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PREFACE

On March 8, 1985, the United States International Trade Commission
instituted investigation No. 332-209, Annual Surveys Concerning Competitive
Conditions in the Steel Industry and Industry Efforts to Adjust and
‘Modernize. The investigation, conducted under section 332(g) of the Tariff
Act of 1930 (19 U.S.C. 1332(g)), is in response to a request from the United
States Trade Representative, at the direction of the President (app. A).

This report is the third in a 5-year annual series that reports on
competitive conditions in the steel industry and industry efforts to adjust
and modernize. The survey compares the period July 1, 1986-June 30, 1987,
with the 12-month period ending June 30, 1986. The data in the report cover
U.S. producers' capacity, production, and shipments, as well as certain
financial and employment information for 22 carbon and specialty steel
products. Also presented in the report are data on U.S. producers' and
importers' prices, as well as data on unfilled orders and inventories of the
subject products.

In addition to the reported data, the report provides certain information
for the 12-month period ending September 30, 1987 on: (1) the extent to which
the major companies of the industry have committed, or will have committed,
their net cash flow from steel product operations for purposes of reinvestment
in, and modernization of, the steel industry; (2) actions taken by the major
companies to maintain international competitiveness, and (3) the extent to

which each of the major companies has committed, or will have committed,
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not less than one percent of net cash flow to the retraining of workers.
Information on world steel pricing, labor issues, and financial developments
is also provided.

Notice of the investigation was given by posting copies of the notice of
investigation at the Office of the Secretary, U.S. International Trade

Commission, and by publication of the notice in the Federal Register of

March 20, 1985 (app. B).

The Commission collected data and information from questionnaires sent to
raw steel producers and selected importers of the'carbon and alloy steel
products subject to the investigation. Producers accounting for approximately
96 percent of U.S. raw steel production during July 1, 1986-June 30, 1987, and
importers accounting for approximately 41 percent of imports of the subjecf
products submitted data to the Commission. The producers which responded to
the Commission's questionnaire are, with few exceptions,‘the same companies
which responded to the previous survey; data are therefore generally
comparable. Tables from the second survey which contain revised data appear
in Appendix H.

The information and analysis in this report are for the purpose of this
report only. Nothing in this reportlshould be construed to indicate how the
Commission would find in an investigation conducted under other statutor}

authority covering the same or similar matter.
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EXECUTIVE SUMMARY

Industry Conditions

. During July 1, 1986-June 30, 1987 (as compared to the previous 12-month
period): 1/

o Shipments of the carbon steel products subject to the Commission's
investigation decreased by 5 percent while shipments of specialty steel
products increased by 12 percent. The unit values of these shipments
declined by 1 and 6 percent, respectively.

o Losses as a percent of sales increased in the carbon steel sector from
4.1 to 6.8 percent, while profits increased on specialty steel sales,
from 2.7 to 8.9 percent.

o During the current reporting period, 3 companies filed for protection
under Chapter 11 of U.S. bankruptcy laws, including LTV, Inc. (the
second largest domestic producer), which filed in July 1986. 1In
addition, 2 companies shut down all steelmaking operations during the
year.

o0 Prices for domestically produced carbon steel flat-rolled products
(i.e., selected plate, sheet, and strip products) generally improved
during the current reporting period, rising 3 to 6 percent; survey data
on selected long products (i.e., bar, rod and structurals), however,
indicate a mixture of increased, decreased and unchanged prices. While
there were some differences, changes in import prices in many instances
paralleled those in the domestic industry. 1In the specialty steel
area, domestic producers' prices in selected stainless steel plate and
wire products declined, while sheet product prices remained relatively
stable.

o Employment in the industry declined by 16 percent, with the largest
relative declines occurring in carbon steel pipe and tube facilities
(down 48 percent) and carbon steel plate operations (down 44 percent).
During the year new labor contracts were negotiated with Armco and USX,
the last of the six major producers to conclude such agreements. The
USX agreement became effective on February 1, 1987, and followed a
6-month interruption in the company's operations. As previously
reported, union and management officials had been unable to reach
agreement prior to the July 31, 1986 expiration date of the previous
contract. Labor productivity in the industry increased by about 6
percent as the ratio of man-hours per ton shipped in the carbon steel
sector (adjusted for changes in inventories) fell from 5.1 to 4.8.

1/ A broader perspective, which compares current period information with base
year data (i.e., July 1, 1984 - June 30, 1985), is provided in the "Industry
Conditions™ section of the report (see pages 1-3).
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Adjustment continued in the industry during the current reporting
period, as raw steel capacity declined 9.8 percent in the carbon steel
sector. Capacity increases, however, occurred in continuous casting
facilities (up 19.7 percent). Capital expenditures declined by 36
percent, to $1.2 billion during the year.

Issues

Analysis of labor conditions internationally indicate that the
depreciation of the U.S. dollar and increases in U.S. productivity
have continued to improve the relative cost competitiveness of U.S.
producers. One leading analyst has concluded that U.S. labor
productivity surpassed that of other major producers, including Japan
and West Germany, during 1986.

The report indicates that changes are continuing to occur in
labor/management relations. One of the more prominent examples
involves a newly constructed electrogalvanizing facility where
traditional job classification systems have been replaced by a more
simplified three-tier system. Despite improvements, labor issues
continue to pose problems for the industry, particularly in the area
of unfunded pension liabilities. Net claims or underfunding in plans
which the government, through the Pension Benefit Guaranty
Corporation, has already assumed total about $3.1 billion;
underfunding in other companies in the industry are estimated to be on
the order of $4 to $6 billion.

Analysis of world steel prices indicates that shifting exchange rates
have produced sizable swings in international steelmaking price and
cost differentials. World steel "spot" export prices have reportedly
increased by about 8 percent since mid-1986, despite flat or declining
demand in major markets. The increase instead reflects the decline in
the value of the dollar (which has increased Japanese and European
steelmaking costs (in dollar terms)), production cutbacks by these
producers, and reduced exports by Brazil, Taiwan, and Korea (due to
increases in home market demand in these countries).




Adjustment of Major Companies

Following is information relating to the cash flow, and cash flow
commitments (including commitments for the retraining of workers) of the major
steel companies during the 12-month periods ending September 30, 1986 and
September 30, 1987. 1/

(o]

Cash flow from steel operations for the major companies during
October 1, 1985-September 30, 1986 totaled a negative $2.5 million,
while net steel-related expenditures equaled $1.0 billion; working
capital requirements declined by $1.0 billion during the period. Two
of the top 10 companies, * * % and % * X, reported expenditures on the
retraining of workers which did not exceed 1 percent of their
companies' respective net cash flows.

During the period October 1, 1986-September 30, 1987, five of the
eight steel companies projecting positive net cash flow expect that
comnitments for steel operations will equal or exceed cash flow
generated from the operations. For those companies projecting
positive cash flows, expenditures for the retraining of workers are
expected to exceed 1 percent of net cash flow in all companies except
Wheeling-Pittsburgh and Nucor. '

1/ Under section 806 of the Trade and Tariff Act of 1984 (P.L. 98-573), the
President is required to make an annual determination to the Committee on Ways
and Means of the House of Representatives and the Committee on Finance of the
Senate as to whether the major companies of the steel industry have, taken as
a whole, committed substantially all of their net cash flow from steel product
_operations for purposes of reinvestment in, and modernization of, the industry
through investment in modern plant and equipment, research and development,
and other appropriate projects, such as working capital for steel operations
"and programs for the retraining of workers. A determination must also be made
as to whether each of the major companies committed not less than 1 percent of
net cash flow to the retraining of workers. ’






CONDITIONS AND ADJUSTMENT IN THE STEEL INDUSTRY
Industry Conditions

Highlights

Following are tabulations which provide statistical highlights of the
carbon steel industry (i.e., producers of carbon and certain alloy steel
products), and certain segments of the specialty steel industry (i.e.,
producers of certain stainless and alloy tool steel products). 1/ 2/ The
tabulations are based on information supplied by producers in response to
Commission questionnaires and reflect data for the 12-month periods ending

June 30, 1985 (1984/85), June 30, 1986 (1985/86), and June 30, 1987 (1986/87).

1/ See app. C for a description of the products subject to the investigation.
2/ On July 16, 1987, the President announced his decision to extend import
relief to the specialty steel industry from July 20, 1987, through September
30, 1989. Modifications made to the relief as the result of the negotiation
of voluntary restraint agreements are to remain in force. Relief will be
‘continued in the form of increased tariffs on stainless steel flat-rolled
products (i.e., plates, sheets, and strip) and quotas on stainless steel bars,
stainless steel rods, and alloy tool steel.



Carbon and certain
alloy steel 1/

Percentage Percentage
change, 1986/87 change, 1986/87

Item 1984/85 1985/86 1986/87 from 1985/86 2/ from 1984/85 2/
Raw steel:
Production......... million tons.. 80.0 83.2 73.6 -11.6 -8.0
Capacity................... do.... 126.6 122.5 110.5 ~9.8 -12.7
Capacity utilization....percent.. 63 68 67 3/ 3/
Shipments 4/......... million tons.. 61.2 65.2 61.8 -5.2 0.9
Production and related workers:
Average number............ 1,000. . 17% 162 137 -15.7 -21.8
Manhours............... millions.. 352 339 286 -15.5 -18.6
Wages.................. millions.. $5,241 $5,275 $4,421 -16.2 -15.6
Financial: ' : '
Net sales.............. millions.. $27,542 N $25,803 W —-6.3
Pre--tax profit or (loss)...do.... ($1,027) W ($1,748) AN -70.3
Return on sales......... percent. . -3.7 -4.1 -6.8 3/ 3/
Capital expenditures...millions.. $2,398 $1,822 $1,173 -35.6 -51.1
Research and development
expenditures............. do.. $114 $96 $81 -15.6 -28.6

1/ Certain alloy steel refers to alloy steel other than stainless or alloy tool steel.

2/ Calculated from unrounded data.
3/ Percent change not calculated.

4/ Shipment figures are not directly comparable to raw steel production data, since a
generated in processing raw steel into finished products.

products.

Moreover, shipment figures

gignificant quantity of scrap is
do not include certain cast



Certain stainless and Percentage Percentage

alloy tool steel 1/ change, 1986/87 change, 1986/87
Item 1984/85 1985/86 1986/87 from 1985/86 2/ from 1984/85 2/
Raw steel:
Production......... million tons.. 1.6 1.4 1.6 10.9 2.5
Capacity................... do.... 2.4 2.2 2.3 2.7 ~-4.8
Capacity utilization....percent.. 65 65 70 3/ 3/
Shipments 4/....... ...million tons.. 1.1 1.0 1.2 11.7 7.3
Production and related workers: '
Average number............ 1,000.. 13.2 12.8 11.5 ~9.6 -12.5
Manhours............... millions.. 26 25 23 -7.8 -10.6
Wages........o.ovnnn. millions..  $418 $378 $376 ~0.6 -10.0
Financial:
Net sales.............. millions.. $2,084 K $2,045 . MR -1.9
Pre-tax profit or (loss)...do..f. $83 AXN $182 WA 119.0
Return on sales......... percent. . 4.0 2.7 8.9 3/ 3/
Capital expenditures...millions.. $132 $80 $57 -29.5 -57.0
Research and development
expenditures............. do.... $18 $17 $15 -13.8 —~18.6

1/ Certain stainless and alloy tool steel refers to semifinished stainless and alloy tool steel products, stainless
steel plates, stainless steel sheets and strip, stainless steel wire, and stainless steel pipes and tubes.

2/ Calculated from unrounded data.

3/ Percent change not calculated.

4/ Shipment figures are not directly comparable to raw steel production data, since a significant quantity of scrap is
generated in processing raw steel into finished products. Moreover, shipment figures do not include certain cast
products, and, in the case of specialty steel, shipment figures exclude bars, rods, and most alloy tool steel products.



U.S. producers' capacity, production and capacity utilization 1/

Carbon and certain alloy steel.--After increasing in 1985/86, U.S.

production of carbon and alloy raw steel declinéd during 1986/87 to a level
below that achieved during 1984/85. U.S. production totaled 73.6 million tons
during 1986/87 (app. D, table D-1), a decrease of about 12 percent from the_
level of 83.2 million tons achieved during 1985/86 and 8 percent below the
80.0 million tons produced during 1984/85. Capacity declined at a slightly
lower rate than production during 1986/87 (down 10 percent), reducihg the
capacity utilization rate to 67 percent, compared with 63 percent during
1984/85. Capacity declines during 1986/87 occurred in all pfoduct'categories
except sheet and strip and ranged in relative size from 1 to 14 percent (table
1). All categories except bars and wire products experienced declines in
production and concurrent declines in capacity utilization.

Certain stainless and alloy tool steel.--U.S. stainless and alloy tool

raw steel production increased 10.9 percent from 1.4 million tons in 1985/86
to 1.6 million tons in 1986/87, 2.5 percent above the level achieved during
1984/85. Capacity increased by almost 3 percent from 2.2 million tons during
1985/86 to 2.3 million tons during 1986/87, but remained 5 percent below the
capacity of 2.4 million tons during 1984/85. After remaining at a capacity

utilization rate of 65 percent during both 1984/85 and 1985/86, the increase

1/ Detailed data on U.S. producers' capacity, production, and capacity
utilization during July 1, 1986-June 30, 1987 are presented in app. D.



Table 1.--Certain carbon and alloy steel: Changes in U.S. producers' reported
capacity and production, and capacity utilization, by selected operations,
June 30, 1987 (1986/87)

July 1, 1985 - June 30, 1986 (1985/86) and July 1, 1986 -

: : : Capacity utilization
Item : Change in : Change in :
: capacity : production : 1985/86 : 1986/87
B e L petcent: - -~~~ oo ceme e
Certain carbon and alloy steel: 1/ : : : : _
Cokemaking facilities........................ : -6.4 : -19.2 : 13 : 63
Ironmaking facilities...............cc.v.ott, : -4.6 : -14.8 : 66 : 59
Steelmaking facilities.............0vvevenen -9.8 : -11.6 : 68 : 67
Continuous casting..................... ... 19.7 : 18.5 : 17 : 76
Products: : : : :
Sheets and strip 2/........c000evviennnenst 5.6 : -2.4 : 70 : 65
Plates........... Y -7.3 : -16.9 : 39 : 35
B8 2/. ..t tineiiinrtsasecnnassnsanssasant -5.9 : 0.8 : 65 : 70
Structural shapes and units...............: -1.2 : -6.4 : 66 : 63
Pipes and tubes.........ccvvviiennannsnnsat -14.0 : -38.5 : 34 24
Rails and related products................2 -10.4 : -27.4 : 41 : kX
Wire rod, wire, and wire products 3/......:. -5.4 : 0.3 : 68 : 13
Stainless and alloy tool steel: : : N : :
Steelmaking facilities............ ceeeeserest 2.7 : 10.9 : 65 : 70
Continuous casting..................... P 13.2 : 8.5 : 86 : 83
Products: . : s : :
Plates..... Chesieses e aaaa cesesseaseast 3.0 : 15.8 : 65 : 13
Sheets and strip..... teseesessaasaaseaas .t 6.0 : 8.5 : 70 : 12
Wire.............. erecetasecssierarannaet 7.5 : 8.5 : 19 : "~ 80
Pipes and tubes.......... chei s aesaat -19.4 : -31.2 : 51 : 44

1/ Certain alloy refers to alloy steel other than stainless
2/ Weighted average of subcategory products.
3/ Meighted average of wire rod, wire, and wire products.

and alloy tool steel.

Source: Compiled from data submitted in response to questionnaires of the U.S. International

Trade Commission.



in production moved the capacity utilization rate up to 70 percent during
1986/87. Capacity utilization rates increased in all product areas, except

pipes and tubes.

U.S. producers' shipments 1/

Carbon and certain alloy steel.--After increasing during 1985/86, U.S.

producers' shipments of carbon_and certain alloy steel declined by 5 percent
from 65.2 million tons during 1985/86 to 61.8 million tons during 1986/87,
about 1 percent above shipments of 61.2 million tons during 1984/85 (table
2). The unit value of these shipments declined by about 1 percent during the
period, from $420 during 1985/86 to $414 during 1986/86. Shipment declines
occurred in all but two categories, with the largest decrease recorded for
rails and related products and pipes and tubes (both down by about 36
percent). The only increases were recorded by semifinished steel (up 47
percent) and bars (up about 0.3 percent). The unit value of shipments were
evenly split, with four>product categories registering increases and four
registering decreases.

Certain stainless and alloy tool steel.--After decreasing during 1985/86,

U.S. producers' shipments of certain stainless and alloy tool steel increased
by 12 percent from 1.0 million tons-during 1985/86 to 1.2 million tons during
1986/87, about 7 percent above shipments of 1.1 million tons during 1984/85.
The unit value of such shipments fell by 6 percent from $1889 per ton during
1985/86 to $1782 pe;bton during 1986/87. Shipment increases were registered
for all categories except pipes and tubes, which declined by 31 percent. The
largest gain was recorded for semifinished steel (up 47 percent). Unit values

declined for all product categories except plates (up 2 percent).

1/ Detailed data on U.S. producers' shipments during July 1, 1986-June 30,
1987 are presented in app. D.
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fable 2.--Certain carbon 3nd sliov steel: U.5. oroducers shipaents of selected oroducts, and the unit value
o those shipaents. Julv 1. 1985 - June 30. 198s (1985/86) and Julv 1, 1986 - June 30. 1987 (198s/87)

: Shipaents H Unit value of shipaents

’te. 3.ll'll'l’lllllll""'.llcl'llll':'llllli'llIll.llllll'l"ll'l.l".l
s 1985/B6 ¢ 1986/87 : Chanoe : 1985/86 : 1986/87 : Chanoe

3 . . . . [
TR R N N I R e N N N N R N NNy N N N N N Y N NN

1---1,000 short tons--: (percent)i----=-~ oer ton=------ s (percent)

Carbon and certain allov steel: 1/ $ H HEE : H :
Se@ifinished. ..oivreiacainrsnnarosaes? 1,357 s 1.990 ¢ 4.5 $294 : $279 -b.4
Sheets and StriG.seeesssvvsoannensnasd 37,589 ¢+ 36,135 : -3.9: 457 462 3 1.1
PLates,eisereirerrronroncnronasnsnseet 3.306 : 2.718 ¢ -17.8 442 403 » -B.4
BaPS..oevurneeniernensorsnsanssnsseet 11,2418 11,277 0.3 362 ¢ 346 -4.4
Structural shaoes and unitS...ocveaest 4,532 ¢ 4,130 ¢ -8.9: 344 ¢ 348 ¢ .2
Pipes and tubesS....cveevriorsranrranoe? 2,424 ¢ 1.360 -35.7 1 688 : 548 : -5.8
Rails and related oroductS.coveivsrnst 750 & 480 : -38.1 ¢ 456 : 476 1 4.3
Wire rod. wire, and wire products....:  3.973 1 3.481 -12.4 356 369 ¢ 3.6

: :- 1-- pm-m-- ! --=
Total veversecrrnverenansesnrerenst  B9.071 3 81,771 ¢ -5.2 1 420 : 414 -1.4
: H : : s :

Stainless and allov tool steel: : : : $ : H
Seaifinished, coceirrrvarrsnrirearonant 88 : 129 @ 4/.0 2.169 ¢ 1,920 -11.5
Stainless steel: 1 ! ', : H H

PIatesS. evorrreesaroensarnorrannet 166 3 187 t2.4 3 1,690 ¢ £.730 3 2.4
Sheets and strid..osvearvrnannrandt 130 4 195 3 9.0 3 1.774 3 1,689 ¢ -3.0
1Y 29 3 29 1.9 3.252 % 3.014 ; -1.3
Pines and tubeS...civevreninrrnrent 01 14 3 -30.9 : 4,983 3 4.172 ¢ -9,0
$m-- -- tom-- g-=- 1~ ! -
Total evvverevivensnrsserennest 1.033 ¢ 1,189 4 11.8 ¢ 1,889 1,782 1 -5.7
:==8==38888'=8=I=888=='u-:‘ :’9- t 231 Bl'
Brand t0taleseerieenrnrianaesnnet bH.205 8 82,925 -5.0 ¢ 443 3 439 3 -0.9

. ] ’
vll'llQlll'llllc.lvlllllllll'll.'.ll'lllllll'.l'.l'lllOllll.ll:l.lllIll.ll.'t'lt‘ll.‘lll'lIl'.Dll!llll..-lll

10 Certain allov refers to allov steel other than stainiess and allov tool steel,

Source: Cospiled fros data subsitted 1n response to aquestionnaires of the U.S. International frade Coesission.



U.S. producers' and U.S. importers' unfilled orders and inventories
and U.S. importers' imports 1/

Carbon and certain alloy steel.--U.S. producers' unfilled orders as of

June 30, 1987 totaled 11.0 million tons and inventories 6.7 million tons, with
a ratio of inventories to unfilled orders of 0.61 (app. D, table D-2 and table
3). This represents a decrease of 43 percent from the ratio of 1.06 as of
June 30, 1986. The greatest decreases in the ratio of inventories to unfilled
orders occurred in pipe and tube (down 72 percent) and plate (down 66
percent). Rai;s and related products showed'the_sharpest gain (up 53 percent).

The U.S. importers who responded to the Commission's questionnaire
reported imports of carbon and certain ailoy steel products of 8.4 million
tons ($4.0 billion) during 1986/87. These imborté are believed to represent
approximately 41 percent of total imports during the period (app. D, table
D-3). Unfiiled orders from the importers were 1.6 million tons as of June 30,
1987, which compared with inventories of 4&8,000 tonsi The ratio of
inventories to unfilled orders was 0.29, as compared Qith the 0.28 ratio
recorded as of June 30, 1986.

Certain stainless and alloy tool steel.--U.S. producers' unfilled orders

(principally sheets and strip) were 188,000 tons as of June 30, 1987, compared
with inventories of 168,000 tons (app. D, table D-2) . The ratio of
inventories to unfilled orders of 0.89 was 43 percent lower than the 1.56
ratio of June 30, 1986, due to a combination of reduced unfilled orders and
increased inventories. The sharpest decrease occurred in the ratio for

- stainless steel wire, principally due to a significant decline in inventory.

1/ Detailed data on U.S. producers' and U.S. importers' unfilled orders and
inventories as of June 30, 1986 and U.S. importers' imports during July 1,
1986-June 30, 1987 are presented in app. D.



fable 3,--Certain carbon and allov steel: U.S. producers and 1.S. importers’ ratios of inventories
to unfilled orders as of June 30. 1986 and June 30. 1987

100 eI I 0PI s s aP R U R T RO s ROt RDOCEEITUO IR OO IRIDIICOROIrssINn N Eres It ndrierPitocenitoNrjilcenascssraqrecentrevens

: U.8. Producers H ,5. Imoorters
Iten t June 30, 1 June $0. ¢t Chanae ! June 30. s June 30, : Chance
: t 1986 1987 $ 1986 1 1987
cereavesrersireae e T T T P P T I I TITI I LY
: H s (oercent): -3 1 tpercent)
Carbon and certain allov steels 1/ - : : : t $ H
Semifinished...cvoierreerieneainraised -1 P 1 DMy 0y -36.9
Sheets and stridecsescsercarircranesat 1.16 1 0.62 ¢ ~44.3 1 0.13: 0.22 3 10,3
Plates,siviiesccssronsenrrnncscrnne B 0.59 ¢ 0,20 3 -65.8 ¢ 0.10 ¢ 0.20 ¢ 96.b
1Y TP | 1,023 0.77¢ <2483 -  0.31 0.55 2 78.3
Structural shaoes and units.cecenessd 1.30 ¢ 0.82 3 -31.21 0.10 s 0.14 4.8
Pioe and tub€...evsorarcrervrearasanet .18 0.8 72,21 1.85 4 0,79 1 -§7.2
Rails and rejated oroducts.....eevssst 0.47 3 0,72 3 32.9 ¢ 0.30 1 0.03 ¢ -89.8
Wire rad. wire. and wire oroducts....: 0.43 3 0.63 ¢ 45.8 ¢ 0.1 3 0.24 3 50,7
: ' s : ! : H
1otdl svevevseranrecirrecoesaraacedd .06 1 0.61 17 -42.9: 0.28 1 0.291 26 .
4 : ' s H ! :
Certain stainless and allov tool steel: : s ! r s :
Senifinished...ooriisccrrrsorcrsnnenstd - 3 L | IR | - 1
Stainless steel: t $ s ] B | !
Plates. . coaisveverannvianionnnrnned 1.88 1 182y  -13.71 ° 0.283 0.37 1 .4
Sheets and Stri0.vecscvsrcrncronrent 1.32 3 0.87 ¢+ <341 0.30 s 0.98 : 2.1
HirBisvosuvcesnoveeorrenvrassrovened  38.27 8 1,491 ~91.81 0.24 3 0.22 3 -10.0
Proes. and tubl..oveioiiavrrriinanid 3.4 8 .4 -35.3 3 1.13 1.3 . 10.4
: 3 ! ! $ '
Totaliseeseeroneersaccenersnonnned 1,96 ¢ 0.89 : -42.7 1 0.39 2 1,18 ¢ 194.5
H ] H ] ] H
Grand totalesereesroncorenrconensd 1.07 3 0.41 1 -43.0 0.28 1 0.30 ) 1.2

17 Certain allov reters to allov steel other than stiainless and allov tool steef.

Sources Cospiled from data subaitted in resoonse to auestionnaires of the U.5. International Trade Comeission.
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The U.S. importers who responded to the Commission's questionnaire
reported 79,000 tons of imports of the subject stainless and alloy tool steel
products ($149 million) during 1986/87, which represented approximately 34
-percent of total imports. Unfilled orders were 23,000 tons as of June 30,
1987, which compares with inQentories éf 27,000 tons (app. D, table D-2). The
ratio of inventories to unfilled orders of 1.15 was 195 percent higher than
the ratio of 0.39 as of June 30, 1986, due largely to an increase in

inventories. The ratio increased for all products except wire.
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Labor conditions

The review of labor conditions in the steel industry contains basic
information about employment levels, labor costs, wage rates, and productivity
‘in the United States, as well as comparisons with foreign steel producers in
certain of these areas. In addition to the information collected through the
Commission's surveys, other data sources have been used to help place recent
developments in a broader perspective. Much of the information which is
presented on the labor negotiations and labor topics is based on discussions
with union and industry executives.

Survey results.--Responses to the Commission's survey indicate that

employment of production and related workers declined for the third
consecutive year, decreasing by 15 percent to 148,000 workers during 1986/87
from 175,000 during 1985/86, which was 21 percent below the employment level
of 188,000 during 1984/85 (table 4 and app. D, table D-4). The greatest
declines in employment during 1986/87 occurred in the sheet and strip and pipe
and tube product areas. Employment levels in the carbon steel sheet and strip
product area are still the highest (36 percent of total employment), followed
by basic carbon steelmaking (21 percent of the total).

Productivity levels rose significantly during 1986/87. 1In the carbon
steel sector, for example, productivity rose by about 6 percent as the
man-hours required per ton of shipments (adjusted for inventory changes) fell
from 5.1 in 1985/86 to 4.8 in 1986/87. The greatest relative gains on a
product-by-product basis occurred in the carbon steel plate and pipe and tube
product areas, where productivity increased_by 49 percent aﬁd 29 percent,

respectively.



fable 4.--Certain carbon and a)lov steels U.S. producers’ eaplovaent, productivily, and waoe costs, be sector,
July 1, 1985 - June 30, (98b (1985/85) and July 1, 1986 - June 30, 1987 (1986/B7)

PP IO IO IR RET IO RD IR EP NP RONU IR as e OO RO RINODRO 00N R o satRtolosositriniosaelivossenarsnoitos s o ioestsoconieNnyIrRitosetvostoesensIIROdIOIRORORIRIRSS

t Average Nusber Employed t Productivity Index 1/ } Hourly Wage Costs
.lllll"ll'l.lll"lll'.lllllllDll’lll.llll'c.l.l.lll'lll....ll'..lll'l’l'llll'!.lll.'l!ll..l....l...'
Itea v 1965/86 1 1984/87 t+ Chanae 1 1963/86 1 1986787 + Change & 1983/86 ¢ 1986787 1 Change
0‘.00l.l.l.l'lll:'l'llll".lllllllOII.l.l'll.'lllll"lil.ll"l.'!i.l'lllOO'I.l.'..lll.l!ttll'll"iﬁlll!lllIOl'.lllll.’ll'll'l.l.l.l"l..l‘.l.l
Carbon and certain alloy steely 2/ ? 1 1 (percenth : 1 (percent) s 1 (percent)
Cokeaaking faciiities.ceecerccsnoanest 10,9773 90830 -18.51 102 1 503 ¢ 1.0 $15.B3 1 $15.48 s -2.3
Ironsaking facilities..ceveescsesesssd  B,981 1  8.051 2 -10.2 4 108 1 103 ¢ 4.7 15.90 15.90 0.0
Bteelasking facitities 3/ vieesnneeast 34990 1 31,6021 -9.71 96 s 9% -1.83 1537 13.801 s $.3
Productsy - ] ~ ! s ' ) ' 3 ! '
Sheets and stripoeecccvececessccasd 60,438 2 54,071 9 -10.51 113 122 4 1.5 15.97 3 16.11 3 0.9
Pl.t!’nntnncnuf.tuuncnnl 7106' 3 30957 ) -44,0 1 10 » 150 48.9 15.79 1 15.19 1 -3.8
BarSovesecssorasnenssarnnsronceneed 10,0090 M1 -1070 161 130 ¢ 12,03 14,821 13,383 -9.7
Structural shapes and units..o.ooed 6,137 ¢t 4,931 -19.9 126 ¢ 133 4 .11 15.00 1 14.12 ¢ -5.9
Pipe and tudeusccorrrorvarnnnasoest 10,3320 53,4081  -41.171 104 ¢ 135 2940 281 §4.30s 0.l
Ralls and related producls..ccsseit 932 % 2.3 93 891 4.3 L8 13 0 -3
Wire rod. wire, and wire products.) =~ A.B16 1 4,438 -1.81 119 ¢ 100 1 -9.61 iS40 1358t -l0.d
t et | -==t ' - 1 ) ! '
TO0a)useesceroeenosornncaneonned $62,390 3 136,980 5  ~15.7 0 Vs LT Ll s 18580 15,43 0.8
$ ] ! ! ' ' , t ] t
- Btainless and allov tool steels ) R | t 3 3 ' 1 ) .
Steelasking facilities 3/..ccivvereaat 5,823 4,802 -21.0 100 2 122 4 2.6 s 15,031 13.89 1.0
Stainless steel producis: } } } ' 8 ' s ] s
Plateiieesrccnioonscnreansnnsesed 10001 1,191 8.3 1291 140 s 0.4 13461 18,80 8.7
Sheets and sbrip.ecerecarrcccncoedt 4,820 4,003 3 -l.4 8} 105 1 A4 188 1L 15.9
Wireissosetasresnsnonssnonsrvennasl 700 3 489 -lb s 103 ¢ 116 12,51 14,03 + 14.21 1.1
Pi”. m‘ t“b.clnuv-n-'-ounoollo--' ‘53 ] “2 ’ '3-5 ! ‘2, ’ 102 "’:‘ ’ '2." ] !202‘ | "-'
' ! ' ] ! ! ! ' 1
Totadesossasoneossarsennsnnenaed 12,790 0 11,527 3 961 V] i 4 s 15301 18.50 1.8
] ] |} jas3 ! t 1

Grand totll...................fi 175,442 0 148,088 5 -15.2 LT | LT ¥ - M 133 0.2

1/ Calculated on the basis of production per manhour. excepl for the carbon and cerlain alloy sheets and strip, bars, and wire product
categories, which are calculated on the basis of shipaents per manhavr, The 1984/B5 period Is used as 4 base (f.e., 1984/85<100).

2/ Certain alloy steel refers to alloy steel other Lhan stainless and allov tool steel.

3/ Including senifinished steel. '

4/ Mol applicable.

Sonrces Compiled from data subaitted In-response to questionnaires of Lhe ILS. International Irade Comsission,
y

ct
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Although wage levels for total steel production remained about the same
during 1986/87, an 8-percent increase occurred in the wages of workers
manufacturing stainless and alloy tool steel. Increases in the specialty
steel sector were experienced in all areas, with the exception of pipe and
tube operations, which declined from $12.45 to $12.24 per hour. Overall,
wages ranged from $12.24 to $17.71, with the average at $15.51.

Employment trends in the United States.--In general, total employment and

hours worked have declined since 1979 (figure 1). That trend continued in
1986 and 1987. The American Iron and Steel Institute (AISI) reported that the
number of workers fell from 236,000 in 1984 to 175,000 in 1986, and then to
150,000 during April 1987, or by 36 percent in the last 3 years. 1/ Average
hours worked per week, however, have risen consistently since 1981, when i£
averaged 37 hours per week. By 1986, the average had risen 6 perceﬁt to 39.1
hours per week.

Total employment costs per unit of produétion’are reported to have
declined in the past several years, aslhas the share of labor costs to.total
costs (figure 2). The decline in costs reflects the fact that prodqctivity
gains have exceeded increases in compeﬁsation, which peaked in 1982 at $24.67
per hour before declining to $22.36 in 1984. This decline was reveréed;in
1985, with an increase to $23.26. The increase reflected scheduled cost of
living increases that were negotiated in 1983. During 1986, wage rates

increased to $23.99 per hour. 2/

1/ As reported by 64 steel companies to the American Iron and Steel Institute,
representing 87 percent of U.S. raw steel production.
2/ World Steel Dynamics.



Iron & Steel Average Employment

Figure 1
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Figure 2

U.S. Carbon Steel Production Costs
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International comparisons.--The depreciation of the U.S. dollar and

increases in U.S. productivity continued to improve the relative position of
the United States with its principal global competitors during 1986. As shown
in figure 3, the gap in wage rates among major steel producers has narrowed,
although U.S. wage rates are still the highest in the world. With respect to
productivity, U.S. performance continued to improve and was at its highest
level in 1986 (figure 4). As shown below, man-hours per short ton shipped
were estimated to be 6.39 hours in the United States in 1986, surpassing that

of other major competitors (such as Japan and West Germany).

Major mills' man-hours per short ton shipped

Actual Operating Rate Standard Operating Rate

1975 1981 1986 1975 1981 1986
United States..... 11.31 9.00 6.39 10.75 8.85 5.81
Japan.......ce00.. 10.30 8.60 7.75 9.56 6.51 * 5.47
Germany........... -11.83 9.21 7.07 8.79 7.05 6.54
United Kingdom.... 22.59 12.86 8.28 17.57 9.04 5.89
France............ 16.02 9.85 8.06 ' 14.67 8.98 7.30

Source: World Steel Dynamics.

Labor Negotiations 1/

A number of major events and issues influenced the climate of the
1986/87 labor negotiations between the United Steelworkers of America (USWA)

and the major integrated steel companies. 2/

1/ Additional information concerning the labor negotiations between the United
Steelworkers of America and the U.S. steel producers' Coordinating Committee
is contained in last year's report (see Annual Survey Concerning Competitive
Conditions in the Steel Industry and Industry Efforts to Adjust and Modernize,
Report to the President on Investigation No. 332-209, p. 17, USITC Publication
1881, September 1986).

2/ The major companies with whom the USW negotiated include Armco, Inc.,
Bethlehem Steel Corp., Inland Steel Co., LTV Steel Co., National Steel Corp.,
USX Corp. and Wheeling-Pittsburgh Steel Corp.; these companies account for
approximately S7 percent of all raw steel production in the United States.
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The combined effects of relatively low demand for steel during the past
several years, import'competition, and declining prices had a pronounced
_ effect on the steel industry and on labor. For example, the average number of
wage employees declined 63 percent from 342,000 in 1979 to 128,000 during
1986, 1/ while raw steel production declinéd 41 percent from 136 million to 80
million tons. During the same period, labor productivity increased sharply.
‘It has been estimated that in the United States, man-hours per ton of steel
shipped fell 30 percent to 6.4 hours during 1986, from 9.2 hours in 1979. 2/

Measures taken by the industry which resulted in the increase in labor
productivity have had a significant effect on cost. A recent study estimates
that 72 percent of all operating cost reductions per ton shipped since 1982
came from lowering employment cost. 3/ Other areas where cost savings were
achieved includedvimproved product yields, installation of new equipment,

increased energy efficiency, and lower raw materials costs.

1/ As reported by 64 steel companies to the American Iron and Steel Institute
representing 87 percent of U.S. raw steel production.

2/ World Steel Dynamics. :

3/ Confronting the Crisis: The Challenge for Labor, by Locker/Albrecht
Associates, Inc. Report to United Steelworkers of America, December 16, 1985
p. 2 and table 3-4. : :
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During 1986/87, differences in the total hourly employment cost (THEC)
among the "major" producers significantly narrowed. This was the result of
the "level playing field" concept advanced by the USWA, which reflected the
union's desire to take labor cost out of competition (i.e., not to give a
competitive edge in wages to any one company). The equalizing of THEC was
generally achieved for’the major producers which were not operating under
Chapter 11 of U.S. Bankruptcy Law.

Issues.-—-Some of the major issues that dominated the labor negotiations
and are likely to be significant in the future inélude: incentive pay,

overtime, wage and benefit rollbacks, and the contracting out of work.

Incentive pay is linked to production standards that were agreed upon by
the USWA and the steel companies. They are based on a Cooperative Wage sﬁudy
developed by the union and the steel companies which establishes the
following: (1) jobs which qualify for incentive pay; (2) the criteria on
which the level of incentive pay should be ésfablished, and (3) the criteria
under which incentive production levels are established. 1/ In 1986/87 the

straight time incentive earnings were $1.58 per man-hour worked, which

1/ United Steelworkers of America.
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represented 14 percent of the base straight time earnings and 7 percent of the
THEC. 1/

The union sought to reduce overtime to a minimum so that laid off
employees could be recalled to work. The USWA claims that it has been common
practice in the industry to use "forced overtime" which enables companies to
control the size of the labor force and reduce labor costs. According to
Bureau of Labor Statistics data, the use of overtime hours increased 133
percent from 1.5 hours per worker in 1982 to 3.5 hours per worker by August
1985. The report prepared by Locker and Associates estimates that the
elimination of all overtime hours in 1985 would have provided 13,900 jobs,
increasing steelworker employment by approximately 9.2 percent.

With respect to wage and benefit rollbacks, compensation reductions have

generally taken the form of reductions in hourly wages paid as well as
reductions in holidays and Sunday premium bonuses. Some reductions in
insufance costs have also been achieved. g/.

The issue of the contracting out of work was of particular concern to the
USWA (see further discussion in the section on “Contraéting Out"). For years
companies have found it more expedient to contract out work rather than to use
in-house labor forces or to recall laid-off steelworkers. Under the current
contracts, language that forbids many kinds of contracting out was adopted.

As a result, work capable of being performed by union membérs is to be
performed by them, thereby limiting the ability of companies to contract

out. 3/

1/ As reported by 64 steel companies to the American Iron and Steel Institute.
2/ United steelworkers of America.
3/ United Steelworkers of America's summaries of proposed agreements.
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Review of Settlements.--Following is summary of the wage and benefit

reductions agreed to during 1985-87 and a review of the final contracts
reached with Armco and USX during the latter part of 1986 and early 1987.
Additional material on Bethlehem's and Inland's contracts (which were

negotiated in 1986) has also been included. Total wage and benefit reductions

for the major firms are as follows:

Effective
date of THEC Reduction
Company .agreement New Expiring (per hour)
Wheeling-Pittsburgh 1/..... 8/85 2/ $18.00 3/ 3/
LTV 1/t iiieienennnnns 4/1/86 4/ $18.09 $25.19 $3.60
National............... ‘s 4/28/86 ' $22.21 $23.72 $1.51
Bethlehem............. R 7/1/86 ’ $22.50 $24.84 $2.34
Inland.......oo0venn.. ces 8/1/86 3/ 3/ 3/
USK. . .ivvnienennononnns . 2/1/87 : $22.50 $24.84 $2.34
Armco: )
Ashland................ 12/1/86 3/ 3/ 3
Baltimore.............. 12/1/86 3/ 3/ _ 3/
Kansas City............ . 12/1/86 3/ 3/ 3/

1/ In Chapter 11 bankruptcy proceeding.
2/ 1985 settlement agreement.
3/ Not available.
4/ Includes a $3.50 per hour reduction as a result of the Pension Benefit
Guaranty Corporation's assumption of pension liabilities (as estimated by
World Steel Dynamics).

Armco Inc 1/.--Negotiations between the USWA and Armco resulted in
three separéte agreements affecting Armco plants at Ashland, KY, Baltimore,
MD, and Kansas City, MO (including Union Wire Rope). 2/ The agreements, which

are in effect from December 1, 1986 until July 31, 1989, are reportedly based

on the competitive situation of the product line at the respective plants.

1/ Armco, Inc., Summary of the Armco/USWA Settlement, November 4, 1986 and
United Steélworkers of America. " '

2/ Armco's Middletown Ohio plant is represented by an independent union, the
Armco Employees Independent Federation. .
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At Ashland, total labor cost reductions amount to $0.33 per hour.
Savings are principaliy from insurance cost containment and some job
A elimination. Cost-of-living (COLA’ provisions are eliminated for the duration
of the contract. At Baltimore, total wage and benefit reductions of $3.25 per
hour were achieved through the elimination of COLA, two holidays, and certain
premium payments. Sunday premium was reduced from time and one-half to time
and one-quarter and shift differentials were reduced. Baltimore further
agreed to substantial job reductions and changes in work rules. Special
retirement options will be ﬁrovided to assist in job reductions. At Kansas
City, total wage and benefit reductions amounted to $2.25 per hour. The COLA
was eliminated for the duration of the agreements. Vacation and Sunday
premiums were reduced in the same manner as at the Baltimore plant. Premium
pay for holidays worked was reduced from double time to time and one-quarter.

Contract clauses applicable at all three plants include the protection of
supplemental employment benefits from any reductions, addition of a new
employee savings plan, and addition of a profit-sharing program . The
negotiated contracting out provisions are similar to those of other companies.

Bethlehem Steel Corporation.--The Bethlehem agreement is in force

from July 1, 1986, to August 1, 1989. Under the agreement total wage and
benefit redﬁétions amount to $2.34 per hour, including a 38 cents per hour tax
saving, a reduction of Suﬁday premium pay, a suspension of the cost-of-living
adjustment, and a modification of vacation pay; Virtually all of Bethlehem's
production workers are covered under the agreement.

In return for the wage and benefit concessions, Bethlehem will make
annual adjustments if profits are sufficiently high. A $1.5 million

contribution for the purpose of job placement, counseling and retraining for
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displaced workers is also part of the agreement. The company also agreed to
capital investment of up to two billion dollars in steel and steel‘related
projects.

Inland Steel Corporation.--The Inland agreement is in effect for a

three-year ﬁeriod, ending August 1, 1989. The agreement reduces total wages
and fringe ﬂenefits by 40 cents per hour, which was offset by increases in
other areas of an equal amount. There are 11,654 workers covered under the
agreement at Inland's Indiang Harbor Works, East Chicago, Indiana.

Additional features of the agreeﬁent include: a negotiated
profit-sharing plan, under which 10 percent of the total pre-tax profits of
the company will be distributed to workers according to their number of hours
worked; a voluntary gain-sharing plan; a tax-exempt savings plan; a limitation
on contracting out; incréased pension and health insurance benefits; and
changes to improve the seniority system.

USX Corporation.--After a 184-day sirike, USX Corp. reached an

agreement with the USWA that is to remain in effect from February 1, 1987 to
March 31, 1991. This agreement provides for a reduction in total labor costs
of $2.35 per hour in the first year, of which $0.99 are wage concessions and
$1.36 are benefit concessions. A profit-sharing plan provides for payback for
some, or potentially all, of the wage and benefit concessions.

The agreement further provides for improvements in pension and health
insurance benefits, improvemehts in supplemental unemployment benefits, and
provision for $2.4 million for retraining dislocated workers. Under the
contract, USX agreed to make new capital investments at its Mon Valley (PA)
and Fairfield (AL) works facilities. Moreover, $37 million of "shut-down"
benefits are to be paid by USX to more than 4,000 workérs at idle facilities.

As a result of the agreement 1,346 jobs at USX plants will be eliminated.
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Steel labor topics.--The purpose of this section is to examine selected

labor issues affecting steel industry competitiveness. The major topics

addressed in this section are:

o Comparative labor costs in integrated steel mills, specialty
steel mills, and minimills;

o The effects of "reconstituted" mills on coﬁpetitiVe balances
(which addresses a number of factors in addition to labor);

o Pension liabilities;
0 Contracting out; and

o Labor/management relationships.

Comparative labor costs in integrated steel mills, specialty steel

mills .--As previously indicated, total labor costs account for a substantial

poftion of operating costs and are an important element of cost
competitiveness. In those markets in which minimills compete (i.e. primarily
in steel bar, rod, and shape markets), their relatively low wage costs plaée
significant competitive pressures on integrated mills. |

According to data compiled by the American Ifqn and Stéel Institute, the
total hourly employment cost (THEC) for production and maintengnce workers in
the steel industry averaged $23.24 in 1986. 1/ The THEC consisted of average
regular hourly earnings of $13.00, additional payroll costs of $3.22 (whicﬁ
include shift differentials, Sunday and holida& premium, and overtime work)
and employee benefits of $7.02 (which include pensions, insurance, vacation
plans, and social security).

There were significant variations in THEC amoﬁg the 14 integrated

companies surveyed. The variance among the largest producers amounted to 21

1/ The American Iron and Steel Institute reports on 64 companies representing
87 percent of U.S. domestic raw steel production capacity.
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percent. The variations are a point of concern with certain producers who
have criticized the UéWA for applying a double standard in their labor
»negotiations. The level of the THEC is considerably higher for specialty
steel producers (i.e., producers of stainless aﬁd alloy tool steel), although
the variance among the companies was less than among the larger integrated
producers.

According to industry soufces, THEC's have increased greatly in recent
years for steel companies which experienced reductions in force or temporary
shutdowns. The effect of a.reduction in the labor force is to make the
remaining labor force more expensive, as certain fixed costs have to be
allocated over a smaller popuiation of workers. For example, accofding to
industry sources, a $23 THEC in a mill after a partial shut down (from 2,000
to 600 employees) could result in an increase in the THEC to $33 because of
lay-off benefits and other costs which the steel company may have to carry for
2 to 3 years.

Of the approximately 58 minimill plants located in the United States
(representing 42 companies), 24 are organized by the USWA. The 24 plants
account for over 50 percent of total minimill capacity. Available data and
discussions with industry sources indicate that the average straight time
hourly earnings in minimills equalled $11.38 in 1986, which compares to $13.00
for all domestic steel miils. When benefits are factored in, however, the
difference in THEC between minimills and integfated producers widens, as the

average minimill cost is estimated at $17.50 as compared to‘$23.24 for the
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entire industry. 1/ The variance in THEC among minimills is believed to be
significant, ranging from about $16 to #22. The structure of the THEC among
the minimills also differs significantly. One company has a relatively low
Awage and benefit rate with a production bonus plan that represents about 40
percent of the company’s THEC. At another company with a comparable THEC, the
wage rate is higher, with benefits accounting for close to half of total
costs; the production bonus represents less than 5 percent of total costs.

Reconstituted steel mills.--Restructuring within the steel industry

has given rise to a new comﬁetitive element which is commonly being referred
to as the "reconstituted" steel producer. The reconstituted producers are
comprised of companies (or parts of companies) which have been sold or
restructured through Chapter 11 bankruptcy proceedings. As of March 1987
there were 9 carbon steel producer companies in this category accounting for
an estimated 17.8 millién tons (or 25 percent) of total industry shipments in
1986. 2/ All of the companies listed below have been "reconstituted" since

1979.

1/ The all-industry average largely reflects integrated producers' costs as
these producers account for a preponderant share of total employment.

2/ The list consists of producers of carbon steel products (i.e., excluding
specialty steel producers and, with the exception of Phoenix, minimills).
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Shipments Percentage of

(1986) (mil- industry ship-
Company lion tonsg) ments ( 1986) Status
LTV Steel Co..... cesenee 9.5 13.6 In Chapter 11.
Weirton Steel........... 2.4 3.4 Formerly part of National

Steel.
Wheeling-Pittsburgh..... 2.2 3.1 In Chapter 11.
California Steel Co..... 1.0 1.4 Formerly Kaiser Steel.
McLouth Steel Products.. 1.0 1.4 Formerly part of McLouth
: Steel Corp.
Gulf States Steel....... 0.7 1.0 Formerly part of LTV.
Newport Steel........... 0.25 0.4 Formerly part of Interlake
. Inc.
Phoenix Steel........... 0.25 0.4 In Chapter 11.
CF & I.....000vieiennens 0.5 0.7 Formerly part of Crane Co.
Total.........oovvnune 17.8 25.5 :

Source: World Steel Dynamics, Steel Strategist #13, March 30, 1987, and ITC
staff.

With respect to the cost savings that can be realized by reconstituted
companies, World Steel Dynamics estimates that such a company could, while in
Chapter 11, reduce average pre-tax costs by_2$ percent to about $373 per metric ton
or approximately $123 per ton below that of otﬁer ﬁajor competitors. 1/ Of the $123
reduction, about 50 percent would result from decreased employment costs; 2/ the
balance of cost redpctions would occur in material and energy costs, and decreased
financial costs (i.e., depreciation, state and local taxes, and interest
expenses). The reductions would be achieved through the release of contractual
obligations; renegotiation of electricity and natural gas rates; the negating of
interest obligations through Chapter 11 procedures; and the reduction of non-cash

charges such as depreciation expenses.

1/ WSD, Steel Strategist, #13, March 30, 1987, p. 16. )
2/ This assumes the reduction of man-hours per metric ton shipped from 7.0 to
5.8 and a reduction in the THEC from $22.50 to $16.50.
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Pension liabilities.--The matter of unfunded pension liabilities in

the steel industry is one which has received increased attention during the
past year. As restructuring in the industry has occurred, pension obligations
have proved to be increasingly burdensome to certain companies. In the case
of LTV, it was considered the single most important element in the company's
filing for protection from creditors under Chapter 11. Under Chapter 11, such
obligations can be assigned or transferred to the Pension Benefit Guaranty
Corporation (PBGC).

The PBGC, an independent agency of the U.S. Federal Government, was
established under Title IV of the Employee Retirement Income Security Act of
1974. The PBGC was intended to be a small, inexpensive program to protect'
workers in those instances where pension plans terminated without sufficient
funds to pay employee benefits. 1In 1972, a Labor Department study concluded
that such a program would incur about $25 million in net claims each year.
Currently PBGC pays estimated monthly pensién benefits of about $660 million
per year. 1/

The PBGC guarantees the pension plans of U.S. workers in a range of
industries. As of March 1987, 81 percent of all PBGC claims were by steel
companies and #mounted to approximately $535 million for the year. The 182
plans terminated by steel companies represented about 14 percent of'the 1,345
plans terminated. Net claims or under-funding for the 182'steel plans amount
to $3.1 billion as opposed to $3.9 billion for all 1,345 plans.

Underfunding of the pension plans has occurred as companies experiencing

operational problems encountered difficulties setting aside resources to fund

1/ Statement by Dr. Kathleen P. Utgoff, Executive Director, PBGC as quoted in
News Release, Tuesday, January 13, 1987, "Pension Benefit Guaranty Corporation
to Take Over LTV Steel Pension Plans".
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their-pension plans. As of May 1987, the PBGC was responsible for providing

benefits to 151,900 workers in the steel industry, 76,875 of which were

already retired. Following is a tabulation showing the major steel industry

pension plans terminated as of May 1987. 1/

Company

Allan Wood Steel Co.
Continental Steel Corp.
McLouth
Phoenix Steel Corp.
Washburn Wire
Wheeling-Pittsburgh
Steel Corp.
Wisconsin Steel Co.
Kaiser Steel

LTV:

Republic Steel
Retirement Plan

Jones and Laughlin
Retirement Plan
(salaried)

Pension Plan of Republic
Steel (hourly)

Jones and Laughlin Hourly
Pension Plan

Subtotals for LTV Steel
Total for steel companies

Other companies
Grand total

3,900

1/ Represents the difference between the estimated

benefits ($3,640) and the assets in trust ($1,320).

Date of Plan - Workers

termination underfunding Covered
(in milliomns)

1977 $41 3,400

1986 $61 3,200

- 1982 $51 5,500

1983 $43 3,200

1976 & 1979 $21 1,500

1985 $498 21,500

1980 $62 4,000

1987 - $27 1,000

43,300

1986 $230 7,700

1987 $320 15,400

1987 $540 41,600

1987 $1,230 43,900

$2,320 1/ 108,600

$3,097 151,900

803 213,100

292,700

Currentljy
retired

1,100
1,600
1,400
1,100
700
10,000
1,400
175
17,475

3,300

7,700
22,400
26,000
59,400

76,875

94,025

170,900

present value of guaranteed

1/ Source: Pension Benefit Guaranty Corporation, News Release Jan. 13, 1987 and
Major Steel Industry Pension Plan Terminations, Table-undated and LTV Corporation

Pension Facts, undated.
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The latest and largest addition to the PBGC group of steel companies was
the court approved termination of three LTV Steel pension plans on January 13,
1987. 1In 1986, LTV Corp. had three times as many retirees (71,000) as
.employees (25,000), and was paying annual pension payments of $380 million.

An important issue is whether LTV will continue to cover $90 million in annual
health and life insurance premiums for retirees, or whether the.PBGC will
assume the costs.

Additional supplemental benefit payments of $400 (to be paid to
approximately IQ,OOO retireés) is to be decided by the Bankruptcy court. The
$400 would be for losses suffered as a result of plant closings, negotiated
work force reductions, and job or skill consolidations.

The PBGC estimates that as of May 1987 the total pension underfunding for
five other major steel éompanies (Bethlehem, Armco, National, USX, and Inland)
was between $4 to $6 billion. The underfunding includes 420,000 participants
in the pension plans of those 5 companies, of whom 220,000 are already retired.

As indicated earlier, the termination of steel pension plans can have a
significant effect on labor costs. By terminating its plans, Wheeling-
Pittsburgh saved over $3.00 per hour in pension costs as its THEC fell to
$18.00 per hour. The transfer of LTV pension liabilities to the PBGC has
saved the cbmpany an estimated $3.50 per hour labor cost, 1/ decreasing its

total employment costs to about $18 per hour.

1/ World Steel Dynamiecs.
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Contracting out.--Contracting out is the practice of subcontracting

steel mill work to outside contractors. The issue has been particularly
sensitive in light of the unprecedented lay-offs in the industry. Most of the
subcontracting has traditionally consisted of maintenance tasks. In its drive
to improve its competitiveness by lowering costs, however, companies in recent
years have explored new areas for subcontracting.

According to industry executives, contracting out or subcontracting was
the single most important issue in the 1986/87 labor negotiations. It is
estimated that the equivalent of 8 percent of thelstee; labor force of
approximately 147,000 wage earners, or 12,000 full time steelworkers' jobs
were contracted out in 1986. 1/ This translates into approximately 24 million
hours of labor. The amount of contracting out varies significantly among.the
larger integrated steel companies. While some companies contract out only 1
to 2 percent of their total labor hours, others reportedly contract as much as
25 percent, or more. '

How one major steel company is looking upon subeontracting is illustrated
in the following statement made by a steel company official to a group of
investment bankers: 2/ “After extensive analysis in 1983,lwe (USX) developed
a plan which we put into effect in late 1983 R The major attack we made
on the cost side of the equation yas<to try to reduce our cost of manpower and
better utilizatipn . . . We supplemented»this with teams of industrial
engineers to work with the plant organization to define detailed job analysis

of each position and determine what activities required steel worker

1/ World Steel Dynamics.

2/ Thomas J. Usher, Senior Vice President, Operatlons, Steel, at USX, speaking
to a group of Wall Street investment bankers, in 1985. As presented in the
USWA publication USX Special Report, undated.
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expertise, what activities had to be performed on plant site, and what
activities could be performed more economically by non-steel workers,
remembering that our wage costs are substantially higher than manufacturing
labor costs in general. As a result of this kind of effort, we have been
shedding service and support functions where steel worker expertise is not
required. We have ceased the manufacture of process consumables. We have
closed foundry shops. We've cut back on machine shops. We've cut back on
plants, we have reorganized the maintenance effort, and functions such as
shearing, slitting, and finishing steel prodﬁcts,-which are high-man-hour
operations, have been transferred to processors outside the plant with lower
unit conversion costs.;

Another dimension of subcontracting occurs in instances where a steel
company purchases semifinished products from another manufacturer, domestic or
foreign, thereby saving on employment or, possibly, investment cost. For
example, the purchase of steel slabs and ho£ rolled bands from South Korea and
Brazil for finishing on domestic mills would fall into this category.

Another producer with whom the issue was discussed noted that
flexibility is a major advantage associated with contracting out.
Specifically, it was noted that steel labor becomes less expensive if thg size
of the labor force can be varied according to need; this is reportedly easier
to achieve with subcontracting. Some major producers estimate that a 15- to
30-percent increase in labor productivity can be attained by using

subcontractors.

As indicated earlier, the issue of contracting out was negotiated with
companieﬁ during the past 2 years. The result was that all contracts which

were negotiated by the major producers acknowledge the principle that, "work
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capable of being performed by bargaining unit employees shall be performed by
such employees." USWA did not object to subcontracting in certain

situations. It was acceptable, for example, if warranty on equipment required
the original manufacturer to perform the work or if special skills or special
equipment were required. What the USWA wanted to prevent during the recent
labor negotiations were instances where companies might sell part of a steel
plant (such as a machine shop or finishing shop) in order to allow other
parties to set it up as an independent contract operation.

Labor/management relationships.--Restructuring in the steel industry

has resulted in significant changes in traditional labor management
relatioﬁships, with an increased emphasis on developing cooperative solutions
to problems. One of the more prominent examples can be found at LTV Steel
Co.'s recently constructed state-of-the-art, 72 inch wide electrogalvanizing
line, which is capable of producing 400,000 tons per year of rust-resistant
steel to be pressed into automobile body parts (at its Cleveland Works). The
line is operated by the L-S Electrogalvanizing Company (L-SE), a joint venture
of LTV and Sumitomo Metal Industries, Ltd. (SMI). Basically, LTV provides
operating, sales, marketing, and field services, while SMI supplied its
vertical cell, anode plating technology.

The major innovation at L-SE is that a separate ;abo; agreement was
concluded between the comﬁany and the USWA. 1In lieu of rig?d job classes,

only three skill levels were established, as foilows:
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Classification level Pay per hour Pay category
Skilled $13.50 Straight time rate
2.00 Bonus
1.00 Overtime
$16.50 Total
Intermediate $10.00 Straight time rate
2.00 Bonus
1.00 Overtime
$13.00 Total
Entry and general - $8.75 Straight time rate
2.00 Bonus
1.00 Overtime
$11.75 Total

Bonuses are paid twice a year to all 60 employees; overtime is paid after
40 hours per week. Workers are paid salaries at a rate applicable to 80 hours
of work at straight time during a two week period. There is no cost of living
adjustment, nor extra pay for afternoon, night, or Sunday work. All employees
have guaranteed salaries while laid off (for a maximum of 52 consecutive
weeks) and are entitled to disability payments, supplemental salary, and
severance allowance. Moreover, workers have a voice in major decisions,
including hiring and firing.

The plant is viewed by both the union and the company as an important
experiment which could serve as a model for changes in other plants. The 45
USWA memberé and 15 managers have been trained to run‘the plant as a team
which is cross-trained in-various skills. Managers assist in nonsupervisory
activities related to plant operations, and acﬁively solict suggestions and
ideas from junior members of the team.

Each of the 60 employees received the equivalent of more than 800 hours

of classroom preparation, as well as on site training at the SMI Kashima line
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(in Japan) and the L-SE line in Cleveland. Of the 60 employees all ;re high
school graduates with various levels of technical or maintenance training.

The L-SE plant is claimed to be the most productive facility of this type
in the United States, requiring 0.3 to 0.4 man-hour per ton of steel for
finishing operations, which compares favorably to the 0.5 man-hour per ton for
a similar facility in Japan. U.S. plants reportedly average approximately

1 man-hour per ton in galvanizing operations.
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U.S. producers' capital expenditures and research and development
expenditures 1/

Carbon and certain alloy steel.--Capital expenditures for carbon and

certain alloy steel operations declined for the second consecutive year during
1986/87 to $1.2 billion, representiﬁg a decrease of 36 percent from the
expenditure level of $1.8 billion achieved during 1985/86 and 51 percent from
the expenditure level of $2.4 billion during 1984/85. 1In both 1985/86 and
1986/87, primary steelmaking (including ironmaking, cokemaking, and
semifinished steelmaking facilitiesi accounted for the largest share of total
capital expenditures (55 percent in 1985/86 and 67 percent in 1986/87),
although actual expenditures in this area fell by 21.8 percent from 1985/86 to
1986/87. Increases in capital expenditures were recorded in wire rod, wire,
and wire products (an increase of 49 percent from 1985/86 to 1986/87).

Capital expenditures declined during the period.in the remaining six product
categories, with decreases ranging from 6 percent in bars to 85 percent in
pipe and tube.

Producers' research and development expenditures also declined for the
second consecugive,year during 1986/87 to $81.4 million, a dec;ease of about
16 percent fpom expenditures of $96.4 million during 1985/86 and 29 percent
from expenditures of $113.9 million during 1984/85. Research and development
expenditures declined in all areas ekcept plates, bars, and rails and related
products. In both 1985/86 and 1986/87, projects in the sheet and strip
product area accounted for the largest share of research and development

- expenditures (40.0 percent in 1985/86 and 41.7 percent in 1986/87).

1/ Detailed data on U.S. producers' capital expenditures and research and
development expenditures during July 1, 1986-June 30, 1987 are presented in
app. D.
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Certain stainless and alloy tool steel.--Total capital expenditures for

the production of certain stainless and alloy tool steel products were $56.7
. million during 1986/87, a decline of 30 percent from expenditures of $80.4
million during 1985/86 and 57 percent from expenditures of $132.0 million
during 1984/85 (table 5 and app. D, table D-5). Plates (down 76 percent),
pipes and tubes (down * * * percent), and wire (down * X X percent) exhibited
the largest declines.

Spending for research and development also declined for the second
eonsecutive year, falling 14 percent from $17.1 million during 1985/86 to
$14.8 million during 1986/87, a decline of 19 percent from spending of $18.1
million during 1984/85. The most significant declines were in steelmaking
facilities (down * * % percent) and pipes and tubes (down 54 percent). There
was a significant increase in research and devélopment spending for sheets and

strip (up * * * percent).
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lable 5.--Certain carbon and allov steel: U.5. producers  capital expenditures and research and
developsent expenditures, July 1. 1985 - June 30, 1986 (1985/86) and Julv 1, 1986 - June 30, 1987 ¢1985/87)

] Capital Expenditures t  Research and Develooaent
lt!. =n-ctlv¢'cvcutannanuvc-c-ooou-'-c:anuuvnncrooo-lnc-.onaa.-l'c'-vucv-
' t 1985/86 1 1986/87 : Chance 1 1985/86 : 1986/87 1  Change

lI'll'.lll".l.lI.Il.l.ll'lI;.lllll'l..l’l“.'llll”l'l"lOll’:lll'l.l..l!ll'll"lll’ll'llll'.l’llOIIIIOOOCD

1=---1,000 dollars----: (percent):~---1,000 dollars-~-~: (percent)

Carbon and certain allov steels 1/ s t : : : 1
Cokemaking facilitieSieeeeevceoncesess 77,456 38 27,398 : -b64.4 3.734 ¢ ¢.871 ¢ -23.1
Ironmaking facilitieSeeseevsesnsonesed 141,862 3 168,572 3 18.8 ¢ 30973 2,209 : -28.7
Steelmaking facilities 2/.eevvreencadt 790,889 3 594,079 ¢ -24.9 ¢ 30,505 ¢« 27,456 -9.3
Products: : t S : 3 :

Sheets and Strip..ececessecocoessst 496,422 3 196,283 ¢ -40.9 ¢ 38,520 ¢ 33.938 1t -11.9
Plates...coeierrenrnsercsnsnennesd ®FEL K E I EREN 4457 2 4,509 Z.1
BarsS.ccosicocessnsennsercesscaneast 120,350 ¢ 113,585 ¢ -b.4 3.470 1 4.380 : 6.0
Structural shapes and units.......: 57,564 ¢ 23.,225: -5%71 fe09: &4 8 -58.4
Pioe and tudeocecoscnavasocscaneaed 56,109 3  B.435 ¢ -84.9 3 9.845 : L B -6l.2
Rails and related products..eeseess t48 5,728 tEe 141 ¢ LK B 128,14
Nire rod, mre, and wire products.: 18.860 + 28,070 : 48.8 : 1.09 1,079 @ -1.9
: 1 : “femmmmmeae ; ! --
10tal sevvevocsvesranannereresed] 821,658 1,173,093 ¢ -35.6 1 96,411 : 81,3711 -15.6
H t H ! : ]

Stainless and allov tool steel: : : : : : :
Steelmaking facilities 2/oecveuveecesd 27,985 9 23,1073 -47.4: 2% : 7,055 A R]
Products: 3 H ' H H s .

Plat®Seesrerncorcrecnssereracenessd ®FF 3 2,6633 -75,9: -8 359 e
Sheets and striPicescsoscscarassce? 25,220 3 24,336 ¢ -39 e 3,128 LS
MirBesesriooroossoreransnnesonneeed ® 8 & HEED & Ey  HEE:  EHEE =33
Pines and tubeS.eesvrrnscrarveansel 2,823 : # B # I E RN PR tee -54.4
H ! 3 ! 3 H
TOtal eovercocronsnvoncennsnesst 80,407 3 55,721 3 2991 17,128¢  $4,772 s -13.8
: H s j=3cz3a8z35) 1 s2s
Grand total...oeeveeoveeaneronatl 902,065 31,229,814 ¢ -35.3 : 113,539 1 95,143 3 -15.3

B . a
N T O Inmmmnmmn

17 Certain alloy refers to allov steel other than stainless and allov tool steel.
2/ Includino sesifinished steel. ’

Source: Coapiled fros data submitted in response to questionnaires of the 1..5. Infernational Irade Comsission,
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Financial experience of U.S. producers

During the 12-month period ending June 30, 1987, sales of steel products
totaled approximately $27.8 billion, down * * * percent from sales in the
preceding 12-month period. Net losses occurred in most product categories, as
overall losses as a percent of sales rose from -3.7 percent to -5.7 percent
(table 6 and app. D, tables D-6 and D-7).

The financial community continues to respond to unfavorable financial
conditions in the industry by progressively downgrading the rating§ assigned
to companies on certain financial instruments, sucﬁ as bonds. Table 7 lists
Moody's bond ratings for the top six U.S. steel producers. The ratings are an
indication of the confidence certain financial ingtitutions place in the
investment quality of debt instruments issued by a company. The ratings afe
one of several factors which influence market price movements in a bond over
its life. Generally, interest rates vary inversely to the bond ratings.
While all bonds are rated individually for # single company, ratings are
usually the same on all bonds of the compaﬁy issued in the same rating
period. The major exceptions to this rule are subordinated debentures of a
company, which are rated lower than its bonds.

The Moody's ratings indicate a deterioration in almost all companies'
standings since January 1986. Only National Steel, whose rating rebounded
slightly from B3 to Ba3, showed any improvement over the year. As of June
1987, all these companies' bonds were rated as falling below the level of
medium-grade obligations, a rating two of them held last year. This rating
'indicates that the obligations are speculative in nature. The Chapter 11
filing of LTV Corp. severely depressed the rating of its bonds, as they are

currently considered to be highly speculative. The bonds of the companies



Table 6.-—Certain carbon and alloy steel: Total net sales and net profits and losses as a percentage of
sales, by selected product, July 1, 1985 -— June 30, 1986, (1985/86) and July 1, 1986 — June 30, 1987
(1986/87)

Net profit or loss as a

1%

Total net sales 1/ Net change percent of sales 2/ Net change
Item 1985/86 1986/87 in sales 1985/86 1986/87 in percentage
Carbon and alloy steel: 3/
Semifinished.............. 426,757 561,619 31.6 (27.2) (25.2) 2.0
Plates..........covvvvinnn 1,471,992 1,118,232 (24.0) (9.7) (4.3) 5.4
Sheets and strip.......... Hn 16,242,019 Lt (1.6) (6.1) (4.5)
Y o 3,571,239 3,867,251 (8.3) (6.4) (8.3) (1.9)
Wire, wire rod and wire
products................ 1,434,071 1,349,569 (5.9) (0.7) 1.7. 2.4
Structural shapes and )
units........ iy 1,%76,190 1,432,577 (9.1) (2.8) 1.5 4.3
Rails and related pro-
ducts............. ... 334,834 227,633 (32.0) (4.1) (10.0) (5.9)
Pipes and tubes........... 1,662,306 1,004,322 {39.6) (17.6) (27.2) (9.6)
Subtotal, carbon and . ) :
certain alloy steel... HHH 25,803,222 e (4.1) (6.8) (2.7)
Certain stainless and tool
steel: ‘ )
Semifinished.............. 160,115 213,708 33.5 - (3.3) (3.8) (0.5)
Stainless steel: )
Plates.................. *xx 320,520 W - (12.7) . 6.3 19.0
Sheets and strip........ e 1,364,038 L] 7.4 12.7 5.3
Wire.................... 95,996 88,675 (7.6) 4.1 1.4 (2.7)
"Pipes and tubes. ....... Ralalad . 57,606 fadadad (7.2) (8.8) (1.6)
Subtotal, certain
stainless and :
alloy tool steel.... Lalalal 2,044,547 kil 2.7 8.9 6.2
Grand total....... 3% 27,847,769 NN (3.7) (5.6) (1.9)

1/ Includes intracompany and intercompany transfers, less discounts, returns, and allowances.

2/ Net profit is defined as the total net sales, less the cost of goods sold, general, selling and administra—
tive expenses, and other expenses (such as net interest expense for income).

3/ Certain alloy refers to alloy steel other than stainless and alloy tool steel.

Source: Compiled from data submitted in response to questionnaires of the U.S. International Trade Commission.
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Table 7.-- Moody's bond ratings 1/ 2/ of selected U.S. steel producers,

1980-1987

Feb. As of January —- ' June
: 1980 1981 1982 1983 1984 1985 1986 1987 1987
Firm
Armco A A A A2 Baa2 Baa3 Ba2 B2 B2
Bethlehem A A A Baa2 Baa2 Bal Bal B2 B2
Inland Aa A A Baa2 Baa2 Baa2 Baa2 Ba3 Ba3
J &L 4/ Ba Ba Ba Bal Bal Bal B3 Baa Caa
National Aa A A Baa3 Bal bal B3 Ba3 Ba3
Republic 4/ A A A Baa3 Bal Bal B3 Caa Caa
U.S.S. 5/ Aa A A A3 Baa2 Baa2 Baa2 Baa3 Bal
LTV 4/ 6/ 6/ 6/ 6/ 6/ Bl Bl Ca Ca

1/ Moody's bond ratings are as follows:
Aaa: Best quality and carry smallest degree of risk.

Aa: High quality and together with Aaa, are known as high-grade bonds.
A: Possess many favorable investment attributes and are considered
upper-medium grade obligations.
Baa: Medium-grade obligations which are neither highly protected nor
poorly secured.
Ba: Obligations which have speculative elements' future cannot be
" considered well assured.
B: Generally lack characteristics of desirable investment.

Caa: In poor standing; may be in default or may present elements of
danger with respect to principal or interest.

Ca: Speculative in a high degree.

C: Lowest rated bonds.

2/ Bond ratings of subordinated debentures are not shown. These ratings have
historically been one rating below the ratings shown here.

3/ In 1983, Moody's modified its ratings. The numbers place the bond's rating
within the alphabetic (A and B) ratings. 1 is preferable to 2, which is
preferable to 3.

4/ During 1984, Jones and Laughlin (J & L) and Republic were merged with LTV
Corp.'s Youngstown Sheet and Tube division to form LTV Steel Co.

5/ On July 9, 1986, U.S.S. changed its corporate name to USX to reflect the
diversification of the company into non-steel lines of business.

6/ Not applicable.

Source: Moody's Bond Record, Moody's Investors Service, Inc., Various Editioms.
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absorbed by LTV in 1984, Republic and J & L, were also downgraded to the point
where the principal or interest may be considered to be in danger.

The serious financial problems confronting the industry are also reflected
in the fact that within the study period, five U.S. steel producers either
ceased operations or filed for protection from creditors under Chapter 11 of
- the federal bankruptcy code. These firms are listed in the following

tabulation:

Filed under Chapter 11

LTV Steel - July, 1986
Sharon Steel April, 1987
Phoenix Steel April, 1987

Shut down
Judson Steel September 1, 1986
Roblin Steel December, 1986

The firms which filed under Chapter 1l during the period joined
Wheeling-Pittsburgh and Eastmet, both of which had taken similar action ét
earlier dates and have not yet emerged from that state.

In July 1986, LTV Corp., a conglomerate involved in aerospace, defense,
and energy products as well as steel, filed for protection under Chapter 11.
The nation's second largest steel producer, the LTV Steel division was formed
by the combination of three steel companies; Jones and Laughlin, Youngstown
Sheet and Tube, and Republic Steel. The company has attempted to phase out
inefficient plants and combine efficient facilities to create a modern and
profitable entity. However, heavy losses in the steelmaking division, which
adversely affected cash flow, and large debt and pension obligations
overwhelmed profitable operations in other divisions. According to company
officials, the $1.7 billion in scheduled debt repayments over the next 3 years

and the $375 million in annual pension obligations were primary factors in
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their decision to file for protection. 1/ As a result of the filinglmuch of
LTV's pension liabilities were assumed by the Pension Benefit Guaranty
Corporation (PBGC), a move which has endangered the viability of the PBGC.
This move makes the PBGC the largest. single creditor of LTV.

The two other filings for protection under Chapter 11 were by smaller
firms. Sharon Steel, a company which has had a history of financial
difficulties, filed for protectioﬁ under Chapter 11 when a creditor threatened
liquidation proceedings. Pheonix Steel filed for protection under Chapter 11
for the second time this decade. The company had-emerged from Chapter 11 in
1985, but said it needed more timé to negotiate the sale of its facilities
than creditors were ready to grant. 2/

The two firms that shut down during the study period were also small
firms. Judson Steel, a rebar producer located in the San Francisco area, was
reportedly profitable at the time of its shut down, despite a recent history
of losses. However, the mill site is a valﬁable piece of property and the
owners of the mill, the Australian based firm of Peko-Wallsend, decided to
redevelop the property. While Peko-Wallsend confirmed the profitability of
the mill, they said that profitability levels did not meet‘intérnal criteria
for return on investment.

Two firms reported in financial trouble in last years report have changed
their status. Roblin Steel was in Chapter 11 (filed July, 1985) when it laid

off its workforce in November, 1986. Shortly thereafter its banks cut off

1/ “LTV Corp., Hurt by Steel Imports, Files Bankruptcy Petition," Washington
Post, July 18, 1986. ‘
2/ "Newswatch”, Iron Age, June 1987, Pg. 7.
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lines of credit required for day to day operations. The officials of the firm
resigned as their liability insurance expired, and the bankruptcy court has
appointed a trustee to sell the compnay's facilities, eithef as a whole or in
pieces.

Enduro Stainless Corp., 6perating under Chapter 11 sincé February 21,)‘
1986, was bought out by a group of investors and is now oﬁerating as Hercufy
Stainless. Kentucy Electric Steel, which had shut“down'hugust.z} 1985 aftér a
protracted labor dispute, sold its facilities to Newport Steel.

The following is a review of the profit and los§ performanée of the
industry in key product groups during the twelve month periods ehding June 50,

1986 and June 30, 1987.

Carbon and‘certain alloy steel.-- Total net sales df all carbon and

certain alloy steel products subject to the investigation amounted to $2§.8
billion, a deérease ffom last period's * % f billion (table 6). Nét losses
before taxes in the sector increased from * * ; billion to $1.7 billion
between the previous study period and the current one. 1/ As a result, losses
as a percent of sales increased from 4.1 to 6.8. Three product areas showed
significant positivé movement, as losses narrowed for plates from -9.7 to
- -4.3, wﬁile wire products (-0.7 to 1.7) and structural shapes (-2.8 to 1.5)
boih moved from net losses to net profits. Losses as a percentage of sales

were again greatest for semifinished products (25.2 percent), although pipe

1/ Detailed data on profit-and-loss by product line duriﬁg July‘l,_1986—June
20, 1987 are presented in app. D, table D-6. Final data on the July 1,
1985-June 30, 1986 period are contained in app. H, table H-2.
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and tubes showed the greatest negative net change, as losses as a percent of
sales increased from 17.6 percent to 27.2 percent.

Certain stainless and alloy tool steel.-- Total net sales of certain

‘stainless and alloy tool steel products amounted to $2.0 billion, up * * %
percent from the * * * billion in net sales for the year ending June 30, 1986
(tgble 6). Net profits before taxes in the sector rose from $52.6 million to
$178.4 million between the previous study period and tﬁe current one. 1/ Net
profits as a percént of sales increased from 2.7 to 8.9, a net change of 6.2
percentage points (tgble 6); Plates rebounded sharply from a loss on sales of
12.7 percent to a profit on sales of 6.3 percent, a net gain of 19.0
percentage points. Sheets and strip also improved its performance, as profits
as a percent of sales increésed from 7.4 percent to 12.7 percent. The return
on sales declined in the case of wire (where profits of 1.4 percent turned
into losses of 2.7 percent)vand pipe and tube (where losses widened from 7.2

to 8.8 percent).

1/ Detailed data on profit-and-loss by product line during July 1, 1986-June
20, 1987 are presented in app. D, table D-6. Final data on the July 1,
1985-June 30, 1986 period are contained in app. H, table H-2.
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Steel Pricing

The intense pricing competition that exists in domestic and international
steel markets continues to reflect the significant shifts which have occurred
‘in demand, changes in the value of the dollar and other currencies, and the
restructuring which is occurring worldwide. As pricing pressures intensified,
both domestic and foreign steeliproducers were forced into cost reduction
programs which resulted in declining capacity and significant reductions in
employment. In addition, with Developing World steel producers becoming more
efficient and cost effectivé in steel manufacture, their ability to influence
the level of prices in international markets has become an increasingly
important factor. POSCO of South Korea and China Steel of Taiwan are examples
of how the combination of relatively low-wages and production costs and
capital investment have advanced the competitiveness-of developing world steel
producers.

Although wide variations in the prices of certain steel products continue
to exist on a country-by-country basis, in the United States market domestic
producers' steel prices and import prices are moving closer together. 1In
January 1985, for example, 68 percent of surveyed steel service centers in the
United States reported that foreign mill prices for carbon steel products were
6 to 10 peréent below U.S. delivered prices. 1/ During June 1987, however, 71
percent of these service centers reported that foreign mill carbon steel

prices were equal to, or no more than 5 percent below, U.S. prices.

1/ These price comparisions are published in Business Conditions prepared by the
Steel Service Center Institute.
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Steel price index trends in the United States, Japan, Canada, and West

Germany.l/--An analysis of government published price indexes 2/ reveals that
home-currency steel prices in the United States and Canada remained stable
(increasing about 1 percent) during January-September 1986, whereas steel
prices in Japan and West Germany declined by about 5 percent during the period
(figure 5). When comparing home currency steel prices during September 1986
with those in 1981, the most significant changes occurred in West Germany and
Canada. These countries recorded increases of 9 percent and 17 percent,
respectively, during September 1986 compared to 1981 prices.

In order to examine the effects of exchange rate fluctuations on relative
prices in these countries, the government price indexes were adjusted to
reflect percentage changes in home currency prices and percentage changes in
currency values versus the U.S. dollar. As illustrated in figure 6, the
adjustment indicates that steel prices in West Germany and Japan (in dollar
terms) increased significantly (by about 12 aﬁd 25 percent, respectively)
during January-September 1986, while steel prices in the United States and
Canada remained relatively stable. Although the adjusted steel prices
indicate that all féur countries experienced increases in steel prices since
1981, West Gefmany (18 percent) and Japan (35 percent) recorded the largest
increases.

International pricing developments.--As indicated above, steel pricing in

"the Western World continues to be affected by a number of factors.

1/ Japan, Canada, and West Germany are the three leading sources of U.S. steel
imports, respectively.

2/ The price indexes do not necessarily reflect movements in transaction
prices. See the Commission's 1986 Annual Survey Concerning Competitive in the
Steel Industry and Industry Efforts to Adjust and Modernize for a fuller
discussion of this point.
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Figure 6. —-Steel Price Indexes in Selected Countries, Adjusted
for Exchange Rate Changes January-September 1986
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Shifting exchange rates, which produced sizable swings in international
steelmaking cost and ﬁrice differentials, have affected the relative
competitive positions of Western World producers significantly. Moreover, as
a result of unfavorable market conditions, developed Western World producers
were forced to reduce steelmaking capacity by 7 percent during 1981-86, while
Developing World steel producers of relatively low-cost steel increased
capacity by 28 percent during the period, raising their share of total Western
World steelmaking capacity to 20 percent in 1986, up from 14 percent in 1981.

World steel "“spot™ expdrt prices have moved up about 8 percent in dollar
terms since mid 1986 even though demand is flat in Europe and down in both the
United States and Japan. 1/ ‘In those Developing World countries where
currencies have been relatively weak versus the dollar (such as Brazil and
South Korea), "spot" export prices have remained fairly stable. The increase
in World steel "spot'" export price can be largely attributed to the following
developments: (1) the devaluation of the dollar which increased Japanese and
European steel producers' costs (in dollar terms); (2) production cutbacks
implemented by these producers; and (3) reduced world exports by Brazil,
Taiwan, and South Korea due to increased demand in their respective home
markets. 2/

Folloﬁing are summaries of steel pricing developments and conditions in

the United States, Japan, Canada, and the European Community (EC).

1/ World Steel Dynamics, "Steel Price Trak #19-#20."
2/ World Steel Dynamics, "Steel Price Trak #22.
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United States.--The decline in domestic "spot" prices that.began in
the summer of 1986 was halted in most markets by the USX work stoppage in
August of that year. Since USX accounted for nearly a fifth of the market in
a number of products, its withdrawal from the U.S. market had a significant
impact, especially in the Midwest where the "spot" price of galvanized sheet
rose by about 5 percen; to $640 per ton. 1/ There was reportedly only slight
hedging against the USX stoppage; many service centers did not have the
capital to pile up emergency stocks and others bought cautiéusly for fear of
being caught with costly stocks when USX returned to production. 2/
Subsequent to USX's reentry into the market, indications are that domestic
steel producers have sharply extended lead times and that steel service
centers and producers of welded tubing are paying significantly higher prices
for certain steel products in the "spot" market. The effgcts of the work
stoppage is reflected in a continued reduction in discounts offered by U.S.
producers. As shown in the following tabulation, the level of discounts fell
from as much as 31.2 percent in December i985, to 14.0 percent in December

1986.

1/ World Steel Dynamics, "Steel Price Trak #19-#20."

2/ On Feruary 1, 1987, the United Steelworkers and officials of USX approved a
4-year contract to end the 6-month work stoppage. The company agreed to shut
down indefinitely one of its plants, as well as significant portions of two
more, as part of its restructuring plan. Company officials have asserted that
" USX will re-start the shut down facilities slowly, ultimately reaching full
shipping capacity in the fourth quarter of 1987.
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Percentage variation between U.S. list and "spot" prices 1/

Period Percent
March 1981 ~-5.7
May 1981 ~-4.9
July 1981 ) -3.2
November 1981 -8.5
March 1982 -10.1
July 1982 -16.6
December 1982 - =20.3
April 1983 -22.0
July 1983 : ~29.3
October 1983 -29.9
January 1984 -24.9
May 1984 -21.3
September 1984 -23.0
January 1985 -27.8
April 1985 -28.3
July 1985 -30.2
December 1985 -31.2
April 1986 -21.0
July 1986 -21.8
-September 1986 -15.7
December 1986 : ~14.0

1/ Composite for five major products through January 198S5; composite for four
major products starting April 1985.

Source: World Steel Dynamlcs. Steel Prlce Track 18 and 22, April 15, 1986 -
May 15, 1987.

On a regional basis, the most depressed market in the Uni£ed States is
the Gulf area where 0il drilling rig counts remain relatively low and large
projects, including major projects such as power plants, are on indefinite
hold. 1In other parts of the Southern United sfates, depressed demand has

- resulted in the prices on all carbon products being unstable and on the brink
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of a downward trend, even during the period of the USX work stoppage. Before
the VRA's were imposed, offshore suppliers were curtailing shipments to this
region largely because of dampened demand. 1/ Throughout the first quarter of
.1987, the price of plate in this region has reportedly been relatively flat,
largely reflecting the decline in demand from heavy industries such as
buildings, tank fabrication, and major petrochemical projects.

In the Eastern United States, construction bookings have declined

although public works projects are going forward. The result has been that
structural steel prices are‘slighly lower, leaving profit margins relatively
low. The USX work stoppage was largely unfelt in thié region, although
hot-rolled and cold-rolled éheet prices have reportedly shown a slight upward
movement. Steel imports from Italy, England, France, and Japan have
reportedly lessened, partly.as a result of the weakening U.S. dollar. 2/ The
higher prices announced by major steel mills during the fifs£ quarter of 1987
have apparently been partially accepted by end-users, as supplies have
tightened in certain product categories.

In the Midwestern United States, the largest of the U.S. regional steel

a

markets, demand for flat-rolled products was stagnatihg and showing further
signs of falling when the USX work stoppage occurred. Because of USX's
prominence in this market, there was a marked price reaction to its withdrawal
from the market. Cold-rolled coil prices at the mill