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UNITED STATES INTERNATIONAL TRADE COMMISSION
Washington, DC :
Investxgatlon No 701 TA—223 (F1nal)

AGRICULTURAL TILLAGE TOOLS FROM BRAZIL

Determination

On the basis of thé record 1/ developed:in investigation No: 701-TA-223
(Final), the Commission determines; .2/ 3/ ‘pursuant to section.705(b) of ‘the
Tariff Act of 1930 (19 U.S.C. S 1671d(b)), that an industry:in the United -
States is materially injured by reason of imports from Brazil of discs (round
shaped agricultural tillage tools with plain or ﬁétched'edge)t'provided for in
item 666.00 of the Tariff Schedules of the United Statés, which are subsidized
by the Government of Brazil. ZThe«Coﬁmissibn“alsb‘finds'thét “critiedl "7
circumstances” do not exist with respect to ‘such imports.

On the basis of the record 1/ developed-in“investigation No. 701-TA-223
(Final), the Commission further-determines}*ilipﬁtéuént‘to”seétidn 705(b) of
the Tariff Act of 1930 (19 u;s.c. § 1671d(b)), that an industry in the United
States is not materially injured or threatened with material injury by reason
of imports from Brazil of non round-shaped agricultural tillage tools,
provided for in item 666.00 of the Tariff Schedules of the United States,
which are subsidized by the Government of Brazil.
Background |

On September 28, 1984. a petition was filed with the Commission and the
Department of Commerce by Ingersoll Products Corp.-of Chicago, IL, Empire Plow
Co. of Cleveland, OH, and Nichols Tillage Tools of Stefling. CO, alleging that

an industry in the United States is materially injured or threatened with

1/ The "record" is defined in sec. 207 2(i) of the Comm1581on s Rules of
Practice and Procedure (19 CFR § 207.2(1i)).

2/ Chairwoman Stern finds threat of materlal injury.

3/ Vice Chairman Liebeler dissenting.

4/ Commissioner Eckes finds threat of material injury.



material injury by reason'ofAsubsidized imports of agricultﬁral tillage tools
from Brazil. On June 10, 1985; Commerce made a preliminary determination that
imports ot agricultural -tillage tools from Brazil were being subsidized within
the meaning of the Act (19 U.S.C. § 1671). Accordingly, effective June 10,
1985, the Commission instituted final copntervailing duty investigation No.
701-TA-223 (Final).

Notice of the institution of the Commission's investigation and of a
public hearing to be. held -in connection therewith was given by posting copies
of the notice in the Office of the Secretary, U.S. International Trade
Commission, Washington, Dc.-and by publishing the notice in the Federal
Register of July 11, 1985 (50 F.R. 28282). - Thé‘hearihs was held in
Washington, DC, on Septggber 10, 1985, and all persons who requested the

opportunity were permitted to appear in person or by counsel.



" VIEWS OF THE COMMISSTON
We deterrioe:to;t;en industry“in the'ﬁnlteo”states{lé’ﬁateriallj'injured
by reasoo of imoorts of dieos from ﬁrazil thoh have oeeﬁ‘foond by the
Departmentvof‘Commerce (Commerce) to“be.sobsloired.‘l/' We further determine’
that "orltical circumstancee" do not e#ist with respect to such imports.
We also deteroine tﬁot an.induétry ln the Uhitéd’étates:is not materially

1nJured or threatened w1th materlal 1nJury by reason of 1mports ‘of "other o

tillage tools” from Braz11 found by Commerce to be subs1dized 2/ '

Like products and domestic industries 3/

* " The imported products:inrthis:investigation are .agricultural tillage
tools, consisting of discs and “other tillage tools.” Discs are round,
concave or*flat*pieces~that-are mounted 1@ rows - on a plowframe where they_
revolve in use. . The. "other tillagevtools".category includes sweeps, chisels,
knives, drills,'plowshares,‘plowshihs, and moldboards. a/ . .

- In its preliminary determination, the‘CQmmission;determined thet_there

was-sufficient overlap in the uses of discs and “other tillage tools" to

1/ Chairwoman Stern determines that an industry in the United States is
threatened with material injury by reason of imports of discs from Brazil.

See her Additional Views, infra. Vice Chairman Liebeler determines that there
is no material injury or threat of material injury by reason of imports of
discs from Brazil. See her Additional and Dissenting Views, infra. '

2/ Commissioner Eckes determines that an industry in the Unlted States is
threatened - with material injury by .reason of imports of "other tillage tools”
from Brazil. See his Dissenting Views, infra. .

3/ The domestic industry in a countervailing duty 1nvestigation is defined
in section 771(4)(A) of the Tariff Act of 1930 as the domestic producers of
the product which is like that being imported: "[T]he 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.” 19.U.S.C..§ 1677(4)(A). The term
*like product"” is defined in section 771(10) as: "[A] product which is like,
or in the absence of like, most similar in characteristics and uses with the
article subject to an investigation . . . ." 19 U.S.C. § 1677(10).

4/ Report of the Commission (Report) at A-2.
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justify a finding of one like product. 5/ However, the Commission noted that
@t might find more than o6ne like pfoduct in any final investigation.

The domestic. industry is largely bifurcated between disc and "other
tillage tools" producers. 6/ Those distributing and those selling the
products distinguish between discs and "other tillage tools.” It has become
clear in the course of the final investigation that the end uses are also
sufficiently distinct to warrant a finding of two like products. Discs are
used for primary tillage, i.e., to break the ground before planting. "Other
'tillase tools"” are used for soil preparation prior to planting,Afor
cultivation during the'éroé's growing éycle, and for post-harvest soil
conditioning. There is some ihterchangeability or overlap in uses, depending
on soil éonditions aﬁd’othér faétofs; however, most users distinguish between
the two categories and would not or could not substitute one fér another. 7/

Further, there are significani distinctions~betwe§n the manufacturing
proceéées. 8/ 9/ Diécsvrequire mofe expénsivelmachinery requiring .
substanti#lly ﬁigher éapital>inves£ments. The stéél for domestically produced
discs undergoes a ‘cross-rolling process to add strength which is not undergone
by the steel for "oihetAtillage‘tools." We therefore determiﬁe that there ﬁre
two like prbducts. discs and “othér ti11age tools,"” and two corresponding

domestic industries.

5/ Chairwoman Stern found two like products, discs and "other tillage
tools,” in the preliminary investigation.

6/ Report at A-5-A-8.

1/ Ve note also that during the final investigation the parties are largely
in agreement that there are two like products.

8/ Report at A-4-A-5.. :

9/ Commissioner Eckes does not join in this discussion of manufacturing
processes. He defines like product on the statutory bases of characteristics
and uses.



Condition of the domestic disc industry

We have determined tﬁat the domestic industry pfoducing_discs is
materially injured. 10/ We reacp-thiq determination on the basis of declines
in productioﬂ. capacify utilization, shipments, market share, employment, and
profitability. At‘the time of the Commission’'s preliminary determination one
year ago, it appeared that the condition of the industry was ‘improving.
However, since that time mbst of these indicators have turned sharply downward.

The U.S. disc indusfry éonSiété”bf two companies, Ingersoll and
Osmundson. 11/ Ingersoll is the dominant'compﬁny. 137

During the period of invéstigétion}'broduciion, both in units and valﬁe,
decreased sligﬁtly from 1982 to f983. ﬂIt‘ihén increased in 1984, primarily'
due to a strbng-increése‘iﬁ the.fiééi ﬁaIf.of 1984, and then fell sharply
through the first half of 1985. 13/ Capacity utilization followed the same
pattern and is currently at a véri'lok raie,-;g/.'Shiﬁments aléo foiloﬁed the
same pattern showing the same preciﬁlﬁdﬁs‘drdp in the first half of 1985. 15/

With £he‘exception of an increas; inffhe first half of 1984, numbers
employed and hours worked in the disc industry have fallen since 1982. 16/

These indicators fell‘significantly dﬁrihi the first half of 198S5.

10/ Chairwoman Stern determines that an .industry in the United States is
threatened with material injury by reason of imports of discs from Brazil.
Vice Chairman Liebeler determines that there is no material injury or threat
of material injury by reason of imports of discs from Brazil.

11/ One U.S. producer, Crucible, ceased production of discs in 1982.

12/ Much of the information available on the condition of the domestic
industry is business confidential. Thus, we limit our discussion to general
trends and public information.

13/ Report at A-14-A-17.

14/ I1d.

15/

16/

o=

. at A-18-A-19.



Productivity increased significantly from 1982 to 1983, declined in 1984, and
then fell sharply'in'the first  half of 1985. 17/

' The industry sustained losses in 1982 and 1983, but was profitable in
1984. However, its fihaneial condition deteriorated sharply in the first half
of 1985. 18/ Capital expenditures also fell significantly in the first half

of 1985. 19/ .

Material injury by reason of imports of subeidized dises freﬁ Brazil 20/

Under section 705(b) of the Tariff Act of‘1930. as amended, the
Commission is required to determine whether anlindusﬁry in the United States
is materially injured or tﬁreetened yitb mater;al‘injury by reason of imports‘
of merehandise with pespeet.to‘which COm@erce has determined are subsidized.
In reaching its_determinatiqnﬂthat the U.S. industry producing dises is
materially injured by subsidized imports from Brazil, the Commission hes
considered, among pthe; factors, the increases in absolute andvreiative
volumes of impofts, the effeets on érices iﬂ the Unieed states fo; the like
product, and how these 1mports have affected the v. S. industry.

‘There have been sharply rising levels of imports of discs from Brazil.
The first imports occurred in 1982 and were at a very low level. The imports
increased ;ap;dly thereafter ene'}eaChed'e maeyei peﬁetration of 17.2 percent

in 1984. 21/ ‘The Valuelpf impotts did drop @n the first halfvof 1985 as

17/ 14.

18/ Id.

19/ 1Id. at A-24.

20/ Chairwoman Stern determines that an industry in the United States is
threatened with material injury by reason of imports of discs from Brazil.
Vice Chairman Liebeler determines that there is no material injury or threat
of material injury by reason of imports of discs from Brazil. Accordingly,
she does not join this section of the opinion

21/ Report at A-13.
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domestic demand'droppedé_‘However,.theAmafket_pehegpatipn rate remained.l?.z
percent, 2.1 pe;cehtage‘points“highe; than in the comparableg1984 period.
Imports in the first'quarte; 95-1985 wgre,s?gnifiggn}ly.highet than in the
first quarter of 1984. uqstgqf the drop in_impopps.f;omABpgzil occurred in
the period April—June 1985.

During all of this éeriod of rapidly increasing imports from Brazil, the
imports uﬁdeqsold the domestic product by significant margins. 22/
Furthermore, - these high margins of underselling took place in a market that
was particularly price sensitive due to the continued weakness and uncertainty
in the agricultural gconqmy._;;/‘ |

Resppnden;g a;gueq*tbgg ény injgty,to_the QOmestié'iqdqst;y was-not
cauged py imports_f;gm Brazil. IheAdgﬁinant u}s; company, Ingersoll, does not
sell to the qho}ésalers anQ ggtail chains dealing exc;usive;y,ip the
replacément @arkey. Rather, ;ngetsoll sells.only tq‘Origiqgl'eqqipment_
manufacturers (OEMs) for use iqAnew'who;e.gqpipment and to the OEMs' dealers
as ;eplacement partsﬂ _Thereforg, respondents argued, Inggrsoll injured itself
by not selling to:the_difeq?lrgplgcemenﬁlmAtket, whiéh in a weak farm economy
is the more flou;isbing segmen; qf’the market.

However, almost 20 percent of imports from Bpa;il are sold to OEMs. 24/
The Commission confirmed that Ingersoll has,experignceé gignificant lo§£ sales

to the imports from Brazil. 25/ Also, the other U.S, producer, Osmundson,

22/ 1d. at A-47.
" 23/ 1d. at A-39.

24/ Respondents' post-hearing brief at 6. One of the Brazilian :
manufacturers, Marchesan, imports its discs through Farmo, a company largely
made up of the former marketing personnel of Crucible, the U.S. producer that
went out of business. Id. at A-8-A-9. Crucible sold largely to OEMs and, as
could be expected, Farmo now also sells to this market.

25/ 1d. at A-53-A-54. :



sells primarily into the replacement market. 26/ Osmundson has also lost
sales to imports from Brazil. 27/ Furthermore, the end users, farmers, are
not grouped into distinct categories, soﬁe of which will purchase only from
OEM dealers and others only from non-dealers. Price pressure exerted in one
segment of the.marketvwill necessarily be felt in the other. . Lastly, |
‘Brazilian prices were. the same for similar quantities of discs to purchasers
in the OEM or replacement part markets. 28/ Thus, margins of underselling
between the Brazilian and domestic .discs did not differ signifiéantly in the _
réplacement-and OEM markets. 29/ . 4

Respondents argued that imports from Brazil were not the price leaders in
the marketplace and therefore could not be held responsible for any price
' suppression or depression. There is evidence that discs imported from éertain
other countries sold for less than the discs from Brazil. 30/ However, the
imports from.Brazil undersold the domestic discs by significant margins.
Furthermore, there was evidence of quality and supply reliability problems
with‘certaiﬂ of these other imports which reduced their competitiveness in the
marketplace. 31/. Since the discs froka:azil accounted for a substantial
share of U.S. consumption, 17.2 percent, and the trend was sharply upward
during the period of investigation, théy had a significant impact on the
domestic prices. In the weakened state of the domestic industry during this
period of decline and instability in the agricultural economy, this price

suppression along‘with lost sales contributed to the industry's deteriorated

performance.

26/ Id. at A-10-A-11.

27/ 1d. at A-53-A-54.

28/ 1d. at A-39-A-40. E e :

29/ Office of Investigations memorandum to the Commission (Sept. 27, 1985).
30/ Report at A-48. ’

31/ Id. at A-50-A-51. Transcript of the hearing at 103, 128.



Critical circumstances : ' .

Petitioners alleged the existence of critical circumstances requiring
retroactive application of countervailing dutiea. Commerce made an
affirmative preliminary critical circumstances determination on June 4,
1985, 32/ On Augusi 19, 1985, Commerce made its final affirmative
determination of subsidization and inciuded a criiicai circumstances
determination. 33/ Acéording to.that determination,_if the Commission
determined that there was material injury. as opposed to a negative finding or
a.threat of material injury determination, then the Commerce critical
circumstances determination was affirmative 34/

Thus, with respect to imports of Brazilian discs the COmmission must
make an additional finding as to whether-A

(i) There is material injury uhich will be difficult to
repair, and

(ii) The material injury was by reason of such massive

imports of the subsidized merchandise over a relatively

short period. 35/
With respect to discs, the information obtained by the Commission pursuant to
its final investigation shows that the level of imports of discs from Brazil

increased only slightly in the period from the filing of the petition to the

32/ 50 Fed. Reg. 24270 (June 10, 1985).

33/ 50 Fed. Reg. 34525, 34536 (Aug. 26, 1985).

34/ As part of its critical circumstances determination in countervailing
duty investigations, Commerce must find that "“the subsidy is inconsistent with
the Agreement.” 19 U.S.C. § 1671d(a)(2)(A). Generally this refers to export
subsidies. However, Brazil is considered a "developing country,” so Article
14 of the Subsidies Code exempts it from the Article 9 prohibition on export
subsidies unless the subsidies cause "serious prejudice” to the domestic '
industry of another country. Commerce determined "as a matter of principle”
that there can be serious prejudice where there is material injury.

35/ 19 u.s.c. § 1671d(b)(4)(A) : R



>10
suspension of liquidationr 36/ 31/ Market penetration remained level during
that period. 38/ -There is no evidence that there has been material injury
that will be difficult to repair that was caused by "massive" imports of discs

from Brazil during the period in question.:

Condition of the domestic "other tillgge tools" industry 39/

We do not find that the domestic 1ndustry producing "other tillage
tools“ 40/ has suffered material injury during the period of investigation 41/

Production of "other tillage tools" decreased between 1982 and 1983 from
49 million pounds to 43 million pounds but increased sharply to 55 million
pounds in 1984 Production declined by 12 percent during the first half of
1985 as compared to the first half of 1984 but still represented a
significant increase over 1983 production levels 42/ Capacity utilization
and shipments followed the same pattern Inventories of “other tillage tools"

increased in 1984 and-again in the first half of 1985, but are below the

36/ Report at A-37. '

37/ Commerce had access only. to import data based on basket TSUS categories
“which did not distinguish tillage tools from other farm implements. The
Commission also had questionnaire data.from importers of record in this
investigation. The latter data indicate that imports of discs from Brazil
increased ‘only- slightly. between the filing of the petition and suspension of
liquidation, as compared to the same period one year earlier. The Commission
relied upon these figures in determining the absence of a causal link between
the "massive" imports and any material injury which would be difficult to
repair.

38/ Report at A-13. ‘

39/ commissioner Eckes determines that the domestic industry producing “other
tillage tools" is threatened with material -injury by reason of subsidized
imports from Brazil: -See his Dissenting Views, infra.

40/ Unlike the disc industry, the "other tillage tools” industry consists of
a number of companies, none of which is dominant. Thus, the “aggregate figures
are not confidential.

41/ The issue of critical circumstances is not reached in regard to the
other tillage tools" industry due to the Commission's determination that
there was no material injury by reason of imports of "other tillage tools"
from Brazil.

42/ Report at A-14-A-15.



1
levels of 1981 and 1982. 43/ Capital expenditures 1ncreased s1gn1f1cantly
from the interim period January—June 1984 to January—June 1985. 44/

Employment in the "other tillage tools™ industry decreased from 1982 to.
1983 but increased in 1954. It fell‘off slightly from 429 to 425 employees in
the first half of 1985 as compared to the first halfuof 1984. 45/
Productivity has 1ncreased significantly from 1983 to June, 1985. 46/

Of the “other tillage tools"™ producers who prOV1ded financial data, they
shomed improving operating income from 1982 to 1984, rising from $3.0 million
to $4.6 million. This also represented an increase in operating-margins from
7.9 percent in 1982 to 9.1 percent in 1984. Gross profits increased in the
first half of 1985, though operating income and margins decreased Despite a
declining agricultural ecOnomy.'operating.margins held at 7;8 percent. 47/ |

No- material injury by reason of subsidized igports of "other till_ge tools"

from Brazil

It has already been determined that economic indicators for the "other
tillage tools” industry fail to establish material injury ‘Furthermore, the
.Commission determines that any problems experienced by the domestic industry
during the period of 1nvestigation are not by reason of subsidized imports of
“other tillage tools"~from Brazil. ' v

Although imports of ;other tillagevtools" from Brazil increased during
the period of 1nvestigation. they remained at low levels. reaching only 3.2

percent by value in the interim period January—June 1985 A8/ Imports

43/ Id. at A-17.

44/ Id. at A-24.

45/ 1d. at A-18-A-19.
46/ 1d.

47/ Id. at A-21-A-22.
48/ 1d. at A-13.
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declined. in sbsolute value in the first half of 1985. While there was some’
evidence of lost sales 49/ and underselling 50/ with respect to “other tillage
tools” from Brazil, the low and‘reietiVelyistable level of market share of
such imports did not indicate'that‘theﬁ were a cause of material injUry.lgl/
Furthermore, the producers' weighted averegelpriees'fbt most "other‘tiliage
tools" increased during the period of inVeStigation.'ng 53/

‘There is, therefore, ne eoincidence’tetween the fluctuatiens in the-
industry's economic indicators and the levei of iméosts. Thus, any impact of

imports of "other tillage tools” on the domestic industry is de minimus.

49/ Id. at A-54-A-58.

50/ 1d. at A-47-A-49,.

51/ Vice Chairman Liebeler notes that although the statute requires the .
Commission to determine whethér there is significant price undercutting, she
does not find the particular data on underselling gathered by the Commission
in this investigation useful in determining whether the material injury is by
reason of allegedly less than fair value (LTFV) imports Firms, whether
foreign or domestic, generally charge the profit maximizing price for their
product. As a result, price differentials are usually accounted for by
differences in the product or associated services. Thus,‘"underselling" based
on a comparison of transactions' prices has no relevant economic content.
Price undercutting refers to predatory pricing behavior whereby a firm lowers
its prices to drive out competitors in order to gain monopoly power. See, .

e.g., Views of Vice Chairman Liebeler, Certain Welded Carbon Steel Pipes and
Tubes from Thailand and Venezuela, Invs. Nos. 731-TA-252 and 253
(Preliminary), USITC Pub. 1680 (1985). ‘ ' ' '

As for lost sales, there is no statutory requirement to consider lost
sales. I do not find the presence or absence of confirmed lost sales
determinative or persuasive on the question of a causal link between LTFV
imports and material injury to the domestic industry. Typically, an import
that is sold at LTFV affects the domestic industry the same way regardless of
whether it is a confirmed lost sale. Although it might be appropriate to’
inquire whether a sale by a respondent has been in lieu of sales by the
domestic industry or, alternatively, at the expense of imports from other
countries, Commission information on lost sales is not capable of providing an
answer to such a question because the data are based on a very small and
biased sample. See, Gifford-Hill Cement Co. v. United States. 10 CIT s
slip. op. 85-79 at 22 (July 31, 1985). A

52/ Report at A-43.

53/ Chairwoman Stern notes that margins of underselling between the imported
and domestic products exceeded the margin determined by the Department of
Commerce. ' '
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No threat of material injurx .by reason of subsidized 1gports of ”other tillage

tools"” from Brazil

S

In order to conclude that edﬁsidizec‘impocéé'céﬁefitute'é threat of
material inJury to the domestiec 1ndustry. the Commission must find that the
threat is real and iﬁﬁinenf;-éﬁulaoéﬁbESedﬁcn'e mere ﬁcésibiiity that injury
might occur at some remote futﬂ;e'a;ce. 5&7 The volume of imﬁorts of other
tillage tools from Brazil is low and has not increased significantly since the
Brazilians entered the market in 1983. §§/A Importer inventories declined in
1985. 56/ There appears to have been a shift in export oriencation of
Brazilian producers towards North America. However, this trend appears to be
completed with little fufther production available to be shifted to the United
States..gll Furthermore, the Brazilian tillage tools industry is apparently
producing at close to full capacity. 58/

There is no evidence suggesting that on the basis of the Commission's
decision productive capacity uould shift from discs to "other tillage tools."
It is not necessarily true: that the imposition of an 8 06 percent
counteryailing duty on discs will cause a decrease in disc production. Bvec.
assuming disc production were.to'fall. the machinery utilized to produce
“other tillage tools™ is distinct and it would require new capital expenditure

to increase production of "other tillage tools." The manufacturing processes

are not interchangeable. It would be wholly speculative to assume that the

54/ S. Rep. No. 249, 96th Cong., 1lst Sess. 89 (1979).

55/ Report at A-13, A-34. On a unit basis, imports of "other tillage tools”
increased to 7.6 percent in the first half of 1985. However, value is a more
meaningful reflection of import penetration than units when dealing with an
industry producing many different products (300 to 400).

56/ 1d. at A-26.

51/ 1d. at A-29.

58/ Id. at A-30-A-31.



14
Brazilian}indus't“:‘y vfro‘uld make this new inveéstment ‘inec'e'sséry to increase -
production of "other tillage tqolg.'fv An _affimativg determination of threat
of material ,im]u:jy cannot be,g\gde soleiy on the basis of an increased level of
imports, and must be based on more than mere supposi.tipn and conjecture that

injury might occur at some remote future time. 59/

59/ Alberta Gas Chemicals, Inc. v. U.S., 515 F. Supp. 780 (May 28, 1981).
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ADDITIONAL UIEWS OF CHAIRWOMAN STERN
" REGARDING THREAT OF MATERIAL INJURY .
- TO THE DOMESTIC DISC INDUSTRY

-.One .year ago. in'mydépelimiqary.dgtermination, I dissented
from the finding of my holleagugs.that there~Qasma reasonable
indication that the doﬁestic'disc industry was thneatened_with
materiai ipjuny. While I found that thg problems experienced by
this industry.did rise té,thealqoel of a."reasonable indication of
material injury," I did, not find that these difficulties were
caused by imports oFHdis§s_fnom Brazil.

‘In,that inugstigation“,the,datq,quailablg to the
Commission (thpbugh.the_fjrst half .of 1284)_did nothdemonstpate,a
relationship between .the erobiems experiénceq_by the domestic disc
industry and the;pnesénce_of Brazi1ianJdiSCS;in the market. 1/
Since the preliminary investigation, this pattern--reflecting a
lack of coincidence between the ieuel_oF,imports and dramatic“
changes in thevperFohmance~oF the domestic industry--has
cdntinuéd ~THe d:S market share garnered by Bra2111an dlsc -
producers in 1984 has uarled 11tt1e 1n the Flrst halF oF 1985 2/

1/ The precipitous drop in the industry's performance occurred
between 1981 and 1982, when Brazilian disc products were virtually
absent from the U.S. market and the American farm economy was mired
in recession. When Brazilian- imports made a measurable appearance
in 1983, the 1ndustry s 1nd1cators remained stable. 1In 1984,
imports of Brazilian .disc products successFully captured almost
one-fifth of the domestic market, but the industry's performance,
partlcularly proF1tab111ty, 1mproued dramatlcally

2/ . Import penetration For the F1rst half oF 1985 on a value basis
(17.2 percent) matches that for the entire year of 1984. On a
quarterly basis, howeuer imports .dropped between the first and
second quarter oF 1985. Imports .also. declnned when. the Flrst half
of 1985 is compared to the first half of 1984,
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Yet the condition of the domestic industry has deteriorated
, abruptly.ll Clearly there aré'Factoré affecting the industry's
performance entirely independent of imports.il It is for this
reason I have not joined in my cdileagues determination that the
domestic disc industry is materially injured by'reason of imports'
in the final inueétigation.é/

Neuertheless,Aa de novo analysis of the facts presented

in the final investigation does substantiate a Finding that imports
of discs from Brazil thheatenlmaterial injury to the domestic disc
industry.  Although the level of Brazilian impobts is approximately
the same as in the'preliminary“iﬁuestigation, the ‘industry is in a
"far weaker, and thus more uulnerable.‘state.gl Other élements of
this investigation substantiate a finding of threat. The market

share held by the Brazilians is indeed considerable. When coupled

3/ For a general discussion of the trends of each of the
indicators of the industry's performance during the first half of
1985, see the section entitled "Condition of the domestic dlsc
1ndustry" 1n the majority op1n10n

4/ Some of these factors are the PIK program (which removed
several million acres from production during the period of
investigation), the severe downturn in the agricultural economy, and
the fact that purchasers of tillage tools tend to rely more on the
aftermarket than on Original Equipment Manufacturers (to which the
dominant domestic disc producer primarily sells) during perlods .of
recession.

5/ It should also be noted that Brazilian disc producers were
able to undersell domestic manufacturers by percentage margins far
greater than the margin of sub51d12at10n determined by the
Department of Commerce

6/ See Rhone Poulenc v. United States (Slip Op. 84-87, decided
July 19, 1984), where the Court of International Trade upheld a
threat determination of the Commission, holding that the Commission
must consider trends in the economic indicators of the industry
specified in the present injury standard in order to determine
threat of material injury. _
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with the extent of underéelling on_the paft of the Brazilian
products, regardless of whether these sales are in the aftermarket

/~the fact that there

or to Original Equipment ManuFactukers,'z
have been sales lost in both markets and that one importer of
Brazilian discs is positioned to increase its sales to Original
Equipment manuFacturérs,Q/ it is reasonable to assume that thé

domestic disc industry will be materially injured by reason of

imports from Brazil in the.Future.gl

7/ See Memorandum to The Commission from International Economist
regarding price data requested by Chairwoman Stern at the September
10, 1985 hearing on Inv. No. 701-TA-223, September 27, 1985.

8/ The sales. staff of Crucible Steel Co. was successfully
recruited by Farmo, which was formed in 1982 to import Brazilian
tillage tools, including discs. Prior to 1982, Crucible was the
second largest producer of disc blades and accounted for
approximately 40 percent of the domestic.disc market. See Report at
A-7, A-9, '

9/ Respondents argued that a finding of threat of material injury
was unwarranted because the FINEX program of export financing has
not been available to Brazilian tillage tool producers since August,
1984, and capacity utilization for tillage. tool production in Brazil
is high. [Respondents Post Hearing Brief at 8-9.] However FINEX
export financing was only one of several components of the margin
determined by the Department of Commerce. [Report at Appendix A.]
Also, even if imports did not significantly increase, they would
materially injure the domestic disc industry in the future if there
were no improvement in the industry's current performance.

3



18

DISSENTING VIEWS OF COMMISSIONER ECKES

I do not agreelwith my colleagues' determination that the
domestic'industry producing "other tiliage'tools" is neither
materially injured nor threatened with material injury from
subsidized Brazilian imports. The investigation data may not
support a material injury‘determination -- I concur in that
judgment, although it is a close call in my‘opinion. However,
I am puzzled that the'majori;y.did not find threat of material
injury after folloﬁing the procedures»mahdated by U.S. trade
laws. | |

The Tariff and Trade Act of 1984_provides éxplicit guidance
to the Commission in determining whether a domestic industry is
threatened with material injury by subsidized imports. 1If the
Commission does not find current material injury in a Title VII
ihvestigation,‘it must congider at a minimum certain factors
‘specifiéd in.thé_hct ;hd aéséés‘whéthei théte is a real aﬁd
imminent threat of material inJury - In my v1ew, carefﬁl

cons1derat1on of those factors clearly 901nts to a find1ng of

threat to the domest1c~1ndustry p:oduclng‘other t111age tools.

-COnd1t1on of the domestlc industrz

' One of the factors the Commission must con51der under the
1984 Act~1s whether there are any "...demonstrable adverse
.trends that 1nd1cate the probablllt& that the 1mportat10n (or

sale for 1mportat10n) of the merchand1se (whether or not it is

actually being imported at the time) will be the cause of
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actual injuty.?l Oné such "adverse trend" in fhis investigation
is the increasinq vulnerability of the domestic industry.

| During the perjod covered by‘this investigation, the
performance of the other tillage tools industry followed much
the same patfern as that for the disc industry. although the
1985'decrea8es in ?toduction. capacity.utilization. shipments,
and"employment were Qé;ensibly lgss severe than those
ekperiénced by disc producers. However, midyear 1985 producer
inventories of other tillage tools were 18 percent higher than
midyear 1984 igven;ories. in contrast to sharply lower
inventory_leveis fér‘discs in 1985. Purchasers' inventories
ballooned 72vperéent_over_the_midyear.1984 level. Thus,. the
less sevére deciines in production, utilization and shipments
are miﬁleading‘indiéators of the performance of this industry,

Fufther,‘there was a decided downturnlin the p:ofitabiiity

of the othei tillage tools industry in the first half of 1985,
aé operating profits fell to 7.8 percent compared to 9.3
’percenp for_the same period in 1984 and 10.1 percent for
full-year 1984. It is interesting to note there was a
dispa;ity in the profitability of those firms importing a
portion qf their tillage tools and that of nonimporters. The
operating profit ratios for importing firms in 1984 and in the
first hélf of 1985 were larger than the_éomparable ratios for
nonimporters. It is:notAsutprising that firms choose to import
portiéns of fheir lines to increase their compétitiveness.

_ The immediate prospects for the other tillage tools.

industry are not bright. This year has not been.a good one for

farmers, and the near future does not promise much relief.
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surpluses and low prices for key farm products in 1985 probably
will bring production cutbacks and more farm foreclosures in
1986. This will reduce the markeét for tillage tools still
further and increase the competition for shares of that:
shrinking market. Under such conditions, an industry with"
already diminishing profits and rising inventories will be
vulnerable to injury from increasing, low~priced.'éubsidized

imports.

Threat of material injury by reason of subsidized impotts
The other factors that must be examined under the 1984 Act

address causation considerations -~ prospective volume of
impdrts, market penetration and price effects, as Qell as
existing import inventory levels. As part of assessing
prospective import volume, the Commission is to evaluate the
possibility of increased foreign production of the merchandise
under investigation.

Unlike most of the domestic producers, the Brazilian
exporting producers manufacture both discs and other tillage
tools in the same facilities, "employing the same technology.
.marketing. and sales organizations." as the Commission}repdtt
points out. The interrelationship between the ﬁrazilian
production of discs and other tillade tools is underscored by
the report's statement that "Scrap metal left ert from disc
production typically is used to hake other ti;lage tools."

The trend for Brazilian production of other ;illage tools

is unmistakably up. Producers' data show a sharp increase in

production between 1982 and 1984. Combined capacity to produce
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discs and other tillaée tools increased 32 percent from 1982 to
1983 and an additional 24 ﬁercent in 1984.

The exporting producers have stated that they were
manufacturing at 84 percent of capacity in the first half of
1985 (for both discs and other tillage tools -- the data |
supplied do not indicate capacity or utilization for éach
product). However, it should be noted that one producer
.reduced its 1985 capacity figure because of alstrike, thus
making the reported.total capaqity lower énd the utilization
percentage higher than actually was ;he case.

Clearly there is some unused capacityifor other tillage
tools production. Also, in view of the rapid expansion of the
Brazilian tillage tool industry since 1982, there is little
doubtvthat.expansion will continue if economically justified.
Furthermore, although discs are m;de using machinery that
differs from that used to make otherAtillage tools, they are
made in the same facilities usihg_the same technology.
Producers can easily shift resources such as workers and raw
materials from disc production to producing the other tools.
Countervailing duties on disc expdrts may weli spur such a
" shift of resources.

our investigation shows that the United States is fhe
principal market for Brazilian tillage tools. Exports of other
tillage tools to this country did not begin until 1983. The
unit import level for 1984 was significantly highe: than in
1983; and the first half of 1985 brought a further substantial

increase over the comparable period in 1984. The import volume

was particularly high in the first quarter of 1985 before
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retroactive‘duties might be a consideration for importers.

Although there was a drop in the import level of other
tillage tools as well as discs in the second quarter of 1985 as
qompared to the fifst quarter, the import level of other
tillage tools (in terms of units) remained about the same as in
the comparable 1984 period. The Commission report quotes
Brazilian sources as éaying that the statistics in this period
reflect a short-term situation resulting, in part, from the
reluctance of purchasers to make commitmentg during the
investigation. The report sta;és'"Brazilian observers expect
the industry" (that is.hthe industry producing both discs and
other tillage tools) "“to resume its overseas séles expansion in
1986. | o

Inventory levels also had a dampening effect on
gsecond-quarter 1985 imports. Impo;te;s' inventories of other
tillage tqols from Brazil were slightly lower in the first half
of 1985 than in the comparable 1984 period: however, the
end-of-period level reflected a substantial proportion of the
quantity imported in the period. Purchasers’ inventories of
Brazilian imports were over 22 percent higher in 1985 than in
the comparable 1984 period.

Penetration fiqures indicate_that the imports of‘other
"tillage tools were succgssful in capturing an increasing U.S.
market share. On a quantity basis, penetration rose from 5.8
perceht'of apparent U.S. consumption in.the first half of 1984
to 7.6 percent in the comparable 1985 period. This compares to

only 4.3 percent in 1983.
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Investigation data show substantial undétselling of the
domestic product bY Brazilian imﬁdrts of other tillage tools,
ranging up to 30 percent. The Commission confirmed a number of
sales lost to imﬁofts on the basis of price. It is not
surprising, then, that the data on U.S. pticeé show evidence of
price ‘suppression after the Brazilians entered the market in
1983. | .

There is no 'information on the record that the Brazilians
will*alter their pricing policies in the future. In fact the
data on the value of other ‘tillage tools imports in the first
half of 1985 show a substantial .drop in unit value from the
comparable pericd in 1984. This indicates increasingly
aggressive pricing in the face of poor market conditions.'

After consideiing the trends in import volume and
.penetration'and the facts pointing to. the probabiiity'that
Brazilian exports to the United States will increase in the
néar”future, I must conclude that the domestic industry
producing other t}llage tools will face increasing competition
from subsidized_Brazilian imports. fn view of the pervasive
undgrgelling by the imports, resulting U.S. price suppression,
and the deqreésing unit values of imports, I believe that the
domestic in&ustry. already showing signs of deterioréting
‘performance in a weak agricultutal economy, is threatened with

material injury by reason of those imports.
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ADDITIONAL AND DISSENTING VIEWS

OF VICE CHAIRMAN LIEBELER

I join with the Commission majorityAin their
discussion of the like ptodubts and domestic
industries. I also join with fhe éommission majority
in their discussion of other tillage tooié aqd the
}condition of the'indus;ry'producing?discs.:‘Eecause I
have found that ;he;e_is no causal connection between
the condition of the disc industry and the subsidized
imports from Brazil, I offer these additional and

dissenting views in Inv. No. 701-TA-223 (Final).

In Certain Red'Raspbe;riesvfrqm Canada, 1I

developed a five factor approach to analyze causation
in Title VII final investigations.li In that

opinion I stated my five factor_approach as folldéa:

- The stronger the evidence of the following,
however, the more likely that an aff1:mat1ve
determination will be made: (1) large and
increasing market share, (2) high dumping
matgins, (3) homogeneous products, (4) declining
prices, and (5) barriers to entry to other
foreign producers ‘(low elasticity of supply of
other 1mports)

lsee also Iron Construction Castings from Brazil,
Canada, India, and the People's Republic of China,
Inv. Nos. 701-TA-249 and 731-TA-262-65 (Preliminary),
USITC Pub. 1720 (1985) at 11, note 34. :

2Ccertain Red Raspberries'from Canada Inv. No.

731-TA-196, USITC Pub. 1707 (1985), at 16 (Additional

Views of Vice Chairman Liebeler).
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My negative détermination on discs is based on
this approach. With respect to the first factor,
large and increasing market,ahare,-discé from Brazil
held a 17.2 percent ﬁarket share in 1984, up from 1.3

percent in 1982.3

The second factor is a high dumping margin. The
Red Raspberries investigation was an antidumping duty
investigation brought under section 731 of the Tariff
Act of-193o. This investigation is not an
antidumping duty investigation, but a countervailing
duty investigation. Thus, the behavior alleged was
not dumping by the foreign firms; but subsidization
by a foreign gqvefnment. Accordingly, in-a subsidy
case the margin of subsidization replaces the dumping
margin. In this investigation, Commerce has
determined the net subsidy to be 8.06 percent ad

valorem.4

The third factor is the homogeneity of the
products. There are a number of possible ways to .
decide how closely substitutable two goods are.
Price is one sﬁcﬁ indicato;; In commodity métkehs’at

any point in time, all goods sell for the same

3Report at Table 2.
41d. at A-2.
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price. This is because all goods are perfect
substitﬁtes for one another. ‘When goods are not
perfect substitutes, price can provide a lower bound.
for the substi;utability. The greater the difference
in the price of competing the goods, the more they
differ.5 The prices of 16-inch diameter discs have
differed by as much as 37 percent.6 For 22-inch
.diameter discs; there have also been significant

‘ p:ice'differences.7 These price differences imply

. that there are substantial differences among discs of
the same diameter; Thus, they are not very

homogeneous.

The fourth factor ‘is decliningvprices. Since the
first quarter of 1983, the Uniﬁed States producer
average price for 16-inch diameter discs has
declined.eﬂand-tﬁe United States avefage'producer
price for 22-inch diameter discs haé risen.9 Thus,

there has been no significant decline in prices.

5The converse does not hold because two goods with
very different characteristics can have the same
price. :
6Report -at Table 18.
71d4. at Table 19.
814. at Table 18.

91d4. at Table 19.
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TheAfifﬁh-factor is the presence of barriers to
entry. Imports of discs from sources other than
Brazil have been present to such an extent as to
indicate that: there are no substantial barriers to

entry. 10

The record in this investigation leads me to the
following conclusions: There is substantial
variation among discs of the same diémeter. theie has
been no significant decline in disc prices, and discs
from Brazil account only for a portion of imports of
discs. In light of the nohfungible nature of discs,
a subsidy of 8.06 percent ad vaio:em is not very
large. Thus, although there has been substantial
growth in imports of discé from Brazil, and Brazil
now has a moderate share of the.Uhited States market;
the second through fifth féctors compel me to
conclude that.imports of discs subsidized by the
government of Brazil do not materially injure or
threatén to maﬁerially injﬁre the domestic industry

producing discs.

101d. at Table 2.






INFORMATION OBTAINED IN THE INVESTIGATION
Introduction

On September 28, 1984, a petition was filed with the U.S. International
Trade Commission and the U.S. Department of Commerce by counsel on behalf of
Ingersoll Products Corp. (Ingersoll), Empire Plow Co., Inc. (Empire), and
Nichols Tillage Tools, Inc. (Nichols). The petition alleged that the
production and/or exportation to the United States of agricultural tillage
tools, provided for in item 666.00 of the Tariff Schedules of the United
States (TSUS), are being subsidized by the Government of Brazil, and that by
reason of sales in the United States of such subsidized products an industry
in the United States producing and selling the like product is materially
injured, or is threatened with material injury. Accordingly, effective
September 28, 1984, the Commission instituted investigation No. 701-TA-223
(Preliminary) under section 703(a) of the Tariff Act of 1930 (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 the allegedly subsidized merchandise. On November 13,
1984, the Commission determined that there was a reasonable indication that an
industry in the United States was threatened with material injury by reason of
the subject imports.

On June 10, 1985, Commerce made a preliminary determination that there is
reason to believe or suspect that certain benefits that constitute subsidies
within the meaning of section 701 of the act are being provided to
manufacturers, producers, or exporters in Brazil of the subject products (50
F.R. 24270, June 10, 1985). Effective that date, the Commission instituted
investigation No. 701-TA-223 (Final), to determine whether an industry in the
United States is materially injured or is threatened with material injury, by
reason of imports of such merchandise 1nto the Un1ted States (50 F.R. 28292,
July 11, 1985).

Commerce made its final subsidy determination on August 19, 1985 (50
F.R. 34525, Aug. 26, 1985). The Commission is scheduled to vote on this case
on October 1, 1985, and transmit its final injury determination to Commerce on
October 7, 1985. A public hearing in connection with the Commission's
investigation was held in Washington, DC, on September 10, 1985. Notice of
the public hearing was duly given by posting copies of the notice in the
Office of the Secretary, U.S. International Trade Commission, Washington, DC,
and by publishing the notice in the .Federal Register of July 11, 1985. 1/

Nature and Extent of Subsidies

On August 19, 1985, Commerce determined that the following benefits,
which constitute subsidies within the meaning of section 701 of the act, are
being provided to manufacturers of tillage tools in Brazil: Preferential
working-capital financing for exports, export financing under the CIC-CREIGE
14-11 Circular, FINEX export financing, income tax exemption for export

~ 1/ Copies of the Commission's and Commerce's notices are presented in app. A.
A list of witnesses that appeared at the hearing is presented "in app. B.
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earnings, and FINEP long-term loans. Respondents stated that FINEX financing
has not been available since September 1984 and, furthermore, that tillage
tools are not eligible for FINEX, only whole tillage equipment. In respounse
to Commerce's questionnaire, the Government of Brazil stated that the subject
tillage tools were eligible for FINEX. 1/ Commerce determined the net subsidy
to be 8.06 percent ad valorem and further determined that critical
circumstances exist with respect to the subject imports.

The Product

Descrigtion

Tillage tools are fabricated carbon steel products used as components of
tractor-pulled tilling and cultivating implements. Tilling and cultivating
implements are used primarily in dryland farming to modify terrain or prepare
topsoil for planting. Tillage tools are the elements of an implement that
actually engage the soil surface.

Such tools may be round, rectangular, triangular, or other shapes. They
vary in dimension, thickness, and weight, depending upon intended use. The
useful life of these tools depends upon soil conditions, soil moisture, and
the speed at which the plow or cultivator operates. The average service life
can vary from one-fourth of a planting season to as long as 5 years.

Discs are round shaped, concave, or flat pieces mounted in rows on a plow
frame, and they revolve when the plow is in use. They may vary from 6 to 42
inches in diameter and are used primarily in hard, dry, and sticky soil
areas. Because of their market significance, discs are discussed separately
in this report to the extent possible. The remainder of the subject tillage
tools are hereinafter collectively referred to as "other tillage tools."” They
include sweeps, chisels, furrow shovels, tines, and points as well as knives,
drills, listerbottoms, rotary tiller blades, bed-shap1ng tools, plowshares,
plowshins, moldboards, and so forth.

There are many distinctly different products within each of the product
categories, depending on the size, type of edge, shape, location and size of
mounting holes, and other characteristics. There are approximately 50 to 100
different discs and 300 to 400 different items defined as "other tillage
tools” for the purposes of this investigation.

The U.S. producers, representatives of U.S. importers, and purchasers of
the merchandise imported from Brazil agreed at the staff conference during the
preliminary investigation that there is no difference in apparent quality and
" suitability for the intended use between the subject products produced
domestically and those imported from Brazil. There was further discussion on
relative quality during the hearing; advertisments that claim the advertised
product's superior quality and company tests were submitted. U.S. purchasers'
responses to questions on relative quality are presented in the pricing
section of this report.

1/ 50 F.R. 34527.



Uses

Discs and other tillage tools are used in substantially similar ways in
the soil preparation and during the planting and growing season. In some
cases, the implements that use the tillage tools are equipped with discs only
or with "other tillage tools" only. 1In other cases, certain types of discs
are mounted on the same equipment with certain types of "other tillage tools"
and are used simultaneously. A more detailed description of the uses of some
of the tillage tools follows.

Discs are used for primary tillage, i.e., to break the ground before
planting (in some areas the ground breaking/primary tilling function is
performed by plows that are in the "other tillage tool"” product category in
this report). The number of discs mounted on one piece of tillage equipment
can vary from 3 to 94. _

"Colters"” are a special kind of disc that are mounted on plows in front
of plowshares, plowshins, and moldboards ("other tillage tools"). The
functions of colters are to loosen the ground somewhat before the plow turns
the ground and to prevent trash from accumulating in front of the plow.
Colters are estimated to account for approximately 20 to 30 percent of total
disc consumption. .

Another type of special disc is the furrow opener blade. These discs are
used principally to retard erosion, in irrigation, and in preparing the
seed-bed. Furrow opener disc blades are attached to implements along with
furrowers (double v-shaped moldboards) to create small shallow ditches or
ridges in a field. These ditches or ridges are created after harvest but
prior to the winter to retard water erosion; they are also created before
planting to create ridges onto which the seeds are planted, and during
cultivation to form avenues for water to pass through the field for irrigation
. purposes. Furrow opener blades are also used prior to planting in the spring
to "ridge" the soil, thus allowing it to dry out faster.

"Other tillage tools™ include 300 to 400 different tools depending on the
sizes, shapes, angles, thicknesses of material, size and location of mounting
holes, and other characteristics. There are approximately 80 different chisel
plow sweeps, 40 to 50 plow parts (shares, shins, moldboards), 40 different
points and subsoiler points, 30 field cultivator sweeps, 30 furrowers, 20
knives, 20 shovels, 20 row crop cultivator sweeps, 10 to 20 chisels, and so
forth. Other tillage tools are used for soil preparation prior to planting,
for cultivation during the crop's growing cycle, and for postharvest soil
conditioning.

Plows consist of three basic replaceable elements. They are plowshins,
plowshares, and moldboards (one each per plow). Plowshins are the leading
edge of a plow and are prone to wear. A plowshare is a rectangular shaped
cutting edge that is attached to the front of a plow. This is the portion of
the plow that makes first contact with the soil. A moldboard is a three-sided
wedge-shaped metal plate to which the plowshin and plowshare are attached.

The primary functions of the plowshare and moldboard are to cut narrow ditches
in the soil (furrow slices), to break up the soil, and to invert the slices,
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fhus burying the ground cover. The width of the furrow is dependent upon the
size of the moldboard.

Furrowers are tools different from plows although they appear as dual
plow moldboards that are attached in a v-shaped configuration. Furrowers
create a furrow by displacing the dirt onto both sides; they are used at
various times of the year.

Sweeps are generally triangular-shaped (arrowhead) tools. Some sweeps
are used for soil preparation and conditioning, others for cultivating fields
already planted. A cultivator has an average of 15 sweeps which, when in use,
bridge the emerging rows of crops to cut the weeds and aerate the soil between
the rows. Cultivating by sweeps is performed several times during the growing
cycle. The sweeps differ in the width of cutting as well as the angle and
depth of penetration into the ground.

The strength of the sweep required depends on the moisture content of the
soil at the particular time. The root structure of the crop and the
prevailing soil composition of the region also determine the type of sweep to
be used. These same variables also determine the exact specifications of the
chisels, points, knives, and other tillage tools selected from a variety of
those product groups.

A knife is a straight piece of metal with a right-angle bend at the tip
where it contacts the ground. Knives are attached to frames that allow them
to pass very close to the crop, cutting down all weeds growing in the furrows
and mulching the soil surrounding the emerging plants. Knives are used
primarily for crops (vegetable and cotton) where sweeps would cause damage
when passing close by.

Chisels are curved pieces of metal used primarily for breaking up the
subsoil in order to allow air and moisture to penetrate. Chisels are mounted
onto wheel-supported frames that are pulled across fields, usually in the fall
after harvest. These tools break up the ground and smooth it out for the
following winter months in preparation for spring planting.

Manufacturing processes

Discs.--The manufacturers of these products begin with semifinished steel
slabs of varying widths and lengths, usually formed from specially tailored
high-carbon steel (grades 1080-1090). The steel slabs are cut to length,
cross rolled for inclusion control (i.e., rolled in a direction perpendicular
to the original mill-rolling direction), and then rolled/leveled to final
gauge thickness. There are also other rolling methods, depending on the exact
specification of the steel used. The cross-rolled sheets are then blanked
into concave circular pieces by forging presses or drop hammers. The blanks
are given part identification numbers and a centerhole. They are then heated,
edge bend rolled, formed, reheated, quenched, and tempered. After heat
treating, the disc blades are sharpened, painted, and packaged for shipment.

Other tillage tools.--Other tillage tools also are normally formed from
high-carbon steel, generally 1080 grade, because of the abrasive resistance
characteristics needed by ground-working tools such as chisels, sweeps, and
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furrowers. The steel is generally purchased as bars, strips, sheets, or
plates, depending upon the size of the desired tool. It is cut, sheared, or
blanked and heated to a plastic state in an electric induction or gas furnace,
then passed through a series of forging presses or drop hammers where it
acquires its final form and. is given a cutting edge. The shaped blank is
trimmed of excess materials, cooled, heat treated to improve the mechanical
properties of the finished product, painted to retard surface rust, packaged,
and shipped ready for installation.

U.S. tariff treatment

Tillage tools are classified as parts of agricultural machinery and
implements under item 666.00 of the Tariff Schedules of the United States.
Imports of tillage tools into the United States under TSUS item 666 .00 are
free of customs duty.

The U.S. Market

U.S. producers

Tillage tools are known to be produced in the United States by 15 firms.
The majority of these firms produce a wide variety of tillage tools. Tillage
tool manufacturing facilities are located primarily in Iowa, Ohio,. and
Illinois. There are three petitioners in this investigation, Ingersoll,
Empire, and Nichols.

Ingersoll, one of the petitioners, is located in Chicago, IL. It is the
largest domestic manufacturer of discs. Ingersoll produces a full line of
discs of varying configurations, ranging from 6 to 42 inches in diameter and
sells them historically to original-equipment manufacturers (OEM's). * % %
Ingersoll's production and sales is accounted for by discs. 1/

Empire, the second petitioner, is located in Cleveland, OH. It
manufactures a variety of tillage tools, except discs and plowshares. Chisel
plow sweeps and field cultivator sweeps account for the largest portion of
Empire's sales and production. Empire sells tillage tools to OEM's, primarily
for resale as replacement parts by the OEM dealers, and to wholesale
distributors for resale, also as replacement parts, to independent implement
dealers. 2/ 1In 1985, Empire was acquired by McKay of Australia, an exporter
of discs to the United States; McKay of Australia also owns McKay of Canada,
an exporter of other tillage tools to the United States. :

Nichols, the third petitioner, is located in Sterling, CO. It produces
sweeps (e.g., row-crop, field-cultivator, danish, chisel-plow, and
planting-wing sweeps), furrowers and busters, drill shoes, tiller blades,
points and shovels, and vegetable tools. The majority of the tillage tools .

1/ A detailed description of the company's operations is provided in the
transcript of the staff conference, Oct 25, 1984, pp. 8-15.
2/ Ibid., pp. 15-24.
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produced by Nichols are marketed through wholesale distributors as replacement
parts. 1/ '

Herschel, located in Indianola, IA, is a wholly owned subsidiary of the
Steego Corp. Herschel manufactures tillage tools, replacement chains, tractor
parts, and hydraulics. Sweeps and points account for * * % of Herschel's
tillage tool production. . Company officials indicated that Herschel produced
discs prior to 1984; * x x, 2/ Herschel ceased production of discs in 1983,
and has been importing them from Brazil; * * *, Herschel markets most of its
tillage tools through independent farm machinery dealers, with a smaller
portion going to OEM's. * * X,

Wiese, located in Perry, IA, produces a full line of tillage tools,
except discs and sweeps. Specifically, Wiese produces plowshares, moldboards,
landsides, shins, chisel spikes, and fertilizer knives. Wiese turned to
Brazil as a source of disc blades and sweeps. Weise imports these products
from Brazil because, according to a Wiese official, the major domestic
manufacturers either refuse or are reluctant to sell to Wiese because of their
policy to sell only to OEM's (Ingersoll) or because Wiese was a competitor in
the same market. 3/ **%, The majority of Wiese's tillage tools are marketed
as replacement parts through distributors, chainstores, buying groups, small
OEM accounts, and cooperatives. 4/

Osmundson, located in Perry, IA, produces discs, sweeps, spikes and
shovels, plowshares, and plowshins. Osmundson markets its tillage tools as
replacement parts in the aftermarket. The company states that "in 1982 most
of its large accounts started to purchase cheaper products from Brazil. We
(Osmundson) made a decision that in the short term we should also import the
products to be competitive in the marketplace. We could sell the Brazilian
imports (cost plus profit) for about the same prlce as our manufactured items
cost to make."

Deere & Co. manufactures a wide range of agricultural, industrial and
consumer products. Deere, located in Moline, IL., is a large publicly held
corporation. Tillage tools produced by Deere range from small tines to large
sweeps and bottoms. Tillage tools account for * * * percent of Deere's total
farm equipment sales. 5/ Deere markets its tools through its wholly owned
subsidiary, John Deere Co,, that in turn sells the subject products to
independent John Deere dealers. Deere also purchases domestically produced
disc blades for resale.

1/ Ibid., pp. 24-30.

2/ Telephone conversation between Herschel official and S. Vastagh of the
Commission's staff on Sept. 24, 1985.

3/ Transcript of the staff conference p. 101, and questionnaire response of
Wiese Corp.

4/ A description of the history and operations of Wiese Corp. was given
during the staff conference. Tr. pp. 96-116.

5/ Deere is the only company involved in this case whose tillage tool
manufacturing. operations do not represent the majority of the company's
operations.
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Piper Industries is'located in Collierville, TN. It manufactures a full
line of other tillage tools that are marketed through dealers, distributors,
and OEM's. ' o '

U.S. Agriculture, Inc. (USAG), was formed in Rome, GA, in 1982, as a
successor for International Disc Corp., a Michigan manufacturer of discs.
USAG planned to fill the void that was perceived to have been left by the exit
from disc manufacturing of Crucible. The President of USAG stated at the
staff conference during the preliminary investigation that his company ceased
production in June 1984 as a result of financial losses that allegedly were
caused by U.S. sales at depressed prices of discs imported from Brazil. 1/
However, USAG provided no data to the Commission on its production and
financial experience. There are statements on the record that USAG was unable
to fulfill its obligations with respect to orders for discs it obtained.

Futch Manufacturing Co. was founded in 1976 to manufacture tillage tools
and other parts for sale primarily in the Southeastern United States. In an
affidavit, Futch Manufacturing's spokesman states that it has acquired disc
producing equipment but has never made a disc because imported discs are sold
for less than the cost to Futch of the raw material needed to make a disc.
Futch further states that it lost other tillage tool business to imports from
Brazil and the United Kingdom. Futch's lost sales allegations primarily
involve British products. Futch Manufacturing did not provide usable
‘financial data on its operations producing the subject tillage tools.

Industry sources indicate that prior to 1982 the second largest domestic
producer of disc blades was the Crucible Steel Co., accounting for
approximately 40 percent of the domestic market. In 1981, however, Crucible
ceased production and went out of business. In 1982, Crucible's sales team
organized a new company, Farmo, Inc., and became the U.S. sales company for
Marchesan Implementos E. Maquinas Agricolas of Brazil. Marchesan sells its
discs and other tillage tools through distributors to OEM's and in the
aftermarket.. '

The producers, their plant locations, and their share of value of 1984
sales of domestically produced merchandise are shown in table 1.

1/ Transcript of the staff conference, pp. 30-34, 42-44, 51-52 and 58-60.
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Table 1.--Tillage tools: U.S. producers of tillage tools, location of their
establishments, and sdles of domestically produced merchandise, 1984

: : Share of value of

Item and firm : Plant location : 1984 sales of U.S.-
: T . : _produced tillage tools
: It percent—————--
Discs: : . .o
Ingersoll Product Co ——————— : Chicago, IL. : : R
Osmundson Mfg. Co~---------: Perry, IA. o ' bededad
Total-~———-—mmmmmmm e : ) *kk
Other tillage tools: : : :
Acme— -~ : Filer, ID. : 2/ xkk
Adams Hard Facing---------- : Guyman, OK. : *kk
Crescent Forge-------------: Havanna, IL. : 3/ *kk
Deere & Co———--—~-—- .~—~—-~--: Moline, IL. : atated
Empire Plow Co---—-——=—- ~~-: Cleveland, OH. - - : Kok
Futch-——————— - : Nashville, GA. : *kk
Herschel Corp 1/-----------: Indianola, IA. : Kkk
Nichols Corp---—-—=—v—=-u--= : Sterling, CO. : *kk
Nixdorf-Beall Mfg--——---—---: St. Louis, MO. : , *kk
Piper Industries, Inc------: Collierville, TN. o 3/ KKk
Osmundson Mfg. Co--—--————- : Perry, IA. : Latat ]
Star Manufacturing-------—-- : Freeport, IL. . : -3/ *kk
Wiese Corp——-—-———wm—mmmeeuo : Perry, IA. : : : : fadatoll

Total--——rem e P - - : : 100

1/ Ceased production of dlscs in 1983 and is presently importing discs from
Brazil.

2/ % * %,

3/ Data provided verbally by company spokesmen. .

Source: Compiled from data submitted in response to quest10nna1res of the
uU.s. Internat1onal Trade Commission. :

U.S. igporters

The three Brazilian firms that are exporting the subject tillage tools to
the United States at present are Marchesan, Baldan, and Semeato. The fourth
Brazilian producer, Metisa, has attempted to sell in the United States, but is
not currently exporting.

Each Brazilian producer sells the majority of its exports to a single
U.S. importer that, in turn, acts as a "super" wholesaler-distributor and
resells the products to other distributors, dealers, and OEM's. Marchesan's
products are imported by Farmo, Inc. (Farmo); Baldan's products by Agridisc &
Implements Corp. (Agridisc); and Semeato's products primarily by * * *x, In
addition to these principal importers, the Brazilian producers also sell
directly to several additional U.S. companies. .

Farmo.--The company was started in 1982 for the purpdse-of'importing the
subject products produced by Marchesan and marketed in the United States under
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the brandname "Tatu." The stockholders of Farmo are also stockholders of
* % %, . The Farmo staff was recruited from the sales staff of Crucible.
'Farmo sells to both the aftermarket and to OEM's.

Agridisc.--The company was started and incorporated in Florida in April
1982. It employs * * * people in * * * gquare feet of office space. - Agridisc
imports and wholesales the subject tillage tools and other equipment for the
farm industry. The company reports that most of its customers have never
purchased the subject products from U.S. manufacturers,. but have instead
purchased for years from France, Australia, and Canada. *%%x, Agridisc sells
mostly to wholesalers and chainstores. :

Agridisc has about * * % customers. * X X of these customers accounfeh,
for X * x of Agridisc's total sales of the subJect products, as shown in
the following tabulation (in percent)

, .Herschel.f;This_cohpany stopped ménufacturing discs in 1984 * x x, fhe
company also stated that “the decision to import Brazilian disc blades was
based X * % " Herschel **x mgnufactures the other tillage tools in the United
" States. ‘ . ..

Herschel reports that it does not support the petition because:

* * * x *x * x
: Wiese Corp.--This company is a manufacturer of a complete line of_tlllage

tools, except for discs and sweeps, which it imports from Brazil.
Wiese reports that it does not support the petition because:
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Central Traeﬁor Fern‘&'Familx Center, Inc.--This company is a privately
held corporation operating a chain of 35 retail stores that sell farming and

hardware items. It imports the subject products from Brazil. 1/ * % %,

* x * --This company is a wholesaler of discs. It imported * * *;
currently it~ 1mports '* X %, The company states that "our inability to
purchase good quality discs manufactured by U.S. manufacturers at competitive
prices—-such as Ingersoll products—-forced us a number of years ago to seek
overseas suppliers "2/

* % %,--This wholesaler bought discs overseas for over 15 years; it
switched entirely to Brazilian imports in 1983 84. The company's sales have
grown 10 percent annually sxnce 1975 :

* % %, _.-A wholesaler operating primarly in * * X, It began importing
Brazilian discs and other tillage tools in October-December 1984.

X % %,--An OEM, importing * * * of discs from Brazil, * * X,

X %k X % x %, Tt imports discs from Brazil and uses the imported discs
as part of the original equipment it sells and also as replacement parts.
Similar to. the approximately 250 to 300 OEM's that make implements of various
kinds that are ‘equipped with the subject tillage tools, * * * makes
specialized types of tillage implements for a regional market and imports the
discs needed therefor. * * * the company did not respond to the Commission's
questionnaire. ‘ : '

Channels of distribution

Sales of tillage tools by U.S. producers and importers are to either
OEM's or to the replacement market. OEM's generally purchase tillage tools
for use as components on farm implements they produce. OEM's also compete in-
the replacement market through sales of brand name tillage tools to related or
independent dealers. There are an estimated 250-300 OEM's that manufacture
various types of tilling and cultivating implements. These are generally
small companies (with the exception of a few major ones) that make one or a
few of the many specialized tilling implements, usually for a local or
regional market. U.S. producers and importers of tillage tools from Brazil
compete directly in the OEM market foi sales to farm implement manufacturers.
Industry representatives reported that approximately 40 to 50 percent of the
disc sales and 20 percent of other tillage tool sales are made to OEM's, with
the remainder to the replacement market. 3/4/ .

1/ A detailed description of the company's operations can be found in the
transcript of the staff conference at pp. 116-124. :

2/ Questionnaire response.

3/ Transcript of staff conference, pp. 63-64.

4/ Industry representatives cautioned that these ratios can change
appreciably from year to year, depending on market conditions. For example,
when the farm economy is weak, the portion of tillage tool sales to the
replacement market will increase. The long-term trend for OEM sales has been
downward, however.
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Tillage tool sales to the replacement market are generally through
wholesalers/distributors that sell to dealers or parts houses, that in turn
sell to the farmers. 1/ Dealers sell both farm equipment parts (including
tillage tools) and complete farm equipment; parts houses sell a broad range of
farm equipment parts in addition to the subject products, but not complete
farm equipment. The replacement market services the needs of farmers that
choose to replace wornout tillage tool components.

In the replacement market, tillage tool importers and U.S. producers
generally compete directly for sales to wholesalers/distributors, although
competition can also be at other distribution levels. For example, Ingersoll,
the major U.S. disc producer, has a policy of selling disc blades only to OEM's
> and does not compete directly in the replacement market. However, it competes
,1nd1rect1y in the replacement market through the OEM's it supplies. Smaller
U.S. producers may sell directly to dealers, but some of these have different
‘price lists for such sales. Importers may also sell directly to dealers.

The following tabulation shows the approximate distribution of the sales
of maJor U.S. producers and importers of dlscs between OEM and aftermarket
uses 1n 1984 (1n percent)

'1.} N

Company - ~ OEM ‘Aftermarket
. U.S. producers: _

o ) - Ingersoll---+—-—cewmwua- *x%x%k . . ——
] * Osmundson--—--—-——-——-- Cokkk *kk

Importers _ o . - :
Agridisc--~——-—m——e e : "AK - Tk
Farmo--———-———-c—eme~ mde TRk T kk%
" Herschel--——=—e—mv —— Cokkk : Tkk
Wiese—Q ——————————————— T kK% . kK

: The“following tabulation shows the approximate distribution of sales of
major U.S. producers and importers of other tillage tools between OEM and
aftermarket customers in 1984 (in percent):

Company . OEM " Aftermarket

U.S. producers: »
‘AdAMS — =~ mmm e KKK Fkk
Empire————-——————e—oomv *kk Kok
Deere & Co—-—--mmeeuee *k%k o k%
Nicholg§—-————mmmmmmle e Kk% *hk
Nixdorf--——~--————-—~- , Kk X Kkk

Osmundson----—=—==————= *kk Kkk

~ -1/ These channels of distribution ére not always strictly adhered to. For
example, large parts houses can buy directly from tillage tool producers and
compete with wholesalers/distributors for sales to dealers.
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Company - OEM Aftermarket
Importers:
Agridisc--———ccemno dokk Jokk
Farmo-—-———-—cwmme oo Kk AKXk
Herschel--—————ceun SR %*kKk - kKK
Wiese-——=—e e - kK KRk

Apparent U.S. consumption

The result of the decline in the U.S. farm economy beginning in the early
1980's was that farmers bought less tillage equipment (on which the subject
tillage tools are mounted). Rather, they repaired the old equipment, '
purchasing new parts. These new parts, the ground engaging tillage tools, are
the subject of this investigation. Thus, a decline in the farm economy
affects the consumption of tillage tools to a much lesser extent than it
affects the consumption of equipment. 1/

Consumption of tillage tools in 1983 may have been negatively affected by
the U.S. Government's payment-in-kind (PIK) and other acreage control _
programs. In the PIK program, the U.S. farmers that reduced their planted
acreage were reimbursed with products to replace the crops not produced.
Acreage control programs affected 77 million acres in 1983, 29 million acres
in 1984, and 30 million acres in 1985. Because a bumper crop is expected in
1985, the acreage control programs are also expected to increase again in
1986. Another factor affecting the consumption of tillage tools is the
current school of thought that advocates "minimum till"” and "no till"
cultivation. 1Its proponents prefer the use of chemicals for weed control over
tilling because breaking up the ground through tilling hastens soil erosion.
It is not known how "minimum till" and "no till" will be accepted by U.S.
agriculture in the long term, but some speculate that the residual effects of
the increased use of chemicals and the U.S. consumers' fear of chemicals will .
decrease the no till cultivation. No till farming is practiced on less than §
percent of the total area farmed in the United States.
Data on imports of tillage tools are necessary for calculating apparent
U.S. consumption. Such data are not available from a secondary source such as
official import statistics collected by the U.S. Department of Commerce,’ :
because the TSUS numbers covering the subject products include products other
than tillage tools. The Commission did collect primary (questionnaire) data
on imports from Brazil. Obtaining complete primary data on imports of tillage
tools from France, Australia, the United Kingdom, and Canada is not feasible
because these exporters sell in the United States directly to a very large
number of U.S. farm equipment OEM's, wholesalers/distributors, and dealers,
rather than through a few importers. For these latter countries, the
Commission obtained data from the foreign exporters through the U.S. State
Department. Data on apparent U.S. consumption of discs are shown in table 2.

1/ Such a decline is likely to shift some of the sales of tillage tools from -
OEM equipment dealers to replacement-part retailers.
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U.S. consumption of discs increased slightly from * * * million in 1982
to * * *x million in 1983. In 1984, consumption increased sharply to * * %
‘'million , or by 34 percent. In January-June 1985, consumption sharply
decreased to * * * million from * * * million in the previous year; or by 33
percent. Although consumption of discs increased from 1982 to 1983, domestic
shipments decreased by * * * percent during the same period.- Most of the 1984
increase in consumption was supplied by the increasing imports rather-than by
domestic shipments.

U.S. consumption of other tillage tools decreased slightly from 1982 to
1983. In 1984, consumption of other tillage tools increased sharply to * * %
million from * * * million, or by 28 percent. In January-June 1985, o
consumption of other tillage tools decreased, but not as sharply as that of
discs, from * * * million in January-June 1984 to * x * pillion in. January-
June 1985, or by 9 percent. :

Table 2.--Tillage tools: Domestic shipments, igports. apparent U.S.
consumption, and market penetration, 1982-84,-January-June 1984,
and January-June 1985 :

3

January—June

Item D 1982 | 1983 ° 1984 -
: . . 1984 " 1985

Discs: : : : S ool
Domestic shipments---1,000 dollars--: kXX *kk hkk hkk o *kk
Imports from Brazil-----~--e—no do——--: AKX Ckkk o kkk o RXK khk
Imports from other sources ---do----: kXX . Xkk Lodadedii - kkK 2 kKX
Total imports——--———--—-—--—o do----: balot xKX : ot L I kAKX -0 KkkK
Apparent U.S. consumption------~ do-~---: xkk AKX AKX Kk : ARX

Market penetration by imports-- : : T A

From Brazil--—----~-cumec percent--: 1.3 : 10.4 : 17.2 : 15.3 : 17.2
From other sources —--~———--— do--—-: Xkk 3 xk%k . Xkk . Xkk . fadalel
Total imports _____________ do-~~--: xkk k3 2 I TRRk o . kkk ot kkk

- Other tillage tools: : : : :
Domestic shipments---1,000 dollars--: XKk : bt L XX ado 1 I et
Imports from Brazil-——-——————- do----: xkk *%kk 3 kkk kkk *kX
~ Imports from other sources----do----~; badedodiH XKK 3 *kk hdalali fadadel
Total imports--—---——————-——= do—--—: | Rkk *kK 3 alat B *kk g *kk
Apparent U.S. consumption----- do—--—: AKXk 2 XKk g ol t ] XXk ;. kXX

Market penetration by imports-- : : : : :
From Brazil---——--——————-~ percent--: - 2.4 : 2.7 : 3.1 : 3.2
From other sources —-—--—-——- do——--: XXk ¢ Xkk ¢ Xkk ;| kkk . fadaded
Total impOl'tS _____________ do———~: *kk 3 . xKkXk o XKk . R 3. JEETS ¢ ¢

Source: Shipments taken from table 4, imports from table 15.
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Considerstion 'of Material Injury to an
Industry in the United States

U.S. production, capacity, and capacity utilization

Table 3 shows the U.S. industry's aggregate production, capacity, and
capacity utilization for discs and for other tillage tools.

The U.S. industry's capacity to produce discs is listed by companies;
since Herschel * * * capacity to produce discs is omitted. Aggregate capacity
has remained unchanged since 1982. One additional U.S. producer, Crucible
Steel, whose -last full production year was 1981, reportedly had a capacity of
50 to 60 million pounds per year and produced 32 million pounds in 1981 1/.
The U.S. industry's capacity to produce discs in 1981 was thus about * * %
-million pounds; its production was about * * * million pounds and capacity
utilization in 1981 was * * * percent. Crucible's parent, Colt Industries,
sold some of Colt's operations to Jones & Laughlin Steel Corp. in 1982-83;
however, ‘Crucible's disc operations were not purchased

Capacity utilization for disc production dropped slzghtly from 1982 to
1983, and improved somewhat in 1984. Since the industry only produced at
about * * * percent of capacity in 1981, the last year prior to Crucible's
exit, it appears that there was excess capacity prior to 1982. Furthermore,
. there appears to be confirmed excess capacity in the years following

‘Crucible’'s exit, as capacity utilization remained under * * * percent during
1982-84. Both production and capacity utilization for discs in January-June
1985 were sharply below those in January-June 1984.

The capacity to produce other tillage tools also remained relatively
stable during 1982-83 at 85 million pounds, and increased slightly to 89
million pounds in 1984. Production dropped from 49 million pounds in 1982 to
43 million pounds in 1983 and then increased to 55 million pounds in 1984,
resulting in a capacity utilization rate of 58 percent in 1982, 51 percent in
1983, and 62 percent in 1984, Production of other tillage tools decreased,
although not as sharply as that of discs, from 33 million pounds in
January-June 1984 to 29 million pounds in the corrésponding period of 1985, or -

by 12 percent.

U.s. producers' domestic and export shipments

‘U.S. producers’ domestic and export shipments of the subject products
" produced in their U.S. establishments, are shown in table 4.

Exports accounted for approximately 1 to 5 percent of domestic shipments
of U.S.-made discs and approximately 10 percent of domestic shipments of
U.S.-made other tillage tools. The principal export market for the
U.S.-produced products is Canada.

1/ Respondents' prehearing brief, app. 1, p. 1.



R

A-15

Table 3.--Tillage tools: U.S. production,
1982-84, January-qune,1984.

capacity, and capacity utilization,

-and January-June 1985

s se o

1982

1984

.

January-June--

~ Capacity utilization---percent--:

58

51

.
.

- . Item . 1983 . o -
. X . : 71984 . 1985
‘Pises: L/ 0 7 kR : : : :
Capacity: - ' S : : : :
"~ Ingersoll-——-- million pounds--i *kk *kk *kk *kk *kk
OsmUNdSON——————=~—m————m do——--: xkX KXK o faded i Xk o fadaded
Totgl ——— e do____: *kk o KXk o L. 3.2 xkk o RKXk
Production: S 3 T : : :
Ingersoll-——-—~ m1111on pounds--: Rl *kk g *kk *kk xxk
Osmundson---—~——-—====v=wdo—-~-:. fadadodB fadedo *kk fadalodi adadel
‘Total -2/~——-—~- e do~——-: *kk o kK o kK | dkkk o KKk
Capacity utilization: : : : : :
Ingersoll--————mc—u-o percent——: *kk ot o3 B *kk ot L I *kk
Osmundson--—————~—~— e do——--—: kX o L3t I xkk ¢ Lt 3 ek Kk
Total 2/—~——————mmmmmm do-—--: xRk Lot ot B ot t I ot t ] Lokt
~-Other tillage tools: . 53 s H ‘ : , :
Capacity—------—- million pounds--:. 84 85 : 89 : 3/ 51 : 3/ 51
Production-——-——eemceeeendo~---: 49 : " 43 55 : 33 : 29
' : : 62 : 65 : 57

1/ Excludes U.S. Agriculture because no questionnaire response was received
by the Commission. Companies included.account for 100 percent of shipments in

1984

: 2/ Because of roundlng. fxgures may not add to the totals shown.

---:-,3/***

Source: Complled from data submitted in response to questionnaires of the

- U.S. International Trade Commission.

Domestic shipments of such discs by U.S. producers were *.* * million

units in 1982, decreased to * * X million units in 1983, and increased to
From January-June 1984 to the corresponding

* * x million un1ts in 1984.

perlod in 1985, such sthments of discs decreased.sharply from * * * million
Such shipments of

other tillage tools were at * * * million and * * * million units in 1982 and
1983. and..increased ‘to * *.*‘million'unitswin.19§4,
decreased :to * * * million units from * * * million units  in the corresponding

to *x * x million units, or by more than * * * percent.

period of 1984, or by 7 percent.

In January-June 1985, they
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Table‘A.——Tillage tools: U.S. producers' domestic and expdrt shipments of
domestically produced merchandise, 1982-84, January-June 1984, and

January-June 1985 .1/

[T Y}

January-June--

Export shipments-——-—-- ;

Item 1982 0 1983 1984 -
: : : 1984 : 1985
: Quantity (1,000 units)
Discs, domestic : : : : :
shipments: : : : :
Crucible 2/-——c—cmmwe : *kk o *kk o *KRK o *kk o KRR
Ingersoll--————c—eee—o : *kk o *x%kXk kX o Akk o . Rk
Osmundson-—-——~—w——eeeae : kk KKK o *EX ¢ *KK 3 Kkk
Herschel——-——mcmmmee e : xkk o L33 I L3 b33 KKK
Total-——————— e . Kkk - *kk o Jkk o 3.3 J kRkk
Discs, export : : : : Cs :
shipments--——-——ceece- : *Kk o *kk . xkk - L3 ¢ S Rk
Other tillage tools: : : : : 3
Domestic shipments----: *kk Tk g *kk *kk Rk
Export shipments——---- : Ladated] Xkk XA 3 XKk . fadaded
; Value (1,000 dollars)
Discs: domestic s : : : :
shipments: : : : : :
Crucible 2/~ : . 3 KKK o KKK o L2 3 S KKKk
Ingersoll--—————-—-——o s KKK o KKK 2 KKK o KKK o xRk
Osmundson———-—=—————wux . KRk KKK o b1 ¢ S RAK o KRk
Herschel~— et : xkk : RkR o *hk o Rk o okk
Total _______________ . b 3.2 S *KRK o RRK o ARK 2 RRK
Discs, export : : : s : '
shipments-—————-<—-——- : KKK o L 2 1 S b3 2 KKK ¢ *R%k
Other tillage tools: s : : : : ,
Domestic shipments----: fadat fadaded Lot P xKK batatd
: XAk . Kkk T xRK 3 *RK

23

se o0 ee

1/ Firms responding accounted for 100 percent of total
approximately 90 percent of total domestic shipments of other tillage tools,

in 1984. 4 '

2/ Crucible's 1982 sales were e

an employee of Crucible in 1982.

1982,
3/ Not available.

disc .shipments and

stimated by Mr. Robert Moore.of Farmo, In¢.,
Crucible ceased shipments of discs in early

Source: Compiled from data submitted in response to questionnaires of the
U.S. International Trade Commission.
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The value of domestic disc shipments decreased from * X * million in 1982
to * * *x million 1983; it then increased to * * * million in 1984. Such
-shipments decreased from * * * nillion in January-June 1984 to * * * million
in January-June 1985, or by * * % percent.

The value of domestic shipments of other tillage tools followed the same
trend, decreasing from * * * million in 1982 to * * * million in 1983 and then
increasing to * * * million in 1984. Such shipments were * * * million in
January-June 1984 and decreased to * * * million in January-June 1985, or by 8
percent.

Osmundson has been, during the period under investigation, an importer as
well as a producer of discs. Its shipments are shown in the following
tabulation (in thousands of units):

Sales of discs made in--

Period . United States - Brazil Total
1982 e e Kkk S KAk Kkk
1983~ — e m et dedek Kkk Kkk
1984~ — e Kk ek ' Fekk
January-June-- '

1984 ————— e Fokk ek k L kkk
1985 e e e k% _ Kk KKKk .

Osmundson's sales of discs * x %

U.S. producers' inventories

U.S. producers' end-of-period inventories of domesticallj produced 4
merchandise are shown in table 5. Manufacturers®' inventories of U.S.-made

- Table S.--Tillage tools: U.S. producers’ inventories of U.S.-made
merchandise, as of Dec. 31, 1981-84, and as of June 30, 1984-85

(In thousands of units)

As of June 30--

.
.
-
.

Item 1981 ' 1982 ' 1983 ° 1984 ° -
: : : : ‘ 1984 ° 1985
Inventories of U.S. : : : : : :
made tillage tools: : : : : : :
DiSCS———mmm e e : Kk xkk xkX AKX 3 kK Rk
Other tillage tools——-: 7,883 : 7,299 : 6,024 : 6,698 : 4,956 : 5,828

1/ Firms responding accounted for 100 percent of total disc sales and
approximately 90 percent of other tillage tools sales in 1984.

Source: Compiled from data submitted in response to questlonnaires of the
U.S. International Trade Commission :
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merchandise produced in their establishments were higher at the end of 1981 ,
than at any time since. 1Inventories of discs decreased by * * % percent from
1981 to 1982, increased by * * * percent in 1983, and remained substantially
at that level in 1984. The June 30, 1985, inventories of discs are * * X%
percent lower than those of June 30, 1984. Inventories of other tillage tools
decreased from 1981 to 1982 by about 7 percent; unlike discs, they decreased
further in 1983 by about 18 percent and then increased in 1984 by 10 percent.
Midyear 1985 inventories were 18 percent higher than midyear 1984 inventories.

U.S. egglozgent, wages, and productivity

U.S. employment, wages, and total compensation, as well as average hourly
wages and average labor output per hour for the U.S. industry producing discs
and other tillage tools are shown in table 6.

For discs, the employment indicators followed the trend of- disc sales;
decreasing from 1982 to 1983, and increasing in 1984. Although hours worked
and wages paid in 1984 recovered and surpassed 1982 levels by * * % percent,
the number of production workers remained * * X percent below the 1982 level.
All employment indicators for discs decreased * * * in January-June 1985
compared with those in January-June 1984. The average number of production
and related workers was * * * in January-June 1985 compared with * * % in the
corresponding period the previous year.

For‘the production of other tillage tools the employment indicators
decreased from 1982 to 1983 and increased in 1984. This increase was more
uniform than that for discs; the number of workers, hours worked, and wages
paid in 1984 all surpassed the 1982 levels by 5 to 15 percent. The number of
production and related workers and hours worked in the production of. other
tillage tools decreased in January-June 1985 .compared with those in
January-June '1984; labor output per hour remained substantially the same.

F1nanc131 experience of U.S. producers

: Two flrms. Osmundson Hanufacturlng Co and Ingersoll Products COrp .
provided usable income-and-loss data on their operatioris producing discs.
* * * firms 1/ furnished usable income-and-loss data on their operations
producing other agricultural tillage tools.

Discs.--Ingersoll and Osmundson accounted for 100 percent of total U.S.
shipments of discs in 1984. ' Ingersoll is the dominant producer; its share of
aggregate net sales in 1984 was * * % percent. The range of Ingersoll's share
of aggregate net sales has been from * * * percent * * % to * * % percent
* x X, Aggregate net sales of discs declined * * * percent from * * % million
in 1982 - to * * * million. in 1983, then' increased * * * percent to.x X %
million in 1984 (table 7). For the interim periods, aggregate net sales
decreased * X * percent from * * X million in 1984 to * * * million in 1985.

VAR
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Table 6.--Tillage tools: Average number of employees, total and production
and related. workers, number of hours worked,. wages and total compensation
paid, average hourly wages,- and labor output, 1982-84, January-June 1984,

and January-June 1985 1/

January-June--

Item 1982 1983 1984 : -
' © 1984 1985
" Average number employed : : :
in the reporting- : :
establishment(s): o : » : e - : .
All persons-—--—-----—- : 5,069 : 4,006 : 4,560 : 4,478 : 4,186
Production and : : :
related worketrs : :
producing-- ’ : : : :
All products ———————— : 3,821 : 2,863 : 3,471 : 3,396 : 3,182
Discg——————e e : Ckkk o *Kk kK o Kkk KKK
Other tillage tools-: 447 : 416 : 477 : 429 : 425
Hours worked in ; s E o :
producing—- - : :
All products : : Cs R 2 )
1,000 hours——. 6,766 : 5,305 : 6,486 : 3,365 : 3,068
DisCS—--m e e do--—-— “hRK g KKK *AK 3 haiaio B Kk K
Other tillage tools : : ' : H
1,000 hours——: 816 : 771 910 : 424 : 338
‘Wages paid for :
producing-- H : :
All products : : : - o o3
1,000 dollars--: 109,579 : 84,539 : -106,906 : 53,088 : 53,083
Discs—-——mm—m—_——— do--—-2 kK o kkk o R 3 3 S . KKK . ¢ Kk
Other tillage tools . ) : S _
1,000 dollars-~: = 8,878 : 8,687 : 10,808 : 4,809 : 5,335
Total compensation paid :- T - s s : :
‘for producing-- : :
All products . S ' : S R
1,000 dollars--: 157,394 : 123,392 : 157,472 : 78,400 : 79,806
Discs————cm e do~——- *kk o *xk o b 3 ¢ I Kkk o Kk
Other tillage tools : : : :
1,000 dollars—-: .11,320 : . 11,215 : 14,160 : 6,457 : 7,245
Average hourly wages = :- ’ R Coew - .
paid for produc1ng——i : : : e '
DiscS————m e do---- e KKK . o kkk e . *kk s - RRK o KKk
Other tillage tools-—-: 10.88 : 11.27 : 11.88 : 11.34 : 15.78
Labor output per hour: : : : :
Discs—— e units-- Kkk . *kk o o %kk e *kk o *kk
Other tillage tools : : :
units--: 16.4 : 14.7 : 17.2 : 21.2 21.0

1/ Firms responding accounted for 160 percent

percent of 1984 sales of other tillage tools.

2/ * x %,

of 1984 disc sales and over 80

Source: Compiled from data submitted in response to questionnaires of the
U.S. International Trade Commission.
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Table 7. ——Income-and loss experience of 2 U.S. producers on their operations
producing discs, accounting years 1982- -84 and 1nter1m periods ended June 30, 1984,

and June 30, 1985

Interim period--

Item % 1982 Y 1983 1984 -
) : ) 1984 . 1985 1/
Net salegs-———-—- 1,000 dollars--: Ckkk . Kkk R L I kK
Cost of goods sold~—-——- T p— Xkk kkk . kKX Xkk . badated
Gross profit or (loss)—-do----: *kk g kkk o *hk fatot kK
General, selling, and ' : : : : '
administrative : : .
. exXpenses———-———-——————- do———- H KKK o KRX *Kkk o *KRk o KKk
Operating income or : . : , : S :
(loss) ——=——=m—cem e do—-—-: Cdkkk g 5t S *kk . Kkk s *kk
Depreciation and amorti- : ‘ :
zation expense S : : :
included above---~--- ~-do~---: Xkk faled B XKk Xk *kX
As a share of net sales: » : : R :
- Cost of goods sold-percent--: =~ k%% Cokkk Tkkk g *kk 3 *kk
Gross profit or (loss) s IR S i - : ‘ : ‘
o : do—--—3:  Rkk L1 B 3 2 S T kkk
General, selling, _ ‘ _ Co R Coe
and administrative : e - : : : : :
exXpenses————-——w————— do;___ e hkk o *kk o 3.3 S KRk . 3.3
Operating income or -3 A : e : : :
(1058)—-——"# _________ d0——-~¢ kKR H " dedeR A Kk H T RkRk H RRK
Ndhber of firms reporting A RS ST o :
operatins losses~—--——-—e—-—: - Rk g Co%kkk U kkk ;0 o kkk T okkk

1/ Osmundson's data are for 5 months- ended May 31, 1985

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

Respondents in their pre- and post-hearing briefs cited reports in which
Ingersoll and Osmundson spokesmen provided positive statements on the
-companies' 1984 finances Such statements are consistent with. the data showm
in table 7 above. Fiscal’ 1984 was - indeed an’ improvement .over the ptevious
years for these two companies .
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The industry sustained aggregate operating losses.in 1982 and 1983, but.
reported aggregate operating.income in 1984. The operatxng loss .in 1982 was
» % % %, percent of net sales; in 1983, the operatlng loss was X x % percent of
sales. Operating income in 1984 was * % % percent of sales. Durlng the
interim periods, * * %; %X % *, The interim period * * X margins in 1984 and

1985 were * * % percent and * * % percent, respectxvely

_ Ingersoll's impact on aggregate operatlng income or loss is shown in the
following tabulatxon (in thousands of dollars):

R ) Jennarzliuneé—
1982 1983 1984 - . 1984 . 1985

" Ingersoll-——-————m- KKk Kk T oakx XK kKK
0SMUNASON—— ———m— — e *kk KKK k% kX Rkk
Aggregate————-——~ *okk Xkk Kk k dkk ELL R

Other tillage tools.--The * * * producers accounted for * * * percent of
total U.S. shipments of other tillage tools in 1984. Aggregate net sales
declined from $38.5 million in 1985 to $36.4 million,. representlng a drop of
5.6 percent, then increased by 23.5 percent to $44.9 m1111on in 1984. Durlng
the interim period, sales decreased from $24.4 million in 1984 to $22. 6 L
million in 1985, or by 7.5 percent (table 8). .-

Profitability improved each year from 1982 to 1984. Operatlng 1ncome
grew from $3.0 million in 1982 to $3.3 million in 1983, then jumped by 37 6
percent to $4.6 million in 1984. Similarly, the operating income margin
improved steadily during 1982-84, increasing from 7.9 percent in 1982 to 9.1 . .
percent in 1983 and 10.1 percent in 1984. During the interim period,. desplte'
an increase in gross profit from 1984 to 1985 on lower sales volume, operating
income and the operating margin declined from 1984 to 1985..  Operating income
decreased by 21.7 percent from $2.3 million in 1984 tp $1.8 million in 1985.
The operating margins in interim periods 1984 and 1985 were 9.3 percent, and
7.8 percent, respectively. .

S
el

*%*%x of the domestxc producers, ***, import discs in significant ..
quantities and *** jimports about * * % percent of .its other tillage tools. A
comparison of certain income-and-loss data submitted by * * % “importers" with
data submitted by * * * “non-importers"” on their operations producing other
tillage tools are presented in table 9.
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Table 8. —-Income-and—lose experience of U.S. producers on their operations
producing other tillage tools, accounting years 1982-84 and interim periods ended

June 30, 1984, and June 30, 1985

. ; : : ' Interim period--1/
Item o 1982 : 1983 : 1984 . -
i . . : 1984 © 1985
Net sales———-—- 1,000 dollars--: 38,516 36,374 : 44,917 24,391 : 22,567
Cost of goods sold---—- do-~--:__ 29,243 : 26,636 : 32,797 : 18,865 : 16,960
Gross profit —————— d0-~--: 9,273 : 9,738 : 12,120 : 5,526 : 5,607
General, selling, and .o : : : :
administrative 4 : : : :
. expenses---—-————=———=w- do----;: 6,237 : 6,431 : 7,569 : 3,2 3,838
Operating income or : 3 K : :
(logs) ———-cneo -—-do- H 3,036 : 3,307 : 4,551 : 2,259 : 1,769
Depreciation and amorti- : 1 : : :
zation expense : o : : :
~ included above 2/-----d0~~-—: 908 : 979 : 1,245 : 703 : 681
As a8 share of net sales: : S ' : :
Cost of goods sold-percent--: 75.9.: 73.2 : 73.0 : 77.3 75.2
Gross profit-- do----: 24.1 : 26.8 27.0 : 22.7 24.8
General, selling, : : : 2
" and administrative - oL SR o o : e
expenses——-———-—~=--——- 40-~--: 16.2 ¢ 17.7 ¢ 16.9 13.4 : 17.0
'~ Operating income or : : ' : :
- (los8)—~-—m—-—n- -——~d0----: 7.9 : 9.1 : 10.1 : 9.3 : 7.8
Bumber of firms reporting s R e S A
operatins losses—-——--e-—;—;: 1: 0: 0 : 0: 0

1/ % x % gccounting year: ends on June 30' their interim period data are for the

12-month periods ended June 30,
usable interim period data.

1984 and June 30, :1985.

* * X did not provide

27 X % % did not provide depreciation and amortization expense for 1982 and 1983.

~ Source:
International Trade COmmission.

Compiled from date submitted in response to questionnaires of the U.S.
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import some tillage tools from Brazil with U.S. producers that do not

import any tillage tools from Brazil on their operations producing
other tillage tools, accounting years 1982-84 and interim periods

ended June 30, 1984,and June 30, 1985

Item

.

e o8

fInterim period 1/

X 1982 . 1983 : 1984 : :
. X : . 1984 . 1985

Net sales: : : : : :
Non-importers--1,000 dollars--: *kk kK 3 xkKk kA% ekk
Importers—————-—————~——- do———~: kK o Kokk o b3 L33 *kk
* Total-c~——m— e do—--~: kK o *KK o Kkk - X%k o KKKk
Gross profit: : T : K : '
Non-importers--1,000 dollars--: *kk *kk *kk kkk g *kk
Importers__-__-___; _____ do——--: L2 3 *AK o *kk s KKK o bt 4
Total-——-———— e do----: *kk o *RK o kKK ¢ xkk b3 ¢

Opérating income: : : : : :
Non-importers--1,000 dollars--: Rt B xAX 3 *kk XKk xRk
Importers——-—--——————~—~— do--—-—: KKK o L33 Rkk o L2 KKk
Total-—- - do———-: KKK o Kkk o *kk o XXk o KKK

Ratio to net sales: : : : s :
Non-importers—---—---- percent—-: | okkk ot ot B kKX XKk 3 fadatd
Importers—--———————————~ do-——-: AKX 3 ©okkk g *XK o KKK 2 RRK
Total-——~——cm e - do———- o kkk o 3.3 *kk o *kk 2 Kk

Operating income: : : : : : ‘ :
Non-importers-----------do----- : ol t A xkX 3 et ot *kk ;. Rkk
Impo:t;:ters ——————————————— do—-—--: kKK ; fodadodi budadodi kXX - kK
Total-— - do-———~-: KKK o b 3.3 S *kk o k.23 S RKRKXk

1/ * * % accounting year ends on June 30.
12-month periods ended June 30, 1984, and June 30, 1985.

Its interim period data are for the

* % % did not provide

usable interim period data; interim period data are for * * X,

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

International Trade Commission.
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Capital expenditures and research and development expenses.--* * X of the
* %x % U.S. producers that provided usable income-and-loss data on their
' operations producing discs and/or other tillage tools furnished data on their
capital expenditures for land, buildings, machinery, and equipment used in the
production of the subject products, and * * * of the * * * furnished data on
their research and development expenses. Osmundson, not being able to report
capital expenditures for discs and other tillage tools separately, provided
combined capital expenditures.

Aggregate capital expenditures on discs and other agricultural tillage
tools decreased from $2.2 million in 1982 to $1.6 million in 1983, then
- remained nearly unchanged at $1.5 million in 1984. Capital expenditures
increased from $546,000 in interim 1984 .to $598,000 in the corresponding
period of 1985. Total research and development expenses on all tillage tools
grew slightly from $221,000 in 1982 to $238,000 in 1983, then increased to
$529,000 in 1984. Research and development expenses amounted to $349,000 and
$311,000 during the interim periods of 1984 and 1985, respectively.

Aggregate capital expenditures on discs and other tillage tools are shown
in the following tabulation (in thousands of dollars):

Discs Other tillage tools  Osmundson Total

© 1982 m e ***A' *xkk - . $2,172

1983 - — e xkk C Rk , KKk 1,559

1984~ ———m—mme *kk KK . kK 1,538
January-June--- - 4

1984 — - —m e Kkk S kkk : Kokk : 546

1985 -~ e : %R L b33 I ’ o hekk . 598

‘Research-and development expenses on dis¢s and other tillage tools are
shown in the following tabulation (in ;housands of dollars): '

. . Other a'bil-Iage A P
‘Discs. -tools - Total

1982 - - *kk v Fkk $221
1983 - e T dokk L Lo **k - 238
1984 ——— e X%k . Kk 529
January-June-- T o e s

1984~ e T KkK SR AN 33 AR R V1 ]

1985 m— e L kkk o Xk ‘311
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Capital and investment.--U.S.. producers provided questionnaire
comments as to the actual and potent1al negative effects of imported

" agricultural tillage tools on their firms' growth, investment, or ab111ty ﬁo.
raise cap1tal Their verbatim comments are: provided: below:

Wiese Corp. (tillage tools represent * * * percent of corporate sales)

*x % % X kL k- %

Osmundson Manufacturing Co. (tillage tools represent * * * percent of
corporate sales)

Deere & Co. (tillage tools represent * * X peréent.of.corporate‘sales).

i

Ingersoll Products Corp. (tillage tools represent X %k % percent -of
corporate sales) : o X T . -

Nichols Tillage Tools, Inc. (tillage tools represent *'* * percent
of corporate sales) .

Futch Mfg. .y Inc (txllage tools represent * x % percent of
corporate sales) .

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

There are several factors considered by -the Commission 'in determining
whether an industry in the United States is threatened with material injury by
reason of subsidized imports. Information on the nature of the subsidy is
presented in the section of this report.entitled "Nature and extent of
- subsidies,” information on market penetration in the "U.S. imports and market
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penetration” section, and information on .pricing in the. "Prices" section.
Data on inventories of the imported product in the United States and
information on capacity and potential product shifting by the

foreign producer are discussed below.

U.S. importers' inventories

U.S. importers' inventories of tillage tools imported from Brazil and
those purchased from U.S. or other foreign sources are shown in table 10.
Inventories of discs imported from Brazil increased from 1982 to 1983 and also
increased as of June 30, 1985, compared with that of June 30, 1984.

The * * * U.S. importers, * * *, do not keep inventories; the data in
table 10 include importers that are U.S. distributors or OEM's and import
directly from Brazil. The inventories of Brazilian merchandise held by * * X,
are also included in the data in table 10.

U.S. importers' inventories of discs imported from Brazil were * % X% at

- the end of 1981 and 1982; such inventories were * * * units as of December 31,
1983, and rose to * * * ynits by the end of 1984. Midyear inventories of

. Brazilian discs held by U.S. importers were * * * ynits in 1984 and * X X
units in 1985, representing an increase of 56 percent.

-U.S. importers held no inventories of other tillage tools imported from
Brazil at the end of 1981 and 1982. As of December 31, 1983, such inventories
were * X X ynits; they almost doubled to * * X units by the end of 1984.
Midyear inventories of other tillage tools imported from Brazil decreased from
* % * ynits in 1984 to * * X ynits by June 30, 1985, or by 7 percent.
Petitioners stated that the U.S. purchasers, not the importers, hold much of
the inventories of Brazilian tillage tools and suggest that consideration of
threat of material injury should take into account such inventories.

Table 10.--Tillage tools: U.S. importers' inventories of products imported
’ " from Brazil .as of .December 31, 1981-84, and as of June 30, 1984-85

Purchasers' inventories

Purchasers were asked to report the quantity and origin of their
end-of-period inventories for the years 1981 through 1984, and for the interim
periods of January-June 1984 and January-June 1985. These inventory data are
presented in table 11. Such data are shown separately for discs and other
tillage tools, by type of purchaser. Because the reporting purchasers
represent a small proportion of all purchasers of tillage tools, the data must
be interpreted with caution. Thus, trends contained in these data may or may
not be representative of all purchasers' inventories. Purchasers'
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end-of-period inventories of Brazilian discs increased continuously from 2,000
units in 1981 to 191,000 units in 1984, and increased 62 percent to 159,200
units at midyear 1985 compared with 98,500 units ‘in inventory at midyear

1984. Similarly, purchasers' inventories of other tillage tools from Brazil
increased every year, from 1,000 units in 1981 :to. 100, 500 units in 1984, and
have .increased to 90,500 units at midyear 1985, which is 22 percent higher
than the midyear 1984 inventory level.

Purchasers' end-of-period inventories of discs produced by U.S. firms
decreased during 1981-83, but began to increase in 1984. At midyear 1985,
end-of -period inventories of U.S.-produced discs were 142,400 units, which is
89 percent higher than midyear-1984 inventories. Inventories of other tillage
tools produced in the United States fluctuated markedly but rose over the
period 1981-84 period. These inventories increased further to 719,900 units
at midyear 1985, or by 72 percent, compared with the level of -inventory at
midyear 1984. Like end-of-period inventories of the Brazilian tillage tools,
purchasers' end-of-period inventories of tillage tools produced in all other
“countries (except Brazil and the United States) have also generally increased
in every period, although the increases have been smaller. For both discs and
other tillage tools, reporting purchasers held more imports from other .
countries than Brazilian products in inventory until 1983. From 1983 through
January-June 1985, there were more tlllage tools from Br3211 held in inventory
than from any other 1mported source. : ‘

~Ability of forelgn groducers to generate exports_and the ava1lab111tz
of export markets other than the United States - -

~ The petitioners and counsel for the Brazilian producers ‘identified four
firms that produce the subject tillage tools in Brazil: Marchesan, Baldan,
Semeato, and Metisa. Eight additional Brazilian producers of the subject
tillage tools were identified by the U.S. Department of State- from sources
other than the Brazilian Association of Industrial Machines-and Equipment
(ABIMAQ) (telegram dated Oct. 24, 1984); counsel for the Brazilian producers
states that these eight firms are small and do not export to the United
States, and further states that only three of the four larger Brazilian-
producers export to the United States (Marchesan, Baldan, and Semeato).

I
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Table 11.--Tillage tools: Purchasers' end-of-period inventories of discs and
other tillage tools, by source of material and by purchaser category, as of
December 31, 1981-84, June 30, 1984, and June 30, 1985.

(In thousands of units)
: . ) . As of June 30--
Item ' 1981 1982 © 1983 & 1984 ' -
. . o : 1984 . 1985
Imported from Brazil: :
Discs: s , : : :
OEM'S-— e e 2 2.0 : 2.0 : 13.9 : 28.8 : 2.2 : 35.9
Wholesalers—--—-—-----—- : 1/ : 5.6 : 5.4 : 12.2 : 26.3 : 18.3
Other purchasers-——---: 1/ : .2 :108.0 :150.0 : 70.0 : 105.0
Total--———cmmee e 2.0 : 7.8 :127.3 :191.0 : 98.5 : 159.2
Other tillage tools: ‘ : : : : :
OEM'S— e e 1/: 1/: 1/: 1/: 1/: 1/
Wholesalers—---—-~-~wo- : 1.0 : 10.0 : 31.0 :100.5 : 74.0 : 84.5
Other purchasers-----—-: 1/: 1/: 1/: 1/: 1/: 6.0
Total-——~-——mmmoie : 1.0 : 10.0 : 31.0 :100.5 : 74.0 : 90.5
Produced by U.S. firms: H s : : : ' .
Discs: : : : : , : .
OEM'S—————mem e 118.3 84.3 : 68.4 : 61.2 : 22.3 52.0
Wholesalers---—-~-=----:  104.7 85.8 : 36.4 :110.0 : 28.0 67.4
Other purchasers------ : 17.6 17.0 26.0 : 26.0 : 25.0 23.0
Total---~—-eceveee 240.6 187.1 :130.8 :197.2 : 75.3 142.4
Other tillage tools: : . P : : :
OEM's-———-vm—v ———————— : 96.1 8l1.7 : 72.6 : 67.9 : 58.6 -: 89.7 .
Wholesalerg---—-------: 189.6 : 319,3 :162.8 :155.2 :  104.5 : 212.8
Other purchasers---—-—- i 120.4 : 152.9 :248.0 :309.6 :  254.4 : 417.4
. Total---—m-mmmmoe e : 406.]1 : 553.9 ::483.4 :532.7 :  417.5 : . - 719.9.
Produced in all other - T : A : - ST '
countries: 2/ : :
Discs: ' s : : : e
OEM'Sc e e o 11,2 15.1 : 20.0 : 20.0.: -10.0 21.0
Wholesalers----=——-—-==: = 29.7 30.6 : 41.4 : 53.6 : 1.7 : 52.7
Other purchasers—-----: .5 : 2.2:-3.0: 4.2 : 2.4 : 2.9
Total-—-—-mcom g 41.4 : A7.9 : 64.4 : 77.8 : 14,1 : 76.6
Other tillage tools: A S s & T : '
OEM'S-—~—— e : 12.4 14.2 : 11.6 : 15.9 : 6.9 : 18.0
Wholesalers-----------: . . 1/: .. .1/:" . 1l/: 5.0 : ° 11.0.: 8.0
Other purchasers——-—-=-3- "~  1/3 . -1.0::. 3.9 s .9.0": 10.8 : .4
Total—--——-cmmmmmeee; 12.4 : 15.2 : 15.5 : 29.9 : 28.7 : 26.4
1/ No data reported.
2/ Except Brazil and the United States.
Source: Data submitted in response to questionnaires of the U.S.

International Trade Commission.
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Brazilian exports.--Table 12 shows data of the Foreign Trade Department
of the Bank of Brazil (CACEX) that include the subject tillage tools. The
data for category 84.24.90.00, shown in table 12, also include non tillage
metal components (e.g., screws) because no separate export statistics exist
for tillage tools. Although the exact share of tillage tools in category
84.24.90.00 is unknown, industry sources in Brazil estimated that it is 52
percent. The same sources estimated that 25 to 30 percent of total tillage
tool production is exported.

The CACEX figures indicate a major shift in export markets. Since 1981,
sales to the African and Latin American markets have decreased. The shrinking
or stagnation of these markets was compensated, however, by the increase in

Table 12.--Tillage tools and other tillage components: Brazil's
exports, 1982-85

- Item . 1982 11983 . 1984 1985 1/

Exports 2/ to-- : : : :
United States—------ 1,000 dollars--: 2,839 : 6,147 : 9,533 : 6,580
Canada-———————————c— --do——--: 506 : . 1,052 : 642 : 687
All other--———————ccmmm . do--~~: 2,354 : 1,458 : 1,375 : 1,533
Total---—-ommmeo do-——-: 5,699 : 8,657 : 11,550 : 8,800

- H - .
» o k3

1/ Projected; partial year data are not ava11ab1e
2/ No export data are available in terms of the number of unlts exported.

Source: Foreign Trade Department of the Banco de Brasil (CACEX), category
84.24 90.00 (State Department telegram No. 296827, Sept. 7, 1985).

»

'sales to North America, particularly the United States. In only 3. years, the
Brazilian tillage tool industry has gone from broad export diversification to
one that is strongly oriented toward the North American market. 1In 1982, the
United States accounted for 50 percent (by value) of. exports; in 1984, the
United States accounted for 83 percent of Brazil's exports. Total exports
grew by 102 percent during 1982-84, although exports to countries other than
the United States have decreased by 30 percent from 1982 to 1984. This growth
was entirely caused by growth in the U.S. market.

Separate export data for discs compared with other tillage tools are not
available. Industry sources in Brazil estimate that exports to the United
States are composed of "at least" 80 percent discs and 20 percent other
tillage tools. They explain this export pattern by the predominance of
disc-type (as opposed to plow-type) cultivation in most areas of Brazil.
Brazilian exporters have tended to focus their efforts on those countries that
possess agricultural conditions (and hence equipment requirements) that are
similar to their own country (e.g., Latin America, Africa, and North
America). This has allowed them to export the same tools that are commonly
produced for the domestic market. Although discs are predominant, disc
manufacturers also produce a wide range of other tools in the same factories,
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employing the same technoiogy, marketing, and sales organizations. Scrap
metal left over from disc production typically is used to make other tillage
tools, such as chisels. i

Brazilian production capacity and capacity utilization.--The following
tabulation shows data provided by ABIMAQ 1/ and data provided by the Brazilian

producers 2/ on the aggregate Brazilian production of the subject tillage
tools during 1982-84, the latest period for which data were available
(in thousands of units):

ABIMAQ ABIMAQ Producers' Producers’
data on—- data on-- data on-- data on—-
Other tillage Other tillage
Perio Discs tools Discs tools
U Y —— 1,917 11 ' 2,856 Rk
1983 =~ 2,276 10 ‘ 3,210 fatat
17 3,568 1/ xkk

1984———————— . 2,887 4

-1/ Data for January-September only.

_ Not all producers may have reported to ABIMAQ, hence the difference
between the two sets of data. - Brazilian disc production grew from 1982 to
1984 by 51 percent, according to the ABIMAQ data and by more than 25 percent’
according to the producers' data. Brazilian production of other tillage tools
. grew from 1982 to September 1984 by * * * percent.

" According to ABIMAQ, the increasés in production in the period are due
primarily to the counter cyclical nature of the tillage tools business.
During economic downturns (as experienced by Brazil from 1981 to 1984),
farmers tended to repair existing equipment instead of making new purchases.
Tillage tools, since they are basically replacement parts, benefited from this
tendency. Reportedly, sales of new tillage implements (e.g., disc harrows)
grew only modestly during the same period.

In the prellmlnary 1nvest1gat10n. ABIHAQ stated that idle capac1ty in the
tillage tools sector was then around 40 percent, although production was
expected to grow because of "recently increased overall demand for
'agricultural equipment.” ‘It -was clarified during the final investigation that
' ABIMAQ's previous estimate of 40 pércent was for that industry that produces
‘both tillage tools and complete implements. Virtually all of the idle
capacity exists in the implement sector; the tillage tools component of the
industry reportedly is operat1ng at'close to full capacity. 3/

l/ State Department telegram No. 296827, Oct. 22, 1984.

2/ Data from Marchesan, Baldan, Semeato and Metisa, provided to the
Commission through counsel for the respondents. Shares of 1984 production of
discs were Marchesan-* X * percent, Baldan-* * * percent, Semeato-* * %
percent, Metisa-* * * percent. Other tillage tools shares of 1984 production
were Marchesan-* * % percent, Baldan-* * * percent, Metisa-* * * percent.

3/ State Department telegram No. 212377, Sept. 7, 1985.
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Given the counter cyclical nature of the tillage tool industry, continued
strong demand very much depends on the overall state.of the agricultural
economy. Brazilian industry sources believe that, in the event of a sustained
economic upturn, many buyers will turn away from tillage tools in favor of new
implements. Flat domestic demand, coupled with uncertainty as to future
access to the big U.S. market, has discouraged new investment.

Brazilian industry sources project lower sales to the U.S. market due to
the carryover of a considerable amount of inventory from 1984 by many U.S.
retailers, as well as reluctance on the part of U.S. purchasers to make
long-term commitments during the ongoing Commission investigation. These are
viewed as short-term problems and if the Commission portion of the
countervailing duty investigation is "resolved satisfactorily,” 1/ Brazilian
observers expect the industry to resume its overseas sales expansion in 1986.
The U.S. market is the predominant (if not, along with Canada, almost the
exclusive) destination of future exports in the sales plans of Brazilian
exporters because North America currently is the only market big enough,
accessible enough, and prosperous enough to absorb a maJor percentage of
Brazil's export production. 2/ :

The followlng tabulation shows data. obtalned from the Braz1113n
exporters 3/ and provided to the Commission by counsel for the respondents. on
Brazilian capacity and production for both discs and other tillage tools (in
millions of pounds):

Period _ , Capacity 'Productidn . Utilization

, A 4 (Percent)
1982—— -~ mm e 68 ' 63 . : 93
1983~---~-- mo————— 90 - 71 .19
1984~ ————m o 112 - 103 92
January-June—- .

1984~ ———m e mem 53 47 . 89

1985-——————= - 1/ 51 ;42 84

1/ One producer reduced reported capacity due to a strike.

Aggregate Brazilian productive capacity to produce discs and other
tillage tools increased from 1982 to 1983 by 32 percent and further increased
by 24 percent in 1984. The actual production of discs.and other tillage tools
increased by 13 percent in 1983 and by 45 percent in 1984. Production
decreased by 7 percent in January-June 1985 compared with the corresponding
period in 1984.

Baldan reported to counsel for the respondents that * * *x Marchesan
reported that * * X, The third exporter, Semeato * * *,

1/ Ibid.
2/ Analysis of the economist at the U.S. consulate in Sao Paolo.
3/ Marchesan, Baldan, and Semeato.
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Consideration of the Causal Relationship Between Subsidized
Imports and the Alleged Material Injury

U.S. imports

The subject products are not distinguished from other farm implements and
tools in the TSUS. Therefore, no separate official import statistics exist
for these products. The following alternative data are available on imports
of the subject tillage tools. :

Data on discs as reported by U.S. importers of discs.--The  Commission
sent questionnaires to all consignees of discs imported from all sources.
Table 13 shows the U.S. imports of discs from Brazil and from other sources as
reported by respondents.to the Commission's questionnaires.

U.S. imports of discs from Brazil increased sharply from * * * units: to
* % * ynits from 1982 to 1983. In 1984, such imports further increased to
* % * million units, or by * % * percent, then decreased in January-June 1985
by * * % percent compared with January-June 1984. The unit values of * * X%,
Unit values, however, should not be used for price comparisons, because
intermediaries’' margins are added before the sales prices for discs are set.

Data reported by U.S. importers of other tillage tools.--U.S. imports of
other tillage tools are shown in table 14. 1/ The responses account for at
least 80 percent of imports from Brazil. . Imports of other tillage tools from
Brazil increased from zero in 1982 to * * % ynits valued at * * * million in
1983, and further increased to * * * units valued at * * X million in 1984, or
by * * * -percent. Imports in January-June 1985 increased by * * * percent in
terms of units, but decreased by * * * percent in terms of value compared with
those in the coresponding period of 1984. Unit values reported by -U.S.
importers are also shown in table’ 14. ' R '

Exports of other countries not subject to this investigation.-- To
calculate total imports from all sources, the Commission requested data
through the respective U.S. embassies from the chief exporters of the subject

tillage tools to the United States: Ralph McKay, Ltd., in Australia; McKay of .

Canada; Tyzack Ltd., and S & J K1tch1n, Ltd., in the United K1ngdom, and
Forge de Nieaux in France. Theseé companies w1111ng1y cooperated and have
provided data concerning their exports to the United States. On the basis of
data from the Journal of Commerce, imports from all other countries combined
are approximated. Such imports accounted for about 2 percent of total 1mports
1n 1982- 1983 4 percent in 1984. and 3 percent in 1985 L

1/ % % %,
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Table 13.--Discs: U.S. imports, by principal 'sources;: 1982-84,
January-June 1984, and January-June :1985-1/.:

January-June---

Source 1982 ' 1983 ° 1984 °

: . R D 1984 0 1985
: "Quantity (1,000 units)
Brazil-——-—ccmmem e *Kkk - v X%k o . b 2.3 S b33 S . * Kk
Canada—--—~————e e e : - okkk g kX o, 33 Kkk . Lokkk
United Kingdom—-—--——-—ome—eemy k%kk ;0 kkk 3 . kAX *kk ;L kKK
France——-——————me e : *kk 3 KKK 3 *kk o 2.2 Tokkk
Australiag-—--———-meeee v ——— Co%kkk g *kk £33 kX o - Kkk
All others———- e s - Rkk o Rt I Khkk o XAk . KKKk
Total-—————mem e : KK KKK *KK *KKk Hkk
) ‘'Value (1,000 dollars)
Brazil-—-——=—<~—cmm : xkk xkk 3 - *kk ;- KKK s - kKK
Canada————————m e xkk T kkk . T £ 3 S L.t AN C Kkk
United Kingdom——--—-~—~—eacao : Kkk TRk s xkKk ¢ *Kkk . KKK
France——-——-ccmmmm et o : Cdkkk . T okkk -okkk . - *%kk o £ 3.4
Australia-—-——~—ccmmem : *kk o R .t *kk o Ckkk . . vk
All others————————meoem e : kK s KKK s k% *KK s Fxk
Total-—~———~—c e : o okkk . L33 KKK . k3.3 I ek
: Unit value (per unit) 2/
Brazil-——-——ecmm e : hkk . Tokkk . 23 2 2 KK . KKk
Canada——-———c——mm : Kkk ;- Ckkk s 0 kkk *Kkk . KKK -
United Kingdom ________________ H *kdk o B 3 3 s XKk . Cokkk s Jo ek
FranCe———-——me e ——— b2 S xkk o - Kkk . k2.3 S N sk k
Australia-——--~-———mme e H ANk . kkk ot kkk. . dkk g *kk
All Others——--———mec—em e mee : KK 5 kKRR 2 0 . kkk oz - kkk 2 - kKX
Average ____________________ . kkk . - . kkk o - kkk g T T kkXT KKK -

XYY

. . <, . ’. -ty M
. . . -

1/ Responding firms accounted for approximately 90 percent of 1mports from
'Braz11 100 percent from Canada, about 30 percent from the Unlted K1ngdom. 30
percent from France, and about 75 percent from Australia.

2/ Some of the unit values that were computed from small volumes of imports
should be viewed with caution as they may be skewed by rounding or may be
unusual merchandise or special - shipments with unusually low or-high unit-
values.

Source: Compiled from data submitted in response to questxonnalres of the
U.S. International Trade Commission.. o
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. Table 14--Other tiilase tools: U.S. imports, by principal sources,
1982-84, January-June 1984, and January-June 1985 1/

January-June-—

Source ‘ ‘1982 ° 1983 ' 1984 ' -
- - : : ' 1984 ° 1985

Quantity (1,000 units)

Brazil--—-————=—= S AKX o kK - b2 ¢ I KKK . Kk K
CaNada—— - e m e e e _— xkk ;- kkk kX - k% g Tk
United Kingdom -— - ot t kK xkk *kk badall
Australig———————ccemme 3 xRk o b3 ¢t S *kk o Kxkk - kK
others—— —— —————3 *kk s kkk dkk *kk *kk

Total--———reem - KK xk :- KAK o L3 2 xkk o * K%

%Value (1,000 dollars)

Brazil-- - i KKK 3 KKK Ckkk s kkk s KRk

Canada—-- SR R 1N xRk ; KKK *kk E 33
United Kingdom- “—— et ot B L L S *kk o . RRX
Australia s —— . hk s Kk g HhKk 23 33
otherg————~——cme ey Kkk o *xkk o Kkk 3 L33 I . Kkk

Total-———eocmmcm et - kKK s hkk o kkk s *kk o | kKK

Unit value (dollars per unit) 2/

Brazil-—-——————om—eme SNSRI > P XK ; kkk g kX
Canada-—- e Lio T Xk g kkk KKK ;- kKR KKk
United Kingdom----——-m—ece—um: KRk ;KKK ;KKK 3 kKK g Rk
Australia—- et TP TUNE L A PIRNRS 1 Cokkk . kkk
Otherg-——-——eeme——m——————— —— Kk s RkK o *kk. 3 kkk s *kk

_Averase _______ ¢ H o Rkk g KK o b 3.5 S L. 3.3 S e kK

1/ The responding firms accounted for about 80 percent of imports from ‘
Brazil and the United Kingdom, all of the imports from Australia, and about
*x% percent of the imports from Canada.

2/ Some of the unit values that were computed from small volumes of imports:
" should be viewed with caution as they may be skewed by rounding or may be
unusual merchandise or special shipments w1th unusually low or high unit
"values. - :

Source: Compiled from data submitted 1n response to questlonnalres of the
u.s. International Trade Commxssion. .

The import data used in the calculation of consumption and market
penetration are combined from the above three sources. For imports from
Brazil, the U.S. importers' questionnaire responses are used; for imports from
the other major exporting countries, both the importers questionnaires and the
exporting companies’ responses are used. Table 15 presents combined data from
the various sources on imports of the subject tillage tools.
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Table 15. --Tillage tools
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See footnotes at end of table.

Australia————————econc
All others 2/----—----:
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Table 15.--Tillage tools: U.S. imports, by principal sources,
1982-84, January-June 1984, and January-June 1985--Continued

January-June- -

Item % 1982 Y 1983 1984

1984 ° 1985

Share of total value (percent)

Discs: ' 3 : : : :
Brazil-———ccemeee e : Kkk o x*k o k2.3 S *kk < T RRX
Canada--—-—<-c——e—emm e : AKX E T T T 3 Y N Rkk
United Kingdom----=-—=: *kk kK kX xkk 2 kKK
France-————c——comm KKK Kkk' s *kk o L3 ¢ S KR
Australig--——————c—eem—-: 12 3 S *kk ; £ 3.3 S qokk o KRk
‘All others 2/----—-—- : XXX bodalodi Xk kKK badadel

Tota8l—mom e e m— e e e : AkK o KKK *kk. 3 *hK 3 KRk
Other tillage tools: : : : :
Brazil - - . kK . *xk . *kk o b 2.t *RR
Canada—————m—mem e e . C xkk s KKk ; *xkk ; xkX ;- KRR
United Kingdom——--—-~—- : b 3 2 S KRk o Kkk o kXK o kR
France———-—-eememmma e k3.3 KKK . KKK . *KK -2 - Rk
Australig—--————ccma¢ xkk o Kk ~:" xKk o xRK o ' Rk
All others 2/—————=ce—=: Kkk AKX KAK ; KKK o KRk
" Total — - KKK TRk g kKK KRR 2 . KRR

1/ Not available.
2/ Estimated on the basis of Journal of Commerce data, as follows. 2
percent of total imports in 1982-83, 4 percent in 1984, 3 percent in 1985.

- Source: Imports from Brazil, compiled from U.s. 1mporters questxonnaires'
imports from Canada, compiled from State Dept. telegrams Nos. 221438 .and .
- 052131, and U.S. importers’ questionnaxres, imports from the United Kingdom,
compiled from questionnaires and State Dept. telegrams Nos. 131830 and 231722;
imports from Australia - Ralph McKay telex dated Sept. 6, 1985; imports from
France. comp11ed from. state Dept. telegrams ‘Nos. 220049 and 061321.

Total imports of discs from all sources were * * * million in 1982,
increasing to * * * million in 1983, or by 56 percent, and further increasing
sharply to * * X million, or by 70 percent, in 1984. In January-June 1985
such imports decreased by 20 percent compared w1th the correspond1ng period in
1984. ‘ . . .

Table 15 also shows the share of imports from the major sources. In
1983, Brazil became * * * supp11er of d1scs to the U.S. market. For other
tillage tools * % %,
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Quarterly imports of discs and other tillage tools from Brazil are shown
in table 16. Imports of discs in January-March 1985 were *** percent higher
than those in the corresponding period.of 1984; the same imports in the second
quarter of 1985, however, were substantially lower than those in the second
quarter of 1984 (by *** percent).

Table 16. Tillage tools: U:.S. imports from Brazil,
by quarters, January 1984-June 1985

January- | April-' July-  October- ' January- April-
Item . March °~ | June September December . March  June

1984 $1984 0 1984 © 1984 1985 1985

Quantity (1,000 units)

es o5 os Joeo s

DigEs——-m— e : *kk s *hk . . *kk

: *x% xkk 3 ¢ KKK

Other tillage tools—-—---: Xkk ", XXk X%k . XXk o Ralad I fadaled
‘ ' Value (1,000 dollars) .

DigCE——mm——mm i mm e mmem . XK i KR xxx xkk *xK *kk

Other tillage tools—--——-:__ %%k ; %kx ; Xkk ;- fododadi *kk fadadel

Unit value (pef'unit)

. .
B . . .

DisCS————mmm e =} B 3 S kX Cokkk g *hKk : xKKk .
Other tillage tools-----: *kk 3 atot I fatalalit: fatal B falat

*kk

. . . . .
£ . o 1 k)

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

Imports of other tillage tools in the first quatter of 1985 were **x
percent higher in terms of units, but *** percent lower in terms of value
compared with those in the corresponding quarter of 1984; the same imports in
the second quarter of 1985 were the same as those in the second quarter of
1984 in terms of units, and were *** percent lower in terms of value Unit
values of Brazilian 1mports are- also shown in table 16. :

KKk -
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Market genetration
Market penetration of imports from Brazil and from all other sources are

shown in table 17.

Table 17. —-Tillage tools: Market penetration (by value) of imports from
Brazil and from all other sources, 1982-84, January-June 1984, and
January-June 198S5.

(In pggcent)

Market . . . : . January-June-—

‘1982 1983 1984

penetration of—- i ' 1984 i 1985
Discs from-- S : s : :
Brazil--——-—-==——mmem=; 1.3 : 10.4 : 17.2 : 15.3 : 17.2
. All other countries---: Radadedi Lol *kk Kkk fadals
Total———=——— ey B+ ¢ ST Kkk - xRk o Kkk o Jekk
.Other tlllage tools 3 -
from-- T :. : I :
Brazil--—-—--——cmoeey . - 2.4 2.7 : 3.1: 3.2
" All other countries---: - kkk kK . kkk X%k o _ hkk
Total-————mm e BEZIE KK ;- *kk s C kkk : *kk

Source: Calculated from data contained in tables 2 and 15.

Market penetration of discs (in terms of value of imports) from all
__sources was * X % percent in 1982, increased to * * * percent in 1983, and
“further increased to * X % percent in 1984. Such penetration was * *. %
percent in January-June 1984 compared with * * * percent in January-June

1985. Market penetration of discs (in terms of value of imports) from Brazil
- grew: from 1.3 percent in. 1982 to. 10.4 percent in 1983, and further ‘grew to
17.2 percent in 1984. Market penetration of discs (in terms of value of
imports) from all sources other than Brazil also increased during 1982-84, but
at a slower rate than that ‘by imports from Brazil; such penetration, however.
-increased by 3.7 percentage points in January-June 1985, from 1984, unlike

that of 1mports from Braz11 which remained at the 1984 level in January -June
-+ 1985, . e . . . .

Market penetration of other tillage tools (in terms of‘valué'of imports)
from all sources increased from * * * percent in 1982 to * * * percent in
-.1984, and fell slightly to * * * percent in January-June 1985. Such

- ‘penetration by imports from Brazil was zero in 1982, 2.4 percent in 1983,

2.7 percent in 1984 and further increased to 3.2 percent in January-June 1985
compared with 3.1 percent in January-June 1984. Market penetration by imports
from all sources other than Brazil increased faster than imports from Brazil,
but unlike Brazilian penetration, it decreased in January-June 1985.
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Prices ‘
- Farmers who use tillage tools reportedly have been very price conscious
during 1980-85, a period of instability in the agricultural economy. Demand
for tillage tools is therefore belieéved by the parties to the investigation to
be price sensitive. 1/
Some producers and importers reported that the PIK program in 1983 and
the "no till” or "minimum till" farming methods have negatively affected the
demand for tillage tools. A spokesman for * * * disagrees and reports that he
did not notice a decline in his sales during the PIK program because farmers
had to use the tools to keep their land ready for production. This source
also believes that the trend toward reduced tillage will not change the
tillage tool business substantially. According to’* * * gpokesman, the theory
has been around for approximately 12 years and, although its popularity
returns every 3 years or so, there have not been major long term changes in
the market for tillage tools. The primary tillage iﬁstrument is. the moldboard
plow, which completely turns over the soil and buries old crop biomass. If
farmers  switch to reduced tillage methods, their use of discs and sweeps,
which simply stir up and level the soil, would actually increase. The
"no-till" method requires substantial use of chemicals. Generally, the. farmer
who practices these methods will have more insects and weeds, and will be more
susceptible to changes in the cost of chemicals. 2/

Producers and importers generally publish price. lists and quote their
prices.on an f.o.b. basis. Discount policies vary, but quantity discounts, on
either a.cumulative or noncumulative basis, are the most typical discounts
offered. These usually take the form of discounts from the price or prepaid
freight. ' ’ . : o

Demand is generally seasonal, with distributors ordering in the fall and
dealers ordering in the winter.. Shipments to these customers generally lag
several months behind the orders and are typically completed by March of the
following year before spring planting begins. OEM's generally place their
largest orders in the late summer/early fall, with deliveries spaced out
during the fall, but often place heavy orders again in January for spaced
deliveries through March. Most producers also offer seasonal discounts,
called buying programs, in the fall (and sometimes also in the spring) for
orders and payments by certain dates. These buying programs have existed
since the mid-1970's, when groups of farm stores began requesting producers'’
to explain their prices for the coming season. '"Preseason” orders by OEM's or
distributors that are .placed before December or January generally receive
greater discounts, and most purchases by OEM's or distributors are during this
period. During the spring and early summer, sales to distributors are fill-in.

U.S. tillage tool producers and importers of Brazilian tillage tools
compete in both the OEM and replacement markets. Prices charged appear to be
more a function of the quantity sold rather than whether a sale is to the OEM
or replacement market. For example, * * *, Because a sale is made to the OEM

"1/ See, for example, questionnaire of * * X, Also from telephone

conversations with representatives of * * %,
2/ % x %, o
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or replacement market does not predictably determine prices charged for
similar quantities, the price data for tillage tools are aggregated. The
policy of the largest U.S. disc producer, Ingersoll, is to sell directly to
OEM customers only, and Ingersoll competes directly with imports in this
market. To the extent that OEM's also compete in the replacement market
through their dealer networks, Ingersoll competes indirectly with imports.
Thus, price data for discs are also disaggregated into sales by Ingersoll and
sales by Osmundson.

U.S. producers and importers of tillage tools were asked to report sales
prices for the five common tillage tool specifications listed below:

Disc blade, 16" diameter, 0.118" thick, 11 gauge, plain;
Disc blade, 22" diameter, 0.177" thick, 7 gauge, plain;
Field cultivator sweep, 9", 1/4" thick;

Chisel plow sweep, 16", 1/4" thick; and

"Danish"” cultivator sweep, 4", 3/16" thick.

The two U.S. producers of discs, Ingersoll and Osmundson, reported price
data for the disc specifications for all quarters as requested. Osmundson
also reported price data on its sales of Brazilian discs * * *, Wiese and
Herschel, producers of other tillage tools, reported some Brazilian price data
"~ on discs but not necessarily for each product or each period, as did. three:
importers of Brazilian tillage tools--* * X, Pricing data for the sweep
specifications were received from six U.S. producers of tillage tools--Adams,
Empire, Osmundson, Nichols, Herschel, and Beall-Nixdorf--and from three
importers of the subject products from Brazil - * * * but not necessarily for ,
each product or period. In addition, Wiese and Osmundson also provided some .
pricing data on their sales of Brazilian sweeps. Because producers generally
quote prices on an f.o.b. basis and the customer often makes the frexght
arrangements, most producers and importers could only report f.o.b. selling
prices. Thus, weighted-average f.o.b. prices are used to analyze trends in

prices as well as for comparlng levels of prlces for the domestlcally produced
-and. Brazilian tillage tools.

Price trends.--From January-March 1983 to April-June 1985, U.S.
producers’ weighted-average disc prices fell by * * * percent for the 16-inch
disc blade, but rose by * * * percent for the 22-inch disc blade (tables 18
and 19). Producers' prices for both the 1l6-inch disc blade and the 22-inch
disc blade fell during * * *, by * * % percent, X * *, rose during * * * 1984
by * * % percent. and, from * *'% through * * %’ fluctuated downward to * % %
percent below price levels experienced during * * *x, * % %,

1/ % % %,
2/ X kX X,
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Table 18.—~Diécs. 16-inches: Selling prices of Ingersoll and Osmundson,

and
U.S. producers' and importers' weighted-average selling prices, 1/ and '
margins of underselling, January 1983-June 1985 2/
(Per unit)
: : : U.§ : : Absolute : Relative
Period : Inger- : Osmund-: ‘™ : Brazilian :margin of : margin of
producers .
: soll : son : average : price : under- : under-
: : : : . : selling : selling
: : : : : : Percent
1983: : : s : : :
January-March—-----: *hk ot ot *k%k xkk XKk 37.2
April-June--——~-—=-: fatad I et I *kk o *kk a3 S 24.8
July-September———-- : xkk *kk *kk *kk Lot 2 I 26.8
"October-December---: AKX *AK adet S Lol ot S ot I 20.1
1984: . : : : : : :
January-March——-—~~ : ot 2 B *kk *kk X%k xhx 22.4
April-June--———--—~-: xkk *kk *kk 3 adot kot N 35.6
July-September----- : *kk fatat alat B falat A [atat B 12.9
October-December---: b I Lot et S Lot 3 et 3 B xkX 27.5
1985: : : : : : : -
January-March---—-- : Kk et d ol t i 2 I XAk 9.8
April-June--—————-- : xKK *kk xRk ot 3 xk% 25.8

1/ The weighted-average domestic producers' prices were calculated based

on

Osmundson's and Ingersoll's estimates of their annual sales of this product in units
for 1983, 1984, and year to date (YTD) 1985. '
2/ The full specification is agricultural disc blades, 16-inches, 0.118-inch

thick, 11 gauge, plain.

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

International Trade Commission.
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Table 19.--Discs, 22-inches: Selling prices of Ingersoll and Osmundson, and
U.Ss. producers' -and importers' weighted-average selling prlces, 1/
and margins of underselling, January 1983-June 1985 2/

(Per unit)
L : 3 : By : : Absolute : Relative
Period -+ Inger- : osmund-:producers" Brazilian :margin of : margin of
: soll : son : : Price : under- : under-
L average X .
: : : : : selling : selling
: : : s : : -Percent
1983: ' : : : : : :
January_narch ______ H Jekk T *KKk o KKK ¢ L3 ¢t S b 2 ¢ SECHE kK
Apri l1-June-—-————e—- . XKk *kk b2 ¢ SR KKK o KKK b ¢ %4
July.__September _____ H xkk. ; *kk KKK 3 KK . *KRK o KA KX
October-December-—-:. ~kkk o *hk *kk - XKk 3 xkk *k%k
1984: 2 : : : : 2
January—.uarch ______ H KKk 3. L £ 3 2 R 3.3 S KKK o kK% o kKX
April_June_ ———————— R 2 3 I kkk *Kkk o 1 2 k2.3 I Kk
July_.September___..-: 2 %] K Kk o . o *** H ' kkk s - kKK YRk
. October-December—--: *kk o *kk 3 - kkk xkk o Kk g *kk
1985: s : s ol . -
January-March——---- : kkk : kkk *kk XkK *kk ;0 *kk
Apri l1-June-—————w—=— -3 B ¢ ¢ N cokkk . kX o KKK o k2.3 * K%k

- . . . . e
o o . . .

' 1/ The weighted—average domestic producers"pr1ces were calculated based on.
Osmundson s and Ingersoll's estimates of their annual sales of thls product in unxts
for 1983, 1984, and YTD 1985.

2/ The full speclflcatlon is agr1cu1tural dxsc blades, 22-inches, 0.177-inch
th1ck 7 gauge. pla1n .

80urce. Complled from data submitted in response to questlonnalres of the u.s.
Intérnational Trade Commission. . . . :
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From January—Harch 1983 ‘to April-June 1985, producers’ we1ghted average
prices for sweeps fluctuated, but rose by 5.7 percent for the field cultlvator
sweep, 1/ and by 3.7 percent for the chisel plow sweep (tables 20 and 21).
Prices fell during the same period by * * *, or * * % percent for the Danish
cultivator sweep (table 22). Producers' welghted—average prices for the f1e1d
cultivator and chisel plow sweeps followed similar trends, with prices
reaching their lowest point during January-March 1984, fluctuating markedly
during the second and third quarters of 1984, and then generally rising from
October-December 1984 to April-June 1985.

Prices for Brazilian disc blades increased by * * * percent for the
16-inch specification and by * * * percent for the 22-inch specification
during the period from January-March 1983 to April-June 1985 (tables 18 and
19). 3/ Prices for the imported field cultivator sweeps declined by 35.0 "~
percent during this period, and prices for the chisel plow sweep declined by
only 2.4 percent because of a price increase during April-June 1985 (tables' 20
" and 21). Brazilian disc blade prices generally increased during 1983 by * * %
percent for the 16-inch specification and by * % * percent for the 22-inch
specification. Prices for the 1l6-inch specification then declined during the
first two quarters of 1984 by * * * percent, before fluctuating upward by
*x X * percent through April-June 1985. Prices for the Brazilian 22-inch disc
blade declined continuously from January-March 1984 through January-March
1985, or by * * % percent, but increased by * * X, Prices.for the Brazilian
field cultivator and chisel plow sweeps fell during 1983 by * X x and * % % °
percent, respectively. Reported prices for the last three or four quarters
show prices of these Brazilian tillage tools generally increasing somewhat. '
Limited price data reported for Danish sweeps 1mported from Brazil prevent any
trend analysis for this specification (table 22)

1/ % * %,
2/ % % X,
3/ % x %,
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Table 20.---Field cultivator sweeps, 9-inches: U.S.-producers' and Brazilian
weighted-average selling prices, and margins of underselling, January

1983-June 1985 1/

(Per unit)
: : 't Absolute : Relative
: u.s. : Brazilian : margin of margin of
Period ) ‘producers’ " r = : & . gin C
: price H price : (oversell}ng): (oversellfng)
: : : underselling : underselling
. : : : Percent
1983: : : : : , :
January-March--—~—-—~--— : L L *kk %kk (26.5)
April-June--——-———————~ : Kkk *kk o *kk 11.1
July-September---~----- = *hk *kk .23 T .9
. October-December——--—--- D kK *kX *Xk (5.6)
1984: : R : . :
January-March-—-—~~-==—- : *kk *kk oo kkk g - 2.8
April-June--—-----cmmm-n : *kk o kKK Cokkk g 10.4
July-September————-—~--~ : L LI Xk xRk 17.8
October-December—-—-~---: KAk ol L I *xk g 29.8
1985: : : : : :
January-March--—-~-————-: kK 3 xxk 3 TR 21.9
April-June-——--——w-cmoun: *kk KRR 3 XKk 3 21.9
1/ The full specification is Field cultivator sweeps, 9-inches, 0.25-inches

thick.

Source: Compiled from data submitted in response to questionnaires of the
U.S. International Trade Commission. S '
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Table 21.--Chisel plow sweeps, lé-inches: U.S.-producers' and, Braz1lxan
weighted-average selling prices, and margins of. underse111ng, o
January 1983-June 1985 1/

(Per unit)
: ‘UMs {' " 't 'Absolute : Relative °
Period :producers;: Braziliag;;ﬁi margin of : margin of
: : price - : (overselling): (overselling)
price . .7 % underselling : underselling
: : : ' H Percent
1983: ' : : LI : :
January-March--——--—~----- : L k%K o, Rkk o i k% ;. 9.0
April-June--——-—cmmmmmeo : Cokkk LRk kxx ;T (1.9)
July-September--——-—---- : kkk oo kkk xkk 23,2
October-December————-—-—-- : | Kkkk L %kkk g *xkk " .20.4
. 1984: . oo s : _ :
January-March-—----cm-u- : kkk J KRk s ot B 5.3
April-June------ o mmmee o o, kkk JKekk ) kK - 30.6
July-September---—-—-———-- o kkk o L I T ol LB 19.8
October-December---—~--- : Lo Kkk L dkk xkk o - 20.5
1985: R : : : o
January-March---—~-———-- : R Sl L fdala 22.2
April-June--~~———cmmmmuwy . kkk . Yekk ; _ *kk 14,1

" 1/ The full specification is Chiselgplow'sﬁeeps,‘lﬁéinéhés.wogzs-inches 
thick. : ‘ o

Source: Compiled from data submitted in response to qué#iioﬁnairesiof-the
U.S. International Trade Commission.
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Table 22.--Danish cpltiﬁafgtﬁsueeps; A~inches: ' U.S:.-producers’ and Brazilian
weighted-average selling prices, and margins of underselling, January
1983-June 1985 1/ .

: (Per unit)
: _ I B Brazilian Absolute ¢ Relative
Perio¢l _ : ;producers®: rice : margin of :  margin of
: : _price P __: underselling : underselling
¢ - : . - Percent

1983: , ‘ ‘ : o : :
January-March--—--——mem: kkk g L B AR 3 3/
April-June ‘ s . KRR kK *kx 1 3/
July-September--—-—-----: *kkk hadel I *kk 3 3/
October-December---—-=—-: xR 3 xRk Xk s 3/

1984: . : e : :

. January-March——————----—: - kkk ; . kkk kkk ;. 3/
April-June--—-——m-—eeeenns | dkk okkk T okkx T3y
Jul'y—September—;—-;—_—-—--.-e-—,: ) *** : *kx o - ’ adet JH 3/
October—becember———---ef; ’ atot B L . *kk 3/

1985: o 3 S , H : :
-~ January-March--—————-—--: kK KKk kkk ;. 5.9
Aprxl—June— HIE kK B L Rkk 16.2

.. 1/ The full specification is "panish" cultivator sweeps, 9-inch, 3/16-inch
thick. S : . o S
2/ ¥No prices reported.~.

3/ Cannot be calculated.

. _Source: Compiled from data submitted in response to questionnaires of the
U s. International Trade COmmission
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Price 'comparisons.--The reported price data resulted in 42 quarterly
selling price comparisons between doméstically produced tillage tools and
Brazilian tillage tools sold by importers and U.S. producers (tables 18, 19,
20, 21, and 22). Thirty-nine of these comparisons showed underselling by
suppliers of the Brazilian tillage tools, with share margins of underselling
for the five specifications ranging from 2.5 to 37.2 percent and averaging
16.3 percent. Brazilian disc blades were lower priced than domestic blades in
all 20 of the comparisons involving the 16-inch and 22-inch specifications.
Margins of underselling were the highest for the 16-inch specification, with
margins of underselling ranging from 9.8 percent to 37.2 percent, and average
underselling of * * % per unit, or 24.3 percent below domestic producers’
prices. Margins of underselling for the higher priced, 22-inch disc blade
averaged * * * per unit, or X * % percent of domestic producers' prices.

The three instances in which Brazilian tillage tools were more expensive
~ than U.S.-produced tillage tools occurred in the field cultivator and chisel
plow sweep categories during 1983. Eight out of ten price comparisons,
involving the field cultivator sweep, showed underselling by the Brazilian
product, with average underselling of * * * per unit, or 14.6 percent below
domestic producers' prices. Similarly, in 9 of 10 price comparisons for the
chisel plow sweep, the Brazilian sweep undersold the U.S.-produced sweep by an
average of * X % per unit, or by 18.3 percent of domestic producers' prices.
For the field cultivator sweep, margins of underselling by the subject
Brazilian product have generally increased from January-March 1983 to
April-June 1985. Two price comparisons involving sales of the "Danish" sweep
during the first two quarters of 1985 showed average underselling of * * % per
unit, or 11.1 percent below domestic producers' prices.

Purchasers' prices.--The Commission requested purchasers of agricultural
tillage tools to report, for their largest purchase each quarter from
July-September 1984 to April-June 1985, the f.o.b. and delivered purchase
prices and quantities purchased of the five selected tillage tool products
produced in the United States and Brazil, as well as for those produced in
Australia, Canada, France, and the United Kingdom. Because most of the 33
purchasers reporting usable price data did so for a few quarters and a few
products only, the price data cannot be used to analyze the trends in
purchasers' prices. The price data were disaggregated into three major groups
of purchasers—-OEM's, wholesaler/distributors, and "other purchasers” closer
to the retail level of distribution such as dealers, parts houses, and chain-
stores. These data are instructive for comparing prices in different
distribution channels as well as for comparing prices of domestically produced
tillage tools with those produced in Brazil and the other countries. 1/
Although the f.o.b. prices reported by OEM's for a certain domestic product
and quarter were often less than those reported by wholesalers, in many other
instances the OEM's price was higher. In a few instances, the purchasers'
prices reported by "other purchasers" such as dealers were actually lower than
an OEM price reported for the particular product and period..

Purchasers’' f.o.b. prices paid for Brazilian tillage tools were lower
than the comparable quarterly prices paid by purchasers of domestic tillage

1/ Because the reporting purchasers represent a very small proportion of all
purchasers of tillage tools, the following analysis of the price data may or
may not be truly representative of the U.S. market for tillage tools.
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tools in almost every instance. 1/ Where delivered prices were reported for
purchases of Brazilian tillage tools, they were also generally lower than the
f.o.b prices for domestic products. Purchasers' prices reported for
Australian and Canadian tillage tools were generally much higher than those
from the United Kingdom or France. F.o.b. purchase prices for Australian and
Canadian tillage tools were sometimes lower and sometimes higher than those -
for domestically produced tillage tools. Reported prices for the United
Kingdom and French disc blades were lower on an f.o.b. basis than both the
domestic and Brazilian products in every comparison.

Shown in the following tabulation below are purchasers' prices and
quantities purchased, along with the location of the purchaser for 22-inch
disc blades purchased by OEM's, wholesaler/distributors, and "other
purchasers’ during January-March 1985:

origin State Quantity F.o.b. price Delivered price
(units)
OEM's:
United States--—-—--- KKK Kekek Kk *hek
JekK Kk AKX kR
Brazil——————- e KK KK © kK . Sk
Kkk Kkk Kk . Jekk
" Canada-———<——e—m———eme AKX ok T kkk - L KRk
: ekk k% _ KRk L k%K
Wholesaler/
distributors:
United States-—---—--%%% dkk Kekk : xkK
' Brazil-—————meeaaod Jekk " Rk , Cokkk - KRk
Kk Kkk Kk S ok
France~—————meemmmen *kk Kkek o Rkk Kkek
‘ _ kK Kk *kk A Kkk
AUSELLia—m m e e ek T dkdek o kkk T Akk
United Kingdom--—--%%% Cokkk o gk xhK
Origin  State Quantity F.o.b. price Delivered price
: S funits)
"Other purchasers”: L S ' - . _ .
United States-—-——---%xx% Jokk *kk AR - kK
Brazil-—-———ee KKK Jekk *kk 4 Kkk
fkk Kkk *kk kK
Australia---——--~-—-- okk *kk kK kK%

1/ No data provided.

1/ A large wholesaler/distributor * * % paid the same price for domestic and
Brazilian 22-inch disc blades during * * *, and during * * X,  respectively, he
paid more per unit on an f.o.b. basis for Brazilian chisel plow sweeps and
Brazilian "Danish" sweeps than another purchaser was paying in those periods
for the subject domestic products.
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As shown in the above tabulation, a -wholesaler/distributor in * % %
reported the prices it paid for both the domestically produced and the
Brazilian 22-inch disc blade during January-March 1985. The f.o.b price that
was paid for the Brazilian disc was * X % or 4 percent less than the price for
the domestic disc. Similarly, during this period, an "other purchaser”
(dealer) in * * % paid * * * or 12 percent less, for a Brazilian disc on a
delivered price basis than it paid for a domestic blade. Regarding the prices
"of other imported discs, a wholesaler/distributor in * * * that bought * * %
Brazilian discs during January-March 1985 for * * * per unit also purchased *
* * French discs during that period for * * * per unit, which is 22 percent
lower than the price paid for * * * Brazilian discs.

-The following tabulation provides an example of the purchasers' price
data reported by OEM's, wholesaler/distributors, and "other purchasers" for
their purchases of "other tillage tools,™ specifically 16-inch chisel plow
sweeps purchased during July-September 1984:

Quantity :
Origin State - (units) F.o.b. price Delivered price
QEM's 4
United States kK xkk Kokk it ]
Kk Kokk : Kk KkX
Quantity
Origin State (units) F.o.b. price Delivered price
Wholesaler/
distributors:
United States xkk ot t ] | odkk fadadd
Kkk kK kK , Kkk
Kk k Kokk Fokek *kk
_ dek KKk Yook *kk
Brazil Nk Kk T ek dokek
KKK KKK KKK *hk
"Other purchasers"
United States kK * %K kK *K KX
22 T I Kk Kkk Kk K

~l/ Not available.

The above data show that a wholesaler/distributor in * * % paid * * * 26 .
percent less for the Brazilian chisel plow sweeps it purchased during
Juiy-September 1984 than it paid for domestically produced chisel plow sweeps
during that period. During July-September 1984 a wholesaler/distributor in
* % % paid * * * per unit delivered for Brazilian chisel plow sweeps, and a
"wholesaler/distributor in * * % paid * % * per unit delivered for domestically
produced sweeps. The Brazilian chisel plow sweep cost * * % 12 percent less
than the domestic sweep. Neither OEM's nor "other purchasers"” reported any
" Brazilian pricing data for any of the three sweep categories.

S ®
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Terms.--Both U.S. producers and importers were asked to report the terms
associated with each quarterly sales transaction. Of the U.S. producers,
* % * reported that it gave a * * * percent discount for payment within * % %
days and required net payment in * * * days; * * * reported net payment in
* % % days; and * * * reported net payment in * * * days. 1/

Importers of Brazilian tillage tools also reported the terms of sale to
their customers, which typically ranged from net 30 days to net 180 days and
often varied by customer. For example, Agridisc's terms since October 1983
were generally * * * days for disc blade sales and X * % days for sweep sales,
and * * X terms for its sales of Brazilian tillage tools were net * % * days,
* % %X, % % % terms were highly variable. Three of * * % reported quarterly
sales to * * %X,  which occurred during January-March 1985, had terms of * * % |

Qualitative considerations.--Purchasers were asked to state whether
tillage tools from Brazil and from some other sources--Australia, Canada,
France and the United Kingdom--are (1) better than, (2) equivalent to, or (3)
not as good as the subject domestic products. Regarding discs from Brazil,
only one purchaser reported that they are better than domestic discs, 15
stated that Brazilian and domestic discs are of similar quality, and 14
reported that they are of lower quality than domestic discs. Several
purchasers reportedly would not purchase Brazilian discs at any price
differential. The reasons stated for the above answers were so contradictory
that they may indicate considerable quality differences between discs from the

~various Brazilian manufacturers. Discs imported from Australia and Canada
were generally perceived as being of similar quality to U.S.-produced discs,
and English and French discs were perceived as bexng of either similar or
lower quality than U.S.-produced discs.

Fewer purchasers reported their opinions on the quality of imported other
tillage tools, and several explained that they have had no experience with
" these products. Regarding other tillage.tools from Brazil, one purchaser
reported that they are better than U.S.-produced products, three reported that
Brazilian and domestic other tillage tools are of similar quality, and six
reported that Brazilian other tillage tools are not as good as domestic
products. Other tillage tools from Canada generally received the best ratings
among purchasers. . - :

In addition to these considerations of material quality, producers,
importers, and purchasers generally agree that the "lead time," or the time
period between when orders are placed and when they are delivered, is longer

1/ Importers also reported the terms for their purchases of Brazilian
tillage tools In 1983, these terms **%x, In 1984, these terms **%, 6  xk'g
terms from *%x changed markedly during 1984, ***x, TIn 1985, importers' payment
terms ***, One importer, *** reported 1985 purchase terms of **x* days at *xx%
percent interest *** *x*% jtg purchase terms in 1984 were **x%,
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for Brazilian tillage tools than for domestically produced tillage tools.
Domestically produced tillage tools are usually shipped 1 month, or, at the
most, 2 months following an order; the lead time for Brazilian tillage tools
typically ranges from 3 to 4 months, and may be longer. Finally, several
industry sources reported that imported tillage tools are usually purchased in
. container-load quantities, either because that is the policy of the supplier,
or in order to minimize per unit freight costs from the port of entry.

Transportation costs.--Both producers and importers were asked to report
the f.o.b. and delivered selling prices on each transaction, so that
transportation costs could be calculated. Because transportation costs are
generally paid by the customer and the customer often handles the shipping
arrangements, few producers and importers reported delivered prices. * * %
and * * % were the only two producers to report delivered prices on their
transactions. From January-March 1983 to April-June 1985, * * x
transportation costs as a share of the delivered selling price ranged from
* % * percent. * * % U,S.-inland freight costs ranged from * X *, One
importer, * * *, reported that transportation costs were approximately * * %
percent of delivery price. Most.of the reporting producers of agricultural

"tillage tools stated that U.S. inland transportation costs are a major factor
in their competition with both domestic producers and Brazilian tillage tool
suppliers. . However, * * *, and the major reporting importers, * * * 6 reported
that transportation costs did not play a major role in this competition.

U.S. inland transportation costs as a share of the delivered price paid
"by purchasers- were calculated on the basis of the difference between their
reported delivered and f.o.b. prices on purchases of the above five products
"during July 1984-June 1985. For purchases of U.S.-produced tillage tools
transportation costs generally ranged from 2.9 to 8.4 percent for OEM's, from
1.4 to 5.2 percent for wholesaler/distributors, and from 1.4 to 5.7 percent
for "other purchasers." For purchases of Brazilian tillage tools, purchasers
‘generally reported lower transportation costs that ranged from 1.2 to 3.7
- percent. for :0OEM's, from 1.9 to 5.9 percent for wholesaler/distributors, and
"from 1.3 to 5.7 percent for "other purchasers.” Purchasers were divided on
the issue of whether U.S. inland transportation costs are a major factor in
their sourcing decisions, with 57 percent of purchasers reporting that they
are not a major factor and 43 percent reporting that they are a major factor.

Exchange rates.--Table 23 presents indexes of the nominal and real
exchange rates between the U.S. dollar and the Brazilian cruzeiro, and indexes
of producer prices in the United States and Brazil, by quarters, from January-

March 1982 (the base period) through March-June 1985. During this period, the
- cruzeiro depreciated steadily, declining 97 percent against the dollar since
the base period. However, because of the high inflation rate in Brazil, the
nominal exchange rate index does not explain changes in the relative
competitiveness of Brazilian tillage tools in the U.S. market. Adjusted for
inflation, the real value of the cruzeiro relative to the dollar fluctuated
considerably, rising by almost 4 percent in April-June 1982 and then declining
through April-June 1983, or by nearly 22 percent since the base period. 1In
July-September 1983, the real value of the cruzeiro began to increase relative
to the dollar. By January-March 1985, the cruzeiro had fallen by only 13
percent in real terms since the base period. However, during April-June 1985,
the real value of the cruzeiro reversed its upward trend because the cruzeiro
"depreciated relative to the dollar by more than the Brazilian rate of
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Table 23.--Indexes of the nominal and real exchange rates between the U.S.
dollar and the Brazilian cruzeiro and indexes of producer prices in the
United States and Brazil, 1/ by quarters, January 1982-June 1985

(January-March 1982=100)

°  Nominal ; Real ‘United States . Brazilian
Period . exchange rate . exchange rate producer price producer price
: index : index : index ) index

1982: . : : : :
January-March—---: 100.0 : 100.0 : - 100.0 : 100.0
April-June----—-—- : 86.1 : 103.8 : 100.1 : 120.7
July-September---: 72.7 103.3 : 100.5 : 142.8
October-December-: 59.9 : 98.1 : 100.6 : ' 165.0

1983: : : : :
January-March----: 42.2 : 86.4 : 100.7 : 205.9
April-June--—--——- : 29.0 : 78.1 : , 101.0 : 272.3
July-September----: 21.6 : © 82.6 102.0 : 390.0
October-December-: 15.9 : - 85,2 : 102.5 : 549.7

1984: v . : : : .

- January-March----: - = 12.1 : 84,5 : ©103.6 @ - .724.6
April-June--—----: ' 9.1 : 84.0 : 104.3 : . 962.6
July-September—---: 6.9 : 84.9 : -104.1 : 1284.4

- October-December-: 5.1 : . 87.3 : 103.8 : 1795.0

1985: - T S E T -
January-March—---: 3.7 : 87.5 : 103.6 : 2473.8
April-June-------- s 2.6 :.  80.4 : 103.7 : 3163.7

. . . -
. . o -

1/ Based on exchange rates expressed in U.S. dollars per Brazilian cruzeiros.

‘Source: International Hdnetaty'Fund;’Intérnétional'Financial~statiétics.“'
inflation.. Thus, as of April-June 1985, the real value of the cruzeiro was .
about 20 percent lower in real terms, than it was in the base period.

Lost sales

Lost sales allegations by four U.S. producers wére included in. the
petition and in U.S. producers' questionnaires in the preliminary
investigation. Allegations by two producers, * * *, generally related to
discs and involved nine individual purchasers. Allegations by the two other
producers, * * * related to sweeps and other types of tillage tools and
involved 17 individual purchasers. Following are summaries of the information
obtained from the purchasers who were contacted during the preliminary
investigation. .

1/ Transcript of staff conference, October 29, 1984, pp. 82-83.
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Purchaser 1.--* * *: This lost sale allegation was made by * * %, which
reported that * * %X's share of * X *'s total tillage equipment sales declined
from * * * percent in 1982 to * * * percent in January-September 1984. * * X
is a manufacturer of agricultural tillage equipment; * * * returned the
Commission's questionnaire and reported its purchases of both U.s. —produced
and Brazilian made discs and other tlllage tools. This information is
provided in the following tabulation (in pieces):

* * * * *- % %,

* % % reported that its major reason for purchasing the imported product -
was that it cannot purchase the products from other U.S. producers * * *,
* * % aglso reported that it cannot obtain discs from Ingersoll, and had to
rely on smaller disc producers, which were not always reliable sources.
* *x %  therefore, presently imports * * * discs from Brazil and competes
.primarily in the replacement market. '

Purchaser 2.--* * *: This lost sale allegation was made by * * * and
involves the purchase of * * * Brazilian discs in * * * at prices allegedly
* * * percent lower than * * *'s prices. This purchaser reported that it is a
producer of agricultural equipment (OEM) and purchases discs from both x k %
and * * * (Brazil). About 3 years ago, * * X purchased its disc requirements
from * * %, Crucible, and * * *, Because Crucible stopped making discs, and
* %X X was considered unreliable, * * % purchased discs from * * * to have anh
alternative source to * * *, Currently, about 50 percent of * * *'s total
requirements are met by Brazilian discs, although it did not report the
quantity of its purchases. * * * also reported that Brazilian discs are
priced about 20 to 25 percent lower than domestic discs are for diameters over
16 inches. Brazilian smaller diameter discs are not as price competitive,

accord1ng to * x %,

This purchaser also competes in the replacement market, although only
about * * * percent of its disc purchases are sold in this market. * % %
reported that one reason it purchased the lower priced Brazilian discs was to-
expand its replacement market sales. However, because of intense replacement
market competition from French and British discs, this purchaser reported that
it has not been successful in the replacement disc market :

* % % reported that initially it received * * x payment terms at * * %
percent interest rates, but currently terms are net payment in * * * days.

Purchaser 3.--% * %x; [ost sale allegations were made by * * % involve¢'
the purchase of * * X Brazilian discs in * * * priced * * % percent below
* %X X'g price. 1/ This purchaser is a manufacturer of agricultural equipment
(OEM) which it sells * * *x, It has purchased discs from Ingersoll, Osmundson,
Farmo (Brazil), Agridisc (Brazil), International Harvester (Canada), and
Kitchen (United Kingdom). 1In 1983, * * * reported that it purchased about 50
percent of its disc requirements from Brazil. It has reduced its purchases of
Brazilian discs in 1984 because it can get a better disc at a slightly higher
price from Canada and the United Kingdom.

1/ * * * was not specific with regard to quantity and price of the alleged
lost sale.
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* % *x reported that its primary reason for buying the Brazilian disc was
price. Current prices for a 22-inch notched disc are $14.73 from * * % and
$9.67 from * * X representing a 34 percent price differential. * % %
reported that the Brazilian disc is lower quality, but that the price
differential more than compensates for this. * * * had formerly purchased
some Brazilian discs from * * %, but has discontinued purchasing from * * X
because it believed * * * was soliciting * * *X's own customers.

Purchaser 4.--% * *: This lost sale allegation was made by * * * and
involved the purchase of * * % Brazilian discs in * * * | This purchaser
reported that it does buy Brazilian discs, but that the Brazilian product
accounts for only about 25 percent of their total disc requirements, * % %
purchases Brazilian discs because Crucible had formerly been their X * x
supplier, and when Crucible left the dlsc market * *x % did not want to rely
solely on * *x %, It’ currently purchases more discs from * * * than it did
before the exit of ‘Crucible and is annoyed that * * % is complaining. * x *
also reported that the Brazilian prices are lower, but that it still buys
* * % discs from * * *, This purchaser provided no information as to the
quantity of its purchases or the actual price differential.

Purchaser 5.--% % %; . This lost sale allegation was made by * *x % and
involves the purchase of * * % ‘Brazilian discs in * %k % % x %X, This .
purchaser- reported that it purchased from * X % to * % % dollars worth of
Brazilian discs from * *'* in * * *, which were priced from 30 to 35 percent
lower than discs available from * * *, However, this purchaser also reported
that it * x x, * % % pgbtained’ quotes for both U.S.-made and Br32111an—made
discs and chose to buy Brazilian, pr1mar11y because of the price
differential: - Terms from * * * were net * * X or net * * % days.

Purchaser 6.—-% * *: This lost sale allegation was made by * * * and
involved the purchase of * * * Brazilian tillage tools other than discs in
* *x % 1983. This purchaser reported that before Brazil entered the tillage
tool market it had purchased U.S.-made cultivator points from * * % for about
$1.50 per point. Brazilian cultivator points were .offered for under $0.90 per
point by * * * and * * * decided to buy the Brazilian product. This purchaser
also buys discs from * * %, with the Brazilian disc selling for about $5.00
and the U.S.-made disc se111ng for about $9.00. However, * * * observed that
English and French discs are currently selling at prices almost as low as the.
price of Brazilian discs. * * * could provide no information as to the
quantity of its purchases.

Purchaser 7.--* % *: This lost sale allegation was made by * * * and
involved the purchase of Brazilian sweeps. * * * returned a questionnaire,
and reported that although it had purchased Brazilian discs in 1983 and 1984,
it had purchased no other types of tlllage tools from Brazil, which would have
included sweeps.

Purchaser 8.--% * x; This lost sale allegation was made by * * * and
involved the purchase * * % of Brazilian tillage tools other than discs.
* %-% returned a questionnaire, and its reported purchases of other tillage
tools from U.S. producers, Brazil, and other foreign sources is shown in the
following tabulation (in units):

* % * * * * k3
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Purchaser 9.--* * *: 'This lost sales allegation was made by * * * and
involved the putchase’of * % % other, tlllage tools. This purchaser reported
that it purchases both Brazilian sweeps and discs from Farmo.  * * * knew the
individuals from Crucible, which is how it was introduced to tillage tools
from Brazil. * * * is an OEM of tillage implements that use tillage tools
other than discs; however, it does not produce tillage implements that use
discs therefore it cannot obtain U.S.-made discs from * * *, It purchases
discs from Brazil. This purchaser purchases sweeps from both U.S. and
Brazilian manufacturers. Brazilian made sweep prices for one specification
are * X x | U.S. made sweep prices are * * * ywhich is why it purchases some
Brazilian sweeps from * * *, This purchaser does a total volume of business
of about * * * per year. :

Purchaser 10--* * *: This lost sale allegation was made by * * * and
involves competition from Brazilian tillage tools supplied by * * *,  This
purchaser reported that it is a wholesaler/distributor of other tillage tools
as well as disc blades, but concentrates on the other tillage tool business.
It purchases most other tillage tools from U.S. manufacturers. This purchaser
competes with * * *x, 3 U,S. importer of Brazilian made tillage tools for sales
to dealers and retailers and reported that this importer sells the Brazilian °
made tillage tools to dealers at prices 25 to 30 percent lower than prices
offered by this purchaser. This purchaser has requested, and in some cases
obtained, additional discounts from the U.S. manufacturers because of this
competition, * * * zlgo reported that it has purchased some Brazilian disc
blades, marked * * %, through * * * in California.’

" Purchager 11,--* * *: This lost sale allegation was made by * % *: put
* % % provided * % % details with this allegation. This purchaser reported
that it has never purchased Brazilian tillage tools, although it has been
approached by a * * % representat1ve. It did not purchase the Brazilian
tillage tools and did not use this Brazilian offer to obtain a lower price
from * * %, the U.S. manufacturer, which is its primary supplier.

_ Purchaser 12.--* * *: This lost sale allegation was made by * * * in the
"petition and claims that this purchaser bought Brazilian sweeps which were

X % X to * * * Jower priced than U.S. made sweeps from * * *, This purchaser
reported that it purchased about * * * Brazilian sweeps from * * * because
they were about * * * lower priced than the same type of U.S.-made sweep from
‘% x %, This purchaser reported that it competes with other parts discount
houses that carry the Brazilian sweep so it had to purchase  some:'Brazilian
product to remain competitive. * * * reported that it still purchases some
U.S. made sweeps from * * %, 3 o

Purchaser 13.--* * *: This lost sale allegation was made by * * X in the
petition and alleges that * * * purchased Brazilian sweeps from * * * for
prices lower that of * * *, This purchaser reported that it purchases
Brazilian sweeps from a distributor, and domestic sweeps from * * X, The
reason it purchases Brazilian sweeps is that this distributor has supplied
tillage tools to this purchaser for a number of years, and a few years ago the
distributor switched to Brazilian sweeps. This purchaser reported that there
was little price difference between Brazilian sweeps from * * * and domest1c
sweeps from * * X,
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Purchaser 14.--* * *: This lost sales allegation was made by * * * in
the petition and involves the purchase of Brazilian sweeps from * * *, This
- purchaser reported that it buys most of its sweeps from * * * and has
traditionally purchased from this source. Therefore, this purchaser started
purchasing Brazilian sweeéps when his source began stocking Brazilian sweeps
one or two years ago. This purchaser also purchases some sweeps from * * * g
U.S. manufacturer, but this U.S. manufacturer approached this purchaser only
about one year ago. * * Xx had formerly purchased * * * gweeps, but through
* * x, The price differential between Brazilian sweeps from * * * and
domestic sweeps from * * * is no more than 5 percent, and is not a major
reason for buying Brazilian sweeps from * * *,

Purchaser 15.—-% * *: This lost sales allegation was made by * * * and
involves the purchase of * * * Brazilian discs in * * * | This purchaser
reported that it buys U.S.-made discs from * * *, and discs made in Brazil and
England. * * * ygses U.S.-made discs exclusively on the farm implements it
manufactures, but purchases primarily Brazilian discs for its aftermarket
sales. The U.S. manufacturer had formerly supplied about 75 percent of this
purchaser's disc requirements, and now supplies 25 percent, according to this
purchaser. The lower price of the Brazilian disc was a major reason for its
purchase. Currently, the price for a 24-inch disc from Brazil is about * * X,
whereas the price of U.S.-made discs from * * * is 53 percent higher, or
* % %, Approximately the same relative price differential exists for other
sizes of discs, according to this purchaser. This purchaser also reported
that it considers Brazilian discs to be lower quality than * * *'sg U,S,-made
discs.

During the final investigation, seven additional purchasers were
contacted regarding five allegations of sales lost by * * * and two
allegations of sales lost by * X X, Following are summaries of the
information obtained during the final investigation. '

Purchaser 16.--% X *; * % % glleged that it was unable to sell * * %
discs of various types to * * % for * * % jp * * * pecause * * * purchased
Brazilian discs instead. * X X is an OEM * * X *x x X, % x x, A gpokesman
for * * % gtated that he has never purchased Brazilian discs but has received
* x X from * * X of * * * percent on * X X, The spokesman said that there is
a sizable demand in his area for * * * blades in * * X, Because of the poor
performance of the agricultural economy and "cut-throat" price competition for
blades, however, his purchases from * * * have declined by about * * * percent
during the last 1-1/2 years. He stated that Tatu (Marchesan) was the current
price leader in his area.

Purchaser 17.--% % %; % .%x % named * * X, an OEM, in a lost sale
allegation involving * * * and * * * disc blades purchased in * * *, A
spokesman for * * * recalled buying some Brazilian blades from a firm in
Canada * * * about 1 year ago because they were lower priced. He could not
recall the exact quantity or price of that purchase. He received many
complaints about the Brazilian blades, chiefly that * * *, Ever since this

one experience with Brazilian blades he has purchased all his blades from
x X X,



A-57

Purchaser 18.--% XX % % %  wa§ cited by XX *° 1n a ‘lost sales
allegation involving *.* x. and’* * X gnits (X x %) purchased durxng * kK,
* % % reportedly used to be * * *x main’ supplier ‘of ¥ X % and is stlll used to
some extent. A spokesman for *-* * confirmed tHe" Tost sale 1n *x %X % and
reported that he purchased Brazilian:and United Klngdom ‘matérial instead. He
purchased the Brazilian discs because they were pr1ced much lower than
products available from * * X or * * *, The British tillage tools’ he
purchased at that time were also lower '‘priced than domestic products but not
as inexpensive as the Brazilian products.  The Brazilian * * *'blades were
purchased directly from * ¥ * in Brazil. ‘ When asked about the Brazilian
payment terms, he said that they range from net 30 'to net 120 days and’ are
usually paid in 30 days. ' For * *- % the decision to purchase from Brazil was
based on fierce price competition in the market for 'its manufactured :
implements. He asserted that the lower per unit cost of the Braz111an tillage
tools, rather than any consideration of relat1ve payment terms was’ h1s maJor
reason to buy them. - .. " RN Lo v

R . K AN I R ) g )

'Purchaser419.——* * *; % % %x:g]lleged  that it lost a sale to * * X/ of
* x X jnvolving * * * discs in * * * because of competition from Brazilian
imports. A spokesman for * * *, an OEM, said that his company buys discs to
supply its * * % dealers, with annual purchases estimated at * * %, % % %
used to buy discs from * * *, In the spokesman's opinion, after Crucible left
the market, * * X, * * % dealers were complaining that they could buy discs
at retail from parts stores for less than they were paying * * * for * * %
discs. When * * * was searching for a lower priced source for discs, it
decided to buy Brazilian discs because * * * had been using Marchesan blades
for years. He believes that Marchesan's blades are high quality because they
have met * * %X, Since * * *, they have supplied their total disc needs with
Tatu blades * * %, . '

Purchaser 20.--*% % *; X *x X  an OEM, was named by * * X in a lost sale
allegation involving * * * and * * * discs purchased during * * *x, A
spokesman for * * * would only state that the company has bought both domestic
and Brazilian blades. * * * returned the purchaser's questionnaire stating
that the company's purchases of discs' are between * * * apnnually. Estimates
of * * * end-of-period inventories (in thousands of units), as reported in its
questionnaire response are shown in the following tabulation:

1981 1982 1983 1984 June 1985

Tillage tools:

Imported from
Brazil——-—- kKK k kK k% Kk k Kk

Produced by
U.S. firms—- kK XKk *kk Kk Kk kK

It also indicated in its questionnaire response that the’ source of the
domestic material in inventory was * * X,

Purchaser 21.--% % X; X % % cjted * *. %X,  a distributor in a lost sale
allegation involving * * X of * * * during an undisclosed period. A spokesman
for * * ¥ gtated that the company buys domestic tillage tools from * * * and
Brazilian tillage tools from * * %, and that he has been a customer of * % %
for * * X years., * *x % spokesman
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said that its purchases from * * * have increased at the expense of * * X

. because * * * product line is broader now than it was in the past, estimating
that its purchases from * * * have been * * * per year lower in recent years.
* X % prices were much lower than * * %  but the price differential is smaller
now. * x % 1985/86 purchase prices for * * * gre * * * per unit net from * %
*, and its prices from * * * gre * * % per unit. However, * * * purchasing
agent figures that with * * * cash discount, * * % yolume rebate and * * * day
terms, the net price to * X X jg gbout * * * per unit for the * * * gweeps.
There are no additional discounts offered on the * * * gweeps. He still buys
a considerable .amount from * * * but prefers * * * because they are lower
priced, and they offer better service. For example, * * * which saves * * X
inventory costs. * * % glgo reportedly has better promotional material and a
good field staff. With * * * he's forced to inventory the product.

, Purchaser 22.--* * *: % % % glleged that it lost a sale to * * %
involving * * * worth of * * X, HNo time period was specified. A spokesman
for * * x gtated that he has never purchased the named products from imported
sources. His main suppliers are * * *, He did add, however, that he has not
purchased domestic blades in years and purchases * * * from the United Kingdom
and disc blades from Brazil.
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FEDERAL REGISTER NOTICES ISSUED BY THE COMMISSION AND BY COMMERCE
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Federal Register / Val. 50, No. 165 / Monday, August 26. 1985 / Notices , 34525

{C-351-408)

Final Affirmative Countervailing Duty
Determination; Certain Agricultural
Tilage Tools From Brazil

AGENCY: Import Administration,

International Trade Admmistration.
. Commerce.

ACTIOR Notice.

" SUMMARY: We determine that certain
benefits which constitute subsidies
‘within the meaning of the countervailing
duty law are being provided to
manufacturers, producers, or exporters
in Brazil of certain agricuitural tillage )
tools. The net subsidy is 8.08 percent ad

voforem. Our determination with respect - ‘

- to.“critical circumstances” is addressed
in the “Crifical Clnmmstanm section
of this nofice.

. WehmnouﬁedtheUnnedStntel :
international Trade Cormmission (ITC) '

of our determinations. We are divecting
the 1.8. Custoris Service to continue to

--require a cash deposit or bond for each
such entry in an amount equal to the net

- subsidy listed in the “Suspension of
Liquidation™ section of this notice.

_ EFFECTIVE DATE: August 26, 1985.

FOR FURTHER IIFORMATION CONTACT: .
Alxin Letort or Barbara Tillman, Office
of lnvestigations, kmport Administration.
International Trade Admintstration, U.S.
Department of Coeunerce, 14th Street .
and Constitation Avenue, NW., '
Washington, DC 20230; talephone' {202) -
3775050 or 377-2438.
SUPPLENMENTARY INFORMATION:
Final Determination
- . Based opon our investigation. we
determine that certain benefits wirich
constitute subsidies within the meaning
- of section 701 of the Tariff Act of 1930.

as amended (the Act), are beings
provided to manufacturers, producers.
‘or exporters in Brazil of certain
agriculturat tillage tools. For purposes of
this inwestigation. the following
prograrms are foand to confer subsidies:

«- Preferential Working-Capital’
Financing for Exports:

¢ Export Financing Under the CIC-
CREGE 14-11 Circular;

* Finex Export Fi

¢ Income Tax Bxemptwn for Export
Farnings: and
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. Federal Register / Vol. 50, No. 165 / Monday, August 28, 1985 / Notices

* Finep/ADTEN Long-Term Loans.
We determine the net subsidy to be
8.06 percent ad valorem.

Case History

On September 28, 1984, we recelved a
petition filed by Ingersoll Products
Corporation of Chicago. Ill., Empire
Plow Company of Cleveland, Chio, and
Nichols Tillage Tools, Inc. of Sterling,
Colo. In compliance with the filing -
requirements of § 355.26 of our-
regulations (19 CFR 355.26), the petition
alleged that manufacturers, producers, -
or exporters in Brazil of certain
" . agricultural tillage tools receive, directly

or.indirectly. benefits which constitute
subsidies within the meaning of section _
701 of the Act, and that these imports
materially injure, or threaten material
injury to, a U.S. industry.

We found that the petition contamed
sufficient grounds upon which to initiate
a countervailing duty investigation, and
on October 18, 1984, we initiated such
an investigation (49 FR 42971) We
stated that we expected to issue a
preliminary determmatlon by December
22, 1984.

- Since Brazil is a “country under the

. Agreement‘ within the meaning of .
section 701(b) of the Act, an injury
determination is required for this

" investigation. Therefore, we notified the
ITC of our initiation. On November 12,
1984, the ITC preliminarily determined
that there is & reasonable indication that
these imports threaten material injury to
a U.S. industry (49 FR 37856).

We presented a questionaire
concerning the allegations to the
government of Brazil in Washington,
D.C. on October 29, 1984. On December
8, 1984, we received a response to the
questionnaire.

On December 14, 1985, we received
information from petitioners which
established a reasonable basis to
believe or suspect that the products
under investigation benefitted from
upstream subsidies in the form of
subsidized steel inputs. Therefore,
pursuant to section 701(g) of the Act, we
included the upstream subsidy
allegation in the investigation. In
addition., because we determined that
additional time was needed to make a
determination concerning upstream
subsidization, onJanuary 3. 1985, we
extended the due date for our
preliminary determination to june 4,
1985, pursuant to section 703(h}(1) of the
Act (50 FR 300). On January 25, 1985, we
issued an upstream subsidy
questionnaire, and received a response
.on February 25,-1985. On April 17, 1985,
we issued a supplementary upstream
subsidy questionnaire, and received - -
responses on May 17, 22, and 28, 1985.

On the basis of information contained
in these responses, we made a
preliminary determination on June 4,
1985 (50 FR 24270). We verified the
responses of the government of Brazil,
the tillage tool producers, and their
suppliers of steel inputs, from June 20 to
July 11, 1985. Subsequent to the .
verification, we received an amended
response from the government of Brazil

" . on July 31, 1985.

Both petitioners and respondents
submitted briefs addressing the issues
arising from the investigation on July 19,
1985, and rebuttal briefs on August 2,

.1985. Additional briefs were received on

Auagust 5 and August 8, 1985.
Scope of Investigation
The products covered by this

“investigation are certain agricultural

tillage tools, which are defined for
purposes of this proceeding as ground-

_engaging metal tools for tillage and

cultivating equipment, such as
cultivators, discers, and harrows. Tillage
tools include round-shaped tools, such

. - as colters, furrow-opene: blades, etc.,

and tools that are not round-shaped
(rectangular, triangular, and other odd
shapes), such as points, chisels, sweeps,
shovels, knives, furrowers, tines, drills,
lister bottoms, rotary tiller blades, bed-
shaping tools as well as plowshares,
plowshines, moldboards, ete. Tlllage :
tools are currently provided for in items

' 666.0015, 666.0020, 666.0050, 666.0060,

668.0065, and 666.0075 of the Tariff
Schedules of the United States, -
Annotated (TSUSA). -

Analysis of Programs

" Throughout this notice, we refer to
certain general principles applied to the

EERN

. facts of the current investigation. These

-principles are described in the

_"Subsidies Appendix” attached to the

notigce of “Cold-Rolled Carbon Steel
Flat-Rolled Products from Argentina;
Final Affirmative Countervailing Duty
-Determination and Countervailing Duty
Order,” which was published in the
April 26, issue of the Federal Register
(49 FR 18006).

There are three known producers and
exporters in Brazil of agricultural tillage
tools to the United States for which we
received information from the
government of Brazil. These are Baldan

_ Implementos Agricolas S.A. {Baldan),

Marchesan Implementos e Maquinas
Agricolas “TATV" S.A. (Baldan) and
Companhia Semeato de Agos (Semeato).
In addition, we identified Companhia

. Acgos Especiais Itabira S.A. (ACESITA)

and Usinas Sidertrgicas de Minas.
Gerais S.A. (USIMINAS) as the
upstream suppliers of steel inputs-to the
tillage tool manufacturers mentioned

above. For purposes of this final
determination, the period for which we
are measuring subsidization (“the
review period”) is the calendar year
1983.

‘Based upon our analysls of the
petition, the responses to our
questionnaires, our verification, and
comments filed by petitioners and
respondents, we determme the -
following:.

1. Programs Determined To Confer
Subsidies

We determine that subsidies are being

. provided to manufacturers, producers,

or exporters in Brazil of certain
agricultural tillage tools under the
following programs.

A: Preferential Working-Capital *
Financing for Exports

“The Carteira do Comércio Exterior
(Foreign Trade Department, or CACEX)
of the Banco do Brasil administers a
program of short-term working-capital
financing for the purchase of inputs.
During the review period, these working-
capital loans were provided under

Resolution 647 of the Banco Central do
. Brasil. On January 1, 1984, Resolution

647 was superseded by Resolution 882,
which was itself substantially amended
by Resolution 950 on August 21, 1984.
Eligibility for this type of finapcing is
determined on the basis of past export

" performance or of an acceptable export

plan. The amount of available financing
is calculated by making a series of

‘adjustments to the dollar value of
.exports. During the review period, the

maximum-level of eligibility for such.

- financing was 30 percent of the value of

exports, and then 22 gercent. At present,
financing.is capped at 20 percenl of the
value of exports.

‘Following approval by CACEX of
their applications, participants in the
program receive certificates
representing portions of the total dollar
amount for which they are eligible. The
certificateés may be presented to banks
in return for cruzeiros at the exchange
rate in effect on the date of presentation.

Use of a certificate establishes a loan
obligation with a term of up to one year
(360 days). Certificates must be used
within 12 months of the date of issue, -
and loans incurred as a result of their
use mu:" be repaid within 18 months of
that date.

The interest rate ceiling was raised
from 40 to 60 percent on loans obtained
under Resolution 674 on June 11, 1983.
On January 1, 1984, Resolution 882
changed the payment date for both
interest and principal to the expiration
date of the loan. On August 21, 1984,

-
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Resolution 950 made this working-
capital financing available from
commercial banks, with interest
calculated at the time of repayment.

Under Resolution 950, the Banco do
Brasil paid lending institution an
equalization fee of up to 10 percent of
the interest (after monetary correction).
In May 1985, the equalization fee wag:-
increased to up to 15 percent of the
interest. Therefore, if the interest rate
charged to the borrower is less than full
monetary. correction plus 15 percent, the
Banco do Brasil pays the lending bank
the difference, up to 15 percent. We
verified that the lending bank, in turn,
passes the 15 percent equalization fee
on to the borrower in the form of a
reduction of the interest due or a credit
to borrower’s account. Receipt of the
equalization fee by the borrower ..
reduces the interest rate on these
working-capital loans by 15 percentage
points below the commercial rate of
interest. In addition, Resolution 950
working-capital loans are exempted
from the Imposto sobre Operagoes
Financeiras (IOF), which is charged on
all financial transactions in Brazil.

Since receipt of working-capital
financing is contingent on export -
performance, and since the equalization
fee results in interest rates lower than -
commercially available rates, we-
determine-that this program confers an
export subsidy.

Our stated policy is-to take into
account program-wide changes that go
into effect.after the review period and
before our preliminary determination.
As stated previously, the current '
maximum level of ehglbnhty is 20
percent of the previous year's value of
exports. At verification, respondents did
not demonstrate that they are using less
than the maximum amount of financing
for which they are eligible. Therefore, to
- calculate the benefit, we multiplied 20 *
percent by the 15 percent equalization
fee plus the IOF. We thus calculated a

net subsidy of 3.30 percent ad valorem. *

B. Export Financing Under the CIC-
CREGE 14-11 Circular

Under its CIC~CREGE 14-11 ciréular
(“14-11"), the Banco do Brasil provides
180- and 360-day cruzeiro loans for
export financing, on the condition that
companies applying for these loans
negotiate fixed-level exchange contracts
with the bank. Cémpanies obtaining a
360-day loan must negotiate exchange
contracts with the bank in an amount
equal to twice the value of the loan.
Companies obtaining a 180-day loan
must negotiate an exchange contract
equal to the amount of the loan.

In addition to requiring exchange
contracts, the Banco do Brasil requires

that these loans be fully secured by.
collateral in the form of tangible
property. The bank normally requires
that the value of collateral’equal at least
130 percent of the amount of the loan.
The bank also charges a commission on
all such loans.

All exporters of manufactured
products with production cycles of less

- than 180 days may apply for these loans.

The maximum level of eligibility is
based on the-value of the-applicant’s
exports in the previous year. Companies
receiving the working-capital export
financing described in section LA of this
notice have a maximum eligibility of 10
percent of the previous year's export
value. All other companies have a
maximum eligibility of 15 percent.
Although this program does in certain

- aspects appear to operate on a

commercial basis, the government of

. Brazil did not supply sufficient data, in
ils current responses or at venﬁcation. ‘

to-support its assertion that.
commissions, exchange contract

requirements and collateral .
requirements serve to raise the effective

rate on these loans to a level of
comparability with those on short-term
loans from other commercial sources.
Without sufficient information with -
which to quantify these additional - .
charges, we must compare unadjusted
nominal rates on 14-11 loans with our
commercial benchmark, i.e., the -

" nomimal discount rate of accounts - -

receivable, as the best information
available. This comparision shows that
the rate on 14-11]oans is below the - .
benchmark. Therefore, we determine
that this program confers an export
subsidy.

Baldan and Marchesan both obtamed

" loans under this program. To calculate

the benefit, we compared the interest
rates charged with the-appropriate
benchmark and applied the difference to
thie principal amounts. We then
allocated the benefit over the total
exports of the three tillage tool

" producers, which resulted in a net

subsidy of 1.78 percent ad valorem.

. C. FINEX Export Financing

‘Resolution 88 of the Conselho
Nacional do Comércio Exterior
(CONCEX) provides that CACEX may
draw upon the resources of the Fundo
de Financiamento a Exportagao (FINEX)
to extend medium- and long-term
financing for manufactured exports.
Financing may be provided to exporters
or to foreign importers. When provided
to exporters, up to 85 percent of the
value of the merchandise can be
financed. Resolution 68 sets no limit on
the amount available to foreign
importers, nor does it specify the

interest rdtes charged to either importers
or exporters.

In its response, the govemmem of
Brazil stated that the products under
investigation were eligible for FINEX -
financing but that the respondents did
not receive it on transactions with the

- United States during the review period.

"We verified that the exporters did not -

use this financing, but were unable, -
during verification, to obtain any
information from the government of !
Brazil as to the level of financing (if any)
received by U.S. importers of

agricultural tillage tools from Brazil. We .
received a statement from-Baldan's sole
U.S. importer that it never used FINEX -
financing. We also recieved statements
from some U.S. importers of - .
Marchesan’s products that they had not

-used this form of buyer’s credit since -

mid-1984. The government of Brazil did -
not supply any documentation in its
responses or at verification to
demonstrate that Marchesan's and
Semeato’s importers did not receive
FINEX financing during the review
period or are not currently receiving it.
Because use of FINEX financingis --

. contmgent upon exports, we determine T~

that it is countervailable to the extent
that jt is offered on preferential terms.
As noted above, Resolution 68 does not

_ specify the interest rates charged.

However, the Gazeta Mercantil reported \
on June 21, 1985, that FINEX rates were ..
being lowered by.up to 1.5 percent.

-Comparison of the lowered rates to the

average U.S. prime rate for the first five

- months of 1985 indicates that FINEX

finahcing is made at preferential interest
rates.

In order te measure the benefit
conferred by FINEX financing on

_ exports of tillage tools from Brazil, we.. . E

have used the best information .
available. Information on the record .
indicates that Baldan's sole U.S.
importer has never used FINEX. We
have assumed that 100 percent of

-"Marchesan's and Semeato’s exports to

the United States were financed at an
interest rate of 8 percent, which is 1.5
percentage points below the lowest
FINEX rate listed in the Gazeta e
Mercantil. To calculate the benefit; we

. multiplied Marchesan'’s and Semeato’s

" exports to the United States by the

‘interest rate differential. We then

divided the benefit by total exports of
tillage tools to the United States, and

-calculated a net subsldy 2.91 percent ad

valorem.

D. lncome Tax Exemptlon for Expor!
Earnings.

Under Decree-Laws 1158 and 1721,
exporters of agricultural tillage tools are
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eligible for an exemption from income
tax cn a portion of profits attributable to
export revenue. Because this exemption
is tied to exports and is not available for
domestic sales, we determine that this’
exemption confers an export subsidy.
Semeato did not claim this-exemption.
Baldan and Marchesan both took an
exemption from income tax payable in
1983 on a portion of export profits
earned in 1982. We indexed that partion
as required under Brazilian taxlaw, and
multiplied it by.each company’s
effective corporate tax rate to calculate
the benefit. We determined each

company's effective corporate tax rate -

by taking the base tax liability and N
adding, were applicable, the standard

surcharge for excess profits, and
subtracting the deductions for the —
investment tax credit and the Sucial
Integration Program (SIP) tax taken by-
the respondents, and dividing the result
by taxable income. In the past, we have
refused to accept the investment tax
credits in calculating an effective tax
rate because, absent a showing of a
reasonable expectation of returns from
these investments, we considered them
to be merely a way of targeting the
firm's taxes. However, in this

proceeding, Baldan snd Marchesan have

demonstrated that these investments .
can yield returns. Therefore, we have
deducted the investroent credits in
calculating each company’s effective.tax
rate. We allocated the benefit over the.
total value of all exports by the
respondents to calculate a net subsidy
of 0.07 percent ad valorem. _ -

E. FINEP/ADTEN Long-Tenn Loond'”

During verification, we-discovered
that Semeato received in 1983 a long-
term loan under the ADTEN program of -
FINEP, an agency of the government of .
Brazil.

We received no information from the
government of Brazil describing FINEP's
organization, purpose, and programs.
Information on the record of the case of
Certain Cast-Iron Pipe Fittings from
Brazil (50 FR 8755} indicates that FINEP
(Financiador de Estudos e Projectos}) is
charged with promoting scientific and
technological development in Brazil, in
conjunction with the Conselho Nacional
de Desenvolvimento Cientifico e
Tecnolégico. To this end, FINEP grants
loans thmugh state-owned development
banks, in the e of Semeato, the Banco
Regional de Desenvolvimento de
Extremo-Sul (BRDE). FINEP programs
must implement the objectives set forth
by the federal Secretaria de
Planejamento (SEPLAN) in its third
“Plano Bésico de Desenvolimento
Cientifico e Tecnolégico* (I PBDCT)..

Under the ADTEN program, FINEP
makes loans for projects which:

¢ Develop'new products,

* Adapt and absorb new technology.

¢ Train human resources to absorb :

~ new technology,

¢ Market new products and
implement management techniques to
employ new technology,

* Develop quality-control techniques,

+ Establish new research and
development centers in Brazil, and

» Engage in pure research. :

‘Borrowers negotiate the terms of each.
loan with'the regional development
banks with which they deal. They must
submit to the terms of the loar: imposed
by the bank and by FINEP, which -
disburses the funds in allotments, and .
maintains project oversight throughout
the life of the loan.

The inlerest.rate on this loan to
Semeato was substantially equivalent to

-rates charged on loans made in 1983 by

the Banco Nacional de Desenveolvimento
Econdmico e Social (BNDES). However,
the principal amount of the loan was
only partially indexed to inflation, as
measured by the variation in ORTN
(Obrigagdes Reajustéveis do Tesouro

‘Naciona] or National Treasury

Readjustable Bonds). We haveno
information on the record of this case
that BNDES loans are not fully indexed
to the inflation rate. For this reason, and
because the government of Brazil did - -
not demonstrate that these loans were.
not provided to a specific enterprise,

" industry, or group of enterprises or

industries, we determine that these -
loans are countervailable.

-Using BNDES financing as the .
benchmark in this case, we compared
principal and interest payments due on

this loan in 1983 using both partial and. .«
- full indexation, afid took the differential
‘in payment streams as the benefit. We
_ allocated the benefit over the

respondents’ total sales, and caléulated'
a net subsidy of less than 0 001 percent
ad valorem..

IL Upstream Subsidies

Petitioners allege that Brazilian tillage
tool producers receive an ‘upstream
subsidy” through the purchase of
subsidized steel inputs. Under section
771A(a) of the Act, we must apply the
following tests in order to determine
whether “upstream subsidies” are being

- paid or bestowed upen the products

under investigation: - -

The term *“upstream subsidy” means any
subsidy described in section 771(5)(B} {i). (i),
ar (iii) by the govemment of a country that—

(1) Is paid or bestowed by that government
with respect to a product (hereafter referred
to as an “input product”) that is used in the
manufacture or production in that country of

merc‘randxse which is the subject of a
countervailing duty proceeding;

{2) In the judgment of the administering
authority, bestows a competitive bemnefit on
the merchandise: and

(3) Has a significant effect on the cost of |
manufacturing or producing the merchandise.

In our preliminary determination, we
found that the three tests were met.

With respect to the last test, the
“significant effect” test, we stated:

' We multiplied the ad valorem subsidy

. rates calculated for ACESITA and
- USIMINAS {the producers of the input

product) by the percentage that the
government of Brazil claims the oubs:dnzed

- .steel inputs account for in the costof .
_ producing tillage tools. In both cases, we-

found that the estimated net subsidy’
accounted for more than one percent of the _
cost of manufacturing or producing the -
merchandise. For purposes of this preliminary

- determination, we consider-that the

“significant effect” test has been met. -

We also requested comments on this
threshold measure for significant effect.
We have reviewed the comments

submitted by petitioners and >

. respondents and the leglslatlve history

of the upstream provision. We have
concluded that it would be
inappropriate to apply an automatic .

- threshold in determining whether

subsidies to suppliers of an input have.a’
significant effect on the cost of .
producing the merchandise under
investigation. We have been guided in

. reaching this conclusion by the

statement of the House Commmee on
Ways and Means: .

The purpose of this condltion is to avmd

* needless investigation and verification of

upstream subsidies which, although passed
through to the final merchandise, are :
insignificant in affecting the competitiveness
of that final product.

[H.R. Rep. No. 725.98thCong zdSes&:M

- (1s84)}

Under our interpretation of this
statement, any evaluation of the effect
of upstream subsidies on the
competitiveness of the final product
involves more than a simple
multiplication of the ad valorem subsidy
rate on the input times the share that the
input accounts for in the cost of
producing the final product. Instead, the
significance of the subsidies to the
upstream product derives from the
significance those subsidies may have
on the competitiveness of the final
product. .

To assess the significance on the
competitiveness of the final product, we
must consider the degree to which the
final product competes on the basis of
price. When a small decrease in price
can lead to a large increase in sales,
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even a very small subsidy to an
upstream supplier could have a
significant effect on the competitiveness
of the final product. In these
circumstances, the application of a
threshold exceeding one percent, as
suggested by respondents, would be
inappropriate. Conversely, when the
competitiveness of the final product is
heavily influenced by non-price factors,
such as quality, consumer loyalty and
consumer concern for diversity of
supply. a higher threshold for significant
effect may be appropriate. In short, we
intend, at this time, to apply the
significant effect test on a case-by-case
basis. )

While we cannot support at this time
a fixed threshold for significant effect,
we recognize that a case-by-case
approach may lead to some uncertainty.
In particular, petitioners should have
some indication"of whether it will be - -
* worthwhile to pursue an upstream
investigation, and respondents should
be made aware of the general standard
to which they will be held accountable
and the types of information we will
need.

Therefore, we intend to apply the
following standards with respect to the -
significant effect test. If the product of
the ad valorem subsidy rate on the input
times the share that the input product

accounts for in the cost of producing the

final product exceeds five percent, we
will presume that the subsidies on the
input have a significant effect on the
cost of producing the merchandise under
investigation. At the other extreme, if
the product of the ad valorem subsidy
rate on the input times the share that the
input product accounts for in the costof
producing the final product is less than
one percent, we will presume that the
subsidies on the input do not have a
significant effect on the cost of
producing the merchandise under
investigation. We consider both norms
to be rebuttable presumptions; these one
and five percent thresholds are not
-immutable. If the parties in a particular
case present evidence that the
competitive circumstances of the final *
product warrant a higher or.lower
thershold, we will take such evidence
into consideration. :
In estabhshmg these norms. we also
. recognize our limited experience in
administering the provision. As we
attempt to apply these norms in future
cases, we may find thenr to be
inappropriate. We may learn that the
proper administration of the upstream
provision requires an automatic
application of a minimum threshold:
As noted in the above-quoted
leglslanve history, one purpose of this,
provision is to avoid needless

investigation and verification of
upstream subsidies. The standards we
have proposed are an attempt to
balance the competing concerns of
finding those subsidies that confer a
competitive benefit on the final product
and of not expending our resources on
difficult investigations that yield little in -
the way of relief to domestic industries.

- Based on our limited experience in

administering this provision, a one
percent threshold for-initiating an
upstream investigation is a reasonable
starting point for achieving this balance.

We have applied the standards
outlined above to determine whether the
significant effect test is met in this
investigation. We have calculated the
net subsidy bestowed on the two
suppliers of steel inputs, ACESITA and
USIMINAS, and the share acounted for
by this input in the cost of producmg
agricultural tillage tools.

A. Domestic Subsidies

Our calculation of the net subsidy is
based on our determination that

" domestic subsidies are being provided

to ACESITA and USIMINAS, suppliers
of hot-rolled carbon steel plate in coil -

" and hot-rolled carbon steel sheet in coil
-, to the tillage tool manufacturers, under

the following programs.

1. Government Provision of Equity.
Capital to USIMINAS. Siderurgia
Brasileira S.A. (SIDERBRAS]) is a
government-controlled corporation
under the jurisdication of the Ministry of
Industry and Commerce. Pursuant to
Decree-Law 6159 of December 6, 1974,
SIDERBRAS became the holding
company for the federally-owned steel
carporations. SIDERBRAS is a majority
shareholder of nine Brazilian steel
producers and a minority shareholder of
one small Brazilian steel producer..
During 1979-1983, SIDERBRAS made
equity infusions into USIMINAS.

We have consxstently held that *
government provision of, or assistance
in obtaining, capital does not per se
confer a subsidy. Government equity |
purchases or financial backing bestow a
countervailable benefit only when
provided on terms inconsistent with
commercial considerations. When a
company's shares are not publicly
traded and, hence., there is no market-
determined price for the shares, we
examine whether the company was a
reasonable equity investment (a
condition we have termed
“equityworthiness") in order to
determine whether the equity infusions
were inconsistent with commercial
considerations. )

For purposes of this determination, we
reviewed the company's financial data’
and all other factors on the record. We

focused on the rate of return on equity
and long-term prospects for the
company in question for the period 1977
through 1983. We examined financial
ratios, profits and losses, and other
factors, such as market demand
projections and current operating
results, to evaluate'the company's
current and future ability to earn a
reasonable rate of return on equity
investments.

" Based on these factors, as applied to

_ information on the record, we found

USIMINAS to be equityworthy between
1977 and 1979 and unequityworthy
between 1980 through 1982 [see “Certain
Carbon Steel Products from Brazil; Final
Affirmative Countervailing Duty -
Determinations (49 FR 17988}]. In :
addition, we now find USIMINAS to be
unequityworthy in 1983. Accordingly, we
determine that the action.of the
govemment in takmg an equlty posmon

+ in the company in those years is

inconsistent with commercial
considerations and confers a subsidy.

* . 2.IPI Tax Rebates for Capital

Investment. Decree-Law 1547, enacted
in April 1977, provides funding for
capital investment in approved
expansion projects in the brazilian steel
industry through a rebate of the Imposto
sobre Produtos Industrializados (IPI),
which is a-value-added tax imposed on

. domestic sales. The IPI tax is an indirect

tax and, as such, is passed on to the
consumer. A steel company collects this

tax on sales as an agent for the

government, and does not pay the tax

- . itself. Decree-Law 1547 is a mechanism

by which a steel company is permitted

to collect funds due the government-and
then receive a 85 percent tax rebate. The
program does not involve the rebate of

. payments made from the company’s

own funds.
Originally, the IPI tax applied to all

- domestic sales transactions. In 1979, the

value-added tax was eliminated except

- for producers in 14 industry sectors,

including tobacco, automobiles, spirits.
and alcohol, ceramics, rubber, and steel.
The tax rate is different for each of the
specified industry sectors; for steel
products, the value-added tax is 5
percent.

- A Brazilian steel company may
deposit 95 percent of the net IPI tax due _
in a special account with the Banco do
Brasil. The amounts deposited are to be
applied to steel expansion projects.
When rebated to the firms, they
constitute reserves that must eventually
be converted into subscribed capital.

‘Under. the terms of Resolution 68-77
issued by the Conselho de Nio-Fertosos
e Siderurgia (CONSIDER), which
lmplements Decree-l.aw 1547, P tax
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rebateés are payable only on basic steel
. product and certain fabricated steel
products such as seamless steel pipes.

ACESITA and USIMINAS both received .

IPI tax rebates as manufacturers of
basic steel products. Because IPI tax
rebates are limited to a specific number
of products and tied to investiments in
government-approved projects. we
determine that these rebates confer a
subsidy. )

" 3. Exemption of IPI Tax and Customs
* Duties on Imported Equipment (CDI).
Under Decree-Law 1428, the Conselho
do Desenvolvimento Industrial
(Industrial Development Council, or .
CDI} provides for the exemption of 80 to
100 percent of the customs duties and 80
to 100 percent of the IP1 tax on certain
imported machinery for projects
approved by the CDL The recipient must
demonstrate that the machineryor .
equipment for which an exemption is .
sought was not available from a
Brazilian producer. The investment
project must be deemed to be feasible
and the recipient must demonstrate that
there is a need for added capacity in
Brazil. -

Decree-Law 1728 repealed this®
program in 1978. Subsequently, no new
projecis were eligible for these benefits.
However, companies whose projects
were approved prior to the repeal still
receive these benefits pending
completion of the project.

Both ACESITA and USIM!NAS
recewed benefits under this program
during the review period. In “Certain

Carbon Steel Pnoducta from Brazil; Final

Affirmative Countervailing Duty -
Determinations” (40 FR 17988), we found
that receipt of this benefit is limited to
projects in 14 industries approved by the
- government of Brazil. During .
verification, the government of Brazil
provided no new documentation with
respect to this p Based on the
recard of this and earlier Brazilian
countervailing duty investigations, we
have concluded that these benefits are
limited to specific enterprises or
industries. Accordingly, we determine
the CDI program confers a subsidy on
ACESITA and USIMINAS. -

We examined several other domestic
programis which were available to:
ACESITA and USIMINAS:

¢ Loan Guarantees on Forelgn-
Denominated Debt;

* Special Tax Deductions; and

¢ Accelerated Depreciation for
Brazilian-Made Capital Eqmpment.

" The first of these programs is

determined not to confer a subsidy, and’

is discussed below in “Program
Determined Not to Confer a Subsidy;”

- instead provided a number of lower

the last two are discussed in “Programs‘
Determined Not to Be Used.”

B. Calculation of Net Subsidy to Input .
Supplzets ’

Using the methodogies outlined in our

‘ preliminary determination, we

calculated the net subsgidies under the
domestic subsidy programs described
above. We then calculated the overall-
subsidy to suppliers of steel inputs by
weighting the net subsidy received by
ACESITA and USIMINAS by the
percentage of steel they each supplied
for the production of tillage tools in 1983.
This net subsidy is 2.43 percent ad
valorem. )

C. Share of the Cost of Production '
Accounted for by Steel Inputs

Petitioners alleged that steel inputs
account for 50 percent of the cost of
producing tillage tools. In its initial
response, the government of Brazil

- stated this figure was approximately 47

percent. At verification, the respondents
were unable to demonstrate that 47
percent wag an accurate figure, and

estimates. Petitioners, however, stated -
in their briefs that the Department must

- continue to use the 47 percent average -

supplied by the government of Brazil in
its response, and not the lower

- estimates supplied during verification.
* Moreover, the government of Brazil

indicated that 47 percent was notan -
inaccurate estimate. Accordingly, we
are assuming, as best information
available, that steel inputs account for .
47 percent of the cost of prodndng
tillage tools. -

D. Significant Effect

According to the sigriificant effect -
methodology outlined supra, the product
of the ad va/orem subsidy rate on the,
input product times the share that the
input accounts for in the cost of
producing agricultura] tillage tools is - -
1.14 percent. This is slightly greater than
the one percent threshold and, therefore,
we have analyzed its potential
significance by examining the
competitiveness of the final product.

We did not seek this type of
information in this investigation.
Nevertheless, respondents have claimed
that “tillage tools are not fungible and
quality differs among products.” We
have compared this claim to the.
information contained in the ITC's

- preliminary report and have concluded

that such an unqualified statement is not
substantiated by evidence on the record.
Statements in the ITC report by
purchasers of tillage tools indicate that
the Brazilian product is of a lower ’
quality. They.also indicate that there is

A a pri;:é/quality tradeoff in the view of

consumers. When there is a slight price"
differential, the purchaser will opt for
the higher quality product. When the
price differéntial is large, purchasers
appear to select the lower-priced
product. For example, Brazilian prices.

- are reportedly 30 to 50 percent lower.

Other purchasers have used the
Brazilian product because their
suppliers stock this product or for
diversity of supply. Thus, there are
indications of both price and non-price
competition. B
We hdve concluded that if the quality

" of the Brazilian tillage tools were

comparable to that of the products with
which they compete, the subsidies to the
input suppliers might have a significant

. effect on the competitiveness of

Brazilian tillage tools. However, this is
not the case. Quality differences and
other non-price factors appear to be
important determinants of demand for
agricultural tillage tools. Also,
substantial price differentials appear to
encourage consumers to switch to the

- Brazilian products. Given the magnitude

of the cited price differentials, we
conclude. that a subsidy to.input
producers that accounts for 1.14 percent.
of the cost of producing tillage tools
does not have a significant effect on the
competitiveness of the Brazilian tillage
tools. Therefore, we determine that the
subsidies to Brazilian steel producers do
not have a significant effect on the cost
of producing Brazilian agricultural .
tillage tools. Given this finding, we need
not determine whether subsidies to
Brazilian steel producers confer a
competitive benefit on agricultural
tillage tool producers in Brazil.

111 Program Determined Not To Confer
a Subsidy

'We detérmine that subsidies are not
being provided to manufacturers,
producers, or. exporters in Brazil of
certain agticultural tillage tools under
the following program.

Loan Guarantees to Input Suppliers on
Foreign-Denominated Debt .

During verification, we ascertained
that both ACESITA and USIMINAS had
received government guarantees on
foreign-denominated loans that were -
still outstanding during the review
period. Under Decree-Law 1312,
guarantees on foreign-denominated debt
are available to Brazilian borrowers to
finance the following projects: '
Modernization of harbors, programs of
Federal agencies abroad, transportation,
cold storage and slaughterhouses,
electrical energy, basic industries and
agriculture, education, public health,
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urban or rural sanitation,
communications, fisheries, assistance to
small and medium enterprises. housing,
livestock raising, urban and regional
integration and development, and
national security. The law also indicates
that guarantees are available to private
as well as government-owned firms.
Accordingly, we determine that
government Joan.guarantees-on foreign-
denominated debt are not limited to a
specific enterprise or industry or group
of enterprises or industries.

IV, Programs Delemmed Not To Be
Used

We determine that marmfacturers.
.producers or exporters in Brazil of
certain agricultural tillage tools did not
use the following programs which were
listed in our notice of “Initiation of a” _
Countervailing Duty Investigation:
Agricultural Tillage Tools from Brazil”
(49 FR 40431): -

A. IPI Tax Rebates for Capltal
Investment

. Decree-Law 1547, enacted in April .
1977, provides funding for approved .
expansion projects in the Brazilian steel

industry through a rebate of the IPL a . _ .-

vallue-added tax lmposed on domeatic )
sales

The government of Brazil stated in its
response that tillage tool producers are -
not eligible for IPI rebates under Decree-
.Law 1547. During-verification, we :
ascertained from our review of the -
legislation that tillage tool
manufacturers are ineligible for these
rebates. We also reviewed the
responderits' balance sheets and - -
accounting ledgers, and saw no
evidence that they had.received these
rebates. .

B. Resolution 330 of ¢he Banco Cemml
do Brasil

Resolution 330 provfdes financing for

up to 80 percent of the value of the -
merchandise placed in a specified
bonded warehouse and destined for
export. Exporters of agricultural tillage
tools would be eligible for financing
under this program. However, the
government of Brazil stated in its -
response that none of the tillage tool
producers partlclpated in this program
during the review period. During
verification; we reviewed each .
company's accounting ledgers and found
no evidence that the respondents
received such financing with respect to
their exports. '

C. Exemption of IPI Tax and Customs .
_Dutiés on Imported Equipment (CDI)

Under Decree-Law 1428, the Conselho”
_do Desenvolvimento Industrial

~\\,

(Industrial Development Council, or
CDI) provides for the exemption of 80 to
100 percent of the customs duties and 80
to 100 percent of the IPI tax on certain
imported machinery for projects .

approved by the CDL The recipient must -

demonstrate that the machinery or
equipment for which an exemption is
sought was not available from a._ -

‘Brazilian producer. The investment -

project must be deemed to be feasible
and the recipient must demonstrate that
there is a need for added capacityin. '

- Brazil. We.verified that none of the

tillage tool producers received

" incentives under this program during the

review period.
D. The BEFIEX Program.

. The Comissio para a Concessdo de -

Beneficios Fiscais a Programas .
Especiais de Exportagdo (Commission -

- for the Granting of Fiscal Banefits to’
" Special Export Programs, or BEFIEX)

grants at least three categories of
benefits to Brazilian exporters: ,
¢ Under Decree-Law 77.085. BEF!EX

- _ may reduce by 70 to 90 percent import
duties and the IPI tax.on the importation -

of machinery, equipment, apparatus, :
instruments, accessories and tools.
necessary for special export ppograms
approved by the Ministry of industry
and Trade, and may reduee by 50 -
percent import duties and the IPI tax on
imports of components, raw materials
and intermediate prodicts; - . -

e Under article 13 of Deciee No.

' 72.1219, BEFIEX may extend the carry-
~ forward periodfor tax loases from 4108

years; and

~- o Under ardcle 14 of the same. deme. :
BEFIEX may allow special amortization -

of pre-operational expenses related to'.
approved projects. -
We verified that none of the tillage

.. tool producers participated in this -

program.

E.TheClEXngmm

Decree-Law 1428 authonzed the

Comisséo para Incentivos a Exportagio

{Commission for Export Incentives, or
CIEX) to reduce import taxes and the IP1
tax up to 10 percent on certain .
equipment for use in export production.
We verified that none of the tillage tool
producers received any beneﬁts under,
this program.

- F. Accelerated Depreciation for

Brazilian-Made Capital Equipment

Pursuant to Decree-Law 1137, any .
company which purchases Brazilian-
made capital equipment and has an
expansion project approved by the CDI
may depreciate this equipment at twice
the rate normally permitted under
Brazilian tax laws. We verified that

none of the respondents availed itself of
this program during the review period.

G. Incentives for Trading Companies

Under Resolution 643 of the Banco.
Central do Brasil, trading companies can
obtain export financing similar to that
obtained by manufacturers under
Resolution 874, 882, and 950. Tllla&e tool
producers are ineligible for participation
in this program because such
participation is precluded by receipt of
working-capital export financing. At
verification we saw no evidence that
any of the tillage tool- producers used the
sei'wceo of tradmg companies for export
sales.

H. ThePROEXngram L
Short-term credits for exports are

" - available under the Programa de

Financiamento a Produgéo para &
Exportagdo (PROEX), previously
referred to as the Apdio a Exportagdo
program. We verified that none of the .

tillage tool producers parucnpated in this-

program during the review period.-

1. Programs Not Used by Input Suppliers
1. Special Tax Deductions. We - -
‘verified that USIMINAS incurred a loss

in 1982 and paid no income tax for that -
year in 1883; therefore, it could not have -

used losses of other companies in the

" SIDERBRAS group to offset profits
-- during the review period. We also -
verified that neither ACESITA nor . -

USIMINAS benefits from any local tax
incentives which minimize their tax

neither ACESITA nor USIMINAS
received any special tex deductions.

2. Accelerated Depreciation for
Brazilian-Made Capital Equipment. We .
verified that ACESITA took advantage

" of this tax provision during trhe review

period. Under this provision, after taldng
the initial deductions for accelerated
depreciation, companies must, in
subsequent years, add back to net
profits amounts equal to the accelerated-
depreciation previously clalmed. On the
income tax return filed during the .
review period, ACESITA added beck
more accelerated depreciation than it
deducted, thereby cancelling out any
benefit that could have accrued to the

company. We also verified that Ut

" USIMINAS paid no corporate income

taxes in 1983 because it incurred a loss
in 1982,

V. Program Determined’l‘o Have Been
Terminated .

" IPI Export Credit Premium

Until very recently, Brazilian -
exporters of manufactured products

were eligible for a tax credit on the

. liability. Accordingly, we determine that

1]
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‘Imposto. sobre Productos
Industrializados (Tax on Industrialized
Products, or IPI). The IPI export credit
premium, a cash reimbursement paid to
the exporter upon the export of
otherwise taxable industrial products,
was found to confer a subsidy in
previous countervailing duty"
investigations involving Brazilian "

-products. After having suspended this
program in December 1979, the
government of Brazil reinstated it on :

‘April 1, 1981.

Subsequent to Apnl 1, 1981 the credlt
premium was gradually phased out in-
accordance with Brazil's commitment
pursuant to Article 14 of the Agreement
on Interpretation and Application of .
Articles VI, XVI and XXIII of the
General Agreement on Tariffs and
Trade (“the Subsidies Code”). -Under the
terms of Ministry of Finance “Portaria”
(Notice) No. 178 of September 12, 1984,

. the credit premium was eliminated

effective May 1, 1985. We verified that

the tillage tool producers received no IP]
export credit premiums after that date.
Accordingly, consistent with our
stated polisy of taking into account
program-wide- changes that occur
subsequent to thé review period but

" prior to our preliminary determination,
we determine that this program has
been terminated, and no benefits under -

_the program are accruing to current
exports of tillage tools to the United
States. - -

V1. Program Detenmned Not To Exist

Income Tax Deductions for Farelgn
Seiling Expenses :

During verification, we reviewed the
respondents’ income tax returns-and the
instruction manual for filling out

. Brazilian income tax forms. We saw no
evidence that there exists a special
program of tax deductions for foreign
selling expenses. Accordingly, we
determine this program does not exist.

Petitioners’ Comments

Comment 1: Petitioners argue that the
information provided by the
respondents regarding the utilization of
FINEX financing by U.S. importers of
tillage tools is not verifiable, and should
not affect the Department’s final
determination. .

DOC Position: As best information
available, we have accepted the
information in the record that Baldan's
sole U.S. importer has never used FINEX
buyer credits. However, since we do
have information on the record from
several other importers stating that they
have-used FINEX, we consider this to be
. the best information available, and are -
using it in our calculation of benefits

. maintained that we will notlook at

provided to U.S. importers of tillage~
tools under this program.

-Comment 2: Petitioners argue that the
types of subsidies being bestowed on ~ -
the input producers provide those

-producers with a windfall of “up-front”

cash, or may allow them to achieve
economies of scale or increased
productivity so that a small subsidy may
have an effect that-extends beyond the
value of the subsidy as calculated by the
Department. Moreover, cash infusions
can affect a company's debt/equity ratio
and its creditworthiness. This, in turn, -,
means that the consumers of those
inputs realize a savings greater'than the
per-unit subsidy attributed to the.inputs

. they purchase. Therefore, petitioners

argue that an upstream subsidy of one
percent or more of the cost of producing -
tillage tools meets. the significant effect -
standard.

. DOC Position: We dlagree In -
determmmg significant effect, we have :
followed the statutory mandate of
examining the effect that domestic- ~
subsidies to input suppliers have on the .
cost-of producing tillage tools. The
metliodology we apply to value subsidy .
programs captures the benefits which
can be measured. Petitioners are asking -

. us to-consider secondary effects of -
_domestic subsidies to the input -

producers. We have consistently

these effects because such analysis is
highly speculative and could result in
double-counting (see, e.g., “Final .

.. Affirmative Countervailing Duty
* Determination; Cold-Rolled Carbon -
.Steel Flat-Rolled Products from-

Argentina,” 49 FR 18008). More -
importantly, were we to find that a
competitive benefit is being bestowed
on agricultural tillage tools through
upstream subsidies, the amount of the
countervailing duty on the tillage tools
could not, under section 771A(c) of the -
Act, exceed the amount of the domestic
subsidy found to exist on the input
product. Therefore, it would be
inappropriate to consider any aecondary
effects the subsidies on inputs may have
on the merchandise under investigation.
While we have adopted the rebuttable
presumption of a one percent threshold
for the significant effect test, it was for

the redsons described in section Il of our .

notice.

Comment 3. Petitioners argue that
there is o verified evidence that the
two CIC-CREGE 14-11 loans taken out
by Marchesan were repaid. The
Department should therefore treat any -
loans outstanding beyond their term as
grants to the producer.

DOC Position: The evidence on the

--record shows that Marchesan hal repaid
.. these loans: themfore. we are -

" celculating the benefit in accordance

with our standard short- term loan
methodology. :

Comment 4: Petitioners argue that
because respondents did not provide an
explanation for Semeato’s exemption
from the IPI tax, the' Department should.
find that the exemption constitutes an

“export subsidy

DOC Position: The verification
exhibits show that Semeato received
one very small exemption from the IPI
tax on one of its import shipments and
that the IPI tax was charged on all other
imports of the same merchandise. This
one small exemption does not provide -
any indication that Semeato.is. -
benefiting from regular exemptions from
the IPI tax on imported goods. Even if

" we were to consider that this single
_ small exemption was a subsidy. the -

amount of the subsidy would be so
small that there would be no effect on
the overall net subsidy calculated.

Respondents’ Comments

- Comment 1: The government of Brazil
contends the Department improperly -
valued the amount of net subsidy from.
Resolution 850 loans by erroneously
assuming a maximum utilization level -

_and interest rate differential.

DOC Position: We disagree. With . .

. respect to our use of a maximum interest’
‘rate differential of 15 percent, we :

verified that the lending bank passes fhe
15 percent equalization fee on to the.

-borrower in the form of a reduction of

the interest due or a credit to the

" borrower’s account. Regardmg our

assumption of the maximum 20 percent '
utilization rate, the respondents did not -
demonstrate during verification that.

they are-uging less than the maximum

amount of financing for which they are
eligible.

Comment 2: The government of Brale
contends that the Imposto sobre

" Qperacdes Financeiras (IOF) is an »

indirect tax on the production of goods
for export, that the exemption of loans
under Resolutions 674/882/950 from this
tax is not a subsidy, and that if we
determine that Resolution 674 financing

.provides a subsidy, we should not

consider this exemption as part of that
subsidy. P

DOC Position: We dlsagree Since
financing for domestic transactions is
subject to the IOF tax, it is appropriate
that we reflect the exemption of
Resolution 950 loans from the IOF as
part of the subsidy in order to measure
the full benefit provided under this
program. Moreover, we do not view the

JOF as a tax on the production or

dismbutlon of the product.
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Comment 3: The government of Brazil
argues that the CIC-CREGE 14-11
circular is not a government program
and. therefore, does not bestow a
government subsidy on the exportation
of agricultural tillage tools. The CIC-
CREGE 14-11 program is consistent with
commercial considerations, since the
costs of the program are covered by
charges payable by the recipients;
therefore, under Annex A of the
Subsidies Code, paragraphs (j} and (k).
this program does not confer a'subsidy.

DOC Position: We disagree. Our
determination that the CIC-CREGE 14~
11 program provides countervailable
benefits is based on (1) the fact that,
under Brazilian law, the Banco do Brasil,
which administers this program, acts as
the government of Brazil's financial
agent, and (2) respondents’ failure to
demonstrate that the program does not
provide preferential loans to exporters.
Our uniform practice has been to
calculate a subsidy provided under a
preferential loan program by comparing
the preferential rate to the benchmark
interest rate, rather than to the cost of
the funds to the lender.

As previously stated in our notice of
“Final Affirmative Countervailing Duty
Determination; Ceramic Tile from
Mexico™ (47 FR 20012), “[r]egardless of
what effects the Ilustrative List of .
Export Subsidies may have on U.S. law
otherwise, the uniform past practice on
this issue in comparison with the
legislative history of the Trade Act
requires us to calculate the bounty or

- grant provided under a preferenhal loan
program on the basis of a comparison
between the preferential rate and the

commercially available rate rather than -

on the basis of a comparison mth the
cost of funds to the government.”

Comment 4: The government of Brazil
claims the Department, in calculating
the subsidy benefit derived from the
alleged CIC-CREGE 14-11 program,

“incorrectly includes the IOF tax in the
benchmark. Furthermore, the
government of Brazil contends that the
use of a compounded average
oenchmark for the period is
inappropriate because the discount rate

" in effect on the date the loan was taken
out most accurately reflects the cost of
alternative available financing.

DOC Position: We disagree. We
consider that it is appropriate to include
the IOF tax in our benchmark since the
IOF tax is imposed on all domestic -
financial transactions. With respect to
the benchmark, because the CIC~
CREGE 14-11 loans we are examining
were taken out throughout the review
period, we have calculated a benchmark
for that some period. Calculating a
specific benchmark rate for each loan,

as respondents suggest, would
undermine our short-term loan
methodology which states that the use
of company-specific benchmarks would
significantly impair our ability to

- administer the countervailing duty law

within the short time limits established
by the Act.

Comment 5: The government of Brazil
claims that the Department has
overstated the benefit from the income
tax exempticn for export earnings by
using the nominal tax rate, as opposed
to the effective tax rate applicable to the
respondents. Brazilian tax law allows

- corporations to invest 26 percent of

taxes owed into certain specified
corporations or funds. The government
argues that this provision results in an
effective reduction of the corporate

" income tax rate, which decreases the

benefit from the income tax exemption.

DOC Position: Where we were able to
verify that the company used the 28
percent investment tax credit, we have
taken it into account in calculating the
company'’s effective tax rate.

Comment 6: As it has in the past, the
government of Brazil argues that the-
Department erred in valuing the gubsidy
arising from the income tax exemption
for export earnings by allocating the
benefit over export sales rather than
total sales. Because the determining
factor in a firm's eligibility for this
benéfit is its overall profitability for a
given year, the benefits accrue to the
entire operations of the firm and not just
to exports. Further, an income tax _
exemption calculated on this basis does
not affect the price of the exported
product only: rather, it must have a
general effect on all prices, both -
domestic and export.

DOC Position: We dlsagree As we
have stated repeatedly in prior Brazilian
determinations, when a firm must export
to be eligible for benefits under a :
subsidy program, and when the amount
of the benefit received is tied directly or

-indirectly to the firm's level of exports,

that program confers an export subsidy.
The fact that the firm as a whole must
be profitible to benefit from the program
does not detract from the program'’s

- basic function as an export subsidy.
- Therefore, the Department will continue

to allocate the benefits under this
program over export revenues instead of
total revenues.

Comment 7: The government of Bra~'}
argues that FINEX export financing does
not confer a subsidy because the terms
of such financing are commercially
reasonable.

DOC Position: We disagree.
Information on the record indicates that
FINEX interest rates are below

prevailing commserical interest rates that -

would be paid by importers in the
United States.

Comment 8: Respondents contend that
no Brazilian exporters or U.S. importers
of tillage tools received any short-term_
FINEX export financing during the
review period. Furthermore, respondents
contend that tillage tools have not been
eligible for long-term FINEX financing
since September 1984, and that our
stated policy to take into account

" program-wide changes made subsequent

to the review period but prior te the
preliminary determination should
preclude us from finding this program to
confer an export subsidy. ‘
DOC Position: We disagree. Thére is

" no evidence on the record of this case to

document either of these assertions,
which were made subsequent to the
verification. - .

Comment 9: The government of Brazil
contends that FINEP/ADTEN loans are
generally available to all industries in
Brazil and should not be found to confer
a domestic subsidy.

DOC Position: We disagree. The only
information on the record concerning
these loans is a telex from one Brazilian
government agency to counsel for the
government of Brazil in Washington.
During verification, Department officials
were not given an opportunity to meet

_ with FINEP administrators or to

examine program records.

Comment 10: The government of -
Brazil argues that the Department, in
finding government equity infusions in
USIMINAS to be inconsistent with
commercial considerations, erred by
focusing on a restricted number of short-
term financial ratios, thereby ignoring
the broader industrial and financial
context in which this company operates.
. DOC Position: In arriving at our
determination, we considered the
information submitted by the
respondents concerning this issue,
speciaily untranslated annual reports
and financial statements for the last
several years. Therefore, we focused our
reveiw on the financial results of the
company, including the ability to meet
debt obligations, current operations, and
rates of return on assets and equity. In
light of these results, we consider
USIMINAS to be unequityworthy and
uncreditworthy in 1983.

Comment 11: The government of
Brazil contends that a review of the
performance of USIMINAS over the past
15 years demonstrates that, with a few
exceptions, the company has had a
record of positive rates of return on
equity and postive financial ratios:

DOC Position: Although USIMINAS
earned some profits between 1975 and -
1680, it showed very low or negative
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profits from 1980 onwards. Since a
private investor will focus on a
company's most recent performance as
- an indicatiot of future earnings trends,
we considered the more recent years to
be more importany to our analysis of
whether government equity infusions
into USIMINAS were inconsistent with

‘commercial considerations. Moreover, a -

demonstration of profits or earnings

. alone is not sufficient for a. company to
be equityworthy. The rate of earnings
per unit of equity, and not the absolute

- level of earnings, is a far more important
determinant of a company '8 .
performance.

Comment 12: The government of
Brazil argues that the Department
should not use the year-end equity
amount when determining the rate of
return on equity used in our short-fall

calculation. The government argues that '

the rate of return on equity is distorted

by use of a year-end equity figure which -

already reflects the amount of the loss.
DOC Position: We agree that the year-
end equity figure should not be used
since it does not reflect the average
amount of equity employed:by the
company throughout the year.
Accordinsly; we have revised the ~
. company's rate of return on equity by
calculating this return'on the everage
‘equity for 1983, - .
Comment 13; The government of
Brazil argues that the Department

erroneously calculated the benefits from™

equity infusions in USIMINAS by
distributing over all of 1983 infusions
which were not made until later in that
year.

DOC Position: We disagree. lt has

been our consistent practice to compute

benefits received by a firm during a
period of time (in this case the 1983
calendar year), and apply them to the
total value of sales for the same period
(see, e.g.. “Final Affirmative .
Countervailing Duty Determinations;
Certain Carbon Steel Products from
France.” 47 FR 39332). Any other
approach would present an enormous
administrative burden. When there are
many types of benefits received and the
number of disbursements under-any
given program is large, it would be
unduly burdensome to make

adjustments for the fact that a pamcular

benefit was received earlier or later in
the review period., Therefore, to be
consistent in our treatment of different
types of subsidies and across cases, we
have chosen to treat all benefits -
received during the Yeview period as
applying to all sales made dunng that
same period. .

Comment 14: The government of
Brazil contends that the Department |
incorrectly applied average annual

" ORTN coefficients in -converting,

" which we deem inconsistent with

- on his investments.

. whose expansion projects are
‘government-approved may receive the -

-~ manufacturers who purchase coil) are .

_itself has not been.eligible for the

. subsidy is conferred.

along with domestic sales, the existence
of domestic sales does not guarantee
that a rebate will be received.

Comment 18: The government of
Brazil argues that the Department'’s
calculation of the benefits to USIMINAS
from IPI rebates was erroneous because -
(1) a discount rate reflecting ‘
USIMINAS's creditworthiness from -
.1977-79 should have been used for
grants in those years: {2) the discount
rate during USIMINAS's uncreditworthy
period included compensating balances.
which the Department has recognized
are not required in Brazil; and (3) the
maximum interest rate inherently
includes a risk premium and. therefore, .

_ the addition of a risk premium is not
justified.

DOC Position: We have found
' USIMINAS to be creditworthy. through
1979, and uncreditworthy from 1980
through 1983 (see “Final Affirmative
Countervailing Determinations; Certain
Carbon Steel Products from Brazil” (49

. FR 17988) and “DOC Position” on
respondents’ Comment 10 above).In
accordance with the Subsidies
Appendix, we have calculated a
discount rate for allocating benefits

- received during the uncreditworthy

. period by adding a risk premium t¢ the
Comment 16: The govemment Of highest commercial interest rate a

g;zle:%';fwng:hzlntg: g:::et;gx“ creditworthy borrower would have to
1547, that the value-added tax or IP1 is pay.in order to receive a loan. The rate’
not generally applicable in Brazil and for discounting accounts receivable,
that the rebate of this tax does not including compensating balances, is the
confer a countervailable benefit. best information available on the

DOC Position: We dlsagree Although highest commercial interest rate
the same amount of IPI tax is applied to applicable to creditworthy borrowers.
all steel products, only companies . = - 32}2 ?gf(li:cl&nﬂ?i z;l;il:ig; ea'ln:?sT it: this
producing certain priority products and lending to an uncreditworthy firm. For

grants received during the period when
- USIMINAS was creditworthy we used a
. discount rate reflecting the firm's
credltworthmess ,

Comment 19: The government of

_ Brazil contends that the CDI program is

generally available to all industries of
Brazil.

DOC Position: We disagree. Under the

cruzeiro-denominated equity infusions

to determine the amount of benefit,
rather than using the ORTN value in
effect on the date of the equity infusion. .

DOC Position: We disagree. We.
would prefer to use in this calculation
the equity amount adjusted for inflation
as reported in the company's books.
However, absent this information, we
are not persuaded that using average
ORTN rates to adjust the value of the
equity is inappropriate.

Comment 15: The government of
Brazil states the Department erred in
using its benchmark an industry-wide
average rate of return, rather than the
average rate of return applicable to
heavy industry.

DOC Position: We disagree. In the
Subsidies Appendix, we stated that
“{flor government equity purchases

commercial considerations, we measure
the benefit by multnplymg the difference
between the company's rate of return on
equity and the national average rate (of
return on equity).” The national, as.
opposed to a sectoral, rate of return is a
more accurate measure of what-a
reasonable investor in Brazil will earn

rebates. Fabricators of steel products
(such as welded pipe and tube .

not eligible for the rebates. USIMINAS

rebates since Decree-Law 1843, enacted.
in December 1980, directed that rebates
of the IPI tax collected on sales by state-
owned steel companies accrue to : terms of Decree-Law 1428, which
SIDERBRAS. Therefore, the rebates are  -instituted the CDI program, exemptions
not generally available and constitute a -- from the IPI tax and import duties under
benefit to selected producers. the CDI program were limited to certain

Comment 17: The government of government-approved projects in .

Brazil argues that since IPI tax rebates fourteen selected industries. Based on
under Decree-Law 1547 are paid only on - the record of this and earlier

goods sold in the domestic market, no . countervailing duty determinations on
products exported to the United States Brazilian products, we have no evicence
benefit from the rebate and therefore.no . . that this requirement does not allow the
government of Brazil to target beneﬁts
to particular companies..

.Comment 20: Respondents argue the
-Department erred in setting the '
threshold for *significant effect” of -
upstream subsidies on the cost of:

DOC Position: We are countervailing
these rebates because receipt thereof is -
tied to investment in government-
approved projects. Although the amount
of rebate any firm receives may increase
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production of a downstream product at
one percent. Respondents also cite a

-number of previous antidumping and
countervailing duty, and other
precedents where.the numerical value of
the term “significant” was considered
higher than one percent.

DOC Position: Our determination with
respect to the signifiant effect test is
addressed in the “Upstream Subsidies"
section of the notice.:

Comment 21: Respondents argue that

the Department erred in calculating a

-, separate “significant effect” for each

supplier of subsidized steel inputs,
.because ACESITA's flat-rolled capacity
far exceeds the total demand of the -
- tillage tool producers. Accordingly, the
" higher domestic subsidy rate for -
USIMINAS is irrelevant in determining
either significant effect or competltwe
benefit. .
. DOC Position; 'l'he fact that
. ACESITA's capacity exceeds the total
demand for tillage tool inputs is

‘irrelevant because tillage tool producers

purchase steel inputs from both
ACESITA and USIMINAS. Therefore,
any domestic subsidies accruing to .~
USIMINAS can potentially havea - .
significant effect on the purchasers' -
costs of production. -

. Comment 22: The government of

Brazil argues that the Department erred
in'assuming.a full pass-through of
upstream subsidies to tillage tool
producers, because these subsidies -
benefit the entire operations of the:
company rather than specific inputs.

DOC Position: Because we have |
determined that no significant effect -
exists, this issue is moot.

. Comment 23: The government of
Brazil contends that, in making its
competitive benefit analysis, the
Department erroneously disregarded the
competitive, arms-length prices charged
by the two steel suppliers, ACESITA
and USIMINAS.

DOC Position: Because we have
determined that no significant effect -
exists, this issue is moot.

Cominent 24: Respondents contend
that since the prices paid to ACESITA
- and USIMINAS by the tillage tool
. producers are still lower than the

benchmark steel import price, -
competitive benefit should be measured
by constructing average adjusted,
wngubsidized prices for both ACESITA
and USIMINAS. When this ia done,
USIMINAS’ average adjusted price is
-lower than ACESITA's. Consequently,
respondents argue, steel purchasers -
received no competitive benefit from
subsidies to ACESITA since they could
- have purchased all their inputs from
- USIMINAS at a lower price.

DOC Position: Because we have
determined that no significant effect
exlsts. this issue is moot.

Comment 25: The government of
Brazil contends that the use of Japanese

-surrogate prices is inappropriate since

Brazilian tillage tool producers do not
purchase sheet from Japan. Furthermore,
the Japanese price used was a. price to
the East Coast of the United States

“which bears no- relationshlp to prices to

Brazil.
DOC Position: Because we have
determined that no significant effect

. exists, the issue of which benchmark.

price to use is moot. However, the

government of Brazil is incorrect in its

statement that we used, in our
preliminary determination, a price to the

"East Coast of the United States. We"
.used an average Japanese export price -

to all markets except the United States.
Comment 26: The government of
Brazil contends the Department erred in
wetght-averagmg its surrogate domestic
and import prices. This averaging is _
erreneous and bears no relationship to
competitive benefit. The Department
should have used the lowest .. -

: ngsubs‘idized price es its benchrnark
C ce;. . o
F . DOC Position: Because weé have -

determined thatno sigmficant effect

. exists, this issue i{g moot. -

Comment 27: Respondents contend

. that the- Department erred in weight-

averaging surrogate Brazilian domestic -
steel prices, one including import duties
and the other excludmx import duties.
Because we are seeking to determine
whether tillage tools exported to the -
U.8. are subsidized, the higher effective
price of steel imports used to make
tillage tools sold in Brazil is irfelévant
and import duties should be excluded
from the benchmark formula.

-'DOC Position: Because we have

_determined that no significant effect

exists, this issue is moot.
Comment 28: Respondent argue that
the Department incorrectly relied on the

formula set out in section 771A(b) of the -
- Actin calculating the amount of

“competitive benefit,” since the value of
the upstream subsidy to the downstream

_ user i8 not necessarily equal to the

difference between the price of the
subsidized input and that which would
be paid to another seller in an arms-
length transaction.

DOC Position: Because we have
determined that no significant effect
exists, this issue is moot.

Comment 29: Respondents argue that
the Department erred in summarily
rejecting the concept that upstream
subsidies must be afforded to specific

industries in order to be countervailable. .

They contend that the inputs at issue

(flat-rolled steel products), are used by
virtually all manufacturing sectors in_
Brazil, making the provision of
“benefits” to such a large economic
sector generally available.

DOC Position: Because we have
determined that no significant effect
exists, this issue is moot..

Comment 30: The government of

-Brazil'maintains that the Department

applied incorrect standards in
determining that Brazilian export
subsidies are inconsistent with the
Subsidies Code. In particular, the
Department ignored Brazil's - -
commitment under the GATT to phase
out its export subsidies. Unless the . .
Department determines that Brazil is in -
violation of its commitment, it cangot - -

- find Brazil's export subsidies to.be"

inconsistent-with the Subsidies Code.
DOC Position: Our determination with
respect to whether Brazilian export
subsidies are inconsistent with the
Subsidies Code is addressed in the

. “Critical Circumstances™ section of this

notlce
" Comment 31; The govemment» of

: Brale contends that the Department -
- erred in finding a massive increase in-

imports of tillage tools in a relatively

short period. Increases in shipments in
1984 and 1885 were lower than increasee .
in 1981 and 1982. Moreover, the -

Department's comparison of import - ]

levels for the seven months preceding

. the filing of the petition with import

levels during the seven months
following filing is arbitrary, a sixteen

" percent increase is not massive, and, the
. increase reflects the cyclical nature of
» demand for this product. .

DOC Position: Respondents have
provided no reason as to whya =
comparison of the percentage increase
in imports in 1884 and 1885 to the
percentage increases in 1981 and 1982 is
an appropriate measure of whether

. there has been a massive increase in

imports over a relatively short period of
time. Indeed, as respondents have
pointed out we would expect the rate of
increase to be much higher in the earlier
perlod because imports were effectively
zero in 1980. Nor have they provided
any evidence regarding cyclical demand
for the product or why a sixteen percent
increase should not be considered
massive. We focus on the months
following the filing of the petition to be
the “relatively short period” referred to

- by the statute because we regard the

purpose of the critical circumstances.
provision as acting as a deterrent to

‘exporters who would try to circumvent

the intent of the law by increasing

: shipments dunng this period.
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Comment 32: Respondems argue that
the Department has mistakenly equated
the term “serious prejudice” with the
“material injury” standard of the ITC.
Not only does this undermine the
statutory authority of the ITC, but a
casual link must be demonstrated
between the export subsidy and the -

* serious prejudice” to a signatory.

DOC Position: Our determination with
respect to the issue of “serious

prejudice” is addressed in the “Cnucal ‘

Circumstances” section of this notice.
Critical circumstances '

. Where, as in this case, petitioners

have alleged the existence of critical’
circumstances, section 705(a)(2) of the
Act requires us to include in our final
determination “a finding as o
whether—{A) the subsidy is inconsistent
with the Agreement, and (B) there have
been massive imports of the class or
kind of merchandise involved over a
relatively short period.’

A. Consistency With the Subsidies Code

"We have determined that the i
government of Brazil provides export
subsidies on the merchandise under
investigation. As we noted inour - .
preliminary determination (56 FR 24270].
Article 9 of the Subsidies Code prohibits
the use of export subsidies on non-
primary products. When given by
developed countries, such subsidies are
inconsistent with the Subsidies Code
and are actionable under its dispute
settlement provisions. However, Article
14 section 3 provides an exception for
developing countries, provided they do
not use "export subsidies on their .
industrial products . . . in a'manner
which causes serious preludlce to the
trade or productlon of anather
signatory.” For a developtng country like
Brazil, then, the issue is whether we find
export subsidies causing “serious
prejudice” to trade or production of
agricultural tiltage tools in the United .

States. Under section 771(7){C}{iii) of the_

Act, the ITC evaluates all relevant
economic factors bearing on the state of
the industry, mcludmg actual and
potential decline in output, sales, market
share, profits, productivity. return on
investment, and capacity utilization.

Thus, in making its preliminary and final .
injury determinations, the ITC considers

trade and production in the United
States. We conclude that, in principal,

- serious pre]udxce can exist where
material injury to a U.S. industry occurs
by reason of imports benefiting from
export subsidies. Therefore, should the

- ITC make a final determination of

. material injury, we determme serious

prejudice exists.

If the ITC's final determination should -

be negative, our critical circumstances

finding will be moot; in any event, under -
section 705(a)(4)(A) of the Act. the ITC -

must make its own affirmative

_determination of critical circumstances

to effect our affirmative ﬁnding.'[f the
ITC's final determination is that a U.S.
industry is threatened with material
injury, we conclude serious pre;udrce

.does not exist therefore, critical

circumstances do not exist.
- We stress that this finding is limited
to the facts of this case and the .

. application of Article 14 section 3 of the
_ Subsidies Code. This finding draws no

conclusion, and none should be inferred,
with regpect to the commitment made by
the government of Brazil under Article
14 section 5 of the Subsidies Code. .
Under Article 14 section 5, developing
countries are urged to “enter into a-
commitment fo reduce or eliminate .
export subsidies when the use of such

. export subsidies is inconsistent with its

competitive and development needs.”™
Article 14 section 8 precludes any

_ signatory from takmg countermeasures -
. pursiant to the provisions of Parts II

and.V1 of the Subsidies Code against _ .
any export subsidies of such developing

h country, to the extent that the subsxdles .
in question are.covered by a . pi

commitment made under Arhcle 14 °

" section 5.
Parts I and VI of the. Subsldxes Code .

concern notification of subsidies and
international dispute settlemént.
Significantly, Article 14 section 8 does
net affect actions taken under Part [ of
the Subsidies Code, concerning
domestic countervaﬂmg dnty
proceedings. . .

B. Massive Imports N

In determxning whether there have
been massive imports overa relatively
short period, we considered the =~ .
following factors: (1) Whether imports -
have surged recently, (2] whether recent

- imports are significantly above the .

average calculated over several years
(1980-1984), and {3) whether the patterns
of imports over that four-year penod :
may be explained by seasonal swings.
Based upon our analysis of the
information, we determine that imports
of the products covered by this
investigation appear massive over a

_relatively short period.

*'erification

In accordance with section 776(a) of
the Act, we verified the information
used in making our final determination.

- Commerce officials spent the period

from June 20 to July 11, 1985, verifying
the infodmation submitted by
respondents and the government of

Braznl. arid gathering additional
information to be used in this
determination. We followed normal-
verification procedures, including
inspection of documents and ledgers,
and tracing the information in the
response-to source documents,
accounting ledgers, and to financial

‘statements.

“Suspension of Liquidaﬁép A ,‘

In acr.;oraance ‘with section 703(d) of -

- the Act, we are directing the U.S.

Customs Service to continue to suspend
liquidation of all unliquidated entries of
certain agricultural tillage taols from
Brazil entered, or withdrawn from .
warehouse, for consumption, on or after
March 12, 1985. As of the date of
publication of this notice in the Federal

- Register, the liquidation of all entries, or

withdrawals from warehouse, for -

" consumption of this-merchandise will .

continue to be suspended and the "

- “Customs Services should require a cash

deposit or bond of 8.08 percent ad -
valorem fer each such entry of this - - .~
merchandise. This suspension will ~.

remain in effect.until further _nquce.
ITC Notification ’

In accordance wuh sectmn 703(f) of
the Act, we will notify the ITC of our
determination. In addition, we are

. making available to the ITC all non-  *

privileged and non-confidential
information relating to this -
investigation. We will allow the ITc

. _access to all privileged and confidential

information in our files, provided the
ITC confirms that it will not disclose
such information, either publicly or

- under an administrative protective
-order, without the written consent of the

Deputy Assistant Secretary. for Import
Administration.

The ITC will detemine whether these i
imports materia]ly injure, or threaten -
material injury to, a U.S. industry 45 "~

_ days after the date of pubhcahon of this

notice.

If the ITC determines that material
injury, or the threat of material injury,
does not exist, this proceeding will be

~ terminated and all estimated duties

deposited or securities posted as a result
of the suspension of liquidation will be

- refunded or cancelled. If, however, the’

ITC determines that material injury and
critical circumstances do exist, we will
issue a countervailing duty order,
directing Customs officers to assess a
countervailing duty on certain
agricultural tillage tools from Brazil
entered, or withdrawn from warehouse,.
for consumphon on or after the date of .
the suspension of liquidation indicated
in the “Suspension of quuxdanon
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section of this notice, equal to the net
subsidy of 8.06 percent ad valorem. If
the ITC determines that a threat of
malerial injury exists. or that material
injury exists but critical ci