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UNITED STATES INTERNATIONAL TRADE COMMISSION

Investigation No. 731-TA-405 (Final)

SEWN CLOTH ﬁEADWEAR FROM THE PEOPLE’S REPUBLIC OF CHINA

Determination

On the basis of the record 1/ developed in the suﬁject investigation, the
Commission unanimously determines, pursuant to section 735(b) of the Tariff
Act of 1930 (19 U.S.C. § 1673d(b)) (the Act), that an industry in the United
States is not materially injured or thrgatened with material injury, and the
establishment of an industry in the United States is not materially retarded,
by reason of imports from the People’s Republic of China of sewn clothi
headwear, 2/ provided for in subheadings 6114.20.00, 6114.30.30, 6204.23.00,
6204.29;20, 6204.29.40, 6209.90.30, 6209.90.40, 6211.32.00, 6211.33.00,
6211.42.00, 6211.43, 6211.49.00, 6502.06.20—6502.00.90, inclusive; 6504.00.30-
6504.00.90,'iﬁc1usive; and 6505.90 (except 6505.90.30 and 6505.90.40) of the
Harmonized Tariff Schedule of the United States (HTS), that have been found by

the Department of Commerce to be sold in the United States at less than fair

value (LTFV).

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

2/ The headwear subject to this investigation includes hats, caps, visors, and
other headwear, all the foregoing made from knitted or woven fabrics of
vegetable fibers (including cotton, flax, and ramie), or manmade fibers,
and/or of blends thereof, and assembled from two or more cut pieces of fabric
and then sewed. The subject headwear was formerly provided for in items
702.0600, 702.0800, 702.1200, 702.1400, 702.2000, 702.3200, 703.0540,

703.0550, 703.0560, 703.1000, 703.1640, 703.1650, and under various items in

part 6F of schedule 3 of the Jariff Schedules of the United States Annotated
(TSUsA) .



Background

The Commission instituted this investigation effective November 8, 1988,
following a preliminary determination by the Department of Commerce that
imports of sewn cloth headwear from the People’s Republic of China were being
sold at LTFV within the meaning of section 731 6f the Act (19 U.S.C. § 1673).
Notice of the institution of the Commission’s investigation and of a public
hearing to be held in coﬁﬁectiﬁn 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
December 6, 1988 (53 FR 49247). The hearing was held in Washington, DC, on

March 29, 1989, and all persons who requested the opportunity were permitted

_to appear in person or by counsel.
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VIEWS OF THE COMMISSION
We unanimously determine that an industry in the United States is not:
materiaily injured or threatened with material injury by reason of imports
of sewn cloth headwear from the People's Republic of China (P.R.C. or
China) that are sold at less than fair Qalue. 1/
I. Like Product and Domestic Industry
To make its determinations in a Title VII investigation,'the Commission
must first define the relevant domestic indu;try producing the like
product. Section 771(4)(A) of the Tariff Act éf 1930 defines the term
"industry" as "the domestic producers as a Qhole of a like product, or
those producers'whose collective output of the like product constitutes a
major proportioﬂ of the total domestic production of that product e W2/
Correspondingly, "like product"” is defined as "a product which is like, or
in the absence of like, most similar in characteristics and uses with, the
article subject to an investigation . . . ." 3/
The product subject to this investigation is sewn cloth headwear from
China. The Department of Commerce has defined this product as follows:
Imports covered by this investigation are caps, hats, and
visors made from knitted or woven cloth of vegetable fibers
including cotton, flax, and ramie, of man-made fibers,
and[or blends thereof, and which are cut and sewn. The
subject headwear may be adorned with braid, embroidery, or
other applied, printed or sewn decoration or may be plain.

This investigation does not include headwear of straw, felt
or wool. 4/

1/ Material retardation is not an issue in this investigation and will
not be discussed further.

2/ 19 U.S.C. § 1677(4)(A).
3/ 19 U.S.C. § 1677(10).

4/ 54 Fed. Reg. 11983 (March 23, 1988).
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The Commission’s decision regarding the appropriate like product or
products in an investigation is essentially a factual determination, and
‘the Commiésion has applied the statutory standard of "like" or "most
similar in characteristics and uses" on a case-by-case basis. 5/ 1In
analyzing like product issues, the Commission generally ;onsiders a number
of factors including: (1) phy;ical characteristics; (2)_end uses; (3)
interchangeability of the products; (4) channels of distribution; (5)
production processes; (6) customer or producer perceptions of the products;
(7) the use of common manufacturing facilities and production employees;
and (8) price. The Commission has found minor product variations to be an
insufficient bééis for a separate like producf analysis, and instead, has
looked for clear dividing lines among products. §/A

In our preliminary determination, wé determined that there was a single
like product consisting of all cut and sewn cloth headwear{ including caps,
hats and visors, 7/ made from any combination of vegetable (g;g;; cotton)
or man-made fibers. 8/ The Commission also indicated that in the final

investigation we would scrutinize more closely alternative like product

5/ Associacion Colpmbiana de Exportadores de Flores, et al. v. United
States ("ASOCOFLORES"), 693 F.Supp. 1165, 1169 (CIT 1988).

6/ See, e.g,, ASOCOFLORES, 693 F.Supp. at 1168-69; S. Rep. No. 249, 96th
Cong., 1lst Sess, 90-91 (1978); Operators for Jalousie and Awning Windows
from E1 Salvador, Inv. Nos. 701-TA-272 and 731-TA-319 (Final), USITC Pub.
No. 1934 January 1987) at 4, n.4. '

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

8/ Sewn Cloth Headwear from the People’s Republic of China, Inv. No. 731~
TA-405 (Preliminary), USITC Pub. 2096 at 6.
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definitions. 9/ Based on the record in this final investigation, we find
no reason to change our definition of the like product as all sewn cloth
headwear:

vIn tﬁis final inyegtigation,xrespondents China National Light Industrial
Producgs Import & ﬁxport;Cprporat;on and China National Arts & Crafts
_Import & Export Corporgtion:qrgued-that headwear for children and infants
is,a‘separate like product.from adults’ headwear. 10/ In support of this
position, réspondent§;urged that adults’ and children’s headwear differ in
sFyie and size, gpd aré sold to different end users at different prices
‘through différent chgpnels,of.dispributioﬁ. Respdndents also maintained
that almost,allAinfants’ and children’s headwear is ornamented or
;decorated,,énd that few manpfaéturers in the United States manufacture
headwear for infants and childrén; As a size cutoff, respondents proposed
.that the Commission treat adults’ headwear as any headwear larger than
6-7/8 inches‘inldiameter;'

,Generallyb‘the Commission-has declined to make like product distinctions
soiély baéed on product size,~abseht’bther evidence of clear dividing lines

such as differences iq'productibn processes and channels of distribution. 11/

2/ Id.. at 6 n 9

10/ Prehearlng brlef of the China Natlonal Light Industrial Products
Import & Export Corporation ard the China National Arts & Crafts Import &
Export Corporation (PRC respondents) at 2; posthearing brief of PRC
respondents at 2; Transcript of the hearing- (Tr.) at 96.

11/ See, e.g., Textiles and Textile Products of Cotton from Pakistan,
Invs. Nos. 701-TA-62 and 63 (Final), USITC Pub. 1086 (July 1980) at 9, 31-
32, 46-47; Antifriction Bearings (Other Than Tapered Roller Bearings) and
Parts Thereof From the Federal Republic of Germany, France, Italy, Japan,
Rumania, Singapore, Sweden, Thailand, and the United Kingdom, Inv. Nos.
303-TA-19 and 20 (Preliminary), USITC Pub. 2083 (May 1988), at 19-20. See
also ASOCOFLORES, 693 F. Supp. at 1170.
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We have found no such evidence of .clear dividing lines here that would
justify finding separate like products.

The production of children’s sewn cloth headwear entails the same cut-~
. and-sew process as that used to produce adults’ sewn cloth headwear.
Regardless of size, sewn cloth headwear is made of the same material, and
generally is produced with the same equipment and workers, using the same
manufacturing process and inputs. Both adults’ and children’s headwear can
be decorated, and both are worn on the head as apparei or promotional
items. 12/ Indeed, the size demarcation suggested by respondents would
place headwear that fits many adults in the children’s category. 13/

Accordingly, we find that there is one like product consisting of all
sewn cloth headwear. Concomitantly, we define the domestic industry to be
the domestic producers of sewn cloth headwear.

II. Condition of the Domestic Industry

In asse;sing the condition of the domestic industry, the Commission
considers, among other factors, domestic consumption, production, capacity,
capacity utilization, shipments, inventories, employment, and financial
performance. 14/ For the purposes of this investigation, the Commission
collected data bearing on the condition of the domestic industry'for the
period 1985 through 1988. The data collected and analyzed in the
investigation show that the prinéipal economic indicators for the domestic
industry either improved or remained relatively stablevover the period of

investigation.

S
~

See, e.g8., Tr. 23,

&

Tr. 133, 183,

=
~

19 U.S.C. § 1677(7)(C) (iii).
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Apparent U.S. consumption of sewn cloth headwear, both in terms of
quantity and value, increased markedly over the period of
investigation. 15/ By quantity, there was an overall increase of 16
percent, rising from 19.2 million dozen in 1985 to 22.6 million dozen in
1987, and declining slightly to 22.3 million dozen in 1988. By value, the
total surged throughout the period, showing an overall increase of 23
percent, withvthe largest fise occur;ing between 1987 and 1988, when
apparent consumption by value jumped 9 percent.

The domestic industry’s capacity to manufacture sewn cloth headwear
increased annually from 8.8 million dozen in 1985 to 9.1 million dozen in
1987, but thén decreased slightly, to 9.0 million dozen in 1988. 16/
Capacity utilization declined from 70 percent in 1985 to 65 percent in
1986, then rose slightly to 67 percent in 1987, where it remained in
1988, 17/ |

Domestic production of sewn cloth headwear was relatively stable and
showed no particular trend. Production fell from‘6.2 million dozen units
in 1985 to 5.9 million dozen in 1986, then rose back to 6.1 million dozen
in 1987, and fell in 1988 to 6.0 million dozen. 18/ The fluctuations in
these figures.afe minor and do not extend beyond the range of statistical
confidence.

Domestic shipments of sewn cloth headwear, by quantity, declined

slightly during the period of investigation, starting at 6.2 million dozen

15/ A-13-16.
16/ Report at A-25,26.

17/ 1d.

[o WY

18/ 1Id. at A-26.
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in 1985, and ending at 6.1 million dozen in 1988. 19/ = However, when
measured in terms of value, domestic shipments increased steadily
throughout the period of investigation, resulting in a total increase of 13
percent. 20/ Unit values of shipments increased from $26.20 per dozen in
1985 to $30.23 per dozen in 1988, 21/

The data on U.S. producers’ inventories are not particularly probative
of the condition of the domestic industry.. Because most U.S. sewn cloth
.headwear producers manufacture to order, inventories generally were low
throughout the period of investigation. 22/ Further, the data include
inventories of sewn cloth headwear purchased from éther sources as well ‘as
sewn cloth headwear produced by the firm itself. As a share of domestic
shipments, these data show a slight decline, ffom 17 percent inV1985 to 14
‘percent in 1987, before rising back to 16 percent bytthe end of 1988. 23/

Employment indicators for U.S. producers were positive. folldwing a |
slight dip from 1985 to 1986, the number of pféductionland related worker‘
and the hours worked rose to levels in 1988 that were above the 1985
levels. The largest increases occurred from 1987 fo 1988, with the number

of workers increasing 5 percent, and the hours worked increasing 5.7

percent. Hourly compensation rose steadily throughout the period, and

19/ Id. at A-29-30.
&/- Id

21/ 1d. at A-30.
22/ 1d. at A-32.

I
~
&

. at A-32-33.
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total compensation, after a slight decline in 1986, rose a total of 11
percent during the period of investigation. 24/

Finally, the overall financial experience of the U.S. producers was
favorable. 25/ U.S. producers’ net sales on operations producing sewn
cloth headwear increased sfeadily, from $154.9 million in 1985 to $162.2 in
1986, and to $174.0 in 1987. A comparison of net sales for the interim
period ending on September 30, 1987 ($102.7 million) with the net sales for
the interim period ending on September 30, 1988 ($108.4 million) showed a
5.6 percent increase., Operating income fell from $12.7 million in 1985 to
$8.8 million in 1986, then rebounded to $12.2 million in 1987. Operating
income was $8.9 million for interim 1988 as compared to $7.6 million for

interim 1987, Operating income margins, as a percentage of sales, declined

24/ 1Id. at A-34-37.

25/ Id. at A-41-45. Some larger producers accounted for a major part of
the overall industry profitability, while smaller companies showed less
favorable financial performance. The statute directs the Commission to
examine the condition of the entire domestic industry as a whole. 19 U.S.C.
§ 1677(4) (A); National Association of Mirror Manufacturers v. United States
(NAMM), 12 CIT __, 696 F.Supp. 642, 647 (1988); Copperweld Corp. v. United
States, 12 CIT ___, 682 F.Supp. 552, 569 (1988). The Commission is not

. directed to make a disaggregated analysis of material injury or to weight

. its analysis to account for the influence that one or two giants in an
industry may have on the aggregate industry data.

Nor can the Commission, as petitioner suggested (Tr. 40), postulate
what the data would have shown had the Commission received financial
information from firms that have closed. The response rate in this
investigation was not overvwhelming, see Report at A-21. Numerous firms did
not respond to the Commission’s questionnaire, and in fact the Commission
was forced to resort to use of subpoenas to elicit responses from several
producers of substantial size. The Commission cannot second guess whether
a more complete data base would have changed the overall industry picture.
The Commission must base its determination on the best information
available. 19 U.S.C. § 1677e(b).
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| from 8.2 ip 1985 to 5.4 in 1986, and then rose to 7.0 in 1987. The margin
for interim 1988 was 9.2 a§ compared to 9.1 for interim 1987. 26/

In sum, the economic indicators show an industry that has maintained
relatively stable production, capacity and capacity utilization, while
employment and profitability rose. 27/ Based on our examination of these
factors, we do not believe the domestic industry producing sewn cloth
headwear is expériencing material injury. 28/ 29/ Accordingly, we find it

unnecessary to make a determination with respect to whether any present

material injury is by reason of the LTFV imports. 30/

26/ 1d. at A-44,

21/ We have examined the information regarding plant closings. See Report
at A-27, 41. We do not believe the nature and extent of these closings
indicate that the industry as a whole is suffering. Based on the record
evidence concerning these closings, as well as the evidence about plant
openings, we find that the reported openings and closings are not out of
line with what one would expect in an apparel industry or in any labor-
intensive industry. Most of the plants that closed were fairly small, and
many were owned by closely held firms. There is no indication that the
closings were due to anything other than normal competitive conditions.

28/ Commissioners Eckes, Rohr and Newquist caution against reading into
this determination any general proclamation'that material injury may never
be indicated by a domestic industry’s failure to participate in the growth
of an expanding market. Instead, this determination finds no material
injury under the specific conditions of this industry, an industry with
wide product differentiation (e.g., headwear ranging from inexpensive
baseball caps used for promotional purposes to high-quality golf and tennis
hats) and diversity among the domestic producers in terms of size,
technologies, and market segment served.

29/ Chairman Brunsdale and Vice-Chairman Cass do not reach a separate
legal conclusion based on the condition of the domestic industry. They
believe that the discussion of the domestic industry is accurate and
relevant to their decisions regarding whether the domestic industry is
materially injured by reason of the LTFV imports. For their discussions of
causation, see their additional views, infra.

30/ American Spring Wire Corp. v. United States, 8 CIT 20, 590 F.Supp.
1273 (1984), aff’'d sub nom., Armco, Inc. v. United States, 760 F.2d 249
(Fed. Cir. 1985); NAMM, 696 F.Supp. at 647, 649.
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III. No Threat of Material inju;g by Reason of LTFV TImports
In making a determination as to whether a domestic industry is
threatened with material injury.by reason of LTFV imports, the Commission
is reduired to consider, among other factors:

¥ % %

(1I1) the ability and likelihood of the foreign producers to
increase the level of exports to the United States due to
an increased production capacity or unused capacity;

(ITI) any rapid increase in penetration of the U.S. market by
imports and the 1likelihood the penetration will increase
to injurious levels;

(Iv) the probability that imports of the merchandise will
enter the U.S. at prices that will have a depressing or
suppressing effect on domestic prices of the merchandise;

V) any substantial increases in inventories of imported
merchandise in the United States;

(VI) underutilized capacity for producing the merchandise in
the exporting country;

(VII) any other demonstrable adverse trends that indicate the
probability that importation of the merchandise will be
the cause of actual injury; and

(VIII) the potential for product-shifting. 31/

Any threat must be real and any actual injury imminent. A finding of
threat of material injury must not be made on the basis of mere conjecture
or supposition. 32/

The evidence in the record confirms the absence of any real and

imminent threat to the domestic producers of sewn cloth headwear by reason

of LTFV imports from China. Imports of sewn cloth headwear from China are

31/ 19 U.s.C. § 1677(7)(F). No single threat factor is necessarily
dispositive in an antidumping investigation. S. Rep. 249, 96th Cong.,lst
Sess. at 88 (1979).

32/ 1d.
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subject to restraint under the Multifiber Arrangement (MFA). The cﬁrrent
agreement with China, effective January 1, 1988, controls China's'shipments
to the United States of sewn cloth headwear (as well as other MFA-covered
products) for four years, with an optional extension for a fifth year. It
sets a specific quota on China’s shipments to the U.S. of man-made fiber
(MMF) headwear. That quota was met in 1988. 33/

Petitioner argues that once the quota for MMF headwear is met, Chinese
headwear production can easily shift to cotton headwear. However, cotton
headwear is also squéct to a quéta, albeiﬁ a different‘type of quota from
that set for MMF headwear. This headwear falls under a "basket" category
that sets a quaﬁtitative ceiling on exports of all Chinese cotton apparel.
The ceiling was reached in 1988, but cotton headwear accounted for less
than 10 percent of exports in this basket category. ;ﬁ/ There is no
evidence in the record indicating a likelihood that China will
significantly increase the percentage of the cotton basket category
allocated to headwear. 35/

Similarly, the record does not show a likelihood that future Chinese
Aimports will enter the United States at’prices that will have a depressing
or suppressing effect on domestic prices. The data in the record indicate

that, even in the face of increasing low-priced imports during the period

33/ Report at A-9, 12,
34/ Report at A-10.

35/ Respondents’ witnesses testified that headwear exports in the basket
category actually have been cut back by 30 percent this year to allow for
shipments of larger quantities of products, such as down jackets, with
higher unit values. Tr. at 107, 170.
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of investigation, domestic prices were rising. 36/ Given the absence of
adverse price effects when penetration by Chinese imports was highest and
Chinese prices lowest, it is highly improbable that Chinese imports will
suddenly have an adverse effect at a time when imports are leveling off.

The data in the record indicate that there have been substantial
increases in U.S. importers’ inventories of Chinese‘headwear. 37/ The
headwear that is included in these inventéries, however, is still counted
against the MFA quotas. Moreover, the data show that the ratio of
importers’ inventories of Chinese headwear to shipments of Chinese headwear
actually declined markedly during the period of investigation. 38/

Finally, we recognize that the labor-intensive nature of sewn cloth
headwear production suggests that there is significant ability to exﬁand
production in China. However, there is no evidence of any incentive to
expand production of sewn cloth headwear for the U.S. market, given the
quota restrictions. In addition, the data show that the United States’
share of Chinese sewn cloth headwear exports is on the decline, and that
China is developing other markets for this product. 39/

Accordingly, we conclude that the domestic industry prodﬁcing sewn cloth
headwear is not threatened with material injury by reason of LTFV imports

of sewn cloth headwear from China.

36/ Report at A-80-89 (Tables 37—46)',
37/ 1d. at A-50-53. |

Iw
O
~

Id. at A-55-56.
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ADDITIONAL VIEWS OF CHAIRMAN ANNE E. BRUNSDALE

Sewn Cloth Headwear from the People’s Republic of China:
Inv. No. 731-TA-405 (Final)

May 1, 1989

I agree with the majority’s conclusions regarding like
product and fhe domestic industry, their characterization of
the condition of the domestic industry, and their discussion
of threat factors in this investigation. I also agree with ‘
their conclusion that the domestic industry producing sewn
cloth headwear is not materially.injured or threatened with
material injury by reason of ﬁnfair imports from the People’s
Republic of China (China). I reach this conclusion, however,
~through an analysis that is different from theirs. These
additional views explain my approach to causation in this

case.

Volume of Imports, Market Penetration, and Dumping Margins

The value of Chinese headwear imports increased dramatically
over the period of investigation, although the rate of
increase slowed between 1987 and 1988. The value of Chinese
imports was $24 million in 1985 and $26 million in 1986,
.jumped to $45 million in 1987 and then increased at a slower

rate to $51 million in 1988.1/ Measured by volume, Chinese

l/ See Report at A-57 (Table 22).
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imports totalled 2.9 million dozen in 1985 and 3.6 million
dozen in 1986, surged to 6.2 million dozen in 1987, and
leveled off to 6.5 million dozen in 1988.2/ The market share
of Chinese imports also incfeased during the period of
investigation, especially between 1986 and 1987. Chinese
import market share, measured by value, increased from 8.0
percent in 1985 and 8.2 percent in 1986 to 13.4 percent in
1987 and 14.0 percent in 1988.3/ Measured by volume, their
market share was 15.2 percent in 1985 and 17.0 percent in
1986, and it increased to 27.5 percent in 1987 and 29.3
percent in 1988.4/

The dumping margins in this case were moderate. They
rénged from 5.3 percent to 32.06 percent, with a weighted

average margin of 21.37 percent.5/

Elasticity Information in This Case

In each investiQafion, Commission staff gathers a great deal
of daté about the workings of the market. This information,
-collected from producers and consumers, assists the
Commission in understanding how the manufacturers and

consumers of the product in question respond to changes in

2/ 1d.
3/
4/ 1d.

5/ See Final Determination of Sales at Less Than Fair Value;

Certain Headwear From the People’s Republic of China, 54 Fed.
Reg. 11,983 (March 23, 1989). )

%2}

ee Report at A-64 (Table 28).
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" the product’s price. This information is useful for two
reasons: it gives us a better understanding of both the
market for thg product and the role that imports play in that
market, and it gives us a better idea of the effect the
unfair imports have on domestic sales because of the price

advantage due to dumping.6/

Elasticity of Supply. In this investigation, staff estimates
that the domestic supply of sewn cloth headwear is moderately
elastic, most likely in the range of 3 to 5.7/ Petitioners
argue that domestic supply is highly elastic, falling in a
range between 5 and 7.8/ Consideration of several factors
relating to domestic supply convinces me that_supply_is only
moderately elastic.

Capacity utilization has been steady and relatively high

throughout the investigation. Capacity utilization was 70

6/ As I have explained in previous opinions, these data
permit an economically meaningful assessment of the impact.of
dumped imports on the domestic industry. For a more complete
discussion of the usefulness of elasticities, see Color
~Picture Tubes from Canada, Japan, the Republic of Korea, and
Singapore, Inv. No. 731-TA-367-370 (Final), USITC Pub. 2046,
at 23-32 (December 1987) (Additional Views of Vice Chairman
Anne E. Brunsdale). The Court of International Trade has
also discussed with approval the use of elasticities. See
Copperweld Corp. v. United States, No. 88-23, slip op. at 45-
48 (Cct. Int’l Trade Feb. 24, 1988).

7/ See Memorandum from the Director, Office of Economics, on
Sewn Cloth Headwear from the People’s Republic of China,
Memorandum EC-M-134, at 12 (April 20, 1989).

8/ See Petitioner’s Posthearing Brief, Appendix VI, at 5-6.
Respondents did not discuss the elasticity of domestic supply
in their posthearing brief.
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percent in 1985, 65 percent in 1986, and 67 percent in 1987
and 1988.9/ These figures may be somewhat understated due to
the large number of recent plant closings; however, it is
unclear to what extent these closed facilities represent
capacity that can be restarted.10/ Therefore, I am persuaded
that these capacity utilization figures are reasonably
accurate. |

A shortage of labor limits the ability of domestic
'manufaCturers to increase production. wOrkers in this
industry generally earn low wages and staff was able to
confirm labor shortages at a number of facilities.ll/ Tight
labor supplies limit the ability of'domestic manufacturers to
increase their production.

The manufacturing process does not impose any limits on
production increases by the domestic industry.12/ 1In
addition, the equipment used to produce headwear may, in some

instances, be used to produce other sewn cloth apparel.l3/

9/ Report at A-26 (Table 8).
10/ See Report at A-27;

11/ See

12/ That is, there are no bottlenecks in the production
process which would automatically preclude the domestic

industry from increasing supply. See Memorandum EC-M-134,
supra note 7, at 6.

‘Memorandum EC-M-134, supra note 7, at 8 n.1l.

13/ Id. at 10. This is not universally true, and some
facilities are limited even as to the kind of headwear they
produce.
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Finally, U.S. producers do not supply export markets
with substantial amounts of sewn cloth’headwear, and thus
could not shift a large amount of production from these
markets to the domestic mafket in response to price
increases.l14/

While U.S. firms certainly have some ability to respond
to increased prices by increasing production, I am convinced
that this ability is moderated by a lack of export markets,
fairly high capacity utilization, and limits on labor
availability. Therefore, I agree with the staff conclusion .
that domestic supply is moderately elastic.

Elasticity of Domestic Demand. Overall -demand for headwear
is based on a number of factors, due to the nature of the
product as both a consumer and a promotional item. As a
consumer item, caps are a discretionary purchase often linked
to participatory or spectator sports or identifying some
organization, place, or product, and tend to be an impulse
purchase.1l5/ As a promotional item, headwéar.is very popular

in institutional advertising.16/ 1In all cases, headwear is a

14/ See id. at 10-11.

15/ Staff indicates that some uses of headwear spring from
necessity; namely, protection from the sun and weather.
However, I believe that most uses are discretionary.

16/ While a number of products are used as promotional
items, including towels, gym bags, pennants, t-shirts, and
sweatshirts, all parties to the investigation seemed to agree
that there was no good substitute for headwear as an
(continued...)
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relatively inexpensive purchase, and is offered in a wide
range of styles, price ranges, and colors.l17/ Finally, there
are few substitutes for sewn clothzheadwear.lg/

For these reasons, staff concludes that aggregate demand
for sewn cloth headwear is fairly insensitive to price
changes. They estimate that the range falls between 0.5 and
1.5.19/ Petitioner agrees with the staff analysis of
domestic demand, but limit the numeric range to 6.5 to
1.0.20/ Beéause I agree with the staff analysis, I accept
the estimate of 0.5 to 1.5 for the domestic demand elasticity

in this case.

Elasticity of Substitution. Sewn cloth headwear from China
is similar in many ways to that produced in the United
States. The quality of the two products appears to be

similar.21/ Both distribute their products through the

16/(...continued)

advertising premium item. Memorandum EC-M-134, supra -note 7,
at 23. In addition, headwear is more popular because of its
visibility. Unlike other articles of clothing, headwear is
not normally covered by other clothing.

17/ Id. at 23-24.

18/ Other types of hats, such as cowboy hats, fedoras, and
straw hats, serve as substitutes, but do not appear to be
close substitutes for sewn cloth headwear.

19/ See Memorandum EC-M-134, supra note 7, at 24.

20/ See Petitioner’s Posthearing Brief, Appendix VI, at 9
(April 4, 1989). Respondents had no comments on staff’s

analysis of domestic demand.

21/ Id. at 18.
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channels that serve all three segments of this market:
promotional, ad specialty distributor, and retail.22/
Finally, there is some bid competition between U.S. and
Chinese producers for premium and mass merchandise
headwear.23/

Despite these similarities,'there are a number of
‘distinctions between U.S. and Chinese headwear. The most
significant difference is price: Chinese headwear is, on
average, only about one-third the cost of U;S. headwear.24/
Staff determined that, ip specific price comparisons, the
Chinese product most often had a lower nominal price than the
U.S. product.25/ The fact that purchasers are willing to pay
'significantly higher prices for the U.S. product leads me to
conclude that the substitutability for these products is, at
best, moderate.

Staff agrees that the elasticity of substitution is
moderate, falling in a range of 1 to 3.26/ Petitioner argues

that the products are "completely substitutable," and that

22/ 1d.
23/ Id.
24/ See Report at A-30 (Table 9), A-57 (Table 22).

25/ See Report at A-79 - A-89 (Tables 36 through 46). The
value of these tables is limited; however, they do seem to
indicate that nominal prices are persistently lower for
Chinese headwear. I believe this persistent price gap
indicates that the products are not highly substitutable,
because a high degree of substitution would seem to preclude
the existence of a prolonged price gap.

26/ See Memorandum EC-M-134, supra note 7, at 22.
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the elasticity of substitution is greater than 4.27/
Respondents contend that the elasticity of substitution is
low, primarily because of the difference in price between
Chinese and U.S. headwear.28/ I believe that staff’s
characterization is accurate, and I am persuaded that the

elasticity of substitution is moderate in this case.

No Material Injury by Reason of Dumped Headwear
In this market, with a generally healthy domestic

industry,29/ it is clear that the domestic headwear industry
: is not being materially injured by reason of unfair imports.
First, the imported and the domestic product are only
moderately substitutable, limiting the effect that Chinese
imports have on domestic sales and prices. Second, the
dumping margins in this case are moderate, averaging.21
percent. Because of the moderate degree of substitutability,
any price advantage resulting from dumping would not have had
a strong effect on domestic sales or prices. Third, while
domestic supply is not ineléstic, there are limitations on
the ability of the domestic industry to respond to changes in

price. Finally, it appears that the value and volume of

27/ See Petitioner’s Posthearing Brief, Appendix VI, at 8
(April 4, 1989).

28/ See Respondent’s Posthearing Brief, Exhibit 4, at 3
(April 4, 1989).

29/ See Commission opinion on Condition of the Domestic
Industry, supra.
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imports have leveled off in the last two years while domestic
production has also remained stable, indicating that imports
are not causing material injury to the domestic industry.
Therefore, I agree with my colleagues that the statutory
criteria are not met and that no antidumping duties should be

imposed in this case.
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ADDITIONAL VIEWS OF VICE CHAIRMAN RONALD A. CASS
Sewn Cloth Headwear from the
People's Republic of China
Inv. No. 731-TA-405
(Final)

I concur with the Commission's negative determination in
this investigation and join the Commission's discussion of the
industry definition and condition and of the threat of injury tol
the domestic industry. However, my views on the analysis
appropriaté to determining whether the domestic industry has been
materially injured by reason of less than fair valﬁe imports
differ from those offered in the Commission's opinion. - These
Additional Views explain how I have analyzed that question in
this investigation.

I. MATERIAL INJURY BY REASON OF LTFV IMPORTS:
THE "UNITARY" OR "COMPARATIVE" APPROACH

In Title VII cases, in determining whether imports sold at
less than faif value have caused material injury to a domestic
industry, I have employed an approach that is often referred to
as the "unitary" or "comparative" appfoach. This approach is
"comparative" in that it compares the domestic,industry's actual
performance with what the industry's performanée would have been

had there been no less than fair valuev("LTFV") imports.l/ The

1l/ See, e.dg., Internal Combustion Forklift Trucks from Japan,
USITC Pub. 2082, Inv. No. 731-TA-377 (Final) 113-118 (May 1988)
(Additional Views. of Commissioner Cass); Certain Telephone
Systems and Subassemblies Thereof from Japan, Korea and Taiwan,
USITC Pub. 2156, Inv. Nos. 731-TA-426-428 (Preliminary) 64-67
(Feb. 1989) (Additional Views of Commissioner Cass).
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approach is "unitary" because it does not conduct an independent
. inquiry into the existence of "material injury" defined simply as
a change in the condition of the‘doﬁestic industry, divorced from
the effects of LTFV imports.

As I have stated in other opinions, I believe that a unitary
approach is preferable to the bifurcated approach that has been
employed by other Commissioners.2/ The bifurcated approach asks
first whether the domestic industry has suffered.some adversity,
however measured, that may be viewed as "material injury". - Only
if this question is answered in the affirmative is an attempt
made to ascertain whether unfairly traded imports caused such
injury. I have éxplained at length elsewhere why I believe that
this approach is less faithful to the language and purpose of
Title VII than the unitary approach.3/ I alsoc have explained why
the unitary approach is consistent with a considefable body of
prior Commission practice and judicial precedent.4/ 4Those
previous discussions provide the réaSons for my conclusion thét,
even if it might be permissible for us to impose a threshold |

requirement that the domestic industry be in financial "ill

"2/ See, e.g., Digital Readout Systems and Subassemblies Thereof
from Japan, USITC Pub. 2150, Inv. No. 731-TA-390 (Final) 95-117
(Jan. 1989) (Concurring and Dissenting Views of Commissioner
Cass) ("Digital Readout Systems"); 3.5" Microdisks and Media
Therefor from Japan, USITC Pub. 2076, Inv. No. 731-TA-389
(Preliminary) 59-74 (April 1988) (Additional Views of
Commissioner Cass) ("Microdisks Preliminary").

3/ See id.

4/ Digital Readout Systems, supra, at 108-117; Microdisks
Preliminary, supra, at 64-70.
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health", that certainly is not the preferable interpretation'of
our governing statute and does not comport well with the judicial
decisions invoked as sppport,i/‘

I will not repeat here my oarlier discussion of this issue.
I will, however, add two brief observations. First, nothing in
the language of the statute or in its legislative history even
remotely approaches an explicit statement that the Conmission is
to deny relief to domestic'industry solely because we deem the
industry sufficiently healthy. There are indications that
supporters of the statute” were especially concerned withA
industries,whosojfortunes“are'déclining, but no indication that
these were the sg;g_concefn to which Title VII was directed.
Secondf4the recently enactsd Omnibus Trade and Conpeﬁitiveness
Act of 1988 underscores Congressional and executive concerns that
disposition of our Title VII investigations not be Quidéd'oy
simplistic analysis of indusﬁry trends. The legislation
pointedlf,requires ;he Commission to take account of business
cycies and other eifeots,on industry performance before reaching
conclusions on tne effect of LTFV imports. This instrucfion
cannot be made compatible'with a restriction of relief to
industries whose fortunes are in decline; what would that maan
for industries‘on the "upswing" of their business cycie? All

this suggests that it is incumbent upon us -- in this.case as in

-

5/ See American Spring Wire Corp. v. United States, 590 F. Supp.
1273 (Ct. Int'l Trade, 1984), aff'd sub nom., Armco, Inc. v
United States, 760 F.2d 249 (Fed. Cir. 1985). T

)
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every other case -- to determine whether the unfairly traded
imports that are the subject of our investigation have left the
domestic industry in a materially worse position than it'would
have been in if the unfairly traded imports had not occurred.

In analyzing that gquestion in this inveétigatidn; I have
conducted the three=part inquiry suggested by the gqverning
statute. Title VII directs the Commission, in assessing the
causation of injury by dumped imports, to

"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
(iii) the impact of imports of such merchandise on
domestic producers of like products ,..'. "6/
The statute goes on to spell out these three factors with greater
particularity.

Although the statutory text does not identify, and does not
purport to identify,7/ all of the factors relévant to an
assessment of whether dumped imports have materially injured a
domestic ihdustry, the factors that are listed inAthe statute and
the order in which they are listed offer important guidance
cdncerning the nature of the inquiry that must be carried out.

Specifically, the statute suggests that Congréss contemplated

that the Commission would cénsider three related questions in

6/ See 19 U.S.C. § 1677(7) (B).

1/ The statute contemplates that the Commission will consider
relevant economic factors in addition to those identified
explicitly in the statute. See 19 U.S.C. § 1677(7)(C).
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evaluating the possible existence of injury by reason of LTFV
imports. First, we are to examine the voiumes of imports of the
merchandise under ihvestigation; the absolute volumes of imports,
their magnitﬁde relative to domestic sales of the competing "like
product”, and the extent to which import volumes changed as a
'result of dumping are relevant to evaluation of the effect of
dumpéd imports on the doﬁestic industry. The change in import
volumes brought. about by dumping will be closely related to, and
in large part a function of, changes in the prices of the imports
that occurred as a result of dumping. Second, we must attempt to
determine how the subject imports affected prices, and
concomitantly sales, of the domestic like product. Finally, we
mus; evaluate the extent to which these changes in demand for the
domestic like product caused by LTFV imports affected such
factors as return on investment and the level of employment and
employment compensation in the domestic industry.g/

Title VII, as amended by the Omnibus Trade and
Competitiveness Act of 1988, has further directed that the
Commission explicitly consider and state its conclusions on the

factors that form the basis for each of these three inquiries.9/

8/ Of course, the Commission must also evaluate whether these
effects are "material" within the meaning of the statute. This
assessment is, in some sense, a-fourth part of our inquiry. See
Digital Readout Systems, supra, at 117-19.

9/ See Pub. L. No. 100-418, § 1328(1), 102 Stat. 1107, 1205 (to
be codified as 19 U.S.C. § 1677(7) (B) (ii)).

I have explained in detail in other opinions how the three-
part inquiry that I employ considers the specific factors listed
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Moreover, as noted above, the statute as amended instructs the
Commission, in making these inquiries, to consider the particular
dynamics of the industries and markets.1Q/ The three inquiries
outlined above are undertaken in light of these directions in the
following sections of these Views.

~II. MATERIAL INJURY BY REASON OF LTFV IMPORTS: SEWN
CLOTH HEADWEAR FROM THE PEQOPLE'S REPUBLIC OF CHINA

A. Volumes and Prices of LTFV Imports

Over the period covered by our investigation, the volumé of
imports of sewn cloth headwear from the People's Republic of
China ("PRC") increased substantially. In 1985, they amounted to
2,913,000 dozen; during 1987 and 1988, periods during which
Commerce determined that dumping was occurring, they amounted to
6,207,000 dozen and 6,539,000 dozen, respectively.l11l/ The value
of these imports also grew significantly, from abou; $23.8
ﬁillion in 1985 to approximately $45 million in 1987 and $51.5

million in 1988.12/

in the statute as well as certain other economic factors relevant
to an assessment of the impact of unfairly traded imports on the
domestic industry producing the like product. See, e.dg, New
Steel Rails from Canada, USITC Pub. 2135, Inv. Nos. 731-TA-422
and 701-TA-297 (Preliminary) 35-37 (Nov. 1988) (Additional Views
of Commissioner Cass); Generic Cephalexin Capsules from Canada,
USITC Pub. 2142, Inv. No. 731-TA-423 (Preliminary) 56-58 (Dec.
1988) (Dissenting Views of Commissioner Cass).

10/ See new Section 771(C) (iii) (IV) of the statute (to be
codified at 19 U.S.C. § 1677(C) (iii) (IV)). See also S. Rep. No.
71, 100th Cong., 1lst Sess. 117 (1987).

11/ Report at A-~-57, Table 22.

12/ Id.
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The record evidence indicates that dumping caused the prices
of the subject imports to decline by a significant percentage.
The Commerce Department calculated dumping margins for the
various PRC producers and exporters of the subject imports
raﬁging from 5.3% to as high as 32.06%, with an average margin of
about 21%.;3/

In cases where dumping mafgins reflect a finding by Commerce
that the subject foreign producers/exporters have charged a lower
price for their product in the United States thanvthe price that
they have charged in‘their home market (or another fbreign market
used as the surrogate for the home market), the actual decrease
in the U.S. price of the subject imports that occurred consequent
to dumping will be only a fractional percentage'of the dumping
'margin. This percentage, in turn, will be in large measure a
function of ﬁhe proportion of the total sales of the subject
foreign producer(s) in the U.S. and the exporter's home market

that is accounted for by sales in the home market.l14/15/

13/ See Report at A-13.

14/ See, e.q., Certain All-Terrain Vehicles from Japan, USITC
Pub. 2163, ‘Inv. No. 731-TA-388 (Final) 58-60 (March 1989)
(Additional Views of Commissioner Cass); 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).

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. For a thorough explication of this subject, see R.

iBoltuck, Office of Economics, Assessing the Effects on the
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However, this is not a case where Commerce based its dumping
determination-on the difference between priges charged by foreign
prodﬁcers/exporters for sales to the U.S. market and prices
charged for sales to their'home (or other foreign) market.
Rather, the dumping determination was the result of Commerce's
finding that the prices thét were charged for the‘subject sewn
cloth headwear in the United States were lower thén the
constructed value of that merchandise.l16/ This constructed
value, in turn, was, with one exception, calculated by valuing
the factors of production employed by PRC manufacturers of sewn
cléth headwear using factor cost information supplied by a
Philippines producer of such headwear.l17/ |

Because the dumping margins are the prodﬁct of a constructed
value calculation, I have used the fuli dumping marginvas the
measure of the amount by which the PRC imports declined as a

result of dumping. This well may overstate the maximum effect

Domestic Industry of Price Dumping, USITC Memorandum EC-L-149 at
1, n. 1, 13, 19-21 (May 10, 1988). A more accurate statement of
the effects of dumping on import prices also may require

some adjustment to reflect the fact that dumping margins are
calculated on an ex-factory, rather than final sales price,
basis.

15/ As previously noted, under certain circumstances, Commerce
will use another foreign market as the surrogate for the foreign
producer's home market.

16/ See International Trade Administration's Final Determination
of Sales at Less Than Fair Value; Certain Headwear from the
People's Republic of China ("Commerce Determination”), 54 Fed.
Reg. 11983, 11985 (March 23, 1989).

17/ I4d. The cotton content of the headwear was based upon the
customs value of U.S. imports of cotton from Egypt. Id.
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that dumping may have had on prices of the subject imports.
"Dumping margins based upon constructed value -—- particularly
constructed value calculated by using thé value'of faétors of
production from a country othervthan the one in which the subject
imports were actually produced —- raise serious.analytical
questions if we are to use such margins to evaluate the effects
of LTFV sales on imports' prices. These questions deserve
special attention by the Commission. Because any treatment of
these margins in evaluating evidence respecting imports' prices
—— even that most favorable to Petitioner -- will not affect the
outcome of this case,_I will reserve for another time further
discussion of my views on that subject.

Using the maximum possible price effécts derived by.using
the full‘amount of the dumping margins as the measure of_the
extent to which the prices of the subject imports declined
consequent to dumping, the evidence before us indicates that
dumping produced moderate increases in the amount of PRC sewn
cloth headwear imported into the United States. However, for

reasons discussed, infra, the fact that dumping was associated

with increased volumes of the subject imports does not
necessarily mean that dumping caused a significant decline in

prices or sales of the domestic like product.

B. Prices and Sales of the Domestic Like Product
During the period covered by our investigation, the subject
imports accounted for a sizable percentage of the total voiume

and value of sewn cloth headwear sold in the United States. 1In
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1985, the subject imports accounted for 15.2% of domestic
consumption of such products.18/ Quantity-measured market
penetration by the PRC product increased during the succeeding
years to 29.3% in 1988.19/ Measured by value, however, PRC
market penetration was significantly and consistently lower,
ranging from a low of 8.0% in 1985 to a high of 14.0% in 1988.20/
Notwithstanding the imports' market shares during the period
when dumping occurred, the record evidence before us does not,‘in
my view, indicate that sales of dumped’PRC imports materially
affected either prices or sales of the domestic like product.
Among the circumstances in addition to the level of subject
import market penetration that affect the extent to which dumped
imports affect prices and sales of the domestic like product, two
are of special importance: the degree to which consumers see the
imported and domestic like products as similar (the
substitutability of the subject imports and the domestic like
product) and the degree to which domestic consumers change their
purchasing decisions for these products based on variations in
the prices of those products. Taken together, the evidence on
these two issues in this investigation indicates that the subject
imports had, at most, a quite modest effect on domestic prices

and sales.

18/ Report at A-64, Table 28.

19/ 1Id4.
20/ 14.



_35_

In this investigation, the Commission was presented with a
significant amount of anecdotal evidence that might, at first
blush, suggest that the subject imports and the domestic like
~product are close substitutes for one another. For example,
Petitioner argﬁed that domestic producers of sewn cloth headwear
compete with the PRC imports in every segment of the market.21/
Petitioner also asserted that the majority of purchasers of sewn
cloth headwear surveyed by the Commission stated that there are
no differences in quality between the imported and domestic
productlor that any such differences are not a significant factor
in purchasing decisions.22/ These assertioné are, in fact,
largely borne out by the record evidence.

Upon closer inspection, however, the evidence cited by
Petitioner is not as compelling as it might first appear. For
instance, although the domestic like product and the subject
imports are sold in each of the market segments where sewn cloth
headweai is purchased, there are notable disparities in the
proportions of the domestic and imporﬁed PRC products that are
sold in these disparate market segmenﬁs. For example, 60% of

domestic production is sold to "premium" account end users,zl/-

21/ Petitioner's Posthearing Brief at 2-3, 5-6.

22/ Petitioner's Prehearing Brief at 11; Petitioner's Posthearing
Brief at Appendix III at 9.

23/ Premium account end users are large volume purchasers and
include entities such as baseball teams, universities, and theme
parks that license headwear producers to use their logo, and
either authorize the producers to sell such headwear, or purchase
such headwear from the producers and distribute it themselves.
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whereas only 7% of the subject imports are sold in that
market.24/ Similarly, 58% of the PRC imports are sold to
advertising specialty distributoré,zi/ as compared to only 23% of
domestic production.26/ Similar disparities are evident in the
retail segment of the market: 35% of the subject imports are sold
to retail purchasers versus only 18% of the domestic like
product.27/ These data support the inference, otherwise
suggested by the record evidence, that domestic and PRC producers
have successfully marketed their products to different markét,
"niches"; some of those niches in which domestic caps are sold,
such as the premium market, are, to some degree, insulated from
import Competitién.gg/

The market penetration data compiled by the Commission also
suggest that there are significant differences in the quality of
the'domestic like product and the PRC product, nofwithstanding
the previously-discussed anecdotal evidence to the contrary. As
I noted earlier, the value-measured market share of the PRC
producers/exporters is substantially lower than their quantity-

measured market share. Thus, the domestic like,product, heavily

Report at A-19.
24/ Id. at A-20.

25/ Advertising specialty distributors market a diverse array of
promotional items. Id. at A-19.

26/ Id. at A-20.

28/ Id. at A-20.
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concentrated in the "premium" end of the market{ is, on average,
far more expensive than the PRC pfoduct; indeed, both the
concentration in more price-sensitive uses and the difference in
brice are much greater for the PRC imports than for headwear from
other principal foreign sources of U.S. supply. Respondents
argue that this evidence supports their contention that the PRC
product and the domestic like product are not close
substitutes.29/ I find Respondeﬁts' argument persuasive,
particularly when coupled with the evidence adduced by
Respondents' indicating that the prices of the PRC product and
the domestic like product have not moved together in any
systemaﬁic way.30/ Far from it, increases in PRC imports and
decreases in PRC prices have occurred while both shipments and
prices of the domestic like product have increased. While we
shouid be cautious about drawing inferences from trend data that
reflect many different influences, piainly if the domestic and
PRC products were close substitutes, one would expect their
prices to move in tandem to a far greater extent than is evident
in the evidence compiled by the Commission. I believe the expert
testimony offered by Respondents accurately characterized the
inferences on this issue that are most ih'keepiné_with the facts

of record. In short, then, although the record evidence suggests

29/ See Respondents' Prehearing Brief at 16-17; Respondents'
Posthearing Brief at Exhibit; Transcript of 3/29/89 Hearing
("Tr.") at 118-19.

30/ Respondents' Posthearing Brief at Exhibit 4.
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that the PRC product and the domestic like product are moderately
substitutable for each other, the record as a whole does not
support Petitioner's claim that they are close substitutes.3l/

The other evidence consistent with an inference that dunmping
had a very modest effect on prices and sales of thé domestic like
product relates to the degree to which domestic consumers of sewn
cloth headwear respond to changes in the price of these products.
The general effects of this evidence are described by the
Commission's Office of Economics in a memorandum made available
to all parties of record prior to the hearing that was héld
before the Commission. When consumer demand for all of these -
products as a group is highly responsive to changes in price, the
effects of dumping on prices and sales of the domestic 1like
product is attenuated, for in that case the lower prices
resulting from dumping will stimulate significantly increased
domestic demand for the lower priced product. Much greater
effects will be felt by U.S. producers when éQnsumers perceive no
difference between the imported and domestic product other thap
price but their overall purchases of these products are

relatively unresponsive to price changes.  In the latter case,

31/ My ultimate conclusion on this issue in this investigation is
therefore essentially consistent with the one reached by the
Commission's Office of Economics. See USITC Memorandum EC-M-134
(April 20, 1989) from the Office of Economics ("OE Posthearing
Memorandum") at 22. However, my analysis of the record evidence
on that issue departs from that of the Office of Economics in
certain important respects. In particular, as the foregoing
discussion indicates, I believe that the evidence adduced by
Respondents on the issue is entitled to significantly greater
weight than the Office of Economics has suggested.
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' consumers will simply switch their purchases from U.S.-made to
lower-priced imported products, imposing a quite detrimental
impact on both the U.S. products' prices and their sales.

In this investigétion, I believe that domestic demand for
sewn cloth headwear is at least reasonably, if not highly,
responsiVe to changes in the price of that product. We have been
presented with abundant evidence  that domestic consumption of
sewn cloth head&ear has increased over the period covered by our
investigation in large part because of the ihcreased popularity
of baseball caps as a promotional item.32/ A large number of
other items, such as pens, coffee cups, T-shirts, banners, etc.,
serve the same promotional purposes} these items are made by,
inter alia, some of the domestic major pfoducers of sewn cloth
headwear.33/ In my view, the availability‘of these items
enhances significantly the responsiveness of domestic demand for
sewn cloth headwear to changes in the price of that product.34/
C. Investment and Empigymgn;

‘ As my colleagues have pointed out in their discussion of the

"condition of the domestic industry",35/ the principal economic

32/ See Report at A-15.
33/ 1d. at A-22.

34/ In that respect, I have a different view of.the record
evidence than the Commission's Office of Economics, which has
attached greater weight than I have to testimony offered by
Petitioner to the effect that no other promotional item is an
adequate substitute for headwear. See OE Posthearing Memorandum
at 23-24.

35/ See Views of the Commission at 6-10.
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indicators for the doﬁestic industry "either improved or remained{
relatively stable over the period of investigation".36/ Domestic
production of sewn cloth headwear has remained at roughly the
same levei, but the value of domestic shipments increased
steadily.37/ Operating income fell from $12.7 million in 1985 to
$8.8 million in 1986, but rebounded to $12.2 million in 1987, and
.imprerd again in interim 1988, when operating income was $8.9
million compared to $7.7 million during the same period in
1987.38/ Each of the key employment indicators -- the number of
production and related workers, hours worked, and hourly |
employment compensation —-- registered improvements over the
period covered by the Commission's investigatibn. In short, an
examination of the various investment and employment measures of
the domestic industry's performance reveals ﬁothing that of
itself would suggest a conclusion at odds with the inference
drawn from facts respecting LTFV imports’ effeéts;on domestic
prices and sales; that is, the financial and employment data
respecting the domestic induétry do not indicate any basis for

belief that dumping caused material injury to the domestic

indusfry.

36/ 1d.

37/ See Report at A-25, A-29-A-30.
38/ Id. at A-41-A-43.
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D. A lication of the CADIC M 1

In assessing the impact of the subject imports on the
domestic industry, in addition to the‘évidence previously
discussed, I considered information that was presented to us by
the parties and by Commission staff relating to the use of the
computable market-simulation "Comparative Analysis of the
Domestic Industry's Condition Lotus Template System"”, otherwise
known as‘tﬁe "CADIC model" .39/ The CADIC model is used to derive
estimates of changes in the prices and qﬁantities sold of a
domestic industrY's like product that occurred, given certain
specified data relatino to import volumes, dumping margins, and
the markets for the imports and fhe domestic like product. The
CADIC model has been fully described in publicly available
documenté,gg/ and copies of the computer program have been.
available for éome'time to iﬁtereéted‘members of the public,
1nclud1ng the partles to this investigation.

The CADIC model is not intended to and does not, obviate
the need for Commlss1oners to evaluate evidence respecting the

variety of factual issues relevant to our determination. Rather,

39/ The analytical framework underlying the  CADIC model is
explained in detail in R. Boltuck, Office of Economics, Assessing
the Effects on the Domestic Industry of Price Dumping, USITC
Memorandum EC-L-149 (May 1Q & 18, 1988). The results of the
Commission staff's use of the model in this case are set forth in
USITC. Memorandum EC-M-137 (April 21, 1989) from the Office of
Economics.

40/ See R. Boltuck Office of Economics, Assessing the Effects on
the Domestic Industry of Price Dumping, USITC Memorandum EC-L-149
(May 10 & 18, 1988).
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the CADIC model is designed to érovide information that can
assist the Commission in assessing the significance of different
judgments réspecting issues that critically affect our assessment
of injury causation under the criteria set forth in Title VII,
such as the substitutability of imported and domestic products
and consumers' reactions to changes in prices of the relevant
products. Needless to say, each commissioner must ultimately.
decide what factual inferences should be drawn from the record in
a given investigation respecting these and other relevant issues,
and each commissioner must also decide what weight to give to the
estimates generated through application of the model. When I do
not believe that the information generated by the'model is useful
-- that is, when I find that the assumptions upon which the model
is based are unrealistic in light of the other evidence of record
in a particular investigation or that the information necessary
to employ the model cannot be reliably inferred from the other
evidence of record ——- I do not give weight to the estimates that
the model produces.41/ |

In this case, I believe that the model yields useful
information when that information is carefully considered in
~-light of the factual context of this case. This case is unlike
most Title VII cases that come before us in that the country in

which the subject imports are produced has an economy that is, to

41/ See, e.dq., Certain Granite from Italy and Spain, USITC Pub.
2110, Inv. Nos. 701-TA-289 and 731-TA-381 and 382 (Final) (Aug.
1988) .
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.a significant extent, state—controlled.gz/ As both Petitioner
and Respondents recognized, this means that it is important to
carefully consider the manner in which the model is used to
derive estimates of the extent to which dumping affected the
volume and prices of the subject imports. In order to use the
CADIC model's "partial pass-through" estimates of these effects
-- that is, estimates that are premised on the notion that only a
portion of the dumping margin is "passed through" to domestic
consumers in the form of a decrease in the price ofAthe subject
imports -- the facts must be consistent with the assumption that
the foreign producer/exporter is a profit—paximizing entity.43/
Because the PRC economy is, to a large extent, state-controlled,
such an assumption would be at odds with the record before us.
Accordingly, it is neceésary to use a different mode of
analysis in assessing the effects that dumping had on the volume
and pridés of the subject imports. For the reasons previously
indicated, in this case I believe that it is appropriate to uée
‘thé full amount of the dumping margin as the rough measure of the
extent to which dumping affected prices (and therefore volumes)

of the subject imports.44/ The "full pass-through" estimates

42/ Commerce Determination, supra, 54 Fed. Reg. 11984-85.

43/ See R. Boltuck, Office of Economics, Assessing the Effects on
the Domestic Industry of Price Dumping, Part I, USITC Memorandum
EC-L-149 (May ‘10, 1988) at 5, n. 8, 14-17. :

44/ Even where our investigations relate to state-controlled
economies, some adjustment of this figure may be appropriate to
provide a more realistic estimate of actual price effects. 1In
this investigation, however, no evidentiary basis for such an
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derived from use of the CADIC model are quite relevant to such an
analysis. These estimates in no way require that the imports be
produced by profit-seeking firms nor dobthey depend on any other
assumption inconsistent with the facts of record in this
investigation. Both Petitioner and Respondents in this
investigation acknowledged that the model, if used in this
manner, can produce useful information.45/ The information
provided by use of the CADIC model under. various possible
inferences from the record here supportg other evidénce
suggesting that the effects of the subject imports on domestic
products' prices and sales were not significant and,
consequently, that the imports had no material effects on the
domestic industry.
NCLUSI

For all of the foregoihg reasons, I have concluded that the
domestic industry has not been materially injured by reason of
LTFV imports of sewn cloth headwear from the People's Republié of

China.

adjustment was provided.

45/ See Tr. 68-69, 138. Petitioner argued that the model suffers
from certain disabilities because it asks how much the domestic
industry would benefit from an antidumping duty, not how much the
industry was injured by dumping. See Petitioner's Prehearing
Brief at Appendix VI at 3. 1In reality, however, the model does
not concern itself in any way with the potential effects of an
antidumping order; its sole purpose is to assess the impact of
dumping on the domestic industry at the time that dumping
occurred. ) N



A-1

INFORMATION OBTAINED IN THE INVESTIGATION
Introductlon

Following a preliminary determination by the U.S. Department of Commerce
(Commerce) that imports of sewn cloth headwear 1/ from the People’s Republic
of China (China) are being, or are likely to be, sold in the United States at
less than fair value (LTFV), the U.S. International Trade Commission
(Commission), effective November 8, 1988, instituted investigation No.
731-TA-405 (Final) under section 735(b) of the Tariff Act of 1930
(19 U.S.C. § 1673d(b)) to determine whether an industry in the United States
is materially injured or threatened with material injury by reason of such-
imports. 2/ Notice of the institution of the Commission’s final investigation
and of the public hearing to be held in connection therewith was given by
posting copies of the notice in the Office of the Secretary, U.S.
International Trade Commission, Washington, DC, and by publishing the notice
in the Federal Register of December 6, 1988 (53 F.R. 49247). 3/ The public
hearing was held in Washington, DC, on March 29, 1989. 4/

In its final determination, 5/ published in the Federal Register on
March 23, 1989 (54 F.R. 11983), Commerce determined that imports of sewn cloth
headwear from China are being, or are likely to be, sold in the United States
at LTFV. The applicable statute directs that the Commission make its final
injury determination by May 1, 1989. The Commission voted on this
investigation on April 26, 1989.

Background

This investigation results from a petition filed on May 26, 1988, by
counsel on behalf of the Headwear Institute of America (”"the HIA”), alleging
that an industry in the United States is materially injured and threatened
with material injury by reason of LTFV imports of sewn cloth headwear from
China. 1In response to that petition, the Commission instituted investigation
No. 731-TA-405 (Preliminary) under section 733 of the Tariff Act of 1930

1/ The headwear subject to this investigation includes hats, caps, visors, and
other headwear, all the foregoing made from knitted or woven fabrics of
vegetable fibers (including cotton, flax, and ramie), or manmade fibers,
and/or of blends thereof and assembled from two or more cut pieces of fabric
and then sewn. The subject headwear was formerly provided for in items
702.0600, 702.0800, 702.1200, 702.1400, 702.2000, 702,3200, 703.0540,
703.0550, 703.0560, 703.1000, 703.1640, and 703.1650 and under various items
in part 6F of schedule 3 of the Tariff Schedules of the Upnited States
Annctated (TSUSA). Such headwear is now provided for in subheadings
6114.20.00, 6114.30.30, 6204.23.00, 6204.29.20, 6204.29.40, 6209.90. 30,
6209.90.40, 6211.32.00, 6211.33.00, 6211.42.00, 6211.43, and 6211.49.00;
6502.00.20-6502.00.90, inclusive; 650#.00.30—6504.00.90. inclusive; and
6505.90 (except 6505.90.30 and 6505.90.40) of the Harmonized Tariff Schedule
of the United States (USITC Publication 2030, as supplemented).

2/ Material retardation is not at issue in thlS investigation,

3/ A copy of the Commission’s notice of institution of the f1na1 antldumplng
investigation is presented in app. A.

4/ A list of the participants in the hearing is presented in app. B.

i/ A copy of Commerce’s notice is attached as app C :
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(19 U.S.C § 1673b(a)) and, on July 11, 1988, determined that there was a
reasonable indication of material injury by reason of such imports
(53 F.R. 27409).

Previous Investigations Concerning Sewn Cloth Headwear

On February 8, 1977, a petition for import relief, under section
201(a) (1) of the Trade Act of 1974, was filed with the Commission by the
Empire State Cloth Hat and Cap Manufacturers Association and the United
Hatters, Cap and Millinery Workers International Union. On February 18, 1977,
the Commission received an amendment to the petition and on February 22, 1977,
instituted an investigation to determine whether certain headwear was being
imported into the United States in such increased quantities as to be a
substantial cause of serious injury, or the threat thereof, to the domestic
industry producing an article like or directly competitive with the imported
article. In August 1977, the Commission determined that certain headwear was
not being imported into the United States in such increased quantities as to
be a substantial cause of serious injury, or threat thereof, to the domestic
industry producing articles like or directly competitive w1th the imported
articles. 1/

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

The Products

scription and uses

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

Sewn cloth headwear is designed primarily for men and boys, although many
styles are worn by either sex. It is worn as casual wear, for sports
activities, or for promotional and advertising purposes. A small portion of
the sewn cloth headwear imports consists of infants’ and children’s caps and
hats, made primarily of cotton and containing decorative features. 3/

1/ Certain Headwear, Report to the President on Investigation No, TA-201-23
Under Section 201 of the Trade Act of 1974, USITC Publication 829, August
1977.

2/

se jve i i 32-190

Act of 1930, USITC Publication 1697, May 1985.

3/ Respondents argued at the hearing and in their briefs that children’s sewn
cloth headwear is sufficiently different from adults’ sewn cloth headwear th
it should be considered as a separate like product. Respondents suggested
defining this product as headwear sized 6-7/8 inches in diameter and under,
based on informal surveys conducted by them indicating that less than one
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The majority of the sewn cloth headwear imported from Chlna consists of
baseball-type caps. These caps usually have a solid seamless cloth front
piece and nylon mesh sides and back but may be made entirely of solid cloth.
‘They come in a variety of colors and may be p1a1n or have designs or
promotional messages printed, embroidered, or otherwise affixed to the cap.
" The caps may or may not contain braid.

The imported articles are generally comparable in style to and

" substitutable for domestic articles., Both types are produced by similar
manufacturing processes, use similar fabrics, and compete in the same market. 1/
Excluded from the scope of this investigation are headwear of other textile
fibers, such as wool and silk; straw and other unspun fibrous vegetable
materials; fur; leather; horsehair; rubber or plastics; and felt. These
varieties are not substitutable for the subject articles in terms of price,
method of manufacture, and the markets served. 2/ The manufacture of caps and
hats of wool and silk, however, uses cutting and sewing processes similar to
those involved in the manufacture of sewn cloth headwear.

’ Based on responses to Commission questionnaires, caps account for the
‘majority of the imports under investigation. Caps differ from hats in that
they have no brims but do have peaks that project  from the front of the
articles. The majority of the imported caps are baseball-type caps made of
100-percent polyester or cotton/polyester blends. These baseball-type caps
contain a one-piece seamless front on which logos are printed, embroidered, or
otherwise affixed in the United States, and usually have a plastic snap .
adjustor at thé back to fit all sizes. These caps are generally sold to
premium and promotional markets in the United States. - Other types of caps
include painter, bicycle, golf, fishing, Ivy League/Gatsby, and camouflage
(hunting) caps, generally made of denim, corduroy, or twill. These caps are
comparable in style and other physical attributes to domestically produced
caps and are marketed through the same dlstrlbutlon channels.

Hats represent a relatively small portion of the imported headwear
covered by this investigation. Hats are made with a crown and brim. They are
sold in a variety of styles and colors in all price segments of the market. .

Visors are essentially unisex articles, except for certain colors and
designs. 3/ They generally have the shape of caps but are without a complete
crown. They have foam-padded cloth headbands measuring about 2 to 3 inches in
width and a peak and are secured to the head by elastic bands or adjustable

~straps. Visors are generally sold for use in spring and summer and are
typically worn in casual or sport activities. :

quarter of the adult population have head sizes less than 6-7/8 1nches, and
that smaller hats could not be marketed effectively as adults’ hats; this
suggestion was disputed by petitioner. Transcript, p. 97 to 98, 183;
respondent’s posthearing brief, Exhibits 3 and 6; letter from Ken Shwartz,
Universal Industries, to Kenneth R, Mason, Mar. 31, 1989.

1/ Transcript of the hearing in investigation No. 731-TA-405 (Final)
(Transcript), pp. 21 to 24.

2/ Transcript of the preliminary conference, pp. 61 to 62, 66 to 68, and 87;
‘petitioner’s postconference brief, pp. 17 to 20. 1In the final investigation,
respondent did not claim, as it had at the preliminary stage, that headwear
manufactured from these materials should be included within the 11ke product
definition.

3/ Transcript of the preliminary conference, pp. 154-155.
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The caps, hats, and visors covered by this investigation are imported in
different styles and colors and in fabrics ranging from those of 100-percent
polyester knit fabric to woven fabric such as cotton twill, corduroy, and
denim., All these products are said to be substitutable to a certain degree as
they all can be used to convey the same promotional message.

Manufacturing processes

The production of headwear is more labor intensive than that of most
other apparel products. Direct labor costs account for 50 percent of the
total value added by manufacture for headwear, compared with about 40 percent
for the apparel industry as a whole. Consequently, unit labor costs in the
.headwear industry are relatively high. In 1986, the direct labor costs
accounted for 26 percent of the total value of industry shipments, compared
with 20 percent for the overall apparel industry. 1/

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

Cut-and-sewn hat and visor production requires steps similar to cap
production and generally uses the same machinery and equipment. Only minor
adjustments are needed for producing special kinds of caps and hats, such as
Ivy League/Gatsby caps and hats and those made of wool. Shifting production
from one product to .another does not significantly affect overall
productivity.

Other headwear.--Headwear of straw, other unspun fibrous vegetable
materials, and felt is produced almost exclusively in different manufacturing
facilities using different machinery and equipment. Most felt headwear is
made of wool or fur. The manufacture of felt headwear begins with producing
hat bodies through the felting process. The finished hat bodies are then
blocked using steam-dies and are subsequently trimmed or otherwise finished.

Straw hat bodies used in producing straw hats, for the most part, are
imported, principally from China. The extremely low labor costs in China and
an abundant supply of straw provide the Chinese industry with significant
competitive advantages against other countries in this highly labor-intensive
product. The straw hat bodies are produced either by sewing straw braids on a
special sewing machine in a circular or spiral fashion beginning from the
crown or by weaving or plaiting by hand or by machine a set of fibers or
strips radiating from the center of the crown. The bodies are then blocked,
shaped, trimmed, and finished in much the same manner as the felt hats.

The level of technology in the headwear industry of the major Asia