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FERROUS SCRAP EXPORT CONTROLS

WEDNESDAY, JULY 18, 1973

U.S. SENATE,
SUBCOMMITTEE ON INTERNATIONAL FINANCE,
ComMmiTree oN Bankixng, HousiNg aAND URBAN AFFAIRS,
Washington, D.C.

The subcommittee met at 2:05 p.m. in room 5302, Dirksen Senate
Office Building, Senator Adlai E. Stevenson II1 (chairman of the
subcommittee) presiding.

Present : Senators Stevenson, Cranston, Biden, and Packwood.

Senator Stevenson. The meeting of the Subcommittee on Inter-
national Finance will come to order.

Throughout the fiist half of this year, domestic users of ferrous

scrap issued warnings that two basic industries—steel and foundries
—were threatened by the increasing price and decreasing supply of
ferrous scrap. Domestic users maintain that both of these conditions
are attributable to sharp increases in foreign purchases of ferrous
scrap.
TEese increases in scrap exports, coupled with a burgeoning
worldwide demand for steel, prompted domestic scrap users to
request that the administration impose export controls on ferrous
scrap.

0?1 May 10, however, the administration instituted reporting
requirements for ferrous scrap exports. On June 29, Senator Spark-
man and I introduced S. 2119, a bill which mandates the imposition
of export controls when the aggregate level of foreign and domestic
demand for ferrous scrap exceeds certain levels.

We did so not because we were irrevocably committed to the par-
ticular approach in the bill, or because we believe that legislativel
mandated export controls for ferrous scrap should be enacted at this
time.

As a general matter, export controls are based on a constellation
of delicate and complex factors which change with every change in
market conditions and do not lend themselves easily to detailed stat-
utory enactment,

Moreover, the greater the congressional willingness to legislate
detailed export controls for specific commodities, the r the
temptation on the part of the administration to pass the buck to the
Congress, thereby avoiding the political heat that is inevitably gen-
erated by export controls.

(1)
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There are and must be exceptions, however. This committee has
recently concluded that. timber is such an exception. The pur of
the hearing we hold today is to determine whether the administra-
tion’s treatment of the ferrous scrap problem deviates from sound
public policy to an extent which justifies the extraordinary remed
of statutory export controls. We cannot stand idly by while our
and foundry industries are crippled by impossibly high prices or
inadequate supplies of ferrous scrap.

It is equally clear that we have a balance of payments problem
which is aggravated every time we impose export controls, and that
"he imposition of export controls undercut: our trade negotiating
position at a most inopportune time.

Based on the record we build this afternoon, we will do our best
to weigh these factors and act accordingly. In particular, we will try
to determine whether the export contro%s imposed by the administra-
tion following the introduction of S. 2119 give our steel mills and
foundries tae security they need.

[Copy of the bill follows:]
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IN THE SENATE OF THE UNITED STATES

JuNE 29 (legislativ - day, Juxe 25),1973

Mr. Sparemax (for himself, Mr. Stevensox) (by request) introduced the
following bill; which was read twice and referred to the Committee on
Banking, Housing and Urban Affairs

A BILL

To amend the Export Administration Act of 1969 (Iublic Law
91-184), as amended, te control the export of iron and

steel scrap during periods of shortage.

1 Be it enacted by the Senate and House of Representa-
2 tives of the United States of America in Congress assembled,
3 That the Export Administration Aet of 1969 (Public Law
4 91-184), as amcended, is further amended by—

o SECTION 1. (a) Inserting immediately before section 1
6 the following:

7 “TITLE I—-GENERAL PROVISIONS”;

8 (b) Redesignating sections 1 through 14, and ali cross-

9 references thereto, as sections 101 through 114, respectively;
10 (e) Striking “This Act” wherever it appears in sections

11



fd

a =1

10
1
12
13
14
15
16
17
18
19
20
21

22

24

4

2
101 through 114 (as redesignated by subsection (b)) and
inserting ‘‘This title”; and

(d) Striking “This Act” in section 113 (a) (as redesig-
nated) aud inserting ‘“This title”.

SEc. 2. The Export Administration Act of 1969, as
amended, is further amended by adding at the end thereof
the following new title:

“TITLE II—SCRAP IRON AND STEEL EXPORT
CONTROLS

“Sec. 201. Tlus title may be cited as the ‘Serap Iron
and Steel Export Administration Act of 1973,

“Sec. 202. The Congress finds that—

““(a) The United States as a heavily industrialized na-
tion requires considerable amounts of steel products and
foundry castings for its industries and for new construction,
and it is in the national interest that domestic United States
resources continue to be available to meet the prierity needs
of the expanding United States economy.

“(b) A significant segment of the steel industry and of
the foundry industry rely on pi‘ou}sses that use serap iron
and steel as their primary raw material.

“(c¢) These segments of the steel and foundry industry
are the primary consumers of ferrous recyclable waste, and

that the amount of fuel required by these processes to pro-
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duce a ton of raw steel is less than one-quarter of the amount
of fizel needed te produce a ton of steel from iron ore.

“(d) There have been periods recently when the for-
cign and the domestic demand for this Nation’s scrap iron
and steel hac strained the supplv-demand balance therehy
causing precipitous price increases for this eritical raw ma-
terial.

“(¢) The unrestrained exportation of scrap iron and
steel can lead to disruption of the economie stabilization pro-
gram established pursuant to the Economie Stabilization Aet
of 1970, as amended.

“SEc. 203. Congress declares that it is the policy of
the United States to alleviate the harmful effects of the ex-
cessive exportation of scrap iron and steel during periods of
supply-demand imbalance by limiting the volumes of scrap
that may be exported from the United States during such
periods.

“Sec. 204, On and after the effective date of this
title, serap iron and steel shall not be exported from the
United States except in accordance with the provisions of
this title.

“SEc. 205. When used in this title—

“(a) The term ‘sbrdp’ means all grades of é(‘rap iron
and steel which can be used for the mannfacture of iron

and steel products,
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“(b) The term ‘domestic consumer’ means any indi-
vidual, corporation, association, or other legal entity which
purchases serap to use in the United States as a raw mate-
rial for the production of iron and,’or steel produets in his own
manufacturing facilities.

“(¢) The term ‘receipts’ means the total volume of
serap received by domestic consumers during a specific
period, less any sale, shipment, or other disposal of scrap
other than that consumed during normal production.

“{d) The term ‘exporter’ shall he the licensee named
in the validated export license or the person, shipper, owner,
consignor, or hix properly aathorized agent, entitled to make
the exportation of iron and steel serap under applicable
general license in conformity with export control regula-
tions, and who signs the applicable shipper’s export declara-
tion forms, |

“(¢) The term ‘exports’ means the total volume of
exports for a specific period under Department of Commeree
regulations, licensed by the Office of Export Control, or com-
piled under United States export statistics, whichever is
greater.

“(f) The term ‘Secretary’ means the Secretary of
Commerece. S

“(g) The term ‘shortage of scrap’ means a volume of

receipts plus exports of eleven million net tons or more of
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scrap “uring a period of three consecutive months; and the
term ‘critical shortage of scrap’ means a volume of receipts
plus exports of eleven million five hundred thousand npet tons
of scrap duving a period of three consecutive months.

“(h) The term ‘United States’ means the fifty States,
the Distriet of C'olumbia, the Canal Zone, Puerto Rico, and all
territories, dependencies, and possessions of the United
States.

“SEC. 206. The Secretary 1s hereby instructed and au-
thorized to issue such regulations as may be necessary and
appropriate to carry out the purposes of this title.

“SEC. 207, ProcEDURE.— (a) As soon as possible after
the closing of ea.™ calcauar vear quarter, and in all events
by forty-five days following the close of such quarter, the
Seeretary shall determine if no shortage, o shortage, or a
eritical <hortage occurred in that quarter and he shall make
this deterntination a matter of public record.

“(b) 1f the Sceretary determines in accordance with
207 (a) that neither a shortage nor a critical shortage oe-
curred, no export restrictions will be imposed unless restric-
tions are still in effect from an eailier curtailment.

[13

(¢) If the Secretary determines, in accordance with
207 (a), that a eritical shortage occurred, he will take such
action as iz necessary to limit serap exports for six months

so that total exports for the six-month period will not exceed
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one-quar:er of the preceding five-year annual export average.
This export restriction is to start no later than the beginning
of the third month following the quarter in which the critical
shortage occurred.

“(d) When export restrictions are imposec under 207
(c) they may be removed at the end of the six-month
period if the Secretary determines that no shortage existed in
the calendar quarter that occurred during the six-month
period. If, however, the Secretary deternines that a shorage
did exist in the calendar quarter that occirred during this
six-month period of export restrictions the same level of
export restrictions will remain in effect for additional three-
month periods until the Secretary determines in accordance
with 207 (a) that a shortage no longer exiss.

“(e) When export restrictions have heen imposed in
accordance with 207 (¢) and for the duration of the period
that these restrictions are in effeet the Seeretary will deter-
mine and make a matter of public record whether a eritical
shortage occurred in each successive three-month period. The
determination will be made each month by totaling the ex-
ports and receipts of the three most recent months, The first
such determination will be made not later than four and one-
half months after the imposition of expori restrictions, and a
new determination will he made within successive thirty-day

periods for each month thereafter. If the Secretary determines
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that a critical shortage exists during and in spite of the export
restrictions of 207 (¢) he will take such action as is required
to stop all exports within two months from the closing of : &
three-month period in which the eritical shortage occurred.

“(f) 'In the event that a total embargo is imposed in
accordance with either 207 (e) or section 208 it will remain
in effect for a minimum of three months and for additional
onc-month periods until the Secretary determines in accord-
ance with 207 {e¢) that a critical shortage no longer exists.

“Sec. 208. If for any reason the Secretary is not able
to make a determination as to the presence or absence of a
critical shortage within forty-five days after the close of a
calendar year quarter as required in 207 (a) or of a three-
month period as specified in 207 (e) a total embargo of scrap
exports will be imposed.

“Sec. 209. Nothing in title II shall prevent the Secre-
tary from restricring the export of scrap sooner or to & greater
extent than provided for in title IT in order to meet the de-
sires of Congress as set forth in seetion 203.

“SEec. 210. After the effective date of this title, domestic
consumers and exporters shall permit the Secretary access
to related books, records, and accounts and to their scrap
stora‘ge aréas. I

“Spe. 211. Any domestic consumer or exporter who

knowingly and willfully files a false report, or fails to permit
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8
the Secretary access to his books, records, and ¢ccounts, and
his scrap storage areas, or exports any scrap in violation of
title TI shall upon conviction be fined not raore than $10,000
or imprisoned not more than one year, or both, for each
violation.
“SEC. 212. The provisions of this Act are to continue for

a period of three years after the effective date bereof.”
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Senator Stevexson. We are fortunate to have with us representa-
tives of the administration, scrap processors and users, all of whom
are in a position to speak authoritatively on this important issue.
They will appear in that order, beginning with Mr. Gary Cook,
Acting Deputy Ascistant Secretary of Commerce for Competititve
Assessment and Business Policy.

Mr. Cook.

STATEMENT OF GARY M. COOK, DEPUTY ASSISTANT SECRETARY
FOR COMPETITIVE ASSESSMENT AND BUSINESS POLICY, DEPART-
MENT OF COMMERCE, ACCOMPANIED BY RICHARD E. HULL,
DEFUTY ASSISTANT GENERAL COUNSEL

Mr. Coox. Thank you, Mr, Chairman.

Before I begin, I would like to introduce the gentleman on my
right, Mr. Richard E. Hull, the Deputy Assistant General Counsel
of the Department of Commerce.

X _Ifﬂ you wish, Mr. Chairman, I can summarize my testimony
riefly.

Segator StEVENsoN. We are always glad to have witnesses sum-
marize. If you will do so, I will, without objection, enter your full
statement in the record (see p. 18).

Mr. Coor. Thank you, sir.

In summary, Mr. Chairman, I would like to cover basically two
Boints. First T would like to briefly outline the actions which the

epartment of Commerce has recently taken under the Export
Administration Act to deal with the present situation in the ferrous
scrap area.

Secondly, I would then like to point out several observations we
would like to make about S. 2119.

First, with regard to the actions which the Department of Com-
merce has taken under the Export Administration Act, based on the
decision of the Secretary of Commerce, in his press announcement of
July 2, 1973, we have taken the following steps:

First, all exports of ferrous scrap now require a validated license
for shipment to all destinations. Licenses for exports against orders
of 500 tons or more are not being granted for orders that were
accepted after July 1, 1973, by U.S. exporters.

Orders which were accepted prior to that date, that is, July 1,
1973, for export in July, have been and are being licensed at the
present time.

We will shortly announce the licensing policies for orders

accepted prior to July 1, 1973, but for export after July 31 of this
year, upon completion of our current review of the scrap situation.
Until further notice, we are and will continue to grant licenses for
orders of less tiaii 500 tons, regardless of when those orders were
accepted.
- There is one other statement which I would like to allude to, ' r
one other comment, and that is the actions which the Japanese Gov-
ernment. has voluntarily taken to assist us in dealing with this partic-
ular problem. The Japanese announced, as you may know, in the first
part of July, that they are agreeing to limit the total amount of
scrap comirg from the United States into Japan to a total of 5 mil-
lion tons in 1973.
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The numbers which we have on the books for orders to Japan
indicate at the present time exports to Japan of approximately 6
million tons. So the effect of this, st least according to our numbers,
is to reduce the amount of scrap which the Japunese are going to
take from us this year by approximately 1 million tons. And we
have indicated that in the testimony.

There is one point which is not in the testimony, which I would
like to make also, and that is we have just received word from the
Japanese Government that pursuant to their statement in early July,
they will attempt to spread out their shipments of ferrous scrap to
help us with the particular problems we have been experiencing in
July and August because of the heavy flow of scrap out of this
country.

The Japanese have agreed to limit August shipments from the
United States to approximately 560,000 tons. This is a reduction of
approximately 29 percent from the orders which were previously on
the books for delivery to Japan from the United States, of approxi-
mately 800,000 tons.

I would now like to comment upon S. 2119. As we understand it,
this bill would provide a trigger mechanism under which ferrous
scrap exports would be limited 1n 6 months to not more than 25 per-
cent of the previous 5-year average of exports if a critical shortage—
that is a term of art defined in the bill as exports totaling 11.5 mil-
lion tons for a 3-month period—existed.

If this critical shortage persisted during the period of controls, a
total ban on exports would be imposed; in short, that is our under-
standing of the approach of S. 2119. We in general commend the
attempt of the authors of this bill to attempt more precision in deal-
ing with that area.

The Department has over the past years tried to do a great deal
of analysis to introduce more precision into the definition and analy-
is of the requireraents put upon us by the Export Administration

ct.

However, having said that we commend the attempt of the
authors of this bill to induce more precision into that area, I would
like to point out several considerations which we believe mitigate
against enactment of the bill, and accordingly, we would recommend
against enactment of the bill.

First, we believe the trigger approach suggested in the bill is too
rigid. It fails to take into account, we belicve, seasonal patterns of
scrap shipments.

Second, although the findings in the policy statements of the bill
specifically relate to an attempt to deal with the price situation, we
believe that this quantity-based trigger mechanism fails to take price
nto account.

Moreover, the pattern of orders for ferrous scrap, particularly the
pattern of orders for export shipments often have a major impact
- upon spot price. And we believe that the bill ignores the characteris-
tics of the market in this regard, in that it does not deal with the
pattern of orders. but only with the pattern of shipments which
actually are occurring.

Third, we believe that the quantity definition of “critical short-
age” might unnecessarily force us to limit exports during a period
when we have reduced d)c;mestic demand and relatively high foreign
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demand and that might in turn cause adverse effects on our balance
of payments.

Fourth, the bill provides no way, short of an act of Congress, for
raising or lowering the level of export which triggers controls. As
we sald before, we believe the rigor with which this trigger mecha-
nism would be imposed is o handicap and the nability of adminis-
trative authorities to make changes in the ievels of that trigger we
believe is a detriment in the bill.

Fifth, we believe the enactment ¢f this bill weuld lead to demand
from other industries for special legislation with mandatory controls
triggered by certain export levels and given the difficulties in trying
to attempt more precise definitions, we co not believe that this
would be appropriate, either.

So, in sum, Mr. Chairman, we believe we have more flexible
authority under the present act. We recognize there are problems in
implementing that act, and we are taking every step we can to try to
Le more precise and to try to get better eurly warning of when prob-
lems are going to occur.

[The following was subsequently received for the record:]

The administration has requested an amendment to the Export Administra-
tion Act, 8. 2053, to give the President the authority to impose export controls
for any commodity whenever he determined such action would be necessary to
protect the domestic economy from the excessive drain of scarce materials, to
curtail serious inflation in domestic prices, or to reduce the serious inflationary
impact of abnormal foreign demand. If 8. 2058 is enacted, we believe the Ex-
port Administration Act, as amended, would provide the flexible authority to
cope with fluctuations in domestic prices of all commodities.

Mr. Coox. But we do not believe S. 2119 would be a significant
advance in that regard. Thank you.

Senator Stevexsox. Thank you, Mr. Cook.

Let me clarify one point for the record. In your statement, and I
believe in your testimony, you said that you were working out
licensing policies for orders accepted July 1 or earlier for shipment
after July 31. Are you also considering licensing policies for orders
accepted July 1 and later?

Mr. Coox. That is correct as well, obviously.

Senator Stevexsox. What effect will the voluntary reduction by
the Japanese of their scrap imports have? Won’t we, even with the
reductions you referred to, won't we still be worse off than we were
last year?

Mr. Cook. Mr. Chairman, last year, I believe we had exports of
some 8.5 million tons. Under the prescnt—if we were to list all
orders which are presently on the bocks, even with the reduction
with the Japanese have voluntarily made, according to our latest
information, we will have exports this year of approximately 11.5
million tons of ferrous scrap.

Senator SteveExsoxN. This year.

Mr. Cook. That is correct.

- Senator STEVENsox. Youare referring to 1972, -

Mr. Cooxk. 1972, which waz 8.5 million tons.

Senator STevENsox. 1 believe it was 74.

Mr. Cook. That is right; forgive me. The highest year—1971—
was 10.4 million tons. So, if we licensed all orders presently on the
books, made no changes, even with the Japanese reduction, we would
be exporting a million tons more of scrap than we ever have before.

99-7130-72 - 2
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Senator StevENson. Even with the Japanese reduction.

Mr. Coox. That is correct.

Senator StevensoN. Now, in the case of many of these shipments
the Japanese act as middlemen, don’t they { They buy scrap here an
sell it 1n other parts of the world?

Mr. Coox. There are on the books, based upon the Japanese statis-
tics and our own, approximately 500,000 tons of scrap that have
been purchased by Japanese purchasers, mainly trading companies,
to be shipped to Far Eastern ports, primarily, according to the Jap-
anese, to T'aiwan and South Korea.

That 500,000 tons has to be added to the 5 million ton limit which
the Japanese have indicated that they will impose upon their
imports of ferrous scrap this year.

he 11.5 million ton figure that I quoted to you includes that
500,000 tons for transshipment by Japanese trading companies to
other ports.

Senator StevexsoN. Do I understand you to say the Japanese are
voluntarily eliminating the imports for transshipment

Mr. Coox. No; they are not. They are only limiting imports for
their domestic consumption. They have indicated to us that they
have no authority to limit purchases of scrap by trading companies
for delivery to other ports.

Senator STevensoN. Why should we permit any exports when the
country of destination is unkown?

Mr. Coox. I guess I would turn that around and say in the past,
we have seen no major difficulty in allowing export shipments, even
when the country of destination has been unknown on the grounds
that we were primarily interested in the balance of payments bene-
fits of such activities, and we were not particularly interested in the
country of destination.

Senator Stevenson. We have a delivery problem now. As in the
case of agricultural exports, we have a short supply problem and a
problem of allocation. It doesn’t seem to me you can allocate very well
if you don’t know the country of destination.

Mr. Cook. That is entirely correct. And should we develop and
attempt to implement an allocation system that would be based on
& country-by-country allocation, either on some historical basis or
otherwise—

Senator StevensoN., If you go to controls, will you adopt some
sort of country-by-country allocation.

Mr. Cook. I say if we were to go to controls which embodies a

untry-by-country allocation system, there is no queston but what

e would want to know how that 500,000 tons was divided up
among the Far Eastern countries.

Senator STEVENsoN. You are suggesting you might go to controls,
but without country-by-country allocation.

Mr. Coox. It is certainly conceivable we could do that; yes.

Senator StevexsoN. Can you tell us about any alternative alloca-
tion programs that you are considering ¢

Mr. Cook. It is very difficult, frankly, to describe those, not
because we are not talking about them, but because such an exter-
mixture can be considered. It is our attempt to find an approach to
licensing which would serve several purposes.

One, it would insure that our traditional customers for ferrous
scrap continue to receive reasonable quantities of that material.
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Two, and I should have put this first, I think, we want to insure
t}}alt the domestic producers do receive adequate amounts of mate-
rial.

Three, we want to insure that in any system that we devise, the
risks and the burdens of the system, for example ‘n the cancellation
of ship charters, the burden as between exporters shipping from dif-
ferent ports in this country, are equitably distributed.

I suppose the two major kinds of systems that have been used in
the past or considered In the past are an auction system of some
kind, and a country allocation system. It is our feeling that in this
case, an auction svstem would not be appropriate, and we have in
very few cases in the past used the auction system, the reacon being
that we felt that that might engender windfall gains for certain
parties and those would be difficult to distribute to the appropriate
individuals,

Senator Stevenson. Well, if there are (wo basic approaches, and
the auction system, one of them, is not sound, I guess you are left
with the country-by-country allocation.

Mr. Coox. That is true, except that in terms of determining what
the allocation is, one tactic we might take, for example, is to, in this
case, allow the export of all orders or exports against all orders
written before the first of July, or we might cut across the contracts
on all orders written before the first of July, as we have done in the
case of soybeans.

If we did that, we would still not necessarily need to know where
the 500,000 tons of ferrous scrap was going, that is going to be
transshipped through Japan, although I might say we would like to
know where that material is going, because we would like to insure
all countries are treated equitably.

Senator STevexsoN. Senator Packwood.

Senator Pacxwoon. How much of our ferrous scrap exports go to
Japan?

Mr. Coox. How much of our scrap?

Senator Packwoop. Yes. :

Mr. Cook. In 1972, of the 7.4 million tons compared with a domes-
tic figure—excuse me a moment—I'm sorry, Mr. Packwood, in 1972
it was approximately 30 percent. In this year, if things continue,
based on the orders we have on the books, if we shipped all of the
material out, and I’'m not saying we are going to, but if we did, we
would be shipping out 11.5 million tons and we expect purchase
scrap needs in the United States of 41.5 million tons; about 25 per-
cent this year.

Senator Packwoop. To Japan?

Mr. Cook. No.

Senator Packwoop. I'm confused about your answer. I asked how
much of the scrap that we export goes to Japan.

Mr. Cook. I’'m sorry. This year we expect about half of the scrap
to go to Japan. - - : Ce e

Senator Pacrwoob. All right. Now, are we short of scrap in this
country, in the sense there is simply not enough to take care of our
domestic demand and foreign needs? Or is there sufficient scrap to
meet both markets but it is simply highcr priced because of the high
demand this year?

Mr. Cook. That is of course the crucial question. As you know,
under the Export Administration Act, we have to meet the three
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‘ests of abnormal foreign deinand, inflationary impact and domestic
scarcity. It has been the judgment of the Secretary of Commerce
that in the present situation there has been sufficient evidence of
domestic scarcity. as indicated by the fact that our total exports plus
domestic demands this year wou{d exceed by some 8 million tons any

revious record year. On the basis of that, and on the basis of some
indications that the sources of scrap users are going down precipi-
tously, particularly in July, that in fact we have a scarcity.

But I should say on the other side that we have found no specific
case of where individual firms have run out of scrap or clear cut
cases where individual firms have actually run out of scrap, and
there has been a shortage in that sense.

Senator Packwoop. Senator Cranston and Stevenson and I are
cosponsoring legislation to limit the export of logs. In the log situa-
tion, we have an absolute shortage, in that even if we exported no
logs, we would still have to import lumber from Canada to meet our
needs.

Do we face the same situation in scrap?

Mr. Cooxk. No, sir, we are not. We import very little scrap.

Senator Packwoop. There is encugh scrap to go around, it is just
that the overali high demand results 1n a higher price.

Mr. Cook. The combination of export and domestic demand. This
is the highest domestic year, as you know.

Senator Packwoop. But how many cases do you know of where
domestic manufacturers who want scrap are simply unable to buy it,
at any price? They can’t find it?

Mr. Cook. We have uncovered no specific instances of that occur-
ving. There have been a number of alleged instances. We have
attempted to check those out. In ali of them, there have been what I
call mitigating factors and it has not been clear cut that the absence
of scrap was causing a curtailment of production.

Senator Packwoop. I have no other questions, Mr. Chairman.

Senator Stevexsox. Did the price freeze increase scrap exports? .
Did it have the effect of increasing exports? On the domestic price
we are frozen, but the foreign price we are unfrozen. Did exports
jump up then?

Mr. Cook. We began the reporting system in late May, and the
initial reports, as generally happens in this kind of situation, had
inaccuracies and there were some problems with interpretation of
the rules.

So it is difficult for us to compare the reports and orders which
we had in early June with the reports in late June, which I think
are much more-accurate. I can say that the export orders between
the 13th of June, when the President’s announcement was made on
the freeze, and the end of June. when in effect, the Secretary of
Commerce put on the embargo, that export orders in that period of
time rose by some 5 to 7 percent.

vV hether or not that would be an abnormal increase for that time
of year, I really couldn’t say.

enator STEVENsoN. Did a gap develop between the world price
and the domestic price of scrap?

Mr. Cook. No, there has not. As far as we can tell, there is no
major differentiai.

Senator STevExsoN. What can you tell us about the capacity of
the industry to produce this scrap? Can the capacity be expanded to
meet growing demands?
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Mr. Coox. We only have on that subject what I would call very
soft information. We know the scrap industry is capable or at least
was capeble several years ago of producing 46 million tons of scrap
for the combined domestic consumption plus export, tecause in fact
they did it in one year. Since that time, there have been indications
that the facilities, the processing facilities, have been epanded.

And if one assumes—1I believe the record year was 1969. If you as-
sume a reasonable rate of expansion since then, one can argue that
perhaps the capacity. in terms of the processing capacity, 1s some-
where between 50 and 55 million tons.

But there are no hard figures on precisely what the capacity is.
The other side of that question, of course is, is there sufficient scrap
available to be processeA to satisfy both the domestic and export de-
mands? The best information we have there is that first the amount
of scrap, in terms of the amount which comes into the processing
system, responds very differently to the price which is being pai
for that. The higher the price, the more scrap comes into the system.

The pool of scrap in the United States is estimated to be in the
hundreds of millions of tons. So, presumably at some price we
would have enongh scrap, as 1 say, up to a matter of several
hundred million tons.

Senator StevExsox. The quality of the scrap decreases, doesn’t it?

Mr. Cook. The quality of the scrap does decrease in the zense that
it. depends—it depends on the use, however. Much of the scrap in the
scrap- pool consists, for example. of abandoned automobiles. For
some purposes, those automobiles, when burned and put into bundles
are a perfectly reasonable grade of scrap, although I think the in-
dustry can be more precise about this than I can.

There is no question that I think the higher grades of scrap tend
to be purchase:i‘ first, in part, particularly in this period of time, be-
cause the higher the grades of scrap, particularly for the foundry
and furnance industry, the more likely it i1s they produce more, so
they buy the higher grades.

Senator STEvENson, Senator Packwood.

Senator Packwoon. What is the normal method of purchasing
scrap, domestic and foreign? Is it purchased under a long term con-
tract or on a lot basis?

Mr. Cooxk. The general method of purchasing, as I understand it,
and I guess the gentlemen who follow me will be better versed in
this than I am, but in the domestic market, as the general method of
purchase is on a contract for delivery in 30 days, although there are
a few isolated cases where domestic users purchase for long-term de-
livery. I believe in most of those cases, that is not at a set price, but
at a price that is determined in relation to some index.

In sharp contrast to that is the situation with regard to most for-
eign countries. Most of the foreign countries, and-a particular exam-
ple is Japan, purchase scrap on a longer-term basis and in many
cases at a set price for delivery up to say, 6 or 7 months in the fu-
ture.

The exception to that, incidentally, is Canada and Mexico.

Senator Prckwoop. The scrap dealers would rather deal with a
country that buys on a long-term basis at a set price than to be sub-
ject to the whims of the domestic purchasers?

Mr. Cook. I think I would defer to them to answer that question.

[Complete statement of Mr. Cook follows:]



18

TESTIMONY OF GARY M. COOK
DEPUTY ASSISTANT SECRETARY FOR
COMPETITIVE ASSESSMENT AND BUSINESS POLICY
U. S. DEPARTMENT OF COMMERCE
BEFORE THE INTERNATIONAL FINANCE SUBCOMMITTEE
OF THE SENATE COMMITTEE ON BANKING,
HOUSING, AND URBAN AFFAIRS
JULY 18, 1973

I appreciate this opportunity to discuss iron and steel
scrap cxports and S. 2119, a bill to amend the Export
Administration Act to control exports of iron and steel scrap.
As you know, on July 2, 1973, the Secretary of Commerce imposed
export controls on ferrous scrap after determining that the
criteria set forth in the present Export Administration Act had
been met for this commodity. The Secretary's statement,
accompanying factual data and the details of the export controls
were made available to the public, and these documents are
attached to copies of this testimony.

Briefly, the present export controls require that all
exports of ferrous scrap now require a validated license for
shipment to all destinations. Licenses for exports against
orders of 500 tons or more are not being granted for orders
accepted after July 1, 1973, Orders accepted prior to that
time for delivery in July are currently being licensed. Licensing
policy for orders accepted July 1 or earlier for shipment after

July 31 will be announced as soon as our review of the ferrous

scrap situation has been completed.
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A number of considerations are guiding us in planning the
licensing preogram. We are aware of the need to announce the
system as promptly as possible in order to reduce uncertainty
in the marketplace. While our primary aim is to insure an
adequate supply of scrap for the United States, we recognize
the need to treat both exporters and foreign importers equitably,
especially our traditional customers. Moreover, the system
must br responsive to changing conditions of world trade.

The allowable level of exports after July 31 will be based
cn our present review of the ferrous scrap situation. Until
further notice, licenses will be granted against orders for
less than 500 tons regardless of when the orders were accepted.

These export controls are designed to assure that domestic
supplies of ferrous scrap will be adequate to meet the needs
of U. S. steel mills and foundries. Reports from exporters have
given us an estimate of the export demand level for iron and
steel scrap. The data as of June 17, 1973, show that exports
to date, combined with orders already on hand, total 12.4

million tons for calendar year 1973. Any new orders for export
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this year would, of course, add to this total. The total
compares witk 7.4 ndillion tons exported in 1972, and with the
previous record year of 1970, when shipments totaled 10.4
million tons.

The Japanese, on July 2, made a commitment to us to
voluntarily limit their imports of scrap and to spread out
shipme ‘ts over the remaining months of the year, to minimize
disruption of the U.S. domestic supply. The Japanese Government
has now informed the Department of Commerce that it plans to
reduce imports of ferrous scrap during August by 29 percent.
This reduction will be made from orders already placed for
delivery next month and will be administered through an import
licensing procedure. The Japanese will reduce total imports
of ferrous scrap from the United States in 1973 to five million
short tons and defer until 1974 the balance previously ordered.

With respect to S. 2119, I can assure you that we are in
sympathy with what we understand to be the bill's purpose. An
adequate supply of ferrous scrap is imperative. We have broad
and flexible authority to take appropriate action to help
maintain that supply under the Export Administration Act, where
the criteria of that Act are met,

S. 2119 would provide an automatic "trigger" mechanism,
based upon the total of scrap received by domestic users plus
exports. . As we understand it, the Secretary of Commerce would

be required, as soon as possible after the end of each calendar
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gquarter but no later than 45 days following the close of such
quarter, to determine whether a shortage of ferrous scrap
exists., If a "critical shortage" exists (defined as a volume
of receipts plus exports of 11.5 million net tons during a
period of three consecutive months} the Secretary would be
required to limit scrap exports for six months so that total
exports for the six-month period would not exceed one-quartcr
ot the preceding five-year annual export average. This
restriction would start no later than the beginning of the
third month following the quarter in which the "critical
shortage" occurred.

When export restrictions ares imposed as above they could
be removed at the end of the six-month period if the Cecretary
determines that there is no "shortage" {defined as a volume
of receipts plus exports of 11 million net tons or wore of
scrap during a pericd of three consecutive months). If the
Secretary determines that a shortage did exist in a calendar
quarter during this six-month period of restrictions, the same
level of restrictions would remain in effect for additional
three-month periods until the Secretary determines that a
"shortage" no longer exists.

When export controls have been imposed under a "critical
shortage"” condition and for the duration of the period that

these restrictions are in effect, the Secretary would determine
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whether a "critical shortage™ occurred in each successive
three-month period. If a "critical shortage” is determined to
exist in spite of the export restrictions applied, the
Secretary would be required to stop all exports within two
months from the closing of the three-month period in which the
"critical shortage" occurred. 1If such a total embargo is
imposed it would remain in effect for a minimum of three months
and for additional one-month periods until the Secretary
determines that a “crit.cal shortage" no longer exists.

We have several problems with this proposed approach.
First, the "trigger" approach is simplistic and rigid. I
will admit tnat the idea of a "trigger" is appealing at first
glance. It would appear to be simple, understandable, and
advantageous in more or less making our decision for us.
Hocwever, the use of a "trigger" based on the aggregate of
receipts and exports overlooks a number of important factors.
It fails to provide for changes in the supply and demand
situation during the three year life of the bill, or for the
fact that both domestic and foreign buying follow seasonal
patterns and are not spread evenly over the year. There are
further seasonal factors affecting exports, such as, for
example, the shipping season on the Great Lakes, which tends
to limit scrap exports from the North Central tier of States
to seven or eight months in the year.

Second, the gquantity-based tricger does not take prices

into account. These may wvary by grade and type of iron or
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steel scrap. Price movements are often, though not always, a
reliable indicator of short supply, of whether there is, in
fact, a shortage. Moreover, the pattern of orders often
determines spot prices, and the bill does not address itself
to this characteristic of the market.

This brings me to our third objection to this approcach -
the implicit assumption that there is a correlation betwezn
receipts plus exports, and scarcity. This begs the question.
It is quite possible that a combination of receipts and exports
might reach the trigger amount in the absence of a shortage.
And in a period of reduced domestic demand and high foreign
demand, the trigger might force us to control exports, with
harmful consequences to our balance of payments, entirely
unnecessarily.

Our fourth objection relates to the rigidity of this
approach. The bill allows the Secretary no discretion, nor
would there be any means, short of an Act of Congress, of
raisirg or lcwering the threshold figures establishing a
"shortage" or a "eritical shortage". 1In addition, the
bill fails to allow for scrap normally exported from border
regions remote from domestic consumers.

Finally, if S. 2119 were enacted, we, and the Congress,
would be faced with demands from consumers of other commodities
for special legislation providing for similar automatic

application of export controls. We would then gquickly be
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brought to appreciate the wisdom of the Congress in casting
the present Export Administration Act in general terms and
making clear, in its legislative history, that short supply
controls were to be used sparingly and only undar the most
compelling circumstances. We believe we are acting in this
snirit in the imposition of interim controls and in designing

the system which will be announced shortly.
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In recent months, the Department of Cemmerce has been
closely following developments on the price, supply, and demand
for ferrous scrap. Our preliminary data led to a decision on
May 22nd to impose reporting reguirements on all exporters of
ferrous scrap so that we could monitor new developments and

future order levels on a timely ba-as.

This reporting system has given us an accurate estimate of
the demand levelsz for exports of ferrcous scrap for the
remainder of 1973, The data shows that exports to date, combined
with orders alrcady on hand, now total 12.4 million tens for
calendar year 1973. Any new orders for export this year would,
of coursr, add to this total, This compares with a 7.4 million
ton export total for 1972, The information we have made
availavle in the press kit indicate the facts which underlie

thuse totals.

This development has resulted in very serious pressures
on domestic suppliers and prices ¢f ferrovs scrap and I have

determined that the criteria set forth in the Export Administra-
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tion Act have been met for this commodity. The ldetails of the
licensing and control procedures are spelled out in the infor-

mation which we have supplied to yoi. In brief, a license

requirement is being imposed for all exports of ferrous scrap.
Licenses for exports against orders for 500 short tons or more
will not be granted for orders accepted after July 1, 1973.
Orders accepted prior to that time for delivery in July will
.e granted licenses. Licensing policy for orders accepted
July 1 or earlier for export after July 31 will be announced
at a later date. Until further notice, licenses valid for a
period of twenty-one days will be issued against orders for
less than 500 short *tons, regardless of when these orders

were accepted.

In addition, I would like to announce that the Japanese
Government has notified us that it will license imports of
ferrous scrap. The effect of this will be to defer to 1974
one million tons previously ordered from the U.S. Ship-
ments to Japan, plus orders already on the books for shipment
to 1t, now total 6.5 million tons for calendar year 1973.

This decision by the Japanese Government will reduce that total
to 5.5 million tons. 1In addition, the Japanese have assured

us that, for the remaining six months of the ycar, they will
spread shipments to them of U.S. ferrcus scrap to minimize

disruption of U.S. domestic supply.
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I would like to express the appreciation of the U.S,
Government to Japan.for its willingness to come forth with
this voluntary solution to a very difficult market problem.
Ferrous scrap 1s an important coﬁmodity for both the U.S.
and Japanese cteel and foundry industries and we are pleased
that the Japanese Government has acted quickly and vcluntarily

to help alleviate the current U.S. supply problen.

The action we have announced today is designed to assure
that domestic supplies of ferrous scrap will be adequate to
meet the needs of U.S. industry. However, we will bhe monitoring
this situation closely and decisions on export levels to be

allowed after July 31 will be made based on our findings.

This action has been taken most reluctantly and only after
it has become clear that our other efforts to alleviate the
problem, including a substantial increase in offerings of
U.S. Government-owned scrappable ships, could not provide a

full answer.

Thank you. I would be plecased to answer any guestions

which you may have.
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U.3. DEPARTMENT OF COMMERCE

NUMPER 89
(ECB-CEC-89)
July 2. 1973

SUBJECTS: I. Revision of the Commodity Control List to
Impose Validated License Requirements on
Exports of Ferrous Scrap.
I1I. Saving Clause.
III. General Provisions.
IV. Licensing System for Exports of Ferrous Scrap
RAgainst Orders of 500 Short Tons or More for
. Export in July.
V. Licensing System for Exports c¢f Less Than
500 Short Toas.
Vi. Reduction of Shipping Tolerar. . Allowance.

PURPOSE AND EFFECT:

Export Contreol Brlletin No. 84 of May 22, 1473, established
a reporting requiren._.nt on exports and unfilled or partially
filled accepted orders for export of 500 short tons or more of
ferrous scrap. This requirement remains in full force and effect.
The data submitted pursuant to this requirement have resulted in
the following actions:

I. Revision

The Commodity Control List is revised, effective 3:30 P.M,
EDT July 2, 1973, to recuire a validated license for export
of ferrous scrap to all destinations, including Canada.
Previously, a validated license was required only for shipment
to Country Groups S and Zi(Southern Rhodesia, Conmunist-
controlled areas of Vietnam, Cuba, and North Korea).

The new validated export license requirement applies to
all shipments of the commodities listed below, regardless of
the value of the shipment and of whether the shipment is made
against an order accepted on or before the effective date
of this Bulletin. The commodities are the foliowing:



Szhedule
B Number
282,0010
282.,0020
282.0030
282.0040

282.0050

282.0060
282.0065

282.,0078

232.0080

282,0090

11. Saving Clause

40

Commodity Description

No. 1 heavy-melting steel scrap,
except stainless

No. 2 heavy-melting steel scrap,
except stainless

No. 1 bundles steel scrap,
except stainless

No. 2 bundles steel scrap,
axcept stainless

Borings, shoveling and turnings,
iron or steel, except sta:nless

Stainless steel scrap
Shredded steel scrap

Other steel scrap, including
tin-plated and terne-plate

Iron scrap, except borings,
shoveling and turnings

Reroclling material of iron
or steel

Shipments of commodities removed from general license as
a result of the revision in the Commodity Control List set
forth in Part I above, which were on lighter destined for an
exporting vessel or for which loading aboard an exporting
vecssel had actually commenced as of 3:30 P.M. EDT July 2,
1973, may be exported under the previous general license

provisions.

Any other shipm=nt of such commodities requires

a validated license for export.
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III. General Provisions

Except as provided in Part V below, no licenses will be -
issueQ for exports of ferrous scrap against an ordcer which
was accepted after July 1, 1973, and no application for a
validated license to export ferrocus scrap will be considered
until further notice, unless it is against an unfilled or
partially filled order calling for exportation during the
month of July 1973, which was accepied by the exporter on
or before July 1, 1973, and reported by him pursuant to the
reporting requirement established on May 22, 1973, under
Export Control Bulletin No. 84. The licensing systen for
exports of ferrous scrap against reported orders of 500 short
tons or more calling for exportation after July 31, 1973,
which were accepted on or before July 1. 1973, will be
announced in a subsequent Bulletin,

IV, Licensing System Aqgainst Orders of 500 Short Tons or More
for Export in July

A. Submission of application with supporting documentation:

All exporters who reported unfilled or partially filled
oxrders accepted on or before July 1, 1973, for exportation during
the month of July 1973, of 500 short tons or more of the
commodities listed in Part I above, and who wish to be considered
for the issuance of validated licenses for export of such commod-
ities, must file with the 0ffice of Export Control (Attention:
S46), U. S. Department of Commerce, Washington, D. C. 20230,
an application with tii» following supporting documentation:

(1) Photocopy or certified cory of each contract cf sale for
export to a foreign buyer, accepted by the applicant on or
before July 1, 1972; and (2) a sworn affidavit by the applicant
as to the amount previously exported against each such contract,
if any. Thf/application shall be submitted on forms FC-419

and FC-420.= The above mentioned docur»mtation will serve

in lieu of the form FC-842, Single Transaction Statement by
Consignee and Purchaser, that would otherwise be required
pursuant to §375.2 of the Export Control Regulations.

1/ Forms FC-419 and FC-420 are available from the Office of
Export Control (Attentisn: 547), U. S. Department of Commerce,
Washington, D. C. 20230, or the nearest Department of
Commerce District Office.
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B. 1Issuance of Licenses for pxportation During July

The Office of Export Contreol will verify the authenticity
of the application and supporting documentation described in
Part A above, and if it meets the regquirements set out therein,
will issue a validated license for the unfilled balance of the
accepted order.

C. Special Terms

Each license issued under this procedure will only be valid
for shipment against the particular contract and during the
particular montlh specified, allowing shipment during a period
of seven days following the end of each month, to provide for
unavoidable delays. Any cancellation of a contract automatically
revokes the license that was issued against i©. 1In the event of
the cancellation of a contract, the applican: is required to
file a report of such cancellation with the 0Office of Export
Control no later than five days from the date of cancellation,
If a licerse has been issued against such contract, the license
shall be returned to the Office of Export Control with the
notice of cancellation.

V. Licensing System fcor Exports of Less Than ‘00 Short Tons

Until further notice, applications for licenses to export
ferrous scrap against accepted orders for less than 500 short
tons, which are submitted on Forms FC-419 and FC-420, will be
considered by the Office of Export Control, irrespective of
the date on which the order was accepted, if accompanied
by a photocopy or certified copy of each contract of sale
for export to a foreign buyer, together with a sworn
affidavit by the applicant as tc the amount previously exported
against each such contract, if any. The copy of the contract
will serve in lieu of the Form FC-842, Single Transaction
Slatement by Consignee and Purchaser, that would otherwiss be
required pursuant to 8375.2 of the Export Control Regulations.
After verification of the authenticity of the documentation
submitted by the applicant, licenses will be issued for
exportaticr during the month specified in the contract for
the total amount of the contract or the unfilled balance,
whichever is the lesser amcunt. The period of validity of
such licenses will be twenty-one days from the date of issuance.
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Any cancellation of the contract automatically revokes the
license that was issued against it. In tie event of the
cancellation of a contract, the applicant is required to

file a report of such cancellation with the Office of Export
Control no later than five days from the date of cancellation,
If 2 license has been issued against such contract, the license
shall be returned to the Office of Export Control with the
notice of cancellation. BExporters are hereby placed on notice
that in the event the volume of experts under this licensing
procedure reaches an unacceptable level, further restriction
may be imposed on exports against orders of less than 500
shorx tons,

Vi. Reduction of Shipping Tolerance Allowance

Paragraph 256.7(b) (1) of the Export Control Regulations
states, in par+, that a shipping tolerance of 10 percent is
allowed on the unshipped balance specified on a validated
license for shipments of any commodities licensed in units
of short tons, For licenses issued under the procedures
set forth above, this shipping tolerance allowance is
reduced to 2% percent.

Section 399.1 and Supplemert No. 1 to Part 377 of the
Expogt Control Regulations are amended accordingly, and a
new 5377.4, "Ferrous Scrap,” is =stablished. Replacement
pages will be purlished in a forthcoming Export Control
Bulletin.
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Senator STevensoN. Thank you very much.

The next witnesses are Mr. Fred 13erman, president of the Insti-
tute of Scrap Iron and Steel; Dr. Herschel Cutler, executive direc-
tor; and Mr. Thomas Boggs, the institute’s Washington counsel.

STATEMENTS OF I'RED BERMAN, PRESIDENT, INST{TUTE OF SCRAP
IRON AND STELL; DR. HERSCHEL CUTLER, EXECUTIVE DIREC-
TOR; AND THOMAS H. BOGGS, JR.,, WASHINGTON COUNSEL

Senator SteEveEnsoN. Mr. Berman, 1 am going to express the
rather prayerful hope that you, too, will be able to summarize.

Mr. Berman. Senator, let me say that we worked quite diligently
putting this statemen. together and we spent all morning tearing it
apart in orde. to summarize it and make it as brief as possible.

Senator STEVENSON. You anticipated my prayer.

Mr. Bermax. My own, as well. I don’t think I could sit here and
read all of this.

Senator Stevexson, Very well. Your statement will be entered in
the record (see p. 75).

Please proceed.

Mr. Berman. Me. Chairman, and members of the committee, my
name is Fred Berman. I appear as president of the Institute of
Scrap Iron and Steel, Inc., a national trade association representing
approximately 1,250 processors, brokers, and dealers in the metallic
scrap processing industry.

Institute members process, ship. or otherwise handle approxi-
mately 90 to 95 percent of the iron and steel scrap purchased in the
United States and handle equally impressive percentages of the
many other metallic solid waste materials which are recycled in our
economy.

I am also president of Berman Bros. Iron and Metat Co., Inc.,
headquartered in Birmingham, Ala., a scrap processing firm special-
izing in the preparation of ferrous metallics for recy:ling into iron
and steel products.

Accompanying me this morning are the executive director of the
institute, Dr. Herschel Cutler, a professional economist, and Thomas
H. Boggs, Jr., Washington counsel to the institute.

The 1institute objects in the most strenuous terms possible to the
export. control mechanism set forth in S. 2119. These controls are de-
signed by the scrap consuming industry, one of the largest domestic
industries, to permit it to exercise price control over a much smaller
industry composed of many small companies processing iron and
steel scrap.

The bill, as even its authors admit, could result in actually reduec-
ing total scrap sales by as much as $0.75 bilii to $1 billion over
the life of this legislative proposal.

Congress is being asked to sanction industry efforts to regulate
‘prices, regardless of the fact that this will reduce scrap processing
industry sales by hundreds of millions of dollars, that it will pre-
vent millions of junk automobiles and other obsolete metallics from
being recycled, and that it will have a seriously detrimental effect on
the %T.S. balance-of-payments position. These statistics are not un-
supported assertions, but are based upon the steel industry’s own cal-
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culations of the effect of the legislation on ferrous scrap sales. The
auducity of such a blatant special-interest legislative request is star-
tling, particularly when there is no demonstrated need for such leg-
islation.

FERROUS SCRAP MARKET

Before discussing the institute’s specific concerns with S. 2119, a
bill which would expand vastly this country’s use of export controls,
it is essential that this committee understand the operation of the
ferrous scrap market. Once the forces in this market are understood,
it will be clear to the committee that the proposed expansion of ex-
port controls is not only unwarranrted but is, in fact, detrimental to
the ferrous scrap market.

- Iron and steel scrap is sold in a market governed solely by supply

ana demand. The market historically has experienced numerous
short-term fluctuations reflecting these forces. Exhibit 1 shows a 20-
year history of the price movement of No 1 heavy melting scrap
iron and the price of finished steel during the same time period. It is
obvious that the wide swings in scrap iron price, up and down, all
tend to exhibit a long-run equilibrium around a narrow price range;
the situation with regard to steel price is unidirectional, upward.

It would seem to be unnecessary to discuss basic economics and the
role of price in establishing available supply for a commodity that
is traded and for which an almost limitless supply exists. However,
this bill requires such an exposition.

In times of high demand. the scrap processor must pass on any in-
creased selling price which he receives to scrap collectors to entice
them to bring to the processor’s yard the necessary scrap to meet the
orders of the mills and foundries. This is the critical concept. With-
out increased price, there is no incentive to bring marginal scrap to
market. In addition, these same higher prices are necessary to de-
velop new sources of scrap and to entice people previously not in the
business to enter the collection process. Thus, gentlemen, price is the
name of the game when it comes to getting more sources and more
scrap into the marketplace.

To me, S. 2119 is price control in disguise.

This could create shortage during periods of high demand. In nor-
mal times, the collector, scavenger, or peddler provides the scrap
processor with the most easily obtained scrap materials to meet the
demands of the mills and foundries. When scrap demand rises in re-
sponse to an increase in steel demand, the scrap processor must be
able to interest the collection system in developing sources of metal-
lic solid waste that normally and unfortunately are not recycled.
The processor also must create the atmosphere in which persons and
firms not otherwise employved in scrap collection will turn to that ac-
tivity to increase the available metallics.

The only known vehicle to accomplish this end, short of govern-
~ mental edict or voluntary citizen ctfort, is price. However, since the
additional material sought is not part of the normal scrap flow, ad-
ditional dollar sums are required to sponsor the outlying collections
and the attraction of new collectors.

In simplest terms. scrap iron on the Eastern Shore of Maryland
will move much faster if the price is high than it will when the

99-7T13 O - 73 - 4
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price is low. There is need to sponmsor such movement and the
method is higher prices.

The irony of the position of the mills and foundries is that they
are advocating, through S. 2119, a procedure which will lower the
price to the processor and thus to the collector, therebyyhcreating the
very shortage potential which they want to avoid. When the mar-
ginal collection of solid metallic waste is not profitable to the collec-
tor, he will not collect. At that point there is a real danger of a
shortage. This danger cannot occur while price remains at levels
that support the present extensive collection efforts.

Practically all steel produced, in the United States as well as
abroad, is derived either from the smelting of iron ore or from the
remelting of iron and steel scrap. In so-called integrated steelmak-
ing, iron ore is smelted in a blast furnance, and the resulting hot
metal is generally converted to steel via the basic oxygen steelmak-
ing process. The proportion of scrap used in the basic oxygen steel-
making process is very nearly equivalent to the proportion generated
within the steelworks during rolling, finishing, and sizing of steel
products. Accordingly, in terms of net finished steel shipped, the
basic oxygen process neither generates nor consumes significant
amounts of scrap. The tonnage of steel shipped from integrated
plants is roughly equal to the tonnage of blast furnance ho. metal
smelted from ore.

In so-called nonintegrated steelmaking, scrap iron and steel from
various sources is remelted in an electric-arc furnace, then refined
to steel. Generally speaking, no ore is used, and all of the finished
steel leaving the plant has entered the plant as scrap reclaimed from
industrial operations and the salvage of obsolescent steel devices and
structures. As in integrated plants, there is an internal reflux of
processing scrap.

Integrated steelmaking is characterized by large-scale operations,
large unit increments to capacity and very high long term invest-
ments. As nominal figures, one might cite capacity changes in terms
of units of 4.000 tons per day. or 1.5 million tons per year. costing
from $300 to $350 per annual ton of new capacity or $450 million
per step increment. A decision to increase integrated capacity by
building new facilities has a cycle time of about 2 to 4 years, mainly
engineering and construction time. Once vuilt, new integrated capac-
ity must be fully utilized owing to high fixed charges. If steel de-
mand cannot absorb the new production in full, older operaticias—
gdelnerally built in smaller increments —will be retired or temporarily
idled.

A decision to activate a blast furnance, new or old, is a definite
long term commitment because of high refurbishing and startup
costs. The campaign life of a blast furnance, once started, is 4 to 7
years. Similarly, iron ore for smelting is developed in large incre-
ments and purchase of the ore is generally in terms of long term
commitments. - ‘

In contrast, nonintegrated steeimaking is much smaller in scale
and is characterized by much shorter decision/commitment cycles. In
an existing plant, electric-arc furnaces may be-started up or shut
down on short notice and at very modest cost. Typical capacity in-
crements range from 300 to 900 tons per day, or 0.1 to 0.3 million
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tons per year, and thus are one-fifteenth to one-fifth of the incre-
ments in Integrated capacity.

The capital cost of capacity increments is on the order of $100 to
$130 por annual ton, or even less if excess steel-rolling capacity is
present in the plant. The cycle time for engineering and construction
1s on the order of 14 to 18 months. Owing to lower fixed charges, the
nonintegrated steelmaker is not constrained to utilize all of the new
ca acnty he installs.

everal factors are important in considering the effects of an in-
crease in demand for steel. Until this increase shows itself to be per-
manent over a term of years, there is no basis for adding to inte-
grated capacity.

The first response of the industry is to make full and complete use
of nonintegrated capacity that can be put into production within a
week or so.

A second response is to stretch the output of both integrated and
nonintegrated capacity where possible,

A third response is to bring idle integrated capacity into produc-
tion, that is, starting up smaller and less efficient blast furances that
had been idled by previous installation of modern equipment.

But until this third response takes effect, over a period of about
two months, all of the increase in output is ultlmate derived from
increased use of scrap.

A step increase in steel demand will not produce » permanent ad-
]ustment of integrated steelmaking capacity, in terms of modern, ef-
ficient equipment, for years. The pressure upon scrap markets and
prices is substantial, and the effects upon scrap price provide the ul-
timate impetus toward construction of new integrated steelmaking
capacity.

Turning to the scrap market itself, three components of scrap
used in the production of steel must be recognized and distinguished.

The first of these is the recycled or “home scrap generated dur-
ing processing of raw steel to finished steel within the mills. Home
scrap is & more or less constant proporticn of totel raw steel produe-
tion and it is clearly impossible to make an increase in finished steel
output through the generation and use of home scrap.

The second component of scrap supply is so-called prompt in-
dustrial scrap, that which is generated by the fabrication of finished
steel into consumer goods, buildings, and equipment. Of course, steel
users try very hard to minimize their generation of prompt in-
dustrial scrap. with the result that the flow of prompt industrial
scrap is very closely pegged to steel output and steel utilization.

Again, there Is no possible way to meet an increase in the demand
for steel through increased flows of prompt industrial scrap. If it is
desired to buv a larger amount of autos, structures, machinery, and
other steel-containing products, the new steel must come ultimately
from either iron ore or from recyvcled obsolescent scrap. Because new
steel from iron ore cannot be obtained on a short term basis, obsoles-
cent scrap from salvage operations bears the entire brunt of in-
creases in steel demand for several months, and, in the adjustment
period, in decreasing proportion for up to several years.

To generalize the cause/eflect relationshi outhned were the price
of scrap to become fixed or artificially staghhzed through artificial
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means, the inevitable result would be a proportionate loss in this Na-
tion’s ability to respond promptly to changes in the demand for fin-
ished steel. Also. it is likely that the impetus for prompt investment
in integrated capacity would be dampened or lost altogether. In
short, an external and involuntary stabilization of scrap prices
would amount to sand in the gears.

DOMESTIC DEMAND

Domestic consumers of iron and steel scrap employ an historical
buying practice whereby serap is purchased on a 30-day basis in con-
trast to foreign consumers who buy at least 90 to 120 days in ad-
vance. Orders in the latter case allow the scrap processor to plan his
raw material requirements, production, shipping, and so forth; or-
ders on the former basis force instability.

Although the domestic steel industry has boasted of heavy
demands for its raw steel production in 1973, it generally continues
to buy scrap on a 30-day basis, and, at the first sign of softening in
the market, mills and foundries-(1): Again initiate the practice of
canceling orders the last day of the shipping month, and /or {2) re-
ject carloads of scrap in the falling market awaiting renegotiation
at lower prices; and Jor (3) “stay out of the market” to further
force the price downward. These practices dramatically heighten
scrap price swings,

While the steel industry demands immediate fulfillment of its re-
quirements of scrap iron from the scrap processing industry, it is
telling its customers that they can expect delays of 4 to 6 months on
delivery of steel products. It 1s also saying to potential customers
that regular customers have the first opportunity to ouy their needs.

In short, the steel industry cannot fill its domestic demand and is
picking its customeérs: but this industry also has seen fit to export
1.5 million net tons of steel during the first 5 months of this year, a
36-percent increase over the same period in 1972.

Where is the concern for domestic users of steel who are truly ex-
periencing a shortage of necessary materiai? Possibly a trigger
mechanism for s*»] exports is needed.

Mills and foundries have no intention of stabilizing the price of
serap iron In a narrow band.

Mills and foundries prefer to create the speculative swings in
market price, but they seek legislative control of the higher prices
which their own actions have induced. The funds and time expended
in this lobbying effort could more properly be invested in the stabili-
zation of the scrap market.

There is no disputing the fact that when prices rise the costs of

operating mills and foundries goes up. But. likewise. when prices
fall, the bargains found in the scrap market are astounding.
- In the price decrease from 1970 to 1971, the steel miils enjoyed a
profitable windfall of more than $200 million. though this Congress
was not called upon to restrict the amount obtained. During the
serap price decrease from 1965 to 1966, the gain was at least $125
million: and from 1966 to 1967, the total was at icast $100 million,
K'}ll)ile from 1967 to 1968, the gain approached $60 million. (See ex-

ibit 2.)
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These “rewards” of the supply/demand market were enjoyed and
welcomed by the steel industry ; no cries were heard that more scrap
should be purchased to make certain iron units were not wasted; no
decreases in the composite price of finished steel occurred; no defla-
tionary pressures were noted; the composite price of finished steel
does not indicate whatsoever 'that steel reaching consumers in var-
ious forms experienced any overall reduction in price.

What happened to the windfall gains from these sharp reductions
n scrap iron prices? If all the furor today is concerned with “pre-
cipitous price increases” for this “critical raw material”, where did
the benefit go when this same material had an equally “precipitous
price decrease?”

DEVELOPMENT OF SCRAF EXPORTS

The export of ferrous scrap from the United States developed be-
cause the domestic consuming industries would not purchase all of
the scrap iron that was available and other countries of the world
needed this raw material. (Exhibit 3.)

The first occurrence of international demand was in the early
1920%s. Since the United States was ‘emains—a scrap surplus
Nation, trade was undertaken.

Although the tonnages cannot be compared to more recent times,
the historical relationship of domestic needs for iron and steel scrap
and the scrap processing industry’s ability to process and ship scrap,
are matters of record. There are only two domestic industries which
consume significant volumes of ferrous scrap—the foundry industry
and the steel industry. Export, by necessity, provided a third market
for scrap iron which could not be nsed in this country.

Even though the scrap processor then and now would prefer to
have his product purchased domestically, U.S. consumers of ferrous
scral,, heavily tied to owned or controlled virgin materials, did not
choose to use the scrap available. Other nations of the world had a
need for scrap, that scrap was not wanted by U.S. consumers, and to
survive as an industry, the serap processor had no alternative but to
enter the international market.

The exportation of iron and steel scrap began to reach more sub-
stantial tonnages in the mid-1930s. Again, it was a case of supply
and demand—an excess of supply of scrap in the United States and
a need for scrap by other nations of the world.

In the late 1950’s and early 1960's, with the introduction of the
basic oxygen furnace process of steelmaking, the domestic steel in-
dustry’s need for scrap further declined. Whereas the open hearth
furnace required 40 to 50 percent scrap, the BOF required 25 to 30
percent scrap, most of which originated in the mill as “home” scrap.

In 1956, domestic consumers purchases a then record 36.8 million
net tons of iron and steel scrap and 6.3 million net tons were ex-
ported. It was not until 1969, 13 years later, that the domestlc con-
sumers purchased more serap than in 1956 and that was oniy by
100,000 net tous. Yet, raw steel production ir.creased from 115 mil-
lion net tons n 1956 to 141 million net tons in 1969.

It was during these years that the American scrap processing in-
dustry was able to survive, although many firms went out of busi-
ness, because of the foreign demand for iron and steel scrap. In fact,
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if it were not for these years of export trade, the scrap industry
today would not be prepared to meet the needs of even its domestic
customers.

It also should be noted that in 1956, iron ore imported jumped
from 26 million net tons in 1955 to 34 million tons, reaching a peak
of more than 50 million net tons for the years 1965, 1966, and 1967
before declining to 46 million net tons in 1969.

What the scrap industry witnessed in those years was a definite
drop in the domestic consumers’ desire to purchase their product, a
dramatic increase in the imports of iron ore and a need to cultivate
world markets for ferrous scrap in order to stay in business.

It is most interesting that at no time during those years did the
serap iron industry ask to curtail iiports of iron ore to protect the
domestic scrap industry. The Goverament was never asked to force
the domestic steelmakers to rely first on scrap generated by the
United States and only then to allew the importiation of iron ove.

The tremendous tonnages of iron and steel scrap that accumulated
in the form of obsolete automobiles alone was visible recognition of
the metallic solid waste problems this country faced in the late
1950’s and 1960’s because there was a limited domestic market for
the process material. The scrap processing industry has, by necessity,
thus been forced to rely on the foreigr. market for its surplus scrap
—which, if not recycled, undermines our efforts t» achieve environ-
mental quality.

And it is important to again stress that the scrap processing in-
dustry prefers to sell its material to domestic users for economic as
well ag political reasons. The political motivation is obvious—-our
appearance here this morning and our efforts since last December to
protect and retain free world trade in scrap iron speak clearly
enough to that subject.

The economic rationale may not be as apparent. The shipper of
scrap domestically is faced with fewer credit, shipping, and liability
problems in contrast to the magnified difficulties in each of these
areas when foreign trade is involved. For example:

(a) The average rail shipment is a car of 50 to 55 tons—even
multiple car shipments amount to only 500 to 1000 tons—whereas
the typical oceangoing ship today is 20,000 to 25,000 tons of carry-
ing capacity. The costs of capital involved in the gathering, process-
ing, and concentration of such volumes is immense as is the storage
problem and the scheduling requived to insure that the material 1s
dockside when the vessel arrives.

(&) The paperwork and documentation necessary to export is infi-
nitely more complex than the simple bill of lading used to ship do-
mestically.

{e) Credit is more readily established in this country than in for-
~eign transactions. ‘ - ) ‘ )

(d) Tuspection of the material sold [ull scrap sales are subject to
eceivers’ weights and inspection] occurs thousands of miles away
with the inherent difficulties of great distances, in contrast to the do-
mestic scene where the inspection may occur only a few miles or,
generally, 100 or so miles from the origin.

(e) Vagaries of the sea, including the possibility of late ship ar-
rival or departure, delayed loading, and so forth, each of which is
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very expensive in terms of demurrage [$3,000 per day per ship is
not unusual] adds farther hazards to the foreign trade area.

The recognition that the risks of trading overseas are greatly
magnified has not stopped the export trade o% scrap from this coun-
try. The reason for this is that the absence of viable domestic markets
has required the development and maintenance of foreign markets
to preserve the domestic scrap processing industry. In the absence of
foreign demand, the scrap industry would be further atrophied and
unable to perform as desired bv the domestic consumers.

Moreover, like any buyers, the foreign consumers have a right to
rely on the st‘lbl]lty of their supply sources. they cannot be expected
to provide a market when the exporter needs it and to rely on other
sources when the “fair-weather buyers” of the exporter suddenly find
it to their advantage again to enter the scrap market. The capri-
ciousness of the legislation at issue would seriously harm the market
for scrap iron and steel throughout the world and might virtually
destroy that market for the export shipper.

World trade s not something that can be turned on and off; one
customer 1s a vaiued asset that is not exploitable at the whim and
fancy of other customers.

The institute has heard repeated’v that the domestic steel industry
is supplying first and primarily these customers who have remained
loyal to the domestic steel producers during the past vears of low
steel demand and only then Is it considering the orders of those cus-
tomers who had strayed from their doors.

The scrap industry i1s not setting such priorities; the scrap indus-
try has met, is meeting. and will continue to meet the nceds of its
domestic and foreign consumers. All that is asked is that the indus-
try be permitted to produce m\d sell to all of its customers. e

The steel industry recognizes the need to protect loyal customers
where steel is involved:; 82119 would reward the opportunist domes-
tic customer and penalize the forei;:n customers who, more than
many of his domestic counterparts, has been a mainstay in the

American battle to preserve the environment and recycle obsolete
metallics.

LACK OF DEMONSKTRATED NEED FOR EXPORT CONTROLS—INFLATIONARY
IMPACT

S. 2119 sitates that prices of serap iron can lead to disruption of
the economic stabilization program now in being. This-represents a
significant change from the language of the Export Administration
Act of 1969, which considered a serious domestic inflationary im-
pact, not mmoh price rises. The reason for this change is critical to
the understanding of the thrust of S. 2119,
~ Inflation is not. wmere price inerease. The institute has shown re-
peatedly that scrap iron prices rise and fall as a result of steelmill-
and foundry-buying practices, but the price of new steel moves only
in one direction—up.

The two charts attached hereto as exhibiis 1 and 3 indicate clearly
and without challenge that there is no price inflation in the scrap
iron market since even today scrap iron is selling for approximately
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what it sold for in 19%6. Steel prices, however, are now more than
double the price of 20 years ago.

Reviewing these two charts shows that there is no relationship
between the price of scrap iron and the price of steel.

Moreover, if the premise inherent in S. 2119 had even a fragmenrt
of truth, the price of <tee! would have fallen when the price of scrap
fell. This obviously nas not happened even once during the past 20
years, though, also obviously, scrap prices have fallen sharply on
many occaslons

Inflation cannot be sustained as a charge in the scrap iron market.
Accordingly, the proponents of this bill found it necessary to shift
from the mere acceptable criteria of a serious domestic inflat nary
impact to oue that is concerned only with price.

The truth of the matter is that little or no impact on consumer
prices is traccable to the price of scrap iron. The recent increase in
scrap prices translates into an additional cost of less than §5 per car
on a new automobils; 12 cents per new air conditioner; and 50 cents
per new refrigerator. And this presumes that all the costs would be
passed foward. However. even this premise is unreasonable since it
would be expected that consumers would share in the subsequent de-
crease in scrap iron prices that always follow.

Yet, the mills and foundries argue that the price of scrap must
fall at present. At no point do the mills and foundries agree to
lower their prices when serap prices fall. Nowhere in the bill is a
safety mechanism provided to insure that scrap iron prices will not
fall to such low levels as to challenge the economic viability of the
scraps processing industry.

THE CONCEPT CF SCARCITY

S. 2119 refers to a “'strained supply/demand” balance in the mar-
ketplace for iron and steel scran without anvwhere discussing defini-
tions of this “strain.” The bill fixes 11 million tons of production in
any one auarter as a “shortage” condition and 11.5 million tons of
production in any quarter as a “critical shortage” without express-
g any basis for the calculation or offering any support to evaluate
the criteria employed or the figures used to establish the shortage.

Objective consideration of the shortage coi ~pts in this bill should
engender a rationale for the figures offered. No analysis can, in fact,
demonstrate that the numbers have any significance other than to re-
strict production, especially the export segment, with the anticipated
goal of lowering price. The philosophy is not one based on control-
ling shortage ; rather, it is one based on controlling price.

Reproduced below are the results of applying the trigger concept
during the vear 1969, 1970, and 1972. The calculations are taken
from a widely circulated letter prepared for the Ferrous Scrap Con-
sumers Committee explaining the finction of the so-called Bowman
Trigger which is the mechanism included in this bill.

[ The chart is printed at p. 95.

It is obvious that nothing is expected to change but the export
volumes. There is no indication that anv more material would have
been purchased domestically. This certainly challenges the concept
of scarcity. It is a reasonable expectation that, if a shortage existed



53

and exports were curtailed, domestic consumption would have in-
creased to reflect availability where previously there had been no
supply. No such result is indicated by the mills themselves.

Moreover, the absurdity of the conclusion that supply is short is
never better demonstmteg than in the same paper ngch shows that
in these 3 years alone, ihe ferrous scrap industr~ ~ctually produced
10 million more tons—4 million more in 1969; 3.3 million more in
1970; and 2.6 million more in 1972—thar would have been pur-
chased by the mills with the trigger mechanism fully operative.
Since the material was produced, clearly there was no shortage.

Why, then, the request for this legislation? In simplest terms, the
trigger concept envisioned in S.2119 is a subterfuge—it 1is
price/control legislation; self-serving legislation by one industry
that is asking the Federal Government to protect it from the fallacy
of its own ways. 3.2119 is special-purpose legislation of the worst
magnitude since it would frust.ate one industry that did not create
the current situation facing the domestic mills and foundries—a
problem of price, not supply—to relicve the oiher industry which
created—and will create again—the problems of current concern. In
fact, these consumers are already engaging in the very same tactics
that created the situation to begin with and from which they now
are asking governmental relief.

If the mills do not intend to purchase more than they did without
the export restrictions, there cannot have been a shortage. That is a
reasonable, and the only logical, conclusion. The answer then is that
the mills want the knowledge that millions of tons of scrap iron wili
be available without a viable market. The presence of that huge sup-
ply overhanging the market can only have one effect: A sharp de-
cline in price!

Other evidence of the lack of a scrap shortage exists. The Envi-
ronmental Protection Agency. in conjunction with the Scrap Metal
Research and Education Foundation, sponsored a study of iron and
steel scrap problems. The research, conducted by Battelle Memorial
Institute, Columbus Laboratories, developed two important conclu-
sions:

(a) Obsclete serap in inventory as of 1969 totaled 750 million
tons;

() Only about 60 percent of the new annual supply of obsolete
metallics is recyeled.

Both of these conclusions merit serious consideration by this com-
mittee.

First, the available metallics in 1969 clearly indicate that there is
no shortage of ferrous units. In fact, if no new scrap iron were
added to the cycle yearly, the available and existing inventory would
meet the needs of the steel and foundry industries-——both domestic
and foreign—for approximately 15 years even at today’s levels of
scrap consumption.

When the nct result of the 60 percent annual recycling rate is
added to the 1969 inventory, the effect is to increase the available
metallics by approximately 30 million tons annually, thus increasing
the available metallics to levels far in excess of 750 million tons.

It should also be stressed that the 750 million tons are only those
units of iron which are obsolete—none of this material includes tae
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iron and steel products still in use in the form of buildings, railrced
tracks, cars and trucks, and so forth. If the available metallics ‘n the
form of usable iron and steel is added to the obsolete inventory, the
total available for eventual recycling amount to an almost astronom-
ical 2.1 billion net tons.

To avoid any possible misinterpretation of the Battelle conclu-
sions, I have attached as exhibit 4 the summary pages of the calcula-
tions which clearly indicate the vast reservoir of iron and steel scrap
now avaiable. This sophisticated analysis effcctively destroys any
rotion that scrap iron might be in short supply.

BUYING PRACTICES OF MILLS AND FOUNDRIES

The volatility of the ferrous scrap market rests with the purchas-
ing practices of the steel mills and foundries. These buyers fail to
follow the basic purchasing policies which characterize the procure-
ment of essential materials in virtually all other manufacturing in-
dustries. Inventory control practices which would minimize the neg-
ative impact of wide price fluctuations generally are not used.

The opportunities for informed buying to flatten the peaks and
valleys abound >or the scrap buyer. It was possible to buy more than
the required scrap at the low price levels which existed during the
doldrums of the past 2 years. Some mills did, thereby insulating
themselves to varying degrees from the recent price movement. The
fact that such buying relieved the problem for those mills indicates
that it is not the export of scrap that has caused ihe price rise;
rather, it is the buying practices of the majority of the domestic
scrap purchasers.

Generally, the mills and foundries have not purchased with any
concept of need to preserve a viable supply system; rather, they buy
to meet crises and as such have created a crisis-controlled market-
place. They see no reason to buy when the price is low, ignoring en-
tirely the vame of adding to inventory at low purchase price levels.
The effect of this policy 1s to atrophy the scrap supply system to the
extent that when the next boom in steel demand arises, the steel
mills and foundries have very low inventory levels, which necessitate
fact and concentrated buying of scrap materials. This sudden burst
of Jdeinand can have one effect—an effect that all concerned recog-
nize, namely, higher prices.

When, after long absences, virtually all the mills and foundries
reenter the market at approximately the same time, at high volume
levels, the immediate demand cannot be instantaneously met by the
then available supply. The supply exists. but it is not processed ; in
many cases, it is not normally movable. The processor must pay a
realistic and economically feasible price to the collector of obsolete
scrap to encourage this participation in the serap cycle.

In basic terms, when steel demand rises with the resultant increase
in scrap detnand, whose firms and individuals who had been haulin
farm products or other merchandise can be induced to collect j
autos and other metallic discards only if the price is higher than
would have prevailed had the supply system been functioning prop-
erly. The firm or individual must be convinced to shift from other

ventures to scrap iron collection. They do so, realizing that the scrap
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market will not continue to provide a reasonable living since scrap
demand will soon be met and prices will fall, the scrap processor
must pay more; the steelmill must pay more. The problem is not ex-
ports or actions by the processors; the problem is the buying prac-
tices of the consumers.

Moreover, the commitment to flattening out the peaks and valleys
of scrap buying practices does not envision necessarilv 4 husa finan-
cial burden. To the extent that any mill or foundry would hoid o
and exercise tie option of adding to inventory when prices are low
and reducing purchases when prices rise, there is a necessary comn-
mitment of dollars, though such a posture is rewardable with large
returns to scale. In those instances where funds are not readily
available or where the funds have a higher potential in other invest-
ment alternatives, stability in the marketplace can likewise be at-
tained through use of longer term buying arrangements than the
30-day contracts now utilized. '

SITUATION OF FOUNDRIES

Much attention has been paid to the alleged plight of the found-
ries in this Nation, with some extreme news items noting the peril-
ous condition facing certain publicity-oriented foundries. In some
instances the situation appears to threaten the very existence of
these firms. In the main, tl:e claims are either overstatements or
false; in no case of which we are aware was a shortage of scrap
proven.

Foundries who have complained are generally very small firms.
They have developed a pattern of single or dual source buying with
no concept of the market and no concern with availability. Thus, in
the case of one foundry, which had been buying a particular grade
of scrap for years, the absence of supply from its long-standing
source led to a formal complaint to the government. It was quickly
established that the supplier to that foundry was a steel mill—not a
scrap processor—and the mill found it more advantageous to use the
material itself. A noncustomer of the scrap iron industry asking that
serap iron exports be controlled because he could no longer buy
scrap iron from an industry with which he never did business any-
how.

A second case concerns a grade of foundry scrap iron that was the
byproduct of another steelmaking process. Such byproducts no
longer exist at that source, with the result that again a complaint
urging scrap iron export restrictions was lodged. The grade in ques-
tion is not exported so that a total embargo will be of no use to that
foundry.

In a third case, the foundry required a most unusual, most de-
manding. and most costly grade of scrap material, which, in many
cases, was not accepted by the foundry after it had been prepared
-and shipped. with the ‘added freight cost. now part of the delivered
price.

A rejection by a mill or foundry provides the scrap shipper with
two options—take the material back and bear a second freight
charge or negotiate to sell the material at a lower price. In either
case, the scrap shipper loses. Shipments are made under these condi-
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tions only so many times before the cusiomer is no longer desira’ie.
That was the reputation of this one foundry which also complained
because sllegedly no one would produce to its specification. The ma-
terial thus was allegedly unavailable. In fact, the foundry was of-
fered the material it wanted at a price $3 under the seller’s freeze
price, but only if the foundry would inspect and accept the material
at the shipper’s yard. The offer was never accepted.

Another foundry quadrupled its demand of a particular scrap
grade, and when the scrap processor was only able to double its out-
but virtually overnight to meet the new level of demand, the

oundry complained to the Government. even though metallic alter-
natives were readily available for it to melt into the identical prod-
uct. It refused the suggested alternatives choosing instead to com-
plain to the Federal Government because the other material was
*“too expensive”.

Finally, special mention must be made of the cast iron and soil
pipe foundries. Here the problem is somewhat different. There is
simply a shortage of cast iron scrap. The reason is obvious—how
many persons have oast iron radiators or cast iron bathtubs in their
homes or cast iron pipes for their plumbing? There is obviously
vefly little cast iron scrap to be recycled. .

hus, many progressive foundries are converting their charges
from cast iron scrap to steel scrap and are producing the same prod-
ucts with the same quality. Obviously, Congress does not expect the
scrap industry to create scrap cast iron—nor should this Congress
condemn the scrap industry for being unable to provide one particu-
lar grade of scrap iron when countless other substitute grades are
available. The Congress cannot permit a technologically inefficient
“tail to wag the dog.” Moreover, cast iron s»rap is not exported in
any significant amount, so the impac: of controls on this grade
would%c minimal, if at all recognizable.

If foundries are in trouble, it is not because of the price of scrap
iron. The foundry industry is suffering from costly expenditures
required to add air pollution control equipment, and many foundries
are no longer functioning because the cost was something they could
not bear. Other crippling factors are the ¢ calating costs of coking
cos! and the true shortage of ferrosilicon, both of which have expe-
rienced price conditions reflecting of scarcity with the resultant in-
flationary impacts. Yet no hue and cry is raised about these products
or their price and supply status.

JAPANESE PURCHASERS AND FOREIGN CONTROLS ON FERROUS SCRAP
EXPORTS

There are broadly-based misconceptions that only the United
States permits the exportation of ferrous scrap and that the Japa-
nese buy all of their scrap iron needs from the United States. Both
of these concepts are incorrect. ‘ o o

First, Japan imports scrap iron from many countries in the world.
For example, during the first 5 months of 1973, the Japanese im-
ported scrap iron from Australia, the Soviet Union, Canads, and
India, to name but a few other nations exporting to the Orient.
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Admittedly, the tonnage is significantly higher from the United
States than 1t is from the other nutions, but review of the American
location of scrap available for sale would indicate that this would be
an expected result. For example, since the west coast has far more
scrap generated and available than can possibly be used domesti-
cally, exports to Japan are a natural consequence.

Second, the Institute has been able to develop a partial list of
other exporting countries in the world, in addition to the United
States, to meet the often stated iucorrect allegation that only the
United States permits scrap iron exports.

Included on the list of countries exporting ferrous scrap are West
Germany, France, Italy, Holland, Belgium, Luxembourg, Ireland,
Norway, Austria, Finland, Portugal, Sweden, Iceland, Australia,
Rumania, Yugoslavia, East Germany, Tunisia, Liberia, French
Equatorial Africa, Canada, and other nations, including many in
South America.

Moreover, none of these tonnages is minimal, especially in rela-
tionship to the volume of scrap iron retained domestically in the Na-
tion for its internal use. Thus, the arguments about the uniqueness
of American scrap iron exports is nothing but an illusion; American
scrap iron competes throughout the world with scrap iron generated
and sold, with the blessing of the national governments involved, in
those foreign markets where ivon units are desired.

PROFITABILITY OF THE STEEL INDUSTRY

In light of the allegation that scrap prices are “critical inputs” to
the steelmaking process, it is worthy of inquiry to establish what
happens to steel profits when scrap prices are high. If the steel in-
dustry’s premise 1s correct, steel profits should falehen scrap prices
are high and should rise when scrap prices are low. .

The facts of profitability are the exact opposite. When scrap iron
prices move upward, steel industry profits move upward also, and
when scrap prices fall, steel industry profits also fall. High scrap
iron prices parallel high steel industry profits—and this result is a
reasonable expectation, not a coincidence.

Since the steel industry is one based on capital investment, when
such capital is less than efficiently utilized, profits may not be signif-
icant or they mount slowly. However, when operating levels ap-
proach peak efficiency, profits mount rapidly. Thus, rather than
forecasting poor financial results, high scrap iron prices foretell sig-
nificant improvement of steel industry finances since high scrap
prices mean high steel demand, higher production levels, more
efficient operating practice and more net income.

In fact, in the 2 years recording the highest scrap iron prices in
recent history—1956 and 1957—steel industry profits were at record
levels. The evidence clearly supports the fact that high scrap prices
are symptomatic of excellent financial news. To escalate further
these profits to even higher levels, by artificially lowering the prices
of scrap iron, clearly is not justified.

The indications are that 1973 will follow past trends. While the
steel industry implores the Congress to legislate a sharp decresase in
scrap iron prices because of the alleged effect these prices have on
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their financial ability to survive, that very same industry has re-
ported a 78.6 percent increase in net income during the first quarter
of 1973, the second highest percentage impiovement in profits of all
industries reporting in a survey printed in the Wall S.reet Journal.
(Exhibit 5.)

Steel mills are reporting record first quarter prorits in light of
higher scrap iron prices, as would be expected. Moreover, those mills
using only scrap iron as the metallic charge, are reporting major ad-
vances in their profit picture, again fully in conformity with expec-
tations.

While on the subject of profitability, it is also necessary to stress
the influence of cost associations facing all American industries. Ev-
eryone’s cost of doing business in the United States has increased.
However, the steel industry presents this case as if it were the only
industry faced with increasing costs for labor, machinery and equip-
ment, money, and so forth. The economy provides no insulation for
the scrap processing industry from these same forces. And the price
of scrap is only approximately what it was in 1956. Certainly, labor,
equipment, money and the fike are more expensive for everyone
today than in 1956. During the 17 intervening years, this fact of
business life was of no concern to the steel industry, which saw its

rices continue to rise while scrap prices hit lows of $25 per ton and
ess.

'The scrap processing industry is capital intensive. The equipment
which takes old automobiles and reduces them to grades of scrap is
huge—uvoth in absolute terms and in relative terms to the size of the
individual business firms. Certainly, the decision to invest $§1 million
to $4 million in an automobile shredder to increase scrap production
is as critical to the scrap processor as the decision to invest $150 mil-
lion in new melting capacity is to a stee.mill, when considering the
relative economic base of each firm.

In short, the steel industry allegation that scrap prices must be
lower because the steel industry is faced with higher costs of doing
business, is absurd. The scrap industry al~o is faced with higher
costs of doing business and should not be espected to subsidize the
steel industry with scrap prices below the levels of 17 years ago.

DETRIMENTAL EFFECTS OF 8§, 2119—EFFECTS ON THE DOMESTIC
ECONOMY

As Mr. Boggs will explain in more detail later, ISIS has calcu-
lated that if this proposal had been in effect since 1969, it would
have reduced the gruss sales of the scrap processing industry by
$750 million to $1 billion between then and the present.

This staggering loss of business obviously would be the difference
between profitability and loss for numerous operators. It likewise
would affect the profitability of the Nation’s railroads and port fa-
cilities and woul(y lead to significant reductions in jobs in the scrap
processing and supporting industries.

All of these sacrifices are demanded by the ferrous scrap consum-
ing industry solely so that it can increase its control over scrap price
and increase unreasonably its escalating profits. Any unbiased bal-
ancing of equities in this situation must result in a determination
that the controls sought are totally unwarranted.
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FAILURE TO COMPREHEND REGIONAL DIFFERENCES

S. 2119 fails entirely to appreciate the varying sources of metallic
solid waste. Scrap iron is not generated uniformly throughout the
country; it does not occur where scrap consumers would like it to
be. Rather, scrap iron results wherever people work, play, and live.
Because of domestic freight rates, it generally must be processed at
or near the place where 1t is found.

Thus, the bill does not recognize that millions of tons of solid me-
tallic waste are lying on the west coast and in New England—which
are both experiencing sharp decreases in volumes of locally produced
steel—for which there is no conceivable American demand. The im-
position of export controls on such material which cannot be used
ilomestically means only one thing—those solid wastes will accumu-
ate.

On the west coast, 214 to 3 times the annual possible consumption
of serap iron is generated. This scrap has no alternative destination
within the United States, since freight rates preclude movement of
the scrap across the Rocky Mountains. The populated areas in the
West would be inundated by mountains of junk automobiles, old re-
frigerators, and demolition materials that will rust and generate hty-
gienic problems solely because S. 2119 prevents their exportation. In
fact, significant volumes of home scrap are exported by the mills in
the area to this very day. How such an embargo assists the domestic
mills and foundries one 10ta is nowhere explained in the bill.

The same is true for New Englend, southern Florida, and many
gulf coast cities, where the accumulations of solid waste soon would
be the major problem for these geographic areas which today rely
almost exclusively on export markets to clear the countryside and
city streets of the vast annual accumulations of ferrous waste.
Again, the bill is silent on the benefit to such communities of S.
2119. Certainly, nothing will be gained by the Nation as a whole or
by these local areas when presently recycling metallics are precluded
from the only viable market option available. For this reason alone,
S. 2119 is confiscatory. Serap processors will be deprived unreasona-
bly of their only market, while no useful public purpose will result
from the cavalier action.

INTERNATIONAL TRADE AND MONETARY EFFECTS

Export sales of iron and steel scrap during the past 20 years have
ranged from a low of 0.4 percent—1953-54—of total scrap con-
sumed domestically to a high of 14.7 percent in 1961. [ Exhibit 6.]

The numbers indicate clearly that scrap iron exports are not the
determinative factor in the total scrap iron market, In fact, exports
are far less significant with respect to total domestic consumption of
‘scrap. iron than they are in the case of a truly short commodity—
coking coal. Moreover, the Japanese also were and are the major
factor in the purchase of export coking coal from this Nation, but
never is there any indication of the need for a coal embargo. No
trigger bills are advocated to limit foreign purchase of coal.

The U.S. Government has been strongly advocating increasi
world trade by American firms because og the overall impact whic
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this has on the American economy. Yet, such unilateral actions as
envisioned in S. 2119 would create serious international tensions
with long-range detrimental implications. The damage to future
scrap sales in the foreign area is so significant as to provide yet an-
other basis for the defeat of S. 2119.

Expoit sales of scrap iron contribute positively to the U.S. bal-
ance-of-trade position by an amount in excess of $500 million an-
nually. Imports of iron ore account for approximately the same sum
as a negative drain on the U.S. balance of payments. It would seem
that an industry which finds it necessary to import iron units while
undertaking policies that force the export of other iron units does
not need export controls to solve its problems.

Why doesn’t the steel and foundry industry agree to limit or ban
imports of iron ore until it consumes the available iron units in the
form of scrap iron? Why isn’t the trigger concept tied to a proce-
dure which would require the domestic purchase of available scrap
iron before any import of iron ore is undertaken? Why doesn’t the
steel and foundry industry omploy its hnge purchasing power in the
interests of helping the United States to produce a favorable balance
of payments rather than fostering an unfavorable one?

ENVIRONMENTAL IMPACT

No one can dispute that environmental considerations dictate a re-
duction in demand for irreplaceable natural resources such as iron
ore, and the encouragement of as much recycling as possible.

Every pound of scrap iron that can be collected, processes,
shipped, and remelted should be viewed as a positive contribution to
the environment and the economy. World demand for steel has cre-
ated a corresponding demand for ferrous scrap. Without this strong
demand. the metailics now being melted by scrap consumers would
contribute to the metallic solid waste problems. As a result, record
levels of obsolescence grades of scrap are moving to processing
plants from the countryside and remote areas of the Nation.

The ability of this type of material to move is directly related to
the price of prepared scrap. Abandoned and obsolete automobiles are
being transported from fields and automobile graveyards because
there 1s a demand for scrap. Farm implements left to rust ave being
collected and brought to market.

Since the early 1950’s, the amount of ferrous scrap recycled as a
percentage of scrap generated I-s declined. This year offers the po-
tential for & change in that disappointing downward trend. 'Fl?e
scrap industry’s consumers in the United States and abroad want
scrap. And, accordingly, the consuming industries, the scrap process-
ing industry and the Federal Government have the opportunity to
witness and participate in environmental economics by allowing this
total world demand for ferrous scrap to continue to be met; the
backlog of ferrous scrap will continue to move into the scrap cycle,
lessening the burden of solid waste.

To initiate artifical market controls would be an unfair, unwarranted
and unjust blow to the Nation’s efforts to combat land pollution.
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Iron and steel scrap is forced to compete in a market which allows
discrimination against secondary materials. Discriminatory freight
rates and tax policies provide a definite competitive edge to virgin
materials used in the iron and steelmaking processes. The impact of
these negative artificial factors on the environment have been well-
documented before this Congress and other departments, agencies
and commissions of the Federal Government.

Although the Senate and House have received legislative propos-
als to end these discriminatory policies and have held public hear-
ings on their merits, no congressional action to eliminate the dis-
crimination has occurred to date, although some relief may arise
during this Congress.

It is ironic that while we strive to see these discriminatory policies
nullified legislatively, we are here today in an effort to prevent yet
another discriminatory policy—a limitation of markets.

What is sought is legislation to limit the growth of the scrap
processing industry. Both the cconomy and the environment are ben-
efiting by the accelerated movement of ferrous scrap; both will suf-
fer if that movement is reduced by still another Federal obstacle.

The effect on the quality of our environment would be one of con-
tinued deterioration. It would seem that before this Congress
undertakes action with such potentially damaging environmental
consequences, it should engage in the same type of environmental
impact analysis as the 91st Congress wisely provided for in the Na-
tional Environmental Policy Act of 1969, with respect to executive
branch actions.

Among other things, such a study would indicate that this pro-
posal, which establishes a growth Lmitation on the scrap processing
industry, would increase dependence on virgin materials in steelmak-
ing. Both the Environmental Protection Agency and the National
Commission on Materials Policy have reported the significant ener,
savings realized by making new steel from scrap rather than virgin
materials. EPA further documented other environmental savings re-
alized by making steel from serap. [See exhibit 7.]

Environmental economics dictate that, rather than further impede
this Nation’s ability to recyele its waste, every effort be made at
least to allow these manmade resources to compete equitably with
virgin materials in a free market.

To add a new market discrimination to freight rate and tax policy
discrimination is totally unjustified.

Thank vou, sir.

Senator SteveExsox. Thank you very much, Mr. Berman. Do you
want to proceed next, Mr. Boggs?

Mr. Boaas. Yes; thank you, Mr. Chairman.

My purpose this afternoon is simply to outline to the committee
some of the legal implications contained in legislating a trigger
mechanism which S. 2119 provides. A summary of our thesis is: (1)
That this legislative proposal is unwarranted, because existing iaw
adequately deals with any conceivable demand or supply problem;
(2) that the proposal is too complex and unclear for congressional
sanction and provides too many opportunities for manipulation; and
finally (3) that the legislative effort culminating in this proposal
raises serious antitrust questions.

99-712 0 -3 -5
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For these reasons S. 2119 does not merit the approval of this com-
mittee and should not be reported to the Senate. If this special in-
terest legislation nevertheless is adopted, the Congress should require
that the price of finished steel be reduced by the total reduction in
scrap cost achieved by these export controls.

Additionally, import restrictions on foreign ore to the United
States also may be appropriate to stabilize demand for scrap iron
and steel.

The first premise we have is that the present law is adequate. I do
not think I really need to dwell on this.

I think Mr. Cook covered it very adequately in his presentation.
Suffice it to say that under present law there is adequate authoricy
to impose controls when a commodity is in short supply and there 1s
a serious inflationary impact caused by abnormal foreign demand.

Of course, this provision of the act has been used by the Com-
merce Department and while we disagree with that action, we do
recognize that the present law does provide that authorization.

Moving from that discussion to a discussion of the trigger mecha-
nism, we feel that the mechanism is extremely complex and is not
adequately set forth in the legislation.

The way it rcads vo us, it apparently would work as follows:
First, as soon as the total domestic receipts and exports for any cal-
endar quarter exceeded 11.5 million net tons of scrap, the export
limitatior. provisions of the bill become operative and the Secretary
of Commerce is required within 2 months of the end of this quarter
to impose ¢xport controls for a period of 6 months.

Total exports for this 6-month period are not to exceed one quar-
ter of the preceding 5-year annual average. -

It should be noted that even though exports during this preceding
5-year period, which are used as the base, were considered reasonable
at that time, the trigger mechanism cuts the volume of these exports
in half for the period of control.

One example of the confusing nature of this bill is that it is not
clear how the 5-year average is to be computed.

If controls were to commence September 1, 1973, for example,
would the 5-year period be September 1, 1968 to August 31, 1973 or
some other 5-year period ¢

Secondly, once export controls have been imposed, the Secretary
of Commerce apparently is required at the end of each month that
controls are in effect, to establish total domestic receipts and exports
for the preceding 3 months, although the first such determination is
not required until 415 months after the imposition of controls.

Once aguin the legislation proposed is unclear as to the period for
which computations are to be made. If controls are imposed
September 1, 1973, the first such determination is not required until
January 15. 1974.

The statute is unclear as to which' 3 months are to be included in:
this determination. If a determination is made that during the pe-
riod of control, domestic receipts and exports for a 3-month period
computed pursuant to the preceding paragraph exceeds 11.5 million
tons, a total embargo on exports for a period of 3 months must be
imposed, regardless of the fact that there may be cutstanding con-
tracts and outstanding orders issued prior to that time.
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This embargo may be extended for succeeding 1-month periods if
domestic receipts and exports continue to exceed 11.5 million net
tons for the 3-month period under consideration.

Thirdly, the bill also provides that controls may be lifted if “dur-
ing the calendar quarter” occurring during the 6-month control pe-
riod, domestic receipts and exports did not exceed 11 million net
tons. This bill does not take into consideration that in some 6-mcnth
periods, two calendar quarters will arise. In addition, the bil! does
not indicate what is to happen upon termination of a total embargo.

Are exports to be unrestricted at this point or restricted? In sum-
mary. because of its complex and confusing nature, S. 2119 is unsat-
isfactory from a technical viewpoint. thus adding further weight to
the numerous and serious policy objections to this proposal.

The second point I would like to make, Mr. Chairman, is the
point Mr. Berman touched upon and that is, if controls similar to
the controls envisioned in this bill were in effect for the last 3 years,
rather taan the next 3 years, those controls would have resulted in
the imposition of the trigger mechanism three times, one of which
would have resulted in a total embargo.

The results of that would have been over the last 3 years a reduc-
tion of 14 million net tons of scrap being processed in the United
States and not being exported.

A 14-million net ton reduction would be approximately $1 billion
in balance of payments receipts that were received by the United
States which would have been lost.

I think you can realize that 14 million tons of scrap which are
processed and exported, from e..vironmental points of view, are a
major net benefit to the United States.

The third point we would like to make deals with the antitrust
implications of the legislation. The fundamental issue before the
committee appears to be, should Congress enact special legislation to
benefit one industry whose member firms are large, powerful compa-
nies, which legislatic: will clearly harm an industry composed of
small, and in many ii:-tances, family firms.

In our estimation, serious antitrust questions surround not only
the merits of the proposed legislation but the means and niethods
used by the small group of firms sponsoring the proposal.

The proposal stems from efforts by a small segment of the steel
industry to set prices by securing legislation to {imit demand for
ferrous scrap.

As this committee is well aware, an agreement or conspiracy
among competitors to Jimit demand is a per se violation of the anti-
trust lass.

We recognize that certain joint industry undertakings have been
held not to violate the antitrust laws under the so-called Noerr-Pen-
nington doctrine.

- However, we submit that the actions in question by a small group
of firms who have recorded some of the highest profits in their his-
tory in the first quarter of this year, may not fall within this doc-
trine.

Accordingly, we believe the committee should at a very mninimum
obtain the views of the Federal Trade Commission and the Antitrust
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Division of the Department of Justice as to the legality of this situ-
ation under the antitrust laws,

What we, in fact, believe is that these few firms are in effect ask-
ing Congress to control prices when there is no demonstrated short-
age of scrap. :

In addition to the fact that the efforts to secure this legislation
raise substantial antitrust issues, the trigger mechanism presents op-
portunities for abuse. If you have a trigger mechanism that auto-
matically controls price and exports. it is not very difficult for a few
firms to get together any one period of time, look at the numbers and
decide that by advance buving in this montk, they can trigger the
trigger.

Once the legislative mechanism is triggered, as you know, it is
trigegered for a period of 6 months. So, tl: v could certainly get back
the few extra dollars it cost them to tr gger the trigger in that 1
month. over the nr:t 6 months, when th prices would tumble down
because of the imposition of the controls.

Finally, as we stated at the outset, if such a mechanism were
adopted, we feel at least two provisions should be added to the bill.

One provision would provide that any reductions in scrap prices
enjoyed as a result of governmental action of export controls would
be passed along to the consumer of steel and not simply retained by
the manufacturer of the product.

Secondly, we would hope that if scrap demand drops below a cer-
tain level, instead of increasing above a certain level as the trigger
mechanism calls for, if that happens, there would be some equal re-
striction on the importation of the competitive product to scrap,
namely virgin ore, so you would assure a floor of scrap demand in
the United States.

In summary, the institute strongly recommends that S. 2119 be
recognized for what it is, an attempt by a segment of the steel in-
dustry to control prices: sccondly, that this committee not adopt the
special legislation and finally, if the committee is going to consider
it further and more seriously. that it ask for the opinions of the
Federal Trade Commission and the Justice Department as to
whether or not there are any serious antitrust implications in the de-
velopment of the proposal.

Thank you, Mr. Chairman.

[The complete statement and attachments may be found at p. 119.]

Senator Stevexsox. Thank vo1, Mr. Boggs.

You have a chart depicting tuc price experience with steel and
serap stopping in 1972. Hasn’t there been, since the middle of 1972,
some of which is shown on the chart.

Mr. Bermax. That bottom figure on the chart shows some 1973 fig-
ures—the first 6 months of 1973.

Senator STevensox. I see; I didn’t see that, o ‘
What T am getting at is since the middle of 1972, and the imposi-
tion of the freeze, vonr No. 1 heavy melting scrap price rose by about

50 percent.

That price freeze must affect something. Does that, if not a scar-
citv, at least reflect a rapidly rising demand for scrap ?

Mr. BErman. Yes, sir, it reflects exactly what we have maintained
all along, and that is a rapid rise in demand, which is something
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that was completely unpredictable to us in the processing business.
And it also reflects the fact that many of the consumers had very
little, if any, scrap inventory and consequently all came into the
market at the same time, all seeking and looking for the same ton of
scrap, and on short-term contracts they simply ran the price up
trying to buy it.

It 1s difficult to explain, but scrap is bought, not sold, because of
the limited number of people to whom we have to sell it, and if
they all come into the market at the same time because of the re-
quirements of their business, then the only way they can get the ma-
terial, and it not necessarily has to generate from the scrap supplier,
it generates from industry as well, is to simply go out and bid
against one another to get it.

Senator StevENnsoN. Is there now a gap between the world price
and the domestic price for serap?

Mr. Berman. When you relate back to shipping cliaiges and load-
ing charges, et cetera: no, sir. I mean the price delivered, CIF, is
one thing. But when vou relate that back by deducting from it the
various costs of moving the merchandise overseas, the price is just
about the saine level.

Senator Stevexson., We all, T think, approach export controls
with the greatest reluctance, and in all cases of rapidly rising prices,
which to one degree or another are attributable to rapidly rising de-
mand, we would prefer increased productivity with which to meet
that increased demand.

Now, in the Battelle Institute Report, which I think you, Mr.
Berman, referred to, it was said, and 1 quote, “It is clearly indicated
that the serap industry’s capacity to produce is underutilized.”

The report citied figures showing the average scrap processing fa-
cility operated less than 48 hours per week with 80 percent of all
processors fitting into that category.

My question is with apparently underutilized capacity in the in-
dustry, this rapidly rising demand, accompanied by rapidly rising
increases, how is the industry going to respond ?

Is capacity going to increase in a way that will assure us stable
prices, no scarcities. and prices and a supply that will not only meet
the needs of the big companies that vou referred to. but also the needs
of some small companies. foundries, which are finding it very difficult
to stay in business at this time because of the prices for the serap ¢

Mr. Berman. Let me try to answer the question this way, sir.
When we talk about the capacity of the industry and its ability to
produce, we, of course, arc confronted wih the same problems of
manpower that anvone else is confronted with.

We also are confronted with the problem of selling the material on
very short-term contracts. Consequently, our buying policies are af-
fected by this very same thing.

The scrap that you buy today isn’t processed and shipped tomor- =~

row. Thus, you are buying in advance all of the time, or rather in
anticipation all of the time of what you are going to be doing
maybe 30 or 45 or 60 days from now.

No one; myself included; gears up a business to operate at 120
percent of capacity. And I think that is the situation that has con-
fronted the entire scrap processing industry, the steelmaking indus-
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try and everybody else in this country right now, that this tremen-
dous demand for metallics came upon all of us so suddenly that
though in the main the facilities are there, the manpower isn’t al-
ways there to utilize them.

We have cases in many areas of the country where consumers cf
scrap have called upon their suppliers tc triple and quadruple their
supplies.

As T say, these limitations have presented themselves to all indus-
try, and even the steel industry, which is now telling its customers,
you will get delivery in 4 months or 6 months from now. The scrap
business doesn’t operate that way.

In the scrap business here in the United States the consumer ex-
pects to buy at the beginning of the month and get delivery before
the end of that month.

It is extremely difficult. but in spite of that, we don’t know of
anyone who has not been able to obtain all of the material he might
need to operate his plant.

We won'’t say that they have not substituted one item for another.
That is true in my hoeme today. Mavbe we don’t get to eat all of the
steak we want, so we ext sommething else. But no one has had to shut
down because of a lack of metallics.

The consumers have gotten in the habit of using certain items,
and maybe right{fully so. and that is fine and dandy. but when they
are not available immediately in the quantity that they are asking
for, then they have found they have been able to use something else.

Dr. CuriLer. Senator Stevenson, if I may add to Mr. Berman’s an-
swer, I am Herschel Cutler. The bottom line shows a short-term
instability in price, but if yvou draw a line through it you will see
there is a long-term, very stable price as contrasted with the move-
ments on the top line, which is steel.

I think this is a very important consideration that you and the
committee should be aware of, sir, thai the movement is short-term,
which bears out what Mr. Berman has just said.

When there is a very quick, sudden demand in an industry that is
characterized by 30-day contracts, the only way you can meet that
sudden demand 1is to pay higher prices to the collectors to induce the
additional material to come onstream.

You can see it takes time—there is a gap—to get it.

Once it is reached, the supply being processed and offered to meet
the demand, once that level is attained, the price comes down. This
%g, the classic economic model. And the proof of it is that bottom

ine.

The flatness of the long-term price, though, I think, is extremely
important contrasted with the upward movement, the single move-
ment direction of the price of steel.

The other thing I think should be stressed is the legislation that is
being considered at the moment would stabilize only on the high
side. The suggestions that Mr. Boggs mentioned just a few moments
ago would tend to stabilize on the bottom side also.

If there is to be a concept of stability, obviously you have to sta-
bilize from both sides. When price goes up as well as when price
comes down.
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Ith’  “Yoth of those concepts are important.

Senc. - STevexson. Isn’t there one line missing from that chart,
alinedr .cting the prices for foundry products?

Mr. BerMaN. Are you saying, Senator, the price of the finished -
foundry product? It is an almost impossible figure to put your
finger on because there is a multitude of products and a multitude
of end uses, purposes for which they are made.

Some foundries make a finished product. Some make simply a cast-
ing which goes into fuither operation.

%enator StevensoN. T 1t may be so. I think the foundries,
though, or many of them, are feeling the squeeze and are hard-
pressed by the risiag scrap prices now, with many of them becom-
in,«i unprofitable.

Ir. Bersran. Well, of course, there is also another problem. Bir-
mingham happens to be a large foundry center and I know the cost
to these foundries of equipping themselves to operate in this da
and age under new pollution requirements. Many of them can’t ad-
just to these requirements, or, frankly, they are not profitable
enough to adjust to.

Then, of course, there are increased costs of the other raw mate-
rialls they use, over which they have even less control, such as coking
coal.

Senator STevensox. To get back to the question I asked, and I
am & little uncertain about the answer—am I right in interpreting
what you have said as indicating that in response to the acknowl-
edged increased demand for scrap the serap industry is not increas-
ing its capacity for production?

Mr. Bermax. No, sir; the serap industry, frankly, is processing
and delivering all of the scrap that is being called for.

I am sure that throughout the country the average operating time
has increased tremendously, throughout the various scrapyards. I
can say, if T look at Birmingham as an example, there is still a
great deal of excess capacity available for processing scrap to meet
increased demand. ’

Senator STevENsoN. There is more demand.

Mr. Beraax. The demand that is there is fully satisfied. If there
were more demand, the v .erial would be there and the hours would
be there to satisfy it.

Mr. Boges. One point which might be worth mentioning, Senator,
is that the processing capacity of the scrap industry is more than
adequate. The price goes up when the collection of the material be-
comes more and more exjpensive.

In other words, when you have to dig deeper for old automobiles
to process.

. So, when you have a sharp increase in the demand for the prod-
uct, the real significant part of the price increase from the scra
processor’s point of view is not the cost of processing the material, 1t
1s the cost of gotting the material from the scrap supplier, the junk-

yard, or what have you.

This problem could be ironed out if the purchase contractz were
of longer term, because all of a sudden you have a tremendous
increase in demand for the products, and then it falls off, then you
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have an increase again, which accounts for much of the price
instability.

Senator STEvENsoN. If, as you say, there is no sho of scrap,
or at least there is sufficient scrap and processing capacity to meet
the demand. what rationale did the administration give you for its—
by you I mean the industry—for its export controls ¢

Mr. Berman. Price.

Senator STevENsox. Is that all? T don’t believe under the law the
administration has the authority for imposing controls on that basis.

Dr. Cutier. I think a broader answer to your question, Senator,
would include the finding that there was an abnormal foreign de-
mand which create a serious domestic inflationary impact. That is
the requirement under the law.

I think Mr. Berman is reacting in a more precise sense.

Senator STevENsoN. I believe the law requires a finding of abnor-
mal foreign demand, inflationary impact on prices, and scarcity.

Dr. Curerer. I don’t believe so, sir. I think it says “or.”

Senator Stevenson. Well, we deal with that law day in and day
out. It is within the jurisdiction of this committee. I can state that
as a fact. I don’t know what the administration’s rationale was to
you. That is why I asked the question.

But the law is quite clear, and we have discussed it ir. recent hear-
ings with the administration. I don’t think there is any misunder-
standing or misinterpretation on the part of the administration. In
fact, it 1s seeking broader authority because the law does lay down
the three requirements.

Dr. Cutrer. I am sorry. I just checked. The confusion came from
the House activity on that legislation where I thought the word sub-
stituted was “and,” whereas in fact the word substituted was “or.”

I have it backwards. You are quite correct. The House bill pro-
[‘)os<:,is”to change the law to substitute the word “or” rather than the
“and.

Mr. Bermax. I might comment, Senator, that when this hap-
pened, the question was asked of me as the president of the organi-
zation if I didn’t feel we had legal recourse aginst the action because
of the manner in which it was taken.

My only answer at that time was, and still would be, I would
really like to see whether we are going to be sericusly hurt by it be-
fore I decide to take some legal action against it. Certainly until the
Department has the opportunity to implement and we see what is
going to be done, I hate to run around crying “wolf” and hollering
that we are greetly damaged by it.

Mr. Boges. I (hink another point that ought to be stressed here,
Senator, is that under the present law the administration has the
flexibility to take into account the fact that almost all of the scrap
produced in California is either exported or it is not consumed be-
cause you can’t ship it into the midpart of the United States,
whereas under a trigger mechanism there would be no recognition of
the geographic distortion that could take place.

Senator SteveNsoN. Then in your opinion the administration ex-
ceeded its authority by imposing the export cortrols?
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Mr. Boces. We disagree with its findings. I think if its findings
were accurate——

Senator Stevensox. We have agreed on what the law says and
that it does require a finding of scarcity. You say there is no scarcity.
I don’t think you can escape the conclusion that the administration,
in your opinion, has exceeded its statutory authority.

Mr. Boocs. That is correct.

Mr. BermaN. Yes, sir.

Senator SteveExsox. Senator Cranston, do you have any ques-
tions?

Senator Cranstox. I just wanted to ask you, Mr. Boggs, aboct
one statement you made indicating that the proposed legislation had
serious antitrust implications. What do you mean by that? Are you
sugg;alsting that the foundry industry constitutes a small monopoly
or what?

Mr. Boges. No, sir; I am not. I am suggesting twe tnings: (1)
That such a proposed trigger system could lead to the possibility of
antitrust action because if you know for example, in July, that you
are right below the 11 million tons or whatever the committee de-
cides 1s the figure for that period of time—I am talking more about
the steel industry than I am the foundry business—only a few major
buyers of scrap—without even talking to each other. could easily de-
termine if they placed orders before the end of July, even though
they didn’t need the scrap in August when they would receive it,
that the receipt of that scrap the following month could be high
enough to trigger the trigger mechanism.

They would, therefore. benefit over the next 6 months from lower
prices. And it just doesn’t take a great deal of crystal balling to see
them doing that. But the results would be a price impact that is un-
warranted and I think that really raises a question of whether or
not the law itself leads to that result.

Senator Craxstox. Thank you.

This question is addressed to anyone who might most appropri-
ately answer it among the panel. To what extent do you feel the
foundries could, to at least some degree, get around the present
shortage by any of the following measures: Using more pig iron;
switching to different grades of scrap; or making a greater effort to
collect scrap from outlying areas?

Mr. Bermax. I am sorry. T didn’t understand the last part of the
question.

Senator CraxsroN. Making greater efforts to collect scrap from a
more widespread area.

Mr. Bermax. Well, let me say this: I don’t think anybody thinks
that there is an overabundance of pig iron in this country. Certainly
in the Southeast there is not. Many of the blast furnace facilities in
the South have been closed for numerous reasons, pollution require-

ments and so forth.
~ Consequently they just have shut down; gone out of business.

Then, the last part of your question, as far as more material is

concerned. we maintain that more material is avy lable and the price
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will bring it out. The higher price is paid to the peddler who in
turn goes out and brings in that marginal material.

The second part of your question 1s probably the logical answer to
any lfloundry, and that is the substitution of one type of material for
another.

In my experience in this business I have found that many found-
ries, particularly small foundries, have limited facilities for analysis
work, lab work, et cetera. and have simply established procedures
and types of scrap based on the luast likery to give them any trouble
in their processing.

Consequently they have established these procedures and they
have established these grades and this is what they use and in nor-
mal times they have been able to get o ervthing they want in those
particular grades

We are now confronted with a shortage of pig iron in the sense
that there is less being made, there certainly is not an overabund-
ance of cast scrap anywhere in the United States because it is a
grade of scrap that is dving, it just is going out of existence. And
many foundries used this material in times past.

We have seen in our area that many foundries have changed their
melting procedure and their melting facilities to enable them to
switch from cast iron scrap, for example, to steel scrap by going to a
basic cupolo instead of an acid cupolo.

We also find many foundries are substituting one grade for an-
other, and. with just a little more effort and folloewing stricter proce-
dures are doing just as well and still getting a plentiful supply of
serap.

Senator Cranstox. I wonld be interested in your comments on the
particular problems we face on the west coast. On the one hand the
west coast foundries use a particularly high proportion of scrap and
are, therefore, suffering from current high prices. On the other
hand, it is argued that the west coast produces more than it con-
sumes and that it is too expensive to ship the surplus scrap to the
eastern foundries; therefore, it is argued that exports are particu-
larly important to the west coast.

Can you comment on that geheral situation and any other aspects
of the west coast problem you care to?

Mr. Bermax. From what we have been told about the situation on
the west coast, the area itself generates many thousands of tons of
scrap in excess of what the entire foundry and steel industry is ca-
pable of consuming out there, or has consumed, or has shown any
desire to consume in the past.

As far as the foundries are concerned, here again the major prob-
lem that we have found has been this desire to increase demand for
specialized grades in a relatively short period of time.

Well, in cases that are outlined in our presentation, most of these
have taken place on the west coast. where foundries. have gone into a
particular supplier because this is the supplier that supplied them in
the past when they were using a certain amount and simply said
look, our business has increased, we want to increase our supply of
scrap fourfold and, as one of our members told us out in Los Ange-
les, we have now gone from one shift a day to two shifts a day, with
the temperature 106 degrees, and T just can’t find anybody to work
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the third shift to produce more scrap for these Q)ple. He says we
have talked to other people, we are trying to subatitute and
are doing the best we can, but when the demand in: that sud-
denly then, of course, it becomes a matter of substitution. We can'’t
always get the one grade of scrap which some foundries like to use
in order to decrease their metallurgical problems.

Mr. Booes. I think one point should be added. There are certain
scrap processors on the west coast that do nothing but export. Their
customers are totally export customers. And again if you have a
trigger mechanism, it would certainly &ffect those particular compa-
nies more adversely than it would affect somebody processing scra
in Birmingham who has a small percentage of its product exported.

You wernld virtually put the fellow on the west coast out of busi-
ness, though it might not have such a drastic effect on the operator in
the Southeast or South.

Senator CraxstoN. Does scrap sell on the basis of a national price
or regional price ¢ :

Mr. Beryax. It is fairly well regional, yes, sir. Regional, proba-
bly, I would say east of the Mississippi River, with freight rates
taken into consideration. And, then, of course, your west coast mar-
ket price 1is regional and export.

Senator Craxstox. How do the west coast prices compare to those
in other regions?

Mr. BermaN. Right now 1 would venture to say they are fairly
ciose. There are different grades and different locaticns. I think in
our specification booklet today we have some 70-80 differen. grades
of scrap iron.

Concerning the west cuast, you asked earlier another question I
wanted to answer. We had a complaint from a consumer oa the west
coast about a certain grade of scrap that he couldn’t buy and we
found out that he wasn’t even buying from a scrap processor. He
had been buying scrap from a steel mill out there and the steel mill
decided it wanted to use the material itself.

There is nothing that obligates them to sell scrap. It was just a
byproduct and consequently when he walks into the market and de-
cides after all this time that he wants to go into the open market
and buy, it becomes difficult because it is a special preparation, a
special type of material that he wants.

There are steel mills—I might say this to you—on the west coast
that operate their own scrapyards and buy scrap in direct competi-
tion with these very people that would be controlled. These mills
have also sold scrap for export themselves.

Mr. Boaes. I do think it is fair to say, though, that if you impose
export controls, the price on the West Cosst would probably fall the
quickest in the sense that you would have the largest——

Senator CraxstonN. Would probably what ¢

Mr. Boces. Fall the quickest of any region because you would
have such a surplus of scrap located on the west coast.

Mr. Berman. I think one of the largest areas of production for
which there is no domestic consnmption is in the San Francisco Bay
area. There is very little scrap consumed in that area and the pro-
duction is very, very large.
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Senator CransToN. Thank you very much; that is all T have.

Senator Stevenson. We will have to move along. Just a couple of
brief questions. '

Mr. Cook said that the Department of Commerce saw a short sup-
ply, in other words, a scarcity due to an expected 1973 demand of
about 8 million tons greater than the total produced in any previous
year. He didn’t say anything about price.

Is the industry going to be able to meet that demand ?

Mr. Berman. Yes, sir,

Senator STEVENsON. At what price?

Mr. Bexmax. At what price?

Senator StevensoN. What is the effect going to be on the scrap

rice?
d Mr. Bermax. I frankly was of the opinion that we had peaked
out right now in price. I don’t know what is going to happen with
the licensing arrangements and what effect that will have on the
price. We are already seeing declines in scrap prices in various
areas.

Senator StEviNson. Let’s assume no controls now, no export con-
trols, and a free market. What would the effect of that large in-
crease in demand in 1973 have on scrap prices?

l\lg'. Berman. On scrap prices, they would be up. They would have
to be.

Senator STEvENsoN. How much ?

Mr. Beraan. Well, I would say from—I am just trying to put
some figures together as to how much the market was up from Janu-
ary through June. Roughly about $10 to $12 a ton. And the scrap, I
might say this to you, Senator, from what we have been told and
what we find, the scrap was flowing in record tonnages into the
yards of the processors and moving through there and going out in
record tonnages.

One of our biggest drawbacks, frankly, has been the shortage of
railroad cars. Many of our members, particularly in the Midwest,
have scrap—I don't know if the situation has been alleviated—but
had scrap backing up and backing up, getting worse and worse be-
cause of the shortage of railroad cars.

. Senator StevexsoN. Will you have to meet that greatly increased
demand through widespread substitution of grades?

Mr. Bermax. I don’t think it would be widespread substitution be-
cause in the steel industry the number of grades used is relatively
small. It is more in the foundry industry than it is in the steel in-
dustry that you would find substitution of grades.

The producing industry has developed in such a way that many of
the types of scrap which are processed, for example, the old automo-
bile, are prepared in processing facilities that have changed so dras-
tically that the end product is considered a much better end product
today than it was 5 years ago..For example, the advent of the
massive shredder that takes the automobile and tears it up and pro-
duces an extremely cl< . piece of iron that previously went into a
No. 2 bundle and wasn’t considered all that clean. -

And yet the No. 2 bundle itself is a most desirabls item today for
some consumers, simply because of the demand.
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Dr. CurtLer. Senator, I think a further answer to your question on
price is that one of the determinants would be for how "~~~ = period
{;f t}me is the steel industry’s domestic demand going - at this
evel. T

In other words, we could go to two or three shifts a day, working
5 days a week. These things could be accommodated. But when you
make that permanent commitment to a second shift or another day,
you have created a fantastic liability.

As Mr. Berman said, the commitment to us is 30 days. So the im-
pact on price is a definite function of how long a period the steel
mills continue to buy at this level.

Senator STevEx=oN. [ don’t know on what basis the Department
of Commerce makes its projections but it is projecting that increased
demand on the basis, presumably. of some increased consumption by
the steel industry.

Dr. Currer. Yes, sir. As T understand that projection, it is ap-
proximately 42 to 43 million tons domestically and the rest of it is
the anticipated foreign.

Senator STevexsox. Finally, your second recommendation says
this committee should request the Federal Trade Commission and
the Department of Justice to investigate the joint efforts of a certain
segment of the steel industry to control demand for scrap and, there-
fore, control prices.

What segment of the steel industry are you referring to?

Mr. Bermaxn. Well, sir, we feel, frankly, that it is the non-inte-
grated segment of the industry that is seeking this control, more so
than the integrated segment of the industry.

There is a committee which has been formed called the ferrous
scrap consumers committee that is composed of all non-integrated
%teel producers who are seeking the passage cf this legislation, or
leading the attempt for the passage of this legislation.

Senator Stevensox. That represents the segment of the steel in-
dustry that is controlling demand for scrap and, therefore, prices?

Mr. Bermax. Well, of course, what they are trying to do here is
simply to get the Government to pass a piece of legislation which in
our opinion would control the price of scrap. It certainly would
make it easier to control because without a segment of the market to
which scrap is now being shipped, the market would tend to be con-
trolled and, of course, as we stated, when you reach a certain level,
by a little more buying, you can artificially control this market.

Senator Stevenson. There is nothing unlawful atout any industry
or segment therecf coming before the Congress and asking for legis-
lation. You are saying we should request the Federal Trade Com-
mission and the Department of Justice to investigate some appar-
ently unlawful activities on the part of some industry or segment of

the industry.

I am asking you now 'what that segmert is. There is nothing -

wrong with industry groups coming before .nis committee to sup-
port one bill or another.

Mr. Boaes. T am sure you know, Senator. that this is an unclear
area of law. There have been two Supreme Court decisions on it.
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The fact, that the issues reached the Supreme Court is significant 1t-
self. The questxon here would be—and I am not s

I am simply saying it is our opinion that the Fedenl
m Commission and the J ustice Department may want to look
into the question of whether it is going on—whether six or seven
major steel companies got together and sat around the table and said
the best way we can control scrap prices is to go befcre the Senate
B&?ll:lng Committee and seek legislation to get those prices con-
tro

T am not sure that would be considered under the Supreme Court
decisions as a legitimate legislative interest on behalf of an industry
group. Ithink if it were not a legitimate interest it could be subject
to antitrust action.

Senator SteveNsoN. You use the expressic: “joint efforts.” By
that do you mean the efforts of these noninteg. ..ted users to support
this legislation ? Are there other joint efforts? What do you mean by
joint efforts?

Mr. Boeas. I think maybe Mr. Berman and Mr. Cutler can answer
better than I. I think these efforts have been going on at the admin-
istrative level for quite some time. I also think tiis commitiee was
formed and I think you have witnesses from the committee coming
before you later today who can answer this.

I think the ad hoc committee was formed either because the trade
association of the steel industry either did not consider this a prob-
lem that affected the entire industry, so it didn’t take a formel posi-
tion on it in these hearings, or for some other reason, I am not sure
what, but a special group of the industry was formed for this pur-
pose and I assume they can tell you about it better than we can.

Mr. Berman. Of course, the effort, in our understanding, this is
not the first proposal for this piece of legislation; to our under-
standing this piece of legislation was proposed on the House side
and there is a continuing effort to try to get this bill passed and, of
course, as we say, we feel that passage of this bill would control
prices for ferrous scrap.

How they go about getting it passed and what efforts are used, the
continuing egg been going on for some time, I don’t think there is
any secret about the fact that this mechanism was first pro ins
trade publication some months ago and an effort was e to have
it propwsed and it didn’t, to our knowledge, get any particularly
great reception. Yet, here we are back again with the same proposal
and again repeating ourselves to do our best to see to it that it does
not become part of the law.

Senator STEVENsoN. If you want to supplement that answer with
any evidence of unlawful activity on the part of any segment of the
steel industry we would be glad to consxder it a.ng refer it to the
Federal Trade Commission and the Department of Justice.

At the present time I don’t believe we have any such evideace
which woqu enable us tc follow that second recommendation. If you
have it, give it to us.

Thank you very muci, gentlemen. Your testimony is very helpful.

[Compf te statements follow :}
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STATEMENT OF FRED BERMAN, PRESIDENT,
INSTITUTE OF SCRAP IRON AND STEEL, INC,
BEFORE THE SENATE BANKING, HOUSING
AND URBAN AFFAIRS COMMITTEE ON
SCRAP IRON AND STEElL. FXPORT CONTROLS

Mr. Chairman and members of the Comnittee, wy
name is Fred Beﬂqn. 1 appear as President of the Institute
of Scrap Iron and Steel, Inc. (ISIS), a national trade
association representing approximately 1,250 processors,
brokers and dealers in the metallic scrap processing industry,
Ingtitute members process, ship or otherwise handle approximately
90%-95% of the iron and steel scrap purchased in the United
States and handle equally impressive percentages of the many
other metallic solid waste materials which are recycled in our
economy, 1 am also President of Berman Broas. Iron and Metal
Co., Inc., headquartered in Birminghaa, Alabama, a scrap processing
firm specializing in the preparation of ferrous metallics for
recycling into iron and steel products.

Accompanying me this morning are the Executive Director
of the Institute, Dr. Herschel Cutler, a professional economist,
and Thomas 1, Boggs, Jr., Washington Counsel to the Institute.

The Ingtitute objects in the most strenuous terms
possible to the export control mechanism set forth in S,2119,
These controls are designed by the scrap consuming industry,
one of the largest domestic industries, to permit it to
exercise price control over a wuch Pller industry cosmposed

of many small companies processing iron and steel scrap.
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The bill, us even its authors admit, would result in actually
' reducing total scrap sales by as much as three-quarters of a
billion to one billion dollars over the life of this legislative
proposal,

Congress i3 belng asked to sanction industry efforts
to regulate prices, regardless of the fact that this will
reduce scrap processing industry sales by hundreds of millions
of dollars, that it will prevent millions of junk automobiles
and other obsolete metallics from being recycled, and that it
will have a seriously detrimental eflect on the United States
balance of payments position, These statistics are not
unsupported assertions, but are based upon the steel industry's
own calculations of the effect of the legislation on ferrous
scrap sales, The audacity of such a blatant special interest
legislative request is startling, particularly when there is

no demonstrated need for such legislation.

I. FERROUS SCRAP MARKET

Before discussing the Institute's specilyic concerns
with S$.2119, a bill which would expand vastly this country's
use of export controls, it is essential that this Committee
understand the operation of the ferrous scrap market. Once the
forces in this market are understood, it will be clear to the
Committee that the proposed evpainsion of export controls is
not only unwarranted but is in fact detrimental to the ferrous

scrap market,
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A, The Scrap Market

Iron and steel scrap is sold in a market governed
solely by supply and demand. The market historically has
experienced numerous short term fluctuations reflecting these
forces, Exhibit 1 shows a twenty year history of the price
movement of No. 1 Heavy Melting and the price of finished
steel during the same time period. It is cobvious that the
wide swings in scrap iron price, up and down, all tend to
exhibit a long-run equilibrium around a narrow price range;
the situation with regard to steel price is uni-directional,
upward.

It would seem to be unnecessary to discuss basic
economics and the role of price in establishing available
supply for a commodity that is traded and for which an almost
limitless supply exists. However, this bill requires such an
exposition.

In times of high demand, the scrap processor must
"pass on" any increased selling price which it receives to
scrap collectors to entice them to bring to the processors'
yards the necessary scrap to meet the orders of the mills and
foundries., This is the critical corcept.

In normal times, the collector, scavenger or peddler
provides the scrap processor with the most easily obtained
scrap materials to meet the demands of the mills and foundries.
When scrap demand rises in respcnse to an increase in steel

demand, the scrap processor must be able to interest the

99-7130-73 -6
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collection system in developing sources of metallic solid waste
that normally and unfortunately are not recycled. T%e processor
also must create the atmosphere in which persons and firms

not otherwise employed in scrap collection will turn to that
activity to increase the available metallics.

The only known vehicle to accomplish this end (short
of governmental edict or voluntary citizen effort) is price.
However, since the édditional material sought is not part of
the normal scrap flow, additional dollar sums are required to
sponsor the outlying collections and the attraction of new
collectors.

In simplest terms, scrap iron on the Eastern Shore
of Maryland will move much faster if the price is high than
it will when the price is low. There 18 need to sponsor such
movement and the method is higher prices.

The irony of the position o.! the mills and foundries
is that they are advocating, through $,2119, a procedure which
will lower the price té the processor and thus to the collector,
thereby creating the very shortage potential which they want to
avoid. When the marginal collection of solid metalli~. waste
is not profitable to the collector, he will not collect. At
that point there is a real danger of a shortage, This danger
cannot occur ;hile price remains at levels that support the

- present extensive collection efforts.
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B. The Steel Industry

Practically all steel produced, in the U.8. as well
as abroad, is derived either from the snelting of iron ore or
from the remelting of iron and steel scrap. In so-called
integrated steelmaking, iron ore is smelted in a blast furnace,
and the resulting hot metal 1s generally converted to steel
via the basic oxygen steelmaking process. The praoportion of
scrap used in the basic oxvgen steelmaking process is very
nearly equivalent to the proportion generated within the
steelworks during rolling, finishing and sizing of steel products.
Accordingly, in terms of net finished steel shipped, the basic
oxygen process neither generates nor consumes significant amounts
of scrap. The tonnage of steel shipped from integrated plants
is roughly equal to the tonnage of blast furnace hot metal
smelted from ore.

In so-called non-integrated steelmaking, scrap iron
and steel frcm various sources is remelted in an electric-arc
furnace, then refined to steel. Generally speaking, no ore
ig used, and all of the finished steel ieaving the plant has
entered the plant as scrap reclaimed from industrial operations
and the salvage of obsolescent steel devices and structures, As
in integrated plants, there is an internal reflux of processing
Scrap.

Integrated steelma’ing is characterized by large-scale

operations, large unit increments (o capaclity and very high
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_ long~term investments. As nominal figures, one might cite
capacity changes in terms of vaits of 4000 tomns per day, or

1.5 million tons per year, costing from $300 to $350 per

annual ton of new capacity or $450 million per step increment.
A decision to increase integrated capacity by building new
facilities has a cycle time of about two to four years, mainly
engineering and construction time. Once built, new integrated
capacity must be fui" utilized owing to high fixed charges. )
1t steel demand cannot absorb the new prodyction in full, older
operations (generally built in smaller increments) will be
retired or temporarily idled. A decision to activate a blast
furnace, new or old, is a definite long-term commitment because
of high refurbishing and start-up costs. The campaign 1life of
a blast furnace, once started, is four to seven years. Similarly,
iron ore for smelting is developed in large increments and
purchase of the ore is generally in terms of long-term
commitments,

In contrast, non-integrated steelmaking is much
smaller in scale and 1s characterized by much shorter decision/
commitment cycles., 1In an existing plant, electric-arc furnaces
may be started up or shut down on short notice and at very modest
cost, Typical capacity increments range from 300 to 960 tomns
per day, or 0.1 to 0.3 million tons per year, thus are 1/15 to
1/5 of increments in integrated capacity. The capital cost of

capacity increments is on the order of $100 to $130 per annual
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ton, or even less if excess steel rolling capacity is present
l in the plant. The cycle time for e¢ngineering and corstruction
is on the order of 14 to 18 months. Owing to lower fixed
charges, the non-integrated steelmaker is not constrained to
utilize all of the new capacity he installs.

Several factors are important in considering the

effects of an increase in demand for steel. Until this increase
shows itself to be permanent over a term of yearc, there is

no basis for adding to irtegrated capacity. The first ‘esponse

of the industry is to make full and complete use of non-integrated

capacity that can be put into producticn within a week or so. A

second responge is to stretch the output of both integrated
and non-integrated capacity where pos:ihle. A third response
is to tring idle 1intagrated capacity into prodv.tion, 1i.e.
starting up smalier and less efficient tlast furnices that nadl
been idled by previous installation of modern equipment. But
until this third response takes effect, over a perioid of sbout

two months, all of the increase in output is ultimatelv derived

from increased use of scrap. A atep increaso 45 sic2l :mand

will not produce a permanent adjustment of integrated ‘e¢imaking
capacity, in terms of modern, efficient equipment, for yea»e,

The pressure upon scrap markets and prices is substantial, ..
the effects upon scrap price provide the ultimate impetus

toward construction ¢? new integrated steelmaking cupacity.
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Turning to the scrap market itself, three -~ocmponents
' of scrap used in the production of steel must be recogniz¢d and
distinguished. The first of thege is the recvcled or "home”
scrap generated during processing of raw steel to finished
ztevl within the mills. Home scrap is a more or less comstant
proportion of total raw steel production and it is clearly
isposvikbie to make an increase in finished steel output through
the generation and iugse of home scrap. The second component of
scrap supply is so-called “prompt indugtrial” scrap, that which
ig generated by the fabrication of finished steel into consumer
goods, buildings, and e _.ipment. Of co'irse steel users try
very hlré‘tb minimize their gereration of proapt industrial
scray, with the result that the flow of prompt industrial scrap
is very clousely pegged to steal output and steel utilization.
Again, there is no possible way to meet an increase in the demand
for steel through increased flows of prompt industrial scrap.
If it 1s desired to buy a larger amount of autos, structures,
machinery, and othor steel-containing products, the new steel
must come ultimately from either iron ore or from recycled

obsolescent scrap. Because new steel from iron ore cannot be

obtained on a short-term basis, obsolescent scrap from salvage

oc2rations bears the entire brunt of increases in steel demand

for several months, and, in the adjustment period, in decreasing

pr.portion for up to several years.
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To generalixze the cause/effect relationship outlimed,
were the price of scrap to become fixed or artificially
stabilized through artificial means, the inevitable result
would be a proportionate loss im this nation's ability to
respond promptly to changes in the demand for finished steel.
Also, 1t is likely that the impetus for prompt investment in
integrated capacity would be dampened or lost altogether. In
sbort, an external ;nd involuntary stabilization of scrap prices

would amouat to sand in the gears.

C. Domestic Demand

Domestic consumers of iron and steel scrap eamploy an
historical buying practice whereby scrap is purchased on a
30-day basis in contrast to foreign consumers 7ho buy at least
80 to 120 days in advance, Orders in the latter case 2llovw tkLe
scrap processor to plan his raw material requirements, production,
shipping, etc.; orders ow the former basis force instability.

Although the domestic steel industry has boasted
of heavy demands for its raw st el production in 1973, it
generally continues to buy scrap on a 30-day basis, and, at the
{irst sign of softening in the market, mills and foundries (1)
again initiate the practice of cancelling orders the last day
of tue shipping month and/or (2) reject carloads of scrap in
the falling market awaiting renegotiation at lower prices and/er

(3) "stay out of the market" to further force the price downward.
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. These practices dramatically heighten scrap price swings.
While the steel industry demands immediate fulfill-
ment of its requirements of scrap iron frcm the scrap
processing industry, it is telling its customers that they can
expect delays of 4 to 6 nwonths on delivery of steel products.
It is also saying to potential customers that regular customers
have the first opportunity to buy th 'r needs. In short, the
steel industry cannot fill its domestic demand and is picking
its customers; but this inaust:y also has seen fit to export
1.5 million net tons of steel during the first five months of
this year, a 36 per cent increase over the sawme period in
1972, Where is the concern for domestic users of steel who
are truly experisncing a shortage of necessary material?
Pogsibly a trigger mechanism for steel exports also is needed.

D, Mills and Foundriec Have No Intention of Stabilizing
the Price of Scrap Iron In a Narrow Band

Mills and foundries prefer to create the speculative
swings in market price but they seek legislative control of the
higher prices which their own actions have induced. The fuids
and time expended in this lobbying effort could properly be
invested in the stabilization of the scrap market.

There is no disputing the fact that when prices rise
the costs of operating mills and foundries goes up. But,
likewise, when prices fall, the bargains fcund in the scrap

market are astounding,
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' In the price decreane from 1870 to 1971, the steel
mills emjoyed a profitable windfall of more than 32@0-:111100
thougﬁ this Congress was not called upon to restrict the
amount obtained. During the scrap price decrease from 1965
to 19€6, the guin was at least $125-million; and from 1966
to 1967 the total was at least $100-million while from 1967
to 1968, tue gain approached $6C-million., (See Exhibit 1.)

These "rew;rds" of tte supply-demand marke: were
enjoyed and welcomed by the steel industry; no cries were
heard that more scrap should be purchased to make certain iron
units were not wasted; no decreases in the composite price
of finished steel occurred; no deflaticnary pressures were
noted; the composite price of finished steel does not indicate
whatsoever that steel reaching consumers in various forms
experienced any reduction in price.

What happened to the windfall gains from these sharp
reductiors in screp iron prices? If all the furor today is
concernL«<d with "precipitous price increases” for this
“eritical raw material', where did the benefit go when this

same material had an equally ''precipitous price decrease'?
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E. Development of Scrap Exports

The export of ferrous scrap from the United
States developed because the domestic consuming industries
woul< anot purchase all of the scrap iron thnt was avail-
able and other countries ot the world needed this raw
material, (Exhibit 2).

The first occurrence of international demand
was in the early 1920's. Since the United States was
(and remains) a scrap surplus nation, trade was undertaken.

Although the tonnages carnot be compared to more
recent times, the historical reiationship of domestic
needs fo:r iron and steel scrap and the scrap prccessing
indusiry's ability to process and ship scrap are matters
of record. There are only two domestic industries which
consume significant volumes of ferrous scrap -- the foundry
industry and the steel industry. Export, by necessity,
provided a third market for scrap iron which -ould not
be used in this country.

Even though the scrap processor then and now
would prefer to have his product purchased domestically,
U/.8. consumers of ferrous scrap, heavily tied to owned
or controlled virgin materials, did not choose to use
the scrap available QOther nations of the world had a
need for scrap, thai s~rap was not wanted by U.S. con-
sumers, and to survi e as an industry, the scrap processor

had no alternative but to enter the international market,
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The exportation of iron and steel scrap
began to reach more substantial tornages in the mid-1950's.
Again, it was a case of supply and demand -- an excess
of supply of 8 _ap in the U.S, and a need for scrap by
other nations of the world.

In theklate 1950's and early 1960's, with the
introduction of fhevbaslc oxygen furnace process of
steelmaking, the dgmestic stzel industrv's need for scrap
furthe: declined. Whereas the orc: hearth furnace required

‘405 to 50% scrap, the 30F required 25% to 30% scrap, most
of which originated in ihe mill as “aume"” scrap.

In 1958, do-est;h consumers purchased a then
record 36,8 million net tun;\of iron and steel scrap;

6.3 million net tons were exported. It was uot until

Y

1889, 13 years later, that the domestic consumers purchared

more scrap than in 1956 and that was only by 100,000 net
tons. Raw steel production incressed from 115 million
net tons in 1956 to 141 million net tons in 1969,

It was during these years that the American
scrap processing industry was able to survive, although
many firms went out of business, because of the foreign
demand for iron and steel scrap. In fact, if it vere
not for these years of export trade, the scrap industry
today would not be prepared > meet the needs of even

its domestic customers,
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It also should be noted thr.t in 1256, iron ore
imported jumped from 26 million net tons in 1955 to 34
million tons, reaching a peak of more than 50 million
net tons for the years 1965, 1965 and 1967 before declin-
ing to 46 million net tons in 1589.

What the scrap industry witnessed in those years
vag & definite drop in the domestic congsumers’ desire to
purchase their product, a dramatic increase in the imports
of iron ore and a need to cultivate world markets for
ferrous scrap in order to stay in business.

It is most interesting that at no time during
those years, did the scrap iro. industry ask to curtail
imports of iron ore to protect the domestic scrap industry.
The Government was never asked to force the domestic steel-
makers tc rely first on scrap generated by tha U.S., and
only then to allow the importation of iron ore.

The tremendous toununages of iron and steel
scrap that accumuiated in the form of obsolete automobiles
alone was visable recognition of the metallic solid waste
problems this country faced in the late 1950's and 1960's
because there was a limited domestic market for the
processed materias. The scrap processing industry, has,
by necessity, thus beer forced to rely on a foreign
market for its surplus scrap -- which, if not recycled,

undermines our efforts to achieve environmental quality.
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And it is important to stress that the
scrap processing industry prefers to sell its material
to domestic users for economic as well as political
reasons. The political motive is obvious -- our
appearance here this morning and our effnrts since last
December to protect and retain free world trade in scrap
iron speak clearly enough to that subject.

The economic rationale may not be as apparent.
The shipper nf scrap domestically is faced with fewer
credit, shipping and liability problens= in contrast to
the magnified difficulties in each of these areas when

foreign trade is involved.

(a) The average rail shipment is a car of
50 to 55 tons (even multiple car ship-
ments amount to only 500 to 1,000 tons)
whereas the typical ocean~going ship
today is 20,000 to 25,000 tons of
carrying capacity. The costs of capital
involved in the gathering, processing,
and concentration of such volumes is
immense as is the storuge problem and
scheduling required to insure that the
material is dockside when the vessel
arrives,

(b) The paperwork and documentation necesszary
to export is infinitely more complex
than the simple bill of lading to ship
to a domestic, user.

(c) Credit is more readily established in
this country than in foreign trausactions.

(d) Inspection of the material sold (all
scrap sales are subject to receivers'
weights and inspection) occurs thousands
of miles away where little can be done, in
contrast to the domestic =2cerne where the
inspection may occur unly a few miles or
generally 100 or so niles from the origin,
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(e) Vagaries of the sea, including the
possibility of late ship arrival or
departurc, delayed loading, etc.,
each of which is very expensive in
terms of demurrage ($3,000 per day per
ship is8 not unusual) adds further
hazards to the foreign trade area.

The recognition that the risks of trading
overseas are greatly magnified has not stopped the eaport
trade of scrap from.this country. The reascn for this
is that the ahsence of viable domestic markets has
required the development and maintenance of fo.eign
markets to preserve the domestic scrap processing industry.
In the absence of foreign demand, the scrap industry
would be further atrophied and unable to perform as desired
by the domestic consumers.

Moreover, like any buyers, the foreign con-
sumers have a right to rely on the stability of their
supply sources., They cannot be expected to provide a
market when the exporter needs it ani to rely on other
sources when the "lair-weather buyers'" of the exporter
suddenly find it to their advantage again to enter the
scrap market. The capriciousness of the legislation at
issue would sericusly harm the market for scrap iron and
steel through the world, and might virtually destroy
that market for the export shipper.

World trade is not something that can be turned

on and off; one customer is a valued asset that is not

exploitable at the whim and fancy of other customers,
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The Institute has heard repeatsdiy that the
domestic mtsel induatr; is supplying firast and primarily
thoge customers who have remained loyal to the domestic
steel producers during the past years of low stecl
demand and only then is it considuring the orders of
those customers who had strsyed from their doors.

The scrap-industry is not setting such priorities;
the scrap industry has met, is meeting, and will continue
to meet the needs of it3 domestic and foreign consumers,
All “that is asked is that the industry be permitted to
produce and sell to all of its customers.

The steel industry recognizes the need to pro-
tect loyal customers whery steel is involved; S.2119
would reward the “opportunist" domestic customer and
penalize the foreign customer who, more than his domestic
counterpart, nas been a mainstay in the American baitle
to preserve the environment and recycle obsolete

metallics.



1X, LACK OF DEMCNSTRATED NEED FOR EXPORT CONTROLS

A. Inflationary Impact

8. 2119 states that prices of scrap iron cen
lead to "disruption of the economic stabilization pro-
gram'’ now in being. This represents a significant
change from t!2 language of the Export Administration
Act of 1969 which cgonsidered a serious domestic
inflationary impact, not merely price rises., The reason
for this change is critical to the understanding of the
thrust of 8. 2119.

Inflation is not a mere price increase. The
Institute has shown repeatedly that scrap iron prices
rise and fall as a result of steel mill and foundry
buying practices, but the price of new steel moves only
in one direction -- up.

The two charts attached hereto as Exhibits 1
and 3 indicate clearly and without challenge that there
is no price inflation in the scrap iron market since even
today scrap iron is selling for approximately what it
sold fof in 1956, Steel prices, however, are now more
than double the price of twenty years ago.

Reviewing thegse two charts shows that there is
n° relationship between the price of scrap iron and the
price of steel.

Moreover, if the premise inherent in §,2119
Liad even a ffagment of t:uth, the price of steel would
have fallen when the price of scrap fell. This obviously

has not happened even once during .he past 20 years
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'vthéugh, obviously, scrap prices have fallen sharply on
many occasions,

in.lation cannot be sustained as a charge in
the scrap iron market, Accordingly, the proponents of
this bill found it neéessary to shift from the more
acceptable criterla of a serious domestic inflationary
iapact to one tﬁat is concerned only ' ith price.

The truth of the matter is that little or no
impact on consumer prices is traceable .0 the price of
scrap iron., The recent increase in scrap prices
translates into an additior.al cost of less than $5,00
per car on a new automobile, 12¢ per new air conditioner
and 50¢ per new refrigerator, ﬁn& +his presumes that all
the costs would be paséed forward, However, even this
premise is unreasonable since it would be expected
that consumers would share in the subsequent decrease
ia prices that always follow.

Yet, the mills aad foundries argue that the
price cf scrap must fall at present, At no point do tﬁe
mills and foundries agree to lower their prices when

scrap prices fall. Nowhere in the bill is a safety

mechanism provided to insure that prices will not fall

to such low levels as o challenge the economic viability

of the scrap processing industry.

#9-7130 - 718 -7
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B. The Concept of Scarcity

8. 2119 re‘ers to a "strained supply-deiand“
balance in the marketplace for iron and steel scrap
without anywhere discussing definitions of this "strain."
The bill fixes 11 milZion tons of production in any ohe
quarter as a "shortage” condition and 11.5 million tcns
of production in any quarter as a “'critical shortage"
without expressing any basis for the calculaticn or
offering any support to evaluate the criterion employed
or the figures used to establish the shortage.

Objectiva cnnsider#tion of the shortage concepts
-in this bill should engender a ratiorale for the figures
offered. No analysis can, in fact, demonstrate that
the numbers have any significance other than to restrict
production, especially tne export segment, with the
anticipated goal of lowering price. The philosophy ir
not one based on controlling shortage, rather it i&
one based on controlling price.

Reproduced below are the results of applying
the trigger concept during the year 1969, 1970 and 1972,
The calculatibns are taken from a widely circulated
letter prepared for the Ferrous Scrap Consumers Committee
explaining the function of the so-called "Bowman Trigger"

which is .ne mechanism included in this bill.
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1869 ACTUAL 1969 CONTROLLED=*

QUARTERLY QUARTERLY QUARTERLY  QUARTERLY QUARTERLY QUARTFRLY

EXPORTS  RECEIPTS TOTAL EXPORTS  RECEIPTS TOTAL
1st 1044 9332 10376 1044 9332 10376
2nd 2478 9560 12038 2478 9560 12038
3rd 3051 8534 11585 840 8534 8374
4th 2603 9274 11877 540 9274 10114

3176 38700 45876 5202 36700 41302

Second Quarter 1970
Exports inthe third and fourth quarters of 1970 would have

been restricted to 1/2 the previous five years average to a rate
of 842,000 tons,

1970 ACTUAL 1970 CONTROLLED*

QUARTERLY QUARTERLY QUARTERLY QUARTERLY QUARTERLY QUARTERLY
EXPORTS  RECEIPTS TOTAL EXPORTS RECEIPTS TOTAL
1st 2132 8948 11060 2112 8948 11060
2nd 3224 8942 12166 3224 8942 12166
3rd 2795 9295 12090 842 9295 10137
4th 2233 7890 10123 842 7890 8732
10364 35075 45439 7020 3507% 42055

Second Quarter 1972
Exports in the third and fourth quarters of 1972 would have

been restricted to 1/2 the previous five years average to a rate
of 795,000 tons.

1972 ACTUAL 1972 CONTROLLED*

QUARTERLY QUARTERLY QUARTERLY QUARTERLY QUARTERLY QUARTERLY
EXPORTS  RECEIPTS TOTAL EXPORTS  RECEIPTS TOTAL
lst 1439 9501 10940 1439 9501 10940
2nd 1736 10193 11929 1736 10193 11929
3rd 1966 8888 10854 795 8888 O683
4th 2243 10026 12269 795 10026 10821
7384 2 3BEOS 2 43992 9 9785 3IBEOS 8 43313

*Calculations will not necessarily agree with those presented in
the statement of Mr. Thomas H. Boggs, Jr., for the technical reasons
explained in ir. Poggs' presentation.

DECT -
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It is obvious that notihing is expected to change
but the axport velumes, There is no indicatior that any
more material would have been purchased domestically. This
certainly challenges the concept of scarcify. It is a
reasonable expectation that, if a shortage existed and
exports were curtailed, domestic consumption would have
increased to reflect availability where pieviously there had
been no supply. No such result is indicated by the mills
themselves.

Moreover, the absurdity of the conclusion that
supply is short is never better demonstrated than in the
same paper which shows that in these three years alone, the
ferrous scrap industry actually produced 10 million more
tons (4.0 million more in 1969, 3.3 million more in 1970,
and 2.6 million more in 1972) than would have been purchased
by the mills with the trigger mechanism fully operative. .
Since the material was produced, clearly there was no shortage.

Why, then, the request for this legislation? 1In
simplest terms, the trigger concept envisioned in S§. 2119
is a subterfuge -- it is price-control legislation; self-
serving legislation by one industry that is asking the Fed-
eral Government to protect it from the fallacy of its own
ways. 8. 2119 is special-purpose legislation of the worst
magnitude since it would frustrate one industry that did not

create the current situation facing the domestic mills and
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foundries ~- a problem of price, not supply -- to relieve
the other industry which created (and will create again)
the problems of current concern. In fact, tuese consumers
are already engaging in the very same tactics that created
the situation to begin with and from which they now are
asking governmental relief.

If the mills do not intend to purchase more than
they did without the export restrictions, there cannot have
been a shortage. That is a reasonable, and the only logical,
conclusion. The answer then is that the mills want the
knowledge that millions of tons of scrap iron will be avail-
able without a viable market. The presence of that Luge sup-
ply overhanging the market can only have one efifect ~- a sharp
decline in price.

Other evidence of the lack of a scrap shortage
exists., The Environmental Protection Agency, in conjunction
with the Scrap Metal Research and Education Foundation, spon-
sored a study of iron and steel scrap problems. The research,
conducted by Battelle Memorial Institute, Columbus Labora-
tories, developed two important conciusions:

(a) Obsolete scrap in inventory as of 1969
totalled 750 million tons;

(b) Only about 60 per cent of the new annual
supply of cbsolete metallics is recycled.

Both of these conclusions merit serious consideration by

this Committee.



98

First the available m:tallics in 1969 clearly
indicate that there is no shortage of ferrous units. In
fact, if no new scrap iron were added to the cycle yearly,
the available and existing inventory would meet the needs
of the steel and foundry industries -- both foreign and
domestic -- for approximately 15 years even at today's
levels of scrap consSumptions.

When the net result of the 60% annual recycling
rate is added to the 1969 inventory, the effect is to increase
the available metallics by approximately 30 million tons
annually, thus increasing the available metallics te levels
far in excess of 750 million tons.

It should also be stressed that the 750 million
tons are only those units of iron which are obsolete -- none
of this material includes the iron and steel products still
in use in the form of buildings, railroad tracks, cars and
trucks, etc. If the available metallics in the form of
usable iron and steel is added to the obsolete inventory,
the total available for eventual recycling amounts to an
almost astronomical 2.1 billion net tons.

To gyoid any possible misinterpretation of the
Battelle conclusions, I have attached as Exhibit 4 the
summary pages of the calculations which clearly indic:ate
the vast reservoir of iron and steel scrap now available.
This sophisticated analysis effectively destroys any notion

that scrap iron might-be in short supply.
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C. Buying Practices of Nills and Foundries

The volatility of the ferrous scrap market rests
#ith the purchasing practices of the steel mills and foun-
dries. These buyers fail to follow the basic purchasing
policies which characterize the procurement of essential
materials in virtually all other manufacturing industries.
Inventory control practices which would minimize the nega-
tive impact of wide price fluctuations generally are not
used.

The opportunities for informed buying to flatten
the peaks and valleys abound for the scrap buyer. It was
possible to buy more than the required scrap at the low price
levels which existed during the doldrums of the past two years.
Some mills did, thereby insulating themselves to varying
degrees from the recent price movement. The fact that such
buying could have relicoved the problem for those mills indi-
cates that it is not the export of scrap that has caused the
price rise, rather it is the buying practices of the majority
of the domestic scrap purchasers,

Generally, the mills and foundries have not pur-
chased with any concept of need to preserve a viable supply
system; rather, they buy to meet crises and as such have cre-
ated a crisis-controlled marketplace. They see no reason to

buy when the price is low, ignoring entirely the value of adding
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to inventory at low purchase price levels. The effect of
thisvﬁolicy is to atrophy the scrap supply system to the
extent that when the next boom in steel demand arises, the
steel mills and foundries have very low inventory levels
which necessitate fast and concentrated buying of scrap
materials. This sudden burst of demand can have one effect -~
an effect that all concerned recognize, namely, higher prices,

When, after long absences, virtually all the mills
and foundries reenter the market at approximately the same
time, at high volume levels, the immediate demand canpo. be
instantaneously met by the then available supply. The supply
exists, but it is not processed; in many cases, it is not
normally movable. The drocessor must pay a realistic and
economically feasible price to the collector of obsolete
scrap ‘¢ encourage his paxticipation in the scrap cycle.

In basic terms, when steel demand rises with the
resultant increase in scrap demand, those firms and individuals
who had been hauling farm products or other merchandise can
be induced to collect junk autos and other metallic discards
only if the price is higher than would have prevailed had
the supply system been functioning properly. The firm or
individual must be convinced to shift from other ventures to
scrap iron collection. They do so, realizing that the scrap
market will not continue to provide a reasonable living since
scrap demand will soon be met and prices will fall. The

scrap processor must pay more; the steel mill must pay more.
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" The problem is not exports or actions by the processors,
the problem is the buying practices of the consumers,
Moreover, the commitment to flattening out the
peaks and valleys of scrap buying practices does not envision
necessarily a huge financial burden. To the extent that
any mill or foundry would hold open and exercise the option
of adding to inventory when prices are low and reducing
purchases wﬁen prices rise, there is a necessary commitment
2Z dollars, though such a posture is rewardable with large
returns to scale., In those instances where funds are not
readily available or where the funds have a higher potential
in other investment alterpnatives, stability in the market-
place can likewise be attained through use of longer-term

buying arrangements than the 30-day contracts now utilized,
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D. Situation of Foundries

Much attention has been paid to the alleged plight
of the foundries in this natiocn, with some extreme news
items noting the perilous condition facing certain publicity-
oriented foundries. In some instances the situationqpppears
to threaten the very existence of these firms. In the main,
the claims are either overstatements or false; in no case
of wkich we are aware was a shortage of scrap proven.

Founders who have complained are generally very
small firms. They have developed a pattern of single or dual
source buying with no concept of the "market" and no concern
with availability. Thus, in the case of one foundry, which
had been buying a particular grade of scrap for years, the
absence of supply from its long-standing source led to a
formal complaint to the Government. It was quickly established
that the supplier to that foundry was a steel mill -- not a
scrap processor -- and the mill found it more advantageous
to use the material itself. A non-customer of the scrap iron
industry then complained that scrap iron exports should be
controlled because he could no longer buy scrap iron from an
industry with which he never did business anyhow.

A second case concerns a grade of foundry scrap
iron that was the by-product of another steelmaking process.
Such by-products no longer exist at'ihat source, with the
result that again a complaint urging scrap iron export
restrictions was lodged. The grade in question is not exported

so that a total embargo will be of no use to that foundry.
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In a third case, the foundry required a most
unusual, most demanding, and most ccstly grade of scrap
material which, in many cases, was not accepted by the foundry
after it had been prepared and shipped with the added freight
cost now part of the delivered price. A rejection by a
mill or fouadry provides the scrap shipper with two options --
take the material back and bear a second freight charge or
negotiate to sell the material at a lower price. In either
case, the scrap shipper loses. Shipments are madz under
these conditions only so many times before the customer is
no longer desirable. That was the reputation of this one
foundry which also complained because allegedly no one would
produce to its specification. The material thus was allegedly
unavailable. In fact, it was offered the material it wanted
at a price $3 under the sellers freeze price, but only if
it would inspect and accept the material at the shippers' yard.
The offer was never accepted.

Ancother fourndry quadrupled its demand of a particular
scrap grade and when the 3crap processor was only able to
double its output virtually overnight to meet the new level
of demand, the foundry complained to the Government, even
though pig iron was readily available for it to melt into
the identical product. It refused the pig iron suggestion
choosing instead to complain to the Federal Government because

pig iron was "too expensive'.
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Finally, special mention must be made of the cast
iron and soil pipe foundries. Here the problem is somewhat
different. There is simply a shortage of cast iron scrap.

The reason is obvious ~-- how many persons have cast iron radiators
or cast iron bathtubs in their homes or cast iron pipes for
their plumbing? There is obviously very little cast iron
scrap to be recycled. Thus, many progressive foundries are
converting their charges from cast iron scrap to steel scrap
and are producing the same products witn the same quality.
Obviocusly. Congress does not expect the scrap industry to
create scrap case iron -- nor should this Congress condemn
the scrap industry for being unable to provide one particular
grade of scrap iron when countless other substitute grades
are avallable. The Congress cannot permit a technologically
inefficient "tall to waé the dog.''* Moreover, cast iron scrap
is not exported in any significant amount, so the impact of
controls on this grade would be minimal, if at all recognizable.
) If foundries are in trouble it is not because of
the price of scrap iron. The fouﬁary industry is suffering
from costly expenditures required to add air pollution control
equipment, and many foundries are no longer functioning because
the cost was something they could not bear. Other crippling
factors are the escalation costs of coking coal and the true
shortage of ferrous silicon, both of which have experienced
escalating prices reflecting conditions cf scarcity with the
resultant inflationary impacts. Yet no hue and cry is raised

about these products or their price or supply status.
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E. Japanese Purchasers and Foreign Controls on Ferrous
Scrap Exports -

There are broadly-based misconceptions that only
the United States permits the exportation of ferrous scrap
and that the Japanese buy all of their scrap iron needs from
the United States. Both of these concepts are incorrect.

First, Japan imports from many countries in the
world! For example, during the first five months of 1973,
the Japanese imported scrap iron from Australia, the Soviet
Union, Canada and India to name but a few other nations
exporting to the Orient. Admittedly, the tonnage is signifi-~
cantly higher from the United States than it is from the other
nations, but review of the American location of scrap available
for sale would indicate that this would be an expected result.
Since the West Coast has far more scrap generated and avail-
able than can possibly be used domestically, exports to Japan
are a natural consequence.

Gecond, the Institute has been able to develop a
partial list of other exporting countries in the world, in
addition to the United States, to meet the often stated
incorrect allegation that only the U.S. permits scrap iron
exports,

Included on the list of countries exporting ferrous
scrap are West Germany, France, Italy, Holland, Belgium,

Luxembourg, Ireland, Norway, Austria, Finland, Portugal, Sweden,
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Iceland, Australia, Rumania, Yugoslavia, East Germany,
Tunisia, Liberia, French Equatorial Africa, Canada and other
nations, including many in South America.

Moreover, none of these tonnages is minimal,
especially in relationship to the volume of scrap iron
retained domestically in the nation for its internal use.
Thus, the arguments'about the uniqueness of Ameriqan scrap
iron exports is nothing but an illusion; American scrap
iron competes throughout the world with scrap iron genmerated
and sold, with the blessing of the national governments
invclved, in those foreign markets where iron units are

desired.
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F. Profitability of the Steel Industry

In light of the allegation that scrap prices are
"critical inputs" to the steelmaking process, it is worthy
of inquiry to establish what happens to steel profits when
scrap prices are high. If the steel ' Justry's premise is
correct, steel profits should fall when scrap prices are
high and should rise when scrap prices are low.

The facts of profitability are the exact opposite.
When scrap iron prices move upward, steel industry profits
move‘upward also, and when scrap prices fall, steel industry
profits also fail. High scrap iron prices parallel high
steel industry profits -- and this result is a reasonable
expectation, not a coincidence.

Since the sfépi industry is one based on capital
investment, when such capital is less than efficiently utilized,
profits do not exist or they mount slowly. However, when
operating levels approach peak efficiency, profits mount
rapidly. Thus, rather than forecasting poor financial
results, high scrap iron prices foretell significant improve-
ment of steel industry finances since high scrap prices mean
high steel demand, higher production levels, more efficient
operating practice and more net income.

In fact, in the two years recording the highest
scrap iron prices in recent history -- 1956 and 1957 -~ steel

industry profits were at record levels. The evidence clearly
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supports the fact that high scrap prices are symptomatic
of excellent financial naws. To escalate further these
profits to even higher levels by artificially lowering the
prices of the scrap iron, clearly is not justified.

The indications are that 1973 will follow past
trends. While the steel industry implores the Congress to
legislate a sharp décrease in scrap iron prices because of
the alleged effect these prices have on their financial
ability to survive, that very same industry has reported
a 78.6 per cent increase i net income durirg the first
quarter of 1973, the second highest percentage improvement
in profits of all industries reporting in a survey printed
in the Wall Street Journal. (Exhibit 5).

Steel mills are reporting record first quarter
profits in light of high scrap iron prices, as is expected.
Moreover, those mills using only scrap iron as the metallic
charge, are reporting major advances in their profit picture
again fully in conformity with expectatioans.

¥hile on the subject of profitability, it 1s also
necessary to stress the influence of cost escalations facing
all American industries. Everyone's cost of doing business
in the United States has increased. However, the steel industry
presents this case as if it were the only industry faced with
increasing costs for labor, machkinery and equipment, money, etc.

The economy provides no insulation for the scrap processing
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industry from these same forzes. And, the price of scrap
is only approximately what it was in 1956. Certainly,
labor, equipment, money and the like are more expensive

for everyone today than in 1956. During the 17 intervening
years, this fact of business life was of no concern to

the steel industry, which saw its prices continue to rise
while scrap prices hit lows of $25 per ton and less.

The scrap processing industry is capital intensive.
The equipment which takes old automobiles and reduces them to
grades of scrap is huge -- both in size and in cost relative
to the size of the individual business firms. Certainly the
decision to invest $1 to $4 millien in an automobile shredder
to increase scrap production is as critical to the scrap
processor as the decision to invest $150 million in new
melting capacity is to a steel mill, when considering
the relative economic ase of each firm,

In short, the steel industry allegation that scrap
prices must be lower because the steel industry is faced
with higher costs of doing busiiness is absurd. The scrap
industry also is faced with higher costs of doing business
and should not be expected to subsidize the steel industry

with scrap prices below the levels of 17 years ago.

§9-713 0-73 -8
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IXI. DETRIMENTAL EFFECTS OF S. 2119

A. Effects on the Domestic Economy

As Mr. Boggs will explain ipn more detail later,
ISIS has calculated that if this proposal had been in effect
since 1969, it would have reduced the gross sales of the
scrap processing industry by $750,000,000 to $1,000,000,000
between 1969 and the present. This staggering loss of busi-
ness obviously would be the difference between profitability
and loss for numerous operators. It likewise would affect
the profitability of the nation's railroads and port facili-
ties and would lead to significant reductions in jobs in the
scrap processing and supporting industries.

Al1l of these sacrifices are demanded by the ferrous
scrap consuming industry solely so that it can increase its
control over scrap price and increase unreasonably its escala-
tory profits. Any unbiased balancing of equities in this
situation must result in a determination that the controls

sought are totally unwarranted.
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B. Failure to Comprehend Regional Differences

S. 2119 fails entirely to appreciate the varying
sources of metallic solid waste. Scrap iron is not gener-
ated uni formly throughout the country; it does not occur
where scrap consumers would like it to be. Rather, scrap
iron results wherever people work, play and live. Because
of domestic freight rates, it generally must be processed
at or near the place where it is found. |

Thus, the bill does not recognize that millions of
tons of solid metallic waste are lying on the West Coast and
in New England (which are both experiencing sharp decreases
in volumes of locally_produced steel) for which there is no
conceivable American demand. The imposition of export con-
trols on such material which cannot be used domestically
means only one thing --those solid wastes will accumulate.

On the ¥West Coast, 2-1/2 to 3 times the annual
POSSIBLE consumption of scrap iron is generated. This scrap
has no alternative destinations within the United States,
since freight rates preciude movement of tht scrap across
the Rocky Mountains. The populated areas in the West would
be inundated by mountains of junk automobiles, old refriger-
ators, and demolition materials that will rust and generate
hygienic problems sc.lely because S. 2119 prevents their expor-
tation. (In fact, significant volumes of home scrap are

exported by the mills in the area to this very day.) How
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such an embargo assists the domestic mills and foundries
one iota is nowhere explained in the bill.

The same is true for New Engliand, Southern Florida,
and many Gulf Coast cities, where the accumulations of solid
waste soon would be the major problem in geographic areas
which today rely almost exclusively on export markets to
clear the countrysihe and city streets of the vast annual
accumulations of ferrous waste. Again the bill is silent
on the benefit to such communities of S. 2119. Certainly
nothing will be gained by the nation as a whole or by these
local areas when presently recycling metallics are precluded
from the only viable market option available. For this rea-
son alone, S. 2119 is confiscatory. Scrap processors will
be deprived unreasonably of their only market, while no use-

ful public purpose will result from this cavalier action.
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C. International Trade and Monetary Effects

Export sales of iror and steel scrap during the past
20 years have ranged from a low of 0.4% (1953-54) of total
scrap consumed domestically to a high of 14.7% in 1961.
(Exhibit 6.) The numbers indicate clearly that scrap iron
exports are NOT the determinative factor in the total scrap
iron market. In féct, exports are far less significant with
respect to total domestic consumptior of scrap iron than
they are in the case of a truly short commodity -- coal.
Moreover, the Japanese also were and are the major facter in
the purchase of export coal from this nation; but never is
there any indication of the need for a coal embargo. No
trigger bills are advocated to limit foreign purchase of coal.

The U. S. Government has been strongly advocating
increasing world trade by American firms because of the over-
all impact which this has on the American economy. Yet, such
unilateral actions as envisioned in S. 2119 could create ser-
ious international tvensions with long-range detrimental impli-~
cations. The damage to future scrap sales in the foreign area
is so significant as to provide yet another basis for the
defeat of S. 2119.

Exﬁort sales of scrap iron contribute positively to
the U.S. balance-of-trade position by an amount in excess of
$500 milliop annually. Imports of iron ore account for approx-

imately the same sum as a negative drain on the U.S., balance
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- of payments. It would seem that an industry which finds it
necessary to import iron units while undertaking policies
that force the export of ofher iron units does not need
export controls 1o solve its problems. Why doesn't the
steel and foundry industry agree to limit or ban>imports of
iron ore until it consumes the available iron units in the
form of scrap iron? Why isn't the trigger concept tied to
a procedure which would require the domestic purchase of
available scrap iron hefore any import of iron ore is under-
taken? Why doesn’'t the steel and foundry industry employ
its huge purchasing power in the interests of helping the
United States to produce a favorable balance of payments

rather than fostering an unfavorable one?
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D. Environmental Impact

No one can dispute that environmental considera-
tions dictate a reduction in demand for irreplaceable natu-
ral resources such as iron ore, and the encouragement of as
much recycling as possible. Every pound of serap iron that
can be collected, processed, shipped and remelted should be
viewed as a positive contribution to the environment and
the economy. . World demand for steel has created a correspond-
ing demand for ferrous scrap. Without this strong demand, the
metallics now being melted by scrap consumers would contribute
to the metallic solid waste problem. As a result, record
levels of chsolescence grades of scrap are moving to process-
ing plants from the countryside and remote areas of the nation.

The ability of this type oi material to move is
directly related to the price of prepared scrap. Abandoned
and obsolete automobiles are being transported from fields
and automobile graveyards because there is a demand for scrap.
Farm implements left to rust are being collected and brought
to market.

Since the early 1950°'s, the amount of ferrous scrap
recycled as a percentage of scrap generated has declined. This
year offers the potential for a change in that disappointing
downward trend. The scrap industry's consumers in the U.S,
and abroad want scrap. And, accoraingly, the consuming indus-

tries, the scrap processing industry and the Federal Government
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" have the opportunity to witness and participate in envir-
onmental economics by allowing this total wofld demand for
ferrous scrap to continue being met, the backlog of ferrous
scrap will continue to move iuto the scrap cycle, lessening
already overburdened solid waste pressures., To initiate
artificial market controls would be an unfair, unwarranted
and unjust blow to the nation's efforts to combat land pol-
lution.

Iron and steel scrap is forced to compete in a
market which allows discrimination against secondary mater-
ials. Discriminatory freight rates and tax policies pro-
vide a definite competitive edge to virgin materials used
in the iron and steel making process. The impact of these
negative artificial factors on the environment have been
well-documented before this Congress and other departments,
agencies and commissions of the Federal Government.

Although the Senate and House have received legis-~
lative proposals to end these discriminatory policies and
have held public hearings on their merits, no Congressional
action to eliminate the discrimination has occurred to date,
although some relief may arise during this Congress,

It is ironic that while we strive to see these
discriminatory policies nullified legislatively, we are
here today in an effort to prevent yet another discrimina-

tory policy -- a limitation of markets. What is sought is
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Jegislation to limit the growth of the scrap processing
induétry. Both the economy and the environment are bene-
fitticg by the accelerated movement of ferrous scrap; both
will suffer if that movement is reduced by still another
Federal obstacle.

The effect on the quality of our environment
would be one of confinued deterioration. It would seem that
before this Congress undertakes action with such potentially
damaging environmental conseqﬁences, it should engage in the
same type of environmental impact analysis as the 91st Con-
gress wisely provided for in the National Environmental
Policy Act of 1969 with respect to executive branch
actions,

Among other things, such a study would indicate
that this proposal, which establishes a growth limitation
on the scrap processing industry, would increase dependence
on virgin materials in steelmaking. Both the Environmental
Protection Agency and The National Commission on Materials
Policy have reported the significant energy savings realized
by making new steel from scrap rather than virgin materials.
EPA further documented other environmental savings realized
by making steel from scrap. (See Exhibit 7)

Environmental economics dictate that rather than

further impede this nation's ability to recycle its waste
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STATEMENT OF THOMAS HALE BOGGS, JR., COUNSEL,
INSTITUTE OF SCRAP IRON AND STEEL, INC.
BEFORE THE SENATE BANKING, HOUSING
ARD URBAN AFFAIRS COMMITTEE ON
SCRAP IRON AND STEEL EXPORT CONTROLS

This memorandum discusses some of the legal impli-
cations of the trigéer mechanism contained in S.2119 which
is designed to control the exports ¢of scrap iror and steel.
In summary, the thesis of this memorandum is: (1) that thie
legislative proposal is unwarranted because existing law
adequately deals with any conceivable demand or supply prob-
lem; (2) that the proposal is too complex and unclear for
Congressional sanction and provides tco many opportunities
for manipulation; and finally, ¢{3) thai the legislative
effort culminating in this proposal raises serious antitrust
questions. For these reasons, S.2119 does not merit the
approval of this Committee and should not be reported to
the Senate. If this special interest legislation neverthe-
less is adopted, the Congress should require that the price
of finished steel be reduced by the total reduction in scrap
cost achieved by these export controls. Additionally, import
restrictions on foreign ore to the United States also may

be appropriate to stabilize demand fcr scrap iron and steel.
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I. PRESENT LAW 18 ADEQUATE

Ample authority presently is vested in the Secre-
tary of Commerce to regulate exports under tbe Export Adminis-
tration Act of 1969. Under this legislation, export controls
may be imposed by the Secretary of Commerce for any of the
following reasons:

A, to protect the domestic economy from the
excessive drain of scarce materials and to
reduce the inflationary impact of =zonormal
foreign demand;

B. to further the foreign policy of the United
States and to aid in fulfilling its inter-
national responsibilities; and

C. to exercise the necessary vigilance over
exports from the standpoint of their signi-
ficance to the national security of the
United States.

Por purposes ! this hearing, the only one of these
criteria which is conceivably relevant is the imposition of
controls to reduce the inflationary impact of abnormal foreign
demand. None of the other grounds for controls exist at the
present time. Specifically, it can easily be shown that no
scarcity of supply exists. Steel mills and foundries have been
able to obtain all ot the ferrous scrap which they desire.
Demand has not even begun to tax processing capacity of the
scrap processing industry, as proven by the fact that the

industry generally still is working a 5-day, single-shift week,

despite the purported scarcity alleged by those interests
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seeking these special controls. Thé Battell : Memorial Iansti-
tute study discussed by prior ISIS witnesses estimated that

in 1969 sufficient scrap then was available to meet all
domestic and export demand for the next 15 years at current
rates of demand without even considering the new scrap avail-
able each year. There, thus, is no scarcity requiring special
legislation in the national interest and, even if such

scarcity existed, any necessary controls already are authorized
under the Export Administration Act.

As noted above, the only possible basis for export
controls at the present time is the existence of abnormal
foreign demand causing a serious inflationary impact. The
Department of Commerce utilized this provision on July 2,1973,
to impose licensing and exnort controls (a) to prohibit new
export orders in excess of 500 tons after July 2, 1973, and
(b) to regulate and possibly to prohibit exports under orders
existing on this date. Ferrous scrap processocs now face an
almost tqtal embargo on new orders. Present law, in view of
ISIS, thus, already has dealt severely and unfairly with scrap
processors. Without conceding that the embargo was justified,
it clearly demonstrates that adequate administrative authority
now exists under the Export Administration Act to deal with
the problem of abnormal foreign demand for ferrous scrap. No
demonstrated need for S.2119 exists and the bill should be

allowed to die by this Committee.
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'1I. OPERATION OF EXPORT CONTROI, MECHANISM

A. Description of Controls

The trigger mechanism is complex and is not
adequately set forth in S.2119. It apparently would work
as follows:

(1) As soon as total domestic receipts and export
for any calendar quarter exceed 11.5 million net tons of
scrap, the export limitation provisions of the bill become
operative and the Secretary of Commerce is required within
two months of the end of this quarter to impose export con-
trols for a period of six-ronths. Total exports for this
six-month period are not to exceed one-quarter of the pre-
ceding five-year annual average. It should be noted that
even though exports during this preceding five-year period
were considered reasonable, the trigger mechanism cuts the
volume of these exports in half for the period of control.

One example of the confusing nature of this bill
is that.it is not clear how the five-year average 1is to be
computed. If ccntrols were to commence September 1, 1973, for
example, would the five-year period be September 1, 1968 to
August 31, 1§73, or would it be some other period?

(2) Once export controls have been imposed, the
Secretary of Commerce apparently is required at the end of

each month that the controls are in effect to establish total
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domestic receipts and exports for the preceding thrée months,
although the first such determination is not required until
four and one-half months after the imposition of controls.
Once again the legislative proposal is unclear as to the
period for which computations are to be made. If controls
are imposed September 1, 1973, the first such determinsation
is not required until January 15, 1974. The statute is
unclear as to which three months are to be included in this
determination.

If a determination is made during the period of
controls that domestic receipts and exports for a three-
month period computed pursuant to the preceding paragraph
again exceeded 11.5 millinn, a total embargo on exports for
a period of three months must be imposed. This embargo may
be extended for succeeding one-month periods if domestic
receipts and exports (brior to the embargo) continue to
exceed 11.5 million net tons for the three-month period
under consideration.

. (3) The bill also provides that controls may be
lifted if "during the calendar quarter” occuring during the
six-month control period domestic receipts eznd exports did
not a2xceed 11 million net tons. This bill does not take
into consideration that in some six-month periods two calendar

quarters will arise. In addition, the bill does not indicate
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what is to happen upon termination of a total embargo. Are
exports to be unrestricted at this point?

In summary, because of its complex and confusing
nature, S.,2119 is unsatisfactory from a technical viewpoint,
thus adding further weight to the numerous and serious policy
objections to this proposal.

B. Historical Perspective on Operation of Trigger
Mechanism

In order that this Committee may understand the
devastating and Draconian effect which this bill would have
on the scrap processing industry, a review of the scrap market
from September 1, 1969, until the present has been made,
based on the assumption that this bill had been enacted on
January 1, 1969. These calculations cannot be completely
accuraté since it is impossible to estimate what export
demand would have been in periods after controls would have
been removed.

If this legislation had been in effect in 1969,
exports and domestic receipts in the second quarter of 1969,
would have triggered controls commencing September 1, 1969,
and would have continued through February 28, 1970. No total
embargo would have resulted during this period. Exports would
have been iimited to 1,705,000 net tons in the control period
(1/4 of the five-year average September 1, 1964 to August 31,

1965). Actual exports in this six-month period were 4,933,000.
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Under this legislation, 3,228,000 less tons of scrap would
have been processed by the scrap industry since demand for
scrap would have been reduced by this amount.

Controls would have been triggered again in the
second quarter of 1970 and would have commenced September 1,
1970, continuing through February 28, 1971. Agsain, no total
embargo would have resulted. During this six month period,
1,618,000 net tons would have been exported, compared with
the 4,117,000 tons actually exported. This legislation thus
would have resulted in a decrease in total U.S. scrap produc-
tion by two and one%half million net tons during this period.

The second quarter of 1972 once again would have
triggefed controls, which would have commenced on September 1,
1972, and would have continued for a period of nine months
until May 1, 1973, when a total embargo would have been
instituted. This embargo would extend, at a minimum, until
September 30, 1973. During the nine-month period, September 1,
1972 to April 30, 1973, the proposed controls would have
resulted in exports of 1,638,000 net tons compared with 6,218,000
net tons actually shipped, a reductioan of 4,580,000 net tons.

The Department of Commerce has estimated a total
export of 3,381,000 during the period May 1, 1973 through
September 31, 1973. These exports would have been prohibited

totally by the embargo under §207(e) of S.2119.

8g-7113 O-73-9
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Thus, if this bill had been law during the past
four years, it would have reduced total U.S. scrap processing
by approximately 14 million net tons., This is a loss of

between $700-million and $1-billion.

IIXI. ANTITRUST IMPLICATIONS

The fundamental issue before the Committee appears
to be whether Congress should enact special legislation which
will benefit an industry whose member firms are large, power-
ful corporations and which will clearly harm an industry com-
posed of small, and in many instances, family firms. In our
estimation, serious antitrust questions surround not only the
merits of the proposed legislation but the means and methods
used by the small group of firms sponsoring the proposal.

The proposal stems from efforts by a small segment
of the steel industry to set prices by securing legislation
to limit demand for ferrous scrap. As this Committee is well
aware, an agreement or conspiracy among competitors to limit
demand is a per se violation of the antitrust laws. We
recognize that certain joint industry undertakings have been
held not to violate the antitrust laws under the so-called

Noerr-Pennington doctrine. However, we submit that the

actions in question ty a small group of firms are clearly

outside of the scope of that antitrust exemption. Accordingly,
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we believe the Committee should at a very minimum obtain
the views of the Federal Trade Commission and the Antitrust
Division of the Department of Justice as to the legality
of this situation under the antitrust laws.

In addition to the fact that the efforts to
secure this legislation raise substantial antitrust issues,
the trigger mechanism itself presents clear opportunities
for abuse. The danger of collusion among U.S. purchasers
to trigger export controls is great where an inflexible
trigger figure can be easily manipulated. Concerted buying
practices by a segment of scrap consumers when exports and
domestig receipts approach the trigger figure easily could

lead to the imposition of controls or a total embargo.

IV. TYING SCRAP EXPORT REDUCTIONS TO FINISHED STEEL PRICE
REDUCTIONS

If, despite the numerous objections to S.2119
raised by ISIS, this special interest legislation neverthe-
less 1s.adopted, at a minimum, this Committee should insure
that the enormous sacrifice imposed on the scrap proce.ssing
industry enure to the benefit of the American public in the
form of reduced prices for finished steel and is not merely
siphoned off by the steel industry in the form of increased

profits.
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‘ This could be accomplished by adding a new section
to 8.2119 requiring that upon the imposition of export controls
and for a three-month period after termination of these con-
trols, any reduction in scrap price from the average scrap
price in effect during the period upon which controls were
triggered must resu}t in a dollar-for-dollar reduction in the
price of finished steel.

Because of the suddenness of the Committee's
hearings on 8.2119, time bas not permitted the development
of all technical details of this proposal. ISIS would be

happy to work with the Committee staff to develop the necessary

. legislative ianguage.

V. REDUCTION IN ORE IMPORTS

Among the purported goals of S.2119 are the
encouragemernt of scrap utilization because it insures the
most efficient use of energy in steelmaking and the stabili-
zation of scrap iron prices. Carried to its logical conclu-
sion, attainment of these goals suggests that import controls
be placed upon iron ore whenever total scrap domestic
receipts and'exports fall below a specific level, perhaps
5 per cent below the scarcity level established in 8.2119
(%1 million net tons), an ore import licensing requirement

automatically be instituted and if total receipts and exports
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continue to remain below this target level that a total
embargo on ore imports be instituted.

Such a proposal is consistent with the purposes
of 8.2119. It would encourage increased recycling in the
United States, and would offset to a very limited degree
some of the devastating effects which S5.2119 would have on
the U.S. balance of payments position.

In -summary, ISIS strongly recommends (1) that
8.2119 be recognized for what it is —-- an attempt by a seg-
ment of the steel industry to control prices; (2) that
this Committee not adopt this special interest legislation;
and (3) that the Federal Trade Commission and Department
of Justice be requested to inquire into the steel industry
activity in developing this proposal. 1If this Committee,
nevertheless, decides to proceed with S.2119, the two
additional provisions suggested will at least serve to
offset a small portion of the burden placed on the scrap
processing industry and shouid be included in any legisla-

tion reported by this Committee.

July 17, 1973
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EXHIBIT 4
FinishedSteel  HeavyMelting %Heavz'hlgglfng

Year C ite Price  Scrap Pri e 1o
| PwGrossn (YeartyAverage) ___Per GroosTon (Yoarly Average) mmm
1952 949 4 Q A4

A

3838383828828 8848 8684
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EXHIBIT 5

TABLE IV-25, IRON AND STEEL INVENTORY, 1969

(uillion nect tons)

1681-1955 1956-1969 1881-1969

(1)

stcel Shipnents +2,202 1,113 3,315
Foundry shipments(z) + 712 223 935
. yet Exports (lrnports)(” -_120 _(54) __66
Total Iron and Stecel Supply 42,79 1,390 4,184
prompt Industrial Scrap(a) -~ _332 243 __212
Iren and Stecl {n Products +2,462 1,147 3,609
l Net Exports Fabricated produces(® - n ) Lt
| pomestic Consuwption--Iron and Steci in +2,391 1,107 3,498
Products
Nonrecoverable Losses'® -__351 166 _s51u
Potent{al Recovery +2,040 . “941 2,981
Obsolete Serap withdrawais(7) - 608 “ 292 __900
Inventory 41,632 649 _ZT_L(_\_Q_;__
Inventory as of January 1, 1881 + 60 60
et Inventory 1,492 =543 2,16
st11l in vse(® 956 1,391
Obsoletc 537 750

Sources: Pre-llfSi,

1231-1555, A survey and analysis of the supply and

availibhility of obuolete iron rnd steel scrap. Colurbus, Battelle
Hemortal Inscitute, bec. 31, 1957.
1256-14 39 e Battelleo-olusbus estimates based on

(1)
2)
(3
%)

(5

(6)

V)]
(8)

AIST, Anvutl Statistical Reports

PUIeau ¢l {ensss

4181, Aunval statistical Reports

17.5% 32 Tocal Iron and Steel Supply; steel gencration ratio
at 20/, castings at Q.54

This nuuber 13 difticult to estimate, as trade statistics
are bascd on dollar volume. In recent years, the values
have tended to offser cach other; howcver, cvea a suhstantial
estimiting error will have little cifect on the analysis

.15 x Douestic Consumptlon; the Battclle study cfted above
catimited 157 of all potential obsolcte scrap would be un-
avallable due to product size or usare; corrosion, abrasion,
and process losses; and war and shipping losses

Purchaned scrap, i.¢., mill receipts less shipments 4+ cxports
= .95 Proenpt Industrial Scrap - scrap imports

.65 (Net inventory, 12/31/09); approximately 20-ycsr cycle

- 115 -
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EXHIBIT 5 Cont.

TALDLE 1V-2G, NEW SUCPLY TRON AND STHLL 5CLAP POTENTIAL, 1970

T TV MIELUTA TR RIS NI TR Lt (AN T T S DA Tkl ¢ L LRI P S T A a A
Life Cycle, Average Doestic Conswption,
Calculations years for Years nuillion net tons

NEW SUPPLY = Iron and Steel Products Avaitable, for the [irst time, 1970

I. Obsolesecent Avaflable
A. Steel lNill Products

from Apriculture Mavkets 15 1954-1956 1.2
Avicmotive 10 1959-1961 13.8
Construction 40 1925-1932 4.7
Consuweer Durables 15 1954-1956 4.0
.Containers 1 1969-1979 7.4
Machinery 20 1949-1951 5.2
Rail Transportation 25 1944-1946 4.8
All Other, cexaluding 20 16549-1951 22.2

evxports
imports 0 1949-1951 1.2
64,5
B. TIron and Steel Castings

from Gray and Mnlleable Iron 15 1954-1956 14,4
Stcel 20 1949-1951 1.6 ,
Import (Export) 15-20 1949-1956 (0.1)

Balance 15.9

C. Product yicld from shipuents = Steel Mill Products at Bf) percent; lFerrous
Castings at 95 percent

D. Unrccoverable'lLosses = 15 percent

E. Calculated Obsolete Scrap Availubility (Steol ¥ill Products + Iron and
Steel Castings) (vield frem Shipments) (Recoverable) =
[(65,5)(.30) + 15.9 (.©5)) [.85] = 56.7 million nct tons

11. Prompt Industrial Scrap Availability
A.  Steel Mill Products = 1970 Dowe:stis Comsumption, 97.1 million net tons x

Sctap Cencration, Ratio (.20) = 9.4 ulltion net tons
B. Ferrous Castings = 1970 omictic Consuwrpiion, 16.3 million net tons x
$crap Generation, Datio (.05) - .8 villion aet tons

C. pPrompt Industriai Scrap Availabitity = 19.4 + .83 = 20.2 million uct tons
I11I. ‘Total Scrap Avdilabillty, i.e,, New Supply = 56,7 + 20.2 = 76.9 million net tors
IV. Total Purchascd Serap (Receipts-Shipments) + (Exports) = 44,5 million net tors

v. Available and dNot Recycled = 32,4 million net tens, approx 40 Percent of
Available.

. ST IEAG.AileTE ST LTS BT N TR TS VTSIt 4 S T TR STt s s S F RS SIS e

Source: Battelle-Colunbus Fstimates.
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T X EXHIBIT 6
‘Tn “st- Qt!ar;m Profits of 635 Concerns ’
(| Rose 27.5% i'rom Level of Lilie’72 Peuod!

The eolumns belaw show by industiies ecarninpgs reported for the first
quarter of 1970 and thoece for the like quarter of 1972, with percentape changes.
Where individual company repems cover (hru-mon(h pericds other than cal-
endar quarters, tl*r- nt-arc';t comp- rable periods have been u"C‘d

First Quar. TTirst Quar. “
o - 1973 1972 Change
11 Aircraft Makers ... .ol $ 96,943,000 $ 70,206,600 + 317
14 Airlines .. o —38,813,000 —321.691,000 L.
L 21 Avtes & Equiponent . ... 1,366,105,600 1,016,S79.650 + 351
6 Broadeasting Companies ..., 36.625.000 20,610,600 + 332
21 Building Materinls o L 146,750,009 97,441,000 + 506
13 Buildire Sapnlies .o oL 136,912,000 88,693.069 + 04
11 Cement (‘omp:‘.nios .......... 9,938,009 + 125
28 Chnin Stores e e D 179,189,000 4+ 638
12 Chain Grocers ... ooooi.. 54,155,090 IYAR — 103
16 Drue & Variety ... ........... - 125,043,000 107,501,600 + 163
24 Chemienls .. .. ... 514,555,000 370,901,000 4 38T
17 Department Steres .ol 481,613.000 422,212,060 + 118
5 I)xshllors 38,511,G:i0 33‘;;-,('00 + 183
18 Drug Manuface lurorq R (1 K: A 00,000 + 2
35 Ele ctnc'\l Eauip-1 .Cctromcx AU~ S Y N F 1} 1 +
17 Broad-Line Companies ........ 326,609 +
18 Specirlty Companies .......... &, UM 000
4T “arm I‘qni :mont ..................

5 Bakery I’ roducts ...

5 Dairy Praducts ... oL,

16 General Yood 1’15("mtq e

6 MentPackers ... Ll
25 Mining & Mol :

6 Alum

19 Copp
11 Office 12

?.)]'ltryh‘nm; ducts oL ....41\0.\”.(,0
9 Dubliching B i . %,210.600
19 P\ﬂ»? P uﬂ 1S
15 R .
F—l“ >
0 .
I Y pebaniyriil
6 Tobre cos .. 4 80
'%1 Touls & 15 32T
150 Otk fo'lu“n.‘«. G 27
Total Byn T 4+ 30
14 Retlenndds + 100
63 Utilities . ¢ RERY + 123
Total L0d Conecerns 7,670,8571,650 + 2.8
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STATEMENTS OF EDWARD D. HEFFERNAN, DIRECTOR OF WASH-
INGTON AFFAIRS, CAST IRON PIPE RESEARCH ASSOCIATION;
PAUL B. AKIN, PRESIDENT, LACLEDE STEEL CORP.; JOHN J.
SHEEHAN, LEGISLATIVE DIRECTOR, UNITED STEEL WORKERS;
CARL W. STUDENROTH, VICE PRESIDENT, INTERNATIONAL
MOLDERS AND ALLIED WORKERS UNION; LANE M. CURRIE,
PRESIDENT AND GENERAL MANAGER, MACAULAY FOUNDRY
CO.; AND DONALD E. WORKMAN, EXECUTIVE VICE PRESIDENT,
GRAY AND DUCTILE IRON FOUNDERS SOCIETY

Senator StevEnsox. Gentlemen, it would be helpful to us and also
the reporter if you would identify yourselves. We are running late.
I will ask you to have the other witnesses, where possible, summa-
rize their statements. The full statements will be entered into the
record (see p. 176).

Mr. Heffernan, why don’t you proceed.

Mr. HerrernaN. Mr. Chairman, Senator Cranston.

If it please the chairman, my colleagues and I on the panel would
like to submit full written statements and some supportive data to
the subcommittee for the record.

Senator StevExson. Without objection, those statements will be
entered into the record.

Mr. HerrervaN. Thank you, Mr. Chairman.

In the interest of time, we would like to present a brief summary
of our position in the form of a panel and then take whatever ques-
tions you might have at the conclusion of the panel. We will pro-
ceed, not reading from the full statements, we will submit those, and
go on a somewhat informal discussion basis.

With me is Paul Akin, president of Laclede Steel Corp., and
chairman of the ferrous scrap consumers committee, which is made
up of five medium-sized steel corporations.

Next to Paul is Don Workman. He is the executive vice president
of the Gray and Ductile Iron Founders Society. He also is repre-
senting the Cast Metals Federation today.

We have another member of that federation in the audience today,
Mr. Lane Currie. Lane is president and general manager of the H.
C. Macaulay Foundry Co.. of Berkeley, Calif.

On my right is Carl Studenroth, vice president of the Interna-
tional Molders and Allied Workers Union, AFL-CIO, from Lan-
caster, Pa.

And on his right is Jack Sheehan, legislative director, United
Steel Workers.

I am Ed Heffernan. I represent the Cast Iron Pipe Research As-
sociation. I am also from Washington, D.C.

I would at this time like to mention, Mr. Chairman, that it was
- called to my attention that the American Iron and Steel ' Institute,
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and I understand Mr. James Collins, the executive vice president of
the institute is here, and they would like leavs to submit to this sub-
committee for the record some time in the immediate future, follow-
ing this hearing, a statement in support of 3. 2119. Mr. Collins is ac-
companied by Ed Phifer of Lukens Steel, who is chairman of the
subcommittee on scrap of the American Iron and Steel Institute.

Senator Stevexsox. Without objection, that statement will be en-
tered into the record.

Mr. HerrernaN. T would like to point out that our panel repre-
sents virtually all of the domestic users of ferrous s -ap metal, in-
siuding spokesmen for the great unions that represent nearly 1
million emplovees in the steel and foundry industries.

I believe it is very significant, Mr. Chairman, that both manage-
ment and labor, both steel and iron foundry people, completely
agree and share a common request today in asking you to favorably
consider S. 2119. -

I would also point out, with the excepti .. of Mr. Akin, who is the
chairman of the ferrous secrap consumers committee, all of the rest
of the members of this panel are not members of that committee,
yet, we certainly do advocate the passage of this bill.

To proceed, it is our intention in the time available to address
ourselves to two essential underlying questions:

First, is the problem relating to ferrous scrap metal and exports,
sufficiently great to require legislative activity:

Second, is the approach, S. 2119, a fair and vyuitable solution for
everyone, including scrap collectors, procesors, users, consumers,
and ultimately, is it in the public interest?

Before I ask our panelists to develop the answers to these two
basic questions, let me briefly describe the problem and our proposed
solution.

Very simply, as the scrap institute itseif has said, iron and steel
scrap is sold i a market governed by supply and demand. Periodi-
cally, there are international steel shortages and we believe these are
going to occur with increasing frequency during the balance of the

's. We are in such a period right now. When such shortages occur,
we find, of course, a high domestic demand for this basic raw mate-
rial, ferrous serap metal.

This domestic demand, accompanied by a very high export de-
mand, puts a crunch on what is available for this year. Hence, you
find escalating prices, very high prices. As the crunch continues, you
find a poorer quality of scrap available, and if the crunch continues
long enough, you are going to find outages, not shortages. You are
going to find shutdowns and you are going to find unemployment.

Finally, it ought to be understcod--and T want to emphasize this—
it should be understood that other industrialized nations do, indeed,
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impose strict controls when it appears that any kind of shortage may
affect their needs.

Thus, in these periods of time there is no other market for sub-
stantial scrap besides the United States. Now I recognize there are
instances when some scrap does flow. It flows in the Common Mar-
ket werhaps between France and West Germany, other members of
the Common Market. It is vory difficult to make a flat statement
that there is no export from another country, because if one cuts a
water tank down somewhere and they happen to sell that, that is a
scrap export. We are saying there are no other substantial scrap ex-
porters besides the United States, and consequently, our draln is
magnified.

What is the answer? Congress has already determined that this
country should protect the domestic economy from the excessive
drain of scarce materials, and it ought to reduce the inflationary im-
pact of abnormal foreign demands. It created the Export Adminis-
tration Act in 1269 to do just this. However, our experience under
that act as regards scrap metal demonstrates the need for a more
definitive control, to eliminate the kind of crisis condition which
seems implicitly necessary before the administration will act and
which makes any action they finally take more drastic and, in fact,
more distasteful.

This bill, S. 2119, defines a critical shortage of iron and steel scrap
and triggers mild restrictions on exports, only during those periods
when a combination of high domestic and export demand for scrap
reaches the critical shortage level. Its whole purpose is to dampen
the export demand sufficiently to avoid crisis shortages and infla-
tionary prices in the domestic market, while at the same time it
seeks to protect against the need to totally embargo exports.

We believe this approach is fair and re~sonable, and will also end
these recurring crises.

Finally, let me add that T find the various statements issued by
our GGovernment and the Japanese Government, both jointly and in-

-dividually, over the last several months, confusing, to say the very
least. T realize there isn’t time right now to detail all of these an-
nouncements and their inconsistencies at this hearing, but I would
like to enter into the record a statement with accompanying data
which analyzes the vacious announcements and news releases and
points out the contradictions. Perhaps during the question and an-
swer period, if there is time, we might wish to go into this, Mr.
Chairman,

I would like to introduce this into the record.

Senator STEVENsoxN. It will be entered into the record.

[The information follows. Some of the tables and charts sub-
mitted by Mr. Heffernan were already inseri>d in the record with the
statement from Commerce Department.]
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Jory 17, 1078,

INCONBISTENRT DATA FroM THE Co8T oF LaviN ~ CoURCIL AND FrROM THE
DEPARTMENT OF COMMERCE REGARDING SCRAP InoR AND STEEL HXPORTS

In late May the auction prices for the prompt {ndustrial factory bundies
made a sharp move upward and number one heavy melting steel scrap prices
quickly followed. (See attached Metal Market graph). The May increase of ap-
proximately four dollars per gross ton followed the April auction price in-
crease of over eight dollars per rross ton. The domestic scrap consumers had
been urging the Secretary of Crmmerce from early in 1973 to impose export
restrictions under the Export /idministration Act. Obviously, in light of the
May auction, something had to be done.

On June 1, 1978 the Cost of Living Council and the U.8. Department of
Commerce made a joint announcement. The news release stated how much
serap iron and steel the Japanese would purchase from the United States in
1973 and in the first quarter of 1074.

On May 22nd Export Control Bulletin No. 84 was issued by the Department
of Commerce. This bulletin required that all unfilled orders and new orders
from scrap exports be reported to the Department of Commerce. Some felt
that if export controls were ultimately instituted, export licenses would be
prorated against reported orders. In short, Bulletin No. 84 might well be con-
sidered an incentive for exports to obtain quickly and to report as many ex-
port orders as possible.

On July 2, 1973, Secretary of Commerce Dent embargoed any new orders of
500 tons or more for scrap iron and steel exporte for 1973. He did nothing to
restrict the export of scrap for the month of July and made no commitment
for the months that follow. On July 2nd, he also released information on how
many tons of scrap would be exported to Japan in the balance of the year.
The Secretary’'s data on scrap exports was dated Jane 17th, just over two
weeks after the Cost of Living Council’s and the Department of Commerce’s
joint news release. Unfortunately, the data from the two releases is compietely
incompatible. Tabularized, it iz as follows:

1973 EXPORTS TO JAPAN

[in millions of net tons)

First Third Fourth Total
halt quarter quarter for 1973
CLC and Department of Commerce joint release of June 1,
1973 e i cmeececeaaaaaaeas 12.58 1.18 0.77 4.53
Department of Commerce reiease of July 1, 1973 (data
asof June 7). oo e 3.2 2.062 1.195 16,513

1 Although this figure was not given in the release, it can be calculated by subrtacting the third and fourth quarter
iigures from the annual total. . . .

3 On the previous page of the same packet, the estimated exports for Japan in 1973 was not 6.513 million net tons, but
6.9 million net tons. As a matter of fact, the graphs and tables of this report are quite contradictory.

In his prepared statement of July 2nd, (see p. 25 of this publication) Secretary
Dent used the June 17th 6.513 million ton figure for 1973 exports to Japan, and
announced that the Japanese Government had agreed to defer the receipt of one
million tons of this until after the 1973 year-end. Seventeen days earlier, the
Cost of Living Council and the Department of Commerce stated that the Japa-
nese had agreed to take no more than 4.53 million net tons in 1973.

These statements do not inspire confidence.
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[News Release—Economic Stabllisation Program]
JAPANESE IMPORTB or FERROUS ScRAP FrRoM UNITED STATES 710 DECLINE

The Cost of Living Council and U.8. Department of Commerce jointly an- -
nqQunced today that they were informed through the Japanese Embassy that
Japanese imports of ferrous scrap from the United States in the last six
months of calendar year 1973 will be approximately 24 percent less than in the
first six months. While continuing to express concern over recent price in-
creases in ferrous scrap, COLC and Commerce officials regard this action as 8
positive step in reducing the inflationary pressure coming from this sector of
the economy. A major factor in the reduction in scrap imports is the increased
availability of pig iron in Japan resulting from the relighting of previously
idle blast furnaces and the installation of new blast furnaces.

The same source also indicated that the Japanese had completed purchases
for shipment through September of this year and were not purchasing at this
time for delivery between October 1, 1973, and March 31, 1974. It was further
stated that when buying is again started, an attempt will be made to spread
purchases evenly throughout the six-month period.

Japanese imports of ferrous scrap from the United States are estimated by
Japanese sources to be 1.18 million net tons in the third quarter of 1973, 0.77
million tons in the fourth quarter and 0.63 million tons in the first quarter of
1974. Total Japanese requirements for U.S. scrap in calendar year 1978 are es-
timated at 4.533 million net tons. In the first four months, U.8. exports to
Japan were 1.9 million tons, 52 percent of total exports of 8.6 million tons.

The Washington Post carried a story datelined July 15 from Reuter’s News
Service quoting the Japanese as agreeing “tv reduce its imports of American
ferrous scrap by twenty-nine percent next month in a move designed to alie-
viate the world shortage of the metal.” The U.8. government, according to the
dispatch, “hailed the action and issued a statement expressing appFeciation to
the Japanese government. It said the problem was a temporary one.”

On July 2, 1973, Secretary of Commerce Dent embargoed any new orders for
ferrous scrap metal for 1973 and made no commitment for any shipments after
July, explaining the situation would be reviewed at the end of July. As we
earlier pointed out, figures announced by the Japanese government on June 1st
amounted to plans to import 4,530,000 tons.

[From the Washington Post, July 15, 1973]
JaPAX TO CuT IMPORTS OF SCRAP FroM UNITED STATES

Japan yesterday agreed to reduce its imports of American ferrous scrap by
29 per cent next month in a move designed to alleviate the waqrld shortage of
the metal.

The U.8. government concerned by the inflationary effect of the shortage on
scrap metal prices, hailed the .ction and issued a statement expressing appre-
ciation to the Japanese government. It said the problem was a temporary one.

The U.S. government early this month introduced a licensing system for all
exports of ferrous scrap.

[From the Evening Star and the Washington Dsily News, July 16, 1973)
JAPAN'S IMPORTS FROM UNITED STATES SOAR

Toxyvo (UPl).—Japan's imports from the United States licensed during the
first half of this year totaled $5.047 billion, a 95.7 percent gain from the same
period of last year, the minlstry of Internatlonal Trade and Industry has an-
nounced. ‘ ‘

Industrial raw materiala fuels and foodstun's all recorded more than 100
percent gains in June over the same month of 1972, the ministry said.

Serap iron and steel contracts jumped a whopping 1,000 percent in June over
the corresponding month of 1972. The ministry blamed this on what is called
an inevitable import rush before Washington's recently announced export curbs
take effect.
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Mr. HerrErnaN. I would like to turn to the panel now to develop
in some detail the rationale behind S.2119, ancF explain the serious-
ness of our situation. I would like to begin with Mr. Paul Akin.

Mr. Axin. I am Paul Akin, and if it would be all right, I will
just speak extemporaneously and submit a written text.

Senator Stevexsox. You anticipated my prayers, too. Your state-
ment will be inserted in the record.

Mr. Axin. My remarks this afternoon will be confined to these
two major points.

First of all, does the ferrous scrap shortage problem warrant a
specific legislation now ?

And, point 2, if legislation is needed, would S. 2119 solve the prob-
lem fairly to all concerned?

In regard to the first point, who is getting hurt and how badly?
In short, the people who are getting hurt are a segment of the steel
industry that relies solely on ferrous scrap as a raw material. These
particu{n' companies go from minimills. and there are about 40 of
them that are very small scrap consumers that produce reinforcing
bar and other rolled steel products: and they include the medium
sized steel companies. The Ferrous Serap Consumer’s Committee, of
which T am vresident. consists of five but there are other medium
sized steel companies. It also includes some of the largest steel cor-
porations in this country. United States Steel Corp., at their Texas
plant, is solely dependent upon scrap; Bethlehem Steel in California
depends solely on scrap. They aresso-called cold metal shops.

The Inland Steel Corp. has many operations in Illinois that are
solely dependent upon secrap. Armco has an operation in Kansas
City that is solely dependent upon scrap, as is their Sand Spring
operation in Oklahoma.

So you have, in essence, the cold metal shops that constitute approx-
imately 20 percent of the raw steelmaking capacity of this Nation.

Earlier this afternoon, Mr. Berman presented a chart that was an
excellent one to demonstiate the point that I would like to make. He
showed how much steel prices have increased. It was the first chart,
you will recall, that he had. Tt showed how much steel prices had in-
creased from the carly fifties on through towards, I guess, 1972. I
think that it is important to recognize that those steel prices are
pretty well controlled, not by the 20 percent, but by the 70 percent
who rely primarily on ore. So we must consider that the small steel
companies cannot. raise their prices higher than the large steel com-
panies, particularly in times of international steel shortages. In these
times we can’t control our customers and say, “You can’t buy steel
from the big companies, you have to buy 1t from us,” because as
soon as that shortage is over. they would say goodbye to us in a
hurry. So even in times like this the cold metal shops cannot raise

prices higher than those of the big steel corporations. So the small . .

steel companies are the ones that are hurt quite badly at a time like
this.

In regards to that steady price increase that they showed for the
big steel corporations, the First National City Bank of New York
puts out annually a statement of return on equity, and the ranki
of the 41 major industries in the United States. In the fifties, the
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steel industry was in about the middle of that ranking. For quite
some time now, the steel industry has had the anchor position. Th
have been 41 out of 41 on returu on equity. So that indicates that al-
though they did increase their prices during that entire period, they
certainly did not get them up enough to cover the increased costs
that were quite manifold in that whole period. That would o atili-
ties, raw materials, laber, all of the rest.

That chart indicated also how the price of scrap racved around
during that period. I might say that at the present time the price of
scrap is quite high—I did not see their chart. The chart I show here
is one that is taken from the American Metal Market, and it is their
No. 1 composite price from Pittsburgh, Chicago, and Philadelphia.
We have superimposed on his 1971. This happens to be the very tail-
end of the last shortage period. Now I think it would be worth-
while at this time to mention whenever we have an international
steel shortage, there is at the same time an international scrap short-
age. We had an international steel shortage in the years 1955, 1956,
and 1957. All though the sixties we didn’t have one, until we got to
1969, towards the end of 1969. Then it started heating up quite a bit
and really hit us quite hard in 1970.

Now, we are in another one. There is good evidence we will have a
continuing number of international steel shortages during the seven-
ties. In the supplementary data that has been supplied to you, there
is a treatise on this in a periodical called “Center Lines.” Father
Hogan, an economics professor from Fordham University, has
treated that quite thoroughly. In 1971, the price moved around be-
tween 30 and 35. In 1972, it moved up as is fairly common in Janu-
ary, and then we see it start—we see the start of a price increase
and here it has come up to the 55 level.

Laclede, the company I am with, we averaged $35 per ton for all
types of scrap last year. Now we have hit a $55 level. For the cold
metal shops, that means they must absorb that $20 increase. This is
qu&te painful. We cannot pass that on. That has to come out of our
hide.

In 1970, the scrap price increase cost Laclede Steel Co., $7 million.
We lost $5 million that year. Cold metal shops cannot take that kind
of & pasting—pardon my language—that kind of a beating. The
present indication is if we end up $10 a ton more than last year, will
mean a $6,500,000 penalty for our company. It is $20 higher now. If
this were to stay at this level, it would mean $13 million we would
have to pay above and beyond. What do we get for this premium?
The scrap isn’t really as good as it was before. What I have illus-
trated here is who is getting hurt, this is the point I am trying to
make. The steel companies that cannot pass this price increase on are
getting hurt. _

Senator STevENsoN. May I interrupt you at that point?

Mr. AxiN. Certainly.

Senator STevEnsoN. Why can’t you pass it on? Leave aside the
freeze, which may end shortly. You mentioned there is a worldwide
shortaége of steel. If that is the case, won’t their prices rise to meet
yours
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Mr. Axin. To illustrate that, suppose you were buying steel from
me, but your competitor, right next to you, is buying from one of
the big integrated plants. So I go to you and I say:

You can't go to the big integrated plant and get your steel, because of the
shortage, you have to buy it from me. [ can cost justify, so please pay me $10
more a ton, which puts you in a terrible position with your competitor. As
sesn ag that shortage is over, you are going to say goodbye to me, because you
will want to get in with the integrated company. That is the market. As soon

as the world shortage is over, you will leave me and we will lose our custom-
ers.

Senator Stevensox, I see ; that answers the question.

Mr. HerFErNaN. 1 would like to break in for a moment, Paul. 1
know Senator Cranston has to leave shortly and I know he is partic-
ularly interested in some California problems. I would like to break
for a moment and ask Lane Currie to address himself peculiarly to
the problems the foundries are facing in California.

Senator Cranstox. Thank you very much. I appreciate that.

Mr. Currie. Mr. Chairman, and Senator Cranston, I am sorry for
the interruption here. T am here today not. only representing H. C.
Macaulay Foundry. but representing some 37 foundries on the west
coast, including those from the States of Washington, Oregon, and
California.

The data I am going to be speaking to today was collected and
correlated Wednesday afternoon. The data with reference to cost
factors and so forth have been presented in the past for the record.

I would like you to know that on the west coast, the foundries
are seeing basically three problems.

No. 1, there definitely is a scrap shortage, and that the level of
scrap we are receiving today is inconsistent with that which we have
been accustomed to over the past 10 or 20 years.

Second. the scrap dealers are not taking the time. and do not
have the consideration to go ahead and prepare the necessary metal-
lurgically controlled materials which we must have for our recycling
process of metals.

And third, we are very seriously confronted with a price increase,
price increases of our commodities, inasinuch as our customers are
not desiring to accept any of these price increases due to the costs
that we have involved here.

Fourth, it alse will reflect an inflationary ripple effect which will
be borne by the American consumer when it is passed through on a
compounded basis in the future.

I should note that the requirements for foundry scrap are some-
what different thar that of the steel mill. The foundry requires a se-
lected, sorted, and in most cases sheared or broken steel or iron ma-
terial. Chemistry and certain other requirements must be met. Most
foundries cannot use bundles or baled scrap, nor can we use the gen-
eral classification of berings, shovelings or turnings. In essence, our
requirements are for sclective scrap and we are dependent upon the
dealer to process accordingly.

This west coast survey of which T am speaking will reflect—there
are seven pages of collected data—price data which are being paid
on three items. It will reflect over the past year an increase to some
foundries of over 70 percent in scrap shearings or scrap iron, broken

99-712 O - 73 - 11
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or unbroken, and it will reflect in some cases price increasee in ex-
cess of 100 percent within a 24-month period of time.

Probably one of the problems which has caused this is the proxim-
ity of the area of harvest to the port of export. On availability of
scrap, surveys were taken from these 37 foundries—a couple of com-
ments on that.

“Material ie available at a price”; “One dealer does not want to take orders
until he can determine what changes in regard to phase 111 or phase IV will be”;
“As far as aveilability, we are somewhat hand-to-mouth, never sure when a
dealer will have scrap because of scarcity”; “Availability has gotten worse”;
“Beginning in June 1972, the supply started to diminish.”

There are many, many other comments on availability that are
noted in my report. In general, the summary of availability for
foundry grade processed iron and steel is fair to poor in all of the
geographical areas. Let me note again foundrs grade. That is differ-
ent than 10-foot sections of steel that can be dropped in a hold on a
ship for shipment overseas. .

In reference to inventories, there are some foundries who have

ne out on long term purchases. I personally have gone out and en-

eavored to establish purchases of materials for 3 months and so
forth, and I cannot get a scrap dealer to come in. Some foundries
who normally maintain a 6 to 8 month level of scrap in their shop
are down to 2 months. Others, keeping the same, are down to a
month or month and a half. Some shops are down to 3 or 4 days.

I will cite a couple of shutdown instances later on.

The quality of scrap is dewn. Let me note that the quality and
segregation 1s very, very important in this material for a recycle
process.

On quality, numerous foundries are having to put considerable
more time into hand segregation; they are having to recut material;
they are having to throw material out because it does not meet speci-
fication; they are losing heats of iron, because the metallurgical com-
position does not meet the standards on which the material suppos-
edly was bought. Foundries are overlooking certain aspects of
quality, because of availability.

It should be noted the foundry industry produces products to
specifications which relate to landing gears on airplanes, and if you
have got poor material in there, and one casting cracks, sorry about
it.

We have component parts that go into the aerospace industry.
This relates to the steel foundry and to the iron foundry. We neces-
sarily have to have quality material and we are not getting the serv-
ice on tha coast.

Some foundries are also accepting material which normally a year
ago, 8 months ago, they would have returned.

Geographically, most of the material is being supplied locally at
higher prices. In Washington certain foundries have gone as far as .
Idaho and Montana, also Oregon, the same area.

California is buying as far east as Salt Lake City and the southern
Csalifornia area is buying in Nevada and Arizona, which is not their
normal purchase area.

With reference to shutdowns, our survey indicated that numerous
foundries have found themselves at a point of supply ef 1 or 2 or 8
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days. One foundry borrowed material from a competitor Zust 8o he
would not have a shutdown. I have specific data on that if the com-
mittee would like to have it. Thnt was a J.os Angeles foundry.

Senator CransToN. Would you submit that material you referred
to for the committee file, please?

Mr. Corrie. All right. T will need somebody to photocopy what I
have.

Senator CranstoN. Thank you.

Mr. Currie. Two Oregon foundries curtailed swing-shift opera-
tions, one since last May, the other one in July. A southern Califor-
nia foundry shut down on three ucrasions because of inability to get
electric furnacc prepared scrap iron.

We of the west coast foundry industry and the foundry industry in
general believe there is a scrap shortage of foundry-prepared mate-
rials; and that we have been forced to take substandard material in
lieu thereof.

Also concurrently with our belief, the Department of Commerce
recently acknowledged a scrap shortage and implemented a tempo-
rary licensing requirement on the export of scrap.

In view of the national problems, I urge the passage of S. 2119
which will guarantee service to the domestic needs as first considera-
tion for preserving the economy of this Nation.

Thank you, Mr. Chairman.

Mr. ileFrer~xaN. Senator, could I add as a footnote, one of my
member companies, U.S. Pipe & Foundry Co., maintains a plant at
Union City, Calif., and this morning they said, they normally try to
keep an inventory to run them approximately 2 months, and they
have been down to a 2-week inventory. And the quality problems
they have are so severe that they have told me they spin molten
metal in a mold to make a ductile iron pressure pipe and anneal that
pipe when it comes out of the mold. They have had to reanneal
pipes at tremendous cost in terms of the energy involved, simply be-
cause the quality of scrap was so bad, they couldn’t get the right
ductility on the first run.

It is very severe in terms of this question of quality of the scrap.

Thank you, Lane.

Senator Craxstox. If I may briefly ask a couple of questions be-
fore I leave, and I will leave some more with the chairman, if 1
may, Mr. Currie, Mr. Berman estimated an export ban would leave
the west coast with a huge surplus and price would fall drastically.

Could you in fact absorb what is not exported ?

Mr. Corrie. My support of S. 2119 does not involve an embargo;
it involves a continual flow of surplus scrap out of the area. Our
plea here is to have the available grades and quality of material nec-
essary to perpetuate growth of our industry and maintain levels of
employment on the coast.

Senator CranstoN. What is your response to the Battelle Report
that was submitted to the EPA? Among other things it stated there
is an adequate supply, but recycling of some sort is required.

Mr. Currik. There 1s an adequate supply of what, sir?

Senator Craxstox. Of scrap. but recycling is required to make it
fit your needs. Perhaps that is not the proper question to ask you.
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Mr. Currie. No; I would like to pass on that.

Mr. Axin. Mr. Senator, if it is all right, I would like to include
in the minutes a statement that was made by the American Iron and
Steel Institute that refuted that particular Battelle Report and the
wa.f' it was done.

do not have a copy of it with me, but it was a statement of
March 23, I believe.

Senator CraxstoN. If you would submit that, that would be fine.
[The following was received for the record :]

AMERICAN IBoN AND STEEL INSTITUTE,
Washington, D.C. July 26, 1978.
Senator Aprar E. STevErson III,
Chairman, Subcommittee on International Finance, Committee on Banking,
Housing and Urban Affairs, Washington, D.C.

DeAR MR. CHAmRMAN: The enclosed statement of American Iron and Steel
Institute in support of proposed amendments to the Export Administration Act
of 1969 is submitted for the record in connection with the hearings of July 18,
1973 on Senate Bill S 2119,

Also enclosed is a copy of the Supplementary Statement on the Need for
Ferrous Scrap Controls to which Mr. Paul B. Akin, President, Laclede Steel
Company, referred during the July 18 hearings. You asked then that the sup-
plementary statement be made available to your Subcommittee. The supplemen-
tary statement was filed with the House Subcommittee on International Trade
in connection with its hearings of March 23, 1973 on HR 5739.

Very truly yours,
WiLLiAM H. STAPLETON,
Chairman, Committee on Critical Materials Supply.

SUPPLEMENTARY STATEMENT OF THE AMERICAN IRON AND STEEL INSTITUTE BEFORE
THE SUBCOMMITTEE ON INTERNATIONAL TBRADE oF THE HOUSE COMMIITEE ON
BANKING AND CURRENCY, MARCH 1973

Testimony was presented to the Committee on March 23, 1873 by the Ameri-
can Iron and Steel Institute (AISI) and the Institute of Scrap Iron & Steel
(ISI8) engendering questions by Committee members who requested additional
information.

Set forth below are I1SI8 statements with responses by AISI:

IS8IS statement.—There is no shortage of obsolete scrap.

AISI responge—ISIS states that a report by Battelle Memorial Institute
“found an inventory of scrap iron in this nation in 1969 in exress of 750 mil-
lion tons.” This is clearly a misinterpretation of the Battelle report. Actually,
the 750 million tons were an estimate of the amount of <teel in use in the
country which could eventually be expected to return to the steel mills apdi
foundries as scrap. It included new and old automobi'cs, machinery, buildings,
etc. Most of this tonnage will not be available for reeycling for periods rang-
ing from 10 to 50 years. The steel, 60 of which would eventually be re-
covered as scrap and recycled, according to the Battelle analysis, was esti-
mated by excluding the portion in forms or uses which do not lend themselves
to recovery and reuse. Thereofre, the ISIS statement that “only 60% of the
newly available scrap is being recycied so that this massive inventory is being
adcded to at a huge rate every year” is totally inaccurate.

The only proper definition of available scrap is scrap at steel mills or in
. dealers’ yards either processed or capable of being processed within the period
the potential user wants delivery. If such scrap is not in short supply, why is
the scrap price so high relative to normal levels over the past decade.

ISIS statement.—Changes in scrap prices result from changes in scrap pur-
chasing rates by domestic rather than foreign buyers.

AISI response.—The domestic steel industry has not opposed the exportation
of ferrous scrap when it 1s in ample supply. Obviously rising domestic demand
has an impact on scrap pvices. But when high domestic demand is coupled
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with high export demand, as occurred in 1869-70 and currently, the scrap
price impact on the steel industry can only be described as disastrous.

It is clearly established that export prices are higher and lead domestic
prices during periods of high domestic and foreign demand. Japanese scrap
buying cartels who purchase for their major steel companies can afford higher
prices for ferrons scrap as they use considerably less scrap per ton of steel
produced in thier basic oxygen furnaces than do U.S. miils. If foreign scrap
users pay a premium of $10 per ton for 12 million tons in 1978, the cost im-
pact of $120 million is considerably less than that absorbed by U.S. consumers
who must pay the $10 premium set by export demand but in 1973 spread over
41.5 million tong of domestic demand. Thus the impact on U.8. consumers is
$415 million, and the impact on steel companies relying completely on scrap as
their basic raw materials is catastrophic.

IBIS statement.—Scrap price increases are not inflationary.

AISI response—Changes in the price of any commodity entering into the
production of another commodity (as scrap does in the production of steel)
has an effect on the cost of that commodity and, ultimately, on its price. Scrap
is no exception. The reason there is no apparent correlation between scrap
prices and steel prices, is that for the steel industry, labor, other raw mate-
rials, and capital costs are considerable. Thus scrap costs are one element in
total costs. This does not mean that scrap costs do not have a serious impeact
on the steel industry.

The cost of purchased serap i8 by no means an insignificant factor in steel in-
dustry production costs, although its significance varies widely from company
to company. The steel industry consumes about .3 tons of purchased scrap for
every ton of finished steel shipped. At this rate, a $10 per gross ton increase in
the price of scrap would raise the average cost per ton of finished steel
shipped by about $£2.70. This is a serious cost increase for the steel industry
whose profit after taxes in 1972 was approximately $8.24 per ton of finished
steel shipped.

Additionally, the preliminary estimate of the steel industry’s return on eq-
ufty in 1972 is less than 6%%.

ISIS statement.—Purchasing by mills and foundries on the same basis used
by all other industries would reduce substantially the fluctuation in scrap
prices. .

AISI response.—The context of this statement is that “all other industries’”
buy more in slack periods when prices are low and less in peak consumption
periods when prices are higher. This is not typical purchasing policy. Most ma-
terials, including steel, are brought as needed, inventories are kept to a mini-
mum through controls, and companies resist having substantial amounts of
capital tied up in materialg they cannot use in the operating year. Most steel
erapanies in the world operate in this way. If we are to provide valuable fron
nnigy to foreign users. why does not ISIS suggest to foreign users thai they
siockpile U.S. serap when both our home demand and tucirs 8 ww. 1ne fact is
that both foreign users and demestic users buy more U.8. scrap when their de-
mund increases. The difference is that foreign governments impose tight con-
trols on their scrap exports when their home users require the matertal,

ISIS statement.—Scrap iron and steel is a positive contributor to the U.8.
balance of payments in the range of five hundred million dollars annually.

AISI response.—-In 1972, scrap exports totalled $244 million, This was 7,382,
554 tons at an average price of $33 per ton. To reach $500 million in 1978
would require 12,000.000 tons at an average price of $41.67. This is possible,
but it would require exports of scrap at a level which ISIS apparently does
not consider likely.

Moreover, the additional iron units which foreign purchasers acquire during
a period of high U.8. demand for steel. return to the T.S. in the form of fin-
ished steel mill products to satisfy the demand, at quadruple the value of the
scrap exports.

Our steel trade deficit was $2.2 billion last year. Under the circumstances
described above, scrap exports unfavoraluy impact the balance of trade rather
than the reverse.

ISIS statement.—No abnormal foreign demand is present, since exports in
1978 are not expected to exceed previous years.

AIBI responsc.—Exports in 1973 are expected to exceed every year in the
past ten. That is not normal.
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IBIS statement.—The huge inventories of available obsolete scrap iron con-
tinue to accelerate on a daily basis.

AISI response—There are no huge inventories of available obsolete scrap el-
ther at the mills or in the yards of scrap dealers. In fact inverntories are prob-
ably iower than normal. If JTI8 is referrving to all steel in use which will
become serap over the next 10 to 50 years, it is in no sense available.

ISIS statement.—U.8. steel mills and/or foundries export scrap.

AISI reeponse.—On rare occasions, imills may sell surplus scrap at certain
plants which for one reason or another cannot consume it, rather than absorb
shipping costs to other company plants. Scrap dealers, on occarion, may pur-
chase such scrap and export it. This is not a common occurrence in the steel
industry.

STATEMENT OF AMERICAN IRON AND STELL INSTITUTE

The interest of a concerned Congress, “to protect the domestic economy from
the excessive drain of scarce materials and to reduce the serious inflationary
impact of abnormal foreign demand” manifested itself in the passage and sub-
sequent renewal of the Export Administration Act of 1969.

Ensactment of this legisla’ >n reaffirmed earlier intentions of Congress that
exports of a scarce U.S. coi.modity be controlled in situations where abnormal
foreign demand results in substantial discuption in the normal supply and
price of the commodity in this country. However., whereas in theory the Ex-
port Administration Act seeks to protect U.S. industry and the economy from
both the outfiow of scarce materials and subscquent inflationary impact, it has
accomplished neither cbjective to date in the cise of ferrous scrap, with one
exception. The exception pertains to the imposition of quantitative limitations
on the export of nickel!-bearing steel scrap for approximately 12 months begin-
ning September 9, 1969 due to an acute shortage of primary nickel metal in
that period.

The Act did not prevent record-high exportation of other grades of ferrous
scrap in 1969 and 1970. nor the inflationary impacts on domestie scrap prices
in those years. Similarly, authority granted by the Act has been used only
sparingly in 1973 to date. despite the prevalence of serious supply and price
problems across the United States as the result of abnormal foreign demand.

Domestic steel mills and foundries have witnessed a rise in ferrous scrap ex-
ports from an average monthly rate of 615000 net tons in 1972 to an average
monthly rate of 1,100,000 net tons in the first half of 1973. They have seen the
composite price of No. 1 Heavy Melting Scrap, their key grade, increase from -
an average of $36.63 per gross ton in 1972 to $55.00 per gross ton at the pres-
ent time. Based on combined purchases of about 40 million gross tons in 1978,
the $18.37 per ton increase will add $735 million to operating costs of steel
mills and foundries this year.

Past failures of the Department of Commerce to use lawfully granted au-
thority to limit the outflow of ferrous scrap resuited, we believe, from funda-
mental conceptual differences between it and the Congress with regard to the
intentions cr the objectives of Section 3, Paragraph (2) (A) of the Export Ad-
ministration Act. Congress has declared that excessive drains of scarce mate-
rials dnd resultant inflationary impect shall be prevented. The Commerce in-
terpretation of its authority to implement restraining actions substantially
weakens that declaration. This is due to the long, time-consuming processes it
employs in documenting the fact that the excesses to be prevented are indeed
actually occuring.

Unfortunately, the polarization that develops while awaiting the availability
of hard statistical evidence, leads to a reluctance to undertake even the most
rudimentary actions of an exploratory nature. In the way of a case history on
this point, it can be noted that Commerce did not request until May 22, 1978
that exporters furnish continuing data on new and unfilled export orders for
ferrous scrap. Information gained through this rather simple elementary step
is believed to have contributed heavily to the decision of Commerce to require
licensing of exports as of July 2, 1973. That Gecision followed by many months
the September, 1972 embargo on scrap exports by the United Kingdom; an-
nouncements by the Japanese steel industry in late 1972 of plans to sharply in-
crease purchases of U.S8. ferrous scrap; the request of American Iron and
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Steel Institute in December, 1972 that export limitations be established; and
finally, the availability of its own data reflecting the export upsurge starting
in the fourth quarter, 1972. ¢ .

The accelerating growth in the demand for steel which is foreseen for both
the United States and the rest of the world in the next decade will make nec
essary substantial additions to this country’s steelmaking capacity. Failure to
add this capacity will lead to increased dependency on imported steel and a
further worsening of the $2.2 billion dollar steel trade deficit suffered in 1972.

The already heavy demands of the steel industry for capital funds to main-
tain existing capacity and to meet new environmental standards dictates that
a substantial portion of needed new capacily be filled through the installation
of electric furnaces. Capital investment is considerably less for electric fur
naces than for basic oxygen furnaces which must be supplemented with blast
furnaces, coke ovens and other high-cost auxiliary facilities. Production of steel
in electric furnaces has risen by 64 percent in just the past five years, from
16.8 million net tons in 1968 to an estimated 27.5 million net tons in 1978.

Aside from the problems of availability of capital and electric power, deci-
sions to install new electric furnace capacity must rcecessarily be based on an-
ticipated future availability and cost of ferrous scrap. Electric furnaces, unlike
the basic oxygen and open hearth furnaces, depend almost 100 percent on
scrap as their source of raw material. The argument now being heard that
scrap is always available “at a price” lends no assurance to the company which
must market its finished produc. 1in competition with other domestie steel mills,
foreign steel mills and other materials.

Prevention of excessive exportation of scrap to competing steel mills abroad
is therefore a long-term as well as a short-term concern of the domestic steel
industry. In view of the deteriorating position of the United States in world
trade, it should be a matter of national concern as well.

The steel industry thereofre urges the passage of 8§ 2119 and 8 2053 to
amend the Export Administration Act of 1969.

Further, the steel industry recognizes that serious problems may soon arise
in connection with the exportation of low-sulphur, metallurgical-grade bitumi-
nous coal and in the exportation of non-ferrous metals in which the United
States has become a “have not” nation. It therefore encourages Congress to
provide precise definitions of language used in Section 3, Paragraph (2) (A)
of the Export Administration Act, particularly with reference to such terms as
“excessive drains”, “serious inflationary impact”, and ‘“abnormal forelgn de-
mand”.

Senator Craxstox. What is the relationship between the price of
scrap and the price of finished steel? In your opinion, would an export
embargo bring about a sigmificant reduction in the price of finished
steel ¢

Mr. Currie. Are we directing this to castings or to steel? They
are two subjects really. Steel T would pass to Mr. Akin.

Senator CransTtox. Let’s hear it on both.

Mr. Cerrie. As far as cast products are concerned, certain grdes
of cast products, there undoubtedly would be a reduction of cost of
these commodities. There are certain castings that sell for 10 cents a
pound, 11 cents a pound, ingot molds are up to 10 or 20 cents &
pound and so forth. The price of those castings would be reduced
considerably.

Mr. Herrerxan. Could T just make one comment, Senator, be-
cause I think it cuts across the point, in terms of that 750 million
reservoir. What Battelle was referring to is finished steel that has
gone into finished product. That includes your automobile new, my
automobile, your refrigerator. my refrigerator, the beams in this
building. Someone said we could take the dome, that is cast iron, be-
cause it is included in the reservoir.

I think we would have a hard time taking that away from the Ar-
chitect right now. I think we should understand when we talk about
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the reservoir, that is the reservoir we are talking about, that which
may some day become available as scrap. We are talking sbout a pe-
riog that may run for 50 years.

Thank you. -

Mr. Axin. In regard to the price of steel, if you recall a little ear-
lier T mentioned that the 20 percent of the steel industry are the
ones that use scrap exclusively, and that our costs have gone up es-
sentially the same as the rest of the integrated plants in regard to
our utilities, labor, brick, refractory costs and all. So that the great
bulk or the combination of the twe are pretty close in more normal
times. ‘

Now we hit this high scrap price, the one that caused, for exam-
ple, my company that huge loss. If we reduce the price, if we don’t
hit that, if the price is on a more sane basis, then we can compete
with the big companies.

Senator Cransron. Thank you very much.

I want to express my regret that T can’t remain for the balance of
your testimony. I do have a staff assistant who will be here and I
will review the record.

Thank you very much.

Senator Stevexson. Mr. Akin, let’s continue where you left off.

Mr. Axin. I have been advised by Mr. Heffernan to hurry up.

Senator StevENson. That is good advice.

Mr. Agi~. So I will skip three y:aphs and get right to the trigger
mechanism, how it functions, what 1t does.

Mr. HerrerNAN. Could I interrupt you again ?

There is one thing I wanted to mention before you lrave, Senator
Cranston. The purpose of this bill is only to dampen exports, as we
pointed out, during that brief period of time when you have this
combination of high domestic and high export demands.

We recognize there is a peculiar problem on the west coast. And
we would favorably consider the possibility of language, either in
the bill itself, or language as legislative intent, that would require
the Secretary to take into consideration whatever special needs
might be involved in a computation of that total tonnage that would
cover this problem of the west coast.

Senator Cransron. Thank you.

Mr. Herrernax. Excuse me—Paul.

Mr. Axin. Sure; I just finished earlier pointing out where the
need is, who is gotting hurt. T was about. to mention the foundries.
but that was covered perfectly adequately. So then the question of
how should this be controlled ?

If you could pick out those objectives that you could have in a
bill, what would you like to have? It seems to me that for the total
benefit of the Nation, one of the first things you would want is the
ability to export as much scrap as you possibly could, short of de-
~ priving the workers in the United States of material to work with
and the industry’s material to work with, and short of doing irrep-
arable economic damage because of extremely high prices of that
raw material which cannot be recovered in the marketplace. So we
would like to ship as much as we could.

We recognize that when it comes to ferrous scrap, as has been
"‘mentioned earlier, there are two places that scrap goes once it has
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been gathered within United States. It either goes to the domestic
consumers, the small steel companies, and the foundries, or it goes
into export. It is the combination of those two things that make up
the total market. In view of that, we thought the best thing to do
would be to—this is in a general consideration if we were going to
select something like this—use that total figure as the goverring
amount.

We looked at the figures in the past. The greatest amount of scrap
that has been generated in this Nation is approximately 46 million
tons. W~ hit 45.9 million tons last vear; we hit 45.4 million tons in
1970; aud 45.8 million tons in 1969. We have not seen a period when
it was above that. We do know that in each of those years, certainly
at the end of last year, we got quite a jump in prices in scrap. In
1970 it showed distressingly high prices in scrap. ]

It is our opinion, when you see those high prices, it is illustrating
that the supply/demand ratio is being strained. So at a time like
that we feel we are getting to a shortage situation. And when it gets
up to the 46 million that we haven’t yet exceeded, that is a critical
shortage.

So if we could have a bill that would permit the export of scrap
when it is not heing used domestically, and one that would dampen
exports when it starts getting into a runaway situation, we could
perhaps preclude the necessity of an embargo.

The best. way to illustrate is that under the present ¢*- ~~  ‘ces
with the Export Administration Act, we don’t know - -
ministration is going to do. We have no clear guidelir,' /+ € KNOW
that in 1969 and 1970 they did nothing. We don’t know at the pres-
ent time, with prices going sky high and this block of the steel in-
dustry being severely jeopardized. what they are going to do. What
will they do in August?

There has been no comment along that line. Meanwhile we must
bid on jobs, for example, the Illinois highway system that will take
place next vear. What will the raw material cost be? We have no
idea.

Yet we have to give a firm contract. This is an extremely difficult
position for business to operate in.

On- f the things we would like in legislation would be a clearcut
defini -n of where w tand. I think it would be worth mentioning
that 1¢ Jhis bill had been passcd in 1960, it would have triggered in
1969, with the mild restriction, it would have triggered again in
1970 with the mild restriction, it would have triggered in 1972 and
it would have triggered this year.

At no time, contrary to what the scrap people said, would we have
had a total embargo. I think it might be worthwhile now to show
what would happen if this bill were in effect this year. I have indi-
cated several times, and Ed has too, that this is a mild restriction.

One of the first things is to consider the operating procedure for
the bill. Section 207(a) states that the Secretary of Commerce will
examine each calender quarter. He dces so a month and a half after
the close of the quarter when the data becomes available to him. He
has etg. determine if a shortage, critical shortage, or no shortage oc-
curred. |
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In this particular year he would have seen that a critical sho:
occurred 1n the first quarter. After he determines that, Section
207(c) states he is to impose the mild restriction on exports at the
start of the next month.

T have indicated that that is a mild restriction.

Let’s consider how strong that is for this particular year. The 5-
year annual average of exports is about 8 million tons. One quarter
of that is 2 million. So it means during this particular period there
wonld be 2 million tons of exports that could leave the country.

Daring this critical shortage period we had about 2.7 million tons
that left the country. In the following 2 months we had sbout 2 mil-
lion tons that left the country. So we have 5 million tons so far.

Now we are allowed 2 more, which is 7 million tons. We have a
free month at the end of the restriction period that would probably
be a relatively heavy one. It could easily be a million tons in that
n}llonth, which would mean 8 million tons that would go into export
this year.

Th}(; Department of Commerce has estimated that we would have
4214 million tons of domestic consumption. So we would then have
the 8 million on top of the 4214, or over 50 million.

We have ne.er been close to that before. The closest we have got-
ten is 46 million. So what this bill would essentially state or what
the effect of it appears to me to be is that when we have an interna-
tional steel shortage we will not allow our export of scrap to double
or come close to that in such a period. But 8 million tons in a period
with this bill in effect is certainly not a violent restriction, it cer-
tainly is quite a challenge to the scrap people to come up with the
amount of scrap that this bill would allow.

The year 1961 is an excellent year to take a look at. In 1961 our
exports were 9,780,000-some tons; it was an extremcly high year.
Domestic consumption in that year was extremely mild. If we look
at that 11145 million ton triggering point, you would know that with
extremely high exports that bill would not have touched it.

The bill would permit those exports to go out when the domestic
industry was not using it. The triggering device on this bill is a
gamble on the high side. Depending on how the total effort occurred
during the year, you could come very close to 46 million. Every time
we have been close to it there have been very high prices. But you
could come close to it and this bill would never go off.

There is another point of this bill that is quite important. As soon
as those restrictions are on, there is another requirement of the Sec-
retary of Commerce; that is section 207 (e).

As soon as we have 3 months of this restriction, the Secrstary of
Commerce must determine if there is a critical shortage after the re-
strictions have been imposed ?

- In the event he were to find such a critical shortage, he would
have to put the total embargo on. '

There is also section 209, that states he is to use his judgment to
ca_ry out the will of Congress. He is allowed, for example, to im-
pose tighter restrictions than those called for on this particular sec-
tion. Certainly at this point he would be taking a very close look at
how much is going out as well as at the domestic consumption, He
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ight very well, in the second month of these restrictions, might de-
gll(li% to glc;yahead and put close to a total embargo on, because if he
wore to do a total embargo at that point he might avoid a 8-month
embargo later.

The approach is to put the brakes on gently. Last year we would
have one 6-month period of braking action. So with that much brak-
ing action, I think we would have had more scrap available this

ear. And then with the knowledge that it can happen agsin, that
Knowledge would be available to all of the foreign buyers, it would
be available to the domestic buyers, and we would know exactly
where we stand.

We have a very good chance that this will be cuntrolled slowly
and we won’t have a runaway situation.

This concludes my presentation unless you would like to go
through some more demonstrations of how the bill would work.

Senator SteveExsox. Thank you very much. Let me, instead, just
ask a question: What effect would the controls under this bill, in
your hypothetical case, have on the balauce of payments? Do U.S.
exports of scrap return to the United States in the form of imported
finished steel products? Would we be making ourselves, as a result of
this bill, more self-sufficient and less dependent upon imports of
finished steel products? What would be the effect on the balance of
payments?

Mr. Axix. Sir, if the domestic steel industry saw that there was a
reasonable approach towards preventing these scrap shortages, there
would be quite an inducement to put in more electric furnaces in
this country.

I think there is another chart that I skipped that you might like
to see very much. We have an enlargement of a graph that was in
the President’s economic report. I have a copy of that right here. I
do not know whether you are familiar with that.

Senator STEVENsoN. Oh, yes. :

Mr. Agin. Now, let us consider a little bit about the balance of
payments. On that report, products with a declining trade balance
trend, and you can see the steel products right here, the blue line, all
of a sudden everything got a lot better in here and then it dropped
down. That was an international steel shortage. We were at around
17 million tons of imports of steel in that year. This gave us relief
to the extent of 3 to 4 millions tons and—bingo!; when it .7as over;
down the campaign.

The administration speaks of this as 1.0. They are taking credit
for AID sales. We think of it more as $2.3 billion deficit in steel.

It was alse here in 1971 that steel trade deficit alone was greater
than the national trade deficit. Now, we do not make enough steel in
his Nation to meet the needs of the Nation. We have not, as a mat-
ter.of fact, since 1958. We could, if we had the equivalent of this
bill. It. would encourage the installation of more steel facilities, That
is how the bill could affect the balance of payments.

‘Senator STEVENsoN. Are you saying that the imposition of the
controls contemplated by this bill would not create a greater trade
deficit in all steel ?

Mr. Axin. As far as steel goes; this bill would, in the course of
time, improve our balance of payments. We would not be shipping
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the scrap out, but we would be in a position to supply more of our
needs, our own steel needs.

Senator STevENsoN. You are saying that notwithstanding the im-
position of controls, the reduced exports of scra

Mr. Axin. It is going to improve in the course of time. I will also
put it the other way——

Senator Stevenson [continuing]. It makes us less dependent on
steel imports, does it?

Mr. AxiN. Yes. And it puts us in a better position to have the ex-
ports.

Now, by having no legislation in this area, the present Export
Administration Act as has been demonstrated, gave us no protection
in 1969 ; 1970; nothing this year. My company and the other small
cold metal shops, cannot continue to take that kind of a loss. We
desperately need new soaxing pits. They cost about $3 million.

What we lost in the premium that we paid in 1970 would have

bought them. And what we are losing this year would have bought
them. We still do not have them. So this whole block of industry,
this 20 percent is becoming less and less competitive.

They are struggling for survival. This may be against the anti-
trust approach, but we are working very hard, because, if we do not,
if we cannot get some help here, they will not have anyone to sue
anyway.

gena,tnr SteveExson. The last person who showed me that chart
was Mr. Peter Flanigan of the White House.

Mr. Ac<iN. I was delighted when I saw it, because I thought I
could use it. Mr. Heffernan, we had beiter keep moving.

Mr. HerrernaN. Yes, I would like to turn to Jack Sheehan to
give you briefly a steelworker’s view.

Mr. SueenaN. Mr. Chairman, in recent years our union has be-
come increasingly concerned about the impact of steel scrap exports
upon those mills and foundries which are dependent upon such
scrap. In other congressional forums we have been urging that our
total trade policies be subjected to a review or perhaps a reorienta-
tion, if you wish, because of its influence upon our domestic man-
power policies.

Today, however, we arc relating to one aspect of that trade policy,
the export of materials which can cause either an inflationary pres-
sure or .cute shortages or both.

We have been witnessing high export levels, as Paul Akin
ixll)dicaabed here, at times of high demand, both domestically and
abroad.

Our domestic scrap consumers, the smaller steel mills he referred
to, are put in an extremely difficult bind if they try to compete at
higher prices with overseas consumers. Such domestic mills would
cut back on production, because of high prices which they can not
‘pa_?? on, due to domestic competition from more integrated steel
mills.

Others will absorb the increase, to the detriment of needed ex-
~ penditures for modernization or simply for replacement of equip-
ment.

Smaller plants thereby fall behind in their battle to remain com-
petitive and to retain their share of the market.
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For them the boom in steel may become a bust, because of the
high cost of their raw material, namely scrap. The export policies
becomes an engine for distress, preventing them from fully utilizing
the advantages that can occur from a good market. i

There is one point in my statement I would like to emphasize.
You should bear in mind that some of these plants are among those
. which must make a large financial commitment to meet their obliga-
ticns under the pollution control standards of EPA and occupa-
tional standards of OSHA.

The occupational health of our members requires the investment,
sometimes nonproductive, in abatement equipment. We should not
deprive the industry of the advantages of the good market periods
to make those expenditures. .

In a study released this month by the Department of Commerce, it
is projected that the 1973 exports of steel scrap will increase 67 per-
cent over the 1972 levels to a total of 12.4 million tons. The resulting
employment problem in the steel industry is twofold :

First as increasing tonnage of steel scrap is exported, the domestic
price is presscd upward. Those steel producers whose scrap invento-
ries are low and who can neither pass on nor absorb the price in-
crease may be required to cut back or shut down production.

Second, even for those domestic producers who can absorb the
soaring prices the available supply may be seriously threatened b
the unpreccdented levels of ferrous scrap exports. The industry-esti-
mates that current demands will not be met by the scrap industry
and the shortages will be aggravated by the excessive exports.

The present situation is not entirely unique. In 1969 and 1970
there were similar pressures in the ferrous scrap industry. We can
validly saticipate that future crises will arise with regard to the
stezl scrap situation unless cffective corrective factors are now put
into force. '

In 1969 and 1970 the U7.S. Department of Commerce failed to act
421 authority granted it under the Export Administrative Control

ct.

As a consequence there was considerable disruption in the indus-
try. In the present crisis, only recently and under great urging has
the Commerce Department used its discretionary authority to moni-
tor the outflow of steel scrap. The Department may argue that it is
controlling or regulating exporte but it is doing so at levels which
are already described by the industry to be above the crisis level and
at which shortages will occur.

Furthermore, the Department waited too long before it exercised
these controls. It first orderrd mandatory reporting of scrap exports
so as to ascertain the gravity of the situation. While we do not disa-
gree that there should be orderly progression in the imposition of
controls, we do find it unrealistic that the aspect of total discreiion
in the initiation of each step is left in the hands of the Department.

The efficacy of the steps already taken may already be vitiated by
the inordinate timelag which transpired gefore the Department
reached its decision.

Mr, Chairman, as far as our union is concerned, it is precisely be-
cause of that total discretion that we appear before you today. We
are not ourselves developing data as to whether there is or there is
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not a shortage in steel scrap. But it is precisely because there is a
void in the current implementation of the export control system that
we come before this committee. :

The intent of the partial embargo now in effect is to prevent the
further acceleration of scrap exports to higher levels. Whether shut-
ting off further exports over and above those already projected will
provide sufficient supply to satisfy our domestic consumption re-
mains to be seen. There is, howsver, no prescribed mechanism
whereby there will be an orderly evaluation of that situation. _

It is precisely because of that void in the current implementation
of the export control system that we have come before this commit-
tee.

We are seeking a legislative determination for the definition of
critical shortage. S. 2119 provides that definition. It triggers a pro-
gressive approach of mild controls and restrictions on exports so
that the imbalance of supply and demand will not have to reach
such critical stages that t.otaf embargoes will be necessitated. Many
in the industry feel the situation today requires such a total em-
bargo. Enactment of the triggers in this bill will obviate such dras-
tic measure in the future.

Therefore a trigger mechanism, identifying the levels for quanti-
tative limitations on the export of ferrous scrap, is necessary to
eliminate the recurring crises in the industry and to curtail infla-
tionary pressures. We know that the present price freeze has pre-
vented the spiraling of steel scrap prices. But it had also put a
freeze on the domestic availability of scrap as dealers were atiracted
to the uncontrolled higher price markets abroad. ‘

In times of serious demands for ferrous scrap, priority should be
given to the domestic producers in securing the scarce metal-—not to
their foreign counterparts. The American industry and work force
should not have to suffer economic hardship because of scarcities
calelge:d by the export to our competitors of necessary production in-
gredient.

S. 2119 incorporates a logical and orderly basis of monitoring and
regulating export of steel scrap. The United Steelworkers of Amer-
ica join with steel and foundry interests to seek your consideration
and support for the adoption of this measure.

Mr. HerrernaN. I would like to make a comment followin
Jack’s, because there have been some myths created, and I woulg
like to lay some of those to rest.

The argument was made to explain sudden short suppiy that all
of the foundries and mills, after a long period of layoff, come in and
buy at the same time.

Now in our own case, the purchasing of scrap runs generally from
the 30-day cycle down to a daily purchasing of scrap.

One company indicated to me—it surprised me—that they buy
scrap virtually every day.

But in any event, it ranges up to mills buying on a 30-day cycle,
and they are buying year in and year out. There is no long period
when su”denly we all rush in and buy on the same day. That is ab-
surd. Theve is a constant purchasing.
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In order for a foundry to have hedged agsinst the current price
siege, it would have been necessary to build a scrap inventory of
about 10 months’ supply to weather this. . )

Is this realistic? Aside from the practical problem of making
available the space to store such : inventory, there must be
considered the time value of money,

An astute pipe foundryman keeps one eye on the anticipated fu-
ture market for pipe and the other on the prime rate. No foundry-
man can be expected to tie up his assets in a vast supply of raw ma-
terial for which he has no reasonable assurance of short term
profitable use.

In shoit, the scrap industry is suggesting that the iron and steel
inillustry follow an inventory practice which they themselves do not
follow. ‘

I think that is patently absurd.

I would like, iF I could, now, to have Carl Studenroth give an
iron workers’ view of this problem.

Mr. StvpExroTH. Thank you, Ed.

Mr. Chairman, I admire vour patience.

The other proponents of S. 2119 no doubt have outlined to you
here today the dramatic need for help in protecting what I feel is
one of our most vital resources: scrap iron and steel.

In other submitted briefs and presentations here you have been
provided with many facts and statistics to warrant your full sup-
port in the passage, without delay, of S.2119.

I will presume to be the conscience of the su]iporters of S. 2119
anld eii;y briefly to convey to you a plea from the little people in-
volved.

We are a small union of 80,000, dealing mostly with small employ-
erz of 150 workers or less, in the iron and steel foundries.

This is an invisible industry to most people, but an indispensible
one to big industry, for without the steady supply of castings from
these small, mostly family-owned shops, the wheels and machine
tools of our mighty assembly lines would grind quickly to a halt.

To paraphrase an old cliché: “For want of a few cast nuts, all the
wheels fell off.”

We have been anxious and frustrated observers as the number of
iron foundries declined from 3,000 in 1947 to 1,870 in 1969, and now
HEW and Commerce are making educated guesses that it will be
less than 1,000 by 1980.

Scrap iron is the lifeblood of these producers of castings and any-
thing affecting the price or supply of scrap has an immediate,
frightening effect on these small, helpless foundrymen.

In a few words, they are at the complete mercy of their scrap sup-
plier on supply and price.

The people who work in these shops have no one to speak for and
to represent them in Washington, D.C.; no lobbyists to go over to
the Hill to talk to you and your staff; no large pressure groups to
support their cause in a time of need. '

The small owners likew 2 have no visible clout I can see, similar
to that the scrap dealers display. We are very *hankful for this type
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of occasional forum to present our pleas for relief and help from
you in the form of legislation.

It is a sad commentary on our way of life and economic system
when we see a foundry of 100 male workers in Chicago shut down
and we find the 50 skilled workers from that shop getting other jobs
while 48 unskilled, and in the main unemployable for other indus-
tries, end up on the relief rolls, and two get jobs in the scrapyazds
in Chicago heiping to prepare scrap iron for shipment to Japan—
the very scrap that this closed foundry used in providing 100 Amer-
ican male jobs, the very scrap that will be returned to the United
States as castings and sold more cheaply than they can be made by
another operating foundry in the United States, and thus put an-
other foundry out of business and cause more unemployables to be
added to the relief rolls. :

I tell you, gentlemen, it is a vicious cycle and I earnestly ask you
all to first read our short written submission to you and then grant
us your help and indulgence on one of the major problems facing
this industry and its workers by passing S. 2119. We leave the mat-
ter to your best judgment.

Thank you.

Mr. HerrerNaN. I would like Don Workman to take a few min-
utes to sum up some of the problems of foundries nationally.

Mr. Workman. Mr. Chairman, I had a summary of my statement.
I am now going to give a summary of my summary.

I think most of it has been said. The Cast Metals Federation does
represent about 2,100 ferrous foundries.

Over normal prices for scrap last year, our industry, the ferrous
foundry industry, is now paying about $0.5 billion more for scrap.
That amounts to about a 4 to 5 percent increase in foundry costs.

We were alarmed at this situation back in January and we pre-
sented 2 projection for this year. We looked at the E million tons,
the highest generating scrap area, when we had the last shortage in
-1969 and 1970, and we projected 12 million tons this year of exports,
wgnprojected 41.5 million tons of domestic use in foundries and
mills,

When that rate was reached, Mr. Dent of the Department of Com-
n;erce did put an embargo on scrap, which adds credibility to our
alarm. :

I know that our industry firmly supports the provisions of S. 2119,
because we do need something more tﬁan judgment, deliberation, a- 1
review to trigger some control over the unleashed export of scrap.

It has caused undue injury to our small foundries, it has led to
frustration and they look to Congress for some relief.

Thank you, Mr. Chairman.

Senator Stevensor. Thank you. -

Mr. HerrerNan. Finally, Paul there have been some doubts raised
about the bill, scme doubts about the conditions that face us. I won-
der if you could briefly touch on some of those{

Mr. Axin. Sir, there are a number of questions that came up, but
I think what it might be well to ask is if there were any of the
statements that were made that you would like answers to ¢
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Senator Stevenson. The principal question, I suppose, is whether
in fact there is a shortage, a scarcity, an outage. I don’t lmow
whether these are semantic differences or whether they are real dif-
ferences of opinion on that question. I don’t think we need to pursue
that any longer. I think that is one of the threshold questions that
we are going to have to face before we reach the question of what, if
any, kind of controls are required.

gf course we also have to decide if in our opinion, if controls are
required, they should be statutorily enacted controls. That raises
other questions, of course.

I don’t think we need to get into the particulars of the bill. We
know what is in the bill.

I do have two questions left with me by Senator Cranston; o:e, I
believe, we have alreacy covered, and that dealt with the impaci of
import controls on the balance of payments. '

He also. asked what other countries still permit the export of
scrap. Is United States in fact the only major producer of sciap
that has not enacted export embargoes?

Mr. Axin. To answer that question, Japan does export scrap. It
exports scrap to Taiwan and South Korea.

It is my understanding that they own the operations in Taiwan
and in South Korea, so that it is almost as though it were their com-
mon market.

In Europe, France exports scrap to Germany; and Belgium to
France; and back and forth within the common market.

It is my understanding that a very small amount of scrap, to wit,
about 400,000 tons per year, less than half a millicn tons, is allowed
to leave th> common market.

This information I received from the American Iros. and Steel In-
stitute.

Senator STeEvENsonN. Some non-EEC countries were mentioned
earlier, I believe, Australia, Canada, Eastern Kuropean, South
America.

Mr. Axix. I wish T knew how much scrap they allow to leave
their own countries. Some of those countries of course may not have
a large cold metal shop type operation.

Mr. Sueenan. I have a note here, Mr. Chairman, on the EEC
countries.

They do have a trigger identifying the levels of critical shorta%:a,
And when exports out of the common market reach 300,000 tons, the
EEC then imposes a strict quota allowing exports to reach no more
than 400,000 tons a year.

So we would not be alone in pursuing this course and perhaps the
staff could check out how this breaks down country-by-country
within the common market.

But we would not be unique.

Senator STEvENsoN. I do have one further question on that issue
of shortage.

I understand that the 1969-70 shortage was due in some part to a
shortage of hot metal. Is that the case now? And if so, can the so-
called shortage of scrap be relieved by making aiternatives available
or through development of more technology ¢

"N-71130-13 - 12
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Mr. Axix. I think there are a couple of points there that wonld
be well worthwhile to speak to.

First of all, the business of shortage and whether there is one or *
whether there is not.

Mr. Cook said earlier that the information along this line on the
availability of scrap was extremely soft information. There happens
to be also some very hard information.

For example, what did the domestic industry use or the buyers of
scrap use in the first quarter of this year. It was around 10,600,000.
That happens to be about a half million tons higher than a,nytiling
we have used in the past.

I think the second quarter of 1972 was 10.1 million. So that we
know also that the steel industry is operating at peak levels and
probably will continue to do so all year.

So one firm guess would be to take that 10.5 million times four
and that would be a 42 million ton domestic consumption a year.
That is u pretty hard figure.

hIt is about as good a guess as I know of as to what will happen
this year.

Asyto the figure for exports, we made some projections on that
early in the year. As far as the steel industry went, we wersn’t too
far off. I think the American Iron and Steel Institute guessed be-
tween 11 and 12 million. We were told earlier in the year we were
way off, but that seems to have been pretty well confirmed, now that
we are at the 11 to 12 million.

Mr. HErFERNAN. I might add that orders as of July 1 for the 6
months «.{ the year were 12.5 million. That is orders booked for one
half of the year.

Mr. AxiN. This is data from the Department of Commerce, July
2 release.

Mr. HerFFer~aN. If I could add a footnote. The problem with this
shortage Mr. Chairman, the position we have taken, is that figures
like 750 million tons in a reservoir are meaningless as far as the
problein we are facing this year, and perhaps the next 2 years,
which would be the life of this bill.

We don’t know what can be collected, processed and delivered
within 1 year exactly. Nor has anyone that we know of ever offered
solid statistics or figures. We are just unwilling to take simple assur-
ances, particularly from those who huve a tremendous vested interest
%n s«lalling outside of the country, that they may be able to meet that

evel.

So we have said almost the onl; figure you can revert to is the-
history, the immediate history of the last 10 years. What has hap-
pened, what was generated.

We recognize, and one of the reasons we didn’t make this bill in-
definite in length, that perhaps 5, 10, 15 years from now a different
substantive trigger may be realistic. - ‘ Co "

What we have said is for the foreseeable futuie the only thing we
can look to is the past. We know every time in the last 10 years we
have gotten close to 46 million, it has been accompanied with tre-
mendous pressures on price, serious problems of quality, et cetera.
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This was the reason for that trig?r level, and why we have so
much difficulty with this question of whether there it or is not a

shortage.

The projections are pretty much in common nfreemenx at this
stage, that the demand will be at least 53.5 million for 1973. That is,
we pointed out, considerably above the highest ever recorded before,
46 million.

Mr. AxiN. I would like to add one point to that.

The Export Administration Act does not refer to ou . It talks
about shortage. So often we have one substituted for the other. If
there is no outage, therefore there is no sho _

Mr. HerrerNaN. Mr. Cook indicated earlier that one of the indi-
cators was that they had not heard cf a foundry unable to obtain
scrap at any price.

Of course you know all of us feel that the ball game is over when
that occurs. It is too late when you finally are shut down for lack of
availability of scrap, because there is no way you will be able to
close the gap in a reasonable period of time.

Of course that would be a disaster. It is that very situation, out-
ages, that we are attempting to prevent with this bill.

Senator Stevenson. What I was getting at is whether increased
use of pig iron might take the pressure off the scrap. '

Mr. Currik. You are asking about pig iron and things of that na-
ture in lieu of scrap? :

Let me note that in the production of ductile iron, which is un-
doubtedly the fastest growing material in the ferrous industry for
castings in the past 10 years, sorel metal is used. That is a specially
processed material. ‘

- This material is produced in Canada, and recent prices have taken
it to $97 o gioss ton. There is no material on the west coast. Japan
came in and took a bit out of Quebec recently. The material is avail-
able at the west coast for $116 a gross ton delivered from Browns-
ville, Tex., and we are to allow 3 to 6 weeks for delivery.

There is a $85 to $116 material that has come from Canada to
supplement scrap iron or scrap steel, material that goes out of San
Francisco. It is unfair and unreasonable, sir.

Mr. Herrer~NaN. Let me add in our own industry we are increas-
ingly and we look forward to the day when we wi!i{ be making only
ductile iron pipe, and that would be one hundred percent scrap
usage, we won’t be using pig iron at all.

Senator StevensoN. Gentlemen, our time has expired. Thank you
very much.

[Thereupon, at 5:15 p.m. the hearing was concluded.]

[The complete statements of the panel of witnesses follow :]
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STATEMENT OF EDWARD D. HEFFERNAN,
DIRECTOR OF WASHINGTON AFFAIRS,
CAST IRON PIPE RESEARCH ASSOCIATION
TO THE
SUBCOMMITTEE ON INTERNATIONAL FINANCE
COMMITTEE ON BANKING, HOUSING AND URBAN AFFAIRS
UNITED STATES SENATE
Mr. Chairman and members of the Subcommittee, my name
is Edward D. Heffernan. 1 represent the Cast Iron Pipe
Research Association, a national trade association of
manufacturers of cast and ductile iron pressure pipe.
CIPRA consists of seven members who operate pipe foundries
employing more than 15,000 people, with a high percentage
of minorities represented, These pipe foundries are located

in nine states: Alabama, California, Illinois, Ohio,

New Jersey, Tenncssee, Texas, Utah and Virginia.

The cast iron pressure pipe and fittings industry
annually ships about 2.000,000 tons of castings. Most of
these castings are used in community water a?d sewer systems,
and so the role our industry plays in maintaining the public

health of the nation is evident.

Qur industry has a low profile because its product is
generally installed below ground, or in water treatment and
sewage disposal plants and seldom seen by the average citizen,
Therefore, a brief description of the manufacturing and

marketing practices of the industry is in order.

/In a
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In a typical cast iron pipe foundry, scrap metal is
mixed with coke and limestone and melted in a cupola furnsce,
The molten iron is poured into rotating (centrifugal) molds
where the pipe is formed to its finished dimensions. Unlike
the static casting foundry, there are no foundry returns in
a pipe foundry--except for pipe rzjected for not meeting
quality control standards. And, unlike the steel industry,
there is no "home scrap" in a pipe foundry. Therefore, the
cast iron pressure pipe industry is heavily dependent on
ferrous scrap as a material for manufacturing. The metal
charge of a cupola may range from seventy percent scrap and
thirty percent pig iron to one hund;ed percent scrap, depending

on the melting practices of the foundry.

The trend today is for more pressure pipe to be cast
from ductile iron, instead of gray cast iron. High quality
ductile iron, suitable for pressure pipe manufacturing,

can only be made from ferrous scrap.

The type of scrap commonly used consists of shredrfed
automobiles, chunks of o0ld structural steel, mining machinery,
farm and construction equiprment, ctc. Scrap iron castings,
such as old radiators and old cast iron columns are also
utilized when available, but this type of scrap is fast
disappesaring from the scene. Cur industry, and others in
the iron and steel manufacturing area are truly the recyclers
‘6f‘wa§£e‘iron‘and‘stéel.

/ Most
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Most cast and ductile iron pressure pipe is sold by
the manufacturer directly to the user of pipe~—the local
water or sewer utility, or to a general contractor who is
constructing a water or sewer systemnm. Very little cast or
ductile iron pressure pipe is sold to jobbers for stockpiling
or warehousing. - In this sense, pipe foundries are custom

castirng shops. Orders are takeh and production is scheduled

for delivery by agreed upon dates.

The price of the pipe is established at the time the
order is taken--it is not priced at time of shipment.
Thexefore, the pipe producer cannot pass on to his customer
a sudden increasé in screp prices which may occur between
the time an order is booked and the time that the pipe is

shipped.

Pipe foundries purchase scrap on a continuing basis
with frequencies ranging from monthly to daily. It is
customary for pipe foundries to maintain a sc}ap inventory
sufficient to meat their anticipated needs of onz to two
months. During this current period of scrap shortage and
unrealistic prices, the foundries have had to draw heavily
from their inventories. Many now report having less than
a two-week supply on hand. One foundry recently depleted

ite scrap inventory to a low of twenty-four hours supply.

/ The
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The Institucve of Scrap Iron and Steel (ISIS) fau%ﬁs the
iron and steel industry's inventory control practices.
They state: "It was possible to buy more than the required
scrap at the low price levels which existed during the doldrums
of the past two years. Some mills did, thereby insulating |
themselves from the recent price movement." Can this be

the statement of an informed businegssman?

In order for a foundry to have hedged against the current
price siege, it would have been necessary to bui%d a scrap
inventory of ten months or more supply. Now we ~sk, is thié
realistic? Aside from the very practical problcm of mzking
available the space to store suc! an enlarged‘invenf?;y,
there must also be cecnsidered the time value of money. An
astute pipe foundrymar keeps one eye on the anr . .. “ed
future market for pipe and the other on the pri
No foundryman can be expected to tie v his ass - b orast
supply of raw material fece which he h ' ra re?sonc,‘_ 4-«:53nc§'
of short term profitchle use. In short, the scrap Ziw.... 2y

is suggesting that the iron and steel indust. - llow an

inventory practice which they themselves do not foli:w,

I81S further contends there is no shortage of scrap.
Since the scrap industry is not a regulated industry, but
an industry subject to all the forces of the classic law

of supply and demand, what, other than an unprecederted

/demand
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demand could account for the escalation of scrap prices
that has occurred in the past twelve months? In a recent
survey, our menbership reports an increase in scrap prices of

forty to sixty percent since late August-early September, 1972.

Even when an increase ja the price of scrap is anticipated,
the manufacturer of cast and ductile iron pressure pipe is
dissuaded from passing on these increased manufacturing costs
to its customer. Setting aside any discussion of federal
price controls, since this is a temporary situation at best,
the cas  iron p%pe manufacturer is confronted with an ever
increasing problem--competition from substitute materials.

This industry has intense competition across its entire rangu
of product size—-from 2 inch to 54 inch diamter pipe. There
is competition from plastic pipe, asbestos-cement pipe, prestressed
concrete pipe -and steel pipa. None of these substitute
materials can match the enviable service record of cast iron
pipe, hehce the preference of many buyers fog cast iron pipe.
Howevar, an increase in the'price of cast iron pipe to cover
the inflated cost of scrap metal only serves to destroy the
iudustrf's‘competitive stance. Tha users of cast iron pipe
will pay only so wuch of a prenium, and then thezy will begin
considering scriously the substitution of soma other piping

material in their utilitv systems.

The precipitous increase in the price o scrap is not
the only factor affecting our members' nunufacturing cost,
The deteriorating quality of the presently available scrop is

/also
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also adding to production costs. Foundrymen today are forced
to accept scrap of a quality that two years ago they would have
rejected at first sight. To reject such scrap today is to

invite production shutdowns.

Several of our members report damage to their air pollution
control equipment caused by burnable trash in snredded scrap.
If this trash is allowed to get into the cupola, it is blown
off in an incendiary state by the cupola blast, picked up
by the air pollution control devices and carried over into the
bag house wﬂere it can set the bags on fire. Foundrymen using
the wet process of air pollution control report difficulties
with plugging of their equipment by blown off trash. These
increased maintenance costs serve only to increase production

costs.

Manufacturars of ductile iron pipe report that the forced
use of poorly pronessed scrap is causing metallurgical problems
which require them to re-anneal their productl With an
energy crisis at hand, is there any justification for doubling
the use of natural gas in order to prooverly anneal a ductile

iron casting?

Even more serious than the problem of absorbing inflated
scrap prices, is the problem that can be caused by a shortage
of scrap. Failure of a cast iron pipe manufacturer to meet

"a scheduled delivery orf pipe bzcause of a slowdown or shutdown
in production can have dire consequences for both the user

/ and
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and the manufacturer., Delay of construction while the user
re-engineers the project to accommodate a substitute material
adds to the overall cost of the project; the custcmer is
forced to accept a piping material which he did not originally
want; and, the manufacturer has lost a customer. .Such is the
chain reaction of events which can occur when the manufacturer
of cast iron pipe is unable to cbtain the quantities of scrap
he requires, The possiblity of such events occurring this

year are very real indeed.

Again we must address ourselves to the ISIS contention
that there is no shortage of obsolete scrap. In testimony
before the House Subcommittee on Interrnational Trade on
Marc 23, 1973, ISIS stated that a Battelle Memorial Institute
revort "found an inventory of scrap iron in this nation in
1969 in excess of 750 million tons”. A close feading of the
report will reveal that the 750 miilion tons was an estimate of
the amount of steel then in use which could eventually be
expected to return to iron and steel mills as'scrap. The
figqure included both old and new automobiles, machinery,
buildings, etc.~-a large amount of w! ich would not be available
as scrap for periods of up to fifty years or more. Furthernore,
ISIS stated: “Only sixty percent of the newly available scrap
is being recycled so that this massive inventory is being added
to at a huge rate each year.” Accor@ing to the report, however,
Battelle pased their 750 million ton figure on the assumption

that only sixty percs "t of the stecl in use would eventually

/be
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be recovered as scrap and recycled, the balance'being in

forms oxr uses which did not lend themselves to recovery.

These statements by ISIS are clearly a misrepresentation
of e Battelle report. Can we, therefore, place any credence
in their continued assertions that "there is no shortage of
scrap metal®? Are we to sit idly by until the shortage
becomes 80 severe as to cause plant shut-downs before it
becomes evident that these assertions of adequate supply are
without basis in fact? Whare are the believable statistics?
The only proper definition of "available scrap™ is scrap in
the usgr's inventory or in the scrap dealer's yard--either
processed or capable of being processed within the period the
user wants deliver. To date neither ISIS nor the Department
of Commerce has published any such figures which could allay

the fears of the iron and steel industry.

No other industrialized nation in the world permits the
uncontrolled export of ferrous scrap in substantial quantities.
It is the lack of a definitive export policy that has brought
us to the current state of short supply and grossly inflated
scrap prices. And this is not the first time. We have had
similar situations in 1956, 1969-70 and 1973. .. If the United
States continues with a policy of no control, the increasing
recurrence of international steel shortages will cause similar

shortages of scrap metal, attendant inflatitnary prices, and

/eventual
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eventual permanent damage to our domestic iron and steel 1ndustry;
The simple fact is that tiiis nation can not always afford a
policy of largesse and extravagance in the exporting of ferrous

scrap--& critical resource,

The Export Administration Act of 1962, as amended, provides
the Secretary of Commerce with the authority to use export
controls "to the extent neéessary to protect the domestic
economy from the excessive drain of scarce materials and to
reduce the serious inflationary impact of abncrmal foreign
demand". In short, the Act provides for guarding against
the very situation which now‘exists in ferrous scrap -ak1ormal
foreign demand resulting in an inflatiorary impact. However,
there has been a reluctance on the part of the éecretary of
Commerce to exercise his authority under the Act--short of
a crisis situation. This begs the question: is the intent

of Conyress being carried out? We do not believe that it is.

L]
3

We believe the Secretary of Commerce is hampered by the
lack of specific guidelines to follow. The "trigger mechanism"
proposed in S. 2119 would give him the necessary guidelines,

and wruld serve to prevent these crises occurxing in the future.

Continuance of a policy of uncontrolled exports of ferrous
scrap can only lead to repeated disruptions in the market
place--heavy draws by foreign buyers over short time periods

in anticipation of undefined export restrictions by our government.

4
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The instituting of an embargo as cfisis proportions mount,

and the inability to £ill foreign orders wiih the consequencés
of damaged foreign relations, all accompanied by inflationary
domestic scrap prices are indicative of the lack of an adequate

ex, rt control mechanism.

What are the consequences of the Secretary of Commerce's
most recent restrictions on fer;ous scrap exports? The
Japanese government now suggests that the U. S. exercise more
discipline in managing its economy. They are correct indeed.
Discipline is needed in the management of our exports. We
fail to see how the Japanese, or any other scrap importing
foreign nation, could object to the provisions of S. 2119.
The ground rules would be known before the game was played.
With domestic demand normal or lagging, foreign buyers could
place orders for scrap without fear of restrictions. An
increase in domestic demand would provide ample warning for
foreign bpyers that they hold their U.S. purchases in check,
or that they cast about elsewhere in the worlH to supplement

their puchases of scrap.

Essentially, there are two questions which Congress must

decide:
First, is the problem relating to ferrous scrap exports

¢

sufficiently great to reguire legislative action; and,

Second, is the approach to the problem 5. 2119, a fair
and equitabhle solution for all the parties involved: -

/scrap
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scrap collectors and processors, the scrap users, the

consumer, and, ultimately--is it in the public interest?

We believe that our testimony, taken in context with that of
all the other scrap users, supports our position that these

questions deserve an unqualified affirmative answer.
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Supplemsntary Data to Support
the Joint Statemsnt of the
Cast Iron Pressure Pips Research Association
Cast Mostals PFederation
Intecrnational Molders and Allied Workers Union
United Steelworkers of America
' and the
Ferrous Scrap Consumers Committee
Regarding
8-2119
to the
Subcommittee on International Pinance
of the
Senate Committee on Banking, Housing and Urban Affairs

July 18, 1973

Prepered by
Paul B. Akin, Presid-ut
Laclede Steel Company
8t. Louis, Missmouri
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ENERGY AND THE US.
STEEL INDUSTRY

by MICHAEL TENENBAUM,
President, Inland Steel Company.

ond

FRANK W. LUERSSEN,

Vice President - Research,
Inlond Steei Compeny

Geologic lime can be divided inte four energy epochs.
. First, there was the great encrgy trunsformation during
creation— the ngture and exteat of which are clouded
in biblical und astrophysical unceriainty. Second. there
was the long purisd in geologic history when animal
anu vegetation remains were confined under conditions
of incomplcte oxidution and over millions of years were
trunsformed into the world supply of fossil fuels. Man-
kind then entered a period of industrial energy resource
depletion. During most of this period which extended
from the beginning of recorded time to the middle of
the twenticth cenury. industrial energy coasumption
was increasing at what now appears as an almost im.

wuuy.wmmwmwm
umm.unmmm

The recent explosion in industris! energy demsnd s
sirsined the available supply. On short term, there is
lsdlodevelopuodeﬂyphnloﬂhallﬂuﬂ.d

hmrywuwmchtlowl fuel supplies have
deflnite limits. and it becomes apparent that mankiad
cannot sustain its energy-dependent culiure withowt &
substantial revision of the attitudes oa which ils com-
pler technical, social and economic structwiss e
based.

Preseat shorages nuturally introduce competition for
selocted fuel supplies. In this situation, nations, indus-
tries and ‘~dividuals must compete for the proves
energy resources that best meet immediate requirs-
ments. The disposition of encrgy reserves to meet these
needs often conflicts with what might be man's best .
overall interest. The proper resolution of such conflict
will require a mussive effort to manags the world's
energy resources that will extend well beyond the life
span of those who are just now beginning to attack
the problem. Incvitably. this effort must be integrated
into the broader program which is needed 10 guaransee
man’s survival oa carth.

This brief report is concerned with isolated and per-
haps minor uspects of it's long-range problem—ihe
energy situation in the sterl industry of the United
States. At present, the United States is the grestest con-
sumer of industrial energy of all de.<loped nations.
Figure 1 shows that over recent years about 17 percent
of the industrial energy consumed in the United States
was used by its steel indusiry {1]. While it is likely
that steel manufucturing technology wil: chunge so #s
to improve its energy usage efficiency. there is no imme-
diate prospect that the sicel industry’s posture at a
major energy consumer will change.

The assignment of this report is to assess the encrgy
situation in the sicel industry of the United Siates wilh
particulur emphasis on future requirements for eleciric
furnace sieelmaking. In responding 10 this assignment.
consideration i+ given 1o all energy forms avaitable io
the steel induairy and the munner in which these
resources are used in the steel manufacturing sequence.
An effort is also made to provide a busis for identifying
energy considerations that will influznce the munner
in which the steel industry in the United States expands
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¥oel industry energy resources

[he information in this report was derived from many
urces. For the most part, such references are noted
n the manuscript. Special acknowledgement should be
sivem 10 the statistical reports of the American fron and
ssel Institute and the private report. “Encrgy Use by
«he Steel Industry of North America”, recently issued
hy Batelle Memorial Institute. These documents pro-
vided general perspectives on the steel industry energy
situstion as well as specific data that were important in
the development of the present report

Enaergy resources resdily available to the United States
~ase] industry reside principally in domestic reserves of
foosil fuels. As shown in Figure 2, fossil fuels—coal,
ol and natunal gas—are historically the dominant
ensrgy source in the United States stec] industry. com-
prising over 95 percent of the approximate'y 3.500 tril-
tion BTU's * of energy consumed annually in recent
years. .

Cosl

Coal is by far the major energy source for the steel
industry. In 1969, the stec! industry used over 84 mil-
tion met tons of coking coul and nearly six million tons

' The energy unit most commonly used in the Unised States is
whe British thermal unit (BTU) which is the unit that will be
wied in this report. The authors apologize to the ad of
Nystkme Internationat and suggest that a simple, rough conver-
wue 10 joules may be obtained by multiplying the number of
STU's by one thousand. *

99-713 0-13 - 13

;;;&hdmwz‘w;iumm

TABLE |

ZSTIMATED RESERVES OF COKING COALS
UANUARY 1, 1969

Coal Reverves, Million Net Toms (2}
Mataiiurgical Marginaland  Toul
Grade Unceriain

High Velatlle 8392 121971 191,563

Mediom Velastile 16,750 17499 M2

Low Velathe 1500 2411 a2
101173 148581 250054

Since 1950, there has been a marked increase in sieam
coal consumption by the eloctric utility industry in
response 10 % great surge in energy demands. Thi
demand surge has beer accompanied by restraints on
sulphur contents imposed by recent air pollation regu-
lations. In addition, there has been u hesilancy on the
art of coal producers 1o commit Lirge anwounts of
cupital to the facilities required to expand production.
This reluctance reflected the prediction of 4 more rapid
adoption rate of nuciear power operation than proved
1o be the case. The delay in committing capital, prob-
lems related to environmental protection legislation, and

Fra. 2. — Toml consumption of encrgy by the stesi industry
of the United States. 1939-1969 [I].

5,000

Lo

33000100 %)
== 2334(72.4%)

£ rooet ’

£ st 04 o $35010.2%)

-

' /

e v ou

‘ W

] L 10483 %)

g wolt e 126{3.6%)

: .

) .

L)

° mo.9%

g [ RET SOV ALINY B8 -3%)
PACHALID S TON

z

" )

1962 1963 1]



190

subsiantial increases in coal exports all comtribuied w0
the recent much publicized energy crisis is the Unived
States. :

Producers have now responded 10 the coal shortage
theogh 2 program 10 develop new and existing mines
and o improve the efficiency with hich the product
is transporied 10 markets. Work is also in progress
aimed at developing techniques for overcoming the
objections (0 the use of higher sulphur cosis. Thus,
the long-term coal supply available (0 the Unites States
steal industry appears adequate. It scems intvilable,
however, that cosl prices will increase in the coming
w=ars 10 amortize the capital expenditures required to
catry out an expanded. production program and to oft-
set incr=asing operating and transportaiion costs.

Neuwol gas

Because of its cleanliness, versatility and convenience,
satural gas is a most attractive fossil fuel for many
applications. Over 18 percent or 635 trillion BTU's of
the stoel industry's energy needs were supplied by natu-
ral gas in 1969. Proven reserves of natural gas are now
placed at about 275 trillion cubic feet (280,000 trillion
BTU's) which is only about 13 times the 1969 produc-
tioa rate. The fuwre supply of natura! gas has been
sdversely affected hy the sharply increased demand as
well &s a slowdown in the rate of exploration for new
reserves in the United States. As a result, the ratio of
reserves to annual production in the United States
decreased from 22.9 in 1953 10 1.3 is 1969.

Figure 3 shows a projection of the natural gas demand
and supply situation in the United States [3}. On the
basis of this analysis, s definite shortage can be pre-
dicted within~ the next decade. From this figure. it
appears that natural gis will have a decreasing avail-
ability for industrial purposes and. even then. at sharp-
ly increased prices.

While liquefied natural gas competes with pipeline gas
at some coastul locations and ils inroads are expected
to increase in the future, it = not a significant energy
source for the steel industry. L.

Similacly, other developments, such as coal gasification,
are receiving considerable atiention. reflecting the high
priority assigned 10 the need for additional gas supplies.
The importance being assigned to high-quality gas
could cause » shift from industrial uses which exploit
its potentisl as a heat source to those which use it as
a raw material for specialized chemical processing.

Fuel oil

Heavy fuel oil supplied about five percent of the totel
energy needs o(the steel industry in 1969 {1]. This per-
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made by the open-hearth process
The overall demand for residusl fuel oil. on the othe
hard, has increased rapidly since 1965 10 mest th
sharply increasing power demand impossd on the ele
tric wtility industries.

For masy years, the price of fusl ol was selativet
constant and in many arcas wes competitive with tre-
prices. Recently. however. crude oil production ia th
United States has exceeded additions of resdily svas!
able reserves. During the next decade, it s likely tha
there will necesmsarily be increused reliance on in
ports [4). In addition. cxtensive auriliary installatim
will probably be needed to meet rigid sulphur emissie
standards imposed on fuel oil comuming imdusic

“Thus. while the supply of fuel oil appesrs adequut

for the next two decades (3}, there will necesserily b
an increase in the cost of this energy source (0 the cut
sumer.

Electric power and steam

lategrated steel plants are large concumis and pewn
rators of both clectrical power and steam. It is et
mated thet the equivalent of abow 4.3 sillion BT
per raw sioel ton of steam is coquired in the averny
steel plant. with about 1.5 million BTU's of that tot:
devoted 10 electric power production. Total electn
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Deca little change in the amount of internally
ele:trical power in the steel industry of the
Inited States since 1959. Purchesed eloctrical power,

n the other bund, has more than doubled in that .

ctiod. In 1969, 126 tritlioa BTU's, or 75.8 percent of
he 1otal electrical power used 1n the United Stutes steel
ndusiry, was purchased. ‘This represenied about four
rercent of the industry’s energy necds in that year.

Jpersting nuclear generating  capscity  currently
imounts to less than three percent of the total United
itates power generation capacity, but its proportion is
spectod to grow rapidly in future years anc will reach
.gnificant levels by the late 1970°s. This growth will
he ia response (0 the continuing surge in the demand

“for electrical power. Trble 2 summarizes the sr:tus of
nuciear power plants—operating, under coqstruci‘~n or
panned as of March 31, 1971—as reporied ! the
Atomic Energy Commission {6]).

TABLE 2
STATUS OF NUCLEAR POWER PLANTS
(APRIL |1, 1971)

Neomber i Capucity

of Kilowstts
Plants

b Operable 8,506,500

3% Under Construc' ion 41,102,000

» Planned (Resctcr Crdered) 36,727,000

92,135,900

(Tetal US. Power Generating Capacity 11 19,000,000 kW (7].)

Though the eviire electrical power requirements for a
steel plaat ¢ group of steel planis could be completely
furnished by a single nuclear power station, no eflort
im this direction has yet been made in the United States.
Such a venture could conceivably be a reasonavle
undertaking in large. integrated stee! plants, since the
economics would be favored by the use of the by-pro-
duct steam.

Oxygen

Onxygen represented slightly less than 0.5 percent of
the industry's cnergy needs in 1969. Oxygen usage by
the steel industry has increased approximaicly sixfold
in the period between 1959 and 1969. This was caused
primarily by the large expansion of oxygen steelmaking
—a trend which is expected to continue.

DOMILY § COCIRY VUSRS, (k) SEis wwe Swew
inctuded in Figure 2.

Sicelmsking process energy weage

Figure 2 indicates that the steel industry consumed
about 3.50C trillion BTU's in 1969. This energy coa-
sumption is principally associated with the major pro-
cesses used in the conversion of raw materials imo
finished steel products. Table 3 gives a breakdown
showing the estimated energy consumption in the major
steps of the steel manufacturing sequence.

TANE 3 .
UNITED STATES STEEL I“Nl,)’US'IIY ENERGY USAGE
1} ‘

. Baxgy Usage

Trition BTU's

Net P Cont

Toput® Oopot® yort of Toel
Raw materials preparation 193 - 193 54
Dirce reduction 3 - [ 1}
Cokemaking U7 1850 68 179
Ironmaking 197 758 124 350
Open hearth sieeimaking im u“ m 2
Electric fumace steelmaking L ) [ ] 2 4
Oxygen furnacs siesimaking 149 b’} 129 14
Primary rolling ns 7 m [§]
Continuous casting 4 -_— 4 ot
Finished product rolling 98 -— k] Hne
Other * » - %S 104
3,500 1009

* Input energy and sensible heat

includes the potantial energy
im the charged materizls plus the fusl and electrical snergy
used in carrying out the process
* Output energy includes the potential emergy and sensible heat
in the products and by-products of the process.
¢ ~Other” includes enargy consumed in producing lime, fuvo-
alloys, merchant coke, merchant iron, services, eic.

Table 3 indicates that over 75 percent of the 1969 net
energy consumption was used in the processes involved
in converting raw maierials into semi-finished sections.
Most of this energy was consumed in the production of
molten iron. Analysis of the data used in preparing
Table 3 reveals that substantial energy (over one-third)
is lost because of the sequential nature of steel menu-
facturing technology. Process changes aimed at reduc-
ing the sieps in the steel producing sequence and sovel
techniques for recovering the heating values of waste
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gases provide promising opportunities for impressive
improvements in the energy usage efficiency of the steel
industry.

Tabic 4 was prepared 0 show the 1969 encrgy con-
sumption per procuct ton for the major steel manufac-
turing pro: :sses. This table demonstrates that of the
processing steps listed. direct reduction, cokemaking
and ironmaking consume the largest amount of energy
per ton of product. It also shows that of these three
processing steps, direct reduction consumes the greatest
amount of energy.

TABLE 4

ENERGY USAGE PER PRODUCT TON
FOR THE MAJOR STEEL
MANUFACTURING PROCESSES (1969)

Production, Net Energy Usc_ .
Million Tons Million BTU's/tea

Raw materials preparaticn 21.) 09
Direct reductic.. 02 150
Cokemaking 583 10.8
Tronmaking s 136
Open hearth steeimaking €09 47
Eloctric furnace steelmaking 20.1 23
Oxygen {urnace siceimaking 60.2 21
Primary rolling 1368 146
Continuous casting 45 (1]
Finished pcoduct rolling 8.1 43

Tables 3 and 4 can be misleading since they do not
readily reveal the towl encrgy used to produce a ton
of steel product via the different steel manufacturing
routes. Table 5 shows that the total energy require-
ments difference is greatly influenced by the propor.
tioas of materia) used in the respective steclmaking pro-
" cesses and the manner in which the charge metallics
are prepared. On this basis. the open hearth sequence
was a marginally lower total consumer of encrgy than
was the oxygen steelmaking sequence.

_The table also shows that the external fuel requirements
in open heanth steelmaking are offset by the energy
required to produce the higher proportion of moiten
irom cssential 1o the operation of the oxygen steel-
making processes. Thus. the higher proportion of hot
metal required in oxygen steeimaking carries with it the
higher proportionsl cnergy losses in the aw materials
preparnation, cokemaking and ironmaking proresses. Per
wa of product, oxygen sicelmaking was the highest
total encrgy consumer in 1969 by 2 smail margin. The
very low iotal process energy shown in Table § for
electric furnace stecimaking reflects its very low coa.
sumption of hot metal and the fact that losses in pur-
chased power gencration were not considered as process
eoergy in this anslysis.

Table 4 also compares the energy requiremente Der tor
of product for casting semi-finished sectior- as opposet -
to rolling these sections from ingots. This table ind)
cates that the continuous casting route consumes abret -
one half the energy required for conventional preces
sing. Most of the energy used when rofling ingots i
consumed in heating the raw steel 1o temp rzures al
which it can be rolled readily into semi-Daished sec-
tions. The continuous casting operation. on the otht
hand. functions simply as a vast cocler. Most of tx
energy supplicd to the process is in the form of sensible
beat in the liquid steel, and all of this is lost as the
cooled. solidified section is delivered from the easting
machine.

Discussion of future trends

It has been estimated (8. 9] that steel consumption in
the United States will grow at & rate of about 2.5 per-
cent per year for the next 15 years. Assuming that the
United States steel industry production increases pro-
portionaiely, annual steel production could reach
200 millicn net tons in 1985.

Figure 4 represents an attempt to show the manner in
which energy consumption could change 83 steel pro-
duction is increased. The upper line in Figure 4 repee-
sents the encrgy usage, assuming there is ro change in
requireménts for the major processing st:ps. An ansly-
sis of the improvements in stecl manufacturing tech-
niques asd processes that are likely to be effected in
the niext IS years indicates opportuaities for substantial
reduction in overall energy requirements. Qbviously.
these opportunities will be best exploited in new facili-
ties built 1o meet the demand for added capacity. It is

TABME §

PROCESS ENERGY CONSUMED :
UNITED STAVE® STEEL INDUSTRY (1969)
RAW MATERIALY HROUGH STEELMAKING

Energy Requ.red for Various Processes, Trillion BTUS

Open Electric  Basic
Hourth Fumace Oxymes Votal
Raw materials 4] 1 109 193
Cokemaking m H 3] 628
lronwmaking 532 [ [ ) 1L.IM
" Steelmaking 287 %0 128 “2
Total a— — e— a—
Energy Used 1176 “ 1,269 2,509
Raw Steel
Produced,
Net Tons $1,000000 20.000.000 60,200,000 141,200,000
Energy Usage,
Millica BTU'/
Net Ton

Raw Steel 193 2 nl 172

nEST COPY AVAILABLE
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estimated that these energy savings could averag:
10 percent of total energy consumption by 1985. The
fower curve in Figure 4 projects the near-future energy
requirements assuming that the 10 percent saving is
sttained.

The encrgy savings used in developing Figure 4 are
expected to result from such improvements as:

1. Reduced coke rates in blast furnace

In the 1960's, the average coke consumption decreased
from 0.72 net tons of coke per ton of moiten iron to
0.63. With (urther improvements in blast furnace prac-

. tice, the average coke rate in exisling blust furnaces

should decrease further to about 0.50 tons per ton of
molten iron and the rates in new furnaces. tc ... me level
well under the 0.50-ton figure.

This further reduciion in the coke rate will, in pari,
be the result of increased use of blast furnace fuel injec-
tion. Injectants will include coal, fuel oil. gas, tar, oxy-
gen and moisture. Such practices will affect process
economics as well as the overall er~rgy requirements.

2. Increased use of continuous casting

As stated carlier, the energy required to produce one
ton of semi-finished produci by continuous casting is
about one-half the amount requircd for conventional
rolling. In addition, continuous casting provides im-

PEICEUL UL WWias st tsssivenmss po v m .

that {9 million net tons of conlinuous casling cupucity
will be installed in the United States by the end of
1971 {10). Some major improvements 1.1 steel quality,
process reliability and operating flexibility will undoub-
tedly be achicved in the next few years that will increase
the attractiveness of continuous casting. On this basis,
it is unlikely that many new large primary mills will
be built in (e next decade and this transition will have
a significant cffect on energy requirements.

3. Further replacement of open hearths
with oxygen steelmaking and eleciric furroces

The decline of open hearth steetmaking in the 1960°s
will continue as the older shops are abandoned. It has
been estimated [11] that about 25 million net tons of
the existing capacity is sufficiently modern to be adapt-
able for continued efficient operation.

For many years the electric arc furnace was used almost
exclusively for alloy and stainless steelmaking. The
replacement of open hearth capacity with basic oxygen
furnaces in the late 1950's and carly 1960's had the
effect of creating surplus scrap. With favorable scrap
prices in the early 1960's, many elegtric furnaces were
installed to take advantage of this opportunity to
expand capacity at relatively low cost. The adoption
of ultra-high power in the mid-1950's has favorably
aftected productivity. operuting costs and energy requi-
rements, thus-adding to the attractiveness of the electric
furnace steelmaking option.

Electric furnace economics has reflected fluctuations in
the scrap supply situation. As a hedge aguinst such
fluctuations, carcful consideration is being given to the
installation of ore metallization planis, to augment the
supply of metallics. As shown in Table 4, however, the
substitution of metallized ore for scrap imposes a huge
encrgy burden on the electric furnuce process. The
principal elements necessary for a competitive metal-
lized ore process are ample sources of low-cost, high-
quality fuels end high-purity, low-cost iron ore concen-
trates. Experience indicates that hig' -grade metallized
ore can be used effectively as a 'scrup substitute in the
electric fumace. 1t is, therefore, likely that metallized
ore plants will be constructed as adjuncis to electric
furnace steelmaking in locations with favorable fuel
and ore situations. : :

4. Preheat of scrap for the basic oxygen shop

Basic oxygen steelmaking is now the principal steel-
making method in the United States. In recent ycars,

BEST COPY AVAILABLE
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scrap preheating techniques have been developed 1o
increase the scrap consuming capability of the process,
thus adding flexibility in metallics utilization. The net
effect of scrap preheating is 1o reduce the energy con-
sumption in steelmaking because the energy require-
ment for preheating is less than cnergy input into the
production of an equivalent amount of moiten iron.

S. Use of basic oxygen furnace gas ecovery sysiems

Gas coilection '.ood systems have been developed and
applied 1o recover the chemical heat in a sulphur-free
off-gas. It is reasonable to expect that there will be
wider use of gas collection systems as the cost of energy
and the demand for low-sulphur fueils increase.

Emergy influence on futcre steelmaking

The trends described in the preceding section of this
report lead to the conclusion that future steeimaking
expansion will be in oxygen furnace and electric fur-
nace czpacity, that some form of metallized concen-
trates will be needed to support the added electric fur-
nace capacity and that semi-finished sections will be
cast directly from liquid steel. Within this framework.
. it is interesting to speculate how energy considerations
will influence the nature of sisch process changes in the
next 15 years.

Over the time span to 1985, there will be increasing
activity dirccted toward praviding optimum combina-
tions of electric furnace steelmaking and oxygen steel-
making capacities. This prediction is made in antici-
pation of heavy future reliance on nuclear power and
coal as the major future sources of energy for steel-
making. To support a major growth in electric urnace
steelmaking capacity, it will be necessary to reduce the
vulnerability of the process to the availability and cost
- of scrap. This will require new technology in ore bene-
ficiation to reduce gangue content to acceptable levels.
In the case of direct reductios, new technology will be
nceded to permit the economic production of metallized

ore, low in sulphur, from readily available solid and
liquid (uels.

As previously projocted, the United States raw steel
production is expected 10 reach 200 million net tons
in the mid-1980°s. Assuming that 36 million tons of
the 1969 open hearth capacity will be abandoned in the
period being considered. a total of 90 million net tons
produced from new steelmaking capacity will be
required. It is assumed that this 90 mithion ions will be
comprised -* varying proportions of clectric furmace
and oxygen furmace steeimaking.

To predict the proportion of the two siceimaking pro-
cesses that will comprise the 90 million ton new capa.
city to he installed in the period being considered, it
is necossary’ to make some additional assumptions.
These assumptions are made, not as predictions but
rather to provide a base from which dedictions can be
made regarding problems rclaied to the options con-
sidered. These assumptions are:

1. By 1985 a total of 109 mitlion net tons of ruw steel
production wili be continuously cast and 9! million
tons will be cast as ingots. This breakdown is derived.
by assuming that practically all new raw steel capacity
will be continuously cast.

2. The electric fumaces will utilize scrap 10 the extent
it is available and the baiance of the ull-cold metallic
charge will be made up by melallized iron ore. This
assumpiion serves to minimize the requirements for
hot metal capucity additions and imposes a 30 per-
cent average hot metal charge on the 25 million net
tons of open hearth capacily.

3. The final assumption concerns scrap steel supply.
For conventional ingot practice. 35 percent of raw steel
production will be returned to steeimaking from
internal company sources, and about 22 percent of raw
steel production will be returned as purchased scrap.
For continuously cast steel, these proportions will be
25 percent and 22 percent respectively. On this basis,
the total scrap availability will be about {10 million
tons.

TABLE 6

MATERIALS AND ENERGY REQUIREMENTS FOR PRODUCTION OF RAW STEEL
BY VARIOUS PROCESS COMBINATIONS

Raw Steel Produced (Million Net Toms)

Case O. H. Elec. BOF Total
1969 6) 20 0 14
s | 2 40 138 00
1988 - |1 23 50 128 200
1988 - Wi 23 60 1"s 200
1908 - IV 25 ™ 103 200

-y
Materials Demand (Millisn Net Toms) Energy Demaad
(Tritllen 8TUs)

Scrap h:':nl Mmol'li:ed Gas Total
7.7 »s 0.2 638 m
[1{] Hw 0.8 [ »7] 3564
Ho 1106 62 69} 3.8
Ho 103.4 140 s 3,560 -
110 96.3 208 )

3318
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flnu the tolsl matctiely anu CHCIgY TEyuITInCIny
four different steeimuking combinations by which

the predicted 200 million raw steel net tons can be pro-
duced (ingots und continuously cast sections). The four
cases considered here involve 40, 50, 60 or 79 million
annual tons of electric furnuce production, respectively.
The results of this calculstion are summarized in
Table 6.

Table 7 iransiates these data in terms of demands for
new sources of metallics and for additional energy. The
additions! gas nmeeds were computed assuming &
decrease of 36 million toas of open hearth steelmuking,
and increase in gascous fuel usoge for external scrap
preheat in oxygen steelmuking and the use of gas for
direct reduction of ore. It might be argued that ore
metallization processes are not restricted to the use of
natural g3 as a reductant. The status of the direct
reduction technology is such that other reducing agents
generally add to the sulphur content of the metallized
ore and thus introduce restrictions in the use of the

TABLE 7

PROJECTION OF METALLIC AND ENERGY DEMAND
(1969 to 198%)

Demand Demand
Ehectric  for New Metallics for Additional
Fursace Over 196> Eaergy Over 1969
Capack Requk Requk
Miltios Net Tons Tritlion BTUs
Metal-
Net Hot H o
feo Tom Metal lg:l Gat' Toeal
e 20 [ [} 9 [
T Mes- | 40 79 0.3 (=11) 127
s- 0 208 60 o8 s
"es -t 0 13.6 138 190 823
1908 - Iy ° 6.3 206 288 e

In pddition, Table 7 shows that as electric furnuce steel-
making exceeds 40 million tons. the total energy requi-
rements decrease at a modest rate but the gus demands
increase at a relatively rapid rate. As shown in Table 7,
the conditions assumed in Case IV would increase the
steel industry's demand for gus nearly 50 percent. Such
an increase is not consistent with the projections for a
decline in the {uture domesiic natural gas supply as
projected in Figure 3.

1t wouid appear that in order to attain the higher elec-
tric furnace p.oduction levels shown in Table 7, it will
be necessary to augment the availuble supply of charge
metailics with metallized ore. Furthermore, new
schemes for direct reduction which do not depend on

tHUM LR W'UIU“U. f\llhl‘l“ll"-l’. " NS Ve PSSV
to increase scrap steel supplies as improved systoms
are developed by means of which materials not now
being recycled are collected and re-used lin that case, -
the numbers given in the scrap  lumn of Table 7
would be changed correspondingly

in addition to encrgy considerations, the extent o
which electric fumace steelmuking will exceed the 1969
production level of 20 million net tons. will be influ-
enced by factors such as invesiment co~ts, operating
costs and availability of metallized ore. Other stu-
dies {12, 13] have indicated that the net effects of
investment and processing cost considerations give a
slight edge to the modern blust furmace. oxygen steel-
making route over the metaliized ore, clectric furnace
route for expansion. provided the raw steel requirement
from a given plant is large enough to consume the
preduction of a large blast furmace. Expansion of elec-
tric furnace capacity is, therefore, most likely to occur
where the additional steel demand is small and where
suitable low cost metallized ore cun be supplied or
produced.

The deductions given here emerge from relatively arbi-
trary assumptions regarding technical aspects of exist-
ing major steelmaking processing sequences. Obviously,
such assumptions can be attacked und other defensi':is
technical concepts and basic assum;tions proposed. !*
is suggested, however, that the foreg ing analysis is
useful, since it provides a base from which to make
projections and also allows recognition of some prob-
lems thar must be fuced in meeting future steel require-
ments in the United States.

Coaclusions

This revicew demonstrates the manner in which the steel
industry contributes to and is affected by the trends
in consumption of vitul encrgy resources in the United
States. Coal reserves in the United Siates appear ade-
qQuate but, in common with other segments of the eco-
nomy, the steel industry will be affected by impending
shortages of natural gas and significantly higher prices
of fuel oil. The greater availubility of electrical energy
expected as the technology of nuclzar power generation
attains its full potential will be un important fuctor con-
tributing to decisions regurding [future steel manufac-
turing instaflations.

Energy requirements must be considered in planning
future steelmaking expansion. The report points out
that wronmaking and steel refining are the major energy
consuming processes in the steel manufacturing
sequence. Accordingly, these are the processes most
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likely 10 be influenced by trends in the availability and
character of energy resources.

Adequate energy rescrves should be available to sup-
port substantial growth in oxygen stecimuking. Eco-
somic and energy considerations attendant 1o such
growth could dictate a simultancous expansion of high
powered electric furnace steelmaking. Such electric fur-
nace steelmaking growth will require an expanded sup-
ply of high-quality metallic churge materials. In this
respect, the steel industry could benefit from efforts
directed toward recovering metallics which, for eco-
pomic and technical reasons. are not now being recy-
cied. In addition, there is a need to develop dir ot
reduction techniques using fuels other than natur.

and which produce high-quality metallized ore sui. ole
for genenal use in [uture steelmaking processes. With-
out such improvements. a finite restraint will be im-
posed on electric furnace ueelmakmg expansion in the
United States.

Finally, .energy considerations make it desirable to
increase the emphasis on energy conservation in steel
manufacturing processes. This requires that greater
effort be directed to recapturing thermal and chesmical
energy now being wasted within the eclaborate steel
manufacturing system. The report indicates some
" opportunities for such energy conservation. It is rea-
sonable to expect that these opportunities will be
expioited and that there will be a substantial reduc-
ton in energy consumption per ton of steel product.
Projections in this report assume that there will be a
modest improvement in energy requirements of exist-
ing facilities and a substantial energy usage improve-
meat in new plants built to meet demands for new
capacity. Such trends toward improved energy usage
efficiency generally represent sound economic practice.
Of greater significance, perhaps, is the recognition that
8 major industry would be acting to preserve some

Qiuﬂou and Answers

critical energy resources for yet undisclosed uses by
{uture geners iions.
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Ms. Marchesl: Thank you very much, Mr. Tenenbaum, for your exiensive speech, which has covered the problem
of the energy requirements in the United States in the next years.

We have tried 1o sort the questions that have been put and they are split between pre-reducing problems and
general and technical problems.

Question to Mr. Astiens [ shoul! like 1o know the future prospect for availability of natural gas in Western Europe.
' Do you think that the steel industry in Western Europe will be uble largely to depend upon naiural gas for iron
ore reduction?
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July 18, 1973

FERROUS SCRAP EXPORTS ~ POUNDRY AND STEEL PRODUCER RECEIPTS
QUARTERLY DATA
(THOUSANDS OF FET TONS)

QUARTERLY QUARTERLY QUARTZRLY QUARTERLY QUAXTERLY QUARTERLY
EXPORTS  RECEIPTS TOTALS EXPORTS  RECEIPTS TOTALS
1961 1968
“Tst 2,147 5,336 7,483 it 1,367 9,402 10,768
2nd 3,184 6,788 9,972 2na 1,423 9,301 10,724
Ird 2,540 6,267 8,807 ra 1,867 6,863 8,730
4th 1,845 6,913 8,758 4th _1,916 8,006 9,922
Total 9,716 25,304 35,0 .0 Total 6,573 33,5 an,14¢
1962 1968
“Tst 1,180 7,217 8,397 Tt 1,044 9,332 10,376
2nd 1,390 6,252 7,642 2na 2,478 9,560 12,038
3rd 1,448 5,251 6,699 ira 3,051 8,514 11,585
4th 1,097 6,565 7,662 4th 2,603 9,274 11,877
Total 5,118 25,285 30,400 Total * 9,176 36,700 45,876
963 1970
217! 1,122 7,105 8,227 “Tet 2,112 8,948 11,060
2nd 1,612 9,624 10,236 2nd 3,224 8,942 12,166
3rd 2,086 6,465 8,551 3ra 2,798 9,298 12,090
ath 1,544 7,238 8,782 4th 2,233 7,890 10,123
Total 6,364 29,432 35,796 Total 10,364 35,075 45,439
964 1971
1!7! 1,881 7,561 9,442 st 1,573 8,853 10,426
2nd 2,157 8,075 10,232 2na 1,747 9,333 11,080
Ire 2,104 7,609 9,713 Ira 1,785 6,951 8,736
4th 1,738 8,364 10,102 4th 1,151 7,790 8,941
Total 7,880 31,609 39,489 Total 6,256 32,927 39,183
1968 1972
e (13 1,398 8,818 10,213 : 1,439 9,501 10,940
2nd 1,692 9,739 11,431 2nd 1,736 10,193 11,929
ire 1,822 8,317 10,139 ird 1,966 8,688 10, 8%4
4th 1,260 8,446 9,706 4th 2,243 10,026 12,269
Total 6,169 35,320 41,489 Tctal 7.384 38,608 45,992
1966 1973
s 1,108 9,522 10,630 Tt 2,703 10,608 13,311
2nd 1,476 9,645 11,121  wepa 3,791 10,630 14,421
3rd 1,653 8,598 10,251 **3ra 1,381 10,630 ,.:011
4th 1,620 8,841 10,461 **4ith 2,045 10,630 12,638
TOtAL 5,857 36,606 42,463 **Total 11,920 42,498 54,418
1967
[} 1,811 8,073 9,884
2na 2,257 8,205 10,462
3re 2,152 7,567 9,719
ath 1,424 8,866 10,280
Totdl 7,634 32,711 490,345

Sources~ U.8. Department of Commerce Business Statistics, except as noted below

* Bureau of Mines

. *? Department of Commerce Estimate of July 1, 1973,
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STATEMENT OF PAUL B. AKIN
PRESIDENT AND TREASURER OF
LACLEDE STEEL COMPANY
before the
SUBCCMMITTEE ON INTERNATIONAL TRADE
UNITED STATES HOUSE OF REPRESENTATIVES
March 23, 1973

Mr, (halvmeén, my name 33 Paul B, Akin, I am the
President and Treasurer of the Laclede Steel Company. Laclede
13 a midwestern steel producer with steelmaking facilitiles in ’
Alton, Illinois, and general offices in St. louls, Misaocuri.
laclede has approximately 3,500 empioyees. Net sales for the past
two years have been over $1CC million, and we were ‘listed as
number 682 last year in Fortune magazine's list of United States
corporations. In 1972 we produced 750,000 tons of raw steel or
about 1/2 of 1% of the raw steel that was made in the United States.

I want to thank you for giving me an opportunf%y today
to express my thoughts about the Export Administration Act, and
about the proposed amendment to it. I recognize that you are now
in your third day of hearings on this subject, 80 I will make my
presentation brief and very direct.

Today I will state initlally what I think Congress 1s
trying to accomplish with the Act, and with the amendment., I
will then attempt to show why the intent of Congress is not being
executea, and what I think must be changed before the legislation
will be effective.

ASSUMPTIONS:
l. It is my opinion that Congress recognizes the
following:
A. that some industries do net own, but must
purchase in the market the raw materials

that they process,
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B. that a shortage of such raw materials can
economically damage such a processing industry,

C. that exports of these raw materials can
aggravate a shortage, and

D. that the export of raw materials helps this

nation's international balance of payments,

2. It 1s my opinion that Congress passed the Export
Adminlstration Act, and is considering the present
amendment to accomplish one objective. The objective
is: 1if a domestic raw material shcrtage develops,
exports of that raw materlal are to be curtailed
to the extent iiecessary and possible to eliminate

the domestic shortage.

Discussicn

If the av»ove assumptions are correct, 1s the inteant of
Congress being fulfilled? In my opinlon, if we consider the raw
material ferrous scrap, the intent of Congress was not fulfilled when
we had a shortage in 1970, and 1t is not being fulfilled in the
shortage that i1s occurring now. I belleve that the primary cause
of this fallure is that the Act does not define its terms. Some
problem areas are: What 1s "inflationary" and what 1s a "serious
inflationary impact'? wWhat constitutes proof that a shortage
exists? What is "abnormal foreign cemand"? What combination of

events must be established before :2xport controls can be instituted?
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To understand more fully what I am referring to by
this criticism, let me describe the frustrations many of us
experienced in 1970 when we tried tc get the Department of Commerce
to impose ferrous scrap export controls, '

By way of background, Laclede had incurred losses from
its operations in 1968 and 1969. The loss in 1969 was just over
three million dollars. By early February of 1970 scrap prices had
jumped 46% over the ten year average, or bU¥ over the year earlier
price. It was apparent that if these prices held, Laclede would
have to earn an additional $7 million in 1970 if 1t was to have a
loss for the year no greater than the $3 mtllion loss of 1969.

In 1955, 1956, and 1957, the last time scrap prices had reached
these levels, the price of steel products increased more than enough
to offset scrap prices, and Laclede had three of the most profitable
years in its history, In 1962, however, Presidcnt Kennedy imposed
an informal but firm price restraint on the stec¢l industry.
Subsequently, President Jobhnson dié the same. Ekarly in 1970 1t

was obvious that the blg steel companies were in no position to
Justify much in the way of price 1ncreases.j jhe amount of scrap
purchased by most of the large integrated stégi companies 1s a
relatively small percentage of their total raw material mix.
Therefore, the scrap price increase did not have as drastic an
economic impact on the big companies as it did on the small "cold
metal” shops that rely entirely on scrap for raw material. If

the small companies tried to pass through the cost increase, they

would lose thelr customers.



203

Obviously, the Export Administration Act appeared to
be the é;act plece of legislation to correct the domestilc scrap
shortage probvlem., Hence, on February 10, 1970, a group of steel
company presildents met and declded to tiy to have ferrous scrap
exports curtailed. On Pebruary 17, 1970, representatives from
twenty-sevé; steel companles, a representative from the United
Steelworkers of America, and one from the American Iron and Steel
Institute met with representatives of the Department of Commerce
and made the request that ferrous scrap exports be curtailed. The
steel company representatives were thanked for bringing the matter
to the attention of the Department, and we were assured that they
would study the situation;

In the months that followed, we had numerous meetings
with the Department of Commerce. I also met with the Deputy under
Secretary of State for Economlc Affalrs, at the State Department,
and later with Dr. Hendrlik S. Houthakker of the Council of
Economic Advisors. In meeting after meeting, the steel companies
large and small and the foundries argued and urged that the Act
be used to grant relief. On August 20, 1970, I was one of four
steel company presidents that met with the Secretary of Commerce.
We informed him of the :errous scrap shortage and requested that
he impose ferrous scrap export controls. He thanked us very much
for bringing the matter to his attention, and advised us that he
would study the matter,

In retrospect, I have wondered why we were unable to

convince the Department of Commerce to use the Act, The price
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of scrap reached levels that had not been attained since 1957.

In the first half of the year scrap prices averaged 56% above year
earlier prices. Many of ug felt that certainly this was prima
facie evidence that a scrap shortage existed.

We recognized that the "abnormal foreign demand" was
difficult to establish early in the year; but before many months
passed, we saw month after nionth of very heavy exports,

In view of the prices mentloned above, we thought
that "inflationary impact" had been clearly i1llustrated. Our
present national goal is to contain inflation to a 3% level.

In Phase II labor increases could not exceed 5.5%. We learned

in 1970, however, that those in the Department of Commerce have

a different concept of the Export Administration Act and when it
should be applied. We liearned that if ferrous scrap prices Jjump
28% above the ten year average (1961 - 1970), as they did in
January of 1970, and to a level of L6% above the ten year average
as they did in February of 1970, this is inflationary and "warrants
study." When the price dropped slightly as it did in March of
1970 to 41% above the ten year average, it 1s apparently no longer
inflationary. We were told then, just as we have been advised
now, that ....."we are merely experiencing a temporary imbalance.
The pricc has peaked. The supply 1s now catching up to demand.
The situation has stabiliz;d, and it would be inapproprlate to
institute ferrous scrap export controls at this time." As
mentioned above, the "stabilized" price was stabllized 40% above

the ten year average.
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In Septemier of 1970 Laclede borrowed an additional
three millicn dollars to meet expenses., Later in the year we
renegotiated the terms of our iong-term Note Agreement, and our
percent of debt to invested capital reached 54.8%.

In 1971 and 1972 Laclede had modest earnings d late
in 1972 we made our first major payment on our long-ter: debt,
In December of 1972 and in January of 1973, the price of scrap
again increased rapidly to levels even higher than in 1970,

The Department of Commerce indicated that they were considering
erport curtailments. In February the price of serap dropped

slightly, and Commerce backed off at once to study the situation,

Conclusion

There is no doubt in my mind that the United States
has an urgent need for an Act such as the Export Administration
Act. 1 am delighted that you are making an effort to improve
it, as it has proven to be of little value in its present form
to the steel industry and to the foundries., The amendment you
propose helps clarify the intent of the bill, and the "forerast
indices" will undoubtedly help many commodities. The second part
of page 2 describing technical advisory committees will probably alse
be of great help to many commoditiec.

As mentioned in my account »f 1970, however, we had no
difficulty arranging meetings and studles. We had no trouble
obtalning indices as they appeared regularly in the trade Jjournals.

$9-713 0 - 173 - 14
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We Just could not get in 1970, nor can we now, get a decision
to use the Act.

Thank you again for letting me express my opinions

to you today, as you can see laclede's "domestic welfare has

been o fected,”

Respectfully submitted,

S/ S U
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NUMBER 89
(ECB-OEC-89)
July 2, 1973

SUBCECTS: I. Rcvision of the Commodity Control List to
Impose Validated License Requirements on
Exports of Ferrous Scrap.

IX. Saving Clause,

III. General Provisions,

IV. Licensing System for Exports of Perrous Scrap
Against Orders of 500 Short Tons or More for
Export in July.

V. Licensing System for Exports of Less Than
500 Short Tons,
Vi. Reduction of Shipping Tolerance Allowance.

PURPOSE AND EFFECT:

Export Control Bulletin No. 84 of May 22, 1%73, established
a reporting requirement on exports and unfilled or partially
~filled accepted orders for export of 500 short tons or more of
ferrous scrap. This requirement remains in full force and effect.
The data submitted pursuant to this requirement have resulted in
the following actions:

I. Revision

The Commodity Control List is revised, effective 3:30 P.M.
EDT July 2, 1973, to require a validated license for export
of ferrous scrap to all destinations, including Canada.
Previously, a validated license was required only for shipment
to Country Groups S and Z (Southern Rhodesia,. Communist-
controlled areas of Vietnam, Cuba, and North Korea).

The new validated export license requirement applies to
all shipments of the commodities listed below, regardless of
the value of the shipment and of whether the shipment is made
against an order accepted on or before the effective dato
of this Bulletin. The commodities are the following:
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Schedule

B Number, Commodity Description

282.0010 ' No. 1 hecavy-melting steel scrap,
except stainless

282.0020 No. 2 heavy-melting steel scrap,
except stainless

282.0030 No. 1 bundles steel scrap,
except stainliess

282.0040 No. 2 bundles steel scrap,
except stainless

282.0050 ’ Borings, shoveling and turnings,
iron or steel, except stainless

282.0060 Stainless steel scrap

282.0065 Shredded steel scrap

282.0078 Other steel scrap, including
tin-plated and terne-plate

232.0080 Iron scrap, except borings,
shoveling and turnings

282.0090 Rerolling material of iron

or steel

II. Saving Clause

Shipments of commodities removed from general license as
a result of the revision in the Commodity Control List set
forth in Part I above, which were on lighter destined for an
exporting vessel or for which loading aboard an exporting
vessel had actually commenced as of 3:30 P.M., EDT July 2,
1973, may be exported under the previous general license
provisions. Any other shipment of such commodities requires
a validated license for export.
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III. General Provisions

Except as provided in Part V below, no licenses will be -
issued for exports of ferrous scrap against an order which
was accepted after July 1, 1973, and no application for a
validated license to export ferrous scrap will be considered
until further notice, unless it is against an unfilled ox
partially filled order calling for exportation during the
month of July 1973, which was accepted by the exporter on
or before July 1, 1973, and reported by him pursuant to the
reporting requirement established on May 22, 1973, under
Export Contrecl Bulletin No. 84. The licensing system for
exports of ferrous scrap against reported orders of 500 shoxt
tons or more calling for exportation after July 31, 1973,
which were accepted on or before July 1, 1973, will be
announced in a subsequent Bulletin.

1V. Llicensing System Against Orders of 500 Short Tons or More
for Export in July

A. Submission of application with supporting documentation:

All exporters who reported unfilled or partially filled
orders accepted on or before July 1, 1973, for exportation during
the month of July 1973, of 500 short tons or more of the
commodities listed in pPart I above, and who wish to be considered
for the issuance of validated licenses for export of such commod-
ities, must file with the Office of Export Control (Attention:
$46), U, S. Department of Commerce, Washington, D. C. 20230,
an application with the following supporting documentation:

{1) Photocopy or certifiad copy of each contract of sale for.
export to a foreign buyer, accepted by the applicant on or
before July 1, 1973; and (2) a sworn affidavit by the applicant
as to the amount previously exported against each such contract,
if any. Thf pPplication shall be submitted on forms FC-419

and FC-420. The above mentioned documentation will serve

in lieu of the form FC-842, Single Transaction Statement by
Consignee and Purchaser, that would ctherwise be required
pursuant to £375.2 of the Export Control Regulations.

1/ Forms FC-419 and FC-420 are available from the Office of
Export Control (Attention: 547), U. S. Department of Commerce,
washington, D, C. 20230, or the nearest Department of
Commerce District Office. '
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B, 1Issuance of Liccnses for Fxportation During July

The Cffice of Export Control will verify the authenticity
of the application and supporting documentation described in
Part A above, and if it meets the requirements set out therein,
will issue a validated license for the unfilled balance of the
accepted order.

C. Special Terms

Each license issued under this procedure will only be valid
for shipment against the particular contract and during the
particular month specified, allowing shipment during a period
of scven days following the end of each month, to provide for
unavoidable delays. Any cancellation of a contract automa'ically
revokes the license that was issued against it. In the event of
the cancellation of a contract, the applicant is required to
file a report of such cancellation with the Office of Export
Control no later than five days from the date of cancellation.
If a license has been issued against such contract, the license
shall be returned to the Oifice of Export Control with the
notice of cancellation,

V. Licensing System for Exports of Less Than %00 Short Tons

Until further notice, applications for licenses to export
ferrous scrap against accepted orders for less than 500 short
. tons, which are submitted on Forms FC-419 and FC-420, will be
considered by the Office of Export Control, irrespective of
the date on which the order was accepted, if accompanied
by a photocopy or certified copy of each contract of sale
for export to a foreign buyer, together with a sworn
affidavit by the applicant as to the amount previously exported
against each such contract, if any, The copy.of the contract
will serve in lieu of the Form FC-842, Single Transaction
Statement by Consignee and Purchaser, that would otherwise be
required pursuant to 8375,2 of the Export Control Regulations.
After verification of the authenticity of the documentation
submitted by the applicant, licenses will be issued for
exportation during the month specified in the contract for
the total amcunt of the contract or the unfilled balance,
whichever is the lesscr amount, The period of validity of
such liconses will be twenty-one days from the date of issuance.
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Any cancellation of tho contract automatically rewvokes the
licenea that was issued against it. In the event of the
cancellation of a contract, the applicant is required to

file a report of such cancellation with the Office of Export
Control no later than five days from the date of cancellation.
If a license has been issued against such contract, the license
shall be returned to the Office of Export Control with the
notice of cancellation, Exporters are hereby placed on notice
that in the event the volume of exports under this licensing
procedure reaches an unacceptable level, further restriction
may be imposed on exports against orders of less than 500
short tons,

VI. Reduction of Shipping Tolerance Allowance

Paragraph 386.7(b) (1) of the Export Control Regulations
states, in part, that a shipping tolerance of 10 percent is
allowed on the unshipped balance specified on a validated
license for shipments of any commodities licensed in units
of short tons. For licenses issued under the procedures
set forth above, this shipping tolerance allowance is
reduced to 2% percent.

Section 39%9.1 and Supplement No. 1 to Part 377 of the
Export Control Regulations are amended accordingly, and a
new 8377.4, "Ferrous Scrap, " is established. Replacement
pages will be published in a forthcoming Export Control
- Bulletin.
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Published by Stes! Service Cenlar Institute, Vol. VIll, May, 1973

THE STEEL BOOM: A SIGN OF THINGS TO COME

The long awaite] atcel boom has finally arvived — and it
couldn’t have developed at a more opportune time. 1t follows u
protracted perid of frustration during which sieel companies
installed new facilitiea at a record pace only 1o watch the steel
needed for their profitalde operation rolled on foreign mills. In
reornt yearw, under the caux of heavy fived cost burdens und
poor returns, steel investment, excluding that for pollution con.
trol, has been sculel down appreviably. Now, as never before
in the steel industry's 10kyear-plus history, its plans for expan.
vion are extremely inadequate in relation 1o the expected growth
of demand. The steel hoom, thereforc, has developed at a time
of unprecedented need for improved steel profits. Just to what
extent the boom's spur to revenues and earnings will bring forth
investment capilal remains 1o be seen. In any event, steel com-
panies will find it difficult to accomplish the expansion needed
to head off an impending shortage of steel.

The nation's current sieel capacity, considered strictly on a
total tonnage basis, is adequate in relation to current demand.
|Howcver, varying degrees of demand activity are affecting the
markets for individual steel products, and combined with scat-
‘tered operating, maintenance. and transportation problems, this
has lod to an extension of lead-times and supply problems on a
spot basis. At least for the boum's duration, therefore, the quick
aveilability of steel has become a thing of the past, and this fore-

1

shadows the likelihood of more serious supply difficulties as
early as four to five years from now. At that time, barring the not
too strong possibility of adequate capacity sdditions, steel users
in increasing numbers will find that steel is unavailable no matter
how long the wait, and in this sense, the boom now in progres
i« a sign of things to come,

Today's Bonm and Tomorrow's Shortages

The ongoing expansion of sieel demand has boen so strong
and 8o rapid in recent months that steelmakers have been pulling
out all stops in what, so far, has been a vigorous, but a somcwhat
losing effort to keep pace with customer orders. i effect, the
boom has been iesting the limita of the industry’s productive
capacily, and current levels of oulpul and shipments are provid.
ing a good indication of just how much steel demand the industry
can or cannot satisfy.

As the boom gathered steam during the first quarter, the ns-
tion’s sieel milis stepped up their production schedules and by
the second week in Aptil were pouring steel at a record annual
rate of 156 million net tons. Shipments, meanwhile, also at-
tained a record annual rate approximating 118 million net tons.
But even though steel mill activity has been pushed to an all-
time high, tl.e rate of new orders has been such that hacklogs
have been piling up and lead -times have been extended to as much

icy Research Institute.

nomics from fordham Graduate School.

William T. Hogan, S.J., Frofessor of £conomics at Ford-
harn University, 1s aiso Director of the Industrial Econom-

Father Hogan did his undergraduate work at Fordham
College, and received his M.A. and Ph.C. degrees in Eco-
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heavy industries, for the past 20 years and is one of the
world's foremost authorities o the steel industry. Father
Hogan has authored numerous articles. His most recent
publications are a §-volume study of the ""Economic His
tory of the Iron and Steel Industry in the United States’’ and
“The 1970's: Critical Years For Steei’” both pub'ished by
Heath Lexington Books.

He has lectured widely throughout the world and is a
member of President Nixon's Task Force on Business Taxa
tion. He is an economic consultant to the Steel Service
Center Institute and participates tn many SSCI programs
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a8 20 weeks on some products. The following list indicates the
approximate lead-times on orders placed during the third week
in April.

Steel Product Laad-Times
Product Categery Avorage Load-Times!
Galvanized Sheets 20.22 weeks
Cold-Rolied Sheet and Strip 16-20 weeks
Hot-Rotied Sheets 12-16 weeks
Strip-Mill Plate 1216 weeks
Concrete Reinforcing Bars 12-15 weeks
Stainless Sheet and Strip 10-14 weeks
Mechanical Tubing 8-10 weeks
Seamiess Driil Pipe 8-10 weeks
. Lightweight Structurat Sections 610 weeks
Alloy & Heat Treated Plate 6-8 weeks
Stainless Plates 58 weeks
Stainless Bars 5-8 weeks
Hot-Rolled Bars 5-6 weeks
Standard Plate 56 weehs
Cold-Finished Bars 3-5weeks
Small Structural Sections ‘ 23 weeks

1) Averages for orders placad the week of Apail 15, 1973

As lead-times have stretched out, steel marketing has become
more and more a procesa of allocation, posing supply problems
even for regular customers. Last month, for example, one firm’s
standing $2 million annual order was cut back to §} million,
while another firm, which last fall had been asked to double its
regular monthly purchases, was cut back to its origiial tonnage,
this at a time when its steel requirements were on the ‘ncrease.
Such are the supply problems now faced by some regular steel
customers, while others with non-existant or limited mill con.
nections, including recent heavy users of imported steel, have
had their orders turned down by some mills.

Considering that the rate of new orders could well support
significantly higher level of steel shipments, thete is a good
teason to conclude that the peak rates of activity recently regis-
tered have been crowding the steel industry’s maximum capabili-
ties, for if stoelmakers could in any way do so, they would pro-
duce and market even more steel. Theoretically, at least, the in-
dustry could melt more steel; its annual raw steel capacity is
some seven to ten million net tons more than its current annual
production rate of 156 million net tons. But raw steel must be
transformed into salable products, which in turn must be shipped
to customers, and in the process a number of unavoidable limita-
tions and bottlenecks are encountered, particularly at peak pe-
riods of operation.

Demand va. Rolling Capacity: At peak levels, the demand
for individual steel products very often does not evolve in direc,
proportion to the various types of rolling mill capacity avail.
able for their production. This discrepancy, which is reflected
in the wide disparity in product lead-times, results in varied
utilization rates on finishing facilities.

Geographic Pattern of Demand: Another discrepancy. this
between the geographic patiern of demand and the location of
steelmaking facilities, also inhibits the industry’s raw steel pro.
duction. During the current boom, demand pressure on most m'll

in the Midwest and South has been more intenke than on mills in
the East and Far West, which, consequently, have been quoting
‘shorter than average lead-times on most products.

Shertierm Capucity Imbalances: The process of inte.
grating new, technologically superior facilities into the produe.
tiun lines of lung-established steel planty leads 1o shortderm
capacity imbalances and bottlenecks, the effects of which are
most apparent at high levels of production activity. The simul-
taneous use of new and relatively obsolete facilities not ouly
limits finished product output, but also precludes capacity melt.
ing operations, particularly in plants with new steelmaking fur.
naces. In recent years, steel companies have donz much to bal-
ance their facilities by rounding out capital programs initiated
in the 1960°s. However, hecause steel plant modernization is a
continuing process, the industry must contend with some in-
evitable degree of capacity imbalance, and this i» one factor
limiting its maximu:a effective capacity.

Marginal, High-Coat Capacity: Despite the need for addi-
tional raw steel to help meet demand requirements, some of the
industry's capacity remains idle, either because it requires up-
grading and improvement to permit its economic operation, or
hecause it does not comply with pollution control regulations.
Many of the furnaces involved eventually will be brought into
production as modernization programs move forward.

Other Limits to Production: Finally, once raw steel pro-
duction reaches 95 per cent or more of rated capacity, a variety
of problems make it difficult to achieve higher levels of output
on a sustained basis. Limitations arise in shipping and prepar.
ing additional raw materials, in boosting fuel consumption, and
in obtainini: additional rail cars to ship a higher volume of fin.
ished products.

Significantly, these limits 1o production have arisen under
boom conditions, so that current problems and what have been
termed “shortages™ are temporary in nature. True, this is little
consolation io steel users who need steel now. Nevertheless, it is
somewhat irvalid to cunstrue longer than usual lead-times as
shortages, particularly in view of the fact that steel industries
overseas, even during periods of slack demand, customarily quote
long lead-times with the purpose of sccumulating orders 10 per-
mit more efficient rolling schedules. However, the current tight
|upPIy situation doey indicate the likelihood of real shortages
in four to five years. [t has confirmed most conclusively that the
steel industry's current rated capacity is & maximum 165 mil-
lion net tons of raw steel per year, which means that a substan.
tial expansion of capacity is needed 1o meet demand toward the
end of the decade.

Steel's Developing Supply Deficit

For some time now, there has been widespread anticipation in
steel circles of a dramatic increase in steel demand and produc-
tion activity. Bui, while steel companies have been in universal
agreement that substantial capacity additions must be made 1o
meet demand in the years ahead, adverse economic circumstances,
particularly in 1970:1971, dictated a resppraisal of their invest.
ment policies and plans for future expansion. The result was a
much more conservative approach tu spending. one that con.
tinues to dominate the investment outlook, even though steel
earnings improved somewhat in 1972, and activity this year has
been shattering all previous records.
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By 190, if the seed imnduntey s 1o secommodate murket re-
quirements, it will have to boout its annual raw steel production
1o approximately 175 million net tons. To achiee this level of
autput, allowing for demand during peak periods of operation,
the industry's 1ated cupacity will have to increase from its cur
vent aanimnen leved of 165 mion net 1o 1o at least 190 million
net tone, Corsespiently, il steel shoriges ame o be averted, &
winimum exparsion of 25 million net 1ona must he accomplished,
which s over amd above a replacement requirement covering
some 25 million net Lons of obsolete rapacity. principally open
hearth fuenaces, This addds ap to some 50 million net tons of ca-
pacity - & massive i nt that steel ¢ thus far have
been unable to justify,

Row Steel Capacity Moquired % Meintain US. Sepply-Demand Batance

P

(1973-197%)

] Net Tons

lh\v stee! produchon requirement in 1980 175,000,000
Row sterl capacity requirement in 1580 190,000,000
iMinus current US. capaaity 165,000,000
Expansion requirement (1973 1879) 25,000,000
Plus replacement and modernization (1973.1979) 25,000,000
Irom capacity 10 be stalled (1973-1979) 50,000,000

De-pite the obvious need for an intensive capital spending
effort to maintain the nation's supply-demand balance in steel,
Ivery few plans huve been announced for making substantial addi-
tions 1o capacity. For an explanation, one has only to look at
steel comparny profit and loss statements and balance sheets going
back over 'a number of years. The picture that emerges from a
review of the period 1962:1971 is one of heavy capital spending
at a time when revenues ana earnings were seriously resiricted
by an influx of imported steel. Capital erpenditures over these
lyun totaled $17 billion, exceeding cash flows by $1.8 billion.
As a result, the industry’s reliance on debt financing increasec
substantially, and with $2.3 billion in new obligations incurred,
i total debt by the end of 1971 was in excess of 85 billion. This
“raised the fi-ed costs of steel production, plrllcullrly when vol.
ume declined in 1970-1971, and with siinultaneous increases in a
variety of operating costs, steel profits fell to their lowest level
in 20 years, ¢ en: without considering the dollar’s declining value.

In both 1970 and 1971, steel company profits, on average,
amounted to only 2.8 per cent on sales and approximately 4.5
per cent on equity. Based on this performance, the steel industry
ranked 41st out of 41 industries covered by the First National
City Bank in its annual analysis of earnings in manufacturirg.
This unenviable position was in marked contrast to steel's best
ranking of 14th achieved during the mid-1950°s, the last time
tnany steel companies are generally agreed to have carned equit-
able returns.

As poor as steel financial performance was during most ¢
1062-71, #t could have been significantly worse had it not b
for investment tax credits, which were in force over most of th:
period. At the present time, with additional capacity needed to

; avert a shortage of steel, tax credits have taken on added impoi-
tance as 8 vital determinant aftecting decisions to undertake s
new round of capital spending.

In order to justify sizeabl to expandl their capaci-
ties, steel companies will have 10 achieve results in 1973 and 1974
ihat will be somewhat comparable to those of mid-1950's. This
means that total industry profits will have to exceed $1 billica

+ per year ard generate a return on sales of 6 per cent of beiter,

which is about double what the industry earned in 1970 and 1971.
A move in the right direction occurred in 1972, when profits
reached $759 million, but this resulted in a yield of only 3.5 pex
cent on sales. This year, as evidenced by first-quarter reports
just released, the steel boom is fueling 8 marked improvement in
earnings, which eventually should increase the flow of much
needed investment capital. However, while earnings have moved
sharply higher, yields have not 2s yet reached satisfuctory levels,
and, at least temperarily, this will limit the boom’s stitaulus to
increased capital spending.

The problem is that steel d. mand won'’t wait for earnings and
yields to improve, and even if an adequate performance is
achieved this year and is extended into 1974, thereby lnduung
steel companies to make expansi the nt of
new capacity that can be lrought m(o production will be limited
by the inescapable influerce of time. It takes two to three years
to move new steel capacity from the drawing boards to actual
production, and, consequently, the longer investment decisions
are postponed, the greaier become the chances of a seriour sup-
ply deficit.

Although steel shortages loom on the horizon, the government
has voiced little, il any, concern over the lack of planms for mew
capacity. This is unlike the situation that developed after World
War 11, when Presi Truman threatened to put the govemment
into the steel business to help meet the needs of the economy. Ia
fact, in his State of the Union message in 1949 he spoke of the
possibility of using public tax dollars to install 10 millicn tons
of new capacity. The reason the indusiry’s current capacity prob-
lems have evoked no such pressure or significant concern is the
prevailing scntiment that any deficit in domestic supply can be
alleviated by an increase in imports, which certainly wis not the
case 25 vears ago. This would mean that imports would incresse
substantially -— perhaps to 30 million tons or even more. liow.
ever, even if the nation’s balance of payments could stand the
h-avy dollar drain this would involve, and it most definitely
cannot, steel industries overseas wiil not be able to provide such
a si'pplement to the U.S. supply, precisely because they face stoel
sho-tages of their own. This becomes apparent from an examina-
tion of futLre supply.demand balances sround the world, which
point to the likelihood of 8 world stee! shortage by the end of
the decade.

Prospects for s World Steel Shortags

In the May 1970 Center Lines supplement, annual world steel
nutput was projected at 1 billion net tons by 1980, sn asscssment
that has since been concurred in by a number of other inde-
pendently conducted studies. But steelmakers und dably for-
mulate their investinent policies not anly with an eye en the
future, but also within the context of prevailing economic ircum-
stances. Consequently, whea 1971 saw the first slump in world
steel activity since 1958, producers oversess, like their counter-
parts in the United States, started to reappraise their expansion
programs. With the international steel market in the doldrume
and ongoing investment projects ¢ ing to aug pacity,
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many fureign seelmakers were facid with & substantial surplus
aver sho:t-lerm demand, The slamp lasted until the middle of
1972, and by the time: it was uver, many of their plans 10 expand
caparily had been sealid down appresiably,

The reven revival of steel demnaid his paced world ontput back
0 bine with itn long teom teemd of snnoal growth, Workl raw stee)
procuction rose lom it slepresast 1978 level of 485 million
g0t b 1ot vecard af G028 mullion oo Lo a0 1972, and expee.
Latiomn for the cureent year range from 728 million 1 739 million
net tors, At current evebs of output demaid is already Laxing
the limits of capacity in many countries, and this raises the im-
portant question of whether or not the combined steel industries
of the world will be able 1o satisfy market requirements in the
years ahead, particularly in view of their continuing reluctance
to emhbark on major new rounds of plant and equipment spending.

If world steel productien is to increase in line with world de-
mand. it will have to reach 1 hillion nex tons by 1920, or in other
terms, will have to be 50 per cent greater than last year's record
of 692.4 million net tons. The world's ruw steel capacity as of
January 1972 was approxirnatrly "# million net tons, and ex.
cluding net capacity additions conspiecied during the year, which
were subject to the usual limitations imposed by start.up and
break-in, it can be concluded that the world industry compiled
an operating rate of 8 per cent last year. As previously men-
tioned, the revemsion in world steel activity in 1971 extended to
the middie of 1972, «o that the world operating rate climbed well
above X0 per cent during the second half of lust ysar.

During 1972 new steelmaking favilities, principally basic oxy.
&en converters and electric furnaves, were completed at 16 plants
around the world. A number of these were additions to capacity,
while others were replacement for nbsolete open hearths and Bes.
semer converters. As a tesult, current world capacity, reflecting
last year's additions and deletions, is a maximum of 790 million
net tons per year. Thus far in 1973, world demand has been such
that many producers have been operating at close 1o full capacity,
and with world production for the year projected at a minimum
of 728 million net tons, the world industry's annual operating
rate is expected 10 reach a hizh level of about Y3 per cent.

To meet demand requirements by 1980, 1otal world capacity
will have to reack a minimum level of 1.150 billion net tons. This
requirement revoznizes the extreme improbability that all of the
steel facilities distributed throughout the warld will operate sim-
ultaneously at. or extremely close to, their full potentiu). It as.
sumes an averaze worldwide operating rate of 90 per cent o
achieve a production slightly in excess of 1 billion net tons and
requires that the world's current capacity be increased by 360 mil-
tion net tons. En addition to this required expansion, exsential and
continuing programs of plant and equipment madernization wiil
invalve the replacement of a minimum 250 million net tons of
exiding capacity. Consequently, 610 million net tons of e pacity
must be puet i place aver the remairaer of the 197's, an averue
of appraximalel, 87 million net tons per vear during the nel
seven years.

It now appeais very unlikely that the world wteel industry will
undertake investment programs of sufficient inagnitude to main-
tain the world balince of supply and demand, and this makes i
hizhly prohable that a world shortage of steet will develop in the
later years of the current decade. The principal reason is a lack
of profi.ability in the steel industry on a worldwide basis. There
i no shortage of raw materials, but there is competition for capi-
tal, and with the relurns that steel companies have posted. they
will be hard pressed 10 command the funds required. A stagger-
ing investment will be needed to install 87 million net 1ons of
steeimaking favilities annually, and the total cost will be inflated

substantislly by pollution contro! requirements in the years ahoad.
Therefore, steel producers overssas will find it difll.:h. if not
imposaible, to keep 3 with demand in their own domestic mar-
kets, much less provide sub ial suppl | tonnages to alle-
viate shortages in this country.

Rrw Stee! Capacity Requiced to Maintain Werld Supply-Demand Balsecs

(1973.197%)
Net Tong
Projected world steel demand in 1980 1,035,000.000
Raw steel capacity requirement in 1980 1,150,000,000
Minus current world capacity 750,000,000
Expansion requirement (19731979} 360,000,000
Plus replaceiment and modemization (1973-1979) 250,000,000
Total capacity to be instalted (1973-1979) 610,000,000

Consequences of a Steel Shortage

The proxpect for a steel shortage has far-reaching imgdications
{or the steel indusiry and its suppliees, for the sieel consuming
industries, for the manufacturers of materials that can be sub-
stituted for steel, and for the entire economic system. There is,
of course, the possibility that steel companies would realize short-
term benefit if their products are in scarce supply. Su ly,
this would resuit in a reller's market with an upgr. price
structure and increased earnings. However, sconer or iater, a sted
shortage would likely bring on some sort of government inter-
vention, possibly a system of price controls and rationing, which
would suspend the workings of the free market and eliminate
whatever short-term market advantage steel companies might
otherwise experience. Further, the priorities established by a
ralioning system would downgrade many of the newest uses or
markets for steel, those not yet established as essential, which.
nevertheless, represent a submtantial expenditure of research and
promotionst dollars. As a resull. new product development, an
objective arcorded increased emphasis in recent years, would
become a thing of the past, and much of the industry's prior ef-
forts in this regard would be nullified.

A steel shortage fuur o five years from now would mean that
steel inveaments had been scaled down or postponed. which
could have an adverse elfect on the manufacturers of steel mifl
plant and equipment. Their skills and capi.ity to produce the
massive, highly tehnical Licilities emential to steel output would
be serioualy diminished. and perhaps even lost in one or two
case~. As i resull, the steel industry eventually would bevonie
dependent. at feast in past. upon mill builders overseas. a devel-
opment not particularly Tavorable {rom the industiy’s point of
view o1 in relation 1o ihe Balance of payments, considering the
substantial deflar outflow that would be required to oltain facili-
ties for one of our basic domestic indusiries.

While a <ieel shortage could yield some short-term market
Lenefit 10 steel companies, it would work 1o their definite dis-
advantage over the longer term hy forcing many steel consumers
to use substitute products. Faen though a <hift away from steet
would result in difficult and cosly production. modifeations,
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nuny steel users would have to embure a changeover, particularly
winew-the aliernative would be a - «duction or shutdown of their
aperations. To steelmakers, this would, to a great extent, mean
a permanent losa of business, for consumers could not be expected
to readily undertake a difficult switch back to steel if and when
the short supply situation becomes rectified.

In the fira! analysis and most importantly, the impact of a steel
shortage would be felt throughou. the economic system. Because

steel is essential to virtually every t/pe of manufacturing activity, -

its shortage and the consequent dirruption of output would place
serivus limitations on ecconomic growth and, in turn, on the
growth of emyployment and productivity. For these reasons, when
it comes 1o stevl company investment decisions, the stakes are
extrenwly high, not onty in termx of the dollurs required to ac-
complish an adeguate expansion of capacity, but alse in terms of
the conseyuences that a lack of investment and a steel shortage
wonld entail.

The Biggest First Quarter in Steel's History

M theve wese any doubts during the sardy part of the vear that
a genuine seel boun had arrived, they were dispetled convine-
ingly once firstquarter production and shipments were totaled
up. Mot forecasts for 1973 have now been upgraded, and bar.
ring an aulo sirike or other major disturbance. annual steel ship-
ments ure an odds-on bet to surpass 100 million net tans for the
firmt time

This year's first quarter was the Liggest in steel’s histor; -
bigzer than in 1971, when activity was inflated by building
strike-hedge inventories, and more significantly, bigger than in
1909 when steelmakers poured 141.2 million net tons of raw steel
and shipped 933.9 million net tons of steel mill products, both all-
time yearly records. Ever since the week ending March 17, raw
steel output has been al an annual rate close to 155 million net
tons, and during the week ending April 11 it made history by
topping the never before attained three-millionton mark. Com-
pared to the first quarler of 1969, outpul in this year's first
quarter was 8.3 per cent greater, while shipments were up a size.
able 22.2 per cent.

Stee! Output & Shipments: First Quarters 1969 vs 1973

(thousands of met tous)
1969 1973
Output  Shipments Output  Shipments
Janvary 9843 1.280 11,085 9111
February 10,712 7092 11,582 4,665
March 13933 8.199 14.766 9,800
Totals 34488 22571 37403 27576

‘Vhat are some of the {actors behiad the boo:n, or more spe:
cifically, behind the sossing demand for steel” Primarily, a gen-
eral upswing in the economy has boosted requirements over a
broad spectrum of steel consuming industries. particulicly those
engaged in the production of automobiles, appliances and capital
goods. Measured in ierms of “real” output, the nation’s gross
national product (NP increased al an 8 per cent annual r.te
during the last two calendar cuarters, while in current dollar
terms, which also show the effect of inflation. it was up 14.3 per

.cent in this year's first quarter, compared with a gain of 110

per cent in the fourth quarter of 1972. A rundown of msajor de-
velopments in a number of steel market areas provides ar indi-
cation of just where all the steel has been going:

Automobiles: Sales in the first quarter of 1973 totaled
2,931,000 units, compared to 2,443,000 a yea:r ago. Pur
chases were up $4.8 billion over the fourth quarter of 1972,
with new car sales for ali of 1973 projected at approximately
125 million units, including about 1.5 million importe.
Truck sales are expected to increase by about 23 per cent in
1973, to a total of .2 million units. The industry’s sieet cor-
sumpticn for the first two mounths of 1973 (3.9 million net
1ons ) Tepresented an increase of 32.8 per cent over the same
period Lt year.

Cons'ruction: Whils 1972's record total of 2.1 million
starts will prohably no. be matched this year, expenditures
on construction can be expected to remain kigh owing to
strong non-residential activity and inflationary pressures on
construction costs. Although the number of bousing starts
was down in February and March, expenditures on residen-
tial construction in the first quarter were stilt $2.2 biltion
more than in the fourth quarter of 1972, In addition, spend-
ing for non-residential construction rose by $2.6 billion.
Steel consumption by the consiruction industry in the first
two months of 1973 was 31.3 per cent greater than in the
same period last year.

Service Centern: Many steel service centers are operating
al levels which are 20 to 30 per cent above those experienced
last year. Temporary shortages of certain products are be.
ginning to develop. and it is now almost certain that 1973
will set industry records. Shipment: to service centers in
January and February of this year were 34.1 per cent above
those made in the first two months of 1972,

Appliances: Consumer spending on durable gocds in the
first quarter nf 1973 rose by $9.3 billion aver the fourth
quarter of 1972, This increase was more than four times the
size of Uie one achieved in the last period (82.2 billion).

Capital Goods: Business fixed investment in the first quar-
ter increased $6.2 billion over the fourth quarter of 1972,
with a $3.7 billion rise in purchases of durable production
enquipment leading the way. It is estimated that machine tool
sales in 1973 will 1otal 25 per cent mare than in 1972, while
purchases of machinery for mining, oil-field work. and con-

struction will increase hy 10,8 and O per cent, respectively.

A number of other, more difficult 1o substantiate, lactors have
likely been contnibuting to the record steel demand. To some
extent, the curcent rash of orders may be borrowirg from the
future, since some consumers have probably potten on mill sched-
ules either to hedge arainst higher steel prices in the montha
ahead, or to hedps against what have thus far heen lengthening
tead times. Further, there are indications that consumers formerly
relving on foreizn supply sources have switched 10 dumestic steel,
either because imports no longzer afford a suitable price advan-
tage, if any, or because foreign mills, given the recovery of steel
den:and in most parts of the world, are no longer able to meet
their requirements. Although imports in the first quarter ex-
cerded those in the tike period last year. their share of|lhe boom-
ing steel market dec lined from 13.9 to 12.6 per cent, and berause
of a variety of influences the import tonnage is expected to ease
womewhat in the months ahead.
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Appacont Supply of Steel Mill Products (net toms)

st Tt Quarter Por Cont

m 1*7 Chonge

Shipments 21,161,314 21,576,076 +303
Plus imports 3318015 3,856,510 +162
Miays Exports 690,112 832,000 +206
Apparent Supply 23,789.217 30,600,586 +286

Import pressure traditionally has subsided during periods of
strong overseas demand, and right now steel markets around the
world are very active, so much so that foreign producers have
bezn looking to purchase American semi.finished steel and hot-
rolled bands to supplement their supply capabilities, Meanwhile,
with the dollar devaluations and subsequent realignment of cur.
rencies, domestic steel has been placed in a much Lﬂer competi-
tive position. Reflecting recent monetary changes, for exampie,
Japanese price quotstiona early in April were either on the same
level or higher th~n domestic mill prices, and imported plates
were being sold in Texas markets at $3.00 per ton above the
domestic price. Also contributing 10 an improved foreign 1rade
outlook sre “Buy American™ claunes in numerous government
vontracts, & stricter enforcement of anti-dumping regullllom, and
the recently concluded labor agreement designed to avoid the
cyclical huild.up of strike-hedge inventories, including heavy
import tonnages, which was slated to begin Iater this year and
extend through the first half of 1974. As a result, the halance of
trade in steel mill products this year should show a significam
improvement over that in 1972, when & record steel trade deficit
of nearly $2.2 billion accounted for more than one-third of the
nation’s total trade deficit,

Comparing raw steel output and product shipments in the first
quarters of 1972 and 1973, they wece durply hr this ym.
by ZIZPermmu\d‘iO.'iweenl r
should not be taken to mean that 1972wuapootuoﬂ g
True, the first quarter was somewhat depreseed, but, ulu -a
whole, the year provided a wekcome relief to steeimakers after
the boom-and-bust pattern of activity and dissstrous second half
in the labor negotiating year, 1971, Raw steel uction last
year, buoyed by a strong fourth quarter, tot 133.1 million
net tons, 10.5 per cent more than in 1971, while shipmenis rose
5.5 per cent to 91.8 million net tons. But more important in view
of the industry’s noed for investment capital was the 37.2 per cent
Average incrcase in steel company earnings. s rate that was ac-
celerated in the first quocter of this year.

Steel Earnings Up Sharply — But Yields Lag

Fighteen out of the top 20 seel ~ompaniex chalked up in-
rreased sales in 1972, snd 17 achieved 1 growth in income. Thin
upturn stemmed from a variety of factors, including a surge in
fourth-qurrter busi and in_efficiency due
largely to a more consistent palu.-m of demand, as well a» an
increased balance of facilities. At the same time, higher labor
and other costs were incurred, and although steel mills were
authorized 10 increase prices by about four per cent at the start
of last year, published prices, under pressure from imports, rose
by less than two per cent, These offaetting influences were ro-
flected in less than satislactory yields, which, on an industry -wide
basis, amounted to only 3.5 per cent on sales and sbout 4.4 per
cent on investment.

suummvmnuxmrqzommuu-
(Sahs sad lacome in Millins of Dellan)

1972 1971
fncome %
("1} 3 A% 1971.
Sales Income  Of Ssles Sles Income Of Sales Income

.. Steel $54289 $157.0 289% $4983.2 31545 3% + 9.38% +  1.62%
Bithiehem JE 104.6 432 2969.1a 1392 469 + 48 - 3%
Nmco 19108 75.6 3% 1,696.2a 50.7 29 + 1265 + 811
National 1,660.2 71.2b [¥s] 1,522.1 458 301 + 907 + 5546
Republic 15957 431 20 1.384.8 0lc 001 +1523 + 4,300.00
Inland 14638 659 448 1,253.6 498 381 +1125 + 1y
Jones & Laughtin 1,1894 393 3% 10740 20.5 191 + 104 + uUN
Lykes Youngstown 10189 25 .6f 251 9212 03 101 + 108! + 1527
Colt 013 163 230 636.7 127 19 +110 + B3
Wheeling-Pittsburgh 6078 15.2h 2% 528.0 54 102 + 1511 + 181.88
Alegheny-Ludium 5.7 177 k3l 4840 10 021 + 1800 + 1,760.00
Kauser "2 $7dk . 4699 04 0.09 - 48 .
Cyciops 4140 71 186 3388 41 12 +2220 + 8%
interlake 387.7 130 33 352.1 125 355 +101) + 400
NYF W4 t8 258 3004 54m 1.80 + 1365 + 629%
Melowa 220 45 15 2590 10.6d . + 124 *
Cr8i 2620 64 221 261.7 8.6a k¥e) + 176 - 2558
Northwestern? 035 234 115 1615 174 wn + 2601 + UG
Coopemld 1844 97 52 1473 68 4.62 +2519 + 4265

1528 65 45 15%.1 I 199 -~ 21 + 10968

1) Sales and net income figures shown are for parods February 1. 1971 through fanuary 31, 1972, and February 1, 1972 through Jesuary 31, 1973. 2—Restated.
b—inciudes o gain of $8,400,000 from ri.e 3ais of proparty and a loss of $4.300.000 due to a threc Mmoath strike 8t 17.695-owned iron Ore Co. of Canade :—in-
cludss income tax credit of $18.400,000. d—Lloss. e—Inciudes spacial ciedit conmsting of 5 gma of $12.500.000 from the sale of & subsfisry o~ '~ of

$7.400 700 from write-off of cortsin sssets. —Includas speciat credit of $8,018.000 resutting trom the sate of intersst in Qrark-Mahoning Co.
toss of $1,990.0%0 resulting from company cosl mine fire. h—Includes special credit of $2,900,000 from investment tax-credit carry-forssrd from 1

inciudes the
nciudes

spacial credit of §716,000 from sate of sacuriius of $1,243,000 and investment tax crodit carry-forward of $500.000, less charge for mine determinsten of $1,032,000.

M~ Inciudes special charges of $5,199,000 from the write downs by Naiser Resources L1d, a 759 owned subssdiary, 1 value of cortain
fion pisat faciities af 1S CANSdian codl OPETANOR. M—'~cludes 3pacial Credit of $691.000 n—incluries pacial crevit of ,000
ing assets. p—includes special charge of $450.000 from dispostion of iaterest m Talisman Sugs: Corp Percentage F
» daficit

89-713 O - 18 - 1§

i3



It Quories, 1977
nc. ok
Yol e % of Solm
1 Sreel 3110 $i90 17
Bothichem 0] »o k1
Mmoo “22 150 3.
Nahonsl 39715 1%} 7
Rogublec 306 94 25
Iniond M24 17 52
Jones & Loughta 2632 86 33
Lybes-Youngstom NR NR- .
Coit 1845 30 18
Niaghony Lugion s 1482 (11 32
Whechng-Pittshuph 1342 32 2
Raeser ns 99d ¢
Cyclogs 8] 0.2a 02
lateriahe 923 9 il
NVF NR NR .
MecLosth 703 10 14
L] 638 11 17
Northwestern* "o 595 115
Copperweld °3 20 A7
Lukens N2 12 35
N.R—Neot reported 53 of publication.
‘Pe omitiod o3 its calculation inveived 8 Geficit or waevailoble dats.

S—inciudes poriod fram Fobruary 1, 1972 through April 30, 1972 Similer poried for

1973 not yut sveilehie.

Steel company reports for the first quarter of this year reveal
the steel boom’s powerful stimulus to szles and earnings. As of
this publication, seventern of the top twenty steel firms had re-
ported all showing corsidersble increases in sales, and all but
two, Lukens Steel and Wheeling.-Pittaburgh, also showing higher
profits, Lukens’ firmt quarter fell victim primarily to a runaway

1o Quartwr, 1573 % Chongs,
ne Ach 1940
Sale Income % ¥ taim Sl

$1,5200 90 32 +35) + 198
905 ws 42 + 384 + 820
5319 2.1 45 +23 + W7
5256 197 37 + 2 + 322
492 05 41 + M7 + 1181
4816 194 45 + %9 + 95
3659 12¢ 33 + 30 + N5

MR L X} . . .
208! 56 21 +265 + 500
188.6 19 [ W) +29 + 10
1788 26 16 +12 - 188

1341 26 19 + %3 .
123 31 25 +3%3 + 1450
1113 30 27 + 2046 + U

MR NR . . .
80 16 41 +252 + 2800
%5 16 13 + 199 - 91

” . ”R_ L L ] L]
%8 28 49 +327 + 80
n7 11 28 +132 ~ 83

a—includes special tax credit of $648,000.
o

added 1o the collective bargaining process when the United Steel-
workers of America (USW) and the steel companies agreed w0
establish a joint advisory committee on productivity in each of
the nation’s steel plants. Now, the USW and the ten largest stoel
firms have concluded her historic ag simed a1 elimi.
nating the costly process of crisis bargaining. The partics well re-

increase in the price of steel scrap, the companies principal raw
material, which has been under imterwe buying pressure from
overreas users, while Wheeling-Pittsburgh encountered a variety
of operating difficulties, including the need to reline its major
blast furnace, which, consequently, was idle for the entire quarter.

Unfortunately, despite some sharp increases in earnings, the
return on salm for all of the companies reporting contimued to
be insdeq Out of panies, ten made lew than
4.0 per cent on sales; seven of these earned less than 3.0 per cent,
and yielde for the remaining seven were in the range 4.1 10 49 per
cent. To place theae returns into perapective, consider that Gen.
eral Motors in issuing its first-quarter report complained that its
yield on sales slipped 1o 8.5 per cent, down from more than 10.0
per cent in the mid-1960's. Steelmake'rs slmost universally attrib-
ute the lag in steel yiclds 10 & widening disparity between costs
and the prices they have been able 1o charge for their products.
However, there is reason to be optimistic that yields will improve
considerably, based on the expectation thet & more suitsble price
structure will come with continued strong demand, both in the
United States and abroad, and that the new labor sgreement will
foster stability in future demand and cperations.

Labor Peace Assures Increased Stability and Efficiency .
To its grest credit, the steel industry continues in the forefront
in labor-management relations. In 1971 a new dimension wes

ber that the last labor negotiating year, 1971, produced some
disastrous results for the industry and its employees: 100,000
steelworkers laid off (40,000 permanently ), a record annual im-
port tonnage, and the waste and inefficiency caused by unstable
production. The new agreement, arnounced in iste March, is deo-
signed to prevent a replay of thes: circumstances in 1974.

The agreement, which employs voluntary arbitration to avoid
an industry-wide strike, calls for an early start to 1974’s labor
negotiations; for a gusraneed three per cent annual wage boost,
plus cost-of-living adjustments; and for » bonus of ::50 por
steelworker, payable in October, 1974. Any national issue still
unresolved by April 15, 1974, will be turned over to a five msn
arbitration panet 10 include three members from outside the in-
dustry, and while steelworkers can still strike over certain local
issues, ctrike decisions are subject to approval by the USW'
international president.

Resction 1o the new agreement has heen largely (avorahle.
Customer, no longer fearful of 8 strike cuttitg off their steel
supplies, are pleased with not having to build large inventorien,
while most ui the smaller steel firms are expected to seek similar
pacts of their cwn. By avoiding the boom-and-bust cycle of steel
aclivity, the new azreement enhances the possibilities for prog-
ress in improving steel productivity, provides a constructive re-
sponse to {oreign competition, and holds great promise for a
stronger. more profitatle steel industry.
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JAN,

MARCH
APRIL
MAY

JULY

AUG,
SEPT.

AVERAGE

1968
31.62

31.54
29.06
26.87
25.23
23.60
23.30
23.11
23.66
23.49
24,48
25.30

25.94
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METAL MARKET STEEL SCRAP PRICE COMPOSITE
BASED ON NO, 1 HEAVY MELTING STEEL
AT PITTSBURGH, CHICAGO AND PHILADELPHIA

(Dollars per Gross Ton)

1969
26.68
28.11
26.86
26.33
29.12
28.58
29.97
32.90
34,90
33.75
32.91
35.36

30.54

1970
ho.45
46.03
uh4.57
40,92
42.97
43.72
4o.75
40.40
42,76
40.37
35.95
36.51

41,25

1971
40.81
40,66
37.15
34.30
34.92
33.43
31.94
32.16
33.44
32.8
31.08
30.81

%l%

1972
33.09
35.29
32.32
35.12
35.64
35.42
35.57
37.38
37.28
38.22
38.96
41.97

36.63

pLY 4]
47.31
49,43
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IRON AND STEEL SCRAP - TOTAL EXPORTS
BUREAU OF MIMES' STATISTICS

MONTHLY EXPORTS
(Thousands of et Tons)

1968 1969 1970 1971 972
Jan, 4713 262 6 343"{
Peb, 362 233 1 465 5
March 20 530 490 ng
April 07 13 957 591
May 497 908 1,279 696 664
June ) 4g1 999 263 698
July i 0 1,052 33 i
Aug. 61 1,1 952 71 01
Sept. T49 1,03 905 16 236
oct. 865 1,023 567 382 0
Nov. 12 810 19 02 g;rg
Dec. 592 ) 767 71
TOTAL 6,565 9,037 10,615 6,474 7,474

ANNUALIZED EXPORTS
(Millions of Net Tons)

F |
[oa)
@

1969 1970 1971 1972
Jan, .7 3.1 .3 8. 4,2
Feb, 2.3 2.8 2.5 5.2 6.4
March 6.2 6.4 9,6 5.9 7.1
April 4.9 8.6 11.5 g.l g.u
May 6.0 9.9 15.3 A4 .0
June 5.9 10.9 12.0 6.8 8.4
July 5.7 B.s 12.6 5.2 9.3
Aug. 7.4 14,2 11.4 6.3 7.2
Sept. 2.0 12.5 10.9 g 7.2
oct, .8 12.3 9,2 .6 g.?
"ov‘ 9'7 9-7 9-8 306 ol
Dec. 7.1 8.7 9.2 5.7 10.8
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IROK AND STEEL SCRAP - INVENTORY
BUREAU OF MINES' STATISTICS
(1,000,000's of net tons)

1968 1969 1970 971 972
JAN, 7.5 7.5 6.2 8.0 8.3
FEB. 7.7 7.5 6.3 7.4 8.2
MARCH 7.8 7.5 6.4 7.5 8.3
APRIL 7.9 7.5 6.4 7.3 8.3
MAY 8.1 7.4 6.3 7.2 8.2
JUNE 8.2 7.2 6.4 7.6 8.4
JuLy 8.4 7.2 6.7 7.8 8.6
AUGUST 8.4 7.0 6.8 7.9 8.8
SEPT. 8.3 6.9 7.0 7.9 8.7
oCT. 8.3 6.9 7.3 8.3 8.6
NOV. 8.0 6.5 7.6 8.2 8.4

DEC. 7.9 6.4 7.7 8.3 8.1
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STATEMENT
OF

JOHN J. SHEEHAN
Legislative Director

UNITED STEELWORKERS OF AMERICA
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Mandatory Export Controls of Ferrous Scrap (5-2119)
BEFORY THE

SUBCOMMITTEE ON INTERNATIONAL FINANCE
of the
SENATE BANKING, HOUSING AND URBAN AFFAIRS COMMITTEE

July 18, 1973
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My name is John J. Sheehan, Legislative Director
of the United Steelworkers of America. Our gpion represents
1.4 million workers, about one-third (1/3) of which are
employed in the production of steel mill products.

In recent years we have become increasingly con-
cerned about the impact of steel scrap exports upon those
mills and foundries which are dependent upon such scrap.

In other congressional forums we have been urging that our
total trade policy should be subjected to a complete review
reorientation if you will -- because of its influence upcn
our domestic manpower policy.

Today, however, we are relatihg to one aspect of
that trade policy -- the exporting of materials which can
causc either inflationary pressures or acute shortages, or
both.

'We have been witnessing very high export levels at
times of high demand for steel abroad and at home. Our domestic
scrap consumers are put in an extremely difficult bind as they
try to compete at higher price levels with overseas consumers.
Some domestic plants will cntback on production because of

high prices which they cannot pass on due to domestic competition
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from integrated steel mills. Others will absordb the
increased costs to the detriment of needed expenditures for
modernization or simply a replacement of equipment. Smaller
plants thereby fall further behind in their battle to remain
competitive and retain their share of the market. For them,
the boom in steel may become a bust because of the high cost
of their raw material - scrap. The export policy becomes an
engine for distress.preventing them from fully utilizing the
advantages that can occur from a good market. You should
bear in mind that some of these plants are among those which
must make a large financial commitment to meet their obliga-
tions under the pecllution control standards of EPA and occu-
pational standards of OSHA. The occupational health of our
members requires the investment - sometimes non-productive -
in abatement equipment. We should not deprive the industry of
the advantages of the good market periods to make those expenditures.

In a study released this month bv the Department of
Commerce,.it is projected that the 1973 exports of stcel scrap
will increase 67% over the 1972 levels to a total of 12.4
million tons. The resulting employment problem in the steel
industry is two-fold:

First, as incréasing tonnage of steel scrap is

exported, the domestic price is pressed upward. Those steel
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producers whose scrap inventories are low and who can neither
pass on nor absorb the price increase may be required to cut-
back or shutdown production.

Second, even for those domestic producers who can
absorb the soaring prices, the available supply may be
sericusly threatened by the unprecedented levels of ferrous
scrap exports. The indusiry estimates that current demands
will not be met by the scrap industry and the shortages will
be aggravated by the excessive exports.

The present situation is not entirely unique. 1In
1969 and 1970 thers were similar pressures in the ferrous scrap
industry. We can validly anticipate that future crises will
arise with regard to the steel scrap situation unless effective
corrective factors are now put into force.

In 1969 and 1970 the U. S. Department of Commerce
failed to act on authority granted it under the Export Admin-
istrative Control Act. As a ronsequence, there was considerable
disruption in the industry. In the present crisis, only
tecently and under great urging has the Commerce Department used
jts discretionary authority to mcnitor the outflow of steel scrap.
The Department may argue that it is controlling or regulating
exports but it is doing so at levels which are already described
by the industry to be above the crisis level and at which

severe shortages will occur.
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Furthermore, the Depértment waited too long before
it exercised these controls., It first ordered mandatory
reporting of scrap exports so as to ascertain the gravity of
the situation. While we do not disagree that there should be
orderly progression in the imposition of controls, we do find
unrealistic the aspect of total discretion in the initiation of
each step. The efficacy of the steps so far taken may already
be vitiated by the inordinate time lag which transp-red before
the Devwartment reached its decision.

The intent of the partial embargo now in effect is
to prevent the further acceleration of scrap exports to higher
levels. Whether shutting off further exports over and above
those already projected will provide sufficient supply to satisfy
our domestic consumption remains to be seen. There is, however,
no prescribed mechanism whereby there will be an orderly
evaluation of that situation.

It is precisely because cof that void in the current
implementation of the export control system that we have come
before this comnmittee. We are seeking a legislative determina-
tion for the decfinition of critical shortage. S$-2119 provides
that definition. .It triggers a progressive approach of mild
controls and restiictions on exports so that the imbalance of
supply and demand will not have to rcach such critical stages

that total embarpoes will be necessitated. Many in the
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industry feel the situation today requires an embargo.
Enactment of the triggers in this bill will obviate such
drastic measure in the future.

Therefore a trigger mechanism, identifying the
levels for quantitative limitations on the export of ferrous
scrap, is necessary to eliminate the recurring crises in the
industry and to curtail inflationary pressures. We know that
the present price freeze has prevented the spiralling of steel
scrap prices. But it had also put a freeze on the domestic
availability of scrap as dealers were attracted to the
uncontrolled higher price markets abroaa.

in times of serious demands foi ferrous scras,
priority should be given to the domestic producers in securing
the scarce metal -- not to their foreign counterparts. The
American industry and workforce should not have to suffer
economic hardship because of scarcities caused by the export to
our competitors of necessary production ingredients.

5;2119 incorporates a logical and orderly basis of
monitoring and regulating export of steel scrap. The United
Steelworkers of America join with steel and foundry interests
fo seek your consideration and support for the adoption of

this measure.

kX k X %k %k



235

STATEMENT
BEFORE THE SUBCOMMITTEE ON INTERNATIONAL FINANCE, OF THE SENATE COMMITTEE
ON BANKING, HOUSING AL URBAN AFFAIRS
IN SUPPORT OF S. 2119
BY GARL STUDENROTH, VICE PRESIDENT, INTERNATIONAL MOLDERS AND ALL IED WORKERS
UNION

GENTLEMEN: 1t is an honor and a privilege to frasent this statement to you on behalf
of the Internaticnal Molders and Allied Workers Union, which | om proud to serve as
Vice President,

for many years we have been anxious observers of the decline of amployment opportuni-
ties in metal foundries in the United States, and witness of the painful efforts of
displaced workers as they attempted to find employment when their company closed down.
We are closer to the scene than any other group, for it is our Union,which just
celebrated its 114th birthday, that represents the workers in smaller foundries. We
find the statistical information prepared by the United States Devartments of Labor,
Commerce and Health, Education and Welfure invaluable in our work, but cold facts do
not describe the painful adjustments which families have to make.

Such facts as
-

* The nunber of iron foundries has declined fram 3,200 in 1947 to 1,670
in 1969 and it is an "educatec guess” that there wil) be fewer than
1,000 by 1980

* 71 per cent of the existing foundries employ fewer than 100, and 50%
under 50 employees

* Approximately 25% of all iron foundries are large, captive operations, and

the remainder are independent, producing in the main, iobbing type castings
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* Approximately 50% of the workers in the metal castings industry are
non-white
are useful to you but only those with an intimate knowledge of the industry can realize
the full impact,

The indusiry has had to make improvements in recent years which entailed the
expendi ture of large sums of meney Emphasis upon envirormental problems made a culprit
of the foundry industry because it is a highly visible "polluter". Although i* is a
well known fact that the transportation industry in all its aspects is the major cause
of pollution, manufacturing, and especialiy foundries, are concentrated violators, and
therefore controls were imposed, The health of the communities is important but the
installation of equipment is costly.

Secor\.dly? the passage of the Occupational Safety and Health Act has forced the
industry to make drastic changes in order to protect the health and safety of employees.
Ve believe that it is just as importagt to protect the welfare of the in-plant workers
a8 well as the surrcunding communily and we enthusiastically support efforts at OSHA
enforcement, We only remind you that equipment costs are high and the double burden,
although right and proper, has been heavy upon the large number of small foundries.

We can expect some of the marginal foundries to cease operation when environmental
ocontrol devices and OSHA inspired equipment are required, especially if the plant
facilities are old and obsolete. But we sincerely believe that the overwhelming
majority of foundry operators will continue to produce metal castings, as long as they
can compete econamically, |

Our nation is inapriod of economic expansion at the present time and a majority
of the workforce is enjoying a period of prosperity. However, the unavailability of
scrap iron and steel at a price which the foundry industry can afford is proving to

be a bottleneck. In some areas of the country foundry workers are on short work-weeks
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and announcements of plant shut-downs and permanent closings are not unusual. Apparently
prices remain at a high level as a result of unusual amounts of scrap iron and steel being
exported, You might say that this is an unusual situation when our domestic users must
compete with f;reign users, expecially when the finished products developed in another
country from American scrap, are returned to sell cheaper than those produced hers,

We do not present ourselves to you as experts in the metal casting business. We are
content to let those who sit on the opposite side of the bargaining table take the
leadership in this regard,

However, we do not hesitate to appear before you to plead the cause of the workers
in the foundry industry for they are always thc real sufferers in any dislocation, We
are alwayé on hand when workers find themselves unemployed through no fault of their own.
It hurts when you are called on to help workers who are skilled only in foundry work and
sense the hopelessness which surrounds them, Rehabilitation is a long and costly pro-
cess for the family as well as for lhe breadwinner.

The most skillful of the displaced usually find employment, but often this requires
pulling up s'akes and beginning life all over in a new community. But we remind you
that at least half of the foundry workforce is non-white, The unemployment level of
this group is at least twice the level of the white workforce and since a much larger
percentage are unskilled, the situation is compoundad,

Although we differ with our employers on many occusions, when it comes to the welfare
of the industry which provides employment for our members, we do not hesitate to join
them. We have appeared before when corrective legislation has been proposed and we have
jointly pleaded our case before Governmental agencies. We join with industry in this
instance because we are convinced that something must be done to save the smali foundries

which are unable to stockpile scrap and must buy it at the prevailing ;rice.

99-7130 - 73 - 18
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For many months now the price level has remained high because export commitments have
depleted the supply.

Wo ara impressed with S. 2119 which was submitted by Senators John J. Sparkman and
Adlai E. Stevenson, 11l and consider 'i’( eminently fair. [t would amend the Expert
Adninistration Act of 1969, and provide "trigger" dates based upon the needs of domestic
screp users, The Secretary of Commerce is instructed to determine if no shortage,

a shortage, or critical shortage exists at each calendar quarter, and this becomes a
matter of public record, Curtailment of exports or total embargo can be ordered basad
upon the supply available. It seems to us that a market for the sale of scrap is assured.

We hope that the Committes on Bankira, Housing and Urban Affairs reports S. 2119
favorably, and that speed.y enactment of the bill will be the result,

Thank you for your kind attention and consideration

Submitted by

Co W A nih

Carl Studenroth

Vice President .

‘nternational Molders and Allied Workers
1225 East McMillan Street

Cincinnati, Ohio 45206
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Statement by Lane M. Currie, Presidant, H. C. Macaulay PFoundry Co.

Mr. Chairman and Members of the Sub-committee; My name
is Lane M. Currie. I am President of H. C. Macaulay Foundry
Company, Berkeley, California and am appearing here today repre~
senting the West Coast segment of the Cast Metals Federation.

I shall addres; the subject of the need for Ferrous Scrap
Export Controls relative to specifics on the West Coast within
our Foundry Industry. I shall not overlap data which has been

submi tted by others in our behalf.

Problem

I would like to define our problem of scrap shortage as
the inability of the Scrap Industry to maintain Domestic home
needs of selective prepared ferrous foundry scrap consistent
with the level of quality customary to our industry. And
secondly, define the lack of desire by some scrap dealers to
process Foundry grade scrap because they can export this scrap
without preparation or segregation. And, thirdly, I wisih to
note the serious inflationary ripple zffect which will be borne
by the American Consumer when a compounded pass through of recent

scrap increases reach his market.

Foundry Grade, Scrap:

I should state that the Iron & Steel Foundry requirement
of ferrous scrap differs somewhat from those cf the Steel Mills.

The Foundries require selective, sorted and in most cases sheared
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or broken scrap Steel or Iron. In m&ny cases certain chemistry
must be met either with a maximum or minimum level of certain
elements.

It should also be noted that most West Coast Foundries
cannot use bundles or bailed scrap nor can we normally use the
general classification of borings, shovelings or turnings. In
essence our requirements are for selective, prepared foundry
scrap and we are dependent on the scrap dealer to process accord-

ingly.

West Coast Scrap Survey, July 16, 1973:

The following pages and charts will reflect current infor-
mation gathered from West Coast Fcundries within the week on:

Scrap costs, Iron and Steel; Availability; Inventory;

Quality; Most distant Geographical area cf purchase; and,

curtailment or shutdown due to lack of scrap materials,
The Geographical Areas surveyed and companies participated are
as follows:

Southern California (SC)

Ace Foundry Ltd. oo Huntington Park
Alhambra Foundry Co. Ltd. .... Alhambra

Bell Foundry Co. .... South Gate

Centrifugal Products, Inc. .... Long Beach
Covert Iron Works .... Huntington Park

Dayton Foundry Co. .... South Gate
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Southern California (SC) Continued.

Giobe Iron Foundry Inc. .... LoOs Angeles
Gregg Ircn Foundry .... El Monte

Lincoln Foundry Corp. .... LOs Angeles
Renfrow Foundry .... Los Angeles

Steel Casting Co. .... Los Angeles

Westlectric Castings, Inc. .... Los Angeles

Northern California (NC)

American Brass & Iron Foundry .... Oakland
Atlas Foundry & Mfg. Co. .... Richmond
DeLaval Turbkine, Inc., .... Oakland

Lodi Iron Works, Inc. .... Lodi

H. C. Macaulay Foundry Co. .... Berkelay
Metalloy Steel Foundry .... Sacramento
Pacific Steel Casting Co. .... Berkeley
Phoenix Iron Works .... Oakland
Pinkerton Foundry .... Lodi

U. S. Pipe & Foundry Co. .... Union City
Vulcan Foundry Co. .... Oakland

Vulcan Steel Foundry .... Oakland

Oregon (0)

Northwest Foundry & Furnace Co. .... Portland

Sdlem Iron Works '.... Salem
Valley Iron & Steel Co. .... Eugene

West Coast Alloys Co. .... Troutdale
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Oregon (0) Continued

Western Foundry Co. .... Portland

Washington (W)

Atlas Foundry & Machine Co. .... Tacoma
Pick Foundry Co. .... Tacoma

Long Foundry Co. .... Hoquiam

Meltec, Inc. .... Seattle

Olympic Foundry Co. .... Seattle
Pacific Car & Foundry Co. .... Renton
Rogers-Olympic Corp. .... Seattle

Spokane Steel Foundry Co. .... Spokane

SCRAP PRICE COMPOSITE

Review of this Price Composite Exhibit #1, clearly in-
dicates that scrap prices are still accelerating sharply, com—
mencing back in the 3rd and 4th Quarters of 1972 and even into
July, 1973. These prices in some cases represent over a 70
percent increase within the past year and over 100 percent in-
crease the past 2 years. One should note that the West Coast
prices most likely exceed those of most other geographical areas,
mainly due to the closeness to sea ports and potential export
areas.

The format for this exhibit is similar to that of a Northern

Califermia report submitted upon request to San Francisco Office
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LS
SCRAP PRICE COMPOSITE continued

of _he Cost of Living Council in March of this year.

AVAILABILITY
The availability of Foundry Grade Processed Iron and
Steel Scrap varies from fair to poor within each geographical
location. A summary of comments would indicate that scrap
still is not abundant. Some direct guotes on the subject are as
follows:
0 - Scrap is very tight, we have been forced to assign
one man to search by phone and mail.
O - Operating on two (2) day supply.
O - Availability has gotten worse. Beginning in June of
1972, the supply has started to diminish.
NC - Must work harder to maintain supply.
NC - Available at a price. One dealer does not want to
take orders until he can determine what he can charge
based on Phase 3% or 4.
NC - Scrap dealer claims he has difficulty in buying suf-
ficient amount.
NC - Difficult to obtain.
NC - Hand to mouth, never sure when dealer will have scrap
because of scarcity.
NC - Difficult to acquire.
NC - Must scramble for it.
8C - Short supply. Traded with another foundry so we would

not have to shut down.



AVAILABILITY continued
SC - Very scarce.
SC - Poor. Have supplemented pig iron due to lack of
scrap iron. ’
W - Tough!
W - If one pays the price, material available,
‘N - Harder to get, but available at a price.

W - Four times as hard to get,

W - Tough, even at a top price,

FOUNDRY SCRAF INVENTORIES:

The question was asked as to the amount of scrap inventory
the foundries had on hand. Again, various answers with few
zoundries satisfied with their low inventory and declaring the
gituation varied from critical to fair.

A few quotes and comments on “the amount of inventory on hand".

0 - Day to day, critical.

0 - No Problem.

O - Fair.

O - Operating on two day's supply.

O - Unable to keep an inventory. We have been cut off by
the local scrap yards. Portland area appears tc control
outlying sales.

W - Inventories down. Dealers told us to take it or they

will sell it elsewhere.

W - Down.
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FOUNDRY SCRAP INVENTORIES: continued

W

sC

sC

sC

sC

NC

NC

NC

NC

NC

NC

NC

Only one month's supply. Normal inventory about six

month's supply.

Inventory way down at about one and one-half months'
supply. Normally six (6) to eight (8) months.
Dealer with "take it or leave it attitude.”

30 day supply, only.

Able to maintain about 20% of normal.

One hour. Numerous scrap dealers unable to purchase
because of price paid by exporters. Ready to melt
building!

One week's supply on hand.

Four (4) to five (5) weeks supply.

Two (2) days.

Two - three (2-3) months' supply.

Less than 1 month.

Less than two (2) weeks supply.
Two (2) day supply.

Two and one-half (2%) week's supply. 50% off normal.

QUALITY OF SCRAP:

The quality of scrap for most foundries is of major impor-

(6)

tance since scrap is the major component of this re-cycle process.

Unfortunately,

this survey notes that a general down grading of

processed scrap exists on the West Coast causing additional pro-

cessing and segregation costs to the foundries.
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QUALITY OF SCRAP: continued

Comments on the subject were:

w

w

O O = £ =

o

NC

NC

NC
NC
NC

NC

Requires more inspection; not prepared properly.
Down.

Having problems maintaining quality. Must check
carefully.

Still fair.

Watch it like a hawk!

Must watch quality of steel shearings.

Have overlooked qualit& because of shortage.

Below standard. Have been forced to buy from dealers
not familiar with foundry requirements,

Poor. Must hand pick scrap after load is dumped.
Scrap remains good.

Poor quality, not properly sorted, many contaminants,
Some dealers do not want to prepare Electric Furnace
grade scrap. "Take it, or leave it basis."

Foundry quality control expenses doubled because of poor
scrap.

Worst we have ever had, must spend much time cutting.
Unchanged.

Poor quality.

Dealer is putting in a guality of scrap in each load
which we would not ordinarily take. They probably

feel we will not complain due to the scrap situation.
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QUALITY OF SCRAP: continued

In the past, some of the scrap we are now accepting,
we would send back.

NC - Have to buy lower gradés arid mixes at maximum priées.
Must separate and process.

NC - Requiring considerable additional preparation and
sorting. TIncreases costs considerably.

SC - Poor.

SC - Good (reports from this area indicate 50-50 good to

poor quality).

GEOGRAPHICAL AREAS OF PURCHASE

This portion of our survey indicated that most foundries were
still buying the majority of their scrap needs locally due to
fact that reduced quality, increased prices and availability
problems existed throughout the entire West Coast.

Some Foundries in Oregon were also buying in Idaho; Montana;
Seattle and San Francisco/Oakland. Northern California Foundries
were buying as far east as Salt Lake City, south to Arizona and
north to Portland and Seattle. Southern California Foundries

indicated mostly in-state and limited Nevada purchases.

FOUNDéY SHUTDOWN OR CURTAILMENT

This phase of the survey did indicate that curtailment of
operations and occasional shut downs did exist in the foundry

industyy during the past three to four months. Also, numerous
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FOUNDRY SHUTDOWN OR CURTAILMENT continued

other foundries found themselves at inventory pcints of only
a day or so supply. One Southern California foundry acquired
scrap rail from a competitor to avert a shutdown. Two Oregon
foundries have curtailed swing (2nd) shifts operations due to
lack of scrap; one of the operations has been cut back since
May.

% Southern California foundry has had three ‘:hut downs
the past month in their electric furnace sectic = due to lack
of prepared steel scrap.

The majority of the foundries reporting in this survey
indicated no shutaowns. However, it is noted they are purchas-

ing scrap at any price and quality to continue operations.

CONCLUSION

We, in the Foundry Industry, are convinced that a shortage
of scrap materials does exist and our industry has been forced
to take sub-standard qualit scrap at high prices tc meet the home
demand for Iron and Steel <castings.

Concurrently with our belief, the Department of Commerce
has recently acknowledged this scrap shortage and implemented a
temporary embafgo on the export of scrap metals.

Also, on the subject, the State Assembly of California recog-
nized this scrap problem and recently passed Assembly Joint Re-

solution No. 47 (Exhibit #2) "memorializes the President and the
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CONCLUSION  continued
Congress of the United States to instruct the Secretary'of
Commerce to exercise his powers to forbid the export of ferrous
scrap metal for a period of a minimum of 45 days during which
time a study should be made of the available scrap and the needs
of West Coast steel mills", This bill is now in the Senate Rules
Committee.

- In view of this National problem, I urge the passage of
SB-2119 which will gnarantee service of Domestic needs as first

consideration, thus preserving our growth and economy.

Thank you, Mr. Chairman.

submitted,

et B

Lane M. Currie
President

H. C. MACAULAY FOUNDRY COMPANY

Respectf
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CAI]!'ORN'!A LEGISLA‘I'URE—IW&?‘W SBSSION

Assembly Jomt Resolutxon o ~ No. 47

: lnti&luced by Assemblymen Boatwright, Bill Gréene, '«
"Alatorre, Beverly, Fong, Garcia, Gonsalves, Gonzales,
Holoman, Ingalls, Ray E. Johnson, Keene. Lancaster, .
McCarthy, Meade, Mnller, Papan, Seeley, Thurman, and
Z'berg
: : (Coauthor: Senator Holmdahl)

April 26, 1973

" REFERRED TO COMMITTEE ON RULES

Assembly Joint Resolution No. {7-;-Relaﬁve to the
exportation of ferrous scrap metal.

LEGISLATIVE COUNSEL'S DIGEST - - ‘

AJalll 47, as introduced, Boatwnght (Rls) Ferrous scrap
met

Memorializes the Presxdent and Congrc-ss of the United
States to instruct the Secretary of Commerce to forbid the
.exportation of ferrous scrap metal for: a period of 45 days to
permit a study to be conducted, and to place an embargo
limiting tonnage to be shlpped froxg the West Coast o

Fxscal comrmttee no. .

"-"s'.

e ,

WdEBEAS The exportanon of ferrousscrap metal from o
West Coast ports during 1972 was in excess of 1,500,000
tons, and the trend indicates m.increase for 1973 of 100
percent export to the Oricnt; and

- WHEREAS, The -demand ' during the past number of
years has widely fluctuated, based upon intérnal needs of
the countries involved, over’ whiqh the United States has

~hméﬁume

90-713 O-13-18

BEST COPY AVAILABLE
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"1 no control and
2  WHEREAS, Because of the varying dorm: nds, there have
3 been substantial fluctuations in the price of ferrous scrap,
4 so that the price has increased in ercess of 50 percent
8 during the last six months; and
- 6  WHEREAS, Steel manufacturers on the West Coast, and
7 particularly in the State of California, are almost totally
8 dependent upon ferrous scrap for their production; as
9 compared to steel manufacturers in the Orient, where
10 scrap constitutes a relatively insigr.ificant percentage of
11 mazterials used for production; and
12 WHEREAS, Because of the dependence of California
13 steel manufacturers upon scrap, it is necessary that any
14 increases in the cost of scrap must be directly and fully
15 passed on to the consumers of California manufactured
16 steel products, so that these products can no longer
17 compete with prod. ts imported from the Orient; and
18 WHEREAS, These wide fluctuations in price have begun-
19 to seriously affect the California steel industry, which
20 employs nearly 25,000 workers, and supports a
21 $250,000,000 annusl payroll; and
22 - - WHEREAS, The United States is the only country in the
23 free world which currently permits the export of scrap
24 metal; and
25 = WHEREAS, Continued increases in the price of scrap,
26 resulting from uncontrolled foreign exports, will shortly
27 put out of business the California stzel industry, because
28 -of its dependence upon scrap and because of its inability
29 therefor to compete with either imports from foreign
30 -countries or with domestlc sourczs of supply that do not
31 'use scrap; and : . .
32 WHEREAS, The L,xpo'l Contrsl [.ci orovides the
33 Secretary of Commerce the authority znd responsibility
. to control the exporiation of metarizls in short supply,
35- when a drain of such materiels exisis or where foreign
-3_? deénand exerts 2n inflationary impzc: on such matenals
ol an
"8 .- VVHEREAS, ThP 0ok htl(ns necessasy : or 2ziion by the
30 uech\.EI’" of Cox 3:ce, valer iae provisions of the
,-0 Emo“ Coniro! Z.oi, exisi in Ca!no > o2 dhroeg hout

I
BEST COPY AVAILABLE
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the wesiern Ui d Shates o o oo mnoaien roaniines
massive uccmp'*’”ﬂmm ang hardn i br the oo *)"' of
these regions; now, thercfore, hio it

Resolved by the Assembly ~nd Cznsie of tie Ttate of
Caifornia, jointly, That the Legistatuce of the Sinic of
Celiforniz. respectfully memerizlizzs the Presicent and
the Congress of the Unite? Siates to instruct the
Secretary of Commerce to exercise nis powers to forbid
the export of ferrous scrap metal for a period of a
minimum of 45 days, during which iime a study snouid be
made of the available scrap and the needs of West Coast
steel mills. Following this <5-day period, a partial
embargo should be imposed lim;“ing the tonnage to be
shxpped from the West Coast of the United Saates, not

oaly in terms of the total amount of tons, but further
breaking down said shipmen: by port of embarkanon,
and be it further =~ "

Resolved, That the Chief Clerk of the Assembly.
transmit copies of this resolution to the President and
Vice President of the United States, to the Secretary of
Commerce, to the Speaker of the House of
Representatives, and to each Senator and Representative:
from California in the Congress of the United States.

O s

Compliments of ‘
SENATOR JOHN W. HOLMDAHL
Eighth Senatorial District
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STATEMENT ON FERROUS SCRAF EXPORTS

Presented to
THE U.S. SENATE SUBCOMMITTEE ON INTERNATIONAL FINANCE
By
Donald H. Workman, Executive Vice President
GRAY AND DUCTILE IRON FOUNDERS' SOCIETY INC.
¥ on behalf of
CAST METALS FEDERATIOR
20611 Center Ridee Rd., Rocky River, Ohio 44116

July 18, 1973

My name is Donald H. Wo_kman. I am Executive Vice President, Gray and
Ductile Founders' Society and [ represent the Cast Metals Federation, which also
includes the Malleable Founders Society, Steel Founders' Society of America, National
Foundry Association and the Non-Ferrous Founc. r8' Society. Today we are repre-
senting the serious concerns of the ferrous fourdries in the United States regarding
unleashed exports of iron and steel scrap which has created short supply and spiraling
prices for domestic users.

Sketch of Industry

Today's 2100 ferrous foundries are predominantly emall businesses, employing
about 235, 000 workers, many of whom are of r'ninority races. Their products, vital
as they are, are generally ''invisible'' because they serve as components of automobiles
and trucks, railroad locomotives and cars, machire tools, general machinery, farm
equipment, ordnance, electrical generators and motors, refrigeration, internmal
combustion engines, household appliances and scores of other durable goods.

The multi-billion dollar foundry industry r;nku sixth among all manufacturing
industries. Everything in this room, even your tie, required machinery made of
casting components to produce. There are over 600 pounds of ferrous castings in
your automobile, including the engine, trakes and many other vital parts, Even the
magnificent dome of our U. S, Capital Building is gray cast iron! If foundries were
closed down, evenfor a short period, practically all U.S. manufacturing would surely

grind to a complete halt,
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The ferrous foundry industry has already suffered a financial one-two punch
with the need for aubstantial capital investment in non-productive air pollution controls
plus even greater expenditures to meet OSHA requirements. Because of various
economic factors, the gray iron foundry industry alone, with over 3000 foundries in
1945, has experienced a reduction of 50% in numbers of units in the past 25 years, and
more are closing each week, mostly because of the lack of capitz] to meet these new,
stringent federal regulations.

Ferrous Scrap Problem

In late 1972, ferrous foundries began reporting sharp increases in prices of
iron and steel scrap at the time the Japanese were plari—, L.uers for their needs in
the first half of 1973. On January 24, 1973, representativea of the steel mills and
ferrous foundries met with Department of Commerce officials to officially request a
limitation on urcontrolled exports of ferrous scrap coupled with an already dramatic
rise in domestic mill and foundry scrap consumption. Because of the obvious
inflationary aspects, Cost of Living Council officials attended this meeting.

At this January meeting we estimated 1973 exports of 12 million tons of ferrous
scrap, which on top of the estimated 41.5 million tons needed for mills and foundries
would require 53.5 million tons of scrap for the year 1973. We noted that during the
last scrap shortage of 1969-70, only a total of 46 million tons of scrap were generated
to meet domestic demand and to {ill export orders. The 1973 estimate of 53. 5 million
tons appeared to us to be an impossible task, surely leading to shortages and greatly
inflated prices for scrap. This has happened. .

At that time scrap exporters made no secret of the fact that the Japanese and
other nations would be in our market for considerably more scrap than ever before in

recent history. Based on the above forecasts, we officially asked the Department of
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Commerce to use its authority under the Export Administration Act to limit the export
of ferrous scrap to 7 million tons in 1973.

On February 21, 1973, over 40 ferrous foundry executives, alarmed at continued
spiraling scrap prices, met with Department of Commerce officials asking for
consideration, but again, to mo avail.

On March 22, another meeting of steel mill and foundry representatives with
Commerce officials netted no action. This '"inaction" demonstrates the need for
legislated, definitive criteria to curb exports of vital raw materials and other resources
to avoid chaos in domestic markets.

On March 23, steel mill representatives and the Cast Metals Federation
presented the above-mentioned 1973 projected forecast on scrap exports and domestic
demand tonnages to your sister committee in the U.S. House of Representatives for
consideration in amendments to the Export Administration . -t.

In 1973 iron and steel foundries will pay out at least an ¢.d..:onal 3/4A billion
dollars for ferrous scrap over normal prices in 1972. When the additional cost of
scrap to the steel mills is added, the inflationary and economic impact is overwhelming
to say the least. Current scrap prices have already added at least 4 to 5% to fuundry
costs, The competitive nature of our industry and customer resistance under
Phase 11 and I1], sets realiatic limits on passing through all of these increased costs.
Most scrap processors have been exempt irom such price controls,

Conclusion

The Cast Metals Federation strongly supports S. 2119, which provides a "'red
flag" trigger mechanism to impose scrap export licenses wrnen definite criteria are
met, based on total scrap exports plus domestic scrap consumption in any calerdar
quarter. This will avoid the foot dragging ''deliberation and review'' by the

Administration (see attac.ued telegram of May 3) which has gotten domestic users
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untenable price-~-supply situation at this tinie. In finally announcing a 30 day

8¢ export embargo on July 2, 1973, The Secratary of Commerce more than
confirmed our earlier warnings when he announced that expected purchases of scrap,
including 12, 4 million tons of exports, were projected to total 54. 4 million tons in
calendar 1973--18% above any prévioun high year. He further notea that domestic
prices for most grades of scrap were at their highest level in 16 years,

The Secretary's ov.a statements, based on current facts, confirm the
credibility of our earlier predictions.

We can appreciate that high level '"deale' with foreign nations interfere with
ovr government's normal course of action in situations such as this. On July 16, 1773,
Japan's Foreign Minister, in the presence of our Secrctary of State in Tokyo, stated
Japan was '‘greatly embarrassed' by recent U.S. export curbs. He further urged the
U.S. to "exercise an increasing degree of discipline in managing its own economy"
and to refrain from further activns againat Japanese imports and to continue to provide
to Japsn a stable supply of logs, iron and steel scrap, wheat, soybeans and feed grains.

Only the Congress can decide what is in the beet interests of this country of
ours. To many citizens, our give away policies are completely incomprehensible,
especially as the U.S, becomes more of a ""have not' nation in 8o many resource
and domestic prices continue to 1ise.

We believe it was the intent of Congress, under the Export Administration Act
of 1969, to give the Cornmerce Department authority to act quickly when a collision

wrse becomes abvious. Only the provisions of S. 2119 will make Congressional

intent meaningful, and w'll provide necessary relief for domestic users of scrap

before irreparable dam: is done.
Fcr the CASY METALS FEDERATION

ald #—M—»Lna—"—\

Donald H. Workinan, Executive Vice President
Gray & Ductile Iron Founders' Socisty Inc.




264

COPY - Telegram sent May 3, 1973

The Honorable Frederick B. Dent, Secretary
U. 8. Department of Commerce
Washington, D. C. 20230

On March 2.!, reprasentatives of your Department and the Council of
International Economic Policy assured representatives of the foundry and elael
mill industries that su:e aciion uader the Export Administration Act wauld be
taken if (1) ferrous scrap prices rose (2) supply worsened and (3) if exports
soared, or if Japan alone came in for over one million tons of scrap for their
second “alf requirements. Scrap prices started upward again two weeks ago.
Over one million tons of ferrous scrap was exported in March and many
foundries now cannot secire firm tonnags contracts from scrap dealers.
These factors are known to your Department. Accordingly we again requast
that you use the authority already vested to license ferrous scrap exports toa
maximurr. of seven million tons in 1973. The present critical situation was
forecast by industry spokesmen in January, February, March and April. Our
domestic economy is seriously affected and the inflationary impact is of concern
to foundrymen who have keen pleading with their Congressmen to do something
about it. Copies of this telegram are being sent to 2100 ferrous foundries in
the United States with the suggestion that they continue their efforts to restrict

exports of this vital raw material.

CAST METALS FEDERATION (Gray &
Ductile Iron Founders' Society; Malleable
Founders Society; Steel Founders' Society
of America)

(accompanies D, H. Workman's Statement July 18, 1973)
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Mr. Chalimman, my name i1s Paul B. Akin. I am the
President and Treésurer of the laclede Steel Company and
I am also the President of the Ferrous Scrap Consumers
Committee representing five medium sized steel companies,

I am glad to be here today, gnd to have the opportupity to
discuss with you the merits of $5-2119.
I INTRODUCTION:

The following statement addresses itsgself to two major
points. They are:

Point I: 1Is the present alleged ferrous scrap shortage
and export problem of sufficient magnitude to warrant specific
legislation now?

Point II: If the need expressed in Point I 1s establiahed;
would S-2119 accomplish this objective in a manner conaistent
with the public interest? That is, would it be fair and
equitable to the scrap procgsaing 1ndustry,.to scrap consumers
and to the general public?

As I am convinced that the answers to the above two
questions are affirmative, I will attempt today to establish "
that thls position is well based in fact. The following
statement contains three additional sections. First, the
question raised in Point I is developed to show the magnitude
and the import of the several problems that are a direct
result of the present ferrous scrap shortage. In the next

section, I will attempt to show why S-2119 will correct the
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problems that have been created by repeated ferrous

scrap shortages, and in the final section I will make

four auggestions, As I feel that any recommendation
presented to this Subcommittee on International Finance should
be supported by data and documentation, I have attached to .
the record copy of this testimony such supﬁlementary data

and documentation.

IT THE MAGNITUDE OF PROBLEMS CAUSED BY THE PRESENT SCRAP
SHORTAGE AND WHY LEGISLATIVE ACTION IS NEEDED

A. Background: To better understand the present series
of problems it 1s helpful to know a little about scrap iron
ana steel itself, where and how 1t is gathered, who uses 1t,
and for what, and finally to review the total volume of serap
that has moved through the scrap market in recent years.

Scrap 1ron and stcll 18 divided into numerous grades
to delineate its quality, first in regards to purity, and second
in regards to density or the physical slize of the pieces,
Perhaps the finest grade of scrap comes from the manufacturing
of automobiles and other new equipment, After the parts have
been cut or stamped out of the cold rolled sheets of steel the
trirmings are squeezed into a block referred to as a "factory
bundle." This "factory bundle" is pure steel that has already
been refined. It only needs to be remelted, cast, and rolled
to make it a prime steel mill product once more. 01d bridge
and building girders and old machlinery are other excellent

sources of scrap. Although this scrap ususlly has some rust,
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paint, ana 6irt on 1t, these impurities are either burned

off readily or float up into the slag 1n‘the remel ting

process. Other grades of scrap have impurities such as the
elements copper, nickel and chromium present in undesirable
amounts. Thesé "tramp" alloys cannot be removed by remelting,
hence sorap containing undesirable amounts of these alloys

is used for less demanding steel products or is blended with
purer scrap to dilute the concentration of alloys. As a whole,
however, scrap iron and steel should be considered this nation's
purest "iron ore." It contains well over 904 iron while most
iron ores must be beneficlated to reach nver 60% iron content,
As scrap 18 in essence steel that needs only remelting and a
small amount of refining to once again become "raw steel," it
is easy tc see why this 1s our nation's least expensive method,
from an energy standpoint, for producing steel. Scrap 1s an
"ore" that does not have to be beneficiated. It does not have
to go through a blast furnace that requires large amounts of
metallurgical coal before getting to the open hearth or to

the basic oxygen steelmaking furnaces. It is, accordingly,
easy to understand why raw steel made entlrely from scrap in
an electric-arc furnace requires only 16% as much energy as
steel made from iron ore., This subject 1s treated in conaiderable
detail in an article entitled, "Energy and the U. S. Industry,”
which 18 included in the supplementary data accompanying my
prepared testimony.
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Let us now consider the businesg of collecting and
preparing scrap iron and steel. The individua): “hn collect
and prepare the scrap are called "scrap dealers. They obtain
scrap in several ways. Some have trucks that self-load and
unload large containers. A dealer will have empty containers
for sc%ap at various small or medium size steel consuming
factories on a contract basis, and will remove the cofritainers
when they are full. A dealer may have a contract with the city
dump to take old refrigerators, freezers and other bulky steel
objJects. He may buy scrap from demolition companies that take
dowﬁ 0ld bulldings and bridges. In many cases people in allied
businesses will deliver scrap to him,

One common business of this type is the used automobile
part business., Many bellieve that the o0ld cars in a field or a
lot full of old and wrecked cars are scrap. Such ias not tpe
case in most instances. These cars are an inventory of spare
parts. After the owner of such an establishment has recovered
as much as he reels he can from an old hulk he wlll haul the
remains off to sell to a scrap dealer, and thereby make room
on his lot for a "new" o0ld car.

Some stores that sell new electrical appliances have
a contract with an individual or a small hauling company to
pick up old refrigerators and freezers and haul them to a

scrap deafér.
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There are numerous other ways that scrap gets to the
dealer's yard, but gone 1s the horse and wagon approach of
former years. Naturally, when scrap prices are high a few
oppoertunists will move in and quickly gather up scrap that might
not have gotten to the market under more normal conditions
until a somewhat later date. These opporturnists do not create
scrap; they merely accelerate somewhat the gathering of acrap.
There is no way of knowing or measuring precisely to what
extent changes in scrap price can accelerate scrap gathering.

Once the scrap reaches the dealer's yard it is separated
by grade and prepared for the scrap consumer. The preparation
can be done with torches, shears, baling machines or fragmentizers
depending upon the material that is to be processed.

Scrap brokers merely maintain an office (in the case of
the larger scrap brokers, a series of offices) and a staff,
There are a few broker-dealer organizations, but these are the
exception. The scrap broker maintalns contact between a
number of scrap dealers and a number of scrap consumers. In
short, he is the "go-between." The broker will take an order
from a scrap consumer for a block of tonnage of, for example,
#2 bundles. He may then divide the order and distribute it
to several dealers for shipment.

The automotive industry scrap or so called "prompt
industrial bundles," are handled entirely by the scrap brokers.

Monthly each automobile manufacturing plant estimates from
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the number of cars that they are scheduled to produce how many
tons of scrap they will generate. Brokers are then notified how
many tons will be auctioned and the date on which the auction
will take place. These auctions are generally in the last week
of every month. When the bids are opened the amounts become
public lmowledge. Although the amount of scrap that is sold

in this manner 1s small, the auctions are very significant aa
they are a prime indication of supply-demanc pressure in the
scrap market.

The next point to consider 1s the amount of scrap that
moves in the market. This annual tonnage is sold either to
domestic aérap consumers, or it is sold for export.

All scrap sold in export is reported on a U. S. Department
of Commerce form, the "Shipper's Export Declaration." A copy
of this form must be filed with the local U, S. customs officer
prior to a ship's or train's departure. These forms are
forwarded to the district customs office, and once a morth
all such forms are sent to the Bureau of Census office in
Jeffersonville, Indiana. The data is key-punched there onto
magnetic tape and sent by wire to the main computers for the
Bureau of Census at the Federal Buildings in Suitland, Maryland.
The results &re made public appreximately one month after the
close of the month in question.

The Department of the Interior Bureau of Mines, in conjunction
with the Department of Commerce, Bureau of the Census, colleqt

data on domestic scrap usage on form M-33-AM, Although the
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£11ing of this form is on a voluntary basis at present,
those in charge of the data ;t the Bureau of Mines are
confident that the total amounts are reasonably accurate.

From these two reporting systems we have a record of
the amount of scrap that was consumed domestically and of the
amount that went into export. The lower graph of Appendix I
shows a history of the scrap market from 1953 to 1972. The
lowest line on the chart shows how exports varied during this
period. The second line shows how much scrap the steel industry
alone purchased, and the top line indicates the size of this
entire market during the twenty-year period. The graph at the
top of the page shows the composite price range of this
important scrap grade during the 1953 -~ 1972 period. The
blip on each year's price range indicates how the year ended,
and the straight line connects the unweighted annual averages

for the period.

The first short period to be noted on these graphs 6couru
during 1955, 1956, and 1957. An international usteel shortage
took place at the time, and there was, accordingly, a heavy C¢sarad
for scrap iron and steel. Scrap exports were abnormally high.
domestic consumption was heavy, and the total, naturally, was
very high. The upper graph shows that the supply-demand ratio
was strained as prices soared. .

The next year worth noting waé 1961. Scrap exports that
year were just short of ten million tons, well above the exports
of tﬁe preceeding few years and the years that followed.
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Domestic scrap consumption was mild and normal that year

On the upper graph prices made only a slight response to

the abnormal foreign demand. 1951 clearly illustrates that
abnormal export demand alone did not cause a scrap shortage

'1n the United States. 1IL 1s a combination of heavy exports plus
high domestic demand that has caused the only scrap shortages
that we have experienced in the United States in the last twenty
years,

It is interesting to note that we did not have an
international steel shortage after the one in 1955, 1956, and
1957 for more than twelve years. A world steel shortage hit
in 1969 and lasted well through 1970. Again scrap responded
to the steel shortage. Scrap exports and domestic demand became
heavy in the second quarter of 1969 and remalned high for the
balance of that year. In 1970 demand peaked in the second and
third quarters,

The sad aspect of all of this 1is that in 1972 and 1973 we
are again experiencing a world steel shortage with the accompanying
scrap shortage, and that we have evéry prospect of having several
more shortages during the Seventles. 1In the supplementary
material that accompanies this report is the May 1973 issue of
Center Lines, a Steel Service Center publication. In the May 1issue
the Rev, William Hogan, S.F., of Fordham, an economist who has
specialized in the steel industry, discusses the world steel
supply situation in great detall and concludes that repeated

world steel shortages are inevitable.

§9-71130-13-1¢
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Appendix 1Y provides more complete data than is shown
in Appendix I as the domestic scrap receipts include the tonnage
purchased by the foundries as well as by the steel industry.
The data in Appendix II starts with 1962 and continues through
the first quarter of 1972. Exports, receipts, and quarterly
net tonnage as well as annual totals are shown. The data from
this table 13 the key to the trigger mechanism of S-2119,

B. How Scrap Shortages Affect Steel Producers

In Section A,I mentioned what scrap is, how it 18 collected,
and how it 18 moved to the scrap consumers. At this point it
would be worth mentioning whn buys the scrap. It is purchased
by steel companles and by foundries. As the foundries are well
represented here today, I will confine my remarks to the steel
industry.

The ateel companies that buy scrap in the market use it
primarily in electric-arc furnaces and in open hearth furnaces
to produce "raw steel" that 1s molten steel. The molten steel
is then "teemed" or poured into molds to form ingots or it is
taken to a continuous casting machine to produce slabs, blooms
or billets. There are about forty very small steel companies
call.ed "mini" mills in this country that rely entirely on
scrap 88 thelr raw material. There are several larger steel
companies that also rely solely on scrap for their raw material,
These are the so-called "midi" mills. Both "mini" and "midi"

mills are also called "cold-charge" or "cold-metal" shops to
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differentiate the cold scrap charge from the molten-iron-
charge operation of the basic oxygen or open hearth process.
Not all "cold charge" shops are small operations, however, as
two of the largest scrap purchasers are among the largest
fully-integrated steel corporations in this country, Armco
Steel Corporation and Inland Steel Corporation. Both of these
large steel companies have separate steelmaking operations
that rely soleiy on purchased scrap for their operation.

It should also be noted that in a period of high steel
demand the blast furnaces that produce molten iron from iroa
ore are pushed to capacity to supply iron to the steelmaking
furnaces, In the United States 80% of our steel is produced
via the iron-ore blast-furnace process, The iron ore mines
are often owned by the larger speel corporations that need
the ore, but in those instances when iron ore is s80ld to steel
companies, it is normally done so on a long-term contract of
twenty years or more. This 18 an understandable procedure
as the mine owner who has drilled his property and knows the
amount and the quality of the ore he owns, needs a long-term
contract to amortize the cost of drilling the shaft and of
developing the mine. Steel mills do not mind signing long-term
contracts for ore as the mine owner is nct "selling short."

He owna the ore that he'll shipy this year now as well as the
ore that he'll ship on the last year of the contract. Hence,
international steel and scrap shortages can come and go

without making any noticeable change in the price of the iron
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ore. This, incidentally, also explains why ateel mills
will not sign long-term eontracts with scrap brokers or
dealers as these suppliers seldom bhavs more than a thirty
day supply of scrap on hand. If a scrap broker signed a
long-term contract at today's prices, and the market price
went up, the broker would not be able to deliver without
taking an enormour loss. There are séme so-called long-term
scrap contracts signed by mills and foundries that have
floating prices based on one of the published composite price
indices. The reasons that such long-term scrap contracts are
unsatisfactory are numerous, and the fact that few such contracts
exist, aptly illustrates how unacceptable this concept 1s to
the scrap consumers. The long-term scrap contracts signed
by the Japanese of approximately a year or more duration
are based on a concept of cartels and involvement by their
national govermment. As this is an approach legally nrohibited
in this country, 1t is not gormane to this report,

with this general background, 1t 1s not difficult to
understand what takes place when an international steel
shortage occurs. Blast furnaces are pressed to capacity and
when they can no longer supply enough iron for the steelmaking
furnaces, the scrap iron and steel portion of the charge is
increased in the open heartils and basic oxygen furnaces to
produce the additional raw steel required. In ract,'an open
hearth furnace, like an electric-arc fupyhace, can operate on

a 100% scrap charge. ‘The practize of getting additional raw
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stesl production by increasing the amount of scrap iron
and steel ocharged is common practice abroad as well as
d-mestically and accounts for the fact that abnormally
high scrap exports occur during internstional steel”shortages.

The heavy demand for scrap in the domestic market to
reet our national needs in conjunction with the demand for
scrap exports strains the scrap supply-demand relationship
and prices increase 60 to TO% as they did in 1970 and as
they have done this year. Altacugh the integrated steel
producers purchase large amownts of gcrap during suah periods,
their scrap costs are insignificant when compered to the
costs for their prime raw material, iron ore. Hence, with
little change in the price of its rajor raw material, the
larger steel mills are in no position to cos’ Justify and
pass through to their customers a price increase for stc~1
mill products.

The prime raw material for tie "cold-charge" shop is
scrap steel, however, and when an internaticnal ste::l
shortage occurs and tre price of scrap s~>rs, ilney & in
a very difficult position, A cold-cliarge shop cou ' pass
his increased costs on to his cuctomers, as they would -»ot
be able to buy steel elsewhere while the steel shortage su - -
These customers would then be at a disadvantage with their
competitors who bought from the larger steel companies, and

naturally as soon as the steel shortage was over tbhey tog
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would place thelr business with the large mills, Hence,
the cold-charge shops must absorb the full brunt of the
violent scrap price increases that accompany a shortage.
An exception to this w7uld he the case of a local "mini"
mill that is able to pass the coat on to the local
zonstruction industry in higher prices for reinforeing bars.

The next question is, "Can they absorb it and what if
they can't?" It is not difficult to measure the impact of
scrap price increases on cold-charge shops. The amount of
scrap that they need 18 a little more than the tonnage of
steel products that - hey ship; hence, the annual product
tons .shipped times the scrap price increase equals apbroximatels
the scrap cost impact. Present scrap prices would amount to
about a 10% pretax cost increase for these cold-charge shops,.
For some this would cause lomsses, for all 1t would mean poor
financial returns. If this occurred only once in ten years,
it would not be of major significance. Wwhen in fact it has
happened twice in three years, and with every prospect of its
continuing frequently during the Seventies, it practically
eliminates serious consideration for further investment in
this steelmaﬁing process.

C. Conclusion %o Point I Regarding the Magnitude

of the Problem and the Need for Legislation

To summarize the foregoing che following points should

pe considered:
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1. The Unit;d States steel industry does not
produce enough steel to meet the needs of this nation,
and has not for more than a decade. (See Appendix III
of this statement and U. S. International Trade Record and
Domestic Steel Trade Deflecit Graph and Table in the
Supplementary Data attached.)

2., The international balance of payments deficit
for the steel industry in 1971 was greater than our national
deficit.

3. The steel tornage produced by the cold-metal shops
is about 20% of the steel produced in this country and
that without it the steel trade deficit of 2.3 billion
dollars would almoat double.

4., The cold-charge steel milles are the primary
recyclers of ferrous solld waste and that they use approximately
1/6 of the amount of energy to nroduce a ton of raw steel
that the iron ore-blast furnace requires.

5. The cold-charge steel mills employ aimoat
1,000,000 management and hour’y-pald workers.

6. The unrestricted exportiﬁg of scrap iron and
steel in periods of high domestic consumption forces scrap
prices to levels that cause irreparable economic damage to
cold-charge steel manufacturers.

In view of the above six points, I believe that 1t
has been clearly established that there is an immediaxe nreed

for legislation to control the export of scrap iron and steel.
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III wHY 5-2119 IS AN ADEQUATE AND FAIR LAW TO CONTROL THE
EXPORT OF SCRAP IRON AND STEEL

A. Desirable FPeatures Sought

One method of evaluating whether 8-2119 1s a good
solution to the problem of scrap iron and steel exports 1is
to consider first what features would be desirable in such
a bill, PFive major criteria that should be present in a
bill would include the following -eneral provisions:

1l. The law should permit the unrestricted export of
scrap iron and steel during periods in which domestic '
consumption is moderate or low.

2. When scrap exports and domestic demand both become
heavy, the law should place s mild restraint upon exports
initially; and if the shortage remains critical after the
imposition of the mild restraint has been tried, a stermer
reatriction should be provided.

3. The law should be fair to the scrap processing
industry, the scrap consuming irdustry, and to the general
public. )

4, The law should be as simple as possible to administer
and to operate.

5. The law should make it perfectly clea: .o all
concerned when and by how much scrap exports will be curtailed,

B. General Discussion of S-2119 vs. Desirable Features

In this part of my statement, I will discuss only the
five general features listed in III A. above, A detailed
discussion of S-2119 is included as Appen?ix IV.
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1, In regards to the first feature sought, i1.e.,
the unrestricted export of scrap iron and steel during
periods in which domestic consumption is moderate or low,
S-2119 meets the objective fully. If S-2119 had become law
at the end of 19.., the first restriction that would have been
imposed would have occurred in 1969, It is interesting to
note that in the year 1961 when exports were exceedingly heavy,
but domestic shipmenta were low, the bill would not have
imposed export restrictions by a wide margin. A bill that
would impose a fixed maximum amount on sc¢rap exports would
certainly have triggered unnecessarily in 1961. Hence, by
examining how the export-plus-domestic-demand trigger would
have operated in the years since 1960, we can readily determine
that S-2119 meets this criterla.

2. The second criterla gets to the heart of the probleu
as it requires a mild restraint when exports and domestic
demand are bz‘* high simultancously, anci that a harsher
restriction will be imposed 1f the first restraint falls to
contain the critical shortage. Again, we can see when S-2119
would have been applied during the Sixties and Seventies to
determine whether it would have triggered prematurely late, or
not at all, We find that the bill would have called for a
mild restraint in 1969, 1970, 1972 and in 1973. AL no time,
however, would an embargo or harsh restralnt been called for.

I have referred to the restraint as a mild one and recognize
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full well that many might call the initial export restraint of
8-2119 severe, The objective is tc provide enough scrap to
the domestic consumers to prevent economic damage from
occurring to the domestic industries. Certainly in times of
shortage we do not want to double our exporta, A study of
S-2119 shows that e;ports would have been heavy even in those
years of restrictions, and that if it were applied during
1973, allowable exports might well be at cr above the five
year export average. The total embargo provision of S-2119
is in reality a type of fall-safe that is more imaginary than
real ﬁs it bas a very high trigger point that the Secretary
of Commerce can readily voild by taking timely action as
provided for in Section 209 of the bill.

3. The third criteria sought in the bill 1s that 1t
be fair to all parties concerned. It would be very nice if
we could meet the needs of the domestic consumer without
imposing export controls at all. Scrai iron and steel 1is a
commodity, however, that does not permit such a laissez~faire
approach without damaging the scrap consumer and ultimately
the general public. Hence, acrap exports must be imposed,
and the big question 1s, "Does S-2119 impose the restrictions
too "requently?" igssin we can look to the Sixties and Seventies
to see when S-21iv would havesoperated, In 1969 the first
restraint would have taken place before the shortage caused

the price jump lacve in the year. In 1970 the law would have
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restricted exports after price jumps ﬁhat took place in the
early part of the year. By ecting promptly S-2119 would have
prevented the severe price fiuctuation that occurred during
these two shorta; periods and still would have provided the
scrap processors record shipment years. S-2119 meets this
ccilteria accordingly as well as an& bill could.

4. The fourth criteria desired 1s to have a bill that
is simple to operate and to administer., "All too often complex
problems have solutions proposed that are short, simple and
wrong. I do not believe that such 1s the case with §-2119, The
alternatives can be complex indeed. Let us consider for a
moment a trigger based upon price. The question comes up =~
what price, for what grade, and where? Some have suggested the
published composite prices. Often those who suggest that such
a bench mark be employed do not know that these are generally
ugweighted averages that a reporter works out atter talking
with several consumers and brokers. The scrap prices quoted
for various cities are a constant source of irritation for
brokers and consumers alike. These figures are not overly
reliable now without nn export policy swinging on them or
with millions of dollars in the balance,

If reliable price data could be obtained, the next
problem would be vo fix and ncld a gréde of scrap for the
price. Anyone who has purchased scrap nows how futile a
task this can be.
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., The approach used in S-2119 by comparison is simple
as 1t does not attempt to fix either price.or grade, but
relies wholly upon the total effort of the scrap processing
industry. As all of the scrap processed in this country
goes either to the domestic consumer or into export, the -
sum of these two for a year is an indication of the total
annual effort. In the three years when this annual effort
exceeded 45 million tons, the increased prices illustrated
adequately that the supply-demand relationship had been
strained. The two gross numbers are not too difficult to
obtain, and we have a relatively good history of what they
Lave been. The very magnitude of the numbers make them
impossible for either the consumers or the processors to v
manipulate. Accordingly, by its very grossness, the trigger
mechanism of S-2119 1s simple. The rules for operating the
trigger are straightforward and readily comprehendible,

5. The finai requirement is that the law makes it
perfectly clear to all concerned when and by how much scrap
exports would be curtailed. As mentioned above the controls
and rules of S-2119 are readily understandable. If such a law .
were passed, it would be clear to everyone that scrap shortages
would be a thing of the past, and there would be no cause for
further wild price swings. The starilizing effect would be
a benefit to the scrap processor as he would be sure that

his scrap consumer would be adble to ata.yin business,



285

C. Conclusion to Part IIT Regarding the Adequaocy
of §-2119
The ability of S-2119 to meet the desirable features

that a law shou.d have to control scrap has been discussed
in general tems. A more detailed analysis of the bill is
included in Appendix IV.

There 1is no question in my mind that S-2119 fully
.meets the basic fundamentals that are prerequisite for a
scrap iron and steel export control law.

IV SUGGEST.iONS

At 1:51.5 time after having made a detailed study of
$~2119 and after numerous conversations about it, I would
like to make several suggestions.

In my opinion the bill would be improved if the Secretary
were given a ratio to determine how mich scrap should be
permitted to leave the West Coast states and how much should
be permitted to leave the balance of the country when
restrictions are imposed. This would be in recognition of
speclal West Coast scrap problems,

A second suggestion would be to exclude all stainlasas
steel scrap from the bill, as this is an entirely different
market.

A third suggestion would be to fix a starting date ev
that the bill could be put into effect promptly on a calendar

basis
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My final suggestion would be to require the Secretary
of Commerce to collect his raw data in much the same way .
as this data has been collected in the past, as it is well
recognized that by changing the way the data is collected
the b1ll can be made either much stricter or much looser.

This conciudes my statement except to thank you for
permitting me to express my opinion of S-21;9.

Respectfully submitted,

TN

Paul B, n
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Appendix IV -
A Detailed Discussion of S-2119

SCRAP TRON AND STEEL EXPORT
ADMINISTRATION ACT OF 1977

REPORT

To amend the Export Administration Act of 1969 (Title 50 App.
$2401), as amended, to control the export of iron and steel scrap during
periods of shortage.

PURPOSE OF THE LEGISLATION

The purpose or this bil11 is to permit as much scrap 1ron and steel
to be exported as possible without hamming the domestic foundry industry ~
and a large segment of the domestic steel industry. The bil) places no
restraint on scrap fron and steel exports when domestic demand for this
materfal is moderate. When, however, both domestic and export demands for
scrap are high at the same time & moderate restriction on exports is imposed.
Although 1t is unlikely that a supply-demand imbalance would persist after
the installation of these first restrictions, the bill does provide for
the imposition of a total embargo in the eleventh month after the start
of sv a critical scrap shortage, and then only {f the shortage had
remained at the critical level through the sixth, seventh, and eighth
months. Thus only 1f a cri tical shortage of scrap 1ron and steei persists
for a sustained period will the quantitative Timftations in the bil1l --
the so-called "trigger mechanism” -- become operative. Bgcausa export

controls are a strong action that conflict with other national cbjectives,
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we do not want to restrict scrap iron and steel exports unless xuqh restric-
tions are clearly required to prevent material disruptions in the domestic
svpply of scrap, which shortages -- unless monttored and nﬁuhted as this
5111 provides -- could cripple the domestic foundry industry and a large
segment of the domestic stee] industry by causing “outages” and other dis-
ruptions in the supply of steel to this nation's economy.

SECTION-BY-SECTION ANALYSIS OF THE RILL

Tha bil) divides into two parts. Section 1 of the bill redesignates
the existing Export Administration Act of 1969 as tit'e I of the Export
Administation Act under the heading o’f “General Provisions." Section 2 of
the bill establishes a new title II. under the Export Administration Act
under the heading of “Scrap Iron znd Stee’ Export Controls.”

Section 201 of tiile II designates the title: the Scrap Iron and
Steel Export Administration Act of 1973.

Seciion 202 states the finiings of (ongress whick underlie the
development of the Act. These are as follaws:

- Section 202(a) recognizes that the United States is a highly
indus tralized nation that has a considerable demand for foundry castings
and for steel to fill the needs ur industry and new construction. This
finding . self evident when we consider the numerous castings, steel
forgings and steel shapes in automobiles, famm equipment, trucks, tractors,
trains and construction equipment as well as the reinforcing bars usad in
highways, bridges, and buildings.

$9-T13 0 - 713 - 30
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- Section 202(b) recognizes the fact that the domestic foundry
industry relies almost entirely on cupola or the electric arc furmace
processes and that a large segment of the steel industry relies on open
hearth and electric 2:c furnaces for thelr supply of raw steel. Al of
these processes can use a 100X scrap {ron or steel charge. The steel
works that rely entirely on scrap for their rew material, often referred
to as “cold metal shops,” produce from 15% to 20% of the raw steel made
in the United Stztes. The “cold metal shops" include the so-called mini-
mills or tiny steel companies: the "midi" or medium-sized steel companies,
and variqus separate operations of some of {"e largest steel oov:poral:ims.

- Section 202(c) refers to the fact that the foundries and the
cold metal shops are the primary consumers of the secondary grades of
scrap. Although this 1s ferrous necycwﬂé waste, 1t contains over 90%
iron and is in many respects a very high quality ore. Since scrap is
steel that has already been refined once, remelting, cleaning and the
addition of a few final chemicals is all that is requived to produce
new raw steel. It is easy to see that these processes would not require
as much fuel to remelt scrap as would be needed to beneficiate ore,
refine it in a blast furnace and then refine it in ei ther an Open Hearth
or in a Basic Oxygen Furnace. In a paper presented at the International’
Iron and Stee® Institute, at Toronto, Canada, in October 1971, entitled
“Energy and the U.S. Steel Industry,"” Mr. Michae! Tenenbaum and Mr. Frank
W. Luerssen compared the energy usage in miilions of BTU's per net ton of
raw steel for open hearths, electric furnaces, and basic oxygen furnaces.

Their data showed that the electric furmace on a scrap Lharge used only

JAE I Y N =
5 : ? kAR
W o oay “4"'k&3.1’=5m’
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15.2% of the energy required by a basic oxygen furmace to produce a net ton
of steel. Their comparison credited the open hearth furnace with a moiten
iron charge that is common practice for the larger integrated companies,
hence the cold charge of scrap iron for the electric furnace rquired only
16.6% of the energy that this open hearth furnace needed to produce a net
ton of steel.

- Section 202(d) recognizes the fact that there was a very heavy
demand for scr ~ in this country as well as for export in 1969 and 1970,
and that scrap prices increased sharply. Furthermore, during 1972 and
thus far into 1973 the same heavy demand for scrap has continued and eveén
intensified, with the result that scrap prices have increasec even more
sharply during recent months.

- Section 202{e) refers to the fact that if unlimited iron and
steel scrap exports occur during a period of high domestic consumption,
such uniimited exports can result in several undesirable consequences.
First, of course, the price of scrap increases sharply. (Present prices
are 50% to 70% higher than those of one year ago) Phases II and III of
the Economic Stabilization Program permitted .uch material cest increases
to be passed on -- and presumably Phase IV will also -- hence foundries
without long-term contracts and some steel companies will be able to
continue to pass these costs on through to their customers when the
present freeze ends August 12, 1973. Many of the cold metal shops,
however, can only increase their prices to the levels established by the
large integrated mills. Because many of these companies don't use scrap,

the 1ittle mi11s musi often absorb all or a large portion of the rapidly

BEST COPY AVAILABLE
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escalating scrap prices because of the compotitive realities confronting
them. The disastrous adverse economic effect that this Cost-price squeeze
has had on many small steel companies makes further investment in this type
of operation by such companies extremely unlikely ,- hence the cost-price
squeeze caused by the domestic scrap shortage has the undesirable effect
of precluding the very expansion of plant and steel-making capacity our
domestic economy S0 greatly needs. ‘

Section 203 declares that it is the policy of the United States
to alleviate the harmful effects of the excessive exportation of iron
and steel scrap during periods of high domestic demand so as to preclude
_critical scrap shortages. Implicit in this Congressional declaration is
the realization that a ten to fifteen dollar a ton increase in domestic
scrap prices will cost the foundry and cold metal shops almost one half
a billion dollars more than would be spent if such a shortage and resul-
tant price increase had not occurred, and that ultimately the American
consumer will have to pay this bill. The declaration aiso reflects the
realization that when too much scrap is exported so that outages occur,
such work stopages will produce unemployment not only in the basic foundry
and steel mills but also inmost of the casting and steel consuming in-
dustries as well.

A further basic rinding implicit in the above declaration 1s the
fact that violent price swings in the price of a raw material such as
scrap will tend to economically damage precisely those foundries and
steel companies that are using a low-energy process to produce raw steel

from recycled ferrous waste. Permitting such economical damage to precisely
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those companies which are helping further this nation's conservation of
energy goals will not only preclude expansion by them of their present
facilities, but will also discourage others from investing in such
equipment. '

Section 204 provides that Title II shall be effective upon en-
actment. Implementation of Title II can be ad{ieved at the outset using
information that is readily available, hence the dill contains no built-
in period of "regulatory lag,” and there is no need to postpone the effec-
tive date of the bill.

Section 205(a) defines the term “"scrap” as referred to in this
bi1l. It should be noted that rerolling railroad rails, car axles, and
{{ke scrap that often goes into a product without melting would be in-
cluded in this definition. These items are included in the same series
of Office of Export Control Schedule B seven digit commodity numbers as
iron and steel scrap.

Section 205(b) defines the term "domestic consumer™ so that do-
mestic foundries, steel companies and any other fimms using scrap to make
{vron and steel products would be included.

Section 205(c) defines the tem “receipts." The thrust of the
definition is to determine how much total scrap tonnage a company purchased
on the open market less any scrap that was produced by the domestic consumer's
firm. Such scrap, often referred to as “home scrap,” does not affect the
scrap supply-demand equation unless 1t is sold and thereby enters the market.

Section 205(d) defines the temm ';exporter' in some detail so as

to avoid imposing any unnecessary reporting requirements on exporters.



294

As the delivery of a Shipper's Export Declaration form 1s mendatory prior
te the exporting of a coomodity, and as only one of these forms is made
out for any one export shipment, the definition is framed in terms that
reiate to the individual who makes out the applicable Shipper's Export
Declaration form, and defines him as the “exporter.”

Section 205(e) defines the term "exports” as the total volume of
scrap exports measured by the figure that {s the highest among the three
‘that the Department of Commerce might publish.

Section 205(f) defines the term “Secretary."

Section 205(g) defines the term “shortage of scrap” tn mean a
total volume of scrap receipts plus scrap exports that exceeds 11 miliion
net tons or more during a neriod of three consecutive months. Implicit
in this definition is the additional finding that forty-four miilion net
tons per year (11 million per quarter x four quarters) is a rate of
consumption that would create a short supply situation. Historically
the United States has experienced only three years in the last decade or
$0 in which the total has exceeded this forty-four million ton total.
(This occurred in 1969, 1970, and 1972. (See Attachment 1)) In these
three years the totals ranged from 45.4 to 45.9 willion net tons. The
next higher net ton year, 1966 was over three million tons lower, at 42.5
million net tons. The years 1969, 1970, and 1972 saw sharp scrap price
increases. In 1966 the total of 42.5 million net tons, although higher
than the years on either side produced no noticeable price reaction.

Hence the premise of the bill is that a shortage situation occurs somewhere
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between 1966's 42.5 mi 11ion net tons and the shortages of 1969, 1970, and
1972 of 45.4 million and over net tons that caused sharp price increases.

Similarly, the term “critical shortage of scrap" is defined as
11.5 mi11ion net tons for a three month period. This rate of dmestic
consumption plus exports would amount to an annual total of 46.0 million
net tons, a total this country has never attained in a calendar year,
although it has been surpassed in twelve successive months. |

Section 205(h) defines the "United States" to include the terri-
tories, dependencies and possessions of the United States. The intent
here is to make sure that all scrap exports are recorded.

Section 206 provides that the Secretary of Commerce shall promul-
gate such additional rules and regulations as may be needed to carry out
the purposes of title II. In particular, the Secretary shall issue rules
to make the reporting of domestic consumption mandatory (which reporting
is at present done on a voluntary basis); adopt such report forms as may
be necessary, and to promulgate regulations regarding his duty under
title II to make the requisite findings and declarations imposing scrap
iron and steel export controls, should such controls become mandatory under
the provisions of title II.

Section 207 provides the method in which the export restraints are
to be imposed and removed; as follows:

- Section 207(a) provides that the Secretary shall determine whether
there was (1) no shortage, (2) a shortage, or (3) a critical shortage within
forty-five days after the close of each calendar quarter and that he shall
publish this determination in the Federal Register. Under present reporting
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procedures, exjort data by commodity classification s available within
thirty days after the close of each calendar month, but domestic

receipts information is not available es soon, due largely to the volum-
tary nature of such reporting under present procedures. The bill authorizes
the Secretary (see §206, described sbove) to correct this reporting lag
regarding domestic receipts date, hence the requirement that the Sicretary
make his deterwination within a forty-five day period is more than adequate.

- Section 207(b) provides that the Secretary need tzke no restrictive
action on exports 1f he deterwines that no shortage or critical shortage
existed in the prior quarter. The six month and three month mintsum
restriction perfods cf Sections 207(e) and (f) are indirectly referred
to here (i.e. the reference to “earlier curtailment™), as it is conceivable
that a finding of “no shortage” could be made prior *» the end of one of
these minimum periods.

- Section 207(c) provides that the Secretary will impose scrap
export restrictions in the event that a critical shortage exists. The
initial six month export restriction that goes into effect five months
after the start of the shortage 1imits exports to a volume equal to one-
quarter of the preceding five year annual export average. Although this
Timitation will not drop exports much below those of non-shortage years,
it will prevent a doubling of exports in a year when the domestic industry
has heavy needs. Furtherwmore, the reporting system and the poss:bility of
controls should discourage anticipatory buying.

- Section 207{(d) provides for either a continuation or a removal
of the export limitations after the initial six month period. In the



297

event that a shortage continues after the restriction has been imposed,
the bi11 provides for additional three months restrictive periods until
a calendar quarter is found to be belaw the shortage level. Example one
on Attachment 2, i1lustrates how this section would operate at a winimm
Tevel. Example two, on Attachment 3, illustrates how the three month
extension provision operates.

- Section 207(e) provides that a meritoring procedure be estabiished
at the same time that the initial export restrictions are imposed to prevent
the possibility of domestic cutages in a period of sustained high domestic
demand. The monitoring procedure consists of a continuing rolling three
wonths average of export and receis;t totals during periods that restrictions
are {n effect to determine whether a critical shortage develops in spite
of the restrictions. The bill provides that should such an event occur a
total esbargo on scrap exports would be imposed. Example 3, on Attachment
%4, 11lustrates how this provision of the bill operates in its shortest
application. It should be noted that a tutal embargo would not be imposed
~ until the eleventh sonth after the start of a critical shortage.

- Section 207(f) provides for one month extensions of the total
export embargo is a critical shortage should persist after this final
step had been taken. Since 2 total esbargo is an extreme measure the
bill provides for monthly reviews to enable the Secretary to remove the
esbargo just as soon as a lower demand situation will perwit. Example 4,
on Attachment 5, i1lustrates how the bill provides for an extension of
the embargo and for its ultimate terminaticn.
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Section 208 provides that remedial action may not be foreclosed by
data or regulatory lag problems or other delays at a tir 2 vhen a shortage
may be close to the critical stage. It should be noted that since the
quanti tative 1imitations in the biii are based on calendar quarters, they
cannot be triggered by one or even two erratic months. Thus the bill does
not call for action by the Secretary until viell _fter a clear need has been
indicated. For example, the inftial quantitative 1imitation on expovis
is so flexible that it could pemmit exports in a criticcl shortage year
of a greater amount than the previous five year average. In view of this
quite limitea 1nitial export restraint and of the delayed timing for the
impos ition of further export restraints, this section does not provide
the Secretary any additional time within which to make his determinatioen.

Section 209 provides the Secretary with the opportunity to exercise
his enlightened judgment i{n the public interest to carry cut the will of
Congress as articulated in Section 203. In the 2vent that an unforeseen
change in the reporting system should occur, or for any other reason the
trigger mechanism beconi:s inoperative from a practical standpoint, the
Secretary has the authority to take appropriate remedial action. If this
initial export restraint has been imposed and the Secretary can see that
a high domestic demand will push the export-receipt total to a point that
a total esbargo would be required, he may elect to impose heavier export
restrictions than are called for in §207(c) and by so doing avoid the
triggering of an embargo. Section 209 does not, however, grant the
Secretary auth'orlt.y to lessen the provisions of Section 207.
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Section 210 provides the Secretary access .to the records and infor-
mation he needs to fulfill the provisions of title Ii.

Section 211 provides for penalties to be levied in the event of any
violations of the provisions of title [I; specifically, for false reporting,
refusing to provide information, or for exporting scrap in violation of
title II. Upon conviction for any wiliful violation, a fine of not more
than $10,000 or a prison tem of not more than one year, or both, shall be
{moosed.

Section 212 provides that title Il will temminate in three years,
unless extended by Congress. This does .nct mean that the machinery in
title II may not be needed after that date, but rather that it {s simply
not possible now to predict what levels should be used to trigger the
quantitative 1imitations on and after mid-1976. For this reason title Il
is terminated after three years.
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Example #1 - ITlustrates Section 207(c) and (d)
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1. Total exports and receipts exceed 11.5 mi1lion nat tons
in the first quarter.

2. The Secretary determines and makes a matter of public mcord
that a critical shortage occurred during the first quarter in accordance
with the provision of $207(a).

3. The Secretary imposes a six month restriction on the export
of scrap commencing June first fn accordance with §207(c).

4. The Secretary determines in mid-November that no scrap
shortage occurred in the third quarter. In this case the third calendar
quarter was the quarter that occurred during the six month restriction
period. The determination was made in accordance with the requirements
of §207(d). '

5. The Secretary removes all export restraints at the end of
Novesber which concluded the six month requirement of §207(c).
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ATT(\CH’EM’ 3

Example #2 - Illustrates Section 207(c) and (d)
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1. Totczl exparts and receipts exceed 11.5 miilion net tons
in the first quarter,

2. The Secretary detemines and makes a matter of public record
that a critical shortage occurred during the first quarter in accordance
with the provision of §207(a).

3. The Secretary imposes a six month restriction on the export
of scrap commencing June first in accordance with §207(c).

4. The Secretary determines in mid-November that a scrap shortage
occurred in the third quarter. The detemination was made in accordance
with §207(d).

5. The Secretary continues export controls for an additional
three month period in accordance with §207(d).

6. The Secretary determines in mid-February that a shortage
did not occur in the fourth quarter.
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ATTACHMENT #3
Page 2

7. The Secretary removes all export controls at the end of February
as February was the last month of the thres month period imposes in step 5

abova.
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Example #3 - I1luctrates Section 207(c), (d), and (e).
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1. Total exports and receipts exceed 11.5 mi1lion net tons
in the first quarter.

2. The Secretary determines and makes a matter of public record '
that a critical shortage occurred during the first quarter in accordance
with the provision of $207(a).

2, The Secretary imposes a six month restriction on the eprrt
of scrap coomencing June first in accordance with §207(c).

4. The Secretary determines in mid-October that a critical
shortage occurred during the months of June, July, and August in spite
of the export restrictions that were {n effect during that period. The
Secretary made this determination in accordance wjth $207(e}.

5. The Secretary imposes a total embargo on scrap exports
for a three month period starting on November I1st. This action was taken
in accordance with §207(e).

6. . The Secretary determines by mid-November that no shortage
occurred during the third quarter. The determination was made 1n ac-
cordance with $207(a), (c) and (e).



ATTACHMENT #4
Page 2

7. The Secretary detemﬂbes in mid-January that a shortage did
not exist during *he months of September, October and Novester. The deter-
mination was made in accordance with §207(e).

8. The Secretary removes all export controls at the end of

February. This action was taken in accordance with §207(e).
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