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REPORT TO THE PRESIDENT
ON INVESTIGATION NO. TA-201-44

CERTAIN MOTOR VEHICLES AND CERTAIN CHASSIS
AND BODIES THEREFOR

UNITED STATES INTERNATIONAL TRADE COMMISSION
December 2, 1980 ’

Determination

On the basis of the information developed in the course of the
investigation, the Commission has determined (Commissioners Moore and Bedell
dissenting in part 1/) that automobile trucks, on-the-highway passenger
automobiles, and bodies (including cabs) and chassis for automobile trucks,
provided for in items 692.02, 692.03, 692.10, 692.11, 692.20, and 692.21 of
the Tariff Schedules of the United States (TSUS), are not being imported into
the United States in such increased quantities as to be a substantial cause of
serious injury, or the threat thereof, to the domestic industries producing

articles like or directly competitive with the imported articles.

Background

The Commission instituted the present investigation, No. TA-201-44, on
June 30, 1980, following the receipt, on June 12, 1980, of a petition for

import relief filed by the International Union, United Automobile, Aerospace,

1/ Commissioners Moore and Bedell determined that on-the-highway passenger
automobiles, provided for in items 629,10 and 692.11 of the Tariff Schedules
of the United States, are being imported into the United States in such
increased quantities as to be a substantial cause of serious injury, or the
threat thereof, to the domestic industry producing articles like or directly
competitive with the imported articles.



and Agricultural Implement Workers of America (UAW). The investigation was
instituted pursuant to section 201(b)(1l) of the Trade Act of 1974 (19 U.S.C.
2251(b)(1)) in order to determine whether—-

automobile trucks (except automobile truck tractors and

truck trailers imported together); on-the-highway

passenger automobiles; and bodies (including cabs) and

chassis for automobile trucks (except truck tractors);

provided for in items 692.02 and 692.03; 692.10 and

692.11; and 692.20 and 692.21 of the TSUS;
are beiqg imported into the United States in such increased quantities as to
be a substantial cause of serious injury, or the threat thereof, to the
domestic industry producing an article like or directly competitive with the
imported article.

Notice of the Commission's investigation was published in the Federal
Register of July 7, 1980 (45 F.R. 45731), and a notice of changed Commission
procedures, accelerating the investigation, was published in the Federal
Register of July 22, 1980 (45 F.R. 48996). On August 4, 1980, the Commission
received a petition for similar import relief from the Ford Motor Company.
Notice of the receipt of the Ford petition and the Commission's consideration

of Ford to be a copetitioner in the investigation already under way was

published in the Federal Register of August 21, 1980 (45 F.R. 55873).

A public hearing in this investigation was held in the Great Hall of the
U.S. Department of Justice Building in Washington, D.C., and extended from
Wednesday, October 8, 1980, through Saturday, Octobe; 11, 1980. All
interested parties were afforded an opportuhity to bé present, to present

evidence, and to be heard.



This report is being fu?nished to the President iﬁ accordance with
section 201(d)(1) of the Trade Act. The information in the report was
obtained from fieldwork and interviews by members of the Commission's staff,
and from other Fede?al agencies, responses to Commission questionnaires,
information presented at the public hearing, briefs submitted by interested

parties, the Commission's files, and other sources.



VIEWS OF CHAIRMAN BILL ALBERGER

Sedtion 201(b) of the Trade Act of 1974 requires that each of the
following counditions be met before an affirmative determination can be made:

(1) There are increased imports (eitbher actual or relative to
domestic production) of an article into the United States;

(2) The domestic industry producing an article like or directly
competitive with the imported article is being seriously
injured, or threatened with serious injury; and

(3) Such increased imports of an article are a substantial cause of

-+ serious injury, or tbe tbreat thereof, to the domestic industry
producing an article like or directly competitive with tbhe
imported article.

While I fiod the first two conditions met for botb passenger automobiles and
light trucks, I do not find the third to be satisfied, and therefore my
determination with respect to these items is in tbhe negative. Medium and
beavy trucks do not satisfy the first criterioun, and therefore also mandate a
negative determinatioun.

Io analyzing the above criteria, it is first unecessary to define tbe
scope of the domestic industries against wbicb each imported article should be
assessed. The issue raised by petitiomers of how to treat Canadian imports
must then be resolved. Finally, it is possible to analyzé whether imports of
each particular article bave increased within the meauning of the statute,

whether tbhe corresponding industry is being seriously injured and whetber such

increased imports coustitute a substantial cause of such barm.

THE DOMESTIC INDUSTRY
This case raises a number of issues with respect to the scope of the

industry or industries to be analyzed. The judgment of bow to defiune an



industry depends largely upod tbé nature of the imported products, the
competitive counditions in the domestic market, and tbe nature of U.S.
production. It is therefore difficult to rely exclusively on general legal
prescriptiouns for ascertaining tbe appropriate industry definitiowm; ratber,
each determination will necessarily depeund beavily oun our perceptions of the
particular facts of each case. The definition of industry can bave a major
impact ou the question of serious injury, bowever, and must be made with a
clear understanding of both the statutory scheme and Commission precedent
relating to the particular fact situation.

The language of sectiou 201 is straightforward. It requires an
examination of serious injury to "the domestic industry producing an article
like or directly competitive Qith the imported article;" 1/ but as the
Commission majority observed im our most recent ruling under section 201, 2/
tbe problems attending the application of this language are substantial.
Reasonable persons are bound to differ on the ultimate issue of bow to apply
tbis seemingly simple pbrase to a particular set of facts. This is especially
true in the case of products as multifarious as automobiles andvtrucks. But
tbe important thing to empbasize is that tbe definition of an industry under
section 201 is based oun precise legal standards, and may not uecessarily
coincide with tne generic description everyone uses wheun they refer tg»"the

auto iondustry."

1/ Trade Act of 1974, Section 201(b)(1), 19 U.S.C. 2251(b)(1).
2/ Musbrooms, Inv. TA-201-43, USITC Pub. 1089, Views of Chairman Alberger,
Vice Chairman Calboun and Commissioner Sterm, 6-14 (1980).



The metbodology which I believe to be appropriate for delimiting the
relévant industries was fully deséribed in TA—201—43 (Musbrooms). 3/ Briefly
statéd; it‘ié as follows:

Since the phfase "like or directly competitive'" is clearly expressed in
the disjunctive,‘énd since the adjectives "like'" and "directly competitive"
were not 1nté6ded to be synounymous or explanatory of eacb other, 4/ the escape
cléuée'may bevinvoked where either type of producers satisfies the statutory
;equirements of injury under section 201. Tbus, our initial task is to draw
distincti§ns where possible between the "like product” to the imported article
(i.e., tbat wbicbh is "tbe same or nearly tbe same io inberent or intrinmsic
characteristics") 5/ and those which are '"directly competitive" witb it (i.e.,
“substantially equivalent for commercial purposes, that is, . . . adapted to
the same uses and . . . esseuntially intercbangeable therefor'"). 6/ 1If these
groups of producers can clearly be treated as separate and distinct iondustries
in terms of production, sales, employment, etc., and if such actioun is
consistent with the realities of tbhe marketplace, then a showing of serious
injury to either group (assuming increased imports were a substantial cause of
such injury) will satisfy tbe criteria for relief and mandate an affirmative
result.

Applying tbese prianciples to the facts at band, I believe we are faced
with tbree separate and distiunct industries--in essenée any combinatioun of

groupings witb respect to products eitber "like'" or "directly competitive"
P 1% y P

3/ 1d. :

4/ S. Rep. 93-1298, 93d Cong., 2d Sess., 121-22 (1974).
5/ 1d. | '
& 1d.



with tbe imported articles yiélds iny three possibilities. These industries
could be defined as firms and facilities devoted to the production of (1) all
passeunger automobiles of the typé'classified under items 692.10 and 692.11 of
tbe TSUS, (2) light trucks of under 10,000 lbs. gvw (of tbe type classified as
automobile trucks under items 692.02 and 692.03 of tbe TSUS) and (3) medium
and heavy trucks (also of ﬁhe type classified under 692.02 and 692.03) but not
truck tractors and traileré imported together, whicb we specifically excluded
from the scope of our investigation. Since our report covers bodies
(including chassis) for automobile trucks, it is also important to point out
toat we would consider domestic producers of these articles to fall within the
same general industry definitiqn (either light trucks or medium/beavy trucks)
as tne assembled product. I reach this industry segmentation ovn tbe basis of
tbe following rationale:

1. There is no persuasive basis oun which to segmeunt passenger
automobiles into more than one industry, as requested by several
importers. Wbhile there may be an eundless variety of sizes aund
chbaracteristics, there is no clear dividing line between '"large
autos" and "small autos" for example. Furtbermore, all passeunger
automobiles bave substantially similar uses, and there is certainly
ample evidence tbat all are--to a greater or lesser extent--directly
competitive. Wbile various goverument bodies, iundustry groups énd‘
trade publications do subdivide cars iunto different grod@s,'tbese
classifications are somewbat arbitrary and vary counsiderably.

2. Ligbt trucks are inberently distinct from passenger

vehicles in terms of their characteristics and prioncipal uses. All



types are, to some extent, able to carry substantial quaontities of
freight, paterials or supplies. While many are also adapted to
passenger traasport, they are purchased by a wide variety of
consumersrfor utilitarian purposes. I believe this is enough of a
,qqalitati?e difference to make them unlike passeunger vebicles.
MoredQer, there is insufficient evideunce to counclude that they

71c0mpete "directly" with passenger vebicles, although they are
produced by the major auto manufacturers and sold tbrough automobile
dealerships.

3. Medium and beavy trucks, wﬁich are not the main focus of
this investigation, are esseuntially distinct from eitber passeunger
vehicles or light trucks. The vast majority are commercial vebicles
designed for specific commercial purposes. They are produced by a
different group of firms and marketed separately (althougb the major
auto companies do bave beavy truck divisions).

Tne testimony and written submissions extensiveély discussed the question
of wbetber large cars, small cars aond variogs types of lighf trucks should be
classified in separate industries. Some Europeaun importers even contend tbhat
their products are unique and do not compete with domestic products of any
sort. The importers point to thbe great vnumber of differences between '"large"
and "small" passenger vebicles. Most propose a classification based upon
weight, size, eungine specifications, wheelbase'and otbe; factors. Tbey
coantend that it is logical to draw a line somewhere between "large'" and

"small" cars on this basis--tbat the auto industry itself draws several



:lassifications based upoun these criteria. Furtbhermore, they purport to
lemonstrate tbrough counsumer surveys aund other cross—elasticity studies bow

lemand for these two basic vebicle types differs, thus suggesting that they

ire not "directly competitive."

I believe that tbe reasoning which would lead to a subdivision of
)assenger autos ianto two or more industries is flawed in many respects.
'irst, the very uncertaioty about where to draw the dividing line illustrates
'ividly tbat what really exists is a full contiouum of products. There is an
ndless choice of sizes and features. The same basic car body can be given a
arger engine and a few optional features, thereby transforming it ioto a
ubstantially larger car than tbe stripped-down model. Most domestic
roducers offer a '"full line'" of products, from subcompact to large and luxury
ars, aund all bave a range of optioms that might change their classification.
n reviewing the classification of "small" versus "large'" autos suggested by
ne importer, 7/ it becomes obvious tbat one can find more similarity between
he largest small car and the smallest large car than between products at
Lther end of the small car spectrum. 8/

Anotber factor which militates agaiunst the segmeuntation of large and
nall cars is that all are desiguned as private vebicles for the principal
irpose of transporting passengers. Thbe fact that some might be faster,'hdla

yre passeungers, or cousume less fuel is not something wbich alters their

tsic similarity of uses.

7/ Prebearing brief of Toyota Motor Sales, U.S.A., Inc., Exbibit 1.

g] An example would be the Ford Granada, which is classified as a small car
it which is closer to the Dodge Diplomat--a large car--~than it is to the
ibcompact Chevette in terms of size and gas mileage.
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Importers also seek to create meaningful distinctions between small and
large.éars in terms of competitiveuess, arguing essentially that counsumer
surveys ébow a marked lack of direct competitiveness between these classes.
There appears to be an inhereant contradiction bere, because tbe same parties
cite the shift in‘demand from large to small cars as an important cause of
mJuryf This éﬁift merely demounstrates why these goods are 'directly
compéti#ibe;" In essence, an iacrease in the cost of owning one size
car--brought oo by rising fuel costs--bas led to increased demand for the
other. Tbis suggests a high degree of cross-elasticity. It is true tbhat
importers have focused primarily on the "small* end of the market while
domestic producers previously seemed countent with councentrating primarily on
large autos, but tbis does not alter the fact that these products are
“"'substantially equivalent for commercial purposes' and are "essentially
interchangeable." 9/ Both importers and domestic producers serve a
single-—admittedly beterogeneous but nevertheless unitary--domestic market.

A final argumeat in favor of treating passeonger autos as one industry is
tbe notion, referred to ian our last decision, 10/ tha; it ié difficult to
analyze profit and loss data, employment, costs and other'factors on a
model-by-model basis., While few production ‘lines turn out more than oune type
of vebicle, some produce a particular type withb different options that may
lead to different classifications. As already noted, the major domestic firms

produce a full linme, and tbis leads to unightmarisb problems in attempting to

9/ S. Rep. 93-1298, 93d Cong. 2d sess. 122 (1974).
10/ Musbrooms, Inv. TA-201-43, USITC Pub. 1089 at 11(1980).
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allocate profits, production costs and employment data (many of the executive
and product developmenF personnel work on botb groups of products). Given
that no otber factors argue in favor of furtber segmentatioun, tbis practical
difficulty merely empbasizes the inappropriatemess of suchb a recommendationm.
With respect to trucks, I am not persuaded by the petitiouners' arguments
regarding tbe likeness of small trucks, vans and light utility vebhicles to
passeﬁger automobiles. ﬁot only do tbey differ from passenger autos in
design, shape and eungineeriang, but mosﬁ of these vebicles bave as a primary
use the transportation of materials. While they may also be used quite
frequently for the solé purpose of carrying passeungers, the capacity for use

in carrying supplies or equipmént is the obvious feature which prompts

ordinary coosumers to purchase a truck-like vebicle. A dealer with experieunce

in truck sales acknowledged in our bearings tbat light trucks and passenger
vebicles bad little if any interchangeability. 11/ Moreover, the record
before us is insufficient to couclude that there is bigb cross-elasticity of
demand between cars and light trucks or that the products are "cdmmercially
equivalent." Tbherefore, I cannot find them to be '"like or directly
competitive' witb passeunger autos.

Medium and beavy trucks are overwhelmingly used as commercial vebicles,

sold through separate outlets and purchased by an entirely different class of

consumers than light trucks. I fiod them to constitute a separate industry,
altbough tbe precise scope aud definition are not essential in this case

because they are not alleged to be the recipient of any injury.

11/ Heariog Tramscript at 505-07.
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THE QUESTION OF CANADIAN IMPORTS

Peﬁitioner§ argued that imports from Canada, which are produced almost
entireiy by subsidiafies of the major U.S. firms, sbould be excluded from tbe
scope of this investigation. They maintain tbat U.S. and Canadian
maoufacturing operétions are part of a siungle industry, aund that tbhe
Automotivé Produé#s Trade Act of 1965 (APTA), 12/ implementing the
U.S.—danédiaﬁ~automotive agreement, 13/ recognizes this fact.

While the United Auto Workers witunesses acknowledged that exclusion of
Canadian imports from the investigation itself was not unecessarily
required, 14/ toneir position throughout the investigation was that Canadian
imports sbould be excluded from any remedy recommendation either im explicit
terms or by virtue of the nature of the goods subject to relief, because such
imports are nouninjurious and because of the APTA, tbe U.S.-Canadiaun agreement,
and the specific GATT waiver pertaining to such agreement. Ford Motor Co., on
tbe other band, maiontains that "In determining the degree to which imports
bave increased and the exteant to wbichb imports are a cause of the U.S.
industry's serious injury, vebicles produced in Canada and sﬁipped to the
United States should not be considered "imports." 15/

Had the Commission made an affirmative determination, it could bave
fasbioned a remedy recommendation that, in effect, did noF‘reduce tbe volume

of imports from Canada or increase tariff levels on such goods. Since

12/ 19 v.s.c. 2001.

13/ Agreement Concerning Automotive Products Between the Government of the
United States and the Government of Canada, 17 U.S.T. 1372, T.I.A.S. No. 6093
(1965). .

14/ Hearing Transcript at 112.

IE] Prebearing brief of Ford Motor Co., at 24.
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Canadian imports bave declined in recent years, this could bave been
accomplisbed by recommending tariff-rate quotas or quantitative restrictious
allocated on a country-by-country basis and based upon imports during the most
recent representative period. Such a recommeundation would be permissible and
consistent witb Commissiou precedent. 16/ Moreover, the purpose of our
recommendation is to provide guidance for the President and either of these
recommendations would beAconsistent with bis powers to proclaim effective
relief under section 203(a).

Despite the Commission's implied power to adopt a remedy recommendation
tbat disproportionately affects goods of a particular foreign origin because
they are perceived to be moré'injurious, I do not believe we bave authority to
propose a remedy which expressly discriminates. Section 203(k)(1) empowers
the President to take discriminatory actiouns wbicbh do vot comply with the Most
Favored Nation requirements of the Trade Act, but be is first required to
consider the effect of such action oun our foreign relations, both economic aund
political. Obviously, such consideratiouns by the Commission are wbolly
loappropriate.

Witbh respect to the more important question of whether Cavnadian imports
sbould be counsidered imports for the purposes of assessing the merits of ;his
case, I believe the answer must be affirmative. Notbing in the APTAkor the -
automotive agreement itself specifically exempts Cavnadian products from the
scope of Section 201. Tbhe APTA authorized the President to remove all éustoms

duties on specified Canadian motor vebicles and original equipment aud parts.

16/ See, e.g., Nonmelectric Cooking Ware, Inv. TA-201-39, USITC Pub.‘100814
(1979). _ .
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Since this applied discriminatorily to Canadiam imports aloue, a waiver of MFN
obligations under Article I of GATT was necessary. 17/ Tbis waiver did oot
address the question of exemptions from excape clause actions. Therefore, the
contention that any of these provisiouns eliminate distinctions between
Canadian and domestic automotive products for all purposes of U.S. trade law
is simply not justified. Wbile the automotive agreement and the APTA were
cleafly,desigﬁed to eliminate ununecessary restraints oun the creation of what
is essentially a common market, section 301 of the Act made it plain that the
elimination of duties was to be considered a tariff coucession that would not
preclude imposition of import relief. 18/ The Report of tbe Senate Committee
on Finance on the APTA seems to endorse this position. It states that:
The agreement permits either Goverumeut to take action
cousistent with its obligations under Part II of tbe Geuneral
Agreement oun Tariffs and Trade (GATT) (art. III). Part II of the
GATT includes provisions permitting contracting parties to take
antidumping measures and escape clause actions. In tbis counnection
it should be made clear that notbing in this agreement nor in the
enabling legislation acts to dull the operation of our remedial
statutes. 19/

Commission precedent under Section 201 generally supports tbhe conclusion
that all imports should be treated alike for purposes of our investigation.
Althougb imports by domestic producers bave been counsidered differently io
some cases with respect to the issue of causation, it bas always beeun the
practice of this Commission to counsider all imports in determining whetber

there are "increased imports," and unot to count them as domestic production in

considering injury. This approach is counsistent with tbe scheme of Section

17/ GATT, Basic Iunstruments and Selected Documents (14tb Supp.) 38 (1966).
18/ 19 UsCc 2011.
19/ S. Rep. 782, 89tb Coung. lst Sess., 7 (1965)
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201, which is based upon GATT coucepts and is intended to be woundiscriminatory
in nature. Moreover, the overall purpose of Sections 201-203 is to protect
domestic productive ;esources-—i.e., employees, physical facilities and
capital. 20/ Much of tbe legislative history of these sections is replete
with expressions of councern for American workers and tbe utilization of
domestic productive resources. Iﬁ fact, the legislative history states that
the Commission must "necessarily take into account imports from all
countries." 21/ Of course, if the products were ouly exported for final
assembly and were actually manufactured domestically, they could be counted as

domestic production ratber than imports. That is not the case bere.

INCREASED IMPORTS

Total U.S. imports of the types of motor vehicles included in the scope
of this iunvestigatioun increased substantially from 1975 throughb January-Juune
1980. From just over 2.4 million units in 1975, imports of those vebicles
peaked in 1978 at just uunder 3.8 million units, but then declined to 3.6
million units in 1979. During January-Juone 1980 imports of ali such vebicles
were about 9;5 percent higher than the levels recorded in tbe correspounding
period of 1979.

Trends in imports of botb passenger automobiles and ligbt trucks reveal
an overall increase during 1975-79. Imports of passenger automobiles rose
from just over 2 Qillion units in 1975 to over 2.9 million units-in‘1978, an

increase of 43 percent. 1In 1979 imports of passeunger automobiles fell by

20/ H. Rep. 93-571, 93rd Coong., lst Sess., 46 (1973).
21/ 1d.
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about 4 percent from 1978 levels to about 2.8 million units. Imports of light
trﬁéks and ¢ab/chassis increased from 374,609 in 1975 to a peak of 859,500
unitggin 1978, before falling by about 6.5 percent in 1979 to 803,700 uunits.

Comparison éf U.S. imports of automobiles and light trucks and
cab/chassis during January-September 1979 witb the corresponding period of
1980 reveal similar trends for the two motor vehicles segmeuts. Imports of
péSséﬁgerkautémobiles increased from 2.2 million units in January-September
1979 to 2.5 million units in tbe corresponding period of 1980 or by 13.6
percent.v Imports of trucks and cab/chassis increased from 472,320 units
during Januaty-September of 1979 to 531,012‘units in the corresponding period
of 1980, or by 12.4 percent.

Clearly, imports of automobiles and ligbt trucks (including cab chassis)
are each increasing in terms of the statute. Imports of medium and beavy
trucks, oun the other band, bave declined significantly throughout tbe period
of iavestigation, both absolutely and relative to domestic production. The
market share of imports bas steadily declined from about 18 perceant in 1976 to
below 8 percent in 1979. Thus, with respect to thig indﬂstry, the first

criterion is not met.

SERIOQUS INJURY

To determine serious injury, Section 201(b)(2) of ;he Trade Act requires
tbat "tbe Commission shall take into account.all economic factors which it
considers relevant, including (but not limited to)--

tbe significant idling of productive facilities in the industry, the
inability of a significant number of firms to operate at a

reasonable level of profit, aud siguificaut unemployment or
underemployment within the industry.

16
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We bave also considered the decliﬁe in domestic sales an& tbe increases in
inventories.

There can be little argument‘that tbe two domestic industries uﬁder
primary investigation (passenger autos aand light trucks) manifest serious
1njury wheun all of these fagtors are_analyzed. While most importers argued
that only the "large car" segment is being injured, the facts and testimouny
before us overwhelmingly demounstrate that the passenger automobile industry in
the aggregate is in serious difficulty. Data for light truck production
yields a similar analysis; The injury wbich I find to exist commenced iun
early 1979, but bas become most pronounced in the first six months of 1980.
When tbis latter period is examined, the declines in production, employment,
profitability and sales are devastating. While sales bave rebounded slightly
in the most recent quarter, tbird quarter losses are reported to be of record
proportions. Thus, I find botb industries to be suffering "serious injury"
witbio toe meaning of the statute. Tbe following facts leand support to this
fioding:

In the aggregate most of the indices of the U.S. automobile producers'
performance during the period of invéstigation reveal a healthy picture from
1976 tbrough 1978 and rapidly declining trends thereafter. Domestic
production of passenger automobiles reached a peak of slightly over 9.1
million uonits im 1978, but by 1979 production bad decliuned to 8.4 million
units and coutinued to decline during January-Jume 1980. Domestic.production
of light trucks declined from 3.3 million units in 1978 to 2.7bmillion units

in 1979, or by 17 perceant, and furtber declined by 60 perceunt in January-June

17
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1980. Domestic sales, as reflected in data om total shipments, followed the
trends‘ip prodﬁction——increasing substantially until 1978 aund then decliniung.
The decline in shipmeunts for passenger autos was almost entirely due to tbhe
drop in sales of large cars. Subcompact and compact car shipments actually
increased‘througﬁoht 1979-80.

Treﬁds in domestic capacity to produce passenger automobiles as compared
to fbosérfdr light trucks differed somewbat during the period of
investigation. Domestic capacity to produce passenger automobiles of all
sizes fluctuated very little from 1975 through January-June 1980. Capacity to
produce automobiles increased slightly from 16.7 million units in 1975 to a
peak of 10.8 million units in 1977, but then declined slightly in every period
tbrough the first balf of 1980. During the period of investigatiou there were
notable shifts in capacity to produce different sizes of automobiles. Tbe
capacity of domestic producers to build larger-size cars declined, while their
ability to produce smaller-size cars, especially subcompacts, increased in
response to the shift in demand toward smaller, more fuel-efficient cars.
Domestic capacity to produce light trucks increased steadiiy from 2.7 million
units in 1975 to 3.2 million units in 1979. However, during January-June
1980, capacity to produce such vehicles declined by about 9.3 percent from the
correspouding period of 1979.

Capacity utilization figures indicate significant idling of productive
facilities during the period of investigation; Utilizaiion of domestic
capacity to produce passenger automobiles reached a high of 86.2 percent in

1978, declined to 79.5 percent in 1979, and contionued to fall to 66.5 percent

18
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during January-Juune 1980. Utiiization of domestic caéacity to produce ligbht
trucks followed a trend similar to that for automobiles, bu; tbe downturn in
utilization of light(truck facilities after 1977 is even more prounounced than
for automobiles. Capacity utilization of domestic light truck facilities was
over 100 percent as receqtly as 1977, but by January-June 1980 bad dropped
markedly to 41.5 percent.

Since most U.S. producers do unot maintain inventories, it is necessary to
look at dealers' inventories of new vehicles if this factor is to be
assessed. Wbhile the abéolute figures do unot reveal auny particular trend, the
ratio of inventories to anunual sbipménts bas been increasing since 1978. This
is particularly true of large cars, the vebicles which cost the most to carry
on inventory because of their higber sales prices.

Financial data provided by domestic firms clearly reveal the inability of
a significant number of firms to operate at a reasonable level of profit.
From 1978 to 1979, the unet operating profit for U.S. producers ou their U.S.
automotive operations fell by 76 perceat from $5.6 billion to $1.3 billion,
and coutinued to fall to a net loss of $2.9 billion in January-June 1980, The
major losses recorded in these recent periods are indicative of the financial
status of most of the producers of passenger automobiles and light trucks.
During January-June 1980 the only U.S. producer to report a profit was
Volkswagen of America. The declining financial positionm of the U.S. motor
vehicle manufacturers is also revealed in the substantial dropkin cash flow.

U.S. producers' cash flow from operations declined from $8.9 billion in 1978
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to $5,1 billion im 1979, aund them to a negative $356 million in January-June
1980. |

Similarly, employment patterns declined during 1979 and the first balf of
1980. The average number of all employees in U.S. establishments producing
passenger automobiles and light trucks declined from 1,003,430 in 1978 to
971,929Ain 1979 and then in January-Juune 1980 declined again by about 22
peréent‘belbw tne level recorded for the correspounding period of 1979. Other
employment indices, including the average number of production workers,
man-bours worked, and output per 1,000 man-bours, mirror trends for all
employees.

In April 1980, the U.S. Departmeunt of Transportation issued projectiouns
of employment changes in the auto industry based on several assumptious,
including peak coansumption levels of 11 million units per year, employment
levels reached in 1978/79, aund a return to a 15 percent import penetration
level. Based on these assumptiouns, the report indicates tbat a declime io
employment of auto manufacturers due to productivtf gains could be as great as
150,000 by 1985. Employment gains of about 48,000 jobs due to cbanges in the
market by 1985 offset somewbat the 150,000 loss related to increased
productivity, indicating a total projected &ecline in employment resultiag
from both productivity gains and changes in the market of about 100,000 from

1978/79 levels. Thus, with increased demand for automobiles aund light trucks
and substantially reduced imports, employment in these industries would still
not returon to previous levels.

There is no doubt tbat both the passeunger au;omobile and light truck

industries are seriously injured.
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IBSTANTIAL CAUSE

While I fiand tbe domestic iﬁdus;ries producing passenger autgmobiles and
.gbt trucks to be suffering serious injury within tbe meaning of Section
1(b)(1), I do not find that increased imports are a substantial cause of
cb injury. The statute defines the term "substantial cause'" as "a cause
ich is important and not less thao any other cause." 22/ Applying this
st, I bave fouund the decline’in demand for new automobiles and light trucks
ing to the gemeral recessionary counditions in the United States ecounomy to

a far greater cause of thé domestic industries' plight tban the increase io
ports. While I also believe that the raéid change in product mix

cessitated by the shift of counsumer prefereunce away from large, less
el-efficient vebhicles is an important cause of the present injury, I do not

ew this factor to be a more important cause than increased imports.

2 Decline in Overall Demand

One noticeable factor in this case is the apparent lack of correlatiom
tween the growtb in import volume and the state of bealth of domestic
>ducers. Our investigation reveals that tbe period 1976-78 was
iracterized by strong domestic sales and record profits. 23/ Yet it was
ring tois period that the largest iuncrease in total imports occurred.
1ssenger automobile imports increased from 2 milliomn units in 1975 to 2;9

llion in 1978, while light truck imports grew from 375,000 in 1975 to

2/ Trade Act of 1975, Sectiom 201(b)(4), 19 U.S.C. 2251(b)(4).

’3/ This fact was essentially acknowledged by domestic industry -
reseutatives duriong the bearing.
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859,000 in 1978.) Imports actually declined im 1979, when the recession began
in earheét; Eveq Japanese imports grew most dramatically in the prior period,
and reméined about stéady in 1979. While Japanese imports have increased by a
more alarming ratebin the first 6 montbs of 1980 (by about 200,000 units over

the comparable period of 1979), imports from otber sources bave decliuned.

Tbis jux;gposition of events becomes even more curious when we consider tbhe
testimény éf1pe£itioners that the injury began in early 1979 and bas deepened
over the bast 18 months. 24/ Given tbe relatively sligbt import growtb in
that period, and counsidering bow healtby the moutbly sales figures were before
1979, omne obviously begins to look for other explanations of the current
iqjury.

One figure that stands out in stark countrast to tbe ratber marginal
import iancreases for 1979-80 is the very large decline in overall cousumption
of both passenger autos and light trucks. Consumption of passenger autos fell
by almost 1 million units in 1979, a decline of 7.8 percent. Moreover,
consumption in January-June 1980 was 1.1 million units or 18.5 percent below
the figure for January-June 1979. For light trucks thbe decline in 1980 was
over 700,000 units or 19.3 percent, and the January-Junme 1980 figure was 47
percent below the comparable figure in 1979. It is therefore clear tbhat
domestic producers faced seriously declining demand in tbe(ﬁeriod January
1979-June 1980. While imports did improve their market share substantially
during tbhis period by maiutaining constaant or slightly increasing volume in

the face of falling demand, the downturn in demand itself is obviously a

24/ Heariung tramscript at 124-125, 177-78.
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variable factor whicb must be independently assessed for its impact ou U.S.
producers.

At tbe most fundamental 1é§e1, theon, it is useful fo allocate the decline
in domestic producers' shipﬁents in 1979 and 1980 into two basic componeunts:
that portiom accounted for by the reduced overall consumption of autos and
ligbt trucks because of general economic conditions, aund that portion
attributable to the increasing market share of import vehicles. The relative
magnitude of these two caﬁses can bé assegsed by comparing the actual decline
io domestic shipmeunts to»éhe decline that might bave occurred if imports bad
not increased their market sbare in 1979—80, i.e., if imports and domestic
vebicles had shared equally in the overall decline in sales. The differeunce
between these two figures represents the maximum potential loss in sales due
to ioncreased imports.v Tbis amount can then be compared to tbe volume of loss
attributable solely to reduced demand. The following tables, based upon data
available in tbe Commission's report, reveal the results of this exercise for

1979 and for January-June 1980:

Table 1.--Passenger automobiles: U.S. apparent consumption, U.S. producers'
domestic shipments, imports for consumption, imports' share of consumption,
1978 and 1979, and relative increases or declines in imports and producers'
shipments in 1979, if the share of imports is held constant at the 1978

level :

Item Po1978 P1979

Actual 1978 and 1979 data:

Apparent consumption----=---——mem————— 1,000 units--: 11,185.0 : 10,315.3
U.S. producers' domestic shipments————r——eeeee-— do--: 8,256.9 : 7,518.2
~———=e—=do--: 2,928.1 : 2,797.1

Imports for consumption
Ratio of imports to consumption----------- percent—: 26.2 : o 21.1

Estimated data for 1979, holding import share of
consumption constant at 1978 level and using
actual 1979 consumption data:

Imports, if held at 1978 share of

consumption=======——-—m——— e 1,000 units--: RV 2,702.6
U.S. producers' domestic shipments, if held : ]
at 1978 share of consumption-—------1,000 units--: 1/ : 7,612.7

Net change from 1978 to 1979:
Total actual decline in U.S. producers'

shipments—-- 1,000 units--: 1/ : 738.7
Net decline due to increasing import share---do--: PV 94.5
Net decline due to declining demand-----—---= do--: 1/ N 644.2

Share of declining shipments due to declining
demand--—=———mmmo s o e percent—-: 1/ : 87.2

1/ Not applicable.

Source: Compiled from data presented in table 19 of the staff report.
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Table 2.--Passenger automobiles: U.S. apparent consumption, U.S. producers'
domestic shipments, imports for consumption, imports' share of consumption,
January-June 1979 and January-June 1980, and relative increases or declines
in imports and producers' shipments in January-June 1980, 1f the share of
imports is held constant at the January-June 1979 level

:January-June: January-June
: 1979 : 1980

.

Item

Actual January-June 1979 and January-June 1980 data: :

e se o

Apparent consumption 1,000 units--: 5,807.7 4,731.7
U.S. producers' domestic shipments--—-—-~———--—do—-: 4,369.8 : 3,099.9
Imports for consumption do--: 1,437.9 : 1,631.8
Ratio of imports to consumption~——------=~ percent—-: 24.7 : 34.5
-Estimated data for January-June 1980, holding import : :
share of consumption constant at January-June 1979 : :
level and using actual January-June 1980 :
_consumption data: : :
Imports, if held at January-June 1979 share of : :
consumption 1,000 units—-: 1/ : 1,168.7
U.S. producers' domestic shipments, if held at : :
January-June 1979 share of consumption-~——- do--: 1/ : 3,563.0
Net change from January-June 1979 to January-June 1980:: :
Total actual decline in U.S. producers' . : :
shipments 1,000 units—-: 1/ : 1,269.9
Net decline due to increasing import share of : :
consumption 1,000 units—-: 1/ : 463.1
Net decline due to declining demand----------do--: 1/ : 806.8
Share of declining shipments due to declining :
demand percent--: 1/ : 63.5
1/ Not applicable.
Source: Compiled from data presented in table 19 of the staff report.
Table 3.--Light trucks and cab/chassis therefor: U.S. apparent consumption,
U.S. producers' domestic shipments, imports for consumption, imports' share
consumption, 1978 and 1979, and relative increases or declines in imports
and producers' shipments in 1979, 1f the share of imports is held constant
at the 1978 level.
Item Poo1978 Po1979
Actual 1978 and 1979 data: : ’ E
Apparent consumption 1,000 units—-: 3,909.3 : 3,155.1
U.S. producers' domestic shipments—-———eeeee——do--: 3,049.8 : 2,351.4
Imports for consumption do--: 859.5 : 803.7
Ratio of imports to consumption-——-——————- percent——: 1 21.9 ¢ 25.5
Estimated data for 1979, holding import share of : H
consumption constant at 1978 level and using : :
actual 1979 consumption data: ) H :
Imports, if held at 1978 share of : :
consumption 1,000 units—-: 1/ : 691.0
U.S. producers' domestic shipments, if held : :
at 1978 share of consumption—--—-—- 1,000 units--: 1/ : 2,464.1
Net change from 1978 to 1979: : :
Total actual deciine in U.S. producers’' s :
shipments-—-- : 1,000 units—: 1/ : 698.4
Net decline du: to increasing import share---do--: 1/ : 112.7
Net decline due to declining demand--—----=---do--: 1/ : 585.7
Share of declining shipments due to declining : : :
demand percent-=: 1/ : 83.9
1/ Not applicable. . 24

Source: Compiled from data presented in table 20 of the staff report.
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Table 4.—-Light trucks and cab/chassis therefor: U.S. apparent consumption,
U.S. producers' domestic shipments, imports for consumption, imports' share
of consumption, January-June 1979 and January-June 1980, and relative
increases or declines in imports and producers' shipments in January-June
1980, if the share of imports is held constant at the January-June 1979

level

Item :January-June: January-June

g : 1979 ' 1980
Actual January-June 1979 and January-June 1980 data: : :

Apparent consumption 1,000 units--: 1,943.0 : 1,014.7
U.S. producers' domestic shipments-—————————=== do--: 1,181.1 : 587.9
Imports for consumption do—-: 442.3 426.8
Ratio of imports to consumption--——-~-—-—— percent—-: 22.7 : 42.1

Estimated data for January-June 1980, holding import
share of consumption constant at January-June 1979 :
level and using actual January-June 1980 :
consumption data:

.
* oo oo se e ee o

Imports, if held at January-June 1979 share of :
consumption—-- 1,000 units—-: 1/ : 230.3
U.S. producers' domestic shipments, if held at :
January-June 1979 share of consumption----- do--: 1/ 784.4

Net change from January-June 1979 to January-June 198C:
Total actual decine in U.S. producers'

®e os ee eo s se e es e

shipments---— - 1,000 urits—- 1/ 593.2
Net decline due to increasing import share cf :

consumption 1,000 w its—-: 1/ 196.5
Net decline du2 to declining demand----------do--: 1/ 396.7
Share of decliaiing shipments due to decliniig : :

demand percent—-: 1/ : 66.9

1/ Not applicable.

Source: Compiled from data presented in table 20 of the staff report.

1 believe that these tables demounstrate grapbically why imports are not a
"substantial cause" of eitber industry's present malaise. They éuggest that
declining demand accounted for over 80 percent of the net declive iwn U.S.
producers' domestic shipmeunts of both automobiles and trucks from 1978 to
1979, as compared with less thaun 20 percent of the decline in U.S. prqducgrs'
domestic shipments being attributable to imports' increasing share of U.S.-
cdnsumption. Between January-June 1979 and January-Juune 1980, abodt

two-thirds of the declime in U.S. producers' domestic shipmeunts was
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attribﬁ;able‘té declining demand and ounly a third was due to the increased
sbare of .the U.S. market accounted for by imports. Tbhus, eveun if tbe import
share had been beld counstant during these critical 18 montbs, and even if all
of tnose sales which went into the increased import sbare had instead goune to
u.s. ptoducers,>ﬁomestic firms' sales still would bave fallen by over 80
percént 6f‘théir actual decline in 1979 and by over 60 percent of their actual
decline.in_January-June 1980. While the legislative history cautious agaiust
fne application of a pure mathematical test, it is necessary to assess the
relative impact of these factors, and I tbhink fbese perceuntages reveal why oune
1s so overwhelmingly greater than tbe otber.

Petitioners would perbaps dispute the conclusions I draw from the above
tables because the tables fail to allow for the theory that an import increase
in the earlier period of 1976-78 could be accountable for injury whicb did not
become manifest until 1979. However, even if average imports, consumptioun and
domestic shipments. for 1976-78 are compared to the 1979 figures, tbe decline
in demand 1s still greater tban the import factor. Mqreove§, the above tables
really accouant for the overall import increase since 1975, because they

postulate the overall effect of the increaséd market share of imports caused

by a drop in domestic sales after three years of steady import growtb. Tbus,
the above analysis gives au accurate picture of the demand and import factors
siace 1975. ‘ (

It bas been argued in this case that the dowaturn in demand is itself a
result of several factors, and tbat each should be assessed individually to

determine whether any siungle factor is greater tban increasing imports. To
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consider deménd in the aggregate, the argument goes, is to cumulate
artificially what are clearly separate causal elements in a mavnver
laconsistent with the purposes or legislative bhistory of Section»201. Amoug
:be separate and ideuntifiable causes mentioued in this case are inflationm,
inemployment, rising interest rates, and bigher eunergy costs. Uundoubtedly,
111 of these factors played a part inm bringing about the present recession in

lew vebicle sales. Supporters of the petition contend that unone of these

‘actors aloune played as great a role in bringing about the injury as

ncreasing imports. In fact, the UAW brief contends that increasing imports

rought oun much of the recession, and so the recessioun should be viewed as an

ffect rather tban a cause.

All of these contentious seek to isolate and weigh separately the various

omponents of a geuneral economic downturn. In reality, most of the factors

entioned above bave worked in unison to bring about what is commounly termed a
recession.'" Inflation in new vehicle prices coupled with bigher credit rates
ave acted togetber to drive up the total costs of new motor vebicles.

iterest rates have played a particularly importaunt part in the volume of auto
1les, because these are loung-term counsumer durable purchases where éredit
inancing is the norm. Not ouly bave transaction prices for new vebicles and

»atbly paymeunts for loans ioncreased, but credit has become "tigbter," and the

1fusal rate on auto credit applications bhas grown. Unemploymeunt aund general

1iflation bave acted to reduce the real disposable income of the average

masumer, and a normal reaction bas been to delay many long-term capital

tlays.
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All of these phenomena are part and parcel of a gemeralized recession,
wnicb“is normally defined as a period of reduced ecounomic activity, and which
can be brought on by a multitude of factors. Recessions are often
characterized by rising prices, bigh interest rates and unemployment. But to
say they are qombrised of a multitude of causes is not to say that reduced
demandrin a recession caunnot be cited as a siungle cause for purposes of
seétidﬁ‘ZOl. In fact, I bave cited tbis very factor in several past
cases, 25/ particularly where we were counsidering bighly cyclical industries
which fluctuate with tbe general ecounomy. Ihe reason for such a policy is
readily apparent; if decline in demand for the product is a cousequence of a
generai economic downturn, then the inevitable recovery from the recession
will restore bealtb to the industry. This is precisely what bappened to the
automobile industry after the downturan in 1974-75. Cyclical downturus iun the
economy are to be expected, and must not force a reliance on unnecessary
import remedies. Tbe problem which auto producers counfroant is one whicé
contronts many sectors of the economy (the building industry, for example),
aand it cannot be solved by import relief.

Of course, it is possible for imports to be a '"substantial cause" of
serious injury or threat thereof during a recession, but only where the
absolute or relative iuncrease is of sufficient magnitp&e to outweigh or equal
the effects of the recession itself. As the previous}y cited tables

demonstrate, that is not the case in the present investigation.,

25/ See, e.g., Machine Needles, Tav. TA-201-38, USITC Pub. 936 at 22 (1974),
Unalloyed Unwrought Zinc, Inv. TA-201-31, USITC PUb. 894 at 17, 19 (10978),
Citizens Baand (CB)' Radio Traunsceivers, Iav. TA-201-29, USITC Pub. 852 at 29
(1978).
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The Shift In Demand

A general understanding of bow purcbasers are reacting to changes in the
marketplace is helpful in assessing the significaunce of tbe shift in demand
and Detroit's reaction to it. With the bigh cost of new cafs and bigh
interest rates seriously affecting consumer confideunce, it appears that a
number of would-be purchasers are keeping tbeir vebicles longer. This is
verified by our information regarding tbe average age of motor vehicles. 26/
Such data shows a substantial change in buying babits from the days when
trade-ins were encouraéed every 2 or 3 years. At the same time, tbe rising
cost of fuel creates a sbift io demand, so that coonsumers who do bave tbhe
economic means to make purchases want a more fuel-efficient model. Some
consumers perhaps see the rapid improvements in fuel economy and decide to
delay purchases another year or two uuntil their favorite models bave
substauntially better mileage ratings. 1Iun sbort, the rapid changes in product
mix may be creating some of the buying uncertaionty. The sbift to smaller cars
also affects tbe trade-in value of used cars, whbichb in turn increases the cost
of purchasing a new model. All of these problems result in a general
reluctance to euter the market until prices and credit rates stabilize,
general ecounomic conditions improve, and buyers become convinced that the new
generation of products are sufficiently fuel-efficient and well made.

This theory of consumer bebavior explains much of the current
recessionary difficulty, but it also raises the inevitable question.of whether

sbift in demand to smaller cars is itself a more important cause of serious

26/ Prebearing Report to the Commission and Parties, issued September 10,
1980, at A-134.
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injury than increased imports. The facts speak for themselves about tbe size
of this?Change;in cousumer preference. gl/ One of the difficulties in
asseséiug such a factor quantitatively is tbat it is inextricably bound
together with tbe increase in imports. While a sbift from big to small is
conceptually differeat than a change from domestic to imported, the fact is
tbat two—thirds»of the recent increase in small car sales bas accrued to the
benefiﬁ,bf importers. Ultimately, one becomes invoved in a tautological
debate about whether increased imports of small cars are an effect of the
sbift in demand or tbe explamatiom for it. Thus, it is ounly possible to make
certain qualitative judgments about the sbifting product mix witbin tbe
domestic industry itself.

Ordinarily, the sbift to anotbher product within tbe same industry should
not necessarily be injurious to that iondustry. However, the lead times
associated witb iotroducing new models aund the maguitude of capital
investments required make the auto industry unique. Iun order to be able to
accommodate a shift, they must anticipate it by 3 to 5 years. Industry
estimates of the need to alter production between 1975 and~l980 did wnot
accurately predict bhow fast Ameriéans would abandon their large cars. Due
largely to unforseen events such as the Iranian revolution and subsequent oil
shortage, and because of the lead-time problem associated with auto
production, U.S. producers' plans for expanding small car output lagged far
bebind the market and its uneeds. In féct, Fora Motor Cs. bad made a conscious

decision not to downsize its entire fleet as far back as 1976, and instead

27/ Iofra A-70 through A-7l.
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concentrated on creating the enfirely new Escort/Lyox model. Tbus, Ford found
itself witb little flexibility to expand small car production wheun market
forces chaunged, and in additiom found itself needing to accelerate capital
expenditures and squeeze them into a shortér time—frame in order to react to
sweeping changes in consumer preference. Chrysler found itself in much the
same situation, but it recéived subétantial federal support which belped to
offset some of its capital’expenditures. Moreover, its small car plaans were
furtber aloong than Ford's, although Chrysler still bad excess large car
capacity. Ooly Geumeral Motors, with superior capital resources, was in a
position to face tbe treud toward smaller cars. TIts downsizing was well
aloung, and it bad subsgantial numbers of small car models in production.

Clearly tbhen, the rapid transitiom to smaller autos and trucks disturbed
U.S. producers' plans for a slow, orderly transition. They bad boped to
finance their plans for new, fuel-efficient models through the profits on
large autos. Without these profits being geunerated, they found themselves
locurring buge capital costs when they could least afford them. Our
investigation also reveals that the profit margin on small cars bas
traditionally been much less, so thé industry found itself sbifting into a
product line which resulted in a lower ratio of unet profits to sales. Yet
tbey were not producing such models on sufficieunt economies of scale to yfeld
the type of profits tbat sales of large cars--loaded with expeunsive }
"extras''--could produce. |

All of these factors unquestionably affected tbe profit picfure of U.S.

firms. Moreover, the carrying costs to dealers incurred from baving bigh
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inventories of large cars has also been injurious, especially with tbe higber
in;ergst rates. A record number of dealers bave gone out of business since
1979. ‘Thué,;the shift in demand must be viewed as anm "important cause" of
injury‘separate ;nd apart from the shift to imports. Many of tbe industries'
costs would bave been incurred even if import competition bad not existed,
because.simple économics dictated the change in consumer prefereunce. However,
I do not believe that the problems associated with this sbift in demand sbould
be coﬁéi&éred more important than tbe relative increase in imported products.
First, there is the previously mentioned fact that two-thirds of the growtb in
small cars hasbaccrued to the bevnefit of imports. Some have suggested tbat
this merely méans imports, particularly Japanese vebicles, were better
situated to capitalize on the sbift in demand. While tbis is certainly true,
it does unot alter the fact that the traunsition of domestic producers to
smaller vebicles was much less profitable in the sbort run because a
disproportionate number of small car sales were going to importers. Were it
not for the growing volume of imported small cars, Detroit could bave
undergone its present transformation more profitably and perbaps more
dramatically. But tbe awareness that expanding small car output might not
have expanded new car sales certainly impacted upon corporate decision-making
regarding small vebicles. Also, U.S. firms bhave found themselves unable to
charge sufficient markups on their small models because of import

competition. Thus, I believe imports were an equal or greater problem for the

industry to coufront than the mere tramnsition to small cars.
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I recoguize that in numeriéal terms the shift to émaller models has been
greater than tbe increase ié imports. Our own staff bas conqluded that tbis
is so. 28/ However, I thionk this is a statistic which is bighly unreliable
and misleading. It depends upon what oune classifies as "small cars," an issue
oun which there are a numbgr of viewpoints. Some U.S. compacts are not really
comparable in terms of size or fuel mileage witb imported models, so the
comparison is not altogetser justified. Tbis is why I bave relied ou a
qualitative ratber tbhan a quantitative assessmeut of tbe relative importance
of these two causal factérs.

Finally, tbere may be some implicétion from the record in this
investigation that we should give greater weight to the shift in demand as a
cause because the industry brought injury upoun itself by refusing to recognize
in a timely manner tbhe loug-term chauge in cousumer preference away from 'gas
guzzlers." This "self inflicted injury" theory bas superficial appeal. It
appears to be popular amoung a large segment of the public. However, it
ignores the fact that large car sales were exceedingly healtby in tbe period
1976-78. Eveunts such as the revolution in Iran and tbe sudden changes iu our
nation's energy policy after decades of price regulation are what disturbed
the pattern. The auto producers now see the inevitability of tbe future and
are adjusting to meet it, but I cannot find their own management misjudgménts
or lack of planniung to be supérseding causes of injury. The long?standing
obsession in the United States with large automobiles bhas many exﬁlanations.

It resulted in large part from federal price controls that beld the price of

28/ Prebearing Report to the Commission and Parties, issued September 10,
1980, at A-66.
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gasoline at a fraction of the world price, a federally funded bighway system
tbat~§ncourage§ use‘of large, comfortable vebicles, and a national affluence
that léd;ué to‘lose sight of our true resource limitations. After the initial
scare of gasoline lines and shortages in 1974, tbe American consumer flirted
with a shift to small cars. The government considered bigher gasoliune taxes,
tough fuel ecohémy standards and an overall national emergy policy. Most
logiéai_é;eps wére deferred, and the average American counsumer weunt back to
demanding lgrge, fuel-inefficient vebicles, The auto companies bad sbhifted
some production to smaller cars, but were forced to use large rebates to sell
many of those models in the face of a quick sﬁift in consumer tastes back to
larger cars. Thus, the auto industry bas bad considerable difficulty in
judging fickle consumers wishes. While it is possible to criticize the auto
industry for a lack of total commitment in advertising and merchaundising of
smaller cars or a failure to recogunize the inevitable long term consequences
of energy scarcity, the fact remains that the American cousumer was unot ready
for tbe chbange until 1979. Wbhen gas prices abruptly-doubled to beyound tbe
magic $1.00 per gallon barrier and long limes returuned, thehaverage cousumer
reacted. Sales of big cars plummeted. Sales of small cars increased, but not
ian sufficieat quantities to approach the decline iun. large car sales. This
time everyone seems to agree that fuel efficiency bas become one of the most

important criteria for potential car buyers, and will probably remain so.

Summarz

I fiad the overall decline in consumption brought about by the current

recession to be a greater cause of serious injury than iocreased imports. I
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also find‘that tbe shift in cousumer demand is an important cause of tbhe
present imjury, but it is not in and of itself a greater cause thaon the
relative import increaée. Increased imports made it difficult for U.S. firms
to conduct the tramsition to smaller vebhicles, tbhus impairingvtheir
competitiveness and inbibiting a faster shift to meet changing demand. But by
far tbe greatest explanation of the damage suffered in the past 18 moontbhs bas
been tbe recession itself. Without it, tbere would be no serious injury today.
Undoubtedly, there will be debate about the appropriateness of tbhe
majority's causation detérmination. This is an area of legal policy that is
by 1ts very nature coutroversial and sﬁbjective. There are those who might
disagree with the policy of treating demand as a separate ca;se, but T believe
tbols policy makes good sense. It is our task under the statute to find
"substantial cause,' and despite tbe fact tbat I realize imports are ao
"important" cause of the problem, they do not satisfy the strict criteria of
Section 20l. Perbaps the dilemma which tbis determination posed for me was

vest summed up by tbe court in the famous case of Palsgraf v. Long Island

Railway. 29/

The proximate cause, involved as it may be with many other causes,
must be, at tbe least, something without which tbe event would not
bappen. The court must ask itself whetber there was a wnatural and
continuous sequence between cause and effect. Was the oune a
substantial factor in producing tbe otber? Was there a direct
counnection between them, without too many intervening causes? Is
tbe effect of cause on result not too attenuated? 1Is the cause
likely, in the usual judgment of mankind, to produce the result?
Or, by the exercise of prudent foresight, could the result be
foreseen? 1Is the result too remote from tbe cause, and bere we -
consider remoteuness in time and space? . . . We draw an uncertain
line, but draw it we must as best we can.

29/ 248 N.Y. 339, 162 N.E. 99 (1928) (Andrews, J., dissenting) (empbassis
supplied). o
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In addition to concluding that increased imports are unot a substaantial
cause of tﬁe seribus injury wbicb presently exists, I also believe they could
not be a substantial cause of any threat thereof. U.S. small car production
is steadily increasing, The three major manufacturers have beguun introducing
their new generation of front wheel drive, fuel efficient vebicles. We
received1¢xtensivé‘testimony that suchb products were fully competitive and
would févéiutionize tbe automobile industry. 30/ As such products come on
stream the import share of tbe small car market should decliune, particularly
if demand picks up. Of course, if we remain in a deep recession witb bigh
interest rates it 1s probable tbat the present critical state of the industry
will continue for some time. However, the adjustment already made by domestic
firms to changing counsumer demand should act to reduce the import sbare.

Thué, imports should not become a greater causal factor im the next year or
two. It is also worth noting that monthly import sales bave actually declined
siace August, 1980. 31/ Tbis seems to suggest that import volume bas peaked,
and tonat there would ouly be a noticeably bigber imporfrmarket share if demand
for automobiles coontinued to declime. Such a decline in demand would only
dramatize the causal link to recessionary factors which I bave already cited

as the major problem.

30/ The prebearing brief of the UAW quotes a report tbhat the domestic
industry will increase its production of tbe smaller, more fuel-efficient cars
from 1,750,000 vebicles in 1980 to 7,210,000 vehicles in 1983. Prebearing
Brief of United Auto Workers at 70.

31/ Data compiled by USITC staff from public sources.
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VIEWS OF VICE CHAIRMAN MICHAEL J. CALHOUN

In this investigation under section 201 of the Trade Act of
1974, we are called upon to determine
whether an article is being imported into the United
States in such increased quantities as to be a substantial
cause of serious injury, or the threat thereof, to the
domestic industry producing an article like or directly
competitive with the imported article. 1/
After reviewing the record and considering the statute and the legislative
history, I have determined that the requirements of section 201
have not been met and, thus, cannot recommend relief for the industry.
I reach this conclusion because I do not find that imports are a substantial
cause of serious injury as substantial cause is defined in section

201(b)(4). The reasons for this determination are discussed below.

Imported Article

The June 12, 1980 petition filed in this investigation by the
International Union, United Automobile, Aerospace and Agricultural Implement
Workers of America ("UAW'") requested "relief from import competition
from passenger cars, light trucks, vans and general utility vehicles
from Japan, West Germany, and countries other than Canada." 2/

Subsequently, the Commission initiated this investigation

to determine whether automobile trucks, except automobile .
truck tractors and truck trailers imported together; on-the-
highway, passenger automobiles; and bodies (including cabs)
and chassis for automobile trucks except truck tractors 2

1/ Section 201(b)(1), 19 U.S.C. 2251(b)(1).

2/ Petition for Relief Under Section 201 of the Trade Act of 1974

from Import Competition from Imported Passenger Cars, Light Trucks,

Vans, and Utility Vehicles (hereinafter "UAW Petition'"), p. 2,

3/ 45 F.R. 45731, July 7, 1980. The Federal Register notice delineates

the broad category of imported articles which are subject to an investi- -
gation, but the notice does not define the domestic industry. The ‘
determination of which companies are producers of articles like or

directly competitive with the imported article is made by the Commission 37
at a much later stage in the investigation.
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are being imported in such a way as to be cognizable under section
201.

Sﬁbsequently, on August 4, the Ford Motor Company, Inc., "Ford",

filed a petition which stated,

[t]he 1mported articles which have caused serious injury
and are threatening more serious injury, to the U.S.
automotive industry are passenger cars, including station
_wagons,...and light trucks, vans, and general utility

‘vehicles.... 1/

The Commission's Notice of Receipt of the Ford petition 2/ did not change
the scope of the investigation instituted pursuant to the UAW petition.
Thus, to determine the framework for an analysis of whether the criteria
under section 201havebeen met, it is necessary first to determine
the relevant article or articles being imported.

No legislative history guides us in defining the article being
imported. Giving the word its plain meaning, using Webster's Third
New International Dictionary, an article is "a thing of a particular
class or kind as distinct from a thing of another éiass or kind."
Since the definition of the imported article focuses the investigation
and since relief under section 201 is a derogation from our inter-
national commitments, it would seem appareht that the Congress intended

the scope of the investigation to be narrowed to permit an assessment

of the impact of as specifically described a '"thing" as practicable. 3/

1/ Petition for Relief from Increased Imports of Passenger Cars,
Light Trucks, Vansyand Utility Vehicles under Section 201 of the
Trade Act of 1974 ' (Ford Petition) p. 10.

2/ 45 F.R. 55873, August 21, 1980.

3/ When Congress uses the term "articles" it sometimes intends it

to have a broad meaning, including almost every separate substance or
material, and at other times to have u narrower or more restricted
meaning. Its significance in each case must be determined from the
context. Marshall Co., Inc., et al. vs. U.S., 320 F. Supp. 1003, 65

Cust. Ct. 629, C.D. 4148 (1970). -
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Article, then, shoul& Eé defined as narrowly and precisely as possible,
more so than simply.a TSUS category if necessary so as to allow the
greatest precision in assessing impact.

For the reasons discussed in this section, I conclude that the
items subject to this investigation form three broad classes or kinds,
and, thus, can be’divided into three articles: (1) on-the-highway
passenger automobiles; (2) light automobile trucks 10,000 pounds
gross vehicle weight ('gvw') or less (except automobile truck tractors
and truck trailers imported together), bodies (including cabs),
and chassis for such automobile trucks; (3) medium and heavy trucks
of over 1000 pounds gvw (except automobile truck tractors and truck
trailers imported together), bodies (including cabs), and chassis for
such automobile trucks.

On-the-highway passenger automobiles are described in TSUS item
692.10 with a special item 692.11 for these articles when imported from
Canada under the Automotive Products Trade Act of 1965 ("APTA") (19
U.S.C. 2001). The column 1 rate of duty is being reduced from 3 percent
ad valorem to 2.5 percent ad valorem in 5 annual stages beginning
January 1, 1980. 1/ The Canadian vehicles are imported free of duty.

A very important characteristic of these on-the-highway passehgerﬁ
automobiles being impdrted into the United States is that; conservétively,

80 percent tend to be smaller, more fuel-efficient automobiles largely

1/ Pres. Proc. 4707, 44 F.R. 72348, December 11, 1979. Thus the
rate is currently 2.9 percent ad valorem.
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from Japan while the remaining 20 percent tend to be larger, less
'fuel—effipient automobiles largely from Unifed States subsidiaries in
Canéda. 1/

Automobile trucks are described in TSUS item 692.02, with a
special item 692.03 for vehicles imported from Canada under the APTA.
The.columﬁ.l rate of duty on TSUS item 692.02, when valued at $1,000

uof;ﬁore, is 8.5 percent ad valorem. However, as a result of a trade
dispute between the United States and the European Economic Community,
these trucks are temporarily subject to duties at a rate of 25 percent
ad valorem. 2/ The Canadian vehicles aré imported free of duty.

Although the scope of this investigation included medium and
large trucks (except automobile truck tractors and truck trailers
imported together) which are heavy duty commercial vehicles, the
petitioners were particularly concerned with finished or unfinished
automobile trucks with a gross vehicle weight of 10,000 pounds or
less, popularly termed "light trucks.'" Light trucks include pickups,
vans, general utility vehicles and certain wagons. Iﬁ contrast to
on-the-highway passenger automobiles, which are designed for the
transportation of passengers, these light trucks traditionally have
been designed primarily for the transportation of gérgo and a driver.

Because of the concern with unfinished trucks, our investigation
also encompassed bodies (including cabs) and chassis for trucks. A

cab/chassis is a pickup cab on a chassis to which a number of different

1/ For a discussion of these categorizations see the treatment of
Industry, infra.

2/ Pres. Proc. 3564, 28 F.R. 13247, December‘6, 1963, shown at item
945.69 of the TSUS.
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types of cargo or passengéf containers may be atﬁached. The
cab/chassis are importéd under TSUS item 692.20, with a special item
692.21 for these items impérted under the APTA. The column 1 rate of
duty on these items is 4 percent ad valorem. However, to implement a
decision of the United States Court of Customs and Patent Appeals, 1/
the United States Cu;toms Ser&ice reclassified imported lightweight
cab/chassis under itém 692.02, making them dutiable at the temporary

rate of 25 percent ad valorem. 2/ The Canadian items are imported free

of duty under item 692.03 of the TSUS.

Being Imported into the United States

Under the statute, the article whose impact is being assessed
must be "imported into the United States.'" 1In this context, Ford has
made a novel argument concerning articles entering the country under the
APTA. It is Ford's position that these items are not being imported
into the United States because there is a single, unified North American
common market for the manufacture and distribution of new cars and

trucks. The level of shipments of automobiles from Canada is, to some

1/ Daisy-Heddon, Div. Victor Comptometer Corp. v. U.S., 600 F. 2d
799 (CCPA 1979). ‘
2/ T.D. 80-137, 45 F.R. 35057, May 23, 1980.
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extent, coordinated by the domestic parent companies who are the
pﬁr;haséTS\of most of the Canadian items. The average Ford vehicle
entéring the Uﬁited States from Canada has an aggregate United States
content, as a percentage of dealer wholesale price, in excess of 75
percent. Further, Ford argues that the special status of these items

is recognized under APTA and the relevant waiver obtained by the
UnifedAStates under Article XXV of the General Agreement on Tariffs

and Trade (the "General Agreement'). 1/ 1In short, Ford contends that
these captiVe imports, as distinct from others, ought not to be considered
as imports for purposes of this investigation. 2/

I find no basis for supporting this argument. Because of the
importance of the automotive trade between the United States and
Canada, I shall address Ford's position in some detail. I should
note, however, that even if Canadian imports were not included as
imports, my determination would be no different.

General Motors Corporation (''GM"), Ford, Chrysler Corporation
("Chrysler'"), and the American Motors Corporation ('AMC") have Canadian
subsidiaries which operate assembly plants in Canada. The vehicles
produced in those plants before 1980 were mostly those large vehicles

which have difficulty competing with other imports.-

1/ Ford Petition, pp. 16-21. v

2/ Ford received no support for its position. Even Ford did not

make a similar argument concerning captive imports from other countries.
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Clearly there is a significant cross-border trade between the
United States and Canada,; with domestic producers responsible for
that trade and its impact. Each U.S. manufacturer has a' significant
role in the operations of its Canadian subsidiary and, consequently,
may direct those operations in a manner which is not harmful to the
parent. Nevertheless, those very operations might have an adverse
impact on another U.S: manufacturer or on the workers formerly involved
in production operaﬁions transferred from the U.S. parent to the Canadian
subsidiary. Because of the significance in volume and value of these
captive imports, any investigation which excluded them from the definition

of imports would be severely distorted.

Furthermore, there is no support for Ford's contention that there
is a legal basis for determining that these articles are not being
imported into the United States. 1/

Ford cites the Agreement Concerning Automotive Products Between
the Government of the United States of America and the Government of
Canada 2/ ( the "Autopact') as legal support for excluding
the captive imports from Canadé from our definition of imports. Basic
to Ford's argument is the notion that the Autopact is more than a
bilateral agreement concerning tariffs and that it creates a common
market for trade in certain automotive vehicles and parts.

The fact is that the Autopact has been implemented as a tariff
agreement although it.is a logical extension of the integration of

the U.S. and Canadian automotive industries. Moreover, it>expressiy:permits

1/ Contrast section 201(b)(3)(A), which seems to assume that captive .
imports will be included in the domestic industry.
2/ 606 U.N.T.S. 31, 17 U.S.T. 1372, T.I.A.S. No. 6093 (1965).
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the application of section 201 to duty-free automotive imports from
Canada by providing that each country may enforce its rights 1/ under
'Afﬁicle XIX of the General Agreement, the international escape clause
upén which section 201 is based.
The Autopact is a brief bilateral agreement of unlimited duration.
The preamble begins with a statement that describes the two governments
_as. "determined to strengthen the economic relations between their
two countries" and
Recognizing that an expansion of trade can best be achieved
through the reduction or elimination of tariff and all
other barriers to trade operating to impede or distort the

full and efficient development of each country's trade and
industrial potentialj;...(emphasis added).

The substantive provisions of the Autopact are contained in its Articles
I-V and its annexes. Article I is most germane. It stops short,

however, of mentioning a common market:

1/ Under Article III of the Autopact "The commitments made by the

two Governments in this Agreement shall not preclude action by either
Government consistent with its obligation under Part II of the General
Agreement on Tariffs and Trade.'" Part II of the General Agreement

contains the provisions which relate to nontariff barriers to international
trade, including Article XIX. Concerning Article III of the Autopact,

the GATT Working Party which examined the Autopact was told that the
parties

had wished to reserve their right to take certain action
vis-a-vis each other in accordance with the articles of the
GATT referred to and that the formulation 'in Article III had
appeared the simplest way of doing this.- This article was
not intended to affect the rights and obligations of third
countries under the General Agreement. (BISD, Thirteenth
Supplement, 112, 115.)

The Report of the Committee on Finance on the Automotive Products Trade

Act of 1965 is supportive of this interpretation: "The agreement permits
either government to take action consistent with its obligations under Part
II of the General Agreement on Tariffs and Trade (GATT) Art. III. Part II
of the GATT includes provisions permitting contracting parties to take
antidumping measures and escape clause actions. In this connection it
should be made clear that nothing in this agreement nor in this enabling
legislation acts to dull the operation of our remedial statutes.'" Sen. Rep.
782, 89th Cong., lst Sess., 7 (1965), 1965 USCAN 3670, 3676.
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The Governments of the United States and Canada, pursuant to
the above principtes [in the Preamble], shall seek the early
achievement of the following objectives:

(a) The creation of a broader market for automotive
products within which the full benefits of specialization
and large-scale production can be achieved;

(b) The liberalization of United States and Canadian
automotive trade in respect of tariff barriers and

other factors tending to impede it, with a view to
enabling the industries of both countries to participate
on a fair and equitable basis in the expanding total
market 60f the two countries;,.. (emphasis added)

Although Article I speaks of broad objectives, Article II limits
the immediate impact of the Autopéct to the granting of duty-free
treatment to the imports specified in the annexes.
The United States implemented the Autopact in the Automotive

Products Trade Act of 1965 (19 U.S.C. 2001). The implementing provisions
refer to proclamations and modifications of tariff treatment:

The President is authorized to proclaim the modification

of the Tariff Schedules of the United States provided for

in Title IV of this Act. 1/
The only general reference to the broader objectives of Article
I of the Autopact is contained in section 205 2/ of the 1egis1ation
concerning special reports by the President to the Congress. The
President was required to advise the Congress of the progress made toward
the achievement of the objectives of Article I of the Autopact and recommend
those further steps, including legislation, necesdary for the achievémenf

of the purposes of the Autopact and the implementing 1egislationc

1/ 19 U.s.C. 2011(a).
2/ 1d. at 2015.
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Pursuant to the authority granted by Congress, the President has
issued two proclamations concerning tariff treatment, 1/ which is
' Shown-in Subpart B, Part 6, S;hedule 6 of the TSUS and headnote
72 fhéreof.

The legisiative history 2/ of the Automotive Products Trade
Act of 1965 provides no more helpful explanation of the Autopact
.and Congféssional intent. It is noteworthy, though, that strong
ﬁiﬁority'views were submitted by Senators Ribicoff, Hartke and Gore. 3/
Their primary concern was that,

this legislation is special interest legislation of the

most restrictive sort, the opposite of free trade, detrimental
to our balance-of-payment situation and harmful to American
industry and jobs. 4/

The waiver 5/ granted by the contracting parties to the United
States for its discriminatory implementation of the Autopact was
clearly a waiver of the obligations concerning customs treatment
imposed upon the United States under Article I:1 of the General
Agreement. The contracting parties seemed to consider the Autopact
to be limited to tariff treatment. No mention was made of Article

XXIV (relating to customs unions and free-trade areas). The preamble

to the waiver and the waiver itself repeatedly refer to "duty-free

1/ Proc. No. 3682, 30 F.R. 13683, October 21, 1965 and Proc.
No. 3743, 31 F.R. 12003, September 8, 1966. ’

2/ 1965 U.S.C.C.A.N. 3670

3/ 1d. at p. 3705.

4/ Ibid.

5/ BISD, Fourteenth Supplement, 37.
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treatment" and '"customs duties.'" Further reading leads to the conclusion
that. the waiver was graﬁtéd.to further the international rationalization
’of production, provided the rights of other Contracting Parties are
protected. 1/

As further support for its position, Ford cited the Commission's
determination in Bolts, Nuts, and Large Screws of Iron or Steel, Investigation

No. TA-201-37, USITC Pub. No. 924 (1978). Certain of the imported

articles in that investigation were imported from Canada under the
Autopact. In that investigation, in which only three Commissioners
participated, Commissioners Moore and Bedell fdund in the affirmative
(threat and seriqus injury, respéctively). In the Determination

of the Commission it was stated:

1/ '"Having been notified that the Governments of the United States

of America and Canada concluded,...an agreement providing for duty-

free treatment for trade in automotive products between their two
countries;... Considering that the automotive industries of the United
States and Canada are characterized by an exceptionally high degree

of integration, and Considering that by reason of the close similarity
of market conditions in the two countries and the close relationship
which exists and could be further developed in their production facilities
of automotive products, there are special factors which offer exceptional
opportunities further both to rationalize the production of automotive
products in the two countries and integrate production facilities and

to increase the efficiency of United States/Canadian

production; Considering, moreover, that the Government of the United
States accepts that the facilities granted in paragraph 1 below =
[relating to the discriminatory duty-free treatment] should not be

used in a way to prejudice the interests of other contracting parties

and that it is not its intention to cause imports into the United States
market of automotive products imported from Canada to replace imports

of like products from other sources;...." (emphasis added) Substantively,
the waiver contains the waiver itself (Article I) and several
consultation/dispute resolution provisions designed to protect the

trade interests of third party Contracting Parties, particularly if
problems of trade diversion develop. An annex lists, in terms of

TSUS item numbers, the automotive products which may receive the
duty-free treatment.
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The Commission makes no determination with respect to
imports of the subject articles from Canada admitted free of
duty as original equipment for motor vehicles under item
1 646.79 of the TSUS. 1/

Commissioner.Bedell, in separate views explained,

[t]here is insufficient information at this time, in
my opinion, for me to make a determination with respect
to these Canadian articles. 2/

Moreover, Commissioner Alberger, voting in the negative, made his
determination

with respect to all the imported articles under
investigation, including these Canadian articles. 3/

Thus, it is not correct to state that the Commission excluded the
Canadian ipems from its consideration because of the Autopact and the
implementing legislation.

In sum, this treatment of Ford's argument leads to the
simple conclusion that those articles entering the United States from
Canada, the Autopact and APTA notwithstanding, are, under the statute,

being imported into the United States.

Increased Quantities

The statute further requires the Commissionvto determine whether
an article is being imported into the United Stateé “in such increased
quantities' as to be a substantial cause of serious injury or the
threat thereof to the domestic industry. The incfease in quantity
may be either actual ér relative to domestic production. It is my
view that imports of automobiles and light trucks satisfy this require-

ment and imports of heavy trucks do not.

1/ TA-201-37, p. 4.
2/ 1d. p. 9.
3/ 1d. p. 4.
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It is undisputed that the quantity of imports of automobiles and
light trucks has increased since 1975 both in actual numbers and
relative to domestic production. The contrary is true with regard to

medium and heavy trucks. When the data are reviewed, two facts are

striking: The increase in imports from Japan and the extent of
captive imports by United States producers.

Regarding autmobiies, total imports for consumption of passenger
automobiles increased in actual numbers from 2,047,702 in 1975 to a
peak of 2,928,055 in 1978, before dropping to 2,797,063 in 1979.
During the first 6 months of 1980, 1,631,767 automobiles were
imported, an increése of about 200,000 cars or about 13 percent over
the same period in 1979. Of the 4 percent decrease in 1979 compared

with 1978, Canada's decrease was the largest (19 percent) even

surpassing that of the Federal Republic of Germany (12 percent). 1/

In contrast, imports from Japan increased 4 percent from 1978 to

1979, but increased 31 percent in the 6 month period January-June 1980
compared with the same period in 1979, probably because of the large

inventories held in 1979 had been depleted.

As a percentage of total imports for consumption of passenger
automobiles, Japan's share has steadily increased from 33.6 percent
in 1975 to 52.2 percent in 1978, 56.9 percent in 1979 and 61.9 perceﬁt

in the first 6 months of 1980.

1/ Certain Motor Vehicles and Certain Chassis and Bodies Thefefor,‘ :
Report to the President on Investigation No. TA-201-44, Dec. 21, 1980 (the
"Report"), p. A-23. (The figures in the table are slightly distorted by
the inclusion of Taiwan and Hong Kong.) The decline in imports from the
Federal Republic of Germany can be accounted for, at least in part, by 49
the opening of the Volkswagen of America, Inc., plant at New Stanton, Pa.
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In 1979, of the 3,101,990 automobiles exported from Japan,
1,546,740 or 50 percent were exported to the United States.l/ 1In
- contrast 630,216 or 20 percént were exported to the nine member states
df'thelEuropean Economic Community and 342,690 or only 11 percent
Qere exported to all of nearby Asia. During the same period, Japanese
domestic conéumption was about 3.1 million automobiles or about 100
peréent-of that country's automobile exports. In contrast to the
marked increase in imports from Japan, there was a slight decrease in
‘théivolume of imports entering this country from the Federal Republic
of Germany and the United Kingdom. There was a slight increase in
the amouﬁt entering from Italy, Sweden and France. 2/

U.S; producers' imports for consumption of passenger automobiles
increased from 830,000 in 1975 to 1,045,000 in 1977 and decreased to
779,000 in 1979. Thus, captive imports accounted for a declining but

constantly significant share of total imports: 41 percent in 1975,
39 percent in 1976, 38 percent in 1977, 35 percent in 1978, 28 percent
in 1979, and 26 percent in the first six months of 1980.

Imports of passenger automobiles as a percentageé of domestic
production increased steadily from 30.9 perceﬁt in 1975 to 33 percent
in 1979. A sharp contrast is evident in compariné these ratios for
the first 6 months of 1979 with the same period in 1980: 29.7 percent
for 1979 versus an all-time high of 47.5 percent‘for 1980. The ratio
of imports from Japan to domestic production ranged from 10 percent in

1975 to 19 percent in 1979 and 29 percent for the first 6 months of 1980.

1/ Motor Vehlcle Statistics of Japan, 1980, Japan Automobile
Manufacturers Association.
2/ Report, p: A-23.
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A similar increase in imports occurred with regard to imports of
light trucks and cab/chassis. Total imports for consumption of light
trucks and cab/cﬁassis increased in actual numbers from 374,620 in
1975 to 803,690 in 1979, or by 47 percent. For the first 6 months of
1980, there was a decrease of over 15,000 or 4 percent from the first
half of 1979. This decrease was accounted for by the 42 percent
decline in imports from Canada. However, 84 percent of that decline
was taken up by impgrts ffom Japan, which increased by 40 percent.

As a percentage of'total imports of light trucks and cab/chassis
for consumption, the share of imports from Japan ranged from 54 percent
in 1975 to 51 percent in 1976, 47 percent in 1977, 50 percent in 1978
and 55 percent in 1979. The ratio of 46 percent in the first 6 months

of 1979 contrasts with a high of 67 percent in the same period of 1980.

United States producers' captive imports of light trucks and

cab/chassis are significant. All of the imports from Canada during

the period 1975 through the first 6 months of 1980 were captive imports.

There was a slight overall decrease in the percentage of the imports
from Japan that were captive: 50 percent in 1975, 43 percent in 1976,
40 percent in 1977 and 1978, and 48 percent in 1979 and the first 6
months of 1980. 1In sum, of the total imports of these articles, é
significant percentage was caused each year by domestic prqduéers,A‘

from 67.5 percent in 1975 to a high of 74.8 percent in thé first 6
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months of 1979. That ratio decreased to 63.7 percent in the first
hatf of 1980. 1/
o Imports of light trucks and cab/chassis as a percentage of domestic
production increased steadily from 18.5 percent in 1975 to 26 percent
in 1978 and 29 percent in 1979. The ratio jumped to 62.5 percent in
;hé firsf:6 months of 1980 in contrast to 25.9 percent for the same
" period in 1979.

Total imports for consumption of medium and heavy trucks and
cab/chassis declined erratically from 1975 to 1979. The decline
continued into the first 6 months of 1986. 2/ Imports of this
article as a percentage of domestic production also declined, as did
the ratio of these imports to domestic consumption. 3/

Three criteria must be fulfilled before the Commission may make an
affirmative determination under section 201. There must be an increase
in imports, serious injury or the threat thereof, and a substantial
causal link between the imports and the injury. A failure to make a
positive showing concerning any single criterion deféats a petition.

At this point, I am able to find that medium and heavy trucks are not
being imported into the United States in the increased quantities
contemplated by the statute. Consequently, my analysis of their impact
ends here. Automobiles and light trucks are being imported in quantities

sufficient to satisfy the increased imports requirement.

1/ Report, p. A-28
2/ 1d. pp. A-103 and A-105,
3/ 1Id. p.1l05 .,
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Domestic Industry

The definition of the domestic industry is the first step in the
analysis of serious injuryIOr the threat thereof. The group of
domestic producers of the article like or directly competitive with
the imported article comprises the domestic industry. In its analysis
of injury, the Commission takes into account the financial and
economic impact of the imported article under investigation on these
producers. Thus, the proper identification of the domestic industry
is a critical finding since, in any investigation, by varying the
composition of the domestic industry we could likely reach varying
results with regafd to the question of injury.

At the outset of each investigation, the Commission considers all
of the producers of an article which is possibly like or directly
competitive with the imported article. Following the statutory guidelines,
and considering economic and marketing data, we then determine the
relevant domestic industry or industries. 1/ Finally, the Commission
may exclude from the scope of the domestic industry certain parts of
producers when the inclusion of their full activities would tend to

distort the analysis of injury. 2/ I have concluded that there are

1/ With respect to the problem of whether the language "like or
directly competitive' implies the existence and characteristics of
one industry as opposed to two distinct industries, the legislative
history of section 201 and the court's ruling in United Shoe Workers
v. Bedell 506 F.2d 174 (D.C. Cir. 1974) provide useful guidance.

In observing that "like" and "directly" competitive are concepts
which are neither synonymous with nor explanatory of each other,
both the House and the Senate strongly imply that these terms could,
indeed, refer to separate groups of producers. See also the majority
views in Mushrooms, Investigation No. TA-201-43, USITC Pub. No. 1089
(1980) at pp. 6-14.

2/ Sec. 201(b)(3)(A) and (B), 19 U.S.C. 2251(b)(3)(A) and (B).
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two industries at issue here: Those producers and facilities producing
automobiles and those producers and facilities producing light trucks
aﬁa;éab/éhassis;

éection ZOl(b)(l) requires that we consider the question of
serious injury or threat thereof to the domestic industry producing
an arﬁiéle "like or directly competitive with the imported article."
There is no statutory definition of the term "domestic industry,"
butvfhéfé is legislative guidance concerning the term '"like or directly
competitive with the imported article."

The phraée "like or directly competitive' derives from language

1/

in Article XIX of the General Agreement,= the so-called "escape clause."

It has been used in U.S. escape clause legislation since 1951. 2/ 1n
light of the legislative history and judicial guidance, the appropriate
task in cases arising under section 201 is to draw a distinction
between the "like" product and the '"directly competitive'" product. 3/
Then, as we discussed in Mushrooms, 4/ if the producers of the article
like and the producers of the article directly competitive with the
imports can be clearly treated as separate and distinct industries,

we must look to whichever industry presents the most 6ompelling case

for relief. The industry, in all cases, must be a rationally defined

1/ See General Agreement on Tariffs and Trade, 61 Stat. (5), (6),
55 U.N.T.S. 194 (1948), Vol. IV, BISD.

2/ Trade Agreements Extension Act of 1951, sec. 7
(1951).

3/ See my opinion in Mushrooms, supra.

4/ Mushrooms, supra, at pp. 6-14.

, 65 Stat. 72
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distinct entity in accordangé-with current business ana marketing
p:actiées.

Where the producers of the '"like' product may easily constitute
an apparent indust?y for the purposes Qf section 201, such a
classification must be capable of analysis under the pertinent
statutory criteria. In this connection, there may be instances
in which it is impossible or inappropriate to segregate an industry,
For example, when the same group of firms uses the same production
facilities to produce both "like" and "directly competitive" articles
or, otherwise, when it is impossible to break out statistics on
production, consumption, sales, profits, or employment on the basis

of the "like" product, then we might be compelled to aggregate.

With regard to the differences between products that are "like"
and products that are "directly competitive,'" the legislative history
of section 201, judicial precedent, and the majority view in Mushrooms
offer guidance. The House and Senate Reports relating to the Trade

Act of 1974 address this question directly with virtually identical
language:

[Tlhe words "like" and "directly competitive," as used
previously and in this bill, are not to be regarded as
synonymous or explanatory of each other, but rather to
distinguish between "like" articles and articles which,
although not "like", are nevertheless "directly competitive."
In such context, "like" articles are those which are substantiallw
identical in inherent or intrinsic characterstics (i.e.,
materials from which made, appearance, quality, texture,
etc.), and "directly competitive'" articles are those which;,
although not substantially identical in their inherent

or intrinsic characteristics, are substantially equivalent
for commercial purposes, that is, are adapted to the same
uses and are essentially interchangeable therefor. 1/

1/ Trade Reform Act of 1974: Report of the Committee on Finance, 33

S. Rept. No. 93-1298 (93rd Cong., 2d Sess. 1974), ("Sen. Rept."),
pp. 121-122.
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It is plain, therefore, that the intent of the drafting committees

was that '"like" has to do with the physical identity of the articles
'tﬁéﬁselveé, while "directly competitive'" relates more to the notion

of éommercial interchangeability. Judicial guidance on the distinction
between the two terms can be found in the leading case of United

Shoe Workers of America, AFL-CIO v. Bedell, l/ in which the court

gave its view of the phrase, relying almost entirely on legislative
histofy'and case law regarding escape clause legislation. The court
noted that,

[Aln imported product that is "like" a domestic product

will ordinarily be directly competitive with that product.
Unless Congress, by using "directly competitive'" alternatively,
intended to embrace articles not within the scope of "like,"
the "directly competitive" language is superfluous. From
daily experiences, however, we know that many products

can be directly competitive without having identical or
nearly identical physical characteristics. Normally,

the term "directly competitive" invites, in the first instance,
a comparison of the commercial uses of the products and

not their characteristics; the word "like," in common parlance,
does the reverse. 2/

The court added that 'one must approach the question whether an
imported article is 'like' a domestic grticle with theAknowledge
that 'like' is the more restrictive of the two terms;'g/

The UAW contends that there is a single domestic industry
bezause,

[alll U.S. produced passenger cars, light trucks, vans,
and general utility vehicles (and wagons) .are like or directly

1/ 506 F. 2d 174 (D.C. Cir. 1974) concerning a petition for adjustment
assistance under the Trade Expansion Act of 1962 (76 Stat. 883).

g/ 506 F. 2d 174, 185-186.

3/ 1d.at p. 186.
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competitive with all imported passenger cars, imported
light trucks, imported vans, and imported general utility
vehicles (and wagons) respectively within the meaning of
Section 201(b)(1) of the Trade Act of 1974. For example,
compacts, subcompacts, intermediates and standard passenger
cars compete against each other, with price (and price
differential) often being an important factor in the final
choice.... :

Moreover, the UAW submits that each separately identified
category (passenger cars; light trucks; vans; general utility
vehicles) is like or directly competitive with every other
identified category. 1/

Further, the UAW cites section 601(5) of the Trade Act of 1974 2/

as support for the assertion that cab/chassis and their cargo

boxes or flatbeds are directly competitive with U.S. manufactured

automotive products (e.g., U.S. manufactured light pickup trucks). 3/

Ford also contends that there is a single domestic industry. 4/

According to Ford,

[e]lach of these articles is adapted to the same basic
use of providing transportation over both long and short
distances, and they are all essentially interchangeable
for that purpose....

Similarly, although a station wagon, a van, and a light
pickup truck have different characteristics, a person who
wanted a vehicle for both basic transportation and light
hauling would be likely to consider all three. During the
period 1976-1979, many trucks were sold to families as a
substitute for the traditional second car. 5/

UAW Petition, pp. 34-35.
19 U.S.C. 2481 (5).

UAW Petition, pp. 26-37,
Ford Petition, pp. 11-14,
Id. pp. 12-13.
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_Additionally, Ford argues that automobiles and light trucks are
‘géﬁerally produced by the same companies, in many of the same
faéilities,with the same workforce, utilizing many of the same
components. They are marketed through the same distribution channels
and displayed on many of the same dealer floors. They are often
» produced in the same assembly plants and use many common components.
Tﬁef also have hourly workers who, to a large extent, are members of
the same union, the UAW. 1/

Generally, the importers argued that. there are several domestic
industries. 2/ Many also argued that some or all imports are mnot

like or directly competitive with any U.S. produced article. 3/

1/ 1d. at pp. 13-14.

2/ See, e.g., Prehearing Brief of Toyota Motor Sales, U.S.A., Inc.
(5 industries: small passenger cars, large passenger cars, 11ght
trucks, general utility vehicles and vans). pp. 8-18; Brief of the
American International Automobile Dealers Association (domestic
industry producing small cars is the only relevant .industry), pp. 21-
37.

2/ See, e.g., Statement on Behalf of Alfa Romeo, Inc. and Alfa Romeo
S.p.A. (Alfa Romeo's are a specialty product different in terms of
inherent and intrinsic characteristics from any U.S. product and
compete with only one U.S. automobile, the Chevrolet Corvette), pp
18-19; Statement on Behalf of Mercedes-Benz of North America, Inc.
(because of its high quality, Mercedes Benz are not like any U.S.
produced automobile and because of its substantially higher price,
they are not directly competitive), pp. 5-8; Prehearing Brief of Fiat
Motors of North America, Inc. (each imported automobile is distinguishable
from any other imported or domestic automobile by size, weight,
appearance, parts, component materials, englne size, appointments,
and engineering details), pp. 6-10.
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In view of all of ﬁhis,'and in view of my reading of the statute
-and ﬁhe legislative history, I am convinced, first, that Congress did
not intend for this agency to undertake analysis and decisionmaking
in a vacuum, ignoring the plain behavior in the marketplace. Application
of the statutory criteria must be made against circumstances that
exist in fact rather ‘than on the basis of neat, conceptual constructs.
Otherwise, our work here becomes useless and cloistered.

Furthermore, my.understanding of the operation of section 201 is
that, in general, the mofe broadiy an industry is defined the greater is
the likelihood of diluting the indicia of injury. I do not think it
can be seriously challenged that Congress intended section 201 to be
a relaxation of the criféria for an industry to win relief. 1/ Thus,
if our analysis of industry is to be consistent with the intent of
Congress, in each case we must attempt to define industry as narrowly
as 1is reasonable to provide a petitioner with the best basis for a
showing of serious injury or threat. Recognizing that there might be
some cases where this practice might result is a reduction of the
likelihood of a finding of injury, we must apply a uniform standard
that is designed over the long term to further this legislative intent.
Consequently, the task before us in section 201 cases is to gleen
from the record what, in reality, is taking place in the market so
that in applying the statutory criteria we can make the most realistic
and precise finding as to what domestic articles are truly‘like or

are truly directly competitive with the imported article.

1/ See, Senate Report, supra, at p. 120. See also, Trade Reform Act
of 1973: Report of the Committee on Ways and Means, House Report No.
93-571(93rd Cong., lst Session, 1973), ("House Report") p, 44,
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In this case, there can be little doubt that all automobiles,

“in a rather broad sense, are substantially identical for the reasons
posited by petitioners. However, based on the record in this case,
it is very difficult for me to accept that, as a matter of law,

a Toyota Corolla, for example, is substantially identical in such

_particuiar intrinsic characteristics as appearance or quality to
a Cadillac Seville, for example. Neither the marketing strategy
of the domestic industry nor the discernable behavior of the consumer
in the marketplace can be used to support such a proposition. As
well, while each of these automobiles may well be substitutable
for the other in nearly all the uses to which automobiles as a class
are put, I am hard pressed to find any convincing data that this
kind of substitution takes place, in fact.

Based on the evidence before us, what appears to be happening
in the marketplace, with increasing frequency, is that the consumer
is differentiating among automobiles based uﬁon subjective and highly
individualized compromises between size and fuel economy. Thus,
to the consumer, the greater distance there is between particular
models of automobiles based on this assessment of size versus fuel
economy the less like they are and the less compefitive they are.
Despite the high level of subjectivity involyed in this decision-
making, it is observable that a consensus is emerging and that the
consumer is increasingly preferring automobiles that are smaller
and more fuel-efficient than previous mode;s. Were this not

the case, each of the domestic producers of automobiles would
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not be engaged in the substantial retooling they are undertaking.
Nor would they be invoivé& in the significant chénges in product line
mix that they are puréuing. 1/ Consequently, in terms of the statute,
what is developing with réspect to automobiles is the additidn of new
intrinsic characteristics which are available for determining whether
one type of automobile is like another or is competitive with another.
Based upon this assessment, it only follows that the definition
of industry in this'case should be made using these additional charac-
teristics as well. And, to be sure, the Department of Transportation,
the Environmental Protection Agency, industry related publications,
and the industry itself use various categorizations based, in large
part, on this phenomonon. 2/ The problem for me, however, is that
this plainly observable trend in the marketplace is not yet complete
and has not yet stabilized. Therefore, any attempt to synthesize it
or, otherwise, to develop analytical tools based on it lacks sufficient
objective basis for me to rely on in making an industry finding.
Moreover, the kinds of data we use to measure serious injury are not
available on the basis of an industry finding that would differentiate
small fuel-efficient cars from those that tend to be larger and less fuel-

efficient. 3/

1/ As a further matter in this connection, it cannot be ignored »
that, at the least, 80 percent of the imports and all of those imports
that are increasing are of the smaller, more fuel-efficient type. As
well, it is this rough category of domestic automobiles that is and

has been experiencing an increase in sales. '

2/ See Report, at pp. A-7

3/ It is worth noting, under section 201(b)(3)(B), particularly in
light of the legislative reports (See House Report, supra, at pp. 45-
46. See also Senate Report, supra, at p. 122) that I am not entirely
sure what practical effect such an industry definition would have had
on a serious injury analysis or substantial cause analysis. 1In the
House Report, if the domestic article in question were produced by an
independent operating division, those divisions not producing that
article would be excluded from the industry finding. However, if the ¢]
domestic article were produced in a "multiproduct plant" or a "subdivision"
where there is production of several different product lines, the
industry would include the operating unit as a whole.
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While I think the assessment of smaller, more fuel-efficient
imported automobiles ought to be made against a domestic industry
'_producing the same, for the reasons stated, I find that the domestic
bartiélé 1iké or directly competitive with the imported automobiles
is the domestic automobile. Thus, the relevant industry, taking
into account section 201(b)(3)(B), is those producers and facilities
eﬁgéged‘in the production of automobiles. 1/

With regard to imported light trucks, 2/ I am not able to find
.thét light trucks are, as a matter of law, substantially identical
in intrinsic characteristics or interchangeable for commercial purposes
with domestic automobiles. In addition to the reasons discussed
above, fetitioners' arguments in this connection simply do not,
in my mind, outweigh those of the respondents. In terms of substantial
identity, while trucks and automobiles share the features stated
by petitioners as a practical matter they simply are not identical.
Truck designs make plain that they are structured less for passenger
transport and more for bulk haulage. This is not to say that both
objectives are mnot intended or that passenger transport is not
accommodated. But the plain fact is that froﬁ appearance, trucks
are primarily structured for haulage. They have a flatbed where
automobiles allocate comparable space between haulage and passenger
seating. Trucks allocate space so as to limit péssenger space, whereas

automobiles allocate space so as to maximize passenger space.

1/ My reasons for not including domestic trucks as like or directly
competitive with imported automobiles are the same as those discussed
in the following treatment of domestic artlcles 11ke or directly
competltlve with imported trucks.

2/ I found, infra, that imported heavy trucks were not properly
before us because there are no increasing imports of these artlcles.
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In terms of commercial interchangeability, evidence was presented
that there is the practicéfin the marketplace for automobile purchasers
’to purchase light trucks instead, but the evidence, at best, establishes
a limited practice largely localized in certain geograpﬁic regions.

There is mo basis on the record to find that this substitution is
substantial. 1In short, with regard either to like or directly competitive
with, petitioners ha&e failed'to provide us with sufficiently compelling
arguments in theoryAér in fact that overcome evidence on the record

to the contrary and to overcome long-standing perceptions in the
marketplace that trucks are simply not the same as automobiles.

I, therefore, find that the domestic article which is like or
directly competitive with imports of light trucks is the domestically
produced light truck. As a result, the relevant industry, taking
into account section 201(b)(3)(B), is those producers and facilities
engaged in the production of light trucks.

Having found these two industries, there are two matters related
to the discussion of industry that have been raised and that deserve
to be addressed. First, the UAW has argued that under section 601(5),
imported cab/chassis are directly competitive with light trucks. Upon
import, with only minimal application of labor and other resources,
these items are converted to products that are, as a practical matter,‘
substantially identical to the domestically produced articlé( Theréfbre,
these items must be regarded under section 601(5) as directiy competitive.
I have accounted for this fact in defining the imported article,
whose impact on the domestic industry is the subject of this investigation,

as light trucks and cab/chassis.
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The second matter is the question of whether dealers and
independent suppliers are pért of an industry under review here.l/
ﬁndef éection 201 we are to consider serious injury with regard to
the "domestic industry producing an article like or directly competitive
with the imported article." 1Insofar as dealers as concerned, then,
Sinée they produce no article at all, I can see no basis for
’ inc1uding them in either domestic industry. Regarding parts

suppliers, my reading of United Shoe Workers v. Bedell is that the

court fqund that a producer of component parts had no standing to
petition for relief because their components were not "like or directly
competitive with" the finished article. If under that case there can

be no standing to petition, then I cannot understand how such individuals
can be part of the industry for purposes of assessing serious injury.
This is especially so since the standard for standing is much lower

than that for industry. Moreover, our discussion in Mushrooms of the
relationship between producers of fresh mushrooms and producers of

canned mushrooms further supports my finding that independent suppliers
to the automotive industry are not part of tﬁe industry for purposes

of section 201.

1/ See Posthearing Brief Submitted on Behalf of Robert P. Mallon and
Other Interested Domestic Automotive Dealers (auto dealers are
"interested parties'"), pp. 3-5) Posthearing Brief Submitted by the
Automotive Materials Industry Council of the United States (the

role of supplier companies is relevant in evaluating the ability

of the automobile industry to adjust to new conditions of competition),
pp. 5-6¢ and Posthearing Brief Submitted by Coalition of Automotive
Component and Supply Workers (the suppliers are "a proper participant'),
PP. 2-6.
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Substantial Cause 1/
The Trade Act of 1974 defines substantial caﬁse and lists factors
we are to consider in determining whether increased imports are a
substantial causé of serious injury or the threat of serious injury.
Under section 201(b)(4), substantial cause is "a cause thch is
important and not less than any other cause." Under section
201(b)(2)(C), we are to take into account all economic factors we
consider relevant including, in the case of substantial cause,
an increase in imports (either actual or relative to
domestic production) and a decline in the proportion of the
domestic market supplied by domestic producers.
The reports of the Committee on Finance and the Committee on
Ways and Means, are largely repetitive of the language in the
statute. 2/ But two policies are clear from the treatment of this
issue by both Committees. First, the change made by the Trade Act of
1974 in the causality standard from one requiring imports to be a
"major cause'" to one requiring them to be a 'substantial cause" was

intended to make the nexus between imports and serious injury easier

to establish. It was felt that the former standard '"proved in many

1/ Ordinarily my treatment of serious injury and the threat of
serious injury would come before a discussion of substantial cause.
In this regard, I associate myself completly with the views of
Chairman Alberger on the matters of serious injury and the threat
thereof to both industries. I also associate myself with the views
of the Chairman regarding substantial cause as it relates to the
light truck industry.

2/ See Senate Report, supra, at pp. 120-121. See also House Report,
supra, at pp. 46-47. ‘
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cases to be unreasonably difficult. 1/ The second policy, which is

more relevant here, is that the Commission has broad discretion in
'énalyzing causality because caées differ. The economic factors pertinent
in éné in&estigation may not be relevant in others. The Commission

has amassed a éubstantive expertise upon which to draw in making the
difficult judgments about what factors are relevant and what factors

are more important than others in each investigation. Thus the authority,

tiﬁdéedithe requirement, for us to reflect upon all factors we consider
relevant is plain in both reports. The House report succinctly states
this intent and underlying policy.

A new section has been added concerning the factors to be
taken into account by the Tariff Commission [now the United
States International Trade Commission] in determining
serious injury, threat of serious injury, and substantial
cause. These factors are not intended to be exclusive. It
is important to note that the Commission is directed to take
into account all economic factors it considers relevant.

The committee did not intend that an industry automatically
would satisfy the eligibility criteria for import relief by
showing that all, or some of the enumerated factors, were
present at the time of its petition to the Tariff Commission.
That is a judgment to be made by the Tariff Commission on
the basis of all factors it considers relevant. 2/ (emphasis
added)

Taking into account all economic factors I consider relevant and

for the reasons discussed below, I have concluded that under the

1/ See Senate Report, supra, at p. 120, See also House Report,
supra, at p. 44. It should be noted, however, that ‘this relaxation
was not intended to be open-ended. The Senate Report, at p. 121,
observes that "[i]t is not intended that the escape clause criteria
go from one extreme of excessive rigidity. to complete laxity."

Both Committees emphasize that the standard has two criteria that
must be met in all cases: (a) imports must be an important cause of
serious injury and (b) imports must be no less important than any
other single cause. See House Report, supra, at p. 46 and the Senate
Report, supra, at p. 120.

2/ House Report, supra, at p. 47.
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law, imports are not a shb;tantial cause of serious‘injury. That
imports are an importaht cause of serious injury is a fact that
,cannbt be seriously challenged, indeed, it has not been; Tﬁus I have
not separately addressed it. The heart of the analysis of the
requisite nexus between imports and serious injury is, however, whether
there are factors which are more important than imports. I have found
two factors which seem to be more important causes of the industry's
problems than are increased imports.

First, the demand for the type of automobile desired by a significant
portion of the buying puBlic is shifting from a product line roughly
described as larger, less fuel-efficient automobiles to smaller, more
fuel-efficient automobiles. 1/ As has been discussed, I have great
difficulty as a practical matter in defining with precision the line
of demarcation between these two product lines. While such a distinction
is difficult to formulate and thus precludes my basing an industry
definition on it, the fact of the difference is plain, the consequence
is palpable, and the phenomonon of this shift, as distinct from a
shift to imports, is demonstrable.

Second, there has been an-overall decline in demand for automobiles
that is largely associated with the general decline in the economy.
When the impact of this decline in demand is weighed against the
increase in imports, the conclusion, to me, is clear that its impact
on the industry of the decline in demand has been noticeably greater

than has been the impact of imports.

1/ See discussion under Industry, infra.
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A. Shift in demand

With regard to the shift in consumer preference from one type of
agtémobile to another, petitioners argued that if such a shift exists
it is nothing more than a shift from the purchase of domestic cars
to the purchase of imported cars with a resulting increase in imported
aUtoﬁobiies. The reason for the increase in imports, they argued, is
’Qnimgortant to our determination under section 201. Moreover, their
Qiew continued, section 201 is specifically designed to provide a
remeay in precisely those circumstances in which domestic sales are
displaced by sales of imports. While I do not refute this view of
the policy underlying section 201 I must take exception, both in
concept and in fact, with the view that in this case the shift in
consumer preference merely explains why imports might have increased
and is not cognizable as an independent source of injury to the
domestic industry.

In concept, the Commission has specifically relied upon a shift
in consumer preference from one type of product to another as a
phenomenon distinct from a shift to imports ggé imports. The most

attenuated support for this proposition is Unalloyed, Unwrought Zinc,

Investigation No. TA-201-31, USITC Pub. No. 894 (1978). 1In that
investigation the Commission found that imports were not a substantial
cause of serious injury because a decline in demand was a more important

cause of the injury to the industry. An important element in the
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decline in demand for the dbméstic article was, despite increasing
imports, the replacement of the domestic article by a substitute
article. Another investigafion in which the Commission fecognized
and relied upon the concept of demand shift as distinct from a shift

to imports in assessing causality was Low-Carbon Ferrochromium,

Investigation No. TA—Zbl—ZO, USITC Pub. No. 825 (1977). In that
case, the Commission.fbund that a technological innovation had caused
a fundamental change in the production process employed by the
industry and, hence, 'a drastic shift from the use of low-carbon
ferrochromium to the use of high-carbon ferrochromium. As a result
the majority conclﬁded that, despite increasing imports, the injury
the low-carbon ferrochromium industry might have been suffering was
due more to the decline in demand for its product.

For me the decisive precedent for the integrity of demand shift
as a concept distinct from a shift to imports in a circumstance of

increasing and competitive imports is Wrapper Tobacco, Investigation

No. TA-201-3, USITC, Pub. No. 746 (1975). Wrapper Tobacco has a

particular precedential appeal because the behavior of imports in the

marketplace was especially strong. First, imports had more than tripled

their market penetration over a four-year period while domestic production

and total consumption were in decline. 1/ Second, the prices of the

1/ See Wrapper Tobacco, supra, at pp. A-37 and A-46.
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bulk of the imported articles tended to be below the price of the
'&omestig érticles; but certain high-grade imports were priced
considerably higher than the domestic product. 1/ Third, while some
of the imports were considered to be of higher quality than the
domestic artiéle, most of the imports were used to produce product
ljnes that.competed with those using the domestic product.

,:infthe face of this extremely competitive position of imports,

the Commission in Wrapper Tobacco made a unanimous negative determination.

Four Commissioners relied upon the change in consumer tastes from
larger cigars to smaller cigars and other tobacco products as the
primary reason for the decline in demand they viewed as a cause of
injury more important than increasing imports. 2/ Thus, the majority
of the Commission had no difficulty in concept or in fact in
differentiating between a shift from the domestic article and a shift
to imports.

But there are, however, important areas in which these cases are
deficient as support for the proposition that a shift in demand is a
distinct factor to be weighed by itself against increasing imports in
deciding substantial cause. First, in no case was there a shift in
demand to another item produced within what was foqﬁd to be the

relevant industry. The shifts that occurred were all to items outside

1/ See Wrapper. Tobacco, supra, at pp. A-28-29.

2/ See views of Chairman Will E. Leonard and Vice Chairman Daniel
Minchew at pp. 8-9. See also views of Commissioners Catherine Bedell
and Joseph O. Parker at pp. 12-14. '
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the industry that was found, ;hu§, implying that there was a decline
of an entire industry because of changes in the marketplace rather
than because of increasing imports. Second, in each of these cases
the specific Commiséion finding was that the decline in demand/consumption
was the cause greater than imports for the injury sustainea. Thus
while the cases do differentiate between shift in demand and shift to
imports, neither of them has specifically relied upon a shift in
demand as a separate factor to be weighed against imports.

To the extent the use of a shift in demand as a separate factor
in assessing substantial cause is a matter of first impression, I do
not think it too great a departure from well-established Commission
practice. Nor do I see it as doing violence to the underlying policy
of section 201. Without belaboring the point, the essence of section
201 is to provide relief in those cases in which increasing imports
are an important contributing cause of serious injury and there are
no contributing causes more important. It follows then that if causes
can be found that, in our judgment, have contributed more so than
imports to the industry's problems, section 201 cannot be used to
remedy the situation. A shift in demand is a phenomenon distinguishable
in concept from a shift to imports, as this Commission has treated it
thus far. If there is no cpnceptual basis for denying the shift |
theory status as a separate factor ultimately explaining the decline
of an industry, surely it is cognizable as a factor directly explaining

a structural change taking place within an industry.
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Moreover, where in both concept and in fact a shift in demand is
distinguishable from a shift to imports, not to make it a factor in
£he-consideration of causality transforms section 201 from an import
felief provision to an industrial relief provision. Under such a
view, whenever an industry is in decline because of internal
structuralrchanges or exogenous occurrences in the society independent
-of imports, an industry need only show that imports are increasing
concommitant with its difficulty and it could receive relief. While
one could make very good arguments supporting the need for an
industriél policy which would provide assistance to worthy industries
suffering generalized difficulty unassociated with imports, section.
201 cannot be so construed. It is plainly and simply an import
relief provision and, therefore, our fundamental task on the face of
it and from the legislative history is to determine that imports are
an important cause of the injury and to determine that no other cause
is more important than imports. Thus, any other factors that may
have contributed to injury must be measured against. the contribution
made by imports.

Having established the validity of the concept of a product line
shift as a factor to be assessed in this case, establishing the fact
of the shift and assessing what weight it ought to be given is not
difficult. Several preliminary factors make this exercise particularly

valuable in finding the substantial cause in this case.
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First, there is a signifiéant difference between the level of
profit - earned by the industf& on sales of larger automobiles
coﬁpared with profits on émaller ones. 1/ 1Indeed, a fundamental
strategy for the industry, for years, has been that the great majority
of profits on sales of automobiles would be earned on larger automobiles.
Smaller cars would be marketed to fill out the product line and,
ultimately, to win over larger car purchasers. Thus, the product
mix of larger and smallér automobiles has been a particularly
important factor in the industry's profitability.

Second, as a pracfical matter a change in the product mix requires
not only a considerable léad time, but also an exceptionally high
capital investment.

Together, these two special features of the industry render it
especially vulnerable to a relatively quick and sustained shift in
consumer preference. Further, they explain why such a shift is an
important factor in assessing the substantial cause.

That such a shift has taken place in consumer taste is readily

demonstrable. 2/ Between 1975 and 1979, large domestic car sales

1/ See Report, at pp. A-43

2/ As I discussed infra, the differentiation between automobiles

that are larger and less fuel-efficient and those that are smaller

and more fuel-efficient is too imprecise a construct on which to base
an industry analysis. Nevertheless, for purposes of differentiating
among product lines, the various categorizations currently in use
provide reasonable distinctions for the purpose of demonstrating that
changes are occurring in the type of .automobile being purchased. For
my discussion I shall use the categories employed by Ward's Automotive
Reports, Automotive News, the industry itself, and in the staff report
to the Commission. (See Report, pp. A-7 and A-31l.) In my analysis I
have combined the large and intermediate category into one category
called large cars. I have combined the compact and sub-compact .categories
into a small car category. I have used the word imports to include
all imports and assumed that approximately 20 percent or so of them
that are, in fact, not small cars are small cars.
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grew at an annual rate of 2.4 percent while sales of imports grew
.at?an annuél rate of 6.4 percent. Eclipsing both of these were sales
of Sméll aomesfic cars which grew 9.6 percent during this period.
Compéring the first half of 1980 to the first half of 1979, in 1980
séles of large domestic cars declined 48.5 percent, and sales of
impOrté ana domestic small cars each grew 1.8 percent. The failure
“of small domestic cars to keep pace with tﬁeir earlier rate of sales
gréwth and with the growth rate of imports for the first half of 1980
might Ee viewed as proof that consumption has, in fact, shifted to
imports qua imports. But precisely the opposite is the case.

The significant growth in demand for domestic small cars caught
up with production during the first half of 1980, exceeding the ability
of the domestic producer to supply the market. During the first six
months of 1980, several producers were at or above their full capacity
for small cars. Others were either experiencing serious recall
problems on their major small car models or were suffering from major
adverse publicity on their products' quality and safety. 1/ Both of
these factors had a considerable impac£ on salesL

The change in consumer purchasing patterns,from'buying large cars
to buying smaller cars is even more striking when measuring car sales
as a percent of abparent consumption. In 1975 smail domestic car

sales were 26.6 percent of total apparentlconsumption, large

1/ See Report, at pp. A-63=66
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domestic cars were 47.6 éeféent, and imports were 26 percent. 1/ In the
same year, small domestic cars were 36.1 percent of domestic producers'
sales while larger cars accaunted for the balance. 2/ By'l979, small
domestic cars had grown to 31.5 percent of apparent consumption,
large domestic cars fell to 41.4 percent and imports were 27 percent.
Small domestic cars wére 441 fercent of domestic producer sales.
For the first half of,1980, despite the problems of domestic supply
shortfalls and quality problems with small domestic cars, this category
grew to 36.3 percent of apparent consumption, large domestic cars
abruptly fell to 29.2 percent and imports, taking up the slack caused
by domestic supply problems, grew to 34 percent of apparent consumption.
Small domestic cars, for this period, represented 55.4 percent of
domestic producer sales.

These figures convince me that a fundamental demand side structural

change is occurring in the automobile industry. They further convince

me that this change is not one characterized simply as a shift to
imports, even though for the first half of 1980 imports have benefited
from the change more than have domestic small cars. This aberration

for early 1980 is a result of domestic supply and quality problems. By
all measures, consumption has been shifting to smaller cars and domestic
smaller cars have benefited from the shift more than have imports. Thisv
fact can be further demonstrated by marshalling the data in a'élightly

different way.

1/ See Report, at p. A-/Z.
2/ See Report, at p. A- 34
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Charts 1 and 2 below show the actual shift in demand that took place
between 1978, the first year it became apparent and 1979. Chart 1 shows
the,éhift in ‘demand from large cars to small cars for that period. Chart 2
reflecfs, rather blainly, that domestic small car producers were the major

benefactors by far of the shift to small car purchases. 1/

CHART 1

Apparent Consumption

(1,000 units)

Large

Year Domestic Cars Small Cars Total
1978 5259.6 5925.4 11185.0
1979 4202.7 6112.6 ©10315.3
Change in

Consumption (1056.9) 187.2 (869.7)
Expected Change in

Consumption Due to

Change in Economic ,

Activity (409.0) (460.7) (869.7)
Actual Change Due ’ - ‘

to Shift in Demand (647.9) 647.9 0.0

Source: Compiled from data presented in Tables 17 and 19 of the Report.
Figures in parentheses represent decline.

;j In charts 1 and 2 small cars are a combination of domestic small cars
plus all imports.
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In Chart 1, total apparent consumption between 1978 and 1979

declined by 869,700 units, or 7.8 percent. All of this decline was
due ‘to the 1,056,900 unit fa11 in consumption ofvlarge domestic cars.
However, if consumers.had no preference as to which type of automobile
they purchased and if there would have been a 7.8 percént‘deciine in
sales anyway, each type of car would have suffered a 7.8 percent
decline. This would have resulted in an expected domestic large car
decline of 411,400 units. |

In contrast, coﬁsumption of small cars between 1978 and 1979
increased 187,200 units, but there would have been an expected decline
of 460,300 units. ‘ Thus, consumption of small cars was 647,900
units more than Would have been indicated by the annual change in
demand and is also the amount by which demand for large cars declined in
excess of that accounted for by the overall decline in demand. This
amount represents the quantum of the shift in demand from large cars

to small cars between 1978 and 1979.

Chart 2

Small Car Apparent Consumption
(1,000 Units)

Year Domestic Cars Imports Total
1978 2997.3 ©2928.1  5925.4
1979 3315.5 2797.1 6112.6

Change in S
Consumption 318.2 (131.0) - 187.2

Expected change in
consumption due to
change in economic
activity 94 .7 92.5 187.2

Actual change due to :
shift in demand 223.5 (223.5) -
Source: Compiled from data presented in Tables 17 and 19 of the 77

Report. Figures in parentheses represent decline.
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Chart 2 shows that between 1978 and 1979, small car consumption
increased 187,200 units, or. 3.2 percent. Of that total increase in
Tépparent consumption of small cars, domestic small cars increased
318,200 units while imports actually declined 131,000 units, which
accounts fof the net increase in small car consumption of 187,200
uhits.i_Apélying the same logic as used in chart 1, if the consumer
. was indifferent as to whether domestic small cars or imports were

'pﬁrbhased, each would have shared equally in the effects of the net
grOWth in the consumption of small cars.

Thus, domestic small cars would have increased 94,700 units and

imports 91,600 units. In stark contrast, however, consumption of
small ddﬁestic cars increased 223,500 units more than can be accounted
for by the overall growth in small car consumption. These 223,500
additional units of domestic small cars represent the quantum of
shift to domestic small cars over imported small cars. Taken together,
these charts show that in the period 1978 to 1979 there was, in fact,
a shift from consumption of large cars to small cars and that shift
was distinct from a shift to imports. Indeed, chart 2 shows that the
shift benefited domestic small cars more so thgn'imports. 1/

Charts 3 and 4 repeat the analy;es in charts 1 and 2, respectively,

for the first half of 1980 compared with the first half of 1979.

1/ It should be recalled that imports as used here include all
imports, even those 20 percent or so that might not be included in
the small car caregory used here. Therefore, the extent of the
benefit to domestic small cars is understated to some extent.
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Chart 3
Apparent Consumption
(1000 Units) (1000 Units)
Year Large Cars Small Cars ‘Total
Jan.-June 1979 2683.1 3124.6 5807.7
Jan. -June 1980 1382.6 : 3349.1 4731.7

Change in :
Consumption (1300.5) 224.5 (1076.0)

Expected change in
consumption due
to change in
economic activity ( 497.1) , (578.9) (1076.0)

Actual change due
to shift in A
demand ( 803.4) 803.4

Source: Compiled from data presented in Tables 7 and 19 of the Report.
Figures in parentheses represent deline.

Chart 3 well reflects that the trend to small cars which began in
earnest in 1978 is continuing into 1980. In the second half of 1980
the total 18.5 percent decline in apparent consumption was more than
accounted for by the fall in consumption of large cars. The decline
in demand for large cars was 1.3 million units against an expected
decline of 497,100 units. Small cars, on the other hand, increased
224,500 units in contrast to the expected decline of 578,900 units.
Therefore, the actual growth in consumption of small cars was 803,300
units, which is the amount by which larger cars declined in excess of
the decline accounted for by the overall decline in demand;‘ This is
the quantum of the continuation of the shift in demand from large
cars to small cars in the first half of 1980 compared with the same period

in 1979. 7
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Chart 4

Domestic Small Car Apparent Consumption
(1000 Units)

Year Domestic Small Cars Imports Total
Jan: -June 1979 1686.7 1437.9 3124.6
Jan.-June 1980 1717.3 1631.8 3349.1

- Change in
“consumption 30.6 193.9 224.5

Expected change in
consumption due
to change in economic
activity 121.8 ‘ 102.7 224.5

Actual change due to
shift in demand (91.2) 91.2

Source: Compiled from data presented in Tables ‘17 and 19 of the
Report. Figures in parentheses represent decline.

Chart 4 shows how the continued shift in demand was apportioned
between small domestic cars and imports. As shown in Chart 3, the
consumption of small cars increased 224,500 units or by 7.2 percent.
However, unlike the shift from 1978 té 1979, thé domestic small car
producers were not the major recipients of the shif£. Consumption of
domestic small cars increased by 30,600 units. But, as a reflection
of the growth in total consumption, domestic smali cars should have
increased 121,800 units. This representé a shortfall of 91,200 units.
Imports, on the other hand, had an actual increase of 193,600 units
which was 91,260 units more than expected. This amount represents the
extent to which imports have won more of the shift in demand for the

first half of 1980 compared with the same period in 1979.
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In the first half of 1§80 there appears to be é shift in demand
to imports rather than a shift in demand to small domestic cars.
My analysis of data submitted to us in confidence leads me tovconclude
that during this period the failure of small domestic cars to continue
the trend firmly established in 1979 is due in large part to two
factors.

The first factor is the inability of some domestic producers

to produce enough small cars for demand because of capacity constraints.

Some domestic producérs were operating at and, in some cases, above
maximum capacity. The other factdr is the inability of some domestic
producers to sell their product due to adverse perceptions by the
consumer about the product resulting from product recalls and safety

problems associated with them.

Ford's low production and capacity utilization rate, to me, is due
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to the adverse publicity that Ford received due to the product recall
and safety problem associated with the Pinto. However, for the

.A1980 model year Ford ceased pfoduction of the Pinto and introduced

'thé new Lynx/ﬁscort Series which will be subject to a maximum production

limit of only 485,000 cars in the first year.

In my view, Chrysler compact production
has also suffered from adverse publicity due to the unprecedented
Voiuﬁé'of product recalls of the Volarie and Aspen models. These
models were discontinued in the 1980 model year and replaced by
the K-car series which has a maximum production capacity of 550,000
cars this model year.

B. Decline in Demand

With regard to decline in demand, there can be no serious question
as to the Commission's authority to consider it a separate factor to
be weighed against imports. 1/ If there is any legal issue here, it
is as to whether the constituent elements of the decline in demand
are to be weighed separately against imports in assesging substantial
cause or whether they are to be '"cumulated" into one factor, decline

in demand.

1/ There are at least six cases in the six year history of section

201 in which the Commission has found a decline in demand to have

been a greater cause of serious injury than had been imports: Birch
Plywood Door Skins, Inv. No. TA-201-1, USITC Pub. No. 743 (1975);
Wrapper Tobacco, Inv. No. TA-201-3, USITGC Pub. No. 746 (1975); Plant
Hangers, Inv. No. TA-201-15, USITC Pub. No. 797 (1976); Low-Carbon
Ferrochromium, Inv. No. TA-201-20, USITC Pub. No. 825 (1977); Unalloyed,
Unwrought Zinc, Inv. No. TA-201-31, USITC Pub. No. 894 (1978); and
Certain Machine Needles, Inv. No. TA-201-38, USITC Pub. No. 936 (1979).

82



83

in this connection, I associate myself with the views of Chairman
Alberger. In short, decline in demand, in this investigation 1is the
result of the recessionary pressures on the economy over the past
year to year-and-a-half. Even under the most imprecise usage, a
recession, or economic downturn, is regarded as the result of the
complex interaction of several elements: Unemployment, high interest
rates, restrictive credit policies, and slowdown in the growth of GNP
to name the major qnes. To sepafate out any one of these elements as
a factor for comparison against imports, even if it could be done
with acceptable precision, is without meaning and provides no serious
economic assessment of what is actually taking place in the market.
Because I believe Congress expects an analysis from this agency

based on matters as they are in reality, I find it appropriate here

to view a decline in demand as a discrete factor for comparison with

imports in assessing substantial cause.

During the latter part of 1979 and the first half of 1980, interest

rates rose to a record 20 percent, industrial production fell 7.5

percent, the unemployment rate jumped 1.5 percentage points, real GNP
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declined a near record 9.1 percent, and crude oil prices nearly
doubled. l/ Also, in thelfi:st half of 1980, retail sales fell more
‘ Tthan 9.5 percent in real terms. 2/

Consistent with this general decline in retail sales, sales of
automobiles, in particular, also declined. 1In 1979 total consumption
of’automobiies fell 7.8 percent from 1978 and, for the first six
:moﬁths of 1980, overall demand was down 18.5 percent from the same
period in 1979. 3/ That this decline in demand for automobiles is
associated with the downturn in the economy is further apparent from
the fact that total consumption grew by 9.1 percent from 1975 until
1978 after the first decline became apparent. The point of this
decline coincides with the period in which the economic downturn
began.

Taking this analysis a step further demonstrates the greater
significance of this decline in demand relative to imports. Charts 5
and 6 below analyze this decline for the period 1978 to 1979 and

for the first half of 1980 compared with the same period in 1979.

Federal Reserve Bulletin, July 1980, pp. 536-540.
/ 1bid. :
3/ 1bid.
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Chart 5

Apparent Consumption
(1000 Units)

Year Domestic Cars Imports Total
1978 8256.9 2928.1 11,185.0
1979 ‘ 7518.2 2797.1 10,315.3

Change (738.7) (131.0) (869.7)

in consumption

Expected change
in consumption
due to change in
economic activity (642.0) (227.7) (869.7)

Decline in demand
due to increasing
imports 96.7 - -

Source: Compiled from data presented in Tables 17 and 19 of the
Report. Figures in parentheses represent decline.

Chart 5 shows that apparent consumption declined 869,700 units,
7.8 percent, between 1978 and 1979. Of this amount, 738,700 units
are accounted for by a fall in the consumpti<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>