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PREFACE

Following receipt on June 9, 1993, of a request from the United States Trade Representative
(appendix A), the U.S. International Trade Commission instituted investigation No. 332-344
under section 332(g) of the Tariff Act of 1930 (19 U.S.C. 1332(g)) on July 1, 1993. The purpose
of this report is to analyze the economic effects of antidumping and countervailing duty orders
and suspension agreements and the economic effects of the dumping and subsidy practices that
such orders and agreements address.

Copies of the notice of the investigation were posted in the Office of the Secretary, U.S.
International Trade Commission, Washington, DC 20436, and the notice was published in the
Federal Register (58 FR. 37966-37967) on July 14, 1993 (appendix B). The Commission held &
public hearing in connection with the investigation on September 25-30, 1994. All persons were
allowed to appear by counsel or in person, to present information, and to be heard. In addition,
interested parties were invited to submit written statements concerning the investigation (see
appendix C for list of submissions and hearing participants).

The information and analysis in this report are for the purpose of this report only. Nothing
in this report should be construed to indicate how the Commission would find in an investigation
conducted under other statutory authority covering the same or similar matter.
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GLOSSARY OF ABBREVIATIONS

. ¥ S Tariff Act of 1930

AD Antidumping

BBs .....ooiiiiiiii e Ball bearings

CGE ...ttt Computable general equilibrium

China.......... ..., People’s Republic of China

CNIF ... i Customs’ Net Import File

Commission ...................... U.S. International Trade Commission

COMMETCE .....vvvvriinnrnninnns U.S. Department of Commerce

CPE ... Computable partial equilibrium

CPTs .o Color picture tubes

CRBS ...ovvveiiiininnii e Cylindrical roller bearings

CRT .. iy Cathode ray tube

[0 1074 T Color television receivers

Customs ...........ovvvnunannnn. U.S. Customs Service

CVD. . i Countervailing duty

DRAM ....... ... .. ciiiiiiaa Dynamic random access memory

EPROM ...t Erasable programmable read—only memory

EEPROM ............¢cooveeanan, Electronically erasable programmable read only
memory

EU. ... European Union

FCOJ ... Frozen concentrated orange juice

FCOIM ........ v, Frozen concentrated orange juice for
manufacturing

FCOJR ... i Frozen concentrated orange juice for retail sale

FMV i Foreign market value

FOB ... Free on board

S Federal Trade Commission

GATT .. General Agreement on Tariffs and Trade

GSA ...ttt e General Services Administration

HHI ...... i, Herfindah! — Hirschman index

HTS .. i Harmonized Tariff Schedule of the United States

IC Integrated circuit

IMF .. International Monetary Fund

Koo i Kilobit, 1,000 bits

Korea .............ciiiiiii, Republic of Korea

ICD i e Liquid crystal display

ITEV i iiiinnnns Less than fair value

1 - Megabit, 1,000,000 bits

MEN e Most favored nation

OMA ... ... Orderly Marketing Agreement

PRW ... i Production and related workers

ROM ... ...oiiiiiiiie ey Read only memory

SIC . Standard Industrial Classification

SSE ... Single strength equivalent

SSOJ ... Single strength orange juice

TR i e Transcript of the public hearing

TRBS ...viiiiiiiiiiiiiiinnns Tapered roller bearings

TRO .. e e Tariff rate quota

TSUS e Tariff Schedules of the United States

(former version)
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UAN ittt eictanananns Urea ammonium nitrate

L5 22 1 Ot Unfair trade practice

L8] 27 7 Uruguay Round Agreements Act

USDA ...ttt U.S. Department of Agricuiture

L 613 RO U.S. price

L L Union of Soviet Socialist Republics (former)
USTR . iiiiiiiiaieaeess United States Trade Representative

VER it iieiiiiaienes Voluntary export restraint

VRA ..ttt Voluntary restraint arrangement

WTO i World Trade Organization
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EXECUTIVE SUMMARY!

The U.S. Trade Representative requested that the U.S. International Trade Commission
(Commission) estimate the economic effects of unfair trade practices as transmitted through
unfair imports and of the remedies imposed under U.S. antidumping (AD) and countervailing
duty (CVD) laws. The analysis consists of estimating economic effects at an economy-wide
level and at the industry level. The industry-specific case studies include (a) comprehensive
empirical analyses of conditions in the affected industries; (b) quantitative estimates of the
effects for such key industry performance indicators as prices, production, employment, wages,
income, and trade; and (c) comparative static analysis of petitioning, upstream and downstream
industries/consumers and net welfare effects.

To accomplish this extensive task the Commission has undertaken a multi-part study. The
Commission’s computable general equilibriuom (CGE) model is used to measure economy-wide
effects. In addition, a trend analysis of AD/CVD cases filed since 1980 provides insights into
the effects enforcement actions have had on different kinds of product markets. One general
effect, for example, is trade diversion toward nonsubject imports when orders are imposed.
Finally, eight case studies combine thorough industry expertise with rigorous economic and
statistical analyses to examine market conditions, industry performance and welfare effects of
AD/CVD enforcement. The broad range of data sources employed include industry
questionnaires, interviews, public and private data, Commission reports on AD/CVD
investigations, and a relatively new U.S. Customs Service database of U.S. imports subject to
AD/CVD orders.

Economy-Wide Analysis

The Commission’s CGE model estimates the economy-wide effects of a simultaneous
removal of outstanding AD/CVD orders in. 1991. These orders affected approximately 1.8
percent of total U.S. merchandise imports or $9 billion out of $491 billion in 1991.  The
Commission CGE model simulates the U.S. economy in 1991, including interactions among U.S.
producers and consumers in markets for goods, services, labor, and capital, as well as upstream
and downstream linkages. The model is static and cannot take into account the cumulative or
dynamic effects of existing orders, which may have been in place for many years.

The removal of outstanding AD/CVD orders in 1991 leads to different estimated economic
effects across the U.S. economy. A direct consequence of the simulated order removal is lower
prices and resulting gains experienced by consumers and industries downstream to the sectors
subject to AD/CVD orders. The estimates obtained from the CGE model indicate that with the
removal of outstanding AD/CVD orders the eight sectors highlighted in the CGE analysis
experience import price declines of 7 percent or more, with ball and roller bearing import prices
falling by nearly 20 percent in 1991. At the same time, the U.S. industrial sectors subject to
orders would suffer adverse economic consequences. For example, ball and roller bearings and

1 For views of individual Commissioners see “Commissioner Comments™ after chapter 14.
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electrical industrial apparatus (small business telephone systems), are estimated to experience a
3 to 4 percent decline in output and employment.

The Commission model estimates that the removal of outstanding AD/CVD orders in 1991
results in a welfare gain to the U.S. economy of $1.59 billion, or 0.03 percent of 1991 U.S. gross
domestic product ($5,724.8 billion) as calculated by using a standard equivalent variation
measure. This welfare measure reflects both gains and losses experienced by all sectors in the
U.S. economy from removal of the outstanding AD/CVD orders. Thus, the estimated welfare
effect of $1.59 billion represents the amount by which the economy-wide gains outweigh the
losses.

The estimation includes 163 AD and 76 CVD orders for a total of 239 AD/CVD
investigations. Not included are 170 orders that were revoked, 9 suspended and 37 terminated
investigations, and 41 orders in which subject imports stopped completely after their imposition.
The impact of the excluded AD/CVD cases, and others that were filed and withdrawn, such as
the steel cases in the 1980s (withdrawn pursuant to voluntary restraint arrangements), may be
sizable but is not measured. The model thus tends to underestimate the economy-wide effects of
AD/CVD cases as it does not capture the effects of the excluded cases mentioned above. At the
same time, the model tends to overestimate the economy-wide effects of AD/CVD orders
because it assumes that the price the U.S consumers ultimately pay for subject imports is equal
to the pre-duty U.S. price plus the full amount of the original margin.

Petitioning industries and industries upstream from petitioners are estimated to experience
losses as the result of removing outstanding AD/CVD orders. For the most adversely affected
sectors highlighted in the model, losses of output are estimated to be $658 million and losses of
employment are estimated to be 4,075 full-time equivalent workers. A specific estimate of the
component of the net welfare effects of order removal that can be attributed to adversely affected
industries is precluded because of intractable empirical issues with regard to petitioner-specific
industries and the limits of currently available models with regard to comparisons of the
distribution of income and consumption among different groups.

As a rough proxy for the direct decomposition of the net welfare effects, the value-added
measure generated by the Commission model of $1.85 billion can be used as the basis to
approximate the relative effects of the removal of AD/CVD orders on gainers and losers. The
economy-wide losses in income to workers and firm owners in the petitioning and upstream
industries as a result of removing outstanding AD/CVD orders fall within the range of $320
million to $1.09 billion for 1991. The corresponding implied gains to the rest of the economy
range from $2.17 billion to $2.94 billion.

Historic Caseload

Examining the trends for the overall caseload for which an injury determination was required
from 1980 to 1993, the data indicate that 33 percent of all AD/CVD investigations had
affirmative determinations, 45 percent had negative, and the remaining 22 percent were
terminated or suspended. Of the 1040 AD/CVD cases filed in this period, 44 percent involved
steel products. Evidence of trade diversion is observed as trade shifts from imports originating
in subject countries to imports from nonsubject sources. In particular, imports subject to AD
orders fell by 32 percent while nonsubject imports rose by 24 percent during the 1990-92 period.



Case-Study Effects

To address the request of the U.S. Trade Representative, eight case studies were conducted,
representing the caseload of agricultural, high-technology and commodity industries; final and
intermediate products; and new and mature industries. These case studies inciuded: frozen
concentrated orange juice (FCOJ), lamb meat, erasable programmable read only memories
(EPROMS), color television picture tubes (CPTs), solid urea, brass sheet and strip, standard
welded carbon steel pipes and tubes, and certain bearings. A detailed trend analysis of each
industry examines the dynamic forces at work in the marketplace. Time series and comparative
static analyses estimate the effects of AD/CVD enforcement over time and for a given year,
respectively.

Analysis Over Time

To estimate the combined impact of the petition filing and remedy over time, it is necessary
to account for the influence of market demand and supply variables so that the estimated effects
of the petition filing and remedy can be isolated from the market forces affecting a given
industry. These market variables include input costs, exchange rates, downstream demand
growth, and changes in technology. The econometric analyses partition the time series data into
pre-petition, investigation, and post-final determination periods to estimate the effects of the
petitions and remedial duties given the key demand and supply variables. The impact of filing
petitions could not be estimated separately from the impact of the remedy in all the cases
becaunse detailed data were not available to distinguish these two closely occurring events. The
impact of dumping could not be estimated because the date when the dumping started could not
be determined with any precision.

The time-series analyses find that AD/CVD petition filing and remedy generally had an
impact on prices and quantities of domestic output and subject imports, though other factors
were also influential in determining the behavior of these variables. For example, urea prices
and domestic shipments rose by 19 and 48 percent, respectively, following the imposition of the
order. Subject urea imports stopped completely, while nonsubject imports from Canada
increased by about 38 percent. In the case of tapered roller bearings cone assemblies, subject
imports fell by an estimated 30 percent while nonsubject imports doubled as a result of the
investigation process. The time-series estimates for tapered roller bearings and ball bearing
products however, were inconclusive. The effects of the remedies were likely outweighed by the
aggressive direct investment in the United States by bearing producers from subject countries
during the pre-petition period. This investment, beginning before the petition, helped limit
post-determination imports, and also resulted in declining prices.

In the case of CPTs, the trend analysis indicates that subject imports dropped by 68 percent
the year of the petition filing. Subject countries dropped from 100 percent of imports in 1986 to
30 percent in 1993. Despite this drop, rapid foreign investment in the United States and
aggressive competition within the CPT industry considerably reduced the effect of the AD filing
and order. Both the time-series analysis and interviews with the U.S. CPT producers indicate
that the investigation process did not have a significant impact on the industry.

The time series results indicate that imports of frozen concentrated orange juice from Brazil
were 75 percent lower in the years after the remedy and that consumption of domestic FCOJ
increased. This substantial decline in Brazilian imports despite the low dumping margin is most
likely due to the changes in Brazilian exporter behavior. According to the U.S industry and
FCOJ purchasers, the AD order spurred Brazil to seek non-U.S. markets as well as 1o establish a
pricing formula tied to the U.S. spot market to avoid further U.S. antidumping actions.
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In the case of lamb, the CVD process led to trade diversion where imports of lamb from
nonsubject Australia largely replaced imports from subject New Zealand. Domestic prices
nevertheless rose by 10 percent. The relatively small impact of the CVD process on the U.S.
domestic lamb meat market was also due to the very small market share held by imports.

Prices did not always rise in response to remedies as other market factors overpowered the
trade remedy. For example, aggressive competition among domestic producers of brass sheet
and strip kept prices down while the foreign competition from subject imports spurred improved
U.S. product quality. Domestic shipments of brass sheet and strip were an estimated 34 percent
by the end of 1991 than they would have been in the absence of trade remedies; subject imports
were 73 percent lower.

In the case of the pipes and tubes industry, domestic prices increased by 10 percent after the
AD order went into effect, while domestic shipments also increased. Lacking the necessary data
to estimate the effects of the title VII process on EPROMS, an estimate using a hedonic price
index (i.e, quality adjusted price) found that the long-term decline in prices slowed after the
investigation process. Also, while EPROMS remained an almost constant portion of total
integrated circuits (IC) unit shipments, EPROM revenues increased as a share of total IC revenue
during 1987-89, indicating that the EPROM investigation may have affected the industry.

The case studies also suggest that AD/CVD relief affects upstream firms and downstream
consumers in different ways and amounts. When the subject product is only a small component
of downstream firms' demand or consumers’ input, demand is relatively less sensitive to price
and not diminished by higher prices, such as the case of ball bearings or brass sheet and strip.
When downstream industries are competitive, such as farmers purchasing urea, increased prices
may not be fully passed through to consumers.

Comparative-Static Analysis

In contrast to time series and trend analysis, simulation models built on standard partial
equilibrium analysis provide comparative static, or “snapshot” estimates that isolate the effect of
AD/CVD relief on the prices and quantities of domestic product, fairly traded imports, and
unfairly traded imports from the impact of other factors, such as business cycies. The model
also estimates the total net welfare effects on the upstream and downstream industries. These
effects reflect the gains (losses) realized by consumers (producers) due to unfair trade practices
and the reverse effects associated with the remedies.

Table A (placed at the end of this executive summary) presents the effect on price, output,
revenue, and employment for the domestic like product relative to the “fair values,” estimated to
have been in place without the unfair trade practice (column 1) and the effects on these variables
with the remedy in place (column 2). Column 3 indicates the extent to which the remedy offsets
the unfair trade practice for each one of these key industry variabies for each case study.
Similarly, the effects on the price and output for subject imports as estimated by the model are
also presented in Table A. Revenue and employment effects tend to be larger for those
industries with a relatively high import market share and a high dumping margin.

The remedies offset the unfair trade practice for lamb meat, EPROMs, and urea, and almost
offset the effect of the unfair trade practice for pipes and tubes (column 3 in table A). However,
the remedies did not completely offset the effect of the unfair trade practice in the case of frozen
concentrated orange juice, color picture tubes, brass sheet and strip, and bearings. This
incomplete offset is a terms of trade effect that arises when import supply is not assumed to be



completely responsive to changes in prices. A U.S. duty reduces demand for subject imports,
which in turn increases supply and reduces prices in non-U.S. markets. The fair market price
estimated by the Department of Commerce in administrative reviews will therefore be lower and
dumping will be reduced or remedied without raising U.S. subject import prices by the full
amount of the dumping margin.

The effects of both the unfair trade practice and the remedy are greater on output than on
prices in each case but color picture tubes (figure A, at the end of this executive summary). In
the former cases, domestic producers were not facing capacity constraints and were therefore
abie to increase supply without increasing price substantialty. In the case of color picture tubes,
however, U.S. producers had been operating near capacity since 1984. Hence for the color
picture tubes, the effect of the unfair trade practice and remedy is greater on prices than output.

Net welfare effects measure the difference between consumer and producer welfare changes.
As shown in column 1 of table A and in figure B, the largest consumer and net welfare effects of
the unfair trade practices in the case studies were found in the ball bearing and tapered roller
bearing investigations. For ball bearings, the consumer and net welfare effects were $212
million and $106 million, respectively, while for tapered roller bearings, they were $66 million
and $31 million, respectively. Both had very large U.S. markets ($2.0 billion in 1985 sales of
ball bearings and $904 million in 1987 sales of tapered roller bearings) and large dumping
margins. Comparing columns | and 2 in table A for certain bearings estimates, model results
also suggest that 64 ($68.1 million/$105.6 million} and 39 ($13.6 million/$34.8 million) percent,
respectively, of the welfare loss to U.S. bearings producers were remedied in the two case
studies.

FCO]J and brass sheet and strip also had fairly large net welfare effects due to the unfair trade
practices. For FCOJ, despite a 1.96 percent weighted average dumping margin, a net welfare
loss occurs because of the very large U.S. market and high subject import market share of 49
percent.  Additionally, 52 percent ($2.7 million/$5.2 million) of the U.S. producer welfare loss
was estimated to be remedied by the AD order. The relatively large welfare effects due to unfair
trade practices for the brass sheet and strip industry were due to a relatively high subject import
market share of 24 percent and a 21 percent weighted average margin of dumping. AD orders
remedied 86 percent (34.4 million/$5.1 million) of the U.S. producer welfare loss for the brass
and strip industry.

Solid urea, color picture tubes, and EPROMS all experienced moderate net welfare losses
($8.4 million, $8.1 million, and $5.7 million, respectively, in column 1 of table A) due to unfair
wade practices. All three faced subject import penetration above 10 percent; solid urea and
EPROMs obtained large dumping margins. Despite a large U.S. color picture tube market ($1.1
billion in 1986), relatively low weighted average margins kept the net welfare effects moderate.
According to model estimates, there would have been no subject imports of urea and EPROMS
but for the dumping and all the producer welfare losses were remedied in both industries. In the
case of the CPT industry, 54 percent of the welfare losses to U.S. producers was estimated to be
remedied.

Pipe and tubes and lamb had the lowest net welfare effects (53.8 million and $2.0 million)
associated with unfair trade practices. Both had weighted average margins over 20 percent, but
small subject import market shares (4 and 5 percent, respectively). For the pipes and tubes
industry, 89 percent (5.8 million/$.9 million) of the welfare loss due to dumping was remedied.
In the case of lamb, the loss from subsidies was fully remedied by the countervailing duty.
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Table A

Comparative static effects of unfair trade practices and remedies

for selected U.S. industries!

Product group and
case types

Effects

Untair trade
Unfair trade practice and
practice Remedy remedy
Change from fair value®

Frozen concentrated
orange juice

MARKET EFFECTS (percent):

{Base year: 1984/85)

Domaestic:

(AD/CVD? cases) PIICE - et 05 0.2 03
OULPUL . ..eieveceneenenaenees -6 4 -2
ReVENUE .........ccovercneneonans -1.2 7 -5
Employment ............. ... -5 3 -2

Subject imports:
=T - S -1.5 9 -6
VOIUME . ...coiiiie i iirnaneanan 21 1.2 R: ]
RevVenuUe .........cc-cevvururuvuns B -4 2
WELFARE EFFECTS {million dollars):
CONSUMErS ........covivverannnncnnson 19.0 -10.7 8.3
Producers .. ...oooviieee e 5.2 2.7 25
Netwelfareeffect . ..................... 13.8 -8.0 5.8
Lamb meat {Base year: 1985)
Domestic:
e - SR 0.2 0.2 0
Output ... -4 4 0
Revenue ..........ccccoviiinnnion -6 B 0
Employment ...................... -4 r o]
Subject imports:
PHCE .. e -9.0 8.0 0
Volume ....... ... ... i 25.5 -25.5 0
Revenue ..........ccoeeeeenaonns 14.1 141 0
WELFARE EFFECTS (million dollars):
CONSUMEIS . ........ccivvruerunrnnnns 3.0 -3.0 0
Producers .......ccccveivrmcmnesrinanas -1.0 1.0 0
Net welfare effect ... ................... 2.0 -2.0 0
EPROMS MARKET EFF S ¢ ) (Base year: 1985}
ECTS (percent):
(AD cgse’) Domestic:
PriCE ...t e -3.8 3.8 0
Output .. ..o e -11.0 11.0 0
Revenue ............coeiernninnns -14.4 144 0
Employment ...................... -8.0 8.0 0
Subject imports:
PIICE . o eeeeeve e * * 0
VOIUME ..o iie e {4; i“ 0
FEVENUE ..ot ieevrinaenannens 4 4 0
WELFARE EFFECTS (miflion dollars):
CONSUMBIS . .. .oiv i vtirrnacaenaaans 16.7 -16.7 0
Producers .........cciiiiininniaaaas -11.0 1.0 0
Netwelfareeffect ...................... 57 -5.7 0

See footnotes at end of table.
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Table A—Continued

Comparative static effects of unfair trade practices and remedies for selected U.S. industries’

Unfair trade
Product group and Unfair trade practice and
case types Effects practice Remedy remedy
Change from fair value®
Color picture tubes (Base year: 1986)
(AD cases) MARKET EFFECTS (percent):
Domestic:
Price. ... covi e 2.8 14 -14
OUIPUL «. v oeeieeeeieeeeerneeeens 1.2 1.2 0
ReVenue .........cccoueeueinninnn -4.0 26 -1.4
Employment ...................... -1.0 1.0 0
Subject imports:
7o - S -6.0 38 2.2
VOlUMe ..ot 26.9 -19.9 7.0
Revenue ............cooiviurieann 19.2 -14.6 46
WELFARE EFFECTS (million dollars):
CONSUMErs ........ccoeevniivinannnns 371 -20.8 16.3
Producers ........covirirnviinnnrannns -29.1 15.6 -13.5
Net welfareeffect . ..................... 81 -5.3 28
Solid urea (Base year: 1985)
(AD cases) MARKET EFFECTS (percent):
Domaestic:
(27 - 2.5 25 0
Output ... -7.3 7.3 0
Revenue ................coovnmnnn -9.6 9.6 0
Employment ...................... -5.1 5.1 0
Subject imports:
[T - DR (0} 4 0
VOIUME ... oiieriiiii i, 4 Y 0
[ S, 4 4 0
WELFARE EFFECTS (million dolfars):
CONSUMENS .....oivenierieernenuannnns 20.0 -20.0 0
Producers ...........ccoiiviiniiianeen- -11.7 1.7 0
Net welfareeffect . ..................... 83 -8.3 0
Brass sheet and strip (Base year: 1985)
(AD/CVD cases) MARKET EFFECTS (percent):
Domestic:
Price .......ccoiiiiiiiri i -1.3 1.1 0.2
Output ..o i -9.6 84 -1.2
Revenue ..................0ivuenn -10.8 9.5 -1.3
Employment ................ ... -9.4 8.2 -1.2
Subject imports:
PRACE ... ..ot e -16.3 14.2 2.1
Volume ...............cciiiennn 47.5 -42.8 4.7
Revenue ........................ 23.8 -21.3 25
WELFARE EFFECTS (million doliars):
CONSUMENS .....-cvvvvenivnvnnrnunenns 26.2 -22.9 3.3
Producers .......ovveieeeeaaiiiiaaan 5.1 4.4 -7
Net weltareeffect .. ................... 211 -18.5 2.6

See footnotes at end of table.
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Table A—Continued

Comparative static effects of unfair trade practices and remedies for selected U.S. industries’

Unfair trade

Product group and Unfair trade practice and

case types Eftects practice Remedy remedy

Change from fair values

Standard welided (Base year: 1986)

carbon steel pipes MARKET EFFECTS (percent):

and tubes Domestic:

b Price.......... .ot -0.2 0.2 0

(AD/CVD? cases) Output ...oo o -1.6 1.5 -1

Revenue ............oviviivennrn -1.9 1.7 -2
Employment ..................... -1.6 1.5 -1
Subject imports:
Price........coci i -136 125 -1.1
Volume ............ccciiiiiiian, 70.5 -64.3 6.2
Revenue ........................ 48.7 -44.4 4.3
WELFARE EFFECTS (million doffars):
CONSUMEIS .. ....ooiriieannnnannnn 47 -4.3 4
Producers ........ccvveeeemiiaaiaiaans -9 B8 -1
Netweltareeffect ... .................. 38 -35 3
Certain bearings (Base year: 1985}
%ARKET EFFECTS (percent):
omaestic:

A) Tapered rolier PHIC « v e v e e 48 1.8 -3.0
bearings OutpuUt .. .ovve i -8.4 36 -48
(AD cases) Revenue ........................ -12.8 5.2 7.6

Employment ..................... -6.7 3.0 -3.7
Subject imports:
Price........ .. e -23.6 85 -14.1
Volume ............ ... .c.00ntn 104.5 -56.9 47.6
Revenue ...............coiunnnn. 56.1 -30.0 26.1
WELFARE EFFECTS (million dollars):
Consumers .............c.ccvvvevnninns 65.7 -28.6 37.1
Producers ............cvoevimeanennn. -34.8 13.6 -21.2
Net welfareeffect . . ................... 309 -15.0 15.9
B) Ball bearings {Base year: 1987)
(AD/CVD cases) | MARKET EFFECTS (percent).
Domaestic:
Price.......oovv i -6.8 43 -25
OUIPUL . ... 12,7 8.0 4.7
Revenue ................cocnn.-. -18.1 1.3 -7.8
Employment ___.................. -11.7 7.4 -4.3
Subject imporis:

(4] - P -27.3 1.6 -15.7
Volume ......................... 221.9 -174.8 471
Revenue ..........covvrivrrnnenn 1349 -110.2 24.7

WELFARE EFFECTS (million dollars):

CoNsSUMers ...............civiunennns 21.8 -137.6 74.3
Producers ............ccoiiiiariaennn -105.6 €8.1 -37.5
Netweltareeffect . .................... 106.3 -69.5 36.8

1 The estimated effects reported are the results of the Commission’s CPE model using the midpoint values of

parameter ranges

2 Suspended; one pipe CVD case suspended
3 The “fair values” are the values estimated by the model to have been in place without the effect of the unfair

trade practice

4 The margins determined by Commerce are so large that the model calculates that there would be no imports
from the subject country but for the unfair trade practice.

Source: Estimated by the staff of the U.S. international Trade Commission.

xvi




Figure A
Comparative static effects of unfair trade practices and remedies on U.S. price and output for a
given year
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Source: Estimated by the staff of the U.S. Intemational Trade Commission.

Figure B
Net welfare comparative static effects of unfair trade practices and remedies for a given year
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CHAPTER 1
Introduction

Purpose

The U.S. Trade Representative requested that the
Commission “investigate the economic effects of
existing antidumping and countervailing duty orders
and/or suspension agreements, and economic effects
of the dumping and subsidy practices as transmitted
through unfair imports to the United States.” Further,
the U. S. Trade Representative requested that the
Commission’s response consist of three parts.

First, the Commission was requested to “include a
comprehensive empirical analysis of conditions in the
U.S. domestic industries impacted by unfairly traded
i both for a proximate period prior to the
provision of relief and for a period sufficiently later
than the date relief was accorded for the condition of
the industry to fully reflect the effects of the relief.”
Specifically, the U.S. Trade Representative has asked
the Commission to provide quantitative estimates of
the effects of the investigations brought under title VII
of the Tariff Act of 1930 (title VII investigation) on
selected U.S. industries for such key industry
performance indicators as employment, Wwages,
income, production, prices, and trade.

Second, the Commission was directed to employ a
standard comparative static framework to investigate
the economic effects of unfair trade practices and
remedies on selected U.S. industries. The U.S. Trade
Representative asked that the comparative static
assessment of dumping, subsidy practices, and
remedies be complemented with quantitative estimates
of the effects on labor and other domestic adjustment
costs. These effects are to be measured for the
petitioning industries as well as the upstream and
downstream industries.

Third, in additon to estimating the
above-mentioned market effects for each industry
being investigated, the U.S. Trade Representative has
asked the Commission to assess the economy-wide
welfare effects of the unfair trade practices and the
remedy provided.

Approach

The Commission has taken a multi-part approach
to the complex task set forth by the U.S. Trade
Representative. Estimating the economic effects of
unfair trade practices and remedies on the petitioning
and upstream and downstream industries, measured
across the numerous specific variables enumerated in
the request, requires choosing a manageable sample of
case studies to represent the more than 1,000 cases
filed since enactment of the Trade Agreements Act of
1979. Eight cases were selected, representing the
breadth of  industries  covered—agricultural,
high-technology, basic commodities, rapidly changing
and mature industries—and the types of trade
remedies achieved—antidumping, countervailing duty
and suspension agrecments. All the cases fall
between 1983-89. The case selection methodology is
presented in chapter 6. The cases selected are frozen
concentrated orange juice (FCOJ), lamb, erasable
programmable read only memories (EPROMS), color
picture tubes (CPTs), urea, brass sheet and strip,
standard welded carbon steel pipes and tubes, and
certain bearings.

Three basic approaches are taken in the case
studies. First, trends are analyzed for the key industry
indicators, such as prices and output of the domestic
Like product, prices and level of imports, cost of
production, market share, investment, employment,

profitability, and research and development
expenditures of the domestic producers.
Second, using this information, time-series

analysis is used to estimate the supply and demand
parameters underlying the industry’s historical
performance. Estimating these parameters, in tum,
permits measurement of the economic effects of the
unfair trade practices and the remedy on prices and
quantities of the domestic like product, and imports of
the product from countries subject to the duties and
those from countries not subject to the duties.

Third, for a comparative static estimation of the
effect of unfair trade practices and remedy, a
computable partial equilibiium (CPE) model was
developed and applied to each selected industry. In

1-1



contrast to time series analysis where effects are
measured over time, this CPE model estimates the
market effects (i.e., effects on prices and quantities)
and the net welfare effects of both the dumping and
relief on the affected U.S. industries for 2 given base
year. The CPE methodology isolates the effect of the
unfair trade practice and remedy on the prices and
guantities of domestic product, fairly traded imports,
and unfairly traded imports from the impact of other
factors, such as business cycles. The CPE model aiso
provides comparative static quantification of the
effects on the upstream and downstream industries.
These effects reflect the gains and losses realized by
consumers and producers due to unfair trade practices
and the reverse effects associated with the remedy.
The economic effects of unfair trade practices and
remedies on wages, investment, and other competitive
factors were assessed using data gathered from
questionnaires, fieldwork and the literature.!

To examine the broader, economy-wide effects of
the AD/CVD orders on the U.S. economy, the
Commission’s computable general equilibrium (CGE}
mode! is used.  The Commission CGE model
simulates the interactions among producers and
consumers within the U.S. economy in markets for
goods, services, labor, and physical capital. The
Commission model explicitly accounts for upstream
and downstream production linkages, and intersectoral
competition for labor and capital. In one simulation
exercise, the Commission CGE model estimates the
effects of existing AD/CVD orders by postulating that
all the orders in place in 1991 are simultaneously
removed. In addition, the modeling exercise takes
into account the fact that AD/CVD orders can change
from their initial levels through the administrative
review process. For example, after an AD order is

1 Data peeded for conducting the econometric
analysis as well as the CPE analysis were gathered from
public sources, fieldwork, questionnaires, and submissions
at the public hearing held at the Commission on the 29th
and 30th September 1994. The period of time covered by
the analysis in the cases spanned years from 1974 to
1994 Chapters 7 to 14 in Part Il of the study provide
information on specific data sources used for each case
study.

i-2

put in place, it is possible that 2 foreign firm could
raise its U.S. price by the full amount of the margin
or leave the U.S. price unchanged, or some
combination of both to reduce or eliminate the AD
margin and lower or avoid AD duties. By changing
their U.S. price, foreign firms can capture some of
the revenue that would have gone to the U.S.
Treasury. A CVD margin is modeled as an ad
valorem tariff as collected by the U.S. Customs
Service in 1991. The mode! will tend to
underestimate the economy-wide effects of AD/CVD
cases as it does not capture the effects of the cases
that were revoked, terminated or suspended of in
which imports ceased completely or where petitions
filed were withdrawn before 1991. At the same
time, the model wiil tend to overestimate the
economy-wide effects of AD/CVD cases as it
assumes that the price the U.S consumers pay is
equal to the pre-duty U.S. price plus the full amount
of the original margin.

Organization of the Report

This report is divided into three parts. Part I
contains chapters 1 and 2. The latter chapter presents
information on the administration of the current and
past U.S. AD/CVD duaty laws. Part II contains
chapters 3 and 4 and presents material related to
economy-wide effects due to unfair trade practices
and AD/CVD orders. Chapter 3 presents an overview
of existing orders and suspension agreements over the
1980-1993 period while Chapter 4 provides the
economy-wide effects of remedies using the
Commission CGE model for the year 1991.

Part III contains chapters 5 to 14 which present
the analysis on selected U.S. industries. Chapter 5
reviews the theoretical and empirical literature on the
economics of dumping and subsidization of imports.
This chapter also describes the Commission
methodology developed to respond to the U.S. Trade
Representative’s request. Chapter 6 provides the case
selection methodology and the summary of economic
effects for the 8 cases selected for the analysis.
Chapters 7 through 14 provide case studies of eight
industries that have been the subject of unfair trade
investigations and remedies.



CHAPTER 2
The Administration of Antidumping
and Countervailing Duty Laws
in the United States

This chapter provides a brief history of U.S.
antidumping and countervailing duty laws and
describes the current roles and procedures of U.S.
agencies in the administration of the {.S. antidumping
and countervailing duty laws set forth in the Tariff
Act of 1930.1 In addition, the chapter describes the
various appeals processes in connection with
antidemping and countervailing duty determinations.
The case study investigations discussed in this report
were initiated between 1982 and 1989 and were
governed by the antidumping and countervailing duty
laws as they existed at the time the investigations
were conducted. However, the antidumping and
countervailing duty laws were amended several times
during the 1980s? and were amended again in late
1994 (effective January 1, 1995) by the Uruguay
Round Agreements Act (URAA).? Thus, the law as it
exists today and as it existed at the time of the various
investigations is not identical. Descriptions of changes
in key provisions are noted in footnotes to the text
below.

1 Tariff Act of 1930, ch. 497, 46 Stat. 703, and 19
U.S.C. 1671 et seq.

2 The current U.S. antidumping and countervailing
duty laws are set forth, for the most part, in title VII of
the Tariff Act of 1930. As is explained in the textual
portion of this chapter, these laws were enacted in this
form by the Trade Agreements Act of 1979 (1979 Act),
Public Law 96-39, Title I, 101, 93 Stat. 150, which added
title VII to the Tariff Act of 1930. The provisions in title
VTI became effective January 1, 1980. Since that time,
title VII has been further amended by the Trade and Tariff
Act of 1984 (1984 Act), Public Law 98-573, Title VI,
601, 98 Stat. 3024-3043, by the Ommibus Trade and
Competitiveness Act of 1988 (1988 Act), Public Law
100-418, Title 1, 1311, 102 Stat. 1184-1211, and by the
Customs and Trade Act of 1990 (1990 Act), Public Law
101-382, Title II, 224(a), 104 Stat 659.

3 public Law 103-465, Title II, 108 Star. 480%.

U.S. Law

Antidumping Law

The Antidumping Act, 1921 (1921 Act),* which
was part of the Emergency Tariff Act of 1921, was
the predecessor to current title VII of the Tariff Act of
1930. It was patterned after a then-existing Canadian
antidumping provision, which required the customs
inspectors to inspect every transaction for evidence of
dumping. Congress included an injury test in the
original 1921 law to reduce the burden on the
Treasury Department in administering the provision
and delegated the task of making both the dumping
and injury determinations’ to the Department of the
Treasury. The administration of the antidumping law
was split in 1954, with the function of determining
injury transferred from the Treasury Department to the
U.S. Tariff Commission (now the U.S. International
Trade Commission).®

4 Act of May 27, 1921, ch. 14, 42 Stat. 11. There is
another U.S. antidumping law, commonly referred to as
the Antidumping Act of 1916, which is a criminal and
civil statute. Act of Septernber 8, 1916, ch. 463, Title
VHI, 39 Stat. 798. The 1916 law, which requires 2
showing of intent to injure, has rarely been used apd has
never been successfully invoked.

5 Generally, an antidumping determination assesses
whether subject imports are being dumped and, if so,
provides the relevant margin of dumping. An injury
determination assesses whether a domestic industry is
materially injured, threatened with material injury, or
materially retarded by reason of the dumped imports. See
discussion infra for a more comprehensive explanation of
these terms and procedures.

6 Customs Simplification Act of 1954, Public Law
83-768, ch. 1213, Title HI, 68 Stat. 1138,



The 1921 Act was the model for a draft article on
dumping that was proposed by the United States
during negotiations to establish an International Trade
Organization (ITO) and resulted in Article VI of the
General Agreement on Tariffs- and Trade of 1947
(GATT).” The GATT Antidumping Agreement of
1967 was negotiated to clarify and supplement the
broad concepts of Article VI of the GATT during the
Kennedy Round of multilateral trade pegotiations.®
During the Tokyo Round of trade negotiations
completed in 1979, a new GATT Antidumping
Agreement was drafted to supersede the 1967 GATT
Antidumping Agreement and to conform to Article VI
of the GATT and the newly negotiated Agreement
Relating to Subsidies and Countervailing Measures
(GATT Subsidies Agreement).

The 1979 GATT Antidumping Agreement was
implemented into U.S. law by the Trade Agreements
Act of 1979. The 1979 Act repealed the 1921 Act and
added 2 new title VII to the Tariff Act of 1930,
implementing the provisions of the GATT agreement
in a new U.S. antidumping law. The statute
substantially changed a number of substantive and
procedural aspects of U.S. antidumping law. In 1980,
the responsibility for making dumping determinations
was transferred from Treasury to the Department of
Commerce.’ Subsequently, amendments to the U.S.
antidumping law were made by the 1984 Act, the
1988 Act, and the 1990 Act.!® The U.S. antidumping

7 Article V1 of the GATT sets out the international
framework governing pational antidumping laws.

8 The 1967 Agreement entered into force with respect
to the United States on July 1, 1968. However, this
Agreement was never implemented into U.S. Jaw. In fact,
Congress passed legislation stating that U.S. law was to
override this 1967 Agreement in all areas of conflict.
Renegotiation Amendments Act of 1968, Public Law
90-634, Title IT, 82 Stat. 1347; Conference Rept 1951,
90th Cong., 2nd sess., p. 1 (1968).

¢ Reorganization Plan Neo. 3 of 1979, 44 FR. 69273
(Dec. 3, 1979); and Executive Order No. 12188, Jan. 4,
1980, 45 FR. 989.

10 The 1984 Act added provisions that require
Commerce to establish a monitoring program for cases
involving persistent dumping and that require the
Commission to cumulate imports from two or more
countries. In the 1988 Act, provisions were added to the
U.S. law to prevent circumvention of antidumping orders,
to consider the treatment of negligible imports in
determining whether to cumulate for present material
injury, to address concerns about foreign dumping in third
country markets, and to address short life cycle
merchandise. The 1990 Act added the exception to
cumulation for material injury, or the threat thereof, for
designated Caribbean Basin Initiative countries.

22

law was amended further in December 1994 (with
an effective date of January 1, 1995) to impiement
changes required by the Uruguay Round Agreements
to the Antidumping Agreement.!!

Countervailing Duty Law

The first U.S. statute dealing with unfair trade
practices was a countervailing duty law passed as part
of the Tariff Act of 1897 (the Dingley Act), which
was subsequently renumbered as section 303 of the
Tariff Act of 1930!2 and remained substantially the
same until 1979.13

The Trade Agreements Act of 1979 added a
second countervailing duty provision to U.S. law to
conform with the GATT Subsidies Agreement,
established during the Tokyo Round of multilateral
trade negotiations. The second law, like the current
antidumping law, is found in title VII of the Tariff Act
of 1930. It requires an injury test in all countervailing
duty cases involving imports from so-called “countries
under the agreement”—that is, countries that are
signatories to the Subsidies Agreement or that have

11 The Uruguay Round Agreements (URA) established
the World Trade Organization (WTO). The URA
incorporates previous GATT agreements, as amended, and
includes such implementing agreements as the Agreement
on Implementation of Aricle VI of GATT 1954
(Antidumping Agreement 1994) and the Agreement on
Subsidies and Countervailing Measures (Subsidies
Agreement 1994). Under URA, all countries that become
members of the WTO automatically will be subject to the
implementing agreements, such as the Antidumping and
Subsidies Agreements 1994, Previously, under GATT,
members separately decided whether to accept the
obligations of the implementing agreements or codes. The
Antidumping and Subsidies Agreements 1994 were
implemented into U.S. law by the Uruguay Round
Agreements Act (URAA).

12 Section 303 of the Tariff Act of 1930 provided for
the imposition of countervailing duties whenever a subsidy
was bestowed by a foreign country upon the manufacture
or production for export of an article which was
subsequently imported into the United States. Section 303,
originally, applied only to dutiable goods and did not
include an injury test.

13 The Trade Act of 1974 amended the statute to
extend the application of the countervailing duty law
duty-free imports, subject to a finding of injury for GATT
signatories as required by Article VI of the GATT. The
provisions of the statute regarding dutiable imports,
however, were pot amended by the 1974 Act. Dutiable
imports still were not subject to an injury test since they
were governed by section 303 of the Tariff Act, which
was grandfathered under the GATT and did not include an
injury test for such imports.



undertaken similar obligations.}* Section 303 of the
Tariff Act of 1930 continued to apply to all other
countties untit January 1, 1995. The authority to
make subsidy determinations was transferred from
Treasury to Commerce at the same time that the
authority was transferred for making dumping
determinations. U.S. countervailing duty law also
was amended by the 1984 Act (which modified the
application of countervailing duty law to upstream
subsidies), and the 1988 Act (which -explicitly
granted authority to prevent circumvention of
countervailing duty orders). U.S. countervailing duty
law was amended in December 1994 by the URAA
to implement changes required by the Uruguay
Round Agreement on Subsidies and Countervailing
Measures. The URAA repealed section 303 of the
Tariff Act of 1930.15

U.S. Antidumping and
Countervailing Duty
Procedures!®

The Petition

An antidumping or countervailing duty petition
may be filed with Commerce and the Commission by

14 When the 1979 Act was implemented, there were
seven countries (Venezuela, Honduras, Nepal, North
Yemen, El Salvador, Paraguay, and Liberia) with such
bilateral agreements with the United States. S. Rept. No.
249, 96th Cong., 1st sess., 45 (1979). In 1994, there were
six countries {Estomia, Latvia, Liberia, Lithuania, Saudi
Arabia, and Yemen) with such bilateral agreements; all,
except Liberia and Yemen, have applied for accession to
the WTO, which is pending. Statement of Administrative
Action on the Uruguay Round (SAA), H. Doc. 103-316,
vol. 1 (1994), p. 254.

15 Under the URA, all countries that become members
of the WTO automatically will be subject to the Subsidies
Agreement, rather than under the previous system where
GATT countries separately decided whether to accede to
the obligations of each Agreement.

16 Before the URAA, the antidumping and
countervailing duty laws discussed in this chapter were
governed by the title VII provisions enacted by the 1979
Act, as amended by the 1984 and 1988 Acts. The
antidumping and countervailing duty provisions in title
VI of the Tariff Act, as amended by the URAA, are
discussed in the text; previous law is described in the
foomotes, as appropriate. '

These procedures generally apply to all case study
investigations as discussed in chapters 7 to 14 of this

report.

i;;_' after. adjustments fordifferences in the
__-3--merchand' se,quantltles purchased: and

certain interested parties,’® on behalf of an
industry,}® alleging that an industry in the United
States is materially injured or threatened with
material injury, or that the establishment of an
industry is materially retarded, by reason of imports
that are being, or are likely to be, sold in the United
States at less than fair value (LTFV) or by reason of
imports that are being subsidized.

A petition must contain information reasonably
available to the petitioner supporting its allegations of
dumping or countervailable subsidy and injury to a
domestic industry by reason of LTFV or subsidized

17 5ee SAA, p. 150.
18 19 U.S.C. 1671a(bX(1) or 1673a()(1).

19 To conform to the URA, the statuate has been
changed to require Comrmerce, which, as the administering
authority, has jurisdiction over this issue, to poll the
industry “[i}f the petition does not establish support of
domestic producers or workers accounting for more than
50 percent of the total production of the domestic like
product” 19 US.C. 1671a(ci4)D) and 1673a(c)(4)XD),
as amended by URAA.

23



~ product; (2) a certified or recogn
. union or group of workers that is

‘representative of the industry engaged

- ‘the manutfacture, production,:

imports20  The petition also must include a clear .

and concise description of the imported merchandise
to be investigated, or the “subject merchandise.”?!
The petition also must name each country in which
the allegedly dumped or subsidized merchandise

20 19 J.S.C. 1671a(b)(1) and 1673a(b)}(1).-In
particular, the petitioner must provide detailed information
identifying the petitioner and all known domestic
producers of the domestic product like or most similar in
characteristics and uses to the imported product, as well
as information on the voiume and value of the domestic
like product produced by the petitioner and each domestic
producer identified. For further information regarding the
contents of a petition, see SAA, pp. 190 and 191 (specific
petition requirements provided in legislative history to
URAA); and U.S. International Trade Commission
(USITC), Antidumping and Coumervailing Duty
Handbook, Sept. 1994 (3rd ed.), Part I (petition
requirements before URAA amendments).

21 The term “subject merchandise” has been
substiruted for “class or kind of merchandise™ in the
statute in order to conform to the terminology used in the
Uruguay Round Agreements. 19 U.S.C. 1677(25), as
amended by URAA.

2-4

originates or from which the merchandise is
exported, identify each kmown exporter, foreign
producer, and importer of the merchandise, and
include statistical data, such as the volume and value
of exports to the United States over a recemt
representative petiod (usually the three most recent

~ calendar years), to support its allegations of material

injury by reason of the alleged unfair imports.

characteristics:

In addition to the above information, an
antidumping petition must provide factual information
regarding the alleged dumping relevant to the
calculation of the export price or constructed export
price of the subject merchandise and the normal value
of the foreign like product.22 A countervailing duty
petition must identify the alleged subsidies and
provide factual information concerning the nature and
amount of any subsidy provided with respect to the.
subject merchandise, including the authority under
which they are provided, the manner in which they
are paid, and the value of the subsidies to producers
and exporters of the merchandise. If an upstream
subsidy is alleged, the petition must include
information on domestic subsidies that the
government of the affected country provides to the
upstream supplier, the competitive benefit the
subsidies bestow on the merchandise, and the
significant effect the subsidies have on the cost of
producing the merchandise.

22 The term “foreign like product” has been
substituted for “such or similar merchandise” in the statute
in order to conform to the terminology used in the
Uruguay Round Agreements. 19 U.S.C. 1677(16), as
amended by URAA.



Review of the Petition and
Initiation of an Investigation

Antidumping and countervailing duty petitions are
filed simultaneously (i.e., on the same day) with
Commerce and the Commission?®  Commerce
notifies the government of any exporting country
named in the petition by delivering a public version of
the petiion to an appropriate  government
representative.

Generally, within 20 days after the date on which
the petition is filed, Commerce determines whether
the petition alleges the elements necessary for the
jmposition of a duty and contains information
reasonably available to the petitioner supporting the
allegations,2* and if the petition has been filed by or
on behalf of the industry.?6 If the petition does not
establish sufficient support by the domestic producers
or workers, Commerce must poll the domestic
industry regarding support for the petition and may
postpone its determination on the sufficiency of the
petition to a maximum of 40 days after the filing of
the petition?” If the determination is affirmative,
Commerce initiates an investigation to determine
whether dumping or subsidies exist; if the
determination is negative, Commerce dismisses the
petition and terminates the proceeding.2®

23 Commerce also has the authority to self-initiate an
investigation whenever it determines, from information
available to it, that a formal investigation is warranted.

24 19 U.S.C. 1671a(b)(4)XA) and 1673a(b)(3)(A), as
amended by URAA. Although there was no similar
requirement in previous law, Commerce policy was to
notify appropriate embassies.

25 See 10 U.S.C. 1671a(c)(1)(A)D) and
1673a(c)(1)(A)(), as amended by URAA. Because most
petitions are submitted in draft form to both agencies
before filing, deficiencies generally are identified and
remedied before filing. The URAA amendments added a
provision whereby the agencies are prohibited from
- disclosing informatior with regard to any draft petition
before it is filed. 19 US.C. 1671a(b)(4)(C) and
1673a(b)(3XC), as amended by URAA.

26 19 U.S.C. 1671a(c) and 1673a(c), as amended by
URAA. Before the URAA, the statute made no provision
for Commerce to poll the domestic industry to determine
whether the petition had been filed on behalf of the
industry.

27 19 U.5.C. 1671a(c) and 1673a(c), as amended by
URAA. This provision is new; there was no similar
reguirement in previous law.

28 In either case, Commerce publishes a notice of its
findings in the Federal Register. From January 1980 to
Septemnber 1993, 88 title VII investigations (evenly
divided between antidumping and countervailing duty
investigations) were terminated either because Commerce
declined to initiate an investigation or the petition was
withdrawn.

Preliminary Investigation by the
Commission

_imports and on whic

_-aggregate volume of imports. if the. -

Within 25 days after the date on which the
Commission receives notice from Commerce of
initiation of the investigation® the Commission
determines, based on the information available to it at
the time, whether there is a “reasonable indication”

29 This means that the Commission’s preliminary
determination may be made up to 65 days after filing of
the petition if Commerce postpones initiation of the
investigation because of its polling of the industry for
support of the petition. 19 U.S.C. 1671b(a)}2) and
1673b(a)(2), as amended by URAA. Before the URAA,
the deadline for the Commission’s preliminary
determination was within 45 days from the date the
petition was filed. :



1n evaluatmg the volime of lmports : :
-;;the COmmnssu:n cons:ders whetherthe L

: -merchandlse otherwnse depresses" pnoes
-E'to a sngnifwant degree or prevents price .-

. for antidumping "mvestlgatmns, the
_-;magnitu& 'of the margin of dumping.
“The: Commission considers: all'rele Vi
“factors wﬁhirrthe context of the
“business: cycie and condltions of -
“:competition’ that are dlstmctiveto the
& affected industry, 19 u.s c. 1677(7)(0),
amended by URAA.

that an industry® in the United States is materially
injured,3! or is threatened with material injury, or the
establishment of an industry in the United States is
materially retarded, by reason of imports of the
subject merchandise and that such imports are not
negligible.32 If the Commission determines that
such imports are negligible, the investigation is
terminated.

To determine if there is material injury to a
domestic industry by reason of subject imports, the
Commission considers the volume of imports, their
effect on prices for the domestic like product, and
their impact on domestic producers of the domestic
like product3? To determine if there is threat of
material injury to the domestic industry by reason of
the subject merchandise, the Commission determines
“whether farther dumped or subsidized imports are
imminent and whether material injury by reason of
imports would occur unless an order is issued. . . 34

30 The Commission must first define the domestic like
product and the domestic industry. 19 U.S.C. 1677(4)A)
and (10), as amended by URAA.

31 The statute defines “material injury” as “harm
which is not inconsequential, immaterial, or unirsportant.”
19 US.C. 1677(7)A).

32 19 US.C. 1671b(a)(1) and 1673b(a)(1) as amended
by URAA. A new provision to conform with the URA, 19
U.S.C. 1677(24), defines negligible imports. Before the
URAA, a separate determination on negligibility was not
required apart from its consideration in determining
whether imports from more than one country should be
cumulated.

33 19 U.S.C. 1677(7)(B), as amended by URAA.
Before the URAA amendments, the stamte did not require
that “the magnitude of the margin of dumping” be
considered as 2 factor for the Commission to consider.

34 19 U.S.C. 1677(7)(F)i) and (i), as amended by
URAA. The Commission’s determination “may not be
made on the basis of mere conjecture or supposition.”
Tbid. The URAA provided no substantive change to
Commission threat analysis. Specific differences in the
law before the URAA included: an additional factor
requiring the Commission to consider the presence of
underutilized capacity for production in the exporting
country; the consideration of market peretration only, and
not of the volume of imports, in determining the
likelihood that the penetration will increase to an injurious
level; and the consideration of any substantial increase in
inventories in the United States. Although the URAA
refers 10 imports as being imminent whereas previous law
referred to actual injury as being imminent and the threat
as being real, the legislative history to the URAA
indicates that Congress does not consider this a change
from preexisting Commission practice. SAA, p. 184.
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Finally, in the few cases where the Commission
has considered whether the establishment of an
industry in the United States is materially retarded’’
by reason of imports of the subject merchandise, the
Commission first determines whether the domestic
industry is “established,” that is, whether the U.s.
producers have commenced production of the product
and have “stabilized” their operations. If the industry
is not established, the Commission considers whether
the performance of the industry reflects normal startup
difficulties or whether the imports of the subject
merchandise  have  materially retarded the
establishment of the industry.

35 Allegations of material retardation of the
establishment of an industry, which is not defined in the
statute, have been relatively uncommon. See e.g., Benzyl
Paraben from Japan, Inv. No. 731-TA-462, (Final),
USTTC Pub. 2355 (Feb. 1991); Compare Wheel Inserts
from Taiwan, Inv. No. 731-TA-721 (Preliminary), USITC
Pub. 2824 (Oct. 1954).

Based on the record, 3¢ each Commissioner makes
a determination on the country(ies) involved in the
investigation. The vote of the majority of the
Commissioners  participating in the decision
constitutes the determination of the Commission.3?

The Commission transmits its determination in a
preliminary investigation to Commerce®® and, in 5
working days, the Commission forwards to Commerce
the facts and conclusions on which its determination
is based, i.e., its opinion, or views.3® I the
determination is negative, the investigation is

 terminated.4?

36 The record includes all information submitted to or
obtained by the Commission, including: a confidential
report prepared by staff that presents and analyzes the
statistical data and other information collected through
Commission questionnaires to producers and importers,
the Commission conference, public documents, field visits,
telephone interviews, and other sources; 2 memorandum
prepared by staff regarding legal issues in the investiga-
tion; the transcript of the Commission conference; the
postconference briefs filed by the parties that present their
positions; and all other information obtained by the
Commission in the course of its investigation. 19 U.S.C.

1516a(b)(2).

37 An evenly divided vote by the Commission
constitatas an affirmative determination in antidurnping
and countervailing duty investigations. 19 U.5.C.
1677(11).

38 19 U.S.C. 1671b(a)2) and 1673h(a)?2), as amended
by URAA. The Commission is tequired by statute to
transmit its determination within 45 days after the date of
filing of the petition, or, if Commerce has postponed its
sufficiency determination in order to poll the industry, 25
days after the Commission receives notice that Commerce
has initiated the investigation. Before the URAA, the
statute required the Commission determination and views
0 be transmitted to Commerce within 45 days after the

date of the filing of the petition, with no exception.

3% 19 11.8.C. 1671{f) and 1673b(f), as amended by
URAA. Before the URAA, the statute required the
Commission’s conclusions to be transmitted to Commerce
with the Commission’s determination.

The determination is subsequently published in the
Federal Register, and a publication containing the
determination, ponconfidential views of the Commission,
and the nonconfidential version of the staff report is
printed for distribution to the public.

40 Between January 1980 and September 1993, the
Commission made 197 negative preliminary
determinations in titte VII investigations; this represents
22 percent of total Commission preliminary determinations
for that period.



Preliminary Investigation by
Commerce

Following the Commission’s affirmative
preliminary determination, Commerce makes its
preliminary determination within 140 days after the
date on which the investigation is initiated in
antidumping cases or 65 days in countervailing duty
cases.$! Commerce makes its determination based
upon the information available to it at the time, of
whether there is a reasonable basis to believe or
suspect that the subject merchandise is being, or is
likely to be, sold at LTFV, or whether a subsidy is
being provided with respect to the subject
merchandise. Commerce’s preliminary determination
includes the factnal and legal conclusions on which
the determination was based and the estimated
weighted-average dumping margin (the amount by
which the normal value, formerly termed foreign
market value, exceeds the United States price), if any,
or the subsidy margin for each firm or country
investigated. In  antidumping  investigations,
Commerce calculates a dumping margin for individual
firms that it investigates and an appropriate “all other”
rate for firms not investigated. The “all other” rate
generally is equal to the weighted average of the
individual firm rates, exclusive of de minimis
margins*? or margins determined entirely on the basis
of facts available.*3

41 Commerce has the statutory authority to postpone
its preliminary determination by up to 50 days in
antidumping cases and by up 1o 65 days in countervailing
duty cases. It may do so either (1) by declaring the
investigation extraordinarily complicated or (2) at the
request of the petitioner, if such request is made no later
than 25 days before the scheduled date of the
determination. 19 U.S.C. 1671b{c) and 1673b{c).

42 Under the URAA, weighted-average dumping
margins of less than 2 percent are defined as de minimis
and, thus, must be disregarded by Commerce in making
" its determination. 19 U.S.C. 1673b(b)(3), as amended by
URAA. Before the URAA, de minimis dumping margins
were defined in Commerce regulations as any
weighted-average dumping margin that was less than 0.5
percent. 19 C.FR. 353.6. The change in the definition of
de minimis under the URAA applies only to new
antidumping investigations, not to reviews of antidumping
orders or suspended investigations to which the Commerce
regulatory standard for de minimis of less than 0.5 percent
still applies. See SAA, pp- 174 and 175.

43 19 7.5.C. 1673b(d), as amended by URAA. The
URAA added the requirement to exclude margins that are
de minimis or based on facts available (formerly, “best
jnformation available” or “BIA,” 19 U.S.C. 1677¢, as
amended by URAA). Before the URAA, the “all other”
rate was a weighted-average of individual firms’ rates
including those rates that were based on facts available or
BIA. See SAA, p. 203.
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In antidumping investigations, Commerce uses
responses to questionnaires from foreign exporters or
producers to establish the statutory values required for
comparison of the “United States price” and the
“normal value,” and, thus, to determine the dumping
margin. Commerce first determines the United States
price, which may be based on either “export price”
(formerly, “purchaser price”) or “constructed export
price” (formerly, “exporter’s sales price”). If the
import transaction involves a foreign exporter that is
unrelated to the U.S. purchaser, the export price is
used; when the two parties are related, the constructed
export price is used as the basis of comparison.
“Export price” is “the price at which the subject
merchandise is first sold (or agreed to be sold) before
the date of importation by the producer or exporter of
the subject merchandise outside of the United States '
to an unaffiliated purchaser in the United States or to
an unaffiliated purchaser for exportation to the United
States. . . ™44 “Constructed export price” is “the price
at which the subject merchandise is first sold (or
agreed to be sold) in the United States before or after
the date of importation by or for the account of the
producer or exporter of such merchandise. . . 3

Commerce generally computes dumping margins
by comparing normal value, based on home market
sales of the foreign like product, to the United States
price, based on export sales to the United States. i
home market sales are inadequate, i.e., home market
sales by the exporter account for less than 5 percent
of the quantity of the sales by the exporter to the U.S.
market, normal value is based on sales to a third
country. The third country is selected on the basis of
whether its exports are most similar to exports to the
United States, its market is “viable,” i.e., sales to the
third country must account for at least 5 percent of
sales to the United States, and its market, in terms of
organization and development, is most like the U.S.

-market.#6 If third country sales also are inadequate,

normal value may be based on constructed value,
which is calculated by adding manufacturing costs of
the merchandise in the home market country;

4419 U.$.C. 1677a(a), as amended by URAA. The
URAA changed the prior reference regarding purchase to
first sale to an unaffiliated purchaser.

45 19 11.S.C. 1677a(b), as amended by URAA. The
URAA added the reference to the first sale in this
provision. The URAA also added 2 new adjustment
regarding the deduction of profits to the calculation of the
constructed export price which reflects language in the
URA. See SAA, p. 153.

46 19 17.5.C. 1677b(a)(1), as amended by URAA. See
also SAA, pp. 156-160. Before the URAA, the law did
not include an explicit provision stating the circumstances
under which a third country market was viabie.



selling, general and administrative (SG&A) expenses
and profits; and packaging costs. 47

In determining aormal values, Commerce may
disregard sales that are made below costs within an
extended period of time and in substantial
guantities. Disregarding such sales may in some
circumstances prevent Commerce from either using
home market sales or third country sales as a basis for
pormal value. In addition, there are special rules for
finding normal value with respect to imports from
nonmarket economies.*?

When comparing the normal value to the United
States price in order to determine the dumping
margin, Commerce must make an “apples to apples”
comparison, ic., Commerce must compare (1) the
weighted-average normal value o the
weighted-average United States price (either export
price or constructed export prce) for comparable
merchandise or (2) the normal values of individual
transactions to the United States prices (either export
prices or constructed export prices) of individual
transactions for comparable merchandise.5

47 19 U.S.C. 1677b(e), as amended by URAA. When
the constructed value method is used for the calculation of
normal value, the actual SG&A and profits of the exporter
or under investigation are to be used if available.
If such factual data are not available, alternative methods
are provided that inciude either using averages of datz
coliected for other exporters or estimating SG&A
expenses and profits that would be normal for such an
industry. The law no longer includes minimum
percentages to be used for SG&A expenses and profits.
Before the URAA, the statute set an amount for general
expenses of at least 10 percent of the cost of manufacture
and a profit margin of at least 8 percent of general
expenses and costs. Commerce generally used either the
actual value of general expenses and profits determined
from the investigated firm’s books, if zvailable, or the
respective statutory minimum percentage, whichever was
greater. See SAA, pp. 169-171.

4% 19 U.S.C. 1677b(b), as amended by URAA, The
URAA amended the statute to provide that below-cost
sales need occur only within (rather than over as in the
law before the URAA) an extended period of time. This
means that Commerce no longer must find that below-cost
sales occurred in a minimem number of months before
excluding such sales from its normal value analysis and
that Commerce will examine below-cost sales occurring
during the entire period of investigation rather than in 2
shorter time period. See SAA. pp. 161 and 162. The
URAA also changed the definition of substantial quantities
from a benchsnark of 10 to 20 percent. 19 US.C.
1677b(b)(2XC), as amended by URAA.

49 19 U 8.C. 1677b(c). as amended by URAA.

50 19 U.S.C. 1677f-1(d), as amended by URAA.
There is an exception that permits Commerce 0 compare
weighted-average normal values to individual United
States prices where targeted dumping may be OCCurTing
and Commerce can explain why the exception should

In countervailing duty investigations, Commerce
uses responses to questionnaires from the government

of each country involved as well as producers,

manufacturers, and exporters to determine the
monetary benefit’! derived by each company from
gach government program alleged to confer 2
countervailable subsidy. Of the three types of
countervailable subsidies (ie., export, import
substitution, and domestic) set forth in the statute, the
first two are defined by statute as being “specific”
and, thus, countervailable.5? For domestic subsidies,
Commerce must apply a “specificity” test to
determine if they are countervailable. The specificity
test is intended to avoid the imposition of
countervailing duties in situations where, because of
the widespread availability and use of a subsidy, the
benefit of the subsidy is spread throughout an
economy.

Commerce calculates individual countervailing
subsidy rates for each exporter or producer
investigated by dividing the weighted-average net
amount of the subsidy conferred on a particular
company by the company’s total sales in the case of
domestic subsidies or the firm’s total exports in the
case of export subsidies33  When Commerce

50_Continued
apply. The average-to-average or transaction-to-transaction
comparison is limited to antidumping investigations, with
the preferred methodology for reviews of antidumping
orders continuing to be a comparison of weighted-average
pormal value to individual United States prices. 19 US.C.
1677f-1(d), as amended by URAA; see also SAA, pp. 172
and 173. Before the URAA, Commerce'’s preferred
practice, although the law permitted the comparison of
averages, was to compare a weighted-average normal
value to individual United States prices (either export
prices or constructed export prices) in both antidumping
investigations and reviews of antidumping orders.

51 19 U.S.C. 1677(5)(E), as amended by URAA. To
conform to the URA, Commerce will issue regulations
that set forth the details of the methodologies used to
identify and measure the benefit of a subsidy. See SAA,
p. 258.

52 19 U.8.C. 1677(5A), as amended by URAA. While
the specificity provision was added by the URAA, it
generaily reflects law and practice before the URAA. See
SAA, pp. 258-268.

53 19 U.S.C. 1677f-1(e), as amended by URAA. If a
large number of exporters or producers are involved, there
is an exception which permits Commerce to calculate
individual countervailable subsidy rates for a reasonable
number of exporters and producers or calculate a single
countrywide subsidy rate for all exporters and producers.
These provisions apply to investigations and reviews of
countervailing duty orders. Before the URAA, Commerce
normally calculated a counirywide rate applicabie to all
exporters and producers, pursuant to 19 U.sS.C.
1671e(a)(2), repealed.

29



examines a limited number of companies, it
calculates an “all other” rate that generally is equal
to the weighted-average countervailable subsidy rates
established for exporters and producers individually
investigated, exclusive of de minimis countervailable
subsidy margins® or margins determined entirely on
the basis of facts available.>

If the petitioner submits an allegation of critical
circumstances not later than 20 days before the
scheduled date for Commerce’s preliminary
determination, Commerce must make a preliminary
finding on the issue as part of its preliminary
determination. 3 The “critical circumstances”
provisions in the antidumping and countervailing duty
laws allow for the limited retroactive imposition of
duties if Commerce determines that there has been a
surge of imports of the subject merchandise prior to
the suspension of liquidation, and the Commission
determines that the surge in imports will undermine
the effectiveness of relief.%?

54 {Jnder the URAA, a countervailable subsidy
generally is defined as de minimis if the aggregate of the
net countervailable subsidies is less than 1 percent; de
minimis margins must be disregarded by Commerce in
making its determination. There are exceptions for
developing countries that define de minimis as
countervailable subsidy rates that do not exceed 2 percent
and for least developed countries that define de minimis
as rates that do not exceed 3 percent. 19 U.Ss.C.
1671b(b)(4), as amended by URAA. Before the URAA,
de minimis countervailing subsidy margins were defined in
Commerce regulations as any aggregate net subsidy
margin that was less than 0.5 percent. 19 C.ER. 355.7.
The change in the definition of de minimis under the
URAA applies only to countervailing subsidy
investigations, not to reviews of countervailing duty orders
to which the Commerce regulatory standard for de
minimis of less than 0.5 percent stills applies. See SAA,
pp. 268 and 269.

$5 19 U.S.C. 1671d(c)5), as amended by URAA. The
URAA added the “all other” rate provision to the statute.
Before the URAA, Commerce generally issued a
countrywide countervailable subsidy margin.

56 Petitioner may amend the petition to allege critical
circumstances at any time more than 20 days before
Commerce’s final determination.

57 For a critical circumnstances finding in an
antidumping investigation, Commerce determines (1)
whether (2) there is a history of dumping and material
injury by reason of dumped imports in the United States
or elsewhere of the subject merchandise or (b) importers
knew or should have known that the exporiers were
selling the subject merchandise at LTFV and that there
was likely to be material injury by reason of such sales
and (2) whether there have been massive imports of the
subject merchandise over 2 relatively short period. 19
U.S.C. 1673b(e)(1) and 1673d(a)(3), as amended by
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Suspension of Liquidation

If Commerce’s preliminary determination is
affirmative, it instructs the U.S. Customs Service
(Customs) to order the suspension of liguidation of all
entries of the subject imports that are entered, or
withdrawn from warehouse for comsumption, on of
after the later of the date of publication of the notice
of determination in the Federal Register or the date
that is 60 days after publication of the notice of
initiation of the investigation in the Federal
Register® If Commerce makes a preliminary
affirmative determination of critical circumstances, the
suspension of liquidation applies retroactively for 90
days®® to all unliguidated entries of merchandise
entered, or withdrawn from warehouse for
consumption. Thereafier, importers are required 10
post a cash deposit, 2 bond, or other security for each
entry of subject merchandise equal to the estimated
amount by which the normal value exceeds the United
States price, or equal to the estimated amount of the
net subsidy. If the preliminary determination is
negative, Commerce nevertheless conducts a final
investigation, aithough there is no suspension of
liquidation and, thus, no requirement that importers
post a cash deposit or bond.

Suspension Agreements®

Commerce may suspend an antijumping
investigation if exporters that account for substantially

57_Continued
URAA. In 2 countervailing duty investigation, Commerce
determines whether (1) the subsidy is inconsistent with
“the Subsidies Agreement” and (2) there have been
massive imports of the subject merchandise over a
relatively short peried. 19 U.S.C. 1671b(e}1) and
1671d(a}2), as amended by URAA. The URAA, added
the requirement for antidumping investigations that
Commerce must determine that “there was likely to be
material injury by reason of the such [LTFV] sales.” For a
discussion of the Commission’s finding, see footnote 76
infra. 19 U.S.C. 1671d(b)4) and 1673d(b)4), as amended
by URAA.

S8 A new stamtory provision to conform to the URA
limits the duration of Commerce’s preliminary order to
Customs to 4 months, with an extension to 6 months
permitted for antidumping cases, if exporters of a
significant proportion of exports of the subject
merchandise agree.

59 For a critical circumstances finding, the suspension
of liguidation would apply on the later of 90 days before
the date suspension of liquidation was first ordered or the
publication date of the notice of initiation of investigation.

60 This section specifically applies to the case study
investigations on concentrated orange juice, EPROMs, and
standard welded pipes discussed in chapters 7, 9, and 13
of this report. ‘



all imports of the subject merchandise agree to cease
exports of the merchandise to the United States
within 6 months after the investigation is suspended
or to revise their prices to eliminate completely any
amount by which the normal value of the subject
merchandise exceeds the United States price, or to
eliminate completely the injurious effect of the
imports.5!  Similarly, Commerce may suspend a
countervailing duty investigation if the government
of the country in which the subsidy practice is
alleged to occur agrees, or exporters who account for
substantialty all imports of the subject merchandise
agree, within 6 months afier the investigation is
suspended, to eliminate the subsidy or offset
completely the amount of the net subsidy, or to
cease exports of the subject merchandise to the
United States or to eliminate the injurious effect of
the imports.52 ~ Commerce may suspend an
investigation onmly if it is satisfied that such
suspension is in the public interest and effective
monitoring of a suspension agreement is practical.53

If Commerce determines to suspend an
investigation,® it must publish in the Federal
Register a notice of suspension of the investigation
and issue an affirmative preliminary determination,
with dumping or subsidy margins but without ordering
suspension of liquidation,% and the Commission must

6l 19 U.$.C. 1673c. Commerce may suspend an
investigation only in extraordinary circumstances (i.e.,
suspension will be more beneficial to the domestic
jndustry than a complex investigation) based on an
agreement to eliminate the injurious effect.

62 10 U.S.C. 1671c.

63 19 1U.8.C. 1671c(d) and 1673c{d). In addition, if
the suspension agreement is with a nonmarket economy
country to restrict the volume of imports, Commerce also
must determine that the suppressing or undercutting of
domestic prices will be prevented by the agreement 19
U.S.C. 1673¢(]).

& Before suspending an investigation upop acceptance
of an agreement, Commerce must notify the petitioper,
other parties to the investigation, and the Commission of
its intention to suspend, must provide a copy of the
proposed agreement to the petitioner, together with an
explanation of how the agreement will be camried out and
enforced, and must permit all interested parties an
opportunity to submit comments. 19 U.S.C. 1671c(e) and
1673c(e).

65 If Commerce has already issued an affirmative
preliminary determination and ordered suspension of
liquidation, it must instruct Customs to terminate the
suspension of liquidation and release any bond or other
security and refund any cash deposit made up to that
point.

suspend amy investigation it is conducting.% I
Commerce rejects a suspension agreement, it must
provide its reasons for the rejection and, where
possible, provide exporters with an opportunity to
submit comments.

If Commerce determines that a suspension
agreement is being, or has been, violated, it will order
the suspension of liquidation and the investigation
will resume, if it had not been completed 57 If the
original investigation was completed, Commerce will
issue an antidumping or countervailing duty order.

Final Investigation by

Commerce

Generally, within 235 days after the date on which
the petition is filed in antidumping cases or 160 days
in countervailing duty cases, Commerce makes a final
determination®® that includes (1) an analysis of issues
reised by interested parties®® and the Department’s
rilings on those issues, and (2) the estimated
weighted-average dumping or subsidy margin, if any,
for each firm or country investigated.’0 71

6 19 U.S.C. 1671c(f) and 1673c(f). Certain interested
parties may request continuation of the investigation or
review of the suspension, within 20 days of the publica-
tion of the notice that the investigation is suspended. See
19 U.S.C. 1671c(g) and (h), and 1673c(g) and (h).

67 19 U.S.C. 1671c(i) and 1673c(i).

68 Commerce has the statutory authority to postpone
its final determination by up to 60 days in antidumping
investigations. It may do so at the request of either (1) the
petitioner, if the preliminary determination was negative or
(2) the exporters if the preliminary determination was
affirmative, providing that such request is made no later
than the scheduled date for the final determination.

19 U.S.C. 1673d(a)(2).

If the petitioner submits an allegation of critical
circumstances more than 20 days before the scheduled
date for Commerce’s final determination, Commerce must
make a finding in its final deterrnination on the critical
circumstances factors discussed supra.

69 Interested parties may file case briefs, rebutial
briefs, and request that Commerce hold a public hearing.

70 n antidumping investigations and some
countervailing duty investigations, an appropriate “all
other” rate is also issved for finms not investigated, which
generally is equal to the weighted average of the
individual firm rates, exclusive of de minimis margins or
margins determined entirely on the basis of facts
available. 19 U.S.C. 1671d(c)(1) and (5), and 1673d(c)(1)
and (5), as amended by URAA. See footnotes 43 and 55
supra, Tegarding previous law.

7 In the computable partial equilibriurn analyses of
the case studies of chapters 7 through 14 in this report,
Commerce’s “all other” margin for each country is used
as the measure of dumping or subsidy, where a range of
rates was assessed.
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If Commerce’s final determination is affirmative,
it instructs Customs to continue to order the
suspension of liquidation of all entries of the subject
merchandise that are entered, or withdrawn from
warehouse for consumption.”? If Commerce’s final
determination is negative, it instructs Customs to
terminate the suspension of liquidation and release
any bond or other security and refund amy cash
deposit made up to that point.

Final Investigation by the
Commission

The Commission makes a final determination
within 120 days after the date on which Commerce
makes its affirmative preliminary determination or 45
days after  Commerce’s  affirmative  final
determination,”> whichever is later. As in its
preliminary determination, the Commission considers
the statutory factors regarding material injury, threat
of material injury, and material retardation but no
longer applies the “reasonable indication” standard.
The vote of the majority of the Commission
constitutes the Commission’s determination.”® The
Commission notifies Commerce of its final
determination.”

72 See discussion of suspension of liquidation supra.

73 [f Commerce’s preliminary determination was
pegative, the Commission’s final determination must be
wansmitted 75 days after notification of Commerce’s final
affirmative determination.

74 The Commission’s determination is based on the
agency record in the investigation, which includes the
final confidential staff report and other memoranda
regarding legal and economic issues prepared by the staff,
the transcript of the Commissjon hearing, the briefs of the
parties, and other information. The record is closed prior
to the Commission’s vote. Interested parties to the
investigation are permitied to have access to all
information of record and make final comments, which
cannot contain new factual information, on all information
not previously disclosed. Before the URAA, the record
was closed at the time of the vote, with disclosure and
comments permitted if there was sufficient time before the
Commission’s vote. The more comprehensive opportunity
for parties to the investigation to inspect the record and
comment is a new provision under the URAA
amendments. See 19 U.S.C. 1677m(g), as amended by
URAA, and pew Commission rule 207.29,

The Commission’s determination is subsequently
published in the Federal Register, and a publication
containing the determination, nonconfidential views of the
Commission, and the nonconfidential version of the staff
report is printed for distribution to the public. See 19
U.SC. § 1677(11).

75 Between January 1980 and September 1993, 340 of
the Commission’s final determinations in tile VII
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Under certain circumstances, the Commission
must make additional findings in its final affirmative
determination. First, if Commerce makes an
affirmative final determination regarding the existence
of critical circumstances, and the Commission makes
an affirmative final determination of present material
injury by reason of dumped imports, the Commission
must make an additional finding as to whether the
surge in imports of the subject merchandise prior to
suspension of liquidation is likely to undermine
seriously the remedial effect of the antidumping or
countervailing duty order.’® An affirmative finding
regarding critical circumstances by the Commission
means that limited retroactive duties will be assessed.

Second, if the Commission makes an affirmative
final determination of threat of material injury, it must
make an additional finding as to whether it would
have found present material injury but for the
suspension of liquidation of entries of the subject
merchandise. This finding determines the effective
date of the imposition of duties: if affirmative, duties
are effective on the date of suspension of liquidation;
if negative, duties are effective on the date of
publication in the Federal Register of the notice of the
Commission’s final affirmative determination.

If the Commission’s final determination is
negative, Commerce instructs Customs to terminate
the suspension of liquidation and release any bond or
other security and refund any cash deposit made up to
that point.

75 —Continued
investigations were affirmative; this accounts for 62
percent of total Commission final determinations for that
period. For antidumping investigations, 69 percent of total
Commission final determinations were affirmative,
whereas for countervailing duty investigations, 47 percent
of total final determinations, were affirmative. See chapter
3 of this report for a detailed summary of antidumping
and countervailing duty activity and final determinations.

76 19 U.S.C. 1671d(bX4)A) and 1673d(D)4)XA), as
amended by URAA. See SAA, p. 207. In making this
evaluation, the Commission is to consider (1) the timing
and the volume of the imports, (2) any rapid increase in
inventories of imports, and (3) any other circumstances
indicating that the remedial effect of the antidumping or
countervailing duty order will be seriously undermined.
Ibid. Before the URAA, the Commiission was required to
determine whether the retroactive imposition of duties
zppeared necessary to prevent recurrence, and whether the
order would be materiaily impaired if imposition did not
occur based on consideration of such factors as the
condition of the domestic industry, whether the surge in
imports resulted from efforts to avoid duties or foreign
economic conditions, and whether the impact of the surge
of imports was likely to continue.



The Antidumping or
Countervailing Duty Order

Within 7 days after being notified by the
Commission of an affirmative final determination,
Commerce publishes in the Federal Register an
antidumping or countervailing duty order”’
Thereafter, importers are required to pay a cash
deposit’® for each entry of the subject merchandise
after publication of the order, equal to the amount of
the estimated antidumping or countervailing duties
times the value of the subject merchandise, pending
hquidation of the entrdes of merchandise and
assessment of final duties.”

Duties are levied on all subject merchandise
entered on or afier the date of suspension of
liquidation (i.e., Commerce’s prelimipary affirmative
determination) unless the Commission’s final
determination is based on threat of material injury30
or material retardation; in these cases, duties are
required only on merchandise entered on or after the
date of publication of the Commission’s final
affirmative determination.?!

Assessment of Antidumping and
Countervailing Duties

Each year during the anniversary month of the
publication of an antidumping or countervailing duty

7719 U.S.C. 1671¢ and 1673¢. The order describes
the subject merchandise to which it applies, requires the
deposit of estimated antidumping or countervailing duties
pending liquidation of entries, and directs Customs w0
assess a duty equal to the amount by which the normal
value of the subject merchandise exceeds the United
States price of the subject merchandise or the amount of
the met countervailabie subsidy.

78 The posting of a bond or other security is
permitted onty under special circumstances.

79 In the computable partial equilibrium analyses of
the case studies of chapters 7 through 14 in this report,
Commerce’s “all other” margin for each country is used
as the measure of the dumping or subsidy remedy when a
range of duties has been assessed.

8) This exception does not apply to 2 threat of
material injury determination in which the Commission
determines that but for the suspension of liquidation it
would have found present material injury. 19 U.S.C.
1671e(b) and 1673e(b).

8! In these cases, Commerce reieases any bond or
other security and refunds any cash deposit made to
secure the payment of antidumping or countervailing
duties related to subject merchandise that was entered, or
withdrawn from warehouse for consumption, before the

order or suspension agreement, an interested party2
may request that Commerce conduct an
administrative review of the amount of any net
countervailable subsidy, antidumping duty, or the
states of compliance with a suspension agreement.
The administrative review covers eniries of the
merchandise during the 12 months immediately
preceding the most recent anniversary month for
antidumping cases, and entries during the most
recently completed reporting year of the government
of the affected country for countervailing duty cases.

In conducting an administrative review,
Commerce (1) issues the preliminary results of the
administrative review, along with an invitation for
comment, within 245 days of the anmiversary
month;33 (2) issues the final resuits within 120 days
after publication of the preliminary results;¥ (3)
provides to parties a disclosure of the methodology
wsed in reaching the final results; and (4) instructs
Customs o assess final antidumping or countervailing
duties on the subject merchandise entered during the
review period (i.e., liquidation of entries)®s and to
collect a cash deposit equal to the newly estimated
margins on entries for at least the next 12 months. If
no interested party requests an administrative review,
Commerce instructs Customs to (1) liquidate entries
during the review period at rates equal to the
estimated antidumping or countervailing duties
required to be posted as cash deposits on that
merchandise at the time of entry and (2) continue to
collect the cash deposits at the rate previously
ordered.

Bl__Continued
date of publication of the Commission’s final
determuination. : :

82 For interested parties that are new shippers, th
law, which was amended in 1994 to conform to the URA,
requires Commerce to acceierate administrative reviews.
Such new shippers, which are liable for antidumping
duties under the al! other rate, must not have exported to
the United States during the original investigation and
must not be affiliated with any original exporter. 19
U.S.C. 1675(a)2)(B), as amended by URAA.

83 The preliminary results consist of (1) factual and
legal conclusions; (2)(a) the weighted-average dumping
margin for each company reviewed or (b) the net
countervailable subsidy on a countrywide basis, the
estimated net subsidy for cash deposit purposes, and a
description of changes in subsidy programs; and (3) in the
case of suspension agreements, conclusions with respect t0
the status of, and compliance with, the agreement

84 In general, the final results consist of the same
types of information as the preliminary results.

8 Any liquidation of entries ordered by Commerce
pursuant to an adminisrative review must be completed
by Customs within 90 days of such instructions.
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Review and Revocation of
Orders and Suspended
Investigations

Commerce may revoke an antidumping order or
terminate a suspended antidumping investigation, in
whole or in part, if it concludes that all or some of the
producers and exporters covered by the order or
suspension agreement have sold the subject
merchandise at not less than foreign market value for
a period of at least 3 consecutive years and that they
are unlikely to do so in the future.56 It may revoke a
countervailing duty order or terminate a suspended
countervailing duty investigation if it concludes that
(1) the govemment of the affected country has
eliminated all subsidies on the imported merchandise
by abolishing all countervailable programs for the
subject merchandise for a period of at least 3
consecutive years, and (2) the government is unlikely
to reinstate those programs or substitute other
countervailable programs.®’

The Uruguay Round Agreements Act amended the
antidumping and countervailing duty laws to require
that Commezrce and the Commission conduct “sunset
reviews” no later than 5 years after issuance of an
order, suspension of an investigation, or completion of
a changed circumstances review to determine whether
revocation of the relevant order or termination of the
suspended investigation would be likely to lead to
continuation or recurrence of dumping or
countervailable subsidies and injury.3® Commerce
initiates the review no later than 30 days before the
fifth anniversary of the relevant event by issuance of 2
Federal Register notice. If there is no response from
the domestic interested parties to the notice of
initiation, Commerce will revoke the order or
terminate the suspended investigation within 90 days
of the initiation of the review. If adequate responses
are received, a sunset review will be conducted with
Commerce’s final sunset determination to be made
within 240 days of the initiation of the review. If
Commierce’s determination is affirmative, the

86 19 C.FR 353.25(a).

87 19 C.FR. 355.25(a). Commerce also may revoke a
countervailing duty order or terminate a suspended
countervailing duty investigation in whole or in part if it
concludes that all or some of the producers and exporters
covered by the order or suspension agresment have not
applied for or received any net subsidies on the subject
merchandise for a period of at least 5 consecutive years
and that they are unlikely 10 do so in the funare. 19 CER.
355.25(a).

88 19 U.S.C. 1675(c), as amended by URAA.
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Commission makes its final sunset determination
within 360 days of the initiation of the review.®

Commerce and the Commission also may review
a final affirmative determination or suspension
agreement based on a request by an interested party of
changed circumstances sufficient to warrant such a
review.20 The Commission must determine whether
revocation of the order or finding, or termination of a
suspension agreement, is likely to lead to continuation
or recurrence of materal injury.®! If Commerce
completely or partially revokes an order, it instyucts
Customs to release any cash deposit or bond and to
cease suspension of liquidation of the subject
merchandise on the first day after the review period.

Appeal Procedures

Judicial Review

Any aggrieved interested party who is a party t0 a
proceeding may seek judicial review by the U.S.
Court of International Trade (CIT) of any factual
findings or legal conclusions that are the basis for
final determinations by the Commission or
Commerce, or negative preliminary determinations by
the Commission.%2 Such parties also may appeal
decisions by Commerce to suspend an investigation or
not to initiate an investigation, final results of
administrative reviews by Commerce, decisions by the
Commission not to review a determination based upon
changed circumstances, and determinations made
under the sunset reviews. In most of these cases, the
court will consider whether any determination,
finding, or conclusion is not supported by substantial
evidence on the record, or otherwise is not in
accordance with law. For determinations by

89 19 11.8.C. 1675(c), as amended by URAA. For
orders, findings, and suspended investigations that were in
effect at the time the URA entered into force with respect
to the United States (January 1, 1995), the URAA
provides a transition schedule for sunset reviews of these
cases. Commerce must begin its review of these cases by
July 1, 1998, and Commerce and the Commission must
complete all transition cases by June 30, 2001.

9 [n the absence of good cause shown, such reviews
may not occur less than 2 years from the date of
publication in the Federal Register of such determination
or suspension agreement.

91 19 U.S.C. 1675(b), as amended by URAA.

92 19 U.8.C. 1516a. The parties commence an action
in the CIT by filing 2 summons within 30 days afer the
date of publication of the determination or order in the
Federal Register.



Commerce not to initiate an investigation or by the
Commission not to review a determination based
upon changed circumstances, determinations made
onder sunset reviews based on inadequate responses,
and preliminary negative determinations by the
Commission, the court will consider whether the
determination was arbitrary, capricious, an abuse of
discretion, or otherwise not in accordance with law.

Binational Panel Review

In antidumping and countervailing duty
determinations involving subject merchandise from
Canada or from Mexico, any aggrieved interested
party who was a party to the investigation may forego
judicial review for binational panel review pursuant to
Article 1904 of the North American Free Trade
Agreement. If the panel remands a determination to
Commerce or the Commission, those agencies must
take action “not inconsistent with the decision of the
paneL”  Subsequent action by Commerce or the
Commission is subject only to further review by the
panel 3 ot by an extraordinary challenge commitiee
pursuant to Article 1904.13 of NAFTA.

WTO Dispute Settlement
Process

The Understanding on Ruies and Procedures
Governing the Settlement of Disputes (DSU) of the
World Trade Organization (WTO) contains dispute
settlement provisions designed to resolve conflicts
between signatory countries over alleged violations of
the Uruguay Round Agreements, including the
Antidumping and Subsidies Agreements 1994.3¢ The

93 There is an exception to the exclusive binational
panel review if the agency determination or the completed
binational panel review is challenged solely on the basis
of a Constitutional issue; such an action is reviewed by a
three-judge panel of the CIT. 19 US.C. 1516a(gX4XB)
and (C).

% Before the URA, separate dispute settiement
provisions were contained in the GATT Antidumping and
Subsidies Agreements rather than centralized under the
DSU. While the process for resolving disputes was similar
to that set forth in the DSU, no central administering
body, such as the DSB, was established. Moreover, the
timeframe for the process generally was longer and there
was no firm deadline for panel action and for action by
the administering committee. See Review of the
Effectiveness of Trade Dispute Sertlement Under the GATT
and the Tokyo Round Agreements, Inv. No. 332.212,
USITC Pub. 1793, pp. 32-36 (Dec. 1983).

DSU provides for the following sequential process
for resolving disputes: (1) mandatory consultations
between the parties to the dispute,® (2) voluntary
concitiation mediated by the Dispute Settlement
Board (DSB), (3) proceedings before a DSB panel,
which issues a report to the DSB if the dispute has
not been resolved, and (4) issuance by the
administering DSB of appropriate findings, rulings,
or recommendations. The dispute may be resolved to
the mutual satisfaction of all parties at any stage in
the process, at which time the process would
terminate.

If within 60 days the parties are unable to reach a
solution through consultations, the complaining party
may request that the DSB establish a panel.® If the
dispute remains unresolved, the panel issues a report
with findings and recommendations to the DSB,
which adopts it within 60 days, uniess a party notifies
the DSB that it intends to appeal or the DSB decides
by “consensus™7 not to adopt the report.8

An appeal of the issues of law covered by the
panel report or legal interpretations developed by the
panel can be made to the standing Appellate Body of
the DSB. The Appellate Body reviews the appeal and
issmes a report that is adopted by the DSB and
unconditionally accepted by the parties to the dispute,
unless the DSB declines by consensus to adopt the
report within 30 days of its issuance.

The DSB explicitly applies the specific standard
of review in Antidumping Agreement 1994 to all
disputes involving antidumping actions.® Article

95 At the copsultation stage, discussions are solely
among the parties concerned, although other WTO
members are notified of a request for consultations.

9 Members of panels, composed of either 3 or 5
members, are selected from a list of persons maintained
by the DSB. Citizens of countries that are principal
participants in the dispute are ineligible to serve on a
panel dealing with the dispute.

97 The DSB must reach 2ll decisions by *“consensus.”
The DSB shall be deemed to have decided by consensus
on a matter presented for its consideration if no member,
present at the meeting of the DSB when the decision is
taken, formally objects to the proposed decision. DSU (in
URA), p. 354, footnote 1.

9% DSU, art. 16.4.

99 Article 1.2 of the DSU provides that special or
additional rules and procedures in covered muititateral
trade agreements, including the Antidumping Agreement
1994, shall prevail if they differ from the DSU. Article
17.6 of the Antidumping Agreement 1994 contains special
provisions regarding the standard of review for
antidumping actions. While the Subsidies Agreement 1994
does not include 2 similar provision, the Declaration on
Dispute Settiement Pursuant to Antidumping Agreement
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17.6 of the Antidumping Agreement 1994 states in
relevant part that:

In examining the matter [before the DSB]
. . . the panel shall determine whether the
authorities’ establishment of the facts was
proper and whether their evaluation of those
facts was unbiased and objective. If the
establishment of the facts was proper and
the evaluation was unbiased and objective,
even though the panel might have reached a
different_conclusion, the evaluation shall not
be_overturned (emphasis added).

Where 2 DSB panel or Appellate Body report
concludes that a measure is inconsistent with a

99_—Continued
1994 or Subsidies Agreement 1994 (URA, p. 403) would
appear to apply the special antidumping standards to
countervailable subsidy actions.
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covered Agreement, it shall recommend that the
party bring the measure into conformity with that
Agreement. The DSU recognizes that it may not be
possible, although it is preferred, for a party to agree
to the removal of a measure that the DSB has found
to be incomsistent with a covered Agreement.
Accordingly, the DSU provides for alternative
resolutions: the party with the offending measure
may enter negotiations to provide compensation or
other settlements in lieu of removal of the measure.
If a Member has not complied with the recom-
mendations and rulings within a reasonable period
following adoption of the DSB report, or the parties
have not agreed to satisfactory compensation within
20 days after that period, the complaining party may

tequest that the DSB authorize suspension of

concessions or obligations under the covered
agreements to the offending party equivalent to the
“pullification or impairment” of benefits caused by
the offending measure.
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CHAPTER 3
An Overview of Existing Orders

Introduction

This chapter presents a general summary and
trend analysis of AD/CVD cases initiated after
January 1, 1980.1 It provides an overall context for
the more specific economic analysis provided in the
chapters that follow. It also reveals a number of
important insights that may be used to understand the
economic effects of AD/CVD orders and
investigations covering products with a number of
different characteristics. '

Two different types of comprehensive data and
analyses are used to examine the effects of AD/CVD
orders and their remedies. First, summary statistics
describe—by type of investigation, year, country, and
final outcome—the number of AD/CVD
investigations initiated between 1980 and 1993.
Second, a mew U.S. Customs database is combined
with other data compiled from Commission final
reports to conduct simple statistical tests on import
quantity and unit value data representing AD cases
initiated during 1990-93.2 This analysis demonstrates
how prices and quantities reacted in the years before
and after cases are initiated Cases are split into
individual tariff categories and grouped by margin
size, product type, and degree of product
substitatability to show relationships between these
categorizations and the behavior of importers.

The U.S. Customs database used in this chapter is
important because it contains records of U.S. imports
subject to AD and/or CVD investigations or orders at
some point between 1989 and the first half of 1994 by
10-digit HTS item and country.> Thus, subject import

1 This focuses on trends in filings and final
determinations in the period since the Trade Agreements
Act of 1979 as data on cases before this Act are less
relisble and often incomsistent.

2 This period is chosen based on data availability and
consistency with HTS tariff classification codes which
were instimuted in 1989.

3 For internal usage, U.S. Custotns refers to this
database as the ENB database.

categories are identified at the 10-digit HTS level
when there are imports in this period* The
Customs database was supplemented with quantity
and unit value (used as proxy for price) data for
10-digit HTS items from official U.S. Department of
Commerce statistics. Data at this high level of
disaggregation across so many title VII cases provide
a unique opporfunity for economic analysis.

The final section of this chapter uses the
supplemented Customs database to examine the
incidence of trade diversion in response to AD
investigations and orders. Trade diversion occurs
when the source of imports of a specific product is
diverted from a subject country to a country that is
not subject to an investigation or order. To the extent
that trade diversion occurs, AD/CVD remedies may
have little or no impact on overall import volume for
the affected HTS line. The analysis groups imports
into those subject to affirmative orders, those that are
subject to imvestigation but are not part of an
affirmative  order, and nonsubject imports.
Comparisons of average import quantities and unit
values are used to indicate the extent of trade
diversion between the various groups.

Summary Measures of
Case Filings

From 1980 through 1993, 682 AD and 358 CVD
cases were filed in the United States, with 39.4
percent of the AD and 21.2 percent of the CVD cases
resulting in affirmative final determinations and
remedies. Despite the relatively large number of
cases and remedies, tables 3-1 and 3-2 show a
relatively small amount of total U.S. imports affected
each year by new AD/CVD cases. Even the most
active years have a very small share of imports that
are subject to AD/CVD orders. However, the

4 Some duties imposed under AD/CVD orders are
prohibitively high and there are no subject imports for
Customs to process. Thus, the affected HTS lines from
these prohibitive orders are not in the Customs database.
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Table 3-1
AD investigations, 1980-93: Coverage of subject imports relative to total U.S. imports and
weighted average margins for new case filings, by year

Subject imports as Weighted-
Subject 2 share of total average
Year imports U.S. imports margin
Million dollars ————"" Percent
OB . .ot eeer i e 103.7 0.04 13.2
== E P 140.0 1.02 139
1082 ... .ttt 194.8 .08 19.3
T - I P 566.1 2t 15.5
L= 7. R 93.6 03 211
L [ V- L S 757.7 22 425
T - < S 1,398.0 .38 14.4
B 1= 7. 2 372.2 .09 35.6
OBB ..o 980.5 22 69.8
Y= T A 1,255.0 26 16.8
1990 ......... ... g 694.4 14 27.2
19971 ... . e ei i 541.7 A1 41.0
1992 ... it arra ity 2,158.0 40 304
ER T - < I 258.8 .04 416

1 Excludes data that couid not be aggregated without revealing business proprietary information.
Source: U.S. Customs data and compiled by Commission staff.

Table 3-2
CVD investigations, 1980-93: Coverage of subject imports relative to total U.S. imports and
weighted average margins for new case filings, by year

' Subject imports as Weighted-
Subject a share of total average
Year imports U.S. imports margin
Million dollars ————— Percent
33.¢ 0.02 20.8
[§) &
2,747.7 1.04 32
3355 301 3349
3372.7 314 38.0
3184.8 3,05 326
3g1.9 302 36.4
61.5 02 38.4
7.0 4 113.6
33525 308 %45
93.7 .02 8.6
2,926.0 .59 52
626.9 ] 7.9
152 4 24.4

1 Because of data availabifity, only those countervailing duty cases which required an injury determination are
included in the data for this section. This is not the case for subsequent sections that use the ENB database.

2 Not applicable - no affirmative determinations.

3 Excludes daia that could not be aggregated without revealing business proprietary information.

4 ghares less than 0.005 percent are recorded as zero.

Source: U.S. Customs data and compiled by Commission staff.
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potentially large effects these cases have on subject
imports is reflected by the magnitude of the average
yearly initial margins and the cumulative imports
that are subject to orders.

A first glance at the number of filings shows a fair
amount of variability from year to year, with relative
peak years in 1982 and 1992 (figures 3-1 and 3-2),
corresponding to years with large numbers of steel
product cases.5 Overall, 33 percent of the total
AD/CVD investigations from 1980 through 1993 had
affirmative determinations, 45 percent had negative
determinations,® and the remaining 22 percent were
terminated or suspended. By case type, 39.4 percent
of AD and 21.2 percent of CVD cases requiring an
injury determination from 1980 to 1993 went
affirmative.” More AD cases went negative than

5 Stee] products are defined to include among others,
steel wire nails, steel wire rod, steel rails, steel pipe
(including oil country mbular goods), steel plate, steel
sheet, steel bar, steel shapes, etc.

6 These include both Commerce or Commission
negatives.

7 In the vast majority of CVD cases where no injury
determrination was necessary, Commerce found a positive
margin and assessed a countervailing duty.

affirmative each year from 1980 through 1984, while
affirmative AD cases outnumbered negative ones
each year from 1985 through 1989. Recent years
have seen a relatively equal ratio of negative and
affirmative AD determinations.

Of all AD cases from 1980 through 1993, 262 {or
38.4 percent) involved steel products, while steel
product cases accounted for 195 (or 54.5 percent) of
all CVD cases requiring injury determination (figures
3-3 and 3-4). Since 1980, the number of nonsteel AD
cases has been rising slightly, while nonsteel CVD
cases requiring an injury test have declined. In
addition, almost 70 percent of the terminated or
suspended AD cases from 1980 through 1993
involved steel product cases, primarily in the first half
of the 1980s.

Southeast Asian countries comprise four of the top
five countries for which AD or CVD petitions were
initiated during 1980-93. Japan is the couniry most
often subject to AD petitions, with 79 cases, while
Brazil tops the list for CVD cases with 44 (figures 3-5
and 3-6). With the exception of Brazil, CVD cases
subject to injury determination have been filed
primarily against European steel producers. Together,
the top 10 countries accounted for 62 and 57 percent
of AD and CVD cases, respectively.

Figure 3-1
AD case summary, 1980-93
Number of cases filed
120
Other
1004 Negative
Affimnative
804

204.....

1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1881 1992 1993

Source: U.S. Intemational Trade Commission.
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Figure 3-2
CVD case summary, 1980-83
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Figure 3-3
Steel and nonsteel product AD case summary, 1980-93
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Figure 3-4
Steel and nonsteel product CVD case summary, 1980-93
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Figure 3-5
AD case summary, by top 10 countries, 1980-93
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Figure 3-6
CVD case summary, by top 10 countries, 1980-93
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These countries also had a higher percentage of
affirmative AD decisions relative to other countries
(45 versus 31 percent). In particular, Japan and China
had higher percentages of AD cases ruled affirmative
than other countries. The top 10 countries with
respect to CVD investigations received affirmative
determinations in 23 percent of the cases compared
with 18 percent for the remaining countries.

Analyses of Changes in
Import Volumes and Unit
Values

This section provides a detailed analysis of how
import prices and quantities change in response to AD
orders and investigations.® It includes a set of

% Only AD investigations are analyzed in this section.
This is done for two reasons. First, the relatively small
aumber of CVD cases in the subject time period provided
an insufficient number of data observations to complete
these analyses. Second, changes in both jmport price
and quantity are more likely for AD investigations
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statistical tests to provide evidence of relationships
between characteristics of subject imports and
changes in import behavior that result from the
imposition of AD orders and investigations.® In
particular, the impact of AD orders on imports might
depend on characteristics of the order, characteristics
of the importing country, or characteristics of the
product itself. For example, the development status
or the export emphasis of a country might influence
the reacion of import volume or price 10

8 __Continued
because firms can change their pricing behavior to reduce
the margins paid on imports. Import quantity will be
impacted by either type of investigation, but CVD margins
can generally be reduced only with the removal of
government subsidies.

9 Because of the limited numbers of years covered by
the Customs database and the need to have as many
observations as possible, the analysis below focuses only
on changes in economic variables occurring from one year
prior to the observed AD investigations 1o one year after.
This shorter-run analysis differs from, but complements,
the analysis in the case studies of chapters 7 through 14,
which look at longer periods before and after case
initiations.



AD investigations. The size of the final margin
imposed in affirmative cases may also play a role in
the behavior of importers. On the other hand,
uncertainty associated with the review process may
be strong enough to make any margin equally
effective. The degree to which a product has
substitutes and the degree to which it must be
processed before it is consumed are also factors that
may influence how import volume and unit values
change in the face of AD orders.

Methodology

First, imports are grouped according to whether
the final determination in the case affecting them was
affirmative or not.1® Through the use of proxies for
the characteristics mentioned above (e.g. per capita
income is used to proxy the level of development),
imports are grouped for analysis. Categorizations
include the income level of the exporting country, the
exporting country’s rate of aggregate export growth,
the magnitude of initial margins applied in affirmative
cases, the type of product imported (primary,
intermediate, or final goods), and a measure of the
degree of product substitutability. —Catagories are
arranged so average import volumes and unit values
of these groups are compared three ways: between
affirmative and nonaffirmative  determinations,
between categories arranged by characteristics, and
across time (the year before versus the year after the
-start of an investigation). Comparisons between
categories of imports (e.g. affirmative high versus
affirmative low income countries) are made only in
the year after the initiation of the cases. Difference of
means tests are used for these comparisons.'!

Tables in this section report percentage differences
between the average quantities and unit values of two
groups at a time. If these differences are statistically
significant, the differences between the average means

10 Jn, the categorizations that follow, the term
nonaffirmative is used to describe imports that were
subject to investigations but did not receive affirmative
determinations. The cutcome of these cases may be a
pegative final determination, a suspension of the
investigation, or 4 case termination before the final
decision was reached.

11 A difference of means test is a standard statistical
procedure that can be used to test the probability that the
mean (average) of ope data sample is larger than the
mean of a second sample. Results of the test indicate the
magnitude of difference between samples and a measure
of the probability with which a difference between means
is expected to be observed. The only differences that
have meaning in this context are those that have a high
probability of being observed.

of two samples are expected to be observed with a
high probability. These are noted with asterisks to
indicate (one-tailed) statistical significance levels.!
It is important to emphasize that regardless of the
size of the difference between two samples’ means,
it is uninformative unless the statistical level of
confidence is high emough to indicate that the
difference is not likely to occur by chance.

Data

Country-specific imports for tariff lines that were
affected by AD orders or investigations were
identified from the U.S. Customs (ENB) database
described earlier. Because subject products are not
defined by HTS code, the analysis is problematic
when HTS product codes from a country affected by
an AD investigation contain both subject and
ponsubject products. To avoid these problems, the
sample includes only those HTS product codes in
which 80 percent or more of the code is covered by
an investigation filed during 1990-92.13

The data are organized around the year the case
was initiated with Commerce. Imports from cases
initiated over the 3-year period are combined so the
year the case was filed with Commerce represents a
reference time period. Each tariff line is indexed with
respect to the filing period. For example, the quantity
index for the year preceding the filing is the quantity
imported in the year before the filing divided by the
import quantity in the year of the filing. A similar
ratio is constructed for the year after the initiation of a
case. Difference of means tests are conducted on the
indices for the years before and after the filing
dates. 14

The measures used to categorize the samples
come from a variety of sources. Initial margins were
collected from publicly available Commission reports.
Commission industry specialists identified whether the
products within an HTS line were primary,
intermediate, or final goods on the basis of standard
economic definitions. The measure used to
characterize the substitutability of products is
described in the section examining this product
characteristic.

12 These tests measure only the reaction of
subsamples relative to one another and should not be used
to develop generalizations about these samples relative to
nonsubject import categories.

13 Commission staff determined the degree to which
imports of an individual HTS product code were affected.

14 This approach minimizes the probiems associated
with the analysis of annual data subject to mid-year
filings.
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The data used in this section are described below
and in appendix 3A by identfying the average
margins and shares of trade subject to AD/ICVD
orders initiated during 1989-93. Imports are grouped
according to the characteristics described above and
these statistics are calculated for each group. Table
3-3 illustrates the average AD/CVD margins and
subject import shares for each country that is included
in the sample.

The results illustrated in appendix 3A show that
countries with high rates of aggregate export growth
and those in the highest per capita income category
are subject to the highest AD margins. High export
growth countries also have the largest share of trade
subject to AD orders initiated during 1989-93.

Imported intermediate goods have higher average
margins than primary or final goods and, similarly,
imports with a low degree of substitutability face AD
margins substantially higher than more highly
substitutable products.

Size of the Initial Final Margin

The first analysis addresses the connection
between import behavior and the size of the initial
final margins. One expects higher final margins to
reduce import volume. However, because orders are
subject to administrative review and margins can be
adjusted—higher or lower—at a later period, the
existence of an order may be sufficient to alter import

Table 3-3
Average initial margins and import shares subject to AD/CVD orders initiated during 1989-93, by
sample country
(Percent)

AD CcvD

Weighted- Share of Weighted Share of

average country imposts average country imports
Country margin? subject to AD2 margin subject to CVD?
Argentinad . .....ocoiiiieiiiiiae e 8.65 0.55 15.00 10.39
AUSHFANE © . oneneenrennrrnaeeeromaannns 24.96 0.95 ®3) 3
BEIGIUM ... evnvrnaa e enianaaens 9.71 1.30 &) &)
Brazil ....ovvvirirneiiiiaaisraienes 70.89 0.52 0.08 0.02
CANAGA -« ovvvvvrrenrorrmaioaranannns 32.01 0.16 21.61 4)
(07111 11- TP 27.31 1.83 ) )
FIlang . .o cveeeem e 32.25 0.82 &) (%)

CFFBICE v coneae e 71.45 0.40 23.14 0.03

Germmany, West ... 16.38 1.03 16.83 0.08
HONGKONG .. ..oveenrernnaenennnnns 5.13 2.51 ) )
T o PP 162.44 0.06 ® ()
BAIY o oveeeeemninanre e 5 {5 ® )
JAPAN ... 96.99 231 6.32 0.02
Korea, SOUtN . ..ccveeeniaansinnnaninen 3.93 7.45 ® &
MalAYSIA ... .oenoeeeraae e 7.58 0.02 ') 0.02
MENICO .. v e oeeaveevneeaeiennaanr s 44.62 0.50 & )
Netherands ........cooinvrrceraninns 105.75 1.58 3) Q
NewZealand ........covvueenernrenens 98.60 1.40 %)
NOPWEY . .eeervernnnrnnnaacunanes ) 5 0.23 0.35
SWEOEN - .o\ ivvvianrarnr e 2428 0.45 & (4]
TAIWRN . o.ovoveiirninnrraeae s 14.90 3.61 3) )
Thailand ......c..cviieerrn i 39.00 0.28 216 0.33
United Kingdom ...........coveniinn, 20.22 0.39 12.38 0.31
Venezuela . .....ciiiia i 18.25 0.38 20.92 0.32

1 Margins are weighted by the share of total subject imports.

2 Share of each country's total U.S. imports that are subject to AD or CVD orders initiated between 1989-93.

3 |ndicates that either no affirmative cases exist against this country or there is no record in the Commerce data
identifying imports that are subject to orders initiated in the sampie period.

4 Less than .005 percent.

5 |mport categories were identified in which there were outstanding orders, but import data indicate no 1989

imports in those categories.

Source; Commission staff calculations based on data from the U.5. Customs Setvice and official statistics from the

U.S. Department of Commerce.
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prices and significantly curtail imports.}®  Tariff
lines subject to affirmative determinations are broken
into “high,” “medjum,” and “low-margin” groups,
comresponding, respectively, to margins exceeding 50
percent, between 50 and 20 percent, and less than 20
percent. A final sample includes the identified tariff
Tines for which investigations were initiated, but the
final outcome was not affirmative.

The relationship between the magnitude of the
remedy and the import response is capiured in
comparisons of each group’s average import volume
and unit values over time. Data for the year
preceding the initiation of a case are compared with
data for the year after the investigation begins. To
examine the importance of uncertainty related to the
review process, comparisons are made across groups
of imports in the period after the investigations were
initiated. Average unit values and quantities are
compared across the groups with different sized
margins and these individual groups are compared to
the imports that were not subject to affirmative
determinations to see if the changes in volume and
price are associated with the size of the margin.

Table 3-4 shows the results comparing the
quantity and unit value indices before and after
investigations were initiated. Products subject to
remedy exceeding S0 percent show a sharp and
significant reduction in import quantity (-73.0 percent)
and an increase in umit values (32.7 percent),'6

15 See Boltuck, Richard, and Robert Litan eds., Down
in the Dumps: Administration of the Unfair Trade Laws
(Washington DC: The Brookings Institution, 1991), and
Congressional Budget Office, How the GATT Affects U.S.
Antidumping and Countervailing-Duty Policy (Washington
DC: Congressional Budget Office, 1994), chap. 4 for
discussions of this behavior.

16 Although unit values are not true prices, they
represent an approximation of prices, and the terms will
be used interchangeably in the following discussion.

Table 34

suggesting that orders with high remedies were
successful in raising subject import prices and
reducing import volume. This unit value increase
captures the price effect exclusive of tariffs or AD
duties.

The medium-margin group showed no statistically
significant changes in quantities and unit values. The
low-margin group had a significant 9.7-percent price
reduction over this period, but no significant quantity
decrease, suggesting that subject import prices
continued to decline despite the affirmative decisions
in these investigations. Imports that were not subject
to affirmative determinations had no significant
change in volume or price.

Table 3-5 illustrates cross-group comparisons of
the average indices for the period after the cases were
initiated.1” The data in the table correspond to the
percent difference between the first and second group
identified in the left-hand column. For example, the
first row indicates that the average quantity index of
the group of products with a high margin is 69.9
percent lower than the average quantity index of the
products with 2 medium margin, and shows that the
average unit value index of high margin products is
25.5 percent higher than medium-margin group. In
fact, each comparison involving imporis with high
margins shows lower import volume and significantly
higher average unit value changes relative to the other
groups. The quantity index for imports subject t0 the
highest remedies are 63.0 and 71.7 percent lower than
the index of affirmative low-margin and
nonaffirmative imports, respectively, and unit values
are 353 and 29.0 percent higher, respectively.
However, when the unit values and quantities are
compared between the affirmative medium-margin
group and the low and nonaffirmative categories, the
differences are generally not significant.

17 Cross-category comparisons in the year prior to the
investigations yiekled few statistical differences.

Percent changes in import volume and unit value comparing the year prior and the year following

the initiation of AD investigations, by initial margin

{Percent)
import category Quantity Unit value
e LT R ERTTTEEEEEEEEE -73.0° 327
MEGIUM MAMGIN - o ¢ wcvve v eacianernarerseas st e s -21.5 1.8
T O R RREEEREE -16.4 97"
Nonaffirmative determination . ........cvv i iimiaur e an e -32 29

95-percent level of confidence.
= gg-percent ievel of confidence.

Source: Commission staff calculations based on data from the U.S. Customs Service and official statistics from the

U.S. Department of Comrmerce.



Table 3-5

Postfiling comparisons across imports that are grouped by the size of the initial margin

{Percent)
Comparison Quantity Unit value
High margin vs. medium Margin ..........ceieiiiiiiiiii e -69.9* 25.5™
High margin vs, Iow Margin ...........oooeoieieminniiii i -63.0" 35.3*
High margin vs. nonaffirmative ...............ccoiiiiiiiiiiiaes . 29.0"
Medium margin vs. IOW Margin . ...t 22.8 8.8™
Medium margin vs. nonaffirmative ......... ... -5.8 3.7
Low margin vs. nonaffimative ......... ..ol 23.3" 4.7

95-percent level of confidence,
= g0-percent ievel of confidence.

Source: Commission staff calculations based on data from the U.S. Customs Service and official statistics from the

U.S. Department of Commerce.

The strong results associated with the high margin
group combined with the ambiguous results for the
medium- and low-margin groups suggest that high
margins have disproportionately larger effects on
quantities and unmit values than medium or low
margins. If the main effect of affixrmative orders is
due to uncertainty about future margins, one would
expect there to be no significant differences among
the high, medium, and low-margin groups in table
3-5. However, the magnitude of these changes is
strongly related to the size of the initial margin,
lending support to the notion that the uncertainty of
the review process does not outweigh the size of the
margin in affecting import behavior. 18

Per Capita Income of the
Exporting Country

The first of two analyses relating country-specific
characteristics to changes in import behavior is
described in this section. Imports from the different
subject countries are grouped into “high” and “low”
per capita income categories.!® Table 3-6 shows the
volume and price changes between the year prior to
and year following the initiation of AD investigations.
Like the comparisons in table 3-4, the results

18 It is also important to emphasize that this analysis
does not imply that low and medium margins do not have
an effect on import volume or umit values. The difference
of means comparisons are across groups of products that
‘have all been subject to investigations. It is possible that
all categories, inciuding the tariff lines with negative
determinations, change in ways that are significantly
different from unaffected HTS lines.

19 The per capita income levels in 1989 are used for
this division. See foomote 3 in appendix 3A for a list of
countries in each group. Groupings are applied separately
to the affirmative and nonaffirmative taniff lines.
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illustrate percentage changes in quantity and unit
value for each import category.

Only the changes in import volumes from the
low-income countries are statistically significant (table
3-6). The volume of imports from low-income
countries dropped by 47.0 for affirmative and 56.4
percent for nonaffirmative investigations. There is no
appreciable difference in unit values, so this volume
reduction is probably only partially due to higher
prices. Instead, importers from low-income countries
appear to curtail imports into the U.S. market in
response to AD investigations regardless of the final
determination.

The next comparison looks at the how the average
import quantities and unit values differ in the year
after the AD investigations are initiated. As in table
3-5, table 3-7 represemts the percemtage difference
between the average means of the first and second
samples indicated in the left-hand column. Relative to
the imports from the low-income countries, imports
from high income countries that are subject to
affirmative determinations have a 46.2 percent higher
quantity index and an 18.0 percent higher unit value
index in the year subsequent to the filing (table 3-7).
Even for nonaffirmative determinations, high-income
countries had an average import volume index more
than twice that of the low income countries.

Growth Rate of Aggregate
Source-country Exports

In this section, import data were divided into
groups based on the rate of aggregate export growth
by the exporting country between 1979 and 1989.

Imports were classified into either a “high” or “low™
category.?? AD investigations and orders are likely to

20 The high and low income groups are identified in
footnote 4 in appendix 3A, with the exception of Chipa
which is in the low income group in this analysis.



Table 3-6

Percentage changes in import volume and unit value comparing the year prior and the year
following the initiation of AD investigations, grouped by per capita income

(Percent)
Import category Quantity Unit value
Affirmative high inCOMe . ... .. e -20.6 6.3
Affirmative oW INCOME ... ... .iiiiiiri e -47.0* -2.0
Nonaffirmative high iNCOME ... ... i e -10.6 3.9
Nonaffimmative oW iNCOMEe ... ... v vur i ainaan s -56.4* 28

* 95-percent level of confidence.

Source: Commission staff calculations based on data from the U.S. Customs Service and official statistics from the

L.S. Department of Commerce.

Table 3-7
Postfiling comparisons between imports that are grouped by per capita income

(Percent)
Comparison Quantity Unit value
Affirmative high vs. affirmativelow ... 45.2* 18.0°
Affirmative high vs. nonaffirmative high .............oooaiiiviinnee -5.5 1.2
Affirmative low vs. nonaffirmative low. ..., 39.2* -8.3
Nonaffirmative high vs. nonaffirmativelow ..................ccovvinnee. 115.7* -1.8

g5-percent ievel of confidence.
= g0-percent level of confidence.

Source: Commission staff calculations based on data from the U.S. Customs Service and official statistics from the

U.S. Department of Commerce.

generate different reactions by trading partners
depending on the emphasis producers place on
export markets. Export growth may signal
productivity gains, a policy shift towards an
international orientation, or trade practices that
include subsidies or dumping. Without assessing the
canse of the export growth, table 3-8 shows that
import quantities and unit values change significantly
after affirmative AD orders if they originate from
countries with high rates of export growth. In
contrast, imports subject to  nonaffirmative
investigations from these countries show 1o
. significant changes. The changes in import
quantities and unit values from low export growth
countries are generally insignificant for the
affirmative and nonaffirmative groups.

The relative impact of affirmative AD orders on
fast growing exporters is most easily seen in the
cross-group comparisons reported in table 3-9. In the
year following the initiation of investigations, the
guantity index of imports from countries with high
rates of export growth was 59.2 percent lower than
from countries with lower export growth rates. The
average unit value index of the high-growth group is
13 percent higher than the low-growth group. These
results indicate that relative to low export growth
countries, high export growth countries respond more
strongly to affirmative determinations.

Analysis By Product Type

The characteristics of 2 product may also affect
the response of imports to AD investigations and
orders. In this section, imports are divided into groups
on the basis of the type of product imported. Three
standard categories were used for this divisiom:
primary, intermediate, and final goods.?! However,
there were an insufficient number of primary product
observations to be included in the means tests. The

_product categorizations are applied separately to the

affirmative and nonaffirmative groups.

The market channels through which goods flow
may influence quantity and price changes that occur
near case initiations. In particular, final goods are
more likely to be sold with observable posted prices
than intermediate or primary products that more often
use firm-to-firm exchange under negotiated contracts.
This suggests that final goods should generate sharper
unit value increases relative to imtermediate or
primary products. The data analysis shows that prices
for final goods are more responsive to affirmative
orders than are prices for intermediate goods. The

21 These are described further in footnote 5 in
appendix 3A.
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Table 3-8

Percentage change in import volume and unit value comparing the year prior and the year
following the initiation of AD investigations, by export growth rates

(Percent}
import category Quantity Unit value
Affirmative high eXport Growth . ........ooveeiiirieanii e “49.2* 10.27
Affirmative low export growth .......c.viiiiiiiir s 2.7 5.4
Nonaffimative high exportgrowth ............cooiiiiiiiiiiianrene: -4.8 28
Nonaffirmative low exportgrowth . ... ... . i 34.3 71

95-percent level of confidence.
*  g0-percent level of confidence.

Source: Commission staff calculations based on data from the U.8. Customs Service and official statistics from the

U.S. Department of Commerce.

Table 3-8

Postfiling comparisons across imports that are grouped by aggregate country export growth
{Percent)

Comparison Quantity Unit value

Affirmative high vs. affirmative low ........ ..o -59.2* 13.37

Affirmative high vs. nonaffirmative high  ............ccooiimiiineenn -40.0* 9.2

Affirmative low vs. nonaffimative low ... 43 0.0

Nonaffirnative high vs. nonaffirative low .....................ovnvn-- - 21.1* 3.8

95-percent level of confidence.
= go-percent level of confidence.

Source: Commission staff calculations based on data from the U.S. Customs Service and official statistics from the

U.S. Department of Commerce.

average unmit value index of final goods that are
subject to affirmative determinations increased by
65.0 percent from the year before to the year after
the cases were initiated (table 3-10). These cases
also saw a 68.3-percent drop in import quantity.
The results are strongly significant.

Intermediate goods subject to affirmative
determinations showed a significant 23.1-percent
reduction in import volume but without a significant
change in price.  Nonaffirmative determinations
generated on average a 19.5-percent drop in import
volume and a 4.8-percent increase in price. The
strong quantity reductions are consistent with the
imposition of AD remedies and the lack of sharp
differences in unit values are consistent with the
expectation of a greater price effect for final goods.

Table 3-11 shows the comparison between groups
of imports that are classified by product type for the
year following the initiation of the AD cases. The
only consistent changes occur with respect o the
differences involving affirmative final goods. These
products had an average uvmit value index that was
83.0 percent higher and a quantity index 75.8 percent
lower than the group of final good imports with
nonaffirmative determinations. When compared with
the intermediate imports subject to affirmative final
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determinations, final goods had an average unit value
index that was 58.9 percent higher and a quantity
index 63.1 percent lower than the intermediate
products.

A comparison of final and intermediate good
imports that were mnot subject to affirmative
determinations yielded a result consistent with the
hypothesis of greater price effects on final goods.
Although there was no (statistically) significant
difference in import volume, the average unit valve
index of final goods was 14.7 percent below the unit
value of intermediate products. This implies that even
in the case of investigations that were not affirmative,
prices of final goods are more responsive than prices
of intermediate products.

Analysis by Product
Substitutability

Finally, this section examines the relationship
between changes in import volume and price and the
degree to which a product can be distinguished in an
economic sense from other goods in the market. The
ability to adjust to the price or availability of an
individual product depends on the closeness and
number of substitute goods. Fewer similar products



Table 3-10

Percentage change in import volume and unit value comparing the year prior and the year
foliowing the initiation of AD investigations, by good type

{Percent)
Import category Quantity Unit value
Affirmative Nl GOOTS . .. ..« evveva e et -68.3* 65.0°
Affimmative intermediate goods ... o e -23.1 -2.7
Nonaffirmativefinalgoods ........ .. v, 12.1 -7.9
Nonaffirmative intermediate goods .............. ... il -19.5* 4.8**

g5-percent level of confidence.
= g0-percent level of confidence.

Source: Commission staff calculations based on data from the U.S. Customs Service and official statistics from the

U.S. Department of Commerce.

Table 3-11
Percentage differences in unit value and import volume when imports are grouped according to
product type

(Percent)
Comparison Quantity Unit value
Affirmative final vs. nonaffirmativefinal .............. ... ... .. ool -75.8" 83.0*
Affirmative final vs. affimative inter.? .. ... .. ... -63.1 58.9*
Affirmative inter. vs. nonaffirmativeinter. ................ ... ... ool 4.0 -1.8
Nonaffirmative finai vs. Nonaffirmativeinter. ................. ..o ih, 58.6 -14.7

-

o5-percent level of confidence.
=+ g0-percent leve! of confidence.
1 Inter. is used as an abbraviation for intermediate.

Source: Commission staff calculations based on data from the U.S. Customs Service and official statistics from the

U.S. Department of Commerce.

within an industry limits consumers’ ability to adjust
to changes in the availability of cne. More
substitites means that a given price change will
generate larger volume swings as consumers can
more readily seek alternative products. As a
consequence, producers of highly substitutable goods
are less able to raise price without observing a
' decrease in sales volume. Hence, the more
substitutable a product, the more likely are AD
investigations to lead to quantity shifts rather than
unit valoe swings.

Imports are classiied into “high” and “low”
substitution categories. 2 Comparing these groups
across time (table 3-12), the most striking resuit is
that only the products having 2 high degree of
substitution show significant changes. Affirmative
subject imports with a high degree of substitutability
show a 37.4-percent quantity reduction between
periods. This drop is associated with no significant

22 Imports are ranked according to the median
measure of substitutability for the set of subject HTS
codes. This measure is described in footnote 6 in
appendix 3A. Affirmative and nonaffirmative imports are
divided according to the same median value.

change in unit value, which is consistent with the
description relating changes in import volume and
price and the degree of product substitutability.

Comparisons across import groups in the period
after the initiation of the cases are also generally
consistent with the hypothesis relating changes in
imports to the degree of substitutability. Table 3-13
shows that in the period after the initiation of AD
cases, highly substitutable products have a 14.2
percent lower unit value index relative to the less
substitutable group, and a 6.4 percent lower unit value
index when compared to the highly substitutable
group subject to nonaffirmative investigations.
Producers of more highly substitutabie products do
not raise import prices as readily as with the less
substitutable group. The average guantity index of
less substitmtable imports that are subject 10
affirmative investigations decreased 32.1 percent more
than nonaffirmative imports. Similarly, the more
substitutable group is more strongly affected by
ponaffirmative  investigations than the less
substitutable group.
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Table 3-12

Percentage change in import volume and unit value comparing the year prior and the year
following the initiation of AD investigations, by product substitutability

(Percent)
Product category Quantity Unit value
Affirmative high substitutability ... -37.4" 0.1
Affirmative low substitutability . ........ .o i -15.2 5.3
Nonaffirmative high substitutability ............. .o -26.2* 7.8*
Nonaffirmative iow substitutability . ....... ... i 6.5 2.8

95-percent levet of confidence.
= g0-percent level of confidence.

Source: Commission staff calcuiations based on data from the U.S. Custorns Service and official statistics from the

U.S. Department of Commerce.

Table 3-13
Percentage differences in unit value and import volume when imports are grouped according to
product substitutability

(Percent)
Comparison Quantity Unit value
Affirmative high vs. affimnative low ........ ... 16.9 -14.27,
Affirmative high vs. nonaffirative high .............coiiiiiiiinenenn 15.6 -6.4
Affirmative low vs. nonaffimmative Jow . . .......ooie i 32,1 154
Nonaffirmative high vs. nonaffirmativelow .............. ... .oiennnnt. -31.3" 58

-

95-percent level of confidence.
 g0-percent level of confidence.

Source: Commission staff calculations based on data from the U.S. Customs Service and official statistics from the

U.S. Depanment of Commerce.

In general, the evidence supports the notion that
imports from the more substitutable group show a
larger change in impott quantity and less change in
import prices in response to AD orders. The one
strong exception is the lack of a quantity difference
between the high and low categories that are subject
to affirmative orders.

Analysis of the Incidence of
Trade Diversion

Antidumping orders raise the price of imports
from subject countries. Total U.S. imports of the
product need not fall if subject country imports are
replaced by imports from other sources.?® This is
called trade diversion. Trade diversion in response 10
AD orders filed during 1989-93 is examined by
comparing imports at the 10-digit HTS level that were
subject to AD investigations with those that were not.

23 The volume of subject imports is expected to fall,
the average unit value for this group should increase, and
the imports from nonsubject countries should increase.
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The procedure used to make these comparisons is
the difference of means test. '

Four categories of imports are identified for
comparison in this section:

1) imports under affirmative AD orders
(affirmative imports);

2) imports that were investigated, but did not
receive an affirmative determination
(nonaffirmative imports);

3) nonsubject imports that correspond to the
affirmative imports; and,

4) nonsubject imports that correspond to the
nonaffirmative imports.

The imports in these groups are compared before
and after the filing of the case. When AD case
determinations are affirmative, there is strong
evidence supporting the existence of trade diversion.
Imports subject to affirmative AD orders dropped 319
percent, while nonsubject imports of the same
products rose by 24.0 percent (table 3-14). Both
changes are statistically significant, suggesting that a
significant portion of the reduction in trade that occurs



Table 3-14

Comparisons across time for AD subject and nonsubject imports

{Percent)
Import category Quantity Unit value
Affirmative SUDJBCTL . .. ..o oot e -31.9* 46
Affirmative nonsubject . ... ... e e 24.0* -4.6
Nonaffirmative subject .......... ... i -24.0" 3.8m
Nonaffirmative nonsubject .. ... ... .ot 19.4 2.9

gs-percent level of confidence.
= g0-percent level of confidence.

Source: Commission staff calculations based on data from the U.S. Customs Service and official statistics from the

U.S. Department of Commerce.

as a result of affirmative AD orders is replaced by
imports from nonsubject sources. A comparison of
the subject and nomsubject products for
nonaffirmative final determinations lends additional
(weak) support to the notion of trade diversion. The
volume of subject imports fell by a significant 24.0

percent.

The differences in import volume and unit values
between groups is a more meaningful measure of the
change in import volume or unit values than
individual group comparisons across time because
different groups of the same products are compared in
the same time period. This is done in the period
following the initiation of AD cases.

In this set of comparisons, one would again expect
the most significant differences to occur between
subject and nonsubject imports under affirmative AD
determinations. The average quantity index of subject
products should be less than the index of nonsubject
products, and the average unmit value index of the
former should be larger. One might expect the same
differences between subject and nonsubject imports
that were investigated but had nonaffirmative final
determinations if nonaffirmative cases resulted in
voluntary quantity controls or if AD cases had a

deterrent effect on importers as a result of the costs of
the investigation process.

The cross-group comparisons yield few significant
differences between the groups (table 3-15).
However, the results that are most significant are also
the ones that were strongly expected. The average
quantity index of imports that were subject to
affirmative final determinations was 37.2 percent
lower than the index of nonsubject imports. In
addition, the average umit value index of subject
products was 9.7 percent higher than the same
nonsubject products. A similar set of results appears
in the case of products that received nonaffirmative
final determinations. The average change in import
quantity of goods that were subject to investigation
was 26.4 percent lower than the nonsubject products.

Overall, evidence of trade diversion is observed in
the comparison across time and between imports that
are subject and not subject to outstanding affirmative
AD orders. In addition, trade diversion is also
suggested in the case of imports that were subject to
investigation but received nonaffirmative final
determinations. This is important because case
investigations may be costly to importers, but their
effects should not be as strong as with the affirmative
orders.

Table 3-15
Comparison of changes in subject and nonsubject imports

(Percent)
Comparison Quantity Unit value
Affirmative subject vs. affirmative nonsubject ..................oeiaelen -37.2* o9.7*
Affirmative subject vs. nonaffirmative subject ... ........... ...l -14.7 5.6
Nonaffirmative subject vs. nonaffirmative nonsubject ...................... -26.4% 59
Affirmative nonsubject vs. nonaffirmative nensubject ....... ... .0l 0.0 0.9

9s5-percent level of confidence.
= g0-percent level of confidence.

Source: Commission staff calculations based on data from the U.S. Customs Service and official statistics from the

U.S. Department of Commerce.
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Appendix 3A
An Overview of Affirmative 1989-93 Cases

The volume of trade, the magnitude of relief
granted, and the products covered by a case will affect
how trade remedies impact the U.S. economy and its
trading partners. This appendix identifies the volume
of trade and the kinds of products affected by
AD/CVD cases.!

In general, imports from high-income countries
are subject to higher average AD remedies (81.02
percent) than imports from the lower income countries
(10.85 percent), but a lower percentage of imports?
are covered (1.1 percent versus 2.6 percent)(table
3A-1).3 China is separated as the sole non-market
country, but the AD margins and subject shares are
consistent with those of the low income countries.

Countries with the highest rates of export growth
tend to have higher AD margins placed on their
subject imports relative to low export-growth
countries. The share of imports subject to affirmative
AD determinations is also highest for the fast-growing
exporters. However, countries with the lowest rates of
aggregate export growth have the highest initial
margins and the largest share of imports into the U.S.
subject to CVD orders.*

1 Imports are categorized by per capita income,
aggregate export growth, type of product imported, and
substititability. Initial margins were collected from
publicly available Commission reports.

2 The import lines for affirmative cases initiated
during 1989-93 are matched to 1989 data to calculate the
share of total 1989 U.S, imports that are subject.

3 Per capita income levels were obtained from the
World Bank publication, World Tables. Data for Taiwan
were obtained from Financial Statistics published by the
Central Bank of China (Taiwan). The high income group
includes Australia, Belgium, Canada, Finland, France,
Germany, Italy, Japan, the Netherlands, New Zealand,
Norway, Sweden and the United Kingdom. The low
income group consists of Argentina, Brazil, Hong Kong,
India, South Korea, Malaysia, Mexico, Taiwan, Thailand
and Venezuela. The medium income level was initially
used to separate these countries; however, Taiwan was
placed in the low income group because its per capita
income was closer to the upper tier of that group than it
was to the lower tier of the high income group.

4 Export growth rates were calculated from aggregate
1679 to 1989 export data from World Tables. Data for

Distinguishing imports by primary, intermediate
and final good types indicates that intermediate goods
generally face the highest AD margins, followed
closely by final goods.” In contrast, CVD cases place

higher remedies on primary products.

The degree to which an import has substitutes
may have a bearing on the scope or injury
determination of an investigation.® The sample of
subject HTS codes was split into high, medium, and
low levels of substitution.” Average margins and the
share of subject imports are calculated to identify
differences between the groups, show in table 3A-3.

4_Continued
Taiwan were obtained from Financial Statistics published
by the Central Bank of China (Taiwan). The sample was
split into groups of countries with cumulative export
growth over the period 1979-89, respectively, of less than
81 percent, between 81 and 136 percent, and greater than
136 percent.

5 Commission staff identified whether products within
an HTS line were primary, intermediate, or final goods
based on standard definitions. Primary products are raw
materials which require substantial additional processing
before they can be consumed in a final form or used w0
produce other goods. Intermediate products are
semni-processed goods used as inputs in other production
processes and final goods are products requiring little
additional processing before being consumed by
individuals, businesses or governments. The values of
total U.S. imports that are primary, intermediate, and final
goods are not available, so subject imports are measured
relative to the value of total imports subject to each type
of order. For example, 60.8 percent of subject AD
imports were intermediate products.

6 Substitutability refers to the degree to which a
product can be distinguished from other goods in the
same indostry. The measure of product substitution,
derived from the U.S. tariff schedule, is the number of
10-digit tariff categories within the respective 4-digit HTS
item. More 10-digit categories detailing the 4-digit item
is assumed to indicate z higher degrees of product
substitution.

7 Percentiles were calculated and were adjusted
slightly to take advantage of the fact that when the tariff
lines were ranked by the number of HTS categories,
distinct jumps occurred pear the 33rd and 66th percentiles.
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Table 3A-1
Trade-weighted initial margin, by country classification

{Percent}

AD cvD

Weighted- Share of Weighted- Share of

average {otal average total
Country groups margins! imports2 margins! imports?
Highincome ........c..cccoooiont 81.02 1.062 11.86 0.042
Lowincome .........coveiiirninnn-- 10.85 2.574 14.50 0.625
CRINA . -t eeeereetereieinenenan 27.31 1.830 & ¢
High exportgrowth ................. 47.10 2.690 4.43 033
Medium export growth .............. 29.92 329 11.84 021
Lowexportgrowth .................. 46.51 623 15.09 573

1 Margins weighted by the share of total subject imports.
2 ghare of each country group's total U.S. imports subject to AD or CVD orders initiated between 1989-93.
3 Not applicable.

Source: Commission staff calculations based on data from the U.S. Customs Service and official statistics of the U.S.
Department of Commerce.

Table 3A-2
Trade-weighted initial margin, by product type
(Percent)
Average Share of
margin' subj
Antidumping orders: i
Prmany products ... ..o s 23.44 0.554
Intermediate products ... ... .. e e 47.84 60.845
Final products . .. ... ... et et et e 42.44 28.601
Countervailing orders:
Primary products .............. et 22.06 6.927
intermediate products . ... ... .. i e e e 13.34 £§9.684
Finalproducts . ............... ... e it : .32 3.389

1 Ma;gg ns weighted by the share of 1989 imports subject to outstanding AD or CVD orders initiated between
1989-1993. . :
2 Share of each group’s total 1989 U.S. imports subject to AD or CVD orders initiated between 1989-1993.

Source: Commission staff calculations based on data from the U.S. Customs Service and officiai statistics from the
L..S. Department of Commerce.

Table 3A-3
Trade-weighted initial margins and share of subject imports, by substitutability
{Percent)
Average Share of
margin’ subj
Antidumping orders:
LOW SUBSHRULADIY . - . .« v\t sestensne e eeeeeeeenaaeeaeeeanen 60.35 44.50
Medium substitutability .......... ... ... o 25.67 6.92
High substitutability ......... ... ... o 34.97 48.58
Countervailing orders:
Low substitutability ........... ... ... i i 14.87 38.59
Mediumsubstitutability ............. . ... i 14.02 54.79
High SUBSHULRDINY - - -« .+« <« o et enaneeanaeaie e e 1.68 6.62

1 Margins weighted by the share of imports subject to outstanding AD or GVD orders.
2 ghare of each group’s total U.S. imports relative to the total value of imports subject to AD or CVD orders.

Source: Commission staff calculations based on data from the U.S. Customs Service and official statistics from the
U.S. Department of Commerce.
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CHAPTER 4
The Economy-Wide Effects of
Outstanding Antidumping and
Countervailing Duty Orders

This chapter examines the economy-wide effects
of outstanding AD/CVD orders on the U.S. economy
in 1991.1 “Qutstanding” orders inciude all affirmative
AD/CVD determinations prior to 1992, that had not
been revoked, terminated, or suspended. In 1991,
hundreds of active AD/CVD orders affected 3$9.0
billion in imports from over 1,300 10-digit HTS
product categories from nearly 50 countries. This
represents 1.8 percent of total U.S. merchandise
imports, which was nearly $491 billion in 1991. The
modeling technique used in this chapter estimates the
collective effect of all of these orders on the U.S.
economy in 1991. Some of the orders in place are
recent (e.g., Portland Cement From Japan,
731-TA-461, 1990), while other orders have been in
place for decades (e.g., Large Power Transformers
from France, Italy, Japan, Switzerland, and the United
Kingdom, AA1921-86 through 90, 1971). Hence,
regardiess of when an order went into effect, if it was
in place in 1991, it is represented in the estimation.?

The estimated effect of removing outstanding
AD/CVD orders is a net economic welfare gain to the
U.S. economy of $1.59 billion in 1991. In other
words, the presence of AD/CVD orders represents a
collective net cost to the U.S. economy of $1.59
billion in 1991. This is the equivalent to 0.03 percent
of 1991 U.S. Gross Domestic Product ($5,724.8

! In the request letter (see app. A), the USTR asked
the Commission to “{take] into account the potential
conflicts that would arise from an investigation of any
order or remedy that is currently before an appellate body
or may result from currently pending proceedings ...”
There are a number of 1992 cases that are currently in
litigation. Thus, 1991 was chosen for the analysis in this
chapter.

2 See the Data section below for an accounting of the
AD/CVD orders that are included in the estimation. Data
contraints, especially for orders that resulted in a cessation
of imports, precluded the inclusion of every outstanding
order.

billion). As a comparison with other significant U.S.
import restraints (in 1991 dollars), the AD/CVD
orders collectively rank behind the Multifiber
Arrangement restrictions (515.8 billion) and the
Jones Act maritime restrictions ($3.1 billion).? It is
important to note that this is a static estimate for the
year 1991 and it does not take into account the
cumulative effects of existing orders, which may
have been in place for many years prior to 1992. In
addition, petiions may have been filed and
withdrawn (e.g., the steel cases of the early 1980s)
or AD/CVD activity may have been started and
discontinued/completed before 1991 (e.g., affirmative
determinations that were revoked, terminated or
suspended). The impact of these actions are not
caprured by the modeling techmique used in this
chapter.

As highlighted in the economic literature review
in chapter 5, a number of recent studies have used
computable partial equilibrium (CPE) meodels to
estimate the economic effects of AD/CVD orders.?
These simulation methods are best for analyzing the
economic effects of dumping, subsidization, and their
remedies for an individual sector or industry. As noted
in chapter 1 and further described in chapter 5, the
CPE methodology is used in the case study chapters.
However, analysis of the economic effects of
numerous AD/CVD orders across a variety of
industries within a consistent framework requires the
use of a computable general equilibrium (CGE)

3 See U.S. Intemational Trade Commission (USITC),
The Economic Effects of Significant U.S. Import
Restraints, USITC publication No. 2699, Nov. 1993,

4 Among others, see Morris E. Morkre and Kenneth
H. Kelly, Effects of Unfair Imports on Domestic
Industries: U.S. Antidumping and Countervailing Duty
Cases, 1980-1988, FTC Bureau of Economics Staff
Report, 1994, and Tracy Murray and Donald J. Rousslang,
“A Method for Estimating Injury Caused by Unfair Trade
Practices,” International Review of Law and Economics,
vol. 9 (1989), pp. 149-164. :
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model.5 Despite the extensive work analyzing the
economic effects of individual AD/CVD orders with
CPE models and the considerable work modeling
commercial policies in a CGE framework, this
chapter is the first CGE analysis of the economic
effects of outstanding AD/CVD orders on the U.S.
economy to date.®

This tack of CGE analysis on AD/CVD orders is
not surpdsing for a number of reasons. First,
AD/CVD orders are very targeted actions, often
affecting only a few 10-digit HTS product categories.
Most CGE simulation models specify industrial
sectors at very aggregated levels. However, the
Commission CGE model, with the potential to model
hundreds of separate production sectors, can
simultaneously focus on the economic effects of
narrowly targeted AD/CVD orders in certain sectors
(as with a CPE analysis), while at the same time
estimating the combined economy-wide effects of all
outstanding AD/CVD orders, which 2 CPE analysis
canpot do within a consistent framework.

Another barrier to easy application of a CGE
model to estimate the effects of outstanding AD/CVD
orders is the extensive data requirements. These
requirements entail gathering data on AD/CVD duties
collected (in addition to other information) on
hundreds of AD/CVD orders affecting over 1,000
10-digit HTS product categories in the year of
analysis. Through the use of the Customs ENB
database described in chapter 3, this task became
manageable.

5 There is considerable literature analyzing
commercial policies within a CGE framework. For
surveys of this literature, see John Shoven and John
Whalley, “Applied General-Equilibrium Models of
Taxation and Interpational Trade: An Introduction and
Survey,” Journal of Economic Literature, vol. 22 (1984),
pp. 1007-1051, and Jamie de Meio, “Computable General
Equilibrium Models for Trade Policy Analysis in
Developing Countries: A Survey,” Journal of Policy
Modeling, vol. 10 (1988), pp. 469-503. For exampies of
analyzing commercial policies using the Commission CGE
model, see USITC, The Economic Effects of Significant
Import Restraints, USITC publication No. 2699, Nov.
1993, and Bruce A. Blonigen, Joseph E. Fiynn, and
Kenneth A. Reinert, “Modeling Detailed Commercial
Policies,” in Trade Policy Modeling: A Handbook, Joseph
F. Francois and Kenneth A. Reinert, eds. (Cambridge,
U.K.: Cambridge University Press, forthcoming).

6 Unlike the case study chapters, this chapter focuses
solely on the effect of the remedy at a particular point in
time, 1991. The reason is that it is relatively easy to
identify all sectors in the U.S. economy for which an
AD/CVD order exists—it is precisely those sectors whose
products had an affirmative AD/CVD determination, not
revoked, suspended or terminated, prior to 1992,

4-2

Analyzing the economic effects of outstanding
AD/CVD orders presents an unusual modeling
challenge, in that the length of time a particular order
has been in place varies from one order to the next.
As a result, the modeling effort must take into account
how these AD/CVD remedies vary over time. Thus,
before describing the methodology used to estimate
the effects of outstanding orders, it is important t0
brefly review the salient points connected with
implementation and assessment of AD/CVD orders
over time.

Implementation and
Assessment of AD/CVD

Orders’

When 2 final affirmative determination is made by
the Commission, Commerce issues an AD or CVD
order. In an AD investigation, the imports under
investigation become subject to a cash deposit equal
to the value of subject imports times the percentage
difference (the margin) between the “normal value®
and the U.S. price of the imports as determined in the
final investigation by Commerce. For CVD
investigations, imports under investigation become
subject to a cash deposit equal to the value of subject
imports times a subsidy margin representing the
subsidy received by the foreign firm. When an AD or
CVD order is implemented by Customs, however, the
duty deposits do not necessarily represent the final
amount of duties to be assessed on the subject
imports. Rather, the margin determined in
Commerce’s final investigation is used as a basis for
estimating the duty liability of the importer.

The actual liability of the importer is determined
after the fact by Commerce. Before 1984, this was
accomplished by automatic yearly administrative
reviews by Commerce. However, since 1984, such
reviews have become voluntary; that is, uniess an
interested party requests a review, the duties assessed
are those found in Commerce’s final determination (or
most recent administrative review). The purpose of an
administrative review is to adjust the margin on
subject imports as changes occur in the difference
between their U.S. price and their normal value or in

7 See chapter 2 for 2 more detailed explanation of the
issues discussed here. :

8 The normal value of the foreign Like product is
generally based on its home market sale prices. If home
market sales are inadequate, then normal value is based
on sale prices in third country markets. Finally, if third
country sales are inadeguate, then normal value is based
on a constructed value for the foreign like product.



the subsidy rate. If a subsequent review determines
that the margin during the review period is different
from the previous margin used as a basis for the
importer’s cash deposit, a bill (or refund) in the
amount of the difference plus interest is assessed (or
rebated). From 1980 through 1991, over 80 percent
of outstanding AD orders were subject to at least
one administrative review.® For modeling purposes,
it is assumed that when a foreign firm changes its
U.S. price, it has some degree of certainty as to
what the effective duty assessed will be.1?

Methodology

The Commission CGE model estimates in one
simulation exercise the economy-wide impact of all
AD/CVD orders in place duging 1991. The
Commissicn CGE model simulates the interactions
among producers and consumers within the U.S.
economy in markets for goods, services, labor, and
physical capital. Distinguishing features of CGE
models are their economy-wide coverage and
multisectoral nature. The Commission model
explicitly accounts for upstream and downstream
production linkages, and intersectoral competition for
labor and capital.

Policy changes, such as AD/CVD order removal,
are introduced into the Commission CGE model under
the assumption that there are no changes in
macroeconomic activity such as monetary policy,
fiscal policy, or foreign economic behavior. In
addition, the model is static {e.g., the dynamic effects
of economic growth are mnot modeled), total
employment is held constant at the level observed in
1991, and the current account balance is held
constant. Furthermore, the model does not incorporate
expected future changes in these factors, and thus, it is
not a forecast. In the application of the Commission
CGE model, it compares one static situaton
(AD/CVD orders in place) with another static
situation (AD/CVD orders not in place) for the year

9 See H.J. Shin, “Do Anti-Dumping Duties Work? An
Analysis of the Effect of Anti-Dumping Duties on Foreign
Firm Behavior,” unpublished manuscript, 1994.

10 Some observers have contended that there is
uncertainty involved with Commerce administrative
reviews because Commerce can change its methodology
for determining margins from one investigation or review
to another. For example, see Richard Boltuck and Robert
Litan, eds., Down in the Dumps: Administration of the
Unfair Trade Laws (Washington, DC: The Brookings
Institution, 1991), ch. 3, and Congressional Budget Office,
How the GATT Affects U.S. Antidumping and
Countervailing-Duty Policy (Washington, DC:
Congressional Budget Office, 1994), ch. 4.

1991. Therefore, the analysis emphasizes the effect
of the orders in isolation from other factors that
affect the U.S. economy.

The data used by the Commission CGE model are
in the form of a large “social accounting matrix”
(SAM). The SAM organizes into a consistent
framework data on interindustry flows, value added,
imports, and final demand for 491 sectors in
agriculture, manufacturing, and services. In the
modeling exercise, sectors of interest are isolated and
the remaining sectors are aggregated into nine broad
sectors that represent the remainder of the U.S.
economy. The Commission SAM is assembled from a
variety of government data sources and updated to the
most current data available. The other major inputs
into the Commission model are the parameters that
represent the behavior of economic agents in the U.S.
economy.!! The database assembled for this analysis
also includes the actual AD/CVD duty rates assessed
by Customs in 1991, the final Commerce margins by
subject product at the tme of its original
investigation, and the value of imports from
Commerce.

Modeling the economic effects of outstanding
AD/CVD orders using the Commission CGE model
must take into account a number of important issues
concerning the differences between how AD/CVD
duties are calculated, collected, and reviewed.? The
modeling technique used is also constrained by the
data and information available on - outstanding
AD/CVD orders. As discussed below, AD orders can
cause foreign firms to change their pricing decisions,
and since the data contain no specific information on

11 As noted in the prehearing brief submitted by
Dewey Ballantine, these parameters, which are in the form
of elasticities, are an important input into the Commission
model. These elasticities have beep carefully assembled
by the staff of the Commission and are either
econometrically estimated or gathered from published
sources such as economic journals. See USITC, The
Economic Effects of Significant U.S. Import Restraints,
USITC publication No. 2699, Nov. 1993, for more details
on the SAM and the model.

12 Ope issue the model does not take into account is
the uncertainty generated in the market once a petition is
filed or an order is put in place. In particular, the
potential open ended kiability on the imperter of orders
(even with small margins) could have a chilling effect on
imports given the administrative review optons of the
parties, Another issue that is beyond the scope of the
modeling technigue employed in this chapter are the legal,
administrative, and other dollar costs associated with
AD/CVD investigations. Questionnaire responses
indicated that, in general, a simple case costs about
$250,000 and a compiicated case can cost $1 million.
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these pricing decisions, it is only possible to infer
what these changes may be.

The Commission model specifically takes into
account the differences in the behavior that
antidumping duties and countervailing duties are
designed to remedy. Under a CVD order, the margins
are intended to compensate for the effect of
subsidization of the subject good by a foreign
government. Thus, calculation of the CVD margin is
unrelated to any changes in behavior, such as pricing
decisions, by the foreign firm or the importer of the
subject good. However, with AD orders, the
calculated margin is endogenously determined by the
prices charged by the foreign firm in the U.S. market
and the subject import’s normal value. This
significantly affects how each type of order should be
modeled. In the case of a CVD order, modeling the
margin as a simple ad valorem tariff is appropnate,
since the foreign firm’s behavior cannot affect the
Jevel of the CVD margin, and this is the method used
to model CVD orders in the Commission CGE model.
On the other hand, accurate modeling of AD orders is
more complicated.

The AD margin determined by Commerce in its
final investigation represents the amount of duties that
will ultimately be assessed on the subject imports,
unless the margin of dumping is eliminated.
Consequently, the prices of subject imports are
expected to rise in the U.S. market. However, it is
possible that the foreign firm could raise its U.S.
price, lower its home-market or third-country price, or
some combination of both to close the margin and
avoid AD duties.!3 If the foreign firm decides not to
react to an AD order by changing prices, then the duty
collected each year should be equal to the final
margindeterminationmadeattheﬁmeofthe
investigation. In this case, modeling the AD margin as
an ad valorem tariff is appropriate.

However, in the Customs ENB database and in the
discussion of the cases highlighted in part OI of this
report, it is often the case that the actual AD duties
assessed and collected are smaller than the final
margins determined by Commerce at the time of the
original investigation. This suggests that the foreign
firm’s pricing decisions have changed and that the
margin has been subsequently reduced through an
administrative review.!4 In fact, an examination of

13 This assurnes, of course, that the foreign firm
requests an administrative review.

14 A recent study found that average antidumping
duty rates fall by 40 percent after the first administrative
review is conducted. See James DuVault, “Antidumping
Administrative Reviews and Import Pricing,” unpublished
manuscript, 1993.

tables 14-2 and 14-3 in chapter 14 for the ball
bearings cases reveals that a large number of

. administrative reviews have taken place and have

greatly reduced the original AD margins. Similarly,
administrative reviews for frozen concentrated
orange juice (chapter 7), color picture tubes (chapter
10), and brass sheet and strip (chapter 12}, have
resulted in lower AD duties. Unfortunately, the data
do not indicate whether the foreign firm has been
assessed a reduced duty as a result of a reduction in
the import’s normal value, an increase in its U.S.
price, or some combination of both.

However, the analysis in the latter part of chapter
3 suggests that importers increase the U.S. price of
subject imports when an AD order is put in place. In
addition, this increase in the price of subject imports
is also supported by information from the case studies.
In particular, after remedies were put in place, Brazil
changed its export pricing formula for frozen
concentrated orange juice (see figure 7-6), the price of
imported color picture tubes rose considerably (see
figure 10-4), and the import prices (net of input cOosts)
of the brass sheet and strip rose above domestic prices
(see figure 12-3). Consequently, in the analysis below,
it is assumed that lower margins from administrative
reviews stem from increases in foreign firms” U.S.
prices of subject imports.13

Given the assumption that price increases for
subject imports occur in the U.S. market, leaves three
possible actions by the foreign firm, depending on
how its pricing decisions are influenced by the
imposition of an AD order:

1) The foreign firm may leave its U.S. price
unchanged;

2) The foreign firm may raise its U.S. price by the
full amount of the AD margin; or

3) The foreign firm may raise its U.S. price, but not
by the full amount of the AD margin.

For this analysis, it is assumed that the AD margin
is fully passed through to U.S. consumers.
Consequently, the price effect in the U.S. market will
be the same in all three cases. That is, the price U.S.
consumers ultimately pay for a subject import is equal
to the pre-duty U.S. price plus the full amount of the
original margin regardless of whether or how much a
foreign firm raises its U.S. price. However, 2 foreign
firm or an unrelated importer could choose to reduce
its revenues by mnot passing on to US.

15 Tp the extent that foreign finm normal value is
reduced, this analysis would tend to overestimate the
economic cost of the orders.




consumers the full amount of the margin in the form
of a price increase. The data do not indicate the
degree of pass through.16

However, in other respects, each of the three
actions have different overall economic welfare
consequences. Specifically, in the first case (the
foreign firm does not change its U.S. price), duties are
collected by Customs at a rate equal to the margin
calculated by Commerce. In this case, the AD margin
can be accurately modeled in the Commission CGE
model as a simple ad valorem tariff, which generates
revenue for the U.S. Treasury equal to the margin
times the value of subject imports.

Modeling the AD margin as a simple ad valorem
tariff in the second case would be incorrect, however.
in this case, the foreign firm raises its U.S. price to
match the normal value of the subject imports as
caiculated by  Commerce. Presuming  that
administrative reviews are consistent, the foreign firm
could then request an administrative review and
receive a refund of its cash deposit (with interest) in
the amount of the full margin times the impoert value.
Thus, effectively no tariff revenue is collected by the
U.S. Treasury. Instead, the increased revenue from the
higher price would now accrue to the foreign firm,
which implies very different welfare effects. In fact,
the welfare effect in this case is similar to the analysis
of a quantitative restriction, such as a quota or
voluntary restraint agreement. When the foreign firm
responds to an order by raising the U.S. price of the
subject import by the full margin, there is an income
transfer (i.e., an economic welfare gain) to the foreign
firm. Thus, this case is modeled like a quantitative
restriction that generates no tariff revenue for the U.S.
Treasury, but revenue for the foreign firm.!7
However, note that in these two cases, a price
difference equal to the full margin is in effect, and
thus, the price effect in the U.S. market will be the
same. The difference is that in the first case, the U.S.
Treasury benefits from the AD margin, while i the
second case, the foreign firm enjoys the full benefit of

the margin.

The third case simply involves modeling the price
effect of Commerce’s final margin as an appropriate
combination of the two actions described above. To

16 T the extent that the duty is not fully passed
through to U.$. consumers, this analysis would tend two
overestimate the economic cost of the orders.

17 Modeling scenario two in this way is more precise
than modeling a traditional quantitative restricion. When
modeling a quantitative restriction, the equivalent price
effect of the restriction must be estimated, but in scenario
two, the price effect is analytically equal to the price
effect represented by the original AD margin.

the exient that the foreign firm raises its U.S. price,
that price increase is modeled similar to a
foreign-held quota. Any remaining difference
between the U.S, price charged by the foreign firm
and its normal value is the duty rate that will be
collected as revenue for the U.S. Treasury. This
remaining difference is modeled as an ad valorem
tariff in the model.

Data

Modeling the economic effects of outstanding
AD/CVD orders as described in the previous section
requires data on 1991 AD/CVD ad valorem duty rates
and original AD margins by Commission sector. The
estimation database includes a total of 163 AD orders -
and 76 CVD orders. In assembling the database, there
are cases that are mot captured by the Commission
model. For example, the model does not capture the
economic effects of AD/CVD cases that were
revoked, terminated, or suspended prior to 1991.
Moreover, many AD/CVD petitions have been filed
and withdrawn as well. For example, a large number
of AD/CVD steel cases filed in the early 1980s ended
with voluntary export restraints and are not included
in the estimation. Consequently, AD/CVD activity that
were discontinued/completed before 1991 certainly
had some impact on the U.S. economy, but it is
beyond the scope of this estimation. The following
discussion outlines how the AD/CVD orders were
assembled for this estimation.

From 195591 there have been 307 AD
investigations for which non-negative final
Commission determinations have been made. Since
the model estimates the effects for the year 1991, the
economic impact of the AD cases that were revoked
(84), terminated (16), or suspended (3) prior to 1991

. are not estimated in this exercise. In addition, 45 of

the remaining active AD cases do not have imports.'®
Of the 45 active AD orders with no imports, a
majority of cases (41) affect a small volume of trade
in the market for the U.S. like product (imports less
than $10 million or less than a 5 percent share of U.S.
imports) and/or are cases in which data necessary to
include them are unavailable.)? The remaining 4 of

18 AD/CVD orders that resulted in a cessation of
imports are stili likely to have an impact on the U.S.
ecopomy in 1991. There are a variety of reasons why
subject imports have ceased entering the U.S. market. For
exampie, imporiers may be facing prohibitively high AD
margins or the administrative burden and open liability of
future margins may deter subject itnports.

19 In fact, one case faces an embargo, In-Shell
Pistachio Nuts From Iran, 731-TA-287, 1986.
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the 45 active AD orders with no imporis are
included in the estimation because they are recent
cases that accounted for a sizable amount of imports
(nearly $150 million at the time of the original
investigation) and data necessary to included them
are available.?0 Overzll, 163 AD orders are included
in the estimation (307 (non-negative deterrninations)
- 84 (revoked) - 16 (terminated) - 3 (suspended) -
41 (missing) = 163).

In 1991, there were 192 non-negative CVD
determinations identified by Commerce as active since
1980.2! The effects of CVD cases that were revoked
(86), terminated (21), or suspended (6) prior to 1991
are not estimated in this exercise. In addition, three of
the remaining active CVD cases do not have imports.
These cases are not included because data on two are
unavailable and the third has a margin of less than one
percent. Overall, 76 CVD orders are included in the
estimation (192 (orders active since 1980) - 86
(revoked) - 21 (terminated) - 6 (suspended) - 3
(missing) = 76).

Since AD/CVD margins and duty rates are
determined and collected by Customs for individual
foreign firms at the 10-digit HTS level, aggregating
the relevant data to the level of the Commission
model sectors (which approximate 4-digit SIC
commodity industries) requires care. There were over
1,300 affected 10-digit HTS product categories, with
imports from nearly 50 countries, in 1991. Once
aggregated into the Commission model sectors, close
to 100 (or 20 percent) of the Commission CGE
sectors are affected in some manmer by an AD or
CVD order. Most sectors covered by orders are
manufacturing  industries;  however,  several

agricultural products are also covered. The next

section describes the aggregation of the original AD
margins to the Commission sectoring scheme.
Following that, the procedure used to aggregate the
actual 1991 AD/CVD duty rates is described.

20 These 4 AD investigations include Urea From the
German Democratic Republic, Romania, and the Union of
Soviet Socialist Republics, 731-TA-338 through 340, 1987,
and Certain Electical Conductor Aluminum Redraw Rod
From Venezuela, 731-TA-378, 1988.

21 The 192 CVD orders include those determined
prior to 1980. In addition, many affimative
determinations did not have an injury determination by the
Commission because the subject country was not a
signatory to the GATT Subsidies Agreement.
Consequently, it is not possible to quantify the CVD
orders in the same manner as the AD orders.
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Original AD Margin
Calculation

During AD investigations and administrative
reviews, Commerce determines individual margins for
each investigated firm that exports from the foreign
country subject to the investigation. In addition,
Comumerce also determines a margin that is applicable
for all other firms that might also export the subject
product from that same foreign country. Specifically,
Commerce determines an “all other” margin for a
country that is a trade-weighted average margin
determined from the finms identified in the original
investigation.22 Since firm level trade flows are not
available, the “ail other” margin is used for each
affected country by 10-digit HTS product category in
the Commission database.

Next, an important adjustment is made to the
country-specific margins. Specifically, the amount of
trade within a 10-digit HTS product category that is
covered by particular AD orders needs to be
accounted for, since some orders do not affect all the
products within a HTS category.?> The share of each
10-digit HTS product category subject to an
outstanding AD order in 1991 is used to adjust the
country-specific margin appropriately.2* Once
adjusted, these country-specific —margins are
aggregated across countries using weights determined
by each country’s 1991 share of trade within the HTS
product category to arrive at an effective margin for
the entire 10-digit HTS category.?

22 See chapter 2 for a more detailed description and
for exceptions.

23 Nearly 78 percent of the HTS categories identified
are fully affected by AD/CVD orders. Far the cases that
were only partially affected, Commission staff were able
to specify the proportion of the category affected to
reasonably narrow levels.

24 For example, if 80 percent of the imports in a
10-digit HTS product category from a certain country are
subject to a 50-percent AD margin, then the entire
10-digit HTS code from that country is effectively subject
to a 40- percent (0.8 * 0.5) margin, To the extent that
the trade mix within the HTS category has changed since
the time of the original investigation, the calculated
margin for the entire HTS category may either understate
or overstate the effective margin. That is, if trade
diversion occurs from the 80 percent of the code that is
affected by the order to the 20 percent that is unaffected,
then the calculated margin will overstate the effective
margin. However, given the fact that little is known
about the trade mix within HTS categories, the adjustment
just described seems reasonable.

- 25 Sipce 1991 represents the final year of the sample,
the rade weights used give less weight to high margin
countries because if the AD/CVD orders were not in



The final step is to aggregate the margins from the
10-digit HTS level to the 491 industry sectors
contained in the Commission model. Once again, this
apgregation uses 1991 trade volumes to assign
weights that account for each HTS category’s share of
imports across the relatively broad Commission
Sectors.

Actual 1991 AD/CVD Margin
Calculation

Data on firm-specific original final AD margins
are published in the Commission reports for each
AD/CVD investigation and published in the Federal
Register by Commerce. However, actual 1991
AD/CVD duty rates by country at the 10-digit HTS
level were determined using the Customs ENB
database. Aggregating these AD/CVD duty rates into
an average duty for each affected Commission sector
is accomplished in a similar fashion to the above
aggregation of the original AD margins.

25__Continued
place, imports would have been higher and the trade
weights would have been larger. Therefore, using weights
from actual 1991 trade volumes underestimates the impact
of the orders. Consequently, the estimates presented in
this chapter on the ecopomic effects of the orders should
be considered conservative.

First, the proportion of a 10-digit HTS product
category affected by an order is determined, and this
information is used to obtain an adjusted average
country-specific duty rate for that 10-digit HTS
category. Second, using 1991 trade volumes, the
country-specific duty rates are aggregated in a
trade-weighted fashion to the 10-digit HTS level. And
finally, 1991 trade volumes and Commission
concordances are used to aggregate the duties from
the 10-digit HTS level to the sector level contained in
the Commission model. In addition, AD/CVD duty
rates are aggregated separately, so that the 1991 AD
duty rate and original AD margin for each
Commission sector could be compared to determine
any additional price effect for individual sectors.

CGE Model Sectoring Scheme

Table 4-1 presents the Commission CGE sectors
substantially affected by outstanding AD/CVD orders
in 1991, their average actual 1991 AD/CVD ad
valorem tariff rates, and their average additional AD
price effects.26 As discussed in the methodology

26 Commission Investigation No. 731-TA-469 (flat
panel displays) is excluded from this analysis because of
data problems.

Table 4-1
AD/CVD ad valorem tariffs and additional AD price effects, 1991
(Percent)
Actual 1991
Average Additional
AD/CVD AD price
Sector tariff rate’ effect?
Highlighted sectors:
Balland roller bEanngs ... ...ooviinn i 14.9 9.5
Telephone and telegraph apparatus .. ...........oooooainneiiens 10.1 0.5
Rubber and plastics hose and belting ...............cooiiiiin 101 0.0
Eiectrical industrial apparatus, N.e.C. ....... ..ot iiiiiriiiiiia s 9.0 6.2
Office Machinegs, Ne.C. ... o iiinrir ittt anerrassaattiananenas 6.5 1.9
Gaskets, packing and seafingdevices ... 4.7 4.8
Cement, hydraulic .......... ... .. oo 6.4 1.1
Industrial trucks, tractors, trailersand stackers . .................c.o-es 34 5.0
Rest of the U.S. economy:
Agricutture, forestry, and fisheries ... 0.1 3
Y T T R TR R R PRTRRS ® {3)
COMSEUCHON © - o e o v v eee e e ae e e e ee v et it sa s 4 4)
Nondurable manufacturing . . .. ..ot eiiir s s rnanes 0.2 0.1
Durable manufactuning ... ......coiie it . 0.1 0.2
Transportation, communications, and utilities ......................... & Lol
Wholesale and retail trade . .......cvvuroraeiorrrninerernanienennss * o)
Finance, insurance, andreal estate .............c.cooveiinieiieaaanns (o) *
OHNET SBIVIGES .. o« v v oot sseamanne o tee e annanstnnanassaras * 4

1 Average ad valorem tariff rates concorded specifically to the Commission CGE model sectoring scheme.

2 Average additional price effect concorded specifically to the Commission CGE model sectoring scheme.

3 Less than one-tenth of 1 percent.
4 Not applicable.

Sources: Compiled from official statistics of the U.S. Department of Commerce and from the U.S. Customs Service.
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section, additional AD price effects are calculated as
the difference between the average original AD
margin and the average actual 1991 AD duty rate for
each Commission CGE sector. This difference
represents the extent to which foreign firms have
raised their U.S. price to reduce the margin
determined by Commerce in  subsequent
administrative reviews. The eight sectors with the
largest combined AD/CVD tariff rate and additional
price effects are highlighted in the modeling
exercise, with other less affected sectors aggregated
with non-affected sectors into (1) agriculture,
forestry, and fisheries; (2) nondurable manufacturing;
and (3) durable manufacturing, which constitute
three of the nine sectors describing the rest of the
U.S. economy. As table 4-2 demonstrates, the
highlighted Commission CGE sectors cotrespond
well with cases considered to be significant prior to
1992, including the ball bearings cases, the
smali-business telephone systems cases, and the
industrial belts cases.?’

By and large, the highlighted sectors encompass
AD case determinations only. In gemeral, CVD
margins are much smalier than AD margins (see table
3-3), and consequently, are likely to have smaller
effects. Finally, the calculated average actual tariff
rates and additional AD price effects are consistent
with the timing of administrative reviews in these
cases. Specifically, sectors affected by orders put in
place in the early 1990s, which have not yet had their
margins changed by administrative reviews, have
average ad valorem duty rates that are essentially the
same as the calculated aggregate original margin (e.g.,
small business telephone systems and industrial belts).
Alternatively, for cases that have had administrafive
reviews completed, such as ball bearings and
electrical industrial apparanzs, average actual AD duty
rates are substantially lower than the average original
margin calculated for the sectors, and thus, generate
larger additional price effects.

Economic Effects of
AD/CVD Order Removal

Removing outstanding AD/CVD orders results in
lower import prices in those sectors formerly subject
to such orders, causing both gains and losses across
the U.S. economy. First, it causes consumers to
substitute away from domestic products to the imports
now free of the orders. Thus, domestic industries
formerly subject to AD/CVD orders produce less

27 Of course, many other significant cases, such as
the steel cases of the early 1980s, resulted in trade
agreements and a corresponding withdrawal of AD/CVD
petitions. These cases are not part of the estimation.
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output and employ fewer workers in the absence of
these orders, while imports in those sectors increase.
Consequently, upstream suppliers of those sectors
formerly subject to orders will also experience a
decline in demand for their output At the same
time, however, lower prices in the economy
represent an economic welfare gain to downstream
industrial sectors and U.S. consumers.

Detailed Economic Effects of
Order Removal

Table 4-3 presents the detailed effects of AD/CVD
order removal on sectors that had the highest
AD/CVD remedy levels as of 1991 and on the
remainder of the U.S. economy. Many other sectors
are affected by 1991 outstanding AD/CVD orders as
well. However, their economic effects are small
compared with those for the highlighted sectors.
Therefore, these sectors were aggregated with other
non-affected sectors into the nine aggregate sectors
that represent the rest of the economy (see table 4-3).
The majority of these non-highlighted, but affected,
sectors are part of the durable manufacturing and
nondurable manufacturing sectors. Thus, table 4-3
focuses specifically on those sectors that realize the
greatest adverse effects because of the removal of
outstanding AD/CVD orders in 1991.

The two sectors most significantly affected are
ball and roller bearings and electrical industrial
apparatus. In particular, the ball and roller bearing
sector experiences a 3.0-percent decrease in output of
$190 million and a similar 3.0-percent loss of 1,277
full-time equivalent workers (FTEs). In addition,
imports increase by 15.7 percent ($164 million), and
exports decrease by 2.8 percent ($21 million).
Electrical industrial apparatus experiences 2

" 3.6-percent decline in output ($62 million) and

employment (229 FTEs), and a 6.3-percent increase in
imports ($53 million) and a 3.0-percent decrease in
exports ($12 million). Another sector with notable
effects is telephone and telegraph apparafus; output
decreases by $258 million with a loss of 1,464 FIEs.
In addition, imports increase by $205 million, or by
4.4 percent, and exports decrease by $13 million, or
by 0.5 percent. The effects of removing the orders in
the many non-highlighted sectors do show up in the
estimated effects for the durable and nondurable
manufacturing  sectors. Durable manufacturing
experiences 2 $337 million output loss and 1,923
fewer FTEs, and nondurable manufacturing sees
output fall by $118 million and 476 fewer FTEs. In
percentage terms, however, these losses are quite
smali.



Table 4-2

AD/CVD investigations included in the highlighted Commission sectors

tractors, trailers and
stackers

Sector Year filed Source investigation Product
Balland rolier bear- | 1988 Gemany 731-TA-321 Antifriction bearings
ings 1988 France 731-TA-392 Antifriction bearings

1988 ltaly 731-TA-393 Antifriction bearings

1988 Japan 731-TA-394 Antifriction bearings

1988 Romania 731-TA-395 Antifriction bearings

1988 Singapore 731-TA-396 Antifriction bearings

1988 Sweden 731-TA-397 Antifriction bearings

1988 Thailand 731-TA-398 Antifriction bearings

1988 United Kingdom |731-TA-399 Antifriction bearings

1988 Singapore 303-TA-19 Antifriction bearings

1988 Thailand 303-TA-20 Antifriction bearings

1986 Hungary 731-TA-341 Tapered roller bearings

1986 [taly 731-TA-342 Tapered roller bearings

1986 Japan 731-TA-343 Tapered roller bearings

1986 China 731-TA-344 Tapered roller bearings

1986 Romania 731-TA-345 Tapered roller bearings

1986 Yugoslavia 731-TA-346 Tapered rolier bearings

1975 Japan AA1921-143 Tapered roller bearings
Telephone ang 1989 Japan 731-TA-426 Small business telephone systems
telegraph apparatus | 1989 Korea 731-TA-427 Small business telephone systems

1989 Taiwan 731-TA-428 Smali business telephone systems
Rubber and plastics | 1988 Italy 731-TA-413 Industrial belts
hose and belting 1988 Japan 731-TA-414 Industrial belts

1988 Singapore 731-TA-415 industrial belts

1988 Germany 731-TA-419 industrial belts
Electrical industrial 1989 Japan 731-TA-426 Small business telephone systems
apparatus, 1989 Korea 731-TA-427 Small business telephone systems
n.e.c. 1989 Taiwan 731-TA-428 Small business telephone systems

1971 France AA1921-86 Large power transformers

1971 ltaly AA1921-87 Large power transformers

1971 Japan AA1921-88 Large power transformers

1971 Switzertand AA1921-89 Large power fransformers

1971 United Kingdorn | AA1921-80 Large power transformers
Office machines, 1991 Japan 731-TA-483 Word processors
n.e.c. 1980 Japan 731-TA-12 Portable eiectric typewriters
Gaskets, packing 1588 Germany 731-TA-391 Antifriction bearings
and sealing devices | 1988 France 731-TA-392 Antifriction bearings

1988 Haly 731-TA-393 Antifriction bearings

1988 Japan 731-TA-394 Antifriction bearings

1988 Romania 731-TA-395 Antifriction bearings

1088 Singapore 731-TA-396 Antifriction bearings

1988 Sweden 731-TA-397 Antifriction bearings

1988 Thailand 731-TA-398 Anttifriction bearings

1988 United Kingdom | 731-TA-398 Antifriction bearings

1977 Canada AA1921-166 Centain parts for paving equipment
Cement, hydraulic 1990 Japan 731-TA-461 Portiand cement

1989 Mexico 731-TA-451 Portland cement
Industrial trucks, 1987 Japan 731-TA-377 internal combustion forkliit trucks

Source; U.S. International Trade Commission
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Table 4-3 :
Economic effects of AD/CVD removal, 1991

Employment Output Imports Exports
Sector Number! Percent Value Percent Value Percent Value Percent
Sector Million Million Million
dollars? dollars? doliars?
Highlighted sectors:
Ball and roller bearings ... .. -1,277 =30 -190 -3.0 164 15.7 -21 -2.8
Telephone and telegraph
aratus .............. -1,464 1.4 -258 -1.4 205 4.4 -13 05
Rubber and plastics hose
andbelting ............. -31 -0.1 4 -0.1 5 1.0 -1 -0.1
Electrical industrial
apparatus, n.e.c. ........ 229 36 -62 -3.6 53 6.3 -12 -3.0
Office machines, n.e.c. ..... -344 0.8 -30 -0.8 29 6.1 -5 -07
Gaskets, packing and
sealing devices ......... 174 09 -33 -0.9 32 6.6 -3 -0.8
Cement, hydraulic ......... -137 -06 -33 -0.6 32 75 ® 0.6
Industrial trucks, tractors,
trailers, and stackers ... .. -419  -15 -48 -1.5 36 5.8 -1 -1.4
Rest of the U.S. economy:
Agriculture, forestry, and
fisheries ................ 157 () 26 4 7 0.1 3 0.1
Mining ...... e -3 E“) -4 o) -7 4] 3 M
Construction .............. 25 4) -1 %) O & %) )
Nondurable manufacturing . . -476 {9 -118 4 217 0.2 19 4
Durable manufacturing ... .. -1,923 4 -337 ] 463 0.1 89 ]
Transportation,
communications,
and utilities ............. 507 *) 87 “ -20 ® a5 0.1
Wholesale and retail
1= |- J 818 ® 44 4 &) ® ) &
Finance, insurance, and
realestate .............. 667 “ 137 ) -1 4 4 *
Other services ............ 2,856 4 219 4 -1 * 35 ®
1 Fulli-time equivalent workers.
2n 1991 prices.
3 Change less than $1 miilion.
4 Change less than one-tenth of 1 percent.
5 Nontradabie sector.
Source: Estimated by the staff of the U.S. Intemational Trade Commission.
In a general equilibrium framework, the extent of The importance of these upstream and

the adverse effects to the sectors previously subject to
AD/CVD orders is related not only to how large these
duties were for the particular industry, but also
whether the industry is upstream or downstream to
other industrial sectors affected by the orders. If
AD/CVD orders are eliminated in sectors upstream to
a particular sector, then that downstream sector enjoys
lower input prices and this tends to increase output
and employment in that downstream sector. This
outcome may mitigate or completely offset the effects
of removing a sector’s AD/CVD order, which tends to
reduce output and employment in that sector. These
types of effects highlight a distincton of CGE
models—ecopomic effects in one sector can affect
other sectors.
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downstream relationships can be seen to some extent
in the estimated effects of the highlighted sectors. Ball
and roller bearings and electrical industrial apparatus
have few upstream industrial sectors. Thus, they have
less chance to benefit from lower input prices because
of the removal of other AD/CVD orders. As 2 result,
their estimated output and employment losses in
percentage terms are relatively high. On the other
hand, these sectors supply a large number of
downstream sectors that would benefit from lower
input prices if the orders were lifted.

Much of the gain from removing outstanding
AD/CVD orders in 1991 comes from lower import
prices, and thus, lower market prices in the U.S.



economy. Table 4-4 presents import price changes and
U.S. market price changes by highlighted and
aggregated sector2® Removing the orders results in
significantly lower import prices in the highlighted
sectors. All highlighted sectors experience import
price declines of 7 percent or more, with ball and
roller bearing import prices falling by almost 20
percent. These lower import prices translate into lower
overall prices for U.S. consumers as well For
example, the market price in electrical industrial
apparatus falls by 5.6 percent, while U.S. consumers
of ball and roller bearings enjoy prices that are lower
by nearly 4 percent.

While the adverse effects due to order removal are
concentrated in those sectors formerly subject to such
orders, gains from order removal in the form of lower
prices tepresent price changes that are dispersed
across the entire U.S. economy. Thus, while each
sector previously subject to an order experiences price
decreases that are roughly the same magnitude as the
loss in output and employment, the cumulative effect
of such price decreases across all related downstream
sectors and consumers can be quite large.

28 The U.S. market price change is a weighted
average of changes in the domestic industry’s prices and
of changes in its import prices.

Differential Effects on Wages
and Profits

Petitioning industdes and industries upstream
from petitioners are estimated to experience losses as
the result of removing outstanding AD/CVD) orders.
Estimates of these losses in the form of declines in
output and employment are presented in Table 4-3.
The purchasers of imports formerly subject to orders
benefit from the opportunity to buy these goods at
lower prices. In addition, the rest of the economy
experiences a small, but measurable, indirect gain
from the removal of AD/CVD orders due to the
effects of such orders on economic efficiency.

To derive more insight from the simulation
regarding the specific effects on adversely affected
industries, one can utilize the CGE model results on
the gains and losses in wages received by workers and
profits received by firm owners (i.e., value-added) in
each model sector. The model yields an increase of
$1.85 billion in wages and profits as a result of the
removal of AD/CVD orders, as compared with the
estimated $1.59 billion increase in mnet economic

Table 4-4
Price effects of AD/CVD removal, 1991
(Percent)
u.s.
Price of market
Sector imports pricel
Highlighted sectors: i
Ballandrollerbearnngs ..... ... -19.7 -39
Telephone and telegraph apparatus .................oiiiniinenanen. 9.2 -2.6
Rubber and plastics hose andbelting .................coiiiiiiiaann 8.8 -1.2
Electrical industrial apparatus, N.e.C. ...........oviiiriaimnririatanenaann -13.4 5.6
Office machines, MB.C. .......ociiiieiniatrear et titransnnsamcensanss 7.7 -1.1
Gaskets, packing and sealingdevices ............. .o 8.7 -1.2
Cement, RYGIAUIC .. . ..o xooeerenreernereneoaeeeaiaiiaanes -7.0 0.6
industrial trucks, tractors, trailers, and stackers -7.8 -2.0
Rest of the U.S. economy:
Agriculture, forestry, and fishefies ....... ..., 0.1 @
[T T @ 3
CONSIFUCHION ... o v it iien e eaercaneaestsnrenaneans ® }:;
Nondurabie manufacturing . . ......ccooviinaiiinanraeans -0.2
Durablemanufacturing ..........c.coiiienreenaniinanenn -0.3 0.1
Transportation, communications, and utilities ............... 0.1 ®
Wholesale andretall trade . .........cc.eeiireiuiiianeriioraaaaeea.. (6] 3)
Finance, insurance, andreal estate ............ccooiiiiirrerneieaann, 0.1 2
OHHET SBIVICBS - .t o v v ovssr s e s e e e taeeaeaeaaneeo s ensainaeannnananrans 0.1 )

1 This price change represents the final prices faced by U.S. consumers, i.e., it represents a composite of

domestic prices and import prices.
2 Change less than one-tenth of 1 percent.
2 Nontradeable sector.

Source: Estimated by the staff of the U.S. International Trade Commission.
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welfare2® A decomposition of the value-added
measure can provide useful information about the
relative effects of the removal of AD/CVD orders on
gainers and losers and serve as a useful proxy for
the theoretically more desirable, but computationally
intractable, direct decomposition of the economic
welfare measure.

Of the 17 model sectors, 12 experience both
imports subject to AD/CVD orders and non-subject
imports, i.e., these sectors contain both losers and
gainers. The other five are service sectors for which
there are no AD/CVD orders. To obtain a specific
decomposition of model results for wages and profits
by the gainers and losers from the removal of
AD/CVD osders, it is necessary to decompose the
model’s estimate of the change in value-added for the
12 relevant sectors into the portion attributable to the
losses of petitioning and upstream industries, and the
gains atiributable to the rest of the sector. This
composition could be performed directly given three
values: 1) the percentage of value-added in each
sector attributable to petifoning and upstream
industries; 2) the percentage losses in value-added
experienced by petitioning and upstream industries;
and 3) the percenmtage gains in value-added
experienced by the rest of the model sector. None of
these three percentages is directly observable.

The data used for the CGE model experiment
were used in conjunction with the logical limits on the
three percentages referred to above as well as
reasonable economic assumptions in order to provide
a feasibie and reasonable range of losses in wages and
profits experienced by those industries adversely
affected by the removal of the orders within each
model sector. These were then aggregated to provide
a similar range of implied losses for adversely
affected industries in the economy as a whole. The
implied losses fall within a range of $320 million to
$1.09 billion. The corresponding implied gains to the
rest of the economy thus range from $2.17 billion to
$2.94 billion. The midpoint of these estimates yields
losses of $710 million and gains of $2.56 billion; the
difference between these two figures corresponds to
the $1.85 billion net increase in wages and profits.30

28 The differences between the value-added measure
and the net economic welfare measure are primarily due
to the behavior of savings, taxation, and miscellaneous
forms of income (other than value-added to labor and
capital arising from production) in the model.

30 Formally, any decomposition of value-added within
a model sector must satisfy
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Net Economic Welfare Effects
of Order Removal

The Commission CGE model estimates the net
economic welfare effects of policy changes, such as
AD/CVD order removal, by using an “equivalent
variaion” measure of economic welfare. The
equivalent variaton measure asks what income
change (in constant prices) would need to be given o
or taken away from U.S. households so that they
would remain equally well off under the alternative
policy scenario of AD/CVD order removal. Since the
Commission model specifies that firms pay income to
households (including wages and profits), changes in
the income of firms from order removal are fully
reflected in changes in the income of households. For
this reason, the equivalent variation measure is
appropriate to assess the economy-wide net economic
welfare change. That is, it measures not only the
income gain consumers experience from lower prices
due to order removal, but also the net gain or loss to

X—Continued

@ -+ ), 0n (P,

where dY/Y is the proportionate change in value-added as
the result of the experiment; the subscripts ms, pu and s
denote the model sector, the petitioning and upstream
industries, and the rest of the sector respectively; and B
denotes the'share of petitioning and upstream industries in
the value-added of the model sector prior to the
experiment. The three variables on the right-hand side of
the equation are unknown. However, the value of
{dY/Y)ys is provided by the model, YY) <0,
@YY >0and 0 <P < L Let & denote the share of
model sector imports covered by ADICVD orders. Import
penetration for petitioning industries is likely to be greater
than for non-petitioning industries in the same model
sector. Examination of the quadrant of the input-output
table spanned by the highlighted sectors provided an
estimate of the maximum share of upsiream firms in the
production of those sectors, denoted as W. Thus, 0 < B <
(& + p). Itis also the case that (dY/Y)gy > -1 (a sector
can lose no more than its original value-added).
Furthermore, (dY/Y)r, which represents primarily indirect
efficiency gains in the rest of the economy, is small, very
likely not exceeding 0.001.

The above restrictions on f, (AY/Y)py and (dY/Y)r
imply a feasible range of decompositions for value-added
in each mode! sector into value-added for producers and
upstreatn industries and value-added for the rest of the
sector. The upper and lower bounds of feasible
decompositions for each sector are then summed to
produce upper and lower bounds of the aggregate
decomposition.



all firms in the economy from removal of
outstanding AD/CVD orders.

In this modeling exercise, the estimated effect of
removing outstanding AD/CVD orders is a net
economic welfare gain to the U.S. economy of
$1.59 billion in 1991. In other words, the presence of
AD/CVD orders represenis 2 collective net cost to the
U.S. economy in 1991 of $1.59 billion. This figure
represents the magnitude by which the cost of these
orders in 1991 (from higher prices and accompanying
inefficiencies such as the misallocation of Iabor and
physical capital) outweighs the benefits derived by
having the orders in place.

The magnitude of this welfare estimate is affected
by many of the underlying assumptions dictated by
the modeling technique employed and various data
constraints. As discussed throughout this chapter,
there are several assumptions and data constraints that
result in an underestimation and overestimation of the
effects of AD/CVD orders. Those that would result in
an underestimation include: 1) this is a static estimate
for the year 1991 and it does not take into account the

comulative effects of existing orders; 2) AD/CVD
petitions may have been filed and withdrawn; 3)
AD/CVD activity may have been revoked, terminated,
or suspended before 1991; 4) 44 active AD/CVD
orders are missing because they resulted in a cessation
of imports; 5) the trade weights used give less weight
to high margin countries because 1991 represents the
final year of the sample; and 6) the model does not
take into account uncertainty generated in the market
once an order is put in place such as the open Lability
facing the importer of orders, which could have a
chilling effect on imports. In additon, the modeling
technique employed does not account for the legal,
administrative, and other dollar costs associated with
AD/CVD investigations. Those that would result in an
overestimation include: 1) it is assumed that lower
subsequent margins from administrative reviews stem
from changes in foreign firms’ U.S. prices for the
subject imports; and 2) it is assumed that the prices
U.S. consumers ultimately pay for the subject imports
are equal to the pre-duty U.S. price plus the full
amount of the original margin.
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CHAPTER 5
The Case Study Methodology:
The Economics of Dumping and
Subsidization of Imports and Remedies

Introduction

This chapter consists of two sections. The first
section reviews the literatre on the ecomomics of
dumping and subsidization of imports and their
remedies.!] The second section presents this study’s
methodology for analyzing the economic effects of
unfair trade practices (in the form of dumping and
subsidization of imports) and remedies (in the form of
AD and CVD orders) on sclected industries in
chapters 7 to 14.

Review of Economic
Literature?

The Economic Rationale for
Dumping and Subsidization of
Imports

The Economic Rationale for
Dumping

Dumping has various economic definitions, as
well as a legal definition. In economic terms, dumping
is commonly used to describe a firm selling its goods
at a lower price in the export market than in its own
domestic market—iraditional price discrimination.
The origin of this argument is often attributed to Viner

1 The review of literature specific to the industries
analyzed in this smdy is addressed in each case study
analysis in chapters 7 to 14 in part I below.

2 An alphabetical list at the end of this chapter
contains sources cited by chapter 5.

(1923), who observed that profit-maximizing prices
were likely to be higher in home markets than
abroad, under the reasonable assumption that home
markets tend to be relatively more protected for
home producers than are foreign markets.3

A second rationale for dumping is predatory
pricing; lowering prices to harm and ultimately
eliminate competitors or to enforce a cartel. This
concept seems straightforward. However, whether
predatory pricing is rational behavior or even occurs
has been a source of controversy in the economics
literature. Early economists (Viner (1931), Haberler
(1936)) contend that predatory pricing as a motivation
for dumping should be a rare event. More recent game
theoretical papers on predatory pricing in general
corroborate their analysis by showing that predatory
pricing is profiteble only under strict conditions that
would enable future supra-competitive profits to offset
the certain losses in the near term* On the other
hand, Hartigan (1994a) notes that a foreign firm may
engage in predatory pricing in a world of incomplete

3 This argument also assumes a competitive strucure
other than perfect comapetiion. For a thorough recent
review of how this theory may operate in the current
global marketplace, with specific examination of certain
Japanese industries, see Marion (1993).

4 For a discussion of antitrust treatment of predation
(and how economists have analyzed this issue), see
Scherer and Ross (1990), pp. 468-479. The Supreme
Court has confirmed the small likelihood of success in
such a case in Zenith Radio Corp. v. Matsushita Elec. Ind.
Co. 475 U.S. 574 (1986). Compare Jeffrey Garten, “New
Challenges in the World Economy: The Antidumping
Law and U.S. Trade Policy,” remarks before the U.S.
Chamber of Commerce, Apr. 7, 1994, esp. pp. 3-13.

Also, “Prehearing brief of Dewey Ballentine,” before the
U.S. Internationat Trade Commission, Sept. 13, 1994, esp.,
pp. 5-1L



and asymmetric information; the foreign firm may
induce exit by the home firm by acting like a
low-cost competitor regardless of its actual costs.
Empirical work on predatory pricing has been
ambiguous as well’

In the 1970s, as most industrialized countries
moved to floating exchange rates, “exchange
dumping,” a lagged response of exporters to currency
fluctuations, has appeared as an explanation for
dumping (Wares, 1977). For example, in response t0 2
depreciation of the dollar against the yen, the price of
Japanese imports quoted in dollars would fall in yen
terms as compared to home sales (in Japan} until these
prices can be readjusted; meanwhile, dumping will be
observed. Palmeter (1988) maintains that spurious
claims of dumping can arise from inappropriate usage
of exchange-rate adjustments, while Feinberg (1989)
provides evidence of the importance of exchange-rate
fluctuations in leading to dumping petitions.

The rapid advancement of theoretical industrial
organization in the past decade and its application to
international economics has lead to several new
rationales for dumping. Ethier (1982) focuses on the
role of demand uncertainty and the difficulty of
reallocating inputs across manufacturing sectors of an
economy in leading to cost-based dumping of a type
sometimes referred to as “cyclical dumping.” Hillman
and Katz (1986) likewise focus on demand
uncertainty and illustrate that the nature of the
uncertainty faced in the exporter’s home market may
influence the likelihood of dumping.

Brander and Krugman (1983) introduced the term
“reciprocal dumping” to explain the common practice
of trade between developed nations in similar goods
(intraindustry trade), often accompanied by claims of
dumping in both directions. From each firm’s
perspective, demand in a foreign market is more
price-elastic than in its domestic market, leading to
lower prices (or equal prices, but absorbing transport
costs) abroad than at home. While reciprocal dumping
leads to wasteful cross-hauling, net weifare benefits
can occur from increased competition in each market.

Gruenspecht (1988b) and Dick (1991) focus on
“dynamic scale economies” {or “leaming curve”
effects) and pote that the current static unit cost may

overstate the relevant marginal cost of an extra unit of

5 For examples see Isaac and Smith (1985), who
cannot obtain predatory pricing in computer simulations
even under conditions when theory suggests such an
outcome is probable. On the other hand, Burns (1986)
uses regression analysis to show that in cases when
predatory pricing by the old American Tobacco Company
was alleged from 1891 to 1906, the tobacco ust was able
to purchase rivals at much lower acquisition COsts.
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output. Since expanding output today may move the
firm down the learning curve and reduce next
period’s average and marginal costs, an exporter will
be dumping as its price (based on the true lower
marginal cost incorporating future benefits) will be
less than the measured unit cost.

Anderson (1992, 1993) and Clarida (1993) present
more novel views of dumping. Anderson stresses that
since many AD petitions are resolved through
settlements as voluntary export restraints (VERs) and
since quotas under VERs are often based on past
exports, exporters may resort to dumping in order to
expand their market shares in foreign markets if they
expect some VERs (either directly or indirectly
following an AD action). Clarida tries to explain the
surge in dumping filings in the mid-1980s, a time -
when the dollar was very strong, and hence foreign
firms should have been able to sell well in the United
States without dumping. He proposes a model in
which increased world demand for a product leads to
a surge of new entry by firms of varying efficiency
(and uncertainty about their true levels of efficiency).
Price is driven down to the level dictated by the most
efficient firms, with those who turn out ex post to be
higher-cost exiting the industry eventually, but
matching the price and dumping in the short-run
(which may not be of trivial duration). ’

The legal definition of dumping arose from
legislation in the early part of this century through the
Antidumping Act of 1916 and the Antidumping Act
of 1921, which was the predecessor to the current title
VI of the Tariff Act of 1930.7 As a result, the legal
definition arising from these laws is based on the
more  traditional  economic  rationales  for
dumping-—predatory pricing and price discrimination.
The Antidumping Act of 1916 specifically required
showing an intent to injure and made predatory

. dumping illegal, while making violators subject to

criminal penalties, as well as civil damages. The 1916
Act has never been successfully invoked.®

6 The case study on EPROMs in chapter 9 accounts
for potential “learning curve” effects in its economic
analysis, particularly in the time series econometric
analysis. Other econometric studies of the learning curve
effect in the semiconductor indusary include Gruber
(1994), Irwin and Klenow (1994), and Udayagiri and
Balakrishnan (1993).

7 Chapter 2 describes the administration of the current
law (since the completion of the Urugnay Round
Agteements Act in 1994) and the AD/CVD law in effect
in the 1980’s, when the cases selected for amalysis in
chapters 7 to 14 were filed.

8 Victor (1983) gives a history of prosecutions under
this Act. See also Knoll (1987).



On the other hand, title VII of the Tariff Act of
1930 deals much more broadly with injury to a
domestic industry due to imports of goods sold at
“less than fair value.” U.S. trade laws do not require
predatory intent. As discussed in chapter 2, dumping,
or selling at “less than fair vaiue,” is legally defined
as selling a product in the United States at a price
which is lower than the price for which it is sold in
the home market. This is the primary method of
calculating dumping and seems closely related to the
price discrimination rationale. Many of the more
recent theories on why various situations cause
exporters to “price-to-market” by manipulating profit
margins on export sales can be viewed as forms of
price discrimination. Thus, this method of calculating
dumping can be seen t0 encompass nUMErous
rationales for dumping in the theoretical literature. A
secondary method of determining whether import
goods are sold at less than fair value is to compare the
U.S. price for export sales with third-country sales or,
if necessary, 2 third method, a constructed value of the
foreign firm’s price for the foreign like product based
on foreign firm’s costs. The constructed value is
calculated by adding manufacturing costs, selling,
general, and administrative expenses, profit, and
packaging costs.

An important distinction regarding the various
economic rationales for dumping is that soine reasons
for dumping are consistent with a competitive
environment in an industry, while others are pot. In
contrast, the legal defimtion makes no such
distinction. According to professor Willig, certain
forms of dumping are a natural part of a healthy
market economy, yet are defined in international
agreement as dumping and are subject to U.S. AD
laws.® Predatory pricing, which is intended to drive
out competitors, generally is agreed by all to have
anticompetitive effects and should be -corrected.
However, other forms of selling at *less than fair
value” (as currently determined by Commerce),
including exchange-rate dumping described by
Palmeter (1988) and Feinberg (1989), cost-based
dumping caused by demand uncertainty as described
by Ethier (1982) and Hillman and Katz (1986),
learning curve effects described by Gruenspecht
(1988b) and Dick (1991), as well as the strategic VER
reactions given by Anderson (1992, 1993) and the
influx of inefficient entrants notion of Clarida (1993),
may be consistent with a competitive environment.

9 Dr. Robert Willig’s comments at the public hearing
for this smdy drew this distinction among various
economic rationales for dumping and formed the basis for
the logic of this paragraph.

How often do AD cases involve forms of
dumping that many economists would consider
consistent with competition? Shin (1994) addresses
this question with respect to the 282 AD
investigations in the 1980’s that resulted in
non-negative outcomes.!? Shin uses criteria
developed in the antitrust literature to screen out the
AD cases in her sample for which the industry
characteristics are inconsistent with the hypothesis
that AD duties are “protectfing] competition from
monopolization that could result from
predatory-pricing dumping.” (p. 84) For example,
predatory pricing is uniikely to occur in
unconcentrated industries. Thus, Shin screens out
industres with a minimum Herfindshl-Hirschman
index of 0.18 or greaterl! Other screens include
foreign seller concentration, changes in import
penetration, and barriers to entry present in the
domestic industry. Shin finds that 27 of the 282 cases
(9.6 percent) could be consistent with dumping
motivated by anticompetitive reasons on the part of
foreign sellers. 12

Given this contrast between dumping designed to
injure competition and when the legal definition
actually provides relief, a pumber of scholars have
shifted attention away from why foreign exporters
engage in dumping to why U.S. domestic industries
seek enforcement of cumrent U.S. AD law.1® US.
protection of any form is an entry barrier to the U.S.
market, and entry barriers tend to reduce competition
and raise profits for firms already present in the
market. As a result, U.S. firms have an incentive to
invest resources on using U.S. AD laws to garper
protection.  This  “rent-seeking” or  “directly
unproductive, profit-seeking (DUP) activities,” uses
real resources to gain profits (or rents) at the expense

10 In particular, this means that cases that were
suspended or terminated, as well as cases that ended in
affirmative determinations, were included in her sample.

11 The Herfindahl-Hirschman index is the sum of the
squared market shares of the firms in an indusgy. It
equals ope for an industry comprised of a single
monopolist and approaches zero as the number of firms in
the industry, each capturing the same share of the market,
becomes very large.

12 This result should be regarded with caution, as
noted by Dr. Robert Willig at the public hearing for this
study. Shin’s result does not say that predatory pricing
occurs in 9.6 percent of the cases she examines, but only
that it cannot be ruled out as a possibility for those cases.

13 A few references (among many possible) are
Krueger (1974), Brock and Magee (1978), Bhagwati
(1982), Finger et al. (1982), Becker (1983), and Baldwin
(1985).



of others, rather than for producing goods and
services; in other words, gaining a larger slice of the
pie, without increasing the size of the pie. The role
of rent-secking in U.S. trade policy, including use of
AD laws, has been a common focus for scholars
looking at the political economy of protection.4

The Economic Rationale for Export
Subsidies

Motivations for export subsidies (or production
subsidies that effectively support exports) are more
straightforward than those for dumping. Mercantilist
philosophies have always favored the promotion of
export sales, focusing more on the volume of
domestic production than on consumer welfare.
Subsidies are a way to increase exports and, hence,
domestic production.

In addition, it is sometimes argued that these
subsidies are necessary to offset duties on imported
inputs (duty drawbacks) or general domestic taxes that
put exporters on unequal footing with its international
competitors. There is little case for ruling duty
drawbacks as an unfair trade practice, if the export
subsidy only offsets the input tax in the foreign
country. However, it is more ambiguous when foreign
governments compensate their exporters for general
domestic taxes. A high tax country may put its
exporters at a relative disadvantage without such
adjustments, but it is difficult to draw the line
between “levelling the playing field” and giving
unfair advantage relative to domestic producers in
other (perhaps equally taxed) national markets.

The recent literature on strategic trade theory has
provided more formal analysis of the motivations for
export subsidies.!> Brander and Spencer (1985)
analyze strategic policy in a world of imperfect
competition (in which price exceeds the marginal cost
of exports), where two exporting countries compete in
a third foreign market. They find that export
subsidization by a government can increase its firm’s
market share and profits in this third market at the
expense of the other country’s firm, when the firms
compete in quantities (a Cournot game).!8 However,
this result is very sensitive to the assumptions of their
model. For example, if the two firms compete in
prices (a2 Bertrand game) with differentiated products,
rather than competing in gquantities, Gruenspecht
(1988a) shows that an export tax (rather than an
export subsidy) will raise profits for a country’s

14 For references, see footnote 13,
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exporting firm. Thus, the optimal strategic
government policy is very sensitive to the assumed
oligopolistic structure of the export market.

Hartigan (1994b) finds that export subsidies. can
allow a firm to increase its output and market share in
foreign markets, while a subsidy is in effect and even
after it is removed, if there are “switching costs” to
consumers of changing buying patterns. A similar
argument is that subsidies to new industries enable
them to lower costs through experience and to remain
internationally competitive after the phase-out of the
subsidy.

The Economic Effects of
Dumped and Subsidized Imports
and Remedies

Measurement of Economic Effects
of Dumped and Subsidized Imports

The direct effect of dumping and subsidization of
imports is lower import prices. Certain predictable
economic effects follow. First, lower import prices
usually harm the domestic producers of
import-competing goods (in the terminology of the
trade laws, the “like-product” industry). Second, they
aiso provide at least short-run gains to consumers
(including end users) in the home market. The
difficult question is the size of these gains and losses
and the possibility of long-run harm to consumers of
the product in guestion. Measuring the magnitude of
these effects depends on what the import price would
be in the absence of the distortionary policy.

If dumping is simply price discrimination, the
absence of  discrimipation is a  unified
(non-discriminatory) price. The non-discriminatory
price will lie somewhere between the foreign firm’s
domestic price and the home import price.
Determination of this price requires kmowing the
elasticities of demand and supply in the foreign firm’s
domestic market and the home import market, the
shape of cost curves, and the foreign firm’s
distbution of production between its domestic

15 There are redistributional elements to any subsidies;
they must be paid by others in the economy. Political
influences play a large role in identifying which sectors
are to be favored by subsidies and there is a large
economic literature dealing with this topic. For
references, see footnote 12.

16 Cournot and Bertrand games are common
alternatives to model a rivalrous ducpoly setdng in
modern industrial organization. For a further discussion,
see Tirole (1990), pp. 200-234.



market and exports.!” If dumping is cost-based, a
“fair” import price would be ar unit cost.!® If
dumping is viewed as predatory, the short-run
predatory import-price reduction will benefit
consumers and harm producers in the short mm. If
successful, home country firms will be driven out,
foreign firms will attain monopoly power, and
consumers must pay monopoly prices. If predation is
unsuccessful, both home and foreign firms will be
harmed, while consumers will have enjoyed lower
prices during the period of predation. Finally, the
price impacts of dumping are more ambiguous when
the possibility of strategic interactions among
oligopolistic firms in international competition are
taken into account.

Turning to subsidies, the price effects depend on
whether the subsidies in the foreign country are
applied only to exports, to all domestic production in
a particular industry, or to inputs utilized by that
industry. Diamond (1989, 1990) discusses the
economic underpinnings of countervailing duty law,
while Boltuck and Litan (1991) and Francois et al.
(1991) conclude that evaluation of these price impacts
requires knowledge or estimates of price elasticities of
demand and supply in both home and export markets,
substitutability among inputs, and input and output
shares.

The predicted effects .of dumped and subsidized
imports on industries upstream (input-providing) and
downstream (end wuser, or consumer) to the
like-product industry are straightforward. In general,
these related sectors are affected in opposite
directions: the upstream sectors are harmed along with
the like-product industry, while downstream sectors
benefit from lower prices.!® The magnimde of gains
or losses in these related sectors depends primarily on
the substitutability among inpuats and input and output
shares between upstream and downstream sectors.

Economists have relied mainly on simulation
models and, to a lesser extent, case studies to estimate
the economic cffects of dumping and subsidization.
Perhaps the most comprehensive empirical study of
dumping and subsidization to date is Morkre and
Kelly (1994). They use a computable partial
equilibrium (CPE) model to estimate the economic
effects of dumping and subsidization in 174 AD/CVD

17 This discussion is particularly important with
respect to the issue of pass-through in the case of
remedies, as discussed below.

18 Gee, several papers in Boltuck, Richard and Robert
Litan, eds. Down in the Dumps: Administration of Unfair
Laws, The Brookings Institution, Washington, DC, 1991.

19 These effects on related sectors from dumping and
subsidization may be reversed however, if dumping is
predatory and Jeads to higher prices in the futare.

cases in the United States from 1980 to 198820
Using final dumping margins calculated by
Commerce to mode] the price effect of dumping and
subsidization on import prices, their analysis begins
with parameter estimates that tend to overestimate
the effect of these unfair trade practices on the U.S.
domestic industry. These initial upperbound estimates
show domestic revenue falling by 10 percent or
greater in only 18 of the 174 cases they study. In 50
of the cases the drop in revenue exceeds 5 percent.

Morkre and Kelly extend their analysis by
examining the relationship between parameter values
(such as demand and supply elasticities) and the
magnitude of their estimated price and quantity
c es. They show that in their model: (1} higher
dumping/subsidy margins lead to larger reductions in
“like-product” demand when fairly-traded imports are
inelastic in supply and when demand for the general
product category is price-inelastic; (2) higher market
shares for unfairly-traded imports also imply greater
contraction in “like-product” demand; and (3)
increased substitutability between imports and the
like-product  implies greater  contraction in
like-product demand; and (4) distribution of the
decline in like-product demand between price and
quantity declines depends on the domestic price
elasticity of supply.?!

Morkre and Kelly only estimate price and quantity
effects of dumping and subsidization on the US.
domestic industry, but one advantage of simulation
models is that they can detail many other economic
effects at the same time. This is exemplified by
Murray and Rousslang (1989), who examine four
Commission cases and report changes in wages and
employment, in addition to domestic price and output
changes, due to unfair imports?2 Of the four cases,
they find the least harm to the domestic industry for
oil country tubular goods from Canada and -

20 Morkre and Kelly’s sample includes all AD and
CVD cases with a negative or affirnative Commission
final decision from 1980 to 1988 for which they had
adequate data on margins and market shares.

21 For relatively inelastic supply, most of the impact
will be felt in terms of price reductions, for relatively
elastic supply, price will be little-affected but domestic
shipments will fall substantially.

22 The four cases they examine are 1) certain brass
sheet and strip from Brazil and Korea, 2) certain
unfinished mirrors from Germany, Japan, Portugal, and the
United Kingdom, 3) candles from the People’s Republic
of China, and 4) oil country tubular goods from Canada
and Taiwan; Tecent cases at the time of the article.
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Taiwan.2324 They estimate the greatest harm comes
jn the case of certain unfinished mirrors from
Germany, Japan, Portugal, and the United Kingdom,
where prices fall by 1.2 to 9.8 percent, output falls
by 1.8 to 10.8 percent, and employment falls by 9.8
to 12.1 percent.

Huang et al. (1993) use =z different type of
simulation model to forecast econmomic effects of
dumped boneless beef from the European Union (EU)
on Canadian beef producers. Their model of 231
linked eccnometric equations allows estimation of the
effects of many variables within a consistent
framework, while at the same time generating
necessary parameter estimates internally through
econometric estimation. They find that an additional
22.000 tons of dumped “low-guality” beef onto the
eastemn Canadian market by the EU would lower the
wholesale price of cow carcasses by 1.6 percent, with
the retail price of low-quality beef decreasing by 0.8
percent. The techmical problem with their
methodology is that they estimate their equations via
ordinary least-squares (OLS), which may ignore
substantial simultaneity among variables.Z> In this
respect, partial and general equilibrium simulation
models have an advantage, since simultaneity is
modeled directly. Huang et al. also note that their
econometric-based  simulaton model requires
relatively large data and time requirements compared
with other methods of analysis.

Measurement of the Economic
Effects of Remedies

AD/CVD remedies are expected to raise unfairly
traded import prices. However, like the dumping and
subsidization practices they are intended to correct,
the magnitude of the remedies’ effect on import
prices, import quantities, and domestic like-product
shipments depends upon the elasticities of import

23 In this case, domestic prices of wbular goods fall
from 0.4 to 2.1 percent, output in the industry falls from
1.4 to 2.6 percent, industry wages fall from 1.7 to 3.5
percent, and its empioyment falls by 2.1 to 4.3 percent.

24 They give a range to account for uncertainty with
parameter estimates.

25 OLS techniques specify a dependent variable as a
function of exogenous, explanatory variables. However, if
the dependent variable is an important explanatory
variable for one or more of the exogenous variables or if
the dependent variable and one or more of the
“exogenous” variables are jointly determined by another
common exogenous variable, serious simultaneity
problems may arise and statistically bias the OLS
estimates.
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demand and supply and cross-price - elasticities of
demand (or altematively, the relevant elasticities of
substitution). An important issue with respect to
remedies in this regard is pass-through. When a
foreign firm’s product is assessed am ad valorem
duty, the foreign firm may not raise this duty-ridden
price by the full amount of the duty; i.e., there may
be only partial pass-through of the duty. This occurs
when the foreign firm has some degree of market
power. As discussed above, if the foreign firm is
price discriminating between its own domestic
market and exports to the home country, the price in
the foreign domestic market may be adjusted so that
only part of the duty is passed through to import
prices in the home country. In addition, Feenstra
(1989) shows that in an oligopoly setting, a foreign
firm with increasing marginal costs will not fully
pass-through an assessed duty.

Similar to estimating the effects of dumping and
subsidization, economists have relied on simulation
models to analyze the effects of AD/CVD remedies.
In addition, case studies and econometric analysis
have been used to analyze AD/CVD remedies. In CPE
models, the relationship between the estimated effects
of dumping and subsidization versus the effect of the
remedy is directly related to the issue of pass-through.
In the case of full pass-through, the remedy will
exactly offset dumping and/or subsidization; i.c., the
estimated effects of the remedy is of opposite sign,
but exact magnitude, of the estimated effects of the
unfair trade practices. This is true in general with the
CPE analysis of Morkre and Kelly discussed above.
However, for the five cases they estimate the effects
of dumping and subsidization (or remedy) assuming
partial pass-through and find that the estimated injury
(or relief) to the domestic industry is smaller.26

One limitation of the CPE models discussed above
is that they do not estimate the economic effects of
AD/CVD remedies on upsiream and downstream
industries, since they model only the sector subject to
an AD/CVD investigation (hence, the term “partial”).
While little empirical work has been dope in this
regard with respect to AD or CVD remedies, Mendez
(1986) uses input-output analysis to find fairly large
short-run trade and employment effects of the steel
VERs negotiated in the mid-1980s on stecl-using

26 Morkre and Kelly contend that full pass-through is
an “extreme assumption” for most goods. However, they
employ this assumption since it conforms with the rest of
their analysis in providing an initial upperbound estimate
of the effect of dumping and subsidization. Deriving an
upperbound estimate is crucial to the point of their paper,
since they conclude that estimated injury to the U.S.
domestic industry from unfair trade practices is small in
most cases, even when using upperbound estimates.



