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UNITED STATES INTERNATIONAL TRADE COMMISSION

Investigation No. 731-TA-744 (Final)

CERTAIN BRAKE DRUMS AND ROTORS FROM CHINA

DETERMINATIONS

On the basis of the record' developed in the subject investigation, the United States
International Trade Commission determines, pursuant to section 735(b) of the Tariff Act of 1930 (19
U.S.C. § 1673d(b)) (the Act), that an industry in the United States is not materially injured or
threatened with material injury, and the establishment of an industry in the United States is not
materially retarded by reason of imports from China of certain brake drums that have been found by
the Department of Commerce to be sold in the United States at less than fair value (LTFV). The
Commission also determines,’ pursuant to section 735(b) of the Act (19 U.S.C. § 1673d(b)), that an
industry in the United States is materially injured by reason of imports from China of certain brake
rotors that have been found by the Department of Commerce to be sold in the United States at LTFV.
The Commission, with respect to imports of certain brake rotors and pursuant to section 735(b)(4)(A)
of the Act (19 U.S.C. § 1673d(b)4XA)), makes a negative determination regarding critical
circumstances. Both certain brake drums and rotors are provided for in subheading 8708.39.50 of the
Harmonized Tariff Schedule of the United States.?

! The record is defined in sec. 207.2(f) of the Commission’s Rules of Practice and Procedure (19 CFR § 207.2(f)).
? Commissioner Carol T. Crawford dissenting,

* For purposes of this investigation, the subject brake drums are defined by Commerce as being made of:

“gray cast iron, whether finished, semifinished, or unfinished, ranging in diameter from 8 to 16
inches (20.32 to 40.64 centimeters) and in weight from 8 to 45 pounds (3.63 to 20.41 kilograms).
The size parameters (weight and dimension) of the brake drums limit their use to the following
types of motor vehicles: automobiles, all-terrain vehicles, vans and recreational vehicles under
‘one ton and a half,” and light trucks designated as ‘one ton and a half’

Finished brake drums are those that are ready for sale and installation without any further
operations. Semifinished drums are those on which the surface is not entirely smooth, and has
undergone some drilling. Unfinished drums are those which have undergone some grinding or
turning.

These brake drums are for motor vehicles, and do not contain in the casting a logo of an
original equipment manufacturer (OEM) which produces vehicles sold in the United States (e.g.,
General Motors, Ford, Chrysler, Honda, Toyota, Volvo). Brake drums covered in this
investigation are not certified by OEM producers of vehicles sold in the United States. The scope
also includes composite brake drums that are made of gray cast iron, which contain a steel plate,
but otherwise meet the above criteria.”

The subject brake rotors are defined by Commerce as being made of:

“gray cast iron, whether finished, semifinished, or unfinished, ranging in diameter from 8 to 16
inches (20.32 to 40.64 centimeters) and in weight from 8 to 45 pounds (3.63 to 20.41 kilograms).
The size parameters (weight and dimension) of the brake rotors limit their use to the following
types of motor vehicles: automobiles, all-terrain vehicles, vans and recreational vehicles under
‘one ton and a half;’ and light trucks designated as ‘one ton and a half’’

(continued...)



BACKGROUND

The Commission instituted this investigation effective March 7, 1996, following receipt of a
petition filed with the Commission and the Department of Commerce by counsel for the Coalition for
the Preservation of American Brake Drum & Rotor Aftermarket Manufacturers. The final phase of
the investigation was scheduled by the Commission following notification of a preliminary
determination by the Department of Commerce that imports of certain brake drums and rotors from
China were being sold at LTFV within the meaning of section 733(b) of the Act (19 U.S.C.

§ 1673b(b)). Notice of the scheduling of the Commission’s investigation and of a public hearing to be
held in connection therewith was given by posting copies of the notice in the Office of the Secretary,
U.S. International Trade Commission, Washington, DC, and by publishing the notice in the Federal
Register of November 6, 1996 (61 FR 57449). The hearing was held in Washington, DC, on

February 28, 1997, and all persons who requested the opportunity were permitted to appear in person
or by counsel.

3 (...continued)

Finished brake rotors are those that are ready for sale and installation without any further
operations. Semifinished rotors are those on which the surface is not entirely smooth, and has
undergone some drilling. Unfinished rotors are those which have undergone some grinding or
turning.

These brake rotors are for motor vehicles, and do not contain in the casting a logo of an

original equipment manufacturer (OEM) which produces vehicles sold in the United States (e.g.,

General Motors, Ford, Chrysler, Honda, Toyota, Volvo). Brake rotors covered in this

investigation are not certified by OEM producers of vehicles sold in the United States. The scope

also includes composite brake rotors that are made of gray cast iron, which contain a steel plate,

but otherwise meet the above criteria.”

* The members of the Coalition for the Preservation of American Brake Drum & Rotor Aftermarket Manufacturers

consist of Brake Parts, Inc., McHenry, IL; Kinetic Parts Manufacturing, Inc., Harbor City, CA; Iroquois Tool
Systems, Inc., North East, PA; and Wagner Brake Corp., St. Louis, MO.



VIEWS OF THE COMMISSION

Based on the record in this investigation, we determine that an industry in the United States is
materially injured by reason of imports of certain brake rotors from China that have been found by the
Department of Commerce (“Commerce”) to be sold in the United States at less than fair value (“LTFV™).!
We make a negative critical circumstances determination with respect to subject rotor imports from
China. We further determine that an industry in the United States is not materially injured or threatened
with material injury by reason of imports of certain brake drums from China that have been found by
Commerce to be sold in the United States at LTFV.?

L DOMESTIC LIKE PRODUCT AND INDUSTRY

A. In General

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

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

! Commissioner Crawford determines that an industry in the United States is neither materially injured nor
threatened with material injury by reason of imports of certain brake rotors from China that have been found by
Commerce to be sold in the United States at LTFV. See Dissenting Views of Commissioner Crawford. She joins
sections I, I, V, and VI of these Views.

? Whether the establishment of this industry in the United States is materially retarded is not an issue in this
investigation.

*19 U.S.C. § 1677(4)(A).

‘Id.

*19U.S.C. § 1677(10).

¢ See, e.g., Nippon Steel Corp. v. United States, Slip Op. 95-57 at 11 (Ct. Int’l Trade Apr. 3, 1995). The
Commission generally considers a number of factors including: (1) physical characteristics and uses; (2)
interchangeability; (3) channels of distribution; (4) customer and producer perceptions of the products; (5) common
manufacturing facilities, production processes and production employees; and, where appropriate, (6) price. See id.
atn.4, 18; Timken Co. v. United States, 913 F. Supp. 580, 584 (Ct. Int’l Trade 1996).

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

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




must accept the determination of Commerce as to the scope of the imported merchandise sold at LTFV,
the Commission determines what domestic product is like the imported articles Commerce has identified.’

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

The second class or kind consists of brake drums from China, whether finished, semifinished, or
unfinished, ranging in diameter from 8 to 16 inches and in weight from 8 to 45 pounds. Brake drums
within the scope do not contain in the casting a logo of an OEM which produces vehicles sold in the
United States. These brake drums are not certified by such OEM producers.”?> This opinion will refer to

brake drums meeting the specifications of the scope definition as to weight, dimension, and lack of OEM
certification as “aftermarket drums.”

B. Domestic Like Product Issues

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

explained below, we determine that there are two domestic like products: aftermarket rotors and
aftermarket drums.

1. Rotors and Drums as Distinct Domestic Like Products

In the preliminary determination, the Commission found that brake rotors and brake
drums should be treated as distinct domestic like products because rotors and drums do not operate in the
same manner, are physically different, are not interchangeable, and are perceived differently by
producers.” The record in this phase of the investigation concerning the distinctions between rotors and
drums is the same as that in the preliminary phase, and no party disputes that brake rotors and brake
drums should be treated as distinct domestic like products.” Accordingly, we find that brake rotors and
brake drums are separate domestic like products.

® Hosiden Corp. v. Advanced Display Manufacturers, 85 F.3d 1561, 1567-68 (Fed. Cir. 1996) (Commission may
find a single like product corresponding to several different classes or kinds defined by Commerce); Torrington, 747
F. Supp. at 748-752 (affirming Commission determination of six like products in investigations where Commerce
found five classes or kinds).

19 See 19 U.S.C. § 1677(25).

' 62 Fed. Reg. 9160, 9161 (Feb. 28, 1997). Those brake rotors within the scope are used in automobiles, all-
terrain vehicles, vans and recreational vehicles under one and one-half tons, and light trucks designated as one and
one-half tons. Id.

" 1262 Fed. Reg. at 9160-61. Those brake drums within the scope are used in automobiles, all-terrain vehicles, vans
and recreational vehicles under one and one-half tons, and light trucks designated as one and one-half tons. Id.

** Certain Brake Drums and Rotors from China, Inv. No. 731-TA-744 (Preliminary), USITC Pub. 2957 at 5 (April
1996) (“Preliminary Determination”).

' See Confidential Report (CR) at I-5-6, Public Report (PR) at 1-4-6.
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2. Whether OEM Rotors and OEM Drums Should Be Included
within the Respective Domestic Like Products

The parties have treated rotors and drums collectively in their arguments concerning whether the
domestic like products should include OEM products. In other words, the parties argue that the same
factors that either distinguish or fail to distinguish OEM rotors from aftermarket rotors also distinguish or
fail to distinguish OEM drums from aftermarket drums. Hence, in the discussion below we, like the
parties, will generally discuss rotors and drums collectively.

a. Physical Characteristics and End Uses

There are some differences in physical characteristics between an OEM brake rotor or drum and
its aftermarket counterpart. These stem mainly from the fact that OEM products are required to satisfy
certification standards, such as the QS-9000 standards, while aftermarket products are not."*
Consequently, balance and brake surface run-out tolerances, finishes, metallurgical composition, and
structural and design specifications are typically different for OEM rotors and drums, on the one hand,
and aftermarket rotors and drums, on the other.® Nevertheless, an aftermarket rotor or drum and its
OEM counterpart have the same end use. A brake rotor or drum, whether OEM or aftermarket, is a
component of a motor vehicle’s braking mechanism. Aftermarket manufacturers are required to maintain
arequired level of fit, finish, and function so that the aftermarket rotor or drum can in fact function as a
replacement for a vehicle’s original equipment.!’

b. Interchangeability

An aftermarket rotor or drum cannot be substituted for its OEM counterpart for installation in
original equipment. OEMs require that their suppliers meet specific certification and testing requirements
which aftermarket drums or rotors do not satisfy.”* The available information in the record indicates that
an overwhelming majority of OEM brake rotors and drums are used for installation on original
equipment.'” Additionally, an aftermarket drum or rotor cannot be substituted for OEM equipment for
replacement work done under warranty.?’

Theoretically, either an OEM drum or rotor or an aftermarket drum or rotor could be used for
replacement work not done under warranty. The record indicates, however, that use of OEM products for
nonwarranty work is very infrequent.*! Only one firm that responded to the Commission’s purchaser

!> See CR at I-6, PR at I-6.

' CR at I-6, PR at I-5-6.

'7 See CR at I-7, PR at I-6; Tr. at 67 (LaVarra) (“It’s got to basically stop the car.”). Petitioner’s witness
acknowledged that the physical distinctions between an OEM or aftermarket rotor or drum would not be discernible
to the typical end user. Tr. at 78 (LaVarra).

'® Tr. at 27-28 (LaVarra), 30-33 (Ihm).

1 See, e.g., *** Questionnaire Responses.

» Tr. at 95 (Thm, Breslow).

# Respondent California Drum and Rotor provided no probative evidence or testimony to support its argument that
OEM and aftermarket rotors and drums are in fact substitute products in the nonwarranty replacement market.
California Drum and Rotor relied principally on newspaper articles it submitted during the preliminary phase of the
investigation describing consumer advertising campaigns run by OEMs to support its argument. We observed in the
preliminary determination, however, that these materials were of limited probative value because they did not speak

(continued...)



questionnaire reported installing OEM brake rotors and drums in vehicles not under warranty, and that
firm said that installation of OEM equipment accounted for only a “very small percent[age]” of its
nonwarranty service.? Additionally, a majority of purchasers indicated in their questionnaire responses
that no other products could be substituted for aftermarket brake rotors and drums in their end uses.”? An
official of an auto parts distributor testified at the hearing that the auto parts stores to which he sells have
no interest in obtaining OEM rotors and drums.?*

c. Channels of Distribution

Distinct channels of distribution exist for OEM brake rotors and drums, on the one hand, and
aftermarket brake rotors and drums, on the other. OEM brake rotors and drums installed on original
equipment are sold to “Tier One” automotive suppliers for the production of brake assemblies or directly
to the major motor vehicle manufacturers. OEM brake rotors and drums that are to be installed as
replacement parts - such as for work done under warranty -- are sold primarily through licensed parts
distributors and automotive dealerships.”

Aftermarket brake rotor and drum manufacturers, by contrast, generally sell their products to
warehouse distributors, which sell in turn to jobbers. The jobbers wholesale the brake rotors and drums to
service stations and retail brake outlets.”

Respondents acknowledge that these distinct channels of distribution exist in form, but contend
that in practice there is significant overlap in the distribution of OEM and aftermarket rotors and drums.
Respondents’ assertions, however, are not corroborated by the record. First, as previously stated, the
predominant proportion of OEM brake rotors and drums is used for installation in original equipment, and
there is no overlap in distribution for such items. Second, the distributors that handle OEM brake drums
or rotors are generally distinct from the distributors that handle aftermarket drums or rotors.?” Third, the
available data indicate that the use of OEM products for nonwarranty work at service stations and retail
brake outlets is rare.

2 (...continued)
to the precise like product distinctions at issue in this investigation and in many instances did not specifically pertain
to brake drums or rotors. See Preliminary Determination at 6 n.30. California Drum and Rotor has provided no
evidence that would indicate that actual competition exists between OEM and aftermarket rotors or drums for
nonwarranty work.

ZCRatI-12 & n.56, PR at I-10.

ZCRatl-12n.57, PR at I-10.

2 Tr. at 56-57 (Lee).

® CRat1-11-12, PR at I-8-10.

% CR at1-10-11, PR at I-8-9.

¥ CR atI-12 n.53, PR at I-9. Distributors who handle aftermarket brake rotors and drums testified at the hearing
that their businesses do not carry OEM products. Tr. at 51 (Byrne), 56 (Lee). In certain circumstances, rotors or
drums that do not satisfy OEM specifications may be distributed in the “OEM” channel of distribution through motor
vehicle manufacturers or dealers. Questionnaire responses indicate, however, that only a negligible proportion of
production of aftermarket rotors or drums is distributed in this manner. CR at I-9, PR at I-7-8; see also CR at I-10
n.46, 1-12 n.54, PR at I-8, I-9.

ZCRatl-12 & n.56, PR at I-10. Moreover, the retail outlet must purchase the OEM rotor or drum from a

licensed part distributor or dealer to perform such work. No purchasers reported inventorying both OEM and
aftermarket rotors and drums. CR atI-12, PR at I-9-10.



d. Production Processes, Facilities, and Employees

The basic production steps for both OEM and aftermarket rotors and drums involve casting and
machining. OEM brake rotors and drums require additional procedures that aftermarket rotors and drums
do not, such as turning, painting, and inspection of major characteristics.”

The overwhelming proportion of OEM rotors and drums, on the one hand, and aftermarket rotors
and drums, on the other, are produced at separate facilities using distinct types of production equipment.
Production of aftermarket brake rotors or drums is typically undertaken in stand-alone “cells” that
produce a finished part ready for shipment.** OEM rotors and drums are not produced in any facility
devoted principally to the production of aftermarket rotors and drums.**

By contrast, OEM brake rotors and drums are typically produced in assembly line operations.
Because OEM brake rotors and drums are produced to stricter specifications than aftermarket products,
OEM production facilities contain specialized equipment that would not be found in aftermarket
production facilities.”> Although some manufacturers of OEM brake rotors and drums report production
of aftermarket rotors and drums at their facilities, this production typically consists of product which was
originally intended for the OEM market but failed to meet OEM specifications, and appears to constitute
a very small proportion of total production at the OEM manufacturers’ facilities.®

e. Customer and Producer Perceptions

The record indicates that both OEM and aftermarket producers perceive OEM brake rotors and
drums to be distinct from their aftermarket counterparts. Witnesses for the petitioning firms testified that
they believe that OEM rotors and drums, on the one hand, and aftermarket rotors and drums, on the other,
are distinct products serving separate markets.** Similarly, a representative of a producer of OEM brake
rotors and drums testified that his firm did not attempt to compete with aftermarket products and saw the
OEM market and the aftermarket as distinct.*> Marketing literature that brake rotor and drum
manufacturers prepare in the ordinary course of business also references distinctions between OEM and
aftermarket products.®

¥ CRatI-14-15, PR atI-11-12.

% A single cell will typically produce 17 to 20 pieces per hour, and a typical production run would encompass
between 200 to 10,000 pieces. Machinery within a particular cell will be changed over as many as 20 times a year to
produce different models; changeover time is three to five hours. Tr. at 27 (LaVarra).

31 See Table I11-2, CR at ITI-5, PR at I114.

2 OEM production operations generally consist of seven to ten pieces of equipment, each dedicated to a specific
phase of production. CR atI-15-16, PR at I-11-12. Output from an assembly line is typically 600 to 700 pieces per
hour; it takes seven to 21 days to change production on a line from one model to another. Tr. at 27 (LaVarra).

% See Table I1I-2, CR at I1I-5, PR at I1I-4; Tr. at 94 (Thm).

3 Tr. at 24-25 (LaVarra), 191-92 (Breslow).

35 Tr. at 34 (Thm).

3 Wagner product brochures; Petitioner’s Postconference Brief, ex. 5; Automotive Marketing at 3 (Mar. 1997)
(AC Delco advertisement).



Customers also perceive distinctions between OEM and aftermarket rotors and drums.>” A
representative of a producer of OEM brake rotors and drums testified that OEMs are aware of the
distinctions between OEM and aftermarket products.®® This is corroborated by the existence of OEM
certification programs. Representatives of distributors also testified that they perceived OEM and
aftermarket brake rotors and drums as distinct products.”

f. Price

The record does not contain “head-to-head” pricing comparisons of any particular OEM rotor or
drum with its aftermarket counterpart.* Nevertheless, producers, importers, and purchasers consistently
described OEM brake rotors or drums as more expensive than their aftermarket counterparts.*

g. Conclusion

In the preliminary determination, we determined not to define the domestic like products to
encompass OEM brake rotors or drums. We stated that while an OEM brake rotor or drum and its
aftermarket counterpart “are physically very similar . . . and perform the same function in the same
manner in a particular motor vehicle,” there were still clear distinctions in channels of distribution,

production processes and facilities, and producer and customer perceptions between the pertinent OEM
and aftermarket products.

We believe that the more extensive record compiled in the final phase of this investigation
supports the same conclusion. Although the physical distinctions between OEM drums or rotors and their
aftermarket counterparts are minimal, and all brake drums or brake rotors are devoted to essentially the
same end use, any overlap that exists between the OEM and aftermarket products at issue is quite small in
other respects pertinent to domestic like product analysis. Aftermarket and OEM rotors and drums are
not interchangeable for use on original equipment or for warranty work and appear to compete only
minimally for use in nonwarranty work. Channels of distribution are overwhelmingly distinct.

%" In evaluating customer perceptions in this investigation, we have relied primarily on the perceptions of those
customers who purchase products from the manufacturers, rather than the perceptions of the ultimate end-users --
individual car owners. The Commission has in prior investigations taken into account consumer perceptions in its
domestic like product analysis, when the product is one the consumer purchases directly “off the shelf” at the retail
level. See, e.g., Certain Pasta from Italy and Turkey, Inv. Nos. 701-TA-365-366, 731-TA-734-735 (Final), USITC
Pub. 2977 at 10-11 (July 1996); Bicycles from China, Inv. No. 731-TA-731 (Final), USITC Pub. 2968 at 6 (July
1996); Fresh Cut Roses from Colombia and Ecuador, Inv. Nos. 731-TA-684-685 (Final), USITC Pub. 2862 at I-7
(March 1995). Car owners, however, generally do not purchase brake drums or rotors “off the shelf.” Instead, they
typically purchase the service of having a replacement drum or rotor installed. See Conference Tr. at 62-63
(Breslow). For this reason, the producers of aftermarket rotors and drums target their marketing campaigns at the
installer and not at the car owner. CR at I-10, PR at I-8. In such circumstances, we believe that perceptions of car
owners are of less probative value than are the perceptions of producers and their customers, the distributors or
OEMs, in ascertaining distinctions between the types of brake rotors and drums at issue. Moreover, to the extent
that such perceptions are relevant, the record contains no probative information concerning whether or why car
owners prefer to use OEM or non-OEM drums and rotors.

% Tr. at 60 (Thm).

* Tr. at 51 (Bryne), 57 (Lee) (aftermarket and OEM brake rotor “substantially different”).

“ Commission staff requested producers and purchasers to provide retail price differences between comparable
OEM and aftermarket rotors and drums. None of the six responding producers or 23 responding importers provided
the requested information. CR at II-5 n.19, PR at II-3.

“ CR atI-17, PR at I-12-13; Tr. at 56 (Lee).




Production processes and facilities are, except in isolated exceptions, different. The evidence indicates

that producers and their immediate customers perceive distinctions between OEM and aftermarket
products.*

In conclusion, we believe the record indicates that OEM rotors or drums, on the one hand, and
aftermarket rotors or drums, on the other, are different products made by different manufacturers serving
different markets, notwithstanding their physical similarities. We accordingly find that there are two
domestic like products for purposes of our final determination. The first domestic like product consists of
aftermarket brake rotors and the second like product consists of aftermarket brake drums.*

C. Industry and Related Parties

In considering the effect of the subject imports on a domestic industry, the Commission’s general
practice has been to include all domestic production, whether toll-produced, captively consumed, or sold
in the merchant market.* Based on our definitions of the domestic like products, there are two domestic
industries in this investigation. The first consists of domestic producers of aftermarket brake rotors. The
second consists of domestic producers of aftermarket brake drums.

We must further determine whether certain producers of the domestic like products should be
excluded from the respective domestic industries as related parties. The related parties provision allows
for the exclusion of certain domestic producers from the domestic industry for the purposes of an injury
determination. The Commission must first determine whether a domestic producer meets the definition of
arelated party.*® If it does, then the Commission may exclude that producer from the domestic industry

“2 The magnitude in distinctions in customer bases, channels of distribution, production processes, and perceptions
between the pertinent aftermarket and OEM products differentiate this investigation from the one on which
respondents principally rely, Bicycles from China, Inv. No. 731-TA-731 (Final), USITC Pub. 2968 (July 1996).
There the Commission found “similar production processes, [a] significant overlap of customers across channels of
distribution, and in third channels of distribution reflecting sales to independent sporting goods stores and discount
warehouses, and in the overlapping prices of the two bicycles.” Id. at 6. All these factors are absent here. Moreover,
domestic like product determinations are sui generis and depend on the unique facts of each case. Nippon Steel
Corp., Slip Op. 95-57 at 11.

“ The imported articles subject to investigation include “unfinished” and “semifinished” rotors and drums. 62 Fed.
Reg. at 9160-61. We include the unfinished and semifinished rotors and drums in the same domestic like products
as the finished products for the reasons stated in the preliminary determination. Preliminary Determination at 9 n.48.

“ 19 U.S.C. § 1677(4)(A); see, e.g., United States Steel Group v. United States, 873 F. Supp. 673, 682-83 (Ct. Int’l
Trade 1994), aff’d, 96 F.2d 1352 (Fed. Cir. 1996).

“ The term “related parties” is defined at 19 U.S.C. § 1677(4)(B) in terms of direct or indirect control or
importation of the subject merchandise.



if “appropriate circumstances” exist.* Exclusion of a related party is within the Commission's discretion
based upon the facts presented in each case.”’

Aftermarket Rotor Industry. Two domestic producers of aftermarket brake rotors, AlliedSignal
and Kinetic Parts Manufacturing, Inc. (“Kinetic”), imported subject rotors from China during the period
of investigation.* Consequently, AlliedSignal and Kinetic are related parties with respect to the
aftermarket rotor industry.” We determine that a third producer of aftermarket rotors, ITT Automotive
(“ITT”), is also a related party because it *** .5

We determine that appropriate circumstances do not exist to exclude ITT or Kinetic from the
aftermarket rotor industry. Although the imports or purchases from China of each of these firms ***
relative to domestic production, importation is a common practice in the domestic aftermarket rotor
industry, and each firm also maintains a significant domestic production presence.”’ Moreover, ITT and
Kinetic’s importation activities did not cause their financial performance on their domestic production to
benefit vis a vis the domestic aftermarket rotor producers that did not import subject rotors from China.”
AlliedSignal, by contrast, is predominantly a producer of OEM brake rotors. Its production of

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

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

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

A3) the position of the related producer vis-a-vis the rest of the industry, i.e., whether
inclusion or exclusion of the related party will skew the data for the rest of the industry.

See, e.g., Torrington Co. v. United States, 790 F. Supp. 1161 (Ct. Int'l Trade 1992), aff'd without opinion, 991 F.2d
809 (Fed. Cir. 1993). The Commission has also considered the ratio of import shipments to U.S. production for
related producers and whether the primary interest of the related producer lies in domestic production or importation.
See, e.g., Sebacic Acid from the People's Republic of China, Inv. No. 731-TA-653 (Final), USITC Pub. 2793 at I-7-8
(July 1994).

47 See Torrington Co. v. United States, 790 F. Supp. at 1168.

“ Table I11-3, CR at I11-8-9, PR at III-6.

“ Additionally, Kinetic and Autospecialty, an importer of Chinese rotors, are currently under the common
ownership of Lucas Varity, a British company. Tr. at 40 (Breslow); CR at I1I-2, PR at I1I-1. The common control of
Kinetic and Autospecialty by Lucas Varity also serves to make Kinetic a related party. See 19 U.S.C. §
1677(4)(B)(ii)(11I).

0#** CRatIll-10 n.19, IV-2 n.3, PR at I1I-6, IV-1. In previous investigations - including the preliminary
determination in this investigation - the Commission has concluded that a domestic producer that does not itself
import subject merchandise, or does not share a corporate affiliation with an importer, may nonetheless be deemed a
related party if it controls large volumes of imports. The Commission has found such control to exist where the
domestic producer was responsible for a predominant proportion of an importer’s purchases and the importer’s
purchases were substantial. See Preliminary Determination at 11 n.55; Certain Special Quality Carbon and Alloy
Hot-Rolled Steel Bars and Rods and Semifinished Products from Brazil, Inv. No. 731-TA-572 (Final), USITC Pub.
2662 at 18-19 (July 1993); Certain Carbon Steel Butt-Weld Pipe Fittings from China and Thailand, Inv. Nos. 731-
TA-520-521 (Final), USITC Pub. 2528 at 12-13 (June 1992).

5! Tables I1I-2, I1I-3, CR at III-5, I11-8-9, PR at I1I-4, I11-6.

52 See Table VI-4, CR at VI-6, PR at VI-5.
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aftermarket brake rotors is insubstantial and is overwhelmed by its importation of such articles from
China.*® We have accordingly excluded AlliedSignal from the domestic aftermarket rotor industry on the
grounds that its primary interest lies in importation.

Aftermarket Drum Industry. One domestic producer of aftermarket brake drums, AlliedSignal,
imported subject brake drums during the period of investigation.** Hence AlliedSignal is a related party
with respect to the aftermarket drum industry.

AlliedSignal’s domestic production of aftermarket brake drums is insubstantial and is far smaller
than the quantity of subject brake drums it imports from China.®® Accordingly, we determine that
appropriate circumstances exist to exclude AlliedSignal from the domestic aftermarket drum industry.

IL CONDITION OF THE DOMESTIC INDUSTRIES

In assessing whether a domestic industry is materially injured or threatened with material injury
by reason of LTFV imports, we consider all relevant economic factors that bear on the state of the
industry in the United States.*® These factors include output, sales, inventories, capacity utilization,
market share, employment, wages, productivity, profits, cash flow, return on investment, ability to raise
capital, and research and development. No single factor is dispositive and all relevant factors are
considered “within the context of the business cycle and conditions of competition that are distinctive to
the affected industry.””’

Certain conditions of competition are pertinent to our analysis of the domestic aftermarket rotor
and aftermarket drum industries. Except as noted, these conditions are applicable to each industry.

All parties agree that demand in the United States for both aftermarket drums and aftermarket
rotors has increased in recent years and will continue to increase in the future. The reasons for this
increased demand include increased number of vehicles on the road, and decreased life spans for both
drums and rotors, which are now made of lighter materials and must be replaced rather than refinished.*®
The parties also agree that demand for aftermarket brake rotors has increased because a greater proportion
of new cars now feature disc brakes on all four wheels.”

A. The Aftermarket Rotor Industry

Apparent U.S. consumption of aftermarket rotors increased throughout the period of
investigation, which encompasses the period January 1993 through September 1996. Measured by
quantity, apparent U.S. consumption of aftermarket rotors rose from 19.9 million units in 1993 to 28.0
million units in 1995, a 40.6 percent increase. Apparent consumption measured by quantity during the
first three quarters of 1996 (“interim 1996”) was 22.8 million units, 10.9 percent higher than the apparent
consumption of 20.6 million units during the first three quarters of 1995 (“interim 1995”). Measured by

% Tables I11-2, I1I-3, CR at III-5, I1I-8-9, PR at I1I-4, I1I-6.

3 Table I1I-3, CR at I1I-8-9, PR at I1I-6.

% Tables I1I-2, I1I-3, CR at III-5, I1I-8-9, PR at I1I-4, I1I-6.

%19 U.S.C. § 1677(7)(C)(iii).

57 ]d.

%% See Tr. at 37 (Breslow), 68 (Painter), 123 (York), 131 (Ende), 193-94 (Breslow).
% See Tr. at 87-88 (Painter), 131 (Ende).

11



value, apparent consumption rose from $268.3 million in 1993 to $336.2 million in 1995, an increase of
25.3 percent. Interim 1996 apparent consumption of $292.9 million was 15.5 percent higher than interim
1995 apparent consumption of $253.5 million.®

The domestic industry’s U.S. shipments also increased throughout the period of investigation.
Measured by quantity, U.S. shipments rose from 8.1 million units in 1993 to 9.8 million units in 1995, an
increase of 21.5 percent. The 8.3 million units of U.S. shipments during interim 1996 was 10.4 percent
- higher than the 7.6 million units shipped during interim 1995. Measured by value, U.S. shipments
increased from $128.9 million in 1993 to $154.0 million in 1995, a rise of 19.5 percent. The value of

U.S. shipments during interim 1996, $135.9 million, was 14.2 percent greater than the value during
interim 1995, $119.0 million.*!

Because shipments did not increase as rapidly as consumption, the domestic aftermarket rotor
industry’s market share declined throughout the period of investigation. Measured by quantity, the
industry’s market share declined from 40.5 percent in 1993 to 35.0 percent in 1995. Interim 1996 market
share of 36.6 percent was lower than interim 1995 market share of 36.7 percent.*

Production increased from 9.2 million units in 1993 to 10.9 million units in 1994, and then
declined to 10.7 million units in 1995; the increase from 1993 to 1995 was 17.1 percent. Interim 1996
production was 7.9 million units, which was 0.8 percent lower than the 8.0 million units produced in
interim 1995. Capacity increased throughout the period of investigation, rising from 9.5 million units in
1993 to 12.4 million units in 1994 and 13.0 million units in 1995, an increase of 36.7 percent from 1993
to 1995. Interim 1996 capacity of 10.4 million units was 6.5 percent greater than interim 1995 capacity of
9.8 million units. Capacity utilization fell from 96.3 percent in 1993 to 87.8 percent in 1994 and to 82.5

percent in 1995. Interim 1996 capacity utilization of 75.8 percent was lower than interim 1995 capacity
utilization of 81.4 percent.®®

Inventories increased from 1.3 million units in 1993 to 2.2 million units in 1995, an increase of
68.8 percent. Inventories were 13.8 percent lower in interim 1996, at 1.9 million units, than in interim
1995, at 2.2 million units. The ratio of inventories to U.S. shipments rose from 16.4 percent in 1993 to

22.7 percent in 1995, but was lower in interim 1996, at 16.9 percent, than in interim 1995, at 21.7
percent.®

The number of production and related workers increased from 814 in 1993 to 934 in 1994, and
then declined slightly to 931 in 1995, an overall increase of 14.4 percent from 1993 to 1995. The number
of production and related workers in interim 1996, 884, was 4.5 percent lower than the 926 workers in
interim 1995. Hours worked increased from 1.7 million in 1993 to 2.0 million in 1994, and then fell to
1.9 million in 1995, an overall increase of 12.2 percent from 1993 to 1995. The 1.38 million hours
worked in interim 1996 were 5.0 percent fewer than the 1.45 million hours worked in interim 1996.

% Table IV-4, CR at IV-12, PR at IV-9.
$! Table I1I-6, CR at ITI-17, PR at ITI-9.
2 Table IV-1, CR at IV-4, PR at IV-3.

% Table I1I-4, CR at I1I-13, PR at ITI-8.
* Table III-7, CR at I1I-18, PR at ITI-10.
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Hourly wages declined from $13.94 in 1993 to $13.57 in 1994, and then rose to $13.82 in 1995. Hourly
wages were $13.69 in interim 1996, ten cents lower than in interim 1995.%

Reflecting increases in shipments, the aftermarket rotor industry’s sales revenues rose during
each year of the period of investigation. Sales revenues increased from $152.5 million in 1993 to $182.1
million in 1995, an increase of 19.4 percent; interim 1996 revenues of $147.2 million were 14.4 percent
higher than interim 1995 revenues of $128.7 million. Average unit sales values were lower in either 1994
or 1995 than in 1993, and were higher in interim 1996 than in interim 1995. Costs of goods sold (COGS)
increased by 26.2 percent, from $110.6 million to $139.6 million, from 1993 to 1995, and were 10.8
percent higher in interim 1996, at $109.1 million, than in interim 1995, at $98.5 million. Average unit
COGS values increased throughout the period of investigation.®

Operating income declined from $13.3 million in 1993 to $8.5 million in 1994, and then
increased to $9.8 million in 1995. Interim 1996 operating income of $10.4 million was higher than
interim 1995 operating income of $6.3 million. Operating income as a percentage of sales declined from
8.7 percent in 1993 to 5.0 percent in 1994, and then rose to 5.4 percent in 1995. The operating income
margin was higher in interim 1996 (7.1 percent) than in interim 1995 (4.9 percent).’’

Capital expenditures showed very large annual fluctuations during the period of investigation.*®
Those producers that reported research and development expenditures showed increases during the period
of investigation.%® ™

B. The Aftermarket Drum Industry

Apparent U.S. consumption of aftermarket brake drums increased throughout the period of
investigation. Measured by quantity, apparent U.S. consumption rose from 3.5 million drums in 1993 to
5.4 million drums in 1995, an increase of 55.0 percent; apparent U.S. consumption of 4.5 million drums
in interim 1996 was 7.9 percent higher than apparent consumption of 4.2 million drums in interim 1995.
Measured by value, apparent U.S. consumption increased by 43.4 percent, from $52.9 million to $75.9
million, from 1993 to 1995; the value of apparent consumption during interim 1996, $62.9 million, was
7.5 percent higher than the interim 1995 value of $58.5 million.”

The domestic industry’s U.S. shipments also increased from 1993 to 1995, but were lower in
interim 1996 than in interim 1995. U.S. shipments rose from 1.8 million drums in 1993 to 2.7 million
drums in 1995, an increase of 47.1 percent; interim 1996 U.S. shipments of 2.0 million drums were 4.4

% Table I1I-8, CR at ITI-19, PR at I1I-11.

% Table VI-3, CR at VI-5, PR at VI-4.

" Table VI-3, CR at VI-5, PR at VI-4.

% Capital expenditures rose from *** to *** an increase of *** percent, from 1993 to 1994, and then fell to *** in
1995, a decline of *** percent from the 1994 level. Capital expenditures of *** in interim 1996 were *** percent
lower than expenditures of *** in interim 1995. Table VI-7, PR at VI-10, CR at VI-6. The *** increase during
1994 was attributable ***. CR at VI-9, PR at VI-6.

% Research and development expenditures rose from *** in 1993 to *** in 1994, an increase of *** percent.
Interim 1996 research and development expenditures of *** were *** percent higher than interim 1995 expenses of
***_ Table VI-7, PR at VI-10, CR at VI-6.

7 Based on the foregoing, Commissioner Newquist determines that the domestic aftermarket rotor industry is
experiencing material injury.

' Table IV-3, CR at IV-11, PR at IV-8.
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percent below interim 1995 U.S. shipments of 2.1 million drums. Measured by value, U.S. shipments
rose from $35.1 million in 1993 to $47.4 million in 1995, an increase of 35.2 percent; interim 1996 U.S.

shipment value of $35.7 million was 1.8 percent less than interim 1995 U.S. shipment value of $36.3
million.™

Because the increase in shipments was nearly as great as the increase in domestic consumption,
U.S. producers’ market share varied little throughout most of the period of investigation. Measured by
quantity, U.S. producers’ share ranged from 53.1 percent in 1993 to 50.3 percent in 1995; interim 1996
market share of 43.7 percent was lower than interim 1995 market share of 49.4 percent, however.”

The domestic industry’s production rose from 2.0 million units in 1993 to 2.9 million units in
1995, a 44.1 percent increase; interim 1996 production of 2.0 million units was 5.1 percent lower than
interim 1995 production of 2.1 million units. Capacity rose from 3.0 million units in 1993 to 3.4 million
units in 1995, a 15.2 percent increase, and was 14.1 percent higher in interim 1996, at 2.9 million units,
than in interim 1995, at 2.6 million units. Capacity utilization increased from 67.6 percent in 1993 to
84.6 percent in 1995, but interim 1996 capacity utilization of 69.0 percent was lower than interim 1995
capacity utilization of 82.6 percent.”

Inventory levels declined from 467,000 units in 1993 to 465,000 units in 1994, and then
increased to 603,000 units in 1995; the increase from 1993 to 1995 was 29.1 percent. Interim 1996
inventories of 563,000 units were 6.2 percent lower than interim 1995 inventories of 600,000 units. The
ratio of inventories to U.S. shipments declined from 25.4 percent in 1993 to 20.6 percent in 1994, and

then rose to 22.3 percent in 1995; this ratio was 21.5 percent in interim 1996, as compared to 21.9 percent
in interim 1995.”

Employment-related indicators all increased from 1993 to 1995, but were lower in interim 1996
than in interim 1995. The number of production and related workers rose from 164 to 209, an increase of
27.4 percent, from 1993 to 1995, and was 183 in interim 1996, which was 12.4 percent lower than the 209
workers in interim 1995. Hours worked rose from 363,000 in 1993 to 483,000 in 1995, an increase of
33.1 percent; the 315,000 hours worked during interim 1996 were 13.0 percent less than the 362,000
hours worked during interim 1995. Hourly wages increased from $14.40 in 1993 to $14.81 in 1995, and
interim 1996 hourly wages of $14.20 were lower than the interim 1995 wages of $14.83.

The aftermarket drum industry showed strong financial performance throughout the period of
investigation. Reflecting increased shipments, sales revenues rose from $43.7 million in 1993 to $49.5
million in 1994 and $52.1 million in 1995, an increase of 19.2 percent from 1993 to 1995. Interim 1996
sales revenue of $38.3 million was 0.3 percent lower than interim 1995 sales revenue of $38.4 million.
COGS increased by 22.5 percent, from $28.7 million to $35.2 million, from 1993 to 1995, and were 6.2
percent less in interim 1996, at $24.9 million, than in interim 1995, at $26.5 million.”

7 Table I11-6, CR at I1I-17, PR at III-9.
7 Table IV-3, CR at IV-11, PR at IV-8.
7 Table 1114, CR at I1I-13, PR at ITI-8.
7 Table I1I-7, CR at I1I-18, PR at I1I-10.
7 Table I1I-8, CR at ITI-19, PR at ITI-11.
7 Table VI-1, CR at VI-2, PR at VI-2.
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Profits were higher in the latter portions of the period of investigation than in the earlier portions.
Operating income declined from $7.2 million in 1993 to $6.6 million in 1994, but rebounded to $7.8
million in 1995. Notwithstanding lower sales revenues, operating income was higher in interim 1996, at
$7.2 million, than in interim 1995, at $5.3 million. Operating margins remained relatively stable over the
period of investigation, declining from 16.5 percent in 1993 to 13.4 percent in 1994, and rising to 14.9
percent in 1995; the interim 1996 operating margin of 18.7 percent was higher than the interim 1995
margin of 13.8 percent.”

Capital expenditures of domestic aftermarket brake drum producers declined during the period of
investigation.” The sole producer that reported research and development expenditures reported
increases over the period of investigation.® ®

IIL. MATERIAL INJURY BY REASON OF LTFV BRAKE ROTORS FROM CHINA®

In the final phase of antidumping investigations, the Commission determines whether an industry
in the United States is materially injured by reason of the LTFV imports under investigation.* In making
this determination, the Commission must consider the volume of imports, their effect on prices for the
domestic like product, and their impact on domestic producers of the domestic like product, but only in
the context of U.S. production operations.* Although the Commission may consider causes of injury to
the industry other than the LTFV imports,® it is not to weigh causes.® *

7 Table VI-1, CR at VI-2, PR at VI-2.

” Capital expenditures declined from *** in 1993 to *** in 1995, a fall of *** percent. Such expenditures were
*** in interim 1996, which was *** percent less than the *** of capital expenditures incurred during interim 1995.
Table VI-7, CR at VI-10, PR at VI-6.

% Table VI-7, CR at VI-10, PR at VI-6.

*! Based on the foregoing, Commissioner Newquist determines that the domestic aftermarket drum industry is not
experiencing material injury. Accordingly, he proceeds directly to the question of threat of material injury
discussed in section VI.

%2 Commissioner Crawford has determined that the domestic aftermarket rotor industry is not materially injured or
threatened with material injury by reason of LTFV imports from China, and does not join this section or section IV
of these Views. See Dissenting Views of Commissioner Crawford.

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

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

® Alternative causes may include the following:

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

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

% See, e.g., Gerald Metals, Inc. v. United States, 937 F. Supp. 930, 936 (Ct. Int’l Trade 1996); Citrosuco Paulista,
S.A. v. United States, 704 F. Supp. 1075, 1101 (Ct. Int’1 Trade 1988).

¥ Commissioner Newquist further notes that the Commission need not determine that imports are “the principal, a
substantial, or a significant cause of material injury.” S. Rep. No. 249, at 57, 74. Rather, a finding that imports are a
(continued...)
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For the reasons below, we determine that the domestic aftermarket rotor industry is materially
injured by reason of LTFV imports from China.

A. Volume of Subject Imports

The volume and market penetration of subject rotor imports increased throughout the period of
investigation. The quantity of subject rotors increased by 221.5 percent overall, from 1.6 million units in
1993 to 4.0 million units in 1994 and to 5.1 million units in 1995. Subject imports of 3.9 million units in
interim 1996 were 16.9 percent higher than in interim 1995. Measured by value, subject rotor imports
increased by 237.5 percent overall, from $11.2 million in 1993 to $29.2 million in 1994 and to $38.1
million in 1995. Subject rotor import value of $29.1 million in interim 1996 was 10.5 percent higher than
in interim 1995.%

Subject import market penetration, measured by quantity, increased from 8.0 percent in 1993 to
16.0 percent in 1994 and to 18.3 percent in 1995. This market penetration was 17.3 percent in interim
1996, as compared with 16.4 percent in interim 1995.%® The increase in subject import market
penetration is particularly significant in light of the moderate and declining market share for the domestic
like product. Domestic producers’ market share, measured by quantity, declined from 40.5 percent in
1993 to 37.1 percent in 1994 and to 35.0 percent in 1995, and was 36.6 percent in interim 1996, as
compared to 36.7 percent in interim 1995.%

Because of the increases in import quantities and market penetration, we find that the volume of
subject rotor imports and the increase in that volume are significant.

B. Price Effects of Subject Imports

The Commission collected pricing data on two aftermarket rotor products. Prices reported by
importers for both subject Chinese products fluctuated irregularly during the period of investigation, with
prices for each product slightly higher at the end of the period of the investigation. U.S. producers’ prices
for the comparable domestic products declined over the period of investigation.”®

The subject imports undersold the domestic products in every quarterly pricing comparison over
the period of investigation. The underselling margins were substantial, exceeding 20 percent in nearly
every instance.”

In light of information in the record indicating that the subject rotor imports and domestically-
produced rotors compete on the basis of price, we find that this underselling is significant. Purchasers

¥ (...continued) ,
cause of material injury is sufficient. See, e.g., Metallverken Nederland B.V. v. United States, 728 F. Supp. 730, 741
(Ct. Int'l Trade 1989); Citrosuco Paulista, 704 F. Supp. at 1101.

% Table IV-4, CR at IV-12, PR at IV-9.

% Table IV-4, CR at IV-12, PR at IV-9. Measured by value, subject import market penetration increased from 4.2
percent in 1993 to 9.2 percent in 1994 and to 11.3 percent in 1995. Interim 1996 market share measured by value
was 9.9 percent, as compared with 10.4 percent in interim 1995. Id.

% Table IV-4, CR at IV-12, PR at IV-9.

*! Tables V-3, V-4, CR at V-10-11, PR at V-8-9.

% Tables V-3, V-4, CR at V-10-11. PR at V-8-9.
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responding to the Commission’s questionnaires described price as among the two most important factors
affecting purchasing decisions.” That price is critical in many purchasing decisions was corroborated
both by testimony of distributors at the Commission hearing,* and by comments of several individual
purchasers contacted in connection with lost sales and revenue allegations.” Additionally, the record
indicates that all reporting U.S. manufacturers and importers perceived that the subject imports and the
domestic like product are interchangeable,” and a substantial proportion of market participants perceived
the subject imports to be comparable in non-price factors. Eleven of 17 importers reported no non-price
differences between subject rotor imports and the domestic like product, while 10 of 15 responding
purchasers deemed the U.S.-produced and Chinese products comparable in terms of availability and six of
15 believed the two countries’ products were comparable in terms of quality.”’

The significant and increasing volume of LTFV rotor imports that competed for sales with the
domestic like product entered the market at much lower prices and had significant price-depressing and
price-suppressing effects.”® Notwithstanding increasing demand in the market, average unit sales values
did not increase commensurately with COGS throughout the bulk of the period of investigation. From
1993 to 1995 average unit sales values fell by 0.4 percent from $16.08 to $16.01, while COGS on a per
unit basis increased by 5.3 percent from $11.66 to $12.28.® Consequently, the ratio of COGS to sales
revenues increased from 72.5 percent in 1993 to 76.7 percent in 1995.!® We conclude that the domestic
aftermarket rotor industry’s inability to increase prices to meet increases in costs was a function of the
significant volumes of LTFV imports in the U.S. market.

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

* Tr. at 48-49 (Lee), 51-52 (Byme).

% See CR at V-22-30, PR at V-19-23.

% CR at I1-9-10, PR at I1-6-7.

7 CR at I1-9-10, PR at I1-6-7.

% Respondents argue that prices of LTFV imports from China are comparable to those from other countries and
have not placed any pressure on domestic prices. Purchasers’ questionnaire responses, however, indicate that
Chinese prices were deemed lower than third-country prices in 10 of 12 comparisons. CR at V-7, PR at V-5.
Moreover, throughout the period of investigation, the average unit values of LTFV imports from China were
significantly below those of rotors from non-Chinese sources. See Table IV-1, CR at IV-4, PR at IV-3. In any
event, as stated above, we are not permitted to weigh adverse effects of LTFV imports from China against adverse
effects that may be attributable to fairly-traded imports.

* Table VI-3, CR at VI-5, PR at VI-4. Both average unit COGS and average unit sales values were higher in
interim 1996 than in interim 1995. Id. .

1% Table VI-3, CR at VI-5, PR at VI-4. While the ratio of COGS to net sales was lower in interim 1996 than in
interim 1995, the interim 1996 ratio remained above that of 1993. Id.
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C. Impact of Subject Imports'®! ! 1%

The large volume of low-priced LTFV rotor imports from China had several adverse effects on
the domestic aftermarket rotor industry over the period of investigation. First, although the domestic
industry’s production and shipments did increase, these increases were not commensurate with the growth
in the market. Because of the LTFV imports, the domestic industry lost market share and was not fully
able to benefit from capacity it added in the expectation of market growth, as capacity utilization declined
over the period of investigation.'®

Second, because of the price-depressing and -suppressing effects of the subject rotor imports, the
domestic industry’s increased sales revenues did not lead to improved financial performance. To the
contrary, both profit margins and the dollar amount of operating income fell sharply coincident with the
import surge from 1993 to 1994. Operating income increased, and profit margins improved somewhat,
during the latter portions of the period of investigation, but still remained below 1993 levels. Moreover,
by 1995 a majority of industry participants incurred operating losses.'” Several domestic producers

either sold or severely reduced the scope of their aftermarket rotor operations because of import
competition.'%

In conclusion, the record indicates that, by reason of the LTFV rotor imports from China, the
domestic aftermarket rotor industry was not able to benefit financially from the increasing domestic
demand for its product. Accordingly, we have determined that this industry is materially injured by
reason of LTFV rotor imports from China.

Iv. NO CRITICAL CIRCUMSTANCES WITH RESPECT TO LTFV ROTORS FROM
CHINA

Because Commerce made an affirmative critical circumstances determination on brake rotors, and
we have found that the domestic aftermarket brake rotor industry is materially injured by reason of

1! As part of our consideration of the impact of imports, the statute specifies that the Commission is to consider in
an antidumping proceeding, “the magnitude of the dumping margin.” 19 U.S.C. § 1677(7)(C)(iii}(V). The Uruguay
Round Agreements Act (URAA) Statement of Administrative Action (SAA) indicates that the amendment “does not
alter the requirement in current law that none of the factors which the Commission considers is necessarily
dispositive of the Commission’s material injury analysis.” SAA, H.R. Rep. 316. 103d Cong,., 2d Sess., vol. 1 at 850.
The statute defines the “magnitude of the margin of dumping” to be used by the Commission in a final determination
as “the dumping margin or margins most recently published by [Commerce] prior to the closing of the Commission’s
administrative record.” 19 U.S.C. § 1677(35)X(C). The non-de minimis dumping margins pertaining to subject rotors
identified in Commerce’s final determinations prior to the closing of our administrative record in this investigation
range from 3.56 percent to 43.32 percent. 62 Fed. Reg. at 9174.

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

'® Commissioner Newquist notes that, in his analytical framework, “evaluation of the magnitude of the margin of
dumping” is not generally helpful in answering the questions posed by the statute: whether the domestic industry is
materially injured, and, if so, whether such material injury is by reason of the dumped subject imports.

1% Tables 1114, IV-4, CR at I1I-13, IV-12, PR at ITI-8, IV-9.

1% Table VI-3, CR at VI-5, PR at VI-4.

1% Tr. at 35-36 (Lechner), 39-40 (Breslow), 53-54 (Demrovsky).
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subject imports, we must further determine “whether the imports subject to the affirmative [Commerce
critical circumstances] determination . . . are likely to undermine seriously the remedial effect of the
antidumping order to be issued.”'”” This is one of our first opportunities to consider the amendments the
Uruguay Round Agreements Act (URAA) made to the Act’s provisions on critical circumstances. The
URAA Statement of Administrative Action (SAA) indicates that the Commission is to determine
“whether, by massively increasing imports prior to the effective date of relief, the importers have
seriously undermined the remedial effect of the order.”'*®

In finding “massive imports” in connection with its affirmative critical circumstances
determination, Commerce compared import quantities for the seven months including and following the
filing of the petition (March-September 1996) to import quantities for the seven months preceding filing
of the petition (August 1995-September 1996). The record indicates that the quantity of those imports
subject to the Commerce affirmative critical circumstances determination (i.e. rotors subject to the China-
wide rate) for the seven post-petition months exceeded the quantity of such imports for the seven pre-
petition months by 28.1 percent.'”® The largest monthly quantities occurred during July, August, and
September 1996 - between the time the Commission issued its preliminary determination in this
investigation and the time Commerce issued its preliminary determination.''

The information available in the record concerning inventory levels pertains to all LTFV rotor
imports, not merely those subject to the affirmative Commerce critical circumstances determination.
Although the Commission did not collect data limited to the seven-month post-petition period Commerce
examined in its critical circumstances determination, it did collect data for January-September 1996, a
nearly coterminous period. These data indicate that the ratios of inventories to either subject rotor
imports or U.S. shipments of such imports during interim 1996 were only slightly higher than those
during interim 1995."' Thus, the record does not support the conclusion that the “massive imports” were
stockpiled. Additionally, the available pricing data indicate that prices reported by importers of LTFV

19 U.S.C. § 1673d(b)(4)(A)(T). The statute further provides that in making this determination:
the Commission shall consider, among other factors it considers relevant--

(I) the timing and the volume of the imports,
(II) a rapid increase in inventories of the imports, and

(III) any other circumstances indicating that the remedial effect of the antidumping order will be
seriously undermined.

19 U.S.C. § 1673d(b)(4)(A)(ii).

1% SAA at 877.

'® CR at IV-8, PR at IV-6. This differs slightly from the figure calculated by Commerce because it includes only
those rotor imports for which Commerce made an affirmative critical circumstances determination. Because there is
nothing in the record indicating that the aftermarket rotor industry is seasonal, compare Steel Concrete Reinforcing
Bars from Turkey, Inv. No. 731-TA-745 (Final), USITC Pub. 3034 (Apr, 1997), we have used the pre-petition and
post-petition periods Commerce examined in its determination for analysis of the volume of imports subject to the
Commerce affirmative critical circumstances determination.

"% Table IV-2, CR at IV-8, PR at IV-6.

! Table VII-3, CR at VII-4, PR at VII-3.
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rotors from China fluctuated irregularly during the period examined by Commerce in making its critical
circumstances determination and that underselling margins also fluctuated.!'?

Thus, notwithstanding its timing, we cannot find that the “massive imports” giving rise to
Commerce’s affirmative critical circumstances determination caused any anomalous impact or
dislocations on the U.S. aftermarket rotor industry which would serve to undermine the remedial effect of
any antidumping order. We accordingly make a negative critical circumstances determination.

V. NO MATERIAL INJURY BY REASON OF LTFV DRUMS FROM CHINA'®

The legal standards we apply to determine whether the domestic aftermarket drum industry is
materially injured by reason of subject drum imports are the same as the ones described in the first
paragraph of section IIL.'"* As explained below, we have determined that the domestic aftermarket drum
industry is not materially injured by reason of LTFV imports from China.

Volume of Subject Imports. The quantity of subject drum imports increased from zero in 1993 to
333,000 units in 1994 and then to 494,000 units in 1995. Subject import quantity of 339,000 units in
interim 1996 was less than the 456,000 units in interim 1995. Measured by value, subject imports
increased from zero in 1993 to $3.4 million in 1993 and then to $4.8 million in 1994. Subject import
value was $2.9 million in interim 1996, as compared to $4.4 million in interim 1995."

"2 Tables V-3-4, CR at V-10-11, PR at V-8-9.

'3 Having found that the domestic aftermarket drum industry is not experiencing material injury, Commissioner
Newquist proceeds directly to the question of threat in section VI and does not join this section of the opinion.

' For a detailed description of Commissioner Crawford’s analytical framework, see Polyvinyl Alcohol from
China, Japan, and Taiwan, Inv. Nos. 731-TA-726, 727, and 729 (Final), USITC Pub. 2960 at 25-26 (May 1996).
Both the Court of International Trade and the United States Court of Appeals for the Federal Circuit have held that
the “statutory language fits very well” with Commissioner Crawford’s mode of analysis, expressly holding that her
mode of analysis comports with the statutory requirements for reaching a determination of material injury by reason
of the subject imports. United States Steel Group v. United States, 96 F.3d 1352, 1361 (Fed. Cir. 1996), aff’g 873 F.
Supp. 673, 694-95 (Ct. Int’l Trade 1994). Commissioner Crawford notes that the statute requires that the
Commission determine whether a domestic industry is “materially injured by reason of”’ the LTFV imports. She
finds that the clear meaning of the statute is to require a determination of whether the domestic industry is materially
injured by reason of LTFV imports, not by reason of the LTFV imports among other things. Many, if not most,
domestic industries are subject to injury from more than one economic factor. Of these factors, there may be more
than one that independently are causing material injury to the domestic industry. It is assumed in the legislative
history that the “ITC will consider information which indicates that harm is caused by factors other than less-than-
fair-value imports.” S. Rep. No. 249, 96th Cong., 1st Sess. 75 (1979). However, the legislative history makes it
clear that the Commission is not to weigh or prioritize the factors that are independently causing material injury. Id.
at 74; H.R. Rep. No. 317, 96th Cong., 1st Sess. 46-47 (1979). The Commission is not to determine if the LTFV
imports are “the principal, a substantial or a significant cause of material injury.” S. Rep. No. 96-249 at 74 (1979).
Rather, it is to determine whether any injury “by reason of” the LTFV imports is material. That is, the Commission
must determine if the subject imports are causing material injury to the domestic industry. “When determining the
effect of imports on the domestic industry, the Commission must consider all relevant factors that can demonstrate if
unfairly traded imports are materially injuring the domestic industry.” S. Rep. No. 71, 100th Cong., 1st Sess. 116
(1987) (emphasis added).

' Table IV-3, CR at IV-11, PR at IV-8. Although a very small amount of subject drum imports may in fact have

entered the United States in 1993, ¢f Table V-1, CR at V-8, PR at V-6, this quantity was too insignificant to be
measurable in the Commission’s database.
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Subject drum market penetration, measured by quantity, increased from zero in 1993 to 7.6
percent in 1994 and then to 9.2 percent in 1995. Market penetration of 7.5 percent in interim 1996 was
lower than market penetration of 10.9 percent in interim 1995.11¢ 17

During the period from 1993 to 1995 when LTFV imports from China were introduced into the
U.S. market, U.S. producers maintained their predominant market presence. U.S. producers’ market
shares declined modestly from 53.1 percent in 1993 to 50.3 percent in 1995.""® Nevertheless. the
increasing volume of subject imports did not preclude the domestic aftermarket drum industry from
substantially increasing both its capacity and capacity utilization from 1993 to 1995. The domestic
industry’s increases in output during this period reflected increases in overall demand. Indeed, during this

period the domestic industry increased its production by 44.1 percent and its U.S. shipments by 47.1
percent.'?

In interim 1996 production, shipments, and capacity utilization were lower than they were in
interim 1995, and the domestic industry’s market share was 5.7 percentage points lower. These
reductions, however, cannot be attributed to subject drum imports, which were lower in both volume and
market share in interim 1996 than they were in interim 1995."° In light of the factors discussed above,
we cannot conclude that the subject drum import volume is significant, notwithstanding the increases in
volume and market penetration from 1993 to 1995.

Price Effects of the Subject Imports. Pricing data were collected for two aftermarket drum
products. Producers’ prices for domestically-produced aftermarket drums generally declined during the
period of investigation. Importers’ prices generally rose for one of the products surveyed, and generally
declined for the other. The subject imports undersold the domestic like product in every producer price
comparison.””! ' The ratio of COGS to net sales rose slightly from 1993 to 1995 (but was lower in
interim 1996 than in interim 1995), and average unit sales values declined over the period of
investigation.'” '* Nevertheless, in light of the competitive conditions and the favorable operating

"6 Table IV-3, CR at IV-11, PR at IV-8. Measured by value, subject drum import market penetration increased
from zero in 1993 to 5.3 percent in 1994 and then to 6.3 percent in 1995. Market penetration measured by value was
4.6 percent in interim 1995 as compared to 7.6 in interim 1996. Id.

"7 Commissioner Crawford joins only in the factual discussion of the volume of imports. She does not rely on any
analysis of trends in the market share of subject imports and other factors in her determination of material injury by
reason of dumped imports. She makes her finding of the significance of volume in the context of the price effects
and impact of these imports, given the conditions of competition. She notes that the condition of competition in the
aftermarket brake drums market are very similar to those in the aftermarket brake rotors market, as described in
Dissenting Views of Commissioner Carol T. Crawford. For the reasons discussed below, she finds that the volume
of subject imports is not significant in this investigation.

"% Table IV-3, CR at IV-11, PR at IV-8.

'% Tables 1114, I11-6, CR at I1I-13, I1I-17, PR at ITI-8, III-9.

120 Tables I11-4, I11-6, IV-3, CR at I1I-13, I1I-17, IV-11, PR at I1I-8, III-9, IV-8.

1! Tables V-1-2, CR at V-8-9, PR at V-6-7.

22 Commissioner Crawford rarely gives much weight to evidence of underselling since it usually reflects some
combination of differences in quality, other nonprice factors, or fluctuations in the market during the period in which
price comparisons were sought.

'3 Table VI-1, CR at VI-2, PR at VI-2.

' Commissioner Crawford concurs in her colleagues’ conclusion that subject imports are not having significant
effects on domestic prices for aftermarket brake drums. However, she does not join in the remainder of this
discussion of price effects. To evaluate the effects of the dumping on domestic prices, Commissioner Crawford

(continued...)
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performance of the domestic industry considered below in the discussion of the impact of the subject
imports, we must conclude that whatever price-suppressing or price-depressing effects may be attributable
to the subject imports are not significant.

Impact of the Subject Imports.” In light of increasing demand for drums and the domestic
industry’s predominant position in the market, any price pressure that the subject imports may have
placed on the domestic aftermarket drum industry was insufficient to seriously erode the domestic

124 (...continued)
compares domestic prices that existed when the LTFV imports were dumped with what domestic prices would have
been if the LTFV imports had been fairly traded. In most cases, if the subject imports had not been traded unfairly,
their prices in the U.S. market would have increased. In this investigation, the specific dumping margin for six
companies is 17.20 percent. 62 Fed. Reg. at 9174. These six companies accounted for 43.9 and 81.4 percent of
subject imports in 1995 and interim 1996, respectively. CR atIV-5; PR at IV-4. “All other” subject imports
received a dumping margin of 86.02 percent. 62 Fed. Reg. at 9174. Thus, prices for the subject imports likely
would have risen by varying amounts had they been priced fairly, and they would have become more expensive
relative to the domestic product and other alternative sources for the product (e.g., nonsubject imports). In such a
case, if the products are substitutable, demand would have shifted away from subject imports and towards the
relatively less-expensive products. In this investigation, nonsubject imports are a major presence in the domestic
market. In 1995, nonsubject imports dominated subject imports by a four-to-one ratio, by value. Nonsubject imports
from China alone nearly equaled the subject import market share in 1995. As noted above, Commissioner Crawford
finds that the conditions of competition in the domestic aftermarket brake drums market are similar to those in the
aftermarket brake rotors market. As in the case of rotors, she finds that subject imports of brake drums, the domestic
like product, and nonsubject imports of aftermarket brake drums are good substitutes for each other. Thus the
domestic industry would have captured only part of any shift in demand away from subject imports, had they been
priced fairly. Moreover, there is ample competition in the domestic aftermarket brake drums market. The domestic
industry had sufficient capacity available to satisfy the demand supplied by subject imports and domestic producers
compete with each other and nonsubject imports for sales of the domestic product. Based on the available capacity
and competition among domestic producers and nonsubject imports, Commissioner Crawford finds that domestic
prices would not have increased had the subject imports been priced fairly. Therefore, Commissioner Crawford
finds that subject imports are not having significant effects on domestic prices for aftermarket brake drums.

1% Commissioner Crawford does not make her determination based on industry and import trends. However, she
concurs that subject imports are not having a significant impact on the domestic industry. In her analysis of material
injury by reason of dumped imports, Commissioner Crawford evaluates the impact on the domestic industry by
comparing the state of the industry when the LTFV imports were dumped with what the state of the industry would
have been had the LTFV imports been fairly traded. In assessing the impact of the subject imports on the domestic
industry, she considers, among other relevant factors, output, sales, inventories, capacity utilization, market share,
employment, wages, productivity, profits, cash flow, return on investment, ability to raise capital, research and
development and other relevant factors as required by 19 U.S.C. § 1677(7)(C)(iii). These factors together either
encompass or reflect the volume and price effects of the dumped imports, and so she gauges the impact of the
dumping through those effects. In this regard, the impact on the domestic industry's prices, sales and overall
revenues is critical, because the impact on the other industry indicators (e.g., employment, wages) is derived from
this impact. As she noted earlier, Commissioner Crawford finds that the domestic industry would not have been able
to increase its prices had subject imports been priced fairly. She finds that at least some subject imports would have
continued to be sold in the domestic market, had they been fairly traded. Moreover, nonsubject imports play a major
role in this market and would have competed for any shift in demand away from higher priced fairly traded subject
imports. Thus the domestic industry would have captured only part of any shift in demand away from subject
imports, had subject imports been priced fairly. Therefore, any increase in the domestic industry’s output and sales
would not have been material, and thus the domestic industry would not have been materially better off if the subject
imports had been priced fairly. Consequently, Commissioner Crawford determines that the domestic industry is not
materially injured by reason of LTFV imports of brake drums from China.
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industry’s operating margins or to preclude it from earning larger profits during the latter portions of the
period of investigation than at its inception. Operating income did decline on both an aggregate and a per
unit basis from 1993 to 1994, the year that the LTFV drum imports were introduced in the U.S. market.
However, when subject import volumes continued to increase from 1994 to 1995, and subject import
market penetration reached its peak during the period of investigation, aggregate industry operating
income increased to a level above that in 1993, and per unit operating income also increased. Operating
income was also higher on both an aggregate and per unit basis in interim 1996 than in interim 1995,
notwithstanding that production and shipments were lower in interim 1996 than in interim 1995.'%
Consequently, any negative effects on the domestic aftermarket drum industry from the initial increase in
subject imports were not evident by the conclusion of the period of investigation.'?’

The lack of any adverse impact on the domestic industry underscores the lack of significant
import volume or price effects.”® The industry’s capacity, production, and shipments all kept pace with
market demand and increased over the period of investigation notwithstanding increases in import
volume. Although the industry’s profitability declined somewhat with the initial import surge in 1994, its
financial results have subsequently improved and the industry showed consistent profitability in all
periods examined. In light of these factors, we have determined that the domestic aftermarket brake drum
industry is not materially injured by reason of LTFV imports from China.

VL NO THREAT OF MATERIAL INJURY BY REASON OF LTFV DRUMS FROM CHINA

Section 771(7)(F) of the Act directs the Commission to determine whether the U.S. industry is
threatened with material injury by reason of the subject imports by analyzing whether “further dumped or
subsidized imports are imminent and whether material injury by reason of imports would occur unless an
order is issued or a suspension agreement is accepted.”? The Commission may not make such a
determination “on the basis of mere conjecture or supposition,”'*® and considers the threat factors “as a
whole” in making its determination whether further dumped or subsidized imports are imminent and

1% Table VI-1, CR at VI-2, PR at VI-2.

1?7 Material petitioner submitted in an effort to show that subject drum imports had an adverse competitive impact
on some petitioning firms’ drum operations instead tends to corroborate our contrary conclusion. The probative
value of this material is limited because petitioner has not provided information from all domestic drum producers,
and provides only interim 1996 data for one producer. Nevertheless, petitioner’s material indicates that operating
results were positive for the 33 drum models petitioner contends face the most intense competition from subject
imports, and that these 33 models contributed substantially to the producers’ overall operating income. Moreover, for
the one firm for which data were presented over the entire period of investigation ***. Petitioner’s Posthearing
Brief, exs. 9, 10.

'8 As part of our consideration of the impact of imports, we have considered “the magnitude of the dumping
margin,” pursuantto 19 U.S.C. § 1677(7)(C(iii}(V). The non-de minimis dumping margins pertaining to subject
drums identified in Commerce’s final determinations prior to the closing of our administrative record in this
investigation range from 17.20 percent to 86.02 percent. 62 Fed. Reg. at 9174.

For Vice Chairman Bragg’s views on the significance of the magnitude of the dumping margin, see section
III above.

19 U.S.C. § 1677(7)(F)(ii).

°19 U.S.C. § 1677(7)(F)(ii). An affirmative threat determination must be based upon “positive evidence tending
to show an intention to increase the levels of importation.” Metallverken Nederland B.V. v. United States, 744 F.
Supp. 281, 287 (Ct. Int’l Trade 1990), citing American Spring Wire Corp. v. United States, 590 F. Supp. 1273, 1280
(Ct. Int’l Trade 1984). See also Calabrian Corp. v. United States, 794 F. Supp. 377, 387 & 388 (Ct. Int’l Trade
1992), citing H.R. Rep. No. 1156, 98th Cong., 2d Sess. 174 (1984).
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whether material injury by reason of imports would occur unless an order is issued.” In making our
determination, we have considered all statutory factors'? that are relevant to this investigation.'** As
explained below, we have determined that the domestic aftermarket drum industry is not threatened with
material injury by reason of LTFV imports from China.

The record in this investigation does not indicate the likelihood of substantially increased exports
of subject drums to the United States. The principal increase in subject drum volume and market
penetration occurred from 1993 to 1994, when the subject drums first entered the United States market.
Although subject import quantity and market penetration continued to increase from 1994 to 1995, these
increases were much smaller, in absolute as well as relative terms, than those of the preceding year.'*

The record indicates that subject drum volume and market penetration were lower in interim 1996
than in interim 1995." Although the statute now directs us to consider whether any changes in subject
import volume since the filing of the petition are related to the pendency of the investigation,'* the record
indicates that the reduced level of subject drum imports in interim 1996 is not related to the filing of the
petition in this investigation in March 1996. The petition encompassed all brake drum imports from
China, and through the time covered by our interim 1996 data, no Chinese drum producer would have had
reason to know that its exports might not be subject to antidumping duties.”®” Yet, drum imports covered
by the petition - as opposed to the more limited imports covered by Commerce’s final findings of sales at
LTFV -- were larger in interim 1996 than in interim 1995.1%

Consequently, we believe that the interim 1996 data concerning subject import volume are not
skewed by the filing of the petition and are probative of the likelihood of substantially increased exports
of subject merchandise to the United States. These data, combined with the full year 1995 data, lead us to
conclude that substantially increased imports of subject merchandise are not likely.

The available data indicate that there were significant increases in capacity of the drum industry
in China during the period of investigation, and that the overwhelming proportion of brake drums
produced by manufacturers subject to Commerce’s affirmative LTFV determination are exported to the

B119 US.C. § 1677(7)(F)(ii). While the language referring to imports being imminent (instead of “actual injury”
being imminent and the threat being “real”) is a change from the prior provision, the SAA indicates the “new
language is fully consistent with the Commission’s practice, the existing statutory language, and judicial precedent
interpreting the statute.” SAA at 854.

%2 The statutory factors have been amended to track more closely the language concerning threat of material injury
determinations in the Antidumping and Subsidies Agreements, although “[n]o substantive change in Commission
threat analysis is required.” SAA at 855.

319 U.S.C. § 1677(7)(F)(I). Factor I regarding consideration of the nature of the subsidies is inapplicable
because there have not been any subsidies alleged. Factor VII regarding raw and processed agriculture products is
also inapplicable to the products at issue. Additionally, there is no evidence of dumping findings or antidumping
remedies in other World Trade Organization member markets against brake drums from China. See 19 U.S.C.

§ 1677(7)(F)(iii)(1).

1 Table IV-3, CR at IV-11, PR at IV-8.

13 Table IV-3, CR at IV-11, PR at IV-8.

$19 U.S.C. § 1677(T)(D).

"7 Commerce’s preliminary determination, in which de minimis margins were found for some producers, was
issued on October 10, 1996. Interim 1996 concluded on September 30, 1996.

%8 Table IV-3, CR at IV-11, PR at IV-8.
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United States.”® Nevertheless, there is also an increasing emphasis among Chinese producers to increase
production for home market consumption and exports to third-country markets.'*® Based on this
evidence, and the fact capacity increases have not resulted in a rapid increase of subject drum imports
over the latter portion of the period of investigation, we cannot conclude the existence of additional or
unused productive capacity in China alone indicates a likelihood of substantially increased imports of
subject merchandise into the United States.

As stated in section V above, subject drum imports at current volumes do not have any significant
adverse effects on prices for the domestic like product in the United States.*! We find no record basis for
concluding that such price effects are likely to occur in the imminent future. Accordingly, we do not find
that subject drum imports are entering at prices that are likely to have a significant depressing or
suppressing effect on domestic prices or are likely to increase demand for further subject imports.

Although inventories of subject drum imports in the United States increased over the period of
investigation, the ratios of subject import inventories to subject imports and to U.S. shipments of subject
imports were lower in the latter portions of the period of investigation.'*? Subject drum inventories
maintained in China are minimal.'*®

There is no information in the record indicating that there is any potential for product-shifting.
Nor does petitioner contend that the domestic aftermarket drum industry is engaged in any efforts to
develop a derivative or more advanced version of the domestic like product. Finally, there is no
indication of any other demonstrable adverse trends, or convincing evidence of any recent or imminent
changes in subject import levels or domestic market structure, that indicate the probability the domestic
industry is likely to be materially injured by reason of subject imports.

Evaluating all the statutory threat factors, we find that the record indicates neither that
substantially increased volumes of LTFV brake drum imports from China are imminent nor that material
injury by reason of LTFV imports would occur absent issuance of an antidumping order. Accordingly,
we determine that the domestic aftermarket drum industry is not threatened with material injury by reason
of LTFV imports from China.

1% Table VII-1, CR at VII-2, PR at VII-2.

140 See Table VII-1, CR at VII-2, PR at VII-2; Tr. at 137 (Sim); Petitioner’s Prehearing Brief, ex. 9, 1st page
(article indicating that China’s automotive industry has not been able to keep pace with home market demand), 2d
page (reprint of China “Auto Industry Industrial Policy,” indicating first policy priority is to expand Chinese auto
industry to satisfy domestic demand).

! Although Commissioner Newquist did not join section V of this opinion, he agrees that the subject drum
imports are not likely to have significant depressing or suppressing effects on domestic prices.

For Commissioner Newquist’s views on the significance of the magnitude of the margin of dumping, see
section III above.

'2 Table VII-3, CR at VII-4, PR at VII-3.
' Table VII-1, CR at VII-2, PR at VII-2.
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CONCLUSION

For the foregoing reasons, we determine that the domestic aftermarket rotor industry is materially
injured by reason of LTFV imports from China,'* and that the domestic aftermarket drum industry is not
materially injured or threatened with material injury by reason of LTFV imports from China.

' Commissioner Crawford determines that the domestic aftermarket rotor industry is not materially injured or
threatened with material injury by reason of LTFV imports from China. See her Dissenting Views.
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DISSENTING VIEWS OF COMMISSIONER CAROL T. CRAWFORD

On the basis of information obtained in this final investigation, I determine that an industry in the
United States is not materially injured or threatened with material injury by reason of imports of
aftermarket brake rotors from China found by the Department of Commerce to be sold at less-than-fair-
value ("LTFV"). I concur in the conclusions of my colleagues in the finding of the like product, domestic
industry, related parties, and in the discussion of the condition of the domestic industry. These dissenting
views provide an explanation of my determination of no material injury or threat of material injury to an
industry in the United States by reason of LTFV imports of brake rotors from China.

L ANALYTICAL FRAMEWORK

In determining whether a domestic industry is materially injured by reason of the LTFV imports,
the statute directs the Commission to consider:

() the volume of imports of the merchandise which is the subject of the investigation,
a the effect of imports of that merchandise on prices in the United States for like products,
and

(IIM)  the impact of imports of such merchandise on domestic producers of like products, but
only in the context of production operations within the United States....!

In making its determination, the Commission may consider "such other economic factors as are
relevant to the determination."? In addition, the Commission "shall evaluate all relevant economic factors
which have a bearing on the state of the industry ... within the context of the business cycle and
conditions of competition that are distinctive to the affected industry."

The statute directs that we determine whether there is "material injury by reason of the dumped
imports." Thus we are called upon to evaluate the effect of dumped imports on the domestic industry and
determine if they are causing material injury. There may be, and often are, other "factors" that are
causing injury. These factors may even be causing greater injury than the dumping. However, the statute
does not require us to weigh or prioritize the factors that are independently causing material injury.
Rather, the Commission is to determine whether any injury "by reason of" the dumped imports is
material. That is, the Commission must determine if the subject imports are causing material injury to the
domestic industry. "When determining the effects of imports on the domestic industry, the Commission
must consider all relevant factors that can demonstrate if unfairly traded imports are materially injuring
the domestic industry." It is important, therefore, to assess the effects of the dumped imports in a way
that distinguishes those effects from the effects of other factors unrelated to the dumping. To do this, I
compare the current condition of the industry to the industry conditions that would have existed without
the dumping, that is, had subject imports all been fairly priced. Ithen determine whether the change in
conditions constitutes material injury. Both the Court of International Trade and the United States Court
of Appeals for the Federal Circuit have held that the "statutory language fits very well" with my mode of

119 Us.C. § 1677(7)BXD).

2 19 U.S.C.§ 1677(T)(B)ii).

319 U.S.C. § 1677(T)(C)(iii).

* S.Rep. No. 71, 100th Cong,, 1st Sess. 116 (1987)(emphasis added).
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analysis, expressly holding that my mode of analysis comport with the statutory requirements for reaching
a determination of material injury by reason of the subject imports.®

In my analysis of material injury, I evaluate the effects of the dumping® on domestic prices,
domestic sales, and domestic revenues. To evaluate the effects of the dumping on domestic prices, I
compare domestic prices that existed when the imports were dumped with what domestic prices would
have been if the imports had been priced fairly. Similarly, to evaluate the effects of dumping on the
quantity of domestic sales,” I compare the level of domestic sales that existed when LTFV imports were
dumped with what domestic sales would have been if the LTFV imports had been priced fairly. The
combined price and quantity effects translate into an overall domestic revenue impact. Understanding the
impact on the domestic industry's prices, sales and overall revenues is critical to determining the state of
the industry, because the impact on other industry indicators (e.g., employment, wages, etc.) is derived
from the impact on the domestic industry's prices, sales, and revenues.

I then determine whether the price, sales and revenue effects of the dumping, either separately or
together, demonstrate that the domestic industry would have been materially better off if the imports had
been priced fairly. If so, the domestic industry is materially injured by reason of the dumped imports.

For the reasons discussed below, I determine that the domestic industry producing aftermarket
brake rotors is not materially injured or threatened with material injury by reason of LTFV imports of
brake rotors from China.

IL CONDITIONS OF COMPETITION

To understand how an industry is affected by unfair imports, we must examine the conditions of
competition in the domestic market. The conditions of competition constitute the commercial
environment in which the domestic industry competes with unfair imports, and thus form the foundation
for a realistic assessment of the effects of the dumping. This environment includes demand conditions,
substitutability among and between products from different sources, and supply conditions in the market.

A. Demand Conditions

An analysis of demand conditions tells us what options are available to purchasers, and how they
are likely to respond to changes in market conditions, for example an increase in the general level of
prices in the market. Purchasers generally seek to avoid price increases, but their ability to do so varies
with conditions in the market. The willingness of purchasers to pay a higher price will depend on the
importance of the product to them (e.g., how large a cost factor), whether they have options that allow
them to avoid the price increase, for example by switching to alternative products, or whether they can
exercise buying power to negotiate a lower price. An analysis of these demand-side factors tells us
whether demand for the product is elastic or inelastic, that is, to what extent purchasers will reduce the

5 U.S. Steel Group v. United States, 96 F.3rd 1352, at 1361 (Fed. Cir. 1996), af’g 873 F.Supp. 673, 694-695 (Ct.
Int'l Trade 1994).

6 As part of its consideration of the impact of imports, the statute as amended by the URAA now specifies that the

Commission is to consider in an antidumping proceeding, “the magnitude of the margin of dumping.” 19 U.S.C. §
1677(7)(C)(iii)(V).
"In examining the quantity sold, I take into account sales from both existing inventory and new production.
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quantity of their purchases if the price of the product increases. For the reasons discussed below, I find
that the overall elasticity of demand for aftermarket brake rotors in the domestic market is low.

Importance of the Product. The first factor that measures the willingness of purchasers to pay
higher prices is the importance of the product to purchasers. In the case of an intermediate product
(“input”), the importance will depend on the significance of the input’s cost relative to the total cost of the
downstream product or service in which it is used and whether the input is critical to production of the
downstream product or service. In the case of an end-use product, demand is determined by the
importance of the product to the end-user.

Brake rotors are purchased from manufacturers and importers by wholesale distributors, large
independent retailers, and program distribution groups (“PDGs”), which in turn sell to installers.
Installers sell brake service to automobile owners (“end-users”), including both the brake part and their
installation. Therefore, the end-user is rarely involved in the purchase of the brake part. In fact, the end-
user is rarely aware of the origin of the part.® Nonetheless, demand for aftermarket brake rotors is
ultimately determined by the end-user’s willingness to pay higher prices, as measured by the importance
of the product to the end-user. This importance will depend on whether the product is considered a non-
discretionary (necessity) purchase or a discretionary (luxury) purchase by the end-user. When the end use
‘product is a necessity, changes in the price of the product are less likely to alter demand by the consumer.
When the end use product is considered a luxury, changes in the price of the product are more likely to
alter demand by the end-user. In the case of brake rotors, for those owning automobiles, brakes are a
necessity.” This suggests a low elasticity of demand for aftermarket brake rotors.

Alternative Products. A second important factor in determining whether purchasers would be
willing to pay higher prices is the availability of viable alternative products. Often purchasers can avoid a
price increase by switching to alternative products. If such an option exists, it can impose discipline on
producer efforts to increase prices. '

In this investigation, the record indicates that the only viable substitute for aftermarket brake
rotors is original equipment manufacturer (“OEM”) replacement brake rotors. However, the evidence in
the record indicates that aftermarket brake consumers rarely switch to or from aftermarket brakes, if at
all." Nor is there probative evidence that consumers consider OEM rotors as viable substitutes.
However, the availability of OEM products provides an upward limit to any large price increases for
aftermarket brake rotors.!" The lack of viable alternative brake rotor products would tend to decrease the
elasticity of demand.

8 CRatI-13; PRatI-10

® For those considering the purchase of an automobile, the cost of servicing the car will likely factor into the
purchase decision.

10 Only one of 10 responding purchasers reported installing OEM parts in vehicles no longer under warranty. CR
atI-12; PR at1-9-10.

n Although the evidence on the record indicates little or no competition among OEM and aftermarket products,
such competition could occur were the price differential sufficiently attractive, since OEM products are reportedly
interchangeable for aftermarket products. CR at I-7-8; PR at I-6-7. However, there is no evidence that, had subject
imports been fairly traded, that aftermarket rotor prices would have risen to the point where OEM products would

have become attractively priced relative to the aftermarket products such that demand would have shifted to the
OEM products.
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Buying Power. A third important factor in determining whether purchasers would be willing to
pay higher prices is the existence of any bargaining power among purchasers that would allow them to
negotiate better prices. There is evidence that warehouse distributors, “jobbers”, and independent retail
outlets have banded together into buying groups to gain better pricing from suppliers, than what could be
obtained by acting alone.'? This tends to increase the price sensitivity of demand.

Overall, I find that the elasticity of demand for aftermarket brake rotors in the domestic market is
low. That is, the consumption of aftermarket brake rotors will not fall by very much in response to a
general increase in the price of aftermarket brake rotors.

B. Substitutability

Simply put, substitutability measures the similarity or dissimilarity of products from the
purchaser's perspective. Substitutability depends upon 1) the extent of product differentiation, measured
by product attributes such as physical characteristics, suitability for intended use, purity, rate of defects,
convenience or difficulty of usage in production process, quality, etc.; 2) differences in other non-price
considerations such as reliability of delivery, technical support, and lead times; and 3) differences in
terms and conditions of sale. Products are close substitutes and have high substitutability if product
attributes, other non-price considerations and terms and conditions of sale are similar.

While price is nearly always important in purchasing decisions, non-price factors that
differentiate products determine the value that purchasers receive for the price they pay. If products are
close substitutes, their value to purchasers is similar, and thus purchasers will respond more readily to
relative price changes. On the other hand, if products are not close substitutes, relative price changes are
less important and are therefore less likely to induce purchasers to switch from one source to another.
Thus, while overall demand for a product will only change moderately in response to the overall price
change, the demand for products from different sources (e.g., subject imports) will decrease or increase
depending on their relative prices and the substitutability of the products from different sources. In other
words, purchasers can avoid price increases from one source by shifting their purchases to alternative

sources. The magnitude of this shift in demand is determined by the degree of substitutability among the
sources.

Purchasers have three potential sources of aftermarket brake rotors: domestic producers, subject
imports, and nonsubject imports. Purchasers are more or less likely to switch from one source to another
depending on the similarity, or substitutability, between and among them. I have made the following
determinations regarding substitutability. I find that subject imports of brake rotors from China are good
substitutes for domestic aftermarket brake rotors. I further find that nonsubject imports of aftermarket
brake rotors are good substitutes for both subject imports and the domestic like product. Thus, any shift
in demand away from subject imports, had they been fairly priced, would have increased demand for
domestic and nonsubject aftermarket brake rotors. I have evaluated the substitutability among
aftermarket brake rotors from the different sources as follows.

Subject imports and the domestic like product are generally interchangeable in cases where the
same brake models are available from both sources. The record indicates that the domestic like product
consists of up to 1,100 brake rotor model numbers. Of these, up to 700 brake rotor models are also

2 CRatI-11; PR at I-8-9.
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available from subject import sources.” Despite the more limited range of subject imports, those subject
imports that do enter the U.S. market appear to be for the most part in the largest selling rotor model
types.* All responding U.S. manufacturers and importers stated that U.S.-produced brake drums and
rotors and imports from China were interchangeable.” Subject Chinese imports of rotors are perceived
by some importers to be of lower quality, or to have other non-price differences, relative to the domestic
like product.'® Purchasers generally observed that domestic drum and rotor products were superior to the
Chinese products in terms of product quality, consistency, and range; technical support/service;
packaging; and tolerance variance.”” Despite these differences, 15 of 17 responding purchasers indicated
that the Chinese product can be used in current applications.' Purchaser questionnaire responses indicate
that the majority of their customers do not specifically order aftermarket brake drums or rotors from one
particular country over other sources.” During the PO, six purchasers added Chinese producers to their
list of suppliers.”

Subject rotor imports, domestic aftermarket brake rotors, and nonsubject aftermarket brake rotors
are sold through similar channels of distribution. Both domestic and imported products compete for sales
to buying groups and PDGs.*' There is no dispute that the domestic like product and the subject imports
from all countries compete in the same geographical markets nationwide. On balance, I find that subject
imports and the domestic like product are good substitutes.

Nonsubject imports from Canada, China and other countries appear to be good substitutes for
both subject imports and the domestic like product, although there is limited information on the record
with respect to the substitutability of nonsubject imports. I note that 8 of 11 responding purchasers buy
aftermarket rotors from all three potential sources of aftermarket brake rotors: U.S. producers, subject
imports, and nonsubject imports.? Overall, I find that nonsubject imports of brake rotors are good
substitutes for subject imports and the domestic like product.

C. Supply Conditions

Supply conditions in the market are a third condition of competition. Supply conditions
determine how producers would respond to an increase in demand for their product, and also affect
whether producers are able to institute price increases and make them stick. Supply conditions include
producers' capacity utilization, their ability to increase their capacity readily, the availability of
inventories and products for export markets, production alternatives and the level of competition in the

' CR atIV-5; PR atIV4.

' CRatIV-5; PR at V4.

' CR at 11-9; PR at II-6.

166 0f17 importers reported non-price differences including limited product range, perceived lower quality and
service, and longer lead times. CR at II-9; PR at II-6.

7 CR atI-14; PRatI-11.

18 CR at I1-9; PR at II-6.

1 CR at I1-8; PR at II-6. However, a majority of purchasers indicated that they and their customers are either

always or usually aware of the product’s originating country. CR atI-13-14; PR at 10-11.
0 CR at II-8; PR at II-6.

2l CRat1-12; PR at1-9.

22 See INV-U-027. Purchasers have also switched between suppliers in different nonsubject countries. See CR at
II-8; PR at II-6.
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market. For the reasons discussed below, I find that the elasticity of supply for the domestic industry
producing aftermarket brake rotors is somewhat high.

Capacity Utilization and Inventories. Unused capacity can exercise discipline on prices, if there is
a competitive market, as no individual producer could make a price increase stick. Any attempt at a price
increase by any one producer would be beaten back by its competitors who have the available capacity
and are willing to sell more at a lower price.

The total domestic industry capacity for aftermarket brake rotors increased by 36.7 percent from
1993 to 1995. In 1995, 17.5 percent of the domestic industry's capacity to produce aftermarket brake
rotors, representing 2,279,000 units, was not used and therefore was available to increase production.”

The domestic industry had 2,227,000 units of aftermarket brake rotors in inventories available at
the end of 1995, representing 21.1 percent of total shipments in 1995, which it could have shipped to the
U.S. market. The domestic industry exported 734,000 units of aftermarket brake rotors during the period
of investigation which it could have diverted to the U.S. market. Thus the domestic industry had
available capacity, inventories, and exports such that it would have been able to fill all or nearly all of the
demand supplied by subject imports of brake rotors.

Level of Competition. The level of competition in the domestic market has a critical effect on
producer responses to demand increases. A competitive market is one with a number of suppliers in
which no one producer has the power to influence price significantly.

The domestic aftermarket brake rotor industry has been only somewhat concentrated. Six large
domestic producers accounted for all reported production in 1995.% These producers appear to sell
similar products and compete with one another. Moreover, there is additional competitive pressure from
nonsubject import suppliers. The record thus indicates that there is available domestic capacity and
sufficient competition in the domestic market.

Because of the level of competition in the U.S. market and the domestic industry’s ability to
supply additional demand for subject imports, I find that the elasticity of supply of the domestic
aftermarket brake rotor industry is somewhat high.

IIL NO MATERIAL INJURY BY REASON OF LTFV IMPORTS OF AFTERMARKET
BRAKE ROTORS FROM CHINA

The statute requires us to consider the volume of subject imports, their effect on domestic prices,
and their impact on the domestic industry. I consider each requirement in turn.

23 Table C-2, CR at C-8; PR at C-8.
24 Table C-2, CR at C-8; PR at C-8.
2 CR at II-1; PR at I1I-1.

32



A. Volume of Subject Imports*

Subject imports of brake rotors increased from 1,594,000 units in 1993 to 5,125,000 units in
1995. Subject imports increased by only 570,000 units from interim 1995 to interim 1996. The value of
subject imports increased from $11,277m in 1993 to $38,057m in 1995. Subject imports increased by
$2,764m from interim 1995 to interim 1996. By quantity, subject imports held a market share of 8.0
percent in 1993 and 18.3 percent in 1995. Subject import market share by quantity only rose from 16.4
percent in interim 1995 to 17.3 percent in interim 1996. Their market share by value was 4.2 percent in
1993 and 11.3 percent in 1995. Market share by value of subject imports actually fell from 10.4 percent
in interim 1995 to 9.9 in interim 1996. While it is clear that the larger the volume of subject imports, the
larger the effect they will have on the domestic industry, whether the volume is significant cannot be
determined in a vacuum, but must be evaluated in the context of their price effects and impact. Based on
the market share of subject imports, the conditions of competition in the domestic market for aftermarket
brake rotors, and the lack of significant price effects or impact on the domestic industry as discussed
below, I find that the volume of subject imports of brake rotors is not significant.

B. Price Effects

To determine the effect of subject imports on domestic prices I examine whether the domestic
industry could have increased its prices if the subject imports had not been dumped. As discussed, both
demand and supply conditions in the aftermarket brake rotor market are relevant. Examining demand
conditions helps us understand whether purchasers would have been willing to pay higher prices for the
domestic product, or buy different quantities of it, if subject imports had been sold at fairly traded prices.
Examining supply conditions helps us understand whether available capacity and competition among
suppliers to the market would have imposed discipline and prevented price increases for the domestic
product, even if subject imports had not been unfairly priced.

In this investigation, the dumping margins for subject brake rotor imports from China range from
3.56 to 16.35 for 12 specific producer\exporters and 43.32 percent for “all others”. Thus, if subject
imports had been fairly priced, some of their prices in the U.S. market would have increased only
somewhat while prices of other subject imports would have increased substantially. Those with higher
margins would have become significantly more expensive relative to domestic and nonsubject aftermarket
brake rotors while those with lower margins would have increased only somewhat relative to the domestic
like product and nonsubject imports. In such a case, not all purchases of subject imports would have
shifted towards the relatively less expensive products. In other words, even if they had been fairly priced,
significant amounts of subject imports from China would continue to have been sold.?”’

On the supply side, competitive market conditions, excess capacity, inventories, and the ability to
divert U.S. exports to the domestic market would have limited attempts by the domestic industry to
increase prices. The six domestic producers compete among themselves as well as with nonsubject
imports from Canada, China, and elsewhere. In fact, nonsubject import market share is nearly four times

26 The data in the following section are from Table C-2; CR at C-7-8; PR at C-7-8.

%7 In 1995, Chinese producers that received specific dumping margins accounted for 29.4 percent of subject
imports. CR atIV-5; PR at IV-4.
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the market share of subject imports by value and is about the same as the domestic industry’s market
share.?

On the demand side, the low overall elasticity of demand indicates that any price increases by
domestic suppliers in response to this shift in demand would have been met with at most a modest
reduction in overall demand. In these circumstances, domestic producers could have raised their prices
only somewhat, and not by significant amounts, had subject imports been fairly priced. Any effort by a
domestic producer to raise prices significantly would have been resisted sufficiently by competitors and
to some extent by large buying groups with buying power. Overall, any shift in demand from subject
imports to domestic brake rotors would have been minimal, since domestic producers would have
captured only a fraction of the market share of subject imports from China.

In general, while there may be some effects on domestic prices that can be attributed to the unfair
pricing of subject imports, I do not find that subject imports are having significant effects on prices for
domestic aftermarket brake rotors. Therefore, significant effects on domestic prices cannot be attributed
to the unfair pricing of subject imports. Consequently, I find that subject imports of brake rotors are not
having significant effects on prices for domestic aftermarket brake rotors.

C. Impact

To assess the impact of subject imports on the domestic industry, I consider output, sales,
inventories, capacity utilization, market share, employment, wages, productivity, profits, cash flow, return
on investment, ability to raise capital, research and development and other relevant factors.”? These
factors together either encompass or reflect the volume and price effects of the dumped imports, and so I
gauge the impact of the dumping through those effects.

As discussed above, the domestic industry producing aftermarket brake rotors would not have
been able to increase its prices significantly if subject imports of brake rotors from China had been sold at
fairly traded prices. Therefore, any impact of dumped imports on the domestic industry would have been
on the domestic industry's output and sales. Had subject imports not been dumped, the demand for
subject imports would have declined, but demand for the domestic product would have increased only
minimally due to competition from non-LTFV imports from China, nonsubject imports from other
countries, and low-margin Chinese subject imports that would have continued to enter the U.S. market,
had they not been dumped. In other words, had subject imports not been dumped, the domestic industry
would not have been able to increase its output and sales, and therefore its revenues, significantly.
Consequently the domestic industry would not have been materially better off if the subject imports had
been fairly traded. Therefore, I find that the domestic industry producing aftermarket brake rotors is not
materially injured by reason of LTFV imports of brake rotors from China.

Iv. NO THREAT OF MATERIAL INJURY BY REASON OF LTFV IMPORTS OF BRAKE
ROTORS FROM CHINA

On the basis of information obtained in this investigation, I determine that an industry in the
United States is not threatened with material injury by reason of LTFV imports of subject imports of

%8 Table C-2 at C-7-8; PR at C-7-8.
¥ 19 U.S.C. § 1677(7X(C)(iii).
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brake rotors from China. Section 771(7)(F) of the Act directs the Commission to determine whether a
U.S. industry is threatened with material injury by reason of the subject merchandise by analyzing
whether “further dumped or subsidized imports are imminent and whether material injury by reason of
imports would occur unless an order is issued or a suspension agreement is accepted”.’® The Commission
considers the threat factors “as a whole”*! and may not make such a determination “on the basis of mere
conjecture or supposition”.*> In making my determination, I have considered all of the statutory factors >
that are relevant to this investigation * and have determined that the domestic industry producing
aftermarket brake rotors is not threatened with material injury by reason of the LTFV imports from China.

I do not find that there is any increase in production capacity or unused capacity in the exporting
country likely to result in a substantial increase in imports of subject brake rotors into the United States.
Even though production capacity has increased and some capacity is available in the exporting country,
there is no indication that subject imports will increase significantly in the immediate future. Production
capacity in China increased from 1,334,000 units in 1993 to 2,833,000 units in 1995, and increased from
2,374,000 in interim 1995 to 2,748,000 in interim 1996. Production increased from 1,241,000 units in
1993 to0 2,419,000 units in 1995, and increased by 91,000 units between interim 1995 and interim 1996.3
Capacity utilization remained at a high level, ranging from a utilization rate of 93.0 percent in 1993 to a
rate of 85.4 percent in 1995.% At these levels of capacity utilization, subject Chinese exporters would
have difficulty increasing exports to the U.S. market. As a share of total shipments, subject Chinese
brake rotor exports to the U.S. rose from 52.7 percent in 1993 to 63.3 percent in 1995, but fell by 2.1
percentage points from interim 1995 to interim 1996. Home market shipments and exports to all other
countries increased during this period and are projected to increase in importance relative to exports to the
U.S. In fact, the record indicates that shipments by subject Chinese producers to their home market and
exports to third countries are projected to overtake their exports to the U.S.*” Given the high capacity
utilization rates, the significance of shipments to non-U.S. markets, and the conditions of competition
discussed above, I do not find any existing unused capacity or imminent, substantial increase in

%19 U.S.C. §1673d(b) and 1677(7)(F)(ii).

3! While the language referring to imports being imminent (instead of “actual injury” being imminent and the
threat being “real”) is a change from the prior provision, the SAA indicates the “new language is fully consistent
with the Commission’s practice, the existing statutory language, and judicial precedent interpreting the statute.”
SAA at 184.

%2 19 U.S.C. §1677(7)(F)(ii). An affirmative threat determination must be based upon “positive evidence tending
to show an intention to increase the levels of importation.” Metallverken Nederland B.V. v. U.S., 744 F.Supp. 281,
287 (CIT 1990). See also Calabrian Corp. v. United States, 794 F.Supp. 377,387 and 388 (Ct. Int’l Trade 1992),
citing HR. Rep. No. 1156, 98th Cong., 2d Sess. 174 (1984).

3 The statutory factors have been amended to track more closely the language concerning threat of material
determinations in the Antidumping and Subsidies Agreements, although “[n]o substantive change in Commission
threat analysis is required.” SAA at 185.

* 19usc. Sec.1677(7)F)I). Factor I regarding consideration of the nature of the subsidies alleged is
inapplicable because there have not been subsidies alleged. Factor VII regarding raw and processed agricultural
products is also inapplicable to the products at issue. Additionally, there is no evidence of dumping findings or
antidumping remedies in other World Trade Organization member markets against brake rotors from China. See 19
U.S.C. Sec. 1677(7T)(F)(iii)I).

% Table VII-2, CR at VII-2, PR at VII-2.

36 Table VII-2, CR at VII-2, PR at VII-2.

%7 Table VII-2, CR at VII-2, PR at VII-2. See also Tr. at 137 (Sim), Petitioner’s Prehearing Brief, Exhibit 9, 1st
and 2nd pages, and Respondents Postconference brief pp 45-46.
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production capacity in China indicating the likelihood of substantially increased imports of the subject
merchandise into the United States.

The record in this investigation does not show a significant rate of increase of the volume or
market penetration of imports of the subject merchandise indicating the likelihood of substantially
increased imports of subject rotors into the U.S. As noted above, the volume of subject brake rotor
exports to the U.S. market increased by 221.5 percent from 1993 to 1995. The increase from 1994 to
1995 was 27.3 percent and the increased from interim 1995 to interim 1996 was 16.9 percent.® Subject
imports are projected to fall in full-year 1997 relative to 1996.% The rate of increase of consumption in
the domestic aftermarket brake rotor market slowed between 1994 and 1995, after rising by 26.6 percent
from 1993 to 1994.% This slowdown affects demand from all sources, including imports. Nonsubject
imports, which compete with subject imports, have also been increasing.*! Finally, as noted above,
capacity utilization of subject producers in China remains high. Based on the slowed rate of increase in
consumption, the significant presence of nonsubject imports, the high levels of capacity utilization among
subject producers in China, and the conditions of competition in the domestic aftermarket brake rotor
market, I do not find that the increase in volume and market penetration of imports of the subject

merchandise indicates the likelihood of substantially increased imports of subject brake rotors from China
into the U.S.

In my determination of no material injury by reason of LTFV imports of brake rotors from China,
I demonstrated that subject imports have had no significant effect on domestic prices. In light of the
competition among aftermarket brake rotor suppliers in the U.S. market and other conditions of
competition, I find no evidence that this will change in the immediate future. Therefore, I conclude that
subject imports will not enter the United States at prices that will have a depressing or suppressing effect
on domestic prices or that are likely to increase demand for further imports.

At the end of 1995, U.S. inventories of subject Chinese brake rotors were at 1,366,000 units,
representing 4.9 percent of overall U.S. consumption and 13.9 percent of U.S. shipments in 1995, by
quantity.*? Although these inventories are not insignificant, they represent only a moderate increase over
1994.% Overall, I do not find that subject import inventories constitute a threat of material injury.
Subject rotor inventories maintained in China are small.*

There is no information in the record indicating that there is any potential for product-shifting.
Nor does petitioner contend that the domestic aftermarket rotor industry is engaged in any efforts to

38 The record indicates that the overall slowdown in subject rotor imports in interim 1996 is not related to the
filing of the petition in this investigation in March 1996. The available data for monthly imports indicates that
subject imports slowed only in the month immediately following the filing of the petition, and then continued to
enter at higher levels. See CR at IV-8; PR at IV-6.

% Table VII-2, CR VII-2; PR at VII-2.

“0 Table C-2, CR at C-7-8; PR at C-7-8.

4! For example, non-subject imports of brake rotors from China increased by 97.1 percent from interim 1995 to
interim 1996.

*2 Table C-2, CR at C-7-8; PR at C-7-8.

3 At the end of 1994, U.S. inventories of Chinese brake rotors were at 1,159,000 units and represented 4.6 percent
of overall U.S. consumption and 12.4 percent of U.S. shipments, by quantity. Table C-2, CR at C-7-8; PR at C-7-8.

* Table VII-2, CR at VII-2; PR at VII-2.
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develop a derivative or more advanced version of the domestic product. Finally, there is no indication of
any other demonstrable adverse trends, or convincing evidence of any recent or imminent changes in
subject import levels or domestic market structure, that indicate the probability that there is likely to be
material injury by reason of imports of the subject merchandise.

For the reasons stated above, I find that the domestic industry producing aftermarket brake rotors
is not threatened with material injury by reason of LTFV imports of brake rotors from China.

V. CONCLUSION

On the basis of the foregoing analysis, I determine that the domestic industry producing

aftermarket brake rotors is not materially injured or threatened with material injury by reason of LTFV
imports of brake rotors from China.
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PART I: INTRODUCTION

BACKGROUND

This investigation results from a petition filed by counsel for the Coalition for the Preservation of
American Brake Drum & Rotor Aftermarket Manufacturers' on March 7, 1996, alleging that an industry
in the United States is materially injured and threatened with material injury by reason of imports of
LTFV imports of certain brake drums and rotors® from China. Information relating to the background of

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

? For purposes of this investigation, the subject brake drums are defined by Commerce as being made of:

“gray cast iron, whether finished, semifinished, or unfinished, ranging in diameter from 8 to 16
inches (20.32 to 40.64 centimeters) and in weight from 8 to 45 pounds (3.63 to 20.41 kilograms).
The size parameters (weight and dimension) of the brake drums limit their use to the following
types of motor vehicles: automobiles, all-terrain vehicles, vans and recreational vehicles under
‘one ton and a half,” and light trucks designated as ‘one ton and a half.’

Finished brake drums are those that are ready for sale and installation without any further
operations. Semifinished drums are those on which the surface is not entirely smooth, and has
undergone some drilling. Unfinished drums are those which have undergone some grinding or
turning.

These brake drums are for motor vehicles, and do not contain in the casting a logo of an
original equipment manufacturer (OEM) which produces vehicles sold in the United States (e.g.,
General Motors, Ford, Chrysler, Honda, Toyota, Volvo). Brake drums covered in this
investigation are not certified by OEM producers of vehicles sold in the United States. The scope
also includes composite brake drums that are made of gray cast iron, which contain a steel plate,
but otherwise meet the above criteria.”

The subject brake rotors are defined by Commerce as being made of:

“gray cast iron, whether finished, semifinished, or unfinished, ranging in diameter from 8 to 16
inches (20.32 to 40.64 centimeters) and in weight from 8 to 45 pounds (3.63 to 20.41 kilograms).
The size parameters (weight and dimension) of the brake rotors limit their use to the following
types of motor vehicles: automobiles, all-terrain vehicles, vans and recreational vehicles under
‘one ton and a half,” and light trucks designated as ‘one ton and a half’

Finished brake rotors are those that are ready for sale and installation without any further
operations. Semifinished rotors are those on which the surface is not entirely smooth, and has
undergone some drilling. Unfinished rotors are those which have undergone some grinding or
turning.

These brake rotors are for motor vehicles, and do not contain in the casting a logo of an
original equipment manufacturer (OEM) which produces vehicles sold in the United States (e.g.,
General Motors, Ford, Chrysler, Honda, Toyota, Volvo). Brake rotors covered in this
investigation are not certified by OEM producers of vehicles sold in the United States. The scope
also includes composite brake rotors that are made of gray cast iron, which contain a steel plate,
but otherwise meet the above criteria.”

The subject brake drums and rotors are provided for in subheading 8708.39.50 of the HTS with a most-favored-
nation tariff rate of 2.7 percent ad valorem in 1997, applicable to imports from China.
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the investigation is provided below.’

Date Action

March 7,1996 ..... Petition filed with Commerce and the Commission; institution of Commission
investigation

April3,1996 ...... Commerce’s notice of initiation

April22,1996 ..... Commission’s preliminary determinations

October 10,1996 ... Commerce’s preliminary determinations (61 FR 53190); Commerce’s

amended preliminary determinations (61 FR 60683, Nov. 29, 1996);
scheduling of Commission final investigation (61 FR 57449, Nov. 6, 1996)
February 27,1997 .. Commerce’s final determinations (62 FR 9160, Feb. 28, 1997)
February 28,1997 ... Commission’s hearing’

April1,1997 ...... Commission’s vote
April9,1997 ...... Commission determinations and views transmitted to Commerce
SUMMARY DATA

A summary of data collected on aftermarket brake drums and rotors in the investigation is
presented in appendix C, tables C-1 and C-2 and figures C-1 through C-4. Except as noted, U.S. industry
data are based on questionnaire responses of 6 firms that accounted for virtually all U.S. production of
aftermarket brake drums and rotors during 1996. Figures on U.S. imports from China and Canada are

based on questionnaire responses and imports from other sources are based on estimates derived from
official Commerce statistics.

SALES AT LTFV

Commerce determined that the subject products from China are being sold in the United States at
LTFV.® Table I-1 provides the final weighted-average dumping margins (in percent ad valorem)
determined by Commerce for each product and manufacturer/producer/exporter subject to the
investigation.

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

* Date Commission received notice from Commerce.

’ Witnesses appearing at the hearing are listed in app. B.

¢ Commerce also made a determination that critical circumstances exist with respect to all companies subject to the

China-wide rate for rotors; the notice is presented in app. A. Information relative to this issue is presented in Part
IV of this report.
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Table I-1
Brake drums and rotors: Commerce’s final LTFV margins'

Manufacturer/producer/exporter Weighted-average margin
(Percent ad valorem)
Brake drums:*
China National Machinery Import & ExportCorp................ 0.00 (excluded)
Beijing Xinchangyuan Automobile Fittings Corp., Ltd. ........... 0.00 (excluded)
Qingdao Metals, Minerals & Machinery Import & Export Corp. . ... 0.00 (excluded)
Yantai Import/EXport Corp. .......covviiiiinennnnennnnnnnns 0.00 (excluded)

China National Automotive Industry Import & Export Corp.,
Shandong Laizhou CAPCO Industry, and CAPCO

International USA® . ...... ..ottt 17.20
Hebei Metals and Machinery Import & Export Corp®............. 17.20
Jiuyang Enterprise COrp® ........coiiieeeeeiinniinnnnnnnn.. 17.20
Longjing Walking Tractor Works Foreign Trade Import & Export

[ 17.20
Shanxi Machinery and Equipment Import & Export Corp®. . ....... 17.20
China-widerate ...............coiiiiiiiii i, 86.02

Brake rotors:*

China National Automotive Industry Import & Export Corp.,
Shandong Laizhou CAPCO Industry, and CAPCO

International USA . ........ ..ottt 0.00 (excluded)
China National Machinery and Equipment Import & Export Corp.
Xinjiang) Co., Ltd. ........cciiiiiiii ittt 0.00 (excluded)

Shenyang Honbase Machinery Corp., Ltd., and Laizhou Luyuan
Automobile Fittings Corp., Ltd., MAT Automotive, Inc., and

Midwest Air Technologies,Inc. ........................... 0.00 (excluded)
Yantai Import/EXport Corp. ........ccovviiiirinnnnennennnn. 3.56
Qingdao Metals, Minerals & Machinery Import & Export Corp®. ... 8.63
Xianghe Zichen Casting Corp®. ............cccoviiinneennnn. 8.63
Jiuyang Enterprise Corp® .........oiiiiiiiiiiiiiineeannnnn.. 8.63
Hebei Metals and Machinery Import & Export Corp®............. 8.63
Longjing Walking Tractor Works Foreign Trade Import &

EXPOrt COmp® . .\ttt ti it 8.63
Yenhere Corp® .. ..uitiiit ittt 8.63
Shanxi Machinery and Equipment Import & Export Corp® ........ 8.63
Jilin Provincial Machinery and Equipment Import & Export Corp® . . 8.63
Southwest Technical Import & Export Corp., Yangtze Machinery

Corp., and MMB International,Inc ......................... 16.35
China-widerate! ...... ... ...ttt 43.32

' Commerce’s period of investigation for both products comprised each exporter’s two most recent fiscal quarters
prior to the filing of the petition.

? Citing a lack of “administrative resources” to analyze the responses of all 18 responding exporters, Commerce
limited its analysis to the sales of the 5 largest brake drum exporters and the 7 largest brake rotor exporters. As 2 of
the companies exported both brake drums and brake rotors, this constituted a total of 10 companies.

* Rate is based on the simple average of rates determined for the selected respondents.

* China-wide rates were assigned to brake drum and rotor exporters based on the revised highest petition rates. In
this regard, Commerce noted “In both cases, based on our comparison of the calculated margins for the other
respondents in these proceedings to the estimated margins in the petitions, we have concluded that the petition is the
most appropriate record information on which to form the basis for the China-wide rate in the brake drums and brake
rotors investigations.”

3 Rate is based on the weighted average of calculated rates that are not zero or based on facts available.
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THE PRODUCT

Commerce’s definition of the products subject to this investigation was presented on page I-1 of
this report. Presented below is information on both imported and domestic aftermarket brake drums and
rotors, as well as information related to the Commission's "domestic like product" determinations.” In the
preliminary phase of the investigation, the Commission determined that there are two domestic like
products (non-OEM brake rotors and non-OEM brake drums), but indicated that it would revisit the
question of whether to include OEM brake drums or rotors in the domestic like products in any final
investigation.® (Respondents had argued to include OEM brake drums and rotors with the non-OEM
brake drums and rotors in the domestic like products.)

The term “aftermarket” in this report is used in place of the term “non-OEM” in the preliminary
phase of the investigation, and refers to non-OEM parts used in the replacement, nonwarranty segment of
the automotive parts market. Non-OEM brake drums and rotors are differentiated from those known as
OE brake drums and rotors, which include brake drums and rotors produced and/or certified by OEMs® as
well as OES parts."® Aftermarket manufacturers of brake drums and rotors indicated no production of
OEM brake drums and rotors and negligible production of OES brake drums and rotors for older or
discontinued motor vehicle models outsourced to aftermarket producers by the OEMs.!! The term
“replacement market” in this report describes the market for parts (in this case brake drums and rotors)

that are purchased for installation on a vehicle after its initial sale to replace worn or defective
components.

Physical Characteristics and Uses

As parts of motor vehicle brake assemblies, brake drums and rotors are subjected to high
temperatures, extreme friction, and heavy loads. Gray iron is generally selected for the production of the
subject products because of its high wear resistance, excellent machinability, relatively high coefficient of
friction, and vibration absorption."> This metal is also easily cast into rather complex shapes at a
relatively low cost.”

7 The Commission's decision regarding the appropriate domestic products that are "like" the subject imported
products is based on a number of factors including (1) physical characteristics and uses; (2) interchangeability; (3)
channels of distribution; (4) customer and producer perceptions; (5) common manufacturing facilities and production
employees; and, where appropriate, (6) price.

® Certain Brake Drums and Rotors from China, USITC Pub. 2957, Apr. 1996, p. 9.

° OEMs are motor vehicle producers such as Ford, Chrysler, General Motors, Honda, and Toyota.

' OE brake drums and rotors sold as replacements are designated OES parts, and are essentially the same as OEM-

certified parts and are usually sold through approved motor vehicle dealers. Staff conversations with representatives
Of * k% .

' According to questionnaire responses, *** and ***.

'> An aluminum rotor is available in the U.S. market for the Plymouth Prowler, a high-performance motor vehicle
with limited production. The advantage of an aluminum brake rotor is its light weight. Staff conversation with a
representative of ***. Aluminum composite rotors are reportedly in development by several OEMs, but are
expensive because of higher raw material costs and a greater degree of difficulty in machining. Questionnaire
response of ***. As indicated in questionnaire responses, however, gray cast iron is the only metal used by all U.S.
producers to manufacture the subject products.

** Charles F. Walton and Timothy J. Opar, eds., "Economic Considerations and Procurement," ch. in Iron Castings
Handbook (Iron Castings Society, Inc., 1981), p. 57, and Automotive Encyclopedia, pp. 636-637.
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Brake drums and rotors are critical elements in two different motor vehicle braking systems.
Brake drums are bowl-shaped parts used in brake drum assemblies found primarily on rear wheels. The
drums enclose the mechanical parts' that are attached to-a backing plate. When the brake pedal is
applied, hydraulic pressure at the wheel cylinder increases and overcomes the pressure of the retracting
springs, which allows the brake shoes to push against the brake drum to slow or stop the vehicle."

Rotors are parts of disc brake assemblies. The rotor is a circular rotational component attached to
the wheel hub. Rotors often are made with ventilating fins between the two rotor surfaces to improve
rotor cooling. A hydraulic caliper and disc brake pads are mounted on an adapter that straddles the rotor.
The hydraulic braking process is the same as that of drum brakes, but in the case of disc brakes, the
calipers force the braking pads against the rotating disc in a clamping action to slow or stop the vehicle.'

Disc brakes are generally more efficient in transferring the heat resulting from braking action
because the braking unit is not enclosed. This is particularly important for front-wheel-drive vehicles,
where the greater portion of vehicle weight and braking pressure is applied to the front wheel brake
assemblies. The increased number of front-wheel-drive motor vehicles on the roads in the United States
has contributed to greater demand for rotors, as has a design shift within the last 10 years to a disc braking
system using four, rather than two, rotors."”

Although OEM and aftermarket brake drums and rotors are used for the same applications in
motor vehicles, their physical characteristics differ somewhat. Balance and brake surface run-out
tolerances, rotor finishes, metallurgical composition, and structural and design specifications are typically
different for OEM and aftermarket brake drums and rotors, for example.'* OEM parts are made to stricter
tolerances' and more rigid materials specifications? than aftermarket parts to meet the certification
standards established by motor vehicle manufacturers. OEM parts often are identified by a logo of an
OEM or a part number* that is specific to OEM products and is not found on aftermarket parts. OEM
suppliers are also subject to first-party audits (self-assessments) and/or inspections by OEM personnel or

' Typical parts include brake shoes, shoe-retracting springs, hold-down spring assemblies, self-adjusting
assembly, and parking brake parts.

1* William K. Toboldt, Larry Johnson, and Steven W. Olive, "Automotive Brakes," ch. in Automotive
Encyclopedia: Fundamental Principles, Operation, Construction, Service, Repair (South Holland, IL: The
Goodheart-Willcox Company, Inc., 1989), pp. 638-639, 642.

' Ibid, pp. 638-639.

' Hearing TR, p. 131.

'® Questionnaire responses of ***. One producer, ***, indicated that there were no significant differences between
OEM and aftermarket brake drums and rotors.

' Specifications exist for concentricity of parts; lateral, circumferential, and radial runout; thickness variation;
brake surface imperfections; casting finish; brake surface finish,; static balance; chemical composition;
strength/hardness of material; and flatness of brake surface relative to mounting face. Producer questionnaire
response of ***,

% The industries producing aftermarket brake drums and rotors target the SAE G-3000 grade metal specification
for automotive gray iron castings, but variances run high. Conference TR, p. 20. Motor vehicle manufacturers
generally stipulate their metallurgical requirements for specific applications, based on SAE and ASTM
specifications, to the OEM parts supplier. Respondents' postconference brief, p. 17. Respondents indicated,
however, that OE and aftermarket producers use the same casting (with a G-3000 grade material specification) in the
manufacture of brake drums and rotors. Hearing TR, p. 144.

21 #** indicated in its questionnaire responses that an OEM part drawing has no specific requirement for part
number identification or logo, but that shipping containers do list part numbers. The absence of an OEM logo or part
number on a brake drum or rotor, however, does not necessarily determine its use as an aftermarket product.
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independent auditors to verify compliance with OEM customer standards requirements (e.g., QS-9000
standards and statistical process control).” In addition, OEM parts are offered with a warranty that covers
a designated number of miles or months.? According to a representative from Kelsey-Hayes, an OEM
supplier, these requirements make “it virtually impossible for a typical aftermarket supplier to enter the
OE market. But at the same time, it is our adherence to these requirements that make it difficult for us as
an OE manufacturer to compete in the cost-driven aftermarket.” 2

Manufacturers of aftermarket brake drums and rotors indicate that they meet less exacting
standards, offer no parts warranty, and are not subject to any formal certification procedures. All
responding U.S. producers and 10 of 11 responding importers stated that certification is not required for
aftermarket brake drums and rotors. Some purchasers test samples before buying large quantities and
inspect incoming shipments, but these requirements vary by purchaser and are less stringent than OEM
certification.” However, aftermarket manufacturers maintain "a required level of fit, function, and safety
related issues."* The respondents argue that these products are essentially made to the same
specifications and that the quality of the aftermarket brake drum and rotor may actually exceed that of the
OEM product.” According to questionnaire responses, however, aftermarket producers reported no
production of OE brake drums and rotors for use by motor vehicle manufacturers®® and negligible
production of OES nonwarranty replacement parts.

Interchangeability

Both aftermarket and OEM brake drums and brake rotors have individual design and functional
characteristics that limit their use to a particular braking system and to specific motor vehicles.”? Rotors
are components solely of disc braking systems, whereas drums function only in drum brake systems.

The petitioner and respondents consider the subject imported and domestic aftermarket brake
drums and brake rotors as interchangeable (i.e., they meet fit and function criteria) for use as parts in the
U.S. replacement market.*® There are no existing product standards or certification requirements to

2 Quality System Requirements QS-9000 manual (February 1995) for Ford, Chrysler, and General Motors, as well
as producer questionnaire responses. Also see conference TR, pp. 24, 64-65. Chrysler has established a deadline of
July 31, 1997 for its Tier One suppliers to receive QS-9000 certification; General Motors’ suppliers will have until
Dec. 31, 1997. Ford has not set a deadline. Ralph Kisiel, “Sparks Fly Over QS-9000 Training Plan,” Automotive
News, Dec. 30, 1996, p. 17.

 Brake system warranty is the highest warranty concern for most motor vehicle manufacturers. Brake system
noise, vibration, and harshness, which are affected by the precision with which brake drums and rotors are
manufactured, represent major brake warranty concerns. Hearing TR, pp. 30-31.

# Hearing TR, p. 34.

% Eight of 18 responding purchasers require pre-qualification for new suppliers. Factors considered include
reputation of supplier, product range, price, credit terms, availability, service, and quality. Qualification standards
vary by firm as does time to qualify, ranging from 1 to 6 months.

% Conference TR, pp. 19, 34.

7 Respondents' postconference brief, pp. 15-16.

% Questionnaire responses of aftermarket producers (***).

# Conference TR, p. 76.

% Conference TR, pp. 36, 108.
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differentiate the subject aftermarket imported and domestic products, which are used for the same or
similar motor vehicles.!

According to the petitioners, aftermarket brake drums and brake rotors are not considered
interchangeable for OE parts in the OEM market because the aftermarket brake drum and rotor
manufacturers are not certified as OEM parts suppliers.”> Respondents alleged that the aftermarket and
OE market are not "hermetically sealed, different industries," but, rather, one industry selling brake drums
and rotors with the same basic characteristics and uses that can be sold interchangeably into overlapping
channels of distribution.®® The petitioner asserts that OE suppliers of brake drums and rotors have
between 2 and 3 percent of their total production going into the replacement market. This includes "non-
conforming OE product” (that which does not meet OE specifications or rejects) and a certain amount of
overruns.** Aftermarket producers, however, manufacture a wide selection of aftermarket brake drum and
rotor models to supply the large variety of older motor vehicles on the road,* but often in small
quantities. With the minor exception of *** and possibly other OEM manufacturers,* there appears to be
minimal overlap of aftermarket product and OEM product on the production lines.

Aftermarket brake drums and rotors usually appear as replacements within 2 years after the
introduction of new motor vehicle platforms and the corresponding change in brake drum and rotor
models. During that interval, aftermarket producers reverse-engineer the new brake drum and rotor
models and complete the retooling necessary for production. As a result, availability of aftermarket
products generally coincides with the initial demand for replacement parts for the originally-installed
OEM brake drums and rotors.”’

At the same time, motor vehicle manufacturers supply warranty replacement parts for their
respective platforms for a specified period of time,* even though production of a particular motor vehicle
platform may have been discontinued. These parts are usually sourced from inventory or from secondary
production lines if volumes warrant continued output.’® Testimony was presented at the Commission's
conference in the preliminary phase of the investigation that OEMs will outsource some replacement
parts, especially for much older cars (beyond original warranty) for which continued production of OES
parts is uneconomical, to firms like the petitioners. In their questionnaire responses in the final
investigation, *** 4! *** *** T ess commonly, OES parts can be sourced from current output if the

3 Petition, p. 34.

%2 Conference TR, p. 42.

% Respondents' postconference brief, pp. 3-5 and pp. 14-25.

* They conclude that "the OE product getting into the aftermarket channels is minimal in quantity and is primarily
‘seconds’." Rebuttal exhibit 1, p. 5, to the petitioners' postconference brief. This figure does not include OES parts,
which petitioners indicate count for an additional 2 to 3 percent. Staff conversation with ***.

35 According to questionnaire responses, ***.

% See footnote 2 to table ITI-2 of this report.

%7 Conference TR, pp. 68-75.

% According to a representative of ***, the company is required to supply warranty replacement parts for 10 years.
Petitioners estimated the supply requirement period at seven years. Conference TR, p. 71.

* Conference TR, pp. 71-72.

“ Conference TR, pp. 72-73.

41 *kk
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volume is large enough to warrant continued production or if a short production line has been
established.”?

Aftermarket and OEM manufacturers may acquire through purchase a certain amount of OEM or
aftermarket product, respectively. The primary source for the latter is through the direct importation or
purchase of imported product. A much smaller portion of purchases comes from OEM producers* or
other aftermarket producers. AlliedSignal, ***,

Channels of Distribution

The aftermarket for the subject brake drums and rotors is characterized by hundreds of model
numbers, and several layers of distribution between the producer and the final consumer.* This system is
dominated by two main distribution channels (traditional* and retail outlets) that provide a variety of
automotive aftermarket products. A segment of the replacement market encompasses the primary
distribution channels for OES brake drums and rotors, which are generally supplied through licensed parts
distributors and approved motor vehicle dealers.

According to the petitioners, U.S. producers manufacturing aftermarket brake drums and rotors
generally sell the subject products to retail brake service outlets, large automotive supply chains, and
warehouse distributors that are traditional wholesalers of automotive parts and supplies, whereas OEM
products are sold to vehicle manufacturers and their dealerships.* The respondents dispute this assertion
and reported that OEM and aftermarket products compete in the replacement parts market.*’

Aftermarket parts sold through warehouse distributors are generally supplied to jobbers, who then
wholesale these parts to service stations and garages that install the subject brake drums and rotors, and
retail outlets, such as automotive supply chains, for installation by the consumer. More typically,
installation is performed at a retail brake outlet, and Wagner stated that it targets its marketing effort at
the professional installer and not the consumer, who is usually unaware of the origin of the brake part
installed on his or her car.* Inventories are held throughout the distribution chain, with frequent
deliveries often required.

In some cases, warehouse distributors and jobbers have banded together under a common
promotional banner. Called PDGs,” these associations provide common purchasing, marketing, or other
services to gain better pricing from suppliers. Most warehouses/distributors belong to one of

“2 Conference TR, pp. 68-75, 103.

“ In their responses to Commission questionnaires, both *** and *** (aftermarket producers) listed *** as
suppliers. AlliedSignal considers ***, Kelsey-Hayes ***, and the status of Dayton Parts is unclear.

“ Conference TR, p. 77.

“ The traditional segment of the market refers to the professional service outlets (i.., warehouse distributors,
jobbers, and service stations/independent garages). 1993 APAA Afiermarket Guide.

“ Conference TR, p. 43. *** in a site visit reported that about *** percent of its sales are to programmed
distribution groups or large retailers.

“7 Exhibit 1 of the respondents’ postconference brief contained an article stating that OEM suppliers control 38
percent of the brake replacement market while U.S. producers control 43 percent and importers the remainder. They
also cite a Chicago Tribune (July 17, 1994) article stating that the “Mr. Goodwrench” chain, which is a firm related
to General Motors, uses OES parts and has the most retail outlets in the “quick lube” business.

“ Conference TR, p. 85.

“NAPA and CARQUEST Auto Parts Stores are examples of programmed distribution groups.
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approximately 20 PDGs; membership in a PDG allows a warehouse/distributor to obtain better prices than
it could by acting alone. The producer or importer makes price proposals to the PDG, and then
warehouses/distributors make individual arrangements at the group price. PDGs certify manufacturers as
approved vendors based on price criteria, at which point member companies can purchase from any of the
approved vendors.

Buying groups serve a similar function for independent retail outlets that purchase large
quantities at discount prices. Retail outlets, in general, have traditionally bought directly from
aftermarket parts manufacturers, and less commonly through jobbers. Secondary channels of distribution
for domestic producers of aftermarket brake drums and rotors include sales through their own distribution
centers, sales to co-manufacturers,® and purchases by automotive dealers for installation in used motor
vehicles for nonwarranty work.

Evolutionary changes in the market, however, have tended to diminish the distinctions between
these two distribution channels. PDGs have come to resemble retail outlets, and retail outlets are offering
a greater variety and a larger amount of stock similar to distributors. In addition, some warehouse
distributors and jobbers have vertically integrated their operations with the addition of captive stores that
broaden their access to the replacement parts market.

In the OE market, OEM brake drums and OEM brake rotors are sold directly to Tier One®!
automotive suppliers for the production of brake assemblies or to the major motor vehicle
manufacturers.”? OES parts are sold primarily through licensed parts distributors and approved motor
vehicle dealers as warranty replacement parts for OE installations.”® The brake drums and rotors sold
through these different channels are usually the same product as the OEM product, having been
manufactured on the same production line to the same specifications. In addition, OES brake drums and
rotors can be sold through traditional replacement market outlets such as service stations and repair shops.
This scenario occurs when an end user specifies the use of an OES replacement part to an installer or
repair shop, which then purchases the OES brake drum or rotor from a licensed parts distributor or
dealer.”® Although 3 out of 10 purchasers responding to a question on the competitiveness of OEM and
aftermarket brake drums and rotors for service not under warranty indicated that they were fully
competitive (and several others indicated that they were competitive products), only one firm reported

% Co-manufacturers are generally U.S. producers that purchase aftermarket brake drums and rotors from other
manufacturers to broaden their product offerings or to supply customer requests, for example.

*! Tier One automotive suppliers are those that provide major motor vehicle assemblies, such as braking systems
and interior systems. Second-tier suppliers manufacture the principal parts and components for these assemblies,
such as brake parts and seats.

%2 The motor vehicle manufacturers own the tooling used by the OEM suppliers to manufacture brake drums and
rotors and thus control the distribution of such output. Hearing TR, p. 193.

% Conference TR, p. 13. According to questionnaire responses, most purchasers indicated that distributors that
handle OEM brake drums and rotors are generally distinct from those that handle aftermarket brake drums and
rotors. ***, for example, stated that OEM products were generally sold through automotive dealerships.

% The products may differ in cases where OES parts are manufactured by aftermarket manufacturers to supply a
small volume or out-of-stock part for an OEM. Such production is negligible. See discussion in the section of this
report entitled "Interchangeability.” In addition, a representative from ***.

%> Respondents' postconference brief, p. 25.
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installing OEM parts in vehicles no longer under warranty.*® No purchasers reported inventorying OEM
brake drums and rotors.”’

The subject imported products enter the U.S. market at the warehouse distributor level, where
U.S. manufacturers and importing "agents" compete for sales among buying groups and PDGs. Once
approved by these groups, the imported products are marketed in the same retail and traditional outlets as
domestic aftermarket parts. In addition, Chinese brake drums and rotors are purchased from distributors
by some U.S. aftermarket manufacturers for finishing and then marketed through the U.S. manufacturers'
distribution chain.*®

Customer and Producer Perceptions

Customer and producer perceptions of aftermarket and OEM products differ. The petitioner
perceives OEM and aftermarket brake drums and rotors as distinct products, with differences based on the
higher quality, tighter specifications, and certification of OEM products.® While arguing that they should
be included in the domestic like products, respondents note that customers' perceived difference in quality
allows OEM producers to sell their products at higher prices than most aftermarket brake drums and
rotors.* In addition, one importer cited the "consumer perception that aftermarket product is lower in
quality than OEM product."® As previously noted, several purchasers® indicated that OEM brake drums
and rotors were fully competitive with comparable aftermarket products for nonwarranty service or were
competitive through non-dealership networks.® Other purchasers,* however, did not consider OEM
brake drums and rotors to be competitive with aftermarket brake drums and rotors. In addition, *** stated
that the “aftermarket product is considered a lower cost alternative.”®® *** also noted that “non-OEM
counterparts generally are less expensive for repair facilities to buy.”®

The petitioner has indicated that the quality of the subject imported brake drums and brake rotors
is good and has improved during recent years. In addition, the petitioner states that U.S. end users (i.e.,
the motor vehicle owners) generally are not aware that the Chinese product is being installed or purchased
by repair facilities.”” Respondents generally agree that the quality of the subject Chinese products is
acceptable, with recent improvements in quality. They indicate, however, that Chinese brake drums and
rotors are not perceived as having the high quality of U.S. products in the aftermarket.®

56 »+* reported installing “a very small percent” of OEM parts in vehicles no longer under warranty.

5" Most purchasers indicated in their questionnaire responses that there are no other products that could be
substituted for aftermarket brake drums and rotors in their end uses. However, *** cited OES parts as substitute
products available through automobile dealerships.

% Conference TR, p. 135.

% Conference TR, pp. 43-44.

% Respondents' postconference brief, p. 41.

¢! Questionnaire response of ***,

€2 Questionnaire responses of ***,

 Questionnaire response of ***.

# Questionnaire responses of ***,

% Questionnaire response of ***,

% Questionnaire response of ***,

%7 Conference TR, pp. 37, 45-46.

 Conference TR, p. 143.
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Importers responding to questions concerning differences generally also cited the perceived lower
quality of the subject Chinese products. ***, for example, stated that "consumer perception plays an
important role in pricing. The perception that Chinese product is lower quality will continue to keep the
price lower than U.S. made rotors and drums." ® Another importer, ***, indicated that "Chinese products
are perceived as lesser value/quality than product made in the USA." This same importer cited limited
product range, difficult warranty recovery, longer lead and delivery times, and lack of brand recognition
as other disadvantages of Chinese brake drums and rotors in the U.S. market.”

In response to questions comparing U.S. and Chinese products in several competitive factors,
purchasers generally cited U.S. aftermarket brake drums and rotors as superior to Chinese products in
terms of product consistency, quality, and range; technical support/service; packaging; and tolerance
variance. In most other non-price categories, U.S. and Chinese products were considered comparable.”

Common Manufacturing Facilities and Production Employees

The two principal stages of production of the subject brake drums and rotors are casting and
machining. There are three main casting methods: cupola, induction, and arc. In all three methods, gray
iron (primarily sourced from scrap) is the metal produced. The casting step accounts for the majority of
the value of the finished brake drum and rotor.” After the casting is formed, the article undergoes
machining, such as grinding and drilling, to reach the finished product.

As previously discussed, unfinished brake drums and rotors have undergone some grinding but
are not functional as brake system products. Semifinished brake drums and rotors have also undergone
initial grinding and have been drilled or pierced. Such parts still require additional finish grinding and
boring to be considered serviceable.” Finished brake drums and rotors are ready for installation and meet
fit and function criteria.

The petitioner states that production of aftermarket brake drums and brake rotors is characterized
by relatively short production runs and quick changeover times to be able to adjust quickly to customer
demands. To reduce costs and speed changeovers in machining and finishing operations, production
machinery is often *** Machining and finishing operations are accomplished with two or three pieces
of equipment within each cell.” Such equipment is used by Wagner, a petitioner, to produce both
aftermarket brake drums and aftermarket brake rotors in the same plant with the same employees.™
Another petitioner, Brake Parts, indicated that different equipment was used to produce each of the

® Questionnaire response of ***,

™ Questionnaire response of ***, Other importers responding to the questionnaire, such as ***, cited similar
disadvantages for the Chinese product.

7! More detailed information comparing the domestically produced and Chinese subject brake drums and rotors is
discussed in Part II of this report.

™U.S. producers of aftermarket brake drums and rotors indicated in their questionnaire responses in the
preliminary phase of the investigation that the casting represented *** percent of the total cost of a brake drum and
*** percent of the total cost of a brake rotor.

7 There is no standard industry concept of the terms "unfinished" and "semifinished" brake drums and rotors.
These products are not traded in significant quantities, and are not suitable for any other use.

™ According to questionnaire responses, all U.S. aftermarket producers *** use cell manufacturing to produce
brake drums and rotors. ***,

7 Conference TR, pp. 96-97, and field visit to ***.
" Conference TR, p. 77.
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subject products at its facility.” None of the aftermarket producers manufacture any brake drums or
rotors other than the subject products (with the exception of previously-noted negligible output of ***),”
and all indicate that the equipment is unique to the production of brake drums and rotors.”

Similar manufacturing steps are used to produce OEM product; however, OEM brake drums and
rotors require several additional procedures such as turning,* painting, and inspection of major
characteristics. In further contrast to aftermarket production, OEM brake drums and brake rotors are
often produced on an automated transfer line because of the efficiencies gained in longer production runs
of fewer parts and larger volumes.*! These assembly line operations generally consist of 7 to 10 pieces of
equipment, each dedicated to a specific phase of production (such as turning or grinding®?) at tolerances
and specifications required by OEMs. Because production of OEM brake parts is subject to greater
oversight and stricter specifications than aftermarket products, other specialized equipment is required for
OEM parts manufacturing,® such as certain types of grinders that produce nondirectional finishes on
rotors to reduce noise levels and electronic monitoring equipment.* As discussed, OEM manufacturing
facilities also undergo first-party audits or independent inspections to verify compliance with OEM
specifications, such as QS-9000 standards. In addition, these firms are required to provide proof of
process capability, on-going statistical analysis, and material certifications to their OEM customers.*

OES brake drums and rotors are generally produced in large quantities on the same transfer lines
used to produce OEM parts, and then dispersed to approved parts distributors and dealers from inventory.
In instances where a part is no longer available from inventory or an OEM supplier, the part can be
outsourced from an aftermarket manufacturer.

Price®
U.S. producers of OEM and aftermarket brake drums and rotors appear to engage in somewhat

discrete sales practices. The petitioner indicates that U.S. producers of aftermarket brake drums and
rotors typically do not have sales contracts with their customers, operating primarily on an order-by-

7 Ibid. *** also manufactures aftermarket brake drums on equipment that differs and is separate from machinery
used to produce aftermarket brake rotors. Staff conversation with ***, Apr. 10, 1996.

7 According to questionnaire responses, aftermarket producers are unaware of any such manufacturers that supply
both the OEM market and aftermarket using the same products bearing different logos or parts numbers.

7 Questionnaire responses from ***, ‘

% Turning is the process of removing material by forcing a cutting tool against the surface of a rotating article.
Howard E. Boyer and Timothy L. Gall, eds., "Glossary of Terms Related to Metals and Metalworking," ch. in
Metals Handbook (American Society for Metals: Metals Park, OH, 1985), p. 1-40.

8! Because of the emphasis on just-in-time delivery by the automotive industry, OEM suppliers are moving to
shorter production runs to reduce inventory and be more responsive to their customers. Staff conversation with ***,
Mar. 28, 1996.

% Petitioners' postconference brief, p. 10.

® In its questionnaire response, *** indicated that OEM specifications, such as dimensional accuracy and
consistency of metallurgy, are at tolerances beyond the capabilities of aftermarket manufacturers’ production
equipment.

¥ Electronic gauging is used to monitor process and document compliance of OEM manufacturers. In contrast,
aftermarket producers use attribute (go/no go) gauging, which is less accurate than electronic gauging and does not
meet statistical control requirements of OEMs and their suppliers. Questionnaire response of ***,

% Questionnaire response of ***,

% More detailed information on pricing of the subject products is discussed in Part V of this report.
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order, or spot-sales, basis.*” These producers determine their production mix and quantity on the basis of
historical data trends and, more recently, on actual sales data because of changing market conditions. In
contrast, U.S. manufacturers of OEM brake drums and rotors are typically awarded long-term contracts to
supply parts for a motor vehicle platform of a domestic manufacturer.®

The petitioner indicates that OEM brake drums and rotors sell at a premium to aftermarket
products because of their higher quality, tighter specifications, and OEM certification, as well as the rigid
separation of these markets.* The respondents, on the other hand, argue that prices for OEM brake drums
and rotors may be slightly higher than those for aftermarket brake drums and rotors because of customers'
perceptions that the quality of the two products is different. They believe, however, that prices for OEM
and aftermarket brake drums and rotors overlap.”® Testimony by the respondents at the Commission
hearing also cited the additional costs for recordkeeping, warranty, advertising, inventory, and carrying
costs as contributing to the higher prices for OEM brake drums and rotors.”

One importer indicated that aftermarket brake drum and rotor prices are not comparable with
OEM product prices “because it is a different market.” Another importer stated that “pricing in
aftermarket product is lower than OEM because of testing standards and consumer perception that
aftermarket product is lower in quality than OEM product.””

¥ According to questionnaire responses, *** of sales by three of the aftermarket producers were on a spot basis.
However, *** has a *** for *** of its output, and *** indicated that ***, *** indicated that *** of its sales were
under contract.

88 Field visit to ***,

% Conference TR, pp. 43-44.

% Respondents' postconference brief, p. 30.
! Hearing TR, p. 132.

2 Questionnaire response of ***,

% Questionnaire response of ***,
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PART II: CONDITIONS OF COMPETITION IN THE U.S. MARKET

MARKET SEGMENTS AND CHANNELS OF DISTRIBUTION

The market for aftermarket brake drums and rotors is distinguishable from the market for OEM
brake drums and rotors by a number of factors. The most important factor is the lack of a rigorous
certification process for aftermarket brake drums and rotors in comparison with the market for OEM
brake drums and rotors. Other factors distinguishing market segments are pricing, channels of
distribution, and product stamping. U.S. producers of aftermarket brake drums and rotors and importers
of the Chinese products reported selling only in the aftermarket because they are not qualified OEM
suppliers.' 2

A producer or importer may sell under different labels. For example, *** stated that it has had
arrangements with different distribution chains to produce parts under the chains’ labels.* Sometimes an
importer or a U.S. producer will carry two product lines. For example, ***.* *** sells a line of the
subject products imported from China under a different label at a price *** its U.S.-produced products.
The *** brands are marketed through similar channels.

The large number of different models of the subject products makes it difficult for one
manufacturer to produce every model. As a result, co-manufacturing arrangements® exist, and there is
trade among producers and importers. For example, *** of *** has alleged that *** purchases the ***
models that *** produces and buys the rest from China and other countries.® One importer (***) reported
that it has only one customer, ***. *** produces the subject product in the United States and Canada,
purchases from importers, and imports directly.’

SUPPLY AND DEMAND CONSIDERATIONS
U.S. Supply
U.S. Production

Such factors as production capacity, availability of alternative market shipments, and the
availability of inventories influence the responsiveness of supply of the subject products to price
changes. These factors are discussed in more detail in Parts Il and IV of the report. Questionnaire data
suggest that domestic aftermarket brake rotor and rotor supply may be somewhat responsive to price.

! Four of 5 producers and 10 of 11 importers reported that certification is not required in the brake drum and
rotor aftermarket, although some firms require their own material certifications standards. In its questionnaire
response, *** stated that OEM manufacturers comply with quality control standards dictated from the automobile
manufacturer through a regimented quality control process lasting up to three years, while aftermarket producers
individually determine the acceptable level of quality for their customers.

> See the section entitled “Channels of Distribution” in Part I for a more complete discussion.

3 #x*_ They stated that this does not affect selling price.

* Questionnaires from ***,

* For example, *** stated in its questionnaire response that it deals with 2 levels of customers, the co-
manufacturer and the aftermarket distributor.

¢ Telephone conversation, Apr. 4, 1996.

7 See Part I1I for a more complete discussion of purchases and imports by U.S. producers.
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Capacity in the U.S. industries

U.S. production of aftermarket brake drums and rotors increased 44.1 and 17.1 percent,
respectively, during 1993-95. These production increases took place during a period of expanding
capacity. U.S. aftermarket brake drum and rotor production capacity increased 15.2 and 36.7 percent,
respectively, during 1993-95. U.S. producers’ capacity utilization for aftermarket brake drums increased
from 67.6 percent in 1993 to 84.6 percent in 1995. Capacity utilization for aftermarket brake rotors fell
from 96.3 percent in 1993 to 82.5 percent in 1995.

With these capacity utilization rates, the respondents have argued that domestic producers lack
the foundry capacity to supply the U.S. market and that non-subject countries would benefit from any
actions limiting imports of the subject products from China.® The petitioners dispute this claim and stated
that they were aware of foundries operating at 35 percent of capacity.” Several petitioners had also closed
parts of their operations or were working reduced work weeks.'® According to purchaser questionnaire
responses, only one firm reported availability constraints with U.S. product. *** dropped *** as a
supplier citing order backlogs during 1994."

Production Alternatives

Producers’ questionnaire responses indicate that their brake drum and rotor plants and equipment
are unique to production of the subject products and production workers are dedicated to the production
of the subject products. Five of 6 responding producers indicated that plant, equipment, and employees
could not be easily switched to the production of other products. In a similar question," all six
responding producers indicated no actual production of non-subject products.

Inventory Levels

The existence of inventories influences the degree to which U.S. producers can respond to
changes in demand with changes in supply. End-of-period inventories of aftermarket brake drums
fluctuated during 1993-95, ranging between 465,000 and 603,000 units for drums, while rotor inventories
increased from 1.3 million units to 2.2 million units or by nearly 69 percent. As a ratio to total shipments,
subject brake drum inventories declined from 22.8 to 20.4 percent, while the ratio for subject rotors
inventories increased from 14.6 to 21.1 percent during 1993-95.

Export Markets

Three of six responding producers reported export shipments of subject product during the period
examined. U.S. producers’ aftermarket brake drum exports increased 15 percent from 214,000 to 246,000
units, while exports of rotors declined 25 percent from 979,000 to 734,000 units, during 1993-95. Two of
the three exporting producers reported exporting subject product to their affiliated automotive production
sites offshore.”® Such exports, therefore, are more representative of company transfers across national

¥ Conference TR, p. 111.
® Independent foundries were not part of our data set, but petitioning firms’ postconference brief contained

letters from 4 foundries (***) stating that they have significant additional capacity. See discussion of capacity
utilization in Part I1I.

1 Conference TR, pp. 180-184.

W *x*_ (Staff telephone conversation Jan. 30, 1997.)

'2 The question read, “Has your firm switched to production of other products in response to a relative decline in
the price of aftermarket (non-OEM) brake drums and rotors vs. the price of other products?”

" In their questionnaire responses *** reported aftermarket exports to affiliated operations in ***,
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boundaries rather than traditional exports between unrelated firms. During 1995, U.S. exports as a
percent of total shipments were 8.3 and 7.0 percent for brake drums and rotors, respectively. U.S.
producers’ ability to divert export shipments in response to domestic price changes is limited by the
relatively modest level of exports compared to total shipments.

Subject Imports from China

U.S. imports of aftermarket brake drums (LTFV) from China reached 494,000 units in 1995, 48.3
percent higher than in 1994." The 1995 level of imports represented 9.2 percent of apparent U.S.
consumption by volume and 6.3 percent by value. U.S. imports from China of aftermarket brake rotors

(LTFV) were 5.1 million units in 1995, or 18.3 percent of apparent U.S. consumption by volume and 11.3
percent by value.'

Third-Country Imports

Data from Commission questionnaires indicate that Canada is the single largest source of
imported aftermarket brake drums and rotors, shipping *** units and *** million units, respectively,
during 1995. Aftermarket brake drum and rotor imports from Canada increased *** and *** percent,
respectively, between 1993 and 1995. Imports of aftermarket brake drums and rotors from third-country
sources accounted for *** and *** percent, respectively, of 1995 apparent U.S. consumption. *** of ***
stated that every brake drum and rotor part is available from multiple sources.'®

U.S. Demand

The primary factor contributing to the price sensitivity of overall demand for aftermarket brake
drums and rotors is the availability of substitute products. Limitations on the ease with which purchasers
can switch to substitute products constrains the price sensitivity of demand."”

There are no practical substitute products for aftermarket brake drums and rotors. Research has
focused on improving the existing drum and rotor systems instead of developing new approaches. OES
and OEM drums and rotors could substitute for aftermarket products in theory, but OEM prices are
allegedly higher.” * Producer and importer questionnaire responses unanimously indicated that no
economically feasible substitutes exist for aftermarket brake drum and rotors. Furthermore, there is little,
if any, substitution among different models of drums and rotors because the dimensions must be exact.
Sometimes a “composite cast” model can be substituted for an “all cast” model or a “vented” model for a
solid model with few performance problems if the dimensions conform to the necessary specifications.’
Thus, despite some evidence of price changes expanding demand at the low-end of the market, the lack of

' No or virtually no LTFV brake drum imports from China were reported for 1993.

' Non-LTFV imports of aftermarket brakes drums and rotors from China were approximately 374,000 and 1.3
million units, respectively, in 1995.

16 Telephone conversation, Apr. 4, 1996.

' The demand characteristics for aftermarket brake drums are essentially the same as those for aftermarket
rotors.

'® Ibid.
' Producers and importers were requested to provide retail price differences between comparable OEM and

aftermarket drums and rotors. None of the 6 responding producers and 23 responding importers provided the
requested information.

% *** producer questionnaire.
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viable substitutes constrains the overall demand elasticity.

Apparent U.S. consumption of subject brake drums and rotors increased 55.0 and 40.6 percent,
respectively, during 1993-95. Reasons for the overall growth in consumption of aftermarket brake drums
and rotors include the increased number of automobiles on the road, lighter drums and rotors installed as
original equipment which wear out faster, and the tendency to keep automobiles for longer periods of
time. In addition, the demand for aftermarket brake rotors has increased due to the increased number of
automobiles with front-wheel drive and front disc brakes. Questionnaire responses indicate some
evidence of increased consumption due to lower-cost imports. Domestic producers, importers, and
purchasers noted a new trend towards replacing and discarding old rotors instead of machining them. The
new lighter rotors are not as conducive to machining as the older heavier models.” Lower-priced Chinese
products are also making replacement a viable alternative.”? In addition, several firms, including U.S.
producers, have added a second line of low-cost brake drums and rotors.”

All responding producers and the vast majority of importers acknowledged an overall increased
demand for brake rotors, several of which cited low-cost Chinese imports as the catalyst.** Nearly all
responding producers reported that despite increases in domestic aggregate demand, drum and rotor
demand for U.S.-produced product was stagnant or decreasing because of shifts to the lower-priced
Chinese products. Two U.S. producers noted that while the Chinese had originally targeted the highest-
volume models, they were now expanding their product line.

The petitioners have argued that the demand elasticity for aftermarket drums and rotors is
“extremely” price inelastic. Petitioners argue that vehicle owners replace brake drums and rotors when
they wear out because of safety and inspection concerns, nullifying the importance of price in product
demand.” Despite some indications of increased consumption due to low-cost imports, aftermarket brake
drum and rotor demand remains fairly unresponsive to price changes. The wear-and-replacement cycle
for these products in some instances is accelerated by the availability of low-cost imports as an alternative
to extending the useful life through machining, but is also a function of lighter products with less
machinable iron content than previously. Regardless, safety concerns and inspection requirements
necessitate the replacement of worn parts irrespective of price changes. Consequently, the demand for
aftermarket brake drums and rotors is fairly price inelastic.

2 Mr. Barry Breslow of Kinetics testified that recent safety-limit reductions on rotors, from 6 to 2 millimeters,
in an effort to save weight, have reduced the opportunities for machining or resurfacing. With less iron content,
fewer resurfacings are permitted before reaching the safety limit, ostensibly reducing the life of the rotor. Hearing
TR, p. 194.

2 »** reported that many brake installers, due to attractively priced imports, are replacing rotors rather than
turning or refinishing the vehicle’s current rotors.

B **x_both warehouse distributors, indicated that auto parts retailers are adding second or “value” lines in
response to customer demand, increasing their overall sales.

% #x* J.S. producers responded separately for drums, indicating relatively flat demand for brake drums due to
increased OEM design changes stressing 4-wheel rotor-equipped vehicles.

* Conference TR, p. 44.
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SUBSTITUTABILITY ISSUES
Factors Affecting Purchasing Decisions?

Purchasers were asked to rank the three most important factors in their sourcing decisions for
aftermarket brake drums and rotors. Purchasers of both domestic and imported subject product most
frequently ranked quality, price, and availability, in order of importance, in purchasing aftermarket brake
drums and rotors. Other factors listed less frequently included contract terms, delivery, service, product
presentation, and range of product line (table II-1). Purchasers unanimously concurred that the lowest-
priced offering will not always win a contract or sale. Purchasers most frequently indicated that quality
and availability, and not price alone, were important factors in their sourcing decisions.

In response to a query concerning Buy American policies, 17 of 18 firms reported no Buy
American policies. In a separate question, 13 of 14 responding purchasers listed Buy American as either
somewhat or not important in their aftermarket brake drum and rotor purchasing decisions. Only one firm
cited Buy American as very important. Purchasers are generally aware of the country origin of their
aftermarket brake drum and rotor purchases, and nearly all of their customers are at least sometimes
interested in the country of origin. Fourteen out of 18 purchasers indicated that they are either always or
usually aware of the product’s originating country. Six, four, and seven purchasers reported that their
customers are always, usually, or sometimes aware or interested in the country of origin, respectively.”

;{;agi)erg;}:tors affecting purchasing decisions as ranked by U.S. purchasers
Number of firms ranking factor as:

Factor No. 1 No. 2 No.3
Quality 10 7 -
Price 3 6 8
Availability 2 3 5
Contract terms 2 - -
Product range/presentation 1 - 3
Delivery - v 1 1
Service - 1 1
Other - - 2

Source: Responses to the Commission’s purchasers’ questionnaire.

% Responses to the Commission’s purchaser questionnaire were received from 18 companies, including
warehouse distributors, retailers, and installers. Purchasers were requested to respond separately if answers for
drums and rotors differed. The vast majority of responses did not distinguish between drums and rotors.
Accordingly, the discussion on substitutability issues refers to aftermarket brake drums and rotors collectively.

%" Only one firm indicated that its customers are never interested in or aware of the product’s country of origin.
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Twelve of 17 responding purchasers reported that they or their customers do not specifically
order aftermarket brake drums and rotors from one particular country over other possible sources. Of the
firms indicating a country preference, three firms indicated the U.S. product is preferred due to perceived
quality standards, and one firm indicated that German products were preferred for high-end German
automobiles. Finally, one firm cited a preference for Italian product.

Purchaser Sourcing Patterns

Responding purchasers reported contacting anywhere from 1 to 12 different suppliers prior to
purchasing brake drum and rotors. The frequency of orders by questionnaire respondents was typically
between 1 and 4 weeks, with no firm reporting a change in the frequency of their purchases during the
last three years. Changes in suppliers for responding purchasers are predominantly rare or infrequent.
Several firms reported maintaining suppliers 2-3 years before any changes. Eight firms reported
changing suppliers during the last three years; two dropped third-country (imports other than Chinese)
imports for other third-country imports, and six reported adding aftermarket product from China. The six

purchasers indicated adding Chinese imports to meet competitive pressures and/or offer lower-cost
product.

Nearly half of the responding producers reported some level of pre-purchase certification for
suppliers based on quality, availability, price, product range, and credit terms. Certification criteria vary
by firm, with no industry standard.?® Purchasers reported certifying suppliers in 1 to 6 months.

Comparison of Domestic Products and Subject Imports

U.S. producers and importers were asked if U.S.-produced and imported brake drums and rotors
from China could be used interchangeably. All responding U.S. manufacturers and importers stated that
U.S.-produced and imports from China of brake drums and rotors were interchangeable. Fifteen out of 17
purchasers indicated that Chinese product can be used in current applications. Citing quality concerns,
two purchases indicated that Chinese product could not currently be used. Responding to a similar
question, 16 of 20 importers did not report any applications in which subjects imports could not be used.
The four firms reporting restrictions on applications of imports from China cited a narrow product
range,” certain hub applications, and the OEM market as areas where imports from China are not used.

When asked to identify any non-price differences between the U.S.-produced and imported
Chinese subject products, 11 importers said there were no such differences, while 6 reported non-price
differences. Non-price differences for imports from China included limited product range, perceived
lower quality and service , and longer lead times. All petitioning firms agreed that non-price differences
between the subject products from the U.S. and Chinese sources were not significant; however, ***,
Petitioners reported that the importance of value-added services, including name recognition, warranty,
and technical support, are mitigated by the large price gap between domestic and Chinese product. ***
reported that customers continue to expect the non-price advantages of U.S.-produced product but at

# Two firms indicated using SAE requirements for certification. SAE specifications are the basis for
automotive gray iron castings (See section entitled “Physical Characteristics and Uses” in Part I of this report).

* One importer reported that imports from China cover 150 of an estimated 1,700 different aftermarket product
numbers.
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comparable prices to imports from China. In comparing the quality, price, and availability® of U.S. and
Chinese aftermarket brake drums and rotors, purchasers generally cited superior quality for domestic
product, comparable availability, and unanimously lower prices for imports from China. (table II-2).

Table II-2
Comparison of purchasing factors for U.S. brake drums/rotors and imports from China
U.S. compared to China

Factor U.S. superior Comparable U.S. inferior

Quality 9 6 -

Price - - 15

Availability 5 10 -
Source: Responses to Commission’s purchasers’ questionnaire.

ELASTICITY ESTIMATES*
U.S. Supply Elasticity™

The domestic supply elasticity measures the extent to which U.S. producers are likely to change
the quantity of aftermarket brake drums and rotors supplied to the U.S. market in response to domestic
market price changes. The elasticity of domestic supply depends on several factors, including capacity
utilization in the aftermarket brake drum and rotor industry, the ease with which producers can alter
productive capacity, the ability to shift production to other products, and the availability of alternative
markets for U.S.-manufactured product. With modest excess capacity, a proven ability to expand
capacity in the short run, and the existence of inventories, U.S. producers may initiate some supply
changes in response to price changes. This information suggests that the domestic supply elasticity of
aftermarket brake drums and rotors is within the range of 3 to 6.

U.S. Demand Elasticity

The U.S. demand elasticity for aftermarket brake drums and rotors measures the sensitivity of the
overall quantity demanded to a change in the U.S. market price. This estimate depends largely on the
existence, availability, and commercial viability of substitute products. Based on the available
information, staff estimates the elasticity of demand for aftermarket brake drums and rotors to be in the
range of -0.5 to -1.0. Overall demand for aftermarket brake drums and rotors is likely to change only
slightly with changes in prices.

* Purchasers listed quality, price, and availability as the most important factors in selecting suppliers for the
subject products.

3! A COMPAS analysis using these elasticity estimates is presented in app. D.
32 A supply function is not defined in the case of a non-competitive market.
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Substitution Elasticity

The elasticity of substitution is a measure of the responsiveness of the relative consumption levels
of subject imports and U.S. like products to changes in their relative prices. This reflects purchasers’
willingness to switch between U.S.-produced aftermarket brake drums and rotors and subject imports
from China when price changes. The elasticity of substitution depends on the extent of product
differentiation between domestic and subject imported products. One primary factor considered in
assessing product differentiation is perceived quality differences. Other factors include delivery times,
product range, and transportation costs. Based on indications of perceived quality differences and the
importance of quality in purchasers’ sourcing decisions, the elasticity of substitution between domestic
aftermarket brake drums and rotors and subject imports is likely to be in the range of 2 to 4.



PART III: CONDITION OF THE U.S. INDUSTRY

The Commission analyzes a number of factors in making injury determinations (see 19 U.S.C. §§
1677(7)B) and 1677(7)(C)). Information on the LTFV margins was presented in Part I of the report and
information with regard to the volume and pricing of imports of the subject merchandise is presented in
Parts IV and V. Information on the other factors specified is presented in this section and/or Part VI and
(except as noted) is based on the questionnaire responses of 6 firms that accounted for nearly all known of
U.S. production of aftermarket brake drums and brake rotors during 1996.

U.S. PRODUCERS

Aftermarket brake drums and rotors are presently manufactured in the United States by six firms'
whose sales are directed primarily to the automotive aftermarket. In contrast, OEM brake drums and
rotors are produced by a number of firms for use primarily as OE installed onto motor vehicles on OE
production lines, with most of the balance used as OES parts typically made available or sold through

- automotive dealers.’

The six aftermarket producers currently in operation consist of the four members of the
petitioning coalition (Brake Parts, Kinetic, Iroquois, and Wagner) plus ITT Automotive and Overseas.
The producing firms typically serve a national market.

Information on the aftermarket manufacturers (and on firms producing OEM product) responding
to Commission questionnaires is provided in table III-1. Of the six firms currently producing for the
aftermarket, only one, Overseas, is independently owned. Subsequent to the preliminary investigation,
Kinetic, which was independently owned, was put up for sale by its owners® and, in November 1996, was
acquired by Lucas Varity, a British company. Lucas Varity also owns Kelsey Hayes, an OEM producer
of brake rotors.

! A seventh firm, Excel, ceased production in early 1996 and filed for protection under Federal Bankruptcy Laws.
On Sept. 17, 1996, Excel was adjudicated as a Chapter 7 debtor. ***. An eighth firm, Airtex, also ceased its
minimal production of aftermarket brake rotors during 1993-95.

2 OES brake drums and rotors can be described as being part of the automotive replacement market, albeit the OF
replacement market. However, at least in the case of ***, OEM product that is used for internal consumption (i.e.,
installed on motor vehicles at OE assembly plants) is produced on the same production lines as OES product
distributed into the OE replacement market. The two products are identical, except that OEM product for internal
consumption is generally shipped in large containers and OES product receives consumer packaging. Both OEM
product for internal consumption and OES brake drums and rotors may or may not contain logos. Staff conversation
with *** Mar. 26, 1996.

As referred to in this report, the term "aftermarket” producer is understood to be a firm manufacturing
aftermarket (non-OEM) product and is not meant to encompass a firm producing OEM (or OES) product that is
distributed through OES channels. Within this report, OES product that otherwise meets the definition of OEM
product (i.e., contains an OEM logo or is OEM-certified) is considered to be just that, OEM product.

? Kinetic attributed the need to take this course of action to ***, Final questionnaire response of Kinetic and
hearing TR, pp. 36-41. Autospeciality, a full-line distributor of brake components that is related to Kinetic, was also
purchased at the same time by Lucas Varity. According to Barry Breslow, Sr., VP of Kinetic and President of
Autospecialty, Kinetic is the only production facility in Lucas Varity’s automotive aftermarket group. Hearing TR,
p. 40. Breslow stated that Lucas Varity acquired the two firms because they “desired to strengthen the position in
the North American market via Autospecialty and develop an in-house capability of aftermarket rotor production
which they did not have.” Hearing TR, p. 40.
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Table III-1

Brake drums and rotors: U.S. producers, plant location(s), positions on the petition, and input material
used

Position
Plant on the
Firm name location(s) petition Input material used
Aftermarket manufacturers:'
Brake Parts® .............. McHenry, IL Support ook
Iroquois® ................. North East, PA Support s
ITT Automotive* ........... Tonawanda, NY *okok ook
Kinetic .................. Harbor City, CA Support *kx
Overseas ................. Livonia, MI Support *xx
Wagner .................. St. Louis, MO Support *kx
OEM manufacturers:
AlliedSignal® .............. *E¥ *kk *kx
Delphi Chassis Systems ..... *kx *xx ok
Kelsey Hayes ............. b *rx *rx
Motor Wheel .............. ok *xk *Hok
Kkk
Simpson Industries ......... ® b s

! Airtex of Fairfield, IL, produced brake rotors early in the period of investigation. The level of
production was small, approximately *** aftermarket rotors during the period reviewed. The firm stated
in its preliminary questionnaire response that it has ceased manufacturing operations and that ***. Excel
of Toledo, OH, produced rotors through 1995, accounting for ***,

? Brake Parts is owned by Echlin, Inc., Branford, CT. Its related firm, Distex - IPI, manufactures in
Ontario, Canada.

? Iroquois was purchased by Echlin, Inc., Branford, CT, on December 17, 1996.

*ITT Automotive’s related firm, ITT Industries of Canada, Ltd., manufactures brake drums and rotors
in Ontario, Canada.

5 On April 1, 1996, AlliedSignal was ***,
¢ Plants located in ***. Simpson Industries is headquartered in Plymouth, MI.

Source: Compiled from data submitted in response to cjuestionnaires of the U.S. International Trade
Commission.
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Echlin, Inc., a Fortune 500 company that manufactures brake parts in over 28 facilities across
North America, including both Canada and Mexico, is the owner of Brake Parts and, in December 1996,
purchased Iroquois. According to Iroquois, it sought a buyer in the face of the loss of its only customer,
AlliedSignal, which had chosen to increase its purchases of Chinese product absent Iroquois’ agreement
to drop prices by 26 percent.* Wagner is owned by Cooper Industries, Houston, TX, and ITT
Automotive is owned by ITT Automotive Enterprises, a major independent automotive supplier.

OEM brake drums and rotors are produced in the United States both by the domestic automobile
and light truck manufacturers® and by several outside suppliers that maintain long-term contracts with the
OEMs.® Delphi Chassis Systems (part of the Delphi Group supply umbrella for General Motors) provides
OEM parts to both General Motors and other OEM manufacturers and also produces for the OES market.
Some OEM product is sold directly to automotive manufacturers by suppliers; additional OEM brake
drums and rotors are sold through such firms as Dana Corp.” and Rockwell Plus, which sell subassemblies
containing brake drums and rotors to OEM customers. General Motors, for the most part, is supplied by
its internal supply system, as well as by ***. Ford obtains OEM brake drums and rotors from ***®
Chrysler reportedly purchases domestically from ***° *** Domestic automotive manufacturers also
import from Canada and Mexico. Supply arrangements among the automotive manufacturers and their
suppliers can be relatively complex. For example, ***,1°

Table III-2 provides data, by firm, on the production of aftermarket and OEM brake drums and
rotors. While data may be somewhat understated, the extent of OEM production in the United States is
clearly larger than that of the aftermarket. In 1995, *** percent of total brake drum production in the
United States was for OEMs. OEM brake rotor production in 1995 accounted for *** percent of
aggregate production of brake rotors. Publicly available data show that 11.6 million cars and light trucks
were produced in the United States in 1995;" such production would, at a minimum, require the use of
46.4 million brake drums and rotors, not including the additional manufacture of OES parts."

* AlliedSignal made its price demands in a letter to Iroquois dated September 23, 1996. Hearing TR, pp. 35-36
and petitioner’s prehearing brief, exh. 2.
5 The only in-house production of OEM product staff is aware of occurs at General Motors. Transplant producers

(which include Honda, Toyota, Nissan, Mazda, and Mitsubishi) are believed to be served mainly by imports from
Japan and, to a lesser extent, Canada. ***,

¢ OEM contracts are often called "lifers" and typically run for the life of the part, including service (warranty)
time. Staff conversation with ***,

" Dana Corp. (Spicer Division) manufactures axles and assembles purchased brake drums and rotors onto the axle.
Staff conversation with ***, Dana Corp., Apr. 4, 1996.

8 ok

9wk

1° Staff conversation with ***, Delphi Chassis Systems, Mar. 26, 1996.

! Ward's Automotive Reports, Jan. 29, 1996.

12 Estimate was calculated using figure of four brake drums or rotors per vehicle.
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Table II-2
Brake drums and rotors: U.S. production in 1995, by firm and by product

U.S. production in 1995 of-

Aftermarket Aftermarket OEM OEM
brake brake brake brake
Firm name drums rotors drums rotors
(1,000 (1,000 (1,000 (1,000
units) units) units) units)
Aftermarket manufacturers:
BrakeParts ................. *ak . W i *xk
Excel .............coun... *kk *kx ok *kk
Iroquois . .....ooovvvnnnnn... Q) ok *kx i
ITT Automotive ............. *xk *kx ok **x
Kinetic .................... *kk *kx *kx *kk
Overseas ........cocvevvennnn. ok *kx *rx *kx
Wagner .................... ok *kx ok *okx
Total ............ciiiilt. *ak ok *kx *kk
OEM manufacturers:
AlliedSignal’ ................ ok *okx *okx *kk
Delphi Chassis .............. *kk *kk *xx *kk
KelseyHayes ............... *xk *kk *kx *xk
Motor Wheel ................ kg *kk *kx *kok
Simpson Industries ........... ok ok *kx *kx
Total ..................... il *kx *kx *ak
Grandtotal ............... *Ek *kx *rx *xk

! Less than *** percent of Iroquois' production is aftermarket brake drums. Data for aftermarket brake drums
are included with aftermarket brake rotors.

? Aftermarket numbers are for product which was intended to be OEM, but failed to meet specifications and was

consequently sold in the aftermarket. There may be additional such sales. ***, another OEM manufacturer,
indicated in its questionnaire response that the ***,

Note—All known producers of aftermarket parts provided at least a partial response to the Commission's

questionnaires. However, only limited information (mainly production data) was received from OEM producers.
The only known non-responding OEM producer is ***. Further, ***,

Source: Compiled from data submitted in response to questionnaires of the U.S. International Trade Commission.
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Data presented in the table show *** million units of domestically-produced OEM brake drums
and rotors, to which 10.3 million imported units™ must be added for total reported OEM consumption of
*** million units in 1995. The following tabulation presents data on OEM production received in
response to Commission questionnaires (in 1,000 units):

1993 1994 1995
OEM brakedrums ............... *kk *kk ok
OEM brakerotors . . .............. kk *xx il
Total ......coviieeinnnnn... *okok *aok *kx

Producer Purchases of Castings and Unfinished or Semifinished Product

As described in Part I, brake drums and rotors are machined from castings which are themselves
created by a process of pouring or injecting liquid metal into a mold cavity and then cooling the output.
Most U.S. aftermarket producers purchase castings from outside firms; only Wagner operates its own
foundry in the United States (table III-1)." * Large U.S. foundries that produce brake drum and rotor
castings are operated by Dayton Walther, General Motors, Kelsey Hayes, Motor Wheel, The Wheland
Foundry, Wagner, and Waupacca Foundry.'¢

Also, finished brake drums and rotors may, on occasion, be machined from purchased product
which has been advanced beyond the casting stage (and which is, thus, subject product when acquired).
Kinetic is the only U.S. manufacturer that purchases unfinished or semifinished brake drums or rotors.
All other U.S. aftermarket producers either manufacture the casting input or purchase castings that have
not been advanced."” Of the final brake or rotor products sold by Kinetic, approximately *** percent are
machined from semifinished or unfinished rotors purchased from ***; the remaining *** percent are
made in the firm's California facility.'®

" This figure was estimated following methodology presented in Part IV of this report. Data for OEM imports of

brake drums and rotors are not shown elsewhere. The 10.3 million unit figure comprises ***.
14 ok

' Respondents contend that a lack of casting capacity in the United States constrains the ability of downstream
manufacturers to produce the finished product. Conference TR, p. 127. Petitioner disagrees and provides letters
from several foundries stating that they, in fact, have excess capacity. Public exhibit 7 of petitioner's postconference
brief. A Canadian firm that machines brake drums and rotors from purchased castings commented that, prior to
January 1, 1993, foundries in the United States (and Canada) were busy and had back orders. Currently, foundries
actively solicit his firm for business and report that their orders are down with employee layoffs. Mar. 21, 1996
letter from ***,

6 %#% and *** produce only castings that they sell in that form (or without any additional machining). Staff

conversations with *** Mar. 28, 1996, and ***, Mar. 28, 1996.
17 xexx :

18 Rebuttal exhibit 1, p. 2, to the petitioner's postconference brief, with clarification obtained from Barry Breslow,
Kinetic, Apr. 9, 1996. Kinetic purchases U.S.-manufactured castings from ***,
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The following tabulation presents the weighted average of the value added by various production
steps for aftermarket brake drums and rotors (in percent):

Brake drums Brake rotors

Manufacturing cost and/or purchase price of casting .......... 61.6 64.8
Manufacturing cost of machining ......................... 384 352
Total ... e e 100.0 100.0

Note.—-Data are calculated from responses to the producers' questionnaire in the preliminary phase of the
investigation by ***. There was *** in the cost data provided among the various producers. Staff also
requested value-added cost data for the steps required to reach both the unfinished and semifinished
stages. Only two firms provided such data; both responding firms *** showed *** between the casting
and unfinished stages.

Imports and Other Purchases by U.S. Producers of Aftermarket Product

Table III-3 presents data concerning U.S. producers' imports and purchases of aftermarket brake
drums and rotors from all sources (including other U.S. producers). As shown, a number of the domestic
aftermarket manufacturers imported or purchased some product from China during the period reviewed.
Specifically, ***!° *** 2 Fina]ly, ***,

Table ITI-3

Aftermarket brake drums and rotors: U.S. producers' production, imports, and purchases, by product and
by firm, 1993-95

Footnotes to table III-3 cite the reasons provided by domestic producers as to why they imported
subject products. It is general industry practice for domestic suppliers to distribute more than one brand
of product. U.S.-produced product is sold under the premium label and imports (sometimes from China)
are distributed under a second label. ITT Automotive offers the AIMCO? brand line consisting *** of
*** and sells the Chinese imports under its lower-priced ITT GBM 2000 brand line.”> The domestically
produced product that Autospecialty purchases from Kinetic is sold under a premium label; its Chinese
imports are marketed as a value product.® Finally, the part numbers that Wagner imports (or purchases)
from China are also not mingled with its domestic production, but sold under its GVL product line.?*

19 sk
20 wkk

*! The part numbers used by ITT Automotive for its AIMCO brand have become the industry standard and are
typically used by other manufacturers (both U.S. and offshore) along with their own part numbers.

2 wkk

B Staff conversation with **x Apr. 9, 1996.

# According to Wagner, it acquired the Chinese product (57 rotor part numbers) in an attempt to maintain
customers that were switching to brake drums and rotors manufactured in China. Hearing TR, pp. 188-189.
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A comparison of the import and purchase data with production data also presented in table III-3
shows the relative size of the imports and purchases of subject product to the U.S. manufacturing
operations of each firm producing for the aftermarket market. The following statements summarize that
comparison:

* * * * * * *

In the Commission’s preliminary determinations, it concluded that AlliedSignal, ITT Automotive,
Kinetic, and Wagner were related parties with respect to the aftermarket rotor industry and that
AlliedSignal was a related party with respect to the aftermarket drum industry. It found appropriate
circumstances existed to exclude AlliedSignal from both the drum and rotor industries. It did not find
appropriate circumstances to exclude ITT Automotive, Kinetic, or Wagner from the aftermarket rotor
industry, although it stated that it would again examine whether appropriate circumstances existed to
exclude ITT Automotive or Kinetic in the final phase of the investigation. In compiling the aggregate
industry data in this report for the domestic aftermarket drum and rotor industries, data from all the
responding producers are included; AlliedSignal has not provided any additional information beyond the
limited data that it provided in the preliminary phase of the investigation.

U.S. PRODUCTION, CAPACITY, AND CAPACITY UTILIZATION

Data on U.S. manufacturers' capacity to produce aftermarket brake drums and rotors and their
utilization of that capacity are presented in table IlI-4.” Table III-5 shows capacity and production data,
by firm. *** reported increased capacity to produce at least one of the subject products. There was some
variation in capacity utilization data for the reporting firms. Annual capacity utilization ratios to produce
both subject products were typically above 80 percent for *** from 1993 through 1995. *** reported
much lower utilization rates.

Throughout this investigation, respondents have contended that petitioners cannot expand their
capacity to produce for the entire market.*® Apparent U.S. consumption is presented in Part IV of this
report. As shown in Part IV (tables IV-3 and IV-4), the U.S. market is supplied by imports from a
number of sources, including China, and the quantity of U.S. consumption does, in fact, far exceed
current reported production capacity in the United States.

% Table I1I-4 does not include data from Excel. Excel provided no capacity, shipment, inventory, financial, or
pricing data.

% Respondents' postconference brief, pp. 39 and 43 and hearing TR, p. 131.
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Table IIT-4

Aftermarket brake drums and rotors: U.S. capacity, production, and capacity utilization, by product,
1993-95, Jan.-Sept. 1995, and Jan.-Sept. 1996

Jan.-Sept.
Item 1993 1994 1995. 1995 1996

Average-of-period capacity (1,000 units)

Aftermarket brake drums ........... 2,968 3,168 3,418 2,563 2,925
Aftermarket brake rotors ............ 9514 12.416 13.005 9.783 10.415

Production (1,000 units

Aftermarket brake drums ........... 2,007 2,527 2,892 2,126 2,017
Aftermarket brake rotors . ........... 9,159 10.905 10,726 7.957 7.893

Capacity utilization (percent)

Aftermarket brakedrums ........... 67.6 79.8 84.6 82.9 69.0
Aftermarket brake rotors . ........... 96.3 87.8 82.5 814 75.8

Source: Compiled from data submitted in response to questionnaires of the U.S. International Trade
Commission.

Table III-5

Aftermarket brake drums and rotors: U.S. capacity, production, and capacity utilization, by product and
by firms, 1993-95, Jan.-Sept. 1995, and Jan.-Sept. 1996

* * * * * * *

U.S. PRODUCERS' SHIPMENTS AND INVENTORIES

Table ITI-6 presents data on U.S. commercial shipments, internal shipments, and export
shipments. *** reported exports of both products were to Canada. Petitioner contends that sales of high-
volume items generate the large margins that are necessary for profitability; it is these items that
importers of Chinese product have allegedly targeted.”’” Further, importers are expanding their lines,
adding more models.?® Information received from importers essentially bears out the latter. A number of
firms reported an increase in the number of new part numbers available with anywhere from 300 to 700

%7 At the Commission’s hearing, Pete Painter, VP, Marketing, Wagner, testified that Wagner has identified 124
parts that fit domestic vehicles as being available from Chinese sources. According to Painter, “those 124 part
numbers represent over 90 percent of most of our customer sales. These are the rotors that fit popular vehicles and
have many sales opportunities.” Hearing TR, pp. 43-44.

% Hearing TR, pp. 151 and staff field trip to Wagner, Mar. 20, 1996.
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Table I1I-6

Aftermarket brake drums and rotors: U.S. producers' shipments, by product, 1993-95, Jan.-Sept. 1995,

and Jan.-Sept. 1996

Jan.-Sept.
Item 1993 1994 1995 1995 1996
Quantity (1,000 units)

Aftermarket brake drums:

Commercial shipments .............. *kx *kx *ak ok *kx

Internal shipments .................. *kk *kx *rx b ko

Exportshipments ................... 214 210 246 185 176
Total ........oviiiiiiiiii, 2,052 2,472 2,949 2,243 2,143

Aftermarket brake rotors:

Commercial shipments . .............. b b ok b b
Internal shipments .................. *kk *okk *kx *kx *kk
Exportshipments ................... 979 783 734 551 545
Total ........ccvviiiiii, 9,045 10,141 10,534 8.110 8.891
Value (1,000 dollars)

Aftermarket brake drums:

Commercial shipments . .............. *ork ok *kx *rk *kk
Internal shipments .................. *kk ok k¥ *xx *kx
Export shipments ................... 3.901 3.345 3.635 2,727 2.862

Total .......ooviiiiiiiiiiii, 38,969 44,741 51,033 39,073 38,544

Aftermarket brake rotors:

Commercial shipments ................. *rx b b o ok
Internal shipments .................. *xk *rx ok b *kk
Export shipments ................... 15858 11,692 10,890 8,167 9.064

Total ...t 144,728 160,124 164915 127.162  145.005
Unit value

Aftermarket brake drums:

Commercial shipments . .............. b b b kE okk
Internal shipments .................. *okk b *kx ok b
Exportshipments ................... _$1823 $15.93 $14.78 $14.74 $16.26

AvVerage . .......iiiiiiiiiiennn. 18.99 18.10 17.31 17.42 17.99

Aftermarket brake rotors:

Commercial shipments............... *kk ok b *okk *kx

Internal shipments .................. *kx *kx *Hk *kx *kx

Export shipments ................... 16.20 14.93 14.84 14.82 16.63
Average .........coviiiiiiinennn. 16.00 15.79 15.66 15.68 16.31

Source: Compiled from data submitted in response to questionnaires of the U.S. International Trade

Commission.

Note.—-Data for Brake Parts are for fiscal year September through August. Iroquois' data for aftermarket

rotors include ***,



part numbers available from China. A more detailed discussion of the increase in product availability

appears in Part IV.

Data with respect to inventories held by U.S. producers of aftermarket brake drums and rotors are

presented in table ITI-7.

Table III-7

Aftermarket brake drums and rotors: U.S. producers' end-of-period inventories, by product, 1993-95,

Jan.-Sept. 1995, and Jan.-Sept. 1996

Jan.-Sept.
Item 1993 1994 1995 1995 1996
Aftermarket brake drums:
EOP inventories (1,000 units) ......... 467 465 603 600 563
Ratio to production (percent) .......... 233 18.4 20.9 21.2 20.9
Ratio to U.S. shipments (percent) ...... 254 20.6 223 219 215
Aftermarket brake rotors:
EOP inventories (1,000 units) ......... 1,319 1,762 2,227 2,186 1,885
Ratio to production (percent) .......... 14.4 16.2 20.8 20.6 17.8
Ratio to U.S. shipments (percent) ...... 16.4 18.8 22.7 21.7 16.9

Source: Compiled from data submitted in response to questionnaires of the U.S. International Trade

Commission.

Note.--Data for Brake Parts are for fiscal year September through August. Iroquois' data for aftermarket

rotors include ***,

U.S. EMPLOYMENT, WAGES, AND PRODUCTIVITY

Aggregate data on employment are presented in table III-8. As noted in Part I, all U.S.
aftermarket producers *** use cell manufacturing to produce brake drums and rotors. ***, Producers
manufacturing both brake drums and rotors (Brake Parts, ITT Automotive, and Wagner) indicate that the
skills and training required to produce both are essentially the same; however, as a practical matter,
workers are usually dedicated to the production of one product or the other.
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Table ITI-8
Aftermarket brake drums and rotors: Average number of production and related workers, hours worked,

wages paid to such employees, and hourly wages, productivity, and unit labor costs, by product, 1993-95,
Jan.-Sept. 1995, and Jan.-Sept. 1996

Jan.-Sept.
Item 1993 1994 1995 1995 1996
Aftermarket brake drums:
PRWs (number) .................... . 164 174 209 209 183
Hours worked (1,000 hours) .......... 363 449 483 362 315
Wages paid (§1,000) ................ 5,227 6,450 7,151 5,367 4,474
Hourlywages ...................... $14.40 $14.37 $14.81 $14.83 $14.20
Productivity (units per hour) .......... 5.5 5.6 6.0 59 6.4
Unit labor costs (dollars per unit) ...... $2.60 $2.55 $2.47 $2.52 $1.22
Aftermarket brake rotors:
PRWs (number) .................... 814 934 931 926 884
Hours worked (1,000 hours) .......... 1,728 1,976 1,938 1,449 1,376
Wages paid (§1,000) ................ 24,081 26,812 26,775 19,983 18,839
Hourlywages ...................... $13.94 $13.57 $13.82 $13.79 $13.69
Productivity (units per hour) .......... 53 55 5.5 55 5.7
Unit labor costs (dollars per unit) . ..... $2.63 $2.46 $2.50 $2.51 $2.39

Source: Compiled from data submitted in response to questionnaires of the U.S. International Trade
Commission.

Note.--Data for Brake Parts are for fiscal year September through August. Iroquois' data for aftermarket
rotors include ***,
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PART IV: U.S. IMPORTS, APPARENT CONSUMPTION,
AND MARKET SHARES

U.S. IMPORTERS AND MEASUREMENT OF IMPORTS

Thirty-three firms provided importer information; six of the firms were either U.S. producers or
directly affiliated with same. Of the 33 firms, 26 (including 3 U.S. producers) imported brake drums
and/or rotors from China. These firms accounted for all, or nearly all, of the imports of the subject
products from China. Twenty-one of the firms imported both products during the period examined while
the other five' limited their imports solely to rotors. Brake rotors accounted for most of the import
activity from both China and Canada, outpacing imports of brake drums by nearly 7 to 1 during 1995.
Likewise, rotors accounted for most of the imports from all other countries.

Aftermarket brake drums and rotors are imported by a number of firms that act as
importer/brokers, distributors, or serve both functions. The majority of the importing firms are
independently owned; however, eight of the firms importing from China are related to firms either
engaged in exporting brake drums or rotors from China to the United States, or to other U.S. importers
from China.

For both brake drums and rotors, imports were fairly concentrated among a few firms. Two
firms, ***? accounted for *** of LTFV brake drum imports from China in 1995. With respect to rotors,
six firms, *** *** were responsible for **** of LTFV rotor imports from China in 1995.

Aftermarket brake drums and rotors are imported into the United States under an HTS
classification that also includes OEM brake drums and rotors; product not of gray cast iron (namely,
aluminum); and product which does not meet the specified size parameters (or that used for larger-sized
vehicles). Further, this classification includes castings and unfinished/semifinished product that is
shipped into the United States for final processing. Commission questionnaires solicited data on all
imports from China and from Canada entered under the "basket" HTS classification. As described
below, the quantities and values of imports presented in this report are a combination of data reported in
response to Commission questionnaires and estimates made using official Commerce statistics.

The following describes the sources of data presented for imports from China, Canada, and all
other countries: :

China.--Responding importers reported imports of nearly 7.3 million units from China in
1995, or nearly all of the just more than 7.3 million units reported in official Commerce
statistics. Hence, the import numbers for China used in this report are those obtained
from questionnaires. (Staff notes, however, that the official statistics for January-
September 1996 are higher than questionnaire data and, therefore, import numbers for
that period may be understated.) No imports of OEM product or of "other" imports (i.e.,
product of aluminum or for heavy trucks) were reported. As noted in Part I, Commerce
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made final LTFV determinations of 0.00 percent for a number of firms, thereby
excluding them from the investigation. For brake drums those firms are: China National
Machinery Import & Export Corp.; Beijing Xinchangyuan Automobile Fittings Corp.,
Ltd.; Qingdao Metals, Minerals & Machinery Import & Export Corp.; and Yantai Import/
Export Corp. For brake rotors those firms are: China National Automotive Industry
Import & Export Corp., Shandong Laizhou CAPCO Industry and CAPCO International
USA; China National Machinery and Equipment Import & Export (Xinjiang) Corp., Ltd.;
and Shenyang Honbase Machinery Corp., Ltd., Laizhou Luyuan Automobile Fittings Co.,
Ltd., MAT Automotive, Inc., and Midwest Air Technologies, Inc. Imports from those
firms are identified as “non-LTFV” imports from China in the tables throughout this
report. Total imports from China reflect importer questionnaire totals and non-LTFV
imports were taken from foreign producer questionnaires furnished by all of the firms
that have been excluded by Commerce; LTFV imports were calculated as the difference
between these figures.

Canada.--The aftermarket brake drum and rotor import numbers for Canada used in this
report are those obtained from questionnaires. The import numbers from these responses
are relatively complete and, given the overstated numbers for Canada in both official
Commerce statistics and information provided by the U.S. Customs Service, are the most
accurate numbers available.’

All other sources.-—-Brake drum and rotor imports from “all other sources” are derived
from official statistics. ***,

While data reported for imports from China and Canada in this report are believed by staff to be
accurate, data for imports from all other countries may be somewhat less so owing to the degree of
estimation used to arrive at those numbers.

U.S. IMPORTS
Imports from China

The quantity of LTFV imports of aftermarket brake drums from China grew by just over 48
percent from 333,000 units in 1994 to 494,000 units in 1995 (table IV-1).* Interim (January-September)
1996 LTFV imports were down nearly 26 percent compared with the same period in 1995. LTFV rotor
imports from China more than tripled from 1993 to 1995, growing from nearly 1.6 million units to more

than 5.1 million units. Interim 1996 rotor imports were up nearly 17 percent compared with imports in
interim 1995.

3 See USITC Publication No. 2957, p. IV-4.

§ There were no LTFV imports of brake drums from China in 1993; non-LTFV drum imports from China
amounted to 378,000 units in 1993.
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Table IV-1
Aftermarket brake drums and rotors: U.S. imports, by sources, 1993-95, Jan.-Sept. 1995, and Jan.-Sept. 1996

Jan.-Sept.
Item 1993 1994 1995 1995 1996
Quantity (1,000 units)
Aftermarket brake drums imported from--
China(LTFV).................... 0 333 494 456 339
China (non-LTFV)................ 378 339 374 286 507
Total ....................... e 378 672 868 742 846
Canada......................... *xx *rx xRk *oxk *HE
Othersources . ................... *xx *r¥ ok il ekl
Total ... 1,626 2,126 2,667 2,112 2,534
Aftermarket brake rotors imported from--
China(LTFV).......... ... ... 1,594 4,025 5,125 3,378 3,948
China (non-LTFV)................ 641 1,107 1,282 817 1,610
Total ... 2,235 5,132 6,407 4,195 5,558
Canada......................... *xk ok *xx ok Rk
Othersources.................... *oxk *oxk *xk Rk *xx
0 - 11,843 15,851 18,198 13,018 14,479
Value ($1,000)
Aftermarket brake drums imported from--
China(LTFV).................... 0 3,361 4,804 4,443 2,898
China (non-LTFV)................ 4,020 3,050 4,115 2,950 5,965
Total ... 4,020 6,411 8,919 7,393 8,863
Canada..................ccouun. il ok Rk Hrx il
Othersources.................... e *kk kR *rx fl
Total ............iiiiii. 17,847 22,220 28,458 22,150 27,198
Aftermarket brake rotors imported from--
China(LTFV).................... 11,277 29,232 38,057 26,330 29,094
China (non-LTFV)................ 4,237 7,446 9,556 6,222 12,994
Total .............. il 15,513 36,677 47,613 32,553 42,089
Canada......................... *okk *okk *xx *xx *xx
Othersources.................... *okk ok ¥k *Ax *oAk
Total ...t 139,416 169,541 182,141 134,504 156,931
Unit value
Aftermarket brake drums imported from--
China(LTFV).................... a $10.09 $9.73 $9.73 . $8.56
China (non-LTFV) . ............... $10.63 9.00 11.00 10.33 11.76
AVEIage . .....ooveiiiiinnn. 10.63 9.54 10.28 9.96 10.48
Canada......................... *okk Rl *kk Hokk *oxx
Othersources.................... roxx kX *rx *Ax okl
Average........... ... 10.98 10.45 10.67 10.49 10.74
Aftermarket brake rotors imported from--
China(LTFV).................... 7.07 7.26 7.43 7.79 7.37
China (non-LTFV)................ 6.61 6.73 7.45 7.62 8.07
Average............ ... 6.94 7.15 7.43 7.76 7.57
Canada......................... *xx ook *ork *oxx ok
Othersources . ................... *xk HoAk xokx ok *okk
Average ..., 11.77 10.70 10.01 10.33 10.84
(1) Not applicable.

Source: Imports from China and Canada compiled from data submitted in response to questionnaires of the
USITC (total imports from China reflect importer questionnaire totals; non-LTFV imports taken from foreign
producer questionnaires; LTFV imports calculated as the difference between these figures; values for imports
from China constructed using these quantities and average unit values as reported by LTFV and non-LTFV
importers); all other imports estimated from official statistics of the U.S. Department of Commerce.
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The shares of LTFV imports subject to company-specific rates and those subject to China-wide
rates as found by Commerce in its final determination are presented in the following tabulation (in
percent):’

Jan.-Sept.
1993 1994 1995 1995 1996

Brake drums:

Company specificrates ....... 0.0 4.5 435 43.9 814

China-widerates ............ 100.0 95.5 56.5 56.1 18.6
Brake rotors:

Company specificrates ....... 40.3 24.1 29.4 36.0 32.8

China-widerates ............ 59.7 75.9 70.6 64.0 67.2

The rise in imports can be attributed, at least in part, to an increase in the number of models
available through Chinese importers. Petitioners testified at the Commission's hearing that out of perhaps
a total of 750 rotor models, Chinese importers now provide over 150 models to the United States® while a
much smaller number (about 50 models) were imported in 1993.° This point is supported by several of
the importers that returned questionnaires to the Commission. *** attributed the rise in the quantity of its
total imports to the number of new part numbers carried (300 in 1995 compared to 100 in 1993). ***
likewise reported adding new part numbers.'® ***!' Other cited reasons for an increase in imports by
specific importing firms included: increase in market share (***), "new applications" (***), "demand" by
*** 12 and "new marketing program" (***).

However, not all importers from China reported increased U.S. imports; a number (particularly
smaller importers) experienced sales declines. A sharp decline in selling prices was the factor most
commonly cited for the fall-off in imports. Specifically, *** named reduced prices. More generally, ***
cited "competition." *** wrote in its response to the importers' questionnaire that the sales outlook was
"good" in 1993; however, the markets "changed" in late 1994 and into 1995, with much lower pricing.

7 The Commission received foreign producer questionnaires from all Chinese firms that received company-specific
rates from Commerce in its final LTFV determinations (see tables VII-1 and VII-2). Shares are calculated by
comparing “exports to the United States” in those tables with LTFV imports from China in table IV-1. Data from
firms that were excluded with a 0.00 percent finding are not included in tables VII-1 and VII-2 and are shown as
“non-LTFV” imports in table IV-1.

8 As noted earlier in this report, Wagner has identified 124 model numbers from China that compete with its

products. According to Wagner, these 124 models represent over 90 percent of Wagner’s sales. Hearing TR, pp.
43-44,

® Conference TR, p. 26, and hearing TR, p. 51.
' In its response to the Commission's importers' questionnaire, *** noted that “The aftermarket consists of 1,100

part numbers/applications. Chinese product only covers 175 part numbers, that is about 16% of the aftermarket.” . . .
“In 1993 about 60 part numbers were available.”

'! A staff analysis of California Drum and Rotor’s largest-selling brake drums and rotors from China in 1996

indicates that the model numbers ***. (Based on data appearing in California Drum and Rotor’s posthearing brief
and petitioner’s prehearing and posthearing briefs.)

12 #xx_as noted previously, was ***. All product it imports is sold to ***,
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Throughout this investigation, respondents have contended that increased imports from China
have occurred at the expense of imports from other countries rather than the U.S. industry.” In the
questionnaire for the final phase of the investigation, importers were asked to comment concerning the
extent to which their imports of brake drums and rotors from China replaced their imports from countries
other than China." The responses of those that chose to comment are as follows:

* * * * * * *

As noted earlier in this report, Commerce made a final determination that critical circumstances
exist with respect to the imports of brake rotors from China subject to the China-wide rate. In making this
finding Commerce stated:

“... {W}e are imputing knowledge of dumping based on the China-wide dumping rate. As noted
above, we have determined that importers knew or should have known that there would be
material injury to the U.S. brake rotors industry based on the ITC’s preliminary determination of
a reasonable indication of present material injury for brake rotors. In the absence of shipment
data for the China-wide entity, we have determined based on the facts available, and making the
adverse inference permitted under section 776(b) of the Act because this entity did not provide an
adequate response to our questionnaire, that there were massive imports of brake rotors . . .
Furthermore, we note that the record indicates a post filing surge in U.S. brake rotor imports from
the PRC which is not accounted for by the cooperating respondents. Therefore, for the China-
wide entity, we determine that critical circumstances exist with respect to imports of brake
rotors.”"

In evaluating the critical circumstances allegations to determine whether imports of rotors were
“massive,”'® Commerce compared official monthly imports from August 1995 to February 1996 (the
comparison period)"” with official monthly imports from March 1996 to September 1996 (the base
period)."” In that comparison, drums were not distinguished from rotors and LTFV imports were not
distinguished from non-LTFV imports. That comparison showed a 29.0 percent increase in the base
period over the comparison period. Table IV-2 presents the comparison using only the rotor imports
subject to Commerce’s critical circumstances finding and shows a 28.1 percent increase in the base period
over the comparison period.

13 Hearing TR, pp. 20-21.

" Importers’ questionnaire, p. 7.

'* 62 FR 9165 (Feb. 28, 1997).

16 Pursuant to 19 CFR 351.16(f)(2), unless the imports in the comparison period have increased by at least 15

percent over the imports during the base period, Commerce will not consider the imports to have been “massive.”
Id.

" 1 Prior to the March 7 , 1996,l filing of the petition.
18 Prior to Commerce’s October 10, 1996, preliminary LTFV determinations.
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Table IV-2
Aftermarket brake rotors: Imports from China subject to Commerce’s critical circumstances finding, by
periods, Aug. 1995-Feb. 1996 and Mar. 1996-Sept. 1996

Comparison period! Base period?
Month Quantity Month Quantity
(1,000 units) (1,000 units)
August1995 ........... 582 March 1996 ......... 446
September 1995 ........ 862 April 1996 .......... 112
October 1995 .......... 313 May 1996 ........... 571
November 1995 ........ 380 June 1996 ........... 565
December 1995 ........ 460 July1996 ........... 973
January 1996 .......... 492 August1996 ......... 785
February 1996 ......... 468 September 1996 ...... 1,105

Total ................ 3,557 Total ............. 4,557

! Prior to the March 7, 1996, filing of the petition.
2 Prior to Commerce’s October 10, 1996, preliminary LTFV determinations.

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

Note.--The monthly figures were calculated by staff by taking 87 percent of monthly official statistics as
total rotor imports and subtracting monthly rotor export data as provided to Commerce by firms that
received 0.00 percent margins as well as by firms that received company-specific findings to arrive at the
number of monthly rotor imports subject to the critical circumstances finding. Use of the 87 percent
figure reflects the 87/13 percent rotor/drum ratio found in importer questionnaire responses for China
over the period of investigation. To the extent all the firms that received company-specific rates did not
furnish Commerce with monthly export data, the monthly numbers in table IV-2 may be overstated.

Imports From Other Sources

Collectively, imports from other countries are significant; however, the data for imports from
other countries (except for Canada) reported herein are derived from official statistics and are less
accurate than the data for Canada and China. In 1995, *** percent of all imports of aftermarket brake
drums were from Canada and *** percent entered from all other countries combined (table IV-1).
Similarly, in 1995, *** percent of all aftermarket brake rotors were imported from Canada and ***
percent from other sources.

Respondents describe the market for aftermarket brake drums and rotors as global in scope, with
imports from numerous sources. They cite product imported from Argentina, Brazil, Canada, and
Mexico, in particular, as being available at "competitive prices." The overall quantity of imports from
nonsubject sources (not including Canada) has trended upward since 1993.



APPARENT U.S. CONSUMPTION

Data delineating the size of the U.S. markets for aftermarket brake drums and aftermarket brake
rotors are presented in tables IV-3 and IV-4. As shown, demand rose for both products during the period
reviewed, or since January 1,,1993. The overall increase in demand for the aftermarket products is
attributable to several factors. For one, rotors have declined in size in order to reduce vehicular weight.
As a consequence, some rotors that once could have been repaired by turning (or re-machining) must now
be replaced.” Also, according to the Automotive Parts & Accessories Association:

Contributing to the increase in sales of brake parts are the greater number of front wheel
drive vehicles on the road. With these vehicles, the major portion of the braking pressure
is put on the rotors, discs, and friction material contributing to greater wear. Additional
contributing factors include increased use of semi-metallic pads which put more wear on
rotors and higher demand for light trucks and sport utility vehicles which also increase
wear on braking parts because of their greater vehicular weight.

In addition, there has been an increase in the average age of U.S. automobiles.

1 In this regard, Barry Breslow, VP, Kinetic, testified:

“Rotors today are lighter than they were in previous years. What has happened is that, if the
thickness of a rotor started at 22 millimeters, there would be printed on any of the samples that you
have what's called a discard thickness. That may be 16 millimeters, which says the rotor could
wear down to 16 millimeters at which state it is no longer safe.

If we went to a car that was 15 years old, the difference between where the rotor started and the
discard, the throw away, safety limit, may be six millimeters. Today in an effort to save weight,
the difference between the start point and the safety margin is only two millimeters. So what
happens is the rotors become in effect disposable. You throw them out quicker.

In previous years you could, and people have used the term, machine the rotor. In other words,
resurface the rotor and reuse it for one or two additional brake jobs. Because there isn't enough
iron on them anymore due to the need to lighten them, they've become disposable so to speak.

It is not a pricing issue. It is an issue of safety and an issue of the fact that there just isn't enough
iron on there not to be disposable. And that would be the dimensional issues would be the same
for U.S. and Chinese.” Hearing TR, pp. 193-194.

% Cited from information provided by the Automotive Parts & Accessories Association to Commission staff on
Mar. 26, 1996.
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Table IV-3
Aftermarket brake drums: U.S. shipments of domestic product, U.S. imports, by sources, apparent
U.S. consumption, and market shares, 1993-95, Jan.-Sept. 1995, and Jan.-Sept. 1996

Jan.-Sept.
Item 1993 1994 1995 1995 1996
Quantity (1,000 units)
U.S. producers' shipments . .......... 1,838 2,262 2,703 2,058 1,967
U.S. imports from--
China (LTFV) ............. ... ... 0 333 494 456 339
China (non-LTFV) ................ 378 339 374 286 507
Total ... 378 672 868 742 846
Canada......................... ok *EE rxE *rK ok
Othersources . . ...........oo.uunn. *oRk okl *oxk i *xk
Total imports. .................. 1,626 2,126 2,667 2,112 2,534
Apparent consumption . ............. 3,464 4,388 5,370 4,170 4,501
Value ($1,000)
U.S. producers' shipments ........... 35,068 41,396 47,398 36,346 35,682
U.S. imports from--
China(LTFV) .................... 0 3,361 4,804 4,443 2,898
China (non-LTFV) ................ 4,020 3,050 4,115 2,950 5,965
Total ... o it 4,020 6,411 8,919 7,393 8,863
Canada......................... *oxk *xk ok *xx *oxk
Othersources . .............o.o.uun. *xk ol *xk *xE *oxk
Total imports . . ................. 17,847 22,220 28,458 22,150 27,198
Apparent consumption . ............. 52,915 63,616 75,856 58,496 62,880
Share of quantity (percent)
U.S. producers' shipments . .......... 53.1 51.6 50.3 49.4 43.7
U.S. imports from--
China(LTFV).................... 0.0 7.6 9.2 10.9 75
China (non-LTFV) ................ 10.9 7.7 7.0 6.8 11.3
Total ... 10.9 15.3 16.2 17.8 18.8
Canada......................... *oxk *oxk *ok *xE ok
Othersources.................... oAk xRk *okk *xk roRk
Total imports . . ................. 46.9 48.4 49.7 50.6 . 563
Share of value (percent)
U.S. producers' shipments........... 66.3 65.1 62.5 62.1 56.7
U.S. imports from--
China(LTFV) ...t 0.0 53 6.3 7.6 4.6
China (non-LTFV) ................ 7.6 4.8 5.4 5.0 9.5
Total ... i i, 7.6 10.1 11.8 12.6 14.1
Canada......................... *oxk *oxk *okk *oxk *rk
Othersources . ................... el ol *kx *oAk *kx
Total imports .. ................. 337 349 37.5 37.9 433

Source: Data for U.S. producers and imports from China and Canada compiled from data submitted in response
to questionnaires of the USITC (total imports from China reflect importer questionnaire totals; non-LTFV imports
taken from foreign producer questionnaires; LTFV imports calculated as the difference between these figures;
values for imports from China constructed using these quantities and average unit values as reported by LTFV and
non-LTFV importers); all other imports estimated from official statistics of the U.S. Department of Commerce.
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Table IV-4
Aftermarket brake rotors: U.S. shipments of domestic product, U.S. imports, by sources, apparent
U.S. consumption, and market shares, 1993-95, Jan.-Sept. 1995, and Jan.-Sept. 1996

Jan.-Sept.
Item 1993 1994 1995 1995 1996
Quantity (1,000 units)
U.S. producers' shipments........... 8,066 9,358 9,800 7,559 8,346
U.S. imports from--
China(LTFV) ...t 1,594 4,025 5,125 3,378 3,948
China (non-LTFV) . ............... 641 1,107 1,282 817 1,610
Total . ... 2,235 5,132 6,407 4,195 5,558
Canada..............cooeevinnn. *rx *rx *kx *rx *rk
Othersources .. .................. ol ok e el ekl
Total imports . . ................. 11,843 15,851 18,198 13,018 14,479
Apparent consumption . . ............ 19,909 25,209 27,998 20,577 22,825
Value ($1,000)
U.S. producers' shipments ........... 128,870 148,432 154,025 118,995 135,941
U.S. imports from--
China(LTFV) ...t 11,277 29,232 38,057 26,330 29,094
China (non-LTFV)................ 4,237 7,446 9,556 6,222 12,994
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