


China’s Steel Industry and Its Impact on the United States: Issues for Congress

In terms of total steel mill products imported into the United States, by tonnage, over 30% came
from the NAFTA countries (Canada and Mexico). In 2009, Canada and Mexico accounted for
over 36% of the total tonnage of steel mill products imported into the United States, the European
Union accounted for 16%, and China accounted for 9%, followed by South Korea’s 8.2% and
Japan’s 7.5%. From 2005 to 2009, the Chinese share of total U.S. steel mill products imports has
been between 7% (in 2005) and 15% (in 2008).”°

Even though steel industry statistics seem to agree with China’s position that it has little intention
of creating an export-oriented steel industry, the potential exists that with China accounting for
nearly half of global output, marginal shifts by its steel industry in the direction of increased
exports may lead to considerable market disruptions for other suppliers. As global steel demand
remains sluggish in 2009 and into the first half of 2010, and Chinese economic growth slows
down, the concern of U.S. steelmakers is that the U.S. market may see an increase in steel imports
from China.

Steel Trade Development

Steelmakers in the United Stated have long claimed that Chinese steel and steel products are
unfairly subsidized by its government. According to Steel Market Intelligence (SMI), a steel
industry consultancy, and a Eurofer (European Steel Trade Association) report cited in SMI’s
newsletter, China supports its steel industry with a variety of mechanisms including grants,
capital market interventions, preferential taxes, subsidized loans, access to below-market priced
inputs, and nominal labor and environmental protection, among other mechanisms.”

Chinese steel exports are assisted, SMI says, by an “intricate set of cascading value added tax
rebates, export taxes, and even export quotas on inputs, plus tax cuts, export credits and other
schemes provided by the Chinese state-owned financial institutions.”

Anti-Dumping and Countervailing Case Against Chinese OCTG Imports®

On April 8, 2009, seven U.S. Oil Country Tubular Goods (OCTG) producers and the United
Steelworkers Union (USW) filed complaints against Chinese OCTG imports, alleging that
Chinese pipe has been illegally dumped and subsidized by the Chinese government, and
therefore, has materially harmed domestic producers. This marks the biggest steel trade case
brought against China before the U.S. International Trade Commission (USITC) to date, and is
valued at about $2.8 billion of subsidized Chinese steel.

Preliminary determinations by both the USITC and the U.S. Department of Commerce (USDOC)
have ruled in favor of the U.S. producers in the countervailing case, saying that Chinese
producers received subsidies, and placed countervailing duties ranging from 10.9% to 30.7%.

3 American Tron and Steel Institute, Annual Statistical Report 2009, Table 20A, p. 53.

* Steel Market Intelligence, “ITC imposes duties on Chinese OCTG in final ruling” (December 30, 2009).

* Ibid.

%! Thid.. USITC News Release 09-108, Inv. Nos. 701-TA-463 (Final) (December 30, 2009), AMM, “TTC votes to

impose duties on China OCTG” (January 4, 2010); AMA, “TTC makes final anti-dumping ruling on Chinese OCTG”
(May 4, 2010);, International Trade Daily, “TTC ruling paves way for AD duties on OCTG from China” (May 4, 2010).
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On November 24, the USDOC made its final determination on the countervailing case, lowering
the average duties placed on Chinese producers to a range of 10% to 16%. On December 30,
2009, USITC issued a final ruling in favor of the U.S. domestic petitioners, affirming
countervailing duties from 10% to 16%.

Meanwhile, the USITC and the USDOC also ruled in favor of the U.S. producers in the
antidumping investigations, stating the Chinese companies were selling below fair market value.
On May 4, 2010, following Commerce’s April 9 final decision, the USITC issued its affirmative
determinations, upholding antidumping duties ranging from 30% to 99%, which were placed on
the OCTG imports from China.

The ruling of this high-profile trade case was welcomed and praised by the U.S. steel producers.
The USW president, Leo Gerard, as quoted in American Metal Market (AMM), said that the ITC
vote “makes it clear to American pipe workers and industry that the U.S. government will stand
up against China’s violation of fair trade rules when domestic job losses and industry injury are
clearly demonstrated.”*

Anti-Dumping and Countervailing Complaints Against Other Chinese Steel
Product Imports

In 2009 and 2010, trade petitions against Chinese steel product imports have increased
considerably. The U.S. Commerce Department and the USITC have separately granted a number
of requests to impose tariffs on various categories of imports from China, after finding evidence
that these products were subsidized and/or dumped in the U.S. market.

These subsidized and/or dumped Chinese steel imports include drill pipe,*’ certain scamless
carbon and alloy steel standard, line, and pressure pipe,” steel grating,” and steel wire strand for
pre-stressed concrete (PC wire strand).®

In another anti-dumping and countervailing case against wire decking imports from China, the
USITC ruled in favor of the Chinese producers. It determined that the U.S. producers of wire
decking were neither materially injured nor threatened with material injury by Chinese imports,

2 AMM, “TTC votes to impose duties on China OCTG” (January 4, 2010), p. 2.

3 4MM, “TTC to hear testimony vs. China drill pipe” (January21, 2010); AMM, “Commerce lunches China drill pipe
probe” (January22, 2010); AMM, “Commerce blasts Chinese drill pipe with high preliminary margins™ (August 6,
2010), AMM, “Commerce ruling hits China drill pipe” (August 17, 2010).

% 4\, “China pipe hit in Commerce decision” (February 25, 2010); AMM, “Commerce aligns China pipe probes™
(March 22, 2010); AMM, “Chinese seamless line pipe slapped with anti-dumping margins™ (April 26, 2010).

% 4MM, “ITC sets hearing in case against Chinese grating” (February 24, 2010), AMM, “Chinese grating firm falsified
documents in probe: Commerce” (June 4, 2010); AMM, “ITC votes 6-0 against China grating” (June 25, 2010); AMM,
“China gratings safety probe sought™ (July 27, 2010). During the investigations, USDOC found that a mandatory
Chinese respondent had falsified mill test certificates on the raw materials used to make its grating. The U.S. grating
producers became concerned with potential safety issues. They have written to OSHA (the U.S. Occupational Safety
and Health Administration) and the U.S. Consumer Product Safety Commission, urging an investigation of steel grating
now installed or held in inventory in the United States.

% AMM, “Duties set vs. Chinese PC wire strand” (May 19, 2010); AMM, “Chinese PC strands hurt U.S., ITC rules”
(June 11, 2010).

Congressional Research Service 21



China’s Steel Industry and Its Impact on the United States: Issues for Congress

and therefore imposed no anti-dumping or countervailing duty orders. This was the first steel
product trade case of 2010 that went in favor of foreign producers or importers.®’

In August 2010, The U.S. domestic wire decking producers filed an appeal with the U.S. Court of
International Trade (USCIT) in August 2010, challenging the July 1 decision by the USITC that
unfairly traded imports of the product from China were not injuring U.S. manufacturers. The final
ruling is pending.”

Chinese Steel Plate Faces Anti-Dumping Circumvention Inquiry®

On February 17, 2010, four major U.S. producers of carbon steel plate products asked the U.S.
Department of Commerce to prevent another Chinese company from adding boron to steel plate
in an alleged attempt to circumvent anti-dumping orders.

The domestic plate manufacturers accused Chinese producer Wuyang Iron & Steel Co. Ltd. and
importer Stemcor USA Inc. of importing cut-to-length plate products containing metallurgically
insignificant amounts of boron in order to classify the plate as alloy product, which would be
outside the scope of the anti-dumping order against certain cut-to-length carbon steel plate from
China. It is alleged that the plate contains 0.0008% or more boron by weight.

On April 23, 2010, the USDOC initiated an anti-dumping circumvention inquiry based on the
complaints from the U.S. producers. Commerce, according to a notice in the Federal Register,
intends to issue a final determination within 300 days of the initiation notice.

In a similar case filed in 2008 involving two Chinese trading companies adding boron to steel so
as to circumvent a U.S. anti-dumping order, Commerce issued a final determination in 2009 in
favor of the U.S. producers.”

China’s Export Restriction of Certain Industrial Raw Materials

On November 4, 2009, the United States, the European Union, and Mexico jointly made a formal
request to the WTO for a dispute settlement panel to address China’s export restrictions on raw
materials.”' The Chinese export restraints on numerous raw materials, allegedly, “significantly
distort the international market and provide preferential conditions for Chinese industries that use
these raw materials.” The raw materials at issue are bauxite, coke, fluorspar, magnesium,
manganese, silicon metal, silicon carbide, yellow phosphorus, and zinc, which are used by the
steel, aluminum, automotive, and chemicals industries.”

57 4MM, “China wire decking said dumped in U.S.” (January 6, 2010); AMM, “China wire decking margins lowered”
(June 8, 2010);, AMM, “Chinese wire decking makers land ITC victory” (July 2, 2010).

%8 AMM, <U.S. wire decking firms appeal ITC ruling” (August 30, 2010).

% 4MM, “Chinese again said skirting plate order” (February 22, 2010); AMM, “China plate faces circumvention probe™
(April 27, 2010).

™ 4AM, “Chinese boron plate under scrutiny” (July 10, 2009); AMAZ, “China boron plate traders tried to skirt duty”
(August 14, 2009).

' On June 23, 2009, the United States and the 27-nation European Union filed the initial complaint at the WTO.
Mexico joined the consultations on August 21, 2009.

™ See USTR November 4, 2009, press release at http://www.ustr.gov/about-us/press-office/press-releases/2009/
(continued...)
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China, allegedly, imposes quotas on exports of bauxite, coke, fluorspar, silicon carbide, and zinc,
as well as certain intermediate products incorporating some of these inputs. It also levies export
duties on several raw materials and imposes other export restrictions through its export
procedures.” The United States charges that such industrial policies are intended to lower raw
material prices for Chinese manufacturers, especially in the steel, aluminum, and chemicals
sectors, in order to help them obtain an unfair competitive advantage.

The WTO’s biennial trade policy review for China, which was released in June 2010, suggested
that the WTO was not entirely satisfied with the application of China’s resource export controls,
stating that “export restraints for whatever reason tend to reduce export volumes of the targeted
products and divert supplies to the domestic market, leading to a downward pressure on the
domestic pieces of these products. The resulting gap between domestic prices and world prices
constitute implicit assistance to domestic downstream processors of the targeted products and
thus provides them a competitive advantage.””

China claims that these measures are intended to conserve exhaustible natural resources and
protect the environment. The final ruling on this WTO case is still pending.

Chinese Direct Steel Investment in the United States

China has been secking to curb its steel overcapacity while maintaining stabilized growth. At
home, the government appears to have expedited efforts to consolidate and restructure the
industry. Overseas, it has encouraged steel producers to acquire and invest in mining, energy, and
manufacturing sectors. While the majority of industrialized countries, including the United States,
are slowly recovering from the economic downturn, such moves from Chinese companies could
face challenges and resistance from the targeted company and/or its host country.

A proposed joint venture between one of China’s leading steel producers and a U.S. steel
company has drawn deep concerns from the U.S. steel industry as well as lawmakers.

In May 2010, China’s Anshan Iron & Steel Group Corp. (Anshan, also known as AnSteel), a
major state-owned steel manufacturer, announced its plan to invest in an Amory, Mississippi-
based U.S. steel mill, Steel Development Corp. (SDCO). Anshan agreed to provide financial
investment and to build five mini-mills in the United States, four of them to produce reinforcing
bars and a fifth to make flat-rolled steel products. The Chinese producer said that it would like to
gain insight into electric furnace technology, to obtain experience in lowering energy
consumption, and to curb dependence on imported iron ore.”

(...continued)

november/united-states-requests-wto-panel-against-china-ov.

™ Ibid.; Wall Street Journal, “U.S., Europe file trade complaint against China” (June 24, 2009); Industry Week, “U.S.
asks WTO to rule on China’s raw materials restrictions” (November 4, 2009), Wall Street Journal, “U.S. requests
WTO dispute settlement panel vs. China” (November 4, 2009); Chinese Xinhua News Agency website, “China’s

restrictions on resource exports consistent with WTO rules: experts,” (June 2, 2010), http://news.xinhuanet.com/
english2010/china/2010-06/02/c_13329535.htm, as viewed on August 19, 2010.

" World Trade Organization, Document WT/TPR/G/230, < Trade Policy Review: China” (April 26, 2010), p. 44;
Bloomberg.com, “World trade body questions rationale of Chinese raw material export limits” (June 1, 2010).

" Wall Street Jowrnal, “Anshan to invest in the U.S.” (May 18, 2010); Bloomberg Businessweek, “Anshan agrees to
invest in steel project in U.S. for technology” (August 24, 2010); AMM, “Correnti’s plans for five U.S. mini-mills
(continued...)

Congressional Research Service 23


http://news.xinhuanet.com/

China’s Steel Industry and Its Impact on the United States: Issues for Congress

This infusion of investment capital from China has sparked controversy in the United States. The
Steel Manufacturers Association (SMA) and the American Iron & Steel Institute (AISI) called on
federal regulators to carefully examine the investment plan, raising concerns about the Chinese
government financing in steel capacity and the lack of reciprocity that would allow a U.S. steel
company to build similar manufacturing facilities in China.”

On July 2, 2010, 50 members of the U.S. Congressional Steel Caucus wrote to Treasury Secretary
Tim Geithner, urging that Anshan’s joint-venture plan should be thoroughly investigated by the
Committee on Foreign Investment in the U.S (CFIUS). CFIUS, the inter-agency committee
headed by the Treasury secretary, formally conducts classified reviews of foreign takeovers of
U.S. assets on security grounds and can recommend that the U.S. President block a transaction.

The caucus describes the proposed deal as a threat to “economic security,” stating in the letter that
the investment by a state-controlled Chinese company provides several unfair trade advantages to
both the Chinese and to SDCO, and that it will eventually lead to the loss of American
manufacturing jobs and the further migration of the U.S. manufacturing base. Worse, according to
the Steel Caucus, the joint venture could give China “access to new steel production technologies
and information regarding American national security infrastructure projects.””’

Debates over “economic security” are often built on the argument that U.S. companies cannot
compete against foreign state-owned entities in the U.S. market that are viewed as having a
limitless check book. In 2005, China National Offshore Oil Co. (CNOOC) launched an $18.5
billion bid for Unocal, a California oil company. CNOOC withdrew the offer after strong
opposition from U.S. lawmakers for fear that CNOOC had an unfair advantage. Soon after,
Unocal was acquired by Chevron, the U.S. oil company.”

Secretary Geithner responded 10 days later to the Anshan-SDCO complaint, telling the Steel
Caucus that Treasury was “aware of the proposed transaction” but promising no action.
Considering the response inadequate and disappointing, the Steel Caucus wrote a letter to the
White House seeking a federal investigation of the deal.”

In August 2010, Anshan confirmed it was committed to pushing forward the planned joint
venture, after an executive of its subsidiary said the deal was on hold due to opposition from U.S.
lawmakers.* In September 2010, Anshan and SDCO finalized a joint-venture agreement, under
which Anshan will become a 14% partner of SDCO and join its board of directors."

(...continued)
under fire” (May 19 , 2010); AMM, “Anshan may land up to 20% stake in SDCO” (June 28, 2010).

6 AMM, “SMA writes to Commerce, USTR over China investment in SDCO” (May 20, 2010); AMM, “Wall Street’s
reluctance drives Correnti to China for financing” (May 24, 2010). For more details on bilateral economic relations
between China and the United States, see CRS Report R1.33536, China-U.S. Trade Issues, by Wayne M. Morrison.

7 Financial Times, “U.S. lawmakers hit at China steel move” (July 3, 2010); AMM, “Steel Caucus wants probe into
SDCO-Anshan deal” (July 2, 2010), AMM, ““Steel Caucus voices national security fears” (July 6, 2010).

8 New York Times, “In seeking Unocal, Chevron ruffles an Asian partner” (July 2, 2005); Bloomberg.com, “CNOOC
drops $18.5bln Unocal bid amid U.S. opposition” (August 2, 2005); Business Week, “Why China’s Unocal bid ran out
of gas” (August 4, 2005).

™ AMM, “Treasury mum on SDCO-Anshan steel deal” (July 13, 2010); AMM, “Geithner ‘aware’ of Anshan-SDCO
deal” (July 16, 2010); AMM, “Steel Caucus writes to White House on SDCO concerns” (July 30, 2010).

8 40\, <SDCO status unclear as Anshan said opting out of investment” (August 19, 2010), 4MM, “Anshan says
SDCO plan is unchanged” (August 20, 2010), Wall Street Journal, “Anshan’s U.S. investment is in doubt” (August 20,
(continued...)
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However, not all Chinese direct investment in the steel sector has faced such disapproval from the
U.S. industry or regulators.

Chinese oil country tubular goods producer Tianjin Pipe (Group) Corp. (TPCO) plans to build a
$1 billion greenfield pipe mill in San Patricio County, Texas. The mill is set to employ about 600
people. TPCO’s investment has been welcomed by local development officials and building
trades unions. Despite opposition by the United Steelworkers union, the mill received crucial
regulatory approval in April 2010, and does not seem to have experienced the same political
pressure that Anshan has been facing.™

Although the ultimate outcome of the Anshan-SDCO deal remains unclear at this point, it is likely
that the world will see more Chinese investment in the near future. Anshan, along with other
Chinese manufacturers, is reacting to domestic and international pressure for Chinese steel mills
to control output and to look overseas for growth opportunities. If Chinese currency, the

renminbi, were to appreciate further, such overseas investments would become more attractive to
Chinese business enterprises.*’

Congressional and Legislative Reaction

Introduction of S. 3725: The Enforcing Orders and Reducing
Circumvention and Evasion Act of 2010

On August 5, 2010, Senators Wyden and Snowe introduced the Enforcing Orders and Reducing
Circumvention and Evasion Act of 2010 (the Enforce Act), S. 3725, which would provide the
U.S. Commerce Department tools to improve enforcement of U.S. trade laws.

The legislation states that exporters from developing countries, in particular China, have been
known to mislabel shipments and re-route goods through third-party countries in an attempt to
mislead customs officials and to circumvent U.S. trade laws.

The Senators, along with nine colleagues, also sent a letter to the White House urging the Obama
Administration to do more to combat unfair trade practices. In the letter, the Senators called on
the Administration to address China’s alleged practice of currency manipulation, among other
illegal trade practices.*

(...continued)

2010), Reuters.com, “China Anshan says still committed to U.S. investment” (August 20, 2010), Wall Street Journal,
“Anshan holds to U.S. plan” (August 21, 2010).

81 4MM, <SDCO, Ansteel tie knot with 14% equity stake” (Sept. 16, 2010); Financial Times, “Anshan defiant amid
deal protests™ (Sept. 16, 2010).

8 AMM, “TPCO clears hurdle for Texas pipe mill” (April 16, 2010).

8 For more detailed analysis of China’s currency policy and the related economic and trade issues, see CRS Report
RS21625, China’s Currency: An Analysis of the Economic Issues, by Wayne M. Morrison and Marc Labonte, and CRS
Report R1L33536, China-U.S. Trade Issues, by Wayne M. Morrison, pp. 14-16.

8 4MM, “Trade clampdown effort draws kudos” (August 6, 2010).
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The Enforce Act is designed to combat the evasion of anti-dumping and countervailing duty
orders and enforce existing trade remedy statutes, by empowering the U.S. Commerce
Department to investigate trade remedy laws violations, establishing a rapid-response timeline by
which Commerce and U.S. Customs would respond to allegations, and improving the safety of
imports.

U.S. Trade Law Proposal®

On August 26, 2010, U.S. Commerce Secretary Gary Locke announced 14 proposed measures
focused on illegal import practices from non-market economies. These steps aim to continue the
rigorous enforcement of U.S. trade laws.

Some of the proposed changes:

¢ Currently, foreign companies can be excused from anti-dumping (AD) and
countervailing duties (CVD) by demonstrating that they were not dumping or
receiving subsidies for a certain period of time. Under the proposed change, such
companies could be removed from the process only upon the normal country-
wide expiration of those duties.

¢ Currently, once an initial affirmative determination is made in an AD/CVD case,
importers are able to post a bond in the amount of the estimated duties owned. A
new proposed measure will require importers to post cash deposits rather than
bonds to facilitate entry of their goods and services into the United States.

Some other proposed changes would include improved methodology for determining the value of
labor in non-market economy cases; tightening the certification process for the information
submitted to Commerce as part of the AD/CVD case process; and strengthening specific rules to
ensure that parties are paying the full amount of their duties.

Steel and metals industries have long been pushing for stricter trade laws enforcement, especially
with regard to what has been referred to as China’s mercantilist trade policies. Industry leaders
and groups widely welcomed the new proposals, but some also maintained that China’s allegedly
illegal currency manipulation as a key trade distorting practice, which is not included in the
proposed measures, still must be addressed.*

USW Files Trade Case with USTR?®

On September 9, 2010, the United Steelworkers Union (USW) filed a comprehensive trade case
with the U.S. Trade Representative (USTR), alleging that China has violated rules by subsidizing

85 Department of Commerce, “Press release: Obama Administration Strengthens Enforcement of U.S. Trade Laws in
Support of President’s National Export Initiative” (August 26, 2010); AMM, “Commerce secretary Locke lays out trade
law proposal” (August 27, 2010).

86 AMM, “Steel lauds trade law proposal, but wants currency addressed” (August 26, 2010).

8 News release on USW website, “USW files trade case to preserve clean, green manufacturing jobs in America,”
http://www.usw.org/media_center/releases_advisories?id=0327, as viewed on September 9, 2010, New York Times,
“Steelworkers accuse China of violating trade rules” (September 9, 2010).
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exports of clean energy equipment. The case is filed under Section 301 of the 1974 Trade Act,
which sets an initial deadline of 45 days for the Administration to respond.™

The filing of this petition comes at a time of increasing trade and currency frictions with China. It
asks the Obama Administration to begin formal proceedings at the World Trade Organization
(WTO) to force China to repeal the subsidies.

The petition contends that the Chinese central and provincial governments have used land grants,
low-cost loans and a number of other measures to help Chinese companies expand their share of
the world market for clean energy equipment, at the expense of jobs in the United States and
other parts of the world.

Besides Chinese government assistance to clean energy exporters, the USW petition accuses the
Chinese government of breaking WTO rules by tightly restricting the exports of rare earth
elements and by forcing foreign clean energy companies to license their technology to local
partners as a condition of entry to the Chinese market. These issues have been discussed in a
previous section in this report.

Conclusion

China’s emergence as the world’s largest steel producer and major manufacturing base has
multiple ramifications to the United States and other countries. Its rapid growth in steel
production requires an adequate and steady supply of raw materials. This means China will
continue to have substantial influence over the global supply and price of raw materials and,
indirectly, affect the production costs and profitability of its competitors.

Meanwhile, China’s steel sector, with its own restrictions, may not continue the production
capacity growth at the current rate. Lack of control over the supply and price of iron ore has been
a major constraint. Other restrictions could be lackluster domestic demand caused by a slowing
economy, high energy costs, and environmental implications.

China has been seeking and securing natural resources all over the globe to support its
industrialization and urbanization efforts. At the same time, the Chinese government has put
export restrictions on rare earth elements exports and other raw materials critical to industrial
production. This suggests that the Chinese government prefers to grant its own manufacturers a
competitive edge over foreign producers.

When China manages to assert more control over production inputs, the Chinese steel industry
may be poised to significantly expand its share of the global production as well as the export
market. Strict and timely enforcement of trade laws is important and helpful to the U.S. steel
sector, when handling trade cases, albeit reactive. Adaptation of a consistent and long-term
strategy is likely to serve the interest of the U.S. steel industry.

8 http://www.osec.doc.gov/oge/oceic/301. html, as viewed on September 9, 2010: “Section 301 of the Trade Act of
1974 is the principal statutory authority under which the U.S. may impose trade sanctions against foreign countries that
maintains acts, policies and practices that violate, or deny U.S. right s or benefits under, trade agreements, or are
unjustifiable, unreasonable or discriminatory and burden or restrict U.S. commerce.”
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