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UNITED STATESINTERNATIONAL TRADE COMMISSION

Investigation Nos. 731-TA-1140-1142 (Preliminary)
UNCOVERED INNERSPRING UNITS FROM CHINA, SOUTH AFRICA, AND VIETNAM
DETERMINATIONS

On the basis of the record" developed in the subject investigations, the United States I nternational
Trade Commission (Commission) determines, pursuant to section 733(a) of the Tariff Act of 1930 (19
U.S.C. § 1673b(a)) (the Act), that there is a reasonable indication that an industry in the United Statesis
materially injured by reason of imports from China, South Africa, and Vietham of uncovered innerspring
units provided for in statistical reporting number 9404.29.9010 of the Harmonized Tariff Schedule of the
United States, that are alleged to be sold in the United States at less than fair value (LTFV).

COMMENCEMENT OF FINAL PHASE INVESTIGATIONS

Pursuant to section 207.18 of the Commission’s rules, the Commission a so gives notice of the
commencement of the final phase of itsinvestigations. The Commission will issue afinal phase notice of
scheduling, which will be published in the Federal Register as provided in section 207.21 of the
Commission’ s rules, upon notice from the Department of Commerce (Commerce) of affirmative
preliminary determinations in the investigations under section 733(b) of the Act, or, if the preliminary
determinations are negative, upon notice of affirmative final determinations in the investigations under
section 735(a) of the Act. Parties that filed entries of appearance in the preliminary phase of the
investigations need not enter a separate appearance for the final phase of the investigations. Industrial
users, and, if the merchandise under investigation is sold at the retail level, representative consumer
organizations have the right to appear as partiesin Commission antidumping and countervailing duty
investigations. The Secretary will prepare apublic service list containing the names and addresses of all
persons, or their representatives, who are parties to the investigations.

BACKGROUND

On December 31, 2007, a petition was filed with the Commission and Commerce by Leggett &
Platt Inc., Carthage, MO, alleging that an industry in the United States is materially injured and
threatened with further material injury by reason of LTFV imports of uncovered innerspring units from
China, South Africa, and Vietnam. Accordingly, effective December 31, 2007, the Commission instituted
antidumping duty investigation Nos. 731-TA-1140-1142 (Preliminary).

Notice of the institution of the Commission’ sinvestigations and of a public 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 7, 2008 (73 FR 1229). The conference was held in Washington, DC, on January 22, 2008, and
all persons who requested the opportunity were permitted to appear in person or by counsel.

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






VIEWSOF THE COMMISSION

Based on the record in the preliminary phase of these investigations, we find a reasonable
indication that an industry in the United States is materially injured by reason of imports of uncovered
innerspring units from the People’ s Republic of China (* China”’), the Republic of South Africa (“ South
Africa’), and the Socialist Republic of Vietnam (“Vietnam”) that are allegedly sold in the United States at
less than fair value.

I THE LEGAL STANDARD FOR PRELIMINARY DETERMINATIONS

The legal standard for preliminary antidumping and countervailing duty determinations requires
the Commission to determine, based upon the information available at the time of the preliminary
determination, whether there is a reasonable indication that a domestic industry is materially injured,
threatened with material injury, or whether the establishment of an industry is materially retarded, by
reason of the allegedly unfairly traded imports.* In applying this standard, the Commission weighs the
evidence before it and determines whether “ (1) the record as a whole contains clear and convincing
evidence that there is no material injury or threat of such injury; and (2) no likelihood exists that contrary
evidence will arisein afinal investigation.”?

M. BACKGROUND

Leggett and Platt, Incorporated (“Leggett”), the petitioner, filed an antidumping petition on
December 31, 2007, regarding allegedly unfairly traded imports of uncovered innerspring units from
China, South Africa, and Vietnam.® Leggett has innerspring production facilitiesin six U.S. locations’
and maintains a nationwide distribution system of 17 service branches.”> Representatives from Leggett
appeared at the staff conference accompanied by counsel, and Leggett filed a postconference brief.
Hickory Springs Manufacturing Company (“Hickory Springs’) isaU.S. producer of uncovered
innerspring units with production facilitiesin five U.S. locations.® Hickory Springs supports the petition,
appeared at the staff conference accompanied by counsel, and submitted a postconference brief.

Representatives and counsel for an ad hoc coalition of importers of the subject merchandise
produced in China and South Africa also appeared at the staff conference and submitted a post-conference
brief.” In addition, counsel for anumber of Chinese producers and exporters® of the subject merchandise

1 19 U.S.C. 88 1671b(a), 1673b(a); see, e.0., Co-Steel Raritan, Inc. v. United States, 357 F.3d 1294 (Fed. Cir.
2004); American Lamb Co. v. United States, 785 F.2d 994, 1001-04 (Fed. Cir. 1986); Aristech Chemical Corp. v.
United States, 20 CIT 353, 354 (1996). No party argued that the establishment of an industry is materially retarded
by reason of the allegedly unfairly traded imports.

2 American Lamb, 785 F.2d at 1001; see also Texas Crushed Stone Co. v. United States, 35 F.3d 1535, 1543
(Fed. Cir. 1994).

® Confidential Staff Report, Mem. INV-FF-011 (Feb. 7, 2008) at I-1 (“CR”); Public Staff Report (“PR”),
Uncovered Innerspring Units from China, South Africa, and Vietnam, Inv. Nos. 731-TA-1140-1142 (Preliminary).

4 CR/PR at TableIll-1. Carthage, MO; Ennis, TX; High Point, NC; Monroe, GA; Tupelo, MS; and Winchester
KY.

® Petition at 5.

® CR/PR at Tablell11-1 (Holland, IL; Verona, MS; Sheboygan, WI; and High Point and Micaville, NC).

" Ad Hoc Innersprings Importers’ Coalition (“Importers’ Coalition”) members Paramount Industrial Companies,
China Logistic Partner Network Co., Ltd., Pacific Spring Manufacturing, Lady Americana, and Texas Pocket
Springs Corporation (“ Texas Pocket Springs”) appeared at the staff conference, and they and other coalition
members (Omaha Bedding Company, American Bedding Company, Sound Sleep Products, Harvard Manufacturing
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appeared at the staff conference and submitted a postconference brief. No producer, exporter, or importer
of the subject merchandise from Vietnam appeared at the conference. The government of Vietnam,
however, submitted a postconference brief.°

1. DOMESTIC LIKE PRODUCT
A. In General

In determining whether there is a reasonable indication that an industry in the United Statesis
materially injured or threatened with material injury by reason of imports of the subject merchandise, the
Commission first defines the “domestic like product” and the “industry.”*® Section 771(4)(A) of the
Tariff Act of 1930, as amended (“the Act”), defines the relevant domestic industry as the “producers as a
{w} hole of adomestic like product, or those producers whose collective output of a domestic like product
constitutes a major proportion of the total domestic production of the product.”** In turn, the Act defines
“domestic like product” as “a product which islike, or in the absence of like, most similar in
characteristics and uses with, the article subject to an investigation.”*

The decision regarding the appropriate domestic like product(s) in an investigation is afactual
determination, and the Commission has applied the statutory standard of “like” or “most similar in
characteristics and uses’ on a case-by-case basis.** No single factor is dispositive, and the Commission
may consider other factorsit deems relevant based on the facts of a particular investigation.** The

Enterprises, Therapedic Sleep Products, Emerald Home Furnishings, White Dove Mattress Ltd., Diamond Mattress
Co. Inc., Englander/Medi-pedic, H& A Trading, Tower Grow Enterprises Inc., W.J. Trading, Pennsylvania Bedding,
Blue Bell Mattress Company, and Taylor Bedding) filed a postconference brief.

8 Baoding Y ong an Furniture Material Co., Ltd.; Nanjing Donghai Furniture Co., Ltd.; Xilinmen Group Co.,
Ltd.; Hotswell Development Co., Ltd.; Foshan Jingxin Steel Wire & Spring Co., Ltd.; Wuxi Xihuisheng Trading
Co., Ltd.; Nanjing Taihi Furniture Co., Ltd.; Nanjing Jinbang Qilin Mattress Co., Ltd.; Jiangsu Huihong Co., Ltd.;
High Hope International Group; Jiangsu Native Produce Import and Export Corporation, Ltd.; and the China
Chamber of Commerce for Import and Export of Light Industrial Products and Arts-Crafts (collectively “Chinese
Respondents”).

® The Commission received questionnaire responses with usable information from seven U.S. firms that
accounted for virtually all U.S. production of uncovered innerspring units during 2006. CR at 1-2, PR at I-2. The
Commission received foreign producer questionnaire responses with usable data from eight Chinese producers (plus
four owned by Leggett); two South African producers (***); and one Vietnamese producer. CR at VII-1, VII-4, and
V1I-6 respectively; PR at VII-1, VII-3, and V1I-3. Asashare of official statistics (HTS 9404.29.9110), questionnaire
responses were received from 18 importers of record that in 2006 accounted for (by quantity) more than 100 percent
of U.S. imports from China, nearly *** percent from South Africa, more than *** percent from Vietnam, and ***
percent from nonsubject sources. CR/PR at 1V-1.

19 U.S.C. 8 1677(4)(A).

1 19 U.S.C. § 1677(4)(A).

219 U.S.C. § 1677(10).

13 See, e.q., NEC Corp. v. Department of Commerce, 36 F. Supp. 2d 380, 383 (Ct. Int’| Trade 1998); Nippon

Steel Corp. v. United States, 19 CIT 450, 455 (1995); Torrington Co. v. United States, 747 F. Supp. 744, 749 n. 3
(Ct. Int’l Trade 1990), aff'd, 938 F.2d 1278 (Fed. Cir. 1991) (“every like product determination ‘must be made on
the particular record at issue’ and the ‘ unique facts of each case’”). The Commission generally considers a number
of factorsincluding: (1) physical characteristics and uses; (2) interchangeability; (3) channels of distribution;
(4) customer and producer perceptions of the products; (5) common manufacturing facilities, production processes,
and production employees; and, where appropriate, (6) price. See Nippon, 19 CIT at 455, n. 4; Timken Co. v.
United States, 913 F. Supp. 580, 584 (Ct. Int’| Trade 1996).

4 See, eq., S. Rep. No. 96-249 at 90-91 (1979).
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Commission looks for clear dividing lines among possible like products and disregards minor variations.™
Although the Commission must accept the determination of Commerce as to the scope of the allegedly
unfairly traded imported merchandise,'® the Commission determines what domestic product is like the
imported articles Commerce has identified.”” The Commission must base its domestic like product
determination on the record in these investigations. The Commission is not bound by prior
determinations, even those pertaining to the same imported products, but may draw upon previous
determinations in addressing pertinent like product issues.’®

B. Product Description

In its notices of initiation, Commerce defined the imported merchandise within the scope of these
investigations as:

uncovered innerspring units composed of a series of individual metal springs joined
together in sizes corresponding to the sizes of adult mattresses (e.g., twin long, full, full
long, queen Californiaking, and king) and units used in smaller constructions, such as
crib and youth mattresses. All uncovered innerspring units are included in this scope
regardless of width and length. Included within this definition are innersprings typically
ranging from 30.5 inches to 76 inches in width and 68 inches to 84 inches in length.
Innersprings for crib mattresses typically range from 25 inches to 27 inches in width and
50 inchesto 52 inchesin length.

Uncovered innerspring units are suitable for use as the innerspring component in
the manufacture of innerspring mattresses, including mattresses that incorporate afoam
encasement around the innerspring.

Pocketed and non-pocketed innerspring units are included in this definition.
Non-pocketed innersprings are typically joined together with helical wire and border
rods. Non-pocketed innersprings are included in this definition regardless of whether
they have border rods attached to the perimeter of the innerspring. Pocketed innersprings
areindividual coils covered by a*“pocket” or “sock” of a nonwoven synthetic material or
woven material and then glued together in alinear fashion.

5 Nippon, 19 CIT at 455; Torrington, 747 F. Supp. at 748-49; see also S. Rep. No. 96-249 at 90-91 (1979)
(Congress has indicated that the like product standard should not be interpreted in “ such a narrow fashion as to
permit minor differencesin physical characteristics or usesto lead to the conclusion that the product and article are
not ‘like’ each other, nor should the definition of ‘like product’ be interpreted in such afashion asto prevent
consideration of an industry adversely affected by the imports under consideration.”).

6 See, e.9., USEC, Inc. v. United States, Slip Op. 01-1421at 9 (Fed. Cir. April 25, 2002) (“The ITC may not
modify the class or kind of imported merchandise examined by Commerce.”); Algoma Steel Corp. v. United States,
688 F. Supp. 639, 644 (Ct. Int’| Trade 1988), aff’d, 865 F.3d 240 (Fed. Cir.), cert. denied, 492 U.S. 919 (1989).

7 Hosiden Corp. v. Advanced Display Mfrs., 85 F.3d 1561, 1568 (Fed. Cir. 1996) (Commission may find a
single like product corresponding to several different classes or kinds defined by Commerce); Torrington, 747 F.
Supp. at 748-52 (affirming Commission determination of six like products in investigations where Commerce found
five classes or kinds).

18 Acciai Specidi Terni S.p.A. v. United States, 118 F. Supp. 2d 1298, 1304-05 (Ct. Int’| Trade 2000); Nippon,
19 CIT at 455; Asociacion Colombiana de Exportadores de Flores v. United States, 693 F. Supp. 1165, 1169 n. 5
(Ct. Int’l Trade 1988) (particularly addressing like product determination); Citrosuco Paulista, S.A. v. United States,
704 F. Supp. 1075, 1087-88 (Ct. Int'| Trade 1988).
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Uncovered innersprings are imported under statistical reporting number
9404.29.9010 and have aso been imported under statistical reporting numbers
9404.10.0000, 7326.20.00.70, 7320.20.5010, or 7320.90.5010 of the Harmonized Tariff
Schedule of the United States (HTSUS)."

C. Analysisand Conclusion

Petitioner Leggett requests that the Commission define a single domestic like product consisting
of all uncovered innerspring units, whether produced from pocketed or non-pocketed coils.® Hickory
Springs agrees with Leggett’ s definition of the domestic like product.?* No respondent party in these
investigations has raised objections to Leggett’s definition of the domestic like product. Having
considered the record evidence with respect to this issue, we define the domestic like product, for the
purposes of the preliminary phase of these investigations, as uncovered innerspring units, whether
pocketed or non-pocketed, coextensive with the scope of these investigations.

Physical Characteristics and Uses. All uncovered innerspring units are manufactured from
individual coilsthat are joined together into predetermined standard sizes that correspond to the size of
the finished innerspring mattress.?? There are avariety of types of innerspring coils— non-pocketed coils
such as Bonnell, offset, LFK, and continuous, as well as the pocketed coils.?* Bonnells are the most
commonly used type and are generally the lowest-priced innerspring units.®* Innerspring units
manufactured from non-pocketed coils are “individual coils of steel wire that are held together in rows by
lacing a specific number of coilstogether.” Innerspring units manufactured from pocketed coils are
individual coils of steel wire that are covered by non-woven synthetic material and then held together by
gluing together a specific number of coils.* Pocketed coils areindividual coilsthat generally have a
cylindrical shape and are knotted and inserted into afabric “ pocket.”?” All innerspring units (both
pocketed and non-pocketed) have the same use — as the main component in the manufacture of
innerspring mattresses.?®

Interchangeability. Innerspring units manufactured from pocketed coils are interchangeable with
innerspring units manufactured from non-pocketed coils. Mattress manufacturers can use either type of
innerspring unit to produce an innerspring mattress.® In addition, mattress manufacturers readily
interchange pocketed and non-pocketed innerspring units.*

9 73 Fed. Reg. 4817, 4817-18 (Jan. 28, 2008) (initiation of antidumping investigations).

2 Petition at 10; Leggett postconference brief at 7; Conference Tr. at 10 (Baisburd). In 2004, the Commission
conducted a safeguards investigation of uncovered innerspring units from China, pursuant to section 421 of the
Trade Act of 1974 (19 U.S.C. § 2451). Uncovered Innerspring Units from China, Inv. No. TA-421-5, USITC Pub.
3676 (March 2004) (“Inv. No. TA-421-5"). In that investigation, the Commission did not address whether pocketed
innerspring units were part of the same domestic like product as non-pocketed innerspring units because pocketed
innerspring units were excluded from the investigation. See Inv. No. TA-421-5 at 7-9.

21 Hickory Springs postconference brief at 3-6.

Z CRatl-5t01-9, PRat I-3to I-8; Petition at 10-11; Leggett postconference brief at 3-9.

Z CRat 1-6, PR at 1-5; Leggett postconference brief, Exhibit 1 at 4.

2 CRat 1-6, PR at 1-5; Conference Tr. at 80 (Davis); Conference Tr. at 61 (Bush); and L eggett postconference
brief, Exhibit 1 at 6.

® CRatl-5 PRatl-3.

% CRat1-8, PR at I-7; Petition at 11.

2 CRat 1-9, PR at |-7; Leggett postconference brief, Exhibit 1 at 4.

Z CRat1-5, PR at 1-3; Petition at 10-11; Leggett postconference brief at 3.

»® CRat1-12, PR at 1-10; Petition at 11; Leggett postconference brief at 3.

% Conference Tr. at 40 (Bush).

-6-



Channels of distribution. Most uncovered innerspring units, whether pocketed or non-pocketed,
are sold directly to end users.®

Common Manufacturing Facilities, Production Processes, and Production Employees.
Innerspring units manufactured from pocketed and non-pocketed coils can be and are produced at the
same facility using similar production processes.® Although different equipment is used to produce
pocketed and non-pocketed innerspring units, the production process is essentially the same.® First, wire
isformed into individual coilsusing a*“coiler.” The wireis sometimes purchased from suppliers and
sometimes produced by the innerspring manufacturers themselves.* For pocketed coils, the individual
coils are inserted into non-woven fabric “pockets.” Theindividua coils (whether pocketed or non-
pocketed) then are assembled into the size that corresponds to the final mattresses. After assembly, non-
pocketed coils are laced together using helical wires, while the pocketed coils are glued together.® The
same employees can and do produce pocketed and non-pocketed innerspring units.*® Simmons Bedding
Company (“Simmons’) and Texas Pocket Springs are the only U.S. innerspring manufacturers that
produce pocketed innerspring units.

Producer/Customer Perceptions. Customers and producers generally consider al innerspring
units to be like productsin that either type of innerspring unit (pocketed or non-pocketed) can be used to
produce the final product — an innerspring mattress.® The choice between pocketed and non-pocketed
coilsis based on customer preferences.® Some customers prefer either pocketed or non-pocketed coils,
and some do not distinguish between the two types of innerspring coils.”

Price. Innerspring units sell for awide range of prices with units manufactured from pocketed
coils generally selling at higher prices than units produced from non-pocketed coils.*

In our view, the evidence indicates that there is no clear dividing line between innerspring units
based on the use of pocketed or non-pocketed coils.* Uncovered innerspring units are manufactured
from individual stedl coilsthat are joined into predetermined dimensions using the same or similar
production equipment and personnel. Customers view the pocketed and non-pocketed innerspring units
as interchangeable, and mattress manufacturers may use either type of innerspring unit to produce an
innerspring mattress. Most uncovered innerspring units are sold directly to end users. Finaly,
innerspring units sell for awide range of prices.®

% CRatll-2,PRat II-1.

%2 CRat I-9, PR at I-8; Leggett postconference brief at 4; Conference Tr. at 11 (Bush).

¥ CRat I-11, PR at 1-9; Petition at 12; L eggett postconference brief at 5.

% CRatl-9, PRatI-8; Inv. No. TA-421-5 at I-5 and |-6.

® CRat1-9to1-12, PR at -8 to I-10; Petition at 12; L eggett postconference brief at 5.

% Conference Tr. at 40 (Bush) and 62-63 (Davis).

% Petition at 12; Conference Tr. at 121-122 (Wolfson).

¥ CRat1-12, PR at I-10; Petition at 11-12.

¥ CRat1-12, PR at 1-10; Petition at 12; Leggett postconference brief at 4.

% CRat V-6, PR at V-6; Petition at 12.

4 CRat1-12, PR at I-10; Petition at 12.

42 See, e.q., Softwood L umber from Canada, Invs. Nos. 701-TA-404 and 731-TA-928 (Final), USITC Pub. 3509
at 6-15 (May 2002); Professional Electric Cutting and Sanding/Grinding Tools from Japan, Inv. No. 731-TA- 571
(Final), USITC Pub. 2658 at 8-10, 49-51 (Jul. 1993) (Commission found two like products based on operating
element (cutting tool and sanding/grinding tool), but refused to further subdivide the products into 28 families of
tools); Polyethylene Terephthalate Film, Sheet, and Strip from Japan and the Republic of Korea (“PET Film”),
USITC Pub. 2383 at 8, 10 (May 1991) (Commission found “a continuum product without clear dividing lines
between the multiple like products . . . although there are many distinct end uses for different types of PET film. . .
essential characteristics are common to al PET FIm”).

% CRat V-6, PR at V-6; Petition at 12.




In light of these facts and in the absence of any contrary arguments, we define one domestic like
product coextensive with the scope and consisting of all uncovered innerspring units, whether
manufactured using pocketed or non-pocketed coils.

V. DOMESTIC INDUSTRY
A. In General

The domestic industry is defined as the “producers as a{w} hole of a domestic like product, or
those producers whose collective output of a domestic like product constitutes a major proportion of the
total domestic production of the product.”* In defining the domestic industry, the Commission’ s general
practice has been to include in the industry all domestic production of the domestic like product, whether
toll-produced, captively consumed, or sold in the domestic merchant market.*

Leggett requested that the Commission define the domestic industry as all U.S. producers of
innerspring units: Leggett, Hickory Springs, Sealy, Inc. (“Sealy”), Simmons, Spring Company, Inc.
(“SpringCo”), and Symbol Mattress, Inc. (“ Symbol”).* The respondents have not made any arguments
concerning the definition of the domestic industry.

The Commission sent questionnaires to the six firms cited in the petition, three additional firms
that provided producer data during the safeguards investigation, and one firm, *** of which the
Commission was made aware subsequent to the initiation of these investigations.*” Responses were
received from eight firms,*® seven of whom provided usable trade data on their production of uncovered
innerspring units.*

Based on our finding of asingle domestic like product coextensive with the scope of these
investigations, we find that the domestic industry includes all domestic producers of innerspring units.®

B. Related Parties

We must determine whether any producer of the domestic like product should be excluded from
the domestic industry pursuant to 19 U.S.C. 8 1677(4)(B), which allows the Commission, if appropriate
circumstances exist, to exclude from the domestic industry producers that are related to an exporter or
importer of subject merchandise or which are themselvesimporters. Exclusion of such a producer is
within the Commission’s discretion based upon the facts presented in each investigation. As discussed
below, one domestic producer was affiliated with foreign producers of the subject merchandise, and three
domestic producers imported subject merchandise during the period of investigation.

L eggett owns innerspring production facilities in China and South Africa, but *** > Thus,
Leggett isnot a“related party” becausethe***. Thus, ***, as specified in the statute. Three other U.S.

“ 19U.S.C. §1677(4)(A).

4 United States Steel Group v. United States, 873 F. Supp. 673, 681-84 (Ct. Int’'| Trade 1994), aff’d, 96 F.3d
1352 (Fed. Cir. 1996).

“ Petition at 5-6, 12-13.

47 Conference Tr. at 163 (Wolfson).

48 Questionnaire responses also were sent to ***, CRat Ill-1andn. 1, PR at I11-1 and n. 1.

49 Of the eight responding U.S. producers, four U.S. producers, (***) internally consumed all, or almost all, of
their production of uncovered innerspring unitsin the production of innerspring mattresses. In 2006, ***. CR at I11-
1,n4,PRatlll-1,n. 4.

% eggett, Dixie, Hickory Springs, SpringCo, ***.

51 | eggett & Platt has foreign production operationsin***, CRat I11-1,n. 2, PR at I11-1, n. 2.
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producers (***), however, are related parties because they imported subject merchandise during the
investigation.®

*%% S3%%% J.S, production in 2006 represented a*** percent share of the overall domestic
production of the like product.> *** 5 |t *** % Therefore, we find that *** should not be excluded from
the domestic industry as arelated party.

*x ok STk ok k SBx kxS0 x x 60k x % Therefore, we find that *** should not be excluded from the domestic
industry as arelated party.

* k% Bli k624 % %63k % x 64 Therefore we find that *** should not be excluded from the domestic
industry as arelated party.

Notably, no party argued for the exclusion from the domestic industry of any related party.
Based on the information discussed above, we do not find that appropriate circumstances exist to exclude
any member of the domestic industry in the preliminary phase of these investigations.

2 See CR/PR at Table I11-3.

 CR/PR at TableI11-3. ***

* CR/PR at TableIl1-1.

* CR/PR at TablellI-1.

% CR/PR at Tablel11-3 (the ratio to of importsto *** production was*** percent in interim 2007).
5 CR/PR at Table I11-1.

% CR/PR at Table I11-1 (*** accounted for *** percent of U.S. production in 2006).

% CR/PR at Table 111-3 (the ratio of subject importsto *** production was *** percent in 2006).

® CR/PR at Tablell1-1.

. CR/PR at Tablel11-1 (*** accounted for *** percent of U.S. production in 2006).

2 CR/PR at Table I11-3 (the ratio of subject importsto *** production was*** percent in interim 2007).
& Conference Tr. at 123-124 (Wolfson).

® CR/PR at TableI11-1.



V. CUMULATION®
A. In General

For purposes of evaluating the volume and price effects for a determination of material injury by
reason of the subject imports, section 771(7)(G)(i) of the Act requires the Commission to cumulate
subject imports from all countries as to which petitions were filed and/or investigations self-initiated by
Commerce on the same day, if such imports compete with each other and the domestic like product in the
U.S. market.®® In assessing whether subject imports compete with each other and with the domestic like
product, the Commission has generally considered four factors:

Q) the degree of fungibility between the subject imports from different countries and
between imports and the domestic like product, including by reference to specific
customer requirements and other quality-related questions;

2 the presence of sales or offersto sell subject imports from different countries and
the domestic like product in the same geographic markets;

(©)] the existence of common or similar channels of distribution for subject imports
from different countries and the domestic like product; and

(@] whether the subject imports and domestic like product are simultaneously present
in the market.®’

While no single factor is necessarily determinative, and the list of factorsis not exclusive, these
factors are intended to provide the Commission with aframework for determining whether the subject

® Pursuant to Section 771(24) of the Act, imports from a subject country of merchandise corresponding to a
domestic like product that account for less than 3 percent of al such merchandise imported into the United States
during the most recent 12 months for which data are available preceding the filing of the petition shall be deemed
negligible. 19 U.S.C. 88 1671b(a), 1673b(a), 1677(24)(A)(i)(1). Before reaching the issue of whether subject
imports from China, South Africa, and Vietham are negligible, we must first decide which data to use to measure
subject and nonsubject imports into the U.S. market. For purposes of deciding negligibility, the Commissionis
authorized to make “reasonabl e estimates on the basis of available statistics’ of pertinent import levels. 19 U.S.C. §
1677(24)(c); see also Uruguay Round Agreements Act, Statement of Administrative Action, H.R. Doc. No. 103-316,
Vol. 1at 186 (1994) (“SAA™).

To quantify the volume of imports from each subject and nonsubject country for the purposes of our
negligibility determination and to measure apparent U.S. consumption, we relied upon official Commerce statistics
(HTS 9404.29.9010) on imports for consumption. See CR/PR at Table IV-3. Based on this data, subject imports
from China, South Africa, and Vietnam were well above 3 percent of total imports for the most recent 12-month
period preceding the filing of the petition (December 2006 to November 2007). Subject imports from China
accounted for 73.1 percent, subject imports from South Africa accounted for 17.2 percent, and subject imports from
Vietnam accounted for 8.8 percent of total imports of the subject merchandise in that period. CR/PR at Table IV-3.
Consequently, we find that subject imports from China South Africa, and Vietnam are not negligible.

% 19 U.S.C. § 1677(7)(G)(i).

67 See Certain Cast-Iron Pipe Fittings from Brazil, the Republic of Korea, and Taiwan, Invs. Nos. 731-TA-278-
280 (Final), USITC Pub. 1845 (May 1986), aff’d, Fundicao Tupy, S.AA. v. United States, 678 F. Supp. 898 (Ct. Int’l
Trade), aff’'d, 859 F.2d 915 (Fed. Cir. 1988).
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imports compete with each other and with the domestic like product.® Only a“reasonable overlap” of
competition is required.®

B. Parties Arguments™

Petitioner. Leggett requests that the Commission cumulate subject imports from China, South
Africa, and Vietnam. Leggett states that innerspring units are largely a commodity product and are
interchangeable whether the units are made in the subject countries or the United States.” Leggett claims
that the subject imports are sold in the same geographic markets as each other and the domestic like
product as demonstrated by official import statistics by port of entry.” Although imports from South
Africaand Vietnam generally do not enter into ports in the same regions, L eggett asserts that imports
from both countries are offered for sale nationwide.” Leggett states that domestic innerspring units and
subject imports are sold to mattress manufacturers, either directly or through distributors.” Finally,
Leggett claims that Chinese and domestically produced innerspring units have been present in the market
since the beginning of the period examined and that, although South African and Vietnamese subject
imports did not appear until after 2004, they are a growing presence in the U.S. market.”

Vietnamese government. The government of Vietnam requests that the Commission not cumulate
imports of uncovered innerspring units from Vietnam with imports of the subject merchandise from China
and South Africa. The government states that imports of Vietnamese-produced innerspring units do not
compete with innerspring units produced in the United States, China, or South Africa because the imports
of Vietnamese subject merchandise are of lower quality than innerspring units produced in those
countries. The government also argues that the lower quality of the Vietnamese subject merchandise is
reflected in the significantly lower prices commanded by the imports and the decline in import volumes of
Vietnamese subject merchandise over the period examined.”

C. Analysis

In these investigations, the threshold criterion for cumulation is satisfied because the antidumping
duty petition with respect to all three subject countries was filed on the same day, December 31, 2007.
None of the cumulation exceptions apply.” Thus, subject imports from China, South Africa, and

% See, e.q., Wieland Werke, AG v. United States, 718 F. Supp. 50 (Ct. Int’| Trade 1989).

® The SAA gtates that “the new section will not affect current Commission practice under which the statutory
requirement is satisfied if there is a reasonable overlap of competition.” SAA at 848 (citing Fundicao Tupy, SA. v.
United States, 678 F. Supp. 898, 902 (Ct. Int’| Trade 1988)), aff’d 859 F.2d 915 (Fed. Cir. 1988); Goss Graphic
Systems, Inc. v. United States, 33 F. Supp. 2d 1082,1087 (Ct. Int'l Trade 1998) (“cumulation does not require two
products to be highly fungible”); Wieland, 718 F. Supp. at 52 (“ Completely overlapping markets are not required.”).

™ Hickory Springs, the Importers’ Coalition, and the Chinese Respondents did not make any arguments
concerning cumulation.

™ Petition at 15; Leggett postconference brief at 6 n. 18.

2 petition at 15 and Exhibit 1-12; Leggett postconference brief at 7. Chinese imports enter through portsin all
regions of the United States and are sold or offered for sde nationwide. Imports from South Africa enter primarily at
East Coast and Gulf Coast ports, and imports from Vietnam enter primarily through West Coast ports. CR/PR at
Table1V-8.

™ Petition at 16; Leggett postconference brief at 7 n. 22.

™ | eggett postconference brief at 8.
® Petition at 16; Leggett postconference brief at 8.

6 Government of Vietnam postconference brief at 2-3.
" See 19 U.S.C. § 1677(7)(G)(ii).

~
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Vietnam are eligible for cumulation. We consequently examine whether there is a reasonable overlap of
competition among subject imports from China, South Africa, and Vietham, as well as between subject
imports and the domestic like product, with regard to the four factors customarily considered.

1 Fungibility

The record indicates that all innerspring units are generally interchangeable regardless of source.
Thus, U.S. producer and importer questionnaire responses indicate that there was general
interchangeability between and among U.S.-produced innerspring units and the subject imports, including
those from Vietnam, and that customers consider innerspring units to be fungible products.” We find that
the record in the preliminary phase of these investigations indicates sufficient fungibility to cumulate the
subject imports from China, South Africa, and Vietnam, although we intend to examine the issue of
fungibility, as necessary, in any final phase investigations.

2. Geographic Overlap

Generally, importers of the subject merchandise reported serving the Southeast, Southwest and
the West Coast, with five importers stating that they serve the national market.” Thus, we find that
subject imports from China, South Africa, and Vietnam and the domestic like product are sold in the same
geographic markets.

3. Channels of Distribution

The innerspring industry in the United Statesis comprised of (1) bedding suppliers that produce
innerspring units to supply mattress manufacturers and (2) mattress manufacturers that produce
innerspring units for internal consumption in the production of finished mattresses. During the period
examined, virtually all shipments of uncovered innerspring units by U.S. producers and importers went to
end users for the production of mattresses, with only alimited quantity sold to distributors.® Thus, we
find that there is an overlap in the channels of distribution for subject imports from China, South Africa,
and Vietnam and the domestic like product.

4, Simultaneous Presence

Like domestic shipments of uncovered innerspring units, uncovered innerspring units produced in
the subject countries were present in the U.S. market for nearly the entire period examined. Uncovered
innerspring units produced in the United States were present in the market throughout the period for
which datawere collected. Based on official U.S. import statistics (HTS 9404.90.2010), there were U.S.
imports of uncovered innerspring units from Chinain each month during January 2005-September 2007;
from South Africain each month during August 2005-September 2007; and from Vietnam in each month
during October 2005-September 2007.8

® CRatll-14to11-15, PR at 11-9to 11-10; and Table 11-2. See also, Leggett postconference brief at 4.

® CRatll-2,PRat I1-1; and CR/PR at Table I1-1.

8 CRatl-12and at 11-2, PR at I1-10 and at 11-1. Over 96 percent of all shipments of both U.S.-produced
innerspring units and innerspring units imported from China, South Africa, and Vietnam were shipped to end users
in each year during the period examined. CR at 11-2,n. 7, PRat I1-1, n. 7.

8 CR/PR at Tables V-8 (Customs districts) and 1V-9 (monthly U.S. imports of uncovered innerspring units
during January 2005-September 2007).
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5. Conclusion

For al of these reasons, we conclude that there is a reasonable overlap of competition among
subject imports from China, South Africa, and Vietham, and between subject imports and the domestic
like product. We therefore cumulatively assess the volume and effects of subject imports for purposes of
determining whether there is a reasonable indication of material injury to the domestic industry by reason
of subject imports.

VI. REASONABLE INDICATION OF MATERIAL INJURY BY REASON OF
SUBJECT IMPORTS OF UNCOVERED INNERSPRING UNITS FROM
CHINA , SOUTH AFRICA, AND VIETNAM

In the preliminary phase of antidumping duty investigations, the Commission determines whether
there is areasonable indication that an industry in the United States is materially injured by reason of the
imports under investigation.®? In making this determination, the Commission must consider the volume
of subject imports, their effect on prices for the domestic like product, and their impact on domestic
producers of the domestic like product, but only in the context of U.S. production operations.®?® The
statute defines “material injury” as “harm which is not inconsequential, immaterial, or unimportant.”® In
assessing whether there is areasonabl e indication that the domestic industry is materially injured by
reason of subject imports, we consider all relevant economic factors that bear on the state of the industry
in the United States.®® No single factor is dispositive, and all relevant factors are considered “within the
context of the business cycle and conditions of competition that are distinctive to the affected industry.” 2

For the reasons stated below, we determine that there is areasonable indication that the domestic
industry producing uncovered innerspring units is materially injured by reason of subject imports from
China, South Africa, and Vietnam.

A. Captive Production

The domestic industry captively consumes part of its production of the domestic like product in
the manufacture of the downstream article.®” Accordingly, we have considered whether the statutory
captive production provision requires us to focus our analysis primarily on the merchant market when
assessing market share and the factors affecting the financial performance of the domestic industry.®

% 19 U.S.C. 88 1671b(a), 1673b(a).

8 19 U.S.C. 8§ 1677(7)(B)(i). The Commission “may consider such other economic factors as are relevant to the
determination” but shall “identify each { such} factor ... {and} explainin full its relevance to the determination.”
19 U.S.C. § 1677(7)(B); see dso, e.q., Angus Chem. Co. v. United States, 140 F.3d 1478 (Fed. Cir. 1998).

¥ 19 U.S.C. 8 1677(7)(A).

% 19 U.S.C. § 1677(7)(C)(iii).

8 19 U.S.C. 8 1677(7)(C)(iii).

8 CR/PR at Tablelll-2.

8 Asamended by the Uruguay Round Agreements Act, the statute contains a provision on captive production at
section 19 U.S.C. § 1677(7)(C)(iv), which provides:

(iv) CAPTIVE PRODUCTION -- If domestic producersinternaly transfer significant production
of the domestic like product for the production of a downstream article and sell significant
production of the domestic like product in the merchant market, and the Commission finds that —

(1) the domestic like product produced that isinternally transferred for processing into

-13-



The Importers Coalition argues that the captive production provision is not applicable in this
case. It arguesthat, even assuming that innerspring units could be said to constitute the “ predominant
material input in the production of the downstream article” (i.e., innerspring mattresses), there isno
dispute that the innerspring units sold by the domestic industry into the merchant market are used for the
identical downstream product as the innerspring units produced for captive production — innerspring
mattresses.®® Leggett has not argued that the captive production provision applies here, but has stated that
the significant amount of captive production is a relevant condition of competition. The Importers
Coalition agrees with Leggett that the significant amount of captive production is a condition of
competition in this case.® No other party has presented arguments as to whether the Commission should
apply the captive production provision.

The Commission received usable producer questionnaires from seven U.S. producers. Four U.S.
producersinternally consumed all, or amost al, of their production of uncovered innerspring unitsin the
production of innerspring mattresses.™* In 2004, internal consumption accounted for *** percent of the
domestic industry’ s total shipments, and the merchant market accounted for *** percent. In 2005,
internal consumption accounted for *** percent of total shipments, and shipments to the merchant market
accounted for *** percent. In 2006, internal consumption accounted for *** percent of total shipments,
and shipments to the merchant market accounted for *** percent.? Thus, the threshold requirement has
been met in that significant production of the domestic like product is internally transferred to produce a
downstream product, and significant production is sold in the merchant market.

The record in these preliminary phase investigations, however, does not contain enough
information to ascertain whether the second criterion has been met, i.e., whether the domestic like product
is the predominant material input in the production of the downstream article. Interms of cogt, it is not
clear whether the innerspring unit is the predominant material input in the downstream product, the
mattress.93 * %% .94 * kK '95

that downstream article does not enter the merchant market for the domestic like product,

(11 the domestic like product is the predominant material input in the production of that
downstream article, and

(111) the production of the domestic like product sold in the merchant market is not
generally used in the production of that downstream article,

then the Commission, in determining market share and the factors affecting financial performance
set forth in clause (iii), shall focus primarily on the merchant market for the domestic like product.

The SAA states that “[i]f the captive production provision applies, the Commission will focus primarily on the
merchant market in analyzing the market share and financial performance of the domestic industry . . . [but that the]
provision does not require the Commission to focus exclusively on the merchant market in its analysis of market
share and financial performance.” The Commission has frequently considered significant captive production to be a
relevant condition of competition even when one or more of the criteria of the statutory captive production provision
have not been satisfied.

8 |mporters Coalition postconference brief at 19-20.

% |mporters’ Coalition postconference brief at 20.

8 1n 2006, ***. CRat IlI-1,n. 4, PRat I11-1, n. 4.

%2 CR/PR at Tablelll-2.

% Neither the statute nor the legislative history specifies whether the second criterion should be analyzed in terms
of the relative cost, weight or volume of the material inputs used in producing the downstream products. The
Commission, however, has traditionally conducted the analysisin terms of costs. See, e.q., Pure Magnesium from
China, Israel and Russia, Inv. Nos. 701-TA-403 and 731-TA-895-897 (Final), USITC Pub. 3467 (Nov. 2001), at 16;
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What is clear, however, is that the third criterion — that the domestic like product that issold in
the merchant market is not used in the production of the downstream article — has not been met because
the uncovered innerspring units sold in the merchant market and consumed internally are used only for
the production of the same product — innerspring mattresses. In light of thisfact, and absent any
arguments that the captive production provision applies, we find that the statutory captive production
provision is not applicable in these investigations. We consider the fact that a significant portion of
domestic production is captively consumed, however, to be arelevant condition of competition to be
considered in reaching our determination.

B. Conditions of Competition and the Business Cycle

The following conditions of competition inform our analysis of whether there is areasonable
indication of material injury by reason of the subject imports.

1. Product Consider ations

Innerspring units are composed of a series of individual metal springs wired together and fitted to
an outer wire frame, suitable for use as the core component in the manufacture of mattresses. These
innerspring units correspond to the sizes of adult mattresses (twin, full, queen, king, etc.) and those used
in smaller constructions, such as crib and youth mattresses. The vast majority of mattresses produced and
consumed in the United States are innerspring mattresses.*

Innerspring units can be pocketed, having individual coils covered by a non-woven synthetic
material and glued together, or non-pocketed, having individual coils laced together without a covering.”’
In addition, there are a variety of proprietary innerspring designs that allow finished mattress
manufacturers to differentiate their products in terms of quality and price.® Leggett reported that mattress
makers can and do switch from generic Bonnell innerspring units to proprietary innerspring units and
from pocketed to non-pocketed innerspring units depending on consumer preferences and cost
considerations.*”

The innerspring industry in the United States is comprised of two groups of manufacturers:
bedding suppliers that produce innerspring units to supply mattress manufacturers and maker/users that
produce innerspring units for internal consumption in the production of finished mattresses.'®

Beryllium Metal and High-Beryllium Alloys from Kazakstan, Inv. No. 731-TA-476 (Final), USITC Pub. 3019 (Feb.
1997), at 8-9.

94 * %%

95 * k%

% See CP/PRa Il-1, n. 1.

% Leggett reported that both types of innerspring units have the same end use and are interchangeable as the
main component in the manufacture of innerspring mattresses. Petition at 10-11. Leggett also reported that
pocketed innerspring units represent approximately 10-12 percent of the total innerspring market in the United
States. Conference Tr. at 64 (Salyer).

% Conference Tr. at 68-69 and 75 (Davis). The generic, lowest priced Bonnell coils, however, are still the
predominant innerspring in the United States, generally accounting for 75 percent of innerspring units in the market.
Conference Tr. at 80 (Davis). Sales of non-proprietary innerspring units increased from *** percent of Leggett's
innerspring units salesin 2004 to *** percent in 2007. Leggett postconference brief at 11 and Exhibit 11.

% | eggett postconference brief at 15.

100 | eggett reported that, of the 21-million-unit U.S. innerspring market, approximately one-third is covered by
the maker/users. Conference Tr. at 22 (Salyer).
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Maker/users buy innerspring units from U.S. producers at certain times to supplement their own
production.™

The magjority of innerspring units sold in the United States, whether domestically produced or
imported from subject countries, are sold to end users (mattress manufacturers), with only alimited
quantity sold to distributors.'%

2. Demand Consider ations

Demand for innerspring units reportedly istied to the housing market’® and the general state of
the economy.’®* There appears to be adirect correlation between the sales of innerspring mattresses and
demand for the domestic like product, because each innerspring mattress contains a single innerspring
unit.*® Leggett stated at the Commission’ s conference that “demand { for innersprings and bedding
products} is closely tied to the housing market, and, as you know, the housing market is not good.” %
Producers and importers generally reported that demand for innerspring units has decreased since 2004,
although industry data suggests that demand may have increased from 2005 to interim 2007.” We intend
to examine thisissue further in any final phase investigations.

Consumption of certain types of innerspring units, mostly proprietary innerspring units, has
decreased because mattress manufacturers are reportedly under pressure to reduce costs and have
responded by “de-contenting” the mattresses, that is, substituting non-proprietary innersprings for
proprietary innersprings.’® The majority of demand in the U.S. market is for non-proprietary innerspring
units, such as Bonnells.!® On the other hand, some U.S. producers and importers report that there has
been a recent trend toward higher-profile innerspring units, higher spring-count innerspring units, more
expensive innerspring units, and non-innerspring mattresses, such as airbeds and memory foam.™°

Tempur-Pedic International, a U.S. producer of foam and airbed high-end mattresses, supplied 10
percent by value and 2.2 percent by quantity of the U.S. mattress market. Tempur-Pedic reports that 75
percent of its sales are attributable to mattress replacements, not to new home sales or housing starts, and

101 Conference Tr. at 67-68 (Davis); Leggett postconference brief, Exhibit 1at 2.

02 CRatl-12and at 11-2, PRat I-10 and at 11-1.

13 The National Association of Home Builders forecasts that housing starts will continue to drop in 2008 before
rebounding somewhat in 2009. CR at 11-7, PR at I1-5; and CR at 11-8, Fig. I1-1, PR at 11-6, Fig. 11-1.

4 CRatIl-7to11-9, PR at 11-5 to |1-6; Conference Tr. at 17 (Davis).

05 CRat11-9, PR at I1-7.

106 Conference Tr. at 17 (Baisburd). See also Chinese Respondents postconference brief at 13 and Conference
Tr. at 108 (Diamonstein).

07 CRat 11-9, PR at I1-7. According to International Sleep Products Association (“ISPA”) data, however, U.S.
shipments of innerspring mattresses increased almost 3.4 percent from 2004 to 2006, indicating that demand appears
to beincreasing in 2007. |SPA 2006 Mattress Industry, Industry Report of Sales and Trends at 19 and Figure 18.
The ISPA data also appears to show modest growth in demand for domestic innerspring mattresses, despite an
increase in sales of non-innerspring mattresses and imports of finished mattresses. 1d. Leggett stated that the |SPA
is the authoritative source for data on the mattressindustry. Conference Tr. at 71 (Davis).

1% Non-proprietary innerspring units comprise the vast majority of Leggett’ s sales, accounting for *** percent of
itssalesin 2004. The percentage of Leggett’s sales accounted for by non-proprietary innerspring units increased
over the period examined, rising to *** percent in 2005 and 2006 and reaching *** percent in 2007. Leggett
postconference brief at 10-12 and Exhibit 11.

109 Conference Tr. at 69 and 88 (Davis); Leggett postconference brief at 9.

10 CRat I1-3, PR at I1-2. Chinese Respondents postconference brief at 11; Importers’ Coalition postconference
brief at 16-17.
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therefore are likely replacing innerspring mattresses.™* In addition, sales of non-innerspring mattresses
grew 24 percent by volume in 2005 and 29 percent in value terms. Average unit values for non-
innerspring mattresses were nearly three times those of innerspring mattresses, suggesting that the impact
of this competition is at the high end of the mattress market."> The Importers’ Coalition also reported
that domestic mattress producers face growing competition from imported mattresses. The ISPA
estimated that imports of mattresses and foundations increased *** between 2005 and 2006.™

3. Supply Consider ations

There are three sources of supply in the U.S. market: domestically produced innerspring units;
imports of subject merchandise from China, South Africa, and Vietnam; and imports from nonsubject
countries.

a. Domestic Production

Petitioner Leggett is the largest U.S. manufacturer of innerspring units and has manufacturing
facilities throughout the South and Midwest with a nationwide distribution system.™* Leggett isalso a
global company with affiliates around the world and factoriesin China and South Africa*® As discussed
above, there are other U.S. manufacturers, including some that manufacture innerspring units only for
internal consumption. Two U.S. innerspring manufacturers, Atlas Spring Manufacturing (“Atlas’) and
Joseph Saval Spring & Wire Co., Inc. (“Saval™), went out of businessin recent years.™® No U.S.
producer reported being unable to supply purchasers with innerspring units since 2004, and L eggett has
noted that at no time did it place customers on allocation or experience any supply disruptions.**’

11 Chinese Respondents postconference brief at 11 and n. 30.

Importers’ Coalition postconference brief at 17.

13 Importers Coalition postconference brief, Exhibit 14.

14 Since 2004, Leggett has closed *** of its*** U.S. manufacturing facilities and *** of its*** U.S,
distribution facilities. ***.

U5 CRatIll-1,n. 2, PRat I11-1, n. 2; Chinese Respondents postconference brief at 6.

118 Saval shut down in October 2003 (prior to entry into the U.S. market of subject imports from two of the three
subject countries), and Atlas ceased operation in December 2006. CR at -2, n. 7, PR at -2, n. 7.

17 |eggett postconference brief at 13.

112
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b. Share of Apparent U.S. Consumption*®

Total apparent U.S. consumption™® of uncovered innerspring units declined irregularly by 4.9
percent on a quantity basis and 6.6 percent on a value basis during 2004-06. U.S. producers’ market
share, based on quantity, decreased from 93.7 percent in 2004 to 87.8 percent in 2006. The market share
of the subject countries, based on quantity, increased from *** percent in 2004 to *** percent in 2006.
The market share of the nonsubject countries, based on quantity, decreased from *** percent in 2004 to
*** percent in 2006.'%°

Open-market apparent U.S. consumption*** of uncovered innerspring units decreased by ***
percent on a quantity basis and *** percent on avalue basis during 2004-06. U.S. producers open-
market share, based on quantity, decreased from *** percent in 2004 to *** percent in 2006. The open-
market share of the subject countries, based on quantity, increased from *** percent in 2004 to ***
percent in 2006. The open-market share of the nonsubject countries, based on quantity, decreased from
*** percent in 2004 to *** percent in 2006.%

4. Substitutability

There is ahigh degree of substitutability between domestic innerspring units and subject
imports.*? Petitioner Leggett and the Importers’ Coalition agree that domestic innerspring units and
subject imports are of comparable quality, and the questionnaire responses confirm that the domestic like
product and subject imports are ***. Thus, price is an important factor in purchasing decisions.**

5. Business Cycle

All parties agree that there is one use for uncovered innerspring units — the manufacture of
mattresses. Severa parties assert that demand is derived from the production of mattresses, which
generally istied to the housing market.**

C. Cumulated Volume of Subject | mports

Section 771(7)(C)(I) of the Act provides that the “ Commission shall consider whether the volume
of imports of the merchandise, or any increase in that volume, either in absolute terms or relative to
production or consumption in the United States, is significant.”*?® For purposes of the preliminary phase
of these investigations, we find that cumulated subject import volume and the increase in that volume

18 CR/PR at Table C-1 (data compiled from responses to Commission questionnaires).

1% CR/PR at Table C-1 (“total” dataincludes internally consumed (captive) shipments by domestic producers).

120 CR/PR at Table C-1.

21 CR/PR at Table C-2 (“open-market” data excludes internally consumed (captive) shipments by domestic
producers).

22 CR/PR at Table C-2.

122 CRat11-12, PR at |1-8. See also, Leggett postconference brief at 14 and Conference Tr. at 135 (Wolfson).

24 CRat11-14, PR at 11-9to 11-10, and CR/PR at Table I1-2.

2% CRat11-8to11-9, PR at 11-5. In addition to cycles associated with broader economic conditions, a number of
producers and importers reported that generally there is greater demand for innerspring units in the second and third
quarters of the year than in the first or fourth quarters. Id. See also, Chinese Respondents postconference brief at
12-14; Conference Tr. at17 (Davis).

126 19 U.S.C. § 1677(7)(C)(i).
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were significant during the period examined both in absolute terms and relative to consumption and
production in the United States.

In absolute terms, the cumulated volume of subject imports doubled, increasing from *** unitsin
2004 to *** unitsin 2005 and *** unitsin 2006.%” Subject import volume was *** unitsin interim 2007,
compared with *** unitsin interim 2006.'%

The share of apparent U.S. consumption held by cumulated subject imports, by quantity,
increased by *** percentage points from 2004 to 2006, rising from *** percent in 2005 to *** percent in
2005, before increasing further to *** percent in 2006.**° During this same period, the overall market
share held by the domestic industry fell. Astotal apparent U.S. consumption decreased irregularly by ***
percent from 2004 to 2006, the share of apparent U.S. consumption represented by the domestic
industry’s U.S. shipments, by quantity, decreased from 93.7 percent in 2004 to 89.8 percent in 2005 and
87.8 percent in 2006, an overall decrease of 5.9 percentage points.*** The domestic industry’s market
share, however, increased slightly from 88.5 percent in interim 2006 to 89.1 percent in interim 2007.%%

Asaratio to U.S. production, by quantity, cumulated subject imports increased from *** percent
in 2004 to *** percent in 2005 and *** percent in 2006, for a period increase of *** percentage points.*
Throughout the period examined, nonsubject imports were not an important presence in the market,
accounting for a declining share of the U.S. market in terms of quantity and value (less than 1 percent in
each individual period).*

We find for purposes of the preliminary phase of these investigations that the volume of
cumulated subject imports and the increase in that volume during a period of declining apparent U.S.
consumption were significant, both in absolute terms and relative to consumption and production in the
United States.

27 CR/PR at Table C-1.

128 CR/PR at Table C-1.

12 CR/PR at Table C-1. The market share held by cumulated subject imports was *** percent in interim 2007
compared with *** percent in interim 2006. 1d. The share of apparent U.S. open-market consumption held by
cumul ated subject imports, by quantity, increased by *** percentage points from 2004 to 2006, rising from ***
percent in 2005 to *** percent in 2005, before increasing further to *** percent in 2006. CR/PR at Table C-2. The
open-market share held by cumulated subject imports was *** percent in interim 2007 compared with *** percent in
interim 2006. Id.

1% CR/PR at Table C-1. Total apparent U.S. open-market consumption decreased by *** percent from 2004 to
2006. The share of apparent U.S. open-market consumption represented by the domestic industry’s U.S. shipments,
by quantity, decreased from *** percent in 2004 to *** percent in 2005 and *** percent in 2006, an overall decrease
of *** percentage points. CR/PR at Table C-2. The domestic industry’s open-market share, however, increased
dightly to *** percent in interim 2007 from *** percent in interim 2006. 1d.

131 CR/PR at Table C-1. Subject imports were equivalent to *** percent of U.S. production in interim 2007
compared with *** percent in interim 2006. 1d.

1% CR/PR at TableV-7.

13 CR/PR at Table IV-6. Nonsubject imports share of the U.S. open market was also less than *** percent in
each individual period. CR/PR at Table 1VV-5. Nonsubject imports' share of the U.S. market, by quantity, declined
from *** percent in 2004 to *** percent in 2005 and *** percent in 2006, and was *** percent in interim periods for
2006 and 2007. CR/PR at Table 1V-6 (nonsubject imports' U.S. market share, by value, was less than *** percent in
each individual period). Nonsubject imports' share of the U.S. open market, by quantity, declined from *** percent
in 2004 to *** percent in 2005 and *** percent in 2006. It was*** percent in interim 2006 and 2007. CR/PR at
TableV-5.
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D. Price Effects of the Cumulated Subject Imports

Section 771(C)(ii) of the Act provides that, in evaluating the price effects of subject imports,
the Commission shall consider whether — (1) there has been significant price underselling

by the imported merchandise as compared with the price of domestic like products of the
United States, and (1) the effect of imports of such merchandise otherwise depresses

prices to a significant degree or prevents price increases, which otherwise would have
occurred, to a significant degree.**

A large portion of uncovered innerspring salesin the U.S. market is made through short-term
contracts or on a spot basis, although the largest U.S. producer, ***, reported a significant percentage of
sales by long-term contract.’®* According to the record in these preliminary investigations, priceis an
important factor in purchasing decisions, but not the only factor.* We intend to explore the importance
of non-price factorsin any final phase investigations.

In these investigations, four U.S. producers and 16 responding U.S. importers of uncovered
innerspring units provided quarterly pricing data for six innerspring products.** The pricing data
collected in the preliminary phase of these investigations showed nearly universal underselling by subject
imports. Subject imports undersold the domestic like product in 154 of 161 possible product comparisons
with margins ranging from *** percent to *** percent.™® We find this underselling to be significant.
There were additionally 26 confirmed lost sales, totaling more than $**, and four instances of
confirmed lost revenues, totaling more than $***, which we find noteworthy.**

We also have considered movements in innerspring prices over the period examined. Prices of
U.S.-produced innerspring units generally increased during 2004, decreased in 2005 and some or all of
2006, then remained steady or increased modestly in 2007.*° The price data are mixed with regard to the
guestion of price depression. On the one hand, domestic prices generally fell by a substantial margin

3 19 U.S.C. § 1677(7)(C)(ii).

1% CRatV-7toV-8, PRat V-6to V-7 (***); and ***.

1% CRatll-12to11-13, PR at 11-9 to I11-10. For example, domestic innerspring producers can offer package deals
with discounts and payment terms as part of the price negotiations. Conference Tr. at 110-111 (Diamonstein). In
addition, mattress manufacturers reportedly have attempted to diversify their supply to minimize sole-supplier
disruptionsrisk. Conference Tr. at 159-160 (Tramel).

18 CRat V-9toV-10, PR at V-7 to V-8. Not all firms reported pricing data for all products for all quarters. CR
at V-10, PR at V-8. By quantity, pricing data reported by the responding firms accounted for *** percent of the
domestic industry’s U.S. shipments of uncovered innerspring units, *** percent of U.S. shipments of imports from
China, and *** percent of U.S. shipments of imports from South Africain 2006. CR at V-10, PR at V-8. By
quantity, pricing data reported by a responding firm accounted for *** percent of U.S. shipments of imports from
Vietnam in 2006 only. Id.

1% CRat V-23t0 V-25, PR at V-11; and Tables V-1 though V-6.

1% CRat V-25, PR at V-12; CR/PR at Table V-7 and V-8. Most U.S. purchasers responding to the
Commission’s questions regarding lost sales and lost revenue allegations reported that price was the reason for the
shift to subject imports and that U.S. innerspring producers reduced their prices to compete with the prices of the
subject imports. CR at V-35, PR at V-12 and CR/PR at Table V-9.

40 CR, PR at Tables V-1-V-6. Domestic pricing data for product 6 did not cover 2004 and 2005. Prices of
imports from China generally decreased irregularly over the period examined. The prices of subject imports from
South Africafor *** during the period examined. The prices of subject imports from Vietnam decreased dlightly
over the period examined, but these datawere only ***. CR/PR at Tables V-1 through V-6; CR at V-23, PR V-11,
and CR at V-10, n. 25, PR at V-8, n. 25.
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during 2005 and 2006. On the other hand, prices for most U.S. products ended the period at prices at or
dightly above the starting prices.

On balance, we find some evidence that price depression has occurred, given the degree of
underselling during the period examined and the domestic industry’ s price declines in 2005 and 2006,
coinciding with significant increases in the volume and market share of subject imports. We will examine
the factors concerning the issue of price depression, as well as any quarterly pricing trends, in any final
phase investigations.

Despite some increases in price during 2004, the domestic industry’s cost of goods sold
(“COGS’) as a share of net salesincreased over the period examined from *** percent in 2004 to ***
percent in 2005 and *** percent in 2006, and was *** percent in interim 2007 compared with *** percent
in interim 2006, indicating that any price increase did not keep pace with rising costs.** Unit COGS also
increased from $*** per unit in 2004 to $*** per unit in 2005 and $*** per unit in 2006, and was $***
per unit in interim 2007 compared with $** per unit in interim 2006.

Based on this information, we a so find some evidence of price suppression by subject imports,
particularly in light of the increases in the volume of and pervasive underselling by the subject imports
over the period examined. We intend to explore the issue of price suppression further in any final phase
investigations. In particular, we intend to examine more closely the relationship between trends in the
ratio of COGS to net sales, the volume of subject imports, and any quarterly-basis price trends, in the
context of market conditions.

In sum, for purposes of the preliminary phase of these investigations, we find that subject imports
have had a significant adverse effect on pricesin the U.S. market.

E. I mpact of the Cumulated Subject | mports*#

Section 771(7)(C)(iii) of the Act provides that the Commission, in examining the impact of the
subject imports on the domestic industry, “shall evaluate all relevant economic factors which have a
bearing on the state of the industry.”**® These factors include output, sales, inventories, capacity
utilization, market share, employment, wages, productivity, profits, cash flow, return on investment,
ability to raise capital, research and development, and factors affecting domestic prices. No single factor
is dispositive and all relevant factors are considered “within the context of the business cycle and
conditions of competition that are distinctive to the affected industry.”

We have examined performance indiciafor the domestic industry producing uncovered
innerspring units.*** These data indicate declining overall trends.** The domestic industry’s production

41 CR/PR at Table C-1.

2 nits notice of initiation, Commerce estimated the dumping margin for subject imports from Chinato range
from 55.95 to 234.51 percent; the dumping margin for subject imports from South Africato be 121.39 percent; and
the dumping margin for subject imports from Vietnam to be 116.31 percent ad valorem based on a comparison of
constructed export price and constructed value and 237 percent based on a comparison of export price and
constructed value. Uncovered Innerspring Units from the People’s Republic of China, South Africa, and the
Socialist Republic of Vietham: Initiation of Antidumping Duty Investigations, 72 Fed. Reg. 4817, 4822 (January 28,
2008).

143 19 U.S.C. § 1677(7)(C)(iii); see also SAA at 851 and 885 (“In material injury determinations, the Commission
considers, in addition to imports, other factors that may be contributing to overal injury. While these factors, in
some cases, may account for the injury to the domestic industry, they also may demonstrate that an industry is facing
difficulties from avariety of sources and is vulnerable to dumped or subsidized imports.”)

1 During these investigations, the Commission has not received usable financial datafrom any U.S. innerspring
producer that is primarily a captive producer/consumer of innerspring units. We recognize that the following
analysis, therefore, is effectively limited to the financia data provided by open-market producers. We intend to seek
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of uncovered innerspring units declined progressively over the period examined and was 10.2 percent
lower in 2006 than in 2004 and 4.2 percent lower in interim 2007 compared with interim 2006.1¢ 4" The
domestic industry’ s total U.S. shipments of uncovered innerspring units declined by 10.9 percent from
2004 through 2006 and were 4.1 percent lower in interim 2007 than in interim 2006.1¢ U.S. end-of-
period inventories decreased by 1.7 percent from 2004 through 2006, and were 9.7 percent lower in
interim 2007 than in interim 2006.*° The domestic industry’ s production capacity fluctuated over the
period, but decreased overall by 9.5 percent from 2004 through 2006.*° The domestic industry’ s capacity
utilization also fluctuated during the period, but declined slightly overall by 0.6 percentage points from
2004 through 2006 and was 5.7 percentage points lower in interim 2007 compared with interim 2006.™*
The average number of production and related workers declined over the period; hourly wages and
worker productivity increased slightly.™>

The domestic industry’ s financial indicators also declined overall during the period examined.
Operating income *** in 2004 to $*** in 2005 and $*** in 2006. The domestic industry’sratio of

usable financial data for these captive U.S. innerspring producersin any final phase investigations.

5 Generally, the domestic industry performance declines noted below tend to coincide with increases in the
cumulative volume of the subject imports for the same periods. These trends, however, are not evident in the data
for interim 2007, where the domestic industry data show a decline in performance and a decrease in the cumulated
volume of subject imports. See CR at Table C-1. We will examine the relevance of these interim period trendsin
any final phase investigations.

146 Production declined from 20.1 million unitsin 2004 to 19.5 million unitsin 2005 and 18.0 million unitsin
2006. CR/PR at Table C-1. Production was 13.5 million unitsin interim 2007 compared with 14.0 million unitsin
interim 2006. 1d.

147 The domestic industry’s U.S. open-market shipments of uncovered innerspring units declined by *** percent
from 2004 through 2006 and were *** percent lower in interim 2007 than in interim 2006. CR/PR at Table C-2.

148 U.S. shipments of uncovered innerspring units declined from 19.4 million units to 18.7 million unitsin 2005
and 17.3 million unitsin 2006. CR/PR at Table C-1. U.S. shipments were 12.9 million unitsin interim 2007
compared with 13.5 million unitsin interim 2006. 1d. Exports, which were a*** share of the domestic industry’s
total shipments, also declined by *** percent over this same period, although they were *** higher in interim 2007
than ininterim 2006. U.S. export shipments of uncovered innerspring units declined from *** unitsin 2004 to ***
unitsin 2005 and *** unitsin 2006. CR/PR at Table C-1. U.S. export shipments were *** unitsin interim 2007
compared with *** unitsin interim 2006. |1d.

149 U.S. end-of-period inventories essentially were level at 2.1 million from 2004 to 2006. CR/PR at Table C-1.
U.S. end-of-period inventories were 1.9 million units in interim 2007 compared with 2.1 million unitsin interim
2006. |d.

1% The domestic industry’ s production capacity was 24.5 million unitsin 2004, increased to 24.8 million unitsin
2005, and then declined to 22.2 million unitsin 2006. CR/PR at Table C-1. The U.S. industry’s production capacity
increased from 16.7 million unitsin interim 2006 to 17.1 million unitsin interim 2007. Id.

%1 CR/PR at Table C-1. U.S. producers capacity utilization was 81.9 percent in 2004, decreasing to 78.8
percent in 2005, and then increasing to 81.2 percent in 2006. |d.

%2 The average number of production and related workers declined from 2,248 in 2004 to 2,151 in 2005 and
2,021 in 2006. The average number of production and related workers decreased from 2,017 in interim 2006 to
1,822 ininterim 2007. CR/PR at Table C-1. Productivity increased from 4.3 units per hour in 2004 to 4.4 units per
hour in 2005 and 2006. It increased from 4.6 units per hour in interim 2006 to 4.9 units per hour in interim 2007. 1d.
Hourly wages increased from $13.57 in 2004 to $13.60 in 2006 and $13.74 in 2006 and was $14.10 in interim 2006
compared to $14.60 in interim 2007. 1d.
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operating *** percentage points from *** percent in 2004 to *** percent in 2005 and *** percent in
2006.% Capital expenditures declined from $*** in 2004 to $*** in 2005 and $*** in 2006.">*

Net sales declined by *** percentage points from 2004 to 2006 when measured by quantity, or by
*** percentage points over the same period when measured by value.™ Net sales continued to decline by
both measures in interim 2007 compared with interim 2006.%¢ As discussed previously, COGS as a share
of net salesincreased over the period from *** percent in 2004 to *** percent in 2005 and *** percent in
2006 and was *** percent in interim 2007 compared with *** percent in interim 2006.™" Unit COGS
also increased from $*** in 2004 to $*** in 2005 and $*** in 2006 and was $*** in interim 2007
compared with $** in interim 2006.

The foregoing data indicate that the domestic uncovered innerspring industry has experienced
rising costs of production. Although the domestic industry’ s prices increased in 2004, prices generally
decreased thereafter in 2005 and 2006. The industry experienced progressively poorer financial results as
its COGS to salesratio increased, with *** declining significantly, aswell as declinesin U.S. shipments,
production levels, capacity utilization, and exports. We intend to seek more information about the
industry’ s overall performance, including domestic producers that produced predominantly for internal
consumption, as well as the price effects of the cumulated subject imports. In any final phase
investigations, we also intend to examine more closely the extent to which declines in the domestic
industry’ s performance were related to factors other than subject imports, such as changes in demand.

Given our finding of asignificant volume and a significant increase in volume of cumulated
subject imports notwithstanding declines in apparent U.S. consumption during the period examined, our
finding of significant underselling by subject imports, our finding of price depression and suppression,
and our finding concerning declines in the domestic industry’ s performance during the period examined,
we find for purposes of these preliminary phase investigations that subject imports are having a
significant adverse impact on the domestic innerspring industry.*%® 1>

1% CR/PR at Table C-1. The operating *** percent in interim 2007 compared with *** percent in interim 2006.
1d. The Chinese Respondents argue that the domestic industry cannot be injured because “the domestic industry’s
operating profit levels remained at *** between 2004 and 2007.” Chinese Respondents postconference brief at 18.
Although we have taken the domestic industry’s profitability levelsinto consideration during our injury analysis, we
decline to follow any suggestion that we examine only absolute operating income levels, and instead have examined
all aspects and trends with respect to the domestic industry’ s profitability.

% CR/PR at Table C-1. Capital expenditures were $*** in interim 2007 compared with $** million in interim
2006. 1d.

%% CR/PR at Table C-1.

1% CR/PR at Table C-1. Net sales measured by quantity declined from *** unitsin 2004 to *** unitsin 2005
and *** unitsin 2006 and were *** unitsin interim 2007 compared with *** unitsin interim 2006. |d. Net sales
measured by value declined from $*** in 2004 to $*** in 2005 and $*** in 2006 and were $*** in interim 2007
compared with $** in interim 2006. Id.

%7 CR/PR at Table C-1.

1% As noted above, uncovered innerspring units are a commodity product, i nterchangeable regardless of where
they are produced. Thus, we find that the first predicate for conducting a replacement/benefits analysis under Bratsk
ismet. SeeBratsk Aluminium Smelter v. United States, 444 F.3d 1369, 1375 (Fed. Cir. 2006) (“Bratsk”).
Information collected in the preliminary phase of these investigations, however, indicates that the second predicate
for conducting a Bratsk replacement/benefit test, that nonsubject imports are a significant factor in the U.S. market,
isnot met. As discussed above, nonsubject imports' share of total U.S. consumption was *** percent in 2004,
declining to *** percent in 2005 and declining again to *** percent in 2006, interim 2006, and interim 2007. CR/PR
at Table IV-6. Nonsubject imports represented *** percent of total U.S. imports based on official statistics for the
period December 2006 through November 2007. CR/PR at Table 1V-3. Accordingly, we need not apply the
analysis dictated by Bratsk, because the record does not indicate that imports from nonsubject countries are a
significant factor in the U.S. market. In any final phase investigations, any party holding a contrary view should so
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CONCLUSION

For the reasons stated above, we find that there is a reasonable indication that an industry in the
United Statesis materialy injured by reason of allegedly unfairly traded subject imports from China,
South Africa, and Vietnam that are sold in the U.S. market.

indicate and provide the basis for its view when providing written comments on the draft questionnaires. If
warranted, we will reconsider the applicability of Bratsk in any final phase investigations.

% For a complete statement of Chairman Pearson and Commissioner Okun’s interpretation of Bratsk in a
preliminary investigation, see Separate and Additional Views of Chairman Daniel R. Pearson and Commissioner
Deanna Tanner Okun Concerning Bratsk Aluminium v. United States in Sodium Hexametaphosphate from China,
Inv. No. 731-TA-1110 (Prelim.), USITC Pub. 3912 at 19-25 (Apr. 2007).
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PART |: INTRODUCTION

BACKGROUND

These investigations result from a petition filed by Leggett & Platt, Inc. (Leggett & Platt),
Carthage, MO, on December 31, 2007, alleging that an industry in the United Statesis materially injured
and threatened with material injury by reason of less-than-fair-value (LTFV) imports of uncovered
innerspring units' from China, South Africa, and Vietnam. Information relating to the background of the
investigationsis provided below.?

Date Action

December 31, 2007 . Petition filed with Commerce and the Commission;? institution of Commission
investigations (73 FR 1229, January 7, 2008)

January 22,2008 ... Commission’s conference’

January 28,2008 ... Commerce snotice of initiation (73 FR 4817)
February 13,2008 .. Commission’svote

February 14,2008 .. Commission determinations transmitted to Commerce
February 22,2008 .. Commission views transmitted to Commerce

Y Inits notice of initiation, Commerce defined the subject product as follows: “ The merchandise covered by each
of these investigations is uncovered innerspring units composed of a series of individual metal springsjoined
together in sizes corresponding to the sizes of adult mattresses (e.g., twin, twin long, full, full long, queen, California
king, and king) and units used in smaller constructions, such as crib and youth mattresses. All uncovered
innerspring units are included in this scope regardless of width and length. Included within this definition are
innersprings typically ranging from 30.5 inches to 76 inches in width and 68 inches to 84 inches in length.
Innersprings for crib mattresses typically range from 25 inches to 27 inches in width and 50 inches to 52 inchesin
length.

Uncovered innerspring units are suitable for use as the innerspring component in the manufacture of
innerspring mattresses, including mattresses that incor porate a foam encasement around the innerspring.

Pocketed and non-pocketed innerspring units are included in this definition. Nonpocketed innersprings are typically
joined together with helical wire and border rods. Nonpocketed innersprings are included in this definition
regardless of whether they have border rods attached to the perimeter of the innerspring. Pocketed innersprings are
individual coils covered by a “ pocket” or “ sock” of a nonwoven synthetic material or woven material and then
glued together in a linear fashion.”

Uncovered innersprings are imported under statistical reporting number 9404.29.9010 and have also been
imported under statistical reporting numbers 9404.10.0000, 7326.20.00.70, 7320.20.5010, or 7320.90.5010 of the
Harmonized Tariff Schedule of the United States (HTS). The HTS provisions are provided for convenience and
customs purposes only; the written description of the scope of these investigations is dispositive.

2 Federal Register notices cited in the tabulation are presented in app. A.

® The alleged LTFV margins based on a comparison of export price to normal value, as calculated by Commerce,
range from 55.95 percent to 234.51 percent for China, are 121.39 percent for South Africa, and 116.31 percent for
Vietnam. 73 FR 4822, January 28, 2008.

“ A list of witnesses appearing at the conference is presented in app. B.
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SUMMARY DATA

A summary of data collected in these investigations is presented in appendix C, table C-1. Except
as noted, U.S. industry data are based on questionnaire responses of seven firms that accounted for
virtually all of U.S. production of uncovered innerspring units during 2006. U.S. imports are based on
importer questionnaire responses.

PREVIOUS COMMISSION INVESTIGATIONS

In 2004, the Commission conducted a China-specific safeguard investigation of uncovered
innerspring units from China.®> In that investigation, the Commission determined that uncovered
innerspring units from China were not being imported into the United States in such increased quantities
or under such conditions as to cause or threaten to cause market disruption to the domestic producers of
like or directly competitive products.® The petitioning firmsin that investigation were Atlas Spring
Manufacturing (Atlas), Gardena, CA; Hickory Springs Manufacturing Co. (Hickory), Hickory, NC;
Leggett & Platt, Carthage, MO; and Joseph Saval Spring & Wire Co., Inc. (Saval), Taylor, MI.”

THE SUBJECT PRODUCT

The imported uncovered innerspring units covered by the scope of these investigations are
described in detail in the “Background” section earlier in Part 1.

Tariff Treatment

Imports of uncovered innerspring units are properly classified in HTS subheading 9404.29.90
(and thus imported under HTS statistical reporting number 9404.29.9010), according to Customs and
Border Protection (HQ 957493 of April 3, 1995). The column 1 general duty rate for the imported
subject product from Chinaand Vietnam is 6.0 percent. Subject imports from South Africa under this
category are eligible for entry free of duty under the Generalized System of Preferences (GSP), with those
not meeting the criteriain HTS general note 4 given the general duty rate.® From the outset of these
investigations, petitioner has contended that uncovered innerspring units have also improperly been
imported under statistical reporting numbers 7320.20.5010, 7320.90.5010, 7326.20.0070, or
9404.10.0000.° Importer questionnaire respondents reported imports of uncovered innerspring units

® Uncovered Innerspring Units from China, Inv. No. TA-421-5, USITC Publication 3676, March 2004.
®lbid., p. 1.

7 Atlas ceased its innerspring operations in December 2006 and Saval shut down its innerspring operationsin
October 2003. Petition, exhibits 1-21 and 1-23, respectively. Additionally, ***.

8 HTS, General Notes, GSP, GN p. 15 and HTS p. 94-5.

® Conference transcript, pp. 27-30 (Watson). Materials properly classified under HTS 7320.20.5010,
7320.90.5010, 7326.20.0070, and 9404.10.0000 include products such as individua springs for the production of
innerspring units and box springs. In a postconference brief, respondents while agreeing that there had been
misclassification of imports, disagreed with the levels of such activity alleged by the Petitioner. Ad Hoc
Innersprings Importers’ Coalition’s postconference brief, p. 28. Additionally, counsel for Chinese respondents,
while noting that certain of the importer questionnaire respondents acknowledged some misclassified imports,
disagreed as to the levels of misclassification suggested by the Petitioner. Chinese Respondents’ postconference
brief, pp. 4-5. More detailed information on thisissue can be found in Part IV of thisreport, U.S. Imports, Apparent
Consumption, and Market Shares.
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under each of the aforementioned HTS statistical reporting numbers. Table I-1 presents current tariff
rates for uncovered innerspring units for HTS 9404.29.9010, and includes tariff rates for statistical
reporting numbers 7320.20.5010, 7320.90.5010, 7326.20.0070, and 9404.10.0000. The Customsruling
cited above sets forth the applicable principles of the HTS general rules of classification that dictate the
legal outcome; however at the tariff rate line level, the line between an unfinished mattress and goods
described in the other cited tariff provisions can be hard to draw in specific terms.

Physical Characteristicsand Uses

Uncovered innerspring units are used to manufacture innerspring mattresses. There are non-
pocketed innerspring units and pocketed innerspring units. Non-pocketed innerspring units have three
major components-the coil, the helical, and the border. The innerspring cails, “generally made from
high-carbon steel rod that is drawn to wire of various gauges (i.e., diameter of wire) that typically range
from 12.5 gauge (2.05mm) to 15.5 gauge (1.45mm)” are typically joined together with the helical and the
border.’® The helical is*“generally made of high-carbon steel wire ranging in thickness of 16.5 gauge
(1.29mm) to 18 gauge (1.02mm),” and is bent into atight spiral and used to lace the individual or
continuous coils together (figure 1-1).™ The border, also awire, typically made of high-carbon steel
“ranging in thickness of 6 gauge (4.11mm) to 9 gauge (2.91mm),” is either “attached to the perimeter of
the unit using ametal clip or ring, or it can be sewn into the unit using alarge diameter helical.”** All
non-pocketed innerspring units have a helical wire, but not all non-pocketed innerspring units have the
wire borders.”®  Innerspring units manufactured from pocketed coils (pocketed innerspring units) are
unitsthat include “individual coils of steel wire that are covered by non-woven synthetic material and
then held together by gluing together a specific number of coils.”

1 Uncovered Innerspring Units from China, Inv. No. TA-421-5, Publication 3676, March 2004, p. |-4; Petition, p.
9; Petitioner’s postconference brief, exhibit 1, p. 4; and Verlo Factory Mattress Stores, Glossary, Innerspring Unit,
found at http://www.verlo.com/learningcenter/glossary.jsp, retrieved January 27, 2008.

1 Sleep Outfitters, Glossary, found at http://www.sl eepoutfitters.com/learn/mattress-basi cs-gloss.aspx, retrieved
January 27, 2008 and Petitioner’ s postconference brief, exhibit 1, pp. 4-5.

2 nv. No. TA-421-5, USITC Publication 3676, March 2004, p. I-4 and Petitioner’ s postconference brief,
exhibit 1, p. 5.

13 Petitioner’ s postconference brief, exhibit 1, pp. 4-5.

4 Petition, p. 11.




Table I-1

Uncovered innerspring units: Tariff rates, 2008

General® Special® Column 2°
HTS provision Article description Rates (percent ad valorem)
7320 Springs and leaves for springs, of iron or
steel:
7320.20.50 Other.....cooviiiiiieee e 3.9 A 45.0
Helical springs, of wire having
a cross-sectional dimension
of less than 5.1 mm:
7320.20.5010 Suitable for use in
mattress supports and
mattresses of heading
Q404.....coiiiiiee e
7320.90.50 Other.....cooiiiiieiiee e 2.9 A 45.0
Of wire
7320.90.5010 Suitable for use in mattress
supports and mattresses of
heading 9404....................
7326 Other articles of iron or steel:
7326.20.00 Articles of iron or steel wire
7326.20.0070 Other......coooiiieieeee, 3.9 A 45.0
9404 Mattress supports; articles of bedding and
similar furnishing (for example, mattresses,
quilts, eiderdowns, cushions, pouffes and
pillows) fitted with springs or stuffed or
internally fitted with any material or of
cellular rubber or plastics, whether or not
covered:
9404.10.0000 Mattress supports...........ceeeenen. Free 45.0
9404.29.90 Other.....cooiiiiieece e 6.0 A 40.0
9404.29.9010 Uncovered Innerspring Units

Source: HTS (2008).

* Normal trade relations, formerly known as the most-favored-nation duty rate, applicable to imports from Japan.

2 General note 3(c)(1) lists the special tariff treatment programs indicated by these symbols. Goods must meet eligibility rules
set forth in other general notes, and importers must properly claim such treatment. Programs not available to respondent
countries are not noted above.

3 Applies to imports from a small number of countries that do not enjoy normal trade relations duty status.




Figure I-1
Innersprings: Formation of innerspring units using helicals and border

fig. 7
Helical
BORDER
BORDER
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Border (Frame)
Border {Frame) Attachment

Source: Uncovered Innerspring Units from China, Inv. No. TA-421-5, Publication 3676, March 2004, p. I-5.

There are avariety of types of innerspring coils, non-pocketed types such as Bonnell, offset,
LFK, continuous, and the pocketed coil.*> Bonnell coils are the most commonly used type in the
market,*® and have an hour-glass shape which tapersinward from top to center and then outward from
center to bottom (figure 1-2).*” Bonnell coils are generally the lowest priced innerspring units.® Offset
coils have an hour-glass shape like bonnells, but have flat tops and bottoms.*® LFK coils have a
cylindrical or columnar shape.®® Continuous coils have entire rows of continuous coils formed from a
single piece of wire. Thisfeatureis different from the Bonnell, offset, and LFK coils where individual
coils are formed then assembled into arow of coils.*

15 Petitioner’ s postconference brief, exhibit 1, p. 4.

16 Conference transcript, p. 80 (Davis).

1 Uncovered Innerspring Units from China, inv. No. TA-421-5, p. |-3; Sleep Outfitters, “Bedding Glossary of
Terms—Bonnell Coil” found at http://www.sleepoutfitters.com/l earn/mattress-basi cs-gloss.aspx, retrieved January 27,
2008 and Petitioner’ s postconference brief, exhibit 1, p. 4.

18 Conference transcript, p. 61 (Bush) and Petitioner’ s postconference brief, exhibit 1, p. 6.

1 petitioner’ s postconference brief, exhibit 1, p. 4.

2 |pid.

2 Petitioner’ s postconference brief, exhibit 1, p. 4.




Figure I-2
Types of non-pocketed coils

Bonnell Coil
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Source: Uncovered Innerspring Units from China, inv. No. TA-421-5, p. |-4; Mattressinside.com, “Coil (innerspring)
mattress,” found at http://www.mattressinside.com/coil.html, retrieved January 27, 2008; Sleep Gallery, “Sealy

Features and Benefits,” found at
http://www.thesleepgallery.com/products/mattresses/conventional/sealy/posture/fb.htm, retrieved January 27, 2008.

Offset Coils

Source: Uncovered Innerspring Units from China, inv. No. TA-421-5, p. I-4; Mattressinside.com, “Coil (innerspring)
mattress,” found at http://www.mattressinside.com/coil.html, retrieved January 27, 2008; Petitioner's postconference

brief, exhibit 8, hingeflex offset.




Figure I-2
Types of non-pocketed coils—Continued

Continuous Coils

Source: Petitioner’s postconference brief, exhibit 8, miracoil-continuous; Mattressinside.com, “Coil (innerspring)
mattress,” found at http://www.mattressinside.com/coil.html, retrieved January 27, 2008.

LFK Coils
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Source: Uncovered Innerspring Units from China, inv. No. TA-421-5, p. |-4; BedMaster, “What Spring is That?” found
at http://www.bedmaster.com.au/news2.html, retrieved January 27, 2008; and, Petitioner’s postconference brief,
exhibit 8, luraflex LFK.

Pocketed innerspring units manufactured from pocketed coils include “individual coils of steel
wire that are covered by non-woven synthetic material and then held together by gluing together a
specific number of coils,” which are then assembled to the size of the innerspring unit (figure 1-3).%
Pocketed coils are also known as Marshall coils and are individual coils that generally have a cylindrical
shape and are knotted and inserted into afabric “pocket.” %

2 petition, p. 11.
= Petitioner’ s postconference brief, exhibit 1, p. 4.



Figure I-3
Pocketed coils

Source: ChooseaM attress.com, “Innerspring,” found at http://chooseamattress.com/innerspring.html,
retrieved January 27, 2008; and Home and Garden Television, “Mattresses,” found at
http://www.hgtv.com/hgtv/dc_furniture bed</article/0,1793,HGTV 3439 2614524,00.html, retrieved
January 30, 2008.

M anufacturing Facilities and Production Employees*

Both non-pocketed and pocketed innerspring units are manufactured using a similar production
process. In thefirst stage, high carbon steel rod is manufactured into wire. In this process, therod is
pulled through a series of dies until the desired diameter and tensile strength are achieved. Thewireis
shipped on large carriers called standards. Thiswire is sometimes purchased from suppliers and
sometimes produced by the innerspring manufacturers themselves.®

In the next stage, wireis fed into a machine by means of steel feed wheels, which push the wire
against apin that is controlled by a mechanical cam that bends the wire into a spiraled coil. This spiraled
coil isthen moved mechanically to aforming or knotting station for processing. Once completed, the
finished coil is either automatically fed into an assembly machine or manually placed into a container or
another machine.®

The coils are fed into an assembler where they are held in afixture that allows the helical to lace
or sew a specific number of coilstogether. The assembler will then index the completed row of coilsin
preparation for the next row to be fed and attached to the previous. Once the finished size of an
innerspring unit is reached, the assembled coils are gjected from the machine.?’

To form the border, heavy gauge wire is mechanically straightened, cut to length, and then bent,
either manually or mechanically, into arectangular shape. The ends of the wire are either welded or held
together using ametal ring. The border is attached to the assembled coils using ametal clip, metal ring,

2 For the purposes of these investigations, Commission staff has taken information provided by petitionersin
Commission Inv. No. TA-421-5, information from the petition in these investigations, testimony given at the
Commission’s conference, and postconference submissions regarding details concerning the manufacturing process
of innerspring units. In response to a Commission staff question, the Petitioner indicated that the manufacturing
process has not changed since the Commission’s 421 investigation on uncovered innerspring unitsin 2004. Staff
interview with Johai Baisburd, counsel for Petitioner, January 28, 2008.

% Uncovered Innerspring Units from China, Inv. No. TA-421-5, USITC Publication 3676, March 2004, pp. 1-5
and |-6.

% |bid.

7 |bid.



or large diameter helical. Finally, theinnerspring is often tempered according to manufacturer or
customer requirements in large tempering ovens, athough some manufacturers electrically temper
innersprings during the forming process.® Tempering allows the formed wire to retain its shape and
“removes the stresses set during the manufacturing process.”*

For pocketed innerspring units, the individual coils are inserted into non-woven fabric “ pockets.”
Theindividual coils (whether pocketed or non-pocketed) are then assembled into the size that
corresponds to the final mattresses. After assembly, non-pocketed coils are laced together using helical
wires, while pocketed coils are glued together.* The same manufacturing employees have the capability
to produce both pocketed and non-pocketed innerspring units.

The production process of an innerspring unit can be automatic, semi-automatic, and/or manual.*
Production in the United States is completely automated, or on fully-automated innerspring production
equipment (coiling, knotting, heat treating of coils, and assembly of the final innerspring unit).*®* Ina
semi-automatic production process, a machine will form the coil, knot, and heat treat the coils. Manual
labor is then required to feed coilsinto an assembly machine that is separate from the coiling machinery
that completes the assembly of the unit to the designated size.* In the manual innerspring manufacturing
process, machines are used to form the coil and knot the coil, but heat treatment is performed in an oven
after the innerspring unit is formed. Helical wires are then manually laced through the coils.®

The same facilities and production workers can produce both non-pocketed and pocketed
innerspring units.*® In conference testimony, representatives of both Leggett & Platt and Hickory Springs
indicated that their machinery is dedicated to specific product lines.® These representatives also
indicated with the proper training, the same set of employees can produce different product lines, both
pocketed and non-pocketed innerspring units.®

According to respondents, differing production methods are employed in the subject countries.
Reportedly, the predominant method of producing innersprings in Chinais by the manual and semi-
automatic methods,® while South African producers reportedly use fully-automated innerspring
production equipment.*® Respondents testifying at the Commission’ s conference indicated that
production in Vietnam was “rudimentary” and similar to that of the Chinese producers (by hand or semi-
automatic production).*

2 |bid.

2 Furniture and Things, “About Beds and Mattresses,” found at:
http://www.furnitureandthings.com/about.php?show=about_beds, retrieved January 27, 2008.

% Petition, p. 12 and Petitioner’ s postconference brief, p. 5.

% petitioner’ s postconference brief, p. 5.

% Conference transcript, pp. 133-134 (Enoch) and Petitioner’ s postconference, exhibit 1, p. 8.

% Ad Hoc Innersprings Importers’ Coalition’s postconference brief, appendix A, p. 3.

3 Conference transcript, p. 134 (Enoch) and Petitioner’ s postconference brief, exhibit 1, p. 8.

% Petitioner’ s postconference brief, exhibit 1, p. 9

% Conference transcript, p. 40 (Bush).

37 Conference transcript, p. 62 (Davis and Bush).

% Conference transcript, pp. 62-63 (Davis and Bush).

% Ad Hoc Innersprings Importers’ Coalition’ s postconference brief, app. A, p. 3 and Conference transcript, p. 134
(Enoch). Intheir postconference brief, Petitioners indicated that they agree manual production occursin China.
Petitioner’ s postconference brief, exhibit 1, p. 9.

4 Ad Hoc Innersprings Importer’s Coalition postconference brief, app. A, p. 3 and Conference transcript, p. 135
(Wolfson).

4 Ad Hoc Innersprings Importer’s Coalition postconference brief, app. A, p. 3 and Conference transcript, p. 135
(Tramel).
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Inter changeability and Customer and Producer Perceptions

U.S. producer and importer questionnaire respondents reported that there was general
interchangeability between U.S.-produced, Chinese, South African, and Viethamese uncovered
innerspring units. Customers and producers consider non-pocketed and pocketed innerspring units to be
interchangeabl e or fungible products, and mattress manufacturers will produce mattresses with different
innersprings based on consumer preferences.*? More detailed information on interchangeability and
customer and producer perceptions can be found in Part |1 of this report, Conditions of Competition in the
U.S Market.

Channels of Distribution

For the most part, during the period examined in these investigations, virtually all shipments of
uncovered innerspring units by U.S. producers and importers went to end users for the production of
mattresses. More detailed information on channels of distribution can be found in Part |1 of this report,
Conditions of Competition in the U.S. Market.

Price

Information with regard to prices of uncovered innerspring unitsis presented in Part V' of this
report, Pricing and Related | nformation.

DOMESTIC LIKE PRODUCT AND THE DOMESTIC INDUSTRY

No issues with respect to like product and the domestic industry have been raised in these
investigations. Petitioners have proposed a domestic like product that consists of “all uncovered
innersprings, regardless of whether they are produced from pocketed or non-pocketed coils’* and a
domestic industry that “consists of U.S. producers of the like product — innersprings.”* In its
postconference submission, Hickory Springs endorsed the positions taken by petitioner.* Respondents
offered no comment with respect to like product at the staff conference or in their postconference
submissions. With respect to the domestic industry, respondents stated that the domestic industry should
consist of both merchant market and captive producers.*

“2 Petitioner’ s postconference brief, p. 4.

“3 Petition, p. 10 and Conference transcript, p. 10 (Baisburd).

4 |bid., 13. Petitioner made no distinction between merchant market and captive producers.

45 Hickory Springs postconference brief, pp. 3-6.

4 Ad Hoc Innersprings Importers’ Coalition postconference brief, pp. 19-20 and Chinese Respondents
postconference brief, p. 9, fn. 25.
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PART II: CONDITIONSOF COMPETITIONIN THE U.S. MARKET
U.S. MARKET SEGMENTSAND CHANNEL SOF DISTRIBUTION

Innersprings are composed of a series of individual metal springs wired together and fitted to an
outer wire frame, suitable for use as the core component in the manufacture of mattresses. These
innerspring units correspond to the sizes of adult mattresses (twin, full, queen, king, etc.) and those used
in smaller constructions, such as crib and youth mattresses. The vast majority of mattresses produced and
consumed in the United States are innerspring mattresses.

Innerspring units can be pocketed, individua coils covered by a non-woven synthetic material
and glued together, or non-pocketed, individual coils laced together without a covering.? In addition,
there are avariety of proprietary innerspring designs that allow finished mattress manufacturersto
differentiate their products in terms of quality and price.®> Leggett & Platt reported that mattress makers
can and do switch from generic Bonnell innersprings to proprietary innersprings and from pocketed to
non-pocketed innersprings depending on consumer preferences and cost considerations.*

The innerspring industry in the United Statesis comprised of two groups of manufacturers:
bedding suppliers that produce innersprings to supply mattress manufacturers and maker/users that
produce innersprings for internal consumption in the production of finished mattresses.> Maker/users buy
innersprings from other U.S. producers at certain times to supplement their own production.®

The majority of innersprings sold in the United States, whether domestically produced or
imported from subject countries, are sold directly to end users (mattress manufacturers), with only a
limited quantity sold to distributors.”

GEOGRAPHIC MARKETS
U.S. producers reported serving national markets, although one producer reported that its sales

were concentrated in a particular region. Generally, importers reported serving the Southeast, Southwest,
and the West Coast, with five importers reporting that they serve the national market (seetable 11-1).8

Y In the third quarter of 2007, 90.2 percent of all mattresses shipped in the United States were innerspring
mattresses. International Sleep Products Association, The Bedding Barometer, September 2007.

2 Petitioner reported that both types of innerspring units have the same end use and are interchangeable as the
main component in the manufacture of innerspring mattresses. Petition, pp. 10-11. Leggett & Platt also reported
that pocketed innersprings represent approximately 10-12 percent of the total innerspring market in the United
States. Conference transcript, p. 64 (Salyer).

% Conference transcript, pp. 68-69 and 75 (Davis). However, the generic, lowest priced Bonnell coils are still the
predominant innerspring in the United States, generally accounting for 75 percent of innerspring units in the market.
Conference transcript, p. 80 (Davis). Sales of non-proprietary innersprings increased from *** percent of Leggett &
Platt’ sinnersprings salesin 2004 to *** percent in 2007. Petitioner’s postconference brief, p. 11 and exhibit 11.

4 Petitioner’ s postconference brief, p. 15.

® Petitioner reported that, of the 21 million unit U.S. innerspring market, approximately one-third is covered by
the maker/users. Conference transcript, p. 22 (Salyer).

® Conference transcript, pp. 67-68 (Davis) and petitioner’ s postconference brief, exhibit 1, p. 2.

" Over 96 percent of all shipments of both U.S.-produced innersprings and innersprings imported from China,
South Africa, and Vietnam were shipped to end usersin each year during the period of investigation.

8 Of the 40 responding importers/consignees, 20 reported that they use all of their imported innersprings
internally and so did not answer questions relating to sales of imported innersprings.
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Table 1I-1
Innersprings: Geographic market areas in the United States served by domestic producers and
importers of subject product

Region Producers Importers
National ok 5
Northeast ok 2
Mid-Atlantic rrk 1
Midwest ok 2
Southeast ok 7
Southwest ek 4
Rocky Mountains rxk 1
West Coast ok 6
Northwest ok 2
Note.—Five producers and 20 importers responded to this question. Firms were not limited to the number of
market areas that they could report.

Source: Compiled from data submitted in response to Commission questionnaires.

SUPPLY AND DEMAND CONSIDERATIONS
U.S. Supply

Petitioner, Leggett & Platt, isthe largest U.S. manufacturer of innersprings and has
manufacturing facilities throughout the South and Midwest with a nationwide distribution system.® There
are severa other smaller U.S. manufacturers, including some that manufacture innersprings for internal
consumption (see part 111 of thisreport for additional information). Two U.S. manufacturers, Atlas and
Saval, went out of businessin recent years.*

When asked if there had been any changes in the product range or marketing of innersprings, half
of the responding producers and the vast majority of responding importers reported that there have not
been any significant changes. Of the 4 producers and 10 importers reporting that there have been
changes, some reported that there have been new preferences for higher-profile innersprings, higher
spring count innersprings, more expensive innersprings, and non-innerspring mattresses (citing such
products as airbeds and memory foam). *** reported that preferences have shifted toward taller
innersprings but that coil counts have decreased.

No producer reported being unable to supply innersprings since 2004. Two importers reported
having experienced supply problems with innersprings imported from China. *** reported that with a6
to 8 week lead time to get innersprings from China, it occasionally runs out of certain products. ***
reported that it had received a number of defective shipments of innersprings imported from China during
the summer of 2007.

® Since 2004, Leggett & Platt has closed *** manufacturing facilities and *** distribution facilities. Petition, p.
3.

10 Saval shut down in October 2003, and Atlas ceased operation in December 2006. Petition, p. 2.
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Domestic Production

Based on available information, U.S. producers are likely to respond to changes in demand with
moderate changes in the quantity of shipments of U.S.-produced innersprings to the U.S. market. The
main contributing factors to the moderate degree of responsiveness of supply are the availability of
unused capacity, moderate levels of inventories, low levels of export shipments, and no production
aternatives.
Industry capacity

U.S. producers' reported capacity utilization decreased from 81.8 percent in 2004 to 78.8 percent
in 2005 and then increased to 81.2 percent in 2006 (see table 111-2)." Capacity utilization was lower in
January-September 2007 (78.5 percent) than it was in the same period in 2006 (84.2 percent).
Alternative markets

U.S. producers export shipments as a percent of total shipments were *** percent in 2004, ***
(seetableI11-2), and thislow level of exports during the period indicates that domestic producers are
unlikely to be able to shift shipments between the United States and other markets in response to price
changes.
Inventory levels

U.S. producers' inventories, as a share of total shipments, rose from *** percent in 2004 to ***
percent in 2006 (seetable I11-2). Inventories were lower in January-September 2007 (*** percent) than
they were during the same period in 2006 (*** percent).
Production alternatives

No producer reported that it produces other products using the same equipment and machinery or
production and related workers that it uses to produce innersprings.

Foreign Supply
Subject Imports

Imports of innersprings from China have been in the U.S. market for severa years, but imports
from South Africaand Vietnam did not appear in official import statistics until 2005.%2

China

Based on available information, Chinese producers are likely to respond to changes in demand
with moderate changes in the quantity of shipments of innersprings to the U.S. market. The main

™ Petitioner reported that, in its reported capacity data, it did not include the ***. Petition, p. 26.

12 Petition, p. 16. Petitioner reported that it believes some subject imports of innersprings are misclassified under
other HTS numbers. Petition, p. 20. In addition, evidence on the record may indicate that imports of innersprings
from South Africa entered the U.S. market in 2004 and prior to 2004. Petitioner’s postconference brief, p. 8.
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contributing factors to the moderate degree of responsiveness of supply are the availability of some
unused capacity, large export shipments, and low levels of inventories.

Chinese producers’ reported capacity utilization increased from 87.1 percent in 2004 to 94.9
percent in 2006 (seetable VII-1). Capacity utilization was 92.6 percent in January-September 2007, as
compared to 93.7 percent during the same period in 2006.

Inventories, as ashare of total shipments, decreased from 6.2 percent in 2004 to 1.6 percent in
2006.

Chinese producers’ export shipments, as a share of total shipments, increased from 56.8 percent
in 2004 to 65.0 percent in 2005 and then decreased to 61.5 percent in 2006. The majority of Chinese
producers export shipments went to the United States during the period of investigation.

Chinese producers reported that they do not produce other products on the same equipment and
machinery used in the production of innersprings.*®

South Africa

Based on available information, South African producers are likely to respond to changesin
demand with moderate-to-large changes in the quantity of shipments of innersprings to the U.S. market.*
The main contributing factors to the moderate-to-high degree of responsiveness of supply are the
availability of unused capacity, large export shipments, and low levels of inventories.

South African producers’ reported capacity utilization increased from *** percent in 2004 to ***
percent in 2006 (seetable VII-2). Capacity utilization was lower in January-September 2007 (***
percent) than it was in January-September 2006 (***) percent.

Inventories decreased from *** percent of total shipmentsin 2004 to *** percent in 2006.

South African producers export shipments, as a share of total shipments, increased from 2004 to
2005 before falling to *** percent in 2006. Export shipments were *** percent in January-September
2007, as compared to *** percent during the same period in 2006. The *** of South African exports of
innersprings are shipped to the United States.

Innerspring producers in South Africa reported that they do not produce other products on the
same equipment and machinery used in the production of innersprings.

Vietnam

Only one producer of innerspringsin Vietnam submitted aforeign producer questionnaire
response. From that information, reported capacity utilization was *** percent (seetable V1I-3).
Inventories, as ashare of total shipments, were *** | but increased from *** percent in 2004 to ***
percent in 2006. The Vietnamese producer reported that *** percent of its total shipments were shipped
to the United States during the period of investigation.

3 Innerspring production in China reportedly involves a great deal of manual labor for the assembly of
innerspring units. Conference transcript, p. 18 (Davis) and p. 115 (Enoch).

4 |mporters reported that imports of innersprings from South Africa serve a limited and distinct segment of the
U.S. market for high-quality Bonnell springs and that South African innersprings are produced from 90 percent
virgin steel with thicker gauge wire and greater coil height. Ad-Hoc Innersprings Importers' Coalition’s
postconference brief, pp. 47-48.
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Nonsubject Imports

Although there are other producers of innersprings in various countries, imports from those
countries have been at low levels since 2004." Imports of innersprings from nonsubject countries
decreased from *** unitsin 2004 to *** unitsin 2006 (seetable IV-2).

U.S. Demand

The sole end use for innersprings, whether pocketed or non-pocketed, is to make innerspring
mattresses, corresponding in size to standard measures: king, queen, full, twin, and variations such as full
long and Californiaking.

Demand Characteristics

From 2004 to 2006, apparent U.S. consumption of innersprings decreased by 4.9 percent, and
consumption was lower in January-September 2007 than it was in the same period in 2006.° The overall
demand for innersprings depends upon the demand for end-use applications, namely mattresses. Asa
result, demand is generally related to the amount of housing-related activity in the economy, and demand
generally tracks overall economic activity.'” Housing starts, used in the innersprings industry as an
indicator of bedding demand,™® grew during 2004 through early 2006, but then generally fell during 2006
and 2007 (figure 11-1).°* The downturn in the U.S. housing market in 2007 has negatively affected the
innerspring and finished mattress markets, and Leggett & Platt reported that it does not expect an
improvement until mid-to-late 2009.%°

5 According to the International Sleep Products Association (1SPA), relatively large quantities of uncovered
innerspring units were imported from Mexico and other nonsubject countriesin 2004. Imports from nonsubject
countries then declined in 2005 and 2006. |SPA 2006 Mattress Industry, Industry Report of Sales and Trends, figure
18, p. 19.

16 Petitioner reported that the misclassification of imports will affect the apparent consumption data. Conference
transcript, pp. 89-90 (Baisburd).

7 Importers reported that the decision to