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Should the U. S. Government Institute Protectionist Measures On Behalf of Domestic Steel Industry?

Background


The global steel industry has some major problems that it must overcome.  The primary cause of these problems is a global overcapacity of steel.  Currently, steel producers can produce approximately 869 million metric tons of steel.  This is 15% above what can be consumed.  This problem is causing the low steel prices experienced by domestic steel producers.  One way to solve this global problem is through consolidation.  This will cause the newly formed company to reduce capacity accordingly to become profitable.  Signs that consolidation is starting to take place can be seen in several countries.  Usinor of France, Arbed of Luxembourg, and Aceralia of Spain have intentions of merging with a capability of producing 46 million metric tons of steel per year.  Additionally, to bring capacity in line with demand, Japanese firms like NKK and Kawasaki Steel have agreed to merge.  American steel companies have been slow to consolidate.

Starting in 1997 the United States of America experienced a surge in steel imports.  This occurred primarily due to an economic crises experienced by Russia, Brazil, and Asia.  This caused a two-tier effect on steel imports to the U. S.  Since demand for steel products in these troubled countries was low, they started diverting more of their steel to the U. S.  Additionally, some European countries that normally exported some of their steel to Asia, found no outlet for their product.  Therefore, they too diverted some of their steel exports to the U. S.  Steel imports surged approximately 80% between August 1997 and August 1998.  


As a result of the increase in steel imports during the 1997-1998 time period, several domestic steel industry key performance metrics demonstrated unfavorable trends.  Production declined as seen through capacity utilization.  By the end of 1997, capacity utilization dropped below 80%.  The capacity utilization dropped to 79.7% by mid 1998.  Additionally, steel employment levels decreased as well; however, not as steep as the capacity utilization.  Employment levels in the steel industry ranged from 165,000 in 1997 to 154,000 in 1999.  The change in employment levels is not as steep as one would expect due to the massive restructuring the steel industry undertook in the 1980s.  Specifically, the steel industry reduced the manning of its plants dramatically during the restructuring in the 80s.  One other factor that plays a role in the employment levels is labor contracts.  The labor unions negotiated job security provisions in their contracts with steel companies.


In retaliation to the surge in steel imports, key stakeholders in the steel industry began to petition the U. S. International Trade Commission (ITC) seeking protection from steel imports.  The first of the petitions started in September of 1998, when twelve steel companies and the United Steelworkers of America filed a petition alleging steel dumping by foreign countries.  In response to these petitions, the U. S. Government concluded that several countries exported relatively high levels of steel to the U. S. at low prices.  


Currently, the U. S. Government (ITC) is investigating whether or not steel imports are adversely affecting the domestic steel industry.  This investigation should not be confused with a dumping case.  The current investigation falls under the Global Safeguards Law.  This law is covered by Section 201 of the Trade Act of 1974 which addresses import relief for domestic industries.  Criteria for import relief in accordance with the Trade Act of 1974 are derived from Article XIX of GATT and further defined in the WTO Agreement on Safeguards.  These protectionist measures are sometimes called escape clauses since they allow a country to be excused from their trade obligations.

Discussion


However, the question still remains, should the U. S. Government institute protectionist policies on behalf the U. S. steel industry?  This question is a matter of degree.  The President of the United States can institute a variety of policies and combinations of these policies to protect the domestic steel industry.  For this decision analysis, there are three protectionist policies that I chose.  These are as follows:

(1) Quotas:
This policy places an upper limit on steel imports in order to protect the domestic steel industry as a whole.

(2) Two Level Tariff:  This policy places an upper limit on steel imports upon which after the quota is filled a high duty is placed on the import.

(3) High Duty:  This policy places a high duty on steel imports.

Additionally, the last option that the U. S. Government could pursue is instituting no quota or high duty above and beyond that already in place in accordance with trade agreements.  Each of the policies carries ramifications, both positive and negative.


I evaluated each policy option in terms of four top-level criteria which are Benefits, Opportunities, Costs, and Risks.  The priorities for these top-level criteria were generated through the use of the Analytical Hierarchy Process (AHP) rating methodology.  The strategic criteria used for this model are based on the Balanced Scorecard.  This method considers all stakeholders involved with this decision.  I considered the following stakeholders for my strategic level criteria:

(1) Maximize shareholder value for steel industry.

(2) Maximize shareholder value for non-steel industry.

(3) Maximize domestic employment rates in the steel industry.

(4) Maximize domestic employment rates in non-steel industry.

(5) Protect domestic environment. (stakeholder – society)

(6) Protect global environment. (stakeholder – society)

I rated each strategic level criterion with respect to the strategic level criteria considering the effect of instituting a general protectionist measure.  This information is contained in Appendix B


I used AHP to evaluate 25 criteria to generate subnetworks from.  Of these 25, 12 criteria were not eliminated; thus, 12 low-level subnetworks were formed in the Analytical Process Network (ANP).  The 12 criteria that were chose as a result of the analysis comprise 84% of the total global priorities.  The criteria evaluations are contained in Appendix C.


In the ANP, I used three general criteria in the second level of the model.  These criteria are Political, Economic, and Social.  I chose these elements since they capture all aspects of a civilized country.


The following section contains explanations of the clusters and elements used in this analysis.  Pictorials of these items are located in Appendix F.

Benefits

Political Benefits


The Political Benefits Network consists of two clusters.  One cluster is for the four alternatives and the other is for policy.  The elements in the Policy Cluster are National Security, Foreign Trade, and WTO Relations.  The domestic steel industry is absolutely critical to our national security.  Steel forms the backbone for our civil and military infrastructure.  Steel is used in large building such as skyscrapers, bridges, automobiles, and appliances.  Enjoying foreign trade is another political benefit.  Our government can undertake a policy which promotes trade among developed and undeveloped countries.  This can make our country stronger by virtue of increasing the size of markets for our country’s businesses.  WTO relations are another benefit.  It is in our advantage to ensure positive relations with other member countries in the WTO.  This can lead to agreements and understandings that tend to promote high quality standards for protection of the consumer and environment and further develop economically and politically disadvantaged countries.

Economic Benefits


The Economic Benefits Network consists of three clusters.  There is a cluster for the alternatives, domestic benefits, and foreign benefits.  The government must consider all of the economic benefits that should be realized from the decision.  This encompasses both domestic and foreign concerns.  


The elements of the Domestic Benefits Cluster are Tax Revenue from Steel Workers, Tax Revenue from Non-Steel Workers, and Steel Firms Stay Operational.  From the government perspective, cash inflow is a good thing.  Therefore, with respect to the decision, the government should tend to make a decision that maximizes cash inflows from both steel and non-steel workers.  The other element is Steel Firms Stay Operational.  This revolves around a philosophy of keeping every mill alive, even the ones that aren’t competitive.  This philosophy institutes social programs such as guaranteed loans and bailout packages.  These policies are viewed as subsidies.  Countries that trade amongst each other are very much against subsidies since it allows the other country to sell its products at lower prices.  This situation is illustrated by the current financial assistance our government is giving to domestic airlines in the wake of the September 11th terrorist attack.  The European Union (EU) has requested to discuss with the U. S. Government airline subsidy abuse.  In short, the EU wants to determine if U. S. airlines are using some of the $15 billion dollar subsidy to lower international flight fares.  This request came after the Lufthansa Chief Executive Officer, Juergen Weber, said that there are signs that U. S. airlines are reducing their fares.  Additionally, subsidizing mitigates consolidation of steel companies.  


The elements of the Foreign Benefits Cluster are U. S. Steel Firm Expansion Into Foreign Countries and Development of Foreign Steel Industries.  Historically, domestic steel firms have not embraced the idea of globalization.  However, USX –U. S. Steel has expanded into the global market place with the recent acquisition of a Slovak steel mill.  In a global marketplace, its essential that organizations leverage themselves to gain a competitive advantage over foreign and domestic industries.  The other element raises the bar of quality with respect to foreign steel producers.  By allowing the importation of steel products, foreign steel producers must conform to domestic quality standards such as Ford’s QS 9000 quality system.  In accordance with the WTO guidelines, exporting countries must meet the standards of the importing country.  Therefore, foreign producers of steel must upgrade their facilities accordingly if they wish to trade with the U. S.  However, it should be noted that the WTO does give allowances to developing countries.

Social Benefits


Social benefits network consists of four clusters.  These consist of the Alternative Cluster, Domestic Conditions Cluster, Foreign Conditions Cluster, and Environment Cluster.


The Domestic Conditions Cluster consists of two elements.  One element is High Living Standards of Steel Workers.  This element revolves around the general well being of steel workers.  It is obvious that as long as steel workers feel confident about their jobs, they will tend to buy more luxury items, houses, cars, etc.  The other element is High Living Standards of Non-Steel Workers.  In an ideal world, both of these groups should have the highest living standards, however, the decision to be made will either affect one or both of these groups either positively or negatively.  Since non-steel workers make up a greater proportion of steel workers, the decision should have a greater positive impact on non-steel workers.


The Foreign Conditions Cluster consists of one element, Higher Living Conditions of Foreign Countries.  This can be realized through open trade with foreign countries.  In general, we can say that wages are lower in foreign countries, but this is only in the beginning of trade.  As time goes on, there is a trend of higher wages to foreign labor.  This can be seen through the recent strike in Volkswagen’s (VW’s) plant located in Mexico.  Some of VW’s highest selling cars are manufactured in Mexico such as the Jetta and Beetle.  The labor at the plant went on strike with the goal of obtaining wage increases.  VW lost millions of dollars during the strike and eventually conceded to the demand.  History has shown that domestic unions tend to communicate with foreign labor.  Domestic unions in essence teach foreign labor how to bargain with management for high wages.  This happened recently between pilots in Europe and a domestic pilot union.  Some may perceive that domestic unions have a hidden agenda to increase global wages; therefore, making it less attractive for domestic companies to migrate to foreign sites.  In any case, living conditions of poorer countries tend to rise through open trade.


The Environment Cluster consists of a Domestic Environment Element, Foreign Environment Element, and a Global Environment Element.  The Domestic and Foreign Elements refer to the cleanliness of air, land, and water in the foreign country and in our country.  Steel mills are considered “dirty industries”.  Therefore, it is in our advantage to make a decision that causes a favorable impact on the environment.  The Global Environment Element considers the environment in a more general sense.  


In general, people believe that increased trade liberalization leads to increased pollution in countries that are developing.  However, a study conducted by Nancy Birdsall and David Wheeler provides a contrasting point of view with qualitative and quantitative evidence.  This study shows that the more open a developing country is, the pollution intensity decreases.  The pollution intensity of a country can be quantified by the following equation:

Industrial Pollution/GDP = [Output(Q) of industry/GDP]*[Q(dirty industry)/Q(all industries]*[Pollution from dirty industry/Q(dirty industry)]

There are several reasons why international trade in developing countries causes a reduction in the country’s pollution intensity.  Exports to developed countries typically must meet high standards.  The country of Chile provides a good example of this point.  Chile wanted to export fruit and vegetable to industrialized countries.  However, since the exports needed to meet high standards, Chile invested in a new sewage collection facility to ensure the sanitary quality of the exports.  Additionally, foreign investors may use international standards when they invest in developing countries.  Large corporations who decide to expand their firms into developing countries may use the latest technology and highest standards.  This is due to several reasons; these investors know that eventually, stricter requirements will be imposed on the country’s industries.  Therefore, it is a lot cheaper in the long run to institute the highest standards initially, instead of retrofitting the plant, equipment, and policies.  Corporations that invest in these developing countries may find it easier (for the sake of consistency) to use the same practices used by its domestic operations.  Therefore, it is advantageous from the decision-making standpoint to institute a policy that promotes domestic, foreign, and global environmental protection.

Costs

Political Costs


The Political Costs Network consists of the Alternatives, Domestic Policy, and Foreign Policy Clusters.  The Domestic and Foreign Policy Clusters contain what I think are the biggest political factors with respect cost.


The Domestic Policy Cluster consists of one element, Increased Welfare Program.  This cost becomes realized if the decision made keeps non-competitive steel mills operational.  Essentially, these mills will continue to ask for funds from the government.  This can be illustrated through the bills that certain members of our congress initiate that facilitate lending or giving money to these steel mills.  President Clinton signed one example of these bills, the Steel Loan Guarantee bill, on August 17, 1999.  This bill was designed to provide short-term assistance to our nation’s steel industry.  


The Foreign Policy Cluster consists of one element, Alienation of World Trading Partners.  This element reflects a situation that could be realized if the U. S. institutes a policy that is anti-free trade.  Trade disputes are not new, nor are they very productive.  Typically, once a country imposes protectionist actions over its domestic industry, its trading partners will take retaliatory actions.  In fact, the WTO allows a country that has trade restrictions imposed on it by a trading partner to do the same thing to the country in return.  Therefore, alienating foreign trading partners should be prevented, if possible.  This implies that my decision (and the government’s) should be aligned with a policy that doesn’t alienate foreign trading partners.

Economic Costs


This network consists of the Alternatives, Domestic, and Foreign Clusters.  The Domestic and Foreign Clusters capture the relevant items pertaining to economic costs.


The Domestic Cluster consists of five elements.  One of these elements is the Shutdown of Some Steel Mills.  If some of our domestic steel mills are shutdown as a result of the decision analysis, then this is a cost.  However, as with any decision, the cost may be outweighed by the benefit.  Lost Tax Revenue from Steel Mills, Steelworkers, Non-Steel Worker, and Non-Steel Mill Industries make up the remaining elements.  The goal here is to minimize the costs associated from lost tax revenue.


The Foreign Cluster consists two elements, Slower Development of Foreign Steel Mills and Expansion of U. S. Steel Firms into Foreign Markets.  Ideally, the decision analysis should minimize any negative effect on the two elements.

Social Costs


This network consists of Alternatives, Domestic, and Foreign Clusters.  The Domestic and Foreign Clusters capture the social aspects of the two clusters.


The Domestic Cluster consists of Regional Areas of Depression and an Increase in Brownfields Elements.  The large areas of depression can be realized as a result of the decision analysis if large numbers of steel workers or non-steel workers become unemployed.  The increase in brownfields can be realized if some steel mills fail to survive.  This will happen to the weak steel companies who will eventually fail (even with government assistance) as seen through the large number of Chapter 11 bankruptcies in the domestic steel industry.  A brownfield consists of the land that a former steel plant was located on.  The brownfield may have heavy metals such as mercury and lead in the ground.  They may have barrels of waste sitting, waiting for cleanup someday.  Most people in the Pittsburgh area who have driven along the Mon Valley where former steel plants operated have seen the ugly remains, large tracts of land with rusting buildings.  The goal is to always have a brownfield converted to a greenfield.  In Homestead, a greenfield can be observed.  This is where the Waterfront is built.  Greenfields are former industrialized areas that are cleared for development.  Therefore, the decision analysis should minimize the realization of brownfields and unemployed workers.


The Foreign Cluster consists of one element called Lower Standards of Living.  This element can be realized if the U. S. closes its borders to trade.  Developing countries will in essence be more closed from developed countries; thus, removing a link to higher standards of living.  The decision should seek to minimize this cost.

Opportunities

Political Opportunities


This network consists of three clusters, Alternatives, Foreign Policy, and Domestic Policy Clusters.  


The Foreign Policy Cluster consists of one element, Increase and Promote Open, Capitalistic, and Democratic Governments.  This implies that the decision analysis should yield a decision that lays the ground for the opportunity to be realized.


The Domestic Policy Cluster consists on one element, Reduce the Dependence of Domestic Firms on Federal Aid.  This implies that the decision analysis should yield a policy that promotes growth and strengthening in the domestic steel industry.  This would occur if steel firms consolidated.

Economic Opportunities


This network consists of two clusters, Foreign and Domestic.  


The Domestic Cluster consists of five elements.  High Quality Steel Mills is one element.  This element implies that the steel mill has a high performance in all areas of evaluation ranging from financial to environmental.  Tax Revenue from Steel and Non-Steel Workers are two more elements.  These two elements imply that the decision analysis should create an opportunity to maximize cash inflow to the government.  The last element is Gross Domestic Product (GDP).  This element refers to the growth of our economy.  We all desire to live in a country that is economically healthy which implies a growing GDP.  Therefore, the decision analysis should optimize any opportunity to ensure that our economy grows.


The Foreign Cluster consists of one element, Expansion of U. S. Firms Into Developing Countries.  This element implies that the decision analysis should yield a policy that is conducive to domestic operations establishing operations on foreign soil.

Social Opportunities


This network consists of four clusters.  These clusters are Alternatives, Environment, Quality of Consumer Goods, and Education.


The Environment Cluster consists of three elements.  These elements are Cleaner Air and Water Domestically, Brownfields Turned Into Greenfields, and Cleaner Global Environment.  The concepts of these elements have been explained in earlier sections of this paper.  The main goal here is to maximize any opportunities with respect to these elements that can be realized through the decision analysis.


The Quality of Consumer Goods Cluster consists of the Higher Quality Consumer Goods and Low Cost of Consumer Goods Elements.  These two elements are basic demands consumers burden companies with.  However, the two elements are rarely completely satisfied.  A good example of this point is seen with the recent troubles Ford and Firestone have faced.  Additionally, recalls on vehicles by car producers is not uncommon.  These quality deficiencies cause consumers lost time and money.  Therefore, the decision analysis should yield a policy that demonstrates these opportunities.


The Education Cluster consists of two elements, Education Level of Domestic and Foreign Human Capital.  These two elements are essential for raising the global standards of living.  The opportunity to increase the domestic education levels of human capital can be realized through retraining of potential displaced steel workers.  This opportunity can also be realized through mass modernization of steel mills, thus requiring large amounts of training for the workforce.  Education levels of foreign human capital can be increased by a large influence from our domestic industries providing training to this capital.  Additionally, as incomes increase, education levels will tend to increase.  This phenomenon can be seen in developed countries such as the U. S. and Europe.  There is an observable trend in industrialized countries.  This trend reflects the fact that these countries are shifting to knowledge-based economies.

Risks

Political Risks


This network consists of two clusters, Alternatives and Foreign.


The Foreign Cluster contains the Foreign Trade Alliances Element and Increased Subsidizing/State-Owned Steel Firms Element.  The Foreign Trade Alliances Element is something that our decision analysis should avoid realizing.  This risk could come to exist if our decision limits the importing of steel from certain countries.  This phenomenon would manifest itself by a country (who is restricted from our market) selling steel to another country (who is not restricted from our market).  This country in turn would export these products to the U. S.  Not only is the restricted country still selling goods to the U. S. (indirectly), but the country in all probability restricted our country’s exports.  The other element, Subsidizing/State-Owned Steel Firms, actually represents a reversal in the globalization strategy of the WTO.  This risk could be realized in a global recession.  Countries would tend to institute protectionist measures to protect their domestic industries.  The decision analysis ideally should minimize these political risks.

Economic Risks


This network consists of the Alternatives, Domestic Issues, and Global Issues Clusters.


The Domestic Issues Cluster consists of U. S. Steel Firm Mass Migration to Foreign Soil, Loss of Entry into Foreign Markets, and Non-Progressive Steel Mills Elements.  U. S. steel mass migration to foreign soil is an undesirable risk that could happen in an environment of free trade.  Los of entry into foreign markets is the other extreme that could happen in a closed market society.  Non-progressive steel mills are another risk that could happen in a closed market society.  The decision analysis should yield a policy that minimizes the effects of these risks.


The Global Issues Cluster consists of the Linked Economies Element.  This risk is has the potential to be high in an open market society.  Essentially, a recession in one country causes recessions in another country.  This risk may very well be unavoidable in a global economy; however, its effects can be mitigated by good policies above and beyond that of this trade policy decision.

Social Risks


This network consists of the Alternatives and Domestic/Foreign Issues Clusters.


The Domestic/Foreign Issues Cluster consists of Protesting of NAFTA & WTO, Degraded Labor/Management Relations, and Foreign Protests of America Elements.  Although we know a certain segment of the population tends to complain no matter what, these issues need to be taken seriously.  As we have seen recently, there are people (very evil) in this world who not only protest America, but kill Americans as in the terrorist event that took place on September 11th, 2001.  

Analysis Results

An in-depth layout of results is located in Appendix D.  Additionally, all of the supermatrices are located in Appendix E.  The overall results are as follows:


OVERALL RESULTS FOR MODEL

	Alternative
	Priority
	Rank

	No Quota & No Tariff
	.34531
	1

	Quotas
	.27999
	2

	Two-Level Tariff
	.20347
	3

	High Duty
	.17122
	4


Conclusion


The results seem to be in alignment with an economy that tends to believe that globalization is good for our overall economic health and well being as a nation.  Additionally, the results appear to be stable as shown in the sensitivity analysis contained in Appendix A.


