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UNITED STATES INTERNATIONAL TRADE COMMISSION

Investigation No. 731-TA-851 (Final)

SYNTHETIC INDIGO FROM CHINA

DETERMINATION

On the basis of the record' developed in the subject investigation, the United States International
Trade Commission determines, pursuant to section 735(b) of the Tariff Act of 1930 (19 U.S.C.
§ 1673d(b)) (the Act), that an industry in the United States is materially injured by reason of imports
from China of synthetic indigo, provided for in subheadings 3204.15.10, 3204.15.40, and 3204.15.80 of
the Harmonized Tariff Schedule of the United States, that have been found by the Department of
Commerce to be sold in the United States at less than fair value (LTFV). The Commission further
determines that critical circumstances exist with regard to imports of the subject merchandise.”

BACKGROUND

The Commission instituted this investigation effective June 30, 1999 following receipt of a
petition filed with the Commission and the Department of Commerce by Buffalo Color Corporation,
Parsippany, NJ, and the United Steelworkers of America, AFL-CIO/CLC. The final phase of the
investigation was scheduled by the Commission following notification of a preliminary determination by
the Department of Commerce that imports of synthetic indigo from China were being sold at LTFV
within the meaning of section 733(b) of the Act (19 U.S.C. § 1673b(b)). Notice of the scheduling of the
Commission’s investigation and of a public hearing to be held in connection therewith was given by
posting copies of the notice in the Office of the Secretary, U.S. International Trade Commission,
Washington, DC, and by publishing the notice in the Federal Register of December 30, 1999 (64 FR
73581). The hearing was held in Washington, DC, on May 2, 2000, and all persons who requested the
opportunity were permitted to appear in person or by counsel.

! The record is defined in sec. 207.2(f) of the Commission’s Rules of Practice and Procedure (19 CFR § 207.2(f)).

2 Commissioners Stephen Koplan and Thelma J. Askey found that critical circumstances do not exist with regard
to imports of the subject merchandise.






VIEWS OF THE COMMISSION

Based on the record in this investigation, we determine that an industry in the United States is
materially injured by reason of subject imports of synthetic indigo from China that the Department of
Commerce (“Commerce”) found to be sold in the United States at less than fair value (“LTFV”). We
also determine that critical circumstances exist with respect to the subject imports.!

1. DOMESTIC LIKE PRODUCT AND INDUSTRY
A. In General

To determine whether an industry in the United States is materially injured, or threatened with
material injury, by reason of imports of the subject merchandise, the Commission first defines the
“domestic like product” and the “industry.” Section 771(4)(A) of the Tariff Act of 1930, as amended
(“the Act”), defines the relevant industry as the “producers as a [w]hole of a domestic like product, or
those producers whose collective output of a domestic like product constitutes a major proportion of the
total domestic production of the product.” In turn, the Act defines “domestic like product” 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 . . . .

The decision regarding the appropriate domestic like product(s) in an investigation is a factual
determination, and the Commission has applied the statutory standard of “like” or “most similar in
characteristics and uses” on a case-by-case basis.” No single factor is dispositive, and the Commission
may consider other factors it deems relevant based on the facts of a particular investigation.® The
Commission looks for clear dividing lines among possible like products, and disregards minor
variations.” Although the Commission must accept Commerce’s determination as to the scope of the
imported merchandise sold at LTFV, the Commission determines what domestic product is like the
imported articles Commerce has identified.?

! Commissioners Askey and Koplan dissenting. See Commissioner Askey’s and Koplan’s Separate Views on
Critical Circumstances.

219 U.S.C. § 1677(4)(A).
319 US.C. § 1677(4)(A).
419 U.S.C. § 1677(10).

* See, e.g., NEC Corp. v. Dep’t of Commerce and U.S. Int’] Trade Comm’n, 36 F. Supp. 2d 380 (Ct. Int’l Trade
1998); Nippon Steel Corp. v. United States, 19 CIT 450, 455 (1995). The Commission generally considers a

number of factors including: (1) physical characteristics and uses; (2) interchangeability; (3) channels of
distribution; (4) customer and producer perceptions of the products; (5) common manufacturing facilities,
production processes and production employees; and, where appropriate, (6) price. See Nippon, 19 CIT at 455 n.4;
Timken Co. v. United States, 913 F. Supp. 580, 584 (Ct. Int’l Trade 1996).

¢ See, e.g., S. Rep. No. 249, 96th Cong., 1st Sess. 90-91 (1979).

7 Torrington Co. v. United States, 747 F. Supp. 744, 748-49 (Ct. Int’l Trade 1990), aff’d, 938 F.2d 1278 (Fed. Cir.
1991).

8 Hosiden Corp. v. Advanced Display Manufacturers, 85 F.3d 1561 (Fed. Cir. 1996) (Commission may find a
single like product corresponding to several different classes or kinds defined by Commerce); Torrington, 747 F.
Supp. at 748-52 (affirming Commission determination of six like products in investigations where Commerce found

3



B. Product Description

In its final determination, Commerce defined the imported merchandise within the scope of this
investigation as follows:

- [D]eep blue synthetic vat dye known as synthetic indigo and those of its derivatives designated
commercially as “Vat Blue 1.” Included are Vat Blue 1 (synthetic indigo), Color Index No.
73000, and its derivatives, pre-reduced indigo or indigo white (Color Index No. 73001) and
solubilized indigo (Color Index No. 73002). The subject merchandise may be sold in any form
(e.g., powder, granular, paste, liquid, or solution) and in any strength. Synthetic indigo and its
derivatives subject to this investigation are currently classifiable under subheadings
3204.15.10.00, 3204.15.40.00 or 3204.15.80.00 of the Harmonized Tariff Schedule of the United
States ( “HTSUS”).?

Synthetic indigo and its derivatives, pre-reduced indigo and solubilized indigo (“synthetic
indigo” or “indigo”), are designated commercially as “Vat Blue 1.”'° Indigo is a vat dye!! with a
characteristic deep blue color that has good resistance to color degradation by light or heat.!> Indigo dyes
are used chiefly as fiber and fabric dyes, mostly in connection with the manufacture of denim products.
A unique characteristic of indigo is that it fades evenly when washed.”® Approximately 98 percent of
indigo dyes is used in the production of denim; the remaining two percent is used in the food industry
and in other applications.*

All natural® and synthetic dyes are classified according to the Colour Index, which is published
jointly by the Society of Dyers and Colourists, Bradford, England, and the American Association of
Textile Chemists & Colorists, Research Triangle, NC.'® The vast majority of indigo imported into the
United States is generally in the form of water-insoluble dry powder which requires the addition of an
alkaline reducing agent such as sodium hydroxide (caustic soda) to form a water-soluble salt that can be
absorbed by the fabric to be colored."” Indigo dyes which already contain enough of an alkaline reducing

five classes or kinds).
® 65 Fed. Reg. 25706 (May 3, 2000).
1 Confidential Staff Report (“CR”) at I-2, Public Staff Report (“PR at I-2").

! Vat dyes are water-insoluble dyes that can be chemically reduced (vatted) to a colorless water-soluble (leuco)
form in which they can readily penetrate fibers. Subsequent oxidation then produces the insoluble colored form
which remains in and colors the fiber. Vat dyes are generally used for dyeing cotton, wool, and cellulose acetate.
CR atI-2,n.6

2CR at1-2, PR at I-2.
B CRatI-2. PR at I-2.
“CRatl-3, PR at]-2.

15 Synthetic indigo, which is made through the synthesis of various chemicals, has replaced natural indigo, which
is extracted from the indigo plant, in commercial applications. Natural indigo is no longer cost effective to produce,
although there is no chemical difference between natural and synthetic indigo. CR atI-2, n.5, PR at I-2, n.5.

16 CR atI-3, PR at I-2.
7 CR atI-2-I-3, PR at I-1.



agent and water to make them useful with a minimum of further preparation are said to be “pre-reduced”
or “solubilized.” '®

Most indigo dyes are used by denim manufacturers, with a small amount going to food colorists.
Denim mills use dyes in the solution or paste form in their operations, which are supplied domestically
by the petitioner, Buffalo Color Corporation (“BCC”), and also by the U.S. firms that convert the
imported powder material into a paste form. BCC markets most of the dyes it makes directly to the end-
user. The subject merchandise generally enters the United States in powder form in order to reduce
shipping costs and is then processed into a solution or paste and sold to end-users. Both the domestic
and imported indigo dyes are delivered to denim mills and are interchangeable at this point of use.!

C. Domestic Like Product

In the preliminary phase of this investigation, the Commission found one domestic like product,
“synthetic indigo,” corresponding with Commerce’s description of the subject merchandise. In so doing,
the Commission considered three domestic like product issues.”® First, using the traditional six-factor
like product analysis, the Commission rejected respondents’ contention that indigo powder and indigo
paste should be separate like products. In reaching this finding, the Commission relied on shared
fundamental characteristics and functions of both forms of indigo dye as well as common manufacturing
processes.”! Second, the Commission considered whether indigo slurry, a crude form of indigo, should
be a separate like product. Applying a semi-finished products analysis, the Commission determined that
a separate like product finding was not warranted given that indigo slurry is used exclusively for indigo
production and that no separate market exists for indigo slurry.” Finally, applying the traditional six-
factor analysis, the Commission determined that indigo used by the food coloring industry and indigo
used by the textile industry were not separate like products. In making this finding, the Commission
noted that while there are differences in physical characteristics and slight variations in composition
exist, the two types of indigo had the same chemical composition, and at the critical chemical synthesis
stage were produced by the same facilities and the same employees.?

No party has challenged the Commission’s domestic like product determination in the final
phase of this investigation and no new evidence has been obtained that would call into question the
Commission’s reasoning in the preliminary determination. Consequently, we reaffirm the Commission’s
finding in the preliminary determination that the domestic like product is synthetic indigo corresponding
to Commerce’s scope.

BCRatl-3, PR atI-2..

¥ CR atl-5, PR at I-3.

% Preliminary Determination at 6.

2! Preliminary Determination at 6-7.
22 Preliminary Determination at 7.

2 Preliminary Determination at 8-9.



II. DOMESTIC INDUSTRY
A. In General

Section 771(4) of the Act defines the relevant industry as the “producers as a [w]hole of a
domestic like product, or those producers whose collective output of a domestic like product constitutes a
major proportion of the total domestic production of that product.”* In defining the domestic industry,
the Commission’s general practice has been to include in the industry producers of all domestic
production of the domestic like product, whether toll-produced, captively consumed, or sold in the
domestic merchant market, provided that adequate production-related activity is conducted in the United
States.”

There are two issues in this investigation concerning the definition of the domestic industry. The
first concerns whether the domestic industry should be defined to include entities that convert the
Chinese indigo powder into paste (converters). The second concerns whether appropriate circumstances
exist to exclude BCC from the domestic industry as a related party.

B. Whether Converters Are Part of the Domestic Industry

In the preliminary determination, the Commission found that converters should not be included
in the domestic industry. While acknowledging that the information on the record on this issue was
limited, the Commission concluded that converters were not engaged in sufficient production-related
activity to be included in the domestic industry. In particular, the Commission found that the converters’
capital investment and employment levels appeared quite low, and the data were at best mixed as to the
extent of the conversion process and the value added by it. Nevertheless, the Commission indicated that
it would revisit this issue in the final investigation.? %

%19 U.S.C. § 1677(4)(A).

» See e.g., DRAMs From Taiwan, Inv. No. 731-TA-811 (Final), USITC Pub. 3256 at 6 (Dec. 1999); Stainless
Steel Wire Rod from Germany, Italy, Japan, Korea, Spain, Sweden, and Taiwan, Invs. Nos. 701-TA-373, 731-TA-
769-775 (Final), USITC Pub. 3126, at 7 (Sept. 1998); Manganese Sulfate from the People’s Republic of China, Inv.
No. 731-TA-725 (Final), USITC Pub. 2932, at 5 & n.10 (Nov. 1995) (the Commission stated it generally considered
toll producers that engage in sufficient production-related activity to be part of the domestic industry); see generally,
e.g., Oil Country Tubular Goods from Argentina, Austria, Italy, Japan, Korea, Mexico, and Spain (“OCTG”), Inv.
Nos. 701-TA-363-364 (Final) and Inv. Nos. 731-TA-711-717 (Final), USITC Pub. 2911 (Aug. 1995) (not including
threaders in the casing and tubing industry because of “limited levels of capital investment, lower levels of
expertise, and lower levels of employment”).

%6 Preliminary Determination at 10-11.

?7 In deciding whether a firm qualifies as a domestic producer, the Commission generally analyzes the overall
nature of a firm's production-related activities in the United States, although production-related activity at minimum
levels could be insufficient to constitute domestic production. The Commission generally considers six factors:

(1) source and extent of the firm's capital investment;

(2) technical expertise involved in U.S. production activities;

(3) value added to the product in the United States;

(4) employment levels;

(5) quantity and type of parts sourced in the United States; and

(6) any other costs and activities in the United States directly leading to production of the like
product.



In the final phase of the investigation, Petitioners argue that converters should be excluded from
the domestic industry because “they fail every prong of the domestic producer analysis.”?® Conversely,
Respondents argue that converters should be included in the domestic industry.?

The information collected in the final phase of this investigation confirms the Commission’s
findings in the preliminary determination with respect to converters. Converter questionnaire responses
indicate that the value added by converters is low, ranging from *** 3 Capital investment by converters
also appears to be low, particularly when compared to the capital investment required to establish and
maintain a synthetic indigo facility. Respondents did not challenge the Commission’s finding in the
preliminary determination that it would require approximately $3 million to build a new converting
facility compared to $60 million for a new manufacturing facility similar to BCC’s. 3!

Converter questionnaire responses also reveal that the sophistication of the technology involved,
the necessary technical expertise required, and the amount of research and development invested in the -
conversion process all appear to be minimal. According to the converters, the process of converting
indigo powder into paste begins with mixing the indigo powder with water. The mixture is then ground,
or slurred, at which point more water may be added as well as caustic soda to adjust the pH balance.
Finally, the batch is stirred and standardized.>* In contrast, the record indicates that the manufacturing
process for indigo is far more complex, particularly the synthesizing of indigo, which is a very precise

No single factor is determinative and the Commission may consider any other factors it deems relevant in light of
the specific facts of any investigation. See OCTG, USITC Pub. 2911 at I-11 n.37. See also Large Newspaper
Printing Presses, USITC Pub. 2988 (Aug. 1996) at 7-8. Commission practice has not clearly established a specific
level of U.S. value added, or product finished value, required to qualify as a domestic producer; Aramid Fiber
Formed of Poly Para-Phenylene Terephthalamide from the Netherlands, Inv. No. 731-TA-652 (Final), USITC Pub.
2783 at I-8-1-9 & n.34 (June 1994) ("no single factor -- including value added -- is determinative and . . . value
added information becomes more meaningful when other production activity indicia are taken into account); Low
Fuming Brazing Copper Wire and Rod from New Zealand, Inv. No. 731-TA-246 (Final), USITC Pub. 1779 (Nov.
1985) (the Commission concluded that twenty percent value added by flux coaters was sufficient); Low Fuming
Brazing Copper Wire and Rod from South Africa, Inv. No. 731-TA-246 (Final), USITC Pub. 1790 (Jan. 1986)
(value added in the United States was ten to twenty percent).

The Commission has also stated that a "modest percentage of domestically sourced parts or raw materials
as a percentage of cost does not necessarily mean that a firm is not a domestic producer.” Certain All Terrain
Vehicles from Japan, Inv. No. 731-TA-388 (Final), USITC Pub. 2163 (Mar. 1989) at 13-14. Conversely, the
Commission has decided not to include a firm in the domestic industry where its operations contributed only a
"minor percentage of the total value" of the product. Certain Radio Paging and Alerting Devices from Japan, Inv.
No. 731-TA-102 (Final), USITC Pub. 1410 (Aug. 1983) (operations involved assembly and soldering of foreign
sourced parts involving little technical skill). See also Color Television Receivers from the Republic of Korea and
Taiwan, Inv. Nos. 731-TA-134 and 135 (Final), USITC Pub. 1514 (Apr. 1984) at 7-8 (Commission emphasized for
the first time that no single factor--including value added--is determinative).

2 Petitioners’ Prehearing Br. at 6-11.

» Respondents state that converters should be part of the domestic industry based on the fact that the U.S. indigo
converter industry produced *** indigo as did BCC in 1999. Chinese Respondent’s Br. at 14. However,
respondents did not address the factors traditionally examined by the Commission in determining whether a firm
qualifies as a domestic producer.

%% CR at Table IV-6, PR at Table IV-6. Conversion costs for reporting importers ranged from *** to *** percent
of selling prices in 1999. Id.

3! Preliminary Determination at 10-11.
32CR atIV-12, PR at IV-6.



and exacting process, involving a variety of corrosive and toxic material inputs.*® Given the contrast in
technologies, it is not surprising that the four converters employed only a total of *** employees in
the period examined, compared to BCC’s employment of *** individuals.**

In sum, the record indicates that the converters are not engaged in sufficient production-related
activity to support their inclusion in the domestic industry. In particular, capital investment and
employment levels, and the value added by conversion are quite low. Moreover, the conversion process
itself appears to be relatively simple, requiring little technical expertise. We, therefore, find that
converters are not part of the domestic industry.

C. Related Parties

We must further decide whether any producer of the domestic like product should be excluded
from the domestic industry pursuant to 19 U.S.C. § 1677(4)(B). That provision of the statute allows the
Commission, if appropriate circumstances exist, to exclude from the domestic industry producers that are
related to an exporter or importer of subject merchandise, or that are themselves importers.> Exclusion
of such a producer is within the Commission’s discretion based upon the facts presented in each case.*

A related party issue arises in this case because BCC, the sole domestic producer of the domestic
like product, imported the subject merchandise during the period of investigation. In the preliminary
phase of this investigation, the Commission found that appropriate circumstances did not exist to exclude
BCC from the domestic industry.*’

In the final phase of this investigation, none of the parties has argued for the exclusion of BCC,
and no new evidence warrants changing the Commission’s preliminary finding. According to its
questionnaire response, BCC accounted for *** percent of total subject imports in 1998, down from ***
percent in 1997.3 The volume of BCC’s subject imports declined substantially in 1999, accounting for
only *** percent of the total subject imports.*®> Moreover, BCC does not sell the subject imports

3 CR at I-4, PR at Table I-3.
3 CR at F-3, Table F-1, C-4, Table C-1, PR at F-3, Table F-1, C-4, Table C-1.
319 U.S.C. § 1677(4)(B).

% Sandvik AB v. United States, 721 F. Supp. 1322, 1331-32 (Ct. Int’l Trade 1989), aff’d without opinion, 904
F.2d 46 (Fed. Cir. 1990); Empire Plow Co. v. United States, 675 F. Supp. 1348, 1352 (Ct. Int’l Trade 1987). The
primary factors the Commission has examined in deciding whether appropriate circumstances exist to exclude the
related parties include: (1) the percentage of domestic production attributable to the importing producer; (2) the
reason the U.S. producer has decided to import the product subject to investigation, i.e., whether the firm benefits
from the LTFV sales or subsidies or whether the firm must import in order to enable it to continue production and
compete in the U.S. market, and (3) the position of the related producers vis-a-vis the rest of the industry, i.e.,
whether inclusion or exclusion of the related party will skew the data for the rest of the industry. See, e.g.,
Torrington Co. v. United States, 790 F. Supp. 1161, 1168 (Ct. Int’l Trade 1992), aff’d without opinion, 991 F.2d
809 (Fed. Cir. 1993). The Commission has also considered the ratio of import shipments to U.S. production for
related producers and whether the primary interests of the related producers lie in domestic production or in
importation. See, e.g., Melamine Institutional Dinnerware from China, Indonesia, and Taiwan, Invs. Nos. 731-TA-
741-743 (Final), USITC Pub. 3016 at 14, n.81 (Feb. 1997).

37 Preliminary Determination at 12.
% CR atIV-2, PR at IV-3.
*¥ CR atIV-3, PR at IV-3.




domestically, but used its subject imports solely to supplement its export markets.*’ These facts, taken
together, indicate that BCC is committed to the domestic production of synthetic indigo, and that BCC’s
primary interest lies in domestic production and not importation. Accordingly, we find that appropriate
circumstances do not exist to exclude BCC from the domestic industry.

III. MATERIAL INJURY BY REASON OF LTFV IMPORTS OF SYNTHETIC INDIGO
FROM CHINA

In the final phase of an antidumping duty investigation, the Commission determines whether an
industry in the United States is materially injured by reason of the subject imports under investigation.*!
In making this determination, the Commission must consider the volume of the subject imports, their
effect on prices for the domestic like product, and their impact on domestic producers of the domestic
like product, but only in the context of U.S. production operations.*?> The statute defines “material
injury” as “harm which is not inconsequential, immaterial, or unimportant.”* In assessing whether the
domestic industry is materially injured by reason of subject imports, we consider all relevant economic
factors that bear on the state of the industry in the United States.* No single factor is dispositive, and all
relevant factors are considered “within the context of the business cycle and conditions of competition
that are distinctive to the affected industry.”*

For the reasons discussed below, we determine that the domestic industry producing synthetic
indigo is materially injured by reason of LTFV imports of synthetic indigo from China.

A. Conditions of Competition

There are several conditions of competition that are relevant to our analysis in this investigation.
From 1997 to 1998, apparent consumption of indigo in the United States grew by *** percent, from ***
million pounds to *** million pounds.** However, in 1999, apparent consumption shrank by *** percent
to *** million pounds.*’

The demand for indigo is largely dependent upon the demand for denim generally, and blue
denim in particular.®® Two main elements determine the amount of indigo demanded by denim mills.
The first is the amount of indigo on the cotton substrate. To get a darker shade of blue, the dyer must run
the fabric through the indigo vat multiple times. The darker the shade that is desired, the more indigo is

“ CRatIV-4,PR at IV-3.
419 U.S.C. § 1673d(b).

19 U.S.C. § 1677(7)(B)(i). The Commission “may consider such other economic factors as are relevant to the
determination” but shall “identify each [such] factor . . . [a]nd explain in full its relevance to the determination.”
19 U.S.C. § 1677(7)(B); see also Angus Chemical Co. v. United States, 140 F.3d 1478 (Fed. Cir. 1998).

$19U.S.C. § 1677(7)(A).
“19'U.S.C. § 1677(7)(C)(iii).

419 U.S.C. § 1677(7)(C)(Gii).

6 CR at Table IV-3, PR at Table IV-3.
T CR at Table IV-3, PR at Table IV-3.
8 CR at II-5, PR at I1-4.




necessary to achieve that shade. Thus, to the extent that darker shades of denim were popular in the last
few years, the demand for indigo also increased.”

Another element, which influences the overall demand for indigo, is the amount of blue denim
produced.’® Generally, apparent consumption of indigo has moved in tandem with blue denim
production.’! In 1998, both blue denim production and indigo shipments increased significantly.”> These
increases were due in part to the stockpiling of raw materials by denim manufacturers in anticipation of
the end of federal cotton subsidies.”® The record also indicates that the increase was a result of the
cyclical nature of the demand of denim, as well as an overestimation of future demand by denim
manufacturers.**

More recently, the demand for denim has declined as fashion trends have moved toward khakis.*
Additionally, domestic denim production has decreased as production of blue denim has moved abroad,
specifically to Mexico.*® These occurrences may result in smaller domestic shipments, but may also
increase indigo exports.”’ Indeed, as domestic shipments fell from 1998 to 1999, relatively more of
BCC'’s production went to service its export markets.*®

In addition to competition from the subject imports, the domestic product competes with fairly
traded imports from Germany. In 1999, Germany accounted for *** percent of the total quantity of
indigo imports and *** percent of the value.”® One of the derivatives of synthetic indigo, C.I. 73001, or
pre-reduced indigo, constitutes most of Germany’s exports to the United States.*® Because pre-reduced
indigo is considered a higher quality good than standard indigo paste or powder, it often commands a
price premium, reflected in its higher unit value.®!

Finally, the record evidence indicates that the domestic product and subject imports are highly
substitutable. The degree of substitution between domestic and imported synthetic indigo depends on a
number of factors. The relative price of indigo has become an increasingly important factor in the

* CR at II-5-6, PR at II-4.

% CR at II-6, PR at II-4.

51 CR at I1-6-7, PR at II-4.

52 CR at II-6, PR at II-4.

% CR at II-7-8, PR at I1-7.

% CR atII-7, PR at II-4.

55 CR at II-10-11, PR at II-7.
% CR at II-11, PR at II-7.

57 CR at1I-11-12, PR at II-7.
%8 CR at -4, PR at ITI-2.

% CR at Table IV-1, PR at Table IV-1.

% According to BASF’s importer questionnaire response, *** percent of imports from Germany were of pre-
reduced indigo in 1999. CR at IV-5. BASF has been able to establish a relationship with one U.S. denim
manufacturer, ***, whose manufacturing facility uses only pre-reduced indigo. Since pre-reduced indigo requires
special machinery for processing and storage, switching from paste-form indigo to pre-reduced indigo usually
requires some capital investment on the part of the manufacturer. Id.

' CR at IV-5, PR at IV-3. According to one of BASF’s customers, ***, the price of pre-reduced indigo is pegged
to the price of 20-percent paste available in the United States. ***. Thus, as the price of 20-percent paste drops, so
does the unit value of pre-reduced indigo. *** expects that if the antidumping duties are applied to subject imports,
purchasers should expect a comparable rise in the unit value of pre-reduced indigo. CR atIV-5,n.11.
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manufacture of denim, given the increased competition from denim produced overseas, and the
movement of domestic firms offshore. Lead times, delivery reliability, technical service, and the quality
of the indigo play roles in determining the ability of indigo purchasers to substitute one source for
another. Although over three-quarters of responding purchasers listed quality the most important
purchase factor, approximately 64 percent included price among the top three most important factors.®
In addition, eight purchasers compared Chinese indigo with domestic indigo on 14 factors. Of 112
possible comparisons, purchasers rated domestic and Chinese indigo as comparable 88 times.*
Moreover, five out of eight responding importers reported that the products are interchangeable.*

B. Volume of the Subject Imports

Section 771(7)(C)(i) of the Act provides that the “Commission shall consider whether the
volume of imports of the merchandise, or any increase in that volume, either in absolute terms or relative
to production or consumption in the United States, is significant.”

Subject imports increased from 26.7 million pounds in 1997 to 28.1 million pounds in 1998, but
then fell to 20.6 million pounds in 1999.% In contrast, U.S. shipments of subject imports increased from
*** million pounds in 1997 to *** million pounds in 1999, or by *** percent.”’ As a result, the subject
imports’ share of the U.S. market witnessed a period of growth, increasing from 42.4 percent in 1997 to
52.1 percent in 1999.% Consequently, the domestic industry’s market share fell by *** percentage points
from *** percent in 1997 to *** percent in 1999.% The domestic industry’s market share experienced its
largest drop from 1998 to 1999, when its shipments declined sharply.”” This loss of market share by the
domestic industry occurred even though U.S. apparent consumption increased by *** percent from 1997
to 1999.

Based on the foregoing, we find that the volume of imports of the subject merchandise is
significant both in absolute terms and relative to consumption in the United States.

2 CR at II-15; PR at II-10
% CR atII-17; PR at II-11.
% CR atII-18; PR at II-11.
19 U.S.C. § 1677(7)(C)(i).

% Increased subject imports in 1998 may be attributable to an anticipated strong increase in demand for denim in
1998. While demand did rise, it was not as strong as anticipated by U.S. importers. As a result, end-of-period
inventories of subject imports rose in 1998. Subject imports declined as importers decided to draw off inventories
to fill some of their shipments. Thus, subject import data alone do not capture the presence of imports in the U.S.
market. CR at Table IV-1 and IV-2, n. 5.

7 CR at Table IV-3, PR at Table IV-3. Subject import data contrast with U.S. shipments of subject imports during
1997-99 because BCC accounted for *** percent of total subject imports in 1997 and *** percent in 1998. That
number declined substantially in 1999, when BCC accounted for only *** percent of total subject imports. CR at
Table IV-2, PR at Table IV-2.

%8 CR at Table IV-4, PR at Table IV-4. Similarly, subject import share, by value, rose from 34.6 percent in 1997
to 45.9 percent in 1999.

% CR at Table IV-4, PR at Table IV-4.
" CR at Table IV-3, PR at Table IV-3.
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C. Price Effects of the Subject Imports

Section 771(C)(ii) of the Act provides that, in evaluating the price effects of the subject imports,
the Commission shall consider whether —

(I) there has been significant price underselling by the imported merchandise as
compared with the price of domestic like products of the United States, and

(II) the effect of imports of such merchandise otherwise depresses prices to a significant
degree or prevents price increases, which otherwise would have occurred, to a significant
degree.”

Prices for domestic synthetic indigo were stable at $*** per pound in 1997 and then fell
thereafter, reaching $*** per pound in 1999.” Prices for domestic indigo suffered their sharpest decline
of *** percent at the beginning of 1998, and then fell in each subsequent quarter.” In comparison, prices
for imported indigo from China fell consistently over the period of investigation, declining 27 percent,
from $1.12 per pound in the first quarter of 1997 to $0.81 per pound in the fourth quarter of 1999.7

In every quarter during the period examined, subject imports were priced below the domestic
like product, with margins of underselling ranging from 10.1 percent to 27.7 percent.”” As confirmed by
Commission staff, the domestic producer lost sales totaling $*** and involving *** pounds and lost
revenues totaling $*** on sales of *** since January 1996 due to the lower-priced subject imports.”

Based on the declining domestic prices, the consistent underselling of the subject imports, and in
light of the relatively high degree of substitutability between the subject imports and the domestic like
product, we find that underselling by the subject imports is significant and that the subject imports have
depressed prices for the domestic like product to a significant degree.

77 78

D. Impact of the Subject Imports on the Domestic Industry

Section 771(7)(C)(iii) provides that the Commission, in examining the impact of the subject
imports on the domestic industry, “shall evaluate all relevant economic factors which have a bearing on

19 U.S.C. § 1677(7)(C)(ii).

2 CR at V-5, Table V-1, PR at V-4, Table V-1.

3 CR at V-5, Table V-1, PR at V-4, Table V-1.

7 CR at V-5, Table V-1, PR at V-4, Table V-1.

75 CR at V-6, Table V-1, PR at V-4, Table V-1.
" CR at V-8, PR at V-5.

77 The statute instructs the Commission to consider the “magnitude of the dumping margin” in an antidumping
proceeding as part of its consideration of the impact of imports. 19 U.S.C. § 1677(7)(C)(iii)(V). Commerce’s final
antidumping duty margins are 77.89 percent for the specified producers/exporters and 129.60 percent for the China-
wide rate. 65 Fed. Reg. 25706, 25707 (May 3, 2000).

8 Chairman Bragg notes that she does not ordinarily consider the magnitude of the margin of dumping to be of
particular significance in evaluating the effects of subject imports on domestic producers. See Separate and
Dissenting Views of Commissioner Lynn M. Bragg in Bicycles From China, Inv. No. 731-TA-731 (Final), USITC
Pub. 2968 (June 1996).

12



the state of the industry.”” These factors include output, sales, inventories, capacity utilization, market
share, employment, wages, productivity, profits, cash flow, return on investment, ability to raise capital,
and research and development. No single factor is dispositive and all relevant factors are considered
“within the context of the business cycle and conditions of competition that are distinctive to the
industry.”®

Consistent with our finding that the volume of the subject imports during 1997-1999 was
significant, and that the decline in prices for domestically-produced indigo from 1997 to 1999 was due to
the subject imports to a significant degree, we find that the subject imports are having a significant
adverse impact on the domestic industry.

As noted earlier, from 1997 to 1999, domestic apparent consumption of indigo grew by ***
percent in quantity terms, increasing from *** million pounds in 1997 to *** million pounds in 1999 %
while U.S. shipments of synthetic indigo fluctuated downward during the same period.?> Domestic
shipments experienced some growth by quantity between 1997-1998, increasing *** percent, before
declining *** percent in 1999.2* However, domestic shipments also declined in value by *** percent
during 1997-1999.%* The decline in value of domestic shipments resulted from a significant decline in
the unit value of domestic indigo, dropping $*** per pound from 1997 to 1999, from $*** in 1997 to
$*** in 1999.% Total net sales of the domestic industry dropped during 1997-1999, falling from ***
million pounds in 1997 to *** million pounds in 1999. As the volume of net sales fell, the value of these
sales also dropped over the same period, from $*** million in 1997 to $*** million in 1999.

U.S. production steadily declined by *** percent during the period of investigation.®*® With
capacity remaining unchanged during 1997-1999, the fall in U.S. production resulted in declining
capacity utilization rates, which dropped from *** in 1997, to *** percent in 1999.87 As U.S. production
fell, the workforce also shrank. The average number of production and related workers declined by ***
percent,*®® while hours worked also fell throughout 1997-1999, declining by *** percent.%

As net sales values per pound declined, net operating income declined in each annual period,
from $*** million in 1997 to a loss of $*** million in 1999, resulting in operating margins falling from
*** percent in 1997 to a negative *** percent in 1999.°

19 U.S.C. § 1677(7)(C)(iii); see also SAA at 851 and 885 (“In material injury determinations, the Commission
considers, in addition to imports, other factors that may be contributing to overall injury. While these factors, in
some cases, may account for the injury to the domestic industry, they also may demonstrate that an industry is
facing difficulties from a variety of sources and is vulnerable to dumped or subsidized imports.” Id. at 885).

%19 U.S.C. § 1677(7)(C)(iii).

81 CR at Table IV-3, PR at Table IV-3.

8 CR at IlI-5, Table III-2, PR at III-3, Table III-2.
8 CR at III-5, Table I1I-2, PR at ITI-3, Table III-2.
8 CR at III-5, Table III-2, PR at III-3, Table III-2.
8 CR at III-5, Table I1I-2, PR at III-3, Table III-2.
8 CR at III-3, Table ITI-1, PR at ITI-2, Table III-1.
8 CR at III-3, Table III-1, PR at III-2, Table III-1.
8 CR at III-8, Table III-5, PR at I1I-4, Table III-5.
% CR at I11-8, Table III-5, PR at III-4, Table III-5.
% CR at Table VI-1, PR at Table VI-1.
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Based on the foregoing, we find that the subject imports are having an adverse impact on the
domestic industry.

Iv. CRITICAL CIRCUMSTANCES

Because Commerce made affirmative critical circumstances determinations with respect to
certain imports from China and we have determined that the domestic synthetic indigo industry is
materially injured by reason of subject imports from China, we must further determine “whether the
imports subject to the affirmative [Commerce critical circumstances] determination . . . are likely to
undermine seriously the remedial effect of the antidumping order to be issued.”' The URAA SAA
indicates that the Commission is to determine “whether, by massively increasing imports prior to the
effective date of the relief, the importers have seriously undermined the remedial effect of the order.”?

In its final determination, based on the facts available, Commerce made affirmative findings of
critical circumstances with respect to all the specified producers and all other producers and exporters.”

Consistent with Commission practice, in considering the timing and volume of subject imports,
we have compared import quantities prior to the filing of the petition with those subsequent to the filing
of the petition.”* Although Commerce typically compares the import volume of the subject merchandise
for the three months immediately preceding and following the filing of the petition,”® we are not required
to analyze the same comparison periods that Commerce analyzed.*

We generally consider a period encompassing several months before and after the filing of the
petition for purposes of the critical circumstances analysis, unless circumstances warrant examining a
different period.”” Petitioners argued that the Commission should examine the three months prior to the

1 19 U.S.C. § 1673d(b)(4)(A)(i)(emphasis added). The statute further provides that in making this determination:
the Commission shall consider, among other factors it considers relevant--
(I) the timing and volume of the imports,
(II) a rapid increase in inventories of the imports, and
(III) any other circumstances indicating that the remedial effect of the antidumping order will be
seriously undermined.
19 U.S.C. § 1673d(b)(4)(A)(11).
2 SAA at 877.
% 65 Fed. Reg. 25706 (May 3,2000).

%4 See Certain Preserved Mushrooms from China, India, and Indonesia, Inv. Nos. 731-TA-777-779 (Final), USITC
Pub. 3159 (Feb. 1999) at 24 (Views of Vice Chairman Miller and Commissioners Hillman and Koplan), 28 (Views

of Chairman Bragg and Commissioners Crawford and Askey); Certain Brake Drums and Rotors from China, Inv.
No. 731-TA-744 (Final), USITC Pub. 3035 at 19 (April 1997).

% See 19 C.F.R. § 351.206(i); Notice of Preliminary Determination of Sales at Less Than Fair Value . . . .
Stainless Steel Sheet and Strip in Coils From Japan, 64 Fed. Reg. 108, 112 (Jan. 1, 1999).

% See Steel Concrete Reinforcing Bars from Turkey, Inv. No. 731-TA-745 (Final), USITC Pub. 3034 (April 1997)
at 34.

%7 See, e.g., Certain Hot-rolled Steel Products from Japan, Inv. No. 731-TA-807 (Final), USITC Pub. _____ (June
1999) at 33-34; Certain Preserved Mushrooms from China, India, and Indonesia, Inv. Nos. 731-TA-777-779
(Final), USITC Pub. 3159 (Feb. 1999) at 24 (Views of Vice Chairman Miller and Commissioners Hillman and
Koplan), 28 (Views of Chairman Bragg and Commissioners Crawford and Askey); Certain Brake Drums and Rotors
from China, Inv. No. 731-TA-744 (Final), USITC Pub. 3035 (April 1997) at 19; Steel Concrete Reinforcing Bars
from Turkey, Inv. No. 731-TA-745 (Final), USITC Pub. 3034 (April 1997) at 34.
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filing of the petition and the three months immediately after on the grounds that subject imports may
have been suppressed because they would have been within 90 days of Commerce’s pending preliminary
determination scheduled for December 1999. Respondents did not indicate which period should be
examined.”®

In this investigation, the petition was filed on June 30, 1999. We considered the data relevant to
critical circumstances for the periods of April-June 1999 and July-September 1999, which roughly
correspond to the three-month period preceding the filing of the petition and the three month period after
the filing of the petition. Based on the examination of this period for this investigation, we find that the
imports subject to Commerce’s affirmative critical circumstances determinations would undermine
seriously the remedial effect of the order.

In the three-month period preceding the filing of petition on June 30, 1999 (April, May, June),
imports from the Chinese producers totaled *** pounds.” However, in the three-month period after the
filing of the petition, the subject imports surged to *** pounds, an increase of more than 300 percent.'®
Import volumes fell significantly following this three month surge, and thereafter remained well below
previous levels.!”!

During this massive increase in subject imports, prices for subject imports fell to their lowest
levels for the period of investigation. Prices for synthetic indigo declined from $0.84 per pound in
April- June 1999 to $0.81 per pound in July-September 1999.'2 At the same time, domestic prices
declined sharply, from $*** during April-June 1999 to $*** during July-September 1999,103 104

The timing and volume of subject imports, the substitutability of the subject imports from China
with the domestic like product described above in the analysis on price effects, falling domestic prices
and high inventories support a conclusion that there was a subject import surge that is likely to seriously
undermine the effect of the antidumping duty order. Accordingly, we make an affirmative critical
circumstances finding.

CONCLUSION

For the foregoing reasons, we determine that the domestic industry producing synthetic indigo is
materially injured by reason of imports of synthetic indigo from China that Commerce found to be sold
in the United States at LTFV. We also determine that critical circumstances exist with respect to subject
imports from China.

% Petitioners’ Br. at Posthearing Br., Appendix 3. Chinese Respondent’s Posthearing Br. at 8.
% CR atIV-10, Table IV-5, PR at IV-6, Table IV-5.

19 CR at IV-10, Table IV-5, PR at IV-6, Table IV-5.

100 CR at IV-10, Table IV-5, PR at IV-6, Table IV-5.

122 CR at Table V-1, PR at Table V-1.

13 CR at Table V-1, PR at Table V-1.

1% We have also considered information in the record on inventories of the subject imports. While the record data
do not correspond directly to the period examined for critical circumstances, we note the 1999 inventory level of
subject imports of 2.3 million pounds is not insignificant, and is equal to *** percent of U.S. shipments of the
subject imports in 1999. CR at VII-4, Table VII-2, PR at VII-4, Table VII-2.
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VIEWS OF COMMISSIONERS STEPHEN KOPLAN AND THELMA J. ASKEY
ON CRITICAL CIRCUMSTANCES

Commerce made affirmative final determinations of critical circumstances with respect to
exports of synthetic indigo by each of the Chinese exporters receiving separate rates, as well as
producers/exporters receiving the PRC-wide rate. When Commerce makes an affirmative critical
circumstances determination, the Commission is required to determine, for each domestic industry for
which it makes an affirmative determination of material injury by reason of subject imports, “whether
the imports subject to the affirmative [Commerce critical circumstances] determination ... are likely to
undermine seriously the remedial effect of the antidumping order to be issued.”"

Consistent with Commission practice in considering the timing and volume of imports, we have
compared import quantities six months prior to the filing of the petition with those six months after the
filing of the petition.? We note that the Commission is not required to examine the same period that
Commerce examined in performing its critical circumstances analysis.> In this investigation, the petition
was filed mid-year on June 30, 1999. Accordingly, the data we considered relevant to critical
circumstances was that for all of 1999.

Subject imports covered by Commerce’s affirmative critical circumstances finding totaled ***
pounds six months prior to the filing of the petition and *** pounds six months after the filing of the
petition.* We note that during the final three months of 1999, imports from *** producers of subject
merchandise who may be subject to Commerce’s affirmative critical circumstances determinations
completely left the market. Thus, we carefully examined import levels for the nine months of 1999 when
there were sufficient subject imports to determine whether there was a post-petition surge. Those data
reveal that subject import volumes totaled between *** and *** pounds in each month but two, April and
June. The import levels for those two months appear aberrational when viewed in the context of imports
for the first nine months of 1999. As to the three months immediately following the filing of the
petition, we find that imports in July were below the levels for January, February and March, imports in
August were close to the levels in February and March, and imports for September were roughly at the
January level. Thus, there was no surge in subject imports after the filing of the petition.

119 U.S.C. § 1673d(b)(4)(A)(D).

% See, e.g., Certain Stainless Steel Sheet and Strip from France, Germany, Italy, Japan, The Republic of Korea,
Mexico, Taiwan, and The United Kingdom, Inv. Nos. 701-TA-380-382 and 731-TA-797-804 (Final), USITC Pub.

3208 (Jul. 1999) at 20-22; Certain Hot-rolled Steel Products from Japan, Inv. No. 731-TA-807 (Final), USITC Pub.
3202 (Jun. 1999) at 33-34 & n. 129; Certain Preserved Mushrooms from China, India, and Indonesia, Inv. Nos. 731-
TA-777-779 (Final), USITC Pub. 3159 (Feb. 1999), at 24 (Views of Vice Chairman Miller and Commissioners
Hillman and Koplan), at 28 (Views of Chairman Bragg and Commissioners Crawford and Askey); Certain Brake
Drums and Rotors from China, Inv. No. 731-TA-744 (Final), USITC Pub. 3035 at 19 (April 1997); Steel Concrete
Reinforcing Bars from Turkey, Inv. No. 731-TA-745 (Final), USITC Pub. 3034 (April 1997) at 34.

? See Steel Concrete Reinforcing Bars from Turkey, Inv. No. 731-TA-745 (Final), USITC Pub. 3034 (April
1997) at 34.

4 CR and PR at Table IV-5.
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Moreover, importers’ inventories of subject merchandise fell by 62.2 percent, from 6.0 million
pounds in 1998 to 2.3 million pounds in 1999.> Finally, we note that prices of subject imports prior to
the filing of the petition were only slightly higher than those after filing.®

In sum, we do not find that the record evidence indicates that the relevant subject imports from
China would undermine seriously the remedial effect of the order. Accordingly, we make a negative
critical circumstances finding with respect to the relevant producers in China.

5 CR and PR at Table VII-2.
% CR and PR at Table V-1.
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PART I: INTRODUCTION

BACKGROUND

This investigation results from a petition filed by Buffalo Color Corporation (“BCC”),
Parsippany, NJ, and the United Steelworkers of America, AFL-CIO/CLC, on June 30, 1999, alleging that
an industry in the United States is materially injured and threatened with material injury by reason of
less-than-fair-value (“LTFV”’) imports of synthetic indigo' from China. Information relating to the
background of the investigation is provided below.?

Date Action

June 30,1999 ...... Petition filed with Commerce and the Commission; institution of Commission
investigation

July 28,1999 ...... Commerce’s notice of initiation

August 16,1999 .... Commission’s preliminary determination

December 14, 1999 . Commerce’s preliminary determination; scheduling of final phase of
Commission investigation (64 FR 73581, December 30, 1999)

May 3,2000 ....... Commerce’s final determination (65 FR 25706)?

May 2,2000 ....... Commission’s hearing®

June 5,2000 ....... Commission’s vote

June 12,2000 ...... Commission determination transmitted to Commerce
SUMMARY DATA

A summary of data collected in the investigation is presented in appendix C, table C-1. Except
as noted, U.S. industry data are based on the questionnaire response of one firm that accounted for 100

! Synthetic indigo and its derivatives subject to this investigation are provided for in subheadings 3204.15.10,
3204.15.40, and 3204.15.80 of the Harmonized Tariff Schedule of the United States (“HTS”) with a column 1-
general or normal-trade-relations tariff rate of 1.3 cents/kg + 9.7 percent ad valorem (or 10.0 percent ad valorem
equivalent in 1999), 9.9 percent, and 11.9 percent ad valorem, respectively, applicable to imports from China. Over
80 percent of U.S. imports of synthetic indigo from all sources in 1999 were classified under 3204.15.10. Because
pre-reduced indigo (Colour Index 73001) is imported under both subheadings 3204.15.10 and 3204.15.40, the exact
percentage is not known.

2 Federal Register notices cited in the tabulation are presented in app. A.

* Commerce made a final affirmative LTFV determination with respect to China, finding the following margins:
for Wonderful Chemical Industrial, Ltd./Jiangsu Taifeng Chemical Industry Co., Ltd., 77.89 percent; China
National Chemical Construction Jiangsu Co., 77.89 percent; China Jiangsu International Economic Technical
Cooperation Corp., 77.89 percent; Shanghai Yongchen International Trading Co., Ltd., 77.89 percent; Hebei
Jinzhou Import & Export Corp., 77.89 percent; Sinochem Hebei Import & Export Corp., 77.89 percent; Chongqing
Dyestuff Import & Export United Corp., 77.89 percent; Wuhan Tiangin Chemicals Import & Export Corp., Ltd.,
77.89 percent; and for the PRC-wide rate, 129.60 percent, all based on comparisons of normal value and export
price. Commerce also made final affirmative critical circumstances determinations with respect to all the firms
receiving separate rates as well as firms receiving the PRC-wide rate.

4 A list of witnesses appearing at the hearing is presented in app. B.
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percent of U.S. production of synthetic indigo during 1997-99. U.S. imports are based on the
questionnaire responses of 10 importers that accounted for approximately 98 percent of total U.S.
imports of synthetic indigo in 1999.

THE PRODUCT
Physical Characteristics and Uses
Commerce has defined the scope of the investigation as follows:

The products subject to this investigation are the deep blue synthetic vat dye known as synthetic
indigo and those of its derivatives designated commercially as “Vat Blue 1.” Included are Vat
Blue 1 (synthetic indigo), Color Index No. 73000, and its derivatives, pre-reduced indigo or
indigo white (Color Index No. 73001) and solubilized indigo (Color Index No. 73002). The
subject merchandise may be sold in any form (e.g., powder, granular, paste, liquid, or solution)
and in any strength. Synthetic indigo and its derivatives subject to this investigation are
currently classifiable under subheadings 3204.15.10.00, 3204.15.40.00 or 3204.15.80.00 of the
Harmonized Tariff Schedule of the United States (HTSUS).

The merchandise that is the subject of this investigation is synthetic indigo and certain
derivatives thereof designated commercially as “Vat Blue 1” (hereinafter referred to as “indigo”).’
Indigo is a vat dye® with a characteristic deep blue color that has good resistance to color degradation by
light or heat. Indigo dyes are utilized chiefly as yarn dyes, largely in connection with the manufacture of
denim fabric. A unique characteristic of indigo is that it fades evenly when washed. About 98 percent of
indigo is used in the production of denim. Very small quantities of indigo dye are used in the food
industry and in other applications.

All natural and synthetic dyes are classified according to the Colour Index, which is jointly
published by the Society of Dyers and Colourists, Bradford, England, and the American Association of
Textile Chemists & Colorists, Research Triangle, NC. The vast majority of indigo produced and
imported into the United States has a Colour Index Number (“C.1.”") of 730007 and is properly classified
under HTS subheading 3204.15.10, covering “Vat blue 1 (synthetic indigo), ‘C.I. 73000.”” This material
is generally in the form of a water-insoluble dry powder which requires the addition of an alkaline
reducing agent such as sodium hydroxide (caustic soda) to form a water-soluble salt that can be absorbed
by the fabric to be colored. Indigo products which already contain enough of an alkaline reducing agent
and water to make them useful with a minimum of further preparation are said to be “pre-reduced” or
“solubilized.” Derivatives of indigo with a C.I. of 73001 or 73002 are examples. These two derivatives
are also covered by the scope of the investigation; both are also designated as Vat Blue 1 dyes, and both

* Synthetic indigo, which is manufactured through the synthesis of various chemicals, is distinguishable from
natural indigo, which is extracted from the indigo plant (indigoferae). Synthetic indigo has replaced natural indigo
in commercial applications because the latter is no longer cost effective to produce, although there is no chemical
difference between natural and synthetic indigo.

¢ Vat dyes are water-insoluble dyes that can be chemically reduced (vatted) to a colorless water-soluble (leuco)
form in which they can readily impregnate fibers. Subsequent oxidation then produces the insoluble colored form
which remains in and colors the fiber. Vat dyes are generally used for dyeing cotton, wool, and cellulose acetate.

" Indigo of Colour Index Number 73000 is also known as C.1. Pigment Blue 66.
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can be substituted commercially for indigo with a C.I. of 73000. C.I. 73001 dye is known in the industry
as a pre-reduced indigo or indigo white (in technical terms, as the disodium salt of indigo). C.I. 73002
dye is a solubilized indigo (in technical terms, it is the leuco sulfuric ester of indigo). C.I. 73001 is
currently being supplied by one producer, BASF of Germany. C.I. 73002 is not currently being imported
into the United States, nor is there any U.S. production of the derivative. The derivatives of indigo, C.I.
73001 and C.I. 73002, are properly classified under HTS subheadings 3204.15.40 or 3204.15.80, which
cover vat dyes and coloring preparations other than indigo having a C.I. of 73000, depending upon
whether the particular product’s Chemical Abstracts Service (C.A.S.) registry number is listed in the
Chemical Appendix to the HTS.

Manufacturing Process

The commercial production process for synthetic indigo uses a variety of caustic, corrosive, and
toxic chemicals and requires careful process control to maximize product yields. It begins with the
manufacturing of two chemical intermediates, the potassium salt of phenylglycine salt (“PGK”) and
sodium amide (“sodamide”). These intermediates are then reacted to form crude synthetic indigo, which
is further processed into a powder, solution, or paste, and in any specified strength (e.g., 20 percent, 40
percent, 60 percent, 94 percent, 96 percent, etc.).

The Chinese and domestic manufacturers use different starting materials to produce PGK. The
Chinese use a 2-step process in which chloroacetic acid, ferrous sulfate, and analine are mixed to form
the iron salt of phenylglycine, which is then mixed with potassium hydroxide (caustic potash) to get
PGK. BCC uses a single step, reacting formaldehyde, cyanide, analine, and potassium hydroxide to form
PGK. The PGK produced is then further processed into raw (crude) indigo, which is filtered,
standardized into specified strengths and grades, and packaged as finished dyes. The production of pre-
reduced indigo requires additional steps. Typically, a reducing agent, such as sodium hydrosulfite, is
added to a 20-percent indigo paste, and the solvent, which is usually water, is adjusted so as to return it
to a 20-percent paste. The Chinese material is dried to a powder form for shipping, then reprocessed into
a solution or paste for final sale in the United States to the denim mills.

The starting materials used by BCC, particularly the formaldehyde and the cyanide, are very
toxic and environmentally unfriendly chemicals. As a result, compliance with the much more stringent
U.S. environmental regulations could increase the domestic cost of production of this product relative to
that of the Chinese product.

Most indigo dyes are used by denim manufacturers. These mills generally prefer to use dyes in
solution or in paste form in their operations. These are the forms supplied domestically by both the U.S.
producer and the firms that process and market the imported powdered material. The domestic producer
markets most of the dyes it makes directly to the end-use consumer. Imported product generally enters
the United States in powder form to reduce shipping costs. It is then processed back into a solution or
paste and resold to end users. The imported and domestic dyes delivered to the principal consumers,
denim mills, appear to be interchangeable at the point of use.

LIKE PRODUCT ISSUES

During the preliminary phase of this investigation, the Commission considered whether the
domestic like product should be coextensive with the scope, synthetic indigo, in any form, any strength,
and including its derivatives, as argued by the petitioners, or (1) separated into indigo powder and indigo
paste, (2) identified as indigo paste, exclusive of “indigo slurry,” or (3) separated into synthetic indigo
for use in the textile industry and synthetic indigo for use in the food industry. Using its traditional six-
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factor analysis and semi-finished product analysis, the Commission determined there is one domestic
like product coextensive with the scope.®

8 Inv. No. 731-TA-851 (Preliminary), Synthetic Indigo from China, USITC Pub. 3222, August 1999, pp. 6-9.
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PART II: CONDITIONS OF COMPETITION IN THE U.S. MARKET

MARKET SEGMENTS AND CHANNELS OF DISTRIBUTION

Synthetic indigo is sold primarily to denim mills, although a small amount is sold to food dye
manufacturers. The two principal forms of synthetic indigo sold in the United States are paste and
powder. Indigo in paste form, which accounts for roughly 99 percent of the market for indigo, is used as
a dye in the manufacture of denim, while indigo in powder form is used in the manufacture of food dyes.
Indigo can be sold in differing strengths. Indigo sold in powder form is almost pure dye, with indigo
content normally ranging between 94 percent and 98 percent. In paste form, indigo can be made to any
strength requested by the customer, but the denim industry standard is 20 percent. *** buy 40-percent
paste, but are the only domestic indigo consumers that do so.! BASF has begun to ship pre-reduced
indigo paste to the U.S. market from Germany.? It is the same product, but already contains the caustic
and hydro that the mills would normally measure and mix in with the indigo in their dyeing facilities.?
Buying the pre-reduced indigo saves them one step in the dyeing process, but gives the same results as if
they mixed it themselves.

BCC, the sole domestic producer of synthetic indigo in the United States, produces both forms of
indigo. The majority of its powder production is exported, while its 20-percent paste is sold inside the
United States, mostly to the Southeast (where domestic denim mills are located) in 55-gallon drums.
BCC also makes a 42-percent strength liquid, although it is for export only. It has a tolling agreement
with a company in South Carolina that has the proper equipment to transform powder into the 42-percent
liquid.* Since international shipping companies charge on a volume basis, it is most cost-effective to
ship indigo only in its most concentrated form. Thus, BCC exports indigo in powder and 42-percent
liquid form, but not its 20-percent paste, since that form occupies at least twice the volume of the other
two forms.

Indigo is imported from China only in powder form in bags. During 1997-99, BCC imported
powder from China, mainly for export purposes, both directly and through other importers.® Indigo that
is imported and not intended for export or the food dye industry is converted into paste form by firms
such as *** 5 The paste is then sold to denim manufacturers.

! Telephone conversation with *** and questionnaire response of ***.
2 Responses to the Commission’s importers’ questionnaires.

3 In its regular, non-reduced form, indigo is not reactive with air. The caustic and hydro (also known as sodium
hydrosulfate) act as reducing agents for the indigo paste. The reduction of oxygen in the indigo paste compound
turns it clear (giving rise to the name “indigo white™). In this form, the reduced indigo will cling to fabrics such as
cotton. Upon removing a piece of fabric or yarn from being dipped into a vat of the reduced indigo, it will first
appear greenish while the indigo is beginning to come into contact with the air. When in contact with air, the indigo
will take on oxygen and return to its deep blue state; this time, however, it will adhere to the fabric.

* Conference transcript, p. 37.
3 Petition, exh. 13, and responses to the Commission’s importers’ questionnaires.

¢ Some of these firms consider themselves as “manufacturers of indigo paste,” using indigo powder as a raw
material. They add small amounts of diluents and caustic ***, as well as a large amount of water to the indigo
powder to convert it into paste form.
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Since there are only a small (and declining) number of denim manufacturing mills in the United
States, every account that is lost or gained is important. With the opening of mills offshore, such as
Cone Mills and Burlington Industries, the export market has expanded and is poised to continue
growing.’

SUPPLY AND DEMAND CONSIDERATIONS
U.S. Supply

Indigo is synthesized and sold by only one U.S. firm, BCC. The producer is likely to respond to
changes in demand with moderate changes in the quantity shipped to the U.S. market. Supply
responsiveness is enhanced by the existence of substantial excess capacity at present and an appreciable
export market, but decreased by the lack of production alternatives. Once capacity is reached, though,
BCC must import powder to supply its markets with paste.

Industry Capacity

BCC’s capacity remained steady throughout the period of study at *** pounds per year. Its
utilization rate decreased from *** percent in 1997 to *** percent in 1998 and to *** percent in 1999.
In order to remain profitable, BCC contends that the plant has to run at full capacity.” BCC’s plant has
been running at full capacity since January 2000, having reached capacity orders for its indigo in
December 1999 and capacity shipments in March 2000.'°

Export Markets

BCC’s export shipments from domestic production were significant compared to shipments to
the U.S. market, and have been fluctuating during the period of investigation. BCC’s major export
markets are Europe and Mexico."" The percentage of the value of the U.S. producer’s export shipments
from domestic production relative to its total shipments decreased from *** percent in 1997 to ***
percent in 1998 and then surged to *** percent in 1999. The percentage of the quantity of the U.S.
producer’s export shipments relative to its total shipments has also been fluctuating: from *** percent in
1997 down to *** percent in 1998, and then back up to *** percent in 1999."? The higher percentages in
the quantity of shipments than the value of shipments reflect a lower unit value for BCC’s export

7 Conference transcript, p. 40.

¥ BCC’s response to Commission’s producers’ questionnaire.
° Conference transcript, pp. 10, 25, and 33.

' Hearing transcript, p. 83.

'" Conference transcript, p. 40.

2 During staff’s visit to BCC’s plant, BCC estimated that exports accounted for roughly *** percent of their
business in 1997 and *** percent in 1998, and expected them to account for *** percent in 1999. Although these
estimates were a first approximation (and include shipments of powder that are imported from China and
subsequently re-exported), the heart of the matter is that ***,
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shipments than domestic shipments.”® Mexico has become an increasingly important market for BCC’s
exports of indigo. In 1997, exports to Mexico accounted for *** percent of BCC’s total exports. In
1998, *** percent of its exports went to Mexico. The level increased in 1999, with Mexico absorbing
*** percent of BCC’s exported indigo.

Inventories

BCC continually produces some indigo, even during “shutdown periods,” in order to avoid an
extraordinarily long and costly set-up procedure. Inventories tend to be somewhat low in the synthetic
indigo market and fluctuate greatly, since there is a high inventory turnover rate. BCC’s storage tanks
for indigo paste hold a maximum of *** pounds. In July 1999, while staff was visiting the plant during a
“shutdown period,” the inventory was at around *** pounds of paste. BCC expected it would again
begin production around the time when its inventories dipped to *** pounds of paste. End-of-period
inventory levels decreased from *** percent of the U.S. producer’s domestic shipments in 1997 to ***
percent of such shipments in 1998, and then rose to *** percent in 1999.'* Monthly data provided by
BCC in its posthearing brief show inventories have been consistently declining since the beginning of
2000. Month-end inventories of paste and powder dropped from *** percent of 1999 domestic
shipments in January to *** percent in February, *** percent in March, and *** percent in April.

Production Alternatives

No other products are made domestically using the same equipment and production workers as
are used to produce synthetic indigo. Also, the process (known as the “Ludwigshafen process”) has
remained relatively unchanged for many years. New machinery has been added to make the process
more efficient, however. ***. Although BCC also produces acid anhydrides and alkyl anilines at its
Buffalo, NY plant, indigo production shares no direct workers or equipment with the production of these
chemicals.’

U.S. Demand
Demand Characteristics

The vast majority of indigo is sold to denim mills."® In general, the market for blue denim drives
the indigo market."” In turn, denim production is driven by the demand for blue jeans and jeans material
clothing. From 1997 to 1998, apparent consumption of indigo in the United States grew by *** percent
in quantity terms, from *** million pounds to *** million pounds, with the second and third quarters
seeing the largest share of purchases. Apparent consumption shrank, however, in 1999 by *** percent to

¥ BCC’s response to Commission’s producers’ questionnaire.
' BCC’s response to Commission’s producers’ questionnaire.
15 USITC staff fieldwork, Buffalo, NY, July 14, 1999.

16 BCC’s sales to denim manufacturers account for *** percent of its total sales. With the exception of ***,
importers either sell to converters or convert the indigo powder to paste for sale to the denim market.

17 Conference transcript, pp. 24, 41.
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*** million pounds. The fourth quarter of 1999 was the slowest quarter in the period of examination,
with *** percent fewer pounds of indigo being sold in that quarter than a year earlier.

Two main elements determine the amount of indigo demanded by denim mills. The first is the
amount of indigo to be placed on the cotton substrate. In order to get a darker shade of blue, the dyer
must run the fabric through the indigo vat multiple times. The yarn will pick up more of the indigo dye
with each pass, and thus become a darker shade.'® The denim is typically dyed to a 2- to 20-percent
shade.'” Over time, the most popular shades have been 8- to 10-percent.® The darker the shade that is
desired, the more indigo is necessary to achieve that shade. Denim manufacturers may substitute some
sulfur dye for indigo, but only up to a point, since sulfur dyes and indigo have different washdown
characteristics. A very dark denim could be produced using a combination of 1-percent sulfur black and
22-percent indigo dyes, or a 2-percent sulfur black and 18-percent indigo combination, but not one
consisting of an 8-percent sulfur black and 6-percent indigo combination.?’ BCC and eight of 10
responding purchasers have said that fashions have dictated darker denims to be popular for the past 2 to
3 years, although *** noted that the year 2000 appears to be moving toward lighter shades and fabrics.?
Furthermore, dyeing is done while the cotton is still in a string form. Once the cotton is woven to form
denim, the amount of indigo on the denim fabric can only be decreased. Therefore, denim manufacturers
have to put enough indigo on the yarn so that, once woven, the garment wet-processors can make the
style (e.g., acid or stone washed) of blue jeans that fashion dictates.”

The other element in determining the demand for indigo is the amount of blue denim produced.
Apparent domestic indigo consumption has mostly moved hand-in-hand with blue denim production.
U.S. blue denim production numbers are presented in table II-1.%*

Blue denim production decreased by 3.1 percent from 1995 to 1996, and slightly increased from
1996 to 1997. The slight increase in 1997 mirrors the increase in apparent domestic indigo consumption,
with indigo’s increase outpacing that of blue denim production. This difference could be accounted for
by the increase in demand for darker shades mentioned earlier. In early to mid 1998, however, both blue
denim production and indigo shipments increased significantly.” One reason may be the cyclical nature
of the demand for denim fabric, causing increased production during the second quarter in preparation
for the colder winter months. Another reason may have been that, in the first half of 1998, denim
manufacturers might have overestimated what the demand for blue jeans and denim garments would be
later in the year.? One final reason for this occurrence may have been the anticipation by denim
manufacturers of the end of federal cotton subsidies under the Agriculture Act.

'8 USITC staff fieldwork, Buffalo, NY, July 14, 1999.

1% Percent shade is computed by dividing the weight of the indigo on the fabric by the total weight of the fabric.
% Conference transcript, p. 20.

2! Telephone conversation with ***,

22 Conference transcript, pp. 9, 24, 41-42, and responses to purchasers’ questionnaires.

3 Petitioners’ postconference brief, pp. 21-22.

2% Data regarding blue denim and jeans are presented beginning in 1995 due to the growing importance of Mexico
in these industries in the post-NAFTA era. Data are not presented for 1994 to allow enough time for companies to
perform the necessary preparations before opening any operations in Mexico.

2 1t should be noted that there is a lag between indigo purchase and the production of blue denim of close to 2
months. Conference transcript, p. 77.

26 Respondent *** postconference brief, p. 8.
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Table 11-1
U.S. blue denim production and imports for consumption from Mexico and all other countries,
1995-99

Period U.S. production Mexico All other countries Total
(In millions of square yards)
1995 879.7 18.4 188.9 1,087.0
1996 852.5 65.0 144.7 1,062.2
1997 853.8 93.9 105.2 1,052.9
1998: 922.3 78.1 104.6 1,105.1
1 Quarter 221.3 18.1 225 261.9
2" Quarter 2445 211 27.4 293.0
3 Quarter |- 240.9 214 31.0 293.3
4" Quarter 2156 17.5 23.7 - 2568
1999: 832.9 72.6 92.2 997.7
1%t Quarter 201.7 18.7 20.4 240.8
2™ Quarter 222.8 19.1 26.1 268.0
3" Quarter 212.5 16.3 235 252.3
4" Quarter 195.9 18.5 222 236.6
Source: U.S. Bureau of the Census, “MQ313T” and USITC Trade Dataweb.

Although denim producers may have seen that blue jeans production was down, the end of the subsidies
in the fourth quarter of 1998 may have made it more profitable to increase their inventories of raw
materials than wait until the subsidies ended.””?® Although all nine responding purchasers replied to
Commission questionnaires that the end of federal cotton subsidies had no effect on the demand for, or
the timing of purchases of, indigo, Mr. Henderson of Mt. Vernon Mills testified at the hearing that “some
denim was manufactured probably in the last three months of 1998 in order to take advantage of that
subsidy without a clear market for that fabric.”? His explanation for the events that took place in the

2 1bid., p. 9.

% Domestic denim manufacturers must buy domestic cotton when available. The world price for cotton is
typically lower than the domestic price for cotton. The Agriculture Act subsidizes the purchase of U.S. cotton when
the gap between the prices is large enough, although it only does so for a predetermined length of time, or until the
funding runs out. In order to take advantage of the program before the funds ran out in the fourth quarter of 1998,
domestic denim producers stocked up on cotton.

# Mt. Vernon Mills added that the subsidies allowed it to gain a profit, rather than break even. Also, it
(continued...)
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denim industry in 1998 is that demand was somewhat stronger in the early part of 1998 than in the
latter.’® Therefore, the overall 1998 production numbers are inflated due to strong demand in the first
half and increased production in late 1998.

In comparison to a year earlier, all four quarters of 1999 witnessed decreased blue denim
production, with an overall decrease of 9.7 percent for the year. Accounting for this, all six responding
denim producers noted a decrease in production in 1999, that their plants closed their doors, or that the
overall market for denim was soft. Mr. Henderson testified that some of the denim manufacturers
stopped for weeks at a time in early 1999 in order to decrease their inventories.’" In its fourth quarter
1999 quarterly report, Cone president and CEO John Bakane remarked, “As expected, fourth quarter
results were negatively impacted by denim inventory corrections both within Cone and among several
major denim users.” Its denim production facilities operated at 75 percent of capacity and reduced
denim inventories by $5.0 million due to industry oversupply conditions, retail inventory adjustments,
weaker consumer interest in denim, and declining cotton prices.> Cone and Burlington both noted lower
volume and pricing in denim in 1999.% In 1999, *** noted that prices for denim in the United States
dropped approximately 20 percent, mostly due to increased competition from Mexico, while *** has
noticed a decrease in demand during 1999 of 14 percent. *** offered that some analysts estimate that the
denim market is oversupplied, with capacity outpacing demand by 22 percent.

Over the next 12 to 24 months, the 10 responding indigo purchasers expect demand for denim to
stay the same or only slightly increase. One purchaser noted that it hoped that global demand would
increase by 3 to 5 percent. BCC noted at the hearing that both Cone and Burlington gave separate
conference calls to announce earnings, at which Burlington said it had enough business to work six days
a week, and that its opening of a Mexican mill will not cause it to close any U.S. plants.** Cone stated in
its first quarter 2000 report that although volume was higher in its denim and khaki segment, revenues
declined by 7.4 percent from first quarter 1999 due to lower denim prices, which resulted from “industry
supply/demand imbalances and declining cotton costs which were passed on to customers because of
market conditions.”® Burlington’s annual report states that in 2000, its “apparel products businesses will
improve their performance with one exception: The denim business (16% of the company’s sales), will
be hurt by low selling prices and margins as a result of a global oversupply.”® It also noted that “most
observers think the denim picture will improve somewhat by summer.”’” In a press release dated April

 (...continued)
speculated that many of its competitors have consistently suffered losses since the end of the program. USITC staff
fieldwork, Trion, GA, January 25, 2000.

3 Hearing transcript, pp. 152-153.

3! Ibid., p. 153.

32 See http.://www.cone.com/US/Corporate/4Q99.html.

3 1bid. See also http://www.onlineproxy.com/burlington/ar/message.asp.
3 Hearing transcript, pp. 77-78.

35 See http://www.cone.com/US/Corporate/1Q00. html.

3¢ See http.//www.onlineproxy.com/burlington/ar/message.asp.

3 Ibid.

II-6



3, 2000, though, Burlington’s Chairman and CEO remarked, “The larger effect on earnings, however,
comes from highly competitive denim pricing due to worldwide industry overcapacity. It is only a
matter of time before this leads to elimination of inefficient capacity. With modern and efficient denim
facilities in the United States, Mexico, and India, we remain in an excellent position to withstand these
competitive pressures.”

Domestic purchasers of indigo were asked what effect the imposition of antidumping duties on
indigo from China would have on them. Seven of 11 purchasers responded that the duties would have a
serious negative impact on their competitiveness. The complete text of their responses is provided in
appendix D.

According to industry sources, although denim production (blue and otherwise) was up overall in
1998 due to the above factors, domestic production of blue jeans fell in every quarter of 1998 compared
with a year earlier, and continued to fall in the first two quarters of 1999, but rose in the third quarter of
1999. The likely explanation for the downward trend is that the production of blue jeans is driven more
by the retail demand for blue jeans than the supply of denim, especially in a time of depressed demand
and/or increased foreign supply of blue jeans. This is what has occurred since 1998. First, some of the
fall-off in demand for blue jeans has been due to the increased popularity of khakis and “Dockers.”*
The warm winter of 1998-99 also diminished demand for blue jeans and contributed to the build-up of
blue jeans inventories.*! A third reason for decreased domestic blue jeans production is the movement of
blue jeans producers’ operations overseas.*

The recent trend of offshore movement has affected not only the “cut and sew” operations, but
also the denim manufacturers themselves, inherently reducing the domestic demand for indigo. NAFTA
has played a large part in this movement. Under NAFTA, Mexico has quota-free and duty-free access to
the United States as long as the fabric originates within the trade zone.*® Burlington Industries opened a
plant in Mexico in 1999 while reducing its domestic capacity by 40 percent by closing two Mid-Atlantic
plants, although the plant in Hillsville, VA will open again soon under new ownership. It also has in
operation in Mexico a jeans-making plant and a joint venture facility where jeans receive final
processing. Burlington, however, also recently completed a $60 million expansion of its state-of-the-art,
primary U.S. weaving, dyeing, and finishing facility in Stonewall, MS. Cone and Guilford Mills
announced on April 30, 1999 that they will create a new textile and industrial park in Tampico, Mexico
that will produce up to 20 million square yards per year, and will be expandable to 40 million square
yards. Charles Hayes, CEO and Chairman of Guilford Mills, stated that the move is to “take advantage
of a fundamental shift in the textile industry, as more garment producers move to, and expand in, Mexico
due to the benefits of NAFTA.”* Tarrant Apparel Group announced that it completed the purchase of
the assets of a 22 million square yard denim mill in Puebla, Mexico on April 5, 1999. Additionally,

%8 This may be the release accompanying the conference call that Mr. Funsten of BCC referenced at the hearing.
3% See http://www.burlington.com/news/releases/release.asp? File_Name=86.

“ Hearing transcript, p. 9.

41 USITC staff fieldwork, Buffalo, NY, July 14, 1999.

2 Respondent *** postconference brief, p. 9, and hearing transcript, p. 208.

* “The Great Quota Hustle,” Forbes, March 6, 2000, or Attp://www.forbes.com/forbes/00/0306/6506118a2.htm.

“ Online Textile News, “Guilford Mills, Cone Mills Join Forces to Create Mexican Industrial Park,” May 3,
1999. Information at Internet address http.//www.onlinetextilenews.com/news/925829239145599.htm.
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Thomaston Mills exited the denim industry altogether on September 1, 1999, and Greenwood Mills
reduced its denim capacity by 50 percent at one Georgia facility.*

Through 1997, Mexico had been steadily becoming a more and more important player in the
U.S. blue denim market. Five of eight purchasers listed Mexican denim mills as one of their major
competitors. Imports for consumption of blue denim from Mexico sharply increased from 1995 to 1997,
but decreased between 1997 and 1999.* One possible explanation for this trend is that textile
manufacturers have increased their cut-and-sew operations in Mexico since 1997, so that the blue denim
that is produced is exported to the United States as jeans rather than blue denim. Imports of blue denim
fabric from all other countries have declined steadily since 1995.- Therefore, the share of blue denim
imported into the United States from Mexico has remained somewhat steady since 1997, decreasing from
47.2 percent to 42.7 percent in 1998 and then rebounding to 44.1 percent in 1999. These imports are
shown in table II-1.

The relatively cheap labor that is available in Mexico has had a dramatic impact on the
importation of finished blue jeans into the United States. Since 1995, imports for consumption of
Mexican blue jeans for men, women, boys, and girls have increased from 71.6 million units to 189.0
million units, or an average of 27.5 percent per year.” While imports of jeans from Mexico have been
climbing, such imports have not necessarily been at the expense of imports from other countries.
Although imports from all other countries suffered a small decline in 1997, they have, on the whole, been
increasing. From 1995 to 1999, imports from countries other than Mexico have increased by an average
of 9.9 percent per year. Table II-2 gives detail about the magnitude of imports from Mexico as well as
all other countries.

Table 1I-2
U.S. blue jeans production and blue denim trouser and breeches imports for consumption on a
yearly basis, 1995-99

U.S. production Mexico All other countries Total
Period (In millions of units)
1995 443.6 71.6 92.8 608.0
1996 436.1 86.0 99.6 621.7
1997 418.8 115.9 98.6 633.3
1998 388.8 152.0 120.7 661.5
1999 366.8 - 391.0 189.0 : 135.1 690.9 - 715.1"
' Projected on the basis of 9 months of data.
Source: U.S. Bureau of the Census, “MQ315A” and USITC Trade Dataweb.

% Respondent *** postconference brief, exh. 2.
“ This includes blue denim classified under HTS subheading 5209.42.00.

47 This includes trousers and breeches made of blue denim classified under HTS subheadings 6203.42.40 and
6204.62.40.
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At the same time that imports from both Mexico and all other countries were increasing,
domestic blue jeans production was steadily declining. Production fell from 443.6 million units in 1995
to 388.8 million units in 1998. Blue jean production numbers are not yet available for the fourth quarter
of 1999, but are approximately on pace with 1998 levels (at 391.0 million units) if estimated using
historical quarterly production numbers. However, if total domestic production plus imports grew at the
same rate as between 1997 and 1998 (4.45 percent), domestic production for 1999 would be estimated at
366.8 million units.

New blue denim production and sewing plants are opening in Mexico.”® This will most likely
lower domestic shipments of indigo, but exports should increase. Even more damaging to the domestic
demand for indigo, though, would be a continued growth in the popularity of khakis. Some in the
fashion world believe that khakis may become the “updated version of the classic American look”
instead of blue jeans, whereas others think that khakis will not catch on with young people as denim did,
since denim has been a symbol of defiance of authority while khakis have “always been sort of
respectable and clean-cut.”*

Substitute Products

Chemically, there are no direct substitute products for synthetic indigo. Indigo is a chemical
compound with the formula C,;H,,0, N,. Bromine may be added to it to yield “brominated indigo.”
However, the resulting chemical compound C,H,,0, N,Br, is a brilliant shade of blue rather than a
deep, dark blue and falls under the designation “Vat Blue 5” rather than “Vat Blue 1.” Other dark dyes
exist, such as blue or black sulfur dyes, but these sulfur dyes are usually used in conjunction with, rather
than as a substitute for, indigo.*®*' Indigo dye has specific properties that other dyes do not. It has poor
wash fastness, poor drying qualities, poor bleach fastness, poor exhaustion (inability to build shades in a
single application), and it crocks (rubs off easily).”> Jeans companies look for these properties in the
denim that they buy in order to get whatever style is in fashion at the time (e.g., stone wash, acid wash,
enzyme wash).**

Cost Share

Indigo accounts for a moderate percentage of the cost of denim production. The exact
percentage varies by producer. Domestic purchasers indicated that synthetic indigo accounts for ***
percent of the direct cost of domestic denim production. Darker shades require more indigo, so the direct

“® For example, Lucky Star Industries opened a new jeans sewing operation in Aguascalientes in early 1998 with
a capacity of approximately 1,200 workers, which Burlington Industries agreed on March 15, 1999 to purchase.
See http://www.onlinetextilenews.com/news/9215507185284. htm.

4 Respondent *** postconference brief, exh. 2.
50 Responses to the Commission’s importers’ questionnaires.

3! Usually denim is dyed with around *** percent indigo and *** percent sulfur dye, but this depends on the
shading that is desired. USITC staff fieldwork, Buffalo, NY, July 14, 1999.

52 Conference transcript, p. 20 and USITC staff fieldwork, Buffalo, NY, July 14, 1999.
%3 Conference transcript, p. 22.
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cost will be higher for darker denim. Also, *** reported that synthetic indigo accounts for *** percent of
the cost of producing the food dye FD&C Blue #2.

SUBSTITUTABILITY ISSUES

The degree of substitution between domestic and imported synthetic indigo depends on a number
of factors. The relative price of indigo has become an increasingly important factor in the manufacture
of denim, given the increased competition in denim from overseas, and the movement of domestic firms
offshore. Lead times, delivery reliability, technical service, and, most importantly, the quality of the
indigo play roles in determining the ability of indigo purchasers to substitute one source for another. In
addition, denim manufacturer preferences have been switching toward maintaining multiple suppliers of
indigo for reliability and availability purposes. Maintaining relationships with more than one indigo
source will increase the degree of substitution among the suppliers.

Factors Affecting Purchasing Decisions

Available data indicate that a variety of factors influence purchasing decisions for synthetic
indigo. Purchasers were asked to list the top three factors that they consider in choosing a supplier of
synthetic indigo. Nine of 11 purchasers listed quality as the top factor, with the other two ranking it
second behind either the form of the finished product (***) or that the indigo come from a “traditional
supplier.” Eight of 11 purchasers noted product availability or reliability of delivery as the second or
third most important factor. Seven of 11 included price among the top three most important factors, and
another listed it as an important factor (but not among the top three). Although price is important, all
nine purchasers replied that the lowest price offered will not always win their contracts or sales.
Technical support and/or service also was reported as among the three most important factors for four of
nine purchasers, while another two listed it as important, but not among the top three. Other factors
taken into consideration when purchasing indigo are the stability of the supplier, consignment of
inventory, packaging, safety, contractual arrangements, and where the purchaser fits into the supplier’s
business plan. Given the focus on quality, nine of 11 purchasers responded that 100 percent of their
purchases of indigo in 1999 required certification or pre-qualification. Another claimed 75 percent of its
1999 indigo purchases required certification or pre-qualification, while the last did not require it.

When purchasers were asked if they made changes in the relative levels of indigo purchases from
different countries in the past three years, two purchasers of domestic indigo indicated that they bought
less due to plant closings and decreased business. ***, a purchaser of both domestic and Chinese indigo,
simply stated that its volume of consumption is driven by the demand for denim. ***, a purchaser of
Chinese indigo, noted a decrease in demand due to ***. *** another purchaser of Chinese indigo, noted
an increase in purchases due to improvements and pricing. *** reported that although its level of total
purchases has not changed, it switched from domestic indigo to Chinese indigo due to cost
considerations.* *** switched to all Chinese-produced indigo from an 80-percent Chinese/20-percent
German mix based on price. *** noted that it only buys domestic indigo, and that its quantities are very
depressed due to ***. Finally, *** buys almost all of its indigo in pre-reduced form, a solution that is
sold only by BASF (Germany).

54 skokk
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When asked what characteristics they consider in determining the quality of a supplier’s indigo,
purchasers replied that consistency of indigo solids, viscosity of 20-percent paste, shade consistency,
alkalinity, mixability, washdown characteristics of fabric after processing, metals content, and the ability
to pass a filtration test are the important factors in the denim industry, whereas *** are those considered
in the food dye industry.

All purchasers knew where the indigo they purchased was produced, with nine of 11 always
aware. However, only four were always aware of who mainly produced the indigo they bought, whereas
three were usually aware, three were sometimes aware, and one was never aware.

Only three of 11 purchasers replied that they specifically order one country’s indigo over
another’s. *** said that it prefers U.S. indigo “primarily because of consistency of quality, no
fluctuation in availability, and the quality of technical service.” *** stated it bought U.S. indigo because
of its perceived reliability, quality, and availability. *** only buys from *** because it is confident that
it will receive a high quality product, since its representatives have visited their factories.

However, some purchasers only buy from certain suppliers because other suppliers do not
produce the desired type of indigo. Nearly all of ***’s purchases are of pre-reduced indigo, which is
available only from BASF (Germany). *** can buy only from *** since they are the only suppliers of
40-percent paste.

Comparisons of Domestic Products and Subject Imports

Eight purchasers compared Chinese indigo with domestic indigo on 14 factors. Of 112 possible
comparisons, purchasers rated domestic and Chinese indigo as comparable 88 times. Factors where
more than one purchaser felt domestic indigo was inferior were availability, discounts offered, lowest
price, and technical support/service. There were no factors where more than one purchaser felt domestic
indigo was superior.

Interchangeability

BCC and indigo importers were asked if the domestic and Chinese products could be used
interchangeably. Five out of eight responding importers reported that the products are interchangeable.
*** added that customers often split sales between domestic paste and paste derived from imports. The
other firms (including BCC) noted that the indigo that is imported is in powder form and the indigo that
is produced domestically is in paste form.”

In response to the Commission’s question regarding any differences between Chinese and
domestic indigo with reference to physical characteristics or sales conditions, two of seven importers and
BCC responded that there were no differences. Five importers believed there were differences. ***
noted it sold a 40-percent concentration that it believed could not be made from domestically produced
indigo.’® *** sells only for food color application and believed that BCC could not produce a powder for

55 #** noted that its imports of powder were not interchangeable with domestic indigo, but it could not answer for
**%°s product. .

3¢ While BCC does not supply a 40-percent solution domestically, it does produce a 42-percent liquid from the
powder it synthesizes for export to Mexico and Europe through a tolling agreement it has with a firm in South
Carolina.
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this purpose.’” *** echoed that powder cannot be used directly by domestic denim manufacturers. ***
reported that BCC “offers quality technical service for all its customers,” has perceived quality
advantages, and can deliver quickly.®® *** referred to advantages of technical support and quick delivery
times that U.S. converters such as itself have vis-a-vis Chinese producers, but did not reference domestic
producers of indigo. All purchasers reported the same end uses for foreign and domestic indigo.

Quality

Indigo dye used in the manufacture of denim is a consistent commodity. With few exceptions,
most denim manufacturers use a 20-percent paste indigo dye.”® Although different importer/converters
use different additives as dispersants and diluents, the basic form of indigo paste is the same.

BASEF ships a pre-reduced indigo that no other indigo producer or converter sells. It has
technical and environmental advantage<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>