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UNITED STATES INTERNATIONAL TRADE COMMISSION
Washington, D.C.

[Investigation No. 303-TA-13 (Final)]

CERTAIN IRON-METAL CASTINGS FROM INDIA

Determination

On the basis of the record 1/ developed in investigation No. 303-TA-13
(Final), the Commission determines (Chairman Alberger dissent}ng), pursuant to
section 303 of the Tariff Act of‘1930 (19 u.s.c. 1303), that an industry in
the United States is materially injured, or is threatened with material
injury, 2/ by reason of imports from India of certain iron-metal castings, 3/
provided for in item 657.09 of the Tariff Schedules of the United States and
accorded duty-free treatment, which the Department of Commerce has found to be

subsidized by the Government of India.

Background

The Commission instituted this investigation effective May 20, 1980,
following a preliminary determination by the Department of Commerce that
bounties or grants are being provided by the Government of India with respect
to the production or export of certain iron-metal castings imported into the
United States. Notice of the institution of the Commission's investigation

and of the public hearing to be held in connection therewith was duly given by

1/ The record is defined in sec. 207.2(j) of the Commission's Rules of
Practice and Procedure (19 CFR 207.2(j)).

2/ Vice Chairman Calhoun and Commissioners Moore and Bedell found material
injury; Commissioner Stern found material injury or threat of material injury.

3/ The specific articles included within the scope of this investigtion are
manhole covers and frames, catch-basin grates and frames, and cleanout covers
and frames.



posting copies of the notice in the Office of the Secretary, U.S. Inter-
national Trade Commission, Washington, D.C., and in the Commission's New York

City Office, located at 6 World Trade Center, and by publishing the notice in

the Federal Register on June 18, 1980 (45 F.R. 41244). The hearing was held

in San Francisco, Calif., on August 27 and 28, 1980, and all persons who

requested the opportunity were permitted to appear in person or by counsel.



STATEMENT OF REASONS FOR THE AFFIRMATIVE DETERMINATION OF
COMMISSIONERS GEORGE M. MOORE AND CATHERINE BEDELL

Determination

On the basis of the record developed in investigation No. 303-TA-13
(Final), we determine that an indgstry in the United States is materially
injured 1/ by reason of the importation of certain iron-metal castings from
India, provided for in item 657:09 of the Tariff Schedules of the United
States (TSUS) and accorded duty-free treatment, upon which the Department of
Commerce has determined that bounties or grants are provided by the Government
of India.

The following findings and conclusions, based on the record in this

investigation, support our determination.

The imported article and the domestic industry

The certain iron-metal castings which are the subject of this investi-
gation are manhole covers and frames, catch-basin grates and frames, and
cleanout covers and frames. These iron-metal castings are encompassed within
a larger class of articles commonly called public works castings, and are used
either for drainage or access purposes to public utility, water, and sanitary
systems.

In this determination we have found that the U.S. industry being injured
consists of the domestic producers of these products located in the Western

United States, and that these States constitute a regional market. 2/ This

1/ No party alleged that imports of such merchandise prevented an industry
from being established. Therefore, this issue will not be discussed further
in this statement.

2/ The Western marketing area was defined for the purposes of this
investigation to include the following States: Washington, Oregon,
California, Nevada, Idaho, Montana, Arizona, Utah, Wyoming, Colorado, New
Mexico, Hawaii, and Alaska.



regional market is well defined since all knmown imports and production of the
subject publi; works castings in these States are consumed there, and the
demand in that market is not supplied to a substantial degree by producers
located in other States, because high costs of overland freight make
long—distance shipping of these heavy and bulky items uneconomical. 1/ In
addition, close to 30 percent of all imports of these public works castings
from India in the period January‘1977~March 1980 entered the United States
through ports in the Western region, whereas that region was responsible for
only 16 percent of total apparent U.S. consumption of these products over

the same period. g/ There are 13 known U.S. producers in the region.

The bounties or grants

The U.S. Department of Commerce determined that the Government of India
provides Indian manufacturers/exporters of certain public works castings with
various rebates of taxes under the Cash Compensatory Support on Export
program, as well as other minor benefits. These programs amount to bounties
or grants having net benefits ranging from 12.9 to 16.8 percent of the f.o.b.
price of the exported product. For most Indian manufacturers/exporters of

these products, the net benefit amounts to 13.3 percent of the f.o.b. price.

Material injury to Western U.S. producers by reason of subsidized imports

Imports and market share.—-Imports of certain public works castings from

’

India in the Western region increased from 8.0 million pounds in 1977, when
they accounted for 16 percent of apparent consumption in that region, to 27.7
million pounds in 1979, when they accounted for 37 percent. Imports into the

Western region increased again in January-March 1980 compared with those

1/ Report, pp. A-7 and A-13. »
2/ Report, pp. A-12, A-28, and A-30.

%



in the corresponding period of 1979, and continued to increase their share of

apparent consumption to 55 percent. 1/

U.S. production and utilization of facilities.--Production of certain

public works castings by Western U.S. producers fell from 40.9 million pounds
in 1977 to 36.0 million pounds in 1979, or by 12 percent. It continued to
fall in January-March 1980, to 4.2'million pounds from 7.0 million pounds in
the corresponding period of 1979; or by 41 percent. Utilization of productive
facilities decreased in each year from 80 percent in 1977 to 70 percent in
1979, and fell sharply in January-March 1980 to less than 50 percent of
capacity. 2/

Inventories.--Western producers' inventories rose by 17 percent from 4.2
million pounds in 1977 to 4.9 million pounds in 1979, and by 93 percent from
3.0 million pounds in January-March 1980 to 5.8 million pounds in
January-March 1979. The ratio of inventories to shipments also increased from
1977 to 1979, and more than tripled in January-March 1980 compared with the
ratio in January-March 1979. 3/

Employment, hours worked, and labor productivity.--Employment of

production and related workers by Western respondents declined by 8 percent
from 383 in 1977 to 352 in 1979, and dropped precipitously to 229 in
January-March 1980. Average weekly hours worked per worker fell in each year
from 1977 to 1979 and in January-March 1980 compared with hours worked in
January-March 1979. The productivity of Western prdﬁucers, as measured by

output per man—ﬁour, rose slightly from 54.8 pounds per hour in 1977 to 55.8

1/ Report, p. A-30.
2/ Report, p. A-15.
3/ Report, p. A-16.



pounds per hour in 1979 owing to a more rapid decline in man-hours worked than

in production. Productivity dropped sharply in January-March 1980 to 37.5

pounds per hour. 1/

Profitability.--Data from U,S. producers located in the Western United

States show net sales of these producers declining by 6 percent from $12.1
million in 1977 to $11.4 million in 1979, and by 14 percent in January-March
1980 compared with sales in Janu;ry-March 1979.Jg/ These producers
experienced net operating losses of $432,000 in 1978, $303,000 in 1979, and
$88,000 in January-March 1980, with more than half of the respondents
reporting such losses for their firms in January-March 1980. A large Western
producer of these products, Comco Foundry of Commerce City, Colo., closed its
facility in February 1979, its management claimed, because of competition from
low-cost imports. While financial data from Comco influences total Western
producers' profitability, a decline is still exhibited without the inclusion
of that firm's data. 3/

Prices.--Price data collected from 43 U.S. producers show that the
imported product from India, whether offered by producer-importers or
importers, undersold that of U.S. producers in each 3-month period for which
data were collected from January 1978 to March 1980. For example, the margins
of underselling by imports of the 270-pound manhole assembly sold by importers
increased from 37.9 percent in January-March 1978 to 40.0 percent in
October-December 1979 before declining to 27.5 perce;t in January-March 1980.
Similarly, margiﬁs of underselling by imports of the 270-pound manhole

assembly sold by producer-importers rose from 11.0 percent in January-March

1/ Report, pp. A-18 and A-19. , o

2/ Data for 1977-79 represent operations of 10 firms; data for January-March
of 1979 and 1980 represent operations of 8 firms.

3/ Report, pp. A-14 and A-23. 6



1978 to 27.3 percent in October-December 1979 and then declined to 23.0
percent in January-March 1980. The decline in the margins of underselling in
1980 is principally the result of a drop in the price of the U.S.-produced

product, a clear demonstration of price depression. 1/

Lost sales

The Commission's staff verified 32 instances in which diétributers and
end users of certain public works castings purchased imports from India in
lieu of the domestic product. Eleven of these purchasers were located in the
Western United States. Of these 11, 9 confirmed that they purchased imports

from India over the domestic product because of price. 2/

Conclusion

On the basis of the foregoing considerations, we have determined that an
industry in the United States is being materially injured by reason of
subsidized imports from India. This determination is based upon our finding
of material injury to that portion of the industry serving the Western region

of the United States.

1/ Report, pp. A-32 and A-33.
2/ Data submitted in response to questionnaires of the U.S. Internat10na1
Trade Commission.



VIEWS OF VICE CHAIRMAN MICHAEL J. CALHOUN

On the basis of the record developed in investigation No. 303-TA-13
(Final), Certain Iron-Metal Castings from India, I determine pursuant to
section 303(a)(2) of the Tariff Act of 1930, as amended (19 u.s. C 1303(a)(2))
that an 1ndustry in the United States is materially 1nJured by reason
of the importation of certain 1ron-meta1 castings from India, prov1ded‘
for in item 657.09 of the Tariff Schedules of the United States (Tsus)
and accorded duty-free treatment, which the Department of Commerce has
determined are receiving bounties or grante. | | |

Domestic Industry 1/ 2/

To begin an.analysis of the impact on a domestic industry of imports

of subsidized merchandise sold in the United States, "the :Commission must

first define the relevant industry. As a general rule, the term "industry,"

as defined in section 771(4)(A) of the Trade Agreements Act of 1979 is,

[T]he domestic producers as a whole of a like product or those
producers whose collective output of the like product constitutes
a major proportion of the total domestic production of that
product.

The term "like product" is defined in section 771(10) 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.

’

1/ In this case twelve of the fifty domestic producers of public

works castings also import. Section 771(4)(D) gives the Commission

discretionary authority under appropriate circumstances to exclude such
"related parties'" from the domestic industry under consideration. Proper

exercise of this authority would not affect my conclu310ns 1n this case.

2/ With regard to Regional Industry, I concur in the ana1y51s of Chalrman
Alberger and find that 13 western states do not meet the meaning of
market as that term is used under section 771(4)(C).



Therefore, the starting point for an analysis of the relevant domestic
industry is the proper identification of the "like product." The
Department of Commerce determined that bounties or grants are bestowed
upon certain iron-metal castings which enter the United States under
item 657.09 of the Tariff Schedules of the United States.

TSUS item 657.09 includes cast-iron articles, not coated or plated
with precious metal, not alloyed, and not malleable. It includes a
variety of merchandise such as manhole covers and frames, catch basin
grates and frames, clean-out covers and frames, water and gas valve
boxes, and other cast-iron products for municipal, residential, and utility
uses. Also entered under this TSUS item are numerous other articles,
such as fence fittings, rail ends, counter weights, and cast-iron carts.
But the Commerce Department subsidy finding is with respect to manhole
covers and frames, catch basin grates and frames, and cleanout covers
and frames. These articles are commonly called municipal or public
works castings and are used either for access or for drainage for public
utility, water, and sanitary systems. The most important products in
this group are manhole covers and frames, which constitute the great
bulk both of imports from India and of domestic production,

Domestic foundries that manufacture public works castings are classified
as gray iron foundries under the Standard Industrial Classification. 1In
addition to public works castings, gray iron foundries may produce other
products such as brake shoes, couplings, pressure and soil pipe, hydrants,
railroad car wheels, and various products for automotive uses. Public
works castings are reported as part of SIC item 3321 which includes

those articles listed above. However, each of these products requires
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special manufacturing facilities and companies tend to specializé in
only a few lines.

Although it is possible for foundries that specialize in public
works castings to make some other gray iron fdundry products, it is neither
economically nor technically feasible for the majority to do so. TFor
example, most public works foundries, especially the 1afger, more efficient
ones, are designed to handlé‘castings within certain size and weight
ranges. Therefore, pouring molds for heavy steel ingots or rolls for
rolling mills is an impossibility. Furthermore, gray iron products
which are used to convey liquids or gases under pressure may require
special grades or alloys of gray iron. They require, as well, centrifugal
rather than a flat casting technique, hydrostatic testing, and a compléx
pattern and core-making ability. In contrast, manhole and catch basin
assemblies are relatively simple to make and do not require the precision
in specification or quality of metal of many of these other products.
Public works castings are sold in the United States to two general categories
of customers: independent distributors, which buy castings in volume
from a number of sources and services the construction industry; and
end-users, usually general conﬁractors or public works depaftﬁents of’
state or local governments.

For several reasons, the market structure for public works castings
is highly fragmented. First, freight costs’are very high on thesg heavy
and bulky items. Thus, the further the castings are shipped, the less
price competitive they become. Second, specifications for castings vafy

fromone local political jurisdiction to another. And third, different

10
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geographical regions of the country present different weather and ware
conditions for users. For instance, public works castings sold in the
Northwest are designed to handle heavy rain-runoffs while those sold in
the Southwest are designed to prevent clogging from sand. As a result,
public works castings are usually sold within approximately a 200-mile
radius of their manufacture. ‘Domestically produced and iméorted public
works castings are shipped by truck with freight costs usually absorbed
by the purchaser. Domestically produced castings are shipped on pallets
while imported castings are crated in wood.

There are approximately 50 foundries located throughout the United
States which are known to produce public works castings. Domestic pro-
duction of public works castings generally fallsinto two groups of producers:

those foundries which concentrate on the production of public works

" foundries,

castings and the generally smaller, more flexible, '"jobber
whose production of public works castings varies with market conditions.
An important difference is that the larger foundries are characterized
by greater specialization of product line or mechanization in their
foundry operations, which allows them to produce public works castings
at lower unit costs than the smaller, jobber foundries. This advantage
is gained, however, at the loss of flexibility in product line. Producers
of public works castings are located throughout the United States.

It is my view that under the rubric of public works castings there
are three domestic like products which, for all practical purposes, are
identical to the three imported articles, covered under the Tariff Schedules,
which are the subject of this investigation. These three like products
are manhole covers and frames, catch basin grates and frames, and

11
cleanout covers and frames.
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Material Injury and Causation

In reaching a final determination of material injury by reason of
subsidized imports, section 771(7) states that, among other things, the

Commission shall take into account,

(i) the volume of imports of the merchandise which is the
subject of the investigation,

(ii) the effect of imports of that merchandise on prices in the
United States for like products, and

(iii) the impact of such merchandise on domestic producers of
like products.

In addition, section 771(4)(D), directs the Commission to assess
the effect of subsidized imports in relation to the domestic production
of a like product,
[I]f available data permit the separate identification of
production in terms of such criteria as production process or
the producers' profits.

If this is not possible, then,
[Tlhe effect of the subsidized...imports shall be assessed by the
examination of the production of the narrowest group or range
of products, which includes a like product, for which the
necessary information can be provided.

Although this investigation concerned itself with three distinct
types of public works castings, available data do not separate producers'
profits for those three castings and assemblies. In addition, other
information obtained in this investigation, (i.e., manhours worked,
number of employees, domestic shipments, etc.) does not allow the separate
identification of these three products. Thus, I shall assess the effect
of subsidized imports on the narrowest group or range of products, which
is public works castings in general.

Imports of public works castings have increased significantly in both

12

relative and absolute terms. In absolute terms, imports from India have increased
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277 percent since 1977 from about 25.0 million pounds to about 94.4
million pounds in 1979. In the period from January to April of 1980, such
imports.increased 30 percent over the same period in 1979, which is
approximately 9.2 million pounds.

Consumption of public works castings in absolute terms has increased
26 percent since 1977, from about 371.5 million pounds to about 469.7
million pounds in 1979. 1In the period from January to March of 1980,
consumption has decreased from about 94.4 million pounds to 93.5 million pounds,
a decrease of about 1 percent. The ratio of imports from India to consumption
for 1977 through 1979 has increased by 196 percent, from 6.8 percent in
1977 to 20.1 percent in 1979. A comparison for the period January through
March of 1979 and 1980 shows those figures at 20.9 percent and 28.9
percent respectively, an increase of 38 percent.

During the same period of 1977 through 1979, U.S. production has
increased absolutely from 348.1 million pounds to 379.4 million pounds
which is 9 percent in relative terms. However, a comparison for January
through March for 1979 and 1980 shows production declining from 91.5
million pounds to 83.4 million pounds which is a decrease of 9 percent.

The Commerce Department has determined that subsidies in amounts
ranging from a high of 16.8 percent of f.o.b. price to a low of 12.9
percent are given to Indian manufacturers of certain iron-metal castings.
Evidence obtained in this investigation shows that prices of imports of
public works castings were consistently below those of the domestically

produced articles by more than the range of the subsidy. For those

13
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U.S. producers who only produce the products in question, the difference
in prices from those imported products was about 1l cents in 1978 while
in 1980 the difference for January through March wasjabout 9 cents. Thew
margin of underselling by importers fluctuated from approximately 39
percent in 1978 to 28 percent in 1980.

For those U.S. producers who produce and import the product in question,
the difference in price from the imported product for their domegtic
product was about 7 cents in 1978 while in 1980, the difference is about
2 cents; and for their imported product 7 cents in 1978 and 5 cents in
1979. The margin of underselling by importers fluctuated from approximately
30 percent in 1978 to 6 percent in 1980 for the domestic product gnd
29 percent in 1978 to 6 percent in 1980 for the imported prodgct,

Although the trends for production, shipments and capacity utilization
for 1977 through 1979 were up, the period January through March of 1980
shows that production has decreased 8.1 million pounds or about 9 percent
as compared to the same period in 1979. Shipments have decreased 7.4
million pounds or about 10 percent as compared to the same periodvin
1979. And capacity utilizationvhas decreased from 75.4 percent to
70.2 percent, a decline of 6 percent.

The ratio of iméorts from India to production has increased from 22
percent to 32 percent which is an increase of 45 percent and the ratio
of imports to consumption has increased from-20.9 percent to 28.9 percent,
which is an increase of 38 percent for the period January through March
of 1980 as compared to 1979.

The ratio of net operating profit to net sales was 7.7 percent in
1977 decreasing to 5.2 percent in 1979. This is a decrease of 32 percent.

14
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However, examination of the figures for January through March of

1979 versus 1980 shows a drop of the ratio of net operating profits to
net sales from 0.6 percent to a 0.3 percent net operating loss, which is
nearly a 150 percent decrease. Comparable data for about 140 iron

and steel foundries shows net operating profits rising from 4.2 percent
in 1977 to 6.0 percent in 1979, which is a 43 percent inérease.

Five producers of public works castings cited difficulties in
raising capital. In each instance, producers stated that lending organizations
refused the loans because of low profit levels.

The average number of production and related workers increased
slightly from 1977 to 1979. However, the number dropped by 8 percent in
January through March of 1980 as compared to the same period in 1979.

Regarding the requirement that the Commission determine whether there
is material injury "by reason of imports," the legislative history of the
Trade Agreements Act of 1979 states that,

[Clurrent law does not, mor will section 705 contemplate that
the effects from the subsidized imports be weighed against the
effects associated with other factors (e.g., the volume and
prices of subsidized imports, contraction in demand or changes
in patterns of consumption,...) which may be contributing to

overall injury to an industry.

It further states,

[N]lor is the issue whether subsidized imports are the principal

a substantial, or a significant cause of material injury. Any

such requirement has the undesirable result of making relief

more difficult to obtain for those industries facing difficulties
from a variety of sources, precisely those industries that are most
vulnerable of subsidized...imports.

That the public works castings industry is suffering material injury
is apparent from the above discussion on profits, shipments, market shares,
etc. Its condition is exacerbated by the serious decline in housing starts.
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Total private and public housing starts for tﬁe period January through
March of 1979 and 1980 have gone from 153 thousand units to 86 thousand
units which is a decrease of approximately 43.8 percent. The decrease

in housing starts from 1978 to 1979 was 13.6 percent. It is obvious

that such a dramatic decline in the housing industry will have a parallel
effect on the public works castings industry.

All of these factors.contribute significantly to the clearly depressed
state of the industry and especially to its marginal profitability.

Thus, the presence of low priced, subsidized imports at a penetration
level of 28.9 percent, while not perhaps as significant as these other
factors, must be cénsidered, nevertheless, as a cause of material injury.
The critical nexus between material injury and subsidized imports lies
largely in the adverse impact such a high penetration level of imports
has on the ability of the marginally profitable domestic public works
castings producers to adjust prices or sales to achieve a viable profit
level.

The relatively low responsiveness of demand for public works castings,
and the relatively high price elasticity of substitution prevent producers
of castings from lowering their prices so as to capture sales from lower
priced subsidized Indian imports and, thereby, increasing their profit
levels. Nor can they increase their prices to pass through increased
costs because it would cause a loss in théir market share to lower priced
subsidized Indian imports causing a further decline in already too low
profit levels. Thus, imports must be a cause of material injury to this
already vulnerable industry.

Imposing a countervailing duty on Indian imports in this circum-
stance would increase the domesfic producers' rate of utilization and, 16
thus, lower their average fixed costs. It would also improve profit

margins to a more viable level, current economic factors notwithstanding.
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Further evidence of the nexus between material injury and
subsidized imports can be seen by comparing certain data for January-
March 1980 with the same period in 1979. During this period, apparent
U.S. consumption fell slightly (by about 1 percent) from 94.4 million
pounds to 93.5 million pounds, reflecting a general decline in construction
activity. U.S. producers' shipments, however, fell by more than 10 percent;
from 72.4 million pounds to 65.0 million pounds, and their share of the
U.S. market fell from 79 percent to 71 percent. The direct cause of this deter-
iorating position must be imports from India, which increased their market
share from 21 percent to 29 percent as they rose from 19.7 million
pounds to 27.0 million pounds, an increase of 37 percent. The effect of
this shift in market share was dramatic on U.S. producers. Their inventories
rose sharply, from 98 million pounds to 113 million pounds, the highest level
recorded during the period examined. Employment fell by 8 percent to 1,989,
the lowest level recorded during the period examined, and reporting firms
experienced a net operating loss on operations fof the first time during
the period. This occurred despite the fact that the price of the principal
" raw material used by producers, scrap iron, actually declined by about 7
percent as measured by the Bureau of Labor Statistics' producer price index.
Conclusion

Based upon the evidence obtained in this investigation, I determine
that an industry in the United States is materially injured by reason of
imports of the merchandise with respect to which the Commerce Department

has made an affirmative determination.

17
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STATEMENT OF REASONS OF COMMISSIONER PAULA STERN

Introduction

The record developed in the investigation of the impact on the domestic
industry of certain iron metal castings imported from India, subsidized by the
Government of India, provided an adequate basis for making an affirmative
finding, 1/ though the investigation was in many respects novel. First, a
major segment of the domestic industry imports large quantities of the subject
goods. Second, although the product is fungible, a four-tiered pricing
structure governs the United States market. Third, the Indians have captured
a huge market share and account‘for almost all imports of a product that is
difficult to transport. And finally, the condition of the domestic industry
was not immediately apparent from the economic indicators which the Commission
traditionally considers in such cases; however, detailed analysis particularly
of volatile data on profit and loss in conjunction with import penetration
statistics and pricing information, demonstrated clear material injury to the
domestic producers resulting from the subsidized Indian imports.

The imported article and the domestic industry

The iron-metal castings which are the subject of this investigation are

manhole covers and frames, catch basin grates and frames, and cleanout covers

and frames. These iron-metal castings are encompassed within a larger class of

1/ Since this investigation involves merchandise from India, which 1s not a
"country under the Agreement" within the meaning of section 701(b) of the
Tariff Act of 1930 (Act) as amended (19 U.S.C. '1671(b)), it has been conducted
under the provisions of section 303 of the Act (19 U.S.C. 1303). Section
303(a)(2) directs that, in the case of merchandise which is free of duty,
countervailing duties may be imposed only if there is an affirmative deter-
mination of injury under the provisions of Title VII of the Act. Therefore,
the Commission conducted its investigation in this case in accordance with the
provisions of sections 701 through 705 of the Act. Legislative history and
Commission precedent with respect to investigations conducted since the
passage of the Trade Agreements Act of 1979, which amended the Act, thus have
direct bearing.

18
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articles commonly called public works castings, and are used either for
drainage or access purposes to public utility, water, and sanitary systems.

In this determination I have found that the U.S. industry against which
the impact of the imports is to be measured consists of all domestic producers
of the subject castings. Having made an affirmativg determina;ion on the
basis of the nati;nal industry, I did not reach the question of whether, for
the purposes of the law, a regional industry existed and merited separate
attention.

The respondents in this case observed that the domestic facilities of
foundry-importers could be excluded, 1/ presumably under the provisions of
section 771(4)(B):

RELATED PARTIES.--When some producers are related to

the exporters or importers, or are themselves

importers of the allegedly subsidized or dumped

merchandise, the term "industry" may be applied in

appropriate circumstances by excluding such producers

from those included in that industry. (emphasis added)
The law is clear that such an exclusion is discretionary and therefore should
be made on a case-by-case basis. Foundry-importers accounted for 11 of 43
domesfic producers who responded to the Commission's questionnaires and
approximately 36 percent of U.S. capacity in 1979. They are responsible for
an estimated 32 pefcent of all imports of the subject products. 2/

The domestic producers who also import made a convincing case that they

only do so to stay in the market in the face of price competition from other

importers. 3/ The diverse array of foundry-importers who supported the

1/ Hearing transcript of 211 and 212.

2/ Compiled from data submitted in response to questionnaires of the United
States International Trade Commission.

3/ Report at A-6.
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petitioner had one common thread -- a desire to be able to supply a greater
part of the market from their local facilities. No foundry-importer supported
the respondents. The circumstances indicate that the primary interests of the

foundry-importers lie in domestic production. Their exclusion from the

domestic industry is inappropriate because they have become importers only
under the duress of the subsidized Indian competition and perceive their

fundamental interests to remain in domestic production. 1/

The bounties or grants

The U.S. Department of Commerce determined that the Government of India
provides Indian manufactures/exporters of certain public works castings with
various rebates of taxes under the Cash Compensatory Support on Export
Program, as well as other minor benefits. These programs amount to bounties

or grants having net benefits ranging from 12.9 to 16.8 percent of the f.o.b.

price of the exported product. For most Indian manufacturers/exporters of

these products, the net benefit amounts to 13.3 percent of the f.o.b. price.

Condition of the domestic industry

Data were available on a product-line basis for the narrow group of goods
like the subject imports 2/. The trends in the data relating to producers'
shipments, capacity utilization, inventories and employment are fairly uniform

throughout the period covered by the investigation. Shipments by domestic

’

1/ Additional aspects of this issue are discussed below when pricing is
considered. In Unlasted Leather Footwear Uppers from India (Inv. No. 701-TA-1
(Final), March 1980), exclusion of domestic producer—importers from the
domestic industry was also deemed inappropriate, the basis was different, but
the principle of a discretionary case-by-case approach was affirmed.

2/ Sec. 771(4)(D) directs that the "effect of the subsidized ... imports
shall be assessed by the examination of the narrowest group or range of
products, which includes a like product, for which the necessary information
can be provided."
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foundries increased 7.5 percent_by quantity from 1977 through 1979, before
falling off ten percent in the first quarter of 1980 compared to the same
period one year earlier. Production rose nine percent during the three-year
period before dropping nine percent in the first quarter of 1980. Likewise,
capacity utilization rose ten percent in 1977-1979 and then decreased by se&en
percent in Janugry—March 1980. 0;era11 capacity utilization reached a peak of
75.8 percent in 1979, below the 80 percent level cited by importers at the
hearing as being an adequate level. 1/ However, capacity utilization cannot
tell us much because capacity is measured in terms of pounds of iron poured;
if a foundry chooses to produce light-weight castings, its utilization
statistics could fall without any true decline in the level of usage of its
factors of production. 1In fact such a change can be profitable depending on
the relationship of the market price of the lighter castings to their costs of
production.

There is some doubt as to the degree of relevance of inventory trends in
the present case. The petitioner and one other represehtative of the domestic
industry indicated at the Commission's hearing that increasing inventories may
be a sign of industry health under certain conditions. 2/ Inventories fell
marginally by three percent from 1977 to 1979, but increased 15 percent in the
first quarter of 1980 when compared to January-March 1979. 1In that most
recent quarter for which data are available the inventories—to-shipments ratio
grew 28 percent, completely reversing a decline which had been posted over the

three-year period.

1/ Hearing transcript at 227.
2/ Hearing transcript at 114 and 117.
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Employment grew a marginal 1.4 percent during the three-year period
before noticeably declining almost eight percent in the first quarter of 1980,
compared to the like period of the preceding year. Average weekly hours per
worker declined slightly throughout the period of investigation. Wage
increases appear to have closely tracked those for all manufacturing employees
over the same period.

The overall picture of the industry worsens considerably when its
financial performance is considered. Although net sales of U.S. producers
increased each year from 1977 to 1979, net operating profit declined
irregularly by 13 percent from 1977 to 1979, and U.S. producers reported a net
operating loss of $63,000 in the first three months of 1980. The number of
firms reporting such losses increased in each period from 1977 to
January-March 1980. Well over one-half of those firms which responded to
Commission questionnaries reported net operating losses for the first quarter
of 1980. As a ratio of net profit (loss) to net sales, the industry rate of
7.7 percent in 1977 fell to 3.9 percent in 1978, partiaily recovered to 5.2
percent in 1979 before dropping to a negative 0.3 percent in January-March
1980." Although the performance over the three-year period is not disastrous,
the interval was an exceptional boom period in the construction industry, the
prime customer for the castings in question. In this countervailing duty
case, "material" injury must be attributable to the subsidized imports for an
affirmative determination. The lackluster condition of the domestic industry
during a boom period and its recent rapid deciine indicate that a closer look

at the impact of the Indian imports is clearly in order.
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Impact of the Indian imports

The staggering growth in the import penetration by the Indian public
works castings is one of the distinctive features of this case. Subject
Indian imports increased 277 percent by quantity from 1977 to 1979. Imports
continued to increase substantially in the period January-April 1980,
increasing 30 peréent by quantityAcompared to the corresponding period of
1979. These data show substantial increases in imports despite the economic
recession prevailing in the United States during the first six months of
1980. Even more telling, the imports' share of apparent U.S. consumption rose
substantially over the period, from seven percent in 1977 to over twenty
percent in 1979, and continued to increase rapidly in the first three months
of 1980, again despite the recession. Penetration in the first quarter of
1980 reached 29 percent, 38 percent higher than the figure for the same
quarter of the year previous. Though these items are costly to transport,
India accounts for over 90 percent of all imports of the goods in question.

0f 35 allegations of lost sales checked by the Commission staff, 32
purchasers confirmed they had purchased castings imported from India. Of
these 32 purchasers, 20 stated they made such purchases because of the lower
price of the Indian castings. Lost sales due to price considerations are
expected in this industry, which manufactures lower unit profit items of
rather simple construction, and in which imports are relatively fungible with
U.S. made-products. 1/

An analysis of pricing in the U.S. market is absolutely critical to an

understanding of the domestic industry and the impact made by the Indian

1/ Report A-3, footnote 2; hearing transcript at 184.
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imports. The cause of the serious and continued deterioration of industry
profits already noted lies in the inability of domestic producers to raise
prices in the face of rising production costs, principally rising raw
materials costs. The industry actually reduced its overhead costs relative to
its net sales in the 1977-1979 period 1/, but increasing costs of goods sold
forced down net éperating profits to unacceptable levels. A major factor in
this suppression is competition from imports from India, not only from
importers of these products, but also from domestic producer-importers, whose
high-markups on imports apparently allow these foundries on both imports and
their domestic products to undersell the domestic castings produced by those
foundries which do not import. 2/

My analysis shows that subject imports caused price suppression as a
result of the subsidies despite the fact that margins of underselling were
larger than the levels of subsidy.

Pricing data collected on two types of manhole assemblies representative
of products offered by all three types of sellers in the marketplace —-
foundries which do not import, foundry-importers, and importers —- show
significant margins of underselling of the domestic producers' product by both
the imported product and the domestic product of the foundry-importer. In
general, the margins of underselling inc;eased in the latter half of 1979, and
then declined noticeably in January-March 1980.

Once in the United States, the simple casti;gs which are the subject of

this investigation.are apparently fungible. Déspite this fact, the data

1/ Report at A-25.
2/ Report at A-32.
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collected by staff show that a foqr—tiered price structure exists in this
industry, and that the structure is stable. 1/ The lowest priced item was the
imported item sold by importers which undersold the next tier by a significant
but changing margin. The second and third tiers were occupied by the imported
and domestic products respectively, both sold by foundry-importers. The
imported product uﬁdersold the domestic castings of the same foundry-importers
by consistently small yet persistent margins. At the top of the price
spectrum was the domestic product of foundries which do not import, a group
that has declined in number as Indian market penetration has mushroomed.
Their product was consistently undersold by large margins by that of domestic
competitors who also imported.

The price structure, stable over the entire period of investigation, has
a rationale. Most imports are sold by foundry-importers who have extensive
marketing experience and an established clientele. Customarily a large order
will be sent to India because of the price advantage. Hoﬁever, smaller
additional orders are often necessary as a job progresses. Foundry-importers
can satisfy these from local inventories, and when possible resort to short
domestic runs that do not suffer the long waiting periods required for
overseas orders. For each of these services, in tufn, foundry-importers can
and do extract premiums over the price of castings available directly from
importers. Finally,Adomestic producers are in the least advantageous price
situation. They benefit neither from the low Indian labor costs nor the
subsidy provided by. the Government of India. Furthermore, they do not derive
any profits from the distribution of imports. Such profits help sustain the

domestic operations of foundry-importers.

1/ See table 16 in report at A-33 and table 17 at A-34. 95



The imposition of a countervailing duty could have a beneficial effect
despite the large margin of underselling if it would raise the entire price
structure. But an affirmative determination which is the prerequisite for
such a duty must be based on a finding of actual material injury or threat
thereof attributable to the subject imports. The flagging performance of this
industry has resulted in current profit lévels that for the first quarter of
1980 are in the red. Clearly, the recent severe downturn in residential
construction in the United States is a major cause of the declining prospects
of this industry. 1/ However, the material injury resulting from subsidized
imports is subject to countervailing action by international and domestic
standards, regardless of the ranking of the subsidized imports as a cause of
the industry's difficulties. The Senate Finance Committee has cautioned that
the issue is not:

.+. whether subsidized imports are the principal, a
substantial, or a significant cause of material

injury. Any such requirement has the undesirable
result of making relief more difficult to obtain for

industries facing difficulties from a variety of

sources; such industries are often the most

vulnerable to subsidized imports. 2/
Respondents maintained at the Commission's hearing and in post-hearing brief
that the subsidy provided Indian castings is too minimal in light of actual

margins of underselling. 3/ At the current Indian floor price for these

castings, a 13.3 percent countervailing duty would add 1.5 cents per pound to

1/ A further source of trouble in this industry has been the implementation
of non-productive investments to comply with environmental regulations. Some
smaller foundries have closed because of the cost of compliance.

2/ Committee on Finance, Trade Agreements Act of 1979, S. Rept. No. 261,
96th Cong., lst sess. at 57.

3/ Post-hearing brief of respondents at 8 and 19.
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the imported casting, which would decrease the current margins of underselling
to 18 to 22 percent on the repreéentative 270 1lb.-casting upon which the
Commission collected pricing data. Such a margin of underselling without the
subsidy in place would still norma}ly guarantee a strong performance by the
imports. However, given the four-tier structure of the market under
consideration and the rationale éor the various price differentials, it is
clear that any increase in the price of the lowest level -- the Indian imports
-— can only have one effect, that of making production of the domestic
castings relatively more desirable and profitable. If a price increase is
fully passed along, it should feed its way up the four levels because the
rationale for the various differentials would remain intact. To the extent
the duty would not be passed along to ultimate customers, the foundry-
importers' choice of imports would be made only at increasingly larger runs
because of the reduced profitability of imports. 1In either case the result on
production and profits should be the same -- beneficial.

In all likelihood, the effect of any countervailing duty would be further
enhanced by the increasing costs of manufacturing and importing the product
from India, especially increasing production and freight costs. Indian
manufacturers have notified U.S. importers of increases in the Indian floor
price for castings of 1/2 to 1¢ per pound (apprbximately 4 to 9 percent)
effective October i, 1980, and an additional 1/2¢ increase after January 1,
'1981. Testimony by one of the respondent's witnesses in the preliminary phase
of the case listed a series of costs associated with transporting these heavy
and bulky items which are increasing rapidly. 1/ Transport costs were esti-

mated by this witness to have increased from 30 percent to 60 percent of

1/ Transcript of the Conference, pp. 67-68.
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the f.o.b. cost from 1978 to 1979. 1In addition, bunker oil surcharges were
said to have increased 100 percent from 1977 to 1979. 1/ 1Inlarnd freight costs
and surcharges were also mentioned as affecting the costs of imported castings
from India in the United States. 2/ If these costs are added, the margin of
underselling is compressed and the significance of the subsidy becomes clearer.

In this congext, it must be borne in mind that profits on any balance
sheet are a rather volatile residual -- the difference between sales and
costs. In the case of this industry, that residual has fallen to nil. Had
the imports in question not suppressed prices across the upper three tiers,
sales receipts would have risen without any concomitant rise in costs of the
domestic goods sold. The profit residual would have been significantly higher
and this industry would be in a materially better position to weather the
current recession.

I am not aware of any previous Commission cases which have similar

circumstances. In Welded Stainless Steel Pipe and Tube from Japan (Inv. No.

AA1921-180, July 1978), all Commissioners then sitting observed that injury
could not have been by reason of less than fair value (LTFV) imports because
the LTFV margin was only 3.1 percent compared to margins of underselling of

17-25 percent. In comparing the economic logic of Pipe and Tube with that of

the present case, it should be noted that the ratio of the LTFV margin
(analogous to the subsidy in the present case), of the Japanese product to the
margin of underseliing was only about 15 percent (as opposed to 33-50 percent

here), the import penetration was under 8 percent, and the price structure of

the domestic market had no similarity to that exhibited in the present case.

1/ 1bid., at 68.
2/ 1bid., at 92.
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In Certain Zoris from The Republic of China (Taiwan) (Inv. No. 303-TA-1,
September 1976) the Commission found negatively and mentioned the small size
of the subsidy (5 percent) in relation to the margin of underselling. But the
declining market share of subject imports was also a factor. Price structure
of the domestic market was considered but it was based on quality rather than

service differences. In Unlasted Leather Footwear Uppers from India (Inv. No.

701-TA-1(F), March 1980), the Commission made a unanimous negative
determination based in part on the small size of the subsidy (1.0l percent).
However, the miniscule Indian import market share of less than 0.5 percent of
U.S. consumption was also critical. No margin of underselling could be
calculated because no commercial trade in the imported product could be

found. 1In Certain Public Works Castings, the size of the subsidy, the larger

ratio of the subsidy to a narrowing margin of underselling, the huge import
penetration, and the unusual price structure of the U.S. market clearly

distinguished this case from previous ones.

The immediate future

The percentage of Indian castings as a share of inventories held by both
produéers and importers increased from 7 percent in 1977 to 18 percent in
1979, and to over 20 percent in January-March 1980. These Indian castings
held in inventory pose a threat of material injury to U.S. producers as
importers seek to maintain cash flow to finance future imports.

Responses to the Commission's questionnaires as well as testimony at the
Commission's hearing revealed a number of U.S. producers which had abandonéd
or delayed expansion or modernization plans due to the continued threat of

price competition from imports from India. 1/

1/ Report, at A-26. 29
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My affirmative finding is therefore further strengthened by the certainty
that the Indian margin of underselling will not significantly exceed any
countervailing duty and by the real and imminent threat of further injury

exampled in the most recent large rise in import penetration and import

inventories during a period of recession in the domestic industry.
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VIEWS OF CHAIRMAN BILL ALBERGER
On the basis of the record in invéstigation No. 303-TA-13 (Final),
I determine that an industry in the United States is not méterially
injured, is not threatened with material injury, and that the establishment
of an industry is not materially retarded 1/ by reason of the importation
from India of certain iron-metal.castings which the Department of Commerce
has determined are receiving bounties or grants.

The domestic industry

At the public hearing held on this investigation, the attorney
for petitioner stated that ". . . the scope of the industry and the
scope of this problem of public works castings imports from India is
national." 2/ However, petitioners allege in the alternative ". . .
that there is, at the very least, material injury to a regional industry
in the West, . . ." 3/

Section 771(4)(C) of the Tariff Act of 1930 provides that:

In appropriate circumstances, the United States, for

a particular product market, may be divided into 2

or more markets and the producers within each market
may be treated as if they were a separate industry . . .

The majority of the Commission has previously indicated 4/ that it
believes the application of section 771(4)(C) to be discretionary - to be
invoked only in "appropriate circumstances.'" Further, it appears that the
Commission has broad discretion in determining what constitutes appropriate

circumstances, as this matter is not addressed in either the legislative

history or the Statement of Administrative Action.

1/ The establishment of an industry producing public works castings in
the United States is not at issue in this investigation since there are
numerous domestic producers. It will not be discussed further in these views.

2/ Transcript at p. 10,

3/ Ibid.

4/ Certain Steel Wire Nails from the Republic of Korea, Views of Chairman
Bill Alberger, Vice Chairman Michael J. Calhoun, and Commissioner Paula Stern,
USITC Pub. No. 1088, Aug. 1980, p. 9.
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In the preliminary phase of this investigation, I concluded that the
consideration of a West Coast regional industry was not appropriate. At
this final stage I continue to find that appropriate circumstances do not
exist for the consideration of a West Coast 1/ regional industry in this
investigation.

While there are some similarities in foundry size, marketing
practices, and impact of importé‘on the producers in the 13 western states,
the 13 producers do not constitute a single geographic marketing area.
Rather, there appear to be several separate geographic markets within the
area., This situation results because the bulk of the castings produced,
the consequent expense of transportation, specification requirements,
and weather and wear problems relating to the geographic area where use is
contemplated make it impractical for the foundries to consider sales outside
a 200 mile radius of their facility. 2/ Most of these 13 foundries do not,
therefore, compete with one another. While there are 13 foundries located
within the identified region who technically sell all of their production
in the market, several of these foundries have the market to themselves within
their own 200 mile marketing areas. Often the only competition is
supplied by imports., To consider each foundry separately or each of thé
smaller marketing areas separately in evaluating regional industry would
artificially narrow the reglon to a base so small that an accurate assessment
of the effect of imports could not be accomplished. Also, as a practical
matter, inadequaée data exists to narrow the geographic scope of the proposed

region. The Commission is constrained by petitioners allegations

l/ The Commission staff has identified a 13 state West Coast region comprised
of Washington, Oregon, California, Nevada, Idaho, Montana, Arizona, Utah,
Wyoming, Colorado, New Mexico, Hawaii, and Alaska for purposes of data collection.
2/ staff Report (Report) at p. A-7. 32
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on regions and initial staff judgments as to the appropriate geographic
area for data gathering. Therefore, I have made my determination on the
basis of a national public works castings industry.

Injury to the domestic industry

The public works castings 1ﬁdustry has remained fairly successful
in light of increasing imports, a faltering economy, and sfringent
governmental regulations. Imports of castings from India have continued
to increase and penetrate the U.S. market since 1977. Throughout this
period, until early 1980, domestic shipments, production, capacity
utilization, and employment have continued to increase. 1In the face of
increasing imports, the domestic industry, as a whole, remained profitable
through 1979. Net sales continue to increase, even into the first quarter
of 1980, and the ratio of net operating profit to net sales, while decreasing
in 1978, rebounded in 1979 to a level which closely approximates that of other
domestic steel and metalworking operations. 1/ Two foundries closed during
the 1977-79 period while other foundries reported strong performances.
Interestingly, the financial situation reported by those domestic producers
which import from India was not nearly as strong as that of the non-importing
foundries. The ratio of net operating profit to net sales for importing
foundries decreased dramatically from 1977 to 1978 and remained low through
1979. The ratio of net operating profit to net sales for the non-importing
producers also declined from 1977 to 1978, but by a considerably
smaller amount, and then rebounded in 1979.

The predominant factor reported for the switch from domestically

produced castings to those imported from India was price. Although the

1/ Report at A-25. _ 33
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price of domestic castings has increased from 1978 to 1979, imported
castings consistently undersold the U.S. product by significant margins
during that period. The margin of underselling by the importers product
was more than twice the amount of the subsidy through 1979. While the
price of U.S. castings decreased somewhat in Jan.-March 1980, the price

of importers' castings continued to rise, thus narrowing the margin of
underselling. Curiously, at the very time that the margins of underselling
narrowed, domestic producers began showing signs of injury.

The declines in production, shipments, capacity utilization and
employment experienced by the domestic castings industry in the first
quarter of 1980 reflect a downturn in the nation's economy resulting in a
large decline in construction and housing starts in the United States.
This slowdown, in turn, created a situation of reduced demand for public
works castings nationwide. During this time, U.S. producer's inventories
began to increase as did importers' inventories. Financial losses were
reported for the first quarter of 1980 by domestic foundries. Past history
has shown, however, that the domestic producers of castings can compete
and succeed in spite of increasing, low-cost imports from India. I,
therefore, find that an industry in the United States is not materially
injured or threatened with material injury by reason of imports of certain
iron-metal castings from India.

Findings of Fact

Section 771(7) (B) of the Tariff Act of 1930 requires the Commission
to consider (1) the volume of the subject imports, (2) their effect on
the domestic price of the like product, and (3) their impact on the
domestic progucers of the like product. In section 771(7)(C), the act
further specifies a series of economic factors that the Commission must

include in these considerations. My findings of fact on each of these

factors follows:
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A. Volume of imports

1. Imports of certain public works castings from India increased 277
percent by quantity and 334 percent by value from 1977 to 1979 (Report at
p. A-10)

2. Imports from India increased 30 percent by quantity and 42 percent
by value in January-April 1986, as compared with the corresponding period
of 1979 (Report at p. A-10)

B. Effects of subsidized imports on U.S. prices

3. The average lowest net selling prices for the two representative
manhole assemblies compared were uniformly lower for imports from India than
those of the comparable U.S. produced product. The margins of underselling
were largest for the imported product offered by so-called "true' importers,
averaging 39.5 percent in 1978 and 40.4 percent in 1979 for the 270 pound casting;
and 38.8 percent in 1978, increasing to 40.8 percent in 1979, for the
heavier casting. (Report at pp. A-33-34)

4, Prices of imports offered by those domestic producers which also
import undersold U.S. produced castings throughout 1978 and 1979. Margins
of underselling on the lighter casting averaged. 15.5 percent in 1978,
increasing to 24.7 percent in 1979; underselling margins also increased
on the heavier casting, from 21.0 percent in 1978 to 26.4 percent in 1979.
(Report at pp. A-33-34)

5. The margins of underselling for imports offered by importers
decreased from approximately 40 percent in the last quarter of 1979 to
approximately 28 percent in Jan.-March 1980. The margins of underselling
for imports offered by producer-importers also decreased from approximately
27 percent in the last quarter of 1979 to about 23 to 26 percent depending

upon the size of casting. (Report at pp. A-33-34) 35
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6. The price of the 270 1b. casting manufactured by domestic
producers which do not import increased from 26.4 cents per pound in
January-March 1978 to 33.0 per pound in October-December 1979, cr by
25 percent. Prices offered by these same producers increased by
28 percent for the 775 pound casting over the same period. (Report at
pp. A-33-34)

7. Prices offered by prodﬁcer—importers on their U.S. produced
castings were consistently lower than comparable castings offered by
domestic competitors which do not import. (Report at p. A-32)

C. Impact on the affected industry

8. U.S. producers' domestic shipments increased by 8 percent by
quantity from 1977 to 1979, before declining by 10 percent in January-March
1980, as compared to the corresponding period in 1979. (Report at p. A-12)

9. Production of certain public works castings rose by 9 percent from
1977 to 1979, before falling by 9 percent in the first 3 months of 1980
Utilization of producers' capacity increased 10 percent from 1977 to 1979,
before falling by 7 percent in January-March 1980. (Report at p. A-15)

10. Inventories of domestic producers fell by 3 percent from 1977 to
1979, but rose 15 percent in January-March 1980, as compared to the
corresponding period of 1979. (Report at p. A-16)

11. The share of imported castings from India held in inventory by
both producer-importers and importers of totai inventory increased by
141 percent frdm 1977 to 1979, and rose by 46 percent in January-March 1980.
(Report at p. A-17)

12. Employment of production and related workers remained about the
same from 1977 to 1979, but fell by 8 percent in January-March 1980 as

compared to January-March 1979. (Report at p. A-18) 36
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13. Labor productivity, as measured by output per man-hour,
increased 8 percent from 1977 to 1979, and again, by 3 percent, in
January-March 1980 as compared with January-March 1979. (Report at
p. A-19)

14. Wage rates for 3 categories of public works castings production
and related workers closely tracked rates for production and related
workers for all manufacturing égncerns, according to the Bureau of Labor
Statistics. (Report at p. A-20)

15, Net sales of U.S. producers of certain public works castings
increased by 28 percent from 1977 to 1979, and again, by 2.5 percent, in
January-March 1980. Net operating profit fell by 45.2 percent from 1977
to 1978, increased 58.8 percent from 1978 to 1979, and U.S. producers reported
a net operating loss of $63,000 in January-March 1980. (Report at p. A-22)

16. The number of firms reporting net operating'losses increased in
each year from 1977 to 1979, and again in January-March 1980. 1In this
latter period, over one-half of respondents reported net operating losses.
(Report at p. A-22)

17. Imports from India's share of domestic consumption of certain public
works castings increased from 6.8 percent in 1977 to 20.1 percent in
1979. This share increased again in January-March 1980, rising to
28.9 percent of total apparent U.S. consumption. (Report at p. A-28)

18. Fifteen domestic producers submitted specific information as to
sales lost to imports from India. Of 35 allegations checked by the Commission
staff, 32 purchasers confirmed they had purchased imported castings from India
in lieu of the domestic product. Twenty of these purchasers cited the lower
price of the imported castings as the most important factor affecting their

purchasing decisions. (Report at p. A-35)
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D. Other factors affecting the domestic industry

19, Thevpublic works castings industry is affected by the present
economic downturn, and specifically, by the slowdown in the residential
construction sector. (Report at p. A-35)

20. Increased energy costs and costs assoclated with government
anti-pollution and health and safety regulations are also affecting the
domestic industry. (Report at'pp. A-38-39)

21, Costs of raw materials, specifically scrap iron, are rising
rapidly. (Report at p. A-39)

Conclusions of Law

1. Appropriate circumstances do not exist in this investigation for
the consideration of a West Coast regional industry. Thereforé, I have
made my determination on the basis of a national industry producing certain
public works castings.

2. The domestic industry producing certain iroﬁ-metal céstings,
commonly called public works castings, 1s not being matérialiy injdréd; and
is not threatened with material injury, by reason of the imports of those
castings from India, upon which bounties or grants have been found by the

U.S. Department of Commerce.
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INFORMATION OBTAINED IN THE INVESTIGATION
Introduction

On February 19, 1980, the U.S. International Trade Commission and the
U.S. Department of Commerce received a petition from Pinkerton Foundry, Inc.,
Lodi, Calif., alleging that a bounty or grant is being paid with respect to
certain iron-metal castings imported from India, entered under item 657.09 of
the Tariff Schedules of the United States (TSUS) and accorded duty-free
treatment. Accordingly, the Commission instituted a preliminary counter-
vailing duty investigation under section 303 of the Tariff Act of 1930 (19
U.S.C. 1303), as amended by section 103(b) of the Trade Agreements Act of
1979, to determine whether there is a reasonable indication that an industry
in the United States is materially injured, or is threatened with material
injury, or the establishment of an industry in the United States is materially
retarded, by reason of the importation of such merchandise into the United
States. On April 3, 1980, the Commission unanimously determined that there is
a reasonable indication that an industry in the United States is materially
injured by reason of the importation from India of manhole covers and frames,
catch basin grates and frames, and cleanout covers and frames. 1/

On May 20, 1980, the U.S. Department of Commerce preliminarily determined
that benefits are granted by the Government of India to manufacturers,
producers, or exporters of certain iron-metal castings which constitute
bounties or grants within the meaning of section 303. 2/ Accordingly,
effective May 20, 1980, the Commission instituted investigation No. 303-TA-13
(Final), under section 303, to determine whether an industry in the United
States is materially injured or is threatened with material injury, or the
establishment of an industry is materially retarded by reason of the
importation of such merchandise into the United States. By statute, the
Commission must render its final determination of injury within 120 days of
the day on which Commerce makes its affirmative preliminary determination, or
within 45 days of the day on which the administering authority makes its
affirmative final determination, whichever is later. The Department of
Commerce made its final determination that the Government of India grants
benefits to manufacturers, producers, or exporters of certain iron-metal
castings on August 14, 1980. 3/ Thus, the Commission's final determination of
injury is due no later than September 29, 1980.

In connection with the investigation, a public hearing was held in San
"Francisco, Calif., on August 27, 1980. Notice of the institution of the
investigation and of the public hearing was given by posting copies of the

1/ A copy of the Commission's preliminary injury determination is presented
in app. A. 4

2/ A copy of the Commerce Department's preliminary countervailing duty
determination is presented in app. B.

3/ A copy of the Commerce Department's final countervailing duty determi-
nation is presented in app. C. The Department's notice describes the
iron-metal castings covered by this determination as "manhole covers and
frames, cleanout covers and frames and catch basin grates and frames'" provided

for in TSUS item 657.09.
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notice at the Office of the Secretary, U.S. International Trade Commission,
Washington, D.C., and at the Commission's New York City Office, and by
publishing the notice in the Federal Register of June 18, 1980 (45 F.R.
41244). 1/ The Commission is scheduled to vote on the investigetion on
September 18, 1980.

The Product

Description and uses

The specific articles which are the subject of this investigation are
manhole covers and frames, catch basin grates and frames, and cleanout covers
and frames, provided for in item 657.09 of the TSUS. For convenience, these
articles are referred to collectively as certain iron-metal castings or public
works castings. These articles are usually shipped in sets consisting of the
cover and a frame, and are used either for drainage or access purposes to
public utility, water, and sanitary systems. The most important of these
products are manhole covers and frames, which constitute the great bulk of
imports from India and domestic production.

Manufacturing process

Public works castings are produced by the same general method of iron
casting used in the manufacture of a myriad of products, ranging from human
heart valves to steel rolling mill frames weighing several hundred tons.
First, pig or scrap iron 2/ is melted in a cupola, a vertically cylindrical
vessel for melting metal. 3/ After the slag is removed, the molten metal is
poured into large iron tubs called flasks, in which one or more wood or metal
patterns have been placed. These patterns have been covered with sand mixed
with bentonite, a fine clay which eliminates absorbency, and packed under
pressure. After the patterns are removed, creating a cavity in the sand, the
molten metal is poured into the mold. When the metal has solidified, the
casting is shaken out of the flask and particle blasted to remove rough edges
and overpourings. Finally, the castings may be machined to customer
specifications, and dip painted.

1/ A copy of the Commission's notice of investigation and hearing is
presented in app. D. A list of witnesses appearing at the Commission's
hearing is presented in app. E.

2/ The basic raw material used by U.S. producers is scrap iron, whereas the
Indian producers generally use pig iron. There is believed to be no
appreciable quality difference in the two finished products.

3/ Some producers of public works castings, as well as foundries producing
other products, are changing from melting iron by cupola to melting by various
types of electric furnaces, largely in order to comply with Federal, State,
and local pollution standards. Generally, larger foundries prefer cupola
melting, as it is more efficient where large quantities of iron need to be
melted, whereas smaller foundries often find electric melting to be more

appropriate to their limited needs. . A2
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U.S. Tariff Treatment

The public works castings which are the subject of this investigation are
classified under item 657.09 of the TSUS. This item encompasses cast-iron
articles, not coated or plated with precious metal, not alloyed, and not
malleable. This classification includes a variety of merchandise e.g.,
manhole covers and frames, catch basin grates and frames, cleanout covers and
frames, water and gas valve boxes, and other cast-iron products for municipal,
residential, and utility uses. 1/ Also entered under this TSUS item are
numerous other articles, such as fence fittings, rail ends, counter weights,
and cast-iron carts. The column 1 (most-favored-nation) rate of duty for this
item is free. The column 2 rate (applicable to imports from certain
Communist-dominated countries) is 10 percent ad valorem. The column 1 (free)
rate of duty has been in effect since January 1, 1972. The Geneva (1979)
Protocol to the General Agreement on Tariffs and Trade does not affect the
rates of duty applicable to these items.

On August 31, 1979, the Cast Metals Federation, an industry trade group,
petitioned the Committee for Statistical Annotation of the Tariff Schedules
for a change in the TSUSA to provide a separate statistical category for
manhole covers and frames. This request is pending.

Nature and Extent of Bounties or Grants

The U.S. Department of Commerce determined that Indian manufacturers and
exporters of certain iron-metal castings received four types of export
incentives from the Government of India which constitute bounties or grants
within the meaning of section 303 of the Tariff Act of 1930. These programs
were determined to have given the manufacturers listed below combined benefits
amounting to the following percentages of the f.o.b. (India) value of the
exported castings:

Subsidy
Firm (percent of f.o.b. price)
Uma Iron & Steel - 16.8
R. B. Agarwalla & Co. 14.9
Basant Udyog 13.8
Kejriwal Iron & Steel Works-—--———=——=—me—=- 13.1
Kajaria Exports - 12.9
All other companies 13.3

Nature of subsidies

Cash Compensatory Support on Exports.-—Commerce found the Indian
Government to have provided cash grants to exporters of iron-metal castings
equal to 12.5 percent of the f.o.b. value of the merchandise exported.

1/ This merchandise is commonly called municipal or public works castings.
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Preferential export financing.--Commerce found the Indian Government to
have underwritten lower interest loans for packing credits for Indian
exporters of iron-metal castings. The packing credit loans involve a subsidy
of 0.4 percent of the f.o.b. value (India) of the exported merchandise.

Income tax deductions for export market development.--The Export Markets
Development Allowance provides for a tax deduction of 133 percent of certain
specific expenses. Because the kind of expenses allowed under the special
deduction would be deductible in full if incurred in a nonexport business, the
net benefit to manufacturers of iron-metal castings is limited to 33 percent
of the allowed amount applied to the corporate tax rate. On that basis,
Commerce determined exporters of the subject castings to receive a subsidy in
the following amounts:

Firm (percent of f.o.b. price)
Uma Iron & Steel -- 3.6
R. B. Agarwalla & Co. 2.0
Basant Udyog .9
Kejriwal Iron & Steel Works——=—--=——e————- 2
Kajaria Exports 0
All others- 4

Market development assistance.--Special grants for export market study
teams were provided for the benefit of two Indian exporters of iron-metal
castings, Uma Iron & Steel and Kajaria Exports, which were determined to be
subsidies. The grant to Uma amounted to 0.3 percent of its f.o.b. export
sales value. The benefit to Kajaria was de minimis (0.0001 percent).

Share of exports to the United States subject to the subsidy determination

The iron-metal castings which are subject to the subsidy determination
consist of manhole covers and frames, cleanout covers and frames, and catch
basin grates and frames which enter the United States under TSUS item 657.09.
In 1979, these imports from India amounted to 94.4 million pounds, valued at
$11.4 million, and accounted for an estimated 92 percent of the total U.S.

. imports of such castings by quantity in that year.

Recent Treasury Department Proceedings Concerning Iron-Metal Castings

On May 10, 1979, the U.S. Customs Service of the U.S. Department of
Treasury published a notice in the Federal Register (44 F.R. 27385) regarding
specific country of origin marking requirements for imported manhole covers
and frames. Customs ruled that effective on or after August 8, 1979, imported
manhole covers and frames must be permanently and legibly marked with the
country of origin by die stamping, molding, or etching. Customs took this
action following complaints from domestic producers that origin-marking
requirements were not being uniformly applied, and that many imported castings
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entered U.S. ports with no markings or with the country of origin merely
painted on them. Some distributors were found to be painting out the country
of origin marking. Such country of origin markings are significant, in that
some public works contracts are subject to '"Buy American' provisions.

The Domestic Industry

According to the Cast Metals Federation, the metals-casting sector of the
U.S. economy is composed of approximately 4,200 individual foundries employing
some 375,000 people. Of these, approximately 50 foundries are known to
produce public works castings.

The public works casting industry is composed of two groups of
producers: those foundries which concentrate on the production of public
works castings and the generally smaller, more flexible, "jobber" foundries,
whose production of public works castings varies with market conditions.
Producing facilities are located throughout the country, with 13 known
producers located in the Western United States. 1/ The following tabulation
classifies producers which responded to Commission questionnaires by region
and by quantity of public works castings produced in 1979:
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All of the large foundries producing public works castings maintain
separate facilities and workers for their production, and all but * * *
produce public works castings exclusively. The large foundries are
characterized by greater specialization of product line and mechanization in
their foundry operations, which allow them to produce public works castings at
lower unit cost than the smaller, jobber foundries. This advantage is gained,
however, at a loss of flexibility in product line, which increases these
foundries' vulnerability to fluctuations in demand and import competition.

Partially to allay this inflexibility, many public-works-casting
foundries in the past few years have begun to supplement their domestic
production with imports, primarily from India. In a prehearing brief in the
present case, counsel for the Indian Export Promotion Council asserted that

1/ For purposes of this investigation, the Western United States includes
the following States: Washington, Oregon, California, Nevada, Idaho, Montana,
Arizona, Utah, Wyoming, Colorado, New Mexico, Hawaii, and Alaska, exclusively.
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the general practice of those foundries has been to import the standardized,
lower profit items in order to be able to concentrate production on the more
specialized higher profit castings in their domestic facilities. 1/ By using
the low cost imports as "loss leaders'" importing foundries gain customers
which then purchase their foundries' entire line of castings.

Domestic producers which also import public works castings were queried
by the Commission as to their reasons for doing so. The two most important
reasons respondents cited were the low price of Indian castings, and for
defensive purposes, i.e., they institute import policies because their
competition has done so.

Domestic producers which also import castings are more numerous in the
Southern and Western coastal areas than in the Midwest. Pinkerton Foundry,
Lodi, Calif., petitioner in the present case, is one of two public works
casting foundries on the west coast that does not import castings.

The Scope of the Industry

At the Commission's conference in the preliminary phase of the present
investigation, counsel for the Indian Export Promotion Council asserted that
the industry under investigation should be defined as those firms producing
all gray-iron castings. He argued that separate data are not available for
public works castings only and that many foundries make diverse types of
castings and thus do not allocate costs on a product-line basis. 2/

The foundries that manufacture public works castings are classified as
gray-iron foundries under Standard Industrial Classification (SIC) No. 3321.
In addition to public works castings, gray-iron foundries produce a wide
variety of products, including brake shoes, couplings, pressure and soil pipe,
hydrants, railroad car wheels, and various products for automotive uses. The
Census of Manufacturers does not report separate data on public works
castings, instead reporting them as part of SIC item 33219.49, gray-iron
castings for construction and utility uses. In addition to the articles which
are the subject of the present investigation, this category includes items
such as meter and valve boxes for both private residential and public utility
use, fire hydrants, and underground pipes for private residential use. Each
of these products requires special manufacturing facilities, and companies
tend to specialize in only a few product lines.

As mentioned, public-works-castings producers tend to specialize in these
products. Of 43 producers that responded to Commission questionnaires, 22
reported that public works castings accounted for more than 75 percent of
their total gray-iron foundry production in 1979, and for 15 of those
foundries, public works castings constituted 100 percent of production. For
the largest eight foundries, whose production comprised 80 percent of all
respondents' production in 1979, the concentration in public works castings is
even more pronounced, a<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>