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duction was upbeat until the second quar-
ter of 1991.

But output began to turn downward In
midyear with drops of 1.0 percent in the third

ovantually.

after month this year. Japan'’s raw steel pro- 5 trillion yen ($40 billion) into the economy.
This prolonged a boom in the following years
but only inflated the bubble that was to burst

Kawasakl Steel Corp., for one, now

neds xcess 00 million tons.”
The confidence of Japanese steel indus-

try executives in the future of steel seems

unshaken for several reasons, the biggest
renson baing that atosl in now bocoming
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rector of
Federation. He stressed the essential im-
portance of a country’s industrial infras-
tructure: “In the final analysis, the steel in-
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Japan’s steelmakers face massive change
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KAWASAKI STEEL'S Chiba Works. Much of Japan’s steel now is
being produced in jointly owned mills in other countries. Kawasaki
owns 50 percent of Armco Steel Co. LP, Middletown, Ohio.
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By JOHN E. JACOBSON
Jacobson & Associates

uddenly, the Japanese steel
iIndustry Is beset by a multi-
plicity of challenges. Cozy ar-
rangements with customers are be-
Ing assaulted by aggressive foreign
competitors and the changing
needs of customers.

The demand for steel is in a free-
fall due to a cyclical economic
slowdown and a secular shift to-
ward less steel-intensive industries.
Japanese executives are sitting on
mature assets in need of massive
capital infusions while new tech-
nologies are becoming available at
substantially lower capital costs.

At present, the landscape of the
Japanese steel industry is littered
with many more land mines than
gold mines.

The problems of the Japanese
steel industry include:

 Huge capital investments in
yesterday’s technology.

» Adesire to diversify away from
steel at all costs.

* A drastic slowdown in “new
thinking” and innovation.

A focus on engineering over
market development.

» Calls for steel trade protection.

* A maturing economy and aging
work force.

The record of success by the
Japanese steel industry since
World War Il has been without

John E. Jacobson is president of
Jacobson & Associates, a steel In-
austry consulting firm in Swarthmore,
Pa.

equal. Its continued success in the
19/70s and 1980s was In direct con-
trast to the record of retrenchment
and failure by integrated steel com-
panies Iin the United States.
However, many of the same ingre-
dients that led to the bloodbath of
the largest U.S. steel companies
are present in Japan today.

We expect that the Japanese
steel industry of the 1990s will ex-
perience many of the same gut-
wrenching changes that the U.S.
majors have just been struggling
with for so long. Japanese steel
production is in the process of
falling from the 110-million-ton-per-
year mark of the 1989-91 period to
95 million tons this year.

We believe that steel production
in Japan will never again exceed
100 million tons. Here’s why:

Japan’s relative cost position and
iInternational steel competitiveness
have drastically worsened in recent
years. Thanks to the strong yen,
rising compensation costs and
more efficient overseas competi-
tors, the Japanese steel industry
has become the high-cost world
steel producer. The Japanese also
have enormous debt service obli-
gations, which might compound
their problems in coming years.

Asian neighbors, especially
South Korea, have exploded onto
the world stage with low-cost steel
production capabilities.

Other global steel producers are
particularly interested in serving the
Japanese steel industry as a sym-
bol of their prowess. This Is an In-
teresting parallel to the long-stand-
ing attraction of the prestigious U.S.
steel market to producers around
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the world.

The bottom line is that Japanese
steel exports are down by more
than 15 million tons from the mid-
1980s. The country’s exports now
represent only 10 to 15 percent of
steel produced versus 30 to 40 per-
cent of total steel output only eight
years ago. Exports probably will
drop further as Japanese produc-
ers are obliterated from commodi-
ty steel markets around the globe.

In the countries In which
Japanese steel producers wish to
participate, such as the U.S., on-
site production units will take the
place of products shipped from
Japan. Tons of steel from Japan
are being replaced by tons pro-
duced in jointly owned production
facilities in various home markets.

This situation is especially true
for the U.S. carbon steel market.
For example, NKK Corp. owns 70
percent of National Steel Corp.,
Kawasaki Steel Corp. owns 50 per-
cent of Armco Steel Co. LP, Nippon
Steel Corp. owns 13 percent of
Inland Steel Co., and California
Steel Industries iIs 50-percent
owned by Kawasaki.

Today, almost one out of every
four people employed by a U.S.
steel company works at plants joint-
ly owned by a Japanese steelmak-
er.

There Is also a substantially re-
duced potential for indirect steel ex-
ports, given the tremendous
Japanese overseas investments In
downstream steel-using industries
like the automotive industry.

Japanese auto producers will be
making products near the cars’ end-

Continued on page 23A
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Continued from page 8A

markets and will not be shipping so
many cars from Japan. An In-
creasing number of stool firms will
be investing in production facllitios
near their targot mirkaots.

The real doterminant of success
and failure for the Japanese steel
Industry, like any other business,
will be how well it adapts to mas-
sive change. Management needs
to focus on:

* Winning technologies — how
to implement new production tech-
nologies rather than blindly de-
fending the existing capital base.

» Satisfaction — how to enhance
customer satisfaction rather than
erecting trade barriers.

 Global strategies — how to best
serve customers around the globe
rather than keeping specific pro-
duction locations open at all costs.

* Niche marketing — how to take
advantage of areas of distinctive
competence rather than simply run-
ning away from the steel business.

Adjustments will be made even
more difficult, given the current
state of the Japanese economy.
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The end of the prolonged dose of
fiscal policy stimulation has caused
economic and steel industry growth
of the Japanese juggernaut to slow
considerably.

Today, the Japanese are con-
fronted with a situation with many
similaritios to the L).S. of tho 1970s.
Labor costs havo rison onormou
ly as productivity hin nlowaod, the
curroncy hat romained ntrong,
making gaing in axport markots
more difficult, and the bubble In fi-
nancial and real estate markets has

burst.
Throughout the summer of 1992,

the economic adjustment phaso
has continued in Japan. Virtually
all measures of economic and fl
nancial activity have continuod to
show weakness.

A collapse of investment activity
is the primary reason for the slow-
down, but an inventory cycle has
further subdued production activi-
ty. According to the latest WEFA
Group and Jacobson & Associates
projections, Japanese gross na-
tional product growth will register
2.6 percent in 1992 while steel pro-
duction will slide to 95 million tons.

A convergence of trends has
placed enormous pressure on the
Japanese steel industry. Maintain-
ing output at 1989-91 levels will be
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virtually impossible for it. Japanese
steel exports will continue to shriv-
el and pressure from steel imports
will continue to mount.

To successfully weather the
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storm, the Japanese steel produc-
ers must fully implement their long-
planned facility shutdowns and ac-
celerate new business develop-
ment activities.

The biggest hurdle to improving
business prospects is the same
faced by U.S. companies — inter-
nal and governmental bureau-
cracy. -

KOREA'S POSCO LIGHTS THE WAY
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again proven that & IS, B oday

steel has the

power to raise nations. POSCO stands today

JCTE P S, #

1 . - . -
. o A L e eien S I

IIIIIIIIII
llllllllllllllll
lllllllllllllllll

MW;*“lﬁ - ~+ - d—-—-a :: g v wﬁwww k. » oy, - nrws T T T T I S T W T T

- .
LI .

T om
ﬂﬂﬂﬂﬂ

L n
......

]
-----
ttttt

O e e

iii
L |

.
---------

----------------
2w i BN 'llll FFFFFF
.........

............

||||||
---------

......

¥ An against-all-odds case

| The Dramatic btory
Pohdng Iron & Steel Co
AndItsRlsetotheTopRanks
Of World Steelmaking.

| 3 How visionary leadership
S N T N PPN

of Kmu S
mpany

3 How to instill labor-

study of industrial development. management harmony.
e An inside look at one of the 3¢ How a developing nation

struggled in the world steel
area.

¥ Key factors of profitability in

o o ewrgrliear] inrvelnratoen

e e R o




