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UNITED STATES INTERNATIONAL TRADE COMMISSION
Washington, D.C.

Investigations Nos. 731-TA-161 and 162 (Preliminary)
TITANIUM SPONGE FROM JAPAN AND THE UNITED KINGDOM

Determinations

On the basis of the record 1/ developed in the subject investigations,
the Commission determines, pursuant to section 733(a) of the Tariff Act of
1930 (19 U.S.C. § 1673b(e)), that there‘is a reasonable indication that an
industry in the United States is threatened with material injury by reason of
imports of titanium sponge 2/ from Japan (investigation No. 731-TA-161
(Preliminary)) and tﬂe United Kingdom (investigation No. 731-TA-162
(Preliminary)), which'allegedly are being, or are likely to be, sold in the

United States at less than fair value (LTFV). 3/

Background

On November 28, 1983, petitions were filed in proper form with the
Commission and the Department of Commerce by counsel on behalf of the RMI
Company, Niles, Ohio, alleging that imports of titanium sponge from Japan and
the United Kingdom are being, or are likely to be, sold in the United States
at LTFV within the meaning of section 731 of the Tariff Act of 1930 (19 U.S.C.
§ 1673). Accordingly, effective November 28, 1983, the Commission instituted

preliminary antidumping investigations Nos. 731-TA-161 and 162 (Preliminary)

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

2/ For purposes of these investigations, the term "titanium sponge” includes
all imports of such merchandise, whether entered into the United States under
item 629.14 of the Tariff Schedules of the United States (TSUS) or under the
provisions of part 3A of schedule ‘8 of the TSUS.

3/ Commissioner Haggart determines that there is a reasonable indication
that an industry is materially injured by reason of imports of titanium sponge
from Japan and the United Kingdom, which allegedly are being, or are likely to
be, sold in the United States at less than fair value (LTFV).



under section 733(a) of the Act 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 imports of such merchandise.
Notice of the institution of the Commission's investigations and of a
conference to be held in connection therewith was given by posting copies of
the notice in the Office of the Secretary, U.S. International Trade
Commission, Washington, D.C., and ﬁy publishing the notice in the Federal
Register on December 7, 1983 (48 F.R. 543910). A clarification of the scope
of the Commission's investigations was published in the Federal Register on
December 14, 1983 (48 F.k. 55645). The conference was held in Washington,
D.C., on December 20, 1983, and all persons who requested the opportunity were

permitted to appear in person or by counsel.



VIEWS OF COMMISSIONERS PAULA STERN, VERONICA A. HAGGART, AND SEELEY G. LODWICK

We determine that there is a reasonable indication that an industry in
the United States is threatened with material injury by reason of imports of
titanium sponge from Japan allegedly sold at less than fair value (LTFV), and.
that there is a reasonable indication that an industry in the United States is
threatened with material injury by reason of imports of titanium sponge from
the United Kingdom allegedly sold at LTFV. 1/ 2/

Although domestic demand for tiﬁanipm sponge increased between 1980 and
1981, it declined sharply in 1982 and continued to decline during
January-September 1983. Production, capacity utilization, and employment
decreased; inventories increased. There was also a sharp decline in
profitability. Imports from Japan decreased between 1981 and 1982, but
increased during January-September 1983. Imports from the United Kingdom were
negligible during the period under investigation. Significant increases in
imports from both countries as a result of Government procurement of titanium

sponge are expected in 1984. The domestic industry has been adversely

1/ Commissioner Haggart determines that there is a reasonable indication
that an industry in the United States is materially injured by reason of
imports of titanium sponge from Japan allegedly sold at LTIFV and by reason of
imports of titanium sponge from the United Kingdom allegedly sold at LTFV.
The U.S. General Services Administration contracts for titanium sponge upon
which the petitioner's claim of injury is based have already been lost to
imports from Japan and the United Kingdom. See discussion infra at 10-16.

2/ The issue of cumulation was raised by the parties. See e.g., RMI Co.'s
postconference brief at 15-19; Timet's postconference brief at 8;
postconference brief of Billiton Metals, Inc., at 25. For purposes of these
preliminary investigations, we assessed the impact of the Japanese and United
Kingdom. imports separately. However, we do not preclude cumulation in any
final investigation if the information obtained therein so warrants.
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affected by the loss of Government contracts in the emerging Government
procurement market segment. Prices in the domestic commercial market have
also been negatively affected. Both Japan and the United Kingdom have
titanium-sponge-producing capacity that is available for titanium sponge

exports, and the United States is a likely market for such exports.

The domestic industry

Under section 771(4)(A) of the Tariff Act of 1930, the term "industry" is
defined as "the domestic producers as a whole of a like product, or those
- producers whose cpllective output of the like product constitutes a major
proportion of the total domestic production of that product."™ 3/ A "like
product” is one "which is like, or in the absence of like, most similar in
characteristics and uses with, the article subject to an
investigation . . . ." 4/

The subject of these investigations is titanium sponge, a porous, brittle
metal which has a high strength-to-weight ratio and is highly ductile. 1It is
an intermediate product that is used to produce titanium ingot, slab, billet,
bar, plate, and sheet. Titanium has low thermal and electrical conductivity
and is one of the most corrosion-resistant structural metals. 5/

Titanium and its alloys are widely used in the airframes and engines of
high-performance military and commercial aircraft, powerplant surface
condensers, missiles, space vehicles, and a wide variety of

chemical-processing and chemical-handling equipment. 1In recent years, about

3/ 19 U.s.C. § 1677(4)(A) (1980).
4/ 19 U.S.C. § 1677(10) (1980).
5/ Commission Report (Report) at A-1.
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60 percent of U.S. titanium metal consumption has been in aerospace
applications; 20 percent has been used as an additive to steel and other
alloys; and 20 percent has been consumed in other industrial uses. 6/

The production of titanium sponge involves a process of chlorination and
reduction of certain titanium concentrates. The concentrates react with
chlorine gas and coke in a fluidized-bed reactor to form impure titanium
tetrachloride, which is then combined with magnesium (the Kroll process) or
sodium (the Hunter process) to férm titanium sponge and a chloride salt. The
salt and the residual magnesium or sodium metal must then be separated from
the titanium sponge in a purification process. 7/ Both the Kroll process and
the Hunter process result in products containing their own characteristic
impurities. 8/ However, these differences in physical characteristics of
titanium sponge as a result of the particular production process are not
significant. 9/

Both the imported and the domestically produced titanium sponge are

produced using the Kroll or Hunter process and are vacuum distilled or acid

6/ 1d.

1/ In the basic Kroll process, residual magnesium chloride and magnesium
metal are separated from the sponge by vacuum distillation, or by an inert gas
sweep, or by acid leaching. 1In the basic Hunter process, titanium sponge and
sodium chloride are leached in dilute hydrochloric acid solution to dissolve
the salt. The washed titanium sponge is then dried, screened to remove fines,
and pressed into compact blocks. Report at A-2.

8/ These impurities can be divided into two categories: nonvolatiles, such
as oxygen and iron, and volatiles, such as magnesium and magnesium chloride in
the Kroll process and sodium and sodium chloride in the Hunter process.
Minimizing the volatiles in titanium sponge is significant in simplifying and
improving the subsequent melting operations. Neither leaching nor vacuum
distillation can remove all volatiles, although the latter method removes
considerably more. Report at A-2-A-3.

9/ Certain independent melters have expressed a preference for magnesium

reduction/vacuum distillation titanium sponge for reasons of efficiency.
Report at A-3.
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leached to remove the impurities. 10/ Whether titanium sponge is produced by

the Kroll process or the Hunter process and is vacuum distilled, acid leached,
or swept with inert gas, it is put to the same use by purchasers and can be
used for the same applications. 11/ Therefore, we conclude that regardless of
the production process utilized, the domestically produced titanium sponge
constitutes a single like product and, consequently, the domestic industry

consists of the U.S. producers of titanium sponge. Five U.S. companies

produced titanium sponge during the period covered by the investigations: RMI
Co. (the petitioner), Oregon Metallurgical Corp. (Oremet), Titanium Metals
Corp. of America (Timet), International Titanium, Inc. (ITI), and Teledyne Wah

Chang Albany (Teledyne). 12/ 13/

Condition of the domestic industry

The bulk of U.S. production of titanium sponge is consumed captively to
produce ingots, which are either sold or further worked into semifinished and

finished products. 14/ Only a small percentage of titanium sponge is sold

10/ Purification by inert gas sweeping is practiced by one domestic producer
but not by any of the Japanese or United Kingdom producers. Report at A-2.

11/ See Petition at 2, 5; Transcript of Proceedings (Tr.), Conference of
Dec. 20, 1983, at 15, 28; RMI's postconference brief at 6, 13; Timet's
postconference brief at 3-4.

12/ Teledyne Wah Chang Albany is not to be confused with Teledyne Allvac, a
nonintegrated producer of titanium bar products which imports titanium sponge
for use in its operations. Teledyne Allvac appeared at the conference in
opposition to the petition. See Tr. at 145-147 and Conference Exhibit 8.

13/ One other company, Western Zirconium Co., has the capacity to produce
titanium sponge, but did not do so during the period covered by the
investigation. Report at A-6-A-7.

14/ As noted above, titanium sponge is an intermediate product used by
titanium mill product producers, melters of titanium sponge into ingot, and
product converters. RMI, Timet, Teledyne, and Oremet are vertically
integrated; ITI and Western Zirconium are not. (Teledyne and Western

Zirconium are not currently producing titanium sponge.) Report at A-6-A-8,
A-11.
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commercially to independent melters. 15/ An important new element in the
condition of the titanium sponge industry is Government procurement for the
National Defense Stockpile. 16/

Titanium sponge is a structural metal ghat is subject to sharp swings in
supply and demand. The recent acute shortage of supply and increased demand
which began in December 1978 and continued through 1980 was due to the
increase in commercial aerospace activity. 17/ The aerospace industry, which
accounts for about 60 percent of U.S. consumption, and the steel alloy
industry, which accounts for 20 percént of U.S. consumption, have both
encountered poor conditions since 1980. 1In spite of the downturn in these
industries, demand for titanium sponge continued to increase in 1981 before
declining sharply in 1982 and during January-September 1983, compared with
that in the corresponding period of 1982. 18/ The downturns in the consuming
industries adversely affected the performance of the domes£ic titanium sponge
industry.

The domestic demand for titanium sponge in the United States increased
substantially from 59.3 million pounds in 1980 to 64.3 million pounds in 1981
and then dropped to 35.2 million pounds in 1982. During January-September
1983, apparent U.S. consumption was 24.7 million pounds, compared with 25.0

million pounds during the corresponding period of 1982. 19/

15/ Commercial sales annually accounted for less than 7 percent of total
U.S. production in the period covered by the investigations. Report at A-11.

16/ Titanium sponge stockpiled by GSA is not intended for domestic
consumption except in a national emergency. See 50 U.S.C. § 98f.

17/ See Conference Exhibit 3 at 1, 9.

18/ Id. See also Report at A-8-A-9.

19/ Report at A-8-A-9.
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Most of the key indicators of the condition of the domestic titanium
sponge industry reflect a sharp decline in 1982, which continued during
January-September 1983. Although production increased from 50.4 million
pounds in 1980 to 55.7 million pounds in 1981, it deecreased sharply to 32.9
million pounds in 1982. During Janyary-September 1983, production decreased
to 20.0 million pounds, compared with 28.1 million pounds in the corresponding

period of 1982. 20/

Total U.S. capacity increased 17 percent from 51.4 million pounds per
year in 1980 to 60.4 million pounds per year in 1982 in response to the
favorable market conditions existing at that time. 21/ Although demand fell
off in 1982, some capacity expansion continued in January-September 1983, 22/
in the hope that the market would recover. No significant long-term recovery
is in sight. 23/

Capacity utilization rose from 98.0 percent in 1980 to 99.2 percent in
1981, but, like production, it decreased sharply in 1982 to 54.5 percent and
decreased further to 42.8 percent during January-September 1983, compared with
62.2 percent in the corresponding period of 1982. 24/ Because of the small
size of the commercial market, domestic shipments of titanium sponge represent
only a small fraction of U.S. production. Even so, domestic shipments

declined between 1980 and January-September 1983. 25/ Exports also represent

20/ Id. at A-10.

21/ 1d.

22/ One domestic producer, ITI, is a newcomer and has produced titanium
sponge only since 1982. ITI has announced plans to expand its capacity over
the next few years. Report at A-8

23/ Tr. at 17-19, 47; RMI's postconference brief at 38-39.

24/ Report at A-11.

25/ 1Id. at A-12.
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an insignificant share of U.S. titanium sponge production. U.S. Department of
Commerce data indicate that exports declined from 226,000 pounds in 1980 to
116,000 pounds in 1981, to 72,000 pounds in 1982, and to zero during
Jenuary-September 1983, compared with 60,000 pounds in the corresponding
period of 1982. 26/

U.S. titanium sponge producers generally do not keep substantial
inventories on hand, but instead attempt to tailor production output to either
captive needs or arm's-length saies as they arise. 1In 1980 and 1981, total
inventories amounted to about 6 percent of annual production. However, with
poor market conditions in 1982 and January-September 1983, inventories
accounted for up to 1€ percent of production. 27/

Employment of production and related ﬁorkers producing titanium sponge
and the number of hours worked by such employees declined during the period
covered by the investigations. 28/ Although the average number of production
and related workers producing titanium sponge increased in 1981 by 2.0 percent
and the number of hours worked increased by 6.8 percent, the average number of
prodﬁction and related workers, as well as the number of hours worked, fell

sharply in 1982 and declined again in January-September 1983. 29/

26/ 1d. at A-9.

27/ 1d. at A-12.

28/ Commissioner Stern notes that employment in domestic establishments
producing titanium sponge declined between 1980 and 1983, with a significant
decrease occurring between 1981 and 1982, followed by a decline during
January-September 1983, compared with the corresponding period of 1982. The
average employment of all persons decreased by 0.6 percent from 1980 to 1981
and by an additional 14.1 percent in 1982. During January-September 1983,
employment declined by 15.0 percent from the number of persons employed in the
corresponding period of 1982. Report at A-13.

29/ Id. at A-12-A-14. .
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It was difficult to evaluate the financial experience of the U.S.
titanium sponge producers as a group. 30/ However, the information obtained
in these preliminary investigations indicates that the titanium sponge
industry suffered a sharp decline in profitability between 1980 and 1983. 31/
Although one producer showed some recovery in profitability in 1983, it was

only marginal.

In sum, the economic and financial data depict a domestic industry in a

vulnersable state.

Injury

The petition and the supporting domestic producers' injury allegations
are predicated largely onAthe October 1983 GSA purchase of 4,500 tons of
titanium sponge for the National Defense Stockpile. This was GSA's first
major unencumbered purchase of titanium sponge for the stockpile in more @han

20 years. The bidding was open to both U.S. and foreign entities. Bids were

30/ It was impossible to achieve usable aggregate data for various reasons.
First, financial statements associated with titanium sponge operations were
submitted by only three of six U.S. producers, and one of those reporting had
not produced titanium sponge since before the fourth quarter of 1982. Second,
one producer had only begun operations in 1982 and had not yet established a
normal operating pattern. Third, while one produced for the commercial -
market, the other two consumed most of their own titanium sponge in downstream
operations. In addition, we note that the wide disparity in the size of the
producers' operations must be considered in assessing the aggregate picture
because of possible distortion by the largest firm's data., Should these
investigations return to the Commission for final determinations, it is
expected that more complete data will be forthcoming.

31/ See generally Report at A-14-A-20.

10



‘11
solicited on three types of titanium sponge. 32/ GSA sought to purchase 9
million pounds of titanium sponge in nine lots of 1 million pounds each. GSA
apparently had no preference for any one type of titanium sponge, since it
asked for bids up to the maximum 9 million pounds for each type. Although
titanium sponge purchased for the National Defense Stockpile may enter the
United States duty free, GSA imputed a duty of 17 percent ad valorem to each
foreign bid for purposes of comparisons with domestic bids. 33/

GSA's Federal Property Resources Service awarded four contracts.to three
firms as a result of bids received on September 2, 1983. 34/ The awards were
made on the basis of price alone as all bids met GSA specifications. 35/
Philipp Brothers, Inc. (Phibro) received two contracts for delivery of
titanium sponge produced in Japan. One contract calls for delivery of 2,500
short tons of type A titanium sponge for a total amount of $16,000,000; the
other is for 500 short tons of type C titanium sponge valued at
$3,200,000. 36/ Billiton Metals, Inc. (Billiton) was awarded a contract to
deliver 500 short tons of type C titanium sponge produced in the United
Kingdom. The Billiton contract value is $2,920,000. 37/ The only domestic

producer to be awarded a contract was Timet. Timet received a contract for

32/ GSA categorizes titanium sponge as type A, B, or C, depending upon the
process used in its manufacture. Titanium sponge produced by magnesium
reduction/vacuum distillation is classified as type A. That produced by
magnesium reduction/inert gas sweep or by magnesium reduction/acid leaching is
classified as type B. Titanium sponge produced by sodium reduction/acid
leaching is type C. Report at A-3.

33/ See Report at A-4, A-34-A-36, Appendix C at A-50-A-5S1.

34/ See Petition at Appendix 1; Report at A-35-A-36.

35/ Report at A-34-A-36. '

36/ This amounts to $6,400 per ton or $3.20 per pound for both contracts.
Report at A-36, Appendix C at A-52-A-54.

37/ This amounts to $5,840 per ton or $2.92 per pound. Report at A-36,
" Appendix C at A-52-A-54.

11



12
1,000 short tons of type B titanium sponge valued at $7,140,000. 38/ The GSA
contracts provide that all titanium sponge must be delivered by October 28,
1984. 39/

Japan.—-The volume of titanium sponge to be imported in 1984 as a result
of the GSA contracts represents a significant increase in the volume imported
from Japan. Imports from Japan increased from 9.2 million pounds in 1980 to
10.0 million pounds in 1981, and then fell to 2.9 million pounds in 1982.
During January-September 1983, iﬁports from Japan amounted to 2.6 million
pounds, compared with 2.2 million pounds during the corresponding period of
1982. Japan will'export 6 million pounds of titanium sponge to the United
States in 1984 as a result of the GSA stockpile purchase alone. 40/

Although GSA officials could not say when or in what quantities new
solicitations for titanium sponge would be made, there is information on the
record that indicates that such solicitations are likely. 41/ The latest

Stockpile Report to the Congress (October 1982-March 1983) shows that the

stockpile goal for titanium sponge is set at 195,000 short tons. Currently,

38/ This amounts to $7,140 per ton or $3.57 per pound. Report at A-36,
Appendix C at A-52-A-54.

39/ Petition at Appendix 1; Report at A-35.

40/ As noted previously, this industry is subject to sharp swings in supply
and demand. See discussion, supra, at 7. The ratio of imports from Japan to
total U.S. consumption declined from 1980 to 1982, but increased significantly
in January-September 1983. Such imports accounted for 15.6 percent of
apparent U.S. consumption in 1980 and 1981 and 8.1 percent in 1982. 1In
January-September 1983, these imports accounted for 10.6 percent of
consumption, compared with 7.7 percent in the corresponding period of 1982.
Report at A-29. The petitioner estimates that the total GSA purchase accounts
for 15 to 20 percent of total U.S. demand projected for titanium sponge in
1984, and that GSA imports from Japan will account for a 13.6-percent share of

the U.S. market. RMI's postconference brief at 18.
41/ Report at A-36.

12
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GSA has 32,331 tons in inventory. 42/ Moreover, the soft market and the low
prices make this an ideal time for GSA to purchase titanium sponge at low
cost. Finélly, GSA and the Federal Emergency Management Agency (FEMA) have
emphasized the high priority of titanium sponge in the overall stockpile
requirements. 43/

These facts indicate the emerging importance of the U.S. Government
procuremeﬁt market to the U.S. titanium sponge industry and the clear portent
for additional loss of market sh;re to imports from Japan. Importers of
titanium sponge from Japan can enter strong bids in response to any future
solicitations of titanium sponge for the stockpile, given their knowledge of
competing bids on the recent GSA solicitations.

In the commercial market, offer prices, ex-dock, duty paid, for Japanese
titanium sponge show a steady decline over the period covered by the
investigation. 44/ This decline is paralleled by an increase in the number
and total value of contracts won by importers of sponge from Japan. The value

of commercial contracts to supply Japanese titanium sponge won by Phibro in

1983 increased significantly. 45/

42/ Stockpile Report at 20. Although titanium sponge has a ghelf life of
more than 10 years, much of the stockpiled titanium sponge, which was
purchased more than 20 years ago, may no longer be suitable for national
defense because of deterioration. See Tr. at 82-84.

43/ This priority was reiterated strongly during the recent GSA bid and
award process. A letter from FEMA to GSA dated Oct. 5, 1983, states,
"Titanium sponge is among the materials accorded the highest acquisition
priority by the President, as announced in the White House press release of
March 13, 1984." The letter goes on to conclude, "We see a compelling and
urgent need to acquire titanium sponge for the stockpile." Letter from
Bernard A. Maguire, Assistant Director, National Preparedness Programs,

Federal Emergency Management Agency, to Carroll Jones, Federal Property
Resources Services, GSA.

44/ See Report at A-33.
45/ 1d.

13
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The information in these preliminary investigations indicates ﬁhat the
low bids offered for Japanese-produced titanium sponge for the GSA contract
had an adverse impact on prices in the commercial market. Confirmed price
data regarding 1983 offer prices (bids) for contracts not yet awarded indicate
a willingness by importers to quote even lower bids in the post-GSA award
period. 1In fact, the bids quoted were significantly below the winning
Japanese bid (including the imputed duty added for purposes of bid
comparisons) to supply titanium sponge to GSA. Moreover, the bid to supply
Japanese titanium sponge at allegedlj LTFV prices has adversely affected a
contract already won by a domestic producer to supply a major nonintegrated
melter's needs for 1983, 1984, and 1985. The pattern of declining offer
prices and this example of post-GSA award price undercutting underscores the
likelihood that these imports of titanium sponge from Japan wiil suppress
prices and/or capture an increased share of the market.

In addition to the increased volume of imports in 1984 stemming from the
GSA transaction and its potential adverse impact, other indicators of a threat
of material injury are the existence of subsfantial idle foreign capacity
#vailable for export and the attractiveness of the United States as an export
market, as indicated by the continued attempts of foreign producers to market
titanium sponge in this country.

In response to increased world demand during 1980 and 1981 and projected
further increases in 1982 and beyond, the collective Japanese capacity rose by
122 percent from 35.8 million pounds per year in 1979 to 79.6 million pounds
per year in 1983. Current overall capacity utilization is estimated to be

approximately 35 percent. 46/ The Japanese producers have demonstrated an

46/ See generally Report at A-22-A-24.
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ability and intent to compete in the U.S. market. With low domestic demand in

Japan, Japanese producers can achieve volume production by selling in the U.S.

market at low prices.

United Kingdom.--The volume of imports of titanium sponge from the United
Kingdom during the period covered by the investigations was negligible when
compared with total U.S. imports during the period. Such imports did,
however, increase significantly in January-September 1983 over those in the
previous periods. Additionally, at least 1 million pounds of titanium sponge
will be imported in 1984. 47/ '

The Billiton contract from GSA amounts to $2.9 million. 48/ Billiton's
lowest bid to GSA was to supply United Kingdom titanium sponge at $3.37 per
pound ($2.92 plus the imputed duty added for purposes of bid comparisoms).
This bid significantly undercut the losing domestic bids, which ranged from a
low of $3.79 per pound to $6.25 per pound; 49/

As is the case with respect to imports from Japan, other indicators of a
threat of material injury by reason of titanium sponge imported from the
United Kingdom are the existence of substantial idle United Kingdom
titanium-sponge-producing capacity and the United States as a probable market
for United Kingdom titanium sponge exports. The United Kingdom titaniumv

sponge industry comprises a single, newly formed company. Its plant has

47/ 1d. at A-29. As stated previously, the petitioner speculates that the
total GSA purchase accounts for 15 to 20 percent of total U.S. demand

projected for titanium sponge in 1984, and that United Kingdom imports
resulting from the GSA sale alone will represent approximately 2.5 percent of
the U.S. market. See n. 40 supra.

48/ Report at A-36, A-52.

49/ 1d. at Appendix C at A-53-A-54.
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an annual capacity of 11 million pounds per year. 50/ Although a substantial
portion of its output will be allocated to a customer of its predecessor, the
remainder will be directed to the European and U.S. markets. 51/ With low
demand in Europe, the United Kingdom producer can achieve volume production by

selling in the U.S. market at low prices.

Conclusion

On the basis of the foregoing diséussion, we deterwmine that there is a
reasonable indication that the U.S. titanium sponge industry is threatened
with material injury by reason of imports of titanium sponge from Japan and by
reason of imports of titanium sponge from the United Kingdom, allegedly being,

or likely to be, sold in the United States at less than fair value. 52/

50/ 1d. at A-24-A-25. Because this producer was scheduled to begin
operations in October 1983, it is not operating at close to full capacity.
51/ Report at A-24.

52/ See n. 1 supra.
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VIEWS OF CHAIRMAN ALFRED E. ECKES

Determination

I determine that there is a reasonable indication that an industry in the
United States is threatened with material injury by reason of imports of
titanium éponge from Japan which are allegedly sold at less than fair value.

I also determine that there is a ;easonable indication that an industry in the
United States is threatenea with material injury by reason of imports of
titanium sponge ffoﬁ the United Kingdom which are allegedly sold at less than

fair value. l/

Domestic industry

As defined in section 771(4)(A) of the act, the term "industry” means
"the 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.” 2/ The term "like product” means
a product which is like, or in the absence of like, most similar in
characteristics and uses with, the imported article under investigation. 3/

Titanium sponge is thé imported article subject to this investigation.
It is produced either by the Kroll process (magnesium reduction/vacuum

distillation) or by the Hunter process (sodium reduction/acid leaching). 4/

1/ The issue of cumulation was raised by the parties. See e.g., RMI Co.'s
postconference brief at 15-19; Timet's postconference brief at 8;
postconference brief of Billiton Metals, Inc., at 25. For purposes of these
preliminary investigations, I assessed the impact of the Japanese and -
United Kingdom imports separately. However, I do not preclude cumulation in
any final investigation if the information obtained therein so warrants.

2/ 19 U.s.C. 8 1677(4)(A) (1980).

3/ 19 U.S.C. € 1677(10) (1980).

%4/ See generally, Commission Report (Report) at A-2 through A-3 and A-22
through A-24.
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The domestic product is titanium sponge made by the same two processes as
the imported article, or by two similar processes (magnesium reduction/inert
gas sweep and magnesium reduction/acid leaching). 5/ Each method results in a
product which differs slightly from the others in physical character-
istics. 6/ Despite these minor variations, 7/ both imported and domestically
produced sponge types 8/ are substitutable and are used to produce titanium
ingot, slab, billet, bar, plate, and‘Sheet. The 1983 U.S. General Services
Administration (GSA) purchase (diécussed below) also indicates that the
various types of sponge are similar. GSA solicited bids on all three types of
titanium sponge because any sponge type is acceptable to the processor/

manufacturers. 9/ For these reasons domestically produced titanium sponge is

5/ Report at A-2.

37 For example, the various types of titanium sponge may contain slightly
different percentages of titanium, iron, and volatile impurities.

7/ Such minor differences in physical characteristics or uses of a product
do not provide an appropriate basis for finding several different like
products and thus several domestic industries (S. Rep. No. 249, 96th Cong.,
1st Sess. 90-91 (1979).

8/ These "types"” depend on the process used to produce the titanium sponge:
Sponge produced by magnesium reduction/vacuum distillation is classified by
GSA as type A; that produced by magnesium reduction/inert gas sweep or by
magnesium reduction/acid leaching, as type B; and that produced by sodium
reduction/acid leaching, as type C. Report at A-2 through A-3.

9/ There is information of record that independent melters have a preference
for type A sponge, because it has fewer impurities. Further, they claim they
are not adequately equipped to process high-volatile sponge (Report at A-3).
Nevertheless, domestic sponge can be and is used by independent melters in
their operations.

18
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"like" the imported product, and the domestic industry consists of the U.S.

producers of titanium sponge. 10/

Condition of the domestic industry

Here I concur generally with my colleagues' discussion of this subject
and conclude that there is a reasonable indication that the domestic industry
is experiencing material injury. In particular, I note that the domestic
industry has experienced a dramatic décline in production and capacity
utilization in 1982 and 1983. Also, average employment has fallen sharply in
the same time period from a 3-year high in 1980. Income-and-loss data,
supplied by three U.S. producers, provide further evidence of injury to the

domestic industry in 1982 and 1983.

Threat of material injury

In my judgment this investigation in the preliminary phase involves a
threat of injury. The domestic industry bases its petition and supporting

injury allegations on the impact of the October 1983 GSA decision to purchase

10/ The issue of whether the Commission should broaden its investigation of
the domestic industry to include domestic production of titanium mill products
as opposed to domestic production of titanium sponge was raised in this
investigation. Most of the domestic sponge is manufactured by integrated
producers, which utilize their sponge in captive production of titanium mill
products. Moreover, it has been alleged that domestic producers refused to
sell sponge to competing nonintegrated producers of titanium products.

The legislatively prescribed standard for defining "industry” is a
determination of what domestically produced product is "like" the imported
article. The article which the petition alleges is being imported and sold or
offered for sale at less than fair value is titanium sponge, not mill
products. Traditionally, injury has been judged in light of the impact of the
imports under investigation upon the production of the same or similar goods
in the United States. Furthermore, a small percentage of sponge is sold to
producers which purchase it as a raw material for use in their mill business
(Report at A-30; see also Timet's postconference brief at 2-3). Thus, for
purposes of this preliminary investigation, the domestic industry comprises
the U.S. producers of titanium sponge. Those producers are RMI Co. (the
petitioner); Oregon Metallurgical Corp. (Oremet); Titanium Metals Corp. of
America (Timet); International Titanium, Inc. (ITI); Teledyne Wah Chang
Albany; and Western Zirconium Co.
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4,500 tons of titanium sponge for the National Defense Stockpile. The
contracts pfovide for future delivery of this sponge by October 28, 1984.
GSA's Federal Property Resources Service awarded four contracts to three
firms as a result of bids received on September 2, 1983. Philipp Brothers,
Inc. (Phibro), received two contracts for delivery of sponge produced in
Japan. One contract calls for delivery of 2;500 short tons (5.0 million
pounds) of titanium sponge for a fotal amount of $16,000,000; the other
involves 500 short tons (1.0 million pounds) of titanium sponge valued at
$3,206;000. These transactions both involve $6,400 per ton or $3.20 per
pound. ll/ Billiton Metals; Inc. (Billiton), also secured a contract to
deliver 500 short tons (1.0 million pounds) of titanium sponge produced in the
United Kingdom. The Billiton contract is worth $2,920,000 ($5,840 per ton or
$2.92 per pound). 12/ The only domestic producer to be awarded a contract was
Timet. It received a contract for 1,000 short tons (2.0 million pounds) of
titanium sponge valued at $7,140,000 ($7,140 per ton or $3.57 per pound). 13/
As a result of GSA's purchases, there will be a significant increase in
the volume of titanium sponge imported from Japan and the United Kingdom in
1984, compared with the volume imported in 1982 and during January-
September 1983. Imports from Japan increased from 9.2 million pounds in 1980
to 10.0 million pounds in 1981 and then fell to 2.9 million pounds in 1982.

During January-September 1983, imports from Japan amounted to 2.6 million

11/ Phibro's effective bid for purposes of GSA's evaluation was $3.69 ($3.20
plus 17-percent duty). .

lg/ Billiton's effective bid for purposes of GSA's evaluation was $3.37
($2.92 plus 17-percent duty).

13/ Petition at Appendix 1.
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pounds, compared with 2.2 million pounds during the corresponding period of
1982. Japan will export 6 million pounds of sponge to the United States in
1984 as a result of GSA's stockpile purchase alone. 14/

Prices of Japanese titanium sponge declined steadily throughout the
period of investigation. 15/ This dgéline parallels an increase in the number
and total value of contracts that importers have won in the commercial market,
including the successful bid for 6 million pounds of sponge awarded to
importers of Japanese sponge. Excluding the $19.2 million GSA award, Phibro
significantly increased the value of its contracts to supply Japanese sponge
in 1983.

Imports from the United Kingdom followed a different pattern. The volume
of United Kingdom sponge imported during the period covered by the
Commission's investigation was negligible when compared with total U.S.
imports during that period. However, as a result of the GSA purchase, at
least 1 million pounds will be imported in 1984. 16/ Billiton's bid of $3.37
per pound was the lowest bid received by GSA. 17/ It significantly undercut
the losing domestic bids, which ranged from a low of $3.79 per pound to a high
of $6.25 per
pound. 18/

Although GSA officials could not say when or in what quantities
additional solicitations for titanium would be made, the record in this

investigation indicates that further solicitations are likely. 12/ For

14/ Report at A-29.
15/ 1d. at A-31, A-33.
16/ See Report at A-29.
17/ See Report at A-35 and Appendix C.
18/ Td. at Appendix C.
12/ Id. at A-36.
21
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example, the latest Stockpile Report to the Congress (October 1982-March 1983)

shows that the stockpile goal for titanium sponge is 195,000 short tons.
Currently, GSA has only 52,331 tons in inventory, ggj and some of this may be
useless for strategic military purposes. Zl/ With prices low and the market
for titanium sponge soft, the present would seem to be an ideal time for GSA
to purchase more titanium. Finally, GSA and the Federal Emergency Management
Agency (FEMA) have emphasized the high priority of titanium sponge in overall
stockpile requirements. This priorify was reiterated strongly during the
recent GSA bid and award process. A letter from FEMA to GSA dated October 5,
1983, stated, "Titanium sponge is among the materials accorded the highest
acquisition priority by the President, as announced in the White House press
release of March 13, 1984."‘ The letter concluded, “"We see a coﬁpelling and
urgent need to acquire titanium sponge for the stockpile.” ggj

More recent confidential pricing information, 23/ which has been
confirmmed, indicates that importers are willing to quote prices lower than
those received by GSA. 1In a subsequent bid, importers quoted prices

significantly below the winning GSA bid to supply Japanese sponge. Moreover,

20/ Stockpile Report at 20.

21/ An estimated one-third of the titanium sponge now in the stockpile was
purchased in the 1950's and has since deteriorated so that it is no longer
suitable for aircraft applications. See Transcript of Proceedings, Conference
of December 20, 1983, at 82 and 83. ~

gzj Letter dated Oct. 5, 1983, from Bernard A. Maguire, Assistant Director,
National Preparedness Programs, Federal Emergency Management Agency, to
Carroll Jones, Federal Property Resources Service, GSA.

23/ Petition at 16-17; RMI's postconference brief at 32-33.
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the GSA contract to supply Japanese sponge at allegedly LTFV prices has
affected another contract already won by a domestic producer to supply a major.
nonintegrated melter's needs for 1983, 1984, and 1985.

In addition to the increased volume of imports in 1984 stemming from the
GSA transaction and its imminent adverse impact, there are other indications
of a threat of material injury. These include the existence of substantial
idle foreign capacity available for export and the attractiveness of the
United States as an export market. In particular, the four Japanese sponge
producers have abundant capacity. gﬁj Responding to increased world demand
during 1980 and 1981 and to projected further increases in 1982 and beyond,
Japanese industry increased its capacity 122 percent from 35.8 million pounds
per year in 1979 to 79.6 million pounds per year in 1983. 1Its éurrent overall
capacity utilization is estimated to be approximately 35 perﬁent. 25/

In the United Kingdom there is a single, newly formed producer. Its
plant has an annual capacity of 11 million pounds per year, and was schedﬁled
to begin production in October 1983. Although.a substantial portion of its
output will be allocated to a long-established domestic customer, the
remainder is targeted for the European and U.S. markets. ggj

The likely consequence of substantial excess capacity in both Japan and
the United Kingdom, coupled with low domestic demand, is a continued effort to
achieve volume production by selling in the U.S. market at low prices.
Conclusion

. In conclusion, during these preliminary investigations the Commission has
found evidence that imports of titanium sponge will increase significantly in

1984 and that price undercutting has occurred in procurement. In addition,

24/ These four producers are Osaka Titanium Co., Ltd.; Toho Titanium Co.,
Ltd.; Nippon Soda, Ltd.; and Showa Titanium Co. (Report at A-23).

25/ See Report at A-22 through A-24. 23

Z/ _S_EReport at A-24.
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the COmmiss%on has learned that Japanese and United Kingdom producers have
underdtilized capacity and a strong incentive to export their titanium sponge
to the U.S. market. 21/ These factors, coupled with the prospect of further
GSA étockpile purchases, provide a reasonable indication that imports,
allegedly being sold at LTFV, threaten an industry in the United States with

material injury.

27/ Should this case come back'for a final investigation, I would hope to
learn more about foreign capacity and capacity utilization as well as Japanese 24
and United Kingdom plans to market titanium sponge in the United States. '
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INFORMATION OBTAINED IN THE INVESTIGATIONS

Introduction
[ 4
On November 28, 1983, petitions were filed in proper form with the U.S.

International Trade Commission and the U.S. Department of Commerce by counsel
on behalf of RMI Co., Niles, Ohio, alleging that imports of titanium sponge
from Japan and the United Kingdom are being, or are likely to be, sold in the
United States at less than fair value (LTFV) and that an industry in the
United States is materially injured or threatened with material injury by
reason of imports of such merchandise. Accordingly, the Commission instituted
preliminary investigations under section 733(a) of the Tariff Act of 1930 to
determine whether there is a reasonahle 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 imports of such merchandise into the United States.

Notice of the institution of the Commission's investigations and of a
‘conference to be held in connection therewith was given by posting copies of
the notice in the Office of the Secretary, U.S. International Trade
Commission, Washington, D.C., and by publishing the notice in the Federal
Register of December 7, 1983 (48 F.R. 54910). A clarification of the scope of
the Commission's investigations was published in the Federal Register of
December 14, 1983 (48 F.R. 55645). 1/ The conference was held in Washington,
D.C., on December 20, 1983. 2/ The Commission voted on these cases at its
meeting on January 5, 1984. The statute directs that the Commission make its
determination within 45 days after its receipt of a petition, or in these
cases, by January 12, 1984,

The Product

Description and uses

Titanium sponge is a porous, brittle metal, which has a high strength-to-
weight ratio and is highly ductile. It is an intermediate product used to
produce titanium ingot, slab, billet, bar, plate, and sheet. Titanium has low
thermal and electrical conductivity and is one of the most corrosion resistant
structural metals.

Because of its desirable properties, titanium and its alloys are widely
used in the airframes and engines of high-performance military and commercial
aircraft, in powerplant surface condensers, in missiles and space vehicles,
and in a wide variety of chemical-processing and chemical-handling equipment.
In recent years, about 60 percent of U.S. titanium metal consumption has been
in aerospace applications; 20 percent, for additives to steel and other
alloys; and 20 percent, for other industrial uses.

1/ Copies of the Commission's notices are presented in app. A.
2/ A list of witnesses appearing at the Commission's conference is presented
in app. B.
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Production processes

The production of titanium sponge involves a process of chlorination and
reduction of titanium concentrates (ilmenite (FeTiO3) or rutile (Ti0y)).
The concentrates react with chlorine gas and coke in a fluidized-bed reactor
to form impure titanium tetrachloride (TiCl,), sometimes referred to as
"tickle". The titanium tetrachloride is then combined with magnesium (Kroll
process) or with sodium (Hunter process) to form titanium sponge and a .
chloride salt. The salt and residual magnesium or sodium metal must then be
separated from the titanium sponge in a purification process.

In the bhasic Kroll process, residual magnesium chloride and magnesium
metal are separated from the sponge by vacuum distillation, by an inert gas
sweep, or by acid leaching, as follows.

Vacuum distillation: 1In this process the reactor pot is heated to a
temperature of 900 °C, and a vacuum (less than 100 microns of mercury) is
applied to recover the magnesium chloride by condensation. Vacuum
distillation is employed by Teledyne Wah Chang Albany, Albany, Oreg., by
International Titanium Inc., Moses Lake, Wash., and by Western Zirconium,
Ogden, Utah. It is the standard purification step used in the Soviet Union.
It is also used in Japan by Toho Titanium Co., Ltd., and Osaka Titanium Co.,
Ltd.

Inert gas sweep: This process involves sweeping the heated reaction pot
with helium gas to reduce volatile magnesium chloride and magnesium to a low
level, and subsequently recovering them by condensation. This method is used
by Oregon Metallurgical Corp., Albany, Oreq.

Acid leaching: In this process the reaction pot is cooled in a "dry"
chamber to avoid reaction of retained salts in the sponge with moisture in the
air. The magnesium chloride and residual magnesium metal are leached out
using a buffered nitric/hydrochloric acid solution, and the titanium sponge is
recovered. This method is used by Titanium Metals Corp., Henderson, Nev.

In the basic Hunter process, titanium sponge and sodium chloride (the
combined reaction product is referred to as "spalt") are mechanically chipped
from the reactor pot, crushed to lumps approximately 3/8 inch in diameter, and
leached in dilute hydrochloric acid solution to dissolve the salt. The washed
sponge is dried, screened to remove fines, and pressed into compact blocks.
The Hunter process is used by the petitioner, RMI Co., at its Ashtabula, Ohio,
plant. It is also used by Nippon Soda, Ltd., of Japan, and by Deeside
Titanium, Ltd., of the United Kingdom.

Both the Kroll process and the Hunter process result in products
containing their own characteristic impurities. These impurities can be
categorized into two groups: nonvolatiles, such as oxygen and iron; and
volatiles, such as magnesium and magnesium chloride in the Kroll process and
sodium and sodium chloride in the Hunter process. The Kroll process results
in higher iron impurity content near the reaction pot walls; the Hunter
process results in a more homogeneous product.

A-2
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According to a recent study by the National Research Council, 1/ neither
leaching nor vacuum distillation can remove all volatiles, although the latter
method removes considerably more. Minimizing volatiles in the sponge is
significant in simplifying and improving subsequent melting operations.
Efficiency of the vacuum arc melting of sponge into ingots is reduced by the
evolution of volatiles. The volatiles condense on the mold and mar the ingot
surface, thereby increasing furnace maintenance costs and requiring the use of
larger vacuum pumping systems. The integrated domestic producers have found.
it economical to employ vacuum arc melting with steam ejectors to bhack up
large vacuum diffusion pumps as the final purification step for acid-leached
sponge. This refining is an integral part of the melting and casting of the
ingot. However, the independent melters claim they are not adequately
equipped to handle high-volatile sponge.

The U.S. General Services Administration (GSA) purchases titanium sponge
for utilization in the National Defense Stockpile. GSA categorizes titanium
sponge as type A, B, or C, depending upon the process used in its manufacture.
Sponge produced by magnesium reduction/vacuum distillation is classified as
type A; that produced by magnesium reduction/inert gas sweep or by magnesium
reduction/acid leaching, as type B; and that produced by sodium reduction/acid
leaching, as type C. GSA specifications for each type are presented in table 1.

Table 1.--Titanium sponge: GSA specifications for product to be utilized
in the National Defense Stockpile, by components

(In percent, dry-weight basis)

Component 1/ " Type A | Type B ' Type C
TAEAN L UM o oo o e e e P 99.60 :  99.10 : 99.60
N ErOg@N - e e e e e e e : 01 .015 .015
CAP DO e o e e : 02 .025 . .02
SO T LITY = v v s s i s e e e s et i s e s s s - . - . .19
MAG IS T LM o .08 .50 -
AT UM L UM o o e e : - .07 -
Ch1Or in@ - = e oo o e e e : 10 .20 .10
T O oo o e o et e e : .08 .10 .04
S 11 E Q0N o e : .04 .04 .04
HY AP OG @RI == et e .005 : .03 .05
O L — 10 10 .10
B @ - o o e e : .02 .02 .02

Other (MAX . ) - o | 05 05 .05

1/ The specifications for titanium content are the minimum allowable; those
for the other components are the maximum.

Source: U.S. Department of Commerce.

1/ National Materials Advisory Board, Titanium: Past, Present, and Future,
Washington, 1983, pp. 52-54. '
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U.S. tariff treatment

Imports of titanium sponge are currently classified for tariff and
reporting purposes under item 629.1420 of the Tariff Schedules of the United
States Annotated (TSUSA). Prior to 1980, such imports were classified under
item 629.1520. The current column 1 (most-favored-nation) rate of duty 1/
for such imports is 16.5 percent ad valorem (table 2). As a result of
agreements made during the Tokyo round of the Multilateral Trade Negotiations
(MTN), the rate was reduced from 18 percent in 1980 and 1981 to 17.5 percent
in 1982, 17 percent in 1983, and 16.5 percent in 1984. This rate is
scheduled to be reduced further, in annual stages, to 15 percent ad valorem,
effective January 1, 1987. The rate applicable to imports from least
developed developing countries (LDDC's) 2/ is 15 percent ad valorem, and the
column 2 rate 3/ is 25 percent ad valorem. Imports of these items are not
eligible for duty-free treatment under the Generalized System of Preferences
(GSP). 4/ When the U.S. Government purchases imported titanium sponge for the
National Defense Stockpile, such imports are entered duty-free under TSUSA
item 833.00. Findings of dumping have been issued, and antidumping duties are
currently assessed on the basis of those findings, on imports of titanium
sponge from the Soviet Union. 5/

Nature and Extent of Alleged Sales at LTFV

The petition alleges that imports of titanium sponge from Japan and the
United Kingdom are being sold in the United States at LTFV. Specifically, it
alleges that sales of such products in the United States are made at prices
which are less than the cost of production. The petition presents cost-of-
production estimates (using an in-house titanium-sponge-process cost model)
for three Japanese producers and for the sole producer in the United Kingdom.
These estimates are compared with actual contract prices accepted by GSA in
purchasing titanium sponge from Japan and the United Kingdom.for the National
Defense Stockpile. On the basis of these comparisons, the petition alleges

1/ Col. 1 rates are applicable to imported products from all countries
except those Communist countries and areas enumerated in general headnote 3(f)
of the TSUSA. However, these rates do not apply to products of developing
countries where such articles are eligible for preferential tariff treatment
provided under the Generalized System of Preferences (GSP) or under the "L.DDC"
column,

2/ The preferential rates in the "LLDDC" column reflect the full U.§. MIN
concession rates implemented without staging for particular items which are
the products of L.DDC's enumerated in general headnote 3(d) of the TSUSA.

3/ Col. 2 rates apply to products imported from those Communist countries
enumerated in general headnote 3(f) of the TSUSA.

4/ The GSP, under title V of the Trade Act of 1974, provides duty-free
treatment for specified eligible articles imported directly from designated
beneficiary developing countries. GSP, implemented by Executive Order No.
11888, of Nov. 24, 1975, applies to merchandise imported on or after Jan. 1,
1976, and is expected to remain in effect until Jan. 4, 1985,

5/ U.S. Tariff Commission, Titanium Sponge From the U.S.S.R.: Determination
of Injury in Investigation No. AA1921-51 . . ., TC 255, July 1968.
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dumping margins of 38 to 53 percent for Japanese sponge and 115 percent for
sponge from the United Kingdom. .

U.S. Producers

The production of titanium sponge'is a capital- and technology-intensive
operation, and consequently the total number of sponge producers worldwide is
relatively small. Six companies in the United States have the capacity to

produce titanium sponge (table 3), but only the following four actually
produced sponge in 1983:

Titanium Metals Corp. of America (Timet), jointly owned
by NL Industries and Allegheny International, Inc.

RMI Co. (RMI), owned by National Distillers &
Chemical Corp. and United States Steel Corp.

Oregon Metallurgical Corp. (Oremet), publicly owned, with
Armco Steel Corp. as the major stockholder.

International Titanium Inc. (ITI), owned principally by

Ishizuka Research Institute and Mitsui & Co., Ltd., both
of Japan, and by Wyman-Gordon Co. and other U.S. interests.

Those having sponge-producing capacity but not producing in 1983 are as
follows:
Teledyne Wah Chang Albany, owned by Teledyne Industries, Inc.
Western Zirconium Co., owned by Westinghouse Electric Co.
The following tabulation, compiled from data obtained in response to the
Commission's questionnaires, lists the principal producers and each firm's

share of total U.S. production of titanium sponge in 1982:

Market share

irm (percent)
LT e e e e e et e N
Oremet—-—ww- e e e e o o e AR
RIMIT - e e o e o e e e e e o o et o HHN
D 1 17= ) o HHH

Of the four firms currently producing titanium sponge, three are
vertically integrated. Two producers, Timet and ITI, purchase rutile from
Australia and from it produce titanium tetrachloride for reduction to sponge.
Other sponge producers purchase their titanium tetrachloride from Gulf and

Western, a large manufacturer of titanium pigments, which also require
titanium tetrachloride as a raw material. '
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Table 3.--Titanium sponge: Principal U.S. producers, locations of their estab-
lishments, types of production process, and annual production capacity, 1983

Firm f Location f Process E Annual capacity 1/

Million pounds

LTI e i o e ; Moses Lake, Wash. ; Magnesium reduc- ; NN
: ¢ tion/vacuum :
distillation.
Oremet———~——~—mmm—- . Albany, Oreg. . Magnesium reduc- S RN
: . tion/inert gas
sweep.
RMI--mmme e . Ashtabula, Ohio . Sodium reduction/ : NN
: v acid leach. :
Teledyne Wah . Albany, Oreq. . Magnesium reduc- NN
Chang. : : tion/vacuum :
T : distillation
T AM@tm e o e e e . Henderson, Nev. : Magnesium reduc- : M
: : tion/acid :
leach.
Western : Ogden, Utah . Magnesium reduc- 2/ ¥¥x
Zirconium. : : tion/vacuum :
: distillation
1/ As of Sept. 30, 1983.
2/ Estimated.

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

Timet has been producing sponge at its Henderson, Nev., facility, using
the basic Kroll process, since the early 1950's. The company is currently
pursuing a $50 million modernization program (most of the plant's electrolytic
cells for making magnesium date from World War II), which will include a
capacity expansion from its current level of * ¥ % pounds per year to 32
million pounds per year. As an integrated producer, Timet also has the
capacity to produce 34 million pounds of titanium ingot per year.

RMI has produced sponge at its Ashtabula, Ohio, plant, using the Hunter
process, sihce 1957. RMI recently invested $3.5 million in a 4-million-
pound-per-year expansion of its sponge plant, and another $8 million in
expanding its Niles, Ohio, melting plant. RMI's current spongewproduc1ng
capacity is ¥* % ¥ m11110n pounds per year; its ingot-producing capacity is 24
million pounds per year.
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Oremet has produced sponge in Albany, Oreg., using magnesium reduction
and an inert gas sweep, since 1966. The plant is integrated from sponge to
finished ‘titanium articles. Oremet recently completed a 50-percent expansion
of its sponge facility, as well as a $5 million expansion of its mill products
facility. Oremet's current sponge-producing capacity is % % ¥ million pounds
per year; its ingot-producing capacity is 16 million pounds per year.

ITI is a newcomer to the industry, producing sponge only since early
1982. ITI uses magnesium reduction followed by vacuum distillation at its new
$25 million plant at Moses Lake, Wash. While ITI's current sponge-producing
capacity is about * % % pounds per year, there are plans to double that
capacity in the next few years. At present, ITI produces only sponge.
However, Wyman-Gordon, which owns more than 40 percent of ITI, has announced
plans to invest $24 million over the next 2 years to build a new 3-million-
pound-per-year ingot facility and an ingot-forging operation at its Grafton,
Mass., plant.

Teledyne Wah Chang Albany had been producing zirconium metal by a
Kroll-type process since the late 1950's. Because of a depressed market for
zirconium and a nationwide shortage of titanium, the company converted its
idle equipment in 1980 to produce titanium sponge at a rate of * % % to * % X
pounds per year. In its response to the Commission's questionnaire, the firm

stated, "* ¥ ¥," Teledyne Wah Chang's practical capacity in 1983 was reported
to be ¥ ¥ ¥ pounds per year.

Western Zirconium converted about 1 million pounds of its unused
zirconium production capacity to titanium sponge production in 1981. The
company employs magnesium reduction followed by vacuum distillation.

U.S. Importers

The net importer file maintained by the U.S. Customs Service identifies
10 firms that imported titanium sponge from Japan during September 1981~
September 1982. There were no imports of titanium sponge reported from the
United Kingdom during that period, although one firm is believed to have
imported some sponge after June 1983. One importer of sponge from Japan
(* ®* ¥) is a major metals trader, and another (% % %*) is a domestic titanium
sponge producer. The remaining firms are independent melters which produce
ingot, slab, or mill products from sponge. At least three of the independent
melters identified by Customs as the importers of record contend that they do
not import directly, but purchase from the large metals trader.

Apparent U.S. Consumption

Apparent U.S. consumption of titanium sponge increased from 59.3 million
pounds in 1980 to 64.3 million pounds . in 1981 before falling to 35.2 million
pounds in 1982 (table 4). During January-September 1983, apparent consumption
was 24.7 million pounds, compared with 29.0 million pounds during the
corresponding period of 1982.

The ratio of imports to apparent consumption in 1980 and 1981 was about
twice what it was in the following periods. The reason is that in those
A-8
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Table 4.--Titanium sponge: U.S. production, imports for consumption, exports
of domestic merchandise, change in producers' and importers' inventories,
and apparent U.S. consumption, 1980-82, January-September 1982, and January-
September 1983 '

. . . " January-September--
Item ‘1980 1981 ° 1982 '

1982 : 1983
U.S. production : : : : :

1,000 pounds--: 50,414 . 55,734 : 32,909 : 28,051 . 19,960
Imports—————wmme e do--mm 9,366 : 11,398 : 2,860 : 2,240 2,964
Exports————m—m—mmeem do--—-: 226 . 116 : 72 60 0
Increase (decrease) in : : : :

U.S. producers' and

importers' inven- : : : : :

tories--~1,000 pounds--: 269 2,763 537 1,201 : (1,805
Apparent consumption : : : : :

1,000 pounds-~: 59,285 64,253 35,160 : 29,030 : 24,729
Ratio of imports to-- : : : : :

Production----percent--: 18.6 : 20.5 8.7 : 8.0 : 14.8
Consumption—---—-~ do---~: 15.8 : 17.7 8.1 :

7.7 . 12.0

Source: Production, imports, and changes in inventories compiled from data
submitted in response to questionnaires of the U. S. International Trade

Commission; exports compiled from official statistics of the U.S. Department
of Commerce.

earlier years, apparent consumption of sponge exceeded domestic production
capacity; imports were necessary to fill the gap. 1/

The petitioner's claim of material injury, or the likelihood thereof, in
these investigations centers principally on sales allegedly at LTFV by
producers in Japan and the United Kingdom to GSA for the National Defense
Stockpile. Importers argue that such sales were not at LTFV and that the

stockpile purchase was separate from the commercial market for titanium sponge
in the United States.

This was GSA's first major unencumbered purchase of titanium sponge for
the stockpile in 20 years. The bidding was open to both U.S. and foreign
entities. Bids were solicited on all types of sponge (i.e., types A, B, and
C). GSA sought to purchase 9 million pounds of sponge in nine lots of 1
million pounds each. GSA apparently had no preference for any one type of
sponge, since it asked for bids up to the maximum 9 million pounds for each
type. '

1/ All but one (% % ¥) of the five producers that responded to the
Commission's questionnaires reported that they had either imported titanium
sponge or had purchased imported titanium sponge during 1980-82. The
principal source of such imports was Japan; other countries included the
Soviet Union and the Peoples' Republic of China.
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Although sponge purchased for the National Defense Stockpile may enter
the United States duty-free, GSA was required in this case to add a duty rate
of 17 percent ad valorem to each foreign bid for purposes of comparing it with
domestic bids. The reasoning apparently was that, in a normal competitive
setting, the purchaser would have had to pay that duty on imported material.

The contracts were let in October 1983, with delivery scheduled for no
later than October 1984, A 6-million-pound contract was awarded to Philipp -
Brothers, Inc., a selling agent for Japanese producers; a 2-million-pound
contract went to the domestic producer Timet; and a l-million-pound contract
was won by Billiton Metals, Inc., a subsidiary of Billiton, U.K., which owns
62.5 percent of Deeside Titanium, Ltd. GSA's purchase of titanium sponge for
the National Defense Stockpile is discussed further in a later section of this
report. :

Consideration of Material Injury to an Industry
in the United States

U.S. production, capacity, and capacity utilization

Total U.S. production increased from 50.4 million pounds in 1980 to 55.7
million pounds in 1981 and then dropped by 41 percent to 32.9 million pounds
in 1982 (table 5). During January-September 1983, total production amounted
to 20.0 million pounds, compared with 28.1 million pounds in the corresponding
period of 1982.

The dramatic decline in production in 1982 reflected a recurring pattern
that has plagued the U.S. titanium industry since its beginning in the late
1940's. The dominant factor in the market has been and continues to be the
aerospace industry. Unfortunately, titanium producers have had to rely on
demand projections (from both the military and commercial sectors), which tend
to be unreliable, because of changes in a complex mosaic of factors. These
factors include U.S. military strategies, U.S. Government budget allocations
for defense spending, the general state of the economy, the strengths and weak-
nesses of the U.S. commercial airline industry, and competition from foreign
aircraft manufacturers. 1/ In 1980 and 1981, the pieces in the mosaic were
alined to create the best market ever for titanium sponge, but by 1982, the
pattern had shifted for the worse. The industry has attempted to cultivate
the industrial (i.e., nonaerospace) market in order to smooth out demand, but
the importance of that market remains secondary to aerospace applications.

Meanwhile, total U.S. practical capacity increased 17 percent from 51.4
million pounds per year in 1980 to 60.4 million pounds per year in 1982. With
the drop in demand in 1982, production capacity expansion slowed markedly.
Capacity utilization rose from 98.0 percent in 1980 to 99.2 percent in 1981,
but, like production, fell sharply, to only 54.5 percent in 1982 and 42.8
percent during January-September 1983.

1/ National Materials Advisory Board, op. cit., p. 13.
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Table 5.--Titanium sponge:

A-11

U.S. production, practical capacity, 1/ and capacit

utilization, 1980-82, January-September 1982, and January-September 1983

f January-September--

Item 1980 1981 1982 :
1982 1983
Production:
For captive use : : : : :
1,000 pounds.--. HHK HAX KKK W FHH
For external sale : : : : :
1,000 pounds--: KWK KKK . D/ KKK . Q) WK )/ KKK
Total----mwmme Q= 50,414 55,734 32,909 28,051 19,960
Capacity—---——wmwa— do~mmm 51,446 56,200 : 60,400 : 45,125 46,650
Capacity utilization : : : :
98.0 99.2 : 54.5 : 62.2 : 42.8

percent--:

1/ Practical capacity was defined as the greatest level of output a plant
can achieve within the framework of a realistic work pattern. Producers were
asked to consider only machinery and equipment in place and ready to operate;
scheduled downtime for maintenance could be considered as a factor limiting
practical capacity, but overtime, materials, and other costs could not.

2/ Estimated.

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

The great bulk (currently 90 percent or more) of total U.S. capacity for
and production of titanium sponge are accounted for by Timet, RMI, and Oremet,
all of which consume most of their sponge in captive melting operations.
Although the fourth active producer, ITI, is not itself vertically integrated,
a substantial part of it is owned by a producer of downstream titanium
products (Wyman-Gordon). All of ITI's production is for domestic sale, but to
date its production has been limited by three factors: (1) small practical
capacity, (2) production inefficiencies inherent in the start up process, and
(3) low market demand.

U.S. producers' domestic and export shipments

U.S. producers' combined domestic market shipments and their export
shipments were never more than 7 percent of total U.S. production in the
periods covered by these investigations (table 6). The remainder of their
output was further processed into more advanced products by the sponge
producers. The rise or fall of market shipments did not appear to follow the
general pattern of production and demand for titanium sponge during that
time. From ¥ ¥ ¥ pounds in 1980, domestic market shipments fell by % ¥ % to
* % % pounds in 1982, and then increased to * * % pounds in January-September
1983, The upturn in 1983 was attributable to ITI's increasing output
following its start up in 1982. -
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Table 6.--Titanium sponge: U.S. producers' domestic market and export ship-
ments, 1980-82, January-September 1982, and January-September 1983

January-September--

Item 1980 1981 - 1982

1982 1983

Domestic shipments: : : : : :
Quantity--1,000 pounds--: Lt N L Hr¥ L N KRR
value---~~1,000 dollars : L RHH 1/ NKX L 1/ KNK 1/ HHX
Unit value---per pound--: L Lt P VAR L N VAR L VAR 3

Export shipments: : . : : : :
Quantity--1,000 pounds--: L L LI L KWk
value-~-~1,000 dollars--: LU U Lt I LU Lt HAH
Unit value---per pound--: L1 KR wRR L HHHR
1/ Estimated.

Source: Compiled from data submitted in response to questionnaires of the
U.S8. International Trade Commission.

U.S. producers' inventories

U.S. sponge producers do not generally keep substantial inventories on
hand, but instead attempt to tailor production output to either captive needs
or arm's-length sales as they arise. 1In 1980 and 1981, total inventories
amounted to about 6 percent of annual production. However, with poor market
conditions in 1982 and January-September 1983, inventories accounted for up to
16 percent of production. End-of-period inventories, as reported by U.S.
producers in response to the Commission's questionnaires, are presented in the
following tabulation:

Quantity
(1,000 pounds)
As of Dec. 31--
19719 e o e e e o e e e i o e e o e 2,523
LB e e e e e 2,879
LGB T o e e e e e e 2 ot e e e i s e e 3,645
1D 82 e e e i e o 5,157
As of Sept. 30--
LG 82 e e e e o e o e e o i e 6,138
O 3 = v v o e e e e s e et e e e e e e 3,534

U.S. employment, wages, and productivity

In domestic establishments producing titanium sponge, the average
employment of all persons decreased by 0.6 percent from 1980 to 1981 and fell
by 14.1 percent in 1982 (table 7). During January-September 1983, employment
declined by an additional 15.0 percent from the number employed in the
corresponding period of 1982. " The average number of production and related

workers followed a similar pattern, although the percentage declines were A2
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Table 7-Average number of employees, total and production and related workers,
in U.S. establishments producing titanium sponge, and hours worked by the
latter; 1980-82, January-September 1982, and January-September 1983

-

f January-September--

Item © 1980 1981 1982
: ' : 1982 1983

Average employment:
All persons: : : : : :
NUMbEY = - e e e e e e : 3,679 : 3,656 : 3,140 3,315 2,818
Percentage change----: S VAR -0.6 : -14.1 : 1/ -15.0
Production and : v
related workers
producing--

All products: : : : : :
Number--~=-—w—=——m-—- : 2,683 : 2,643 : 2,143 2,309 : 1,899
Percentage : : : : :

change-- - ~www e 1/ -1.5 : -18.9 : 17 -17.8

Titanium sponge: : : : :

Number————w e . b33, 2 XXX .33 3.3, 2 NN

change----—==mw-n : 1/ 2.0 : -17.5 : 1 ~-25.1
Hours worked by : : : : :
production and
related workers
producing---

All products: : : : : :
Number----thousands--: 5,998 : 5,916 : 4,711 : 3,774 . 3,177
Percentage change----: 1/ : -1.4 . -20.4 . 1/ : -15.8

Titanium sponge: : : : : :
Number---~thousands--: 1,707 : 1,823 : 1,358 : 1,110 : 840
Percentage change----: 1/ : 6.8 : -25.5 1/ : -24.3

1/ Not available.

Source: Compiled from data submitted in response to questionnaires of the
U.S. International Trade Commission.
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deeper. Hours worked by production and related workers producing all products
declined by 1.4 percent from 1980 to 1981, and by an additional 20.4 percent
in 1982. Compared with hours worked in January-September 1982, those worked
in the corresponding period of 1983 were down by 15.8 percent.

Employment of production and related workers producing titanium sponge
and the number of hours worked by such employees followed the same general
pattern, except in 1981. In that year, the average number of production and .
related workers increased by 2.0 percent and the hours worked by such
employees rose by 6.8 percent. However, both fell sharply in 1982 and again
in January-September 1983. That hours worked by production and related
workers producing only titanium sponge followed the same general trend as that
of workers producing all products should be expected, since the facilities of
the integrated producers are dedicated exclusively to titanium products. It
follows that if demand for the finished or semifinished product is off, the
raw material sponge operation will also bhe slowed.

Wages and total compensation paid to production and related workers
producing all products and those paid to production and related workers
producing only titanium sponge are shown in table 8. The difference between
total compensation and wages is an estimate of workers' henefits.

Data on labor productivity, hourly compensation, and unit labot costs in
the production of titanium sponge are presented in table 9. Labor productivity
increased by about 4 percent from 1980 to 1981, and then declined by 21
percent in 1982. Productivity in January-September 1983 was down 6 percent
from that in the corresponding period of 1982.

Hourly compensation (excluding fringe benefits) increased from $10.90 per
hour in 1980 to $12.81 per hour in January-September 983. Although hourly
compensation did not decline during the period under investigation, the rate
of increase slowed considerably in 1983. Unit labor costs jumped by almost 35
percent in 1982, probably because producers were reluctant to lay off skilled
workers during the slump in demand. '

Financial experience of U.S. producers

Three U.S. producers, RMI, ITI, and Teledyne Wah Chang Albany, furnished
income-and-loss data relative to their titanium sponge operations. 1/ As was
indicated previously, ITI commenced production of titanium sponge in early
1982, Teledyne Wah Chang ceased producing titanium sponge in August 1982, and
the bulk of RMI's titanium sponge production is consumed within the company as
a raw material in the manufacture of titanium metal products. Two other
firms, Oremet and Timet (both of which also consume the great bulk of their
titanium sponge production in the manufacture of titanium metal products)
supplied data pertaining to their investment in productive facilities, capital
expenditures, and research and development expenditures. Because of the
diverse nature of the titanium sponge operations of the three firms which

1/ In its response to the Commission's questionnaire, Timet, * % %, stated,
ll.x. * .*.Il .
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Table 8.—Wages and total compensation 1/ paid to production and related
workers in establishments producing titanium sponge, 1980-82, January-—
September 1982, and January-September 1983

f January—September—

Item " 1980 1981 1982 -
) ) ) 1982 X 1983
Wages paid to production
and related workers
producing—

All products: : oo : : o
Value-—1,000 dollars—: 68,930 : 75,179 . 64,585 : 51,161 : 44,202
Percentage change—-—- : 2/ 9.1 : -14.1 : 2/ -13.6

Titanium sponge: : . : : :
Value—1,000 dollars—: 18,611 : 22,289 : 17,367 : 14,167 : 10,761
Percentage change- 2/ 19.8 : -22.1 : 2/ -24.0

Total compensation paid : : : :
to production and = : : :
related workers : : :
producing—

All products: : : : N :
Value—1,000 dollars—: 97,484 : 107,572 : 95,552 75,723 : 66,272
Percentage change——: 2/ 10.3 : ~-11.2 2/ : -12.5

Titanium sponge: : : : : T
Value—1,000 dollars : 25,090 : 30,457 : 24,256 : 19,672 : 15,385
Percentage change 2/ 21.4 ~20.4 : 2/ -21.8

1/ Includes wages and contributions to social security and other employee
benefits. : :
2/ Not available.

Source: Compiled from data submitted in response to questionnaires of the
U.S8. International Trade Commission. , :
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Table 9.--Labor productivity, hourly compensation, and unit labor costs in
the production of titanium sponge, 1980-82, January-September 1982, and
January-September 1983

January-September--

Item 7 1980 1981 1982

1982 : 1983
Lahor productivity:
Quantity : : : : :
pounds per hour--: 29.5 30.6 : 24.2 . 25.3 . 23.7
Percentage change~-----: 1/ : 3.7 -20.9 : 1/ : -6.3
Hourly compensation: 2/ . : : : :
Value--wm=wmm per hoyr--:  $10.90 : $12.23 : $12.79 : $12.76 : $12.81
Percentage change---—--- : 1/ 12.2 4.6 : 1/ 0.4
Unit labor costs: 3/ : : : : :
Value--=r--- per pound--: $0.50 : $0.55 $0.74 $0.70 : $0.77

Percentage change----~~: 1/ : 10.0 : 34.5 1/ : 10.0

1/ Not available.
2/ Based on wages excluding fringe benefits.
3/ Based on total compensation paid to production and related workers.

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

supplied income-and-loss data, the following sections discusses each firm's
operations separately.

RMI.--Total net sales of titanium sponge by RMI were % % % in 1982, down
* % ¥ percent from the level of ¥ ¥ % achieved in 1981 and down * % ¥ percent
from the level of % % % achieved in 1980 (table 10). Net sales were % % %
during January-September 1983, compared with * % % in the corresponding period
of 1982. Intracompany sales rose from * % % percent of RMI's total titanium
sponge sales in 1980 to * % ¥ percent in 1982; they * % ¥ during January-
September 1983.

RMI posted operating * % % of % % ¥, or % % ¥ percent of net sales, and
* % %, or ¥ ¥ ¥ percent of net sales, in 1980 and 1981, respectively. In
1982, RMI ¥ * ¥ an operating ¥ ¥* % of % ¥ X, or % % ¥ percent of net sales.
During January-September 1983, it % ¥ % an operating % % % of % % ¥, or * % %
percent of net sales, compared with an operating * % % of % % ¥, or % * %
percent of net sales, in the corresponding period of 1982.

Manufacturing costs (cost of goods sold) * % ¥ from % ¥ ¥ percent of
net sales in 1980 to * * % percent of net sales in 1982. Such costs * % % to
* % % percent of net sales during January-September 1983, compared with * % %
percent in the corresponding period of 1982. The company reported * % %,
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Table 10.--Income-and-loss experience of RMI Co. on its operations producing
titanium titanium sponge, 1980-82, January-September 1982, and January-September
1983 1/ ’ \

: : ) Jan.-Sept. -~
Item © 1980 1981 1982 -
: : : 1982 1983

Net sales: 2/ : : : : :
Trade—-—-—wmwmm——— 1,000 dollars--: L L L Rk K
Intracompany - e w e w—— do---~ LI kol R, Ll fakalkal
Total -~ e T [0 P— AKX WK 2.3, WHK 3,01

Cost of goods sold: 2/ : : : : :
Raw materials—————mmme e i P — 3 A AN XK AWK
Direct labor-—--——eeemm———— do---- AR W WK KWK WK
Other factory costs--—————- do--m HHH bl NN WK HHK
Total-——m e e do---~ fakalali kol ftakali XA fadakal
Gross income or (loss)---~---dO----: LU L2 LU L LI

General, selling, and administra- : : : :
tive expenses—---- 1,000 dollars--: AR . L XK alasaliN bkl
Operating income or (loss)---do~---: L L LU L L Ll

Other income or (expense), net : : : i
1,000 dollars--: *nR i *HH AR fakad

Net income or (loss) before : : : L :
income taxes———-——mmrem——— do---~: L LU L LU Ly

Depreciation and amortization : : : :
EXPENG @~ e e 1,000 dollars-~: HHH L 3/ HWR R KRR WA
Cash flow from operations----do----: Lo N L XA AR HHR

Ratio to net sales: : : : : :
Cost of goods sold------percent--: L N LUy L L U L

Operating income or (loss) : : : : :
percent---. K WHK WK K HHK

Net income or (loss) before : : : : :
income taxes- - mm percent--: L L L L2 MR

Ratio of intracompany net sales to : : : : :
total net sales-~-w-—w—-percent--: L I NN Lt R HHK

1/ RMI's accounting year ends on Dec. 31,
2/ Sales and cost data include operations producing pot sponge, fines, and so
forth.

3/ A change was made in RMI's method of calculating depreciation.

Source: Compiled from data submitted in response to questionnaires of the U.S.
International Trade Commission.
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ITI.--International Titanium, Inc., commenced production of titanium
sponge in March 1982 and reported its first sales during its accounting year
ended May 31, 1983: Net sales were * % ¥ during this period and * % % during
the 4-month interim period ended September 30, 1983 (table 11). The value of
such sales ¥ % ¥; as a result, the company ¥ * ¥ equal to ¥ % % percent and
* ¥ % percent, respectively, of net sales in the two reporting periods.

Overall, ITI has ¥ ¥ % gince it began operations, and it has accumulated a
* K K of % % ¥,

Teledyne Wah Chang Albany.--Total net sales of titanium sponge by
Teledyne Wah Chang increased from % % ¥ in 1980 to * % % in 1981 before
declining by ¥ % % percent to * % % in 1982 (table 12). Sales during January-
September 1983 were down * % ¥ percent from those in the corresponding period
of 1982. Intracompany sales followed a similar pattern, accounting for * % %
to * % * percent of the firm's total sales of titanium sponge in 1980-82 but
* % % percent in January-September 1983.

Teledyne Wah Chang's operating ¥ % ¥ from ¥ % ¥, or % % ¥ percent of net
sales, in 1980 to * % ¥, or % % ¥ percent of net sales, in 1982. In January-
September 1983, the company reported an operating * % ¥ of % % ¥, or * ¥ %
percent of net sales, compared with an operating * % % of % % %, or % % %
percent of net sales, during January-September 1982,

Manufacturing costs (cost of goods sold) * % % from % * ¥ percent of net
sales in 1980 to ¥ ¥ percent of net sales during January-September 1983.

General, selling, and adminstrative expenses varied with net sales, accounting
for ¥ % ¥ to % ¥ ¥ percent of sales.

Investment in productive facilities.--Five firms supplied data concerning
their investment in productive facilities used in the production of titanium
sponge. Their aggregate investment in such facilities, valued at cost, rose
annually from $56.3 million as of December 30, 1980, to $147.1 million as of
.September 30, 1983. The book value of such assets rose from $19.6 million to
$99.3 million during this period, as shown in the following tabulation:

Original cost Book value
(1,000 dollars) (1,000 dollars)
As of Dec. 31--
1980~ m o e 56,347 . 19,609
(7. ) P —— 87,115 47,650
LY. L —— 107,685 64,532
As of Sept. 30--
-7 — 106,587 64,411
7 P ——— 147,136 99,285
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Table 11.--Income-and-loss experience of International'Titanium,vInc.; on its
operations producing titanium sponge, accounting years ended Dec. 31, 1981,
May 31, 1982, and May 31, 1983, and the 4-month interim period ended Sept.
30, 1983 '

Accounting year ended-- Intgr1m
Item : : period
: Dec. 31, : May 31, : May 31, : ended
: 1981 . 1982 : 1983 i 9/30/83
Net sales (trade)---1,000 dollars--: L L I Lt 1 N LG Loy
Cost of goods sold: : : : :
Raw materialg=————wmmemme - do--m—: L Lo L L L
Direct labor—-—-——mmemm————— do——mm: LU L L L L L
Other factory costg~——-mm-- do~——~-- kaka LakadodB akakalt okl
Total - e e e e do—mm-: KRR KRR, AN HHH
Gross income or (loss)-=~——w—- do-mm—: WX L3 L N
General, selling, and administra- : : ; . :
tive expenses----- 1,000 dollars--: Hu . falakoliD R HHH
Operating income or (loss)---do----: Ll BN L L I HH
Other income or (expense), net : : ;
1,000 dollars--: kAl nkakaliB fakakaliP fakalad
Net income or (loss) before : : : : :
income taxes------1,000 dollars--: Lazar HHN *Hx HHH
Depreciation and amortization : : :
©XPEYIS @ e o e do—-m~: akakol KN AN AR
Cash flow from operations----do~—-~: LU L AN L L
Ratio to net sales: : : : :
Cost of goods sold--—--- percent~-: L *AK L L
Gross 1oss————mmemm e do----: L L L *HK
General, selling, and adminis- S - :
trative expenseg——-——- percent--: e Lt N L N Nk
Operating logs——w——wmmmem——— do----: L L L L1 WK

Net loss before taxes————w—gQmmmm: HH L B i R

Source: Compiled from data submitted in response to questidnnaireé of the
U.S. International Trade Commission.
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Table 12.--Income-and-loss experience of Teledyne Wah Chang Albany on its operations
producing titanium sponge, 1980-82, January-September 1982, and January-September
1983 1/ - '

: : ' : Jan.-Sept. -~
Item : 1980 1981 1982 -
: : : 1982 1983

Net sales: : : : : :
Trade---—wwwmwnem1,000 dollars--: *RR LAl Ll LA K
Intracompany-— - ——— do-~--: Lkl AN HxK AR N
B e - ) [ NY, [ SIS FITT XK T [TV v

Cost of goods sold: : : : : :
Raw materials .................. do..“..m..-.: WK WK WK Hux WHH
Direct labor.........._..........................n....do........-: WK X L% I WX WHH
Other factory costs-----e-dO-mm-: *RX . *Hx KR AR falalad
Total e e e e e e do~rm——": e WHN *¥X LLL WHH
Gross income or (loss)~-=—w—ud Qe L s Lt Lz r Lt WK

" General, selling, and administra- : : : :
tive expenses-----1,000 dollars--: AL akako B KK HHR HHH
Operating income or (loss)---do----: LI L Lt it Lt HHeH

Other income or (expense), net : : : : :
1,000 dollars--: akakoliD KRR AR kakakali fakakad

Net income or (loss) before : : : : :
INCOME EAX@ G om o o e do~w-m=: L L Lt NN i

Depreciation and amortization : : : :
E@XPEING @ o e e percent--: XA Ll *xx . KHK hakalal
Cash flow from operations—-—-do--w-: L e HHX KK KKK

Ratio to net sales: : : : : :
Cost of goods sold-----~-percent--: KUK XK Lazaz KR K

Operating income or (loss) : : : : :
percent--. wHx HHK WHH WHHH WK

Net income or (loss) bhefore : : : :
income taxes---=ww—w-—-percent-- . Eaka N Eaka *ux Lkt W

Ratio of intracompany net sales to : : : : :
total net sales-~-w~ww-.percent--: Gkt N Eaka N Lk X *HR HHK

1/ Teledyne Wah Chang's accounting year ends Dec. 31.

Source: Compiled from data submitted in response to questionnaires of the U.S.
International Trade Commission.
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Research and development expenditures.--Four firms supplied data on
research and development expenditures incurred in developing U.S.-produced
titanium sponge. Such expenditures were as follows:

Expenditures
(1,000 dollars)

L 1 KWK
1981 - e e XX %
1 OB 2 e e e e e e e e WHH
January-September--
1982 e e HHR
1983 e e e e e e

Capital expenditures.--Capital expenditures for land, buildings, and
machinery and equipment used in the production of titanium sponge rose from
$6.0 million in 1980 to $38.7 million and $63.1 million in 1981 and 1982,
respectively. Such expenditures amounted to $79.7 million during January-
September 1983, compared with $50.7 million in the corresponding period of
1982 (table 13). ITI, the 1982 entrant into the production of titanium
sponge, accounted for * ¥ % of total U.S. capital expenditures in 1981,

* % % in 1982, and * ¥ * in January-September 1983.

Table 13.--U.S. producers' capital expenditures for land, buildings, and
machinery and equipment used in the production of titanium sponge, 1980-82,
January-September 1982, and January-September 1983

(In thousands of dollars)

: : : Jan.-Sept. -
Item : 1980 1981 1982 -
: : X 1982 1983
Land and land improvements-—--: LL L LU L L L Ly
Building or leasehold : : : : :
improvementsw»................m.....,.... v K W .2, N L2 S WK
Machinery, equipment, and : : : :
F L X EUT @ e e o o s e e o s i WHE - L2 2 I L .3 WK X)('_-)f
TOEAL o e e e 5,992 : 38,694 : 63,076 : 50,727 79,732

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

Capital and investment.--U.S. producers were asked to describe any actual
or potential negative effects of imports of titanium sponge from Japan and the
United Kingdom on their firms' growth, investment, and ability to raise
capital. Excerpts from their replies are shown helow.
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ITL.--% % %,

RML . —-% % %,

Teledyne Wah Chang Albany.-~% % %,

Consideration of the Threat of Material Injury to an Industry
in the United States

In its examination of the question of the threat of material injury to an
industry in the United States, the Commission may take into consideration such
factors as the rate of increase in LTFV imports, the rate of increase in U.S,.
market penetration by such imports, the amount of imports held in inventory in
the United States, and the capacity of producers in the countries subject to
these investigations to generate exports (including the availability of export
markets other than the United States). A discussion of the rates of increase
in imports of titanium sponge and of their U.S. market penetration is
presented in a later section of this report.

U.S. importers' inventories

End-of-period inventories of titanium sponge from Japan, as reported by
importers in response to the Commission's questionnaires, are shown in the
following tabulation:

Ratio of inventories

Quantity to _reported imports
Date (1,000 pounds) (percent)
Dec. 31, 1980---—memmmamcm 570 6.1
Dec. 31, 1981~ 2,567 22.5
Sept. 30, 1982-- e 1,275 44 .6
Dec. 31, 1982 mmimmmme 1,592 71.0

Sept. 30, 1983-w-wmmmmmmamme 1,410 47.6

No end-of-period inventories of sponge from the United Kingdom were

reported for any of the above periods, except for a relatively insignificant
amount in 1983.

The titanium sponge industry of Japan

The Japanese titanium sponge industry comprises four producers hav1ng a
total production capacity of nearly 80 million pounds per year, as shown in
the following tabulatlon
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Capacity
(million pounds
Producer , per year)
Osaka Titanium Co., Ltd—- o o e 39.6
Toho Titanium Co., Ltd-—rmmm e 32.4
Nippon Soda, Ltd. (New Metals
IndUStri@s) e e oo e e 4.8
Showa Tit@anium Com e o oo o o o o o o 2.8
TOER L et e 79.6

In response to increased world demand during 1980 and 1981 and to
projected further increases in 1982 and beyond, the collective Japanese
capacity rose by 122 percent from 35.8 million pounds per year in 1979 to 79.6
million pounds per year in 1983. Current overall capacity utilization is
estimated to be approximately 35 percent, with Osaka operating at 28 percent;
Toho, at 45 percent; Nippon Soda, at 33 percent; and Showa, at O percent. 1/
Toho's higher operating rate is probably attributable to the fact that it is
vertically integrated to produce downstream ingot.

Osaka, founded in 1952, operates its plant at Amagasaki using a magnesium
reduction/vacuum distillation process. The most recent phase of its capacity
expansion, completed at yearend 1981, resulted in an 1ll-million-pound-per-year
facility which is highly automated, featuring computer control in all phases
of production. At yearend 1982, Osaka had reduced its operating rate from 45
percent of capacity to 40 percent. Further reductions followed in February
1983 (to 32 percent) and in May 1983 (to 28 percent). 2/ Osaka produces 4.8
million pounds of sponge per year for Nippon Soda, Ltd., on consignment.

Toho operates its plant in Chigasakin Kanagawa Prefecture, also using the
magnesium reduction/vacuum distillation process. Toho had closed down its
plant in early December 1982 and laid off 583 of its 833 workers with pay,
because of high inventories (13 percent of production capacity) and poor
demand. 3/ The plant reopened on January 11, 1983, and by May 1983 was
operating at 45 percent of capacity. In 1981, Toho had 6 million pounds per
year of titanium-ingot-producing capacity. 4/ 1In May 1983, it was reported
that Toho hoped to expand into other downstream products, namely bar and
tube. 5/

Nippon Soda's New Metals Industries plant, operating at Nihougi since
1980, uses a sodium reduction/acid leach process. At year end 1982, the
company was operating at only half of capacity, and in January 1983, at
one-third.

Showa Titanium, a joint venture of Showa Denko K.K. and Ishizuka Research
Institute, started trial operations at its Toyama plant in November 1983. It

1/ Metals Week, Feb. 7, 1983 and May 23, 1983.

2/ Ibid., Jan. 17, 1983.

3/ Ibid., Jan. 17, 1983.

4/ National Materials Advisory Board, op. cit., p. 130.
5/ Metals Week, May 23, 1983.
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plans to enter commercial production by January 1984 with an operating rate of
50 percent of capacity. The new plant utilizes an improved magnesium
reduction/vacuum distillation process developed by Ishizuka. The process
reportedly lowers energy consumption while increasing quality and yield of
product. 1/ Ishizuka also has some ownership interest in the U.S. producer
ITI, which itself employs the new Ishizuka process.

According to data published by the U.S. Bureau of Mines, Japanese
production of titanium sponge during 1980-82 and January-September 1983
followed the same trend as U.S. production. Aggregate Japanese production
rose by 29 percent from 42.5 million pounds in 1980 to 55.0 million pounds in
1981 and then fell by 32 percent to 37.2 million pounds in 1982 and to 17.0
million pounds in January-September 1983 (equivalent to an annual rate of 22.7
million pounds, or 39 percent less than 1982 production).

, Japanese exports of titanium sponge to all markets increased from 17.8
million pounds in 1980 to 22.1 million pounds in 1981, and then declined to
7.7 million pounds in 1982 (table 14). In terms of quantity, 41.0 percent of
Japanese exports went to the United States in 1980. That percentage rose
slightly to 42.9 percent in 1981, and then dropped to 23.2 percent in 1982.
Although Japanese export data for 1983 are not yet available, U.S. statistics
on imports from Japan indicate that Japan exported 1.5 million pounds of
sponge to the United States in January-September 1983. As a result of the
recent GSA purchase of sponge for the National Defense Stockpile, Japan will
export at least 6 million pounds of sponge to the United States in 1984. The
GSA purchase is further discussed in a later section of this report.

The titanium sponge industry of the United Kingdom 2/

In 1978, IMI Titanium, Ltd., the sole European titanium sponge producer
at the time, announced that it would not replace its old, worn-out equipment
and would cease sponge production in 1982. IMI's largest customer, Rolls
Royce, which uses titanium in its aerospace operations, then approached the
U.K. Government with its concerns about a steady supply of sponge meeting the
necessary specifications for aerospace use. The U.K. Government agreed to
plan and finance a new plant, but soon balked. Rolls Royce took it upon
itself to carry the project through. The result was Deeside Titanium, Ltd.,
jointly owned by Rolls Royce (20 percent), IMI (17.5 percent), and Billiton,
U.K. (62.5 percent).

Deeside's ll-million-pound-per-year plant, located at Clwyd, North Wales,
was completed in July 1983 and was scheduled to begin sponge production in
October 1983, using a sodium reduction/acid leach process. The company
expects to be operating at 50 percent of capacity by early 1984, market
conditions permitting. Predictably, a substantial part of Deeside's output
will go through IMI (for melting/alloying) to Rolls Royce. The remaining
product is targeted for the European and U.S. markets.

1/ American Metal Market, Nov. 22, 1983.
2/ The information in this section is taken from Metal Bulletin Monthly,
October 1982.
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Table 14.--Titanium sponge: Japanese exports, by principal markets, 1980-82

Market f 1980 f 1981 f 1982

Quantity (million pounds)

United SERLES---mmmmmmmmmommmmmmnn : 7.

3 9.5 1.8
(001, Y, Y —— : 0 : 1/ : 1/
7L o T 10.5 : 12.6 : 5.9
R} = ¥ Y — : ~17.8 22.1 7.7
Percent of total
United States------mmoomommmomne 41.0 : 42.9 23.2
CaANAA@ = === = e e - 2/ : 2/
EUrOP@-— - o e o 59.0 : 57.1 . 76.8
L] 7. L ——— 100.0 : 100.0 : 100.0

1/ Less than 0.05 million pounds.
2/ Less than 0.05 percent.

Source: Japan Tariff Association, Japan Exports and Imports.

Note.--The data presented on exports to the United States in this table
differ somewhat from official U.S. statistics on U.S. imports of sponge from
Japan.

Deeside recently won a bid for the sale of 1 million pounds of sponge to
GSA for the National Defense Stockpile. It is for this contract that Deeside
has been named by the petitioner as a respondent in these investigations. The
GSA purchase is discussed in a later section of this report.

Consideration of the Causal Relationship Between Alleged Material Injury
or the Threat Thereof and Imports Allegedly Sold at LTFV

Import data presented in tahle 15 reflect official U.S. statistics of the
U.S. Department of Commerce, while those in table 16 were reported by U.S.
importers in response to questionnaires of the Commission. The data in table
16 are used in this section for purposes of analysis. 1/

1/ Import data reported by importers in response to Commission question-
naires are within 15 percent of those reported by the U.S. Department of
Commerce, except those for January-September 1983. For that period,
questionnaire data are 55 percent higher. The Commission's staff attempted to
find an explanation for the difference in imports (as reported by Commerce and
as reported to the Commission) in January-September 1983 bhut, given the time
constraints in these 45-day investigations, was unable to do so. For the
purposes of this report (e.g., in computing apparent domestic consumption and
the ratio of imports to consumption) imports reported in response to the
Commission's questionnaires have been used. A-25
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U.S. imports for consumption, by principal

sources, 1980-82, January-September 1982, and January-September 1983

: " January-September--

Source 1980 1981 : 1982 -

' : 1982 : 1983
Quantity (1,000 pounds)

TR o o s o 7,378 11,384 : 2,567 . 2,467 : 1,517
United Kingdom-- -« m—-=we—- ) VA 0: 0: 0: 1
Chile——m e e 62 : 0 0 : 0. 0
F RN @ o o e e e 29 0: 0: 0 : 0
West Germany—-—-—-w«==m—wmwe— 33 : (VI 0. 0 0
U.S.S. R e 331 : 220 : 88 : 88 386

People's Republic of : : : :

China- e — e e 1,620 : 1,261 : A8 48 1
Republic of Korea---—w-=m 0: 110 : 0: 0: 0
TRLWAIN - o o 102 . 6 : 0 0: 0
All other— - e e e 0 . 0 : 6 . 6 . 0

Total- e e 9,553 . 12,981 : 2,709 : 2,609 : 1,914

value (1,000 dollars)

JRDEIY -+ o e e e e o | 39,120 : 81,031 : 16,753 : 16,222 : 5,332
United Kingdom---—wemmmee 1 - - - 36
Chile = om o e 426 - - - -
France-— - — e e e e 212 - - - -
West Germany--—-——w———w—we—— 241 . - - - - -
U.S.S . Remmmmm o 2,741 : 1,746 160 : 160 913
People's Republic of : : : ‘ :

China- e e e : 16,423 . 9,823 . 287 : 287 5
Republic of Korea-————w—m- : - 791 - - -
TALWAN— oo e e e | 1,051 124 . - - -
All other--———-m—w e 0 : - 32 : 32 . -

Total - oo e o e 60,214 . 93,515 : 17,232 : 16,700 : 6,286

1/ Less than 500 pounds.

A-26



A-27

Table 15.--Titanium sponge: U.S. imports for consumption, by principal
sources, 1980-82, January-September 1982, and January-September 1983--
Continued

* January-September--

Source ‘1980 ° 1981 1982 :
: : : 1982 | 1983

.
.

Unit value (per pound)

RPN e o o : $5.30 : $7.12 $6.53 : $6.58 : $3.52
United Kingdom--———=w—=m- : 33.27 - - - 3.40
Chile———m e e T 6.90 ¢ -1 - - -
FranC@— oo e o e e e : 7.38.: - - - -
West Germany--————=-——————— : 7.28 : - - - -
U.S.S. R oo o o e : 8.29 :  7.94 : 1.81 : 1.81 : 2.37
People's Republic of : : : . :
China-—m—m—m——w e e : 10.14 : 7.79 :  5.95: 5.95 : 4,15
Republic of Korea--—--—-- - 7.18 : - - -
TaIWERN~ = o e e e e e : 10.29 : 19.32 - - -
All other—— e e : - - 5.75 : 5.75 . -
AVEIAG -~ = = = = e e e e e e : 6.30 : 7.20 : 6.36 : . 6.40 : 3.28

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

Note.--Import data reported by importers in response to Commission
questionnaires are within 15 percent of those reported by the U.S. Department
of Commerce, except those for January-September 1983. For that period,
questionnaire data are 55 percent higher. The Commission's staff attempted to
find an explanation for the difference in imports (as reported by Commerce and
as reported to the Commission) in January-September 1983 but, given the time
constraints in these 45-day investigations, was unable to do so. For the
purposes of this report (e.g., in computing apparent domestic consumption and
the ratio of imports to consumption) imports reported in response to the
Commission's questionnaires have been used.
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January-September 1982, and January-September 1983

U.S. imports, by principal sources, 1980-82,

f January-September---

1981 1982

Source 1980
: 1982 1983
Quantity (1,000 pounds)

TRPBN i o o o o o : 9,243 10,030 : 2,860 : 2,240 2,622
United Kingdom----mwmmm : *HH L 0: 0: 11
All other countries--—--—- : - RNR KKk 0 : 0 : 331
Total~wmm e e : 9,366 : 11,398 . 2,960 : 2,240 2,964

Value (1,000 dollars) 1/
JRPAN -~ = = e o = e e o e e e : 54,000 : 83,155 : 22,825 18,167 . 9,977
United Kingdom---—-weeueoe : *AX Lt N - - A4
All other countries-—---- : KWK R . = - 1,275
Total-—mmwm e 54,964 . 95,645 . 22,825 . 18,167 11,296

Unit value (per pound) 1/
TAPBN - e e e e : $5.84 $8.29 : $7.98 $8.11 : $3.80
United Kingdom-—--ww—wwe- : *HX L - - 4.00
All other countries—---—-~: XK KR - - 3.85
AVEPAGE -~ = v o oo e : 5.87 8.39 : 7.98 8.11 : 3.81

1/ Landed, duty paid vaiue.

Source:

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

From all sources.--Imports of titanium sponge from all sources increased
from 9.4 million pounds in 1980 to 11.4 million pounds in 1981, and then
dropped sharply to 3.0 million pounds in 1982 (table 16). Imports during
January-September 1983 amounted to 3.0 million pounds, compared with 2.2
million pounds in the corresponding period of 1982,

From Japan.--Imports from Japan increased from 9.2 million pounds in 1980
to 10.0 million pounds in 1981, and then fell to 3.0 million pounds in 1982.
During January-September 1983, imports from Japan amounted to 2.6 million
pounds, compared with 2.2 million pounds during the corresponding period of
1982. Japan will export 6 million pounds of sponge to the United States in
1984 as a result of the GSA stockpile purchase alone.

From the United Kingdom.--Imports from the United Kingdom declined from
* % % pounds in 1980 to nil in 1982, and amounted to only 11,000 pounds in
January-September 1983. Such imports will amount to at least 1 million pounds
in 1984 because of GSA's stockpile purchase. '

U.S. market penetration

Imports from all sources.--Market penetration by imports of titanium
sponge from all countries increased from 15.8 percent in 1980 to 17.7 percent
in 1981 (table 17). However, such imports were necessary in those 2 years,
because domestic production capacity was not sufficient to meet demand. Such
penetration dropped in 1982 to 8.1 percent and then increased to 12.0
percent, in January-September 1983.

Table .17.--Titanium sponge: Ratios of imports to apparent U.S. consumption,

by specified sources, 1980-82, January-September 1982, and January-September
1983

(In percent)

f January-September--

Source * 1980 : 1981 ' 1982

© 1982 1983
JAPAN - = = e e e e e m : 15.6 : 15.6 : 8.1 : 7.7 10.6
United Kingdom- = mwmw e : Lz *HX - - 1/
8.1 :

All countries----w-ww- : 15.8 : 17.7 . 7.7 12.0

1/ Less than 0.05 percent.

Source: Compiled from data submitted in response to questionnaires of the
U.S. International Trade Commission.
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Imports from Japan.--Market penetration by sponge imports from Japan
amounted to 15.6 percent of apparent U.S. consumption in both 1980 and 1981,
and then declined to 8.1 percent in 1982. It then increased to 10.6 percent
in January ~-September 1983. Because of the GSA purchase, imports from Japan
will increase substantially in 1984, bhut that material is not intended For
domestic consumption except in a natlonal emergency.

Imports from the United Kingdom.--Market penetration of imports from the
United Kingdom declined from % % % percent of apparent U.S. consumption in
1980 to nil in 1982, and was less than 0.05 percent in January-September
1983. As with imports from Japan, imports from the United Kingdom will be up
in 1984 hecause of the GSA purchase, but that material is not 11ke1y to enter
U.S. consumption in the foreseeable future.

Prices

The commercial or merchant market for titanium sponge consists of a small
group of nonintegrated melters producing titanium ingot, billet, plate, sheet,
strip, and bar. These purchasers number fewer than 10, of which perhaps 5 or
6 can be considered major melters. 1/ They include ¥ % %  Among these, % % %
is the largest titanium sponge account in terms of its contracts over the
period January 1981-September 1983. Sales to the merchant market accounted
for less than 7 percent of total titanium sponge production by domestic
producers in each year during 1980—83

Titanium sponge is usually sold on contracts, with scheduled monthly
deliveries for a period as long as a year or more. Quantities involved range
from a minimum of 20,000 to 50,000 pounds to as much as 1.5 million pounds.
Prices are quoted in dollars and cents per pound. Lead time on contracts is
generally 2 or 3 months. Contracts are let on a competing bid basis that is
formal at times, but more often is an informal comparison of competing quotes
or offer prices. According to RMI, melters at times limit the opportunity to
quote to selected vendors and do not always offer competing vendors the
opportunity to quote on the same quantity of product. It is not a policy
among domestic producers to announce contract awards to the media, nor do
purchasers divulge the facts of an award in terms of quantity or price in many
instances.

As a basis for obtaining data for price comparisons, the Commission
requested that producers and importers provide price quotes made to melters of
titanium sponge for the 10 largest tonnage contracts on which they bid,
whether or not their respective firms were awarded the contract, for each of
the periods 1981, 1982, and January-September 1983. These data are presented
in aggregate form in table 18. They show the overall quantity of titanium
sponge on which bids were made, the number of bids made, the number of bids or
contracts won, and the ratios of quantity won to overall quantity on which
bids were made. The data base consists of responses from two producers, RMI

1/ Transcript of the conference, p. 158,
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and Oremet, and from one importer, Philipp Brothers, Inc. (Phibro). 1/

RMI and Phibro provided the only consistent data for comparing market
presence and competitive position on an annual aggregate basis. In 1981, when
demand was strong and supply somewhat constrained, RMI bid on ¥ ¥ ¥ contracts
that totaled ¥ % ¥ to ¥ ¥ % pounds, 2/ but was awarded * ¥ ¥ contract for
* K ¥ to ¥ ¥ X pounds by ¥ ¥ ¥ That contract amounted to ¥ ¥ ¥ percent of
the total quantity on which RMI had bid. Phibro bid on * % ¥ contracts in
1981 involving * * ¥ different purchasers. 3/ % ¥ ¥ contracts were awarded to
Phibro; the % ¥ ¥ guote, to supply % % % was % ¥ ¥, Although both RMI and
Phibro were awarded contracts to supply ¥ ¥ ¥, the contracts were not in
response to the same request for bids and were for different quantities.

There was no head--to-—-head competition between RMI and Phibro on any of the
other contracts on which either firm bid. Oremet did not provide any
instances of bids made in 1981.

As demand plummeted in 1982, prices declined and the number of requests
for quotes to supply titanium sponge shrank. RMI and Phibro each supplied
* * % instances of bids. RMI bid for * ¥ % contracts which together amounted
to ¥ * ¥ pounds of titanium sponge; 4/ ¥ ¥ ¥, Phibro won ¥ % ¥ contracts to
supply % % % pounds of sponge. 5/ In no instance were RMI and Phibro quoting
to the same melter. Oremet quoted on * ¥ ¥ pounds of titanium sponge overall
in responding to % ¥ X possible contracts, but won %* % % contracts for a total
of ¥ % ¥ pounds. ¥ ¥ ¥ of the * ¥ ¥ contracts were to supply sponge to % % ¥,
Although RMI and Oremet % % ¥ in 1982, neither domestic producer % % %,

Competition quickened in 1983, according to data received from RMI and
Phibro. RMI bid on ¥ ¥ ¥ contracts involving % % % melters and a total of
* % ¥% pounds of titanium sponge; it won % ¥ ¥ pounds from ¥ ¥ ¥, 6/ Phibro
quoted on %* ¥ ¥ contracts involving ¥ % % melters and a total of % ¥ % pounds
of titanium sponge; 7/ it won ¥ ¥ ¥ of the ¥ ¥ ¥ contracts. In two instances,
Phibro and RMI were in head-to-head competition for the awards. The first
instance involved competing quotes to ¥ ¥ ¥ for % ¥ % contracts for a total
amount ranging from % % ¥ to ¥ ¥ ¥ pounds of sponge to be delivered % % %,
RMI won the contract. The second contract involved competing cuotes to * ¥ %
to supply ¥ ¥ ¥ pounds of titanium sponge in ¥ % ¥, Phibro won that contract.

A comparison of competing prices of RMI and Phibro and margins of
underselling or overselling by imports is presented in table 19. No
head-to~head bid comparisons are possible for 1981 or 1982. However, the
price series for both domestic sponge and sponge imported from Japan do show a
downward trend that began in December 1981 and continued through 1982 and into

1/ Importers' questionnaire responses were received from six melters that
purchased titanium sponge for their own account, not for resale to others.

2/ ¥ ¥ % purchasers were involved: ¥ ¥ ¥, Each of these melters requested
quotes on a quantity range, rather than on a single specific quantity.

3/ ¥ K ¥,

4/ RMI responded to requests for quotes from * ¥ %,

5/ Phibro quoted to % % %,

6/ RMI also quoted to % % ¥,

7/ Phibro responded to requests for bids from * % %,
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1983. As noted previously, RMI and Phibro competed in bhids to % % % and % %* %
in 1983, RMI underbid Phibro by % ¥ ¥ per pound, or % ¥ ¥ percent, to win the
¥ ® ¥ contract in * % % with a bid of * % ¥ per pound. In contrast, Phibro
underbid RMI on * % % by ¥ % ¥ per pound in % % ¥, or by ¥ ¥ ¥ percent,
respectively.

Producers and importers were asked to provide the same data for bids made
to supply the merchant market on contracts that have not yet been awarded.
Phibro provided only one example. The firm has responded to a request from
* % % to supply ¥ % ¥ pounds of titanium sponge in % % %, No domestic
producers provided data on competing bids.

GSA purchase of titanium sponge for the
National Defense Stockpile

GSA's Federal Property Resources Service (FPRS) announced on August 2,
1983, that it would purchase 4,500 tons of primary titanium (i.e., titanium
sponge) for the National Defense Stockpile. Solicitations requesting quotes
(bids) were mailed to a list of responsible vendors on that date. The
solicitation (RFQ) requested specific price quotes on three types of titanium
sponge--types A, B, and C--for a minimum quantity of 500 tons and a maximum
quantity of 4,500 tons for each type. 1/ In other words, nine individual
bids, each for 500 tons, were requested for each of the three types of
titanium sponge.

FPRS was guided in its request for quotes on three types of titanium
sponge by requirements set by the Federal Emergency Management Agency (FEMA),
which provided a precedent for the solicitation. According to GSA officials,
the allocation would be one-third for each of the three types of titanium
sponge. Basically, the logic behind the request for bids on each of the three
types was to afford the opportunity to bid to a broader spectrum of firms. So
designed, said a GSA official, the solicitation for quotes on three types of
sponge had two benefits: it permitted small producers to bid and it enabled
FPRS to aggregate a combination of the lowest prices for types A, B, and C
titanium sponge for the lowest overall expenditure in purchasing 4,500 tons.
s for the question of substitutability, the GSA official noted that in melted
form the three types are all acceptable to users, but melters have a
preference for type A because it has fewer impurities. If only type A bids
were received, all melters could accept such titanium sponge.

GSA set a relatively short turnaround time for response to the bid
request. Solicitations were to be returned in 30 days, and the bid awards

.1/ Type A titanium sponge is magnesium reduced and vacuum distilled; type B
is magnesium reduced and either inert gas swept or acid leached; and type C is
sodium reduced and acid leached. Initially a type D titanium sponge was
included. Type D is titanium sponge produced in granules by an electrolytic
process. Although Dow Chemical and Howmet have made type D sponge in pilot
production efforts, there are no existing facilities for producing the type D
product. Reportedly highly energy efficient, this process might be a prime
candidate for any future titanium plant that might be considered.
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were scheduled to be announced on September 2, 1983. Between the return of
the bids and the announcement of the awards by GSA, two protests were filed
with the General Accounting Office by bidding vendors, one by Oremet and one
by Billiton Metals. Oremet objected to the lack of a Buy American preference
clause in the GSA solicitation. Billiton criticized the fact that import
duties were added to the bid price. GSA officials acknowledged that it was
unusual to add duties to the bid price for imported products. This departure
from normal procurement practice, they explained, was in response to advice
from William Brock, the United States Trade Representative (USTR). In a
letter to GSA, 1/ Ambassador Brock, who had determined that there were
insufficient grounds for a national security exception for GSA's stockpile
purchase of titanium sponge, 2/ recommended that import duties be calculated
for purposes of determining the awards; however, the duties were not actually
to be collected. GSA explained that import duties were calculated on each
bid to supply an imported product, bhut such duties were only included for
evaluation of the bids prior to awards. According to GSA, if dumping duties
are assessed, they should be paid. 3/

GSA informed all bidders of the two protests. Bidders had 10 days to
respond to the two protests. RMI responded but missed the 10-day period, so
the awards were made on October 28, 1983. The awards were made on the basis
of price quotes on supplying increments of 500 tons of titanium sponge, not on
an equal allocation for each of the three categories of sponge.

FPRS awarded contracts to three firms. Philipp Brothers, Inc., received
two contracts to supply titanium sponge imported from Japan. One contract
involved 2,500 tons of type A titanium sponge bid in five increments of 500
tons each at $6,400 per ton, or $3.20 per pound. A smaller contract was
awarded to Phibro to supply 500 short tons of type C titanium sponge from
Japan at the same price. Timet was awarded a contract for 1,000 tons of type
B titanium sponge at an average price of $7,140 per ton, or $3.57 per pound.
Billiton Metals won an award to supply 500 tons of type C titanium sponge
imported from the United Kingdom at $5,840 per ton, or $2.92 per pound. The
quantity and value of the four contracts awarded to each firm is shown are the
following tabulation: 4/

1/ A copy of the letter is presented in app. C.

2/ GSA had intended to include a Buy American preference in its RFQ. As a
result of the determination by the USTR, however, no such preferences could be
given domestic suppliers for the stockpile purchase.

3/ Interview with David C. Warlich, GSA/FPRS, nonfuel minerals economist,
Dec. 14, 1983. However, the question of who (if anyone) would be held liable
for any antidumping duties that might be assessed on titanium sponge imported
from Japan or the United Kingdom, whether imported directly by GSA or by a
private firm for the account of GSA, has not been resolved. See, for example,
the transcript of the conference, pp. 19-22, 78-79, 139-140, and 150. 1In his
letter to GSA, the USTR noted the possibility of dumping duties as a potential
cost factor and suggested that GSA clearly state in its bid solicitations
that, in the event antidumping duties were imposed, such duties would not be

waived and would not be borne by the Government. GSA did not follow this
suggestion.

A/ A summary of all bids received by GSA is shown in app. C.
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Type of Quantity Value
Firm sponge (short tons) (million dollars)
Phibro= e ce e ) 2,500 16.00
Phibro--=mmmmm e Q 500 3.20
Timet- oo B 1,000 7.14
Billiton Metals-—wmmww= C 500 2.92

Announcement of the awards triggered a legal move by RMI, which had
submitted a losing bhid. Counsel for RMI sought temporary and permanent
injunctions to prevent the implementation of the award. Judge Pratt of the
U.S. District Court of Washington, D.C., denied the injunction. GSA had
argued that the need for the titanium sponge is high priority. 1/ A letter to
GSA from FEMA said there is a "compelling and urgent need" for the titanium
sponge. Judge Pratt indicated that he based his determination on this
argument.

In its posthearing brief, counsel for RMI submitted data (table 3 on p.
44 of the brief) purporting to show the cost to the firm of the loss of the
GSA contract. Because RMI's production in 1984 will be lower than it would
have been if it had been awarded the 4 million pounds of titanium sponge it
hoped to supply to GSA (RMI bid on only part of the total GSA contract of 9
million pounds), the firm's capacity utilization rates will consequently be
lower and its unit cost of production will be higher (both fixed costs, such
as depreciation and taxes, and certain raw-material costs) hecause they will
be allocated over a smaller output base. The brief also shows that the firm's
marginal costs of producing the additional 4 million pounds for GSA were
projected to amount to * ¥ ¥ per pound, in comparison with projected unit
costs of ¥ % % per pound without the contract. RMI's bid price to the GSA,
$3.79 per pound, would have resulted in a profit of % ¥ ¥ per pound, or % % ¥
percent of the sales value of this 4 million pounds.

Appreciation of the U.S. dollar

Table 20 presents indexes of producer prices in the United States, Japan,
and the United Kingdom and indexes of the nominal and real exchange rates for
the U.S. dollar against the Japanese ven and the British pound from January-
March 1981 (the base period) through July-September 1983. As shown in the
table, the yen was devalued in nominal terms by 18 percent against the dollar
since the base period, whereas the pound was devalued by 53 percent against
the dollar. Because of Japan's low inflation rate (about 1 percent) over the
11-quarter period, the yen was devalued in real terms by approximately 24
percent against the dollar, or 6 percentage points more than the nominal

1/ The latest Stockpile Report to the Congress (October 1982-March 1983)
shows that GSA has 32,331 tons of titanium sponge in:stock. The largest
amount required for U.S. defense needs is 195,000 tons. GSA officials could
not say when or in what quantities new solicitations for titanium sponge would
bhe made. They did emphasize Lhe high priority of this material in the overall
stockpile requ1rements
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devaluation. 1In contrast, the United Kingdom's high inflation rate over the
same period (approximately 18 percent) resulted devaluation of the pound in
real terms by approximately 38 percent against the dollar, or 15 percentage
points less than the nominal devaluation.

One domestic producer, ¥ % ¥, provided 12 instances of alleged lost
revenue as a result of reducing its prices in the face of competing titanium
sponge imported from Japan. These examples involved five purchasers and a
total of almost 3.9 million pounds of sponge.

One instance named * % % as the purchaser of % % ¥ pounds of sponge in
1983 after ¥ % ¥ reduced its initial offer price from % % % to % % % per
pound. Alleged lost revenue in this instance amounted to * % %, % % %
explained the circumstances of the competition. * % % did ask * % % for a
quote on the stated amount. ¥ % % was % % ¥, but * ¥ ¥ was willing to * %* %
in order to * % ¥, 1/ Only recently has % ¥ %, according to ¥ % ¥,

* % %, * % ¥ did not state the * * ¥ price for Japanese titanium
sponge. ¥ ¥ ¥ reduced its price to ¥ ¥ ¥, % ¥ ¥ quoted * ¥ ¥ f o.b. mill.
#* % ¥ said that transportation costs for the competing products are ¥ ¥ ¥, Qg
for terms, because of % ¥ %, a vendor * ¥ ¥ is required to ¥ * % hasis. % % %
offered ¥ % % in order to % % %, % % % would like to * % % and * % %,

At about the same time as the above transaction, ¥ % % asked * * % to bid
on ¥ ¥ % pounds of sponge for % % % delivery. % % ¥ has not responded to the
request. ¥ % % noted that * % % does have some problems with the * % % sponge
that #* ¥ % produces. The ¥ ¥ % system at * ¥ ¥ can't handle the ¥ % % product
adequately, said * % ¥ adding that it would take * % ¥ in capital
expenditures per furnace to correct this problem. WNo such investment is
required for the % % % or % % ¥ product.

Another instance named * % ¥ as purchasing from * % % in ¥ % % after
* * % reduced its initial offer prices. The first instance involved % % X
pounds of sponge offered * ¥ % at an initial price of * ¥ ¥ per pound, which
was then reduced to ¥ ¥ ¥ per pound. ¥ ¥ ¥ involved ¥ ¥ ¥ pounds of titanium
sponge offered % % ¥ at % % % per pound and then reduced to * ¥ % per pound.
* % %'s alleged lost revenue * % % totaled % % %, % % % were allegedly made
in the f<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>