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Introduction

Over the past six years, the global steel industry has undergone significant consolidation.  As a result the competitive environment in the industry has drastically changed.  United States Steel Corporation was near bankruptcy when this industry consolidation began.  As a result of their strategic investments over the past ten years they were able to survive the steel industry downturn when other American steel giants faltered.  In 2007, U. S. Steel made two strategic acquisitions. In June, USS purchased Lone Star Technologies, Inc. making it one of the largest manufactures of pipe in North America.  In November, USS acquired Stelco, Inc., a Canadian integrated steel operation.  Though it will take time to integrate these new operations, USS continues to look for profitable ways to grow.  We have designed a model that can provide USS with some direction when considering future acquisitions.  While there are numerous methods for growth, we choose to look at four alternatives:  investing in raw materials in Europe/Russia, investing in a foreign integrated steel facility, investing in domestic “mini-mill” facilities, or investing in tubular operations.  By analyzing the benefits, opportunities, costs and risks we were able to rank each option and determine the optimal investment option.
Alternatives

Below is a list of each alternative and a summary of their major characteristics.
Integrated Steel Facility

- Operate blast furnaces/BOP shops (USS only operates BF/BOP facilities)

- High Investment Price

- High Raw Materials costs (coke, iron ore, coal and scrap)

- High Energy costs (gas and electricity)

- High levels of pollution

- High Repair & Maintenance costs


- Less Flexible Operations
Mini-Mill


- Operate Electric-Arc furnaces (USS operates no Electric furnaces)


- Moderate Investment Price

- Moderate Raw Materials costs (primarily scrap steel)

- Increased Production Flexibility

- Extremely high Energy costs (electricity)

- Significant pollution issues

- High Repair & Maintenance costs
Raw Materials


- Extremely High Investment Price

- Negative Raw Materials Costs (generates raw materials)


- Low levels of pollution


- Increase operational flexibility

- Provide steady costs

- Provides synergies based on stable supply

- Low Repair & Maintenance costs
Tubular


- Moderate Investment Price
- High Raw Materials costs (Use Integrated & Mini-Mill output)

- High Energy Costs

- High levels of pollution

- Increased Market diversification 

- Moderate Repair and Maintenance costs
Model
The BOCR Model used six strategic criteria to determine the most optimal investment decision for U. S. Steel.  
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The Priorities and Ratings for the Model were as follows:
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Here are the priorities.
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BENEFITS SUBNET & RESULTS
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OPPORTUNITIES SUBNET & RESULTS
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COSTS SUBNET & RESULTS
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RISKS SUBNET & RESULTS
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Below are the individual priorities each element:

	Merit
	Control Criteria
	Clusters
	Nodes
	 Priority 

	BENEFITS
	Competitive
	Exposure
	Eliminates Input Needs
	0.011

	
	
	
	Growth
	0.009

	
	
	
	Market Diversification
	0.012

	
	
	
	Production Diversification
	0.007

	
	
	Market Position
	Size
	0.031

	
	
	
	Strength In Market
	0.047

	
	Economic
	Financial
	Cost Structure
	0.032

	
	
	
	Growth
	0.021

	
	
	
	Increased IFO
	0.042

	
	
	Synergies
	Cost Savings
	0.016

	
	
	
	Knowledge Exchange
	0.008

	
	Social
	Social Benefits
	Cultural
	0.01

	
	
	
	Environmental
	0.024

	
	
	
	Political
	0.025

	COSTS
	Operational
	Logistics
	0.027

	
	
	Maintenance & Labor
	0.025

	
	
	Raw Materials
	0.033

	
	Other
	Overhead
	0.024

	
	
	Knowledge  
	0.018

	
	Acquisition Costs
	Integration Costs
	0.034

	
	
	Purchase Price
	0.136

	RISKS
	Competitive
	Competitive Risks
	Dependence
	0.018

	
	
	
	Diversification
	0.019

	
	
	
	Knowledge
	0.011

	
	
	
	Market Power
	0.018

	
	Economic
	Economic Factors
	Cutting Into Existing Sales
	0.037

	
	
	
	Earnings
	0.026

	
	
	
	Financial Risk
	0.068

	
	Social
	Risk Factors
	Environmental
	0.013

	
	
	
	Labor
	0.008

	
	
	
	Political
	0.011

	OPPORTUNITIES
	Competitive
	Competitive Opportunities
	Dependence
	0.009

	
	
	
	Diversification
	0.019

	
	
	
	Growth
	0.01

	
	
	
	Market Strength
	0.013

	
	
	
	Size
	0.009

	
	Economic
	Synergies
	Cost Savings
	0.027

	
	
	
	Knowledge
	0.013

	
	
	Income
	Diversification
	0.021

	
	
	
	Growth
	0.021

	
	
	
	IFO
	0.038


Results
As you can see from the results, the Raw Materials is favored slightly over the Mini Mill option and significantly over the Tubular investment and integrated steel mill investment option.
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 Sensitivity of the most important items (Risks – Economic – Financial & Costs – Acquisition Costs – Purchase Price are as follows:
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As Financial Risk becomes more important Raw Materials become more attractive and Mini Mills become less attractive.
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Similarly, as Purchase Price becomes more important, Raw Materials win out as Mini Mill option declines.

Conclusion

In conclusion, it seems to make the most sense for USS to pursue investments in Raw Materials or diversification into Mini-Mill Electric-Arc furnaces.  However, as the market conditions changes these ratings could change and therefore the overall decision could change.
