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I am very pleased to be able to speak to you again and I thank the Chinese Iron and Steel Association for their gracious invitation.  I am proud to represent the American Institute for International Steel and its members.  AIIS is the only US-based steel trade association that promotes real free trade in steel.  AIIS represents North American steel importers and exporters, steel producers, distributors, processors, port authorities, stevedoring firms, customs brokers, freight forwarders, ocean carriers, railroads, trucking firms, and banks.  In short, everyone in the steel supply chain in our market.   

The last time I spoke to this conference in March 2008, the US already was in the midst of a banking crisis, but the economy remained strong and in fact, the steel industry was at the beginning of three of the most profitable three quarters in its history.  In the midst of the good times, that summer in June 2008, the CEO of the largest steel producer in the world famously said in New York City that we had seen the end of the steel cycle and that he saw only “clear sailing and blue skies” ahead for the industry.  

Not only was the US steel market strong, but other international markets posted growth rates for the steel and prices that were hard to believe.  But steel showed all that it has not fundamentally changed, it is still a cyclical industry and what goes up will come down.   

For the developed world, the end of 2008 and all of 2009 were a stark reminder of the cyclicality of the industry.  China and several developing countries returned to strong growth rates quickly in 2009.  But of course, the Chinese economy generally was affected by the slow down in economies that they do business with, but the internal growth rate of China resulted in the economy not experiencing the pains of the recession of the developed world.  

So, what is the message for us today?  The US is at the beginning of a slow recovery, while some other developed nations appear to be stalled.  More on that and the steel market later.  

 First, I would like to spend some time looking at one of the new bright spots for the American steel industry and our association, steel exports.  
AIIS members, both the trading companies and the companies who handle and transport steel, benefit from international transactions of steel, whether import or export.  Total steel exports from the United States hit a record level in 2008, over 12.2 million tonnes.  Of that total, 263,000 tonnes were exported to China.  This past year, 2009, exports declined in response to the short-lived slowdown in economic growth in China, but finished the year with 195,000 tonnes.  A close look at the data on these exports reveals that American made steel exports to China were of high value products.  In 2008, 62.8 percent were alloy steels and 11 percent were stainless.  In 2009, the mix shifted to 41 percent alloy and 25.6 percent stainless.  AIIS believes that open markets and free trade always benefit both sides of the transaction.  High value US steel exports are needed to support the strong growth of the Chinese economy and are also profitable transactions for American steel mills and the members of our Institute.  The trading companies provide sales and logistical expertise and on many occasions financing, while our associate members move the steel to the ports of export and carry it to the Chinese ports of entry.  Trade is win-win.  
Of course, the level of imports from China into the US was much higher, 1.3 million tonnes in 2009, but that total was down from 2008 by almost 70 percent.  Obviously, the primary reason for the reduction was the market, but of course, trade cases have and will continue to affect needed steel imports from China.  Of these 2009 imports from China, the breakdown was 15.8 percent alloy and 4 percent stainless, closer to the normal range of steel products in the US market.  This clearly suggests that Chinese steel exports play an important role in the steel-short US market and, like other international suppliers to the US market, Chinese steel products give steel consumers needed negotiating leverage with their domestic suppliers.  
I have often asked the simple question, why would a government impose high import duties on a product that is in short supply in its market?  That this is done in the US is obviously bad economic policy since it hurts the steel consuming industries.  For example, in the US we don’t impose duties on iron ore or pig iron imports or other raw materials that we do not make enough of.  To do that would be bad economic policy.  With the steel consuming sector employing 60 workers for every worker in the steel manufacturing sector, clearly punishing imports of steel is bad economic policy.  

American Trade Laws Need WTO Reform 
Each time I have spoken to this conference, one of the focuses of my remarks has been trade laws and the need for reform.  We at AIIS believe that the proper way to reform the trade laws is at the WTO and so we have for years now supported the Doha Round of negotiations.  Of course, those negotiations are on “life support” and now need a major injection of political will from all over the world, including especially the US, for them to have a chance at success.  There have already been negotiations concluded in the Round that will benefit the trading system that will be lost if the Doha Round is not finished.  
I will provide a short list of needed reforms at the end of this section of my remarks, but now I want to show with a specific example why we need to reform the US’s trade laws.  

OCTG – oil country tubular goods.  In 2008, the price of energy soared in the US and international markets.  By mid-year, the price of oil hit $140 per barrel.  The drill rig count in the US likewise soared to over 2,100 from normal levels in the 1,300-1,600 level.  There was a frenzy of drilling activity.  The drilling companies began to complain that they could not get enough OCTG, but with the weak dollar and attractive prices in other markets, it was truthfully, difficult to conclude import transactions.  Then, the largest pipe and tube producer in the US announced, in late June, that it was increasing its prices for all pipe and tube by $726 per tonne.  Naturally, the response to that announcement was to stimulate importers to find more OCTG for the US market.  That is what happened in a shortage environment with rising prices.  In truth, many AIIS members were very busy in July and August buying OCTG, including of course, here in China.  The steel was needed.  In September, the same largest steel pipe and tube announced yet another increase in pipe and tube prices, of $181 per tonne.  Obviously, in September, they believed that the market was going to remain strong and OCTG-short and could support another large price increase.  
We all know what happened next.  The US economy and then the world-wide energy sector collapsed.  The drilling rate declined to under 900 before it hit bottom in 2009 in response to the collapse in oil and energy prices.  The steel that was ordered in July through September began arriving in the US market in late October-November as the market was beginning to collapse.  By the end of November 2008, the energy and drilling boom in the US was over and Houston Texas was awash in OCTG.  
In April, the domestic industry filed anti-dumping and countervailing duty cases against Chinese producers of OCTG, alleging unfair trade.  But was it?  No, clearly it was the market that drove the large increase in imports and the big run up in prices.  Proof of that was further confirmed with the precipitous drop in imports of OCTG from China even before the trade cases were filed.  In short, the market drove the imports up and the market drove them down.  
So, what was the response of the US Government to the cases?  The International Trade Commission found “threat of injury” and the Department of Commerce (as it always does) found dumping and subsidies and now duties will be imposed for a minimum of 5 years.  And since we know that the US’s Sunset provision is also broken, unless the Doha Round forces the US to adopt procedures more consistent with our developed country trading partners like the EU or Canada, these cases may remain much longer than five years.  The US law has to be change so that Sunset means Sunset.  In the US, we have intergenerational trade cases……

What happens next for OCTG is that the domestic industry still cannot make enough OCTG for the market and the next time that the drilling rig count hits strong levels in response to another surge in energy prices, we will have another shortage of OCTG and no Chinese imports to help.  Does anyone think this is good government policy?  

Those who promote the protectionist policies generally look at the decline in manufacturing jobs and equate all the job losses to trade, or trade with China these days.  This was done in the OCTG case too.  This simple analysis ignores the fact that the US has been shedding manufacturing sector jobs for decades, not because of trade, but because of improvements in technology and the resulting increases in worker productivity.  Steel is an easy example to point to.  30-35 years ago, it took more than a half a million workers to produce the same amount of steel that is made today with just over 100,000.  This simple protectionist analysis also ignores the fact that US manufacturing output hit its all time peak in 2006, along with all time profitability, and then in 2007, US manufacturing produced even more, again, with fewer people.  American manufacturing is not dead or dying, but it certainly has experienced a severe recession lately.  

Unfortunately, the OCTG trade case is only one of the latest, there are other active cases, including drill pipe, hot rolled sheet, plate and others.  The US has fundamental problems with the way that our trade laws work.  Simple and effective changes could make all the difference in our opinion.  Here are the main changes AIIS is recommending be made. 
1. Eliminate zeroing completely.  The US should finally abide by the more than dozen WTO decisions against zeroing before our trading partners retaliate against US exports.  The approval process for retaliation has already begun at the WTO.  

2. Eliminate retrospective duty collections.  Assign a final anti-dumping duty at the time of importation.  The current system can allow for the duty to change as much as two years after the importation.  The US is the only country that uses this clearly protectionist system.   

3. Sunset should mean Sunset.  At a minimum, trade duties should expire after one five year extension.  

4. Lesser duty rule.  Anti-dumping duties of 100 or 200 percent as are often applied against China and are ridiculous.  The US is the only developed country that does not determine what the minimum duty rate should be to eliminate the injury to the domestic industry.  This is normal practice and should be made mandatory by the WTO.  
5. Adopt a public interest requirement.  Before duties are assessed on imports, the government should analyze whether the imposition of duties would be in the public interest – in other words, create more damage to the economy than benefit to the petitioning industry.  This is normal practice in the developed world also.  

6. Preliminary injury determinations.  The standard for the preliminary injury determination in the US is far too low.  Since the preliminary injury determination triggers the beginning of trade duties – whether the case is won or lost at the end – the domestic industry obtains over a year of protection whether it wins the case or not.  Therefore the standard encourages the filing of weak and frivolous cases in order to get the benefit of one year of relief.  Again, most developed countries have preliminary determinations, along with public interest reviews, that stop most questionable cases.  

7. More open/transparent process.  The US trade law process, for all its faults, is open and transparent.  The US needs to lead the negotiations in making the process more open and transparent internationally.  Otherwise, the trade laws become nothing more than non-tariff barriers.  

AIIS believes that the expansion of trade via trade liberalization since the establishment of the GATT in the post-WW II era has improved livelihoods and created wealth worldwide.  We further believe that the US has been the biggest beneficiary of trade liberalization – just the opposite of what the protectionists in the US regularly say.  Moving to a more protected economic model will not work.  It will not save jobs, it will eliminate them.  
The US Steel Market in 2009-2010 
As you all know, the US steel market had one of its worst years in 2009.  Apparent steel demand declined approximately 40 percent in 2009 compared to 2008.  At the end of 2008, consumers and distributors were left with large quantities of high priced inventory and very weak demand.  Steel producers likewise also were caught with high priced raw materials.  One producer was stuck with high priced pig iron that affected the company’s results for three quarters before the books were clear of the burdensome materials.  
Steel demand was weak in virtually every sector in 2009, from autos to white goods to non-residential construction.  Given the importance of non-residential construction to the health of the steel industry and the fact that the non-residential construction is predicted to decline further in 2010, it will be at least until 2011 before the steel sector will return to levels experienced in 2008.  
While hidden in the apparent consumption data, there is some hopeful news from 2009 and for 2010.  During the course of 2009, reports from the service center sector suggested that end use demand was down by one third.  With demand down by a third and domestic production and shipments down by more than half during most of the year, clearly there was a significant reduction in inventory in the system.  Note that for the actual consumption for 2009, we estimate that 11 million tonnes of net inventory were consumed in 2009.  We expect that inventory building will take place in 2010, as consumers and distributors fill the holes in inventory.  The inventory build will be a positive for steel mills and importers in 2010.   
With unemployment in the US at nearly 10% currently, and the US economy dependent on healthy levels of consumer spending – including the steel sector – a full recovery is not in the cards at this point.  There are however, some signs of positive developments in the economy and the steel sector.  Looking back on this recession, it is clear that the bottom of the cycle was in the second quarter of 2009.  We have experienced a slow, but deliberate improvement in market conditions since then.  Current and forward-looking data in early 2010 seem to indicate that that trend will continue.  
The best news early in 2010 is the Institute of Supply Management’s (ISM) Manufacturing PMI index, which improved for the sixth month in a row in January for all manufacturing.  The index, which surveys purchasing managers in the manufacturing sector, is one of the more reliable reporters of where the manufacturing sector is and has an excellent track record for predicting the direction American manufacturing is headed.  For the month of January the overall economic index increased to 58.4, the highest level since August 2004.  For production, the index came in at 66.2, up from 59.7 in December.  Future orders also increased too, coming in at 65.9.  The PMI also measures order backlogs and inventory movements.  The order back log was reported to have increased from 50 in December to 56 in January – another positive sign.  Of the industries surveyed, 9 of the 13 reported decreases in inventories, including primary metals (which includes the steel sector) and fabricated metals.  The PMI reported an increase in employment in manufacturing overall, but steel reported lower employment while fabricated metals, an increase.  
On the macroeconomic side, the picture is very mixed.  The preliminary report for US GDP for the fourth quarter of 2009 was robust, a growth rate of 5.7%.  [The government also announced that the preliminary estimate for the third quarter was reduced from 3.5% growth to 2.2%.]  The data for the fourth quarter have been questioned as too high by some analysts, some of whom also suggest that the data were higher due to government expenditures and not a systemic economic recovery for the private sector.  Nonetheless, with the restocking of inventory for many sectors of the economy, there clearly is some positive news.  

High unemployment continues to be a drag on the economy, declining from 10% in December to 9.7% in January.  Construction, warehousing and transportation lost jobs in January and retail and temporary agencies added them.  Most analysts believe that a strong reduction in unemployment will be needed to get the economy fully on the right track.  Ending a long trend, manufacturing also gained jobs according to another report.  

With all these macro-economic data, where is the steel industry at this point in the business cycle?  As you can see from the table, we are predicting a solid improvement in domestic industry shipments for 2010, but certainly not back to the levels we enjoyed in 2007 or even 2008.  And while imports are likely to stage a small comeback in 2010, again, we do not expect that they return even to the modest levels of 2008.  

The market in early 2010 shows the reasons for hope.  One of the reasons is the reversal of the fortunes of the auto sector, which is poised to make a modest come-back from several poor years.  While the level of demand for autos and light trucks is not expected to return to the 16-17 million unit level in 2010, it is the source of positive demand growth for flat rolled steel products at this time.  Another market that is poised to improve relates to infrastructure spending.  When the US’s stimulus bill passed Congress in February 2009, there was a great deal of talk about projects that would jump-start the faltering economy quickly.  However, massive government construction and other projects simply do not happen quickly; it takes 12-18 months for government projects to move to actual construction.  We are now past the one year mark and it appears that, from regular construction projects like bridges and highways, to wind mills and other steel intensive projects, we are beginning to see the impact on the economy generally and the steel sector specifically of infrastructure spending.  

In response to these positives, US steel prices have staged a come back from the bottom in mid-second quarter of 2009 and the increases are coming with more regularity early in 2010.  Flat rolled price increases have brought hot rolled sheet back to $675-700 per tonne based on recent price increase announcements reported in the press – and higher on the West Coast.  And the price increases appear to be being accepted by the market.  Likewise, long products have staged a come-back and prices for rebar have returned to healthier levels, around $620 per tonne according to public reports.  
Supporting the steel mills’ view that market conditions are improving, several mills are restarting their blast furnaces during the first quarter, adding another 8 million tonnes of pig iron to the supply/production chain.  Of course, there are some who believe that the positive pricing momentum will be lost when capacity and production increase because of their view that demand has not risen to the point that it will support more supply.  We shall see, but the pessimists are in the minority at this point.  
International Scene 
With all the experts from around the world, I will make my comments on the international scene short.  AIIS’s trading company members do business all over the world.  In the most recent two years we have seen, as discussed earlier, an increased interest in American made steel in other markets.  
For 2010, we see continued growth in and improved conditions for exports to China, India and other Asian countries, Latin America and parts of the Middle-East.  While conditions are expected to improve in the US, Canada and Europe, we believe the recovery will be a slow one and 2010 will not see the return to strong demand in any of those markets.  In fact, in recent weeks, it is becoming increasingly worrisome that the EU’s growth path could be stunted.  
Of course, for the world steel industry, it is the strength of Chinese steel demand that will help turn the international market around, not to mention the impact on the demand for scrap, iron ore, coal and other steelmaking raw materials and ocean shipping.  
Again, I would like to thank you for the honor of speaking to your conference again this year.  I will be pleased to answer any questions you may have.  
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