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What is all the fuss about?

here was a time when acquisitions such as this

one would be celebrated versus overly scrutinized.
About 15 months ago another steelmaker, Cleveland
Cliffs, had offered roughly half of what Nippon Steel of
Japan had offered to buy the storied US steelmaker.
That offer had been rejected. For the shareholders
of U.S. Steel getting the Nippon bid was a bonanza
— almost too good to be true. One question is why
Nippon would offer as much as they did. | think that
answer is simple. To provide as in the Godfather, “an
offer they couldn't refuse”.
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U.S. Steel was founded in 1901by J.P. Morgan and Andrew
Carnegie, famed businessmen of the 20th century.

It became an iconic American success story, emblematic
of American dominance in worldwide manufacturing.

It fed the automotive markets, infrastructure,
construction, transportation, aviation, shipping and

a military industrial complex for America and other
countries around the globe. This last point is what is
making this whole transaction a subject of scrutiny for
many different groups. The argument is whether it makes
sense for any foreign country or its representatives to
have a stake in our own national security.

Today Japan is considered a friendly ally to the USA.
There was a time not too long ago where Japan was not
so friendly to the U.S for those that still remember Pearl
Harbor. That said, the world is a different place today
than it once was. Businesses in foreign countries build
factories in our country as we do in theirs. Globalization
has changed all the rules. We operate and invest in
countries all over the world. So, the idea of a foreign
entity acquiring an American corporation, even one as
iconic as U.S. Steel should come as no surprise.

The second important consideration is with the labor

impact. U.S. Steel as of 2022 employed 22,740 people.

That is half as many as it used to before automation and
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when union benefits and pensions spun out of control.
The Steelworker’s union is one of the country’s largest
unions and when Nippon Steel was making their bid,
the union was not even consulted. This was a problem
for some union leaders as they figured it might be a first
step in not acknowledging their concerns. Since the deal
was made, the Nippon folks have assured the union
that everything would remain the same.

The third issue was the sum of money that Nippon
offered. Simply put, why would they pay double what
Cleveland Cliffs had offered? There are a few theories
there. First, is that with the infrastructure funding bill of
last year, there will be a significant increase in funding
for projects that require domestic steel. Secondly, there
will be ongoing governmental subsidies for Green
environmental programs, EV automobiles, solar and
wind projects, etc. From a pure timing prospect, Nippon
sees all this as an opportunity for them. In 2022, U.S.
Steel produced about 14.5 million tons of steel. Nippon
said the acquisition is anticipated to bring its total steel
capacity to 86 million tons worldwide. This will keep
Japan as a top four steel producer in the world. China
currently produces 54% of the total worldwide.

The question is whether this deal will become a political
issue within an election year. It ultimately needs to
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be approved by the government for a merger of this
magnitude. The government'’s position will be debated
whether or not this is good for America. Aside from

the U.S. Steel stockholders who certainly will benefit,
how will this deal help the steel industry, its workers

and will it have an economic impact at all. The Biden
administration has shown to be in favor of unions and
worker’'s needs. Will they support this acquisition or not?

The final question is how, if anything, might this merger
impact the U.S. steel manufacturing sector. Much of
the steel processing equipment that U.S. Steel has

is somewhat antiquated compared to the rest of the
world. Nippon will have to invest significant money to
upgrade and modernize their equipment. Plus, the U.S.
market for steel production is now greatly impacted

by imported steel. The challenge for Nippon will be

to upgrade a domestic facility while it competes with
global competition that is subsidized with foreign
governments and 3rd world economies. Only time will
tell how successful they will be. It is supposed to close
by the 2nd or 3rd quarter of this year. Stay tuned.



