Ambassador BARSHEFSKY. First of all, you obviously are pointing
to a very difficult situation. We know how hard-hit your State has
been, in particular, for a variety of reasons, among which is the
durham issue from Canada. .

You know that we have entered into an agricultural agreement
with Canada several months ago, which has already begun to im-
prove quite dramatically the situation on cattle, as well as on our
ability to use Canadian railroads for our shipments of wheat to the
coast, which provides very important price competition to the exist-
ing carrier in the United States.

We see volumes shipped on Canadian railroads incre:.sing 3uite
substantially now, and we are hoping that is 5;)' to bring down
rail rates overall. I think that will be good for the farmers, particu- -
larly in North Dakota.

With respect to durham and spring wheat imports from Canada,
you know we have 'been working hard with the Canadians to help
ensure that Canadian imports are non-disruptive to the U.S. mar-
ket, non-disruptive to the markets in your State, and in other
States in the northern tier.

Canada will now provide us with estimates of their shipments,
essentially, in advance. We have indicated to Canada that we are
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on the lookout for market disruption, and they are aware of this.
I think we have provided some of those estimates to you.

I would say, with respect to the question of trade law changes,
that I do think our trade laws, generally speaking, are effective.
But I think we should always be alert to the question of whether
they can be made more so. That is to say, whether they are pro-
viding the necess relief within the framework of international
rules and whether that relief is being provided at the earliest point
in time, which is also an issue Senator Rockefeller has raised.

For that reason, we do think—and I hate to go back to the
f‘le}rase that Mr. Moynihan spoke of—that the approach that Sandy

vin and Amo Houghton have suggested is very, very constructive
and one that we would hope the committee would look at quite se-
riously because it is a generic approach. It is not sector-specific in
an{ way.

t is one that would comport with our international obligations
in all respects—I am speaking now, in general; I cannot tell you
whether we agree with the details of their bill, but speaking in gen-
eral-—and one that might well ensure that more recent surges in
img:rts can more effectively be captured under our trade laws.

we would urge the committee to look carefully at the Levin-
Houghton approach, and that may well be an approach, Mr.
Conrad, that you might look at as well.

Senator CONRAD. I thank you for that. I hope, in addition to
being responsive on this Canadian grain issue, continuing to work
at making that a priority, that we send a strong message on steel.

My colleague, Senator Rockefeller, feels deeply because people’s
lives are at stake. When that agreement in July, that contractual
agreement, comes to an end, there are tens of thousands of people
at risk for losing their jobs through no fault of their own.

It is critical that we respond, and that we respond effectively, be-
cause otherwise these trade laws will lose respect in this country.
Then we will have a very difficult time maintaining any kind of
regimen for the long term.

retary DALEY. Senator, if I could just make one comment on
a point you made. I know it is a concern of yours. That is, the in-
ability of small businesses to take advantage of the trade remedies.
Under Secretary Aaron testified last month before the committee.
We an'e trying to work with the committee to try to come up with
an idea.

One idea that was put forward was possibly having some funds
with which we could work with the States and have a grant pro-
gram with the States, so they could then work with small busi-
nesses to put together the funds to take action under our trade
laws, which we acknowleczﬁ:,; can be long and costly. So, I think
there are some ways to address some of the concerns of your small
businesses.

Senator CONRAD. Well, I appreciate that. I want to say, we do re-
spect the work of the two of you. We know that you labor long and
hard to make this all effective, but you are caught up in a system
that is not perfect. Part of our obligation is to try to improve it.

The CHAIRMAN. Senator Robb?

Senator ROBB. Thank you, Mr. Chairman. Mr. Secretary, Madam
Ambassador, I wonder if you could respond just for a minute to the
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gassion that you heard from the last two colleagues. My friends
om both North Dakota and West Virginia have in the past very
frequently articulated not only the problem, but the underlying
concern, the depth of the emotion that these problems create.

For many of us who grofess, as almost everyone has said in one
way or another around the table, to be free traders, there is a
human dimension, and it is very real. I do not have quite the ex-
tent of the vested tproblem in either the steel or the durham prob-
lem. I am aware of it and I have heard both of our colleagues who
have just interrogated you and made their feelings very clear on
this issue.

But it seems to me that we have the age-old problem of the im-
pact on the people who are adversely affected, or believe they are
goinf to be adversely affected.Sometimes there are even more of
the latter than the former, by others who do not pla b1§ the rules,
to 1(11se the terminology that the Senator from South Dakota just
used.

What obligation do we have to address the underlyilzﬁ human

roblem and human concern that is clearly gencrated by the dump-
ing practices that are taking place in both areas, or the perspective
on unfair trade practices which have got to be a little more neu-
tral? What do you see that we can do about those?

Secretary DALEY. I think, and this really goes back to Senator
Moynihan's comments earlier. For those of us who believe in an
open trading system, we have got to make sure that we hold that
middle of America, who have benefitted by an opening trading sys-
tem and are supportive of it, but are at this point questioning
whether seeing certain people in our society impacted mtaﬁatively
and their concerns about the changes that are going on in the over-
all society, the technology changes that have changed the work
force much more than trade has changed the work force. How do
we hold that middle of support?

There is no question that Senator Rockefeller's deep concerns on
this issue are not new. They are concerns that he has had for
many, many years, going back to even before he was Governor. He
understands this issue as well, if not better, than anyone, and un-
derstands the depth of the personal feelings of people.

We hear these stories from people, real people, and also from
those who come in, whether it is the union or the industry that
comes in, to visit with us. We are trying to balance that.

At a time when our overall economy obviously is tﬁoing very well,
to see people who are subject to fluctuations in the market that
have occurred over the last, less than a year, the truth of the mat-
ter is, this surge, these difficulties, started in April of 1998. If you
look at the imports and you look at the impact, it really started in
April and then dramatically went up in May, through November,
so, a period of about 6 months.

But, even though that is a short period, it has had an enormous
impact on the 10,000 that have been affected as of January 30, and
the aEgtential obviously of the numbers that Senator Rockefeller
speaks of that are enormous.

So we are trying to balance that. Again, a few people feel the
Eassion because they have been involved in this issue for so long.

ut we are working. We are trying to take advantage of the laws,
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as you have passed them, to move quickly and to enforce them. We
believe that, even though it is a short period.

We have seen dramatic results to bring down from this surge
that started in April that has had such a devastating impact. On
a week-by-week basis, we will monitor this to make sure that we
are on top of it, and whether we have to change the laws.

But this President has spent over 6 years now trying to work
with the Congress to get our economy strong for-the overall good,
and we are taking steps to try to hold that good economy, and at
the same time prepare for the next administration.

Senator ROBB. I certainly do not want to see us lose that. I am
concerned, as the Ranking Member has suggested, that the actions
that we might take could have consequences far beyond anything
that we are talking about here. -

But the old problem, and certainly everyone around this table,
and I think both the Secretary and Ambassador Barshefsky have
heard me use this analogy before, to the one individual who may
have a job at this point, it is no great source of relief or euphoria
for him or her to find out that, although their job may be at risk,
one of the trade agreements is going to provide employment for two
unemployed cousins, or whatever the case may be, if their own job
is placed at risk.

As one who has supported each of the agreements that have
come along and who wants to see us continue to enjoy the fruits
of the kind of trade relationships that we have had, it seems to me
that we do have an obligation to try to respond to the very real con-
cerns.

Let me say to my friend from West Virginia, and I have been
working with him for almost 30 years. We were Governors almost
20 years ago together. The passions that you hear today are the
same passions that he exhibited for the people of West Virginia in
a way that very few public officials can truly understand and rep-
resent, the kinds of concerns. He has a way of conveying those to
colleagues that is unparalleled, as far as I am concerned, over a
long period of time. :

So, I take those concerns seriously, but I take the potential impli-
cations of the kind of legislation that was passed by the House very
seriously as well. I am looking for some way to address the under-
lying concerns that are real without creating some sort of devasta-
tion on the whole system. -

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you. _

Senator Murkowski? ‘

Senator MURKOWSKI. Thank you, Mr. Chairman. I guess we are
all puzzled, frustrated, and recognize your degree of frustration for
not being able to enforce the trade laws that we have, playing by
the rules of the antidumpin% laws.

I am particularly moved by Senator Moynihan's reference to the
danger of where we are drifting with our frustration being ex-
pressed. I am sympathetic to my friends who are dependent on the
steel industry. But I would suggest to you it is not unique to the
steel industry, it is all of our commodities, our oil, agriculture, tim-
ber, minerals, fisheries. They are all under water.
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Now, we have got a little good with the bad. It is great for infla-
tion, is it not? It is great for inflation. The administration, of
course, is motivated by the economic prosperity that we have. But
it is rather curious that everybody is under water. The economy is
at an all-time high, inflation is low, and these are the causes of it.

I am looking at commodities in addition to steel. Agricultural
jobs are down 14 percent, mining down 22 percent, manufacturing
jobs decreased 360,000 from 1985 to 1995. Low commodity prices,
minerals, gold, lead, zinc, silver, agricultural products, soybeans,
wheat, corn, oil. Water is cheaper than oil. Cattle, timber.

Senator GRAMM. You mean the other way around.

Senator MURKOWSKI. I mean the other way around. Oil is now
cheaper than water. These are all historic lows. And we blame
Asia, we blame everybody but ourselves. But the realization is, im-
. ports are attractive and we are becoming more dependent on im-
ports. Our mark-ups are higher on imported apparel than domestic
apparel, so the wholesalers obviously are attracted.

But it seems to me, as we address the necessity of recognizing
job losses in the steel industry, we are looking at the rest of the
commodity market as well. You cannot look at it singu]ar?. '

It seems to me you have to look at the ills associated with all
commodities and recognize that we are either all going to move
over to high-tech, Microsoft type jobs, which I doubt the reality of,
or we are going to do something about protecting our basic com-
modity markets without, as Senator Moynihan suggested, drifting
towards a very dangerous situation that we have already seen dur-
ing Smoot-Hawley, where we built a fence around our Nation.

It would seem that the answer is to enforce the existing trade
laws. But I have worked on issues, and one of my favorites was try-
ing to get U.S. firms into the Japanese construction industry. They
just stonewall us. QOur markets are open to them; theirs are not
open.

I am venting my frustration. I am wondering, is it not better to
look at the entire cause of all of our commodities being in a situa-
tion? I am sure Senator Gramm would indicate the number of jobs
lost in the oil industry. There are thousands and thousands in my
State of Alaska; 600 here, another 1,000 there.

So, this is a compound problem. I wonder if either of you are sug-
gesting how you propose that this administration not just take on
the steel industry, but take on the underlying cause that we find
our commodities all under water. What are you going to do about
it? What are we going to do about this?

Ambassador BARSHEFSKY. Let me just say that obviously we are
happy to work with you and with the committee. I think you see,
generally speaking, a collapse of commodity prices globally. This
not only impacts the U.S,, it impacts other countries, particularl
the producing countries. For example, Chile and copper, whi
forms such a e part of Chilean GDP.

‘The reasons for that collapse are very complicated. In the case
of agriculture, it is, in part, bumper crops in countries that for-
merly had not been large agricultural producers, coupled with bad
weather in other countries, coupled with a collapse of the Asian
economy, the inability to afford basic foodstuffs. The Indonesians’
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rice subsidies were taken away because they simply cannot afford
angoincreases in price, particularly with a devalued currenrv.

I think there are many reasons that, for example, in agri-
i:ultuae, but also in other areas, that commodity prices have col-
apsed. )

To the extent that collapse results in capacity reductions, that
may help prices firm because these commodity prices, whether it
is wheat or corn, whether it is cogper, whether it is oil, tend to be
global prices. There is relatively little differentiation among coun-
tries, which is, in part, why we think of them as commodities.

But part of this may result in a shake-out of capacity, particu-
larly less productive capacity. That, therefore, would create some
price firming. We may be seeing that already beginning in agri-
culture and a few of the other commodity markets.

Part of this is addressed in IMF programs, which try and get
government out of business in the countries in which this has be-
come a groblem. But I think this is a complex area and one that
is probably subject to a lot of different economic interpretations as
to why what has happened has happened all at once, seemingly. It
is something I think we should look at with the committee.

I would say, as a general matter, I do think that to the extent
1m£orts coming into the U.S. are unfairly traded, if they are sub-
sidized or dumped, I do think our trade laws are effective remedies.

But that is not, generally speaking, a remedy to which most of
the sectors you have mentioned have decided to turn, in part, be-
cause the price collapse is a global one, it is not predatory pricing
in the U.S. market, per se.

The CHAIRMAN. Senator Gramm?

Senator GRAMM, Well, Mr. Chairman, thank you. Thank you, Mr.
Secretary and Madam Ambassador.

Let me just take up, Madam Ambassador, where you left off.
Your point, I think, is the critical point, that we are in the midst
of a global recession where we are blessed by having very strong
levels of demand. We are looking at an industry that has had tre-
mendous technological breakthroughs in the last 10 years and, as
a result, since 1983, has eliminated 9,000 a year, on average, as
a result of cost-saving technology.

The basic problem, from the point of view of the steel industry—
and from the point of view of many other industries, quite frank-
ly—is that in our Section 201, we have two provisions, which I
strongly support, by the way, for exactly the reasons they are
against it.

Number one is, you have got to prove you suffered serious injury.
Two, you have got to prove that imports were a substantial cause.
The law defines substantial cause: “A cause which is important,
bug not less than any other cause.” Now, these are not huge stand-
ards.

Now, what is important about this, is that if you eliminate these
standards, and this H.R. 1120 eliminates the substantial standard,

-let me te}ll youwhat you are buying into.

Now, I know you all were tryinﬁlto stop a terrible bill in the
House with a bad bill. But let me tell you what you are buying into
when you take substantial out of this law. You have got a big tech-
nological breakthrough going on in an industry. Take .computer
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chips. This industry happens to be one we are a world leader in,
but we have falling prices in that industry.

So what happens is, if you take “substantially” out, you have a
potential where both these words prevent us from pulling the trig-
ger on protectionism, where we impose countervailing duties, and
80 Americans pay more for steel than people in the rest of the
world, or for that matter, let us bring it close to home, more for
oil than other people in the world. We have 40 jobs in fabricating
steel for every one we have got producing it. -

So, without these high standards, we would constantly be shoot-
ing ourselves, not in the foot, but in the head, because we would

-be constantly imposing duties, driving up basic commodity prices
on which our prosperity is built.

So when you take “substantially” out of here, you are setting
yourselves up for a technological breakthrough in an industry, es-
pecially if the breakthrough does not start in America, where we
would literally end up protecting Americans in using old technology
when the rest of the world is using new technology.

Senator ROCKEFELLER. Would the Senator yielcgl??,

Senator GRAMM. No. Now, here is my point. You need to think
long and hard before you take “substantially” out of this law, be-
cause when you do it, you are going to end up with all of these
nmeasures ‘being taken that, in many cases, are not the result of
trade in and of itself, or where trade is not a substantial matter.

Do you share that concern, Madam Ambassador?

Ambassador BARSHEFSKY. I think we have to look at any change
in trade law very, very carefully on a couple of bases. One, would
the chan%f be consistent with our international obligations? Two,
could we live with mirror legislation in other countries? Remember,
we are the world’s single largest exporter; what is sauce for the
goose is sauce for the gander. We always need to be aware that for-
eign countries might mirror what we do.

In the case of Section 201, we have a curious situation where the
standards in our law—and I cannot tell you exactly why this is—
are higher than the old GATT standard or the WTO standard.

Our standards are also higher than, for example, those employed
by Europe in making assessments. I think it is a legitimate ques-
tion to ask, should our standard be WTO-plus, or would it be suffi-
cient for our standard to be WT'O-consistent, perhaps afford some
relief to the industry that might have been on the cusp.

Senator GRAMM. But let me ask you a question, if I may.

Ambassador BARSHEFSKY. Yes.

Senator GRAMM. Who benefits from the high standard? It seems
to me, we are acting as if having a substantial cause standard, be-
cause that is a high standard compared to the world, we are acting
aig if that hurts us. But, in a sense, we are also the big beneficiary
of it.

Ambassador BARSHEFSKY. I think that what you are raising is
one of the elements that the committee needs to consider and look
at as it assesses the Levin-Houghton bill, or similar approaches
which some on the Senate side have sugg::ted. I think we have to
look at the question, is this higher standard a net advantage or a
net disadvantage, or would it wash out in the end?

57.253 99-2
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The only other point, if I could make it, and I do not know the
specifics of the Levin-Houghton bill well enough, but, of course,
under WTO rules, imports, as a cause of injury, still must meet a
fairly high test. That is, you would have to show that the import
increases are at the least an important cause of that serious injury,
that is not a low standard as it is. Important cause carries with
it some weight.

The only other point I would make is that, as in all Section 201
cases, of course, the ultimate relief imposed is decided on by the
President. In that process, and I think this is probably true of any
President, and I am not merely speaking of Mr. Clinton, all sides,
those who would disfavor relief and restrictions, those who would
favor restrictions, those who might have other interests, are heard
from, and those interests can be balanced in a way that does not
necessarily lead to one outcome or another.

Senator GRAMM. Well, let me say that I am not sure that I want
to leave a decision where we would take a word like “substantial”
out when we have got 40 jobs at stake for every one we are saving
and disadvantaging domestic producers. I am not sure that I want
to give that power to the President.

would just urge you, while you are urging us to look at these
provisions, to look at them.

Ambassador BARSHEFSKY. Absolutely. We will.

Senator GRAMM. I would also just make a final point, Mr. Chair-
man, since I am out of time. In looking at what we have done in
places like Russia and Japan,,e:mally in the case of Russia, a so-
ciety absolutely on its back, I think we have done more than en-
force the trade laws. I think no one can complain that your admin- -
istration is not doing everything possible in order to protect steel,
it seems to me.

I would like to have sat in on the room where we explained to
the Russians that we believe in trade, only do not send any more
steel to the United States, when no one has filed a Section 201 pro-
test. The reason they have not is very clear: you have got to pro-

vide tlglroof.

I think in these passionate moments, when all of the politics are
on the side of give relief, give relief, give relief, that we have got
to look at the national prosperity. : '

I think that Section 201 is too easy to trigger, in my opinion. I
certainly am opposed to making it any easier to put hundreds of
thousands of people out of work in responding to what can often
become more political than economic.

I thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Senator Gramm.

Well, I think we have our work cut out for us.

Senator MOYNIHAN. Now, is that all clear to you? {Laughter.]

The CHAIRMAN. But it is a serious matter. Somehow, we have to
find some answer to the problem, because I think the economy is
at stake. I would agree with what my distinguished colleague said.

So we will look forward to working with you and Senator Rocke-
feller to try to come up with some kind of solution.

Thank you very much for being here today. .

Ambassador BARSHEFSKY. Thank you.

Secretary DALEY. Thank you.
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The CHAIRMAN. Qur second panel today is made up of six distin-
guished witnesses.

Curtis Barnette is the chan'man and CEO of Bethlehem Steel
Corporation; George Becker is the president of the United Steel-
workers of America; Joseph Cannon is the chairman and CEO of
Geneva Steel Corporation; Thomas Belot is the president and CEO
of the Vollrath Company; David Daniel is the president of Quality
Tubing, Inc.; and finally, Jack Porter is the chief of Procurement
at Caterpillar.

Thank you, gentlemen, for coming. I do want to note at this stage
that we did have scheduled Bruce Bartlett from the National Cen-
ter for Policy Analysis to join us as well. Due to the pressure of
time, we are unable to hear from him.

Gentlemen, it is a pleasure to welcome you. We will start with
Mr. Barnette.

STATEMENT OF CURTIS H. BARNETTE, CHAIRMAN AND CEO,
BETHLEHEM STEEL CORPORATION, BETHLEHEM, PA

Mr. BARNETTE. Thank you, Mr. Chairman. Thank you for this op-
portunity to be with you. I come with both pride and regret, Mr.
Chairman. Pride in our industry that is truly a low-cost world-class
industry, and regret for the serious injury that is being caused for
industry because of these unprecedented levels of unfairly traded
foreign imports.

We have, Mr. Chairman, as a trade policy, longstanding, to sup-
port open markets, to support market-based trade, to support rule-
based trade. But when those rules are breached and cause injury,
-they must be enforced to preserve the very foundation of our trad-
ing system.

We have taken three actions as an industry and joined with our
colleagues in the United Steelworkers, and others. We have taken
legal actions through the trade cases we brought, public affairs ac-
tions through a very broad-based educational campaign, Stand Up
for Steel and Stand Up for America campaign. Third, we have been
working with our Congress in so many ways, and with the adminis-
tration.

We have urged the administration to take 10 specific actions.
They are covered in my statement. We have also recommended
that the Congress consider eight specific legislative changes that
we think are essential.

We do wish, with your permission, Mr. Chairman, graphically, if -
I may—and charts have been provided to you—to tell a steel story.
I would ask that you would refer to the booklet which I hope has
been given to each member of the committee, and would make six
observations.

Chart 1 simply demonstrates, over a peried of time, 1995 to
1998, the very substantial increases in import penetration into this
market. Let me remind you that, during the last months of 1998
we were approaching 50 percent of the domestic market.

The second chart demonstrates monthly import totals. Apnl
through November represent the eighth highest monthly import
levels in the history of import trade.
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Chart 3 shows the increases in just two products. This is not just
about hot-rolled and plate and coil, but look at the increases in just
those two products during this time frame.

The fourth, takes a very specific product, plates-to-cut-length and
shows the massive increases from just three countries, South
Korea, Japan, and Indonesia.

Now, the critically important chart. It has been missed in all of
the testimony this morning. When imports go up at that unprece-
dented level, prices collapse. Using just one product, the Japanese
product of hot-rolled, it is down 40 percent. That is the price of
steel in the marketplace today. So there is no recovery once those
prices are so depressed, whatever the volumes are happening.

I may refer you also then to Chart 6, which shows the other dev-
astating effect of such a massive increase in imports. When imports
go up, the operating rates in our companies come down. That
means we are operating less efficiently, employees are out of work,
o_mil shipments are down, and we suffer the consequences finan-
cially.

Here, we see an industry operating in the 90 percent level until
these surges took (Flace, driving us to 75 percent, which is an unac-
ceptable level and a rate at which, in general, we are operating
today with respect to our operating rates.

So here are the consequences. Imports are up, approaching 50
percent of our market. Prices are down 40 percent. Operating rates
are diving into the 75th percent level. To preserve our industry and
our companies, we must take all those actions that we can take.

We wish to take them fully within the law, and we have done
so. But we must have laws that are certainly no more restrictive
than WTO authorized. We urge the Congress, in every respect, to
be examining that issue.

That would constitute my informal opening remarks, Mr. Chair-
man. I would look forward to your questions.

The CHAIRMAN. Thank you, Mr. Barnette.
di:EIihe prepared statement of Mr. Barnette appears in the appen-

’l;he CHAIRMAN. Mr. Becker?

STATEMENT OF GEORGE BECKER, INTERNATIONAL PRESI-
DENT, UNITED SYEELWORKERS OF AMERICA, PITTSBURGH,
PA

Mr. BECKER. Thank you, Mr. Chairman. .

The crisis in steel is not over. There have been some margins
that have been applied to Japan, to Russia, and to Brazil, but al--
ready we have seen shifting of product lines within Japan, moving
around those that were covered by the hot-rolled..

And we have seen surges—and it has been talked about al-
ready—from other countries that are out there, primarily Indo-
nesia, China, and Australia, but we understand France and others
have all upped their market. The marketplace is here in the United
States, and they are going to fill that market.

The stake of the steel industry is what we are concerned about.
There has already been testimony and comments regarding 10,000
steelworkers that have lost their jobs over the last year, and an-
other 100,000 that are at risk. We believe this is a very real risk.
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We have got three companies that have already filed bankruptcy,
smaller companies in the United States.

We know that there is another three that have missed heavy ob-
ligations, payments that are to be made, and are very much at risk.

e expect this to go up dramatically. There is no way that they
are going to be able to survive over the long haul.

We have pleaded for the administration to do something for the
last 15 months, a bit longer than what was alluded to here by the
Secretary of Commerce, because we started out with other agencies
within the government. This was very predictable, what was going
to take place.

Even though we got some cases settled, those with Russia,
Brazil, and Japan, the devastation that this leaves in its wake is
beyond recovery. We found that we do not get these jobs back. Ev-
erybody is concentrating their efforts on the industry.

We should be concerned about the industry, but I am also con-
cerned about workers, I am concerned about their families, I am
concerned about the communities and the devastation there.

None of the approaches that we have talked about in any way
deals with working with the human element of this. President Clin- -
ton talks about putting a human face on trade. We have the human
face out there in the steel community. We see this daily. This is
what we are trying to deal with.

We believe it is absolutely essential that we get a quota bill,
something that deals definitely with the problem that we are talk-
ing about. We have not talked about building a fence around Amer-
ica.

The quota bill does not do that. We have said, you establish a
quota at the pre-crisis level. This is somewhere in the neighborhood
of 20 percent. There is not another industrialized nation in the
world that would give away 20 percent of their market willingly.
This is what we have done.

I applaud the other Senators that have come forward with bills
of their own, but we are supporting, in the long run. We feel we
have to have one that we can come behind in a solid way. We are
solidly in support of Senator Rockefeller’s bill, which will mirror-
image the bill that was passed in the House.

e are concerned also about the linkage, the linkage between
China and their steel industry. They have the largest steel-pro-
ducing mechanism in the world and they are the largest steel pro-
ducers in the world. Their imports into the United States are in-
creasing.

We are concerned about what h:ﬁpens if their accession into the
WTO occurs, and what kind of rules are going to be apslied by
that. The administration says, and tlés% have said repeatedly, that
a quota bill is problematic with the 0. I do not believe that is.
We have never believed that that is the case.

But if it is the case, if the administration is right, their accession
into the WTO with this possibility, the cheapest and the largest
steel industry in the world, I think there are problems we are going
to have to deal with.

We are here today to talk about the steel quota and what it will
do, what it will provide. The existing laws, clearly, from the steel-
workers’ end, from a worker’s end, are not sufficient to protect the
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industry. Fifteen months, 16 months is too long of a period for us
to go through the process in order to have some kind of control or
effect. We need action. We need it now. We need the Senate to rally
solidly behind the Rockefeller bill.

I would add one other coniment, because we have drifted in some
of the prior conversations about the number of other jobs in the
United States that are at risk. We have lost 285,000 industrial jobs
last year in the United States. In January, we lost 50,000 more.
In February, it is my understanding we have lost 60,000. We are
heading the wrong way, with the trade laws that we have now and
the enforcement mechanism we have. ‘

How much of this is tied in with steel? We have no way of know-
ing. But we know that we are at risk with the current trade laws
that we had today, and with the defense mechanism in order to
support that. .

e CHAIRMAN. Thank you, Mr. Becker.
[The é)repared statement of Mr. Becker appears in the appendix.]
The CHAIRMAN. Mr. Belot?

STATEMENT OF THOMAS BELOT, PRESIDENT AND CEO, THE
VOLLRATH COMPANY, L.L.C., SHEBOYGAN, WI

Mr. BELOT. Good morning, Mr. Chairman and members of the
committee. Were Mr. Gramm still here, I would gladly give my
time to him because he has said more eloquently what I am about
to say.

I am Tom Belot. I am president of the Vollrath Company in She-
boygan, Wisconsin. I am here on behalf, however, of not just my
company, but of the North American Association of Food Equip-
ment Manufacturers as a member company.

NAFEM represents 650 U.S. firms that manufacture commercial
stoves, broilers, toasters, refrigerators, dishwashers, beverage dis-
pensers, food carts, and many other lines of food preparation and
serving equipment. Therefore, we are users of steel.

Our members employ approximately 60,000 men and women in
the United States. Total sales are $6.5 billion at the manufacturers’
level. Stainless steel represents about 30 percent of all of our costs
of production.

My own firm produces products including broilers, steamers, food
warmers, food carts, pots and (fans, and many other products. A
brochure that I have submitted may give you an idea of a range
of our own products, over 2,500 in total just from my firm, most
of which are made out of stainless steel.

This industry uses about 550 million tons of stainless steel a
year, and is the second-largest user of stainless in our country, sec-
ond only to transportation. In companies which principally use do-
mestic stainless steel—and Vollrath is one of these—the access to
foreign markets is essential to retain price competition and to as-
sure the supply of smacialty materials used by many of our member
companies in NAFEM. .

My own firm employs 750 men and women. Total U.S. emsloy-
ment at all NAFEM members is approximately 60,000, as I said be-
. fore. This one segment of the American steel-using industry em-

gloys about one-third as many workers as the entire U.S. steel in-

ustry. .
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Our industry is a great American success story. We lead the
world in the technology of food preparation equipment. A number
of our members, including my company, have won the Department
of Commerce’s “E” award for export. ‘

Over 80 percent of NAFEM members have markets overseas. My
own firm exports about 10 percent of our products. The average
among all NAFEM members is about 20 percent. That is a lot of
exported stainless steel. That is, stainless steel exported with high
value-added, job-intensive manufactured product.

Our industry’s export markets are growing rapidly, or at least
they have been growing rapidly. Growing markets for our products
have, up until now, meant an increased need for stainless steel and
an increased need for workers.

We have a technological advantage and will continue to compete
effectively around the world unless artificial trade barriers raise
our costs and put us at a world market disadvantage.

Although you would normally believe that an industry would
work in the best interests of its customers, in this case the steel
industry is clearly not. The drive by the domestic steel manufac-
turing industry for punitive duties meant to cut off foreign supplies
and the proposals before you for quotas that would roll steel im-
ports back to the levels of two to 4 years ago will mean lost sales
gnd lost jobs in the now-thriving food equipment manufacturing in-

ustry.

As Senator Gramm mentioned, 40:1 is the ratio of jobs in the
steel industry versus steel users. This is exactly what happened in
1980, when we had voluntary quotas on imported steel, including
stainless steel. ,

Domestic prices of stainless 304, our principal material, rose 76
percent in 18 months, to a level well above world prices. Our indus-
try’s ability to compete was crippled. It was several years after the
phase-outs of the VRAs before our industry recaptured foreign mar-
kets and began again to grow at double-digit rates.

Imports of stainless steel did increase markedly in 1998 over
1997, but—and this is very important—that is not at the expense
of production, sales, or employment in the domestic industry. ~

Shipments by domestic manufacturers of stainless steel, whether
you look at stainless steel or specifically at stainless steel strip and
sheet, were higher in 1998 than they were in 1997, or in any recent
%ear. Shipments, even in 1998, December, exceeded 1997, Decem-

er.

For the domestic stainless industry, to replace the proposed cuts
in imports would require production of about 99,000 tons that
would be taken out of exports. I do not know if they can meet this
demand or not.

I think there would be shortages, at least for a transition gsriod,
and I am sure these trade restrictions would lead to sharply higher
prices with a negative effect on the competitiveness of our industry
that I have tried to describe.

The law of supply and demand, proven by our experience under
the VRAs of the 1980’s, is that quotas or similar import restrictions
would lead to higher prices for stainless steel in the United States,
and that these prices will rise above those in competing countries.
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In fact, quotas here will probably lead to greater supply and lower
prices in the rest of the world, and for my competitors.

While our export markets would be the first to go, we would also
begin to see increased imports of stainless steel in finished food
equuif)ment coming into our own market from overseas. And we
would see some shifting away from steel to plastics. What good
would this do anyone?

This is not the time for the United States to back away from the

rinciples of free trade. Protectionism is rising around the world.
strictions on iraports by the United States will hurt our competi-
tiveness and will soon be followed bg.oother nations’ restrictions on
our own exports. Other industries, from high-technology manufac-
turing to agriculture, could be harmed.

We know what happened under the “Volun Restraint Agree-

ments”—“voluntary” quotas of the late 1980’s, when stainless steel
rices went up 75 percent in 18 months, and they killed our mar-
ets.

Please, let us not make that same mistake again.

The CHAIRMAN. Thank you, Mr. Belot.

(The prepared statement of Mr. Belot appears in the appendix.]

The CHAIRMAN. Mr. Cannon? '

STATEMENT OF JOSEPH A. CANNON, CHAIRMAN AND CEO,
GENEVA STEEL CORPORATION, VINEYARD, UT

Mr. CANNON. Good morning. Thank you very much for holding
this hearing this morning. My name is Joe Cannon. I am chairman
and CEO of Geneva Steel, located in Vineyard, Utah.

In 1987, we resurrected a shuttered steel mill and restored 2,600
jobs. We made steel, we made money. We went public. We invested
nearly $400 million in our mill to become a leading low-cost steel
supplier in the United States.

In 1996, we were hit with a waveé of plate imports from Ukraine,
Russia, and China. We filed antidumping cases and won them with
(]iOO percent average dumping duties against these inefficient pro-

ucers.

Suspension agreements entered into for foreign policy, and not
trade policy, reasons allowed those countries to retain 400,000 tons
- annually of plate in the United States, down from 1.2 million tons
shipped in 1996. Just as our company started to recover from this
financial debacle, the world economic crisis produced a surge in im-
ports in 1998 which threatens our survival. _

Our b‘iiggest product is plate. From 1997 to 1998, plate imports
increased from 1.25 million to 1.85 million tons, a 46 percent in-
cmaie. Imports of that product took over 28 percent of the U.S.
market. '

Our second-biggest product is hot-rolled sheet. Between 1997 and
1998, imports increased from 6.3 million tons to 11.1 million tons,
a 77 percent increase. Imports took 36 percent of that U.S. market.

Our third product is welded line pipe. Imports increased from
220,000 tons in 1997 to 330,000 tons in 1998, a 50 percent in-
crease, with imports taking up to 37 percent of U.S. market. I
might say, in January of 1999 there was more line pipe imported -
into the United States than the domestic product.
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These huge import increases at dumped prices have forced do-
mestic prices, as Mr. Barnette pointed out, to fall by $80 to $100
a ton in each of our major markets. Domestic shipments in each
product category have fallen by at least 15 to 20 percent thus far
this year. .

At Geneva, our company, we shut down a blast furnace in Sep-
tember. We reduced our work force by over 800 workers and saw
fourth quarter 1998 sales fall over 50 percent from fourth quarter
1997, resulting in a $50 million fourth quarter loss.

This fourth quarter loss resulted in our company filing for Chap-
" ter 11 bankruptcy on February 1. Today, I urge the Finance Com-
mittee to request an investigation by the ITC, under Section 201,
on flat-rolled steel products, including cut-to-length plate and slab.

A number of members have asked this morning, what can be
done? Ambassador Barshefsky noted herself that 201 is largely a
political decision, once the ITC has done its work. You have the po-
litical power. We do not have the political power. That is a way
that the Senate could act on this, is to request that 201 relief.

The reason for our request, is that the collapse of the world steel
demand is continuing and we face a renewed import surge in 1999
that could prevent Geneva from reorganizing under bankruptcy
lii\ws and may cause many other U.S. producers into bankruptcy or
closure.

" For example, imports of hot-rolled sheet in January were slightly
more than imports of hot-rolled sheet in January of 1998, at about
a half a million tons. But an import decrease of 250,000 tons from
Russia and Japan because of antidumping cases was replaced by
250,000 tons of increased imports from other countries, primarily
from China, Indonesia, Australia, the Netherlands, India, and
South Africa. This is illustrated on a chart that I have attached to
my testimony.

Most of these are Asian countries. Just as with the import surge
of 1998, these increased imports are hitting the west coast first,
then moving through the midwest, the east coast, and southeast
later in 1998.

I will get to my main point. Because of these world market condi-
tions, international trading companies will never show any mercy
to the U.S. market. They will bring in product from anywhere in
the world where there is more supply than demand and dump it
into the U.S. market at prices significantly below U.S. producers’
cost. We cannot face this wave, after wave, after wave, of imports
which often are closing the barn door after the horse is gone.

So, a 201 case provides a comprehensive arrangement that looks
_at all the factors, even those mentioned by Senator Gramm, that
could produce a result here that would give the domestic industry
i‘.‘hat time period to adjust to what is going on in these foreign mar-

ets. :

Thank you very much.

The CHAIRMAN. Thank you, Mr. Cannon. 4
g ['Iihe prepared statement of Mr. Cannon appears in the appen-

ix.

The CHAIRMAN. Mr. Daniel?
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STATEMENT OF DAVID L. DANIEL, PRESIDENT, QiJALlTY
TUBING, INC., HOUSTON, TX

Mr. DANIEL. Mr. Chairman and members of the committee,
glinlg %rgu for the opportunity to present Quality Tubing’s views on

My nauae is David Daniel and I am president of Quality Tubing.
We employ over 100 people in our plant in Houston, Texas, and I
am here to explain why H.R. 975, as well as other measures de-
signed to restrict imports of steel, are ill-advised.

Quality Tubing was the first company established for the sole
purpose of manufacturing steel coil tubing for use in the oil and
gas industry. The hot-rolled steel that we must use to make our
critical service coil tubing is unavailable from domestic American
manufacturers of hot-rolled steel, and the high strength that we re-
quire makes it even more difficult to obtain.

This critical service coil tubing product, referred to as “downhole
work strings,” is used by the oil and gas industry in deep, highly
pressurized oil and gas wells, where it must be uncoiled from large
spools, sometimes fed up to depths of 20,000 feet or more, and
coiled back onto a spool for use in another well.

The constant coiling and uncoiling of this product subjects the
material to significant metal fatigue. As a consequence, the life
span of this coil tubing is three to 4 months. Any interruption in
the supply of the steel will, in a very short time, affect not only the
jobs at Quality Tubing, but jobs in the oil and gas industry as well.

Quality Tubing purchases approximately 70 percent of its hot-
rolled steel needs from Japan because the products are simply not
produced by domestic steel mills. Quality Tubing has worked with
domestic suppliers to produce steel meeting the requirements of
our customers.

However, domestic suppliers have repeatedly been unable or un-
willing to attempt the production of the hot-rolled steel we require
for critical service applications. Therefore, Quality Tubing has
turned to the Japanese steel mill, Sumitomo Metals, to develop the
steel we need in order to produce 4teel coil tubing with the prop-
erties required by our customers.

The steel purchased by Quality Tubing from Japan is not fun-

ible with either U.S.-produced steel, steel from Russia, or Brazil.

nly Sumitomo Metals has been willing to attempt the production
of the uniquely tapered rolled steel essential to our business. This
_tapered hot-rolled steel tapers from a thicker gauge to a thinner
ga along the length of the coil. This very unique material is
in coil tubing representing approximately 25 percent of our
production.

We believe the potential adverse impact on our business by H.R.
975 is a prime example of unintended consequences. Nonetheless,
those co uences are real. H.R. 976 is aimed at steel that is
dumped in this country at lower than market prices. Yet, Japanese
prices for the hot-rolled steel that we purchase are higher than the
closest grades of available steel from U.S. su;:gliers.

ermore, in each of the last 4 years the Japanese steel we
purchased has increased in price. Although the steel we import is
not produced in the United States, trade restrictions often do not
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_distinguish between imports, which compete with domestic prod-
ucts, and those which are not available domestically.

Our Japanese supplier has responded to what competition there
is from domestic sources by moving into higher grades of special-
ized products rather than reducing its price.

With respect to price, the Japanese price per ton increased each
year, as did domestic sources. The Japanese price per ton in-
creased, on average, three percent per year. The Japanese price
that we paid averages 49 percent more than the closest grade of
domestic steel.

Any reduction in our ability to import this high quality steel
would gravely impact Quality Tubing’s competitiveness in the mar-
ketplace. Although the overall market for this niche product is
small, production of coil tubing strings enables the $1 billion coil
tubing services market to function.

In the event of an interruption in imports, all of the coiled steel
tubing in existence would be retired in very short order and could
not be replaced with steel of a like quality and functionality.

U.S. service companies, as a consequence, would feel the negative
impact of a loss of this groduct almost immediately. U.S. ener,
production and jobs could be, and almost certainly would be, ad-
versely affected. Indeed, Quality Tubing would have to turn to a
French coil supplier, and not a U.S. supplier, for the closest sub-
stitute steel product in order to stay in business.

Mr. Chairman, we produce a unique product essential to the effi-
cient operation of the U.S. oil and gas industry. In the 23 years
since our founding, we and are market have steadily grown and we
expect to, and hope to, expand our markets still further as the in-
dustry prospers. But without access to this steel, our business and
the businesses of our customers would surely falter. It is that sim-

ple.

I urie you then, as you evaluate this bill, to keep in mind compa-
nies like Quality Tubing, which produce specialized products and
do not deserve to be adversely affected by legislation aimed at ex-
acting quotas on commercial-grade steel imports.

Thank you very much.

The CHAIRMAN, Thank you, Mr. Daniel.

(The prepared statement of Mr. Daniel appears in the appendix.]

The CHAIRMAN. Now, Mr. Porter.

STATEMENT OF JACK B. PORTER, CHIEF OF PROCUREMENT,
CATERPILLAR, INC., PEORIA, IL, ON BEHALF OF THE EMER-
GENCY COMMITTEE FOR AMERICAN TRADE, WASHINGTON,
DC

Mr. PORTER. Mr. Chairman, members of the committee, on behalf
of Caterpillar and the Emergency Committee for American Trade,
ECAT, thank you for this o%portunity to present our views regard-
ing the pending steel quota bill and other legislative proposals that
would change U.S. trade remedy laws.

I am Jack Porter, Caterpillar’s chief procurement office. I am ap-
pearing before the committee today on behalf of the Emergency
Committee for American Trade, an association of major American
companies with global operations representing all principal sectors
of the U.S. economy. The annual sales of ECAT member companies
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total over $1 trillion. The companies employ approximately four
million people.

Caterpillar and other ECAT member companies understand that
the domestic industries, which are experiencing increased import
competition, may appropriately apply for relief under existing un-
fair trade remedy statutes. In fact, there are ECAT member compa-
nies that are among those who have petitioned for such relief.

ECAT is concerned, however, that the U.S. steel industry’s ef-
forts to convince the Congress and the administration to grant
them special relief from steel imports beyond that provided for
under existing U.S. trade remedy statutes could result in market
closing measures which would subject U.S. exports to the risk of re-
taliation, undermine U.S. competitiveness, and threaten the United
States’ economic expansion.

Enacting special relief for the steel industry would signal to our
trading partners that we have abandoned our support for the open
trading system and would encourage them to maﬁe similar meas-
ures to protect their own domestic industries.

Instead, the United States must remain steadfast in its opposi-
tion to protectionism and to help its trading partners do the same
by urging them to agree to a standstill of trade-restrictive meas-
ures in advance of the WT'O ministerial which the United States
will host this fall.

My written testimony discusses these issues at length. But, to
comply with the Chairman’s request for brevity, I would like to
focus the remainder of my oral comments and how the steel quota
blﬁ would affect American steel-using manufacturers like Cater-
pillar.

As you may know, Caterpillar’s business strategy is somewhat
unique in that we compete-globally from what is primarily a U.S.
manufacturing base. The products we make are steel-intensive. We
buy over 90 percent of our steel requirements from United States’
suppliers. The steel that we do import is primarily steel that is not
made in this country.

Last year, Caterpillar exported over $6 billion worth of machines
and engines throughout the world. As a result, Caterpillar con-
tinues to be America’s largest exporter of United States-produced
plate steel.

I have been working with steel companies most of my career.
During that time, I have witnessed a remarkable transformation of
the United States’ steel industry. Today, the American steel indus-
try produces more high-quality steel with greater efficiency than
ever before. New, more modern facilities to produce more steel per
. worker continue to come on-line. Older, less efficient factories are
being closed.

When it makes sense, the domestic steel industry increasingly re-
lies on ixﬁforted steel slab to further improve its competitiveness.
As a result, companies like Caterpillar that rely on steel have a
strong competitive reason to expand production in the United
States. That is one of the reasons why, for the past 2 years, steel
production in the United States has been at record-high levels.

Caterpillar strongly opposes the steel quota bill because it would
hurt our competitiveness, lead to direct retaliation against Cater-
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pillar exports, and undermine the international trading system,
which would jeopardize the global economic recovery.

Senators, with all due respect, it has been our experience that,
when the U.S. Government intervenes in the marketplace, it often
makes matters worse. The last time the U.S. used quotas to re-
strict steel trade during the 1980's, the ITC reported that it cost
American manufacturers as much as $12.4 billion in lost sales.
That is ITC Investigation Number 332-270, May 1989.

At Caterpillar, quota-induced shortages required us to fly in steel
from overseas just to keep our U.S. production lines running. On
one occasion, we came perilously close to shutting down our largest
plant while we waited for Bermission to import a type of steel that
was not even made in the U.S.

Today, we still rely on heavy, special section steel to make Cat
track shoes. So there is no confusion, let me point out that these
are not the Cat shoes you see teenagers wearing around town.
Rather, they are the track shoes that go on our bulldozers. Even
though there are no U.S. producers of this type steel, Caterpillar
continues to manufacture the end product in the U.S.

As a practical matter, if steel quotas keep us from importing this
type of steel, we will be forcec(ll to Eroduce the finished product
somewhere else. It is my experience that it is hard to forecast steel

markets. Lead times are generally long.
* Last summer, we were all surprised with the General Motors
strike. We hope that will not be repeated with the steelworkers this
year. Perhaps what is even more troubling is the direct impact that
the steel quota bill could have on American exports. Retaliation
could be catastrophe.

Mr. Chairman, members of the committee, by now it is clear that
U.S. unfair trade laws are working. The steel industry remains
profitable, new factories are coming on-line. Rather than focusing
on new protectionist issues like the steel quota bill, we urge you
to support initiatives aimed at improving the competitiveness of
the U.S. steel industry. That way, the steel industry, American
manufacturers, and U.S. workers and consumers all win. Thank

you.

[The prepared statement of Mr. Porter appears in the appendix.]

The CHAIRMAN. Thank you, Mr. Porter. You make a very elo-
quent statement about the impact of a quota bill becoming law.

I wonder what the rest of the panel would say. Mr. Daniel, if the
Senate should pass the quota bill, the President should sign it,
what kind of impact would it have on our economy? :

Mr. DANIEL. On our economy, in general? I think what it does,
is put restrictions in place that are unpredictable. The impact can
be positive or negative, but we do not know what they are. In fact,
the free trade practices have proven to be very effective without the
restrictions of quotas. .

The CHAIRMAN. Mr. Cannon?

Mr. CANNON. I am not an economist and I do not know what
would hap;l)vt[an to the whole economy.

Senator MOYNIHAN. You can think of yourself as an applied econ-
omist. That is all right.

Mr. CANNON. All right. Well, I do not want to avoid the question.
I would just say that one reason that in my testimony I asked for
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a 201 relief, is I do think that that is a GATT-sanctioned approach
that could get at the same problem in a more systematic, systemic
ay than the quota bill.

ut, on the other hand, we have supported the quota bill because
we are in, as I think there is ample evidence in the record to show,
a very damaging, overwhelmingly damaging, situation with respect
to this particular product in the United States. So, we think some-
thing has to be done. If you choose to do a quota bill, then that
would be fine.

I guess my position, and our company’s position, was we would
like you to use your political clout with this administration in the
201 context.

The CHAIRMAN. Mr. Belot?

Mr. BELOT. Number one, I would like to say that I believe that'
adequate protection is already existing in 201, and I think it is in-
cumbent on the steel industry to prove damage, which I think they
have had trouble doing. That is why they are here asking for the
quotas.

The effect that I believe the quotas would have, were they to
pass and the President were to sign them, would be, number one,
to limit the amount of supply of foreign steel coming into the
United States, raising the price of steel here in the United States,
making us as users of steel less competitive when we export.

And also, because if you limit the supply in the United States
there will be more supply to6 our competitors overseas, their price
of stainless steel will probably drop, making them more competitive
in importing finished products into the United States. So, I think
it would be a devastating effect on both sides, limiting our exports
and making imports less expensive and making us less competitive
here in the United States.

The CHAIRMAN. Mr. Becker, a few of our witnesses have indi-
cated that the impact of the quotas system would be serious on em-
ployees of other industries than steel. You are understandably con-
cerned about the steelworkers. But have you made any study, or
has labor made any study, of what the impact would be on other
industries if we pass the quota bill?

Mr. BECKER. Well, first of all, let me put it in just a little bit dif-
ferent way, because clearly I am not an economist either. But we
are not talking about shutting off steel from everywhere in the
world, we are talking about establishing it at the pre-crisis level,
‘which we depended on some 20 percent imports coming into- the
United States.

We are not talking about changing this. This was all during a
period of rapid gro in the United States through this whole pe-
riod of the 1990’s of 20 percent coming in. We are not talking about
wiping that out.

ut I would like to comment on the status of the steel industry.
We are the most efficient steel industry in the world. I measure ef-
ficiency not by cost, I measure efficiency by low man hours per ton.

When the comments are made that we should make the steel in-
dustry competitive, competitive with what? Nineteen cent-an-hour
labor? What are we talking about when we say, make it competi-
tive? We produced for steel at less than four man hours per ton.
That is lower than any steel industry in the world. In economics,
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let us think about this. For every steelworker, for every family-sup-
Fortive job that we cut out of the steel industry, we are wiping out
our supportive jobs in the community.

So when we talk about 10,000 jobs, we are not talking about just
limiting it right there. We are talking about another additional
40,000 being cut out of the economy. These are consumers that we
are talking about. The real question is, do we want a steel industry
in the United States? That is what it gets down to.

Keep in mind that the three cases that went forward with Rus-
sia, with Japan, and Brazil, clearly there was dumping. This is ille-
gally dumped steel coming into the United States.

Keep in mind also that we worked with the administration for
15 months trying to get them to do something with this. They have
ignored us. They just want the problem to go away. They would not
do anything. So we appealed to Congress and Congress responded,
because they have the same concerns we do about communities and
about workers.

So we had the bill passed in the House, and we need it passed
in the Senate. Somewhere along the line the administration has a
responsibility, and Congress has the responsibility, to communities -
and to people in the United States.

The CHAIRMAN, Thank you. Mr. Barnette?

Mr. BARNETTE. The issue, I think, Mr. Chairman, is what is the
appropriate remedy for an injured industry. There are many dif-
ferent remedies that can be applied under our trade laws, either
tariffs or quantitative restraint. Those can be formed within the
framework of the existing laws that we have, which are simply not
working effectively. .

With your permission, this has not been brought back to the at-
tention of the committee, but with great diligence Secretary Daley,
Mr. LaRussa, and his staff, in their preliminary determinations on
hot-rolled, found Brazil, 50 to 70 percent dumping margins; Russia,
71 to 218 percent dumping margins; Japan, 25 to 67 percent dump-
ing margins.

These products are being sold in America at less than fair value
at those margins. That, understandably, is causing serious injury
to our low-cost, high-quality industry and forms the very basis for
the cause and concern that we have, Mr. Chairman.

The CHAIRMAN. My time is up. One question I do have. There are
any number of different tools available to the industr&y beyond Sec-
tion 201 safeguards, yet, to be candid, neither the industry nor the
unions have taken any steps to avail themselves of these tools, es-
pecially 201. Why is that?

Mr. BARNETTE. Mr. Chairman, it is a very good question. That
is why we have recommended to the administration, since last

ear, the 10 actions that are outlined. We think there is a responsi-

ility by responsible government leaders to take their own actions
when this sort of injury is taking place.- We urged consideration of
appropriate actions by the administration.

Second, we have taken all of the actions we can take under exist-
ing law. 201, we must remember, has not been used effectively for
some 16 years. It is more restrictive than our WTO obligations re-
quire, as are many other laws.
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Third, that remedy which was used by the steel industry in the
1980’s, ultimately, is decided upon by the President of the United
States as a recommendation by the International Trade Commis-
sion of the remedies to be imposed. We have urged the administra-
tion, as a consequence of the injury being sustained here, to self-
im'::liate a 201 action. They have that authority. They have declined
to do so. ’

So, there are other remedies. We are considering other cases. We
are considering state law actions. The attorneys general of six
States have expressed themselves on a number of these issues.

They have started to become active, Mr. Chairman, because if
the Federal Government, in our Federal legal system, is not resolv-
itgilthis matter, the States will, of necessity, be considering and

ing action.

The CHAIRMAN. Well, my understanding is that there have been
some successful cases under 201 during the last 10 years. Of
course, one of the purposes of giving the industry or the opinion the
option of taking action, is if the government does not act then they
are able to act to help themselves.

But is qart of the problem, to be candid, that much of the indus-
try is fairly profitable?

Mr. BARNETTE. No, it is not, Mr. Chairman. I think when we talk
of an industry in terms of trade cases we are talking about specific
products within the industry. So it is the hot-rolled industry, it is
the cold-rolled industry, not either the operating income or the net
profit line of any particular company which, indeed, may be in
other businesses or in other products that are not being agversely
affected.

The industry, I believe uniformly in the products here under
question, has shown significantly adverse results in the hot-rolled
section of a particular company, business, or plate.

The CHAIRMAN. Well, let me be the devil’s advocate just for a mo-
ment.

" Mr. BARNETTE. Yes, sir.

The CHAIRMAN. The March 11 issue of Business Week reported
that industry earned an average 11 percent return on equity, and
that is overall, with some companies earning returns as high as 17
percent. A week ago, The Wall Street Journal reported profits for
a number of the major players in the hundreds of millions.

So, under these circumstances, when does Section 201 action pre-
vail, in your judgment?

Mr. BARNETTE. I do not know the answer to that, Mr. Chairman,
under the circumstances or the figures that you have referenced.
What I do know, and the charts attempted to illustrate, is that
while the crisis in steel started in early 1998 with meteoric rise in
the mid-year of 1998—and that is what is of enormous concern
here. Look at those monthly increases, approaching 50 percent of
our market.

So many of the figures, I believe, that you might have reference
to are referencing full-year data. There is no question that, in the
first half of 1998, the industry was, in general, proﬁtabl'e. Cer-
tainly, our company was.

Equally, there is no question that, in the second half of the year,
based on the injurious imports coming into the marketplace, that
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the financial condition of our companies changed, and that cer-
tainly was true in our case, on a quarter-by-quarter basis.

Mr. CANNON. Mr. Chairman, are you addressing that to all of us?

The CHAIRMAN. Sure. Go ahead.

Mr. CANNON. Just two issues, to follow up on what Mr. Barnette
just said. A year ago today, our company was profitable. Our bonds
were trading at gar. We were a very successful company. This dev-
astation occurred in the second half, and is even continuing into
this year, so I am not sure that the Business Week figures appro-
priately reflect the damage, A.

B, on why the industry would not push a 201 case, I' think—and
I will try to say this maybe as politely as possible—and Ambas-
sador Barshefsky herself said, at the end of the day when the ITC
finishes looking at these things, the President has to make that de-
cision. The fact of the matter is, there has been a notable absence
of political will on the part of the administration to do something
about this. ‘

We have pushed every trade case that we can within our own
power, but at the end of the day somebody with greater political
clout than this administration and than the workers, obviously, has
to do something about it. That is one thing that I think you are
able to do. They will listen to you for all kinds of reasons that they
will not listen to us.

Senator ROCKEFELLER. Want to bet?

Mr. PORTER. May I springboard on that question?

Mr. CANNON. I will bet you that you are better than us. I do not
know whether you would be successful, but you have more ways to
influence them than we do.

The CHAIRMAN. Mr. Porter?

Mr. PORTER. I am clearly not a steel producer, I am a large steel
user. I would point out that our fourth quarter results did not meet
the expectation of analysts. I would point out that the foreign mar-
ket, John Deere, Case, I believe if you look at their production lev-
els in the fourth quarter of 1998, and for that matter the first quar-
ter of 1999, are down substantially from the first half,

I believe there is more to the reduced price of steel, if you will,
than simply imports. I think there is has beea historically, or at
least in 1998, some reduced achievement of some expectations.

The CHAIRMAN. Senator Moynihan?

Senator MOYNIHAN. Yes. Mr. Becker wanted to say something.

Mr. BECKER. I wanted to just pick up on that a second, if I could.
At the beginning of this, back in the latter 1970’s when the Asian
crisis first started to unfold, there was an economic model that was
run by the Economic Policy Institute here in Washi n and
which we uce extensively. At that time, they predicted that there
would be 1.1 million jobs lost as a result ot that, and 70 percent
of those jobs would be manufacturing jobs. ’

What I am saying, in the reduced usage here in the United
States, I think this is starting to unfold. There is a lct of spin-off
from the loss of jobs and a loss of businees overall as a result of
the Asian imports coming into the United States.

I think that reflects, partly, the 285,000 jobs that we are talking
about that have disappeared in 1998, and the 110,000 that had dis-
appeared so far in 1999. One further point on that. We know that
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there is an over-capacity of steel in the world. Somebody has to
deal with this in some way. When I say, do we want a steel indus-
try in the United States, I think we do want one, for a lot of rea-
sons. Defense is one of them. It is a basic industry. I think it is
very necessary.

It produces family-supported jobs. Those are the kinds that can
support other community jobs. They can suspport Medicare, they -
can sugport the social systems in the United States, Social Security
and what have you. You cannot supgort those kinds of programs.

You cannot support our system in the United States or the status
of life on minimum wage jobs. I think that those people that say,
let the steel industry go, I think they should re-think this and we
should look at this very seriously.

Mr. BARNETTE. Mr. Chairman, my colleague passed me a note,
and I do wish to correct my earlier comment. He advises that there
have been three instances: Wood Shakes and Shingles, with im-
ports of 182 million in 1986; wheat gluten, at 170 million in 1998,
and broom corn brooms at 9 million. Very important industries. In
two cases, a tariff duty, in one case, quantitative restrictions, but
hardly industries in volume that can be compared to the current
steel situation.

The CHAIRMAN. Thank you for correcting.

Mr. BARNETTE. Yes. I apologize, Mr. Chairman.

The CHAIRMAN. I appreciate that, Mr. Barnette.

Mr. Becker, just let me ask one further question. The loss of jobs
is extraordinarily serious. Part of it, undoubtedly, is from the
surge‘.) But to what extent is it from so-called increases in produc-
tivity? A

Now, I understand, for example, that the domestic industry is
now talking about increasing by nine million tons. So that sounds
like they are not too pessimistic about the future, if that is going
to be accomplished. Have any studies been made as to a breakdown
of what has caused these job losses?

Mr. BECKER. No, there has not been a breakdown of that. I just
go back to the fact that we have helped the industry become as
competitive as they possibly can. If you go back from the 1980’s,
we 1nsisted that the industry, as they regained profitability, that
they plow heavy amounts of their profits back into the industry so
that we would be able to be competitive.

When I say we produce steel for less than four man hours per
ton, and the figures are there for what every nation in the world
produces, clearly, we are the low man hours per ton.

On the dumping end of it, let me say, we were told by the indus-
try—this is not our calculation—that we could work for nothing—
nothing—and they could not compete with the prices of the steel
that was coming into the United States. So how in the world are
we talking about becoming more competitive? Tell me how that
works. I want to make sure that Caterpillar can continue to buy
90 percent of their steel in the United States. I think that is an
admirable level. I applaud that. :

The CHAIRMAN. Senator Moynihan.

Senator MOYNIHAN. I would like to take off from a comment of

Mr. Becker about over-capacity. This is not a subject I feel any
competence on, but on January 27 the CEO of LTV testified that
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“over 300 million tons of foreign steel capacity, or roughly one-third
of total world capacity is in search of new markets.”

I do not know just how well business or labor economists think
of the subject of over-capacity, but I have a feel for it from my own
experience. There was a time when the first thing every developing
country, did was to get a steel industry. Not for nothing did that
Georgian gentleman rename himself Stalin.

I was once our Ambassador to India and it hagpens that, in
1900, the Indians produced more steel than Japan. But then came
a planned economy and so forth, and nothing would do, they had
to sft an enormous mill from the Soviet Union, as it then was, and
it did not work. Well, it obviously works, but not very efficiently.

Has that political imperative of, you must have a steel industry
or you are not an independent country, produced the phenomenon
that we would not necessarily see in computer chips or other such
matters? Who has a view on that? I have none. I do not know, but.

I have a suspicion.

Mr. BECKER. I am not an expert on world steel locations, but I
do believe there are still some independent countries, under-devel-
oped countries, that do not have steel mills.

Senator MOYNIHAN. Not for lack of wishing.

Mr. BECKER. No. You are right, Senator.

Mr. PORTER. I could offer just a bit of a comment, if I could, on
that. My colleague just passed me a chart here, which I would be
very happy to provide. The source of it is the OECD 1996 Steel
Market Outlook. This was torn out of a page. This shows here that
the over-capacity for Japan and the European Union, just those
téwo entities, equals more than the total consumption of the United

tates.

Senator MOYNIHAN. And OECD uses the term “over-capacity.”

Mr. PORTER. Over-capacity. That is what it says. “Steel over-ca-
pacity in Japan and the European Union rouﬁhly equals total con-

sumption of steel in the United States.” Steel industries are steel
being created. India is creating additional steel capacity, Australia
is. I understand, and I am not sure on these, this is passed on to
me, that Australia is doing the same. We know that some of the
steel industry in South Korea that is laying there is for exports.

Senator MOYNIHAN. These will tend to be state owned or state
subsidized.

Mr. PORTER. I would respectfully point out, sir, that the United
States is also increasing capacity in the steel industry. I can think
of three new mills that have come on-stream in the last © months.

Senator MOYNIHAN. That can also be a function of getting moving
with productivity. ,

Mr. PORTER. Absolutely.

Mr. BECKER. This is why I feel that somebod{nshould come to
grips with that. When I say somebody, I do not know. Maybe you
gentlemen here should come to grips with this in some way. It is
a global problem, so I think it really requires a global solution.

Clearly, we do not have enough jobs in the United States, steel-
-worker jobs, that we can give away to keep these other economies
going. We just do not have that many jobs.

Could I say one other thing on pricing?

Senator MOYNIHAN. Mr. Barnette?
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Mr. BARNETTE. Yes, Senator. In the 1980’s, the U.S. steel-making
capability was about 155 million tons. As a result of the restruc-
turing that took place in our industry, about 30 percent of that ca-
pacity, 40 million tons, was restructured. It is partly in answer to
your question, Mr. Chairman, as well, earlier.

Ysinator MOYNIHAN., We kriow about that in Lackawanna, New
ork.

Mr. BARNETTE. Yes, sir, we do. Some good redevelopment is
starting to happen in that location now. But our workers, we are
at about 500,000. They have been reduced by 60 percent, near]
300,000 workers. But the productivity in our industry has doubleti
and in some cases, tripled. The industry circumstances we tace
around the world then is looking at a particular country’s capa-
bility and measuring it against its own domestic demand.

What we find there is that many countries continue to have the
capability, a capacity, to make and ship steel far greater than need-
ed in the domestic market. We do not have that in America. We
are, in effect, steel short. As long as it is fairly traded coming into
this marketplace, that should not be an issue.

Senator MOYNIHAN. Well, Mr. Chairman, I would just say that
I think we ought to learn up a bit on this whole question of sub-
sidized, nationalized steel. It has clearly got to be part of this issue.
I will leave it there.

The CHAIRMAN. Thank you.

Senator Rockefeller?

Senator ROCKEFELLER. Thank you, Mr. Chairman. I agree, once
again, with Senator Moynihan. There are very few countries, if -
any, that have gone through what we have in terms of steel. That
is a 100 percent cost to the company, not a dime from the Federal
Government, not one dime.

You go to most European countries or most Asian countries and
they are either state owned or state subsidized. If they lose money
at the end of the year, it is made up by the government.

I want to ask a question of Mr. Barnette, and I want to ask a
question of Mr. Porter. I am not a great admirer of your testimony,
Mr. Porter.

Would you agree, in that I oniy have a short amount of time and
I hope you will be short, that, under international trade laws, that
the globalization that you speak of, which I also believe in, that
when people violate international trade laws, that should not go
unnoticed? When other countries violate international trade laws,
that should not go unnoticed. Do you agree with that?

Mr. PORTER. Yes, I do. But we are ing here about quotas that
also impact fairly.

Senator ROCKEFELLER. I am not talking about quotas, I am ask-
ing you a question. You answered it.

Mr. PORTER. I agree with you, yes.

Senator ROCKEFELLER. All right. Do you agree that steel is, with-
in the general context of industry in this country, that it is an im-
portant one, that it is special?

Mr. PORTER. Important, yes. Special, no.

Senator ROCKEFELLER. Y):)u do not. All right.

You do not agree that steel is critical for an industrial society?
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Mr. PORTER. You asked the question, important and special. It
is critical to society.

Senator ROCKEFELLER. I am trying to give you—

Mr. PORTER. I understand that, Senator.

Senator ROCKEFELLER. So you think it is critical for an industrial
society.

Mr. PORTER. I believe it is very important for an industrial soci-
ety. I do not believe it is special to be set aside from other indus-
tries. I do not think it should be given special preferences.

Senator ROCKEFELLER. That is interesting. So long as you can
sort of do business the way you want, what happens to steel-
workers as individuals or the steel industry as an industry, there-
fore, is not that important to you. It is a matter of passing interest
to you. You read about it in The Wall Street Journal, but otherwise
it is not really that important to you.

Mr. PORTER. I am not sure that that is a conclusion that can be
reached by my remarks. As I said during my remarks, we buy more
than 90 percent of our steel from U.S.-produced steel.

Senator ROCKEFELLER. I am aware of what you said. I am just
trying, in that you say that the steel industry is not particularly
special, it does not deserve any more treatment than anybody else
does, you are saying, so long as you all do well, it does not really
matter what happens to the steel industry or the steelworkers.

Mr. PORTER. That would not be my definition of special.

Senator ROCKEFELLER. Well, it would be my definition of your
definition of special. .

Mr. Barnette, you indicated, and I will also say that I think that
your concept that protectionism trade wars, with all due respect to
our original and quite remarkable friend Senator Metzenbaum
from Ohio, if you will remember, Senator Moynihan, whenever Sen-
ator Metzenbaum introduced a bill, the entire business community
of the United States would fly in on their G—4s and prepare for an
all-out war on the assumption that there was a predictable behav-
ioral reaction, because Senator Metzenbaum was going to do some-
thing which was not friendly to business. .

But the fact of the matter is, I can think of almost no bills that
Senator Metzenbaum ever passed; but boy, did he ever cause a lot
of jet aviation to take place. So, I make that comparison to your
assumption that a trade war would break out.

If we were to do a quota bill, something that would stop this his-
toric, absolutely never-before-recorded-in-history surge of imports
in the last 6 months to which you seem to be relatively sanguine,
but which I can guarantee you some of the other folks at this table
are not—we are the place where people buy things. We are the con-
sumers of the world. I do not tl‘x)mk that what you would like to
think ie going to happen will happen.

Mr. Barnette, not deliberately, I know, you did not say in your
testimony that the bipartisan legislation that is the quota bill in
the House from g'our testimony, “deserves full consideration by the
Senate within the framework of providing a prompt and effective
response to the steel import crisis.

Let me reiterate, you say, “that we are in a period of record
American demand and we are experiencing widespread losses in



50

our industry. The cause of the current crisis lies wholly outside the
United States.”

Your next paragraph ﬁou say, “We need an effective response
now.” Another paragraph, “We urge that members of this com-
mittee, who have much collective experience with American trade
posture, carry an understanding to the country at-large about the
nature of the problem discussed here today,” et cetera.

Could you please explain why you think it is important that we
get a hold of this problem now, and that the industry seems unwill-
ing to bring Section 201 under the present circumstance, perhaps
because of the suspension agreement with Russia? We do not know
whether it will happen with Brazil, from Secretary Daley this
mominf. ‘

Coq,l you please say why you wrote those words in your testi-
mony?

Mr. BARNETTE. I will certainly try, Senator.

We desperately want to serve our customers, in the markets in
which we supply products to them, on a competitive basis. We can
compete. We can compete with foreign competition when it is un-
fair. We are going to be seriously injured when that product comes
in here at such dumped and subsidized prices.

The background of that then, and let me say it as strongly as I
can, is driven by the way we want to try to respond to and serve
our customers. We have consistently sai?, give us the tools. When
trade is unfair, we will use those remedies and we will take the
actions that will cause the unfair trade to stop.

We have been trying that and then urging the administration to
take actions. The administration has done some things, which we
very much appreciate and support. They have failed to do other ac-
tions and they may still have some other actions under consider-
ation, I just do not know.

We did not wish in any way, as we look at what has to be done,
though, to suggest that it can be accomplished other than the pri-
vate industry taking every action it can take, the Congress deter-
mining what is appropriate under these circumstances in terms of
further changes and the strengthening of our trade laws, and hope-
fully, which we have not talked a lot about, urging the administra-
tion to continue to take further actions.

All three parties, Senator Rockefeller, have to be active and en-
gaged in this process. I cannot, and would not, attempt to be pre-
sumptuous enough to know the right role ultimately of the——

Senator ROCKEFELLER. Mr. Barnette, let me be presumptuous
then on your behalf. One, you do not want to say it too strongly,
but you want to see the quota bill passed.

Second, the lobbyists that represent your lar%er steel companies
not my mid-sized steel companies which are drying u]ii were all
over the House supporting the passage of the quota bill, all over
the House supporting members, encouraging members to support
the quota bill.

So the American steel industry may talk about having a variety
of options at their disposal, but it is fairly clear to me from your
testimony, and even more clear to me from what Kour lobbyists
did—I would not J:resume at their own choice, in that they were
lobbying very hard for something to happen now—to stop the hem-
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orrhaging now, and that we all perfectly well understand that any
other option at the present time is not sustainable.

I would say to you that, when Secretary Daley passed me cn the
way out of this thing, he said he is fully prepared to accept the pos-
sibility, or srepared to beheve, that the quota bill can pass the U.S.
Senate, and I agree with him.

The CHAIRMAN. Gentlemen, I think this brings us to the conclu-
sion. Thank you very much for being here. We will undoubtedly be
::gd contact with you further, but we do appreciate your assistance

ay.

The committee is in recess.

[Whereupon, at 12:30 p.m., the hearing was concluded.]






APPENDIX

ADDITIONAL MATERIAL SUBMITTED FOR THE RECORD

PREPARED STATEMENT OF CURTIS H. BARNETTE

Thank you for this opportunity to participate in the Committee’s crucial and time-
ly hearing on the steel import crisis.

M{ Statement will consist of four parts: 1) an Appendix that reviews in detail the
steel import crisis, 2) a brief summary of actions taken by the industry, 3) our rec-
ommendations for actions that should be undertaken by the Administration, and 4)
an outline of legislative initiatives that need to be enacted.

Last Fall, the Conﬁress indicated its concern and support for the American steel
industry and its workers by stressing the need for stmrg and effective government
actions to stop the sur%e of heavily dumped and subsidized foreign steel imports.
The Congressional Resolution included in the budget reconciliation bill sent a clear
message that the U.S. government should not allow dumped and subsidized foreign
steel to undermine the American steel industry and American jobs.

STEEL IMPORT CRISiS UPDATE

Appendix I to this Statement is a summary of the steel import crisis caused by
unprecedented levels of unfairly traded imports, and the serious injury caused to the
American steel industry and its employees and communities. The Appendix is essen-
tially an update of my Statement filed for the record of the Committee’s January
27, 1999 trade policy hearing. It is an extraordinary, compelling and deeply dis-
turbing account of the severe damage to our industry.

This point needs to be stressed—the crisis continues. The joint industry-union liti-
gation and public relations efforts described later in this Statement have helped
produce some short term benefits. Imports were down in some &roducts in December
and January because of cases that had been filed. However, there are increases in
other product areas—tin mill and rail, for example—not covered by recent unfair
trade cases. We also have reports that the trading companies are rebounding from
the impact of these cases by booking significant import business from new sources
for delivery in June and beyond.

Vitally important is the fact that the steel price colladpse caused by the flood of
unfairly traded imports continues. We experienced price declines of as much as $126
a ton on some products in the last half of 1998. The modest restoration of $10 to
329 a ton, which may or may not be achieved 1999, will not restore fairly traded

prices.
Regrettably, the steel crisis is not over.
STEEL INDUSTRY ACTIONS

We have implementzd a four-part plan to address the crisis which includes legal
actions, an extensive public awareness campaign, and recommendations for actions
by the Administration and the Congress.

LEGAL ACTIONS

Flat rolled steel %r':duoers and their unions have filed unfair trade cases covering
two products. The first cases were filed at the end of September 1998, covering hot
e et oo aapen, fussia and Brasl, and have resulted n atfrmative pre

antidumping and counterv. u m over
percent. These cages addressed some of the highest volumes rienced in the third
quarter of 1998, and are directly responsible for most of the decline in the overall

(53)
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import numbers in December and January. We appreciate the Commerce Depart-
ment's expedited handling of these cases.

However, the effectiveness of these cases has been severely undermined by the
Administration’s decision to initial a suspension agreement with Russia which will
allow Russia to continue to ship hot rolled into our market at dumped prices. The
Administration also announced thst it had reached a more comprehensive steel ex-
sort restraint agreement with Fussia covering other products which will also be

vmped. We have repeatedly stated our strong opposition to a separate negotiated
settlement with Russia, and these neiotiations have been conducted over our well-
recognized objection. We understand the importance of helping Russia, but the bur-
den of doing so must not fall on the American steel industry and its workers, by
permitting such unfair and injurious trade to continue.

Based on our understanding of the terms of the proposed hot rolled product sus-
pension agreement with Russia, we do not believe that the agreement, if entered
into, will meet the statutory criteria of being in the public interest and preventing
the suppression and undercutting of prices for steel produced in Amecrican plants
by American workers. We have advised the Administration that we will immediately
take our case to the Federal courts, and we will request the Congress to hold
prompt hearings. Goin% beyond the strict legal criteria, we believe such an agree-
ment undermines the Administration’s stated commitment to strong and effective
enforcement of our unfair trade laws and deprives our industry and our workers of
the effective remedy to which we 1 la ly entitled. The Attorneys General of
Alabama, Indiana, Pennsylvania, Utah and West Virginia have indicated their oppo-
sition to the suspension agreement.

Based on our understanding of the more comprehensive agreement with Russia,
we do not believe that the agreement will achieve a reduction of imports of injurious
and unfairly-traded Russian steel. First, the quantities that may be shipped under
this agreement have been set at already injurious levels. Second, there can be no
successful one-country solution to the steel import crisis. -

On February 16, 1999, Bethlehem, four other domestic petitioners, and the unions
filed new antidumping petitions covering cut-to-length plate against the Czech Re-
public, France, India, Indonesia, Italy, Japan, Macedonia and South Korea. Counter-
vailing duty petitions were also filed for six of these countries. There are two very
s}gniﬁcant aspects of these cases. First, the product involved is already the subject
of eleven existing antidumping orders and four suspension agreements. It is a clear
example of the how international trading companies find new sources of unfairly
traded steel to circumvent the effectiveness of our trade remedies, and of the
breadth of the world overcapacity problem. Second, the third largest American é;late
producer, Geneva Steel, is not a petitioner in these cases because it has filed Chap-
ter 11 Bankruptcy proceedings.

We and others are activekv reviewing additional state and federal legal actions,
and additional cases will be filed when appropriate.

PUBLIC AWARENESS CAMPAIGN

An informed Fublic is essential as we request our government to take immediate
actions to uphold our rights against these unfairly traded steel imports, and we be-
lieve we have made important progress in a joint industry-labor public awareness
program. The USWA and America’s leading steel companies have established a
Stand Up for Steel-—Stand Up for America” Campaign that reaches out to America
and is designed to involve all interested parties. Numerous rallies and other public

.events, have taken place with significant community participation. Countless mes-

sages and letters have been sent to leading newspapers and other media, and a vig-
orous print, radio and television campaign to tell the public about the steel crisis
is being conducted. We will continue these efforts—this multi-steel company and
USWA Campaign—as a means to educate the public until the crisis is resolved and
fair trade restored.

ADMINISTRATION ACTIONS

We have recommended actions the Administration should take and they include:
1) Forceful and publicly known bilateral discussions with all countries who
are engaging in unfair trade to direct them to stop.
2) Prompt and effective enforcement of trade cases brought by the industry. .
3) Willingness to self-initiate, or consider self-initiating in consultation with
the industry, as appropriate: AD, CVD, 201 and other cases.
4) Willingness to deal with Russia by imposing a tariff on Russian shipments,
utilizing the 1990 USSR-US agreement on Trade Relations and other Presi-
dential authority.
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5) Willingness to dea! with the Japanese Cartel under 301, by a WTO case
or through the antitrust laws.

6) Utilization of CVD regulations to provide strong CVD remedies.

7) Support for an effective steel import monitoring system.

8) Support for trade legislation that will strengthen our trade laws in a man-
ner consistent with the “591‘0 .

9) Having the highest qualified public servants in position or nominated to
administer our trade laws. .

10) Having forceful statements about the crisis in the American steel indust:
made by the President, Cabinet Members and others to the effect that rules wi
be enforced when trade is unfair and injurious.

On January 7th, the Administration released its congressionally-mandated Report
to the Congress on a comprehensive Plan for responding to the increase in steel im-
ports. The judﬁment from industry and labor is that the Plan falls short of what
18 required, and that has been communicated to the Administration. The Plan is pri-
mari ‘%’1 a recitation of actions previously taken by the Administration. It contains
four “new” items: a vague and unenforceable demand for Japanese export restraints;
a “300 million dollar” net operating loss (NOL) carry-back extension which was not
requested and is of no use to Bethlehem or any other company we have talked to;
accelerated release of steel import data, which falls far short of “real time” data pro-
vided by an import permit system that other countries have; and trade adjustment
assistance enhancements that are widely opposed.

We continue to work with the Administration to encourage more meaningful ac-
tions, and we hope that the January 7 Report can be viewed as a starting point
rather than the final response to the steel import crisis.

CONGRESSIONAL ACTIONS

In addition to what the Administration can and should do now under existing
laws to address the steel trade crisis, legislation is needed now to cause our rem-
edies against unfair trade to be effective and to make sure those remedies continue
to function effectively into the future.

Bethlehem and the steel industry have long supported a trade policy based upon
open, fair, rule-based and market-based trade, with the effective enforcement of our
trade laws as appropriate, to handle unfair trade, Our trade laws need to be firmly
enforced to prevent unfairly traded im‘forts from injuring U.S. industries. The trade
laws, however, also must improved and enhanced to the fullest extent possible
consistent with WTO.

It has been a full decade since the Congress last enacted an omnibus trade law
reform bill, that was not related to the implementation of a trade agreement. In
that decade, and especially in this most recent crisis period, we have learned—hav-
ing suffered material and serious ingury—that the existing laws do not provide the
timely and effective remedies intended by Congress and permitted by &’TO rules,
which are required to continue open and market-based trading.

The steel industry has supported international agreements intended to open world
trade. In particular, we supported the WTO agreements, which established new
international rules for the trade remedies imposed from time to time by WT'O Mem-
ber governments. But we did so based on an understanding that the United States,
with the world’s largest open market, would have and enforce the strongest possible
remedies consistent with the new rules. Congress intended that these laws provide
remedies, but increasingly they simply have not, and do not work.

We are advocating prompt, appropriate and necessary fair trade law reforms in
the 106th Congress. Our ove recommendations include the following areas, rec-
ognizing that additional technical amendments are needed in each of these areas.

1. Section 201: Section 201 should be amended to reflect the standards in the
WTO Safeguards ement, rather than the more restrictive standards cur-
rently in our law. There is no justification for the additional burden now im-

on U.S. industries seeking safeguard relief. In addition, in any case in-
volving an “upstream” product that is both sold on the merchant market and
“captively consumed” by domestic manufacturers who use it as feedstock, the
statute should direct the ITC to measure the domestic industry’s market share
ina extllm,anner consistent with common commercial practices in the industry con-
cerned.

We also advocate ch s in the U.S. 201 statute to clarify its applicability
to situations like ours where internationally-competitive industries experience
precipitous price suppression as a result of rapid, widespread import surges. Fi-
nally, we need to clarify the relationship between 201 relief and 'CVD sunset
reviews.
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2. Suspension Agreement Authority: We urgentlzv need legislation to prevent
the Commerce Department from entering into AD/CVD suspension agreements
when such agreements are opposed for good cause by the petitioners. The AD/
CVD laws provide a credible and predictable remedy for W'&!)-recognized unfair
trade practices. It is wholly inappropriate for the Administration to effectively
negate the rights of petitioners to enforcement of their remedy, and the Con-
gress should act quickly to end this practice.

3. ITC uylv.gy analysis in AD/CVD cases: This is an area of particular and un-
necessary difficulty for industries seeking relief against dumped and subsidized
imports. Co ss intended, and WTO rules allow, that such imports face offset-
ting duties whenever the domestic industry is injured to any measurable degree
by the imports. Where there is an unfair trade practice, whether selling at less-
than-fair-value or a subsidized product, no amount of injury should be tolerated.
Any detectable injury should remedied. That is the original intent of the
Congress—but it 18 not what happens today. An industry should not have to
suffer as much injury as we are suffering now in order to get relief. Likewise
it should not be necessary to wait until there is current inj in order to find
threat of injury. To list just three of the many needed amendments, Congress
should act this year to clarify that: (1) there is no need to show actual losses
or layoffs in order to find present injury; (2) in cases where l;:};ury is develo(i)‘
rapidly, the ITC must focus primarily on the most recent information; an 1(':‘3%
any causal link between imports and injury is sufficient for an affirmative de-
termination—whether or not there is evidence of one or more individual factors
such as underselling of domestic products.

4. Antidumping calculations: Significant and unnecessary loopholes in the
current law allow foreign exporters to avoid the law’s full remedial effect by,
for example, selling their goods through related parties in the United States.
Amendments are needed to ensure that Jumping margins are appropriately ad-
justed to prevent such manipulations. Congress should likewise amend the law
to ensure that severe foreign cirrency depreciations do not put antidumping re-
lief out of reach. We also believe that certain as of the current U.S. meth-
odology for non-market econnmies need to be tightened and codified in the stat-
ute—especially as some of tlie larger non-market economies move toward mem-
bershi@ in the WTO. .

6. Countervailing duty calculations: The Commerce Department recently
issued final countervailing duty regulations, and in doing so codified 8 number
of balanced rules that can bolster the CVD remedy’s effectiveness. Nevertheless,
the Department failed to procmulgate one very important rule that had been ex-
pressly sought by the Congress: a rule that changes in the ownership of sub-
sidized factories, including privatization, shall be treated as having no effect on
.the countervailability of greviously received subsidies. This rule, along with a .
few other clarifications, should now be added to the statute.

6. Section 301: The effectiveness of section 301 as a market-opening tool has
lessened, both because of the WTO a ments and because of the proliferation
of new and harder-to-reach types of foreign trade barriers. Closed foreign mar-
kets are an important part of the overall trade crisis in the steel industry. We
urge that Congress update section 301 with expanded authority for the 8i-
dent to address the new generution of private and joint public/private restraints
on international trade. The USTR should have authority to act directly against
foreign firms that participate in, or are the principal beneficiaries of, such re-
straints.

7. Import Monitoring: The current delays in providing steel import informa-
tion to the industry can only be addressed through legislation to implement a
steel import notification system that will provide “real time” data. Senator Spec-
ter and others have introduced legislation (S. 261) to implement such a system
and we commend and support that effort.

8. WTO Dispute Settlement Review Commission: Unwarranted fear of future
litigation in Geneva is emerging as a major problem in the administration of
the U.S. trade laws. In large part, what is needed is simply a more resolute a
Froach by the Federal agencies involved. However, Congress can help by estab-
lishing a blue-ribbon commission, comprised of federal {udges, to review adverse
WTO dispute settlement panel decisions. This proposal has been previously in-
troduced %Senators Moynihan and Dole and publicly endorsed by the Admin-

istration. We believe its enactment would help to prevent U.S. officials from
beinideterred in ing out the dictates of U.S. law, by the prospect of unpre-
dictable results from litigation. When WTO panels act outside the rules

and invent new limitations on the use of U.S. trade remedies, some procedure
must be in place to facilitate an appropriate Congressional response.
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These fair trade law reforms would make our existing trade law remedies more
effective and credible. We will have additional suggestions as we move forward.

In addition to S. 261, a number of other bills have already been introduced in the
106th Congress to address the steel crisis, including S. 61, a bill to provide for the
assessment of additional retroactive anl:idum&»ingl uties. We appreciate and thank
the sponsors and co-sponsors of this bill and others for their efforts to achieve a
prompt, meaningful and comprehensive response to the steel import crisis.

On March 17, the House passed H.R. 975, a bill to limit steel imports for a period
of three years and to implement an import notification system, and that bill will
now come over to the Senate. This bipartisan legislation deserves full consideration
by the Senate within the framework of providing a prompt and effective response
to the steel import crisis. Let me reiterate, that we are in a period of record er-
ican demand, and we are experiencing widespread losses in our industry. There is
only one cause, imports— imports which are dumped, subsidized, closed out of other
markets by official and private restrictions. The causes of the current crisis lie whol-
ly outside the United States.

We need an effective response now. We need to have full enforcement of the cur-
rent trade laws. But we must recognize that these laws were not crafted to deal
with a collapse in foreisn demand coupled with the widespread policies which au
vail in foreign steel trade as in no other sector. We ask that you consider carefully
the well-documented facts of foreign unfair trade practices in steel. We have made
a pz;peé' t::filable to you documenting these practices which is entitled The New Cri-
sis In .

We urge that you consider carefully the causes of the current crisis and possible
solutions. We that the members of this Committee, who have much collective
experience with erica’s trade posture, carry an understandigfhto the country at
large about the nature of the problems discussed here today. The American steel
industry is not advocating protectionism. It is advocating a restoration to this sector
of fair trade in steel and the operation of an undistorted market. Our industry is
highly competitive and certainly the most efficient producer for this market, and yet
we have recently experienced a sharp drop in shipments, prices and capacity utiliza-
tion. Why? So t far less efficient, polluting, and heavily subsidized foreign mills
operating in closed markets can avoid the necessary, painful adjustments that we
underwent to modernize? That cannot be acceptable as a matter of sound public pol-
icy. We need Conﬂ'ess to consider every effective alternative, and find a solution.

e have tried with our proposed trade law changes to contribute to the solution.
Actions and reforms are needed to restere fair trade in steel and to provide all do-
mestic industries with prompt and effective remedies. The available responses to
date have been inadequate. We have done all that we can do as an industry in com-
retin in the market place and in responsibly invoking the trade remedies under
aw. The decisions now are yours.

The current steel crisis and the need for action should be considered in relation-
ship to other trade developments. Consider just the following three:

irst, the U.S. trade deficit was a record high of $231 billion in 1998, and a record
high in January 1999 of nearly $17 billion. It will almost certainly be even higher
in 1999. This is an understandable and serious obstacle to popular support for open
gage policies, and quite properly causes significant public opposition to air
ade.

Second, we have not found in the WTO the hoped-for leverage to open foreign
markets and curb unfair foreign trade practices. This early incapability of this insti-
tution bri into serious question whether the WTO is really effective in creating
a fair, rule-based system for international trade. Our rule-based approach to trade
requires, and our adherence to WTO obligations certainly requires, that we all have
a high confidence in the WTO. At present, we do not.

ird, consider the Administration’s recent actions in “settling” the Russian
dumping cases. Simply stated, the rights of seriously injured steelworkers and com-
anies have been taken away from them, and the injuries to them are being author-
ized to continue by our government. How can we depend upon rule-based trade if
the rules are not enforced?

We are really at a trade policy crossroads. We believe that a comprehensive and
effective response can be based on WTO-consistent principles, but that course re-
quires an Administration willing to fully use the remedies available to it under cur-
rent laws, and a Co 38 willing to make WTO-consistent ¢ 8 in our trade
remedies where they Liave been proven to be deficient. When the United States is
not able to respond, however, and the need for an effective solution has surely been
established, we may require a different course of action. Prompt, comprehensive and
effective action to address the steel import crisis is absolutely essential if we are
to continue our present trade policy.
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. APPENDIX I

BACKGROUND ON THE STEEL IMPORT CRISIS

The American steel industry has gone through a painful restructuring since the
1980s—we have reduced inefficient capacity by 30%, reduced jobs by 60%, made
massive capital investments of nearl{ 60 billion dollars, and more than doubled our

roductivity. We emerged as the world class steel industry. Our foreign competitors,

owever, did not make the painful decisions made by the American industry. There
continues to be significant foreign overcapacity which has to land somewhere, and
it has landed in the United States—the world’s most open market. As we examine
the data detailing the sharp increase in steel imports and its effect on our industry,
it is essential to keep in mind the basic cause of the problem—uneconomic decisions
by foreign producers leading to excess worldwide capacity that ultimately is unfairly
tradfd in the United States and thereby undermines the American industry and its
workers.

Record levels of unfairly traded imports in 1998 pose an unprecedented threat to
all that our world-class American steel companies and employees have achieved in
recent years. The impact of the steel import crisis in the United States has become
even more severe in the first quarter of 1999.

Import volumes in 1998 reached unprecedented levels (see Attachment 1). The
United States imported a record 18 million tons in the first half of 1998. Neverthe-
less, import levels in the second hzalf were even hiiher. During the third quarter,
a record 12.4 million tons of imports surg[gl;i into the U.S. market, an increase of
56 percent over the same period last year. The July through November imports were
the five highest monthly totals for imports in U.S. history (see Attachment 2). Al-
thm?h imports declined in December—reflecting the impact of the hot rolled sheet
antidumping petitions—imports of steel mill products for 1998 set an all-time record
for a single year of 41,519,000 net tons—a 33 percent increase over 1997, which
itself was a record year.

There is only one accurate description for America—we have become the World’s
Steel Dumping Ground. While average U.S. import values have declined by almost
$100 per ton in the past year, total import volume has increased by over 70 percent
(see Attachment 3). On October 28, 1998, the Executive Director of the steel import-
ers association admitted to the Journal of Commerce that “there’s no place left to

ut the steel.” The docks and warehouses are full. The inventories remain at record
evels. Yet, unprecedented levels of unfair and disruptive steel imports continue to
stream in from every corner of the globe.

Comparing 1998 with 1997's record import levels, finished steel imports are up
144 percent from key Asian producers (see Attachment 4), and up 72 percent from
Russia and two other nations of the Commonwealth of Independent States (CIS),
not including cut-to-length }ilate, which is subject to a suspension agreement (see
Attachment 5). Other examples of 1998 import surges include Australia (up 117 per-
cent) and South Africa (up 106 percent).

More than half of the total :l‘t)l(rort surge in 1998 has been concentrated in hot-
rolled carbon steel flat-rolled products (see Attachment 6), which explains why this
is the product area covered by the initial trade cases filed earlier this year by U.S.
steel companies and the USWA. A closer look at the data shows that flat-rolled im-
ports have surged sharply since the first quarter of 1998 (see Attachment 7), and
significantly higher import volumes and substantially lower average unit values are
especially pronounced for imports of hot-rolled carbon steel flat products from
Japan, Russia and Brazil (see Attachments 8-10).

t is important to emphasize, however, that this import surge is not limited to hot-
rolled carbon products or to these three countries ulone. With U.S. imports from
nearly 40 countries having exceeded their 1997 totals (see Attachment 11), steel im-
port market share is rising in several key product lines (see Attachment 12), and
import surges, both by country and by product, are occurring across-the-board.

n one dramatic example, U.S. imports of cut-to-length carbon steel plate from
South Korea have skyrocketed since June (see Attachment 13), and more cut-to-
length plate from Korea entered the United States in a 4-month period, from August
through November 1998, than in the previous 7 years combined (see Attachment
14). And these are not the onlﬁra:xamp es. More plate in coil entered the U.S. from
Japan in the last 3 months t in the previous 10 years combined (Attachment
15), and more cold rolled sheet entered the U.S. from Korea in the last 4 months
than in the previous 5 years combined (Attachment 16).

This is a supply-driven crisis, in which an already enormous world steel over-
capacity problem been made much worge by major structural economic failures
in Asia and the CIS. Today, we have over 300 million tons, or roughly one-third of
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total world steel capacity, desperate for new markets, This current crisis is deeply
troubling, causing serious injury to American steel companies and employees, and
it is unique in three respects:

First, worldwide overcapacity and the failure of foreign producers to execute the
difficult restructuring decisions made by the U.S. producers continues to undermine
our industry and workers. The problems caused by this overcapacity have been ex-
acerbated by the recent global macroeconomic develo ments, from extreme currency
shifts to sevare economic downturns abroad, which clearly are beyond the ability of
U.S. producers and workers to control.

nd, no one can recall a time when American steel prices fell as far as fast
in a period of still relatively strong U.S. market demand. The stark truth is that
dumped and subsidized imports are deriving most of the benefits of our own success-
ful efforts to grow the demand for steel in the United States and North America.

Third, and perhaps most troubling of all, the serious import injury this time is
threatening to destroy an American success story of industnial revitalization, an in-
dustry that is once again the world leader in labor productivity and the appiication
of state-of-the-art steel ing technology. This time, unlike in the early-mid 1980s,
major structural economic failures abroad are threatening the viability of a world-
class, h[ifhly competitive American steel industry—and with it, thousands of high
skilled U.S. jobs.

Recent press reports and public news releases detail the effects of this accel-
erating national crisis. Unprecedented Jevels of unfairly traded and disruptive steel
imports have caused a large and growing number of American steelworkers to expe-
rience layoffs, short work weeks or reduced pay incentives. And for American steel
companies, these surging levels of imports, at prices far below the cost of production,
have resulted in lower shi ments, large production cuts, significant declines in ca.
racity utilization, lost orders, severe price depression, and significant financial
osses. Attachment 17 is a listing of recent plant closings, layoffs and capacity reduc-
tions as of February 10, 1999,



Attachment 1

14

Record Levels of Unfairly Traded Imports From Russia, Asia and Other
Countries Pose an Unprecedented Threat to the Competetiveness Gains
Achieved by U.S. Steel Companies and Their Employees

Tho record surge in imports in 1998 caused serious

........................
inchude lay-offs, short wark weeks, severe price depreasion, Quanerly record |
production cuts, and lost orders.
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Attachment 2

Record Levels of Unfairly Traded Imports From Russia, Asia and Other Countries
Pose an Unprecedented Threat to the Competitiveness Gains Achieved by

/( U.S. Steel Companies and Their Employees
50 -
All-time
monthly record
45 Thercordsuge inimpontyin 1998 caused serions 2nd highest _
- injury 10 U.S. steel companics and employees. The effects Fourth highest monthly record
include lay-offs, short work weeks, severe price depression, monthly record A I Third highest
production curs, and lost orders. _] [~ monthly record
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Astachment 3 )
Over the Past Year Average [mpbrt Values Have Declined
Almost $100 Per Ton For Total Steel Imports
While Import Volume Has Increased 54 Percent
(Over 70 Percent through Q3 98)
14
Import Volume
21 Average Unit Value
i
g 104
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6 4 + + +
Q4 Qi Q Q3 Q4
1997 1998 1998 1998 1998

Sowen: U5, Depmtment of Commurce
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Artachment 4
U.S. Imports of Finished Steetl Mill Products
From Asian Steel Producing Countries,
Already at Very High Levels in 1997,
Increased an Additional 144 Percent in 1998
13
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Anachmont $

U S. Imports of Finished Steet Mill Pmducts From CIS Countries Not
Subject to Suspension Agreements,
Already at Record Levels in 1997,
Increased an Additional 72 Percent in 1998

, Jaa-Dec 1997 Jan-Dec 1998

Source: U.S. Depastment of Commoarce
Now: Duuﬂ:whdnmn—»hpudy&mmmn-mmhlm
CIS conntries inclade Russia, Ukraine and Kasaklena,



Almost Half of the Finished Steel Import Surge in 1998
Was Concentrated in Hot-Rolled
Carbon Steel Flat-Products
(million net tons)
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Attachaent 7
Flat-Rolled Imports Have Surged Sharply
Since the First Quarter of 1998
Import Market Share 1997: Q1 to 1998: Q4
0%
4“9
Out-to-Leagth plate imports declined sharply in eady 1997
a3 2 result of unfair trade cases fited agsiost Russia,
Ukrsine, Chisa and South Africa in November, 1996.
o Ia 1998, Caivto- P‘* ...... m w e
oew foreigo suppliers moved isto the market.
e
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15%
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%
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1997 i 1998
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Anachment $
Hot-Rolled Carbon Flat Steel Product
Imports From Japan, Russia and Brazil
1995:Q1 to 1998:Q4
2,500,000 $450.00
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Average Unit Value (cight scale)
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Astachmeont 9
Hot-Rolled Carbon Steel Flat Product
Imports from Japan
1995:Q1 to 1998:Q4
1,000,000
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Attachmeot 10
Hot-Rolled Carbon Steel Flat Product
Imports from Russia
1995:Q1 to 1998 Q4
$378
1200,000 4+ — o= = — = s ¢ ¢ e im e e e
1.100,000 g0
100,000
Average Unil Value (right scale)
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Foreign Suppliers That
Surpassed 1997 Totals in 1998

Year 1998 | Year 1997 | Difference COUNTRY | Year 1998
p———
6,721,518 34,473 4,173,043 Macedonia
samsel 3318 1,934.589)
4913714 47751 138.548|  [Switeriand
1429837 1 1791
1.091.659 1072, 18.909]  Chile
)61.977) 663
51,086) 439 i
322 321 380,501 1 Belarws
_801,497 767, 341771 {Colomble
649,118 314,577, 334538]  [Philippines
632,274 476916 133 [Crostia__
398,208/ 590,139 13 [UAE
342,071 9l 450387, [Cypres
509 441,681 67, Guatomals
] 1 303 lreland
376,142 194.472] 1 Domisicss
4,061 117 196,991
169 174,357 138,812 [Pakistn I
157,654 3
207313 74,13 3362
173, 1 6, Pere F1l 3.
61 152934 8475 m 257
33, 150 ] 2|
®, 126,678 10
14 64678 7 7 7
33,718] 121,347 1231 Falkiend S
67, 30,
62931 ! 81,31 Haici 1
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Anachment 12

Steel Import Market Share in 1998 Rose Significantly
in Several Key Product Lines
(Shown Below are Four Examples)

. "

Surwcrarsl Shupes Hoavy Shees Hot Rolled Plats ln Colt Mass Ot Longt

( #10n-Dec 1997 ?uwec 1998 |

Sowrce: U.S. Department of Commercs, ALSL
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Amehameer 3 U.S. Imports of Cut-To-Length Carbon Plate
from Korea Surged Sharply
Beginning in the Second Quarter of 1998 and
Still Remain Significantly Higher Than 1997
200004 - e e e e

Korean cut-to-leagth plste kmports in Sepsember 1998 were 46% of toaal U.S.
impocts of cut-w-length plase compared to 2% of wotal imports in 1997.
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Attachmeat L4 .
More Cut-To-Length Plate Entered the United States
from Korea in the Last Four Months
(September through December 1998)
- Than in the Previous Seven Years Combined
(1991 to 1997)
180,000

160,000

140,000 ¢ -

Net Toas

100,000 § -

1991 ,m 1993 1994 ] 19%¢ It ] Sogt - Dec 1998

Somts: U.S. Depetmant of Communce
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Anachrest 1S '
More Plate in Coil Entered the United States
from Japan in the Last Four Months
(September through December 1998) V-
Than in the Previous Ten Years Combined
(1988 to 1997)
190,000
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More Cold Rolled Sheet Entered the United States
from Korea in the Last Four Months
(September through December 1998)
. Than in the Previous Five Years Combined
’ (1993 to 1997)

140000 220
\\
\
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Attachment 17

RECENT PLANT CLOSINGS, LAYOFFS AND CAPACITY REDUCTIONS
(a8 of Pobruary 11, 1999)

Compezy | Preduct Eveat
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Tr. at 54 (Testimony of Jim DeClusia, Executive Vice President, CS1, Inc.).
Tr. st 54 (Testimony of Jim DeClusin, Exscutive Vice Prosident, CSI, Inc.).
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| Nucor sanosnces tht i cut prodection ot i Hickman, Arkansss
mill by more thes 40 percest (1.4, by more thaa 500,000 tons)
becsuse of searket tarmeodl in the wake of the flood of chesp
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1997 - 1998
HOT-ROLLED SHEETS FROM JAPAN
INCREASED_!MPORTS AND DEPRESSED PRICES
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The unprecedented increase in the voiume of HR Sheet imports from Japan
and other countries caused a sharp decrease in price, down about 40%.
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1997 - 1998
HIGHEST MONTHLY IMPORTS -- TOTAL ALL PRODUCTS

50 T—— -  —

(Millions of Tons)

lcs T T 1 \J L) T L T T T T
Jan Feb Mar Apr May Jun Jul A Sep Oct Nov Dec
-=-1997 ——1998
In 1998, April through November represent the eight highest individual monthly
import totals in U.S. history. If continued at that level they would
equal about 50% of domestic industry shipments.
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1997 . 1998
INCREASED IMPORTS AND DECREASED
STEEL PRODUCTION OPERATING RATES

(Operating Rate %)
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1097 2097 3Q97 4Q97 1Q98  2Q98 3Q98  4Q98
| ~Raw Steel Production Operating Rate (1eft scale) ——Total Imports (right scale) |

The unprecedented levels of imports caused a severe decline in the operating
rate of the domestic industry from over 9% in 1Q98 to 75% in 4Q98.

Sunaen U3, Deptunns of Comapmna, 413




1997 - 1998
IMPORTS - RECORD INCREASES lN
HOT-ROLLED SHEETS & PLATES IN COILS

(Millions of Toas)

HR Plate in Colis
[ w12 Months 1997 ,;TMondn

Imports of these products have incmsed at unprecedented rates

to new record levels.
Sommm UA. Sapuumym of Orsemms, B4 19




1997 - 1998
IMPORTS -- INCREASES IN PLATES CUT LENGTHS

1302% Increase

(Thousands of Tons)

‘ Japan Indonesia
| @12 Months 1997 2 Months 1998 |

The unprecedented surge in Plates Cut Lengths came mainly
from S. Korea, Japan, and Indonesia.
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1995 - 1998
U.S. MARKET -- HIGHEST ANNUAL STEEL IMPORTS
ALL PRODUCTS

415

(Miltions of Tons)
e 8REHESL 2

1995 1996 _1997 1008
I ympons - Finished B Imports - Semifinished » ‘
Total steel imports in 1998 reached a new record level of 41.5 mi'fion tons,
surpassing the previous record of 3i.1 million tous in 1997,
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1997 - 1998
HIGHEST MONTHLY IMPORTS - TOTAL ALL PRODUCTS
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import totals in U.S. history. If continued at that level they would
: equal about 50% of domestic industry shipments. |
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1997 - 1998
IMPORTS -- RECORD INCREASES IN
HOT-ROLLED SHEETS & PLATES IN COILS
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1957 - 1998
HOT-ROLLED SHEETS FROM JAPAN
INCREASED IMPORTS AND DEPRESSED PRICES
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and other countries caused a sharp decrease in price, down 40%.
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1997 - 1998 |
INCREASED IMPORTS AND DECREASED
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' The unprecedented levels of imports caused a severe decline ir: the operating
R rate of the domestic industry from over 90% in 1Q98 to 75% in 4Q98.
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PREPARED STATEMENT OF HON. CHARLENE BARSHEFSKY

Mr. Chairman, Senator Mo -and Members of the Committee, I appreciate
the opportunity to discuss wi today the steel import surge, its impact on the
U.S. market and industry, and the Administration’s response.

e INTRODUCTION

Last year, as we all know, steel imports rose eharply and rapidly, threatening,
within a matter of months, the stability of our domestic industry and the jobs o
many of its employees. In the April through November period, imports ran some 50
reent over historic levels across the industry, and at much higher levels in several
ey product sectors. This import surge occurred in the context of the r Asian
and Russian financial crises, as a result of weakened demand for steel in Asian and
other markets. Neither can the crisis become an excuse for our trading partners to
adopt predatory export policies in steel or any other sector. Thus President Clinton
is Y:;sonally committed, as he has said both here and abroad, and as he repeated
in his State of the Union Address, to ensure that our tradi ers act fairly,
and will continue to enforce our domestic trade laws to ensure X

The Steel Report which the President sent to the Congress on January 7 provided
a comprehensive and forceful set of actions to deal with the steel import surge and
the associated unfair trade issues. This action plan is working and we are seei
the first signs of recovery. The Administration is determined to follow through un
stability has been restored to the U.S. steel market.

Let me also stress that our efforts to solve the steel crisis have been, and must
remain, within the framework of our laws and our international commitments. To
begin with, this framework can meet the task. And second, by sticking to the estab-
lished rules, we can help ensure that the Asian crisis does not lead to a cycle of
retaliation and protectionism which would badly damage our economy as a whole,
and be especially dangerous to farmers, ranchers and manufacturing exporters in- -
cluding steel-intensive exporters, who are already suffering due to weaker demand
for our products abroad. This is especially important as we work to ensure that the
European Union lives up to its commitments in the banana and beef cases at the

THE PRESIDENT'S ACTION PLAN

The President’s steel action plan was developed with the benefit of advice and
suggestions from industry and labor. It can be found on the USTR web page at
www.ustr.gov/reports/stee199.pdf. The report outlines in detail steel import trends,
&;‘5 eloonomtisc impact, and our response. This action plan includes four trade-re-

elements:
1. Vigorous and expeditious enforcement of laws to counter trade practices;
2. Bilateral efforts to address unfair trade practices at their sources;
ﬁ:a.ﬁSupport for a strong safeguards law for expeditious Section 201 inves-
ons;
4. Creation of an early warning system for steel import moni 3

The initiatives are the foundation for a comprehensive moluuom steel im-
port crisis in a balanced manner which will not damage other U.8. industries and
workers by exposing them to retaliation or supply shortages. These principles have
been translated into Spedﬁc actions which began providing mu.nhﬁxu relief in De-
cember. We are confident that continued vigorous implementation of the President'’s
steel action plan will brulmf ahout the result we all desire: a stable and competitive
U.S. steel market where U.S. and foreign producers can compete fairly. In the 3
weeks and months ahead, we will follow &.rouggn:n progeu being made and
additional targeted actions where market condi and imports warrant, in a man-
ner consistent with our nation’s overall economic interest.

Let me now turn to a more detailed review of the import surge, the current mar-
ket situation, the status of our efforts, and next steps.

STEEL IMPORT TRENDS AND MARKET CONDITIONS

A. The 1998 Import Surge
I will begin by reviewing the trends in our steel trade and market over the past

mm.lm,ﬁmmamurwxmgm?m andfai:-
largest penetra ) on final im-
were 37.7 million metric tons

increase of 33.3 percent, or 9.4, over 1997. Steel import -
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domestic needs, causing a glut in the market and severe price suppression. Between
1997 and 1998 U.S. steel shipments fell 3.6 percent, from 96 to 92.7 MMT. Labor
statistics show a sharger than usual decline in stee emdplo ent, from 242,000 in
January of 1996 to 236,000 workers in January 1997 and 1998, to 226,000 in Janu-

1999.
m"I"hmae countries—Japan, Korea, and Russia—accounted for the t bulk B 76.4
percent—of this import surge. To update the information from the ident's Janu-
ary Steel Report, in 1998:

¢ Japan was the sixg})e 1 t source of steel imports at 6.1 MMT, up 163.4 per-

cent or 3.8 MMT from 1997, accounting for 40.3 percent of the import growth;

* Russia was the second largest supplier at 4.8 , up 58.9 percent or 1.8

MMT, awounmr 18.9 percent of the impo:-vttgmwth; and
¢ Korea was the thi t source of the , with imtgom at 3.1 MMT, up
109.3 percent or 1.6 , accounting for 17.3 percent of the import growth,

While these three countries accounted for the bulk of the steel im) growth, im-
gorts from a number of other countries also rose substantially. In 1998, the Uni

tates imported steel from 68 countries (albeit in verﬁ small quantities from some).
Steel imports from a dozen or so “second-tier” suppliers reached between 100,000
and 900,000 metric tons, and have ntial to increase further. Notable import
gowth occurred from: the United Kingdom, Australia, Ukraine, South Africa

hina, Indonesia, Taiwan, India, Luxembourg, Moldova, Romania, Latvia, and
Kazakstan. In addition, the European Union as a whole remains the single largest
source of U.S. steel imports, supplying 6.6 MMT to our market in 1998, although
overall steel imports from the EU were 4 percent below 1997 levels.

By product, carbon flat rolled steel was the single largest source of the import
surge, accounting for 46.5 percent of the overall import increase. However, sharp
import increases occurred in a range of other products, inclu heavy structurals,
steel piling, light shapes, reinforcing bars, line pipe, pressure tubing, etc.

In sum, we saw import and market disruption levels of unprecedented proportiors
in the U.S. steel market beginning in April of 1998. However, due to the Adminis-
tration’s execution of the steel action plan, the first signs of recovery emerged.

B. First Signs of Recovery

The December 1998 steel import data provided the first indication that market
conditions may have bottomed out, and that recovery can be anticipated.

At 2.6 , December imports reflected a substantial decline from the average
monthly import levels of 3.5 MMT from ﬂ\’prﬂ through November 1998 import surge
5eriod. Further progress was evident in January, with imports declining further to

.48 MMT—about 5% above the January 1998 import level.

The December and January decreases were concentrated in carbon flat volled
products from Japan and Russia, which are subject to the ongging antidumping in-
vestigation, indicating that actions taken by the industry, labor, and the Admiyis-
tration are beanexﬁm it. When compared to November levels, 5anuary imports of
these products declined 70 percent. ines were s t from the three countri: g
under investigation, with imports from Japan down 96 percent, from Russia down
98 percent, and from Brazil down 76 percent. Impor(s of this product from Japan
and Russia have basically ceased. The 1998 U.S. import increase of this product \vas
4.4 MMT (from 5.7 in 1997 to 10.1 MMT in 1998). In 1998 U.S. imports of
this product from Russia and Japan totaled 5.9 MMT. Therefore, a substantial re-
duction of imports from these two countries will more than offset the growth which
has occurred. Nevertheless, imports of carbon flat rolled steel from a rangs of other
countries are increasing, and are being closely watched by the interagercy import
monitoring team with a view to ensuring fair trade.

This type of short-term import decline does not by any means resolvc the entire
steel problem. A glut of steel products is still evident in the U.S. market, and
import levels of other products persist. However, the December and January de-
clines are significant steps, and a clear indication that President’s steel action plan
is working.

Several other market indicators are also positive. Steel demand in the United
States remains strong and new orders are reportedly improving. In late January,
a number of companies announced price increases ing from $20-$40 per net ton
on hot-rolled, cold-rolled, and coated sheets for second quarter ments. Analysts
believe these increases will likely succeed, as prices for the%esg ucts are already
quite depressed (down an average of 21 percent since May 1 , and as the import
su&)lj' is being reduced due to ongoing unfair trade cases.

anuaén,z:ls. raw steel p! n rose 5.1 percent from December while the
capacity utilization rate rose to 77.2 percent from 74.8 percent over the same
months. The most recent data for capacity utilization for the week of March 13,
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1999 show another improvement to 78.8 percent. Nevertheless, these rates are still

low when compared to the operating rate of 93 percent in mid-March 1998.
Reflecting the drop in imports, import J)enetration (imports as a percent of appar-

ent consumption) fell to 28.0 percent in January 1999, from 36.6 percent in Novem-

lla)er of ée9981b§'t7ill, this level is significantly above the 23.4 percent level racorded in
ecember .

TRADE ACTION PLAN

These are some initial encouraging si that the President’s steel action plan is
working. Continued forceful pursuit of the policies and actions announced, and ac-
tive monitoring of import and market conditions with a view to additional, ted
action, where needed, will be key in reestablishing the health and stability of the
U.S. steel market. Fohowing is an update on the trade related aspects of the Presi-
dent's action plan.

A. Unfair Trade Laws

The first and essential element of the steel action plan is vif:rous and eépeditious
ngorcemen: of the antidumping law and countervai duty laws by the Commerce
artment.

you know, fully one third of some 300 antidumging and counb'.'vailinf dut
orders now being administered by the Department of Commerce address steel prod-
ucts. This remedy is well suited for the steel sector, in which the industry’s cyclical
nature and the high level of government intervention and support overseas have led
to a high incidence of unfair trade. The industry is a strong Proponent. of this trade
remedy, and has used it effectively to gain relief from unfairly traded and injurious
imports.

at has been the case in this crisis. The Commerce Department’s expedited in-
vestigations and the critical circumstances findings have resulted in relief for U.S.
carbon flat rolled producers in record time, with retroactive effect to 90 days prior
to the Commerce Department announcement of the preliminary dumping margins.
Thus, in the case of Japan, the antidumping cash deposit and bonding requirementa
became effective only some six weeks from the joint industry and unio%ing of the
dumping case. The trade laws have worked expeditiously to provide U.S. industry
and workers with relief against unfair trade. Secretary Daley will elaborste on this
element of the President’s action plan.

The U.S. steel industry and workers filed additional dumping and countervailing
duty petition on February 16th with respect to carbon cut-to-length steel plate im-
ports from eight more countries which may have taken advantage of antidumping
relief applied to products from Russia, Ukraine, China and South Africa. The Com-
merce Department initiated these investigations on March 8th.

Let me also note that January’s import fi s show a sharp rise in steel imports
from China, from 60,000 to just under 100 tons. This is still a small total, mak-
ing up about 4% of our steel imports for the month. However, the sharp rate of in-
crease is a cause for concern. Secretary Daley will raise this issue during his upcom-
ing visit to China. As the Secretary has said, we will not allow others to jump into
a vacuum caused by the elimination of dumped steel from Japan or other countries.

In sum, the combined industry, labor, and Administration effort to pursue and im-
plement actions to counter unfair trade are providing relief, in a manner fully con-
sistent with U.S. international obligations.

B. Bilateral Action

Another key element of the President’s steel action plan provides for bilateral ini-
tiatives with countries which are the key sources of the steel import growth: Japan,
. Russia, and Korea. Substantial progress has been made on this front as well.

- 1. Japan—The largest source of steel import growth last year was Japan. As re-
flected in the President’s Steel Report to the Congress, in January the Administra-
tion informed the Japanese Government that we expect steel imports from Ja'fan
to revert to pre-crisis levels. We also informed Japan that, if such a roll-back does
not occur in short order, the Administration would self-initiate trade action to en-
sure a reduction of imports and to prevent further injury to U.S. steel producers and
workers. Thus, the roll-back will be enforced, if necessary, through Administration
{:rade actign. Our intent is to act forcefully if normal trade patterns are not prompt-
y restored.

Our interagency steel iml}:ort team closely monitors and analyzes both Japanese
monthly export data and U.S. monthly import data for all major steel categories.
We are reviewing trends, levels, and U.S. market conditions, and in co tation
with U.S. producers, we are assessing where trade action may be appropriate. Some
of the trends are encouraging, but important concerns remain. Japan's exports of

57253 99-4
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steel to the United States in December 1998 fell to 363,000 metric tons, and in Jan-
uary 1999, Japan’s exports declined to 233,000 metric tons. This compares to the
average monthly export rate of 680,000 tons from April thro October 1998, and
the peak of 908,000 tons in Japan’s September exports to the United States. Japan's
December and January steel exports of hot rolled sheet declined to a negligible level.
Our product-specific monitoring of steel imports from Japan continues to ensure
that our expectations are fully met. .
At the same time, in our broader trade and economic relationship with Japan, we
are pressing for the creation of domestic demand-led growth in Japan through fiscal
stimulus, broad deregulation, financial reform, an meanin{\oﬁ market-opening
measures. If fully implemented, these policies would create substantial osportum-
ties for exporters and workers in America, other Pacific economies, and for Japanese .
workers and comianies. Decisive action by the Government of Japan to implement
such reforms are key to relieving global pressures which are at the root of the steel
import crisis in the United States. We are looking to compile a substantive package
of deregulation measures by Prime Minister Obuchi’s visit to the United States in

May.

2. Russia—On February 22nd, Secretary Daley announced the initialing of a com-
g:ehensive set of steel agreements with Russia—a suspension agreement on the car-

n flat rolled dumping case, and a broader agreement under the market disruption
article of the 1992 U.S. bilateral trade agreement with Russia. These agreements
would roll back and cap steel imports from Russia, the second largest source of our
1998 steel import surge.

The suspension agreement would ensure that: a) there will be a zero quota—no
imports from Russia of flat rolled products covered by the investigation for a gaeriod
of six months, and b) the annual quota which goes into effect at that time, 750,000
metric tons, is 78.4 percent below our 1998 imports of this products from Russia and
58.4 percent below our 1997 imports of this product from Russia. The quota basi-
cally rolls back imports from Russia to their 1996 level. In addition, there would
be minimum price and strict monitoring provisions.

The second, broad, steel agreement with Russia would cover imports of all other -
steel products not afready subject to quota, as well as pig iron. It contains gotas
on sixteen products, and rolls back imports of these products to 1997 levels or
reducing them by 68 percent from the 1998 import level.

Both aﬁeements have been subject to public comment, and all views will be con-
sidered. The key objective here is to offset any unfair trade mariins, and to hel
restore predictability and stability in the U.S. market. This comprehensive approas
to the Russian issue Mmly appropriate because the Europan Union had al-
ready negotiated a similar agreement with the Russian government which may have
caused diversion of Russian steel to the U.S. market, something U.S. industry was
particularly concerned about. This comprehensive approach also envisages opgottu-
nities for regular dialogue between U.S. and Russian government and steel industry
representatives which can be used to provide technical assistance in the trans-
formation of the Russian steel sector to market-based g)rindples, and to sound envi-
ronmental and managerial practices. We welcome U.S. industry and labor involve-
ment in this dialom

3. Korea—Tbe third largest source of our steel import growth was South Korea.
The Presideni’s Steel Report announced that our dialogue with Korea on steel trade
and policy issues would be expanded and expedited. A Korean government and in-
dustry steel delegation visited Washington in late January and provided an update
on government and industry efforts to restructure and privatize Korea’s steel sector.
The Administration, as well as U.S. steel industry and members of Co , have
had a longatandix? concern with the Korean government’s involvement in the steel
sector tl:irough in ustrti;l polim:tshwhigh ha\r;;—;'avor:gi steel atx;d steel-using iniu;i;
tries, and encouraged their and export-oriented capacity expansion, thro
incentives and directed len . Hanbo Steel is the best-known example,nfmt there
are other exnmfples as well.

In August of 1998 USTR exchanged letters with the Korean Ministry of Foreign
Affairs and Trade which are aimed at ensuring that the sale of Hanbo Steel, which
is in bankruptcy, is taking place through a market-driven, open, and transparent
process in accordance with international practices. Hanbo'’s production of hot-rolled
&wthueeasedpendingitaaale, Bankers Trust has been engaged to manage the

e.
In addition, the Korean government has offered general assurances that steel-re-
lated practices which have resulted in excess capacity in Korea and have been the
cause of longstanding trade friction between our countries, have been abandoned.
rdingly, we have included in our steel discussion with Korea a set of objectives

to ensure that real and substantive progress is made toward permanently getting

low,



95

the Korean Fovemment out of the stee! business. Our broad objectives in these dis-
cussions include:

a) Having the Government of Korea address anti-competitive activity in the
Korean steel sector and ensure open competition inside Korea and in inter-
national trade; ~

b) Expeditious, complete, and market-based privatization of Korea’s largest
steel producer, POSCO;

¢) Implementation of the Hanbo sale and operation of the company on arms-
length terms outlined in our August exchange of letters with Korea, in a man-
ner which will not engender %vemment involvement (we sent a formal Report
on this issues associated with Hanbo to Congress last December); and

d) Fair trade in steel products. In our view, these are reasonable expectations.
They are consistent with stated policies of the Korean government, and the
must be implemented fully if we are to avoid continued trade friction in steel.

B. Section 201 Safeguards

A third key element in the President’s steel action plan is strong support for an
effective safeguards provision in U.S. trade law, including his willingness to urge
the ITC to expedite any section 201 safeguards investigations concerning steel.

U.S. industry and workers filed a petition for relief on steel wire under Sec-
tion 201 in December of last year. The International Trade Commission (ITC) is now
conducting an inquiry to establish whether injury has occurred or is being threat-
ened in this segment of the industry. If the reaches an affirmative conclusion
under its legal procedures, the President will have the option to decide whether re-
lief is appropriate. If a remedy is appro’priate, he will have wide discretion to fash-
ion it in a manner which is appropriate for this industry.

Because of its scope and flexibility, Section 201 is an extremely important and
valuable trade remedy tool. As with the unfair trade remedies, the decision on when
and whether to invoke it lies foremost with U.S. industry and workers. The Admin-
istration has met with steel industry and labor representatives to review market
and import trends and to review assess relief options. Close collaboration on these
issues will continue.

C. Import Monitoring and Early Warning
The fourth trade-related point in the President’s steel action plan is the decision

- "torelease preliminary steel import data in order to create an early warning import

monitoring system. Under this unprecedented new data release program, steel im-
port statistics are made public almost a month sooner than the regular release
schedule, some three weeks after the end of each month. Import trends are reviewed
at senior levels of government and discussed with industry and labor representa-
tives to assess their impact and options for import relief.

These import data releases have been invaluable in providing both the govern-
ment and the industry with a real-time sense of import trends. Each month’s data
are carefully analyzed by USTR and Commerce Department experts and the inter-
agency import monitoring team to review trends ’lf{ country and by product category
in terms of volume and per unit import value. These trends are reviewed in light
of most current information on U.S. market and industry developments.

Our particular focus at this time 'is threefold: 1) to carefully monitor imports from
Japan in light of the President’s announcement that he expects imports from that
country to revert to pre-crisis levels: 2) monitoring import trends for product cat-
egories that had been the subject of sh import increases, to ascertain whether
meaningful declines are underway; andagg monitoring of imports from second-tier
suppliers and the EU.

LEGISLATIVE INITIATIVES

In summary, our action plan, and our trade laws are in place, and beginning to
provide the relief needed and deserved by U.S. steel producers and workers.
posed legislation such as H.R. 975, which would attempt to resolve these issues
through the legislated imposition of import quotas or similar import restrictions
would be neither in our national interest, nor that of our steel industry. While we
intentioned, this type of action could create additional havoc in the U.S. market and
undermine substantial progress we have made to date.

Unilateral imposition of quotas or import bans would ignore the fact that we al-
ready have effective trade remedy tools which are producing results. As I have dis-
cussed all‘):ve, we hav:eseen a substax:’tial decline én imports in Degelzlxber and Jtanu,-

; we have announced preliminary dumping and countervailing duties against un-
?a?; trade in record time; we have seen a‘:ugbstanﬁal drop of me from Japan;
and, we have initialed a comprehensive set of agreements with ia. Additio

—
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trade cases, both under the unfair trade laws and under the safeguards mechanism
(section 201) are pending, and the Administrations has affirmed its support for their
fair and expeditious review. Our action plan and our trade laws are working as Con-
gress intended, providing the relief needed and deserved by U.S. steel producers and
workers. The crisis is by no means over, but we are seeing signs of recovery. Contin-
ued implementation of the President’s action plan will ensure further progress. In
particular, we are determined to carry on with our active import monitoring pro-
gram to ensure that these positive trends continue, and that other countries do not
undermine pro, 8 we have made.

By contrast, legislated solutions, which are not based on careful ITC analysis and
an interagency and industry consultation process, can create market distortions that
can add to, rather than resolve, economic problems. Legislated imposition of trade
remedies for steel outside of the established U.S. trade laws can create shortages
for user industries or result in excessive price-hikes. As our economy continues to
grow, demand for steel products remains strong. lmposiﬁ (ﬁlaotas at this stage,
when it looks like the market is beginning to stabilize could have the unintended
effect of disrupting the market, with effects that could reverberate throughout the
U.S. economy and undermine our nation’s economic growth. Moreover, while in-
tended to assist U.S. steel workers, quotas that are legislated outside of our trade
laws could harm U.S. steel interests by prompting retaliation against export ori-
ented U.S. steel-using industries, such as autos and machinery, or against other in-
dustries such as agriculture that rely on a strong, rules-based trading system.

On the other hand, the steel crisis has demonstrated that there is room for im-
provements to our trade laws, and particularly to Section 201, to ensure that they
deliver strong, effective relief in an e itious manner. Section 201, our “safe-

rds” statute is critical for ensuring that our industries can make a positive ad-
Jjustment to import surges when they occur. We believe, for example, that H.R. 1120,
the legislation introduced by Representatives Levin and Houghton, constitutes a
constructive approach, and we stand ready to work with them and other members
of Congress to develop a bill that we could recommend the President sign.

CONCLUSION

In conclusion, let me reiterate that prompt restoration of a stable U.S. steel mar-
ket remains a top U.S. trade priority, and the President’s stee! action plan is achiev-
ing the goal. Vigorous and expedited enforcement of U.S. trade laws has resulted
in substantial relief from unfair trade. Imports from Japan have been rolled back
almost to the pre-crisis levels. A comprehensive agreement has been initialed with
Russia which will substantially roll back imports and prevent new su.rfes. Progress
has been made with Korea, and additional results are anticipated shortly. Active im-
port monitoring is underway based on the unprecedented early import data releases,
and the Administration is committed to do more as market and import trends war-
rant. Domestic steel prices and capacity utilization are risinf.
" We are not ready to declare that the problem has been solved. We are fully aware
of recessionary conditions and excess capacity abroad, and of the fact that the strong
U.S. market will continue to act as a magnet, while the temptation to trade unfairly
will persist. Nevertheless, we are pleased that actions taken to date have resulted
in improvements, and we are committed to continue to vigorously enforce the Presi-
dent’s comprehensive steel action plan. Working hand-in-hand with U.S. industry,
labor, and Co ss, we believe positive results will be achieved without jeopard-
izing broader U.S. economic interests.

you for providing me with this opportunity to testify.
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Senate Finance Committee
March 23, 1999
Questions Submitted For the Record By
Senator Orrin G. Hatch

Question: Millennium Round WTO Negotiations

Recent reports have indicated that the Administration has become more receptive towards
expanding the scope of the next round of WTO negotiations. Those opposed to the trade
iaws have pushed hard to re-open negotistions on the antidumping agreements; however,
these trade laws are the only legal recourse available to an industry injured by unfairly
trade imports. Any weakening of the WTO antidumping rules would effectively strip U.S.
industries and our workers of their remedy against unfairly trade imports. The
Administration must not allow these negotiations to be used as a tool to weaken the

antidumping rules.

What assurances can you give me that this Administration will not ellow this round of WTO
negotiations to result in weakening of the trade laws?

Answer:

The full and correct implementation of WTO Agreements is a priority for the United States,
including implementation of WTO rules for antidumping remedies. Since the entry into force of
the WTO, the United States has worked actively in the WTO Antidumping Committes to
improve our trading partners’ compliance with the Antidumping Agreement, as that helps to
assure greater faimess and predictability to U.S. exporters when they sell in foreign markets. At
the same time, however, we have made clear to our trading partners that the United States will
not accept any weakening of the international rules which address unfair trade practices, and we
hsveopposedsuggmomtlmtheAnudumpmgAgmemmtshouldbexeopenedupmofancw
round of multilateral trade negotiations.

The Administration has been consulting closely with the Congress, the private sector and other
interested groups to develop specific U.S. objectives for future work in the WTO. Some issues
(e.g., agriculture and services) have already been agreed to as subjects for further negotiation,
while work is ongoing to develop a consensus on any additional issues for negotiation. We look
forward to working with you and others in the Congress to establish an affirmative agenda in the
WTO to pursue U.S. interests and to defend against any weakening of the remedies against
dumping and other unfair trade practices.
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Question: Support for Legislative Proposals

The current steel crisis demonrstrates that there are two fandamental flaws in our current
trade laws. First, our lsws have not been responsive enough to this crisis. Steel imports
surged dramatically and prices plummeted over a very short time period. Thousands of
jobs have been lost, and thousands more are threatened. Numerous steel companies have
been forced to cut back their steel capacity, and several companies have bad to deciare
bankrmptey. Second, certain standards under our trade Iaws are higher thas required
under the WTO Agreements. Changes to our trade laws are desperately needed.

Should we amend the trade laws so that they respond more quickly and effectively to surges of
snfairly traded imports before so many people are forced out of work? Will the
Administration support such amendments to our trade laws?

Answer:

The surge in U.S. steel imports from April through November 1998 was a result of a sharp and
sudden drop in demand for steel in Asia, coupled with substantial steel overcapacity in Russia.
These factors combined to depress global steel prices globally and in the United States.

Proceedings initiated by the U.S. indusiry under our trade laws, and actions taken by the
Administration under the President’s :teel action plan, outlined in the January 7 report to the
Congress, have substantially rolled back imports of unfairly traded steel. As part of the
President’s action plan, the Commerce Department acted swiftiy and effectively to apply our
antidumping law to unfairly traded steel imports. The Commerce Department’s preliminary
antidumping remedies took cffect in a matter of weeks after the initiation of the antidumping
investigation against carbon flat rotled steel imports from Japan and Russia. Within two months
after the Commerce Department initiated its investigation imports of this product from Japan and
Russia had virtually stopped.

As a result, in the first quarter of 1999 steel imports were 7 miillion metric tons, which was at or
below 1997 and 1998 import levels for the comparable period. Recovery in the U.S. market is
underway, with industry order books reportedly full, and prices moving up. Continued recovery
will depend on maintaining 1999 imports at more traditional levels, and, to that end, the
Administration is closely monitoring steel imports, making steel import statistics available to the
public on an expedited basis, and consulting intensively with steel exporting countries.
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While our trade laws provided a mechanism for rapid ana substantial relief for the U.S. steel
industry, last year’s import surge demonstrated that we need to look closely at these laws to
ensure that they deliver strong and effective relief in an expeditious manner, while remaining
consistent with our international trade obligations. We believe the legislation introduced in the
House by Congressmen Levin and Houghton constitutes a constructive approach to this issue, -
and we stand ready to work with Members of Congress to develop a bill we can recommend that
the President sign.

In contrast, legislation mandating steel import quotas would not be in our nation’s economic interest
and would violate our international trade commitments. Quotas imposed outside the procedures
pmwdedmomnadelaws(mhasour "section 201" safeguards law or the quota suspension
agreement provisicus in our a.nudmnping and countervailing duty laws) would violate our
inkmational trade obligations undsr the World Trade Organization. We fought hard to put strong
rules in place under the WTO - not only to ensure that we can use our irade laws against import
surges and unfairly traded imports but also to protect our exporting industries and workers from
. arbitrary or protectionist import restrictions abroad.

Quotas that are legislated outside of our trade laws could prompt retaliation against export oriented
U.S. steel-using industries, such as autos and machinery, or against other industries such as
agriculture that rely on a strong, rules-based trading system. In addition, legislated quotas could
have the unintended effect of creating shortages and excessively high prices for steel products with
effects that could reverberate througitout the U.S. eeonomyandundermmeournauon s economic
growth,
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PREPARED STATEMENT OF GEORGE BECKER
1. THE STEEL CRISIS

Mr. Chairman and distinguished members of the Senate Finance Committee,
thank you for your invitation to testify today about the crisis facing steelworkers,
their families, their comraunities, and their eﬁf)loyers across the nation.

Today, the g'obs and future of steelworkers all across America are being threatened
by a flood of forcign steel, much of which has been illegally dum into our merket.
According to the President’s Jenuary Kerort to Congress on the steel crisis, over
10,000 steelworkers’ jobs in basic steel, iron ore mining, and coke production have
been lost. Thousands more have seen their work hours and their paychecks cut as
their e1rployers have adjusted to the grim reality of empty order books and lost cus-
tomers. he list of companies where steelworkers have lost their jobs or had their
work hours and paychecks cut grows lon%er every day. Gulf States Steel in Gads-
den, Alabama; Geneva Works in Provo, Utah; Bethlehem Steel's Lukens Division

la:its in Houston and Washington, Pennsylvania; Spartow’s Point in Baltimore,
aryland; WCI, Inc., in Warren, Ohio; USX’s Fairless Works in Bucks County,
Pennsylvania; and LTV’s Cleveland Works in Ohio. And the list goes on and on.

Perhaps worst of ail, the crisis we are in today was both predictable and prevent-
able. We are in a crisis today because for eighteen months, our policymakers ignored
our l:varningz; as foreign producers dum millions of tons of steel into the U.S.
market. ' -

When the Asian currencies collapsed in late 1997 and early 1998, we warned then
that if decisive action were not taken that foreign-made steel would be dumped into
the American market. We warned then that the Intcrnational Monetary Fund’s
(IMF) insistence upon export-based solutions to the economic problems facing na-
tions in Asia, eastern Europe, Latin America, and Russia would be a prescription
for disaster for our own man acturix? industries. We warned that the longer action
was delayed, the more damage would be done, and the more difficult this problem
would be to solve. Our warnings fell on deaf ears.

Unfortunategé our predictions have po¥ been realized.

1998 was a disastrous year for the steel industry and our steelworkers. Last year,
the U.S. imported a record 41 million tons of steel. That's an increase of one-thi
over the volume of imports the preceding year of 1997. From July through Novem-
ber last year, each month’s steel import figures were the highest monthly totals in
history. In fact, our total volume of steel imports in the third quarter of 1998 was
nearly half of the total volume of shi%ments by the entire U.S. steel industry.

One year ¥o in March 1998, the U.S. steel industry was operating at 93 percent
of capacity. o(iay, in March 1999, the industry is operating at only 78 percent of
capacity despite a strong U.S. economy and a corregpondingly strong demand for
g&e()e(l). &hﬂ;oe the volume of imported steel has surged, average prices fell by almost

per ton,

Recently, some have su%ested that because there has been a slight decline in

gures that the steel crisis is over. Nothing couid be fur-
ther from the truth.

While total imports of hot rolled steel declined in January, 1999 from their peak
in November, 1998, as Japan, Russia, and Brazil backed away from the market im-
rts of hot rolled steel have alread, Be(;un to surge up from a number of countries:
ndonesia (up 1,310%), China (up 552%), Kazakhstan (up 166%), South Africa (up
76%), Australia (up 60%), and The Netherlands (up 42%). In fact, Chinese steel
8 65% from December 1998 to January 1999. -
ith preliminary antidump::f decisions against Japan and Brazil on hot rolled
steel, these two nations have reduced their hot rolled steel exports to the U.S. How-
ever, thegxave increased the level of other key steel product exports. For-example
imports from Japan of rail products, tin mill products, and cold rolled sheet and
strip steel increased 520%, 348%, and 54%, respectively from November 1998 to
January, 1999. Imports from Brazil of cut-to-legt.h plate, wire rod, and cold rolled
sheet and strip increased 109%, 102%, and 47% respectively over the same three-
month period. Clearly, countries that have been found guilty of dumping hot rolled
%tesel have simply switched to exporting more of other types of steel products to the

Overall January 1999 imports were still 10.3% higher than the average imported
during the three-year periotfo from July 1994 to June 1997. '
¢ Imports from Japan at 418,577 net tons in January, 1999 were still 96.3% High-
er than before the pre-crisis 9§1-iod;
o Imports from Korea at 300,996 net tons in January, 1999 were still 1556% High-
er than during the pre-crisis period;
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. Im%orts from Indonesia at §8,760 net tons in January, 1999 were still 705%
higher than during the pre-crisis period.

It is abundantly clear to steelworkers who have lost their jobs and who have not
been called back to the mills that this crisis is not over.

II. THE HUMAN IMPACT

Mr. Chairman, there is a human face behind all of these cold statistics about im-
port levels, unused capacity, and import values. :

Steelworkers work E:rd for a living. They work in some of the hotiest, noisiest,
and most dangerous work places anywhere and {et they take great pride in what
they do. Many come from far:ilies where their fathers, grandfathers, and even great

dfathers worked in this industry. They are the people who have helped to gl:ild

erica. They have made the steel that has built our sk{scra rs and our bridges
and they are the same vﬁf@le who have made the stee to defend America
throughout its history. a' are ;‘)roud people. They have repeatedly shown their
willingness to compete in the world market, but they cannot compete if the rules
of international trade are not fair or if our trade laws are being violated with no
sanctions.

Many of us have bitter and painful memories of the last steel crisis in the late
1970s and early 1980s when over 350,000 steelworkers lost their jobs. Four hundred
forty-seven (447) steelmaking facilities were shut down. Twenty-five steel producers
went into bankruptfiy.

While many found other jobs, many more never worked again. The economic and
social costs of that crisis were staggering. Many steelworkers lost homes, auto-
mobiles, health insurance, and maybe worst of all, lost hope. There were increased
incidents of substance abuse, mental health problems, marital problems, and even
suicides. Communities in large steel-producing states, such as Pennsylvania, Ohio,
and Indiana, saw a large portion of their tax base disappear as steelworkers went
from being taxpayers to being recipients of unemployment insurance, food stamps,
and welfare payments from federal, state, and 1 overnments.

In the iron ore mining industry in northeastern Minnesota, employment fell from
16,000 jobs in 1980 to 1,500 in 1982. In fact, northeastern Minnesota saw its gross
domestic product plunge by 50 percent as 28,000 people left the region during the
1980s. This same scenario was repeated in scores of other steel communities in
Pennsylvania, Ohio, New York, Indiana, and Illinois. -

We simtgly cannot go through this same experience again. If we do not act deci-
sively in the present crisis, there will be no American steel industry in the 21st cen-
tury. When steelworkers lose their jobs, the con?‘guences go far beyond just the
steel industry. Unemployed steelworkers cannot aftord to buy homes, cars, appli-
ances, or much of anything else. Businesses which depend upon steelworkers bring-
ing home a paycheck soon find that their business is also hurt when steelworkers
lose their jobs. Likewise, state and local governments that depend upon the income
tax revenue from steelworkers’ eam'? and sales tax revenues from their pur-
chases find that the revenues which they need to finance fire protection, law en-
forcement, education, highways, and more for the benefit of the entire community
decline when steelworkers lose their jobs.

When a steelworker permanently loses his or her job, that’s usually another
name, or several family members’ names, added to the list of some 42 million Amer-
icans who have no health insurance in the richest country in the world.

Two decades ago, the experts said that the American steel industry had become
bloated, inefficient, and uncompetitive with foa%ign-made steel from countries like
Japan, Korea, and Germany. r cutting 350,000 jobs and after investing over $50
billion in modern electric furnaces, continuous casters, and other modern
steelmaking technologies, the American stee] industry was reborn.

American steelworkers have become the most grodnctive steelworkers in the
world. Since 1980, productivity has increased by 169 percent, or 5.6 percent each
year, In fact, the productivity of steelworkers has increased far faster than that of
other workers in other industries. While the price of an automobile has increased
by 50 gereent since 1980, the consumer price index has increased by 97 percent
since 1980, and a ticket to a baseball game has increased by 200 percent, a ton of
American-made steel costs no more today than it did in 1980. By any measure, this
has truly been one of the greatest comeback stories of all time.

While some downstream users and consumers of steel products may not share cur
alarm about the collapse of steel prices, this cannot be a healthy economic develop-
ment in the long run. Although steel may be cheaper to buy now than it was two
years ago, there is no evidence that automakers or appliance makers or other users
are passing these savings on to consumers for their Ems hed products. The hard re-
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ality of economics is that many domestic steel produders will not survive if they can-
not earn a reasonable profit. No business can operate indefinitely by losing money.
When those companies go out of business, the industry becomes more concentrated
and such concentrations inevitably lead to higher prices in the long run.

Make no mistake about it; the domestic steel industry is not in a crisis today be-
cause it is unproductive or inefficient. It is not in a crisis because it provides its
workers with decent pay and benefits. It is in a crisis because of illezsnl dumping,
ineffective trade laws, and because our government has not embra a policy of

preserving this nation’s industrial manufacturing base.

1. THE ADMINISTRATION’S RESPONSE ‘

On January 7, 1999, the Clinton Administration announced what it called “A
Comprehensive Plan for Respond.ing to the Increase in Steel Imports.” As I said in
my January 8 letter to the President, “Unfortunately, this plan is neither com-
prehensive nor terribly responsive.” The four key points in the Administration’s plan
were 1.) a vague and unenforceable demand for export restraints by Japan; 2.) the
accelerated release of import data; 3.) a new $300 million tax t for the steel
industry; and 4.) trade adjustment assistance for displaced steelworkers. .

Let me be clear: threats against Japanese exports are meaningless unless such
threats are enforceable. While the accelerated release of steel import data is helpful,
unless further steps are taken, this only ensures that we will be getting bad news
about steel dumping and import surges sooner rather than later. Three hundred -
million dollars ($300 million) of tax relief for the steel industry and more money for
trade adjustment assistance will do nothing to save the market for American steel
companies and save the jobs of steelworkers here at home. In fact, in the absence
of further effective measures, these proposals represent a surrender of our markets,
the surrender of steelworkers’ jobs, and a further step toward the dismantling of our
domestic industrial manufacturing base.

On a more positive note, the United Steelworkers of America is pleased with the
February 12, 1999 preliminary decision by the Commerce Department in the anti-
dumping and countervailing duty investigations on hot-rolled steel from Japan and
Brazil. In the case of Japan, anti-dumping margins ranged from 26 percent to 67
percent. For Brazil, margins ranged from 50 percent to 71 percent. Clearly, these
preliminary anti-dum‘ﬁing margins confirm what the Steelworkers union and the in-
dustry have alleged; illegally dumped steel is destroying our domestic steel industry
and taking the jobs of American steelworkers.

The United States and Russian governments have recently completed negotiations
on a tariff suspension agreement on Russian steel. As we have stated on previous
occasions, we believe that any agreement with Russia must be accomplished within
the context of a comprehensive worldwide a ment on steel imports if we are to
end the current crisis. Such an agreement should involve all stee countries
and all steel product lines.

You may ask why steel deserves such consideration. Steel and the steel industry
are vital to protecting America’s national security interests. I would remind you that
it is American-made steel which is built into the aircraft carriers and Navy ships
built by steelworkers from Local 8888 at Newport News Shipbuilding Com n
Newport News, Virginia. What would have happened in 1941 if America no
steel industry and was instead dependent upon am or Germany for its steel? Can
we afford to permit this industry to fail and to me reliant upon foreign steel
producers from Russia, China, Korea, and elsewhere for such a vital product'

IV. THE CONGRESSIONAL RESPONSE

Just last week, on March 17, the House of Representatives the bill H.R.
9765, The Bipartisan Steel Recovery Act of 1999, sponsored by ‘presentativea Vis-
closi:y, Re , Kucinich, Quinn, cant, and Ney, by a vote of 289 to 141 (more
than two-thirds of those members voting). This legislation would require the Presi-
dent to take action, including the imposition of temporary import quotas on certain
steel products, tariff surcharges, negotiated voluntary export agreements, or other
measures, so that the volume of steel imports does not exceed the average volume
of monthly steel imports during the 36 months preceding July, 1997 when the cur-
rent crisis began. Additionally, H.R. 976 would establish a new steel import permit
and monitoring process so that the industry and the government can track steel im-
port activity more closely and real{ond more effectively to surges of %tlmible illegal
steel imports. Before , HR. 975 (along with its predecessor, H.R. 508) had
attra over 200 sponsors in the House.

in the House of H.R. 976 shows that there is a bipartisan commit-
ment in Congress to put the interests of Main Street above the interests of Wall
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Street. Steelworkers and steel communities hold dear the notion that America’s
trade policies should benefit Americans first. That idea may be novel in some quar-
ters, but on March 17th it was a winning idea in the House of Representatives.

A companion bill, S. 395, has been introduced in the Senate by Senators Rocke-
feller and Specter. This legislation currently has 14 cosponsors.

Let me just add that prior to H.R. 976 being reported (unfavorably) by the House
Ways and Means Committee, I was deeply disappointed to learn of White House
Chief of Staff John Podesta’s letter to President Clinton recommending that the
President veto the bill if it were to reach his desk. Mr. Podesta states that, “The
President’s commitment to effective, vigorous, and timely enforcement of our trade
laws is producing results.”

Unfortunately for our steelworkers, the remedies being administered under the
existing trade laws are too late, too narrow, and too weak. Incremental steps, taken
country by country (as in the case of the Russian suspension agreement) or product
by product (as in the hot rolled case against Japan, Brazil, and Russia) simply in-
vite ever-more inventive circumvention of the trade rules.

It is our view that S. 395 provides the only effective opportunity for bringing a
quick end to the current steel crisis.

V. THE INADEQUACY OF THE WORLD TRADE ORGANIZATION (WTO)

Mr. Chairman, many critics, including those in the Administration and here in
Congress, have argued that some or all of these proposed bills violate U.S. commit-
ments to the World Trade Organization (WTO) or other international trade agree-
ments.

I will leave it to the lawyers to argue with each other on that issue. Let me say,
however, that when the United States joined the WTO, we did not surrender our
sovereignty nor our right to R’rotect our national security interests. A strong domes-
tic steel industry is vital to this nation’s national security.

The Europeans have recently filed an action before a WTO tribunal seeking to bar
the application of the 1916 Anti-Dumping Act. If the Europeans’ view of our anti-
dumping law is upheld, it will mean that when the U.S. entered into the WTO, glob-
al trade arrangement, we wiped long-standing legislation off our own statute books
and willingly agreed to wear handcuffs that prevent our addressing massive, indus-
try-threatening trade law violations. Certainly, this could not have been Congress’
intent in originally approving U.S. participation in the WTO.

If, as we are constantly being told by our critics, our commitment to the WTO
prevents us from effectively addressing the crisis caused by illegally-dumped foreign
steel in the U.S. market, then it is time for Congress and this Administration to
reconsider that commitment at the earliest possible opportunity. If the WTO isn't
working right, we need to fix it or get out.

Ironically, while the Administration has insisted that they cannot take more force-
ful action without running afoul of the WTOQ, it is the Administration’s own pro
for $300 million in tax credits for the American steel industry that is now being
challenged by our trading partners as an illegal government subsidy under the

Apparently, it is the view of some of our trading partners that there is literally
nothing that the President or Congress can do or should do to stop this catastrophe
for steelworkers and the steel industry. Such a view is preposterous.

None of our trading partners would allow such a vital industry in their own coun-
try to be destroyed in the name adherence to the WTO or any other international
trade agreement. Indeed, our trading partners have erected many barriers to the
import of American-made products into their markets "order to protect their own
domestic industries.

December 8, 1999 marks the fifth anniversary of the Uruguay Round Agreements
Act and U.S. participation in the World Trade Organization. The Act mandates a
review by the Administration and Congress of the effects of the WT'O on domestic
interests and the costs as well as the benefits to the United States of its past par-
ticipation. Most importantly, Congress must consider the matter of this nation’s con-
tinued participation in the WTO. Should Congress conclude that continued partici-
pation in the WTO is not in the national interest, it can, under the law, require
the withdrawal from the WTO by enacting a joint resolution this year. What's more,
if Congress does not act, we must remain in the WTO until the next :&port\mity
for review and withdrawal, which does not occur again until December 2004,

These issues of our sovereignty and the enforcement of our laws to prevent or stop
irreversible economic injury to vital industries must be carefully examined if Con-
gress is to make a sound decision about our continued participation in the WTO.
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V1. THE NAFTA DISASTER

Mr. Chairman, it would be bad enough if the only recent crisis we faced was from
foreign steel being illegally dumped in our market. Other events, however, Lave
magnified the impact of the current ¢risis for steelworkers.

e implementation of the North American Free Trade Agreement (NAFTA) has
been an unmitigated disaster for steelworkers and working people all across the
United States as well as workers in Canada and Mexico. By our government’s own
admission, over 8,000 steelworkers have lost their jobs and been certified as eligible
for NAFTA trade adjustment assistance. Nationwide, nearly half a million workers
have lost their jobs because of NAFTA. . .

NAFTA has transformed the U.S.’ $1.7 billion trade surplus with Mexico in 1993
into a nearly $15 billion trade deficit last year in 1998. During the five years from
1993 to 1998, other develo, countries—such as those in the European Union—
have maintained their trade sur{l,uses with Mexico, even during the 1995 devalu-
gtliglll) ii)l‘i‘ the peso. Likewise, the U.S. trade deficit with Canada for 1998 was over

on. : -

The so-called “free trade” system that NAFTA established across North America
has given predatory corporations a license to hunt for the cheapest labor and the
lowest environmental and safety standards on the continent. To make matters
worse, the twisted logic of NAFTA encourages even socially responsible corporations
to join this hunt in order to remain competitive.

o working person in Canada, Mexico, or the U.S., should be forced to trade hard-
earned economic security for the “opportunity” to work harder and longer for less.
And no community anywhere should have to accept lowcr health and safety stand-
ards and environmental protection standards to keep some of its citizens working.
But it is precisely this kind of blackmail that has ravaged workers in all three coun-
tries.

As a result of NAFTA, thousands of com‘fanies have moved their U.S. operations
to Mexico. They include many familiar and prominent names: RCA television sets,
Oshkosh overalls, American Standard plumbing fixtures, TrueTemper hardware

roducts, Fruit of the Loom t-shirts and underwear, Farah pants, Woolrich coats,
mith-Corona typewriters, Goodyear tires, and the list on and on.

NAFTA has failed workers and not just here in the U.S. It has also failed in Mex-
ico where workers have seen their wages drop by at least 27 percent since NAFTA
was implemented. And it’s failed in Canada, which has lost more than 137,000 high-
1y paid industrial and manufacturing jobs.

VIi. THE LOSS OF OUR MANUFACTURING «{NDUSTRIAL BASE

The current steel crisis, the inadequacy of the WTO, and the negative effects of
NAFTA are all symptoms of a profound long-term probiem facing America; the loss
of our industrial manufacturing base.

While most economic observers have noted the overall strong performance of the
U.S. economy, these observers often: overlook a very different story of what is hap-

ning in manufacturing. According to the Bureau of Labor Statistics (BLS), from

ember 1997 to December 1998, our nation lost 237;000 manufacturing jobs.

Why does this matter? Because many of these lost manufacturing jobs are the
kind of jobs that pay decent livin% wages which can support a famxl'{hand which
allow families to buy homes, cars, ¢ ot.hing. and the necessities of life. They are also
the kind of jobs that provide workers and their families with health insurance and
pensions so that workers need not fear living out their older retirement years in
poverty. The loss of manufacturing jobs also guarantees that the continuing and
widening diararities in incoines between the highest income earners in America and
those at the lower end will only continue to get wider in the future.

Economists at the Economic Policy Institute have estimated that a $100 to $200
billion increase in the trade deficit would mean the loss of 700,000 to 1.5 million
jobs in manufacturing and other industries producing tradable goods. The trade def-
icit for 1998 was over $163 billion. Qur trade deficit continues to grow. The trade
deficit in January 1999 hit a record $17 billion; up from $14.1 billion in December
1998. On an annualized basis, the January figure would mean a trade deficit this
year of $204 billion,

The issue before us is not whether there's goii:f tobe a oglobal economy. The glob-
gggm??myiaamality.'l‘herealissueiswhat nd of global economy are we going

ve

Is it going to be a global economy that truly lifts the wages and living standards
of all workers or is it going to be a global economy that only works for the benefit
of those with great capital, wealth, and political power? \

)
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Is it going to be a global economy that accelerates the destruction of our environ-
ment and natural resources for the benefit of a few or is it going to be a global econ-
on'xﬁ'that protects our natural resources for everyone?

ese are fundamental questions that we as a nation must address.

A recent Wall Street Journal/NBC News Poll indicated that 58 percent of the pub-
lic thinks that foreign trade has been bad for the U.S, economy use cheap im-
ports have taken U.S. jobs. The American public has spoken up repeatedly in favor
of fair trade. Yet our policymakers seem to have a tin ear when it comes to this
isgue. If we don’t move to stop violations of our trade laws and if we don’t ensure
that trade agreements will be mutually beneficial for all Americans, then there will
continue to be this deep antipathy about trade.

Mr. Chairman, steelworkers believe in America and the American dream. Steel-
workers have made the steel that has built America and defended this nation
throughout its history. We are not asking our government for any special favor here.
We are asking the President and this Congress to stand up for us just as we have
stood up time and time again for our country.

With over 10,000 steelworkers alreatzi out of work, three major steel producers
already in bankruptcy, another one on the brink, and virtually every steel producer
experiencing huge losses, action isn’t an option; it's an absolute necessity.

lease pass S. 395 before it’s too late.
Thank you.

PREPARED STATEMENT OF THOMAS G. BELOT

QUOTAS OR TRADE BARRIERS ON IMPORTED STEEL WILL MEAN LOST JOBS IN STEEL-
USING INDUSTRIES

Mr. Chairman and members of the committee, I am Thomas Belot, President of
the Vollrath Company of Sheboygan, Wisconsin. I am here on behalf of the North
American Association of Food Equipment Manufacturers, as a member company.

NAFEM represents 650 firms that manufacture commercial stoves, broilers, toast-
ers, refrigerators, dishwashers, beverage dispensers, food carts and many other lines
of food preparation and serving equipment.

Our members employ approximately 60,000 men and women in the United States.
Total sales are $6.5 billion at the manufacturers’ level. Stainless steel represents
about 30 percent of all costs of production

My own firm’s products include boilers, steamers, food warmers, food carts,
cookware, and many other products. A brochure that I have submitted may give you
a better idea of the range of our own products, over 2,500 in total, most of which
are made with stainless steel.

If you have ever looked behind the order counter at McDonalds or Burger King,
or into the kitchen at any restaurant or cafeteria, large or small, what you see is
an expanse of clean, shining metal. The great majority of the products of our indus-
try are made from stainless steel. Hygiene requires a non-rusting, hyﬁnlilc surface
that is easily cleaned. Economy and efficiency demand durability. ile higllaﬁr
Prices could drive some shift to plastics, stainless steel is the material of choice. The

ood equipment industry uses about 550 million tons of stainless steel a year and

is the second largest user of stainless steel in our country, second only to transpor-

tation. Even for companies which principally use domestic steel—and Vollrath is one

of these—the access to foreign markets is essential to retain price competition and

go atssure the supply of specialty materials used by some other members of our.in-
ustry.

My own firm employs 750 men and women. Total U.S. employment at all NAFEM
members is approximately 60,000. This one sefment of the American steel-using in-
dustry em&l:ys about one third as many workers as the entire U.S. steel industry
and is for larger than the U.S. industry producing stainless steel.

Our industry is a great American success story. We lead the world in the tech-
nology of food preparation equipment. A number of our members—including m
eompax&—have won the De ent of Commerce’s “E” award for rting excel-
lence. Over 80 percent of NAFAEM members have markets overseas. My own firm
exports about ten percent of its products. The average among all NAFEM members
is greater—about 20 percent of all food equipment manufactured in the United
States is exported. That is a lot of exported or re-exported stainless steei—that is,
stainless steel exported in a high value-added, job-intensive manufactured product.

With 20 percent of our industry’s products exported, that means that 20 percent
of the zobs our industry—about 12,000 jobs—are directly tied to rts. One typ-
ical N. M member—A.J. Antunes & Co. of Addison, Illirois—now markets in
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140 countries, exporting 37 percent of its product. The company is moving into a
new and larger plant this year and its target is to increase overseas sales to 50 per-
ce%:f its tmarkelt, Our (lllew tl’v!vr'orkers :ts it do:: t:o i .

is is typical. ustry’s export mar! are growing rapidly—or at least
have been gro:ﬂe:f rapidly. Growing markets for our pmdumve until now meant
an increased for stainless steel and an increased need for workers. We have
a technological edge and will continue to compete effectively around the world un-
less artificial trade barriers raise our costs and put us at a world market disadvan-

tage. :

Although you would normally be safe in assuming that an industry would act in
the best interests of its customers, that is not the case with the steel industry. Their
drive for punitive duties meant to cut off foreign supplies and the proposals before
you for quotas that would roll steel imports back to the levels of two to four years
ago will mean lost sales and lost jobs in the now-thriving food equipment manufac-
turing industry.

This is exactly what happened in the late 1980’s, when we had “voluntary” quotas
on imported steel, including stainless steel. Domestic prices of stainless 304, our
Sx;i-rncipal material, rose 76 percent in 18 months, to a level well above world prices.

industry’s ability to compete overseas was crippled. It was several years after
the phase-out of the VRA’s before our industry recaptured foreign markets and
began again to grow at double-digit rates.

ata from the American Iron and Steel Institute show that average imports of
stainless sheet and strip in the 36 months greeedm,g July 1997 were 30,789 tons.
Quotas at that level would reduce imports by about 15 percent from 1998 levels.

Imports of stainless steel did indeed increase markedly in 1998 over 1997. But—

and this is very important this was not at the expense of production, sales, or em-
loyment in the domestic industry. Shipments by domestic manufacturers of stain-
ess steel—whether you took at all stainless steel or specifically at stainless sheet
and strip—were higher in 1998 than in 1997 or in any recent year. And shipments
. even in December 1998 exceeded December 1997.
For the domestic stainless industry to re&l(a)ee the tY‘x‘;ox:oosed cuts in imports would
require increased production of about 99, tons t would be taken out of ex-
rts. I do not know if they could meet this demand or not. I think there would
shortages, at least in a transition period. And I am sure these trade restrictions
would lead to sharply higher prices, with the negative effects on the competitiveness
of our industry that I have tried to describe. The law of supply and demand—proven
by our experience under the VRAs of the 1980s—is that quotas or similar import
restrictions will lead to higher prices for stainless steel in the United States, and
that these prices will rise above those in competing countries. In fact quotas here
will probably lead to greater 8“?3}1" and lower prices in the rest of the world.
ile our export markets would be the first oodgo’ we would also begin to see in-
creased imports of stainless steel in finished food equipment coming imto our own
market from overseas. And we would see some shifting away from steel to plastics.
What good would this do anyone?

This is not the time for the United States to back away from the pr'md%les of
free trade. Protectionism is rising around the world. Restrictions on imports by the
United States will hurt our competitiveness and will soon be followed by other na-
tion’s restrictions on our own exports. Other industries, from high-technology manu-
facturing to agriculture, could be harmed.

We know what happened under the “Voluntary Restraint Agreements”—“vol-
untary” quotas of the late 1980’s, when stainless steel prices went up 75 percent

in 18 months our markets.
LETS NOT THE SAME MISTAKE AGAIN.

PREPARED STATEMENT OF JOSEPH CANNON

Good morning. My name is Joe Cannon; I am Chairman and CEO of Geneva Steel
located in Vineyarci, Utah. In 1987, we resurrected a shuttered steel company and
restored 2600 jobs. We made steel, we made money, we went public, we invested
ge;rly $400 million in our mill to become a leading, low-cost steel supplier in the

In 1996 we were hit by a wave of plate imports from Ukraine, Russia, and China.
We filed antidumping cases and won them with 100% average dumping duties
against these inefgcient producers. Suspension Agreements entered into for foreign
policy, not trade geli% reasons, allowed these countries to retain 400,000 tons annu-
ally of plate in .8. market, down from the 1.2 million tons éuy shipped in
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1996. Just as our company started to recover from this financial debacle, the world
economic crisis produced a suri‘emin imports in 1998 which threatens our survival.
Our biggest product is plate. m 1997 to 1998 plate imports increased from 1.25
to 1.82 million tons, a 46% percent increase. Imports took over 28% of the U.S. mar-
ke’. Our second biggest product is hot-rolled sheet. Between 1997 and 1998 imgorts
increased from 6.3 to 11.1 million tons, a 77% increase. Imports took 36% of the
U.S. market. Our third majoa&mduct is welded line qpipe. Imports increased from
220,000 tons in 1997 to 330, tons in 1998, a 50% increase. Imports took over
37% of the U.S. market. These huge import increases at dumped prices have forced
domestic prices to fall by $80-$100 per ton in each of our major products. Domestic
shipments in each product category have fallen by at least 15-20% thus far this
Kear. At Geneva, we shut down a blast furnace in September, reduced our workforce
y over 800 workers, and saw fourth quarter 1998 sales fall over 50% from the
fourth quarter of 1997. This resulted in a loss of $50 million in the fourth quarter.
This fourth quarter loss resulted in our company filing for Chapter 11 b ptey
on February 1.

Today I urge the Finance Committee to request an investigation by the ITC under
Section 201 on flat-rolled steel Eroducts including cut-to-length plate and slab. The
reason for our request is that the collapse in world steel demand is continuing and
we will face a renewed import surge in 1999 that could prevent Geneva from reorga-
nizing under the bankruptecy laws and cause many other U.S. producers into bank-
ruptey or closure.

or example, imports of hot-rolled sheet in January were sglightly more than Janu-
ary of 1997 at approximately half a million tons, but an import decrease of 250,000
tons from Russia and Japan because of the antidumping cases was replaceti by
250,000 tons of increased imports, primarily from China, Indonesia, Australia, the
Netherlands, India, and South Africa. This is illustrated by the chart attached to
my testimony. Most of these are Asian countries. Just as with the import surge in
1998, these increased imports are hitting the West Coast first. The import surge
that hit the West Coast In April or May of 1998 hit the Gulf, Midwest and East
Coast by August and September of 1998. Second, at the recent hearing in the plate
unfair trade cases held at the ITC on March 9, a spokesman for Mitsubishi Inter-
national stated that they had no orders for March. This is not a surprise as to or-
ders from Japan given that the domestic industry just filed cases alleginﬁ dum}fing
margins of 50% and those margins could go into place as early as mid-May. How-
ever, on March 15, just six days after that ITC earinfaone of our customers re-
ceived an offer from Mitsubishi International Steel for plate from Malaysia at $290
a ton landed in the United States. Now this is below Geneva’s costs and I believe
the costs of any manufacturer in the United States. I don’t know whether this Ma-
laysian plate will be made with 'zvas‘anese slab or not. But my point is that these
international trading companies will never show any mercy to the U.S. market.
They will bring in product from anywhere in the world where there is more sutrlg
than demand and dump it into the U.S. market at prices significantly below U.S.
producers cost.

Geneva would not be able to reorganize and continue in business if we face wave
after wave of imports until the world economy improves. If that happens, the west-
ern United States will lose one of its two plate producers, one of its two hot-rolled
sheet producers, and one of its three line pipe producers. Not only will this be bad
for the le of Utah, but it will also have serious negative consequences on the
hun 8 of western customers that will lose a valuable supplier.

Thank you for this opportunity to testify today.
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Major Steel Import Changes

Hot Rolled Carbon Steel
: olume (Net Tons)
Coun an 1 an Change
- [China 0.00 .54 5.592'5.53
jindonesia 0.00] 42 471 33 42,471.33
Australia _0.00 27 211.87 27,211.87
Netherlands - 29,674.33 51,206.35 21,532.02
India 0.00 18,882.93 18,882.93
S. Africa 1,524.03 17,717.68 16,193.65 65
Canada 30,509.02 44,954.38 14,445.36]
France 28,730.69 41,338.83 12,608.14|
Italy 0.01 11,285.26 11,285.25
Finland 0.00 10,783.12]  10,783.12
{Kazakhstan ! 0.00 10,695.26 10,695.26
Taiwan 120.04] ' 10,201.51 10,072.47
Brazil 17,539.63| 17,230.45 (309.18
Russla 117,523.23| 11,683.80] (105,839.43)
Japan 150,382.34| 16,969.36| (133,412.98
Subtotal 376,012.32 400,954.67 24,942.35
All Other 99,996.65 113,440.00 13,443.35|
Total 476,008.97 514,394.67 38,385.70
Cold Rolled Carbon Steel
. olume (Net Tons
Count Jan 1998 an hange
JBrale 3,293.33 4’,155.76 40,879.43
Japan 23,879.61] 62,141.76] 38,262.15
S. Korea 0.00 29,691.08 29,691.08
[Venezuela 0.00 12,365.73 12,365.73|
Taiwan 254.63 9,211.60 8 956 97
IFinland 615.92 8,943.83 8,327 91
[Mexico 9,855.10 17,310.99 7,455.89
Sweden 126.66 6,934.21 . 6, 807 55
ailand 0.00 4,932.25 4,932.25
Russla 32,655.85| 27,940.51 4,715.34
Subtotal 73,687.10 226,650.72 162,963.62
All Other 105,625.24 103,796.75 1,828.49
179 312.34] 33044747 151,135.13
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Major Steel Import Changes

Gaivanized
‘ olume (Net Tons)

Country Jan 1998 an 1999 Change-

. Korea 8,021.45 31 558 290 23 3% 84
Japan : - 11,710.52 28,973. 3.26] 17,262.74 ,2682.74
Taiwan 1,079.05 14, 587 17 13,5 508.12

entina . _61885] 6 387.10 5,768 25
Finland 428.73 5,0156.73 4,587.00
[italy 484.64 3,980.82 3,496.18
lindonesia 0.00 2,903.93 2,903.93
New Zealand 134.07 2,996.35 2,862.28
Tunisia _0.00 1,959.99 _1,959.99

Subtotal 22,477.31 98,662.64 76 185.33}

All Other 140,817.70 97,039.80 (43,777.90

otal 163,295.01 195,702.44 32,407 43

Carbon Cut To Length Plate
olume (Net Tons)

Country Jan 1998 an 1999 . hange
Japan 429.10 20,200.32 19,861.22
Mexico 45.37 18,301.70 18,256.33
S. Korea 4,044.22 16,795.52 12,751.30
indonesia 4.49 10,368.22 10,363.73
Canada 8,113.76 17,134.36 9,020.60
Ukraine 1,014.46 7,623.58 6,609.12
France 4,134.82 9,989.00 5,854.18
India 384.95 5,815.52 5,430.57
Brazil 1,280.97 6,000.44 4,709.47
China 24069] 4 870.72 4,630.03

Subtotal . 19,702.83 117,189.38 97,486.55/|
All Other 30,818.29 31,409.91 591.62/ 501.62
Eotal 50,521.12 148,599.29 98,078.17|
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PREPARED STATEMENT OF WILLIAM M. DALEY

Thank you, Mr. Chairman. President Clinton is dedicated to ensuring that Amer-
ica’s steel industry, our steel workers, and their families are not hurt by unfair
trade practices and import surﬁes. This is a real problem that is getting real atten-
tion, and the President has made it one of his top priorities.

Strict enforcement of the trade laws, especially the dumping and subsidy laws, is
the linchpin of our comprehensive, WI'O-consistent solution to the steel crisis. My
staff at the Commerce Department has been working tirelessly for several months
on steel issues. We have done everything possible to provide the quickest, most ef-
fective relief allowed under the law, inclutfi.x)xg shifting resources, expediting dump-
ing cases, making early critical circumstances determinations, and adopting WTB-
consistent methodologies that strengthen enforcement.

This policy has had a dramatic impact in reducing steel imports. This is especially
true in hot-rolled steel, which is subject to dumping cases on Japan, Russia and
Brazil. Hot-rolled imports have dropped 70% since November.

But the Administration is not content with the status quo, especially when 10,000
steel workers have lost their jobs. We are taking action to make sure that what hap-
pened to the steel industry last year is not repeated.

LEGISLATIVE APPROACHES

Last week, a bipartisan group of House members introduced H.R. 1120, the “Im-
port Surge Response Act of 1999.” We believe this legislation constitutes a construc-
tive approach, and are ready to work with both Houses of the Congress to develop
a bill that we could recommend the President sign. )

In sharp contrast, we have deep concerns over the steel quota bill passed by the
House last week. While we understand the motivation behind this legislation, we
believe it is the wrong approach. Not only does it raise serious WTO concerns, but
it also could have a negative impact on the U.S. economy and it sends the wrong
signal to the rest of the world.

n the end, steel quota legislation would be counterproductive and would not pro-
vide the long-term job security that American steel workers and their families de-
serve. Long-term job security can only be achieved by keeping domestic demands for
steel strong and by keeping America’s economy strong. The way to do this is to
strengthen our trade laws and take aggressive enforcement actions in accordance
with our WTO obligations.

WHERE WE WERE

Mr, Chairman, we recognize that the steel industry is not out of the woods yet.
But our policy is working. Let’s just look at the numbers.
Chart 1: 96-97-98 Steel Mill Products from all countries
o The first chart shows the dramatic increase in all steel imports in 1998: 33%
higher than 1997, which was itself a record year.
¢ By November of 1998, import penetration for steel products exceeded 36%. Do-
mestic steel mill capacity utilization rates were below 75%.
Chart 2: 96-97-98 Hot-Rolled from Japan, Russia, and Brazil
¢ Chart 2 shows the rise in hot-rolled steel imports—the major traded steel prod-
uct—from Russia, Japan, and Brazil between 1996 and 1998.
o In October, the steel industry filed antidumping cases on hot-rolled steel from
Jtz_a;zla:n, Russia, and Brazil—the three countries accounting for the major portion
of the surge.

WHERE WE ARE NOW

Since then, a turnaround has begun. It is too early to declare victory, but the
news is encouraging.
Chart 3: Nov.-Dec.-Jan. World Steel Mill Products
¢ Chart 3 shows that worldwide imports of all steel dropped by 34% from Novem-
ber 1998 to January 1999.
* A mlaior reason for the reduction was the sharp decline in imports of hot-rolled
steel.
Chart 4: Nov.-Dec.-Jan. Hot-Rolled Products

e Chart 4 shows that worldwide imports of hot-rolled steel fell by 70% from No-
vember to January. :
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Chart 5: Nov.-Dec.-Jan. Hot-Rolled from Japan, Russia, Brazil

e Chart 5§ shows the dramatic decline in imports of hot-rolled steel from Japan,
Russia, and Brazil that is a direct result of the antidumping cases.

e As you can see, hot-rolled steel imports from Japan plummeted, from over
400,000 tons in November to less than 16,000 tons in January. Russian imports
fell from over 600,000 tons to less than 11,000 tons. And Brazilian imports
dropped from almost 65,000 tons to less than 16,000 tons.

All of this is a direct result of our dumping cases and the bilateral pressure we
have applied to our trading partners. The impact of these cases was felt because
of our early changed circumstances determination made in early November. This
had an immediate impact on the market beginning in late November.

OTHER GOOD NEWS

Tha Commerce Department will release preliminary import data for February on
Thursday. We are expecting the dumping cases to continue to have a positive impact
on import numbers.

During the four weeks ending March 13, steel mill capacity utilization rose on av-
erage to 80.6% from the 74.6% average in November. This is not as high as the 93%
average we saw early last year, but it is a marked improvement. We are also en-
couraged that domestic production has risen in recent periods.

Alsgo in late January, domestic steel firms announced price increases beginning
next month. Many Wall Street analysts expect the increases to stick.

All of this is very positive news, and we expect that a healthier industry will
translate into increased job security.

Of course, we recognize that 1998 was a record year for steel imports, and a cou-
ple of months of good data does not make a trend. But we believe we are beginning
to see a long-term solution to the steel crisis. Let me assure you that we will con-
tinue to do evergthing goasible, consistent with our laws and the WTO, to ensure
that the United States does not become a dumping ground for unfairly traded steel.

ENFORCEMENT OF TRADE LAWS

As I have said, these numbers show that tough enforcement of the trade laws
works. Let me briefly describe the many unprecedented actions we at the Commerce
Department have taken.

irst, we expedited the hot-rolled steel cases. For the first time ever, we issued
the preliminary determinations almost one month early. The preliminary dumping
margins on Japan and Brazil ranged from 25 to 71%.

Second, as I mentioned earlier, we changed an esoteric policy that has had a tre-
mendous impact on the steel market. This policy, known as critical circumstances,
is a WTO-consistent approach that is designed to deal with extraordinary import
su.!sfs. By making this determination early for the first time, we made the impact
of the hot-ro investigations felt in the market much earlier than month’s

f hot-rolled tigat felt in th ket much earlier than last th’
preliminary determinations. Instead, the impact was felt in late November. This is
evidenced by the huge drop in imports in December.

RUSSIAN STEEL AGREEMENTS

Third, we reached two proposed agreements with Russia that will significantly re-
duce imports of Russian steel and provide effective relief to our steel industry and
U.S. workers. The first agreement would suspend the hot-rolled steel dumping in-
vestigation in favor of a three-part deal:

e First, there will be a six-month moratorium on imports, which is intended to
offset the recent s . As a result, total 1999 Russian hot-rolled steel imports
will drop by almost 90 percent from the 1998 import level of 3.8 million metric
tol

ns.

o Second, starting in 2000, there will be an annual quota on hot-rolled steel of

750,006 metric tons per year. This is equivalent to the pre-surge, non-injurious
1996 import levels. It represents a 78 percent reduction from 1998 levels.

¢ Finally, the suspension ment sets a minimum price for Russian steel, high

enough to ensure that U.S. prices are not forced down.

As uired by law, we also issued the prelim.inarg dumping determination on
Russian hot-rolled steel, finding margins ranging from 70 to over 200%.

The second agreement is a comprehensive agreement restricting exports of other
Russian steel products to the United States to 1997 levels. This agreement will pro-
vide the steel industry and U.S. steelworkers with additional, immediate relief from
imports of other Russian steel products. The comprehensive agreement will tgx:vent.
surges in other steel products. In addition, it deter circumvention of hot-
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rolled suspension agreement by preventing the Russians from shifting to other steel
products to get around the quota.

Together, the two agreements, when combined with the 1997 steel plate agree-
ment, will reduce overall imports of Russian steel mill products by almost 68 per-
cent in 1999, compared to 1998 import levels.

OTHER STEEL CASES

We are currently enforcing over 100 cases on steel products. And we are con-
tinuing our vigorous enforcement.

Yesterday, we issued final dum&i;:g and subsidy determinations on stainless steel
E‘l{,“e in coil from five countries-Korea, Italy, Belgium, South Africa, and Taiwan.

e combined dumping and subsidy rates ranged from 8 to 60 percent.

Two weeks ago, in response to petitions filed by the domestic industry, we initi-
ated dumping and subsidy cases on carbon steel plate from nine countries, including
France, India, Japan, and Korea.

EARLY WARNING SYSTEM TO MONITOR IMPORT TRENDS

Early last year, in response to the Asian financial crisis, the Commerce Depart-
ment established an import monitoring system to watch for import surges and fall-
in%prices, particularly for import-sensitive industries, such as steel.

uilding on this approach, the President’s steel action plan, announced in Janu-
ary, put into place new guidelines for the release of preliminary import statistics.
To ensure that the U.S. steel industry and workers had accurate information as
early as possible, the Commerce Department took the unprecedented step of publicly
releasing preliminary steel import statistics almost a month before the regular re-
lease of the complete trade statistics. This Thursday, we will release the February
preliminary steel import data.

COUNTERVAILING DUTY REGULATIONS

Another important action we have taken is to issue strong new countervailing
duty regulations that strengthen our ability to combat unfair subsidies. These regu-
lations send a clear message to foreign governments that we will take action against
unfair subsidies that injure U.S. industry and workers.

BILATERAL EFFORTS

We continue to press the countries accounting for the lar'iest volume of imports,
particularly Japan, which accounts for the largest share of the recent import surge,
to end unfair trading dpractiees. The President put Japan on notice in his State of
the Union address and in meetings with Prime Minister Obuchi that if Japan’s ex-
ports in 1999 do not revert to their pre-crisis levels, the Administration stands
ready to take further action. Ambassador Barshefsky and I have reiterated this
message in our bilateral meetings. In addition, we have pressed Korea to end gov-
ernment involvement in the steel industry.

Finally, we have also issued stern warnings to other countries that may be tempt-
ed to sell more steel in the United States unfairly: We are monitoring imports close-
1y and will continue to enforce our trade laws vigorously.

CONCLUSION

Mr. Chairman, the President remains deepli' concerned about the problems faced
by the steel industry and its workers. Today I have outlined the strong actions we
have already taken to respond to the steel crisis. I have pointed out the dramatic
results we have seen so far. And finally, I have indicated that we are prepared to
work closely with you on additional constructive measures.

I would be happy to take any questions.

_ ~
PREPARED STATEMENT OF DAVID L. DANIEL

Mr. Chairman and Members of the Committee:
97'ghank you for this opportunity to present Quality Tubing, Inc.’s views on H.R.
My name is David Daniel and I am President of Quality Tubing, Inc. (“QTI"). We
employ over 100 people at our plant in Houston, Texas, and 1 am here to explain
why H.R. 975, as passed by the House of Representatives on March 17, as well as
other measures designed to restrict imports of steel, are ill-advised. Quality Tubing,
Inc., founded in 1976, was the first company established for the sole purpose of
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manufacturing steel coiled tubing for use in the oil and gas industry. All of our
products are unique because they are coiled, and 70 percent of the coiled tubes we
make can be coiled, uncoiled and recoiled repeavedly. The hot-rolled steel we must
use to make our critical service coiled tubing products is unavailable from domestic
American manufacturers of hot-rolled steel, and the high strength makes it even
more difficult to obtain.

This critical service coiled tubing product, known as “downhole work strings,” is
used by the oil and gas industry in deep, highly pressurized oil and gas wells, where
it must be uncoiled from spools, sometimes fed to depths more than 20,000
feet down the well, and coiled back onto a spool for use in another well. The con-
stant coiling and uncoiling of this product as it is used in especially deep and high-
pressure wells subjects the material to significant metal fatigue. As a consequence,
the life s of this coiled tubing is three to four months. Any interruption in the
supply of the steel we need to produce this product will, in a very short time, affect
not only the jobs at QTI, but jobs in the oil an%gas industry as well.

Quality 'I'ubinﬁ purchases approximately 70% of its hot-rolled steel needs from
Japan because the products are simply not produced by domestic steel mills. QTI
has ret‘;lested domestic suppliers to produce steel meeting the requirements re-
quired by our customers. However, domestic suppliers have consistently been in-
capable or unwilling roduce the hot-rolled steel we require for critical service
lan;;i)lication‘s. Therefore, &I‘I has found it necessary to work with the Japanese steel

ill, Sumitomo, to develop-the steel we need in order to produce steel coiled tubing
with the properties required by our customers.

The steel purchased by QTI from g:ioan is not fungible with either US produced
steel or steel from Russia or Brazil. Sumitomo has been willing to attempt the
production of a uniquely tapered rolled steel essential to QTI's business. This ta-
pered hot-rolled steel sheet actually tapers from a thicker gaelége to a thinner gauge
along the le%th of the coil. This very unique material is used in coiled tubing rep-
resenting 25% of QTI's entire production.

. We believe the potential adverse impact on our business by H.R. 975, as passed
last week in the House, is a prime example of unintended consequences. Nonethe-
less, those consequences are real. H.R. 975 is aimed at steel that is “dumped” in
this country at lower than market prices. And yet, Japanese prices for the hot-rolled
steel purchased by Quality are higher than the closest grades available from domes-
tic producers. Furthermore, in each of the last four years, the Japanese steel we
purchased has increased in price. Although the steel we import is not produced in
the United States, trade restrictions often do not distinguish between imports which
compete with domestic producers and those which are not available domestically.

Our Japanese supplier has responded to what competition there is from domestic
sources by moving into. higher grade specialized products rather than reducing its
price. With respect to price,

e The Japanese price per ton increased each year, as did the domestic price per

n

¢ The Japanese price per ton has increased 3% per year on average, and

o The Japanese price per ton averages 49% more than domestic price per ton.

Any reduction in our ability to import this high quality steel would gravely impact
Quality Tubing’s competitiveness in the market place.

Although the overall market for this “niche” product is small, production of coiled
tubing strings enables the $1 billion coiled tubing service market to function. As I
mentioned earlier, coiled steel strings wear out in an average of three to four
months. In the event of an interruption in imports, all of the coiled steel tubi
strings in existence would be retired in very short order and could not be repla
with a steel of like quality and functionality. U.S. service companies, as a con-
sequence, would feel the negative impact of a loss of this product almost imme-
diately. U.S. production and jobs could be, and almost certai Kwould be, adversely
affected. Indeed Quality Tubing would have to turn to a French coil suppiier for the
closest substitute steel product in order to stay in business.

r. i we produce a unique product essential to the efficient operation
of the domestic U.S. oil and gas industry. In the 23 years since our founding, we
and our market have steadily grown, and we expect and hope to expand our market
still further as the industry prospers. Moreover, we expect to adapt this unique steel
to new products. But without access to this steel, our business and the businesses
of our customers would surely falter. It's that simple.

I urge you, then, as you evaluate this bill, to keep in mind companies like QTI,
which produce specialized products and do not deserve to be adversely affected by
legislation aimed at exacting quotas on steel imports. .
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PREPARED STATEMENT OF HON. MIKE DEWINE
Mr. Chairman, let me begin by thanking you for giving me this opportunity to

appear before this Committee on a matter of vital importance to Ohio.

ur domestic steel industry has evolved into a highly efficient and globally com-
petitive industry. Yet, despite this modernization, our steel producers face a number
of unfair trade practices and market distortions that have had a devastating impact
in Ohio and other steel-produci% states. I have heard firsthand from industry and
laborl"l leaders about the crisis. Their message is clear: The time for action is long
overdue,

The flood of drastically cheaper imported steel over the course of last year has
caused thousands of workers to be laid off. Some domestic steel businesses have
been forced to file for bankruptcy. According to the American Iron and Steel Insti-
tute, 4.1 net tons of steel were imported in October of last year that's 56 percent
higher than the previous year, and the second highest monthly total ever.

is surge in imports has directly impacted our own steel industry. In November,
U.S. steel mills shipped nearly 7.4 raillion tons of steel last year more than one mil-
lion tons below what was shipped the previous year. We have seen U.S. steel’s in-
dustrial utilization rate fall from 93.1 percent in March 1998 to 73.9 percent in Jan-
uary 1999. Most troubling of all, approximately 10,000 jobs have been lost in our
steel industry since last year. In my home state of Ohio, the consequences have been
evastating. -

¢ The Timken Compan{, a leading international manufacturer of highly engi-

neered beari and alloy steels, was forced to lay off 400 employees.

o The WCI Stee Comgany in Warren, Ohio was forced to lay off 200 jobs.

o Wheeling-Pittsb: teel Company, where over 65 percent of the employees live

in Ohio, was forced to lay off 250 jobs.
These jobs must be saved. Once they are lost, it is impossible to predict whether
these jobs will ever be restored. Each day that goes by without a clear plan of action
increases the danger to the steel industry a key component of Ohio’s and America’s
gcoq(l)imy and to the livelihoods of thousands of dedicated steel workers and their
‘amilies.
I am a free trader. And I believe free trade does not truly exist without fair trade.
Free trade does not mean free to subsidize, free to dump, free to distort the market.
Our own trade laws are designed to enforce those rincipies.
The current crisis underscores a flaw and weakness in our trade laws. The ex-
tremely large preliminary dumping margins determined by the Department of Com-
merce reveal that foreign companies are willing to dump huge volumes of steel in
our markets in order to gain a long term share of the market. And, because of the
laws, it is difficult for U.S. companies to counter their actions.
That's why I strongly urge the passage of my legislation called the “Continued
Dumping or Subsidization Offset Act.” :
The Tariff Act of 1930 ﬁieves the President the authority to img]ose duties and
fines on imports that are being dumped in U.S. markets, or subsidized by foreliﬁn
governments. The “Continued Dumping or Subsidization Offset” provision would
take the 1930 Act one step further. Currently, revenues raised-through import du-
ties and fines goes directly to the U.S. Treasury. Under my bill, duties and fines
would be transferred to injured U.S. companies as compensation for damages caused
by dumping or subsidization. .
Transferring duties and fines will help our steel industry deal with the J)ending
crisis and hopefully deter future dum{}ing or subsidization. Current law does not
contain a mechanism to help injured U.S. industries recover from the harmful ef-
fects of foreign dumping and subsidization. These practices reduce the ability of in-
jured domestic industries to reinvest in their plant, equipment, people, R&D, tech-
nology, or health care and pension benefits for their employees. Moreover, current
law simply has not been strong enough to deter unfair trading practices. In some
cases, foreign producers are willing to risk the threat of paying U.S. antidumping
and countervailing duties out of the profits they receive from dumping.
Some may argue the cost of this provision is too great. Well, recent data indicate
that the “costs” will be 50-60 percent lower than originallt{ estimated. Also, tariffs
were not meant to be a revenue gathering measure but rather a deterrent. Any loss
in government revenues will be made up by:
o Fewer dumping cases being filed, thus less resources needed by the Department
of Commerce; .

¢ More companies paying taxes on profits, and; \

o Fewer lay-offs. Let me also stress that this legislation is consistent with our ob-
ligations under GATT and the WTO. The benefits provided under my bill do not
create an actionable subsidy under the WTO as the benefits provided are not
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?eciﬁc within the meaning of Article 2 of the Agreement on Subsidies and
ountervailing Measures. The benefits under my bill are broadly available to
any petitioning group, and eligibili? is automatic and based on objective cri-
teria. The benefits are neutral, and do not favor certain enterprises over others.

Mr. Chairman, let me conclude. The steel crisis calls for leaders ip. It's important
that we in the Congress remain focused on this crisis and take the lead in cush-
ioning a very tough blow for these hurting communities, and assessing how we can
sha!&e our laws to prevent similar blows to othér industries. Now that the House
of Representatives has acted, all eyes are on the U.S. Senate to weigh in. We should
not act for the sake of acting. We should act in a way that will help our steel indus-
try in the short term and our U.S. manufacturing base in the long term.

We need to stand up for steel, not just to help the workers in these communities,
but to protect a vital erican national security interest. Our military needs domes-
tic steel su‘fﬂleiers; without them, our ability to build ships, tanks, and other equip-
ment woul at the mercy of foreign suppliers.

That’s unconscionable; it flies directly in the face of our national interest.

And it does so in an even broader way as well. Because this is a broader issue
than steel. If we, as a nation, say we will let other countries break the law with
illegal dum{ing, who knows what other industries will be targeted by illegal foreign
pred ators? Let’s draw the line now, and protect the rule of law—and preserve free

trade.
I thank the Chair.

PREPARED STATEMENT OF ORRIN G. HATCH

Mr. Chairman, I want to welcome Joe Cannon, CEO of Geneva Steel in Orem,
Utah. Geneva is the nation's largest manufacturer of steel plate west of the Mis-
sissippi. Geneva, along with Acme Metals and LaClede Steel, is one of several U.S.
steel mills facinf recent or imminent bankruptcy from dumped, subsidized, or other-
wise unfair steel imports.

I was really angered yesterday when I read an article in the

Los eles Times by Donald Nauss, a Times business page writer. According to
Nauss, three companies are using imports as a sour grapes excuse for poor man-
agement. In the case of Geneva, Nauss said that the company was failing because
it “was highly leveraged from large investments in new technology that never paid
off.” Nauss, having made the charge, never gave us the details, 8o let me help inm

out.

He’s right: the technola didn’t pay off. That’s because the plant modernization
scrupulously pursued by Geneva was nipped in the bud by the same unfair import
deluge that prompted the bill introduced by my good friend from West Virginia.

Geneva finigshed its costly modernization program in 1995. The changes cut pro-
duction costs by 20 percent. What happened then was another 20 percent price re-
duction in plate resulting from a massive import surge from Ukraine, Russia, and
China. Geneva and other members of the steel sector won a series of anti-dun:ging
casesh}ieading to a 100 percent—I repeat, 100 percent—dumping duty against these
countries. .

By now everyone’s probably thinking, why are we complaining? They slapped the
offenders with a 100 percent duty and won their antidumping cases. The domestic
trade laws must be working. ‘

Unfortunately, there’'s a gimmick called a “suspension a ment,” -unlawful
under GATT and WTO, but available to nonmarket economies ) and non-WTO
members. It would be as if our courts allowed the commutation of sentences for
murders. In this instance, it allowed these countries to continue murdering U.S.
steel manufacturers as long as they didn’t murder too many!

My point, although made with a bit of justifiable cynicism, is that our domestic
trade laws do not safeguard U.S. industry from devastating i %smﬁe& Worse,
the discretionary authority allowed the President in exempting and non-WTO
countries is not being fairly applied. While I am very sympathetic to our foreign pol-
icy need to keep Russia politically stable, it is unreasonable to expect, as Clinton
a ‘;nilga_ytration officials have come to insist, that we do it by gutting the U.S. steel |
industry.

In my judgment, Mr. Chairman, quotas won't do the job. The risk of cutting off
imports on which our country’s high productivity, low inflation and even consumer
choice depend is just too great.

But, I can point to several deficiencies in our Section 201 safeguards law that

our urgent attention. The two most ious provisions are those pertaining
to the cause of import-related injuries and finition of serious injury.
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Both provisions im much tougher requirements on our own import-injured
companies than the Vpl%eprovisionsuxgmpose on the rest of the world.

For example, on the matter of causation, under Articles 4.2 of the WTO Safe-
guards agreement, adopted by the Uruguay Round, relief is available whenever “in-
t_:rsasetd imports have caused or are threatening to cause serious injury to a domestic
industry....”

However, U.S. law requires that imports be a “substantial” cause of serious in-
jury, which is defined as an “important cause,” and one that is “equal to or greater
than any other cauge.” | ,

The serious injury standard is equally unfair. The WTO provision defines “serious
injury” as a “significant overall impairment in the position of the domestic indus-
try.” It directs authorities to consider the impact on market share as well as
“changes in the level of sales, production, productivity, capacity utilization, profits,
and losses, and emplogment."

The U.S. Section 201 provision was amended after the Uruguay Round to incor-
porate the language “significant overall impairment in the position of the domestic
industry.” But, much to the delight of some of our trading partners, I'm sure, the
standards for assessing “serious mg‘ury" were not also changed accordingly. The re-
sult is that U.S. authorities must show such factors as:

1. The significant idling of productive facilities;

2. The inability of a significant number of firms to carry out domestic produc-
tion gperations at a reasonable level of profit; and

3. Significant unemployment or underemgloyment.

The repeated use of the modifier, “significant,” has to make anyone suspicious. My
interpretation is that it imposes an artificially high injury level never intended
under the Uru%uag Round . . . and that this is borne out repeatedly throush the
few successes of US Sec. 201 cases since the Uruguay Round cgte:nges were adopted
internationally.

The time has come to adoFt the international standard and to place American in-
dustry in general, and steel in particular, on an equal footing with their competi-
tors.

I appreciate the chair’s consideration of my remarks.

PREPARED STATEMENT OF HON. AMO HOUGHTON

I wish to thank Chairman Roth and Senator Moynihan for the opportunity to ap-
pear before the Committee to discuss the steel trade issue, and specifically the cur-
rent situation caused by the sm("ge of steel imports, and what might be done about
the problem. I want to brieﬂi iscuss two asgects of the situation. First, the bill
passed by the House last week (H.R. 975), and why I believe that bill requires the
wrong course of action, and second, the alternative bill, H.R. 1120, that Congress-
man Levin and I introduced a week ago today. We believe our bill is a viable alter-
native to the Visclosky bill, H.R. 975.

Mr. Chairman, I applaud the gentleman from Indiana, Mr. Visclosky, for bringi
up this issue. It is an important one and we need to do something about it. The
i;sue is not only the hurt caused to the employees. The issue is how to cure the

urt.

First, let me address H.R. 975, the bill that passed the House. It seems to me
from my experience that this bill has a heart but does not have a head. What do
I mean by that? First of all, I don't believe it will go anywhere. Even if it did, it
is WTO illegal. Furthermore, the most important thing is we have sort of a reverse
ﬂden rule. We are doing unto others what we do not want others to do unto us.

example of that, of course, is the banana issue. -

I have been in this situation personally. I have been in a company which almost
went on its knees because of unfair trading practices, and I relate to that. There
are two issues here, though. There is the antidumping issue, and there is the import
relief issue. The problem is no{‘g’ust dumping. The very existence of the steel indus-
try is threatened by imports. This must be addressed by Section 201, the provision

of our trade law designed to address injury caused by all imports whether or not
they are dumped. But H.R. 975 or variations thereof, is not the way to do it. That
. approach will hurt us long-term.

ere is another alternative, and I point to iy colleague here at the table with
me, the gentleman from Michigan, who has been extraordinarily helpful in this en-
deavor. Last Tuesday, we introduced a bill, H.R. 1120, which I believe is a com-
prehensive approach to the “import surge” problem B not just for steel, but for other
industries as well. The approach is W'% egal, bipartisan and I hope has the su?-
port of the Administration. It is not perfect, but it is a significant step forward. It
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enables us to give hurting firms and workers relief without violating our WTO obli-
gations. .

What does the bill do? First, it strengthens Section 201 of the Trade Act of 1974,
by removing the unduly high causation standard and bringing it in line with the
»3:10 standard. Our standard is presently higher, creating a significant and unnec-
essary obstacle to obtaining relief. Second, the bill shortens the time for obtaining
provisional relief, from 90 to 65 days. Third and very important, the bill requires
the consideration of import surges. Fourth, the bill creates an early warning import
monitoring systems. And fifth, what I consider to be crucial, the bill makes changes
in the President’s discretion provisions to create greater likelihood that the Presi-
de{at will implement the Section 201 remedy. The bill would make it more difficult
for' the President to deny a remedy recommended by the International Trade Com-
mission. In my view, the President’s current discretion to modify or ignore the ITC
E%elommendations is the single biggest reason why American firms don’t use Section

The current situation in steel has been bmuﬁht on by a surge in imports. An in-
crease in 1998 of 33% for steel products. For January the imports were about the
same as for December. I'm told the data for February will not be available from the
Department of Commerce until this Thursday, March 25. In the January prelimi-
nary report, imports from Japan, Brazil and Russia were down, but imports from
Korea were up, as well as Canada and Mexico. The antidumping orders and Russian
suspension agreement have had some results, but we still have a long-term problem
to So]ve. The February data will be very informative as to the effect of the actions
to date.

Many believe our trade are not enforced. Thus, they are skeptical of using them.
We need to address that issue. I believe H.R. 1120 is a step in that direction. Both
Congressman Levin and I are eager to work with the Committee on our bill as an
alternative and comprehensive solution to the steel situation—and to address other
similar situations that will surely develop in the future.

Thank you for allowing me to testify and I will be pleased to answer any ques-
tions that the Committee members may wish to ask.

PREPARED STATEMENT OF HON. SANDER M. LEVIN

Chairman Roth and Senator Moynihan, thank you for the opportunity to appear
before the Committee today. Issues of trade are so prone to instant polarization that
factsloften can get lost in the reflexive skirmishing. In this instance, certain facts
are clear:

¢ There was a substantial surge in certain steel products from several countries

in 1998. Other nations whose own economies were in trouble sought some in-
stantaneocus hard currency not in Europe but in the world’s most open market,

ours.

e The surge hurt. Certainly, like in any significant sector of an economy, there
were a number of factors at play in 1998 in steel, such as competition within
the domestic steel industry, including between mini-mills and the larlg:r ones.
But the parallel path of a sharp spike in imports and in employee lay-offs—
10,000 workers—and bankruptcy filings by three steel firms points to the
former as a significant cause of the latter.

o There was no U.S. government action until antidumping petitions were filed in
September 1998. r that, the government did swing into action actively and
aggressively enforcing existing law.

I would urge that the events of 1998 demonstrate that existing laws are inad-

uate.
equrst, none of our trade laws provides expeditious relief for sudden, dramatic
surges in imports. Under the antidumping law, U.S. industries and workers must
wait until the injury has been done, or is so imminent as to be unavoidable to file
for relief. In order to ensure success in their im':%case, the U.S. steel industry had
to wait until September 1998, fully 10 months r the import surge began, to file
antidumping petitions on hot-rolled imports. Section 201 imposes an even more on-
erous requirement. The ITC considers an even longer period—five years in most
cases—in ing the determination of whether serious injury exists, Fo! indus-
tries to wait until injury “ripens” before they can file for relief, I believe, is like forc-
ing a patient to bleed toward death before you can begin to dress his wounds. The
remedy provides too little too late.

Second, the remedial measures typically put in place are incomplete and can be
evaded. Antidumping orders cover only certain products from specific countries. The
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duties do not prevent foreign producers from shifting to other production areas or
producers from other countries from stepping in to fill the gap.

This very problem is looming in the current steel import crisis. While there has
been a dramatic decrease in imports of hot rolled steel from Japan, Russia and
Brazil since December, there also has been a sizable increase in imports from other
countries (such as Australia, China, India, Indonesia, Italy and Kazahkstan) during
that same period. .

Third, our current laws do not address the more fundamental, systemic problems
of structural overcapacity and anti-competitive foreign practices that underlie im-
port surges such as the one that occurred in 1998.

Strengthening our laws is the appropriate response to the steel crisis, rather than
H.R. 975. The prime author of H.R. 975, Pete Visclosky, working with others in and
outside of Congress, has played an important role in highlighting the crisis in steel.
However, H.R. 975 calls for action in a way that is contrary to the rules of the
World Trade Organization (WTQO) and our obligations thereunder. Because of this,
John Podesta, the White House Chief of Staff has recommended a veto to the Presi-
dent. The reason is clear. We cannot seek to use the WTO to enforce international
rules of law regarding trade—as we currently are in many cases—while at the same

time advancing a proposal that is clearly in violation of those rules.
© We need to focus now on strengthening and reforming our laws. Toward that end,
Congressman Houghton and I have introduced legislation that would both address
deficiencies in our trade laws and provide effective, comprehensive relief for the
steel industry now—all in a manner that is consistent with our WTO obligations.
Specifically, the legislation, H.R. 1120, would

¢ Strengthen section 201 by removing the unduly high causation standard, re-
quiring consideration of the impact of import surges, shortening the time period
for obtaining and expanding the availability of provisional relief, requiring the
ITC to perform a more comprehensive injury and threat analysis, and increas-

 ing the likelihood that relief will be granted by focusing the President’s anal-
- ysis.

e Create early warning import monitoring systems by creating mechanisms for
U.S. industries and workers to request monitoring of specific products, estab-
lishing an import monitoring center, providing for the early release of import
data when import surges are detected, and implementing a system to allow for
the accurate tracking of products subject to antidumping/countervailing duty or-
ders or safeguards actions.

¢ Address the systemic problems underlying import surges by requesting the ITC
to conduct a section 332 investigation on anti-competitive practices in inter-
national steel trade, and directing the Office of the U.S. Trade Representative
to follow up on the ITC’s findings. -

e Promote expedient, effective enforcement of U.S. trade laws by providing addi-
tional funding to the Department of Commerce, the Office of the U.S. Trade
Representative, the International Trade Commission and other agencies to ad-
minister, enforce, and defend U.S. trade laws and actions.

The events in the steel industry provide this Congress with an opportunity to
show that it can ultimately respond creatively, rather than reflexively, to the chang-
ing dynamics of economic life in this and every nation. The steel surge was not basi-

y about globalization, which is here to stay, but manipulation. To those who urge
that any action is starting down the “slippery slope to protectionism,” I urge that
the latter’s ally, indeed not its enemy, is being frozen in inaction.

In sum, responding in the manner we propose will steer us between trade’s Scylla
and Charybdis, between saying on the one hand that the benefits of inaction always
outweigh any detriments, or saying on the other that the benefits of action in a par-
ticular matter so outweigh the value of a general structure of rules of trade that
we should simply ignore that structure, as is done by H.R. 975.

the Asian financial crisis and instability in Russia and South America have
shown, mismanagement of other economies can have a deleterious effect on other
nation. Rather than accepting such impacts simply as an inevitable consequenee of
having interconnected markets, we have begun to address the problems; we are al-
ready doing so by mandating reform of capital markets and financial systems
abroad. Increasingly, we are confronting the issue of how we respond to evolvil‘xig
economies with very different structures relating to other market conditions includ-
ing their labor markets and environmental rules.
e need to find a new consensus on these issues in the trade sector. We nzed
to do so both at home to ensure that our trade laws are as strong and effective as
they can possibly be within the WTO framework and in our bilateral and multilat-



119

eral negotiations. An appropriate response to the steel surge is a useful place to pur-
sue this endeavor. S

PREPARED STATEMENT OF HON. DANIEL PATRICK MOYNIHAN

In 1997, the United States steel industry was the most competitive in the world.
Our cold-rolled sheet was $50 per ton less than the top producers in Japan and Ger-
many. In the spring of 1998, imports surged. Korea shipped more cut-to-length plate
to the United States in four months. than it had in the previous seven years com-
bined. Total steel imports in 1998 jumped by a third.

On a brighter note, the Commerce Department reports that January imports of
hot-rolled steel from Japan, Brazil and Russia are down 96% from their November
levels. Yet January imports of steel from China and Korea were way up.

It is too early to conclude that the import surge is tapering off. But one thing is
clear: our domestic trade laws and our international agreements don’t cope well
with the kind of sudden import s that has battered the steel industry.

Representatives Levin and Ho“u;ieton have some goods ideas about how to fix up
section 201 of the Trade Act of 1974, our so-called “safeguard” or “escape clause”
provision, and | intend to work with them and with Chairman Roth on this very
important issue.

PREPARED STATEMENT OF J.B. (JACK) PORTER
I. INTRODUCTION

My name is Jack Porter, and I am Chief Procurement Officer of Caterpillar Inc.
Caterpillar is one of America’s largest exporters and biggest consumers of U.S.-made
steel. As the world’s largest manufacturer of construction and mining equipment,
natural gas and diesel engines and industrial turbines, and soon agricultural equip-
ment, Caterpillar buys over 90 percent of the steel it uses from U.S. steel producers.
We employ 65,000 people worldwide and posted sales of $21 billion last year. Qur
exports account for gzobillion of our total sales.

I am testifying before the Committee today on behalf of the Emergency Com-
mittee for American Trade, an association of major American companies with global
operations representing all principal sectors of the U.S. economy. The annual sales
of ECAT member companies total over one trillion doliars, and the companies em-
ploy approximately four million persons.

Caterpillar and other ECAT member companies understand that domestic indus-
tries which are experiencing increased import competition may appropriately apply
for relief under existing unfair trade remedy statutes. In fact, there are ECAT mem-
ber companies that are among those who have petitioned for such relief.

ECAT is concerned, however, that the U.S. steel industry’s efforts to convince the
Congress and the Administration to grant them special relief from steel imports—
beyond that provided for under existing U.S. trade remedy statutes—could result in
market-closing measures which would subject U.S. exports to the risk of retaliation,
undermine U.S. competitiveness, and threaten U.S. economic man.sion. Special re-
lief for the steel industry is also unwarranted, as domestic production is at record
levels and imports are declining.

Global economic stability and the restoration of the health of Asian economies can
only be achieved through America’s leadersll:;ip in supporting an open trading sys-
tem. Enacting special relief for the steel industry, whether th>sugh quotas or a
weakening of U.S. trade remedy statutes, would signal to our trading partners that
we have abandoned our support for the open trading system and would encourage -
them to take similar measures to protect their own domestic industries. Instead, the
United States must remain steadfast in its opposition to protectionism and help its
trading partners do the same by urging them to agree to a standstill of trade re-
;trictlt'gfs?aeuasum in advance of the WTO ministerial, which the United States will

ost thi . ’

Today, I will present ECAT’s overall concerns regarding the dangers of going be-
yond existing unfair trade remedy statutes to aid the steel industry and then dis-
cuss the severe impact that the pending steel quota legislation could have on Cat-
erpillar’s exports and overall competitiveness.
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1I. DANGERS OF PROPOSED EXTRAORDINARY RELIEF FOR THE U.8. STEEL INDUSTRY

A. Steel Quota Legislation

The primary focus of the steel union’s campaign for extraordinary relief has been
H.R. 975, the steel quota legislation that was recently passed in the House. Senator
Rockefeller has introduced a similar bill, S. 395, the “Stop Illegal Steel Trade Act
of 1999.” The bills would eéstablish a diecriminatoryl;ni_overnment-adminiszered steel
import quota pro that would restrain fair and unfair steel trade in flagrant vio-
lation of U.S. obligations under international rules. They would put U.S. exports at
risk of retaliation. In addition, they would undermine U.S. competitiveness. Such
legislation could also set into motion a spiral of market-closing measures in foreign
markets, thereby l,}eopardizing U.S. efforts to encourage global economic reeove‘x;i'.

Imposition of U.S. quotas on fairly and unfairly traded steel imports would be
likely to 3mmpt swift retaliatory action by our trading partners against a wide
ranée of U.S. exports, including farm commodities and manufactured products such
as Caterpillar’s construction equipment, airplanes, automotive parts, and computers.
The next section of the testimony details the potential impact on Caterpillar’s ex-

ports.

Exports are a vital engine of U.S. economic growth. U.S. exports are already suf-
fering as a result of the Asian financial crisis. We should not invite further damage
‘tio I{ . exports by enacting legislation providing extraordinary relief to the steel in-

ustry. .

Steel import quotas will also undermine U.S. manufacturing competitiveness. The
steel industry supplies an essential input for major sectors of the economy--metal
fabrication, transportation, industrial machinery, and construction—that emplo
ov‘e:egigailmillion American workers. Steel quotas would deny these sectors worid-
priced steel.

As I noted earlier, steel import restrictions are already under consideration under
existing trade laws. The U.S. steel industry has filed antidumping and counter-
vailing duty cases, as well as a Section 201 petition, against a wide range of steel
imports. The U.S. government is now conducting these investigations pursuant to
U.S. law and in accordance with international rules. Congress should not prejudge
the outcome of these investigations.

Steel quota legislation and other extraordinary relief for the steel industry are
also unwarranted in light of the fact that domestic steel production is at record lev-
els and imports are declining. While certain steel imports rose to high levels in
1998, U.S. steel mills shigpeﬁ over 102 million tons in 1998, just under the 1997
level of 105 million tons, the second highest level in U.S. history. U.S. steel demand
last year was the strongest in history, and early last year there were actuaglggshort-
ages in the United States. Moreover, in December 1998 and January 1999, U.S.
steel imports fell significantly.

B. Private Right of Action

S. 628, the “Unfair Foreign Competition Act of 1999,” introduced by Senator Spec-
ter, would create a private right of action in U.S. District Court or the Court of
International Trade for any interested party whose business or property is injured
by reason of U.S. imports of a product sold in the United States at less than foreign
market value or if the imports are subsidized. If the court finds that dumping has
occurred or a foreign subsidy has been provided, antidumging or countervailing du-
ties would be imposed against the targeted imports. The bill also creates a private
\right of action for customs fraud.

S. 528 raises serious concerns, as it inconsistent with U.S. obligations under inter-
national rules. With regard to antidumping, the WTO rules provide for a single rem-
edy to prevent or offset dumping through the levyin{'of antidumping duties in ac-
cordance with agreed procedural rules. While current U.S. law provides for a gx_i‘ivate
right of action under the Antidumpw-of 1916, this law preceded the GATT and
the WTO and is permissible under rules because it was “grandfathered”under
these rules. The Specter bill would expand the 1916 Act and, therefore, would not
be protected by the exception granted to the United States for the original law. Fur-
thermore, even the grandfathering of the existing 1916 Antidumping Act is cur-
rently being challenged by the Euro Union in the WTO. The antidumping pri-
vate right of action would therefore be inconsistent with existing antidumping rules
and would be subject to WTO challenge.

Similarly, the private right of action inst subsidized imports is also incon-
sistent with the single remedy and procedures for the imposition of anti-
dumping duties set out in the GATT Subsidies Code. Unlike antidum , there is
no private right of action under current law with regard to subsidizes imports. In
addition, the private right of action for both antidumping and subsidized imports
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could be challenged in the WTO as a violation of the prohibition in Article XI
against the maintenance of restrictions on imports other than “duties, taxes or other
charges,” because the duties would be imposed under procedures which are incon-
sistent with the antidumping and subsidies codes.

In short, S. 528 is inconsistent with WTO rules, would be subject to challenge by
our trading partners, and would subject U.S. exports to the risk of retaliation.

111. IMPACT OF STEEL IMPORT PROTECTION ON CATERPILLAR

Caterpillar'’s business strategy is somewhat unique in that we compete globally
from what is primarily a U.S. manufacturing base. The products we make are steel
intensive. We buy over 90 percent of our steel requirements from U.S. suppliers.
The steel that we import is primarily steel that is not made in this country. Last
year, Caterpillar exported over six billion dollars worth of machines and engines
throughout the world. As a result, Caterpillar continues to be America’s biggest ex-
porter of U.S.-produced plate steel.

The U.S. steel industry has undergone a remarkable transformation over the last
decade. Almost every year, both quality and productivity levels have improved in
the U.S. steel industry. Today, the American steel industry produces more high-
quality steel with greater efficiency than ever before. Newer more modern factories
continue to come on-line. When it makes sense, the domestic steel industry increas-
ingly relies on imported steel slab to further improve competitiveness.

As a consequence, companies like Caterpillar that rely on steel have a strong com-
petitive reason to expan ;;lr:duction in the United States. This is one of the reasons
that U.S. steel production has been at record high levels for the past two years.

Caterpillar along with other ECAT member companies strongly oggee the steel
-quota legislation as well as any other extraordinary relief measures t could lead
to direct retaliation against our exports and undermine the international trading
system. ) :

It has been Caterpillar’s experience that when the government intervenes in the
marketplace, it often makes matters worse. The last time the United States imposed

uotas to restrict steel trade during the 1980s, the International Trade Commission
ound that it cost American manufacturers as much as $12.4 billion in lost sales.
At Caterpillar, the quota-induced shortages in the 1980s required us to import steel
just to keep our U.S. production lines running. On cne occasion, we came very close
to shutting down our largest plant while we waited for permission to import a type
of steel that was not even manufactured in the United States.

Another example of this is the heavy special-section steel that we use to make
Caterpillar’s track shoes that go on our bulldozers. Despite the fact that there are
no U.S. producers of this type of steel, Caterpillar continues to manufacture this
product in the United States. Steel quotas could prevent Caterpillar from importing
this type of steel and could force us to produce the finished product outside the
United States. ‘

It is difficult to forecast steel markets. Lead-times are generally long. Last sum-
mer, we were all surprised when the demand for steel dropped as a result of the
prolonged United Auto Workers (UAW) strike at the country’s largest steel user,
General Motors. Labor issues could again reduce steel supply this year. In spite of
this uncertainty, steel quota legislation and other extraor&m relief measures at-
tempt to turn the clock back to the mid 1990s, a time when demand for steel was
lower, unemployment was higher, and stock markets were significantly lower.

Steel quotas would have a direct negative impact on American exports. The steel
quota legislation and other extraordinary relief proposals that violate U.S. obliga-
tions under international a ments would invite challenges and retaliation
b%' our trading partners. The exports of Caterpillar and other U.S. manufacturers
of ateel products would be likely targets of foreign retaliation. Other highly competi-
tive sectors of the U.S. economy, such as agriculture, aircraft and high technology,
would be likely targets as well.

IV. THREAT TO GLOBAL ECONOMIC STABILITY AND IMPORTANCE OF STANDSTILL
COMMITMENT

ECAT believes that steel quota legislation and any similar market-closing meas-
ures should also be opposed on the grounds that they would threaten global eco-
nomic stability. Today, the United States is at full employment; inflation is virtually
nonexistent, and our economy is u]growin,g. Shutting U.S. markets to steel imports,
whether fairly traded or not, would be a radical retreat from over a half-century of
U.S. trade policy devoted to expanding trade and investment. It would encourage
our trading partners to take similar action and could lead to a dangerous chain re-
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action of market-closing measures that will choke off global economic recovery and

growth.

Closing U.S. markets to steel imports would also undercut U.S. leadership and
credibility in hostin%)ethe upcoming Seattle WTO ministerial and the launch of a
new round of trade liberalization negotiations.

ECAT believes that rather than yielding to protectionist pressures for extraor-
dinary relief for specific U.S. industries, the United States should pursue a market-
opening, positive trade agenda that includes setting priorities for the next round of

negotiations and calls upon our trading partners to enter into a standstill of
trade restrictive measures. The standstill we are advocating would involve a pledge
to resist protectionist, unilateral measures which are inconsistent with international
rules—such as the steel Sxota legislation, private right of action legislation, and any
other provision of special relief to U.S. industry or agriculture not in accordance
with international rules. It would not preclude the provision of relief under U.S.
trade remedy statutes in accordance with U.S. law and international rules.

IV. CONCLUSION

For the reasons outlined above, ECAT urges the Finance Committee to reject ex-
traordinary import relief for the steel industry, whether in the form of steel quota
legislation, the creation of a private vight of action, or other measures which are
inconsistent with international ruler, and which would invite foreign retaliation.
ECAT urges caution in the consideration of any other amendments to U.S. trade
remedy statutes to ensure that such amendments are necessary, consistent with
international rules, and maintain a balanced arproach which takes into account the
interests of the domestic steel industry, as well as U.S. steel users and U.S. export-
ers and importers.

I appreciate the opportunity to appear before the Finance Committee and would
be happy to answer any questions.
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STATEMENT OF THE AMERICAN INSTITUTE FOR INTERNATIONAL STEEL

The American Institute for International Steel (AILS) is pleased to offer comments to the Senate
Finance Committee on proposed steel related trade legislation, including the steei quota.bill, HR
975, which passed the House of Representatives last week.

For over seven months the steel industry and its protectionist allies have raised the decibel level
with their complaints about increases in steel imports and the alleged devastation that these
imports have wreaked on the domestic industry. The truth has a different ring to it. The
following four items show that the stee! industry cannot be considered an industry in distress.
The hearing on the protectionist legislative proposals before the Senate should be denied as
contrary to the needs of steel industry’s customer base - which employs 8.3 million compared to
170,000 in steel production -- and contrary to the commitments of the U.S. in the WTO to open
trade aad markets. .-

o First, the domestic industry shipped over 102 million tons of steel mill products in 1998, its
second best year since the 1970s. Only 1997 was better, with 105 million tons shipped.
Steel imports increased in 1998, but so did steel consumption, as steel industry customers
demanded record levels of steel to satisfy their needs.

. Swond,steeldmmd,thougmtobeiniuduthﬂ:mwsinthel9803,haseomebock-witha
vengeance in the 1990s. Demand increased from 88 million tons in 1991, to 138 million tons
in 1998, a 57 percent increase in a short period of time.

e Third, the domestic industry has responded by increasing productive capacity, much of it
financed with foreign capital, and imports have also increased to satisfy the growing needs of
steel industry customers. The increase in demand has resulted in significant imports of steel
on the part of domestic steel industry producers themselves, as much as 25% of the total.

e Fourth, {1 of the largest 13 steel producers in 1998 were profitable, though profits for some
were lower in the second half of the year, when competitive pressures were the greatest on all
sellers of steel products.

The steel industry has a 30 year history of crying for help from the government when things get
tough. In the past the government has responded, with 30 years of protectionist programs,
including trigger prices and quotas, to make the steel industry the most protected industrial sector
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in the U.S. Indeed the market for steel was tough for sellers in the second half of 1998. It was
also tough for the oil industry, and most other metals as well. Yet it was only the domestic stecl
industry that came to Washington, demanding protectionist actions from the govemnment.

It is time for the government to stop sending the bill for protection to the steel industry’s
customers.

Attached is a fact sheet critiquing the industry’s claims, as well as three recent articles from the
Wall Street Journal.
Steel Imports: Facts versus Fiction
March 1999

The domestic steel industry’s noisy "Stand Up for Steel” public relations campaign has
made numerous outrageous claims regarding the impact of steel imports on the industry.
A closer Jook shows that the campaign's claims do not stand up under scrutiny:

"Stand Up For Steel” Claims: The domestic steel industry is suffering from open free
trade policies for steel.

FACT: The domestic steel industry has been a major beneficiary of free
trade and the internationalization of steel consumption and production.

U.S. apparent steel supply has grown from 88 million tons in 1991 to 138
million tons in 1998 — a 58% increase. Consumers of steel have improved
their U.S. and international competitiveness causing this surge in demand.

Thedomuﬁcswelindtmhua30ymhism:§ofprotwﬁmﬁomimpm
competition, and HR 975 is merely the 1998-1999 version of this

| longstanding tendency to demand protection, instead of competing.

"Stand Up For Steel” Claims: Imports are having a devastating effect on the domestic
steel industry. ’

FACT: U.S. steel companies are themselves major importers — from iron
ore and ferro alloys to steel making machinery, slabs, hot rolled sheet, and
other finished products. Like all steel consumers, imports have improved
the industry’s competitiveness. An estimated 37% of domestic steel
production has some form of foreign ownership.

The domestic steel industry claims that three recent bankruptcies in the steel
industry were caused by imports. This is simply not true. For example,
Geneva is a chronically ill corporation and did not even make a profit when
demand and prices were strong in 1997. Acme’s problems stem far more
from problems associated with a major investment gone awry.

The domestic steel industry doesn’t talk about the companies that are
flourishing. In the fourth quarter when the market was the toughest for all
sellers of steel, AK steel had record shipments and operating profits of $61
per ton, USS was profitable, and Nucor’s profit dropped only 10%.
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*Stand Up For Steel” Claims: Current US steel trade policy is forcing the domestic
steel industry to lay off thousands of workers.

FACT: The domestic steel industry claims 10,000 layoffs have been caused
by the surge in imports in 1998; however, the industry has yet to produce the
evidence to support this claim. The fact is that consumers of steel in the
United States employ 8.3 million workers compared to 170,000 in steel
production. Steel consumers cannot.remain intemationally .competitive
unless the prices they pay for steel are comparable with the prices paid by
their international competitors. The irony is that more steelworker jobs
would be lost from protectionist actions than could ever be lost from the
tough competitive situation all sellers now face.

From a.trade policy perspective, it makes no sense for the U.S. to take
actions that endanger the far larger steel consuming sector for an industry
whosetomlemploymanisong-ﬂahdﬂnsimoﬂo:d.

Stand Up Per Steel Clalms: The steel industry needs help from Washington because of
e o ) ; _

FACT: Steel, along with most metals and the oil and gas industry, has been
affected and price competition has become tough. Yet it is oaly the
domestic steel industry that is demanding special protection from| -
Washington. -

With economic problems facing many of our trading partners, protectionist
actions by the U.S. could have devastating effects on the world economy.

Protectionist tariff increases contained in the Smoot-Hawley legislation
spurred a spread of protectionism in “other countries and tumed a world |-
recession into the Great Depression. Hzven't we leamed our lesson? There
are signs that some countries are teginning to experiencing a return to’
health, e.g. Korea; making this the exact wrong time to eaact protectionist
The American Institute for International Steel is comprised of steel importers, exporters
and related enterprises in North America. For additional information, call 202-628-3878.

57-253 99-5
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The Wall Street Journal

March 19, 1999
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The Wall Street Journal
Merch 16, 1999

Beview & Outiook They're Baaaack!
Hallowesn in March, The odd-fellows coalition

2m»mum&h& u':; weok wging Congress

trade war over steel. :

There's Pat Buchenn, the CNN bost who is ool quotas the conterpiece

*&I‘. Russia, in secension but struggiing %0 h:h*:m
by -"lld.'::dah. works wmﬂ

‘ .

Whats this stoel bill is that its made 0 mach despinn ’
wm%.uﬂh:nh House co-eponsors.
Many Membass pechebly consider this & fiwe vote, e, Clnton will veso, Det
e g i et s g SO S A o e o e, td e
‘This is the kind of send & scrmel President would want 10 maybe even

poliical capitel $0 do k. But Bill Cliaton always taes the pash of least sesistance. We'd also
oxpect fom Vics Pessldent Goss, but he hes 0 worry shout offending his sew
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EVAN BAYH . o
S SAISINE. HOUSSIS, AND VAN AP
S00-48, B 2 BERIY A0 PRAL RSURCES

Waseetron, OC 206103404 SO0 COMMITION ON ASRS

= Anited States Senate

WASHINGTON, DC 20810-1404

STATEMENT OF SENATOR EVAN BAYH
SUBMITTED FOR THE RECORD

SENATE FINANCE COMMITTEE HEARING ON STEEL IMPORTS
MARCH 23, 1999

Mr. Chairman, this hearing todsy should not be necessary.
The legislation I cosponsored with Senator Rockefeller should not be necessary.

It shouldn’t bg necessary, but both events grg happening because of one simple fact: The
Administration has failed to enforce our trade laws.

Cheap foreign steel being illegally dumped into the U.S. market is threatening thousands
of jobs and undermining one of the most productive and efficient sectors of our economy. The
results of this unfair trade have been devastating. Ten thousand jobs have already been lost.
Two companies have gone bahkrupt, and several are facing significant losses that could result in
further job cuts.

I am particularly concemed about the impact this crisis is having on Hoosier families.
Indiana is the number one steel-producing state, accounting for nearly one quarter of all raw steel
produced in this country. Nearly 30,000 Hoosiers are employed by the steel industry. It is by no
means easy work, but the people of my home state are not afraid to work hard. What they are
afraid of now, is that they will lose their jobs.

Howdowaphmtoﬂwhudwodnngmmdwomenhmmnms
telwtmoetomndupforﬁeeudfurmdc?

I believe in open markets and free trade. Freemdﬁlrmdecmbeatrmendouungme
for economic growth and opportunity. But free trade only works when all parties play by the
rules. When foreign competitors feel free to subsidize their products and dump them into our
market, we should do what is right: enforce the laws designed to protect free trade. Without
enforcement of our trade laws the whole trade system breaks down.

Countries that dump steel into our borders noed to be on notice that the United States will
stand up for steel and fair trade, IaﬂontheAdmmmonmntomndupforAmm
Jmmmmmmm-mpmmmm@m
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‘ © Writtem Testimony
SubnimdbyMr Daniel T. Griswold
Anodatel)lncwr,cmlor'l‘udel’oﬂcysmdies
Cato Institute

“The Steel ‘Crisis’: The Rest of the Story”

Hearing on Trade Legisiation Relating to Steel Imports
Senate Finance Committee
March 23, 1999

“The domestic steel industry has been flooded by imported products pouring in
from Asia, Russia and Latin America, swamping more efficient American producers and
drowning thousands of jobs. This tsunami threatens to wash away a strategic industry that
hasbeenakeymofmmmnfwmﬂngmforgmnm Rep. Phil English, R-
Pa.!

.

“Please do not wait too long to act or there will be no steelworkers and no steel
industrymsundupﬁr" George Becker, International President, United Steelworkers
of America.?

“Wemﬁghﬂngforﬂ:emva!oﬁhemﬁmdomwﬁcmlindua&y Mark
Glyptis, Presidens, Independent Stectworkers Union.

. The above statements are typical of the apocalyptic rhetoric that dominates the
current debate over steel imports. Claims of the imminent demise of a major American
industry—at the hands of “unfair,” “illegal,” and “predatory” imports—have generated a
crisis atmosphere in Washington. Already, antidumping and countervailing duty actions
against hot-rolled steel from Brazil, Japan and Russia threaten draconian cutbacks of
imports from those countries, if not their total exclusion from the U.S. market, But U.S.

1 Statement of Rep. Phil English (R-Pa.) before the House Ways aad Means Subcommittee on Trade,
February 25, 1999, p. 1.

3 Testimony of George Becker, wmwmammum
‘Ways and Means Subcommittce on Trade, February 25, 1999, p. 9.

3 Testimony of Mark Glyptis, Presideat, MWUMWMMW”:“
Measns Subcommittee on Trade, Febreary 25, 1999, p. 6. .
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steel mills and their unions remain unsatisfied. They are now lobbying Congress for
addmonalpmwcﬁon,indudingh!ghlymlcuveqmmabmadmgeofaed

Itiswuuynmpomntdntpohcymakmmthemslsmosphmandmnd
gain a cool and measured understanding of the full facts of the steel import question. In
particular, the following facts are jarringly inconsistent with both the descriptions and
presmpﬁons advanced by the steel lobby:

U.S. steel mills shipped 102 million tons in 1998, the second highest annual
total ever. Domestic steel shipments in 1998 were up 20 percent from 1989,
the last cyclical peak, and up 66 percent from the 1982 recession.

* ‘American steel mills actually increased their share of global production in

1998, from 12.3 percent to 12.6 percent. U.S. steel makerssﬂllsupplymore
than two-thirds of domestic steel consumption.
* Eleven of the 13 largest steel mills were profitable in 1998, and 9 of 13 were
profitable even during the fourth quarter of 1998, the supposed depths of the -
“crisis.”

* Steel imports in January fell to 2,669,000 tons, below the monthly average of
2,729,000 tons imported during the last “pre-crisis” quarter of April-fune
1997

* U.S. steel milis themselves accounted for about 20 percent of 1998 steel
" imports.

* Steel protectionism is incapable of saving steel jobs. Employment in the steel
sector has declinéd by more than 60 percent since 1980 largely because of
rising productivity, and employment will continue to fall even if trade barriers
are imposed. From 1984 to 1992, the last time the United States imposed
import quotas, employment in the steel industry fell by 78,300.

*  While the steel industry has reduced its workforce by 10,000 in the last year,
the rest of the American economy has created 2.5 million net new jobs. So for
everymeljobelmmawd,ZSOwnewjobsmbemgmawdmothamrs
of the economy.

*  Workers in the major steel-using aecmrs-—mnspomnon equipment,mdustnal
mthcry,fabxiawdmeulprodtm,mdconmwﬁon—oumumberwotkers
in the steel industry 40-1.

. annnnﬁvemuieuonsonmcllmpomdunngﬂ:elmmmev.s
economy up to an estimated $6.8 billion a year.

*  Quotas are a direct violation of our international obligations under the World
Trade Organization. Such violations by the United States would encourage
copycat protectionism in countries suffering much greater ecoaomic problems
than we face. An outbreak of pretectionism around the world would directly
sreaten continued U.S. prosperity.

This briefing paper represents an attempt to set the record straight—to provide a
reasoned analysis of actual conditions in the U.S. steel market and current proposals to
address those conditions. The conclusion of this analysis is that the U.S. government has
already gone too far in favoring U.S. steel mills with unfair protection from imports.
Further favoritism for the steel industry is completely unwarranted.
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Steel “Crisls”—What Crisis?

lmpomofsteel-miupmduasmshnplyinlmmjnguwmﬂﬂsmnﬂon
tons and up 33 percent compared to the previous year.* Prices of steel products fell,
especially for commodity products in sensitive spot markets; the spot-market price for
hot-rolled steel fell by 30 percent. In the face of falling prices, earnings of U.S. steel mills
deteriorated sharply, and some smaller mills, including Geneva Steel in Utah, receatly
filed for bankruptcy. Employmeat in the steel sector fell in 1998 compared to 1997,

As these facts demonstrate, American steel miils have certainly faced adverse
market conditions in recent months. Nevertheless, claims of a “crisis™ that threatens the
viability of the industry are wildly overblown. An examination of the broader historical
record shows that overall industry performance in 1998 was negative only by comparison
to a string of banner years immediately preceding. Look at the total U.S. steel production
figures in Figure 1. Domestic steel mill shipmeats in 1998 were 20 percent higher than in
1989, at the peak of the last expansion, and a whopping 66 percent higher than the trough
during the 1982 recession. Whﬂedomesﬁcahipmenudroppeddighﬂyinlmw
to the record-setting 1997, they were still at their sccond-highest level ever.® This is
hardly the picture of an industry on death’s door.

Not only is the U.S. steel industry strong by the standard of its own past
performance, it is strong compared to other industrics around the world. The impression
given by the steel lobby is that American mills are being displaced by relentiessly
expanding foreign production. In fact, many steel industries around the world are
mffenngfarwomeatprewntthmourmmehpmmlindnwy for example,

" sank to its lowest production levels in 30 years last year.® With world steel output falling,
U.S. pmducemacmaﬂymcrmadtheirshneofwoﬂdmlompmlntyw,ﬁomlz3
percent in 1997 to 12.6 percent.”

Although earnings fell from the previous year, most domestic steel companies
continued to operate profitably in 1998. Of the 13 domestic steel makers with annual
sales of more than $1 billion, 11 posted operating profits in fiscal 1998. Even in the
fomﬁquarmofl”&mthzdepﬂ:oﬁhemppondaiﬁsﬂof&em—hdnmng
antidumping petitioner USX Steel Group—posted net profits. Major American steel
producers enjoyed combined profits of more than $1 billion in 1998.

mmelwmpmesandthehmnompomugﬁnmdagﬁnmmwommmst
mtlwpastywaspmofﬂmmergencymonlsneeded. First, although statistics do
show a decline in steel-sector employment of roughly 10,000 workers in the 1ast year,
there is no evidence 22 to how much of this total is due to normal attrition (i.e.,
retirements not offset by new hires) rather than layoffs, or the percentage of layoffs due

‘mmmmwmm*:mmmausmumm
Evex,” February 19, 1999, hitpz//www .steel.org/news/index.html.

’AISLPMM"DWU.S Steel Shipments down 14.9 Percent,” February 8, 1999,
bttp:/fererw steel.ong/news/pr/1999/pr990208.htm. The 1989 production figure is from AISI, 1997 Aanual
Statistical Report (Washington: AISE, 1998), Table 10, p. 27.

¢ Alexandra Harney, “Troubles grow for Japancse sicel execatives,” Financial Times, November 20, 1998,

5.
g“Bconomiclndm‘on, " The Economist, February 6, 1999, p. 108.
‘mmmmumwmmumwhummu
basic steel product sector fell from 236,000 in January 1998 10 226,100 in Janusry 1999. See BLS,
http//stats.bls.gov/webeppe/legacy/cesbtabl bitm,
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to rising imports rather than other factors. Furthermore, as discussed below, declining
employment has been the norm in the steel industry for the past two decades. A
continuation of this seculsr trend is hardly evidence of a crisis. And finally, the figure of
10,000 job losses, even if takea at face value, is hardly alarming when compared to the
2.5 million net new jobs created in the whole U.S. economy in 1998.” Total jobs
climinated in the steel industry over the course of the past year come to little more than a
single business day’s werth of net job creation in other sectors of the economy.

Meanwhile, the 1998 import surge shows every sign of being a passing
phenomenon. According to Commerce Department figures, imports of steel mill products
peaked in the fall of 1998 and have been declining sharply since November, Normal
marketplace reactions to falling prices and rising inventorics, compounded by the threat
of retroactive antidumping duties, caused steel imports to plunge in December by 29
percent compared to the previous month and another 7 perceat in January. Hot-rolled
steel imports from Japan, Brazil and Russia—the prod-:cts targeted by the antidumping
petitions—have virtually halted, falling in January to only 4 perceat of their November
1998 levels.!® Total stel imports in January 1999 fell to 2,669,000 tons, less than the
monthly average of 2,729,000 tons imported during the last “pre~crisis™ quarter in April-
June 1997." (See Figure 2.)

Another factor contributing to the steel industry’s difficulties during 1998 has also
been resolved. The General Motors labor dispute in June 1998 sharply cut domestic
demand for steel in the second quarter. The sudden fall in demand left domestic steel
mills with significant overcapacity and rising inveatories, driving down prices further.
This temporary disruption of the steel market ended with the resolution of the GM strike
in the summer.

Despite recent problems, prospects for the U.S. steel industry look positive,
Domestic demand is expected to remain strong, especially in the automotive sector, and
exports could pick up in 1999 as demand in East Asia begins to recover. After bottoming
out in the fourth quarter of 1998, steel prices are expected to rise in 1999; indeed
numerous U.S. mills have announced price hikes in the past few weeks even as they
lobby for more protection.

American steel makers admittedly have experienced a tough couple of quarters.
These challenging times, though, do not constitute a “crisis.” They do not threaten the
future of the industry. And they certainly do not justify resort to ill-conceived
protectionist policies that would injure downstream U.S. industries and flout our
international obligations.

Steel’s Problems in Perspective

The steel industry’s problems must be understood in the light of past performance
and present conditions in foreign steel scctors. To put the steel “crisis” in its full context,
though, it is necessary to look at developments outside the industry. This broader ‘

’quummAmwmwhmmmyhmxm '
compared $0 130.9 million employed in January 1998. See Joint Economic Committee of Congress,
Economic Indicators, Jasuaty 1999, p. 11.

¥ U.S. Commerce Department, “Stoel Imports Cootinue 1o Fall,” Press Rolease, Fobruary 25, 1999,
http://wew ita.doc.gov/modia/22Setipe him. .

11 AISI, Press Relcase, “Prelimisary January 1999 Stecl Imports st Nearly 2.7 Millioa Net Tos,” February
25, 1999, hitp://www stecl.org/news/index himl.
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perspective reveals that the steel industry’s recent troubles are by no means unique; they
are the result of deeper underlying factors whose effects extend far beyond the steel
industry. '

Specifically, the primary cause of rising steel imports and falling prices during
1998 was the Asian economic crisis that began the previous year. That sudden, dramatic,
and utterly unexpected reversal of economic fortunes resulted in (1) a collapse in demand
for steel in that region and (2) a realignment of curreacy values that makes foreign steel
much more price-competitive in the United States. In light of those circumstances, it is
only natural that prices fell and that the still vibrant U.S. market pulled in oxtra imports.

Many other U.S. industries have been hit by the recent turbulence in the world
economy. Exporters, in particular, have experienced slumping sales because of distress in
foreign markets. U.S. exports of all commodities were down 1.3 percent for 1998, after
increasing 10.5 percent in 1997. Exports of refined fuels (Schedule B Chapter 27 of the
Harmonizéd Tariff Schedule of the United States) fell 19.2 percent last year; exports of
grains, oils, and other agricultural products (Schedule B Chapter 12) dropped 28.6
percent; and exports of wood and articles of wood (Schedule B Chapter 44) declined by
18.5 percent.

Meanwhile, many import-competing industries have faced stiffer competition at
home because of currency shifts and falling demand in other markets. While U.S. imports
of iron and steel (HTS Chapter 72) increased 19.0 percent in 1998, that import surge was
notunique !mpomofaemspaceprodum(}ﬂ'SChapmss)jumpedbyu.Spacem;

imports (HTS Chapter 30) rose by 31.8 percent; imports of vegetables
(!ﬂSanﬁet?)inamdbyBOpereencandlmpomofmﬂwaypmdm(!ﬂS
Chapter 86) shot up by 57.1 percent.?

The steel industry is by no means alone in feeling the effects of worldwide
economic volatility. Nevertheless, the steel lobby has portrayed this single industry as
uniquely victimized and deserving of assistance. There is no reason why the steel
industry should receive special treatment at the expense of its customers and American
consumers, just because it is experiencing temporarily unfavorable conditions that affect
many other industries as well. .

Steel Jobs: The Real Story

The steel lobby contends that protectionist barriers against steel imports are
needed to save jobs in the industry. But the evidence shows that import restrictions
cannot stop steel jobs from disappearing.

Steel protectionism has been the rule rather than the exception over the past 30
years, Quotas were first imposed in 1969, followed by the Carter administration’s
“trigger price” mechanism in the late 1970s that imposed a price floor for steel imports.
In 1984, after the steel industry filed a series of antidumping and countervailing duty
(CVD) petitions, the Reagan administration negotiated “voluntary restraint agreemeats™
with virtually all steel exporters. After those VRAS were finally allowed to lapec in
March 1992, the steel industry responded with another wave of antidumping and CVD
suits egainst imported steel. Today about a third of all cutstanvling antidumping and

12 Date on export and import trends desived from analysis of trade analyst Dansel J. Ikenaoe of the Libeary
of Intersational Trade Roscurces. Supporting export and import data are available oaline at
bitp//www litr.com.
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countervailing duty orders in force—100 cases in all—are directed at steel products.'®
The L:test round of protection—with preliminary antidumping rates ranging from 25 to
71 percent, and a suspension agreement with Russia—threatens to coatinue the war
against steel import competition.

‘Yet despite this record of ongoing protectionism, the domestic stee! industry has
shed more than 60 percent of its workforce since 1980."* How can this be? It turns out
that the main threat to American steel jobs isa’t imports, but rather rising productivity in
the domestic industry. In 1980, a ton of domestically produced steel 10 man-
hours to produce; today the industry average is less than 4 man-hours.™ With
productivity rising faster than domestic demand, the industry has required fewer workers.
The resulting decline in employment has been relentiess, with the number of employed
steelworkers falling in 16 of the last 18 years.'®

Figure 3 tells the story. Employment has moved steadily downward in sync with
the falling man-hours per ton figures. Falling employment has occurred at a time when
industry shipments have recovered from their lows of the early 1980s to reach record
levels. The drop in steel industry employment has not been caused by falling production
but by rising productivity. ‘

During this same period, employment levels have borne no relationship
whatsoever to variations in import penetration. Under a previous system of “voluntary”
quotas imposed on foreign steel producers, imports as a perceat of new supply (shipments
plus imports) fell from a peak of 26.2 percent in 1984 to 17.2 percent in 1992, (See
Figure 4.) Yet during that same period, employment in the steel industry fell by 78,300
an average decline of almost 10,000 steelworkers a year.!” (Doesn’t that figure sound
familiar?)

Foreign competition has helped to spur the progress in productivity, but the most
ferocious competition has come from within our borders, from so-called mini-mills, The
more efficient of these smaller mills can produce a ton of steel in under two man hours,
and are relentlessly expanding the scope of products they can make. In 1981, mini-mills
accounted for 15 percent of U.S. steel production; today they account for nearly hall of
the steel-making capacity in the United States.'® With or without protection, the industry
will continue to economize and shed workers, with production shifting from the larger
integrated mills to the smaller, more flexible and efficient mini-mills.

The facts thus show that steel protectionism is an exercise in futility. It cannot
save steel jobs from rising productivity. Al it can do is injure the rest of the U.S.
cconomy.

13 See the Clinton administration’s Repovt to Congress on a Comprehensive Plan for Responding o the
Increase in Steel Imports, reprinted in Inside U.S. Trade, January 8, 1999, p. 20.

' BLS, National Current Employmeat Statistics, Table B-1,
http://stats.bls.gov/webappa/logacy/cesbtabl.htm.

¥ AISI, “The New Stoel Industry,” hitp://www.steeL.org/Eacts/oewindus. htm.

¥ BLS, Table B-1. -
"7 For the import and shipment data for the U.S. steel industry, see AISI, 1997 Annual Statistical Report,
1998, and previous years' anaual reports. For the cmploymeat dats, see the BLS, National Curreat
Employment Statistics, Table B-1, bitp://stats.bls.gov/websppe/legacy/cesbtabl him.

' See the homepage for the Steel Manufacturers Association, s trade group represcating 60 misi-mill steel
producers, http://www.steelnet.org.
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Costs of Protection

Mngbmmagﬂuﬂnelimpomimpomamlwondnm
economy. Millions of American workers and tens of millions of American consumers
will be made worse off 80 that the domestic steel industry can enjoy temporary benefits.
Commw:ﬂpaymorethmtheywouldodwmueforpmdmmadeﬁomﬁd,w
ashouseholdapphaneeo,ﬂwb,andmkﬁﬂaaﬂypmppmaupdn@edcmof
steel will only raise the cost of final products to U.S. consumers. If protectionist measures
succeed in raising the average price of steel mill products by $50 a ton, Americans will
paytheeqmvalmofa“bﬂhon&xonthemomdml”mﬂﬁonmdmm
consume cach year,

SmelproMoanlimpoaeaheavycmtondnhugeWofAm
industry that consumes steel as a major input to its production process. The major steel-
using manufacturing sectors—transportation equipment, fabricated metal products, and
industrial machinery and equipment—employ a total of 3.5 million production workers.
Production workers in manufacturing industries that use steel as a major input outoumber
steelworkers by 20 to 1. :

ApnmeenmpleisGenenlMomCorp.,whichbuys47milﬂonmofmel
directly each year and another 2.5 million tons indirectly through independent suppliers.
GM buys most of its steel through long-tesm contracts, and is thus insulated from short-
term price fluctuations, but any price increase caused by protection will eventually filter
through when contracts are renegotiated. In a brief filed with the Intemational Trade
Commission in October 1998, GM warned that antidumping duties against steel imports
could negatively affect its ability to compete in global markets. GM's domestic
operations “become less competitive in the infernational marketplace to the exteat those
operations are subjected to costs not incurred by offshore competition, and to the extent
that U.S. import barriers impede access to new products and materials being developed
Mmormmmmwmwmmmhhw
States.”®

One of the largest direct consumers of steel is the construction industry, which
accounts for about 35 percent of domestic steel consumption. Duties and tariffs against
imported steel will result in higher prices for homes and commercial office space. The
jobs of thousands of construction workers could be put in jeopardy. Whea construction
and other non-manufacturing industries are included, the 8 million employees in steel-
@gmmmmlmmmmMMbyanﬁoofmﬂmmw
1.

Especially vulnerable to rising import prices are workers in smaller companies
that manufacture metal products. These firms typically buy on the spot market rather than
on long-term contracts, and are the first to feel the pinch of higher steel prices. Many of
them also act as suppliers to larger corporations, and are thus leas abl . « pass along a

19 U.S. Burcsn of the Ceasus, Statistical Abstract of the United Stetes, 1998, (Lanham, Md.: Borsan Pross,

1996), Table a0, 1233, p. 742-43.
% Brief filed with Intornational Trade Commission, Re: Certain Hot-Rolled Carbon Stoel Flst Products

from Brazil, Japsn and the Rossian Federation, Investigation No. 701-TA-384P aad No. 731-TA-806-806P,
October 26, 1996.

4 BLS, Natioas] Curreat Employment Statistics, Teble B-1,
bttp:/stats.bis.gov/webappa/legacy/cesbiabl htm.
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hike in steel costs in the form of higher prices for their finat products. The resuit of higher -
domestic steel prices to these companies will be lower sales, declining profits, aod fewer
One such sector is the metalforming industry, which turns sheet metal into
intermediate and final products such as precision parts. Jon E. Jenson, president of the
Precision Metalforming Association, testified before Congress on February 25, 1999, that

" steel protection is damaging to the 1,600 companies that belong to PMA and to their

380,000 employecs (which makes the PMA alone about twice as big as the steel making
industry in terms of workers employed). “Steel is an esseatial raw material in our
products,” Jenson testified. “It represents from 40 to 70 perceat of the cost of
manufacturing our products. So steel prices are critical. They are all the more critical
because our members compete globally with businesses abroad. If our members have to
paymomforsteeldmonrforeignconxdﬁon.cmmbmwﬂllmmdmmdbe .
forced to cut back or cease production.

This unintended consequence of steel protection was confirmed by another
witness for downstream users, H. O. Woltz III, president and CEO of Insteel Industries
and vice president of the American Wire Producers Association. Woltz told Congress at
the same hearing that AWPA members were facing the same import pressures as the steel
mill industry, and that stee] protection would raise the cost of a major input at & time its
members can least afford it. “Restricting the availability of raw materials to companics
like Insteel through protectionist legislation will result in reduced competitiveness of our
products and job losses in our industry,” he said. “Those jobs will be lost to producers of
wire rod products in foreign countries that have access to world-market steel.”

If the steel industry succeeds is gaining protection from imported steel, an even
larger gap will open between domestic and international prices for steel mill products.
This will give an advantage to foreign firms competing against American steel-using
industries. Faced with artificially high steel prices at home, Americans will simply buy
their steel indirectly by importing more finished products made abroad from steel
available at cheaper global prices. If the federal government blocks the import of steel
mill products through the front door, steel will come in the back door in the form of
automobiles, industrial equipment, machine tools, and other steel-based products. As Jon
Jenson said in his congressional testimony, “The United States cannot afford to become
an island of high steel prices.”?*

The steel industry itself has been a major importer of semifinished steel products.
In 1998, more than 6 million tons of steel slabs, billets, and blooms were imported for use
almost exclusively by steel mills.”* When combined with wire rod and other semifinished
products, imports by the steel industry reach 20 perceat of overall steel imports. In
November 1998, the International Trade Commission heard testimony that several of the -
major steel mills that have petitioned against steel imports were themselves placing

2 Jon E. Jouson, “Stoel Availability: A Growing Concern,” Precision Metalforming Association, Febraary
12, 1999. Available ot hitp://www.metalforming com/govireg/jcjcato.btm.

B Y. 0. Woltz [, testimony before the United States House of Represcatatives Ways and Mcans
Wmmm”. 1999. :

B David J. Cantor and Gwesell L. Bass, “The Steel Import Surge: Causes sad Proposed Remedies,”
Congressional Research Service, February 24, 1999, p.13-14.
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orders to import large amounts of the very same products as receatly as August 1998.2 -
Through the eyes of the big U.S. steel mills, apparently, these are good steel imports,
while steel products that compete directly with what they produce are bad imports.

Aside from its direct negative impact on the domestic economy, steel.
protectionism will reverberate internationally to our detriment. Many steel-exporting -
countries are presently reeling from serious economic problems. U.S. protectionism will
only worsen their plight and darken the prospects for recovery. At the same time, it will
send a very dangerous signal to foreign governments contending with their own
protectionist

Although the United States has beea relatively insulated thus far, much of the rest
of the world has been buffeted by a series of economic shocks over the past couple of
years. With Japan’s prolonged malaise, the acute crises clsewhere in Asia, the collapse of
Russia, and the recent currency crash in Brazil, the world economy has stumbled into a
highly precarious condition. During these turbulent and difficult times, the best thing
America can do to encourage growth and stability abroad is to keep our markets open.
Instead, at the behest of the steel lobby, the U.S. government is poised to deliver further
body blows to ailing countries by restricting their steel industries’ access to the American
market.

Meanwhile, consider the message that steel protectionism sends to the rest of the
world. Many countries today are suffering violent economic contractions; as a result,
their governments are facing formidable pressure to abandon market-oriented policies
and erect protectionist barriers of their own. If the United States—the largest and richest
country on Earth, with 4.4 percent unemployment, low inflation, and 4 percent growth in
1998—is unable to say no to an industry with only about 200,000 workers in a civilian
Iabor force of 138 million, how can we expect other countries to hold the line? A U.S.
surrender to special-interest pressure from the steel lobby would be a virtual green light
for copycat protectionism around the world. Steel protectionism thus threatens to unleash
desmwdvefominmewoﬂdeconomythncouldeuﬂybﬁngmeudmthcmeﬁty
Americans currently enjoy.”’ .

’wm-mmbgmm-wmmwnmp.l.
nOumMywmmdnmummMmm'mmmus.mk
welfare. Specifically, the Economic Strategy Instituto published a study in February 1999 (Greg Mastel

and Andrew Szamosezegi, “Leveling the Playing Field: Antidumping and the U.S. Sicel Industry,” ESI,
Rebruary 8, 1999) which purports to show that steel dumping, however that term might be defined, reduces
U.S. economic well-being, and that antidumping dutics are nceded t0 prevent this harm. ESP's findings rest
ultimately on the fact that wages in the stoel industry are higher than average and that displaced steel
workers froqueatly are forced to accept lower paying jobs. Thus, according o the ESI study, net U.S.
welfare is reduced by dumping that causes job losses in the stoel sector; antidumping is good for us because
it preveats those job losses.

First, this argument gets causation backwards: it sssumes that high-paying jobs are the cause of
economic welfare, rather than the consequence of it. If applied across the board, the EST analysis would
MMWMM’MMWMWMW”M«M
outlawing layoffs from high-paying jobs. This s besically the Europeas approach, and its effocts are all
%00 visible in low growth and chronic double-digit uncmploymeat. Secoad, and more sarrowly, the EST
analysis assumes that job losscs ia the steel sector wouldn’t oocur in the sbeence of Jow-priced import
competition—an sssumptioa refuted by the industry’s steadily decliaing employment over the past 20
years. Third, the study fails 10 adequately accouat for the offsetting production and employmeat gains that
the lower prices would stimulste in the far larger stoel-using soctors.
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America’s Unfalr “Unfair Trade” Laws

Deupmmplﬁnaﬁomtbebigmelmﬂhmummddnldmhmuﬁon
are not doing enough, the system is already stacked in favor of domestic steel producers.
U.S. antidumping law has become nothing more than a protectionist weapon for
industries feeling the heat of global price competition.

U.S. antidumping law allows domestic producers to petition against imports that
are being sold in the U.S. market at below “fair value.” Fair value is defined as the price
in the home market or the cost of production plus profit.

‘The problem with this definition is that it has no meaning in the real world of
business and trade. As a consequence, U.S. antidumping law punishes foreign producers
for engaging in practices that are perfectly legal, and common, in the domestic American
market. U.S. firms, including steel makers, routinely sell the same product at different
prices in different markets depending on local conditions, or temporarily sell at a loss (or
a lower than “normal” profit) in order to liquidate inventories and cover fixed costs. Any
steel company that lost money in the fourth quarter of 1998 was selling its goods at below
total average cost and was consequently “dumping” its products on the domestic market
according to the definition contained in U.S. law. If every domestic sale was required to
be at a “fair” price according to the antidumping law's definition, most American
companics would be vulnerable to government sanction, and U.S. consumers would find
far fewer bargains.

‘The steel lobby argues that it isn’t seeking special treatment; it merely wants
redress for alleged unfair trade practices sbroad. But it is clear that unfair trade practices,
under any plausible definition, had nothing to do with the recent hard times for the U.S.
industry. Itis regrettably true that protectionism and subsidies distort steel markets
around the world. But nobody can argue seriously that policies around the world are any
more unfair today than they were a couple of years ago, whea U.S. steel mills were

The aim of the latest batch of antidumping petitions has not been “fair” trade but
rather no trade at all. The high preliminary duties announced in February make it difficult
for the targeted products to be sold at all in the U.S. market. Secretary of Commerce
William Daley, in announcing the preliminary dumping margins on February 12, said,

--. “The impact, what this will do, byvirmeoftbefwtﬂutyou’vegotmw

ranges here, is basically price these products out of the U.S. market.””® Richard Riederer,
chief executive office of Weirton Steel Corp., one of the petitioners in the case, agreed
that the initial duties would be high enough to “lock out” hot-rolled steel imports from
Japan and Brazil.

Ithamimomermuythumdisbeing “dumped” on the U.S. market. Virtually
every ton of steel that eaters the United States has been ordered by 8 willing American
buyer, often months in advance of its actual delivery. Antidumping duties not only stop
foreign producers from selling in the U.S. market; they stop American citizens from

Evea if ose accepts the study’s methodology, the hypothetical gains from imposiag
dutics againet foreign stoel are tisy—ices than .005 percent of anmsal GDP-—and ot worth the far more
real denger that the law will be weed for prosection.
3 Chad Bowsan, “Commerce Sets Preliminary Margins in Stoel Cases against Brazil and Japea,” BNA
Internations! Trede Reporser, February 17, 1999, p. 258.

- 10
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shareholders, workers and consumers.

Proposed Legisistion Would Compound the Damage
The steel industry and labor unions complain that existing antidumping laws

aren’t enough—that they deserve special atteation. The reality is that the steel industry
has benefited unfairly from trade barriers for decades, and continues to eajoy advantages
that are not available to other U.S. industries facing import competition. The Commerce
Department’s expediting of the antidumping process in the current case and the
administration's proposed tax breaks worth an estimated $300 miilion for steel companies
are merely the latest examples of favored treatment.

Meanwhile, precious little attention is being given to the fact that the array of new
protectionist proposals now in the works will seriously threaten the ability of other U.S.
manufacturers to obtain imported steel. None of the proposed legislation would increase
general economic welfare and much of it would be in violation of U.S. international
commitments.

The following is a list of the most egregious legislative proposals that would
benefit U.S. steel makers to the disadvantage of virtually everyone else:

1) Quotas on imported steel. This proposal would limit steel imports from all
nations to 1997 levels on a monthly basis for a period of three years. Although the bill
passed by the U.S. House of Representatives in March states that the import limits could
be accomplished by “quotas, tariff surcharges, or negotiated enforceable voluntary export
restraint agreements, or otherwise,” it is in essence a quota bill that would set strict limits
on the volume of foreign steel U.S. companies would be allowed to purchase. Whatever
the mechanics of imposing the limits, the legistation would be a clear violation of our
international obligstions under the GATT.

Why does GATT illegality matter? Most compelling is that the United States
professes to be an honorable nation that keeps its word and upholds the rule of law, But
beyond that, the United States voluntarily accepts international trade rules because they
are in our best interest. Such rules restrain protectionism abroad and provide an impartial
framework for adjudicating disputes, the benefits of which greatly outweigh any potential
short-term costs to a single industry. Unilaterally closing the U.S. steel market through
quotas would undermine respect for the rules-based international trading system that
Washington worked so hard to establish. If the United States expects other nations to
honor their obligations, it must do the same, = -

Even if the United States had not pledged to forgo them, quotas are unwise
because they are one of the most damaging forms of trade restrictions. They redistribute
wealth from consumers to domestic producers and to those foreign producers lucky
enough to get quota rights, while the U.S. govemnment does not receive tariff revenues. In
other words, quotas wduld tax U.S. steel users to benefit major steel companies, both here
and abroad. Moreover, they would endanger the ability of U.S. steel-using industries to
obtain the materials they nced. According to calculstions by the Precision Metalforming

’mhmumumm President of the United Steclworkers of Americs,
bgthM&uMdMWmdhwumwz&
1
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manubcturenmﬂﬂmmlonwnuhonbuedonw%imlsofdemmd.

2) Section 201 mammmmmma
permit and monitoring program that would require all steel importers to register with the
Commerce Department and report information on the cost, quantity, source, and ultimate
destination of all steel shipments. Legislation approved by the House authorizes
Commerce to collect “reasonable fees and charges” to defray the costs of issuing permits,
The proposed import-reporting regime, in addition to being an unfair burden that falls
mymwlhmmmmmmwmnoﬁmﬁdﬂmlmm
paperwork.

More significantly, the legislation approved by the House would amend the Trade
Act of 1974 to make an injury finding casier under Section 201. First, it would drop the
requirement that imports be a “substantial cause” of serious injury (i.c., “not less than any
other cause™) and instead require that imports be only a cause of injury, however
insignificant. Second, the bill would detail the factors to be considered by the ITC to
determine whether U.S. industry has suffered serious injury. By making 201 cases much
easier for petitioners to win, this bill threateas to open the floodgates of protectionism in
the future. It is clearly a step in the wrong direction.

3) Retroactive dumping duties. Another proposal would assess retroactive
antidumping duties for a period of up to one year prior to the filing of the original
antidumping petition. Such a change is ill-advised for at least two reasons. First, it is in
direct violation of U.S. commitments under the GATT, which sets universal standards for
the imposition of retroactive antidumping dutics. Second, extending the potential for
imposing antidumping duties after the fact places U.S. importers and steel-using
industries in a risky position that could threaten their access to adequate steel supplics. As
H. O. Woltz III of the American Wire Producers Association recently pointed out, “The
ensungsymmofmmwdveamentofmmpmgdnmdnadymw:y
and often results in unfaimess for American importers and customers.”* Extending the
time period would only make the current problems with retroactive duties worse.

4) Three-month ban on steel imports. An alterative quota bill would impose a
3-month ban on imports of steel and steel products from Japan, Russia, South Kores, and
Brazil, in disregard for the needs of American consumers and steel-using industries. An
outright trade ban—even a brief one—would scriously damage private business
relationships and undermine the global competitiveness of dynamic U.S. companies. As
written, the bill includes no provision for preserving the sanctity of existing contracts, nor
does it specify what would happen to steel shipments already en route to the United
States. This bill would deprive the U.S. economy of all the gains from steel trade and

¥ See “Steel Availability: A Growing Concern,” Remarks of Joa E. Jenson, Presideat, Precision
Associstion, February 12, 1999. Available at

bitp//www Jhitm.

My o Wo&ﬂanybdthnﬁedM!MovauWannde

Subcommittee on Trade, February 25, 1999.

12
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offer only temporary beaefits to domestic steel companies. It'would, in short, be s

5) Voluatary Export Restraiats. The Qlinton administration is pursuing its own
non-legislative approach, geaerally known as Voluntary Export Restraints, or VERs. That
entails trying to jawbone foreign governments—especially Japan—into reducing steel
exports “voluntarily.” Of course, & VER is in reality an informal quota that is hardly
voluntary. Like all quotss, VERs distort the economy and reduce national weifare. In the
xmuwmmofvmwwmmwammmm
U.S. economy of as mruch as $6.8 billion a year.®

Steel companies snd unjons have spent large sums of money in an attempt to

~ convince Congress and the public that they are in dire need of protection from
The raft of new protectionist legislation shows that some lawmakers have been listening.
All of the current proposals, however, would damage U.S. economic health, undermine
the international trading system, and deprive American consumers and steel-users of their
legitimate right to trade. Despite that hefty price tag, the legislation would do nothing to
halt the long-term downward employment tread in the U.S. steel industry. Given those
facts, Congress should reject the pending steel bills.

Counclusion

At the time of the so-called steel “crisis,” another major and highly visible
American industry—the oil industry—has been suffering as well. Worldwide excess
supply has drivea prices down to record lows. Major producers posted sharply reduced
eamings or outright losses for the fourth quarter of 1998. During the same period in
wmwloanuawmmmeummmemonmgum
industry was shedding 38,000 jobs.*

So where is the all-out lobbying campaign urging America to “stand up for oil™?
Where are the proposals coming out of the Congressional Oil Caucus for sharp
restrictions on imports of foreign crude? The absence of pressure for oil protectionism
may reflect the fact that Americans can see the impact of oil prices directly—at the gas
pump and in their heating bills. Accordingly, there would likely be a strong popular
reaction against any effort to raise taxes in order to bail out the oil companies.

Unfortunately, changes in steel prices are invisibie to ordinary Americans. Those
changes show up, eventually, in the price of an automobile, or a plane ticket, or reatal
space in an office building—but the causal connections are complex and subte. The
effect of a tax on foreign sieel just doesa’t show up in the average family’s budget in any
direct or immediate way. As a result, steel producers are free to equate their interest with
the national interest without generating much in the way of grass-roots opposition.

The campaign for steel protectionism thus highlights a classic problem of political
- economy known as concentrated beaefits and dispersed costs. The benefits of restrictions
on foreign steel are concentrated in the relatively small steel-producing sector, while the

% Gary Clyde Hafbescr, Disso T. Berliner, snd Kimberly Ana Elliott, Trade Prosection ix the United
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costs are dispersed throughout the entire economy. Steel producers therefore have a very
clear and powerful incentive to lobby for protectionism, while most of the rest of us who
stand to lose don’t have a big enough or clear enough stake to oppose them with any

Worldwide economic developments have combined to produce conditions that at
present are unfavorable for U.S. steel producers and favorable for American steel users.
In such a circumstance, it is not the business of the U.S. govemment to intervene in the
marketplace and favor one U.S, industry at the expease of other U.S. industries. In
particular, it makes no sense to pensalize the industries that in termas of employment and
value-added are of much greater significance to the overall national economy.

, The federal government should not use its power to confer special benefits on a

small but vocal segment of producers at the expense of the nation’s general welfare.
Congress should reject calls for steel protection and reform the antidumping law to
preveat future sbuse.

14



Figure 1
Domestic Steel Shipments, 1860-68
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Figure 2

Monthly Stesl imports Decline to "Precrisis” Levels
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Figure 3

Domestic Steel Shipments, Jobs, and Productivity
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Deciine of Steel Jobs Unrelaged to imports
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STATEMENT OF SENATOR PETER COGK, SHADOW MINISTER FOR TRADE, PARLIAMENT
OF AUSTRALIA

As the Australian Shadow Minister for Trade, I am of the view that certain issues
should be brought to the attention of the Committee. This submission is8 made in
my capacity as Shadow Minister for Trade, member of the Parliament of Australia
and representative of the Australian Labor Party.

This submission is principally directed to Bill HR 976 mumng the President to
set a quota on steel imports). In relation to this Bill, I e the following ﬂpoint,a:

1. The imposition of a quota on steel imports would have a direct effect on
Australia. During financiai year 1997-98, Australia exported A$348 million of
steel to the United States. Our exports are an example of fair and proper trade.
Australia’s steel industry competes fairly and without subsidies, protection or
any other special assistance. A reduction in these exports would cost Australian
jobs in the mining and steel production sectors and associated industries.

2. There is already a substantial deficit in Australia’s trade with the United
States. During 1998, Australia imported A$21.6 billion of merchandise from the
US, whilst only exporting A$8.6 billion. This bilateral deficit constituted 167
percent of Australia’s overall merchandise trade deficit for 1998 of A$7.9 billion.
Australia’s overall trade deficit in 1998 was 1.7 percent of GDP—comparable to
the US trade deficit of 2.0 percent of GDP. An import quota on steel would exac-
erbate our trade deficit, as well as our burgeoning current account deficit. It
would probably force the Australian dollar down further in relation to the US
dollar. This negative effect on the Australian economy may well also cause
knock-on problems for the fragile economies of Asia.

3. The imposition of a quota would also have an indirect effect on Australia.
During financial year 1997-98, Australia exported 62.0 million tonnes of iron
ore (worth A$1.6 billion) and 73.6 million tonnes of coal (worth A$4.1 billion)
to Japan. Australia also exported 16.8 million tonnes of iron ore (worth A$0.4
billion) and 21.2 million tonnes of coal (worth A$1.1 billion) to South Korea.
This represents a significant proportion of the iron ore and coking coal that both
Japan and Korea use to e steel. If those countries are forced to cut back
their steel production, Australian iron ore and coking coal producers will suffer.

4. These iron ore and coking coal producers are already facing difficulties as
a result of falls in price and volume for Australia’s commodity exports. The im-
position of an import quota on steel by the US will mean job losses in regions
of Australia such as the Bowen Basin in Queensland, the Hunter and Illawarra
in New South Wales and the Pilbara in Western Australia. These are discreet
regions, heavily or solely dependent on the mining industry for employment.
The unemployment rate in Australia at present is 7.4 percent, well above the
US rate of 4.4 percent. In most of Australia’s mining regions, unemployment is
substantially greater than the national aver:ge.

5. Another indirect effect that the proposed import quota would have on Aus-
tralia is to hamper economic recovery in Korea and Japan. As President Clinton
acknowledged in his visit to Japan in November 1998, in order to alleviate the
Asian financial crisis, it is necessary for the Japanese economy to grow. The
President, the G7 and international agencies have urged Japan to take steps
to lift domestic growth, rather than depend principally on an export-led recov-
ery. I support these views, and note that the Japanese %’vemment has put in
place a range of policies to increase growth. Ultimately, however, a steel quota
will work against the recovery of the manese economy, icularly at this
fragile stage. If the Ja, economy fails to recover, it will create continuing
regional economic problems for the sh-uﬁling economies of Asia, hurt Australia
at a time when mineral commodity markets are overhung by supply, and ham-
per global economic growth.

6. The imposition of a quota on steel would be contrary to the spirit of, and
W}y US obligations under the rules of the World Trade isation

7. Finally, an import quota on steel will come at a cost to Americans. Those
that embody steel will become more eg:ensive in the US domestic mar-
et. Additionally, those exports from the US that embody steel will become
more expensive in the world market.
A copy of my curriculum vitae is attached.
I would be happy to discuss the above points at greater length with members of
the Committee, ei in person or by telephone. :
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SUMMARY

The world economic crisis which began in 1997 has resulted in an extraordinary surge of
imported steel products into the U.S. market. (See Figure A). The import surge struck a U.S.
indusu-ytlmhasspeutmdytwodecaduundﬂgoingnndicalmtmctming,aneffonwhichhu
transformed it into one of the most efficient, productive, and innovative steel industries in the
world. The import influx destroyed the prospects for a strong earnings year for the U.S. steel
industry in 1998, drove 10,000 workers out of their jobs, and pushed several steelmakers into
bankruptcy. Financial analysts warn that the U.S. steel outlook for the industry for 1999 is grim,
and that far more extensive layoffs may occur.

The import surge reflects the impact of the current financial crisis on a world steel
industry that has been grossly overbuilt as a result of decades of market intervention by
governments. The financial crisis produced an abrupt drop in steel demand in East Asia and the
former Soviet Union, and producers which served those markets desperately turned to the export
market. (Figure B.)

. Japan’s integrated steel cartel shifted virtually all of the export sales which it lost
in Asia toward increased sales in the United States™- U.S. imports of hot-rolled
flat products from Japan increased by over 1000 percent over 1995 levels as
Japanese prices fell dramatically. (Figure C.)

. At the same time, Russia’s massive (but aging and inefficient) state-owned steel
sector, having lost most of its markets at home and in Asia, redirected a huge
volume of steel toward the United States. (Figure D.) Using deep discounts, the
Russians plunged into a “race to the bottom” in steel pricing with Japanese
producers, precipitating a steep fall in U.S, steel prices.

. As demand for Brazilian steel collapsed in Brazil and in Asia, Brazil’s mills
(which, according to WTO estimates, have received $26 billion in subsidies in the
past four decades) increased their exports to the United States in 1997 and
maintained these levels in 1998, exacerbating the price erosion in the American
market.

. The Korean industry, which has been vastly overbuilt as a result of billions of
dollars in government-directed bank loans, dramatically increased its exports to
the United States in late 1998.

° The European Union, facing its own surge of steel imports, established quotas on
steel from Russia, Ukraine, and Kazakhstan, diverting exports from those
countries toward the American market.

The convergence of these foreign export drives on the U.S. markct produced a flood of
imported steel in 1998 that simply has no historic precedent:

L Import penetration rates jumped from 24.2 percent in the first 10 months of 1997
to 29.5 percent in the same period in 1998.
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. Prices collapsed despite continuing strong domestic demand.

U The import volume was so great that it clogged U.S. ports and has resulted in
huge stockpiles of steel anywhere space for it can be found.

\

As a result of the import influx, U.S. steel operating rates fell from 90 to 74 percent, profitability
and stock value have fallen sharply, three producers have gone bankrupt and 10,000 steelworkers
have lost their jobs. The outlook for the steel industry, a basic pillar of the U.S. economy,
remains uncertain. )
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Figure A

U.S. Imports of Finished Steel
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" Figure B

The Upward Trend of Finished Steel Exports
to the United States ‘
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Figure C

Japan: The 1998 Surge in Exports of

Finished Steel Mill Products
Has Been Directed at the United States
Change in Export Volume
1998 vs. 1997
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Figure D

Russia: The 1998 Surge in Exports of
Finished Steel Mill Products
Has Been Directed at the Uniled States

Change in Export Volume
Jan-Nov 1998 vs. Jan-Nov 1997
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INTRODUCTION

The economic turmoil which now grips much of East Asia and the former Soviet Union
has precipitated a crisis of survival for the U.S. steel industry. Demand for steel has fallen
dramatically in East Asia and Russia, and the mills which traditionally served those markets —
primarily based in Japan, Korea, Eastern Europe and the Soviet successor states — have
desperately sought other markets. But most export markets are either severely depressed or
heavily protected, with the result that huge steel surpluses are being channeled into the world’s
few relatively open markets at deeply discounted pnoes -- 2 Brazilian trader, speaking of world
steel export pricing patterns, said simply, “Its camage.”' The European Union confronts an
import influx so severe that observers warn that it threatens to “blow a hole in industrial
Europe,” although the EU has been able to stanch the flow from Russia, Ukraine and
Kazakhstan through the negotiation of steel import quotas with those countries. Chile’s lar
steelmaker complained at the end of 1998 that imports had taken half the domestic market.
Canada‘”s‘swel producers lameant, with cause, that their country has become a “dumping
ground.

But no major market has felt the impact of the steel export surge more dramatically than
the United States. Investment analysts at Paine Webber wamn that “the world is awash in steel
andnoendtothedelugeumsxght.“andlsnmﬂt the outlook for the [U.S.] steel industry -
. from the perspective of the mills - is horrendous.™ Capacity utilization has fallen to 74 percent
from a level of over 90 percent a year ago. The stock price of some U.S. producers has lost
nearly half its value since the influx began. Three U.S. mﬂ!swembankmptmlm another in
February 1999, and others are reportedly on the verge of insolvency.®

The massive import influx which began in April 1998 struck a U.S. steel industry which
has spent the past two decades in a thoroughgoing, painful revitalization effort. This :
restructuring has been so successful in improving the industry’s efficiency that today there is
virually no foreign producer that can deliver steel to the U.S. market at a lower cost than the

! Benjamin Baptista Fitho of CST in Metal Bullerin (August 10, 1998).

1 “Melidown Feared Over Steel Imports,” Euopmn Report No. 2354 (October 28, 1998); “Ttalian Coil
Market "Can Take No More,'” Menal Bulletin (July 27, 1998).

’ Mesal Bulletin (December 3, 1998).

‘4 Metal Bulletin (December 3, 1998). Canadian authorities are conducting antidumping investigations of
cold-rolled sheet imports from seven countries and hot-rolled sheet and plate in coil from four countries.
“Canada Opens Dumping Probe of CR Sheet Imports,” Mesal Bulletin (February 4, 1999).

3 Paine Webber, Worid Steel Dynamics (Price Track #59, September 30, 1998).

¢ “Geneva Files for Bankruptcy,” Metal Bulletin (February 4, 1999). Utah-based Geneva Steel, which filed
for Chapter 11 protection in February 1999, stated that “as a result of record high levels of low-priced steel
imports and the resultant deteciorating market conditions, the company's overall price realization and
shipments declined precipitously.” Ibid.
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U.S. mills. The current import surge, however, does not reflect comparative competitiveness or
other marketobasgd factors. Indeed, in a bizarre reversal of the rules of market economics--

e The country with the highest steel prices in the industrialized world, Japan, has
become the leading exporter of steel to the lowest-priced market in the industrial
world, the United States.

¢ Some of the highest-cost, most poorly-run mills built in the twentieth century ~
antiquated facilities in the former Soviet Union — captured markets from some of the
most modem and efficient producers in the world.

The present steel import surge reflects massive government intervention and market distortion
abroad which has created and sustained far more steelmaking capacity than the world market can
possibly support. The United States has become the world’s market of last resort, and is being
asked, in effect, 10 sacrifice a substantial segment of its steel industry and tens of thousands of
jobs so that foreign countries can avoid confronting the consequences of their own misguided
industrial policies. How the U.S. responds to this challenge has implications for our own long-
run national economic well being that extend far beyond the current plight of the steel industry.

American Steel — A Renaissance At Risk

The United States steel industry offers one of the most dramatic examples of industrial
revival in U.S. history. At the end of the 1970s, the U.S. industry appeared to be headed for
oblivion. Some of its mills were still using obsolete open-hearth furnaces, and in many cases its
mills depended on inland sources of iron ore and coking coal, while foreign rivals had access to
these resources through lower cost ocean-going transportation. Wage levels had outstripped
productivity gains, and U.S. mills were hampered operationally by restrictive work rules. Many
U.S. mills were too small to generate optimum scale economies. Reflecting these shortcomings,
the U.S. industry had far higher costs per ton produced than its rivals in Japan and Germany, and
U.S. producers were widely criticized for lagging competitiveness, out-of-date technology, and
poor labor productivity. Imports were capturing a growing share of the U.S. market, and while
trade policy measures by the U.S. government could slow import penetration, they were not by
themselves a solution to the problem of eroding competitiveness. Several major producers were
on the verge of insolvency or already bankrupt, and in 1977 the Council on Wage and Price
Stability concluded that the outlook for the U.S. steel industry was essentially hopeless - that is,
that the ind;,nu'y’s problems were so intractable that it would be uneconomical for the industry to
modernize.

Recognizing that the U.S. industry had to change radically or die, management and labor
jointly undertook a drastic overhaul of virtually every aspect of the business of steelmaking.
U.S. steel firms invested over $50 dillion in modemization in the years after 1980. Scores of
obsolete mills were shut down, and U.S. steelmaking capacity plummeted from over 160 million

? Council on Ways and Price Stability, Report to the Presidens on Prices and Costs, in the United States
Steel Indxstry (Washington, D.C.: U.S. Government Printing Office, October 1977).
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tons in 1980 to around 120 million tons in 1997. Entire layers of management were eliminated.
U.S. producers sold off peripheral businesses and abandoned product lines which had become
marginal in order to concentrate on responding to customers’ quality and cost needs in key
product areas, like corrosion-resistant steel. The work force declined by almost two thirds — well
over 200,000 steel industry employees lost their jobs, a wrenching downsizing which meant
untold hardship for displaced steelworkers and their families. For many steelmaking
communities and regions, restructuring meant permanent economic decline. But the adjustment
went forward, and the industry’s competitiveness improved dramatically. One steelworker
recalls that

Itwasa homblc time. But we fought back, and proved we can compete on a level
playing field.*

Today the U.S. steel industry bears little resemblance to that which existed in 1980.
Every aspect of steel production is highly automated. In the integrated mills (where steel is
made from iron ore, coking coal and other raw materials) a new workplace culture has been
forged between management and labor which features the vesting of a significant degree of
operational mponslbmtymproducuonmnagersmdworkm - a transformation that has been
beld up as a model for other industries.” All of the old open-hearth furnaces have been
permanently shut down, and over 95 perceat of all U.S. steel is now made through the efficient
continuous-casting method. Led by the so-called “mini-mills,” which produce steel by melting
scrap in electric-arc fumaces, the United States has become a world leader in the application of
advanced steelmaking technology, such as “thin slab casting,” which makes possible the
production of flat-rolled steel from reprocessed scrap. The improvement in U.S. steelmaking
productivity — over 300 percent since 1980 - has outpaced productivity growth in U.S.
manufacturing as a whole in every year since 1983. The U.S. industry has reversed its cost
disadvantage with its counterparts in Japan and Germany, and in 1995-97 was producing cold-
rolled sheet at an average cost per ton that was roughly $50 less than those of its counterparts in
those advanced steelmaking countries. All of these gains were achieved entirely with the U.S.
industry’s own resources, without the subsidies most foreign producers received to finance their
restructuring.

The success story of U.S. steel is a source of justifiable pride for the industry. It should
mean prosperity for the industry, its workers, and steelmaking communities in 1999 and beyond,
given the fact that the United States continues to enjoy robust economic growth and that the
demand for steel continues to grow. Instead, today the U.S. steel industry stands on the brink of
an abyss. Within an extremely short period, the U.S. market has been inundated by millions of
tons of imported steel.

The import surge. The surge of imported steel which began in the spring of 1998 simply
has no historical precedent, either in terms of its sheer magnitude or the velocity at which it

! Jeff Davis, USS Fairless Works, in Washington Post (December 18, 1998)
’ For a good account of the transformation of labor-management relations in the steel industry, see Roger S.
Ahlbrandt, Richard J. Fruehan and Frank Gissratani, The Renaissance of American Steel: Lessons for
Managers in Competitive Indusiries (New York and Oxford: Oxford University Press, 1996).
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unfolded -- President Clinton commented in January 1999 that in his six years as president, he
had “never seen mythin%like this happen to one sector of the economy so quickly with such
obvious consequences.” "~ 1998 began as an auspicious year for U.S. steelmakers, with the
economy doing well and domestic demand strong. In the second quarter, however, steel imports
began to rise dramatically, a phenoinenon that accelerated thereafter. U.S. imports of hot-rolled
sheet from Japan in 1998 skyrocketed by 1,061 percent over 1995 levels, while Russia exported
3.8 million tons of hot-rolled sheet to the United States in 1998 - more than it had during the
previous three years combined. Imports of plate and cold-rolled sheet from Korea soared -- more
cut-to-length plate, for example, was imported into the U.S. from Korea in August and
September alone than in the previous seven years combined. The flood of steel clogged U.S.
ports with coils, piling up “in warehouses, outside the warehouses, anywhere there is spare
ground.” An official at the Port of New Orleans said “we’re using every square inch we have for
cargo, and most of it is steel.”!!

Import volume fell sharply in December 1998, although even this reduced volume was 32
percent higher than the figure for December 1997. '2 Import figures for January 1999 may well
reflect reductions from 1998 levels. In large part this lull in import volume appears to reflect
preliminary measures implemented by the Department of Commerce on an expedited basis in
antidumping investigations involving imports of hot-rolled flat products from Russia and Japan,
which together accounted for nearly 60 percent of the increase in imports in 1998.'> Another
factor underlying the recent import decrease appears to be the fact that the U.S. market is utterly
saturated with steel as a result of the import surge -- inventories are enormous, and prices remain

severely depressed:

However, [S]ome believe lingering high stocks of both foreign and domestic
material will keep prices at or near the bottom for the foreseeable future. “There
is just too much inventory, ” said one Chicago area stockist who estimated that
there is about 30% more steel at US docks and warehouses than what is needed.
“I hear they could pave the streets of Houston with the steel that is overloading
the docks down there - and that includes a lot of Japanese steel.” He added that

10 Address to the Detroit Economic Club, cited in “Some Interesting Facts About the Continuing Steel Trade
Crisis,” Steel Works News E-Digest #7 (January 13, 1999).

" “Rising Imports Distress U.S. Steelmakers,” Wall Street Journal, (Seprember 8, 1998).

2 Imporis of hot-rolled products from Japan fell from 405,974 tons in November to 93,102 tons in December;
imports of Russian hot-rotled flat products dropped from 621,188 tons in November 1o 64,825 tons.
Imports of hot-rolled flat products from Brazil (also the subject of an ongoing antidumping action) dropped
from 64,529 tons t0 9,961 tons. “U.S.: Stee] Imports from Japan Halved,” American Metal Market
(January 28, 1999).

» On November 23, 1998, the Department of Commerce made an affirmative preliminary finding of “critical
circumstances” in antidumping investigations of imported hot-rolled flat products from Japan and Russia.
This means that if a final affirmative antidumping finding is made, importers may be assessed antidumping
duties retroactively, reaching back 90 days prior to the preliminary antidumping determination. In effect,
this determination put importers on notice that they faced a substantial po‘eatial liability in the form of
antidumping duty assessments, and may have affected their decision as to whether to purchase additional
bot-roiled fiat products from Japan and Russia.
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while traders normally have about 95% of their imports sold, thas percentage has
Jfallen to around 70%, which does not bode well for future inventories.'*

Whether the recent drop in imports represents the beginning of a trend or a short-term aberration
will not be known for a number of months. The President of U.S. Steel Group commented:

{O]ne month does not make a trend. . . . The numbers of cut-to-length plate are
way up, and we've seen increases in cold-rolled [flat products]. What happens
usually, is that when you have success (with a trade case) aguinst one prodsuct
category, different products come in, or product comes in from other countries.
This is not a message that this crisis is over. The market is still saturated with
imports.™ ‘

[ RPN
Bust in the middle of boom. Ironically, the U.S. steel industry is experiencing a “bust” in
the middle of a booming economy that has seat U.S. steel demand soaring to record levels.
Imports have destroyed what otherwise would and should have been a period of strong
profitability. Foreign mills claimed that they were simply responding to strong U.S. demand, but
the plummeting prices of imported steel made it clear that the influx was supply-driven. As the
Wall Street Journal observed in June 1998:

The problem, analysts and steel traders say, is that Russian and Japanese
steelmakers, among others, are in a race to the bottom of the pricing ladder. Last
year, Russian steel started flooding U.S. markets, but the quality of that product
was low enough that big U.S. steelmakers didn’t have 1o fret. In recent monshs,
however, high-quality Japanese steel has been showing up in huge volume and at
shockingly low prices. “I've seen flyers advertising Japanese-quality steel at
Russian prices” [said an observer]. “There's only one place for the Russians to
go: even lower.”

In July 1998, Morgan Stanley Dean Witter issued a report entitled “Steel — Apocalypse
Now” which stated that the price spread between imported and domestic steel had reached
“historical levels” of 15-20%, that traders were reporting worse price pressure from imports than
had been seen in 20 years, and that the entire pricing structure for steel was on the verge of
breaking down. In September Paine Webber's World Steel Dynamics spoke of a “death spiral”
in the steel industry as the bottom fell out of prices, commenting that “we detect a sense of panic
on the part of the steel mills in the United States and elsewhere almost like never before.”!® By
December 1998, prices were falling so fast that service centers which thought they had scored
bargains by purchasing large quantities of imported steel became alarmed as prices continued to
plummet, leaving them saddled with inventory which “they have to sell before the bottom drops

" “U.S. Sheet Prices Look to Bottom Out,™ Mesal Bulletin (Januasy 28, 1999).
1 “Wilhelm Keeping His Gloves On,” AMM Online (Janusry 28, 1999).
1 World Steel Dynamics (Price Track #59, September 30, 1998).
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out of the steel market.”” By the end of 1998, with the impact of the influx just beginhing to be
felt in company operating results, over 10,000 U.S. steelworkers had already lost their jobs.'®

The triumph of inefficiency. A central irony of the present crisis is the fact that the U.S.
industry, having undergone a punishing restructuring to restore itself to world class
competitiveness, is facing what is perhaps its gravest competitive challenge from a large number
of foreign producers which are not competitive in the U.S. market themselves. (See Figure E.)
It is true that some steel producers in Korea, Taiwan, and other countries are highly efficient, but
given the added costs associated with transporting steel to the United States, their total costs are
still higher than those of the U.S. mills in this market. More significantly, the group of foreign
producers currently pouring steel into the U.S. market includes among its numbers some of the
most antiquated, inefficient and heavily-polluting steel facilities in the industrial world;
cartelized industries where the major mills have not competed with each other for over twenty-
five years; producers that have not been able to survive without massive periodic injections of
government money; and industrial “white elephants” whose creation and expansion has been
driven by govemnment planners - and to which no rational private investor would have
committed debt or equity capital in a normally-functioning market.

The destruction or substantial contraction of the U.S. steel industry at the hands of such
rivals would confound one of the fundamental principles upon which our economic system is
based, namely that efficient producers should prevail over inefficient ones -- not the reverse. It
would also constitute a serious indictment of the current world trading system, which enjoys the
support of the American public, in large part, on the assumption that the opening of world
markets will benefir competitive U.S. firms and productive workers, not result in the destruction
of their livelihood by less efficient rivals. As one laid-off Pennsylvania steelworker, who has
pulled his son out of college to make ends meet, said in December 1998

I never thought that this would happen again, after all the sacrifices we made.
It’s a prosperous time, and I should be working. It's like the world has turned
upside down."® .

From Structural Crisis to “Financial Contagion”

On January 23, 1997 & major South Korean steel producer, Hanbo Steel Corp., defaulted
on its outstanding debt. Subsequent investigations revealed that the Korean government and
corrupt politicians had manipulated domestic banks to channel over $6 billion dollars in dubious
loans into Hanbo to finance the expansion of a massive steelworks - the first of a series of
similar disclosures which metastasized over the succeeding months into a crisis of confidence in

" “Steel Import Crisis Hits Service Centers Hard,” MetalSite (December 10, 1998).

" President Clinton’s Report to Congress on a Comprehensive Plan for Responding to the Increase in Steel
Imports (1999), p.1.

i Pipe-fiuter Jeff Davis, USS Fairless Works, in “Pa. Stee! Industry Endures Fiery Blast From Offshore,”
Washington Post (December 18, 1998)
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Figure E
Productivity Comparison:
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the entire Korean financial system. The Hanbo bankruptcy, by most accounts, was the starting
point of the so-called “financial contagion™ that spread across East Asia, bringing in its wake
rapid currency depreciation, wholesale capital flight, and cascading bankrupicies — everitually
engulfing Thailand, Malaysia, Indonesia and Korea. At the same time that “financial contagion™ -
was toppling Asian economies, the principal successor states of the former Soviet Union were
lurching towe+d economic collapse. On August 17, 1998, with its economy shrinking at a rate
not seen in any major industrial country since the Great Depression, Russia declared a
moratorium on the payment of its foreign debt. The Russian default, coming in the wake of the
financial turmoil in Asia, sent a shock wave through foreign investors, who began withdrawing
funds from other economies deemed vulnerable to “contagion.” In the fall of 1998, Brazil,
facing growing capital flight by jittery investors and an unstable stock market, swallowed its
pride and turned to the IMF for help in stabilizing its financial reserves. On January 13, 1999,
Brazil rattled financial markets by announcing a 10 percent devaluation of its currency.

This dramatic chain of events took virtually all-economic experts by surprise. Many
spoke of “financial contagion” or “Asian flu” as a sort of visitation inflicted on thriving
economies by some new, poorly-understood external force or forces. A variety of diagnoses
have been offered, including the maneuvers of international financiers, the huge, virtually
overnight flows of investment capital from one national market to another, the imperfectly-
understood effects of new information technologies on global finance, and so on. But the steel
industry, where the contagion first erupted and where it is now manifesting itself in our own
market most dramatically, suggests that much of the explanation for the current crisis is as old as
industrialization itself, and is a common elemeat linking every country suffering from
“contagion” — that is, the creation of overcapacity leading to a glut and a market collapse. Truly
massive investments have been poured into steel production facilities which are not needed and
which international markets cannot possibly support. While some of this surpius capacity
reflects the reckless and poorly informed decisions of private investors, most of it is a direct
result of government intervention in the market. Overcapacity now exists in a number of
important manufacturing sectors, but nowhere - nowhere - has overbuilding been pressed to
such a grotesque extreme as in the steel industry.

Steel's Structural Crisis. The roots of the present crisis in steel go back thirty years, to a
time when economies around the world were growing rapidly and living standards were ris‘ ~g.
The demand for steel — a material essential for building construction, automobiles, railroads,
pipelines, ships, consumer durables and many other prerequisites of a modem economy - was
expected to continue o rise at a robust rate more or less indefinitely. In this environment many
industrialized countries sought to expand their steel industries, and deveioping countries aspired
to create their own indigenous steel production. Because in most countries the investments
neaied were 100 large or too risky, governments stepped in to provide financing and in many
cas. s, management as well. Huge new mills, and in some cases virtually entire new cities
devoted primarily to making steel, came into existence. But in 1974, in the wake of the first oil
crisis, the bubble burst. World steel demand fell sharply, and the old growth trajectory never
resumed - instead, world steel demand remained virtually flat for over a decade. Many
governments and producers, however, saw this development as ..mply another cyclical
recession, and pressed ahead with still further expansion plans. Compounding the problem, more
and more government-sponsored steel producers were sprouting up across the developing world.
By the early 1980s, with many new mills still coming on stream and a recovery in demand



165

nowhere in sight, the world steel mdustry was groaning under roughly 120 million tons of excess
production capacity.

. In a market economy, the catastrophic smncnmlgapwhichhadopenedbuweenworld
capacity and demand by 1980 would have produced a shakeout — that is, a period of intensive
competition resulting in downsizirg of the industry through retrenchment, bankruptcies and
mergers. These things did occur, but their distribution around the world was very uneven,
reflecting fundamental divergences in govermment policies.

¢ In Europe, Latin America, and elsewhere, many mills that would have failed were kept
alive by massive infusions of government money — a conservative estimate of subsidies
to the steel industry since 1974 would exceed $100 billion.

e Cartels, implemented in conjunction with comprehensive regimes of import protection,
enabled mills in Japan and Europe that would otherwise have been shut down to weather
the crisis more or less intact.

+ In China and the Soviet bloc, central planners gave little regard to steel enterprise
operating results as they pressed ahead with ambitious capacity expansion programs.

o In the United States, wheze the industry did not receive massive subsidies and was not
cartelized, the structural crisis had a disproportionately severe impact. The U.S. absorbed
a much larger percentage of imports and shed a far higher proportion of capacity and jobs
than any other major industrialized country.

In the early 1980s, recognizing that govermnment intervention and private anticompetitive
arrangements were grossly distorting world steel competition, the Reagan administration
implemented a program of import restrictions pursuant to voluntary restraint arrangements
(VRAS) with supplier countries. The VRASs allowed import penetration levels to remain far
higher (over 20 percent) than the EU or Japan had ever regarded as acceptable. However, they
still provided substantial relief for the US. industry and made possible the successful
restructuring effort undertaken by the U.S. industry. After the VRAs expired in 1992, the U.S.
industry began filing antidumping and countervailing duty actions against a number of countries
whose trade was formerly restricted by the VRAs. Throughout the mid-1990s relief granted
pursuant to these cases, coupled with a recovery in world steel demand, served to prevent the sort
of massive import influx which had occurred in the late 1970s and early 1980s - until now.

The Endemic Capacity Surplus. The impiementation of VRAs and trade remedies by the
U.S. government could do little to address the basic problem of overcapacity in the world steel
industry, which has remained at about the same level, and for the same basic reasons, for fully a
quarter of a century. The world steel industry is still burdened by susplus capacity, at least 25
percent more than is needed ~ and only marginally less than the level that existed when the
structural recession began. While restructuring and enterprise failures have cut capacity in some
parts of the world — such as the United States and the United Kingdom - dramatic recent
increases in capacity in China and elsewhere in East Asia, coupled with the implosion of
domestic steel demand in Southeast Asia and Russia, have carcelled out the effects of
downsizing elsewhere. Today the CIS states alone have nearly 60 million tons of excess

capacity.
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By one estimate steelmaking capacity in South and Southeast Asia will more than double
from l995bytbeyw2000 from 61 million to 133 million tons, with the most dramatic
increases occurring as new mills in India, Taiwan, Malaysnand'rlmlmd come on stream.?®
One observer commented with respect tothenewcapacnty in Southeast Asia:

The expansion of some of these mills could not have been more poorly timed
because local demand is only a fraction of the demand forecast originally.®

National government pmmou'oml policies have played a nujor role in this expansion. In India,
while the government is seeking to expand the role of the private sector in steel, a number of
large producers are state enterprises, and the government has pressured ﬁnanc:al institutions to
channel loans to the steel industry with questionable commercial justification.” In Thailand, the
steel mdustry has been one of the two “basic” industries identified as priorities for investment,
and receives numerous “incentives” from the govemmcnt Board of Investment (BOD® - a
policy characterized by one Thai economist as a “massive misallocation of resources.”*
Indonesia’s Krakatau Steel, the country’s principal steelmaker, is government-owned and has
been created and sustained through periodic infusions of government funds; since the onset of
the ﬁnancnl crisis, the government has been trying, unsuccessfully, to sell the firm to private
investors.?

As in past steel crises, many national steel industries suffering from overcapacity are
simultaneously attempting to export their way out of difficulty, and as in the past, the market
impact of the export push is very unevenly distributed. Japan, for example, has actually curtailed
imports of steel from East Asia since the economic crisis began, with the result that suppliers in

» Australian Iron and Steel Industry estimates.

u Anna Low, “Asia: No Near-Term Respite in Sight,” Metal Bulletin Monthly (December 1998).

z A spokesman from the largest merchant bank in India comments that “{PJublic sector financial institutions
had been under some sort of pressure from the government to fund the sieel industry regardless, since this
industry was regarded as strategic to the goals of national development. India being a capital-deficient
country, allocating around Rs 3$ billion ($880 million) for a 1m tpy steel project employing around 1,500
peoplc directly and another 5,000-10,000 indirectly cannot be justified, even from a social welfare point of
view.” Gilber Lobo, SBI Capital Markets, in “Rolling Toward an Abyss,” Metal Bulletin Monthly (August
1998).

BOI incentives include eligibility for an eight-year corporale income tax exemption; preferential utility
rates; exemption/reduction of import duties and business taxes on machinery and essential raw materials;
and specia! tax and duty reductions for export orieated projects. WTO, Trade Policy Review: Thailand
(December 1995).

Such investments led to “an excessive expansion of ‘non-traded protective’ industrial sectors such as steel,
pulp and paper, and cement.” Banyong Pongpanich, “Article Views Two Problems Besetting Thai
Economy,” Bangkok The Nation (October 7, 1997).

» “Minister Notes Difficulty in Selling Steel Plant,” Surabaya Post (June 8, 1998); “Indonesian Minister
Notes Obstacles to Privatization Plan,” Media Indonesia (February 9, 1999). Most of the capita) for the
construction of the Krakatau steelworks was reportedly pmwded by the Indonesian government. Kompis
(July 3, 1983). After the firm ran into financial difficulty it was revived by periodic injections of “PMP”
(govermment participation capital). Sinar Harapan (August 12, 1986); Kompas (February 11, 1987).
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these countries have redirected their exports to the United States (Figure F). Japan itself has
shifted its exports away from markets in Asia toward the United States. (See Figure C.) Russian
mills, blocked by EU guotas from increasing exports to Western Europe and facing import
restrictions in many other countries, have also dramatically increased their exports to the United
States. (See Figure D.)

The global dimension of the steel crisis naturally invites attempts to seek an underlying

- cause in the macroeconomic realm, and no doubt a clearer understanding of how macroeconomic
factors may have contributed to the crisis will emerge over time — it is clear, for example, that
the collapse in currency values in the CIS and some Asian countries has provided a significant
stimulus o exports. But when the strands are untangled and the steel problem is examined
country by country, it is evident that much if not most of the current crisis has been caused by
specific misguided policies and commercial practices implemented in a relative handful of
countries. As one steel industry executive expressed it

We are in fact confronted with an economic crisis in the U.S. steel industry,
stemming directly from the structural mismanagemens by several other
governments of their economies.®

The blunders and excesses which have fostered this emergency vary from country to country,
and include the reckless, unconstrained promotional policies of several developmental capitalist
states in East Asia, the megalomania and “gigantism” of central planners in communist regimes,
and market-rigging activities by old-fashioned cartels, However, all of these actions share a
common trait — they involve actions by govemments, by private syndicates, or by some
combination of the two, to interfere with the normal operation of the market.

Japan

Japan bears a heavy burden of responsibility for the steel crisis sweeping East Asia today.
Japan was the first major industrialized country to implement an industrial promotion policy in
steel which dramatically overbuilt its industry, with severely disruptive effects in world markets.
Since then, Japan’s example, its capital, and its technical support have fueled comparable spurts
of capacity expansion throughout East Asia, while at the same time, Japan has consistently
refused to allow more than a trickle of steel produced by these new mills into its own heavily-
protected domestic market (Figure G). Thus, while Japanese investment misjudgments and bad
advice have contributed substantially to the massive overcapacity, indebtedness and desperate
pressure to export that afflict much of the East Asian steel industry, the problem is regarded by
Japan as one that other markets of the world must bear, not Japan itself. Indeed, in 1998 Japan
unleashed its own devastating export drive on the United States, directly competing with steel
mills in stricken Southeast Asian and CIS economies. One Asian steel trader, noting that the
Japanese mills were exporting commodity grades of steel and semifinished steel (typical

fd Keith Busse, Chairman and CEO of Sieel Dynamics, in “Steel Trade Storm Breaks,” Metal Builetin
Monthly, (December 1998).

10
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Figure F
As U.S. Imports Surged During the Asian Economic

Crisis, Japanese Imports Fell
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Figure G

While Imports Have Captured a Growing Share of the U.S.
Market, Japan Has Kept Imports Below 10 Percent
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developing country exports) at prices even lower than those offered for CIS steel, complained in
December 1998:

[T)he Japanese were selling their [semifinished bars] and even pig iron and billet.
Once the Japanese decide to export, there's not much more we can do except
watch.”

Overbuilding. Japan's spectacular, rapid creation of a huge modem steel industry has
been seen as a beacon for other Asian countries seeking to industrialize, and a number of them
have emulated not only Japan's government-driven industrial expansion, but the kind of gross
investment misjudgments and market distortions that first became observable in Japan in the
1960s. Between 1965 and 1974, with its industry benefiting from massive, government-directed
low interest loans, Japan added an incredible 93 million tons to its steelmaking capacity —
representing fully 49 percent of all capacity added throughout the western world during this
entire period (Figure H). Although Japan suffered severe recessions at intervals during this
period, government-administered cartels ensured that no producer suffered the normal
competitive consequences of overbuilding. Instead, domestic sales were restricted by cartel
arrangements to maintain high domestic prices, and massive surpluses were dumped abroad.
With abundant cheap capital flowing from government-influenced banks — and removed from

_ normal market risk - the Japanese miils engaged in a frenetic “capacity-expansion race,”
continuing to build new mills through recessions and in the face ofwarningsandpmtestsin
Japan and abroad. Contempomyhpam observers, aware that the expansion was irrational
and dang.erous commented that “excessive equipment investments had become... monstrous in
nature.”

By the time the structural recession struck in the mid-1970s, Japan possessed more than
twice the steelmaking capacity needed to meet its domestic demand. The Japanese mills
response to the onset of the structural recession was to tighten the cartel at home, force through
price increases in the face of vociferous consumer complaints, and launch a massive export
drive. Japanese dumping mggered bitter trade disputes with the United States, the European
Community, and Canada. These culminated in the negotiation of voluntary restraint
arrangements with the U.S. and EU.

Japan and the Newly-Industrializing Countries. As the structurat recession continued,
the Japanue mills sougbt to offset the stagnation in domestic sales volume by undertaking
engineering projects in developing countries, mcludmg the export of steelmaking equipment and
even the construction of entire stee] mills in countries like Korea, Indonesia, Malaysia, China
and Brazil.”® The first integrated steel mill built by Korea's POSCO, now the largest steelmaker

in the world, was built primarily with Japanese equipment and technical assistance. The

n “Asia: No Near-Term Respite in Si;ht;" Mezal Bulletin Monthly (December 1998).
» Japan Economic Journal (August 31, 1971).
» Nippon Steel President Saito commented in 1981 that “In the future, sales of steel materials will not

increase by more than two or three percent. This is why we have tackled engincering projects on a full
scale.” Nihon Keiwai Shimbun (June 18, 1981).
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Japanese govemmznt provided billions of dollars in export credits to facilitate these projects, in
pmbecmsehpmwantedtoforgeclomneswuhco\mmthasupplxednmthnwmxcm!s
and energy.™ Japanese steel producers recognized that the new mills being built in East Asia
mng!npmducewhntheycalla“boomenngeﬂ‘ect” -- & surge of exports directed at Japan —- but
they underestimated its magnitude.’' AsPOSCO‘snewcapacnyamonsuummlm-SIa
stream of Korean steel began finding its way into Japan. Steel from other new mills in
developing countries soon followed. This development caused consternation among the
.hpmese mills, which, worried about “fatal price .gondemomum. were “becoming frantic,
saying ‘we’ve got to find some way to stop this.’

The disruptive flow of imports from East Asia was quickly brought under control (Figure

I). The Japanese mills placed pressure on the domestic trading companies that distributed steel in
Japan. They were warned that if they handled imported steel, the Japanese integrated mills
would sever commercial relations with them. Customers - heavily dzpendenl on Japanese stee]
producers for the supply of a basic material — received similar wamings.” Finally, the Japanese

-mills negotiated mill-to-mill agreements with suppliers in the developing countries under which
the latter agreed to limit the volume of their exports to Japan to agreed tonnages. The leverage
used by the Japanese mills to secure these commitments arose from the threat that their massive
capacity would enable them to flood the market of any recalcitrant fotc’gn supplier with dumped
steel, and the fact that they could cut off technical and other assistance.”” POSCO agreed with
thehpamem:llstoqmonnsexponstohpanon?ebmuy 10, 1982,> and quotas have been
renegotiated since then with POSCO and with mills in Brazil, Taiwan, Indonesia, Australia, New
Zealand and South Africa, limiting imports to very small levels.*® These arrangements remain in
place today.

» U.S. Export-Import Bank Statistics. See generally Tekko Kaiho (October 21, 1980).

» On the “boomerang effect.” see comments of MIT] Basic Industries Bureau Director Minno in Tekko
Shimbun (July 21, I”l).Jam Ecomomic Journal (December 6, 1981); Oriental Economist (November
1981). In 1981, !mmﬂt.nnn;dnboom;eﬁwudechndmm?OSCOmmbmhmgl
seamless pipe mill. Japan Ecomomic Journal (December 8, 1981); Nikkei Sangyo (April 21, 1983).

1 Japan Economic Journal (December 6, 1981); Japan Metal Bulletin (June 27, 1981).

o “Traders claim, for example, that the big steelmakers use the implicit threat of cutting supplies to any major
trading houses which atiempt to import steel directly,” Japan Economic Journal (March 16, 1991). “Any
[Japenese) user of imported steel will run the risk of being cut-off from supplies from domestic mills.”
Korea Businessworld (March 1987); “Steeling of Nerves,” Far Eastern Economic Review (October 11,
1984); ses also “Penal Regulations Include Administrative Punishments and Associstion Punishments,” in
former Nippon Steel Chairman Inayama Yoshihiro's Memoirs of Inayama Yoshihiro (September 1, 1988)
pp. T77-78; “[Tirading companies generally do not handle iron-sieel imports.” “Industry Perplexed at the
Proposal by the U.S. for Iron and Steel Liberalization,” Nihon Keizai Shimbun (August 12, 1989).

M See “Patience Will Pay Off for Japan's Importers,” Metal Bulletin Monthly (May 1991).
» Nihon Keizai Shimbun (February 11, 1982).

» Metal Bulletin Monthly (October 1994); Nikon Keizai Shimbun (August 2, 1994); Mezal Bulletin Monthly
(May 1991).
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Figure I

Import Penetration into the
Japanese Market is Low and Stable
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Division of Markets With the European Mills. The Japanese mills not oaly presided
over the cartelization of Pacific Rim steel trade, but concluded a private bilateral arrangement
mththemtegrndmﬂkmﬂu&umpemUmmwhmnhhmdmdcﬂowsmddmdethe
Eastern Hemisphere into respective Japanese and European spheres of influence.’’ Pursuant to
thel.pndonA;memt.dsoknownastbeEmofBumAgnemmheEUmdhpmesemdls
agreed to limit the volume of flat-rolled steel exports in both directions between the EU and Japan
to very small tonnages (e.g. about 150 thousand tons per year from the EU to Japan).® The
Agreement also severely limits European shipments to third country markets east of Burma
(Myanmar) and Japanese shipments west of Burma. Today, apparently reflecting these
arrangements, while the United States is being flooded with bot-rolled flat products from Japan,
-Europe is not. A Eurofer spokesman pointedly noted in October 1998 that while imports of bot-
rolledﬂatproductsmtotheEUsheetﬁommanyso\mwmsurgng,“Webawnopmblcms
with Japan in this area."*

The Japanese Steel Cartel Today. The domestic cartel and the system of comprehensive
import protection which the Japanese mills established in the decade of the 1970s have remained
virtually intact down to the present day, and as a result, Japan remains a high-priced steel island
in an East Asian market awash with cheap steel. In consultation with Japan's Ministry of
International Trade and Industry (MITT), the five biggest mills regularly exchange pmducuon
plans and develop projected output ceilings which sre required to keep domestic prices firm.
Target output levels are reflected in quarterly “guideposts” or “forecasts” published by MITI.
Joint output reductions, when required, are implemrented according to agreement and embodied

n The arrangements between the Japanese and Eurcpean mills have a long and tangled history, and have
involved the Japanese government and EC suthorities as well as private firms. They have existed since at
Jeast the early 1960s, when Lhey were the subject of press reports in a number of countries and were even
denounced by Hubert Humphrey on the floor of the U.S. Senate. (“Foreign Sieel Divides Up U.3. Market,”
Engineering News Record (April 18, 1963); remarks of Senator Humphrey, Congressional Record - Senate
(May 17, 1963, p. 9537).) In the following decades the EC-Japan steel cartel has been the subject of
reports and commentary ia many countries, and has become an “open secret” in the steel business. (See,
for example Handelsbiatt (October 29730, 1976); Metal Bulletin (March 4, 1986, May 27, 1993); Nikon
Keizai Shimbun (July 1, 1975); Kyodo (03:39 GMT, November 11, 1976); Japan Metal Bulletin (December
13, 1980); Paine-Webber Steel Sirategist #18 (March 1992).) The European Commission’s involvement
continued into the mid-1980s; in 1985 a Commission document summarizing the BC's sysiem of import
restraint arangements in steel stated as foliows: “Arrangements covering Commuaity stoel imports for
1986 will be negotisted with the following countries.. Japan (special understanding).” Commanicanion =
from the Commission 10 the Council Concerning the Negotiation of Arrangemens on Community Steel
Impons for 1986, COM (85) $3S final (October 14, 1985). mmswmvdwmm
bhw“mmnhmlm«e«ly 1990s.

» For a detsiled description of the London Agreement and its effects on steel trade in the 1980s and early
1990s, se¢ Alan Wm. Wolff, “The Problems of Market Access in the Global Economy Trade and
Comgpetition Policy,” in OECD, New Dimensions of Market Access in 8 Globalizing World Economy
(OECD Documents) (1994). See also “Barriers to Importing Steel Into Japan,” New Sieel (March 1996);
New Steel (February 1995); Shukan Daiyamondo (August 7, 1993); “Allegations of a Secret Steel
Agreement,” Washington Post (July 23, 1993).

» American Metal Market (October 1998).
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in MITI “forecasts.™® MITI jawbones steel producers to ensure that output levels are not
exceeded,!' and, where necessary, MITI also directs steel producers to refrain from discount
pricing.*? (See Figure J.)

_The biggest manufacturer, Nippon Steel, and MITI decide on everything. If
Nippon Steel’s production range is decided in the guideposts, others would

be a:szgned to an appropnate rate according to their share. Of course, all

prices are just the same.*

There is essenu‘ally no competition between the Japanese integrated mills — their market shares
have remained absolutely the same for over twenty-eight years (Figure K).

Protection from imports, coupled with the absence of domestic competition, has enabled
the Japanese mills to “carry” their capacny surplus -- roughly 15 to 20 million tons -- nehuvely
intact through all of the economic recessions and upheavals of the 1980s and 1990s (Figure L).*
As Professor Mark Tilton commented in October 1998:

Japan's long-standing protectionism has shielded it from global trade realities.
The Japanese government, by restricting low-priced steel imports, has not forced
the tough adjustments on the Japanese steel industry experienced by the U.S. steel
industry. During the 1986-96 period, when the yen was strong and Japanese steel
was especially uncompetitive, restrictions on imports allowed Japan to remain a
major exporter of steel. Japan artificially maintained uncompetitive steel capacity

» Typically, in September 1998 & Japanese steel industry source acknowledged that the Japanese mills had
agreed on a 10 percent output reduction for the third quarters of 1998, based on a “generally agreed
forecast” for fourth quarter output of 23,2 1o 23.3 million tons.” “Japan Extends Steel Output Cut,”
American Metal Market, Sep. 28, 1998,

“ Typically MITI official Kazumass Kono said at the “Iron and Steel Distribution Discussion Group™ in
1995: “I'm being ransferred 1o & new post after today. Thanks (for your cooperation] over the past three
years. The supply and demand forecast for July-September is 25,500,000 tons, | million tons less than the
previous quarter. 1 would like you 1o cooperate in wiping out surplus inventory.” “258* Iron and Stee
Distribution Issues Discussion Group Meeting,” Zentetsuren Square, July 1995, at 12,

@ Thus, in April 1998, MIT1 Basic Industries Bureau Steel Division Director Eiji Sakuta stated: “I would like
the industry to avoid contests of sacrifice sales, in particular in these very serious times. It will hurt the
industry if volume goes down and prices go down. To improve the market, it’s crucial to reduce
production. The other concern is excessive increases in inventories.... The reason why MITI produced its
esumnnddemdulowuﬂoooom:msudmwewuldhhwundn;m"wptmlhemdmyfot
good inventory adjustment.” We really would like the industry to acknowledge the seriousness of the
circumstances, to behave rationally (for avoiding sacrifice sales), and to make a plan for decreased
production for riding on the wave Jf recovery.” “Interview with Eiji Sakuta, Director of MITI Basic
Industries Buresu on Issues of Future of the Steel Industry in Next Fiscal Year,” Tekko Shimbun (April 12,
1998) a2 2.

9 “Past II; Big Turn-Around, Truth of Interest Transferred, Regulations Made by Government and Industry as
One to Block New Entries,” Mainichi Shimbun (March 16, 1997).

“ Japan produced 104.5 million metric tons of steel in 1997. It consumed 82.1 million tons in 1997 and 72.3
million tons in 1998. IISI Steel Data Centre.
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Figure J

MITI and Industry Use the Guidepost

Managed-Trade System to Stabilize
Prices

INDUSTRY DATA COLLECTION

INTRA-INDUSTRY COORDINATION

MITI “CONCERTED ADJUSTMENT”
Basic Industries Bureau Hearings and
Meetings with the Industry

MITI FORECAST: “THE GUIDEPOST”

MITI MONITORING OF INDUSTRY
IMPLEMENTATION '
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- Figure K

Japanese Production Shares Have

Remained Stable Since 1970s
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) Figure L
Japanese Steel Industry Profitability is
Relatively Insulated from Market Cycles

Annuat Net Income as a Percent of Sales
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that has been the basis for this year's large exports to the U.S. and other
countries... Japan's export surge to the United States should be viewed as a giobal
bellwether. The fundamental solution 1o the problem Japanese imports are posing
for the American steel industry is to insist that Japan oreak up its steel cartel and
open its steel market to imports from around the world.**

The 1998 Export Drive. The Japanese mills jointly exercise vigorous control over the
composition, price and volume of their exports to all world markets through govemnment-
sanctioned export associations.** They use this controt to restrict exports to certain export
markets when considered necessary -- ¢.g., to implement a cartel agreement involving mutual
export restraint, or to avoid foreign government-imposed restrictions such as antidumping duties.
But given Japan’s large surplus production capacity, the Japanese mills are also capable of
unleashing a massive torrent of steel exports into other world markets when they see fit to do so -
- indeed, the threat of such an export flood is the principal mechanism for enforcing the mill-to-
mill agreements with producers in other countries. Most commonly, an export drive is
undertaken in conjunction with reduced domestic sales (Figure M). In April 1998, with Japanese
domestic steel demand severely depressed, the Japanese cartel directed a veritable avalanche of
dumped hot-rolled flat products into the U.S. market (Figure N). U.S. imports of hot-rolled sheet
from Japan increased by 1,061 percent in 1998 over 1995 levels, and average prices of Japanese
hot-rolled flat products have dropped from over $430/ton in 1995 to under $300/ton in late 1998.
A Morgan Stanley analyst commented in September 1998 that “Japanese steel is just murdering
[the U.S. industry}.™” (See Figure O.)

President Clinton’s January 1999 report to Congress on the steel crisis singled out Japan
as the “single largest contributor to the current pressures faced by the American steel industry.™*
The Administration told the Japanese government that “we expect Japan's exports to return to
appropriate pre-crisis levels,” and the Japanese government reportedly responded that “Japanese
steel levels will return close to 1997 levels in 1999.”* But as of this writing, Japan has given no
real commitn::. ts; after the Administration announced its policy, Japan’s Ministry of
International Trade and Industry issued a statement that “Japan never pledged voluntary steel
export restraints to the United States and cannot accept such a step because it violates World
Trade Organization (WTO) rules.”® And Japan's Fair Trade Commission, which has made no

“ Maurk Tilton, Japan's Steel Cartel and the 1998 Steel Export Surge, (Japan Information Access Project,
Qf(ober 23, 1998).

“ 50 Y ear Hisvory of the Kozai Club Joho, Kozai Club Joho (July 1979); (Tokyo; Kozai Club, May 1, 1997).

a “Steel Imports 10 U.S. Set Record in July; Japan Claims Shipments are Slowing,” Wall Street Journal
(September 21, 1998).

- Report 1o Congress on Steel, op. cit. (1999), p. 2.

Report to Congress on Steel, op. cit. (1999), p. 8.

» “MIT?: No Promise on Voluntary Stee! Export Restraints,” Kyodo (05:50 GMT, January 8, 1999). The
notion that the U.S. expected Japan to restrain its exports was dranded “a totally shameless act” and

severely criticized in Japanese editorial pages. “U.S. Trade Policy Full of Contradictions - Two-Sided
Offensive in the East and West,” Shukan Daiyamondo (February 20, 1999).
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Figure M

Reduced Japanese Producers' Shipments to the
Japanese Market Are Almost Always Accompanied
by Increased Japanese Steel Exports
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. Figure N
Japanese Domestic Steel Prices
are Substantially Above Japan's Export Prices:
The Case of Hot-Rolled Coil
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Figure O

Japanese Steel Exports to U.S. Market Have
Quadrupled During Asian Crisis

1,000.000

Source: Japan Tariff Association;

Nat Toss por Month




183

move to challenge the Japanese steel carte! in 28 years, suddenly sprang to life and declared it
would not permit Japanese steelmakers to act jointly to limit their exports:

By stressing its approach of relying on market mechanisms, the JFTC is also
aiming to suppress expectations by the U.S. government for a Japanese voluntary
export restraint (VER).>

Most importantly, the Japanese steel cartel remains intact and can generate 2nother export flood

o ~m—————gt-any time it sees anopening 10 éo 30.

Diversion of East Asian Steel. Japan's restrictive practices in steel not only affect the
U.S. market in the form of direct exports, but by diverting massive volumes of steel
manufactured in nearby Asian countries away from Japan into the U.S. market. Japan, with an
annual consumption of over 70 million tons and the highest steel prices in the industrialized
world, should be absorbing much if not most of the low-priced steel being exported by the East
Asian mills (many of which were built with Japanese financial and technical assistance).
Instead, in the current financial crisis, Japan has resolutely rejected all appeals, including direct
pleas from President Clinton, to open its markets to exports from troubled East Asian economies.
Japan’s steel imports from East Asia occur only on a regulated basis, in volumes permitted by
the cartel - and in 1998 those volumes fell while the export volumes from these same countries
to the U.S. rose dramatically (Figure P).

The most dramatic instance of diversion is offered by South Korea. Because Japan and
Korea are close geographic neighbors and each country possesses massive steelmaking
overcapacity, in a normally functioning market the two industries could be expected today to be
locked in a ferocious competitive struggle. Instead the opposite is true - the Japanese and
Korean mills are reportedly closely coordinating their activities to avert such competition.
Reflecting a détente between the largest steelmaking enterprises in the world (Nippon Steel and
POSCO) surplus Japanese and Korean tonnages have been removed from Northeast Asia and
exported to distant parts of the globe, primarily the American market.

When the Asian crisis began, Nippon Steel (on behalf of the Japanese mi 2 initiated
intensive talks with POSCO to ensure against a destructive competitive price war.** These talks
soon bore fruit. When the Japanese mills were seeking to implement price increases to the

" “JFTC Will Monitor Iron and Steel Exports 10 Prevent Collusion in Voluntary Restraints to U.S.,” Nikon
Keizal Shimbun (January 10, 1998).

n A Japanese observer commented: “‘Ever since the presidential clection last December [1997], people from
Nippon Steel’s head planning office in Tokyo have been coming and going in a steady stream,’ says an
industry source stationed in Seoul. Finally, anxious to make a trip himself, (Nippon Steel) Vice-president
Chihaya beaded to Seoul. What did [Former POSCO Chairman) Park tell him? Probably, speaking in
fluent Japanese, he said, ‘I won't do anything to create chacs on the Asis market.’ In other words, Park
hadn't forgotten the debt of gratitude he owed Nippon Steel for helping POSCO to its feet when it was a
national-policy-mandated project. He notified Japanese trading companies that he would let the price of
surface-treated and heat-rolled coil shipments to Japan stand from March theough May. POSCO, though
saddled with U.S.-dollar-denominated debts, still managed to set the minds of those concerned at ease for
the time being.” “Report Sees Chain Reaction in Asian Crisis,” Shukan Toyo Keizai (February 7, 1998).
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Figure P

As the Asian Crisis Unfolds, Asian Exporters
Shippes to the Low-Priced U.S. Market Rather
than the High-Priced Japanese Market
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domestic auto industry for flat-rolled steel in the late 1997, “in response to requests made by
Japanese mills to raise prices, POSCO, which plays the key role in semng pnces for sheet,
followed the Japanese mills and came into the negotiations over a rise in price for hot and cold-
rolled plate and steel.”** In the spring of 1998, it was disclosed that POSCO was negotiating
with the Japanese mills for a possible cross-shareholding arrangement. Chairman Imai Takashi
of Nippon Steel explained that:

As a competitor, Nippon Steel has exchanged information with POSCO to stabilize

the market. lf Nippon Steel can speak “as a sharehclder who was requested to be
one,” there is a possibility that “a tacit cooperation rystem " will be established
Jfor the export market, like that in the domestic marker>

An executive of the Japan Iron and Steel Federation spoke about the proposal in July 1998,
noting that “if other [Japanese) blast furnace manufacturers acquire POSCO stock, and Japanese
manufacturers together held about 10%, the market will be further stabilized."** Reflecting such
“coordination,” Korean steel is not disrupting the Japanese maket and Japanese steel is not
flooding Korea. Instead, both Korea and Japan have unleashed massive surges of low-priced
exports directed at the United States.

Korea

South Korea's dramatic leap into the front rank of world steel producing nations is
frequently cited as a leading example of the “Asian miracle,” anc! the recent debacle in its steel
industry is now emblematic of the “Asian mess.” Korea, whose «teel industry in 1970 consisted
of a few antiquated facilities utterly incapable of meeting Korea's then-modest domestic
demand, has emerged as the sixth largest producer of steel in the world and a major exporter. Its
pnnclpal steelmaker, the Pohang Iron and Steel Company (POSCJ), is the biggest s!eel producer
in the world, and is widely respected for its efficiency and the quality of its products.® But if the
creation of POSCO itself was a success, it is now painfully evident that Korea's policymakers
simply did not known when to stop the industry’s expansizn, nor viere its steel producers
particularly sensitive to market signals. The same comprehensive government promotional
policies that enabled Korea to create a modern steel industry fueled massive new capacity
expansion projects in a glutted market -- a course of action so irrational that it ultimately
precipitated the destabilization of the country’s entire financial sysiem.

The Korean promotional effort in steel began in the 1960s. Brushing off findings by the
World Bank and U.S. Eximbank that its plan was not economically feasible, the government

» PohngothAlmProposuanuoanmlmlemd iheet for Autos,” Tekko Shimbun
(October 3, 1997).

u “POSCO Makes a Proposal of Cross Share Holding to Nippon Steel, Stroagest Coalition to Develop Asian
Markets,” Nikon Keizai Shimbun, May 20, 1998, at 11.

fod “Nippon Steel and POSCO Move Toward a Capital Tie-Up,” Nihon Keiza: Shimbun, July 4, 1998.
% «pOSCO Koeps the Momentum Going,” Metal Bulletin Monthly (February 1998).
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created POSCO as a quasi-governmental entity headed by a retired general. The government,
which ran Korea's financial system “like a military unit” directed Korean banks to loan massive
capital to POSCO to fund its expansion, often at negative real interest rates. Between 1975 and
1998 Korean swelmahng capacity grew rapidly, from 2.0 million m/tons to 43 million tons
(Figure Q). ¥ By the 1980s POSCO and other Korean mills were producing far more steel than
Korea’s domestic market could absorb, and low-priced Korean steel exports were becoming a
major factor in international steel trade.

"The Korean g govemment has always opemed POSCO as an instrument of its industrial
promotion policies. POSCO has provided steel to Korean manufacturers on the basis of two-
tiered prices - if an end product is to be exported, POSCO reportedly lowers the price “in order
to increase the export-competitiveness of steel-using domestic industries™ — a practice which
effectively subsidizes Korea's exports of a variety of finished steel products. New Steel reported
in July 1997

From the beginning, Korean steelmaking was a “strategic industry,” Mahn-Je
Kim, POSCO'’s chairman, told New Steel. This meant that POSCO was supposed
to help its customers be competitive by pmducmg low-cost steel. “Despite recent
changes in the market environment, there is still plenty of pressure for us to keep
subsidizing those customers,” he says.”

The Korean government has continued to channel resources into further expansion of the
steel industry despite the crisis of global overcapacity that had become apparent by the 1980s, a
practice which was the proximate cause of the Korean economic collapse in 1997. The Hanbo
insolvency simply highlighted excesses which have characterized Korean policies in steel for
many years. As one analyst put it, the problem in steel was “the country's government-
dominated banking system and. . .the belief that the bngger you are the better you are.”® Hanbo
was “lottenng toward insolvency” as long ago as 1989.”" Nevertheless, despite the firm’s
precarious financial condition, and capitalization of only $106 million, Korean banks loaned
about $6.7 billion to Hanbo to create a huge new integrated steelworks which would add another
7-10 million tons to Korea’s steeimaking capacity. Much of the debt was channeled through
govemment-controlled banks (at rates as low as 1.5 percent) or by private banks pressured by the
government to make loans. One such bank loaned over 1 trillion won to Hanbo, representing

i In 1987 & World Bank study commeated that “it should be noted that, while the (Korean steel] industry has
become technologically efficient, it was developed with highly subsidized capital and thus may not have
been an economically efficient investment in and of itself.” World Bank, Korea: Managing the Indusirial
Transition, Volums I (1987), p.2.39.

= Korea Metal Journal (May $, 1997).

» “Privatizing Steel in Latin America and Asia New Steel (July 1997). In the wake o' the Korean economic
crisis, in 1998 POSCO lowered the price of its steel sold for production for expeat in order 10 offset the
effect of the devaluation of the Korean currency, which had caused steel consumers’ raw materials prices 10
rise by 50 percenst. Korea Metal Journal (May 7, 1998).

bt “Scuth Korea Moves into a New Era,” Meial Bulletin Monthly (February 1998).

@ “Q&A on Multibillion-Dollar Hanbo Scandal,” The People’s Korea (1997).
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nearly all the bank’s book value, and many of the private bank loans were made without a
feasibility study, the requirement of collateral, or a risk analysis, or other minimal lending
safeguards. After Hanbo bankrupicy, it was revealed that many of the company’s creditors had
loaned it money under pressure from government officials— Scores of politicians were
investigated; some were charged with pressuring banks to lend to Hanbo after receiving bribes
. from Hanbo, and several have gone to jail.*?

Despite the Hanbo bankruptcy, the glut of steel on world markets, and the fact that Korea
was “already awash with steel,”®® jn 1997 the Korean government pressed ahead with plans to
expand Hanbo. It installed a management team from POSCO, injected grant money into Hanbo
to enable it to continue operations, and organized a consortium of banks to ensure that funding
would continue for further capacity expansion. The government also disclosed plans to provide
funding for roads, piers, harbor construction, industrial water facilities, distribution depots and
electric power stations.** Hanbo’s major investments in capacity expansion continued, even
though they were partly responsible for Hanbo's troubles in the first place.

POSCO itself showed little sign of retrenchment despite Korea’s economic crisis:

While other leading Korean industries responded by curtailing their operation,
POSCO doesn't have the luxury of being able to adjust its output. “Financial
losses from tampering with blast furnace operations are enormous,” says KIET
research fellow Ki:t Joo-han. Steelmakers for this reason never go below 90
percent operation ratio, Kim explains.%®

However, POSCO has been forced by the crisis to redirect its exports. “*Short of Asian markets,
the U.S. market may really be the only major alternative,’ says Kim at KIET."

U.S.-Korea Negotiations. The U.S. government has engaged Korea in extensive talks in
1997-98 (including an exchange between President Clinton and President Kim) to secure
assurances that Korea would end “market-distorting subsidies” to Hanbo and would arrange a
“market-driven sale of the company.” The U.S. also pressed the Korean government to sever its
ties with POSCO and provide guarantees that it would not influence POSCO’s pricing in the
future. Korea has assured the United States that it is taking such steps, and has given
commitments to IMF to end government interference in the banking system. These recent

e An audit of the company revealed in 1999 that it had “doctored its books” to conceal a “slush fund™ of
$625 million. “Lawmaker: Hanbo Kept More than W733 Billion in Slush Fund,” Yonhap (01:15 GMT,
January 21, 1999). o

© Anti-Trust Authority Urges Shake-Up of Korean Steel,” Metal Bulletin (November 26, 1998)

“ “Seoul 1o Support Completion of Harbor/Power Plant for Hanbo,” Asia Puise (March 12, 1997); “Delay
Expected in Completing Hanbo's Tanjin Plant,” Korea Herald (February 18, 1997)

¢ “POSCO Bets on a Long-Term Export Recovery,” Korea Herald (March 11, 1998).

“ Ibid. The Korea Institute for Economics and Technology (KIET) is a think tank which operates under the
auspices of Korea's Ministry of Trade and Industry.
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developments, however, are unlikely to resolve the problem Korea’s government policies have
created in steel:

o Korean government assurances to the U.S. government in steel have historically
proven unreliable. For many years the Korean government assured the Commerce
Department in formal submissions that it did not direct Korean banks to channel loans
to designated industries such as steel. Today the whole worid is well aware that such
goverament influence over Korean banks on behalf of favored companies and
industries, mch:dm;mel is not only the norm but the principal cause of Korea's
economic crisis.

o Korean government assurances to the IMF have proven unreliable. The IMF
stabilization program for Korea includes a pledge by the Korean govemnment not to
influence the lending practices of banks for industrial policy purposes. But
govemmtmmmﬂaﬁonofbanhwxmevespemﬁcmdusmupohcygoahmonly
continues but is openly reported in the press.”’

o Hanbo's steelmaking capacity remains intact. Hanbo'’s massive new steelworkers —
which would not have beea built in a market economy or in the absence of subsidies
— cemains intact and will resume producing steel upon the company's sale. The
mere transfer of the firm to new owners — quite possibly another Korean steel firm
— will do nothing to offset the effects of government actions that created Hanbo in
the first place.

The Legacy of Communism

The production of steel occupied a position of quasi-mystical importance in the ideology
and doctrine of the twentieth century communism, and the establishment of a large steel industry
was an overriding goal, if not an outright obsession, of generations of central planners in the
Soviet Union, Eastern Europe, and the Peoples Republic of China. In these command
economies, enormous resources were mobilized and channeled into expansion of the steel
industry, regardless of the economic cost and the human toll. Stalin’s brutal forced
industrialization of the 1930s transformed vast rural regions in the Ukraine and the Urals into
major centers of steel production, and by the 1970s the Soviets had created by far the largest
steel industry the world had yet seen. In China, under the slogan “all people joining steel
pmducdon."MsoTxe-nmstmﬁlupPorwnd(l%S)upmotedSOMonpemuvmually
overnight - 19 percent of China's entire work force — and dragooned them into the manufacture
of steel, much of it in “backyard” mills so primitive that the steel produced was useless for any
purpose. Romanis's communist leaders pursued the expansion of the steel industry with such
single-mic.ded zeal that by the early 1980s this formerly-rural economy bad been mnsformed

o On December 29, 1998, it was disclosed that “government-controlied Korean banks yesterday froze fresh
m;ww&mwoaupummmfwdeﬁmdumammnmpmmﬂm
Electronics Industries. The banks are also considering calling in existing loans.” "B-nbmw
Semicon's Credit,” Financial Times (December 29, 1998).
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into the world's 12th largest producer of steel - and as one Western observer commented in

1984, “the building of a giant steel industry [was] an achxevement that has helped to break the
back of the Roinanian economy and pauperize the population.”®® In Poland, so much of the
national wealth was channeled into the ill-considered expansion of the steel industry that a Polish
economist pleaded - vainly — in 1987:

Let us not blunder along any further. The insatiable steelworks demon is
devouring all of the funds allocated for investment and it is also gobbling up raw
materials and energy.

Although the Soviet Union was for many years the world’s leading producer of steel in
terms of volume - with 186 million tons of output in 1986 — its steel industry was wholly
unsuited to competition in the world market. Most Soviet mills were built before or just after
World War II, and used antiquated, inefficient open-hearth izchnology. The mills were sited
where government planners wanted to put them, for reasons frequently wholly unrelated to cost
or competitiveness. As a result, today much of the Russian steel industry is sited at remote
inland locations -- secure, perhaps, from invading armies but far removed from low-cost ocean
transportation and their sources of raw materials and markets. Overstaffing was endemic in the
Soviet steel industry, and in the CIS successor states, steel mills continue to support “bloated
work forces.” At the Magnitogorsk Metal Works in the Urals, only half of the work force of
55,000 is actually making steel; the remainder are on the payroll because layoffs might lead to a
“huge social explosion.” For much of the mdustry there is no reliable cost data, and some mills
conduct most of their business transactions in barter, even paying their taxes with steel. °
Elements of the old Soviet command system are still evident.”' The OECD commented in 1998:

“The pricing of Russian and Ukrainian steel exports has often been uneconomic
due to the inability in these countries under the current economic conditions to
employ standard accounting principles, the lack of finance and the use of barter,
and the orientation toward production rather than profits. 7

The CIS Export Push. During the Cold War, a number of communist countries --
pamcularly those in Eastern Europe -- used the export of commodity-grade steel to the West as a
mechanism for eaming hard currency. Erratic surges of cheap exported steel from Eastern
Europe and the Soviet Union — reflecting the decisions of state planners rather than market
conditions or the relative competitiveness of the producers -- have been disrupting Western

“ Reuters North European Service (May 16, 1984).
4 Dr. Wawrzynick Wierzbicki in Poliryka (January 10, 1987).
» “Venezuela Slaps Duty on CIS Steel,” The Indian Express (Sepiember 7, 1998).

n A Uknainian observer commented about his country’s steel industry in 1998: “Many plants are preparing

investment programs in the Soviet style, rather than creating modern, market oriented busincss plans. This
is something which will have to change. ™ “Dumping Action Hits Ukraine Exports,” Metal Bulletin
(October 1, 1998).

n OECD, Cooperation between OECD and Russia and Ukraine in the Steel Sector (Dece'nber 21, 1998).
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markets for over 30 years, sometimes in spectacular fashion. However, in terms of sheer
volume, there is simply no precedent for the flood of steel exports that has occurred in 1997-99,
in the wake of the economic collapse underway in the former Soviet Union (See Figure D).

TbebleaknpofdnSoviaUnionmdtbeensuingeccnomicimplosionintthlShu
precipitated an unparalleled crisis in the steel industry. Its principal traditional market — the -
factories of what was once the Soviet Union — has shrunk to a fraction of what it once was. The
Soviet military machine, which generated the demand for much of the CIS steel output, is largely
gone. The economic crisis in the CIS has depressed demand in the civilian economy as well --
Russia’s GNP has fatlen by over 42 percent since 1989, and Russia's steel consumption, once 970
pounds per capita, has today falien to under 265. In 1997 the OECD estimated that the CIS
countneshadnearlyﬁwameusmucbsteelmahngcnpacnyuwnneededtomeetdomesuc
demand.” Yet the mills in Russia, Ukraine and Kazakhstan continue to produce steel, reflecting
the fact that in many steelmaking regions, there is literally no other economic activity that
promises to support the population. AunionofﬁculnMagmwgorskoommwdmlmmu
“the steel mill is the main enterprise in the city. There is no other work.”’* And as Russian
observers note, “it is only abrozd that our metal industry has the chance to earn real money [e.g.,
hard currency].””* AUhummobmvednotedenu«ylm

{D)wumping is the name cf the game. Ukrainian metallurgists call their branch
“mbigproﬁx net of Ukraine,” because it does just that; it nets the big fish called
"big bucks. ™"

But the same account noted that the hard currency being earned by steel exports was not flowing
into the Ukrainian economy, but into the Swiss bank accounts of corrupt executives:

{M]etallurgy experts say that the money made from export does not go towards
the branch’s development, but straight to the private Swiss bank accounts of the
plants’ executives. “They sell 10 tons of metal in Europe through intermediaries.
Mﬂwypu:OSmmthereponaudputthcmnofdunwuymtheir
pockeis,” say ex-people’s deputy, and social democrat Yuriy Buzduhan.”

Under such circumstances, mills in Russia, Ukraine, and Kazakhstan have poured their
products onto the export market, flooding markets all around the world with commodity-grade
steel sold at extremely low prices. In May 1998 a European source complained that the Black
Sea ports were clogged with over 2 million tons of steel “and the Ukrainian mills keep on

n OECD, Developments in WWSHMC@J&].DS‘WSVSCM”(M«N. 1997).

» “Facing Oblivion, Rust-Belt Giants Top Russisa List of Vexing Crises,” New York Times (November 3,
1998).

» “Swoel Lrdustry Must Reorient on Home Market,” Nevasimays Gazete (Jasusry 14, 1999).
» “Demise of Motallurgical Industry Viewed,” Kiev Inseinews (20:43 GMT, January 3, 1999).
n “Demise of Metallurgical Industry Viewed,” Kiev Inteinews (20:45 GMT, January S, 1999).
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producing - this is what makes the market so difficult.”™ By mid-1998 Russian mills were
exporting 65 percent of their output, and some producers were exporting nearly 100 percent of
their production, usually at prices well below those prevailing in foreign markets. A Ukrainian
analyst commented in 1998 that “very frequently, metal production is sold at a price lower than
the cost of production...”™ Incredibly, Russian plate and hot-rolled coils were apparently being
sold in some markets at less than half the prevailing domestic market price.*® CIS countries
were even trading charges with cach other over dumping steel - in December 1998 the Russian
Severstal and Magnitogorsk steelworks demanded im‘position of antidumping duties on “the
importation of cheap Ukrainian metals” into Russia.®

Chaotic steel market conditions were reported in Latin America, the Middle East, South
Africa and Southeast Asia as a result of sharply rising imports from the CIS countries.
Antidumping actions against Russian steel exports were launched in Canada, Mexico,*? India,®
Chile,® Thailand, South Africa, and the Philippines.® Ukrainian steel was the subject of
antidumping or other trade measures in Venezuela, Chile, the United States, India, Canada,
Mexico, Thailand, Turkey, Indonesia, South Africa, the Philippines, Colombia, Egypt, and
Argentina"® “A huge stockpile of cheap, low-quality Ukrainian metal lying in heaps on the
external market has only prompted wider-ranging antidumping investigations.”’ By late 1998 at
least 30 countries had imposed import restrictions against CIS steel or were preparing to do s0.%
The progressive closure of markets around the world to CIS steel in 1997-98 has had a

— " ——<hanneling effect on exports:

™ Metal Bulletin (May 11, 1998).
» “Metallurgy Anti-Dumping Measures Viewed,” Kiev Den (September 30, 1998).
® Metal Bulletin (May 28, 1998).

b “Russian Metallurgists Against the Importation of Cheap Ukrainian Metals,” Izvestiya (December 26,
1998); see also “Steel Dumping in Russian Market Alleged,” Segodnya (Octoder 14, 1997).

~—8. . Meial Bulletin (May 28, 1998). -

® WTO, Semi-Annoal Report Under Article 16.4 of the Agreement: India, G/ADP/N/35/IND.

" WTO, Semi-Annual Report Under Article 16.4 of the Agreement: Chile, G/ADP/N/29/CHL (Sepiember
19, 1997).

© Mezal Bulletin (May 28, 1998).

A}

bod “Dumping Action Hits Ukraine's Exports,” Metal Bulletin (October 1, 1998); “Metallurgy Antidumping
Measures Viewed,” Kiev Den (September 30, 1998); “Demise of Metallurgical Industry Viewed,” Ki
Intelnews (January S, 1999). -~

" “Demise of Metallurgical Industry Viewed,” Kiev Inzelnews (20:45 GMT, January S, 1999).
" OECD, Cooperation Between OECD and Russia and Ukraine in the Steel Sector (December 21, 1998).
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With the closure of practically every other market, and with declining :

consumption at home, at the end of last year Russia turnéd to the last market still

open -- the USA.® A i
A Moscow joumal commented in January 1999 that “since the Asian crisis the U.S. steel market
has been virtually the only place to sell this Russian product.””

In 1998, the United States bore the brunt of the Russian export onslaught, absorbing far
more Russian steel than any other country. The volume of U.S. imports from Russia virtually
exploded in 1997-98 as prices plummeted (Figure R). One Russian account acknowledged that
in early 1998 “an avalanche of cheap Russian metal {was] hurled down on the American
market.”® Another Russian observer summarized the situation which was unfolding in June
1998:

The American continent accounts for 28 percent of the 26.5 million tonnes of
Russian exported metal products. Russia has sold 42 percent of the “excess”
steel in Asian-countries (including China) at this point. While the Asian “flu"”
will not pass soon (and some OECD represeniatives believe that this “epidemic”
will last until the year 2005 ), American ,froducm truly do have every reason to
fear Russian metallurgical aggression.

The Russian Agreements. On February 22, 1999, following weeks of reports that the
U.S. attitude toward Russian stee] was “softening,” the Administration announced it had
concluded tentative agreements with Russia to restrict Russian steel exports to the U.S.3 A
“Suspension Agreement” suspends the antidumping proceeding brought by U.S. steel producers
and workers against imports for hot-rolled flat products from Russia. The agreement would
impose an annual quota on hot-rolled steel imports of 750,000 tors, or a 78 percent reduction
from the 1998 level. The Suspension Agreement establishes minimum prices ranging from $255
to $280 FOB for sale of Russian hot-rolled products in the U.S. Finally, the Suspension
Agreement establishes a six-month moratorium on imports of hot-rolled flat products from
Russia into the U.S. Concurrently, the Commerce Department announced preliminary margins
of dumping in the investigation of Russian hot-rolled steel which ranged from 71 to 218 percent.

» “Russis May Get Less than She BW For,” Mesal Bulletin Monthly (December 1998).
® . Newavisimaya Gazeta (January 14, 1999). -
" Maria Rozhkova, “Russians Go Home," in Moscow Kommersant - Daily (October 2, 1998).

" “OECD Calls for Reduction of Steel Imports,” Segodnya (June 9, 1998).

» Izvestiya reported in January 1999 that “the White House position on this issue (steel] has evolved from
very tough to moderately neutral... We can only hope that, in the course of future talks with the Russian
side, the White House's position will change from moderatcly | to positive, and that, afier the
conclusion of an intergovernmental agreement oa steel shipments, the antidumping investigation will be
wound up. “U.S. Administration Sofiching Stance on Steel Imports,” Izvestiya (January 12, 1999); see also
“U.S. Decision to ‘Spare’ Russian Sieel Makers Analyzed,” Izvestiya (February 12, 1999).
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_ Figure R
USSR & Successors' Steel Trade

50,000

45,000 1
40,000 1

35,000 1

25,000 1

Thousand Metric Tonaes

20,000 w
15,000 1

10,000 1

5000 { -

19-13 1975 1977 1979 1981 1983 1985 1987 1989 1991 1993 1995 1997

Sources: Steel Statistical Yearbook, IIS1 (1983, 1988, 1998).
Note: Trade expressed in wtal finished snd semi-finished stoel products.



195

A paraliel “Comprehensive Agreement on Steel Imports from the Russian Federation”
established quotas on U.S. imports of a broad range of sieel products from Russia.™

The U.S. steel industry sharply criticized the Russian agreenients and asked that the
Administration neither sign nor implement the tentative pacts. The industry pointed out that the
agreement ~ by suspending the antidumping proceeding — would permit the Russian mills to
continue dumping in the U.S. It contended that, in effect, the agreement cedes to the Russian
producers asubmualpleceoftheus steel marke: that was initially secured, and can now be
held by dumping at dramatic margins. But while some Russian producers denounced the
agreements, others hailed the tentative accords. Th: General Director of the Magnitogorsk
Steelworks commenwd

The absence of punitive duties planned against Russians signifies the further
parter relations with the American buyers of Magnitogorsk metal —{the General
Director said]. The plans welcomes the possibility to continue the exports,
although at a smaller amount.” The Russian market is so far unable to consume
our metal now." %

The Disappearing Chinese Market. While many communist countries built huge steel
industries, through all the decades of the Cold War none of them became truly self-sufficient,
and they needed to import large volumes of steel fromn the West--particularly higher-grade steel
(such as seamless pipe and corrosion-resistant gradies) that they could not make or could not
produce in sufficient quantity. China in particular, which in the 1980s and 1990s boasted one of
the world’s fastest-growing economies, absorbed an enormous volume of exported Western steel ..
~ and indeed, had it not done so, the structural crisis which developed after 1974 would have
been immeasurably worse. However, today this oulet - a steel export market as big as the
United States - is rapidly disappearing as a result of government import-substitution policies.
The closure of the Chinese steel market, which began with the issuance of an obscure
government circular in 1994, is arguably an event which will have a greater impact on world
steel trade pattems than would any conceivable progiam of import restrictions which the United
States might implement. But in contrast to the tentative, fully transparent actions taken thus far
by the U.S. government - which have triggered cries of alarm and protest all over the world -
China’s moves to close its vast steel market have passed unnoticed and unchallenged.

China’s Late Start. Communism followed a diferent path in China than in the Soviet
Union, a fact which is reflected in its emerging steel industry. Under Mao-Tse-tung s erratic
leadership, China was in theory a centrally planned economy. but was in fact immersed in long
periods of revolutionary turmoil and domestic chaos.™® True central planning, involving the

e U.S. Department of Commerce, Commerce Secretary William M. Daley A Tentarive Ag
Sharply Reducing Imports of Russian Steel (Press release, February 22, 1999). The two sides also
concluded a Memorandum of Understanding relating to the promotion of fair trade between the U.S. and
Russia.

bl Viktor Rashnikov, “Magnitogorsk Plant Head Approves of Steel Agreement,” /TAR-TASS World Service
(14:32 GMT, February 23,1999).°

fod As the World Baak dryly expressed it, in an economy dominated by revolutionary committees which
condemned technology, training, profitability, and efficiency, “atlocation decisions became more and more

continued...
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centrally-coor.inated application of resources over a long period of time to achieve specified
goals, did not really occur in a sustained fashion untif new leadership rejected Mao's thought and
launched the country on a course of economic reform in 1978. Among the priorities of Deng
Xisoping's regime was to create modem stee) industry that would eliminate China's dependence
on imported steel and enable China to become & net steel exporter.

China's steelmaking capacity has grown phenomenally in the two decades since Deng’s
policies were adopted. The government has channeled massive financial resources to the
industry in a succession of Five-Year Plans, concentrating on the creation or expansion of
several huge steelmaking centers. Modern equipment and technical assistance were secured
from western countries, particularly Japan. Capacity grew from 32 million tons in 1978 to 52
million tons in 1986 and over 100 million tons in 1996. The current Ninth Five-Year Plan
(1996-2000) calls for expansion of capacity to 130 million tons by the year 2000. Much of the
cost of this effort is being provided by the central government or by local governments.”

While China’s steel industry is now the largest in the world, it is for the most part not
internationally competitive, and most of the industry would disappear under conditions of open
competition. The industry has a work force even more swoilen than that of the CIS mills. The
Chinese industry employed over 3 million people in 1998, and several individual Chinese
steelworks each employ more workers than the entire U.S. steel industry (300,000 workers at
Anguang works and 260,000 at Shougang versus 226,300 for the whole U.S. industry.)™ The
industry guarantees lifetime employment to this vast workforce, as well as subsidized housing,
health care, and other services. Per capita output at the end of 1996 was an abysmal 76 toas,
comparedwnhuotmd425tonsformﬂlsmlheUS and Europe. The quality of much Chinese
steel is poor.”® But central and local authorities have proven refuctant to allow poorly-managed
enterprises to fail, and, where necessary, have intervened to bail them out.'®

...continued

acbitrary and subjective as central management became increasingly ineffective.” World Bank, Chiha:
Socialist Ecomomic Developmen: (Washingion: World Bank, 1983) Vol. I, pp. 46-47.

i Mining Annual Review (September 1997); “BOC Pledges Loans for Steel Giant,” Xinkua (12:44 GMT)
(July 24, 1998); “Liacaing Province Backs Large State Enterprises,” Xinkua (8:35 GMT, December 28,
1998).

Il

” Economist Intelligence Unit and American Iron and Steel Institute.
» “Pain Before Gain for Steel,” Inside China Today (Decembes 8, 1998).

100 Chongging Special Steel Works, a “huge state-owned enterprise,” ran into difficulty in 1997. “{Wlork in
the old factory was a mess. There was no accurate report of the use of gas, electricity and 'water, nor was
there an accurate account of the firm's spending.” Chongqing stopped paying its workers in mid-1997, and
an audit revealed that the firm was effectively bankrupt. China’s State Council intervened, providing
financial support and new managers. This episode was said to demonstrate that “contrasy {0 popular belief
that the State should stay out of an enterprise’s business in a market economy, it scems the government’s
participation in some enterprises’ management is still necessary. . . .” “Steel Works Saved by State
Intervention,” China Daily (August 24, 1998).
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Closing the Market. Given the weaknesses of its industry and the progressive
decentralization of economic decision-making, in the 1980s and early 1990s many, Chinese
enterprises preferred imported over domestic steel. By the early 1990s China had become the
largest export outlet for steel except for the United States. But in 1993, China's imports surged —
the country absorbed 30 million metric tons of steel, aquumtyso large that industry observers
complained that imporis were “blind” and “out of control.”'®* (See Figure S). Accordingly, in
August 1994 China’s highest authority, the State Council, issued a circular prescribing a series of
policy measures fo be taken to limit steel imports. The circular required, among other things,
that steel trade be centralized in the hands of a limited number of national and local enterprises
with “trading rights” to import steel products. In addition, any consumer wishing to import steel
was required by the circulay io file an application with a local authority designated by the State
Planning Commission and demonstrate: (a) that the imported steel represented a “market need”
and was required for local construction or manufacturing purposes; (b) that the consumer had
secured renmimbi to pay for the steel; md(c)thatanwlhonudxmponagenx.mdmtemmonal
supplier, and a domestic end-user all existed and were prepared to participate in an agreement.'”
The requirement that an end-user be identified ognot to approval effectively forecloses the
prospect of secondary sales of imported steel.' Thene!effectofthesenewnnuhasbecnto
regulate the flow of imported steel and prevent the market re-sale of imposted steel. '

Afier the issuance of the 1994 circular, China’s steel imports were steadily ratcheted
downward as it proceeded toward a declared goal of 100 percent self-sufficiency by the year
2010.'% As a result, while China's steel demand continues to grow, its import volume is
declining both in absolute tenns and as a percentage of domestic consumption. China imported
only about 14 million tons in 1995 and about 12 million tons in 1998. In late 1998 it was
disclosed that with economic growth slowing and new domestic steelmaking capacity coming on
stream, China would cut its steel mgpons in 1999 to 7 million tons. “China is closing its
borders,” an industry analyst said.'

lot Guoji Skangbao (November 1994).

mnmonnqmﬁuedlppknbylhemmvdoflwmlnewngmqmmenufmml
pursuant 10 the October 1992 M. of Ui ding on Market Access between the U.S. and
China. Under the registration system, as with the licensing scheme, Chinese authorities retain the
discretionary authority o limit import transactions as they see fit. Dickson, China’s Steel Imports (1996
op.cit)p. 8.

b The regulations designate 56 local registration puthorities, s0 that any importer seeking to do business on a
nouonmdemkumumdwnmmuchonhess;mﬁm

et Ian Dickson, Chinas Steelimports: An Ouiline of Recent Trade Barriers (July 1996, Working Paper,
University of Adelaide, Australia).

13 Jiang Baozhang and Wang Yantian, “China: Minister on Steel Production in 1997,” Beijing Reamin Ribao
(March 4, 1997).

108 “China Seen Cutting Imports 40%,” AMM Online (November 30, 1998). In 1995 China imported 235
thousand net tons of steel from the United States, making it the eighth largest export destination for U.S.
steel products. In 1997 this total had fallea to 14 million net tons and in 1998, tased on annualization of 11
months® data, to 13.6 thousand net tons. In other words, U.S. expcmehmhlvefsuenbyoqu
percent since 1995. U.S. Department of Commerce statistics.
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Figure S
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To put the global impact of China’s new protectionist policy in perspective, the
difference between China’s import volume in 1993 (30 million metric tons) and 1998 (12 million
tons) was 18 million tons. The drop in steel demand in Asia (excluding China) between 1997
and 1998 ds a result of the financial crisis was 27 million tons. If China had been importing at
1993 levels in 1998, it could have absorbed two-thirds of the entire volume of surplus steel on
the world market attributable ¢o the Asian crisis.'”

China is not only disappearing as major steel export outlet, but is on the verge of
becoming a major exporter itself. While exports to date have been modest (about 3 million tons
in 1998 and a high of 5.9 million tons in 1995), the government is implementing policy measures
to stimulate steel exports. Steel was one of a handful of sectors which received preferential
export tax rebates in 1998, a measure implemented to “cheapen China’s exports to make them
more competitive in export markets.”'® The American Chamber of Commerce in China
reportedly characterized the measure as a disguised devaluation of China's currency in the form
of an export subsidy, a charge which China rejects. '®

Chinese enterprises have not only adopted many capitalist business practices, but some of
capitalism's excesses. Ip late 1998 the Chinese steel industry was reportedly moving to form
cartels to stabilize the domestic prices of steef products. The cartel initiative - centered initially”
on hot-rolled flat products — was a response to conditions of glut in the domestic steel market and
reportedly involved the establishment of price floors through interfirm agreements and
“punishing enterprises that sell their products at lower prices.*''® The govemment has buttressed
these efforts with so-called “Self-Disciplinary Regulations on Steel Prices,” which prohibit steel
and steel trading firms from “reducing selling prices artificially.”!"! These market-stabilization
moves have drawn sharp criticism within China and may ultimately be reversed, but they bear
watching.'" China has no antitrust tradition and cartels may well appear to be an expedient

1 Suistics from the International Iron and Steel Secretariat.
1% “Export Tax Rebates up for Five Sectors,” China Daily (June 23, 1998).

10 “Raising of Export Rebate Rate Viewed,” Beijing Review (February 15-21, 1999). China has taken pains to
: point out that the rebates merely return a portion of the domestic value-added tax 10 export enterprises and
are therefore not a subsidy. However, the rebates are larger for a few key sectors (including steel, with an
11 percent rebate), than for Chinese exports in general, and were expressly implemented to stimulate
exports in these sectors. As such, the higher rebates for preferred sectors are an iadicator of China’s export
stralegy, which appears (o eavision a major role for steel. The rebate for steel, for example, was increased
to 11 percent because “under pressure from price competition from Korea and Japan, China’s steet export
has stalled.” “Official Urges Reform of Export Tax Rebate,” Guoji Maoyi Wenti (December 6, 1998).

"o “Chinese Industries Set Up Cartels 1o Deal With Glut,” Agence France Presse (October 4, 1998); AFP-
Extel News Limited (October S, 1998).

" “Government Begins 1o Regulate Sieel Prices, China Business Information Network (November 2, 1998);
“State Sets Minimum Price for Steel Products.” South China Morning Post (Sepwember 1, 1998); “Official
on Enforcing Price Regulation,” Xinhua (08:29 GMT, September 20, 1998). !

n In November 1998 an official in the State Development Plsnning Commission told reporters that members
of the State Council (China's supreme governing body) had assured him that the price-fixing policy would
soon be reversed. “Beijing 10 Reverse Policy on Price-Fixing.” South China Morning Post (Novembet
10,1998).
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response to stagnant demand and falling prices. In the past, in other countries, the emergence of
cmlshubeenapmunorwmmnvedumpmgmexponmﬂ:eu Given the sheer size of
China’s steel industry, the closure of the Chinese market, coupled with the cartelization of the
industry, could have a profoundly destabilizing eﬁectmexponmrkﬂsmtheeommg months

" and years.

Brazil

Brazil has built the world’s tenth largest steel xndustr? , largely through a series of
ambitious government-driven capacity expansion programs.''>. The World Trade Orgnmuuon
estimates that the Brazilian govemnment has invested $26 bllhon its steel industry since the mid-
1950s:

- The industry's growth was :uppomd by successive Brazilian governments,
initially through public investment in large integrated steel mills and later
through fiscal incentives.''

By the early 1980s the government’s enormous commitment to stee! produced an industry that
was ]aer but which suffered from inefficiency, chronic massive losses, and operational

When the debt crisis struck developing countries in the early 1980s, it became clear
tlu( tbe steel industry - by then grossly overbuilt - was not only a principal source of the
country’s debt burden, but a policy msuument for improving Brazil’s balance of payments
through dramatic expansion of its exports.'* lmplemennng an extensive array of export
subsldlu. the government demanded that the steel sector dramatically increase its exports “at any
cost.™''7 As a result, a massive surge of extremely low-priced Brazilian steel struck the world

n The U.S. Embassy in Brasilia commented in 1977 that the 'ﬁnﬁlhnueelexpamionmm...isof
truly vast dimensions, perhaps unparalieled in the developing world.” U.S. Embassy, 8razil’s Steel
Industry -- Swatus at mid-year (August 31, 1977).

1 WTO, Trade Policy Review: Brazil (WT/TPR/S/Z1, 1996) p. 142.

s A 1987 investigation of Cosipa, one of the three mais integrated producers, by the Ministry of Industry
concluded that “the company finds itseif in a state of absolute financial, sdministrative, and operational
disorder.” Gazeta Mercantil (Janusry 9, 1988).

1e Former Industry Minister Camilio Penna observed that foreign bankers “came knocking st any door
offering money 10 buy a steel mill, using political and diplomatic pressure. We bought, and aow the only
way L have 10 pay the debt is seiling steel.” Washington Post (February 21, 1984); Siderurgia
Latinoamericana (September 1986), pp. 49-50.

" A Brazilian stee] executive conceded in 1983 that “steel products were ofien exported at prices that were
fower than desirable or even reasonable.” SIDERBRAS Presidest Cavalcante in O Estado de 80 Paulo
(March 13, 1983).
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market in the mid-1980s, creating turmoil in markets all over the world.'"® Many countries
imposed restrictions on steel imports from Brazil. .

Confronting the collapse of the state steel sector at the end of the 1980s, the Brazilian
govemment changed course and embarked on a sweeping privatization effort. By 1993, eight
steel firms had been privatized. The industry became profitable, cut costs, and overcame many
of its operational problems. However, subsidies and other forms of state support, while scaled
back, have nevertheless continued. Brazil’s biggest producer, CSN, is currently building a new
mill in Ceara with “lucrative tax benefits and chedp electricity,”"'” and the steel industry remgins
one of a number of “strategic™ sectors designated for government support and easier access to
low interest loans.'®

.Brazil's steel industry possessed significantly more capacity than was needed to supply
the domestic market even before a recession developed in Brazil in 1998. With the onset of the
world financial crisis, demand for Brazilian steel in Asian markets collapsed at the same time
that domestic demand fell. As a result, as the President of the Association of Brazilian exporters
expressed it, “Brazil will need to be more aggressive in other markets such as Europe, Mercosur
and the United States.”'?' This “aggression™ was demonstrated in Brazil’s exports of hot-rolled
flat products to the U.S., which increased by 75 percent in 1997 over 1996 levels. By the third
quarter of 1998, prices of Brazilian hot-rolled flat products sold in the U.S. had fallen to their
lowest level in years, over 25 percent below the level at the beginning of 1995.' In February
1999, the U.S. Department of Commerce announced preliminary antidumping and countervailing
duties on imports of hot-rolled flat products from Brazil, with antidumping margins as high as 71
percent --.measures which Brazil characterized as “arbitrary” and “artificial.™'® Nevertheless,
the Brazilian mills remain bullish about their export prospects for 1999 because the 10-percent
devaluation of the Brazilian currency enhances their price competitiveness relative to Russia and
Korea, two of the most aggressive steel exporters.'?* T

s The Depantment of Commerce found that Brazilian firms were dumping steel in the U.S. at margins which
in one case exceeded 100 percent. Certain Flat-Rolled Carbon Steel Products from Brazil, 49 F.R. 3102
(January 25, 1984). for accounts of discuption of world markets during this period by Brazilian steel
exports, see Metal Bulletin (January 28, 1983) (Canada and Eass Asia); Metal Bulletin (May 18, May 29,
August 6, 1982) (European Union); American Metal Market (January 28, 1981, July 27, 1983) (“United
States -- the shipment of more than 700,000 tons of [Brazilian} steel - mainly plate - had ‘literally
destroyed" pricing ia the Gulf Coast region,” Ibid.)

B4 Luxner News, Inc. (June 1, 1997).

1% “Government Launches Export Stimulus Program,” O Globo (September 8, 1998); “Brazil Pushes Exports
as Gap Widens,” Journal of Commerce (February 10, 1998).

L Between January and April of 1998, Brazil's exports of rolled steel products to East Asia fel] by 48 percent.
“Asian Woes Impact on Exports Discussed,” Correio Brasiliense (June 16, 1998).

n U.S. Department of Commerce. -

W “Minister on Steel Exposts 1o the U.S., Embraer Issue,” Folho de Sao Paulo (February 18, 1999).

1 The Brazilian producers are frank in their assessment that sieel export volume will increase at a higher rate
(4.8 percent) than steel export value (4.0 percent), suggesting a further decline in export prices is
anticipated. “Exporters Foresee $6 Billion Teade Balance Surplus.” Jornal da Tarde (February 15, 1999).
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Protecting the Market. Brazil has persistently and heatedly denounced ist”
policies in the United States and the EU which limit its exports of steel products.'™
patience is reaching its limit,” wunedF«mganiswlszehpehumamlmmtb
respect to U.S. antidumping and counterveiling duties on Brazitian steel.'”® Brazil’s Minister of
Industry, who observes that “foreign trade nowadays is not a game for schoolgirls in a
convent,”'?? said in 1998 that

President Fernando Henrique has already announced that the government '
mtmdstot‘ncreauounwmtoﬂwb:mmbyzwz Brazil is going to achieve
that goal whether the WTO likes it or not.'>*

At the same time, while bristling at foreign impediments to its export push, Brazil has moved to
impose its own comprehensive restrictions on imports into its domestic steel market. Beginning
in mid-1997, Brazil established a requirement that importess either make an advance non-interest
bemngdepomoﬂbamhmpmeofmpmwdgoodsuwm%ﬁdaysbefmmumg
payment, thus effectively forcing the exporter to provide long-term financing.'?® In addition, in '
1998 Brezil implemented an information technology system, “Sisomex,” for import licensing
which permits a government administrator to establish a minimum impont price for the
mnswuon.'” These restrictions have been denounced by a number of Brazil's trading partaers,
and Brazil has responded defiantly. When the European Union sought consultations with Brazil
in the WTO over the import deposit requirement, the Brazilian Minister of Industry commented
that R

the WTO is made up of a gang of idlers preoccupied with seeing to it that
developing countries such as Brazil export less and import more."!

U

L “Lamgpreia Expresses Concern for U.S. Steel Protectionism,” Agencia Estado (November 19 1998); “De
Lima Scores U.S. Prosectionist Policy,” Correio Brasiliense (August 10, 1998); “Cardoso Voices Concern
About U.S. Protectionism,” Gazeta Mercantil (December 10, 1998),, “German Trade Barriers for Brazilian
Products Criticized,” Jornal do Brasil (April 24, 1998).

1% “Lampreia oa U.S. Trade Restrictions on Brazilian Steel,” 540 Paulo Agencia Esiado (23:43 GMT,
September 2, 1997).

n “Finsacial Dumpiag by Foreign Firms Scored,” Jornal do Brasil (December 26, 1997).

3 “Dormelies Scores WTO oa Expert Stimulus Probe,” O Globg (Februsry S, 1998).

el “EU Consults with Brazil in WTO oa Import Payments Restrictions,” RAP/D (Press Release. February 20,
nm).wrmnmmwwmm Rede Globo Television (23:00 GMT.
March 27, 1997).

» “Brazil Regulations: NcwllululoSlwlmom.CandeDzﬂaz. EIU Views Wire (Seprember 25,
1998).

m “Dornelles Scores WTO on Export Stimulus Probe,” O Globo (Pebruary S, 1998).
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The European Union

The current open world trading system, based on the General Agreement on Tariff and
Trade (GATT) and its satellite agreements, is mostly the product of a longstanding collaboration
between the United States and Western Europe. The Americans and West Europeans share a
general commitment to liberal trade, encouragement of foreign investment, open markets, and
rules-based resolution of disputes. U.S.-European economic relations have nevertheless been
marred by acrimonious, recurring disputes in several sectors. While the most bitter controversies
have erupted over trade in farm products, no manufacturing sector has generated as much rancor
over a sustained period as steel. For decades, U.S. producers have filed trade actions against
subsidized and dumped steel from Europe, and the Europeans have vehemently objected to U.S.
“protectionism.” : ‘

At present, the most pressing immediate issue confronting the U.S. and the EU is whether
and to what extent the burden be equitably shared of absorbing exported steel products from
countries in economic crisis. However, the steel issue, dormant of the past five years, could
erupt into another major dispute if the EU mills, suffering from overcapacity, launch an export
drive aimed at the United States, as has occurred in past recessions.

The Record of Intervention. In the first 25 years after World War 11, the nations of
Western Europe devoted an intensive effort to rebuild steel industries that had been shattered by
the war. In some countries, such as Germany, with an established industry and tradition of
steelmaking, most of the reconstruction and expansion effort was undertaken and financed by the
private sector. In France, ltaly, Britain, Belgium and Spain, when private firms could not raise -
the capital required, governments provided “he necessary investment funds. Both private and
government investors based their expansion plans on the assumption that the buoyant economy
and rising level of steel consumption enjoyed by Western Europe in the 1960s would simply
continue along the same trend lines in subsequent decades. State planners directed massive
public resources into the construction of new steel mills in underdeveloped areas such as
southem Italy, southern France, rural Sweden and Scotland.

With the onset of the structural recession, steel demand in Europe fell abruptly, from 124
million tons in 1974 to 102 million toas in 1975, and prices dropped 35-40 percent, Largely
failing to recognize that this downturn marked not just another recession bt a fundamental
change in the paitam of demand, many European governménts and producers continued to press
ahead with ambitious capacity-expansion plans they had mapped out in the early 1970s. Five
years after the structural recession had struck with full intensity, many of the Community’s
economic decisionmakers were still resisting capacity reduction initiatives, and, in some cases,
were pressing forward new expansion plans, with an “overoptimism which in some cases
bordered on the exiravagant and the perverse.”'’? The result was catastrophic. Virtually all
major producers suffered unheard-of losses; by the carly 1980s the state steel enterprises of
France and ltaly ranked among the biggest money-losing enterprises in the world, and British
Steel had achieved the dubious distinction of being the greatest loss-making enterprise in the

m Yves Meny and Vincent Wright, eds., The Politics of Steel: Western Europe and the Steel Industry in the
Crisis Years (Berlin and New York: Walter de Gruyther, 1987), p. 11
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history of the United Kingdom.' In Italy, the crisis in steel was characterized by La Repubblica
as “the major economic disaster in the history of industrialized Italy,”"** and in France, it was
called “the greatest mess we have seen in thirty-five years.”'*

Subsidies. While European governments were already providing substantial subsidies to
the steel industry before the crisis, the sheer volume of government money poured into steel after
the crisis began was nothing short of stupendous. The EC Commission approved over $35
billion in subsidies for steel by Member State governments between 1980 and 19£5,'* and by
1982 the German Steel Federation complained that in Britain, fully one-half the cost of
producing a ton of rolled steel was provided by the govemmcm." In Luxembourg the drain of
steel subsidies on the national treasury was so great -- three percent of total national expenditures’
- that the government was forced to raise the cost of public telephone calls and increase taxes on
alcohol, cigarettes and gasoline to raise the needed revenue.'*® While the bulk of the subsidies
were provided merely to ensure that lossmaking steel producers would survive, govemment
money also enabled these firms—which were uncreditworthy by any reasonable definition—to
modemize through the acquisition of expensive state-of-the-art equipment.

In recent years the European Commission has been successful in substantially reducing,
although not eliminating, the flow of su'ssidies from national govemnments to the steel industry,
and a number of state-owned firms have been or are being privatized. Firms such as British
Steel, which once benefited from enormous subsidies, have renounced siate financial aid to the
industry, and are currently vigorms’l’y criticizing and legally challenging specific subsidy
proposals in other Member States.'” Nevertheless, steel subsidies have not been eliminated and
remain a controversial issue within the EU and with the EU’s trading partners. The Commission
approved $8.3 billion in steel subsidies in 1994, principally to mills in Spain, Italy and the
former East Germany.'*® A new EU State Aids Code which took effect in 1997, actually
expanded the universe of allowable subsidies for the EU steel industry - leading a U.S. steel
executive to complain that “They (Europeans) are going backwards on state aid, rather than
forward.” Moreover, the effects of the massive subsidies of the 1980s on the industry are still
readily apparent today. There is still more steelmaking overcapacity in the EU — over 30 million
tons -- than in any other region of the world except the former Soviet Union. The Community

w Sunday Times (December 27, 1981).

B La Repubblica (October 3-4, 1982) cited in Meny and Wright, op.cit., p. S.

"8 Miche! Freyssenet, La Sidurgie Francaise 1945-79; L'Histoire d’un Faillite, Les Solutions qui s’Affrontent
(Paris: Savelli, 1979) ciled in Meny and Wright (1987) op. cit., p. 504.

1% EC Commission, Repor from the Commission to the Council on Application of the Rules on Aids 1o the
Steel Industry, COM (86) 235 Final (August 6, 1986).

1w Wirtschafisvereinigung Eisen und Stahlindustrie, Practical Experience with Governmenial Assistance 1o
the Steel Industry of the European Ci iry (Febeuary 1982).

Bl Europe No. 3588 New Series (April S, 1983), No. 3691 New Series (September 19-20, 1983).
» “EC Court Rules in [lva’s Favor Against British Steel,” ANSA (11:03 GMT, October 24, 1997).

10 *“The Decline in European Subsidies,” New Steel (June 1997).
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steel industry is dramatically larger today, as well as far more efficient, as a direct result of what
is probably the largest infusion of money made by governments into a specific civilian
manufacturing sector since the beginnings of industrialization. :

Cartels. The cartel is frequently said to be a European innovation, and while that
proposition may be debated, there is no question that cartels have found a particularly
sophisticated and widespread expression in the European steel industry in this century. European
producers have a long tradition of using “gentlemen’s agreements” and other anticompetitive
arrangements (o stabilize steel markets.'" The European carte] tradition is fundamentally
inconsistent with the principles underlying the U.S. antitrust laws, and this divergence has
produced some of the worst U.S.-EU economic conflicts of the past 30 years. In steel, European
cartels have fostered, periodic surges of dumped exports from the EU into the U.S. market. In
the present crisis, any move by the European mills to cartelize their market — historically their
standard response to recession - should be viewed with extreme concern by the U.S.
government.

Cartel agreements to divide markets and restrain price competition were legal, and legally
enforceable, in a number of European countries until and during World War IL'*? and in the
1920s and 1930s the entire European steel industry was organized into national cartels which in
tun belonged to an International Steel Cartel (ISC).'** The U.S. Occupation introduced
American antitrust concepts to Europe, but rather than wholly displacing the cartel philosophy,
these ideas resulted in the formation of institutions which incorporated both antitrust and cartels
as legitimate industrial policy concepts under certain circumstances.'** Price fixing, restraints on
_ output and other anticompetitive activities were prohibited by the Treaty of Paris, which created
the European Iron and Steel Community, but the Treaty also permitted the Brussels authorities to
authorize legal cartels to surmount severe recessions (which they began to do in 1967).' The
same institutional tensions characterized the constitution of the young Federal Republic of

“ See genenally Federal Trade Commission, Report on Cooperation in American Export Trade, Part 1 (June
30, 1916).

s See Robert Brady, The Rationalization M inG Industry (New York: Howard Fertig, 1974).

1 Ervin Hexner, The International Steel Cartel (Chapel Hill: University of Notth Carolina Press, 1943). The
iSC was hailed by European politicians as an institution which would reduce fluctuations in price and
contribute to world peace. “F regard the conclusion of an international steel carte] as a landmark of
international economic policy.” - German Foreign Minister Gustav Stresemann, Franifurter Zeitung,
(October 2, 1926), cited in Hexner, op. cit. pp. 207, 244-45.

e John Gillingham, Coal, Steel and the Rebirth of Europe, 1945-55 (Cambridge: Cambridge University Press.
1991).

s H.C. Kohler, “Vestrachliche Formen der Zusammenarbeit in der Produktion und Beim Verkauf
Stahlerzeugnissiz,” Stahl und Eisen (April 17, 1969).
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Germany.' In addition, the Community’s competition authorities tanded to turn a blind eye to
the extensive cartelization of the European steel industry by the private sector.'’

When the structural recession struck in the mid-1970s, it quickly became clear that
traditional private restraints would not suffice to maintain market stability in the Community,
and the European Commission intervened with progressively more stringent market-regulating
measures.'** In 1980, invoking the Paris Treaty's provisions, the Commission declared a state of
“manifest crisis™ and imposed mandatory production quotas on many steel products.'*> Any firm
that produced steel in excess of its quota (except for export) or which undercut the legal
minimum price, was subject to Commission fines. These measures were reinforced by the
integrated steel industry association, Eurofer, which enforced quotas on deliveries to steel
consumers in the EU. The Commission-Eurofer anticrisis measures remained in effect for eight
years, were phased out, and then reintroduced, in a much more limited respect, in 1992-94.
These measures saved many European mills from what would otherwise have been almost
certain extinction, but they left a decidedly mixed legacy:

e Overcapacity. If subsidies have been the principal factor continuing to the EU's
longstanding capacity surplus, cartels — whether formally sanctioned by the EU
authorities or not — have also played a major role in preventing the market from
forcing a contraction on the EU industry. The production quota system “support{ed]
prices and help{ed] to keep inefficient steel companies alive.”'*

¢ Dumping. The Community’s crisis measures were designed to reduce the volume of

steel within Europe, thus stabilizing prices. A damaging side effect was the
consequent displacement of the Community’s steel surpluses into export markets. '

e David B. Audretsch, “Legalized Cartels in West Germany,” The Anrirrust Bulletin (Fall, 1989).

o See “Cartels Fence in European Steel,” Business Week (Sepiember 3, 1966); Klsus Stegemann, Price
Competition and Output Adjustmenz in the European Steel Market (TGbingen: J. C. B. Mohr, 1977).

1 Measures included mandatory floor prices on some steel products, “recommended’ price floors on other
products, and volumtary production quotas. Fines were imposed on firms which undercul the mandatory
minimum prices. Official Journal Nos. L. 114 (May S, 1977); L. 133 (June 7, 1978); L. 352/1; L. 352/8;
L. 392/4 (December 4, 1977).

b Official Journal No. L. 291 (October 31, 1980).

10 Financial Times (June 8, 1987). A commission of “Wise Men" tasked by the EC Commission (0 examine
the overcapacity problem in the steel industry reporied in 1987 that the production quotas “go too far in
softening the financial and commercial pressures 10 act quickly in order 10 adapt to the foresecable market
situation. . . . . it is obvious that, having been protected by a quota sysiem for seven years, and having

- become accustomed 10 the system being extended, the companies are not prepared to give adequate
undertakings regarding closures. . . ." EC Commission, Communication from the Commission 10 the
Council Amending COM Final/2 of 17 September 1987, COM 87 640 Final, November 26, 1987.

" See T. Howell, W, Noellert, J. Kreier and A. WolfY, Steel and the State: Government Intervention and
Steel's Structural Crisis (Boulder and London: Westview Press, 1988), pp. 102-108.
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o Persistence of the cartel tradition. In the 1990s the Community has taken dramatic
steps to enforce a more rigorous competition policy. A series of investigations by
DG-IV, the EU's competition authorities, has revealed that cartel activity bas
continued to flourish in the EU steel industry even though the official sanction for
such activity was withdrawn years ago.'s? The roots of these persistent clandestine
arrangements are traceable, in most cases, to the period of anti-crisis measures that
began in the late 1970s, which in turn served to carry forward the “cartel concept”
that was embraced by European leaders of the prewar era.'”

The current surge of imports into the EU from various countries not subject to formal
import restrictions presents a challenge to any new European. industry effort to reestablish cartel
discipline in the EU market, whether with formal approval from Brussels or not. But such
problems have been surmounted in the past within a relatively short time frame, and the same
could be true in 1999 or beyond. The East of Burma agreement with the Japanese mills appears
to be holding up. U.S. policymakers should remain vigilant to ensure that recartelization of the
European market does not occur, or, failing in that, that EU surpluses are not - as in the past -
displaced into the American market. ’

Sharing the Burden. Western Europe’s geographic proximity to the CIS countries and
Eastern Europe make it a more natural export market for steel produced in the former Soviet
Bloc than the United States. However, the EU has negotiated agreements with Russia, Ukraine
and Kazakhstan which establish quotas on the annual volume of steel the EU will import from
these countries. The total quotas for flat-rolled products from all three countries combined in
1997 was 866,690 metric tons, '* and a Russian observer complained that his country’s quota
was “absurdly small.”'** As a result, as an official at Seversta), one of Russia’s principal steel
exporting manufacturers commented:

132 See Commission Decision of January 21, 1998, Official Journal L. 100/S5 (April 1, 1998); Commission
Decision of February 16, 1994, Official Journal L. 116 (May 6, 1994); Commission Decision of July 18,
1990), Official Journal L. 220728 (August 15, 1990). The EU’s Commissioner for Competition Policy,
Karel Van Miert, commented in 1997: “We have a lot of work to do in the traditional industries. such as
paper, sugar and sieel. The brutal cartels no longer exist; they have been cosmetically smastened up. . . . In
other words il is more sophisticated.” “EU’s Van Miert on Competition Issues,” NRC Handelsblarnt
(November 22, 1997).

1 See Kent Jones, “Forgetfulness of Things Past: Europe and the Steel Cartel,” 2(2) The World Economy 162
(1979).

134 Official Journal of the European Communities (Nos. L300/51, L210/32 and L178/36).

133 “Iron Curtain Built Against Russian Steel,” Export Magazine (August 21, 1997). The EU has rebuffed 3
Russian request that the 1998 quota on steel imports from Russia be in dby 10p The EU
argues that in 1998 the Russians did not fill their existing quotas. The Russians characterize this failure as
a result of poor coordination export transactions on the Russian side rather than the lack of market
opportunities in the EU. “Continued Cold Forecast in Quota Standof,” Journal of Commerce (February 2,
1999).
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Western Europe is a closed market for us anyway, due to the number of quotas
enforred.'>

Hungary has also imposed quotas on steel imports from the CIS."” The net effect of these
restrictions has been to divert the massive wave of CIS steel exports away from Europe and into
the United States, with the result that the U.S. has absorbed far more CIS steel than Western
Europe. In 1997 the U.S. imported 8.5 million metric tons of steel from the CIS, and the EU
only 2.3 million tons. The diversionary effect of the EU’s quotas has been widely recognized:

Russian perspective (1). “The point is that the market of the countries of the
European Union (which accounts for 10 percent of domestic exports) is insured
against a “flood” by quotas set in a five-year agreement on the steel trade signed
with Russia. So in the event the crisis continues, all the metal intended for Asia
might actually pour into the American region and upset it along with output --
unneeded on the domestic market -- from the steel foundries of Japan, Korea,
Singapore, Thailand, and other countries which are undergoing crisis.™**

Russian perspective (2). Were the Asian economic predicament to linger on,
which some experts tip to last well until the year 2005, the U.S.’ misgivings abous
Russia's intrusive steel exports there could well be vindicated. The point is that
the EU market, which soaks up ten percent of Russia’s steel exports, is securely
hedged over with quotas specified by a five-year steel trade accord the EU
clinched with Russia.'*®

Comment from India. “In the European Union, where most of the CIS imports
should go, HRC exports would only be around 450,000 tonnes per annum, other
flat products around 60,000 tonnes per year, and long products 150,000 tonnes.
So the 40 million tonnes of exports from Russian and Ukraine have to go
elsewhere. Meanwhile, the EU will supply technology and finance to upgrade the
CIS industry. "'

“Summer Doldrums Add to CIS Export Woes,” Metal Bulletin (August 13, 1998).
“Hungary Rénews Quotas on Russian, Ukrainian Imports,” Meza! Bulletin (July 9, 1998).
“OECD Calls for Reduction of Steel Imports,” Segodnya (Tune 9, 1998),

“Steelworkers Are Being Hemmed in by an Iron Curtain,” Segodaya (June 9, 1998).
Venezuela Slaps Ducy on CIS Steel,” The Indian Express (September 7, 1998).
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) The Trade Policy Challenge

Imports of dumped and subsidized steel have confronted successive U.S. administrations
with trade policy challenges since the 1960s. In general the U.S. government has responded with
two types of policy measures:

o Trade remedies. Congress has created an array of administrative trade remedies which can
be ir.voked by industries which are injured in international competition. Reflecting the
massive distortions which characterize international trade in steel, these remedies have been
utilized hundreds of tirnes by U.S. steel producers since the mid-1960s, particularly the
antidumping law (which authorizes the imposition of duties on imports sold at “less than fair
value which injure or threaten to injure U.S. firms) and the countervailing duty law (which
authorizes the imposition of duties to offset the effects of foreign subsidies).

o _Comprehensive programs. Several U.S. administrations have also negotiated comprehensive
systems of import restraint with the principal foreign suppliers of steel to the U.S. market.
The most notable arrangements have been the Trigger Price Mechanism (TPM) implemented
under President Carter — essentially an early wamning system for dumping with which foreign
supplier countries were expected to cooperate — and the so-called “voluntary restraint
agreements” (VRAs) pursuant to which foreign countries limit their steel shipments to
predetermined annual tonnages.

The market distortions which have occurred in the global steel industry during the past three
decades have been so gross and pervasive that in the absence of the repeated application of the
trade remedies and the implementation of several comprehensive U.S. government steel
programs, most of the U.S. steel industry would have long since disappeared. However, both
types of relief were, and are, characterized by certain limitations, an understanding of which is
necessary in considering appropriate policy measures in the preseat crisis. VRAs were
negotiated with Japan and the European Community for carbon steel products between 1968 and
1974, and with these and many other supplier countries during the period 1982-92. -

The U.S. industry often suffers significant injury before any relief is forthcoming. The
. antidumping and countervailing duty laws require a finding of “material injury” by the
International Trade Commission before duties can be imposed — in other words, U.S. mills must
usually suffer significant economic injury in order to obtain relief against the source of that
m]ury Moreover, the imposition of duties does not make the U.S. producers whole again for the
injury already suffered, it simply buffers them against further injury. While duties can also be
imposed on the basis of a determination of “threat” of material injury, such findings are less
common and more difficult to secure. Section 201 of the Trade Act of 1974 provides that the
ITC can authorize comprehensive import relief if it finds that imports are “a substantial cause of
serious injury” to 8 U.S. industry. Here too, the industry normally must suffer very substantial
economic harm before becoming eligible for relief. The U.S. government’s comprebensive
import programs in steel, such the Trigger Price Mechsnism (TPM) implemented by President
Carter and the VRAs put in place by Presidents Johnson and Reagan, have also only beea
forthcoming after the U.S. steel industry suffered major economic damage.

The lack of a timely trade remedy mechanism for import relief has played a major role in
the progressive contraction of the U.S. steel industry over time. Each wave of dumping and
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subsidized imports has heralded a new string of plant closings, layoffs and bankruptcies. While
the import surges have eventually been halted in each case, the U.S. industry has been smaller.
Conversely, it is probably not a coincidence that intensive reinvestment and revitalization
occurred during the interval (1985-92) during which the U.S. industry enjoyed relief from import
surges.

U.S. Impovt Restrictions in Steel Have Not Afways Provided Adequate Relief. The U.S.
antidumping and countervailing duty laws focus on particular steel products and specific
countries, such as “plate from Brazil,” “wire rod from Taiwan,” and so on. Because so many
countries now manufacture a broad range of stee! products, the imposition of antidumping duties
on a particular product, soon as hot-rolled sheet may simply result in the producer shifting to the
dumping of a related, but similar product, such as cold-rolled or corrosion-resistant sheet — in
which case an entirely new antidumping proceeding, taking roughly a year, is necessary. VRAs
commonly cover a wide range of steel products, however, the conclusion of a VRA with a
particular country limiting its shipments to the U.S. has commonly resulted in new import surges
from countries not covered by VRAs, with no diminution (and in some cases, an increase) in
actual import levels. Implementing an effective response to this phenomenon required the U.S.
to negotiate VRA’s with many countries in the 1980s.

Traditional U.S. policy measures are increasingly constrained by new multilateral
rules. The United States is a signatory to the General Agreement on Tariffs and Trade (GATT)
which is now administered by the World Trade Organization (WTO). The GATT and several
ancillary agreements now appear to prohibit several forms of trade relief which have been
utilized in the past in the steel sector and are likely to impose new limits on others:

o VRAs are now prohibited by the'GATT.

o The countervailing duty law was significantly weakened with the Uruguay Round
amendments to the GATT, which prohibit application of countervailing duties to a
number of so-called *green light” categories of subsidies and limit the extent to which
other types of subsidies can be offset.

* The application of antidumping duties is coming under increasing attack by WTO dispute
resolution panels. In the forthcoming “Millenium Round” of multilateral trade
negotiations, our trading partners will insist on a negotiation on antidumping, with the
objective of weakening or eliminating the antidumping law.

The United States faces a dilemma in which it is increasingly difficult to implement an effective
program for the steel industry while remaining consistent with our WTO commitments. Yet
historically and at present, the GATT and the WTC have proven ineffective at remedying the
types of market distortions — such as subsidies and cartels — which characterize the world steel
industry.

U.S. policy measures in steel have been overridden by “foreign policy” concerns.
Steel trade issues are politically sensitive in many countries because of the importance placed on
the industry as a basic pillar of modemn economies and the large number of jobs at stake. As a
result, on a number of occasions when the U.S. was on the verge of applying antidumping and
countervailing duties to imports from other countries, furious objections and blunt threats have
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emanated from foreign governments, and in most cases the U.S. governmeat has chosen a
negotiated solution which permits continued sale of dumped and subsidized steel ~ albeit subject
to some constraints — rather than grant of the full relief authorized for the U.S. industry under the
trade laws.

A multilateral solution has proven elusive. buringtheearly 1990s the U.S.

government initiated negotiations with major steel producers to attempt to conclude a
Multilateral Steel Agreement (MSA) which would eliminate market-distorting practices in world
steel trade. It quickly became apparent that the basis for such an agreement did not exist. The
United States priority was to eliminate subsidies, cartels, import barriers and other market
distorting practices in steel around the world. However, many other countries’ priority was
exactly the opposite — that is, to eliminate the United States’ ability to offset their subsidies,
closed markets, and cartel practices in steel by the application of the trade remedies.

In theory, according to some, a consensus still could have been achieved if the U.S. had

surrendered its ability to use the trade laws in retumn for foreign guarantees that subsides, cartels
and other distortions would end. However, such a consensus proved unattainable for a number
Of reasons:

In the MSA negotiations, a tentative consensus was reached 10 prohibit certain practices
which most countries had already abandoned anyway (such as direct export subsidies).
But foreign countries demanded “carve-outs” from any new multilateral rules that would
permit them to continue the particular market-distorting practices they were utilizing in
their own steel industries.

Because existing multilateral disciplines on subsidies have proven almost completely
useless, the U.S. was unwilling to trade its ability to use countervailing duties for yet
another multilateral mechanism of dubious effectiveness. For example, GATT rules
regulating subsidies were codified in the 1979 Tokyo Round of Muitilateral Trade
negotiations. These rules did nothing to prevent or inhibit the tens of billions of doliars
in steel subsidies which occurred after 1979, did they prove to have any utility in
offsetting injury caused by these subsidies.

Japan refused to take part in any multilateral steel negotiations that might lead to a
prehibition on cartels and other anticompetitive practices. At the same time, it sought an
MSA that would hinder or completely block the U.S. ability to respond to the endemic
dumping that was caused by Japan's cartels.

National antitrust-type rules and enforcement regimes backed by fines have not prevented
the flourishing of steel cartels in Japan and the EU. Thus, even assuming an intemational
agreement ou cartels could be negotiated, it was difficult to expect such an agreement ~
which would lack the enforcement powers available to national authorities today - to
climinate anticompetitive combinations.
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Conclusion

The world financial crisis has led some observers to conclude that the United States
“must” accept the destruction of its steel industry because it needs to set an example to the world
of maintaining an open market regardless of circumstances which may arise in individual
industries:

“[Tlhe U.S. government is very likely to sacrifice their steel industry because they
have no choice but to practice what they preach,” says one Singapore trader, who
is optimistic that there will not be protectionist measures in 1999.''

In fact, no major industrial nation, including the United States, can afford to “sacrifice” an
industry as essential as steel, and there is no reascn to believe that the U.S. government would
seriously contemplate such an outcome. President Clinton has already announced an Action Plan
to defend the steel industry against dumped and subsidized imports, and has indicated that the
Administration “will take additional action as circumstances warrant.”'®? While U.S.
policymakers may debate the nature and the extent of the relief required, there should be no
doubt that the U.S. can and will act to save this key industry. The only issue is which specific

The United States has never “preached” that the U.S. or any other country should
maintain completely open markets regardless of the market distortions which may prevail in the
international arena. The basic bargain which Congress and American people have embraced in
successive rounds of multilateral trade negotiations is that the United States will progressively
open its market in return for reciprocal concessions and an assurance that effective measures wilt
remain available — in the form of the trade remedies -- to offset the injurious effects of unfair
trade. !> Reflecting this tradeoff, the right to impose antidumping and countervailing duties, and
1o grant import relief, is guaranteed by the GATT itself. If — for whatever reason -- the United
States were to find that it could no longer apply these remedies to full effect in response to an
import surge of the kind which is occurring today in steel, then this basic balance, which has
sustained the U.S. commitment to the GATT/WTO system since the end of World War II, would
be broken. .

Misguided government actions abroad have created an economic crisis. It does not
follow that the U.S. steel industry must now pay the full price for these mistakes through the
destruction of their jobs, companies and communities. The steel industry did not create the
financial crisis, nor, for that matter, did the United States. In fact, the U.S. has been the most
consistent and vigorous opponent of the kinds of interventionist policies that pmci_pm{ed the
present crisis, and the U.S. is now doing more than most countries to redress the situation, both
unilaterally and through the multilateral financial organizations. If U.S. policymakers conclude
that it is necessary to extend further major assistance to Russia, Indonesia and other troubled
economies, the cost of that effort should be shouldered by the United States as a whole, and
implemented pursuant to a comprehensive plan -- not impoyed, in effect, by default, through
dumped imports, on a single industry. \

bt “Asia: No Near-Term Respite in Sight,” Metal Bulletin Monshly (December 8, 1998).
L Report to Congress on Steel, op. cit. (1999), 9. 1.

ol “As legislators worked with executive branch leaders to a system to protect themselves from ade
pressures, they also sought a different sort of administrative institution, one modeled on qun,-;uduml
regulstory For there remained broad agreement thal, under certain exceptional circumstances,
American industries ought (o have totrade p i ..'nm.USlawmdprmnpmmneda
setol“mdenmdia"wpedwoffummwiwmyiujmwimumwmonw
WMMMWIWM"IM.M.MMTMPM&:
(Washington: Institute for Iniernational Economics, 2d ed., 1992), p. 21.
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STATEMENT OF HON. RICHARD J. DURBIN (D-IL)

Mr. Chairman and Senator Moynihan, I would like to thank you and your col-
:ieagugs on the Senate Finance Committee for holding hearings on the issue of steel

umping.

There is a crisis facing the steel industry in the United States, a crisis that has
left over 10,000 steelworkers out of jobs and could jeopardize the jobs of thousands
of additional workers. This disruption is a result of subsidized and dumped goods
coming into the United States from a variety of countries—from Russia, from Japan,
from Brazil, from Indonesia—at far under the cost of production and far under the
price the steel is being sold in those countries.

While our existing laws and Administrative procedures are in place and we've re-
ceived favorable &reliminary indications from Administration officials, the time it
takes to process these cases is too long and does not respond to a situation as dire
as ours quickly enough. For exam&lae, ot-rolled carbon steel dumping petitions filed
in September 1998, a full 10 months after the import surge began, will not be heard
and decided until June 1999. Under current law, industries and workers must wait
1213?1 the injury has occurred or is s0 imminent as to be unavoidable to file a Section

case.

Meanwhile, steelworkers continue to lose their jobs and the steel industry is suf-
fering tremendous losses from which it may not easily recover. I shouldn’t have to
remind anyone that three American steel companies have declared bankruptcy and
two of them are in the state of Illinois (LaClede Steel in Alton, IL, and Acme Steel
in Riverside, IL) and at least 10,00 of the nation’s 170,000 steelworkers have been
laid off. Illinois is the fifth largest steel producing state and we're proud of our steel-
glorkersl,dthe industry, and the products that they make for the American people and

e world.

It is my belief that we should approach this situation with both short-term and
long-term strategies that will complement each other and produce the maximum
benefit for the U.S. economy, the steelworkers, and the industry. First, steel mills
need access to capital to stay open and to keep their workers on the job, producing
the finest and best steel in the world. That’s a short-term approach that will help
the industry and the workers when they need it most: now. '

Second, we need to put more teeth into current trade laws. Specifically, we should
strengthen Section 201 lan&\mge by removinf a very high causation standard and
replacing that standard with a lower threshold by which U.S. industries and work-
ers can prove their cases more easily. Let me state for the record that if we reform
our trade laws and we ensure our trading partners know we are serious about en-
forcing those laws, the incentive to dump steel or other imported products will be
reduced. 1 liken this to a long-revered Senate procedure: the filibuster. As we all
know, the threat of a filibuster may be far more effective than the actual filibuster
itself. Similarly, the threat of more readily-proven dumping cases may, in fact, make
a country think twice about dming a uct illegally into this countra/.

The Congress has reacted swiftly to deal with national, state, and local crisis.
The House¢. of Regresentatives last Thursday passed H.R. 975, the Visclosky/Re,

uota bill. This bill would limit steel imports over the next three years to 26% of

.S. consumption, a level eomgarable to the average of steel imports between 1994
and 1927. On this side of the Capitol, we have several measures pending before this
Committee that will help address this problem. Pm an orig‘.m:.re co-sponsor of two
such measures: S. 261, the Trade Fairness Act of 1999 and S. 582, the Unfair For-
eign Competition Act of 1999. I'm also an ori co-sponsor of Senator Byrd's steel
loan guarantee amendment to S. 544, the FY99 Emergency Supplemental Bill. The
Finance Committee is also considering S. 61, the DeWine Continued Dumping or
Subsidization Offset Act of 1999 and S. 395, the Rockefeller quota bill.

Mr. Chairman, it is my belief that we need to reach a consensus on how to provide
short-term and long-term relief for the U.S. steel industry. We must act responsibly
and ensure that our trade laws are as strong and effective as they can be.

I again thank the Committee for this hearing and I look forward to working with
the members of th: Committee, the Senate as a whole, and leaders from the steel
community to find a solution to this American crisis. -

STATEMENT OF HON. PHIL ENGLISH, U.S, REPRESENTATIVE, 218T DISTRICT,
: VANIA

Mr. Chai and distinguished members of the Finance Committee, thank you
for holdingathis earu:g today. As a member of the House Ways and Means Com-
mittee, 1 have urged the Congress to take concrete legislative action in the wake



214

of the Administration’s failure to take effective action to deal with the crisis now
facing the U.S. Steel industry.

I testified before the Ways and Means Committee’s Subcommittee on Trade on
Febru 25, 1999 and asked the Committee to consider legislation to address the
crisis. The conditions that were present at that time are still present.

" INTRODUCTION

America’s steel industry is the most efficient, competitive and technologically ad-
vanced in the world. Our domestic steel producers have long since shed the ineffi-
ciencies that plagued the industry in decades past. American steel companies are
capital intensive and internationally competitive.

evertheless, American steel is facing a crisis which, without immediate action
from the federal government, is threatening to devour a significant part of the in-
dustry. The domestic steel market has been flooded by imported products pouring
in from Asia, Russia and Latin American, swamping more efficient American pro-
ducers and drowning thousands of jobs. This tsunami threatens to wash away a
strategic industry that has been a keystone of our manufacturing sector for genera-
tions, and nowhere more than in my part of western Pennsylvania, where the Bes-
semer process was first perfected in the last century.

Today, American steel jobs are threatened by illegal fcrgifn imports as our trade
competitors attempt to unload the co uences of their failed economic policies on
American companies and workers. And I predict the bad news will get worse. In-
creasingly, other manufacturing sectors face similar unfair competition as foreign
producers target lucrative U.S. markets, causing rolling depressions that sweep
away industry after industx‘%.

The time has come for Washington to stand up for steel, and insist on a level
playing field for American producers.

BACKGROUND

_The American steel industry is facing a crisis due to an immense surge of illegally
dumped and subsidized foreign steel imports. Since mid 1997, many foreign markets
have been rocked by economic and financial crises. One consequence of these finan-
;ial crises has been the significant drop in demand for steel products in foreign mar-

ets. -

When combined with preexisting overcapacity and subsidized foreign producers,
the drying up of foreign demand for steel has led many countries to attempt to ille-
gally unload their excess steel onto the U.S. market.

Since the 1980s the American steel industry has reinvented itself as one of the
most efficient, most competitive in the world. ough sacrifice by the industry and
its workers, streamlining and investments, the U.S. steel industry has nearly tripled

roductivity. The new U.S. steel industry can compete against anyone in the world.

e sad part of this story is that our industry plays by the rules and has restruc-
tured itself to be a model of econumic efficiency. It is only through illegal and unfair
trading practices that foreign producers have been able to undercut U.S. producers.

Import volumes in 1998 reached record levels, surgiu§I 33 percent over 1997, And
1997 was itself a record year for steel imports. Imports have surged over a wide va-
riety of product lines. We have recently seen, in response to trade cases filed by the
industry and unions, a decline in certain products that are subject to duties that
would be imposed by the final disposition of the cases. But steel is still flowing in
massive quantities-from countries not covered and in the form of products not listed
by the cases. Also it is entirely possible that imports have declined temporarily be-
cause we're simply out of storage space at U.S. ports. :

This crisis is precisely the reason why the Congressional Steel Caucus, Repub-
licans and Democrats together, have been urging the Administration to use of
the tools at its disposal under our trade laws to take decisive action to address this
crisis. So far, we have all been disappointed by the Administration’s general lack
of concrete, effective action.

r. Chairman, the question before us today is this: What can Congress do to stop
the current stee! crisis and reduce the possibility of another crisis that could be dev-
astating to the industry and its workers?

I firmly believe that we need legislative action. There are several major areas that
can be effectively addressed by legislation if we act quickly.

H.R. 975: Reduction in Volume of Steel Imports and Import Monitoring

The House of Reﬁresentatives passed H.R. 975, combining provisions of Rep. Peter
Visclosky’s bill (H.R. 506) which will reduce the level of imported steel Yu ucts to
pre-crisis levels and Rep. Ralph Regula’s bill (H.R. 412) which will establish an im-
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gort notification and monitoring system. This legislation passed the House by a wide

igir‘:iun jority.
uce the en o ports our t to p! is level
i bill’:ﬂilrg the burden of im| into marke re-crisis levels and
help to limit the damage done to communities, workers, and firms in the U.S. steel
industry in the short term. The steel import notification and monito: system,
which is modeled on similar systems currently in use by our largest tra part-
ners, Canada and Mexico, will allow the U.S. government to receive and analyze
critical import data in a more timely manner and allow industry to determine more
quickly whether unfair imports are Xisrupting the market.
The Senate should quickly call up and pass H.R. 976.

Strengthening Our Trade Laws

In addition to H.R. 976, Congress should consider strenghemng our trade laws
in several areas to enforce a level playing field on which U.S. industry can compete
fairly within the rules-based trading system.

Section 201 .

We need to start by strengthening our ability to deal with import surges. By
bringing U.S. standards in line wiz‘l; the WTO “Safeguards Agreement,” we can
make laws which have been on our books for years, such as Section 201 of the Trade
Act, more effective and easier to use. U.S. standards for proving injury are currently
more strict than required by the World Trade Organization. With these , the
industry or the Administration will be able to challenge unfair trading activities by
foreign competitors in a more timely fashion. .
Anti-dumping .

We should consider stren:gtbening our anti-dumping and countervailing duty (AD/
CVD) laws. We can bring the injury thresholds in line with international standards
to allow workers and companies adequate remedies when it is en that our trad-
ing partners are trading unfairly. One aspect of the AD/CVD laws that can be im-

roved is the consideration of currency devaluations. Cu.rrencx devaluations can
ve the effect of “robbing” the value of sanctions imposed and allow dumpers to
avoid the penalties they should legally face.
N

Russian Agreement ]

The recently announced agreement with Russia gives reason for concern. In addi-
tion to ahort-circuiﬁ.régethe legal process of proving dumping and /.nposing sanctions
against violators of trade laws, the ment would cede a large part of our
market to one of the most inefficient steel producers in the werld. Futum;a\&pen-
sion agreements” should be subject to the approval of a majority of the aff do-
mestic industry and workers.

Private Right of Action

At the huri;y before the Ways and Means Committee on February 25, 1999, Sen.
Specter testified on behalf of a pxo'o‘posal to allow 2 private right of action for judicial
relief when there is a violation of our trade laws. This would shorten the process
of obtaining relief when it can be proven that our tra%partnem are engaging in
unfair trade eesilz providing injunctive relief. This is a valuable propoeal
which is wo! of cons; . .
Closing .

Anytime an American loses their job it is a tragedy. But in the steel valleys and
mills across our country this y has been replayed thousands of times over in
just the past few months. The istration has been unwilling to act. No wonder
ouroont:;nsutx;itighmd distri:t:dmloot %?éngfnuwh%etm&uﬁonm-
essary ly preven our Yy .

I want to be clear. choice we face is not tween&ee.mumonthe
one hand and protectionist barriers on the other. The choice is whether we
have the will to take appropriate action, such as I have outlined , to prevent
the victimization of our economy by predatory exporters determined to pursue a
mercantilistic economic policy at the expense of our workers. Unfortunately, nations
sometimes try to take unfair advan oftheirh'adingpartnen.Companium
attempt to beneflt—at the expense of their legitimate competitors—from unfair
oﬁenSisguhedediu. When that happens it is the job of government to step in
and ensure a level playing field where competition—which benefits us all—can sur-
vive. Now is such a time for government action. I hope this committee will answer
our call and restore fairness for American steel producers. Thank you.

-2

ration.
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STATEMENT OF THE MARITIME EXCHANGE

[SUBMITTED BY DENNIS ROCHFORD, PRESIDENT}

The Maritime Exchange for the Delaware River and Bay, a non-profit trade asso-
ciation representing the interests of the Delaware River port community, is opposed
to H.R. 975. While the Exchange supports the discerning use of trade remedies al-
ready available to the domestic steel industry, the Exchange believes that the uni-
lateral quotas pro in H.R. 975 will be detrimental to the health and vitality
of this port, as well as U.S. trade policy as a whole.

The Maritime Exchange was established in 1872 to promote and protect the Dela-
‘ware River port commerce, and has grown to approximately 300 members strong.
In terms of commercial maritime traffic, the Delaware River port complex is among
the busiest of all U.S. waterways, handling a diverse array of commodities from
countries throughout the globe. In addition to being the largest U.S. port for im-
ported crude oil and many fresh fruit products, nearly 12% of the ships calling Dela-
ware River port facilities last year carried steel products. The restrictions against
certain imported steel products from various nations proposed in H.R. 975 will have
a significant adverse economic impact upon both ‘the Delaware River ports and its
adjacent communities. -

At Delaware River ports alone, federal trade policies have the potential to affect
the livelihoods of over 60,000 ple whose jobs demnd on healthy port commerce,
and the associated federal and local taxes. It can be estimated, for example, that
average direct revenues for a single Delaware River steel ship transit may top
$300,000; last year the port handled 121 steel ships from the 10 countries currently
targeted by legal action. Labor wages associated with steel imports at just one of
the several marine terminals handling this commodity in 1998 neared $7,150,000.
At another facility, approximately 1,260 direct jobs are attributable to imported
steel handling. These direct jobs supFort. over 500 induced and 185 indirect jobs.
H.R. 975 has the potential to Sut all of these men and women out of work. ]

Further, the ports on the Delaware River and Bay have gone to great lengths to
become competitive and make themselves accessible to the world’s snippers. As a
matter of fact, many of the improvements to the port have come through federal and
state fundin% For example, there is a project underw%y to dee&en the Delaware
River main channel by five feet; this project includes federal funding authorized in
the amount of $199 million, as well as matching funds authorized by the states of -
Delaware, Pennsylvania and New Jersey. Thece financial commitments by federal
and local governments represent an investment in both America’s infrastructure and
trade interests. If trade in certain commodities, such as steel, is alowed to wither,
investors may not be as willing to continue supporting America's port and waterway
gystems. This would lead to a loss of the competitive edge American ports have en-
joyed, resulting in a drop in trade overall. )

In addition, much of the steel handled by the Delaware River port operators in
1998 was of a type and quality not readily available from the domestic market and
was destined for U.S. manufacturing plants, espeda‘lilly the automotive industry—In
fact, a significant amount of semi-finished steel handled was consigned to domestic
steel producers and utilized for further processing. Simply stated, it is not always
possible for domestic companies in one segment of industry to fulfill demands re-
quired by another. Therefore, the Exchange is also concerned that U.S. downstream

- steel users, who employ 40 times as many workers as the inteil:nted steel mills, will
be out of work. This number does not reflect the port steel dling workers nor
does it reflect the imggct on the manufacturing and -port communities. Needless to
say, the impacts of H.R. 975 will be far reaching and severe.

On a more micro level, the proposed requirement that importers of certain prod-
ucts apply for and obtain a steel import notification certificate from the Department
of Commerce will be enormously burdensome to the members of the Maritime Ex-
change community. As you know, based on Bpublished demand estimates for steel
products, the Congressional Budget Office (CBO) estimates the increased cost to im-

rters would be nearly $400 million in 2000, $340 million in 2001, and $150 mil-
ion in 2002. If a reasonable fee is established for the certificate, the CBO estimates
that the direct cost for importers o obtain a certificate would be about $50,000 an-
nually. Many of the importers in this port could not afford such an expense. The
Eotential negative impact on the livelihoods of the 60,000 people which depend upon

ealthy port commerce in this region will be enormous.

From a more broad-based public ﬁolicy rspective, we agree with the House Com-
mittee on Ways and Means that H.R. 975 is in violation with the United States’
international obligations. First a quota on steel imports outside of current trade
remedy laws violates U.S. obligations in the World Trade Organization (WTO). H.R.
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975 quotas would not be based upon a determination of whether the imports are
causing or threatening serious injury or whether unfair trade or subsidization is in-
volved, as required by WT'O. Such unilateral action, without evidence of injury, is
sure to be subject of protracted dispute in the WTO, and could threaten the stabiiity
of WTO. Second, this bill would apf:lied to all steel imported into the United
States, and would not be limited to steel imports from countries not involved in this
issue. In other words, countries whose rts to the United States have not been
shown to cause injury, or even threat of injury, to the United States domestic indus-
try, will be penahzeug' . Such a policy is neither just nor sound, .

F‘inally we wish to reiterate that the Maritime Ex e does not condone unfair
trading. The Exchange supports the use of regulations and laws, such as section 201
and anti-dum% laws, in order to address unfair trade fpractices when necessary.
However, the lgghange supports only the judicious use of these laws to combat un-
fair trade. If these laws are utili without an investigation into their total eco-
nomic impact, they cannot be effective. The adverse consequences which will flow
from protectionist trade policy, including H.R. 975, must be measured against the
positive effects the domestic steel industry claims will flow from the government
intervention. It is essential that the public policy makers consider the legitimate in-
terests of this port, and others like it, as well as those of the domestic steel industry
when debating the ssage of legislation such as H.R. 975. The ramifications to the
entire internatio trade community must be examined. We believe the con-
W to the Delaware River port will be numerous and severe.

you for the opportunity to express our views.

STATEMENT OF ASSOCIATE PROFESSOR MICHAEL O. MOORE, DEPARTMENT OF Eco-
NOMICS AND THE ELLIOTT SCHOOL OF INTERNATIONAL AFFAIRS, GEORGE WASH-
INGTON UNIVERSITY

The US steel industry has come under increasing economic pressure in the last
six months as falling profits and lost gobs have gripped the industry. Steel firms and
steelworkers argue that unfairly-traded imports are solely to blame. The indus
has resorted to a now well-worn strategy of simultaneously filing antidumping peti-
tions and using quota legislation introduced by the Congressional Steel Caucus to
])ressure the President to negotiate a special steel trade regime. Those who have fol-
owed steel trade policy over the last thirty years have seen identical strategies used
during the fights for the 1969 import quotas on European and Japanese steel, the
1977 r Price Mechanism, the 1982 Voluntary Restraint Agreement (VRA) on
European steel, and the 1384 VRAs ooveri.rﬁhall steel imports.

The stated goal of the industry and its allies in its current “Stand Up For Steel”
campaign, and in the earlier efforts noted above, is to preserve steel sector employ-
ment by limiting imports. However, past protectionism failed totally to prevent job
losses in the steel industry and future import restrictions will be equally ineffective.
In addition, current legislative })roposals will do lasting e to broader US eco-
nomic interests, far in excess of any possible temporary benefits to the steel indus-
try. Instead, the better approach would be to let the current, fully-adequate, trade
laws deal with this short-run import surge. -

The issues confronting US steel policy are three-fold. What is the source of the
steel industry’s current problem? Are current laws adequate to deal with the crisis?
Would proposed changes solve the difficulties at an acceptable cost? ]

There is no dispute that steel imports rose a dramatic 33% in 1998 over 1997 lev-
els. And these imports have surely contributed to lost jobs, decreased profits, and
painful adjustments in US steel communities. However, other factors have piayed
a role in steel industry’s recent economic condition. The booming US economy
over the last few years has fueled the need for steel, both imported and domestic.
Indeed, despite the record level of imports, US steel J)axgduction in 1998 was over
102 million tons, which is hi r than any year from 1982 through 1994.

The steel industry’s position did worsen[:{fniﬁunﬂy in the second half of the
year, fueled in large through the rapid in steel prices. While imports played
a role in the extraordi pﬁeedmuesinthehstqgnteroflm,pﬂcewuk-
ness was exacerbated by the 54-day GM strike which brought millions of tons of
’“I:lohort.nhwwm‘lrk“and ice changes have been the of

8 im, volume ve consequence of a com-
plicated set of factors. A economic would be in order to ascertain
enctl{.wbat role imports have had on the s condition. Fortunately, US
trade law allows for an im federal agency, the International Trade Commis- -
sion (ITC), to sort out the of these varicus factors rather than relying solely
on tions from in parties.
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The next question concerns the adequacy of existing trade law to deal with the
industry’s problems. The steel industry points to “dumped” imports as the main cul-
prit. Industry representatives argue that current “fair trade” laws cannot protect
the industry and that these laws are not being aggressively enforced. These argu-
ments are seriously flawed.

The administration has not been timid in its application of antidumping laws dur-
ing the current crisis. The Commerce Department expedited the review of the anti-
dumping petitions for Japanese and Brazilian hot-rolled sheet and imposed provi-
sional (and retroactive) duties ranging from 26% to 68%, thereby effectively remov-
ing these sources from the US market. A comprehensive steel export restraint
agreement has been negotiated with Russia which will reduce imports by 68% com-
pared to their 1998 level. The results of these unfair trade cases, along with the
threat of possible action against other countries, has already resulted in a 34% re-
duction of imports from November 1998 to January 1999.

It is therefore puzzling to hear that the unfair trade laws are not working. The
industry has not only been ve?' successful in gaining antidumpin$ protection in the
current crisis, it has been by far the single most frequent user of these laws since
their inception and has had extensive input into how antidumping law and rules
have been written at both the US and international level.

If the industry deems the unfair trade laws inadequate, one wonders why the in-
dustry has not filed a Section 201 “safeguard” petition. This GATT-consistent proce-
dure could provide comprehensive protection for at least four years but would re-
quire the industry to demonstrate to the ITC that imports are a substantial cause
of serious injury. If the ITC ruled in the industry’s favor (as it did in 1984, the last
time the industry used this procedure) the President could decide to protect steel-
_ workers and steel-making communities with tariffs, other import restrictions, or
tradle adjustment assistance, the last of which would provide direct help to affected
steelworkers.

The induetr{l, however, maintains that it needs special treatment unlike other US
industries dealing with the economic crises in East Asia, Latin America, and Russia.
Among other initiatives, it proposes that Congess pass a GATT-inconsistent import
quota on foreign steel. Not only would this policy be ultimately unsuccessful at pro-
tecting steelworker {obs, the attendant costs on other parts of the US economy
would be unacceptably high.

The last time the industry convinced US authorities that special treatment was
necessary was between 1984 and 1992 when comprehensive steel quotas were nego-
tiated with all exporters. During that period of specific quantitative restrictions on
all carbon steel products, the number of wage-earning steelworkers fell from 171,000
in 1984 to 101,000 in 1992, or a loss of almost 9, per year, according to the
American Iron and Steel Institute.

Why were steel jobs not preserved? Imports certainly were not the culprit since
they actually fell from 26 million tons in 1984 to 17 million tons in 1992. In fact,
steel sector employment has fallen steadily from the early 1970s through today, de-
spite repeated rounds of protection and sometimes ris'ng, sometimes falling imports.
Instead, the critical factor in steel industry job loss ~as that the traditional inte-
grated sector in the Northeast and Midwest has rapidly lost ground to domestic
minimills. The onslaught of these new market entrants, whose productivity and effi-
ciency are much higher than traditional mills, began in earnest during the 1980s
and has proceeded unabated to this day.

Minimills use the most up-to-date equipment and recycle steel in electric furnaces
rather than relying on costly blast-furnaces and coke-ovens needed in traditional
steelworks. These differences provide minimills with significant and far-reachi
cost advantages. Consequently, minimill share of US production has risen from 8

in 1979 to 24% in 1991 to nearly 50% in 1998. ing the 1990s, minimills have
begun to produce significant amounts of high-value-added products like hot-rolled
sheet, which had been the last refuge of the integrated mills. And since minimills

require many fewer workers per ton than traditional mills (around one worker hour
r ton versus more than four in integrated steelworks), their expansion will result
in continued losses of steel industry employment, whether imports are restricted or
not. Higher prices through protection will simply increase the profits of minimills
which will further undercut the workers in integrated steelworks.
Even if future protection somehow managed to preserve steel sector employment
ihx; ;lvays that past protection has not, the economic costs would be unacceptably
irst, increased steel prices would reduce employment in steel-using sectors, espe-
cially small metal fabricators and exporters. These industries, which employ dozens
of workers for every steelworker, face international competition who would not be
similarly burdened by increased steel costs brought about by US protection. This
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will lead directly to lost sales and laid-off workers. In other words, saving a steel-
worker’s job through protection results in job losses in other US industries.

But perhaps most importantly, the steel quota bill, or any other GATT-incon-
sistent policy, would be a direct violation of US international commitments and have
predictable negative eonse?luences. Other countries, much less committed to the
rules-based system for which the US is the undisputed champion and primary archi-
tect, will use any GATT-inconsistent US steel policy as an excuse to ignore their
own commitments. If the international trading system founded on rules rather than
expediency is wrecked through a GATT-illegal measure passed by the US Congress,
every job temporarily protected in the steel industry today will result in the loss
of many more high-pa US export jobs in the future.

In conclusion, ericans can comprehend the shock and frustration of US
steelworkers employed in traditional steelworks and communities as they face yet
another crisis after years of painful restructuring. However, the economics of the in-
dustry and the continued growth of minimills means that many of these jobs will
be lost over the next ten years, regardless of the level of steel imports. Con-
sequently, overall US interests will be fostered by encouraging the administration
to enforce US laws (as it indeed is doingi. GATT-inconsistent legislaticn enacted on
behalf of the steel industry dealing with a short-term import s will undercut
that goal. Protection will not preserve steel sector jobs and would put the inter-
national trade system at risk as well as the long-term living standards of the vast
majority of Americans.

STATEMENT OF SPECIALTY STEEL INDUSTRY OF NORTH AMERICA

(SUBMITTED BY JAMES F. WILL, CHAIRMAN, AND CHAIRMAN, PRESIDENT, AND CEO,
ARMCO, INC.]

I am James F. Will, Chairman, CEO and President of Armco, Inc., headquartered

in Pittsburgh, Pennsylvania and Chairman of the Specialty Steel Industry of North

. America. SSINA appreciates the ':gportunity to present our views before the Senate
Finance Committee on steel-related legislation.

SSINA is a Washington, D.C.-ba trade association representing 15 companies
which employ over 25,000 workers, many of whom are members of the USWA. Spe-
cialty steels are high technology, high-value stainless and other special alloy prod-
ucts sold by the pound rather than the ton. While shigments of specialty steel ac-
count for only about 2 percent of all steel produced in North America, annual reve-
xalltlxes te.gl ag?rgen“imately $8 billion account for about 14 percent of the total value of

steel shipped.

Our industry has long been recognized as extremely modem and efficient and sec-
ond to none in the world. We have a strong history of continuous investment in
plant and equipment.

We are a world-competitive industry facing an import problem based solely on un-
fair trade. We cannot afford to, in essence, continue to subsidize our customers who
are benefitting from predatory import pricing. Our basic responsibility to our share-
holders and employees requires that we file dumping and countervailing duty suits
to seek restoration of fair pricing in the U.S. marketplace. We greatly appreciate
the opportunity to talk about our situation today.

Three years ago, SSINA did a study in which we examined anticipated growth in
worldwide stainless capacity. At that time, we projected that by mid-1998, new ca-.
pacity would come on stream zround the world at twice the size of the U.S. stainless
market. At the same time we sought a Multilateral Specialty Steel Agreement
(MSSA) to reduce subsidies and encourage fair trading, but our efforts were rebuffed
by foreign interests.

To no one’s surprise, with no MSSA in place much of the new capacit{ethat came
on line was built with foreigrll‘dgovemment subsidies. Even tho%‘l: market demand
for stainless steel has been remains strong, we knew that there was simply no
:)a tgat world markets could ever absorb the new capacity—and prices were going

epressed.

While we knew that global capacity was increasing dramatically, we could not
predict the second contributing factor to the current crisis—disastrous economic de-
velopments in Asia which began in mid1997. You know the story: the currencies of
the Asian “tigers” were severely weakened, their consumers panicked and refused
to buy, and their steel mills, desperate for hard currency, began the sale of the dec-
ade—with no thought of profitability or even costs of production.

As a result excess capacity funded by government subsidies and the
unpredicted effect of the Asian crisis, the price crunch was much more severe than
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we anticipated. Prices today are off about 30 to 40 percent compared to just three
years ago. ‘

To counter the surge of unfairly traded specialty steels entering the country, we
knew it would be necessary to begin the long, arduous and expensive task of filin,
antidumping and countervailing duty trade cases. Over the last 35 years, SSIN.
has all too regularly found it necessary to challenge the unfair international trading
practices of our tradinf artners around the world. In the past 18 months, stainless
steel producers have filed 34 trade cases against more than 45 producers in 14 coun-
tries on four different product lines. A summary is attached to my statement. It has
been a difficult process. But, we are finally beginning to see some improvement in
some stainless prices as a result of our trade cases. Bear in mind that it takes about
a year and a half from the decision to launch cases to final decisions by the Depart-
ment of Commerce and the ITC.

So where do we go from here? The evidence is clear—foreign manufacturers are

- ..willing to do anything and sell at any price to make a sale. Modem and efficient

industries like ours must aggressively attack these unfair tr-de practices in order

to preserve our markets. We will continue to closely monitur imports. We will con-

tinue to actively pursue the trade cases already filed to th. ir successful conclusion.

‘"We will fight to preserve existing cases as the “ sunset” review process moves

through the Commerce Department and the International Trade Commission. And,

:!ve are actively considering additional cases on specialty steel products and pro-
ucers.

The Administration is finally beginning to recognize the severity of the steel im-
port situation, as highlighted when the Secretary of Commerce personally an-
nounced the antidumping margins in the stainless steel wire rod cases last summer.
The message Secretary Daley delivered was directed squarely at foreign producers
of all products—dumping cannot be the answer to the economic crisis in Asia or
elsewhere. Our companies and employees should not be the scapegoats for other na-
tions’ economic mismanagement.

The Commerce Department must recoinize the devastating effect of the Asian fi-
nancial crisis .on the U.S. marketplace. In the past year, we have seen imports of
certain stainless steel products from Korea surge over 50 percent. At the same time,
the Korean won lost more than 60 percent of its value. Yet, for reasons that puzzle
me, the Commerce Department has refused to take this dramatic currency devalu-
ation into account when making its preliminary dumping determinations against
Korea. In fact, Korean stainless steel producers have continued dumping their prod-
ucts_into the U.S. market with impunity. Both Secretary Daley and Undersecreta
Aaron have stated numerous times that they will enforce U.S. trade laws to the -
est extent, yet if foreign exporters are allowed to take advantage of a weak currency
to dump product into the United States, they will be beyond the reach of our dur::f—
ing law—clearly not what Congress intended. The Commerce Department should
lret:og'nize the effect of drastic exchange rate changes in administering the dumping

aw.

We simply will not allow our efficient, technologically-superior U.S. specialty steel
industry and the valued jobs of our dedicated workforce to be destroyed by illegal
foreign trade practices. I urge you to join us in protecting the sanctity of our trade
laws and to oppose at every opportunity any attempt to weaken them.

SSINA joins with other steel trade associations in urging the Congress to work
with us and the Administration to develop a comprehensive policy to address these
issues. We urge that the following steps be taken:

¢ The Administration must continue pressure on foreign governments to discour-

age unfair trade practices such as dumping and subsidization;

o Expeditious handling of trade cases on s%:ialty steel products;

o Congressional support for H.R. 412, the “Trade Fairness Act of 1999,” and legis-

lation to pay the dumping duties directly to injured U.S. industries; and
. fislation to improve the trade laws to provide more effective relief to injured
industries.

We are working with our colleagues in the steel industry and other industries to
develop additional legislative proposals. These will be provided to you shortly.

SSINA has serious concerns with S.395 / H.R. 975 in its current form. As pres-
ently drafted, this legislation would require import quotas on virtually all steel
products by category, i.e., semifinished, plates, sheets and strips, wire rods, wire
and wire products, structural shapes and units, etc. There is no provision for sepa-
rate categories of specialty steel products. If this legislation became law in its

resent form, exporters of carbon steel products could—and most likely would -trans-
er their exports to the much more valuable stainless stee! product categories. Stain-
less steel is sold by the pound, rather than by the ton as is carbon steel. Stainless
sells for roughly 5 to 50 times as much as carbon steel. So, if foreign producers are
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limited to shipping a certain tonnage of, for example, sheet and strip, they obviously
;rould t:gg to the higher-value products. Our producers would be overwhelmed and
evas X

Leaders in the House were aware of and s&mpathetic to our concern, but did not
want to amend the basic bill in the House Ways and Means Comsmittee or on the
House floor. It is therefore critical that it be amended in the Senate.

We have provided the Co ssional and Senate Steel Caucuses with language
which would carve out speeli)g::e quota categories for stainless and other specialty
steel products. Without this change, the Specialty Steel Industry of North erica
would reluctantly be forced to vigorously oppose this legislation. We respectfully
urﬁ you to accept our amendment.

e specialty steel industry is on full alert in monitorin%vspecialty steel imports
and reported foreign efforts to circumvent U.S. trade laws. We appreciate 1\;our help
in assuring that competitive, efficient industries such as ours are given the oppor-
tunity to comfete in a marketplace free of cutthroat practices which violate both
U.S. laws and the internatio rules of the WTO. Thank you, Mr. Chairman, for
holding this timely hearing.

Attachments.

STAINLESS STEEL PRODUCERS AND UNIONS STATUS OF UNFAIR TRADE CASES BY MAIOR
PRODUCT LINE FILED IN 1997 AND 1998

Product Stainless Stee} Rod
Date Filed July 30, 1997
Named Countries Htaly, Germany, Japan, Korea, Spain, Sweden, Taiwan

Status The case concluded with the issuance of final antidumping and countervailing
duty (CVD) orders by the Commerce Depariment on 9/15/98. The duties range
up to 34%, with penalties extending back to 3/5/88. The International Trade
Commission (iTC) voted on final injury determination on 9/1/98. Excluding
Germany, ITC concluded that imports from six of the seven named countries
caused injury to producers.

Next Step On 10/15/38, appeals were filed with Court of International Trade. Successful
appeals would result in a significant increase in the antidumping duties lev-
ied on imports from Korea and the assessment of antidumping duties on im-
ports from Germany. The industry will vigorously pursue the appeals process
with the hope of a decision by year end 1999.

Product $tainfess Stesl Round Wirs

Date Filed March 27, 1998

Named Countries ...............coeriermnnnne. CaNada, India, Japan, Korea, Spain, Taiwan

Status On 6/4/98, {TC preliminarily determined that imporls from the named countries

are injuring the domestic industry. In 11/13/98, Commerce set preliminary
antidumping duties ranging up to 36% on imports from the subject coun-

. tries.
Case Concludes ... The 1TC and Commerce will conclude their investigations and final antidumping
duty orders will be announced in early Aprit 1999.
Product Stainiess Steel Plate In Colis
Date Fited March 31, 1998
Named COuntries ...........o..ovvermeemsccrersinnes Beigium, Canada, Italy, South Korea, South Africa, Taiwan
Status On 5/15/98, the ITC voted preliminarily that imports from the named countries

are injuring the domestic industry. On 9/1/98, Commerce issued preliminary
CVD determinations agairst Korea, Italy, Baigium, and South Africa ranging
up to 15%. On 10/27/38, Commerce announced prelirninary antidumping du-
ties ranging up to 68% on imports from the six named countries. Subse-
quently, on 12/3/98, Commerce published a revised preliminary determination
on imports from Taiwan and took the extremely unusual step of finding that
Taiwanese producer Ta Chen Stainless Pipe and its U.S. subsidiary, Ta Chen
international, engaged in “middieman dumping” of coiled stainless steel

plate produced by Yieh United Stee! Corp.

Case ConCludes ..............ccovweuecemmmnrenrerncenn Commerce will issue final dumping and CVD determinations on March 22, 1999;
the TC will issue its final report by May 7, 1999.

Product Stalnless Steel Sheet and Strip in Colls

Date Filed June 10, 1998

Named COURLries ...........cccoooecnnssccrsumeernnes France, Germany, italy, Japan, Mexico, South Korea, Taiwan, United Kingdom
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STAINLESS STEEL PRODUCERS AND UNIONS STATUS OF UNFAIR TRADE CASES BY MAJOR
PRODUCT LINE FILED IN 1997 AND 1998—Continued

Status ....... .. On 7/24/38, the ITC voted preliminarily that imports from the named countries
are injuring the domestic industry. On 10/30/98, U.S. producers requested
that Commerce apply the “critical circumstances™ provision of U.S. trade
laws to combat recen! imporl surges. An affirmative finding would impose
antidumping duties retroactively to 9/18/98. On 11/10/98, Commerce an-
nounced preliminary CVD rates ranging up to 29% against France, Italy and
South Korea. On 12/18/98, Commerce announced preliminary antidumping
duty margins ranging up to 59%; and decided favorably on “critical cir-
cumstances” as to Germany, Japan (Nippon Metals, Nippon Yakin, and
Nisshin only) and Korea (Taihan Electric Wire Co. only). “Critical cir-
cumstances” were not found for Italy and Taiwan.

Case Concludes ............evcsmmnen. COmMMerce will issue its final dumping and CYD determinations on May 20,
1999; the ITC will issue its final report by July 5.

Proposed Amendment to S. 395

On Page 2, Line 21, add the following new sentence:

Specialty steels such as stainless steel, silicon electrical steel, tool steel and high-
nickel alloy steel shall be considered as separate categories for each of the foregoing
steel product forms.

O



