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Abstract

Several countries, most notably China, are producing large amounts
of steel while the global economy is experiencing low growth rates.
The result is a steel surplus, driving down the global price of steel. U.S.
steel producers are arguing for immediate action by the federal government to combat alleged unfairly priced imports. The government
does have the option of implementing tariffs in this case, but special
interest tariffs on steel negatively affect other domestic industries that
rely on steel as a means of production. Ultimately, American consumers would bear the cost of these tariffs when they purchased any finished goods made from steel.
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ince 2012, the global economy has been experiencing average
growth rates of less than 3 percent. As a result, demand for steel
has weakened. Despite the procyclical nature of the global steel
market, some nations, most notably China, are producing large
amounts of steel, thereby driving down the price.
In response to alleged unfair trade practices, domestic steel
producers are advocating for broad import restraints and immediate action by the U.S. government to protect the domestic industry.
The federal government possesses a wide variety of tools to address
these claims, but caution is required, because special interest tariffs
for the steel industry will have negative consequences elsewhere in
the domestic economy.
The U.S. manufacturing and construction industries rely on
domestic and foreign steel to create finished products. Tariffs on
steel imports limit choices and increase costs for these industries.
Those costs are ultimately borne by American consumers and act
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Since 2012, the global economy
has grown by less than 3 percent
per year, thereby weakening
global demand for steel. Some
nations, especially China, are
producing large amounts of steel,
driving down the global price.
U.S. steel producers want immediate action by the U.S. government to protect the domestic
industry. The government has
a wide variety of tools to do so,
but special-interest tariffs for the
steel industry will have negative
consequences elsewhere in the
domestic economy.
U.S. manufacturing and construction industries rely on domestic and foreign steel to create
finished products. Tariffs on
steel imports limit choices and
increase costs—borne by American consumers when they buy
everyday goods made from steel,
such as lawn mowers and washing machines.
Showing favoritism for a certain
industry does more harm than
good. It is time that the government stop implementing protectionist tariffs for domestic
steel producers and embrace the
principles of free trade to expand
economic opportunity for all.
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as a tax on everyday goods made from steel, such as
lawn mowers, washing machines, and microwaves.
Available tools to combat alleged unfair trade practices under domestic trade rules are permissible and
viable options according to international norms, but
showing favoritism for one industry at the expense
of others can do far more harm than good. It is time
for the U.S. government to stop implementing special interest, protectionist tariffs for domestic steel
producers and embrace the principles of free trade to
expand economic opportunity for all.

Technology Driving Changes in SteelMaking

Over the past century, technological advancements to increase efficiency and improve product
quality have driven exponential change in the U.S.
steel industry. Steel-making in the United States
has traditionally been dominated by integrated steel
mills: mills that use raw materials to produce steel
products. Since the 1980s, however, greater emphasis has been placed on using recycled scrap metal to
produce new steel, leading to the emergence of minimills in the U.S.
Since 1870, integrated mills have used two types
of furnaces to process iron ore and produce steel. The
open-hearth furnace (OHF), used as the domestic
best practice from 1870 to 1965, was attractive for its
high capacity, but required hundreds of thousands
of workers to operate. In 1952, the basic-oxygen furnace (BOF) was introduced, allowing steel producers
to decrease production time while maintaining high
capacity like the OHF, but requiring far fewer workers. In 1965, U.S. firms began to invest in BOF technology, and in just five years the furnaces accounted
for approximately 50 percent of U.S. steel production.1
The electric-arc furnace (EAF), which existed
as early as 1880, uses recycled scrap metal to produce new steel products. Due to its smaller capacity, efficiency, and adaptability, the EAF is the pri-

mary technology used in mini-mills. U.S. companies
began establishing mini-mills in the late 1960s, and
their popularity has surged since the 1980s. Today,
mini-mills are responsible for producing more than
60 percent of all domestic steel.2

Not All Steel Is the Same

As steel-consuming industries have become
more advanced, the demand for specialized steel
products has grown. The majority of steel products used around the world today did not exist two
decades ago.3 EAF technology has allowed minimills, and even integrated mills, to meet the changing demands of steel consumers. According to Andy
Harshaw, president and CEO of ArcelorMittal USA:
Historically, integrated producers enjoyed a competitive advantage, uniquely capable of providing
high-quality, value-added products that minimills couldn’t match. Today, mini-mills such as
Steel Dynamics and Nucor are expanding their
capabilities to target growth in our core markets,
including automotive. As an example, Nucor is
providing exposed panels for some new BMWs; a
thought that was unheard of just five years ago.4

Manufacturers operating in the “downstream”
stage of production,5 which use advanced steel
products, require special types or grades of steel to
produce their finished goods more easily. Domestic fastener manufacturers, for example, use a specific type of steel called cold-heading quality (CHQ)
wire rod. “Most steel companies producing wire rod
do not have dedicated CHQ production, but rather
shift from ‘industrial quality’ or IQ wire rod to CHQ
based on a variety of factors. This can lead U.S. fastener manufacturers to seek raw material from suppliers outside North America when U.S. production
of CHQ is not available,” explained Rob Harris of the
Industrial Fasteners Institute in recent testimony.6
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Harris goes on to explain that different steel-consuming industries need different products, and that
the domestic steel industry is not capable of supplying everything that all industries need.

Steel Employment and Wage Changes

BOF and EAF technologies have not only driven
change in the type of steel produced, but also in the
number of workers required in the steel industry.
Approximately 147,000 individuals were directly
employed in steel manufacturing in 2015, representing a much leaner and more streamlined industry:
Labor productivity has improved from an average of
10.1 hours per ton of steel in the 1980s (when 514,518
workers were directly employed) to just 1.9 hours
per ton last year.7
These advances have also led to a highly skilled
workforce and increased average annual wages for
steel workers. The steel industry demands aptitude
in science, technology, engineering, and mathematics subjects, and many employees possess a two-year
technical training degree or higher.8 As demonstrated in Chart 1 the average annual steelworker wage
in 2015 was approximately $71,000, and wages for
steelworkers have been steadily increasing over the
past few decades.
Mini-mills, which use electric-arc furnaces, have
increased competition within the domestic steel market. They did so partly by capitalizing on opportunities
in southern states in the 1980s. Because of their lean
nature, as well as relatively low initial capital requirements compared to integrated mills, mini-mills surged
in a region where worker unions were less common,

scrap metal was abundant in largely untapped markets, and the mills could tap into niche-market needs.9

Current State of the Global Steel Market

Global steelmaking capacity was estimated by the
Organization for Economic Co-operation and Development (OECD) to be approximately 700 million metric tons more than global demand last year.10 Many
individuals in the domestic steel industry argue that
this overcapacity is a major problem because it results
in a global steel surplus. This surplus stems from a
variety of factors, but most notably the simple fact
that the steel industry is inherently procyclical.
When the global economy is thriving, consumers
often have the ability to purchase a new car or other
luxury goods they may not have been able to afford
during an economic downturn. Governments, too,
have more money to invest in major infrastructure
projects, like building bridges. Simultaneously, the
production of steel and manufactured goods made
from steel grows to meet this increased demand.
Since 2012, global gross domestic product (GDP)
has been growing annually by less than 3 percent, a
significant reduction from previous years.11 At the
same time, steel demand has weakened, falling by
3 percent last year, as shown in Chart 2. The World
Steel Association estimates that demand for steel
products will increase in the next two years, but that
growth will happen slowly.12
Despite these slowdowns, many countries, such
as China, are continuing to produce large amounts
of steel, creating a surplus and driving down the
global price of steel. Chinese steel producers, which
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CHART 1

Steel-Manufacturing Industry: Employment and Wages
ANNUAL AVERAGE EMPLOYMENT

ANNUAL AVERAGE WAGES

600,000

$80,000

$71,000

500,000
$60,000
400,000
300,000

$40,000

200,000

147,000

$20,000

100,000
0
1980

$0
1990

2000

2010 2015

1980

1990

SOURCE: Bureau of Labor Statistics, Quarterly Census of Employment and Wages,
http://www.bls.gov/cew/datatoc.htm (accessed August 10, 2016).

are primarily state-owned enterprises, use future
infrastructure plans in emerging markets as justification for continuing to produce excess steel.13

Requests for Protection

Domestic steel producers have long argued that it
is the duty of the federal government to protect the
domestic market from alleged unfair international
competition. The current discourse is no different as
stakeholders in the U.S. steel industry are advocating “broad-based import restraints” and immediate
action by the government in response to the behavior of China and other steel-producing nations during this global economic slowdown.
In arguing this position, steelmakers have filed
countless petitions under U.S. trade law ranging from

13.

2000

2010 2015
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temporary, product-specific and nation-specific tariffs,
to overarching tariffs affecting a wide range of imports
from around the world. While the government does
possess a broad array of tools to combat unfair trade
practices, all technically permissible under the World
Trade Organization charter, it is crucial to use caution
when engaging these tools. Tariffs meant to protect
one industry can, and often do, have significant damaging effects on other domestic industries.
Anti-Dumping Duties. Anti-dumping duties,
permissible under the Tariff Act of 1930,14 are the
most common tool used to combat alleged unfair
trade practices. These special tariffs are imposed by
the U.S. government on a specific foreign import that
is believed to be priced unfairly and thus causing injury to a domestic market.15

In 2015, the Chinese government created the Asian Infrastructure Investment Bank (AIIB) with two main goals. The first is to transfer
commodities like iron and steel to emerging markets in the region. The second is to increase China’s influence across Asia. Yexin Mao,
“Challenges on the Asian Infrastructure Investment Bank,” The Daily Signal, April 28, 2015,
http://dailysignal.com//2015/04/28/challenges-on-the-asian-infrastructure-investment-bank/.

14. Tariff Act of 1930, Public Law 71–361.
15.

U.S. International Trade Commission, “Understanding Antidumping & Countervailing Duty Investigations,”
https://www.usitc.gov/press_room/usad.htm (accessed July 18, 2016).
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The U.S. Department of Commerce and the U.S.
International Trade Commission (ITC) conduct formal investigations of alleged unfair trade practices,
typically following a petition from a domestic entity.
The Commerce Department must determine whether the product in question is, in fact, being sold below
fair market price, while the ITC determines if the
corresponding industry is injured by the “dumped”
product. Approved duties are required, under the
Uruguay Round Agreements Act of 1994,16 to go
through a review investigation by the Commerce
Department and ITC every five years to determine if
the tariff is still necessary.17
Steel industry leaders claim that these special
tariffs are needed to “create a level playing field” for
domestic producers, yet they also admit to their lack
of effectiveness in achieving that goal. Leo Gerard,
international president of the United Steelworkers
(USW), explicitly stated in submitted testimony that
“[USW] has supported dozens of trade cases—primarily antidumping and countervailing duty cases—
to try and address the flood of unfairly priced steel…
but they have not been sufficient.”18
Currently, the U.S. has 75 anti-dumping and
countervailing duty orders in place for iron and steel
mill imports. Twenty-two have been ordered in the
past two years alone, and the remaining 53 have
undergone review investigations more than once.
One order in particular, on stainless steel wire rod
from India, has been in place since 1993.19
Alden Abbott, a senior legal fellow at The Heritage Foundation, states that “anti-dumping is in
fact a form of special-interest cronyism that imposes high costs on Americans and thwarts beneficial
competition.”20 Despite their intended use as tem-

porary tools to decrease injury to the domestic market, anti-dumping duties like this one against India
are being used to “protect” domestic steel producers
from having to compete with foreign companies.
Section 201 Tariff. An investigation of foreign
trade practices under section 201 of the Tariff Act
of 1930, also known as a safeguard investigation, is
used to determine if an import is causing harm or
injury to a corresponding domestic industry.
Imposing a tariff through section 201 requires
action by the President following an investigation by
the ITC. The ITC must prove that “there is clear evidence that increased imports of the article are a substantial cause of serious injury, or the threat thereof,
to the domestic industry producing an article like or
directly competitive with the imported article.”
U.S. steel industry leaders like Mark Millet, president and CEO of Steel Dynamics, claim that because
anti-dumping duties are not solving the problem of
cheap steel imports, “a Section 201 proceeding may
be the only viable solution.”21
The use of a section 201 investigation to combat
unfair trade practices is not common, and, when it
is used, tends to result in “unintended consequences” for other domestic industries. In 2001, the ITC
investigated the impact of all steel imports on the
U.S. steel industry, and recommended that President George W. Bush impose tariffs of up to 30 percent on many steel imports.22
These tariffs, which went into effect in 2002, had
serious negative effects on steel-consuming industries in the U.S. The decision to impose tariffs on
steel also resulted in complaints by several nations
at the World Trade Organization.23 President Bush
ordered the tariffs to be removed in December 2003.

16. Uruguay Round Agreements Act of 1994, Public Law 103–465.
17.

U.S. International Trade Commission, “Understanding Antidumping & Countervailing Duty Investigations.”

18. Leo W. Gerard, testimony before the Steel Caucus, U.S. House of Representatives, April 14, 2016,
http://www.usw.org/testimony/Gerard-APRIL-14-2016.pdf (accessed July 18, 2016).
19. U.S. International Trade Commission, “AD/CVD 701/731 Publications,” https://www.usitc.gov/trade_remedy/publications/opinions_index.htm
(accessed July 18, 2016).
20. Alden F. Abbott, “U.S. Antidumping Law Needs a Dose of Free-Market Competition,” Heritage Foundation Backgrounder No. 3030, July 19,
2015, p. 3, http://www.heritage.org/research/reports/2015/07/us-antidumping-law-needs-a-dose-of-free-market-competition.
21.

Roger B. Schagrin, “Comments on Global Steel Industry Situation and Intention to Testify,” Inside U.S. Trade, March 29, 2016,
http://insidetrade.com/sites/insidetrade.com/files/documents/mar2016/wto2016_0810_21.pdf (accessed July 18, 2016).

22. News release, “President Announces Temporary Safeguards for Steel Industry,” The White House, March 5, 2002,
http://georgewbush-whitehouse.archives.gov/news/releases/2002/03/20020305-6.html (accessed April 29, 2016).
23. Dan Ackman, “Bush Cuts Steel Tariffs, Declares Victory,” Forbes, December 5, 2003,
http://www.forbes.com/2003/12/05/cx_da_1205topnews.html (accessed July 18, 2016).
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CHART 2

World GDP Growth and Steel Demand
PERCENTAGE CHANGE IN WORLD GDP
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SOURCES: The World Bank, “GDP Growth (Annual %),” http://data.worldbank.org/indicator/NY.GDP.MKTP.KD.ZG (accessed August 10, 2016);
Worldsteel, “Worldsteel Short Range Outlook 2015–2016,” October 12, 2015, https://www.worldsteel.org/media-centre/press-releases/2015/
worldsteel-Short-Range-Outlook-2015-2016.html (accessed August 11, 2016); and Worldsteel, “Worldsteel Short Range Outlook 2016–2017,”
April 13, 2016, https://www.worldsteel.org/media-centre/press-releases/2016/worldsteel-Short-Range-Outlook-2016-2017.html (accessed
August 11, 2016).
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As demonstrated in Chart 3, study by the Consuming Industries Trade Action Coalition (CITAC) found
that 200,000 individuals in steel-consuming industries lost their jobs in 2002 because of higher steel
prices, amounting to about $4 billion in lost wages.24
The tariffs provided minimal relief to steel producers,
but resulted in higher steel prices for American companies that rely on steel as a means of production. The
cost of higher steel prices was not only borne by the
companies, but also by every American family that
purchased any product made from steel.
Section 232 Tariff. Under section 232 of the
Trade Expansion Act of 1962,25 the federal government has the ability to investigate foreign trade
practices to determine the effects of imports on U.S.
national security.

heritage.org

Imposing a tariff through section 232 requires
action by the President following an investigation by
the Secretary of Commerce, who has the authority
to self-initiate an investigation. A section 232 investigation can also commence following a petition
from an interested party or request from a department or agency head. The Secretary is required to
find whether imports threaten to impair U.S. national security. The Secretary submits his recommendations to the President, who has 90 days to act. Section
232 tariffs are very uncommon and few have been
ordered by the President following an investigation.
In 1999, the Secretary of Commerce found that
petroleum imports were threatening to impair
national security: Domestic oil reserves and production were low, and non-OPEC substitutes for

24. Joseph Francois and Laura M. Baughman, “The Unintended Consequences of U.S. Steel Import Tariffs: A Quantification of the Impact during 2002,”
Trade Partnership Worldwide, February 4, 2003, http://www.tradepartnership.com/pdf_files/2002jobstudy.pdf (accessed April 29, 2016).
25. Trade Expansion Act of 1962, Public Law 87–794.
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benefits.”26 The same would certainly be true in the
case of steel.

CHART 3

Protectionist Tariffs Cause
Major Job Losses

Picking Winners and Losers

President Bush approved steel import
tariffs of up to 30 percent in 2002. Over
the course of that year, nearly 200,000
Americans working for companies that rely
on steel lost their jobs, with 53 percent of
the losses occurring in just 10 states.
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SOURCE: Joseph Francois and Laura M. Baughman, “The
Unintended Consequences of U.S. Steel Import Tariffs: A
Quantification of the Impact During 2002,” Trade Partnership
Worldwide, http://www.tradepartnership.com/
pdf_files/2002jobstudy.pdf (accessed April 29, 2016).
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petroleum did not exist. Despite these findings, the
Commerce Department did not recommend the
President exercise his authority under section 232.
Like similar investigations in 1988 and 1994, it was
concluded that “the costs to the national security
of an oil import adjustment outweigh the potential

As demonstrated in the previous examples, using
tariffs to protect one industry can have severe consequences on other parts of the domestic economy. To
put this impact in perspective: The U.S. steel industry employed approximately 147,000 people in 2015;
yet scores of other domestic companies need the steel
produced by these individuals to create finished goods.
In fact, steel-consuming manufacturers employ about
6.5 million people each year, and the construction
industry supports another 6.3 million jobs.27
Because raw materials represent a significant portion of the finished product for downstream manufacturers, it is crucial that these manufacturers receive
the best products at the lowest costs. For some industries, that means buying foreign-made steel. When
import tariffs are placed on this foreign steel, the
industries that employ those 12.8 million Americans
are on the losing end of this government favoritism.
Steel-consuming industries are not the only losers in this scenario. While stakeholders in the U.S.
steel-making industry are shouting at the top of their
lungs about China, Japan, South Korea, and other
countries offering “unfair” steel prices, everyday
Americans are struggling to afford a new washing
machine or a refrigerator when the old one breaks
down. Many of the goods they purchase, from lawn
mowers to grills, are made of steel, and import tariffs raise the price of those goods. The special interest tariffs that steelmakers plead for are really just
another tax on Americans and one more thing that
makes it harder for average families to get by.

America Needs the Right Trade Policy

The debate between protectionist and free trade
policies is not new in the United States. As President
Ronald Reagan once put it:28

26. U.S. Department of Commerce Bureau of Industry and Security, “Section 232 Investigations,”
https://www.bis.doc.gov/index.php/other-areas/office-of-technology-evaluation-ote/section-232-investigations (accessed July 18, 2016).
27. Steel-consuming manufacturers produce: fabricated metal products; machinery; computer and electronic products; electrical equipment,
appliances, and components; motor vehicles, trailers, and parts; other transportation equipment; furniture and related products; and miscellaneous manufacturing. Bureau of Economic Analysis, “Full-Time and Part-Time Employees by Industry Data Series, 2007 to 2014,”
http://www.bea.gov/iTable/print.cfm?fid=718A9A5150C52C20743F8882F711BA94B63DFA6A263656FABBCE94FA5A8705C8CF5AFBD92
7E63BB81584B114DE4F013CDD922DCFADAA9BE5CF8972E98CFDA979 (accessed July 18, 2016).
28. Ronald Reagan, “Remarks at a White House Briefing for Trade Association Representatives on Free and Fair Trade,” July 17, 1986, https://www.
reaganlibrary.archives.gov/archives/speeches/1986/71786a.htm (accessed July 18, 2016).
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[W]e’re determined to press on with the right
trade policy and, most important, to do all we can
to shift the political focus away from negative,
protectionist legislation to positive, pro-growth
policies—policies like comprehensive tax reform
and spending reduction…. The main question is
not how to shelter the American economy but
how to bring it into still wider contact with the
rest of the world; not how to protect it from competition but how to release our boundless talent,
creativity, and know-how so that America comes
out of the competition a winner. After all, it’s not
protectionism but economic growth that in the
past [3.5] years has created more than 10 million
American jobs.

Reagan’s words find strong support each year in
the Index of Economic Freedom,29 which confirms
that countries with greater levels of trade freedom
enjoy higher levels of economic prosperity. Citizens
in countries with low tariff rates and few non-tariff
barriers enjoy higher per capita incomes, lower rates
of hunger, and do a better job of protecting the envi-

ronment. While the average tariff rate in the United States is 1.5 percent,30 special interest tariffs and
non-tariff barriers for steel and several other industries, which can be as high as 300 percent, hinder
Americans’ freedom to trade.31
While steel industry leaders argue that it is
the duty of the government to protect them from
unfair competition, the duty of the government to
reject favoritism for a specific industry over others
and ensure a level playing field within the U.S. is
even more crucial. Rather than immediately turning to protectionist tariffs for steel producers, the
U.S. Trade Representative, the ITC, the Commerce
Department, and Congress should work together to
find solutions that keep U.S. markets open to innovation, competition, and economic opportunity for all.
—Tori K. Whiting is Research Assistant in the
Center for Trade and Economics, of the Institute for
Economic Freedom and Opportunity, at The Heritage
Foundation. Owen Morgan, Maria Nenkova, Milton
Padilla, and Max Rysztak, members of the Heritage
Young Leaders Program, made valuable contributions
to this Backgrounder.

29. Terry Miller and Anthony B. Kim, 2016 Index of Economic Freedom (Washington, DC: The Heritage Foundation and Dow Jones & Company, Inc.,
2016), http://www.heritage.org/index/.
30. The World Bank, “Tariff Rate, Applied, Weighted Mean, All Products (%),” data series, 1989 to 2014,
http://data.worldbank.org/indicator/TM.TAX.MRCH.WM.AR.ZS?locations=US (accessed July 18, 2016).
31. John W. Miller and William Mauldin, “U.S. Imposes 266% Duty on Some Chinese Steel Imports,” The Wall Street Journal, March 1, 2016,
http://www.wsj.com/articles/u-s-imposes-266-duty-on-some-chinese-steel-imports-1456878180 (accessed July 18, 2016).
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