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UNITED STATES‘INTERNATIONAL TRADE COMMISSION
Washington, DC

Investigations Nos. 701-TA-255 (Final)
- and 731-TA-276-277 (Final)

OIL COUNTRY TUBULAR GOODS FROM CANADA AND TAIWAN

Determinations

On the basis of the record i/ developed in the subject investigations,’
the Commission determines, 2/ pursuant to section 705(b) of the Tariff Act of
1930 (19 U.S.C. § 1671d(b)), that an indust;y in the United States is’
materially injured by reason of imports from Canada of oil country tubular
goods, 3/ provided for in items 610.32, 610.37, 610.39, 610.40, 610.42,
610.43, 610.49, and 610.52 of the Tafiff Schedules of the United States, which
have been found by the Department of Commerce to be subsidized by the
Government of Canada.

Further, the Commission determines, 2/ pursuant to section 735(b) of the
Tariff Act of 1930 (19 U.S.C. § 1673d(b)), that an industry in the United
States is materially injured by reason of imports from Canada and Taiwan of
0oil country tubular goods, 3/ provided for in items 610.32, 610.37, 610.39,
610.40, 610.42, 610.43, 610.49, and 610.52 of the Tariff Schedules of the
United States, which have been found by the Department of Commerce to be sold

in the United States at less than fair value (LTFV).

1/ The record is defined in sec. 207.2(i) of the Commission's Rules of
Practice and Procedure (19 CFR § 207.2(I)).

2/ Vice Chairman Liebeler and Commissioner Brunsdale determine that an
industry in the United States is not materially injured or threatened with
material injury by reason of imports from Canada which are being subsidized,
or by reason of imports from Canada and Taiwan which are being sold in the
United States at LTFV.

3/ For purposes of these investigations, the term "oil country tubular
goods" includes drill pipe, casing, and tubing for drilling oil or gas wells,
of carbon or alloy steel, whether such articles are welded or seamless,
whether finished or infinished, and whether or not meeting American Petroleum
Institute (API) specifications, provided for in items 610.32, 610.37, 610.39,
610.40, 610.42, 610.43, 610.49, and 610.52 of the Tariff Schedules of the
United States.



Background

The Commission instituted these investigations effective December 30,
1985, following preliminary &eterminations by the Department of Commerce that
imports of oil country tubular goods from Canada were being subsidized within
the meaning of section 701 of the Act (19 U.S.C. § 1671) and that imports of
0il country tubular goods from Canada and Taiwan were being sold at LTFV
within the meaning of section 731 of the Act (19 U.S.C. § 1673). Notices of
the insti£ution of the Commission's investigations and of a public hearing to
be held in connection therewith was given by posting copies of the notices in
the Office of the Secretary, U.S. International Trade Commission, Washington,
DC, and by publishing the notices in the Federal Register of January 24, 1986
(51 FR 3270) and of March 19, 1986 (51 FR 9540). The hearing was held in
Washington, DC, on May 6, 1986, and all persons who requested the opportunity

were permitted to appear in person or by counsel.



VIEWS OF CHAIRWOMAN STERN, COMMISSIONER ECKES,
COMMISSIONER LODWICK, AND COMMISSIONER ROHR

We determine that an industry in the United States is materially injured
by reason of subsidized imports of oil country tubular goods from Canada. We
also determine that an industry in the United States is materially injured by
reason of imports of oil country tubular goods from Canada and Taiwan, which
are being sold at less than fair value (LTFV). 1/

These determinations are based primarily on the poor financial
performance of the domestic industry, the significant and increasing market

penetration of cumulated imports, and the adverse effect of imports on the

2/
prices of the domestic product during the period under investigation. <

Like product/domestic industry

The statutory framework under which the Commission conducts title VII

investigations requires the Commission first to determine the domestic

industry against which to assess the impact of unfairly traded imports. 3/

1/ Although Vice Chairman Liebeler and Commissioner Brunsdale find in the
negative for these investigations, they join in the discussion of the like
product/domestic industry and the condition of the domestic industry.
Commissioner Brunsdale also joins in the discussion of cumulation. See their
separate views for their reasons for reaching negative determinations.

2/ Material retardation of the establishment of an industry in not at issue
in these investigations and will not be discussed further.

3/ Section 771(4)(A) of the Tariff Act of 1930 defines the term "industry" as
“the domestic producers as a whole of a like product, or those producers whose
collective output of the like product constitutes a major proportion of the
total domestic production of that product.” 19 U.S.C. § 1677(4)(A). “Like
product” is defined in section 771(10) as "a product which is like, or in the
absence of like, most similar in characteristics and uses with, the article
subject to an investigation . . . ."” 19 U.S.C. § 1677(10). The "article
subject to an investigation" is defined by the scope of the investigation as
set forth by the Department of Commerce.



The imported'product in these final investigations is o0il country tubular
goods (OCTG), which includes casing, tubing, and drill pipe for use in
drilling oil and gas wells and for transporting oil and gas to the surface.

In the preliminary investigations, as well as other recent investigations on
the same product, the Commission determined that seamless and welded OCTG were
one like product. &/ The Commission further determined that green tubes and
finished OCTG were the same like product, and that drill pipe was a separate

3/ &/ No evidence was presented in

like product from casing and tubing.
these investigations that would change our prior determinations as to the like

product. We therefore conclude that seamless and welded OCTG are one like

4/ 0il Country Tubular Goods from Israel, Invs. Nos. 701-TA--271 and
731-TA-318 (Preliminary), USITC Pub. 1840 (Apr. 1986); see also, 0il Country
Tubular Goods from Brazil, Korea, and Spain, Invs. Nos. 701-TA-215-217
(Final), USITC Pub. 1633 (Jan. 1985); 0il Country Tubular Goods from Austria,
Romania, and Venezuela, Invs. Nos. 701-TA-240-241 and 731-TA-249-251
(Preliminary), USITC Pub. 1679 (Apr. 1985); 0il Country Tubular Goods from
Argentina and Spain, Invs. Nos. 731-TA-191, 195 (Final), USITC Pub. 1694 (May
1985).

5/ Data in these investigations are for all 0il country tubular goods,
including drill pipe, which accounted for less than one-half of one percent of
U.S. producers' domestic shipments in 1985. Were drill pipe excluded from
these investigations, the trends in the economic indicators the Commission
considers would be the same. Report to the Commission (Report) at A-17.
Thus, the available data do not permit the identification of drill pipe
production as a separate industry. Therefore, under section 771(4)(D) of the
Tariff Act of 1930, the effect of the unfairly traded imports are to be
assessed by examining the narrowest group that includes drill pipe and for
which the necessary information can be provided, that is all OCTG. 19 U.S.C.
§ 1677(4)(D).

6/ 1In the current investigations, as in previous investigations, Commissioner
Eckes and Commissioner Lodwick do not find that drill pipe is a separate like
product. Therefore they find one domestic OCTG industry.



product. We therefore have eiamined the impact of the subject imports on the
domestic OCTG industry producing seamless and welded casing, and tubing,

including green tubes, and drill pipe.

Condition of the domestic industry

The Commission makes its findings on the condition of the domestic
industry by considering, among other factors, U.S. consumption along with the
production, capacity, capacity utilization, shipments, employment, and
financial data of the domestic industry. —

In previous investigations, the Commission found that 1981 was an
extremel& prosperous year for the domestic OCTG industry. However, during the
next two years, the industry's condition declined dramatically. 8/ As sales
and profits fell, plants and whole firms shut down. The industry showed some
improvement in 1984, but its general decline continued in 1985. The domestic
industry is still operating at low levels and is suffering considerable
financial losses. |

'In 1982, after a record sales year, a number of domestic OCTG producers

developed programs to expand their capacity to produce OCTG. However, as

sales dropped in 1982 and 1983, some firms abaqdoned or delayed their planned

1/ Sections 771(4)(A) and (4)(D) of the Tariff Act of 1930 (19 U.S.C. § -
1677(4)(A) and (4)(D)).

8/ 19 U.S.C. § 1677(7)(C)(iii).

9/ 0il Country Tubular Goods from Argentina, Canada, and Taiwan, Invs. Nos.
701-TA-255-256 and 731-TA-275-277 (Preliminary), USITC Pub. 1747 at 5-6
(September 1985).



g ————

expansions. This trend has continued, with domestic producers'’ capital

expenditures falling from $4.8 million in 1984 to $1.9 million in 198S. L0/

Apparent U.S. consumption decreased by 66 percent from 1982 to 1983,
increased in 1984, and then declined by 23 percent in 1985. The 1985

consumption level was 31 percent below that for 1982. 11/

Domestic production also decreased sharply from 1982 to 1983. 12/ It
rose in 1984, but then declined in 1985, ending up 22.2 percent below the 1982
level. Capacity declined between 1983 and 1984 and then improved slightly in
1985, but to a level below that of 1983. 13/ As production fell, capacity
utilization also declined to 9.6 percent in 1983. Capacity utilization rose

to 31.6 percent in 1984, as some firms shut down oil country tubular goods

facilities, but then fell to 27.3 percent in 1985. Shipments increased from

1983 to 1984 but then declined in 198S. 14/

The number of workers fluctuated during the period of investigation, but

15/
in 1985 was 41.9 percent below the 1982 level. =~
Domestic OCTG prooducers' net sales fell from $2.0 billion in 1982 to $365

million in 1983. Net sales rose in 1984, and declined slightly in 1985, with

their value reaching approximately half of the 1982 level. 16/

10/ Report at A-28.

11/ Id. at A-12.

12/ Id4. at A-21.

13/ Id. at A-20-A-21.

14/ Id. at A-21.

15/ Id. at A-22. Total hourly compensation fell from $19 41 in 1983 to $17.77
in 1984, then increased to $19.98 in 1985.

16/ Report at A-25, table 8.



The domestic OCTG industry“ﬁas profitable in 1982. However, in 1983,
operating losses replaced profits and this trend continued in 1984 and 1985.
Operating income in 1982 was $342.1 million. The domestic OCTG industry
incurred operating losses of $217.1 million in 1983, $144.4 million in 1984
and $110.7 million in 1985. The number of firms reporting operating losses
rose from four out of twelve firms in 1982 to seven out of twelve firms in
1984-85. 1/

We therefore determine that the domestic OCTG industry is experiencing

9/
material injury. 187 19

Cumulation
The Trade and Tariff Act of 1984 mandates that the Commission
cumulatively assess the volume and effect of imports if they satisfy three

requirements. The imports must (1) be subject to investigation, (2) compete

IH

7/ Id.

18/ Chairwoman Stern does not regard it as analytically useful or appropriate
to consider the question of material injury completely separate from the
question of causation. See Additional Views of Chairwoman Stern in Cellular
Mobile Telephones and Subassemblies Thereof from Japan, Inv. No. 731-TA-207
(Final), USITC Pub. 1786 at 18-19 (Dec. 1985).

19/ Commissioner Eckes believes that the Commission is to make a finding
regarding the question of material injury in each investigation. See,
Cellular Mobile Telephones and Subassemblies Thereof from Japan, supra at

20-21.



with both other imports and the domestic like product, and (3) be marketed
within a reasonably coincidental period. 20/

For the purposes of our determination in this countervailing duty
investigation, we have cumulatively assessed the volume and effect of imports
from Canada and Israel. For the purposes of our determinations in these
antidumping investigations, we have cumulatively assessed the volume and
effect of imports from Canada, Taiwan, and Israel. 21/

Imports from Canada and Israel are subject to current countervailing duty

investigations. Imports from Canada, Taiwan, and Israel are subject to

current antidumping investigations.

20/ 19 U.S.C. § 1677(7)(c)(iv). Among the factors which the Commission has
considered to reach a determination on cumulation are:
--the degree of fungibility between imports from different countries
and the domestic like product, including consideration of specific
customer requirements and other quality related questions;
—--the presence of sales or offers to sell in the same geographical
markets of imports from different countries and the domestic like
product;
--the existence of common or similar channels of distribution for
imports from different countries and the domestic like product;
--whether the imports are simultaneously present in the market.
This list is not exhaustive and no single factor is determinative.
21/ Chairwoman Stern and Commissioner Rohr find it unnecessary to "cross
cumulate” subsidized imports from Canada and Israel with imports from Taiwan
sold at less than fair value to reach their affirmative determinations in
these investigations.
Commissioner Eckes and Commissioner Lodwick did cross cumulate, but note
that they would have made the same determinations had they not cross cumulated.
Commissioner Brunsdale does not cross cumulate in this case.



We determine that OCTG.aﬁé‘essentially fungible.'—g/ Also, we

determine that imports from all of the countries and the domestic like product
compete with one another. Virtually all imports from Taiwan and Israel enter
the U.S. through the port of Houston and are sold in the Gulf Coast and
Southwest area. Although Canadian OCTG enters mostly through northern ports
such as Detroit and Buffalo, two Canadian firms maintain sales offices in
Houston and inventory in the Houston area, and a significant amount of.
Canadian seamless product has been sold in the Southwest. 23/

OCTG from Argentina are subject to a final countervailing duty order
dating back to November 1984. Because this order is remote in time, we
decline to cumulate imports from Argentina in this countervailing duty
investigation.

The Taiwan respondent argued against cumulation with Israel, because
Taiwan imports stopped in early 1985 and Israeli imports began in late 1985.
Even if the Taiwan respondents are correct in their calculation of dates of
entry, the time between the entry of the Taiwan and the Israeli imports is

vefy short, a matter of one or two months, and thus not a proper basis for

declihing to cumulate.

22/ We have made the same determination in previous cases. See 0il Country
Tubular Goods from Israel, Invs. Nos. 701-TA-271 and 731-TA-318 (Preliminary),
USITC Pub. 1840 at 8 (Apr. 1986); 0il Countrvy Tubular Goods from Argentina,
Canada, and Taiwan, Invs. Nos. 701-TA-255-256 and 731-TA-275-277
(Preliminary), USITC Pub. 1747 at 9 (September 1985).

23/ Report at A-19.
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Material injury bi reason of subsidized imports from Canada

 In making a determination of material injury by reason of unfair imports,
section 771(7)(ﬁ) of the Tariff Act of 1930 directs the Commission to
consider, among other factors, the volume of imports of the merchandisé under
investigation, the effect of such imports on domestic prices, and the impact
of such imports on the relevant domestic industry. —

The combined volume of imports of OCTG from Canada and Israel accounted
for a substantial and growing market share of OCTG imports. Over the period
of investigation, aggregate imports from the two countries steadily

increased. 1In addition, the aggregate share of U.S. consumption supplied by

imports from the two countries also increased over the period of
25/ 26/

investigation.

The market share for imported OCTG supplied from all sources increased
from 1983 to 1984 and then declined from 1984 to 1985. 1In contrast, during
the 1983-1985 period, the aggregate market share for the imports cumulated in
this countervailing duty investigation rose from 1983 to 1984, and increased
by a higher’pgrcentage from 1984 to 1985. A

We note that several countries from which OCTG is imported have reduced
their import levels because of voluntary restraint agreements (VRA's).

Because of this, we would expect the domestic industry's condition to have

24/ 19 U.S.C. § 1677(7)(B).

25/ Report at A-34 and A-36.

26/ The figures relating to volume of imports and market share for both Canada
and Taiwan are confidential, therefore our discussion here must be in general
ternms.

10
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improved more than it has. Ité"continuing difficultigs may in part be due to
the entry of impofts from Qountries such as the ones in these investigations
which have not signed VRA's and whose increased market share may be replacing
that of restrained coﬁntries and inhibiting U.S. producers' sales. 27

We further note that the domestic industry's market sh#re fell from 54.8
percent in 1983 to 40.3 percent in 1984, and increased in 1985, but not up to
the 1983 levels. 28/

During the period under investigation, the Commission obtained pricing
data for 10 domestic OCTG categories. Prices fell from 1983 to 1985 for nine
of the categories. 29/ This depressipn of domestic prices and profitability
has resulted in part from the presence of the unfairly traded imports in the
market.

Comparisons of relative prices for domestic and imported OCTG from the

countries cumulated in the countervailing duty investigation showed close

30/
pricing with mixed underselling and overselling. =

We recognize that there have been several causes of injury to the
domestic OCTG industry during the period of investigation, including decreased
demand for the product. However, the Commission is not to weigh causes in an

antidumping or countervailing duty investigation at either the preliminary or

27/ Report at A-51-A-52.

28/ Id. at A-36. Although the domestic market share rose in 1985 to 48.7
percent, the volume of domestic shipments did decline.

29/ Id. at A-38.

30/ Id. at A-39-A-40. 0il Country Tubular Goods from Istael, supra at 11.

11
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final stage. It is possible for both declining demand and unfairly traded
imports to materially injure an industry. 1In fact, the imports might result
in relatively gréater injury to an industry facing a downturn in demand. 1In
this instance, the domestic OCTG industry not only experienced decreased sales
and profits, but also lost market share as the unfair imports gained market
share during the period of investigation.

Based upon the foregoing considerations, we determine that the domestic
industry is materially injured by reason of subsidized OCTG imports from

Canada.

Material injury by reason of LTFV imports from Canada and Taiwan

The combined volume of imports of OCTG from Canada, Taiwan, and Israel
accounted for a substantial and growing market share of OCTG imports. Over
the period of investigation aggregate imports from the three countries
steadily increased. 2L/ In addition, the aggregate share of U.S.
consumption supplied by imports from the three countries also increased over
the period of investigation.

The market share fqr imported OCTG supplied from all sources increased
from 1983 to 1984 and then declined from 1984 to 1985. In contrast, during
the 1983-1985 period, the aggregate market share for the imports cumulated in
these antidumping investigations rose from 1983 to 1984, and increased by a

higher percentage from 1984 to 1985.

31/ Report at A-33.

12
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Comparisons of relative'priges for domestic and imported OCTG from the
countries cumulated in the LTFV investigations showed close pricing with mixed

underselling and overselling. 32/

Again we note the existence of VRA's, which limit some imports but not
the imports subject to these investigations. We further note that the -
difficulties of the domestic industry may be due in part to causes other than
imports, but that the existence of such causes does not preclude and may
exacerbate the harmful effect of unfair imports.

Based upon the foregoing considerations, we detefmine that the domestic
industry is materially injured by reason of LTFV oil country tubular goods

from Canada and Taiwan.

32/ Id. at A-39-A-40. 0il Country Tubular Goods from Israel, supra at 11.

13



14



15

VIEWS OF VICE CHAIRMAN LIEBELER

Inv. No. 701-TA-255 (Final) &
Inv. Nos. 731-TA-276 and 277 (Final)

0il Country Tubular Goods from Canada and Taiwan

I determine that an industry in the United States is
not materially injured, or threatened with material
injury, by reason of subsidized imports of oil country
tubular goods (OCTG) from‘Canada.1 I make the same

determination with regard to imports of OCTG from Canada

and Taiwan sold at less than fair value (LTFV).

Cumulation

Petitioners urge the Commission to cumulate imports
of OCTG from Argentina( Canada, Taiwan and Israel.
Imports from all these countries (with the exception of

Argentina) are subject to current antidumping

1

Material retardation is not an issue because the

industry is well established. I join with my fellow
commissioners in their discussion of like product/domestic
industry and condition of the domestic industry.

15
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5 )
investigations. Imports from Canada and Israel are
also subject to current countervailing duty investigations
and Argentina is subject to a final countervailing duty

order issued in 1984.
A. Canada

Respondents argue against cumulation of imports from
Canada with other imports on the ground that OCTG from
Canada and other countries are used in distinct
geographical markets in the U.S. 1In a recent OCTG
investigation, I did not cumulate imports from Canada with
imports from Israel because I concluded that Canadian
imports did not compete in the Gulf Coast market.3
Since that time additional evidence gathered by the staff
for this investigation suggests that Canadian imports
compete in the Gulf Coast area with those from Israel and

Taiwan. Two Canadian firms now maintain sales offices in

Houston. Moreover, a significant amount of Canadian OCTG

2

The Department of Commerce has recently made a final
negative determination with regard to Argentina.

3
See 0il Country Tubular Goods from Israel, Inv. No.

701-TA-271'(Preliminary), USITC Pub. No. 1840 (1986), at
13-14 (Views of Vice Chairman Liebeler).

16
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inventory exists in the Houston area. Thus, the

Canadian presence is not de minimus.

In the countervailing duty investigation, it is 4
appropriate to cumulate Canadian imports only with those
from Israel. Commerce has made a final negative |
determination in the recent Taiwan countervailing duty
case. Imports from Argentina are subject to a final
order. I do not cumulate cases subject to final orders
with cases under investigation. Imports from countries
subject to outstanding countefvailing duty or antidumping
duty orders cannot be cumulated with imports from
countries that are currently the subject of an
investigation. The language of the 1984 Act refers to
"imports from two or more countries of like products

5
subject to investigation #* * *.," Thus, the plain

meaning of the statute limits a broader application. In
addition, it would be contrary to the injury requirement

in Title VII to cumulate products from countries subject

4

Algoma, a major Canadian exporter to the United States,
reported that its sales in Texas, Oklahoma, and Louisiana,
were significant.

5 .
19 U.S.C. 1677(7) (C) (iv) (supp. 1985) (emphasis added).

17
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to a fina; countervailing duty or antidumping order with
imports from countries that are ¢urrently under
investigation. The purpose of the investigation
undertaken by the Commission is to determine whether the
imports from the countries under investigation are causing
or threatening to cause material injury to the domestic
industry. Whatever injury was caused or was threatened by
imports of the like product already subject to an order
have been remedied by that order. Thus, it makes no sense
to cumulate imports subject to a final order with those

from countries under investigation.

Nor do I cumulate across countervailing duty and
dumping statutes. Consequently, in the Canadian
countervailing duty case, it is irrelevant that imports
from other countries are subject to current antidumping
investigations. I believe that the statute is clear on
this matter. First, Commission treatment of foreign
government subsidization of imports and sales by private
firms at LTFV are governed by different sections of Title
VII. This raises a presumption that Congress intended to
treat the two activities separately. Second, not

cross-cumulating is historical Commission practice,

18
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existing prior"to the statutory enactment of the existing
statutory cumulation provisions. Obviously, Congress
could have chosen to alter this practice but did not do
so. Third, the wording of the operative sectiqns of Title
VII precludes cross-cumulation. For example, the 1anguege
of the countervailing duty section clearly requires that
the injury be by reason of subsidized imports, not
subsidized and dumped imports.6 If the Commission were
to cross-cumulate, it would be acting outside its
statutory authority. One simply cannot make an
affirmative determination in, e.g, a countervailing duty

7
case based on dumped imports.

6

The Commission is to examine whether an industry in the
United States is materially injured or threatened with
material injury "by reason of imports of that merchandise
* % *," 19 U.S.C. 1671(a)(2) (1980 & 1985 Supp.)
(empha51s added)

7

In Bingham and Taylor, Div. Virginia Industries, Slip
Op. 86-14 (Feb. 14, 1986), the Court of International
Trade stated that cumulation across statutes is required.
The Commission has voted to appeal Bingham to the Court of
Appeals for the Federal Circuit. Until this issue is
resolved I shall not cumulate across statutes because I
believe the statutes preclude cross-cumulating. For a
complete discussion of my views on cross-cumulation, see
Certain Carbon Steel Products from Austria,
Czechoslovakia, East Germany, Hungary, Norway, Poland,
Romania, Sweden, and Venezuela, Invs. Nos. 701-TA-225-234
(Preliminary) & 731-TA-213-217, 219, 221-226, & 228-235
(Preliminary), USITC Pub. 2642, at 41-50 (1985) (Views of
Vice Chairman Liebeler). . ,

19
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Thus, in the Canadian countervailing duty
investigation, the market penetration for 1985 is the sum
of the Canadian and Israeli market shares, which is less

8
than six and one-half percent.

In the Canadian antidumping investigation, it is
appropriate to cumulate Canadian imports with those from
Taiwan and Israel. In this investigation, the market
penetration is less than six and one-half percent for

9
1985.

B. TAIWAN

It is appropriate to cumulate imﬁorts from Taiwan
with'thése from Israel and Canada since they all compete
with each other and the domestic product, and they all ére
subject toléurrent antiduﬁbinq investigations.
Consequently, the import penetration ratio is less than

. 10
six and one-half percent for 1985.

8
These figures are approximated for confidentiality
purposes.

9
These figures are approximated for confidentiality
purposes.

10 o
These figures are approximated for confidentiality
purposes.
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No Injufy Qr‘Threét Thereof by Reason of Imports from

Canada and Taiwan.

In order for a domestic industry to prevail in a
final investigation, the Commission must determine that
the dumped or subsidized imports cause or threaten to
cause'materiallinjury to the domestic industry prbducing‘
the like product. First, the Commission must determine
whether the domestic industry producing the like produét
is materially injured or is threatened with material
injury. Seéond, the Commission must determine whether any
injury bf threat thereof is by reason of the dumped or (
subsidized imports. 'Only if the Commission answers both
questionsfin the affirmative, will it make an affirmative

determination in the investigation.

Before proceeding to an analysis of the data,
howéver,'the first‘question is whether the statute is
clear or whether one must resort to the legislatiVe
history in order to interpret the relevant sections of
‘title VII. The accepted rule of statutory construction is

that a statute, clear and unambiguous on its face, need

21
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not and cannot be interpreted using secondary sources.
Only statutes that are of doubtful meaning are subject to

11
such statutory interpretation..

The statutory language used for both parts of the
two-part analysis is ambiguous. "Material injury" is
defined as "harm which is not inconsequenfial, immaterial,
or unimportant."12 This definition restates the
positive in double negative form. As for the causation
test, "by reason of" lends itself to no easy
interpretation, and has been the subject of much debate by
past and present commissioners. Clearly, well-informed
persons may differ as to the interpretation of the
causation and material injury sections of title VII.

Therefore, the legislative history becomes helpful in

interpreting title VII.

The ambiguity ariseé'in part because it is clear that
the presence in the United States of additional foreign

supply will always make the domestic industry worse off.

11

Sands, Sutherland Statutory Construction Sec. 45.02
(4th Ed.)

12
19 U.S.C. sec. 1977(7) (A) (1980).

22
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Any time a foreign prpdhcer exports products to the United

States, the increase in supply, ceteris paribus, must

result in a lower price of the product than would
otherwise prevail. If a downward effect on price,
accompanied by a Department of Commerce dumpinngr suﬁsidy
finding and a Commission finding that financial indicatérs
were down were all that were required for an affirmative
determination, there would be no need to inquire further

into causation.

But the legislative history shows that the mere
presence of LTFV imports is not sufficient to establish
causation. In the legislative history to the Trade
Agreements Acts of 1979, Congress stated:

[Tlhe ITC will consider information which

indicates<59at harm is caused by factors other

13
than the less-than-fair-value imports.

The Finance Committee emphasized the need for an
exhaustive causation analysis, stating, "the Commission
must satisfy itself that, in light of all the information

presented, there is a sufficient causal link between the

13

Report on the Trade Agreements Act of 1979, S. Rep.
No. 249, 96th Cong. 1st Sess. 75 (1979).

23
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14
less-than-fair-value imports and the requisite injury."

The Senate Finance Committee acknowledged that ‘the
causation analysis would not be easy: "The determination
of the ITC with respect to causation, is under current
law, and will be, under section 735, complex and
difficult, and is matter for the judgment of the
ITC."15 Since the domestic industry is no doubt worse
off by the presence of any imports (whether LTFV or fairly
traded) and Congress has directed that this is not enough
upon which to base an affirmative determination, the

Commission must delve further to find what condition

Congress has attempted to remedy.

In the legislative history to the 1974 Act, the Senate

Finance Committee stated:

This Act is not a ’protectionist’ statute
designed to bar or restrict U.S. imports; rather,
it is a statute designed to free U.S. imports
from unfair price discrimination practices. * * *
The Antidumping Act is designed to discourage and
prevent foreign suppliers from using unfair price
discrimination practices to the detriment of a

24
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United States industry.
Thus, the focus of the analysis must be on what
constitutes unfair price discrimination and what harm
results therefrom:
[T]he Antidumping Act does not proscribe .
transactions which involve selling an imported
product at a price which is not lower than that
needed to make the product competitive in the
U.S. market, even though the price of the
imported product is lower than its home market

17
price.

This "difficult and complex" judgment by the
Commission is aided greatly by the use of economic and
financial analysis. One of the most important assumptions
of traditional microeconomic theory is that firms attempt

18
to maximize profits. Congress was obviously familiar

with the economist’s tools: "[I]mporters as prudent
businessmen dealing fairly would be interested in

maximizing profits by selling at prices as high as the

16
Trade Reform Act of 1974, S. Rep. 1298, 93rd Cong. 2d

Sess. 179.

Id.

18

See, e.g., P. Samuelson & W. Nordhaus, Economics 42-45
(12th ed. 1985); W. Nicholson, Intermediate Microeconomics
and Its Application 7 (3d ed. 1983). 55
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U.S. market would bear."

An assertion of unfair price discrimination should be
accompanied by a factual record that can support such a
conclusion. In accord with economic theory and the
legislative history, foreign firms should be presumed to
behave rationally. Therefore, if the factual setting in
which the unfair imports occur does not support any gain
to be had by unfair price discrimination, it is reasonable
to conclude that any injury or threat of injury to the

domestic industry is not "by reason of" such imports.

In many cases unfair price discrimination by a
competitor would be irrational. 1In general, it is not
rational to charge a price below that which is necessary
to sell one’s product. 1In certain circumstances, a firm
may try to capture a sufficient market share to be able to
raise its price in the future. To move from a position
where the firm has no market power to a position where the
firm has such power, the firm may lower its price below

that which is necessary to meet competition. It is this

19

Trade Reform Act of 1974, S. Rep. 1298, 93rd Cong. 2d
Sess. 179. ‘
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condition which Congresé‘must have meant when it charged

us "to discourage and prevent foreign suppliers from using

unfair price discrimination practices to the detriment of
' 20
a United States industry."

In Certain Red Raspberries from Canada, I set forth a

framework for examining what factual setting would merit

an affirmative finding under the law interpreted in light
o 21
of the cited legislative history.

The stronger the evidence of the following . . .
the more likely that an affirmative determination
will be made: (1) large and increasing market
share, (2) high dumping margins, (3) homogeneous
products, (4) declining prices and (5) barriers
to entry to other foreign producers (low

22
elasticity of supply of other imports).

. The statute requires the Commission to examine the volume

of imports, the effect of imports on prices, and the

20 :
Trade Reform Act of 1974, S. Rep. 1298, 93rd Cong. 2d
Sess. 179.

21 :
Inv. No. 731-TA-196 (Final), USITC Pub. 1680, at 11-19
(1985) (Additional Views of Vice Chairman Liebeler).

22
Id. at 16.
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general impact of imports on. domestic producers. The .

legislative history provides.some guidance for applying .

these criteria. The factors incorporate both the
statutory criteria and the guidance provided by the
legislative history. Each of these factors is evaluated

in turn.

Examining import penetration data is relevant
because unfair price discrimination has as its goal,
and cannot take place in the‘absence of, market
power. In these investigations, market pénetrationf
of imports was 1@35 than six and one-half percent for
1985, up slightly from the prior two years.?4
These market shares are ip a low range and are’not
growing rapidly. Thus, this first indicator is not
at all suggestive of unfair price discrimination

conditions.

The second factor is a high margin of dumping or

subsidy. The higher the margin, ceteris paribus, the

23
19 U.S.C. 1677(7) (B)-(C) (1980 & cum. supp. 1985).

24 - :
These figures are approximated for confidentiality
purposes.
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more llkely it is that the product is being sold
below the competitive prlce25 and the more likely
it is that thg domestic producers will be adversely
affected. 1In this case, the weighted-average dumping
margin was 26.32 percent for Taiwan. As to Canada,
the Department of Commerce found that the estimated
net subsidy was 0.72 percent ad valorem, and the
dumping margin was 19.38 percent. I find that the
Canadian subsidy margin is so low as to strongly

weigh against an affirmative determination. The

dumping margins do not weigh against such a finding.

The third factor is the homogeneity of the
products. The more homogeneous the products, the
greater will be the effect of any allegedly unfair
practice on domestic producers. In general,
domestically produced and foreign OCTG are physically

almost identical.

As to the fourth factor, prices fluctuated but

25
See text accompanying note 17, supra. .
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generally decreased for most products. Over the
period January-March 1983 to October-December 1985,
no consistent patterns or cycles were discernable in
the fluctuation of prices for ten categories of
OCTG.27 However, one pattern did arise with
respect to magnitude of changes. The greatest
percentage decrease in prices occurred for the OCTG
used in deep wells.zé This information is
consistent with the character of recent oil industry
conditions, i.e., the first wells to be closed with
the drop in oil prices would be the costlier deep
wells. ﬁo strong conclusions can be drawn from the

pricing information in this case.

The fifth factor is barriers to entry (foreign
supply elasticity). If there are barriers to entry
(or low foreign elasticity of supply) it is more
likely that a producer can gain market power. 1In

this case, voluntary restraint agreements (VRA’s)

26
Staff Report at A-38.
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affect the subject imports from 17 countries,
inclﬁdinglall major foreign suppliers except Canada.
Although the VRA'’s constrain foreign supply, the
economic diversity of the countries producing OCTG
suggests there are low entry barriers (e.qg.,
technological barriers) and other countries not
currently subject to VRA’s could enter the market.
Altogether, the evidence under this factor is

somewhat conducive to price discrimination behavior.

These factors must be balanced in each case to
reach a sound determination. As noted earlier,
however, market share plays a key role in determining
whether unfair price discrimination could be
occurring. In this case, the market penetration
figures indicate that what we are observing is not
related to unfair price discrimination. The other
factors in this case may suggest some conditions
conducive to unfair price discrimination, but do not
outweigh the low market share. Thus, the factors
when viewed together are inconsistent with a finding

of unfair price discrimination.
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This conclusion is buttressed by an examination
of the market share of imports of OCTG and the
consumption patterns for OCTG in the United States.
As I have stated previously, the declines that the
domestic OCTG industry has experienced are the result
of a sharp drop in demand for OCTG, and not the
result of dumped or subsidized imports.29 The
consumption of OCTG is strongly correlated with the
level of domestic drilling for oil and natural gas.
The level of domestic oil and gas drilling is in turn
determined by the world prices for oil and natural

gas, state and federal regulations, and the available

reserves of o0il and natural gas.

I conclude that there is nothing on the record
from which to conclude that cumulated imports of OCTG
from the countries under investigation are a cause of
material injury or threaten to cause material injury

to the domestic OCTG industry. This is because

29

See, e.g., 0il Country Tubular Goods from Brazil,
Korea and Spain, Inv. Nos. 701-TA=-215-217 (Final), USITC
Pub. 1633 (1985); OCTG from Austria, Romania and
Venezuela, Inv. Nos. 701-TA-240-241, 731-TA-249-251
(Preliminary), USITC Pub. 1679 (1985), OCTG from
Argentina and Spain, Inv. Nos. 731-TA-191, 195 (Final),
USITC Pub. 1694 (1985); & OCTG from Argentlna, Canada and
Taiwan, 701-TA-255 and 256 (Preliminary) -and
731-TA-275-277 (Preliminary) (1985).
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although cumulated imports from the countries under
invesfigaﬁion have increased over the period of
investigation, both in volume and as a share of
domestic consumption, they have increased at the
expense of other imports, and not at the expense of
the domestically produced OCTG. For example, imports
from Canada, Taiwan, and Israel increased annually
from 1983 through 1985 respectively.30 Total
imports from all countries for those years were
661,000, 2,307,000 and 1,539,000 tons respectively.
In market share terms, imports from Canada, Taiwan
and Israel increased slightly between 1983-—85.31
The share of all imports was 45.1 percent, 59.7
percent, and 51.3 percent. U.S. consumption ranged
from 1,462,000 tons in 1983 to 3,870,000 tons in 1984
and 2,999,000 tons in 1985. Two things are apparent
from these numbers. First, imports generally tracked

the rise and fall in domestic consumption. Second,

the imports from the countries under investigation

30
Staff Report at A-33, Table 17. The exact figures

cannot be revealed because the information is confidential.

31
The exact figures cannot be revealed because the
information is confidential.
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took away market share from other imports, not from
U.s. prodﬁcers' market share. In fact, U.S.
producers’ market share increased significantly
between 1984 and 1985. Quite simply, a declining
market for OCTG, not the imports under investigation,

are the cause of U.S. producers’ problems.

As to threat of material injury, importers’ 1985
inventories for Canadian imports as a percentage of
yearly shipments were down sharply from 1983.
Inventories of Taiwanese product are insignificant.

I have not relied on capacity utilization figures
here because they have little relevance when the base
of market penetration is so low in the first place.
Thus, there is no real and imminent threat of

material injury to the U.S. industry.

Conclusion

Therefore, I conclude that an industry in the
United States is not materially injured or threatened
with material injury by reason of subsidized or

dumped imports from the countries under investigation.
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DISSENTING VIEWS OF COMMISSIONER BRUNSDALE

Based on the record in this case, I determine that no
domestic industry in the United States is materially injured, or
threatened with material injury, by reason of subsidized imports
of o0il country tubular goods from Canada or from
less-than-fair-value (dumped) imports of oil country tubular
goods from Canada and Taiwan that have been the subject of
affirmative subsidy and antidumping determinations by the
Department of Commerce. Material retardation of the
establishment of an industry in the United States is not an issue
in this case and willvnot be discussed.

While I dissent from the affirmative decisions reached by my
esteemed colleagues in the majority on this case, I do
nonetheless concur with sevéeral of their findings. Specifically,
I agree with the following: (1) like product -- the like product

is seamless and welded oil country tubular goods (OCTG); (2)
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domestic industry -- the domestic industry coﬁsists of the
producers of OCTG;1 (3) cumulation -- in analyzing the effects
of subsi&ized imports from Canada, I cumulate the imports of

Canada and Israel, and in analyzing the effects of dumped imports

from Canada and Taiwan, I cumulate the imports of these two

1

However, I have reservations about whether the data
relied on by the majority are appropriate to analyze the
condition of the industry. My concern stems from the fact
that the producers of OCTG also make other products using
the same facilities and equipment. These products include
not only drill pipe, but also, e.g., standard and line
pipes and tubes. Transcript at 42-31 (Tr.), Report at
A-20, and Posthearing Briefs by Lone Star Steel and CF&I
(at appendices 2 and 3), by Maverick Tube, Cyclops,
Copperweld (in Response to written questions from
Commissioner Brunsdale at 1 and 2), and by U.S. Steel (in
Response to Questions from the Commission at 6). This
means that there is a commonality of inputs in the
production of several products, including the like
product. As I have argued previously, it is necessary in
such conditions to apply a product line analysis, pursuant
to 19 U.S.C. sec. 1677(4)(D), when analyzing the effect of
imports. See Certain Welded Carbon Steel Pipes and Tubes
from India, Taiwan, and Turkey, Invs. Nos. 731-TA-271
through 273 (Final), USITC Pub. No. 1986 at 34 (Views of
Vice Chairman Liebeler and Commissioner Brunsdale), and
Certain Welded Carbon Steel Pipes and Tubes from Turkey
and Thailand, Invs. Nos. 701-TA-253 (Final) and 731-TA-252
(Final), USITC Pub. No. 1986 at 49 (Additional Views of
Commissioner Brunsdale). In spite of my concern about
this issue, I note that it does not affect my
determination in this case.
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countries and also Israql; ~ and (4) material ipjury -- the
doﬁestic‘industry is materially injured.

In determining whether there is material injury to the
domestic industry "by reason of" the imports subject to the
investigation, the Commission must consider, among other facto?s,
the volume of imports, the effect of the subsidized or dumped
imports on prices for the like product in the United States, and
the impact of such imports on the relevant domestic industry.3
My decision that there is no material injury by reason of the
subject imports rests mainly on the finding that cumulated import
penetrations remained very low over the entire period of
investigation, 1983-85.4 Moreover, the condition of the
industry improved somewhat even though the subject imports

increased. This indicates that the requisite causal link between

the injury and imports is not present.

2 .
For my general views on cumulation, see Certain Welded
Carbon Steel Pipes and Tubes from India, Taiwan, and
Turkey, supra, at 46-9. I do not cross cumulate in this
case.

3
19 U.S.C. sec. 1677(7)(C) (1982).

4

The discussion here relies on publicly available import
penetration data because the penetration ratios for
subsidized and dumped imports in this case are
confidential. The confidential ratios are somewhat
smaller. '
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The .cumulative import penetration for Canada and Israeltwas
5.9 percent in 1985 while that for Canada, Israel, and Taiwan was
slightly‘in excess of 5.9 percent.5 Such small import
penetrations have at most a de minimis effect on the condition of
an industry with the characteristics of this one. Generally
speaking, a small penetration ratio for an imported product means
that the impdrts will have little effect on the price of the
domestic product. A small ratio cannot have a disproportionately
large effect on price unless two conditions are present -- that
is, unless both the domestic demand for the product and the
domestic supply of the product are highly insensitive to price
changes.6 In this case, demand may be fairly insensitive to
changes in price because the products in question are

intermediate products on the demand side. There is no evidence,

however, to indicate that domestic supply is inelastic.

5
Staff Report at A-13.

6

The sensitivity of demand or of supply to price is
measured by the concept of elasticity. For example,
elasticity of demand measures the responsiveness of
quantity demanded to price changes. It is expressed as
the percentage change in quantity demanded divided by the
percentage change in price. Inelastic demand means that
the quantity demanded changes by a smaller percentage than
does price. The elasticity of supply measures the
responsiveness of supply to price changes in the same
manner. P. Samuelson and W. Nordhaus, Economics 380-84
(12th ed., 1985).
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During the period of.investigation, the world-wide downturn
in oil prices caused a severe decline in demand for OCTGs and
contributed to.a large stock of OCTG inventories in relation to
domestic consuﬁption.7 For example, in 1985 OCTG inventories -
were at least equal to a full year'’s consumption.8 By
contrast, cumulated imports in 1985 were less than 6 percent of
annual consumption.9 I find it difficult to believe that
imports could have a significant depressing effect on domestic
prices under these conditions.

Moreover, during tﬁe period when the cumulated imports
increased, the condition of the industry showed signs of
improvement. Between 1983 and 1985, production,lghipments,

capacity utilization, and net sales were all up. In

addition, the financial condition of the industry improved

7

These points were made by Dr. Leone in his testimony at
the hearing. Tr at 138. See also the Posthearing Brief
by Algoma Steel, Ferrum, and Christianson Pipe, at 5.
While I do not necessarily agree with all of Dr. Leone'’'s
conclusions, I found his presentation to be very useful in
this case.

8

Staff Report at A-13 and A-20.
9

Id. at 13.
10

Id. at A-20, A-21, and A-25.
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11
markedly. For example, while gross profits and operating

profits were negative throughout the period, the losses steadily
diminished. The ratio of gross profits and operating profits to
sales were a negativé 44 .8 percent and 59.4 percent respectivély
in 1983; both measures improved to negative 7.0 percent and 11.4
percent in 1985.12 The fact that the industry’s condition
strengthened as imports rose does not prove that imports did not
cause material injury, but it does mean that very strong evidence
would be required to establish a causal link. No such evidence
is present. Instead, the record shows a severe deterioration in
demand and an extraofdinarily large inventory overhang. In my
view these factors explain'substantially all of the material
injury sufferéd by the domestic industry. The influence of the
imports covered by this investigation was insignificant at best,

since we have small import penetration ratios and a negative

correlation with the improving condition of the domestic

13
industry.
11
Id. at A-38
12
Id. at A-25.
13

Note also that the subsidy margin in this case is
extremely low -- 0.72 percent. Report at A-4. This means
(Footnote continued on next-page)
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As to threat of.matefial injury, the low base of penetration
achieved by the cumulated countries makes it improbable that
there could be any real threat of material injury or imminent
actual injury. Moreover, for Canada, which had the largest
import share in 1985 (5.0 percent), it should be noted that
capacity utilization was moderately high that year, and
informatio? about inventories does not suggest a recent buildup
4

of stocks. In view of these facts, I find no support for the

argument that there is a threat of material injury.

(Footnote continued from previous page)

that the effect of subsidized imports on the domestic
industry is insignificant. The dumping margins in this
case are moderate -- 19 percent for Canada and 26 percent
for Taiwan. Report at A-4. However, given the other
evidence discussed above (e.g,, the low import
penetration, the serious drop in industry demand, and the
substantial inventory overhang in the domestic market) I
find that these margins did not have a significant effect
on the domestic industry.

14
Report at A-30-1 and A-96.
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A-1

INFORHATION.OBTAINED IN THE INVESTiGATIONS
Introduction

On July 22, 1985, Lone Star Steel Co. and CF&I Steel Corp. filed
antidumping and countervailing duty petitions with the U.S. International
Trade Commission and the U.S. Department of Commerce. The petitions allege
that an industry in the United States is materially injured and is threatened
with material injury by reason of imports from Canada and Taiwan of oil
country tubular goods 1/ provided for in items 610.32, 610.37, 610.39, 610.40,
610.42, 610.43, 610.49, and 610.52 of the Tariff Schedules of the United
States (TSUS), that are alleged to be subsidized by the governments of those
countries, and by reason of imports of oil country tubular goods from
Argentina, Canada, and Taiwan that are alleged to be sold at less than fair
value (LTFV) 2/. Accordingly, the Commission instituted preliminary
investigations under the provisions of the Tariff Act of 1930 to determine
whether there is a reasonable indication that an industry in the United States
is materially injured, or is threatened with material injury, or the
establishment of an industry in the United States is materially retarded, by
reason of such imports into the United States. On September 5, 1985, the
Commission determined that there is a reasonable indication that an industry
in the United States is materially injured by reason of such imports.

On December 6, 1985, Commerce published in the Federal Register its
preliminary determination that manufacturers, producers, or exporters of oil
country tubular goods from Taiwan do not receive subsidies (50 F.R. 49977).

On December 16, 1985, Commerce published a notice postponing its preliminary
antidumping determination on o0il country tubular goods from Argentina from
December 30, 1985, to January 20, 1986 (50 F.R. 51275). On December 30, 1985,
Commerce published in the Federal Register its preliminary affirmative
determination that the manufacturers, producers, or exporters of oil country
tubular goods in Canada receive subsidies (50 F.R. 53172). On December 31,
1985, Commerce informed the Commission of its preliminary determination that
0il country tubular goods from Taiwan are being sold at LTFV in the United
States. This finding was published in the Federal Register of January 7, 1986
(51 F.R. 663). On January 2, 1986, the Commission received notification of
Commerce's preliminary determination that oil country tubular goods from
Canada are being, or are likely to be, sold in the United States at LTFV.

This finding was also published in the Federal Register of January 7, 1986 (51

1/ For purposes of these investigations, the term "oil country tubular
goods" includes drill pipe, casing and tubing for drilling oil or gas wells,
of carbon or alloy steel, whether such articles are welded or seamless,
whether finished or unfinished, and whether or not meeting American Petroleum
Institute (API) specifications, provided for in items 610.32, 610.37, 610.39,
610.40, 610.42, 610.43, 610.49, and 610.52 of the Tariff Schedules of the
United States. -

2/ On May 30, 1986, the Commission was informed that Commerce, in its final
determination, found that imports of the subject merchandise from Argentina
are not being, and not likely to be, sold at LTFV in the United States. The
Commission terminated the investigation concerning Argentina on June 2, 1986.
This report was distributed to the Commission prior to Commerce's final A-1
antidumping determination on Argentina and therefore includes information on
imports of Argentine o0il country tubular goods.
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F.R. 660). The Commission, effective December 30, 1985, instituted final
countervailing duty investigation No. 701-TA-255 (Final) and final antidumping
investigations Nos. 731-TA-276 and 277 (Final).

On January 22, 1986, the Commission received notification of Commerce's
preliminary determlnatlon that oil country tubular goods from Argentina are
being sold in the United States at LTFV and instituted, effective that date,
final antidumping investigation No. 731-TA-275. Commerce published its
preliminary determination on imports from Argentina in the Federal Register of
January 27, 1986 (51 F.R. 3387).

On January 27, 1986, Commerce also published notices extending the
deadline for its final countervailing duty determination on oil country
tubular goods from Taiwan until March 17, 1986 (51 F.R. 3377), and postponing
its final antidumping determination on imports from Canada until April 1e6,

1986 (51 F.R. 3389). On March 3, 1986, Commerce published a notice postponing
its final antidumping determ1nat1on on articles from Taiwan until May 21,

1986, and extending its deadline for the final countervailing duty
determination on o0il country tubular goods from Taiwan to the same date (51
F.R. 7308). On March 4, 1986, Commerce informed the Commission that it was
extending its deadline for the final countervailing duty determination on oil
country tubular goods from Canada to correspond to the date of the final
determination in the o0il country tubular goods antidumping investigation for
that country, April 16, 1986. This notice was published in the Federal
Register of March 7, 1986 (51 F.R. 7977). Also on March 7, 1986, Commerce
published a notice postponing its final antidumping determination on Argentina
until May 21, 1986 (51 F.R. 7977).

On April 18, 1986, Commerce notified the Commission of its final
determinations that manufacturers, producers, or exporters of oil country
country tubular goods from Canada receive subsidies, and that oil country
tubular goods from Canada are being sold in the United States at LTFV. These
notices were published in the Federal Register of April 22, 1986 (51 F.R.
15037 and 15029). On May 22, 1986, the Commission received notification of
Commerce's final determination that oil country tubular goods from Taiwan are
being sold in the United States at LTFV. In its final countervailing duty
determination on Taiwan, Commerce found that manufacturers, producers, or
exporters of o0il country country tubular goods from Taiwan do not receive
subsidies. On May 30, 1986, Commerce notified the Commission of its final
determination that oil country tubular goods from Argentina are not being, and
not likely to be, sold in the United States at LTFV.

These countervailing duty and antidumping investigations were instituted
under the provisions of the Tariff Act of 1930 to determine whether an
industry in the United States is materially injured, or is threatened with
material injury, or the establishment of an industry is materially retarded,
by reason of imports of such merchandise into the United States. The statute
directs that the Commission make its final determinations within 45 days after
receiving formal notification of Commerce's final determinations or, in the
cases involving Canada, by June 2, 1986. The Commission also notified
Commerce of its determination in the case involving Taiwan by June 2, 1986,
although the statutory deadline for this 1nvest15at1on is July 7, 1986.
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This is thé second antidumping investigation conducted by the Commission
concerning 0il country tubular goods from Argentina. In investigation No.
731-TA~-191 (Final), the Commission unanimously determined that imports of the
subject product from Argentina were not a cause of material injury or threat
thereof to a U.S. industry, citing a small and stable level of imports,
declining margins of underselling, declining inventories of the subject
product held by importers in the United States, and the high rate of capacity
utilization reported by the foreign producer during the period covered by the
investigation, 1982-84. 1/

Notice of the current Commission investigations and of the hearing to be
held in connection therewith was given by posting copies of the notices in the
Office of the Secretary, U.S. International Trade Commission, Washington, DC,
and by publishing the notices in the Federal Register of January 24, 1986 (51
F.R. 3270), of February 6, 1986 (51 FR 4663), and of March 19, 1986 (51 F.R.
9540). 2/ The hearing was held in Washington, DC, on May 6, 1986. 3/ The
briefing and vote on these investigations was held on June 2, 1986.

Nature and Extent of tﬁe Subsidies and LTFV Sales
Subsidies

Commerce found, in its final determination on April 16, 1986, that
certain benefits which constitute subsidies within the meaning of the
countervailing duty law are being provided to manufacturers, producers, or
exporters in Canada of o0il country tubular goods. This finding applies to two
firms, IPSCO, Inc. (IPSCO) and Siegfried Kreiser Pipe and Tube. The estimated
net subsidy was 0.72 percent ad valorem. IPSCO *** and accounted for *** of
the subject exports to the United States in 1985. 4/ Information is not
available on the production and exports of Siegfried Kreiser Pipe and Tube.
Commerce determined that subsidies are being provided to IPSCO under the
following three programs:

1/ 0il Country Tubular Goods From Argentina and Spain, Determinations of the
Commission in Investigations Nos. 731-TA-191 and 195 (Final) . . ., USITC

Publication 1694, May 1985. A summary of previous countervailing duty and
antidumping investigations with respect to 0il country tubular goods is
presented in app. A.

2/ Copies of the Commission's and Commerce's Federal Register notices are
presented in app. B.

3/ A list of the witnesses who appeared at the hearing is presented in
app. C. '

4/ Based on information provided by counsel on behalf of the Canadian
producers. Does not include exports by Welded Tube of Canada.

A-3



Canadian subsidy programs Percent ad valorem

Investment Tax Credits for machinery
and equipment-———~-—— e 0.01

Regional Development Incentives Program
and
General Development Agreement/
Canada-Saskatchewan Subsidiary
Agreement on Iron, Steel, and
Other Related Metal Industries---- 0.71

LTFV sales

Argentina.--Commerce found, in its final antidumping determination
on imports from Argentina, that oil country tubular goods from Argentina are
not being, and are not likely to be, sold in the United States at LTFV.

Canada.--Commerce found, in its final antidumping determination on
imports from Canada on April 16, 1986, that oil country tubular goods from
Canada are being, or are likely to be, sold in the United States at LTFV.
Commerce made fair-value comparisons on sales made by four producers that
accounted for approximately 83 percent of Canadian sales of oil country
tubular goods to the United States during the period of investigation.
Comparisons were based on the U.S. price, the foreign-market value, and the
constructed value. The company-specific margins were determined to be as
follows: Algoma Steel Corp., Ltd. (Algoma), 14.26 percent; IPSCO, Inc.
(IPSCO), 40.85 percent; Sonco Steel Tube, Ltd. (Sonco), 3.35 percent; and
Welded Tube of Canada, Ltd. (Welded Tube), O percent. The overall antidumping
margin for all products is 19.38 percent.

Exports by Welded Tube have been found by Commerce to be neither
subsidized nor sold at LTFV; they are therefore not subject to investigation
and all information presented in this report for Canada will exclude data for
that firm unless otherwise noted. The exports reported by Welded Tube have
been subtracted from import statistics obtained from the Department of
Commerce. *** has been the largest exporter of oil country tubular goods from
Canada to the United States during the period of these investigations,
accounting for *** of the subject imports in 1985. *** accounted for ***, and
**% for *** in the same year. 1/

Taiwan.--Commerce found, in its final antidumping determination on
imports from Taiwan on May 21, 1986, that oil country tubular goods from
Taiwan are being, or are likely to be, sold in the United States at less than
fair value. Commerce did not find that critical circumstances exist with
respect to imports of the subject product from Taiwan. Commerce examined all
sales of the class or kind of merchandise during the period of investigation,
comparing the U.S. purchase price and the constructed value of the Taiwan
product. The weighted-average margin was calculated to be 26.32 percent. The

A-4

1/ Based on information provided by counsel for the Canadian respondents.
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Far East Hachiﬁery Company (FEMCO) is the only exporter of Taiwan o0il country
tubular goods to the United States.

The Products

Description and uses

The term "o0il country tubular goods" refers to casing, tubing, and drill
pipe for use in drilling oil and gas wells and for transporting oil and gas to
the surface.

Casing is used in the drill hole to provide a firm foundation for the
drill string by supporting the walls of the hole to prevent caving in, both
during drilling and after the well is completed. After the casing is set,
concrete is pumped between the outside of the casing and the wall of the hole
to provide a secure anchor. Casing also serves as a surface pipe to prevent
contamination of the recoverable oil and gas by surface water, gas, sand, or
limestone. The casing must be sufficiently strong to resist both external
pressure and pressure within the well. Because the amount of open hole that
can be drilled at any one time is limited, a string of concentric layers of
casing is used for larger wells.

Tubing is used within the casing to conduct the oil or gas from the
subsurface strata to the surface either through natural flow or through
pumping. Casing is often substituted for tubing in high-volume wells. Tubing
must be strong enough to support its own weight, that of the oil or gas, and
that of any pumping equipment suspended on the drill string.

Drill pipe is used to transmit power from ground level to below the
surface in order to rotate the bit, and it is also used to conduct drilling
fluid (mud) down to the bit to flush drill cuttings to the surface, where they
can be removed. Drill pipe must have sufficient tensile strength to support
its own weight and that of drill collars and the drill bit.

In 1985, according to data received in response to Commission
questionnaires in these investigations, casing accounted for 84.1 percent of
U.S. producers' shipments (on a tonnage basis), tubing accounted for 13.8
percent, and drill pipe for 0.3 percent. Other products (including ""green
tubes" 1/ and reject material) accounted for 1.8 percent of U.S. producers'
shipments. Based on questionnaire responses from importers, U.S. shipments of
Argentine oil country tubular goods in 1985 were **x, U.S. shipments of the
subject product from Canada in 1985 were **%, U.S. shipments of Taiwan oil
country tubular goods in 1985 were ***, U.S. shipments of Israeli oil country °
tubular goods were **X in 1985,

0il country tubular goods are generally produced according to.standards
and specifications established by the American Petroleum Institute (API). The
API is a trade organization involved in writing basic minimum design standards
for materials used in the oil and gas industries to ensure interchangeability
of parts and reliability. The API has worked to standardize dimensions and A-5

1/ An industry term referring to an unfinished seamless hollow steel product
with low carbon content that will be further processed and upgraded.
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properties in oil country tubular goods specifications for casing, tubing, and
drill pipe (API STD 5A), high-strength casing, tubing, and drill pipe (API STD
5AX), and casing and tubing with restricted yield strengths (API STD 5AC).
These standards, which are sometimes used by the Government as Federal
standards, were adopted by API after careful research and industry consensus.
They offer oil country tubular goods purchasers a guide for selecting products
with proper outside diameters, wall thicknesses, and steel grades to perform
under every combination of stresses. The vast majority of oil country tubular
goods in use today meet API specifications for such articles. However, there
are articles for use in specialized applications that do not carry an API
rating because these o0il country tubular goods have not been sufficiently used
or tested for API to write standards for this equipment. Firms also produce
goods to their own proprietary specifications, and these products compete with
products made to API specifications.

0il country tubular goods are inspected and tested at various stages
during production to ensure strict conformity to API or proprietary
specifications. A certain percentage of production from every oil country
tubular goods facility fails to meet these specifications; the reject rate has
been estimated to be as much as 25 percent for the products of seamless mills
and closer to 10 percent for those of welded facilities. 1/ This material may
be categorized only as scrap, sold as "structural tubing" not suited for down
hole use, or marketed as "limited service" material for use in shallow wells
under drilling conditions where high-strength and high-quality pipe are not
required. Typically, limited service tubular products are sold without any
warranty. Parties in these investigations disagree on the extent to which
prime and limited service 0il country tubular goods compete.

According to responses to Commission questionnaires in these
investigations, 80 percent of total shipments by U.S producers in 1985
conformed to API specifications, 11 percent were seconds, rejects, and down
graded products, and 9 percent were products made to proprietary
specifications. Imports of Argentine o0il country tubular goods in 1985 were
%%x%, Subject imports from Canada in the same year were ***, O0il country
tubular goods imported from Taiwan in 1985 were ***, Israeli oil country
tubular goods imported into the United States in 1985 were ***,

0il country tubular goods exist in a wide range of API and proprietary
grades, reflecting the strength of the product and the conditions under which
it has been tested for use. Lower strength grades are used where less
pressure will be encountered in drilling and production. Conversely, higher
grades of tubes are used when more strength is required. Most oil country
tubular goods are of carbon steel. A higher strength product (typically
casing) can be obtained by heating a carbon steel tubular product, rapidly
cooling it with water, and then slightly reheating and slowly recooling it.
This "quench and temper" process raises minimum yield strength and increases
hardness of a green tube or "green shell.” 2/ A similarly strong tubular
product can also be produced by using more expensive metal alloys.

1/ Information on the market for reject material was obtained from ***,
2/ There are no allegations in the current investigations regarding importi‘
of green tubes as defined by TCA. ' -6



A-7

According to responses to Commission questionnaires in these
investigations, 67 percent of U.S. producers' shipments in 1985 were of the
lower carbon grades (comparable to K55 and below), 27 percent were of the
higher grades (compapable to C75 and above), and the rest were seconds or
rejects. U.S. shipments of Argentine oil country tubular goods in 1985 were
%X, U.S. shipments of subject oil country tubular goods from Canada in 1986
were **X,  U.,S, shipments of Taiwan oil country tubular goods in 1985 were
*%%, U.S. shipments of the Israeli product in 1985 were all lower grade.

0il country tubular goods are of either welded or seamless construction.
API specifications for most grades of casing and tubing specify that either
seamless or welded pipe is acceptable. Exceptions include drill pipe and
extremely thick casings, which API specifies must be seamless. 1In 1985,
slightly less than one-half of all shipments of U.S.-produced casing and
tubing, and virtually all drill pipe, were of seamless construction.
Argentine oil country tubular goods are seamless, slightly less than one-half
of the subject imports from Canada were seamless, and the Taiwan and Israeli
products are welded seam-annealed.

Welded oil country tubular goods are formed by passing flat-rolled
products through a series of forming rollers that form the products into
cylindrical shapes to be seam welded. The most commonly used process for
welding oil country tubular goods is electric resistance welding (ERW), in
which the cylinder edges are heated to a very high temperature with an
electric resistance welder and are forced together under pressure exerted by
rolls. Although most of the welded oil country tubular goods are seam-
annealed electric resistance welded, some large-diameter (over 24 inches)
material, which is used in offshore drilling, is submerged arc welded. Under
this process, the cylinder edges are connected using molten metal from a
welding rod. Some welded products then undergo a process called "full-body
normalizing", where the entire tube is heated to a very high temperature to
make the molecular structure of the weld identical to that of the rest of the
tube. Regardless of welding process, the wall thicknesses of all welded oil
country tubular goods are uniform, whereas the wall thicknesses of seamless
0il country tubular goods are less uniform.

According to oil country tubular goods end users, seam-annealed welded
products are more commonly used when high strength is not required, whereas
seamless products are more typically used where greater pressures or hostile
environments will be encountered in drilling and production. Full-body
normalized welded oil country tubular goods are considered to be stronger than
other welded products.

Seamless o0il country tubular goods are produced by forming a central
cavity in solid steel stock. The central cavity may be formed either through
the rotary piercing and rolling process or through extrusion. Most seamless
0il country tubular goods are produced through the rotary piercing method, the
more traditional method for producing such material. Rotary piercing is
described by the American Iron & Steel Institute (AISI) in its publication,

Steel Products Manual: Steel Specialty Tubular Products, as follows:

Rotary Piercing and Rolling operations produce the great
bulk of seamless steel tubular products. A conditioned
steel round of proper grade, diameter and weight is heated

A-7
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to a suitable forging temperature and rotary pierced in one
of several available types of mills which work the steel
and cause it to flow helically over and around a so-called
piercer-point yielding a seamless hollow billet. This
billet is then roller elongated either in a succession of
plug mills or in one of several mandrel mills. Finally the
elongated steel is sized by further rolling without
internal support in one or more of the sizing mills.

the tension mill stretches the material between stands and
actually makes wall reduction possible; the rotary sizing
mill frequently is used in conjunction with one of the
other mills to make final precision sizing of the outside
diameter.

The extrusion process is described in the same AISI publication as follows:

Extrusion process also starts with a conditioned steel
round of desired grade, diameter and weight. This billet
may be cold drilled and hot expanded, or hot punched-
pierced either separately or in the extrusion process. The
drilled or punched billets are hot extruded by axially
forcing the material through a die and over a mandrel.

The ends of almost all o0il country tubing are processed through an
operation known as upset ending. Upset ending is a forging process under
which the end of the tubing is flared and thickened by heating and forcing it
through a die and over a mandrel. This process adds tensile strength to the
tubing walls, thereby compensating for the tensile strength that is lost when
the material is threaded. Other finishing operations for oil country tubular
goods may include threading, coupling, and application of a rust-preventive
coating.

U.S. tariff treatment

The imported oil country tubular goods that are the subject of these
investigations are classified under items 610.32, 610.37, 610.39, 610.40,
610.42, 610.43, 610.49, and 610.52 of the TSUS. Table 1 presents the rates of
duty for imports of o0il country tubular goods from countries afforded
most-favored-nation treatment (col. 1 duty rates) 1/, from least developed
developing countries (the final or 1987 rates), and designated Communist
countries (col. 2 rates) 2/. These articles are not eligible for duty-free
entry under the Generalized System of Preferences (GSP). O0il country tubular
goods that are the product of Israel or of designated beneficiaries of the
Caribbean Basin Economic Recovery Act enter free of duty.

1/ Col. 1 rates of duty are applicable to imported products from all
countries except those Communist countries and areas enumerated in general
headnote 3(d) of the TSUS. However, such rates do not apply where
preferential treatment is afforded to products of developing countries under
the GSP or the Caribbean Basin Economic Recovery Act, or to products of Israel, g
or of LDDC's under the Special rates of duty column.

2/ Col. 2 rates of duty apply to imported products from those Communist
countries and areas enumerated in general headnote 3(d) of the TSUS.
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Table 1.--0il country tubular goods: U.S. rates of duty as of January 1, 1986 and
January 1, 1987

(percent ad valorem)

TSUS 011 country Col. 1

item tubular goods : . . Col. 2
No. X

covered Jan. 1, : Jan. 1,
1986 : 1987

.o

o Jeo oo oo
o foe oo

.
.

e
.

¢ Pipes and tubes and blanks therefor of : :
: iron (except cast iron) or steel: : :
Welded, jointed or seamed, with : :
walls not thinner than 0.065 : :
inch and of circular cross : : :
section: : : :
0.375 inch or more in outside : : :
diameter, other than alloy steel--: 1.9% : 1.9% : 5.5%

o0 oo oo oo o

610.32

610.37 0.375 inch or more in outside : : :
diameter, of alloy iron or steel--: 4.9% 1/ : 4.9% 1/ : 10% 1/
Other:

Steel pipe conforming to API
specifications for oil well
casing, whether welded or
seamless, having a wall
thickness not less than
0.156 inch:

Not threaded and not otherwise
advanced:
610.39 : Other than alloy steel-—————eeeo

®e 06 oo oo oo o5 oo oo
oo o

e oo oo

e
®e oo o0 eo oo o0 oo oo oo

0.5% : 0.5% : 1%

.o

610.40 : Alloy steel 3.5% 1/ 3.3% 1/ :  8.5% 1/

oo
®e oo oo
oo oo oo
.o

: Threaded or otherwise advanced:
Other than alloy steel--———————-: 6.3%

610.42 6% 20%

e
3

610.43 Alloy steel

7% 1/ 6.2% 1/ : 28% 1/

.
.

ee oo oo oo
ee oo oo

Other:

Not suitable for use in the
manufacture of ball or
roller bearings:

Other than alloy iron or
steel, except hollow bars——---

®e 00 6o oo oo @0 e eo oo oo

ee oo oo oo

610.49

ee oo oo oo oo oo

8.4% 8% 25%

oo

610.52 Alloy iron or steel, except

hollow bars

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

8.4% 1/ 7.5% 1/ 35% 1/

o6 e¢ oo oo o
o0 o0 oo
00 oo oo oo oo

1/ Additional duties are assessed on imports under this item depending on the content
of chromium, molybdenum, tungsten, and vanadium, as provided for in headnote 4, schedule
6, part 2, subpart B of the TSUS. A9
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U.S. Producers

There are 24 firms that are known to have produced oil country tubular
goods in the United States during the period of these investigations. The
largest producers include ***, as shown in the following tabulation (in
percent):

Share of U.S.
producers' shipments,

Firm and plant locations 1985
Producers in support of the petition:
Petitioners:
CF&I Steel Corp———————=——mmmm e *kk
Pueblo, CO
Lone Star Steel Co- - : *kX

Fort Collins, CO
Lone Star, TX
Committee on Pipe and Tube Imports:

Copperweld Tubing Group kK
Baltimore, MD ’

Maverick Tube Corp—--—- —_ *Hk
Union, MO

Quanex 0il Country Tubular Group-------- Kkk
Belville, TX '

Sawhill Tubular Division, Cyclops Corp—- *kk
Sharon, PA

Tex-Tube Division, Cyclops Corp--———————- | KKk
Houston, TX

Other:

KPC Inc——-- Kk Kk
Fontana, CA

LTV Steel Corp.--——- kK

Aliquippa, PA
Campbell, OH
U.S. Steel Corp.-—- - *kk
Duquesne, PA
Fairfield, AL

Gary, IN
Lorain, OH -
Subtotal - *kk
Other producers:
Armco —— *kk
Ambridge, PA
Newport *kk
Newport, KY _ .
Other firms - ' Raladad
Total- 100.0

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

. 4 § A-10
A number of these firms have ceased production of o0il country tubular
goods during the period under investigation: National Pipe & Tube Co. as of
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January. 1983, Bethlehem Steel Corp. in March 1983, Wheeling-Pittsburgh Steel
Corp. in July 1984, Quanex Corp. in October 1984, Central Steel Tube Co. and
North American Pipe Corp. in November 1984, American Seamless Tubing, Inc. in
. August 1985, and Armco, Inc. in November 1985. These firms together accounted
for 18 percent of U.S. producers' shipments in 1982. 1/ Wheeling-Pittsburgh,
Quanex, Central, American Seamless, and Armco accounted for *** percent of
reported 1985 capacity. As of April 15, 1986, *** reported that they had
suspended operations, and all other producers contacted reported low levels of
production. 2/ Several of the remaining firms have shut down production in
one or more of their oil country tubular goods plants, and most have idled
facilities for some part of the period under investigation. Maverick Tube
Corp. has filed for reorganization under the provisions of the bankruptcy laws.

U.S. Importers

There are dozens of firms which import oil country tubular goods into the
United States. In general, two types of concerns--independent trading
companies and U.S. subsidiaries of foreign producers--import the product.
Importers frequently act as distributors, warehousing the product and filling
orders from inventory. In these investigations, questionnaires were sent to
all importers, as identified by U.S. Customs data, of an aggregate total
during 1983-85 of 500 short tons or more of the products which enter the
United States under the TSUS items which include oil country tubular goods.
For each country, the largest percentage of the questionnaires sent were
returned indicating that no oil country tubular goods were imported; many
importers explained that they imported the other tubular products which are
categorized under the TSUS items which include oil country tubular goods.

Argentina--The response rate for questionnaires sent to importers of oil
country tubular goods from Argentina was 100 percent; completed questionnaires
were received from three importers. *%*, Imports in 1985, as reported in
questionnaire responses, accounted for *X* percent of imports from Argentina
as identified by the corrected official statistics of the Department of
Commerce, *** of imports from Argentina as identified by Special Steel Summary
Invoice (SSSI) data obtained from Commerce, and *** those reported by the
Argentine producer. This report presents official statistics, corrected by
errata data obtained from the U.S. Census Bureau.

Canada--Questionnaires were sent to 36 potential importers of oil country
tubular goods from Canada; 26 responses were received. Fourteen U.S. and
Canadian firms responded that they did not import oil country tubular goods
into the United States from Canada, some specifying that they imported other
tubular products. Eleven completed questionnaires were received. These
include responses from *** Canadian producers that export directly to the
United States: ***, These Canadian producers accounted for *%x percent of
1985 imports as reported in questionnaire responses. Completed responses were

1/ According to data submitted in the preliminary investigations on oil
country tubular goods from Argentina, Canada, and Taiwan. For purposes of
comparison in this report, data will occasionally be presented from 1982,
which spokesmen consider to be a relatively good year for the industry, A-1l
whereas they state that 1983 was a year of severe depression.

2/ Phone survey by the Commission staff.
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also received from *** importers of primarily reject material. Among those
not responding were eight firms with Canadian addresses, three of which could
not be verified by the staff, and two companies with U.S. addresses, which
also could not be verified. None of these firms has been named, either by
parties in support of the petition or by industry representatives with whom
the staff has met, as an importer of Canadian oil country tubular goods. To
the extent that questionnaire responses may not account for all U.S. imports
of Canadian oil country tubular goods, it is likely that reject, rather than
prime, material is excluded. 1/

Imports from Canada in 1985, as reported in questionnaire responses,
accounted for *** percent of imports as identified by the estimated revised
official statistics of the Department of Commerce, *** percent of imports from
Canada as identified by SSSI data obtained from Commerce, and exceeded by **x
percent those reported by counsel for the Canadian producers. The Commerce
Department recently revised its official statistics for oil country tubular
goods imports from Canada based on a review of .SSSI data; this report presents
the revised official 1984 figure and an estimated revised official 1985 figure
for Canada in lieu of other import statistics.

Taiwan--The response rate for questionnaires sent to importers of oil
country tubular goods from Taiwan was 100 percent; completed questionnaires
were received from two importers. The Taiwan producer has no U.S. subsidiary
or sales office; both importers were unrelated trading companies. Imports in
1985, as reported in questionnaire responses, accounted for *** percent of
imports from Taiwan as identified by the official statistics of the Department
of Commerce, *** of imports from Taiwan as identified by SSSI data obtained
from Commerce, and *** those reported by the Taiwan producer. Commerce
officials acknowledge that the official statistics for imports for Taiwan are
unreliable; they state that SSSI data for Taiwan is also misrepresentative.
This report will present imports of oil country tubular goods from Taiwan
according to questionnaire data, believed to be the best available information.

Apparent consumption

The United States

The United States accounts for an estimated 65 percent of worldwide
consumption of oil country tubular goods. On the basis of information
obtained in questionnaires, apparent U.S. consumption (U.S. domestic and
intracompany shipments plus imports) dropped from 4.4 million tons 2/ in 1982
to 1.5 million tons in 1983, or by 66 percent (table 2). Apparent consumption
subsequently increased by 165 percent from 1983 to 1984 and then fell by 23
percent from 1984 to 1985. Apparent consumption in 1985 remained 31 percent
below the level of imports in 1982. .

1/ According to discussions with officials at the Department of Commerce.
2/ Unless otherwise noted, the term "ton" refers to a short ton (2,000
pounds). ‘
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Table 2.--0il country tubular gébds: U.S. producers' domestic and intra-
company shipments, imports, and apparent consumption, 1983-85

(In- thousands of tons)

Item ‘ 1983 ' 1984 ' 1985

U.S. producers' domestic and : : :
intracompany shipments—-——————mmme : 801 : 1,563 : 1,460

Imports from-- : : :
Argentina--——--- : 16 : 20 25
Canada 1/--- e : 29 145 150
Taiwan-— ——— - : k kX : Xk Xk . b 2.4
Subtotal—————— : fato faket *Xk
Israel-—- - ——————————er 2/ : 4 26
All other countries : 615 : 2,097 : 1,306
Total imports 3/-- - : 661 2,307 : 1,539
Apparent consumption---——-———- - : 1,462 3,870 : 2,999

1/ To compute U.S. consumption, imports from Canada include exports by
Welded Tube, which are not subject to investigation.

2/ Less than 500 tons.

3/ Figures do not sum to totals because different sources were used.

Source: U.S. producers' shipments and imports from Taiwan, compiled from
data submitted in response to questionnaires of the U.S. International Trade
Commission; other imports, compiled from the official statistics of the U.S.
Department of Commerce, as corrected and revised.

Throughout 1981, market analysts were projecting higher levels of oil and
gas well drilling; domestic production and imports of oil country tubular
goods reached record high levels as distributors bought all the product they
could in order to be able to supply the anticipated demand. Imports greatly
increased their market share as U.S. producers were unable to satisfy demand.
A large portion of U.S. producers' shipments and imports of oil country
tubular goods were not actually used in oil and gas well drilling in 1981.
Instead, these shipments and imports were held in inventory by the
distributors. Inventories held by distributors rose more than 70 percent
during the year. 1/

By late 1981, it became apparent that demand for oil and gas was not
going to increase as anticipated and, as a consequence, exploration for oil
and gas dropped sharply. The level of drilling dropped to such an extent, and
distributors' inventories had grown so large, that producers' inventories of
0il country tubular goods continued to increase in 1982. In 1983, -
distributors of o0il country tubular goods began to draw down their inventories
and producers' inventories also decreased. Thus, in 1983, although drilling
activity was higher than in 1982, U.S. producers' shipments and imports

A-13
1/ Information on distributors was obtained in part in investigations Nos.
701-TA-215 through 217 (Final).
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decreased as distributors supplied more of consumption from inventory. 1In
1984, both domestic shipments and imports increased considerably, with imports
maintaining a large market share. Some of the distributors' and producers'
inventories were worked off during this period; however, excess inventories
are still blamed for depressed market conditions.

Respondents assert that oil country tubular goods prices are depressed by
a huge inventory overhang, currently representing some 23 to 30 months of
consumption. 1/ The current consumption rate, upon which this figure is
based, is extremely low. Petitioners estimate that the threading area of oil
country tubular goods in inventories generally begins to deteriorate after 8
to 10 months, and after only 3 to 4 months in coastal areas. 2/ A portion of
the product in inventories is aging, some 15 percent according to the most
recent Lone Star Steel Yard Survey, and cannot be expected to compete with
prime oil country tubular goods for down hole use; "the end user will be very
reluctant to run less than prime pipe into an oil or gas well." 3/
Nevertheless, industry spokesmen agree that inventory liquidation, primarily
by major oil companies like **X, has depressed oil country tubular goods
prices in the market. 4/

Producers' yearend inventories of oil country tubular goods, as reported
in questionnaire responses, are shown in the following tabulation (in
thousands of tons):

Yearend inventories

1982--—- —— — - 393
1983—————- 189
1.7 S—— 270
1985-———— -— 230

Producers' inventories, however, do not represent the majority of industry
inventories. Producers hold mostly prime oil country tubular goods in
inventory. 5/ Three estimates 6/ of industry yearend inventory levels are
presented in the following tabulation (in thousands of tons):

As of Lone Star Steel Pip Preston
yearend-- Yard Survey Logix Pipe Report
1983 3,975 2,872 4,073
1984 4,000 (est.) 3,286 4,123
1985 3,000 (est.) 3,469 3,354

1/ Transcript of the public hearing at p. 139.

2/ Ibid, p. 48.

3/ 1d. p. 52.

4/ Information regarding inventories was also obtained in staff discussions
with distributors. ;

5/ Transcript of the public hearing at pp. 47-55.

6/ The Lone Star Steel Yard Survey calculates inventories by actually adding
up stocks reported by companies contacted, and includes an estimated 90
percent of all inventories held by the industry. Pipe Logix uses apparent A-14
consumption and footage drilled to arrive at its estimate. Preston Pipe
Report monitors shipment and footage drilled for its figure. Data obtained
from Lone Star Steel and counsel for respondents.
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These figures suggest that total industry inventories rose slightly from 1983
to 1984 and two of three studies show them falling by almost a quarter from
1984 to 1985. By including changes in total industry inventory levels in the
calculation of o0il country tubular goods consumption, the average trend of the
above studies indicates that consumption of o0il country tubular goods
approximated 3.5 million tons in 1983, rose to 3.7 million tons in 1984, and
fell back to 3.5 million tons in 1985. The discrepancy between consumption
figures derived from producers' questionnaires and those based on these
published estimates can be explained by the changes in distributors' and end
users' inventories, which is reflected in the latter.

Drilling declined near the end of 1985, and industry spokesmen predict a
sharp decrease in exploration in 1986. They feel that depressed energy prices
and potential tax reforms will reduce economic incentives for investment in
the domestic o0il and gas industry. According to Hughes Tool Co., a producer
of 0il-drilling equipment and supplies that gathers information on oil-
drilling rigs worldwide, the number of active rigs in the United States as of
March 24, 1986, was 45 percent below the level of 1 year previously. 1/ The
trend in estimated consumption of oil country tubular goods has usually
followed the trend in the level of U.S. oil and gas drilling fairly closely.
In discussions with the Commission staff, industry representatives have
indicated that consumption of 0il country tubular goods is down sharply so far
in 1986. The Preston Pipe Report predicts that U.S. 1986 consumption of oil
country tubular goods will be less than one-half of the 1985 level. 2/

Shallow wells are generally considered to be those that are 5,000 feet or
less in depth. 3/ Shallow wells are less expensive to develop and they are
much more numerous than deep wells; this is reflected in the average well
depth figure, which appear to be relatively shallow. Information on the depth
of oil and gas wells is collected by the 0il and Gas Journal. This '
information shows that the average depth of the wells drilled in the United
States varied slightly during 1983-85, as shown in the following tabulation:

Average‘depth 1/

1983 4,147
1984-- 4,155
1985-——————- - - 4,182

1/ Based on a telephone conversation with a statistician for the 0il and Gas
Journal, Tulsa, OK, March 28, 1986.

U.S. oil drilling and, hence, U.S. consumption of 0il country tubular goods,
is concentrated in Texas, Louisiana, and Oklahoma. According to Hughes Tool
Co., these three States accounted for 61 percent of total active rigs in the
United States in December 1985, as shown in the following tabulation (in
percent): 4/

1/ 0il and Gas Journal, March 31, 1986, p. 107.

2/ Preston Pipe Report, February 15, 1986, p. 1.

3/ Posthearing brief of the petitioners in investigations Nos. 701-TA-215
through 217 (Final), exhibit E, LTV Steel Tubular Division Response, p. 4,4 _i;5

4/ 0il and Gas Journal, January 27, 1986, p. 80.
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Number of Share of

State active rigs, 1985 total
Texas 680 34
Louisiana————————- 283 14
Oklahoma———-—————— 251 13
Subtotal-—————m—- 1,214 61
Wyoming---——————— 93 5
Kansas————~——————= 92 5
California——————=— 81 4
New Mexico———————- 71 4
All other--------- 429 _22
Total-———————- 1,980 100

Note.--Figures do not total because of rounding.

0il country tubular goods are sold by domestic mills most frequently to
distributors (83.5 percent of total sales in 1985), which in turn sell the
pipes to the end users in the o0il drilling industry, or directly to the end
users (15.9 percent of total sales in 1985); the remainder were reported as
sold to processors. Distributors are middlemen that buy large quantities of
0il country tubular goods, typically at a 6 percent discount, warehouse the
product, and sell smaller quantities to end users. The distributor buys
either unfinished or finished oil country tubular goods from the mill and
finishes the product, if necessary, before selling it. The finishing
operations performed by distributors include threading, upsetting, testing,
and cutting the material to length.

Foreign drilling activity

Home-market demand for oil country tubular goods in Argentina, Canada,
and Taiwan is dependent upon the level of oil and gas drilling. Drilling
activity in these countries has not suffered the declines experienced in the
United States during the period of investigation. The rig count information
for each of the countries is compiled by Hughes Tool Co. and published in the
0il and Gas Journal. Argentine drilling activity, as measured by the number
of active rigs, is presented in the following tabulation:

As of December Active rigs
1983 73
1984 75
- 1985 77

Information on the number of meters drilled in Canada is based on data
supplied by counsel for IPSCO, as published by the Canadian Petroleum
Association and in Oilweek Magazine. .Canadian drilling activity, as measured
by average number of active rigs and number of meters drilled, is presented in
the following tabulation:

A-16
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. Year Average rig activity Thousands of meters drilled
1983 120 8,166
1984 ‘ 259 10,936

1985 313 12,655

Taiwan had eight active rigs as of December 1984 and seven as of December 1985.

Consideration of Alleged Material Injury to an
Industry in the United States

The information presented in this section of the report was obtained from
responses to questionnaires of the U.S. International Trade Commission. All
known U.S. producers of oil country tubular goods in 1985 responded to the
questionnaire. Complete information was not available for the facilities of
Xk%k, X%k did not supply data for *X%, %X supplied partial data for **x,
Inclusion of that data in this report does not significantly alter the trends
and ratios presented and would require suppressing all industry data to
maintain confidentiality; thus, the data for *** is presented separately, in
appendix D. Some other firms did not complete all sections of the
questionnaire. '

Data in this section are for all oil country tubular goods, including
drill pipe, which accounted for less than 0.5 percent of U.S. producers'’
shipments in 1985. Should drill pipe be excluded from these data, the trends
in capacity, production, shipments, inventories, employment, and financial
experience would be the same. Data are presented for welded oil country
tubular goods and for seamless oil country tubular goods in appendix E.

In these investigations and in previous investigations on o0il country
tubular goods, the domestic industry has argued that seamless and welded oil
country tubular goods are one like product. They state that in 98 percent of
the applications, API specifications state that either the seamless or welded
product is acceptable, the prices of high-quality welded products are the same
as the prices of comparable seamless products, and customers make no
distinction between the seamless and welded product. In addition, the
industry asserts that U.S. producers of seamless o0il country tubular goods
make significant sales of low-grade oil country tubular goods, which "compete
in the same market in which low-grade welded [imported product] is sold." 1/

Counsel for foreign producers in prior investigations on 0il country
tubular goods have argued that the Commission find that seamless and welded
pipes and tubes were distinct like products. In these investigations,
respondents emphasize more specifically the differences between seamless oil
country tubular goods on one hand and welded seam-annealed o0il country tubular
goods on the other. Counsel for respondents argue that seamless imports do
not compete with seam-annealed imports and that these products should not be
cumulated with each other. The seam-annealed product, they state, is
potentially weaker than the seamless product. In addition, seamless and
seam-annealed oil country tubular goods are produced and finished by differeht

1/ Posthearing brief of the petitioners in investigations Nos. 701-TA-215
through 217 (Final), pp. 2-4.
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processes. As a consequence, according to counsel for the foreign producers
in these and in prior investigations, the seamless product is used in certain
special applications, such as drill pipe, offshore drilling, and deep wells,
whereas seam-annealed oil country tubular goods are used in shallow wells.
Another indication that seamless and seam-annealed oil country tubular goods
are two distinct like products, according to counsel, is the difference - in
prices--the prices of seamless oil country tubular goods are higher than the
prices of seam-annealed oil country tubular goods. 1/

According to selling price data of oil country tubular goods obtained by
the Commission in its questionnaires, seamless oil country tubular goods sold
at price levels comparable with those of the full-body normalized oil country
tubular goods (a high-quality welded product). Reported selling prices of the
seam-annealed welded oil country tubular goods were significantly less than
prices of the seamless or full-body normalized oil country tubular goods. The
reported price data are shown in appendix F and discussed in the price section
of this report.

According to staff discussions with producers, importers, distributors,
a processor, and purchasers concerning the comparability of the two forms of }
oil country tubular goods, all but the most conservative drillers prefer the
lower cost seam-annealed welded goods in shallow wells, and the higher quality
and greater strength of seamless and full-body normalized oil country tubular
goods are required only in deep wells and offshore. An official at *%x
compared seamless and welded products to "apples and oranges"” in the shallow
well Appalachian market, indicating that there is a strong preference for the
seam-annealed welded product because of its lower price. Also, not all end
users consider even the higher quality full-body normalized welded tubulars to
be comparable with seamless tubulars of the same grade. *Xx, End users
generally report, however, that welded and seamless products are substitutable
in the majority of applications. 1In such cases, it is full-body normalized
tubulars that are most frequently used interchangeably with seamless tubulars
of the same grade. Also, welded and seamless tubulars are manufactured in
completely different facilities and by very different processes. An official
at *** estimated that the cost for his firm of producing seamless oil country
tubular goods is *** than the cost of producing welded seam-annealed oil
country tubular goods.

Respondents in these investigations also maintain that oil country
tubular goods of differing quality do not compete in the market place. For
example, spokesmen for Algoma, a Canadian producer of high-quality tubular
products, emphasize that their product is distinct from lower quality domestic
and imported products in both market and price, and therefore does not compete
with them. Algoma's principle customers are *%%, that require high-quality
oil country tubular goods. This type of end user typically purchases
high-quality domestic and imported products, both seamless and full-body
normalized. Foreign and domestic producers of lower quality seam-annealed oil
country tubular goods are not generally accepted source mills for such

1/ These arguments regarding the distinction between seamless and full-body A-18
normalized oil country tubular goods on one hand, and seam-annealed products
on the other, can be found in the prehearing brief of IPSCO, pp. 13-17, the
prehearing brief of Dalmine-Siderca, p. 18, and the prehearing brief of FEMCO,
Pp. 9-10. B
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purchasers. Also, Algoma customers have submitted letters to, and appeared in
testimony before, the Commission, stating that Algoma's prices are such that
their product cannot even compete in the market against domestic price leaders
of similar products, much less compete against lower quality oil country
tubular goods.

At the other end of the range of o0il country tubular goods, Canadian
respondents assert that the markets for prime oil country tubular goods and
reject material differ to such an extent that they should be considered
different industries. Reject material is generally sold by the producer
directly to a separate company that specializes in selling structural and
limited service products; IPSCO and, reportedly, Maverick are exceptions to
this rule because they market their own reject material. 1/ Structural tubing
serves primarily in construction whereas limited use reject material can be
used down hole in shallow wells. There appears to be no clear distinction
between structural and limited use material. Reject tubular products are sold
without any warranty; producers and secondary market pipe handlers cannot
determine the end use of these products. Officials at *** estimated that, of
the products *** in sizes suitable for down hole use, about one-half are in
fact put to that end use. Several importers of reject material alleged, in
questionnaire responses, that the U.S. industry does not adequately supply the
market for structural and limited service pipe in the United States.
Distributors and end users of *** products have indicated that, if U.S. and
Canadian pricing and quality differ for limited service material, it is the
domestic product that is preferable in terms of pricing and the imported
product that is preferable in terms of quality. Also, a domestic source of
limited service named in these statements is ***, which has now ceased
production of o0il country tubular goods. *** also reported that Canad<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>