SIC CODE: 3312 

Principal Products: Value-added manufacturing processor of flat rolled carbon steel

industry information

Relevant Industry Sector Information

The domestic U.S. steel industry continues to face many problems.  According to the American Iron and Steel Institute (AISI) Trade Association, 1999 shipments fell to 77.6 million tons from 79.3 tons in 1998.  Average revenue per ton declined to $462 from $512. Shipments decreased to 39.8 million tons from 41.2 million tons in 1998. 

The reasons for the steel industry's problems include a glut of steel on world markets, foreign firms dumping steel on U.S. shores, and internal production bottlenecks such as GM's strike in 1998.  U.S. steel companies banded together to file suit with the Department of Commerce, alleging that steel makers in Russia, Japan, and Brazil were dumping hot rolled carbon sheet products into the U.S. market.

The domestic steel industry closely tracks the ups and downs of economy and has been unable to rise for several years.  Steel consumption (shipments + imports -exports) has risen to its highest levels since the 1970s.  Currently, bookings, backlogs, and operating levels are very high.  This is primarily due to a robust economy that has fueled demand for such products as new automobiles and housing starts. 

Steel shipments were 79.1 million tons during the first three quarters of 1997.  Imported steel volume was 24.1 million tons during the same period which was a rise of 16.4 percent from 1996.  Steel consumption was up 6.8 percent to 98.7 million tons from 92.4 million in 1996.  Steel capacity has the capability to approach the 110 million to 120 million ton range year-to-year.  The added capacity raises the level of competition.  The current peak in capacity utilization may be approaching an end. 

The steel industry is not a growth industry.  Steel industry tonnage surpassed 100 million during 1997.  Averaged realized prices for steel in 1997 was $514 per ton versus $489 per ton in 1996.  Most steel is consumed in the automobile and construction industries.  However, these two industries are most vulnerable to a down turn in the U.S. economy. 

The industry may need to consolidate into fewer companies for growth in the future.  Bethlehem has acquired Lukens, Inc., which will create important synergies, enhance productivity, and reduce costs.

In recent years, many end user customers have begun to substitute plastic, glass, and ceramic materials for steel.  This has been evident in the automobile and construction industries.  Substitute products continue to garner a larger share of the steel industries’ core products.

Economic growth is a major factor affecting the industrial metals industry.  Demand for steel is a function of economic cycles.

The general steel industry includes companies that provide carbon steel from scrap in electric arc furnaces plus a variety of other non-integrated carbon and steel matter.  Electric furnace steel accounts for 40 percent of all steel produced in the United States.

The steel industry requires massive capital to process ore, iron, and limestone.  In addition, a high level of capital investment is needed in capital equipment and plants.

The industry is composed of two major sectors: integrated steel and mini-mills. 

Integrated steel supports production capacity from 2 million to 4 million tons per year.  These types of producers have huge capital costs of approximately $2000 per ton for integrated steel vs. $500 per ton for mini-mills.  In addition, integrated steel companies are normally unionized and incur "legacy costs" to help pay pension & health benefits to retirees.

Mini-mills are small, regional steel making companies that make a limited number of commodity steel products.  They have an annual capacity between 150,000 tons to 400,000 tons. They use less capital-intensive processes, which makes them more efficient than integrated steel. Mini-mills are accounting for an increasing amount of U.S. raw steel production.  In 1998, mini-mill steel production totaled 45.1 percent.  Mini-mills undercut integrated steel companies because they have a unique cost advantage by employing non-unionized workers.

Currently, the mini-mills are in the mist of soaring scrap prices, which will limit new entrants.  The availability of cheap steel scrap was partially responsible for U.S. mini-mills’ ability to manufacture raw steel at a lower cost than integrated steel.  But high scrap costs could now impair their cost advantage and attractiveness of flat roll mini-mills.  Fluctuations in scrap prices usually mirror conditions in the steel industry.  Increases in scrap production will often raise prices.

Legal/Environmental/Trade Issues 

The steel industry is at a significant amount of risk because of the problems with the Asian economies.  The problem stems from cheap imported steel products that are dumped in the United States, which erodes domestic steel manufacturers’ profit margins.  (Or Start typing here)
Import Effect Summary

Imports for the first two quarters of 2000 were nearly 17 percent higher than the same two quarters in 1999, and almost 11 percent higher than in crisis year 1998.  The reasons for some of the steel industry’s primary problems include a glut of steel on world markets, and foreign firms dumping steel in the U.S.

