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First I want to thank Maurice for his kind invitation to speak to you today.  This is a group that overlaps with our AIIS membership and by inviting me to your event here, I have had a chance to learn more about another aspect of my industry, steel, where I have been learning now since 1981, over 30 years!

Maurice asked me to talk about the steel market, exports and imports and anything else that might interest the IRPT membership.  

First of all, as I am sure most of you know, AIIS is a trade association that represents importers and exporters of steel as well as some US producers, distributors, port authorities – 16 at last count – ocean carriers, railroads, trucking firms, customs brokers, freight forwarders and others who provide services to the importing and exporting companies.  We also have some members who don’t fit the above mold, but in fact do play an important role in the industry.  Steel Salvor, for example is a company that provides an online auction for surplus or damaged steel – not that anyone ever drops a coil of steel here.  AIIS promotes free trade in steel and any other policies or legislation that is pro-manufacturing/job creation.  When our economy and our customers are healthy, we are healthy.  
So, where is the market and where are we going?  First, the importing (and exporting) sector of the steel market can only be healthy when the domestic industry is healthy.  That makes sense, since both sell to the same US customers.  I am fond of pointing out that the biggest year for imported steel, 2006, over 41 million tons of imports, was also at that time the most profitable year in history for the domestic steel industry.  Our fortunes rise and fall on the same tide.  

So, first, where is the domestic steel industry today?  I like to look at the weekly raw steel production data and indexes.  For the week ending April 2, steel production was 1.811 million tons, or, according to AISI, 74.1 percent of capacity.  Now, those who have been buying flat rolled products in the last 2 months or so know that the rapid fire price increases they experienced probably do not reflect 74 percent capacity utilization.  What is it then?  In the most recent upturn in the market, in 2008 when hot rolled was selling for over $1,100 per ton,  and long products likewise at stratospheric prices, the maximum amount of steel the industry could produce in a week was approximately 2.2 million tons.  Therefore, if we use that number –which ignores the currently closed capacity at the old W-P and Sparrows Point mills which were operating in 2008 – the capacity utilization comes in at 82.3 percent.  That certainly makes more sense, but if you also consider that the long products are not strong at this point in time, the real capacity utilization for flat rolled is clearly above 90 percent.  Now, that explains the rapid fire price increases since the end of 2010.  

Concern has been expressed about the old capacity coming back online and new capacity from TKS and the Columbus Mississippi mill.  Clearly, if it all hit at the same time, it would have an impact, but, what are the numbers?  If TKS adds something like an additional equivalent of 2+ million tons over the course of the year on average (total capacity will be over 4 million tons when the investment is finished) and the Sevrestal mill around 1.7, AK another 1.4 million and the old mills another say, 5+ million tons, that is a total of around 10 million tons annual capacity.  But only the new capacity would be added to the denominator I used in my calculation.  That changes the capacity in the denominator by just under an equivalent of .10 million tons on a weekly basis.  While the new tonnage might have an impact in specific regional markets, it is hard to see how it would cause the collapse of the flat rolled market, of course, assuming that underlying demand remains as strong as it is at this time.  At this point, there are a lot of questions being asked and speculation as to how quickly some of the shuttered capacity can be brought back on line too.  
There is an interesting kabuki dance going on with this, as buyers, hoping that the additional capacity will soften prices, are delaying as much as possible their purchases, even while their inventory levels are low.  This has had a slight softening impact on the marketplace, but other consumers are wary, pointing out that the new TKS mill’s deliveries are not coming as quickly as some expected and the return of some of the closed mills’ capacity, likewise.  Again, in the context of improved demand for flat products and low inventories they believe it is not time to delay purchases.  Of course, imports are also part of this calculation, but the increase in imports in March came heavily from NAFTA partners and the largest increase in products was semifinished for the domestic mills themselves.  Offshore arrivals are still modest, although the differential between world and US prices suggests that the US market should be more attractive than during most of 2010.  We expect import arrivals to increase in coming months.  
So, our domestic industry is not running at 74 percent capacity, but instead more like 82+ percent capacity and much higher for the flat rolled and lower for the long products.  That is part of the good news.  

The rest of the good news comes from the improvement the economy and the steel industry have experienced coming out of the worst economic downturn since the 1930s.   As we have slowly climbed out of the recession, autos, machinery and heavy equipment as well as anything related to energy have done well.  That is the good news, along with the Institute for Supply Management, which has reported that the manufacturing sector, meaning all manufacturing not just steel, have shown expansion for 19 straight months.  The problem is that the ISM is measuring from the low point during the recession, and we are still not even close to the high points of the last expansion.  Autos, for example, are expected to have a 13.5 million unit year in 2011, a great improvement from less than 10, but a long way from the 16-17 million units prior to the recession.  
Many economic analysts, correctly in my opinion, point to construction as the big “ball and chain” for the economy.  Of course, it is even more so for the steel industry, since non-residential construction is the biggest steel consuming sector overall.   I believe that our national unemployment rate will likewise not return to the levels we experienced in 2007, below 5 percent, until the construction market is back on track.  And where is it now?  Well some believe that we have finally bottomed out, but some of the data suggest that we still have some way to go to reach the bottom.  Not good news. 
Construction spending declined again in February by 1.4 percent from January and was 6.8 percent lower than a year ago.  Existing home sales declined another 9.6 percent in February and the number of days homes are now on the market is 164, nearly 30 percent longer than in 2010.  

Housing, while not a big steel market, is critical for the health of the overall economy and so this is obviously not good news.    On May 2, the government released figures that construction spending rose in March, by 1.4 percent.  While good news, construction spending in March 2011 was almost 7 percent below March 2010 and for the first quarter almost 8 percent lower than in 2010.  
So, with all the bad news, where is the good news coming from for steel?  First of all, the last recession hit not only producers and consumers of steel hard; it especially hit the distribution sector.  During the run-up in prices in 2008, a feeding frenzy ensued and inventories exploded.  Worse; inventories at very high prices.  Steel producers themselves also were saddled with high priced raw materials, including pig iron, ore and scrap, although mills generally turn over scrap must faster and so the financial impact was more short-lived than for pig iron, for example.  

With the hard lesson of the 2008 crash in mind, we have observed during this slow and weak recovery that many of our steel distributing and consuming customers have learned their lesson and have continued to keep inventories lean and mean.  Of course, that provides a significant competitive advantage to domestic mills over imports, since domestic mills can respond to orders with small lots and generally with a shorter turn around than the 2-3 months it takes to order offshore material.  
At the beginning of 2010, prices began to increase and with very lean inventories we had a first quarter of optimism, as prices increased and lead times lengthened.  But it was an illusion and when inventories were re-filled, demand and prices dried up. In short, the spring of 2010 was only an inventory driven boomlet.  This year, things are different, and we have seen the same low inventory driven improvement in demand and price, but this time, there is underlying demand in the flat rolled sector to support prices.  Again, lead times have lengthened and now, with US prices well above international for some products, order entry has improved for imports.  We are beginning to see an improvement, this time not driven by inventory, but by real demand.  Demand is stronger in autos, large equipment and machinery and of course, anything related to oil and gas drilling, as the folks here Pennsylvania must surely know.  

The AIIS monthly importer survey reflects the improvement in the marketplace and we are optimistic that demand will continue to support improved order books and arrivals in the mid term at least.  Preliminary import data for the month of March appear to support that theme. 
As to the market overall, the analysts seem to believe that prices will take a pause in the short turn, with a small downturn, but prices will begin a slower and more orderly assent through the second quarter.  Where that leaves us for the remainder of the year is anyone’s guess.  Increased import arrivals – ordered during and near the end of the first quarter – will begin to arrive in the second quarter, but most of the analysts know that and are expecting continued albeit slow, improvement until later in the summer, which is normally a slower period.  Again, I believe that we are dependent on macro-economic factors such as unemployment rates, the fact that most employed people are feeling more secure in their job and therefore are more willing to spend on such things as autos, etc.  If construction can get off the matt, the economy could begin a real expansion.  That is the optimistic scenario.  
Now, I would like to turn to international scene and exports.  This is a fascinating and exciting arena for steel trading companies, and of course, also for those who provide services.  In the end, it does not matter whether the steel is in-bound or out-bound; the ports are going to handle it.  In the past, the domestic industry’s commitment to the export market was, for most companies, tenuous.  When prices internationally were better than domestic, they took advantage of the market, when not; most companies turned their backs on their international customers.  While the US did have a good reputation for making high quality steel, it had a bad reputation for customer commitment.  

Things appear to have changed, fundamentally.  Why?  The weak dollar? Yes, but also exploding economic growth in many developing countries.  While China is not a major destination for American made steel, it is a driving force in the direction of the world economy.  Yes, it is all about China.  Much is made about the huge capacity of the Chinese steel industry, but interestingly, little is said about the growth in steel demand in China that fueled it.  Leaving aside issues of subsidies, government ownership and other touchy international issues, let’s look at the facts.  China’s infrastructure needs to move to the 20th, let alone the 21st Century, are enormous.  Ports, railroads, airports, roads not to mention in this crowd, rivers and canal waterways.  To bring over a billion people out of poverty requires investment.  And the Chinese people’s savings rate is estimated to be over 50 percent, providing substantial sums for massive projects, steel mills, etc.  

The Chinese steel industry moved from a steel industry the size of the US, around 100 million tons of raw steel capacity, to an estimated nearly 600 million tons in less than a decade!  Iron ore producers, longsuffering step child of the steel industry, are now kings of the mountain, thanks to the Chinese.  Coal, ferroalloys, scrap; everyone who makes or sells something that steel needs; well, have been made rich by the expansion in China.  For a while, anyone who owned a ship that could carry ore to China also was made rich, but the market responded and now, there is an oversupply of ships.  Pictures of ships queued up outside Chinese ports also showed the need for more and more port capacity in China.  

And more interesting, China was not alone.  Brazil, India, parts of the mid-East, Russia, all experienced strong growth.  It is no wonder that in June 2008, at the Steel Survival Seminar in New York City, the CEO of the world’s largest steel producers famously said that the era of the steel cycle was over, that it was smooth sailing as far as the eye can see.  Well, we all know what happened next.  The market is still the market. 

Anyway, back to exports, and not just steel.  China and these other developing countries need the tools to build a modern economy.  Much of our domestic, and some imported steel, is exported around the world to these growing markets.  Caterpillar, for example, has exported over $2 billion in US made steel-intensive goods from the US to China alone over the last five years.  Caterpillar also has over 7,700 employees at 11 manufacturing facilities in China.  Caterpillar is calling for stronger economic ties with China.  One report several years ago suggested that China needed 2,000 new commercial aircraft per year to keep up with burgeoning demand for business and recreational air travel, and of course, the retirement of older obsolete aircraft.  Boeing, Lockheed, titanium, aluminum, steel, all benefit.  And one of China’s biggest challenges is in electric power generation.  Another major American company comes to mind, GE.  And GM is a major auto producer in China, selling more cars there than in the US in 2009.  No wonder China is now our third largest export market.  
Do we have trade problems with China?  Yes.  Do we need to deal with such things as currency manipulation?  Yes.  Do we need to be sure that intellectual property rights are respected in China?  Yes.  However, we need also not forget that China is a wealth creating machine, and so also India and other growing developing countries.  

For a final comment on China, I will quote from the message from the USTR in December 2009 regarding our trading/WTO relationship with China.  

“China has taken many impressive steps over the last eight years to reform its economy, while implementing a set of sweeping WTO accession commitments that required it to reduce tariff rates, to eliminate non-tariff barriers, to provide national treatment and improved market access for goods and services imported from the United States and other WTO members, to protect intellectual property rights, and to improve transparency.  Although it still does not appear to be

complete in every respect, China’s implementation of its WTO commitments has led to increases in U.S. exports to China, while deepening China’s integrations into the international trading system and facilitating and strengthening the rule of law and the economic reforms that China began 30 years ago.”  

 

To this, AIIS would only add more needs to be done to improve our trading relationship with China. 

So, enough on China.  

Steel trading companies, working with the domestic industry, have partnered to sell steel around the world.  For decades, as noted above, the US steel industry’s commitment to international sales outside of Canada and Mexico was intermittent.  Now, things have changed.  In 2008, with the steel industry flying high in the US and around the world, the US exported 13.5 million tons.  In 2009, that total, with the worldwide recession, declined to 9.3 million tons and in 2010, rebounded to 12 million tons.  And while our biggest markets remain Canada and Mexico, trade with the rest of the world is becoming more and more important.  Exports are profitable and high value.  

Of note is the makeup of the exports of American made steel.  Stainless exports in 2010 were 5.1 percent of the total – compared to just 2 percent of total industry shipments.  Alloy steel exports were 17 percent of the total compared to just over 4 percent of domestic shipments.  These data show the positive reactions from international markets for high value and high quality steel products made in the US.   These positive results for exports in 2010 are encouraging and benefit all members of the steel community, including AIIS’s logistics company members who move steel domestically and in both directions internationally. 

Just a quick peak at China -- one last look at that hot button.  While steel exports to China declined in 2010, 46.5 percent of the total were alloy steel and 15 percent were stainless and only 39.4 percent were carbon.  Clearly, China is a strong market for high-quality and value steel products. [And a trade case filed against US producers of electrical steel by the Chinese industry – in retaliation it was rumored for all the US cases – clearly brought the alloy numbers down for the year.]  

Another item on the export issue is the growth of US exports to our CAFTA partners.  You may remember that this was the big free trade agreement debate in 2005 and was barely approved by the House, with strong protectionist opposition.  First, let’s look at the countries: Costa Rica, Dominican Republic, El Salvador, Guatemala, Honduras, and Nicaragua. All these countries benefit as developing economies in our duty free programs and therefore 80 plus percent of their exports arrive in the US duty free.  What the CAFTA was about was obtaining duty free access for US exports.  Quite frankly, because this region is so small and steel was not an issue, we at AIIS did not pay much attention to the agreement, although as a matter of principal, we support free trade agreements.  What happened surprised us.  These economies are growing and interestingly had been a market for European steel producers for many years.  Now, with duty free access, they have become consumers of American made steel.  A small but solid market, in our backyard.  As we like to say, free trade works, every time it is tried.  

Now, the protectionists controlled the House from 2007-2011 and the free trade agreements with Korea, Panama and Colombia negotiated by the Bush Administration languished, going nowhere.  [The Senate has a good track record of supporting free trade agreements, usually by strong majorities.]  President Obama indicated early in his tenure that he wanted to review those agreements – clearly the prerogative of a new president – and submit them to the Congress for passage.  Again, from 2009-2011, no dice.  The protectionists were running the show, and the agreements were ignored.  Now, with a free trade oriented House leadership, the tables have turned and there appears to be some movement in the process.  We are hopeful that more markets will be opened up for American made steel and products made by American steel consumers like our friends at Caterpillar, Deere, GE, just to name a few.  

Thanks again for the opportunity to speak to you today.  I will be pleased to answer any questions you may have.  
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