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Introduction

Proceeding from the basic objectives of the GCC, and in line with the objectives of the unified
economic agreement of the Council, and due to the importance of the role played by GCC
industries in the economies of the GCC countries, it has become necessary for the GCC
countries to take necessary measures to protect their industries from harmful practices in
international trade directed to them from non-member states, which causes, or threatens to
do, harm to the GCC industry or preclude its realization.

Based on the competence of the Technical Secretariat Office to combat harmful practices in
the international trade of the GCC countries stipulated in Article (10) of the Unified Law
against anti-dumping and the compensatory and preventive measures of the GCC countries
and its executive regulations, and considering that the Technical Secretariat Office is the body
authorized to receive complaints and conduct investigations on harmful practices in
international trade directed from non-member states of the Council, and based on the
decision of the honorable permanent committee No. (26/4waw/2019) to start the protection
investigation on their own in accordance with the provisions of paragraph (4) of Article (2) of
the executive regulations, the Technical Secretariat Office has started investigation
procedures against the increase in imports of GCC countries of some steel products! in
accordance with the terms and conditions stipulated in the unified GCC law and its executive
regulations.

The Technical Secretariat Office prepared an preliminary report that consists of the initial
results reached by this investigation, following a preliminary study of the data provided by all
parties concerned and interested parties that requested to participate, which cooperated
with the Technical Secretariat Office within the deadlines specified in the announcement for
opening the investigation. The parties included the GCC industry, GCC importers, and foreign
exporters/ producers. The aim was to submit it to the Permanent Committee to take a
decision regarding the ongoing investigation in accordance with the provisions of the unified
GCC law and its executive regulations.

It is also worth noting that in the next stage, a comprehensive review will be made regarding
the scope of the products under investigation and the method through which the final
investigation results will be reviewed, following the examination of the results of the field
visits, the hearing session to the parties involved in the investigation, and the comments
flowing to the Office from the parties, and reply to these in the next report.

1 The Official Bulletin of the Technical Secretariat Office to Combat Harmful Practices in International
Trade, issue N. (23).



VIl. Procedures

I-1 Starting the investigation

1. Based on the decision of the Permanent Committee to combat harmful practices in the
international trade of the GCC states (hereinafter referred to as the Permanent Committee)
to start protection investigation on their own in accordance with the provisions of paragraph
(4) of Article (2) of the executive regulations of the unified GCC law.

2. It has been announced to start the protection investigation against the increase in the
imports of GCC countries of some steel products (the products under investigation). The
announcement was published in the official bulletin of the Technical Secretariat Office to
combat harmful practices in international trade.?

I-2 Investigation period

3. The period of investigation in serious damage and the threat of serious damage extends
from 2014 to the first semester of 2019.

4. For the purposes of comparison, the year 2014 was considered a base year for comparison
to the other years.

I-3 Parties concerned or interested in the investigation

5. The Technical Secretariat Office gave all parties wishing to participate in the investigation,
as related or interested parties, an opportunity to declare themselves and present their views
in writing, and all related or interested parties were asked to cooperate in the investigation
within the time periods specified in the announcement to start the investigation, according
to the provisions of Article ( 9) of the executive regulations of the unified Gulf law.

6. The Technical Secretariat Office has notified the Protection Committee of the World Trade
Organization with a copy of the decision to start the investigation through the Presidency of
the incumbent state.3

7. The Technical Secretariat Office has received letters from some parties from within the GCC
countries and from outside (governments, exporters and importers) that they wish to register
as interested parties in the investigation. Accordingly, the Technical Secretariat Office
registered them as related or interest parties in the investigation.

2 Official Bulletin of the Technical Secretariat Office to Combat Harmful Practices in International
Trade (23) on October 23, 2019. The bulletin is available on the Technical Secretariat Office page on
the website of the General Secretariat of the Gulf Cooperation Council states on the following link:
http://www.gcc-sg.org/ar-sa/CongnitiveSources/Diginallibrary/Pages/Details.aspx?itemid=797

3 G/SG/N/6/BHR/3




Investigation questionnaires

8. The Technical Secretariat Office sent the investigation questionnaires to the parties related
or interested in the investigation, and gave them a period of 40 days to respond to the
investigation questionnaires in accordance with Articles (11) and (12) of the Executive
Regulations of the unified Gulf Law, and the questionnaires response period was extended
for ten days based on a justified request from the related or interested parties, in accordance
with the provisions of paragraph (2) of Article (12) mentioned above.

9. Technical Secretariat Office received the responses to the investigation questionnaires
from Gulf manufacturers and Gulf importers in addition to the foreign producer/exporters.

Il. The GCC industry

10. Through the investigation data and the responses to the investigation questionnaires, it
was found that the steel manufacturing companies involved in the investigation in various
GCC countries represent 55.21% of the total GCCiron and steel production industry producing
the similar GCC product or the one directly competing with it.

lll. The product under investigation, its similar or direct competitor

11. Some steel products classified into 9 categories (the products under investigation), which
fall under customs items mentioned in the table below:

Table No. (1): Products under investigation

N. Steel category Customs items
1 Flat hot rolled coils and sheets | 720827; 720837; 720838; 720839; 720851; 720853;
720854; 721113; 721114; 721119
2 Cold rolled flat steel coils and 720916; 720917; 720918; 720926; 720927; 720928;
sheets 720990; 722550
3 Metallic coated steel 721030; 721049; 721069; 721220; 721250; 721260;
722591; 722592; 722599
4 Organic coated steel 721240
5 Reinforced steel bars and wire | 721310; 721320; 721391; 721399; 721410; 721430;
rod 721510; 721550; 721590; 722710; 722720; 722810;
722820; 722840; 722850; 722860




6 Circular, square and 721491; 721499; 722211; 722219
rectangular sticks and rods

7 Sections 721610; 721631; 721632; 730810
8 Angles and shapes 721621; 721650; 730120
9 Welded and seamless pipes 730424; 730520; 730531; 730539; 730611; 730619;

and tubes including items for 730640; 730661; 730690
transporting water, gas and oil

12. The GCC industry produces products that are similar to and directly competitive with the
products under investigation, where in principle it was revealed to the Technical Secretariat
Office, based on data, documents and information available, that imported and Gulf steel
products have the same basic physical, technical and chemical properties, and that they have
the same uses and the same distribution channels, production process and the raw materials
used. They also come under the same customs items, and can be substituted for one another.

IV. Increase in imports

13. The Technical Secretariat Office has studied the development of the rate and size of
increase in imports of products under investigation in a manner absolute or relative to
production, in implementation of the provisions of paragraph (2-a) of Article (71) of the
executive regulations of the unified Gulf law according to the following:

IV-1-1. Absolute development of imports volume

Table No. (2)
Unit: one thousand tons
2014 2015 2016 2017 2018 July 2018-
June 2019
Imports volume | 3,774.47 | 4,482.14 3,834.14 4,460.59 4,591.83 4,233.26
Imports index 100 118.75 101.58 118.18 121.65 112.16

Source: ISSB database

14. Table No. (2) shows that the development in the volume of imports of the GCC countries
of steel products under investigation has increased. During the investigation period, imports
increased continuously, reaching their maximum in 2018 with a percentage of 21.65, then
continued to increase by 12.16% during the period July 2018 - June 2019 compared to 2014.



IV—1-2. Relative development of imports volume

Table No. (3)
Unit: one thousand tons
2014 2015 2016 2017 2018 July 2018-
June 2019

Imports volume 3,774.47 4,482.14 3,834.14 | 4,460.59 4,591.83 4,233.26
Imports index 100 118.75 101.58 118.18 121.65 112.16
Production index | 100 97.12 94.16 85.54 93.92 70.21
Import indexasa | 100 122.27 107.88 138.15 129.53 159.75
percentage of
production

Source: ISSB database and investigation data

15. As to the development of the volume of imports of the GCC countries in relation to the
production of the GCC steel products industry, Table No. (3) shows that the development of
the volume of imports of the GCC countries from steel products under investigation has
increased during the investigation period, where imports continuously increased to the
maximum during the period July 2018 - June 2019 with a percentage of 59.75 compared to
the year 2014.

16. Based on the above, the Technical Secretariat Office has revealed that, according to the
initial determinations, there is a significant, sharp, sudden and recent increase in imports
under investigation, either absolutely or relatively in relation to the production of the Gulf
industry, in accordance with paragraph (2-a) of Article (71) of the executive regulations of the
unified GCC Law.



V. Unexpected circumstances

17. The Technical Secretariat Office studied the unexpected developments, where it realized
that that the increase in imports under investigation came as a result of unforeseen
circumstances that can be summed up in the following elements:

18. The production capacity of the steel industry worldwide has increased significantly since
the year 2000, from 1,069.5 million tons in 2000 to 2,233.7 million tons in 2018,% i.e. a
percentage increase of 108.85. Moreover, the energy utilized for steel in the world reached
81% during the year 2018, which led to reduction of the gap between the maximum
production capacity and real production worldwide. This increase in maximum capacity and
real production of the steel industry has caused a disparity between supply and demand
worldwide. The statistics of the steel industry in the world indicate that there are additional
investments that will increase production capacity during the period 2019-2021 with
additional 110.2 million tons, and this will raise the maximum capacity in the world for steel
production during the same period to 2,343.9 million tons, i.e. an increase of 5% compared
to 2018.°

19. The actions taken by many countries within the framework of restrictive trade practices,
whether through trade policies or through tools to combat harmful practices in international
trade in the steel sector with a view to protecting their domestic industries, can be considered
as unexpected developments that contributed to increasing imports and even threatening to
increase the imports to the GCC states. Among these we mention the United States of
America, the European Union, Turkey, Morocco, the Arab Republic of Egypt, the countries of
the Eurasian Union (Russia, Armenia, Kazakhstan and Kyrgyzstan), Canada, Australia and
India. According to the statistics of the World Trade Organization, the number of
investigations in the steel sector increased to 625 investigations during the period from 2013
to 2018, of which 485 investigations achieved anti-dumping at a rate of 97 investigations
annually, 106 investigations achieved anti-subsidization at a rate of 21 investigations
annually, in addition to 34 protection investigations at a rate of about 7 investigations
annually, during the same period. As to the first half of 2019, 35 anti-dumping, 5 anti-
subsidization, and 7 protection investigations were recorded.®

Some of these investigations ended with the imposition of conclusive measures: 363 anti-
dumping at an annual rate of 73; 52 to anti-subsidization at an annual rate of 11
compensatory measures annually; 20 protective measures at an annual rate of 5 measures
annually, during the period 2014 — 2018. The number of measures applied to limits of the

4 http://www.oecd.org/ind/recent-developments-steelmaking-capacity-2019.pdf

https://stats.oecd.org/index.aspx?datasetcode=STI STEEL MAKINGCAPACITY

5 http://www.oecd.org/industry/ind/recent-developments-steelmaking-capacity-2019.pdf
5 For protection investigations, this figure includes the investigations of the year 2019, where data have been
updated on the website of the WTO to cover all the year of 2019.




first half of 2019 was recorded as: 31 for anti-dumping, 7 for anti-subsidization, and 6 for
protection. Among the major countries applying these measures are: United States of
America, the European Union, Canada, Russia, Turkey, Australia, Mexico, Brazil, India, South
Africa, Egypt and South Korea. And as these countries are among the major importers of steel
products in the world in view of their trade policies to protect their markets and industries,
these accelerated measures have made the countries with export markets facing protective
measures look for other unprotected markets as new destinations, which made the GCC
markets a target for these imports, and which will probably cast negative shadows on the GCC
industry.

20. Therefore, the above-mentioned elements are considered as unexpected developments
that led, and will lead in the future, to an increase in the imports of steel products under
investigation to the GCC market.



VI. Serious damage and the threat of serious damage

VI-1 Serious Damage

21. The Technical Secretariat Office assessed the situation of the GCC industry, through the
level of production, energy utilization, sales, market share, inventory, profits, losses, labor,
and productivity in order to determine the presence of serious damage befalling the GCC
industry during the investigation period.

VI-1-1. Production and utilized capacity

Table No. (4)
Unit: one thousand tons
2014 2015 2016 2017 2018 July 2018-
June 2019

Production 100 97.12 94.16 85.54 93.92 70.21
Maximum production | 100 102.79 103.49 105.00 105.14 100.89
capacity
Utilized production 100 94.48 90.99 81.47 89.33 69.59
capacity

Source: investigation data

20. It is clear from Table No. (4) that the volume of production recorded a remarkable
decrease during the investigation period. During the year 2017, it fell by 14.46% compared to
the year 2014, then continued to decrease at a lower rate during the year 2018 by 6.08%
compared to the same period, then returned to a faster decline rate in the period July 2018 -
June 2019, with a percentage of 29.79% compared to 2014.

23. It is clear from the same table that the maximum production capacity did not record a
significant increase during the investigation period, where the rate of increase ranged
between 0.89% recorded during the period from July 2018 to June 2019 and 5.14% recorded
during the 2018 compared to 2014. It is also noticed that this productive capacity has not
been fully utilized, as the utilized capacity rate decreased sharply during the investigation
period, reaching the lowest level during the period July 2018 - June 2019 with 30.41%
compared to the year 2014. This decline in utilized capacity coincided with the inability of the
industry to compete amongst the large amount of imports, forcing the industry to reduce its
production.

10



VI-1-2 Sales and market share

Table No. (5)
Unit: one thousand ton
2014 2015 2016 2017 2018 July 2018-
June 2019

Industry sales | 100 102.17 100.16 92.60 93.18 75.39
Share of GCC 100 96.15 99.65 93.62 92.99 89.27
industry sales
Imports share | 100 111.75 101.06 119.49 121.41 132.80
Market size 100 106.26 100.51 98.91 100.20 84.46

Source: ISSB database and investigation data

24. 1t is clear from the data of Table No. (5) that the volume of sales of the GCC industry
recorded a remarkable decline during the investigation period, reaching its lowest level during
the period from July 2018 to June 2019 by 24.61% compared to the year 2014, and
consequently recorded further decline in its market share of 10.73% during the same period.
It is also noted that the imports under investigation recorded a significant increase in the
same period, which led to a noticeable increase in its market share during the investigation
period, where it from **% in 2014 to **% in the period from July 2018 to June 2019. i.e. with
an increase of more than 8.08 percentage points.

25. Based on the above, there was a decline in the sales of the GCC industry and in its market
share in the GCC market, and an increase in the volume of imports and its market share during
the investigation period.

VI-1-3 Stock
Table No. (6)
Unit: one thousand ton
2014 2015 2016 2017 2018 July 2018-
June 2019
Stock Index 100 85.09 89.47 111.06 125.28 122.79

Source: investigation data

26. Table No. (6) shows a noticeable increase in stock during the investigation period
starting in 2017, which reached a maximum in 2018 with a percentage of 25.28 compared to
2014, and then continued to rise in the period July 2018 - June 2019 with a percentage of
22.79 compared to the same period. The Technical Secretariat Office believes that this rise
could be attributed to the difficulty the GCC industry faces in selling its products in the GCC
market.

11



VI-1-4. Profitability

Table No. (7)
Value: 1 million Saudi riyals
2014 2015 2016 2017 2018 July 2018-
June 2019
Loss/Profit 100 -166.56 -97.88 -96.48 19.70 -156.73
Index

Source: investigation data

27. The data in Table (7) shows the continuous deterioration of the financial position of the
industry during the investigation period starting 2015 with the exception of 2018, where the
industry recorded, during the period 2014 -2017, the acceleration of losses to a percentage
of -196.48, recording losses of (**) million Saudi riyals, and in 2018 the situation of the
industry improved to register profits of (**) million Saudi riyals. The Technical Secretariat
Office believes that this may be attributed to the industry’s focus during this period on export
sales out of the GCC countries as indicated in the section on export performance in this report.
As to the period from July 2018 to June 2019, the financial situation deteriorated to a
percentage of -256.73 with losses increasing to (**) million Saudi riyals compared to 2014.

VI-1-5 Labor, productivity and wages

Table No. (8)
2014 2015 2016 2017 2018 July 2018-
June 2019

Number of 100 104.84 107.52 101.41 103.67 100.03
workers index
Wages index 100 107.66 105.19 108.56 109.90 104.87
Productivity 100 92.64 87.58 84.35 90.60 70.19
index

Source: investigation data

28. Table No. (8) shows that the number of workers in the GCC industry was stable during the
period from 2014 to June 2019, after recording higher rates during the period 2014-2018
which ranged between 1.41% in 2017 and 7.52% in 2016 compared to 2014. As to the wages,
it recorded a gradual increase that reached its maximum during the 2018 with a percentage
of 9.90 compared to 2014, and then continued to increase by 4.87% during the period from
July 2018 to June 2019 compared to the year 2014.

29. The same table also shows that productivity decreased during the investigation period by
29.81%, and this decrease in productivity resulted from a fall in the volume of production
versus a relative stability in the number of workers.

12



Vi-1-6 Sale price and production cost

Table No. (9)
Value in Saudi riyal, unit: ton
2014 2015 2016 2017 2018 July 2018-
June 2019

Average price | 100 76.26 63.23 74.47 85.56 83.78
of selling GCC
product unit
Average cost 100 90.91 80.74 91.82 98.91 112.00
Cost indexasa | 100 119.22 127.69 123.30 115.60 133.69
percentage of
the sale price

Source: Investigation data

30. The data of Table No. (9) shows the decline in the average sale price of the similar GCC
product during the investigation period, which reached its lowest level during 2016 by 36.77%
compared to the year 2014. However, despite the increase in the average sale price during
2017 to the end of the investigation period, the average price during the period from July
2018 to June 2019 is still lower compared to 2014. It is also noticed that despite the
improvement in the sale price during the last year, the cost index as a percentage of the sale
price increased in general during the entire investigation period, and this may account for the
rise in the losses incurred by the GCC industry and its inability to achieve an appropriate
amount of profit.

VI-2. Threat of serious damage

31. According to Article 72 of the executive regulations, the Technical Secretariat Office, in
order to identify the threat of serious damage and verify that it is clear and imminent, it
analyzed the rate of significant increase of imports of the products under investigation and
the increase of the export capacity of the world countries.

32. As indicated above in the section on unexpected circumstances, the GCC steel industry
faces several challenges, including a significant increase in surplus production capacity and
production worldwide, and a significant increase in imports under investigation.

33. The rate and size of the increase in imports under investigation registered a significant
increase during the investigation period, and that, in the light of commercial protection that
many countries of the world have adopted to protect their domestic industry, this will
inevitably lead to a further increase in imports under investigation to the GCC market.

34.The surplus global production capacity, in addition to the trade policies pursued at the
level of the world countries, may lead to the diversion of international exports to the GCC
market, which indicates the possibility of a further increase in imports and the exposure of
the GCC industry to more deterioration in its financial and economic situation in the future,
as the Gulf market remains an attractive market for foreign exporters/ producers in the
absence of other export markets to absorb surplus production in the world, the majority of

13



which remain protected, whether through trade policies or through the application of tools
to combat harmful practices in international trade, unlike the GCC market.

VI-3. Summary on determining the presence of serious damage and the threat of serious
damage

35. Based on the above, it has tentatively been revealed to the Technical Secretariat Office
that the GCC industry suffers from serious damage and from the threat of serious damage.

14



VII. Causal relation

36. The Technical Secretariat Office has studied the causal relationship between the increase
in imports under investigation and the serious damage, as well as the factors other than the
increase in imports that may contribute to serious damage to the GCC industry during the
investigation period, based on paragraph (3) of Article ( 71) of the executive regulations of
the unified Gulf law, according to the following:

VII-1. The effect of the imports under investigation on the situation of the GCC industry

37. It has been revealed that that there is a recent, sudden, sharp and large increase in the
imports under investigation, either absolutely or in relation to production, and that there is a
large increase in the market share of the imports under investigation at the expense of the
market share of the GCC industry and its sales.

38. This situation led to a decline in the capacity utilized by the industry due to its inability to
compete with the large and increasing amount of imports, forcing the industry to reduce its
production and sales in favor of imports that acquired a large share of the GCC market, which
contributed to increasing the stock levels of the industry and to huge losses that exacerbated
the financial situation of the industry.

39. The surplus production capacity in the world, in addition to the trade policies adopted at
the level of world countries, may lead to the diversion of international exports to the GCC
market, which indicates the possibility to more imports and the exposure of the GCC industry
to further deterioration in its financial and economic position in the future, as the GCC market
remains an attractive market for foreign exporters/ producers in the absence of other export
markets to accommodate surplus production in the world, the majority of which remains
protected, whether through trade policy or through the application of tools to combat
harmful practices in International, unlike the Gulf market.

40. Accordingly, it has been tentatively revealed that there is serious damage and threat of
serious damage represented by the deteriorating economic indicators of the industry and the
exacerbation of its financial crises, which coincided with the recent, sudden, sharp and large
increase in the volume of imports under investigation.

15



VII-2. Other factors
VII-2-1. Export performance of the GCC industry

Table No. (10)

Unit: thousand tons

2014 2015 2016 2017 2018 July 2018-
June 2019
Export Sales 100 107.21 123.19 122.26 191.99 149.65
Index

Source: investigation data

41. Table No. (10) shows a noticeable increase in export sales during the investigation period,
which reached its maximum during the year 2018 with a percentage of 92 compared to the
year 2014, then export sales continued to increase during the period from July 2018 to June
2019 with a percentage of 49.65 compared to the same period.

42. Therefore, the serious damage to the GCC industry cannot be attributed to the decline in
export performance.

VIl-2-2. Demand recession

43. Arelative stability in the size of the GCC market is observed during the entire investigation
period, except for the last year. Therefore, the Technical Secretariat Office believes that this
decrease in the last year does not cut the causal relation between the increase in imports and
the serious damage.

VII-2-3. The technical advancement
44. The GCC industry uses modern technology to manufacture iron and steel products.

45. Therefore, the serious damage to the GCC industry cannot be attributed the technical
development.

VII-2-4 Restrictive commercial practices and competition between GCC and foreign producers

46. According to the available data and information, the GCC countries have no restrictive
practices or commercial obstacles that affect the trade of steel products concerned with the
investigation.

47. The performance of the GCC industry has not been affected by the domestic competition
among GCC producers, according to the available data and information.

48. Additionally, the GCC industry has been affected by competition from foreign producers
through the massive increase in imports under investigation, which possessed a large market
share at the expense of the market share of the industry.

16



49. Therefore, the serious harm cannot be attributed to restrictive commercial practices or
competition among GCC producers.

VII-3 Summary on the causal relation

50. The Technical Secretariat Office has first studied the causal relationship between the
increase in imports under investigation and the serious damage that occurred to the GCC
industry during the investigation period, and reached the following:

51. The existence of a recent, sudden, sharp and large increase in imports under investigation,
whether in absolute or relative terms. There is also a significant increase in the market share
of the imports under investigation, at the expense of the market share of the GCC industry
and its sales.

52. The existence of serious damage and the threat of serious damage represented by the
deterioration of the economic indicators of the industry and the aggravation of its financial
crises, which coincided with the recent, sudden, sharp and large increase in the volume of
imports under investigation.

53. Factors other than imports, such as demand recession, restrictive commercial practices,
technical development, export performance, domestic competition, or any other factors,
have not contributed to the serious damage to the GCC industry, and that this damage is
attributed to the increase in imports under investigation.

54. Based on the above, there is sufficient evidence for the existence of the causal relation
between the large increase in imports of the products under investigation and the serious
damage and the threat of serious damage to the GCC industry.

17



VIIl. Conclusions

According to the preliminary results of the investigation, the Technical Secretariat Office has
concluded that there exists a recent, sudden, sharp and large increase in the imports of the
products under investigation as well as serious damage, threat of serious damage, and the
causal relation between them. Accordingly, the permanent committee has decided to
continue the investigation without imposing temporary protective fees.
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