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1._Introduction

Over the last three decades, giant vertically-integrated companies such as U.S. Steel, LTV and
Bethlehem and their union counterpart, the United Steelworkers of América (USW), have faced extreme
economic difficulty. Total steel sector employment has fallen from 512,00 in 1974 to only 140,000 in 1992
and many of these so-called integrated firms have filed for bankruptcy, permanently closed mills, or se-
verely curtailed production. These changes have caused enormous disruptions, especially in traditional
steel-making regions of the Midwest.

The integrated industry and its allies have argued that unfair foreign competition is the principal
source for the industry's economic decline. This argument has been bolstered by the widely-acknowledged
presence of pervasive foreign govemment steel subsidies, both in the industrialized and developing world.
These subsidies, combined with a structural slowdown in world steel demand, have contributed to world-
wide overcapacity in steel that continues to persist in 1994. Foreign firms, the steel industry has argued
consistently, have dealt with this overcapadity by "dumping” excess production into the United States.

The U.S. industry has attempted to secure government intervention to overcome the alleged injury
of these forcign practices. The Congress has passed certain limited provisions designed to help the industry
but large scale domestic intervention has not been forthcoming,. Instead, the industry has focused most its
efforts on arguing for an aggressive unilateral USS. steel trade policy to counter international economic
pressures. In pursuing this trade policy goal, the integrated industry has used nearly every available path to
limit the flow of imported steel products into the United States. These avenues have included pressuring
Congress for direct legislative relief, lobbying the Executive branch for multilateral steel sector agreements,
and, most importantly, filing literally hundreds of petitions under the trade remedy laws. The steel indus-
try's use of the antidumping and countervailing duty laws has been particularly successful, given the extent

of foreign subsidies.
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Many outside observers do not dispute the existence of foreign subsidies but question their overrid-
ing importance. Instead, they point to other factors as the origins of the U.S. steel sector's crisis. Observ-
ers such as Crandall (1981) and Adams and Mueller (1986) assert that self-inflicted ills and increased
domestic competition are the main source of the integrated steel industry's difficulties. Specific problems
ated have included slowness to adopt new technologies (such as continuous casting and basic-oxygen fur-
naces), overly-generous labor contracts (such as the "Experimental Negotiating Agreement” of the 1970s),
and outdated management techniques. Intensified domestic competition has emerged out of the expanding
importance of domestic minimills and the growing number of integrated competitors. Finally, falling steel
demand has caused further deterioration in the domestic industry’s economic fortunes.

The integrated industry has generally won these public policy debates. Over the years, a "steel tn-
angle," comprised of steelworkers, integrated steel firms and steel-community congressional representa-
tives, has consistently dominated stee! import policy. The result has been three decades replete with import
restriction of various kinds, though with mixed results in permanently aiding the sector’s competitiveness.
Principal protectionist episodes have included the 1969 Voluntary Restraint Agreement (VRA), the Trigger
Price Mechanism (TPM) in the Carter Administration and a series of VR As negotiated in the 1980s. Thus,
the steel industry has managed to obtain import restrictions from Democratic and Republican administra-
tions, in peace and in war-time, and in years of both a growing and a contracting economy.

A common aspect of these episodes has been that the integrated steel sector has secured interven-
tion outside the normal administrative protection (AP) procedures of U.S. trade law. The standard stee! in-
dustry approach is to use, or threaten to use, the relatively non-discretionary antidumping (AD) and
countervailing duty (CVD) processes as a lever to obtain an agreement providing some degree of U.S. price
stability. First, integrated steel producers (often with close cooperation of the USW) file massive petitions
under U.S. trade remedy laws, especially AD and CVD petitions. Such petitions have particular appeal for

the steel industry because foreign practices have made successful litigation likely. An additional attraction
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for the steel sector is that these rules-based procedures include no presidential discretion whatsoever. Par-
allel to the trade remedy cases, congressional supporters of the steel industry propose GATT-inconsistent
quota legislation. Before the quasi-judicial AP process can grind to completion and prior to final votes on
the legislation, the Executive branch will urge the steel industry to accept a negotiated settlement with for-
eign exporters, usually a VRA. This sequence was repeated with slight variation in 1969, 1977, 1982, and
1984. In essence, the rules-based administered protection procedures have been utilized as a credible threat
to force political settlements onto steel disputes.

This impressive string of successive protectionist victories has led many observers to use the steel
industry as perhaps the prime example, along with textiles, of a U.S. manufacturing industry whose politi-
cal clout is so extensive that it can "always" obtain protection. "Big Steel," composed of about a half-
dozen vertically-integrated producers and the United Steelworkers, seemed always capable of profoundly
influencing steel trade policy.

Perhaps the most impressive of (h&ce_trade policy victories came in 1984, The industry was finally
able to obtain one of its important long-term trade policy goals--comprehensive quotas on steel imports, ad-
ministered on a country- and product-specific basis. In addition, this decidedly non-market outcome was
wrested from the free-market-oriented Reagan administration.

Despite the success in securing the global 1984 VRA, evidence will be presented below that this
managed trade agreement represents the high point of the integrated steel sector’s ability to influence trade
policy. This is clear from two separate outcomes. The first is the battle over the VRA extension in 1989.
While the VRA was formally extended for two-and-a-half years, the results were hardly what the steel in-
dustry wanted.  Specifically, the steel industry did not obtain a five-year extension of the VRA as re-
quested, did not obtain a tightening of the quota, and, in the event, the VRA was not binding neither on a
product or country basis for the vast majority of the extension. The second piece of evidence of falling po-

litical clout is the failure to obtain meaningful protection after the VRA expired in April 1992. The steel
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industry did not secure an extension of the VRA (a goal of the USW) nor an international consensus on
steel policy through a Multilateral Steel Agreement (2 goal of both steel producers and the USW). The in-
dustry instead was forced to litigate AD and CVD cases to final outcomes. Since this is largely an impar-
tial process and devoid of obvious means to apply outside pressure, thé industry’s choice of pursuing a
non-political route to its final conclusion also reflects the integrated steel sector’s self-perception of reduced
political clout. In the end, even the administered protection cases were highly unsatisfactory. Contrary to
industry expectations, the AP route was only partially successful in 1993 in secuning permanent high duties
on foreign steel. Indeed, at the end of 1993, the domestic steel industry has less stee! protection than any
time since 1977.

This reduced political influence reflects the radically changed nature of the domestic U.S. steel in-
- dustry. A number of factors stand out.

Firstly, no longer does a small group of mammoth steel companies dominate the domestic market.
The fragmentation of the domestic industry has eroded one of the most important traditional political ad-
vantages of the industry, namely, a cohesive coalition with shared interests.

The most important example of this fragmentation is the growing importance of "minimills.*
Minimills, a relatively new market form, are small, innovative steel companies that use the latest technolo-
gies and frequently use incentive-based labor compensation schemes with a non-uniom'zed. workforce.
These minimills have been less likely to support specific protection-seeking efforts by the integrated firms,
especially since they generally produce a different product line than the integrated firms. Thus, minimill
and integrated mill interests only partially coincide. A further complication for the integrated sector's posi-
tion is that the CEO of the most successful U.S. minimill (Nucor) is a passionate and very vocal ;
frec-trader.

The industrial structure of the U.S. industry has been changed further by so-called "reconstituted”

mills. These mills have arisen out of integrated firms selling off parts of their operations in order to lower
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costs. Many of these plants have continued to operate thereby creating further competition for the inte-
grated firms. Finally, a number of foreign stee] firms, especially Japanese, have purchased a part or con-
trolling share in integrated firms. Examples include NKK's purchase of a controlling interest in National
Steel and Kawasaki Steel's joint ownership of Armco’s carbon steel division (USITC, 1989a).

The restructured U.S. industry is also increasingly competitive intemationally which further weak-
ens the argument that the industry deserves special import protection. In the 1980s, integrated firms have
modemized facilities and the USW has negotiated wage concessions. In addition, the declining value of the
dollar in the second half of the decade has contributed to the U.S. industry’s improved intemational
position.

While the down-sized industry has improved its competitive position, the declining number of stecl-
workers has weakened the political base of the steel sector in Congress. Many traditional steel-producing
cities like Pittsburgh no longer host major integrated steel plants, each of which formerly employed thou-
sands of workers. This both reduces the absolute number of steel-industry voters and lessens the number of
congressional districts where steel is an important economic factor.

The other factor is the growing importance of organized steel-user groups lobbying against steel
protection. This occurred most prominently in 1989 when the integrated industry faced organized domestic
opposition in the form of CASUM, an industrial steel-user group that argued against the extension of the
VRA. They argued that the VRA program threatened more American jobs than it protected and foreign
producers received extra profits in the quota-protected market. These arguments secm to have been effec-
tive, not only on their own merits, but also because the politically-weakened integrated steel sector was less
able to dominate the steel import policy discussions.

The goal of this paper is to document this waning political influence of Big Steel. The paper will
concentrate on the carbon steel subsector since this is by far the largest segment of the domestic steel indus-

try. However, many of the same issues are present in the specialty and stainless steel sectors.
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The remainder of this paper is organized in the following way. Section II will be a short discussion
of the technical aspects of the industry that will prove vital for later discussion. Section Il will cutline a
basic political economy framework used in the analysis. This will include a discussion of the various op-
tions available to the industry for protection and the relative advantages and disadvantages of each. A
short history of the steel trade policy and the economic conditions of the steel sector up to 1982 is presented
in Section IV. Section V provides a detailed look at the genesis of the 1984 VRA, the battle over the 1989
extension, the refusal of Bush administration to extend the VRA in 1992 and the outcome of the AD and

CVD cases in the summer of 1993. Conclusions are provided in Section VI.

I1. Technology and Market Structure of the U.S. Steel Industry

The market structure of the industry has played a particularly important role in the integrated steel
sector’s effectiveness in influencing import policy. Most importantly, economies of scale and geographical
concentration have resulted in the traditional political cohesion of the steel industry actors. Thus, we tum
first to the basic economic relationships in the industry before discussing the political economy of the steel
industry. We will see later that the changing market structure of the industry in the 1970s and 1980s has
been a critical aspect of the industry’s declining political power.

Crude steel is produced by combining iron ore and carbon as well as other constituent elements
through a number of different processes. Using traditional methods, coke (a processed form of coal pro-
duced in coke ovens) is combined in a blast fumace to produce molten pig iron. Pig iron is then trans-
ferred to a fumace where other materials are added which results in crude steel. The molten crude steel is
then cast into ingots which are rolled into blooms, billets and slabs. These intermediate products are re-
heated and rolled into final products such as sheet, bars, and plate. The defining feature of an "integrated”

mill is that all of these steps take place at one location.
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Integrated steelmaking has undergone relatively few major changes in the last 40 years. The two
most important innovations have been the basic-oxygen-fumace (BOF), which is more efficient than open-
hearth-fumnaces (OHF), and continuous casting, which eliminates the reheating of ingots and intermediate
rolling (Gold et al., 1984).

The nature of the modem integrated stecl-making process, which requires coke ovens, blast fur-
naces, BOF fumaces, as well as casting and rolling facilities, creates important scale economies. The
minimum efficient scale of a new integrated plant is about 7 million tcns of capacity per year which repre-
sents about 7% of total U.S. steel consumption (Bamett and Crandall, 1993). Lumpy investment and high
start-up costs of a new integrated mill obviously act as important impediments to entry by new integrated
firms.

High fixed costs also acted as a deterrent to entry in other ways. Specifically, integrated firms
have strong incentives to maintain high capacity utilization in order to kecp average costs low. In periods
of weak demand, established firms therefore will have an incentive to price below average rotal costs, to the
extreme disadvantage of new entrants. The pressures to compete aggressively on price has been a persis-
tent problem of large scale steel operations for over a century. Consequently, steel firms all over the world
have responded to this tendency to price below total costs by implementing various methods to maintain
price stability. Cartel arrangements, both at the domestic and intemational level, have been especially
important.*

Another important feature of integrated production has been its geographic concentration. For ex-
ample, approximately 54% of U.S. steel capacity was located in Pennsylvania, Ohio and Indiana in 1965
(American Iron and Steel Institute, 1969). This pattern was repeated in the United Kingdom (e.g., Man-
chester) and in continental Europe (e.g., Ruhr valley). The reasons for this concentration were two-fold.

On the one hand, the high costs of transporting iron and coal meant that steel facilitics clustered in arcas
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with easy access to these raw materials. Secondly, high transportation costs of the finished product made
competitive pricing outside a limited geographical area difficult.

Intemational trading pattems in steel were affected by transportation costs as well. Transoceanic
shipping costs were critical impediments to imported steel becoming a threat to the U.S. steel industry for
many decades. However, as these costs fell in the 1960s and war-ravaged industrial economies rebuilt,
imports began to rise into the U.S. As Table 1 shows, imports, which in 1960 reached only 3.3 million
tons or 4.7% of the U.S. market, soared to 17.9 million tons by 1968 and a 16.7% domestic market share.

Despite the growing importance of foreign steel sources, the large traditional stecl producers con-
tinued their domination of the domestic market for many years. Table 2 indicates that in 1979 the eight
largest integrated steclmakers still controlled nearly two-thirds of the domestic market. However, techno-
logical changes and the low price of scrap steel encouraged the rise of minimills in the 1970s. Their emer-
gence would remake the internal market structure of the U.S. steel industry.

Minimills are relatively simple operations, especially in comparison to an integrated steelworks. A
standard minimill consists of an electric-arc-fumace, a continuous caster, and a rolling mill. Minimills do
not produce raw steel but instead melt steel scrap using high-temperature electric-arc-furnaces (EAFs).
The molten steel is_cast and then rolled to produce final steel products in similar fashion to an integrated
mill. However, because minimills have only recently emerged, they use efficient continuous casters almost
exclusively, which stands in stark contrast to most older integrated works that continue to produce ingors"‘

Because minimills do not actually make steel but instead recycle scrap, they do not need expen-
sive coke ovens, blast fumaces and have no incentive to locate near iron or coal supplies. The minimum
efficient scale for an EAF is therefore much smaller than a BOF which lowers capital costs significantly.
In fact, few minimill operations have a capacity exceeding 1 million tons per year.

The mininulls have differed from their integrated competitors in other important ways. Since near-

ness to iron and coal supplies is irrelevant to minimills, they are free to position themselves near the end
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market, undercutting the integrated mills further by reducing transportation costs. This means that
minimills are relatively unconcentrated geographically. This fact, combined with small workforces, implies
that no community relies on a minimill as a pnme sou;ce of large-scale regional employment, which stands
in sharp contrast to the integrated sector.

Minimills have also adopted new labor and management techniques. Flexible work rules and
incentive-based pay for both their non-union and union workforces have reduced unit labor costs and in-
creased productivity. Minimill labor costs are lower also because their relaﬁvely young workforces result
in much lower health and pension costs than their integrated rivals that still struggle with the "legacy” costs
of retired production workers (especially after the massive layoffs of the 1980s). The low capital costs also
allow the minimills to build plants with relatively short life-spans, thereby alléwing for more timely intro-
duction of new technologies (Bamett and Crandall, 1986, p. 20).

The success of the minimills in the U.S. market has been remarkable. Table 2 indicates that, ac-
cording to one estimate, minimills were shipping 8.2 million tons of steel in 1979. This represented 7% of
the U.S. domestic market. By 1991, minimill shipments had risen to 21.3 million tons and 24% of the mar-
ket. This increased market share came almost exclusively at the expense of the integrated sector. Major
and minor integrated firms represented 79% of the market in 1979 but fell to 63% in 1991. Imports, on the
other hand, grew from only 15% to 18% of the U.S. market.

Profit rates for the minimill sector have also been very impressive. Minimills have operated more
profitably than the integrated sector in every year for which disaggregated data are available. In addition,
the industry-wide figures indicate that while the integrated firms lost money in 1985, 1986 and 1991,
minimills were posting net gains in each year. This general pattem was also true in the early 1980s when
minimills were more ﬁroﬁtable than integrated mills in head-to-head competition iﬁ individual product cate-

gories (USITC 1984).
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Minimills have traditionally been "niche” producers. They have focused their efforts on so-called
"long" products such as wire, rod and bars. The cost advantage of the minimills has led to near domination
of these product lines. For example, estimates in Table 3 indicate that the minimill share of domestic wire
rod shipments will grow from 86% in 1990 to 100% by 2000.

Despite these important cost advantages, significant constraints have precluded the minimills from
repeating this success in other product lines. The most important constraint is the use of scrap as a feed-
stock. This leads to more impurities in the final product than in steel produced by integrated mills. This
lower quality of output has dramatically reduced the use of minimill steel in flat-rolled products destined
for home appliances and automobile bodies. Consequently, integrated firms have continued to dominate
the domestic shipments of these high valuc-added "flat" products.

Unfortunately for the integrated mills, recent technological advances mean that minimills may soon
be able to compete effectively in flat-rolled products as well. Some minimills have begun to experiment
with the use of directly-reduced iron and iron carbide as feedstocks, both of which reduce reliance on scrap
and significantly increase the quality of EAF output. New techniques such as thin-slab casting will also in-
crease the ability of minimills to produce sheet and plate competitively. For example, Nucor inaugurated a
1 million ton sheet mill using thin-slab casters in 1989 and followed with another sheet mill in Hickman,
Arkansas that will produce 2 million tons per year by the end of 1994 (Financial Times, July 8, 1993).*
Many analysts see continued strong performance of the minimills in the flat-rolled market. Minimill opera-
tors themselves predicted in 1993 that up to 45% of the flat-rolled market would be provided by electric-
arc-fumace minimill operations by 2001 (Iron Age, April 1993, "Confronting Cultural Change”).

In summary, the intemal market structure of the U.S. steel sector has undergone substantial evolu-
tion over the last two decades. Minimills have created enormous pressure on the integrated mills and have

almost completely driven the major firms out of the long product markets. The traditional integrated firms
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having increasingly retreated into flat products. Continued technologjcal progress may mean that the inte-
grated sector will soon be forced to compete with minimills in this end of the market as well.

The rise of the minimill, in essence, has created a steel sector much more in line with economists’
vision of a competitive market. The dramatic drop in entry and exit costs means that the U.S. steel sector
now hosts many more competitors. Economies of scale have also become much less important. As we
will sec in Sections IV and V below, this changing domestic market structure has begun to have a signifi-

cant influence on the integrated mills' ability to shape steel trade policy

I'T. The Political Economy of Integrated Steel Lobbying

[1. a. General Political Economy Framework

An agent's influence over public policy depends largely on its ability to consolidate and apply po-
litical pressure, the strength of potential opposition, and the available policy options under a nation's insti-
tutional and legal structures.

An intervention-seeking agent would prefer a policy so narrowly-defined that only that agent re-
ceives it. In the case of a firm, this might be a firm-specific tax break or subsidy. This would clearly result
in higher retums relative to all of the firm's competitors. However, since only one firm receives the inter-
vention's advantages, the obvious difficulty with this strategy is that the irm must rely exclusively on its
own political muscle to secure the benefit. Very few agents will have sufficient influence to accomplish
this alone.

Usually, agents are forced instead to form multi-member coalitions.* The most obvious advan-
tages to such a coalition are that costs of lobbying can be shared and large numbers of coalition members
translate into significant ballot-box clout in a majority-vote- based democracy.

There are, however, certain important disadvantages of large coalitions. First of all, the coalition

must identify others who share common interests. The larger the number of possible coalition members,
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the more costly are efforts to identify and organize them. Many coalition members also create monitoring
burdens--each individual member will have an incentive to shirk on lobbying efforts but still retain the
benefits of the coalition's lobbying. The possibility of free-ridership makes lobbying a less attractive option
since the net benefits of the lobbying efforts will be less the fewer the numbers of effort-contributing
individuals.

The coalition's success also depends on its cohesiveness and permanence. Do the members cooper-
ate on a permanent basis or do they constantly shift alliances? The more often that the members act in con-
cert, the more likely that each member can develop a reputation and be able to exclude shirkers. In
addition, permanent alliances have the political advantage that they are more predictable to vote-seeking
politicians who need not try to predict the coalition’s strength or policy position. The political strength and
positions of a newly-formed or ad hoc coalition, on the other hand, are much more difficult to predict. It
will be difficult both to gauge the new group's political muscle and whether the coalition will remain intact
after the immediate policy issue is resolved.

One solution to these transaction costs is to create permanent institutions that represent the affected
members' interests. Examples include trade associations for industry groups and a union for workers. Pay-
ment of dues to the association will help overcome free-rider problems. In addition, members only need or-
ganize the association once; subsequently, it will act as the coalition's representative so that individual
members need not reassemble on each issue to reach decisions.

A particularly important source of coalition cohesion is immobility of factors in an industry *
Factor immobility means that all industry participants (labor, management, stock-holders, etc.) will find
that their economic interests are closely tied to the industry’s economic health. If the price of the output
rises, incomes for all immobile factors in the industry will rise as well. If the price falls or the price of in-

termediate inputs rises, the factors suffer a real income loss.
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Another way to think usefully about this immobile-factors model is in simple partial equlibnum
terms. An increase in the price of an imported product will result in an increase in "producer surplus,” or
payments to those employed in the import-competing industry. The price increase also means that domes-
tic consumers of the product will pay more for the product and suffer a Joss in "consumer surplus.® The
lasting impact of this price increase on the consumer will depend in part of the characteristics of the prod-
uct. If the product is a final consumption good, then the consumer may be forced to bear much of the price
increase. The effects are more subtle for a protected intermediate input. In particular, if the consuming in-
dustry can pass along the increased input costs to its own final consumers, then intermediate input protec-
tion will be less damaging. The consuming industry will consequently be unlikely to lobby against the
import protection. If instead the consuming industry is a price-taker in its market, then it will be forced to
absorb the cost increases and will be more likely to resist protection. An example of such an industry
would be one that competes on a world market as a price-taker.

An industry with immobile factors also has a number of distinct advantages when confronting the
transaction costs of coalition-building identified above. Specifically, coalitions based on fixed factors have
low organizing costs since potential coalition partners are easily identifiable. In addition, specific factors
are familiar to each other since they are "permanently” in the same industry and deal with each other on
many policy and economic issues (e.g., collective bargaining). The familiarity translates into established
reputations. These permanently-intertwined interests mean that coalition members are less likely to take dif-
ferent positions on other issues facing the industry as a whole. They will have strong economic incentives
to insure that the industry’s economic pie is as large as possible.*

The consequences of immobile factors for lobbying effort should be clear. The more immobile the
factors, the more likely that those factors will have strong incentives to protect the economic interests of the
industry as a whole. In addition, the more closely associated the factor is with the industry, the more likely

the benefits to lobbying for the industry will outweigh the transaction costs of lobbying . If, on the other
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hand, factors are mobile, their economic interests will generally not be identifiable with a particular indus-
try. Consequently, they would be less likely to expend any resources lobbying on the industry’s behalf.™
The presence of immobile factors not only provides political strength by encouraging the growth of
a coalition. It also provides clear signals to politicians who are seeking to represent their constituents’ in-
terests. The reason is that the degree of mobility will help determine whether factors in an industry will
speak with "one voice.”" Immobile factors will generally have an economic incentive to do so which will

help an elected representative avoid choosing to support one constituent group over another.*

IIL b. Application to the Integrated Steel Sector

The highly effective coalition that has developed over the last few decades to limit steel imports has
attributes consistent with the discussion above about successful lobbying characteristics. The outstanding
feature of the effort has been the stability of the alliance between integrated steel firms and the steelworkers'
union. The most important sources of the steel coalition's integrity have been relatively small number of
actors in the group and the immobility of the factors employed in the integrated industry. These two ele-
ments have allowed the industry to consistently overcome the transaction costs of organizing an coalition to
fight for import barniers.

As outlined in section II above, the basic economics of the integrated steel sector has contributed
greatly to the small number of actors in the traditional industry. As late as 1979, eight producers controlled
nearly two-thirds of the domestic market. In addition, the integrated firms had a tradition of cooperating on
cartel pricing schemes and had a well-functioning, established trade association in the American Iron and
Steel Institute (AIST). The steel sector also was highly unionized through a single union representative, the
United Steelworkers of America. The existence of these two institutions means that organization costs for
lobbying efforts could be kept reasonably low and also significantly reduced the likelihood of free-niders

within the integrated sector. The actors in the AISI and USW were also quite familiar to one another,
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cither through the trade association, collective bargaining arrangements or cooperation on other stecl-
related public policy issues. The combination of familianity among the stecl soctor actors and their rcla-
tively small number translated into an cffective lobbying coalition.

The immobility of steel industry inputs also enhances coalition-building in favor of protection.
Capital is highly specialized in the steel industry and generally very long-lived. The relatively unskilled na-
ture of stecl-worker tasks and higher than normal compensation for the manufactunng sector mean that
economic rerts can be substantial for steelworkers. Steel industry wages have consistently been much
higher than average manufacturing wages. This suggests that steel workers have strong incentives to restst
transfer to other occupations. This immobility provides further incentives for steclworkers and capital
owners to work together to obtain protection. It also leads to stability of the fclatjonships, which in tum
helps the AISI and USW work together effectively.

Labor-management cohesion has also helped the integrated stecl sector attract congressional sup-
port that is highly cffective. This support is decidedly non-partisan and organized along geographical lines.
Prominent industry allies have included both Democrats (e.g., Representatives Murtha of Pennsylvania and
Senator Rockefcller of West Virginia) and Republicans (e.g., Representative Schulze and Senator Heinz,
both of Pennsylvania). The tendency to have strong political support from district- and state-based politi-
cians has been further strengthened by the traditional industry’s geographic concentration. The large num-
ber of workers concentrated in a few districts and states with many electoral votes leads to substantial
political leverage, not only in Congress, but potentially in presidential elections as well.

The traditional inability of domestic stecl-using industries to organize cffectively stands in stark
contrast to the integrated sector. Their weaknesses are mirror images of Big Steel's strengths. Most impor-
tantly, the costs of steel protection are widely dispersed across user industries. While protection can raise
the costs of steel significantly, steel generally represents only a modest portion of most industrics’ total in-

put costs. Further impediments include large organizing costs arising out of the large number that firms
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use stee! as an input. This raises the likelihood of free-riding which further discourages coalition-building.
Finally, steel users do not have a set of common interests other than steel around which to organize.* Con-
sequently, any effort to fight steel protection is almost necessarily on an ad hoc basis. This combination of
factors means that a coalition against stee! protection is unlikely to form and, if it does coalesce, is highly
unstable. Finally, the geographical dispersion of steel-using industries has meant that there are few con-
gressional districts where steel-users are as important economically as a full-scale integrated steclworks
might be. This creates less direct congressional support for steei-using industries in their fight against

protection.

IMLc. Choosing the Avenue to Protection

The steel industry, as any other U.S. import-competing industry, must choose among a host of op-
tions when pursuing govemment intervention. A particular option will be considered only if its benefits,
weighted by the probability of success, outweigh the costs of seeking govemment help. If a number of
choices are individually potentially profitable, the industry must then choose the option or combination of
options that maximizes expected profits.’*

The choices available to an integrated steel firm secking government intervention can be divided
into two distinct categories,; each with its own advantages and disadvantages. These options include assis-
tance to the integrated sector as a whole and assistance to the entire domestic steel industry.'"

The former option is clearly the more attractive. A strategy directed narrowly at the integrated
sector will not only help the integrated sector compete with imports but also will not benefit the minimill
sector. Examples of such intervention include changing the relative regulatory environment (e.g., relaxing
pollution requirements for the BOFs used by the integrated firms but maintaining them for EAFs used by
minimills), changing the relative price of intermediate inputs (e.g., raising the price of electricity which will

hurt minimills), or changing the relative labor costs (e.g., by reducing the "legacy” costs of retired
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production workers, a problem much more severe for the more mature integrated sector than minimills with
their younger workforces). Unfortunately for the integrated firms, most of these efforts to obtain direct
benefits have had only limited success.™

The integrated firms have been much more successful in obtaining import barriers. Import restric-
tions, however, have the major drawback that all domestic import-competing firms in the protected industry
are equally benefited, whether or not they have contributed to the lobbying effort to secure the restric-
tions.” In the steel industry context, this means that minimills have an incentive tc free nide on the efforts
of the integrated sector." Even if the integrated producers can narrow the protection to flat-rolled products
where they dominate, the increase in profits will provide further incentive for minumills to solve the techno-
logical barriers blocking their entrance into these product lines.

Has the integrated stee! industry irrationally pursued free-rider-producing import barmers that help
their strongest competitors, domestic minimilis? ~ The answer would seem to be "no." While the benefits
of interventions directed solely at the integrated sector are larger than those from protection, one must also
consider other factors when comparing the two paths. In particular, import-protection in the U.S. has two
major advantages: 1) the cost of pursuing protection, especially administered protection, is Jow relative to
lobbying for subsidies and 2) the probability of obtaining protection is much higher than receiving direct
government subsidies.

Lobbying costs in the administered protection (AP) process is relatively low mainly because they
involve permanent govemnment institutions whose procedures are standardized and transparent. The do-
mestic industry need only file a petition and assemble supporting matenals for an import remedy case and
et the government incur the balance of the costs. While these AP transaction costs can be quite substantial

(and have run into millions of dollars for the steel industry), the costs are known with relative certainty be-

fore the effort is begun.
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Lobbying for direct intervention, on the other hand, potentially involves much more extensive effort
and cost. Most importantly, domestic intervention requires the passage of separate legislation or convinc-
ing the Executive branch to reinterpret existing law. Constructing a legislative majority to pass new legis-
lation requires extensive effort and also may open the intervention-seeking industry to the charge that it is
receiving special favors. Subsidies are especially problematic since they involve a direct transfer from do-
mestic taxpayers to the industry. Reinterpretation of existing law is perhaps less difficult but the industry
still must have considerable political muscle to convince the Executive branch and/or the bureaucracy to
change existing regulatory practices. Lobbying for direct relief can also be open-ended; no one can know
how many resources are necessary to persuade legislators to pass a new law or to convince administrators
to change existing procedures.-

Another important advantage of import barriers is protection-seckers can characterize the argument
as a choice between helping domestic citizens or foreigners. Protection-seekers will argue that opponents
are abandoning domestic interests in favor of foreign suppliers. Vote-seecking domestic politicians will
likely ignore the effects on foreign suppliers' welfare and will concentrate solely on the "benefits* of protec-
tion unless domestic consumers can organize effectively. This dynamic changes considerably if the debate
concerns a purely domestic intervention. In this case, the arguments are necessarily about internal domestic
distnibution of income. A subsidy to one industry means that taxpayers must pay and the industry gets spe-
cial benefits not offered to other sectors. This implies that the political debate will be among competing do-
miestic constituencies, which raises considerably the political costs of supporting one industry.

Consequently, there are strong incentives for the steel industry to pursue a trade-related remedy.
The most important trade options include: 1) an unfair trade remedy petition, 2) an escape clause petition
and 3) a voluntary export restraint agreement (VRA)."*

Two types of unfair trade remedies are available for an import-competing firm. The first is the an-

tidumping process wherein a domestic firm accuses a foreign firm of cither selling in the U.S. market below
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fully-allocated cost (i.e., average total costs) or selling in the U.S. below the price charged in the exporter’s
home market. The second remedy is the countervailing duty process. In these petitions, the domestic firms
allege that a foreign government has provided a grant or subsidy that was intended specifically to increase
exports.

Each AD and CVD petition is product- and country-specific. If two slightly different steel prod-
udts are allegedly dumped by five separate countries, ten separate petitions are filed, each of which in prin-
ciple is adjudicated independently and may receive a separate dumping or subsidy margin.

Under U.S. procedures, the Department of Commerce (DOC) determines the dumping or subsidy
margin while the U.S. Intemational Trade Commission (ITC) rules whether the domestic industry is "mate-
rially” injured by "reason of® the unfairly-trade imports. Since 1980, both agencies are also subject to
strict statutory deadlines for completion of their investigations.

The AD and CVD procedures progress in a staggered fashion. The ITC first issues a preliminary
material injury decision. If the ITC decision is affirmative, the DOC calculates a preliminary dumping or
subsidy margin. If the DOC rules affirmatively at its preliminary stage, imports must pay a bond equal to
the estimated dumping or subsidy margin. This bond is adjusted in a final DOC determination and be-
comes a definitive duty only if the ITC rules in a final decision that the dumped or subsidized imports are
causing "material” injury. In addition, once the duty is in place, the duty has no specific expiration date. In
fact, a number of U.S. antidumping duties have been in place for over twenty years.

These procedures offer a number of distinct advantages to intervention-seeking firms. For exam-
ple, interests of consumers of the imported good are entirely absent from the unfair trade process. The re-
sponsible agencies look only at unfair trade margins and injury--no account is made for the costs of
imposing retaliatory duties. In addition, the process is relatively automatic and free from overt political
considerations: if the DOC and ITC rule affirmatively at a final stage, the final estimated duty is imposed

without any direct involvement of either the President or any other elected official.  This process 1s, by
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design, supposed to be a rules-based, non-discretionary procedure that is immune to political influence.
There is considerable evidence that the ITC decision process in particular is remarkably impervious to out-
side pressures.'® Finally, the chances of receiving a positive dumping or subsidy margin from the DOC are
quite high because of a number of arguably biased procedures.”™

The AD and CVD process also offer specific benefits to the integrated steel industry. Perhaps
most importantly, there is general recognition that there has been widespread government intervention in
steel markets.!* While there is considerable dispute about the actual effects of these subsidies on the U.S.
steel industry, their existence makes positive subsidy margin calculations by the DOC quite likely. In addi-
tion, positive AD duties are also highly probable since, as discussed in section II, integrated firms with
high fixed costs will often sell below average total costs in recessions.

The steel industry also can use the product- and industry-specific nature of the AD/CVD process
to its advantage. By its very nature, steel output is highly differentiated. Steel products contain varying
levels of alloys, can be heat-treated, cold- or hot-rolled, carbon or stainless. The differentiated nature of the
products, combined with the large number of countries that export to the U.S., means that the stee! industry
may choose to file a large number of petitions simultaneously.

Another important advantage of using the AD or CVD process is the rhetorical high ground that
their use affords. Since both involve allegations of "unfair® foreign trade practices, industry representa-
tives and their political allies can claim that the industry does not seek protection but instead only consid-
eration of legitimate grievances. Allegations of unfair trading practices can also help blunt complaints that
intervention is being awarded to a non-competitive industry.

There are however certain major disadvantages to the unfair trade remedy procedures. Perhaps
most importantly, the unfair trade remedies may offer only limited protection since only a subset of coun-
tries may finally be "convicted.”" This leaves open the possibility of supply diversion from unfettered ex-

porters. The second disadvantage, at least for a politically powerful industry, is that the bureaucratic
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nature of the process limits direct lobbying. In addition, the product- and country-specific nature of the pe-
titions means that substantial Jegal costs are necessary since separate cases must be litigated.

The second major option for import restrictions is an escape clause petition. In an escape clause
case, the ITC determines whether imports have been a substantial cause of serious, as opposed to matenal,
injury. If the ITC rules affirmatively, it makes recommendations to the President about temporary protec-
tion. The President then must decide within a specific time period whether to acoept, modify or reject the
ITC's recommendation. If protection is forthcoming, then across-the-board restrictions are imposed on all
countries' exports of the affected product. Since there is no allegation of unfair trade, the exporting country
in principle is offered compensation in the form of lowered tariffs on other products. If the U.S. offers no
compensation, the GATT recognizes the right of the exporting nation to raise tariffs on U.S. exports in
retaliation. .

As with the AD and CVD process, the escape clause offers both advantages and disadvantages to
an intervention-seeking industry. The two most important advantages are: 1) the protection is comprehen-
sive, and 2) no unfair trade practices need be proven. In addition, the legal costs are potentially lower since
only one determination must be made for the entire industry and net for individual products and exporters.

There are, however, important potential drawbacks. First of all, the industry faces a higher injury
standard at the ITC than with unfair trade cases (serious as opposed to material injury). Secondly, and
more importantly, the President has final discretion about the implemented policy. The President can reject
the ITC recommendation for any reason deemed important to the national interest, including foreign policy
concems or national economic interests. The discretion also allows the President to weigh consumer inter-
ests in the decision. Thirdly, the protection-seeking industry will benefit but potentially only at the clear
expense of another domestic industry. The reason is that if the President offers protection under the escape
clause, he must offer compensation by lowering other import barriers or face increased duties on another

U.S. industry’s exports. Either way, either another U.S. industry must "pay” for the protection . This will
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increase the political cost to the President of accepting an affirmative ITC decision and make protection
less likely to be granted.

Finally, an industry seeking trade protection can try to engineer a settlement completely outside of
the normal U.S. trade policy framework. The most important example of this for an import-competing in-
dustry has come to be voluntary export restraints. Under such a quantitative restriction, foreign exporters
agree to limit their exports into the U.S., usually in exchange for the domestic industry refraining from fil-
ing trade remedy petitions. The foreign firms receive guaranteed access to the protected market and hence
will receive higher profit margins.

A VRA has a number of attributes advantageous to a protection-seeking firm. Most importantly,
the VRA is a quota and thus leads to highly predictable ceilings on foreign competition. VRAs are also not
subject to GATT rules so that issues of MFN treatment of imports, compensation for raising GATT-bound
taniffs and injury determinations are all irrelevant. In addition, foreigners will often cooperate in negotiat-
ing a VRA since compensation in the form of quota rents is transferred to foreign firms.

A VRA's major disadvantage to the integrated steel sector is that it, like all comprehensive import
restrictions, will aid free-riding domestic firms. In addition, unless the VRA is implemented on a narrowly-
defined product basis, foreign firms will have an incentive to upgrade to higher valuc-added steel products.
Finally, unless all foreign suppliers are included, a VRA may simply lead to supply diversion to other non-

VRA countries.

IIL. d. Determination of the Intervention Level

The determination of the final intervention Jevel depends on two factors. The first is what interven-
tion is being considered and the second is the relative political strengths of the opponents and proponents of

the intervention.
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If U.S. unfair trade procedures are the basis of the intervention, the level of protection is deter-
mined exclusively by the dumping or subsidy margin. This leaves little or no room for discretion or political
lobbying over the precise duty.

There is substantially more discretion under the escape clause and under a VRA. The President
explicitly considers other factors other than injury to the import-competing industry in an escape clause pe-
tition. The President may also modify the ITC's recommendation in any way he deems appropriate.
Similariy, since a VRA is negotiated, the level of protection is necessarily a political decision. Since both
the escape clause and a VRA allow for political actors to play a role, unlike an unfair trade case, the final
" intervention level will depend on the relative strengths of opponents and proponents of protection. One
would expect therefore that politically-powerful industries would seek to obtain protection through either a
VRA or escape clause. Politically-weak industries would opt instead for antidumping and countervailing

duty procedures.'”

IV. Steel Trade Policy History Prior to 1982

The U.S. integrated steel industry reached the height of its power in the immediate post-war pe-
riod. During the 1940s and 1950s, the industry invested in new and larger-scale open-hearth-fumace ca-
pacity to keep up with war-time demand and the post-war consumer boom. This investment solidified the
Jarge integrated firms' lead over both smaller domestic mills and foreign firms in Europe and Japan still
struggling with war-ravaged plant and equipment. The industry was therefore able to maintain healthy
profits, keep imports low and be the world's leading steel exporter.

This period of Big Steel economic dominance was accompanied by a highly antagonistic relation-
ship between the U.S. govemment and the steel firms. The large integrated firms, especially U.S. Steel,
were frequently accused of operating 2 domestic cartel and were targets of anti-trust rhetoric, if not action.

Specific complaints emerged from the Kefauver Committee in Congress which claimed that "steel prices
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since 1947 have moved steadily and regularly in one direction, upward” even in the midst of a recession
(Adams and Mueller, 1986). The highly charged atmosphere perhaps reached its peak during the Korean
War when President Truman unsuccessfully attempted to nationalize the steel industry in 1952. Confronta-
tions continued in 1962 when President Kennedy challenged steel company executives over price increases.
Nonetheless, the integrated firms' ability to dominate the domestic market was largely untouched until the
mid-1960s..

The seeds of the destruction of the oligopolistic control over the U.S. steel market were sewn at the
end of the 1950s. In particular, significant steel imports began in 1959 when a 116-day strike severely re-
duced the domestic availability of steel. Domestic steel-using firms, especially in the automobile industry,

were forced to look for the first time to foreign suppliers as an important source of steel. Soon afterwards,
the U.S. became a permanent net importer of steel.

As the 1960s wore on, high prices and high demand in the U.S. caused import market share to
surge from 7.3% in 1964 to 16.7% in 1968. This increase was partly the result of new and efficient for-
eign production facilities. New European and Japanese capacity, for example, utilized recently-developed
basic-oxygen-fumaces which were significantly more efficient than the plant introduced in the U.S. 2 mere
fifteen years earlier. An over-valued dollar and low wage rates, especially in Japan, were other important
factors in the declining competitiveness of U.S. steel. Finally, foreign exports were encouraged also by
government support, most notably in Japan. The Japanese govemment singled out the steel industry as
particularly important in its drive to industrialize the nation. (See Howell, et al., 1988 for details.)

The reaction of integrated producers and the USW to the new competitors was to call for import
restrictions. During the late days of the Johnson presidency, the administration gave in to the pressure and
negotiated in 1969 the first of many voluntary restraint agreements with the EC and Japan. In exchange,
the U.S. steel producers agreed not to pursue administered protection and furthermore argued that they

would use the protection to modemize their plant to compete more effectively with imports.
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These agroements, however, provided only limited comprehensive import protection. While the
VRAs restricted both the EC and Japan to an overall import level of 5.8 million tons of steel annually, the
agreements did not specify the product mix. Consequently, exporters were free to upgrade to higher value-
added products, especially from carbon steel to specialty steels. In addition, other countries moved in to re-
place the displaced Japanese and European steel exports since the quotas were not global. The VRAs re-
mained in force through 1974 when rising steel demand abroad reduced steel exports to the United States.

This reduction in import pressure was soon followed by the 1974-75 world-wide recession. Most
of world's steel firms interpreted the recession as a normal cyclical downtumn and continued to install new
plant. Japanese gross steelmaking capacity expanded from 138 million metric tons in 1974 to 157 million
tons in 1979, The European Community followed similar trends and increased steelmaking capacity from
178 million metrics to 203 million tons in 1979. U.S. steel capacity, on the other hand, remained essen-
tially flat during this period. (World Steel Dynamics, 1994).

It is clear ex post that the recession of 1974 was also accompanied by a structural shift in world
steel demand. Thus, the decisions to continue to add new capacity resulted in vast world overcapacity in
steel. Figure 1 shows how production capacity in the Western world continued to increase after 1974 even
as production fell off strongly from the trend line of the pre-1974 penod.

Continued substantial intervention by many nations' governments exacerbated this overcapacity.
After the onset of the crisis in 1974, West European nations with significant public-ownership of steel
firms (especially France, Belgium, the United Kingdom and Italy) provided subsidies to slow plant clo-
sures. Other EC nations with privately-owned firms, especially Germany and the Netherlands, were bit-
terly opposed to this direct state aid. After an initial attempt to reconcile these differences under the first
Davignon Plan, the situation deteriorated sufficiently in 1980 when some nations seriously considered intra-
EC barriers in steel, previously unthinkable in the "Common Market.” The Commission subsequently pro-

claimed a "manifest crisis” and enforced mandatory production quotas and, later, mandatory minimum
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prices for all steel products. The Commission also closely monitored and approved firm investment deci-
sions and endorsed certain state aid to help relieve the crisis situation (Tsoukalis and Schwartz, 1985).
Nevertheless, significant differences in steel sector subsidies remained among the EC nations. As we will
sce, U.S. firms used the differential rates of intervention and the threat of near-chaos in the European steel
sector to its clear advantage in 1982 when they filed for protection under the antidumping and countervail-
ing duty laws.

After the mid-1970s, other countries provided subsidies for new capacity rather than for covering
operating lo.;,sas as in Europe. Govemnments in the developing world were especially aggressive in adding
to new capacity. Notable examples include the efforts in Brazi! and in South Korea® Figure 2 illustrates
how the steel capacity in the developing world grew rapidly in the period. The increase in capacity was es-
pecially important during the 1980s but began in the 1970s, both as part of import substitution programs as
well as export promotion programs to eam foreign exchange after the oil shock of 1974.

The structural change in steel demand is also evident within the intemal U.S. market. In Table 1
we see that steel use as a percentage of real GDP rose continually up to 1974. Subsequently, steel con-
sumption has stabilized at or near 100 million tons per year even while the U.S. economy has continued to
grow. This reflects both the growth in the service economy for which steel is a negligible input as well as
the growing use of substitute matenals such as plastics and aluminum.,

The U.S. industry’s responded to the post-1974 crisis with renewed pressure for import relief.
Steel"imports began to rise significantly in 1977 with imports rising to an unprecedented 17.8%. Japanese
and EC exports were most prominent in this renewed international pressures. Subsequently, a number of
U.S. finms began to close plants and others announced large worker layoffs.

The political allies of the integrated sector organized in response to the economic pressure. Most
notably, representatives from steel-producing communities formed the Congressional Steel Caucus to press

the steel industry’s case through legislative action. In essence, the Steel Caucus acted as a clearinghouse
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for lobbying efforts by the various fixed-factors (labor, producer, and steel-dependent focal communities)
associated with the integrated steel industry.

Members of the Steel Caucus drgw up legislation calling for strict import quotas. The Carter ad-
ministration, fearing that Executive branch passivity would result in a major trade policy fiasco, urged the
industry to file dumping cases under the revised antidumping rules in the 1974 Trade Act rather than push
for a legjstated quota (Crandall, 1981). The industry followed this advice.

There was every reason to believe that the cases would end affimmatively since the EC in particular
was clearly subsidizing its industry. The Carter administration therefore worked to fashion a compromise
that would relieve the political pressure to provide special quotas but would prevent final antidumping du-
ties. The end result was the inauguration of the Trigger Price Mechanism (TPM). This plan created a
minimum U.S. import price based on the production costs of Japanese steel firms (widely-recognized as the
world's low cost suppliers) plus a "fair® profit margin of 8%. Any steel entering the U.S. market below
this minimum price would trigger a self-initiation of an anti-dumping petition by the administration. In ex-
change, U.S. firms agreed to withdraw all AD and CVD petitions and refrain from filing new cases.

The integrated sector agreed to the plan for a number of reasons. One particularly attractive aspect
of the plan for the integrated sector was that the TPM applied to all imports, Thus, the TPM discouraged
trade diversion to other sources, unlike the 1969 VRA. Secondly, the industry could avoid further litiga-
tion costs of pursuing the administered protection cases. Finally, the plan explicitly provided import price
stability. This in tum limited price competition among domestic rivals and helped maintain a cartel-like
discipline.

The system provided a number of important benefits to some foreign firms as well. All exporters
would be in a much better position to judge what was "acceptable” price competition in the US. This

would help them avoid antidumping petitions. In addition, the program also guaranteed high-cost European
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firms significant profits in the United States since the TPM created a price floor based on the lowest-cost
producer.

Like the 1969 VRA, the TPM is most notable because the industry was able to obtain a result out-
side U.S. trade law normal processes. The steel industry, with the strong threat of Congressional action
and a credible threat of antidumping procedures, secured minimum prices for imported steel and helped do-

mestic firms maintain higher capacity utilization and profit levels than under unfettered competition.

Y. The Quest for Comnprehensive Quotas

V. a. Tactical use of the AD process: 1982 VRA with the EC

The Trigger Price Mechanism created some breathing room for the American integrated sector.
Overall import market share fell from 21.1% in 1978 to 15.5% in 1981 and net operating profits reached
$1.6 billionin 1981.

Nevertheless, the imegrated steel sector in the U.S. began the 1980s with major long-term eco-
nomic problems. In 1981, the U.S. steel sector use of outdated open-hearth fumaces remained at 36.5% of
its operations. In contrast, Japanese and EC firms used this decades-old process in only 4.1% and 26% of
their plants, respectively. Use of modem continuous casting techniques followed similar pattems: 20.3%
in the U.S. versus 70.7% in Japan and 44.9% in the EC (Intemational Iron and Steel Institute, 1991).

Labor costs were also an important problem for U.S. firms. Average unit labor costs for U.S. steel
firs-in 1979 were $162.7 per ton while Japanese rates averaged around $49.8 and Thyssen of Germany
averaged $111.1 per ton (World Steel Dynamics, 1990). Labor productivity was also low in the U.S.
(217.3 tons per employee) when compared to Japan (474.2 tons per employee) and South Korea (448.7ﬁ
tons per employee).

Contributing factors to the high labor costs included outdated physical capital, rigid work rules and

wages that had risen under the "Experimental Negotiating Agreement” of 1974. This labor arrangement
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guaranteed a 3% nominal increase in pay plus a full cost-of-living adjustment in return for an agreement
not to strike. As Table 4 shows, steel sector nominal labor compensation in 1980 was $17.5 per hour, or
nearly double the average manufacturing compensation of $9.9 per hour. lronically, this labor arrange-
ment, which was an imponant-contﬁbutor to decreased international competitiveness through high labor
costs, was instituted as a means to cope with import competition. Specifically, steel producers believed
that the threat of strikes in the late 1960s and early 1970s had caused steel-using industries to sign con-
tracts with importers to protect themselves from supply disruptions. The industry consequently felt that a
labor contract that prevented strikes would limit imports and thus was worth the added labor costs (Wil-
liams, 1978).

The industry was therefore ill-equipped to cope with a major downtumn and a renewal of intense in-
temnational competition. The onset of the deep recession in 1981-82 was thus nearly catastrophic for the
U.S. industry. Table 5 shows that total steel sector capacity utilization fell from 78% in 1981 to 48% in
19822 Even as sales and capacity utilization dropped, average costs rose so that operating profits for all
steel firms fell to a loss of $3.4 billion in 1982. As Table 1 shows, total steel sector employment dropped
sharply from 391,000 in 1981 to 289,000 in 1982, or nearly 25%. Import market share rose from 19.8%
of the market in 1981 to 21.8% in 1982, thereby exceeding 20% of the U.S. market for the first time in the
twentieth century. However, it is important to note that this overall increase in import share reflected
mainly a precipitous drop in domestic consumption since the absolute leve! of all imports fe/l from 18.9
million tons to 16.6 million tons in the same period.

Despite the overall drop in volume, imports of European steel into the U.S. did increase substan-
tially. For example, the volume of U.S. imports of EC hot-rolled carbon stee! plate, hot-rolled sheet and
strip and cold-rolled sheet and strip rose 20%, 25% and 41%, respectively from 1980 to 1981 (USITC,
1982). The rise in European exports reflected the fact that Europe was also in the midst of a severe reces-

sion and, unlike the U.S., had continued to add steel capacity through the late 1970s. European firms tried
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to maintain high capacity utilization to keep costs down. Since the Davignon Plan effectively limited intra-
European sales, many firms aggressively exported to the U.S.

The integrated industry therefore pointed to Europe, and especially the effects of govemment subsi-
dies, as the main source of its difficulties. They also argued that the TPM was failing to protect the indus-
try from the effects of these foreign subsidies. The combination of these three factors induced U.S.
producers to force the end of the TPM. On January 11, 1982, Bethlehem Steel, U.S. Steel, Republic Steel,
Inland Steel, Jones and Laughlin Steel, National Steel and Cyclops Steel filed 61 countervailing duty and
33 antidumping duty petitions against eight countries of the EC, as well as Brazi] and Romania.

The cases' sheer complexity nearly brought the administrative process to a halt as the responsible
agencies struggled under the statutory deadlines recently introduced in the 1979 Trade Act. Indeed, many
observers thought that the industry’s strategy was to overload the administered protection system and force
a negotiated quota.

The cases reached their first important juncture when the ITC ruled affirmatively in 20 of the CVD
cases and 18 of the AD petitions. However, these numbers understate the rulings’ overall impact since a
significant number of the petitions were lost in the CVD process but won as AD cases. The varied out-
comes also had important subtle impact. For example, the ITC determined that imports of hot-rolled plate
from France, Italy and Luxembourg had not caused matenal injury but ruled affirmatively on plate from
Belgium, the UK and West Germany. The petitioners alleged that these "guilty” exporters dumped steel by
margins of 6.8%, 100% and 78.9%, respectively. The widely-varying allegations reflected in part the van-
able different treatment afforded different European firms by their respective govemments. The potential
variation among different countries' plate exports meant that EC plate exports might have received radi-

cally different treatment when entering into the U.S., ranging from no extra duties on French plate exports

to 100% duties on UK exports.
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Most observers believed that the Department of Commerce was highly likely to make affirmative
final decisions on dumping and subsidies. The rapid increase in EC exports, huge domestic financial losses
and massive steel worker layoffs also made an affirmative ITC matenal injury decision quite probable.
This likelihood of affirmative decisions meant that highly divergent duties on EC exports were forthcoming.
This created an extraordinarily favorable negotiating position for the domestic industry. A closed US.
market for a subset of European exporters combined with a barrier-free EC market would have meant mas-
sive trade diversion within Europe. Thus, the Europeans facea the reai possibility that their steel industry
would be thrown into the same chaos that they had so narrowly avoided in 1977 and in 1980 (T soukalis
and Schwartz, 1985). The Europeans, in other words, had every reason to negotiate with the Us.

The Reagan administration also wanted to avoid the open-ended and prohibitive duties on many
European steel exports if the ITC voted affirmatively at the final AP stage. If AD and CVD duties were
imposed, the President would lose discretion in steel policy with the European Community, one of the
United States’ major political and military allies. Complicating matters was a concurrent dispute with the
EC over a natural gas pipeline from the Soviet Union to Westemn Europe. Reagan administration officials
believed that punitive duties on steel exports would make talks over this issue even more problematic and
impede cooperation on what the administration saw as a critical security policy issue. These factors in-
duced the administration to enter negotiations with the EC for a new VRA.

The agreement, finally reached in October 1982, limited EC exports to 5.5% of the U.S. market.
In retum, the U.S. firms dropped their unfair trade petitions and agreed to refrain from filing new cases un-
til the agreement expired in January 1986. The agreement provided benefits that they had originally ex-
pected from the TPM. In particular, the VRA both allowed U.S. firms to avoid further AP litigation costs
and provided protection against all EC imports rather than only a subgroup, thereby avoiding supply diver-
sion. The industry’s disappointment with the details of the TPM administration were solved by the reliance

on numerical targets rather than on a bureaucratically-administered price-based system.
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The U.S. firms' motivation for filing unfair trade remedy petitions rather than other options such as
the escape clause is quite clear. Firstly, there was no question that some European fimms had been subsi-
dized by their governments. Consequently, affirmative dumping and subsidy decisions by the Commerce
Department were highly probable. This in tum provided the steel sector with enormous leverage since the
dumping and subsidy margins would vary widely among the EC nations. The possibility of ughly diver-
gent, and perhaps permanent AD and CVD duties, that varied across countries exploited EC fears about 2
renewed steel-industry collapse within Europe. Secondly, the lower injury standard under AD and CVD
meant that the probability of an affirmative decision at the ITC was higher than with an escape clause seni-
ous injury determination. This was of major concem to the industry, given the ITC's 1980 negative deci-
sion on an automobile escape clause case. Finally, the highly technical and non-political nature of these
cases and the lack of a presidential role in AD and CVD created a credible threat to secure high duties.
This was particularly important since the industry doubted whether President Reagan would impose signifi-

cant tariffs under the escape clause process.

V. b. 1984—Comprehensive Quotas at Long Last

Despite the VRA victory, the respite for the integrated industry was short-lived. The non-
" comprehensive nature of the agreement led quickly to supply diversion so that other imports rapidly filled
the void created by the fall in EC exports. Imports from all sources rose slightly from 16.6 million tons tn
1982 to 17.1 million in 1983.

The domestic firms' position was weakened not only by supply diversion. As Figure 3 shows, the
steel sector was strongly affected by the start of the dollar’s spectacular nise in value.  This reduced

sharply the landed price of foreign steel into the United States and helped cause import volume to nse by

almost 52% from 1983 to 1984,
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Integrated firms, severely disappointed by an import share still exceeding 20% despite the VRA,
began once again to prepare trade cases. Two efforts were initiated. One, spearheaded by U.S. Steel, re-
sulted in dozens of new AD and CVD cases involving non-EC countries. The second strategy was initiated
in January 1984 when Bethlehem Steel and the United Steel Workers (USW) filed an escape clause petition
on behalf of the entire carbon (and alloy) steel industry. Both efforts seemed to have a negotiated global
VRA 2s an objective but the tactics to reach that goal were quite different.

U.S. Steel and its allies wanted to pursue a similar strategy to the one utilized with European im-
ports in 1982. They believed that the case for unfair foreign practices was so clear that very high and po-
tentially open-ended duties could be placed on foreign exporters.  In addition, many of the exporting
nations named in the new round of petitions were developing countries in which steel sector government in-
tervention was even more extensive than in Europe. A further advantage of the AD and CVD process from
the steel industry’s perspective was the continued exclusion of President Reagan from any role.

Bethlehem and the USW, on the other hand, had come to believe that unfair trade remedies, used or

" threatened by the industry for over ten years, had yielded at best only partial protection. Consequently, this
alliance of an integrated firm and steelworker union opted to push finally for a comprehensive import bar-
rier program, but one which might last for only five years under the escape clause mechanism.

The first important hurdle in the escape clause case was to win an affirmative decision at the ITC.
The two most critical issues at the ITC was the definition of the "domestic industry” and whether imports
were a substantial cause of serious injury. If the ITC's ruling was affirmative, the decision would then be
on President Reagan's desk in September 1984 less than two months before the presidential election.

Even as the ITC considered this escape clause petition, the integrated firms, the USW and their
conggessional allies proposed Jegislation imposing an across-the-board 15% quota on imported steel, an im-
port share last seen in 1976. A revised bill also included a provision requiring the industry to reinvest all

net cash flow from steel operations back into the steel industry. This was a direct concession to the USW
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since union leaders feared that protection-induced profits would be used to diversify out of steel as U.S.
Steel had with the purchase of Marathon Gil.

The title of the quota bill, *The Fair Trade in Steel Act of 1984" attests to the importance of trying
to reach the rhetorical high ground. The focus, proponents of H.R. 5081 insisted, was not protection but
redress of legitimate grievances against foreigners. For example, Rep. John Murtha (D-Pa.) said that there
may be room for argument about "academic assertions” that the industry had offered overgenerous labor
contracts and had modernized slowly but "there is absolutely no room for argument regarding the predatory
pricing and trade practices being implemented by foreign steel producers in their zeal to acquire the com-
manding share of the domestic steel market in the world's largest free market--the United States.” (House
Ways and Means, 1985, p. 7.).

Congressional skeptics of the legislative effort insisted that the industry should use the extant trade
remedy apparatus rather than obtain a special quota. Sam Gibbons (D-F1) also noted that factors other
than unfair foreign competition were at the heart of the integrated sector’s problems: "Imports of steel for
1974 were about 16 million tons and imports in 1983 were still only about 17 million tons....What has hap-
pened is that, one, the domestic steel market has shrunk as less steel is being used and two, minimills have
entered the market.” (House Ways and Means 1985, p. 51).

Representatives of the steelworkers, steel producers and steel-based communities were highly visi-
ble in the legislative hearings. Not surprisingly, all argued strongly in favor of the quota bill. Much of the
focus was on foreign subsidies, global overcapacity and the wrenching effects on steel communities as the
industry restructured.?

Opposition to the bill came mainly from administration representatives (including Commerce Sec-
retary Malcom Baldridge and Special Trade Representative William Brock), academic opponents, and a
number of representatives of steel importers. Some important industrial consumers of steel did testify

against the quota bill, including officials from Caterpillar, Inc. However, domestic steel-using industnes
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apparently were prepared to do little more than offer token testimony in opposition; according to both
stecl-user and steel industry representatives, extensive outside lobbying activity by users was extremely
limited. In private conversations, a user-industry representative acknowledged that the massive steel sector
employment losses, combined with the foreign subsidies, created little room for effective opposition to steel
protection.

Perhaps the most fascinating congressional testimony offered in opposition to the import restric-
tions came from Kenneth Iverson, CEO of Nucor Corp., the most successful minimill firm in the us®
Mr. Iverson spoke out strongly against any trade protection and asserted that "we believe that tanff or non-
tariff trade barriers will delay modemization of our steel industry, [and] will cost the consumer billions of
dollars.” Instead, he argued that the govemment could offer assistance in retraining programs and various
special tax credits directed specifically at the integrated sector (House Ways and Means, 1985, pp.
288-289).

In July, the ITC rendered its decision on the escape clause petition. The Commission ruled that
only five of the nine constituent steel “industries” were eligible for import relief. To relieve the injury, the
ITC recommended that the President impose a combination of tanffs and quotas on imports for the
seriously-injured industries producing steel sheet and strip, plate, structural shapes, wire and wire products
and semi-finished steel. The protection would be phased out over the next five years. The ITC, however,
found that the industries producing pipe and tube, bar, rod, and rails were injured for other reasons more
important than import competition.

The ITC's decision was a mixed outcome for the industry and reflected the rising importance of the
minimills in U.S. In particular, the commissioners argued that intra-industry competition (i.e., domestic
minimills) was a more important source of injury than foreign competition for the four product categories
denied reli.ef. Indeed, the ITC pointed out that minimills had consistently undersold both imported and inte-

grated mills and had still remained profitable for the previous three years (USITC , 1984, pp. 47-54).
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President Reagan once again was faced with a dilemma over steel trade policy. The law required
the President to accept, reject, or modify the ITC's recommendations by September 1984. If he followed
the ITC plan and provided protection for only the five ITC-approved petitions, the steel industry was likely
to press forward with the other unfair trade petitions. Accepting the ITC's escape clause suggestions would
also mean foreigners could retaliate against U.S. exports if compensation was not forthcoming. If the
President rejected import relief altogether, the industry still could rely on AD and CVD cases in which the
President played no role whatsoever. Total rejection of relief might also lead to passage of the quota legs-
Jation which Reagan would be forced to veto right before the election.

There was intense disagreement among administration advisers about the p"féper action. Some
counseled that Reagan should hold fast to his free-trade principles. Others, especially political adwisers,
counseled that some action was necessary since rejection of all relief would lead to potentially significant
consequences in the 1984 elections.**

In the end, the Reagan administration formally rejected the ITC recommendations but announced
simultaneously a program to deal with steel imports. The heart of the plan, scheduled to expire in 1989,
was a comprehensive steel quota encompassing all of the industries in the 201 petition, including the four
products for which the ITC had recommended no relief. The VRA would apply to countries "whose ex-
ports to the United States had increased significantly in the previous years." (49 Federal Register p.
36813). This would include all major suppliers to the U.S., including the EC, Brazl, South Korea, Japan
and others. (See Table 7 for a list of included exporters.)

The VRA was designed to limit imported finished steel products imports from the covered coun-
tries to 18.4% of the domestic market (adjusted annually) and a specific quota of 1.7 million tons for semi-
finished steel. A critical new aspect of the program was that the administration agreed to administer the
quota on a product- and country-specific basis. This would help alleviate product-upgrading and supply |

diversion, both of which had been major industry complaints with the 1969 VRA with the EC and Japan
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and the 1982 VRA with the EC. Finally, the program incorporated an aspect of the congressional quota
bill that required the domestic industry to reinvest all net cash flow from their steel operations back into
their steel plants.

The 1984 VRA program was a major political victory for the integrated sector. The industry se-
cured its most important Jong-term tréde goal, namely a comprehensive quota covering nearly all products
and all exporting countries. The industry certainly would have preferred the 15% quota embodied in the
legislation but it did obtain an import share in line with that of the late 1970s. The United Steelworkers
also could claim an important triumph since the industry was required to reinvest steel sector profits back
into steel operations and provide some funds for worker retraining,

The integrated industry was able to win this victory through brilliant use of the multiple paths of
protection in the U.S. The industry simultaneously pursued legislative action, relief under the escape
clause and the imposition of antidumping and countervailing duties. The threat of the AD and CVD duties
was perhaps most significant since they confronted the administration with the reemergence of near-
prohibitive duties that could be imposed without any Executive branch input.

The timing of the lobbying effort also served to maximize political pressure on the Reagan admini-
stration in an election year. The escape clause petition in particular was structured so that the President
would have to reach a decision only eight weeks prior to the election.” If the 1984 presidential election
had proved to be a close one, the electoral votes of major-steel producing states such as Pennsylvania and
Ohio could have been decisive.

The program was clearly an unusually protectionist regime. Not only did the administration ap-
prove a comprehensive protection scheme for the steel industry, it did so by negotiating voluntary export
restraints rather than imposing a tariff under the escape clause. Most economists consider such quantita-
tive restrictions clearly inferior to the imposition of tariffs since they transfer potential tanff revenue to for-

eign exporters in terms of quota rents.** Secondly, the administration offered protection far beyond what
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was required under U.S. trade law since four of the products included in the VRA program were nied in-
eligible for relief by the ITC. The administration also instituted a managed trade program since specific
numerical targets were included for countries and products. Finally, the mandated reinvestment of net cash
flow back into steel operations contrasted starkly with the administrations general predilection of allowing
markets to determine capital allocation.

Why did the "free-market” Reagan administration offer such sweeping and broad-based protec-
tion? This acquiescence to steel industry and steel union demands clearly was not a result of an ideological
predisposition for protection and intervention. The answer must be that the stecl industry had significant

political clout to force an outcome acceptable to them.™

Nonetheless, the VRA program provided distinct political advantages for the administration over
other possible outcomes. President Reagan could assert that, as with the automobile agreement with Japan,
he was not imposing tariffs but negotiating an agreement. This would allow him to score political points
with steel sector voters while retaining his free-trade rhetoric. A negotiated agreement also insured that the
administration would retain some control over steel trade policy decisions. This was particularly important
given the sensitive nature of steel issues within the European Community. Such discretion would have been
impossible if final antidumping and countervailing duties had been imposed. The use of a VRA also en-
abled the administration to control the timing of protection offered the steel industry. Unlike AD and CVD
which have no precise expiration date, the VRA expired in October 1989, fully 11 months affer the 1988
presidential election. This would help limit the ability of the stee! industry to reinject steel trade policy into
presidential politics.

In summary, the 1984 VRA demonstrated significant political power of the U.S. integrated stecl in-
dustry.®® Industry producers, union leaders and congressional representatives of steel-producing communi-
ties worked hand-in-hand to secure a highly interventionist trade policy outcome from the Reagan

administration. They pursued a multifaceted approach'that exploited the highly cohesive nature of the stecl
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industry coalition, the lack of organized opposition by steel-using industries, and the administered protec-
tion procedures available to them. Subsequent steel policy outcomes in the 1980s and early 1990s would

not be nearly as favorable to "Big Steel.”

V. c. The 1989 VRA Renewal Campaign
Economic Performance of the Steel Industry: 1984-1988

The economic condition of the U.S. steel industry improved dramatically after the introduction of
the global VRAs in October 1984. Table 5 shows that capadity utilization for the domestic industry rose
from 68% in 1984 to 89% in 1988. Operating profits increased from a Joss of $186 million in 1984 to a
gain of over $3.5 billion in 1988. Not only did the steel industry's performance improve relative to its own
position in 1984, it also p;arfonned better relative to the U.S. manufacturing sector as a whole. Specifi-
cally, in 1988 steel sector capacity utilization and profit rates finally exceeded the overall manufactunng
average. This represented a dramatic improvement over the disastrous performance of the early 1980s.

A number of factors contributed to this improvement in economic performance. The reduction in
import competition was one factor. Total imports fell from all sources fell from an historic high of 26.4%
(26 mullion tons) in 1984 to only 20.4% (21 million tons) in 1988. However, the VRA program was not
the sole contributor to the reduced imports. Most importantly, the US. industry’s international competi-
tiveness improved importantly, some of which was a consequence of integrated sector restructuring and
other purely exogenous factors.

Perhaps the most important source of improvement was the moderation of labor costs during this
period. The USW, for example, offered concessions in labor negotiations totaling $4.5 billion as well as
flexibility on work rules (Williams, 1988). As Table 4 shows, these efforts resulted in important gains in
unit labor costs. Productivity rose by 27.5% from 1984 to 1988 while real steel worker compensation rose

by only 2%. In contrast, productivity for the entire U.S. manufacturing rose about 21% while real
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compensation wages actually fell by approximately 2%. Thus, labor costs corrected for productivity
seemed to moderate in the steel sector which is in stark contrast to the steelworkers' poor productivity
growth and guaranteed wage increases in the 1970s.

The integrated producers also continued their intensive rationalization and modemization efforts.
Rationalization efforts included U.S. Steel's abandonment of five integrated plants and National Stec! sale
of its Weirton, West Virginia plant to its employees in 1984 (Hogan, 1987). Technological backwardness
vis-a-vis foreign producers eased as modemization expanded the use of continuous casting in the U.S. from
39.6% of production in 1984 to 61.3% in 1988. The use of outdated open hearth furnaces also fell from
9% to just over 5% over the same period. However, the use of BOF fumnaces remained essentially un-
changed over the period and reflected a continuing need for modernization (Intemational Iron and Steel In-
stitute, 1991).

Perhaps the most important exogenous factors were the substantial weakening of the dollar after
1985 and strong worldwide economic growth. Figure 3 shows that subsequent to the dollar's depreciation
in 1985, steel import market share fell substantially in the United States. Steel consumption patterns also
contributed to a reduction of exports to the U.S. In particular, while U.S. consumption remained essen-
tially unchanged from 1984 to 1988, steel demand rose by 37.% in the EC, 16.2% in Japan and 20% in the
developing world (Ibid., 1991). Thus, exchange rate changes and strong price pressures abroad both cre-
ated powerful incentives for foreign steel firms to exploit non-U.S. markets.

Another critical aspect of the improved overall economic statistics of the U.S. stee! industry was
the continued strong performance of domestic minimills. As Tables 3 indicates, minimills' capacity utiliza-
tion and profits were consistently higher than the integrated sector. Since the market share of minimills was
growing throughout the 1980s, the minimills' economic experience helped bring up the average performance
of the sector. The persisting minimill pressure also contributed to continuing competitive pressures on the

integrated mills, even if import pressures had subsided somewhat.
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All of these indicators of improved economic performance became important factors as decisions

about renewal of the VRA program approached in 1988.

Steel Policy and Presidential Politics in 1988: Deja vu all over again

Oﬁ'e of the supposed key political advantages to the VRA program announced in 1984 was that it
would extend beyond the next presidential campaign into 1989. This, the Reagan administration hoped,
would prevent the steel industry from using the presidential election to affect steei trade policy. Indeed, as
the presidential campaign wore on, it appeared that steel import policy would play only a minor role in the
election. Governor Michael Dukakis, the Democratic Party nominee, did come out in favor of a VRA re-
newal but never made it an important part of his election campaign.

However, in the late summer and early fall, Republican presidential candidate George Bush was
significantly behind in the polls. As part of the general effort to coordinate a come-from-behind victory and
to help solidify political support among blue-collar workers in the steel region, the Bush campaign agreed
to support a VRA extension. Industry and campaign representatives negotiated for some time in the early
Fall to have Bush appear at a steel facility where he would announce support for an extension. Though this
appearance never matenialized, the Republican campaign arranged instead for the Vice President to outline
his support for a continued special steel program in a letter to Senator John Heinz, a Republican from
Pennsylvania and an ardent supporter of the steel industry in particular and an aggressive U.S. trade policy
in general.

In the letter dated November 4, 1988, Bush stated that “[olne of the significant successes of the
Reagan Administration has been the President's Steel Program...A comprehensive YRA program has
proven to be more effective in offsetting unfair trade practices than trying to counter these practices on a
case-by-case basis....One of the key trade policy goals of a Bush Administration will be to achieve an inter-

national consensus on eliminating [dumping and subsidizing of steel], and, pending that, I can assure you of
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my intention to continue the voluntary restraint program after September 30, 1989." The Vice President,
however, did not outline any specifics about the timing and details of his proposed program.

’I‘his letter, written just as George Bush was about to win an overwhelming election victory, re-
flected the stee! industry’s continued image as a powerful political presence. However, the industry's inabil-
ity to nail down specific promises about the nature of the VRA extension was to haunt it later in 1989.

Soon after inauguration, posturing began over the extension's exact details. In previous public dis-
cussions integrated steel producers and their allies dominated the field. In essence, these early steel trade
arguments revolved only around the benefits of steel protection and the presence of foreign govemment in-
tervention. Little regard for the effects on domestic steel consumers was evident in decisions. This was to
change in a profound way during this period. Most importantly, steel-user interests were to play a much

more prominent role in the public discussions and in the final outline of the policies.

Big Steel versus CASUM

One of the first public indications of the increased importance of the VRA's user effects appeared
in February 1989. The House Ways and Means Trade Subcommittee requested that the ITC conduct an
investigation into the costs of the VRAs to steel-using industries. The ITC was instructed to consider the
VRA's effects on the exports, imports, and prices of steel-using industries and to poll these industnies con-
ceming their positions on the VRA's renewal.

In the report, the Commission estimated that the VRAs had increased the weighted average of do-
mestic and imported steel prices in 1985 by 0.6% and 1.6% in 1986, respectively. The estimates of price
increase rose to 1.4% in 1987 and fell to 0.2% in 1988. The Commission also calculated that the steel re-
straints reduced U.S. exports of steel-using industries by over $1.7 billion dollars from 1985 through 1988.
The ITC study also noted that strong demand for certain types of steel and the weakened dollar were impor-

tant causes of separate upward pressure on prices (USITC 1989).
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This report is a highly unusual document. The views and interests of profection-seekers are to-
tally absent since the report was commissioned as a purely investigative study and not part of an antidump-
ing, countervailing duty or escape clause petition. The f@, therefore, was on the costs rather than the
benefits of protection. The commissioning of this report, however, was only a hint of how user interests
were to play a near-dominating role in the 1989 VRA-extension debate

As 1989 wore on, the usual array of actors lined up in favor of the VRA extension. (See Table 6.)
Steel-producing community representatives in the bipartisan Congr&ssﬁonal Steel Caucus, the integrated
firms' trade association (AISI) and the steelworkers' union (USW) reassembled the coalition that had been
so successful five years earlier. The Steel Manufacturers Association (SMA), the minimill trade associa-
tion, also strongly supported the extens.ion in congressional testimony but the‘ major players continued to be
members of the integrated steel sector. The main goals of the stee! industry and its allies were to push for a
five-year extension of the existing program, but with the inclusion of non-participating nations (Canada and
Sweden) into the extended VRA.

The proponents of a continuation and enlargement of the program argued that the improved eco-
nomic performance of the industry noted above was “proof™ that the VRA had been the most successful
steel trade policy program in U.S. history. The industry, they argued, was now competitive but still needed
five more years to complete the modemization program. Without a full five-year extension, modemization
plans might be disrupted. Allegheny-Ludlum, for example, asserted that a $5 billion dollar expansion
would be abandoned if the VRA were not extended. They also used the results of ITC steel-user investiga-
tion to argue that price increases due to the VRAs had been small, especially compared to the effects of the
depreciating dollar. The industry also asserted that VRAs were the only "viable trade policy in view of the
continuing lack of access to foreign markets, unfair trading practices of foreign countries and structural
world overcapacity in steelmaking” kAmen'can Iron and Steel Institute, 1989, p. 1). The industry also ar-

gued that if the VRA were not extended, they would be forced to rely on AD and CVD petitions. In
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appearance after appearance, the industry raised the specter that these unfair trade remedies would be even
more disruptive than a VRA since the margins would be very high and vary greatly across countries and
products (Ibid., p. 17).

While these arguments may have had a familiar ring, the actions of steel-user groups in this pe-
riod were radically different from earlier steel trade debates. Most importantly, a lobbying coalition of us-
ers successfully overcame transaction and organizational costs to mount a campaign against the renewal.
This ad hoc lobbying organization, the Coalition of American Steel-Using Manufacturers (CASUM) was
headed by Caterpillar Inc., a manufacturer of earth-moving equipment and a major U.S. steel-using ex-
porter, and the Precision Metalforming Association (PMA), a trade association of small businesses that
process raw steel for industrial manufacturers, especially for the automobile industry.

CASUM's position was that the President should terminate the VRA program. Their highly public
campaign focused on four major points. The first was that steel-using firms provided much more employ-
ment than steel-producing firms. Furthermore, they argued that the VRAs harmed U.S. export competitive-
ness of manufactured goods since they were important steel-users. Foreign competitors, CASUM insisted,
had access to lower world prices of steel and consequently could charge lower pl.'ices than U.S. exporters.

The second argument was that the steel quotas had increased prices and led to spot shortages, espe-
cially for firms using modem inventory management techniques (“just-in-time" delivery). The spot short-
ages were exacerbated by the short-supply provisions under which quotas were supposed to be relaxed if a
domestic firm could show that a particular steel product was unavailable domestically. In addition, the
steel user bore the burden of proof in showing that such conditions existed. Other complaints by CASUM
included a provision that limited the amount of "short supply” steel that could be granted a specific country

and a non-transparent application process that could take many weeks.
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Thirdly, CASUM argued that the steel industry should rely, like virtually all other domestic indus-
tries, on the established administered protection procedures to address their trade complaints. If unfair
competition was occurring, then AD and CVD petitions should be adjudicated to their final conclusions. |

Finally, CASUM pointed to the high profits in 1988 and improving domestic steel industry com-
petitiveness as evidence that the domestic industry did not deserve special help.

The overall strategy of CASUM was to turn the debate away from the actions of foreign firms and
govemnments and away from an argument about free trade versus protectionism. Instead, CASUM tried to
direct the discussion towards the VRA's effects on United States manufacturing interests, especially export-
ers and small businesses. This was a highly effective tactic since both have broad political support.
CASUM also appealed indirectly to protectionist elements in Congress by emphasizing that VRAs re-
warded unfair traders through the transfer of quota rents. In conjunction with this strategy of stressing
how the VRA hurt U.S. domestic manufacturing interests, CASUM steadfastly refused any cooperation
from foreign steel companies and U.S. steel importers, the traditional major opponents of steel import
barriers. The coalition also made a concerted effort to identify steel-using firms in the districts of Congress
members who had supported the steel industry in the past. This helped provide constituent counterbalance
to the votes of the steel-producing industry.

CASUM's efforts caught the pro-VRA coalition almost totally off guard. In response, steel indus-
try lobbyists hurriedly organized a user-industry group (named Coalition for a Competitive America: Steel
Users for VRAs) as a counter-weight to CASUM. The most prominent large steel user in this group was
Chrysler Corporation, an automobile company and a major steel user. This position reflects the trade ac-
tivist philosophy of Lee laccoca, a frequent critic of liberal U.S, trade policy. However, although Chrysler
did lend its name to the cffort, its public participation was limited. For example, Chrysler representatives

did not appear before congressional committees in favor of the VRA extension.
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Another indication of integrated steel finms' concemns about CASUM was an AISI-published refu-
tation (entitled VRAs and the Stecl Consumer) of an earlier Caterpillar position paper on the effects of
the VRA. The AISI strongly rejected Caterpillar’s claims that the VRAs had hurt U.S. export competitive-
ness or that the stee! industry had gained sufficient strength to prosper without special relief. The United
Steelworkers also argued forcefully against CASUM, both in press releases and in testimony before Con-
gress.

The most important aspect of the fight between CASUM and VRA supporters was thai Big Steel
was forced to enter into a domestic debate with other U.S. industries about the domestic costs of the pro-
gram. This radically changed the nature of the debate since it removed the discussion from simply making
a case about unfair foreign practices and the social costs of massive steel employee layoffs. In addition,
the fact that a major U.S. exporting firm (Caterpillar) was complaining of the VRA's effects helped sway
opinions among politicians who view imports as "bad" because they destroy jobs and view exports as

*good" because they create jobs.

The VRA Extension and its Aftermath
In the final analysis, the VRA was continued as candidate George Bush had promised. The new
program, entitled the Steel Trade Liberalization Program, granted a two-and-a-half year extension but at
the same time set a final and permanent expiration date. After the expiration date, the steel industry would
be required to rely on normal trade remedy procedures for any import restrictions. The administration also
promised to begin multilateral steel trade negotiations aimed at eliminating the underlying reasons for trade
frictions, most importantly foreign subsidies and world-wide steel overcapacity.
The program was a far cry from that requested by the integrated industry. Perhaps the most dis-
appointing provision was the two-and-one-half year rather than five year extension. The Bush administra-

tion also allowed for a 1% increase per year in the quota for countries willing to begin eliminating
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trade-distorting steel sector practices. The short-supply provisions for products unavailable in the U.S, a
major sore point for CASUM members, were also substantially liberalized. The program instituted a fast-
track fifteen day procedure for obtaining steel under short-supply when the product was either not produced
domestically or when domestic capacity utilization for that product exceeded 90%. In addition, the burden
of proof in this application process shifted to domestic steel producers away from steel consumers. These
changes reduced the ability of domestic steel suppliers to raise prices in the face of tight supplies on sub-
categories of steet. Finally, ¥resident Bush added no new countries to the VRA program as requested by
the steel industry.

In short, the 1989 VRA extension was a major disappointment for the integrated industry and a
major victory for the steel-using industries. This is evident from the press réports at the time. The Far
Eastern Economic Review (August 10, 1989), for example, observed that the outcome "is 2 demonstration
.of the new lobbying power of the steel users, especially Caterpillar.” Iron Age (September 1989, p. 62),
the most important stee! trade magazine in the U.S,, reported that Milton Deaner, president of AISI, viewed
the Bush plan as naive and left the industry too vulnerable to unfair trade practices. The magazine also
noted that Caterpillar was elated by its prospects under that the new VRA.

If the VRA extension was so disappointing to the integrated sector, why did the steel firms and
USW not reject the VRA extension and pursue AD and CVD cases as they had in previous years? Most
importantly, the industry would have had a difficult time winning an antidumping and countervailing duty
petition. Even if the industry could have showed that dumping and subsidization were taking place, prov-
ing material injury would have been highly uncertain given the industry’s healthy financial position. Thus,
a less-than-ideal VRA was more appealing than undertaking the major expense of a massive and likely un-
successful antidumping and countervailing duty campaign.

The disappointing results of the 1989 extension may have been an unexpected consequence of the

industry’s acceptance of VRAs in 1984. In the purely technical AP process, Commerce Department and
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ITC administrators cannot consider user effects. The industry consequently would have probably secured
affirmative material injury decisions in 1982 and 1984 and received definitive duties. Instead, steel produc-
ers agreed to the VR As in order to obtain comprehensive protection. As it turned out, the ultimate problem
with this strategy was that it allowed the user groups to reenter the policy debate when the VRAs were up
for renewal. This was complicated by the fact that the industry's fragmentation and improved economic
performance undercut its political position in favor of import protection.

It is however unclear exaciiy why the Bush administration proposed a steel program so unfavorable
to the steel industry. It is possible that the greatly improved economic performance of the industry in 1988
convinced the administration that a highly restrictive VRA was mxﬁec&ssary. It is also possible that the
lobbying campaign by CASUM, nearly unprecedented in U.S. trade policy history, swayed opintons in the
White House and on Capitol Hill. CASUM's campaign more likely simply provided political cover for the
administration to follow its free-trade instincts. In any case, the administration was sufficiently unafraid of
the political clout of the integrated steel sector to propose and implement a trade policy highly unsatisfac-
tory to Big Steel.

An intriguing aspect of the 1989 VRA extension was the timing of its final expiration; President
Bush's two-and-a-half year extension meant that the program would expire about eight months before the
1992 presidential election. Some participants recall that this date was simply "splitting the difference” be-
tween the five years requested by the industry and an immediate termination. Regardless of the motivation,
this timetable meant that the integrated steel sector would have a chance to use its leverage in a presidential
campaign in 1992 just as it had in 1984.

The actual experience of the VRA in the post-1989 period strongly suggests that, not only was the
program less than what the integrated firms wanted, the quotas may have had very little effect at all on the

domestic steel market. In particular, the quotas were not filled on a country- or product-basis for most of

the post-1987 period.
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Table 7 shows that the quotas were binding or nearly binding for most of the first two years.
However, beginning in 1988, the overall quota fill rate fell from 79% to a low of 54% in the last three
months of the VRA in 1992. In addition, subsequent to the extension in October 1989, no country filled its
overall quota and in only one instance (Finland in the October-December 1990 period) did imports reach
over 90% of the quota limits. This pattern is also repeated for individual product categories. Table 8
shows that after 1988, the quotas were binding or near binding only in some specialty products—-alloy tool
steel, tin plate, and stainless steel plate and sheet.

The non-binding quotas suggest that the integrated industry achieved very little in the way of pro-
tection in the 1989 VRA extension. The industry may have enjoyed some benefits through an upper bound
on foreign competition; this may have helped investor confidence in integrated firms and eased some fi-
nancing efforts but it is highly unlikely that the industry effectively limited import competition during this
period.”

The domestic industry continued to evolve after the VRA extension. In particular, minimill recom-
menced their strong surge forward vis-a-vis domestic integrated firms and imports. A measure of strong
minimill intemational competitiveness is that quotas on traditional minimill long products were filled at an
even lower rate than other VRA categories. Table 8 shows that in the final period of the VRA, imports of
bars, wire products and structurals reached only 38%, 68%, and 23% of allowable imports, respectively.
But perhaps the strongest indicator of future minimill strength was the already-mentioned inauguration by
Nucor of its Crawfordsville sheet mill which began production of flat-rolled products using horizontal thin-
slab casting techniques in 1989.

The other major aspect of the Bush administration's steel policy was the multilateral steel negotia-
tions, conducted parallel to the VRA program. The Bush administration hoped that a Multilateral Steel
Agreement (MSA) would eliminate the underlying problems that had bedeviled steel trade for twenty years,

especially global overcapadity, tariff and non-tariff barriers and trade-distorting practices such as dumping
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and subsidies. The entire industry, including the USW, the AISI and the SMA, strongly supported this ef-
fort. Indeed, a multilatcral solution to stecl problems had long been the principal long-term public policy
goal of all members of the domestic steel industry.

The major stumbling blocs of the MSA centered around familiar issues—foreign steel subsidies
and U.S. AD and CVD procedures. The U.S. integrated industry’s position was known as "MSA plus."
The industry wanted an outright ban on a/l subsidies to steel firms, including those for research and devel-
opment, environmental technologies and regional development subsidies. The industry aiso insisted that
any agreement not affect the U.S. steel firms' or the USW's access to antidumping and countervailing duty
procedures. |

As the April 1992 dernise of the VRA program approached, the interested actors in the steel indus-
try developed positions about what policy should be adopted afterwards. The Bush administration held fast
to the position that all quantitative restrictions permanently end on Apnl 1. Surprisingly little support
emerged in the steel industry for another extension of the VRA program. Only the United Steclworkers,
Bethlehem Steel and the specialty steel sector publicly supported an extension. The balance of the inte-
grated industry, extremely disappointed with its experience with the VRA after 1988, expressed no public
interest whatsoever in an extension.’® Instead, these steel firms announced repeatedly that they would file
another round of antidumping and countervailing duty petitions but this time they vowed to pursue them to
final decisions. The industry, in other words, threatened that it would try to obtain the definitive AD and
CVD duties that would provide significant and lasting protection.

The decision of the industry to forego any public lobbying for a VRA is probably the best indica-
tor of the diminished clout of the steel industry. As mentioned earlier, a politically-strong industry is more
likely to pursue an escape clause or a VRA. Both avenues are characterized by considerable presidential

discretion so that political muscle can be brought to bear on the final decision. A politically-weak industry,
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on the other hand, is more likely to exploit the "technical” track to protection and will use the AD and CVD
processes in which political clout is almost entirely irrelevant.

The steel-users also were largely absent from the discussions at this stage. This reflects two fac-
tors. On the one hand, the coalition brought together in 1989 to form CASUM was inherently unstable.
The interests of the members intersected essentially only on steel import policy. The group had no reason
to continue extensive cooperation on other public policy issues once a steel policy was in place in 1989, In
addition, a major argument of CASUM was that the steel industry should not lobby for VRAs but instead
use the normal trade remedy apparatus. If the industry was intent on ﬁlihg AD and CVD cases, Caterpillar
and other CASUM members could not credibly complain.

In the event, the VRA program expired on April 1, 1992 and the multilateral steel negotiations
ended with no agreement. As promised, the Bush administration refused to take special action and, also as
promised, the steel industry filed over 80 antidumping and countervailing duty petitions in the summer of
1992. These petitions, as many rounds of AP petitions before, involved the United States’ major trading
partners, including Mexico, Canada, Japan and the EC.

The superficial parallels to the situation in 1984 procedures are striking. Once again a free-trade-
oriented Republican President faced reelection while a torrent of steel industry AP petitions wound through
the bureaucracy. Further complicating the political calculus was that Bush faced both a weak economy
and a much more formidable opponent in Clinton than Reagan had faced with Mondale in 1984.  Many
veteran industry observers fully expected that the administration would reach an accommodation with thé
steel industry before the AP process worked to a conclusion.” The implicit assumption, of course, was
that high final antidumping duties were near certain and that the administration would be unwilling to allow
them to be imposed. These expectations for a negotiated outcome grew even stronger as the polls continued
to show President Bush lagging behind Govemnor Clinton. A negotiated outcome was even more likely if

the political clout of the industry had remained undiminished given the tight presidential election.
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If the steel industry wanted to use the AP petitions to inject stecl policy into the 1992 presidential
campaign and pressure President Bush, they failed utterly. President Bush held firm to his pledge not to
extend any special deals to the industry despite rising doubts about his chances for reelection. The fact that
George Bush never again tried to appeal to the steel sector is emblematic of the industry’s decreased politi-
cal importance in American presidential elections.

With the election of Bill Clinton, a politically-powerful integrated steel industry might have used
the opportunity to force steel import policy into policy avenues with political discretion and away from the
administered protection process. Instead, the industry pressed ahead with the AP petitions.”> Provisional
AD and CVD duties were placed on most of the products covered in the petitions in January 1993 immedi-
ately after the Clinton administration took office.

These preliminary duties meant that foreign firms were required to post a bond equal to the esti-
mated margins so that imported steel prices rose at once. This in turn allowed the integrated firms, by far
the most important domestic producers of flat-rolied products, to raise prices significantly on their domestic
sales, a goal that had eluded them since slow economic growth began in 1990. The firms were able to
credibly raise the prices, even though the duties were only provisional, since market participants fully ex-
pected that the duties would become permanent.

The antidumping process reached its next important juncture in June 1993 when the Department of
Commerce announced average final duties of 36% on flat-rolled products. As expected in AD and CVD
cases, individual product and country duties were highly divergent and ranged from under 2% to 109%.
These final estimates pleased steel industry representatives since many were sharply higher than the Janu-
ary 1993 preliminary duties.

The cases then proceeded to the ITC for a final ruling on material injury. The presumption of most

observers was that the industry would win at this final stage. However, on July 27, 1993, the ITC ruled
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affirmatively on 32 cases and negatively on 41 petitions which translated into about roughly half of the im-
ports in value terms.

Carbon steel plate received by far the most comprehensive protection—-only France, Italy and Korea
escaped with no definitive final duties. Over 71% of plate imports were covered by final definitive duties
which ranged from 1.4% to 109%. Similarly, 83% of corrosion-resistant steel were faced with affirmative
duties. In sharp contrast, all petitions involving hot-rolled products and all but three of the cold-rolled pe-
titions (representing 34% of imports) were dismissed.

While the Commission recognized that the industry was suffering injury in the period under review,
the majority of the ITC's members concluded that dumped and subsidized imports were not important
causes of domestic problems in much of the industry. Instead, the majority of the ITC reasoned that price
competition among domestic firms was the main source of difficulty and pointed out that imports were sold
at prices that were often higher than domestic sources (USITC, 1993). The ITC's argument closely ech-
oes that of the 1984 serious injury determination. In that earlier decision, the ITC had also ruled that do-
mestic competition was the main cause of injury in the four minimill-dominated sectors. These two ITC
docisions, in other words, reflected a growing recognition that a newly-fragmented and highly-competitive
U.S. steel market makes oligopolistic price discipline very difficult to maintain.

The outcomes took most observers almost entirely by surprise and were highly disappointing to the
industry. The best indicator of the shock was fall of major steel firm stock prices. For example, U.S.
Steel, Bethlehem and National Steel stock prices fell 13%, 21% and 27%, respectively, on July 22.

In sum, the spotty protection (final high duties placed on some countries' products and all provi-
sional duties removed on others) meant that the integrated industry could count on very little sigm'ﬁcaﬁl
comprehensive protection from these cases. The duties’ lasting effect will depend in large part on whether
countries not covered by final duties will step in to replace the displaced imports. If they do so, the domes-

tic price effects of the duties may be minimal,
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For the first time in about 25 years, stec! had clearly and publicly lost a major trade policy debate.
The industry’s most important trump card, the threat of final and near-prohibitive duties obtained through
the non-discretionary antidumping and countervailing duty process, had been played and little had come of
it. The industry was able to raise prices and gamer significant short-term increases in profits during the
period of provisional duties but the strategy did not lead to permanent comprehensive protection.”™

It is difficult, however, to assess the precise political implications of the results of these cases. As
repeatedly emphasized in this paper, the AD and CVD process are largely apoiitical. Consequently, the
disappointing results of the cases do not directly imply that the industry has less political power than in pre-
vious years. Nonetheless, the cases would likely have never reached the final ITC decision stage if the in-
dustry were still a dominant political force.

The inability to force a comprehensive political solution to the cases is perhaps even more striking
given that a Democrat was once again President. One might have expected that President Clinton would
have made every effort to reach out to help the integrated steel industry and, by implication, the United
Steelworkers. Instead, it appears that the Clinton administration, like the Republican administration before

it, is not inclined to pursue a policy of import restrictions to help Big Steel. n

VL Conclusion

The U.S. integrated steel industry has long enjoyed unusual success influencing import policy.
Stee! producers and the steelworkers' union have managed to gain special trade regimes in 1969, 1977,
1982, 1984 and 1989. The most important sources of this political strength have been the cohesiveness of
the coalition in favor of import restraints, the number of potential voters in the steel sector, and the legal
and rhetorical advantage gained by massive foreign govemment intervention.

The cohesiveness of industry players when lobbying for protection and the relative disorganization

of domestic interests harmed by steel barriers have been particularly important. The main source of the
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coalition's cohesiveness has been a small number of major integrated producers that traditionally have
dominated the industry. This market structure arose out of the scale economies of traditional steel opera-
tions where fixed costs acted as a barrier to entry for new domestic nivals. The large scale of operatjods
also created a highly geographically-concentrated production pattem. Consequently, thousands of workers
were consolidated in a relatively small number of production sites. This translated into a highly powerful
political presence in a limited number of states and congressional districts. This market structure is in
sharp contrast to domestic steel-users who are widely dispersed geographically and must overcome signifi-
cant transaction cost to organize an effective counterweight to the integrated sector.

The sheer number of steel sector employees also contributed to the political strength of the steel in-
dustry. Over half a million Americans were employed in the steel sector in 1974. This voting power was
further increased by the geographical concentration in states with large electoral votes (Pennsylvania, Ohio
and Indiana) which gave the steel sector unusual clout in presidential elections.

Finally, extensive foreign government steel sector intervention (in Japan during the 1960s and in
Europe and the developing world in the 1970s and 1980s) provided the U.S. industry with major political
leverage. Most importantly, government intervention meant that steel firms could credibly threaten foreign
firms with legal action under U.S. trade. The non-discretionary nature of the U.S. unfair trade process also
meant that the President would be faced with the prospect of bureaucratically-imposed high duties on for-
eign allies if special deals were not negotiated. The integrated sector also gained major rhetorical advan-
tages from the foreign practices since it diverted attention away from domestic shortcomings, including
slowness to adopt modem technologies and high labor costs.

Despite the past success and strength, there is evidence that this influence may have finally begun
to wane. The unsatisfactory 1989 extension of the VRA program and the inability to obtain significant im-
port restraints in 1993 both point to this lessened, though still formidable, clout. The weakened political

position of the integrated sector also allowed domestic steel-using industries to play a more prominent role
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in import policy. Most importantly, steel users organized an ad hoc coalition during the fight a VRA exten-
sion in 1989. The presence of domestic manufacturers (especially exporters) arguing against import barri-
ers acted as an important counterweight to protectionist arguments from the integrated sector. In the event,
the VRAs were relaxed and became largely non-binding for the last two years of the program. While this
one-issue user coalition may be inherently unstable over an extended period, it did provide an important im-
petus for a liberalized steel trade policy.

The reasons for the integrated steel sector’s drop in political clout are linked directly to the funda-
mentally changed market structure of the U.S. steel sector. Firstly, political power has waned simply be-
cause of the drop in stee! sector employment to only 140,000 in 1992. The sharply smaller workforce
means that fewer politicians have an interest in attracting steelworker votes. Secondjy, the industry is radi-
cally different from twenty years ago. Large integrated firms are less and less dominant domestically but at
the same time are more competitive internationally. The improvement in competitiveness is largely due to
rising labor productivity, increasing use of modem steel production techniques such as continuous casting,
and a significantly weakened dollar. This improved economic competitiveness paradoxically has contrib-
uted to a weakened political position for the industry since it undercuts the argument that the steel industry
is in need of special import policy.

But perhaps the most important change has been the growing importance of minimills in the U.S.
economy. Technological advances have lowered the minimum efficient scale of steelmaking operations in a
number of product categories. This has allowed minimills to push the integrated mills entirely out of cer-
tain product lines and threaten them in the remaining high-end steel products. These changes mean that
even if the integrated steel firms can successfully litigate unfair trade cases, these large firms will continue
to be under intense competitive pressures from domestic minimills.

Steel industry strategies to secure govemment intervention will change dramatically in the future as

the industry continues to restructure. Steel firms, including many minimills, will likely use unfair trade
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petitions as long as significant govemment steel sector intervention continues abroad. From the integrated
sector’s viewpoint, this strategy is increasingly less attractive. Such import barriers raise profits to all do-
mestic steel firms and simply accelerate the onslaught of the more efficient minimills. In the future, this
will be true even in flat-rolled products that have been the last integrated-dominated market sector. The in-
tegrated mills will consequently have strong incentives to direct their lobbying efforts to improve their posi-
tion vis-a-vis the minimills rather than try to erect import barniers.

Hints of a possible change in strategy have begun to anse. Certainly the most important recent ex-
ample is the strong effort to obtain govemment relief on health and pension costs of early-retirees in the
steel industry. Early versions of President Clinton's health care reform would lead to an important reduc-
tion in these so-called legacy costs. This would be one of the most important ways to immediately help the
integrated sector compete with the minimills, whose relatively-young workforces present no such massive
burden. The integrated firms also obtained an exemption from President Clinton's proposed BTU tax for
the use of coke as a feedstock. If Congress had implemented this tax, the integrated industry’s exemption
would have helped it compete with the minimills.

Direct lobbying struggles with the minimills however will be much more problematic than with .
importers. The most important difficulty will be that since minimills are domestic fimms, they will have do-
mestic allies. The integrated sector will therefore face a struggle with other domestic interests rather than
lobby for protection from "unfair® foreign competition. A further problem for the traditional firms is that
the minimills are often portrayed as classic American success stories—small, innovative entrepreneurs fight-
ing the lJumbering, bureaucratic steel behemoths. This gives them a rhetorical advantage in lobbying strug-
gles with the traditional steel mills.

As the minimills grow in importance, we will also likely see a growth in their political strength. If
the minimills continue their technological advances, we might even see a growing impatience with a lack of

export opportunities abroad. In fact, it is conceivable that in the not too distant future, the most politically
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powerful steel firms in the U.S. might focus their lobbying, not for barriers on imported steel, but instead
for a reduction in protection abroad.

In short, political lobbying and government lobbying in the steel industry will likely continue well
into the future. The political muscle of the industry will remain formidable. Nevertheless, stee! sector lob-
bying will likely take on a very different form than in the past. At the very least, the days of integrated pro-
ducers and the steelworkers' union consistently forcing special trade deals on reluctant administrations are

almost assuredly gone forever.
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Michael O. Moore ENDNOTES

1. U.S. Steel, for example, used to act as a price leader and residual supplier so that prices
would not fall in times of low demand. See Adams and Mueller (1986) for details. For a
discussion sbout international cartel arrangements, especially before World War I seen
Gillingham (1991).

2. For a comparison of minimill and integrated mill production techniques, see Hogan
(1987).

3. With the expansion of the Hickman and Crawfordsville plants, Nucor will become the
third largest steel firms in the U.S after U.S. Steel and Bethlehem.

4, For the classic treatment of lobbying in multi-member coalitions, see Olson (1971).

5. A factor may be incapable of moving to another industry if the factor has some
industry-specific attributes. In the case of capital, the machinery may be specialized so that it is
useless in other production processes. Similarly, a worker may have developed human capital
that cannot be easily transferred to another sector. Factors also may be immobile out of
choice---if a factor is gaining rents (ie., payment above the next best opportunity), that factor
may be highly resistant to moving to another, lower-paying, industry.

6. This cooperation clearly need not extend to intra-industry issues such as arguments over
labor contracts, profit-sharing, etc. In other words, the fixed factors are likely to be extremely
quarrelsome when trying to divide up any benefits that they have won through their cooperation

on helping the industry as a whole.

7. An intermediate case where some factors are mobile and others immobile can be found in

Mussa (1974). For an extension of this framework to a model with voting behavior in a formal

political economy framework, see Mayer (1984).
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8. A former trade official with the U.S. government has indicated in an interview that an
industry is especially persuasive when labor and management cooperate on trade issues.

9. In a 1978 steel trade conference, a representative of a major steel consuming firm noted
that "to represent adequately ﬂne viewpoints of a wide range of [steel-using] industries is
manifestly impossible” (Williams, 1978, p. 90).

10.  See Moore and Suranovic (1992) for an analysis of the welfare implications of an industry
choosing between multiple paths to protection.

11 A third option, firm-specific interventions, are the most advantageous to an individual
steel producer. As discussed above, these are so difficult to obtain that we ignore them here.

12.  Examples of domestic interventions that have helped the integrated sector relative to the
minimill sector include "safe-harbor" tax deductions in the 1981 Reagan tax plan, transitional
"carryback” rules in the 1986 Tax Reform Act and limited research and development subsidies for
integrated steelmaking. For details, see Congressional Budget Office (1987).

13.  For a discussion about the free-rider problem of tariffs and Jobbying, see Rodrik (1986).

14, See Lenway and Schuler (1991) for an empirical analysis of integrated versus minimill
lobbying activities for import restrictions.

15.  Other possible remedies include relief under sec. 406 (Market Disruption from State

Trading Countries) section 301 (Unfair Foreign Trade Practices), and section 232 (National

Security Import Restrictions).

16.  There have been a number of empirical studies that have examined whether political

pressure can influence ITC decisions. Most authors have found that the ITC basically uses

economic criteria consistent with the law in voting on material injury (See for example Devault
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(1993) and Anderson (1993)).  Moore (1992) also finds such economic factors are precminent
but finds weak evidence that Senate oversight committees may aﬁ'éct the ITC's decisions.
Devault and Anderson, using more recent data, find no such evidence.

17.  Over the 1980s, over 90% of all petitions resulted in a positive margin at the preliminary
and/or final stage. This at least in part a reflection of upwardly-biased procedures used by the
DOC in calculating the margins. See the contributions in Boltuck and Litan (1992) for a thorough
discussion of these procedures.

18. These actions include a steel-led development strategy in many developing countries (e.g.,
Brazil) and cxtensive European Community attempts to rationalize the steel industry through
subsidies, guaranteed loans, input subsidies, guaranteed minimum prices and production quotas
(Howell, et al., 1988).

19. Finger, et al (1982) have distinguished these two as the "political track" and "technical
track" to protection.

20. A complete catalog of developing country steel practices is beyond the scope of this
paper. The interested reader should see Howell, et al. (1988).

21.  Capacity utilization in Japan and the EC fell less sharply to 62% and 57%, respectively
(World Steel Dynamics, 1994).

22. Sece for example, testimony by John Sheehan of the United Steelworkers of America,
David Roderick of U.S. Steel and Mayor Richard Caliguiri of Pittsburgh, a leader of "Local

Officials for Fair Trade." (House Ways and Means, 1984)
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23.  Other minimill firms were more sympathetic to the quota legislation. See for example the
testimony by James Collins, President of the Steel Manufacturers Association, a minimill trade
group (House Ways and Means, 1989).

24.  See Niskanen (1988) and Walters (1988) for further discussion about these
intra-administration disagreements.

25. Representatives from both the United Steelworkers and a major steel firm both deny,
however, that presidential election considerations played any role in the timing of the escape
clause petition.

26.  Moore and Suranovic (1993) have shown that VRAs may welfare-dominate tariffs when
GATT-consistent compensatory tariff reductions or retaliation are included.

27. It is also interesting to note that the copper industry, a less politically-powerful industry,
also won an escape clause case at the ITC at about the same time. President Reagan refused to
provide protection in this case.

28.  Another example of steel industry clout was the appointment of Eugene Frank to the ITC
in 1981. Frank was strongly backed for the position by Pennsylvania Senator John Heinz and had
long and close ties with the steel industry. Prior to his appointment, he organized regional
“Committees for Fair Trade." Frank's nomination was strongly opposed by foreign steel
producers who asserted that he was "clearly biased” (Wall Street Journal, July 15, 1981).
Commissioner Frank has had the most protectionist voting record in Commission history and
voted affirmatively in all material injury decisions on which he cast a vote.

29.  However, Helpman and Krugman (1989) have argued that there is a theoretical possibility

that non-binding quotas can lead to price increases in an imperfectly competitive market.
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30.  The integrated firms' private position insistence is somewhat in dispute. A staff member
insists that the firms had no interest in an extension. However, an official at the Trade
Representative's office insists that the industry was in favor of extension until December 1991
when it became clear that they would not obtain it from the Bush administration.

31.  For example, see the comments of long-time steel editor George McManus in Iron Age,
May 1992.

32.  After the petitions were filed, a number of foreign suppliers expressed serious interest in a
negotiated settlement. For example, firms and governments from Argentina, Australia, Austria,
Brazl, Finland, Germany, M_exico, Poland, Sweden, and New Zealand all submitted proposals to
the Commerce Department in May 1993 for "suspension agreements” whereby the firms would
agree to raise their prices to preempt duties. Commerce did not seriously consider the proposals.

33. Some observers have noted that the industry still was a net beneficiary of the trade
litigation. In particular, the temporary price increases made possible by the prospect of final
duties more than paid for the legal fees associated with the cases according to Gary Horlick, a
noted trade lawyer in Washington (Cato Institute conference on foreign steel, November 1993).

This strategy may not work in the future however. The use of AD and CVD petitions may no
longer be such a credible threat in the future so that domestic buyers may be much more reluctant
to accept price increases when only provisional duties are in place.

34.  Another indication of the integrated industry's reduced clout is reported by the Financial
Times. On October 6, 1993, interested parties were invited to the White House to discuss their
positions on a proposed nmew multilateral steel agreement. Not only did the U.S. trade

representative mect first with a group of steel users about the proposal, when steel producers



Michael O. Moore ENDNOTES

were invited in, the traditional integrated producers were joined by Kenneth Iverson of Nucor, a
committed and aggressive free-trader. The presence of both steel users and Iverson are clear
indications that the integrated steel producers no longer speak with complete authority on steel

issues in U.S. policy-making circles.



Figure 1 Western World Effective Steel Capacity and Production
Figure 2 Distribution of Western World Steel Capacity

Figure 3 Stecl Import Market Share and Trade-Weighted Exchange Rate
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1969
1977

January 1982

October 1982
January 1584

July 1984

September 1984

November 1988

July 1989

April 1992

June 1992

July 1993

CHRONOLOGY
Negotiation of VRAs with EC and Japan (scheduled to last until 1974)
Inauguration of Trigger Price Mechanism for all steel imports

Dozens of antidumping and countervailing duty petitions filed against EC
countries

Negotiation of VRA with EC(scheduled to last through Dec. 1985)
Escape clause petition filed by Bethelehem Steel and United Steclworkers

ITC rules affirmatively in the escape clause petition in S of 9 product
categories (affirmative: sheet and strip,plate, structural shapes, wire and
wire products and semi-finished steel; negative: pipe and tube, bar, rod,
rails) ‘

Negotiation of VRAs on all nine steel products in escape clause petition;
market share for participating nations 18.4% (set to end in Sept.1989)

Candidate Bush promises to continue VRA

President Bush announces Steel Liberalization Program: a) 2.5 years
VRA extension, b) 1% annual increase for countries willing to stop unfair
practices ( up to 20.9% by March 1992), c) Multilateral Steel
Negotiations (MSA) begun to remove "trade-distorting” steel practices

Termination of VRA; breakdown of MSA over allowable ("green light™)
subsidies

Antidumping and countervailing petitions filed against ﬂai-rolled products

ITC rules affirmatively only on a subset of steel industry petitions



(£881) wep|sad ey} jo yodey diwouoo3
(senss| snoBA) Bodey [BILSINIS [BNULY 'NYISU] 9635 PUB UOJ] UBILBLLY $60.N05

(s0oud L6681) JODS UoliG / LoPAINSUOD [891S JO SUO) LUDIIW = JQONSS

8100 6'81 ovi S8 626 o'gl LLL zesl
8100 L6l oyl £'88 6'28 YA 8'Gl 166}
0zZ0'0 14> ¥ol 5’16 6'86 Sl L'Ld 0661
1200 ¥'se 691 L1201 6.6 6'L) €Ll 686}
¥20°0 6'82 9ez m.wm 56 1414 [4:74 4°1
0200 62 692 £'9L S'¥L 81z 9'gL zesl
1200 viLy 16€ 501 8°0ZL 86} 6'8} 186}
1£0°0 559 4414 80} £'SZ1 gL €6} 1161
L£0°0 S'2L Z\S 9'611 L'ShL 6'G} vl y.6)
8£0°0 v'€S ZSS 9.0 pIEL L'9d 6L 8961
8£0°0 625 S5S 6'L8 LL2Z) €L v'9 vosl
9e0°0 : o'sy 2Ls S'1L Z'66 Ly €e 0961
($ ¥8-z86L JO suoniaq) {spuenouy) uonduwnsuod uoNONPOId
Soles (9915 yuswhodw3 19915 [euldy 19915 (%) aseys
. daO/e8Is onsawoq [eay 101995 {3318 aseddy oL Jopen voduw| spodut 19915 190

(paiou asMAIBLI0 SSI|UN SUO) JO SUOHIIW )
AWou009 ONSaWIOp ay) Ul Aisnput 18218 'S'N

1 3718Vl

3I00W "O [PBUDIN



%001 z'88 C%00L  Glb
%L 69 | % 82
%81 LS) %S gLl
%68 6L %.8 €00l
%< gl 6 %1 0t
%vZ €1z z5 %l Z8
% e 9 %Gl LLL
%SZ y'ZZ Gl %0 0
%ye £0€e S %9 el

sy} Jo

oleys  swoewdiyg JequnN  aseys  suswdiys

1661 661

(2661) SOIWEUAQ 1991S PHOA 192UN0S

SUO} JO suoliW Ut SjuawdiyS 810N

0]

144

0c

0

8
Sy Jo

JaquinN

sjuedioiped ‘g N JO dJeys joxiew pajewns3

¢ 31gvl

JoNIEN [EJO L
suodx3

spodwi|

|ej0} onsawo(
s|iw |99)s Ajerads
S|IIWIUIN

jjiw jeuonipel} Jayio
S|l PaIN}ISU00sY

I pajesbajul solep

aJOOW O 198UV



apuadapul [euonipel) JWOS PUe SAYJ 9SN JOU OP Jey) suul) JWapuadapul aWos spnpul saNBY iy .,

0 0
GL Gl
Ge 4
Gy Gl
00} 0
G8 69
00L 98
0c G

0c

09
08

0

‘OU] $8JeOSSY JIWOUcOTNBWeg Pleucq aunog

0 paziueaeboljoag
0 193ys p3jjo-p|o)
0 }93Ys pa||0J-JOH
Gl 9jeld

0 s|ied
/€ sleg JUeyoIa

Gy SpoY 8iIM

0

000C 0661 G861 086l

(As06a3ed yonpoid AQ)
. uononpoud d11SaWOop JO 3JBYS |IWIUlW pajews]

€ 37gvl

SIoNPOLH el

syonpold Buon

qe|s paysiuly-Iweg

2J00W 'O [seYIIN



‘(sueaA snouea ) podey fenuuy Anisnpul 19318 O1| 9unog
(00L=r861-Z861) N-IdD U0 paseq uonesuaduwod 83y ..

syuawAied PaJlipul pue 10a3p Yloq apnjou; saunbly uonesuadwo),

9'lvl i R4 g8'eal 98t gve 0661
0'sel St . erl S'8Sl 6’84 s'ce 6861
eyl Lt 6tl 1'e9l 661 9'ee 8861
8'0E! 81t el [3°1 4" 661 92 .86}
44 4% Z'el 6'LE) o0e 0'Ze 9861
Sz 0z} oel seel 6'61 ¥z 5861
g9l o4 STt L2 S'61 €0z 4718
g0t 124 121 gctt A4 1'1Z £861
60l 0¢ct 9’1l €88 S'ee Le2 2861
€20} 6’11 8'0L 8'801 8°0Z o6l 1861
000} L2y 66 0001 [ x4 Sl og6l
(sunndino) (ws)
Xapu| uohesuadwo) uoyesuadwo) X3pul . uonesuadwon . uonesuadwo) Iea A
Ananonpald |eay [BUILION Ananonpasd jeay JEUIWON
Buumpoejnuew Iy Suuty 19918 Y

UO1}ESUIJLUOD JBMNJOM UONONPAld
¥ 39v.L

8I0OW "O 12BUYIIN



‘5681 0} J0pd SiquiBABUN 8103008 PawiBai PUB [lwiul Joj Sepes pewbeiBBessq ,,

sejes wu Aq pappip syoud Bupwiedo ,

8. 9'¢c 89 [ 4 8. 9 174 xenn £'07 1661
Z8 LS 08 1WA 28 6'¢ 68 8y 0661
1£°] 69 9L SL 06 59 g8 A 686}
v8 £8 6.1 96 96 '8 68 L8 8861
18 €L v 6L ¥8 Sy 08 18] 1861
6. 8'S 59 ] ¥9 2’1 ¥9 20 9861
08 6'S ¥9 1'E 89 6¢ 99 L'l e G861
08 V'L 19 ey 69 ‘'Y 89 9'0- 14°(51
-7 €9 A ey 95 e’y oS 1’6" £ge6l
€L €S 0s ‘'Y 1524 e’y 14 07¢i- 2861
64 1A 8. 'Y 7 e’y 8L g'c 1861
08 9L | 06 - BU .8 w BY €L gl 086l
uoneZINN el uvonezinn  8jel uopezin ajel uonezinn . el JeaA
Aoede) oid Ayoede)  Wolid Aoeded moid Aioeded no.d
Buunjoeinuel Iy J0109S JJIULIUIN 10109s pajesBaju]  10J09S [98)S 3Jul
uonezinn Ayoeded pue sajel J1jold
¢ 318vl

9J00W "O 13BUOIN



-

'SONSS| SNOPEA 'SJOBIAPY OJUOUODT JO JJOUR0D 'SI0RIIPU] SAWOUES] #1Bp J0Res BuunogINUIW Joj 6NCS

dnoJO Y4IM BUL 'ZABL JPUUND Y HOONO WHEW 10915 UOREZHIIN A¥owdes Jiuiuiw pue pejwsBew) 1o enog

{senss) snopma) D1 'Wodey [enuuy Liyshpul (ee)S (ejep Asnput (9938 10} 82005

9BWINSO JOUINY ...
(z8B1-1661) S10de) (068 1UNULE 1) Y} 10} PO Buriode) BU1 ST SIUL "XOU BUL jo SUoW

Xi9 JSJy PUS JO8A WOLND 9y} jO SYRIOW X% 1991 04} 10) oBRIaAE oY) 0J9 syy0:d ASNpU) (008 'PIBMUO GOBL IO ev

3J0OW 'O [9BWOIN



"(a6861) D.LISN Ul punoy
©Q UBD $2U1SNPU} 195N-{0A}8 [ENPLAIDUL JOYI0 JO suonisod (6861 ‘SUBIN pue shepy 9snol) ssarBuo)) eojeq Auownsdy uo peseq uonisod L5104

(asn indug jerpowrsdiug

10} 1391s Bu1ss001d sIsSIUIST |[EWIS)
" uonERossy SumoEvY oIS

(1au10dxe pue Junoenuew
wswdmbs Aaeay) “ouf rendiae)

(dnosB 1950-19315) NSV

‘0D IO P10

SIOJOW [edouan)

(130npoid apiqowcine Buisn-jaa1s) ‘dio)) 1e1sLryD)
(1STV £q pazrueB1o dnosB Jesn-1331s) SYUA 10)

$395(] 191§ 'BOUAUIY 3anNdWO)) € 10} UORIES])

uny

(sa1exs pue s15WSIp Fudnpoid-[9s woy

s1aquisw ssas3u0))) snoney) (9915 [euoissasFuo)

parRgEUry

(s30npoad jpununu) ‘dio) J0anN

(s320npoad [jwtunw
JO UOTIRIOOSSE) UOIBIOOSSY SIIUEMUEN [391S
(UOTUN JFHIOM[INS) BILIAUTY JO SINIOMIRNS PN
(sa90npozd paresdaun

JO uONeIDOSSE) MUY [331S PUB UOI] URILIAWY

paiyaueg

UOISUIIXI)

VYA 30

souanbesuod

Auouody:

asoddp

fennay

- uoddng

,UOISUAIXT WUA 6861 U0 uonisod Latjod

9318v.L




Wwawaaibe YA [euiBuo sy jo Led Jou asem YoM jo Wiog ‘|eBnuod pue uteds sapnioy ,

92JaWWOD o Wawieda( ‘aoueldwod siuawasiby Jo adO pue  ‘(sanssi snouea) AjSnpu| [83)S ey} JO SNielS 2yl uo poday Ajlyjuoy eunog

rs
67
ov
9
8z
vy
€5
L8
zv
9%
52
st

09
144
214
65
oy

18

Za/e-Le/t

€L
89

€8
v9
L
69
LL

¥6

SL
6e
8t
L8
¥9

S8

06/21-68/01

19
114
L8
Z6
19
L8
SL
S9
65
€9

€6

Ly
29
S8
144

v8

68/6-68/1

6L
69
S9
88
14}

8
LL
L
86

58

€8
88
SL
6
vs

S6

8861

6
80}
¥6
€Cl
16
00}
Z6
L8

88

L6

G6

SOb
LL

¥6

186}

66
68
€8
8y
96
98
‘8'y
g8
€01

S6

€0l

[4el4

88

13413

L6

9686}

(Anunoo Ag) pelll YHA Jo ebeusaiad

L37agvl

<ol
yel
o6
‘B'U
tol
1397
g
LL

€0l

9y

7014
66

0ot
L6

'Y
56

S8/Z1-v8/0L

eol
eiaejsoBn i
BlanzeuaA
pepluu]
eiuEWOY
pueiod
euiyd
el
B3JOY Uinog
ueder

Aebuny

pueuld

.{21) 03
Aueuiac) 1se3
BD|EAO|SOUDZD)
nzeig

euisny
elessny

$2UIUNCO YA

9JOON ‘O |19BUDIN



L6

8L

514

€z

29
88
29
6L
9L
172
29
89

- CO/E - LEVL

€6

Z8

98

134

B

z8
Z6
43
€8
98
3]
08
18

«06/C1 - 68/01

¥6 L6
19 €6
|72 UL
L z8
95 Z9
55 88
zs 6L
€L 18
8S g8
€9 0L
¥6 18
8. z6
S6 926
LL L8
A 68
1L 18
68/6 - 68/1 8861

(onpoud Aq) paijy WHA jo abejuadioy

8 378v.L

48}

€6

8L
4]
6L
L8
66
98
v6
68
16
(0013
00l
56

L86}

1425

201

10}

yoL

ZL
43
z8
s6
(39
98
Z8
18
sot
S6
sot
L0l

9861

duis pue Jaays [e0UIa(3

aeidoe|g

duis pue 12ays pafjos-ploD

duis pue joaus pajjos-ioH
(po1802.00es1D) Pojios-iel4

spnpaud |93}s JOWD

sjesnponng

sieg

sonpoud aum pue pod aaAA

sagn} pue adid Jou10

spooB seingny Aunoo 1o

sjonposd Ajjeads pue ssajulels Jayio

pOJ pue Jeq ssajurels

1993s |00} Ao|ly

paysiuy-iwasg

| aeld

pajjos-ield

13Naoyd

3I00/ 'O 19BUDIN



8L

4]

18

92UsWWo Jo Juswedsq '‘asuendwoD vodw} Jo 2040 19N0S

‘s|qejieAs JoBuoj ou ejleg ‘0Beqo ) pue pepluu] SepnPX3 ..

‘3|qe|1eA. JaBUO| OU S) BIEP 92J3WWOD j0 Juawedaq 'ejanzausp pue PEPILL] "00NXaW ‘pueluly 'eulyD 'lizeig ‘elessny sapnpx3 ,

v6

8-8&

YA

86

L6

86

0.0]

20RWWOY Jo Juawleda ay) wWouj ajgeliee JoBuo) ou s) 9861 ©) JoUd elep |9AB-ONPaId 13I0N

08

£6

€6

98

&

¥6

€6

2ol

yol

L0}

86

86

paziueajeBonos|g

[99)s 99u)-U1L

ayeld ull

duis pue 1aays ssajuieig

ele|d ssajulels

aJ00 "0 19edIN



