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BODY:

NOT content with buying two rusting steel conpanies, WIbur Ross, Arerica's
straight-tal king "king of bankruptcy”, now wants a third. On January 6th, Inter-
nati onal Steel Goup (I1SG, M Ross's acquisitive new steel conpany, nmade an of -
fer for Bethl ehem Steel, a big, bankrupt steel maker. Together w th steel maki ng
assets from LTV, another big, bust steel firmand Acnre Steel, a smaller firm
whose assets M Ross bought in Septenber, the conbined firmwould have the ca-
pacity to mll 16mtonnes of steel a year, making it the biggest steel naker in
America. On January 9th, another giant, US Steel, said it would buy Nationa
Steel for $750m

M Ross, who got a bargain when he bought LTV s assets for $325m | ast Febru-
ary, is the first to admt that the $1.5 billion he is offering for Bethl ehem
Steel, an old-fashioned "integrated" firmthat nmakes steel fromiron ore, not
scrap netal, is a "very full price". In part, this is because steel prices have
risen: in the past 12 nonths, the price of a tonne of hot-rolled steel has shot
up by nore than 50% But M Ross's uncharacteristic generosity also reflects
what Robert MIler, Bethlehem s chief executive, says is "the nost dramatic
thing that has happened in the US steel industry in the |ast 20 years"--an ex-
traordi nary new | abour contract with the United Steel Wrkers of Anmerica (USWA),
the industry's hitherto nmuscul ar | abour union

M Ross will not divulge the full details of the agreenent that |SG struck
with the union last nmonth. But the contract, whose features M Ross now hopes to
replicate at Bethl ehem Steel, contains several unexpected refornms. One is a new
flexibility towards union "work rules". The old LTV operated with nore than 30
different job classifications, keeping highly paid steelwrkers in jobs such as
mowi ng | awns or cleaning toilets. The new contract has whittled the Iist down to
six, and allows | SG to outsource nore menial work. Fabul ously generous pensions
and heal th-care benefits--blamed for many recent steel bankruptcies--have al so
been reduced. Steelworkers at |SG nmust now endure the same sorts of benefits
that nost white-collar Anericans put up with: "co-paynents" for doctor visits
and pensi ons whose pay-outs are no |onger guaranteed.

In return, M Ross's steelworkers get a slice of 1SGs profits and bonuses
tied to any productivity inmprovenents they can squeeze out of the manufacturing
process. "You'd be amazed at how much the fell ow who has sat for 15 years in
front of the machine knows about it," says M Ross. There have not been many
conplaints so far: after just eight nonths in operation, 1SGs workers collected
bonuses worth seven weeks' pay at the end of |ast year

Credit nust go in part to M Ross, who has played a canny hand. Although he
nmade deep cuts anmong LTV's blue-collar workers, M Ross was far nore savage with
the firm s Dbl oated corporate nmanagenment. Just 15% of LTV s forner white-collar
staff were kept on by I1SG-"a huge statenent to the union", according to one
source close to Bethlehem Steel. M Ross has al so been careful to toe the union
line on the evils of foreign conpetition: all he seeks, he says, is a "leve
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pl ayi ng-field", devoid of foreign governnent subsidies. It seens that Leo
CGerard, the USWA's pugnaci ous | eader, has found a steel boss he can deal wth.

To sonme extent, M Gerard has had no choice: 35 steel firnms have gone bust
since 1977. O these, 17 have liquidated thensel ves, costing USWA nenbers
heal t h-care benefits. But M Gerard al so deserves sone praise for his role. Hav-
ing lobbied furiously for trade tariffs on inported steel, which President Bush
duly delivered | ast March--alnost triggering a trade war with the European Un-
ion--the USWA has largely kept to its side of the bargain, throwing its weight
behi nd i ndustry consolidation. M Bush's widely criticised inposition of tariffs
so that steel makers could restructure thensel ves mght yet turn out to have a
positive side.

The upshot? 1SG now clains to be the | owest-cost producer of steel in Aner-
i ca-- cheaper even than nodern, non-unionised "mni-mll" operators such as Nu-
cor, which make steel out of scrap. Bethlehemw |l not be quite as profitable
for M Ross as his LTV deal has been. But one year ago, it would have been hard
to find a buyer willing to pay anything at all for the conpany's ageing bl ast
furnaces. Most startling of all is the possibility of an Anerican steel industry
enmerging that is strong enough to survive w thout trade barriers or government
handouts. That really would be sonething of a miracle.
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