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FUTURE OF U.S. BASIC INDUSTRIES

FRIDAY, SEPTEMBER' 23, 1983

. U.S. SENATE,
SuscoMMITTEE ON EcoNnoMic GROWTH,
EMPLOYMENT, AND REVENUE SHARING,
CoMMITTEE ON FINANCE,
Washington, D.C.

The committee met, pursuant to notice, at 9:33 a.,m. in room SD-
215, (li)gksen Senate Office Building, Hon. John Heinz (chairman)
presiding.

Present: Senators Heinz, Dole, and Chafee.

[The press release announcing the hearing and the opening state-
ments of Senators Dole and Heinz follows:]

{Prees release, July 20, 1988)

SuscoMMITTEE ON EcoNoMIC GROWTH, EMPLOYMENT, AND REVENUE SHARING
RescHEDULES HEARINGS ON THE FUTURE OF U.é. Basic INDUSTRIES

Senator John Heinz (R., Penn.), Chairman of the Subcommittee on Economic
Growth, Employment, and Revenue Sharing of the Committee on Finance today an-
nounoaé new dates for hearings on the future of U.S. basic industries. The hearin,
will be held September 23 and October 8, beginning at 9:30 a.m. in room SD-215,
Dirksen Senate Office Building. The dates previously had been July 22 and 25.

OPENING STATEMENT OF SENATOR DoLE

dorstand 1t the Toous of the hesriags 18 on zathorees thefacts pacessasy to deter
e e focus of the hearings is on gathe: e necessary eter-
mine what the actual state of our basic industries is, and what the future holds. It
seems to me that this is the appropriate first step to be taken, before we leap first
into a roajor industrial policy debate. In my view, much of the discussion of our in-
dustrial problems has been just the opposite. Major legislative proposals have been
made before we know the facts, .

We do know that American manufacturing was i)anicularly hard hit in the reces-
sion from which we now are recovering. From July 1981 to Jan 1983, 2.2 mil-
lion jobs were lost. The prevailing view is that lirge numbers of these workers
never will return to their jobs, and that they must be retrained for jobs in the
“high-tech” sector. But the secular decline of our industrial base mxahave been ex-
aggerated by the recession. A number of economists now believe that the biggest
problem for manufacturing has been the recession and that no sudden, dramatic
shift of resources is likely or desirable: Indeed, already 600,000 jobs have been added
in manufacturing since the recovery began. I, for one, am not yet ready to write off
our basic industries. .

This is not to say that our industries such as steel, automobile manufacturing,
and mining do not face a difficult period ahead. If present trends continue, we can
expect a continued erosion in employment and our international competitive posi-
tion in goods—producix;ﬁmindustries, and a shift of resources into service industries.
To a certain extent this shift is inevitable. Any public policy which attempts to .
thwart over the long-run changing consumer tastes, the legitimate comparative ad-
vantage of other nations, changing relative prices, and the advancement of technol-
ogy is doomed to failure.

n
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What we should be looking at are policies which will allow our industry to regain
its competitive edge and stand on its own two feet. And, of course, we must stand
ready to assist those workers who lose their jobs in this period of transition—the
structurally unemployed. The Federal Government has an obligation to assist them
by providing retrn.&lng, ob search, and relocation asssitance. One of the problems is
we don’t know how big structural unemployment problem is now, or how much
wr%::le it will get. It is my hope that hearings such as this will help to quantify the
problem.

While this Senator is aware of the great problems facing smokestack industries, I
also am wary of the notion of an industrial policy. The term is often used today as a
code phrase for credit controls and import restrictions. For some it means emphasiz-

h-technology, while for others it is an attempt to preserve the current indus-
trial structure. More often than lot, industrial policies call for expansion of tax pref-
erences, which is exactly the opposite direction to go, in my view. Economic history
provides countless examples of the futility of trying to pro&:ip failing industries, or
subsidizing new technology that cannot be made cost efficient. One of the good
things to come out of the recent debate on industrial policy is the near unanimous
opfoeition of economists to policies which target oertag industries for expansion—
[ c

P! the winners,” if you will. .
In regard, it is interesting to note that Japan’s vaunted industrial policy ap-

pears, upon closer examination, to have had little to do with Japan’s emergence as a
major industrial power. As the Wall Street Journal recex:‘;l{rgported, numerous
studies have shown that Japan’s policy of targeting individual industriee for expan-
sion has failed as often as not. Insteaﬁ, experts on the Japanese economy credit the
success of Japanese manfacturmw less government involvement, lower tax rates,
and a greater commitment to quality control.

So, before we start ing about industrial Elicy, it might be more fruitful for
American management and labor to recommit themselves to quality control and for
the Federal Government to commit itself to a balanced budget.

It is too easy for management to blame unfair competition for problems brought
on by their own poor practices and decisions. And it is far easier for Congress to
spend several billion dollars on an iudustrial policy rather than get its own fiscal

house in order.

OPENING STATEMENT OF SENATOR HEINZ

Today, the Subcommittee on Economic Growth and Employment will the
first of a two part hearing on the future of basic industries. In coming months, the
subcommittee will bemng further hearings on economic growth and employment
in the service and technology sectors as well.

As the economi¢ recovery continues and unemployment levels subside, the focus
of congressional interest is shifting toward addressing the structural impediments to
increased industrial competitiveness. Cyclical effects on production and employ-
ment—such as the recent recession—the deepest since World War II—have tended
to mask the long-term structural c now occurring in the marketplace. These
structural changes are most evident in basic industries, ,

We seek a clear idea of the competitive position of industries vital to American
long term economic strength: -

ese hearings are aimed at separating the cyclical problems, which will disap-
pear as the economy imgeroves. from the under] structural problems. Hopefully,
our hearings will provide Senators with the facts, and informed judgments about
the solutions with which Congress could assist industries in overcoming structural
barriers to economic growth and employment in basic industries. Lo

I am personally convinced that our manufacturing base is in j y. The most
recent evidence of that trend is that manufacturing industries added fewer than 1
million jobs between 1970 and 1978, and have lost nearly 8 million jobs over the
past 4 years. The depressing reality is that construction and production work today

_account for about 1 job in 8, exactly half the 1 in 4 we enjoyed in 1950. -

Of course, the American economy today is vastly different from that of 1950. We
are now irrevocably ehmeshed in world competition, and in many vital areas we are
losing out. More than 70 percent of U.S. goods are now- subjéct to significant import
competition, and more than half the Nation’s supplies of 24 important raw materi-

ranging from cobalt to petroleum, are of foreign origin.

t the same time that we are experiencing job losses from foreign competition, we
are also gaining jobs through exports. One out of every six jobs in manufacturing
now comes from exports. Two out of every five acres in agricultural production go
overseas. Almost one third of U.S. corporate profits is derived from international

trade and investment.
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Given the challenge from abroad, we need to encourage American businesses to

become morgé)rodu ve and competitive.
Back in- 1981, Senator held a series of on whether or not the

United States should have an adjustment policy for basic industries. As I recall, the
tion testified that we didn’t need one, that the free international market

administra
would provide adjustment. Now, the administration may maintain that stance pub-

licly, but, as often ha appearances can be deeeivtng.
L%t me illustrate é’;’f""mﬁ Secretary of Transportation Drew Lewis headod an
interagency task: force that ogroposed. and obtained, a voluntary quota agreement

ioet racantly, ot the, ueging of muselsSecretary of Co Mac Baldrige and
recently, at the u of myse of Commerce an
others, the administration announced the estab ent of a tripartite group to ex-

amine steel: the Steel Adﬁmﬁ Committee.
There are unnistakable tical choices being made. On the House side, we've

seen politically ap ‘solutions” proposed. They're politically. a be-
cause they're simple, and easy to understand. But, iny'my l}gdgment, tKey are con-
trary to sound public policy because they are simplistic.

These “industrial policy” proposals are advanced as cure-alls for a la.m:nnumber
of difficult and :lliomy issues, which require a series of actions rather a sim-
plistic and ul tely meaningless solution that runs counter to the deeply en-

grained values of most Americans. ‘
I, and a number of my colleagues, are extremely skeptical of the ability of Gov-

ernment planners to b about greater economic growth and employment than

the private market.
In sum, Congress has a role and a responsibility to formulate policies to assist in

the adjustment and of industries. However, we run the risk of too late
or not at all if the debate becomes partisan and gets bogged down in politically ap-
pealing solutions which further sap the strength of the free enterprise system.

We look forward to the testimony of our witnesses h%lging the Congress come to
grips with the structural changes in basic industries. The subcommittee also wel-
comes your views on appropriate Government incentives to promote economic
growth, increase productivity, and further necessary adjustment.

Senator HeiNz. Good morning, ladies and gentlemen. Today the
Subcommittee on Economic Growth and Employment will in -
the first of a two part hearing on the future of basic industries.

In the coming months, we will be holding further hearings on
economic growth and employment in the service and technology in-
dustries as well. As the economic recovery continues and unem-
ployment levels subside, the focus of congressional interest is shift-
ing toward addressing the structural impediment to increase indus-
trial competitiveness. Cyclical effects on production and emplog-
ment, such as the recent recession, the deepest since World War 11,
have tended to mask the long-term structural changes now occur-

ing in the marketplace. These structural changes are most evident
in basic industries. :

We seek a clear idea of the competitive position of industries
vital to America’s long-term economic strength. *

These hearings are aimed at separating the cyclical problems,
which will disappear as the economy improves, from the underly-
ing structural problems. Hopefully, our hearings will provide Sena-
tors with the facts, ‘and informed judgments about the solutions
‘with which Congress could assist industries in overcoming structur-
“al barriers to economic growth and employment in basic industries.

I am personally convinced that our manufacturing base is in
jeo&?rdy. The most recent evidence of that trend is that manufac-
turing industries added fewer than 1 million jobs between 1970 and
1978, and we have lost nearly 8 million jobs over the past 4 years.
The depressing reality is that construction and production worl
today account for about one job in eight, exactly half the one in
four we enjoyed in 1950. : '
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Of course, the American economy today is vastly different than
that of 1950. We are now, among other things, irrevocably en-
meshed in world comgetitfon, and in many vital areas we are
losing out. More than 70 percent of U.S. goods are now subject to
significant import competition and penetration. And more than
half of the Nation’s supplies of 24 important raw materials, rang-
ing from cobalt to petroleum, are of foreign origin. -

At the same time that we are experiencing job losses from for-
eign competition, we are also gaining jobs through exports. One out
of every six jobs in manufacturing now comes from exports. Two
out of every five acres in agricultural production go overseas.
Almost one-third of U.S. corporate profits is derived from interna-
tional trade and investment.

Given the challenge from abroad, we need to encourage Ameri-
can businesses to become more productive and competitive. Back in
the beginning of 1981, Senator Danforth, the chairman of the Inter-
national Trade Subcommittee of this committee, held a series of
hearings on whether or not the United States should have an ad-
justment policy for basic industries. I participated in those hear-
ings, and I remember the administration’s testimony to the effect
that we do not need any adjustment policies. That the free interna-
tional market would provide the necessary means for adjustment.

Now the administration mag'ux‘naintain that stance publicly, but,
as sometimes happens in Washington, D.C., appearances can be de-
ceiving. Let me 1llustrate my lg:?eint' Back in 1981, Secretary of
Transportation, then Secretary w Lewis, headed an interdepart-
mental task force that Y‘roposed, among other things, a voluntarg
quota agreement with the Japanese on automobile imports whic
was subsequently obtained from the Japanese. Most recently, at
the urging of myself, Secretary of Commerce Malcolm Baldrige and

. others, the administration announced the establishment of a tripar-
tite group to examine the problems of the steel industry. Namely,
the Steel Advisory Committee, which we obviously welcome.

There are unmistakable industrial policy strategies being devel-
oped and implemented. There are also sweeping politically appeal-
ing solutions being proposed. Their political attractiveness is that
they promise a solution where wise men in Washington will look
into the future, allocate resources in ways the market system, they
say, would never achieve, and thereby provide and secure vastly
more economic growth and employment than we could ever other-
wise achieve. ‘

I am frankly suspicious of those kinds of industrial policy propos-
als that are advanced as cure-alls for all the difficult and thorny
issues. Also I am suspicious of solutions that run counter to the
notion deeply engrained in our national consciousness of anti-inter-
ventionism and the belief in the free enterf:rise in the marketplace.

These are values Americans are not likely to lose. They are
likely to see, as such, proposals that run counter to those values—
are most unlikely to see enactment. _

Americans have traditionally found greater personal opportunity
through the workings of the free marketplace than through Gov-
ernment intervention.

I, and a number of my colleagues, are extremely skeptical about
the ability of Government planners to bring about greater econom-
ic growth and employment than the private market.
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In sum, Congress has a role and a responsibility to formulate
policies to assist in the adjustment and growth of industries. How-
ever, we run the risk of acting too late or not at all if the debate
becomes partisan and gets bogged down in politically appealing so-
lutions which further sap the strength of the free enterprise

system.
I say that we look forward to the testimony of our witnesses

Ma,
in herping Congress come to grips with the structural changes in
our basic industries. The subcommittee welcomes additional views
on aK ropriate Government incentives to promote economic
growth, increase productivity and further necessary adjustment.
Before I call our first witness, I'm going to turn to Senator Dole

for any opening remarks he would care to make.
I have to apologize to our witnesses. I was informed at about 5:30

last night that I must go to the floor at 10 to manage the Export-
Import Bank bill. That is our leadership’s desire to take it up. I've
been trying to get the leadership to take it up for 2 months. I final-
ly got my wish, but that’s the way it goes on timing.

I, therefore, will want to announce that we will take as many of
our witnesses as we can between now and 10 and then we will
recess the hearing and reconvene :t at 1. I want to apologize to any
of our witnesses this may inconvenience. These are circumstances
beyond our control, and I beg your indulgence.

nator Dole.

Senator DoLE. I would just say that I can stay until 10:30 or a
little later, if you won’t be here.

Senator HEINz. I think that might help somebody. And we will
work with the witnesses. I appreciate that, and I accept that gra-
cious offer. ’

Senator DoLE. I could offer your bill on the floor——

Senator HEinz. Oh, you can stay here as long as you want.
[Laughter.]

Indeed, maybe by acclamation.

Our first witness this morning is Mr. David M. Roderick, the

chairman of United States Steel. Mr. Roderick, would you please
come forward?

STATEMENT OF MR. DAVID M. RODERICK, CHAIRMAN. UNITED
STATES STEEL CORP., ON BEHALF OF THE AMERICAN IRON &

STEEL INSTITUTE, WASHINGTON, D.C.

Mr. RoperICK. Mr. Chairman, I do have a brief statement, but in
light of your schedule, if you would prefer, we have submitted some
testimony for the record. My comments are merely a summation of
what we have submitted to the committee, and is available to you.
And if it would assist your schedule and Senator Dole’s schedule in
any way, I would be very happy to forego reading what you already
have in a printed form.

Senator HEiNz. Without objection, we will put the entire testimo-
ny in the record. But perhaps you might want to make some of the
key points in your testimony. - .

Mr. RopERIck. I would be happy to just summarize it.

[The prepared statement of David M. Roderick follows:]



STATEMENT
DAVID M. RODERICK

Chairman, United States Steel Corporation
and

Chairman, American Iron and Steel Institute

o
Mr, Chairman, I appreciate appearing at this hearing today

c.m problems affecting our nation's basic industries., I shall comment
as a representative of one major basic industry -- the steel industry --
on what must be done to resolve its problems.

As to the present condition of the American steel industry: the
aeconomic conditions of the past several years have been the worst in the
industry's history and an enormous setback for the industry. The picture
is a grim one and well known to you, I'm sure.

The industry lost $3.2 billion last year, and steel losses are
continuing this year. The industry's 1982 capital investment in steel
was $2.2 billion. We expect about $1.7 billion of steel capital
expenditures in 1983, And yet, it is generally agreed by all that a
minimum of $6 billion a year is required for the industry to modernize
itgself. In short, steel ma).r have been at a crogsroads in 1980, but the
industxry is now in an investment crisis.

Industry debt 18 now at its highest level in history. Cash flow
and other available funds dropped so much in 1982 that steel capital
expenditures are running at only about one-quarter the level needed.
Capacity utilization is still below 60 percent and well below the break-
aeven point. Approximately 103,000 steelworkers are on layoff: And
the seven largest American steelmakers have permanently terminated more
than 33,000 of their management and non-union salaried workfdrcc. The

impact has been felt at all levels of administration and production.

The industry is still very much in crisis, and its effects are now apparent.



To go directly to the heart of the matter: soms people ask,
"Do we need & steel industry?" Others answer, "We may only need a
small one." These are the spokesmen for the so-called post-industrial
culture vho have been advancing the idea that the U. S. really doesn't
need its basic industries, but instead should depend upon a strong
future in high technology and service industries.

We in the steel industry visualize rapid growth for high technology
and service industries, but we emphasize, nonetheless, that the basic
industries are still very essential to the strength of the American
economy . “

And the facts confirm it. The contribution of basic manufacturing
hasn't significantly diminished over the past decade, even under the
difficult conditions faced over the past five years.

In 1981, the most recent relatively normal year, shipments of
our basic industries provided $823 billion to the U. S. economy -~ 51
percent of the total for all manufacturing. These industries employed
47 percent of the manufacturing work force and 10 percent of the entire
U. S. labor force. Basic industries also paid out 47 percent of total
manufacturing compensation and 12.6 percent of total compensation in the
economy. The steel industry, a large user of the energy industry's
products, consumed 3.9 percent of all energy used in the United States
in 1980 and 16.2 percent of the amount used in manufacturing, including
4.8 percent of purchased electricity, 53.1 percent of coal, 11.6 percent
of natural gas and 9.4 percent of fuel oil.

That is why Martin Feldstein, Chairman of tha Council of Economic

Advisors, said on February 17 in testimony before the Senate Budget



Committee: '"To put it bluntly, it is not clear whether a recovery
would be long sustained if such key industries as steel, construction
and chemicals remain severely depressed."

Those who emphasize that only high technology and services are
the key to éur future do not comprehend that the U. S. cannot effectively
bear its burden of world leadership 1f our basic industries continue their
decline. Nor could we properly provide for our own national defenses
if basic commodities must be obtained offshore.

The basic industries are a vital component of our economy, simply
too vital to be written off in favor of microchips and fast food.

Basic industries provide many of the products used in building
and quipping high technolqzy plants.  In turn, our Ligh technology
industries sell a large share of their output to our domestic basic
industries and need this home market. If our basic industries continue
to decline and we require our high tech industries to depend almost '
completely upon export markets which other governments close off when
they chooge to, then higﬁ tech will become the sunset industry of the
future.

Our domestic economic growth and international politica{ strength
very much depend on a proper mix of basic manufacturing industries, high
tech and services.

Which brings me to the main point: our government needs to
consciously recognize the significance of the steel industry to this
country and change the policies which have contributed to its decline.

‘We cannot continue to accept the involuntary liquidation of the fourth



largest industry in the United States, an industry which had $44 billion
in steel sales in 1981 and only $25 billion in 1982; an industry which
paid almost $12 billion in wages in' 1§81. and only $8,8 billion in 1982;
and an industry vhich has shut down hundreds of facilities in the past’
five years, at great economic and human cost to companies and communities
across the country.

It should be clear to our government by now that steel is in deep
trouble and must have responsive public policies to ensuxe that this
nation has a strong steel industry. The steel industry is doing its
part. Indeed, our steel industry has been engaged in extraordinary
gself-help efforts:

o Major equipment installitions and operating t;.‘oat

improvements have been made

o Entire plants and facilities within plants have been shut

down

o Management forces have been slashed and management salaries

and benefits have been cut

o Dividends to shareholders have been reduced substantially

o0 A new labor agreement has been negotiated with the United

Steelworkéra of America, resulting in meaningful labor cost
reductions, and

o Even our suppliers have recognized the problem and have

provided cost reductions of their own.

And, while reducing production costs, we have not neglected the

producc; The quality of the industry's steel products has continued to

improve. The largest consumer of steel in this country said recently
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that the domestic steel products it buys are equal to -- or better — than’

any foreign steel it is using worldwide. And the specialty steel industry
in this country is acknowledged to be technologically up-to-date.

But the self-help efforts of the industry are not enough. Responsive
government policies in support of the industry's own efforts are needed
to insure adequate modernization.

We are not advocatinﬁ government loans or subsidies for steel,
but the industry does need changes in government policles affecting the
industry if this country is once again to have a strong, modern and
competitive steel industry.

Mr. Chairman, the single most important issue confronting the steel
industry is the problem of dumped and subsidized steel imports. Over
many years, a variety of public and private efforts have been undertaken

to stem the flood of steel imports, but despite all our efforts, the

problem persists.

-

Since most foreign steel industries are government~owned, directed
or "guided," the world market in steel is not functioning as & market ‘
normally would -- it does not allocate sales and capital to efficient and
cost-competitive producers, but, quite the contrary. unnaturally shores
up inefficient, unnecessary production.

Almost all major national steel.markeca are clogsed off in one way
or another. The effect has been to divert an increasing flow of foreign
steel into the U. S. market.

Imports in the 19508 took 2.3 percent of the market. In the 1960s

they took 9.9 percent of the market. In the 19708 they averaged 15 percent
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of the market, and in 1982 they took 22 percent of the market. The
latest developﬁcnt has been the rapid increases in import penetration
involving subsidized and dumped products from third world countries,
especially Brazil, South Korea and other developing nations. The fact
is that for international political and economic reasons, there has been
a lack of will to enforce our trade laws against the LDC's.

Given the essentially political nature of the world steel ptoblem,
we have concluded that the conventional system of trade laws is not
working. That is why our industry has concluded, Mr. Chairman, that for
five years, total steel mill product imports into the U. S. should be
limited to no more than'a 15 percent import penetration, with appropriate
allocation by major product.

Mr, Chairman, if we are to adequately modernize, Qe must have
imports held to a reasonable level for several years. We can't have it
both ways. Either we want a strong American steel industry, or we don't!
Other nations have decided they want their steel industries to be stromg
and are taking steps to ensure it. Without abandoning the long-term goal
of world trade expansion, I believe we can achieve a strong American
steel industry through an adjustment program consistent with GATT rules.

We should notify our steel trading partners that the U, S. is
initiating an adjustment program for its own steel industry which will
require reasonable limitations on the steel imports entering the country
during a period of adjustment. This would give our domestic steel
companies a specified period of time to restructure themselves. This
approach is consistent with U, S. trade laws and with GAIT rules. Our

gteel trading partners could hardly object to a program like this, since
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many of their governments are funding far more substantial programs for

their own steel industries.

While trade policy is our overriding concern, other policies also

have a significant impact on the steel industry.

By the end of 1985, the steel industry will have a balance of
$1.5 billion of unused investment tax credits and $4.6 billion of NOL
carryovers, primarily from unused ACRS deductions. As we indicated, our
industry's capital investment is so low compared to the need that the
industry is in a state of accelerating self-liquidation. We must expand
our investment in steel.

We are, therefore, urging the Administration and the Congress to
support legislation to permit the industry to receive cash for investment
tax credits already earned -~ but not currently usable. The Jones~Conable
bill, supported by the steel industry, wou;d entail payback in some form.
Tegislation should also provide an extended carry-back period for net
ope‘rating losses and provide for tax transfer leasing provisions for
several years beyond 1983 t:? allow immediate cash recovery of additional
investment tax credits and capital cost recovery deductions on unew
investments. i

Why should only our conaistenti.y profitable industries have full
use of these ACRS benefits -- in effect, penalizing the cyclical basic
industries?

Other governments are taking action in this regard. The Canadian
Government, for example, has announced it will provide refundable investment
tax credits for industries whose profits have been insufficient to use

them. Our government should take the same action.
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Our modernization efforts can also be affected by antitrust
policy. The world steel industry is in the midst of major rationalization
which 18 being driven by the need to close inefficient plants, reduce
costs and establish profitable facilities. Outside of the U. S., such
efforts are being guided and subsidized by governments.

West Germany is combining German steel operations into two basic
groups -— the Rhine and Ruhr. Similar rationalization efforts are under
way in the UK, France, Benelux, Italy and even Japan. But within the
United States, rationalization plans of steel companies could be held
up by antitrust concerns.

4 There is no present need for a major overhaul of the antitrust
laws, but our federal government needs to announce a policy that will
allow joint ventures and margers which retain steel operations that
otherwise may be shut down.

Mr. Chairman, the world steel market is not functioning the way a
market should -~ allocating sales and capital to the most cost-competitive
producers. Steel industries with the worst profit performance in other
countries have been among the most aggressive-in undertaking capital
investment.

Compounding this problem is the phenomenal extent to which exchange
rate fluctuations have altered comparative costs of domestic industrial
production versus those of foreign producers. The axchaﬁge rates of the
19808 are acknowledged to be an abe?ratiou, with the yen substantially
undervalued against a dollar overvalued in terms of the huge merchandise
trade deficits the United States has been running for several years.

The only real question is how much the yen is undervalued -- 20 percent

or 30 percent?

27-605 0 ~ 84 - 2
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Not many people understand the enormous effect exchange rate
fluctuations have had on comparative steel costs. The underlying
competitive position of our industry would be far stronger if exchange
rates had maintained the values which prevailed in 1973-1979.

Most experts agree that the real effective exchange rates of 1973-
1979 did in fact more accurately reflect the underlying structure of
comparative coets in the world market, but that the rates since 1980 are
destroying underlying relationships, and are, therefore, not a true
measure of our competitiveness. Changes in exchange rate policies are
necessary! l

A fresh U. S. Government policy approach for steel is imperative!
If the profitability of this industry does not improve, more domestic
steel firms will cease operations or leave the steel business to invest
where there are prospects for profits, .

Continued contraction of the U. S. steel industry will cause continued
maj or losses in employment and tax revenues, with serious consequences
for many regions of the country, and for our national economic security.
The loss of basic industry capability would create a serious dependency
that could be disastrous for defense purposes. The present competitive

difficulties of the steel industry therefore represent a national problem

with wide ramifications.
Steel is a test case for problems which affect other basic U. S.

industries. Together we must put in place the necessary policies to
ensure the modernization of the domestic steel industry if the nation is

to experience full economic recovery.

-000=
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Mr. Roperick. Well, as you know, Senators, the steel industry is
truly in a crisis mode. The industry last year lost $3.2 billion, and
losses, of course, are continuing into 1983. We are investing in 1982
at the rate of $2.2 billion in new facilities, and we expect that in
1983 this will fall to $1.7. Our best guess is that in 1984 it could fall
below $1% billion in new steel investments in this country.

We all know that the miminum that is re(Luired to adequatel
modernize and continue the modernization of the industry is $6 bil-
lion. The capacity utilization of the industry is still below 60 per-
cent. We have just in steelworkers—that's blue collar steelwork-
ers—over 100,000 steelworkers are still on layoff. And the seren
largest steel companies have permanently terminated over 33,000 -
management people and nonunion people. So 0(i)‘l)ou can say that as of
this stage there are probably between 130,000 and 140,000 people
that have been employed by the industry that are no longer em-

ployed bﬁ' the industry.
I think you have to multip;{ that, or at least double, when you
think of the coal miners and all the others that clearly support the
industry, and clearly they are also out of work.

I think that what we are engaged in is a quiet, involuntary liqui-
dation of the American steel industry. It's an indust?r that we had
%44 billion of sales in 1981, and only $25 billion in 1982. We paid

12 billion in wages in 1981, and that's down to $8.8 in 1982. So we
are a very large industry. And we think a vital one to this country.

We have engaged in a lot of self-help. We have not been calling
on Government to solve all of our problems. We have been reduc-
ing the amount of overhead. The union has made a concessionary
labor ment with us. Our suppliers have come forth with lower
costs of the things that we purchase.

- But I think that where we have flunked the course is clearly in
the trade area. And I think the trade area and in the tax area or
th? capital fund area is the area where we need very substantial
elp.
At the end of 1985, the steel industry will have a balance of $1.5
billion of unused investment tax credits, and $4.6 billion of NOL
carryovers, primarily, of course, from unused ACR’s. We are, there-
fore, urging the administration and the Congress to support legisla-
tion to permit the industry to receive cash for investment tax cred-
its already earned, but not currently usable. We think the Jones-
Conable bill, supported by the steel industry, would entail, of
course, some form of payback so you are really talkingsa timing dif-
ference; not a Government grant or a Government subsidy. ‘

Our modernization efforts, clearly, will be affected as to whether
or not that type legislation comes forth. And we do recognize the
difficulty of the timing of that type of a request.

Mr. Chairman, I think the world steel market, as we know, is not
fanctioning as a market. We know that foreign producers are liter-
ally being subsidized into the marketplace in the United States. We
know that we have a tremendously distorted dollar which is hurt-
ing our ability to export steel directly, and to export the items
made from steel. And conversely make our markets vulnerable, ex-
tremely vulnerable, to the imports of things made from steel. -

So, clearly, we are in extraordinary times. I think a fresh Gov-
ernment policy approach for steel and a more enlightened one is
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absolutely im‘fetative. I think that if the profitability does not im-
rove, many domestic steel firms will cease operation, and the steel
usiness will be a very difficult business to sustain. And I think

that puts our defense in many of our other steel using industries in

a very, very dangerous position.

I think there is no reason for unnecessary contraction of the in-
dustry, contraction of indust empltgment, and I think it can be
corrected by both more rigid and effective trade administration,
and, hopefully, some selective tax relief.

I think steel is a test case for the problems which affect the U.S.
basis industry. Together, hopefully, the industry and the Govern-
ment working with our employees can and should be given an o
portunity to bring and maintain a good healthy industrial base in
this country. I think it’s essential to our security. And I say that
from both an economic point of view as well as a defense point of
view. :

I think that would summarize, Mr. Chairman, the highlights of

what is in my written testimonﬂ'.

Senator HEINz. Mr. Roderick, thank you very much. You have
painted a very bleak picture of the steel industry, absent specific
actions being taken by the Government; Congress and the adminis-
tration acting together. You have said that capital investment will
continue to decline. That it is at levels extraordinarily low both by
historical standards and by the standards of need that you have de-
scribed, the $6 billion a year.
ttht:.lrretgtly, your industry is investing approximately a quarter of

at rate.

Mr. RopEerick. That is right, Senator.

Senator HEiNz. You've indicated how payrolls have been slashed
from $12 billion by the industry to approximately $8 to $8% bil-
lion, a 33%-percent cut in payrolls. Earlier this week United States
Steel announced that it was laying off around 4,000 white-collar
employees. Not just in my hometown and your hometown of Pitts-
burgh, but reaching across our State to the Fairless Hills works,
and I imagine to other locations as well.

Clearly, the industry is in very serious shape. And you have pro-

that Congress enact legislation similar to the Jones-Conable

ill over here; the Durenberger bill to permit the claiming, as I un-
derstand, of ACR’s and tax credits that you have earned. That you
do not have the tax liability to, in effect, take advantage of. You
have urged that there be a new policy, not a new law where anti-
trust is concerned. And you have indicated that the undervaluing

of the yen is your most critical trade problem. *

Now let me ask you—is it only the undervaluation of the yen,
and the antitrust policy, and the tax policies that afflict the indus-
try? If we address those three areas, and we didn’t address the
areas that some other people suggest, such as the overvalued
dollar, which I happen to believe is driven by deficits that are too
large and too fast a growth rate, too high a percentage of the GNP
being taken by Government spending, would the steel industry be
able to recover? And to what extent would it recover?

Mr. Roperick. Well, I believe if we had rigid enforcement of our
trade laws and the tax changes that we have suggested, along with
the ability to rationalize the industry where that did not lead to
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noncompetitive situations—there is no question that would be ex-
tremely helpful to the steel industry. There is no question that the
g:eatest help to the steel industry coupled with those things would

lower interest rates; 65 percent of the steel that is used in the
country is connected with heavy capital s%ending. And high inter-
est rates, as S\;ou know, have absolutely submerged the recovery in
that sector. So we clearly need to do those things and be dlre%ib::g
ourselves to try to bring down interest rates. And, clearly, I thi
the current deficit is a contributing factor. I would not say it is the
onlﬁ factor, but I believe it is certainly a major contributing factor
both in actual fact and in the psychology out there in investing
Americans.

Senator HEinz. If you had to array in terms of importance and
prioritize what I now count as roughly five areas of concern to the
steel industry, in effect, the substantial refundability of the tax
credits, a new antitrust policy administered by the Justice Depart-
ment, moving on the Japanese sglstem of rigging interest rates that
undervalues the yen, more rigidly enforcing trade laws and more
actively attacking the Federal budget deficit, something that Sena-
tor Dole has been a leader in attacking, as I think the Finance
Committee, which of those five would be at the top of the list?

Mr. RobEerick. I would say the most immediate help and the
most important one would be clearly something that would either
form a new.law or what I would call a meaningful, honest enforce-
ment of our trade laws that would have imports at about the 15-
percent level would be at the top of my list.

I would say that the second most important would be the lower-
ing of interest rates.

e third priority that I would clearly put on would be the abili-
ty from a timing point of view to permit the industry to, in effect,
cash in some of our tax deferments that we will be able to reach
for at some point but where they are not useful to us now.

So I would say they would be the three. I would say rationaliza-
tt'im:'t lcioes not require any change of law. And I would rate that

ourth.

Senator HEINzZ. I have just informed Senator Dole I have time for
one more question and then he is going to be chairman of this sub-
committee as well as chairman of the full committee, for which I
am deeply grateful.

Mr. erick, a number of us worked very hard for the establish-
ment of, in effect, a tripartite steel committee. The administration
has established that committee. Do you believe that committee will
be successful in helping achieve all or most of the five goals that
you set forth?

Mr. Roberick. I believe it is a ffOOd vehicle for implementing a
ggeciﬁc plan to make it happen. If it is merely as a forum,

nator, for more debate and more discussion of what has already
clearly been identified as the problems of the industry, I think it
would be quite ineffective. But if it is really used to get labor, and
Government, and industry to act in a coordinated way to impact
mlation and to impact legislation rather than to merely have a

forum, yes, I think that it can be very successful. And I think
that has to be done in the first 6 months of its existence or I think

it ought to be just eliminated.
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Senator HeiNz. I gather that at this point there is not a multilat-
eral &'l trilateral commitment to a specific set of goals to be imple-
mented.

Mr. Roperick. There is not because there has not been the
B:gple to be appointed to the committee, Senator. They have not

n appointed yet. It's still in the framing stage as to how it
should structured. We are working with the steel workers of
America and the AISI and the Commerce Department to try to de-
termine how it would be structured, who would be the members,
aixd that is all necessary before the necessary enabling actions take
place. :

Senator HEINz. I gather that it would be a fair statement and
summary of your position to say that for the steel industry to make
pr on this vast arra;lri of very significant issues that you have
outlined here that you believe that a tripartite mechanism where
labor is involved, where, obviously, management is deeply involved
and where the government is involved, and, hopefully, cooperative.
That that kind of an effort is very important to getting agreement
on an agenda that will reallK not only help the steel industry but
will point America in the right direction. Is that correct?

Mr. RobpEerick. I can certainly speak for the steel industry, and I
would agree with that certainly for the steel industry, having had
experience firsthand with the old tripartite approach, which did
have beneficial effects. :

Senator HeiNz. My time has expired. And I turn both time and
the gavel over to my good friend, Senator Dole.

Let me just say that when we were talking about the deficit, I
want to express my admiration to the chairman of the full commit-
tee, Senator Dole. I don’t know of anybody who has done more dif-
ficult things to try and actually address the problems. A lot of talk
here in Congress about how we have got to do something about the
deficit. Senator Dole has had the courage to stand up to banks and
all other kinds of special interest groups who somehow think that
their special interest is more important than the best interest of
the United States.

Mr. Roderick, I thank you for being here.

Senator DoLk. Thank you.

Mr. RopEerick. Good seeing you again, Senator.

Senator DoLe. Well, I appreciate it. And I think we can probably

conclude the hearing promptly unless somebody is really wound

up.

* But Senator Heinz just touched on a point. You say you are con-
cerned about interest rates and you are concerned about deficits,
but still you would like another tax subsidy which would add to the
deficit and increase interest rates. And that’s the problem. Every-
body who comes wants us to do something that would take more
dollars from the Treasurﬂ. If we are go to start cashing in
unused tax credits, why then we are going to lose some revenue,
which we will have to borrow. That will crowd out the private
sector again because we are borrowing money for another tax sub-
- sidy. So I don’t know where it stops. It is a difficult problem, as you
realize. And as you have indicated, that’s not your top priority.
Your top priority is the same as ours—the deficits, interest rates. I
haven'’t given up yet on the President getting some of us together
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yet this year to try to figure out some bipartisan strategy to reduce

the deficits. ,
The disquieting point is that we get all the talk around this town

disq

that we can’t do it until after the election. We don’t mean the day
-after the election. We mean about a year after the election. So we
are ing about 2 years from now before the Government faces
up to deficits. And in my view, is probably straining your industry
as well as many others. So it's not that we don’t want to help the
steel industry. It's vital. It must be preserved. |

But I'm not certain how far the Government can go. What about
quality control? We've been looking at some studies of the Japa-
nese and their industrial policy. When you take a closer look at it,
it may not have been the targeting, it may not have been some of
those Government efforts, but the fact that they have better qual-
i?ﬁicontrol. Maybe a better product at less cost, gives them the

e.
r. Roperick. Well, I don’t really believe in our industry that

the quality problem has really been a factor of any magnitude. I
have talked to the two largest steel consumers in the United States
who run quality examinations of domestically made steel versus
steel available to them in other of the world in which they
operate. And I have been assured by both—again, I'm saying the
two largest—that the American stee ?nuality or their products is
fully competitive with steel anywhere in the world. So I just don’t
think that is a problem in our industry. ‘ :

Now if we begin to fall behind as we have for a great number of
years in further modernizinq our facilities, it will-—there will come
a time when our quality will deteriorate versus our foreign compe-
tition. 1 fully agree, Senator, that it is a difficult time when you
have large deficits to be saying that you need some relief in the tax
area. But nonetheless we think these are tremendously extraordi-
nary times for this industry. We feel that the type request that we
are making is modest enough and appropriate enough for the total
long-term economic and defense of this country that we think it is
‘warranted, and we think it would be a very good investment to
consider in any tax change that may take place.

But we are sympathetic to the %roblem. We certainly are upset
about the deficit to the extent it holds interest rates up, discour-
ages heavy capital investment from taking place. We are, I guess,
the old story of making the contribution versus the commitment. I
guess some of us are making a contribution but our workers are
making a commitment. The difference between those two for those
who are not aware of it is sort of like ham and eggs. The chicken
for breakfast, ham and eggs, he makes a contribution. But the. pig
makes a commitment. | .

I think that we are really, when it comes to our employees and
our workers—I think: that the deficit is too cruel of an answer to
them long-term because we are impacting their lives—long-term
unemployment. Their careers. These are not people who have been
working in it 1 year or 2 years. These are people now that are have
been committed to this industry in this country as hardworking
people for 15, 20, and 25 years.

So we want to see the deficit dealt with as effectively as possible

to bring those rates down.



20

Senator DoLe. Well, as you know both parties are talking about
industrial policy. Some mean hi-tech, some mean smokestack.
We’re not certain an!body has a clearly defined industrial policy,
but I assume it would be a matter of great debate in the 1984 elec-
tion. Whether it just means more tax subsidies or more govern-
* ment, in my view that wouldn’t be an industrial policy. That would
be government policy, which might short-term have some relief,
but long-term might be distasteful. So I commend Senator Heinz,
Senator Chafee, and others on both sides who are looking for some
rational way to approach it. I don’t know what the impact of the
revenue loss would be nationwide or even for United States Steel

if, in fact, those things you suggest were done.

Do you have any cost figures

Mr. Roperick. Well, the only figures we do have is at the end of
1985 is we are saying if we were to accelerate the recovery of our
unused investment tax credits for the total steel industry—we are
saying that number, the unused portion, would be $1%: billion.

e NOL's at that point, which we would like to get some help
there also, would be $4.6. So if you added those two up, you are
talking $6 billion for the steel industry.

The Jones-Conable approach, as I recall it, Senator, is, of course,
only dealing with the unused investment tax credit would be an 85-
percent recovery that then you would have to begin to pay back in
several years. So what it would be is it would be advancing the use
of the money, but the money would have to come back in a very
orderly way, if you would not have otherwise used them. So it isn't
a Government grant: It’s an advancement of something that will
come in time. It's just more or less trying to get it to you during
the period of the %'reatest hemorrhaging.

Senator DoLe. If that were done, does that mean everybody is
going to go back to work?

Mr. Roperick. I think, obviously, many would get back to work.
Obviously, any money that we get from this source would be—and
everybody I've talked to in the industry, Senator, are perfectly will-
ing to make this commitment in any way that the Government
would wish. Any money that is put back through using the unused
tax credits or the NOL’s would be directly plowed back into the ac-
celerated modernization of the industry.

So I think, yes, dyou would have a lot of construction people called
back to work. And, yes, I think we would have a more modern steel
industry, and a lot more steel workers would be back to work.

Now when you say everybody, that probably wouldn’t and could
never happen.

Senator DoLE. I think that’s another problem. I think we have
the job retraining programs and other programs. We have some
members pushing for-trade adjustment assistance. Just passed out
of this committee yesterday afternoon, an 18-month extension. A
couple of Federal supplemental benefits in the unemployment area.
States contribute zero. That’s about a $4 billion program over 18
months. Ours is much less than the House-passed version.

There is no question there is a very serious problem that should
be addressed. I'm not certain we have any real time to finalize
gsome comprehensive plan that would not be all on the tax side.
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Labor has to make some—they made sacrifices, no doubt about it.
Management has got to make a tripartite effort, I guess.

Mr. Roperick. We are willing to play a responsible part in that
three-cornered stool.

Senator DoLE. We generally end up with the whole stool.

Mr. Robperick. I understand. Sometimes we feel we are the stool.

Senator DoLe. Well, we appreciate it very much. I'm pleased I
had an opportunity to be here. We will be workin,, with you and
others in the industry because it's basic; it should be preserved. I
don’t think anybody disagrees with that whether we live in
Kansas, California, or Pennsylvania. I understand Senator Heinz
might have a little different view than some of us who are re-

moved. .
_ Thank you very much.

Mr. Roberick. Thank you, Senator.

Senator DoLE. Our next witness is Ms. Norma Pace, senior vice

president, American Paper Institute, Commissioner, National
Council for Employment Policy, Washington, D.C.

I understand that Dr. Raines could not be here this morning. So
following Ms. Pace we will have a panel consisting of Andrew Hill

and Dennis Bedell.

STATEMENT OF MS. NORMA PACE, SENIOR VICE PRESIDENT,
AMERICAN PAPER INSTITUTE, NEW YORK, N.Y,, AND COMMIS-
SIONER, NATIONAL COMMISSION FOR EMPLOYMENT POLICY,

WASHINGTON, D.C.

Ms. PAck. Thank you, Senator.
I'm here to give you two messages: One from the National Com-

gxission for Employment Policy, and the other from the paper in-
ustry.

Basically, the commission’s charge under CETA and the Job
Training Partnership Act is to provide policy advice in the area of
employment and training. Because of this responsibility, we share
the concerns about basic industries and where they are headed.
What we see is that we have to look at this problem as an unem-
plﬁyment problem on the one hand, and output concern on the
other.

And while it is true that employment in goods-producing indus-
tries is declining as a percent of total employment, it’s also true
that output in goods-producing industries has held a rather stable
relationship to total output du the past 20 years. What we see
here is an employment problem of preparing dpeople for the jobs of
the future—and understanding how basic industries are changing
in both their growth potential and in their characteristics.

This is what the commission is deeply concerned with. Because of
this concern, the commission has established as its high priority in
1984 a study on the “Changing uirements of the Work Place”
for the remaining years of this decade and into the future.

We are tackling the question of h.i%‘h tech; particularéy what high
tech is because people talk about high tech but cannot define it.

Senator DoLe. We talk about it all the time. We don’t know what

it is.
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Ms. Pack. It's anything; it's computers; it's this and that. And so
we are trying to give some dimension to the problem. For the
moment, our study has used what researchers have used generally
and that is to take the percent of output that is spent on R&D as
an indication of high tech’s importance, along with the number of
scientists, engineers, and technicians who are employed in indus-
try. These measures give one a rough idea of how important each
industry considers high tech as the way to maintain its growth.

From this point of view, we see that it is an industry that em-

loys about 6 million people; that it will grow; but that its contri-
ution to people employment is not going to be large enough in the
future to meet the needs of the growing labor force. It will be an
aggressively growing industry—one we need for defense, and for
higher productivity. We are going to have an ongoing employment
problem, and this is what the commission is addressing in the year
ahead. We feel certain that as our studies proceed we will be able
to ’F'z;ovide more guldance in this very important area.
e measa%‘e rom the pulp and paper industr{ois that we are
thriving and healthy. Our output of paper is up about 6% percent
this year; on the packaging side, because industrial production is
aevi{ing up, output is up 7.3 percent. Last year both sectors showed
eclines.

We have experienced erosion in some markets, but we have also
benefited from growth in other markets. Some of this growth re-
flects advertising gains. This is a time when businesses advertise.
The tax cuts have encouraged that kind of promotional activity.
We also are benefiting from the growing installations of computers
and copiers. Most people think that is a threat to paper. And
maybe 20 years from now it will be. But at the present time, people
still want a hard copy of everything. That need is booming the
printing and writing side of our paper industry.

We are steady employers, employing about 700,000 people. In a
recession, employment might fall off about 80,000, but that’s all.
And that is because the process of producing paper and packaging
. aterials is a continuous one, requiring large capital investments.

I think I heard Mr. Roderick say that the steel industry needs 36
billion to modernize the steel industry. Well, we are spendi 6
billion a year, right now—that is twice what we were spendi
only 7 years ago. We project that by the end of this decade we wi
need $10 billion a year for capital outlays.

So, we do seek some tax relief to generate higher cash flows.
During the past 2 years, the industry’s internally generated cash
flow was half its capital outlays. In order to finance these advanc-

ing capital outlays, some companies sold assets; others used the -

leasing option when it was available; and, of course, some also re-
deployed some assets. The industry borrowed heavily. It is running
out of those recourses. ‘

Consequently, we join other industries in requesting even faster
capital recovery, and more full and flexible use of the tax credits.
These would help the paper industry because they will be reinvest-
ed in job creating opportunities an keegethis basic industry alive.

Through heavy capital investments, Senator, the industry has
become the least cost producer worldwide. It is increasing its ag-
gressiveness in export markets. The industry has a wonderful
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demand outlook. All it needs is some additional money to finance
growing investments.

I conclude with the hope that henceforth we can rely more on
the findings of the national commission studies in terms of both
employment changes and the training requirements to provide the
job skills needed in the future. We will be happy to come back next
year and present these findings.

Senator DoLE. Thank you very much.

[The prepared statement of Ms. Norma Pace follows:]
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NORMA PACE

SENIOR VICE PRESIDENT
AMERICAN PAPER INSTITUTE

ARD
COMMISSIONER
NATIONAL COMMISSION FOR EMPLOYMENT POLICY

My name is Norma Pace. I am Senior Vice President of the American
Paper Institute and am testifying today on behalf of the National Com-
wission for Employment Policy. Accompanying me is Dz. Carol Jusenius of
the Commission etaff, We thank you for this opportunity to testify.
Because the Commission's particular charge under CETA, ite authorizing
legislation, and its successor, the Job Training Partnership Act, is to
provide policy advice in the area of employment and training, the Com~
mission shares your concern about the future of basic industries in the
United States, and has identified the employment impacts of these changes
as a priority research item for fiscal year 1984.

Since ite establishment under the Comprehensive Employment end Training
Act of 1973, the Commission has conducted and supported research on the ex-
periences of several groups in the labor market--such as blacks, Hispanics,
women, and older workers. Currently, we are undertaking research oan the

workplace, and plan to collect information on factors that affect the
demand for workers. We balieve that much more needs to be known about the

changes taking place in industries, including their potential for growth
and their changing operations in order to make policy recommendations on
national uploynent and training issues.

Certainly, one of the key factors influencing the demand for workers
is, and will continue to be, technological change. Because this country is
a vworld leader in many of the new technologies, such as robotics and other
"high tech" equipment and because it is quite apparent that this new
technology has the potential to greatly influence the type, nature, and
location of jobs, the Commission has selected this factor as the first of
several projects on the workplace. I would like to share with you today
some of our preliminary findings that can provide s useful framework for
considering the impact of technological change on the workforce.



Goods vs. Services

First, as background information, it is important to look at job growth
in two broadly defined sectors of the economy: the goods-producing sector
and the service sector. Statements are often made that the American
economy is shifting emphasis from goods production to services output.
These statements are based on the fact that job opportunities are growing
wore rapidly in the service-oriented sector of the economy than in the
goods-producing sector. Such statements, taken out of context, have raised
concern about the future direction of the economy, including the role of
Aperica's manufacturing exporte in the world market and the economy's
ability to meet domestic needs., Another complicating factor is that the
several recessions of the past decade have more severely affected manu~
facturing than other sectors and have led people to assoclate short-term
set-backe in job opportunities with long-term trends.

It is important, therefore, to examine both the actual and the relative
number of jobs in the goods and the service sectors. Between 1979 and 1990
the number of jobs in the service sector is expected to increase by 26
percent, while in the goods-producing sector, which includes agriculture,
mining, construction, and manufacturing, there will also be an increase in
job opportunities, aldeit only about 12 percent. Manufacturing, an in-
dustry of special concern to policymakers and the general public, will
share in that growth. ‘The number of jobs in manufacturing is expected to
grov 11.5 percent between 1979 and 1990. While less than the expected 19
percent growth rate for the economy as a vhole, it is etill a good gain,
Fotwithstanding the lose of over 2 million manufacturing jobs during the
current recession, manufacturing is expected to be among the top three
major industrial employers in 1990. Close to 24 willion private sector
jobs are projected for manufacturing, and that will, in fact, be exceeded
only by vholesale and retail trade and "other services," vith a projected

27 to 29 million jobs in each.

In terms of relative shares of GNP, the notion that the U.§. is moving
from a goods- to a service-oriented economy is not accurate. The GNP is &
measure of the value of all final goods and services produced in the econ-
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omy and indicates hov well the economy is performing. The share of GNP
produced by a particular sector indicates its importance to the total
economy and how it is performing in reletion to other sectors. From this
ﬁorcpectivo. output of the goods-producing sector has accounted for about
one-third of GNP since the late 1960's and is expected to do so until at
least 1990 even though the relative proportion of jobs in it will be

decreasing.

For those persons who will be entering the job market in the 1980's,
these general trends mean that there will be opportunities in the

goods-producing sector, even though more jobs will be created in the
service sector. New coal miners, construction workers, and assembly line

vorkers will be needed in the 1990's, although an even greater anumber of
office and service workers will be required.

Defining "High Tech"

Although the term "high tech" is used frequently, prees articles
dealing with it do not alwaye offer a definition. Sometimes, the term is
defined as new products, especially those produced by the microelectronics
industry, such as computer chips. Other times, "high tech” is meant to
include the computers used in the production of goods or word processors
used in the office, or automatic tellers in banks. All agree that high
tich 152 sector of the economy vhich is critical to the future growth of
the Nation, but no one can really say what it is. This lack of a con-
sistent definition can lead to inaccurate conclusions about the implica-

tions of high tech for employment.

First, I am going to describe our preliminary findings on the high tech
sector, and thean I'll turn to what is known and not known about the impact

of high tech on employment.

The High Tech Sector

One of the reasons for undertaking a study on the high tech sector is
to determine its role in the economy. The firet requirement is to define
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vhat should be included in this sector. Somwe researchers have concluded
that one way to determine its composition is to measurs (1) the percent of
an industry's output that is spent on research and development (RSD) and
(2) the number of scientists, engineers and technicians, These measures
ars rough indicators of the extent to which firms view technological change
as a wvay to remain competitive. The high tech sector in this context is
comprised of those industries most involved in research.

Whether or not the high tech sector should be viewed as a major source
of employment opportunities for the future is open to debate. To put ite
employment potential in perspective, the aumber of jobs projected for high
tech ae defined above will be less than one-quarter of the number employed
in wholesale/retail trade in 1990, and only slightly smaller than employ-
ment in transportation, communications, and public utilities combined.

However, even if this sector directly employs relatively few people
vhen compared with other industry aggregates, it has a strong growth
potential, For this reason and, because of the sector's contributions to
both the Nation's defense capability and ite position in world markets, the
preparation of people to work in it will undoubtedly continue to receive
high priority. The sector contributes to the economy's growth since it is
& major source of U.S. exporte of manufactured goods. Of the 20 detailed
manufacturing industries that had the largest dollar value of exports in
1981, 50 percent could be included in the high tech sector. Indeed,
products of the high tach sector are a larger share of exports of the
Anerican manufacturing industry than of the other major industrialized
nations. For example, close to 45 perceant of exporte of manufactured goods
are from the high tech sector; for Japan, France, and Germany, the pro-
portion is between 25 and 30 percent. Thus, it appears that some of
America's success in exporting manufacturing goods is directly connected to
the ability of its high tech sector to remain competitive in the world
market, Maintaining this ability will depend in part upon the number and
quality of our futurs scientiste and enginesrs.



Technological Change

Technological change may be incorporated either in a new product or
service or in a change in the process by which goods and services are made.
A technological change within the production process may be incorporated
into a new piece of equipment or into & new way of organizing existing
equipment and workers. Both forms of technological advance in the
production process may result in either increased output with no change in
the nunber of workers, machinery, or raw materials required or the same
amount of output with a decrease in the mmount of labor, machinery, or raw
materiale required. The overall effect of a technological advance depends
not only upon the nature of the innovation, but aleo upon the speed with
which it is adopted by firms throughout thé country.

Relatively little work has been done on the employment effects of
technical changes. In some cases, recent research findings have so
broadened the range of estimated impacts that policy directions become
difficult to suggest. Therefore, the National Commission for Employment
Policy is undertaking an investigation of sowe of the technological changes
occurring in the workplace today and will analyze their likely impacts on
the number and types of jobs in the future.

Many workers are already seeing the effects of the "new technology" in
factories, offices, banks, and eupermarkete, in the form of microcomputers,
industrial robots, word processors, automatic tellers, optical character
readers, and computer-assisted manufacturing and drafting. Largely because
these innovations are recent, there is neither a complete inventory of
occupations likely to be affected by them nor a body of research literature
that details the ways occupations are likely to be affected., We do have,
at present, some information on the impact of robots, but almost nothing on
the impact on employment of the other types of technical changes.

Robots

As the Commission states in its Eighth Annual Report: The Work

Revolution, robots represent one more step in the historical procese of
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automating the workplace which began with the Industrial Revolutiom.
Robots are machines that can do repetitive tasks with great speed and
precision-~and can be reprogrammed to carry out more than one taek.

At present, there is no complete inveantory of the nusber of robots in
specific industries, or of the tasks they perform in the various indue-
tries. All that we knov is that they are found primarily in the broadly
defined metal working sector of manufacturing and that they generally
perform such taske as loading and unloading, spot painting, and welding.
While projections about the number of robots likely to be in place by 1990
have been made, they range widely: for example, one study projected some
200,000; another, between 50,000 and 100,000.

The lack of knowledge about how many robote there will be, where they
will be, and how many jobs one robot will do precludes definitive etate-
ments about the precise number and industry location of workers whose jobs
may be adversely affected. In fact, it is possible that the emergence of
this particular technological change will not result in large-scale job
losses in the affected industries. It is aleo possible that the growth in
job opportunities in these industries will not be as adversely affected as
some expect. Because robots increase productivity, they enhance a firm's
competitive position, and the demand for its products may be greater than
it would have been had the new technology not been implemented. As a
consequence, new jobs may be created and existing, albeit restructured,
jobs saved, Of course, it is possible that there will be some regional and
skill displacement if entire, technologically obsolete plants close and new

ones, with robots, open elsevhere.

Although it is clear that robots vill have some effect on employment
levels, the extent of the impact is not clear. Generally, we expect the
impact to be gradual, as is usually the case vhen implementing a techno-
logical change that requires large dollar investments. One thing we know
is that institutions responsible for preparing people for tomorrow's jobs
nust work closely and continuously with firms where robots or other
technical changes are being introduced, We believe that the Job Training
Partnership Act encourages this closer coordination of training programs

27-605 0 - 84 ~ 3
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wvith employers' needs. Such flexible, market-oriented policies are called
for to respond to technological change.

Paper Induit;!

Now let me turn to the paper industry as an interesting example of
a basic industry with a good sales outlook and en interaction with
technology.

The pulp, paper and paperboard industry has shown a significant rebound
in output during the first eight months of the year. The production of
paper is running 6.5 percent ahead of last year while paperboard output,
reflecting the higher packaging needs of the nation today compared with a
year ago, is running 7.3 percent ahead of the 1982 output.

In 1982, both of these major segments had experienced sales reversals
vith paper output down 2.0 percent and paperboard production down 6.9
percent from 1981,

Over time, the industry has experienced erosion in some markets but it
has also benefitted from strong growth in others. Inroads from plastice
have affected some packaging markets while the output of printing-writing
papers have benefitted from the techrological changas underway in the U.S8.
and from increased attention to promotional activities by manufacturers.
The ever~growing installations of copiers and computers have increased the
demand for communication papers. Contrary to some expectations, our
experience to date indicates that the demand for paper is benefitting from
the incresse in communications resulting from the greater use of computers

and copiers.

The industry's employment during the past decade has shown a fairly
steady trend, with only modest changes resulting from cyclical swings in
business. 1In 1970, employment in the pulp, paper and converting industries
totaled 705,500; it was 692,800 in 1980 and in the recession year 1982 had

fallen to 662,000.
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The paper industry ie & capital intensive industry. Outlays for plant
and equipment are now in excess of $6 billion a year; they were half that
level only seven years ago and can grow to $10 billion a year by the end of
the decade, We have spent these large sums to improve our productivity, to
change the characteristice of the product in order to meet changing market
demands, and to provide for our rav material, trees, in an efficient man-
ner. The extensive forest lands in the U.S., coupled with large invest-
ments by U,8. manufacturers in them, have made the U.5. paper industry the
least-cost producer vorldwide. This cost advantage Ls offset at present by
the high value of the dollar in relation to eome curreacies. For example,
ve compete with the Scandinavians in the sale of pulp and recent series of
unilateral devaluations of the Xrona by our Swedish competitors has more
than offeet our competitive sdvantage.

Most of the industry's products service the needs of our domestic
economy but our industry has over the years begun to capitalize on its cost
advantage by increasing exports, For example, in 1970, exports of paper
and paperboard, which is the basic packaging materisl for corrugated boxes
accounted for 5.4 percent of production; by 1980 that figure had increased
to 8.2 percent. In 1982, it retreated to 6.9 perceat, reflacting many
influences including the recession in foreign countries, the high value of
the dollar and other barriers to trade.

Our demand prospscts, both domestic and foreign, remain favorable for
the next decade, We believe the overall demand for the industry's products
will be paced by the growth in general business activity as well as
increased export initiatives.

Our problem is capital--availability and cost. The industry has
clearly demonstrated even during the receat recession that it had con-
fidence in its future through ite aggressive investmeat. Despite a severe
shortage of cash during the past two recession years, the industry
maintained high levels of investment through several financial adaptations,
such as the sale of assets, higher borrowings and when it was available,
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leasing as a financing vehicle. These sources of funde have been
foreclosed to & large extent. It is essential that new avenues of capital

availability be opened up to the industry.

Cash flow generated and borrowed by this industry is rapidly
transferred into job creating investments, both for the industry and
ite suppliers. The industry's cash flow is affected by tax policies. 1In
that regard, we seek policies that will generate additional cash flow for
investment through faster recovery of investments, flexible and full use of
tax credite and continued support for incressed forest productivity through

appropriate tax policies. 1In the export area, we need a viable tax-based

export incentive to replace DISC.

Summar :
The unique combination of recession, excessively strong dollar, and
high interest rates has exacerbated disruptions in the economy as reflected

in the production performance of some industries such as steel and con-
struction machinery. To seek better solutions to these urgent problems is
a high priority which will relieve some of the existing imbalances in
employment and output. For the longer run, the Comnission's study in 1984
should provide more information on the changes occurring in basic indus-
tries and the direction of those changes. What we learn will, we hope,
provide guidance in the development of policies dealing with preparing
people for the jobs in the future. All we can recommend at present is that
such policies be flexible enough to permit programmatic changes that meet

emerging needs.

I thank you for inviting the National Commission for Employmeat Policy
to testify today.
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Senator DoLE. I guess just first speaking as Commissioner for Na-
tional Council for Employment Policy it might be well to have in
the record whether or not you believe that the current Federal
commitment to retraining is adequate to meet the needs of the
structurally unemployed over the next 6 to 10 years.

Ms. PAce. Well, we think it's a great step forward. The commis-
sion is chavtyed with monitoring its progress and its impact on the
economy. We have begun appropriate studies and will be able to
provide enlightenment on that.

Senator DoLE. That might help because I think one criticism and
one reason there is reluctance to appropriate money for anythin
in that area is that you see so much of it frittered off that doesn’t
really help anyone who is out of work and needs retraining. It goes
to plush offices and administrative cost and travel. By the time the
working man or working woman who is out of work gets around to
retraining, they say, well, we don’t have enough moneg";, we need a
bigger appropriation. So I hope it is i(:rncf to be a barebones review
that you do so that we will have the facts. It'’s difficult enough
to spend taxdpayers’ money when they have no idea where it is
going to win uY.

Ms. PAce. Well, we share that concern. With the private partner-
ship aspect of the new job training program and the kinds of stud-
ies that are being instituted to determine what the private sector
will need, I think this adds a practical and fruitful aspect to this
kind of training program. ‘

Senator DoLk. Do you think the so-called decline, in basic indus-
tries has been exagggrated by the recession? We get the feeling
that eve‘?thing is about to collapse. I mean all these people run-
ning to Washington saying we have got to have this; we have got to
have that. There is a lot of discussion in the press that we are on
the threshold of some great disaster as far as demand and employ-
ment moving away from manufacturing. Do you see that it is as
bad as we hear or read?

Ms. Pack. I think we have suffered some permanent loss, but I
think it has been exacerbated by the recession, by the excessive
value of the dollar and the high interest rates.

I think if we could come out of this period with a balanced recov-
ery, we will be talking less about the problems of the basic indus-
tries. A lot of good things have hagpened as a result of the reces-
sion and efforts to reduce costs in U.S. manufacturing. I think this
is the very fundamental factor in fighting inflation. And there is a
real commitment on the part of management to hold costs down.
They are getting some cooperation from labor. We need more. And
the new programs that involve labor in these cost concerns, are
going to be very productive. I have more faith in the ability of this
country to hold its costs down and to increase its productivity
during the next 2 years than we have had in other periods of recov-

ery.
r{think this is goinf to help the basic industries enormously.
Senator DoLk. Earlier this year we had a study put together on
taxation of certain industries. And I must say that the paper and
wood products have a negative effective tax rate. So I hope that
they may become taxpayers. Their treatment can’t be much more

generous.
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Ms. PAcE. Yes.
Senator DoLe. They have a 14.2-percent negative rate now as

compared to chemicals with a 29 percent effective rate; electronics
29-percent; food processors, 26 percent; industrial and farm equip-
ment, 24 percent; metal manufacturing, 9.8 percent; motor vehicles,
47 percent; paper and wood products, minus 14.2 percent, which is
the highest negative rate.

Ms. Pack. Basically, the reason for that unique performance was
the large reduction in the profitability in our sister industry, the
. building products industry, which is affected by housing activity.

Many of our companies produce wood products as well as paper.
The profits are reported as one figure. The decline in building prod-
ucts profits pulled down the total. .

Furthermore, as I indicated earlier, the paper industry has main-
tained large investments despite the recession. Consequently, the
investment tax credits and other tax carryover items, when com-
pared with those low profits, make the liability seem negative.

This has not been our history in the past. And, hopefully, it
won’t be our history in the future, if we can bring the housing in-
dustry back to more normal levels. This combined with a better
outlook for paper, ought to increase profits and taxes. We ought to
be good contributors to the public coffers in the future.

Senator DoLE. I'm not saying these studies are conclusive. They
are for 1981. But as we look around for those who are seeking more
tax subsidies or tax advantages, we have to take a look at what
they receive now and what they may be paying now. In your area,
they are not paying anything.

Ms. Pace. Well, I think if you were to separate paper from hous-
ing—and we have tried to do this over and over again—you would
see that the paper industry is making its contribution. I go back
again to the fact that this industry is a reliable investor. It has
demonstrated over and over again that every dollar of cash flow it
gets plus what it can borrow judiciously is put back into invest-
ment. That’s why we have been able to maintain our competitive-
ness.
‘We have had a lot of competitive assaults on us. But we have
kept up by investing and becoming the least cost producer world-
vs;i;lle. So these are: the benefits of the investment process that are
real. '

Senator DoLe. Well, we appreciate it very much. And we will
look forward to working with you in both capacities.

‘Senator Chafee, do you have any questions?

Senator CHAFEE. No questions.

Ms. PAce. Thank you very much, Senator.

Senator DoLe. We have a panel consisting of Andrew Hill, chair-
man of the board, Hill Petroleum Co., Houston, Tex., and presi-
dent, American Independent Refiners Association; Dennis P.
Bedell, chairman of American Mining Congress Tax Committee.
We will be happy to hear from them.
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STATEMENT OF ANDREW E. HILL, CHAIRMAN OF THE BOARD,
HILL PETROLEUM CO., HOUSTON, TEX., AND PRESIDENT,
AMERICAN INDEPENDENT REFINERS ASSOCIATION, WASHING-
TON, D.C. :

Mr. HiLL. I am Andy Hill, Senator, chairman of Hill Petroleum
Co. We are an independent refiner, petroleum refiner. We have of-
fices in Houston and a $165 million refinery located in Louisiana.
And we are producing gasoline, jet fuel, diesel oil and, of course,
the other side products of the refining process.

I am here today testifying on be of the American Independ-
ent Refiners Association. I have submitted a detailed testimony,
and just have a couple of brief comments here.

Senator DoLE. We will make the entire statement part of the

record.
Mr. HiLL. Thank you, Senator.
[The prepared statement of Andrew E. Hill follows:]
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Petroleum Refining as a Basic U.S. Industry

Mr. Chairman, the purpose of this hearing today is to

focus on causes for the decline in certain basic U.S. indus-
tries and to determine whether our government has a proper role
to play in maintaining a basic infrastructure in certain indus-
try sectors. The American Independent Refiners Association is
testifying today to send t& the Congress a warning signal
regarding the state of the U,S, refining industry, an indus-
trial sector presently in the middle stages of a decline which

most analysts expect will continue for the foreseeable future.

The petroleum refining industry is a major resource
processor, supplier and user. As in other basic U.S., indus-
tries such as steel, cement, and paper, refineries process raw
materials into finished or semi-finished products. The major
difference with refining, however, is that the result, petro-
leum products, constitute the basic input necessary for almost

every other U,S, industrial process.

The refining industry is highly capital intensive,
accounting for well over $19.2 billion of total invested capi-
tal in 1976. Department of Commerce figures show an expendi-
ture of over $30 billion for new refining assets during calen-
dar year 1980 and over $6.2 billion during 1982. Refining
added over $22 billion to U.S. GNP during 1980, or close to

five percent of total U.S, production.
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While not as labor intensive as some U.S, manufac-
turing industries, refining employed some 103,000 persons in
225 refineries during 1982, down from a high of 155,000
employees in 323 refineries during 1978. This job loss is con-
centrated in a highly skilled work force however, as profes-
sional and technical workers constitute 44 percent of total
employment in petroleum refining compared with 29 percent for

all U.s. workers.

Research and development expendituxes by the refining
industry during 1980 amounted to $1.6 billion, roughly 4 per-
cent of total U,S. research expenditures. Interestingly
however, U.S. government's assistance in this area amounted to
only 10 percent of total refinery R & D expenditure compared
with an average of over 25 percent government assistance to the

total U.S. research and development effort,

The United States currently relies upon petroleum
products to supply over forty-two percent of its total energy
demand.* This figure excludes natural gas as an energy
source, Since the period of the 1960's the U.S., has always
been dependent upon varying levels of imported crude oil to
meet our needs. Consumer demand and fundamental geqlogy have

dictated this dependence. Ye¢t, as a nation, we maintained a

'Oilgggd Gas Journal, July 25, 1983, p. 127.
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strong refining base within our national borders which was
capable of taking crude oil from any available source, domestic
or foreign, and producing requisite amounts of motor fuels,
heating fuels and petrochemical feedstocks for both civilian

and military purposes. Unfortunately this picture is beginning

to change.

AIRA does not advocate a comprehensive affirmative
program of government intervention designed to ensure that the
United States will be totally self sufficient in petroleum
refining for the remainder of this century. This does not mean
however that the importance of the dqmestic refining industry
to the nation as a whole should be ignored. The industry is in
deep economic trouble at home, and faces a growing threat from

subsidized foreign competition abroad.

Causes for the decline of the U.,S. refining industry
are varied and complex and the solutions to these problems will
be equally so. I wish to emphasize in this regard that the
U.S. petroleum business is not a monolithic industry capable of
oversimplification and easy categorization. Sectors of the
petroleum indusiry are much weéker than others, The refining
industry, with its long construction lead time and requirements
of huge caéital outlays for modernization of fixed assetsf is

not capable of as rapid a turnaround as is the exploration

*The National Petroleum Council's 1980 "Refinery
Flexibility Study" estimated a lead time of 43 months necessary
to bring on new process units necessary to process high sulfur

crude oil. Vol. 1 p. 22,
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and production sector, which is sensitive to even short-term

fluctuations in crude oil prices and interest rates,

The Committee should, in making any recommendations
for a sound refining policy, view the problem from a long-term
perspective, It is our hope that the problems of other basic
U.S. industries in a more advanced state of decline will pro-
vide valuable guidance in attempting to prevent future deteri-

oration in this most vital U.S. industrial sector.
The U.S. Domestic Refining Outlook -- An Industry in Decline

The U.S. domestic refining industry is presently
experiencing the worst economic climate in recent memory. The
cyclical downturn in the U.,8., economy combined with crude oil
dgétﬂ”Which remain very high relative to refined product prices
have, in the last several years, forced the idling of a very
substantial proportion of operable U.S. distillation capacity.
Statistics compiled by the U.S. Department of Energy and the
American Petroleum Institute document this decline. 1In the
fourth quarter of 1981, API estimated U.S. refining capacity
stood at 18.7 million bbls/day. API figures for the second
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quarter of 1983 show 16.2 million bbls/day of operable capa-
city, a decline of 13.3 percent. API's latest report shows
that inoperable capacity* increased by 66% during the one

year period from August 1982 to August 1983.‘ AIRA's own
figures show that 2,469,869 bbls of operable capacity at 103
refineries has been scrapped thus far during the 1981-1983
period. As best as can be determined, thirteen refineries
(801,500 bbls/day of capacity) operated by major intégrated
companies were shut in during the last two and one half years
together with some nineti facilities (1,668,369 bbls/day of
capacity) owned by independent refining companies.
Noéwithstanding the clogure of so many refineries, the capacity
utilization rate of facilities still in operation has dropped
from a high of 87.9 percent in 1978 to an all-time industry low
of 69 percent on average during the January-June 1983

period.. Predictions for a continued decline in U.S. demand
for petroleum products of up to 1 percent during 1983 makes

further closure of operable U.S. refining capacity almost

inevitable,

*Inoperable refining capacity is defined as that capacity
which cannot be placed in operation within 30 days, or within

90 days if under repair.
*0il and Gas Journal. August 1, 1983, p. 46.

*Midyear Review and Porecast, Oil and Gas Journal, July
25, 1983, p. 114,
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Ironically the closure of so much of U.S. distillation
and downstream processing capacity is occurring at a time when
U.S. refiners are facing the need to upgrade facilities just to
keep pace with the declining quality of world-wide crude oil
slates, Bxisting supplies of crude oil are deteriorating in
gravity and increasing in aulfur'and heavy metal content. More
sophisticated process units will be required during the decades
of the 1980's and 1990's just to refine existing volumes of
gasoline, jet fuel and other petroleum products from a repre-
sentative barrel of crude oil. The cost of constructing and
operating new refinery units has dramatically increased in
recent years. The relson refinery construétion cost index has
risen from a base level of 822,8 in 1980 to a level of 1008.8
in March of 1983, an increase of 18.5 percent. During the same
period the cost of operating a refinery increased from a base

figure of 457.5 to 556.9, an increase of 17 percent..

buring the current period of weakening product prices
and increasing operating and construction costs those refiners
who must expand the processing capabilities of their plants to
remain competitive find themselves unable to finance new pro-
jects without subsidizing refinery investment from other, more
profitable businesses. Major integrated oil compa.ies have

been more succegsful in this regard than those firms whose only

*as reported in the Qil and Gas Journal of August 1,
1983, p. 75.
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business is in refinery processing. 1Investment figures bear
out the thesis that most of the investment to heavy up and sour
up existing refinery capacity has occurred in larger refineries
operated by integrated companies. Vertical concentration in
the refining segment of the oil industry has increased during

the last two yehta and is likely to continue in the years ahead.

The reality of high capital costs poses a very serious
obstacle to domestic refiners who must invest now in the recon-
figuration of existing refineries to meet changing demands of
U.S. consumers for petroleum products. A July 1980 study by
the U.S. Library of Congress concluded that as much as $20
billion in new refinery investment may be needed over the next
decade -~ not to increase capacity -- but just to upgrade
existing plants to produce increased amounts of lighter petro-
leum products such as unleaded gasoline and solvents from
heavier crude oils.' *To the extent that the domestic
industry is unable to make these investments because of govern-
mental regulations, insufficient rates of reﬁurn or inadequate
capital, the resulting deficiency must be dealt with either by
importing increased amounts of refined product or tolerating

spot shortages of certain products.

*U.S. Refineries: A Background Study, Congressional
Research Service, July 1980, 96th Cong. 2d Sess. Com. Print

96'1?C54, P- 7.
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Poreign Refining Competition During the 1980's

While U,S. imports of crude oil have varied from a
high of almost 9 million bbls/day during 1977 to a low of
slightly over 4 million bbls/day today, U.S. based refineries
have historically processed both domestic and imported crude
oil into the bulk of petroleum products supplied to U.S. con-
sumers. Indeed, tota% U.8. imports of refined petroleum pro-
ducts have never exceeded 10 percent of total U.S. demand.
Petroleum refining, as a basic U.8, industry, has always been
depended upon in the past to supply ﬁ;actically all of U.S.
product demand for both military and civilian purposes. Unfor-
tunately, this historical relationship is in greater danger

today than ever before.

At a time when a worldwide surplus of refining capa-
city exists, OPEC nations are presently engaged in the con-
struction of a new generation or export~oriented refineries,
The OPEC Downstream Project of the Resources Systems Institute
projects that OPEC refining capacity in the Gulf region alone
will likely increase from 2.9 million bbls/day in 1980 to 8.5
million bbls/day by 1990. This new capacity is largely aimed
at markets in Western Europe, the United States and Japan and
is being built in an economic environment that will not support

similar investments made in the United States,
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The world oil market is, in the words of one expert,
*on the verge of witnessing a major change in the oil trade:;
(the) emergence of a product market and a decline in crude
trade.' Product exports which currently constitute 6-7% of
total OPEC exports are projected to increase to around
one-third of total OPEC exports by 1990. OPEC refinery expan~-
sion is being financed in part through profits obtained from
crude oil sales and partially through investments from large
U.S, firms (primarily integrated oil companies) who are being
accorded guaranteed access to crude oil in exchange for

investing in and marketing the offtake from the new export

refineries.

The implications of this shift in the crude oil/pro-
duct trade have most serious implications - both for the U.S.
domestic refining industry and for U.S. national security gen-
erally. The crude oil embargoes of 1973 and 1978 serve to
illustrate the devastating impact on the U,S. economy of both a
gevere and a moderate crude oil supply disruption, Even so,
u.s. réflneries were capable of adapting to new crude sources
during these periods by adjusting yield slates to produce pro-
portionately more or less of a given petroleum product. Depen-

dence upon imported petroleum products leaves any nation.state

*Petroleum Intelligence Weekly, Wide Impact Seen for
OPEC's Refining Push, Dr. Fereidum Fesharaﬁg, June 22, 1981.

27-605 0 - 84 - 4
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in a much more vulnerable position than reliance upon imported
crude oil. Reliance upon foreign refining for finished product
will restrict further the ability of the United States to pro-
duce the mix of motor gasoline, aviation jet, and diesel fuels

which may be needed in disproportionate amounts during a future

crisis.

Unlike a pxécipitous political or military upheaval in
the Middle East, the timing of which is uncertain at best, the
structural changes caused by OPEC's downstream move into petro-

leum refining are continuing at a steady, predictable pace.

A careful analysis reveals that the 1973 OPEC crude
embargo was largely defeated due to the ability of oil com-
panies to exchange crude among themselves, thereby avoiding
destination controls imposed by the producing nations. ‘It must
be remembered that 90% of OPEC crude moved through the major
oil companies in 1973 and that transportation and refining of
crude oil was simlilarly in private hands. The situation is
much different today. Currently OPEC countries market over
half of their crude directly through state controlled com-
panies. Increasing their control over the refining of captive
crude prqduction and transportation of petroleum products to
ultimate consignees will greatly facilitate the "policing” of

any future petroleum embargo by those imposing it. 1Ironically,
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the IEA import-sharing arrangement which is designed to cope
with short-term crude oil embargoes is likely to prove impotent

in dealing with a mid-to-late 1980's product embargo.

) These structural changes should come as no surprise to
U.S. policymakers, for they mirror precisely the expansion and
integration of U.S. 0il producers downstream into refining and
marketing during the 1950-1970 period. Any large crude pro-
ducer, whether a private company or a state-controlled entity,
will over time, attempt to capture the additional value added
by refining captive sources of crude production. What our
policymakers must address is whether such integration is desir-
able when it occurs in a sector that is so critical to the
daily functioning of the U.S. economy and when it is being
carried out in an inherently unstable part of the world which
will be difficult to defend should a crisis arise. The des-
truction of the 700,000 bbls/day Abadan refinery in Iran during
the recent upheaval there graphically illustrates the vulnera-
bility of a refining complex to sabotage and attack, 1If the
crude oil fields of Saudi Arabia are thought to be hard to
defend, the defense of Saudi refineries will be infinitely more

difficult.
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U.S. 0il Import Policy

Perhaps no other single aspect of U.S. tax or trade

policy affects the viability of U.S, refining companies more

than U.S. oil import policy. From 1959 until June of 1979 the

United States maintained a more or less constant policy of
adjusting the level U.S. imports of crude oil and petroleum
pzoducte.' Current U.S. export policy permits petroleum
product exports while restricting crude oil exports; oil import
policy is essentially unrestricted with respect to both crude
and produce. With the Congress seeking new sources of
additional revenue for the purpose of reducing large deficits,
many have urged the imposition of an import fee on imported
crude oil. Proposals in both the 97th and 98th congress have
suggested fees ranging from a low of $2 per barrel to as high
as $10 per barrel. Though present support for an oil import

fee is not growing, support for such a new oil tax remains

*president EBisenhower, in 1959, pursuant to Presidential
Proclamation 3279 (24 P.R. 1781) instituted the Mandatory 0il
Import Program, a system placing volumetric quotas on U.S.
imports of foreign oil. This "quota" system gave way in 1973
to an oil import license fee system (38 P.R., 9645) which was
variously adjusted during the decade of the 70's before
President Carter in 1979 (Presidential Proclamation 4655)
reduced license fees to zero. Currently, only very small
differential customs duties are being collected on crude and

product.
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popular with‘many policymakers in the Congress and the
Administration. BEstimates by the Joint Committee on Taxation
and the Congressional Budget Office abound on the various
aspects of a fee, such as the total amount of revenue a fee
would raise, the extent to which such a fee would favorably
impact the U.S. balance of trade and the degree to which a fee
might be passed forward to consumers at the retail level. The
answers to these questions depend largely upon total world
demand for petroleum and the reaction of foreign oil producers,

factors very difficult to accurately predict over long periods

of time,

Domestic refiners typically vary in their support for
a crude oil import fee dependin