












"artificially" inflated hourly employ­

ment costs to 26 USD per hour. 

In some cases, pension costs have 

been reduced by simply changing ac­

tuarial assumptions. For example, in 

1984, such changes permitted Bethle­

hem to reduce employment costs 58 

million USD or 6.50 USD per ton ship­

ped. If economic conditions change, 

companies may be forced to make op­

posite adjustments in actuarial assump­

tions which could raise pension costs. 

Materials and energy costs 

Materials, energy and other cost inputs 

have declined only eight per cent since 

1982. They comprised approximately 28 

per cent of the total cost savings during 

that period. 

Energy costs have fallen four per cent 

since 1982 and appear to have stabilized. 

These costs are high compared to 

foreign competitors, particularly 

because domestic companies have failed 

to achieve efficient energy practices. 

Table 7 

Carbon steel costs 1980-1985 
(USD/t) 

Breakout by cost item: 

Employment cost 

Materials: 

Iron ore 

Coal/coke 

Energy 

Other 

Depreciation 

Misc taxes 

Interest 

Total operating costs 

Source: 

Same as for Tables 1-4. 

56 

1980 

159 

64 

52 

49 

101 
22 

7 

7 

461 

Iron ore costs have increased slightly 

since 1982. These costs put domestic 

producers at a competitive disadvantage 

with foreign competitors. 

New equipment 

Cost savings are also attributable to new 
equipment, especially continuous 

casters. On average, casters reduce costs 

by 40 USD per ton, primarily through 

energy savings (less reheating), im­

proved yields and lower manning re­

quirements. 

In the next two years, nine casters will 

be brought on line by integrated pro­

ducers. While this will help to further 

reduce costs, payments for financing the 

purchase and installation of these 

casters will offset some of the cost 

savings. 

Low operating rates 

The lower level of shipments since 1981 

has led to much lower operating rates, 

1981 1982 1983 1984 1985 

168 195 157 136 126 

70 80 78 79 79 
56 60 56 58 55 
58 75 74 74 72 

107 112 106 105 94 
21 33 32 33 32 
8 14 11 10 10 
7 13 16 17 17 

496 581 530 512 485 

and therefore raised costs. As Thble 8 

shows, there is a strong correlation be­

tween operating rates and the industry's 

operating income. 

In addition to being affected by ship­

ment levels, operating rates are also 

affected by reductions in steelmaking 

capacity. For example, the industry's 

operating rate rose 12 per cent from 1983 

to 1984, but only five per cent of this 

improvement was due to increased pro­

duction. The remaining seven per cent 

came from closing down 15 million tons 

of capacity. Management is rejecting 

the old philosophy of maintaining extra 

capacity in hope of future good times. It 

is trying to boost operating rates 

through shutdowns and the concentra­

tion of production in the best plants. 

Imports also have a direct impact on 

operating rates by displacing domestic 

shipments. To give some sense of this 

impact: if in 1985 imports had been 

reduced by four million tons, domestic 

operating rates would have increased to 

73 per cent from an actual 69 per cent. 

Table 8 

Pretax operating income and 
operating rates 1977-1985 

Pretax 

Operating operating 

rate (OJo) income/t 

1977 78.4 - 4

1978 86.8 30

1979 87.8 36

1980 72.8 0

1981 78.3 26

1982 48.4 -53

1983 56.2 -45

1984 68.4 -19

1985 69.0 - 9

Source: 

AISI, "Annual Statistical Report", 1984, 

World Steel Dynamics, Steel Strategist No 

11, September 1985. 
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