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REPORT TO THE PRESIDENT
INVESTIGATION NO. TA-203-11
BOLTS, NUTS, AND LARGE SCREWS OF IRON OR STEEL

U.S. International Trade Commission
November 9, 1981
To the President:
In accordance with sections 203(i)(2) and 203(1i) (3) of the Trade Act
of 1974 (19 U.S.C. 2253(i)(2) and (1)(3)), the United States International
Trade Commission herein reports the resulﬁs of an investigation concerning

bolts, nuts, and large screws of iron or steel.

Summary of advice of the Commission 1/

Commissioners Alberger, Calhoun, and Stern advise, on the basis of

information obtained in the investigation, that termination of the import
relief presently in effect will not have an adverse economic effect on the
domestic industry producing bolts, nuts, and large screws of iron or steel

and that such relief should not be extended.

Commissioners Bedell and Frank advise, on the basis of information

obtained in the investigation, that the termination of the import relief
presently in effect will have an adverse economic effect on the domestic

industry producing bolts, nuts, and large screws of iron or steel and that

such relief therefore should be extended at the level presently in effect for

the full three-year period.allowed.

Background

The Commission instituted this investigation on July 9, 1981, following
receipt, on June 30, 1981, of a petition filed on behalf of the United
States Fastener Manufacturing Group, the United Steel Workers of America, the

International Association of Machinists and Aerospace Workers, the United

1/ Commissioner Eckes did not participate.



Automobile, Aerospace and Agricultural Implement Workers of America, and
the Industrial Union Department of the AFL-CIO. Public notice of the
investigation and hearing was given by posting copies of the notice at the
office of the Secretary, U.S. International Trade Commission, Washington,
ﬁ.C., and by publishing the notice in the Federal Register of July 15, 1981,
(46 F.R. 36778). A public hearing was held in connection with this
investigation on September 10, 1981, in Washington, D.C. All interested
persons were afforded an opportunity to be present, to present evidence, and
to be heard.

The information in this report was obtained from field work, question-
naires sent to domestic producers and importers, the Commission's filtes,
other Government agencies, briefs filed by interested parties, and other

sources.



STATEMENT OF CHAIRMAN BILL ALBERGER, VICE CHAIRMAN MICHAEL J. CALHOUN,
AND COMMISSIONER PAULA STERN

On the basis of the.information beforerthe Commissipn iq this
investigation, it is our judgment that termination of import relief with
regpect to bolts, nuts, and largevscrews of iron orlgpeelAwould;nQC haye,a
significant adverse economic effect on the dgmg§tic'in§ustry.,£/ The purpose
of this investigation—-and of these viewsffis‘to proyide advice‘upoq4which the
President can base his decision regardingkthe future of‘the/import relief
program. Although the Commissiqn»is limited to an adyisory role, g/ the
Commission's investigation provides the only public Qpportgnity_for inperes;ed
parties to present their reépective cases. Our»ady?ge‘is ba;ed on our
assessment of several factors, including the present condition of the domestiq
industry, levels‘and trends of imports during tﬁe relief pgr?od,,theA
effectiveness of further relief, effortslmaqg by the indgstry to gdjustvto

import competition, and the other factors set forth in section 202(c) of the

1/ Presidential Proclamation No. 4632 of January &, 1979 (44 F.R. 1699),
sets forth the import relief with respect to lag screws or bolts, bolts - -
(except mine-roof bolts) and bolts and their nuts 1mported in the same
shipment, nuts, and screws hav1ng shanks or threads over 0.24 inch in
diameter, all the foregoing of iron or steel, provided for .in items 646.49,
646.54, 646.56, and 646.63 of the Tariff Schedules of the United States
(TSUS). The relief, in the form of increased dutles, is descrlbed in. TSUS .
items 923.50 tnrough 923.53, and is scheduled to terminate at the close of
January 5, 1982, unless extended by the President. .

2/ The Commission's authority to conduct this 1nvest1gat10n is based on
sections 203(i)(2) and 203(i)(3) of the Trade Act, which together provide that
the Commission shall advise the President of its Judgment as to the probable
economic effect on the domestic industry concerned of the extension,
reduction, or termination of import relief. For a complete discussion of the.
statutory framework of section 203, see Views of Vice Chairman Bill Alberger
and Commissioners George M. Moore, Paula Stern, and M1chae1 J. Calhoun, Color ’
Television Receivers and Subassemblies Thereof, Inv. No. TA-203-6 (1980)

Views of Commissioners Alberger and Stern, Stainless Steel and Alloy Tool
Steel, Inv. No. TA-203-5 (1979), at pp. 4-6.
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Trade Act of 1974. Based on these factors, we recommend that relief not be
extended.

The information made available to us in the course of this investigation
indicates that the failure of the domestic fastener industry to make
significant improvements in its condition during the import relief period is
attributable primarily to cyclical factors inherent in the nature of the
industry. When the great reduction in demaﬁd for its products is taken into
account, the industry's pefformance an&lﬁérticularly its profitability are
remarkable. Furthermore, we believe that extension of the present relief will
not facilitate significant adjustment by the industry to future import
competition. Domestic producers and importers hold approximately the same
market shares that they did when import relief was imposed, and imports have
also been déclining since the current economié downturn began. Because the
recent declines in both domestic and imported shipments derive from general
economic conditions, we fail to seevhow import relief will provide an

effective remedy.

The pfbducfs:

Bolts, ngts, and large screws of iron or steel, commonly referred to as
industrial or mechaﬁical fasteners, are used to hold, join, or assemble the
components.of'bther pfoducts. They are used by most U.S. industries, either
as originél equipment parts or as replacement items. Although other metals
are used, apﬁféximately 90 percent of these fasteners are of ferrous

materials., 2/

3/ Report at A-2 to A-3.
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The industry often categorizes fasteners as either '"standard" or
"special" fasteners. Although the terms "standard" and "speciél" have no
single, commonly acéepted méaning, a useful general definition of each can be
formulated.> "Standard" fasteners ordinarily have multiple applications and
can be manufactured and held in inventory in anticipation of orders from
different purchasers. These typically are high-volume items. Usually, these
fasteners can be referenced from accepted specifications published by the
Industrial Fasteners Institute (IFI). "éﬁécial" fasteners, on the other hand,
are designed to satisfy the requirements of a particular purchaser and are
frequently low volume items. They cannot be referenced from IFI standards,
and cannot ordinarily be produced for inventory to meet anticipated orders.
The definition of a fastener as either a "standard" or a "special" is subject
to change. 1If an item falls out of usage, it may no longer be considered a
standard. Similarly, if a special fastener gains common acceptance by a
number of purchasers, it may become a standard. ﬁ/

During the course of our investigation, an effort was made to determine
whether and the extent to which there is a significant pattern of special
fasteners, over time, becoming standards. The existence of such a pattern
could suggest that the domestic industry is at a competiti?e disadvantage in
that it expends its resources in the development and marketing of specials,
only to lose an opportunity to recoup and generate further profit upon a
special fastener becoming a standard.

While we found some limited evidence of this phenomenon, we could find

nothing to suggest a meaningful pattern of such a process or any significant

4/ Report at A-4, A-67 to A-69.
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impact from this process. Moreover, special fasteners are typically priced

much higher than standards. This suggests that pricing strategies attempt to
account for the fact that specials require partiqulari;edudeyelopment and
processing and tend, as well, to have comparative}y‘shqrt production runs.
This pricing might also take ian account the Fboye-noted phenomenon .of

specials potentially becoming standards over time.

Condition of the domestic industry

The condition of the domestic industry has not imp%Bved'sigdificantly
during the import relief period. Except for a period bf'imprbbément dufihg
the first year of relief, 1979, most indicators of the health of the induétfy
have declined somewhat since 1978. This COndition;‘hbWevef,'islattribuﬁable
to cyclical factors, particularly a downturn in demand, that hévé affected .
importers just as they have affected the domestic ihdusfry.

In 1979, the first year after imposition of import relief, thé’idduéﬁry’
experienced an upturn in business, in part because of iﬁcreasiﬁg'démaha.ﬁ
Apparent consumption increaseéd from 1,707 million pourds in 1978 to 1,737
million pounds in 1979, approximately 2 percent. Domestic prodiction
increased approximately 10 percent from 834 million pounds in 1978 to 917
million pounds in 1979. 5/ Domestic shipments; sales, and net profits had
similar results, posting increases of 13, 15 and 30 percent, respectively,
from 1978 to 1979. 6/ Employment grew 3 percent from 1978 to 1979, 7/ while

the total number of hours worked increased from 45.3 million’ hours to 48.1

5/ Report at A-19.
6/ Report at A-20, A-21.
7/ Report at A-2l.
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million hours, and wages rose from $450 million to $494 million. 8/ Total
utilization of available capacity for production of fasteners also
increased. 2/

In 1980 all of the indicators of the domestic industry's condition
followed consumption, which declined 21 percent compared to 1978 and continued
to decline during the first six months of 1981. Domestic production declined
26 percent, 10/ shipments declined 19 percent, 11/ sales showed a slight
increase of .4 percent, 12/ net profits declined 21 percent, 13/ and
employment declined 9 percent. 14/

During the first half of 1981, consumption declined 11 percent compared
to the first half of 1980. 15/ During this same period, domestic production
declined 5 percent, 16/ shipments 7 percent, 17/ and employment 5
percent. 18/ Sales and net profits increased 8 percent and 11 percent,
respectively. 19/

The condition of the domesti; industry is closely tied to cyclical-

fluctuations in the economy. The demand for industrial fasteners is derived

§/ Report at A- 21.

9/ Report at A-19, As noted in the Report; the: specific figures for
capacity utilization may be somewhat misleading, because the maximum practical
capacity utilization for this industry has been stated to be about 75 percent,
and practical capacity is even lower when manufacturing specials. Utilization
data are therefore more significant insofar as they. demonstrate trends rather
than the actual levels of capacity utilization. Report at A-19.

10/ Report at A-'19.

11/ Report at A-20.

12/ Report at A-22.

zz/ Report at A-21.

14/ Report at A-21.

15/ Report at A- 16.

16/ Report at A-19,

17/ Report at A-20.

18/ Report at A-2].

19/ Report at A-22,
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chiefly from the demand for durable goods, particularly consumer durable
goods. The automotive industry is an especially important consumer of
industrial fastenmers. It alonme accounted for about 20 percent of the total
domestic shipments of fasteners during the import relief period, and some
producers rely on the automotive industry for over 50 percent of their
business. 20/

Tne decline of total consumption in 1980 is primarily due to the
recession in the automotive industry ana dther durable goods industries, such
as the construction equipment industry. As stated previously, domestic
production and shipments declined 26 and 28 percent respectively from 1978 to
1980. Imports during the same period declined 20 percent. However, import
penetration increased slightly from 49.8 percent of total consumption to 50.6
percent. Although both imports and domestics were adversely affected by
slumping demand of the automotive sectors, the impact was felt more heavily by
the domestic industry, possibly because the automotive manufacturers use a
greater proportion of specials than standards and the specials are obtained
primarily from U.S. manufacturers. 21/

The data further show that during periods when production of durable
goods increased, the domestic industry's fortunes also improved. Although
préduction and domestic shipments are still below 1979 levels, both have
stabilized. 22/ Employment as measured by total wages and number of hours

worked has rebounded somewhat compared to the 1980 level. 32/

20/ Report at A-11, Other factors may be influencing the declining demand
for fasteners, including the shift toward production of smaller cars, which
use fewer fasteners and may utilize alternative joining techniques.

21/ Report at A-6, A-11.

22/ Report at A-19 to A-2(Q.

Zz/ Report at A-21,
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Additionally, although indicators are‘hixed; it is imporfant té ﬁote‘ﬁhat
the financial performance of the domestic industry indicates itSICOﬁtinuing
viability despite sagging demand. Consistent with the decline in production,
aggregate net sales declined from $821.5 million in 1979 to $717 million in
1980 as a result of decreased sales volume. In résponsé to renewed deﬁénd,
net sales then increased 8 percent in the first half of 1981 cbﬁﬁared'goﬁthe
corresponding period in 1980. 24/ Netlbperéting pfofiﬁs siﬁilafly’fell‘i;
1980, but began to recover in the firéélhélf of 1981. 22/ NéQérEhelesé,
despite decreases in demand, production, and ptofits; tﬁévdomestic industfy
during the period of relief has maintained a profit>margin that coﬁpares §e;y
favorably to the profit margins attainea by allhménufactufets and |
manufacturers of fabricated metal produéts in particular. Zé/ The industfy
has achieved profit margins of 10.5 pefcent in'1978,v11.9 peréent‘in 1979, aﬁd
8.3 percent in 1980. The margin for the first half of 1981 is 9.2 percent. |

Our finding that cyclical factors inherent in the nature of»the indQ§try
are responsible for the industry's performance is also supported by the
quaﬁtitatiQe anaiysis of the effects of the present relief and the potential
elimination of tﬁe higher duties. 21/‘ The imposition of import relief in 1979
appears to ha§e had at most a minor efféct»on import levelé and domestic .

production. Increasing demand was a more significant factor in

24/ Report at A-22.

'25/ Report at A-22. ,
26/ Report at A-22 to A-24.
27/ Report at A- 42,
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raising the level of production and shipments in 1979, 28/ 29/ Moreover, it
is apparent that changes in the relative prices of imported and domestic
fasteners, such as was accomplished by the tariff increases in 1979, have had
little impact on shipments of domestically prdduced items.

This apparent price insensitivity may be largely attributable to a lack
of direct competition between imports and the bulk of the domestic goods. 30/
In recent years the industry has shifted ihcreasingly away from production of
standards and toward production of specials, where it competes more
effectively. 31/ Based on qﬁantitative analysis of the interrelationship of
rates of future consumption, domestic shipménts, and imports, we find no
evidence to in&icate that there will be a significant change in the relative
positions of imports and domestic fasteners in the event of termination of
relief. Thus, termination of import relief will not have a significant

adverse effect on the industry.

Imports during the relief period

Imports have declined during the period of investigation. As discussed
above, falling demand for industrial fasteners has adversely affected imports
as well as domestic production. Aggregate imports decreased from 849,3

million pounds in 1978 to 793 million pounds in 1979 and 678.5 million pounds

28/ Report at A- 42. -

29/ Vice Chairman Calhoun is of the view that the quantitative analysis
demonstrates that demand for fasteners is relatively price inelastic but that
the data is not conclusive in supporting a finding that increasing demand was
the most significant factor in raising the level of domestic production and
shipments in 1979.

30/ Report at A- 43,

31/ Report at A- 33to A-38, A-43.

10
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in 1980. This represents a 20.1 percent decline in volume. Imports dropped
further in the first half of 1981, decreasing 15.1 percent in quantity and 7.1
percent in value as compared to the same period in 1980. 32/

As a result of the drastic decline in imports, the decrease in domestic
production and shipments did not bring about a significant change in the level
of import penetration. Imports as a percentage of total apparent U.S.
consumption declined from 49.8 percent in 1978 to 45.6 percent in 1979,
increased to 50.6 percent in 1980, then fell off again in 1981. Import
penetration dropped from 51 percent in the first half of 1980 to 48.6 percent
in the corresponding period of 1981, a level slightly below that prior to the

imposition of tariff relief. 33/

——"

Industry efforts to adjust to import competition 34/

The efforts made by the domestic industry during the period of relief to
adjust to import competition have not been sufficient. Total expenditures by
U.S. producers for both capital expenditures and research and development have
lagged in the period following imposition of relief. Capital expenditures
fell from $23.4 million in 1978 to $22.3 million in 1979 and increased only to
$23.2 million in 1980, a figure still below the 1978 expenditures. Although
capital expenditures increased in 1980 in nominal terms, when adjusted for
inflation real capital expenditures declined approximately 25 percent.

Capital expenditures in the first half of 1981 were far below levels for the

same period in the previous year. While the ratios of capital expenditures to

2%/ Report at A-12.
22/ Report at A-1]¢.
34/ 19 U.s.C. § 2252(c)(3).

11
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both net sales and cash flow increased, these increases are attributable
chiefly to decreases in net sales and net profits. 35/

Aggregate spending on research and development followed the same trends,
rising in 1979, then falling in 1980 to roughly the 1978 level. Research and
development expenditures increased 20 percent in January-June 1981 over
January-June 1980. 36/ Most of the capital expenditures and research and
development expenses were incurred by producérs of special fasteners. 37/
Available information indicates that thébiﬁdustry, on the whole, has not acted
quickly to modernize its equipment with new, high-speed machinery. We
recognize that the failure to revamp production processes can be explained in
part by the facts that the new equipment may not be especially suitable for
producing special fasteners and that the purchase costs are in some instances
so high as to offset the benefits attained by higher productivity. 38/ oOther
efforts to improve competitiveness reported by the domestic industry,
including adjustments in marketing and management strategies, do not appear to
have been significant.

We believe that import relief has not been particularly effective in
promoting adjustment by the industry to import competition. Sales of imported
fasteners in the United States and the level of penetrationAby imports have
not been significantly altered by the relief now in effect and there is no
reason to believe that extending relief even further will significantly

enhance the competitive posture of the industry.

35/ Report at A-27, A-107.
36/ Report at A-28, A-107.
37/ Report at A-27.
38/ Report at A-26.

12



13

Section 202(c) considerations

In giving our advice, we have reviewed all the various considerations set
forth in section 202(c) of the Trade Act and would like to comment
specifically on the impact on the consumers of industrial fasteners. 39/ We
do not believe that termination of relief will have a significant impact on
consumers of industrial fasteners or purchasers of finished goods using those
fasteners. The imposition of controls was followed by price rises that were
lictle different from inflationary increases registered in the prices of
comparable goods, so it can be expected that elimination of relief will have a
similarly insignificant impact. Even if substantial increases occurred in the
prices for fasteners, those items represent only a small fraction of the cost
of finished durable goods, so the ultimate consumer of the latter would

experience little effect.

Conclusion

Based on the information before us, we believe that relief should not be
extended. The domestic fastener industry is viable, but is presently
suffering from cyclical economic forces that are unrelated to the presence or
absence of import relief. The imposition of relief has had little effect on
the ratio of imports to total U.S. consumption. For these reasons, import

relief should be terminated. ﬁg/

39/ The Report at A-46 to A-51 provides a further discussion of the section
202(c) considerations.

40/ Should import relief be extended, we would recommend that aerospace
fasteners be excluded from the scope of the relief. This matter is discussed
in detail at pp. A-44 to A-46 of the Report.
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STATEMENT OF COMMISSIONERS CATHERINE BEDELL AND EUGENE J. FRANK

On the basis of the information obtained in this investigation, it is our
judgment that termination of the import relief currently in effect with
respect to bolts, nuts, and large screws of iron or steel will have an adverse
impact on the domestic industry producing such articles. We therefore advise
that relief should be extended for the full three-year period allowed. 41/

Our advice is based upon information indicating that the health of the
industry has not improved during the period of import relief, imports remain
at a very high level, and the efforts of the industry to adjust to import
competition have been hindered by developments beyond the industry's control.

Additional time is needed for the industry to complete the ad justment process.

Condition of the industry

The condition of the domestic fastener industry is less favorable than it
was prior to the imposition of relief. U.S. production of fasteners has
declined from 833.9 million pounds in 1978, the year preceding the imposition
of relief, to 616.9 million pounds in 1980, a 26 percent decrease. Production
continued to fall in the first half of 1981. 42/ Over the 1978-80 period
domestic shipments declined 18.7 percent in quantity and 7.9 percent in value,
and U.S. exports declined 45 percent in quantity. The downturn in domestic
shipments continued in the first half of 1981, although the value of these

shipments registered a small gain over the corresponding period in 1980. 43/

41/ 19 U.S.C. § 2253(h)(3).
42/ Report at A-19,
43/ Report at A-20.

15



16
Both industry capacity and utilization of capacity are down significantly from
1978 levels. 44/ Consistent with the declines in production, capacity, and
capacity utilization, employment levels are lower then in 1978, as are the
aggregate number of hours worked._ﬁé/

The industry's financial performance has suffered as well. Aggregate net

operating profit declined from $75 million in 1978 to $59.4 million in
1980. 46/ The ratio of net operating profit to net sales stood at 8.3 percent
in 1980 compared to 10.5 percent in 1978;_§Z/ Net losses were reported by 11
companies in 1980 and 10 in the first half of 1981, or 48/ about 38 percent of
the firms reporting. One of the largest domestic fastener producers, the
Lamson & Sessions Co., terminated its fastener operations in 1981 as a result
of continued operating losses. 49/ 1In all, four plant closings were reported
during the relief period. 50/

In addition, penetration of the U.S. market by imports has not dropped.

Although the absolute number of imports has decreased, import levels as a

587 Report at A- 19, As noted in the Report, capacity utilization
statistics for this industry are probably overstated. Using 80 percent of
reported capacity as equivalent to 100 percent of practical capacity, it
appears that utilization rates have declined markedly from 63.1 percent in
1978 to 49.6 percent in 1980. Report at A-'19. Utilization of capacity for
the production of lag screws and bolts has fallen even more sharply, from 74.9
percent in the first half of 1980 to 32.2 percent in the first half of 1981.

45/ Report at A- 2L Although the aggregate wages paid were higher in the
first half of 1981 than they were in 1978, this is clearly due to wage
increases, since employment and the number of hours worked both decreased.

46/ Report at A-22.

47/ Report at A-23.

48/ Report at A-23, A-104.

49/ Report at A-18.

50/ Report at A-25.
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percentage of total U.S. consumption are as high now as in 1978. 51/ Import
penetration peaked in 1980 at 50.6 percent, then declined somewhat in the
first half of 1981, but only to a level almost exactly that in 1978. 52/
Imports have maintained their shafe of the market because the relative margins
by which they undersell domestic products have remained roughly constant. 53/

The above data, however, do not indicate that impdrt relief has been
wholly ineffective in assisting the domestic induéfr& to adjust to import
relief. On the contrary, the experienee of the industry in 1979, the firgt
year of relief, testifies to the potentiallefficacyxof relief. Imporf
penetration dropped significantly in 1979 from 54.5 percent to 49.7 éercent,
even though demand for industrial fasteners remained high, with apparent
domestic consumption increasing 1.8 percent over the 1978 leﬁel._éﬁ/ In light
of the growth in domestic consumption, the decline in iﬁpbrtsvié explainablé |
only as a result of the imposition of tariff rélief ét‘the begiﬁning of 1979;

The benefits to the domestic industry of the imposition of relief inv1979
are apparent. Total U.S. production of fasteners increased from 833.9 milli&n
pounds in 1978 to 916.6 million pounds in 1979. 55/ Simifér.increases were |
made in U.S. shipments and exports. 56/ Total eﬁplbyﬁent, hoﬁrs wofked, and

wages all exhibited a similar trend. Significantly, prbfitability increased

51/ The extent of U.S. consumption of imported fasteners may actually be much
greater than indicated by the data in the Report, since a considerable number
of fasteners enter the United States affixed to imported durable goods (i.e.,
indirect shipments) and are thus not counted in import statistics on fasteners.

52/ Report at A-17.

53/ Report at A-33 to 38.

54/ Report at A-16.

55/ Report at A-.19,

EE/ Report at A-20.
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dramatically in 1979. Aggregate net operating profit grew 30 percent, while
the ratio of net operating profit to net sales increased from 10.5 percent to
11.9 percent. 57/

The improvement in the condition of the industry was reversed after 1979
by economic developments that interfered with the ability of the industry to
take full advantage of import relief. The most significant of these
~ intervening developments has been the drop in demand for fasteners brought
about primarily by the sérious recession in the automobile industry. The
fastener industry is acutely dependent upon demand from producers of durable
goods, especially automobile manufacturers. The automotive industry provided
an es;imated 20 percent of the overall demand for fasteners during the period
of relief, 58/and it can reasonably be expected that a healthy automobile
industry would have accounted for an even greater percentage of the overall
demand. Some fastener manufacturers relied on the automotive industry for
over half of their business. 59/ As a result of the slump in the market for
- U.s. automobiles, the fastener industry has been deprived of an opportunity to
improve its competitive position.

The recession in the industry's primary demand sector precipitated a
swift decline in the industry's condition in 1980. Total U.S. fastener
Production dropped sharply in 1980 to 616.9 million pounds from 916.6 million
pounds in 1979. 60/ Domestic shipments dropped from 803.1 million pounds to

577.3 million pounds. 61/ Employment, total hours and wages all declined

37/ Report at A-22, A-23.
58/ Report at A-11],
59/ Report at A-11.
60/ Report at A-19.
/ Report at A-20.
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dramatically. 62/ The sharp downturn in 1980 also negatively affected the
industry's profitability. Aggregate net operating profit declined from $97.6
million to $59.4 million, and the profit margin fell from 11.9 percent to 8.3
percent. 63/

When the rapid decline in the industry's condition is taken into
consideration, it comes as no surprise that the industry was unable to
increase its capital expenditures and research and development greatly in
order to further its adjustment to import competition. The industry has been
compelled to postpone investment because of the uncertainty of demand for its
products. 1In addition, it is reasonable to conclude that the industry has
faced significént difficulty in obtaining financing for capital investment.
Current high interest rates are a disincentive to borrowing, and lenders may
be reluctant to extend credit in light of the weakened condition of many firms
and the consequent inability to assure an adequate return on investment.

- The industry's commitment to meeting import competition, however, is
demonstrated by the increased proportion of its dwindling resources that it
has devoted to this task during the period of relief. Between 1978 and 1980
the ratio of capital expenditures to net sales increased 10 percent and the
ratio of capital expenditures to cash flow more than doubled. 64/ These
capital expenditures were used for investment in new machinery and equipment,

expansion of plant facilities, and introduction of new technology or

62/ Report at A- 21.
63/ Report at A-.22, A-23.
64/ Report at A- 27.
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production processes. 65/ As would be expected, those firms that reported
relatively high levels of profit in 1980 were most likely to undertake
adjustment efforts requiring a significant investment of capital. 66/

Moreover, it appears that some of the most effective efforts that the
industry has undertaken to improve its competitive position do not require
extensive investment in machinery and equipment. The use of new, high-speed
production machinery often is not cost—effeétive, especially in the production
of special fasteners.‘gz/ The steps th;t‘the industry has taken with relative
success include changes in management and marketing techniques, improved
quality control and inventory control, and development of new products. 68/
Commission staff analysis reveals that industry efforts to adjust have been
most effective when directed toward introduction of new products, changes in
the mix of products, and marketing efforts. 69/ The changes in product mix
have to a large extent been compelled by increased imports of high-volume
standard fasteners, which have caused domestic producers to turn increasingly
toward production of special fasteners, diversification into non-fastener
products, and supplementation of their product lines with foreign-made

standard fasteners. 70/

Extension of relief

Import relief for the domestic industry producing bolts, nuts and large

screws of iron or steel should be continued. Despite the current downturn, we

65/ Report at A- 35,
66/ Report at A- 30 to A-31.
67/ Report at A-'2¢.
68/ Report at A- 32.
69/ Report at A-31 to A-32.
0/ Report at A-18 A-29 to A-32.
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believe the industry is viable and capable of successfully adjusting to
competition from imports. Although foreign competitors have captured a large
portion of the U.S. market for standard fasteners, the domestic industry
remains highly competitive as a source of special fasteners and a significant
number of standard fasteners. The industry has the advantage of geographical
proximity to its customers, which allows it to be more responsive to its
customers' needs. 71/

The industry clearly has not been afforded an adequate opportunity to
adjust to import competition because of the rapid short term deterioration of
demand for its products. The industry was able to experience the benefits of
relief for at best a year, as imports declined and the industry's condition
began to rebound in 1979. These improvements were erased by the drop in
domestic consumption of fasteners that began in 1980. The fastener industry
is highly capital-intensive and requires an extensive period of relief in
order to complete the adjustment process. Extension for the full three-year
period allowable will permit the industry to continue its adjustment efforts
as the effects of the immediate slump in demand lessen. 72/

Moreover, termination of the relief can be expected to increase the

competitive pressures on the domestic industry. Termination would generally

cause U.S. tariffs on fasteners to fall below duty levels set by other

71/ Report at A-25,

zZ/Commissioner Frank notes that if import penetration were to continue to
increase with corresponding continued loss of domestic capacity, a critical
economic dislocation would follow and could have a negative impact on the
national defense procurement program. In this respect, Commissioner Frank
believes the relationship between the domestic industrial fasteners industry
and national defense procurement needs of the United States is a relevant
economic factor which should be considered.
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important consuming countries, and diversion of exports from those countries
to the United States could occur, resulting in increased import penetration of
the U.S. market. 73/ Additionally, the Commission staff analysis of the
probable effects of elimination of relief, while generally inconclusive,
indicates that a moderate amount of substitution of imports for domestic
shipments can be expected. 74/

Two parties have requested that certain types of fasteners be excluded
from our recommendation that import relief be extended. A Canadian importer
of ferrous aerospace fasteners has requested exclusion of those items on the
ground that they do not compete with the products manufactured by the domestic
industry concerned in this investigation. The petitioners agree with this
contention, and the available data do not indicate that termination of relief
as to these imports would adversely affect U.S. producers of aerospace
fasteners. Accordingly, we believe these items should no longer be subject to
import relief. It is unclear, however, how this exclusion could be
effectively administered. The potential difficulties of administering the
exclusion and possible ways in which the exclusion could be effected are
discussed in the Report at pp. A-44 to A- 46.

However, we cannot similarly recommend the exclusion of anchor bolts, as
requested by the Government of India. These items are not provided for
separately in the Tariff Schedules of the United States, and the Commission is

wholly lacking information from which to ascertain the effect on domestic

producers of terminating relief with regard to them.

73/ Report at A-50 to A-51.
74/ Report at A-42 to A-44.,
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INFORMATICN OBTAINED IN THE INVESTIGATION

Introduction

On July ¢, 19861, the United States International Trade Commission
instituted an investigation under sections 203(i)(2) and 203(i)(3) of the
Irade Act of 1974 (1S U.S.C. 2253(i)(2) and (i)(3)) for the purpose of
gatlering information in order that it might advise thLe FPresident of its
judgment as to the probatle economic effect on the industry concerned of the
extension, reduction, or termination of import relief presently in effect with
respect to bolts, nuts, and large screws of iron or steel, provided for in
items 646.49, 646.54, 646.56, and 646.63 of the Tariff Schedules of the United
States (TSUS). Import relief presently in effect with respect to such
articles is scheduled to terminate at the close of January 5, 162, unless
extended by the President. The relief, in the form of increased duties
describted in TSUS items 923.50 through €23.53, is provided against imports
from all countries in Presidential Proclamation No. 4637 of January 4, 197¢
(44 F.R. 169S). 1/

This relief was obtained following an investigation completed Lty the
Commission in November 1678 (No. TA-201-37) under section 201 of the Trade Act
of 1¢74. 2/ 1In thLat investigation, the Commission determined (Commissioner
Alberger dissenting, Commissioners Parker and Stern not participating) that

"lag screws or btolts, bolts (except mine-roof tolts) and Lolts and their nuts
imported in tlte same shipment, nuts, and screws having shanke or threads over
C.24 inch in diameter, all the foregoing of iromn or steel, provided for im
items €46.4S, €46.54, €46.56, and €46.63 of the TSUS, are lLeing imported into
the United States in such increased quantities as to bLe a sulstantial cause of
serious injury, 3/ or the threat thLereof, 4/ to the domestic industry
producing articles like or directly competitive with the imported articles"S/.
The Commission made nc determination with respect to imports of the sulject
articles from Canada admitted free of duty as original equipment for motor
vehicles under item 646.79 of the TSUS. €/

The Commission instituted the present investigation upon its own moticn
and after receipt of a petitiorn on June 3G, 1961, filed by the United States
Fastener Manufacturing Group, the United Steel Workers of America, the

1] A copy of Proclamation No. 4€32 is presented in app. A.

2/ A discussion of previous Commission investigations invclving bolts, nuts,
aﬁa'large screws of iron or steel is presented in app. E.

3/ Commissioner Bedell found serious injury with respect to imports of such
articles.

4/ Commissioner Moore found threat of serious injury with respect to imports
of such articles.

5/ Bolts, Nuts, and Large Screws of Iron or Steel: Report to the President
on Investigation No. TA-201-37 . . ., USITC Publication €24, 197¢.

6/ Ccmmissioner Alterger's regative determination was Wlth respect to all
the imported articles under investigation, including these articles from
Canada.
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International Association of Machinists & Aerospace Workers, the United
Automotile, Aerospace, & Agricultural Implement Workers of America, and tke
Industrial Union Department of the AFL-CIC. l/ Public notice of the
investigation and hearing was given by posting copies of the notice in the
Office of the Secretary, U.S. International Trade Commission, Washington,
D.C., and bty publishing thke notice in the Federal Register of July 15, 16¢1
(46 F.R. 36778). 2/

A public hearing in connection with the investigation was held on
September 10, 1981, in the Commission's Hearing Room in Washington, D.C. 3/
The Commission made its determination in the investigation on October 29,
1661, and reported its advice to the President on November S, 16&1.

The information contained in this report was ottained from field work,
questionnaires sent to domestic manufacturers and importers, responses to
Commission questionnaires sent in connection with the annual and quarterly
bLolts, nuts, arnd large screws of iron or steel reports (investigation No.
332-103), the Commission's files, other Covernment agencies, information
received at the hearing, briefs filed by the interested parties, and other
sources.

Description and Uses

Eolts, nuts, and large screws of iron or steel, commonly called
industrial or mechanical fasteners, are designed specifically to hold, join,
or assemble multiple components. Nearly all U.S. industries require them,
either as parts for original equipment or for maintenance purposes.
Approximately SC percent of these fasteners are ferrous products; the
remainder are made principally of copper, aluminum, nickel, and titanium.

Eolts, nuts, and large screws have historically teen classified as
separate product categories for purposes of customs treatment,
standardization, and convenience. The one feature common to all these
fasteners is the presence of external threads on the bolts and screws, and
internal threads in the nuts. Within each category, sutgroupings are made
according to head style, thread form, application, and other characteristics.

Bolts are generally headed at one end and threaded at the other. They
are usually tightened or released by turning a nut. The most common bolt
subgroupings are mine-roof Lolts, hex and square bolts, round head bolts,
high-strength structural bolts, and bent bolts.

1/ The industry filed its petition under sec. 203(i)(3), which calls for the
Commission to advise the President of its judgment as to the probable economic
effect on such industry of the termination of the import relief. The
Commission, upon its own motion, alsoc instituted the investigation under sec.
203(1)(2), which allows the Commission to advise the President of its judgment
as to the probable economic effect on the industry concerned of the extension,
reduction, or termination of the import relief.

2/ A copy of the Commission's notice of investigation and hearing is
presented in app. C.

3/ A list of witnesses appearing at the pullic hearing is presented in
app. D. ~
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Nuts are perforated metal blocks with internal or female threads; they
are used with bolts and some screws. The most common nut sutgroupings are hex
and square nuts, and locknuts.

Screws are usually subdivided by the trade into two size groups—-large
screws (1/4 inch and more in diameter) and small screws (less than 1/4 inch in
diameter). This distinction has arisen because different engineering
techniques and machinery are required to procduce screws in the two size
groups, the two types are usually manufactured by different producers, and
each group has different applications. The most comrmon large screw
subgroupings (only large screws are covered by this investigation) are lag
screws (or lag tolts), and cap (including socket) screws. Large screws, like
bolts, are often tightened or released by turning a nut. Lag screws are an
exception in that they are tightened or released ty torquing their heads. The
most conmon small screw subgroupings are wood screws, machine screws, and
tapping screws. Small screws are usually tightened or released by torquing
(turning) their heads.

Manufacturing processes

Nearly all bolts and large screws under 1 inch in diameter are cold
forged, a process that conserves energy. Hot forging is usually required in
the manufacture of bolts and large screws 1 inch and over in diameter. Today,
nearly all large screw threads are rolled Ly squeezing a tolt or screw between
reciprocating or rotating dies.

Nut blanks are produced in one of the following ways: cold forming, hot
forming, and cold punching. The most common method is cold forming, where the
machinery cuts round wire to the proper length, shapes the wire into a hexagon
nut, and punches the hole. The hot-forming method is similar to cold forming
except that the raw material is heated to forging temperature before being fed
into the machine. In cold punching, rectangular btar stock is fed into the
machine, and in successive steps a hole is punched and countersunk, the bar is
sleared, and the nut is bLeveled and trimmed.

Regardless of the method employed to produce the nut Llank, the tapping
operation to produce the thread is generally the same. Muts 3/4 inch in
diameter and smaller are tapped in automatic machines, and large nuts are
tapped in hand-fed machines. 1/

Gther joining techniques

Many joining techniques compete with bolts, nuts, and large screws in the
product-design marketplace. Among these are other mechanical fasteners, such
as rivets, cotter pins, plastic fasteners, spring clips, retaining rings, and
machine screws; 2/ fusion joining techniques such as welding, brazing, and
soldering; and adhesives.

1/ A more detailed discussion of the machinery used bty the industry is
contained in the "Producers' Efforts to Compete” section of this report.

2/ The Industrial Fasteners Institute (IFI) estimates that there are 500,CCO
standard and 3,000,000 special sizes, kinds, and shapes of mechanical -3
fasteners including those covered by this investigation.
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Despite this competition, no major changes appear to have occurred during
the last decade in the relative importance of the fasteners under
investigation vis—a-vis all other fasteners. This static condition suggests
that most joining applications have one "least cost" solution and that the
relative number of varying joining applications has remained about the same.

Bolts, nuts, and large screws are produced from nonferrous metals when
specified functional requirements for the fasteners are beyond the
capatilities of the low-cost ferrous product. Nonferrous fasteners are
generally priced three to four times higher than ferrous bolts, nuts, and
large screws, 1/ and are commonly made of copper alloy, nickel alloy, aluminum
alloy, and titanium allcy. These fasteners usually exhibit characteristics of
strength, resistance to corrosion, and light weight.

"Standard" and "special” fasteners

The terms "standard” and "special” are sometimes used by the trade when
referring to the fasteners covered by this investigation. The definition of
each may vary according to the user, and the distinction Ltetween a "standard"
and a "special” is sometimes controversial.

However, generally speaking, "standard” fasteners have multiple
applications, can usually be referenced from accepted and published industry
standards, and can be produced and held in inventory in anticipation of an
order from multiple purchasers. "Special" fasteners are designed and produced
to fit a particular purchaser's requirements, cannot usually be referenced
from accepted and published standards, and cannot be produced and held in
inventory with the reasonatle anticipation of a future order from any
purchaser other than the original purchaser. Due to the nature of the demand
for each type, "standards" are usually high-volume items, and "specials" are
usually lower volume items. 2/ There are, however, some notable exceptions to
this generalization. -

U.S. Tariff Treatment

The imported bolts, nuts, and large screws covered by this investigation
are classified under items 646.45, 646.54, 646.56, and 646.63 of the TSUS. 3/
On January €, 1579, the President increased duties on each of the above items
to 15 percent ad valorem as part of the import relief granted to the domestic
industry. In addition to this increase, the President imposed incremental
duties of 0.2 cents per pound and 0.1 cent per pound, respectively, on imports

1/ A witness at the hearing testified that although some ferrous fastener
producers pay $472 a metric ton for raw material, his aerospace fastener fimm
pays up to $33 a pound (which is equivalent to approximately $72,765 a metric
ton). Transcript of the hearing, pp. 267-268.

2/ A more detailed discussion of "standards” and "specials” is presented in
app. E.

3/ Schedule 6, items 646.4920, 646.54, 646.56, and 646.63, is presented in
app. F. :
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under items 646.54 (bolts) and 646.56 (nuts) 1/ and removed GSP eligitility
for both. 2/ These temporary duties are scheduled to remain in effect until
January 5, 1962, unless they are extended pursuant to the provisions of
section 203 of the Trade Act of 1$74.

Prior to the relief being granted, the column 1 rates of duty for these
items ranged from 0.2 percent ad valorem for nuts to 12.5 percent ad valorem
for lag screws and bolts. With the imposition of the relief, the duties in
1980 ranged from 15 percent ad valorem for screws and lag screws and bolts, to

ad valorem equivalents of 15.4 percent and 15.2 percent, respectively, for
bolts and nuts.

In addition to the increased duties imposed on these items, there are
outstanding countervailing duty orders affecting imports of certain industrial
fasteners from Italy, Japan, and India.

Acting on a petition filed on August 7, 1575, by Russell, Burdsall &
Ward, Inc., the U.S. Treasury Department instituted an investigation to
determine whether subsidies were granted by the Government of Italy on the
exportation of cap screws. On August 13, 1576, Treasury announced that
subsidies were being granted and imposed a countervailing duty of 15 lire per
kilogram on cap screws of iron or steel (TSUS item 646.6320). On August 7,
1681, the Department of Commerce announced the final results of its annual
adminstrative review of this order, and determined the current countervailing
duty to be 15 lire per kilogram (46 F.R. 40242). On March 2&, 19€0, Italy
requested the Commission to conduct an investigation of this outstanding
countervailing duty order under section 104 of the Trade Agreements Act of
1579. On July 23, 1681, the petitioner informed the Commissior that it was
withdrawing its petition in this countervailing duty proceeding. The
Commission invited public comment on the petitioner's request for a withdrawal
in a notice putlished in the Federal Register of August 12, 1981 (46 F.R.
40838). No adverse comments were received, and accordingly, the Commission
published a notice of termination in the Federal KRegister of Octoter 7, 1961
(46 F.R. 49677).

In response to a petition filed on April 19, 1576, by the IFI,Treasury
imposed countervailing duties of 0.2 percent ad valorem on imports of bolts of
iron or steel (TSUS item 646.54) from Japan. These additional duties became
effective May 6, 1577. On February 13, 1979, the IFI filed another
countervailing duty petition covering a wide variety of industrial fasteners
imported from Japan, including bolts and nuts. Treasury responded to the
petition by imposing additional duties of 4.2 percent ad valorem on bolts and
nuts of iron or steel from Japan (TSUS items 646.54 and €46.56). On March 31,

1/ Schedule ¢, part 2, items 923.50-923.53, is presented in app. F.

2/ Title V of the Trade Act of 1974 authorizes the establishment of a
Generalized System of Preferences (GSP) for eligible articles imported from
bteneficiary developing countries. Effective Jan. 1, 1676, imports of the
products being considered in this investigation, with the exception of screws
and lag screws and bolts, from all designated beneficiary developing countries

became eligible for duty-free treatment under the provisions of the GSP.
A-5
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1961, Commerce announced the preliminary results of its annual administrative
review of this order, and determined the current countervailing duty tc be
0.27 percent ad valorem on bolts and nuts (46 F.K. 16511). Until January 1,
1683, Japan is entitled to request the Commission to conduct a 104
investigation on this outstanding countervailing duty order; to date, the
Commission has not received such a request.

On January 30, 1980, a petition was filed with Commerce, on behalf of
domestic manufacturers of certain industrial fasteners, alleging that
subsidies were being provided on the manufacture, production, or exportation
of certain industrial fasteners from India. On July 21, 1980, Commerce
determined that the Government of India pProvided subsidies within the meaning
of section 303 of the Tariff Act of 1630, and imposed a countervailing duty of
18 percent of the f.o.b. value of the merchandise imported from India under
TSUS items 646.49, 646.54, 646.56, 646.58, 646,60 and 646.63. 1/ On July 31,
1981, Commerce announced the preliminary results of its annual administrative
review of this order, and determined the current amount of the subsidy to be
18 percent (46 F.R. 36194). Although India became "a country under the
Agreement” 2/ on September 25, 1981, this outstanding countervailing duty
order is not subject to an injury test by the Commission under section 104 of
the Trade Agreements Act of 1979 because it was issued after the effective
date of the act.

U.S. Market

Demand factors

The demand for industrial fasteners is derived primarily from the demand
for durable goods, such as industrial equipment, machinery, tools, and other
capital-type goods, and is particularly influenced by demand for consumer
duratle goods such as <utomobiles, refrigerators, lawnmowers, and so forth.
Cyclical fluctuations in durable goods production are usually wider than
fluctuations in nondurable goods production because consumers may use
discretion in timing purchases of durable goods. Accordingly, the demand for
bolts, nuts, and large screws is also cyclical.

Since these fasteners are not consumed as final products, but rather as
raw materials in the manufacture of final products, a decline in the demand
for finished durable goods results in a more exaggerated decline in the demand
for these fasteners. A fastener-consuming manufacturer, facing declining
demand for his own finished products, could sharply reduce his fasterner
inventory based on current and anticipated trends. Since fasteners are
usually purchased by end users only in anticipation of need on the production
line, decreases in price will not apprecialbly increase demand, unless the need

1/ Items 646.58 (machine screws 0.375 inch or more in length and 0.125 inch
or more in diameter, not including cap screws) and 646.60 (other screws having
shanks or threads not over 0.24 inch in diameter) are not included in this
investigation.

2/ The agreement referred to is the Agreement on Sulsidies and
Countervailing Measures.
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is present in the near or reasonably near future. The relationship between
the demand for durable and consumer durable goods and the products under
investigation are presented in figures 1, 2, and 3. Figures 1 and 2 show the
relationships of bolts and large screws, and nuts, respectively, to the above
demand considerations, and figure 3 combines the three items. In all three
figures, it is apparent that consumption of fasteners follows the demand for
durable and consumer durable goods.

The automotive industry is a large consumer of industrial fasteners,
accounting for an estimated 20 percent of the total domestic shipments
reported since the imposition of the relief. Some fastener producers rely on
the automotive industry for over 50 percent of their total business. 1/ The
downturn in the automotive industry has apparently affected both imports and
domestic shipments, although domestic shipments show a closer correlation to
automotive production than imports (fig. 4). 2/ This relationship may be
attributed to the fact that automotive producers use more "specials” than
"standards” (approximately a 60-to-40 ratio 3/), and stock the specials
primarily from U.S. producers. The overall decline in demand for both
domestic and imported fasteners may also be influenced by the trend towards
smaller, more fuel-efficient automotiles, which use fewer fasteners and also
may substitute other joining techniques. Additionally, as the automotive
industry acquires an increasing share of its engines and other components from
foreign sources,its demand for fasteners in the U.S. decreases.

Recent trends

U.S. importers.--There are approximately 80 firms currently importing
bolts, nuts, and large screws into the United States. These importers are
located throughout the country and primarily import high-volume standard
fasteners. ﬁ/ Cf the total numter of importers, the five largest account for
approximately 40 percent of total U.S. imports. Importers generally fall into
one of the following five categories.

Importer-warehousers supply U.S. fastener producers, large distributors,
and smaller jobbers, such as industrial and automotive supply companies. As a
general rule this type of importer does not sell directly to origiral
equipment manufacturers (OEM's). BRecause these firms stock merchandise, in
contrast to the importer-trading companies, they provide faster delivery and
fill smaller orders. The largest importer-warehousers are Heads & Threads
Co., Chicago, I1l., and Reynolds Fasteners, Greenvale, N.Y.

1/ * % %,

Z] In fig. 4, the correlation coefficient of domestic shipments to
automotive production is .80, as compared to .65 for imports to automotive
production.

3/ % % %,

Ey Based on information obtained from importers, producers, U.S. Customs
officials, and trade sources, it is estimated that standard fasteners account
for approximately 85-to-90 percent of fastener imports.

A-11
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Importer-distritutors differ only slightly from other fastener
distributors that obtain merchandise from either U.S. fastener producers,
importer-trading companies, and importer-warehbousers. The importer-
distributor, like any fastener distritutor, is a localized, sales—oriented
middleman, usually serving a large numter of accounts.

Importer-trading companies sell mainly to U.S. fastener producers arnd
large distributors. This type of importer rarely sells directly to OEM's.
The typical importer—trading company has no warelouse facilities, deals only
in high-volume transactions that require long lead times, and normally offers
the lowest price available on imported fasteners. Many importer-trading
companies are U.S. branches of the large Japanese trading companies, such as
Mitsui & Co., Inc.; C. Itoh & Co., Inc.; and Missho-lwai. A U.S.-owned
importer-trading company is Allied International, Eye, N.Y.

Importer—end users usually import for cost considerations, alttough other
factors such as supply and quality may be involved. The largest importer-end
users are the auto makers which import a substantial quantity of bolts, nuts,
and large screws from Canada. These imports are entered duty free under TSU§

item 646.7¢ pursuant to the provisions of the Automotive Products Trade Act of
1965. :

Importer-producers generally import to supplement their product line, cor
to provide lower prices for their customers. Many U.S. fastener producers in
this category also purchase foreign-made fasteners from other import sources.

U.S. imports.--U.S. imports declined from 84S.3 million pounds in 197§,
the year prior to the imposition of increased duties on January 6, 1¢7¢, to
793.0 million pounds in 167¢, and then dropped to 67£.5 million pournds in 19€0,
or by 20.1 percent over the period (table 1, app. G). 1/ The value of these
imports increased from $353.9 million in 1976 to $375.0 million in 1$79, and
then fell to $33G.2 million in 1980, representing a 6.7 percent decrease over
the period. Imports continued to decline in January-June 16§61, decreasing 15.1
percent in quantity and 7.1 percent in value from January-June 1660 levels,

Throughout the 3-year period, Japan was the leading foreign supplier of
bolts, nuts, and large screws of iron or steel to the United States,
accounting for approximately €C percent of the total quantity and value.
Taiwan was the second largest foreign supplier based on quantity, and Canada
was the second largest supplier in terms of value. These three countries
together have accounted for approximately 85 percent of total imports since
1978. 1India was the fourth largest exporter to the United States over the

period, followed by Poland; U.S. imports came from approximately 50 other
countries as well.

0f the five leading supplying countries, only Poland and Taiwan increased
exports to the United States from 1$7& to 1960--Poland Ly 84.9 percent in
quantity and 112.2 percent in value, and Taiwan bty 11.4 percent in quantity
and 25.9 percent in value. Taiwan increased ite import sbare from 10.1
percent of total imports by quantity to 14.1 percent, while Poland increased
its import share from 1.2 percent to 2.§ percent (table 2).

1/ These data do not include imports from Canada under TSUS item 646,79
(duty-free imports under the Automotive Products Trade Act of 19€5), which are
not covered by the relief in effect.
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The quantity shares of imports in 157§ and 1980, Ly types, is shown in
the following tabulation:

Percent of total

Item 1678 16€0
Bolts- 28.1 22.1
Nuts 35.1 32.¢
Large screws 34.9 42.9
Lag screws and Lolts 1.9 2.5

Bolts.--Imports of bolts declined from 238.3 million pounds in 1678 teo
150.0 million pounds in 1980, or by 37.2 percent (tatle 3). The value of
these imports declined ty 18.5 percent, from $87.4 million in 197€ to $71.5
million in 168C. However, although imports decreased from &3.1 million pounds
during January-June 198G to 72.4 million pounds during January-June 1S€1, the
value of these imports remained relatively constant, declining only from $37.6
million to $37.5 million. During 1978-8C, Japan was the largest exporter of
bolts to the United States, followed by Canada, India, Taiwan, and Italy.

The import shares of the five leading supplying countries remained
relatively stable from 1578 to 1S8C (table 4). HLowever, imports of bolts from
India fell from 14.8 percent of total imports in January-June 1580 to 4.5
percent in January-June 1¢61, following imposition of an l&—percent
countervailing duty. Canada's import share subsequently increased from 14.6€
percent to 18.1 percent, and Taiwan's share increased from 3.S percent to 1C.8
percent during the period.

Muts.--Imports of nuts decreased from 258.C million pounds, valued at
$153.3 million in 197&, to 221.1 million pounds, valued at $128.2 million, in
1980, or by 25.€ percent by quantity and 16.4 percent by value (table 5).
Imports of puts increased slightly from 118.1 million pounds, valued at $€6.4
million, during January-June 1980 to 11S.& million pounds, valued at $69.7
million, during January-June 1581. The leading exporters of nuts to the
United States were Japan, Taiwan, Canada, the Netherlands, and China. China
was the only leading exporter to show an increase over the period, from 65,000
pounds in 1678 to 5.4 million pounds in 1S8C. Despite this dramatic increase,
imports of nuts from China accounted for orly 2.4 percent of total imports in
1680.

Although the import shares of most sources declined slightly during
1978-80, Taiwan increased its share of total imports of nuts by 5.¢ percentage
points (table €). This increase was even more pronounced during January-June
1981, when imports from Taiwan increased their share of total imports by 14.2
percentage points, apparently at the expense of Japan.

Large screws.--Imports of large screws declined by 1.5 percent in
quantity from 1$78 to 1980, from 2$6.6 million pounds to 251.C million pounds,
but increased 15.8 percent in value, from $107.1 million to $124.0 million
(table 7). However, both the quantity and value of imports of large screws
fell during January-Juune 1981 compared with January-June 1960 figures, by 2€.S
percent and 23.2 percent, respectively. Japan and Canada were the 1eadiﬁg13
exporters, followed by Taiwan, Poland, and Yugoslavia. The latter three
countries increased exports to the United States Letween 157§ and 198C.
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The sources of large screws remained relatively stable from 1978 to 1980,
with imports from Japan and Canada declining slightly and the others
increasing (table 8). However, the import share from Japan fell by 22.4
percentage points from January-June 1980 to January-June 1¢81, and Canada and
Taiwan increased their respective shares ty 7.5 percentage points; as a group,
other sources increased their share by 8.7 percentage points.

Lag screws and bolts.--Lag screw and bolt imports increased from 16.4
million pounds, valued at $€.0 million, in 197§ to 16.8 million pounds, valued
at $6.6 million, in 1980, representing an increase of 2.2 percent by quantity
and 10 percent by value (table $). 1Imports of lag screws and Lolts increased
from 9.5 million pounds, valued at $3.7 million, during January-June 1980, to
$.7 million pounds, valued at $4.1 million, during January-June 1681,
representing an increase of 2 percent .by quantity and 10.§ percent by value.
Japan, Taiwan, Canada, France, and Korea accounted for approximately 99
percent of all lag screw and bolt imports in 1980.

Although Japan was the dominant supplier of imports of lag screws and
bolts during 1978-80, its share of total imports fell by 5.3 percentage points
over the period, and Taiwan increased its imports by 3.6 percentage points
(tabtle 10). This trend continued during January-June 1981, when the Japanese
share declined 18.¢ percentage points from January-June 1980 levels, and
Taiwan increased its share by 16.6 percentage points, the greatest increase
exhibited by any country in any category over the period under investigation.

Imports from Canada under TSUS item 646.7%. 1/--Imports from Canada under
ISUS item 646.7S (duty-free imports under the Automotive Products Trade Act of
1565) decreased from 6S.5 million pounds, valued at $37.§ million, in 197§ to
44.1 million pounds, valued at $32.3 million, in 1980, or Ly 36.5 percent in
quantity and 14.6 percent in value. However, such imports increased from
January-June 1S&0 to January-June 1981 by 32.3 percent in quantity and 37.2
percent in value, ac shown in the following tabulation:

Period Quantity Value
(1,060 pounds) (1,000 dollars)

1978 - 69,521 37,750
1579 65,575 42,750
1980 44,096 32,274
January-June--

1686~ 21,650 15,617
1981 28,711 21,4069

The quantity of imports from Canada in 1980, by types, is shown in the
following tabulation:

Item Percentage distribution
Bolts : 26.3
Nuts 27.1
Large screws-—-—-——-- 43.6
Total-————=——eue 100.0 A-14

1/ These imports are not covered by the relief, and are not included in the
other import statistics presented in this report unless ncted.
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Table 11 presents imports from Canada, including imports entered under
TSUS item 646.75. The inclusion of these imports increases Canada's share of
total U.S. imports in 1980 to 16.2 percent by quantity and 1S.8 percent by
value, surpassing Taiwan as the second largest source of imports on a quantity
basis.

Shipments of domestically produced products

The Commission sent questionnaires to 78 domestic producers of bolts,
nuts, and large screws of iron or steel, and received 34 usable responses from
producers representing an estimated 70 percent of domestic shipments in 1980.
All domestic industry data pPresented hereafter are those received from these
producers, unless otherwise indicatedg

Total shipments, including intercompany transfers, of domestically
produced fasteners increased from 857.6 million pounds in 1978 to 944.3
million pounds in 1979, but then fell to 662.0 million pounds in 1980, or by
22.8 percent over the period. Total shipments also declined from January-June
1980 to January-June 1981, from 363.7 million pounds to 339.1 million pounds,
or by 6.8 percent.

Intercompany transfers for captive consumption declined as a share of
total shipments of domestically produced fasteners throughout thte period, from
17.2 percent in 1578 to 12.8 percent in 1980, and from 13.5 percent during
January-June 1980 to 13.2 percent during January-June 1981. The decline may
be attritutatle to the fact that captive consumers are generally producers of
duratle goods which have been affected by the economic downturn; in addition,
there may be a trend by captive producers towards ending such operations in
favor of obtaining their fastener requirements in the open market. 1/

Bolts, nuts, and large screws of iron or steel: Shipments of domestic
products, by markets, 1978-80, January-June 1980, and January-June
1581

e oo

Shipments of domestic products

Period .
: Commercial : Intercompany :
Total
: market : transfers :
: 1,C00 pounds
1978 l/ : 710,247 : 147,358 : 857,605
1979 : 803,065 : 141,187 : 644,252
1980~ : 577,269 : 84,682 : 661,551
January-June-- : : :
1980~ : 314,654 49,056 : 363,710

1981 -: 294,526 : 44,604 : 339,130

1/ Shipment data are slightly understated.

Source: Compiled from data received in response to questionnaires of the
U.S. International Trade Commissiomn. A-15

1/ * % %,
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Apparent consumption

Apparent consumption of these fasteners, as shown in the following tatle,
increased by 1.8 percent from 1578 to 1279, from 1,706.% million pounds to
1,737.2 million pounds, but then fell in 1$6C to 1,34C.5 million pounds,
representing an overall decline of 21.5 percent. Total apparent consumption
also fell from 741.6 million pounds in January-June 1S80 to 66C.1 milliomn
pounds in January-June 1$€1, or Ly 11 percent.

Import penetration in the total market declined from 4S.§ percent in 197§
to 45.6 percent in 1979, but then increased to 50.6 percent in 198C. However,
import penetration declined from 51.C percent in January-June 19&C to 4§.6¢
percent in January-June 1S&1. Imports as a share of the commercial market
declined from 54.5 percent to 4S.7 percent between 1S78& and 1979, tut then
returned to 54 percent in 1980. Import penetration fell from 54.6 percent in
January-June 1980 to 52.1 percent in January-June 19§&1.

The value of apparent consumption in the commercial market increased from
$1,067.1 million in 1578 to $1,274.5 million in 1679, but then decreased to
$1,099.6 million in 1580, or by 3.0 percent over the period. The value of
apparent consumption increased by 0.2 percent from January-June 1S€0 to
January-June 1981, from $578.5 million to $575.7 million.

The sizable differences in the ratio of imports to apparent consumption
in the commercial market by quantity and value (54.0 percent as compared to
30.0 percent in 1980,) show that imported fasteners are generally less
expensive than domestic fasteners. The differences in the ratio may also be
partially explained ty the "standard-special” argument that the majority of
the "specials” are produced domestically, and are higher priced than
"standards"”, which account for the sizatle majority of the imports.

Consumption and import penetration data for the individual categories of
bolts, nuts, large screws, and lag screws and Lolts are presented in tables
12-15. While the ratio of imports of bLolts to total apparent consumption by
quantity remained telow 30 percent from January 1S$7&-June 1981, the ratio of
imports to consumption in the other categories ranged from about €4 percent in
the category of nuts, to about 66 percent in the category of large screws, and
to about Y2 percent in the category of lag screws and bolts.

U.S. producers.--Whereas some of the large producers of fastener products
in the U.S. are diversified and produce non-fastener products as well as
industrial fasteners, most tend to specialize in the production of one of the
following product categories: (1) mine-roof bolts, (2) aerospace fasteners,
(3) small screws, (4) bolts, nuts, and large screws, (5) rivets, (6) studs and
pins, and (7) washers. The production of these products require different
lator skills, productive facilities, and technology.

A-16
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Bolts, nuts, and large screws of iron or steel: Domestic shipments, imports,
apparent consumption, and ratio of imports to apparent consumption by
market, 1978-80, January-June 1980, and January-June 1S§1

Ratio of

Period : Shipments : Imports Appare?t ? imports to
: : ‘consumption: apparent
: :consumption
(1,006 pounds)
Commercial market: 1/ : : : :
1978 2/ - : 710,247 646,313 : 1,559,560 : 54.5
1679~ : 803,065 : 792,984 : 1,596,045 : 4¢.
1580 : : 577,269 : 678,530 : 1,255,79S : 54.0
January-June-- : : : :
1980 : 314,654 377,698 : 692,552 54.6
1¢81 : 294,526 : 320,972 615,496 : 52.1
Total market: 3/ : : : :
1978 2/ : §57,605 : 846,313 : 1,706,91¢ : 49.8
1979-- . : S44,252 762,584 : 1,737,236 : 45.6
1980~ : 661,551 : 678,530 : 1,340,481 : 50.6
January-June—- : : : :
1580-- : 363,710 : 377,898 : 741,608 : 51.0
19¢&1 - 336,130 : 320,972 : 660,102 : 48.6

(1,060 dollars)

Commercial market: 4/ : : : :
1978 2/ e : 713,201 : 353,881 : 1,067,082 : 33.
1679-- : 899,536 : 374,657 : 1,274,493 2.
19860 : 769,425 330,213 : 1,095,638 : 3C.

.January-June-- : : : :
1980 -: 401,473 177,056 : 578,525 : 30.
1981-- : 415,030 : 164,634 : 579,666 : 26

1/ Excludes captive consumption.
2/ Shipment data and apparent consumption are slightly understated for 1976,
making the ratio of imports to apparent consumption slightly overstated.
3/ Includes captive consumption.

E] Excludes captive consumption, for which value data are not availatble.
Source: Compiled from data submitted in response to questionnaires of the

U.S. International Trade Commission, and official statistics of the U.S.
Department of Commerce.
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Approximately 100 companies account for virtually all the domestic
production of the types of ferrous industrial fasteners covered by this
investigation. These establishments produce a wide variety of fastener
products, ranging from high-volume standard fasteners, such as hLex and square
nuts, round head bolts, and cap screws, to low-volume special fasteners such
as locknuts with nylon inserts. BRecause of increased import penetration in
high-volume, standard fasteners during the last 5 years, some domestic
producers have either curtailed production of such products, changed their
product mix to include more low-volume special fasteners, or diversified into
nonfastener products. 1/ As a result of the general shift in the product mix
that is taking place fﬁfoughout the industry, an increasing number of domestic
producers are supplementing their pProduction with foreign-made, high-~volume
standard fasteners. :

U.S. producers located in the east north central region account for the
majority of shipments of bolts, nuts, and large screws. The approximate
percentage distribution in 196C of the value of shipments of these articles,
by geographic region; 1is shown in the following tabulaticn:

Shipments
Region percent
East north central 1/ 58.1
Middle Atlantic 2/ 16.9
New England 3/--- 10.9
East south central 4.1
Pacific 4.0
South Atlantic 3.5
West south central 1.2
West north central 1.0
Mcuntain .3
Total 160.0

1/ Illinois, Ohio, Michigan.
2/ New York, New Jersey, Pennsylvania, Delaware. '
3/ Maine, New Hampshire, Massachusetts, Connecticut, Khode Island.

On April 8, 1681, the Lamson & Sessions Co. (Lamson), Cleveland, Ohio, one
of the largest fastener manufacturers in the United States, terminated its
fastener manufacturing operations because of continued operating losses. At
the same time, kussell, Burdsall, & Ward of Cleveland, Ohio, another of the
largest fastener manufacturers in the United States, purchased most of
Lamson's manufacturing equipment, and simultaneously, sold $20 million of
5-percent convertible preferred stock to Automotive Hardware, Ltd., a fastener
manufacturer located in Toronto, Cntario. Upon conversion, the preferred
stock will give the Canadian company 50.1 percent of Russell, Burdsall, &
Ward's common stock. Kussell, Burdsall, & Ward also acquired some of Lamson's
managerial and production personnel.

1/ This shift is discussed further in the Efforts to Compete section of this
report.

A-18
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A smaller number of fastener producers, estimated to total approximately
35 and located primarily in California, produce aerospace fasteners. Most of
these fasteners are made from nonferrous metals; ferrous aerospace fasteners
account for no more than 1 percent of the quantity of total domestic shipments
of all ferrous fasteners.

Capacity and capacity utilization.--Total U.S. capacity of reporting
firms to produce bolts, nuts, and large screws of iron or steel declined from
1,586.5 million pounds in 1978 to 1,567.3 million pounds in 19759, and then
fell to 1,493.9 million pounds in 1980, representing a net decrease of 5.8
percent over the period. However, capacity increased from 639.4 million
pounds during January-June 1980 to 669.5 million pounds during January-June
1981, or by 4.7 percent (table 16).

As shown in tables 17, 18, 19, and 20, capacity to produce, Ly categories,
bolts, nuts, large screws, and lag screws and btolts declined between 1978 and
1580, by 0.3 percent, 4.4 percent, 19.3 percent, and 15.5 percent,
respectively. However, capacity increased in each of the categories from
January-June 1980 to January-June 1981.

Capacity utilization for the combined categories of the ferrous fastener
industry covered by this investigation increased from 52.6 percent in 1978 to
58.5 percent in 197S, but then decreased to 41.3 percent in 1980. Capacity
utilization for the period January-June 1961 was 48.§ percent, a decrease from
53.7 percent for the corresponding period of 1980.

Capacity utilization for the individual product lines of bolts, nuts, and
large screws all fell from 197§ to 1980% capacity utilization for lag screws
and bolts increased slightly. However, capacity utilization in the lag screws
and bolts category fell sharply from 74.$ percent in January-June 1980 to 32.2
percent in January-June 19§1.

Capacity utilization statistics must te viewed with caution when
assessing the health of the industry. 1In fastener investigation No.
TA-201-37, it was stated that the upper practical limit for capacity
utilization for this industry is approximately 75 percent. }/ If, for
analytical purposes, a reported ratio of 80 percent is viewed as 100 percent
of practical capacity, then reported utilization rates for 1978, 1979, and
1580 would represent 63.1 percent, 70.2 percent, and 49.6 percent use of
practical capacity, respectively. During the course of this investigation,
several industry sources have stated that practical capacity declines even
further than this when producing specials, due to the inherent problems of
machine setup time and downtime between orders. Thus, the stated rates of
capacity utilization discussed here are principally important for the trends
they show rather than for determining the actual level of capacity utilization.

U.S. production.--Total production of the reporting firms increased
slightly from €33.9 million pounds in 1978 to 916.6 million pounds in 1579,
but dropped sharply to 616.9 million pounds in 1980, representing a 26-percent
decrease over the period (table 21). Production during January-June 1981 was
326.7 million pounds, representing a 4.8-percent decrease from production of
343.1 million pounds in January-June 1980.

A-19

1/ Bolts, Nuts, and Large Screws of Iron or Steel: Report to the President
on Investigation No. TA-201-37. . «» USITC Publication 924, pp. A-17 and A-1E€.
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Production in each of the categories of bolts, nuts, and large screws decreased between 197§
and 1980, by 29.1 percent, 21.5 percent, and 20.6 percent, respectively, and production of lag

screws and bolts declined by 5.9 percent.

Domestic shipments.--Domestic shipments of the reporting firms increased from 710.2 million
pounds valued at $713.2 million in 1978 to 803.1 million pounds valued at $899.6 million in 1979, or
by 13.1 percent by quantity and 26.1 percent by value (table 22). Shipments then declined to 577.3
million pounds valued at $769.4 million in 1980, a net decline over the period of 18.7 percent in
quantity and a net increase of 7.9 percent in value. Shipments for the period January-June 1981
were 294.5 million pounds, valued at $415.0 million, a 6.4-percent decline in quantity from
shipments in the period January-June 1980, but a 3.4-percent increase in value.

U.S. exports.--U.S. exports of bolts, nuts, and large screws of iron or steel decreased in
quantity, from 217.3 million pounds in 1978 to 165.0 million pounds in 1979, and then dropped
sharply to 119.9 million pounds in 1980, or by 45 percent over the period. (See the following
table.) However, the value of these exports increased by 8 percent, from $122.7 million in 197§ to
$136.1 million in 1580. Exports increased from 57.6 million pounds, valued at $68.4 million during
January-June 1980 to 75.5 million pounds, valued at $78.2 million during January-June 1681, or 31.1
percent by quantity and 14.3 percent by value. Although the leading export market is Canada, bolts,
nuts, and large screws are shipped to over 30 countries. The majority of exports are specialized
fasteners, and many are used in high-technology applications.

U.S. producérs' inventories.--The yearend inventories of the reporting producers increased from
174.7 million pounds as of Decemkter 30, 1978, to 187.2 million pounds as of December 30, 1980, or by
7.1 percent (table 23).

U.S. exports of bolts, nuts, and large screws of iron or steel,
by type, 1578-80, January-June 1960, and January-June 1961

Quantity (1,000 pounds); value (1,000 dollars)

January-June--~

Item ; 1978 : 1979 : 1980 : :
) ) : : 1980 : 1981

. .

.
.

Quantity Value Quantity Value Quantity Value Quantity Value Quantity Value

.
. . .

.
.

: 1,000 : 1,000 : 1,000 : 1,000 : 1,000 :1,000 : 1,000 : 1,000 : 1,000 : 1,000
¢ pounds :dollars : pounds :dollars : pounds :dollars: pounds :dollars: pounds :dollars

. . . o

Bolts——=—~=—==:145,485 : 76,614 :132,486 : 79,573 : €6,576 : 91,505: 40,052 :45,008 : 55,756 : 47,927
Nuts—-——-—m—o- : 58,156 : 30,659 : 57,706 : 33,713 : 25,685 : 31,724: 13,756 115,657 : 15,444 : 20,776
Large screws--: 13,611 : 15,453 : 8,823 : 16,701 : 7,662 : 15,907: 3,737 : 7,757 : 4,332 : 6,535

Total--~-- 217,252 :122,726 :199,015 :130,387 :119,923 :139,136: 57,585 168,422 : 75,532 : 78,238

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

Inventories decreased by 11.6 percent between June 30, 1980, and June 30, 1981. The share of
producers' inventories accounted for by imports of these producers remained below 2 percent
throughout the period.

U.S. importers' inventories.~-Inventories of eight U.S. importers which accounted for an
estimated 43 percent of total imports in 1980 rose 7.6 percent during 1978-1980, from 118.9 million
pounds as of December 30, 1978, to 127.9 million pounds as of Decemter 30, 1980 (tatble 24).
However, importers' inventories fell from 131.5 million pounds on June 30, 1980, to 107.9 million
pounds on June 30, 1981, or by 17.9 percent.
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U.5. producers' unfilled orders.--Unfilled orders hLeld Ly U.S. producers
declined by 34.7 percent, from 158.5 million pounds as of Lecember 31, 197¢,
to 103.5 million pounds as of December 31, 1$&0 (table 25). Fowever, unfilled
orders on June 30, 19§1, were 1C4.S million pounds, 10.C percent greater than
the 95.4 million pounds reported on June 30, 16&0.

U.S. importers' unfilled orders.--Unfilled orders held by U.S. importers
decreased 41.0 percent between December 31, 197&, and Lecember 31, 1660, from
23.4 million pounds to 13.8 million pounds. Unfilled orders also decreased
from June 30, 1980, to June 30, 19861, by 1.6 million pounds, or S.1
percent (table 26).

Employment and wages

As shown in taltle 27, the average number of production and related
workers manufacturing bolts, nuts, and large screws of iron or steel increased
from 22,193 in 1978 to 22,749 in 1979, Lut then dropped to 20,118 in 1¢6C. 1In
January-June 19¢0, the average numbter of such workers was 26,617, compared
with 19,587 during January-June 1$&1.

The hours worked increased from 45.3 million hours in 1976 to 4€.1
million hours in 1979, and then declined to 35.2 million kours in 1¢&G.
However, hours worked during January-June 1581 totaled 21.4 million lLours,
compared with 31.1 million bours for the corresponding period of 1SE&C.

The wages paid to these workers increased from $45C.0 million in 1976 to
$464.0 million in 1975, and then decreased to $442.7 million in 16&0.
However, the wages paid during January-June 15€1 were $23¢.& million,
representing an increase from $221.5 milliocn during January-June 1$&G.

Financial performance of U.S. producers

Operations on bolts, nuts, and large screws.--Usalble financial data were
received from 29 domestic producers representing about &7 percent of total
reported U.S. shipments of bolts, nuts, large screws or lag screws and bLolts
of iron or steel in 19&0.

Throughout this section, these data are presented in both aggregate form
and by type of major production‘l/ in order to evaluate the merits of the

importers' argument that some types of fasteners are more profitatle than
others. '

1/ The Commission's questionnaire requested producers to estimate the
proportion of their total production accounted for by standard fasteners,
special fasteners, aerospace fasteners, and nonfasteners. For the purpose of
this section, a company was placed in one of the atove categories if its
production mix was €0 percent or more of one of the types. If the production
mix was divided between standards and specials with no type accounting for
more than 59 percent, it was placed in the standard-special category. Data
for companies in the nonfastener category (producing mostly nonfastener
products) represent their fastener operations only. A21
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Aggregated net sales of the U.S. manufacturers increased by 15 percent
from $715.5 million in 1S7€ to $821.5 million in 1679, but then fell back to
$717.0 million in 1560, primarily as a result of a decline in sales volume.
In the partial year up to June 1681, 1/ aggregated net sales increased by &
percent compared with the net sales in the corresponding period of 198C
(tatle 28).

The special and standard/special fastener producers' net sales showed a
declining trend as a share of aggregated net sales during 1978-8C, and
increased slightly during the partial year 1S81. The standard fastener #*#*#
share of total net sales increased during 1978-80. #%%,

Aggregate net operating profit increased by 30 percent from $75.0C million
in 1978 to $97.6 million in 1579, but then declined precipitously to $59.4
million in 1980. The ratio of net operating profit to net sales increased
from 10.5 percent in 1578 to 11.¢ percent in 1979, but then declined to 8.3
percent in 198C. The sharp decline in profitatility in 1980 is the result of
lower unit sales volume, which is partially attributable to the recession in
the motor-vehicle and construction equipment industries. Furthermore, the
selling price did not keep pace with the increasing costs of producing
fasteners. In the partial year up to June 1981, net operating profits
improved, increasing by 11 percent compared with the net operating profits in
the corresponding period of 1580 ($31.7 million to $35.3 million). In the
same period, the ratio of net operating profit to net sales increased from 8.9
to 9.2 percent.

Most of the domestic producers did not provide detailed information on
other income (expenses) as requested in the questionnaire. Hence, the impact
of high interest rates on the industry's profitability is not measurable.
Further, out of the 29 reporting firms, several firms reported other net
income in 1978 (9), 197S (10), and 19&0 (11). During 1$76-€0, nine firms
reported a large amount of "other income" which included royalty income, gains
on sale of assets or steel (raw material), rental income, interest income, and
sales of scraps. Only two firms offset their interest expense against other
income. However, the aggregate net profit margins before income taxes are
almost the same as aggregate net operating profit margins throughout the
period for which data were collected.

The trends in net operating margins differed by type of fasteners;
special fasteners declined between 178 and 19€0; standard/special fasteners
declined in 1979, but improved slightly in 1980; ***. The net operating
margins for standard fasteners *** and aggregated data followed the same
trend, rising in 1S7$ and declining in 1980. A comparison of data in the
partial year 1981 with those for the corresponding period of 1980 showed that
all categories had increasing net operating margins **%*,

l/ Represents the period from the end of each company's 1580 accounting year
to June 1981.
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Four firms which accounted for 14 percent of total sales of reporting
firms registered net losses during 1$7€-1S7S (tatle 29). The firms reporting
losses increased to 11 firms in 198C and 106 firms in the partial year of 1%€&1,
both representing about 38 percent of the reporting firms. The majority of
these firms reporting losses were in the category of special fasteners during
1960 and the partial year 1681. #***, The firms reporting losses in the
standard/special and standard groups fluctuated during the period under
investigation.

A comparison cf fastener profit margins with those reported for other
broad categories of products are shown in the following tabulation:

(In percent)

. : : : Partial year
. : : :  through
Cc c7C
Item . 1678 . 1¢7¢ . 1980 ¢ June 19€&1
. . H . l/

Bolts, nuts, large screws, or lag : :

screws and bolts of iron or : : : :
steel: : : : :
Operating profit margin————---—----; 16.5 : 11.6 : &.3 5.2
Pretax profit margin : 10.5 : 12.C 8.2 : .2
Fabricated metal products: : : :
Operating profit margin-———————--——-; &.GC : 7.7 : 6.7 7.2
Fretax profit margin 7.4 7.2 : 6.1 6.5
All manufacturing: : : : :
Operating profit margin--—-—-——-——- : .1 : 7.8 : 6.8 : 6.6
Pretax profit margipn--—---—----——-——; 7.8 : 7.6 : 6.4 : 6.4

.
.

1] For fabricated metal products and all manufacturing, percentage
represents first quarter of 1981.

Source: Compiled from data submitted in response to questionnaires of the
U.S. Interrational Trade Commission and from Federal Trade Commission
Cuarterly Financial KReport.

The profit margins of fasteners were higher than those of fabricated
metal products and all manufacturing in each of the years 1S7&-8C and for
partial year 1981. The profit margins for fabricated metal products and all
manufacturing show a declining trend from 1¢78 to 1680, with a statilization
or improvement occurring in the first quarter of 1S€1, while the trend in the
profit margins for the ferrous industrial fasteners under investigation
increased in 1979, decreased in 1980, and rose at a slower rate in the partial
year through June 16€1.

To provide an additional measure of profitability, the ratio of net
profit (loss) tefore income taxes to original cost and book value of fixed
assets employed in the production of tolts, nuts, and large screws are
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presented in tatle 30. 1In general, these ratios followed the same trend for
all categories as did the ratios of net profit (loss) tefore income tax to net
sales; **%%,

Overall operations of the establishments.--lhe aggregate net operating
profit of the overall establishments within which tolts, nuts, or large screws
of iron or steel are produced increased slightly from $16%.2 million in 1576
to $178.5 million in 157S, but then fell sharply to $97.4 million in 158G
(tatle 31). 1In the same period, however, the ratio of net operating profit to
net sales showed a declining trend, from 10.0 percent in 1S78 to 6.2 percent
in 1980. 1In the partial year through June 1681, net operating profit
increased by 35 percent to $73.4 million from $54.3 million for the
corresponding period of 1580. 1In the same period, the ratio of net operating
profit to net sales increased from 6.7 to §.3 percent. The ratio of net
profit before income taxes to net sales increased slightly in 1579, declined
in 19€0, and rose again in partial year of 1981. The profit margins for
overall establishment operations followed the same trend as operations on
bolts, nuts, and large screws in all categories. However, aggregate operating
profit margins showed a declining trend during 1¢78-80, and for standard
fasteners, both profit margins also indicated a declining trend in the partial
year of 1981 compared with the profit margins in the corresponding period of
1680.

Producers' Efforts to Compete

The following summarizes both the information provided by the petitioner
on this subject as well as a discussion of the responses the Commission
received to its questionnaires. Due to the nature of the questionnaire
responses and the effect of factors other than imports on this industry, it is
very difficult to separate those efforts to compete made by the domestic
industry in response to the relief granted from efforts which would have been
made even if relief had not been granted.

The questionnaire responses indicate that capital expenditures were static
during 1978-€0, totaling $23.4 million in 1578 and $23.2 million in 15&C.
Over the same pericd, capital equipment prices increased by 25 percent. 1/
Assuming that the majority of these expenditures were for capital equipment-—
type items, real capital expenditures fell by almost 25 percent from 197€ to
1580. The extent to which this is influenced by economic considerations other
than imports is not known.

Kesponses to the Commission's questionnaires indicate that marketing and
product development efforts, rather than significant capital investment, are
associated with the ability of a firm to compete more effectively. The
majority of the efforts reported by firms that experienced a comparative
increase in their profitability from 1978 to 1980 were related to the
development and management of a firm's product line.

1/ Department of Commerce Survey of Current Business.
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Information provided by the petitioner

In its prehearing brief, the petitioner presented information on the
efforts that the industry had made to ad just to import competition. According
to the brief, "import relief has stimulated increased capital investment and
other initiatives to promote production, marketing and management efficiency."
The data in the brief were obtained from a survey conducted ty the petitioner
that covered 16 domestic manufacturers which accounted for over 35 percent of
the total reported domestic shipments of nuts, bolts, and large screws in
1980. A summary of the efforts described in the brief is as follows: 1/

Increased investment.-—The firms surveyed by the petitioner reported a
substantial increase in their capital expenditures since the beginning of
1979. 1Investment in new machinery, equipment, and technology accounted for a
large portion of the capital expenditures. Other capital expenditures
included: (a) expansion of plant facilities to reduce reliance on outside
vendors or to permit increased research and development activity;

(b) alteration of production processes in order to introduce new products and
tool design changes; and (c) acquisition of proprietary fastener rights and
related technology. The petition indicated that without import relief,
one—third of this investment would not have been made. Moreover, it is
projected that if the import relief is terminated, future capital expenditures
would be reduced or eliminated.

Management and marketing efforts.——The petitioner stated that management
and marketing efforts were as significant as new machinery, equipment, and
technology in assisting the firms to tecome more competitive. The management
efforts reported by the firms included: (a) personnel changes and other
actions to improve upper management and reduce staff costs; (b) improvement of
cash-flow management; and (c) use of training programs that included
incentives to increase productivity and management effectiveness. The
marketing efforts, according to the petitioner, focused on (1) improving the
capability of the sales force and (2) upgrading customer services. The first
category of marketing efforts included: (a) improving the engineering skills
of the sales representatives; (b) adding new sales engineers; (c) increasing
advertising and promotion activities; and (d) adopting incentive plans. The
latter category of marketing efforts focused on: (a) additional quality
control services; (b) installation of computer inventory control and ordering
systems; (c) increased engineering services and testing latoratory facilities;
and (d) reorganization of customer service departments. One advantage that
domestic producers have over foreign manufacturers is geographical proximity
to their customers. This can be especially important to buyers of fasteners
where many orders must be made to detailed customer specifications. By
increasing the engineering skills and services they make available to their
customers, the domestic producers seem to be making an effort to capitalize on
their geographical advantage.

Restriction and rationalization of individual production facilities.-—Two
firms reported that they had acquired an industrial fastener division from
another company. Another firm conducted a major reorganization of its
fastener-manufacturing division. These changes were made to reduce
administrative and selling costs, increase production efficiency, and promote
improved marketing. Four plant shutdowns were also reported. A-25

1/ Prehearing brief of the domestic industry, pp. 20-269.
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Machinery used by the industry

A variety of machines are used in the production of bolts, nuts, and
screws. Headers are used to convert wire rod to screw blanks which are then
trimmed and threaded to make a finished screw. Nut formers convert
wire rod into nut blanks, and tappers put threads into the blank. Boltmakers
convert wire rod into a finished bolt through a series of steps which include
heading, trimming, and threading.

In general, smaller, standard fasteners can be produced more rapidly than
larger, more specialized items. However, operating speeds in the production
of all types of fasteners have been steadily increasing over the years with
the introduction of new machinery. According to the National Macbinery Co.,
the only U.S. manufacturer of fastener production equipment, their new high-
speed double-stroke header which was introduced in September 1980 can produce
up to 470 screw blanks per minute, a rate that is nearly eight times as fast
as some of the older equipment that is still being used in the industry.
Moreover, they claim that their high-speed nut former, which was introduced at
the same time, is able to turn out more than 300 nut blanks per minute, a rate
that is more than three times as fast as the rate that can be achieved using
the oldest equipment in the industry. They have also stated that their high-
speed boltmakers are significantly faster than earlier models.

According to the National Machinery Co., * * #, Although available
information was not sufficient for performing an independent estimate of the
average age of the equipment that is presently in use in the industry,
conversations with fastener producers and a review of questionnaire responses
indicate that much of the industry has been slow to acquire new fastener
production equipment. Of the 37 producers who responded to the
questionnaires, 9 had purchased new double-stroke headers, 4 had purchased new
nut formers, and 3 had bought new boltmakers during 1$78-§0.

Several factors may account for the limited purchases of these new
machines. Some manufacturers that produce mostly special nuts, bolts, and
screws have stated that the new equipment cannot be easily adapted to
producing a variety of these items. They argue that high-speed nut-makers and
high-speed boltmakers, in particular, can only be used effectively in
producing standard bolts and nuts. In addition to this problem, some have
stated that the costs of new double-stroke headers and nut formers, which
range between $100,000 and $400,000, are so high that they offset the
advantages gained from the higher speed of operation. Therefore, they claim
that it is more economical to simply rebuild existing equipment as it wears
out. Finally, some producers have argued that speed is not important with
special fasteners since only short production runs are required.

Federal programs assisting the fastener industry

The Department of Commerce initiated a study in FY 197¢ to determine
whether it is possible to provide technical assistance to make the fastener
industry more competitive with imports. Funding was approved for $500,000;
the primary grant for the research was given to the New England hesearch

A26
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The principal conclusion of the study, which was completed in early 1981,
was that the best way to assist the fastener industry is to improve its
machinery utilization rate. To obtain additional information, a project was
begun to install equipment on existing machines to monitor their operation and
shut the machines off when the monitor (which is called a controller) detects
signs that a catastrophic failure of the machine may occur. The results of
this research were presented at a workshop for fastener industry
representatives held in New Haven, Conn. in May 1$81. Data were presented
that indicate an overall savings of 30 percent can result from installing this
equipment. With the cutoff system, the machine can run unattended, and less
scrap metal is produced. To date, five of these controllers (which are made
by Precision Engineering Co.) have been ordered by fastener manufacturers.
Each machine costs atout $1G,000; the payback time is estimated to be between
1/2 year and 1-1/2 years. Commerce plans to conduct a survey of participants
at the workshop to determine how extensively the new equipment is being used
and to measure its effectiveness in reducing costs.

Capital expenditures and research and development expenses

Historical data.--U.S. producers' capital expenditures and research and
development expenses for the period from January 1976 to June 1961 are
presented in table 32.

The total capital expenditures of the domestic producers declined from
$23.4 million in 1978 to $22.3 million in 1979, and then increased to $23.2
million in 1980. In January-June 1981, the aggregate capital expenditures
declined by 52.8 percent to $6.9 million from $14.6 million in the
corresponding period of 19580. The majority of the aggregate capital
expenditures were made for machinery, equipment, and fixtures.

In contrast to the slight decrease in total capital expenditures from
1678 to 1980, there was an increase in both the ratio of capital expenditures
to net sales and the ratio of capital expenditures to cash flow during the
same period. The ratio of capital expenditures to net sales increased by 10
percent from 197€ to 1980 and the ratio of capital expenditures to cash flow
more than doubled, as shown in the following tabulation (in percent):

Item 197§ 1680
Ratios of--
Capital expenditures to net sales——=————————o 4.39 4.83
Capital expenditures to cash flow 37.9 §S.1

It should be noted, however, that the increase in the ratios during this
period can be largely attributed to a slight decrease in the net sales and a
large decrease in the net profit before taxes (and cash flow) of the firms
that reported making capital expenditures.

From January 1978 to June 1981, about 70 to 80 percent of the total
capital expenditures were incurred by producers of special fasteners. The
proportion of the total capital expenditures that were allocated to the
production of standard and specialty fasteners for each type of firm ard-2howr
in the following tabulation (in percent):
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Allocation of capital expenditures

Firms whose major product during 1976-80 for—-

se se s o0

line is-- Standard : Special
fasteners : fasteners
Special fasteners : 7.7 : €2.3
Standard fasteners : 36.4 : 63.6
Standard/special fasteners : 4G9.2 50.8
Aerospace fasteners : * % %, * & %
Nonfasteners : * %k &, * k%
Average, all categories : 17.3 : 82.7

As shown in table 32, aggregated research and development expenses for
fasteners increased by 11 percent from $1.8 million in 1978 to $2.0 million in
1976 but then declined to about the 1978 level in 1580. Those expenditures
increased by 20 percent, from $956,000 in January-June 1980 to $1,145 thousand
in January-June 1981. The majority of research and development expenses were
incurred by the producers of special fasteners.

Future investment.--Of the 2$ firms that provided information, 6% percent
reported they have specific plans for further investment in plants, machinery,
and equipment over the next 3 years. The following tablulation shows, by
profitability of the firm, the expenditures that would be made by the domestic
producers if import relief is extended and the expenditures that would be made
if import relief is terminated (in thousands of dollars):

:Total investment in fastener opertions
: over the next 3 years if--
Import relief : Import relief

Firms that described the sales
~and profits of their fastener
operations as--

: is extended : is terminated
Satisfactory or excellent 1/ : 27,260 : 23,710
Unsatisfactory.g/ : 41,700 : 7,510
Total : 68,960 : 31,220

3

!j 12 firms.
2/ 17 firms.

According to the estimates provided by the domestic producers, the
termination of import relief would result in a reduction in investment of $38
million, or 55 percent, during 1982-84. The data demonstrate that the
termination of import relief would have a greater impact on the plans of
"unprofitable” firms than on those of "profitable” ones. 1/ These firms with

1/ The firms were asked in the Commission’ questiopnaire to categorize

thei 1 d fits. '
ir sales and pro s A28
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unsatisfactory sales and profits reported an 82-percent decrease in
expenditures if relief is not extended. In contrast, firms with "acceptable or
excellent” sales and profits show a decrease of only 13 percent. The majority
of the firms stated that continued pressure from imports is the reason they
would decrease or eliminate future investment if the import relief is not
extended.

Specific efforts of domestic manufacturers to
compete against imports

In order to obtain additional information on the actions the domestic
industry has taken to adjust to import competition during January-June
1978-81, the Commission provided the firms with a list of specific efforts
which could be significant and asked them to indicate which of the efforts
they had made in order to become more competitive. Information was obtained
from 28 firms accounting for &4 percent of reported domestic shipments in
1980. The specific effforts reported by the firms in response to the
Commission's request are ranked in the table in order of the frequency with
which they were cited.

When trying to become more competitive, the domestic producers focused
both on (1) reducing the cost of producing and selling bolts, nuts, and large
screws and (2) improving the marketing of fasteners. As shown in column 2 of
the following table, each of the efforts that were reported by at least
64 percent of the firms——improved quality control, inventory control and sales
force operations, and adoption of lator-saving equipment and/or processes-—can
be categorized as primarily a cost reduction or marketing effort. Increased
investment in new plants and machinery were reported by 57 percent of the
respondents. Efforts that required a major change in the organization,
structure, or operation of the firm (i.e., "change in upper management
personnel,” “"divestiture of unprofitable fastener operations,” "vertical
expansion,” and "change in company organization") were reported by
comparatively few firms.

In a separate section of the questionnaire, the Commission also requested
that the firms indicate if they have attempted to diversify into nonfastener
areas in order to become more competitive. Seven firms responded that they
had done so; the lines into which they expanded range from the production of
hot upset forgings other than Lolts, the manufacture of tools and electronics,
and retailing ladies' apparel. With one exception, firms that reported such
horizontal expansion were not the same firms that reported vertical expansion.

Statistical analysis of specific efforts of domestic manufacturers to
compete against imports

In evaluating the efforts that an industry has undertaken to become more
competitive, one of the questions that arises is whether many of the firms
have sufficient cash flow or capital reserves to effectively utilize the
period of the import relief. This question is of special concern for an
industry as capital intensive as the fastener industry. 1In order to examine
the relationship between profitability and efforts to compete, 26 of the firms

A-29 .
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