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UNITED STATES INTERNATIONAL TRADE COMMISSION
Washington, DC

Investigation No. 731-TA-405 (Preliminary)

SEWN CLOTH HEADWEAR FROM THE PEOPLE’S REPUBLIC OF CHINA

Determination

On the basis of the record 1/ developed in the subject investigation, the
Commission determines, 2/ pursuant to section 733(a) of the Tariff Act of 1930
(19 U.s.C. § 1673b(a)), that there is a reasonable indication that an industry
in the United States is materially injured or threatened with material injury
by reason of imports from the People’s Republic of China (China) of sewn cloth
headwear 3/ and visors, prqvided for in items 702.06, 702.08, 702;12, 702.14,

702.20, 702.32, 703.05, 703.10, 703.16 and part 6F of Schedule 3 of the Tariff

Schedules of ;he United States, that are alleged to be sold in the United

States at less than fair wvalue (LTFV).

Background
On May 26, 1988, a petition was filed with the Commission and the

Department of Commerce by the Headwear Institute of America, New York, NY,

alleging that an industry in the United States is materially injured, and

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

2/ Commissioner Liebeler, although available to participate in this
determination, was unable to do so due to telecommunications difficulties.

She notes that had she voted, she would have made an affirmative determination
in this preliminary ivestigation.

3/ For purposes of this investigation, sewn cloth headwear refers to hats,
caps, visors, and other headwear, whether or not ornamented, each comprising
cut-and-sewn woven or knit fabric of vegetable fibers (including cotton, flax,
and ramie), of man-made fibers, or of blends thereof, provided in the cited
provisions of the tariff schedules.



threatened with further material injury, by reason of LTFV imports of sewn
cloth headwear from China. Accordingly, effective May 26, 1988, the
Commission instituted preliminéry antidumping investigatién No. 731-TA-405
(Preliminary).

Notice of the institution of the Commission’s investigation and of a
public conference to be held in connection thgrewith 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
-Registér of iune.3, 1988 (53 F.R. 20378). The conference was held in
Washiﬁéton, DC, on June 16, 1988, and all persons who requested the

opportunity were permitted to appear in person or by counsel.



VIEWS OF VICE CHAIRMAN BRUNSDALE, COMMISSIONER ECKES,
COMMISSIONER LODWICK, COMMISSIONER ROHR, AND COMMISSIONER CASS
~Based on the information gathered in this preliminary investigation, we
determine that there is a reasonable indication that an industry in the United
States is materially injured or threatened with material injury by reason of
imports of sewn cloth head@ear from the People's:gepublic.of China that are

allegedly sold at less than fair value (LTFV). L/

Like Product and Domestic Industry

As a threshold matter, we are required to definé the "like product" and
the relevant "domestic in@ustry" to bhe examined for the purpose of assessing
material. injury. Section 771(4)(A) of the Tariff Act of 1930, as amended,
defines the term "industry" as "the domestic producers as a whole of a like
product, or tﬁose producers whose collective output of the like product
constitutes a major proportion of the total domestic.production of that
pro&uct."'“ "Like product,” in turn, is defined as "a product which is
like, or in the abéence of like, most similar in characteristics and uses

with, the article subject to an ‘investigation . . . . " 3/

1/ Material retardation is not an issue in this investigation and will not
be discussed further.
2/ 19 U.S.C. § 1677(4)(A).

3/ 19 U.S.C. §1677(10). "The article subject to an 1nvest1th10n is
defined by the scope of the Department of Commerce's (Commerce)

investigation. Commerce, in its Notice of Initiation, has defined the scope
of its investigation as follows:

The subject headwear includes caps, hats, and visors made from
knitted or weven cloth of vegetable fibers including cotton, flax,
and ramie, of man-made fiber, and/or blends thereof, and which is

cut and sewn. The subjeclt headwear may be adorned with braid,
embroidery, or other applied, printed or sewn decoration or may be
plain This inuvestigation does not include headwear of straw, felt
or wool.

53 Fed. Reg. 23301 (1988).



The Commission's I;ke product decision is essentially & Factual
determination, and-the Commission applies the statutory stahdard of "like" or
"most similar in characteristics and uses" on a case_by4case'basis. In
analyzing like product issues, the Commission generally considers é number'of'
factors including, physical appearance, interchangeability among the articleé,
qhannéls of distribution, customer percéptions of the articlés, and the usebof
common manufacturing facilities and productidn employees. 4/

The product subject to this investigation is sewn cloth headwear from the
People's Republic of China (PRC). For the purposes of this preliminary
investigation, we adopt a single like product coextensive with the scope of
the investigation as defined by Cammerce. The like product consistQ of all
cut and séwn'cloth headwear, including caps, hats and vjsbré made from any
combination of vegetable (e.g.,.cotton) or manwm&déjfiberé (MMF))_E/ It
includes “blank“ (undecorated) headwear as well headwear with decoraﬁions,
imprinting,lbraiding, or embroidery. s/ It does not include headwear made
from straw, felt, fur, or wool. Both children's headwear and adult headwear

are included within the like product definition.

Respondents made several like product arguments. - First, respondents

4/ Certain Forged Steel Crankshafts from the Federal Republic of Germany
and the United Kingdom, Invs. Nos. 731-TA-351 and 353 (Final), USITC Pub. No.
2014 (September 1987); Certain Copier Toner from Japan, Inv. No. 731-TA-373
(Preliminary), USITC Pub. No. 1960 (July 1987); Candles from the People's
Republic of China, Inv. No. 731-TA-282 (Final), USITC Pub. No. 1888 (August
1986) . ) .

5/ A "hat" is defined as headwear with a brim around the entire body. An
example would be floppy tennis hat. A "cap" is defined as headwear without a-
brim, but with a shade -or visor in the front. An example would be a baseball
cap. A "visor" is defined as headwear which generally has’ the shape of a cap,
but does not have a complete crown. Petition at 4.

&6/ Petitioner's Post-Conference Brief at 9.



asked the Commission to find three separate like products consisting of caps,
hats, and visors. Because all three are manufactured at the same facilities

with the same employees and equipment, have similar channels of distribution,

‘are used primarily for promotional purposes, and appear to be perceived by

consumers as substitutes for each other, we wlll anlude dll three w1th1n the
same 11ke product d9f1n1t106 ;{. Second rospondpnts argupd that the
Comm1351on alternatlvely shou]d'broaden the _scope of the l]ke product and
1nc1ude'headwear made of straw; fur,lfelt or woo}.' wg‘rg]ect regpondents
argument. In this investigation, the record iﬁ;icates that théfe are
significant differences between headwear made of ‘thesé materials and cloth
headwear. For'exampléy both types ‘of headwear afe produced using separate
equipment and ehpléyeeé}‘mérketed*tHréth diFferent channels of distribution;
and directed to different énd users. 8/ ..
Finally, respondents urged the Commis$ion to find that children's = -
headwear and-adult headwear are separate like products. Resboﬁdentngliéded'
that.children's headwear is distinct from adult headwear beééuséﬂif‘iQ
manufactured in different facilities by different producers, ‘it is not bficed
comparably, and it is purchased- for separate groups of consumers. The
available information, however,  indicates’ that there is some’hverlab in the
domestic industry in terms of the’production of children's and adult o

headwear. Further, there is insufficient information for the Commission to

" conclude at this time that the end-users of cHildren‘s headwear differ

significantly from those of adult headwear. Therefore, we do not make a

7/ Vice Chairman’ Brunsdale and Comm:ss:oner Cass ‘note that there do not
appear to be marked price ‘differences dmang thase (dtegortns

8/ Vice Chairman Brunsdale and Commissioner Cass note that straw fur Fe]t
and wool headwear g@norally 39113 at substantlally hlghpr prlcﬁs than dnps
sewn cloth headwear.
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size—-based distinction in this preliminary investigation. 3/
Having determined that there is one like product, sewn cloth headwear, we
further determine that the relevant domestic industry consists of the domestic

manufacturers of sewn cloth headwear.

Data Problems in this quegtigation

The record in-this prgliminary‘investigation'is deficieht. Although
staff sent out 120 questionnaires, éhe Commission received only 10 usable
questionnaire résponsés from domestic sewn cloth headwear producers. Eight of
those respondents are members of the petitioner, the Headwear Institute of
Aﬁerica (HIA). The HIA members who responded are believed to include the

.largest U.S. producers.

There are at least 36 other domestic sewn cloth headwear producers who -
did not provide us with‘data; This number includes 10 members of the
petitioﬁer 10/ and 26 non—HIA members whb-indicated in writing or by
telephone that they did produce sewn cloth headwear. 1In addition, there are

approximately seven members who did not respond at all, but may produce this

9/ In any final investigation, we will more closely scrutinize these
alternative like product definitions. We will pay particular attention to
-evidence concerning possible distinctions between sewn cloth headwear and
woolen headwear in terms of characteristics and uses, and seek additional
information regarding the alleged distinction . between children's and adult
headwear. - .

10/  See Report to the Commission (Report) at A-11 & n.4,



product. 11/

The Commigsian.is tb;deter$ine whéthef, based upon "“the best information

.available at the éime 6f fﬁé preliminary Hetermihation," there is a réasonabie
indicatioa:of material injury or threat éhereo% tozan industry within the
United States. 12/ Th; Commission may con?ludé that no reasonable

indication exists only if “(1) the record as a whole contains clear and
conv1nc1ng evidence that there is no material injury or threat of such 1nJury,
and (2) no 11kelihood ex1sts that contrary evidence will arise ;n a final
investigation. 13/ Béséite the Cammigéion'é efforts, the information in

this investig;tion is meager; Based on aﬁ evaluation of the overall recora,

we cannot conclude, however, that the record as a whole contains "clear and

o L ' ‘ 14/ '
convincing evidence" of no material injury or threat thereof. In the

event that this investigation returns as a final investigation; we eXpect'more

complete information.

11/  Although we decline to decide the standing of the petitioner, we have
serious concerns with regard to standing that should be scrutinized by
Commerce. Even crediting petitioner's estimates of production and domestic
shipments, questionnaire- responses from producers in support of the petition
accounted for only 45 percent of U.S. production. This low response rate
raises serious questions about whether there is truly industry support for the
petition. Furthermore, there is also a question as to whether petitioner
qualifies as_an "interested party" under the statute; 35 of its 60 members do
not. produce sewn cloth headwear Report at A-11. A trade association
qualifies as an "interestad party" only if a majority of its members
"manufacture, produce or wholesale a like product in the United States. 19
U.S.C. § 1677(9)(E).. It is possible that encugh of the 35 H[A members who do
‘not produce the subject product do wholesale it so that a majority of HIA
members either produce or wholesale sewn cloth headwear; but we have no
information about this. Of course, any individual producer could be an
“interested party" under the statute. 19 U.S.C § 1677(9)(C).

Commissioner Eckes does not JO]n his colloagues in this footnote
12/ 19 U.S.C. § 1673b(a).
13/ American Lamb Co. V. United States; 785 F.2d 994, 1001 (Fed. Cir.
1986). See also Wells Mfg. Co. v. United States, 1! C.T.T. , 677 F.2d 1?}0
(1987).




Condition of the domestic industry

In determining the condition of the'doméstib industry, the bommissi;n
considers, among other féctors, domestic production, capaéity, cépécity
utilization, domestic consumption, shipments,_invenfories, émployment,;énd
financial_performance. 15/ No ‘single factor is determinatfvé._AIn eaéh |
investigation the Coﬁmission must consider thetpa;tiéular nature of the
relevant industry in making its determination.

Apparent U.S. consumption of sewn ciﬁth headwear iﬁcréésed in bbth Qalue
and quantity throughout the”pgriod‘undef ihygétigation from $2%2.4'm{11ion and
15.960 million dozen units (m.d.Q.) in 1985, tof$23021;h£11ion 566'17.364 o
m.d.u. in 1986, to $253.0 million and 19.070 m.d.u. in 1987, and to $65.8
million and 4.878 m.d.u. in interim 1988 as éompéfea'with_$60.4 millioﬁ.and
4.822 m.d.u. in interim 1987, X%/ |

Domestic production declined from 3.117 m.d.u. in 1985 to 2.557 h.d.u. in
1986, and then rose to 2.664 m.d.u. in 1987u.>{nférim 1988 data indi;ate an
increase of, about 0.130:m?d.u. over'interiy {987hlevels. ;Z/ éabgcit& éﬁd
capacity utilization followed th; séme‘tf?#d as production.. Capacify deqlihed
from 4.464 m.d.u. in 1985 to 4.287 m.d.u. “in 1986, and ‘then increased to +.330
m.d.u. in 1987. Interim 1988 capaéity was-slightly lower at I;OIéim.d;u.
compared with 1.033 m.d.u. in interim 1587. lﬁ( HCapacity ufiiization»was 70
percent in 1985, falling to 60 peféentAin 1986, gﬁd then Eécovéring to only 62

percent in 1987. Interim 1988 tapacity‘utilization was 73 percent as compared

15/ 19 U.S.C. § 1677(7)(C)(iii).

16/ Report at A-16; in the case of .apparent U.S. consumption, ‘data on
domestic shipments are based on questionnaire responses and are therefore
understated whereas official import data collected by the. Department of
Commerce are complete. We note the trend is upward.

17/ Report at A-17.

18/ Id.



with only 61 percent in ihterim 1987 19/

The quantlty of | domest1c sh1pments was 2. 961 m. d u. in-1985, declining to.

[

2.701 m.d.u.'ln 1986 and then rlslng to 2 772 m.d.u. 1n 1587.. The qdantity
of domestic shlpments for 1nter1m 1988 was 0 708 m.d.'u. as compared wlth O 651
m.d.u. in 1987. The value of domest1%jsh1phents fell from $86 7 m11110n 1n
1985 to $81.7 m1111on in 1986 and then(lncreased sharply to $87 9 m11110n in .

1987, and increased agaln to $23.3 m1111on for 1nter1m 1988‘as_compared to

$21.6 million for interim 1987, 20/ Inventories declihed steedilymFrom

0.581 m. d u. in 1985 .to 0:436 m. d . ;1n 1986, to 0. '325.'i.d.u. in .1987; and

then 1ncreased Sllghtly in 1nter1m 1988 to O. 354 m. d u. Zl/

TS

The number of workers employed in manufacturlng sewn c]oth headwear

declined from 1, 900 in 1985 to 1, 795 in 1986 10 1 751 in 1987 and then rose

slightly, by 20 employees in 1nter1m 1988 as compared thh 1nter1m 1987 The

number ‘of hours worked by these employees Followed the same trend dec11n1ng
from 1985 through 1987 and then rlslng s]tghtly comparlng 1nter1m 1988 to
22/ v

A

1nter1m 1987. S
Informatlon avallable in thls pre]1m1nary 1nvestlgat10n 1ndlcates that
‘ : . DR H A
the sewn cloth headwear 1ndustry s prof1tab111ty has decllned durlng the

1 rmndE

course of the 1nvest1gat1on Net sales fell from $81 5 m1111on in 1985 to..
$79.5 m1111on in 1986 and then rose to $82 0 m1111on 1n 1987 ;In contrast,

operatlng income declined steadlly from $9 2 million in 1985, to $8 7 mllllon

in 1986, and $7.4 m11110n in 1987, a drop of more than 20 percent. Cash flow

20/ Id at A-19. Ne note that the unit value for domestic’ shlpments whlch
had increased from $29.30 in 1985 to $33.20 in 1nter1m 1987, decreased to
$32.94 in interim 1988. e ' S

21/ Id. at A-21.

22/ Id. at A-22.



10

also declined from $11.5 million in 1985 to $9.8 million in 1981l=*§/

" In sum, most of the indicators fell during the. period of iﬁVestiéatién.
_'Td fho'oxtpht.that-thnrp wasiimprOVément in interim 1988, we ﬁdte that '

1.

"threewmonth perlod may not be probatlve of a trend or reversal of a trend.
: Based on our overall ‘assessment of the avaxlable 1nformat10n of the- ro(ord we

determinesthat“there,iSaagreasonable 1nd1cat10n of either material injury to

the dd@estic industry. producing75e&n cloth headwear or at least that the

¢

domestic industry is vulnerable to material injury:

Reasonable Indication of Mater1a1 In]ury by Roason of ﬁllegedly LTFV [mports
from the PRC &3/ £2/ "~ o .

In making preliminary determinatidnslin antiduhpiné investigatidné the
Commlss1on must ascertaln whether therp is a roasonable indication of matar1a1

A

1n)ury "by reason of" the.imports uhder 1nvestlgat10n %Q/A Thp statute -

£

d1rects the Comm1331on to con51der among other factors, (1)‘th9 Vélﬁmé'OF

1mports of tho merchand1so that 1is - ‘the’ sub)ect of thn 1nvestlgdt10n, (2) the

effect of 1mports of that merchandise on pr1ces 1n the Uthed States for the

like products, and (3) tho Ampact’ of’ 1mports of such merchandlse on domest1c

.+l

producers of llke products ‘Wh1]e the Commlsslon can weigh: the' ev1dence -

obtained 1n a prnllmlnary investigation, we have decllnud Lo raach a ﬂegatlve
:ﬁ.z : P ' i ) -_

determination unless the record as a-whole contains clear and convinging

: o . .. . vt . .
evidence of no material injury, or threat thereof, by reason of the imports

23/ Id. at A-25.

24/ See Also Additional Views of Commissioner Eckes. :
25/ Commissioner Cass concurs in the conclusions: of. hi's golloagues in the
discussion below, but relies on other 1nformat10n as- well.- See Add)tlonal
Views of Comm1331onor Cass’. o

26/ 19 U.S.C:.'§ 1673d(b).

27/ 19 U.S.C. § 1677(7)(B).
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-under investigation, and "no 1ikelihodd éxi&ts‘tﬂat éontrary"evidehce,wiil
arise in a final investigation.® 28/

The volume of sewﬁ cléth headwear ihportéd,from tﬁe,PRC-iﬁcreased'in‘
quantity from 2.913 m:d.uf'in_léss to'3.552:m.d;u._in'1986{ and then increased
dramatically t§ 6.207 m.d[u; in 1987:'Z2/ 'A.cpmparison Of-Firsf quarter
quantities for 1987 and 1§88 also showed a mafkéd,increésg;'dem 1.610 m.d.u.

iin the first-quartér of i987 to 2.057 m.d[u;‘for‘thé samé'périod in 1988.

- 39/ PRC-headwéar iﬁport#Aalso increased in value dﬁring the berid&fof
investigation, from $23.8 million in 1985 toj$25.91miliion in 1986, followed
by a jump to $45.0 million in’l987.'al/"Oﬁfa‘ddarterwyear.compéfison, the
value increased from $10.9 millionAqu.Jénu&ryéhaFch of 1987 to $15.6 million

for the -same period -in 1988. §Z/‘§§[.

- Market share of the éubject'imbékfs‘increased in terms of quantity and
value. “'Market share, based;Oﬂ Quantffy, hosékfﬁom 18.3 percént iﬁ 1985 to
20.5 percent in 1986, to 32.6 percent in.1987. ‘Interim 1988'markét share was
42.2 percent a§_compéred witﬁ 33.4 perceﬁt for interim 1987. 2a/ 'Maék;t
share, based on value, 1ncreased from 10 7 percent in ]985 to ]3 3 percent in
1986‘ “to 17 8 percent in 1987. On a valuO'basls, interim 1588 markpt share |
was 23 8 percent as compared wlth 18. 1 percent for the same per1od in
ige7. 3/ - |
’ei:%he'record indiééfeé_ﬁﬁaflthézsgﬁh cloth hﬂaaweaélmarket is price

sensitive --- particularly with regard to promdtional'headwear, which accounts

28/ - See ﬁmericén:Lamb' 785 F.2d at 1001.
29/ Roport at A- 37 Tdble 1?

30/ Id. , o | N
31/ Id, = | o
32/ - 1d. o S ’

33/ We note that ‘the unit value of PRC . headwear 1mports generally decreased
during the pPr1od of 1nvostlgdt10n The connection belween this decline and
the corollary increases in overall value and quantlty is unrloar

34/ . Report at A-35, Table 15" '

35/ - 1d.
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for the majority of the market. The pricing infbrmation.évaifable”ih this
preliminary investigation is both limited and inconclusive; howévé?, the

available data show a con51stent pattorn of wunderselling by the sub]oct

36/

1mports‘-f‘ whlle domestlc pr:ces for. most 1nvestlgated rategor:es
remained relaﬁ1vely stable, there was-a‘markgd decrease in prices for oné
categofg éf'éaps sold to distribqtqrs}

.Tﬁeréiis some ﬁécord.eyidenpe of dé@estié producérs losirig sales td 5kb |
headwear beéause of tHe lower pricps of tho PRC—importsw 21{ In add«tlon
there are m1xed opinions about the existence of significant quallty
distinctions between domestic ahd PRC produced headweara' Furthermore, tﬁe
reeord indicates{tﬁat.brice is gfpen fhe kgy factor..in pu?chasihg-éewn cloth
headwear . MGiQen evidence oF uhderéelling'andlinéﬁeaéing markét‘benetfation by
the PRC 1mports in th1s pr1ce—sens1t1ve market con31stent with the- dec11n;ng
Flnan01a1 cond1t1on of the domestic 1ndustry,.we cannot conclude fhat there 1§

"clear and conv1nc1ng-év1dence" that the subject.imports are'not a cause of o
matérialuinjufy 38/ 39/

ey

36/ Vice Chalrman Brunsdale is reluctant to find a:"pattern" in the 11m1ted o
underselling evidence prdsented -in this case. She notes that the lack of data‘_
and its inconclusiveness make Jt dlfflcult for her* to.base her dec131on in .
this case on’.that evidence. i

37/ Vice Chairman Brunsdale notes that- most lost sales allegations e
Jnvestlgated by the Commission revealed differences in the terms of sale other
than price. These differences included qua]lty,,rospons1v9ness of the seller,
volume of sales, and other factors. She believes that these other differences
do not permit hér to conclude that U.S: firms lost sales to the Chinese
headwear based solely on-price "differences,

38/ For the’ prellmlnary investigation, the Commission notes and rejects
roqpondonts arguments that the underselling by the PRC has not caused injury
to the domestic industry because the domestic industry serves anhlghmquallty
and specialty market niche that is "insulated" from _import compet1t10n

39/ Vice Chairman Brunsdale also notes that the alleged margins in this case
are high, ranging from 25 to 62 percent. She believes this provides further
evidence of a reasonable indication of material injury by reason of alleged
dumped imports in this case. In any flnal investigation, ,she will carofully
consider evidence collactad by the stafi or submltted by parties on the supply
and demand for héadwear-in-the U. S. ‘market ; 1nc1ud1ng supply - fr:ém foro1gn

sources, and the subst:tutabllltj ‘of the U.S. and 1mportod products in thJs
case.
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‘\
s

Reasonable Ind1cat1on of Threat of Mater1a1 ln]ury by Reason of Allegedly LTFV
Imports from Taiwan 297 o :

R . . _: b

The statute sets forth a series of. factdrs the Commission is to consider®

in analyzing the issue of a reasonable indicationvof threat of material

injury. 41/ These factors include: (1)‘any increase in produgtion capacity
or existing dnused capacity in-the=exporting'c6untfy likely to result in a
signifigant'increasé‘in imports,.to the'United States; (2) ary rapid increase

in Uﬁited States market penetration and the likelihood that the penetiration
will increase to anfinjurious 1eve1; (3) ‘the probability that imports’ of the
merchandise will.enter the=United'States~at’bFices’tha% will have a‘depkegsing’
or suppr9551ng effect on domestic prices of the merchandise; (4) any
substantlal increase in inventories of Lhé merchandise in the United States;
(%) the.presence of underutilized capacity’ for:producing the meréhandise in
“the exporting country; (6) any: othei ‘demonstrable adverse trends that indicate
fhe ﬁrobability that the imports will be the cause of.actual injury; and (7)°
the potential for product—-shifting.

| In- addltlon in order to conclude that there is a reasonab]e»1nd1cat:on :i
that allegpdly LlFV 1mporfs «ro a Lh;eat of mater1al Lnju;y ‘to the domestlc
industry, the Commlsslon must find that the threat of maFerial injqry is rea1 
and that'actuai ihjury:is imminéht:'\§ucH<éTUéEefmfnat}Qn_may.ﬁdt be ﬁade on’if
the b;31s éf mnrp <onJocturp or supposxtiaﬁ ﬁig/ }".:._ . ‘i, . ‘Li. -»1L»“

The informapioﬁ curréntly évailaﬁleufo tﬁe‘QQmmissiphiiﬁdiégtes that.ﬁkC

market penetration increased sharply, by qﬁqﬁtiéy,énﬂ vélué;:thﬁoyghouq:the .

T - % . PRI

- - - . “ Lo
[N e - - . -

40/ Commissioner Ciss does not reach the issue of ‘threat. See Additional =
Views of Commissioner Cass.

41/ 19 U.S.C. § 1677(7)(F).

42/ Id.
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period under investigation. 43/ In addition, U.S. importers' inventories of
PRC hééd@e;r HaQe expanded.rapidly throughobt the same period. a4/ Néiéiko_a
note. that sewn cloth headwear production is extremely 1abor~inte63ive ;w a
factor which suggests that there is significant ability to expahdﬁCBPQQity in
the PRC. |

Finally, wé recognize tﬁat the ﬁﬁlti~Fiber Arrangemgnt,(MFﬁ).sgts a.quota
on .PRC -exports of MMtheadwear,_which was filled in 1987, ﬁé{ Bepausg;of
the ability, however, to shift;ffom MMF to cot;qn headwear production,yit:dogs

not appear that the MFA provides é significantucheck on the ability to

.increase import; in the future. _Blthough respondents assert that the PRC has
imposed voluntary restraints on thig}proauct category, we note that thgre is
no binding quota on.these,products. iﬁ/‘ l

Based on these. 1nd1cators, we find a reasonable indication that the
domestic sewn cloth headwear 1ndustry is, threatened with material 1n]ury by

reason of the subject imports.

.43/  Report at A-35, Table 15. See discussion of existing injury, supra.

A4/ Id at A-29. Statements in the record indicate that the primary reason
for the expansion of imported inventories is to fill orders qu1ck1y We note
that this expansion threatens the domestic ‘industry's advantage of shorter”
shipping time.

45/ See Report at A B—A-ll ’ ' Co
46/ Commlssloner Rohr further notes that in assessing the issue of threat
it'is recessary to consider the evidence of the intentions and capabilities.of
foreign producers in the context of the performance of the domestic industry.
While he notes that the picture of the domestic industry is far from comglete
at this time and there may be some question whether the condition can be
properly described as currently experiencing material injury, he-believes the
evidence .indicates declines in the operating performance of the industry which
make it particularly vulnerable to the current trends and prlcos of the
imports from the PRC. He further notes that the Commission's data concerning
the operations of the foreign industry are also extremely limited and must be

improved if this 1nvestlgat1on returns to the Comm1331on for a final
determination.’ .



Conclusion
For the above reasons, we determine that there is a reasonable indication
“ that the domestic industry producing sewn cloth headwear is materially

injured, or threatened with material injury, by reason of allegédly LTFV

imports from the People's Republic of China.
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ADDITIONAL VIEWS OF COMMISSIONER ALFRED ECKES

I offer these additional ?iews to aid the pubiic in
understanding critical aspects of the "but for" ‘approach used by -
certain commissioners in this and other recent title VII cases. It
is not ny goal to discourage commisSLOners from trying to improve’
the agency's decisionmaking process,i’I applaud such efforts. At
the same,time; however,vI;have a responsibiiity to ensure that our
trade laws are'administered'in the sunshine in accordance with
Congressionai intent and common sense. TIn this spirit I will
continue to give.the new approach the careful scrutiny it
deserves. g | R B _

. The proper focus of any debate concerning the‘"but for" approach
is whether it prov1des an appropriate framework for Commission
determinations. ‘Because the so-called traditional Commission
approacn has'withstoodnrepeated judicial scrutiny and Congressional

oversight-andvis generally understood and accepted by private

1 : : o )
I note that.a substantial amount of staff time has been -
devoted to formulating the new approach. See Memoranda
EC-L-174 (June 6, 1988); EC-L-159 (May .18, 71988) ; EC-L-149
(May 10, .1988) ;. EC L-135 (May 2, 1988), .and EC- L-104 T
(April 28 1988). -



18

parties,lthere is n6 live Queétion‘as'tO'ité”ﬁropriety. The new
approach must stand or fall on its own merits. Whether I choose to
adopt it in whole or in part will depend on resolution of the
serious probléms'that perrade it in its current férm.

' While the statuté'may ﬁermit unitary formulations of the -
material injury standard, the underlying premises of this particular
approach are seriously flawed. I believe the hypotheticai,
formulaic and mechaﬁiatic nature of this apﬁroach makes -it
‘Vulnerable to court reversal, ‘and may constrict the flexibiiity
~COn§réss;iﬁtended‘cdmmiéaidﬁers‘to exercise in making injuty’
determinations. Further, given its "counterfactual® nature, I
question whether the "but for" approach is consistent yithibur‘
international obligatians. Finally, I am concerned about the added
" costs that fhénnewiappraaéh will impose on the Commission and on the
parties appearing before us in title VII cases.

These ‘additional views address the legal and policy problems
' surrounding two of the underlying Premiséa éf'thé‘“but'for"“:"'
approach:““the'assdmytiohﬁthat the unfair trade practice took place

throughout the three-year period of the Commission's investigation,

2

One commissioner has nevertheless argued that the "but- -
for" approach is "the more sensible approach--and one that
comports more faithfully with the language and intent of
Title VII of "the Tariff Act" than the so-called : -
traditional approach. See” Certaln Internal Combustion .
Industrial Forklift Trucks from Japan, Inv. No. 731-TA-377.
(Final) ("Forkllft Trucks"), Additional Views of .+ )
Commissioner Cass at 110.
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and the supposition that dumping and subsidy margins can be used to
estimate what'the prices of imports would have been "but for" the
unfair trade practice. These views also raise for public discussion
the quesfion.whether the "butifor" approach complies with the United
" States' obligations under the GATT Antidumping and Subéidies Codes.
Finally, these views address the addgd cost of the new approach to

the Commission and private parties. Remaining problems will be

addressed in future opinions.

I. Assumptions Concerning Duration of Unfair Trade Practices:

The "but for" model assumeé-dumping or subsidization was
constant throughout the three-year period of the Commission's
investigation. The ﬁpllowihq‘justification has been offered for

this assumption:

"[I)if one is going to draw any dinference
regarding the effect of [less than fair value]
imports on the industry from information about
industry performance at any point in our
three-year period of investigation other than the
six-month period examined by Commerce, one simply
must make some judgment about whether in fact the
industry faced LTFV imports at that point. This
judgment could be based on an inference from
facts in the record, on a rebuttable presumption,

3 .

These views incorporate and elaborate the concerns I
expressed in my joint views with Commissioner Rohr in
Digital Readout Systems and Subassemblies Thereof from 4
Japan, Inv. No. 731-TA-390 (Preliminary), USITC Pub. 2081
(1988) ("DROs"), Additional Views of Commissioners Alfred
Eckes and David Rohr, and in my Memorandum CO-69~L-030
dated May 3, 1988. ‘ - .
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4
Oor on an unexamined assumption."

It is important to understand that this_ inference, assumptioh or
presuﬁption--however'one chooses to characterize itf-is central to
the "but for" approach. The approach oonsists of three inquiries,
the second and third resting squarely upon the flrst. 'The first

inqulry seeks to compare the volumes.and prices of 1mports over the

three-year period of investigation w1th the volumes and prlces that
would have obtained had the imports been fairly traded during that

5 . o .
same period.. | To justify analyzing the effects of an unfair

trade practice ("UTP") duriné any'period other than .Commerce's
. o o i 6 : ‘ . 4
six-month period of investigation, one must have: some basis to

presume such UTP existed during that earlier period. If the.

i

assumption is groundless, the raison d'etre of the first inquiry
disappears, along with any justification for the second and -third
inquiries, whlch are bullt on the flrst. In short, the whole
approach topples llke a house of cards. |

There 1s no ba51s in law or fact to assume that dumplng or

sub51dlzatlon took place during any perlod other than the period of

4
Forklift Trucks at 121~122 (emphasis- added).

5 : ‘ - .
Forklift Trucks'at~123; R
6 . , _
With rare exceptlon, the Department of Commerce bases
its antidumping determinations on imports or sales taking
place during the six months preceeding the filing of the
petition. This six-month period may coincide in whole or
in part with the

(Footnote continued to page 21)
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Commerce's investigation. The Department of Commerce has sole
authority and responsibility under the statute for determining thé;
existence and améunt of any dumping or subsidization. Under its
regulatory scheme, cOmmerce.examines imports during the six-month
period prior to filing of the peﬁition. If those six months of

imports yield dumping margins or subsidies greater than de minimis,

Commerce will make an affirmative determination. -‘Otherwise the
determination is negative. . In either case, however, the
determination only reflects trade practices that took place during
that six-month period. 1In fact, if a pa:ticular'importation or sale
falls outside the period of investigation, Commerce excludes it from
cénsideratipn. Given»the_strict circumscription of Commerce's
inquirx, there is no basis for any "inferences," '"rebuttable
presumptions" or "unexamined assumptions“7 concerning the dumping
or subsidization of imports predating the six-month period. The
fact that such presumptions or inferences may be necessary to
justify the "but for" approach ab initio does not by itself give
them validity. '

Perhaps more importantly, it is inappropriate, if not illegal,

for the Commission to make what amounts to a finding of dumping or

(Footnote continued from page 20))

Commission's investigation period, which generally
encompasses imports during the three years prior to filing
of the petition.

7
See supra note 4.
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subsidization as part of its injury determination. Any
‘detérmination under the "but for" approach which covers éhperiod
other than Commerce's six-month period of investigation must, by
virtue of the design of the approach, rest on an inferred or

presumed finding of dumping or subsidization (with a concomitant

' determination of the amount of the margin) during that period.

Congress has clearly'assignéd to Commerce, not the Commissidn,'the
task of determining the existence and amount of dumping and

subsidization. Thus, affirmative "but for" detérminatibnS'COvering
A 8 -
periods beyond Commerce's period of investigation  may be

vulnerable to court reversal because they are based in part on an
. . . | . .9
ultra vires determination of dumping or subsidization.

" To avoid the Iégal problem I haVe‘just described, commissioners

choosing to use the "but for" approach would have to limit the time

8
" The "but for" approach is apparently intended to
encompass the traditional three-year period. See
generallx Forklift Trucks, Additional Views of
Commissioner Cass.

9

In contrast, the Commission is required to presume that
dumping or subsidization is continuing to occur for
purposes of a "changed circumstances" review under section
751 of the Act, 19 U.S.C. 1675. On the other hand, an

injury 1nvest1gatlon begins on a "clean slate," "from an
entirely neutral starting point." See Avesta AB and
Avesta Stainless Inc. v. United. States, C.I.T. '

Slip Op.- 88-72 (June 7, 1988) at 17. It is 1mportant to
note that the unfair trade practices at issue in a changed
circumstances review are subject to final antidumping or
countervailing duty determinations and orders already 1n
place. See Avesta at 23 ("a request for review of an
(Footnote continued to page 23)
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frame of ﬁheir analjses to the‘six-month period of Commerce'sif‘
invesﬁigation. The mere existence of this dilemma suggests that
injury analyées purporting to measure the volume, price effect and
impact of a UTP, rather than the efféct of the imports themselves,
are not contemplated Ey the'statute; In my view, the statute
requires the.éohmission to -determine the volume, price effects and

impact of imports of‘the'class or kind of merchandise defined by the

Commerce Department, regérdless whether each individual importation
' 10
was found to be at less than fair wvalue.

"This reading of the statute was recently adopted by our
11
reviewing court.. In Algoma Steel Corp. v. United states, the

- Court of International Trade addressed the intent of the statutory
directive to determine whether an industry is injured "by reason of
imports . . . of the merchandise with respect to which the

administering authority has made an affirmative

(Footnote continued from page 22)

affirmative injury determination is premised on an
underlying finding of dumping, and therefore does not
begin on a ‘'clean slate'")

10 :

It has been suggested that the so-called traditional
approach assumes that the UTP was constant during the f
three-year period of our investigation. Forklift Trucks .
at 122, and note 21. Because I read the statute as
requiring me to examine the effects of imports of the
merchandise subject to investigation, whether or not they
fall within the six-month period period of Commerce's
investigation, I have no need for such assumptions.

11

C.I:.T. ;, Slip Op. 88-74 (June 8, 1988)
("Algoma"). We note that a Canadian respondent has
appealed this decision to the Federal Circuit.
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o * s A _ ‘ :
determination . . . ." At the outset, the court noted.that the

imports the Commission is supposed to examine are those within the
ﬂclass or kind" of merchandise defined by the Commerce Department:

In applylng this statute, the ITC does not 1ldok
behind ITA's determlnatlon, but accepts ITA's
determination as to which merchandise is in the
class of merchandise sold at LTFV. ITC, on the
other hand, determines . . . whether [the domestic]
industry is injured by the relevant imports. . .
This division of labor. cannot be ignored . . . ITC
"has wide latitude in deciding whether imports of the
merchandise in the class defined by ITA are causing
13

material injury.

‘Having concluded that ConQreSS*intended'the'Commission to examine
imports w1th1n the "class or k1nd " the court cons1dered

'plalntlff's argument that the Commission was requlred to ellmlnate
from consideration any sales that Commerce had not actually found

to be dumped. The court rejected this argument:

12 )

19 U.S.C. 1673 (b). The 51ngle 1ssue before the court
was whether the Commission had erred in ‘assessing the. ,
volume and impact of imports by failing to exclude those
which, according to the Commerce Department's
calculatlons, were actually at or above fair value.. .
Weighted average dumping margins are derived .from all
sales of the class or kind of allegedly dumped merchandise .
within Commerce's six-month period of ‘investigation.

Here, plaintiffs alleged that many'of the sales used to.
calculate the weighted average marglns were not dumped.
The Commission had included in its volume figures all
sales of oil country tubular goods from Canada (with
exceptions not relevant ‘here). Plaintiffs argued that the
Commission should have identified the fairly traded
transactions and eliminated. them from its analysis.

Algoma at 2-3.

13
Id. at 10 (emphasis added).
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- In this case, ITA has defined an entire class
based on six months of data. It is the volume of
imports attributable to that class that is most
relevant to ITC. Plaintiffs' basic
misunderstanding is reflected in their continual
use of the phrase "LTFV sales" as if the ‘statute
says that ITC must find that injury is
attributable to partlcular sales found to be at
LTFV. The statute refers instead to 1mgorts
which'are sold at LTFV. ' ITC is basing its
decision on the affects (sic) of relevant 1mports
from companies determined to have sold the
subject merchandise at LTFV. Obv1ously, it is
unlikely that every sale -is at LTFV, and Congress

14

Ty

may:be presumed to-have percelved this.

In holdlng that the Commiss1on was not requlred"to conduct a
sale—by-sale analy81s, the Court empha51zed that "Congress has not
"s1mply dlrected ITC to determlne dlrectly if dumplng is causing

injury .'. . Congress opted to dlrect ITC to determine if imports of

a specific class of merchandise, determined by ITA to have been sold

, ..., A5 -
-at -LTFV, are c¢ausing injury." * ThHe Court also noted that to

require the Commission to examine only "LTFV sales" would
impermissibly 1limit the scope of its investigation: "1ooking at.six
- months of the sales data con51dered by ITA is not g01ng to glve ITC
the three years of data 1t needs to meet the statutory test." e

- The clear 1mp11catlon;“of“course, is that the only "LTFV sales" the

Commission could possibly consider are those Commerce found to be .

dumped within*the-sixémohth"per;od of ‘its investigation.

14
Id. at 12 (emphasis added). =~

15 S
Id. at 13 (emphasis added).'

16
Id. at 10, 11 (emphasis added).
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What the Algoma dec1s1on tells us 1s that 1t is the volume,

price effect and 1mpact of 1mports of the class or klnd of

merchandlse under ;nvestlgation as defined by Commerce, rather than

the impact of the UTP itself whlch is the proper focus of the
Commission's ana1y51s.~ Thls dec1sion also makes 1t clear that were
the Commission to undertake an- ana1y51s of the effect of a- UTP, that
analysis would necessarlly encompass only the six months of
COmmerce's 1nvest1gation--wh1ch would not yield the three years of

17
data needed to fulflll the statutory standard To the extent

..t.

it purports to assess the effects of dumplng or subsidization on

threewyears of 1mports, the "but for" approach appears to be at odds
: 18 -

e 3 ~.—~. )

:hw1th the statute as 1nterpreted in Algoma.c

B . I "\_“L»‘

In'any case, glven recent trends in exchange rate behav1or, I
belleyeu;t.wouldUbe~unrealrst1c to presume three" years~of dumping:in

Lo,
PSS P

717

The: court also- found that’ the ‘Commission' s practlce of
exciudlng 1mports entered after the effective, date of an.
antidumping: duty” order did not'support plalntiff'
proposition that the Commission must exclude from its.
analysis-all” non~-LTFV sales ‘made by a* company under"
1nvest1gat10n. Id. at 5 6 .
18 o . - . .- . N v B

" The most recent:articulation of the "but for" approach’
restates the relevant statutory language to read "imports
of the merchandise sold in the United States at less than
its fair value." Forklift Trucks at 124 (emphasis - .
added). The underlined portion should read "with respect
to which the administering authority has made an K
affirmative determination under subsection (a)(l) ‘of this
section." 19 U.S.C. 1673d(b)(1). Such "paraphrasing" of
- the statutory language to introduce the notions .
characteristic of the "but for" approach would be noted by
a reviewing court.
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any of the cases before us. In fact, the opposite presumptlon would
make more sense. .Fortunately, however, the statute does not requlre
us to presumevthat-the three years of imports we examine are -
dumped. Because such presamptions may introduce illegalities into

our analysis, I believe ‘it unwise to adcptAthem.

II. Inappropriate Reliance on Dumping and Subsidy Margins:

‘Tne*first“step'of“the "put for" approach, as I understand it, is
Mto'cempare "the effects of the prices and volumes of subject imports
actually sold -and those that would have been sold had the imports "
not been offered at a lower price in the United States." 19; The
;approach.uses the dumping‘margin'orethe amount of the subsidy
-palculated by Commerce as a’'basis to infer the amount by which the
actual import:prices: were lowered: by virtue of the UTP at
issue. 2 Specifically, 1t appears that the margins are to be

used as a point of reference for concluding "whether a very large,

19 o '
Forklift Trucks at 1l26.

20

The description of the use of margins in the "but for"
approach has undergone some revision since it was first
articulated in Microdisks. In Forklift Trucks, it is
admitted that margins do not represent actual price
differences and that they are calculated for only a
six-month period. The opinion nevertheless goes. on to
claim, without apparent basis, that "changes" in prices
and volumes of LTFV imports are "generally dependent on
the margins calculated by the Department of Commerce."
Forkllft Trucks at 128.
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moderate, or relatively small change 1n the imports: priges"

PR

accompanled LTFV sales," on the theory that’"L?EV sales‘lowered'UrS;

prices of the subject 1mports by some other‘amount [thanfthe full
21 . et e
dumplng margin] . N

Leav1ng a51de the speculatlve nature of such estimates, the

underlylng assumptions about the predictive value of dumping marglns
22
are groundless. There is, at the outset no bas1s 1n fact for

any assumptions concerning what the prlce of an 1mport would ‘have .

- u’

been had 1t hot been dumped because the Comm1ss1on has ho way, of.

N - :‘

know1ng how a foreign producer or exporter would have conducted 1ts

bu51ness differently so as to eliminate dumping margins 1n

. .

ant1c1pation'of a dumping case.; Theoretically such a, company could

have raised its import price, lowered its home market price or ‘some

f).a

combination of the two.' In a case of sales 1n the home market below

-y . VENRS B

cost, 1t could also have raised 1ts home market price' (This would

&yhf e

21

Id. at 129. While the "but for" approach ‘has- not to
my knowledge, been applied in a countervailing duty case
as of this writing, a discussion of the use of assumptions
about subsidies’and the use o6f subsidy’ margins ‘has been
prepared by the- staff.- See Memorandum EC-L-181 at 5 6. .
’ 22 I UL T ,,‘/'3', LR B .".7.';-.‘ < SN

The most recent articulation of the approach
characterizes dumping margins‘as:one of those’ pleces of
"less than ideal .data" that the commission must rely on’
under the rubric¢ ofMbest - 1nformation ‘otherwise ™ =
available." 'Forklift Trucks:-at :128. Calling-a dumping
margin the "best information .available" does not ‘endow it
with significance, however, since dumping- margins cannot
reasonably be used to predict "but for" prices. "-See
discussion infra.
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of course, require an exporter to know exactly how Commerce would..
have calculated‘its:costslof production, a matter which Commerceﬁ
itself does not know and need not decide until it has completed its -
investigation.) It is clear that at this level of gross price
movement, a company theoretically has an .infinite range of options
the precise selection of which cannot reasonably be predicted.
The "butAfor" approach”nevertheless assumes that the dumping

margin lowered the import price by at least some amount, despite the

variety of options a company theoretically had. To the extent the

comgapytpehaved consciously. in elimina@ing the dumping before it
happgneg! there is absolutely no way to know which type of price
movement?g‘qémpany would. have selected, nor how far-the price would
Ahave‘mpvgd.~”?9“the.extent,a company is assumed to have behaved -

unconsciously in accordance with some rulg of economic¢ theory, we

have no way of knowing whether such a rule correctly describes that
company's behavior. The fact that the use of these rules results in
a putative "but fpr" pricguéées:nbt,méahAthat that prediction . is
well-founded. One must still consider the nature of dumping margins
to determine whether they éan possibly offer any informafion about
what prices "would.have been,aﬂseﬁt duﬁpiﬁg.ﬁ

As demonstrated éaf1ier, dﬁhping margins describe conditions of
trade durihg a carefuliy cirépmécri5éd period, dsually six month%;
As such, the ﬁargin &oes'hot contain~anyjinfofmati6n about what the
U.S. price and fgreign market value were before the six-month

period, nor does it give any indication of the direction in which
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either the ex factory prices ‘or the raw prices moved prior to the

six-month period. . As such, dumping marginé are devoid 6f any clue
-as to what the prices of the merchandise were "before dumping."

Nor is there any basis in the antidumpinq statute to predict how
a company would most likely have chosen to change its raw prices.

The opportunities offered under the antidumping law for an‘expérter

to eliminate margins prospectively--i.e., ggggg a Commerce
preliminary or final antidumping determination, which fully éxplains
the basis therefor--do not suggést that the law embodies a
requirement or even a preference for the raising of theAﬁhité&ﬁ"ﬁn
States, price as a way to reduce or‘eliminaté'a'dumping'mafaiﬁ. 23
Thus,::to the.extent the statute itself might have PfoVidéd”'”

predictive guidance as to the likely behavior of‘exportérs facéd

with the prospect of a dumping finding, no such guidance‘appédrs;

Nothing in section 751 of the Act, which governs

annual reviews of antidumping orders, suggests that a
respondent must raise its United States price to receive
favorable results. .19 U.S.C. 1675. With one exception,
nothing in the provisions for agreements to suspend an
ongoing investigation indicates a requirement or ’
preference for raising of the United States price. The
sole exception, an agreement to "eliminate injurious
effect" by revising U.S. prices to prevent price
suppression.and underselling, would permit weighted
average dumping margins of no more than 15 percent of the
exporter's weighted average margin for the investigation.
19 U.S.C. 1673c(c). In effect such an agreement would
allow exporters to maintain their unfair trade practices
within limits as long as they did not injure the domestic
industry. Not only does this statutory alternative not
require the elimination of margins, it suggests that
dumping margins may-be irrelevant to injury.
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Further, because the statute and the Commerce regulations also

provide for the situation where a foreign respondent chooses to do
24 "
nothing about its dumping margins, the only reasonable guidance

that can be gleaned from the statute is that’ an exporter
" could--after becoming the subject of a pfeliminary or final dumping
determination--choose to do something or nothing.

Of course, prospective decisions such as these have the benefit

of hindsight which hypothetical "but for" prediétions lack. Up to
this point we have been considering the usefulness of the dumping

margins to predict gross price movements that a foreign company

might have charged if it had not been dumping. However, dumpirg
determinations are not concerned with gross prices. As was

acknowledged in Forklift Trucks, dumping is quantified under a

complex regulatory scheme for paring the United States and home

market prices down to their ex factory elements. This complex

19'U.S.C. 1675 was revised in 1984 to eliminate the
requirement for Commerce annual reviews of antidumping and
countervailing duty orders where such review is not
specifically requested by a party to the proceeding. The
relevant Commerce rules are the interim and final rules
amending 19 C.F.R. 353 and 356, published at 50 Fed. Reg.
32556 (August 13, 1985). Those rules provide, inter alia,
that if no timely request for an administrative review is
received for a reviewable period ( i.e., each year
succeeding the date of publication of an antidumping or
countervailing duty order), each entry during that
reviewable period will be liquidated at the cash deposit
or bonding rate that prevailed at the time of the entry.
19 C.F.R. 353.53a(d), 355.10(d). 1In other words, as long
as no party requests review of an order, the cash deposit
rate in effect will constitute the assessment rate for the
antidumping or countervailing duties.
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process involves dozens of accounting, legal and policy decisions
which affect the dumping calculation. For example, the outcome of a
dumping case can turn on how Commerce chooses to allocate costs,
whether Commerce considers a particular selling expense "direct" or
"indirect," or the date of sale Commerce assigns a particular
tfansaction (and hence the exchange rates applicable on that. date).
The multitude of computational issues Commerce addresses in a
dumping case are Fhe subject of party comments and intense internal
debate. Parties institute lawsuits over the fraction of a percent
on which their cases rest. Given the complex nature of dumping
cases, it is nonsensical to make any assumptions about which of any
number of business practices a company might have modified s6-as to
affect any of a number of minute adjustments in its favor. It:is
also unreasonable to assume that a foreign company's alteratién’of
its gross U.S. import price would, in fact, eliminate a dumping
margin, since the margin cannot be known until Commercehhas'applied
all the statutory and regulatory adjustments to the United States
price and the foreign market value. ' .

Even if it.were_arguabiy reasonable to draw inferences of what
import prices would have been absent dumping based on the dumping
margin, the way in which margins are §ctually incorporated info the
"but for" analysis will probably foster irrelevant and misleading
determinations. Commerce assigns to each company that exported the

merchandise at issue a weighted average dumping margin reflecting
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the‘dumping that took place during the six-month period of
investigation., This margin'refiects‘the‘ﬁnfairness of tﬁat
particular company's selllng practlces, and glves no information
about any other exporter: Commerce also calculates an "all other"
.rate to be applied to_companies that were not subject to the
lwinvestigationeand which start exporting after the-determination
‘becomes effective. This'"ail other" rate, an average of the actual
margins of companies under investigation, giVes'no information about
the pricing behavior of any actual foreign producer or exporter.
Yet, 1t 1s thls average rate that the "but for" - approach identifies
as "theidqmplng-marglnfﬂ;rFurther, 1f more than one country is
involved, the "but fdr".approach'would~requlre averaging of the "all
other" rates for theSe cophtries;‘LThis”averaging creates a-
meaningless number which éives noﬂinformation about the selling
:behaviorﬂofiany:company in: any country;. I fail to see how such a
meanlngless number can poss1bly be relevant to our analy51s.
Finally, I note that the . Court of ‘International Trade recently

held in Copperweld Corp. v. United States that the Commission may

use so-called "margins analysis" as part of its injury
determinations, as a "gloss" on its analysis of the actual and
relative volume of imports of the merchandise under

25 . . . .
investigation. The use of margins under the “"but for" approach

25 ‘ T e : -
See Copperweld Corp V2 Unlted States, - C I.T.
(Footnote contlnued to page 34)
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goes far beyond the “margins analysis" cbntemplatéd in Copperweld:
rather than functidning as a "gloss" onuthe‘anélysis of import '
vblume,‘dumping'margins are.central to assessment of both import
volume and price effects under the "but for" approach. I believe it
is important for the public to recognize that the "but for":approach
to dﬁmping,margins was not the subject of this decision of the Court

of International Trade,

III. Question of Compliance with International Obligations:

_ The "but for" apprpach strikes me as sufficiently hypothetical
to raise concerns'abgut_its compatibility with'our international
obligations under the GATT Antidumping and Subsidies Codes. 28
Both COdeslmandate that matérial-injury, threat and material
retardation determinatipns in title VII cases be baséd;on_"pESitive

evidence" and involve "an objective examination of" import volume,

price effects and the impact of imports on the

(Footnote continued from page 33)
Slip Op. 88-23 (February 24, 1988).

26 .

Agreement on Implementation of Articles VI, XVI, and
XXIII of the General Agreement on Tariffs and Trade, .31
U.s.T. 513, T.I.A.S. No. 9619, 55 U.N.T.S. 194 (Subsidies
Code) ; Revised Agreement on Interpretation of Article VI
of the General Agreement on Tariffs and Trade, 31 U.S.T.
4919, T.I.A.S. No. 9650 (Antidumping Code)..
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27
industry. The reason for this requirement is obvious: if the

United States government intends to levy additional duties on .

3t s
o

imports from its Code partners, it must be prepared to come forward
with actual,,affirmative.evidence that those impofts are causing
injur& to U.S. industries. |

While I do not believe the Codes prohibit a unitary approach as

28
such, the hypothetical counterfactual nature of the "but for"

approach may fall short of the requirement of injury determinations
based on positive evidence and objective examination of facts on the

record. While ultimate resolution of this issue may have to await

27 .

Article 6, paragraph 1 of the Subsidies Code provides
that determinations of injury, which is defined to include
material injury, threat of material injury and material
retardation of the establishment of an industry, "shall
involve an objective examination of both (a) the volume of
subsidized imports and their effect on prices in the
domestic market for like products and (b) the consequent
impact of thee imports on domestic producers of such
products" (footnotes omitted). Footnote 17 to this
paragraph states: "Determinations of injury under the
criteria set forth in this Article shall be based on
positive evidence." (emphasis added) Likewise Article 3,
paragraph 1 of the Antidumping Code specifies that
material injury, threat and material retardation
determinations "shall be based on positive evidence and
involve an objective examination of" import volume, price
effects and impact on the industry.. (emphasis added)

28

The Codes merely provide that determinations of injury
(including threat and material retardation) involve an
objective examination of two elements: (a) import volume
and price effects of subsidized or dumped imports, and (b)
the impact of these imports on domestic producers of the
product at issue. See Article 6, paragraph 1 of the
Subsidies Code and Article 3, paragraph 1 of the
Antidumping Code. Neither provision specifies the order
~in which these inquiries must be made.
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court review, I believe the question of Code consistency should

be addressed by the Commission and the public in the near future.

IV. Cost to Commission and Parties of the "But For" Approach:

Finally, in light of the problems underlying thHe "but for"
approach which I have just described, I believe it is important to
consider the costs that both the Commission and private parties will
bear in implementing it. The approach could prove costly to the
Commission, particularly if our workload increases. In one recent
investigation, a staffer spent 40 additional houfs géthering and
memorializing information required for this approach, which would
otherwise have been devoted to examining the briefs of the parties

to the investigation.'

29

The court has not yet faced the question of the
meaning of "positive evidence" and "objective examination" -
under the above provisions of the GATT Codes. In Avesta,
however, the court noted that the party seeking revocation
in a "changed circumstances" review bears the initial
burden of "showing the existence of such circumstances"
(emphasis added) and that this burden is consistent with
the international obligation to "review the need for the
continued imposition of the duty, where warranted . . . if
any interested party so requests and submits positive
information substantiating the need for review." 1Id. at
19.

Further, in Algoma the court stated that Congress
intended the Commission to determine whether "imports of a
specific class of merchandise, determined by ITA to have
been sold at LTFV, are causing injury," rather than
"simply direct[ing] ITC to determine directly if dumping
itself is causing injury." Id. at 12. The court stated:
"This seems to be Congress' way of implementing GATT."

Id. at 13.
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As for the parties themselves, it appears that they are
increasingly employipg both a law firm and an economist to represent
:them befdre'the>Commission. This will add to the already high cost
of participating in our investigations, a factor to which we must be

sensitive.






e 39 .
ADDITIONAL VIEWS OF COMMISSIONER RONALD A. CASS
- Sewn Cloth Head&ea;_from the
-* People's Republic of China
Investigation No. 731-TA-405
: (Preliminary) s
I concur with the Commissioais affirmative determination
in this,prelimipary_investigatioa., As the opinion for the
Commission indicates, thehregord befqre us contains
relatively little clear information, even judged by standards
applicabla to pre;iminary‘inyastigatiansf The.deﬁiciencies
in the record on which_we mqst base our decision persist
despite the_CQmmission's substantial effor;s tp secure
relevaa; Qata,fromfthe appropriate parties, including various
firms that are membars of Petitioner. 1If tﬁe missing data
were beforequ( the recqrd might provide clear and convincing
evidence that there is no material injury. At present,
however, tpe rachd as.a whole does_not contain such
eyidencé.__ '

Indeed, the principal conclusion one can draw from the
present record is that almost any assertion about the effect
or_lack_of effect of the subject imports on the domestic
industry might be supported by the'record information that
would be available in a final investigation. It may, for
instance,.be significant that the recordireveals that the
subject imports account for a large volume of sales in the

domestic market and allegedly were dumped by substantial

margins. The actual volume of doméstic¢consumption, however,
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apparently is subject‘t6”60héideréble doubt,“aS'ﬁﬁe only
verifiable figure we have,ESibgsed on cbmbining figures taken
from the very inéohplete-réborés;tc the Commission from
domestic producers with import data compiled by the
Department of Commerce. The-éctual size of the U.S. cloth
headwear market and the propoftion of that.market actually-
éaptured by the subject imports, thus, are uncertain. The
alleged margins also provide little information. . The basis
for the alleged margins is a comparison to .costs of
production in countries whose products are ngt‘$ubjectmﬁo‘
investigationl/ as surrogates for the costs of produc;iqn;ih
the PRC. It is by no means clear what this indicates-about
the price and volume effects of LTFV sales,to;qne United
States, and the parties.have not directed attention to this
‘issue. Similarly, although the Commission-has noted -the -
mixed nature of cbmparisons of U.S. selling prices of. . ..
imported and domestic products, evidence currently of record .
suffices to raise, but_not.aﬁswer, the question: whether the
imports are of comparable quality_to the domestic products to
which they are being compared. ‘E§r this'reasonramqngﬂoghe;s,
the effects of the allegedly LTFV imports on sales and. -
volumes of U.S.-produced like products hence cannot be  .--.-

esatblished from the present record. Finally, impact on.

1/ The prices of goods sold in those countries were used in
turn as surrogates for the cost of production in those :
countries. :
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returns to the domestlc 1ndustry 1s unclear, as all the data

.\-\—'-

from whlch thlS can be estlmated are 1ncomp1ete

r
5
§H

i

In prellmlnary 1nvest1gatlons under Tltle VIIA thehd
Comm1ss1on has decllned to reach a negatlve determlnatlon ;}
unless the record as a whole contalns clear and conv1hc1ng
ev1dence that there is no material injury, or threat thereof

. '
to the domestlc 1ndustry and there is no llkellhOOd that ‘
contrary ev1dence w1ll arlse in a flnal 1nvest1gatlon ThlS
standard has been approved by the appllcable rev1ew1ng.
" courts.2/ 1In light of that standard, I must find that there
is a reasonable indication of material injury to the donestic
industry in question.;/

In order to make an affirmative determlnatlon in any
final investigation, I would need a great deal of 1nformatlon
not now before the Commission. My views concerning the
manner in which certain issues of the kind raised in this

"proceeding should be analyzed are summarized elsewhere and no

purpose would be served by describing them at length here.4/

2/ American Lamb Co. V. Unlted States, 785 F.2d 994 (Fed.
Cir. 1986).

3/ Unlike the other Commissioners, I do not reach the
question whether there is a reasonable indication that the
~ domestic industry is threatened with material injury. I
believe it is unnecessary to reach that issue, given our
unanimous decision that there .is a reasonable indication of
past or present. 1n3ury from the allegedly LTFV imports.

4/ See Internal Combust;on_Forkllft Trucks from Japan, Inv.

No. 731-TA-377 (Final), USITC Pub. 2076 (April 1988)

(Additional Viéws of Commissioner Cass); 3.5 Inch Microdisks:

from Japan, Inv. No., 731-TA-389 (Preliminary),..USITC Pub.. : _
2082 (May 1988) (Addltlonal Vlews of Comm1s51oner Cass) _ e
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I note, however, that Respondents have argued that the
.éubject imborts did not cause material injury to any domestic
industry becéuée, if ho‘LTFV sales had taken piéce, imports
from other couhtries, rather thanfproduction by the domestic
industry, would haVe sﬁpplied any resulting exéess domestic
deméﬁd.i/ Any additiohal evidenqe bearing upon this issue
would be of speéiél~interest in determining how any final

investigaﬁion should be resolved.

5/ See, e.d., Respondents' Post-Conference Brief at 27.
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INFORMATION OBTAINED IN THE INVESTIGATION
Introduction

On May 26, 1988, a petition was filed with the U.S. International Trade
Commission and the U.S. Department of Commerce by counsel on behalf of the
Headwear Institute of America (HIA), New York, NY. 1/ The petition alleges
that an industry in the United States is materially injured, and threatened
with further material injury, by reason of imports from the People’s Republic
of China (China) .of sewn cloth headwear 2/ that are being sold in the United
States at less than fair value (LTFV). Accordingly, effective May 26, 1988,
the Commission instituted investigation No. 731-TA-405 (Preliminary) under
section 733(a) of the Tariff Act of 1930 (19 U.S.C. § 1673b(a)) to determine
whether or not 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 is materially retarded, by reason of such imports.

Notice of the institution of this investigation and of a conference to be
held in connection therewith was given by posting copies of the notice in the
Office of the Secretary, U.S. International Trade Commission, Washington, DC,
and by publishing the notice in the Federal Register of June 3, 1988 (53 F.R.
20378). 3/ The conference was held in Washington, DC, on June 16, 1988. 4/

Effective June 21, 1988, the U.S. Department of Commerce initiated an
antidumping investigation to determine whether the subject merchandise is
being, or is likely to be, sold in the United States at LTFV (53 F.R. 23300).

The Commission’s briefing and vote in this investigation was held on'July
6, 1988. The statute directs the Commission to make its determination within
45 days after receipt of a petition, or in this case by July 11, 1988.

1/ HIA is composed of some 60 headwear manufacturers, wholesalers, and
importers (petition, app. 1); 24 of these firms are manufacturers or producers
of sewn cloth headwear (petitioner’s postconference brief, Exhibit A).

2/ For purposes of this investigation, sewn cloth headwear refers to hats,
caps, visors, and other headwear, whether or not ornamented, each comprising
cut-and-sewn woven or knit fabric of vegetable fibers (including cotton, flax,
and ramie), of manmade fibers, or of blends thereof, provided for in items
702.0600, 702.0800, 702.1200, 702.1400, 702.2000, 702.3200, 703.0540,
703.0550, 703.0560, 703.1000, 703.1640, 703.1650, 384.0438, 384.0954,
384.2211, 384.2608, 384.2707, 384.2723, 384.2741, 384.2752, 384.2784,
384.2796, 384.3436, 384.5216, 384.5365, 384.5427, 384.5485, 384.5533,
384.5685, 384.5698, 384.8676, and 384.9443 of the Tariff Schedules of the
United States Annotated (TSUSA). Imports of articles included in the scope of
the investigation admitted under TSUSA items 384.2707, 384.2723, 384.2741,
384.2752, 384.2784, 384.2796, 384.5365, 384.5427, 384.5485, 384.5533, A
384.5685, and 384.5698 are negligible or nil. The U.S. Department of Commerce .
included TSUSA items 703.0510, 703.0520, 703.0530, 703.1610, 703.1620, and
703.1630 in its notice of institution. The Commission did not include these
TSUSA items because they cover headwear that is not cut and sewn but made from
strips of manmade fabric, e.g., fake straw hats.

3/ Copies of cited Federal Register notices are presented in app. A.

4/ A list of witnesses who appeared at the conference is presented in app. B.
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Previous Commission Investigations

On February 8, 1977, a petition for import relief, under section
201(a)(1) of the Trade Act of 1974, was filed with the Commission by the
Empire State Cloth Hat and Cap Manufacturers Association and the United
Hatters, Cap and Millinery Workers International Union. On February 18, 1977,
the Commission received an amendment to the petition and on February 22, 1977,
instituted an investigation to determine whether certain headwear was being
imported into the United States in such increased quantities as to be a
substantial cause of serious injury, or the threat thereof, to the domestic
industry producing an article like or directly competitive with the imported
article. In August 1977, the Commission determined that certain headwear was
not being imported into the United States in such increased quantities as to
be a substantial cause of serious injury, or threat thereof, to the domestic

industry producing articles like or directly competitive with the imported
articles. 1/

In May 1985, the Commission conducted investigation No. 332-190 on certain
headwear, under section 332 of the Tariff Act of 1930, and issued a statistical
report on the industry to the United States Trade Representative. 2/

Nature and Extent of Alleged Sales at LTFV

The petitioner alleges that imports of sewn cloth headwear from China are
being sold in the United States at LTFV margins ranging from 25.1 to 62.7
percent. These alleged dumping margins were calculated by comparing prices of
Chinese headwear in the U.S. market with prices for comparable headwear
produced in other countries. As China is a state-controlled-economy country
under section 773(c) of the Trade Agreements Act, the foreign market value was
based on the prices of headwear produced in a surrogate non-state-controlled
economy, in this case the Philippines and Taiwan. The U.S. price was based on
purchase price since the U.S. importers are unrelated to the Chinese producers
and purchase the sewn cloth headwear prior to importation. The period covered
by the LTFV analysis is the 5-month period December 1987 through April 1988.

The petitioner also alleges that there are massive imports of sewn cloth
headwear from China and a history of dumping in the United States and
elsewhere to the extent that the importers knew or should have known that
China was exporting the headwear at LTFV. Thus, pursuant to section 733(e),
the petitioner requests a finding of critical circumstances and a retroactive
suspension of liquidation of duty on Chinese sewn cloth headwear 90 days prior
to Commerce’s preliminary determination of sales at LTFV.

l/ U.S. International Trade Commission (USITC), Certain Headwear, Report to
-the. President on Investigation No. TA-201-23 Under Section 201 of the Trade
Act of 1974, USITC Publication 829, August 1977.

2/ USITC, Certain Headwear Statistical Report, Report to the United States
Trade Representative on Investigation No. 332-190, Under Section 332 of the
Tariff Act of 1930, USITC Publication 1697, May 1985.
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The Products

Description and uses

The imported articles under investigation consist of caps, hats, and
visors, cut and sewn from woven or knit fabrics of vegetable or manmade
fibers, or blends of these fibers (hereinafter "cloth headwear”). Cotton is
the principal natural fiber and polyester is the major manmade fiber used.in
the manufacture of fabric for cloth headwear. The use of vegetable fibers
such as flax (linen) or ramie is believed to be very small.

Cloth headwear is designed primarily for men and boys, although many
styles are worn by either sex. They are worn as casual wear, for sports
activities, or for promotional and advertising purposes. A small portion of
the cloth headwear imports consist of infants’ and children’s caps and hats,
made primarily of cotton and containing decorative features.

The majority of the cloth headwear imported from China are believed to
consist of baseball-type caps. These caps usually have a solid seamless cloth
front piece and nylon mesh sides and back but may be entirely of solid cloth.
They come in a variety of colors and may be plain or have designs or
promotional messages printed, embroidered, or otherwise affixed to the cap.
The caps may or may not contain braid.

The imported articles are generally comparable in style to domestic
articles. Both types are produced by similar manufacturing processes, use
similar fabrics, and compete in the same marketplace. Excluded from the scope
of this investigation are headwear of other textile fibers, such as wool and
silk; straw and other unspun fibrous vegetable materials; fur; leather;
horsehair; and rubber or plastics; or any felt headwear. These are not
substitutable for the subject articles in terms of price, method of
manufacture, and the markets served. 1/ Counsel for respondents testified at
the conference that headwear manufactured from straw, felt, or wool should not
be excluded because they are substitutable with sewn cloth headwear and some
U.S. producers manufacture a combination of straw headwear, felt headwear, and
cotton and manmade headwear. 2/

Caps are believed to account for the majority of the imports under
investigation. Caps differ from hats in that they have no brims but do have
peaks that project from the front of the articles. The majority of the
‘imported caps are baseball-type caps made of 100-percent polyester with a
one-piece seamless front on which logos are printed, embroidered, or otherwise
affixed in the United States, and usually have a plastic snap adjustor at the
back to fit all sizes. Other types of caps include denim, painter, bicycle,
golf, fishing, Ivy league, Gatsby, and camouflage (hunting) caps. These caps
are comparable in style and other physical attributes to domestically produced
caps.

1/ Transcript of the conference (transcript), pp. 61-62, 66-68, and 87;
petitioner’s postconference brief, pp. 17-20.
2/ Transcript, pp. 131-132; postconference brief, pp. 9-11.
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The hats under investigation are a relatively small number of imports.
Hats are made with a crown and brim. They are sold in a variety of styles and
colors in all price segments of the market.

Visors are essentially unisex articles, except for certain colors and
designs. 1/ They generally have the shape of caps without a complete crown.
They have foam-padded cloth headbands measuring about 2 to 3 inches in width
and a peak and are secured to the head by elastic bands or adjustable straps.
Visors are generally sold for use in spring and summer and are typically worn
in casual or sport activities.

Caps, hats, and visors covered by this investigation are imported in
different styles and colors, ranging from those of 100-percent polyester knit
fabric to those of materials such as cotton twill, corduroy, and denim. 1In
the promotional market, all these products are said to be substitutable to a
certain degree as they all can be used to convey the same promotional message.

Manufacturing processes

The production of headwear is more labor intensive than most other
apparel products. Direct labor costs account for 52 percent of the total
value added by manufacture for headwear, compared with about 41 percent for
the apparel industry as a whole. Consequently, unit labor costs in the
headwear industry are relatively high. In 1985, they accounted for 27 percent
of total production costs compared with 20 percent for the overall apparel
industry. 2/

Cap manufacturing involves several steps. First, the fabric and the
nylon mesh are cut into required shapes either by hand or by automated cutting
machines. An automated cutting machine is computer controlled and cuts
several layers of fabric at one stroke with minimal fabric waste. These
panels are then sewn together, the seams are taped, a sweatband and sizing
strip are sewn to the bottom edge along with the peak, and the adjustable tabs
are applied to the back panels. The cap is then blocked, a process that
shapes the assembled headwear by a steaming process. Finally, the cap is
packed in a box for shipment.

Hat and visor production requires steps similar to cap production and
generally uses the same machinery and equipment. Only minor adjustments are
needed for producing special kinds of caps and hats such as Ivy league and
Gatsby caps and hats. Shifting production from one product to another does
not significantly affect overall productivity.

The level of technology in the headwear industry of the major Asian
suppliers especially China, is significantly less advanced than that of the
U.S. headwear industry. The U.S. industry has automated or semi-automated
machinery and equipment, whereas most of the plants in the Far East,
especially in China, do not. Since the region has low-cost labor,
manufacturers there are not apt to invest heavily in automated machines.

1/ Transcript, pp. 154-155.
2/ Based on official statistics of the U.S. Department of Commerce.



U.S. tariff treatment

The hats and caps under : investigation are classified for tariff purposes
as headwear in part 1B of schedule 7 of the Tariff Schedules of the United
States (TSUS). The visors, because of their. open crowns, are classified as;
wearing apparel in part 6F of schedule 3. :

The tariff classification of the hats and caps in schedulé 7 depends upon
(1) the fiber in chief value; (2) whether the fabric is knit or not knit; and
(3) for manmade-fiber articles, the presence or absence of braid. Tariff
distinctions are not made on the basis of gender or product type (e g. .. '
baseball caps) : .

The classification of the visors in schedule 3. depends upon (1) the
presence or absence of ornamentation; (2) the fiber in chief value, 3)
whether the fabric is knit or not knit; and (4) ‘whether visors of .i
miscellaneous vegetable fibers are subject to restraint. Considered to.be -
unisex articles, the visors are classified under provisions for women s,
girls’, and infants’ apparel. : e .

The average duty rate on cloth headwear, based on trade with China in
1987, amounted to 8.1 percent ad valorem for the hats and caps and '10.8
percent ad valorem for the visors, as shown in table 1. - Almost 84 percent of
the total value of cloth headwear imports from China in l9&7_enteredvunder
TSUS -item 702.12, woven cotton hats and caps, .and item 703.05, knit or woven
manmade-fiber hats and caps with braid. The woven cotton headwear ‘is dutiable
at a column 1, or most-favored-nation (MFN) rate of 8 percent ad valorem and
the braided manmade-fiber headwear is dutiable at 7.2 percent. 1/ Manmade- .
fiber hats and caps, unlike other hats and caps, ‘are distinguished for tariff
purposes by the presence or absence of braid.  Because of an apparent tariff
anomaly, in which the rate of duty on the braided articles is lower than on -
those without braid, most of the imports from China and many other .countries
contain braid. 1In general, by contrast, the rates of duty on apparel in
schedule '3 ‘that contains braid or other ornamentation is higher '
than those for the unornamented articles :

Eligibility for Preferential tariff3treatnent"

U.S. imports of cotton and manmade- fiber cloth headwear which accounted
for virtually all the imports from China in. 1987, are not eligible for any

1/ The MFN rates, in general, represent the final stage of the reductions
granted in the Tokyo Round of Multilateral. Trade Negotiations . Such rates are
assessed on imports from all countries except those Communist. ‘countries and
areas enumerated in general headnote 3(d) to the TSUS, whose products are
assessed the rates set forth in col. 2. The. only Communist countries eligible
for MFN treatment, as of June 1988, are China Hungary, Poland, Romania, and '
Yugoslavia. The United States and Romania signed an agreement on June 22,

1988, to end Romania’s preferential tariff treatment; effective July 3, 1988.
Among articles dutiable at MFN rates, particular. products of enumerated '
countries may be eligible for preferential. treatment under one or more
programs. set forth in the "special" rates column ~



Table .1 . . . . ' .
. Cloth headwear: U.S. imports from China and rates of duty, by TSUS itenms,
1987 and 1988 ‘

]
1

TSUS & - - P s : 1987 -~ 7 1988

item Wo. °  Description - - = imports 1/ ) tariff rate
S . 1,000 . - Percent ad

dollars valorem
- "!Cloth'ﬁatE'aﬁa caps: ~
of vegetable fibers:
-‘Cotton or flax:

: Knit: - o R
702.06 Cotton-——mmeemeeeee 1,042 8.4
702.08 Flax: 0 8.4
el Hot knit: : .
702.12. © . Cottommre—-mmmm—mmem 14,411 8
702.14 ) 10 S 105 - o 8
702.20 » _Other caps=———wom———me- 30° - 5
702.32" : " other hatg-——-——————- - 7 v 8.9 27
R . * .0f manmade fibers: o - i
703.05 With braid-——m—oeeeeeee 16,789 1.2
Without braid:
- 70310 Knit. - --- 1,020 © . 16.5 3/
703.16 | LR § R ——— 2,311 9.4 4/
‘ ’ " Total or- averase--— 35,715 ° © 8.1
* *~ Cloth visors: §/ C '
Tra "of cotton:

- "+ -Ornamented: . " o : - :
384,04 - - . Knit———— , — -0 : 14
-.384.09 . . . Not Knit————emee e 52 . 14

. Not ornamented: . . -
.384.34 Knit---- - , 105 ‘ 8

384.52  'Not kmit--—--——- 1,009 . 8
R Of vegetable fibers, ‘ s
ek except cotton:

. .384.27 R - Ornamented——————cceeeee S5/ Py '8

: - : ‘Not ornamented: : -y : :

AP ; Knit: .
384.53 " Not subject to cotton,‘
wool, or manmade .
fiber restraints- 57 5
384.54 Other 5/ 5
Not kmit: ' : Pl
384.55 Subject to cotton or
) e o wool .restraints—- . S/ . . 3
384.56 e Other-—- - . 5/ . .3
) Of manmade fibers: )

s Ornamented: - . _ :
384.22 T KAltee——semme el T 12 , "22.7
-384.26 "T.L 0 Hot knit————smdemeees 26 S 22.17
I : -+ . Not -ornamented: L : ;s o

- 384.86 ; - : S 7% ¥ E— ———< . 303 ‘o .17
384.94. - - Mot Mnitooc——mmmmemee 111 17

' Total or average--- 1,618 ©10.8

1/ Customs value.

2/ Represents ‘the ad valorem equivalent based on 1987 trade, of 304 pe. dozen

- plus 5.2 percent-ad valorem:
.3/ Represents ‘the a4 valorem equivalent based on. 1987 trade, of 18! per pound
plus 14.1 percent ad valorem. .. .

4/ Represents the ad valorem equivalent based on 1987 ttade. of 104 per pound
plus 8 percent ad valorem.

'S5/ Data are not available on imports of visors of non-cotton vegetable

_fibers. However, imports from China are believed to be nil or negligible.

s
.o
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‘tffpreferential tariff treatment other than that provided products from Israel,

", a-small supplier. 1/ Preferential. rates are also granted Israel on cloth
3“,;headwear of noncotton vegetable fibers, such as linen and ramie." ‘Imports of
f”‘Tsome of the noncotton vegetable fiber headwear are. also eligible for duty-free
L treatment under the Caribbean Basin Economic - Recovery Act (CBERA)..2/

-Canada may also gain preferential tariff status in the near future under the

"ufU S Canada Free Trade Agreement

A small portion of the imported headwear covered by this investigation
. enters under TSUS item 807.00. Products imported under this provision are

tf-f'assembled wholly or partly with components fabricated in the United States.
% The duty -is assessed on ‘the total value of ‘the product less the value of the
"~ U.S.-fabricated components, or essentially the valtue added abroad. - Most of

;xﬁthe cloth headvear imports entered under- TSUS item 807 00 come. from Hexico and
"‘«Caribbean countries =§/:_ .o : : :

Legislation to replace the TSUS with the Harmonized Tariff Schedule (HTS)

fffof ‘the United States is currently before the U.S: Congress. ;/ In general,

" the tariff treatment of .cloth headwear in the HTS would be similar to that

ZFffl,currently in effect under the TSUS. The ‘major exceptions are that (1) the
’A=Qprincipal fiber would be determined ‘on the basis of the ‘one in chief weight

‘ﬂh_/ Preferential rates of duty in the special rates columns followed by the

_g-”code ”I” are applicable .to products of" Israel under the United States-Israel
" Pree Trade Area’ Implementation Act of 1985, as provided in -general headnote

‘?l;;3(e)(viii) of the’ TSUS, .. Where no preferential rate is provided for products
- "of Israel, the.col. 1 rate applies.

"j_/ The - CBERA ‘affords nonreciprocal tariff preferences to developing countries
. in the-Caribbean Basin area to aid their economic development and to diversify

. -.and axpand their production and exports. - The CBERA, enacted :{n title II of
;*Public Law 98-67 ‘and implemented by: Presidential ‘Proclamation 5133 of Nov. 30,
71983, applies to merchandise entered,  or withdrawn from warehouse for

- ‘consumption, on or after Jan. 1, 1984 it is scheduled to remain in effect

~wuntil Sept. 30, 1995. Indicated by the symbol 7E" or "E*" in the special

. . 'rates. ‘column,. the CBERA provides duty-free entry to eligible articles, the
.. product. of and imported directly from designated- Basin countries.

-+ .3/ The Administration in 1986 implemented a “"special access program” for
*JCaribbean produced apparel and made-up textiles under TSUS item: 807.00, in
“which’ eligible Caribbean countries are guaranteed greater access to the U.S.
'market for their products assembled with fabric that has been both produced

. and ‘cut- in the United. States. :

”H'_/ ‘The" Harmonized Commodity Description and Coding System, known as the
"Harmonized System or HS, is intended -to.serve as the single modern product

47.nomenclature for use in classifying products for ‘customs- tariff, statistical,

_--and ‘transport. documentation purposes. Based on the.Customs COOperation
" Council Nomenclature the HS is. a détailed classification structure containing
7j;approximate1y 5,000, headings and subheadings describing articles in trade.

" The -provisions. are" organized in. 96 chapters arranged in. 20 séctions that,

'i*along with the. interpretative rules and the legal notes to the chapters’ and

- sections,’ ‘form the legal text of the. system . Parties to the HS convention
,Jjagree to base’ their customs tariffs and statistical programs upon the HS
':-'nomenclature i : .
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rather than chief value and (2) for cloth visors the distinction between
ornamented and nonornamented articles would be eliminated.  Cloth hats dnd‘
‘¢aps are classified as headwear under several U.S. tariff provisions ‘of HS*-
subheading 6505.90; and cloth visors are .classified as wearing ‘apparel wurider
heading 6114, 1if ‘of knit fabric, .or heading 6211, if -not of knit fabric

o1 o L . Pl

Quota restrictions ,_-~ I

v.s. imports. of cloth headwear are subJect to restraint under the™
Multifiber Arrangement. (MFA) _/ The MFA-covers trade in: textiles and apparel
.of cotton, vool magnmade fibers, and, since: August 1, 1986, other vegetable
fibers such as 1inen and ramie, and silk blends. : It:provides the framework
for the negotiation of bilateral agreements between importing and- exporting
countries, or for unilateral action by importing countries in the absence of
an agreement, .to, control textile and apparel trade among its signatories and
' prevent market disruption As of June 1, 1988, the United States.had such :
agreements with 42 countries, including China and other major suppliers

. - The current agreement Vith China effective January 1 1988,,controls i
China’s shipments of MFA-covered products to the United States for 4 years
through 1991. 2/ It sets a specific limit, or quota, on China’s:shipments of
manmade-fiber" headwear, . classified for quota purposes under category 659-H, of
4.65 million pounds for. 1988 3/ No specific limit was: set on cotton
headwear classified under category 359-0, : ! '

Products not_covered by specific 1imits may, under the "consultation
mechanism” contained in the agreement,.be brought under restraint when the
‘United Statés determines that market disruption_has‘'occurred. :Unlike. the ————— .
5.year agreement that expired at the end of 1987, the new.one also sets:
-aggregate limits for groups of products not covered by specific limits to-
control the growth in China’s overall shipments The products are divided -
into four broad groups, as follows R . AR

Group I. Products subject to specific limits,_= Co

Group II. Apparel of cotton, wool, or manmade fibers ‘not subject

e ©° ,to specific limits; S

Group III. Textiles of cotton, wool, or manmade fibers not’ subject g

’ ° _ to specific limits; and | i

Group 1IV. Apparel of new MFA fibers not subject to specific

limits 4/ : AU R :

1/ ‘The MFA, formally known as the Arrangement Regarding International Trade in
Textiles, is an international agreement negotiated under the auspices ‘of the
General Agreement on Tariffs and Trade (GATT). :The MFA was.implemented in"
1974 and was extended in. 1986, for a third time through July -1991.

2/ The agreement may be extended by mutual consent for-a fifth year - or
‘through 1992. .

3/ Category 659 is a "basket” category comprising miscellaneous apparel
articles of manmade fibers. The; suffix ”"H” indicates.that headwear in the
category is subject to a limit.

4/ The new MFA fiber products are those of silk blends and of miscellaneous
vegetable fibers, such as linen and ramie. They were added to the MFA
effective Aug. 1, 1986.
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Products in Groups II III, and IV are subject not to specific, but to
aggregate, group limits. Category 659-H is included in Group I and category
359-0 is included in Group II. On the ‘basis of 1987 trade with China, cotton
headwear accounted for less than 10 percent of the Group II limit for 1988.

The 1988 group limits and the annual percentage of growth permitted during the
remainder of the agreement period are shown below :

Growp ' Limit 1989 - 1990791

(1,000 sq. (percent) R (percent)
yd. (SYE’s) 1/ S
CII...... e, 121,800 - 0.5% 5.5%
IIT.eenennnn.. . 330,750 2 5.2
IV, 24,000 - - 6.0 6:0.

1/ In thousands of square yard equivalents.

Respondents testified at the conference. that ‘the Government of China is
voluntarily restraining its country’s éxports 'to ‘the United States of Group II
products, including cotton headwear under category 359:0. :Counsel for .
respondents testified that China is restraining exports” under category 359-0
to avoid having reéstrictions (i.e., a specific limit) being -‘placed by the '~
United States on the sub- category ;/ China's exports to the United’ States
covered by the bilateral textile agreement require a visa, an- endorsement in
the form of a stamp on an invoice that is executed’ by the Government of China
and which enables it to allocate quota. 2/ Thus, the Government of China,
through this export licensing system, can control export levels of individual
products subject to the Group II aggregate limit. ' Approximately 17 apparel
categories are subject to the Group II limit, ranging from relatively .
low-unit-valued items such as cotton headwear and handkerchiefs to relatively
high- unit valued items such as down-filled coats and- jackets 3/ - Nevertheless,
China’s textile and apparel exports to the United States are subject to
controls administered by the U. S Customs Service

1/ Transcript pp 121 125 137, and 150-151; respondents postconference
brief, p. 34. Petitioner states that the restraints, referred to by -
respondents are'a broad ceiling on Group 11 products, postconference brief,

pPP. 32-33. U.S. general imports from China under _category 359-0 during
“January- April 1988 rose by 88 percent over those - “in the corresponding period

" of 1987 to 8.4 million pounds (roughly 38.7 million SYE’s).  Imports of. cotton
headwear alone rose by 40 percent to 2.4 million pounds, with imports of ‘hats
and caps advancing by 41 percent to 1.9 million pounds and imports of visors
increasing by 38 percent to 0.2 million pounds. .

2/ A visa system is provided’ in ‘par. 15 of the bilateral textile agreement
between the United States and China, dated-Feb. 2, 1988 A visa ' system is |
used with China and a number of other" countries to control the exportation of .
textiles and apparel to the United States,,with a goal of ensuring that both
the U.S. and foreign governments count - merchandise and charge’ quotas in the
same way to avoid overshipments, incorrect quota charges, and embargoes

3/ Transcript, 128. :

. :“‘\,‘
Snt
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China’s shipments of cloth headwear have been subject to restraint since
September 30, 1985. Following a request for consultations (i.e., a "call”)
with China to negotiate a limit on its cotton and manmade-fiber headwear, the
United States set a limit of 1.35 million pounds on such goods for the 90-day
negotiating period. Unable to mutually agree on a limit, the United States
unilaterally imposed a limit of 4.44 million pounds on headwear under
categories 359 and 659 for the 12-month period beginning December 29, 1985,
About 1 year later, or in January 1987, the two countries agreed to a 1limit
for category 659-H only, of 4.30 million pounds, retroactive to 1986. This
base level was later adjusted through the use of "flexibility” to 2.96 million
pounds, of which 90.4 percent was filled. The limit for 1987 was increased by
4 percent over the 1986 base level to 4.47 million pounds, all of which was .
filled.

The limit on category 659-H under the new agreement was Increased by ,
another 4 percent for 1988 to 4.65 million pounds. Annual growth of 4 percent
is permitted during the remainder of the agreement period. The limit may be
adjusted under the flexibility provisions of the agreement. 1/ .

- The only other countries whose exports of cloth headwear to the United
States:are subject to specific limits are Taiwan, Korea, and. the Philippines,
which along with China accounted for two-thirds of the total value of cloth

headwear: imports in 1987.- 2/ "Limits have been set on Taiwan s cotton and .
' manmade-fiber headwear; Korea’s cotton, manmade fiber, and woven wool
headwear;. and the Philippines’ manmade- fiber headwear The quota performance
- of these suppliers during 1987 is shown as follows

P e oy

LY

R L

1/ Flexibility includes 1) - "swing or shifting unused quota from one category
to another,'(Z) "carryover” of unused quota for.the same category of the
previous year, and (3)" "carryforvard" or borrowing quota from the next-year’s
limit for the same.catégory. A specific limit may be increased by not more
than 5 percent with swing.' Carryover is not available for 1988 and,
thereafter,. is limited 'to 2 percent of the receiving year s limit. ,

. Carryforward is ‘limited to 3 percent of the receiving year’s limit except in
- 1988, when an additional 2 percent is available. No carryforward is available
- in the. final agreemert ‘year. ' The’ combination of carryover and . carryforward is
limited to 3.percent of the receiving year s limit, except in 1988, when it is
limited to 5 percent.

2/ Imports of manmade-fiber headwear from Mexico are subject. to a designated
consultation-level (DCL) (250,000 pounds in 1987) A DCL is a more flexible-
.import control'than specific limits. DCL’s are usually somewhat above
‘existing trade levels-and once reached cannot be exceeded unless the United
States agrees to fiurther shipments They normally apply to categories in
which trade is not as. great as those for which specific limits are. set.
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Country/item SR ~  Final adjusted level - Percentage filled 1/ .
- pounds ' o L
China Hanmade fiber U
- headwear S o 4,472, 000 o o 100.0 .
-Taiwan S : o T S '
Cotton headwear --------- 4,244,525 73.3
-Manmade-fiber headwear-- 5,334,478 = 90,4
' Korea: L o :
- Cotton headwear-f--——--f::4,360,094 L - 82.1
- Wool headwear 2/-------- 187,790 S 93,8

Hanmade -fiber headwear-- 2,474,530 - T 99,6

Philippines - Manmade- . T S S o
fiber headwear o 1,200,000 . .. 65.3.

1/ Customs data as of Apr 1, 1988. . Quotas are based on the date of export
and, therefore goods shipped from the foreign port during 1987 but entered in
1988 ‘are charged to the quota for 1987. ;

_/ Not covered by the scope of this investigation

u. S‘nProducers,vi

- ‘There is no definitive 1isting of U.S. firms that produce the merchandise
'under investigation The principal industry segment ‘producing sewn cloth
- headwear, establishments classified in Standard Industrial Classification
~ (SIC) code 2352, is highly fragmented consisting mostly of small, single-
_establishment firms and a few large multiestablishment firms. 1/ This
industry segment consists of about 100 to 125 establishments employing about
9,000 people. More than three -quarters of the establishments in SIC 2352
- employ fewer than 50 workers each one- third of them employ less than 5
workers each

' ”[ The COmmission compiled a list of approximately ‘120 possible U.s.
producers, including ‘the firms: listed in the petition (apps. 1, 2, and 3) and

. other firms ‘which were believed to produce the subject merchandise. Of the 60

_ members- of the Headwear ‘Institute of America, 2/ 8 provided at least some
‘usable data, 35 responded that they did not produce the sewn cloth’ headwear
. subject to the. investigation, 3/ and 17 did ‘not respond. 4/ Of the 60
' 'remaining firms (non -HIA members), 13 were listed in the petition as being in

1/ Counsel for respondents argue that two industries be found (l) headwear

" for-infants and children; and (2) headvear for adults; or ‘that.the industry be

‘-tlimited by the  petition, but four industries be found: (1) headwear. for..
“infants and children, (2) adult caps,a(3) adult hats, end (4) adult visors,

_ postconference ‘brief, pp. 6-8.

- 2/ A list of -the members of the HIA is presented in app c.

3/ Some of these firms produce headwear of wool, felt, straw, or knitted.

material, such as. ‘stocking hats, ski hats, etc.

'_/ Approximately 10 of these latter 17 companies indicated to staff that they

n produce sewn cloth headwear. .
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" . support of the petition and the:remaining firms were believed to be'producers

of sewn cloth headwear. Of the firms that are members of the HIA, 20
indicated they are in support of the petition, 15 did rot respond to the
question, and 2 members, Diversified Graphics, Ltd. International, an importer
of headwear, and Arlington Hat Co., Inc., a producer of felt and straw hats,
are in opposition to the petition. Only two firms that were listed in the
petition as being a non-HIA member U.S. producer in support of the petition
responded to the questionnaire and indicated that they support the petition.

Producers of sewn cloth headwear are located throughout the country, with
major concentrations in the St. Louis and Kansas City, MO, areas, in the New
York City area, and also in the states of Pennsylvania California, and
Texas. The Commission mailed approximately 40 questionnaires to firms located
in the New York City area that were believed to be producing sewn cloth
headwear. Of these firms, 18 reported they do not produce the. products:
included within the scope of this investigation 1/ 12 did not respond to the
questionnaire, 2/ and 8 may be out of business or have changed locations. 3/
The New York City 'segment:of the industry is believed to ‘be mostly small
~family -owned shops with a small- number of employees

Some producers specialize in' one or two styles of headwear and depend on
this production for all of their sales. Typically, U.S. producers do not
produce for stock but to customer specifications. 4/ A few firms maintain
small stocks of plain caps to meet large orders. The growth in the
promotional market has resulted in U.S. producers relying more heavily on
- production of decorated headwear. ' Some U.S:. producers manufacture other types
of - products although sewn cloth headwear accounts for the majority of their
sales. 5/ - In contrast; producers in Taiwan ‘Korea, and Hong Kong' make other
textile products - : :

L Petitioner believes that the members of HIA account for 62 percent of
U.s. production rof sewn gloth headwear. 6/ U.S. producers responding to the
Commission’s questionnaire, their plant locations, and their shares of

1/ One firm reported that it contracts out all of its production of sewn cloth
headwear and two other firms responded that they produce component parts for
.headwear production. . -

2/ Nine of.these firms indicated in telephone conversations with~ staff that
they produce sewn cloth headwear.

3/ Three firms,.including Gold Star Hat & Cap, stated in telephone
coversations with staff that they were out of business. At the conference,
counsel for respondents submitted an article published in the Detroit Free
Press, in which Mr. Rosen, former president of Gold Star-and current vice
president ‘of Kraft Hat Manufaéturers, stated that his business has seen "a
steady growth over [the] last eight or nine years”; respondents'
postconference brief, pp. 15-16 and Exhibit E. '

4/ Mr. Hatfield and Mr. Rubenstein testified at the conference that this is
changing, with producers now producing for stock, transcript, pp 65- 66

3/ Transcript, p. 54.

6/ Ibid, pp. 35=37; petitioner’s postconference brief p 8, and Exhibit B.
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reported production in 1987, by quantity, are presented in the following
tabulation:

Share of reported
production in 1987

U.S. producer Plant location Percent
Alamo Hat Co., Inc. San Antonio, TX Jedode
George S. Bailey Hat Co. Los Angeles, CA Fekde
George W. Bollman & Co., Inc. Adamstown, PA ke
Imperial Headwear, Inc. Denver, CO *dede
International Hat Co. St. Louis, MO Fodek
K-Products, Inc. Orange City, IA Fokok
Lambert Mfg. Co.. Chillicothe, MO vk
Langenberg Hat Co. Washington, MO Fokk
Paramount Cap Mfg., Inc. Bourbon, MO ok
Swingster Shawnee Mission, KS kil

100.0

Petitioner cited 10 firms that have closed production facilities or
ceased production of sewn cloth headwear allegedly as a result of LTFV sales
of Chinese headwear (app. 25 of the petition). Only K-Products confirmed this
allegation in its questionnaire response and at the conference. 1/ Mr.
Bromberg, a witness for respondents, refuted these allegations on a
company-by-company basis at the conference. 2/ Petitioner provided counter
evidence in its postconference brief, pp. 34-35.

U.S. Importers

The petition listed six known importers of sewn cloth headwear from
China; however, the Customs net import file listed hundreds of firms that
import the subject lieadwear from China. The Commission sent questionnaires to
approximately 40 importers, including the 6 firms listed in the petition. 3/
The Commission received responses with data from 12 importers, accounting for
16 percent of total official statistics on imports of sewn cloth headwear from
China in 1985 and 1986 and 19 percent in 1987. * * % located Iin * % %, was
the largest reporting importer. Three of the importers reported foreign trade
zone production of sewn cloth headwear. Numerous importers also reported
imports of headwear from other countries, mostly Taiwan.

Petitioner states in the petition that, because "headwear ”of braid”
receives a lower import duty than does headwear without braid, all but a
relatively small portion of imported man-made fiber headwear enters with a
string of braid across the front of the cap. The braid serves no structural
function and is attached to the headwear to meet the requirements of the
Tariff Schedules and thus avoid the higher tariff.” Two importers reported

1/ Ibid, p. 17. .
2/ Ibid, pp. 113-115; respondents’ postconference brief, pp. 22-24.

3/ These firms are concentrated in California, New York, New Jersey, and
Florida. ’
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that all of their imports from China had braid attached and a third importer
reported that approximately 80 percent of its headwear imports from China had
braid attached. With the exception of * * *, U.S. producers reported that
none of their purchases of imported headwear (reportedly all from countries
other than China) had braid attached. Petitioner also states that "almost all
sewn cloth headwear from the PRC enters the United States In an unembroidered,
undecorated form.” Seven of the responding importers reported that 90 to 100
percent of their imports of headwear from China were undecorated. Three other
importers reported that between 95 and 100 percent of their imports of '
headwear were decorated. 1/

Almost all responding importers reported that baseball-type caps were the
highest volume headwear item. Two firms reported that they import sets of
infantwear that sometimes include sewn cloth headwear for children. One firm
reported reexports of * * * dozen sewn cloth hats to * ¥ *. Some importers
stated in conversations with staff that the bulk of the Chinese sewn cloth
headwear they purchase is bought through intermediaries in Hong Kong.

One producer, * * %, reported purchases of plain headwear from * ¥ ¥,
Another U.S. producer reported imports of sewn cloth headwear from * * %, and
two other producers reported imports of headwear from * * * and * * * during
the period of the investigation. Some mass-merchandisers, such as * * % and
% % %, were listed in the Customs net import file as purchasing sewn cloth
headwear directly from China. '

The U.S. Market

Channels of distribution

The U.S. sewn cloth headwear market consists primarily of the promotional
market and the retail market. Sales to the promotional market account for the
largest market share, 2/ with commercial concerns purchasing the headwear
decorated with emblems or messages from U.S. producers and importers, for
resale or distribution to companies primarily for advertising or promotional
purposes. The largest proportion of promotional sales is through ad specialty
distributors. 3/ U.S. producers reported that 68 percent of all reported
sales were to unrelated ad specialty distributors. ¥ * * and * * * reported
that all of their sales were to unrelated ad specialty distributors. U.S.
importers reported that 94 percent of all reported sales were to such
distributors. Counsel for respondents testified at the conference that U.S.
producers have established a niche in the U.S. market for their headwear by
producing higher quality products and because there is a segment of the
promotional market that will only purchase headwear with the ”“Made in the
U.S.A.” label and is willing to pay a premium for the headwear. 4/ Petitioner
rebutted this allegation by pointing out that the corduroy cap made in China

1/ Mr. Bromberg, of Midway Chinese Products Co., testified at the conference
that most of the imported Chinese caps are blank caps, without any emblems,
printing, or embroidery, transcript, p. 115.

2/ Transcript, p. 80.

3/ Ibid, pp. 18-19, 80-81.

4/ Ibid, pp. 116 and 139; postconference brief, pp. 24-29.
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and supplied by respondents at the conference as a sample would compete in the
alleged premium quality market and that the Chinese baseball cap with an
American flag on its label would compete in the alleged "Made in the U.S.A.”
narket. 1/

The ad specialty distributors generally sell a variety of products, such
as T-shirts, hand luggage, pens, etc. These distributors buy either decorated
headwear from U.S. producers or plain headwear from U.S. producers and
importers, which they decorate in their own facilities or have decorated for
them under contract by other firms. The most popular promotional headwear
items are baseball caps.

The second largest segment of the promotional market is sales by U.S.
producers and importers directly to large premium accounts, which are
generally large corporate purchasers. The third segment of this market is
sales to independent embroiderers or silk-screen printers of promotional items
such as headwear and T-shirts. These companies tend to serve local markets
and provide silk screening and embroidery services.

Headwear sales to the retail market are through mass-merchandisers, chain
stores, sporting goods and resort stores, and university stores. The
mass-merchandisers are the largest segment of this market and purchase the
headwear directly from U.S. producers. and foreign suppliers, or from
importers. * % % and * % % reported that the majority of their sales were to
unrelated chain stores. In the sporting goods and recreational facility
segments of the retail market, U.S. producers and importers generally
sell through commissioned agents and representatives.

Apparent U.S. consumption

Appendix 28 to the petition and Exhibit C of petitioner’s postconference
brief estimate the quantity and value of U.S. consumption of sewn cloth
headwear under investigation from 1985 to 1987. Petitioner estimates
consumption to be 21.9 million dozen in 1985, 21.2 million dozen in 1986, and
21.8 million dozen in 1987. Petitioner estimates the value of such
consumption to be $452.1 million in 1985, $430.5 million in 1986, and $463.0
million in 1987.

The following information on apparent consumption, which is based on
producers’ responses to the Commission’s questionnaires and official import
statistics, is obviously understated because the producers’ shipments are
based on data received from only 10 firms. It is, therefore, more appropriate
to consider trends in the data rather than the absolute level of consumption
indicated. 2/

1/ Petitioner’s postconference brief, p. 15.

.2/ On the basis of petitioner’s estimates, the Commission has 87 percent
coverage in terms of quantity and 55 percent coverage in terms of value in
1987. Petitioner’s estimates of U.S. consumption may be understated, in that
they are based on the 1982 Census of Manufacturers data, which are increased
or decreased by the percentage change found by petitioner in its survey of
only eight U.S. firms.
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Apparent U.S. consumption of sewn cloth headwear increased throughout the
period, from 16.0 million dozen in 1985 to 19.1 million dozen in 1987,
representing an increase of 19.5 percent (table 2). Consumption was almost
level in the interim periods, at 4.9 million dozen.

Table 2

Sewn cloth headwear: U.S. producers’ domestic shipments, imports for
consumption, and apparent consumption, 1985-87, January-March 1987, and
January-March 1988 :

January-March- -

Item 1985 1986 1987 1987 1988

Quantity (1,000 dozen)

U.S. producers’ domestic

shipments................. 2,961 2,701 2,772 651 708
Total iMPOTtS............... 12,999 14,663 16,298 4,171 4,170
Apparent consumption........ 15,960 17,364 19,070 4,822 4,878

Value (1,000 dollars)

U.S. producers’ domestic

shipments................. 86,732 81,739 87,942 21,610 23,327
Total imports............... 135,638 148,340 165,031 38,829 42,509
Apparent consumption........ 222,370 230,079 252,973 60,439 65,836

Ratio of imports to consumption (percent)

Quantity................ .. ... 81.5 84.4 85.5 86.5 85.5
Value........coviiiinineenn, 61.0 64.5 65.2 64.3 64.6

Source: U.S. producers’ shipments compiled from data submitted in response to
questionnaires of the U.S. International Trade Commission; imports compiled
from official statistics of the U.S. Department of Commerce.

Consideration of Material Injury
to an Industry in the United States

The information in this section of the report is based on data received
from questionnaire returns. As indicated previously, the Commission received
usable questionnaires from 10 firms that manufacture sewn cloth headwear.
Exhibit B of petitioner’s postconference brief attempts to quantify U.S.
production of sewn cloth headwear by using responses to HIA’s 1986 and 1987
surveys, three responses to the Commission’s questionnaire, and their best
estimates. Petitioner’s estimated aggregate U.S. production of the sewn cloth
headwear under investigation in 1987 is 5.9 million dozen. On the basis of
this estimate, the Commission has 45-percent coverage of the U.S. industry.

In appendix 28 to the petition it is estimated, on the basis of the 1982
Census of Manufacturers data for SIC 2352 and on petitioner’s periodic surveys
of U.S. producers, that U.S. shipments in 1987 were 6.5 million dozen. The
value of these shipments is estimated to be $211.7 million (petitioner’s
postconference brief, Exhibit C). Assuming these figures accurately reflect
the entire U.S. industry producing sewn clotn headwear, the Commission has
43-percent coverage by quantity and 42-percent coverage by value of U.S.
shipments of the subject products in 1987.
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- U.S. production, capacity, and capacity utilization

Reported U.s. production of. ‘sewn cloth headwear decreased from 3 D
million dozen in 1985 to 2.6 million dozen in 1986, or. by 18.0 ‘percent (table
3). Production then increased by. 4.2 percent to 2.7 million dozen in 1987..
Production increased in the interim periods by 21 1 percent from 615 000
dozen to 745,000 dozen oo , . :

‘Table 3 o : ' ' ’
Sewn cloth. headvear U S production, end of period capacity, l/ and capacity”
utilization, 1985 87, January March 1987, and January Harch 1988- _/ :

. L:'” - January March--

Ttem . - 1985'; r11§86j";3‘119a7- (1987~ 1988 _
Production (1,000 dozen)... . 3,117 2,557 ."fzyseaiq[ 615 '.;’;745'
Capacity (1,000 dozen)..... 4,464 ~ 4,287 © = 4,330 1,033 1,019 .
Capacity utilization - - ' L W e ""'-:'fj‘; -
(percent) _/...1..,;.;£1;“ - *69&8 L ?59;6-;}?’ 56I§5'g_'“6l,03; 3_73;2}ﬁ

1/ Many of the reporting firms could not reliably supply the capacity data by
type of headwear.

2/ Annual data were provided by 10 firms, quarterly data vere provided by 9
firms.

3/ Capacity. utilization ratios are based ‘on data for those firms that provided
:figures for both capacity and production; therefore, ratios based on capacity
and production figures as presented may not . reconcile : e

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

U. S capacity to manufacture sewn cloth headwear decreased from 4 3
million dozen in 1985 to 4.3 million dozen in 1986, or by 4.0 percent , o
Capacity then increased by 1.0 percent to 4.3. million dozen in 1987. . Capacity’
decreased in the interim periods by 1.4 percent. The- decrease in capacity in
1986 compared with that in 1985 was accounted for in part by K Products

closing two plants in. 1986 e o . s

Capacity utilization decreased from 69 8 percent in 1985 to- 59 6 percent
in 1986 and then .increased to 61.5 percent in 1987, During the interim
periods, capacity utilization increased from 61 o percent in January Harch '
1987 to 73.2 percent in January- Harch 1988. cEe - :

In its questionnaire -the Commission requested the producers to provide
information on changes in-their firms, such. as plant closings, relocations,
acquisitions, prolonged shutdowns, etc., that ‘affected their production of
-sewn cloth headwear. This information includes the share of 1987 production
-devoted to producing products other than sewn cloth" headwear on the same
equipment and machinery used to produce sewn cloth headvear ;/ As noted .
above, K-Products reported closing two sewing plants in March 1986 and % % %,

1/ Mr. Rubenstein testified at the conference that headwear of straw wool
and felt is produced on different machinery than that used to produce sewn
cloth ‘headwear, transcript, p. 87; petitioner’s postconference brief pp
17-20; letter from Langenberg Hat Co., June 21, .1988. .o
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Three firms, * * *,.reported the production of other types of headwear from
straw, wool, fur, braid, etc., but only * * * reported that some straw hats
were produced on the same equipment and machinery ‘

All of the fabric used to produce sewn cloth headwear was purchased from
U.S. sources, ‘and no producers purchased cut cloth to: be sewn, blocked, and
decorated. Producers reported manufacturing sewn cloth headwear from
cotton/polyester blends, nylon mesh, poplins, corduroy, denim, etc., with two
producers having all decorating of the headwear done by subcontractors. All
. producers performed.all the operations in manufacturing finished sewn cloth.
headwear,. from cutting, sewing, and blocking, to packing.

Caps accounted for the great bulk of total U.S. production of sewn cloth
‘headwear--91.4 percent in 1985, 90.7 percent in 1986, 91.6 percent in 1987,
91.7 percent in January-March 1987, and 93 3 percent in the corresponding
period of 1988 (table 4)’ : o -

Table 4 : S C
Sewn cloth headwear: U.S. production, by types, 1985-87, January-March 1987,
and January -March 1988 _/ -

(In thousands of dozens)

January-March--

Item - 1985 1986 1987 - 1987 1988
L R R .
CapsS. .. oviiiiiiiinnans e 2,848 2,319 - . 2,440 : 564 . 695
VisSOrs. ..o nrennennns Fekeke ik Jedede Yedede Fedede
Other headwear....... rh b e, Yok L Yok o dedele T Yedkeke ke
Total............. e 3,117 2,557 2,664 615 745

1/ Annual data were provided by 10 firms, quarterly data vere provided by 9
firms. Do

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

The majority of U.S. sewn cloth headwear was produced from manmade- fiber
throughout the period of investigation. Production of headwear by fiber
content is presented in the following tabulation (in thousands of dozens):

. . . January-March--

S s B . 1985~ . 1986 © 1987 1987 1988
Sewn cloth headwear of ) ‘ - P :
vegetable fiber
Hats....... e e e s h e s e A talad Jelcde Fedede ok Fkke
Caps....... S L Yekde defede dedke Sedeke’ Jeicte
Visors... ... . .o oo, ok O dekede - dekew deick ik
Other headwear:.......... Y% Fedede *dek ke ik
Total......... L de e abs y 387 274 ©°253 166 70
Sewn cloth headwear -of . . “ o
manmade fiber: ' CoE
HatS. . vvrivnnnrnnneennns el | ok | Aedede dekk
caps..... e T R R soheke sk " dekeke
Visors..:...:.:. U i ] ek Fedke Jedeki deick
Other headwear ik ek Udedede Fedeks ke

Total..........covnouiis 2,730 2,283 - 2,411 549 - 67

w
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'i““U S. producers' shgpments and exports o

ehiy,

- Total U S. shipments of sewn cloth headwear reported by U s producers
decreased from ‘3,0 million dozen .in ‘1985 to 2.7 million dozen in 1986 -and then

".,increased 3 percent to.2.8 million dozen in 1987 (table 5). -Shipments

Ancreased during January- “March 1988, rising by 8.8 percent from shipments in

"ﬁ_the corresponding period of 1987. Unit values increased from $29.30 per dozen

.~ in 1985.to $31.73 per dozen in 1987.. Unit values decreased slightly in the
. interim periods. from $33.20 per dozen in January-Harch 1987 to $32 94 per
”3fdozen in the corresponding period of 1988 _/ o .

iuTable 5
»V,-Sewn -cloth. headwear U S producers' domestic shipments, 1985 87
;_January Harch 1987, and January March 1988

' January-uarch--

‘1Item<”"-.“ R ‘1985 ~19as -, 1987- 1987 1988
PR o Quantity (1, 000. dozen) '
R 73 7 S e . L vedek, R evede
L CBPS. e ia e iiens . 2,691 2, 461 2,547 . 602 657
B £ T R ¥ A - 83 R A B
" Other headwear............. _ ¥k o _ delede . dedeke ke
CUTOtAL. . i e ..~'2,961." 2, 701 2,772 651 - 708
o L . . Value (1,000 dollars)
Hats. ..o lilinve o, o Yok T ek el Wk el
CaPS. . vevivenrinannnaneees . 18,409 73,249 79,817 19,817 21,437
. ViSOTS......... ideieswseas 771,897 1,699 0 - 1,550 vk ik
" Other headwear............. _ ¥k . - bk = = ek . dedek dedck
FRETE 37 S 86,732 81,739 - 87,942 - 21,610 = 23,327
I e 0 Unit value (per dozen) . .
CHaES, . s WolJeii. o Giek o Suekk . (Sdekk . Sk - Sk
T CAPS v ies s i 29,16 29.76 31.36 - 32.92 32.63
D VASOESL L. Ll 19056 .,-20,47:~ 121053 - Yk ok
1 Other headwear............. _ ‘dokk =~ dhx - . ***~-¥. ke dehek
e Average..;.m;w.;t,,;il; - 129230 © . 30. 26 107317333, 20 32.94

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

a-,_/ Petitioner attributes .the increase. in unit values during 1985 87, to0 U.S.

. producers adding nev. decoration capabilities, thus lowering sales of blank

- headwear to middlemen and increasing sales in which U.S. producers provided
the. decorating value added, postconference brief, PP. 27-28. Counsel for
‘repondents cites Exhibit '27 ‘to . the petition, which sets forth the volume and
' value of shipments The resulting unit values rose 16 percent between 1986
..and 1987. suggesting substantial price increases, postconference brief, p. 1l4.
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Six U.S. producers reported shipments 6f hats during the annual periods
and five firms provided data for the interim periods. During the annual
" periods, ‘10 producers provided data .on shipments of caps' and 8 reported
shipments during the interim periods. Five producers reported shipments of
visors diring the annual periods and three provided information' for the
interim periods ‘Three producers reported shipments ‘of other headwear in the
annual periods and two provided such information in the interim periods. No
U.S. producer reported exports of sewn cloth headwear during the period of the
investigation. .

Shipments of headwear by fiber content are presented in the following
tabulation (in thousands of dozens):
. January-March--
1985 ' 1986 1987 1987 ~ 1988

Sewn cloth headwear of
vegetable fiber o ‘
Hats.........ccviiiiint, - dedde - kk doirk *ik ik -
CapPS. ittt . 302 252 200 54 56
Visors..... S R e ik deleke badudod dokek
Other headwear........... deick i Yook atidd ik C
Total.......ovu. ST 400 329 267 65 69
Sewn cloth headwear of ' o
' manmade fiber:. . ‘ L
Hats......"..0uu.. [ il ik i ek bedodd
(07 o - 2,389 2,209 2,347 548 601
Visors.........i . ... T ik Yok ek Yedede dedede
Other headwear....... R hakad dedek ik deicke dokk
: ' 586 639

Some ‘of the producers reported that they could not break out production
and shipments of sewn cloth headwear by fiber content, and therefore reported
all their data in one or the other of the two categories.

gl

U.S. producers’ inventories

Producers of sewn cloth headwear normally produce to customer
specifications and therefore had few inventories to report. End-of-period
inventories fell from 581,000 dozen in 1985 ‘to 325,000 dozen in 1987.
Inventories then increased from 325,000 dozen in January-March 1987 to 354, 000
dozen in the corresponding period of 1988. The ratio of inventories to
shipments fell from 20.1 percent in 1985 to 12.1 percent in 1987, and declined
from 12.9 percent in January-March 1987 to 10.8 percent in the corresponding
period of 1988 (table 6).  Inventories of caps accounted for 94.5 percént of

_total inventories in 1985,-92.9 percent in 1986, 91.7 ‘percent in 1987, 96.0"
percent in January-March 1987;-and'94.3 percent in January:March 1988. .
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Table 6
Sewn cloth headwear: vU.s. producers' end-of- perlod 1nventories 1985-87,
January-March 1987, and January -March 1988 ' Co

January-March--

Item - 1985 1986 1987 1987 1988

End-of-period inventories : L . .
(1,000 dozen)........ 581" 436 325 . ‘325 354
Ratio of inventories to ' o
domestic shipments 1/ ‘ ‘ o
‘(percent)............ 20.1 16.6 oo12.1 - 12.9 - 10.8

1/ Ratios are based on shipments by only those firms that reported inventory
data. Ratios for the January-March periods are based on annualized-shipments.

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

Employment and wages e

The number of workers employed in the production of sewn cloth headwear
decreased by 7.8 percent from 1,900 in 1985 to 1,751 in 1987. -The number of.
hours worked by those employees decreased by 6.6 percent from 2.4 million -
hours in 1985 to 2.3 million hours in 1987. ‘Hourly wages increased by 3.2
percent from $7.42 in 1985 to $7.66 in 1987. During January-March 1988, the -
number of production workers and hours worked increased by 1. 4 percent and 9.3
percent, respectively, compared with those in the’ corresponding period of.
1987. Hourly wages were steady at $5.98 during the quarter (table 7). 1/

Labor productivity, as measured by dozens produced per hour, decreased by
12.4 percent from 1985 to 1986 and then increased by 9.4 percent in 1987. In
January-March 1988, labor productivity increased. by 16.2 percent compared with
productivity in the corresponding period of 1987. U.S. producers’” unit labor
costs increased by 13.4 percent from $11.28 per dozen in,1985;to $12.79 per.
dozen in.1986, then decreased by 10.2 percent to $11.49 per dozen in 1987.
During the interim periods, unit labor costs increased by" 4.1 percent from
$9.85 per dozen to $10.25 per dozen in January -March 1988.

Only two firms could breakout the employment data for the production of
hats, six firms provided employment data for caps, and two firms provided
employment data for visors. ¥ % ¥* reported that. the employment data requested
were not maintained by product line in their records -

Imperial Headwear, located in Denver, CO, is ‘the only firm whoSe workers
are represented by a union; the Amalgamated Clothing and Textile Workers
Union, (Local 63-H). . , : S

l/ * % *'s reported quarterly wages paid to’ its employees declined at a much
greater rate than its reported number of hours worked by such employees
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Table 7

Average ‘number of production and related workers producins sewn cloth -
headwear, hours worked, 1/ wages and total compensation 2/ paid to such .
employees, labor productivity, hourly compensation, and unit labor production
costs. 1985 87, January-March 1987, and January-March 1988

- . . January-March--
Item 1985 1986 1987 1987 1988

Production and related
workers (PRW):

Hats......oooonnt. e Kk *kX AKX KKK Akx
caps........ veeans veesen .. 1,868 1,753 1,717 1,402 1,426
Visors...... treeser e eenn fadaded baladel XXX | kK% | kkk
Total 3/........ creees .+ 1,900 1,795 1,751 1,435 1,455
Hours worked by PRW: : ’
Hats (1,000 hours)...... R ek : ato b bttt I Sl *kk
Caps (1,000 hours)....... . 2,392 2,252 2,218 414 455
Visors (1,000 hours)...... falaled XXX ARK batatel Kkk
Total (1,000 hours)..... 2,441 2,329, - 2,279 . 429 T
Wages paid to PRW: o
Hats (1,000 dollars)...... *RX xRk Rk AKX *kk
Caps (1,000 dollars)...... 17,820 17,114 17,043 2,455 2,707
Visors (1,000 dollars).... Xxx Radaled Xkk - KKK KKK -
Total (1,000 dollars)... 18,120 17,607 17,451 2,562 2,806
Total compensation paid to : , e
’ PRW: . ‘ B : ‘ _ L
Hats (1,000 dollars).;...; " RRK bated ] | KR _ *hk XXX
Caps (1,000 dollars)...... 26,248 24,688 23,828 4,813 6,373
Visors (1,000 dollars).... Xxx badadel Kkk *kk - *kk
Total (I;OOO'doIIars)... 26,644 25,298 24,354 4,950 6,502
~ Labor productivity for : ‘
PRW: 4/ - - v .
Hats (dozens per hour).r;,. XK XKK . KKK ARk kkk
Caps (dozens per hour). 0.98 0.87 0.95 1.19 1.38
Visors (dozens per hour) falalol badalal Xkk bdedal badala]
Total (dozens per hour) ©0.97 0.85 0.93  1.17 1.36
‘Wages per hour paid to -’
PRW: S5/ . - -
Hats....... sesesssaes Ceeas $Rxx $hxk - $xxx T $kkx% B 1.t0
CAPB. .. .cvtivrenrcnsocnaons 7.45 7.60 -~ 7.68 - 5.93 5.95
Visors.........coieeennnne XXX XXX *kk fodalel K%k
Total.....ovvvruunnnnnns 7.42 7.56 . 7.66 5.97 5.98
Unit labor costs: &/ CT _
Hats (per dozen).......... $xx% B i $A%K $hxk $xx%
caps (per dozen).......... 11.26 12.66 11.36 9.75 10.19
.Visors (per dozen).......:. ._X%xX Xkk - KX kX% KAk

Total......oooveenen oo 11.28 12.79 . 11.49 - 9.85 10.25

1/ Includes hours worked plus hours of paid leave time

2/ Includes wages and contributions to Social Security and other employee
benefits.

3/ Firms providing employment data accounted for 84 percent of reported U.s.
"production of sewn cloth headwear in 1987. :

4/ Calculated using data from firms that provided 1nformation on both produc—
..tion and hours worked.

5/ On the basis of ‘wages paid excluding fringe benefits Calculated usins
data from firms that provided both wages paid and hours worked.

"6/ On the basis of total compensation paid. Calculated using data from firms
that provided information on both total compensation paid and production.

Source: Compiled from data submitted in response to questionnaires of the
U.S. International Trade Commission.
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In its questionnaire, the Commission requested U.S. producers to provide
~ detailed information concerning reductions in the number of production -and
‘related workers producing sewn cloth headwear, if such reductions involved at
least 5 percent of the workforce or 50 workers. $Six .firms reported such
layoffs, most of which were attributed to declining sales.  One firm reported
that its layoff of employees was due to thé emplacement of new automated
equipment in the plant. The reported layoffs are shown in the following -
tabulation: . - o :

. Number of - Duration of
Firm , ' workers " Date o ‘reduction
% * % * * ¥ *

In a letter dated June 15, 1988, to the Commission, Mr. Roger Mogell,
president of Toppers, Inc., a company which manufactured sewn cloth headwear
until several years ago and now reportedly imports the headwear for resale,
stated that his decision to close his manufacturing operations was due to
long-term trends in the industry. The manufacture of sewn.cloth headwear is a
labor-intensive process that utilizes relatively low-skilled workers.
Consequently, wage rates for these workers tend to be low. For his company
vand other U.S. producers, the local supply of workers who were willing to
accept that type of employment diminished as more and more young people began
to pursue more highly skilled jobs. 1/ .~ o

Financial eipgrience of U.S. producers

Nine producers .supplied usable income-and-loss .data on their overall
"establishment operations. Seven producers, accounting for 94.6 percent of-
reported U.S. production in 1987, furnished usable income-and-loss data on
their operations- producing sewn cloth headwear. 2/ -Two producers that '
provided establishment income-and-loss data were unable to furnish such ‘data
on the subject products. ' : : e

The questionnaire requested income and-loss data for both overall
-operations and sewn cloth headwear operations The companies vere also asked
if, in the ‘event of a final investigation ‘they could provide separate
financial information for each category of sewn.cloth headwear, i.e., hats,
caps, and visors. Most of the responding companies stated that they would not
be able to provide such a breakdown of information

Overall establishments operations.--In addition to sewn cloth headwear,
some firms produce other types of headwear and/or apparel in their
- establishments. ~ The income-and-loss data for overall establishment operations
are presented in table 8 . o S

l/ Respondents' postconference brief PP. 27 28 and Exhibit H

2/ Five of the producers, accounting for 89.3 percent of reported U.S.
production in 1987, are members of HIA. Based on the U.S. production data
presented in Exhibit B of petitioner’s postconference.brief, the five HIA
members accounted for 40.4 percent of U.S.. production in 1987.
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Table 8 : :

Income-and-loss experience of U.S. producers on the overall operations of their
-establishments within which sewn cloth headwear is produced, accounting years
1985-87 and interim periods ended Mar. 31, 1987, and Mar. 31, 1988

Interim period
e : ended Mar. 31--
Item 1985 1986 1987 1987 1988

. Value (1,000 dollars)

Net sales...........cocvvnn. 165,665 164,717 173,415 67,056 82,733

Cost of goods sold.......... 110,544 107,678 115,203 42,413 52,328
Gross profit................ 55,121 57,039 58,212 24,643 30,405
General, selling, and

administrative expenses... 37,955 41,214 43,620 18,108 20,974
Operating income............ 17,166 15,825 14,592 6,535 9,431
Startup or shutdown

C CXPENSE. ...ttt .0 1] 650 0 0
Interest expense..... Vieeeas ] 3,797 3,799 3,891 1,871 1,511
Other income' or (expense), ‘

net.......... e eeensen . (391) 85 2,490 . 375 625
Net: income before income

“tBXeS. . ..wvia o e 12,978 12,111 12,541 - 5,039. 8,545
Depreciation and amorti- ' » ’ ' ‘

zation included above..... 3,383 3,676 4,139 .2,069 2,209
Cash-flow 1/................ 16,361 15,787 16,680 7,108 10,754

Share of net sales (percent)

Cost of goods sold.......... 66.7 65.4 66.4 63.3 63.2
Gross profit..... et 33.3 34.6 33.6 36.7 36.8
General, selling, and o

administrative expenses... 22.9 25.0 25.2 27.0 25.4
Operating income............ 10.4 9.6 8.4 9.7 11.4
Net income before income

tAXES. oot it st rerean 7.8 7.4 7.2 7.5 10.3

Number of firms reporting

Operating losses............ 3 2 2 1 1
Net losses.......ccoennevvnnn 3 2 3 1 1
Data.......ooiiiiiniieinn.. 9 9 9 7 7

l/ Cash-flow is defined as net income or loss plus depreciation and
amortization

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



A-25

Operations on sewn .cloth headwear.--As shown in table 9, aggréegate net
sales declined 2.5 percent from $81.5 million in 1985 to $79.5 million in
1986. Sales were $82.0 million in 1987, representing an increase of 3.2
percent compared with those in 1986. Operating income was $9.2 million in
1985, $8.7 million in 1986, and $7.4 million in 1987. Operating income-
margins, as a percent of sales, were 11.3, 10.9, and 9.0 in 1985, 1986, and
1987, respectively. Two firms reported operating losses in 1985 and one firm
reported such losses in 1986 and 1987. For the interim period ended March 31,
1988, net sales were $* * *, an increase of * * * percent compared with sales
during the corresponding period of 1987, of $* * *. , Operating income was
$% * % In interim 1987 and $* % * in interim 1988. Operating income margins,
as a percent of sales, were * * % and * % * .in interim 1987 and interim 1988,
respectively. . .Two firms reported operating losses in interim 1987 and one
firm reported such losses in interim 1988.

Table 9 :

Income-and-loss experience of U.S. producers on their operations producing
sewn cloth headwear, accounting years 1985-87 and interim periods ended
Mar. 31, 1987, and Mar. 31, 1988 '

Interim period
- ended Mar. 31--

Item S ' . 1985 . 1986 . 1987 1987 1988

Value (1,000 dollars)

Net sales........... o, 81,479 79,456 82,032 ek e

Cost of goods sold.......... 55,323 52,927 55,274 Jedede Jedede
Gross profit................ 26,156 26,529 26,758 Fodek dekeke
General, selling, and . f o
~ administrative. expenses.... 16,910 17,874 19,388  Fdk | dedede
Operating income............ 9,246_“ 8,655 - 7,370 Jedede o dedede
Depreciation and amorti- ‘

zation included above..... 2,252 2,258 2,385 Aok . Fedrk
Cash-flow 2/................ 11,498 10,913 9,755 fakidad Jekok

Share of net sales (percent)

Cost-of goods sold.......... 67.9 66.6 67.4 ¥k dedek
Gross profit................ 32.1 33.4 32.6 ik ik
General, selling, and '

administrative expenses... 20.8 22.5 23.6 Fkk Fekek
Operating income............ 11.3 10.9 9.0  khx boladad

Number of firms reporting _
Operating losses............ 2 1 1 2 1
Data.....covvvevnnn e 7 7 7 5 : 5
N\

1/ * % %,

2/ Cash-flow is defined as operating income or loss plus depreciation an