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Ladies and Gentlemen, as distributors of Steel Pipe, you are accustomed to marketplace uncertainties.  Distributors by definition take the risk of shortages, and build up supplies to service customers in good times and in bad.


In 2010, Pipe Distributors face more than their share of uncertainty:  Government regulation, and historically severe credit crunch, and uncertain trade policy.  And I do not want to suggest to you that these are the only uncertainties that you face.


Mike and Susannah have asked me to talk particularly about trade cases and how they affect availability of the products you buy and sell in the United States.  Because there are 22 cases in place today (orders and investigations) that restrict steel pipe and tube, In speaking with you today, I want to emphasize the energy sector, which is related closely to steel pipe distribution, especially OCTG and drill pipe.  Shortages in those markets have important consequences for the energy sector and energy policy.  


What are these policies?  Washington is filled this year with policy imperatives, and it can be difficult to sort them out.  Those of us who live and work in the nation’s capital discuss these issues all the time.  In talking with you last night, it is clear that business people out in the rest of the country also discuss and worry about these same policy issues.  There has been little interaction on trade cases between Washington and the real world.  As a result, these cases are out of control. 


One key point is whether national energy policy should be considered when trade cases are filed.  Energy policy drives a number of key issues.  For example, there is the issue of climate change.  Since 1992, at the Sao Paulo conference on global warming, much has been written and much has been spoken about this issue.  While the issue of global warming is not entirely free from doubt, there is significant support for the idea that the earth is getting warmer and, if it gets warm enough, it will cause a change in climate.  If global warming is a genuine threat, we must be looking at ways to reduce carbon emissions that will not wreck our economy.  


Some urge that we spend every dime that we can raise or borrow to adopt green technologies and limit the emission of carbon into the atmosphere through rationing and cost increases.  The House of Representatives last year past a climate change bill that adopted this approach, with some modifications.  The Senate has yet to act, and may well not act before the November elections.  


If there is skepticism about global warming and climate change, and especially about the things that we can realistically do about it, we are stewards of this planet, and should do what we can to clean it up.  This suggests that efforts to reduce the amount of carbon emissions in the atmosphere are worthwhile, provided they are balanced with rational thought about economic growth, our standard of living and the progress of the world.  The rather messy sessions that we’ve had, culminating with the Copenhagen conference last December, are the world’s response to this need.  It isn’t pretty, but I think no one has a better suggestion.  


If planetary stewardship is the goal, we should look for practical ways to emit less pollution.  As Bjorn Lomborg (Swedish author—The Skeptical Environmentalist’s Guide to Global Warming) suggests, lower cost and less radical steps may make the problem more manageable.  For example, instead of making traditional methods of energy generation more expensive, we should think of ways to make them more efficient and less polluting.  Such as increasing natural gas for electricity as old coal plants are retired.  We may want to make “green” energy cheaper rather than increasing the costs of fossil fuel energy generation.  


Natural gas production is clearly a part of a rational solution to address climate change and environmental degradation.  The natural gas industry is busy with this.  They have made a tremendous effort to extol the virtues of natural gas as a cleaner fuel for electric generation than coal or oil.  If you watch Sunday morning talk shows, as I do, you will note the advertising in this area is marketedly up.  


Another energy policy imperative is energy independence.  If we can increase our own energy production, we will be able to send less money to countries that, as Boone Pickens puts it, “don’t like us.”  


That’s where pipe importers and distributors come in.  We are embarking on era of significantly increased exploration and production of natural gas, and the location of vast natural gas reserves that we did not know we had until quite recently.  Drilling wells, producing gas and distributing it around the country will require a tremendous amount of drill pipe, OCTG, and line pipe.  We do not have enough capacity to make all the pipe we need to explore and produce the available gas (and oil) in the United States.  Just as this effort begins, we see trade policy, delegated by antidumping and countervailing duty laws to the private sector, throwing a monkey wrench into efforts to increase natural gas development, and potentially frustrating our efforts not only to improve our performance in terms of carbon emission, but also to frustrate our efforts to improve our energy independence crisis.  


In April of 2009, petitioners filed anti-dumping and countervailing duty cases against oil country tubular goods (casing, tubing and green tubes) and certain other peripheral items against imports from China, which had sky rocketed.  On New Year’s Eve, drill pipe producers filed anti-dumping and countervailing duty petitions against Chinese drill pipes, even though imports of drill pipes from China had increased much more moderately.  


In December, the U.S. International Trade Commission found that imports of oil country tubular goods into the United States from China threatened material injury to the domestic industry.  Only two commissioners out of six determined that actual injury had resulted from Chinese imports, and four concluded that these imports threatened injury.  A countervailing duty order was issued in January, and an anti-dumping duty order is expected to issue within two months.


While OCTG cases have been commonplace over the last 25 years, the New Year’s Eve petition was the first on drill pipe.  Drill pipe is sold differently, distributed differently and used differently that oil country tubular goods (casing and tubing).  Drill pipe is often rented rather than sold to end-users, and therefore its distribution traffic is different.  It is also and indispensible element in oil and gas exploration, whether on land or off shore.  


On Friday, February 19th, the U.S. International Trade Commission split 3 to 3 on the question of whether imports of drill pipes injured or threatened injury to the domestic industry.  Three commissioners found a threat of injury, and three did not.  Under the strange rules of the antidumping and countervailing duty laws, a three to three vote means a victory for the petitioners, and these cases will continue.  In ten to twelve months, we will see whether or not a final injury determination is made by the International Trade Commission.  It is quite likely that the Commerce Department will find subsidies in dumping ----- they always do.


Thus, the scene is set where oil and gas exploration and production may be frustrated by antidumping and countervailing duty cases brought by domestic companies that will choke off imports of needed supplies from China.  It appears that boom times may be coming and the orders on China will either result in imports of higher priced products from other countries, or, just as likely, imports will be avoided out of fear of new trade cases and prices in the United States will skyrocket amidst dwindling supplies.  


The trade laws need to be reviewed to see how they affect other national policies.  First, as I noted, our current trade remedy laws commit trade policy (in other words, tariff setting) to private companies that form one part of the supply chain – domestic (U.S.) producers.  There is no provision for balancing their interests against those of distributors, end-users, drilling contractors etc.  If a shortage should result, the law does not provide exceptions for “short supply” situations.  The domestic producers have the whip end and orders can be revoked or suspended only if the domestic producers agree.  


Another problem with these laws, frankly, is that the duties set by the Commerce Department are too high.  Commerce calculates the duties based on information received from respondents that is too often rejected or supplemented by “facts available” that tend to inflate antidumping duties.  Preliminary antidumping margins in the OCTG Case, for example, are about 100 percent.  Most trade policy experts consider a 100 percent tariff to be prohibitive, meaning that trade will stop.  I think that’s a fairly good bet in this case.  


Finally, the trade laws do not tell importers the duty they owe.  Even if a 100 percent duty were something you could handle, all you know when you import the product is the deposit that is required to bring goods into the country, not the final duty.  How many of you would buy anything if you did not know for two years or more what the final price would be.  That this the situation faced by importers of goods subject to antidumping and countervailing duty cases.  There response, quite rationally, is not to play that game.  Imports stop, prices go up in the United States, and this renders the U.S. less competitive in global markets.


We have seen this movie before.  As steel pipe distributors, you know how often anti-dumping and countervailing duty cases are brought against tubular products.  By my count, there are 37 anti-dumping and countervailing duty orders currently in place or under investigation on pipe and tube products, pipe fittings and related articles, some still in effect for more than 20 years.  This is the largest single category of trade cases in effect on any industrial good.  Because we know that imports are necessary to meet domestic demand, these orders hamstring development of essential infrastructure in energy, construction and manufacturing.  


The energy sector is a new and potentially important policy imperative.  About ten years ago, when the price of crude oil was below ten dollars a barrel (remember that?) a group of great plains producers brought anti-dumping and countervailing duty cases against crude oil from Iraq, Saudi Arabia, Venezuela and Mexico.  The case never got started.  Even the Commerce Department knew that a trade remedy case against crude oil supplies would seriously damage the United States economy.  Because the government does not have the authority to reject a foolish case, Commerce developed extremely novel, shall we say, views regarding the level of industry support for the petition.  As a result, Commerce declined to initiate the investigation.  The case went through the courts, and by the time remands, etc. had been completed for the course of about three years, the price of crude oil increased to the point where the case became unnecessary.  It simply faded away.


In the pipe and tube area, the government has not seen fit to weigh the public interest.  I have advocated for years a “public interest” safety valve for important cases.  The effect of a serious shortage of drill pipe, casing, tubing and line pipe on U.S. energy policy could be a serious enough issue to cause policy makers to step in.  As I have said, there are few examples where this has happened, but it has happened in steel and crude oil.  Steel policy, in the 1980’s replaced anti-dumping and countervailing duty cases with “voluntary restraint agreements”.  This method was subsequently rendered unlawful under international trade rules, so other avenues must be explored.  There are examples to give us some encouragement that we can come up with ideas where interest can be balanced rather than simply delegated to one part of the equation.  


Pipe also means jobs, which are much more plentiful in the energy sector than they are in the pipe and tube sector.  At this time in our national life, creating jobs here at home is a key imperative that must not be lost in sight of, even if the petitioners complain of “unfair trade” from China.  Imports from China, no less than exports to China, create jobs in the United States, which we sorely need.  We need to trade smartly and enforce our trade laws smartly.  I do not suggest eliminating trade laws; only that they be administered with an eye toward the welfare of the entire country, not just a few.


The OCTG antidumping investigation is still pending before the Commerce Department.  The ITC has just announced that it will not make a new record in the antidumping case, having already found injury in the countervailing duty investigation on the same products.  Drill pipe is now before the Commerce Department.  Seamless standard, line and pressure pipe is also pending before Commerce, which has just issued preliminary findings in the countervailing duty investigation.  Seamless pipe and drill pipe must still go through the ITC final injury process.  There are a number of steps still to go before trade is fully under the control of trade remedies.  


Thank you for your time and I would be happy to take questions and comments.
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