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UNITED STATES INTERNATIONAL TRADE COMMISSION

Investigation No. 731-TA-744 (Preliminary)

CERTAIN BRAKE DRUMS AND ROTORS FROM CHINA

Determinations

On the basis of the record’ developed in the subject investigation, the Commission determines,?
pursuant to section 733(a) of the Tariff Act of 1930 (19 U.S.C. § 1673b(a)), that there is a reasonable
indication that an industry in the United States is threatened with material injury by reason of imports from
China of certain brake drums that are alleged to be sold in the United States at less than fair value (LTFV).?
The Commission also determines,* pursuant to section 733(a) of the Tariff Act of 1930 (19 U.S.C.

§ 1673b(a)), that there is a reasonable indication that an industry in the United States is materially injured by
reason of imports from China of certain brake rotors that are alleged to be sold in the United States at LTFV.
Both certain brake drums and brake rotors are provided for in subheading 8708.39.50 of the Harmonized
Tariff Schedule of the United States.’

kgroun

On March 7, 1996, a petition was filed with the Commission and the Department of Commerce by
the Coalition for the Preservation of American Brake Drum and Rotor Aftermarket Manufacturers,® alleging
that industries in the United States are materially injured or threatened with material injury by reason of
LTFV imports of certain brake drums and rotors from China. Accordingly, effective March 7, 1996, the
Commission instituted antidumping investigation No. 731-TA-744 (Preliminary). Notice of the institution of
the Commission's investigation and of a public conference to be held in connection therewith was given by
posting copies of the notice in the Office of the Secretary, U.S. International Trade Commission, Washington,

! The record is defined in sec. 207.2(f) of the Commission's Rules of Practice and Procedure (19 CFR § 207.2(f)).
% Chairman Peter S. Watson not participating.

3 Commissioner Carol T. Crawford finds that there is a reasonable indication that an industry in the United States is

materially injured by reason of imports from China of certain brake drums that are alleged to be sold in the United States
at LTFV.

* Chairman Peter S. Watson not participating.

5 Certain brake drums and certain brake rotors are made of gray cast iron, may be finished, semifinished, or
unfinished, and range in diameter from 8 to 16 inches (20.32 to 40.64 centimeters) and in weight from 8 to 45 pounds
(3.63 t0 20.41 kilograms). The subject products are for certain motor vehicles (namely, automobiles, all-terrain
vehicles, vans and recreational vehicles under “one ton and a half,” and light trucks designated as “one ton and a half™),
and do not contain in the casting a 1ogo of an original equipment manufacturer that produces vehicles sold in the United
States. Brake drums and brake rotors covered in these investigations are not certified by OEM producers of vehicles
sold in the United States. The scope also includes composite brake drums and rotors that are made of gray cast iron
which contain a steel plate, but otherwise meet the above criteria.

¢ The members of the Coalition for the Preservation of American Brake Drum and Rotor Aftermarket Manufacturers
consist of Brake Parts, Inc., McHenry, IL; Kinetic Parts Manufacturing, Inc., Harbor City, CA; Iroquois Tool Systems,
Inc., North East, PA; and Wagner Brake Corp., St. Louis, MO.

1



DC, and by publishing the notice in the Federal Register of March 15, 1996 (61 FR 10788). The conference
was held in Washington, DC, on March 28, 1996, and all persons who requested the opportunity were
permitted to appear in person or by counsel.



VIEWS OF THE COMMISSION!

Based on the record in this preliminary investigation, we find that there is a reasonable indication that
an industry in the United States is materially injured by reason of imports of certain brake rotors from China
that are alleged to be sold in the United States at less than fair value (LTFV).2 We further find that there is a
reasonable indication that an industry in the United States is threatened with material injury by reason of
imports of certain brake drums from China that are alleged to be sold in the United States at LTFV.2

I THE LEGAL STANDARD FOR PRELIMINARY DETERMINATIONS

The legal standard in preliminary antidumping investigations requires the Commission to determine,
based upon the information available at the time of the preliminary determination, whether there is a
reasonable indication that a domestic industry is materially injured, or threatened with material injury, by
reason of the allegedly LTFV imports.* In applying this standard, the Commission weighs the evidence
before it and determines whether “(1) the record as a whole contains clear and convincing evidence that there
is no material injury or threat of such injury; and (2) no likelihood exists that contrary evidence will arise in a
final investigation.”

I1. DOMESTIC LIKE PRODUCT AND INDUSTRY
A. kground an iption

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

! Chairman Watson did not participate in this investigation.
2 19 U.S.C. § 1671 ¢t seq., as amended. Whether there is a reasonable indication that the establishment of an industry
in the United States is materially retarded is not an issue in this investigation.

* Commissioner Crawford determines that there is a reasonable indication that an industry in the United States is
materially injured by reason of imports of certain brake drums from China that are alleged to be sold in the United States
at LTFV. See Additional Views of Commissioner Crawford. She joins sections I-IV of this opinion.

* 19 U.S.C. § 1673b(a); see also American Lamb Co. v, United States, 785 F.2d 994 (Fed. Cir. 1986); Calabrian

Corp. v, United States, 794 F. Supp. 377, 381 (Ct. Int'l Trade 1992).
5 American Lamb, 785 F.2d at 1001; see also Texas Crushed Stone Co, v, United States, 35 F.3d 1535, 1543 (Fed.
Cir. 1994).

¢ 19 U.S.C. § 1677(4)(A).
7 19 U.S.C. § 1677(4)(A).
® 19U.S.C. § 1677(10).



Our decision regarding the appropriate domestic like product(s) in an investigation is a factual
determination, and we apply the statutory standard of “like” or “most similar in characteristics and uses” on a
case-by-case basis.” No single factor is dispositive, and the Commission may consider other factors it deems
relevant based on the facts of a particular investigation.!® The Commission looks for clear dividing lines
among possible like products, and disregards minor variations."

In its notice of initiation, the Department of Commerce (Commerce) has defined two classes or kinds
of imported articles subject to investigation.’> The first class or kind consists of brake drums from China,
whether finished, semifinished, or unfinished, ranging in diameter from 8 to 16 inches and in weight from 8 to
45 pounds. Brake drums within the scope do not contain in the casting a logo of an original equipment
manufacturer (OEM) which produces vehicles sold in the United States. Such brake drums are not certified
by such OEM producers.'?. This opinion will refer to brake drums meeting the specifications of the scope
definition as to weight, dimension, and lack of OEM certification as “non-OEM drums.”

The second class or kind consists of brake rotors from China, whether finished, semifinished, or
unfinished, ranging in diameter from 8 to 16 inches and in weight from 8 to 45 pounds. Brake rotors within
the scope do not contain in the casting a logo of an OEM which produces vehicles sold in the United States.
Such brake rotors are not certified by such OEM producers.’ This opinion will refer to brake rotors meeting
the specifications of the scope definition as to weight, dimension, and lack of OEM certification as “non-
OEM rotors.”

B. Domestic Like Product Issues

Two principal domestic like product issues exist in this investigation: (1) whether brake drums and
rotors are distinct domestic like products; and (2) whether the domestic like product(s) should be limited, as
is the scope, to non-OEM products, or should encompass OEM products as well. As explained below, we
determine that there are two domestic like products in this investigation: non-OEM drums and non-OEM
rotors.

® See, e.g., Nippon Steel Corp, v. United States, 19 CIT _, Slip Op. 95-57 at 11 (Apr. 3, 1995). In analyzing
domestic like product issues, the Commission generally considers a number of factors including: (1) physical
characteristics and uses; (2) interchangeability; (3) channels of distribution; (4) customer and producer perceptions of
the products; (5) common manufacturing facilities, production processes and production employees; and, where
appropriate, (6) price. Seg id. at 11 n.4, 18; Timken Co. v, United States, 20 CIT __, Slip Op. 96-8 at 9 (Jan. 3, 1996).
1 See, e.8., S. Rep. No. 249, 96th Cong., 1st Sess. 90-91 (1979).

" Torrington Co. v, United States, 747 F. Supp. 744, 748-749 (Ct. Int'l Trade 1990), affd, 938 F.2d 1278 (Fed. Cir.
1991).

12 See 19 U.S.C. § 1677(25).

" 61 Fed. Reg. 14740, 14740-41 (Apr. 3, 1996). Those brake drums within the scope are used in automobiles, all-
terrain vehicles, vans and recreational vehicles under one and one-half tons, and light trucks designated as one and one-
half tons. Id.

4 61 Fed. Reg. at 14741. Those brake rotors within the scope are used in automobiles, all-terrain vehicles, vans and
recreational vehicles under one and one-half tons, and light trucks designated as one and one-half tons. Id.

4



1. Drums and Rotors as Distinct Domestic Like Products

No party argued that drums and rotors should be treated as a single domestic like product. Drums
and rotors have generally similar uses insofar as they are both used as mechanisms in automotive braking
systems. However, drums are the primary component in drum brakes, while rotors are used in disc brakes.
Consequently, drums and rotors do not operate in the same manner, and there are physical differences
between the two types of parts.’®

Drums and rotors are not interchangeable. A drum cannot be used in a disc brake, and a rotor cannot
be used in a drum brake.!

Drums and rotors are produced by one of the petitioning firms using some of the same production
facilities and workers.!” The other domestic producers, however, either do not produce both drums and rotors
or produce drums and rotors on different equipment.’®

Channels of distribution do not differ for drums and rotors.” Nevertheless, the record indicates that
drums and rotors are generally perceived by producers as distinct products.”’ Questionnaire data indicate that
average prices for U.S.-produced non-OEM drums are slightly higher than average prices for U.S.-produced
non-OEM rotors.?!

In light of the clear physical distinctions and lack of interchangeability between drums and rotors,
and perceptions of drums and rotors as being two distinct products, we find that drums and rotors are
separate domestic like products.

2. Whether the Domestic Like Products Should Be Limited to Non-OEM Products

The parties dispute whether OEM brake drums and OEM brake rotors should be included in the
respective domestic like products. Petitioner argues that the domestic like products should be limited to those
non-OEM drums and rotors corresponding to the types within Commerce’s scope determinations.
Respondents contend that the domestic like products should include OEM, as well as non-OEM, articles.

The parties’ arguments have treated drums and rotors collectively. In other words, the parties appear
to agree that the same factors that either distinguish or fail to distinguish OEM drums from non-OEM drums
also distinguish or fail to distinguish OEM rotors from non-OEM rotors. Hence, in the discussion below we,
like the parties, will generally discuss drums and rotors collectively.

15 Confidential Report (CR) at I-8, Public Report (PR) at I-5.
¢ CR atI-9, PR at I-6.

7 Tr. at 77 (Orlando). This producer uses some different production equipment for rotors than for drums. See
Petitioner’s Postconference Brief, public ex. 6 at 3.

8 Tr. at. 77 (LaVarra); Petition at 4; CR at I-17 n.61, PR at I-10 n.61.
19 Tr. at 77; Petitioner’s Postconference Brief at 15,

2 'W. Toboldt, L. Johnson & S. Olive, AUTOMOTIVE ENCYCLOPEDIA 639 (1989); Wagner brochure, “Wagner brake
drums and rotors.”

2 See Tables V-1 through V-4, CR at V-6-9, PR at V-3 .
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Physical Characteristics and End Use, Petitioner has cited several physical distinctions between
OEM drums and rotors and their non-OEM counterparts.?> These physical differences appear to be pertinent
to the question of whether a specific drum or rotor meets OEM specifications.?® Petitioner has not contended,
however, that these differences affect the functionality of a drum or rotor. A non-OEM drum or rotor must be
able to fit and function in an automobile in the same manner as the OEM part it replaces; consequently, non-
OEM drum and rotor producers must maintain a required level of fit, finish, and safety.® That OEM and
non-OEM drums or rotors are intended to function in the same manner is indicated by one petitioning firm
official’s explanation of how his firm’s non-OEM rotors are designed: his company takes the OEM part and
reverse-engineers it.”

Interchangeability. Interchangeability between OEM brake drums or rotors and their non-OEM
counterparts is limited. Non-OEM drums or rotors cannot be substituted for OEM products in applications
such as new car assembly and warranty work because they are not certified for use as original equipment.?®
However, either an OEM or non-OEM product for a given automobile model may be used in other
circumstances.?’

Channels of Distribution. There are distinct channels of distribution for the OEM and non-OEM
products at issue. Non-OEM brake drum and rotor manufacturers generally sell their products to warehouse
distributors, which sell to jobbers, which in turn sell to service stations, retail outlets, and garages.”® By
contrast, OEM manufacturers sell the bulk of their product directly to firms that manufacture automobile
assemblies, parts, and components. OEM brake drums or rotors that are not to be installed in new vehicles
are generally sold through licensed parts distributors and motor vehicle distributors.?

Respondents argue that whatever distinctions between the channels of distribution for OEM products
and non-OEM products that may exist in form collapse in practice and there is in fact considerable overlap in
the channels of distribution.® The record in this preliminary investigation indicates that although there is, in

2 An OEM rotor is balanced to tighter specifications than a non-OEM rotor, is turned in certain places where a non-
OEM rotor is cast to size, and has a ground braking surface while the non-OEM rotor’s surface is turned. Additionally,
an OEM rotor is painted, unlike a non-OEM rotor, and has more holes than a non-OEM rotor. Tr. at 23-24 (Orlando);
Petitioner’s Postconference Brief, Public Ex. 1 at 1. Similarly, an OEM drum has more precise balancing than a non-
OEM drum, has a double lip dust groove while that of the non-OEM drum has a single lip, and is pamted while the non-
OEM drum is not. Petitioner’s Postconference Brief, Public Ex. 1 at 2.

2 See Tr. at 19-20 (Breslow).

2 Tr. at 19 (Breslow).

% Tr. at 70-71 (Orlando).

% Tr. at 34 (Gladner), 64-65 (LaVarra); Petitioner’s Postconference Brief, public ex. 3.

7 See CR atI-9, PR at I-6. In any final investigation, we will investigate further the degree to which OEM brake
drums or rotors and their non-OEM counterparts are in fact competitive products for “aftermarket” work not done under
warranty.

% CR atI-11-12, PR at I-7-8.

» CRatl-13,PR at I-8.

* Respondents have appended a substantial number of press clippings to their postconference brief in an effort to
substantiate their argument. These materials, in our view, are of limited probative value. The clippings do not speak
specifically to the domestic like product issue the parties have defined -- the difference between brake drums or rotors

(continued...)



fact, some overlap in channels, the overlap is minor. As explained below, production of OEM drums and
rotors is overwhelmingly undertaken by manufacturers distinct from those that produce non-OEM drums and
rotors. OEM drum and rotor manufacturers sell a substantial portion of their output to vehicle manufacturers
and their suppliers, or internally consume their production.** Vehicle manufacturers, however, do not use
non-OEM products as original equipment on their production lines.*> Although manufacturers of both OEM
and non-OEM drums and rotors sell their products to distributors for sale as replacement parts in the
“aftermarket,” the distributors who handle OEM products are generally distinct from the distributors who
handle non-OEM products.”® Consequently, the current record indicates that the bulk of OEM brake drum
and rotor production is sold by different manufacturers through different channels of distribution than non-
OEM brake drum and rotor production.*

Production Processes. Facilities, and Employees. The record indicates that there are differences in
the manner that production of OEM and non-OEM drums and rotors is undertaken. Non-OEM drum or rotor
production machinery is often clustered in stand-alone cells operated by one or two employees that produce a
finished part ready for shipment. Each cell contains two or three pieces of equipment used to accomplish all
machining and finishing operations.?® By contrast, OEM brake drums or rotors are often produced on an
automated transfer line to obtain production efficiencies because of the larger volumes of articles produced.
The assembly lines generally consist of seven to ten pieces of equipment, each of which is dedicated to a
particular task. Production of OEM brake drums or rotors entails some specialized equipment, which is not
used to produce non-OEM articles, to ensure conformance with OEM specifications.?

Production of OEM drums or rotors is, with what appear to be minor exceptions, undertaken at
separate facilities from those used to produce non-OEM drums or rotors. The firms, such as those that
constitute the petitioning coalition, that focus on production of non-OEM drums or rotors do not produce
OEM drums or rotors except in isolated instances.’” Some producers who focus on OEM drum or rotor
production, by contrast, do produce some non-OEM articles. This production, however, is either excess
production or production intended to be OEM that fails to meet OEM specifications. The information

30, :
(...continued)
that have OEM certification and those that do not. Moreover, many of the clippings speak of automotive parts generally
and do not specifically pertain to brake drums or rotors. See, e.g., Respondents’ Postconference Brief, ex. 1, sixth
article (description of Raysbestos “Brake Bath”).

31 CR at T4, PR at III-3.
32 See CR at ITI-9, PR at ITI-5.
3 See CR atI-11, PR at I-7.

* We anticipate that responses to purchasers’ questionnaires will permit us to have a more complete record with
respect to this issue in any final investigation. Additionally, we will investigate further the extent to which entities such
as automobile dealers, service stations, and independent garages stock both OEM and non-OEM drums or rotors.

* CR atI-16,PR at I-10.
* CR atI-17,PR at I-10.

7 CR at II-8, PR at ITI-4. In any final investigation we will explore further the extent to which production of original
equipment service (OES) drums or rotors for older or discontinued automobile models may be outsourced by an OEM
producer to a non-OEM producer, such as the petitioning firms.
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available indicates that such non-OEM output accounts for only a very small portion of these producers’ total
drum or rotor production.*

Customer and Producer Perceptions. Testimony presented at the conference supports the conclusion
that customers and producers perceive non-OEM brake drums or rotors as distinct products from OEM brake

drums or rotors. One of the petitioning firm’s customers, an executive of an automotive parts distributor,
testified that his firm served the aftermarket exclusively and that it never carried or sold OEM drums or
rotors.”® Petitioner also submitted testimony from the non-OEM brake drum and rotor producers who
support the petition that the market their firms serve is distinct from the OEM market.*

Marketing literature that brake drum and rotor manufacturers prepare in the ordinary course of
business corroborates the conference testimony. Product brochures prepared by one of the petitioning firms
specifically references its brake drum and rotor products as being for the “aftermarket.”! Similarly,
promotional material prepared by an OEM rotor manufacturer specifically mentions that the manufacturer’s
major customers are OEMs.*

Price. The record contains only limited information pertinent to the relative prices of OEM brake
drums or rotors as compared to non-OEM drums or rotors.** Petitioner has submitted information indicating
that, as compared to non-OEM products sold by Wagner Brake Corp., the comparable OEM brake rotor is
priced 291 percent higher and the comparable OEM brake drum is priced 43 percent higher.** Two importers
reported in their questionnaire responses their impression that OEM product is priced higher.**

Conclusion. We have determined that, for purposes of this preliminary investigation, the domestic
like products should be limited to non-OEM brake drums and non-OEM brake rotors. The record indicates
that an OEM brake drum or rotor and its non-OEM counterpart are physically very similar -- the distinctions
cited by petitioner are superficial -- and perform the same function in the same manner in a particular motor
vehicle. Notwithstanding their similarities in physical characteristics and end-uses, however, the record in this
preliminary investigation indicates that several factors distinguish non-OEM drums or rotors from their OEM
counterparts. OEM drums and rotors and non-OEM drums and rotors have largely separate channels of
distribution, are overwhelmingly made by separate manufacturers in distinct facilities using different types of
production lines, and generally are perceived to be separate products by producers and distributors. These
characteristics, and particularly the fact that the current record indicates that OEM and non-OEM producers
are largely separate entities serving distinct markets, distinguish this investigation from several prior
investigations where the Commission has stated that differences in channels of distributions are by

* CR at III-5, II-8, PR at IMI-3-5.

3 Tr. at 33-34, 56-57 (Gladner).

40 Tr. at 27-28 (Painter), 62-63 (Breslow).
Wagner product brochures.

Petitioner’s Postconference Brief, public ex. 5.

4 Although Commission staff sent out questionnaires to producers of OEM drums and rotors, it received few
responses containing financial or unit value information. We will attempt in any final investigation to generate further
information about relative prices of OEM and non-OEM drums and rotors.

4 Petitioner’s Postconference Brief, public ex. 1.
“ CRatI-19,PR at I-11.



themselves an insufficient basis for separating like products.®® On balance, we conclude that the current
record indicates that the distinctions between the OEM and non-OEM products at issue are greater than the
similarities, and are sufficiently strong to indicate a “clear dividing line” between the products. Accordingly,
we have determined not to include OEM brake drums or rotors in the domestic like products.”’” As we have
noted throughout the preceding discussion, however, the current record is incomplete in several respects, and
we will revisit this issue in any final investigation.

For the foregoing reasons, we have determined that there are two domestic like products in this
investigation. The first domestic like product consists of non-OEM brake rotors; the second domestic like
product consists of non-OEM brake drums.*

a6 S_eggeﬁmﬁ_'hmg[s_ﬁgm_lap_an Inv. No 731-TA-643 (Fmal) USITC Pub. 2740 at I-6-7 (Feb. 1994); Chrome-
: e People ain ,Inv Nos. 731-TA-474-475 (Preliminary), USITC

Pub 2342 at 14-15 (Dec. 1990); , 661 F. Supp. 1214, 1217 (Ct. Tnt|
Trade 1987).

7 Commissioner Newquist notes that the role of OEM specifications, whether or not they affect functionality, remains
an important question in the analysis of whether OEM and non-OEM rotors, and OEM and non-OEM drums, are “like
products.” Whether products meet specifications has served as the primary basis for like product determinations in
many other Title VII investigations. Therefore, he leaves open the question of whether such an analysis based on
specification compliance or “qualified product” might merit more attention in any final investigation.

“8 The imported articles subject to investigation include “unfinished” and “semifinished” drums and rotors. 61 Fed.
Reg. at 14740-41. Commerce’s scope determination defines “unfinished” drums or rotors as “those which have
undergone some grinding or turning,” and “semifinished” drums or rotors as “those on which the surface is not entirely
smooth, and has undergone some drilling.” Because these articles are within the scope, the Commission must
determine what domestic like product(s) correspond to these articles.

In cases involving semifinished products, the Commission examines: (1) whether the upstream article is
dedicated to the production of the downstream article or has independent uses; (2) whether there are perceived to be
separate markets for the upstream and downstream articles; (3) differences in the physical characteristics and functions
of the upstream and downstream articles; (4) difference in the costs of value of the vertically differentiated articles; and
(5) mgmﬁcance and extent of the processes used to transform the upstream into the downstream articles. La.:ge

Inv. Nos 731-TA-736-737 (Prehmmary) USITC Pub 2916 atI 8 & n. 30 (Aug 1995) Qenamgas_qiﬁem_ls_f_rgm_me
People’s Republic of China, Inv. No. 731-TA-669 (Final), USITC Pub. 2837 at I-6-7 n.14 (Dec. 1994).

Unfinished and semifinished brake drums or rotors are used only to produce the finished product. CR at I-16
n.58, PR at I-10 n.58. They differ from the finished product in the amount of grinding and boring they have received.
One of the petitioner’s witnesses characterized the finishing process as “they just put it in a machine and finish it [by
touching off the braking surface] real quick.” Tr. at 79 (Arenson). Nevertheless, a drum or rotor cannot be installed in a
vehicle until and unless the finishing process is completed. CR at I-16, PR at I-9-10. The finishing process adds
approximately 35 to 40 percent of the total value of the product. CR at III-10, PR at IIT-6. There do not appear to be
any independent markets for U.S.-produced unfinished or semifinished drums or rotors. Id.

Because of the relatively minor nature of the processing used to finish brake drums and rotors, and because the
semifinished forms of the product are dedicated to production of the finished forms, we have included that unfinished
and semifinished drums and rotors “like” those subject to investigation within the same domestic like products as the
finished forms of the products.



C. Domestic In

In making its determination, the Commission is directed to consider the effect of the imports on the
industry, defined as “the producers as a [w]hole of a domestic like product. . . Based on our definition of
the domestic like products, there are two domestic industries in these investigations. The first consists of

domestic producers of non-OEM brake rotors. The second consist of domestic producers of non-OEM brake
drums.

We must further determine whether certain producers of the domestic like products should be
excluded from the pertinent industry as related parties.®® If the Commission determines that a domestic
producer satisfies the definition of a related party, the Commission may exclude such producer from the
domestic industry if “appropriate circumstances” exist.”! Exclusion of a related party is within the
Commission's discretion based upon the facts presented in each case.*

Three domestic producers of non-OEM rotors, AlliedSignal, Kinetic, and Wagner, imported subject
rotors from China during the period of investigation.®> Consequently, these three firms are related parties

% 19U.S.C. § 1677(4)(A). In doing so, the Commission generally includes all domestic production, including tolling

operations and captively consumed product, within the domestic industry. See United States Steel Group v, United
States, 873 F. Supp. 673, 682-83 (Ct. Int'l Trade 1994), appeal docketed, No. 95-1245 (Fed. Cir. March 21, 1995).

%" A domestic producer is a related party if it is either related to the exporters or importers of subject merchandise, or
is itself an importer of the subject merchandise. Parties are considered to be related if one party directly or indirectly
controls another party. Direct or indirect control exists when “the party is legally or operationally in a position to
exercise restraint or direction over the other party.” 19 U.S.C. § 1677(4)(B).

1 19U.S.C. § 1677(4)(B). The primary factors the Commission has examined in deciding whether appropriate
circumstances exist to exclude a related party include:

1)) the percentage of domestic production attributable to the importing producer;

)] the reason the U.S. producer has decided to import the product subject to investigation, Lg.,
whether the firm benefits from the LTFV sales or subsidies or whether the firm must import
in order to enable it to continue production and compete in the U.S. market, and

3 the position of the related producer vis-a-vis the rest of the industry, i.e,, whether inclusion
or exclusion of the related party will skew the data for the rest of the industry.

See, e.g., Torrington Co, v, United States, 790 F. Supp. 1161, 1168 (Ct. Int'l Trade 1992), aff'd without opinion, 991
F.2d 809 (Fed. Cir. 1993). The Commission has also considered whether each company's books are kept separately
from its “relations” and whether the pnmary mterests of the related producers lie in domesuc producnon orin
importation. See, €.8., Certa ; i
MMMMM Inv Nos. 701-TA—360 and 361 731-TA-688—695 (Fmal),
USITC Pub. 2870 at I-18 (April 1995).

52 Torrington, 790 F. Supp. at 1168; Empire Plow Co, v, United States, 675 F. Supp. 1348, 1352 (Ct. Int'l Trade
1987); S. Rep. No. 249, 96th Cong. 1st Sess. at 83 (1979) (“where a U.S. producer is related to a foreign exporter and
the foreign exporter directs his exports to the United States so as not to compete with his related U.S. producer, this
should be a case where the ITC would not consider the related U.S. producer to be a part of the domestic industry™).

%3 Table II-3, CR at I1I-12-13, PR at ITI-6: see Tr. at 185.
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with respect to the non-OEM rotor industry.>* We determine that a fourth domestic producer of non-OEM
rotors, ITT Automotive (ITT), is also a related party because it *** 5

One domestic producer of non-OEM drums, AﬂiedSignal imported subject drums from China during
the period of investigation.> Consequently, this firm is a related party with respect to the domestic non-OEM
brake drum industry.

With respect to the non-OEM rotor industry, we determine that appropriate circumstances do not
exist for the exclusion of ITT, Kinetic, or Wagner. Each of these firms maintains a substantial domestic
production presence.” Moreover, these firms’ financial results indicate that their importation activities have
not caused their financial performance with respect to their domestic production to benefit vis a vis the
domestic non-OEM brake rotor producers that do not import subject rotors from China.® AlliedSignal,
#xk 59 sk we determine that appropriate circumstances exist to exclude AlliedSignal from the domestic non-
OEM rotor industry.

Similarly, AlliedSignal’s production of non-OEM brake drums *** % Accordingly, we determine
that appropriate circumstances also exist to exclude AlliedSignal from the domestic non-OEM drum industry.

III.  CONDITION OF THE DOMESTIC INDUSTRIES

In assessing whether there is a reasonable indication that the domestic industries are materially
injured or threatened with material injury by reason of allegedly LTFV imports, we consider all relevant
economic factors that bear on the state of each industry in the United States.®® These factors include output,
sales, inventories, capacity utilization, market share, employment, wages, productivity, profits, cash flow,

% Additionally, ***, CR atIII-11 & n.97, PR at ITI-6 & n.24. The *** also serves to make Kinetic a related party.
See Uranium from the U.S.S.R,, Inv. No. 731-TA-539 (Preliminary), USITC Pub. 2471 at 14 (Dec. 1991).

%5 In previous investigations, the Commission has concluded that a domestic producer that does not itself import
subject merchandise, or does not share a corporate affiliation with an importer, may nonetheless be deemed a related
party if it controls large volumes of imports. The Commission has found such control to exist where the domestic
producer was respons1ble for a predommant propor&on of an 1mporter s purchases and the unporter s purchases were
substantial. See Certa ,
from Brazil, Inv. No. 731-TA-572 (Fmal) USITC Pub 2662 at 18- 19 (July 1993) C_Qnmgm&mﬂc_d
Pipe Fittings from China and Thailand, Inv. Nos. 731-TA-520-521 (Final), USITC Pub. 2528 at 12-13 (June 1992).
Here, ITT ***. CR atIII-11 n.96, PR at I1I-6 n.23. ***, Table IV-1, CR at IV-1-2, PR at IV-1. ***_ CR at III-11 n.96,
PR at III-6 n.23.

6 Table ITI-3, CR at IMI-12-13, PR at III-7; see Tr. at 185.
57 Table MI-2, CR at IMI-5, PR at TI-3.

% Table VI-5, CR at VI-7-8, PR at VI-3. Nevertheless, we note that ***, which raises the question of whether their
primary interests lie in production or importation. Tables III-2, III-3, CR at III-5, ITI-12-13, PR at ITI-3, ITI-6.
Additionally, Kinetic states that it has imported product from China to benefit from the lower prices for Chinese product.
Petitioner’s Postconference Brief, Rebuttal ex. 1 at 6. ***, Table ITI-3, CR at III-13, PR at ITI-6. In light of these facts,
we will again examine during any final investigation whether appropriate circumstances exist to exclude ITT and Kinetic
from the pertinent domestic rotor industry. We expect that the parties will address this issue in any final investigation.

% Tables II-2, -3, CR at OI-5, III-12-13, PR at III-3, III-6.

% Tables II-2, II-3, CR at OI-5, II-12-13, PR at II-3, ITI-6.

1 19 U.S.C. § 1677(T)(C)(ii).
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return on investment, ability to raise capital, and research and development. No single factor is dispositive,
and all relevant factors are considered “within the context of the business cycle and conditions of competition
that are distinctive to the affected industry.”?

A. The Non-OEM Rotor Industry

Conditions of competition®® pertinent to our analysis of the domestic non-OEM rotor industry stem
from the fact that such rotors are used as replacement parts in vehicles.* The industry has been characterized
by increasing demand since 1993 because the number of older cars on the road has increased and such older
automobiles are more likely to need replacement rotors.%® Additionally, demand is increasing because
recently-manufactured automobiles are more likely to have disc brakes, whose rotors wear out relatively
quickly.®¢

Reflecting these demand conditions, apparent consumption in the United States of non-OEM rotors
increased throughout the period of investigation, which encompasses calendar years 1993, 1994, and 1995.¢
The domestic industry’s U.S. shipments also increased each year from 1993 to 1995.%8 U.S. producers’ share
of total domestic consumption increased by quantity, but decreased by value, from 1993 to 1995.%°

% 19 U.S.C. § 1677(7)(C)(iii)-

% Commissioner Crawford notes that the conditions of competition applicable to the brake rotor market are applicable
to the brake drum market as well. In her determination that there is a reasonable indication that the domestic brake drum
industry is materially injured by reason of allegedly LTFV imports of brake drums from China, Commissioner Crawford
evaluated the conditions of competition in the brake drum market that are relevant to her analysis. See Additional
Views of Commissioner Carol T, Crawford, infra. The facts pertinent to the brake drum market are virtually identical to
the facts pertinent to the brake rotor market. Consequently, Commissioner Crawford finds that the overall elasticity of
demand for brake rotors is relatively low; that subject imports, nonsubject imports and domestic brake rotors are fairly
good substitutes for each other; and that the elasticity of supply of brake rotors is moderate to high.

® The parties alleged further conditions of competition. Petitioner alleged that domestic producers earn higher profits
on their highest-volume models, and that the subject imports have focused on these models and displaced sales of
domestically-produced product. Respondents, in turn, argued that a significant percentage of the subject imports were
models not manufactured in the United States. Although the issues raised by these contentions may be pertinent to our
analysis, the record in this preliminary investigation is insufficient to permit us to evaluate either contention. We will
explore these issues further in any final investigation, and request that the parties submit evidence to corroborate the
assertions they make and provide suggestions for data collection.

¢ CR atII-5, PR at II-3.
% Tr. at 45 (Button); 71 (Breslow).

7 Apparent consumption increased by *** percent from 1993 to 1994 from *** units to *** units, and by ***
percent, to *** ynits, from 1994 to 1995. Table IV-5, CR atIV-11, PR at IV-7. Apparent consumption and certain
other aggregated data for the non-OEM rotor industry are confidential in these views because the Commission did not
receive a complete questionnaire response from one domestic non-OEM rotor producer. It is anticipated that this
producer will provide a complete questionnaire response in any final investigation. Consequently, the Commission is
treating certain non-OEM rotor industry data in these views as confidential so that it will be able to make fully public the
data that it gathers in any final investigation.

8 U.S. shipments increased by *** percent from 1993 to 1994 from *** units to *** units, and by *** percent, to
**¥ ynits, from 1994 to 1995. Table II-6, CR at III-20, PR at III-9-10.

¥ Measured by quantity, U.S. producers’ share of domestic consumption increased from *** percent in 1993 to ***
percent in 1994 and to *** percent in 1995. Measured by value, U.S. producers’ share of domestic consumption
(continued...)
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The domestic industry’s production increased from 1993 to 1994, but declined by a lesser amount
from 1994 to 1995.7° Production capacity rose throughout the period of investigation, as one new producer
began operations in 1994 and several existing producers increased their productive capacity. Capacity
increased from 10.8 million units in 1993 to 14.9 million units in 1994, and to 15.5 million units in 1995, an
increase of 44.1 percent.”’ Because capacity expansion outstripped production increases, capacity utilization
declined from 90.8 percent in 1993 to 75.3 percent in 1994 and to 70.0 percent in 1995.> Consequently,
there was significant unused capacity in the industry in 1995. Inventory levels and the ratios of inventories to
U.S. shipments increased throughout the period of investigation.”

The number of production and related workers increased during each year of the period of
investigation.” The number of hours worked increased from 1993 to 1994, but declined by a lesser amount
from 1994 to 1995.° Hourly wages declined throughout the period of investigation.”

The domestic non-OEM rotor industry’s aggregate operating income declined from 1993 to 1994,
and increased by a lesser amount from 1994 to 1995.” From 1993 to 1994, sales revenues increased, but
average unit sales values declined. Simultaneously, average unit values for cost of goods sold (COGS) and
selling, general, and administrative (SG&A) expenses increased. Consequently, average unit values for gross
profit and operating income and operating margins fell from 1993 to 1994. By contrast, from 1994 to 1995,
both sales revenues and average unit sales values increased. COGS, on a per unit basis, increased, but per

%(...continued)
declined from *** percent in 1993 to *** percent in 1994 and to *** percent in 1995. Table IV-5, CR atIV-11, PR at
Iv-7.

7 Production increased by *** percent from 1993 to 1994, from *** units to *** units, and then declined by ***
percent, to *** ynits, from 1994 to 1995. Table III-5, CR at ITI-17, PR at I1I-8. (Because AlliedSignal has been
excluded from the domestic industry, its data concerning production of non-OEM rotors have been excluded from this
total. AlliedSignal provided ***.)

One reason for the possible disparity in shipment and production trends from 1994 to 1995 is that ***, a non-
OEM rotor producer whose production *** throughout the period of investigation, reported production but not shipment
data. Because *** also did not report employment and financial data, the reported industry trends with respect to these
indicators may be somewhat more favorable than they would be if they included ***.

"' Table IlI4, CR at ITI-16, PR at I1I-8. See also Table II-5, CR at I1I-17; PR at III-8 (providing data for individual
producers).

7 Tables 4, OI-5, CR at I-16-17, PR at ITI-8.

™ Inventories increased by *** i)ercent from 1993 to 1994, from *** units to *** units, and by *** percent, to ***
units from 1994 to 1995. The ratio of inventories to total U.S. shipments increased from *** in 1993 to *** in 1994
and *** in 1995. Table ITI-7, CR at II-23, PR at III-11.

7 The number of such workers increased from *** in 1993 to *** in 1994 and to *** in 1995. Table III-8, CR at III-
24, PR at I1I-12.

s Hours worked increased by *** percent from 1993 to 1994, from *** to e , and then declined by *** percent, to
*** from 1994 to 1995. Table III-8, CR at I1I-24, PR at II-12.

* Hourly wages declined from *** in 1993 to *** in 1994 and to *** in 1995. Table III-8, CR at I1I-24, PR at III-
12.

7 QOperating income declined from *** in 1993 to *** in 1994, and then increased to *** in 1995. Table VI-4, CR at
VI-6, PR at VI-3.
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unit SG&A expenses declined by a amount greater than the increase in COGS. Thus, the industry’s
operating margin increased from 1994 to 1995, although it did not recover to its 1993 level.”

Capital expenditures by the domestic non-OEM rotor industry increased irregularly from 1993 to
1995.” Research and development expenditures increased throughout each year of the period of
investigation 2 &

B. The Non-OEM Drum Industry

The conditions of competition described above with respect to the non-OEM rotor industry are
generally applicable to the non-OEM drum industry as well.?2 #* The non-OEM drum industry, however, is
considerably smaller than the non-OEM rotor industry.

Apparent consumption in the United States of non-OEM drums rose throughout the period of
investigation. Apparent consumption increased from 4.4 million units in 1993 to 5.0 million units in 1994
and to 5.3 million units in 1995, a total increase of 21.1 percent.** The domestic industry’s U.S. shipments
increased from 1.8 million units in 1993 to 2.2 million units in 1994 and to 2.5 million units in 1995, a total
increase of 40.5 percent.** Because shipments increased at a greater rate than domestic consumption, U.S.
producers’ share of the quantity of domestic consumption increased from 40.6 percent in 1993 to 43.1
percent in 1994 and 47.2 percent in 19953

The domestic industry’s production, capacity, and capacity utilization also increased throughout the
period of investigation. Production rose from 2.0 million units in 1993 to 2.6 million units in 1994 and to 2.9

% Table VI-4, CR at VI-6, PR at VI-3.

" Capital expenditures increased by *** percent from 1993 to 1994, from *** to ***_ and then declined by Fokok
percent, to ***_from 1994 to 1995. Table VI-9, CR at VI-12, PR at VI4.

¥ Such expenses increased by *** percent from 1993 to 1994, from *** to ***, and by *** percent, to ***, from
1994 to 1995. Table VI-10, CR at VI-13, PR at VI4,

# Based on the foregoing, Commissioner Rohr and Commission Newquist determine that there is a reasonable
indication that the domestic non-OEM rotor industry is experiencing material injury.

¥ See CR at II-5-6, PR at II-34.

¥ Commissioner Crawford concurs that the conditions of competition applicable to the brake rotor market are
applicable to the brake drum market as well. In her determination that there is a reasonable indication that the domestic
brake drum industry is materially injured by reason of allegedly LTFV imports of brake drums from China, she found
that the overall elasticity of demand for brake drums is relatively low; that subject imports, nonsubject imports and
domestic brake drums are fairly good substitutes for each other; and that elasticity of supply of brake drums is moderate
to high. See Additional Views of Commissioner Carol T. Crawford, infra. As noted earlier, she finds that these same
conditions of competition apply to the brake rotor market.

# Table IV-4, CR at IV-12, PR at IV-7.

& Table II-6, CR at III-20, PR at IT1-9-10.

% Table IV-4, CR at IV-12, PR at IV-7. Measured by value, U.S. producers’ share of U.S. consumption fluctuated
within a narrow range. Id,
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million units in 1995, an increase of 42.8 percent.®” Capacity increased from 3.0 million units in 1993 to 3.2
million units in 1994, and to 3.4 million units in 1995, a total increase of 15.2 percent.®® Capacity utilization
increased from 67.6 percent in 1993 to 83.0 percent in 1994 and to 83.9 percent in 1995.%° Inventories
declined from 467,000 units in 1993 to 465,000 units in 1994, and then increased to 603,000 units in 1995,
an increase of 29.1 percent from 1993 to 1995.%°

The number of production and related workers increased from 164 in 1993 to 174 in 1994 and to
209 in 1995.”* Hours worked increased from 363,000 in 1993 to 449,000 in 1994 and to 483,000 in 1995.”2
Hourly wages declined from $14.40 in 1993 to $14.37 in 1994, and then increased to $14.81 in 1995.%3

Financial results for the domestic non-OEM drum industry were positive from 1993 to 1995. Sales
revenues, gross profits, and operating income went up during each year of the period of investigation.*
Operating margins fluctuated within a fairly narrow range.* %

Capital expenditures increased throughout the period of investigation.”” Research and development
expenditures were low and stable.*® *°

IV.  REASONABLE INDICATION OF MATERIAL INJURY BY REASON OF
ALLEGEDLY LTFV IMPORTS OF CERTAIN BRAKE ROTORS

" In preliminary antidumping investigations, the Commission determines whether there is a reasonable
indication that an industry in the United States is materially injured by reason of the imports under

§ Table III-5, CR at ITI-17, PR at ITI-8. (Because AlliedSignal has been excluded from the domestic industry, its data
concerning production of non-OEM drums have been excluded from this total. AlliedSignal provided ***.)

® Table 114, CR at III-16, PR at ITI-8.

9 Tables 114, II-5, CR at ITI-16-17, PR at I1I-8.
% Table ITI-7, CR at INT-23, PR at TTI-11.

°! Table ITI-8, CR at ITI-24, PR at TI-12.

%2 Table ITI-8, CR at ITI-24, PR at III-12.

% Table ITI-8, CR at ITI-24, PR at TI-12.

% Gross profit increased from *** in 1993 to *** in 1994 and *** in 1995. Operating income increased from *** in
1993 to *** in 1994 and *** in 1995. Table VI-1, CR at VI-2, PR at VI-1.

% The ratio of gross profit to net sales was *** percent in 1993, *** percent in 1994, and *** percent in 1995. The
ratio of operating income to net sales declined from *** percent in 1993 to *** percent in 1994, and then increased ***
percent in 1995. Table VI-1, CR at VI-2, PR at VI-1.

% Commissioner Rohr notes that operating margins for the non-OEM brake drum industry were quite high and overall
financial results could be characterized as very favorable.

7 Capital expenditures increased from *** in 1993 to *** in 1994 and then declined to *** in 1995, an overall
increase of *** from 1993 to 1995. Table VI-9, CR at VI-12, PR at VI4.

% Table VI-10, CR at VI-13, PR at VI-4.

% Based on the foregoing, Commissioner Rohr and Commissioner Newquist determine that there is no reasonable
indication that the domestic non-OEM drum industry is experiencing material injury. Their analysis of drums proceeds
directly to the issue of reasonable indication of threat of material injury, discussed in section VI.

0

3
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investigation.!® In making this determination, the Commission must consider the volume of imports, their
effect on prices for the domestic like product, and their impact on domestic producers of the domestic like

product, but only in the context of U.S. production operations.!®! Although the Commission may consider
causes of injury to the industry other than the allegedly LTFV imports,' it is not to weigh causes.'® 1% 15

For the reasons discussed below, we find that there is a reasonable indication that the domestic non-
OEM rotor industry is materially injured by reason of allegedly LTFV imports from China.

Volume of Subject Rotor Imports. Measured by quantity, subject rotor imports increased from 2.1
million units in 1993 to 4.7 million units in 1994 and to 6.9 million units in 1995. Measured by value,
subject rotor imports increased from $13.7 million in 1993 to $30.2 million in 1994 and $46.9 million in
1995.1% The market penetration of Chinese rotor imports also increased by large proportions from 1993 to
1995. By 1995, Chinese rotor import market penetration, measured by quantity, had risen to a level that was

10 19 1J.S.C. § 1673b(a). The statute defines “material injury” as “harm which is not inconsequential, immaterial, or
unimportant.” 19 U.S.C. § 1677(7)(A).

1119 U.S.C. § 1677(7)(B)(X). The Commission “may consider such other economic factors as are relevant to the
determination,” but shall “identify each [such] factor . . . and explain in full its relevance to the determination.” 19
U.S.C. § 1677(7)(B).

192 Alternative causes may include the following:

[TIhe volume and prices of imports sold at fair value, contraction in demand or changes in patterns of
consumption, trade, restrictive practices of and competition between the foreign and domestic producers,
developments in technology, and the export performance and productivity of the domestic industry.

S. Rep. No. 249, 96th Cong., 1st Sess. 74 (1979). Similar language is contained in the House Report. H.R. Rep. No.
317, 96th Cong., 1st Sess. 46-47 (1979).

1% See, e.g., Citrosuco Paulista. S.A. v. United States, 704 F. Supp. 1075, 1101 (Ct. Int'l Trade 1988).

1% Commissioner Rohr and Commissioner Newquist further note that the Commission need not determine that imports
are “the principal, a substantial, or a significant cause of material injury.” S. Rep. No. 249, at 57, 74. Rather, a finding
that imports are a cause of material injury is sufficient. See, e.g., Metallverken Nederland B.V. v, United States, 728 F.
Supp. 730, 741 (Ct. Int'l Trade 1989); Citrosuco Paulista, 704 F. Supp. at 1101.

195 Commissioner Crawford notes that the statute requires that the Commission determine whether a domestic industry
is “materially injured by reason of” the allegedly LTFV imports. She finds that the clear meaning of the statute is to
require a determination of whether the domestic industry is materially injured by reason of allegedly LTFV imports, not
by reason of the allegedly LTFV imports among other things. Many, if not most, domestic industries are subject to
injury from more than one economic factor. Of these factors, there may be more than one that independently are causing
material injury to the domestic industry. It is assumed in the legislative history that the “ITC will consider information
which indicates that harm is caused by factors other than less-than-fair-value imports.” S. Rep. No. 249, 96th Cong., 1st
Sess. 75 (1979). However, the legislative history makes it clear that the Commission is not to weigh or prioritize the
factors that are independently causing material injury. Id. at 74; H.R. Rep. No. 317, 96th Cong., 1st Sess. 46-47 (1979).
The Commission is not to determine if the allegedly LTFV imports are “the principal, a substantial or a significant cause
of material injury.” S. Rep. No. 96-249 at 74 (1979). Rather, it is to determine whether any injury “by reason of” the
allegedly LTFV imports is material. That is, the Commission must determine if the subject imports are causing material
injury to the domestic industry. “When determining the effect of imports on the domestic industry, the Commission must
consider all relevant factors that can demonstrate if unfairly traded imports are materially injuring the domestic
industry.” S. Rep. No. 71, 100th Cong., 1st Sess. 116 (1987) (emphasis added).

196 Table IV-2, CR at IV-6, PR at IV-3.
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substantial in relationship to both domestic production and the market as a whole.'” Accordingly, we find
both the volume of imports of rotors from China, and the increase in that volume, are significant.

Price Effects of Subject Rotor Imports. Pricing data were collected in this preliminary investigation
on two non-OEM rotor models. The imports from China undersold the domestically-produced product in
every pricing comparison.'®

The underselling margins were high and increased over the period of investigation.!® In light of
the consistent, high, and increasing margins of underselling, we determine that the underselling is
significant,10 11!

The record in this preliminary investigation indicates price suppression attributable to the
underselling and the increasing volumes of rotors imported from China. Even assuming that a U.S.-produced

197 Measured by quantity, subject rotor import market penetration increased from *** percent in 1993 to *** percent
in 1994 and *** percent in 1995. Measured by value, subject rotor import market penetration increased from ***
percent in 1991 to *** percent in 1994 and *** percent in 1995. Table IV-5, CR atIV-11, PR at IV-8.

1% Tables V-3, V4, CR at V-8-9, PR at V-3.
19 Tables V-3, V4, CR at V-8-9, PR at V-3.

1% Perceived quality and marketing differences may explain in part the pervasive underselling. Importers generally
stated that Chinese imports were perceived as being lower in quality than the U.S.-produced product, and were priced
lower in light of such perceptions. CR atI-14-15, PR at I-8-9. Additionally, some producers and importers sell two
lines of rotors -- a “premium” line, which is typically produced in the United States or Canada, and a lower-priced line,
which is typically imported from a country other than Canada. See CR at II-2; PR at II-1. Nevertheless, these factors
can explain neither the size of the underselling margins nor why these margins increased over time.

I Commissioner Crawford rarely gives much weight to evidence of underselling since, as noted above, it usually
reflects some combination of differences in quality, other nonprice factors, or fluctuations in the market during the period
in which price comparisons were sought. In this market, Commissioner Crawford finds that subject imports are not
having significant effects on domestic prices for brake rotors. To evaluate the effects of the dumping on domestic prices,
Commissioner Crawford compares domestic prices that existed when the imports were dumped with what domestic
prices would have been if the imports had been fairly traded. In most cases, if the subject imports had not been traded
unfairly, their prices in the U.S. market would have increased. In this investigation, the alleged dumping margins for
subject imports from China are quite large (52.08 to 62.55 percent), so that subject imports likely would have been
priced significantly higher had they been fairly traded. Subject imports and domestic brake rotors are fairly good
substitutes, and thus some of the demand for subject imports likely would have shifted to domestic brake rotors had
subject imports been fairly traded. However, nonsubject imports and subject imports also are fairly good substitutes, and
thus some of the demand for subject imports likely would have shifted to nonsubject imports as well. Since subject
imports held a market share of *** percent by quantity in 1995, the shift in demand away from subject imports likely
would have been substantial, and it is likely that the domestic industry would have captured a significant share of it. The
elasticity of demand indicates that domestic suppliers should have been able to increase prices in respo nse to this
significant shift in demand. However, any attempt by the domestic industry to increase its prices in response to the shift
in demand would have been unsuccessful. There is significant competition among brake rotor suppliers in the U.S.
market. The domestic industry has available production capacity, and some inventories and exports with which they
would have competed among themselves for sales, had demand shifted away from subject imports. Furthermore,
suppliers of the large volume of nonsubject imports, which accounted for *** of consumption in 1995, also would have
competed for sales, and thus provided additional price discipline. In these circumstances, any effort by a domestic
supplier to raise its prices would have been beaten back by its competitors. Therefore, significant effects on domestic
prices cannot be attributed to the unfair pricing of subject imports. Consequently, Commissioner Crawford finds that
subject imports are not having significant effects on prices for domestic brake rotors.
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non-OEM rotor would sell at a premium over a Chinese rotor due to marketing practices and perceptions of
superior quality, the interchangeability of the products would limit the size of that premium. The
overwhelming majority of importers responding to the Commission’s questionnaire indicated that U.S.-
produced non-OEM rotors were interchangeable with rotors imported from China.!'> Because either a
Chinese or domestically-produced rotor could be used for an application requiring a non-OEM rotor, if the
pricing premium for the domestic product became too high relative to the Chinese rotor, domestic customers
would likely switch to the Chinese rotor. Although domestic non-OEM rotor prices did not decline during the
period of investigation, they fluctuated within a narrow range.''® At the same time, however, domestic
industry’s per unit COGS was increasing.'* We believe that the presence of significant and increasing
volumes of LTFV subject imports sold at much lower prices that were interchangeable with the domestic like
product prevented price increases for the domestic like product, which otherwise might have occurred, to a
significant degree.!'®

Impact of Subject Rotor Imports. The domestic industry’s inability to increase its prices
commensurate with increases in costs in light of the increasing volumes of low-priced subject imports
adversely affected its financial performance.!!¢ Although sales revenues increased during the period of
investigation, operating income fell.'”” Operating income margins also fell, and an increasing number of
producers experienced operating losses.'*®

12 CR at II-6, PR at 4.
13 Tables V-3, V4, CR at V-8-9, PR at V-3.
14 Taple VI-4, CR at VI-6, PR at VI-3.

!5 As part of its consideration of the impact of imports in an antidumping proceeding, the statute as amended by the
URAA now also specifies that the Commission is to consider “the magnitude of the margin of dumping.” 19 U.S.C. §
1677(7)(C)(ii)(V). The SAA indicates that the amendment “does not alter the requirement in current law that none of
the factors which the Commission considers is necessarily dispositive in the Commission's material injury analysis.”
SAA at 180. The statute defines the “magnitude of the margin of dumping” to be used by the Commission in a
preliminary determination as “the dumping margin or margins published by the administering authority [Commerce] in
its notice of initiation of the investigation.” 19 U.S.C. § 1677(35)(C). The estimated dumping margins identified by
Commerce in its notice of initiation for brake rotors are from 52.08 percent to 62.55 percent. 61 Fed. Reg. at 14741.

¢ Vice Chairman Nuzum notes that the alleged dumping margins range between 52.08 and 62.55 percent, which
exceed the margins by which the Chinese brake rotors undersell U.S. non-OEM brake rotors. During the period
examined, domestic prices remained relatively flat while subject import prices declined, but domestic cost of goods sold
increased. See Tables V-3, V-4, VI4, CR at V-8, V-9, VI-6, PR at V-3, VI-2. Given the high degree of
interchangeability of the Chinese and domestic rotors, she finds that dumping of the magnitude alleged here likely
contributed to the price pressure that subject imports were putting on domestic producers, preventing them from
increasing prices to cover increasing costs.

7 Table VI-4, CR at VI-6, PR at VI-3. We note that the decline in financial performance occurred principally from
1993 to 1994. Profitability did increase from 1994 to 1995, but this increase was insufficient to offset the previous
year’s decline. Id..

¥ Table VI-4, CR at VI-6, PR at VI-3.

18



Moreover, notwithstanding that domestic consumption of non-OEM rotors continued to increase
from 1994 to 1995, domestic production declined.”® Domestic producers were unable to exploit their
increased capacity, as capacity utilization fell significantly.'? !

We conclude that the industry’s declines in profitability and capacity utilization indicate that the
volume and price effects of the subject imports are injurious. Because of their significant volumes and price
suppressing effects, rotor imports from China have prevented the domestic non-OEM rotor industry from
benefitting fully from increased demand in the market. Accordingly, we determine that there is a reasonable

indication that the domestic non-OEM rotor industry is materially injured by reason of allegedly LTFV
imports from China.

1% Table III-5, CR at II-17, PR at ITI-8.

120 Table IM-4, CR at II-16, PR at II-8. The existence of significant amounts of unused capacity refutes respondents’
arguments that the domestic industry is simply unable to supply the quantities the market demands.

12 Commissioner Crawford concurs in the above discussion that the domestic industry has the inability to increase
prices, for the reasons she noted in her finding that subject imports are not having significant effects on domestic prices.
She also agrees that the domestic industry’s capacity utilization is important in evaluating the impact of subject imports,
and concurs that subject imports are having a significant impact on the domestic industry. In her analysis of material
injury by reason of dumped imports, Commissioner Crawford evaluates the impact on the domestic industry by
comparing the state of the industry when the imports were dumped with what the state of the industry would have been
had the imports been fairly traded. In assessing the impact of the subject imports on the domestic industry, she
considers, among other relevant factors, output, sales, inventories, capacity utilization, market share, employment,
wages, productivity, profits, cash flow, return on investment, ability to raise capital, research and development and other
relevant factors as required by 19 U.S.C. § 1677(7)(C)(iii). These factors together either encompass or reflect the
volume and price effects of the dumped imports, and so she gauges the impact of the dumping through those effects. In
this regard, the impact on the domestic industry’s prices, sales and overall revenues is critical, because the impact on the
other industry indicators (e.g., employment, wages, etc.) is derived from this impact. As noted above, the domestic
industry would not have been able to increase its prices significantly if subject imports had been sold at fairly traded
prices. Therefore, any impact of allegedly dumped imports on the domestic industry would have been on the domestic
industry’s output and sales. Had subject imports not been dumped, competition from the large volume of nonsubject
imports would have prevented the domestic industry from capturing the entire demand satisfied by subject imports.
Nonetheless, the increase in demand for domestic brake rotors likely would have been significant. Domestic suppliers
could have increased their production and sales to satisfy the significant increase in demand. Accordingly, the domestic
industry likely would have captured enough of the demand for subject imports that its output and sales, and therefore its
revenues, would have increased significantly had subject imports not been dumped. Consequently, the domestic industry
likely would have been materially better off if the subject imports had been fairly traded. Therefore, Commissioner
Crawford determines that there is a reasonable indication that the domestic industry producing brake rotors is materially
injured by reason of allegedly LTFV imports of brake rotors from the People’s Republic of China.
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V. NO REASONABLE INDICATION OF MATERIAL INJURY BY REASON OF
ALLEGEDLY LTFV IMPORTS OF CERTAIN BRAKE DRUMS!**

The legal standards we apply to determine whether there is a reasonable indication that the domestic
non-OEM drum industry is materially injured by reason of subject drum imports are the same ones discussed
in the first paragraph of section IV. The volume of subject drum imports increased throughout the period of
investigation. Measured by quantity, subject drum imports increased from 138,000 units in 1993 to 383,000
units in 1994, and to 432,000 units in 1995. The value of these imports rose from $1.5 million in 1993 to
$3.9 million in 1994 and $4.6 million in 1995.'*® Market penetration of subject drum imports also increased
from 1993 to 1995. That the percentage increases in both import quantities and market penetration are large
is a function of the very low levels of import volumes and market penetration at the beginning of the period of
investigation. Notwithstanding the increases, in 1995 subject drum import penetration was still small both in
absolute terms and in comparison to the share of the U.S. market held by the domestic non-OEM drum
industry.'*

Pricing data were collected for two non-OEM drum products. The Chinese product-undcrsold the
U.S.-produced product in every comparison. The prices of both the U.S.-produced drums and the Chinese
product generally declined from 1993 to 1995.

We cannot conclude, however, that either the volume or price effects of the subject drum imports are
significant. The record shows no material adverse impact on the domestic non-OEM drum industry that can
be attributed to the subject drum imports. Notwithstanding the increase in import volumes, U.S. producers’
share of the quantity of U.S. non-OEM drum consumption increased from 1993 to 1995.'% Notwithstanding
the price declines and underselling, sales revenues, gross profits and operating income of the domestic non-
OEM drum industry all increased throughout the period of investigation, and operating margins remained
generally stable.'”® Production, shipments, capacity utilization, and employment levels increased as well.'?’
Because there is no material adverse impact on the domestic non-OEM drum industry that can be attributed
to the subject drum imports, we conclude that there is no reasonable indication that the domestic non-OEM
drum industry is materially injured by reason of allegedly LTFV imports from China.'?®

22 Vice Chairman Nuzum and Commissioner Bragg join this section of the opinion. Commissioner Crawford has
determined that there is a reasonable indication that the domestic non-OEM drum industry is materially injured by
reason of allegedly LTFV imports from China, and does not join the remainder of the opinion. See Additional Views of
Commissioner Crawford. Commissioner Rohr and Commissioner Newquist, having determined that there is no
reasonable indication that the domestic non-OEM drum industry is experiencing material injury, proceed directly to the
question of threat of material injury discussed in section VI.

' Table IV-2, CR at IV-6, PR at IV-3.

1* Measured by quantity, market penetration of subject drum imports increased from 3.1 percent in 1993 to 7.6
percent in 1994 and 8.1 percent in 1995. Measured by value, market penetration of subject drum imports increased
from 2.8 percent in 1993 to 6.0 percent in 1994 and 6.3 percent in 1995. Table IV-4, CR at IV-12, PR at IV-7.

125 Table IV-4, CR at IV-12, PR at IV-7.
126 Table VI-1, CR at VI-2, PR at VI-1.
127 Tables II-4-6 and II-8, CR at TI-16-17, IMI-20, III-24, PR at 111-8-9, ImI-12.

' Tables V-1, V-2, CR at V-6, V-7, PR at V-3. We have also considered the magnitude of the margin of dumping,
pursuant to the authorities discussed in footnote 115 above. The estimated dumping margins identified by Commerce
for brake drums in its notice of initiation are from 46.76 percent to 105.56 percent. 61 Fed. Reg. at 14741.

(continued...)
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VI. REASONABLE INDICATION OF THREAT OF MATERIAL INJURY BY REASON OF
ALLEGEDLY LTFV IMPORTS OF CERTAIN BRAKE DRUMS

Section 771(7)(F) of the Act directs the Commission to consider whether the U.S. industry is
threatened with material injury by reason of the subject imports “on the basis of evidence that the threat of
material injury is real and that actual injury is imminent.”’? The Commission may not make such a
determination “on the basis of mere conjecture or supposition,”* and considers the threat factors “as a
whole” in determining “‘whether further dumped or subsidized imports are imminent and whether material
injury by reason of imports would occur unless an order is issued. . . .”*3! In making our determination, we
have considered, in addition to other relevant economic factors, all statutory factors that are relevant to this
investigation.'*

The record in this investigation concerning non-OEM drums is largely devoid of the information we
need to conduct our analysis of threat. The record does contain some information pertinent to statutory threat
factor (V) concerning inventories of drums from China. U.S. inventories of the subject drums increased
irregularly from 1993 to 1995; however, the record contains no information concerning inventories in
China.”® Indeed, the record does not contain any information concerning the non-OEM drum industry in

128( . continued)

Vice Chairman Nuzum notes that the alleged dumping margins range between 46.76 and 105.56 percent,
which generally exceed the magnitude by which Chinese brake drums undersell U.S. non-OEM brake drums. As with
rotors, the record indicates a relatively high degree of interchangeability between the Chinese and domestic brake drums.
Consequently, dumping of this magnitude might be expected to contribute to the ability of the Chinese product to take
revenues and sales opportunities away from its U.S. competitors through lower pric<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>