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INTRODUCTION'

On February 7, 2005, the Commission received a request from the United States Trade
Representative (USTR) for advice concerning possible modifications to the U.S. Generalized System of
Preferences (GSP). The USTR request letter is included in appendix A. Following receipt of the
request, the Commission instituted investigation No. 332-466 to provide advice, as follows--

(a)

(b)

©

in accordance with sections 503(a)(1)(A), 503(e) and 131(a) of the Trade Act of 1974, as
amended (“the 1974 Act”), and under section 332(g) of the Tariff Act of 1930, advice as
to the probable economic effect on U.S. industries producing like or directly competitive
articles, and on consumers, of the elimination of U.S. import duties for all beneficiary
countries under the GSP for the following HTS subheadings: 0804.10.20, 0804.10.40,
0804.10.60, 0804.10.80, 2008.99.25, 5702.51.20, 5702.91.30, 5702.92.0010,
5702.99.1010, 5703.10.0020, 5703.20.10, 5703.30.0020, and 7320.10.60. In providing
its advice on these articles, the USTR asked that the Commission assume that the
benefits of the GSP would not apply to imports that would be excluded from receiving
such benefits by virtue of the competitive need limits specified in section 503(c)(2)(A) of
the 1974 Act;

pursuant to section 332(g) of the Tariff Act of 1930, advice as to the probable economic
effect on U.S. industries producing like or directly competitive articles and on consumers
of the removal of Russia from eligibility for duty-free treatment under the GSP for HT'S
subheading 3904.61.00; and

under section 332(g) of the Tariff Act of 1930 and in accordance with section
503(d)(1)(A) of the 1974 Act, advice on whether any industry in the United States is
likely to be adversely affected by a waiver of the competitive need limits for the
Philippines for HTS subheading 3823.19.20; for Argentina for HTS subheadings
4107.19.50 and 4107.92.80; and for Turkey for HTS subheading 6802.91.25. The
Commission was requested to use the dollar value limit of $115,000,000.

The Commission instituted the investigation on February 10, 2005 and indicated that it would
provide its advice no later than May 9, 2005, as requested by USTR. The Commission’s notice of
investigation is contained in appendix B.

All interested parties were afforded an opportunity to provide the Commission with written
comments and information. In addition, the Commission held a public hearing on the investigation in
Washington, DC, on March 23, 2005 (the witnesses list is contained in appendix C).

! The information in these digests is for the purpose of this report only. Nothing in this report should be
construed to indicate how the Commission would find in an investigation conducted under any other statutory

authority.

2 The following Federal Register notice was issued by the Commission relating to investigation No. 332-

466:

Date

Notice Subject

Feb. 16, 2005 70 F.R. 7968 Notice of USITC investigation

il



DIGEST STRUCTURE

This report contains 7 digests covering 18 HTS subheadings with each digest containing the
following sections:

Introduction: This section provides basic information on the item, including description
and uses, rate of duty, and an indication of whether there was a like or directly competitive article
produced in the United States on January 1, 1995.

U.S. market profile: This section provides information on U.S. producers, employment,
shipments, exports, imports, consumption, import market share, and capacity utilization. When exact
information is not obtainable, estimates based on the following coding system are provided:

* = Based on partial information/data adequate for estimation with a moderately high degree
of confidence, or

** =  Based on limited information/data adequate for estimation with a moderate degree of
confidence.

GSP import situation, 2004: This section provides 2004 U.S. import data, including
world total and certain GSP-country specific data.

Competitiveness profiles, GSP suppliers: This section provides background
information on GSP-eligible countries for the digest, their ranking as an import source, the price
elasticities of supply and demand for imports from that country, and the price and quality of the imports
versus U.S. and other foreign products.’

Position of interested parties: This section provides brief summaries of hearing
testimony and any written submissions from interested parties.

Summary of probable economic effect advice: This section provides advice on the
short-to-near-term (1 to 5 years) impact of the proposed GSP-eligibility modifications in three areas: (1)
U.S. imports, (2) U.S. industries producing like or directly competitive articles, and (3) U.S. consumers.
The probable economic effect advice, to a degree, integrates and summarizes the data provided in
sections I-V of the digests with particular emphasis on the price sensitivity of import supply and demand.
For example, if the price elasticity of demand in the United States and the price elasticity of supply in the
exporting beneficiary country are both relatively high, the elimination of even a moderate-level tariff
suggests the possibility of large increases in imports from the beneficiary country. Appendix D provides

3 Price elasticity is a measure of the changes in quantities supplied or demanded that result from a percent
change in price. Generally, price elasticities of supply are positive and price elasticities of demand are negative. For
the purposes of this report, the elasticity is considered low when its absolute value is less than 1.0 because the change
in quantity demanded or supplied is less than proportional to the change in price. The elasticity is moderate when its
absolute value is between 1 and 2, with percentage changes in quantity being one to two times greater than the
change in price. The elasticity is high when its absolute value exceeds 2.0, as percentage changes in quantities
exceed percentage changes in price by more than two times. It should be noted that the elasticity levels (low,
moderate, and high) are estimates based on staff analysis of industry.



a brief textual and graphic presentation of the model used for evaluating the probable economic effect of
changes in the GSP.

It should be noted that the probable economic effect advice with respect to changes in import
levels is presented in terms of the degree to which GSP modifications could affect the level of U.S. trade
with the world. Consequently, if GSP beneficiaries supply a very small share of the total U.S. imports of
a particular product or if imports from beneficiaries readily substitute for imports from developed
countries, the overall effect on U.S. imports could be minimal.

Trade data: This section provides import and export data at the digest level (import data will
also be provided for each individual HTS item number included in the digests covering multiple
subheadings).

The digests contain a coded summary of the probable economic effect advice. The coding
scheme is as follows:

FOR “ADDITION” AND “COMPETITIVE-NEED-LIMIT WAIVER” DIGESTS:

Level of total U.S. imports:

Code A: Little or no increase (0 to 5 percent).
Code B: Moderate increase (6 to 15 percent).
Code C: Significant increase (over 15 percent).
Code N: No impact.
U.S. industry and employment:
Code A: Little or negligible adverse impact.
Code B: Significant adverse impact (significant proportion of workers

unemployed, declines in output and profit levels, and departure of firms;
effects on some segments of the industry may be substantial even though
they are not industrywide).

Code C: Substantial adverse impact (substantial unemployment, widespread
idling of productive facilities; substantial declines in profit levels;
effects felt by the entire industry).

Code N: None.

U.S. consumer:
Code A: The bulk of duty saving (greater than 75 percent) is expected to be
absorbed by the foreign suppliers. The price U.S. consumers pay is not
expected to fall significantly.

Code B: Duty saving is expected to benefit both the foreign suppliers and the
domestic consumer (neither absorbing more than 75 percent of the
costs).

Code C: The bulk of duty saving (greater than 75 percent) is expected to benefit
the U.S. consumer.

Code N: None.



FOR REMOVAL DIGESTS:

Level of total U.S. imports:
Code X: Little or no decrease (5 percent or less).
Code Y: Moderate decrease (6 to 15 percent).
Code Z:Significant decrease (over 15 percent).

U.S. industry and employment:

Code X: Little or negligible beneficial impact.

Code Y: Significant beneficial impact (significant number of additional
workers employed; increases in output; increases in profit levels;
new firms; but beneficial impact not industrywide).

Code Z:Substantial beneficial impact (substantial increase in employment;
widespread increased production; substantial increases in profits levels;
beneficial impact on the industry as a whole).

Code N: None

U.S. consumer:

Code X: The bulk of the duty increase (greater than 75 percent) is
expected to be absorbed by the foreign suppliers.
Code Y: The duty increase is expected to increase costs to both the

foreign suppliers and the domestic consumer (neither absorbing
more than 75 percent of the costs).
Code Z:The bulk of the duty increase (greater than 75 percent) is expected to be
_ passed on to the U.S. consumer.
Code N: None

The probable economic effect advice for U.S. imports and the domestic industry is based on
estimates of what is expected in the future with the proposed change in GSP eligibility compared with
what is expected without it. That is, the estimated effects are independent of and in addition to any
changes that will otherwise occur. Although other factors, such as exchange rate changes, relative
inflation rates, and relative rates of economic growth, could have a significant effect on imports,
consideration of these other factors is not within the scope of the USTR request.

vi
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acids and acid
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Polytetrafluoro-
ethylene
(PTFE)

Certain
upholstery and
fancy leather

Certain
handmade
carpets

Certain
travertine
dimension
stone

Heavy duty leaf
springs and
leaves

Action

Addition

Waiver
(Philippines)

Removal
(Russia)?

Waiver
(Argentina)

Addition

Addition

Addition
Addition
Addition
Addition
Addition

Waiver
(Turkey)

Addition

DIGEST LOCATOR

Petitioner(s)

USTR'
USTR'
USTR'
USTR'
USTR'

Government of the
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Bayone, NJ;

Daikin America, Inc.,
Orangeburg, NY;
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Co., Inc., Wilmington, DE
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USTR?
USTR?
USTR?
USTR?
USTR?, Government of Nepal
USTR?
USTR?

Istanbul Minerals and Metals
Exporters Association,
Turkey

Rassini-NHK Autopecas
Ltda.,
Brazil

! USTR is self-initiating the petition for this HTS subheading.

2 The country named is the beneficiary developing country specified by the petitioner. While the Trade Policy Staff Committee (TPSC)
review will focus on that country, the TPSC reserves the right to address removal of GSP status for countries other than those specified by the
petitioner as well as the GSP status of the entire article.

3 Section 1555 of Public Law 108-429 authorizes the President to designate certain carpets and rugs as eligible articles under the
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Digest No. 0804.10.20

Dates
I. Introduction
_X_ Addition
Like or directly
competitive article
Col. 1 rate of produced in the United
HTS subheading(s)  Short description duty (1/1/05) States on Jan. 1, 1995?
Percent ad
valorem
0804.10.20 Dates, whole, with or without pits, packed in units 7.4 Yes
weighing (with the immediate container, if any)
not more than 4.6 kg
0804.10.40 Dates, whole, with or without pits, packed in units 0.7 Yes
weighing (with the immediate container, if any)
more than 4.6 kg, with pits
0804.10.60 Dates, whole, packed in units weighing (with the 3.6 Yes
immediate container, if any) more than 4.6 kg,
with pits removed
0804.10.80 Dates, other 29.8 Yes
2008.99.25 Fruit, nuts and other edible parts of plants, 22.4 Yes

otherwise prepared or preserved, whether or not
containing added sugar or other sweetening matter
or spirit, not elsewhere specified or included;
other, including mixtures other than those of
subheading 2008.19; other, dates

Description and uses.—Dates are sold commercially in bulk or in consumer packs as whole dates (with or
without pits) or as processed dates. Dates are available for use as dried or fresh (reconstituted) fruit in a variety of
forms including whole pitted and unpitted dates, dehydrated pieces, extruded date pieces, macerated dates, paste, and
syrup. Dates may be eaten either as a whole fruit or as an ingredient in a range of products, including bakery goods
(for example, cookies, cakes, muffins, breads, and pastries), protein bars, frozen foods, jellies, and relishes. Dates are
commonly used in processed fruit and confectionary products, and also other types of processed foods and sauces.



Digest No. 0804.10.20

1I. U.S. market profile

Profile of U.S. industry and market, 2000-2004

Item 2000 2001 2002 2003 2004
Producers (number) . ................ 200 180 160 140 120
Employment (employees) . . ........... Q) Q) Q) @) Q)
Production (1,000 dollars)* . .......... 32,142 40,286 56,429 40,429 47,286
Exports (1,000 dollars)’ . ............. 11,489 11,814 48,249 53,135 69,147
Imports (1,000 dollars) .............. 4,282 4,365 4,581 5,746 7,073
Consumption (1,000 dollars)* ......... 26,224 33,451 50,510 32,775 41,559
Import-to-consumption ratio (percent)* . . 16 13 9 18 17
Capacity utilization (percent) . ......... é @) @) @) @)

T California Date Commission estimated employment at 800 to 1,200 workers, including year-round and part-
time workers, and also additional employment during peak harvest (packing house and field labor).

2 Data are based on farm-level production estimates for California derived from California Agriculture Statistics
© Service, available at ftp:/www.nass.usda.gov/pub/nass/ca/AgStats/2003cas-frt.pdf, adjusted to reflect additional
production in Arizona and adjusted to reflect an estimated farm-to-retail markup of 30 percent (estimated by the
California Date Commission) for the marketing year October 1 - September 30.

3 The export data cover products not included in this digest. Export data for date products are estimated to be
$10.2 million in 2000, $11.2 million in 2001, $10.5 million in 2002, $13.4 million in 2003, and $12.8 million in
2004.

4 Consumption and import to consumption ratios are based on export data estimated in footnote 3.

5 Not applicable. ‘

Comment.—California (Coachella Valley) accounts for about 95 percent of all dates produced in the United
States, while Arizona (Bard/Yuma Valleys) accounts for the remaining 5 percent. On average, the volume of U.S.
date production has been about 20 percent lower during 2000-2004, compared to the mid 1990s.! Many producers
have left the market in recent years and trees have been sold off, often for use as ornamental plants. As a result, sales
of retail dates have been flat, while sales of dates for processing have been declining.> This is consistent with data
from USDA showing that per capita consumption in the United States has been lower in recent years, averaging
about 0.15 pounds per person.’ USDA-reported price data shows that producer prices for dates grown in California
have been steadily increasing.*

There are over 200 varieties of dates grown worldwide. About 25 varieties are grown in the United States,
but few varieties are sold commercially. The two leading varieties grown in the United States are Deglet Noor (more
than 80 percent of all U.S.-grown dates) and Medjool (about 10 percent). Deglet Noor varieties make up about 95
percent of California’s crop; Medjool make up nearly all production in Arizona. Other varieties grown domestically,
but in limited quantities, include Zahidi, Khadrawy, Halawy, Thoory, Barhee, and Dayri. Zahidi dates are among the
predominant types of date grown in Iraq. Other types of dates consumed in the U.S. but not grown domestically
include Aseel dates (grown in Pakistan) and Sayer dates (Iran).

! California Agriculture Statistics Service, available at fip://www.nass.usda. gov/pub/nass/ca/AeStats/2003cas-frt. pdf.

2 The California Date Commission and the California Date Administrative Committee. Reflect data on inventory and
sales of California dates, Riverside County (1994-2004).

3 USDA, ERS, available at http://www.ers.usda.gov/data/foodconsum tion/FoodAvaillndex.htm. 1999-2003 data.

4 USDA, NASS, Noncitrus Fruits and Nuts 2004 Preliminary Summary January 2005. California producer prices rose
more than 20 percent from 2000 to 2004.

2



Digest No. 0804.10.20

III. GSP import situation, 2004

U.S. imports and share of U.S. consumption, 2004

Percent Percent Percent
of total of GSP of U.S.
Item Imports imports imports consumption
1,000
dollars
Grandtotal ........... ... oo, 7,073 100 " 17
Imports from GSP-eligible countries:

Total .ot 3,284 46 100 8
Pakistan . . .....coiiiii i i e 2,004 28 61 5
Algeria. ... e 791 11 24 2
TUNISIA . . e et e e 265 4 1
Guatemala . ... 162 2 5 A
! Not applicable.

2 Less than 0.5 percent.

Comment.—The majority of U.S. date imports are of bulk dates (HTS subheadings 0804.10.40 and
0804.10.60), accounting for more than 80 percent, by volume, of U.S. imports. Such imports are sold to packers and
processors, and undergo further processing. Pakistan is the leading historical supplier of U.S. date imports and
currently accounts for nearly 30 percent of the total value of U.S. imports. In 2004, the top five suppliers of dates to
the United States were Pakistan, Mexico, China, Iran, and Algeria, accounting for more than 80 percent of the total
value of U.S. imports. In the 1980s, the major suppliers were Pakistan, China, and Iraq, accounting for about 90
percent of the total value of U.S. date imports.® Iraq has not shipped dates to the United States since 1990. In 2002,
Iraq exported dates valued at about $2 million, mainly to Jordan, Lebanon, and Morocco.

5 In 1989, the share of import value by country was Pakistan (54 percent), China (20 percent), and Iraq (16 percent).
3



Digest No. 0804.10.20

IV. Competitiveness profile, Pakistan

Ranking as a U.S. import supplier,2004 .......................... 1
Aggregate demand elasticity (price elasticity of U.S. demand for the product from all sources, foreign and domestic):
Is the product a finished product for final sale to consumers? ............... Yes ___ No_X
Is the product an intermediate good used as an input in the production of
another goOd? ... ..ottt Yes _X No__
Is the product an agricultural or food product? .......................... Yes _X No___
What is the aggregate price elasticity of U.S. demand? . ........ High__ Moderate ___ Low _X
Substitution elasticity:

What is the similarity of product characteristics (such as quality, physical specifications, shelf-life, etc.) between
imports from this supplier and:

Imports from other suppliers? ........................ High_ Moderate _X Low
U.S.producers? .........covuuiininiiiiiiinnenaeennnn, High__ Moderate _X Low___

What is the similarity of conditions of sale and distribution (such as lead times between order and delivery dates,
payment terms, product service, minimum order size, variations in availability, etc.) between imports from this

supplier and:
Imports from other suppliers? ......................... High_ Moderate _ X ~ Low___
U.S.producers? ...ttt High Moderate X Low -
What is the substitution elasticity? ........................ High__ Moderate_X  Low___
Supply elasticity for affected imports:
Can production in the country be easﬂy expanded or contracted in the short
L1590 O Yes No X
Does the country have: 51gn1ﬁcant export markets besides the United States? . . . Yes _X No __
Could exports from the country be readily redistributed among its foreign
export markets? . ... ... ... Yes _X No_
What is the price elasticity of supply for affected imports? .... High _X  Moderate___ Low ___
Price level compared with--
US.products .. ..ooe et e Above ___  Equivalent___  Below _X_
Other foreign products .............. ..o, Above ___  Equivalent ___  Below _X
Quality compared with--
U.S.products . . cvov et et e Above ___  Equivalent__  Below _X
Other foreign products ..............coiiiiiiiiii, Above __  Equivalent ___ Below _X _

Comment.— Pakistan is the leading U.S. import source for dates, with the majority consisting of bulk dates
(HTS subheading 0804.10.60), which are mostly sold to packers and processors, and undergo further processing.
Estimates of the aggregate price elasticity of U.S. demand may depend on whether the fruit is intended for sale to the
retail whole (pitted or unpitted) date market or for'use in processing. According to U.S. industry officials, imports of
bulk dates sold for use in processing may have the greatest potential to affect the domestic industry since bulk dates
are often purchased in large quantities by industrial end-users as an input for a range of finished and processed food
products. Quality differences are mostly attributable to differences among fruit varieties based on the texture,
content, and consistency of fruit. '



Digest No. 0804.10.20

IV. Competitiveness profile, all GSP-eligible suppliers

Ranking as a U.S. import supplier, 2004 ....%0................... N/A
Aggregate demand elasticity (price elasticity of U.S. demand for the product from all sources, foreign and domestic):
Is the product a finished product for final sale to consumers? ............... Yes No_X
Is the product an intermediate good used as an input in the production of
another g00d? .. ... it Yes _X No_
Is the product an agricultural or food product? .......................... Yes _X No_
What is the aggregate price elasticity of U.S. demand? .. ....... High___ Moderate ___ Low _X_
Substitution elasticity:

What is the similarity of product characteristics (such as quality, physical specifications, shelf-life, etc.) between
imports from this supplier and:

Imports from other suppliers? ........................ High_~  Moderate_X  Low
U.S. producers? .........ooiiiiiiinnennnnnnnnneen.. High Moderate _X ~ Low __

What is the similarity of conditions of sale and distribution (such as lead times between order and delivery dates,
payment terms, product service, minimum order size, variations in availability, etc.) between imports from this

supplier and:
Imports from other suppliers? ................ ... .. ..., High Moderate_ X ~ Low___
U.S. producers? . .......c.ouureeeeennnnnnnnnneeeeeenn. High_~ Moderate _X  Low___
What is the substitution elasticity? ........................ High_~ Moderate_ X Low___
Supply elasticity for affected imports:
Can production in the country be easily expanded or contracted in the short
175 941 ¥ A0 e SO Yes No X
Does the country have significant export markets besides the United States? . . . Yes _X No_
Could exports from the country be readily redistributed among its foreign
eXPOTt MArKEtS? .. ...ttt Yes _X No_
What is the price elasticity of supply for affected imports? .... High X~ Moderate__ Low
Price level compared with--
U.S.products .. ..o Above __  Equivalent __  Below _X_
Other foreign products . ........cooiiiiiieiiiiiin, Above ___  Equivalent__  Below _X_
Quality compared with--
U.S. Products . . ..o oveii i e Above ___  Equivalent__  Below _X_
Other foreign products ..., Above __ Equivalent__  Below _X

Comment.~Domestic and imported dates have the same uses, but there are quality differences, mostly
because of differences in fruit varieties and harvesting and post-harvesting techniques. Dates may be classified
based on the texture, content, and consistency of fruit under normal conditions of ripening: soft (Barhee, Halawy,
Khadrawy, Medjool); semi-dry (Dayri, Deglet Noor, Zahidi); and dry (Thoory). Estimates of the aggregate price
elasticity of U.S. demand may depend on whether the fruit is intended for sale to the retail whole date market or for
use in processing. According to U.S. industry officials, imports of bulk dates sold for use in processing may have the
greatest potential to affect the domestic industry, whereas imports of retail-pack dates and processed dates are less
competitive with U.S.-produced product.



Digest No. 0804.10.20

V. Position of interested parties®

Petitioner.—~USTR self-initiated the petition for these HTS subheadings.

Support.—Desert Valley Dates, a packer and processor of dates, supports the granting of GSP treatment for
U.S. imports of bulk dates (HTS subheadings 0804.10.40 and 0804.10.60). The company claimed that some date
varieties are needed for certain production lines (such as Aseel and Sayer varieties) and must be imported because
they are not grown in the United States and because they perform differently than other U.S-grown dates. The
company also stated that recent downturns in U.S. date production and a reduction in the number of U.S. growers is
causing a shortage of domestic supplies; therefore, packers/processors need imports to satisfy demand.

Opposition.—The California Date Commission and the California Date Administrative Committee,
representing 120 date growers and 17 date handlers, oppose the granting of GSP treatment for U.S. imports of dates.
They stated that providing GSP treatment for dates would cause great harm to the domestic date industry. They
stated that many Arabian Peninsula countries significantly increased production of dates, often with support from the
respective governments, which resulted in a surplus of dates worldwide. They asserted that growth in the domestic
consumer market for dates is static and that the granting of GSP treatment for dates would result in little measurable
benefit to foreign suppliers, given the size of date production in these countries compared to opportunities in the U.S.
consumer market for dates. They stated that, compared to other major date producing countries, the U.S. date
industry is relatively small and unable to absorb an influx of date imports. Such an influx of imports would further
displace U.S.-produced fruit and lower U.S. producer prices, causing domestic grower/handlers to exit the market.
They also stated that U.S. producers generally face higher production and processing costs compared to other
countries because of higher labor, environmental, and food safety and quality standards in the United States and that
the current tariff on imports allows the U.S. industry to remain competitive.

The following Bard-Yuma area date growers and handlers oppose the granting of GSP treatment for U.S.
imports of dates: Sun Garden Date Growers, Bard Date Company LLC, Nelson Brothers Farm, Imperial Date
Gardens Inc., Oasis Date Gardens, Winterhaven Ranch, Vandervoort Date Ranches Inc., Southwestern Date Growers
L.P., and Royal Medjool Date Farm. These handlers/producers stated that granting duty-free treatment for dates
would lead to the demise of date production in the Bard-Yuma area, which would, in turn, impact the area’s local
economy and labor markets. They stated that relatively higher production costs, and environmental and food safety
requirements in the United States already give foreign suppliers a cost advantage and that competition from lower-
cost foreign suppliers already caused a 50-percent decrease in the region’s date production, and export market share.

Desert Valley Dates, which supports GSP eligibility for bulk dates (see “support” section above), opposes
the granting of GSP eligibility for U.S. imports of consumer packs of dates (HTS subheadings 0804.10.20 and
0804.10.80) and processed dates (HTS subheading 2008.99.25). The company stated that concerns about the poor
quality of imported consumer-pack and processed dates would harm the overall image of the date industry in the
United States.

¢ Information provided in this section is derived from the petition filed with USTR, testimony presented at the
March 23, 2005 Commission hearing, and written submissions of interested parties to the Commission in connection with this
investigation.
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V1. Summary of probable economic advice-Addition (HTS subheadings 0804.10.20 and 0804.10.80)
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V1. Summary of probable economic advice-Addition (HTS subheadings 0804.10.40 and HTS 0804.10.60
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Table 1.—Dates: U.S. imports for consumption, by principal sources, and U.S. exports of domestic merchandise,
by principal markets, 2000-04

Share of
Nation 2000 2001 2002 2003 2004  total, 2004
Value (1,000 dollars)
Import source:
Pakistan...........cceoueennee 2,443 1,504 1,216 2,230 2,004 28.3%
" MEXICO .o 188 554 501 859 1,053 14.9%
China.......covveeveieeene 493 650 660 762 963 13.6%
Iran......coooeeieeeeeeieeee 319 616 904 463 881 12.5%
Algeria........cccoeeevvenenen. 26 36 48 347 791 11.2%
Israel......cccoeeeveeeireennnnes 238 251 372 391 396 5.6%
Saudi Arabia................. 125 170 251 186 382 5.4%
Tunisia.....cccoeeeeevervenne. 146 322 - 290 231 265 3.7%
Guatemala.........c........ v 66 132 191 170 162 2.3%
Chile.....cooveceieeceeeeeenne 0 0 0 0 47 0.7%
Allother........cccccoevvevnnen 238 130 148 107 129 1.8%
Total .. 4,282 4,365 4,581 5,746 7,073 100.0%
Imports from GSP-eligible
nations:
Pakistan..........ccccoceenne 2,443 1,504 1,216 2,230 2,004 61.0%
Algeria........oceveennennne. 26 36 48 347 791 24.1%
Tunisia.......cceceeevveennnen. 146 322 290 231 265 8.1%
Guatemala................... 66 132 191 170 162 4.9%
All other.........cccevvvieennes 110 20 8 72 62 1.9%
Total from GSP-eligible
NAtioNS .....ccccceeeeerecnennnnaen. 2,791 2,014 1,753 3,050 3,284 100.0%
Export market:
Canada.........cccceeveueennne 2,460 2,762 20,311 26,817 41,329 59.8%
MEXICO ....ocvvieererniieenne 405 1,642 3,421 3,083 4,449 6.4%
Japan ..o 67 128 5,221 2,326 2,980 4.3%
Australia.........ccccceeeel 1,915 1,774 2,403 3,622 2,757 4.0%
United Kingdom ........... 1,490 1,234 2,275 3,145 2,755 4.0%
Netherlands ................. i 950 600 2,936 2,616 1,706 2.5%
Switzerland .................. 1,159 1,282 1,021 1,091 1,607 2.3%
Saudi Arabia................ 0 3 1,156 1,554 1,216 1.8%
France.......cccecvevrieenne 273 408 690 850 893 1.3%
Finland.........ccccoevveenneen. 0 0 0 164 734 1.1%
All Other.........cccoveeneeee. 2770 1981 8815 7867 8721 12.6%
Total ..oeeeeeerecceeerceereeennes 11,489 11,814 48,249 53,135 69,147 100.0%

Note.--Because of rounding, figures may not add to totals shown.

Source: Compiled from official statistics of the U.S. Department of Commerce.
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Table 2.-- Dates (by HTS subheading): U.S. imports for consumption, by principal sources, 2000-04

Share of
Nation 2000 2001 2002 2003 2004  total, 2004
Value (1,000 dollars)

HTS subheading 0804.10.20:
Argentina ...........ccoeee. 6 11 0 274 775 48.2%
ChiNa ...coveeeveeeeecieeeens 96 46 73 242 315 19.6%
Saudi Arabia................. 86 68 168 21 232 14.4%
TUNISIA .. 0 251 239 102 93 5.8%
11 TS 29 117 112 75 68 4.2%
Pakistan..........cccoueenne. 9 0 20 0 45 2.8%
MEeXiCO ....ocvveereereeeennen. 0 0 0 0 34 2.1%
United Arab Emirates... 0 0 23 12 17 1.1%
Spain......ccceeverenernenne 0 0 0 0 17 1.1%
TUMKEY ..o 0 0 0 5 11 0.7%
All other.......ccccoevvennen. 13 20 18 4 0 0.0%
[ ] 7 | 239 513 653 735 1,607 100.0%

HTS subheading 0804.10.40

MeXiCO .....ocvveevreereenen. 159 497 501 855 1,011 51.8%
China ....cocovvereeverene . 387 492 - 293 321 420 21.5%
Israel.....cccoceeveeeereennnn. 26 0 93 273 251 12.9%
Saudi Arabia................ 20 43 66 120 128 6.6%
Pakistan..........ccccccun.... 3 4 64 0 49 2.5%
 TUNISIA oo 146 61 31 95 45 2.3%
Algeria........ccocoveenennne ' 19 25 48 73 16 0.8%
INdi@...ccoveeieieeeeeeeeen. 3 0 0 0 15 0.8%
United Arab Emirates... 3 9 25 4 11 0.6%
Iran.....cooeeeeee e 8 71 228 106 7 0.4%
All other.......c.cccovevenenn. 73 14 50 6 0 0.0%
Total 847 1,216 1,399 1,853 1,952 100.0%
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Table 2.—(continued) Dates (by HTS subheading): U.S. imports for consumption, by principal sources, 2000-04

Share of
Nation 2000 2001 2002 2003 2004  total, 2004
Value (1,000 dollars)
HTS subheading 0804.10.60:

Pakistan...........ccccueue... 2,419 1,495 1,086 2,222 1,899 59.9%
Iran.....ccceeeeeeeeeeeeen, 283 392 563 270 774 24.4%
China....cc.ccoeeevveeienen. 0 103 278 182 220 6.9%
Tunisia....c..ccoeveevveeneenns 0 10 21 34 90 2.8%
ISrael....ccccoevveeeeceeennnn. 0 0 0 0 61 1.9%
Chile....coooveveeeriereenen. 0 0 0 0 47 1.5%
Jordan.........cccceeiieenns 98 0 0 0 29 0.9%
Saudi Arabia................. 12 48 5 0 21 0.7%
United Arab Emirates... 2 22 2 0 14 0.4%
Hong Kong........ccceuue. 14 26 5 0] 8 0.3%
All other........ccccvveneen. 51 41 30 77 8 0.3%
o] 7 | IO 2,879 2,137 1,990 2,785 3,171 100.0%

HTS subheading 0804.10.80
aly ...ooeeeeeieeeeeeeee 0 35 2 12 33 63.5%
Argentina ..........ccceeeeen. 3 5 46 8 11 21.2%
2] =74 | 5 57 0 4 8 15.4%
Uruguay .......ooceeeeeennee. 129 0 0 0 0 0.0%
All other.........c.ccvenee. 0 10 5 0 0 0.0%
] - | [N 138 107 54 24 52 100.0%

HTS subheading 2008.99.25
Guatemala.................. 66 132 191 170 162 55.7%
Israel.....cccccovevvveeeeeennnne 83 251 260 118 85 29.2%
Tunisia.......ccoeeeeeeeeennnns 0 0 0 0 37 12.7%
China ....ccoooeeeveeene, 10 8 17 17 7 2.4%
Bangladesh.................. 0 0 6 0 0 0.0%
Saudi Arabia................ 7 0 12 45 0 0.0%
All other........ccccceeeneee 13 2 0 0 0 0.0%
Total .....oeeerecereeeererenenaee 179 393 485 349 291 100.0%

Note.--Because of rounding, figures may not add to totals shown.

Source: Compiled from official statistics of the U.S. Department of Commerce.

12



Digest No. 3823.19.20
Certain Fatty Acids and Acid Oils
1. Introduction

X Competitive-need-limit waiver: Philippines

Like or directly
competitive article
Col. 1 rate of produced in the United

HTS subheading(s)  Short description duty (1/1/05) States on Jan. 1, 19957
Percent ad
valorem

3823.19.20" Industrial monocarboxylic fatty acids or acid oils 2.3 Yes

derived from coconut, palm-kernel, or palm oil
! The Philippines was proclaimed by the President as non-eligible for GSP treatment for articles included under
HTS subheading 3823.19.20, effective July 1, 2003.

Description and uses.—Industrial monocarboxylic fatty acids or acid oils’ derived from coconut, palm-
kernel, or palm oil (also referred to as tropical oils) are included in a range of products with carbon chains ranging
from Cy to C,q lengths. Fatty acids are produced from the natural oils using a process called splitting or hydrolysis.
A reaction mixture of the naturally occurring oils is broken down into the attached fatty acids and glycerol by
applying heat or increased pressure. The fatty acids derived from natural oils are marketed as mixtures and referred
to by the name of the source material, such as coconut oil fatty acids or palm oil fatty acids. The mixture is often
further refined to produce a mixture with a concentration of a certain desired chain-length of fatty acid. Although
most of the marketed products are refined to a certain degree, the process does not produce a pure fatty acid, but
merely increases the share of a desired fatty acid within the context of the mixture.

The coconut oil, palm oil, and palm-kernel oil fatty acids may either be converted to derivatives (amines,
esters, and various derivative acids) or incorporated, in the primary acid form, directly in another product. The major
areas of consumption for these fatty acids include such consumer and industrial products as personal care products;
industrial lubricants, corrosion inhibitors and oilfield chemicals; plastics; household and industrial cleaners; coatings
and adhesives; fabric softeners; emulsion polymerizations and rubber; and foods. These market segments account
for about 80 percent of the North American market® for fatty acids.

7 Products included under this HTS subheading are mixtures of fatty acids derived from natural oils and do not
actually include any “oils.”
8 Includes facilities owned by U.S. producers but located in Canada and Mexico.
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II. U.S. market profile

Profile of U.S. industry and market, 2000-2004

Item 2000 2001 2002 2003 2004
"Producers (number)' . ............... 9 9 9 9 9
Employment (1,000 employees) . . .. . ... A A A @) @)
Shipments (1,000 dollars)’ . . .......... *k* Rk *h* ook *Ex
Exports (1,000 dollars) .............. 5,715 4,601 4,001 5,221 6,759
Imports (1,000 dollars) .............. 38,571 26,452 31,197 39,664 59,851
Consumption (1,000 dollars) . . ........ *rk ok *okk ok *kk
Import-to-consumption ratio (percent) . . . ok *kk *rk *kk *kk

" Capacity utilization (percent) . ......... kK Rk kK Rk kK

T Estimated from industry sources. Although there are an estimated 15 U.S. producers of fatty acids, only 9 are
believed to manufacture fatty acids from natural oils. Of these 9 producers, 2 producers are believed to account for
the major share of domestic production of coconut oil fatty acids.

2 Not available.

3 Estimates of shipments/production are based on U.S. Census Bureau, Current Industrial Reports (M311 K(03)),
Fats and Oils — Production, Consumption, and Stocks and industry sources. The figures represent production of fatty
acids from natural sources, and are not limited to those based on tropical oils.

Comment.—Producers of fatty acids located in different regions of the world generally use different mixes of
oils to produce fatty acids, primarily because of the available ranges of locally occurring natural fats and oils. The
predominant raw material for U.S. production of fatty acids is tallow (about 60 percent), followed by tall oil (about
20 percent). Coconut and palm-kernel oil account for approximately 10 percent of domestic fatty acid production,
with coconut oil believed to account for the largest share. The raw material mix for Western European fatty acid
producers is similar to that of the U.S. industry, with tropical oils accounting for about 10 percent of their fatty acid
production. Although the Japanese industry is also based predominately on tallow and lard, which account for about
40 percent of its fatty acid production, tropical oils account for more than 20 percent.

At least one domestic producer of coconut oil fatty acids, Twin Rivers Technologies, L.P. (Twin Rivers),
reports importing both the coconut oil (HTS subheadings 1513.11.00 and 1513.19.00) and a semi-finished coconut
oil fatty acid mixture known as “split undistilled coconut fatty acid” (SUCFA), which enters under HTS subheading
3819.23.10, as the firm does not have a large enough coconut oil splitting capacity to satisfy its own demand for the
raw cut of coconut oil fatty acids to be further refined in its own distillation operations.” Twin Rivers also reports
that the major global source for the SUCFA is Malaysia, but since the Malaysian industry primarily produces the
final coconut oil fatty acid products, they have a limited availability of the SUCFA. Because of the fledgling nature
of the coconut oil fatty acid industry in the Philippines, which consists of one producer, United Coconut Chemicals
(Cocochem), and its location off of major sea transport lanes, Twin Rivers is able to supplement its supply of
SUCFA from this source. ***.10

° Hearing transcript, pp. 16-17.
19 Hearing transcript, pp. 17-20 and official statistics of the U.S. Department of Commerce.
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III. GSP import situation, 2004

U.S. imports and share of U.S. consumption, 2004

Percent Percent Percent
of total of GSP of U.S.
Item Imports imports imports consumption
1,000
dollars
Grandtotal . ........ooiiiii e 59,851 100 ©) kk
Imports from GSP countries:
GSPtotal .......ccoviiiiii 23,797 40 100 Hokk
Philippines . . . . .o ovvvntniiiiiiii 23,320 39 98 ok
! Not applicable.

Comment.—U.S. imports from the Philippines, primarily coconut oil acids, have accounted for a significant
share of GSP imports of these materials. During 2000-03, in terms of quantity, U.S. imports from the Philippines
increased steadily, at an average annual rate of 117 percent. However, after losing GSP eligibility, imports in 2004
from the Philippines declined by more than 55 percent in terms of quantity. Also, during 2003-04, the unit value of
imports from the Philippines increased from $0.61/kg to more than $1.60/kg."

'* The change seen in the pattern of imports under HTS subheading 3823.19.20 is related to both the broad range of
products that may enter under this subheading and the ambiguity in the HTS as to the classification of semi-purified coconut oils
between the subject HTS subheading and the subheadings under major heading 1513 which include coconut oils and fractions
thereof.

15
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IV. Competitiveness profile, Philippines

Ranking as a U.S. import supplier,2004 .......................... 2

Aggregate demand elasticity (price elasticity of U.S. demand for the product from all sources, foreign and domestic):
Is the product a finished product for final sale to consumers? ............... Yes No_X_
Is the product an intermediate good used as an input in the production of
another good? ... ... i Yes _X No_
Is the product an agricultural or food product? .......................... Yes X No__
What is the aggregate price elasticity of U.S. demand? ......... High Moderate_~  Low _X

Substitution elasticity:

What is the similarity of product characteristics (such as quality, physical specifications, shelf-life, etc.) between
imports from this supplier and:
Imports from other suppliers? ........................ High_X  Moderate ____ Low__
US.producers? ...........ci i High_~ Moderate ____ Low _X
What is the similarity of conditions of sale and distribution (such as lead times between order and delivery dates,

payment terms, product service, minimum order size, variations in availability, etc.) between imports from this
supplier and: '

Imports from other suppliers? ......................... High_X  Moderate ___ Low ___
US.producers? ....... ...ttt High Moderate ____ Low _X
What is the substitution elasticity? ..................... ... High__ Moderate _ Low _X

Supply elasticity for affected imports:

Can production in the country be easily expanded or contracted in the short

L7535 ¢+ 1 Yes No_X
Does the country have significant export markets besides the United States? . . . Yes_X No_ _
Could exports from the country be readily redistributed among its foreign
export markets? ... ... ... ... e Yes No X

What is the price elasticity of supply for affected imports? .... High___ Moderate_X Low___

Price level compared with--

US.products . ......ooiii Above __ Equivalent _X Below___
Other foreign products ...............oiiiiiiiiiiii.n. Above ___  Equivalent _X Below ____

Quality compared with--

US. products .. ..cove e Above ___  Equivalent _X Below __
Other foreignproducts ............. ... .. . .. Above____  Equivalent_X Below ___

Comment.—This is a product that is defined to a significant extent by its derivative materials. Specifically,

domestically produced fatty acids, derived primarily from tall oil or tallow, are not equivalent to fatty acids derived
from tropical oils, primarily coconut oil. Therefore, imports under subheading 3823.19.20 do not compete with most
fatty acids produced domestically, although both the domestic and imported products are used within the same
markets and within the same consumer and industrial products.

16
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V. Position of interested parties'?

Petitioner.—The Government of the Republic of the Philippines and United Coconut Chemicals state in the
petition that the competitive need limit on imports of items under HTS subheading 3823.19.20 should be waived
since that action would be consistent with the purpose of the GSP program. The petitioner maintains that
Conochem’s continued coconut oil-based fatty acid production is essential to the prosperity and national security of
the Philippines. The economic development of the coconut industry, one of the only industries located on the island
of Mindanao, would be furthered by a waiver of the competitive need limit and such industrial development would
help alleviate poverty and thus the conditions that support insurgency in Mindanao.

Support.—Twin Rivers Technologies, L.P. (Twin Rivers) supports the petition for a competitive-need-limit
waiver. Twin Rivers purchases an unfinished coconut oil fatty acid product (SUCFA) from Cocohem, the only
coconut oil processor in the Philippines, to supplement their capacity for refining fatty acids. The Twin Rivers
domestic plant for producing SUCFA (by splitting the coconut oil) is operating at full capacity and Twin Rivers
requires additional SUCFA to produce enough of the final coconut oil fatty acid products to meet its own market
demand. Twin Rivers stated that the additional premium cost to Twin Rivers associated with sending cargo ships out
of traditional shipping lanes to reach the Cocohem facility on Mindanao Island could be offset by the waiver of the
competitive need limit, thereby reducing its costs by the 2.3 percent duty currently being assessed on imports. The
duty offset would allow Twin Rivers to compete on a level basis with producers of the final coconut oil fatty acid
products in Malaysia and other developed countries.

12 Information provided in this section is derived from the petition filed with USTR, testimony presented at the
March 23, 2005 Commission hearing, and written submissions of interested parties to the Commission in connection with this
investigation.
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VI. Summary of probable economic advice - Competitive-need-limit waiver (Phili
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Table 1.-- Certain fatty acids and acid oils: U.S. imports for consumption1, by principal sources, and U.S. exports
of domestic merchandise, by principal markets, 2000-04

Share of
Nation 2000 2001 2002 2003 2004  total, 2004
Value (1,000 dollars)

Import source:
Malaysia..........ccceevenneen. 32,687 18,032 14,367 19,062 35,583 59.5%
Philippines ................... 3,333 7,504 16,222 20,024 23,320 39.0%
Indonesia.........c.cc........ 870 349 334 365 450 0.8%
United Kingdom............ 25 0 0 2 252 0.4%
Germany......ccocceeeveennee 1,627 467 234 29 180 0.3%
China......ccceeveveeereennen. 0 0 0 ) 0 39 0.1%
India....cccccveeiereereennen. 0 7 0 96 27 0.0%
All other.........cccceeuveen. 29 93 40 86 0 0.0%

Total... 38,571 26,452 31,197 39,664 59,851 100.0%

Imports from GSP-eligible

nations:
Philippines .........c..c..... 3,333 7,504 16,222 20,024 23,320 98.0%
Indonesia..........c......... 870 349 334 365 450 1.9%
India......cocoeeveeveeennn. 0 7 0 96 27 0.1%
All other.......cccccceeunnnen. 0 0 0 39 0 0.0%

Total from GSP-eligible

NAtioNS.....cccvcerccerrcccernennns 4,203 7,860 16,555 20,524 23,797 100.0%

Export market:
Canada........ccecvveeeeennee 4,933 3,201 2,729 3,378 2,783 41.2%
MexXiCo .....ceeverierrinennne 225 631 433 431 2,564 37.9%
Pakistan....................... 0 0 0 0 439 6.5%
Brazil........cccoveeveeeeennnn. 0 205 354 322 397 5.9%
Venezuela.................... 0 149 197 57 202 3.0%
Thailand..........ccceueen.. 53 73 24 20 49 0.7%
Taiwan ........cccceeevenen. 122 112 86 85 47 0.7%
Germany........ccccceeeennee 85 0 0 5 37 0.5%
El Salvador .................. 5 -0 0 0 37 0.5%
India.....cccccooevveereneenen. 150 0 0 60 34 0.5%
All Other........cceevennn. 142 230 178 863 170 2.5%

TOtAl coeereeeeeeeeeeeeeeeereenens 5,715 4,601 4,001 5,221 6,759 100.0%

' The change seen in the pattern of imports under HTS subheading 3823.19.20 is related to both the broad range of products
that may enter under this subheading and the ambiguity in the HTS as to the classification of semi-purified coconut oils
between the subject HTS subheading and the subheadings under major heading 1513 which include coconut oils and
fractions thereof.

Note.--Because of rounding, figures may not add to totals shown.

Source: Compiled from official statistics of the U.S. Department of Commerce.
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Digest No. 3904.61.00

Polytetrafluoroethylene (PTFE)"
1. Introduction

X Removal: Russia"

Like or directly
competitive article
Col. 1 rate of produced in the United

HTS subheading(s)  Short description duty (1/1/05)  States on Jan. 1, 1995?
Percent ad
valorem

3904.61.00 Polytetrafluoroethylene, in primary forms 5.8 Yes

Description and uses.—Polytetrafluoroethylene (PTFE) is a vinyl polymer similar to polyethylene and made
from the monomer tetrafluoroethylene. Better known by its trade name, Teflon®, PTFE is highly resistant to
oxidation, possesses high temperature stability, acts as an excellent insulator, and has superior anti-stick properties.
PTFE is used to make non-stick cooking pans and other slippery or non-stick surfaces, as a stain resistant treatment
for carpets and fabrics, and to produce artificial body parts because it is seldom rejected.

PTFE is commercially available in three forms: granular, fine powder, and in aqueous dispersions; all three
forms are classified under HTS subheading 3904.61.00. Granular PTFE is used to produce molded and extruded
products intended mainly for the automotive and non-electrical industries. Fine powder PTFE is differentiated from
granular PTFE at the polymerization stage. Fine powder PTFE resin may be processed to be sprayed and cured into
a hard, abrasion-resistant coating. Aqueous dispersions are colloidal water dispersions of negatively charged
particles of PTFE resin, used for coating metal parts by electrodeposition.

13 The information in this digest is for the purpose of this report only. Nothing in this digest should be construed to
indicate how the Commission would find in an investigation under any other statutory authority.

14 The country named is the beneficiary developing country specified by the petitioner. While the Trade Policy Staff
Committee (TPSC) review will focus on that country, the TPSC reserves the right to address removal of GSP status for countries
other than those specified by the petitioner as well as the GSP status of the entire article.
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II. U.S. market profile

Profile of U.S. industry and market, 2000-2004

Ttem 2000 2001 2002 2003 2004
Producers (number) . ................ 3 3 3 3 3
Employment (1,000 employees) . . . . .. .. Q) ) ) " @)
Production (1,000 dollars) . . . ......... *kk * %ok *okk *okok *xk
Exports (1,000 dollars)* . ............. 42,235 36,584 50,620 76,834 87,390
Imports (1,000 dollars) . ............. 65,145 56,499 48,673 46,479 70,700
Consumption (1,000 dollars)* . ........ hk ik Tk ok ok
Import-to-consumption ratio (percent) . . . * @) * * *
Capacity utilization (percent) ... ....... @) @) A @) A

'Not available.

2 Export data during 2002-04 are overstated and include ***.

3 Consumption data do not accurately reflect the industry situation because of the overstated export data (see
footnote 2).

4 Import-to-consumption ratios are not applicable based on data presented in this table (see tabulation below for

more accurate data).
5 dokk

Comment.—There are three U.S. producers of PTFE, E.I. DuPont de Nemours & Co., Inc. (DuPont), Asahi
Glass Chemicals (AGC), and Daikin America, Inc. (Daikin). DuPont accounts for about *** percent of U.S.
production with the *** by AGC and Daikin.'* Fine powder constitutes ***.'¢

U.S. capacity utilization rates are reportedly ***. DuPont states that ***.17 ***.I* According to ok 19
Also, because of ***.2°

In addition to ***2' In June 2004, *** >

15 Petition for withdrawal of GSP eligibility for PTFE resin from Russia, on behalf of DuPont, Dec. 13, 2004, p. 3.

16 Production, imports, and exports based on data provided in the posthearing submission on behalf of DuPont,
Mar. 30, 2005, Exhibit 5.

17 Posthearing submission on behalf of DuPont, March 30, 2005, exhibit 8.

1% Staff telephone interview with ***, Mar. 30, 2005.

19 Staff telephone interview with ***, Mar. 30, 2005.

20 Staff telephone interview with ***, Mar. 30, 2005.

2! Staff telephone interview with *** Apr. 18, 2005.

22 Staff telephone interview with ***, Apr. 18, 2005.
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I1I. GSP import situation, 2004

U.S. imports and share of U.S. consumption, 2004

Percent Percent Percent
of total of GSP of U.S.
Item Imports imports imports  consumption
1,000
dollars
Grandtotal ............iiiiii 70,700 100 " @)
Imports from GSP-eligible countries:
Total ... 8,134 12 100 @)
RUSSIA © v v v e e e e e e e e e e e e e 7,888 11 97 @)
! Not applicable.
2 Not available.

Comment.—Total U.S. imports from GSP eligible countries declined by 42 percent during 2000-04 while
total U.S. imports increased by 9 percent during 2000-04. U.S. imports from Germany, which are predominantly
fine powder PTFE, increased by 255 percent; Germany accounted for 29 percent of total U.S. imports of PTFE in
2004.5

U.S. imports from Russia declined by 44 percent during 2000-04; Russia accounted for 97 percent of the
GSP imports into the United States in 2004. Russian producers operate large-capacity, world-scale plants and are
active in the world PTFE market. U.S. imports of granular PTFE from Russia accounted for about 20 percent of
U.S. consumption of granular PTFE in 2004.7

*#%% 26 During the same period, ***.77
DuPont stated that Russian PTFE was being sold in the United States at prices below that of other domestic

suppliers.”® The unit values per pound of imported PTFE imports during 2004 varied widely, as shown in the
following tabulation:?®

2 During testimony before the USTR at its March 24, 2005 hearing, officials from DuPont and Daikin stated that the
surge in U.S. imports from Germany was the result of German companies again reaching full production capacity. The 2003-04
data are at or near the levels of U.S. imports of PTFE from Germany prior to 1999; the lower levels of German exports was due
to an explosion at a German plant in late 1999, which shut down capacity.

2 posthearing brief on behalf of DuPont, Mar. 30, 2005, p. 18.

25 Hearing transcript, p. 41.

2 Posthearing bried on behalf of DuPont, Mar. 30, 2005, p. 18.

27 Based on official confidential import data of the U.S. Department of Commerce.

2 posthearing submission on behalf of DuPont, Mar. 30, 2005, p. 1.

2 Based on official confidential import data of the U.S. Department of Commerce and posthearing submission on
behalf of KCKK, Mar. 30, 2005, p. 6.
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**+*  DuPont stated that during the past five years, it ***

PTFE imported from the EU and Japan is fine powder, which usually commands a higher price and does not
compete with the Russian granular PTFE for the same markets.' DuPont stated that fine powder PTFE resins are
primarily used in automotive seals and bearings, high purity fluid storage, corrosive chemical processing, high
performance automotive and aerospace hoses, and nonstick and architectural roof coatings.”> However, according to
KCKK, Russian granular PTFE is not sold in these markets as it does not meet the specifications for these end-uses.”
KCKK is a worldscale producer and it is possible that in the future, it will be able to meet the specifications for these
markets.*

3% Posthearing submission on behalf of DuPont, Mar. 30, 2005, p. 7.

3! Posthearing submission on behalf of KCKK, Mar. 30, 2005, pp. 10-11 and staff telephone interview with ***
Mar. 30, 2005.

32 Hearing transcript, p. 46.

33 Posthearing submission on behalf of KCKK, Mar. 30, 2005, p. 13.

3 Posthearing submission on behalf of DuPont, Mar. 30, 2005, pp. 1-2.
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IV. Competitiveness profile, Russia

Ranking as a U.S. import supplier,2004 .......................... 4
Aggregate demand elasticity (price elasticity of U.S. demand for the product from all sources, foreign and domestic):
Is the product a finished product for final sale to consumers? ............... Yes No X
Is the product an intermediate good used as an input in the production of
another G00d? . ... .. vtt e Yes _X No_
Is the product an agricultural or food product? ........... ... ... ... ..., Yes No_X
What is the aggregate price elasticity of U.S. demand? ......... High__ Moderate __ Low _X
Substitution elasticity:

What is the similarity of product characteristics (such as quality, physical specifications, shelf-life, etc.) between
imports from this supplier and:

Imports from other suppliers? ........................ High Moderate_X  Low __
U.S. producers? . .......ourniiiiiiiiniiiiiaaa High Moderate_~ Low X_

What is the similarity of conditions of sale and distribution (such as lead times between order and delivery dates,
payment terms, product service, minimum order size, variations in availability, etc.) between imports from this

supplier and:
Imports from other suppliers? ......................... High Moderate _ X  Low___
U.S.producers? .........coviiiiiiiiineeiinennnneen. High Moderate _~ Low _X_
What is the substitution elasticity? ........................ High Moderate _~ Low _X
Supply elasticity for affected imports:
Can production in the country be easily expanded or contracted in the short
11590 1o ¥ J P S Yes X No___
Does the country have significant export markets besides the United States? . . . Yes _X No___
Could exports from the country be readily redistributed among its foreign
export markets? .. ... ... Yes X No___
What is the price élasticity of supply for affected imports? .... High_X = Moderate _ = Low___
Price level compared with--
US. products ... ..ot e Above __  Equivalent ___  Below _X
Other foreign products ...............ccoiiiiiiiiiii. Above ___  Equivalent___ Below _X_
Quality compared with-- V
U.S.products . ...... e Above __  Equivalent ___  Below _X
Other foreign products ............ ... .. ... i, Above ___  Equivalent ___  Below _X

Comment.—U.S. imports of Russian PTFE are reported to be low-quality, low-priced granular material used
in limited market segments. Russian PTFE is reported to be of a lesser quality than that imported from the primary
U.S. import sources, Germany, Italy, and Japan, which is primarily fine powder.* Russia accounts for 97 percent of
U.S. GSP-eligible imports of PTFE. KCKK is export-oriented, shipping most of its PTFE to the United States, the
EU, Korea, and Latin America.*

3 Posthearing submission on behalf of KCKK, Mar. 30, 2005, pp. 9-10.
3 Posthearing submission on behalf of DuPont, Mar. 30, 2005, pp. 3-4.
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DuPont stated that both KCKK and Halogen (the other Russian producer of PTFE resin) were being
investigated by the EU Commission for “injurious, unfair trade practices with respect to the subject imports” and that
the Government of India had already found this to be true.”’” KCKK stated that in the EU Commission’s findings,
Russia and all other beneficiary countries, with the exception of China, Sri Lanka, Moldova, Malaysia, and Thailand,
remain eligible for GSP treatment for PTFE resin through 2005; the most recent EU Commission proposal, issued
March 9, 2005, continues the GSP-¢eligibility for PTFE resin from Russia.*®

37 Posthearing submission on behalf of DuPont, Mar. 30, 2005, p. 1 and exhibit 1.
3 Posthearing submission on behalf of KCKK, Mar. 30, 2005, pg. 8-9.

26



Digest No. 3904.61.00

V. Position of interested parties®

Petitioner.~E.I. DuPont de Nemours & Co., Inc. (DuPont) requested the removal of HTS subheading
3904.61.00 from Russia from the list of articles eligible for duty-free treatment under the GSP. According to
DuPont, the two Russian producers of PTFE (KCKK and Halogen) operate world-class facilities and trade PTFE
unfairly as high volumes of low-priced Russian PTFE have harmed the U.S. industry. DuPont stated that the only
significant beneficiaries of the duty-free treatment for PTFE resin from Russia are KCKK and Halogen, both of
which are large, world-class producers, that have increased market share in the United States and around the world.
It also stated that PTFE resin from Russia is sold in the United States at prices far below those of any other supplier,
both domestic and foreign.

Support.—Daikin America, Inc. supports the petition of DuPont to remove PTFE from Russia from the list
of articles eligible for duty-free treatment under rhe GSP. Daikin stated that PTFE from Russia is having a
significant adverse impact on U.S. producers. Daikin stated that the company has ceased investing in and expanding
its U.S. manufacturing facility because of the lower-priced imports from Russia.

Opposition.—Kirovo-Cheptesky Khimichesky Kombinat (KCKK), one of two Russian producers of PTFE
resin, stated that the level of U.S. imports of PTFE from Russia remains modest and below historical levels. The
lower average unit value of the Russian product is attributed to the fundamental differences in product types; U.S.
imports from Russia consist of less advanced, lower quality, and less costly granular PTFE that compete in limited
market segments. KCKK stated that DuPont is a.major purchaser of PTFE from both Russia and China and that the
Russian product does not corhpete in the segments of the market served by U.S.-produced PTFE resin.

% Information provided in this section is derived from the petition filed with USTR, testimony presented at the
March 23, 2005 Commission hearing, and written submissions of interested parties to the Commission in connection with this
investigation.
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V1. Summary of probable economic advice-Removal (Russia)
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Table 1.—Polytetrafluoroethylene (PTFE): U.S. imports for consumption, by principal sources, and U.S. exports
of domestic merchandise, by principal markets, 2000-04

Share of
Nation 2000 2001 2002 2003 2004  total, 2004
Value (1,000 dollars)

Import source:
Germany ........ccceeeevenees 5,682 9,530 10,626 15,362 20,171 28.5%
RAY coovoeeveveceeereeenenieaee 13,835 11,869 13,161 12,854 15,720 22.2%
Japan......ccecevererennns 12,775 12,589 5,553 4,396 9,913 14.0%
RUSSIA....coeecveereererneenne 14,075 9,368 7,974 4,432 7,888 11.2%
(031171 - R 814 1,395 1,207 1,671 6,083 8.6%
United Kingdom............ 4,505 3,350 3,532 4,030 4,072 5.8%
Netherlands ................. 12,562 6,717 4,987 2,005 3,883 5.5%
Canada.....cccceeeveeeeinnnns 94 212 6 8 1,267 1.8%
Belgium.......cccoveerreennes 23 228 1,071 1,096 1,094 1.5%
Poland........cccoeueeervenennns 516 571 95 283 267 0.4%
All other........ccovuevevnene 264 670 461 342 342 0.5%

Total 65,145 56,499 48,673 46,479 70,700 100.0%

Imports from GSP-eligible

nations:
RUSSIA....vcvevreeereeereerrenenns 14,075 9,368 7,974 4,432 7,888 97.0%
10 (- F RO 0 3 18 17 112 1.4%
Bulgaria.........cc.cevevrnens 0 0 0 0 69 0.8%
Brazil......cooeeueveerenrenenns 0 1 39 0 62 0.8%
All Other......cueeverererenee 0 3 1 5 3 0.0%

Total from GSP-eligible

nations........ 14,075 9,374 8,124 4,455 8,134 100.0%

Export market:
Netherlands ................. 9,261 4,965 7,764 15,622 15,707 18.0%
Japan.......coeeeeeenennns 3,576 1,273 1,565 4,846 11,026 12.6%
(0311117 U 228 683 3,347 12,288 9,884 11.3%
Canada ......cccccoeureueunne. 6,787 5,982 6,160 5,604 6,233 71%
Brazil......cococeeeveuereruenns 2,489 2,351 2,977 4,972 5,814 6.7%
Thailand.......cccccueveeenene 349 459 1,851 1,741 5,707 6.5%
Belgium........cccooveveevrene 1,753 1,363 1,983 2,881 5,575 6.4%
Germany.......cceeeeeenne 1,832 2,879 3,818 6,081 4,780 5.5%
SiNGapore ........coeeevenes 2,149 3,253 4,143 5,895 4,392 5.0%
MEXICO.....cvrverreivererrrnenss 3,193 3,620 3,940 4,686 4,358 5.0%
All Other......c.ocoeverueenne. 11,373 10,804 14,017 12,881 13,914 15.9%

Total — 42,990 37,632 51,565 77,497 87,390 100.0%

‘Note.--Because of rounding, figures may not add to totals shown.

Source: Compiled from official statistics of the U.S. Department of Commerce.
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Digest No. 4107.19.50
Certain Upholstery and Fancy Leather
I. Introduction

X Competitive-need-limit waiver: Argentina

Like or directly
competitive article
Col. 1 rate of produced in the United

HTS subheading(s)  Short description duty (1/1/05) States on Jan. 1, 1995?
' Percent ad
valorem
4107.19.50" Upholstery leather 2.8 Yes
4107.92.80' Fancy leather 2.4 Yes

! Argentina has not been proclaimed by the President as non-eligible for GSP treatment for articles included
under HTS subheadings 4107.19.50 and 4107.92.80, but anticipates future levels in excess of the competitive need
limits.

Description and uses.—Upholstery leather is a general term for leathers used for furniture, automobiles,
airplanes, and other upholstery applications. Most upholstery leather is derived from cattlehides. The term “fancy,”
as applied to leather, means leather that has been embossed, printed, or otherwise decorated in any manner or to any
extent.*® Such leather is used for pocketbooks, handbags, and other leather-covered specialities.*!

The leather, which has been subjected to the tanning process, is derived from the hides and skins of bovine
and equine animals. In the tanning process, hides and skins of most animals are treated with chemicals to preserve
them and convert them into a form in which they can be made into common leather articles such as shoes, leather
garments, and upholstery. Upholstery and fancy leather derived from bovine hides are believed to be the leading
leather types in terms of U.S. production and U.S. imports within these subheadings.

40 As defined in Ch. 41, Additional U.S. Note 1 of the Harmonized Tariff Schedule of the United States.
41 USDA, FAS, Dictionary of terms used in the Hides, Skins, and Leather Trade, 1974.

31



Digest No. 4107.19.50

II. U.S. market profile

Profile of U.S. industry and market, 2000-2004

Ttem 2000 2001 2002 2003 2004
Producers (number)' ................ @) " @) Q) A
Employment (1,000 employees) . . . . .. .. S 0] @) Q) ®
Shipments (1,000 dollars) . . .......... Q) Q) Q) Q) "
Exports (1,000 dollars)* . . ............ 150,790 113,288 1,404 1,286 22,270
Imports (1,000 dollars’ .............. 353,737 329,591 76,342 47958 44,044
Consumption (1,000 dollars) . . ........ Q) " @) " ®
Import-to-consumption ratio (percent) . . . Q) O] @) " Q)
Capacity utilization (percent) . . ... .. ... @) Q) Q) ® A
! Not available.

2 The 2000-01 import and export data include products not in this digest. Actual 2000-01 import and export data
for the products covered in this digest are estimated to be about 23 percent of the data shown. U.S. import and
export data for 2000 and 2001 are not directly comparable with data after 2001 due to revisions to the HTS and
Schedule B.

Comment.—Data on U.S. manufacturers of upholstery and fancy leathers are not available. One industry
source stated that U.S. leather shipments have declined during this period because many domestic manufacturing
facilities have closed or relocated to countries with lower-cost labor.*? The United States is a major producer of
hides, skins, and leather, as well as a major exporter of hides and skins. Of the leather produced in the United States,
over 95 percent (by quantity) is derived from bovine hides. ‘

2 Telephone interview by Commission staff with representatives of the Leather Industries of America, Feb. 20, 2004.
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III. GSP import situation, 2004

U.S. imports and share of U.S. consumption, 2004

Digest No. 4107.19.50

Percent Percent Percent
of total of GSP of U.S.
Item Imports imports imports consumption
1,000
dollars
Grandtotal ............... ... ... 44,044 100 " @)
Imports from GSP-eligible countries:
Total ... 25,774 59 100 @)
Argenting . ...........iiiiiii 21,011 48 82 Q)
! Not applicable.
2 Not available.

Comment.—Argentina is a major producer of hides, skins, and leather; however, it restricts the exportation
of its hides and skins to encourage domestic processing of hides and skins.* During 2004, GSP countries accounted
for 59 percent of U.S. upholstery and fancy leather imports from all sources, with Argentina accounting for

48 percent of total imports and 82 percent of GSP imports.

3 Telephone interview by Commission staff with representatives of the Leather Industries of America, Feb. 20, 2004.
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1V. Competitiveness profile, Argentina

Ranking as a U.S. import supplier,2004 ..................... S 1
Aggregate demand elasticity (price elasticity of U.S. demand for the product from all sources, foreign and domestic):
Is the product a finished product for final sale to consumers? ............... Yes ___ No _X
Is the product an intermediate good used as an input in the production of
another 200d? ... ... Yes X No
Is the product an agricultural or food product? ................. ... . ... Yes _X No_
What is the aggregate price elasticity of U.S. demand? . ........ High__ Moderate ____ Low X
Substitution elasticity:

What is the similarity of product characteristics (such as quality, physical specifications, shelf-life, etc.) between
imports from this supplier and:

Imports from other suppliers? ........................ High_X  Moderate ___ Low ___
U.S. producers? . ........coiiiiiinneiiiiinnaeneennn. High__ Moderate _X_ Low ___

What is the similarity of conditions of sale and distribution (such as lead times between order and delivery dates,

payment terms, product service, minimum order size, variations in availability, etc.) between imports from this

supplier and:
Imports from other suppliers? ......................... High_ Moderate _X  Low___
U.S. producers? . ..ot High_~ Moderate_X  Low___
What is the substitution elasticity? ........................ High _ Moderate _ X Low ___

Supply elasticity for affected imports:
Can production in the country be easily expanded or contracted in the short

L7 5 . /OO Yes No X
Does the country have significant export markets besides the United States? . . . Yes _X No__
Could exports from the country be readily redistributed among its foreign
export Markets? ... ... Yes _X No_

What is the price elasticity of supply for affected imports? .... High___  Moderate_X Low ___

Price level compared with--

US. Products . . ..o v ettt Above ___  Equivalent ___  Below _X
Other foreignproducts .......... ..ot Above __  Equivalent _X Below ___

Quality compared with-- '

U.S.products .« ..o v ee i e Above __  Equivalent __  Below _X_
Other foreign products . ...t Above ___  Equivalent _X Below ___

Comment.—Most leathers produced in Argentina are similar in performance to leather produced in other

U.S. import-source countries. However, Argentine hides reportedly only compete with U.S. hides in limited markets.

Argentine hides are smaller in size, differ in thickness, and are generally inferior to U.S. hides because of the use of
farm barbed wire resulting in holes and marks on the hides, the slaughtering method, and treatment in the chilling
room. The U.S. treatment methods are considered to be superior to those used in Argentina and therefore cause less
damage to the hides.*

4 Camara de la Industria Curtidora Argentina, petition for competitive-need-limit waivers before the USTR,
December 2004.
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V. Position of interested parties

Petitioner.—The petitioner, Camara de la Industria Curtidora Argentina, requested the waiver of the
competitive need limit for upholstery leather and fancy leather. The petition states that granting a competitive-need-
limit waiver would allow the U.S. market to have continued access to the Argentine products and this would benefit
both U.S. consumers by lowering prices.

No other statements were received in support of or in opposition to the proposed modifications to the GSP
considered in this digest.
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VI. Summary of probable economic advice-Competitive-need-limit waiver (Argentina) (HTS subheadings

4107.19.50 and 4107.92.80)
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Table 1.--Upholstery and fancy leather: U.S. imports for consumption, by principal sources, and U.S. exports of
domestic merchandise, by principal markets, 2000-04

Share of
Nation 2000 2001 2002 2003 2004 total, 2004
Value (1,000 dollars)
Import source:
Argentina ........c.ccoeeene. 160,341 121,943 27,888 15,065 21,011 47.7%
Haly ..o 88,772 89,893 4,730 9,609 12,605 28.6%
Uruguay .......cocceveeeenenne 14,352 19,637 9,895 4,132 3,622 8.2%
China...c..ccoveeeeeeeenee. 866 1,562 372 1,055 2,553 5.8%
Brazil......cccooeereeiercene 31,670 44,792 15,906 6,435 1,013 2.3%
Canada........ccceceevuenen. 4,764 2,611 1,106 1,272 651 1.5%
Germany........ccecveeenen. 24,859 15,561 346 739 571 1.3%
Belgium........cccceceeeerns 1,027 495 61 238 528 1.2%
Spain......cocceeveeeneennn 4,879 1,974 186 529 417 0.9%
France......ccocoeevveneens 2,384 2,366 1,367 303 354 0.8%
All other.........ccceeeuenne. 19,823 28,857 14,485 8,581 719 1.6%
Total .....ovveeriririneeecieennens 353,737 329,591 76,342 47,958 44,044 100.0%
Imports from GSP-eligible
nations:
Argenting ........ccoceeenene 160,341 121,943 27,888 15,065 21,011 81.5%
Uruguay ......cccccveeenreenene 14,352 19,5637 9,895 4,132 3,622 14.1%
Brazil.......cccoooveervenenne 31,670 44,792 15,906 6,435 1,013 3.9%
All other..........cccceeeeene. 3,617 5,957 914 323 128 0.5%
Total from GSP-eligible
Nations.......cceceeereereersnnenens 209,980 192,229 54,603 25,955 25,774 100.0%
Export market:
MEXIiCO ...ovveeeveeeeniaene 133,680 90,005 208 163 20,454 91.8%
Dominican Repubilic..... 2,540 13,633 0 595 657 3.0%
Canada......cccccoeveennee. 0 0] 678 300 554 2.5%
Hong Kong.......c.cccc...... 1,104 3,950 182 24 188 0.8%
aly ...ooocveeeeeeencne 551 183 55 3 155 0.7%
Philippines .........cccocee. 111 0 16 0 71 0.3%
Argentina ..................... 146 30 0 0 45 0.2%
India......cooevereieenne. 0 0 0 0 34 0.2%
CostaRica......ccccceenne 9,161 3,412 0 7 30 0.1%
Lebanon.........cccceeueene 0 27 0 0 29 0.1%
All Other.........ccccceeeeene. 3,497 2,048 265 194 53 0.2%
Total ..., 150,790 113,288 1,404 1,286 22,270 100.0%

Note.--Because of rounding, figures may not add to totals shown.

Source: Compiled from official statistics of the U.S. Department of Commerce.
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Table 2.-- Upholstery and fancy leather (by HTS subheading): U.S. imports for consumption, by principal
sources, 2000-04 ‘

Share of
Nation : 2000 2001 2002 2003 2004  total, 2004
Value (1,000 dollars)

HTS subheading 4107.19.50:
Argentina .......c...coeeee. 153,028 115,210 20,858 8,222 14,404 51.5%
aly ..o 0 0 2,754 4,494 5,860 21.0%
Uruguay ........cceeveeveeennee 0 0 7,774 3,369 3,560 12.7%
China....cooevieeeeee, 857 1,560 370 1,020 2,553 9.1%
Germany..........cceeeeeene 23,000 14,369 109 468 489 1.7%
Spain.....occeerreeeeenes 0 0 17 292 327 1.2%
Brazil......cccoocovieiiiines 29,296 37,664 11,668 1,217 300 1.2%
Australia..........ccc.......... 50 7,759 9,769 5,608 210 1.2%
United Kingdom............ 0 0 8 122 106 1.2%
CostaRica................... 10 13 0 0 42 1.2%
All other..........cccoveeeeen. 101,240 119,490 335 463 114 1.2%
< - | R 307,481 296,065 53,662 25,275 27,965 100.0%

HTS subheading 4107.92.80

12 YR 0 0 1,976 5115 6,745 41.9%
Argenting ........cooo..... 7,313 6,733 7,030 6,843 6,608 41.1%
Brazil......ccooovveeiiennnns 2,373 7,128 4,238 5,217 713 4.4%
Canada.......ccccceeenn.n... 4,711 2,526 1,094 1,271 612 3.8%
Belgium.......ccceereeeeen. 689 495 61 238 528 3.3%
France.......ccccceeeeenniil 2,355 2,354 1,334 285 351 2.2%
Norway........ccceeeeuveeneens 0 0 1,447 935 17 1.1%
Spain.......ccceeeeveeeeeenn. 0 0 170 237 90 0.6%
Germany.........ccceeennees 1,859 1,192 237 271 82 0.5%
Uruguay .......ococevceeeene 0 0 2,120 763 62 0.4%
All other.........covevvrveennee. 26,953 13,099 2,975 1,509 118 0.7%
L o] 7 1 46,253 33,527 22,682 22,684 16,080 100.0%

Note.--Because of rounding, figures may not add to totals shown.

Source: Compiled from official statistics of the U.S. Department of Commerce.
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Certain Handmade Carpets
I. Introduction
_X_ Addition
Like or directly
competitive article
Col. 1 rate of produced in the United
HTS subheading(s)  Short description duty (1/1/05) States on Jan. 1, 19957
Percent ad
valorem
Woven, but not made on a power-driven loom:
Not of pile construction:
Of wool:
5702.51.20 Not made up 4.3 Yes
5702.91.30 Made up 43 Yes
5702.92.0010 Of manmade textile materials, made up 2.7 Yes
5702.99.1010 Of cotton, made up 6.8 Yes
Tufted, whether or not made up, hand-hooked:
5703.10.0020 Of wool 6.0 Yes
5703.20.10 Of nylon or other polyamides 5.8 Yes
5703.30.0020 Of other manmade textile materials 6.0 Yes

Description and uses.—The carpets covered in this digest consist of hand-woven rugs (within HTS heading
5702) and hand-tufted rugs (within HTS heading 5703). These rugs are usually “made up” (i.e., made to size and
finished); rugs that are “not made up” are imported in the length for cutting and making up, such as for installation in
hallways or on stairs. The handmade rugs consist of accent rugs, scatter rugs, and area rugs. Accent rugs and scatter
rugs are small in size (e.g., 2' x 3") and often used in the kitchen or at an entrance and also may be washable. Area
rugs are larger in size (e.g., 5' x 8' or 6' x 9") and are designed to fit a room such as a den or dining room.

The hand-tufted rugs are hand-hooked rugs in which the tufts are inserted by hand or by means of a hand
tool. Hand-tufted rugs have a surface pile that is formed by inserting pile yarn into a pre-existing base fabric,
allowing for a myriad of colors and patterns. The loops of the surface pile can be either sheared or unsheared. The
hand-woven rugs are not made with a pre-existing base fabric and they do not have a surface pile; hence, they are
known in the trade as “flat-woven” rugs. The pattern on hand-woven rugs is formed during the weaving of the basic
structure of the rug on a handloom.

According to the Oriental Rug Importers Association (ORIA), the designs and color schemes for the subject
imported handmade rugs are created in the United States. ORIA noted that virtually all designs used in the
handmade rugs are copyrighted and that “the same designs are not used for both a handmade carpet and a machine-
made carpet.”

 Post-hearing submission on behalf of Andrew Peykar, President, ORIA, Secaucus, NJ, Mar. 30, 2005.
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II. U.S. market profile

Profile of U.S. industry and market, 2000-2004

Item 2000 2001 2002 2003 2004
Producers (number) ................. Q) " Q) " 77
Employment (1,000 employees) . . . . . . .. " @) Q) @) "
Shipments (1,000 dollars) . ... .. ... ... ¢ R ) ¢) 750,000
Exports (1,000 dollarsy* .............. 574,915 539,855 520,264 543,797 634,150
Imports (1,000 dollars) . ............. 224,147 199,033 238,115 236,758 252,091
Consumption (1,000 dollars) . . ........ @) 0 Q) Q) @
Import-to-consumption ratio (percent) . . . " Q) ) Q) @)
Capacity utilization (percent) . .. ....... O] ® Q) Q) "

! Not available.

2 Estimated by Commission staff.

* Export data cover products not included in this digest.

* Not available as export data cover products not included in this digest.

Comment.— U.S. imports of rugs covered in this digest, by types, are shown in the following tabulation:

Item 2000 2001 2002 2003 2004
Hand-woven rugs (1,000 dollars) . . . . . 43,616 38,901 49,597 49,336 53,096
Hand-tufted rugs (1,000 dollars) . .. .. 180,531 160,132 188,519 187,421 198,995

U.S. imports of handmade rugs covered in this digest mostly consist of hand-tufted rugs, the majority of which are
made of wool (imports valued at $167 million in 2004). Imports of hand-woven rugs are predominantly of cotton
($37 million in 2004) and wool ($12 million in 2004). Other materials used in handmade rugs include manmade
textile materials. In 2004, 91 percent of subject imports came from India ($122 million) and China ($108 million).
Whereas the imports from China consisted almost entirely of hand-tufted rugs ($106 million), those from India were
divided between hand-tufted rugs ($73 million) and hand-woven rugs ($48 million).

The domestic industry produces machine-made, rather than handmade, patterned rugs that may compete
directly with the imported handmade rugs. Although data are not available on U.S. production of machine-made
patterned rugs, industry shipments in 2003 totaled $582 million for all woven carpets (patterned and other) and $11
billion for all tufted carpet (patterned rugs likely represented a small portion of total U.S. tufted carpet production).
The domestic industry has experienced significant consolidation in the past decade; in 2004, the industry
experienced “price hikes for raw materials, heightened direct-importing activity by retailers and retail price-point
cutbacks.”*

4 Cecile B. Corral, “Rug Suppliers Found Plush 2004,” Home Textiles Today, 2005 Business Annual Edition, p. 40.
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At least seven firms produce machine-made patterned rugs in the United States. The producers are
(1) Mohawk Industries, Calhoun, GA, which considers itself to be the world's largest producer of area rugs and mats;
(2) Shaw Industries, Dalton, GA, which considers itself to be the world's largest carpet maker and is a subsidiary of
Berkshire Hathaway, Inc.; (3) Springs Industries, Fort Mill, SC, a leading producer and marketer of home
furnishings; (4) Maples Industries, Inc., Scottsboro, AL; (5) Orian Rugs Inc., Anderson, SC; (6) Oriental Weavers of
America, Dalton, GA, a division of Oriental Weavers Group based in Cairo, Egypt; and (7) Milliken & Co.,
Spartanburg, SC, which considers itself to be one of the world's largest privately held textile and chemical producers
and which created a computer-controlled inkjet carpet printing machine (Millitron®) to print high-resolution digital
patterns on carpets in a wide range of colors.” ***# The “Big Three” producers of patterned rugs reportedly are
*#x 99 According to a trade source, the “Big Three” in tufting are *** and the “Big Three” in wovens are ***.

*kk 50 kokk 51 kkk 52

Trade sources estimated that the domestic market for patterned rugs totals roughly *** at wholesale cost
annually and that the domestic industry accounts for an estimated 70 percent of the market.” The market can be
divided into two broad retail groups: (1) mass-merchant stores, including home improvement centers, such as Wal-
Mart, Target, and Home Depot, and (2) “all other” retailers, such as department stores, independent flooring stores,
furniture stores, and catalog houses, which are greater in number but involve smaller volumes of rug sales. Trade
sources estimated that the mass-merchant stores account for at least 50 percent, and possibly as much as 60 to 70
percent, of the rug market. *** 3

The U.S. market for rugs reportedly has grown in recent years, partly reflecting the popularity of hardwood
floors in homes.” Consumers also are increasingly purchasing rugs as fashion accessories for their homes. Retail
rug sales are much greater in machine-made than handmade rugs. A trade source estimates that machine-made rugs,
both domestic and imported, represent as much as 75-80 percent of the market and that handmade rugs account for
the remaining 20-25 percent. In general, handmade area rugs cost more than machine-woven area rugs, possibly as
much as 25-30 percent more for area rugs of comparable quality and design. However, top-of-the-line machine-
woven area rugs tend to cost more than mid-level handmade area rugs. Nevertheless, handmade and machine-made
area rugs each vary widely in price, depending on construction techniques, design intricacies, fibers, and rug sizes.*
For accent rugs and scatter rugs, which are much smaller than area rugs and typically hand-tufted or hand-hooked,
prices also vary greatly, and can be as low as $19 each at retail.

A representative of *** 3

47 Information on the firms is derived from their respective websites and from representatives of the firms in telephone
interviews by Commission staff.

48 *xk Mar. 28, 2005.

 Staff telephone interview with ***, April 2005.

50 Staff telephone interview with ***, Feb. 15, 2005.

5! Staff telephone interview with ***, April 2005.

52 Staff telephone interview with ***, Mar. 23, 2005.

33 Staff telephone interview with ***, Mar. 23, 2005.

54 Staff telephone interview with ***, Feb. 15, 2005.

55 Except as noted, information in the paragraph is from Lauren Bovich, “Area Rugs: Shopper Buying Habits Focus on
the 'Here and Now,” Floor Covering Weekly, Feb. 7/14, 2005, p. 37; Cecile B. Corral, “Rug Suppliers Found Plush 2004,”
Home Textiles Today, 2005 Business Annual Edition, p. 40; Rugs Guide, “Rug Basics,” found at
http://www.rugsguide.com/atr/basics/html, retrieved Feb. 16, 2005; and staff telephone interview with Andrew Peykar, Nourison
Rug Corp., Saddle Brook, NJ, and President, Oriental Rug Importers Association, Mar. 3, 2005.

% For example, on the website of the retailer Pottery Barn, a division of Williams-Sonoma, the price of a hand-tufted
sheared wool pile rug with a cotton canvas backing ranges from $249 for a 2.5' x 9" rug to $999 for a 9'x 12’ rug (found at
http://ww2.potterybarn.com, Feb. 28, 2005).

57 Staff telephone interview with ***, Apr. 6, 2005.
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I1I. GSP import situation, 2004

U.S. imports and share of U.S. consumption, 2004

Percent Percent Percent

of total of GSP of U.S.
Item Imports imports imports consumption
1,000
dollars
Grandtotal . ...t 252,091 100 " A
Imports from GSP-eligible countries:
Total ... 131,408 52 100 *
India ......cooini 121,562 48 93 ®
Thailand . ... 5,525 2 4 @)
Philippines . . .. ...o.vuet i 2,043 1 2 @)
' Not applicable.
? Not available.

Comment.—India is the largest GSP supplier of handmade rugs covered in this digest, accounting for
93 percent of GSP imports in 2004. India dominated the hand-woven rug segment, accounting for 91 percent
(848 million) of the imports. For hand-tufted rugs, India accounted for 37 percent ($73 million) of the imports
(China accounted for 53 percent ($106 million) of the total). In 2004, the average unit value (per square meter) of
hand-woven rugs from India was $14.46 for wool rugs and $2.69 for cotton rugs, compared with $27.27 and $3.82
for those from all other countries, respectively. For hand-tufted rugs of wool, which account for almost all of India's
shipments in the hand-tufted category, the average unit value of the Indian rugs was $19.34 per square meter,
compared with $20.49 for those from China, the principal foreign supplier.
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IV. Competitiveness profile, India

Ranking as a U.S. import supplier,2004 ............ ... ... .. ..... 1

Aggregate demand elasticity (price elasticity of U.S. demand for the product from all sources, foreign and domestic):
Is the product a finished product for final sale to consumers? ................ Yes _ X No__
Is the product an intermediate good used as an input in the production of another
0007 o e Yes No_X
Is the product an agricultural or food product? ........................... Yes_ No_X
What is the aggregate price elasticity of U.S. demand? .......... High Moderate _X Low ___

Substitution elasticity:

What is the similarity of product characteristics (such as quality, physical specifications, shelf-life, etc.) between
imports from this supplier and:
Imports from other suppliers? ................. ... ... High _X  Moderate ___ Low ___
U.S.producers? ...t High_~  Moderate_ X  Low___
What is the similarity of conditions of sale and distribution (such as lead times between order and delivery dates,
payment terms, product service, minimum order size, variations in availability, etc.) between imports from this
supplier and:

Imports from other suppliers? ........... ... ... ... ... .. High X Moderate Low ___
U.S. producers? . .....oviuneii e High Moderate _X Low___
What is the substitution elasticity? ........................ High Moderate_ X  Low___

Supply elasticity for affected imports:
Can production in the country be easily expanded or contracted in the short

1153 51112 Yes X  No___
Does the country have significant export markets besides the United States? . . . Yes X  No__
Could exports from the country be readily redistributed among its foreign
export Markets? ... ... ...t e Yes _X No_

What is the price elasticity of supply for affected imports? .. High X = Moderate ____ Low ___

Price level compared with--

U.S. products:
Machine-wovenIugs . .........couviiineeninnenn... Above X  Equivalent___  Below___
Machine-tuftedrugs ....... ... ... . L., Above ___  Equivalent ___  Below _X
Other foreignproducts .......... ...t Above ___  Equivalent_X Below__

Quality compared with--

U.S. products . .. .oe et e Above __ Equivalent _X Below ___
Other foreign products .......... ... ...t Above __ Equivalent _X Below ___

Comment.—In general, ***, Nevertheless, U.S. producers are competitive in the domestic market because of
their manufacturing and merchandising expertise, consistent product quality, established business relationships with
retailers, and service. For example, *** 3

38 Staff telephone interview with ***, March 2005.
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IV. Competitiveness profile, all GSP-eligible suppliers

Ranking as a U.S. import supplier, 2004 .......... e _NA

Aggregate demand elasticity (price elasticity of U.S. demand for the product from all sources, foreign and domestic):
Is the product a finished product for final sale to consumers? ................ Yes _ X No__
Is the product an intermediate good used as an input in the production of another
B00A7 . ot Yes No_X
Is the product an agricultural or food product? ............... ... ... .. Yes No_X
What is the aggregate price elasticity of U.S. demand? .......... High__ Moderate _X Low ___

Substitution elasticity:

What is the similarity of product characteristics (such as quality, physical specifications, shelf-life, etc.) between
imports from this supplier and:
Imports from other suppliers? ........................ High _X  Moderate ___ Low ___
U.S. producers? ............oouuniiiniieeninnnnnnnens High_ Moderate_X  Low___
What is the similarity of conditions of sale and distribution (such as lead times between order and delivery dates,

payment terms, product service, minimum order size, variations in availability, etc.) between imports from this
supplier and:

Imports from other suppliers? ........... ... ... ..o High _X Moderate Low ___
U.S. producers? ... ...oooeiiiiiiiiiiiiiii e High Moderate _X Low__
What is the substitution elasticity? ........................ High Moderate _X Low___

Supply elasticity for affected imports:
Can production in the country be easily expanded or contracted in the short

L1750 9 5.4 ¥/ Yes X No_
Does the country have significant export markets besides the United States? . . . Yes_ X  No__
Could exports from the country be readily redistributed among its foreign
eXport MArkets? .. ... ..vit i e Yes_ X  No___

What is the price elasticity of supply for affected imports? .. High _X  Moderate __ Low ___

Price level compared with--

U.S. products:
Machine-WovVen rugs . ..........couuiuneunnnnennnn. Above X  Equivalent___  Below ___
Machine-tuftedrugs .......... ... ... it Above ___  Equivalent ___  Below _X
Other foreignproducts ........... ... ..., Above ___  Equivalent _X Below ___

Quality compared with--

US.products . .. .oovvii e Above ___ Equivalent _X Below __
Other foreign products ............ ... ..., Above ___  Equivalent _X Below __
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V. Position of interested parties®

Petitioner.—Section 1555 of Public Law 108-429 authorizes the President to designate certain carpets and
rugs as eligible articles under the Generalized System of Preferences. USTR self-initiated the petition for HTS
subheadings 5702.51.20, 5702.91.30, 5702.92.0010, 5702.99.1010, 5703.20.10, and 5703.30.0020. USTR and the
Government of Nepal requested the addition of HTS subheading 5703.10.0020.

Support.—The Oriental Rug Importers Association (ORIA), a national trade association representing more
than 80 leading U.S.-based importers of handmade carpets, supports the designation of the subject handmade rugs as
GSP-eligible articles. ORIA stated it is a national trade association that was established in 1958 to foster ethical
business practices and promote the best interests of the Oriental rug trade in the United States and in countries that
produce Oriental rugs. It noted that the rugs are labor intensive and are an important source of employment in some
of the poorest and most rural areas of India, Pakistan, and Nepal. ORIA stated that granting GSP treatment to
imports of the subject handmade rugs will have no negative effect on U.S. industry but may provide increased
opportunities for more affordable handmade rugs in the United States and incentives for producing these rugs in
GSP-eligible countries.

ORIA said the subject handmade rugs are neither like nor directly competitive with machine-made rugs
produced in the United States. According to ORIA, the general rule is that machine-made rugs compete with
machine-made rugs while handmade rugs compete with handmade rugs. Consumers may or may not think in terms
of purchasing handmade rugs against purchasing a machine-made rug. The focus of most consumers is on the design
and color of a rug, and the designs and color schemes of handmade rugs vary from those of machine-made rugs.
Virtually all designs are copyrighted and the same designs are not used for both a handmade rug and a machine-made
rug. The designs and color schemes for rugs produced abroad by hand are created in the United States. ORIA
indicated that a number of its member firms have extensive design facilities in the United States, accounting for a
significant percentage of U.S. employment in the industry. ORIA stated that while its member firms import
handmade rugs, a substantial portion of the value of those rugs is attributable to U.S.-made designs.

ORIA noted that for a number of its member firms, the imported handmade rugs are sold in specialty retail
shops dedicated to the sale of handmade carpets and in higher end department stores. For other ORIA member
firms, retail sales include specialty shops, department stores, and mass merchants, including home improvement
stores. However, the handmade rugs included in the merchandise selection of mass merchants such as Home Depot
and Target are typically Chinese-made carpets, not carpets made in South Asia (e.g., India, Pakistan, and Nepal).
ORIA estimates that of the handmade carpets sold in such retail establishments, only about 10 percent are made in
South Asia.

ORIA stated that trade in the subject handmade rugs is generally small and attributed it, in part, to the
applicable duty rates. According to ORIA, while many handmade rugs are already currently duty-free, the subject
rugs are subject to duty rates in the range of 2.7 percent to 6.8 percent ad valorem, a relatively high rate when one
considers the entered value of these items.

ORIA stated that granting GSP benefits to the subject handmade rugs would create new opportunities for
employment in GSP-eligible countries, and for increased education possibilities for children. It noted the prevalence
of family child labor in the carpet industry of certain GSP-eligible countries. According to ORIA, recognizing that
children are employed in these areas to supplement their families’ incomes as well as to learn a craft, ORIA member
firms seek to avoid illegal child labor and to assist these families in India, Pakistan, and Nepal by supporting local
schools and subsistence programs providing food and health care to families in carpet producing regions so that these
families can afford to send their children to school.

59 Except as noted, information provided in this section is derived from the petition filed with USTR and written
submissions of interested parties to the Commission in connection with this investigation.
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ORIA stated that the proposed GSP benefits for the subject hand-woven rugs would likely benefit India, the
major supplier of such goods, as well as Pakistan, Nepal, Egypt, and Turkey. For the subject hand-tufted and hand-
hooked rugs, the proposed GSP benefits would likely benefit India as well as Nepal, particularly for those classified
under HTS statistical reporting number 5703.10.0020, for which Nepal made the request.

Other comments.—Representatives of U.S. producers of patterned rugs contacted by Commission staff had
different views about the potential impact of GSP treatment on the operations of their respective firms. According to
a representative of ***, the duty rates on the handmade rugs are too low to be a “significant driver” causing U.S.
retailers to switch sourcing from domestic production to foreign sourcing. A<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>