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W hen economists from
the Congressional
Budget Office surveyed
the US steel industry in
1986 and tried to decide

whether trade protections going back to
the 1960s had helped reinvigorate
America’s steel companies, theycameto
soberingconclusions.

“Protection did not achieve its long-
term goal of producing a substantial
modernisation of the industry,” they
wrote. Moreover, successive trade
moves appeared to do little to increase
either domestic output or jobs. Between
1968 and 1984, the economists noted,
the number of US steel workers had
“declined continually” so that it “was
nearlyhalfofwhatithadbeen”.

Were it not for Donald Trump, that
CBO report might serve as a dusty les-
son of history. But after what trade
experts have described as the greatest
act of American protectionism since
the Nixon administration, the presi-
dent has, more than three decades on,

again turned the US government into
the protector of industry.

Mr Trump imposed tariffs of 25 per
cent on steel imports and import taxes
of 10 per cent on aluminium. In doing
so, he has thrown out decades of ortho-
doxy and what had become an Ameri-
can mantra about the pitfalls of protec-
tionism — and declared the rescue of
the US steel industry a matter of
national security.

“Steel issteel.Youdon’thavesteel,you
don’t have a country,” the US president
saidashesignedthetariffs.Thequestion
is whether the policy will be remem-
bered as a much-needed act of political
and economic genius, as Mr Trump and
someofhisaidesclaim,orpopulist folly.

The move is ostensibly aimed at
China, which the US has accused for
years of dumping excess steel capacity
onglobalmarkets,depressingpricesand
hurting domestic producers. Prompted
inpartbya2014-2015surgeofsteel from
China, which took the country’s share of
US imports to about 8 per cent, years of

Trump tariffs
split business
between joy
and outrage

Protectionist move delights steelmakers but raises questions for other manufacturers and fears of trade war, writes Shawn Donnan

Nucor chief on the
case for protection
CEO John Ferriola says
the ‘whack-a-mole’
game must end
Page 4

FT SPECIAL REPORT

US Steel Industry
www.ft.com/reports | @ftreportsWednesday March 14 2018

A glint amid the gloom
deep in the rust belt
What is the future for
Youngstown, once

called
‘Steel
Town
USA’?
Page 2

The undemanding US
Weak domestic need
has impact as well as
imports from abroad
Page 3

China shrugs off levy
Steelmakers are less
worried about exports
to US than global fallout
Page 4

Obama’s green plans
live on in new era
Anti-emissions approach
has been ‘rebadged’ as
an efficiency drive
Page 4

anti-dumping action and tariffs have
reduced that figure to just 2 per cent last
year,accordingtoofficialdata.

Mr Trump and the US steel industry
claim that China has circumvented
those tariffs by trans-shipping steel via
third countries. They also argue global
efforts to negotiate a reduction in Chi-
neseproductionhavebeenineffective.

Yet while the president exempted
neighbours Canada and Mexico, which
together accounted for a quarter of US
steel imports in2017, thecountries likely
to suffer most are allies such as the EU,
Brazil,SouthKoreaandJapan.

President Trump’s initiative has been
hailed by US steel executives and union
leaders. It also led to promises of new
investment and the restarting of moth-
balled mills.

US Steel, one of the country’s largest
producers, announced the reopening of
one of two idled Granite City blast fur-
naces in Illinois. The workforce had
fallen to just over 700 from 1,800
before the temporary partial closure in
2015. Other producers such as Nucor
have said the tariffs will pave the way
for their own expansion plans.

However, the tariff decision prompted

angry reactions from steel-consuming
industries and also from within the
ranks of the Republican party. Republi-
cans have watched previous presidents
such as George W Bush — who briefly
imposed a 30 per cent tariff on steel
imports in 2002 — make what they see
as the same economic mistake.

“Tariffs are taxes that make US busi-
nesses less competitive and US con-
sumers poorer,” more than 100 Repub-
lican members of Congress wrote to the
president as he was preparing to sign
his proclamation.

Continued on page 2

Go-ahead: President Trump holds up the declaration on steel import tariffs at the White House on Thursday — Getty
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Studies by economists have shown
that the 2002 Bush tariffs on steel,
which were abandoned after the World
Trade Organization ruled in favour of
an EU challenge in 2003, led to the loss
ofmore jobsthantheysaved.

This month a similar study sponsored
by the Trade Partnership, a pro-trade
business group, predicted that Mr
Trump’s tariffs would lead to the net
loss of almost 146,000 jobs. This is
because while the tariffs were likely to
add more than 33,400 jobs in the US
metals sector, the study warned that
they may also cause almost 180,000 lost
jobsthroughouttherestof theeconomy.

By invoking US national security, the
tariff plans have also raised what trade
experts see as potential threats to the
global trading system. The General
Agreement on Tariffs and Trade
(GATT), which defines the laws of glo-
bal commerce, includes an exception
for national security that was intended
to allow signatories to erect trade barri-
ers and protect critical industries in
times of war or national emergency.
That has been invoked only rarely in the
more than 50 years since the US and
othercountriessignedGATTin1947.

The concern is that Mr Trump’s use
of the loophole will encourage other
countries to do the same. Moreover,
some fear that if the US is challenged at
the WTO, as it is likely to be, it could
decide to dispute the global trade arbi-
ter’s jurisdiction over the question of
what poses a proper question of
national security.

Given what some see as the weak case
for the Trump administration’s national
security argument, that would clear the
way for other countries such as China to
takeasimilarapproach.

Mr Trump’s actions have also led to
threats of retaliation from the EU and
countries such as Brazil that have added
to the risk that the global economy
could be consumed by a destructive
tradewar.

“Once we start down this path, it will
be very difficult to reverse direction. An
eye for an eye will leave us all blind and
the world in deep recession,” said Rob-
ertoAzevêdo,WTOdirector-general.

Taking to Twitter, Mr Trump had
argued in response to such fears that
“trade wars are good, and easy to win.”
He also threatened to fire back at any
EU retaliation by levying new tariffs on
Europeancars.

Donald Tusk, president of the Euro-
pean Council, responded: “The truth is
quite the opposite. Trade wars are bad
andeasyto lose.”

All of which means that in deciding to
protect the steel industry — and some of
the ailing rust belt communities that
helped elect him in 2016 and may re-
elect him in 2020 — President Trump
has turned what many see as a narrow
American economic interest into a glo-
balproblem.
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Ithasbeenclearsincesummer2016that
PresidentTrumpwouldimposetariffsto
protecttheUSsteel industry.He
outlined hisstrategyonthecampaign
trail inMonessen,Pennsylvania.

“Whensubsidisedforeignsteel is
dumpedintoourmarkets, threatening
ourfactories, thepoliticiansdo
nothing,”hesaid.“Iwilluseevery lawful
presidentialpowertoremedytrade
disputes, includingtheapplicationof
tariffsconsistentwithSection201and
301of theTradeActof1974andSection
232of theTradeExpansionActof1962.”

Apparentlynobodytookhim
seriously. Insteadofworkingtorein in
globalovercapacity, resistanepidemic
ofbeggar-thy-neighbourdumpingand
endaninexplicable tolerancefor
China’sstate-ledassaultonthefree
market, theeliteconsensushas focused
ireonthepresident,whilecontinuing in

astateofdenialasMrTrump’s tariff
strategyhasbegunplayingout.Hehas
announcedhis intentionsto implement
heavytariffsonsteel imports.

Signingthosepaperswill focus
attentiononanexistingproblem.World
steelproductionfarexceedsdemand,
andChina ismostcomplicit.Beijing first
acknowledgedin2007that itwas
producingmoresteel thanitcoulduse.

Yet insteadof limitingproduction,
Chinabroughtonline552mtonnesof
extracapacitybetween2007and2015,
andproduceshalf theworld’ssteel.By
contrast, theUSproduced78.5mtonnes
ofsteel in2016,downconsiderablyfrom
itspeakof136.8mtonnesin1973.

Consumersmayviewovercapacityas
agift intheformofdepressedpricesbut
westernsteelmakersandsteelworkers
seeitdifferently,withjustification.Asa
commodity,steelpricingisalready
subjecttovolatility.Compoundthat
withthescaleandscopeofnon-market
actionsbyChina, includingstate
subsidiesandlimitedmarketaccess,and
youhavequiteamess.

Thatiswhymostbigsteelproducers
practiseactiveortacitprotectionand

deploytacticstoabsorbordeflectexcess
production.IntheUS,theindustrybrought
dozensofsuccessfulsteeldumpingcases
beforetheObamaadministration.TheUS
DepartmentofCommercemaintains169
anti-dumpingandcountervailingduties,
intendedtobalanceforeignsubsidies,on
importedsteelproducts.

Thispiecemealapproachhasdone
little tostaunchimportpenetration,
however.Finishedsteel imports
accountedfor27percentof themarket
in2017.TheUSstill importsmoresteel
thananyothernation,soonecanhardly
claimthis isaprotectionist racket.

EffortsbytheOrganisationfor
EconomicCo-operationand
DevelopmentandtheG20toreduce
overcapacity inthesectorhavefailedto
rebalancethemarket.TheWorldTrade

Organization is functionallyand
institutionally incapableofmediating
China’sstate-ledcapitalismandthe
industrialovercapacity it spawns.Put
simply,efforts tomitigate thedamageof
China’spracticeshavefailed.

MrTrumphaschosentostandupand
fightback.Heiswithinhisrightstodoso.
TheSection232instrumenthis
administrationmaydeployisablunt
tool inthearsenaloftrademeasures.But
overcapacityisamaladythatbegsfor
suchahacksaw,ratherthanalaser-
guidedscalpelthatsomepeopleprefer.

Manypundits forecast that“trade
wars”will follow,which isanattention-
grabbingheadline.Thisseemsfar-
fetched.Evenwithbroadsteel tariffs in
place, theUSisstill likelytobethe
world’s largeststeel importer. Insteadof
threateningtheUSwithretaliatory
measuresaimedatWisconsindairyor
Kentuckybourbon—whicharesureto
bequashedbytheWTO—governments
wouldbebetterservedbyquarantining
Chinesesteel importsuntilBeijing
windsdownovercapacity.

If theWTOweretoclaimthat theUS
cannot invokenationalsecurityasa

rationale to imposesteel tariffs, that
wouldprovideMrTrump’s trade
ambassador,RobertLighthizer,with
moreevidencethat thetradebodyis
dysfunctional.

IvisitedCoatesville,Pennsylvania,
whichhasmademilitary-gradesteel
since1810.Thesteelmilldeliversworld-
classefficiencybut its future is
uncertain.MrTrump’sactionwillbe
cheeredinthiscommunity.Market
correctionsarenotwithoutpain,but for
decadesthepainhasbeenconcentrated
inthesteelvalleysofAmerica.

Themarket,ourworkersand
consumersarebestservedwhenglobal
productionandconsumptionarebetter
aligned,andfairmarketpricing is
restored.MrTrumpcanjump-starta
long-overdueprocessofsqueezingout
massiveovercapacity.Suchsteel tariffs
wouldbeanaudacious first step in
normalisingthesteelmarket.

Scott Paul is president of the Alliance for
American Manufacturing. He served on
President Trump’s American
Manufacturing Council before resigning in
August last year

Trade tariffs are first step in squeezing out overcapacity
OPINION

Scott Paul

‘D
on’t sell your house.” That
was President Trump’s
advice in July last year to
thepeopleofYoungstown,
Ohio, a city that captures

in the presidential imagination all that
has gone wrong with industrial America
—andall thathepromisestoputright.

Known for much of the last century as
Steel Town USA, Youngstown has
become a potent symbol of American
loss, an icon of deindustrialisation in a
region that bled jobs, wealth, people and
purpose in the long decline of the US
steel industry.

Steel was the heart and soul of Young-
stown, and President Trump is promis-
ing that it can be that way again —
because of tax cuts, his Make America
Great Again campaign and the tariffs
that he announced this month to freeze
out foreignsteel.

His vow to revitalise US industry, and
with it theailingsteel sector,helpedpro-
pel him to a surprise victory in the cru-
cial stateofOhio inthe2016presidential
election. He has promised duties on for-
eign steel, risking a trade war, to make
goodonthatpromise.

EvenwithhelpfromtheWhiteHouse,
the role that the industry can play in the
economic recovery of the Youngstown
region is far from certain, steel industry
experts say. Steel still has a tight grip on
the heartstrings of this Rust Belt city:
many, if not most local residents
proudly claim a grandfather or father
who was a steelworker. But more than
half the population of the area has left
since the day in 1977 known as Black
Monday, when the first big Youngstown
steel mill closed, without warning. Since
then, almost all the big mills have gone.
Can steel reinvent itself to play a signifi-
cantrole intheeconomy?

Pat Harmon, 47, a trim steelworker
with broad shouldersandasaltandpep-
per beard, is betting on it. His father lost
his job in the Black Monday era, sending
the family fleeing to Oklahoma to look
for work. Mr Harmon is back working
on the site of the mill where his father
and grandfather worked, now owned by
Vallourec, a French group that special-
ises intubes for theoilandgas industry.

The mill was bought and sold, closed
and reopened until Vallourec, in a joint
venture with Sumitomo Corporation of
America, acquired the old Youngstown
Sheet and Tube Brier Hill facility in
2002 from North Star Steel. Vallourec
invested $1.05bn — by far the biggest
investment in the region’s industry in
decades — to build a new pipe mill on
thesite in2013.Today it isYoungstown’s
primaryremainingmegamill.

Vallourec Star, a sprawling complex of
old steel mill and new pipe mill, is hailed
locally as a symbol of the future that
steelmaking can have in the area. The
shale boom, triggered by advances that
have made it possible to extract gas and
oil from previously unproductive rocks,
has created a surge in demand for steel
tubes to use for drills, well casing, pipe-
linesandotherequipment.

Vallourec invested in the area to serve
that demand throughout the US — but
also in the nearby Utica and Marcellus
Shale formations, with vast reserves of
natural gas. Sarah Boyarko of the
regional chamber of commerce says
Vallourec is “part of the game-changing
message” about Youngstown’s recovery.

Tom Leary of Youngstown State Univer-
sity is an expert on the history of the
local steel industry. “The new era of
steel, the re-industrialisation of the
area, that was the narrative around Val-
lourec at the time,” he says. However
VallourecStaremployedonlyabout800
people locally at its peak, and that
dropped to 500 by 2015, when the oil
and gas industry hit the skids. Now it is
recovering and so is Vallourec Star, but
employment isbackuptoonly600.

State economic development officials
estimate that two-and-a-half to three
times as many jobs are indirectly sup-
ported by the plant in spin-off economic
activity.Still, that isa fractionof thetens
of thousands of steel jobs that Youngs-
town once supported. Even with the
new Vallourec mill, the industry
accounts for only 8 per cent of the GDP
of the Youngstown region, including
nearbyWarren,Ohio,andapartofwest-
ern Pennsylvania, just over half the 15
per cent it represented a decade ago,
saystheregionalchamberofcommerce.

“Now 3D printing is dominating the
‘next hope for the valley’ narrative,”
saysDrLeary, referringtotheMahoning
Valley, an epicentre of the US steel
industryformuchof the lastcentury.

The area is slowly beginning to
recover, but by diversifying away from
steel and into service and high-tech

industries. Vallourec Star is doing well
on the back of the oil and gas industry
recovery. Vallourec’s North American
revenues, most of which are accounted
for by the Youngstown facility, rose 85
per cent in the 2017 fiscal year over the
previousyear.

Mr Harmon says he makes a good
living from steel. “I have much better
quality of life than my grandparents, I
have property and a nice home, I can
send my kids to college,” he says, adding

that the steel industry will be around in
Youngstown when his grandchildren
enter theworkforce.

But he is one of the lucky ones with a
job in the last surviving mega-mill. Can
tariffs entice half a dozen new Val-
lourecs to set up shop in the Mahoning
Valley? Can Mr Trump’s campaign to
stop foreign steel “dumping” restore
SteelTownUSAto its formerglory?

“I don’t know of anyone else thinking
about starting up a steel mill in the
area,” says Judson Wallace, president of
Vallourec Star. “This is a steel centre of
excellence, there is a lot of tribal knowl-
edge here, that’s why we built the sec-
ond mill here. There is the old steel mill
workethicof thepeople.”

Tariffs that penalise imported steel
will not necessarily bring in new mills.
“We are on both sides of that issue,” says
Mr Wallace, referring to President
Trump’s decision to impose so-called
section 232 tariffs against imported
steel. “When both our rolling mills are
at full capacity we can’t produce enough
billets [lengths of steel prepared for
final manufacturing] to supply both of
them, and we need to buy billets from
sister companies,” including a Vallourec
subsidiary inBrazil.

Ontheotherhand,hesays tradesanc-
tions affecting Brazil “would prevent us
from benefiting from all the capacity we
have invested in, with an impact on our
ability tooffermore jobs”,echoingacon-
cern of others in the steel industry that
consume as well as produce steel, that
suchmoveswillraisepricesforthem.

At the United Steelworkers branch
that covers Youngstown, union repre-
sentative Jose Arroyo, whose father and
grandfather were steelworkers, says
“there’s a nostalgia, there’s a pride,
when you hear the word steelworkers it
gives a warm fuzzy feeling in the belly.
Everybody remembers the heyday
wheneverybodyworkedinthemill.”

He predicts that section 232 tariffs
can bring those days back again. “Yes, a
lot of the furnaces are gone,” he says,
gesturing at an aerial photo on the wall
of the union hall that shows the site of
another old steel behemoth, RG Steel
(formerly Republic Steel), adding “now
that’snothingbutrubble”.

“But our steel mills didn’t disappear
all at once and if you start making the
right decisions regarding trade and
dumping, you can start rebuilding the
steel industrymillbymill,”hesays,add-
ing that tariffs “will drive capital expan-
sion — instead of tearing down mills
maybe some will restart or build new
millsorexpand”.

That, after all, is what President
Trumppromised inthe2016election: to
bring back mills and jobs to places like
Youngstown. What if that doesn’t hap-
pen? Will it hurt the Republican party in
the midterm Congressional elections
this year? Could it even rob him of a sec-
ondtermaspresident?

“Steel matters as a symbolic issue, it’s
connected in people’s minds with trade,
and jobs,” says John Green, a political
analyst at University of Akron. “The
default position of a lot of people in the
Mahoning Valley is protectionism.”
That applies even to those who are not
directly helped by steel tariffs, or could
evenbehurtbythem,hesays.

But Tracey Winbush, vice-chair of the
Mahoning County Republican Party,
says support for Mr Trump goes beyond
steel tariffs. “They didn’t vote for him
because of steel tariffs,” she says, adding
that Mr Trump’s support is under-
pinned by something more fundamen-
tal. “Hesayswhat theyarethinking.”

Youngstown may always be Steel
Town in the popular mind, but it is hard
to believe that steel will again play a lead
role in the local economy, whatever Mr
Trumpmaypromisetothecontrary.

A glint of hope flickers in the rust belt
Ohio Youngstown was
once known as ‘Steel
Town USA’, then as a
symbol of decline. Can
its fortunes be revived,
asks Patti Waldmeir

Steel resolve: (clockwise from top)
Pat Harmon; Republican Tracey
Winbush; union rep Jose Arroyo

‘If you start making the right
decisions over trade and
dumping, you can rebuild
the industry mill by mill’

Overcapacity is a malady
that begs for a hacksaw,
rather than a laser-guided
scalpel some would prefer
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I f you want to break the hearts of
Americans, says John Ferriola,
chief executive of steelmaker
Nucor, try showing them pictures
of all the new infrastructure that

has been built in China over the past
five years.

“You cannot have a 21st century econ-
omy if you don’t have 21st century infra-
structure, and sadly we do not,” says Mr
Ferriola (see interview, page 4). “We
have the Brooklyn Bridge. I’m a New
Yorker, I love the Brooklyn Bridge. But
it’sover100yearsold.”

The complaint will resonate with any-
one who has been delayed by problems
with the US road and rail networks.
There are more than 54,000 bridges in
the US that need to be repaired or
replaced, according to the American
Road and Transportation Builders
Association.

But Mr Ferriola’s observation also
raises an important point about the US
steel industry: although its struggles
against competition from cheap
imports have grabbed the headlines, the
weakness of domestic demand for steel
is justasbigaproblem.

Domestic production has been lack-
lustre in recent years, but it has not by
any means collapsed. US raw steel pro-
duction last year was 90m US tons,
roughlythesameas in2010. Itwasdown
17 per cent from the last boom year of
2007, but up 37 per cent from 2009, the
worstyearof therecession.

Some markets have been strong, says
Tom Gibson, president of the American
Iron and Steel Institute. “The best thing
that has happened to the US steel indus-
try since the recession ended was the
faster recovery in the automotive sec-
tor. That and the shale oil and gas
boom,”hesays.

The election of President Donald
Trump, bringing in an administration
that was keen to cut regulations and
remove barriers to investment, has
been another positive, he adds, and so
were the corporate tax cuts passed at
theendof lastyear.

“Like most manufacturers, we were
extremelysupportiveof taxreform,”Mr
Gibson says. “One hundred per cent
expensing [of some capital invest-
ments]wasvery important.”

US steel production was up 3 per cent
last year and capacity utilisation was 74
per cent, up from 71 per cent in 2016.
Yet the health of the industry has felt
worse than the output data have sug-
gested, because of the number of jobs
that have gone.

At the start of 2001, US iron and steel
mills and ferroalloy manufacturing
employed about 130,000 people, with a
further 72,000 making steel products
such as tubes and pipes, totalling
202,000, according to the Bureau of
Labor Statistics. By December 2017, the
figurewasdownto143,000.

Over the same period, US steel output
has risen by 9 per cent, while employ-

ment in mills has fallen by 31 per cent.
Like many other industries, steelmak-
ing has steadily become more auto-
mated and companies are able to pro-
duce the same amount with fewer peo-
ple thantheyneededtwodecadesago.

What the market data do clearly
show, however, is that demand for steel
in the US is still running well below its
peaklevelsbeforetherecession.

Estimated US steel use was 110m tons
last year, down 19 per cent from its level
of 136m tons in 2006, the last full year
before the financial crisis began. Capac-
ity utilisation may have recovered last
year, but is still significantly lower than
percentages in the high 80s seen at the
peaksof theboominthe1970s.

In these conditions, the industry’s

concerns about import penetration
have been heightened, even though the
share of the US market taken by foreign
steel rose only slightly, to 26.9 per cent
lastyear from25.4percent in2016.

The remedies that steelmakers have
been calling for may work for a while,
but ultimately become counterproduc-
tive, says Renate Cakule, a senior steel
market analyst at consultancy Wood
Mackenzie.

“This tariff will undoubtedly help US
steel producers in the short run,” she
adds. “The risk is that the demand
growth that they had anticipated could
turnouttobeadisappointment.”

Unless US steel-using manufacturers
are similarly shielded from imports,
they will lose out because the higher cost

of metal will make them uncompetitive.
Forecasters had been predicting growth
in steel demand this year — Wood Mac-
kenzie suggested 7 per cent was likely —
but ifhighercostsstartpricingUSmanu-
facturers out of world markets, that
growthratewillbeerodedquickly.

Which suggests that the demand side
might be a better place to address US
steelmakers’ problems. The outline
infrastructure plan that Mr Trump set
out last month has been widely criti-
cised, but Mr Gibson says it could be the
start of a concerted effort to tackle the
problems of the US transport system
and other assets, using steel to do it.

“I hope to regain the pre-recession
market thatwehad,”hesays, “andtoget
some investment in our infrastructure.”

Weak demand
at home adds
to the pain of
cheap imports

Market Production levels are steadier than often assumed but declining employment, foreign steel and low domestic consumption all take a toll, says Ed Crooks

The health
of the
industry has
felt worse
than the
output data
suggest
because of
job losses

Foundations:
a construction
worker in Boston
— but domestic
demand is low
Getty
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For Nucor, the largest US steel group by
market capitalisation, 2017 was a
paradoxical year. The domestic market
was difficult, with the share taken by
imports rising sharply, but the group
had its most profitable year since
before the financial crisis of 2008-09.

“For us and our customers it was a
better year than the market,” says John
Ferriola, Nucor’s chief executive since
2013 — speaking shortly before the
March 1 White House meeting of steel
executives, at which Mr Ferriola sat
alongside the president as Mr Trump
announced plans to introduce tariffs.

Nucor’s pre-tax profits in 2017 were
$1.75bn, up 35 per cent from 2016. The
company has outpaced much of the US
steel industry over the past few
decades. Its mini-mills, using mostly
scrap metal as an input, have proved
highly competitive against rivals using
the older basic oxygen furnace
technology to make steel from pig iron.

Mr Ferriola adds that the company
has also benefited from sustained
investment, which it kept up during the
downturn. Among those investments
were increases in capacity for mills in
Nebraska, Tennessee and South
Carolina that make engineered bar,
which is used in industries including
energy, transport and in manufacturing
earthmoving equipment and vehicles.

The investment paid off with a 7 per

cent rise in sales of engineered bar and
sheet products to the carmaking
industry last year, even though vehicle
production fell by 3 per cent.

Mr Trump had helped the steel
industry before his decision on tariffs,
Mr Ferriola says. The deregulation
strategy has been important, not so
much for rules directly affecting
steelmaking, but in a regulatory
approach that aims to remove barriers
to investment for the industry and
clients. He says: “Time can be spent
meeting the needs of our company and
serving our customers, rather than
filling out paperwork.”

He is a strong supporter of the shake-
up of the US tax system that was
passed into law at the end of last year,
including a reduction in the main rate
of corporate tax from 35 per cent to
21 per cent, and temporarily enhanced
allowances for some types of capital
investment. The company booked a
$175m gain from the tax changes in the
fourth quarter of 2017, but Mr Ferriola
expects a much broader impact.

“Tax reform was an important issue
for Nucor, for the whole industry, and
for our customers,” he says. “The
additional returns that we will see from
this . . . I am sure will spur us to make
even greater investments quicker.”

The company has six growth projects
(such as installing a new micro mill)
under way this year, five in the US and
one in Mexico. Overshadowing all of
these developments, however, is the
question of competition from imports.

“We’ve been fighting illegally traded
imports for as long as I’ve been in the
business, which is a long time,” Mr
Ferriola says. He began his career in
1974 with Bethlehem Steel, a one-time

pillar of industrial America that went
bankrupt in 2001. Mr Ferriola had
moved over to Nucor, the rising power
in the industry, 10 years before.

He talks about illegally traded
imports because he says that steel has
often been dumped in the US at below-
cost prices and supported by subsidies
from foreign governments. The
frequent successes of the US industry in
making cases for countervailing and
anti-dumping duties are evidence
enough of that, he says.

But he argues that those cases have
been a game of “whack-a-mole”: as
soon as a particular abuse has been
identified and blocked, another
problem emerges with a different
product or a different country. Hence

the need for a “comprehensive
solution” to protect the industry. He
was speaking before the tariff plan was
announced, but said he would applaud
whatever action the president took.

“It’s going to be extremely beneficial
to the steel industry . . . and it will be
President Trump fulfilling a promise he
made on the campaign trail,” he says.

Steel-consuming industries such as
appliance makers were concerned
about possible import restrictions and
higher prices, but Mr Ferriola says they
ought to be supportive. “If we don’t
enforce our trade laws today, it
becomes obvious to other countries
that they can violate our trade laws
with impunity. It might be steel today,
but tomorrow it will be appliances.”

Leading steelmaker
chief on Trump,
tax and the case
for protection
Interview

John Ferriola of Nucor
calls for an end to the
‘whack-a-mole’ game on
dumping, writes Ed Crooks

A powerful
position: CEO
John Ferriola
with the
president at the
White House
meeting
Bloomberg

T he Trump administration
has abandoned many envi-
ronmental and energy
initiatives pursued under
President Obama, but it has

retained efforts to improve efficiency in
thesteel industry.

The policy has been rebadged — what
was climate strategy for Mr Obama is
now about cutting costs and improving
competitiveness,andthethreatofglobal
warming is not mentioned — but the ini-
tiativesareremarkablysimilar.

Greenhouse gas emissions from the
US steel industry have plunged in the
past few decades, dropping by 37 per
cent since 1990. Initiatives pursued by
the Trump administration could play a
role incontinuingthatreduction.

The chemistry of the standard steel-
making process makes it a large pro-
ducer of greenhouse gases. In a blast fur-
nace, ironoxidereactswithcarbonmon-
oxide, produced using coal, to create
iron and carbon dioxide. The iron then
goesintoafurnacewhereit ismixedwith
scrapsteel, andoxygenisblowninto it to
strip away carbon and impurities. This
typically releases about two tons of CO2
foreverytonofsteel.

The global steel industry is responsi-
ble for a significant share of worldwide
greenhouse gas emissions: about 5 per
centof thetotal,onsomeestimates.

The US industry’s emissions have
fallen, however, because of a shift away

from that process used in integrated
steelworks. The electric arc furnace
technology in a “mini-mill”, which typi-
cally uses scrap steel as its main or sole
input, creates about one-fifth of the
emissions, depending how its electricity
is generated. The share of US steel pro-
duction using a blast furnace has
dropped from 72 per cent in 1980 to 60
percentin1995and33percentin2016.

There are signs, however, that the
transition to electric arc furnaces may
be nearing its limits. US Steel, which
uses integrated steel plants, has been
considering building a new electric arc
mini-mill inFairfield,Alabama,butthat
project has been on hold since 2015.
David Burritt, chief executive, told ana-
lysts in February that there were “a few
things left before we make that call to
getbackinthegame”.

Already, 86 per cent of US steel is
recycled and the availability of scrap

may be a constraint on new investment
in electric arc furnaces.

The other important technology that
has emerged, thanks to the shale gas
boom, is “direct reduced iron”, or DRI.
Naturalgas isprocessedtocreatehydro-
genandcarbonmonoxide,andtheore is
heated in that mixture to extract iron.
The metal is often then compressed to
form briquettes, used principally in
electric arc furnaces but sometimes in a
basicoxygenfurnace. Itsgreenhousegas
emissions can be significantly lower
than for the traditional blast furnace,
althoughhigherthanusingscrapmetal.

Here too, however, there have been
signs of technology hitting difficulties.
Nucor in 2013 started production at a
DRI plant in Louisiana, but has suffered
persistent problems and last year made
abouthalfof its intendedcapacity.

If the US industry is to reduce emis-
sions further, that puts the focus on

finding other methods and in particular
onreducingenergyconsumption.

Last September, the Department of
Energy published what it called a
“bandwidth study”, looking at ways to
reduce energy use in production of
advanced high-strength steels, to

“enhance American manufacturing
competitiveness”.

The study concluded that very large
savings are possible: a 52 per cent
reduction from 2010 energy use levels
from US producers adopting new tech-
nologies and practices, with a further 22
per cent possible if technologies now

undergoing research and development
worldwide were applied.

In January, the department backed up
that analysis with two grants to support
research into improving the efficiency
of steel production, one for AK Steel and
one for Boston Electrometallurgical
Corporation (BEMC). The technology
being developed by BEMC, molten
oxide electrolysis, offers a way of mak-
ing steel from iron ore that “promises
large savings in energy and carbon diox-
ideemissions”, thedepartmentsaid.

In today’s market, the US industry
gains no benefit from its lower emis-
sions, which are well below those of the
Chinese and Indian industries in terms
of CO2 per ton of steel. Nor is it under
pressure from President Trump to
reduce emissions further. But the effort
to make the industry more competitive
may end up delivering that outcome all
the same.

Obama’s green plans live on as efficiency drive

President Donald Trump’s pledge to
revive the US steel industry now has
foundations. The decision by Washing-
ton to impose heavy tariffs on overseas
steel has cheered the domestic sector,
which has long complained of being
undercutby imports.

Yet for the industry to return to any-
where near its past glories, innovation
driven by research and development
spendingwillalsobeessential.

Even if less foreign steel arrives on US
shores, the metal faces increasing com-
petition from other materials — particu-
larly in carmaking. Steelmakers will
also be under pressure to keep down
prices, given warnings from other
industries that higher steel costs could
make their own plants in the US uncom-
petitiveandresult in job losses.

“The cost of steelmaking in the US is
higher than anywhere else in the world.
They need to look at how they can
reduce it,” says Alex Griffiths, senior
research analyst at Wood Mackenzie,
theconsultancy.

TheAmericanIronandSteel Institute,
a lobby group, says labour productivity
in the sector has increased fivefold since
the early 1980s, but argues investment
opportunities could be lost without tar-
iffs. But economists and policymakers
opposed to protectionism say the meas-
ures may stifle innovation by insulating
companiesfromforeigncompetition.

“Domestic mills have never spent a lot
ofmoneyonresearch,”saysChuckBrad-
ford,aveteranindustryanalyst.Evenso,
he adds that US steelmakers have been
developingnewgradestohelpcarmanu-
facturers produce lighter vehicles to
improve fuel efficiency, as required by
tighteremissionsregulations.

A wake-up call came in 2014 when
Ford began to use aluminium, which is
lighter and more expensive than steel,
for the body of its F150 pick-up truck,
thecountry’sbest-sellingcar.This raised
questions about whether steel’s domi-
nant position in one of its key markets
would be eroded. The car industry
accounts for about a quarter of US steel
demand,accordingtotheAISI.

The largest US-listed steelmaker by
output, Nucor, is working on the devel-
opment of “third generation” advanced
high-strengthsteels(AHSS)forautomo-
tive use. These grades are stronger, so
can be rolled out very thinly, meaning
that less is used, saving weight. They are
also more ductile, meaning they are eas-
iertoworkonwithoutdamage.

“In the past you’ve seen some of the
Asian companies develop some of these
third-generation steels a little bit earlier
than the rest of the industry, but the US
has responded pretty quickly,” says
Dean Kanelos, automotive technical
leadatNucor.

As the world’s largest steelmaker with
industrial operations in 18 countries,
ArcelorMittal’s research and develop-
ment activities are by nature interna-
tional and spread widely. But it, too, is
developingnewgrades intheUS.

At its Calvert plant in Alabama, one of
the world’s most advanced steel finish-
ing facilities that it co-owns with Japan’s
Nippon Steel & Sumitomo Metal, Arce-
lorMittal is developing a new third-gen-
erationAHSS.

“This particular product doesn’t exist
anyplaceintheworld,”saysGregLudko-
vsky,ArcelorMittal’sheadofglobalR&D.
“Wearen’tdeclaringcommercialvictory
on this, but we produced this material
with the desired characteristics in Cal-
vert.” The company says it could be used
in structural car parts, such as bumper
beams,doorbeamsandrails.

Despite the financial pain felt by some
companies in recent years, a number of
investments into new facilities demon-
strate a confidence among US steelmak-
ers. Insomecases, this isbeingdrivenby
a desire to supply “differentiated” steel
products,asopposedtocommodities.

Nucor is spending $230m on an

expansion at its Arkansas plant, with an
additional cold rolling mill to make
advanced high-strength grades for the
automotive industry. In Ohio, a $400m
zinc galvanising line is being built by US
Steel and its partner Kobe Steel of Japan,
onthebackofdemandfromcarmakers.

Another development that some
observers believe could reshape the
industry are so-called micro mills. Tra-
ditionally, steel was made on massive
sites with large blast furnaces that turn
rawmaterials intomolten iron.

The US industry was transformed in
the 1980s by “mini mills”, which are
smaller, more flexible, cheaper to build
and today represent the majority of US
production. They use electric arc fur-
nacestore-meltandrefinescrapsteel.

Micro mills are smaller still. Advo-
cates say they allow for the efficient pro-
duction of commodity steels, used in
construction, for local markets. Texas-
based Commercial Metals Company has
run one for almost a decade and has
commissioned a second one, while
Nucor has committed $250m to build a
micromillandiseyeingsitesforanother.

Mr Bradford says, however, there is
limited scope for US companies to inno-
vate the steelmaking process itself,
because equipment is largely bought
fromGermany,ItalyorJapan.“Domestic
steelmakersdonothavethecapabilityto
develop new [production] technology
and more money won’t matter,” he adds.

Steel finds the next gear for carmakers
Innovation

Producers are developing
new, lighter grades, but
R&D investment is needed,
says Michael Pooler

A wake-up
call came
when Ford
said it
would use
aluminium
for the
best-selling
car in the US

When President Trump said he would introduce tariffs on
global imports of aluminium and steel, China largely
shrugged it off, writes Emily Feng in Beijing

Even before the announcement, Chinese steelmakers
said they were not worried about tariffs. That is because
years of low exports to the US and the opening of new
markets has left China relatively insulated from the
immediate impact of American trade actions.

“China has only a limited number of other steel
products. In comparison, other countries will suffer even
greater losses,” says Li Xinchuang, vice-director at
industry group China Iron and Steel Association (Cisa).
The real worry is the potential knock-on effects of tariffs,
manufacturers say, as Chinese steel moves elsewhere in
the global market and competition intensifies in other
countries.

“It’s really the secondary impact of launching a global
entrenchment in trade barriers which is a bigger threat,”
says Tomas Gutierrez, Asia editor at industry publication
Kallanish Commodities. “The more the US imposes costs
on trade, the more other countries impose on trade. The
more costs on trade, the more trade, especially in
commodities, becomes localised.”

In 2017, China accounted for about 2 per cent of total
American steel imports by volume, according to official
US trade data.

Linda Lin, editor in Shanghai for the consultancy CRU’s
China Steel Service, says: “We can see the number of
Chinese exporters that have already given up the US
market due to existing trade barriers.”

Globally, Chinese steel exports dropped by a third last
year because of slowing domestic production. Six hundred
induction furnaces — outdated and sometimes unlicensed
facilities producing low-quality steel — have been closed
since 2016, accounting for up to 7 per cent of annual
production, says China’s industry and technology ministry.

A key exception are steel-consuming products, such as
home appliances. China’s most salient worry is that
potential anti-dumping tariffs could extend to so-called
white goods which use steel.

Meanwhile, slowing domestic demand (the World Steel
Association forecasts real growth in steel demand to be
flat this year) means Chinese steel will have to find new
export markets, probably in south-east Asia and the
Middle East, which are affiliated with China’s “One Belt,
One Road” initiative on infrastructure.

Chinese trade officials are confident that a globalising
China could sidestep
tariffs in part because of
“exporting capacity”
programmes under the
Belt and Road initiative,
which include buying or
building steel factories
in European countries
and sharing
technological know-how.

Sun Yongfu, a retired Chinese diplomat and a former
director at the ministry of commerce, says the country’s
presence in markets like Serbia, a potential EU member
state, could give it a future platform to sell into the bloc.

China’s total exports of steel and aluminium are so large
that even a slight increase could flood smaller markets.

“Trade shifts. If Chinese steel exports increase to other
countries, then those countries may also be affected and
take on the same measures,” says Mr Sun.

In December, the US department of commerce set
duties of 200-500 per cent on certain Vietnamese steel
exports because they used Chinese steel products. That
could pose a dangerous precedent in future trade
negotiations. Mr Gutierrez called US duties on Vietnamese
goods “a stretch of WTO rules to where they are almost at
the breaking point”.

“The USA is starting to use more alternative approaches
to tariffs, and the obvious reaction from other economies
is, ‘if they’re doing it why can’t we do it?’ ”

Meanwhile, US tariffs have given China the moral high
ground to position itself as a free-market advocate.

“Let the world know of China, recognise China, learn
from China, and in particular, the Chinese government has
adopted a series of market-oriented and rule-by-law
policies and measures,” says Mr Li.

“Duties have a short-term sweetness, but in picking the
seeds, [the US] may lose the whole watermelon.”

China Global fallout from tariffs
is producers’ greatest concern

Long view: a worker in Dalian, eastern China — Getty

US Steel, led by
CEO David Burritt,
is considering a
new mini-mill
but the plans are
on hold for now

‘Duties have a
short sweetness.
In picking seeds,
the US may lose
the watermelon’

Environment
The administration has
rebadged attempts to
cut emissions from a
heavily polluting sector,
says Ed Crooks
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