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Washington Harbour, Suite 400
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DAVID A. HARTQUIST
202.342.8450
DHartauist@colliershannon.com

MEMORANDUM

September 9, 2002

TO: CONGRESSIONAL STEEL CAUCUS
FROM: SKIP HARTQUISW
RE: SPECIALTY STEEL AND THE SECTION 201 IMPORT RELIEF PROGRAM

Attached are two documents for your information. The first is a copy of the “Interim
Report” requested by the Administration concerning developments snce the initiation of the
section 201 import relief program last March. The second paper describes concerns specialty
steel producers have with the effectiveness of the program and the liberal granting of exclusions,
many of which cover products readily available from domestic producers.

The bottom line is that the program has not yet produced effective relief for the “long
products’ segment of the specialty steel industry found to be serioudy injured by the U.S.
International Trade Commission: producers of stainless steel bar, stainless steel wire rod, and
stainless steel wire. The producers very much need effective import relief and respectfully urge
your continued support for this important program.

Attachments
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September 5, 2002

The Honorable Donald L. Evans

Office of the Secretary

U.S. Department of Commerce

14th Street and Constitution Avenue, NW, #5854
Washington, D.C. 20230

The Honorable Robert A. Zodllick

U.S. Trade Representative

Office of the U.S. Trade Representative
600 17th Street, N.W., #201
Washington, D.C. 20508

Attn:  Andrew Stephens, Office of the U.S. Trade Representative
Kelly Parkhill, U.S. Department of Commerce

Dear Mr. Secretary and Mr. Ambassador:
On behdlf of the stainless steel long product industry, we are pleased to submit one copy
each of a proprietary and public version of the Interim Progress Report for the Stainless Stedl

Long Products Industry as requested in your letter of June 24, 2002.

If you have any questions regarding this report, please contact the undersigned.
Very truly yours,

1@%«?% %

DAVID A. HARTQUI
Counsdl to the U.S Stainless Seel
Long Products Industry

Enclosure
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INTERIM PROGRESS REPORT
FOR THE STAINLESS STEEL LONG PRODUCTSINDUSTRY
STEEL, INV. NO. TA-201-73
SEPTEMBER 5, 2002

INTRODUCTION

The United States Trade Representative and the Department of Commerce requested the
U.S. dtainless steel long products industry to file an interim report detailing the industry’s
progress in implementing the adjustment plans and in undertaking other restructuring efforts.
Letter to H. L. Kephart, Chairman of Specialty Steel Industry of North Americafrom Donald. L.
Evans, Secretay of the Department of Commerce and Robert B. Zoellick, U.S. Trade
Representative dated June 24, 2002. Although the stainless steel long products producers have
implemented a number of capital projects that were detailed in the November 5, 2001 adjustmert
plans, some expenditures have been delayed because the domestic industry has yet to realize any
measurable benefit of the section 201 import relief, partly because of poor economic conditions®
but also for reasons inherent in the relief itself, as identified below. Furthermore, action that the
Administration may take in the near future could also forestall the industry’s potential recovery.
Accordingly, strong action must now be taken to ensure that the relief package will have its

intended effect, that is, a return to profitability and an adequate return on investment.

! The U.S. stainless steel long product industry has been hit particularly hard by recent

economic difficulties. For example, apparent consumption of stainless steel long products has
dropped 15.3 percent during the first half of 2002 compared to the first half of 2001. This
downturn has occurred principally because stainless steel long products are primarily used to
manufacture capital goods while flat-rolled products are sold primarily in the consumer goods
market. Given that the capital goods market has not recovered to the same degree as the
consumer goods market, the U.S. stainless steel producers performance has also not recovered.
Indeed, this market is not expected to recover until manufacturers financial positions improve
significantly. Furthermore, much of the consumption in 2002 is still comprised of import
inventories that had built up during the import surge of late 2001 and early 2002. If these
inventories are taken into account, apparent consumption actually dropped my more than 20
percent during the first half of 2002 compared to 2001.
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To summarize the industry’s position, at the outset, the relief that was provided to the
stainless steel long product industry was substantially less than the relief provided to the carbon
steel industry. Additionally, also from the outset, India was exempted from coverage even
though Indian stainless steel long product imports have been a continuing source of difficulty for
the industry, as a result of the aggressive pricing practices of the Indian producers. Moreover,
the exclusions that have been granted by the Administration, particularly those most recently
granted, include many important high-valued products that are not only produced or could be
produced by the domestic industry, but in some cases were actually originally invented and
pioneered by U.S. companies Thus, these exemptions will undermine the effectiveness of the
relief. Finally, the Commerce Department has indicated that it may not deduct 201 duties as a
cost in antidumping duty investigations. This unlawful step would also diminish the remedy
provided under both the 201 and antidumping duty programs. While the domestic industry has
these serious concerns about the present effectiveness of the relief program, the relief program
can be made more effective by taking the following steps. 1) limit the scheduled reductions in
tariff levels; 2) include India within the scope of the program; and 3) eliminate the exclusion of
certain key products identified below.

. THE INITIAL RELIEF PROVIDED TO THE U.S. STAINLESS STEEL LONG

PRODUCT INDUSTRY WAS SUBSTANTIALLY LOWER THAN THE RELIEF

PROVIDED TO THE CARBON INDUSTRY; FUTURE REDUCTIONS IN THE
TARIFES SHOULD BE MINIMAL

From the outset of the President’s announcement for relief, the stainless steel long
product industry received significantly less relief than the carbon steel industry. In particular,
while most carbon steel imports were subject to 30 percent duties, stainless steel bar and rod
imports were only subject to 15 percent duties while stainless steel wire imports were subject to

8 percent duties. Thus, the domestic stainless steel long product producers have been at a
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disadvantage in comparison to other sted producers in securing relief. In light of these lower
tariff levels, coupled with the stagnant economy and decline in overall demand, the stainless long
product producers have not yet been able to recover from the serious injury caused by the flood
of imports. To prompt any potential recovery, future reductions in the tariff levels under the
President’ s relief program for the stainless steel long products should be limited.

(1. THE INITIAL EXCLUSION OF INDIA HAS UNDERMINED THE

EFFECTIVENESS OF THE RELIEF; INDIA SHOULD BE INCLUDED IN THE
PROGRAM

Based on import volumes from 1996-97, India was exempted from the 201 relief on
stainless steel bar (including angles). Following imposition of the President’ s remedy, however,
imports from India of stainless steel bar, and angle in particular, have surged to a substantial
extent, further compromising any potential relief for the U.S. industries. In particular, imports
of stainless steel bar (excluding angle) increased from 1,857 net tons during January-June 2001
to 4,242 net tons during January-June 2002, or by 128.4 percent. Imports of stainless steel angle
increased at an even greater level during this same time period from 329,350 pounds to
4,638,375 pounds, or by over 1,300 percent. These trends have led Slater Stedls, a significant
domestic stainless steel bar producer, to request that the Administration invoke the surge
provision contained in the President’s program, and remove the excluson on imports from
stainless steel long products from India.  Significantly, India has been a perennial problem for
the stainless steel long product industry. It has been historically the most aggressive participant
in the market place from a pricing perspective. Moreover, India has consistently evaded the
dumping and countervailing duty orders that are in place on stainless rod and stainless bar. In
this instance, in particular, India is of significant concern to the U.S. stainless steel long product

producers and India s continuing exemption from coverage of the President’ s relief package will
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continue to undermine the effectiveness of relief. Accordingly, to promote the recovery of the
industry, stainless steel long products, including bar products in particular, should be included in

therelief package.

V. THE EXCLUSION OF SEVERAL KEY, STRATEGIC PRODUCTS WILL
CONTINUE TO WEAKEN THE EFFECTIVENESS OF THE REMEDY;
EXCLUSION OF THESE KEY PRODUCTS SHOUL D BE RECONSIDERED

The Administration’s decision to grant exclusions for severa products that compete
directly with or that can be substituted for U.S. products will substantially reduce the
effectiveness of the relief program. Indeed, the EU itself acknowledged that the exclusions
granted “will reduce the overall impact of the U.S. WTO illegal safeguard measures which will
now exempt more than 50 percent of EU exports.” See August 23, 2002 EU News Release
(emphasis added). Indeed, any remedy excluding such a substantial volume of product can by no
means be expected to have any beneficial results.

In particular, the Administration has granted exclusions for the following products that
are of serious concern to the stainless steel long product producers:

X-090.020 UGIMA (Ugine Improved Machinability) stainless steel bar (in an annual
quantity not to exceed 5000 metric tons)

N389.01 PRODEC Improved machining stainless steel cold finished bar in sizes
less than 25.4 mm; with an annual quantity not to exceed 2000 metric tons

N389.02 PRODEC Improved machining stainless hot rolled, solution annealed and
descaled wire rod in sizes less than or equal to 25.4 mm, with an annual
guantity not to exceed 500 metric tons

N324.04 Stainless steel angles meeting AISI 304 and 304 L specifications, in sizes
of 19.05 mm x 109.05 mm x 3.175 mm

N324.06 Stainless steel angles meeting AISI 316 and 316 L specifications, in sizes
of 19.05 mm x 109.05 mm x 3.175 mm

N353.03 Stainless steel angles meeting AISI 304 and 304 L specifications, in sizes
of 19.05 mm x 109.05 mm x 3.175 mm

-4-
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Stainless steel angles meeting AISI 316 and 316 L specifications, in sizes
of 19.05 mm x 109.05 mm x 3.175 mm

Certain stainless steel angles, shapes and sections of greater than 80 millimeters

X-090-032

X-090-033

X-090-034

X-090-035

X-090-036

X-090-037

X-090-038

X-090-039

Stainless rod in diameters less than 5.5 millimeters, AlS| grade ER 307Si
Stainless rod in diameters less than 5.5 millimeters, AlSI grade ER 308Si
Stainless rod in diameters less than 5.5 millimeters, AlSI grade ER 308LSi
Stainless rod in diameters less than 5.5 millimeters, AlSI grade ER 309Si
Stainless rod in diameters less than 5.5 millimeters, AISI grade ER 309LSi

Stainless rod in diameters less than 5.5 millimeters, AISI grade ER 309L
Mo

Stainless rod in diameters less than 5.5 millimeters, AlSI grade ER 310

Stainless rod in diameters less than 5.5 millimeters, AISI grade ER 312

As noted earlier, in each case, the U.S. stainless steel long product industry can produce a

product that is identical to or can be substituted for the imported product. The complete

exclusion of these products from tariffs simply alows the foreign producers to continue

importing the very same products that have caused serious injury to the domestic industry. No

relief can be forthcoming with such broad exemptions. Accordingly, the exemption of these

products should be reconsidered.

V. DESPITE LOW PROFITABILITY, THE DOMESTIC STAINLESSSTEEL LONG

PRODUCTS INDUSTRY HASIMPLEMENTED A NUMBER OF ADJUSTMENT

PLAN PROJECTS DURING THE FIRST FIVE MONTHS OF THE SECTION 201

PROGRAM

In general, the domestic stainless steel long products industry has yet to experience the

financial improvement expected from the section 201 program. Weak demand for stainless steel

products has forced U.S. producers to postpone major capital expenditures until their financial
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positions have improved to warrant such investments. Furthermore, the stainless steel long
products producers had made considerable investments just before the section 201 investigations,
and therefore, needed to reduce their debt through increased returns before implementing
additional capital expenditures. Over the past year, the U.S. producers have reduced some of
their debt with increased cash flow from inventory reductions, but have yet to experience the
significant financial improvement which results from increased volume and higher prices.
Finally, the relief program has been in effect for only five months and many of the projects
detailed in the adjustment plans are long-term capital expenditures that require significant
financial resources to complete.

The following information details the steps that the stainless steel long products industry,
by company, has taken to implement its adjustment plans.

A. Stainless Steel Bar

1. Carpenter

[
]
[
]
[
]
2. Crucible

Crucible has installed or began installation of the following projects since the imposition of the
section 201 import relief:
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Project Cost
[ ]
[ ]
[ ]
[ ]
[ ]

3. Electralloy

[
]
4, Slater

B. Stainless Steel Rod

]

C. Stainless Sted Wire

Vi. CONCLUSON

Although poor economic conditions have postponed the benefits of the section 201
program, effective import relief is essential for the domestic stainless steel long products industry

to remain competitive over the long-term. As the economy improves, the domestic industry’s
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financial situation should increase to profit levels where it can make the investments required to
be able to compete with imports. Even in a depressed market, the domestic industry has made
significant investments to improve its overall production efficiency. Effective import relief will
enable the domestic industry to increase its investment over the three-year period so that it can

remain competitive with imports over the long-term.



THE FAILURE TO FOLLOW THE LEGAL REQUIREMENTS OF THE
ANTIDUMPING DUTY LAW WILL UNDERCUT THE EFFECTIVENESS OF BOTH
THE 201 REMEDY AND WILL NOT REMEDY THE UNFAIR TRADE PRACTICES OF
THE FOREIGN PRODUCERS; THE ANTIDUMPING ORDERS SHOULD BE
VIGOROUSLY ENFORCED

In arecent investigation involving carbon steel wire rod from Trinidad and Tobago, the
Commerce Department issued a memorandum indicating that it may, as a policy matter, not
deduct 201 duties as a cost in future antidumping duty investigations. Under the antidumping




duty laws, however, al duties are required to be deducted from U.S. price when calculating the
dumping margin. Indeed, failure to deduct these 201 duties would undermine not only the
effectiveness of the dumping laws but would also undermine the effectiveness of the 201 remedy
because it would encourage foreign producers simply to absorb the cost of the 201 duty. When
the International Trade Commission and the President put the 201 relief package into operation it
did so with the full knowledge that antidumping duty orders were currently in existence or could
be placed into existence to eliminate unfair trading practices. Both forms of remedy were put
into place because of the injury being experienced by the domestic industry. Without the full
and effective enforcement of both types of remedy, the industry will not be able to recover from
the injury that it is currently experiencing. The proper administration of the antidumping laws is
critical to the industry’s recovery and should not be undermined by policy decisions that would
undercut the agency’ s statutory obligations.

Enough is enough. The low tariff rates, the exclusion of all Indian imports and 50% of
the EU imports threaten to undermine the opportunity for the stainless steel long product
industry’s recovery. We respectfully urge the Bush Administration to take these issues into
account as it manages the section 201 import relief program.





