WORLD OUTLOOK

2000 AND BEYOND

Future winners in world steel:
minimills, Dofasco, China

Steelmakers in Europe and
Japan face major challenges.
Prospects in Korea and
China are bright

JOHN E. JACOBSON

teelmakers’ fighting for markets
S and customers remains intense.

Especially in Japan and Europe,
steel companies are suffering casualties.
Public interest in subsidizing steel firms
is at an all-time low, and the competition
is growing more fierce daily.

It is no secret that many steel-produc-
ing enterprises have run into severe fi-
nancial difficulties. The steel industry’s
history as a building block of economic
and political growth created a sizable
financial cushion that Iras been severely
deflated during the past 15 years.

Major steel companies in the United
States such as LTV, Wheeling-Pitts-
burgh, and Sharon Steel have respond-
ed to this downturn by reorganizing
under Chapter 11, with varying success.
Steel enterprises in Europe are slowly
moving toward privatization and genu-
ine rationalization: Witness the pri-
vatized British Steel emerging as a low-
cost competitor. Privatization of steel-
making enterprises in Latin America has
increased the industry’s efficiency.

The good news for the industry 1s that
efficient companies will do well; poor-
ly run, inefficient companies will die.
Other conclusions of an industry analy-
sis by the WEFA Group (Crisis and
Competition: Global Steel Qutlook) are:

o Minimills will rule the U.S. steel
industry in the 21st century.

e Canada’s Dofasco is proving that
integrated steelmakers can divorce
themselves from past mistakes.

« Korea and China will come to dom-
inate Asian steelmaking as the Japanese
steel industry withers.

Minimills will continue to grow, says the
WEFA Group. Molten steel is poured into
the ladle at North Star Steel’s mill at

i Monroe, Mich.
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“Composite of structurals, CF bar, wire rod, and rebar products.

o The longer the inevitable restructur-
ing of Western European steelmaking is
delayed, the more inroads low-cost east-
ern European producers will make.

o Substantial new growth will occur
in Brazil and Argentina in response to
asset privatization and in Mexico be-
cause of NAFTA.

Minimills to dominate the U.S.

Traditional integrated steel producers
in the United States are confronted with
the question of how to compete with
companies whose cost structures are be-
tween 25 percent and 50 percent lower.
The biggest problem for traditional steel
companies is that they evolved into em-
ployment centers rather than profit cen-
ters. A tremendous bureaucracy of vice
presidents, administrators, and technical
and other support people added a huge
fixed-cost burden. In the mill, the union
saw to it that as many people as possi-
ble were paid as much as possible to do
as little as possible.

But minimill steel producers, such
as Nucor, Birmingham, and MacSteel,
have based their success on getting the
most out of their people. Labor produc-
tivity at the best minimills is generally
200 to 300 percent better than at tradi-
tional integrated steel producers.

This superior productivity translates
into a $100-per-ton cost advantage for
minimills vs. traditional integrated steel-
makers. Ten of the largest minimills
have been outpacing the Big Six U.S.
steel companies in other areas, too. From
1987 to 1992:

o Sales grew 45 percent at the mini-
mills and dropped 6 percent at the Big
Six, which are U.S. Steel, Bethlehem,
Inland, National, Armco Steel, and LTV.

« Shipments increased 47 percent at
the minimills and decreased 10 percent
at the Big Six.

« Steelmaking capacity rose by 5.3
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million tons per year (tpy) at the min-
imills and fell by 11.7 million tpy at the
Big Six.

Dofasco’s promising strategies

Steel companies worldwide are
showing that they can divorce them-
selves somewhat from the inevitable ups
and downs of the steel cycle. Some com-
panies have used unique strategies and
superior operating practices to achieve
consistently better results than their
competitors.

Canada’s three largest steel compa-
nies provide clear evidence of this trend.
Although Dofasco made a mistake in
acquiring Algoma, the firm has since
embraced some very promising mar-
ket strategies, such as the Continuous
Pickle Cold Mill (CPCM), DNN Galva-
nizing, and Gallatin Steel, the mini-
mill to be built in Kentucky.
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Dofasco also has considerably im-
proved labor productivity and customer
focus. As a result, Dofasco is emerging
as one of the more promising steel com-
panies in North America.

On the other hand, Stelco continues to
writhe around with numerous identity
problems and painful labor relations.
Algoma seems to be in a very difficult
situation with rather limited prospects.

A strong domestic economy and in-
creased exports are providing the Cana-
dian steel industry with a much improved
performance of late. Look for this upturn
to be sustained for the next few years.

Hard times in Japan

Steel production in China, South
Korea, and other developing regions in
Asia such as Taiwan is growing robust-
ly. The Japanese steel industry, howev-
er, has peaked and now is in a prolonged

Capacity at the Big Six steelmakers has
nearly halved in the past decade...

Steel production at U.S. Steel, Bethlehem, Armco Steel,
LTV, National, Inland (million tons)
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period of rationalization.

In 1992, combined steel production
for China and South Korea surpassed
production in Japan for the first time.
Within three to four years, steel produc-
tion in China alone will surpass produc-
tion in Japan permanently. In fact, Japa-
nese steel production has been supported
by substantial exports to China.

Recent financial results for the major
Japanese steelmakers demonstrate the
onset of difficult times. Japanese steel
producers are now among steel compa-
nies with the highest costs in the world.
Because of these high costs, Japanese
steel companies are in a distinct compet-
itive disadvantage and will have finan-
cial hurdles for years to come.

Competition in Western Europe

The financial and competitive com-
fort level in Western Europe has deteri-
orated sharply. Less government fund-
ing has reduced the financial buffer once
available to many steel companies in
Europe. More privatization of steelmak-
ing assets has increased the pressure on
steel companies to improve efficiency
and profitability. Barriers to commerce
with Eastern Europe have eroded, open-
ing up access to low-cost steel.

This combination of reduced aid,
more pressure to perform, and entry of
low-cost competitors will burden West-
ern European steelmakers. In addition,
minimill steel producers will begin to
make bigger inroads into specific prod-
uct markets within Europe. This will put
even more pressure on the traditional
large integrated steel companies.

..While capacity at U.S. minimills has doubled
in the past seven years

Steel production at U.S. minimills (million tons)

61

Source: WEFA Group

Recent financial results in Europe in-
dicate the degree to which demand and
pricing are deteriorating for most steel
products. For example, in October every
Antwerp spot steel export price dropped.
There is legitimate concern that spot
prices in Europe will continue to fall. Yet
restructuring, which is painfully needed,
seems to face interminable delays.

Privatization in Latin America

Most steelmaking assets in Latin
America now are out of the hands of
government and in the hands of private
enterprise. This shift is translating into
rationalization of excess capacity, im-
proved operating efficiency, and ulti-
mately better profitability. More priva-

Operating profits: Violent swings at the Big Six,
steady profits at minimills
Operating profit per ton shipped
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tization is also improving product qual-
ity, reliability, and pricing; all these en-
courage greater market growth.

Greater steelmaking efficiency and
improved overall economic prospects
are fueling a resurgence in the Latin
American steel industry. Combined steel
production in Brazil and Mexico should
increase more than 44 percent between
1990 and 2000.

Near-term prospects for demand and
production gains are rather bleak for
most of Europe and Japan. The steel in-
dustries of Europe and Japan are going
through three to five years of painful
restructuring. It is not entirely clear
whether established producers in Europe
and Japan will be able to reduce costs
enough to compete effectively with low-
er-cost producers.

China will continue to have extreme-
ly high growth in steel demand for years
to come. Other developing regions such
as Mexico, Turkey, and a few smaller
Pacific Rim countries also hold promise
for substantial gains in steel demand.

Finally, the minimill philosophy of
steel production, with its low capital
costs, employee empowerment, and high
productivity, will continue to spread
throughout the world. a

John E. Jacobson is presi-
dent of Jacobson & Associ-
ates (Swarthmore, Pa.), a
consulting firm that focuses
on labor, environmental,
and marketing issues in the
steel industry. Jacobson also
is director of the WEFA
Group Steel Service, where
he produces reports used in
sirategic planning. For cop-
ies of the WEFA Group's report, call 215-660-6424.
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