1776 K STREET NW
WASHINGTON, DC 20006
PHOKE  202.719.7000

www. wileyrein.com

NON-CONFIDENTIAL VERSION
BUSINESS CONFIDENTIAL INFORMATION DELETED

Alan H. Price
202.719.3375
aprice@wileyrein.com

May 31, 2017

BY ELECTRONIC FILING

The Honorable Wilbur L. Ross
Secretary of Commerce

U.S. Department of Commerce

Attn: Bureau of Industry and Security
Office of Technology Evaluation

14th Street and Constitution Ave., NW
Washington, DC 20230

Re:  Section 232 National Security Investigation of Imports of Steel: Written
Comments of Nucor Corporation

Dear Secretary Ross:

On behalf of Nucor Corporation (“Nucor™), we hereby submit the following
comments in response to the Department of Commerce’s (the “Department”)
request in the Section 232 Natjonal Security Investigation of hnports of Steel.! For
the reasons discussed below, the Depariment should find that steel imports threaten
to impair U.S. national security (i) by fundamentally threatening the viability of the
U.S. steel industry and its ability to supply goods necessary to ensure U.S. national
security, and (ii) by leaving the United States excessively dependent on imports
from unreliable and unsafe sources. Given the breadth and severity of the current
crisis, the Department should recommend comprehensive action to adjust imports.

We request that the information contained in single brackets (“[ ]™)
throughout this letter be treated as business confidential information and withheld
from public disclosure pursuant to 15 C.F.R. § 705.6(a). The information contained
in brackets constitutes company proprictary information, including trade secrets and
commercial and financial information, the release of which to the public would
cause substantial harm to the competitive position of the submitters. This company
proprictary information is exempted from public disclosure by the Freedom of
Information Act. 5 U.8.C. § 552(b)(4). This information is also exempted from
public disclosure in trade remedy cases, pursuant to 19 U.S.C. § 1677f{(b). A non-

! Notice Request for Public Comments and Public Hearing on Section 232 Natfonal Security
Investigation of Imports of Steel, 82 Fed, Rep. 19,205 (Dep’t Commerce Apr, 26, 2017) (notice of
request for public comments and public hearing).
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confidential version of this letter with business confidential information redacted is
being submitted concurrently with this business confidential version.

L LEGAL FRAMEWORK

Section 232 of the Trade Expansion Act of 1962 requires the Department to
determine whether an “article is being imported into the United States in such
quantities or under such circunstances as to threaten to impair the national
security,” and to issue a report advising the President of its findings and any
recommended actions in response.? For the purpose of this determination, the
statute directs the Department to consider the following factors: (i) domestic
production needed for projected national defense requirements; (ii) the capacity of
domestic industries to meet projected national defense requirements; (iii) existing
and anticipated availabilities of human resources, products, raw materials,
production equipment and facilities; (iv) the growth requirements of domestic
industries to meet national defense requirements and the supplies and services,
including the investment, exploration, and development necessary to assure such
growth; and (v) any other relevant factors.’

The statute also provides that the investigation should consider a broad
definition of national security that includes important U.S. economic interests.
Specifically, the statute provides that the Department

shall further recognize the close relation of the economic welfare of the
Nation to our national security, and shall take into consideration the impact
of foreipn competition on the economic welfare of individual domestic
industries; and any substantial unemployment, decrease in revenues of
government, loss of skills or investment, or other serious effects resulting
from the displacement of any domestic products by excessive imports shall
be considered, without excluding other factors, in determining whether such
weakening of our internal economy may impair the national security.*

In light of this statutory mandate, the Department has interpreted “national
security” broadly in previous investigations. The 2001 investigation into The Effect
of Imports of fron Ore and Semi-Finished Steel on the National Security, for
example, explained that “‘national security’ should encompass certain domestic
economic concerns, in addition to national defense concerns.” These economic
concerns include the “welfare of certain industries, beyond those necessary to
satisfy national defense requirements, that are critical to the mimimum operations of

2 19 U.S.C. § 1862(b)3)(A).
3 19 U.S.C. § 1862(d): 15 C.F.R. § 705.4(a).
¢ 19 U.S.C. § 1862(d). See also, 15 C.F.R. § 705.4(h).

g LS, Department of Commerce, Bureau of Expost Administration, The Effect of Imporis of

Iron Ore and Semi-Finished Steel on the National Security (Oct. 2001) (“Iron Ore and Semi-
Finished Steel Report™) at 5.

3
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the economy and government.”® The Department thus explained that imports may
threaten to impair the national security in either of two ways. First, “imports can
threaten to impair U.S. national security if the United States is excessively
dependent on imports from unreliable or unsafe sources™ and is “vulnerable to a
supply disruption” as a result.” Second, “imports can threaten to impair U.S.
nattonal security if they fundamentally threaten the viability of U.S. industries and
resources needed to produce domestically goods and services necessary to ensure
U.S. national security.”® The term “national security” is thus interpreted “in the
manner most likely to result in a positive finding,”®

Under this framework, it is clear that steel imports threaten to unpair U.S.
national security. Growing global steel overcapacity has generated a sustained
surge of steel imports across all major product lmes and has eroded U.S. steel
production, capacity, employment, investment, and financial performance. If this
erosion continues, the steel industry will not be able to sustain production of steel
inputs that are vital to U.S. national defense, cntical infrastructure, and critical
industries. Many of the largest import sources are either geopolitical rivals of the
United States or otherwise cannot be relied upon as stable sources of supply. The
Department should therefore determine that imports of steel products threaten to
impair the national security and should recommend that the President iake
comprehensive action to adjust imports in a manner that ensures the long-term
sustainability of the U.S, steel industry.

1L NUCOR IS A MAJOR SUPPLIER OF STEEL PRODUCTS THAT
ARE VITAL TO NATIONAL SECURITY AND CRITICAL
INFRASTRUCTURE

Steel is a vital input for U.S. national defense, critical infrastructure, and
critical industries. The Uniied States military relies on steel to protect our men and
women in uniform and ensure their success on the battlefield. Steel bars and
structural components are used for tank track pins, missiles, and ammunition. Steel
plate provides the armor for tanks, anmored vehicles, ships, and submarines. High-
performance specialty steels are used for the engines, gears, bearings, and body of
the F-35 Joint Strike Fighter and other military aircraft.’® Steel beams, fasteners,
bars, pipes, plate, and other products are the backbone of U.S. transportation,
energy, and water infrastnicture. According to the Federal Highway
Administration, Americans in 2016 drove 3.2 trillion miles on U.S. roads and
highways, which include more than 600,000 bridges made of sieel or steel-

A id.
! 1d. at 6.
# Id at7.
? id.

W See, e.g., Steel and the National Defense, American Iron and Steel Institute (January 2007)
at 3, Appendix 1, excerpts attached as Exhibit 1.
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reinforced concrete.’! The U.S. electricity grid relies on hundreds of thousands of
steel utility poles and transmission towers that support more than 360,000 miles of
transmission lines.'? According to the Department of Transportation, there were
approximately 1.8 million miles of oil and gas pipeline in the United States as of
2014, most of which are made of steel. All of this infrastructure requires regular
repair and maintenance and even total reconstruction in the event of natural disaster
or other emergency.

Nucor is proud to be a major producer and supplier of these national defense
and critical infrastructure products, and to do it entirely in the United Statzs. Nucor
is the largest U.S. steel producer, with production capacity that exceeds 27 million
tons and a workforce of nearly 24,000 teammates. Headquartered in Charlotte,
North Carolina, Nucor has approximately 200 operating facilities throughout North
America. Nucor manufactures a wide range of steel products at its 24 scrap-based
steel mills, including: carbon and alloy steel (e.g., bars, beams, sheet, and plate);
hollow structural section tubing; electrical conduit; steel joists and joist girders;
steel deck; fabricated concrete reinforcing steel; cold finished steel; steel fasteners;
metal building systems; sheet piling and piling pipe; steel grating and expanded
metal; and wire and wire mesh. Many of Nucor’s produgcts are used in U.S. national
defense and critical infrastructure applications, as detailed below.

Nucor’s operations are composed primarily of five main steel mill segments:
(i) bar products, (ii) structural products, (iii} sheet products, (iv) plate products, and
{(v) tubular products. Nucor is also the largest U.S. producer of semi-finished steel
and manufactures a variety of downstream steel products,

Bar Segment: Nucor's bar products segment consists of approximately 8.5
million tons of production capacity in 13 mills across the United States. These
mills produce carbon and alloy rebar, hot-rolled bars, steel rounds, light shapes,
structural angles, channels, wire rod, and highway products. A focus of these
operations has been to expand production of engineered bars like special bar quality
(“SBQ™), which are used to manufacture a variety of products for national defense
applications, including:

° |

i 3.2 Trillion Miles Driven on U.S. Roads in 2076, Federal Highway Administration {Feb. 21,
2017}, attached as Exhibit 2; 2016 National Bridge Inventory Data, attached as Exhibit 3.

1 Curt Hickox, Maintaining the Eleciric Grid: It's Time, Journal of Protective Coatings and
Linings (July 2010) at 3, atiached as Exhibit 4; United States Deparument of Energy, Unifed States

Electricity Industry Primer (July 2015} at 13, excerpts attached as Exhibit 5.
1 Department of Transporiation, Bureau of Transportation Statistics, Oil and (Gas Pipeline
Mileage, attached as Exhibit 6.
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As illustrated in the table attached to this submission, Nucor sells merchant bar
quality products, rebar, wire rod, SBQ bar, and semi-finished bars to each of the 16
critical infrastructure sectors identified by the U.S. Department of Homeland
Security (“DHS”)."* For example, Nucor supplies SBQ and cold-finished bars for
vehicle, rail car, and heavy equipment manufacturing in the transportation and
critical manufacturing sectors; concrete reinforcing bar for roads and bridges in the
transportation systems sector; and various engineered bar products for oil and gas
drilling, production and transmission in the energy sector.

Structural Segment:. Nucor’s structural steel operations include two mills
with combined annual production capacity of approximately 3.25 million tons.
These mills produce steel beams, pilings, and other heavy structural steel products.
The Nucor-Yamato joint venture in Blytheville, Arkansas is the only North
American producer of high-strength, low-alloy steel beams. Nucor also owns
Skyline Steel, which manufactures steel foundation products like threaded bar,
micropile, strand anchors, and hollow bar. Skyline also manufactures sheet and
pipe piling, which play vital structural roles in critical infrastructure like ports and
highways. The national defense applications of Nucor’s siructural steel products
include:

e [
ki
e [
I;
i Department of Homeland Security, Critical Infrastructure Sectors (accessed May 25, 2017),

attached as Exhibit 7,
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Nucor also sells wide flanges, channels, angles, [ beams, M beams, sheet piling, and
pipe piling sections for use in all 16 critical infrastructure sectors as defined by
DHS. For example, Nucor supplies beams for shipbuilding, bridge construction,
and highway safety applications in the transportation systems sector; industrial
foundations for oilfield and other equipment in the energy sector; and sheet piling
sections for potts and dams., In the wake of Hurricane Katrina, Nucor-Yamato
supplied over [ ] of H-pile and custom-designed sheet pile for
reconstruction of damaged levees and pump stations.

Sheet Segment: Nucor’s sheet production operations include five mills with
a total capacity of approximately 12 miilion tons per year. Four of these mills
inciude cold-rolling and galvanizing lines that enable Nucor to produce a complete
range of hot-rolled, cold-rolled, and corrosion-resistant products. The national
defense applications of Nucor's sheet products include:

- [

s [ l; and

1

Nucor’s sheet mills also provide hot-rolled, cold-rolled, and galvanized steel for use
in all 16 of DHS’s critical infrastructure sectors. Steel sheet products are
particularly important to the critical manufacturing sector, which includes
machinery manufacturing (e.g., earth moving, mining, agricultural, and construction
equipment manufacturing) and transportation equipment manufacturing. Nucor
sells steel sheet for applications including the bodies of combines, the blades of
bulldozers, and a variety of other equipment within the scope of the cntical
manufacturing sector. Nucor is also a major supplier of corrosion-resistant sheet
products for the bodies of automobiles and trucks. Nucor is also a major supplier of
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API grade hot-rolled steel for manufacturing oil country tubular goods (“OCTG™)
and line pipe for the energy sector.

Plate Segment: Nucor operates three plate mills with a combined annuai
capacity of approximately 2.8 million tons per year. Nucor’s plate mills produce
carbon and alloy plate ranging from 1 to 12 inches thick and up to 138 inches wide,
In addition, with its 2016 acquisition of the Longview, Texas plate mill, Nucor is
now able to produce a full range of tool, mold, and high speed stecls — markets that
had largely been abandoned due to unfairly traded imports, but that are now seeing
growing domestic capabilities as a result of trade relief on cut-to-length plate.'®

The national defense applications of Nucor plate products include:

* |

}; and

]

Nucor’s plate products are also used for applications in all 16 of DHS’s critical
infrastructure sectors. Nucor supplies plate products for the construction of bridges
in the transportation systems sector; for manufacturing construction and mining
equipment, shipbuilding, and railroad cars in the critical manufacturing sector; and
API grade plate for manufacturing large diameter oil and gas pipeline and plate for
manufacturing wind towers and electricity transmission towers in the energy sector.

Tubular Segmeni: Nucor has recently expanded into the tubular segment
with a series of acquisitions, including Independence Tube Corporation in October
2016, Southland Tube in January 2017, and Republic Conduit in January 2017.
Independence Tube and Southland Tube have the capacity to produce
approximately 900,000 tons of structural and mechanical fube annually. Republic
Conduit produces approximately 146,000 tons-per-year of electrogalvanized
electrical metal tubing and intermediate metal conduit, as well as hot-dip galvanized
electrical rigid metal conduit. These products are used in marine and land based
structural applications for both civilian and military infrastructure, and to protect
and route electrical wiring in construction and infrastructure projects,

i This is one example of how alleged lack of domestic supply chains are often the result of

unfair trade. Reconstituting domestic capabilities is almost always feasible, but qualification and
redevelopment may take time.
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Semi-Finished Steel: Nucor also produces semi-finished steel products for
both internal consumption and for sale in the commercial market to downstream
U.S. producers. Semi-finished steel production is where the chemistry is formed
and is the foundation for all downstream products. It is therefore vital to ensure that
the final products that Nucor and other U.S. steel producers supply for national
defense and critical infrastructure are wholly U.S.-made. Nucor’s semi-finished
steel products include API grade rounds for production of seamless oil anc gas pipe,
as well as billets, blooms, ingots, and slabs, some of which are sold in the merchant
market.

Other Steel Products: Nucor's operations also include a variety of
downstream steel products that are vital to critical infrastructure. Nucor’s
downstream operations include (i) rebar fabrication; (ii) wire mesh manufacturing;
(iii) steel fastener production, including custom engineered fasteners used in
advanced structural and military applications; and (iv) steel grating manufacturing
for industrial platforms and other structural applications.

Nucor has invested approximatety $7.3 billion in capital expenditures and
acquisitions since 2009 in an attempt to maintain and expand its capabilities, and to
meet the evolving needs of its national defense and critical infrastructure customers.
For example, the Nucor-Yamato joint venture is the only North American supplier
of certain types of high-strength, low-alloy structural sections. Nucor is also [

], as discussed in greater detail below. But Nucor
has made only a portion of the investments that it would have made in a healthy
market environment. As with much of the industry, |

I

The steel industry’s ability to continue innovating to meet the evolving
needs of the military and critical infrastructure applications depends on ¢ontinuing
investments in new products and capabilities.'® But steelmakers can only justify
such investments if there is an expectation that the market will sustain adequate
refurns, In recent years, the persistent problem of global overcapacity has reached
crisis levels and has driven a sustained surge of steel imports in nearly every major
product line. These imports have eroded the domestic industry’s market share and
depressed prices. They threaten the viability of existing investments in advanced
national defense and critical infrastructure products. And they compromise the
industry’s ability to continue investing in the development of new products and
processes.

1 See, e.g., Brigadier General John Adams, Remaking American Security, Alliance for

American Manufacturing (May 2013) at 33, excerpts attached as Exhibit 8 (noting that “U.S, firms
still need to attract investrment to maintain, upgrade, and expand existing facilities.™).

8
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The investment in new heat treating, normalizing, and vacuum degassing
equipment at Nucor’s Hertford mill is perhaps the best example of this.  As noted
above, Nucor installed this equipment in large part to obtain the technological
capability to produce advanced armor plate products for the U.S. military, including
Navy destroyers, aircraft carriers, and submarines. As a result of these investments,
Nucor has become |

]-
Steelmakers do not acquire the capability to produce advanced steel grades like
these overnight,

Rather, Nucor’s ability to produce this product has required nearly a decade
of investments and upgrades. Nucor has developed advanced steel chemistries that
involve a far more complex mixture of expensive alloying elemenis (e.g., chrome,
molybdenum, and mckel) than needed for standard prades of steel. Nucor has
purchased and installed specialized heat treatment equipment that is capable of
reaching higher temperatures to achieve the required strength and durability of the
steel. The final product must also undergo stringent ballistic testing in certified
facilities to measure resistance to high-impact and explosive projectiles. Finally,
each step in the production process, from the scrap and alloy mixture through the
testing procedures, must be audited and certified in accordance with [

]. In addition to investing upwards of
f ] to purchase and install the new equipment to manufacture these
grades, Nucor invested approximately [ ] to undertake all of the rigorous
testing and certification procedures.

According to retired Brigadier General John Adams, “The inability to utilize
domestically produced steel plate would incapacitate U.S. military capabilities,
rendering the United States unable to construct and repair many military platforms
used by the U.S. Army, U.S. Marine Corps, and U.S Navy.”!” However, sales
volumes of these advanced armor plaie products are a small share of the
equipment’s total capacity, so Nucor and other steelmakers rely on commercial
sales of standard grade products to justify the investment. As a result, if Nucor
loses markets for standard grade plate products to surging imports, it will lose its
ability to supply armor plate as well.!® With only two steelmakers certified to
produce and supply these products, the loss of either could lead 1o a critical
shortage of a vital national security product.

v 1d. at 25 (emphasis in orginal).

12 Id. at 27 (“Given that steel armor plate is a relatively small porlion of the total output for

any particular manufacturer in the United States, commercial sales make up a majority of orders.
Therefore, a high level of commercial demand is necessary to keep the specialized facilities used to
manufacture steel armor plate economically viable.”).

9
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IIl. STEEL IMPQRTS THREATEN TO IMPAIR U.S. NATIONAL
SECURITY

The U.S. steel industry currently faces an unprecedented crisis.
Government ownership and intervention in steel industries around the world have
created and sustained chronic overcapacity that threatens the viability of market-
oriented steel producers. According to the OECD, global crude steelmaking
capacity reached nearly 2.4 billion metric tons in 2015, with anticipated expansion
to 2.42 billion metric tons by the end of 2017. Overcapacity in the steel industry
has reached approximately 700 million metric tons, more than seven times total
U.S. crude steel production.’ China is at the heart of this crisis, accounting for
approximately 425 million metric tons of global overcapacity, but it is not alone.
The steel industry has expanded rapidly in a number of non-OECD countries,
primarily in Asia, the Middle East, Latin America, the Community of Independent
States, and Africa.?0

This crisis has been created and sustained by large-scale intervention in the
steel industry by governments that view steel production as a political imperative.
In its 2016-2020 Steel Industry Adjustment and Upgrading Plan, for example, the
Chinese government describes the steel industry as “a basic industry of the people’s
economy” and as “the country’s cornerstone,” noting that the steel industry *has
provided important safeguards for the fast and stable growth of the people’s
economy.”™! China and other countries have thus placed the steel industry at the
heart of their broader industrial policy objectives and have provided massive state
support to preclude import competition and promote total self-sufficiency in every
major steel product category. China’s Steel Industry Adjustment and Upgrading
Plan approvingly notes the effect of what is essentially an import substitution
scheme on an unprecedented scale, when it proclaims that domestic steel production
now provides for 99 percent of domestic consumption. State-engineered steel
industries like these produce far more steel than would otherwise be supported by
the market, and this excess production inevitably flows into the global supply chain
through exports. The United States, with low tariff barriers and minimal policy
protection for the steel industry, is a primary target for these exports,?

A. Steel Imports Fundamentally Fhreaten the Viahility of the U.S.
Steel Industry and Its Ability to Produce Goods Necessary to
Ensure U.S. National Security

L AlSI, Policy Priorities ~ Trade, attached as Exhibit 9.

n OECD, Capacity Developments in the World Steel Industry, DSTI/SU/SC(2015)8/FINAL
(2016) at B, excerpts attached as Exhibit 10,

2 Steel Industry Adjustment and Upgrading Plon (2016-2020) (9% T3k i % 71 4% 30 %4

(2016—2020 ) )at 1, 2, anached as Exhibit 11.

2 For a more detailed discussion of the global steel overcapacity crisis, see, e.g., Alan H.
Price et al., Unsustainable: Government Intervention and Qvercapacity in the Global Steel Indusmry
{Apr. 2016}, attached as Exhibit 12.

10
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The overcapacity crisis in the steel industry has driven a surge in U.S. steel
imports that is eroding the economic viability of the U.S. steel industry. After
falling in the wake of the plobal financial crisis, steel imports have surged back into
the U.S. market in fAagrant disregard for actual market conditions. From 2009 to
2016, total steel imports increased by more than 100 percent, from approximately
14.8 million metric tons to 30.1 million metric tons.”> This increase in import
volumes outpaced growth in U.S. apparent consumption, which increased by only
53 percent over the same period.?® As a result, import market share has also
increased steadily, from 22.7 percent in 2009 to 30.1 percent in 2016.*° Although
import volumes declined in 2016 from record highs in 2015, the most recent year-
to-date import license data indicates that this downturn was temporary. According
to the American Iron and Steel Institute (“AISI™), total steel imports through April
2017 reached 12.3 million net tons, a 23.6 percent increase from the same period
last year.?® Imports have flooded the market across the major product lines. In
2016, flat products accounted for 41 percent of total steel imports, long products
accounted for 23 percent, semi-finished products accounted for 20 percent, pipe and
tube accounted for 14 percent, and stainless products accounted for 3 percent.?’

These persistently high import volumes have significantly eroded the U.S.
industry’s performance, just after it began to recover from the depihs of the global
financial crisis. The U.S. industry’s total raw stee] production increased from 2009
to a peak of approximately 98 million tons in 2012, but it has been decreasing ever
since, as imports have surged back into the market. Between 2012 and 2016, U.S.
crude steel production fell to approximately 86.4 million tons, a loss of more than
11 million tons of output. To put this decline in perspective, 2016 steel output in
the United States was more than 2 million tons less than in 2010, two years after the
onset of the global financial crisis, and more than 22 million tons less than it was a
decade ago. The industry operated at an unsustainable 70.5 percent capacity
utilization rate in 2016.%*

The industry’s financial performance has deteriorated along with its output.
Again, after beginning to recover from the effects of the global financial erisis, U.S.
steelmakers have experienced a gradual erosion of sales, income, and profit margins
as the volume and market share of imports have increased. A fter reaching a peak of
$57.4 billion in 2011, the industry’s sales fell to $42.3 billion in 2015, the most

e Global Steel Trade Meoenitor at 6, attached as Exhibit 13.
2" 1d.

z /d. This market share is far higher than the 7 percent market share of semi-finished

products that the Department considered in its 2001 investipation. Iron Ore and Semi-Finished Steel
Report at 31.

% Press Release, AISI Releases Aprit SIMA Imports Data; import Market Share 28 Percent in
April, American {ron and Steel Institute (May 3, 2017), attached as Exhibit 14.
z Global Stee} Trade Monitor at 2, attached as Exhibit 13,

® 11.8. Steel Industry Data, attached as Exhibit 15,

I
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recent year for which industry-wide data is available. Industry-wide net income
was negative in four of the six years from 2010 to 2015. In 2015, the industry
suffered a net loss of $1.7 billion, similar to its performance in 2009, when U.S,
GDP contracted by 3.5 percent.”’

With deteriorating sales and financial performance, the industry has been
unable to invest to maintain existing operations, let alone expand and develop new
production capabilities. The net value of the steel industry’s property, plant, and
equipment fell by nearly $2 billion from 2015 to 2016.%° In other words, instead of
investing, the industry is divesting. Similar trends have affected the steel
workforce. U.S. steel industry employment gradually recovered towards pre-crisis
levels by 2012. Since then, however, the industry has been forced to cut workers as
imports have taken market share. According to AISI, the industry lost more than
14,000 jobs in 2015 and 2016 alone.”'

Recent closures and curtailments of U.S. steelmaking operations and
investments include:

o AK Steel’s December 2015 idling of steelmaking operations in Ashland,
KY, with layoffs of 633 workers. As of December 2016, the Ashland
facility remained idled due to “the dramatic increase in imported carbon
steel and the associated declines in AK Steel’s order intake rates and selling
prices.”* The mill’s idling has contributed to substantial losses in local tax
revenue, forcing officials to slash the local budget. ™

e U.S. Steel’s December 20135 decision to idle two blast furnaces at its Granite
City, lllinois mill. Although U.S. Steel reopened the hot-strip line at Granite
City in 2016, the blast furnaces remain idled, and operations are now limited
to processing slab.**

e 1S, Steel’s December 2016 announcement of permanent closures of pipe
welding lines in Lone Star, Texas and Lorain, Ohio, resulting in hundreds of

® id.

0 U.8. Census Bureau, Quarterly Financial Repori at 39, excerpts attached as Exhibit 16.

A Press Release, AIST Commenis on Administration Imvestigation Into National Security

Implications of Unfair Foreign Steel Imports, American Iron and Steel Institute (Apr. 19, 2017),
attached as Exhibit 17.

1 See, e.g., Andrew Adkins, Layoff Status to Remain in Place at Ashland Steel Miil, Daily
Independent (Dec. 15, 2016), attached as Exhibit 18,
3 Andrew Adkins, Boyd County Takes Revenue Hit, Introduces New Budget, Daily

Independent (May 14, 2017), attached as Exhibit 19.

i Joseph Bustos, Some Granite City steefworkers get good news from U.S. Steel, Belleville

News Democrat {Dec. 13, 2016}, attached as Exhibit 20,

12
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layoffs.* U.S. Steel has also been forced to delay construction of a $277.5
million dollar electric arc furnace in Fairfield. Alabama.

e Evraz North America’s February 2016 decision to indefinitely close a large
diameter pipe facility in Portland, Oregon and lay off 230 workers.*’ Evraz
also idled a plate mill in Claymont, Delaware in 2013 and ultimately sold
the property at auction in 2015

* ArcelorMittal USA’s decision to idle a hot strip mill in East Chicago,
Indiana, displacing more than 300 workers, as part of a plan to respond to
global overcapacity and high import volumes,*?

» Gerdau North America’s decision to shut down a rolling mill in Calvert
City, Kentucky, with layoffs of 130 workers, because of global
overcapacity, depressed prices, and high import volumes.”® Gerdau was
also forced to sell idled mills in Perth Amboy, New Jersey and Sand
Springs, Oklahoma, mills that it had hoped to ultimately reopen.

I. The Injurious Effects of Imports are Similar in Every Major
Product Line

In recent years, the U.S. Intemational Trade Commission (“ITC”) has
investigated products in all major segments of the market and has found that
imports injured the U.S. industry in almost every case. The findings in these
investigations show that the U.S. steel industry’s performance has suffered
significantly across every major product line because of surging imports from a
variety of sources.

+ With respect to flat products, the ITC found that imports of hot-rolled steel,
cold-rolled steel, corrosion-resistant steel, and cut-to-length plate have
injured the U.S. steel industry. Aggregate U.S. industry data from these
investigations show that U.S. flat-rolled producers in 2015 lost
approximnately $2.5 billion dollars, made a negative 10 percent return on

- Ken Hedler, /.S, Steel Permanently Closing Pipe Mill at Lone Star Plant Idled in March,
Longview News-Joumal (Dec. 29, 2016), attached as Exhibit 21.

36 Kelly Poe, U/.S. Steel CEQ Gives Update an Postpared 8277 Million Fairfield Project,
AL.com (May 19, 2016), attached as Exhibit 22,

3 Mike Rogaway, Evraz Will Clase Porrland Pipe Mill in April, Lay Off 230, The Oregonian
(Feb. 10, 20016), attached as Exhibit 23.

Lt USTIC Pub. 4664 at 111-5.

39 Joseph 8. Pete, ArcelorMittal to Idie Hor Sirip Mill, Displace 300 Workers, NWI Times
(Mar. 31, 2016}, attached as Exhibit 24.

4o Company to Shut Down Steel Facility in Calvert City, WKYT (Aug. 18, 2016), attached as
Exhibit 25,
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assets, and incurred $3 billion more in depreciation costs tban tbey invested
through capital expenditures.*'

e With respect to bar products, the ITC found that imports of concrete
reinforcing bar and wire rod injured the U.S steel industry.

s With respect to tubular products, the I'TC found that imports of oil country
tubular goods, welded line pipe, and standard pipe injured the U.S. steel
industry.*?

Other products that have not been subject to ITC investigation are also
surging into the U.S. market, illustrating the limited effects of targeted, namrowly
focused antidumping and countervailing duty investigations. For example, Nucor
has seen declining shipments and revenue because of rapidly increasing volumes of
sheet piling imports, primarily from China and the UAE. If these import trends
continue, Nucor could be forced to drastically reduce production of this vital
structural product, which is used in numerous civilian and military infrastructure
applications like ports, levees, and highways. There are limited manufacturers of
certain types of sheet piling in the United States (in some cases, only one U.S.
producer), so the loss of this production could lead to a significant disruption in
domestic supply.

2. Imports of Semi-Finished Steel Threaten the Viability of the
U.S. Steel Indusiry’s Hot End Capabilities

Surging volumes of imported semi-finished steel also threaten the U.S.
industry’s ability to maintain a complete production chain, beginning with melting
and pouring steel. As with other products, these imports are frequently subsidized
or sold at prices that undermine the viability of the U.S. industry’s hot end and
prevent expansion of U.S. semi-finished steel production. Indeed, the threat to the
industry is particularly acute at the hot end of the production chain. This is where
the steel is actually made, and the process accounts for up to 90 percent of the cost
of the finished product and approximately two-thirds of total steel employment, It
also accounts for the largest share of the investment in a new steel mill. Once a
fumace is idled, however, it is frequently the most difficult part of the operations to
restart.  In 2016, the United States imported nearly 6 million tons of semi-finished
steel products, approximately 20 percent of total steel imports, even as U.S. blast
furnaces like AK Steel’s in Ashland, Kentucky and U.S, Steel’s in Granite City,
Illinois remained idled.

The availability of low-priced imports of semi-finished stee! has
incentivized certain U.S. producers of downstream steel products to change their

4 Internal calculations based on ITC dara collected in the investigations noted above,

42 A more detailed summary of the ITC’s findings in the investigations mentioned ahove is

provided in Appendix 2.
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business models specifically to take advantage of low prices for semi-finished steel
inputs. |

]'1543 [

] ndd

]. There is virtually no need for imported semi-finished steel in the
United States. Nucor, like other U.S. producers, has invested [

] in the production of semi-finished products like steel bloom and billet,
specifically for the purpose of selling to downstream producers of long products
like seamless pipe and tube and U.S. producers of forged steel. The only reason
that the U.S. industry does not sell significant volumes of semi-finished flat
products (e.g., slab} is that imports of low-priced semis have crashed market prices
in the United States, preventing sales at a price that would generate sufficient
profits and returns on investment.

These imports have ripple effects throughout the entire production chain, as
a distorted input cost ultimately distorts the price of every subsequent downstream
product. Nucor itself [

1. In other words, semi-tinished
steel that is melted and poured abroad and shipped to the United States from
overseas is priced so low that it is, in many cases, less expensive than Nucor’s own
internal production. As was the case in the U.S. primary aluminum industry, even
though the impact of these imports may appear to be limited in the shori-term, once
the effects of unfair trade take hold, the result could be a sudden and catastrophic
coliapse in U.S. production. Remedying such a collapse would be costly and
complicated and could take a decade or more of reinvestment and reconstruction in
the industry,

# [ ], excerpts
artached as Exhibit 26,
“ Id. at [,

45 [

1, artached as Exhibit 27,
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U.S. Primary Aluminum Production, 2007 - 2017
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If this collapse were to happen in steel, it would compromise the entire U.S.
steel industry. U.S. national security depends on the steel industry’s ability to
manufacture steel from start to finish in the United States, Nucor has invested in
operations throughout the production chain, including melting and pouring semi-
finished products, to maintain and expand its ability to supply inputs in the
commercial market to downstream producers of vital steel products. Nucor could
be investing even more in its production of semi-finished steel, but low-priced
imports have overwhelmed this market and have precluded a reasonable expectation
for retumn on investment. Action in response to this investigation should therefore
encourage further development of U.S. hot-end capabilities and should prevent
imports of semi-finished products from undermining the viability of investment in
the hot end of production.

3. Imports Threaten the U.S. Steel Industry’s Ability to Sustain
Production for National Defense and Critical Infrasiructure

U.S, steel producers have thus been injured throughout the production chain
by surging steel imports, which continue to flood the market in a growing number
of product lines. These surges involve imports from a variety of countries across
Asia, the Middle East, Europe, and North America, demonstrating the global scale
of the current crisis.

Notably, this deterioration of the U.S. steel industry has occurred during a
period of broader economic recovery in the wake of the fmancial crisis and, as a
result, growth in demand for steel. The steel industry is cyclical, and the state of
the industry generally tracks the economy. According to the World Steel
Association, U.S. apparent consumption of steel increased from just over 69 million
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metric tons in 2009 to more than 100 million metric tons in 2015.%°  As a result,
this should have been a period of reasonable returns and profit for the U.S. steel
industry. Instead, imports captured much of the growth in demand during this
recovery period, and the U.S, industry has continued to deteriorate. Steelmakers
must be able to eamn reasonable returns during upswings in demand if they are to
survive the next downtum. Indeed, if the steel industry cannot be profitable during
periods of demand growth, then its prospects for long-term health and viability are
significantly diminished.

Especially in the case of mill closures and layoffs that occur during periods
of growth, losses in steelmaking capacity are long-term or even permanent, and
they have trickle-down effects on local communities and governments. Steel is a
capital-intensive, high-fixed-cost industry, so losses such as these are frequently
irreparable. For the mills that remain in operation, the prospect of continuing to
lose market share to imports prevents investments in upgraded equipment and new
product development. Steel producers must be able to economically justify large-
scale investments with foreseeable returns. As U.S. Steel’s decision fo postpone
installation of an EAF in Fairfield, Alabama demonstrates, when market forecasts
do not support capital expenditures, they simply do not happen.

In many cases, Nucor has been forced to limit investment in its operations,
and [ 1-
Furthermore, the viability of these investments depends on Nucor’s ability to sell a
complete range of products at competitive prices throughout the market to earn
justifiable retums. Nucor cannot sustain these facilities based solely on sales for
national defense applications, which make up a small share of the totat capacity of
its mills, With respect to the armor plate that Nucor is able to produce after
substantial upgrades to its Hertford mill, Nucor expects to sell approximately
[ lsor[ ].
This level of utilization would not justify the [ ] investment in
equipment, product developinent, and certification required to produce armor
plate.’

The same equipment is used to produce standard grades of plate products for
the commercial market. These products make up the bulk of Nucor’s plate sales
and are vital to ensuring a commercially sustainable return on investment in the
new equipment. If imports continue to capture growing shares of the broader
market, depressing the 1.8, industry’s capacity utilization rates and profit margins,
the economic viability of the entire line will be compromised, including Nucor’s
ability to continuc producing armmor platic. The samc cconomic logic applics
throughout the industry, across every product segment. If steel mills do not have a
vibrant domestic market and healthy commercial sales to achieve sustainable

a6 Steel Statistical Yearbook (2016) at 80 (Table 39) excerpts attached as Exhibit 28,
47 Nucor anticipates sales of approximately | ] tons of anmor plate this year, a finy

fraction of Nucor’s 2.8 million tons of plate production capacity.
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returns on investment, they must stop investing and producing entirely, including
products for national defense and critical infrastructure.

With respect to employment, many of the workers who have lost their jobs
because of imports are highly skilled employeces with years of training and
experience, and they are not easily replaced if and when market conditions improve.
This is at the heart of Nucor’s no-layoff practice. The expertise of Nucor’s
teamumates is vital to its success in the long run. Likewise, the industry as a whole
depends on its ability to retain a skilled, experienced workforce, from the
metallurgists that develop advanced alloys to the workers that operate the rolling
mills. The industry cannot do this, however, if it does not have a healthy market to
support its investments in hiring, training, and retaining its workforce.

The negative impact on the steel industry, moreover, has ripple effects
throughout the U.S. economy. A recent study of the economic impact of the steel
industry made the following findings:**

e For every $1 increase in sales by iron and steel mulls, total U.S. economic
output increases by $2.66. In other words, for every dollar in sales captured
by imports, the U.S, economy loses nearly $3 in output.

» Every job in the U.S. steel industry supports seven other jobs throughout the
supply chain. For the 14,000 steel industry jobs lost in 2015 and 2016,
therefore, approximately 98,000 were lost in other sectors that rely on steel
industry output.

* Every $1 million of gross output in the steel sector generates approximately
$150,000 in federal tax revenue and $100,000 of state and local tax
revenues, Even if this represents a relatively small share of federal tax
revenue, it can be devastating for local communities that rely on steel mills
directly and indirectly for a large share of their tax base.

e The U.S. steel industry is a significant customer for suppliers of inputs and
services in the energy, machinery, transportation, and other sectors. If the
steel industry continues to erode, these sectors will erode as well.

It is thus not only the steel industry and the national defense and critical
infrastructure sectors that are at risk from the global steel overcapacity crisis. This
crisis also threatens the viability of downstream sectors that rely on steel output,
upstream sectors that rely on the steel industry as a major customer. and local
governments that rely on the steel industry for tax revenues.

In sum, under the broad statutory definition of ‘“national security,”
constdering all relevant economic effects, it is clear that steel nmports threaten to

98 Timothy J. Considine, Economic Impacts of the American Steel Industry — Key Findings,
aftached as Exhibit 29.
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impair U.S. national security. Foreign governments continue to support massive
steel industry expansions in flagrant disregard of market forces. This has driven a
sustained surge in U.S. steel imports in all major product categories from all regions
of the world. These imports are eroding the U.S. steel industry’s market share, its
financial performance, and its ability to invest in new technologies and product
development. If this erosion continues, it will force large-scale closures and
consolidations throughout the industry, including the ability to produce and supply
products for national defense and critical infrastructure.

B. Steel Imports Threaten ¢o_Leave the United_States Excessively
Dependent on Imports from Unreliable or Unsafe Sources

If imports are allowed to continue eroding the U.S. industry’s market share,
the inevitable result will be large-scale consolidation and liquidation of domestic
production capacity, along with irrevocable disruptions in domestic supply. In the
event of a domestic supply disruption, the United States would depend on imports
from a relatively small number of sources. In 2016, the top ten U.S. import sources
accounted for more than 80 percent of total U.S. imports.*® Several of these top ten
sources cannot be considered friendly and reliable sources of the full range of
products required for national security and critical infrastructure. The top ten
import sources include Brazil, South Korea, Turkey, Japan, Russia, Taiwan, and
Vietnam. Turkey, Russia, and Vietnam are not aligned with the United States on a
number of fundamental geopolitical and national security issues. South Korea,
Japan, and Taiwan are located in Asia and would not be able to deliver steel in the
event of a crisis that compromised global shipping lanes. These imports, moreover,
are dominated by trading companies that seek the highest global prices and that
have no other interest in or commitinent to supplying the U.S. market.

The composition of imports from these countries also demonstrates that the
United States could not rely on them in a time of crisis. U.S. imports of certain
products tend to be dominated by a limited number of foreign sources, which could
lead to severe supply disruptions for specific products in the eveni that a single
country stops exporting to the United States. Brazil and Russia, for example,
account for a substantial majority of tmports of semi-finished products. Korea
accounts for a substantial share of flat product and pipe and tube imports. Turkey
accounts for a significant share of long product iniports.®® In other words, in the
event of a dowmestic supply disruption, the United States would actually rely on a
limited number of countries to supply certain products. Supply of these products
could easily be disrupted if shipments from the dominant import source were to
become unavailable.

Even otherwise “friendly” countries may not be reliable sources of vital
inputs in the event of an unforeseeable crisis or shift in geopolitical considerations.

1 Giobal Steel Trade Monitor at 3, attached as Exhibit 13,
30 id. at 4.
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One study of foreign dependencies for national security technologies provides a
cautionary tale:

The controversy over foreign dependencies became more acuie when a
Swiss company, at the beginning of the Iraq War, refused to provide critical
parts for Joint Direct Attack Munitions (JDAM) because it disagreed with
the U.S. decision to invade Iraq. The Swiss company’s president blocked
shipment of parts to Honeywell, which manufactures guidance system
components as a subcontractor to Boeing. JDAM was the core of U.S.
precision strike capability and one of the absolutely essential weapons in the
coalition arsenal. Boeing was eventually able to find an alternative U.S.
source for the parts at twice the cost of the Swiss made parts.*!

IV. THE PRESIDENT SHOULD TAKE BROAD ACTION TO ENSURE
THE LONG-TERM ECONOMIC VIABILITY OF THE U.S. STEEL
INDUSTRY

The Administration’s response should be designed to fully address the
impact of imports on the ability of the domestic steel industry to produce the
products needed for national security, fromn start to finish, in the United States. To
do so effectively, action must be comprehensive and broad-based. It should cover
imports of all steel products, including both semi-finished and finished products,
from most if not all sources. This is the only way to ensure that the U.S. steel
industry, and its customer and supplier base, are strong and viable in the long-term
and are able to meet the future national security and crifical infrastructure needs of
the United States.

As discussed above, the composition of U.S. steel imports is such that there
is no single product or single import source that is dnving the erosion of the U.S.
industry’s capabilities. Rather, high import volumes are chronic throughout the
industry, across all major product segments, and every segment of the U.S. industry
is affected. The primary import sources, moreover, vary from product to product
and over time. There is, therefore, simply no way to narrowly tailor any adjustment
of imports that would ensure the long-term viability of the U.S. industry. This is an
industry-wide crisis with global causes, and it requires an industry-wide solution
with global coverage.

If there are too many exceptions with respect to either product or geographic
scope, then the response will not be effective, First, foreign steel producers and
steel importers have learned how to circumvent U.S. duties by taking advantage of
any and all available gaps in coverage. This includes the use of shell companies,
fraudulent import documents, transshipment through third countries, and the
performance of limited third-country processing or assembly operations that allow

3t Christopher 8. Robinson, Bevend the '‘Buy America’ Debare: Sustaining America’s

Indusirial and Technological Edge Amid the Challenges of Globalization (July 2007) at 7, excerpts
attached as Exhibit 30,
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them to claim a new country of origin. Such exceptions, moreover, are
unnecessary. As noted above, the U.S. industry is operating at low capacity
utilization rates and could easily ramp up productton to satisfy U.S. demand.

Action to adjust imports must also be broad enough to ensure the viability of
the entire steel production chain in the United States. With respect to the steel
industry, national security begins at the hot end, where chemistries are developed
and the steel is melted and poured. U.S. imports of semi-finished products are
dominated by only two sources: Brazil and Russia. If the 1.5, steel industry were
to lose its hot end capabilities, and imports from either of these countries were to
become unavailable, it would prevent steel manufacturing throughout the entire
U.S, industry. There is no need for imports of semi-finished steel, even as blast
furnaces like AK Steel’s Ashland facility and 1.S. Steel’s Granite City facility
remain idled because of unfairly priced imports. Unfortunately, unfairly traded
imports of semi-finished steel are difficult if not impossible to address using the
antidumping and countervailing duty laws. The Department should therefore
recommend including imports of semi-finished steel in any action taken pursuant to
this investigation.

Action to adjust imports should be simple to administer, sufficiently
comprehensive to safeguard the U.S. industry’s sustainability, and should be
designed to encourage our trading partners to take action in good faith to address
the global overcapacity problem that is at the heart of the crisis. The recommended
mieasures should last long enough to allow the domestic industry to profit from
recent investments, to make necessary new investments, and to discourage the
creation of unnecessary new capacity in other countries. This would require a term
of three years or longer. One oplion that would achieve these objectives is
imposing a tariff on all steel imports, including at a minimum those in Chapters 72
and 73 of the Harmonized Tariff Schedule of the United States, The Administration
should also consider whether it would be appropriate to take action to cover the
steel content of major downstream products, especially fabricated products, which
could become vehicles for circumvention of the action. Covering these downstream
products could be the most effeciive means of addressing Chinese steel content,
discowraging offshoring of downstream production, and encouraging a shift in
supply chains to domestic sources.”? Measures taken pursuant to this investigation
should not affect the U.S. steel industry’s ability to use the antidumping and
countervaijling duty laws for relief against unfair trade practices.

There should be few, if any, exceptions.> Nucor understands that there may
be a very limited numher of products that are not manufactured domestically in
sufficient quantities to satisfy U.S. demand. In these limited cases, the lack of

3 See, eg., Testimony of David Zalesne, Vice Chairman, American Institute of Steel
Construction.

53 As explained in greater detail in Appendix 3, the U.S. steel industry is capable of producing
virtually all steel products, and would do so it market conditions allow for returns on investment.
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sufficient U.S. production is in fact a sign that imports have either eliminated U.S.
production or preveniled its development and expansion. In these cases, one
potential means of adjusting imports would be to use a taciff rate quota that phases
out over time (e.g., through periodic reductions in the level of the quota). This
would ensure that the United States has access to import sources, while
encouraging domestic producers to expand their production capabilities so that they
can satisfy U.S. demand in the future.®*

The ultimate objective, in any event, should be to safeguard the U.S.
national security interest in a heallhy domestic steel industry until the underlying
cause of this crisis — global overcapacity and excess production created by
government intervention in the steel industry — has been resolved. Only a
sufficiently comprehensive response will both safeguard vital U.S. national security
interests and create the leverage necessary to reach a solution in cooperation with
our lrading partners.

V. CONCLUSION

For the reasons discussed above, the Department should find that steel
imports threaten to impair the national security of the Uniled States. To ensure that
the U.S, steel industry is able to supply the full range of steel products that are vital
to national defense, critical infrastructure, and critical industries, the Department
should recommend comprehensive action to adjust imports of all steel products
from all sources.

Should you have any questions regarding this submission, please do not
hesitate to contact the undersigned.

Singerely,

Alan H. Pride, Esq. N
Christopher B. Weld, Esq.

WIiLEY REIN LLP
1776 K Street, N.W.
Washington, D.C. 20006

Counsel to Nucor Corporation

5"" See Appendix 3 for a more detailed discussion of the U.S, industry’s ability to supply these
products.
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APPENDIX 2

SUMMARY OF RECENT ITC INVESTIGATIONS




Flat Products. In 2016 and 2017, the ITC conducted final phase investigations into the
injurious effects of imports of hot-rolled steel, cold-rolled steel, corrosion resistant flat products,
and cut-to-length plate. The ITC found that imports of hoi-rolled steel from Australia, Brazil,
Japan, Korea, the Netherlands, Turkey, and the United Kingdom injured U.S. hot-rolled steel
producers. Imports from these countries more than doubled from 1.75 million tons to 3.59
million tons between 2013 and 2015, even as U.S. demand fell by 7.2 percent. The market share
of these imports also more than doubled, from 6 percent in 2013 to more than 13 percent in 2015,
Over the same period, the U.S. industry’s production fell from 61.8 million tons to 54.7 million
tons with concurrent declines in capacity utilization, froin an already-low 76.8 percent to an
abysmal 68 percent. This resulted in sharp declines in the U.S. industry’s pross profit, net
income, operating income, and capital expendifures. With its financial performance deteriorating
because of surging import volumes, the U.S. industry was forced to make substantial cuts to its
workforce by the first quarter of 2016."

Similarly, the ITC found that imports of cold-rolled steel from China, Brazii, India,
Japan, Korea, and the United Kingdom injured U.S. cold-iolled steel producers. Cold-rolled
steel imports from these countries also more than doubled from less than 600,000 tons in 2013 to
approximately 1.3 miliion tous in 2015, while their market share increased from 4.7 percent in
2013 to 10.7 percent in 2015. Over the same period, the U.S. industry lost 8.9 percentage points
of market share as its production, shipments, and capacity utilization all declined. U.S.
production fell by nearly 1 million tons, capacity utilization fell to 65.3 percent, and sales
revenue fell by more than $2 million. All of this occurred despite a nearly 2 percent increase in
U.S. demand from 2013 to 20152

With respect to corrosion-resistant flat products, the ITC determined that imports from
China, India, Italy, Korea, and Taiwan injured U.S. producers. Imports from these countries
increased by 73 percent between 2013 and 2015, from 1.5 million tons to 2.6 million tons. This
surpe was far greater than growth in U.S. demand, which increased by only 7.5 percent over the
same period. As a result, these imports gained nearly five percentage points of market share,
while U.S. producers lost market share. As with other flat products, the U.S. industry’s
performance deteriorated as unports flooded the market. Sales revenues fell by more than §1
billion, and net income fell by nearly $300 million.”

Finally, the ITC found that the U.S. industry was injured by umports of cui-to-length plate
from Austria, Belgium, Brazii, China, France, Germany, [Ialy, Japan, Korea, South Africa,
Taiwan, and Turkey. Imports from these countries more than doubled from 2013 to 2015, while
U.S. demand actually fell by & percent over the same period. As result, these imports gained

! See generally, Certain Hot-Rolled Sieel Flai Products Jrom Australia, Brazil Japan, Korea, the

Netherlands, and the United Kingdom, Inv. Nos. 701-TA-345-547 and 731-TA-1291-1297 (Final), USITC Pub.
4639 (Sept. 2016).

! See generally, Cold-Rolled Steel Flat Products from China and Japan, Inv. Nos, 701-TA-541 and 731-TA-
1284 and 1286 (Final), USITC Pub. 4619 (July 2016) “(USITC Pub. 4619%); Celd-Rolled Steel Flat Products from
Arazil. India, Korea, Russia, and the United Kingdom, Inv. Wos. 701-TA-540, 543-544 and 731-TA-1283, 1285,
1287, and 1289-12%90 {Final), USITC Pub. 4637 {Sept. 2016).

E See generally, Certain Corrosion-Resisiant Steel Products from China, India, ltaly, Korea, and Tarwan,

Inv, Nos. 701-TA-534-537 and 731-TA-1274-1278 (Final), USITC Pub. 4620 (July 2016)



market share at the U.S. industry’s expense. As imports surged, the U.S. industry’s production
fell by approximately 1.1 million tons from 2013 to 2015, while capacity utilization fell by more
than 6 percentage points to 6.3 percent in 2015. With unsustainably low utilization rates, the
U.S. mdustry was forced to shut down 3.6 miilion tons of production capacity. Regardless,
utilization rates continued falling in 2016, reaching 59.3 percent by the third quarter. As a result
of growing import penetration, the U.S. industry’s gross profits, operating income, and net
income all fell sharply in 2015 and the first nine months of 2016.*

Bar Products. In November 2016, the [TC preliminarily determined that imports of
concrete reinforcing bar from Japan, Taiwan, and Turkey injured the domestic steel industry.
The ITC is currently conducting its final phase investigation.” The data for the final phase show
that imports from these countries increased by approximately 77 percent between 2014 and 2016,
to nearly 2 million tons. This import surge far outpaced demand, which grew by only 7.3 percent
over the same period. As a result, the market share of imports from these countries increased by
8.5 percentage points, while U.S. producers lost 6.6 percentage points. U.S. rebar production fell
by approximately 400,000 tons from 2014-2016, with capacity utilization falling by 4.5
percentage points to 71.4 percent.’

The ITC also recently deteomined that a surge in imports of steel wire rod from China
injured the U.S. steel industry. This investigation provides a stunning example of the speed with
which foreign steel producers flood the U.S. market. In 2011, there were 144 short tons of
Chinese wire rod imports. By 2013, Chinese wire rod import volumes had exploded to nearly
620,000 tons, increasing their market share to 11.7 percent at the expense of domestic producers.
Over the same period, the U.S. industry’s production fell by approximately 250,000 tons,
production capacity fell by approximately 100,000 tons, and capacity utilization fell to just over
72 percent. Despite increasing demand, the U.S. industry’s sales revenue decreased by
approximately $400 million.”

Tubular Products. The ITC has also determined that imports of steel pipe and tube
products for both energy and non-energy applications have injured the U.S. steel industry, In
December 2016, the ITC found that imports of standard pipe for structural and non-energy
transmission applications injured U.S. producers. Standard pipe imports from Oman, Pakistan,
the UAE, and Vietnam increased stgnificantly in terms of both volume and market share, while

i See generaily, Carbon and Alloy Steel Cut-lo-Length Plaie from Brazil, South Africo, and Turkey, Inv. Nos.
T31-TA-1319, 1326, and 1328 (Final), USITC Pub. 4664 (Jan. 2017, Carbon and Alloy Steel Cui-to-Length Plate
Jrom China, lnv. Nos. 701-TA-560 and 731-TA-1320 (Final), USITC Pub. 4675 (Mar. 2017).

§ Stee! Cancrete Reinforcing Bar from Japan, Taiwan, ond Turkey, Inv. Nos, 701-TA-564 and 731-TA-1338-
1340 (Prelim.), USITC Pub. 4648 (Nov. 2016).

¢ See penerally, Steel Concrete Reinforcing Bar from Japan, Taiwan, and Turkey, Inv, Nos, 701-TA-564 and

731-TA-1338-1340 (Final), Prehearing Report (May 4, 2017).

! See generally, Carbon and Certain Alioy Steel Wire Rod from China, Inv. Nos. 701-TA-512 and 731-TA-
1248 (Final), USITC Pub. 4509 (Jan. 2015).



the U.S. industry’s market share fell by more than ten percentage points. Over the same period,
U.S. production fell, and capacity utilization plummeted to less than SO percent.”

With respect to energy tubular products, the ITC recently found that imports of both oil
country tubular goods (“OCTG”) and welded line pipe mnjured the U.S. industry. Some of the
largest sources of U.S. imports, including Korea and Turkey, have little to no domestic demand
for these products, Instead, they produce almost exclusively for export, and primarily export to
the United States, as another means of unloading excess production of upstream products like
hot-rolled sheet and plate. Surging imports of these downstream products have rpple effects
throughout the entire steel industry because U.S. pipe and tube producers source inputs like API
grade hot-rolled coil from U.S. suppliers, including Nucor.

In 2015, the ITC determined that imports of welded line pipe from Korea and Turkey
injured U.S. line pipe producers. Imports from these countries increased significantly between
2012 and 2014, despite decreasing UJ.S. demand over the same period. As a result, their market
share increased to nearly 34 percent in 2014. As a result, the U.S. industry’s shipments fell by
approximately 350,000 tons, and all measures of profitability declined, untii the industry was
operating at a loss in the first half of 2015. The U.S. industry’s production fell by more than
300,000 tons, and it shut down more than 30.000 tons of capacity between 2012 and 2014,
Capacit‘;/ utilization plummeted from an already-low 71 percent to 57 percent over the same
period.

With respect to OCTG, the ITC found in 2014 that imports from India, Korea, Taiwan,
Turkey, Ukraine, and Vietnam injured the U.S. industry. As with other products discussed
above, growth in import volumes from these countnes outstnipped growth in U.S. demand,
resulting in substantial increases in market share. By the end of the I'TC’s period of
mnvestigation, imports accounted for nearly half of the U.S. OCTG market, with U.S. producers
accounting for only 53 percent. U.S. OCTG producers’ operating income plummeted by more
than $300 million over the course of three years, despite vibrant growth in U.S. demand. The
industry’s capital expenditures fell by a similar amount, when they should bave been investing to
take advantage of the U.S, energy boom.'”

8 See penerally, Circular Welded Carbon Quality Steel Pipe jrom Oman, Palkisian, the United Arab Emirares,

and Vietnam, lov. Nos. 701-TA-549 and 731-TA-1299, 1300, 1302, and 1303 (Final), USITC Pub. 4651 (Dec.
2018).

9 See generally, Certain Welded Line Pipe from Korea anrd Turkey, Inv. Nos, 701-TA-525 and 73§-TA-
1260-1261 (Final), USITC Pub. 4580 {(Nov. 2015}

0 See generally, Certain 0l Country Tubular Goods from India, Korea, the Philippines, Taiwen, Thailand,

Turkey, Ukraine, and Vietnam, Inv. Nos. 701-TA-499-500 and 731-TA-1215-1217 and (219-1223 (Final), USITC
Pub. 4489 (Sept. 2014).



APPENDIX 3

WHETHER TO EXCLUDE CERTAIN PRODUCTS




L THE DEPARTMENT SHOULD DENY THE REQUESTED PRODUCT
EXCLUSIONS

At the Department’s Section 232 hearing, several witnesses requested thai the
Department exclude certain steel products from the investigation, including black plate, tin plate,
tire cord wire rod, Japanese wire rod, light-gauge corrosion resistant steel (“CORE”) for use in
the heating, ventilation, and air condltlonmg (“HVAC”) industry, and hot-rolled coil imported by
Steelscape LLC (“Steelscape™).' The witnesses’ primary arguments focused on an apparent lack
of U.S. production capabilities for the various steel products.’ Given these repeated arguments,
the Department specifically asked whether the U.S. steel industry could actually produce the
steel products for which the witnesses requested exclusions. The answer is an unequivocal yes.

The U.S. steel industry currently produces or has the capability of producing all of the
products mentioned above. In fact, in several recent antidumping and countervailing duty
investigations, the U.S. Intemational Trade Commission (“USITC") found that the domestic
industry produces and competes with the same imported steel products for which the witnesses
have requested exclusions. In many cases, the witnesses requesting exclusions simply want to
maintain their access to unfairly traded steel imports, which continue to harm the U.S. steel
industry and ultimately the national security interests of the United States. As discussed below,
the Department should not exclude any of these products from its Section 232 investigation, To
the extent that the Department concludes that cettain products are not produced in the United
states in sufficient quantities, it should tailor its action to encourage domestic producers to
expand their production capabilities so that they can satisfy U.S. demand in the future,

A, The Department Should Deny the Exclusion Request for Light Gauge CORE
for the HVYAC Industry

The Air Distribution Institute (“ADI”} argued that light gauge CORE for the HVAC
industry should be excluded from any proposed relief pursuant to the Section 232 national
security proceedings.” According to ADI, the domestic mdustry does not produce light gauge
CORE for HVAC units in Grade A653 CS Type B G-30.* During the hearmg, ADI claimed that
the domestic industry has “forgotten” the light gauge CORE industry.” ADI claims are false and
the Department should reject ADI’s exclusion request.

Contrary to ADI’s arpuments, light gauge CORE is produced throughout the United
States and readily available from U.S, producers, such as Nucor. As indicated in its product
brochure, Nucor produces light gauge CORE at a number of its steel mills around the couniry

: See Testimony of Suzi Agar, President, Air Distribution Institute; Testimony of Tim Johns, Vice President

of Manufacturing, NSCI; Testimony of Tracey Norberg, Senior VP and General Counsel, U.S, Tire Manufacturers
Association; See Testimony of Jim Tennant, CEQ, Ohio Coatings Company; Testimony of Robert Budway,
President, Can Manufacturers Institute,

2 Id
3 See Testimony of Suzi Agar, President, Air Distribution Institute,
§ id
’ Id
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that could supply ADI’s members.® Specifically, Nucor produces 0.012-inch light-gauge CORE
at its steel mills in Berkeley, South Carolina and Hickman, Arizona, which can supply all regions
in the United States.” Several other U.S. producers supply CORE for the HVAC industry. As
the President of ADI admitted, “pricing was a part of” the reason its members imported nearly
three times as much light-gauge CORE than they purchased domestically in 2016.% In other
words, ADI members want to be able to purchase light-gauge CORE at unfairly traded prices.
Thus, the Department should reject ADI’s exclusion request for light-gauge CORE for the
HVAC industry.

B. The Department Should Deny the Exclusion Reguest for Japanese Wire Rod

The Department should deny Nippon Steel and Sumikin Cold Heading Wire Indiana’s
(“NSCI”) request to exclude Japanese wire rod from the Section 232 investigation. As an initial
matter, NSCI failed to specifically identify the wire rod products to be excluded.’ Instead of
clearly identifying particular steel wire rod specifications, NSCI argued for the broad exclusion
of Japanese wire rod used to “produce fasteners and other safety critical applications.”'® While
cold-heading quality (*CHQ”) wire rod is typically used to produce fasteners, NSCI failed to
describe the products that should be excluded because of their use in “other safety critical
applications.” ' Given that conventional low-, medium-, and high-carbon wire rod could be used
in “safety critical applications,” NSCI’s exclusion request could potentially cover all wire rod
imported from Japan. Because NSCI’s exclusion request is overbroad, the Department should
reject NSCI's request.

Further, NSCI’s arguments regarding the exclusion of Japanese wire rod are without
merit. At the hearing, NSCI merel?« asserted that Japanese wire rod has good quality and was
“not available from anywhere else.'> NSCI argued that Japanese wire rod is unique because the
rod is lightweight and durable since Japanese producers control for surface defects, inclusions,
and size tolerances,

The U.S. wire rod industry produces CHQ wire rod as well as wire rod for critical
applications. In fact, Nucor produces CHQ wire rod and wire rod for critical ap]plications at its
four wire rod facilities in Connecticut, Arizona, Nebraska, and South Carolina, Indeed, “the
basic equipment, machinery, facilities, and production personnel...remain the same for the
production of industrial guality, tire cord quality, welding quality, and cold heading quality

See e.g., Nucot’s Product Reference Guide and Product Capabilities, attached at Exhibit 31,
7 id.
See Testimony of Suzi Agar, President, Air Distribution Institute.

See Testimony of Tim Johns, Vice President of Manufacturing, NSCI.

0 id
" id
12 .{d.
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1 See Nucor's Product Reference Guide and Product Capabilities, attached at Exhibit 31
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...wire rod.”!* As the USITC recently found, the domestic wire rod industry has ample capacity
to meet demand for wire rod in the U.S, market and it produces the entire product line of wire
rod.'* US. producers are ready, willing, and able to supply wire rod to NSCI and the
Department should not grant NSCI an exclusion to import Japanese wire rod from its parent
company.

In addition, there are no quality differences between domestically produced wire rod and
Japanese wire rod. Wire rod is generally interchangeable regardless of source.”” The vast
majority of wire rod produced in the United States meets the surface defects, inclusions, and size
tolerances for the application it was intended. Wire rod that matches the metallurgical properties
of a certain specification will also satisfy the surface defect, inclusions, and size tolerances
standards for that specification. As a result, U.S.-produced wire rod contains the same
lightweight and durable physical characteristics as Japanese wire rod produced to the same
specifications. The fact remains that Nucor produces and sells a wide range of wire rod for
“fasteners and other critical safety applications” in the United States. From that same wire rod,
Nucor also produces fasteners in its facility in St. Joe, Indiana." Given that NSCI has failed to
identify the specific grades of wire rod that are produced in Japan that allegedly cannot be
produced in the United States, or produced any evidence in support of its allegations, the
Department should deny NSCI’s request to exclude Japanese wire rod for fasteners and critical
safety applications from the Section 232 investigation.

C. The Department Should Deny Steelscape’s Exclusion Request for Imported
Hot-Rolled Coil

Steelscape, a U.S. producer of metallic-coated and pre-painted steel that is jointly owned
by BlueScope Steel Ltd. and Nippon Steel and Sumitomo Metals Corporation (“NSSMC™),
requested that the Department exclude its imports of hot-rolled steel.'”’ Steelscape argued that
these imports do not compete with the U.S. steel products, and therefore cannot injure the
domestic hot-rolled industry or harm national security interests. Steelscape rested on the
assertion that U.S. producers are unable or unwilling to supply its company with hot-rolled steel.
Steelscape also claimed that it must import steel from its corporate parents because the company
is not structured to receive hot-rolled steel by rail from elsewhere in the United States, These
same arguments were recently rejected by the USITC and should be rejected by the Department
in this investipation.

" See Carbon and Certain Aliay Steel Wire Rod from Belarus, Italy, Koerea, Russia, South Africa, Spain,

Turkey, Ukraine, United Arab Emirates, and the United Kingdom, USITC Pub 4693, Inv. Nos. 701-TA-573-574 and
731-TA-1349-1358 (Preliminary) (May 2017) at I-16.

16 See id. a1 29, table C-1 (showing that the U.S. industry’s capacity utilization in 2016 was 77.3 percent).

17 See id &t 29

' Sez Nucar Website Excepls, attached at Exhibit 32 (*All of our products are made from steel that is 100%

melted and rolled in the United States. With sister division Nucor Nebraska as gur dedicated steel source, our
fasteners are backed by the Nucor name from start to finish.”).

' Hearing Transcript. Certain Hot-Roled Steel Flat Products from Australia, Brazil, Korea, the Netherlonds,

Turkey, and the United Kingdom, Inv. Nos. 701-TA-545-547 and 731-TA-1291-1297 (Preiiminary) (Sept. 1, 2015)
(“Conf. Tr.”) at 172-73 (Mr. Cross), attached al Exhibit 33.
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Contrary to its claims, U.S. producers have supplied Steelscape, and continue to attempt
to sell additional volume to the company. The USITC recently found that Steelscape’s claims
regarding the availability of hot-rolled stee]l were completely contradicted by record evidence,
Before the USITC, Steel Dynamics [ndustries (“SDI”) stated that it has supplied Steelscape in
the past, and “is ready to supply them again.”2 Further, the USITC found that “the domestic
producers on the West Coast had substantial unused capacii.y.”21 In fact, “the U.S. producers on
the West Coast, CSI and EVRAZ, had capacity utilization levels in 2015... which were lower
than those of the domestic industry as a whole.” With substantial capacity to supply
Steelscape, the only reason the company has requested an exclusion for its imports is to maintain
access to unfairly priced imports of hot-rolled coil. To the extent that Steelscape actually
believes that there is a long-term supply issue with obtaining hot-rolied steel on the West Coast,
the company should consider installing a hot end to melt and pour steel in the western United
States.

Furthermore, Steelscape’s claims that it must import steel from its corporate parents
because it is not structured to receive hot-rolled steel by rail from elsewhere in the United States
are unavailing, This assertion is directly contradicted by Steelscape’s own website, which
explicitly states that ““Steelscape’s facilities . . . are strategically located near major truck, ship
and rail routes to best serve the U.S. market.”* Steelscape itself reported that it uses 250 railcars
per month to ship processed cold-rolled from its facility. These same railcars could be used to
transport hot-rolled to the facility. Furthermore, in a document from April 2015, Steelscape
itself identified Nucor in Indiana and North Star BlueScope in Ohio as domestic suppliers from
whom it purchases hot-rolled steel, Steelscape’s perceived issues concerning its ability to
receive hot-rolled steel from U.S. producers could be rectified by making relatively minor
investments in additional handling equipment at its facilities.

Finally, Steelscape has not alleged that there are any physical impediments to U.S.
producers increasing their sales to Steelscape, Nor are there issues involving quality or specialty
products. Indeed, counsel for Steelscape’s parent company, Bluescape, has stated before the
USITC that the steel it supplies Steclscape “is not a unique specialized product.” Rather, the
real reason Steelscape prefers imports from Australia, Japan and other countries to U.S. product
is, quite simply, price. Thus, the Department should deny Steelscape’s request to exclude its
imnports from the agency’s Section 232 investigation.

u Conf. Tr, at 88 (Mr. Schagrin), attached at Exhibit 33.

a Certain Hot-Rolled Steel Flat Products from Australia, Brazil, Japan, Korea, the Netherlands, Turkey, and

the United Kingdom, ITC Pub. 4638, Inv. Nos. 701-TA-545 and 73] TA 1291-1297 (Final} (Sept. 2016) at 34,,
n.176.

= Ceriain Hot-Rolled Steel Flat Products from Australia, Brazil, Japan, Korea, the Netherlands, Turkey, and

the United Kingdom, ITC Pub. 4638, Inv. Nos. 701-TA-545 and 73] TA 1291-1297 (Final) (Sept. 2016) at 34.,
n.176.

= See Nucor’s Post-Conference Brief at Exhibit 7, attached at Exhibit 34.
% Id at Exhibit 7.
25 fd.
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D. The Department Should Deny the Exclusion Request for Tire Cord Wire
Rod

The U.S. Tire Manufacturers Association (“TMA™) argued that the Department should
exclude tire cord wire rod.%® Specifically, the TMA argued that the domestic steel industry does
not produce grade 1080 tire cord quality wire rod and cannot meet the high quality standards of
tire manufacturers,”’ According to the TMA, the domestic producers® exclusion of tire cord wire
rod from the 2002 investigation on Wire Rod from Brazil, Indonesia, Mexico, Moldova, Trinidad
& Tobago, and Ukraine somehow confirms that domestic producers-do not have the capability of
producing tire cord wire rod.”® These arguments are without merit.

The U.S. wire rod industry has the capability of producing tire cord quality wire rod. In
fact, the USITC recently found that “the domestic industry produced and shipped appreciable
quantities of tire cord and tire bead wire rod .., during the period of investigation.”® At the
USITC Staff Conference in Wire Rod from Belarus, litaly, Korea, Russia, South Africa, Spain,
Turkey, Ukraine, United Arab Emijrates, and the United Kingdom, domestic producers testified
that they can and do make wire rod products for rubber reinforcement.® For example, Steve
Ashby, of Keystone Steel, testified that Keystone makes tire bead “on a production basis.”*
Moreover, EVRAZ, a domestic producer of wire rod, makes 1080 tire cord, the same product for
which TMA requests exclusion,”® Thus, contrary to the TMA’s claims, the domestic industry
produces or has the capability to produce tire cord quality wire rod. As the TMA acknowledged,
tire cord wire rod is critically important to the national security of the United States.” Tire cord
wire rod is used to reinforce the tires of automobiles, including military vehicles used in national
defense.* As a resuit, the Department must ensure that the United States has sufficient domestic
capability to protect its national security interests, While TMA and several respondents at the
USITC Staff Conference placed preat emphasis on the domestic industry’s inability to meet the
demanding specifications of tire cord wire rod, the domestic indusiry does produce this product
and could produce inore if market conditions warranted.®® Several witnesses for the domestic

% See Testimony of Tracey Norberg, Senior VP and General Counsel, U.8, Tire Manufacturers Association,

Although the Ms, Norberg mentioned “bead wire” or tire bead quality wire rod in her testimony, TMA’s exelusion
request was Himited to “tire cord wire rod.” Id

z Id

® Id

# See Carbon and Certain Alloy Steel Wire Rod from Belarus, Italy, Korea, Russia, South Afvica, Spain,

Turkey, Ukraine, United Arab Emirates, and the United Kingdom, USITC Pub 4693, Inv. Nos. 701-TA-373-574 and
731-TA-1349-1358 (Preliminary) (May 2017} at 20,

e See Transcript of Staff Conference, Inv, Nos. 701-TA-373-574 and 731-TA-1349-1358 (Preliminary),
United States International Trade Commission, dated April 18, 2017, at 154-155) (“ITC Transcript”), attached at
Exhibit 35,

3 1d

3 fd.; see alvo Evraz Website Excerpts, attached at Exhibit 36.

¥ See Testimany of Tracey Narberg, Senior VP and General Counsel, U.S. Tire Manufacturers Association.
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industry testified at the USITC Staff Conference that due to unfair imports, their ability to
compete in the tire cord market has been limited*® Indeed, in 2015, the domestic wire rod
industry’s capability to produce tire cord wire rod was diminished because unfairly traded
imports resuited in the closure of ArcelorMittal USA’s Georgetown, South Carolina wire rod
plant, which produced tire bead and tire cord wire rod. An exclusion for tire cord wire rod would
only erode further the U.S, wire rod industry’s ability to produce this grade of wire rod.

To the extent that the TMA believes that there are any weaknesses in the domestic
industry’s ability to supply tire cord wire rod in the United States, any action recommended by
the Department should encourage the redevelopment of U.S. producers’ full capabilities to
produce this prade of wire rod. In addition, given that the qualification process to supply tire
cord wire rod can be lengthy, any Department action should encourage the qualification of
domestic sources, Carefully structuring action fo adjust imports and promote additional
domestic manufacturing of tire cord products would be consistent with national security
interests.

Finally, the fact that tire cord wire rod was excluded from the 2002 wire rod case has no
bearing on whether tire cord wire rod should be excluded from the Section 232 investigation,
First, the domestic industry opted to exclude certain 1080 grade tire cord and tire bead quality
wire rod in the 2002 investigation to accommodate certain customers with the expectation that
doing so would re-shore some percentage of the tire industry’s requirements for that type of wire
rod. Those orders, however, failed to materialize in the manner that the domestic industry had
anticipated.” Second, TMA sim;:»ly ignored the intervening 2014 case on Carbon and Certain
Alloy Steel Wire Rod from China. % In that case, the domestic industry included tire cord and tire
bead quality wire rod within the scope of the investigation. The ITC treated all wire rod as a
single domestic like product and the Department treated all wire rod as a single class or kind of
merchandise. The Department, therefore, should reject the unsupported arpument that the
exclusion in the 2002 case has any bearing on whether tire cord wire rod should be excluded
from this investigation. The Department should also reject the TMA’s request to exclude tire
cord wire rod from the Section 232 investigation.

36 Id at155-160,
i See, ITC Transcript at 160-161, attached at Exhibit 35.
* Carbon and Certain Alloy Steel CASWR from China, Inv. Nos. T01-TA-512 and 731-TA-1248 (Final),

USITC Pub. No. 4509 at 5-6. All forms of grade 1080 and higher tire cord and tire bead quality CASWR were
included in the Department’s 2014 investigation as well, which comprised a single class or kind of merchandise.
Carbon and Certain Allny Steel CASWR; Preliminary Determination of Sales at Less Than Fair Value and
Preliminary Determination of Critical Circumstances, in Part, 79 Fed. Reg. 54,678 (Sept. 12, 2014) and
accompanying [ssues and Decision Memorandum, Aug. 29, 2014 at 3-4,
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E. The Department Should Deny Ohio Ceatings Company’s Exclusion Request
for Black Plate

At the hearing, Ohio Coatings Company’s (“OCC™) CEO requested that the De]garl.ment
exclude “specialty” black plate from the Department’s Section 232 investigation,
company uses black plate as the substrate to produce its downstream tin mill products.”® OCC
argued that because it does not maintain a cagtlve supply of black plate, the company is required
to source black plate from foreign suppliers.” While OCC admitted that it currently purchases
black plate from U.S. steel producer, ArcelorMittal USA, LLC (“AMUSA™), OCC asserted that
the U.S. steel industry could not fully supply the company with its raw material requirements.*
These arguments are without merit and should be rejected by the Department,

In 2016, OCC presented similar arpuments before the USITC in the context of the
agency’s domestic like product analysis and the USITC rejected these claims.*® In fact, the
USITC has consistently found that black plate and cold-rolled steel are a single domestic like
product and that black plate does not warrant a separate injury analysis.** Contrary to 0CC’s
assertions that black plate is a “specialty” product, the USITC found that black plate is simply a
thin light gauge, cold-rolled steel product used to produce multiple products including tin mull
products, construction groducts oi] filters and other automotive applications, toys, serving trays,
and household goods.™ Furthermore, the USITC found that black plate and cold-rolled steel
share the similar physical characteristics, uses, price, and some interchangeability.*® Black plate

# See Testimony of Jim Tennant, CEQ, Ohio Coalings Company.

" See id
“ See id.
s See id.
# See Cold-Rolled Steel Flat Products from China and Japan, USITC Pub. 4619, Inv. Nos. 701-TA-541 and

731-TA-1284 and 1286 (Final) (July 2016) at 8-10 (finding that the black plate is not a separate like product from
cold-rolled steel). The USITC “‘has rejected the argument that black plate should be defined as a separate domestic
like product from other types of cold-rolled steel. See Certain Cold-Rolled Steel Produicis from Argenting, Brazil,
China, Indonesia, Japan, Russia, Slevakia, South Africa, Tarwan, Thatland Turkey, and Verneruela, Inv. Nos. 701-
TA-393-396 and 731-TA-829-840 (Preliminary), USITC Pub. 3214 {(July 1999) at 7-8; Ceriain Flai-Rolled Carbon
Steel Products from Argentina, Australia, Austria, Belgium, Brazil, Canada, Finland, France, Germany, Italy,
Japan, Korea, Mexico, the Netherlands, New Zealand, Poland, Romania, Spain, Sweden, and the United Kingdom,
Inv, Nos. 701-TA-319-332, 334, 336-342, 344, and 347-353 and 731-TA-573-579, 581-592, 594-597, 599-609, and
612-619 (Final), USITC Pub. 2664 (August 1993) at 87-89.

“ See id at 10, n.30 (“While prior like product determinations are not precedential, we note that in previous

cold-rotled steel investigations, the Commission The USITC “‘has rejected the argument that black plate should be
defined as a separate domestic fike product from other types of cold-rolled steel”) citing Certain Cold-Rolled Steel
Products from Argenting, Brazil, China, Indonesia, Japan. Russia, Slovakia, South Africa, Taiwan, Thailand,
Turkey, and Venezuela, Inv, Nos, 701-TA-393-396 and 731-TA-829-840 (Preliminary), USITC Pub. 3214 (July
1999) at 7-8; Certain Filat-Rolled Carbon Steel Products from Argenting, Australio, Austria, Belgium, Brazil,
Canada, Finland, France, Germany, Italy, Japan, Korea, Mexico, the Netherlands, New Zealand. Poland, Romania,
Spain, Sweden, and the United Kingdomn, Inv. Nos. 701-TA-319-332, 334, 336-342, 344, and 347-353 and 731-TA-
573-579, 581-592, 594-597, 599-609, and 612-619 (Final), USITC Pub. 2664 {August 1993) at §7-89.

+ See Cold-Rolled Steel Flat Products from Ching and Japan, USITC Pub. 4619, Inv. Nos. 701-TA-541 and
731-TA-1284 and 1286 (Final) (July 2016) at 9, 10, n.28,
% Id
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and cold-rolled steel share similar manufacturing process, and are made in the same facilities by
the same employees.'” As imports of cold-rolled steel continue to harm national security
interests, so too do imports of black plate.

Further, OCC itself recognized, there are at least three U.S. steel producers that could
supply OCC with black plate.*® QCC already sources approximately 40 percent of its black plate
from AMUSA.* While OCC could presumably purchase additional black plate from U.S.
producers such as UPI, the company simply chooses to purchase only a limited portion of its
black plate from U.S. producers. Indeed, the record of the USITC investigation in Cold-Rolled
Steel from China and Japan demonstrates that “Ohio Coatings reduced its purchases from
ArcelorMittal and increased its purchases of black plate from Japan and Korea over the POL"*
QCC’s decision to use an import supply model, which directly undermines the U.S.
manufacturing sector, is not a justification to be granted an exclusion in this investigation. Thus,
the Department should deny OCC’s request to exclude black plate from the Department’s
Section 232 imvestigation.

F. The Department Should Deny the Exclusion Request for Tin Plate

The Can Manufacturers Institute (“CMI”) argued that tin plate should be excluded from
the Department’s investigation.”® Tin plate is a tin-coated flat-rolled steel product that is
manufactured from black plate, which is the basic material for the production of tin mill
products.”® According to CMI, the Department and the USITC have found that tin plate products
are separate categories from other coated steel sheet products.” CMI also argued that the
domestic industry does not have the capacity to satisfy domestic demand for tin plate and U.S.
producers frequently experience shipment delays.”® The Department should deny CMI's
exclusion request.

Several U.S, steel producers have the capability and capacity of supplying tin plate to the
domestic market.”® Indeed, U.S. Steel Corporation, AMUSA, UPI, and OCC currently produce
tin plate in the United States.’® In 2011, the USITC reported in its sunset review of Tin-and

47 Id

‘“’ See Testimony of Jim Tennant, CEO, Ohio Coatings Company (identifying ArcelorMittal, United States

Steel Corporation, and USS-POSCO Industries (“UPI™) as domestic producers of black plate).
49
id

30 See Cold-Rofled Steel Flat Products from China and Japan, USITC Pub. 4619, Inv. Nos. 701-TA-541 and
731-TA-1284 and 1286 (Fiual) (July 2016} at 17, n. 66.

3t See Testimony of Robert Budway, President, Can Manufacturers Institute.

2 See Tin-and Chromium-Coated Sieel Sheet Jfrom Japan, USITC Pub 4325, Inv. No. 731-TA-860 (Second
Review) (May 2012},
* See Testimony of Robert Budway, President, Can Manufacturers Institute.
34 Id
5 See Tin-and Chromium-Coated Steel Sheet from Japan, USITC Pub 4325, Inv. No. 731-TA-860 (Second
Review) (May 2012} at 5.
3 See id
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Chromium-Coated Steel Sheet from Japan, that the U.S. tin plate industry maintained over 3.5
million tons of capacity.”” While the domestic industry has lost some production capacity to
produce tin plate through the idling of RG Steel in 2012, RG Steel’s operators indicated that “the
effect of low-priced imports on the U.S. market” were a cause of the plant’s failure to restart and
eventually shut down.”® Furthermore, although tin plate was excluded from the scope of the
corrosion resistant steel products (“CORE”) investigations, U.S. stee]l companies producing tin
plate have petitioned for relief from unfairly traded imports.”® Given that the United States has
lost some production capabilities of tin plate due to “low-priced imports,” yet maintain the
capability to produce this product, the Department should deny CMI’s request to exclude tin
plate.

3 See Tin-and Chromium-Coated Steel Sheet from Japan, USITC Pub 4325, Inv. No. 731-TA-860 (Second
Review) (May 2012) at 5.

3 USW Not Confident on Yorkvilfe Plant Restart, the Intelligencer, Wheeling News Register, artached at
Exhibit 37.

9 See Tin-and Chromium-Coated Steel Sheet from Japan, USITC Pub 4325, Inv. No. 731-TA-860 (Second
Review) (May 2012) at 5.
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Introduction

This analysis presented by the U.S. steel mdustry addresses the importance of domestically-
produced steel to our nation’s overall national defense objectives and the increased need for steel
to bolster our economic and military security. The President and other U.S. government leaders
have recognized repeatedly the critical interdependence of steel and national security. The American
steel industry and the thousands of skilled men and women who comprise its workforce produce high
quality, cost-competitive steel products for military use in applications ranging from aircraft carriers
and nuclear submarines to Patriot and Stinger missiles, armor plate for tanks and field artillery
pieces, as well as every major military aircraft in production today. These critical applications require
consistent, high quality on-shore supply sources.

While leading-edge defense applications represent only a small portion of overall domestic sales
of steel products, defense-related materials are produced on the same equipment, using some of
the sarne technology, and are developed by the same engineers who support the larger
commercial businesses of steel companies in the U.S. Thus, the companies are not typical
defense contractors who derive the majority of their sales and profits from their defense business.
1t is the overall financial health of U.S. steel producers, and not simply the profitability of their
defense business, that is essential to their ability to be reliable defense suppliers.

The domestic steel industry also believes that, over an extended period of time, the Umited States
could lose much of its steel-related manufacturing base if 1J.S. steel consumers continue to move
production offshore due to market-distorting foreign povemment incentives and due to unsound
economic policies at home. If we continue to lose our manufacturing base due to market-
distorting foreign competition or U.S. economic policies that are hostile to domestic investment
and U.S.-based manufacturing, it could become impossible to produce here; the U.S. military
would lose its principal source of strategic metals; and we as a nation would become dangerously
dependent upon unreliable foreign sources of supply.

The U.S. steel industry, consisting of all carbon and alloy steel producers and specialty metal
producers, employs more than 160,000 highly skilled workers who produce over $60 billion of
high quality steel and high-technology specialty alloy products annually. The industry includes
state-of-the-art, large and small electric arc furnace producers (or “mini mills”) that make steel
from recycled scrap, and highly efficient large “integrated” steel producers who make steel from
virgin materials and recycled steel.




Steel is produced in many forms, including flat-rolled and long products, carbon pipe and tube
products, wire and other fabricated products. Carbon and alloy steel is used in all major end-use
markets, including construction, automotive, machinery, appliance and containers. Specialty
steels are high technology, high value materials, produced by small and medium-sized
companies. These specialty metals are used in extreme environments that demand exceptional
hardness, toughness, strength and resistance to heat, corrosion and abrasion, such as in the
aerospace and chemical processing industries. All segments of the domestic steel industry
contribute directly or indirectly to the defense industrial hase.

Criticality of the Steel Industry to the National Defense
and the Defense Infrastructure

The U.S. carhon/alloy and specialty steel industries are vital partners to American defense
contractors and to the DOD. Domestic and specialty metals are found in virtually every military
platform. Whether it is mussiles, jet aircraft, submarines, helicopters, Humvees® or munitions,
American-made steels and specialty metals are crucial components of U.S. military strength. A
few examples follow:

1. The Joint Strike fighter F135 engine, the gears, bearings, and the body itself, will use
high performance specialty steels and superalloys produced by U.S. specialty steel
companies.

2. Land based vehicles such as the Bradley Fighting Vehicle, Abrams Tank, and the family
of Light Armored Vehicles use significant tonnage of steel plate per vehicle.

3. Steel plate is used in the bodies and propulsion systerns of the naval fleet.

4, The control cables on virtually all military aircraft, including fighter jets and military
transport planes, are produced from steel wire rope.

Numerous additional examples illustrating how steel and specialty metals directly suppont the
U.S. defense industrial base are provided in Appendices 1 and 2. These materials are an integral
part of many diversified military applications and, as such, are in a continwing state of
technological development.

Steel’s importance to the military must also be looked at in a broader context to include both
direct and indirect steel shipinents to the military infrastructure that are needed to support our
defense efforts, both at home and overseas -- e.g., all of the steel that goes into the rails, rail cars,
ground vehicles, tanks, ships, military barracks, fences and bases, which are not classified as
shipments to ordinance, aircraft, shipbuilding or other mulitary uses.

The September 11 attacks on the United States made it clear that (1) steel will be needed to
“harden” existing U.S. infrastructure and installations and (2) a strong and viable domestic steel
industry will be needed to provide immediate steel deliveries when and where required.
Consider the potential difficulties the 1.8, would face in defending, maintaining and rebuilding
infrastructure in an environment where our nation is largely dependent upon foreign steel. By
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U.S. Domestic Steel Shipments for Application in Defense and Weapons Systems, 2002-2006

Steel Product -Descrigion

Additional Comments/information

Cold Finished Steel Bars

lAgincationfT’roiecHT?rogram

Hydra 70 missile & Zuni nozzle body

Cold Finished Steel Bars

Medjurn caliber ammunition

Hot Rolled Carbon Bands Shell casings Defense priority rating DO-AS
Hot Rolled Carbon Bars 155mm M107 projectile High volume ordnance program
[Hot Rolled Carbon Bars 120mm mortar

Hot Rolled Round Bar, SAE 1030, EFM

25mm cartridge cases

Hot Rolled Round Bar, SAE 1144, EFM

Munitions - live

Hot Rolled Round Bar, SAE 1215, EFM

Munitions - practice

Hot Rolled Round Bar, SAE 5160H, EFM

Bradley track pins

Hot Rolled Round Bar, SAE 8650H, EFM

Bradley track pins

Plates-Carbon, HSLA and 4140 Alloy, 3/8-3"X72-120"X120-1,000"

Unknown - Shipped through S8Cs

Plates

Stryker Vehicle

Plates - Carbon, HSLA, Military Alloy

Naval Shipbuilding and Repair

Plates M1 Tanks, Bradley Fighting Vehicles refurbishment, rebuilding, upgrading
Plates Future Combat System (FCS) Vehicles weight reduction program
Plates Long Term Armoring Strategy (LTAS) Trucks _{weight reduction program

Special Bar Quality - Grade 8650HD 1 5/16" Rounds

Tank track pins

Steel wire

Tow missiles

AISISMA February 2006 Survey of Member Companies
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3.2 Trillion Miles Driven On U.S. Roads In 2016
New Federal Data Show Drivers Set Historic New Record

WASHINGTON — New estimates released today by the Federal Highway Administration
{(FHWA) show that U.S. driving topped 3.2 trillion miles last year. It is the fifth straight year
of increased mileage on public roads throughout the nation, and underscores the demands
facing America’s roads and bridges, and reaffirms calls for greater investment in surface
transportation infrastructure.

The new data, published in FHWA’s latest “Traffic Volume Trends” report — a monthly
estimate of U.S. road travel — show that more than 263.6 billion miles were driven in
December 2016 alone, which is a .5 percent increase over the previous December.

The December 2016 report also includes seasonally-adjusted data, which is conducted by
USDOT’s Bureau of Transportation Statistics as a way to even out seasonal variation in
travel and enable vehicle miles travelled (VMT) comparisons with any other month in any
year. The seasonally-adjusted VMT for December 2016 were 269.3 billion miles. Compared
with seasonally adjusted November 2016 data, December 2016 VMT fell slightly by .6
percent but rose 0.6 percent from December 2015. The estimates include passenger vehicle,
bus and truck travel.

At 2.9 percent, traffic in the West — a 13-state region stretching from California to Montana,
and including Hawaii and Alaska — led the nation with the largest percentage increase in

hitps:/iwww.lhwa.dol.gov/pressroomAhwa1704.cfm
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unadjusted VMT, and continued an uninterrupted series of rnonthly increases that began in
October 2013. Mileage fell slightly in the Northeast and North Central states,

At 33.9 billion VMT, California accounted for more miles driven in December 2016 than the
combined 33.8 billion miles of 22 states — Alaska, Arkansas, Connecticut, Delaware, Hawaii,
Idaho, Iowa, Kansas, Maine, Mississippi, Montana, Nebraska, Nevada, New Hampshire,
New Mexico, North Dakota, Rhode Island, South Dakota, Utah, Vermont, West Virginia,
Wyoming — and Washington, D.C.

At 5.8 percent, Louisiana led the nation with the largest unadjusted single-state traffic percent
increase compared to the same month a year earlier, followed by Utah at 5.2 percent and
Nevada at 5.1 percent. At 6.2 percent, for the tenth month in a row, North Dakota led the
natton with the largest unadjusted traffic decrease for the month.

To review the YMT data in FHWA's "Traffic Volume Trends" reports, which are based on
information collected from more than 5,000 continuous count stations nationwide, visit
https.//www.fhwa.dot. gov/policyinformation/travel monitoring/tvt.cfm.

#EH
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Page posted on February 21, 2017,

hitps /Awww fiwa dat.gov/pressroom/iw at 704.cfm




EXHIBIT 3



Download NBI ASCII files Bridge Tables National Bridge Inventory Bridge Inspecti... Page 1 of 4

Bridges & Structures

Download NBI ASCII files 2016

Note: A status considening the "10 Year Rule" and a status not considering the "10 Year Rule" is now
contained in the data files available for download. Record layout describes the positioning of the data
items. Further discussion of deficiency status can be found at hitps://www.fhwa.dot.gov/bridge/briiab.cfm.

Delimited Files

No Delimiter
= Download Highway Bridges for all States (individual state files) as a zip file {51 mb).

= Download Highway Bridges for all States (all states in a single file) as a zip filte (51 mb).
» Download all records. Includes non highway and routes under bridges zip file (56 mb).

No Delimiters

State No. Highway Bridges
Alabama 16,098
Alaska 1,488
Arizona 8,154
Arkansas 12,871
California 25431
Colorado 8,682
Conngcticut 4,214
Delaware 877
District of Columbia 245
Elorida 12,313
Georgia 14,835
Hawaii 1,132
Idaho 4,445
inois 26,704
Indiana 18,245
lowa 24,184
Kansas 25,013
Kentucky 14,265
Louisiana 12,915

https://www.fhwa.dot.gov/bridge/nbi/ascii.cfm?year=2016 5/30/2017




Download NB1 ASCII files Bridge Tables National Bridge Inventory Bridge Inspecti...
State No. Highway Bridges
Maine 2,450
Maryland 5,321
Massachusetts 5171
Michigan 11,156
Minnesota 13,355
Mississippi 17,068
Missouri 24,468
Montana 5276
Nebraska 15,334
Nevada 1,933
New Hampshire 2,486
New Jersey 6,730
New Mexico 3,873
New York 17,462
North Carolina 18,099
Narth Dakota 4,400
Ghio 28,284
Oklahoma 23,053
Qregon 8,118
Pennsylvania 22,7
Puerto Rico 2,308
Rhode Island 772
South Carolina 9,358
South Dakota 5,849
Tennessee 20,123
Texas 53,488
Utah 3,039
Vermont 2,766
Virginia 13,892
Washington 8178
West Virginia 7.217
Wisconsin 14,230
Wyoming 3,128
Totals 614,387
https://www.fhwa.dot.gov/bridge/nbi/ascii.cfin?year=2016

Page 2 of 4

5/30/2017




Download NBI ASCII files Bridge Tables National Bridge Inventory Bridge Inspecti...

Delimited files
files are comma separated and the single quote is the text qualifier.
+ Download Highway Bridges for ali States (individual state files) as a zip file (52 mb).

* Download Highway Bridges for all States (in a single file) as a zip file zip file (52 mb)
+ Download all records. Includes non highway and routes under bridges zip file (55 mb).

Comma Delimited

State No. Highway Bridges
Alabama 16,098
Alaska 1,488
Arizona 8,154
Arkansas 12,871
California 25,431
Colorade 8,682
Connecticut 4,214
Delaware 877
District of Columbia 245
Elorida 12,313
Georgia 14,835
Hawaii 1,132
Idaho _ 4,445
lllinois 26,704
Indiana 19,245
lowa 24,184
Kansas 25,013
Kentucky 14,265
Louisiana 12,915
Maine 2,450
| Maryland 5,321
Massachuselis 5171
Michigan 11,156
Mirtnesota 13,355
Mississippi 17,068
Missouri 24,468
Maontana 5,276
Nebraska 15,334

https://www.thwa.dot.gov/bridge/nbi/ascii.cfm?year=2016

Page 3 of 4

5/30/2017




Download NBI ASCI files Bridge Tables National Bridge Inventory Bridge Inspecti...

State No. Highway Bridges
Nevada 1,833
New Hampshire 2486
New Jersey 8,730
New Mexico 3,073
New York 17,462
North Carolina 18,099
North Dakota 4,400
Ohio 28,284
Oklafoma 23,053
Oregon 8,118
Pennsylvania 22,791
Puerto Rico 2,308
Rhode [sland 772
South Carolina 9,358
South Dakota 5,849
Tennessee 20,123
Texas 53,488
Utah 3,039
Vermont 2,766
Virginia 13,892
Washingten B,178
West Virginia 7.217
Wisconsin 14,230
Wyoming 3,128
Totals 614,387

Page 4 of 4

PDF files can be viewed with the Acrobat® Reader®

Federal Highway Administration | 1200 New Jersey Avenue, SE | Washingtan, DC 20580 |

202 366 4000

https://www.fhwa.dot.gov/bridge/nbi/ascii.cfin?year=2016

5/30/2017
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structures ta hold the lines. Steel (black
iron} was also used to construct select
iransmission line structures and mast
substation frames The designs were
basic in nature and were small in com-
parison to today's standards. Some utili-
ties even ordered steel windmill struc-
tures from Sears Roebuck catalogues
and made design changes to accommo-
date the transmission conductors. Many
utilities still have some of these older
structures in service today. These are
what I will refer to as the first genera-
tion structures,

Aler the war, as the economy rapidly
expanded, the demand for electricity
grew in proportion. Power plants were
built, and the transmission infrastruc-
ture had to keep up. The number of new
line support structures exploded, and
construction cantinued nearly unabated
for the next 3 decades. Utlities were
moving to higher voluage transrmission
line voltages with larger and heavier
conductors to transporl the electricity to
meet this growth in demand, The need
for a stronger structure to support these
heavier conductors, an increased con-
ductor spacing far higher voltages, and
longer span lengths dictated the need for
a material that could easily obtain height
and strength requirements This translat-
ed to erecting tens of thousands of steel
structures throughout North America in
a relatively short period. This period saw
the largest number of steel structures
installed on the transmission line system.
These are the second generation strue-
tures and the second part of the equa-
Lion.

The electric utility industry generates
nearly 4,000 billion kilowatt hours of
electricity from 2,100 power plants in
the US, and Canada alone, delivering
power through more than 300,000 miles
of high voltage transimission line. If we
assurne an average of eight structures
per mile on tranamission lines alone, that
would translate into approximately 25
million structures, conservatively speak-

www. paintsqguarne. corm

ing. Even with many transmission struc-

tures made of wood or concrete, it is rea-

sonable to estimate that there would be

hundreds of thousands of steel transmis-

sion structures and supports (such as

stub poles) in just the U.S. and Canada.
In reality, transmission line failures

are on the horizon unless we take

action and take it soon. The electric util-

ities must have inspections that identi-

fy potential issues before they happen,

allowing time for corrective repairs to

be made prior to a facility failure. There

are several contributing factors:

+ Aging Infrastructure

= Past Design Practices

* Environmental Conditions

+ Understanding

* Inspection and Maintenance

Practices

« Maintenance Budgels

Aging Infrastruciure
The aging infrastructure and the assump-
tion that steel structures will last forever
must be addressed. In reality, there are
periodic maintenance requirements for
these structures, carbon or galvanized
steel. Utilities have been performing

maintenance on their lines, but mostly on
the first generation structures, those built
in the first half of the 1900s The higger
ticket items are usually 20 to 30 years
into the life of the structure. Based on the
grid's construction time line since the
1900s, an enormous number of struc-
tures are now 30 to 40 years of age (Fig.
1

The majority of North American trans-
mission lines were built {rom the 1960s
thru the 1990s Many utilities report a
larger mumber of transmission structures
erected during 4 decades than in the
other 70 years since 1900 combined,
with construction concentrated in the
‘60s through 'B0s. These second genera-
tion lines, due to their current age and
large number of structures, will signifi-
cantly iricrease the overall maintenance
work required to keep the transmission
system safe and reliable, as many struc
tures will require attention all at ence.

When discussing the maintenanoce of
steel transmission structures, there are
iwo major areas of concermy: the above
grade or atmospheric exposure portion
of the structure and the below grade sur-
faces, commonly referred to as footings

Fig. 1: Construction timeline of the electric grid throughout the 200 cemury.
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or foundations (Fig. 2). It is important to
address both areas as part of a mainte-
nance program. Protecting the above
grade section of a structure does no
good iF it topples over due to failure
from corrosion at the groundline, just as
maintaining the footings does not suc-
ceed if the arms &1l off rom rust-
through. A comprehensive program
involving inspection, repair, and mainte-

fip. 2: The helow grade surface, often calfed the
foating or foundation, is a major area of mainte-
nance concem. Fligs. 1-5 courtesy of the author,

nance of both structure sections is
imperative. NACE International and
IEEE (Institute of Electronic and
Electrical Engineers) have recognized
this and have formed two joint commit-
tees to author standards on corrosion
control of existing structures addressing
both areas of concern. These standards
are well on their way to publication.

Past Dositm Practices
Many of the electric ntility design prac-
tices did not take into consideration
potential issues associated with main-
taining steel structure components.
Many of the earlier stegl structures
were designed with the steel footing in
direct contact with the earth (Fig. 3). In
many cases, depending on the chemical
make-up of the soil, the steel footing in
the earth may not be a big issue, but

4

footing is in direct conlact with the ground.

wilh the simple addition of a copper
ground field, the structure becomes
exposed to galvanic reaction, which may
cause the steel components to be com-
promised,

Om other designs, with foundation, the
specification was to have the reveal (par-
tion of concrete footing above ground) 6
inches to 1 foot above the ground. With
all of the activities along the utility line
right-of-ways, combined with natural
erosion, many foundations became cov-
ered by soil, thus allowing corrosian to

begin.

Fig. 4: Steef latticework can lrap moisture, causing
accelerated corrosion.

JPCL July 20746

Fig. 3: On some oider stegl structures, the steel

Other aspects of structure design also
often did not account for maintenance
issues. Tight steel latticewark was used
many Limes, causing accelerated corro-
sion because of moisture trapped in Lthe
latticework, which itself is exceptionally
dilficult to properly clean and coat (Fig.
4). Ladder clips, arm attachments, and
other design factors also cantributed to
maintenance difficulties and costs.

Environmental Coniitions
In the early 1900s environmental condi-
Lions were not a major focus or concern.
After WWII and the rapid economic
growth, many factaries were built and
the economy was flourishing. Families
that had traveled by foot and horse-
drawn carriages were now buying auto-
mohiles Large plants of all types were
being built, and towns and cities were
bursting as people moved in to fll the
job market, From this time farward, the
air quality would be an issue for steel
structures, although its significance was
niot known ariginally. But the effects of’
atmospheric emissions from the rapid
growth can be seen on many older steel
sbructures,

Agricultural practices were continuing
to change in an effbrt to grow more veg-
etables per acre of land. This effort intro-
duced products to help speed up growth,
but now we know that some of the
chemicals used can also cause or acceler-
ate corrosion of the structure, especially
the critical groundline portion of steel
striuctures,

Undersianding
It is understandahle that in an effort to
keep up with the demand for new prod-
ucts, the North American economy was,
and is, operating at full speed With the
increased demand for manufacturing
also came the increased demand for elec-
tric power to run the factortes. With the
arccelerated growth of computer and
other electranic technology, we are even
more energy hungry today. Thanks to
extensive and continuing research, we

www. paintsquane.corm






greatest effect on the langevity of protec-
tion, but the quality of product and its
application are other critical factors
{Fig. B).

When the galvanizing or paint [ilm
can ro longer adequalely protect the
suhstrale, a new barrier must be
applied Lo fend off the costly ramifica-
tions associated with corrosion. The
most practical and cost-effective
method of “re-protecting” the struc-
ture is the application of a paint or
coating specifically intended for this
use. When properly formulated, speci-
fied, manufactured, and applied, cer-
tain coatings can protect a transinis-
ston structure for 25 years or more.

Surface Preparation and
Repainting to Reduce Corrosion
The surface preparation methods rec-
ommended for weathered galvanized
or previously painted structures nor-
mally entail hand teel cleaning (wire
brushing or scraping) in accordance
with S8SPC-SP 2. Some structures may
require more advanced methods, but
because surface preparation is the
slowest, hardest, and most costly
aspect of painting a transmissien
structure, the primary objective is Lo
paint with a coating designed for mini-
mal surface preparation. The goal is to
paint BEFORE the galvanizing or the
existing coatings have deteriorated to
the point where involved surface
preparation and multiple coat paint
systems are required. The most cost
effective time to paint a transmission
structure is when spot scraping or
wire brushing is all that is required.
This practice is one sure way of
reducing system life cycle costs,

To further complicate the situation,
the original coatings on transmission
structures may contain lead. If the
specification requires the removal of
old paint from the structure, it is
essential to determine whether or not
there is lead present in the cld coat-
ing. If present, procedures in accor-

6

Flg. 6: State and Federal laws require containment of lead paint to protect workers,

resfdential areas, and the environment.
Courtesy of Savannah Aiver Crossing, Georgla Power Company

dance with the OSHA and other
applicable regulations must be imple-
mented to protect workers from over-
exposure Lo lead. A job-specific lead
compliance program is a required sub-
mittal on today’s transmission struc-
ture painting prejects,

State and Federal environmental
laws also require the conlractor to
take necessary steps—with an appro-
priate method of containing the lead
paint, usually through an acceptable
containment system—to prevent lead
paint from polluting the environment
(Fig. 6). On a complex structure such
as a transmission tower or pole, this is
extremely costly, not to mention the
costs and ramifications due to

JPCL September 28068

required outages. For structures locat-
ed in a residential area this issue
becomes even more sensitive. The old
paint, which is contained and collect-
ed, must be tested for its level of toxi-
city, and the waste must be handled in
compliance with EPA requiremnents.

Furthermore, if lead is involved,
Lotal removal might be specified. More
extensive surfacc preparation will
result in much higher concentrations
of airborne lead that put workers and
the environment at risk. Protecting
workers and the environment will
require much more elaborate and
expenalve procedures, Again, costly
circuit outages will also be required
due to the use of power tools and

www. paintsquare. con




other required equipment. Thus, total job costs will rise
exponentially if significant surface preparation procedures
are required.

The application of paint to a transmission structure is
more complicated than it might seem. This type of painting
involves climbing lattice type towers or tubular poles that
vary in size and configuration depending on voltage. Most
nften, these structures are painted while energized when
appropriate phase to structure distance, or the Minimum
Approach Distance {the safe distance specified by OSHA
or the utility that a worker must stay away from the ener-
gized conductor—varies depending on circuit voltage) can
be satisfied. Painting a lattice-type structure is a team
effort. For example, a crew of 3 or 4 painters will paint a
standard 100 ft lattice tower in 2-3 hours.

For the most part, application is accomplished using a
paint mitt. Brushes or rollers are used on certain structure
components, Experience is an important factor in using
either method of application as it very important that the
specified film dimension is achieved and a smooth consis-
tent film is obtained.

Protection of workers and the environment is para-
mount. Safety associated with the coating application to a
structure involves, among other things, proper procedures
and equipment for dimbing elevated complex structures
and working around energized lines. Additional safety and
environmenial protection measures must be taken because
contact with potentially hazardous materials is possible
during surface preparation as well,

Years ago, climbing and painting was accomplished gen-
erally without the aid of rigging and most of the time with-
out safety belts. Each year, OSHA and /or power company
salety regulations have become more stringent Today,
safety belts, hard hals, and safety glasses are mandatory,
as are written safety programs, full protection plans, haz-
ard communication plans, and lead compliance plans.
Workers must be thoroughly wrained in the hazards associ-
ated with this work, especially the dangers ol working
around high electric voltages. Documented experience in
performing this work should be required of any worker,
especially when the painting of energized structures is
mvolved.

Maintenance Buidgets
Maintaining the system takes money. Maintenance budgets
were developed based an expected maintenance needs.
These budgets, for the most part, were developed based on
past practice. Budgets must continue to grow to keep up
with the massive expansion of steel structures from
WWII to now. Utilities will have w be both forward and
backward looking. Utilities must be backward looking

wWwWwWL paintsguare. coim

from the standpoint that they need to see the large num-
bers of second-generation steel siructures, many now over
40 years old and with little maintenance performed since
construction, and the maintenance that is now required
because of their age. This is where the utilities will need to
be farward looking to develop maintenance budgets to
address maintenance problems in a timely fashion. If per-
formed correctly, these maintenance [unctions will save
money for the utility owners by reducing outages and cost-
ly emergency repairs. It is always more cost effective to be
proactive rather than reactive. The government has also
begun to take notice of the need for maintenance to pre-
vent and control corrosion, from both an economic per-
spective and a security standpoint, Talk of potential gov-
ernment mandates for structure corroston control increas-
es as the importance of the reliability of the electric grid is
better understood.

The Good Nows
The reality of a transmission system comprising aging struc-
tures is here and that is just a natural process of time. Line
lailures can be prevented by a proactive approach Lhat
includes correct inspections and proper maintenance, The
good news ia there are proven methods of ensuring the long-
Lerm, cost-effective protection of these structures.
Experience has proven the viahility and benefits of formal
atmaspheric and groundline
mainienance coatings programs
for steel transmission structures,

Curt Hickcox is vice prasident,
Business Development, for
Public Utilities Maintsnance, Inc.,
and an SSPC-QP 1- and QP 2-
certified contractor spacializing in
the preparation and painting of
electric transmission structures,
substation structures and equip-
ment, power plants, and othar industrial facilities. He bagan
his career in 1982 with Keeler & Long, a paint manufacturing
company, where he served in several technical and sales
roles including technical service manager and national sales
manager. He joined Fublic Utilities Maintenance in 2007. A
rmember of S8PC, NACE, and iEEE, he has presented
papers and published aricies on transmission structure coat-
ings and procedures as well as power plant coating
systems, Currently, he is the vice chair of the NACEAEEE
joint task groups responsible for coatings standards for cor-
rosion control of existing electric transmission, distribution,
and substation structures by coating systems. He can be
reached at curthickcox@puminc.com. JpiL
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Table 1-10: U.S. Oil and Gas Pipeline Mileage

1960 1965 1970 1978 1580 1985 15950 1991 1952 1953 1954 1995 199§ 1997 1933 1954 HO

Oil pipeline, total' u u u u u u u u 1] u u u u u U u 1}
Crude lines u U u 1] u U u u V] u 1] u u 1] 1] u 1]
Product lines U u u U u 1] u u U u U U u 1] V] 1] 1]
Gas ﬂiﬂdineh; total 530,500 76T, 300 p k] 975300 1,051,800 1,110,735 1270295 1217454 1216081 1,276 103 1,335,530 133,748 1,290,163 1,33 ,606 1372639 1364281 1277320
Dighibution maing 391,400 484 500 584,800 648200 701,800 784,852 945 984 800,876 891,884 950,984 1.002.66% 1,003,910 976,945 1002829 1040765 1035848 1,050,802
Transmission pipelines 183,700 211,300 252,200 262,600 266,500 260 464 294,925 293 862 291,468 203,263 301,545 296,847 284,672 254,370 302,708 295,053 208,957
Galharing lines™ 55,800 61,700 66300 68500 83500 5,462 32,406 2713 31629 32,056 31,316 30,63t 28,546 MAM7T 39165 3296 27561
_ 2001 2002 2003 2004 005 006 2007 2008 2009 2010 01 2012 2013 014 015

Qil pipeling, tatal® 154,617 148,819 135,501 142,200 13134 140,487 147,235 146,822 144,622 147,524 148,571 151,912 152,016 160,521 v

Crude lines 52,386 52,854 50,149 50,748 45,74 47617 46,650 50,214 48,585 50,158 50,004 51,349 40074 56,375 U

Product lines 85214 80,551 75,568 76,258 310 B1,103 B5.666 84014 67,788 586,809 86,699 86,436 87452 89,663 U

Gas plpaﬁne'. tokal 1412675 (R 1462214 (R)1,432045 1470200 1489242 (R)1,509307 (M) 1524438 (R}1533676 (M)1,545475 (R) 1,554,270 (M) 1,563,512 (My1567310 (R)1,575536 (R)1,585672 1,596.214

Distribubion maing 1,101,485 1136412 1,107,553 1142287 1,165,020 (A)1,188,085 (A)1,213,330 (R}1,210,032 (R}1,220539 [R) 1,229,844 (A)1,239178 (R) 1,247,437 [R) 1255340 (R) 1266359 1,277,280

Transmlssion pipefines 285,954 302,598 301453 303001 300468 300,324 301,086 303,181 (R} 304,560 4805 (R) 305,087 03341 (R)30287  (Racisxd A7

Galnaring iines” 21,397 22,742 22,898 24,992 23,754 20,898 20,042 0663  (RIWIT6 (R 19621 Ry 18,577 16,332 17368 (R)17.508 17,747
HEY: R = revised; U = dala afy nat avadabls.

* Beglaning in 2001, data Include infarmatian tor Federal Energy Regulatory C issh tated ofl pipeling companias only, For years 200! and after, lolal mie= of pipeline includa bofh trunk and Gaterng friss, whereas the (edividual compenants, namety,

crighe and product Bnas, includs the mileages of trunk lines only. Thus, details do nol add b l‘he tatal for this pariod,

% Exchicae sarvica pipeling, Crata are rigt adustad fo camman dmmaler equivalznt. Misage as of the end of each year.

© Balora 1585, data include field Ina misaga.

KOTES

Mileage deta raported In Gas Facts, priar 1o 1585, is taken from tha A Ga A lafon's bar survay, the Linarm Statlstieal Report, suppl tad with s fer Ihat dd nol panicipate,

SOUACES

Ol plpeline:

2001-14! PonnWel Corporation, O and Gas 4 I Transpartation 5 k= {Haustan, TX), O Pipefnes,

Gas plpaline:

1960-75: American Gas Association, Sas Facks, 7879 {Adington, VA; 1980}, tabla 44. 1580: Inid,, Gas Facts (Washinglon, OC: Annual lesug), Eblas 51 ang 5-3.

1985-2015: 11.5. Department of Transportation, Pipaling and Hazardous h taks Safahy Admi ion, Office of Pipeline Sataty, Manval Gas Transmission, Gas ismintian, and Harzarous Liguid Pipeline Annual Mieage | availabla ar

hirp//phmsa.dot.govipipelineMbrarydata-stars as of Mar. 28, 2017,
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The Department of

Homeland facilities—

Security is
designated as the

Sector-Specific The Department of

Agency for the Homeland

Chemical Sector.  Security is
designated as the
Sector-Specific
Agency for the
Commercial
Facilities Sector.

(/communications-sector)

Communications
Sector

(/communications-

sector)

The Communications
Sector is an integral
component of the U.S.
economy, underlying the
operations of all
businesses, public safety
organizations, and
government. The
Department of Homeland
Security is the Sector-
Specific Agency for the
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sector)
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Sector-Specific
Agency for the
Dams Sector. The
Dams Sector
comprises dam
projects,
navigation locks,
levees, hurricane
barriers, mine
failings
impoundments,
and other similar
water retention
and/or control
facilities.

{/emergency-
sefvices-sector)

Emergency
Services
Sector

(/femergency-

Critical Infrastruciure Sectors | Homeland Security

base-sector)

The U.S.
Department of
Defense is the
Sector-Specific
Agency for the
Defense Industrial
Base Sector. The
Defense Industrial
Base Sector
enables research,
development,
design,
production,
delivery, and

maintenance of
military weapons
systems,
subsystems, and
components or
parts to meet U.S.
military
requirements.

{/energy-sector)
Energy

Sector
(/fenergy-
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sector)

The Department of
Homeland
Security is
designated as the
Sector-Specific
Agency for the
Emergency
Services Sector.
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prevention,
preparedness,
response, and
recovery services
during both day-
to-day operations
and incident

response,

sector}
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Services
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services-

sector)

The U.S. energy
infrastructure
fuels the economy
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Department of
Energyis the
Sector-Specific
Agency for the
Energy Sector.
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The Department of
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Sector-Specific
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Government

Facilities
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(/government-
facilities—
sector)

The Department of
Homeland
Security and the
General Services
Administration are
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Co-Sector-Specific
Agencies for the
Government
Facilities Sector.
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The Department of
Agriculture and
the Department of
Health and Human
Services are
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Food and
Agriculture Sector.

{/healthcare-public-
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Healthcare
and Public
Health
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sector)

The Department of
Health and Human
Services is
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Sector-Specific
Agency for the
Healthcare and
Public Health
Sector.
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ABSTRACT

Excess capacity is a pressing challenge facing the global steel sector today. In order to improve
transparency and provide policymakers with the necessary data for pursuing policies in the arca of steel,
the Secretariat of the QECD Steel Committee has been monitoring steelmaking capacity developimenis
closely and will contimue to do so. This paper provides an overview of recent steelmaking capacity
developments around the wotld, including projections until 2017, based on data available until December
2015. Despite the currently high level of global excess steelmaking capacity and weak market conditions,
capacity is projected to grow further in 2015-2017. Capacity in the OECD area is expected to remain
roughly unchanged, with a few new projects being offset by capacity closures. Much of the wortld’s
capacity growth is likely to occur in regions that are currently net importers of steel. As a result of
numerous investment projects currently taking place around the world, global steelmaking capacity is
projected to increase to 2.42 billion tonnes per year by 2017, with non-OECD economies accounting for
approximately 72.4% of the total capacity in 2017.
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{. Background

Excess capacity is a pressing challenge facing the global steel sector today, In order to improve
transparency and provide policymakers with the necessary data for pursuing policies in the area of steel,
the Secretariat of the OECD Steel Committee has been monitoring steelmaking capacity developments
closely and will continue to do so. This monitoring work has involved two broad activities: i) steelmaking
capacity developments in non-OECD economies; and i) new investment projects in crude steelmaking
capacity. The Secretariat is now making efforts to improve its data infrastructure by manitoring
postponements/cancellations of new or proposed projects as well as plant closures. Box 1 explains these
three broad monitoring activities in more detail,

This paper provides an overview of recent steelmaking capacity developments around the world, and
provides projections of capacity until 2017. As explained in Box 1, in December 2015 the Secretariat
completed its updates of the two-yearly study of capacity developments in non-QECD econornies and its
yearly update of the investment project database for OECD and non-OECD economies. It also started to
tzke into account project postponements/cancellations as well as piant closures in the projections to 2017,
Taken together, these three updates were employed to produce the capacity projections pregented in this
document. It should be noted that there are considerable uncertainties with respect to closure information
(e.g., permanent versus temporary closures), and that capacity numbers are likely to evolve rapidly with
incoming information. The figures presented in this docurnent are based on data available wuntil
December 2015.

The next section of this report provides a global summary of capacity developments by region. The
third section summerises postponements/cancellations of investment projects as well as recent information
on closures. Section 4 presents the two-yearly report on steelmaking capacity of non-OECD economies,
highlighting key investment projects by economy and accompanied by policy information in soime cases.
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Box 1. Capacity monitoring activities

The Secretariat has been maonitoring steelimaking capacity developments for many years, Much of this work has
bean mada possible through the generpus supporl of the Japan lron and Steel Federation, which has seconded staff to
the OECD to help monitor capacity developments. The two main outpuls have been the two-yearly publication
Developments in Steslmaking Capaclly of Non-OECD Economies and, more recently, a continuausly updated
database of new and proposed crude steelmaking investment projects taking place in both OECD and non-OECD
sconomies. Greater efforts are now being made to gather information on postponements/cancellations of planned
projects over time as well as information on the closure of steelmaking capacities.

Steelmaking capacity developments in non-OECD economies. |n the past, the Secretariat prepared a
publication on sieelmaking ¢apacity developments in non-OECD economies every two years. The series
includes a number of editions avallable online at  htipJiwww.oecd-library org/industry-and-
services/developments-in-stealmaking-capacity-of-non-OECD-countries_19991608. In lhe past, this
publication included detailed tables of existing and planned new steelmaking capacity facilities in hardcopy
format. in light of developments taking place broadly at the OECD with the aim to increase transparency,
strengthen the Organisation’s statistical infrastructure ard facilitate the access to statistical outputs, the
database and the contents of the publication Developments in Steelmaking Capacity of Non-OECD
Fconomies will now be provided on-line {on the OECD steslmaking capacity portal, avallable at:
hitp: fwww.cecd.org/stifind/steetcapacity.htm} in a userfriendly formai and more amenable for statistical
analysis instaad of in hardcopy format. The analytical content of the publication that summarises capacity
developments and lhe economic contex! acroas non-OECD economies was updated in December 2015,
and is provided in a specific section of this paper.

New investment projects in crude steelmaking capacity. To hetter understand the evolution of glohal
steeimaking capacity, in 2014 the Secretariat starled to monitor steel investment projecits taking place
amound the world. The first monitoring report, prepared in June 2014 (OECD, 2014), as well as the palicy
paper released in eary 2015 (OECD, 2015) showsd that, desplte the cumently high level of global excess
steelmaking capacity and relatively weak demand conditions, investments continue to take place at a repid
pace end many new steel plants are llkely to come on stream in meny regions of the world over the next few
years., This work stream compiements the activity on steelmaking capacity developments in non-OECD
pconomies inacfar as it provides information on new crude steslmaking capecity addillons that ara planned
or underway not only in non-OECD economies, but also in the OECD region. Accordingly, this reporl also
provides a very brief update of steelmaking capacity developments taking place in the OECD region. The
investment project database was updated in December 2015.

Changas in the status of invastment projects and capacity closures. At he last bvo sessions of the
Stoel Committee in December 2014 end May 2015, tha OECD Secretariat was asked to improve lhe
calleclion of data on new investments in crude steelmaking capacity by including new features, such as
information on modifications to planned projects over time as well as information on the closure of
capacities, Accordingly, the Secretariat has started collecting additional information regarding cancelletions
and postponements of new investment projects. In additlon, the Secretarlat is currantly working with external
expedts to compile information on steelmaking capacity closures. This paper provides a very brief overview
of the recent modlfications (postponements and cancellaions) to new crude staelmaking capacity
investment projects and identifies some major closures.
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il Global summary of steelmaking capacity

Global steel demand has increased steadily over the past decade (&t an average annual rate of 4.2% in
crude steel equivalent terms), reaching a record high level of 1.66 billion lormes in 2014. World
steelmaking capacity (in nominal terms) expanded at a faster rate than demand, nsing from
1.35 billion tonnes per year (tpy) in 2005 to 2.32 biliion tpy in 2014, i.e. at an average annual rate of 6.2%.
Most of the growth in steelmaking capacity has occurred in non-OECD economies, which accounted for
71.5% of global steelmaking capacity in 2014.

Despite the currently high level of global excess steelmaking capacity and weak market conditions,
capacity is projected Lo grow further in 2015-2017, though developments will vary widely across regions.
Capacity in the OECD area is expected to remain roughly unchanged, with a few new projects being offset
by capacity closures. Much of the world’s capacity growth is likely to occur particularly in regions that are
currently net importers of steel. Many developing economies are aiming to increase their so-called
“self-sufficiency rates” {domestic production as & share of national steel consumption) and to improve their
steel rade balances. As a result of numerous investment projects currently taking place around the world,
global steelmaking capacity is projected to increase to 2.42 billionipy by 2017, with pon-OECD
economies accounting for approximately 72.4% of the total in 2017.'

An examination of regional wends suggests that Asia will account for the lergest part of the
non-OBCD steeimaking capacity increase until 2017. Asian capacity is currenily expected to increase by
71.5 million tpy in the period to 2017, accounting for 71.3% of the fotal 100.3 million tpy increase for all
non-OECD economies. This is followed by the Middie East (with 18,1 million tpy capacity increase), Latin
America (4.6 million tpy), the Commonweglth of Independent States (4.1 million tpy) and Africa
(2.0 million tpy). In contrast, no capacity additions are being planned in non-OECD Eurgpean countries.

Within the OECD area, a slight net increase in capacity in the North American Free Trade Agreement
{NAFTA) region of [ million tpy is expected in the period until 2017, the result of a2 3.2 millian py
increase in Electric Arc Fumace (EAF) capacity being offset hy closures amounting to 2.2 million tpy of
Basic Oxygen Furnace (BOF) capacity. In OECD Asian countries, decisions have already been taken to
reduce production capacity, which will more than offset some projected capacity increases. On nei, OECD
Asian capacity is expected to decline by 1.1 million tpy by 2017, Elsewhere in the OECD, capacity is
expected to remain unchanged during the forecast horizon.

Combining these regional projections, Figure | below shows the development of global capacity, by
OECD and non-OECD aggregaies as of October 20135. Due to the chalienging market conditions, the pace
of new capacity additions in the world has been moderating since 2014, driven mostly hy slower capacity
growtb in some non-OECD economies. The overall increase in steelmaking capacity in non-OECD
economies between 2014 and 2017 will be around 6%, compared to the rapid capacity huild-up of 25%
experienced during the equivalent 3-year period between 2011 and 2014. As noted above, OECD capacity
will remain more or less unchanged. All in all, world capacity is expected to increase to 2 422 million tpy
in 2017, which is 61 million tpy more than what was estimaied in early 2015 before (he updale of the
investment project database. However, it should be poiated out that information about the status of
investment projects as well as possible piant closures is evolving rapidly in (he current period, implying a
high degree of uncertainty in the projecions.
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Figure 1. World crude steelmaking capacity
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IT1. Repional capacity developments
Non-OECD economies

Table 1 presents the capacity projections by non-OECD region/economy until 2017. Although the rate
of growth of Chinese capacity is slowing significantly, supported by government policy measures aimed at
constraining the industry’s expansion, the construction of some very large integrated steel plants may keep
the level of capacity on an upward path. Many Chinese mills are also looking to build steel plants in
overseas markets, such as Southeast Asia and Africa, as the overcapacity challenge is making it difficult
for companies to make & profit in the domestic market. As a result of several investment projects,
steelmaking capacity in People’s Republic of China (hereafter ‘China’) is expected to increase from
1.14 biilion tpy to 1.17 billion tpy between 2014 and 2017, i.e. a lower rate of increase then ihat observed
in recent years.

In India, significant amounts of new production capacity are scheduled to come on stream in the next
few years to meet domestic demand. However, capacity expansions (particularty greenfield projects) have
proceeded slowly in recent years due to obstacles associated with land acquisiion and difficulties in
obtaining the required environmental and forest clearances. The main contribution will come from
brownfield expansions, wbich do not require dcaling with prolonged land acquisiion processes.
Steelmaking capacity in India is expected to increase from 108.0 million tpy to 138.8 miliion tpy between
2014 and 2017.

Although the Association of Southeast Asian Nations (ASEAN) region has traditionally been a large
net importer of steel, many greenfield integrated steel plant projects have been announced, possibly
because steel demand growth was relatively strong over the last few years. Investment in new steelmaking
capacity by Chinese steelmakers is also taking place in the region. Steelmaking capacity in ASEAN-6%is
projected to increase from 44.9 million tpy in 2014 to 57.0 million tpy in 2017.

The Middle East has also traditionally been a substantial importer of steel products hecause it did not
have much steelmaking capacity until the middle of the last decade. Many projects bave been announced
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recently in order to reduce import dependency. The Middle East might become the fastest-growing steel-
producing region in the period until 2017. However, the oil market downtun and bamijers such as
insufficient power generation capacity as well as geopolitical tensions could hamper future growth in
steelmaking capacity. Steelmaking capacity in the non-OECD Middle East region® is expected to increase
from 57.6 million tpy in 2014 to 75.7 millien tpy by 2017.

In the Commonwealth of Independent States (CIS) region, efforts to modernise steel production
facilities continue to take place, with several mini-mill projects and the replacement of outdated
open-hearth furmnaces (OHF) with new BOF and EAF having been announced. Several long product
minj-mill projects have been planned to meet steel demand from the growing construction sector in the
region. CIS steelmaking capacity is projected to increase somewhat, from 146.7 million tpy in 2014 to
150.8 million tpy by 2017.

In Aftice, various upstream projects are taking place, with a view to promoting mdustrialisation and
economic development, However, technical and electricity/gas supply problems as well as political unrest
have delayed the start-up of some projects. These projects are concentrated in northemn Africa and have the
olyjective of supplying steel for housing and infrastructure projects. Steelmaking cepacity in Africa is
forecast to increase from 33.9 million tpy in 2014 to 35.9 million tpy by 2017,

Table 1. Estimates for non-OECD staelmaking capacity until 2017

Unit; miillon tonnes

Existing Increase to 2017 Capacity in 2017 Changes
// 2014
- {A) Underway | Planned Low High Volume %
(E) ©) (Ar(E) [AHBIHC) (8) (A+BY(A)
Non-CECD Europe 83 0.0 0.0 83 8.3 0.0 0.0
CIs 146,7 4.1 9.5 150.8 160.3 4.1 2.8
Russian Federalion 89.0 4.1 7.0 3.1 1G0.1 4.1 4.5
Uikraine 42.5 0.0 1.5 42.5 44.0 0.0 0.0
Latin America 68.1 4.6 16.8 72.7 Ba.5 4.6 6.8
Brazil 48,0 2.0 i2.8 50.0 62.8 2.0 4.2
Africa J3e 2.0 14,6 35.9 50.5 2.0 59
Egypt 11.2 20 2.0 13.2 15.2 2.0 18.0
Middle East 57.6 1814 34.0 5.7 097 18,45 a4
Iran 27.0 11.8 22.9 38.8 81.7 11.8 43.7
Saudi Arabia 12.5 4.7 8.2 17.2 23.4 47 37.9
Asia 1337.6 71.5 256.4 14081 1665.5 71.5 53
China 1140.0 27.7 13.3 1167.7 1181.0 21.7 2.4
India 108.0 30.8 208.7 138.8 3455 30.8 28.5
Other Asia 89.6 13.0 36.4 102.5 138.9 13.0 14.5
Non-OECD TOTAL 16521 100.3 331.3 1762.5 2083.8 100.3 6.1

Notes: CIS denotes the Commonwealth of Independent States. ASEAN-6 denotes the aggregate of Indonesia,
Malaysia, Philippines, Singapore, Thailand and Viet Nam, Low refers to the capacity leve resulting from ail projects
currenlly underway (A+B), while high refers o the level resulting from all projects currently underway and planned
{A+B+C), Changes in capaclty are estimated based on the capacity additions that are considered “underway” (B).

Sourve; QECD Secretariat caleutations.

10




CAPACITY DEVELOPMENTS IN THE WORLD STEEL INDUSTRY

OECD economies

Table 2 displays the projected capacity development for OECD economies/regions. Among OECD
countries, several projects are cwmrently underway and expected to add 2.1 million tonnes of crude
steelmaking capacity by 2017. However, a number of closures are expected to reduce steelmaking capacity
by around 2.17 million tonnes, leading to a net decrease in total crude steelmaking capacity of 70 thousand
tonnes in the period until 201 7. For the OECD area as a whole, therefore, steelmaking capacity is expected
lo remain roughly unchanged in the period until 2017, A brief summary of new capacity additions and
closwres by QECD region is provided below.

There are no capacity additions underway in Enropean Union.

There are no capacity additions underway in OECD Member countnes located in “Other Europe”,
i.e. Norway, Swilzerland, and Turkey.

In the North American Free Trade Agreement (NAFTA) region, an addition of 1.2 million tpy of
EAF-based steelmaking capacity is planned by 2017. Identified closures in the region amount to
0.18 miilion tpy of BOF steelmaking capacity, leading to a net steelmaking capacily increase of
1.02 million tpy.

In Latin America, there are no capacity additions underway in Chile.
In the Middle East region, there are no capacity additions underway in Israel.
[n Oceania, there are no capacity additions underway in Australia and New Zealand.

In the Asian region, total crude steelmaking capacity additions currently underway in OECD
Member countries (i.e., Japan and Korea) amount to 0.9 million tpy. Most of these projects
involve EAF technology. However, as part of a rationalisation process and structural reform in
the industry, decisions have already been taken to reduce production capacity. Total crude
steelmaking capacity closures in the region amount to 1.99 million tpy. Overall, the net change in
crude steelmaking capacity will be negative and aroount to 1.09 million tpy by 2017
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Table 2. Estimates for OECD steelmaking capacity untii 2017

QECD Economies

Existing increase ta 2017 Capacity in 2097 Changes

/ 2014 |Underway | Planned | Low Righ %
{A) (8) (C) | (AHB) |AHBIC) | (A+B)IA)
OECD Europe 281.0 0.0 44 281.0 2854 0.0
[Other Europe 57.7 0.0 4.4 57.7 62.1 0.0
| Turkey 49.4 0.0 4.4 49.4 53.8 0.0
NAFTA 160.4 1.0 10.3 1614 171.7 0.6
Oceania 9.1 0.0 5.0 9.1 14.1 0.0
Australia 82 0.0 5.0 8.2 13.2 0.0
New Zealand 0.9 0.0 0.0 0.9 0.9 0.0
QECD Latin America 1.5 0.0 0.0 1.5 1.5 0.0
|Chile 1.5 0.0 0.0 15 1.5 0.0
OECD Middle East 0.5 0.0 0.0 0.5 0.5 0.0
|lsrael 0.5 0.0 0.0 0.5 0.5 0.0
OECD Asia 217.0 -1.1 0.8 215.9 216.7 0.5
Japan 1311 2.0 0.0 1291 129.1 -1.5
__|Korea 85.9 0.9 0.8 86.8 87.6 1.0
OECD TOTAL* £69.5 -0.1 20.5 669.4 689.9 0.0

Source: OECD Secretzriat calculations,

1V. Postponements, cancellations and closures of capacity

Postponements and cancellations

At the last session of the Steel Comunittee in May 2015, the OECD Secretariat was requested to
provide additional information regarding cancellations and postponements of new investment projects,
Since then, some cases of postpouement or cancellation of investment projects have been identified. These
changes are reflected in the updated investment project database and a bref summary is provided below.

In the Commonwealth of Independent States (CIS) region, planned or underway investment
projects mounting to a total of 3,33 millioa tpy steelmaking capacity have been postponed
(2.88 million tpy) or cancelled (0.45 million tpy). The msjority of the investment projects
concerned intend to deploy EAF-based facilities. Reasons cited for the postponement and
cancellation are weak market conditions, shortages of funding, and difficuities in finding suitable
sites for some mills.

In Africa, an investment project that plauned to commission EAF-based plants has been put on
hold due to power connection issues. The production capacity of investments that were postponed
is estimated at 2.05 million tpy.

In the Middle East, investment projects which aim to add 2 million tpy of steelmaking capacity

have been postponed because of power connection issues, and a lack of financing sources.
In additiou, a project with an estimated capacity of 0.24 million tpy has been cancelled. The total
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amount of cancellations and postponcments amounts to 2.24 miltion tpy. Most of these projects
focus on the EAF production route, which is common in the region.

s In Agia, new investment projects which plan to add 1.57 million tpy of EAF steelmaking capacity
in the region have been put on hold due to the current economic situation and market conditions.
An additional project with planned EAF capacity of 0.6 million tpy has been cancelied, bring the
total amount of cancellations and postponements to 2.17 million tpy.

s Within thc OECD area, the status of several Turkish projects has chanpged, with some
cancellations and postponements observed. For example, BOF and EAF projects amounting to
2.4 million tpy, slated to come on stream in 2014 and 2015, have been cancelled. Moreover, a
500 000 tonne EAF project that was underway for completion this year has been postponed.

Overall, new mvestments projects that were either planned or underway totalling 9.79 million tpy
have been postponed or cancelled in different regions in the world, some due to market conditions and
others as a result of technical difficulties encountered {e.g. location or funding). The OECD Secretariat will
continue to womtor these developments and reflect any changes in the steelmaking capacity estimates.
Delegates are encouraged to provide comments and corrections on the information disclosed to ensure
MAXIMLM ACCUracy.

Closures

Closures are parficularly challenging to incorporate in capacity forecasts, given difficulties in
discerning permanent from temporary closures, Oflen, reference to a closure means that a company is
gelling assets and/or is restrocturing, in which case the assets remain in place and possibly become
operable under a new owner in the future. The so-called mothballing of a plant will stop production at the
plant, but the capacity is preserved by the owner and may be restored if nesded. Moreover, in some
instances closures of 2 plant occur when the steel company is opening 2 more modern and usually bigger
plant. These and wany other faclors sugpest that there are difficult distinctions to be made about closures
that are likely to reduce capacity permanently, capacity that is made latent and which can be put back into
production at some point in the future and closures that are merely replaced by more modermn equipment.
Political decisions taken after the announced closure may aiso change tbe eventual nature and scope of the
closure, adding to these uncertainfies.

Incoming information about potential recent and future closures is still quite scattered. Most of the
plants affected so far appear to be BOF-based plants, but this may reflect the fact that such facilities are
larper than EAF plants and affect more workers, and thus they receive wnore media attention than EAF
closures. Moreover, a sertous caveat is the need to obtain information on the closure of Chinese steel plants.
However, the Secretariat hopes to address these issues in the fuiure through a joint projeet with the
Development Research Center of China on industrial upgrading. A brief summary of potentiai closures are
listed below and an explanation i3 provided on whether or not they were taken into account in the capacity
forecasts.

e In the EFuropean Union, there appears to have becn a total of around 6.7 mmt of closure in 2014,
ccourring in Belgium, Iialy and Hungary, The age of the BOF plants ranged from 32 to 51 years.
Including a 2.5 mmt closure in Beltgium in 2013, the total amount of capacity closure in the EU
since 2013 has been 9.2 mmt. These are taken imto account, and reflected in the Secretariat’s
existing capacity for the EU in 2014. Very recently, there has been an announcement of
a 3.9 mmt capacity closure in the UK. This has not yet been included in the capacity estimale for
the EUL.
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¢ In the NAFTA region, closure information has emerged during 2015, with two potential BOF
closures in Canada and one in the U.S. The combined capacity is 7.47 mmt, Because recent news
suggested that the company in Canada was seeking an order to continue operations and obtain
further relief, the Canadian closures have not vet been accounted for in the 2015 NAFTA
capacity figure until there is further confirmation. The U.S. closure was inciuded in the NAFTA
capacity estimate, because the company involved made reference to a permanent shutdown of the
blast furnace.

s In Asig, closures in Kerea amounting to 2.68 mmt in 2014-2015 were referred to at previous
sessions of the Steel Commitiee. In Japan, an EAF is closing a mill with a capacity of
400 000 tonnes in 2015, Another mini-mill decided to stop its last remaining electric-arc furmace
and has started to dismantle it. Thus, a further 480 000 tonnes of EAF capacity will be closed in
Japan by 2016. In addition, 1.4 mmt of Japanese blast furnace capacity will he shut down by
2017. These Korean and Fapanese closures have been taken into account in the capacity estimates.

e Elsewhere, closures of 3 mmt of OHF capacity in India are planned, but given their uncertain
nature, have not been taken into account in the capacity figures presented in this docutnent,
Reference to Russian closures amounting to approximately 3.8 romt of capacity have also been
referred to at recent sessions of the Steel Comimittee, hut have not yet been taken into account
due to uncertainties pertaining to the whether they are being replaced by other capacity. In the
Middle East, closures in Qatar of 600 000 tonnes have also been announced, but are not
confirmed.

s To summarise, a total of nearly 17 mmt of closures is reflected in the Secretsriat’s capacity
figures, However, the current market downturn is likely to result in further closures over time of
the financially weakest companies, and these figures may change rapidly. Moreover, there are a
number of uncertainties surrounding closure estimates and further work will have to be done to
improve the quality and comprehensiveness of the information. These issues will be discussed at
the next session of the Sieel Commnittee.

V. Developments in steelmaking capacity of Non-OECD economies: Two-yearly report
Recent developments
Trends in capacity, production and consumption

The total steelmaking capacity of non-OECD economies expanded rapidly over the past decade, rising
from 760.8 million tpy in 2005 to 1.65 billion tpy in 2014. For the decade as a whole, growth in capacity
amounted to 117.1%. The most significant increase occurred in China, where steelmaking capacity
increased by 716.2 million tpy, accounting for 80.4% of the total 891.3 million tpy increase for all
non-0ECD economies during this decade (Table 3).
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Takle 3. Change in steelmaking capacity
Unit: miflion tannes
2005 2007 2009 2012 2014 Changes
(A) {B) (B-A) (B/A %)
Non-OECD Evrope 7.6 7.6 7.6 8.3 B.3 0.8 9.9
Ccis 125.2 134.7 141.5 144.4 146.7 21.5 7.2
Latin America 51.5 56.6 61.1 67.3 68.1 16.5 320
Africa 27.7 29.8 30.6 0.6 339 6.1 222
Middle East 19.7 22.2 28.8 42.7 57.6 38.0 193.1
Asia 520.% 707.6 860.0 1135.8 1337.6 a08.4 152.8
China 423.8 588.5 718.0 959.9 1140.0 716.2 169.0
India 52.0 60,0 75.0 96.5 168.0 56.0 107.7
Other Asia 53.4 59.1 gr.a 79.5 B89.6 38.2 67.8
Non-QECD total 760,8 858.4 11295 1429.4 16521 £91.3 117.1

Capacity utilisation and self-sufficiency

Of the total 1.65 billion tpy steelmaking capacity for the non-OECD economies at the end of 2014,
70.1% was being utilised, as indicated in Table 4. Capacity utilisation rates in non-OECD Burope, Asia
and the C1S exceeded 70%, while ntilisation rates in Latin America, Aftica and the Middle East remained
at low levels of 66.4%, 44.3% and 51.5% respectively.

Table 4, Capacity utilisation rate

Unit: million tannes

Capacity 2014 Cruda sisel production 2014 Utilisatlon rate

{A) (B) (B/A %)
Non-OECD Europe 8.3 6.2 74.3
cis 146.7 106.4 72,3
Latin America 68.1 45.2 66.4
Afrlca 3398 15.0 44.3
Middle East 57.6 28.7 51.5
Asia 1337.6 956.3 71.5
China 1140.0 822.7 72.2
india 108.0 a7.a 80.8
Other Asle 896 46.4 51.8
Non-OECD total 1652.1 1158.5 70.1

Note: CIS denotes the Commonwsalth of independent States.

Sources: QECD (for capacity) and the World Steel Association (for production).

In Asia, self~sufficiency rates in both China and India have been increasing, in line with their rapid
capacity expansion (Table 5). In contrast, Africa and Other Asia, including ASEAN-6, have some of the
lowest self-sufficiency rates, mdicating a greater reliance on imported steel. In addition, Latin America's
self-sufficiency rate has been on a decreasing irend over the past several years, as steel imports have
increased strongly, Although the Middle East’s setf-sufficiency rate is still very low, it is on an upward
trend, which is indicative of significant capital invegtment activity in the region. The CIS region has a high
self-sufficiency rate of approximately 168%, reflecting the high degree of export orientation of steel
producers m this region. Nevertheless, the CIS self-sufficiency rate has been declining since 2010.
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Table 5. Self-sufficiency rate of crude steel

{Unit; million tonnes

Crude steel production | Apparent consumption Self-sufficient rate
(&) {D} {C/D %)

2010 2014 200 2014 2010 2014
Non-DECD Europe 7.9 6.2 8.7 9.9 90.4 62.8
Cis 108.2 106.1 55.5 63.3 194.8 167.7
Latin Amerlca 44.1 452 47.6 51.0 92.7 88.7
Alfrica 16.6 15.0 30.2 40.0 55.0 376
Middle East 19.7 29.7 50.8 53.6 387 553
Asia 749.3 956.3 769.2 938.1 97.4 101.9
China 638.7 g22.7 612.1 740.4 104.4 111.1
India 69.0 87.3 89.1 81.7 99.9 106.9
Other Asia 41.5 46.4 88.1 116.1 47.2 38.9
Non-OECD total 945,7 1158.6 962.1 938.1 98.3 123.5

Note: CIS denotes the Commonwealih of Independent Siates.

Source: OECD calcufations based on data from the World Steel Assaciation.

Outlook until 2017

Between 2014 and 2017, the total steelmaking capacity of non-QECD economies is expected to
increase from 1.65 billion tpy to 1.75 billion tpy, or by 6.1 % during the period as a whele (Table 6). This
corresponds to an average anmual growth rate of 2.0%. In lenns of volume, the largest expansion is
expected to oceur in India, which should account for 30.7% of the total capacity increase in non-QECD
economies. This is followed by China (27.6%), Islamic Republic of Iran (hereafter ‘Iran’) (11.8%), Viet
Nam (8.7%) and Saudi Arabia (4.7%).

Table 6. Estimates for steelmaking capacity in 2017

Linit: milton lonnes

Existing ncrease to 2017 Capacity in 2017 Changes
2014
(A) Underway | Pianned Low High Volume e
©) <) ArHB) | AHEHC ) (B} {(A+BY(A)
Non-ODECD Europe 83 0.0 0.0 8.3 8.3 0.0 0.0
cIs 146.7 4.1 8.5 150.8 160.3 4.1 2.5
Russjan Federation 89.0 4.1 7.0 831 100.1 4.1 4.8
Ukraine 42.5 0.0 1.5 42.5 44.0 0.0 d.0
Latin America §8.1 4.8 16,8 2.7 89.5 4.6 6.8
Brazil 48.0 2.0 12.8 50.0 62.8 2.0 4.2
Africa 33.9 2.0 14.6 35.9] 50.5 2.0 5.9
Egypl 11.2 2.0 20 13.2 15.2 2.0 18.0
Middie East 57.6 18.1 34.0 5.7 109.7) 18.1 31.4
Iran 27.0 11.8 22.9 38.8 61.7 11.8 43.7
Saudi Arzhia 12,5 4.7 6.2 17.2 23.4 4.7 37.9
Asia 1337.6 T71.6 255.4 $409.1 16655 ¥1.5 £.3
China 1140.0 T 13.3 1187.7 1181.0 27.7 2.4
India 108.0 30.8 206.7 138.8 345.5 3o0.8 285
Other Asia 89.6 13.0 36.4 102.5 138.5 13.0 14.5
Nan-DECD TOTAL 1852,1 100.3 331.3 1752.5 2083.8 100.3 6.1

Noies: CIS denotes the Commonweallh of Independenl States, ASEAN-6 danotez the aggregate of Indonesia,
Malaysia, Philippines, Singapors, Thailand and Viet Nam. Low refers o the capacity level resulting from ail projects
currently underway {(A+B), while high refers to the level resulting from all projecls currently underway and planned
(A+B+C). Changes in capacity are estimated based on the capacity additions that are considered "underway” (B).
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The capacity expansion in non-OECD economies over the next few years was supported by
expectations of continned and stable growth in steel demand and the availability of raw materials. While
China cotitinues to lead this capacity expansion, other developing economies are accoutiting for a rising
share of the capacity increase, as goverunents target growth, and in some cases self-sufficiency, in steet
production. The Middle East, the CIS region, India, and other developing Asian economies are becoming
increasingly important in this context. A summary of key investments by economy is presented below.

Key investments by economy
Non-OECD Europe

Few changes affecting steelmaking capacity are expected in this region. Currently, efforts are being
made to modemise and restructure the steel industry.

The Commonwealth of Independent States (CIS)

Owing to plentiful raw material supplies, the CIS region produces more steel than it dernands, and bas
becomne the largest net exporting region in the world. With regard to steel demand, apparent crude steel
consumption in the region grew by 13.9% to 63.3 mmt between 2010 and 2014. However, steel
consurnption is still below its 2013 level due to the Ukramian crisis. Efforts to modernise steel production
facilities continue to take piace in the region, with several mini-mill projects and the replacement of
outdeted OHF fumaecs with new BOF and EAF fumaces having been announced. Between 2005 and 2014,
the region’s share of crude steel production via the energy-intensive OHF technology decreased from
26.8% to 7.1%, while the share of BOF and EAF production has risen to 67.0% and 25.9% respectively
during this period.

To improve the Russian steel sector’s technological level and competitiveness, in 2009 the Russian
government announced a programme entitied “Strategy for Development of the Metellurgical Industry of
Russia until 2020”. The government is updating this strategy by focusing on the reduction of inefficient
production capacity, improving the quality and sustainability of production, and reducing energy and raw
material use in the steel industry, The Russian Federation is aiming to replace all of its OHF facilities by
2015. Ukraine expects to complete the replacement of its open hearth technology by 2018,

Several EAF projects have becn planned, which may result in higher future scrap demand, although
some projects have been delayed due to lack of funding. Russian electric arc fumace steelmaking is
expanding and the government expects the share of EAF production to reach 39% by 2020. Neverthetess,
the BOF process is likely to remain the main production process in the region. In the CIS region,
steelmaking capacity is projected to increase from 146.7 million tpy in 2014 to 150.8 million tpy in 2017
(at an average annual rate of 0.9%). A brief summary of the major projects occurring in the repion is
provided below:

s Tulachermet-Steel, a pig iron producer in Russia, is building an integrated steelmaking and
rolling plant at its Tulachermet pig iron plant. The first phase of the steelworks project will be
completed hy 2016. The new plant wil! install a 160~-mt BOF (2.0 million tpy) and the output will
be sold domestically, particularly in the Central Federal District. Investments into the project are
estimated at RUB 30 billion. In addition, the company is considering the possibility of the second
phase of the project.

s Stavropol Steel (StavStal) in Russia commissioned its rebar rolling mill in July 2014
Construction of the second phase is underway. The second phase of the project involves the
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construction of an eleciric steelmaking complex {500 000 tpy), comprising an EAF and a billet
caster. The new steelmaking complex is expected to bepin operations in 2015,

s Tekhnopark-Tateleliromash managing company in Russia is proceeding with the construction of
the Kamsky Metallurgical Piant TEM-PO longs plant, The new plant comprises a 65-mt electric
arc fumace, a three-strand continuous casting machine and e rolling mill. It has an installed
capacity of 500 000 tpy of crude steel. The products will be sold mainly in domestic market. The
plant is expecled to begin operations in 2016.

Lutin Americu

In Latin Amenca, where competitively priced slab dominated global steel markets in the 1980s and
15905, major steeimakers aimed at setting up slab-for-export works, especially in Brazil, to take advantage
of low operational costs owing to one of the world’s highest quality iron ore deposits. As a result, several
greenfield slab-for-export projects have been announced since then. Between 2010 and 2014, apparent
crude steel consumption of non-OECD economies in Latin America mcreased from 47.6 mmt to 51.0 mmt,
in other words by 7.2% during the period. However, Latin America’s self-sufficiency rate has been on a
decreasing trend over the past several years, as steel imports bave increased strongly. Indeed, the region
has recenlly passed from being a net exporter to a net importer of finished steel.

Most of the capacity expansion projects in Latin America will occur in Brazil. Several greenfield slab
projects have been planned by major mining groups or steelmakers because of the proximity 1o key raw
materials such as iron ore, even though some projects have been postponed or canceiled due to reasons
such as recent market weakness and logistical problems. For example, major steelmakers such as Baosteel
and ArcelorMinal abandoned plans for slab-for-export works in the country. The CSA Siderrgica do
Atldntico project, which was comrmissioned by ThyssenKrupp AG, was based on the premise that slabs
would be produced at low cost using high-quality Brazilian ore. On the other hand, several projects are
starting in the long products segment in the country, to meet demand for construction steel. For mstance,
major Brazil steelmaker Companhia Siderirgica Nacional (CSN) has commissioned its new longs plant to
enter the Brazilian longs market. Elsewhere in Latin America, governments and state owned enterprises
(SOEs) are playing a role in investment projects, in cooperation with Chinese companies. For exainple,
Plurinational State of Bolivia (hereinafter ‘Bolivia®) and Ecuador aim to huild their first integrated steel
mills.

On the one hand, steel production via the BOF route is likely to remain the major steelinaking process
in Latin America owing to many greenfield slab-for-export projects. On the other hand, several EAF
projects are starting in the long products segment. As a consequence of several investment projects, the
steelmaking capacity of won-OECD economies in Latn America is estimaied (o increase (o
72.7 million tpy by 2017, from 68.1 million tpy i 2014 (at an average annual rate of 2,3%). Major projects
occurring in the area are provided below:

s  [n Bragzil, future stab maker Companhia Sideriirgica do Pecém (CSP) is a joint venture of Brazil
mining group Vale (50%) and Korean steel producers Denghuk (30%) and POSCO (20%). The
slab-making project is expected to begin producing 3 million tpy of slahs by 2016. The
USD 4,29 billion Phase I involves installation of a 3 800 cubic metre blast furnace and a 300-mt
BOF (3 million tpy). After Phase II, steelinaking capacity will be doubled to 6 million tpy.

¢ State-owned company Sidenurgica Nacional (SN) in Bolivarian Republic of Vemezuela

{hereinafter ‘Venezuela’) is constructing a new plant in Ciudad Piar, Bolivar. The USD 3.8
billion project will include installation of a 1.55 million tpy EAF complex, consisting of a 200-mt
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electric-arc furnace, a continuous slab caster and a heavy-plate mill, The plant iz projected to
begin operations in 2015.

s Brazl's Gusa Nordeste currently operates three blast fumnaces (360 000 tpy in totai). The
company plans to complete installation of a 600 000 tpy BOF plant and a bar and rod mili with
the same capacity in Aceilandia in 2016. Investments are estimated at UUSD 500 million. The
company plans to double its capacity to 1.2 million tpy upon the second phase.

Afvica

Over the past few years, African steel dernand has been affected by political turbulence and the
so-called “Arab Spring” that began in late 2010. Nevertheless, Africa’s apparent crude steel consumption
has grown steadily (from 30.2 mmt to 40.0 mmt between 2010 and 2014}, supported by state-funded
construction projects. The automotive industry has also become an important steel-consuming market, with
major carmakets announcing plans to build new plants in North Africa. Affica is still reliant on steel
imports to meet demand, but the region is aiming to lower its dependence on imports. To increase jts
self-sufficiency and press forward with industrialisation, many upstream projects have been planned,
notably in North Africa. These projects may have a significant impact on southern Furopean exporters of
long products.

Alperia is now lhe fastest growing steel-consuming market in Africa, supported by government plans
to build new cities and due to housing as well as other infrasiructure needs. In order to diversify its
economy, which is focused on hydrocarbon exports, the government i3 aiming to continue increasing
domestic steel productmn Algena and Qatar plan to strengthen their economic cooperation in various
gectors, including mining, marine transport, oil and gas, and petrochemicals. The construction of the new
plant dlgerian Qatari Selb Company (4 million tpy in total) in Jijel province will be an example of the
successful cooperation between the two countries and will promote regional industrnial development,
Although Egypt is the largest Direct-Reduced Iron (DRI1) producer in Africa, the country is experiencing a
shortage in natural gas distribution, which has delayed the launch of some plants. In addition, the
government of Egypt has decided to remove the natiral gas subsidies for (he steel industry under an
economic improvement strategy, which is likely to affect the mills that operate DRI/HBI-modules. In
South Afriea, ArcelorMitial South Africa has played a dominant role, but China’s state-owned Heber Iron
& Steel (Hegang) has anmounced plans to build a 5 million tpy greenfield steelworks to be supplied by
output from its iron ore mice in the couniry.

Although Africa is still reliant on steel imports to meet demand, some DR1-based mini-mill projects
are expected to raise the region’s self-sufficiency rate gradually. However, technicai and electricity/gas
supply problems as well as political unrest may delay the start-up of some projects. The EAF route is
expected to remain the main steelmaking process. Steelinaking capacity in the regian is forecast to increase
from 33.9 million tpy in 2014 to 35.9 million tpy by 2017 (at an average annual rate of 1.9%). Several
projects underway in the region include:

e In Epypt, Beshay Steel has installed a 1.76 million tpy DRI-module and started production at the
650 000 tpy steelmaking complex No.l in 2014, Initially the melt shop was planned to be
commissioned in 2011 but start-up was postponed due to the unstable political situation and
electricity and gas supply intermuptions. Currently, the construction of a meit shop No.2
{650 000 tpy of billets) is underway.

s Alsoin Egypt, Egyptian Steel Group is building two mini-mills in Beni Suef and Ain Al Sokhne,
each with a designed capacity of 830 000 tpy of steel and 530 000 tpy of rebar. Consequently, the

19



CAPACITY DEVELOPMENTS IN THE WORLD STEEL INDUSTRY

group’s production capacity will reach 1.66 million tpy of steel and 1,76 million tpy of long
products. Investments are estimated at EGP 5 billion.

s Kl Marakby for Steel in Egypt is continuing to install EAF equipment (45-mt) with a capacity of
350 000 tpy. Total investments are estimated at USD 90 million.

Middle East

Despite the political turmoil, the Middle East is considered as an impertant market in terms of steel
demand, supported by ongoing construction and infrastructure activity. However, the oil market downturn
is now clouding demand developments. Between 2010 and 2014, apparent crude steel consumption in the
non-OECD Middle East region grew by 5.5% to 53.6 mmt. Curmrently, oil exporters are aiming to diversify
their economies and this could support steel demand from the manufacturing sector. Low energy and
labour costs make the region one of the most competitive for producing DRI. Although {be Middle East
has traditionally been a substantial importer of steel products because it had little steelmaking capacity,
muany projects have recently been announced, which may reduce the region’s dependency on steel imporis.

The Iranian pgovemment has announced plans io increase national steelmaking capecity to
55 million tpy by 2025 and to be a net steel exporter after it achieves self-sufficiency. For instance, eight
mini steelworks have beer under consitruction by state-owned JIM/DRO since 2006. Although, several
projects were put on hold due to the economic sanctions and inzhility to import technologies, prospects of
industrial development and the lifting of sanctions may attract investors who were waiting for the
investment climate to improve, In Sandi Arabia, several infrastructure projects hased on state oil revenues
and many housing projects have given a significant boost to steel demand. This has led to an increase in
the economy’s steelmaking capacity. However, a shortage in natural pas allocation and electricity
generation capacity has delayed the launch of a number of steelworks. As an economy that is highly
dependent on oil exports, Oman is currently trymg to diversify its economy. Growing steel demand
{driven by construction activity) is encouraging domestic producers to increase their capacities and is
sttracting new investors to the steel industry, Bahrain launched its first crude steelmaking plant recendly.

The Middle East might become the fastest prowing steel-producing region in the period until 2017,
DRI is generally expected to remain a major feedstock in EAF steelmaking, and the EAF process is
expected to continue to play a dominant role in the region’s steel production. However, insufficient power
generation capacity and geopolitical tensions in the region could hamper future growth in steel production
capacity. Steelmaking capacity in the non-OECD Middle East region is expected to increase from
57.6 million tpy to 75.7million tpy between 2014 and 2017 (at an average annual rate of 10.5%). Several
important projects in the region include:

s In Iran, Middle East Mines Industries Development Holding Company (MIDHCQ) is involved
in three greenfield projects in the country: Bufia Steel Company (BISCQ), Sirjan Iranian Steel
Company (SISCQ) and Zarand Iron & Steel Company (ZISCO). The ZISCO project involves
building a blast furnace and a BOF-based steel melt shop (1.7 million tpy), while DRI-based EAF
steglmaking shops will be equipped at BISCO (1.5 million tpy) and SISCO (1.0 million tpy)
planis.

e Iran’s Kisk South Kaveh Steel Co (SKS) plans to begin the commissioning of a new steel meit
shop (1.2 million tpy), equipped with a 170-mt EAF under Phase I of the expansion project by
2015, which was launched in 2009, Afier Pbase I1, the company’s capacity will be doubled.

¢ In Saudi Arabia, Jordan's Taybakh Steel Group commissioned an induction furnace-based plant
{0.25 million tpy), under the rame of Watani Steel I to produce rebar in 2015, In addition, the
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construction of Watani Steel IT has been launched. The new steelworks will be equipped with a
1.5 millian tpy EAF.

China

China has been showing gignificant growth in recent years, with its apparent crude steel consumption
increasing from 612.1 mmt in 2010 to an estimated 740.4 mmt in 2014, in other words by 21.0% during the
period. However, the rate of increase in Chinese steel demand has been slowing: Chinese steel demand in
2014 saw nepative growth for the first time since 1995 amid a property market slowdown. The role of
fixed asset investment as a driver of steel demand should continue to decline, while the service sector’s
share in total output is expected to increase. In China, a declme in steel intensity would be expected over
hme as the country becomes more dependent on services as a source of growth. Although many analysts
had previously predicted that steel demand/production in the country would peak around 2020 or 2025,
now that point could be reached much sconer. Afier three decades of significant economic development,
China is now said to be shifiing to a lower but still rapid and likely more sustainable growth path, the
so-called the “New Nommal®.

Over the past decade, China has displayed a sharp increase in steelmaking capacity, and has
accounted for most of the world’s capacity growth since the early 2000s. As a result of overly optimistic
estimates of future steel dewnand, the country is facing a considerable excess capacity challenge. The
Chinese stee] industry has been suffering recenily from declining profits and many Chinese mills have
faced losses over the last few years. Currently, the Chinese government is making efforts to eliminate
outdated steel capacity to mitigate overcapacity and air pollution. On 6 QOctober 2013, the State Council
issued the Guidelines for Resolving Overcapacity, targeting the closure of 80 million tpy of steel capacity
by the end of 2017, in addition to addressing overcapacity problems in the cement, aluminium, plate plass
and shipbuilding industries. Moreover, the Ministry of Industry and Information Technology (MIIT) has
called for public feedback on a drafi of the Policy for Restructuring of the Steel Industry, an update of the
imatial version of the Steel Industry Development Policy issued in 2005. Some key points are summarised
as follows:

s By 2017, alleviate the degree of excess capacity and increase the capacity utilisation ratio to 8%,

¢ New projects should be accompanied by the closure of an equal or greater amount of the existing
capacities by 2017,

e  Remove restrictions on foreign investment in the Chinese steel mdustry;

*  Aim to lift the share of China’s top ten steel mills in total output above 60% and form three to
five ultra-targe steel conglomerates, both by 2025; and

s  Promote scrap usage, lifting the proportion to no lower than 30% of the scrap feedstock by 2025,

The location of China’s steelworks has important implications not only for the structure of steel
supply, but also in terms of how raw materials are accessed. There appears to bave been a shift in focus
from the tradition of building milis in resource-rich inland regions to coastal areas, where it is convenient
to import raw materials, because domestic supplies have beeome insufficient in meeting the requirements
of meinland production. Despite this trend, several projects still have been announced in resource-rich
regions such as Xinjiang. The commissioning of the Yingkou Bayuquan Project in 2008 (in Liaoning
Province} and the Caofeidian Project in 2010 (in Hebei Province) are examples of the significant
transformation that has occurred in China’s steel industry towards coastal plants that are focused on the
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production of flat steel products. Most coastal steelworks are designed to produce high value-added
products to meet demand for flat products in the automotive and home appliance industries in China.

Although the growth rate of Chinese capacity is slowing down owing to government policy measures
aimed at constraining the industry’s expansion, the construction of some very large integrated steel plants
may keep the level of capacity on an upward path. Many Chinese mills are also looking to build steel
plants in overseas markets, such as in Southeast Asia and Africa, as the overcapacity challenge is making it
difficult for them to make a profit in the domestic market.

The BOF production process will remain the dominant route in China in the years fo come, while the
EAF share may increase slowly along with increasing availabnlity of dormestic scrap. As a result of several
investment projects, steelmaking capacity in China is expected to iocrease from 1.14 billion tpy to
1.17 billion tpy between 2014 and 2017 (at an average annual rate of 0.8%). The rate of increase in
Chinese capacity is nevertheless slowing. Despite a slowdown in China’s capacity growth mte compared to
previous years, large steelworks that focus on the production of flat products are being built in the country,
namely:

o Baosteel’s greenfield Zhanjiang steelworks project, which is approximately 200l from
Wuhan’s Fangchenggang plant, was launched in May 2012. Baasteel will install two 5 050 cubic
metre blast furnaces (8.2 million tpy capacity in total) and three 350-mt BOFs (8.9 million tpy
capacity in total} at the Zhanjiang works. The steelworks’ location close to the port coroplex will
facilitate imports of iron ore used as feedstock. The RMB 41.5 billion project is scheduled to be
compieted by 2016. Equipment commissioning wifl progress in stages: crude steel, slab and HRC
production is expected to start in 2015, while CRC and HDG steel manufacturing is scheduled
for 20186,

o Wuhan Iron & Steel (Wugang) launched the construction of ils Fangchenggang steelworks
project in May 2012. The RMB 63.99 billion project involves the installation of two 5 200 cubic
metre blasi furnaces (8.4 million tpy capacity in total), three 300-mt BOFs (9.2 million tpy in
total), as well as plate mill, hot sirip mill and a cold strip mill. The company has decided to
commission its cold strip mill ahead of its iron, steel and hot strip mill, and started its first
comrnercial production and rotled out the first coil from the pickling and cold rolling mill on
28 June 2015.

s Shandong Iron and Steel Group formally started construction of its Rizhao project in June 2013,
The RMB 56.75 billion steel plant will have two 5 100 cubic metre blast furnaces (8.1 million tpy
capacity) and two 200-mt and two 250-mt BOFs (8.5 million tpy in total) in order to produce
high-end flat products for the home appliance, automotive, machinery, and offsbore engineering
sectors, The new Rizhao works will be located close to the privately-owned Rizhao fron & Steel
ag well as Rizhso port, a major raw materials hub. Production is scheduled to starl in 2016-2017.

India

India recently became the third largest steel producer in the world. As an economy with a large
population and rich iron ore and coal resources, India has significant potential for steel consumption and
production growth, Between 2010 and 2014, its apparent crude stee] consumption ingreased from 69.1 mmt
ta &1.7 mmt, in other words by 18.2% during the period. Convergence of the country’s very low per-capita
consumption towards the higher levels found in more developed economies would result in significantly
higher stee! consumption, "Make in India", a program launched by the Government of India in 2014 to
ransfonn the country into a global manufacturing hub could contribute to the development of mining and
metallurgical industries.
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On 5 February 2013, the Indian government published a draft National Steel Policy in order to reflect
changes in the domestic and global economic situation since the last Steel Policy of 2005, The current
Steel Policy aims at transforming India’s steel industry into a plobal leader, in terms of production,
consumption, quality and efficiency while achieving envircrumental and social snstainability. Based on
forecusts for steel consumption, India’s authorities expect that steelmaking capacity may have to increase
to 300 million tpy by 2025-26 in order to meet future demand. As a result of several investrment projects,
India may become the world’s second largest steel manufacturer in the medivm term. In fact, significant
arnounts of new production capacity are scheduled to come on stream in the next few years.

Although EAF is still the major steelmaking process in India, BOF’s share is likely to increase
gradually, supported by new investrnent projects that are iron ore/coking coal-intensive. However, capacity
expansions (particularly greenfield projects) have proceeded slowly in recent years due to obstacles
associated with land acquisition and difficulties in obtaining the required environmental and forest permits.
The main contribution will come from brownfield expansions, Steelmaking cepacity in India is expected to
incresse from 108.0 million tpy to 138.8million tpy between 2014 and 2017 (at an average annual rate of
9.5%). The upsiream (crude) projects that are underway in the country include:

» To hoost its steelmaking capacity, state-owned Stee! Authority of India Lid (SAIL) blew-in a new
blast furnace (4 060 cubic metre) and installed a BOF (1.5 milliontpy) in 2013-2014 at its
Rourkela Steel Plant (RSP) in Odisha state. In addition, the company commissioned the largest
blast furnace in India (4 160 cubic metres) and installed a BOF shop (2.5 million tpy) in 2014 at
its [ISCO Steel Plant in West Bengal state. Moreover, the company will install a new blast
furnace (4 060 cubic metreg) and a new BOF shop (4.0 million tpy) and decommission its
OH furnaces at its Bhilai piant in Chhattisgarh state.

« Jindal Steel & Power Lid (JSPL) will increase its crude steelmaking capacity through the
following brownfield projects: the company will install two BOFs (3.8 million tpy in total) as
part of the 6 miilion tpy build-up of its integrated steelworks at Anpul plant it Odisha state.
In addition, the company will install a 4 109 cubic metre blast furnace (2.7 million tpy) and a
BOF shop (3.2 million tpy).

e Tata Steel began construction of the greenfield Kalinganagar works in Odisha state in
January 2011 and expects to commission the first phase of its integrated mill by 2016 with a
4 330 cubic metre blast fitrnace and a BOF (3.0 million tpy). The cost of the Kalinganagar project
is now estimated at INR 400 billion. In the second phase of the project, the company will
increase its capacity at the Kalinganagar plant to 6 million tpy. The company also aims o further
expand production capacity at its Jamshedpur works lo nearly 11 million tpy from 9,7 million tpy
currently.

The Association of Southeast Asian Nations (ASEAN)

The Association of Southeast Asian Nations (ASEAN}) is now one of the fastest growing steel-
consuming markets in the world, Over the last few years, there has been a major expansion of steel
consumption, supported by a rapidly developing automotive sector, robust construction activity, and
various infrastructure projects. Between 2010 and 2014, apparent crude steel consumption in ASEAN-6
increaged from 57.1 mmt to 76.8 mmt, in other words by 34.5% during the period. The share of flat
products in ASEAN consumption has been rising gradually in the past several years, suggesting that the
indusirial structure of ASEAN economies is becoming more sophisticated. The region’s steel demand is
likely to benefit from a rapidly growing working-age population, positive economic growih prospects and
rising urbanisation.
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In May 2011, Indonesia launched a 15-year economic development plan, called the Master Plan for
Acceleration and Expansion of Indonesia’s Economic Development. In the Plan, the Sumatra Economic
Corridor will function as a “Centre for Production and Processing of Natural Resources and the Nation’s
Energy Reserves”. PT Krakatau POSCO blew-in its 3 million tpy steelworks in December 2013 in the
corridor, which was the first large-scale blast furnace in South East Asin. Viet Nam’s Master Plan aims at
developing the domestic steel industry, ensuring stability and sustainability of industrial development, and
minimising the imbalance in manufacturing between pig iron, steel billet and finished products, as well as
between long and flat steel products. According to the Ministry of Industry and Trade, capacity is targeted
to reach 40 million tpy of steel billets by 2025, The Philippines’ Roadmap, which was launched in
October 2013, has set a long-term target of increasing steel production to 20 mmt by 2030,

Strong steel demand growth has attracted many foreign investors to the ASEAN region. Although the
ASEAN region has traditionally been a large net importer of steel, a steel mill construction boom has
recently been taking place in the region. Investment in new sieel plants by Chinese steelmakers is also
taking place in the region. In ASEAN, DRI and scrap have been the major feedstock for steel production
because production takes place primarily in EAF-based facilitics, However, BOF’s share in the region’s
steel production is expected to increase gradually due to many BF/BOF investment projects. Steelmaking
capacity in ASEAN-6 i3 expected to increase from 44.9 million tpy to 57.0 million tpy between 2014 and
2017 (at an average annual rate of 8.3%). Below is a brief summary of the major projects taking place in
ASEAN:

e Chinese Taipei's Formosa Plastics Group started its integrated steel mill project in Ha Tinh
province, Viet Nam in December 2012. The invested amount for the Phasel is about
USD 10 billion. Formosa Ha Tink Steel Corporation project will be carried out in two stages.
Under Phase I, the company will consiruct two 4 350 cubic metre blast furnaces (3.2 million tpy
each) and three 300-mt BOFs (7 million tpy). The steel plant will be equipped with a hot strip
mill (5.4 million tpy), which will be the first HR mill in Viet Nam. Between Phase I+1 and
Phase I1+2, the group plans to construct another four BFs, which will take its melting capacity to
21.85 million tpy.

o Gunung Steel Group will install a new 1.2 million tpy steelmaking plant at Gunung Raja Paksi in
Indonesia. The meltshop will be equipped with 2 120-mt EAF and a slab caster. The project is
aimed at substituting slab imports o feed the company’s HRC production.

»  POSCQO S5-Vina, the Korean steelmaker's long products subsidiary in Viet Nam commissioned a
1 million tpy long steel plant in the PhuMy 2 industrial zone im southern Ba Ria-Vung Tau
province in 2015, The new plant is equipped with a 120-mt electric ar¢ fumace, a caster to
produce beain blanks and billets, and two rolling mills.
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Table 7. MNon-DECD crude steelmaking capacity

In million tonnes

Annual growth rate
2005 007 a0 2 2014 2047 (% per sRRUmM)
Hzh0 2014112 20174
Non-OECD Eurapa ¥.6 T.E 8.2 a3 Bd 8.3 0.0 Q.0 a0
Buigaria 32 32 3.2 3.2 22 32 0.0 0.0 a0
Romania a4 9.0 2.0 8.2 Bz 82 15,8 a0 0.0
oS 125.2 1347 14.5 1844 1467 1508 0% a3 0,9
Ruskla 7.4 7a B3d.a B2 B8.0 931 0.4 28 15
Lraing 4.0 455 47.5 45.5 435 435 1 43 4.0
Kazakhalan 50 4.4 1.0 8.2 a.2 8.2 8.2 as 0.0
Latln Amaricz 515 556 .3 61.3 651 T2.7] 13 0.5 1a
Amankina 54 8.1 a7 6.7 67 L& 9.0 20 a3
Brazli 38.4 [0 45.0 415 45.0 50,6 28 0.5 14
Calomtia 11 1.5 3.2 22 22 2.2 0o 4.0 o0
Parn 1.0 11 1.3 1.5 1.5 1.5 8.0 a0 an
Yanezuola 50 g1 4.1 62 6.2 7.8 .8 a0 8.3
Alriea Ty %8 na 0.8 319 254 0.8 5.0 ‘a
Algredia 14 18 1.8 1.8 3.0 3.0 0.0 a3 0.0
Egypl &0 ad 23 23 11.2 4.2 0.0 2.9 6.0
{ibya 13 1.8 1.6 18 1.8 1.6 Q.0 a.0 0.0
HMigeda 27 21 24 23 e 2.3 0.0 2.0 8.0
South Afica 121 124 12,0 103 10.3 10,3 EA| 0.0 0.0
M\ddic Eagt 9.7 2 323 dL7 5.4 75,7 1494 1% 10,5
an 120 120 170 0 270 R 1746 B7 146
Oman 0.0 0.0 0.5 15 3.1 4.3 00 255.0 LR
Qalwr 1.5 15 ] 20 a4 25 i¥e] PR £.5
Soudi Arabia 50 74 1.6 88 125 17.2 L] 228 128
Unltpd Amb Emkeles 0.2 0z 0 a0 37 7 M5 1.8 10
Asla a4 e s 11358 1,331.6 1.408,1 4.6 B9 1.8
China 4230 588.5 ang.a 9508 1,140.0 1,967.7 o 84 L]
QOther Asia 054 194 1523 176.0 1916 2413 2] 8.1 T4
Chingsa Talgal 200 20.6 26.5 05 28.5 28.5) a0 3.8 L+
inda 62.0 B0.0 4.0 985 106.0 138.8) 1.9 580 25
Indonasty 58 59 8.7 a7 9.7 114 Q0 226 59
Malaysia a0 a0 0.4 10.0 .7 0.7 25 36 0.0
Paklatan 2.0 4.0 %3 5.5 56 59 0.0 11 1.7
Phllippines 14 18 2.0 a0 20 a4 0.0 0.0 23
Thafand 6.5 B8 ;%) 94 89 5.9 6.4 2.8 ne
Vigtngsm 1.0 20 5.8 24 12.0 0.7 o 124 24.4
Non-DECD TATAL TG0.8 958.4 1,233.8 1,4284 1.652.1 1,754 1.9 (2] 2.0

Notes: CIS denotes the Commonwealth of Independent States.
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NOTES

Only projecis in the investment project datgbase that are “vnderway” are used to generate the point
estimates of future capacity presented here. Projects that are “planned”, but not underway yet, are not
included in the forecasts, bul are used to generale the “high™ capacity scenarios shown in the tables
throughout this report,

ASEAN-6 in this document refers to Indonesia, Malaysia, the Philippines, Theiland, Singapore and
Viet Nam.

israel ts excluded from the non-0OECD Middle East aggregate due to ity siatus as a Member of the OECD.
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1. INTRODUCTION'

The global steel industry is confronted with an unprecedented level of overcapacity,” which is
severely distorting the world market and threatening the viability of many steel producers worldwide.
Since the first edition of this paper was released in July 2013, excess capacity has continued to grow. This
update is necessary, aimost three years later, because the overcapacity crisis has reached alarming new
heights. In the United States, the effects of this crisis are being felt most acutely in the form of record
import levels, which are having severely injurious effects on the health of the U.S. steel industry. By the
end of 2015, U.5. steel producers were utilizing less than 65 percent of their capacity, and they have been
forced to lay off 12,000 workers over the past year. The U.S. steel industry cannot withstand these market
conditions much longer. Immediate action is required to reduce capacity, particularly in China, and to
stem the significant adverse effects on steel producers around the world.

The 2013 version of Government Intervention and Overcapacity discussed at length the structural
imbalance in the global steel industry during the 1997-2001, import crisis, when enormous steel capacity
around the world contributed to a flood of low-priced imports into the United States. “The outlook today
is even worse than during [that period], when unfairly traded imports and other factors produced a wave
of bankruptcies and layoffs among American steel companies.”* Indeed, despite the clear lessons from
that period, many in the global steel industry failed to address the underlying problems and added
capacity without regard to actual levels of demand, resulting in the current massive levels of excess
capacity in the industry - estimated at about 700 million metric tons® worldwide and growing. Much of
this huge capacity growth has not been driven by market forces, as it far exceeds levels of demand growth,
and has not been supported by profitability, as the least profitable producers in the world are leading the
growth in steelmaking capacity.

Rather, the overcapacity largely results from increasing levels of government ownership and
intervention in the steel industry, especially in China, which is home to nearly two-thirds of world steel
overcapacity. And despite its disproportionate contribution to the crisis, China appears unlikely to deliver
on its recent, inadequate promises to eliminate 100 to 150 million tons of steelmaking capacity. As they
have in the past, China’'s various government plans and policies, while purportedly intended to reduce
capacity, in fact encourage and even subsidize upgrades and continued growth. The continuation of these
palicies is more likely to result in the maintenance and further expansion of Chinese steel capacity and
production,

Excess steel production capacity must be shut down, and soon. The only question is where that
restructuring will occur. Will the countries that are causing the crisis = most notably China — finally and

! The views expressed in this paper are those of the authors and should not be attributed to Wiley Rein LLP or any

of Its clients.

: In this paper, “overcapacity” refers to the difference between capacity and production. Overcapacity may also be
defined as the difference between capacity and demand; however, in the steel industry production and demand tend to
be very close, meaning that there typically are not substantial differences between the two measures.

: Alan H. Price, Christopher B, Weld and Laura El-Sabaawi, Government intervention and Overcapacity: Causes and
Consequences for the Global Steel Industry [July 2013) {Government Intervention ond Overcapacity 2013}, available at
http://www. wileyrein.com/newsroom-articles-277 1. htmi.

# Thomas J, Gibson and Chuck Schmitt, Crisis Level, Recycling Today {May, 2016).

: All references to “tons” in this paper are to metric tons, unless otherwise stated.
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permanently shutter their vast excess capacity, or will responsible, market-oriented steel producers in the
United States and around the world be forced to close facilities, make additional layoffs, or even enter
bankruptcy as a result of this crisis?

To effectively address this mounting overcapacity crisis, the world’s steel producing countries must
take steps to reduce or eliminate the non-market-based factors that serve to increase and/or maintain
inefficient capacity. Inthe case of China, where government support created much of the excess capacity,
the Chinese government must take an active role to undo the excesses it created. Unless action is taken
now to address these issues on a global basis, especially in China, unfair trade practices and the resulting
trade friction will persist and likely worsen, and the very viability of many steel producers — particularly
market-oriented steel producers that operate based on commercial considerations — will be threatened.

n THE EXTENT OF THE CRISIS

A, Continued Growth in Steel Overcapacity

The period since 2000, and even since Governiment Intervention and Overcapacity was first
released, has been characterized by unprecedented expansion of steel production capacity. Since 2000,
the global steel industry has added more than 1.2 billion tons of crude steel capacity, for an estimated
total of more than 2.3_billion tons of capacity worldwide as of 2015.° This capacity growth surpassed
demand growth during the same period by nearly 500 million tons,” resulting in the current excess
capacity crisis.

These increases in global capacity have been led by the explosive growth of China’s steel industry
over the past 15 years. China alone, which accounted for about half of the world’s steel output last year,®
added a massive 590 million tons of steelmaking capacity from 2000 to 2015 {making it responsible for
more than three-fourths of the total global increase in capacity during that period).” In Turkey, where
huge capacity growth also occurred extremely quickly, steelmaking capacity rose by more than 150
percent from 2000 to 2014.'° Capacity has also grown substantiaily in India, increasing by more than 76
million tons from 2000 to 2015." Korea, the Middle East, Latin America and the Commonwealth of

6 OECD, World Crude Steelmaking Capacity {Mar. 2015}, available at
http://www.oecd.org/stifind /steelcapacity.htm.

! Global steel consumption in 2000 was just over 840 million tons. World Steel Association, Steel Statistical
Yearbook 2010 at 90. A recent estimate of global consumption in 2015 was 1.54 billion tons. Stee/ Market Forecast 2015-
2025: Future Opportunities for Leoding Companies (Feb, 16, 2016). Thus, from 2000 to 2015, global consumption grew by
about 700 million tons.

8 World Steel Association, Crude steel production 2015-2014, availabie at
https://www.worldsteel .org/statistlcs/crude-steel-production.html.
? OECD, Develapments in world steelmaking copacity, DSTI/SU/SC{2010)14 {Dec. 2010} at 2; Gabriel Wildau, Losses

mount in China’s overcrowded steel sector, Financial Times (Dec. 4, 2015); European Chamber of Commerce in China,
Overcapacity in China: An Impediment to the Party’s Reform Agendo {2016) (European Chamber of Commerce 2016
Repaort) at 1, 16,

" The Land of Steel, The Turkish Perspective {Nov, 2, 2015); Turkish Steel Exporters’ Association, Turkish Steel Trade
Delegation Dubai (2015) at 10; Yasin Ocal, Planning Expert, Ministry of Development, Republic of Turkey, Innovation in the
steel sector: Turkish Steef industry (Dec, 5, 2015) at 3.

i QECD, Regional Capacity, DSTI/SU/SC(2011)14 (Dec. 5-6, 2011) at 2; Megha Mandavia, India’s ambitious steef
production plan thwarted by slow consumption, The Economic Times (Dec. 17, 2015).
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Independent States countries have also seen rapid capacity growth in recent years, with less substantial
increases in Africa and the NAFTA member countries. ™

The growth in steel capacity since 2000 is reflected in increased production, most notably in Ching,
as shown in the chart below. Chinese capacity and production grew steadily even during the global
recession. [n fact, “from 2004 to 2014, global steel production increased by 57 percent — China
contributed a staggering 91 percent to this increase,” leading the European Chamber of Commerce in
China to recently conclude that Chinese “steel production has become completely untethered from real
market demand.”"

Raw Steel Production In China and the Rest of the World
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While global steel production declined slightly in 2015, the brunt of this decrease fell on producers
in the United States and other NAFTA countries. According to the Organisation for Economic Co-operation
and Development (OECD), “North American production... declined the most [in 2015], in relative terms,
reflecting a sharp 8.8% steel output decline in the United States as several mills reduced output ar idled
furnaces in response to the market downturn,”**

= From 2000 to 2013, steel capacity Increased by 32 million tons in the Middle East, 24 million tons in Latin

America, 21 million tons in CIS countries, 7.8 million tons in Africa, and 3.9 million tons in NAFTA countries, while,
according to recent OECD figures, capacity in the EU countries declined by about 7.8 million tons. OECD Regional Capacity
Report at 2; OECD, Excess Copacity in the Globol Steel Industry and the Implications of New Investment Projects {2015)
{OECD 2015 Excess Capacity and New Projects Report) at 10-11.
12 European Chamber of Commerce 2016 Report at 1, 16.

" OECD, Steel Market Developments: Q4 2015 (2016} at 12.
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significant levels of overcapacity, including Europe, the Commonwealth of Independent States countries,
Latin America, Korea and Japan.®®

B. The Effects of Overcapacity on Steel Industries Worldwide

The OECD has concluded that “[t]he growing gap between global steelmaking capacity and
demand has led to deterioration in the financial situation of steelmakers, and has raised concerns about
the longer-term economic viability and efficiency of the industry.”*’ For example, between 2013 and
2015, global capacity utilization dropped from 78 percent to less than 70 percent.” Globally, the steel
industry’s financial situation is weaker than it has been in years, and the industry is faring even worse than
during the last stee! crisis of the late 1990s.%

The U.S. steel industry in particular has been drastically affected by the global excess capacity
crisis, which has led to record levels of steel imports into the U.S. market.?® According to the U.S. Census
Bureau, imports of steel products into the United States increased by 61 percent from 2010 to 2015, from
21.7 million tons to 35.1 million tons.”® Over the same period, imports’ market share rose from 21 percent
to a record 29 percent.’® In the NAFTA countries, while steel production in 2015 dipped below 2010
levels, steel imports increased 93 percent from 2010.7

In addition to capturing sales volumes, increased import levels and overcapacity generally have
caused prices to collapse. As reported by the Financial Times, steel prices late last year were “cheaper
than at any time in the past decade,” due largely to the supply giut created by Chinese ca\rercapacity'.ZEI
Capacity utilization dropped as well, from just under B0 percent in the NAFTA countries in 2013 to less
than 68 percent in 2015,% In the United States in particular, capacity utilization dropped to an alarming
62.1 percent by the end of last yea r.3¢

w0 See, e.g., World Steel Assaciation, Steel Statistical Yearbook 2015 (Steel Statistical Yearbook 2015) at 1; OECD

2015 Excess Capacity and New Projects Report at 11,

& QECD 2015 Excess Capacity and New Projects Report at 6.

World Steel Association, World crude steel output increoses by 3.5% In 2013 {Jan, 23, 2014}; World Steel
Association, World crude steef output decreases by -2.8% in 2015 (Jan. 25, 2016). By the end of last year, global steel
capacity utilization had dropped to 66.6 percent, Scotia Howard Weil, Coof Weekly {Apr. 6, 2016) at 10.

B OECD, Evaluating the Financial Health of the Steef Industry, DSTI/SU/SC{2015)12/FINAL (2016) at 3,

n See e.g., id at 25 {"At the global leve!, the effects of excess capacity are transmitted through trade; excess
capacity can lead to export surges, leading to price declines and market share losses for import-competing domestic
producers”).

B Preliminary: U.5. Imports for Cansumption of Steef Products January 2011, U.S. Census Bureau MNews {Feb. 23,
2011} at 1; Preliminary: U.S. Imports for Consumption of Steel Products Januory 2016, V.5, Census Bureau News (Feb. 24,
2016} at 1.

* Joseph S, Pete, Steel Imports grabbed record 29 percent of market in 2015, www.nwi.com (fan, 29, 2016},

As calculated by the American lron and Steel Institute (AlSI), using data from the U.S. Census Bureau, Statistics
Canada and Canacero.

® Michael Pooler, Globo! steefmokers face cocktail of challenges, Financial Times {Oct. 27, 2015). See also Yuan
Yang, Chino’s rofe in the global steel downturn, Financial Times {(Apr. 6, 2016) {“stee| prices worldwide [have] slump[ed] to
a 10-year low").

» As calculated by AlSl, using data from Statistics Canada and Canacerao.

Department of Commerce, Steef Industry Executive Summary: March 2016 at 12.
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If, as discussed below, the global steel overcapacity crisis continues to worsen, steel producers
worldwide, and particularly in North America, will face substantial additional challenges and, very likely,
even more ciosures and layoffs. If the current imbalance between steel supply and demand is not

addressed quickly, “{tlhe immediate reaction will likely be further downward pressure on steel prices,”%®

which would be unsustainable for many producers.

C. Given Current Trends, Overcapacity Will Only Worsen

Despite the significant excess capacity currently overhanging the steel industry worldwide, many
steelmakers plan additional capacity increases in the coming years. As a result, global steel capacity is
projected to expand even further. With ongoing and planned capacity increases, capacity will grow by
about 103 million tons worldwide from 2016 to 2018.>" Capacity growth will continue to outpace
demand,®® which declined in 2015 and is expected to increase by only 0.7 percent this year.”

Once again, China leads in terms of planned capacity increases. While the Chinese government
recently announced plans to reduce the country’s steel capacity by 100 to 150 million tons,*® this
reduction would be inadequate, and there is significant doubt as to whether such capacity closures wil
even be accomplished. According to Reuters, the China Iron and Steel Association predicts that Chinese
stee| capacity will increase yet again this year.*" This is unsurprising, as Beijing’s past efforts to force
capacity reductions have largely failed.** For example, when the Chinese government announced a plan in
2013 to cut production by 80 million tons by 2017, there was limited action to implement that plan. In
fact, quite the opposite occurred. “Even as the central government called for the industry to slim down,
China add:;d at least 58 new steel furnaces in 2013.., adding 80 million tonnes of additional annual
capacity.”

The limited attempts that were made to reduce capacity in accordance with the 2013 plan were
largely ineffectual. For example, in late 2013, China’s Hebei province staged an event during which
demolition squads blew up blast furnaces owned by 15 mills, all on Chinese state television. According to
the Wall Street Journal, however, "[a]ll of the furnaces targeted for destruction turned out to be so
outmoded that the companies that owned them didn't consider them spare capacity, steel-industry
officials [said], meaning they didn't help reduce the province’s extra volume,”™ In part due to the lack of

% OECD, Steefl Market Developments: Q4 2015 {2016) at 20.

OECD Symposium Background Note at 4.

See 0ECD, World Crude Steelmaking Capacity {Mmar. 2015), available at
http://www.oecd.org/sti/ind/steelcapacity.htm.

* Worldstee! Short Range Outlaok 2015-2016, World Steel Association (Oct. 12, 2015).

“ RPT-China to cut crude steel production by 100-150 min tonnes —cobinet, Reuters (lan. 24, 2016); China Stee! Plan
Seen Spurring 400,000 Job Cuts, Instability, Bloomberg {lan. 25, 2016).

“ Davld Stanway and Ruby Lian, 8gosteel sees higher 2016 autput as world reels from China’s glut, Reuters {Mar. 31,

37
38

2016).

2 Gabrlel Wildau, Losses mount in Ching’s overcrowded steef sector, Financial Times (Dec. 4, 2015).

s Gwynn Guilford, South Korea consumes more steel per capita than both China and Japan. A lot more, Quartz {May
28, 2014),

44

Lingling Wei and Bob Davis, In Chinag, Beijing Fights Losing Bottle to Rein fn Factory Production, Waill Street Journal
{Juty 16, 2014). See also lefferies Franchise Note, Metals & Mining {lan. 13, 2016) at 36 (“we fear that much of the
capacity that is being targeted for closure is 'zombie’ capacity that does not in reality operate at present”).
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progress closing capacity in Hebel, “there is no reason to assume that [the government’s 80-million ton
closure] target will be met,”* let alone the larger level of capacity closure envisioned by China’s newly
announced plan.

Despite such government plans, and expected declines in domestic demand, including a four
percent drop this year,* many Chinese steel producers continue to plan substantial capacity additions.
Much of this will be added by large, state-owned or -supported |::r|::du1:lers.."‘-"r For example, China’s second-
largest steel company, state-owned Baosteel, recently announced that it will increase its steel production
by 20 percent this year, as a result of its recent completion of production lines at its new Zhanjiang miih.*#
State-owned Shandong tron & Steel group will [aunch a “new, high-quality steel production plant” in
Shandong Province in June 2017, with an annual production capacity of more than 8 million tons.* And
Guangxi Steel Group Co. is currently in the process of bringing into operation its new plant in the southern
coastal region of China, which will have more than ten million tons of annual capacity.“

Even if China were to in fact shutter 100 to 150 miflion tons of capacity, such closures would be
inadequate to stem the adverse effects of the overcapacity crisis, Chinese industry executives
acknowledge as much, admitting that “(s)ignificant overcapacity will remain in China’s steel sector even
after planned restructuring.”>" For example, the “capacity creep” effect recognizes that steel producers
generally increase their effective capacity by an average of 1.5 to 2 percent per year,”? through process
improvements, de-bottlenecking and similar measures that do not involve expansion of nameplate
capacity. As a result of capacity creep alone — not to mention substantial planned capacity expansions by
Chinese producers — China will add roughly 93 to 138 million tons of effective capacity over the next five
years. This would targely offset China’s announced capacity reductions.

Other steel industries worldwide are also planning major capacity increases in the near future,
Steel producers in Russia plan to add more than nine million tons of crude steel capacity in the coming
years,” despite a “deep recession” in the Russian economy, including a considerable depression in steel

s European Chamber of Commerce 2016 Report at 18. Despite announcing the capacity closure plan in 2013,

Chinese steel production increased in 2014, Steel Statistical Yearbook 2015 at 1.

% ling Zhang, Chinese consumption to foll 4% in 2016: CiSA.

See, e.g., OECD 2015 Excess Capacity and New Projects Report at 15 and Annex.

David Stanway and Ruby Lian, Baosteel sees higher 2016 output as world reels from China’s glut, Reuters {Mar. 31,
2016}); Andrew Soergel, Chinese Steelmaker Revs Up Despite Promised Production Cuts, U.5. News & World Report (Mar.
31, 2016). See ofso OECD 2015 Excess Capacity and New Projects Report at 32.

“ Primetals Technologies, Shandong fron & Steel orders two continuous siob casters from Primetals Technologies
{lan. 12, 2016); OECD 2015 Excess Capacity and New Projects Report at Annex,

50 First hot coil on the continuous onnealing line built by Fives at Guangxi Steel, Fives {Mar. 22, 2016}; OECD 2015
Excess Capacity and New Projects Report at 32,

o Tom Mitchell and Christian Shepherd, Ching says its steel overcapacity will remaip, Financial Times (Apr. 10,

2016).
52

47
A8

See, e.g., Credit Suisse, Global Stee] Equities (Sept, 6, 2012) at 9; Steel Business Briefing, Global Market Outiaok
{Mar, 2015},

= See QECD, Caopacity ODgta: Commonwealth of Independent States (Feb. 2015), available at
http://www.oecd org/stifind/2.1,4CiS.xisx {counting capacity increases planned for 2016 and beyond),
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demand,”® and even though the Russian steel industry was only operating at about a 61 percent capacity
utilization rate in 2015,%

Despite 7 and 17 percent declines in steel consumption in 2014 and 2015, respectively,® Brazilian
steelmakers are also planning significant capacity increases in the near future.”” This includes a new blast
furnace mifl with three million tons of annual capacity, which is expected to fire up in the second quarter
of this w_-ar.58 The mill, to be operated by a joint venture between Vale, Dongkuk and POSCO, will be
located in the state special export zone of Ceard, where it reportedly will benefit from “advantages on
shipments abroad.”>’

In India, which does not currently have high levels of excess capacity, the steel industry is expected
to add approximately 60 million tons of new capacity between 2011 and 2017.% These increases will
occur despite falling capacity utilization rates in the Indian industry.®* And the Indian government recently
introduced a new policy that would increase steel capacity to 300 million tons by 2025% — an increase of
nearly 200 million tons from 2015 levels. If these planned capacity expansions occur, India could become
the second largest steel producing country in the world.® Despite growing demand in India, massive
increases in Indian steel capacity will exacerbate the global oversupply situation, in part by lessening
India’s availability as an export market.

Unless major changes are made to address the long-term distortions in the global steel industry,
excess capacity will only continue to rise, putting increasing downward pressure on steel prices and
profitability around the world and causing further harm to the global industry.

{H. MUCH OF GLOBAL STEEL CAPACITY GROWTH IS NOT MARKET-BASED

The overcapacity crisis plaguing the global steel industry is largely a result of non-market forces.
As the Department of Cornmerce found in 2000, while legitimate, market-based barriers to exit from the
steel industry do exist, “government practices and policies that forestall adjustments mandated by the

54 QECD, Steel Market Developments: (4 2015 (2016) at 11.
5 Russig Copacity Utilization, Trading Economics {Mar 18, 2018).
% Warld Steel in Figures 2015, World Stee! Association (May 29, 2015) at 16; Alacero, Latin America: in 2015, annual

production of finished steel decregsed 5% ond consumption cantracted 4% (Feb, 26, 2016). Brazilian steel producers were
only operating at 69 percent capacity utilization in 2014, prior to this substantial drop in demand. Brazil Steel Institute,
Figures, available at http://www.acobrasil.org.br/site2015/eng/dados.asp.

5 See OECD, Capacity Data: Latin America (Feb. 2015), available at
http://www.oecd.org/sti/ind/2.1.6LatinAmerica.xsx.

5 Dongkuk Steel’s mammoth steel plant project in Brozil delayed, Pulse {Nov. 5, 2015).

See QECD, Capacity Data: Latin America {Feb. 2015), available at
http:/fwww.aecd.org/sti/ind/2.1.6LatinAmerica.x)sx.

& Ernst & Young, Global Steel 2013: A New World, A New Strategy (Jan. 1, 2013) at 30. See ofso QECD Regional
Capacity Report at 4.

o See Megha Mandavia, India’s ambitious steel productian plon thwarted by slow consumption, The Economic Times
{(Dec. 17, 2015).

5 Ernst & Young LLP, Indian steel: Strategy to ambition (2014) at 9.

& See World Steel in Figures 2015, World Steel Assoclation (May 29, 2015) at 9,
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market” are a major cause of excess capacity in the steel industry.®* This remains true today, as many
governments continue to subsidize the start-up of additional, unnecessary capacity and prevent obsolete
capacity from closure.

A. Steel] Capacity Growth Largely Is Not Driven by Demand

As was the case when the 2013 paper was released, growth in global steel capacity has not tracked
demand in the market, resulting in the overcapacity crisis facing the industry today. The first decade of
this century saw global steel demand grow by approximately five percent per year.®® By contrast, the rate
of growth in global demand, has slowed significantly over the past few years. Apparent steel usage grew
by less than one percent in 2014, actually declined last year, and is expected to grow only 0.7 percent this
year.*® “In a competitive industry, production and ultimately capacity should respond to market signals,”®’
such as this marked slowing of demand growth. However, the continued expansion of the steel industry in
certain countries and regions, as shown in the chart beiow, demonstrates just how government
intervention can “hinder adjustments that would normally occur in competitive markets.”*®

Steelmaking capacity and steel consumption changes by region in 2015 and 2016%

Total volume change in mmi
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Source: OECD caloulafions.

& See U.S. Department of Carnmerce, International Trade Administration, Report to the President, Giobal Steel

Trade: Structural Problems and Future Solutions (July 2000} {Commerce Global Steel Trade Report) at 4.

6 Morgon Stanfey Global Steel Report at 1.

Worldsteel Short Range Outlook 2015-2016, World Steel Association {Oct. 12, 2015).

& id.

6 QECD 2015 Excess Capacity and New Projects Report at 6.

This chart has been repraduced from the OECD, Steel Morket Developments: Q4 2015 (2016} at 12.
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Much of China’s steel capacity growth, reflected in the chart above, cannot be explained by
reference to development cycles associated with market forces. While China’s steel demand did increase
over the past decade, Chinese steel capacity far surpassed the needs of its market. As with aluminum,
where China built the largest industry in the world without any comparative production advantage
(indeed, despite a lack of access to inexpensive, clean energy sources typically required for |arge-scale
aluminum production),m China's steel industry was intentionally built up as a result of a series of distortive
government policies.

As reflected by the declining capacity utilization rates of Chinese steel producers, rates of demand
growth in China have slowed considerably, while capacity continues to increase rapidly. Chinese steel
demand peaked in 2013 before dropping by eight percent over the next two \,rs_-ars.?1 Because Chinese
steel capacity did not decrease accordingly, capacity utilization in China dropped from nearly 77 percent in
2013 to only 71 percent last \,rear._"2

Demand in China is expected to decline by another four percent this year, with similar declines
expected “at least until 2020.””* These substantial decreases in demand stand in stark contrast to the
capacity increases occurring in China, which will far outpace demand in coming years, including any
foreseeable demand growth,

As noted above, in Russia, steel producers continue to increase their capacity,“ and Russian steel
output is expected to increase steadily through 2019.” At the same time, Russian steel consumption is
dropping substantially. Steel demand in Russia declined by 11 percent in 2015 and is expected to undergo
at least a similar decline this year,”® meaning that the already oversupplied Russian market will suffer from
additional excess capacity, which may lead to increased exports. '

The European steel market suffered substantial declines in recent years, and as of 2014, Europe’s
apparent steel use remained 27 percent below pre-crisis levels.” The EU market appears to have

n Because primary aluminum production is extremely energy intensive, most production is located in countries with

inexpensive and less polluting sources of energy (e.g., hydro, geothermal, nuclear and natural gas-based electricity). See
U.5, Energy information Administration, Energy needed to produce aluminum {Aug. 16, 2012), From both a cost and
environmental standpoint, the coal-based electricity that is predominantly used in China is one of the least attractive fuel
sources. Despite this global pattern and the lack of a development cycle requiring greatly expanded capacity in China,
China has built the largest primary aluminum industry In the world, accounting for more than 50 percent of global
production, as a direct result of government support policies, llke those in the steel sector. See Willlam Pentland, Lessans
From The Aluminum Industry: The Hidden Cost Of China’s Cheap Solar, Forbes {Mar. 29, 2016).

n Shiv Mehta, Ching Steelmakers: Iron Ore Rally is a Foke (BHP, RIO), Investopedia (Mar. 5, 2016); China’s annual
stee! consumption drops for first time in three decodes, Reuters {Jan. 22, 2015). See afsa China steel firms suffered S8 bln in
losses in Jan-Nov 2015 —assn, Reuters (fan. 17, 2016).

& QECD, Steel Market Developments: Q4 2015 [2016) at 12; European Chamber of Commerce 2016 Report at 3, 16,

& Fan Ruchong, Lu Xiaoxi, Huang Kaixi and Yu Ning, China cuts push coal, steel sectors into corner, Asia Times [Mar.
17, 2016).

7 See, e.g., NLMK increases its galvonized steel capacity (Feb. 8, 2016); OECD 2015 Excess Capacity and New
Projects Report at 24-25.

S BMI Research, Eurppe Steel: Poland and Russia to Defy Regional Slowdawn (Aug. 12, 2015).

Adrian Leek, A Summary of the Current State of the Global Steel industry, Corewire (Feb. 1, 2016); Deloltte, fron
and Steel Industry Report (Sept. 2015) at 13-14,

7 See Steel Statistical Yearbook 2015 at 75.
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stabilized somewhat, growing by approximately two percent in 2015, with a similar small uptick expected
in 2016.”® While European steel mills have adjusted their capacity somewhat in response to these market
contractions, the capacity adjustments have thus far been insufficient to eliminate the region’s substantial
overcapacity.

The North American steel market has generally fared better than the European market. For NAFTA
as a whole, apparent steel use grew by approximately 13 percent in 2014.” While U.S. steel demand
declined by about ten percent in 2015,% it is expected to increase by approximately two percent this
year.® The U.S. steel industry also took approximately nine million tons of capacity out of praduction in
2014 and 2015. Thus, as demand in many steel markets around the world declines or stagnates, and
global capacity continues to climb far in excess of demand, the United 5tates will remain an extremely
attractive target for world steel exports, further threatening the U.S. steel industry.

B. Steel Capacity Growth Is Not Supported by Profitability

The relatively low profits earned by many steel producers worldwide further demonstrate the
disconnect between steel capacity growth and market forces. The Chinese steel industry exemplifies this,
as China's dramatic increase in steel capacity has occurred despite financial returns in the Chinese industry
that are well below those achieved by other steel industries,** and even other industries in China. “China’s
steel industry has one of the lowest operating margins compared not only to the steel industries of many
other economies but also relative to other domestic industries. China’s steel industry is ranked 85" out of
94 Chinese service and manufacturing sectors, but is last amongst all domestic manufacturing
industries.”™ As one example, Sinosteel, China's largest state-owned steel trader, defaulted on a bond
repayment in October 2015.* The country’s major steel firms reportedly lost more than RMB 100 billion
{US $15.5 billion) last year alone,* and the actual figures are believed to be much greater. One recent
report estimates that the debt ratio of China’s major steel mills rose 1.6 percentage points in 2015 to 70.1
percent, bringing the total debt of only the country’s “big mills” to RMB 3.27 trillion (US $499 biilion),*
while another estimates that “the Chinese steel industry has roughly [US] $520 [billion] in total debt held
targely by Chinese [state-owned] banks.”*

Indeed, much of Chinese excess steel capacity is connected to a broader problem in China — the
country’s massive, growing and unsustainable debt bubble. Often at the direction of the Chinese
government, debt is continually refinanced, expanded and ultimately swept off the books and into “asset

e EURQFER, Economic and Steel Market Outlook 2016-2017 (Jan. 27, 2016) at 6,
» See Steel Statistical Yearbook 2015 at 80.

10 Data obtained from AlSt,

& Arcelor Mittal USA, Steef Market Outlook: Federal Reserve Bonk Economic Outlook Symposium {Dec. 4, 2015) at

16.
# id. at 24 {"With their profitability remaining the lowest globally, it is possible that Chinese companies will
continue to operate even after posting losses, flooding the steei export markets with low-cost steel.”},

8 DECD, Stee! Morket Developments: Q4 2015 (2016) at 17.

B Gabriel Wildau, Losses mount in China’s overcrowded steel sector, Financial Times {Dec. 4, 2015},
& Steeling for a struggle: Ching workers face turmoil, Breitbart (Apr. 10, 2016).

5 Debts rise at China's big stee! mills, consumption falls, Business Inslder (Mar. 2, 2016).

& lefferies Franchise Note, Metals & Mining (Jan. 13, 2016} at 4.
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management companies” or other state-created financial firms designed exclusively to absorb bad
corporate debts and cover losses in Chinese enterprises.”® It is essential that steps be implemented in
China to promote the exit of capacity and to deflate the country’s debt bubble, before the world economy
becomes even more vulnerable to a massive Chinese debt crisis.

Chinese overcapacity and resulting massive exports have already tanked the world steel market,
severely hindering the ability of steel producers around the world to operate profitably. While it may be
unnecessary for Chinese producers, earning profits and a decent return on capital is essential for market-
oriented steel producers that make decisions based oh commercial considerations.

In short, the overwhelming majority of global capacity increases since 2000 have occurred in what
has become the least profitable steel industry in the world, highlighting the disconnect between
profitability and growing capacity, Despite increasingly nonexistent profits, Chinese steel producers
continue to boost production and add capacity largely as a result of governmental control over and
intervention in the industry,

C. Current Steel Overcapacity Is Largely the Result of Government Intervention

Rather than market-based growth, capacity continues to grow largely as a result of intervention by
governments, many of which have significantly subsidized their steel industries, including through low-
interest loans, grants and the provision of low-priced inputs. Such intervention has resulted in enormous
capacity increases over short periods of time in many countries, causing oversupply globally and otherwise
distorting the world market. Political intervention has also acted as a key barrier to permanent capacity
closures in the industry, as governments prevent mill closures for other non-commercial purpos.es.89
While in a purely market-based system “the power of the market alleviates excess capacity, by forcing
inefficient producers that incur profit losses to eventually exit the market,”™ government intervention
artificially prevents the market from self-correcting. Thus, in the steel industry, government impediments
to capacity closure, combined with barriers to exit associated with long-lived assets, have led to the
accumulation of persistent and growing excess capacity,

1. Massive Gavernment Intervention in China’s Steel Industry

China provides the most striking example of government intervention in the steel industry. The
unprecedented growth in Chinese capacity is largely a result of massive government ownership and
control, which has come at the expense of market-oriented steel producers around the globe.”* The

B8 See, e.g., Lingling Wel and Bob Davis, in Ching, Beifing Fights Losing Battle to Rein In Foctory Production, Wall

Street Journal {luly 16, 2014) {(“[Steel] companies stay afloat by borrowing, adding to China's rapidly-growing debt levels”);
Fayen Wong, Steel industry on subsidy life-support as China ecanomy slows, Reuters {Sept, 18, 2014).

# See Morgan Stanley Global Steel Report at 15.

OECD Excess Capacity Report at 2. See, e.g., Bruce Vail, An Ominous Quiet Descends On RG Steel’s Troubled Mills,
inthesetimes.com (June 7, 2012).

o See, e.g., European Chamber of Commerce 2016 Report at 16 (“China’s steel industry now accounts for more than
half of global output, or mare than twice the combined output of the next four blggest steel makers: Japan, India, the US
and Russia. It enjoys this massive capacity largely thanks to supportive industrial pollcies spanning decades whose sole aim
was to help this ‘strategic’ industry flourish”); Perverse odvantoge: A new book lays out the scale of Ching’s industrial
subsidies, The Economist {Apr. 27, 2013} {“On their conservative calculations, China spent over 5300 billion, in nominal
terms, on the biggest SOEs between 1985 and 2005. This help often came in the form of cheap capital and underpriced
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Chinese government has ownership interests in nine of the ten largest steel producers in China — the top
two of which alone produced more steel in 2014 than the entire U.S. steel industry shipped that year,” In
addition to owning majority shares in most of its major steel producers, the Chinese government
maintains a high degree of decision-making authority over the industry and continues to intervene
extensively in the operations of individual steel companies. For example, recent reports indicate that local
governments in China have instructed steel mills in their localities to increase their exports and foreign
exchange earnings,”

The Chinese government’s significant involvement in its steel industry has both contributed to the
enormous increases in new capacity and prevented the closure of inefficient capacity. Through various
laws, policies and industrial plans, the Chinese government for decades has directly subsidized its steel
producers with grants, preferential loans, debt-for-equity swaps, tax refunds and other preferential
poiicies, as well as various forms of indirect support, such as restrictions on foreign investment, Using
such policies, as well as its significant ownership stakes, the Chinese government has created the world’s
largest steel industry.

Even Chinese government policies purportedly intended to decrease China’s excess steel capacity
have had the opposite effect. Since as early as 2003, a series of top-down government plans claiming to
address overcapacity and the extensive environmental degradation that it has caused have instead
operated as disguised industrial subsidy programs.” Rather than encouraging inefficient, unprofitable and
highly polluting capacity to exit the market permanently, these policies have encouraged the construction
of massive industrial parks and the large-scale instaliation of new capacity under the auspices of

inputs unavailable to international rivals ... Such distortions breed indiscipline and overcapacity... A similar problem looms
in the steel industry”}.

2 China’s two largest steel producers, Hebei Steel Group and Baosteel Group, are both state-owned and produced
47.1 and 43.31 million tons of steet in 2014, respectively, while the entire U.S. steel Industry shipped in 89.1 miilion tons
that year.

93 Delia Fu, No commaon export strategy for major Chinese mills in 2016, Steel First {Mar. 24, 2016).

See generally Wiley Rein LLP, Money for Metal: A Detailed Examination of Chinese Government Subsidies to the
Steel Industry (July 2007); Wiley Rein LLP, The Reform Myth: How China iIs Using State Power to Create the World’s
Dominant Steel industry (Oct. 2010); Fayen Wong, Steel industry on subsidy life-support as China econamy slows, Reuters
{Sept. 18, 2014} (“Subsidies accaunted far four-fifths of the prafits reported by Chinese steel companies in the first half of
this year”).

5 See, e.g., Natice of the General Office of the State Council [ssuing the Several Opinions of the National
Development and Reform Commission and Other Agencfes Regarding Checking Blind Investment in the Steel, Aluminum,
and Cement Sectors (B RDPRTEAEBRABAES A RFRIRTH LGB ERKETVEEREETERL
ffi i %), Guo Ban Fa [2003] No, 103 (Dec, 23, 2003); Notice of the State Council Regarding Hastening and Premoting
Structural Adjustment of Industries with Overcapacity (B3B3 T InEHEH = B ) 1T db &5 My B A 41), Guo Fa
[2006] No. 11 {Mar. 12, 2006); Notice of the State Council Regarding Promuligating the Several Opinions of the NDRC and
Other Departments Regarding Suppressing Overcapacity and Redundant Construction in Certain Sectors ond Guiding
Healthy Industrial Development (B4 5HtH RBHEBSHMIXTHH M LRl A ET B RS S/ MHE
K BETF W AEE), Guo Fa [2009] No. 38 (Sept. 26, 2009); Natice of the State Council Regarding Further Strengthening
Woark on Eliminating Outdated Capacity (B H LT — 3R IK 3 57 88 THER9i8H0), Guo Fa [2010) No. 7 (Feb. 6,
2010); Guiding Opinion of the State Counclf Regarding Resalving the Contradiction of Serious Overcapacity (B &% T 1k
forpe b = B A B F & 46 §: & W), Guo Fa [2013] No. 41 (Oct. 6, 2013),

4
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“eliminating outdated capacity,” developing a “circular economy,””® encouraging “comprehensive
resource utilization” and other alleged environmental and capacity reduction initiatives. These policies
have provided for government grants, the provision of land and inputs, and pervasive state intervention in
the allocation of credit and financing, all in pursuit of upgrading, modernizing and even expanding, rather
than reducing, steel capacity. As a result, steel producers that should have gone out of business have
remained in the market and expanded and upgraded their facilities, further fueling China’s capacity
expansions.g?

Indeed, the very plans and policies that the Chinese government claims, with much fanfare, will
resolve the overcapacity crisis, are in fact primary drivers of the problem. Despite repeated failures to
accomplish any net capacity reductions, each subsequent iteration of these plans relies on the same state-
driven policy levers that are little more than massive industrial subsidy schemes. |n 2003, for example,
Chinese central authorities instituted one of the country’s first alleged efforts to address overcapacity.
The policy acknowledged that various levels of government “for many reasons have huilt new iron and
steel smelting projects on a large scale, providing low-price and tax-free fand use rights and giving
enterprises all types of unreasonably preferential policies and tax breaks..”* A decade later, in 2013,
China’s State Council was still identifying the very same problem, noting that various levels of government
“have too excessively pursued fast growth and have relied too heavily on investment as the driver.
Through commercial recruiting methods like supplying discounted land, tax breaks, and low-price resource
allocation, they have spurred redundant investment and capacity expansion.”>

While repeatedly appearing to identify the problem, the Chinese government’s various plans and
policies, over nearly 15 years of their implementation, have failed to stop the extensive subsidization and
state intervention at the heart of the issue. To the contrary, they have exacerbated the overcapacity
problem. While they may create the appearance of serious action, the Chinese government’s overcapacity
plans actually permit and even encourage the same state intervention and subsidization that created the
problem in the first place.

Specifically, Chinese government pians claim to rely on heightened environmental and industry
entry standards, along with mare stringent regulatory enforcement. To the extent that any capacity is
actually eliminated pursuant to these plans, it is limited to a subset of state-selected “outdated capacity.”
For example, as noted above, when Hebei province destroyed some blast fumaces a few years ago, it was
reported that “[a]ll of the furnaces targeted for destruction turned out to be so outmoded that the
companies that owned them didn’t consider them spare capacity..., meaning they didn't help reduce the
province’s extra valume.”*® This is consistent with a recent repart’s concern that “much of the capacity

* *Circular economy” is a term utilized by the Chinese government to refer to a policy of reducing per-unit

emissions and resource consumnption through means including technological upgrades, vertical and horizontal integration
of refated industries and enterprises, and creation of geographically concentrated, top-to-bottom industrial chains in
pollution-heavy industries.

# See, e.g., European Chamber of Commerce Report at 17.

® Guo Ban Fa [2003] No. 103 at 3.

* Guo Fa {2013] No. 41 at 1.

e Lingling Wei and Bob Davis, in China, Beijing Fights Losing Battle to Rein In Factory Production, Wall Street Journal
{4uly 16, 2014).
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that is being targeted for closure [by the Chinese government] is ‘zombie’ capacity that does not in reality

operate at present.”™

Moreover, under the various Chinese government policies issued over the past 15 years, any
capacity actually eliminated is extremely outdated. And it is often replaced by new or upgraded, more
efficient, and often larger capacity. As one report recently noted, “many [Chinese] steelmakers while
closing high cost urban mills are replacing this capacity with new low cost and energy efficient mills
located further from population centres.”'™ These policies are therefore not only ineffective — they
actuaily lead to increases in total capacity (and often total pollution).

Often, on their face, these plans and policies have purported environmental goals. Under the
guise of environmental protection, China’s overcapacity initiatives provide substantial subsidies for
technological renovations that result in replacing outdated capacity with upgraded and expanded capacity
— a net negative for the overcapacity crisis and the environment. For example, a 2005 Chinese
government policy focused on developing the “circular economy,” while couched in terms of
environmental objectives, instructed authorities to provide a variety of state support that resulted in
capacity increases. The 2005 policy sought to “strenuously develop high-technology industries, hasten the
use of high technology and advanced application technologies to transform traditional industries;
eliminate outdated industrial processes, technology, and equipment; {and) bring about the upgrading of
traditional industries.” ™

fn 2006, China’s State Council launched a second major overcapacity initiative that has become the
blueprint for China’s overcapacity policies to date. The policy sought to “promote adjustment of the
industrial structure in overcapacity industries” by (i} introducing higher environmental, safety and
industrial standards,™ and (ii} identifying and eliminating facilities that do not meet those standards.®
Netably, the 2006 plan defined “outdated capacity” largely in terms of size and made clear that
“gliminate” did not actually mean to remove from the market entirely. It explained that only biast
furnaces smaller than 300 cubic meters and rotary and electric furnaces smaller than 20 tons should be
eliminated.'® It provided further that the government would “support the technological renovation
projects of large enterprises that are consistent with industrial policy, technologically advanced, and
significant to industrial upgrading.”' In other words, the policy provided government support — subsidies
- for large enterprises to upgrade and expand their facilities.

101 lefferies Franchise Note, Metals & Mining {Jan. 13, 2016) at 36

102

id.
103 Several Opinions of the State Council Regarding Hastening the Development of the Grcular Economy (B & 5T
s BIEF 2T S T-5 ), Guo Fa [2005] No. 22 (July 2, 2005) at 3

1o Guo Fa (2006] No. 11 at 3. The policy sought to “...increase entry barriers by drafting stricter standards such as
environmental, safety, energy consumption, water consumption, comprehensive resource utilization, and quality,
technology, and scate.”

10 id. The policy stated a goal to “..close a group of small enterprises that destroy resources, pollute the
environment, and do not maintain safe production conditions. Elimlnate a set of outdated production capacity in phases
and groups. Undertake demolition procedures for outdated production facilities.”

18 Id.

147 l'd

o
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The plan called for strict implementation of the State Council’s 2005 Provisional Rules for
Promoting Adjustment of the Industrial Structure, which established an Industrial Structure Adjustment

Guiding Catalogue that classified industrial projects as “encouraged,” “restricted” or “eliminate.”'%

Projects and technologies in the “encouraged” category, which were to receive continued state support,
included 17 iron and steel items, such as “non-blast-furnace smelting technology”'™ (e.g., the electric arc
furnace technology used in the majority of steel production in the United States and a number of other
countriesm). Even capacity falling under the “restricted” category was allowed to “adopt measures to
renovate and upgrade in a set period of time,” with government support for doing so.' As a result,
China’s 2006 overcapacity plan did not lead to reduced capacity. Instead, in only the three years following
its issuance, China’s annual steel capacity increased by nearly 250 million tons.'"

Subsequent iterations of Chinese government plans purporting to address industrial overcapacity
in steel and other industries have retained this ineffectual structure of impiementing heightened
environmental and industrial standards targeted only at eliminating so-called “outdated capacity,” while
simultaneously encouraging state support for enterprises to upgrade in accordance with those standards.
As another example, the Chinese State Council’s 2010 Natice Regarding Further Strengthening Work on
Efiminating Outdated Capacity explained that governments should:

s “Strengthen budgetary funding guidance... [U]tilize existing funding channels and generally support
all localities in undertaking work of eliminating outdated capacity... All localities should also
actively allocate funding to support enterprises in eliminating outdated capacity.” 13

=  “Support enterprise upgrades and renovations. Fully realize the use of science and technology in
supporting industrial upgrading... [A]ilocate technology renovation funds, implement and perfect
relevant preferential income tax and financing support policies. Support enterprises consistent
with national industrial policy and planning in using high technology and advanced applications
technology. Emphasizing product quality, energy conservation, environmental protection,
equipment improvements, and safe production, undertake renovation of outdated capacity...
Prioritize technology renovation funds, energy conservation and emissions reduction funds, project
approvals, land development and utilization, and financing support for localities and enterprises
with significant burdens and good records in eliminating outdated capacity.” ™

Mast recently, in 2013, China’s State Council issued the Guiding Opinion of the State Council
Regarding Resolving the Contradictions of Serious Qvercapacity. Once again, despite the policy’s stated
concern with overcapacity in steel and other industries, the central government reiterated its support for
industrial upgrading in accordance with the very standards that it claimed should force excess capacity

w8 Decision of the Stote Council Regording Publication ond implementation of the Provisional Rules for Promoting

Adjustment of the Industriol Structure {[E& ek T BHLHE (EH A EEHEEETHLE) MRE), Guo Fa [2005]
No. 40 (Dec. 2, 2005) at Art. 12.

108 id. at Art. 17; Industrial Structure Adjustment Guiding Catalogue (2011 Edition} {earlier editions are no longer
available) at 11.

e See, e.¢,, World Steel in Figures 2015, Worid Steel Association {May 29, 2015} at 10.

1 Guo Fa {2005] No. 40 at Art. 18.

e OECD, Developments in Steelmaking Capacity of Non-OECD Economies 2013 {Aug, 13, 2014) at B.
e Guo Fa {2020] No. 7 at 4.

1 Id. {emphasis added).
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from the market. The Guiding Opinion expiained that “[t]lhe central budget shouid expand support for
overcapacity sectors to implement structural adjustments and industrial upgrades, and each local budget
should allocate special funds to provide support as practical.”™® It also directed financial institutions to

“expand credit support for technological renovations.”™*®

A steel-specific plan to implement the 2013 Guiding Opinion imposed minimum capacity
requirements for Chinese steel producers, identifying for closure blast furnaces smaller than 400 cubic
meters and rotary or electric furnaces smaller than 30 tons.’”” As the European Chamber of Commerce in
China recently explained, such measures have “spurred a number of producers to expand their capacity
above these thresholds in order to avoid closure,” citing an example in which a Chinese steel producer
received compensation for “dismantling four small blast furnaces [and] spent the funds it received on
building a larger one.”™® n this way, such minimum capacity standards drive a “survival of the largest”
approach in which, perversely, smaller steel mills are forced to expand capacity to comply with central
industrial policies and are subsidized for doing so. It is more difficult for these super-sized facilities to
adjust their output in accordance with market conditions, so their output remains high, even when
smalier, more nimbie producers could more easily cut production to align with actuai demand.

China’s 2013 Guiding Opinion introduced another particularly harmful approach to the country’s
domestic overcapacity crisis. It explicitly encourages the use of foreign markets as a release valve for
China’s excess steel capacity, through both exports of domestically produced steel and the state-
supported relocation of Chinese mifls to foreign countries. The Guiding Opinion calls for “implementing
overseas investments and reorganizations to transfer excess domestic capacity” and directs financial
institutions to “expand the leve! of support for enterprises ‘going out’ ...to support the transfer of capacity
abroad.”*"® The steel-specific implementation plan reiterates this policy by “encouragling] qualifying
enterprises to link with ‘One Beit, One Road’ construction to transfer some capacity through international
capacity cooperation and realize win-win and mutual benefit.”**® Such initiatives demonstrate the Chinese
government’s intention to maintain a China-centric approach that shifts the economic burdens of its own
harmful domestic policies onto the markets of its trading partners.

In short, Chinese central government policies permit and in fact support the replacement of
outdated capacity with state-of-the-art facilities, driving capacity expansions rather than promoting the
exit of capacity from the market. As a result of these policy initiatives, even as some “outdated capacity”
has been eliminated, it has been replaced by greater volumes of upgraded and expanded capacity. Under
the latest plan, additional capacity is even being moved overseas, with generous state support and at the
direction of central government initiatives.

In addition to actively promoting and subsidizing the upgrading and expansion of steel capacity,
the Chinese government has continued to demonstrate that it will intervene directly to prevent capacity

18 Gua [2013] No. 41 at 7-8.

116 l‘d

w Opinion of the Stote Council Regarding Resolving Overcapacity in the Steel Industry and Realizing Development
that Relleves Hardship (B % 52 26 F- 91 84T b A AR ot 1007 B S 30 I 1A = e B 2 L), Guo Fa [2016] No. 6 (Feb 1, 2016).

18 European Chamber of Commerce 2016 Report at 17.

118 Guo Fa [2013] No. 41 at 7-8 {(emphasis added).

120 Guo Fa [2016] No. § at 2.
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closures that would otherwise occur. For example, four Chinese steeimaking companies that halted
operations fast year due to staggering financial losses, now plan to re-start production after major
investments by a Chinese state-owned company, indicating that “the government is not ready for massive

closures of steel mills.”*** And reports persist that “local governments simply [will not] allow steel mills to

be closed down for the sake of local employment and fiscal income,”*** despite recent promises for
capacity closures. For exampie, despite 192 billion yuan of debt that Bohai Steel cannot repay, the Tianjin
government, which owns Bohai, has reportedly “*asked banks to continue lending’ to Bohal,” promising
that “the government will pay the interest.”**

2. Government Intervention in Other Global Steel Industries

Turkey Is another prime example of a steel industry built with government support. The Turkish
steel industry has grown rapidly, jumping from the 17 largest crude steel-producing country in the world
in 2000 to the 9™ largest last year."™ Such dramatic growth has been facilitated by significant subsidies
from the Turkish government, including low-interest development bank Ioans,125 export credits and
insurance,*® tax benefits,’”” and the provision of low-cost inputs to suppliers.’® In addition, Turkish steel
producers that generate power with their own coal-fired or natural gas power plants benefit from state-
controlled pricing schemes, resulting in artificially low energy costs for such producers.m

Similarly, the Indian government has fostered the rapid expansion of its steel industry through
intervention and subsidies. There, the government owns 86 percent of the Steel Authority of India Ltd.
(SAIL}, India’s largest steel producer.”®® Outside of ownership, the Indian government has historically
intervened in its steel market by promoting investments and propping up struggling enterprises with

121

2016).

122

China’s big state-owned investor to help private loss-moking steel companies, Metal Expert Daily News (Feb. 4,

Tracy Alloway, Why China’s Steel Mills Won't Cut Back Production, Bloomberg (Nov. 24, 2015).

Wu Hongyuran and Yang Qiaoling, Intense Jostling over an Indebted Steelmoker, Caixin Online (Apr. 7, 2016).
Turkish Steel Exporters’ Association, Turkish Steel Trade Delegation Dubai (2015} at 10; Warld Steel Association,
Crude steef production 2015-2014, available at https://www.worldstee).org/statistics/crude-steel-production.html.

125 See, e.g., Kalkinma Development Bank of Turkey, 2014 Annuol Report,
http://english.kalkinma.com.trfuserfiles/pagefifes/annual-reportsfannual_report_2014.pdf {last visited Apr. 8, 2016).

12 See Report by the Secretariat, Trade Policy Review: Turkey, WT/TPR/S/331 (Feb. 9, 2016) at 88 [noting that 19
percent of the short-term export credits granted by Turk Eximbank in 2014 were in the fron and steel sector); New ond Full
Netificotion Pursuant to Article XVi:1 of the GATT 1394 ond Article 25 of the Agreement on Subsidies and Countervailing
Measures: Turkey, GISCM/N/284/TUR (Sept, 18, 2015) (Turkey 2015 WTO 5Subsidies Notification) at 9-23.

w7 See Turkey 2015 WTO Subsidies Notification at 1-5.

Issues and Decision Memorandum accompanying Welded Carbon Steel Stondard Pipe from Turkey, 70 Fed, Reg.
62,097 (Dep’t Commerce Oct. 28, 2005) (fina) results of expedited sunset review); Issues and Decision Memorandum
accompanying Heavy Walled Rectangular Welded Carbon Steel Pipes and Tubes From the Repubiic of Turkey, 80 Fed. Reg.
80,749 {Dep’t Commerce Dec. 28, 2015) {prelim. affirmative countervailing duty deter, and alignment of final deter. with
final antidumping duty deter.).

129 See Report by the Secretariat, Trade Policy Review: Turkey, WT/TPR/S/259 {}an. 17, 2012) at 91-92.

130 OECD 2015 Excess Capacity and New Projects Report at 36.
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“theap loans, tax incentives [and] subsidized land,”** in addition to imposing import duties, licensing

requirements and raw material export restrictions to protect domestic producers,'

Governments in countries with smaller steel outputs are also learning from the Chinese example
and intervening to protect and expand their steel industries. For example, state-owned steel companies in
Indonesia, Iran, Libya, Nigeria, Qatar, South Africa, Tunisia, Venezuela and Vietnam each have recently
expanded capacity or plan to do so in the near future,’ which will contribute to the excess capacity
plaguing the global steel industry. In addition to those discussed above, the following governments own
significant shares of the large (if not the largest) steel companies in their countries, thereby playing a role
in increased production in these countries: Pakistan {which recently delayed plans to privatize its Pakistan
Steel Mills Corporation'®!), Saudi Arabia {which owns 70 percent of Saudi Basic Industries Corporation*>?),
and the United Arab Emirates {whose Emirate Steel Industries PISC is wholly owned by Senaat, the Abu
Dhabi government’s industrial investment holding company™®}.

Even in countries with historically market-based economies, governments are intervening in the
steel sector. in Europe, there are several ongoing investigations of government interference to prevent
capacity closures., For example, the European Commission recently concluded that a public authority
controlled by the government in the Walloon region of Belgium “repeatedly granted support measures
amounting to €211 million in state aid to companies of the Duferco group between 2006 and 2011,” which
“artificially boosted the companies’ revenues and postponed the difficult yet necessary capacity
adjustments in the Walloon steel industry.” >’

As discussed in the 2013 paper, the Italian government took steps in recent years to prevent the
closure of steelmaker llva SpA’s plant in Taranto, Italy, the largest steelmaking facility in Europe.”® The
European Commission is now investigating the consistency with European state aid rules of the ltalian
government’s actions, which reportedly totaled approximately €2 billion and included “state guarantees
on loans, a law exceptionally giving loans granted to Ilva an absolute payment priority in case of
bankruptcy, including over debt to public entities, a law allowing liva access to funds seized during ongoing
criminal proceedings against llva’s shareholders and former management before those proceedings have
established who owns these funds, and the settlement by payments to Hva of a long standing dispute
between State-owned Fintecna and liva,” **®

19 Ernst & Young LLP, Indian steel: Strotegy to ambitian (2014) at 6.

12 See, e.g., U.5. Trade Representative, 2015 National Trade Estimate Report on Foreign Trade Barriers (Apr. 1, 2015)

at 183,

H OECD 2015 Excess Capacity Report at Annex.

1 Shahbaz Rana, IMF agrees to delay PIA sell-off for six manths, The Express Tribune {Feb. 4, 2016).

s Guif Petrochemicals and Chemicals Association, Soudi Basic Industries Corporation  [SABIC),

http://gpca.org.ae/congulf/blog/saudi-basic-industries-corporation-sahic/ (last visited Mar. 30, 2018).

136 Emirates Steel, http://www.senaat.co/emirates-steel {last visited Mar. 30, 2016).

European Commission, Stote oid: Commission orders Belgium to recover €211 million from several steel
cormpanies within the Duferca group (lan. 20, 2D16).

1 Government Intervention and Overcapacity 2013 at 19,

European Commission, State afd: Cammission opens in-depth Investigation into italian support for steel producer
liva in Taranto, italy {Jan. 20, 2016).
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Government interference in the global steel market has been exacerbated by the activities of
multiiateral development banks and national export promotion agencies. These organizations have
loaned steelmakers around the world billions of dollars, often ostensibly to increase energy efficiency and
to reduce pollution. In other cases, the goal is to promote the export of steelmaking machinery. In either
case, the end result is the same — lending at below-market rates leads to the creation and maintenance of
capacity that would not otherwise occur. For example, last year, the Brazilian National Development Bank
(BNDES) announced that it would provide steel company Companhia Siderirgica do Pecém {CSP) with up
to USD 1 billion to build a plant at the Pecém Industrial Port Complex with a three million ton annual
production capacity.’® As CSP is partially owned by POSCO and Dongkuk Steel, the Korean Export-import
Aank is aiso reportedly lending significant support to the construction of the new mill.'*

Even here in the United States, export banks have played a role in expanding steel capacity. New
Arkansas steel producer Big River Steel received an $800 million loan from the German government-
owned KfW IPEX Bank GmbH, with export credit insurance provided by Germany’'s export promotion
agency Euler Hermes, in return for its purchase of German steelmaking equipment,m This loan accounts
for a majority of the capital used to build Big River Steel. When completed this year, Big River Steel’s mill
will add about 1.6 million tons of capacity to the U.S. steel market,**

These examples demonstrate that, just as the Department of Commerce found in its 2000 report,
growing overcapacity in the global steel market continues to be due in large part to government subsidies
to and intervention in steel industries around the world, most notably in countries outside of North
America.’®  Government subsidies continue to help create massive steel capacity worldwide and to
prevent much-needed capacity closures and reductions in response to oversupply and weakening demand
conditions.

. SOLUTIONS TO THE GLOBAL OVERCAPACITY CRISIS

Previous efforts to remedy global steel overcapacity — and to eliminate government intervention
and other market-distorting practices contributing to overcapacity — have not achieved long-term results.
Indeed, since the first issue of this paper was released, the excess capacity crisis has only worsened.
Unless immediate action is taken to reduce giobal overcapacity, the very viability of many steel industries
around the world will be threatened.

Notably, China must take action. Given China’s overwhelming contribution to the overcapacity
crisis, any real solution simply must include meaningful and effective action by the Chinese government to

40 Brgzil: BNDES to grant Vale, Dongkuk ond Posco USD 800 million ta buijld steef mill, Global Trade Alert {Oct. 2,
2015); White & Case, White & Case Named Best Infrastructure Low Firm in Latin America by Latinfinance {Oct. 8, 2015)
{BNDES is involved in “a US83.1 billion |loan to Companhia Siderugica do Pecem {CSP). CSP Is building a steel mill in the
northeastern Bragilian State of Ceard and once operational will produce three million tons of steel products. CSP is owned
by Vale {50 percent), Dongkuk Steel {30 percent) and Posco {20 percent). BNDES is providing US$1 billion in funding and
KEXIM, K-Sure and certain commercial lenders have agreed to provide $2.1 billion in funding”).

. White & Case, White & Case Nomed Best Infrastructure Low Firm in Latin Americo by LatinFinance {Qct. 8, 2015}.
e Joe Nocera, Corporate Welfore for the Kochs, The New York Times {Qct. 10, 2015); lonathan Bell, KfW WPEX
arranges major export finonce for Siemag equipment to US, Trade & Export Finance (July 9, 2014},

" KW and Euler fund huge US steel mill, Global Trade Review (July 14, 2015).

18 Commerce Global Steel Trade Report at 4.
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shutter a substantial portion of its massive, state-sponsored steel capacity. China’s current plan to reduce
steel capacity by 100 to 150 miilion tons is insufficient. To make an appreciable improvement in the global
overcapacity crisis, Chinese steel producers must close 300 to 400 million tons of steelmaking capacity.
Currently, it appears unlikely that even the planned 100 to 150 million tons of closures will occur, given
China’s track record and the plethora of existing plans and policies that may purport to lead to capacity
closures but instead have consistently encouraged the upgrading and expanding of steel capacity,
including with government support, as discussed above,

To achieve the much-needed, permanent closure of global capacity, government policy makers,
particularly those in China, must reduce or eliminate the underlying market-distorting practices that serve
to increase and/or maintain inefficient capacity. Governments may need to provide limited assistance to
facilitate the permanent closure of excess steel capacity, as “policies that promote the efficient
restructuring of the industry or provide assistance to workers who may be displaced by the closure of
uneconomic mills can be useful tools to address the problem and promote greater stability in global steel
markets.”'*® Otherwise, countries should agree to remove government ownership and control over the
industry, as well as any other government involvement, direct or indirect, in the industry, This includes:;

« Eliminating government subsidies and other assistance to the steel industry, including assistance to
prop up loss-making capacity. This assistance also includes loans and grants ostensibly for
environmental and efficiency purposes, which in effect are highly distortive subsidies that maintain
and increase net steel capacity worldwide;

¢ Eliminating government practices and policies that prevent or forestall adjustments mandated by
the market. For example, companies must be permitted to lower production levels and cease
production when demand, profitability or other market conditions warrant;

+ Removing government industrial planning and decision-making from the steel industry, specifically
including China’s minimum standards, which act perversely to promote the creation of ever-larger
steelmaking plants that, by their very nature, cannot easily respond to demand fluctuations;

e Imposing a strict prohibition on multilateral and export bank lending on steel projects, which has
been a significant source of funding for unnecessary capacity survival and expansions;

= Removing export restrictions on critical raw materials and other government intervention in raw
materiais markets, so that raw materials trade is based on market principles; and

s Removing import tariffs and trade-distorting non-tariff barriers on steel praducts.

Governments must also recognize that a ton of excess steel capacity is equally harmful regardless
of where it is produced, and agree that foreign markets should not be used as toois for relieving the
harmful domestic impact of a country’s own overcapacity, whether through encouraging exports or
supporting the relocation of mills to third countries.

As always, vigorous enforcement of the antidumping and countervailing duty laws is necessary to
ensure that imports compete on a fair basis. These World Trade Organization rules are pro-competition,
as they address unfair trade practices. In particular, China must continue to be treated as a non-market

s OECD 2015 Excess Capacity Report at 6.
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economy for trade remedy purposes, given the Chinese government's continued, substantial and
disruptive intervention in its steel industry and overall economy.

Major steel-producing countries should also remove other practices that cause market distortions
and take measures to ensure a market-based, competitive home market. For example, countries should
ensure the proper enforcement of antitrust and competition rules to prevent “cooperative systems”
among domestic producers, and remove import barriers that insulate domestic producers from
competition. As stated in Government intervention and Overcapacity in 2013, there is simply no reason for
countries that have developed steel industries, such as India, Brazil, Russia and Turkey, to maintain tariffs
and other import barriers on steel products or to impose export restrictions on raw materials — yet these
countries continue to do so. Each of these practices can artificially reduce costs and inflate the export
competitiveness of domestic producers, leading to surplus capacity and trade distortions.

Moreover, industries that currently have significant excess capacity should commit to market-
based restructuring and consolidation, with the goal of eliminating inefficient and uneconomic capacity.
Given the severity of the current crisis, efforts to restructure and eliminate excess capacity can no longer
be postponed. It is important to note, however, that consolidation and restructuring alone do not provide
an adeguate solution. Any such consolidation/ restructuring must be market-based, not driven by
government policies intended to promote their domestic manufacturing bases. The primary aluminum
industry, for example, is far more consolidated woridwide than the steel industry. Yet severe overcapacity
persists, and market-based producers are struggling to compete with massive Chinese producers who can
count on government support for their production, reinvestment and survival.™* Consolidation of market-
oriented producers will not enable them to compete against such companies, which can rely on subsidies
instead of their own profits and do not have to generate a return on investments to expand, reinvest and
survive.

To be effective, consolidation cannot simply be a cover for the government to transfer assets and
provide subsidies to its failing enterprises. instead, restructuring should enable companies to adjust
production levels commensurate with demand and other market conditions, eliminating the need for
companies to produce their way out of a downturn. The restructuring process should also include the
implementation and utilization of viable, market-based bankruptcy procedures to ensure a well-
functioning exit process. Such procedures will help ensure that uneconomic capacity is removed, keeping
non-market based capacity expansion in check. As the Department of Commerce conciuded in 2000,
“ft]he longer that normal market restructuring is postponed, the more painful the process will be.”**’

If the long-term issues associated with overcapacity and other market-distortions are not
addressed in a comprehensive manner, the adverse effects stemming from these imbalances, including
unfair trade practices and the resulting trade friction, will persist and worsen. It has already taken far too
long to address these problems facing the giobal steel industry. Action is critically needed now to address
the long-term supply-demand imbalance plaguing the global steel industry and to ensure the continued
viability of American steel producers.

s In China, 75 percent of aluminum is produced by 14 major aluminum producers. Biman Mukherji, Afuminum Rises

as Chinese Producers Vow to Cut Production, Wall Street Journal (Dec. 11, 2015),
w Commerce Global Steel Trade Report at 124.
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Steel Imports Report: United States

Background

The United States is the world’s largest steel importer. In 2016, the U.S.
imported 30.1 million metric tons (mmt)} of steel, a decline from 35.4
mmt in 2015 and the near-record high of 40.3 mmt in 2014. In 2015,
U.S. imports represented about 19 percent of all steel imported globally,
based on available data. The volume of U.S. steel imports in 2016 was
more than 15 percent larger than that of the world’s second- and third-
largest importers, Germany and South Korea. In value terms, steel
represented just 1 percent of the total goods imported into the United
States in 2016.

The United States imports steel from over 110 countries and territories.
The 8 countries labeled in the map below represent the top sources for
U.S. imports of steel, with the U.S. receiving more than 1 million metric
tons from each and together accounting for 75 percent of U.S. steel
imports in 2016,

U.S. Imports of Steel Mill Products - 2016
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Steel Imports Report: United States

Top Sources by Steel Product Category

The top source countries for 11.S. imports by volume vary across types of steel products. Canada
accounted for the largest share of U.S. imports of flat products in 2016 at 25 percent (3.1 million

metric tons), followed by South Korea at 17 percent (2.1 million metric tons).

The U.S. received the largest share of its long product imports from Turkey in 2016 at 22 percent
(1.5 million metric tons), received the largest share of pipe and tube imports from South Korea at
23 percent (945 thousand metric tons), and received the largest share, at 13 percent (111 thousand
metric tons), of stainless products from Taiwan.

The U.S. imported over half of its semi-finished steel products (54 percent) from Brazil in 2016, a
total of 3.2 million metric tons.

Flat Products
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Steel Imports Report: United States

Trade Remedies in the Steel Sector

Antidumping duties (AD), countervailing duties (CVD), associated suspension agreements, and
safegnards are often referred to collectively as trade remedies. These are internationally agreed upon
mechanisms to address the market-distorting effects of unfair trade, or serious injury or threat of serious
injury caused by a surge in imports. Unlike anti-dumping and countervailing measures, safeguards do
not require a finding of an “unfair” practice. Before applying these duties or measures, countries
investigate allegations and can remedy or provide relief for the injury caused to a domestic industry. The
table below provides statistics on the current number of trade remedies the United States has against
imports of steel mill produets from various eountries. The U.S. has no steel mill safegnards in effect.




Steel Imports Report: Glossary

Apparent Consumption: Domestic crude steel production plus steel imports minus steel exports. Shipment
data are not available for all eountries, therefore crude steet production is used as a proxy.

Export Market; Destination of a country’s exports.

Flat Products: Produced by rolling semi-finished steel through varying sets of rolls. Includes sheets, strips, and plates,
Used most often in the automotive, tubing, appliance, and machinery manufacturing sectors.

Import Penetration: Ratio ofimports to apparent consumption.
Import Source: Source of a country’s imports.

Long Products: Steel products that fall outside the flat products category. Includes bars, rails, reds, and
beams. Used in many sectors but most commonly in construction.

Pipe and Tube Products: Either seamless or welded pipe and tube products. Used in many sectors but most
commonly in construction and energy sectors,

Semi-finished Products: The initial, intermediate solid forms of molten steel, to be re-heated and further forged,
ralled, shaped, or otherwise worked into finished steel products. Includes blooms, billets, slabs, ingots, and steel for castings.

Stainless Products: Steel products containing at minimum 10.5% chromium (Cr) offering better corrosion
resistance than regular steel,

Steel Mill Products: Carbaon, alloy, or stainless steel produced by either a basic oxygen furnace or an electric
arc furnace, Includes semi-finished steel products and finished steel products. For trade data purposes, steel mill products are
defined at the Harmonized System (HS) 6-digit level as: 720610 through 721650, 721699 through 730110, 730210, 730240
through 730290, and 730410 through 730690. The following discontinued HS cades have been included for purposes of
reporting historical data (prior to 2007): 722520, 722603, 722694, 722910, 730410, 730421, 730010, 730620, and 730660.




EXHIBIT 14



5302017

THE STEEE. NETWORK, |

KEWE |

AlS| Releases April SIMA Imporis Dala; Import Market Share 28 percent in April

VIDED | IMAGES | EVENTS | SHOF | CONTACT LNGIN  Search; } } ~

N N American
i lron and Stesl
- Institute
the online resource for steel
ABOUT AIS| PUBLIC POLICY THE NEW STEEL MAKING STEEL SUSTAINABILITY
AlSIHome | 7 T et

Resoarch Solicitation
Siee|Briefs

About AlS)

Puhlic Policy

The New Sieel
Making Sleel
Sustainability

G, share  ELwE

25 Massachusatls Aveanua, NW Sults BOD | Washington, DC 20001 | 202.452.7100
2000 Town Center Suite 320 | Southfield, MI4B07S | 24B.9454777
880 Andacsan Orive | Pitlsburgh, PA 15220412922,2772

& 2017 Amartcan lron and Sieel Insliuie | Privacy Policy | Whisieblower Poilcy

Amerlcan
fron and Steal
Institute

For Immediate Release
May 3, 2017
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Tabte 19.1 -- Balance Sheet For Corporations in NAICS Manufacturing Industry Groups 3311 and 3312,
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Iren, Steel, anxt Ferroalloys Tron, Swed, and Ferrosiloys
AN Total Asset Sires ' Tutal Assets Under $25 Milliam '
4G 1Q 20 0 aQ 4Q 1Q 0 3qQ 40
Lrem 015 2016 2016 2016 2016 s 2018 2016 2014 2016
ASSETS (million doltars) {million Jollars}

Cash and demand deposits inthe LS. ..o e 4451 4919 5010 5,894 6,365 126 258 k1) 428 401

Time deposita in e L5, including negotisble cenificates of deposit ... 16 72 427 453 558 11 27 35 31 29

Toml ¢ash on haod and in LS, boks .. 4467 5,050 5437 6,347 6,924 337 286 s 439 Lx]]
Other short-enn Anangizl invesanents, lllclhldl-l'lg lnn.ﬂr.elnble a‘md

govermment securitied, commiercial paper, 816, .. ... 1,328 1,004 1,396 1,926 1,236 S5 140 39 3 51

Total cash, U.8 Governmeat and other securidies ............ 5.7 6054 6,833 8,273 8,220 433 426 389 400 482

Trade acconnts and rede notes receivable

(less allowance Far doubtBd accounts) .. ... 11,084 11,427 11,854 12,614 12,283 681 604 841 213 865

INVEMOEIEE . ovoeeeheirciiens eeberes L e e e e e e s 16,614 15234 15,459 15,976 15,944 4638 665 e 687 &22

AL DHRET GUTTEDE BRREIS .ol et b e e e e e e e 2,005 1,829 875 1,341 1,993 ] [ 127 177 188

Total current assety ..

35,509 34,544 36,061 38,704 38,4350 1,850 1,796 2,124 2,266 2,157

Property, plant, and equipment 76,240 79,421 19751 79,147 77010 1765 1,808 1,146 2,491 2643 |

Land and mineral rights ... 1,539 1,829 2,174 2,084 2,10 38 1} 65 ili] 40

Lazs: Accumulated deprecmuon dtplatmn. and wmiartization | 43,003 43 811 44,381 45,354 45922 1,109 1,227 1,403 1 604 1,716 \

Met praperty, plang, aod equipment ..., 35,066 37439 37,544 36,577 33,219 694 631 BOB pat] 957 \

All ather nancwrrent agsers, ineluding inveslment in nonconsalidated |
entities, long-term investments, intangibles, exc. ... | 25,259 235,567 25,804 24,906 25,086 117 130 190 §90 184

Total Assets

LIAMLITIES AND STOCKHOLDERS' EQUITY
Shon-tenn deln, onginal matrity of | vens or less:

935,834 57,54% 99,409 100,187 6,755 2,660 2,527 3,122 3,402 3,208

a. Loans Fow banks .. - - . 10852 962 877 1,381 1,379 164 153 220 2047 175
b. Other short-teim [nane mr.-.lud:ng cammerc;nl PRPET oo 2526 1,964 2,242 1,992 1,578 4 7 3 29 2
Trade accourls and trade notes payable ... ... 7664 7730 8,324 8,569 8.i89 405 an 489 T 783
Inconse wxes accrued, prior and curvent yenars, net of payments ............ .| [ARH] +H 120 13 3 25) i ¥4 2 il
Current partion of long-terin debi, due in | year or less:
a, Loans Fombanks ... oo i i e s 20 als 315 rrad 1.028 102 22 74 109
b Other lonp-temmlnans . . ..ooiin o e e et 1,08% 1,560 1,263 981 964 14 kx) G 17 15
All other current linbilities, including excise and
sales taxes, and #CCrE EXPENBES ... ooiein s iveeie e e e s e 3951 3895 4,319 4,687 4,314 106 177 213 279 271
Total current liabiliies ..............cooot oo ieveres e 16,538 16,478 17,461 17,859 17,455 763 859 1,041 1,367 1,373
~ Long-tenn debt, due fn msre than | year:
a. Loans Eons banks .. 3,668 3,199 3,741 4495 1,009 325 318 346 355 313
b, Other lony- termlnans 22,177 23,051 23,141 21,430 12512 Tl 114 136 146 217
Al other noncurrent labilities, mdudmg defem:d INCome 1xes,
capitalized leases, and minonty stockholdess' imereat
in consolidared domestic COrPOTANONS ...\ vveuri vty e verensairaerne s 18,726 18,733 17,763 17 268 17,309 45 3 63 74 80
Tatal linbilities .. 61,109 62061 £2,306 61,002 57,885 1,205 1,325 1,586 1,941 1,985
Caqutal stock and olher ca‘plta] ﬂesa l‘reas.l.n'y xlm:k) beaneed e 24 980 27 099 28,472 30,215 24,590 {14} 202 425 229 266
Rcrmnbdeanmlgs 9,745 8,388 8,631 B8R0 9,281 1,469 1,500 1,111 1,232 1,057
Stockholders' cquiny | 34,725 35,488 37,102 315,095 38,871 1,455 1,203 1,536 1461 1,323
Total Liabilitles snd Stockholders’ Equiry ... A 93834 97549 90409 100,1B7| 96,755 2,660 2,527 3123 3,402 3,308
NET WORKING CAPMITAL
Excess of total current assets over toral cnorent babilities .o 18,371 18,066 18,600 20 8058 20,994 1,086 937 1,083 599 784
SELECTED BALANCE SHEET RATIOS {perceat of total assets) {percent of tatal assets)
Total egsli, U.5. Government and otlier secnrities 605 &21 657 826 §.50 1627 1685 12.47 14.3% 14.57
Trade accowds end made notes receivabile ... ... 1158 1ns 11.56 12.59 12,69 2559 239 2759 26.82 26,15
lnvemozies ...y S . 17.M 15462 15.55 15.95 16,49 23.96 26.30 7390 2019 18,88
Total crurent assets 37.0% 3541 3628 38.63 39.74 6952 .07 G8.02 Bo6t 6520
Net property, plant, and equipmens . o O 36.59 3838 37.77 36.51 34.33 16.08 2497 25,89 27.82 29.23
Shurtsferin debt, incheling current portion ut long-tctm dc.bl ...... PP 514 493 473 4.57 5.1 t0.43 1224 1492 10.63 ek
Total current Mabililies ... ..o et e 17.26 16.89 t7.56 17.87 18.04 2870 4.0 334 40,7 41.4%
Lomg-torm debd ... .~ 26,97 27.52 7.4 2588 23,90 t4.91 17.09 15.45 14.72 16.08
Total Liahilittes ... . 63.77 61.52 62.68 60.98 59.83 4530 5241 5080 5706 60,00
. BOCKTOIAEBES" BOUIY ..o.vvvs i iieeiieirirrnieein e e e i v 36,23 3638 37.32 38,02 40,17 54.70 47.59 49.20 42 94 40.00
inctuded in Pamary Metals.
U.S. Census Bereau, Quarerly Financial Report, 2016 Quarter 4 9




EXHIBIT 17






EXHIBIT 18



5302017 Layoff status Lo remain in place at Ashland stedd mill | News | dailyindependent.com

Layoff status to remain in place at Ashland steel mill

3 dailyindependent.com/news/layoff-status-to-remain-in-place-at-ashland-steel-mill/article_884d8f24-c320-11e6-
94dc-d3ab3b1d218a.htmi

Andrew Adkins | The Daily independent 12152016
ASHLAND AK Steel CEO Roger Newport and other executives met

privately Thursday with the Ashland Alliance, local government officials and local union leaders to discuss the state of
the Ashland Works mill during a routine quarterly visit.

The executives tour all of AK Steel's locations, including the Ashland mill, on a regular basis to discuss operations
with local management and staff.

Newport and company didn't rule out reigniting the idled blast furnace, but said economic conditions have not
improved to the point where they can make a decision, according to multiple sources at the meeting,

The layoff status imposed on workers last December will remain in place until a decision is reached.

“It's difficult because there’s no end in sight, and their decision hinges on stability in the market,” said Mike Howard,
president of the United Steelworkers Local 1865 union. “But he (Newport) said they're not giving up on Ashland.”

Howard said the union will remain optimistic as long as AK continues to “pour millions of dollars into keeping it in idle
state, and keeping the stoves hot.”

The idling of the blast furnace left 633 workers laid off, damaged the local economy and decreased the budgets of
local governments. While some laid-off workers have sought employment elsewhere, most remain jobless in the
area.

The laid-off workers have lost most of their benefils, such as sub-pay and insurance over the course of the year.

About 200 workers have enrolled in college courses at Ashland Community and Technical College through the Trade
Adjustment Assistance, or TAA program.

Howard, local union Chairman Clint Poplin, State Sen. Robin Webb, D-Grayson, state Reps. Jiil York, R-Grayson and
Kevin Sinnette, D-Ashland, Mayor Chuck Charles and Mayor-elect Steve Gilmore were part of the Ashland area
delegation at the meeting.

“It left me with the impression that they are fighting to stay viable in the global market,” said Webb.

Charles said it was “a good conversation” and the executives “realize how tough this is on our community and the
people who work here."

“They have not ruled out opening it (the blast furnace) back up. At this time, they just don't know," he said.
If AK Steel does decide to resume operations at the blast furnace, it would receive significant government aid.

An incentive bill championed by state officials from the northeastern Kentucky region that passed last spring eases
the cost of starting up an idled blast furnace by making corporations eligible for funding through the Kentucky
Industrial Revitalization Act program, among other incentives.

In a statement to The Daily Independent, AK Steel representatives said economic conditions have “not sufficiently
improved to allow us to restart the blast furnace at this time,” after “the dramatic increase in imported carbon steel
and the associated declines in AK Steel’'s order intake rates and seiling prices” that contributed to the blast furnace
closure last year. During the meeting on Thursday, executives cited rising costs of raw materials from foreign
countries as continuous damage to the company, Howard said.
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Steel dumping, which is considered oversupplying the U.S. market with cheaper steel than U.S. manufacturers can
produce, was one of the chief concerns voiced by AK in its decision to idle the blast furnace.

In May, the International Trade Administration {ITA) levied anti-steel dumping tariffs on imports from some Asian
countries inciuding China. The U.S. also slapped tariffs of over 500 percent on Chinese cold-rolled steel. China has
called the tariffs “unfair,” though the tariffs haven't stopped foreign nations from continuing the trade practice.

AK Steel reported gains in its third quarter findings released in October, including a net income of $50.9 million, or
$0.21 per diluted share of common stock, for the third quarter of 2016, compared to net income of $6.7 miilion, or
$0.04 per diluted share, for the third quarter of 2015.

The Ashland mill currently employs 198 workers.
(6086) 326-2651 |

aadkins@dailyindependent.com
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Boyd county takes revenue hit, introduces new budget

Andrew Adkins | The Daily Independent May 14, 2047

BB ¥ 6 in @ @

CATLETTSBURG — The Boyd County Fiscal Court is factoring in a sharp drop in tax revenue from a landfill, a steel
mill and an oil refinery as it prepares to trim its next budget by about $200,000.

The new fiscal year budget, which was approved on first reading, but needs a second and the OK from the state
Department of Local Government, is about $19.4 million. The 2018 fiscal year begins on July 1.

Over the past two years, the county bas witnessed a decline in tax revenue flow to the tune of nearly $1 million.

Big Run Landfill, which ceased its rail operations last spring at the behest of local air quality activists and an agreed
order, now sends ahout $600,000 less in taxes to the county, because the landfill receives far less taxable tonnage and

cut its staff by about 50 workers, leading to less payroll tax revenue.

AK Steel Ashland Works, whose blast furnace idling and mass layoff status has been in effect since December of 2015,
has supplied about $230,000 less in payroll tax revenue to the county over the past two years.

Catlettsburg Marathon Refining, LLC was restructured into a limited liability corporation, and as a result, filed a lower
net profit in Boyd County, leading to a $275,000 decline in net profit tax revenue to the county, Deputy Judge-

Executive Ed Radjnnas said.

An accounting mistake was also made by the previous county administration, in 2014, regarding the distribution of
franchise tax revenue, which led to the county needing to give back about $292,000 to sheriff's office for disbursement
this year.

Larger companies in the county pay an annual franchise tax fee, which is divvied out to all special taxing districts,
including the volunteer fire departments aud schools. In 2014, the laudfill paid its franchise tax of $292,000. But
when the then-county government received the check, it mistakenly placed the money into the general fund rather
than give it to the Boyd Sheriff's Department, Radjunas said. The money wasn’t misappropriated, but instead “carried

over” as excess revenue in the county’s budget, he said.

This year, the county had to pull the $292,000 out of the general fund and give it to the sheriff's office for
disbursement, meaning most of that carryover reveuue is now off the county’s books. Sheriff Bobby Jack Woods, who
said he caught the mistake while examining finances, said the county’s portion of that bill was only supposed to be
about $40,000.

hitpiAwww.dailyindependeni.com/news/boyd-county-takes-revenue-hil-infroduces-new-budgelfarticle_d503e0ac-3859- 11e7-bO18-570075813 1dd,htrmi
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The county also spent about $80,000 on a special election over alcohol sales, which yielded a low turnout and no
change in the county’s alcohol sales status,

“Idon’t think it’s a secret we have a much lower revenue. This fiscal year, we've really taken a lick,” said Boyd Judge-
Executive Steve Towler, “So, we are suggesting to do a few things, or we have to cut significantly.”

Solutions

In an effort to recoup some of the lost revenue, the county plans to create a new, special taxing district for soil
conservation, and levy a 4 percent “growth rate” on property taxes.

The latter measure is not an increase in the property tax rate, but instead a 4 percent overall increase in property tax

revenue flowing to the county, based on annual property tax assessments.

The county would levy the 4 percent rate over the amount of revenue produced by the compensating tax rate, in order
to produce more revenue from real property. Towler said by levying the 4 percent rate, most residents would

potentially see their property tax rate increase by a “miniscule amount.”

The 4 percent rate would provide an estimated $120,000 in additional revenues each year, according to the budget.
The county has taken the option to levy a growth rate before, but not for at least 10 years, Towler said.

The county also plans to create a special taxing district for its soil conservation, saving an estimated $72,000 from the
tiscal court’s anaual budget. The special tax district would levy its own rate of about $4 per $100,000 of property
valuation, according to Radjunas.

The county had cut its budget by about $1 million from the 2016 fiscal year to this fiscal year.
Budget breakdown

The following is a list of the major planned expenditures in the 2018 fiscal year budget, with a summary of the larger
expenses in some departments.

s Jail fund: $3.5 million

Jailer salary: $103,317.76

Deputy jailers salaries: $1 miltion

Administration costs; $1.3 million

» Sheriff’s office total: $3.2 million

Sheriff salary: $99,266.04

Depuly salaries combined: $1.6 million

Gasoline, vehicle maintenance, travel, prisoner transports, etc: $305,800

« Road fund: $3.48 million

ilp:fwww.dailyindependent.com/mews/boyd-county-lakes-revenue-hit-introduces-new-budgetfarticte_dS09e0ac-3859- 11e7-b318-5700798131dB.hmt
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road workers combined Ssalaries: $1 miilion

Transportation: $1.14 million

Debt service: $659,176.68

» County Judge-Executive’s office Total, Including Benefits: $388,014.25
Judge-Executive salary: $99,266.04

Deputy Judge-Executive salary: $35,875

Secretary $32,273.15

Human resources/Flood plain: $46,169

Training incentive: $4,052

Health insurance, retirement, social security: $90,675.06
Advertising, gasoline, office materials and equipment, registrations, training, postage: $79,704
- Office of County Attorney Ttotal: $580,399.92

County Attorney salary: $48,620.

Three Assistant County Attorneys combined salaries: $78,433.06
Two paraprofessionals combined Ssalaries: $79,205.40

Three secretaries combined salaries: 52,076.75

= Coroner’s office total: $257,770.44

Coroner salary: $28,947

Combined Salaries for Four Deputy Coroners: $43,202
Secretary: $25,000

Ambulance service, county burials, maintenance, etc.; $82,937

n County Commissioners total: $106,228.32

Combined salary of three coinmissioners: $50,201.04

Fiscal court clerk: $3,600

Commissioners expense: $10,800

Registrations, trainings: $8,000

hittp:/www daityindependent.commnews/boyd-county- takes-revenua-hit-Iniroduces-new- budgel/aricle_d509e0ac-3855-11e7-0818-5700788131d8.htm!
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Training incentive: $11,500

; Economic development total: $84,510

Economic development director: $51,250

Travel: $3,200

Training: $1,500

Advertising: $3,000

Aleohol beverage control travel and training: $3,000
» Health care

The county plans to switch its health care plan, after receiving word the cost of sticking with United Healtheare would
be about 30 percent more than last year, based on an increased number of claims made by county employees. The
county would've had to pay over $2 million to the provider.

The county will likely choose Medova Healthcare for its employees at a cost of $1.7 million.
Receipts

The county anticipates revenues totaling $19.4 million, including about $7 million in property and payroll tax revenue,
and some carryover from the current budget.

The next regular meeting of the fiscal court is set for 10 a.m. June 13 at the old courthouse.
{606) 326-2651 |
aadkins@dailyindependent.com
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Slgns of optimism at Granite City steel mill .02
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METRO-EAST NEWS DECEMBER 13, 2016 12:28 PM

Some Granite City steelworkers get good news from U.S. Steel

By Joseph Bustos
Jbustosgbnd.com

GRANITE CITY — More than 200 jobs are set to rehurn as part of the Granite City Works operation is scheduled to begin operating
again in mid-February, U.S. Steel said in a news release.

The company plans to “adjust its hot strip mill operating configuration to suppotrt a previously announced asset revitalization
process,” U.S. Steel said,

U.S. Steel plans to begin processing slabs on the currentiy idled hot strip mill at Granite City Works in mid-February.

Erin Dipietro, the manager of External Communications for U.8. Steel, said about 220 jobs would be returning to Granite City
Works.

About 200 of the jobs would be for union wotkers, Dipietro said.

In order to bring back the jobs, U.S. Steel plans to have periodic outages at Gary Works, Great Lakes Works and Mon Valley Works
to improve the capabilities and reliability of the corporation’s hot strip mills, Dipietro said. She could not give specifics on the
timelines of the projects.

Dipietro said U.S. Steel is carrying out the projects to improve reliability and efficiency and to “invest in our facilities to ensute we
are well positioned to provide the increasingly complex products that our customers will require in the future.” )

“The restart of the Granite City Works hot strip mill will help our North American Flat-Rolled customers by meeting their near-
term needs, while improving our key assets,” Dipietro said in an email to the BND. “We will be able to process slabs at Granite
City to account for the outages planned at our otber hot strip mills in our North American Flat-Rolled segment.”

ntlp:/iwww . bnd . com/news/loca/articte1 206117 08.him! 5
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Idled steelworkers get 500 turkey dinners donated

TorHoerman Law is doing its third year of turkey dinner giveaways Thursday in Granite City and Alton. The law firm has been collecling donations to
provide 1,500 dinners. Of that, 500 were set aside for laid off LS. Steel workers in Granite City.

Steve Nagy - snagy@hnd.com

Local politicians praised the U.S. Steel decision.

State Rep. Jay Hoffman, D-Belleville, who has worked to extend unemployment benefits for Granite City steelworkers to 52 weeks
from 26 weeks, welcomed Tuesday’s news.

“While it is not even close to everything we are working for, there has been some good news from the U.S. Steel plant,” Hoffman
said on his Facebook page.

U.5. Rep. Mike Bost, R-Murphysboro, also welcomed the news.

“However, more work must be done to ensure the resumption of full operations at the plant,” Bost said. “1 intend to work with the
incoming administration and my colleagues in Congress to combat the unfair foreign trade practices that contributed to the idling
of operations at Granite City Works to begin with,”

Madison County Board Chairman Kurt Prenzler said the news was fitting for the holiday season.

“For the more than 200 employees it’s an answer ta prayers before Christmas,” Prenzler said.

f L 4 o<

Sen. Dick Durbin talks mortgage relief for idled steelworkers

hitp:/fwww.bnd.com/mewsAocafarticle]20611708.htmi ¥5
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U.S. Steel permanently closing pipe mill at Lone Star plant idled
in March

news-journal.com/news/2016/dec/29/us-steel-permanently-closing-pipe-mill-at-lone-sta/

Pittsburgh-based U.S. Steel will end 2016 by permanently closing a line at its tubuiar steel plant in Lone Star that it
idled in March.

Citing market conditions, the company notified the United Steelworkers union Dec. 14 of its intent to close the No. 1
electric-weld mill at its Lone Star Tubular Operations and the No. 4 Seamless Pipe Mill in Lorain, Ohio. The closures
are due to go into effect by Saturday in Lone Star and by March 16 in Lorain, which has been idied since April.

"These propased actions are strategic decisions for the company after considering a number of factors, including
challenging marketing conditions for tubular products, reduced rig counts, and unfairly traded imports,”" U.S. Steel
spokeswoman Erin DiPietro said in a statement issued Thursday.

Union officials in Pittsburgh and district offices in Texas were unavailable for comment. Lone Star Mayor Karl
Stoermer declined comment, saying, "We need to find out what is happening before we make any statement.”

DiPietro said the decision would not affect the status of any employees on layoff since the lines were idled. Employee
counts for those remaining on layoff from previous idling of the two operating lines total 70 in Lone Star and 50 in
Lorain, all of whom are represented by the union.

The remainder of the Lone Star plant is "currently operating at reduced levels, in line with market conditions and our
customers' needs,” DePietro said. About 230 employees are active at the plant, and about 520 other employees are
on layoff.

Matters relating to callbacks, transfers and the like will be the subject of further discussions with the union and other
affected parties, she said.

U.S. Steel's announcement comes nine months after disclosing it was laying off 450 employees in Lone Star and
idling the mill at that plant and another in Alabama. In April, company officials said they were open to selling off the
tubuiar steel assets,

The electric-weld mill manufactured tubular products with outside diameters from 7 to 21 inches for use in the energy
industry, according to DiPietro.
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Evraz will close Portland pipe mill in April, lay off 230

() oregonlive.com/business/index.ssf/2016/02/evraz_will_close_portland _pipe.html

Evraz North America said Wednesday the company will close its steel pipe plant in North Portland on April 9, laying off
230 employees there indefinitely.

The facility makes most of the large-diameter pipe in the United States for the energy industry, which has been
bufeted by faliing energy prices. Evraz also blamed the closure on pipe manufactured in other countries and
imported in the U.S,, import duties on American pipe shipped to Mexico, and delays on regulatory approval for
pipelines in the U.S. and Canada.

Evraz also has a steel plate facility on the same sile in North Portland, which will continue operating. Layoffs could
begin as soon as Saturday, according to the company, which said 400 will remain at the site after the pipe operation
shuts down. Workers will receive at least 60 days of pay from the time they are notified their jobs will be eliminated.

Evraz's headquarters are in London but the company has historically operated primarily in Russia. It paid $2.35 billion
in 2007 o buy Oregon Steel, which was founded in Portland in 1928. Four years later the company moved the
headquarters for Evraz North America from Fortland to Chicago.

The spiral pipe mill closed in July 2009 but Evraz announced plans to reopen it in 2011, when gas was selling for $4 a
galion. Prices are now edging under $2 a gallon in many locations.

Evraz last reported financial results in August, when the company posted $4.9 billion in revenue for the first half of
2015, down 28 percent from the prior year.

When the Obama administration denied approval for construction of the Keystone XL pipeline last fall, Evraz decried
the decision and warned it would impact U.S. jobs. The company said its employees had already produced more than
550 miles of pipe for the project, which was to run from oil fields in Alberta, Canada, fo the Gulf Coast in Texas,

With oil prices low, though, the business rationale for the project became dubious. It's relatively expensive to extract
oil from the Canadian oil stands in Canada, and so long as oil prices remain low many energy economists felt the
project was unlikely to move forward regardiess of its regulatory status.

Oregon's economy is unusually strong this winter. In the state’s quarterly revenue forecast, out Wednesday, Josh
Lehner of the Oregon Office of Economic Analyst wrote that "Oregon continues to see full-throttle rates of growth.”
The state's average wage is now at its highest point since the closing of timber mills in the early 1980s.

The numbers are especially strong in Portland, where unemployment has dropped below 5 percent. The c¢ity is being
buoyed by a strong national economy, a robust cluster of tech outposts and maturing startup companies, and by an
influx of highly educated young migrants from outside the state.

However, areas of weakness remain in the city and across Oregon, undercut by the same forces roiling the global
economy, financial turmail in China and the soft energy market that’s weighing on Evraz.

fn November, for example, mining and drilling equipment manufacturer Esco Corp. announced it will close its main
factory, eliminating 247 Portland jobs. Esco blamed weak demand for its products.

This article has been updated with additional context about Oregon's economy.
-~ Mike Rogoway

mrogoway@ocregonian.com
503-294-7699
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ArcelorMittal to idle hot strip mill, displace 300 workers

@ nwitimes.com/business/steel/arcelormittal-to-idle-hot-strip-mill-displace-workers/article_b80add96-9ec8-5454-
afac-5241e1d511d9.htm! !

Joseph S, Pate joseph.pele@nwi.com, (219)933-3316 411/2016
ArcelorMittal has idied the 84-inch hot strip mill 2¢ Indiana

Harbor East Chicago as it looks to take capacity off-line in the United States at a time when only 71.6 percent of
America’s steelmaking capacity is in use.

Production has ceased at the hot strip mill in East Chicago, where more than 300 empioyees will be displaced.
ArcelorMittal currently only has 182 openings, pius 49 mechanical and electrical positions, that union members can
bid for, but no one will be laid off, United Steelworkers District 7 Director Mike Millsap said.

"The hot strip mill has been shut down, but we're finding jobs for them," he said. “We're still bargaining over some of
that stuff. No layoffs is the goal."

Millsap said it was part of ArcelorMittal's plans to restructure its U.S. operations by shutting down some finishing lines
and invesfing in the remaining ones, so they operate more efficiently.

ArcelorMittal spokeswoman Mary Beth Holdford said the Luxembourg-based steeimaker, which lost $8 biliion last
year, is considering all options to "optimize its assets" in the United States.

"Action 2020 is a strategic roadmap that aims to achieve targeted financial improvements for the company by 2020,"
she said. "In the United States, efforts to support Action 2020 include asset and cost optimization as well as an
improved portfolio of high added-value products. These products will ensure ArcelorMittal is uniquely positioned with
a strong technicai and product portfolio to serve customer requirements.”

Though the company is shrinking its footprint in North America, it's not planning to lay people off, she said.

"ArcelorMittal expects to optimize our assets in the United States without layoffs by leveraging natural attrition,"
Heldford said.

Get breaking news sent instantly to your inbox

The company closed a finishing (ine that had been under-used, and does not anticipate ever restarting it, Millsap
said. The union is working to place the affected workers in East Chicago, Burns Harbor or Riverdale, and some may
reguire retraining.

More finishing lines will likely be taken down as ArcelorMittal looks to address a persistent overcapacity problem that
was made worse by China’s 112 million tons of exports last year, Millsap said. The steelmaker recently shut down the
No. 1 aluminizing line at ArcelorMittal Indiana Harbor West,

"There will be mare of this,” he said. "This was part of their overall capital plan before we started bargaining.”
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Company to shut down steel facility in Calvert City

® wkyt.com/content/news/Company-to-shut-down-steei-facility-in-Catvert-City-390587 151 .htm|

By Asscciated Press
CALVERT CITY, Ky. (AP) - A steel production company has announced it will shut down its rolling
mill steel facility in Calvert City.

The Paducah Sun reports that Gerdau North America announced Wednesday that the company would idle the plant
by the end of November. The move will affect 130 workers,

Gerdau North America director of communications Kim Selph says the company decided {o idile the plant because of
a global overcapacity of steel, which Selph says had led to depressed prices and intense competition between
producers.

Selph says the company is currently meeting with the United Steelworkers union to discuss the idling of the plant.
The company has operated the Calvert City mill since 2004.

(Copyright 2016 The Associated Press. All rights reserved. This material may not be published, broadcast, rewritten
or redistributed.)
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Tabia 37 Exports of Tubular Producls
{continued)

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
South Africa 207 88 174 106 138 148 137 131 178 166
Crher Africa 2 9 3r 12 4 101 64 87 66 25
Africa 209 o7 210 118 142 249 201 219 244 191
Iran 1 2 3 i] 1
Qalar 9 2 g g 0
Saud| Arabia a3 9 86 80 61
Urited Arab Emirates 132 101 111 143 185
Other Middle East 3 5[] 5 8 10 176 92 96 92 52
Middie East 3 86 § 9 10 417 250 288 297 298
China 6535 7304 7210 6209 727 2401 9931 10 081 10504 10288
Hong Kang 34 a1 a5 27 22 27 32 27 33 28
India 1380 1839 1478 2235 2047 1989 1430 1 483 1215
Indonesia 180 2687 267 262 480 477 527 [ 1) 465 782
Japan 3382 2698 2814 2081 2825 2 802 2937 2715 2884 1745
Sauth Korea 1481 973 1224 1220 2122 2 617 3070 3085 34975 2 352
Mafaysia 1458 748 545 ard 476 702 817 717 1183 g12
Singapore 604 807 Fiti] 504 509 571 89 585 463 303
Taiwan, China 486 452 503 cval 476 534 504 505 574 452
Thailand 262 282 M8 217 295 277 62 257 276 255
Viet Nam 18 161 348 329 223 234
CHher Asia 26 56 849 72 165 614 662 507 435 212
Asia 14444 14905 15568 13428 16878 20230 21748 20587 22472 18877
Adistralia 56 27 78 43 40 38 45 a8 45 a1
New Zealand 8 4 7 B 5 6 7 5 4
Other Oceanla 0 0 1] 0 0
Qceania B84 32 86 43 48 43 51 45 50 56
World 30654 38836 40783 33002 38732 45 0M 46830 43156 48479 39 208

75




Table 38 Imports of Tubular Products

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
Auslria 442 462 443 464 384 441 366 3668 328 3y
Baigium 783 924 883 553 580 830 531 502 492 476
Bulgaria &1 254 92 50 53 59 &7 75 504 144
Cyprus 17 17 18 14 2] 7 7 14 6 8
Crech Republic 390 445 428 286 357 490 394 418 483 533
Denmark 324 281 263 1T 208 258 276 20 218 223
Estonia 98 102 77 ar 62 4l 88 g2 69 a0
Germany 2158 2 320 2 351 1595 1989 2333 2022 1803 2026 2026
Finland 160 222 234 233 504 412 147 139 146 141
France 1282 131 t 244 943 1148 1270 1188 1153 1119 1088
Greece an 135 1389 79 48 35 43 59 82 72
Hungary 218 235 255 153 174 167 154 73 182 196
Ireland 108 120 128 53 64 62 59 57 76 88
taly 99y 1376 1184 636 698 863 728 742 802 780
Latvia 65 85 60 30 47 57 54 80 72 62
Lithuanta 98 118 a5 43 58 80 86 91 122 1168
Luxembourg 12 8 11 7 & 2] 7 8 5] 8
Malta 4 4 3 2 3 2 2 3 3 7
MNatherands 818 873 R38 838 650 782 742 649 681 592
Paoland 53 597 616 372 471 584 616 591 621 834
Porigai 138 181 163 153 100 99 94 108 121 121
Romania 184 256 an 211 218 27 259 258 309 310
Stovak Republic 173 187 191 117 158 173 188 178 217 225
Slovenia 23] o8 400 74 B2 10 77 77 82 92
Spain 747 826 780 483 450 438 337 366 445 506
Sweden 408 452 437 810 781 1134 581 287 28 287
United Kingdom 1191 1 083 1090 661 789 957 902 777 944 906
European Union {28) 116808 12083 12438 8651 10062 11772 10078 9335 10477 10024
Albania 22 19 22 29 17
Bosnia-Herzegovina " 21 18 24 33 38
Croatia 101 83 i) 81 81 92
Iceland 24 4 8 15 S 2]
Macedonia q q 3 5 12
Montenagro . 3 2 4 4 6
Norway 344 138 246 32 181 268 282 283 711 380
Serbia 98 86 48 70 79 92 74 78 77
Switzerland 182 137 189 147 157 167 187 178 183 197
Turkey 295 70 335 234 308 ase s 435 432 542
Other Europe 289 5 8 18 14 10
Other Europa 820 812 981 T4 717 992 1 041 1135 1565 1359
Armenia 3 1" q 6 14
Azerbaljan 219 278 273 218 261
Byelorussla 258 277 318 248 334 280 e azv 282 237
Georgia 56 70 83 89 7
Kazakhstan 619 870 1182 1201 66 334 509 B08 701 271
Kyrgyzstan i 33 43 47 50 68
Moldava 29 28 a5 39 a3
Russta 1315 13 844 533 4 247 1611 B14 BOY 739 439
Tajikistan 10 ] 13 23 20
Turkmenistan 277 534 238 363 234
Ukraine 93 90 10 41 a5 a5 a5 98 &80 48
Uzbekistan 104 177 335 209 95
C.LS. 2283 2378 25M 2 042 2011 3049 2872 2 850 27716 1802
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Tahble 38 imports of Tubular Products
{continuad)

2006 2007 2008 2009 200 201 2012 2013 2014 2015
Canada 1845 1176 1308 1278 1796 1998 2203 2003 2140 1582
Costa Rica 15 15 12 15 21 24 21 30 28 41
Cuba 24 24 31 20 26 18 28 24 21 29
Dominican Republic 13 13 13 9 25 27 16 17 25 50
E! Salvador 4 3 L&} 8 5
Guaternala 1 1 10 10 14 21 16 21 24 18
Henduras . 5 4 5 11 7
Jamaica 9 9 10 4 5 8 ] 4 8 B
Mexlco 300 469 485 T 478 525 668 725 788 800
Nicaragua 3 3 7 5 11
Panama 23 23 35 36 48 52 a3 107 86 65
Trinidad and Tobago 57 57 53 200 27 37 54 42 53 41
United States 713 4 679 5574 4 367 5408 8 734 8 a8 7 488 8493 6952
Other North America 41 20 27 36 25
Norlh Amerlca 9430 6477 7541 £ 286 7 846 9495 11424 0507 11726 9612
Argentina 51 123 138 132 54 108 100 67 72 60
Bolivia 47 33 a7 q1 37
Brazi 105 17 1584 183 245 302 314 ag 221 188
Chile 140 105 229 103 129 161 234 169 157 160
Colombia 94 203 37 279 314 540 408 an 389 244
Ecuador 74 74 100 109 115 225 190 187 275 113
Paraguay 13 10 15 17 11
Peru 140 128 198 114 188 270 164 192 205 324
Uruguay 16 16 22 r 28
Venezuela 151 176 327 173 307 439 530 428 205
Other South America . 17 18 14 20 23
South America 725 924 1503 920 1219 2011 1933 1923 1 860 1372
Algeria 628 629 885 1313 7M1 279 289 387 323 413
Cameroon 30 ao 25 55 34 34 52 72 49 24
Egypt 312 312 381 419 316 306 M8 326 328 392
Ghana 23 23 37 42 32 70 90 53 ao 139
Jvory Coast 6 8 17 12 9 5 10 14 20 12
Kenya 9 9 2] 16 H 38 KA 70 a9 76
Libya 178 178 164 185 220 46 60 o« 12 10
Morocca 23 23 35 38 29 64 50 a7 81 64
Nigeria 213 213 145 200 158 243 184 N 324 222
Senegal 4 4 4 7 8 8 9 13 20 23
South Afrlca 89 B8 110 96 108 140 149 193 134 127
Sudan 121 121 101 96 83 64 43 42 40 49
Tanzania f 6 13 8 13 23 19 158 75 36
Tunisia 38 38 55 54 50 30 25 28 59 75
Other Africa 4 4 13 11 15 465 532 530 688 567
Africa 1 B85 1 685 1892 2 563 1858 1814 1954 2453 2278 2230
Bahrain 40 40 36 22 23 84 75 17 7 27
iran 1119 1119 807 817 866 837 B45 395 394 338
Iraq 85 a5 259 s 716 595 1051 1093 670 778
Israel 74 74 97 B7 100 192 116 108 165 134
Jordan g9 9 28 20 182 112 27 22 29 28
Kuwait 197 197 253 176 728 536 387 308 237 353
Lebanon 15 15 12 16 14 14 20 23 28 28
Oman 211 211 205 208 140 241 334 281 257 338
Qelar 37 n? 21 185 70 105 151 a7 108 89
Saudi Arabla t 074 932 1075 426 770 786 a8 1001 1150 641
Syria 150 150 142 164 109 88 30 7 24 33
United Arab Emirates 1040 1040 1581 S04 1126 1001 1258 1362 1448 1268
Yemen 194 194 47 41 51 18 22 41 37 13
Other Middla East 0 0 Y 0 0 2 2 4]
Middle East 4 526 4 184 4 751 3430 4 BOE 4 590 5179 4748 4 585 4 096
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Beyond the ‘Buy America’ Debate:
Sustaining America’s Industrial and Technological Edge

amid the Challenges of Globalization

CDR Chiistopher S. Robinson, USN

215t Century Defense Initiative
Foreign Policy Studies
The Brookings Institution
Washington, D.C

July 2007

The views expressed in this paper are those of the author and should not be attributed 10
the United States Department of Defense, United States Navy, or the staff, officers, or
trustees of The Brookings Institution. All errors of fact or omission are those of the
author.




Abstract

This paper proposes ways for the 1.8, government to secure a long term
advantage in access to industrial and technological capabilities important to national security.
The author expiores the challenges that economic globalization is imposing on the long term
viability of 1.5 access to crtical industrial and technological capabilities. Starting with an
analysis of the core globalization issues as they relate to the Berry Amendment restricting
DOD procurement sources for cestain items, the paper puts forth 2 framework for
bureaucratic reforms, Specific reform recommendations aimed at improving bureaucratic

organizations, processes, and practices celated o DOD procurement policies conclude the

paper.




purchase berets from foreign sources and allowed 2 domestic producer to enter into a
contract despite its use of textde matetials from foreign sources, The granting of these
waivers by DLA resulted in protests from domestic small businesses, military and veteran’s
groups, and members of Congress. The House Small Business Committee went on to hold 2
heating to discuss the statutory authority to waive the restrictions in the Berty Amendment.’
The black beret issue seems trivial with tespect to major defense acquisition items. This
specific issuc, however, encigized Congiess to re-evaluate the cffectiveness of domestic

source restrictions in light of the perceived growing dependency on foreign suppliers.

"The controversy over foreign dependencies became imote acute when a Swiss
company, at the beginning of the Iraq War, refused to provide critical parts for Joint Direct
Attack Munitions JDAM) because it disagreed with the U. 8. decision to invade Iraq, The
Swiss company’s president blocked shipment of parts to Honeywell, which manufactures
guidance system components as a subcontractor to Boeing, JDAM was the core of U.S.
ptecision strike capability and one of the absolutely essential weapons in the coalition
atsenal. Boeing was eventually able to find an alternative U.S. source for the parts at twice

the cost of the Swiss made pa.r:ts.4

Representative Duncan Hunter, Chairman of the House Armed Services Committee
(HASC) statet that Swiss action on the JDAM parts “should raise a red flag with security-
minded Americans.”® Representative Hunter is a well established advocate of buy America

policies and has consistently pushed ro strengthen buy Ametica laws in recent years.®

In another high profile case of foreign products on the U.S, defense market, the
Navy announced in January of 2005 that the European designed EH-101 helicopter had
been selected as the source for the new presidential helicopter overt its U. S cotnpetidon

(Sikorsky Aircraft Corporation). Again, Rep. Hunter and other lawmakets highighted the

necessity of buy American laws,

These notable controversies reveal the polidcal and security risks that come with the
integranon of foreign markets and the TS, defense industry. Many have argued that the
backlashes against procufing new Army berets and a U.S. presidential helicopter of
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THE UNITED STATES

INTERNATIONAL TRADE COMMISSION

IN THE MATTER OF:

} Investigation Naos. :

CERTAIN HOT-ROLLED STEEL FLAT } 701-TA-545-547 and
PRODUCTS FROM AUSTRALIA, BRAZIL, Vo 731-TA-1281-12%87
KOREA, THE NETHERLANDS, TURKEY, } {PRELIMINARY)

AND THE UNITED

The meeting commencsd pursuant to notice at 9:30

a.m., before the Invegtigative Staff of the Unired States

KINGDOM

Main Hearing Room (Room 101)
U.5. International Trade
Commission

500 E Btreeb, SW
Washington, oC

Tueeday, September 1, 2015

International Trade Commission, Douglas Cerkran, Chair.

presiding
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definition dgesn't really, for example, eliminate those
spurious products, which are not, you know, which create
instances, lots of instances of overselling with not a lot
of volume associated with them. So those are things we work
on towards the final, you know, in the final determination,
we'll address those in our post conference brief, also.

ME. SCHAGRIN: This is Roger 2chagrin. Just one
final point as you're, vou know, trying to figure ocut the
domeatic industry's capabilities compared to imports and
that is, because you'll hear from both UPI and Steelscape
this afternoon. ¥You know, they'll certainly make arguments
to you that they need special hob-rolled from their ‘parent’
or in one case, I guesgs, 'half-parent', that can't bhe
satisfied by the domestic industry.

And we would completely disagree with that. You
know, the other 'half-parent' of UPI is at this table today,
U.8. Steel. They're certainly well aware, because at one
time they owned that entire facility, of what the needs are
And they produce, you know, obviously hobt-rcll steel that
goes into ccocld-rolled galvanized and tin mill.

Steelscape has previously been supplied by SDI,
whichlis ready to supply them again. Once again, they'zre
also one of the major U.§. producers of corrosion-resistant
steel in the United States. C8I, in fact, sits five miles

away from Steelscape's operations in California and also

Ace-Federal Reporters, Inc
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Thoge customers will turn primarily te offshore suppliers
for their cold-rolled, galvanized, and tin plate
requirements, or close their business due to lack of
available steel.

Also, in 2014 POSCO's exports of hot=rolled
increased considerably not only bescause exports to UPT
increased, but aleo because exports of X-70 Grade required
for large diameter line pipe increased as well. Moreover,
POECO's exports of X-70 jumped significantly in 2015 due to
the supply of line pipe projects.

And a final word about the Korean industry
producing hot-rolled is that Dongbu Steel has now closed its
hot-rolled capacity, and it leaves only POSCO and Hyundai
Steel as a producer of hot-rolled atesl in Korea.

Thank you.

STATEMENT OF JOHN CROSS

ME. CROSS: QGood afternoon, My nawe is John
Cross and I am President of Steelscape, LLC, a U.S. producer
of zinc-and aluminum-coated zteel with major producticn
facilities in Kalama, Washington and Rancho Cucamonga,
California. I have over 28 vyearzs of experience in the steel
industry, including over 3 and a half yesars with Steelscape.

At the outset, let me state that we do not
manufacture or sell hot-rolled steel. Instead, ws purchase

hot-ralled ceoil, or ERC, almost entirely from our Two

Ace-Federal Reporters, Inc.
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joint-venture owners, BlueScope of australia and Nippon
Steel Sumitome Metals Corporation of Japan. Steelgcape's
facilities in Kalama procesg imported HRC by subjecting it
ko a series of acid batha, and then use a reversing cold
mill to reduce the thickness and then ultimately galvanize
our steel substrate.

We alsc ship a portion of the cold-rolled coil we
produce in Kalama te our facility in Rancho Cucamonga to
apply 2 zinc-aluminum coating as cur Rancho Cucamonga
facility does not have a pickling line or cold-roll mill.
Both of our facilities can paint the metallic coated coil as
well.

Our two facilities on the West Coast employ
almost 400 people. Together they vepresant a commitment of
over £150 million to the U.8., steel industry. Our primary
focus is supplying ccated and painted steel to the building
and construction industry in the Western United States. As
part of this focug, we gell about one-third of our
production to our affiliated building component companies,
BilueScope Buildings North America and ASC Profiles. The
remalnder is supplied to unrelated consumers of painted,
galvanized and zinc-aluminum coils, almost exclusively in
the Western U.S8. To supporf these operations, we must
purchase around 400,000 tons of HRC each year.

&5 a Western US steel producer, our facility is

Ace-Federal Reporters, Inc
202-347-3700



Exhibit 34






Exhibit 7
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Transportation Footprint - Steelscape
Kalama






Transportation Footprint
Raw Materials

Hot Rolled Coil provided by Parent Companies:

BlueScope, Australia.
Nippon Steel, Japan.

-);te-elscape




Transportation Footprint
Raw Materials

Hot Rolled Coil provided by US Suppliers:

North Star BlueScope, Ohio.
Nucor Steel, Indiana.

>

—steelscape




ansportation Footprint

» The Hot Rolled coil is then ‘Pickled”
(cleaned of oxide and rust) and Cold
Rolied to various thickness’s.

 About 40% of our Cold Rolled Coil is
railed to our Sister plant in Rancho
Cucamonga, CA.

steelscapea




ansportation Footprint

The remainder here at Kalama is
galvanized for sheeting
applications such as air-
conditioning ducting, steel studs,
and floor decking.

s

teelscape



« Some of the galvanized steel is
painted on the Kalama Paint Line for
use as siding, roofing, or architectural
trim.

steelscape
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ransportation Footprint

» From Kalama the painted steel is
trucked to sister companies and
customers across the entire western
United States, Alaska by barge, and
into the Mid-West.

steelscape
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UNITED STATES OF AMERICA
BEFORE THE

INTERNARTIONAL TRADE COMMISSION

IN THE MATTER QF: ) Investigacion Nos
CARBON AND CERTAIN ALLOY STEEL WIRE ) 701-TA-572-574 AND
ROD FROM BELARUS, ITALY, KOREA, y 731-TA-1346-1358
RUSSIA, SOUTB AFRICA, SPAIN, TURKEY, } (PRELIMINARY)
UKRAINE, THE UNITED ARAR EMIRATES, }

AN THE UNITED KINGDOM )

Main Hearing Room (Room 101)
U.S. International Trade
Commission

500 E Street, SW
Washington, DC

Tuesday, April 18, 2017

The meeting commenced pursuant to notice ar 9:30
a.m,, before the Investigative Staff of the United States
International Trade Commission, Michael Anderson, Director

of Investigations, presiding.
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domestic industry has been injured throughout this Period of
Investigation. We start off at the low point of the China
investigation, as Mr, Price noted, and have stayed at that
essentially low and unsustainable profitability level. So
ungugtainable that the domestic induscry witneszsea have
testified to their inapility to make the investments as
vou've heard, and have been forced to lay off workers and
close facilitbies.

So whatever momentary price announcements are
made, number one they're nob realized into actual price
increases. Number two, they're not necessarily even
reflected in increased profitability because a lot of these
announcements are merely intended to cover increased costs.

And finally, so far we've seen nc real change in
the industry's condition despite any announcement you may
have heard about in the overall profitability of the
domestic industry, which continues to have this overhang of
low-priced, large volume of impoxts.

MR, SZUSTAKOWSKI: Thank you for those answers.
Let's dive into the 1080 tire cord, So I suspect that you
will be arguing that the domestic like product is
coextensive for the scope of these investigations.

Do any of the present U.5, producers make 1080
grade tire cord wire rog?

MR. ASHDY: Steve Ashby, Keystone, So we make

Ace-Federal Reporters, Inc.
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1080 steels every day. We make that mainly for BC strand
applications, but we also--

MR_ RNDERSON: Breve, I need you Lo gst tloser to
the mike. People in the back can't hear you.

MR. ASHBY: Qkay. Thank you. We make 10B0 every
day. B8c mainly for BC strand. We alsc make tire bead on a
production basis.

MR, B2USTAKOWSKI: I'm sorry? On what basis?

MR. ASHBY: Tire bead. We're actually in
production 1n a regulayr basis on tire bead. We don't maka
vire cord today.

ME. SZUSTAKOWSKI: Are the 0U.S5. producars--

MR. CANOSA: Marcele Cancsa with Gerdau. We make
L0B0 grade. We don't make tire cord.

MH. ROSENTHAL: We think the record will reflect--
this is Paul Rosenthal--that theve is at least one U.S.
producer that makes 1080 tire cord, but wa can amplify that
in post-conference brief.

MR. SZUSTAKOWSKIY: Can 1080 bire cord wire rod be
made in an electric arc furnace? I chink we heard 1080 or
highexr. I3 there any ctruth that you need a BOF furnace to
dec this? I'd like to hear, ideally now, if using an EAF if
it's possible to make 1080 grade wire rod

MR. NYSTROM: If I could, Bric Nystrom, Nucor, We

do not make tire cord today. But what I will say, just in

Ace-Federat Reporters, inc,
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general on the steel making process, that using the BO, the
basic oxygen process, basic oxygen furnace, or the BAF, you
can make low-carbon through high-carbon grades of steel, low
alloy, high alloy grades of steel. Basically they're juskt
two separabe processes. B little bit different, but it's
really aboub creating the chemistry of the grade of steel
with the appropriate cleanliness of the grade of steel, as
was mentioned,

In a basic oxygen [urnace you start with pig iron
provided from a blast furnace. An an EAF you start with
scrap. You add pig iron. You add DRI, direct reduced iron,
and you can greatly homogenize and purify and reduce some of
the residual elements to make a very consistent steel, as
well., And you can add very high amounkts of DRI, you can add
high amounts of pig iron as well. Producers around the
world do that.

And again, you can make the full range of steels.
And likewise on the basic oxygen furnace, scrap is added
into that process up tc 25 percent or sc. And then you
produce a billet. BAnd then once it's rolled on & wire rod
mill, that process is pretty uniform throughout producers in
this country and arocund the world.

So there i1s a litcle difference there from the
steel making side, but as far as getting to the desired

carbon level it's very easy. As far as getting to the

Ace-Federal Reporters, inc.
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chewistry and the cleanliness, they both take some attention
to detajil and refinement. Both are possible, bubk just ktwo
separate manners to get there.

MR. SZUSTAKOWSKI: So if it's possible, then have
U.S. producers tried to make 1080 grade or higher tire cord
wire rod? And have they been--are any of these certified?
It sounds like the downstream conaumer of this product is
expecting some gorft of certification for this product. Are
you familiar with that process? Is it something you can
gpeak to now?

MR. NYSTROM: Yes. From Nucor'‘s parspective, with
our particular--one of our newer facilities, the Darlington,
South Carclina, facility, we are involved today in trials on
1080 bead. And we are going to continue to pursue those
krials.

We have copticns available between not just that
local melit, but also melt from our Memphis facility, as
well, We have not necessarily pricritized it to date. It
hasn't been necessarily something based on the eccnomics
that we wanted o dedicate the time and resources to it at
rhis particular point in time

Ic's not to say that we can't or we won't. It's
just kind of where we've been today in the process baeed on
today's marketplace

MR. ASHBY: Steve Ashby, Keystone. So we do usge a

Ace-Federal Reparters, Inc.
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plg iron when we're locking at low vesidual steels,
particularly for high carbon grades like 1080, and 1070
grades of steel. We do that all the time, and it's very
imporcant that we get the right recipe between pig iron and
gorap as we melt 1it.

Should we pursue tire cord? Jtc's a great
guaestion, and probably we could if the prices were better.
Eut the import prices are so low right now thers's no need
to proceed.

Mi. ARMSTRONG: Chris Armstrong, Keystone
Consolidated Industriss. To carry on Steve Ashby's point,
tiiis is where 1 see these products being no difference
hetween them in terms of the injury caused by the imports.

Wa, as I said in my testimony, have indeed gone
down trying to invest in the higher grade and higher quality
Lhat's regquired in the steel industry to keep on investing.
In fact as we heard with the Respondent from, representing
the UK. But we have had to postpone those developments,
which again injures us, as even the imports of low carbon
reduge cur margin drastically toc the negative on low-carbon
raod and medium and high carbon rod. The investments thac
we've already made do not achieve the return on capital
employed, and that causes us tc have to delay the projects
because we simply do not have the cash to actually invest in

them., It's a luxury we do not have
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We wvery much use debt in our companies, and if
you look acrogss the accounts of all of our peopls sitting at
this bench you will see a big use of financing in trying te
support those investments.

If yvou look at some of the accounts of the
Respondents, I would wager some in particular I know because
they're public companies do not have debt at all. And some
of the Respondents from foreign countries were the
beneficiaries of either very sweeping, effectively
guasi-bankruptcy processes as in the United Kingdom, where
that company, BHritish Steel, as it was called in its birth
day being apparently in the past 12 months, that site has
had steel processing con it continually since the mid-19th
Century, and was recently sold for one pound because it was
so uaprofitahle bacause of heavy imports in their country.

And a lot of liabilities were alleviated with the
purchase, with the acquisition of this conditional
acquisition that did not go with that acquisition, which
regulted in a major cost shift of that company.

They used that opportunity to invest in the
higher products like Lire bead and so forth, but note that
they have to export becauge they den't have a market for it
in their own domestic market.

And so the whole import price injury cuts across

all grades, all products, all specifications, even if Lhe

Ace-Federal Reporsters, Inc.
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injury is caused at the lower end of the range. It
constrains the U.5. domestic industry from responding te
that.

MR. SZUSTAKOWSKI: I think Mr. Price 1s waiting to
gay something, but I'm happy to ---

MR, PRICE: If you have ancther question for him,
go ahead,

MR, SZUSTAKOWSKI: No, that's ckay. Go ahead.

MR. ROSENTHAL: If you don't mind?

MR. SZUSTAKOWSKI: Sure.

MR. ROSENTHAL: I just wanted to clarify really
twa things that were said about the tire cord and bead by
the Respondent, and then [ollow up your guestion.

There was an exemption granted in the early 2000
case to deal with this issue. 2And I would argue it was a
miscake for the domestic industry to do that. We did it at
the behest of some of the customers in the back of the room
who asked for that, and the idea was that 1f we did that,
the domestic industry did that, there would be an
opportunity to work with its customers to develop that
produck and begin to sell that product to them.

That ultimately did noc matverialize the way the
domestic producers had intended in large part because
pricing overall did not improve for that product. And why

was that? Because it was exempted from the scope of the

Ace-Federal Reporters, inc.
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case--not because it was not the same like-product, which 1
want to come back tn at ancther point--but because there was
a practical decisicn made, we're going to exempt that in the
hopee that we'll be able to work with our customers to
develop that product and pricing will get better in the
future. That did not happen.

Every one of these companies is capable of
producing that product. Several of them in thie room who
had developing plans for making that produckt, but pricing
waz not faveorable to do that.

The reason why we did not grant an exsmption in
the China case and this one, too, is for exactly the same
reason. OCnece that exemption is granted, there is no
incentive for the customers to work with the domestic
producers to develop that product, which they're fully
capable of waking,

It is an economic decislon, nor a physical
characreristics issue, not a capability issue. JIt's an
economics decision. If the price is right, every one of
these companies can make it.

MR. SZUSTAKOWSKI: Mr. Price.

MR. PRICE: Alan Price, Riley Rein.

Two othex things just to go into that 1080 tire
cord exemption that existed it's actually also been an

enforcement nightmare in a lot of these cases because a lot

Ace-Federal Reporters, Inc.
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About EVRAY Produets | areationns Lareors
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EVRAZ Rocky Mountain
Steel is vertically
integrated,
manufaciuring virtually
all of the billets for its
Rod and Bar mili,

WIRE ROD AND COILED

REINFORCING BAR
EVRAZ Rocky Mountain Steel is vertically integrated, manufacturing and providing virtually all of the billets

for its Rod and Bar mill.
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Our products exhibit excellent drawability, tensile uniformity, microstructure and chemical control. This provides our customers with superior, consistent
performance and excellont value.

Wire Rod

= Low Carbon

» Medium Carbon (cantrol-coolsd)
= High Garbon {control-cooled)

« High Garbon Tensile Refined

Sizes
¢ 0197 - 0.750in (5.5 - 20 mm)
Grades

« 10038 to 1093
= High Carbon Tensile Refined Gradas
» High Carban Chemisiry Grades

Coil Weights
« 4600 and 5,800 Ib

Wire Rope

Because wire rope is a premiumn quality producl with demanding requirements, it is proeduced to figorous internal standards which meet or exceed Industry
specifications.

Compositional aspects such as segregation control are achieved by controlled melfing, casting and rod cooling practices. Surface decarburization is conirolled by
our walking beam reheat fumace praciices, and our ulira heavy duty no-twist V-Black ensures exceptional dimensional control of the rod, which permits more
accurate prediclion of finished wire properties. Precise controlled cooling of the rod is possible via our modem Stelmor cooling conveyor. Our processes produce
carbon steel grades of 1045 up to 1093 to meet the tensile refined grade requirements.

PC Strand

Due to the crifical nature of this product, EVRAZ Rocky Mountain Steel employs selective scrap control along with electromagnet stirring both in the mold and
below the mold to ensure our praducts meet the demanding requirements of this application. Tensile Refined grades are typically emplayed in these applications
due to the requirement of preclse final wire/sirand tenzile sirength,

Tire Bead and Cord

The high strength, flexibility and adhesive qualilies of steel bead and cord make it an ideal rubber reinforcing matenal. EVRAZ Rocky Mountain Steel produces 5.5
ram high-carbon rods to meet the high guably standards required by cur customers. All heats are carefully analyzed for chemical components and the wire rod is
critically inspecied for surface and internal defecls. Each Reat of steel is processed as a single uait under controlled corditions.

Representative chemica! specification

Carbon

« D67 -0.80%
Copper

+ Trace
Manganese

« 0.40-0.70%
Nickel

« Trace
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USW Not Confident On Yorkville Plant
Restart

YORKVILLE — After letting the plant sit idle for more than a year, Esmark Inc, hopes
to soon start work at the former Wheeling-Pittsburgh Steel mill it paid $4.7 million
for last year as part of RG Steel's bankruptcy.

United Steelworkers Local 1223 President Jerry Conners is not sure when the facility
will be up and running, but he is still waiting to see what happens to the plant that
now stands silent along the Ohio River.

“The tracking system is going forward, but I'm still not really confident on the
timeline for the rest of the restart,” Conners said.

Workers are also are now installing a new information system that will integrate
operations and inventory of Ohio Cold Rolling Co. and its biggest customer, the
nearby Ohio Coatings Co.

Esmark spokesman Bill Keegan said full capacity at the Yorkville plant would be
about 160 workers, though he was not sure how many would be called back, or
exactly when they would be called. He declined to provide any additional
information for this article.

After acquiring the Yorkville plant last year, Esmark first needed to address some
environmental issues at the site. Late in 2012, USW members voted 194-24 to accept
Esmark’s contract offer in hopes of getting back to work early this year. Conners said
the average employee wage in the Esmark deal is set at $21.64 per hour, down from
about $26 per hour under the union’s last RG agreement.
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Since then, however, it has taken Esmark awhile to get things going in Yorkville.
Initially, Esmark officials blamed the “fiscal cliff” negotiations that took place
between Democrats and Republicans in Washington, D.C., in late 2012 as one of the
reasons they would be delayed in restarting the Yorkville mill.

Qver the past year, Esmark has cited these reasons to delay firing up the plant:

- “continued weak domestic demand and pricing pressures in the cold-rolled steel
marketplace;”

— “the effect of low-priced imports on the U.S. market;” and
- “continued high inventory levels.”

Esmark acquired all the Wheeling-Pitt facilities in 2006 before selling them to OAQ
Severstal in 2008. Severstal later sold the plants to RG, which filed for bankruptcy
last year.

Last summer, Esmark leaders considered purchasing the downtown Wheeling RG
Steel headquarters. However, Chairman and Chief Executive Officer James P.
Bouchard ultimately decided against making a bid for the downtown structure,
which was eventually sold to New Albany, Chio-based Access Infrastructures for
$800,000.

Conners said although the situation at Yorkville is not perfect, he recognizes having
an owner that intends to operate the facility is a better scenario than is playing out
at the remaining facilities of the once mighty Wheeling-Pitt. More than a year after
the RG liquidation, the plants in both Martins Ferry and Mingo Junction continue to
sit quiet.

A deed on file in the Belmont County Recorder’s Office confirms Wheeling
Businessmen Quay Mull and Joseph N. Gompers purchased the Martins Ferry mill
land for $2 million. Both Mull and Gompers have been unavailable for comment
regarding their plans for the property.

A final destiny is also yet to be determined for the large Mingo Junction plant, which
Buffalo, N.Y.-based Frontier Industrial purchased out of the RG bankruptcy for $20
million. Craig Slater, general counsel and vice president for Frontier, has said said
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steelmakers from India were among those looking at the Mingo facility. India-based
steel companies include Essar Steel, Jindal Steel and Tata Steel.

In Steubenville, the rusting structures of the former Wheeling-Pitt. plant are now
mostly gone, thanks to the demolition efforts of Wheeling-based Strauss Industries.
RG sold the old Steubenville plant to Strauss for a total of $15 million, including $4.3
million for about 103 acres of land, plus another $10.7 million for the scrap and
machinery.

Signifying the possible permanent end to steelmaking in Steubenville and Mingo
Junction, the USW 1190 hall was closed earlier this year.
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