CERTAIN TELEPHONE SYSTEMS AND
SUBASSEMBLIES THEREOF FROM
LAPAN, KOREA, AND TAIWAN

Determinations of the Commission in
Investigations Nos. 731-TA-426-428
(Preliminary) Under the Tariff Act
of 1930, Together With the

Information Obtained in

the Investigations

USITC PUBLICATION 2156
FEBRUARY 1989

United States International Trade Commission
Washington, DC 20436




UNITED STATES INTERNATIONAL TRADE COMMISSION

COMMISSIONERS

Anne E. Brunsdale, Acting Chairman
Alfred E. Eckes
Seeley G. Lodwick
David B. Rohr
Ronald A. Cass
Don E. Newquist

Staff assigned:

Rebecca Woodings, Office of Investigations
Kayla Taylor, Office of Industries
Elizabeth Henning, Office of Economics
Marshall Wade, Office of Investigations
Stephen McLaughlin, Office of the General Counsel

Robert Carpenter, Supervisory Investigator

Address all communications to
Kenneth R. Mason, Secretary to the Commission
United States International Trade Commission
Washington, DC 20436




CONTENTS

@eterminations ————— e
" iews of the Commission - - : -

Additional views of Acting Chairman Anne E. Brunsdale-—-

Additional views of Commissioner Ronald A. Cass

Information obtained in the investigations--

Introduction - - -

Nature and extent of the alleged sales at LTFV---—-—————commmmmmeq

The products—--==—-——=m———mem o

Description and uses-- -_—— - -—

Key system- —— ——

Private branch exchange--—-==——————c==—~ s

Hybrid telephone systems- -

Control and switching equipment-------——--—--~—-

Circuit cards and modules- e
Telephone setg--——-=-—~——===-c-—-- e
Manufacturing processes—~——===————=— == e e
Printed-circuit board fabrication——---~-——=————————mmmm

Multilayer printed-circuit board fabrication-

Printed-circuit board assembly

Power supply modules--- - ———— e e e

System enclosures —————————
Telephone sets and consoles—————=——==m==mm—m o

U.S. tariff treatment----- —

U.S. Producers==———=== = o e e

TP OL LT === === == e e e

Channels of distribution---- e -——-

Apparent U.S. consumption e

Consideration of alleged injury to an industry in the United States---
U.S. producers’ capacity, production, and capacity utilization------

Systems - _—

Control and switching equipment---- e
Circuit cards and modules----- e ———————— e

Telephone sets and consoles---—---—--—--—- -

U.S. producers’ shipments—-——-==—==——m—mmmm— e e

Systems - e

Control and switching equipment--------—-—-~---—-—-

Circuit cards and modules—--- e

Telephone sets and consoles~----------- —

U.S. producers’ inventories--~------—--=-—=-=s—————o-

Employment S

Financial experience of U.S. producers--- -

Overall establishment operations------ S

Telephone system and subassembly operations~-----

Value of plant, property, and equipment -

Annual rate of operating income return on assetS-—---—-————~————-l—-_

Capital expenditures - _——

Research and development expenses

Capital and investment---- e
Consideration of the question of threat of material injury
U.S. importers’ inventories—---~—-~~—~——————mmm—m

Foreign producers- e e e




ii

CONTENTS

Information obtained in the investigations--Continued

Consideration of the causal relationship between imports of the

subject merchandise and the alleged material injury-------—---—-—-

U.S. imports-—----———--—-——mommm -
Systems--——-—————mmmmm e e
Control and switching equipment---
Circuit cards and modules -—— -—-

Telephone sets and consoles -—- :

Market penetration by the subject imports- -=
Control and switching equipment----- - -——-
Circuit cards and modules ———
Telephone sets and consoles—- ---

Prices ——————————— e -——-
Price data-----—--—-—- ———————— e '
Price comparisons—--=—-——————=—=-- -

Price trends------===—————m——ee——- -
End-user prices—--——=————————————ee—o— - -
Retail dealer and interconnect prices---- e ————————
Wholesale and supply house prices - -

Lost sales and lost revenues----——--——=—v—-- --

Lost sales and lost revenues at the end user level---———-vece—w.

Lost sales at the retail dealer/wholesale level--—-

Exchange rates------—-————=——mmmmm -

Appendix A. The Federal Register notices -—= - -—-

Appendix B, List of witnesses-—-----——- - —————— e

Appendix C. Data reported by EXECUTONE Information Systems, Inc,------

Appendix D. Consumption and market penetration for systems, by value--

Appendix E. Statements on capital and investment--- -
Figure

1. Figure 1.--Telephones, key systems, and private branch exchange----

Tables

Small business telephone systems and subassemblies thereof:
1987 U.S. shipments by domestic producers and importers, by
product and market--————————mmmm e
Control and switching equipment for small business telephone
systems: U.S. shipments, imports, and apparent consumption,
1985-87, January-September 1987, and January-September 1988-----
Telephone sets and consoles for small business telephone systems:
U.S. shipments, imports, and apparent consumption, 1985-87,
January-September 1987, and January-September 1988-
Small business telephone systems and subassemblies thereof:
U.S. capacity, production, and capacity utilization, 1985-87,
January-September 1987, and January-September 1988--——--——————-eo
Small business telephone systems: U.S. producers’ company
transfers, domestic shipments, U.S. shipments, export shipments,
and total shipments, 1985-87, January-September 1987, and
January-September 1988------———--mmmme - -

A-29
A-29
A-29
A-31
A-32
A-33
A-35
A-35
A-36
A-37
A-39

A-41

A-41
A-44
A-45
A-45
A-45
A-45
A-46
A-47
A-47

B-1

B-9
B-15
B-17
B-19



10.

11.

12.

13.

14.

15.

16,

iii
CONTENTS

Tables--Continued

Control and switching equipment for small business telephone
systems: U.S. producers’ company transfers, domestic shipments,
U.S. shipments, export shipments, and total shipments, 1985-87,
January-September 1987, and January-September 1988

Circuit cards and modules for small business telephone systems:
U.S. producers’ company transfers, domestic shipments, U.S.
shipments, export shipments, and total shipments, 1985-87,
January-September 1987, and January-September 1988

Telephone sets and consoles for small business telephone systems:
U.S. producers’ company transfers, domestic shipments, U.S.
shipments, export shipments, and total shipments, 1985-87,
January-September 1987, and January-September 1988 -

Small business telephone systems: Average number of production
and related workers, hours worked, productivity, wages paid,
hourly wages, total compensation paid, hourly total compensation,
and unit labor costs, 1985-87, January-September 1987, and
January-September 1988---—--—--—cmemmmmmmmm o - -

Subassemblies of small business telephone systems: Average number
of production and related workers, hours worked, productivity,
hourly wages, hourly total compensation, and unit labor costs,
1985-87, January-September 1987, and January-September 1988-----

Income-and-loss experience of U.S. producers on the overall
operations of their establishments within which telephone
systems are produced, accounting years 1985-87 and interim
periods ended Sept. 30, 1987, and Sept. 30, 1988-- —-

Income-and-loss experience of U.S. producers on their operations
producing telephone systems and subassemblies thereof,
accounting years 1985-87 and interim periods ended Sept. 30,
1987, and Sept. 30, 1988-———--——m—eeewu- -

Small business telephone systems and subassemblies thereof:
End-of-period inventories of Japanese, Korean, and Taiwan
products, 1985-87, January-September 1987, and January—aeptember

Subassemblies of small business telephone systems: Japanese
capacity, production, capacity utilization, home-market
shipments, exports to the United States, exports to all other
countries, and end-of-period inventories as a share of total
shipments, 1985-88, January-September 1987, and January-
September 1988--—---—=——-—————o—q - : -

Subassemblies of small business telephone systems: Korean
capacity, production, capacity utilization, home-market
shipments, exports to the United States, exports to all other
countries, and end-of-period inventories as a share of total
shipments, 1985-88, January-September 1987, and January- :
September 1988--—--———-———————m—me -— —-—

* * *: Sun Moon Star’s capacity, production, capacity utilization,
home—market shipments, exports to the United States, exports to
all other countries, and end-of-period inventories as a share of
total shipments, 1985-88, January-September 1987, and January-
September 1988----————=~—ccoeu—— et T e

A-17

A-18

A-18

A-19

A-19

A-20

A-21

A-25

A-27

A-28



17.

18,

19.
- 20.

21.
22,
23.
24,
25.

26.
27.

28.

29.

30.

iv
CONTENTS

Tables--continued

Small business telephone systems: U.S. imports from Japan, Korea,
Taiwan, and all other countries, 1985- 87 January-September 1987,
and January-September 1988----- e A-30
Control and switching equipment for small business telephone
systems: U.S. imports from Japan, Korea, Taiwan, and all other
countries, 1985-87, January-September 1987 and January-
September 1988-----~---~—--—m—m—mm bttt A-31
Circuit cards and modules for small business telephone systems:
U.S. imports from Japan, Korea, Taiwan, and all other countries,
1985-87, January-September 1987, and January-September 1988------ A-33
Telephone sets and consoles for small business telephone systems:
U.S. imports from Japan, Korea, Taiwan, and all other countries,
1985-87, January-September 1987, and January-September 1988------ A-34
Control and switching equipment for small business telephone
systems: Shares of U.S. consumption supplied by Japan, Korea,
Taiwan, all other countries, and U,S. producers, 1985-87,
January-September 1987, and January-September 1988 -- A-36
Circuit cards and modules for small business telephone systems:
Shares of U.S. consumption supplied Japan, Korea, Taiwan, all
other countries, and Y.S. producers, 1985-87, January-September
1987, and January-September 1988---- ~-- A-37
Telephone sets and consoles for small business telephone systems:
Shares of U.S. consumption supplied by Japan, Korea, Taiwan, all
other countries, and U.S. producers, 1985-87, January-September
1987, and January-September 1988-—~---————mmm e A-38
U.S. and imported small business telephone systems: Prices for '
sales to end users of systems configured at 3 C.0. lines and
5 telephone sets, January-June 1986 to July-December 1988---——~-— A-42
U.S. and imported small business telephone systems: Prices for
sales to end users sales of systems configured at 5 C.0. lines
and 14 telephone sets, January-June 1986 to July-December 1988-~-- A-42
U.S. and imported small business telephone systems: Prices for
sales to end users of systems configured at 8 C.0. lines and
26 telephone sets, January-June 1986 to July-December 1988------- A-42
U.S. and imported small business telephone systems: Prices for
' sales to end users of systems configured at 16 C.0. lines and
52 telephone sets, January-June 1986 to July-December 1988------- A-42
U.S. and imported small business telephone systems: Prices for
sales to end users of systems configured at 24 C.0. lines and
80 telephone sets, January-June 1986 to July-December 1988----—-- A-42
U.S. and imported small business telephone systems: Calculated
prices for producer and importer sales of subassemblies to
retail dealers and interconnects configured at 3 C.0. lines and
5 telephone sets, January-June 1986 to July-December 1988-—-—-——- A-42
U.S. and imported small business telephone systems: Calculated
prices for producer and importer sales of subassemblies to
retail dealers and interconnects configured at 5 C.0. lines and
14 telephone sets, January-June 1986 to July-December 1988---——-- A-42




v
CONTENTS

Tables--continued

31. U.S. and imported small business telephone systems: Calculated

prices for producer and importer sales of subassemblies to

retail dealers and interconnects configured at 8 C.0. lines and

26 teélephone sets, January-June 1986 to July-December 1988--———-- A-43
32, U.S. and imported small business telephone systems: Calculated

prices for producer and importer sales of subassemblies to

retail dealers and interconnects configured at 10 C.0. lines

and 40 telephone sets, January-June 1986 to July-December ----—-—-- A-43
33. U.S. and imported small business telephone systems: Calculated

- prices for producer and importer sales of subassemblies to

retail dealers and interconnects configured at 16 C.0. lines and

52 telephone sets, January-June 1986 to July-December 1988------- A-43
34, U.S. and imported small business telephone systems: Calculated

prices for producer and importer sales of subassemblies to

wholesalers of systems configured at 24 C.0. lines and

80 telephone sets, January-June 1986 to July-December 1988------- A-43
35. U.S. and imported small business telephone systems: Calculated

prices for producer and importer sales of subassemblies to

wholesalers systems configured at 3 C.0. lines and 5 telephone

sets, January-June 1986 to July-December 1988 —-— - A-43
36. U.S. and imported small business telephone systems: Calculated '

prices for producer and importer sales of subassemblies to

wholesalers of systems configured at 5 C.0. lines and 14

telephone sets, January-June 1986 to July-December 1988--———————- A-43
37. U.S. and imported small business telephone systems: Calculated

prices for producer and importer sales of subassemblies to

wholesalers of systems configured at 8 C.0. lines and

26 telephone sets, January-June 1986 to July-December 1988-----—-- A-44
38, U.S. and imported small business telephone systems: Calculated

prices for producer and importer sales of subassemblies to

wholesalers of systems configured at 10 C.0. lines and

40 telephone sets, January-June 1986 to July-December 1988--—----. A-44
39, U.S. and imported small business telephone systems: Calculated

prices for producer and importer sales of subassemblies to

wholesalers of systems configured at 16 C.O0. lines and

52 telephone handsets, January-June 1986 to July-December 1988--- A-44
40, U.S. and imported small business telephone systems: Calculated

prices for producer and importer sales of subassemblies to

wholesalers of systems configured at 24 C.0. lines and

80 telephone handsets, January-June 1986 to July-December 1988--- A-44
41. Exchange rates: Nominal exchange-rate equivalents of selected

currencies in U.S. dollars, real exchange-rate equivalents, and

producer price indicators in specified countries indexed by

quarters, January 1986-September 1988 e A-48

Note.--Information that would reveal confidential operations of individual
concerns may not be published and therefore has been deleted from this report.
Such deletions are indicated by asterisks.






UNITED STATES INTERNATIONAL TRADE COMMISSION

Investigations Nos. 731-TA-426-428 (Preliminary)-
CERTAIN SMALL BUSINESS TELEPHONE SYSTEMS AND SUBASSEMBLIES THEREOF
FROM JAPAN, KOREA, AND TAIWAN

Determinations

On the basis of the record 1/-developed in the subject investigations, the
Commission determines, pursuant to ‘section 733(a) of the Tariff Act of 1930 (19
U.S.C. § 1673b(a)), that there is a reasonable indication that an industry in .
the United States is materially injured by teason of imports from Japan, Korea,
and Taiwan of small business telephone'systems and subassemblies thereof, 2/
provided for in subheadings 8504.40,00, 8517.10.00, 8517.30.20, 8517.30.25,
8517.30.30, 8517.81.00, 8517.90.10, 8517.90.15, 8517.90.30, 8517.90.40, and
8518.30.10 of the Harmonized Tariff Schedule of the United States, 3/ that are

alleged to be sold in the United States at less than fair value (LTFV).

Background

On December 28, 1988, a petition was filed with the Commission and the
Department of Commerce by American Telephone &;Telegraph Co., Parsippany, NJ,
and Comdial Corp., Charlottesville, VA, alleging that an industry in the United
States is materially injured and threatened with material injury by reason of
LTFV imports of small business telephone systems and subassemblies thereof from

Japan, Korea, and Taiwan. Accordingly, effective December 28, 1988, the

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

2/ For the purposes of these investigations, the term “small business telephone
systems and subassemblies thereof” means telephone systems with intercom or
internal calling capability and total nonblocking port capacities of between 2
and 256 ports, units of such systems, and subassemblies for use principally in
such units, including control and switching equipment, circuit cards and
modules, and proprietary corded telephone sets and consoles, whether complete
or incomplete, assembled or unassambled.

3/ Formerly provided for in items 682.60, 684.57, 684.58, and 684.59 of the
Tariff Schedules of the United States



Commission instituted preliminary antidumping investigations Nos. 731-TA-426-
428 (Preliminary).

Notice of the institution of the Commission’s investigationsland of a
public conference to be held in connection therewith was givéhlby 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 January 6, 1989 (54 F.R. 495). The conference was held in
Washington, DC, on January 18, 1989, and all persons who requested the

| “opportunity were permitted to appear in person or by counsel.

\



V1EWS OF THE COMMISSION

On the basis of the information gathered in these preliminary
investigations, we determine thgt therg is a reasonablé indication that the
domestic indusipy producing.equipm?p}-ﬂgdjggted for use in small business
telephone systems is matgriallyjinjured by reason of‘the glleged}y'LTFV

imports from Japan, Korea, and Taiwan..

I: . Like product

To detérmine whéthér there is a "reasonable indication of material
injufy," the Commission must make'threshhoid factual determinations with
respect to the appfopriaﬁe “like product" and "domestic indﬁstryl“ "Section
771(4) (A) of'the Tariff Act of 1930 defines the relevant domestic industry as
the "domestic producers as a whole of the like product, or those producers
whose collective output of the like product constitutes a major proportion of
the total domestic production'of‘that product."” 1/ "Like product" 'is
defined és a "pfoduét that is like, or in the absence of like, most similar in
characieristicé and uées with, the article subjec£ to an inveétigation." 2/

The Commission's decision regarding the appropriate like product(s) in an

investigation is a factual determination, and the Commission has applied the

1/ 19 U.S5.C. § 1677(4)(A).

2/ 19 U.S.C. § 1677(10).



statutory standafd of "like" or "most similar in characteristics and uses” on
a case;bymcase basis. 3/ %n énalyzing’like';roduct issues, the Commission
generally considers a number of factors Eélétiﬁg to characteristics and uses
including: (1) physical appearance, (2) iﬁtérchangeability, (3) channels of -
digtribution, (4) customer perceptions, (5) common manufacturing facilities
and production employees, and, where appropriate, (6) price. g/ No single
factor is necessarily dispositive, and the Commission may coﬁsider other
factors it deems relevant based on the facts of a 5iv¢q inves@igapion. The.
Commission has found minor variations to be an insufficient basis for a
separate like product analysis. Rather, the Commission has looked for clear
dividing lines among possiblevlike products. 2/ |

When considering whether "semifinished" or “component™ articles are
"“like" the finished product, the Commission examines: (1) the necessity.for,
and the costs of, further processing, (2) the degree of interchangeability of

articles at the different stages of production, (3) whether the article at an

3/ Asociacion Colombiana de Exportadores de Flores v. United States, 12
CIT ___, 693 F. Supp. 1165, 1168, n.4 (1988) (Asocoflores); Digital Readout
Systems and Subassemblies Thereof from Japan, Inv. No. 731-TA-390 (Final),
USITC Pub. 2150 (January 1989). ,

/ Asocoflores 693 F. Supp. at 1170, n.8; Digital Readout Systems, supra
.3, at 4.

4
n

5/ Digital Readout Systems, supra n.3, at 4; Antifriction Bearings (Other
than Tapered Roller Bearings) and Parts Thereof from the Federal Republic of
Germany, France, Italy, Japan, Romania, Singapore, Sweden, Thailand, and the
United Kingdom, Inv. Nos.303-TA-19 and 20, 731-TA-391-399 (Preliminary), USITC
Pub. 2083 (May 1988).




earlier stage of production is dedicated to use in the finished article,
(4) whether there are significant independent uses or markets for the finished
and unfinished articles, and (5) whether the article at an earlier stage of
production embodies or imparts to the finished article an essential

. 4 . 6/
characteristic or function. ~—

A. Background infovmatioﬁ
The imported articies subject to thése investigatiéésjére small business
telephone systems (SBTSs) and subassemblies thereof froh Jépé;, kbkeé, and
Taiwan, 1/ Commerce's Notice of Ini£1ation‘identified thfeé‘principal
subassemblies that comprise a SBTS: (1) control and switching equipment,
including "key service units" (KSUs), (2) circuit cards, modules, and power
supplies, and (3) propriétaﬁy corded telephone sets and consoies. Thg |

separation of subassemblies into three categories is not as clear as

6/ Light-Duty Integrated Hydrostatic Transmissions and Subassemblies
Thereof, With or Without Attached Axles,. from Japan, Inv. No. 731-TA-425
(Preliminary), USITC Pub. 2149 at 19, n.64 (January 1989); Antifriction -
Bearings, supra n.5, at 7; Certain Forged Steel Crankshafts from the Federal
Republic of Germany and the United Kingdom, Inv. Nos. 731-TA-351 and 353
(Final), USITC Pub. 2014 (September 1987); 64K Dynamic Random Access Memory
Components from Japan (DRAMs), Inv. No. 731-TA-270 (Final), USITC. Pub. 1862
(June 1986). -

1/ The Department of Commerce (Commerce) Notice of Initiation states that
the scope of the investigation covers '"certain small business telephone
systems, whether complete or incomplete, assembled or unassembled, with
intercom or internal calling capability and total non-blocking port capacities
between 2 and 256 ports, and discrete subassemblies thereof designed and
dedicated for use in such systems.” 54 Fed. Reg. 3516-20 (January 24, .1989).



Commerce's Notice or the parties' submissions suggest. For example, circuit
cavdslare often incorporated into control Qnd switching equipment or telephone
sets and consoles, and some functions performed by the telephone set or
console in some systems are performed by the control equipment in other
systems. 8/ The actual operating STBS requires a significant amount of
installation work such that the cost of an installed system is considerably
more than the cost of the three categories of subassemblies identified by
,”Commerce"and,the,parties-_g(

Importers‘generally reported that they import subassemblies, not

8/ In addition, the three categories include articles that are
significantly different from one another. For example, power supplies are
included in the circuit card category, but are segregated from other circuit
cards for production and shipment and provide a function distinctly different
from other circuit cards. Further, there are significant differences between
telephone sets and telephone consoles. These differences led several
respondents to suggest that there are more than three categories of
subassemblies. For example, Fujitsu suggests that the "appropriate”
categories of subassemblies are as follows: (1) telephone hand sets,

(2) telephone base sets, (3) telephone cards, (4) switching units, (5) power
units, (6) printed wiring cards, and (7) cabinets. Post Conference Brief ‘of
Fujitsu at 12-13. Economists Incorporated, a representative of all Japanese
-respondents collectively, implied that there should be more than three
subassemblies. See Post Conference Economic Submission of Japanese
Respondents at 11, 2, n.6.

9/ The term "small business telephone system” is defined in the petition as
an uninstalled system and, thus, should not be confused with an installed
system. The former merely refers to a collection of subassemblies that are
the essential pieces of equipment in a SBTS; the latter vefers to a fully
configured and operating system installed on the end user's premises. 1In this
opinion, we will use the term "uninstalled system"” or "equipment dedicated for
use in a SBTS" when referring to the product subject to investigation and
produced by the domestic industry, and the term "installed system" when
referring to the product purchased by the end user.



“gsystems." 10/ Notwithstanding this allegation, questionnaire responses

. . e . W 117 12/

indicated a significant volume of imported "systems." =~ Impprts of
uninstal}ed systems and subassemblies are typically sold to unrelated
distributors and retailers, while domestic systems and subassemblies are more
often sold directly to the end usgrﬂ,l;/ Regardless of whether the supplier

is an integrated producer or an unrelated retailer (referred to as an

“interconnect"), that supplier configures a system based upon the mix of

10/ Report of the Commission (Report) at A-29.

11/ ., 1d.at A-30, Table 17.
lg/ Commissioner Rohr and Comm1bs1onev Newquist note that the "like product”
issue in these 1nvestlgatxons was made unnecessarily complicated by the use of
the term "system," which was apparently defxned and interpreted in different
ways by Commerce, the petxtloner and those in opp051t10n to the petition.
Petitioner argued for inclusion of systems in the like product, defined as the
aggregation of the subassemblies. Those in opposition opposed inclusion of
systems, defined as installed systems. Commissioner Rohr and Commissioner
Newquist agree with those in opposition to the petition that "installed
systems” are not the appropriate.like product. However, they also agree with
the petitioner that the aggregation of assemblies should be included in the
like product. Whether such an aggregation is called a system is merely a’
question of semantics.

Unfortunately, the reiteration of the parties' arguments, which
incorporate these divergent uses of the term "systems," may cause confusion in
understanding this opinion., In their view, the key question is whether the
aggregation of subassemblies, which the Commission, in an effort to avoid
confusion, refers to as "equipment dedicated for use in SBTSs" constitutes a
single like product or a number of separate like products. This is the issue
that the Commission decides in its discussion of the appropriate like
product. See infra p. 13-19. See also Commissioner Rohr and Commissioner
Newquist's additional remarks regarding the effect on the analysis of looking
at a single, as opposed to multiple, like products, infra n. 30.

13/ Report at A-11. AT&T,. the dominant U.S..éroducec, has its own sales
force. The remaining domestic producers market their equipment in a manner
similar to the importers.



subassémblies that meets a pacticdlat end user's needs. 14/

Purchases by the end user consist of either the installation of a
complete system, which includes significant value added as part of the
installation in addition to the cos£ of the subassemblies, or the purchase of
additional subassemblies to éxpand tﬁé éaﬁééity or add other functions to the
existing system. There 'is no effective competition for expansion salés
because such expansion or additional functions reqqiré the purchase of
subassemblies made by the producer of the installed system. Expansion or
add-on subassemblies are a significant component of'total sales to end users
because the installed system typically is set up to operate at between 40 to
60 percent of its capacity. Thus, the installed system is flexible enough to
expand as the needs of the end user change anq sales of egpansion
subassemblies are large enough to constitute a significant factor in the
overall profit of_domestic producers.(

| Thefe are three different types of small business telephones systems:
"key'" systems, priva@e branch exchange sysgems (PBX), and hybrid systems. _The
key system is the predominant type used in the small businesé market. In a

key system each telephone set has several lighted buttons, each of which

provides access to an external line. PBX systems use more sophisticated

14/ The subject subassemblies of each producer, both foreign and domestic,
are all dedicated for use in an installed SBTS proprietary to that same
producer. In other words, subassemblies of one producer cannot be combined
with those of another producer to construdét a functional SBTS.



'technology to give every phone in the system access to a group of external
lines. Hybrid systems combine some of the technological elements of the key
and PBX systems. 13/

Small business telephone systems are distinguished in the petition from
individual consumer phones, on the one hand, and large business systems, on
the other, in terms of their capacity to handle a number of stations and
external lines. The presence bflm;re £han égé pgftlénd internal.or intercom
capability apparently disgingﬁi;hes SBTS, both physically énd fu;ctibnall},
from individual conéumerrphoneé. 16/ The 256 nbnmblocking port'limiﬁ gh )
SBTS apparently provides a reléti&ely clear and distinct break belween éﬁall
and large systems. For exaﬁplé, AT&T's smallest large busineés phone'system'

(the PBX System 75) has 800 ports, 483 of them non--blocking. 1/

B. The issues
Five like product issues have arisen in these preliminary
invesﬁigatioﬁs. The primafy issu; isvwhether thé three princiﬁal
subassemblies should be considered separaté-like products or part:of assingle«
like product. This issue will be dealt.with in some detail.. The secondary

issues are whether all like products should be divided into analog and digitaiv

H

15/ Petition at 2-3. See Report at A-4.

16/ None of the parties disputeé this difference or has argued that consumer
telephones should be part of the like product.

7/ Petition at 12, n.14.
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like products, whether small business telephone systems are distinct from
large business telephone systems, whether there are other subassemblies that
require separate treatment, and whether "incomplete' subassemblies constitute
separate like products. Each of these secondary issues will be briefly

analyzed. 18/

1. Systéms véféus subgssembliés
The'prinqipal like‘product issge in thesé investigations concerns whether
ailrequipﬁéﬁé quic;téd forruse in aVSBfS (i.e, an uﬁinstalléd system) should
be considered a single like product or whether the individual pieces of
equipment shoulg be considered separately, qnd, if so, how many pieces of

equipment should be separately identified. 1n order to evaluate this issue,

18/  Several respondents. have argued that the Commission is without
jurisdiction to investigate imports of “systems” since they include a service
component. Such an argument is without merit. The service component is
installation that is domestic, not foreign, value added. Moreover, the
petition's scope specifically excludes installation in its definition of a
“system." ’

It has also been argued that AT&T has no standing to bring an
investigation of systems since a majority of the installers of systems have
not come forward in support of the petition.  Even if the Commission
considered standing questions, installers are not producers of the equipment
they install nor would their active support be necessary in any case.

Others have argued that the Commission is prohibited from using any
pricing data or that AT&T's inclusion in the domestic industry should be
limited to open market sales of subassemblies. Such arguments amount to
little more than reworked captive/merchant market arguments that the
Commission has consistently determined have no relevance to domestic industry
issues, although they are market factors that may have relevance to the
analysis of the pricing data and causation. See, e.g. DRAMs, supra n.6, at
11, n.18. For a discussion of the effect of these market factors on prices,
see p. 37-39, infra.
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one must understand the key difference»between the major domestic producer of
the subject merchandise, AT&T (by far the largesg domestic producer), and mpst
other domestic and foreign producers. AT&T is a fully integrated company that
manufactures its own equipment for SBTS,thcpugh its General Busine;s Systems
division (GBS). ATA&T also has its own sales force and distribution system so
that most of its direct, headetpjhead competition Qith domestic and imported
systems and subassemblies occurs at the end user level for installed systems.
The end user, however, is concerned principally withvthe_cost and._
functionality of an installed system configured to meet its individual needs.
The.end user usually does not purchase subassemblies or uninstalled systems
from CBS or from importers and foreign‘producecs, Instead, the. end user

purchases a fully installed system from either a fully integrated producer

(such as GBS) or from an independent domestic "interconnect.”

a. Petitioners' argument

feﬁitionerg insist that‘systems and subassemblies constitute a single
iike product. They aliege that sub;ssemblies and systems are manufactured by
the same producgrs, in £he same facilities, using thé same employees.
Further, subassemblies énd systems reach thé énd user through the same
channels of distribution. For AT&T, the end usef'generally acquires installed
systems and subassemblies through the GBS sales force. For other domestic
producers anq importers, the end user can purchase instglled systems and
subassemblies from independent interconnects. Regardless of whether an end

user purchases from an integrated producer or an independent interconnect,
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that supplier sells both the installed system and the expansion
subassemblies. Further, petitioners allege that end users perceive the
product as a system, not as separate subassemblies.

Regarding the factors that the'Commiésion traditionally analyzes in
considering whether "semifinished" products are like a “finished" product,
petitioners argue that the term “systems" as defined in the petition refers
merely to an aggregation of the subject subassemblies, and does not include
~.installation and other,servicés.u”Thué;4aECOrding,to this definition,
subassembliés'fequire no significént'further pfoceséiﬁg ﬁo produce an
uninstalled system. Further, subassemblies have no use, in and of themselvés,
but are dedicated solely fot use in a functioning SBTS. In addition, thefé
allegedly are no independent markets for the subassemblies. Marketing of
subassemblies is merely the first step in the channel of distribution, with
the matrketing of the system being the last step. Thgre is no sale of a
subassembly that is npt itself dependenglupon.the sale of an installed sygtem
to the end user or the expansion of that-syste@”by the end_usérﬂ‘ Finally,_
while no individual subassemﬁly‘impartslthe es#ential cﬁarécteris@ics of a
system, the subassemblies colleet;vely iﬁpartvmost of those charactgpiétics,

and no system can function without each of the subassemblies.

b. Respondents' angument:'

Respondents focus their argument primarily on the five factors that the
Commission generally evaluates in "semifinished" product cases. First, they

insist that systems require significant further processing in order to produce
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a functioning, installed system. 19/ Second, they emphasize the fact that

the separate subassemblies are not interchangeab;e with one another.
Respondents concede that subassemblies are dedicated for use in an installed
system, but they argue that the markets for subassemblies and systems are
independent of one another because subassemblies are sold to independent
distributors and retailers. 20/ Finally, they note that none of the
subassemblies imparts the essential characteristic to a system. Instead, each

subassembly provides a different function.

¢. Analysis

Our anaiysis of these factors, based upon the record developed in these
preliminary investigations, leads us to conclude that all equipment dedicated
for use in a SBTS shouid.ﬁe considered a single like product. 21/

First, a consideration of the extent of further processing leads to the
conclusion that the equipment dedicated for use in a SBTS is merely a

collection of subassemblies. The second factor, interchangeability between

19/ In this regard, respondents and petitioners are referring to two
different things. As noted previously, petitioners' definition of a "system”
refers to an uninstalled system. Respondents' definition refers to an
installed system and they argue that there is no such thing as an uninstalled
system, in a conmercial sense.

20/ Respondents do not address the question of the dependence of the sale of
subassemblies on sales of systems.

21/ Should any final investigations occur, we would reconsider this issue,
if appropriate, in light of the information available at that time.
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the subassemblies and the equipment as a whole, would support a finding of
several like products. Subassemblies are not interchangeable with one
another, nor are they interchangeable with the equipment as a whole. However,
we have not found such interchangeability to exist, nor would we expect to,
when dealing with component parts and subassemblies generally, because ;hey
are, by definition, something less than a finishe&‘product. In fact, several
investigations involving subassemblies or components have resulted in a single
like product finding, notwithstanding the absence of such

22/
interchangeability. -~

The third criterion, dedication to use in £he finished product, favoré a
single like product. Subassemblies of small business telephone systems have
no other use otﬁer than incofporation into a ;y§tem manufactured by the same
producer. Similarly, the fourth critérion - whether tﬁere are independént
markets for such subassemblies - suggests that the Commission should find one
like product since sales of subassemblies are entirely depeﬁdent on sales of

23/ . . '
systems. SBTS subassemblies are complementary products and the demand

22/ Antifriction Bearings, supra n.5, at 21-22; DRAMs, supra n.6, at 10;
Erasable Programmahle Read Only Memories frpm Japan (EPROMs), Inv. No.
731--TA--288 (Final), USITC Pub. 1927 (December 1986).

23/ This is not to suggest that subassemblies are not sold separvately. They
frequently are sold separately as add-on-components, as it is a standard
marketing technique for interconnects to sell end users a SBTS that operates.
at substantially less than full capacity. This allows for expansion of the
installed systems to serve the increasing needs of the end user without
(Footnote continued on next page)
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for subassemblies is derived from the demand for systems. 24/ While a

subassembly may be sold to expand an existing system, as opposed to original
installation, such subassemblies generally can only function in a SBTS made by
the same producer. 25/ Thus, cons;deration of this fourth category suggests
that there is one like product. 'Fiqally, while no subassembly imparts the
essential characteristic to a system (indeed, there is no single essenﬁial
characteristic to a system but, rather, a collection of characteristics), eacﬁ

. 26/
subassembly is essential to the operation of a system. ——

(Footnote continued from previous page)
requiring the end user to purchase a new system. However, the end user cannot
use the subassemblies of one producer to expand the system of another producer.

24/ See, e.g., Certain Granite from Italy and Spain, Inv. Nos. 701-TA-289,
731-TA-381-382 (Final), USITC Pub. 2110 at 8-9 (August 1988).

25/ It is true that, to a limited extent, certain telephone sets produced by
GBS (the Merlin system) can function in some of AT&T's larger systems.
However, the extent of this interchangeability and the practical problems that
would arise if one used a Merlin telephone set in a large ATAT System 75 are
not yet clear. Transcript of Preliminary Transcript at 106. Should final
investigations occur, we will pursue this issue further. '

26/ Essential characteristics and interchangeability have more significance
when considering semifinished products that merely go through additional
processing stages than when considering groups of components that must be
combined together to form the finished product. Compare Antifriction
Bearings, supra n.5, at 21-22 (four separate and distinct component parts and
finished bearing constitute one like product), DRAMs, supra n.6, at 10
(wafers, dice, and finished DRAM constitute single like product), and EPROMs,
supra n.22 (wafers, dice, and finished EPROM constitute single like product)
with Granite, supra n.24, at 3-11 (all granite at various stages of processing
possessed the essential characteristic, no additional components added at
various stages of production).
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In Digital Readout Systems, the Commission addressed the question of the

proper like product determination when considering a "system"” and its
subassemblies. 1In that investigation the Commission determined that consoles
and transducers, the principal subassemblies in a DRO sygtem, constituted
separate like products. Further, the Commission held that DRO systems did not
constitute an additional like product since such a finding would be
"redundant” in that an order covering either of the two subassemblies would
. apply”whether,imported,separatel; or .with the other.subassembly. 21/”/
Comparing the underlying facts in DROs with the present investigations
reveals that, unlike DROs where different producers made the different
subassemblies, the principal subassemblies of a SBTS are produced by ghe same
firms in the same facilities. Further, there is no "iﬁdependent" matrket for
subassemblies. All subassemblies are either incorporated into a system fpr
sale to the end user or are added on to a system. Thus demand for
subassemblies is completely dependent on the'sale'df.systems. In DROs, by

contrast, transducers could be used in constructing a digital readout system

21/ While Acting Chairman Brunsdale and Cowmissionér Cass found four like
products based upon their view that glass and magnetic¢ transducers and
congoles should be analyzed separately, they essentially concurred with the
majority in finding that the appropriate like products were subassemblies, not
systems. Digital Readout Systems, supra n.3, at 74-79 (Views of Comnmissioner
Cass); Digital Readout Systems, supra n.3, at 26 (Views of Acting Chairman
Brunsdale).
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or could be incorporated into a "computerized numerical control.® 28/

Regarding "systeﬁs," in DROs the Commission found that the system was no
different than the combination of the two subassemblies, but that the
subassemblies had other independent markets. Subassemblies of small business
telephone systems have no use independent of the system to which they are
dedicated; subassemblies of DROs were iﬁdependent products that had other
uses, but could be "stuck together"” to make a DRO.

While we find one like product for the purposes of these preliminary
investigations, we note that the question whether the equipment dedicated for
use in a SBTS constitutes separate like products or a single like product
would not significantly affect'our_analysis of the available data, given that
all producers produce ail of the subassemblies, and all purchasers buy a
system (whether installed, fqr end users, or uninstalled, for wholesalers and
distributors). Thus, any analysis of prices and profitability would have to
be made at the aggrégate level. In addition, because SBTSs come in such
varying size configurations, production and shipment of the subassemblies
would have £o be analyzéd separately, at least on a unit basis. Further, all
the equipment is sold through the same channels of distribution (although
AT&T's channel of distfibution is fully integrated), to.the same end users,
and usually in combination with one anotﬁer. Any analysis of the condition of
separate subassembly industries, therefore, would have to take into account

the interdependent nature of the marketing of these subassemblies.

28/ Digital Readout Systems, supra n.3, at 8.
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Finally, assuming that we found that it appropriate to consider
subassemblies separately, the underlying reasons for doing so (the lack of
interchangeability, amount of further processing, and lack of the "essential"
characteristic) do not necessarily lead to the conclusion that there are only
three like products. Instead, the three subassemblies noted by the
petitioners could be subdivided into their components, 29/ which are not
interchangeable and do not impart the essential characteristic to a "finished"
subassembly. 30/ Further, all subassemblies and components of subassemblies
could be divided into digital and analog categories, or even key, hybrid, and
PBX categories. 'In light of the absence of clear dividing lines at the
subassembly level, we do not believe that such fragmentation is appropriate.

Therefore, in these preliminary investigations, we determine that the domestic

29/ Such as (1) telephone hand sets, (2) telephone base sets, (3) telephone
cards, (4) switching units, (5) power units, (6) printed wiring cards, and
(7) cabinets. ' : ) : :

30/ Commissioner Rohr and Commissioner Newquist note that as a practical
matter the finding that there is a single like product means only that the
Commission will make a single material injury determination which will apply
to all the subject subassemblies. They do not believe that this finding
precludes the Commission from seeking or analyzing data on an individual
subassembly basis to the extent that such an analysis is appropriate. For
example, although employment and financial data might best be analyzed on-the
aggregate "equipment dedicated for use in SBTSs'" basis, production indicators
might be more revealing when looked at on ‘an individual subassembly basis.
Further, in looking at individual subassemblies, they do not believe they are
bound by Commerce's identification of three subassemblies. Separate data may
be available to some extent on power supplies, telephone consoles, telephone
sets, and control and switching units. 1In collecting and analyzing such data,
care must be taken to ensure that it will be possible to aggregate the data to
the "equipment dedicated for use in SBTSs" level.
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é:bduct like the subject imports includes small business telephone equipment,

including uninstalled systems and all the dedicated subassemblies.

2. Secondary like product issues

One respondent, Matsushita, insists that digital and analog subassemblies
and systems constitute separate like products. gl/. Hatshshita maintains
that analog systems are simply"vdice communication systems, while digital
systems can distribute voice and data communications allowing the customer to
send information to and from computers, facsimile machines, and other office
equipment . Matsushita maintains that the architecture of these systems is
different, and thaé'théy afpéal to differént éroups of consumers, are produced
by different companies on‘ different equipment, and differ 'significantly in
terms of priée.

No other respondent concurred in thi§ distinction, and the petitioners
object to it on factual grounds. They point out that various systems’cénnot
be categorized as digital or analog because the many systems in the small
business market employ varying amounts of digital techndiogy; together with
analog. They also argue that most shall business end users are indifferent to
digital technology since tcransmission of data is possible with analog

systems. Further, petitioners note that AT&T produces all types of small

31/ Post Conference Brief of Matsushita at 4. Matsushita also insists that
subassemblies be considered separately so that, in aggregate, there could be
as many as 16 or as few as 6 like products.



business telephone s&stems in the same féSif{tieé;'with fheﬂ;ame'empioyees,
and markets them throughAthé‘ééme channels of diétribution.zég/

We believe that the balance of factors, espgc;ally grodgctign,
distribution, and customgr perception;,‘favors a rejgction of Ma};ushita's
argument. Moreover, petit%pnéns are correct when they gssert,thq? a $BTS can
employ varying degrees of digital and analog technology. .Egth“digiﬁal and
analog systems are put go the same use and are cayable qf providipg data; as
well as voice, transfer capabilit;es. é?/

Respondents also suggestgd that the Commission consider);arge business
telephones for inclusion in the like.prodqct, especially AT&T's System 75
because it has been sold on occasion to the syall business market. 3%/ We
do not believe that inclusion of large systems is warranted, based on the
information avaiLable at this t}me. parge systems rely on more sophisticated
and costly switching equipment than small systems. The market for small
systems is centered around customers who require less than 40 stationms. 32/

Approximately 95 percent of this market is served by systems having a maximum

32/ Post Conference Brief of Petitioners at 8--10.

3/ Report at A-6.

34/ The main thrust of their argument regard1ng large systpms, however, is
in the context of additional causatxon factor See 1nfra p 39-44,

‘bb
w
~

See Report at A-6.
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36/

capacity of fewer than 256 non-blocking ports. The only significant

' exception is the AT&T System 75, which has a capacity of 483 non-blocking
ports but which can be "configured dowp" to 100 lines. Therefore, we do not
believe that the physical characteristics of the two systems are similar, nor
that the systems are readily interchangeable. 1In addition, except for AT&T,
virtually all producers, both foreign and domestic, produce systems for either

the small or large systems market, but not both. QZ/

We further note that there is a signficant break in the capacities of
small and large systems in terms of the available ports, although AT&T has

sold a small percentage of its System 75 “configured down" to below 100

lines. Finally, it appears that most SBTSs are produced "to stock," with

configuration of the system performed by the installer. By contrast, large
systems are generally made to the customer's order at the plant. 38/ Thus,
small and large systems are distinguishable, not only because of the obvious
differences in physical characteristics and the lack of interchangeability,

but also in terms of channels of distribution, customer perceptions,

manufacturing facilities, and production employees.

36/ Petition at 13, n.17.

37/ We note, however, that AT&T produces for the two markets through
different divisions. 1Its General Business Systems division (GBS) produces
systems solely for the small business market. Thus, production facilities,
employees, marketing, and distribution for small and large systems are
associated with entirely separate entities.

38/ Post Conference Brief of Petitioners at 6--7.
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II. The domestic industry and related parties

Respondent Executone alleges that it is a domestic producer in opposition
to the petition and that it has inappropriately been included in this
investigation as an importer. It notes that it is predominantly domestically
owned and its only foreign source of capital is a small percentage of stock
held by Goldstar. It alleges that it imports“compénents of subassemblies from
Korea and produces "finished" subassemblies in the United States.'gg/
Executone argues that .its research and development, design and engineering,
market research and production activities in the United States impart
substantial domestic value to its products. Executone claims that its
domestic value-added is substantial. 42/ |

Petitioners characterize Executone as an importer and assert that

Executone does not conduct significant manufacturing operations in the United

39/ In evaluating the "domestic" status of a party that conducts
manufacturing operations in part in the United States and in part in a country
subject to investigation, the Commission traditionally considers a number ‘of
factors, including:

the extent and source of a firm's capital investment, the technical
expertise involved in production activity in the United States, the
value added to the product ih the United States, employment levels,
the quantity and type of parts sourced in the United States, and any
other costs and activities in the United States directly leading to
production of the like product.

Digital Readout Systems, supra n.3, at 13; Genetric Cephalexin Capsules from
Canada, Inv. No. 731-TA-423:(Preliminary), USITC Pub. 2143 at 9 (December
1988).

40/ Post Conference Brief of Executone at 12.
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States. Moreover, petitioners insist that even if Executone were congidered a
domestic producer, it should be excluded under the related parties provision
of the statute because it imports a significant volume of the subject imports
from Korea and, thus, is shie;ded from the effects of alleged LTFV

. 41/ o

imports. -~

The data submitted by Executone indicates that domestic manufacturing

(including "manufacturing engineering/component/assembly™) constitutes a very

small percentage of the value of a SBTS. ﬂ%/ A significantly higher

percentage of its claimed value-added is domestic '"engineering,"” but it is not

clear whether that "engineering" is directly related to production

43/ a4/

activity. Executone has not provided further details regarding

41/ Petitioners' Comments an APO Material at 12-15.

42/ See Post Conference Brief of Executone at Exhibit A. The exact figures
are confidential.

43/ In considering Executone's request to be "included in the domestic
industry and the importance of domestic production activity, we note that-
section 1328 of the Omnibus Trade and Competitiveness Act of 1988 underscored
congressional concern with actual production in the United States by adding to
the material injury definition, 19 U.S.C. § 1677(7), the following passage:
“the Commission, in each case -- (i) shall consider }:. . (II1) thée impact of
imports of such merchandise on domestic producers of like products, but only
in_the context of production operations in the United States. 19 U.S.C. §
1677(7)(B)(1i)(11L) (emphasis added).

44/ Acting Chairman Brunsdale notes that, in prior cases involving
electronic devices comprised of one or more components produced and/or
assembled abroad, the Conmission has found domestic engineering and design
activities to be a significant factor in determining which firms are

(Footnote continued on next page)
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the nature of its production activity, nof any information regarding the
number of its production employees in the United States. However, it appears
from the data subm%tted in responsé to a Commission'request that Executone
engages in limited production activity in the United States. 43/

In light of the foregoing, we deternmine, for the purposes of these
prelinminary investigations, that Executone is a doﬁestic producer. However,
we base this determination, not on a value-added aﬁalysis regarding
Executone's imported components, but on its somewhat limited U.S.
production. 4s/

Even though we conclude that Executone is, to a limited extent, a

domestic producer of the like product, we also determine that it is a related

(Footnote continued from previous page)

domestic. See Cellular Mobile Telephones from Japan, Inv. No. 731-TA-207
(Final), USITC Pub. 1786 at 9, n.1l5 (December 1985) ("Research and development
expense does represent a significant factor in a 'high technology’ industry");
Certain Radio Paging and Alerting Devices from Japan, Inv. No. 731-TA-102
(Final), USITC Pub. 1410 at 9-11 (August 1983) (Views of Chairman Eckes and
Commissioner Haggart). There is also precedent for including all United
States activities related to production of the like product within the
domestic industry regardless of the origin of the component parts used to make
the finished product and regardless of the site (U.S. or foreign) of final
assembly. See 3.5-Inch Microdisks and media Therefor from Japan, Inv. No.
731-TA--389 (Preliminary), USITC Pub. 2076 (April 1988), DRAMs, supra n.6, at
12, n.29; EPROMs, supra n.22, at 11, n.29.

45/  See Report at Appendix C, B-16.
46/ Should any final investigations occur, we would require further
explanation of the "domestic activities™ relating to Executone's imported
components, before we could conclude that such activities constitute domestic
production.
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47/
party pursuant to 19 U.S.C. § 1677(4)(B). ——
Application of the related parties provision to Executone clearly

indicates that it is a related party, that it represents only a minuscule

47/ That section provides that, when a producer is related to exporters or
importers of the product under investigation, or is itself an importer of that
product, the Commission may. exclude such-.producers from the domestic industry .

“in appropriate circumstances.' Application of the related parties provision
is within the Commission's discretion based upon the facts presented in-each |
case. Fmpire Plow Co. v. United States, CIT __ , 675 F. Supp. 1348, 1352

(1987). The Conmission generally applies a two-step analysis for applying the
related parties provision. The Commission considers (1) whether the firm is a
"related party' within the meaning of section 771(4)(B), and (2) whether, in
view of the producer's 'related"” status, there are appropriate circumstances
for excluding the company in question from the definition of the domestic )
industry. See, e.g., Color Television Receivers from the Republic of Korea
and Taiwan, Inv. Nos. 731-TA-134 and 135 (Final), USITC Pub. 1514 at 17 (April
1984). ' N

After determining that the company in question is a domestic producer
and is "related" within the meaning of the statute, the Commission examines
three factors in deciding whether appropriate c1tcumstances exist to exclude
related parties. Those factors include:

(1) the percentage of domestlc production attcributable to the
importing producer;

(2) the reasons the U.S. producer has decided to import the product.
subject to investigation, i.e., whether the firm benefits from the
LTFV sales or subsidies--or whether the firm must import in.order to

enable it to continue production and compete in the U.S. market; and

' (3) . the position of the related producers vis-a-vis the rest_of‘ﬁﬁéuﬂf
industry, i.e., whether inclusion-or exclusion of the related party .. --

will skew the data for the rest of the industry.

Thermostatically Controlled Appliance Plugs and Probe Thermostats Therefor
from Canada, Hong Kong,, Japan, Malaysia, and Thailand, Inv. Nos.- '
701-TA--290-292, 731-TA-400-404 (Preliminary), USITC Pub. 2087 at 7-8 (June
1988); Rock Salt from Canada, Inv. No. 731-TA-239 (Final), USITC Pub. 1798 at
11 (January 1986).
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portion of total domestic production, and that it benefits from the allegedly
LTFV imports. However, given the predominant position of AT&T in the domestic
industry and the small share of total production represented by Executone,
inclusion (or exclusion) of Executone will not have a significant effect on
aggregate domestic industry data. Thus, although we conclude that Executone
is, to a iimited'extent: a domestic~producer most-of the small business

PEP N

telephone equ1pment that 1t sells 1s 1mported from Korea, A8/ and it has

!

thus benefxtted*fcom alleged LTbV sales Thergfore, we-deigrming.phat it
shogld_be“exclqdeg as:a rglated'party fg |

We note that thé*data'ayaiLaBlé.régardin# the financial conditidn of
Executone would not have‘?Néighifican£ impact on the overall finéncial
condition of the domestic ihdustry; even if it were included, gi&eﬂ
Execut§§q's‘shape of total domestic product}dn;' We also ﬁqte that, even if we

did not exclude Executoné fiom the domestic industry, we would not consider

487 - *x T  0*x * Co% * Lo% T % T % * * * x -

49/  Acting Chairman Brunsdale notes that the extent to which a domestic firm
benefits from dumped ‘or subsidized imports has been a central factor in recent
Commission determinations involving related parties issues. See n.47, supra.
Genpra]ly, the lower the value of dumped imports relative to the value of the
firm's domestic shlpments, ‘the less the domestic firm may be viewed as
benefitting from its allegedly dumped or subsidized imports. For this reason,
she finds that the value added arguments are clearly relevant in resolving
related parties issues that have arisen with increased frequency as the number
of cases before the Commlsb1on 1nvolv1ng globa114ed firms and industries has
1ncteased . ‘ . :

S
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its shipments of systems produced from imported subassemblies to be shipments
of "domestic" products, given the information available at this time. In sum,
the question of whether Executone is a domestic producer and, if so, whether

it should be excluded as a related party is one of minimal significance in ‘

0

evaluating the impact of allegedly LTFV imports on the domestic industry.

1I1. The condition of the domestic industry

In determining the condition of the domestic industry, the Commission
considers, among other factors, domeétidiconsumption, démestic production,
capacity, capacity utilization, shipments, inventories, employment, and
profitaﬁility. 20/ 'Ev;iuatidn of these factors in these investigations‘
requires a separate analysis of most of these factors for each of the three
general categories of subassemblies, at least on a unit bési§,Aas the wide
diversity in the capacity and costs of different systems makes consideration
of much of the data at the system level inappropriate. 2L/

Domestic consumption of equipment for SBTS declined irregularly

50/ 19 U.S.C.§ 1677(7)(C)(iii).

51/ Some of these analytical problems remain at the subassembly level but to
a significantly lesser degree. ‘For example, control units vary widely in
terms of the number of lines that théy can carry and the costs of producing
them. Also, telephone sets are typically much less complex and costly than a
telephone console.
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- . 52/ \ . *
throughout the period of investigation. = Consumption declined by

approximatély 25 percent from 1985 to 1986, but recovered somewhat in both
1987 and interim 1988. 23/ Consumption of control and switching equipmernt,
the subassembly that appears to most closely cobcespohd to systems in terms of
quantity, declined steédily and‘siénificanily, iﬁ terms of units,'througHOut
the period. In terms of value, consumption dgclined more dramatically; but
irregularly. 24/ Available data‘for circuit cards indicate that
consumption, on a unit- basis, dec}ingd steadily, but increased irregularly in
terms of value.,égl Apparent consumption of telephone sets and cdnso;es foy
SBTSs rose steadily in terms of volume, but declined steadily in terms of‘ _
56/

value. —

Production of equipment for SBTSs, in unit terms, dgclinedﬂirregularly

52/ Given AT&T's dominant position in the domestic industry, most of the
U.S. industry data in these investigations are confidential and any public
discussion necessarily must be in general terms. The citations to the Report
direct those who have access to the confidential record in these
investigations to the actual figures that form the basis of the general
characterizations in this opinion.

53/ Report at Appendix D, B-17, Table D. The interim period includes the
nine month period of January through September.

54/ 1d. at A-12-A-14 and Table 2.

55/ Id. at A--13. Because circuit cards are also included in other
subassemblxes, the data regarding circuit cards are believed to represent only
separate shipments and, thus, understate and may be unrepresentative of actual
shipments of dll circuit cards.

56/ Id. at A-14 and Table 3.
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for both systems and the various subassemblies. 31/, The decline for systems

production was significant. Declines in production of control and switching .
equipment and circuit cards and modules were slightly higher, while the
decline for telephone sets and :consoles'was smaller. . ; o C

Domestic capacity to produce systems 'is problematical at this-stage as
the information available does not include a significant share of the domestic
industry. 28/ -For control and switching equipment, capacity declined .
steadily throughout the period of investigation, but capacity utilization
declined irregularly. For telephone sets and consoles, capacity declined
steadily and more dramatically than for control and switching equipment, but
recovered slightly in interim 1988. Capacity uti;ization, however, "increased
throughout the period as capacity to produce telephone sets declined more
rapidly than production. 39/

Shipments of U.S. produced systems, both in terms of units and value,
declined significantly from 1985 through 1987, but recovered:sLightly in

interim 1988. 50/ Shipments of control and switching equipment declined
significantly and steadily throughtout the period of investigation, in terms

of units. 1In value terms, the decline was equally dramatic, though

57/ 1d. at A-15-A-16, Table 4.
58/ See id. at A-15-A-16.
59/ 1d

at A-17, Table 5.

la\
o
~
[
=Y
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irregular. 81/ Circuit cards and modules registered a steady decline in

units terms, but actually increased in value terms beginning in 1987. 2/
For telephone sets and consoles, shipments declined stgadily through 1987, but
recovered slightly in interim 1988, both.in terms. of units and value. £3/
Inventories of systems and subassemblies allrdeslined in the same
irregular pattern during the period. The ratio of;inventories to shipments,
however, increased irregularly for systems, control and switching equipment,
~and circuit cards. The ratio of- inventories to shipment for telephone sets
followed the same irregular pattern, but did not register an pyergll

. 64/
increase. —

Employment data for the vast majority of the domestic industry were.
provided only at the level of all equipment dedicated for use in a SBTS.
Those data indicate that employment dropped dramatically from 1985 to 1986, e
recovered almost entirely in 1987, but declined again in interim 1988. Trends
in hours worked and  wages paid followed the same pattern as did trends in
employment. . Hourly wages rose slightly, however, as did unit labor
costs. 62/

Financial trends for the domestic industry generally registered

consistent declines. However, the data originally provided by AT&T did not

61/ Id. at A-17, Table 6.
62/ Id. at A-18, Table 7.
63/ Id. at A-18, Table 8.
64/ Id. at A-18-A-19.

65/ Id. at A-19, Table 9.
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separate the production of equipment from the installation or rental of that
equipment. 86/ Net sales, operating income, and gross profits declined
throughout the period. Opérating income as a sharg of net sales also
declined. The domestic industty as a whole, however,_registered profits
throughout the period. 61/

The consistent downward trends in profitabilify, production, and
shipments, together with the irregular declines in employment and increasing
inventories relative to shipments, both for the equipment as a whole (where
available) and for the individual subassemblies, lead us to conclude that

there is a reasonable_indicaﬁion that the domestic industry producing

equipment for small business telephone syétems is experiencing material
68/ 69/

injury.

66/ AT&T did provide a financial summary of revenue and profitability for
sales and for rental separately. Should any final investigations occur, we
would try to obtain more detailed profitability data that more closely
correspond with our domestic industry definition. This would allow a more
thorough analysis of the effect of rental income on overall profitability.

67/ Id. at A-21, Table 12. For a discussion and comparison of the financial
condition of the individual domestic producers, see id. at A-21.

68/ Acting Chairman Brunsdale considers the foregoing to adequately describe
the condition of the domestic industry given the limitations in the
~information available in these preliminary investigations, but does not join
in the conclusion. The condition of the industry does not necessarily reveal
the impact of imports. See Certain Electrical Conductor Redraw Rod from
Venezuela, Inv. Nos. 701-TA-287, 731-TA--378 (Final), USITC Pub. 2103 at 43
(August 1988) (Additional views of Acting Chairman Brunsdale).

69/ Commissioner Cass does not join in this statement. Commissioner Cass
believes that the statute under which the Commission conducts title VII
investigations does not contemplate an inquiry into the existence of material
_injury to a domestic industry that is divorced from the question of causation
of material injury by reason of LTFV imports. See Digital Readout Systems,
supra n.3, at 95-117 (Concurring and Dissenting Views of Commissioner Cass).
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IV. Cumulation
The Commission is requiféd to cumulatively assess the volume and effect
of imports from two or more countries of like products subject to
investigation if such imports compete with one another and with the like
product of the domestic industry in the United States market; 19 U.s.c. §
1677(¢(7)(C)(iv). 1In assessing whétheb'imports‘cbmpete with each other and with
the domestic like product;‘thé Commission has generally considered four
factors, including:
(1) the degree of fungibility between the ‘imports
from different countries and between imports and the
domestic like product, including consideration of
specific customer requlrementb and other quallty
related questions;
(2) the presence of sales or offers to sell in the
same geographical markets of imports from different
countries and the domestic like product;
(3) the existence of common or similar channels of
distribution for imports from dlfferent countrxes and

the domestlc l1ke product, and

(4) whether the imports are 91multaneously present in’
1 the market. 10/ '

Section 1330 of the Omnibus Trade and Competitiveness Act of 1988
provides, however, that the Conmissiofi' is not réquired to cumulate in any case

in which it determines that imports of the mgfchahdise:subject‘tol

. s . . 1 Lot
' : “ o N -

70/ Antifriction Bearings', supré‘nlsj'a£'30: Appliance Plugs, supra n.47, at
15.
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investigation are negligiblé and have no discernible adverse impact on the
domestic industry. 19 U.S.C. § 1677(7)(C){(v). In determining whether imports
are negligible, the Conmission shall consider all relevant economic factors '
including whether:
(1) the volume and market share of the imports are .
negligible,
(11) sales transactions 1nvolv1ng ‘the imports are
isolated and sporadic, and
(II1) the domestic market for the like product is
price sensitive by reason of the nature of the
product, so that a small quantity of imports can
result in price depression or suppression.
19 U.S.C. § 1677(7)(C)(Vv).

Both the Korean and Taiwan respondents insist that the statutory
requirements for cumulation have not been met. The Taiwan respondent alleges
that its imports consisted of a product that no domestic producer was willing
to make for Bell South and that its share of the domestic market was less than
0.02 percent. 1/ The Korean respondents allege that their imports do not
compete with the domestxc product or w1th 1mports from Japan and
Talwan. 12/ Based upon the available data, we do not believe that either of
these arguments is valid.

With respect to imports from Taiwan, it is apparent from a comparison of

total imports from Taiwan and the data provided by Sun Moon Star that Sun Moon

}
11/ Post. Conference brief of Sun Moon Star at 4-5; Sun Moon Star Comments on

APO Material at 2-3.

12/ Post Conference Brief of Goldstar at 14-17.
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Star is not the only producer of the subject impoctsﬁin Taiwan. The
cumulation provision, however, is to be applied by the Commission on a
country-by-country basis, regardless of the significance of any individual
‘foreign producer's imports. A review of the aggregate data regacrding imports
from Taiwan persuades us that the volume and market share of those imports
cannot be characterized as negligible:~l§( :For4exémple, in 1987 (th; last
full year for which data are available) the aggregaie value of Taiwanese
imports of systems and subassembiieéAwas-significant. 23/ Such volumes and
market share do not require an exténgive analysis of the "negligibieAimpoftg"
provision to conclude that they are not negligible and that cumulati;n is
appropriate. | o | |

With respecg to ihports from Korea, several Korean respondeﬂ£s argu; tﬁét.
their imports are “custom ma&g* sébassemblies ﬁhgt ;re not interchanéeable
with-subassemblies from Japan ana Taiwan of Qithldoﬁestic subaséemblies. Sucﬁ
an argument is unavailing in as ﬁucﬁﬁa; éil sﬁbassemblies are proprietarf to
the particular manufacturer and so:are ;custom méde.; Moreover, all,éuch

subassemblies compete with one anothér, either at the wholesale level as an

737 We note that Congress stated that the negligible imports exception to
cumulation should be a limited one. H.R. Rep. 576, 100 Cong., 2d Sess. at 621
(1988).

14/ See Report at A-30-A-34, Tables 17-20. The aggregate value was
$28,628,000. In terms of -market share, by quantity, Taiwanese contcol and
switching equipment constituted * * % percent of domestic consumption, circuit
cards and modules constituted * % * percent, and telephone sets constituted *
* % percent in 1987. Id. at A-36-A-38, Tables 21-23. No data'are available
regarding uninstalled systems.
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. /
uninstalled system or at the end user level as an installed system. LE]

For these reasons, in these preliminary investigations, we cumulatively .
assess the volume and price effects of all the imports from Japan, Korea, and

Taiwan.

V. Reasonable indication of material injury .by reason of
allegedly LTFV imports LY .

In determining whether there is a reasonable indication that the domestic
industry is materially injured by reason of allegedly LTFV imports, the e
Commission is required to consider a number of factors. They include the
volume of imports of the merchandise subject to investigation, the effect of
such imports on domestic prices, and the impact of such imports on the
domestic industry. 11/ Evaluation of these factors involves a consideration
of (1) whether the volume of imports or increase in volume is significant,

(2) whether there has been significant price underselling by the imported
products, and (3) whether imports have otherwise depressed prices to a

- . \ 78/
significant degree or prevented price increases. ~—

15/ See, e.g., Certain Forged Steel Crankshafts from the Federal Republic of
Germany and the United Kingdom, Inv. No. 731-TA-351 and 353 (Final), USITC
Pub. 2014 (September 1987).

16/ Conmissioner Cass does not join in this section of the Commission's
opinion. His analysis of the question of whether there is a reasonable
indication of material injury to the domestic industry by reason of alleged
LTFV imports is described separately in his Additional Views.

17/. 19 U.S.C. § 1677(7)(B).

18/ 19 u.s.c. § 1677(7)(C).
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The Commission is not to weigh the various causes of material
injury. 13/ Nor must the Commission decide whether LTFV imports are the
principal, a substantial, or a significant cause of material injury. 80/
However, the Commission may take into account any information demonstrating
possible alternative causes of injury to the domestic industry. 2;

In these preliminacy investigagions, we find that the volume of imports
and the increase in market share of imports relative to the domestic like
product -are-significant and probative ofa reasonable-indication of a causal - -
connection between the allegedly LTFV ihports and the material injury being
experienced by the domestic industry. 82/. The valué of imported equipment
decreased from $£335 million in 1985 to $320 million in 1986, but increased to
$405 million in 1987, for an overall increase from 1985 to 1987 of 20.9

percent. Imports increased slightly from interim 1987 to interim 1988, moving

from $216 million to $235 million. 83/

79/ See, e.g., Citrosuco Paulista v. United States, Slip Op. 88-176 at 64
(CIT 1988); Hercules, Inc. v. United States, 673 F. Supp. 454, 481 (CIT 1987);
British Steel Corp. v. United States, F. Supp. 405, 413 (CIT 1984); S. Rep.
No. 249, 96th Cong., 1lst Sess. 74 (1979).

80/ S. Rep. No. 249, 96th Cong., 1lst Sess. at 74.

81/ Id. at 75 (1979). Such alternative causes may include "the volume and
prices of imports sold at fair value, contraction in demand or changes in
patterns of consumption, trade, restrictive practices of competition between
the foreign and domestic producers, developments in technology, and the export
performance and productivity of the domestic industry." 1d. at 74.

82/ While Acting Chairman Brunsdale believes that data on import penetration
are relevant, her approach to causation is outlined in her Additional Views.

83/ Report at Appendix D, B-18.
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| Figures on market share, in value terms, of imported equipment used in
SBTS increased steadily, from 26.2 percent in 1985 to 32.7 percent in 1986 to
39.0 percent in 1987, and continued to climb from 31.8 percent in interim 1987
to 32.1 percent in interim 1988. B4/
The data collected in the preliminary investigations shed somewhat

limited light on the effects of imports.on.prices for equipment dedicated for
use in a SBTS. Most data for domestic production were provided at the.
installed systems level, while imported prices were at the equipment level.
Thus, direct price comparisons between the subject imports and the domestic
like product are difficult. Systems areisold to end users as part of a
package, which includes installation, service, and other support services.
These additional items, which are not within the scope of the investigation,
rmy account for a substantial proportion of the price of a system sold to an
end user. 83/ Thus, price comparisons between the subject imports and the
domestic like product at the end user level are not particularly informative
because differences in end user prices may reflect differences in the cost of

these services to the end user. 86/

84/ These figures may understate the value of imports relative to domestic
production, since the value of imports used in compiling market share is
primarily a wholesale value, while the value of domestic sales used in
compiling market share is primarily an end user value. Id.

85/ Report at A-40; Post Conference Brief of Economists Incorporated at IV,
5-6. ’ S :

86/ See Certain Fabricated Structural Steel from Canada, Inv. No. 731-TA-387
(Preliminary), USITC Pub. 2062 at 13-14 (February 1988) (Commission majority
found price comparisons unreliable where the price to the end user was part of
the package that included significant value in the form of engineering,
erection and other services, all of which were not subject to investigation,
and the product subject to investigation was not sold separate from the
services).
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Even without such additional services, there is a more fundamental
difficulty with price comparisons at all levels of trade. There is limited
direct competition between imported and domestic products at the same level of
trade. Whereas AT&T, by far the dominant domestic producer of SBTS, has its
own sales force and sells almost exclusively directly to end-users, importers
make all but a small fraction of their sales to wholesalers and distributors.
Thus, only a small fraction of the importers provided data on sales of systems
to end users. a1/ Likewise, data collected on sales to-wholesalers and
retailers reflect only a small’percentage of the sales of domestic producers,.
and an even smaller percentage‘Of the sales of AT&T. 88/ Therefore, the
data thus far collected do not clearly demonstrate whether there has been

' 89/
significant underselling by the imported product. —

87/  Report at A-45.
88/ 1d. at A-39. An additional factor that must bé considered in greater
detail in any final investigations is the proper analysis of the sales of
expansion subassemblies. As noted previously, supra p.8, sales of expansion
subassemblies are a significant percentage of net sales of all equipment
dedicated for use in a SBTS. However, the opportunity to sell expansion
equipment is tied to the sale of the original system and, thus, is lost if the
end user purchases a competitor's SBTS. Further, the price of an expansion
subassembly is allegedly not as competitive as the prlce of the original SBTS,
given these same supply limitations.

89/ A further difficulty with price comparisons concerns the comparability
of various systems. Questionnaire respondents were asked to provide data that -
excluded all non-standard features from systems. See id. at A-41. However,
models of phone systems vary greatly in their standard features. Should there
be final investigations, the Commission will consider alternative methods of
(Footnote continued on next page)
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Price trends provide some indication that subject imports may have caused
prices.of domestically produced systems to decrease. Despite limitations in
the quality of theAdata thus far collected by the Commission, 90/ the data
show a general decrease in prices pf b;th domestic and imported systems over
the period.under investigation, wiﬁh feQ excepiions.gll In the absence of |
probative evidence of Qndepseliing, however, it isvdiffiéult to reach any.fivm
conclusions regarding the cause of such price declines,

There are a number of factors other than alleged LTEV imports that may

have affected the condition of the domestic SBTS industry during the period of

investigation. 92/ Respondents assert that such factors, discussed in

(Footnote continued from previous page)
price comparison in order to develop more probative evidence regarding the -
impact of imports on the domestic price of equipment used in SBTSs.

90/ Many models ceased being offered during the course of the investigation,
some new models were introduced, and features offered on the same models were
often changed. 1I1d. at A-41, A-44-A 45. This makes monitoring of trends of
comparable products over the entire period under investigation difficult.

91/ Id. at A-42-A-44, Tables 24-40.
92/ Commissioner Eckes and Conmissioner Newquist note that the primary focus
of the causation discussion should be the alleged LTFV imports and that
petitioner is not required to prove the negative (i.e, that other factors have
not caused material injury to the domestic industry). 1In this regard, the
following discussion from the 1979 Senate Report is particularly relevant:

0f course, in examining thefoverall injury to the domestic
industry, the ITC will consider information which indicates that
harm is caused by factors other than the less-than-fair-value
imports. However, the petitioner will not be required to bear the
(Footnote continued on next page)
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detail below, moré than explain any injury suffere& by the domestic industr&.
Petitioners counter that even if some or all of these factoré contributed to
the domestic industry's material injufy, heévy price competition from LTFV
imports was clearly at least a cause of thatninjury. The data collected in
the preliminary investigations régardiﬁg most of these factors are sketchy.
Should there be final investigations, we will seek to obtain further data
regarding the significance of these factors in order to evaluate their impact
‘on the performance of the domestic industry.

The othef alleged causal factofs ihclude,'fifst,'gehebal market
conditions and technological improvemenis withinlthé SBTS industry.
Respondents maintain that the SBTS market is merely in the trough of its
natural product replacement cycle. Given this natural decline in demand,; all
producers lower their prices, but prices will rise agaiﬁ éé the prpducé
replacement cycle heads toward the creét in the next few years. 33/
Respondents also allege thét improveq efficiency inﬁproducﬁ'design and =

manufacturing operations'have produced lower prices and reduced

(Footnote continued from previous page) ) - .
burden of proving the negative. That is, that material injury is
not caused by such other 'factors. Nor will the Commission be
required to make any precise, mathematical calculations as to the
harm associated with such factors and the harm attributable to
less-than-fair-value imports. '

S. Rep. No. 249, 96th Cong., lst Sess. at 75 (1979).

93/ E.g., Post Conference Brief bf Economists Incorporated at VI, 2-5.

'
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emp loyment. 34/ Thus, they contend that the price reductions, if any, in

SBTSs reflect cost savings as a result of improved technological changes,
similar to cost savings found in other "high tech" industries. Further, they
argue that cost and price declines for large business telephone systems, where
there allegedly is no competition from LTFV imports, provide support by
analogy for inferring:that similar cost savings explain any reduction in
prices for SBTSs.

Petitoners do not contest the fact that the product replacement cycle
explains some of the drop in demand evident in the record, but they argue that
such a drop in demand does not constitute a license to_dump,_gé/ Further,
they contend that foreign cost reductions of extreme magnitude would be
necessary to produce the price declines experienced in the domestic market,
given the movements in exchange rates. Finally, they object to respondents'’
characterization of SBTSs as a "high tech" product such as DRAMs or
EPROMs. 38/

A sgcond group of claimed alternative causes involves competiﬁioh from

sources other than subject imports, principally Centrex service. Respondents

94/ E.g., Post Conference Brief of Oriental Precision at 14,
95/  Post Conference Brief of Petitioners at 30.

96/ Id. at 31. The information available at this preliminary stage does not
provide a basis for a final resolution of the significance of these factors.
Should any final investigations occur we will seek to obtain information that
will allow us to more fully consider these issues.
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7/ : . . .
argue that Centrex service = competes directly with key, PBX, and hybhrid

sytems in the under-100 line market, because it now provides the end user with
the séﬁe array of features and éapabilities as systems using equipment on
customer preﬁises.’ggl* Petitioners counter that Centrex is an imperfect
substitute for customer premises equipment, and that most users of Centrex
also have at least some purchased equipment on cusfomer-premises. 93/ The
data concerning Centrex collected in these preliminary investigations are

incompiete.'ngA “Thus, a complete assessment of the effects of Centrex on

o . ] . 101/
the condition of the industry producing SBTSs' is not possible here. — -
Other additional arguments that may require further attention by the

Commission in any final investigations pertain to- the production and sales

97/ For a general deéscriptioan of Centrex services, see Report at A-11-A-12.
98/ E.g., Post Conference Brief of Nitsuko at 11; Post Conference Brief of
Fujipsg'at“20f>‘

99/ , Post Conference Brief of Petitiqng;s at 33.

100/ Purchaser questionnaires, routinely sent in final iﬁvestigations, will

help shed some light on the significance of Centrex competition, as well as
the other causal factors.

101/ An additional potential competitor with SBTSs, other than subject
imports, is petitioner's own larger PBX System 75. Respondents argue that the
System 75 is often sold by petitioner to purchasers in the SBTS market and has
thus contributed to whatever injury has been suffered by the domestic
industry. E.g., Post Conference Brief of Toshiba at 13. There is
insufficient information on sales of the System 75, however, to fully assess
its impact on the domestic SBTS industry. Further, additional information is
needed to enable the Commission to fully assess any impact on the domestic

‘ . " (Footnote continued on next page)
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efforts of the dominant gomestic producer, AT&T. Respondents argue that AT&T

has been hurt by its own marketing ppactices: soliciting sales by phone or

letter, not face-to-face; ignoring smaller purchasers and interconnects;

2o

concentrating on preserving its installed customer base in the face of changed

market conditions; and poor timing in introducing its new line of

102/
systems. — 7

Respondents further claim that AT&T is losing its rental base to imported
SBTSs because AT&T does not actively seek to make sales to these

103/ - . ; oy s
customers. — By contrast, petitioner asserts that in such cases it is

doubly injured, losing both a rental commitment and a sale. 104/

Respondents also argue that AT&T's status as former monopolist has left it
with unrealistic expectations for its economic performance in the

. 105/
post-divestiture telecommunications market. =

(Footnote continued from previous page)

industry of imports from countries not subject to investigation, as well as of
sales of used or refurbished equipment. See, e.g., Post Conference Brief of
NEC at 30-32; Post Conference Brief of Oriental Precision at 18-19,

102/ E.g., Post Conference Brief of Oriental Precision at 20; Post Conference
Brief of Matsushita at 29-30.

03/ E.g., Post Conference Brief of Fujitsu at 26.
104/ Petition at 29,

105/ Respondents further contend that much of the market share lost by AT&T
has been gained by other members of the domestic industry. Post Conference
Brief of Fujitsu at 28. To the extent such assertions are true, they do not
explain why the market share of the domestic industry as a whole has declined,
although they might be relevant to understanding the decline in the financial
condition and market share of AT&T.
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While éomé of these éaditioﬁél factors'ﬁay have had a signifiéant impact
on the performance of the domestic industéy; parﬁicularly cohpetition from
Centrex and imports from oihef couﬁtries, the record as itAnow stands does not
persuade us that these factérélfuily account for the'éhanges in the condition
of the domestic industry 6ver théifefiod‘of investigation. Thus, given the
standard applicable to preliminary investigations, we determine thét there is

a reasonable indication of materiél injury bY‘feason of the allégédly LTFV

imports.
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ADDITIONAL VIEWS OF ACTING CHATRMAN ANNE E. BRUNSDALE

From Japan, Korea, and Taiwan

Investigation Nos.. 73i—'i2$4426; 427 , and 428 (Preliminary)

I concur with my colleagues in finding a reasonable indication that an
industry in the United States is-materially injured by reason of the |
importation of small business telephone systems (SBISs) from Japan, Korea,
and Taiwan. In reaching this conclusion, I use the standard for
preliminary determinations approved by the court of appeals in American
Lamb Co. V. United States 1/ as discussed in New Steel Rails from Canada.2/
As demonstrated in the foregoing Views of the Commission, evidence on the
record supports petitioner’s allegation of injury-by reason of allegedly
less-than-fair-value imports.. Also, the contrary evidence.is not so clear
and convincing as to warrant termination of the investigation at this
preliminary stage. In these additional views I discuss several ways in
which the record might be strengthened should any final investigations ...

~occur, and also explain my preliminary analysis of causation. .

Causation Analysis: Approach and Data Requirements .

My analysis of the effect of LTFV imports on:domestic producers draws-on
the record to develop a view regarding (1) the degree of substitutability
between the subject imports and domestic products, (2) ‘the extent to which

overall demand in the market is respbnsive.to'price,. and (3) the |

1/ 785 F.2d 994 (Fed. Cir. 1986).

2/ Inv. Nos. 731-TA-422 and 701-TA-297 (Preliminary), USITC Pub. 2135 at 3=
4 (Views of the Commission) and 55-68 (Views of Acting Chairman Brunsdale).
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responsiveness of domestic supply to dfanges in price.3/ I organize the
ev1derx:eontherecordmmlsmannermordertowxierstarﬁmenattmeof
campetition between the subject mports and the dcmestlc like product 4/
Evidence regarding the margin of dmnpmg, the share of the dcumtlc market
held by subject imports, pricing patterns, -and the role of non—-subject
imports in the marketplace are used together with the above three factors
to determine whether the impact of LTFV imports. on the domestic industry
rises to the level of material injury. In making this determination, I
. take account of informat-ion'regarvdj.ng'the«.corriitim of the damestic
‘industry, because the importance or materiality of any injury.depends to a
- significant degree on the status of the domestic industry at the time  its
fortunes are affected by the subject imports.

For the purposes of any final investigations, I outline below several
gaps in the record developed thus far. One particularly important question
that merits particular attention is to what extent and-on what terms do
imported SBTSs, which are distributed.through interconnects, compete with
those domestic SBTSs (primarily from ATS&T) that are sold directly to erd
users. Because the imported and damestic SBISs compete to a significant
degree at different levels of commerce, there is little data at this point

on the substitutability of the imports and the domestic like product. ™

3/ For a more detailed explication of my method of analysis, see Color
Picture Tubes from Canada, Ja the lic of ‘Korea, and Si re,.
Inv. Nos. 731-TA-367 through 370 (Final), USITC Pub 2046 (December 1987)
at 15-54 (Views of Vice Chairman Brunsdale).

4/ The evidence on the record consists of data relevant to the economic,
financial and production factors enumerated in section 771(7) of the Tariff
Act of 1930 (19 U.S.C. § 1677(7)(B), (C)). My analysis thus does not
dlsplace the evidence on the record, but sewes as a method of organizing
it in a meaningful way.
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Purchaser questionnaires may provide scmeuseful information; in
pa_rticular, any releyant data regarding transactions at the same level of
trade would be especially helpful. At the interconnect level, data
regarding exclusive territories or equusivg dealing arrangements, as well
as information on the terms and corditio;_'as of trade, would be useful.

As noted in the Views of the Commission, the price evidence in this
preliminary investigation is not probative. 5/ Because so much of the
campetition between subject imports and damestic SBISs occurs across
distinct levels of trade, even imprqved price data may have limited
probative value. Despite tﬁisproblem, every effort should be made to
secure the best possible pricing information.

The price data for sales made at the same levei of trade show a.wide
disparity in prices for SBISs that fall into the same category. In several
cases one foreign manufacturer produces several systems whose prices
bracket the prices of domestic products. This suggests to me that the
different systems are not perfect substitutes. 1In any final
:i.nvestigations, price information should be analyzed in relation to the
features available in competing models. A list of common features (music

on hold, paging, etc.) that are standard in some systems and optional in

- others might be developed and an indication provided as to whether a

. feature is star_xiard, optional, or unava_ilable. 6/ Also, because SBISs are
often configured below their rated capacities, and the size of the
difference can affect performance, data on rated capacities should

accampany presentations of price data.

5/ See Views of the Commission at 37.
6/ The cost of optional features should also be noted.
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The price of Systems to cusStomers othér than end-users in the staff
report were constructed from the lowest reported prices of the individual
subassenbl ies that constitute these systems.7/ The proportion of ‘sales
accounted for by thesé "lowest price" ¢onstructions ‘and the cdmparability
of the quantities underlymg thé '"constructed prices" of the varicus
telephone systems whose prices are compared in”these tibies are also not
apparent. Furthermore, ‘the rationale for basing these constructions on
lowest rather than average prices is obscure. “There is no indication of
whether the resilts ‘based on thé average cost of Subassemblies would show
the same price relationships. ‘

The prevalence of competition ‘across levels of trade between AT&T, the
dominant domestic producer, and other suppliers is a key factor in
evaluating the overall substitutability between subject imports and =
domestic like products. Some insight irto cross-channel competition might
be obtained in questionnaire responses fram AT&T and intérconnect
purchasers regarding their sales contacts with end-users and other '
~ indicators of business strategy towards end-users. Direct contacts with
e.nd—ué.e.rs are another potential source of information to the Cammission.
However, while the Commission has previously dealt with domestic industries
that sell directly to end users, to my knowledge we have néver: beforé dealt
with a case where the end-user market was so diffuse.8/ In the event that
we sample the population of end usérs, it will be necessary to ensuré that

this sample is unbiased. The diffusion of the end-user market ‘also raises

7/ See Producers’ Questionnaire at 36. Also Staff Report at A-42-to A-43.
(Tables 27 through 37).

8/ AT&T, the largest domestlc producer, reported shlpments of over *******
SBISs in 1987.
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problems for the evaluation of anecdotal evidence regarding lost sales,
because even a large number of such allegations may cover transactions that
are insignificant relative to the total market.9/

In the staff report for these preliminary investigations, there is a
wide disparity between the importers’- shipments data and import.value
data.10/ The importers’ shipments data indicate much higher values than
the import value data. In cases where the import value data reflect
transfer prices among related parties, the shipments data provide a better
indicator of the true market value of imports. However, where importers -
are unrelated parties, any discrepancy between import valuations and -
shipment valuations will primarily reflect value that is added by
importers. Unless all imports fall into one or the other category, a mix
of import value data and importers shipments data may be necessary to
accurately gauge the U.S. market share of subject imports in value terms.
The same considerations would also apply to evaluation of the role of non-
subject imports in the U.S. market.

I also would be interested in developing additional insight into the
respoﬁsiveness of the overall demand for SBISs to changes. in price. In
this regard, the parties might be asked to provide information on the
relative importance of end-user demand from new buyers, such as new
businesses, that do not yet have a SBIS in place, and demand from end-users

* that are replacing an existing SBIS. In .the latter category, cases in

9/ I generally believe that lost sales evidence is one of the least
probative elements of the record the Commission collects in Title VII
investigations. ’

10/ See Staff Report at A-31, A-33 and A-34 (Tables 18, 19 and 20) for
import value data, and at Appendix E, Table A for importers’ shipments.
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whidlafizmhasmtgrownitseadstirgéms should be distinguished from
those in which increased capability rather than increased capacity
motivates the decision to replace a current system. Further analysis of
the product cycle in the SBTS market, which both petitioners and
respondents agree runs from five to seven years, would also be appropriate.

Finally, during the preliminary investigation, information was '
collected regarding the mumber of circuit boards and other assemblies
produced. Without standardization for the mmber of functions performed,
this information is of dubious value. Technological advance, which may be
occurring at different rates within the product lines of different
producers, may affect the number of cards necessary to perform a given set
of functions. Telephones and consoles would appear to be less suspect to

this "couriting” problem.

Preliminary Causation Analysis

In these preliminary investigations, the alleged margins of dumping are
high, averaging 60 percent for Japan, 50 percent for Korea, and 45.9
percent for Taiwan.1l/ The market share held by imports i§ substantial in
both quantity and value terms.12/ Very little evidence was presented
regarding the sensitivity of overall demand to the level of SBIS prices.
The fact that the product cycle is apparently scmewhat shorter than the
physmal lifetime of the equipment suggests that" end-users may have the
option of lengthenmg the time between upgrades or acqulrmg refurblshed

equipment as an alternatlve to buying new SBISs; this could indicate that

11/ See Petition at 19-20.
12/ See Report at A-33 (Table 19) ard at Appendlx E, Table A.
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demand is somewhat elastic. Neverthelés, the weight of the evidence
supports the notion that the demand for SBTSs is moderately inelastic.

In addition, 'as noted above, the discrepancy between the market share of
imports expressed in value and quantity terms, and the significant
dispersion in prices of SBISs sold for comparably sized installations,
indicate that different manufacturers’ systems are not perfect substitutes.
Taken as a whole, however, the weight of the evidence collected thus far
intimates that there is at least a moderate degree of substitutability |
between the subject imports and the domestic like product. Finally, the
record indicates that domestic producers hold a decreasing share of a
market that has been declining in absolute terms and have significant idle
capacity.

.Based on these factors, I determine that there is a reasonable
indication that a domestic industry is materially injured by reason of
imports of SBISs that are allegedly sold at less than fair value.
Admittedly, the record does not contain certain types of data that would
assist the Commission in determining the extent to which the subject
imports compete with the domestic like product. However, petitioner has
established a plausible case that any final investigations could reveal the
requisite degree of injury by reason of the dumped imports. Under the
American Iamb decision, therefore, an affirmative determination is






ADDIT-IONlA._L. VIEWS OF CQP&MISS_IQNER RONALD A CASS
~Certain Telephone Systems
from Japan, Korea and Taiwan
Inv. Nos. 731-TA-426, 427 and 428
e (Preliminary) '

"I condur with the Commission's affirmative determination in
these investigations, finding that there is a reasonable
indicatibn ﬁhéﬁ the dbmestic industfy is suffering material
injury by reéébﬁ of 1ess'than fair vélue'("LTFV") imports from
Japan, Korea and Taiwan. I offer these Additional Views because
ny analyéis'bf the legal and factual questions presented in these
investigations differs in several respects from that of certain
of my colleagues.

I. LEGAL STANDARD GOVERNING DISPOSITION
OF PRELIMINARY INVESTIGATIONS

For reasons explained in Section III, infra, I have
determined that the record-evidence presented to us in these
preliminary investigations is sufficient to warrant an
affirmative determination. 1In order to explain how I have
reached this conclusion, it would perhaps be useful to explain
briefly my understanding of the. legal standard goverﬁing the
Commission's determinations in preliminary investigations.

Under Title VII of the Tariff AGt of 1930, as amended by the
Trade Agreements Act of 1979, the Coﬁmissién is;required, in' .
preliminary:éhtidumpiﬁg:and éountervailing duty investigations,.

to determine whether there is a "reasonable indicafion" that an
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industry in the United States has been materially injured, or is
threatenéd with such'injury;'Bylreason‘of imports that have
allegedly been dumped or subsidizedfl/‘ The statute does not
explicitly address two related questions that must be resolved in
order to apply the "reasonable indicatiqn" standard to the cases
that come before us. First, what'quantum.of proof will justify a
determination by the Commission that there is a reasonable
indication of material injury, or threat thereof by reason of
imports alleged to have been unfalrly traded° Second, what
methodology should the Cpmmission‘employ in determining whether
that quantum ef proof has in fact been established? The answef
to these questions is not self ev1dent but the statute and its
legislative hlstory, Judlcial precedent and past Commission
practice provide guidance on both of these issues.

By providing that antidumping and countervailing duty’
investigations shall go forward if there is a "reasonable
indication" of material injury., Corigress clearly intended to
"weight the scales in‘*favor of affirmative~and against negative

determinations."2/ In short, the dquantum of proof ‘required to

1l/ 19 U.S.C. §81671b(a), 1673b(a). The statute also contemplates
-that the Commission will, in appropriate cases, reach an
affirmative determination. if there is a reasonable indication
that the development of a domestic industry has been materially .
~retarded by reason of imports that have allegedly been unfairly
traded.  For the purposes-of this discus$siodn, the: concept of
"1nJury" is intended also to encompass the notion of materlal
retardation.:

2/ American Lamb Co. v United States, 785 F.2d 994, 1001 (Fed.
Cir. 1986): see also Yuasa-General Battery Corp. v. United
States, slip op. 88-89 (Ct. Int'l Trade, July 12, 1988) at 5.



sustain an affirmative determination is clearly lower than that

quired in order to support such a determination in a final
investigation. Put another way, the preponderance of the
evidence on each relevant issue need not be in favor of a
petitioner in a preliminary investigation before an affirmative
determination may be made.

By the same token, however, it is just as plain that the
"reasonable indication”" standard was not intended to preclude any
possibility of negative determinations in preliminary
investigations. As the Court of_Appeals made clear in its
decision in American Lamb, 3/ Congress, in articulating this
standard, sought'to balance two competing concerns.4/ Congress
did not want meritorious petitions rejected, and hence providéd
I!hat investigations should cdntinue past the preliminary stage
even when the evidence of record was not sufficient to support an
affirmative final determination. However, Congress also believed
that the costly process of final investigations both by this
Commission and the Department of Commerce, with the attendant
disruptive effect upon trade, should not be endured unless there
were sufficient injury to a domestic industry at stake tofjustify
the cost; this is the very reason why the intermediate step of a

preliminary investigation was created.

3/ Cited, supra, at n. 2.

4/ See American Lamb Co. v. United States, supra, 785 F.2d at
1002-3, ¢citing S. Rep. No. 1298, 93rd Cong., 2d Sess. 171 (1974).



The preliminary investigation originated in the Trade Act of
1974. The legislative history of that statute sheds some light
on the purpose that Congress intended such investigations to
serve:

- .Under the present Act, the Secretary of the Treasury

must complete his entire investigation as to sales at

less than fair value before the matter can be referred to

the International Trade Commission for its injury

determination. The Committee felt that there ought to be a

procedure for terminating investigations at an earlier

stage where there was no reasonable indication that
“injury or the likelihood of injury could be found

The amendment is designed to eliminate unnecessary and

costly investigations which are an administrative burden

and an impediment to trade.5/

The Trade Agreements Act of 1979 revised the prellmlnary
1nvest1gatlon process in two respects First, it made
prellmlnary 1nvest1gatlons mandatory in Tltle VII cases.6/
Second 1t sllghtly modlfled the standard to be used in such
investlgatlons by restatlng it in the afflrmatlve rather than the
negatlve, the statute was revised to provide that the Commission
shall make a determlnatlon whether there is a "reasonable
1nd1cat10n" that a domestic 1ndustry is materlally injured or

threatened with such injury!l/ However, there is no indication

in the language or ledislative history of the 1979 Act that the

5/ S. Rep. No. 93-1298, 93rd Cong., 2d Sess. 170-71 (1974).
6/ See 19 U.S.C. §§1671(b), 1673(b).
17/ Id.

B S



Act was intended to alter fundamentally the standard applicable
in preliminary investigations.8/

The legislative history of the 1979 Act also suggests that,
in preliminary investigations, "[tlhe burden of proof . . . would
be on the petitioner".9/ Subsequent court cases and legislative
histofy have cast some doubt on the precise nature of the burden
imposed on a petitioner.l1lQ/ Still, it is plain that some quantum
of proof of injury must be on the record to justify an
affirmative determination. The precise quantum of proof required
can not, of course, be quantified, and can not easily be
described with great precision. That said, however, as I have
noted in other opinions,ll/ past Commission practice suggests
that the burden falls on the petitioner to satisfy the Commission
that there is "at least a colorable basis" for an affirmative
final determination.

Our standard for preliminary determinations seldom is

discussed separately from a second factor that shapes our

8/ To the contrary, in the report that it issued in connection
with that legislation, the Senate Finance Committee stated that
it understood that the "reasonable indication" standard would be
applied in the same manner as it had been under previous law.
See S. Rep. No. 96-249, 96th Cong., 1lst Sess. 49, 66 (1979).

9/ Id. at 66.

10/ See Budd Co. Railway Division v. United States, 507 F. Supp.
997, 1003 (Ct. Int'l Trade 1980); H.R. Rep. 1156, 98th Cong., 24
Sess. 182 (1984).

11/ See, e.9.. Electrolytic Manganese Dioxide from Japan, Ireland
and Greece, USITC Pub. 2097, Inv. Nos. 731-TA-406-408 .
(Preliminary) 23-24 (July 1988) (Additional Views of Vice
Chairman Brunsdale and Commissioners Liebeler and Cass).
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disposition of preliminary investigations: the methodology for
evaluating whether that standard is met. Several discrete
methodological issues arise in our discussions of preliminary
determinations. First, are we limited to consideration only of
evidence offered by the Petitioner? Second, if evidence not
adduced by Petitioner can be considered, how should conflicting
evidence be weighed? Third, how should the Commission treat

7 evidentiary gaps on issueé criticalrtozour substantive
determination?

The answer to the first of these questions seems relatively
clear. Commission practice, approved by the U.S. Court of
Appeals for the Federal Circuit in American Lamb, 12/ among other
cases, 13/ has been to consider evidence offered by Commission‘
staff and respondents as well as petitioners.

With respect to the second question, which concerns the
manner ih which conflicting evidence is to be weighed, the
Commission's practice, also approved by our reviewing courts, has
been to view evidence in a light favorable to petitioners,
drawing inferences adverse to petitioners' case only where the
opposing evidenée clearly and convincingly supported the contrary

proposition.;g/ As with other verbal formulations of evidentiary

12/ American Lamb Co. v. United States, cited, supra, at n. 2.

13/ See, e.q., Yuasa-General Battery Corp. v. United States,
cited, supra, at n. 2.

14/ Seg Certain Welded Carbon Steel Pipes and Tubes from the
Republic of Korea and Taiwan, USITC Pub. 1324, Inv. No. 731-TA-
131 and 132 (Preliminary) (June 1983); cCanned Mushrooms from the



- 59 -

standards, this "clear and convincing" standard is subject to
divergent applicatiénsi ‘But, whatever disparities may be found
in its‘application, it has been understood plainly to mean that a
neéatiVe“determination will not be reached in a preliminary
investigation simply because on each substantive issue the
Commission finds the weight of the evidence marginally favors an
inference consistent with such'a decision.

Finally, the absence of evidence on a matter that .is
relevant to our disposition of an investigation will not -
necessarily preclude an affirmative preliminary determination.

In each instance, the Commission will consider the legal
significance of the matter as to which evidence has not been
developed, the likelihood of obtaining evidence adequate to our
purposes ih a -subsequent  investigation, and the basis for the:
belief ‘that such evidence, when obtained, will support
petitionér'S»claima:ii/ T - C

Thus, in my view, the Commission may issue a negative
determination either because (i) the evidence presented in
support of a petition does not standing alone, amount‘to a ‘
reasonable indication of injury or threat of 1njury, ané tnere 15

nO»reasonable 1likelihood that=such evidence will be de?eloped in

People's Republic of China, USITC Pub. 1324, Inv. No. 731-TA-115
(Preliminary) (Dec. 1982). ' ' v L &

15/ See Electrolytic Manganese Dioxide from Japan, Ireland and
Greece;, USITC Pub.:2097, Inv. Nos. 731-TA-406-408 (Preliminary), -
(July 1988) (Additional Views of Vice Chairman Brunsdale and
Commissioners Liebeler and Cass). ' -
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a final investigation, or (ii) because the evidence presented in
opposition to the petition is so clear and convincing that the
evidence supporting the petition cannot on the record as a whole
be said to provide a reasonable indication of injury, again with
the caveat that there is no reasonable likelihood that contrary
evidence will be developed in a final investigation.l16/ 1In this
case, for the. reasons explained herein and in the Views of the
Commission, I do not believe that a negative determination can be
justified upon either of these baseé. | ” 7 o
II. DOMESTIC LIKE PRODUCT

I have joined in the Commission's Views .on the like product
issues presented in these investigations and have little to add
to them. However, it might be helpful to elaborate briefly on
the reasons:-why I have cohcluded that uninstalled telephone
systems (hereinafter referred to as "systems" or "telephone
systems")1l7/, rather than subassemblies of such systems, are the
relevant like product. As in other cases presenting conceptually

similar issues,18/ I have found this question to be an extremely

16/ For a discussion of how this understanding is in accordance
with the court's opinion in American Lamb, see New Steel Rails
from Canada, USITC Pub. 2135, Inv. No. 701-TA-297 and 731-TA-422
(Preliminary) 28-30 (Nov. 1988) (Additional Views of Commissioner
Cass) ("New Steel Rails").

17/ Thus, the terms "system" or "telephone system", as used
herein, unless otherwise indicated, do not refer to an installed
system.

18/ See, e.q., Digital Readout Systems and Subassemblies Thereof
from Japan, USITC Pub. 2150, Inv. No. 731-TA-390 (Final) 74-79

- (Jan. 1989) (Concurring and Dissenting Views of Commissioner
Cass) ("Digital Readout Systems").
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close one. This issue haé recurred, and-will no doubt céntinue

to recur, in Title VII casés. Accordingly, even though the issue
does not have appear to have any decisional consequences for this«i
proceeding, 19/ I believe that it is incumbent upon us to offer as
full an explanation as possible of the manner in which we have
analyzed that issue in this case. Two points, both touched on'in
the Vieéws of the Commission, are particularly important to an
understanding of my analysis of that issue.

‘First, it should be emphasized that, although foreign
producers sell subassemblies to distributors and interconnects,
the actual competition between the imported and domestically-
produced products is competition for éales of telephone systems;
it is not'competition'for‘séles of subassemblies. Indeed, there
is effectively no market competition-for“sales of subassemblies,
divorced from system sales._'As the Commission emphasizes, the-
end user purchases a system (whether installed, in the case of
end users, or uninstalled, in the case of distributors or
wholesalers) .20/ There is no consumer market for the relevaﬁt
subassemblies'apart from telephone systems. Purchases of
subassemblies by importer distributors or interconnects are
entirely guided by their assessment of the demand for systems
comprisgdiof_such subassemblies. Moreover, subassemblies of one

producer cannot be combined with those of another producer to

19/ See Views of the Commission at 15.
20/ I4.
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build a system.2l/ Hence, the end user does not —- and indeed,
as a.practical matter, cannot —-- decide-to purchase a particular
subassembly from one producer or the other béseduupon the price
or other characteristics .of that subassembly.22/ Thus, the fact
. that one producer miéht:offer'a particular subassembly at a price
lower than that.offered by other producers for the same kind of

| subassembly -- but a subaésembly_that Oor may or may - -not have
~entirely identical characteristics and functions -- is .
essentially-ifrelevanf.vﬂIt isithe priqe:and quality(ies) of the
system és.a whole that matters.

Second, - the facts of this case are, on the record now before: -
us, fundamentally different from those presented in Digital -
Readout Svystems, a recent case in which we were also required to
consider whether subassemblies used_to,cgnstructva "system"
should be viewed as separate like products. ~In Qigi;gl_gggdgg;
S!s&ems.:I, like the other members of the Commission, reached the
conclusion that the subassemblies at issue were, in fact,
separate products,- although my analysis of'tﬁis issue differed
somewhat from that of theﬂmajority oﬁ my colleagues.23/ In thié

case, subassemblies are not an appropriate like product for

21/ See id. at 12-13.

22/ This is so, Ln;gi alia, because particular subassemblies may
perform different functions in different systems (see Views of
the Commission at 3-4), and because subassemblies made by

different manufacturers cannot be combined in a s1ngle system
(see Views of the Commission at 12-13).

23/ See Digital Readout Systems, cited, supra, at n. 18.
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several reasons, some of which - -distinguish this case from Digital
Readout Systems. First as prev1ously discussed there is no
independent market for the subassemblies in question» Whether
-that was true in Qig;tal_ggadgut_Systgms is much less clear.
Second, in this case, all of the major subassemblies are made by
all of the pertinent domestic and foreign producers .~By o
contrast, in gigital_ggadgut_systgms some producers made only
one or the other of the relevant subassemblies, indicating that
production was to some extent segmented on a subassembly

' basis-g_/ Thus, in D _;g;ta;_ggadgg;_&ystgms much of the
information relevant to our deCiSion was available only on a
subassembly basis, while here most of that information is
available only at system level Third, in Qigi;a;_ggadgn; )

| Systems, unlike here, certain components that comprised the
systems were not, in fact, subject to the investigation 25/
Accordingly, a definition of the like product at the system level
was'problematic, in that the subJect 1mports could not be said to
fully'comprise the "system". In short, although there are a few'
similarities between the instant 1nvestigations and 1git§l
Beadgut_&ystems on many of the key issues that led me to |
conclude that subassemblies were the relevant like product in
Q;g_tal_ﬁeadgut_ﬁyste_s the facts here pOint in the oppOSite

direction.

2_/ §ee Digital. Readout Systems, sup_a at 77
25/ See id. at 78 79.
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ITI. REASONABLE, INDICATION OF INJURY

F_LTFV PORT

A. Framework for Analysis{-The "Unitary" or- o - -
' "Comparative" Approach

In other cases, I have explained at length the approach that
I employ in address1ng the questions presented to us in'
antidumping inyestigations’under Title VII of the Tariff‘Act of
1930"25/ I do nét believe that a compiéte:reiteration of my
views on’ thlS subject is. either necessary or appropriate here,
however, a brief discuss10n of the essential elements of my
approach, which has often been referred to ‘as’ the "unitary" or
"comparatiye approachﬁf‘would'perhaps'be‘helpful.
| ‘For several reasons, I have reached the conclusion that the’
analytical.framework used in recent years by many Commissioners,'
at times a majority of the Commission, is not the approach best
suited to carry out the requirements of Title ViI. First in my"
View. it is not consistent with our statutory mandate for the
”Commission to ask separately whether the domestic industry has
.been injured, and then,lif'injury has been found, to induire
. whether imports caused or contributed to that injury. I believe
"that theiianguage of the statute, as well as its legislative

history., indicates that Congress intended that the Commission

26/ See, e.q., 3.5" Microdisks and Media Therefor from Japan,
USITC Pub. 2076, Inv. No. 731-TA-389 (Preliminary) (Sept. 1988)
(Additional Views of Commissioner Cass) ("Microdisks"); Internal
Combustion Engine Forklift Trucks from Japan, USITC Pub. 2082,

Inv. No. 731-TA-377 (Final) (May 1988) (Additional Views of
" Commissioner Cass) ("Forklift Trucks").
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conduct a unified (br'"unitary")'analYSis of the relationship
between LTFV imbdfts and tHe domestic industry that compares the:.
indUstfy's éctuél'performanCé with what the domestic industry's "«
perfofmance would have been;if there had been no LTFV imports.
Amond'other éhings, any alternative to-a unitary approach
necessarily creates, without warrant in the statutory language or
evidence of Congressional ‘intent, a requirement that the domestic
industf§wbé "unhealth?“, by whatever measure, as well as injured
by redsdﬁ of LTFV imports:21/ -

SeCond,'tb state‘What(might appear at first blush to be
obvious, the Commission has a duty to explain clearly how it has
assessed the impact df:LTFV,imports on the domestic industry. We
must articulate the major factual inferences and assumptions that
underlié our assessment of the issues before us, and must explain
how they lead us to the conclusion that we reach on the ultimate
question that we are'required to address -- that is, did dumping
cause matérial injury to the domestic injury? In this respect,
we are, of course, no different khan any other administrativé
agency{gg/h Ou;}dupy,is not :ully discharged if we simply examine
in a genega%.way the volume of imports and the present condition

of the domestic industry and, after intuitive evaluation of their

27/ The distinction between the unitary approach and the
alternative, bifurcated approach, and the legal reasons why the
unitary approach is preferable, are discussed in detail in
Digital Readout Systems, supra, at 95-119.

28/ See, e.d., SEC v. Chenery Corp., 318 U.S. 80 (1943); Phelps
Dodge Corp. v. NLRB, 313 U.S. 177 (1941).. :
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relationship, offer our conclusions as to whether the induetry"
" has been injured by reason of LTFV imports. However, the
approach"éometimes'employed'intTitle VII cases does'notﬁidentify;
. many of the predicates necessary to assess: the effects of LTFV
imports on the domestic-industry, and, hence, does not'apbear
adequately to fulfill this-obligation. |

The unitary or comparative approach avoids these
~difficulties, while carrying out,:clearly and directly;?the_
directives contained ih the statute that gouerne'entidumping‘
investigations. - Title VII of the Tariff Act describes with
reasonable speCificity*the'fundamental inquirylthat<the
Commission must undertake, as well as the subsidiary inquiries
that are to lead us to our ‘ultimate conclusion With respecc:to
the impact of7LTFV=imp0rts; ‘The factors given by che statute and |
the order in which they are~listed ih the statute suggest-a E
three—pert inquiry ‘into che céusatioh of material injury.29/.
Title VII directs!the Commission, in assessing the causation of-vu
injury by dumped-importsgfto .

"¢consider, among other factors -- ’ -

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

(1iii) the impact of imports on such merchandise on
_domestlc producers of like products . .. 2"30/

29/ The aggregation of the statutory factors into three types of
inquiry does not suggest that only three factors are important..
The three 1nqu1r1es that I undertake comprehend all of the
statutory factors.

30/ 19 U.S.C. §1677(7) (B).
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The §tatute goes on to spell out thésé three factors with greater
particularity.31/ This sSuggests that the Commission must
carefully consider three, related questions.

" First, in examining the volumes of imports of -the
merchandise under investigation, the Commission must assess the
extent to which import volumes changed as  a result of the dumping
(or allegéd.dumping).' This chanoe will be closely related to the
change in prices of these imports consequent to dumping. Second,
the Commission must attempt to determine'how these imports
aftected prices, and’oonbomitantly sales, of thehdomestic like
product. Finally, the Commission must carefully evaluate the
manner: in whioh changes in demand for the domestic like product
caused by LTFV imports, considered in connection with the second
inquiry, affected suohtfactors as'return on'investment and the
overall level of employment and:employment compensation in the
domestic-industry. The Commission must, of course, also assess
the significance of these effects 32/

B, _Causation of Material Injury: Certain Telephone Systems and

In considering the question of causation of material injury

in these investigations, we must consider, as a threshold matter,

3_1/ See 19 U.s.C. 5‘1677‘(7) (C).

32/ Whether- the injury to the domestic industry caused by LTFV
imports rises to the level of materiality requ1red under Title
VII is, in some sense. a fourth part of our inquiry See Digital
Readout Systems, supra, at 117-119. _ ' S
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- whether the volume and effect of. the imports from the three
subject countries 77rJapan.-Korea.and;Taiwan.-— should be
cumulatively assessed. . The Commission is required_;o perform_a
cumulative assessment ’‘of imports from two or more countries of
like products-subject. to investigation if such imports compete

-with each other and with like.products of the domestic industry
in the United States market".33/ The Commission has generally
looked at the following four factors in order to determine
whether cumulation is appropriate:

. (1) the degree of fungibility between the imports from
different countries and between the imports and ‘the
domestic like product:; :

(2). the presence (or absence) of sales or offers to sell 1n
the same geographical market imports from other
countries and. the domestic like product;

{3) the existence of common or similar channels of
distribution for imports from different countries ‘and

- the domestic like product; and

:(4) whether the imports are . simultaneously present in the
market. 1&/

'However, even where consideration of these factors would
'otherw1se indlcate that cumulatlon is called for. the Commissibn

is not required to cumulate imports from arpar;icular.country if

33/ 19 U.s.c. 51677(7)‘(C) (1v) .

11/ SQQ e.d., Antlfrlction Bearlngs (Other Than Tapered Roller
"Bearings) and Parts Thereof from the Federal Republi¢ of Germany,
France, Italy, Japan, Rumania, Singapore, -Sweden, Thailand, and
the United Kingdom, USITC Pub. 2083, Inv. Nos. 303-TA-19 and 20,
731-TA-391-399 (Preliminary) 30 (May 1988); Thermostatically
Controlled Appliance Plugs and Probe Thermostats Therefor from
..Canada,. Hong- Kong, Japan, - Malaysia and Thailand, USITC Pub. 2087,
~Inv. Nos. 701-TA-290-292, 731-TA-400-404 (Prelimlnary) 15 (June
1988) .
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it determines that imports 6f the merchandise from that country.:
are negligible and have no-discernible adverse impact on the
domestic industry.35/ _Befofe'concludihg that imports from a
given country are negligible, we must'ébﬁclude, inter alia, that
both the volume and market share of the relevant imports are
negligible.36/ |

In these investigations, for different reasons, the
Taiwanese and ‘Korean Respondents have argued that cumulation
is not appropriate. Their respective arguments are considered in
turn.

The Taiwanese Respondent, Sun Moon Star Group, has argued
that'imports of the subject ‘imports from Taiwan should not be
cumulated with those from other countries becaﬁsé Taiwanese
imports are "negligible" within the meaning of the statute.37/
The Taiwanese Respondent points in particular to the low market
.share accounted for by subjecﬁ imports from Taiwan.38/ |

The Taiwanese market share is, in fact,.relatively low, but
hardly insignificant; The Commission staff has not been ablé in
these preliminary investigations to compile reliable data on )

domestic' consumption and imports of "systems" per se from the

35/ 19 U.S.C. §1677(7) (C) (V).
36/ Ld...

37/ Post-Conference Brief of Sun Moon Star Group ("Taiwan Brief")
at 20-21. . : .

38/ Id. at 21; Post-Conference Brief of Sun Moon Star in Response
~to Petitioner's Confidential Information.
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subject countries.39/ However, the Commission has attempted to
estimate the value of shipments of imported subassemblies and to
compare it to the apparent domestic consumption .of small busiﬁess
telephone systems.40/ These data indicate that imports of
telephone systems from Taiwan accounted. for. at-least [ * ]% of
domestic consumption during the first nine months of 1988.41/.
Moreover, these data may underestimate the actual market
penetration by therTaiwanese producers at, the system level., . For
example, the Commission believes thatrconttel and.switcbing’
equipment are the subassembly that corresponds most clesely to
"systems" .42/ Measured by quantity, imports. of control and=
switching equipment from.Taiwan accounted for [ * 1% of U.S.
consumption of such equipment in 1987,‘and [ * 1% in the first,.
nine months of 1988.43/ Measured by value, imports of .such. .

equipment from Taiwan were lower -- [ * 1% in 1987 and [ * 1% in

39/ Report at A-58.

40/ See USITC Memorandum INV-M-018 (February 8, 1989) from the
Office of Investigations at 2; Report at B-18. In these
preliminary investigations, I have used these data as the best
evidence available to us. However, as discussed, infra, in any
final investigation, I would invite the parties to address the
question whether such data are an accurate measure of import
penetratlon in the market for sales of telephone systems.

41/ Report at Appendix D at Table D. .

42/ Id. at A-12. Each new system has one control or switching
unit. Id. Although control and switching units are sometimes
sold to replace an existing unit, or to expand an ex1st1ng
system, the quantities of control and switching units shipped
closely approximate the number of systems shlpped Id.

43/ Id. at A-36, Table 21
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the rirstznine menths’of 1536 44/ - but still plainiy more than
de ﬁiniﬁis.' Mereover, the absolute volumé of imports from Taiwan
cannOt'be-dismissed as”insignificant; In 1987, for example,
Taiwanese proauders exported almost'[ * ] control and switching
units to the United'States.Ai/ In the first nine months of 1988,
almost [ * ] such units were imported from Taiwan.46/
Furthermore, the items in question are not inéxpensive}'for
example, the control and switching equipment imported from Taiwan
in the first nine months of 1988 had a value of 'in excess of §[*]
million.47/ |

As the Taiwanese Respondent‘correctiy‘pointstOut} Congress
has“nOt'provideg, in either the.language or legisiative history
of the statute, any'numerieai.sténdards or other'gnidelines as to
the meening of the term "negligible", other than offering the
observetion that the éoncept may have“different"meanings in
idifférentindustries'.g__&/ However, I do not believe that Congress
intendedithat we regard imports of the maghitude in question here
-z which are significant in terms of volume, value and market

share -~ as negligible.

44/ 1d.. . ) -

45/ Id. at A-31, Table 18.

46/ Id.

L T

48/ Taiwan Brief at 20.
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. One of the Korean,RespondentsJ'Goldstar,ﬂa:gueg that the
volume and effects 6f,impo:ts from Korea should not be cumulated
because Korean impo:ts consist of subassemb;ies aﬁd'componen;s
that are "custom made" and therefore not inéerchangéable with
subassemblies from Japan or Taiwanlor those made in the United
States.49/ Go;dstar,also‘afgues_that "it is simply unrealistic
to speak of;impqrts qf .o .‘[Ko:ean],cgmpongnts.competing with
AT&T's telephone systems”.50/- | |

Ho&ever, ;he fagt femains thaptthe Korean imports, éven if 
"custom made” in some sense that the imports from the other two.
subject countries g;e'ﬁqpf appear, og;the basis pt the. record
before us ih theseﬁpreliminary,inyestiggpions, to-be entirely
~dedicated for:use 1pfsygtems thatlcompete withwthose manufactured
by the domestic industry. If ;hig case shou;d return to ﬁs in
the form of a final investigation, Goldstar could, of course,
attempt to persuadé.us tha: this apparent’cqmpe;itionfdées_not in
fact exist., On the‘bgs}s of the present,recqfd,tpowever,,I am
not at all persuaded of this. Accordingly, i qannoﬁHQetermiﬁe.
as Goldstar urges, that cumulation of the Korgan‘i@portsvis
inappropriate because such imports do not compété;with_those madé
by the subject Japanese and Taiﬁanése producers or by the.

domestic industry.

N

49/ Post-Conference Brief on Behalf of Goldstar Telecommunica- )

tion Co., Ltd. and Goldstar Products Co., Ltd. ("Goldstar Brief")
at 14-17. ‘ i '

50/ Id. at 16.
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Given the record in thése preliminary investigations and the
legal standards applicable in such investigations, I .cannot
discern any other basis upon which we might refuse to cumulate -
the volume and effects of the imports from Japan, Korea and
Taiwan. I reach this conclusion for essentially the reasons
stated in the Views of the Commission. However, I note that, if
this case should return to us in a final investigation, my views
on this subject might change if any or all of the Respondents
presented us with persuasive evidence that their products
" effectively do not compete with those of the domestic industry.
In that event, I would find it particularly relevant for the
parties to address the question whether there .is a marked
discrepancy between the market share of each subject country when
measured by quantity, and:their respective market shares when
measured by value, and, if: so, whether this discrepancy
demonstrates that the imported products compete for a segment of
the ‘market in which the domestic -industry effectively does not
compete.51/ |

2, ) es and Pri of LTFV Impor .

The evidence now on record before the Commission suggests
that the prices‘of the subject imports would have declined
substantiaily as a_rgsult»of the dumping alleged by Petitioners.
Petitioner alleges ﬁhat these imports were sold at prices that

were lower than fair value by significant margins. Petitioners

51/ The issue is discussed in more detail, infra, in Section
" III.B.3.
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assert that the subject Japanese systems were sold at prices
reflecting dumping margins that averaged more than 80%.52/ In
the case of Korea, Petitioners allege that the average dumping
-margin was almost 50%.53/ Petitioners claim that the Taiwahese
Respondent ‘sold its System 30 at a price reflecting a dumping
margin of 45.9%.54/

These margin allegations have not, of course, yet been
tested in proceedings before the Commerce Department. Still, in
Title‘VII preliminary investigations such as these, these alleged
mérgins are the best evidence available to us, and we are, in my
view, generally required. to accept them as such.55/ 1Indeed, the
legislative history .of the Trade Agreements Act of 1979 makes
clear that, in preliminary investigations in antidumping cases,
the Commission "wili be guided by the description of the ..
allegation of 'the margin of dumping contained in .the petition or
as modified.by . < [Commercel".56/ Accordingly, although I
believe, as a general matter, that factual aséertions such as the
Petitioners' alleged margins should not be accepted uncri;icaliy,
I do not believe that a searching inquiry into.the.marginé is

appropriate under the bifurcated statutory framework established

52/ See Petition at 19-20. See also id. at Exhibit 6.
53/ See Petition at 20. S_e_e also :L_d_,_ at Exhibit 6.
54/ See Petition at 20. ' |

55/ See New Steel Rails, gupra, at 39-40.

56/ Statements of Administrative Action, Trade Agreements Act of
1979, at 415.
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¢ e
o

.r our prellmlnary 1nvestlgatlons Conéeivably;'where"margin' '

allegatlons are 1nherently 1mplau51ble or plalnly contradlcted by_J -

1rrefutable record ev1dence, we may not be’ able to accept
themn. §_/ However, I need not’ reach that issue in these

1nvest1gatlons because Respondents have not alleged “and the

record ev1dence does not otherw1se suggest that thlS lS the case
here . : e .

As I haVe noted.ln'othervcaSesﬁ.dumping'marginstafe not, in
an§~ewent,xconclusive of'the effects of the alleged dumping on*
theﬁprices'of the subject imports.58/ In general, dumping
marglns (as- alleged or as determlned by Commerce) do not
constltute a prec1se measure of the extent to which thé prlces of -

'Fubjectﬂimports declined as the result of dumping. In most
cases, the actual price decrease will be less than the full
amount of the dumping margin. The change in the price of alleged
LTFV goods that occurs consequent to dumping depends to some
"extent upon the nature of the dumplng . Plainly, dumping as w.
deflned by the Tarlff Act encompasses any sale of goods at a
hlgher»pgiCe in the exporter}s_home market'(or;a,surrogate forf:
it) and a lower price in the U.S. market. Tn genéral, dumping by

%

a . foreigh producer, charging loWer"prices’in;thé”Ugséjfor”its:h

§_/ New Steel Ralls, Supra fat'39~40.

58/ See,. e,g, New Steel Ralls. supra ‘at 42 Granular ,
Polytetrafluoroethylene Resin. from Japan ‘and’ the Netherlands,
USITC Pub. 2112, Inv. .Nos.. 731<-TA-385. and. 386 (Fihal) 74 (Aug.
1988) (Additional views of Commissioher Cass) ; Certaln Blmetalllc
Cylinders from Japan, USITC Pub. 2080, Inv. No. 731-TA-383 '~ = -
’(Final) 44 (May 1988) (Additional Views of Commissioner Cass).
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products than in the foreign market, occurs because the producer
‘enJoys more market power in the fore;gn market than 1n the U.S.
market and seeks to lncrease its overall profltablllty by
charging more where,the producer is ab;e to and less where he
faces more competitiop.ig/ cher;explanatiohs for dumping are
possible, 60/ but.Respondents}have notwaroued,.and the record
evidence before us does not suggest, that they are at all likely
explanations_in thisAcase. Accordingly, in_determining the
likely impact of the alleged dumping on the prices of the subject
imports for the purposes of these preliminary investigations, it
is most reasonable to conclude that this is a case where the
alleged differential pricing is a product of the_disparity in the

market power enjoyed by the subject foreign producers in their

59/ Commentators who have studied differential pricing in .
international markets have long believed that this is the best
explanation for most instances of dumping. See, e.g., G. von
Haberler, the Theory of International Trade with its Application
to Commercial Policy 296-317 (1936). See also J. Viner, Dumping:
A Problem in International Trade (1923)..

60/ For example, dumplng may reflect the desire to capture the
value O0f an established brand name in a market where that name is
known but not to add a premium for that name when its goods are
introduced into a new market. See Microdisks, sgupra, at 77; New
Steel Rails, supra, at 59. Dumping may -also be motivated by
predation, but predation is, in general, a most improbable -
explanatlon As the Supreme Court recognlzed in Matsushita
Electrlc 'Industries.'Co. v. Zénith Radio Corp., 475°U.S. 574, 589
(1986), "predatory pricing schemes are rarely tried, and even
more rarely successful".



respective home markets and their ﬁarket power in the U.S.
market.6l/ . ,
.In this regard, I notée that it is the difference between the
home market and the U.S. market that is of significance; no
absolute..judgment respecting the competitiveness of the U.S.
market or the noncompetitiveness. of the foreign market is
necessary. Moreover, while the number of firms in a given markeﬁ
is not irrelevant,..there is no necessary relation between the
number of firms in a market and the degree of market power a
given firm holds.62/ Absent«some special impediment to entry by
foreign firms, it is particularly not important to focus on the
number of domestic: firms participating in a given market. While
domestic production of telephone systems is dominated by a single
firm, the-evidence:of.recordvstronglywsuggests a very competitive
U.S. market for sales of §qch systems. That is the market at
issue here. The initial question, then, is how aumping may have
affected the volumes and prices of imports sold in such a market.
In any. case where differential pricing of sales to the U.S,
market and to a foreign market has occurred, the actual decrease
in the U.S. bficé of the subject impbrts‘that océurred consequeht

to dumping will be a percentage of the dumping margin; this

61/ In that context, see, e.q., JTECH (Japanese Technology
Evaluation Program) -Panel Report on Telecommunications Technology
in Japan 2-10 (May 1986) (prepared for the National Science
Foundation). e

62/ See, e.,q,, Demsetz, Why Regulate Utilities?, 11 J. L. & Econ.
55 (1968).
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percentage will be, in large measure, a function of the
proportion of the sales of the subject foreign producer(s) in
their combined U.S. and home market that is accounted for by

- sales in their home market.ﬁl/ In reality, an estimate of the
decrease in the price of the dumped product that is derived in-
this fashion will be somewhat overstated as it represents an
approximate upper bound of that decrease.64/ However, to the

- extent that such an estimate may give Petitioners:marginally the
benefit of a doubt in this case, I'beliéQé thatrtﬁis is
nevertheless appropriate given the legal standard that governs
preliminary investigations.€5/

.In this case, the record evidence indicates that.thel
percentage of the dumping margin that would have been<péssed
through to U.S. consumers of the subject imports in the form.of a
decrease in the price of those products conséquent to the alleged
dumping Qould'have’varied~signifi¢antly from country to country.
In the case of Japan, home market shipments accounted for the

bulk of the sales made by the Japanese producers in the combined

63/ See, e.d,, New Steel Rails, supra, at 60; Granular
Polytetrafluoroethylene Resin from Japan and the Netherlands,
USITC Pub. 2112, Inv, Nos. 731-TA-385 and 386 (Final) 74 (Aug.
1988) (Additional Views of Commissioner Cass); Certain Bimetallic
Cylinders from Japan, USITC Pub. 2080, Inv. No. 731-TA-383
(Final) 44 (May 1988) (Additional Views of Commissioner Cass).

64/ For a thorough explication of thisvsubject. see USITC
Memorandum EC-L-149, Assessing the Effects on the Domestic

Industry of Price Dumping, Part I (May 10, 1988) from the Office
of Economics at 1, n. 1, 13, 19-21.

65/ See discussion, supra, at 53-60.
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IP;S./Japan'market.ﬁﬁ/ This would suggest that the actual
decrease in the price of the imports from Japan that occurred
consequent to dumping would have been a relatively large
percentage of the dumping margin.

For Korea, the reverse would have been true. Sales to the
United States by the Korean producers far outweighed sales made
in the home market.67/ Accordingly, in the absence of dumping,
the price of the subject.Korean imports would have declined by
only a small percentage of the alleged dumping margin.

Taiwan would fall somewhere between the Japanese and Korean
examples. In the first nine months of this year, shipments by
Respondent Sun Moon Star to the United States and to its home

’market were [ * * ], with U.S. exports [ * * *

R ] home market shipments.68/ Thus, if there had been

no dumping, the price of the Taiwanese imports would have been

66/ Specifically, in the first nine months of 1988, home market
shipments of control and switching equipment accounted for about
84% of total shipments of such equipment made by the subject

- Japanese producers in a combined U.S./Japanese market. See
Report at A-27, Table 14. (For the reasons explained, supra, at
70, data for this equipment represents the best available measure
of system sales.) In 1987, the comparable figure was 82%. Id.

67/ In the first nine months of 1988, exports of control and
switching equipment to the United States from Korea amounted to
over [ * 1% of all shipments made by the subject Korean producers
in the combined U.S./Korean market. See Report at A~28, Table
15. For 1987, the comparable figure was even higher, almost

[ *1%. Id.,

68/ See id, at A-29, Table 16. 1In 1987, the picture was quite
different in that Sun Moon Star's U.S. exports were [ * * ]
than home market shipments. Id. However, Petitioners allege
that dumping occurred in 1988; accordingly, the 1988 data are

| more significant for present purposes.
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approximately [ * * ] between their actual_price and the pric
that would be reflected by the upward adjustment of this price 19
the full amount of the dumping margin.

Accordingly, the record evidence before us . in these
preliminary investigations suggests that the alleged dumping
reduced the price of the subject Japanesezimports substantially,
by an amount equivalent to a sizeable percentage of the dumping
margins alleged for the Japanese producers. For the subject
Taiwanese and Korean imports, the apparent price decrease was
smaller, particularly in the case of Korea, but in both cases,
the apparent price decrease nevertheless was .significant.

For reasons- discussed in more detail below, on the basis of
the record now before us, I must conclude that it is likely that..
accepting the allegation of dumping for purposes of this inquiry.
the price decreases that occurred for products of all three
countries as a result of the dumping also produced significant
increases in sales of the éubject-imporgé. “This is so
principally because ‘it is épparént that the imported systems ére
substitutable to at least a significant extent for the
domestically—producedAproduct;§2/ However, as explained more
fully below, the evidence on this iésué is far from conclusive,
and additional evidence that might be produced"in a final
investigatioﬁ might lead me to draw a‘differeht inference on this

point should this case return to us in a.final investigation.

- 69/ See discussion, infra, at 84-86.
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3. .Prices and Sales of ‘Domestic Like Progggﬁ e
The second inquiry sugdésted by the statuteZQ/ builds on the:

first. It asks, in light of the changes in the volumes and
prices of the subject imports that occurred consequent to the
alleged dumping, what chariges havé occurred in prices and sales
of the domestic like product? 1In this investigation, there is
reason. to believe that these changes may have been quite
significant. However, the record on certain issues relevant to
this question has not been fully‘developed-in these preliminary e
investigations in the limited time available to us. Accordingly,..
it should be emphasized that ﬁy conclusions in this regard are
not necessarily indicative of those that I would reach in a final
investigation.

One faét that suggests .that the subject imports have had a
significant effect on sales by the domestic industry is the share
of the U.S. market that has been held by the Japanese, Korean and
Taiwanese producers. For the reasons previously-stated, I have
used the import and domestic consumption data compiled by thé
Commission for control and switching equipment as the best'
availéblé indicator of penetration by the subject producers in
the market for sales of small business‘telephone systems.71/
'Using this ﬁeéshré, in fﬁe first nihe months of 1988, the subject

foreign'producers accounted colie¢tively for about 43.6% of the

=

70/ Ssee 19 U.S.C. §1677(7) (B) (ii).
1/

See discussion, supra, at 70.
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total quantity of small business telephone systems purchaéed in
the U.S. market, with .Japan accounting for 15.8%, Korea [ * 1%
and Taiwan [ * 1%.72/ Interestingly, however, if market
penetration is measured- by value, these producers had a
significantly lower collective market share. Again using the
value of'imports-oflcontrol'and-switching equipment. as the
relevant measure, the collective market..share of the: subject
__foreign producers was ‘only about 9.8%.73/ )
The Commission has;, however, also .attempted to estimate the
share of the total value of all systems sold in the£United States
that is accounted for by §hipmén;§ of all systems sold in the
United States and comprised of subassemblies made by the 'subject
producers.74/ Measured on this basis, the collective, value-
based mdarket ‘share of the foreign producers would.appear to be
notably higher, ‘approximately 32.1%_in the . first nine months of
1988.15/. I shall return to the potential significance of these

apparent disparities momentarily. For present purposes, the

72/ Report at A-36, Table 21.

73/ Id. Market penetration by the producers in each of the three
subject countries is. also correspondingly lower than their
quantity-based market share. Id.

74/ In other words, this market share estimate looks at the value
of domestic shipments of imported subassemblies used in systems,
rather than the value of the imports themselves. See USITC
Memorandum INV-M-018. (February 6, 1989) from the Office of
Investigations at 2; Report at B-18.

75/ See Report at Appendix D at Table D.
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important point is merely that market penetration by the subject
imports was' significant: no matter which measure is used.

The second fact that®suggests that the subject imports had a
- significant impac¢t onh sales- by the domestic industry relates to
the responsiveness® 6f- domestic demand for small business
-telephone: systems to changes in the prices for such systems.
Domestic demand for these products does not appéar to be very
respofisive to price changes. This is. so for several reasons. 1In
general, a telephone system can be expected to represent a
relatively small percentage of the cost of operating the business
"that uses it. Morepver, a telephone’Systemlisy for the most
part, not a discretionary purchase; to6 state the obvious, few, if
any, businesses can -do without a'telephone system.. Further,
there ‘appear to be few close ‘substitutes for the small business
telephone systems that are the subject. of these investiga-
tions.76/ 'On the.other. hand, many telephone systems are

purchased. to replace systems-already in place in existing

76/ However, it appears that there may be at least some
substitutes. The Japanese Respondents identified several
potential substitutes: "Centrex" service provided by local
telephone companies, refurbished telephone systems, and certain
PBX systems used by large businesses but not subject to these
investigations.. See, e.d., Post-Conference Economic Submlss1on
on- Behalf of Japanese. Respondents in -the Matter of Certain
Telephone Systems and Subassemblies Thereof from Japan, Korea and
Taiwan ("Japanese Respondents' Economic Submission") at Section
VI. The potential-significance of these products and services
for othHer issues in thls case are discussed in more detall
infra, at 89-91: : :
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businesSes, rather than to outfit new businesses.ll/ This would
make demand'for the systems more price-responsive'than it might
appear to be at first blush. 1In general, then, no definitive
conclusions can be offered on this subject as the record evidence
on the issue is not as well developed as it perhaps would be in a
final investigation. .On balancé, though, the presently avai;able

information suggests that demand for small business telephone

not pigh}y”rgqupsive to changes in price, and this,
in turn, suggests that the subject imports had a ;iéﬁifiééhanWﬂ
impact on domestic sales. |

A third critical Qariable in determining the effect that the
subject imports have had on domestic sales (and prices) is the
extent to which the imported sYstems are substitutable for the
domestically—produced peruct. On this issue, too, the record is
not fully deveioped. '

There are clearly several significant differences between
the subject imports and domestically-produced small telephone

systems. The first and most obvious difference, discussed at

some length by Respondents in their various submissions to the

17/ The parties appear to agree that, due to technological
changes and other factors, the average "life" of a small business
telephone system is relatively short, perhaps five to seven

‘years. See, e.d,, Transcript of 1/18/89 Conference at 81
(Testimony of Mr. Blanchard); Japanese Respondents' Economic
Submission at VI.2, VI.3; Post-Conference Submission of NEC

- Corporation and NEC America, Inc. ("NEC Brief") at 25.
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Commission,78/ concerns the mannér in which the imported and
domestic products are sold. "Petitioner AT&T, which accounts for
by far the majority of sales of small business telephone systems
by the domestic industry,79/ sells almost all of-its small
business telephone systems directly to end-users through its own
sales force.80/ The subject foreign producers, on the other
hand, generally sell subassemblies to retail dealers and
wholesalers.81/ Furthér, there is evidence in the record
suggesting that the AT&T product may command a premium in the
marketplace.82/ Finally, and perhaps, most importantly, there
is, as previously noted, at least some discrepancy between the
market share' of the subject foreign producers when measured by
quantity, and their market share when measufed by value.83/
Depending upon what figures are used, the value-measured market
share of the foreign producers may, in fact, be dramatically

lower than the quantity-measured market share. On its face, this

78/ See, e.q., Japanese Respondents' Economic Submission at II.2;
Goldstar Brief at 5-7; Post-Conference Brief Submitted on Behalf
of Samsung Electronics Co. ("Samsung Brief") at 2-3.

79/ Report at A-11.
80/ I4d, at A-11, A-39. The remaining domestic producers

distribute the majority of their products through retail dealers,
interconnects and wholesalers. Id4.

81/ Id, at A-39. |
82/ See Transcript of 1/18/89 Conference at 83-84. AT&T has,
however, denied that its product commands a large premium or a
premium from all customers. Id, I would regard this as a
significant issue in any final investigation.

" 83/ See Report at A-36, Table 21; B-18 at Table D.
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suggests that it is possible that the systems sold by the foreign
producers in the U.S. market are fundamentally different in séme
ways from the domestically-produced product or that the mix of
-products sold by U.S. and foreign producers differs
substantially. Should this case return to us in a final
investigation, I would be very interested in any arguments that
the parties might advance concerning this issue. For the
‘purposes of these preliminary inves;igations{ howevgrhithe_only
thing that can be said with a reasonable degree of confidence 1is
that there is some indication that the subject imports and
domestically-produced systems are not perfect substitutes.

The parties have also drawn our attention to a host. of other
issues that may bear on the extent to which the subject imports.
adversely affected domestic sales and prices. As one would
expect, thé parties’ respective,poSitiQns on these issues are
sharply in conflict. | _

In arguing that the subject imports have depressed domestic
prices, Petitioners ha?e relied,extenéiveiy‘En'p;ice data that
purportedly show that the priceé of the imported"sysfeﬁé héVe'.
been falling and that these prices have been céﬁsisténtlﬁ’éﬁd
significantly ipwer than the'pricés.of.domeétiéaliyfbrdduced.,
systems.84/ Respondents, by contrast, érdue fhaé, in thié éase;

the available price data are an inherently unreliable ihdibator

-

84/ See, e.dq.. Ppstconference Brief of Américan Telephone and
Telegraph Company ("Petitioners' Brief") at. 27.
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'f thé"';‘impact'of the subject imports on the domestic¢c market.85/
On this issUe;;I believe that Respondents have the better of the
argumént. 'For a number of reasons, I cannot attach great weight
to the price data that are available to us. I will mention only
a few of those reasons here. First, in order to collect any data
on price trends, the Commission staff was forced to attempt to
analyze the prices of models that changed from year to year, with
respect to standard features and otherWise.ﬁﬁ/ The comparability
of the year-to-year data is therefore open to serious question.
Second, the staff has advised-us that in most cases direct price
comparisons between domestic and imported systems based on actual
transaction prices were simply impossible, given the fact that
,direct sales:'to end-users by the foreign producers accounted for
only a fraction of sales by those 'producers.87/ 1In addition, in
reporting prices to the Commission, the parties were constrained
in several respects. For one thing, importers' prices were, for
the most part, reported on the basis of the lowest prices at
‘which' subassemblies necessary to complete a system were sold.88/

This would, of course, tend to bias downward the price of the

85/ See, e.q., Japanese Respondents' Economic Submission at IV.7;
Post-Conference Submission on Behalf of Fujitsu Limited, Fujitsu
America, Inc., and Fujitsu Business Communications Systems, Inc.
("Fujitsu Brief") at 28-33; Goldstar Brief at 2-9; Post-Hearing
Brief of Oriental Precision, Ltd.. ("Oriental Brief") at 13-15;
Samsung Brief at 8-9.

86/ Report at A-44-A-45.
87/ I4. at A-41.

'88/ Id.
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imported product. Fur;her, all :eporting‘firms were requested to.
exclude the "adjunct" prices of certain standard features.89/
For all of these reasons, I believe that the price data before us
are of questionable value. |
In an effort to demonstrate the manner_invwhich the subjéct
imports have adversely affected domestic prices and salesh
Petitioners have also provided us witp certain materials relating
_to a study prepared. for AT&T by McKinsey & Co. in 1987 in o:de?'i
to assist AT&T in setting optimum prices for certain new system
models that AT&T introduced that year;ﬁQ/ Ihfpreparing thev'
study, McKinsey developed an elaborate pricing model designed to
predict, among other things, thg.market share that AT&T would '
have enjoyed, given certain conditiqns in the marketplace. This
model, whiéhhis said by Petitioners to be."highly accurate",91/
was used to predict what AT&T's market share would have beén if
the priceé of the subject imports had been higher, i.e., if there
had been no dumping. This model suppésedly:shows_that, if the
price of imports had been 10730%‘higher,vAT&T would have achiéved
[ * X x * ] points of additional market share.92/
For a variety of reasons, I do not view this evidence as

having gréat,probativé value in these preliminary investigations.

89/ 1d4.

90/ Petitioners' Postconference Brief at 28.
91/ see id. at 28.

92/ I1d.
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Notably, Petitioners did not submit. to the Commission certain
important information relating to the study, including, inter
alia, the survey data upon which the study was based, the model
used to generate the. data contained in the study, and supporting
materials relating to various assumptions made in the study.
Without this information, the Commission is not in a position to
evaluate: the credibility. or relevance of the study.93/
‘Obviously, -Respondents are also in the same position in this
respect.94/ Accordingly, I need not address here the question
whether there is any merit to the extensive critique of the
study., and Petitioners' use.of it in' this proceeding, that has
been-offered-by the Japanese Respondents.35/ Plainly, however,
this issue may be relevant in any final investigation.

In arguing that the subject imports did not have a material
adverse’ impact on domestic prices and sales, Respondents have
asserted that the prices and sales of the domestic industry have
been strongly affected by various other non-subject goods and

services that compete to some extent with the small business

93/ It would have been pointless for the Commission to insist
that this information be supplied once it learned of its
potential relevance, for a meaningful evaluation of the
information could not have been conducted in the remaining time
left in the already compressed period in which the Commission
conducted these preliminary investigations.

94/ See Comments on APO Materials on Behalf of Japanese
Respondents in the Matter of Certain Telephone Systems and
Subassemblies Thereof ("Japanese Respondents' APO Material
Comments") at .10. ;

95/ Id4. at 10-18.
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telephone systems that are the subject of this investigation.
These ‘are said to include non-subject imports.of small business
systems or subassemblies thereof, refurbished ‘equipment, rental
equipment, :Centrex services provided by local telephone
companies, and AT&T's System 75 PBXs.96/

Petitioners, in contrast, ‘argue that Respondents greatly
exaggerate the demand for;, and consumption of, these products and
services.87/ 'Petitionersnalso‘argue that Centrex is, for the
most part,.a product that'complemehts, rather than- substitutes
for, small business telephone-.systems. Id. at 33.

In my view,: the evidence on theee.issues is simply.
inconclusive. Although the record is replete with;debate.over
the magnitude of the demand: for the non-subject goods and‘
services that Respondents claim are substitutes-for small
business telephone-systems, there,is=little; if any, record
evidence:that would - allow the:Commission to arrive at even a.
broad estimate 0f the extent:.to which such goods and services
affected either .prices or sales: of the domestic like product.
Given the narrow time frame in whlch preliminary 1nvestlgatlons

are carrled out thls is not surprlslng Nevertheless, we must

96/ See, e.,d,, Japanese Respondents' Economic Submission at
IT.13, VI.1, VI.5-22; Pujitsu Brief at 20-22, 26-28; NEC Brief at
26—-30; Postconference Brief on Behalf of Iwatsu Electric Company
Ltd. and Iwatsu America Ltd ("Iwatsu Brief") at 26-33; Samsung
Brief at 11-12. ' e o : :

97/ See Petitioners’ Postconference Brief at 32-33, 34-35, 36,
38.
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‘ke"c’:ur determinations on the' record that is presented to us.
There is, in:my judgment, no basis in the record upon which the

" Commission mightidetermine that the existence of the posited
alternatives to small business telephone systems demonstrates,
‘dontrary to-other evidence in the record, that these
alternatives, rather than the subject imports, are so fully
}eéponsible-for any reduced sales or prices that the domestic
industry has experienced during the time when dumping allegedly
“occurred that such dumping would have had at most an
insubstantial effect. However, I would invite the parties to
revisit this issue, if they deem it appropriate to do so, in any
final investigation.98/

Similar issues are raised by Respondents' arguments with
respect tolthe alleged impact of manufacturing efficiencies upon
the price of small business telephone systems. Respondents claim
that any.declines-in the wholesale price of small business

" systems and subassemblies thereof may be ‘attributable to "cost

1

98/ In that context, however, it should be noted that the
evidence collected by the staff appears to show fairly
conclusively that one of the alternatives discussed by
Respondents, non-subject imports, is not nearly as significant a
force in the marketplace as Respondents suggest. For example, in
1987 and the first nine months of 1988, imports of control and
switching equipment for small business telephone systems
accounted for'only a [ * * ] of U.S. consumption of such
products. See Report at A-36, Table 21. Unless Respondents can
show that these figures are incorrect or misleading, it is
unlikely that I would conclude that the availability of non-
Fubject imports has significantly reduced sales or prices of the
domestic like product.
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trends.typicalﬂof electronics-based products".99/ Petitioner{
on the other hand, say that the industry does not involve "high
tech" or ."new technology" products for which large and continuin
cost reductions are the norm.100/ Indeed, Petitioners assert
that, given exchange rate shifts, manufacturing costs would have
had to decline by about 90% .in order to explain the decline that
has supposedly taken place in the price of the imported Japanese
- products . in the U.S. market.101/

On the record as it now stands, Petitioners have the better
of»th;s argument. There is little eyidence inutne‘record that
reveals the existence, or magnitude, of cost effieiencies that
may be involved in the production of small business telephone
systems. However, this, too, is an issue that the parties‘maY1
wish to address in greater depth in any final investigation.

In sum, then, on some potentially important issues, the
record is not as cpmplete as one would perhaps like, and
Respondents have raised a'nnmber of questions that_would warrant
further scrutiny in any final investigation. However, on the
record as it now stands, I must find that there is at least a
reasonable indication that the subject imports had a material
adverse impact on domestic prites and sales.

4. Investment gnd Emgigxmentﬁt

99/ See, e.qg., Japanese Respondents' Economic Submission at IV.3
4. See. also Goldstar Brief at 13. » .

100/ Petitioners' Postconference Brief at 31.

101/ Id, at 31-32.
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The third and final inquiry concerns the extent to which the
subject imports have, through their effect on prices and sales of
the domestic like product, adversely affected employment and
investment in the domestic industry. The evidence compiled by
the Commission staff, although in some respects ambiguous, is
consistent with an inference that there has in fact been material
damage  to domestic industry employment and invéstment. Thus,
this inquiry likewise supports a conclusion that there is a
"reasonable indication" of material injury to the domestic
inaustry by reason of LTFV imports.

“ The profitability of the domestic industry declined [ * *

* '] over the period of the Commission's investigation.l102/
Most‘nbtably. the operating income generated by the members of
the domestic industry. from their small business telephone
operations declined significantly during the first nine months of
1988, when dumping is alleged to have taken place; operating
income during that period was over [ * 1% less than it was during
the comparable period in 1987.103/ These data, while |
significant, are far from conclusive, however, for the operating
income of the industry fell by even more substahtial percentages

in 1986 and 1987 when dumping may or may not have been -

102/ See Report at A-21, Table 12.
103/ Id.
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occurring.104/ Moreover, it is noteworthy that capital
expenditures and research and development expenses by the
domestic induéfry both- [~ * .-* ].in the first -nine months of
1988 relative-to the same period one year'earlier,bafter (*

* *  *: - * ] over the period 1985 through 1987.105/

The employment data compiled by the Commission, although .
also somewhat mixed, are likewise consistent with an inference
that LTFV imports adversely-affected—the,domestic,indus;ry. -over
the first nine months Qf 1988, total employment of production and
related workers in the domestic industry fell by -almost [*]%.106/
Hours worked declined by a'slightlyagreater;percentage during the
same period.l107/ . However, hourly :total :compensation paid to |
production -workers increased slightly in the first nine months of
1988, as it did during. the preceding full—yearwperigds.lnﬁ/

Respondents havg argued that these largely adverse
developments are éttribptable to factors-other than LTFV imports.
In~particulafL»Respondents assert that mafket conditions and -
Petitioners' own shortcomings explain. any pﬁoblems,that~the

domestic industry has -experienced. . They claim, for example,-that

104/ The Commission, of course, in these preliminary .
investigations,. as in.others; has no information one way:.or the
other on this issue. ' '

105/ Report at A-23.

106/ Id. at A-19, Table 9.

107/ Id,.

108/ 1d.
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e industry is in the down part of the product replacement
cyclelQ9/,° and that AT&T unwisely chose to introduce its new
products in that down period.110/ Respondents also claim that
the business practices of the domestic industry, particularly
those of AT&T, have been costly and self-defeating. Among other
things, Respondents argue that AT&T maintains a costly sales
force 111/ that nevertheless does not effectively market its
products to important sectors of the market.112/ Respondents
also assert that'AT&T has deliberately chosen a business strategy
that seeks to maintain its installed base of rental customers at
the expense of product sales.l113/ In addition, Respondents argue
that many of AT&T's current difficulties stem from its earlier
refusal to supply systems to the interconnects, which are a major

source of Respondents' business.l14/.

QQ/ See, g,g, NEC Brief at 25-26; Orlental Brlef at 18

110/ §gg e.d.., NEC Brlef at 25-26; Japanese Respondents
Economic Submission at VI.2-3.

111/ Japanese Respondents' Comments on APO Materials at 4-5.

112/ See, e.q., Iwatsu Brief at 29-32; Post Hearing Brief on
Behalf of Matsushita Electric Industrial Co., Ltd., Matsushita
Communication Industrial Co., Ltd., Kyushu Matsushita Electric
Co., Ltd. and Matsushita Electric Corporation of America
("Matsushita Brief") at. 29-30; Post-Conference Brief of Toshiba
Corporation and Toshiba America, Inc. ("Toshiba Brief") at 19;
Goldstar Brief at 13. '

113/ See, e.g., Fujitsu Brief at 24-26; Oriental Brief;at,19;
Matsushita Brief at 29; Samsung Brief at 13; Toshiba Brief at 17-
18. :

114/ See, e.q., Iwatsu Brief at 21-23.
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Petitioners deny all of these claims. AT&T asserts.that'
"there is no reason to believe that . . . {a] direct selling
strategy is inefficient or inappropriate for this market".l115/
According to AT&T, this strategy is in fact sensibile because it
enables the company to avoid a situation where its products are
"competing with themselves" at' the distributor level.ll6/ AT&T
also notes that certain other domestic firms, particularly
Comdial are not performing well even though they do not employ
AT&T's strategy of marketing products directly to the end—
user.117/ - AT&T also denies that its business strategy with
respect to rental customers causes it to lose sales
opportunities.118/- AT&T likewise~denies,that it has lost sales
by refusing to deal with interconnects.l119/ .

The evidence presented by the parties on these issues does
not shed much light on the connection between dumping and trends

lln 1ndustry performance Certalnly, Respondents' arguments do
not offer suff1c1ent bas1s for rejectlng the 1nference, therwise
suggested by the record in these preliminary investigations,.that
the alleged dumping has.materially.injured the. domestic industry.

The' Commission cannot, finding a reasonable indication of injury,

115/ Petitioners' POstconference Brief‘at 42,

117/ Id. at 42-44.
118/ Id. at 46-48.
. 119/ Id4. at 43, n. 110.
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reject petitions simply because we find other factors have caused
greater harm to the industry.120/ Thus, Respondents' arguments
must not only persuade us that other factors account for the bulk
of the finaricial troubles that the domesfic industry has
experienced; rather, Respondents must persuade us that other
factors so fully account for these troubles as to rebut
conclusively the inference that dumping has had a material
adverse effect. This showing is most difficult at the
preliminary investigation stage.l1l21/ The arguments presented by
Respondents do not meet that standard. However, should this case
return to us in a final investigation, I would be prepared to
reexamine Respondents' arguments on the effects, if any, that
AT&T's business strategy has had on its overall performance,
especially if the parties choose to present them- in greater depth
and with greater attention to the argument's contribution to our

ultimate disposition of the investigations.

120/ See, e.g., Citrosuco Paulista, S.A. v. United States, slip.
op. 88-176 (Ct. Int'l Trade 1988) at 64; Hercules, Inc. v. United
States, 673 F. Supp. 454, 481 (Ct. Int'l Trade 1987); S. Rep. No.
249, 96th Cong., 1lst Sess. 74 (1979).

121/ See American Lamb Co. v. United States, supra, 785 F.2d at
1001.
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INFORMATION OBTAINED IN THE INVESTIGATIONS
Introduction

On December 28, 1988, petitions were filed with the U.S. International
Trade Commission (Commission) and the U.S. Department of Commerce (Commerce) by
counsel for the American Telephone & Telegraph Co. (AT&T), Parsippany, NJ, and
Comdial Corp., Charlottesville, VA, alleging that an industry in the United
States is materially injured and threatened with material injury by reason of
imports from Japan, Korea, and Taiwan of small business telephone systems and
subassemblies thereof 1/ that are alleged to be sold in the United States at
less than fair value (LTFV). Accordingly, effective December 28, 1988, the
Commission instituted antidumping investigations Nos. 731-TA-426, 427, and 428
(Preliminary), under section 733 of the Tariff Act of 1930, to determine whether
there is a reasonable indication that an industry in the United States is
materially injured or threatened with material injury, or the establishment of
an industry in the United States is materially retarded by reason of imports of
such merchandise into the United States.

The statute directs the Commission to make its preliminary determinations
within 45 days after receipt of the petition or, in this case, by February 13,
1989, Notice of the institution of these investigations and of a conference to
be held in connection therewith was given by posting copies of the notice in the
Office of the Secretary, U.S. International Trade Commission, Washington, DC,
and by publishing the notice in the Federal Register of January 6, 1989 (54 F.R.
495). Commerce published its notices of initiation in the Federal Register of
January 24, 1989. 2/ The Commission held a public conference on January 18,
1989, at which time all interested parties were allowed to present information
and data for consideration by the Commission. 3/ The Commission voted on these
investigations on February 8, 1989.

Nature and Extent of the Alleged Sales at LTFV

On the basis of comparisons of U.S. and foreign market prices, petitioner
alleges that small business telephone systems and subassemblies thereof from
Japan, Korea, and Taiwan are being sold in the United States at LTFV margins
averaging “more than 80 percent,” "nearly 50 percent,” and 46 percent,
respectively. These margins were calculated by examining 48 models of systems--
33 models from eight Japanese producers, 14 models from three Korean producers,
and one model from Taiwan. Margins on individual models ranged from 5.8 percent
to 157.3 percent. Petitioner notes that the models were selected because of
their “current importance in the market,” and because “reasonably reliable
pricing data” were available. The petition states that margins were calculated

1/ For the purposes of these investigations, the term “small business telephone
systems and subassemblies thereof” means telephone systems with intercom or
internal calling capability and total nonblocking port capacities of between 2
and 256 ports, units of such systems, and subassemblies for use principally in
such units, including control and switching equipment, circuit cards and
modules, and proprietary corded telephone sets and consoles, whether complete or
incomplete, assembled or unassembled.

2/ Copies of the Commission’s and Commerce’s Federal Register notices are
presented in app. A.

3/ A list of witnesses who appeared at the conference is presented in app. B.
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using current price lists and that adjustments were made to ensure that
comparisons were made at the same level of trade. Further adjustments were
made, where applicable, for direct and indirect selling expenses. According tgm
the petition, wherever possible, adjustments were based on actual reported
expenses of producers. 1/

The Products

Description and uses

These investigations cover a category of telephone systems specified as
having intercommunications (intercom) capability and a total nonblocking 2/
port 3/ capacity of between 2 and 256 ports. The subject systems include both
key telephone equipment and private branch exchange (PBX) equipment designed for
wireline telephony. The equipment is shown diagrammatically in figure 1 and
defined further below. The key telephone equipment in figure 1 is shown
connected to a central office via the PBX., Key system equipment can be, and
often is, connected directly to a central office, without going through a PBX.

The investigations encompass the individual components of these systems
including: key service units (KSU’s) and other control and switching units;
proprietary, 4/ wire-connected telephone sets and consoles; and the proprietary
circuit cards, modules, and power supplies that are designed for and dedicated
to use in the overall system or specific functional units. 5/ In this report,
the system components and subassemblies for which data are presented are:
control and switching equipment; circuit cards and modules; and proprietary
telephone sets and consoles.

Key system.--Key system equipment is used most often in offices or small
businesses to allow telephone sets to be connected to a limited number of
telephone lines without the need for expensive switching equipment. In many
installations, a person at a key telephone location can answer any incoming call
or place an outgoing call on a line not in use. This permits considerable
communications flexibility at a reasonably low cost. The special key telephone

sets used in these systems are described in detail in the section entitled
“Telephone sets.”

Private branch exchange.--A PBX in its simplest form is a small central
office exchange located on the customer’s premises that serves the customer with
in-house telephone service and also connects the telephones to the public
switched network via the telephone company’s central office. The PBX may be
provided with an attendant console and, as in the case of a central office

1/ Petition, pp. 19-21.

2/ When a network (system) is unable to make more connections, it responds to
additional requests by failing to provide a dial tone to the requesting
telephone. This is referred to as call blocklng.

3/ The word port as used in the petition is defined as a connection for a

" central office line or a station. Station is defined as a telephone set or
telephone console.

4/ The petitioner defines proprietary to mean designed specifically for the
particular system of which it is a part by the overall system manufacturer.
5/ The petition does not include generic, industry standard telephone sets,
wire, cables, hardware, subassemblies, circuit cards, or modules.
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Figure 1.--Telephones, Key Systems, and
Private Branch Exchange (PBX) (Courtesy
SRI International, Menlo Park, Calif.)
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switch, may provide an array of special features that can be tailored to the
needs of the customer. Such features include automatic call transfer, message
waiting, call waiting, restricted service, least cost routing, and call
accounting.

Small businesses needing more communications capability than that provided

" by a key telephone may use a PBX, 1/ but PBXs are also used in large businesses. 2/
In cases where the number of lines that can be switched is limited, telephone
companies and other specialized common carriers may equip their central offices
with PBX's in lieu of central office switching apparatus.

Hybrid telephone systems.--Small business telephone systems which combine
features of both key telephones and PBXs are known as hybrid systems. 3/

Control and switching equipment.--Control and switching equipment, in the
simplest terms, consists of those components of a key system or PBX that connect
telephones (stations) to each other or to the central office (see figure 1). 4/
In those key systems that use a KSU, however, the switching function is
incorporated directly in the key telephone set. 5/ In a PBX, the switching and
control logic cards are located in the PBX equipment cabinets. 6/

Circuit cards and modules.--Telephone apparatus contains basic electronic
components, such as resistors, capacitors, transistors, diodes, integrated
circuits, switches, and connectors, which are assembled into functional modules
or mounted on printed-circuit boards (often called printed-wiring boards). The
modules or printed-circuit boards are then interconnected (if necessary) to form
higher functional units in a frame, rack, or cabinet,

In the design of the final equipment, certain functions are redundant and
the same module or printed-circuit board may be used in more than one
application. Some of these boards and modules may be interchangeable with each
other. In some cases, printed-circuit boards or modules may be used in
different types of equipment produced by the same manufacturer. It is less
likely that a subassembly, printed-circuit board, or module is sufficiently
standardized to be interchangeable with those produced by different
manufacturers. However, as the use of digital-type electronics increases in the
industry, more interchangeability can be expected. 7/

1/ Certain telephone service such as Centrex may emulate a PBX using the
telephone company’s central office switch.

2/ However, large businesses often buy central office switching equipment since
their communications needs are similar to those of a town or several towns.

3/ For a more complete description of hybrid systems, see the petition,

Exhibit 14.

4/ The most advanced switching systems also permit computers instead of
telephones to exchange data when connected to ports. This direct data exchange
occurs between machines on the customer’s premises, but not beyond.

2/ Such key telephone sets are included in the investigation if they have the
capability to intercommunicate (intercom) with one another directly on the
customer’s premises.,

6/ Sufficient control logic may be included in the PBX or key system so that an
attendant console is not necessary.

1/ As an example, printed-circuit boards produced by different manufacturers are
currently inserted in personal computer expansion slots.



A-5

Power supplies are electrical devices that convert alternating line current
(household current) to direct currents at specific voltages by transformation
'and rectification. Most electronic products use direct current internally. A
power supply may be designed as an integral part of an electronic apparatus,
mounted in the same apparatus as a separate module, or packaged separately and
connected by wire to the apparatus. Power supplies inherently generate heat,
and when installed in electronic systems, are usually separated from other
circuitry. Separate power supplies are often used for larger systems. The
pover supplies subject to these investigations supply direct current voltages of
5 volts, 24 volts, and 48 volts, and also supply alternating current for
telephone ringing of at least 90 volts., The cumulative power output from all of
the voltage taps does not exceed 1,800 watts.

Telephone sets.--Telephone sets (also known as telephone instruments) serve
the basic functions of terminating a telephone line and converting the acoustic
vave energy of the user’s voice to electrical signals and vice versa. 1In
addition, the basic telephone set contains either a multifrequency tone
generator (or a mechanical dial switch) used to signal the central office switch
to place the outgoing call to the desired destination. A bell or other sound or
visual signalling device is contained in the set to indicate an incoming call.

Console telephones (also known as attendant consoles) are used by a
receptionist or telephone attendant to control manually (see figure 1) the
functions of the key system or PBX. Most often the attendant console is used to
ansvwer incoming calls, route the calls, place outgoing calls, or otherwise
operate the system.

Key telephone sets are commonly desk-type sets having illuminated push-
button switches (keys) 1/ (or the equivalent) arranged in a row below the
telephone dial or switch-tone touch pad. The keys connect the telephone to
central office lines (or PBX lines) and indicate which lines are in use, allow
two or more telephones to conference on the same line, or may place a call on
hold. A single key telephone set may terminate five or more incoming/outgoing
lines and, if so wired, intercommunicate (intercom) with other key telephone
sets in the same office. The key buttons themselves may connect the telephone
directly to the desired telephone line,.or, as shown in figure 1, signal a key
service unit KSU to make the desired connection. The KSU then acts as the
switching mechanism.

In the questionnaire, U.S. producers and importers were asked to report the
number of telephone stations on systems. Importers often were unable to respond
because they sold subassemblies to retailers, who configured the system.
Available data suggest that systems composed of imported subassemblies tend to
have more telephone stations than those of U.S.-produced systems, as shown in
the following tabulation (in percent of the total):

1/ As many as 20 key buttons may be accommodated, but 6 is the most common.
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Number u.s. Imports from--

of producers Japan Korea Taiwan

stations Quantity Value Quantity Value Quantity Value Quantity %

1-10..... *kik kdkk 30.4 26.0 Kk Kk *ekk *kk

11-20.... fkk fdk 20.1 37.5 Kk k *kk *okk *dck

21-40.... kkk Kk 32.2 21.5 kkk *kk Ktk *kk

41_60. v e *%hk kk%k kA% *k% * k% kk*k * %%k * k%

61-80. ... *kk Kk Sk Kkk kkk *kk k% k%

81-100... Kkk kkk Ktk Kk Kk Kk k *edck *kk
Total.. 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Phone systems can employ varying degrees of digital and analog technology.
Both types of technology can be found in key, PBX, and hybrid systems. The
physical difference between digital and analog equipment is in the switching
apparatus and in the type of electronic components found on circuit cards. The
circuit cards for both types can be manufactured on the same machinery. Small
business telephone systems employing predominantly digital technology have the
same general uses as those with predominantly analog technology. Digital-based
systems tend to offer more features, and are more flexible with regard to
reprogramming to accommodate different configurations than are systems with
analog components. Both digital and analog technology are capable of providing
data as well as voice transfer, although the former may be faster in certain
data transfer applications.

Manufacturing processes

Small business telephone systems and subassemblies thereof are produced
much like consumer electronic products that are designed in modular
configurations. The manufacturing process largely includes the fabrication and
assembly of printed-circuit boards and their final assembly into an enclosure
that interconnects them through the use of a multilayer printed-circuit
motherboard. The use of an interconnecting motherboard reduces the amount of
manual labor required to assemble a system and the potential for wiring errors.
Modular construction through the use of plug-in printed circuit boards permits
ease of assembly and testing and facilitates repairs necessitated by component
or system failures.

Printed-circuit board fabrication.--The fabrication of a printed-circuit
board is divided into three phases. In the initial phase, the locations of the
components and interconnections of the circuits on the board are determined.
The printed-circuit pattern is then laid out on a grid by a computer and an
enlarged artwork master is produced. A grid layout and artwork master are
required for each circuit board side, and precise registration between the
layouts is required when two or more artwork masters are needed. In the second
phase, the enlarged masters are photographed and reduced to the appropriate
dimensions of the finished board. The reduced masters are used to create the
circuit patterns on the base material laminates from which the circuit boards
‘are made. The final phase covers the actual fabrication of the board. After
the appropriate copper-clad laminate is selected and coated with a photo-
sensitive resist, it is exposed to ultraviolet light through the reduced master
creating the circuit image on the copper surface of the laminate. The image is‘
developed out and an alloy of lead-tin is electroplated on the exposed circuit
pattern. The alloy plating increases the solderability of the circuit board
conductors and serves as an acid-resist when the excess copper on the laminate
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is etched away. Holes are drilled in the locations where components are to be
inserted and the board is profiled to the finished dimensions. When the number
of components on a printed circuit board is sufficiently increased, more circuit
layers are required to make the necessary crossover connections. In producing
boards with two circuit layers, the fabrication sequence is changed. Holes
required for component mounting are drilled and plated through with copper prior
to the creation of the circuit image on each side. The plated-through holes
provide circuit continuity from one side of the board to the other. Machines
and equipment required to produce printed-circuit boards for small telephone
systems can be used to produce printed-circuit boards for any electronic
product. .

Multilayer printed-circuit board fabrication.--Multilayer printed-circuit
boards consist of a number of individual printed-circuit boards (usually two-

sided) that are produced from thin, uncured base material laminates. After
these thin boards are etched, they are stacked in an alignment fixture and cured
in a heated platen press. The partially completed board is removed from the
press, and the fabrication process is completed much like that for any two-sided
printed-circuit board. Multilayer boards used as interconnect motherboards on
small telephone systems usually require seven or eight layers.

Printed-circuit board assembly.--The assembly of printed circuit boards in
volume is usually accomplished through a combination of machine and manual
insertion of components, Components such as resistors and capacitors, which
lend themselves to automatic insertion, are first sequenced on tapes in reverse
order of insertion through the use of sequencing machines. These taped
components are then placed into a computer-controlled machine that inserts each
component into its proper position on the board., The machine not only inserts
each component in its proper position, but also clinches the leads of each
component against the conductors on the board to ensure ease of wave soldering.
Components such as power transistors or small transformers, which do not lend
themselves to automatic insertion, are installed by hand prior to wave
soldering. Sequencing machines and automatic insertion machines used to
assemble printed-circuit boards for small business telephone systems can be used
to assemble printed-circuit boards for any electronic product. Multilayer
-motherboards that provide the interconnections for printed-circuit boards in a
small business telephone system are assembled by hand because the assembly
consists largely of the installation of mating connectors for the plug-in
printed-circuit boards containing the system electronic components.

Power supply modules.--Power supply modules are usually not plug-in devices
such as printed-circuit boards containing the small business telephone systems’
logic and switching circuits. Power supplies contain bulky components, such as
power transformers and large power transistors, which either do not lend
themselves to printed-circuit board mounting or must be installed on metal
surfaces because of heat dissipation requirements. In fact, cooling fans are
required for power supply modules in certain small business telephone systems
where the system power needs exceed certain wattage ratings. Power supply
modules often do contain small printed-circuit boards on which components for
regulation and filtering are installed.

System enclosures.--System enclosures for small business telephone systems
(key, small PBX, and hybrid) are produced as injection-molded plastic parts.
The production of each plastic part in the enclosures requires a special mold in
which a plastic powder is injected and formed under heat and pressure to the
contour of the mold. After the mold is cooled, the formed part is removed.
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Telephone sets and consoles.--Telephone sets and consoles for small
business telephone systems are produced from injection-molded housings and
handsets. Printed circuit boards containing circuitry needed to ansver,
monitor, or transfer calls are installed in these devices.

U,S, tariff treatment

On the date the petition relating to the subject investigations was filed,
telephone switching apparatus and telephone sets and parts thereof were
classified under items 684.57 and 684.58 of the Tariff Schedules of the United
States (TSUS). 1/ Key system switching apparatus was statistically reported
under item 684.5710 of the Tariff Schedules of the United States Annotated
(TSUSA), and other switching apparatus was reported under item 684,5720.
Statistics for parts of telephone switching apparatus were reported under TSUSA
item 684.5730. 2/ Statistics for telephone sets were reported under items
684.5805 through 684.5825, and parts of telephone sets were reported under item
684.5830. Unfinished or unassembled imported telephone apparatus was classified
under the same item in the TSUS as the finished apparatus in accordance with
General Interpretive Rule 10(h). Power supplies for small business telephone
systems were classified under TSUS item 682,60 and statistics were reported
under items 682,6051 and 682.6053, depending on their wattage rating. Small
business telephone systems as set forth in the investigation were not separately
provided for in the TSUS.

The Harmonized Tariff Schedule of the United States (HTS) became effective
January 1, 1989. 3/ Telephonic switching apparatus is provided for under HTS
subheadings 8517.30.15, Central Office Switching Apparatus; 8517.30.20, Private
Branch Exchange Switching Apparatus; 8517.30.25, Electronic Key Telephone
Systems, 4/ and 8517.30,30, Other Telephonic Switching Apparatus. Parts of
telephonic switching apparatus are classified under three HTS subheadings.
Parts of central office switching apparatus are classified under subheading
8517.90.05, and parts of private branch exchange switching apparatus are
classified under 8517.90.10. Parts of other telephonic switching apparatus,
including electronic key telephone systems, are classified under subheading
8517.90.15. Telephone sets are classified under HTS subheading 8517.10.00, and

1/ The U.S. Customs Service has determined that telephone apparatus that is
designed to carry voice-based information is telephone apparatus whether or not
it can also carry symbols or numbers representing data or other information.

2/ Parts peculiar or dedicated to telephone switching apparatus are classified
in this line item unless they are provided for elsewhere in the schedules by
name. A provision for ”“parts of an article” does not prevail over a specific
provision for such part (General Interpretive Rule 10(ij), TSUSA and additional
U.S. Rules of Interpretation 1(c), HTS).

3/ The Harmonized Commodity Description and Coding System, known as the
Harmonized System or HS, is intended to serve as the single modern product
nomenclature for use in classifying products for customs tariff, statistical,
and transport purposes. Legislation passed in 1988 replaced the TSUS with an
HS-based tariff schedule known as the Harmonized Tariff Schedule of the United
States. ’

4/ The HTS of the United States provides an 8-digit subheading for electronic
key telephone systems. This provision may be interpreted to include key
telephone service units but not key telephone sets, which may be classified in
8517.10.00 or 8517.81.00. See Explanatory Notes for 8517 at I(C), p. 1361-2.
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parts of telephone sets are classified under 8517.90.30. Telephone handsets and
arts of telephone handsets are classified under HTS subheadings 8518.30.10 and
518.90.10, respectively. 1/ The general rate of duty (most-favored nation
rate) for telephone switching apparatus and parts, telephone sets and parts, and
telephone handsets and parts is 8.5 percent ad valorem. 2/ The general rate of
duty applies to imports from all countries other than those from certain ’
Communist countries enumerated under General Note 3(b) of the HTS. Imports from
these countries are dutiable at 35 percent ad valorem (column 2 of the HTS). 3/

Power supplies are classified as rectifying apparatus under subheading
8504.40.00 in the HTS and statistics for them are reported under 8504.40.0004
through 8504.40,0010, depending on their wattage rating. The general rate of
duty on power supplles is 3 percent ad valorem, and the column 2 rate of duty is
35 percent ad valorem. 4/

U.S. Producers

AT&T is the largest U.S. producer of small business telephone systems and
subassemblies thereof, accounting for * * * percent, by volume, of U.S.
producers’ reported 1987 U.S. shipments of control and switching equipment. 5/
The design, manufacture, distribution, marketing, installation, and repair of
the subject products are handled by AT&T'’s General Business Systems division
(GBS). AT&T retail phone center stores also market a small portion of these

1/ The original provisions for telephone apparatus published in the first
edition of the HTS were revised extensively by the Canada-United States Free-
Trade Agreement (Presidential Proclamation 5923 of December 12, 1988). The
TSUSA item numbers and HTS subheadings for telephone switching apparatus and
parts are not comparable,

2/ The United States did not negotiate the rate of duty on telephone apparatus
during the Tokyo Round of the Multilateral Trade Negotiations. In addition,
pursuant to the Omnibus Budget Reconciliation Act of 1986, a user fee (to cover
the cost of processing imports by the U.S. Customs Service) of 0.17 percent ad
valorem is assessed on most imports. Preferential tariff programs include the
Generalized System of Preferences, which affords nonreciprocal tariff
preferences to developing countries to aid their economic development; the
Caribbean Basin Economic Recovery Act, which grants nonreciprocal tariff
preferences to developing countries in the Caribbean Basin area to aid their
economic development; and the United States-Israel Free Trade Area
Implementation Act, which applies to products of Israel.

3/ Col. 2 rates of duty apply to products of these countries, which currently
include all Communist countries except China, Hungary, Poland and Yugoslav1a,
all four of which are eligible for MFN treatment.

4/ This rate of duty represents the final stage of rate reduction negotiated
during the Multilateral Trade Negotiations, and has been in effect since
January 1, 1987.

5/ Market share in this section is expressed in terms of units of control and
switching equipment shipped because each system and expansion thereof has one
unit of control or switching equipment; therefore, this figure indicates the
number of systems or expansions thereof supplied by each firm. Data on
shipments of systems themselves are less reliable because many importers did not
report shipments of systems but, rather, reported shipments of subassemblies of
systems.
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systems. Manufacturing facilities are located in Shreveport, LA, Denver, CO,
and Dallas, TX. * * %,

Comdial Corp., copetitioner in these investigations, also designs,
manufactures, distributes, and markets small business telephone systems. Its
headquarters and manufacturing facilities are in Charlottesville, VA. Comdial
supplied * * * percent of U.S. producers’ reported 1987 shipments of control and
switching equipment.

EXECUTONE Information Systems (EXECUTONE) is a U.S. company that requests
to be considered as a domestic producer and does not support the petition.
EXECUTONE designs systems hardware and software and imports parts and
subassemblies. 1/ The discussion of the U.S. industry in this report excludes
data reported by EXECUTONE, which are presented in appendix C.

Nonpetitioning U.S. firms identified by the petition as having “reportedly
produced” the subject products, their market share as defined above, and their
position in these investigations are presented in the following tabulation (in
percent): 2/

1987 market Position in these

Company share investigations
Eagle Telephonics, InC....vvvee., ¥%** Supports petition
Corinth Telecommunications Corp.. *** *kk

Rolm Corpececevenss cesesrereenses FEE *kk

GTE COTP.vereecnnroncnens ceeeeaa, FEX *dkk

Northern Telecom........ crreseaas HHE Kk
Mitel.eeeeorenoeeooerososonoacaas Xk kkk

Tone Commander...cceoeeeecesscses F¥¥ Kk
Gai-Tronics..essesesss A kkk

“Crest Industries....coeeevesceess *¥% kkk

Sanbar COrP.ieieeessscscscssosees XXX *okok

CSE Technology..ceseeeossoess ceee K%k K%k

Total.eveeeeoonnons s eseenenes HHE
Importers

Several hundred firms were identified * * * as importers of telephone
equipment classified in the tariff items that include small business telephone
systems and subassemblies thereof. The petition also identified 23 companies as
importers. Questionnaires were sent to 100 firms, each identified as having
imported at least $250,000 worth of material classified in TSUS items 684.57 and
684,58 in either of two separate 12-month periods during January 1985-September
1988. In these investigations, 34 firms responded that they did not import the
telephone equipment under investigation and 29 firms reported such imports.

None of the nonrespondent firms are those identified by the petitioner; however,
* * * which was one of the importers named in the petition, did not provide
.usable data. Data presented in this report are estimated to account for at
least 80 percent of the subject imports.

1/ "Post-Conference Brief on behalf of EXECUTONE Information Systems, Inc.,”
pp. 1, 12, and 16-17,
2/ * * %,
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A number of the largest importing firms are related to a foreign producer.
Several major retailer suppliers (”interconnects”) are also importers. * * *
reported imports as well as production.

Channels of Distribution

Small business telephone systems and subassemblies thereof enter the market
through several channels. For the most part, AT&T markets systems directly to
the end user through its GBS sales force; however, approximately * * * percent
of AT&T’s sales are made via its retail stores to an end user, and another
5 percent are sold to unrelated retailers and telephone companies. 1/ Comdial,
on the other hand, sells subassemblies to wholesale distributors (”supply
houses”), who in turn sell to interconnects who configure systems for sale to
the end user. 2/ The imported product is sold mostly to unrelated distributors
and retailers. U.S. producers and importers were requested to report their 1987
shipments of systems and subassemblies thereof, by market. These data are
presented in table 1. * * * reported lease or rental of products.

Table 1
Small business telephone systems and subassemblies thereof: 1987 U.S. shipments
by domestic producers and importers, by product and market

(In percent)

U.S. Imports from--
Product _and market producers Japan Korea Taiwan
* * * * * * *

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

There is also a market for used and refurbished small business telephone
systems, whose importance and impact petitioners and respondents debate. The
former suggest that used/refurbished products are relatively insignificant in
the overall market. Respondents argue that this ”secondary market” is not only
large, but is also a major factor in explaining any downward pressure on U.S.
prices and declines in the performance of U.S. producers. Data were not
collected from suppliers of refurbished equipment, and further data on the
secondary market are not presented in this report. The arguments of the parties
are presented in postconference briefs.

Respondents argue that Centrex also competes with sales of small business
telephone systems. Centrex is a service available through local telephone
companies that offers some of the same ”“functionality” as the subject product:
“internal calling, transfer of calls, access to numerous exterior lines, etc.
Traditionally offered to larger customers, Centrex now supplies what respondents
contend is a significant share of the small business market. The Centrex

1/ "Postconference Statement of John A. Blanchard,” p. 1.
2/ Transcript of the conference, p. 94.
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" customer pays a fee to the service provider rather than purchasing a system.
Petitioners claim that Centrex is not a significant factor in the decline in
demand for their products; in fact, they note that key systems are purchased forf
use as equipment “behind” Centrex. The arguments of the parties are presented
in postconference briefs,

Apparent U.S. Consumption

AT&T put the number of small business end users of telephone systems at
3.6 million. 1/ A GBS official noted that consumption peaked in 1984-85 when
“literally hundreds of thousands of renting customers” left AT&T’'s “imbedded
base” (of renters) and purchased systems. 2/ Subsequently, petitioners and
respondents agree, there was a ”“lull” in demand. 3/ Respondents suggest that
demand is expected to increase as products purchased in 1984-85 reach the end of
their “product replacement cycle.” Respondents’ estimates of consumption are
not directly comparable, as they are presented in terms of lines, which
respondents contend is the industry standard. These data show l-percent growth
from 1985 to 1986 and from 1986 to 1987, no growth from 1987 to 1988, and
project 2-percent growth from 1988 to 1989. 4/

U.S. consumption of systems, in terms of quantity, cannot be calculated
from available questionnaire data because importers reported imports and
shipments of subassemblies rather than systems. Systems using imported
subassemblies are generally configured and shipped by an interconnect, and data
were not requested from these purchasers. Also, quantity data on the
consumption of systems could not be constructed from available data because
quantities of subassemblies, as reported, do not correspond exactly to systems.
However, a calculation of consumption in terms of value is presented in
appendix D.

Each new system has one unit of control or switching equipment. Although
control and switching equipment is also sold to expand the capacity of an
existing system or replace a worn or defective unit, the quantities of this
subassembly that are shipped closely approximate the number of systems shipped.

Apparent U.S. consumption of control and switching equipment declined
steadily during the period of investigation, by 4.6 percent from 1985 to 1986,
by 7.2 percent from 1986 to 1987, and by 13.3 percent from January-September
1987 to January-September 1988. These data are presented in table 2. In terms
of value, U.S. consumption of control and switching equipment declined more
steeply but not steadily, with a decrease of 30.8 percent from 1985 to 1986,
followed by a 15.6-percent increase from 1986 to 1987, and, again, a decrease of
16.2 percent from January-September 1987 to the corresponding period of 1988.

1/ "Postconference Statement of George E. Malone,” p. 5.

2/ Transcript of the conference, pp. 80-81.

3/ Ibid., p. 143, and "Postconference Brief of AT&T,” p. 29.

4/ "Post-Conference Economic Submission on Behalf of Japanese Respondents,”
table V-1,
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Table 2

Control and switching equipment for small business telephone systems: U.S.
shipments, imports, and apparent consumption, 1985-87, January-September 1987,
and January-September 1988

January-September—-
Item 1985 1986 1987 1987 1988

Quantity (1,000 units)

U.S. shipments 1/..ceesvennns *hk K% kkk *kk *kk
Imports from-- .
JAPAN. s eeeersoresseasonases 71 103 65 52 43
KOrea. . veevesesscesesananse *kk Lkl 105 70 kokk
Taiwan..eeeeesveosocossensse fakuld k% 24 17 kkk
Subtotal...ceeeerenennnes 128 208 193 139 118
All other countries........ *k% *kk fakided kkx fadadad
Total iMPOrtS...vevevesss KKk Kk % Kok k *kk *kk
Apparent consumption......... 483 461 428 311 270

Value ($1,000)

U.S. shipments 1/............ *hk Hkk *kk kkk *hk
Imports from--
JaBPAN. s enseessvsnssneanss 24,354 28,640 20,526 16,252 13,208

Korea..eveveeeooeeosoeonnes k% kkk 20,780 11,140 *kk
Taiwan..eeveosseescsosssnee fadodad *kk 6,971 5,014 * k%
Subtotal...cceeveneeceess 48,274 54,475 48,277 32,406 32,842
All other countries........ *kk fuaal kk* kkx **k
Total importsS..eeveeccess faadad falad k& *kk faaded

Apparent consumption......... 691,760 478,496 553,100 399,440 334,906

1/ U.S. producers’ company transfers and open-market sales.

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

Both U.S. producers and importers had difficulties reporting data for
circuit cards and modules because these products are usually incorporated into a
a control.unit or telephone set. Reported data are believed to represent mostly
products shipped separately from other subassemblies and, therefore, both
understate, and may be unrepresentative of, actual shipments and imports.
Apparent U.S. consumption of circuit cards and modules, calculated from
available questionnaire data, is presented in the following tabulation:

January-September—-

Apparent consumption 1985 1986 1987 1987 1988
Quantity: :
In 1,000 units..... 3,981 3,542 3,018 2,243 1,977
Percent change..... 1/ (11.0) (14.8) 1/ (11.8)
Value: _
In $§1,000.......... 398,601 377,638 480,021 283,098 327,344
Percent change..... 1/ (5.3) 27.1 1/ 15.6

1/ Not applicable.
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Apparent U.S. consumption of telephone sets and consoles dedicated to small
business telephone systems rose steadily in terms of volume but decreased
overall in terms of value (table 3). From 1985 to 1986, consumption rose by
1.1 percent by volume and decreased 6.9 percent in value. Again in 1987,
apparent consumption grew (by 9.6 percent) based on quantity data and fell
(11.5 percent) calculated on the basis of value. However, from January-
September 1987 to January-September 1988, apparent consumption rose similarly,
on the bases of both quantity and value data by 4.6 percent and 3.4 percent,
respectively,

Table 3

Telephone sets and consoles for small business telephone systems: U.,S.
shipments, imports, and apparent consumption, 1985-87, January-September 1987,
and January-September 1988

January-September——
1985 1986 1987 1987 1988

Quantity (1,000 units)

U.S. shipments 1/...c000000ee kkk hokk kHk kkk kkk
Imports from--
Japan..ceeeeteteovececaones 879 741 1,029 484 427
Korea..... cesesenennns ceeee *kk khk k%% *hk kK
Taiwan..............-...‘o.. *** *** *** *** ***
Subtotal......ceivenennns 1,467 1,609 2,159 1,322 1,315
All other countries........ fakaded faada kk% *k% faalal
Total importsS...eeeeseess k% kkx *kk kkk kk%
Apparent consumption......... 3,572 3,612 3,958 2,648 2,769

Value ($1,000)

U.S. shipments 1/.....00u0nn. *kk *kk *kok kkk kk
Imports from--
JapaAN..sesesescssocesnsesees 711,432 58,985 49,356 39,863 30,853

Korea..e.eeeesse cecrscsentre %k *kk kkk *k %k *kk
Taiwan..eeees oo cecereranene fadabakil fakakad * k& Fkk *k K
Subtotal....ceveenrsesses 107,704 112,124 121,808 90,295 76,997
All other countrieS........ *k % * k% *k % Kk k%
Total imports....ceeeeees kkk fadadid kkk *k% * k%

Apparent consumption......... 599,658 558,567 494,323 365,678 377,975

1/ U.S. producers’ company transfers and open-market sales.

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

Consideration of Alleged Injury to an
Industry in the United States

The information presented in this section of the report was obtained from
responses to questionnaires of the U.S. International Trade Commission.
Six producers, accounting for an estimated * * * percent of 1987 U.S. shipment
of the subject products, provided usable data; however, no firm was able to
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answer all parts of the questionnaire. 1/ Where the data presented exclude
AT&T, reference is made. Production, shipments, and employment data were
requested and are presented separately for systems and three subassemblies:
control and switching equipment, circuit cards and modules, and telephone sets
and consoles. In the data for subassemblies, producers were requested to report
products whether shipped as part of a system, part of another subassembly, or
separately. Therefore, double-counting would occur if the data presented in
this section were added together.

U,S. producers’ capacity, production, and capacity -utilization

AT&T reported capacity on the basis of a * * * work week * * *, 6 operating
* % * yeeks per year. AT&T’s Group Vice President for GBS noted that the
company was operating one shift, 5 days per week, and estimated that production
could be expanded by 75 percent without any addition to physical plant. 2/
Comdial reported capacity on the basis of a * * * work week, operating * * *
weeks per year, * * *, Comdial’s chief executive officer reported current
operations of “generally” one shift, 5 days a week, and estimated that

production “easily” could be doubled with no expansion of physical plant. 3/
* % %

Systems.~~Capacity to produce systems is determined by capacity to produce
subassemblies of systems. Several firms * * * did not provide data on capacity
to produce systems. Reported U.S. average-of-period capacity * * * during the
period of investigation. “Production” of systems, as reported by U.S.
producers, may be better termed “configuration and/or installation” of a system,
and corresponds more nearly to shipments. Reported production data show a
* * *-percent decrease from 1985 to 1986, a * * *-percent increase from 1986 to
1987, and another decrease, of * * * percent, from January-September 1987 to the
correspondlng period of 1988. The rate of capacity utilization * * *, These
data are presented in table 4.

Table 4

Small business telephone systems and subassemblies thereof: U.S. capacity,
production, and capacity utilization, 1985-87, January-September 1987, and
January-September 1988

January-September——
Item . 1985 1986 1987 1987 1988

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

1/ EXECUTONE also provided a response to the producers’ questionnaire. These
data are presented separately in app. C. :

2/ Transcript of the conference, p. 96.

3/ Ibid., p. 92.
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Control and switching equipment.--Also shown in table 4, reported U.S.
average-of-period capacity to produce control and switching equipment for small
business telephone systems declined steadily throughout the period of
investigation, by * * * percent from 1985 to 1986, by * * * percent from 1986 to
1987, and by * * * percent from January-September 1987 to January-September
1988. Production fell by * * * percent from 1985 to 1986, then rose by
* * % percent from 1986 to 1987, and fell again, by * * * percent, from January-
September 1987 to January-September 1988. Capacity utilization declined
overall,

Circuit cards and modules.--* * *, % * * yere * * * ynable to provide
capacity data for circuit cards. Reported average-of-period capacity to produce
circuit cards and modules for small business telephone systems rose by
* * * percent from 1985 to 1986 but then decreased by * * * percent from 1986 to
1987, and fell again, by * * * percent, from January-September 1987 to the
corresponding period of 1988 (table 4). Production fell by * * * from 1985 to
1986, then rose by * * * percent by 1987. Comparing the partial year periods,
production decreased by * * * percent. Capacity utilization declined throughout
the period of investigation.

Telephone sets and consoles.--Reported U.S. average-of-period capacity to
produce telephone sets and consoles for small business systems fell by
* * * percent from 1985 and decreased by another * * * percent from 1986 to
1987. Capacity was * * * percent higher during January-September 1988 than in
the corresponding period of 1987. Production.of telephone sets and consoles
dropped by * * * percent from 1985 to 1986, more steeply than did capacity,
causing capacity utilization to decline. However, production rose by * * *
percent from 1986 to 1987 and increased again, by * * * percent, in January-
September 1988 compared with the corresponding period in 1987, Capacity
utilization rose steadily after 1985. These data are also presented in table 4.

U,S, producers’ shipments

This discussion is presented in terms of U.S. shipments. Company transfers
of * * * are * * * and transfers of * * * constitute less than * * * percent of
U.S. shipments. Also, export shipments are * * *, Therefore, trends in
domestic shipments and total shipments are similar to those for U.S. shipments.

Systems.--As shown in table 5, reported U.S. shipments of systems decreased
by * * * percent in volume from 1985 to 1986, and fell again, by * * * percent,
in 1987. Such shipments rose by * * * percent during the partial-year periods.
The value of U.S. shipments also fell steadily from 1985 to 1987, but unit
values fell by * * * percent from 1985 to 1986, and then increased by
* * * percent from 1986 to 1987. The value of U.S. shipments rose by
* * * percent from January-September 1987 to January-September 1988, but
corresponding unit values rose by only * * * percent.

{
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" Table 5 ,

mall business telephone systems: U.S. producers’ company transfers, domestic
hipments, U.S. shipments, export shipments, and total shipments, 1985-87,
January-September 1987, and January-September 1988

B January-September—-
Item 1985 - 1986 1987 1987 1988

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

Control and switching equipment.--U.S. shipments of control units and
switching equipment for small business telephone systems declined steadily
throughout the period of investigation, by * * * percent from 1985 to 1986, by
* * % percent from 1986 to 1987, and by * * * percent from the first three-
quarters of 1987 to the corresponding part of 1988 (table 6). The value of such
shipments fell more sharply than did the volume from 1985 to 1986, as the unit
value decreased by * * * percent. However, from 1986 to 1987, the value of
shipments rose by * * * percent and the unit value increased by * * * percent.
From January-September 1987 to January-September 1988, the value and unit value
of shipments both declined again, by * * * percent, and * * * percent,
respectively.

Table 6

Control and switching equipment for small business telephone systems: U.S.
producers’ company transfers, domestic shipments, U.S. shipments, export
shipments, and total shipments, 1985-87, January-September 1987, and January-
September 1988

January-September—-
JItem 1985 1986 1987 1987 1988

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

Circuit cards and modules.--Reported U.S. shipments of circuit cards and
modules decreased steadily during the period of investigation, falling by
* * % percent from 1985 to 1986 and by another * * * percent by 1987 (table 7).
From January-September 1987 to January-September 1988, such shipments declined
by * * * percent. * * *  Although the reported value of U.S. shipments of
circuit cards and modules fell by * * * percent from 1985 to 1986, it increased
by * * * percent in 1987, and rose further, by * * * percent, in January-

September 1988 compared w1th the corresponding period of 1987. Unit values
***
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Table 7

Circuit cards and modules for small business telephone systems: U.S. producers’
company transfers, domestic shipments, U.S. shipments, export shipments, and
total shipments, 1985-87, January-September 1987, and January-September 1988

January-September-—
Item 1985 1986 1987 1987 1988

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

Telephone sets and consoles.--Reported U.S. shipments of telephone sets and
consoles for small business telephone systems declined by * * * percent from
1985 to 1986 and decreased further in 1987, by * * * percent. Such shipments
rose by * * * percent during January-September 1988 compared with the
corresponding period of the previous year. Trends in the value of shipments
paralleled trends in volume; however, values fell somewhat more steeply, and
rose slightly less than did volumes. Unit values, therefore, declined steadily
during the period of investigation. These data are presented in table 8.

Table 8

Telephone sets and consoles for small business telephone systems: U.S.
producers’ company transfers, domestic shipments, U.S. shipments, export
shipments, and total shipments, 1985-87, January-September 1987, and January-
September 1988

January-September——
Item 1985 1986 1987 1987 ° 1988

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

U.S. producers’ inventories

End-of-period inventories of small business telephone systems and
subassemblies fluctuated similarly during the period of investigation and, in
all cases, declined overall. However, as a percent of total shipments during
each period, ending inventories decreased from 1985 to 1986 and then rose from
1986 to 1987. Except for telephones, the inventories-to-shipments ratio
increased from 1985 to 1987. Inventories of systems and control units on
September 30, 1988, as a percent of January-September 1988 shipments, declined
compared with corresponding data for 1987. Inventories of circuit cards and '
telephones rose * * * in this same timeframe. End-of-period inventories and
inventories-to-shipments ratios are shown in the following tabulation:
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Dec, 31-- Sept. 30-- 1/
Product 1985 1986 1987 1987 1988
* * * * T % * *

1/ Inventories as of Sept. 30 as a percent of shipments during Jan.-Sept.

Employment

Four producers supplied data on employment; however, * * *,  The number of
workers and the hours worked in the production of small business telephone
systems fell from 1986 to 1987 but nearly recovered in 1987. Both measures
dropped again from January-September 1987 to January-September 1988.
Productivity fell and unit labor costs rose, overall. Hourly compensation rose
slightly. These data are presented in table 9.

Table 9

Small business telephone systems: Average number of production and related
workers, hours worked, productivity, wages paid, hourly wages, total
compensation paid, hourly total compensation, and unit labor costs, 1985-87,
January-September 1987, and January-September 1988

January-September—--
Item 1985 1986 1987 1987 1988

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

Usable data reported in the production of subassemblies are shown in
table 10. These data account for only * * *,

Table 10

Subassemblies of small business telephone systems: Average number of production
and related workers, hours worked, productivity, hourly wages, hourly
compensation, and unit labor costs, 1985-87, January-September 1987, and
January-September 1988

Product Number Hourly Labor
and of Hours Produc- Hourly compen- costs
period workers _ worked tivity wage sation per unit

(1,000) (units/hr)

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

Four producers, accounting for an estimated * * * percent of 1987 U.S.
shipments of control and switching equipment, furnished usable income-and-loss
data on their telephone systems operations as well as on their establishments
within which such systems are produced.

Overall establishment operations.--For the period 1985-87, certain
telephone systems and subassemblies thereof were * * * percent of total
establishment operations, presented in table 11, on the basis of net sales.
Statements excerpted below from annual reports effectively apply to the subject
product as well.

Table 11

Income-and-loss experience of U.S. producers 1/ on the overall operations of
their establishments within which telephone systems are produced, accounting
years 1985-87 and interim periods ended Sept. 30, 1987, and Sept. 30, 1988

Interim period

ended Sept, 30--
Item 1985 . 1986 1987 — 1987 1988

l/***.

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

Overall establishment net sales showed a steady and significant decrease
from 1985 to 1987 and from interim period 1987 to interim period 1988. Such
sales decreased from * * * in 1985 to * * * in 1986, representing a decrease of
* * * percent, then decreased further by * * * percent, to * * * in 1987. The
net decrease in 1985-87 was * * * percent. Interim period 1988 net sales

decreased by * * * percent, from * * * in the corresponding period in 1987 to
* % %

Gross profit margins, however, after a high of * * * percent in 1985,
remained relatively constant at * * * percent and * * * percent for 1986 and
1987, respectively, with a * * * increase from * * * percent in interim period
1987 to * * * percent in interim period 1988, Sustainment of constant gross
profit margins throughout the investigative period when net sales are declining
is indicative of decreasing manufacturing costs.

Operating income margins, on the other hand, decreased from * * * percent
in 1985 to * * * percent and * * * percent in 1986 and 1987, respectively.
Interim period margins also show a decline from * * * percent in interim period

1987 to * * * percent in the same period in 1988. Factors contributing to the
decreased margins are as follows:

...The increased losses (1986 to 1987), despite a 12% growth in
sales, can be attributed principally to (1) reduced margins and volume
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on older products as a result of a competitive marketplace, (2) an
additional inventory provision as the Company continues to phase out
older products and bring new products to the marketplace, and (3)
increased start-up costs associated with the introduction of new
products... 1/

...5elling, general and administrative expenses increased in fiscal
1987 as compared to fiscal 1986 as a percentage of sales and in terms
of absolute dollars as a result of the higher level of sales activity
and the implementation of new marketing programs. Selling expenses
have increased in particular as additional sales support personnel are
required for the higher level of activity .... 2/

Selected overall establishment financial data for each of the four U.S.
producers are presented in the following tabulation (in thousands of dollars,
except as noted):

Interim period
ended September 30--

Item ' 1985 1986 1987 - 1987 1988 -
* * * * * * *

Tk * * * * * *

Telephone system and subassembly operations.--Income-and-loss data for
telephone systems and subassemblies thereof are presented in table 12, Similar
to the overall establishment experience, net sales of telephone systems showed a
steady and * * * decrease during 1985-87 and from interim period 1987 to interim
period 1988. Such sales declined from a high of * * * in 1985 to * * * in 1986,
representing a decrease of * * * percent, then decreased further, by * * *
percent, to * * * in 1987, The percentage decrease of such sales from 1985 to
1987 was * * * percent. Interim period 1988 net sales show a decline of * * #
percent, to * * * billion from * * * billion in the same period in 1987.

Table 12

Income-and-loss experience of U.S. producers 1/ on their operations producing
telephone systems and subassemblies thereof, accounting years 1985-87 and
interim periods ended Sept. 30, 1987, and Sept. 30, 1988

Interim period

ended Sept. 30--
Ttem 1985 1986 1987 1987 © 1988

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

1/ Comdial 1987 Annual Report, p. 1.
2/ Eagle Telephonics 1987 Annual Report, p. 6.
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* * % * * . * *

Gross profit margins, after * * * percent in 1985, were relatively constarﬂ
in the * * * percent range for the remaining periods. Accordingly, cost of
sales as a percent of net sales were stable in the * * * percent range after the
low of * * * percent in 1985. Operating margins decreased from * * * percent in
1985 to * * * percent in 1986, * * * percent in 1987, * * * percent in interim
1987, and * * * percent in interim 1988.

Selected telephone syﬁtems financial data for four U,S. producers are
presented in the following tabulation (in thousands of dollars, except as
noted) :

Interim period

ended September 30--
Item 1985 1986 1987 1987 1988

* * * * * % *

The product under investigation accounted for * * * percent of GBS’s sales
during 1985-87, * * *,

Value of plant, property, and equipment.--The data provided by * * *
producers on their end-of-period investment in productive facilities in which

telephone systems are produced are shown in the follow1ng tabulation (in
thousands of dollars):

Interim period

as of September 30--
‘Item 1985 1986 1987 1987 1988

* * * * * * *

Annual rate of operating income return on assets.--The rates of return for
* * * on establishment and telephone system assets are shown in the following
tabulation (in percent):

Annual rate of return 1985 . 1986 1987
* * * * * * ' *
* * * * * * *

Capital expenditures.--The data provided by the U.S. producers relative to
their capital expenditures for land, buildings, and machinery and equipment used
in the manufacture of telephone systems are shown in the. following tabulation
(in thousands of dollars):

Interim period

ended Sept, 30--
Item 1985 1986 1987 1987 1988

* * * * * * *
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Research and development expenses.--Research and development expenses

relating to telephone systems for the U.S. producers are shown in the following
tabulation (in thousands of dollars):

Interim period
ended June 30--—
Firm 1985 1986 1987 1987 1988

* * * * * * *

Capital and investment.--The Commission requested U.S. producers to
describe any actual or potential negative effects of imports of telephone
systems from Japan, Korea, and Taiwan on their firms’ growth, development and
production efforts, investment, and ability to raise capital. Excerpts from
their responses are presented in appendix E.

Consideration of the Question of
Threat of Material Injury

Section 771(7) (F) (i) of the Tariff Act of 1930 (19 U.S.C. § 1677(7)(F) (i))
provides that--

In determining whether an industry in the United States is threatened
with material injury by reason of imports (or sales for importation)
of any merchandise, the Commission shall consider, among other
relevant factors 1/

(I) If a subsidy is involved, such information as may be presented to
it by the administering authority as to the nature of the subsidy
(particularly as to whether the subsidy is an export subsidy
inconsistent with the Agreement),

(II) any increase in production capacity or existing unused capacity
in the exporting country likely to result in a significant increase in
imports of the merchandise to the United States,

(III) any rapid increase in United States market penetration and the
likelihood that the penetration will increase to an injurious level,

(IV) the probability that imports of the merchandise will enter the
United States at prices that will have a depressing or suppressing
effect on domestic prices of the merchandise,

(V) any substantial increase in inventories of the merchandise in the
United States,

1/ Section 771(7)(F)(ii) of the act (19 U.S.C. 1677(7)(F)(ii) provides that
“Any determination by the Commission under this title that an industry in the
United States is threatened with material injury shall be made on the basis of
evidence that the threat of material injury is real and that actual injury is
imminent. Such a determination may not be made on the basis of mere conjecture
of supposition.”
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(VI) the presence of underutilized capacity for producing the
merchandise in the exporting country,

(VII) any other demonstrable adverse trends that indicate the
probability that the importation (or sale for importation) of the
merchandise (whether or not it is actually being imported at the time)
will be the cause of actual injury,

(VIII) the potential for product shifting if production facilities
owned or controlled by the foreign manufacturers, which can be used to
produce products subject to investigation(s) under section 701 or 731
or to final orders under section 736, are also used to produce the
merchandise under investigation,

(IX) in any investigation under this title which involves imports of
both a raw agricultural product (within the meaning of paragraph

(4) (E) (iv)) and any product processed from such raw agricultural
product, the likelihood that there will be increased imports, by
reason of product shifting, if there is an affirmative determination
by the Commission under section 705(b) (1) or 735(b) (1) with respect to
either the raw agricultural product or the processed agricultural
product (but not both), and

(X) the actual and potential negative effects on the existing
development and production efforts of the domestic industry, including
efforts to develop a derivative or more advanced version of the like
product. 1/

Petitioners have not alleged the existence of subsidies (item (I) above).
Information on the volume, U.S. market penetration, and pricing of imports of
the subject merchandise (items (III) and (IV) above) is presented in the section
entitled “Consideration of the causal relationship between imports of the
subject merchandise and the alleged material injury.” Information on the
effects of imports of the subject merchandise on U.S. producers’ existing
development and production efforts (item (X)) is presented in the section
entitled “Consideration of alleged material injury to an industry in the United
States.” Available information on U.S. inventories of the subject products
(item (V)); foreign producers’ operations, including the potential for “product
shifting” (items (II), (VI), (VIII) and (IX) above); any other threat
indicators, if applicable (item (VII) above); and any dumping in third-country
markets, follows.

U.S, importers’ inventories

Inventories held by impdrters are presented in table 13. These inventories
are significantly larger, as a share of reported shipments, than those for U.S.

1/ Section 771(7) (F)(iii) of the act (19 U.S.C. § 1677(7) (F)(iii)) further
provides that, in antidumping investigations, ”. . . the Commission shall
consider whether dumping in the markets of foreign countries (as evidenced by
dumping findings or antidumping remedies in other GATT member markets against
the same class or kind of merchandise manufactured or exported by the same party
as under investigation) suggests a threat of material injury to the domestic
industry.”
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- producers. This disparity may be due in part to the differences in the channels
of distribution used by domestic and foreign suppliers. U.S. producers supply
end users more directly than do importers.

Table 13

Small business telephone systems and subassemblies thereof: End-of-period
inventories of Japanese, Korean, and Taiwan products, 1985-87, January-
September 1987, and January-September 1988

Jan,-Sept,~— 1/
Item 1985 1986 1987 1987 1988
Systems inventories from—-
Japan:
Quantity (1,000 units)..cececeeess, ¥** kRk Tk kkok ko
As a share of shipments (percent),., *¥% khk fakakel kkk k%
Korea:
Quantity (1,000 units).......... ces KEE fokk *k% *kk kkk
As a share of shlpments (percent) kK k% ek kkk kkk
Taiwan:
Quantity (1,000 units)...eveeease., F#%* *hk *k% *kk L
As a share of shipments (percent)., *** Kk - *dek kekk *kk
Subject inventories:
Quantity (1,000 units)....eeoveeees 6 4 9 7 6

As a share of shipments (percent).. 22.1 18.5 66.0 71.2 34.3

Control/switching equipment
inventories from--

Japan:
Quantity (1,000 units)..... ceees R Ll kkk kkk k%
As a share of shipments (percent) ., **% K% *kk kkk *kk
Korea: ’
Quantity (1,000 un1ts) P *kk *kk kkk Kk
As a share of shipments (percent) *kk kkk *kk Kk % kkk
Taiwan:
Quantity (1,000 units)...eveeveesss **% kick kkk kkk kkk
As a share of shipments (percent)., **¥ *kk kkk kkk *kk
Subject inventories: 2/
Quantity (1,000 units)....veevseess 37 58 67 63 40

As a share of shipments (percent).. 28.2 30.9 35.6 47.4 28.0

Circuit card/module inventories from--

Japan:

Quantity (1,000 UNitS).eeerennsenns Kk k Hkk Kk kK Tkk

As a share of shipments (percent).., **% khk *kk kekk *k%
Korea:

Quantity (1,000 units)..veceeesoss, ¥¥% kkk kkk *kk *kk

As a share of shipments (percent).,, *** kh%k k% kkk kK
Taiwan:

Quantity (1,000 units).....c000e.. . KE% k% *kk k%% *hk

As a share of shlpments (percent).. kkk *kk kk & *k & kkk
Subject inventories: 2/

Quantity (1,000 units).eeseeeeeesn. 455 463 498 488 323

As a share of shipments (percent).. 65.6 62.4 76.4 94.0 60.2

See footnotes at end of table,
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Table 13--Continued

Small business telephone systems and subassemblies thereof: End-of-period
inventories of Japanese, Korean, and Taiwan products, 1985-87, January-
September 1987, and January-September 1988

Jan,-Sept,~—- 1/
1985 1986 1987 1987 1988

Telephone/consoles inventories from--

Japan: A
Quantity (1,000 units)..... ceeeseas KKK L3 k% k%% *kk
As a share of shipments (percent).. ¥*** Fkk *hk *kk kkk

Korea:

Quantity (1,000 units)..ececeseasss ¥*¥*¥ *kok *kk Hkk *kk
As a share of shipments (percent).. *¥% L kkk k% *kk

Taiwan:

Quantity (1,000 units).eeeessecaess **% k% - *k% *hk Kk k
As a share of shipments (percent).. ¥**¥ *h% *kk *kk *kk

Subject inventories: 2/

Quantity (1,000 units)...eevveecns . 732 609 709 731 516

As a share of shipments (percent).. 44.7 35.8 43,5 62.4 34,2

1/ Inventories as of September 30 as a percent of shipments during January-
September.

2/ Data for Japan, Korea, and Taiwan will not sum to data for subject
inventories because * * * reported only aggregated subject inventories and
shipments. These data are included in “subject inventories” but not in any
individual country’s data.

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

Foreign producers

Japan.--Nine Japanese producers provided usable data on their foreign
operations producing the subject products; however, * * *,  Only limited data
were reported for systems; these show declining production and steadily
declining exports to the United States. Rates of capacity utilization for * * *
all subassemblies fell overall (table 14). Japanese home-market shipments
accounted for slightly less than two-thirds of total shipments during the period
of investigation; however, home-market shipments of systems and all
subassemblies fell during the period of investigation. Exports of subassemblies
to the United States rose from 1985 to 1986 and have since fallen steadily.
Exports to all other markets have increased sharply.
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Table 14

Subassemblies of small business telephone systems: Japanese 1/ capacity,
production, capacity utilization, home-market shipments, exports to the United
States, exports to all other countries, and end-of-period inventories as a share
of total shipments, 1985-88, January-September 1987, and January-September 1988

Jan,—-Sept,~——

Item 1985 1986 1987 1988 1987 1988
Control/switching equipment:
Capacity (1,000 units).... 729 753 741 740 558 554
Production (1,000 units).. 567 593 516 501 398 378
Capacity utilization
(percent) 2/...c0vun. . 89.3 90.7 80.9 74.3 81.3 75.5
Home-market shipments '
(1,000 units)..ce.ves N Y2 385 383 360 304 291
Exports to the United
States (1,000 units).. 117 122 84 77 66 55
Exports to all other coun-
tries (1,000 units)... 48 61 61 75 45 54
Inventories as a share of
shipments (percent)... 6.4 10.7 9.6 8.4 13.6 7.4

Circuit cards and modules:
Capacity (1,000 units).... 3,838 5,115 4,987 3,715 3,346 2,868
Production (1,000 units).. 2,485 3,180 2,886 2,365 2,157 1,753
Capacity utilization

(percent) 2/...c00vee. 71.8 63.6 60.0 67.5 67.9 62.5
Home-market shipments

(1,000 units)...cvve.. 1,476 1,729 1,733 1,489 1,388 1,157
Exports to the United

States (1,000 units).. 682 868 557 - 391 460 306
Exports to all other coun-

tries (1,000 units)... 397 565 589 674 422 427
Inventories as a share of '

shipments (percent)... 21.4 19.5 22.6 22.1 23.7 24,9

Telephone sets and consoles: ,
Capacity (1,000 units).... 5,250 5,465 5,477 5,222 4,108 3,809
Production (1,000 units).. 4,253 4,236 4,003 3,833 3,094 2,840
Capacity utilization ’

(percent) 2/....... ... 86.8 85.3 81.6 77.2 82.7 79.0
Home-market shipments ’

(1,000 units)...... veo 2,544 1,797 2,352 2,288 1,861 1,840
Exports to the United

States (1,000 units).. 1,307 1,366 1,013 896 818 659
Exports to all other coun-

tries (1,000 units)... 496 509 600 721 429 495
Inventories as a share of

shipments (percent)... 8.1 12.6 13.1 12,2 15.3 12.5

1/ Includes * * *, Not all companies provided complete data.
2/ Based on companies reporting both capacity and production data.

Source: Compiled from data submitted by counsel for the Japanese respondents.

Korea.--Three Korean producers provided data regarding their production and
shipments of subassemblies for small business telephone systems (table 15).
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Table 15

Subassemblies of small business telephone systems: Korean 1/ capacity,
production, capacity utilization, home-market shipments, exports to the United'
States, exports to all other countries, and end-of-period inventories as a share
of total shipments, 1985-88, January-September 1987, and January-September 1988

Jan.-Sept,—-

Item 1985 1986 1987 .1988 1987 1988
Control/switching equipment:
Capacity (1,000 units)...... 63 79 *xk 128 116 94
Production (1,000 units).... *¥% 59 *hk 125 85 88
Capacity utilization
(percent)...vvveveennses kkk 74.9 k% 97.0 73.7 93.5
Home-market shipments
(1,000 units).iveseeesss Fk% *kk kel kK k% *kx
Exports to the United
States (1,000 units).... *** 51 kkk 71 kEk 49
Exports to all other coun-
tries (1,000 units),.,... ¥*** k% kkk k% *kk k%
Inventories as a share of
shipments (percent) 2/.. *%* kkk *kk *kk KKk *kk
Circuit cards and modules:
Capacity (1,000 units)...... 192 195 599 441 445 334
Production (1,000 units).... 95 Kkk 611 407 361 291
Capacity utilization
(percent) ccvvveeennn oo 49.6 *k% 102.0 92.3 81.2 87.0
Home-market shipments
(1,000 units).vveevnenen kel *kk kel falay k% k%
Exports to the United
States (1,000 units).... 81 96 k% 366 318 271
Exports to all other coun-
tries (1,000 units)..... **¥ el k% okl *hk *kk
Inventories as a share of
shipments (percent) 2/.. *%*%* ki %k Kk Kk % Kk Kk
Telephone sets and consoles:
Capacity (1,000 units)...... *%%* 677 1,809 1,491 1,335 1,112
Production (1,000 units).... #*¥%* 448 1,525 1,211 1,022 894
Capacity utilization
(percent)........ R dild 66.2 84.3 81.2 . 76.6 80.4
Home-market shipments
(1,000 units)........c... *kk kA K kkk kA k *k% kkk
Exports to the United
States (1,000 units).... ¥*%** 386 1,267 856 826 647
Exports to all other coun-
tries (1,000 units)..... *#**% kk% Fkk *kk *dkk 190
Inventories as a share of
shipments (percent) 2/.. *k%k *kk k%% 3.3 *kk k%%

1/ Includes * * *,
2/ Based on companies reporting both inventories and shipments. * * *,

Source: Compiled from data submitted by counsel for the Korean respondents.
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* * * * * * *

Sharp increases in capacity, production, and exports to the United States of all
bubassemblies from 1985 to 1987 are * * *; however, all these trends are down in
1988. Capacity was reported on the basis of an average * * * day, working * * *
days per week; capacity utilization was generally high except when * * *,

Taiwan.--Only Sun Moon Star reported data on Taiwan production and
shipments of the subject products; however, this firm is believed to account for
a large majority of the Taiwan industry. Sun Moon Star reported * * *,6 #* * *,
These data are presented in table 16,

Table 16

* % *. GSun Moon Star’s capacity, production, capacity utilization, home market-
shipments, exports to the United States, exports to all other countries, and
end-of-period inventories as a share of total shipments, 1985-88, January-
September 1987, and January-September 1988

Jan,-Sept,—-
Item 1985 1986 1987 1988 1987 1988

* * * * * * %*

Source: Compiled from data submitted by counsel for the Taiwan respondents.

Consideration of the Causal Relationship Between Imports of the Subject
Merchandise and the Alleged Material Injury

U.S, imports

Questionnaires were sent to 100 firms identified as the largest importers
of products entered under TSUS items that include small business telephone
systems and subassemblies thereof. Data received in response to these
questionnaires are estimated to account for over 80 percent of the subject
imports; however, the data for control units and switching equipment and
telephone sets and consoles are believed to be significantly more accurate than
those for systems and circuit cards and modules, as explained below. Although
U.S. Department of Commerce official import statistics include nonsubject
products, petitioners and respondents both cite these data as indicative of the
imports under investigation. 1/ Both questionnaire data and selected official
import statistics are presented below, by product.

Systems.--Importers generally reported that they did not import “systems”
but, rather, imported subassemblies of systems. Although some imports of
systems were reported, these data significantly understate the quantity and
value of imported small business telephone systems in the United States. The
reported data show a steady decline in the aggregated volume of such imports
from Japan, Korea, and Taiwan (table 17). Reported subject imports decreased
16.1 percent from 1985 to 1987, and declined by another 3.3 percent from 1986 to
1987. Imports during January-September 1988 were 11.3 percent lower than during

1/ Petition, p. 17, and transcript of the conference, p. 154.
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the same period of 1987. Imports from Japan declined similarly and * * *,
X % %

Table 17
Small business telephone systems: U.S. imports from Japan, Korea, Taiwan, and
all other countries, 1985-87, January-September 1987, and January-September 1988

January-September——
Item 1985 1986 1987 1987 _1988

Ouantit? (1,000 units)

Japan........ ceesecsenesnanas 45 37 31 23 16
Korea'.... * O 0 6 2 8 0 0 0 50 0800 0 0 *** *** *** *** ***
Taiwan..eeeee. cesecrrereveres *kk fokidal Lidadl *hk *kk
Subtotal........ cesecsseaie 45 38 37 27 23
All other countries......eoe. *kk fakudal fokidal k%% *kk
Total' * e o o 0 0 0 ® O ¢ 0 0 0 0 0 5 0 0 0 0 1] *** *** *** *** ***

Value ($1,000)

Ja8PAN. e cvtevnrseensoncosasess 49,031 48,809 46,154 36,275 23,390

Korea..eeveosuns erececneanee kK *kKk kR wkk kK
TaiWAN. . v eeoveesasscsses ceeee fadadad kkk fadadal *kk fakadad
Subtotal........ ereresree .. 49,167 49,486 56,180 43,021 23,965
All other countri€S..eeeesoes fakadal fakidad *kk kil *okk
Total ....... s @ 0 % 0 3 0 0 0 L Y B B BN *** *** *** *** ***

Unit value (per unit) 1/

JaAPAN. . tvveecesesnenensssnsss 51,099 $1,316 $1,503 $1,612 $1,426

Korea..oeeoeeoeons ceseenae . * ok *hk kkk *kk *kk
Taiwang/.......-..........o. bakakad * &k * k% *** ***
AVerage....cveeevesrsseneess $1,090 $1,307 $1,535 $1,623 $1,020
All other countries...... cene * k% * k% kK Kk % Kok
Average...... teesesranea N *h% Kk *khk kkk *kk

1/ Calculated from unrounded data, based on companies reporting both quantities
and values.

2/

* * * * * * *

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

The reported value of the subject imported systems rose by 0.6 percent from
1985 to 1986 and increased again, by 13.5 percent, in 1987; values then fell
44,3 percent in the partial-year periods. The value of imports from Japan
declined throughout the period, whereas imports from * * *, Unit values for all
subject imports also peaked in 1987, but declined in 1988; however, the unit
value of imports from Japan during January-September 1988 remained well above
the 1985 unit value,
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Control and switching equipment.--The volume of reported U.S. imports from
Japan, Korea, and Taiwan of control and switching equipment for small business
telephone systems increased by 62.1 percent from 1985 to 1986, and then fell by
7.2 percent by 1987 (table 18). Aggregated subject imports decreased again, by
15.4 percent, in the first three-quarters of 1988 compared with the same period
of 1987. Imports from Japan increased from 1985-86 and declined thereafter and
products from both Korea and Taiwan rose during 1985-87 and then declined.

Table 18

Control and switching equipment for small business telephone systems: U.S.
imports from Japan, Korea, Taiwan, and all other countries, 1985-87, January-
September 1987, and January-September 1988

January-September—--
1985 1986 1987 1987 1988

Quantity (1,000 units)

JAPAN et ssossrsonsssasnsons 71 103 65 52 43

Korea. ® ¢ & 6 00 0 200 00 L BN N I B B B B B BN *** *** *** *** ***
TaiWaN.eeeeosseesoooee ceeeeen fakalad fakidal fakidal fadakad falal

Subtotal.....eeeeeesen ceeee 128 208 193 139 - 118
All other countrieS.....eese. *hk *hk Lkl k% *k*k

Total.... ..... LN I I B O B B A ) *** *** *** *** ***

Value ($1,000)

Japan......;...... ........... 24,354 28,640 20,526 16,252 13,208
Korea..eeoeeuvene ceeevrecenens *hK L2 *kk Lt *kk
Taiwan ..... ® 0 0 0 0 0 O PP PO OO 0 *** *** *** *** ***
Subtotal....ieeveeseneeesess 48,274 54,475 48,277 32,406 32,842
All other countrieS.......... *kk *hk *kk *kk k%
Total.eeeeueeeoeeoannee Ceee. kAKX fadadad *kk fadadad k&%

Unit value (per unit) 1/

JaPAN. .ttt srancncresnsrsnaas  $343 $279 $316 $315 $310
Korea..oeeevenoasoseas ceesans *kk *k% *kk kK Fokde
Taiwan.eeee e eevevenennanns fakadad fukadud fakalad *%% fukedad
Average....... cesenns evenn 376 262 250 233 279
All other countries.......... fakabal fakall fakidal k% k%
Average.,.cvveeeesssocosanas *k% ke L Kkk Ll

1/ Based on companies reporting both quantities and values.

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

The value of U.S. imports of control and switching equipment rose
marginally during the period although there was a 12.8-percent increase from
1985 to 1986. Imports from Japan declined in value, Korean products rose
overall, and imports from Taiwan * * * .from 1985 to 1987 and then declined.
Aggregated unit values fell sharply overall, although there was an increase in
January-September 1988.
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U.S. imports of telephone control and switching equipment; based on
official statistics, are presented in the following tabulation (in millions of
dollars): 1/

January-September—-

Source 1985 1986 1987 1987 1988
o Japan..iceiececeeess 223 179 136 118 74
Korea........ve00eve 21 - 28 44 27 39
Taivan........e000.0 _13 13 16 12 12
Subtotal.......... 258 219 196 156 126
Other...... ceesesess 308 218 257 182 228
Total.......c..... 566 438 453 338 353

Circuit cards and modules.--Questionnaire respondents often were unable to
- provide complete data on imports of circuit cards and modules because a majority
of these products are shipped as part of control and switching units or
telephone sets and consoles. Reported data, presented in table 19, are believed
to reflect mostly products shipped separately. Thus, these data both
understate, and may be unrepresentative of, actual subject products.

U.S. imports of power supplies, based on official statistics, are presented
in the following tabulation (in millions of dollars): 2/

January-Se ber--
Source 1985 1986 1987 1987 1988
Japan...eeeeeseeeess 125 166 182 121 175
| o} o = W 0 13 16 11 15
Taiwan.eeeeoeoooeess 143 _99 126 _85 131
Subtotal.......... 270 278 324 218 321
Other..oceeeveees ... 308 368 482 343 470
Total.eveeeeeoeoss 579 645 807 560 791

These data do not include circuit cards other than power supplies, most of
which are shipped as part of a unit of control or switching equipment.

1/ Comparable data on quantities are not available.
2/ Data for 1985-86 include power supplies larger than those subject to

investigation. These products were reclassified in a separate tariff item in
1987.
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Table 19 .

Circuit cards and modules for small business telephone systems°' U.S. imports
from Japan, Korea, Taiwan, and all other countrles 1985-87, January-September -
1987, and January-September 1988

January-September—-
Item 1985 1986 1987 1987 1988

Quantity (1,000 units)

JapaN..sesessseoesocvsossesnes 538" . 559 443 363 228

Korea........"..'..."...".. *** - ’ *** *** . *** ***
TAIWAN . s veneereonosstrocnnons kkk O kkk k¥ *kk kkk
Subtotal....ceeveeeones e 546 ‘741 684 548 365
All other countries.......... kkk kkk ok ok fakakad fobadal
To_tal....'.................. fadododl *h¥ fakadal kkk * k%
‘ Value ($1,000)

Japan........- ..... eeevecsnses 90,063 . 45,488 38,893 32,700 24,823
Korea.'....,............'.'.. *** : . *** *** *** ***
Taiwan.....oeeveeees cerieeean kkk k- _ kkk bl dudl
Subtotal................... 54,123 55,190 56,338 44,738 39,727

" All other countries.......... kkk ok ¥ k% k% kkk
Total..... 9 0 9 20 0 06 0 00 0 8t e *** - *** *** *** ***

Unit value (per unit) 1/

< $93 .§81 . . $88 $90 $109
Korea...ooones cereseenentanas *kk k. |okkk kkx k%
Taiwan.............'.......... *kk . *** *** Fokk *kk
AVeTage. . vevrvveeroninecans 92 T 74 89
All other countries.......... *kk . k% Fk % kkk ladaba
Average.. ' kkk Kk % ' dokk *kk *kk

S0 000t s 00000 c o0

1/ Calculated from the unrounded data ‘based on companles prov1d1ng both
quantity and values.

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

Telephone sets and consoles.--Aggregated U.S. imports from Japan, Korea,
and Taiwan of telephone sets and consoles dedicated. for use in small business
telephone systems increased in volume by 9.7 percent from 1985 to 1986 and rose
again, by 34.2 percent, in 1987 (table 20). However, the volume of such imports
declined marginally from January-September 1987 to the corresponding period of
1988, Imports from Japan also increased from 1985 to 1987 and then fell.
Products from Korea increased steadily, and imports from Taiwan peaked in 1986
and dropped thereafter. The value of the subject products rose by 4.1 percent
from 1985 to 1986 and increased further, by 8.6 percent, from 1986 to 1987. The
value then decreased by 14.7 percent during January-September 1988 compared with
January-September 1987. The value of imports from Japan and Taiwan fell overall
whereas imports from Korea * * * in value from 1985 to 1987 and then declined
* % %, Unit values fell in every period of comparison, by 5.1 percent,
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Table 20 :
Telephone sets and consoles for small business telephone systems: U.S. imports
from Japan, Korea, Taiwan, and all other countries, 1985-87, January-September
1987, and January-September 1988 ’

January-September—-—
Item 1985 1986 1987 1987 1988

Quantity (1,000 units)

P VY -7 1 741 1,029 484 427
Korea...oeoeeeeees ceeesesennes *kk kkk *hk Kkk kkk
TaiWaAN . e s eeeeevenvssvssnnsonse *kk *h*x *kk k%% Kk
Subtotal....vceeee. cecevees 1,467 1,609 2,159 1,322 1,315
All other countries....:icce.. *kk kkk badidal kXK bkl
Total.'..'...".'..0'00.... - *** *** *** *** ***

Value ($1,000)

JapaN.ceeesesrcssocenseneeses 711,432 58,985 49,356 39,863 30,853

KOT@a.:veeeeesvooeosonanoonanns *kk kkk *kk Kk *k%k
Taiwan. ” O ¢ & & 06 0 9 9 0 ° 0 0 ¢ ® o 0 0 ® 0 *** *** *** *** ***
Subtotal...eveeveceseeseess 107,704 112,124 121,808 90,295 76,997
All other countriesS.......... fadaded fakakid k%% bl Ak
Total. ® 9 0 0 0 ¢ 0 0 O P O 0P O OGS OO *** *** *** *** ***

Unit value (per unit)

Japan........ Cescssaasesiases $81 $80 $48 $82 $§72
Korea'............'.'I..'Q... - *** *** *** *** ***
TAIWAN. v e veenenoeronnnsoonnne *kk kil *k *kk Akk
Average...... e seeenernenns 73 70 56 68 59
All other countries.......... kkk ki fakakad dkk kkk
AVerage..cccvsssescnnseness  KEk i k% kedek kK

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

19.0 percent, and 14.3 percent, respectively. Unit values of imports from Japan
and Korea declined overall and unit values of imports from Taiwan rose,
U.S. imports of telephone sets and consoles and other terminal equipment,

based on official statistics, are presented in the following tabulation (in
millions of dollars): '

January-September—-

Source 1985 1986 1987 1987 1988
Japan...... Ceeenee.. b48 535 488 370 278
Korea....... ceeenes . 80 116 163 116 107
Taiwan..eeoevveeoess 143 274 224 171 134
Subtotal.......... 671 925 875 657 518
Other..... cecversnes 246 343 412 299 ‘370

Total............. 917 1,268 1,288 956 888
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These data include single-line telephones and other terminal equipment and
parts that are not subject to investigation.

Market penetration by the subject imports

Market penetration as presented in this section is calculated using
questionnaire data. Reliable data on consumption and imports of systems are not
available in terms of quantity; however, a calculation of market penetration for
systems in terms of value is presented in appendix D. With regard to value, the
data presented may understate import penetration because the reported values are
at different levels of trade--the value of U.S. shipment represents primarily
sales to the end user while the value of imports is largely transfer values from
related manufacturers.

Control and switching equipment.--In terms of volume, the reported subject
imports of control and switching equipment almost doubled their market share
during the period of investigation (table 21). Korea and Taiwan * * * their
market shares while Japan’s rose only slightly. U.S. producers’ market fell
steadily from 1985 to 1987 and only rose marginally from January-September 1987
to January-September 1988. In terms of value, the import market share is much
smaller but the trends for the aggregated imports are similar, peaking in 1987
and rising overall (but less steeply than in terms of quantity). Again, also,
each country increased its market share overall, The domestic producers’ market
share varied inversely to the subject import share.
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Table 21 .

Control and switching equipment for small business telephone systems: Shares of
U.S. consumption supplied by Japan, Korea, Taiwan, all other countries, and U.S.
producers, 1985-87, January-September 1987, and January-September 1988

” January-September--
Item 1985 1986 1987 1987 1988

Quantity

Apparent consumption

(1,000 units).eeieennnenns 483 461 428 311 270
Share of apparent consumption

supplied by--

Japan (percent)........ ceee 14,7 22.3 15.2 16.6 15.8
Korea (percent)...eeeeeeses kel *kk *Hh% *kk Kk
Taiwan (percent)........c.. fokidad ol *hk *kk KAk
Subtotal (percent)....... 26.6 45,1 45.1 44,6 43.6

All other countries
(percent)..ooe... cevenn *xk fakald k% bkl fadal
Total imports (percent).. k% khEx FkKk *h% *kx
U.S. shipments (percent)... kel *kok Fhk fakadal fadaded
Total (percent)...ecevess 100,0 100.0 100,0 100,0 100.0

Value 1/

Apparent consumption

($1,000) s evvevveenneesess 691,760 478,496 553,100 399,440 334,906
Share of apparent consumption

supplied by--

Japan (percent).......oees 3.5 6.0 3.7 4,1 3.9
Korea (percent)..ieveseeens *E% i k% kK EX
Taiwan (percent).....eeeeee fadadad *kk L kkk fadadel fakidad
Subtotal (percent)....... 7.0 11.4 8.7 8.1 9.8
All other countries
(percent)..... teeieasans fakul *rk bakakal Kk fadadd
Total imports (percent).. *xk el ekl k% fadakd
U.S. shipments (percent)... fdali adadal ool dull fakudad
Total (percent).......... 100.0 100.0 100.0 100.0 100.0

1/ The data presented may understate import penetration because the reported
values are at different levels of trade--the value of U.S. shipment represents
primarily sales to the end user while the value of imports is largely transfer
values from related manufacturers.

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

Circuit cards and modules.--Data on circuit cards and modules exclude a
large portion of products that are integrated into control and switching
equipment or telephones by the manufacturer. Therefore, market penetration as
presented in table 22 is most applicable for products shipped separately from
other subassemblies. The data show an increase in the import market share and a
corresponding decline in the U.S. market share, in terms of volume; however, the
reverse is true for value data. Japan lost market share; Korea’s increased
* * *  and Taiwan’s also declined overall.
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Circuit cards and modules for small business telephone systems:
consumption supplied by Japan, Korea, Taiwan, all other countries, and U.S.
producers, 1985-87, January-September 1987, and January-September 1988

Shares of U.S.

11986

- January-September—-

Item ; 1985 1987 1987 1988
Quantity
Apparent consumption '
(1,000 units).eeeevevecenas 3,981 3,542 . 3,018 - 2,243 1,977
Share of apparent consumption . B
supplied by-- : :
Japan (percent).....eeceeeees 13.5° 15.8 . 14,7 16.2 11.5
Korea (percent)....eeeeseacss *hk khk - *kk kK *kk
Taiwan (percent).v..eeeececss fadudal lakoda odall kkk fadadad
Subtotal (percent)......... 13.7 20.9 22.7 24,5 18.4
All other imports (percent).. faadal k% hadatal fakak falail
Total imports (percent).... *xk *k% ek kwk hX
U.S. shipments (percent).... Fkk ladada kkk kkk * %k
Total (percent)....eceeeees 100,0 '100,0 . 100,0 100.0 100,0
Value 1/
Apparent consumption ($1,000).. 398,601 377,598 480,021 283,098 327,344
Share of apparent consumption : ' -
supplied by-- . . . S
Japan (percent)....i.cseeeees 12,6 12.0 - 8.1 11.6 7.6
Korea (percent)....ceeveeevss falall wkk . KE% *hk *kk
Taiwan (percent)......... cees *kk *kk *kk *hk kkk
Subtotal (percent) ceeaaen 13.6 14,6 - - 11,7 15.8 12.1
All other imports (percent). ke kK et *kk *kk
Total imports {(percent)... fakadal hkk Bkl fadadad ok
U.S. shipments (percent)..., kA kol kkk xkk kkk
Total (percent)............ 100.0 100.0 100.0 = 100.0 100.0

1/ The data presented may understate import peneétration because the reported
values are at different levels of trade--the value of U.S. shipment represents
primarily sales to the end user while the value of imports is largely transfer

values from related manufacturers.

Source: Compiled from data submltted in response to questlonnalres of the U.S.

International Trade Commission

Telephone sets and consoles.--During the period of investigation, telephone
sets and consoles for small business telephone systems imported from Japan,
Korea, and Taiwan supplied approximately one-half of the U.S. market, by volume,
and less than one-quarter, by value (table 23).

In either case,

the subject

market share rose overall, peaking in 1987. Japan and Taiwan lost market share
but Korea’s share * * *, U.,S, producers lost market share steadily from 1985 to
1987 but recovered a portion in the first three-quarters of 1988.
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Table 23

Telephone sets and consoles for small business telephone systems: Shares of
U.S. consumption supplied by Japan, Korea, Taiwan, all other countries, and U.
producers, 1985-87, January-September 1987, and January-September 1988

January-September—-
Item 1985 1986 1987 1987 1988

Quantity

Apparent consumption :

(1,000 units).eveeeveeeesss 3,572 3,612 3,958 2,648 2,769
Share of apparent consumption

supplied by--

Japan (percent)....coeceeveees 24,6 20.5 26.0 18.3 15.4
Korea (percent) EEEEEEEE I *kk *kk khk *kk *kk
Taiwan (percent)....ceesseee. ~ __ Xk% *k% faadad kkk fakakid
Subtotal (percent)....vsvse 41,1 44,5 54,5 49.9 47.5

All other countries
(percent)cveeeesnrosocees ot fadadd fudaldl fakadod ol
Total imports (percent).... kel Kkk falaad *h% *kk
U.S. shipments (percent)..... ek *k% kk% *kk *kk
Total (percent)..eeeeeseese 100,0 100,0 100,0 100,0 100,0

Value 1/

Apparent consumption ($1,000).. 599,658 558,567 494,323 365,678 377,975
Share of apparent consumption
supplied by--

Japan (percent).....eecveeees 11.9 10.6 10.0 10.9 8.2
Korea (percent)....... ceeesas *kk Kkk kA k *kk kK
Taiwan (percent)..... cerisees kk% kkk Kk ko k fabadad
Subtotal (percent)......... 18.0 20.1 24,6 24,7 20.4
All other imports (percent).. fakadad *k%k *kk k% fakuded
Total imports (percent).... ko wHhk kkk *hk kkk
U.S. shipments (percent)..... fadadl fadal okl fuall hudad
Total (percent)............ 100,0 100.0 100.0 100.0 100.0

1/ The data presented may understate import penetration because the reported
values are at different levels of trade--the value of U.S. shipment represents
primarily sales to the end user while the value of imports is largely transfer
values from related manufacturers.

Source: Compiled from data submitted in Tesponse to questionnaires of the U.S.
International Trade Commission.
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Prices 1/

AT&T sells an estimated * * * percent of its telephone systems directly to
end users through its own sales force, including AT&T phone center outlets. :
AT&T’s systems are sold as complete packages, including installation, wiring,
service, and support. The remaining * * * percent of its systems are sold to
authorized dealers for AT&T, which * * *, 2/ The remaining U.S. producers
responding to Commission questionnaires, * * *, distribute the majority of their
products through retail dealers, interconnects, and wholesalers. 3/

AT&T sells * * * to its authorized dealers. Most of the AT&T dealers
contacted reported that they generally purchase subassemblies from AT&T on the
basis of * * * and sell complete systems made from subassemblies held in
inventory. Like AT&T’'s direct sales force, these retail dealers sell their
customers a complete package, providing installation, service, and support
(e.g., training and programming) in addition to equipment. 4/ One dealer
indicated that he carries inventories of AT&T products for repair purposes, and
orders subassemblies for complete systems directly from AT&T only after
receiving a customer’s order. This dealer also installs the systems. 5/ All of
the retail dealers also sell subassemblies for expansion and replacement
purposes.

Importers generally sell telephone subassemblies to retail dealers and
wholesalers. Importers infrequently sell complete systems directly to end
users, with this channel of distribution often accounting for less than 5
percent of total sales. One importer said that it lacked the national sales and
service force required to support a large sales volume to end users. 6/

Instead, importers generally rely on retail dealers to market, sell, install,
and service their small business telephone systems to end users. * * * reported
that it, as an importer, only competes directly with AT&T on sales of systems to
large national end-user accounts, and that this represents * * * percent of its
total sales. Many other importers echoed this statement.

1/ This report has been prepared without reliance on submissions of the
petitioner pertaining to market research performed for petitioner by McKinsey &
Co., Inc. A thorough analysis of the study was not possible given the
information and time available.

2/ Postconference brief of AT&T, p. 2.

3/ Retail dealers are often referred to as interconnects. Though the two
function at largely the same level of distribution, they market their products
in different ways, with retail dealers selling from a showroom and
interconnects through sales representatives. Wholesalers and supply houses
function as distributors for subassemblies produced in the United States or
imported from Japan, Korea, or Taiwan. The terms retail dealer and
interconnect are used interchangeably in this section, as are the terms
wholesaler and supply house, * * *,

4/ Conversations with representatives of * * *,  all authorized AT&T dealers,
~Jan. 23, 1989, :

5/ Conversation with * * * Jan. 25, 1989,

6/ Conversation with * * *, Recently, several of the importers involved in
these investigations have begun national distributorships in order to increase
their presence in the end-user market. As of this time, this represents only a
fraction of total sales for any of these companies.
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Thus, direct competition between AT&T systems and imported systems occurs
largely between AT&T and independent retail outlets through sales of complete
packages to end users. Most direct competition between imported and domestic
products at the same level of sale appears to be largely confined to sales of
telephone subassemblies to retail dealers and wholesalers by importers, by
domestic producers other than AT&T, and by AT&T on a relatively small portion of
‘its total sales to its authorized dealers.

The discounting policies of producers and importers of small business
telephone systems and subassemblies vary. Discounts vary depending on the
channel of distribution, with retail dealers and wholesalers receiving the
largest discounts. Within these two categories of purchasers, discounts
increase as volume or value purchase commitments become larger. Most producers
and importers reported * * * percent off list as their deepest discount, while
some importers reported discounts of up to * * * percent off list for sales to
wholesalers. AT&T reported that * * *,

* * * * * * *

Installation and wire costs as a percent of the total installed price of AT&T
telephone systems ranged from * * *  depending on the size and type of system.
Several retail dealers of domestic and imported systems agreed that equipment
costs can be, and usually are, separated from installation and service costs for
their customers.

Small business telephone systems and subassemblies, whether produced in the
United States or imported from Japan, Korea, or Taiwan, are not interchangeable
among different companies’ products and are only interchangeable within specific
models of one company, and then only to a limited degree. For example,
telephone sets from * * * models technically can be used on * * * although
subassemblies dedicated to a particular model are * * *, 1/

Producers and importers generally agree that no significant developments
have occurred in the product range available during the investigation period,
although several individual companies have expanded the range .of their products.
Most U.S., Japanese, Korean, and Taiwan manufacturers have added feature
capabilities to their telephone systems across all size ranges.

Questionnaire responses regarding competition between the small business
telephone systems under investigation and Centrex services yielded mixed
results. Although several producers and importers believed that Centrex did not
compete with the systems under investigation, many importers reported direct
competition between the two. * * * and an interconnect that sells Centrex
service stated that many Centrex users also purchase key systems to use as a
complement to Centrex.

Producers and importers were requested to estimate the percentage of their
firms’ sales of subassemblies that are used either as expansion units or for

1/ * * * reported that it produces subassemblies that can be integrated into
several companies’ telephone systems. * * * stated that it manufactures many

special application items, such as * * *, that can plug into other companies’
systems.
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replacement. AT&T reported that * * * percent of sales of subassemblies are
used for these purposes. Whereas importers reported a range of * * * percent as
’expansion or replacement units, several importers estimated that * * * percent
of sales are for replacement or expansion.. Prices for replacement and expansion
units are generally higher than prices for subassemblles sold as part of a
complete system. :

Price data.--For sales to end users, the Commission requested producers and
importers to report prices for actual transactions based on the lowest priced,
semiannual sale of small business telephone systems to end users. Prices were
to exclude all costs incidental to installation, service, and maintenance, as
well as those of optional features. Prices should reflect the cost only of the
control unit, telephone sets, and any other subassembly necessary for operation
of the system.

For sales to retail dealers and -interconnects, and to wholesalers and
supply houses, producers and importers were requested to calculate system prices
on the basis of the lowest price at which the necessary minimum subassemblies
for the system to operate were sold. 1/ As with prices to end users, all costs
incidental to installation, service, and maintenance, as well as any optional
features, were to be excluded.

Six system size ranges were specified (up to 80 stations and not to exceed
256 ports) and within each range, a given construct was requested. A construct
is the size of a telephone system in terms of the number of central office lines
(C.0. lines) and telephone sets; for example, a system construct of 3 x 5 would
be composed of 3 C.0. lines and 5 telephone sets. Producers and importers were
requested to calculate a price for each size range within which their systems
can be conflgured at each of the specified constructs.

Price comparisons.--In most cases, it is not p0531b1e dlrectly to compare
prices of domestic and imported telephone systems on the basis of actual :
transactions. Although prices reported by producers and importers for sales to
end users are based on actual transaction prices, these sales represent a
majority of AT&T’s sales but only a fraction of importers’ sales (tables 24-28).
The majority of importer prices are estimates of a system price to retail
dealers and to wholesalers, obtained by combining the lowest prices at which
subassemblies necessary to complete a specific system were sold (tables 29-40). 2/ -
Domestic prices equivalent to these estimates of import prices were estimated in
a similar manner. A further problem with attempting price comparisons was that
producers and importers were requested to exclude all adjunct prices, such as
paging and music-on-hold; however, many features are standard to a telephone
system and could not be broken out. What may be standard 1n one model may be
optional in another. :

1/ Because a system is not sold to retail dealers and interconnects, or
wholesalers and supply houses, all of whom purchase subassemblies and configure
systems to their customers’ individual requirements, or resell for expansion or
replacement units, there are no actual transactions .at this level of sale on
which to report prices.

2/ Producers and importers are generally not aware of the final system price
paid to retail dealers and interconnects, or to wholesalers and supply houses,
by end users. :
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Table 24 :

U.S. and imported small business telephone systems: Prices for sales to end
users of systems configured at 3 C.0. lines and 5 telephone sets,
January-June 1986 to July-December 1988

* * * * * * *

Table 25

U.S. and imported small business telephone systems: Prices for sales to end
users of systems configured at 5 C.0. lines and 14 telephone sets, January-June
1986 to July-December 1988

% * * * % * *

. Table 26
U.S. and imported small business telephone systems: Prices for sales to end

users of systems configured at 8 C.0. lines and 26 telephone sets, January-June
1986 to July-December 1988

* * * * * * *

Table 27

U.S. and imported small business telephone systems: Prices for sales to end
users of systems configured at 16 C.0. lines and 52 telephone sets, January-June
1986 to July-December 1988

* * * * * * %

Table 28
U.S. and imported small business telephone systems: Prices for sales to end

users of systems configured at 24 C.0. lines and 80 telephone sets, January-June
© 1986 to July-December 1988

* * * * * * *

Table 29

U.S. and imported small business telephone systems: 'Calculated prices for
producer and importer sales of subassemblies to retail dealers and interconnects
configured at 3 C.0. lines and 5 telephone sets, January-June 1986 to July-
December 1988

Table 30
U.S. and imported small business telephone systems: Calculated prices for
producer and importer sales of subassemblies to retail dealers and interconnects

configured at 5 C.O. lines and 14 telephone sets, January-June 1986 to July-
December 1988 :
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Table 31

U.S. and imported small business telephone systems: Calculated prices for
producer and importer sales of subassemblies to retail dealers and interconnects
configured at 8 C.0. lines and 26 telephone sets, January-June 1986 to July-
December 1988

Table 32

U.S. and imported small business telephone systems: Calculated prices for
producer and importer sales of subassemblies to retail dealers and interconnects
configured at 10 C.0. lines and 40 telephone sets, January-June 1986 to July-
December 1988

Table 33

U.S. and imported small business telephone systems: Calculated prices for
producer and importer sales of subassemblies to retail dealers and interconnects
configured at 16 C.0. lines and 52 telephone sets, January-June 1986 to July-
December 1988

Table 34

U.S. and imported small business telephone systems: Calculated prices for
producer and importer sales of subassemblies to retail dealers and interconnects
configured at 24 C.0. lines and 80 telephone sets, January-June 1986 to July-
December 1988

Table 35 ‘

U.S. and imported small business telephone systems: Calculated prices for
producer and importer sales of subassemblies to wholesalers of systems
configured at 3 C.0., lines and 5 telephone sets, January-June 1986 to July-
December 1988,

Table 36

U.S. and imported small business telephone systems: Calculated prices for
producer and importer sales of subassemblies to wholesalers systems configured
at 5 C.0. lines and 14 telephone sets, January-June 1986 to July-December 1988

* * * * * * *
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" Table 37 ,

U.S. and imported small business telephone systems: Calculated prices for
producer and importer sales of subassemblies to wholesalers of systems
configured at 8 C.0. lines and 26 telephone sets, January-June 1986 to-
July-December 1988. '

* * * * * * *

Table 38 : .

U.S. and imported small business telephone systems: Calculated prices for
producer and importer sales of subassemblies to wholesalers of systems
configured at 10 C.0. lines and 40 telephone sets, January-June 1986 to July-
December 1988,

Table 39

U.S. and imported small business telephone systems: Calculated prices for
producer and importer sales of subassemblies to wholesalers of systems
configured at 16 C.0. lines and 52 telephone sets, January-June 1986 to July-
December 1988

Table 40

U.S. and imported small business telephone systems: Calculated prices for
producer and importer sales of subassemblies to wholesalers of systems
configured at 24 C,0. lines and 80 telephone sets, January-June 1986 to July-
December 1988

Several importers calculated prices for more than one system, with the
systems generally differing in terms of capacity (measured by the number of
lines and telephone sets a system can accommodate). The reporting of higher
capacity systems configured at lower constructs (for example, a system with a
capacity of 16 lines and 48 telephone sets configured at 5 lines and 14
telephone sets) may tend to overstate prices at the lower construct. However,
both domestic producers and importers report that end users frequently purchase
systems well below the maximum system capacity, since systems generally work
better at less than full capacity. 1/

Price trends.--The data collected are shown to illustrate any price
movements that occurred during the investigation period. An analysis of
price trends, however, must also be examined with caution. Although major
technological changes have not occurred, new models are frequently introduced as
older models are discontinued, thus a continuous series for a single model is
seldom produced. Model changes, when known, are noted in the tables. In cases
where companies reported prices separately for different models, trends can be

1/ Transcript of the conference, pp. 118-119.
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analyzed more accurately than in cases where companies combined prices for
different models or did not indicate changes in model features that affect
price. However, even in these instances, companies may have added or changed
features that are standard to a particular model without changing model numbers.

End-user prlces.——* * * U,S. producers reported prices for sales to
‘end users. Import prices were reported by *'* * importers of the Japanese-
manufactured product and * * *, In the end-user market, prices for both U.S.-
produced and imported systems generally declined during the 1986-88 period.

* , * * % Tk % %

Prices for most configurations of Japanese telephone systems sold to end
users also showed general price declines during the period, ranging from * * *,

x . % * % * * *

Retail dealer and interconnect prices.-- * * * U,S, producer * * *
data for retail dealer and interconnect prices. - Nine importers of the Japanese

product responded with data, and * * * importers of Korean subassemblies and
* * * importers of subassemblies from Taiwan also responded.

Calculated prices based on sales prices- of subassemblies sold to retail
dealers and interconnects of * * * showed * *. *,6 % * %,

Imported products followed trends similar to those in the end-user market,
with many of the Japanese, Korean, and.Taiwan calculated system prices
decreasing throughout the period of the 1nvest1gat10n by up to * * %
percent., 1/ .

Wholesale and supply house prices.-=* * * reported usable data for
sales to wholesalers and supply houses; however, * * *, Eight importers of
Japanese-produced subassemblies responded with estimated system prices. * * *,

Estimated prices to wholesalers and suppliers showed * * * for the U.S.
"product, * * *,  Estimated prices for the Japanese and Taiwan products showed
* * % with many importers showing either increased or static prices for the
1986-88 period: * * * reported decreasing prices from 1986 to 1987. Estimated
system prices for Korean-produced subassemblies * * *,

Lost sales and lost revenues

* ¥ * glleged * * * jinstances of lost sales and * * * instances of lost
revenues at the enid-user level, totaling approximately * * * in lost sales and
* ¥ % in lost revenues. 2/ Lost sales and lost revenues values were based on
* *¥ % Staff contacted * * * of the firms named in these allegations.
Conversations with representatives of these firms are summarized below.

1/ * * * prices were not considered for purposes of reporting trends since these
prices include estimates of installation charges and other charges incidental to
purchase of an installed telephone system.

2/ * * * * * *
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* ¥ *¥ a]so submitted * * *, * * * alleged lost sales at the retail dealer
level, At least one of the companies named as a lost sale at the retail dealer
level is an * * *, * * % gtaff contacted * * * of the retail dealers named by‘
* * * and discussed their general sales and marketing efforts for the brands of
small business telephone systems that they carry.

Lost sales and lost revenues at the end user level

¥ k % ——
.

* * * * * . * *

* % * gajd that * * * the bid for the * * * met all requirements at a lower
pPrice.

* * * * * * *
* % k-
* * * * * * *

However, according to * * *, the * * * system was priced about * * * below the
* * * gystem, and he felt that both were comparable in terms of features and
meeting the needs of * * *, % % ¥,

* % k,-—% % % % % % reported that he based his purchase decision on
service, the reputation of the vendor, and price. He opted for a system sold by
* * * based on these factors, * * * felt that * * * was trying to sell them
more features than * * * needed and * * *, * * *,

* k k -—% % % % % % gtated that * * * looked at several systems and
selected the * * * system because * '* * felt it was the “best system at the best
price.” * * *,

* ko k

* * * * % % *

* * * gtated that * * * had a budget for a telephone system, including wiring
and installation, and that the * * * gystem did not fall within this
predetermined budget.

* %k koo

* % * * * * *

* * * stated that there are three main considerations when making a purchase--
price, quality, and national dealerships, * * * explained that phone companies
with national distribution centers can provide service * * * pnationwide. In
addition, * * * stated that the price of the * * * gystem was lower than * * *
prices for * * *, * % ¥,

¥ k k¥ —-% k %, % % % yould not comment on this allegation on the
telephone. .
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Lost sales at the retail dealer/wholesaler level

X Kk K

* * * * * * *
X ok Kk oo

* * * x * * *

* * * gtated that customers make purchase decisions based on price,
service, and the reputation of the seller, He commented that * * * have not
been effective selling * * * systems based on the price of these systems--he
said that competitors sell systems below * * *,

X k Kk -

%* * * * * % *

* ®# ¥  He said that * * * prices run * * * percent above comparable
imported models that he carries. * * *, However, he also believes that * * *
the reputation of the company will, in some cases, outweigh a price
differential, Companies seeking to purchase the majority of the sizes of
systems under investigation, however, are quite sensitive to the price of the
system they purchase. He said that with the money customers can save buying a
lower-priced, though comparable, imported system, they can also buy items such
as fax machines, computers, and software for their offices.

¥ * X, -—% % ¥ % % % gtated that they have felt severe competition
from imported systems from Japan, Korea, and Taiwan. * * * said that first-time
buyers of telephone systems, as well as small businesses (those that would
purchase either * * * are the most price sensitive. He cited several instances
where he lost sales * * * to * * * gystems that were priced more than 50 percent
below * * *,

* * k, ——% % *¥ & % % gtated that he carries * * * and * * * telephone
systems, both of which offer good service and high quality. * * * said that his
customers look at the type and size of system, features, and price, when
purchasing a telephone system. Both * * * offer similar types of systems with
comparable features, but * * * gsystems are more expensive than * * *, According
to * * * some professional groups, such as doctors or CPA’s, will purchase
* * * based on its name and reputation, but more commonly, purchasers consider
the price of the system to be a very important factor.

Exchange rates

Quarterly data reported by the International Monetary Fund indicate that
during the period January 1986 through September 1988 the value of the Japanese
yen advanced sharply, by 40.5 percent, against the U.S. dollar (table 41). 1/
Adjusted for relative movements in producer price indexes in the United States
and Japan, the real value of the Japanese currency appreciated 21.5 percent from
January-March 1986 through July-September 1988.

1/ International Financial Statistics, November 1988.
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Table 41

Exchange rates: 1/ Naminal exchange-rate equivalents of selected currencies in U.S. dollars, real exchanasas
rate equivalents, ard producer price indicators in specified countries, 2/ indexed by quarters, Jaruary
1986-Septenber 1988

U.S. Japan Korea Taiwan
ducer ducer exchange- exchange- ducer exchange- exchange- ducer exchange- exchange-
price price rate rate price rate rate price rate rate
Period index index index index 3/ index index index 3/ dndex index index 3/
—US dollars/yen— —US_dollars/won— —US dollars/NTS—
1986:
Jan.~Mar... 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Apr.-June.. 98.1 96.3 110.4 108.4 97.8 100.0 9.8 9.8 102.3 104.3
July-Sept.. 97.6 93.8 120.6 115.8 98.9 100.6 101.9 98.9 104.9 106.3
Oct.-Dec... 98.0 92.8 117.2 111.0 98.2 102.0 102.2 98.2 108.1 108.4
1987:
Jan.-Mar... 99.1 92.2 122,7 114.1 98.4 103.7 102.9 97.2 112.3 110.2
Apr.~Jure.. 100.7 91.4 131.7 119.6 99.5 107.2 105.9 9.4 121.1 116.0
July-Sept.. 101.9 92.6 127.9 = 116.3 99.7 109.8 107.5 95.7 128.8 121.0
Oct.-Dec... 102.3 92.3 138.4 124.8 100.1 111.0 108.6 94,7 132.9 122,9
1988: A
Jan,Mar... 102.8 91.2 146.8 130.2 101.7 115.0 113.7 93.3 137.2 124.5
Apr.~June.. 104.7 90.9 149.6 129.9 101.8 120.6 117.2 94,5 137.0 123.7
July-Sept.. 106.1 91.7 140.5 121.5 102.6 122.7 118.6 95.5 136.6 122.9

1/ Exchange rates expressed in U.S, dollars per unit of foreign currency.

2/ Producer price indicators—intended to measure final product prices—are based on average quarterly
indexes presented in line 63 of the Intermational Financial Statistics.

3/ The indexed real exchange rate represents the naminal exchange rate adjusted for relative movements in
producer price indexes in the United States and the respective foreign country. Producer prices in the
United States increased by 6.1 percent between Jamary 1986 and Septenber 1988, campared with an
8.3-percent decrease in Japan, a 2.6-percent increase in Korea, and a 4.5-percent decrease in Taiwan as of
July-September 1988, the last period for which its producer price index is reported.

Source: International Monetary Furd, International Financial Statistics, November 1988.

Note,—Jarmary-March 1986=100.0.

During the January-March 1986 to July-September 1988 period, the nominal
value of the Korean won rose by 22.7 percent against the U.S. dollar, Adjusted
for relative movements in the producer price indexes, the real value of the won
appreciated by 18.6 percent.

Quarterly data indicate that during this same period, the nominal value of
the New Taiwan dollar appreciated by 36.6 percent. Adjusted for relative
movements in the producer price index, the real value of the Taiwan currency
appreciated relative to the U.S. dollar by 22.9 percent.
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[Investigations Nos. 731-TA-426-428
(Preliminary)]..

Certain Telephone Systems and
Subassemblies Thereof from Japan
Korea, and Taiwan

AGENCY: International Trade
Commission.

ACTION: Institution of preliminary
antidumping investigations and
scheduling of a conference to be held in
connection with the investigations.

SUMMARY: The Commission hereby gives
notice of the institution of preliminary
antidumping investigations No. 731~TA~-

" 426428 (Preliminary) under section
733(a) of the Tariff Act of 1930 (19 U.S.C.
1673b(a)) to determine whether there is
a reasonable indication that an industry -
in the United States is materially
injured, or is threatened with material
injury, or the establishment of an
industry in the United States is
materially retarded, by reason of

. imports from Japan, Korea, and Taiwan
of small business telephone systems and

. subassemblies thereof,! provided for in
subheadings 8504.40.00, 8517.10.00,
8517.30.20, 8517.30.25, 8517.30.30,
8517.90.10, 8517.90.15, 8517.81.00, - .- .
8517.90.30, and 8517.90.40 of the
Harmonized Tariff Schedule of the
United States (items 682.60, 684.57,

- 684.58, and 684.59 of the Tariff )
Schedules of the United States), that are
alleged to be sold in the United States at

~ less than fair value. As provided in ..
section 733(a), the Commission must.

' complete’ prelumna.ry antidumping "

' investigations in 45 days, or in thxs case
by February 13, 1989. )

For further information concerning the
conduct of these investigations and rules
of general application, consult the

. Commission’s Rules of Practice and
Procedure, Part 207, Subparts A and B
(19 CFR Part 207), and Part 201, Subparts
A through E (19 CFR Part 201).

EFFECTIVE DATE: December 28, 1988.

FOR FURTHER INFORMATION CONTACT:
Rebecca Woodings {202-252-1192),
Office of Investigations, U.S.
International Trade Commission, 500 E
Street SW., Washington, DC 20436. .

~ Hearing-impaired individuals are
advised that information on this matter

V For the purposes of these investigations, the
term “small business telephone systems and
subassemblies thereof” means teiephone systems
with intercom or internal calling capability and total
non-blocking port cepacities of between 2 and 256 -
ports, units of such systems. and subassemblies for
use principally in such units, including control and
switching equipment. circuit cards and modules,
and proprietary corded telephone sets and consoles,
whether complete or incomplete, assembled or
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can be obtained by contacting the
Commission's TDD terminal on 202252~
1810. Persons with mobility impairments
who will need special assistance in .
gaining access to the Commission
should contact the Office of the
Secretary at 202-252-1000.
SUPPLEMENTARY INFORMATION:

Background .

These investigations are being
instituted in response to a petition filed
on December 28, 1988, by American
Telephone & Telegraph Company.
Parsippany. NJ, and Comdial

- Corporaticn, Charlottesville, VA.

Parlicipztion in the Investigations

Persons wishing to participate in these
investigations as parties must file an
entry of appearance with the Secretary
to the Commission, as provided in
§ 201.1? of the Commission's rules.(19
CFR 201.11), not later than seven (7)
days after publication of this notice in .
the Federal Register. Any entry of
appearance filed after this date will be
referred to the Chairman, who'will
determine whether to accept the late
entry for good cause shown by.the
person desiring to fiie the entry.

Service List l

Pursuant to § 201. ll(d) of the
Commission's rules (19 CFR 201. 11[0)
the Secretary will prepare a service list
containing the names and addresses of
all persons, or their representatives,
who are parties to these investigations
- upon the expiration of the period for -

filing entries 'of appearance. In o
accordance with §§ 201.16{(c) and 207.3
of the rules (19 CFR 201.16(c) and 207.3),
each document filed by a party to the
investigations must be served on all
other parties to the investigations {as
identified by the service list), and a
certificate of service must accompany
the document. The Secretary will not
accept a document for filing without a
certificate of service.

Limited Disclosure of Business .
Proprietary Information Under a
Protective Order -

Pursuant to § 207.7(a) of the -
Commission's rules (19 CFR 207.7(a) as
amended by 51 FR {Aug. 1988)), the
Secretary will make available business
proprietery information gathered in
these preliminary investigaticns to
authorized applicants under a protective
order, provided that the application be
made not later than seven'(7) days after
the publication of this notice in the
Federal Register. A separate service list
will be maintained by the Secretary for
those parties authorized to receive
business proprietary information under

a protective order. The Secretary w1]]
not accept any submission by parhes
containing business proprletary
information without a certificate of
service indicating that it has been
served on all the parties that are -
authorized to receive such mformahon
under a protective order.

Aulhonl) These lnveshgahons are bemg
conducted under authomy of the Tariff Act of
1930, title VI1. This notice is published
_pursuant to section 207.12 of the °
Commission’s rules (19 CFR 207.12).

By order of the Commission,
Issued: December 30, 1988.
Kenneth R. Mason,
Secretary. .
[FR Doc. 89-194 Filed 1-5-89; 8: a5 am]
BILLING CODE 7020-02-M

Conference

The Director of Operations of the
Commission has scheduled a conference
in connection with these investigations
for 9:30 a.m. 6n January 18, 1989, at the
U.S. International Trade Commission
Buiiding, 500 E Street SW., Washington,
DC. Parties wishing to participate in the -
conference should contact Rebecca
Woodings (202-252-1192) not later than
January 13, 1989, to arrange for their
appezrance. Parties in support of the
imposition of antidumping duties in
these investigations and parties in
opposition to the imposition of such
duties will each.be collectively allocated
one hour within which to make an oral
presentation at the'conference.~

Written Submlsswns

Any person may submit to the
Commission on or before January 23;
1959, a written brief-containing
information and arguments pertinent to
the subject matter of the investigations,
as provided in § 207.15 of the
Commission's rules (19 CFR 207.15). A
signed orlglnal and fourteen (14) copies -
of each submission must be filed with -
the Secretary to the Commission in _
accordance with § 201.8 of the rules (19
CFR 201.8). All written'submissions
except for business proprietary data will
be available for public inspection during -
regular business hours (8:45 a.m. to 5:15
p.m.} in the Office of the Secretary to the
Commission. .

Any information for which business
proprietary treatment is desired must be
submitted separately. The envelope and .
all pages of such submissions must be
clearly labeled “Business Proprietary
Information.” Business proprietary
submissions and requests for business
proprietary treatment must conform
with the requirements of §§ 201.6 and *
207.7 of the’Commission's ru]es (19 CFR
201.6 and 207.7).

Parties which obtain dlsclosure of
business proprietary information
pursuant to § 207.7(a) of the
Commission’s rules (19 CFR 207.7(x))
meay commen! on such information in
their written brief, and may also file
additional wrilten comments on such
information no later than January 26,
1989. Such additional comments must be
limited to comments on business
proprietary information received in-or
afier the written briefs. .
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International Trade Administration
{A-588-809) .

initiation of Antidumping Duty
Investigation: Certaln Small Business
Telephone Systems and
Subassembiies Thereof From Japan

AGENCY: Import Administration,
International Trade Administration,
Department of Commerce.

. ACTION: Notice.

.SUMMARY: On the basis of a petition
filed in proper form with the U.S.
Department of Commerce, we are
initiating an antidumping duty

" investigation to determine whether

_imports of certain small business
telephone systems and subassemblies
thereof from Japan are being, or are
likely to be, sold in the United States at
less ihan fair value. We are notifving the
U.S. International Trade Commission
(ITC) of this action so that it may
determine whether imports of this
product materially injure, or threaten
material injury to, a U.S. industry. If this
investigation proceeds normally, the ITC
will make its preliminary determination
on or before February 13, 1983. If that
determination is affirmative, we will

. make a preliminary determination on or
before June 6. 1989.

EFFECTIVE DATE: January 24, 1989.

FOR FURTHER INFORMATION CONTACT:
Louis Apple, Office of Antidumping
Investigations, Import Administration,
International Trade Administration, U.S.
Department of Commerce, 14th Sireet
and Constitution Avenue, NW,, ’
Washington, DC 20230; telephone (202)
377-1769. ‘
SUPPLEMENTARY INFORMATION:

The Petiticn

On December 28, 1588, we received a
petition filed in proper form by
American Telephone and Telegraph
Company and Comdial Corporation on
behalf of the domestic industry engaged
in the production of certain small :
business telephone syvstems and
subassemblies thereof. In compliance
with the filing requirements of 18 CFR
353.36, petitioners allege that imports of
cerlain smull business telephone
svstems and subassemblies thereof from
Japan are being, or are likely to be. sold
in the United States to less than fair
value within the meaning of section 731
of the Tariff Act of 1930, as amended
{the Act), and that these imporls
‘materially injure, or threaten material
injury to, a U.S. industry.

If any inlerested party as described
under paragraphs (C). (D). (E). or {F) of
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section 771(9) of the Act wishes to-
register support of or opposition to this
petition, please file written notification
with the Commerce official cited in the
“For Further Information Contact”
section of this notice.

United States Price and Foreign Market
Value

United States price was based on U.S.
list prices to supply houses or
interconnects. Petitioners deducted
discounts, U.S. import duties, ocean
freight, and marine insurance. In an
exporter's sales price (ESP) situation, a-
deduction was also made for indirec
selling expenses. :

" Petitioners based foreign market value
on Japanese retail prices. A distributor's
margin was deducted to arrive at the
first arm's length price. Adjustments
were made, as appropriate, for
differences in circumstances of sale. In
an ESP situation, a deduction was also
made for indirect selling expenses. In
certain cases, foreign market value was
also adjusted to reflect differences in
physical characteristics in the
merchandise being compared.

| Based on a comparison of United
States price and foreign market value,
petitioners allege dumping margins
ranging from 27.3 percent to 157.3
percent.

Initiation of Investigation

Under section 732(c) of the Act, we
must determine, within 20 days after a
petition is filed, whether it sets forth the
allegations necessary for the initiation
of an antidumping duty investigation
and whether it contains information
reasonably available to the petitioners
supporting the allegations.

We examined the petition on certain
small business telephone systems and
subassemblies thereof from Japan and
found that it meets the requirements of
section 732(b) of the Act. Therefore, in
accordance with section 732 of the Act,
we are initiating an antidumping duty.
investigation to determine whether
imports of certain small business
telephone systems and subassemblies
thereof from Japan are being, or are
likely to be, sold in the United States at
less than fair value. If our investigation
proceeds normally, we will make our
preliminary determination by June 6,
1989.

Scope of Investigation

The products covered by this
investigation are certain small business
telephone systems and subassemblies
thereof, currently classifiable under
Harmonized Tariff Schedule item
numbers 8517.30.2000, 8517.30.2500,
8517.30.3000, 8517.10.0020, 8517.10.0040,

}

8517.10.0050, 8517.10.0070, 8517.10.0080,
8517.90.1000, 8517.90.1500, 8517.90.3000,
8518.30.1000, 8504.40.0004. 8504.40.0008,
8504.40.0010, 8517.81.0010. 8517.81.0020,
8517.90.4000, and 8504.40.0C15.

Certain small business telephone
systems are telephone systems, whether
complete or incomplete, assembled or
unassembled, with intercom or internal
calling capability and total non-blocking
port capacities of between 2 and 256
ports, and discrete subassemblies
thereof designed and dedicated for use
in such systems. These subassemblies -
include: . "

(1) Telephone sets and consoles,
consisting of dedicated, proprietary,
corded telephone sets or consoles. A
console has the ability to perform
certain functions including: answer all
lines in the system; monitor the status of
other phone sets; and transfer calls. The
term telephone sets and consoles is
defined to include units having any two
or more of the following items, when
imported or shipped in the same _
container, with or without additional
apparatus: housing; hand set; cord (line
or hand set); power supply; and
telephone set or console circuit cards.

(2) Control and switching equipment,
whether denominated as a key service
unit, control unit, or cabinet/switch.
Control and switching equipment
includes units consisting of one or more
circuit cards/modules (including
backplane circuit cards) and connectors
to accept circuit cards/modules and/or
building wiring, when imported or
shipped in the same container, with or
without additional apparatus.

{3) Circuit cards and modules,
including power supplies. These may be
incorporated into control and switching
equipment or telephone sets and
consoles, or they may be imported or
shipped separately. A power supply
converts or divides input power of not
more than 2400 watts into output power
of not more than 1800 watts supplying
DC power of approximately 5 volts, 24
volts, and 48 volts, as well as 90 volt AC
ringing capability.

The following merchandise has been
excluded from this investigation: (1)
Nonproprietary industry:standard (“tip/
ring”) telephone sets and other -
subassemblies that are not specifically
designed and dedicated for use in a
covered system, even though a system
may be adapted to use such
honproprietary equipment to provide
some system functions; {2) telephone
answering machines or facsimile
machines integrated with telephone sets;
and (3) adjunct software.

Notification of ITC

Section 732(d) of the Act requires us
to notify the ITC of this action and to
provide it with the information we used
to arrive at this determination. We will
notify the ITC and make available to it
all nonprivileged and nonproprietary
information. We will allow the ITC
access to all privileged and business
proprietary information in our files,
provided it confirms in writing that it
will not disclose such information either
publicly or under Administrative
protective order without the written
consent of the Assistant Secretary for
Import Administration.

Preliminary Determination by ITC

‘The ITC will determine by February
13, 1989, whether there is a reasonable
indication that imports of certain small
business telephone systems and
subassemblies thereof from japan
materially injure, or threaten material
injury to, a U.S. industry. If its
determination is negative, the
investigation will be terminated
otherwise, it will proceed according to
the statutory and regulatory procedures.

This notice is published pursuant to
section 732(c)(2) of the Act.

Jan W. Mares,

Assistant Secretary for Import
Administration.

[FR Doc. 89-1532 Filed 1-23-89; 8:45 am)
BILUING CODE 3510-DS-M

[A-580-803]

Initiation of Antidumpintg Duty
Investigation: Certain Small Business
Telephone Systems and
Subassemblies Thereof From Korea

AGENCY: Import Administration,
International Trade Administration,
Department of Commerce.

ACTION: Notice.

_SUMMARY: On the basis of a petition

filed in proper form with the U.S.
Department of Commerce, we are
initiating an antidumping duty
investigation to determine whether
imports of certain small business
telephone systems and subassemblies
thereof from Korea are being, or are
likely to be, sold in the United States at
less than fair value. We are notifying the
U.S. International Trade Commission
(ITC) of this action so that it may
determine whether imports of this
product materially injure, or threaten
material injury to, a U.S. industry. If this
investigation proceeds normally, the ITC
will make its preliminary determination
on or before February 13, 1989. If that
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determination is affirmative, we will
make a preliminary determination on or
hefore June 6, 1989.

EFFECTIVE DATE: Junuary 24, 1989.

FOR FURTHER INFORMATION CONTACT:
Louis Apple. Office of Antidumping
Investigations, Import Administration,
International Trade Administration, U.S.
Department of Commerce, 14th Street
and Constitution Avenue, NW.,
Washington, DC 20230; telephone (202}
377-1769.

SUPPLEMENTARY INFORMATION:

The Petition

On December 28, 1988, we received a
petition filed in proper form by
American Telephone and Telegraph
Company and Comdial Corporation on
behalf of the domestic industry engaged
in the production of certain small
business telephone systems and
subassemblies thereof. In compliance
with the filing requirements of 19 CFR
353.36. petitioners allege that imports of
certain small business telephone
systems and subassemblies thereof from
Korea are being, or are likely to be, sold
in the United States at less than fair
value within the meaning of section 731
of the Tariff Act of 1930, as amended
{the Act). and that these imports
materially injure, or threaten material
injury to. a U.S. industry.

If any interested party as described
under paragraphs (C), (D). (E), or (F) of
section 771(9) of the Act wishes to
register support of or opposition to this
petition, please file written notification
with the Commerce official cited in the
“For Further Information Contact”
section of this notice.

United States Price and Foreign Market

Value

United States price was based on U.S.
list prices to supply houses or
interconnects. Petitioners deducted
discounts, U.S. import duties, ocean
freight and marine insurance. In an
exporter’s sales price (ESP) situation, a
deduction was also made for indirect
selling expenses.

Petitioners based foreign market value
on Korean retail prices. A distributor's
margin was deducted to arrive at the
first arm's length price. Adjustments
were made, as appropriate, for
differences in circumstances of sale. In
an ESP situation. a deduction was also
made for indirect selling expenses. In
certain cases, foreign market value was
also adjusted to reflect differences in
physical characteristics in the
merchandise being compared.

Based on a comparison of United
States price and foreign market value,

petitioners allege dumping margins
ranging from 5.8 percent o 93.0 percent.

Initiation of Investigation

Under section 732(c) of this Act, we
must determine, within 20 days after a
petition is [iled. whether it sets forth the
allegations necessary for the initiation
of an antidumping duty investigation,
and whether it contains information
reasonably available to the petitioners
supporting the allegations.

We examined the petition on certain
small business telephone systems and
subassemblies thereof from Korea and
found that it meets the requirements of
section 732(b) of the Act. Therefore, in
accordance with section 732 of the Act.
we are initiating an antidumping duty
investigation to determine whether
imports of certain small business
telephone systems and subassemblies
thereof from Korea are being, or are
likely to be. sold in the United States at
less than fair value. If our investigation
proceeds normally, we will make our
preliminary determination by Jjune 6,
1969.

Scope of Investigation

The products covered by this
investigation are certain small business
telephone systems and subassemblies
thereof. currently classifiable under
Harmonized Tariff Schedule item
numbers 8517.30.2000, 8517.30.2500,
8517.30.3000, 8517.10.0020, 8517.10.0040,
8517.10.0050, 8517.10.0070. 8517.10.0080,
8517.90.1000. 8517.90.1500, 8517.90.3000,
8518.30.1000. 8504.40.0004. 8504.40.0008,
8504.40.0010, 8517.81.0010, 8517.81.0020,
8517.90.4000, and 8504.40.0015.

Certain small business telephone
systems are telephone systems, whether
complete or incomplete, assembled or -
unassembled. with intercom or internal
calling capability and total non-blocking
port capacities of between 2 and 256
ports, and discrete subassemblies
thereof designed and dedicated for use
in such systems. These subassemblies
include:

(1) Telephone sets and consoles,
consisting of dedicated, proprietary,-
corded telephone sets or consoles. A
console has the ability to perform
certain functions including: answer all
lines in the system; monitor the status of
other phone sets; and transfer calls. The
term telephone sets and consoles is
defined to include units having any two
or more of the following items, when
imported or shipped in the same
container, with or without additional
apparatus: housing; hand set; cord (line
or hand set): power supply: and
telephone set or console circuit cards.

(2) Contro! and switching equipment.
whether denominated as a key service

unit. control unit, or cabinet/switch.
Control and switching equipment
includes units consisting of one or more
circuit cards/modules (including
backplane ciruit cards) and connectors
10 accept circuit cards/modules und/or
building wiring. when imported or
shipped in the same container, with or
without additional apparatus.

(3) Circuit cards and modules.
including power supplies. These may be
incorporated into control and switching
equipment or telephone sets and
consoles, or they may be imported or
shipped separately. A power supply
converts or divides input power of not
more than 2400 watts into output power
of not more than 1800 walts supplying
DC power of approximately 5 volts, 24
volts, and 48 volts, as well as 90 volt AC
ringing capability.

The following merchandise has been
excluded from this investigation: (1)
Nonproprietary industry-standard (“tip/
ring”) telephone sets and other
subassemblies that are not specifically
designed and dedicated for use in a
covered system, even though a system
may be adapted to use such ‘
nonproprietary equipment to provide
some system functions; (2) telephone
answering machines or facsimile

machines integrated with telephone sets,

and (3) adjunct software.

Notification of ITC

Section 732(d) of the Act requircs us
to notify the ITC of this action and to’
provide it with the information we used
to arrive at this determination. We will
notify the ITC and make available to it
all nonprivileged and nonproprietary
information. We will allow the ITC
access to all privileged and business
proprietary information in our files,
provided it confirms in writing that it
will riot disclose such information either
publicly or under administrative
protective order without the written
consent of the Assistant Secretary for
Import Admxmstratlon

Preliminary Determmahon by ITC

The ITC wili determine by Fcbruar_v
12, 1949, whether therc is a reasonable
indication that imports of certain small
business telephone systems and
subassemblies thereof from Korea
malerially injure. or threaten malcriul‘
injury to, a U.S. industry. If its
determination is negative, the
investigation will be terminated:
otherwise, it will proceed according to
the statutory and regulatory procedures.

N
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This notice is published pursuant to section
732(c}(2) of the Act.

January 17, 1989.
Jan W, Mares,

Assistant Secretory for Import
Administration.

|FR Doc. 89-1533 Filed 1-23-89; 8:45 am}
BILUNG CODE 3510-05-M

[A-583-806)

Initiatior: of Antidumping Duty
Investigation: Certain Small Business
Telephone Systems and
Subassembilies Thereof From Taiwan

AGENCY: Import Administration,
International Trade Administration,
Department of Commerce.

ACTION: Notice.

SUMMARY: On the basis of a petition
filed in proper form with the U.S.
Department of Commerce, we are
initiating an antidumping duty
investigation to determine whether
imports of certain small business
telephone systems and subassemblies
thereof from Taiwan are being, or are
likely to be, sold in the United States at
less than fair value. We are notifying the
U.S. International Trade Commission
(ITC) of this action so that it may
determine whether imports of this
product materially injure, or threaten
material injury to, a U.S. industry. If this
investigation proceeds normally, the ITC
will make its preliminary determination
on or before February 13, 1989. If that
determination is affirmative, we will
make a preliminary determination on or
before June 6, 1989.

EFFECTIVE DATE: January 24, 1989.

FOR FURTHER INFORMATION CONTACT:
Louis Apple, Office of Antidumping
Investigations. Import Administration,
International Trade Administration, U.S.
Department of Commerce, 14th Street
and Constitution Avenue, NW.,,
Washington, DC 20230; telephone (202}
377-1769.

SUPPLEMENTARY INFORMATION:

The Petition

On December 28, 1988, we received a
pelition filed in proper form by
American Telephone and Telegraph
Company and Comdial Corporation on
hehalf of the domestic industry engaged
in the producticn of certain smail
business telephone systems and

. subassemblies thereof. In compliance
with the filing requirements of 19 CFR
353.36. petitioners allege that imports of
certain small business telephone
systems and subassemblies thereof from
Taiwan are being. or are likely to be,
sold in the United States at less than fair

value within the meaning of section 731
of the Tariff Act of 1930, as amended
{the Act), and that these imports
materially injuré, or threaten material
injury to, a U.S. industry.

If any interested party as described
under paragraphs (C). (D). (E). or {F) of
section 771{9) of the Act wishes to
register support of or opposition to this
petition, please file written notification
with the Commerce official cited in the
FOR FURTHER INFORMATION CONTACT

~ section of this notice.

United States Price and Foreign Marl\el
Value

United States price was based on a
U.S. list price to an end user. Petitioners
then deducted a supplv house and
interconnect distributor’s margin to
arrive at the first arm’s length price.
Deductions were then made for U.S.
import duties, ocean freight; and -
insurance.

Petitioners based foreign market value
on manufacturers’ list price to dealers.
An end user discount and distributor's
margin was deducted to arrive at the
first arm's length price. Adjustments -
were made for differences in’
circumstances of sale to arrive at the
foreign market value.

Bascd on a comparison.of United

" States price and foreign market value,
petitioners allege a dumping margin of

45.9 percent.
Initiation of Investigation -

Under section 732(c) of the Act, we
must determine, within 20 days after a

+

petition is filed, whether it sets forth the

allegations necessary for.the initiation.
of an antidumping duty investigation,
and whether it contains information
reasonably available to the petitioners
supporting the allegations.

We examined the petition on certain
small business telephone systems and
subassemblies théreof from Taiwan and
found that it meets the requirements of
section 732(b) of the Act. Therefore, in
accordance with section 732 of the Act,
we are initiating an antidumping duty
investigation to determine whether
imports of certain small business
telephone systems and subassemblies
thereof from Taiwan are being, or are
likely to be, sold in the United States at
less than fair value. If our inv estigation
proceeds normally, we will make our -
preliminary determination by June 6
1989.

Scope of Investigation

The products covered by this
investigation are certain small business
telephone systems and subassemblies
thereof, currently classifiable under
Harmonized Tariff Schedule item

numbers 8517.30.2000. 8517.30.2500,

8517.30.3000, 8517.10.0020, 8517.10.0040,
8517.10.0050, 8517.10.0G70, 8517.10.0080,
8517.90.1000, 8517.90.1500. 8517.90.3000,
8518.30.1000. 8504.40.0004. 8504.40.0008,
8504.40.0010, 8517.81.0010, 8517.81.0020,
8517.90.4000, and 8504.40.0015.

" Certain small business telephone
systems are telephone systems. whether
complete or incomplete, assembied or
unassembled, with intercom or internal
calling capability and total non-blocking
port capacities of between 2 and 256
ports. and discrete subassembiies
thereof designed and dedicated for use

_in such systems. These subassemblies

include:

(1} Telephone sets and consoles,
consisting of dedicated. proprietary,
corded telephone sets or consoles. A
console has the ability to perform
certain functions including: answer all
lines in the system: monitor the status of
other phone sets; and transfer calls. The
term telephone sets and consoles is
defined 1o include units having any two
or more of the following items. when
imported or shipped in the same
container, with or without additional
apparatus: housing: hand set; cord (line
or hund set}; power supply; and
telephone set or console circuit cards.

{2} Control and switching equipment,
whether denominated as a key service
unit, control unit. or cabinet/switch.
Control and switching equipment
includes units consisting of one or more
circuit cards/modules (including
backplane circuit cards) and connectors
to accept circuit cards/modules and/for
building wiring, when imported or
shipped in the same container, with or
without additional apparatus. -

(3) Circuit cards and modules,
including power supplies. These may be

" incorporaled into control and switching

equipment or telephone sets and
consoles, or they may be imported or
shipped separately. A power supply
converts or divides input power of not
more than 2400 watts into output power
of not more than 1800 watts suppiying
DC power of approximately 5 volts, 24
velts, and 48 volts, as well as 80 volt AC
ringing capability.

The following merchandise has been
excluded from this investigation: (1)}
'\opprorrietary industry-standard {"tip/
ring”} telephone sets and other
subassemblies that are not specifically
desigrned and dedicated for use in a
covered system, even though a system
may be adapted to use such
nonproprietary equipment to provide
some svstem functions: (2) telephone
answering machines or facsimile
machines integrated with telephone sets,
and (3) adjunct software,
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No!iﬁcélion of ITC

Section 732{d) of the Act requires us
to notify the ITC of this action and to
provide it with the information we used
to arrive at this determination. We will
notify the ITC and make available to it
all nonprivileged and nonproprietary
information. We will allow the ITC
access 10 all privileged and business
proprietary information in our files,
provided it confirms in writing that it
will not disclose such information either
pubiicly or under administrative
protectit e order without the written
consent of the Assistant Secretary for
Import Administration.

Preliminary Determination by ITC

The ITC will determine by Februery
13. 1969, whether there is a reasonable
indication that imports of certain small
business telephone systems and
subassemblies thereof from Tziwan
malerially injure, or threaten material
injury to. a U.S industry. If its
determination is negative, the
investigation will be terminated;
otherwise, it will proceed according to
the statutory and regulatory procedures.

This notice is published pursuant to scction
732{c¢)2) of the Act.

January 17, 1989.

Jan W. Mares, .

Assistant Secretary for Import -
Ad:ninistration. .

{FR Doc. 89-1534 Filed 1-23-89: 8:45 am]
BILLING CODE 3510-DS-M ’ s
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LIST OF WITNESSES
Investigations Nos. 731-TA-426, 427, and 428

CERTAIN BUSINESS TELEPHONE SYSTEMS FROM JAPAN, KOREA, AND TAIWAN

Those listed below appeared at the United States International Trade
Commission’s conference held in connection with the subject investigations on

January 18, 1989, in Courtroom B of the USITC Building, 500 E Street SW,
Washington, DC.

In support of the imposition of antidumping duties

Covington & Burling--Counsel
Washington, DC
on behalf of--

American Telephone & Telegraph Co.

John “Gus” Blanchard, Group Vice President, AT&T General Business Systems
Division

Barry Marks, Vice President of Consulting, The Gartner 6&roup

Tom Woodard, McKinsey & Co.

Bruce P. Malashevich, President, Economic Consulting Services, Inc.

Harvey M. Applebaum )
0. Thomas Johnson, Jr.)

Sonya D. Winner )--OF COUNSEL
Susan L. Burke )
Mark P. Kindall )

Comdial Corp.
Charlottesville, NC

Ted B. Westfall, Chief Executive Officer, Comdial Corp.

Akin, Gump, Strauss, Hauer & Feld--Counsel
Washington, DC
on behalf of--

Fujitsu, Ltd., Fujitsu America, Inc., and Hasegawa Electric¢ Co., Ltd.

Warren E. Connelly)
Valerie Slater )--OF COUNSEL
Shannon S. Shuman )
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In opposition to the imposition of antidumping duties--Continued
Coudert Brothers--Counsel
Washington, DC

on _behalf of--

NEC Corp. and' NEC America, Inc.

Mark D. Herlach ~-)". .
Lori F. Fischler - . )--OF COUNSEL
Christer L. Mossberg)

Crowell & Moring--Counsel
Washington DC
and
C&M International Ltd.
Washington, DC

on behalf of--

Samsung Electronics Co., Ltd.

Jean-Pierre Swennen )
Claude G. B. Fontheim)--OF COUNSEL
John E. Krumholtz )

Doral S. Cooper
Laura M. Baughman
Claire A. Rickard

Dorsey & Whitney--Counsel
Washington, DC

on behalf of--

Nissho Iwai American Corp.

James Taylor )

L. Daniel Mullaney)"OF COUNSEL

Dow, Lohnes & Albertson-~-Counsel
Washington, DC -
on behalf of--

Goldstar Telecommunications Co., Ltd. and Goldstar Products Co., Ltd.
William Silverman)

Michael P. House )--OF COUNSEL
Wang-Ha Cho )
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In opposition to the imposition of antidumping duties--Continued

Economists, Inc.
Washington, DC
on behalf of--

Fujitsu, Ltd., Fujitsu America, Inc., and Hasegawa Electric Co., Ltd.

Hitachi America Ltd. and Hitachi Telecom (U.S.A.) Inc.

Iwatsu Electric Co., Ltd. and Iwatsu America, Inc.

Matsushita Electric Industrial Co., Ltd., Matsushita Communication-
Industrial Co., Ltd., Kyushu Matsushita Electric Co., Ltd., and
Matsushita Electric Corp. of America

Nakayo U.S.A., Inc,

NEC Corp. and NEC America, Inc.

Nissho Iwai American Corp.

Nitsuko Corp.

Tamura Electric Works, Ltd.

Toshiba Corp. and Toshiba America, Inc.

Andrew R. Wechsler
Kenneth R. Dunmore
Pieter Tenny Vanleeuwen

Fenwick, Davis & West--Counsel
Washington, DC
on behalf of--

Nakayo U.S.A., Inc.
Donald R. Davis )

Roger M. Golden )--OF COUNSEL
Preston T. Scott)

Graham & James~--Counsel
Washington, DC
on behalf of--

Nitsuko Corp.
Yoshihiro Saito )

Lawrence R. Walders)--OF COUNSEL
Jeffrey L. Snyder ) '

Hunton & Williams--Counsel
Washington, DC
on behalf of--
EXECUTONE Information Systems, Inc.

R. Noel Clinnard--OF COUNSEL



’McDermdtt, Will & Emery--Counsel = -urv. - w5y o vwld
Washington, DC
on behalf of--

Hitdachi America Ltd.. and Hitachi Telecom (U.S.A.) Inc. - -

Carl'W. Schwartz :=:)i t , fr "o
William Barrett )--OF COUNSEL
Lizbeth R. Levinson)

Mudge Rose Guthrie Alexander & Ferdon—-CéunSél.
Washington, DC

on behalf of--

Toshiba Corp. and Toshiba America, Inc.

N. David Palmeter)
Jeffrey S. Neeley)--OF COUNSEL
;Teresa M« Pdllno ) ey i

Te LS A B PR S TS oI ST R S

0‘Melveny & Myers—-Counsel
Washington, DC :
on behalf of-- ' SR

Tamura Electric Works, Ltd.
F. Amanda DeBusk)_ _ : IS
Gary N. Horlick) OF COUNSEL

Oppenheimer Wolff & Donnelly--Counsel
Washington, DC

on behalf of-- e

Oriental Precision Co., Ltd.

David A. Gantz)--OF COUNSEL



Skadden, Arps, Slate, Meagher & Flom--Counsel ... . . ...~ - .
Washington, DC 4
on behalf of--

Iwatsu Electric Co., .Ltd. and-Iwatsu America.-Iﬁc.h;
Robert Chrostowski, Senior Vice President.'Iuatsu.Ametici. Inc.

Thomas R. Graham)

William E. Perry)

William Mathews )--OF COUNSEL |

John J. Burke ) Lt el e
Grace M. Kang ) '

Weil, Gotshal & Manges--Counsel
Washington, DC
on behalf of-- : o

Matsushita Electric Industrial Co., Ltd., Matsushita.Communication -
Industrial Co., Ltd., Kyushu Matsushita Electric Co., Ltd., and
Matsushita Electric Corp. of America

A. Paul Victor )
Jeffrey P. Bialos )--OF COUNSEL
Martin S. Applebaum)

Willkie Farr & Gallagher--Counsel
Washington, DC
on behalf of--

Sun Moon Star, Inc.

Christopher A. Dunn)

Daniel L. Porter ) O COUNSEL
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APPENDIX C

DATA REPORTED BY EXECUTONE INFORMATION SYSTEMS, INC.
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APPENDIX D

CONSUMPTION AND MARKET PENETRATION FOR SYSTEMS, BY VALUE
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Neither consumption of, nor market penetration for, systems is presented i‘
the body of this report because import data on “systems” are incomplete.
However, an estimate of the value of imported systems has been made by adding
the values of the reported imported systems and subassemblies. The data were
adjusted to account for double-counting of imports. To compensate in part for
the problem of different levels of trade, the value of shipments of imports,
rather than imports themselves, was used. The import values still represent
primarily sales to distributors and retailers rather than end users. These
estimates of apparent consumption and market penetration for systems are
presented in table D. This table also incorporates several late questionnaire
responses and certain corrections to questionnaire data that were not received
in time for the body of the report. Comparable data on the basis of quantity
cannot be provided. ,

Table D : - : : - : - -
Small business telephone systems: Shares of U.S. consumption supplied by Japan,
Korea, Taiwan, all other countries, and U.S. producers, 1985-87,
January-September 1987, and January-September 1988, by value 1/

January-September—-
Item 1985 1986 1987 1987 1988

Apparent consumption

($1,000) .cvevvvseoeessss 1,260,001 979,816 1,038,478 679,120 730,993
Share of apparent consump-

tion supplied by--

Japan (percent)......ece.. 16.2 19.6 14,4 15.5 15.2
Korea (percent).....cee... kkk k% kkk *kk *kk
Taiwan (percent)....c.ce. faalad okl faladd fakadal kh%
Subtotal (percent) 2/... 26.6 32.7 39.0 31.8 32.1
All other countries
(percent) cveenveecenee kkk falak fokakad k%% fakadad
Total imports (percent). *xk *kk koK *kk Kk
U.S. shipments (percent).. ok faadad kkk fadaded k%
Total (percent)....eevs. 100.0 100.0 100.0 100.0 100.0

1/ The data presented may understate import penetration because the reported
values are at different levels of trade--the value of U.S. shipment represents
primarily sales to the end user while the value of imports is largely sales to
distributors and retailers.

2/ Data for Japan, Korea, and Taiwan will not sum to data for subject countries
because * * * reported only aggregated shipments. These data are included in
“subject” shipments but not in any individual country’s data.

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

STATEMENTS ON CAPITAL AND INVESTMENT
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