Comments of Metals Service Center Institute (“MSCI”)

Concerning Policy Recommendations on the
Global Steel Industry Situation and Impact on U.S. Steel Industry and Market
Docket No. USTR-2016-0001

The following comments are submitted on behalf of the Metals Service Center Institute
(“MSCTI”), a U.S. trade association representing over 300 U.S. and Canadian member companies
which operate in over 1,200 business locations across North America and employ more than an
estimated 50,000 workers. Member service centers supply the steel requirements of more than
an estimated 300,000 downstream manufacturers and fabricators, many of whom operate in an
increasingly competitive global economy. Collectively, service centers are the largest domestic
customers of U.S. mills, purchasing more than an estimated 30 percent of all carbon and well
over an estimated 50 percent of all specialty steels produced and distributed in this country.
Service centers cut, fold, shape, polish and further process steel purchased from mills and then

sell processed steel directly to manufacturers, machine shops and others in the steel supply chain.

Given the position of service centers within the steel distribution chain, MSCI believes its
interests mirror the “national interest.” Steel service centers, as the “middlemen” in that chain,
are an important barometer of the health of the entire industry. Service centers purchase both
domestically and foreign produced steel for processing. Yet if service center shipments are
down, that is generally an indication, like the proverbial canary in the coal mine, that there are

problems in the steel production and steel consuming industries as well.

Service centers will suffer economic harm if the domestic mills collapse because of the
need for a strong and viable U.S. production base. Likewise, service centers will suffer harm if
needed imports are cut off or its customers find themselves priced out of their own markets due

to high material costs. Like the country as a whole, the service center industry requires
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thoughtful trade policy initiatives that avoid the binary or sterile choices of the past. The U.S.
economy, as well as the service center industry, needs a competitive domestic steel sector and a

competitive domestic manufacturing base in the broadest sense.

The Problem

The global steel industry today is confronting significant challenges as a result of the
growing disjunction between global steelmaking capacity and global steel demand. As noted in
a recent OECD report, global steel capacity has more than doubled since the early 2000s. OECD
(2015), Excess Capacity in the Global Steel Industry and the Implications of New Investment
Projects, OECD Science, Technology and Industry Policy Papers, No. 18, OECD Publishing
(“OECD Report”), at 5. The causes of the current conditions are not a mystery. The disjunction
between capacity and demand has been fueled in large part by the intentional actions of foreign
governments, some of whose economies are free market in name only. In particular, China has,
through various anti-competitive mechanisms such as massive state-sponsored subsidies,
substantially increased its domestic steel industry in the last several years, including during a
time of stagnant—and negative—growth in its own steel consumption, when free market forces
would instead dictate industry restructuring and consolidation. With investment in new capacity
continuing to grow, and with growth in steel consumption expected to remain moderate, world-

wide excess capacity in the steel sector will, if left unaddressed, continue to increase.

There is no question that the U.S. steel industry has suffered from these developments, as
measured by demand for carbon steel, which is reflected in service center shipments. As the
chart in Exhibit 1 shows, steel shipments from MSCI member companies in 2015 were only 65%

of peak shipments before the 2008 great recession. While shipments have recovered somewhat



in recent years, the peak-to-peak period for recovery from the 2008 recession, as the chart in

Exhibit 2 shows, has taken more than twice the average recovery period of previous recessions.

MSCI believes that the health of the U.S. domestic steel industry is critical to the entire
U.S. manufacturing sector, as well as to the broader U.S. economy as a whole, and that the
problems posed by foreign government-sponsored capacity expansion demand a U.S.
government response. The OECD Report urged governments “to work towards removing
market distorting policies, such as subsidies that promote the emergence of new capacity or
delay the closure of failing companies, eliminating trade and investment barriers that slow the
restructuring that is needed for the industry allowing market-based investment decisions in the
steel sector, and ensuring that new plants are subject to the standards that protect the
environment and uphold worker safety.” OECD Report at 6. It is imperative, and consistent
with the recommendations of the OECD Report, that the U.S. government join with its trading
partners and respond to the challenges posed by global excess capacity in the steel sector if the

most severe economic impacts to the U.S. economy are to be avoided.

In crafting an appropriate response to the problems of the U.S. steel industry, however, it
is critical that U.S. policy makers consider the impact of U.S. trade policy on downstream U.S.
markets and U.S. manufacturers, as well as domestic steel producers. The recent increase in
imported steel-containing goods (“indirect steel imports™), as shown in the chart in Exhibit 3,
reflects the increase in the off-shoring of U.S. manufacturing capability. Finished goods are no
longer consuming steel in the United States, but are being manufactured abroad and imported

back into this country.



As previously noted, steel service centers purchase both domestic and foreign steel for
further processing and sale to manufacturers and other downstream markets. Simply increasing
the price of imported steel, through special tariffs or otherwise, will inevitably increase the input
costs of U.S. manufactured steel products, potentially making important segments of the U.S.
manufacturing base less competitive in the global economy. To the extent that foreign steel,
otherwise subject to higher duties, is used in the foreign manufacture of furnished products that
compete with U.S. manufactured products, the U.S. manufacturing base will be further

compromised.

U.S. steel policy in these circumstances thus requires careful balancing.

MSCI’s Recommendations

MSCI is a strong proponent of free and fair trade. But foreign government policies that
distort markets—such as subsidies that promote new capacity or delay the closure of unneeded
existing capacity, and currency manipulation—undermine free and fair trade by circumventing
the basic rules of the marketplace. The U.S. government has attempted to ensure free and fair
trade through its membership and participation in the World Trade Organization and by entering
into various multilateral, bilateral, and regional trade agreements to establish the rules of
international commerce. MSCI has generally and strongly supported these agreements.
However, the effectiveness of trade agreements in promoting free and fair trade depends on
vigorous monitoring of each party’s compliance and prompt and vigorous enforcement against
violators. To facilitate expanded trade and commerce, the United States government must

redouble its commitment and efforts to enforce its trade agreements and laws.



MSCI recommends that, in addressing the problem of foreign government-induced
excess capacity in the global steel sector, U.S. trade policy should be guided by the following

three principles and objectives:

First, U.S. trade negotiators should engage with our trading partners directly to reduce
global excess capacity through negotiation, both bilaterally and multilaterally. It should be a
stated principal objective of U.S. trade policy to target excess capacity in countries that increase
capacity through market distorting policies. The objective should be to reduce global excess
capacity, as determined by U.S. trade agencies, by a certain percentage over a period of, say, five
years. Failure to reach negotiated reductions would be subject to offsetting trade sanctions, such

as tariffs or licenses.

Second, MSCI believes that one of the principal forms of market distortion continues to
be currency manipulation by certain countries — principally China. A substantially undervalued
Chinese currency makes all Chinese exports to the U.S., not just steel, cheaper and hurts U.S.
producers. This is one of the major reasons for the growing merchandise trade deficit with
China, which last year exceeded $366 billion. It is long past time to recognize the facts and

declare the Chinese government as a currency manipulator.

And third, if the United States were to impose additional tariffs on imported steel, to
avoid unintended damage to the U.S. manufacturers that utilize steel in their manufactured
products, it would be essential to impose a corresponding and offsetting tariff on steel-containing
products identified by USTR in consultation with domestic steel consuming companies. The
offsetting duty on the steel component part of the foreign imported product should be based

upon, and equivalent to, the additional tariff imposed on the imported steel itself. Any such tariff
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program should, if adopted, be temporary and gradually phased out in regular intervals as import

values increase until the applicable tariffs reach zero.

k ko ok

The causes of global excess capacity in the steel sector may be many, but, if unaddressed,
the consequences to the U.S. steel industry and the U.S. economy will be severe. In fashioning a
remedy for a growing problem, however, it is critical that the remedy is carefully considered and
not cause undue harm or unintended consequences to the U.S. manufacturing base or the rest of

the U.S. economy.



Glo¢c 0l0¢ G00Cc 000C G661 0661 G861 0861
L 1 ] ____________

R T L g g g g 844 B 4 % § |

—mw_m_m_z Aq peui Mwlmco_wmoom‘_ SN [enl410 2.2 sieq Aei O
UBnoiL B sxead 80 Y [93)S 1OSIN 8Je saull useq pey
‘
-000'L
>Z<A_>_OU
[AODoW|
i
- 0002 o
o
o
—
=
¢
—gpog =
‘
-000¥
000G

VS - siuswdiys |2318 |[OSIN [e10L

UOISS829Y B8l g00Z 8Y) 8oUIS pua)
wiia}-6uoj o) pauinyal Jou sey ‘syuswidiys Jeyusd
90IAJ8S AQ painsesw Se ‘|e8)s uogJed 1o} puews(

[ LIgIHXd



GLoZ 0l0C S00C 000C G661 0661 G861 0861

Ea g i b gaw d e da lad id i edg il g 3§ ia édata
ANVAIWOD T T ! T T T THE ! o
% H3aN fg pauljep sualssepal gn _m.._.o_.;.v ale'sieq felo ! ! w w |
oooW|  [pubnoil B Syead &2 A0 189S I0SH $18 SaUM|Useq peY ! | Lol
i | i 1 | I f ]} i
. & { _ | | _ | !
5 [SiE2A 35'G) SOW SbL ," " _ " m w |
| | | " I I ¥ 11 B ‘
_ | “ _ [S4eah 57'G) .on £ m _“ m m i ooo F
“ _ _j \ “ ; L1 !
" [SIESA [)'p) SOW 05  — (siwak Z¥'Z) SOW 6T
_, | “ f “ | w—
I _— e
I | | . L & _
| _ ! : (saeak 1o'2) SOW 26 000 o
| _ | i i =
i i | i (=]
| | r
! “ o
i “ . w
M -000 ¢

- 000V

| |
| |
| |
| |
| |
| |
| |
1 |
| |
L 1

L | 000'S
VS - sjuawdiys (991 |OSIN €30 L

A1aA023Y JO uoljein( Yead 03} jead

¢ 1IdIHXH



vl

€ LIgIHXd

SUOL JaN UolIN

[
'3

%ST | SCF | STF | O°TF | 6°LE | 9€E %8t | 0°0T79 FLes | S'8LS 0'ors 8FFF s[ej0)
S FT L't €T 574 | i 1'c B0FT | £6T L'ST (& 4 TET T spisuai) 2y oueiddy
sale | z¢ 67 e Lt ¥ %8 | 85T 6€T ¥ P ¥4 981 NOILDTIISNOD
Ral0- 99 9'9 £9 6S 9¢ 0F0- | S8L 88L 9'EL 999 (R3] I 121IpU] I2110)
kL | Tot 1ST TSt 6ET St ae0r | oTIc 16t 161 SGLT Tivt AHANIHOVIN
W | l6vl $S1 TSt 2a 0Tl 960 | vHiT 89.T 9797 9€TT 6661 TAILOWOLNY
£TSAIT FioT £T0C 10T TI0T 0T0T | STSANT FT0T £T0T palirs jadirs or0T MOLOIS "DIIN

(IN UONIA) - INTINOD TIALS 1NOdAT (worpg §) - INTVA IAVEL THOdNI

¥10Z zLozZ 1102 0102 (9 F-) eAnOWOoNY Ul ISP ¥ Aq Jespo Afented

£10C

o
o~

B
ok T
o€ +
or T

L

<
S
I

WBRIOY) j9ls e

7 _
=
A

angeA opell =3

syrodwy [ejo] - apeif [991§ JPa1rpu]

uoyljiq ¢ spoduw

T 009

(o,c1+) eouerddy pue (o,6+) wonomnsuo) (9, /+)
Areunpepy ur sured afeinio) jrodwar o enp sem
(€1, 'SA FI,) %€ JO 9SLPaIUIL [[RIA0 o] "UOT[[Iq
€76 Aq PasLaIdUl aNJRA SpeI) a1} PUR S0} UOTI[[Iu
I'T Aq dn sem spooB PaysTUIT 9Sa1]} Ul PSUIRIU0D
JUSJUOD [99)5 ], "CTOT "SA “APandadsar ‘o, ¢

pue o,F Aq paseaIdul F107 w pajrodu sponpoid
[9918 JDATIPUL JO JUSUOD [93]S A1) PUP enfeA
Te[IOP Y[ 'SILAA SALNISSUOD ¢ I0] pasealdul
SARY PUR CTOT UI 39s s[aad] syrodiur ysng

ay) uodn papuedxe syrodwr 9938 12I1IPU] FT10T

S§10109G 1IPJA] - Arewrwing produwy (9015 1alipuf ‘g N

ISIV



