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UNITED STATES INTERNATIONAL TRADE COMMISSION

Investigations Nos. 731-TA-1015-1016 (Final)

POLYVINYL ALCOHOL FROM GERMANY AND JAPAN

DETERMINATIONS

On the basis of the record' developed in the subject investigations, the United States
International Trade Commission (Commission) determines, pursuant to section 735(b) of the Tariff Act
0f 1930 (19 U.S.C. § 1673d(b)) (the Act), that an industry in the United States is threatened with material
injury? by reason of imports from Japan of polyvinyl alcohol (“PVA”),’ provided for in subheading

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

2 Pursuant to section 735(b)(4)(B) of the Act (19 U.S.C. § 1673d(b)(4)(B)), the Commission further determines
that it would not have found material injury by reason of the subject imports from Japan but for any suspension of
liquidation of entries of that merchandise.

* For purposes of these investigations, PVA is defined as all polyvinyl alcohol hydrolyzed in excess of 80
percent, whether or not mixed or diluted with commercial levels of defoamer or boric acid, except as excluded from
the definition. The following forms of polyvinyl alcohol are excluded from the definition of PVA:

(1) PVA in fiber form;

(2) PVA with hydrolysis less than 83 mole percent and certified not for use in the production of

textiles;

(3) PVA with hydrolysis greater than 85 percent and viscosity greater than or equal to 90 cps;

(4) PVA with a hydrolysis greater than 85 percent, viscosity greater than or equal to 80 cps but

less than 90 cps, certified for use in an ink jet application;

(5) PVA for use in the manufacture of an excipient or as an excipient in the manufacture of film

coating systems which are components of a drug or dietary supplement, and accompanied by an

end-use certification;

(6) PVA covalently bonded with cationic monomer uniformly present on all polymer chains in a

concentration equal to or greater than one mole percent;

(7) PVA covalently bonded with carboxylic acid uniformly present on all polymer chains in a

concentration equal to or greater than two mole percent, certified for use in a paper application;

(8) PVA covalently bonded with thiol uniformly present on all polymer chains, certified for use in

emulsion polymerization of non-vinyl acetic material;

(9) PVA covalently bonded with paraffin uniformly present on all polymer chains in a

concentration equal to or greater than one mole percent;

(10) PVA covalently bonded with silan uniformly present on all polymer chains certified for use

in paper coating applications;

(11) PVA covalently bonded with sulfonic acid uniformly present on all polymer chains in a

concentration level equal to or greater than one mole percent;

(12) PVA covalently bonded with acetoacetylate uniformly present on all polymer chains in a

concentration level equal to or greater than one mole percent;

(13) PVA covalently bonded with polyethylene oxide uniformly present on all polymer chains in a

concentration level equal to or greater than one mole percent;

(14) PVA covalently bonded with quaternary amine uniformly present on all polymer chains in a
(continued...)



3905.30.00 of the Harmonized Tariff Schedule of the United States, that have been found by the
Department of Commerce (Commerce) to be sold in the United States at less than fair value (LTFV).?
The Commission also determines, pursuant to section 735(b) of the Act, that an industry in the United
States is not materially injured or threatened with material injury, and the establishment of an industry in
the United States is not materially retarded, by reason of imports from Germany of PVA that have been
found by Commerce to be sold in the United States at LTFV.

BACKGROUND

The Commission instituted these investigations effective September 5, 2002, following receipt of
a petition filed with the Commission and Commerce by Celanese, Ltd. of Dallas, TX and E.I. du Pont de
Nemours & Co. of Wilmington, DE. The final phases of the investigations were scheduled by the
Commission following notification of preliminary determinations by Commerce that imports of
polyvinyl alcohol from Germany and Japan were being sold at LTFV within the meaning of section
733(b) of the Act (19 U.S.C. § 1673b(b)). Notice of the scheduling of the final phases of the
Commission’s investigations and of a public hearing to be held in connection therewith was given by
posting copies of the notice in the Office of the Secretary, U.S. International Trade Commission,
Washington, DC, and by publishing the notice in the Federal Register of March 7, 2003 (68 FR 11144).
The hearing was held in Washington, DC, on May 8, 2003, and all persons who requested the
opportunity were permitted to appear in person or by counsel.

?(...continued)
concentration level equal to or greater than one mole percent; and
(15) PVA covalently bonded with diacetoneacrylamide uniformly present on all polymer chains in
a concentration level greater than three mole percent certified for use in a paper application.

* Vice Chairman Jennifer A. Hillman made a negative determination with respect to Japan.
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VIEWS OF THE COMMISSION

Based on the record in these investigations, we determine that an industry in the United States is
not materially injured or threatened with material injury by reason of imports of polyvinyl alcohol
(“PVA”) from Germany that are sold in the United States at less than fair value (“LTFV”).! We
determine that an industry in the United States is threatened with material injury by reason of imports of
PVA from Japan that are sold in the United States at LTFV.??

I. DOMESTIC LIKE PRODUCT
A. In General

In determining whether an industry in the United States is 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 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 turn, the Act defines “domestic like
product” as “a product which is like, or in the absence of like, most similar in characteristics and uses
with, the article subject to an investigation . . . .

The decision regarding the appropriate domestic like product(s) in an investigation is a factual
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

! Material retardation is not an issue in these investigations.

* Vice Chairman Hillman has determined that an industry in the United States is neither materially injured nor
threatened with material injury by reason of LTFV imports of PVA from Japan. See Additional and Dissenting
Views of Vice Chairman Jennifer A. Hillman. She joins all sections of these Views except III.C., V.C., VL.B. (in
part), and VI.C.

* Petitioners referred for the first time in their Final Comments to various publications pertaining to cost
accounting. See Petitioners Final Comments at 5 & n.3. The referenced materials constitute new factual
information which, under the Commission’s Rules of Practice and Procedure, may not be included in Final
Comments. 19 C.F.R. § 207.30. Pursuant to this rule, we have disregarded the petitioners’ references to new
factual material.

419 U.S.C. § 1677(4)(A).
519 U.S.C. § 1677(4)(A).
519 U.S.C. § 1677(10).

7 See, e.g., NEC Corp. v. Department of Commerce, 36 F. Supp.2d 380, 383 (Ct. Int’l 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’1 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 factors including: (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’l Trade 1996).




may consider other factors it deems relevant based on the facts of a particular investigation.® The
Commission looks for clear dividing lines among possible like products and disregards minor variations.
Although the Commission must accept the determination of the Department of Commerce
(“Commerce”) as to the scope of the imported merchandise that has been found to be subsidized or sold
at LTFV, the Commission determines what domestic product is like the imported articles Commerce has
identified."

9

B. Product Description

In its final determinations in its investigations of PVA from Germany and Japan, Commerce
defined the imported merchandise within the scope of these investigations as:

all PVA hydrolyzed in excess of 80 percent, whether or not mixed or diluted with
commercial levels of defoamer or boric acid."!

Commerce specifically excluded 15 products from the scope of the investigations.'

¥ See, e.g., S. Rep. No. 96-249 at 90-91 (1979).

° Nippon Steel, 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 differences in physical characteristics or uses to 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 a fashion as to prevent
consideration of an industry adversely affected by the imports under consideration.”).

1 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 748-752 (affirming Commission determination of six like products in investigations where Commerce
found five classes or kinds).

168 Fed. Reg. 19509 (Apr. 21, 2003) (Germany), 68 Fed. Reg. 19510, 19511 (Apr. 21, 2003) (Japan).

12 The excluded products are:

(1) PVA in fiber form;

(2) PVA with hydrolysis less than 83 mole percent and certified not for use in the production of textiles;

(3) PVA with hydrolysis greater than 85 percent and viscosity greater than or equal to 90 cps;

(4) PVA with a hydrolysis greater than 85 percent, viscosity greater than or equal to 80 cps but less than 90

cps, certified for use in an ink jet application;

(5) PVA for use in the manufacture of an excipient or as an excipient in the manufacture of film coating

systems which are components of a drug or dietary supplement, and accompanied by an end-use

certification;

(6) PVA covalently bonded with cationic monomer uniformly present on all polymer chains in a

concentration equal to or greater than one mole percent;

(7) PVA covalently bonded with carboxylic acid uniformly present on all polymer chains in a

concentration equal to or greater than two mole percent, certified for use in a paper application;

(8) PVA covalently bonded with thiol uniformly present on all polymer chains, certified for use in

emulsion polymerization of non-viny! acetic material;

(9) PVA covalently bonded with paraffin uniformly present on all polymer chains in a concentration equal

to or greater than one mole percent;

(10) PVA covalently bonded with silan uniformly present on all polymer chains certified for use in paper
(continued...)




PVA is a water-soluble synthetic polymer, often sold as a white granular solid or in powdered
form. PVA is largely, but not exclusively, captively consumed or sold directly to end users for the
production of polyvinyl butyral (“PVB™), and sold to end users for use in textile, adhesive/emulsifier,
building, and paper applications."

C. Whether PVB-Grade PVA Is a Separate Domestic Like Product

The only domestic like product issue in these final phase investigations is whether PVA
formulated for use in the production of PVB (“PVB-grade PVA”) is a separate domestic like product
from the other types of PVA hydrolyzed in excess of 80 percent within Commerce’s scope definition.
PVB is a plastic laminate primarily used as an adhesive in the manufacture of automotive safety glass
and load-resistant architectural glass.™ Petitioners E.I. du Pont de Nemours & Co. (“DuPont”) and
Celanese, Ltd. (“Celanese™), both of which are U.S. producers of PVA, argue that the Commission
should define a single domestic like product consisting of PVA produced domestically that meets the
specifications described in Commerce’s scope definition. Respondents Solutia, Inc., a U.S. producer of
PVA that opposes the imposition of duties, and Clariant Corp., a U.S. importer of subject merchandise,
argue that PVB-grade PVA is a separate domestic like product.

We considered and rejected in the preliminary determination Solutia’s argument that PVB-grade
PVA should be defined as a separate domestic like product. We observed that all PVA has a similar
chemical composition, and that while PVB-grade PVA may have tighter and more specific parameters
than other types of PVA, several other grades of PVA must meet specialized requirements of end users,
including quality and safety requirements. We further found that while all grades of PV A are not
completely interchangeable with other grades, more than one grade may be sold for a specific end-use
application. Thus, while PVB-grade PVA is used primarily for optical applications such as windshields
and architectural glass, it is also used for applications in which other types of PVA are used (although
only PVB-grade PVA can be used to make PVB). In terms of channels of distribution, both PVB-grade
PV A and other types of PVA are sold in the merchant market directly to end users. We also found that
production processes, equipment, and employees were similar for both PVB-grade PV A and other types
of PVA. While we observed that there were both differences and similarities between PVB-grade PVA,
on the one hand, and other types of PVA, on the other, we concluded that “the differences do not warrant

12 (...continued)

coating applications;

(11) PVA covalently bonded with sulfonic acid uniformly present on all polymer chains in a concentration
level equal to or greater than one mole percent;

(12) PVA covalently bonded with acetoacetylate uniformly present on all polymer chains in a
concentration level equal to or greater than one mole percent;

(13) PVA covalently bonded with polyethylene oxide uniformly present on all polymer chains in a
concentration level equal to or greater than one mole percent;

(14) PVA covalently bonded with quaternary amine uniformly present on all polymer chains in a
concentration level equal to or greater than one mole percent; and

(15) PVA covalently bonded with diacetoneacrylamide uniformly present on all polymer chains in a
concentration level greater than three mole percent, certified for use in a paper application.

68 Fed. Reg. at 19509-10 (Germany), 19511 (Japan).
'* Confidential Report (CR) at I-7, I-10, Public Report (PR) at I-5-7.
' CR at I-7, PR at I-6.



treating PVB-grade PVA as a separate domestic like product instead of as a part of the continuum of
PVA products.”"

The record in these final phase investigations concerning the characteristics of PVB-grade PVA
as compared to other types of PVA is essentially the same as that in the preliminary phase.'® Solutia has
submitted in the final phase investigations an affidavit from its Technology and Marketing Manager for
Performance Films purporting to show that it has exacting specifications for the PVB-grade PVA it
purchases.'” This merely reiterates material Solutia submitted in the preliminary phase investigations.
Indeed, in our preliminary determination, we acknowledged that PVB-grade PV A must meet specialized
purchaser requirements but found that this characteristic does not distinguish PVB-grade PVA from
other types of PVA.'"® There is no basis in the current record for us to deviate from either this prior
finding or our conclusion that the distinctions between PVB-grade PV A and other types of PVA are
insufficient to warrant treating PVB-grade PVA as a separate domestic like product.

Solutia argues, however, that we should make a different domestic like product finding because
Commerce has changed the scope of the investigations to exclude several specific PVA products since
our preliminary determination. Solutia argues that, when the scope has been defined or refined by end
use or specific properties, the product “continuum” is significantly broken and there is no basis for the
Commission to make a broad domestic like product definition."

We find Solutia’s argument unpersuasive. Commerce’s scope exclusions, which principally
concerned copolymers and specialty PVA products, did not break the “continuum” of domestically-
produced product corresponding with the products within the scope. The products excluded from the
scope are not produced and sold in the United States.”® Consequently, the universe of domestically-
produced products we are considering in this final determination is the same as the one we considered
during the preliminary determination. It encompasses essentially all PVA hydrolyzed in excess of 80
percent produced domestically. :

Accordingly, we conclude that our domestic like product analysis in the preliminary
determination is applicable here. We consequently find that there is one domestic like product,
encompassing all domestically produced PVA meeting the specifications stated in Commerce’s scope
definition.

II. DOMESTIC INDUSTRY AND RELATED PARTIES

The domestic industry is defined as “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 of the domestic production of the like product, whether

'3 Polyvinyl Alcohol from China, Germany, Japan, Korea, and Singapore, Inv. Nos. 731-TA-1014-1018
(Preliminary), USITC Pub. 3553 at 8-9 (Oct. 2002) (“Preliminary Determination”).

16 See generally CR at I-7-10, PR at [-5-7.

17 Solutia Prehearing Brief, ex. 1 at 2-3.

'8 Preliminary Determination, USITC Pub. 3553 at 8.

' Solutia Prehearing Brief at 13.

? Hearing Transcript (“Tr.”) at 42 (Greenwald); see Petitioners Posthearing Brief, part II at 35.
219 U.S.C. § 1677(4)(A).



toll-produced, captively consumed, or sold in the domestic merchant market.”> Based on our finding of a
single domestic like product, we find that the domestic industry consists of all domestic PVA producers.
We must further determine whether any producer of the domestic like product should be

excluded from the domestic industry pursuant to section 771(4)(B) of the Act. That provision of the
statute 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 themselves
importers.” Exclusion of such a producer is within the Commission’s discretion based upon the facts
presented in each case.”

The only domestic industry issue in the final phase of these investigations is whether appropriate
circumstances exist to exclude Solutia from the domestic industry as a related party. Petitioners contend
that Solutia should be excluded from the domestic industry as a related party; Solutia contends that there
is no basis for its exclusion.

Solutia imported *** pounds of subject PVA from *** 2 By definition, therefore, Solutia is a
related party under the statute because it imported subject merchandise during the period of
investigation.?® Solutia produced *** pounds of PVA in the United States in 2002 and accounted for ***
percent of domestic PVA production.?’” As a share of its PVA production, Solutia’s subject imports are
minuscule. Solutia opposes the imposition of antidumping duties on subject imports of PVA.% Its
financial performance ***, but Solutia is not competing in the merchant market for PVA, because its
PVA production is all captively consumed ***.** Based on these considerations, particularly the very
small volume of Solutia’s subject imports, it does not appear likely that Solutia’s financial performance
reflects a benefit from its subject imports and purchases of subject imports. Also, Solutia’s primary

22 See United States Steel Group v. United States, 873 F. Supp. 673, 681-84 (CIT 1994), aff’d, 96 F.3d 1352
(Fed. Cir.1996).

219 U.S.C. § 1677(4)(B).

24 Sandvik AB v. United States, 721 F. Supp. 1322, 1331-32 (Ct. Int’1 Trade 1989), aff’d without opinion, 904
F.2d 46 (Fed. Cir. 1990); Empire Plow Co. v. United States, 675 F. Supp. 1348, 1352 (Ct. Int’] Trade 1987). The
primary factors the Commission has examined in deciding whether appropriate circumstances exist to exclude the
related parties include: (1) the percentage of domestic production attributable to the importing producer; (2) the
reason the U.S. producer has decided to import the product subject to investigation, i.e., whether the firm benefits
from the LTFV sales or subsidies or whether the firm must import in order to enable it to continue production and
compete in the U.S. market; and (3) the position of the related producers vis-a-vis the rest of the industry, i.e.,
whether inclusion or exclusion of the related party will skew the data for the rest of the industry. See, e.g.,
Torrington Co. v. United States, 790 F. Supp. 1161, 1168 (Ct. Int’l Trade 1992), aff’d without opinion, 991 F.2d
809 (Fed. Cir. 1993). The Commission has also considered the ratio of import shipments to U.S. production for
related producers and whether the primary interests of the related producers lie in domestic production or in
importation. See, e.g., Melamine Institutional Dinnerware from China, Indonesia, and Taiwan, Inv. Nos. 731-TA-
741-743 (Final), USITC Pub. 3016 (Feb. 1997) at 14, n.81.

23 CR/PR, Table 111-4; see also Solutia Posthearing Brief, part II at 25.
%19 U.S.C. § 1677(4)(B).

> CR/PR, Table I11-4.

28 CR/PR, Table III-1.

» CR/PR, Table VI-2.




interest appears to be in domestic production rather than importing.*® We consequently conclude that
appropriate circumstances do not exist to exclude Solutia from the domestic industry as a related party.

Accordingly, we find that the domestic industry consists of PVA producers DuPont, Celanese,
and Solutia.

II1. CUMULATION
A. In General

For purposes of evaluating the volume and price effects for a determination of material injury by
reason of subject imports, section 771(7)(G)(i) of the Act requires the Commission to assess
cumulatively the volume and effect of imports of the subject merchandise 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 with domestic like products 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, including:

(N the degree of fungibility between the subject imports from different countries and
between imports and the domestic like product, including consideration of specific

customer requirements and other quality related questions;

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

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

4) whether the subject imports are simultaneously present in the market.*

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

30 petitioners’ contention that Solutia’s principal interest is in production of PVB, Petitioners Prehearing Brief at
9, incorrectly perceives the nature of our inquiry. This inquiry focuses on the nature of the producer’s activities
pertaining to production of the domestic like product as compared to the nature of its activities pertaining to
importation of the subject merchandise.

319 U.S.C. § 1677(7)(G)(i).

32 The Uruguay Round Agreements Act (URAA) Statement of Administrative Action (SAA) expressly states
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, H.R. Rep. 103-316, vol. I at 848 (1994), citing Fundicao
Tupy, S.A. v. United States, 678 F. Supp. 898, 902 (Ct. Int’l Trade 1988), aff’d, 859 F.2d 915 (Fed. Cir. 1988).

33 See Certain Cast-Iron Pipe Fittings from Brazil, the Republic of Korea, and Taiwan, Inv. Nos.
731-TA-278-280 (Final), USITC Pub. 1845 (May 1986), aff’d, Fundicao Tupy, S.A. 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. Imports Eligible for Cumulation

We first consider which imports are eligible for cumulation under the statute. The petition in
these investigations concerned PVA imports from China, Germany, Japan, Korea, and Singapore. The
Commission terminated the investigation of imports from Singapore on the grounds that subject imports
from Singapore were negligible.** Consequently, imports from Singapore are not eligible for
cumulation.”” Commerce has made a preliminary negative dumping determination with respect to
imports from China produced and exported by Sinopec Sichuan Vinylon Works (SSVW), and has not yet
made a final dumping determination in the China investigation. Consequently, as the parties do not
dispute, imports from China produced and exported by SSVW are not eligible for cumulation.®

Subject imports from Germany, Japan, and Korea, and subject imports from China produced or
exported by firms other than SSVW, are eligible for cumulation. We will examine these imports in
determining whether there is a reasonable overlap of competition. Our discussion with respect to the
four customary cumulation factors will focus primarily on imports from Germany, Japan, and Korea.
There is very limited information available in the record concerning non-SSVW imports from China, as
explained further below. Petitioners argue that imports from all eligible subject sources should be
cumulated, because these imports all compete with each other and with the domestic like product.
Respondents, by contrast, assert that neither imports from Germany nor imports from Japan are fungible
with imports from any other subject country. They thus argue that there is no basis for cumulating either
subject imports from Germany or subject imports from Japan with imports from any other source.

C. Reasonable Overlap of Competition™

We now examine the four factors pertinent to reasonable overlap of competition.

Fungibility. The record indicates that, on a broad level, there is some similarity in characteristics
between the domestic like product, on the one hand, and subject imports from Germany, Japan, and
Korea, on the other, and between subject imports from these sources. A majority of producers and
importers found that U.S.-produced product was at least “sometimes” interchangeable with the subject
imports from Germany, Japan, and Korea, and that imports from each of these countries were at least

34 See, e.g., Wieland Werke, AG v. United States, 718 F. Supp. 50 (Ct. Int’l Trade 1989).

3% See Goss Graphic System, Inc. v. United States, 33 F. Supp. 2d 1082, 1087 (Ct. Int’l Trade 1998), aff’d, 216
F.3d 1357 (Fed. Cir. 2000) (“cumulation does not require two products to be highly fungible”); Mukand Ltd. v.
United States, 937 F. Supp. 910, 916 (Ct. Int’l Trade 1996); Wieland Werke, 718 F. Supp. at 52 (“Completely
overlapping markets are not required.”).

% Preliminary Determination, USITC Pub. 3553 at 11-12.
719 U.S.C. § 1677(7)(G)(ii)(II).
¥ 19 U.S.C. § 1677(7)(G)(ii)(I).

* Vice Chairman Hillman cumulates subject imports from Germany, Japan, and Korea for purposes of her
analysis of material injury by reason of subject imports, and does not join this section of the opinion. See
Additional and Dissenting Views of Vice Chairman Jennifer A. Hillman.
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sometimes interchangeable with each other. We observe, however, that, a significant minority of
importers stated that imports from Germany were never interchangeable with imports from either Japan
or Korea.*

To obtain more specific information about fungibility of PVA from different sources, we
collected questionnaire data concerning the extent to which PVA from U.S. sources and the subject
countries is used in particular applications. Data on end use are particularly pertinent to an analysis of
competition in these investigations. The parties, in their hearing testimony and written submissions,
consistently talked about competition in relation to specific end-use applications, rather than in terms of
grades or hydrolysis levels.*' Indeed, as discussed further below, prices for PVA in the U.S. market are a
function of the intended end use of the product, rather than its grade.*

The questionnaire data indicate that building materials are the only end-use application where
there has been participation by the United States, Germany, Japan, and Korea. The participation by the
United States and Japan in this category has been minimal.* Another category, textiles, has been the ***
end-use category for the United States and Korea, and the *** end-use category for Japan, but is one in
which there has been no German participation. The end-use category of adhesives/emulsifiers also has
had significant participation by the United States, Japan, and Korea, but no participation by Germany.*
The end use category with the largest participation by imports from Germany, paper products, is one
where there has been U.S. participation but no participation by imports from Korea and only ***
participation by imports from Japan.*

40 CR/PR, Table II-10. *** found subject imports from Germany and Japan were always interchangeable with
the domestic like product, and *** found these subject imports were never interchangeable with the domestic like
product. *** found subject imports from Korea were always or frequently interchangeable with the domestic like
product. The number of importers reporting that subject imports were at least “sometimes” interchangeable with the
domestic like product was four of six for Germany, eight of ten for Japan, and five of five for Korea. Id.

*** found at least frequent interchangeability for the Germany/Japan, Germany/Korea, and Japan/Korea
combinations. The number of importers reporting that subject import combinations were at least “sometimes”
interchangeable was four of six for Germany/Japan, three of five for Germany/Korea, and four of four for
Japan/Korea. Id.

# See, e.g., Tr. at 18-20 (Chanslor), 28-30 (McCord), 166-67 (Saeger); Petitioners Prehearing Brief at 23-24.
“CRatlI-1,PR at II-1.

# CR/PR, Table II-1. United States participation in the building materials category in 2002 was *** of its total
shipments and Japanese participation was *** of its total shipments. Id.

Petitioners claim that the residual category indicates participation by the United States, Germany, and Japan in
PVC-grade PVA. Petitioners Posthearing Brief, ex. 3. Even using petitioners’ data, the U.S. participation in this
application was under ***. CR/PR, Table II-1. Moreover, petitioners’ data concerning Japan are unreliable.
Petitioners state that PVC-grade PVA was imported by ***. Petitioners’ reported figure for PVC-grade PVA
shipments from Japan, however, exceed total 2002 subject import shipments from Japan from these importers.
Compare Petitioners Posthearing Brief, ex. 3 with CR/PR, Table IV-1. Moreover, we observe that petitioners
themselves never identified PVC-grade PV A as a significant end use in the U.S. market. See Petitioners Prehearing
Brief at 23; *** Producers Questionnaire Responses, Response to Question II-22.

4 CR/PR, Table II-1. We have combined these end use categories because one *** importer reported that its
adhesive and emulsifier uses are the same. Id.

# CR/PR, Table II-1. See also Tr. at 166 (Saeger).
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The pricing data we collected confirms the overlap in textile and adhesive applications by
domestically-produced product, subject imports from Japan, and subject imports from Korea. For one
pricing product used in textile applications and two pricing products involving adhesive applications,
data were available for PVA from each of these three sources, but not for PVA from Germany.* By
contrast, for three pricing products involving paper applications and one pricing product involving resin
applications, data were available for domestically-produced product and subject imports from Germany,
but not for subject imports {rom Japan and Korea.*’

Geographic Coincidence. The U.S. producers that sell PVA on the merchant market do so on a
nationwide basis.*® Subject imports from Germany and Korea enter the United States predominantly in
the East region. Appreciable volumes of imports from Japan enter the United States in the East, Great
Lakes, and Gulf Coast regions, while appreciable volumes of PVA from Japan and Korea enter the
United States in the West region.®

Channels of Distribution. Of domestic producers’ 2002 U.S. shipments of PVA, *** percent
were internally consumed, principally for production of PVB.** The remaining shipments were sold on
the merchant market, principally directly to end users. The subject imports (regardless of source) have
generally been sold directly to end users.”

Simultaneous Presence in Market. Subject imports of PVA from Germany, Japan, and Korea
were present in the U.S. market in 2000, 2001, and 2002.>* The record indicates that there have been
only infrequent imports of PVA from China exported by producers other than SSVW. These amounted
to *** pounds in 2001 and *** pounds in 2002.%

Conclusion. With respect to three of the four cumulation factors, there is a reasonable overlap of
subject imports from Germany, Japan, and Korea with each other and with the domestic like product.
The domestic like product and subject imports from these three countries have been simultaneously
present in the market, have significant presence in at least the East Region of the United States, and have
been sold in substantial quantities directly to end users.

With respect to the remaining factor, fungibility, we acknowledge that the record does contain
information that domestically-produced PVA and the subject imports from Germany, Japan, and Korea
are interchangeable, at least as a theoretical matter. A careful review of the record, however, indicates
that there is no major end-use category in which there is significant competition involving PVA from all
four of these sources, or between imports from Germany on the one hand and imports from Japan or

4 CR/PR, Tables V-1, V-2, V-4,
* CR/PR, Tables V-3, V-5-7.
¥ CR at V-2, PR at V-1.

# CR/PR, Table IV-3. We observe that no subject imports from Germany during 2002 entered the West region
of the United States. 1d.

S7°CR at I11-10, PR at I11-4.
S CR at I-10, PR at I-7.
2 CR/PR, Table IV-2.

3 CR atIV-2 n.8, PR at [V-2 n.8. To put this data in context, we observe that imports of PVA from all sources
in 2002 were 41.3 million pounds. CR/PR, Table I1V-2.
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Korea on the other.™® As previously stated, the only end-use category (other than a catch-all residual
category) indicating participation by U.S.-produced PVA and PVA from Germany, Japan, and Korea is
one where both U.S. and Japanese participation is too small to indicate a reasonable overlap of
competition.

By contrast, there are two large end-use categories (textiles and adhesives/emulsifers) in which
there is significant participation from both domestically-produced product and subject imports from
Japan and Korea. There are also individual products in these categories for which pricing data for
domestically-produced, Japanese, and Korean product are available.”

Based on this record, we find that the data on overlap in certain end-use segments is sufficient to
support a finding that the domestic like product, subject imports from Japan, and subject imports from
Korea are fungible. Consequently, we conclude that there is a reasonable overlap of competition
between subject imports from Japan, on the one hand, and the domestic like product and subject imports
from Korea, on the other. The same data do not indicate, however, that subject imports from Germany
are fungible either with subject imports from Japan or with subject imports from Korea. We therefore
conclude that there is not a reasonable overlap of competition between subject imports from Germany
and imports from the other subject sources.

The record also does not indicate that a reasonable overlap of competition between those imports
from China eligible for cumulation (i.e., produced and exported by firms other than SSVW), on the one
hand, and PVA from any other pertinent source, on the other. Indeed, the only questionnaire data that
the Commission received concerning imports from China involved PVA produced by SSVW, which is
not eligible for cumulation.® Thus, the information cited above concerning end use of imports does not
include any non-SSVW imports from China and consequently cannot demonstrate an overlap of uses
with either domestically-produced product or subject imports from Germany, Japan, and Korea. The
available information on the record further indicates that non-SSVW imports from China are sporadic.
During 2002, there were only *** shipments of PVA from China from exporters other than SSVW;
during 2001, there appear to have been no more than *** such shipments.’” Indeed, the available data
concerning non-SSVW imports from China indicate that, during the bulk of the period from 2000 to
2002, these imports and imports from the other subject sources were not simultaneously present in the

% In arguing that subject imports from Germany should be cumulated with imports from the other subject
countries, petitioners appear to proceed from the premise that any overlap in end use is sufficient to establish
fungibility. See, e.g., Petitioners Prehearing Brief at 13-14. Petitioners’ standard misstates the applicable law.
While it is true that a high degree of fungibility is not a prerequisite for cumulation, the pertinent standard is a
reasonable overlap of competition — not merely any overlap. See Goss Graphics, 33 F. Supp.2d at 1087-88.

% Respondents Kuraray Specialties Europe GmbH (“Kuraray Germany”’), a German producer of subject
merchandise, and Kuraray Co., Ltd. (“Kuraray Japan”), a Japanese producer of subject merchandise (collectively
“Kuraray”), in arguing that subject imports from Japan and Korea should not be cumulated, initially relied on the
lack of Japanese participation in, inter alia, textile end uses. See Kuraray Prehearing Brief at 12. When later-
produced data indicated that subject imports from Japan were in fact used for textile applications, Kuraray instead
emphasized that there was *** of PVA from both Japan and Korea. See Kuraray Final Comments at 2. Common
purchasers are not necessary, however, to support a finding of fungibility. See, e.g., Goss Graphics, 33 F. Supp.2d
at 1087-88 (affirming finding of fungibility when products from different subject countries competed at initial, but
not final, stage of bidding); Fundicao Tupy, 678 F. Supp. at 902 (offers to sell such as advertisements can be
evidence of fungibility).

% CR atIV-2n.8, PR at IV-2 n.8.
"CR atIV-2n.8, PR at IV-2 n.8.
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U.S. market. We consequently do not cumulate non-SSVW imports with China with either imports from
Germany or imports from Japan for purposes of the determinations concerning Germany and Japan.®®

Consequently, for our analysis of material injury by reason of subject imports in our
determination concerning Germany, we consider only subject imports from Germany. For our analysis
of material injury by reason of subject imports in our determination concerning Japan, we cumulate
subject imports from Japan and Korea.

Iv. CONDITIONS OF COMPETITION

A. Captive Production

We must determine whether the statutory captive production provision is applicable to these
investigations.” In the preliminary determination, we found that the elements of the statutory captive
production provision were satisfied but stated that we would re-examine the issue in the final phase
investigations.®® The record in these investigations consequently contains additional information
pertinent to this issue. Petitioners argue that the Commission should apply the statutory captive

58 The volume of non-SSVW imports has been quite small. The quantity of such imports was *** pounds in
2001 and *** pounds in 2002. CR at IV-2 n.8, PR at IV-2 n.8. Moreover, there are no pricing data concerning
these imports. The data we would use for our determinations concerning Germany and Japan consequently would
essentially be the same whether or not we cumulated non-SSVW imports from China. We consequently would have
made the same conclusions in both our Germany determination and our Japan determination had we cumulated non-
SSVW imports from China.

% The captive production provision, 19 U.S.C. § 1677(7)(C)(iv), which was added to the statute by the URAA,
provides:

(iv) CAPTIVE PRODUCTION -- If domestic producers internally 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 is internally transferred for processing into that
downstream article does not enter the merchant market for the domestic like product,

(I1) the domestic like product is the predominant material input in the production of that downstream
article, and

(I1I) 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 issued in conjunction with the URAA indicates that where a domestic like product is transferred internally
for the production of another article coming within the definition of the domestic like product, such transfers do not
constitute internal transfers for the production of a “downstream article” for purposes of the captive production
provision. SAA at 853.

¢ Preliminary Determination, USITC Pub. 3553 at 16-18.
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production provision. Respondents argue that the Commission cannot apply the provision because the
second and third statutory criteria are not satisfied.

We determine that the threshold criterion has been met because domestic producers internally
transfer significant production of the domestic like product for captive consumption and sell significant
production of the domestic like product in the merchant market. Internal transfers accounted for ***
percent of the reported volume of U.S. producers’ domestic shipments of PVA in 2002 and merchant
market sales accounted for the remaining *** percent. A comparable percentage of domestic shipments
was internally transferred in 2000 and 2001.°'

We also determine that the first criterion has been met. This criterion focuses on whether any of
the domestic like product that is transferred internally for further processing is in fact sold on the
merchant market.®> The record indicates that all internal transfers by domestic producers currently are
made by *** * These internal transfers are *** used in the production of PVB; *** have entered the
merchant market.*

In applying the second statutory criterion, we generally consider whether the domestic like
product is the predominant material input into a downstream product by referring to its share of the raw
material cost of the downstream product.®® The record indicates that *** of the PVA *** are used to
produce PVB sheet.% *** 97 PVA thus accounted for *** percent of Solutia’s raw material costs in its
production of PVB sheet in 2002.%®

¢ CR at I1I-10, PR at ITI-4.

2 See Hot Rolled Steel Products from Argentina and South Africa, Inv. Nos. 701-TA-404, 731-TA-898, 905
(Final), USITC Pub. 3446 at 15-16 (Aug. 2001).

63 #%% CR at III-10 nn.24, 25, PR at I1I-4 nn.24, 25.
® CR at 11I-11, PR at III-4-5.

¢ See generally Polyethylene Terephthalate Film, Sheet, and Strip from India and Taiwan, Inv. Nos. 701-TA-
415, 731-TA-933-934 (Final), USITC Pub. 3518 at 11 & n.51 (June 2002). The parties here do not object to

analysis based on raw material costs. See Petitioners Posthearing Brief, part II at 46; Solutia Prehearing Brief at 28.

Solutia’s argument that PVB is a product of a chemical transformation, Solutia Prehearing Brief at 28-29, is in
our view essentially irrelevant to the statutory inquiry, which concerns the “predominant material input” into the
production of the downstream article. The second criterion of the statute does not focus, as Solutia appears to think,
on how distinct the domestic like product and the downstream article are. Instead, it concerns what materials are
used to make the downstream product. In this respect, it is beyond dispute that PVA is a “material input” used in
the production of PVB.

% CR at I1I-11, PR at ITI-5. ***. Id.
" CR at I1I-11-12, PR at III-5.

8 CR at I1I-11, PR at ITI-5. It is appropriate to aggregate Solutia’s raw materials expenses relating to internally-
consumed PVA with its expenses relating to purchased PVA. The statutory provision concerns whether “the
domestic like product is the predominant material input in the production of that downstream article” and not
whether “the domestic like product that is internally consumed for processing is the predominant material input in
the production of that article.” Consequently, an approach which aggregates all Solutia raw material costs relating to
the domestic like product — PVA — is correct. .

Solutia observes that PVA accounted for *** its raw material costs for PVB in 2002 than in 2000 or 2001.
Solutia Prehearing Brief at 28. Solutia does not dispute, however, that PVA constituted *** in the production of
PVB throughout this period.
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Consequently, PVA accounts for a significant percentage of the total raw material costs for PVB
— *#** __ and is unquestionably larger than any other individual input. In these circumstances, we
conclude that the second statutory criterion is satisfied.®®

In applying the third statutory criterion, we inquire into whether the merchant market purchaser
is generally using the domestic like product in the production of the same downstream article or articles
as the integrated domestic producer.” The record in these investigations indicates that *** percent of
U.S. commercial shipments of PVA in 2002 were used to produce PVB.”" In prior investigations, we
have found the like product was not “generally” used in the production of the downstream article when
even higher percentages of commercial shipments of the domestic like product than the *** percent
figure here were used to produce the relevant downstream products.”” We accordingly conclude that the
that the third statutory criterion is satistied.

Because we conclude that all elements of the statutory captive production provision are met, we
focus primarily on the merchant market for the domestic like product in determining market share and
the factors affecting financial performance, although we analyze these factors with respect to the whole
market as well.

B. Other Conditions of Competition

We find the following conditions of competition relevant to our inquiry of material injury by
reason of subject imports and threat of material injury by reason of subject imports.

There is no dispute that market participants commonly perceive the PVA market by reference to
the different applications for which it is sold. These include PVB, textiles, adhesives/emulsifiers,
building materials, and paper products.” The highest-volume application in the United States has been
PVB.™ As stated above, this application has been supplied primarily by captive consumption. The two

% We disagree with Solutia’s argument that the statute compels the Commission to adopt a bright-line test,
under which the second statutory criterion can be satisfied only if the domestic like product constitutes more than 50
percent of the raw material costs for the downstream product that is captively consumed. The statute states that the
domestic like product must be the “predominant material input.” 19 U.S.C. § 1677(7)(C)(iv)(II). The dictionary
definition of “predominant” is “Constituting the main or strongest element; prevailing.” 2 New Shorter Oxford
English Dictionary 2329 (1993). In our view, this definition does not equate “predominant” with “majority,” and it
fully supports the result we have reached in these investigations. The same is true for the statement in the SAA that
the second criterion will be satisfied when the domestic like product is “the primary material” in the downstream
product. SAA at 853.

7 See Certain Hot-Rolled Steel Products from Japan, Inv. No. 731-TA-807 (Final), USITC Pub. 3202 at 33-34,
37-38 (June 1999) (views of Commissioners Miller, Hillman, and Koplan).
"I CR at I1I-12, PR at I1I-5.

72 See Certain Cold-Rolled Steel Products from Australia, India, Japan, Sweden, and Thailand, Inv. Nos. 731-
TA-965, 971-972, 979, and 981 (Final), USITC Pub. 3536 at 22-23 (Sept. 2002) (third criterion satisfied when
overlap was 15.3 percent); Hot Rolled Steel Products from Argentina and South Africa, USITC Pub. 3446 at 16
(third criterion satisfied when overlap was between 2.6 and 22.4 percent); Certain Hot-Rolled Steel Products from
Japan, USITC Pub. 3202 at 34 (third criterion satisfied when overlap was between 3.7 and 17.7 percent).

” See CR atII-1, PR at II-1.
" CR atII-1, PR at II-1.
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next largest applications in the United States in 2002, which were supplied exclusively by sales in the
merchant market, were textiles and adhesives/emulsifiers.”

Apparent U.S. consumption of PVA, whether measured in terms of the merchant market or the
total market, declined from 2000 to 2001 and increased from 2001 to 2002, although the 2002 level was
below that of 2000.7 The parties agree that between 2000 and 2002, there was a significant decline in
demand in the U.S. market for PVA for textile uses because of contraction within the U.S. textile
industry.” The parties further agree that demand for PVB-grade PVA has remained strong.”

Purchasers generally must qualify PVA by any individual supplier for use in their products. Of
41 responding purchasers, 37 reported a prequalification requirement. The amount of time purchasers
reported for qualification varied enormously, with the minimum period reported three days and the
maximum period reported 60 months. Sixteen purchasers reported a qualification period of less than
three months, 12 reported a period of three to six months, and 12 reported a period of over six months.
Of the 37 purchasers that had qualification requirements, 12 listed only U.S. producers as qualified
suppliers, six listed only importers and foreign producers as qualified suppliers, and 19 listed both U.S.
producers and importers as qualified suppliers.”

As previously stated, the domestic industry consists of three PVA producers: DuPont, Celanese,
and Solutia. Only DuPont and Celanese produce PVA for the merchant market.’* Celanese acquired the
PVA business — including U.S. production facilities — of former producer Air Products in September
2000.*

Petitioners characterize PVA production as highly capital intensive. They contend that because
the production process involves high fixed costs, PVA producers strive to spread those costs among the
largest possible quantity of production and strive for 100 percent capacity utilization. They state that this
provides an incentive for U.S. producers to seek alternative markets in which to sell PVA.* We observe
that the domestic industry’s capacity in 2002 was *** greater than the largest amount of apparent U.S.
consumption observed at any point between 2000 and 2002.%

™ CR/PR, Table II-1.

7 For the merchant market, apparent U.S. consumption of PVA declined from *** pounds in 2000 to ***
pounds in 2001, and then increased to *** pounds in 2002. CR/PR, Table IV-7. For the total market, apparent U.S.
consumption of PVA declined from *** pounds in 2000 to *** pounds in 2001, and then increased to *** pounds in
2002. CR/PR, Table IV-6. Captive consumption declined from *** pounds in 2000 to *** pounds in 2001, and
then increased to a period high of *** pounds in 2002. CR/PR, Table III-3.

77 Petitioners Prehearing Brief at 24; Tr. at 48-49 (Chanslor); Clariant Prehearing Brief at 17; SSVW Prehearing
Brief at 3-4.

8 Petitioners Prehearing Brief at 24; Tr. at 50 (McCord); Tr. at 145 (Gold).

" CR at II-9, PR at I1-5.

8% CRatII-1, PR at II-1.

81 CR/PR, Table III-1. According to Solutia, ***, Solutia Prehearing Brief, ex. 1 at 3.
82 Petitioners Prehearing Brief at 23.

8 Compare CR/PR, Table I1I-2 (indicating 2002 U.S. capacity of *** pounds) with CR/PR, Table IV-6
(indicating highest apparent consumption quantity, in 2000, was *** pounds). We observe that manufacturers of
subject PVA in Germany, Japan, and Korea likewise maintain capacity *** in excess of the sum of their internal
consumption and home market shipments. CR/PR, Tables VII-2-4.
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The quantity of export shipments made by the domestic industry increased from *** pounds in
2000 to *** pounds in 2002.%* Petitioners assert that the increase in export sales is to some extent a
function of the textile industry moving out of the United States to other regions of the world, and to some
extent a function of customers with multinational operations that want PV A supplied to facilities in
various regions of the world.*

The U.S. PVA market is supplied principally by the domestic industry. In 2002, domestic
producers accounted for *** percent of U.S. merchant market consumption and *** percent of total
apparent U.S. consumption, measured by quantity. The next largest source of supply in 2002, accounting
for *** percent of apparent U.S. merchant market consumption and *** percent of total apparent U.S.
consumption, was nonsubject imports, which were principally from Taiwan.* Imports from Taiwan, as
well as imports from China and Japan, were covered by an antidumping order from mid-1996 to May 14,
2001. Commerce revoked the antidumping orders in May 2001 because there was insufficient
participation by the domestic industry in a five-year review of the orders.*

The next largest source of supply to the U.S. market in 2002 after nonsubject imports was
Chinese exporter SSVW. As previously stated, Commerce reached a preliminary negative dumping
determination on merchandise produced and exported by SSVW; however, these imports remain subject
to investigation at Commerce, which may or may not ultimately find them to be sold at LTFV. Imports
from SSVW accounted for *** percent of apparent U.S. merchant market consumption in 2002 and ***
percent of total apparent U.S. consumption.®® These were followed by cumulated subject imports from
Japan and Korea, which in 2002 accounted for *** percent of apparent U.S. merchant market
consumption and *** percent of total apparent U.S. consumption. Finally, in 2002 subject imports from
Germany accounted for *** percent of apparent U.S. merchant market consumption and *** percent of
total apparent U.S. consumption.®®

8 CR/PR, Table I1I-3.

8 Tr. at 79-80 (McCord), 80-81 (Chanslor). See also Petitioners Posthearing Brief, part II at 22-24 (listing
export markets).

8 CR/PR, Tables IV-6, IV-7.
8 CR atI-2, PR at [-2.

8 CR/PR, Tables IV-6-7.

% CR/PR, Tables IV-6-7.
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V. NO MATERIAL INJURY BY REASON OF SUBJECT IMPORTS”

A. General Legal Standards

In the final phase of antidumping duty investigations, the Commission determines whether 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 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 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.””

With respect to the volume of the subject imports, 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.”®®

With respect to the price effects of the subject imports, section 771(7)(C)(ii) of the Act provides
that, in evaluating the price effects of the subject imports, the Commission shall consider whether —

(I) there has been significant price underselling by the imported merchandise as
compared with the price of domestic like products of the United States, and

(II) 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.”

% Subject imports from Germany and Japan are not negligible. During the 12 months prior to filing of the
petition (September 2001 to August 2002), subject imports from Germany constituted 5.0 percent and subject
imports from Japan constituted 7.5 percent of all imports. Memorandum OINV-AA-066 (June 5, 2003). (The
underlying data in this memorandum were circulated to the parties under administrative protective order prior to the
closing of the record and Commission staff invited the parties to comment on the data in their Final Comments. No
party directed any comments to these data.) Each of these figures exceeds the 3 percent negligibility threshold
specified in 19 U.S.C. § 1677(24)(A)(i).

119 U.S.C. § 1673d(b).

%219 U.S.C. § 1677(7)(B)(i). The Commission “may consider such other economic factors as are relevant to
the determination” but shall “identify each [such] factor . . . [a]nd explain in full its relevance to the determination.”
19 U.S.C. § 1677(7)(B). See also Angus Chemical Co. v. United States, 140 F.3d 1478 (Fed. Cir. 1998).

219 U.S.C. § 1677(7)(A).
%19 U.S.C. § 1677(7)(C)(iii).
%19 U.S.C. § 1677(7)(C)(iii).
* 19 U.S.C. § 1677(7)(C)(i).
719 U.S.C. § 1677(7)(C)(ii).
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In examining the impact of the subject imports on the domestic industry, we consider all relevant
economic factors that bear on the state of the industry in the United States.”® These factors include
output, sales, inventories, capacity utilization, market share, employment, wages, productivity, profits,
cash flow, return on investment, ability to raise capital, and research and development. 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.”®

B. Determination Concerning Japan

For the reasons discussed below, we determine that the domestic PVA industry is not materially
injured by reason of LTFV imports from Japan.

1. Volume of the Subject Imports

The quantity of cumulated subject imports from Japan and Korea increased from 3.6 million
pounds in 2000 to 5.0 million pounds in 2001 and then to 8.3 million pounds in 2002.'” These imports’
share of apparent U.S. merchant market consumption increased from *** percent in 2000 to *** percent
in 2001, and then increased further to *** percent in 2002.'" These imports’ share of total apparent U.S.
consumption increased from *** percent in 2000 to *** percent in 2001, and then increased further to
*** percent in 2002.'0% '3

%19 U.S.C. § 1677(7)(C)(iii). See also SAA at 851, 885 (“In material injury determinations, the Commission
considers, in addition to imports, other factors that may be contributing to overall 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 a variety of sources and is vulnerable to dumped or subsidized imports.” Id. at 885.).

9219 U.S.C. § 1677(7)(C)(iii). See also SAA at 851, 885; Live Cattle from Canada and Mexico, Inv. Nos. 701-
TA-386, 731-TA-812-813 (Preliminary), USITC Pub. 3155 (Feb. 1999) at 25 n.148.

1 CR/PR, Table IV-2. Subject import data for Korea are based on official import statistics. Because official
import statistics for Japan include a substantial quantity of product that Commerce has excluded from the scope of
the investigations, subject import data for Japan are based on data from importers’ questionnaires. This information
is reliable because the Commission received questionnaire responses from importers accounting for virtually all
subject PVA from Japan. Commission staff adjusted the official import statistics for several nonsubject countries to
ensure that PVA products not within the scope were excluded from import totals. CR atIV-1 & n.2, PR atIV-1 &
n.2.

1" CR/PR, Table IV-7. As a ratio to U.S. production, cumulated subject imports from Japan and Korea
increased from *** percent in 2000 to *** percent in 2001 and then to *** percent in 2002. CR/PR, Tables III-2,
IvV-2.

192 CR/PR, Table IV-6.

19 Vice Chairman Hillman notes that the quantity of cumulated subject imports from Germany, Japan, and
Korea increased from 5.4 million pounds in 2000 to 7.8 million pounds in 2001 and then to 10.0 million pounds in
2002. CR/PR, Table IV-2. These imports’ share of apparent U.S. merchant market consumption increased from
*#* percent in 2000 to *** percent in 2001, and then increased further to *** percent in 2002. CR/PR, Table IV-7.
These imports’ share of total apparent U.S. consumption increased from *** percent in 2000 to *** percent in 2001,
and then increased further to *** percent in 2002. CR/PR, Table IV-6. As a ratio to domestic production,
cumulated subject imports from Germany, Japan, and Korea increased from *** percent in 2000 to *** percent in
2001, and remained at *** percent in 2002. CR/PR, Tables III-2, IV-2. She finds that the conclusions stated in this

(continued...)
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The absolute quantity of cumulated subject imports from Japan and Korea increased rapidly from
2000 to 2001, and again from 2001 to 2002. These imports’ share of apparent U.S. consumption also
increased rapidly on an annual basis. Despite this rapid growth, by 2002 the presence of these imports in
the U.S. market was still small and their share relative to production or consumption in the United States
was not a level we deem significant.

2. Price Effects of Subject Imports
a. Importance of Price in Purchasing Decisions

The record indicates that price is an important factor purchasers use in selecting suppliers. In
questionnaire responses, 15 purchasers named lowest price as a “very important” purchasing factor, 18 as
“somewhat important” and one as “not important.”'® Quality and the need for an approved supplier
were the two factors purchasers most frequently named as the single most important factor in selecting a
PVA supplier. Purchasers named price third most frequently as the most important factor, and price was
tied with availability as the factor most frequently named as the second most important factor in
selecting a supplier.'” At the hearing, witnesses for petitioners testified that price was a very important
factor in purchasing decisions; a representative of respondent Solutia also testified that it attempts to pit
suppliers for the PVA it purchases against each other in an effort to obtain the best prices.'®

Prices for PVA in the United States are based not on grade or physical characteristics, but on the
value PVA adds to a particular application.'”” Industry witnesses testified that purchasers for paper
applications generally pay the highest prices, followed by purchasers for construction applications,
adhesives/emulsions, and PVB. Textile mills and textile compounders pay the lowest prices.'®

b. Analysis of Pricing Data

The questionnaires asked purchasers whether PVA from different sources was used in the same
applications. All responding purchasers stated that U.S.-produced and Korean products were used in the
same applications. Purchasers provided mixed responses as to whether U.S.-produced and Japanese
product could be used in the same applications, with three purchasers indicating that products from both
sources were used in the same applications, and four purchasers indicating that they were not used in the
same applications.'?

The questionnaires also asked purchasers to compare domestically produced PVA with imports
from several countries in 22 categories, two of which pertained to pricing. A majority of purchasers
found the domestic like product and subject imports from Korea comparable in all but one of the

103 (...continued)
section are equally applicable to the volume of cumulated subject imports from Germany, Japan, and Korea, and to
the share of these imports relative to U.S. production or consumption.

194 CR/PR, Table II-5.

15 CR/PR, Table II-3.

1% See Tr. at 17 (Chanslor), 24 (McCord), 180 (Cannon).
197 Tr, at 52-53 (Chanslor), 53 (McCord).

198 Tr. at 64-65 (Laub), 67-68 (McCord), 68 (Welch).

1% CR/PR, Table 1I-4.
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remaining 20 categories, and in that category a plurality found the products comparable. A majority or
plurality of purchasers found the domestic like product and subject imports from Japan comparable with
respect to 13 of the 20 non-pricing categories; in many of the categories in which a plurality or minority
found the products comparable, those purchasers that found the Japanese product superior to the
domestic like product offset those that found the Japanese product inferior.'” In light of these data, we
find that cumulated subject imports from Japan and Korea are reasonably good substitutes for the
domestic like product in applications in which both these subject imports and the domestic like product
are used.

We collected pricing data concerning seven PVA products. For purposes of this discussion, our
analysis will focus on the three products for which we received data on domestically produced PVA,
subject imports from Japan, and subject imports from Korea.""'

The first of these products, product 1, is a PVA product used in textile applications. It is also the
largest volume product of the seven for which pricing data were collected. Reported imports from Korea
of this product were present in the U.S. market during only the final quarter of 2001 and the four quarters
of 2002. Reported imports from Japan of this product were present in the U.S. market for only the final
three quarters of 2002. The subject imports undersold the domestic like product in all eight quarterly
observations.'"?

The second product, product 2, is used in adhesive applications. Reported imports from Korea
were only present in the U.S. market for this product during the first quarter of 2001. They undersold the
domestic like product. Reported imports from Japan were present in the U.S. market during the second
and third quarters of 2001 and the final two quarters of 2002. They oversold the domestic like product in
three of four comparisons.'"

The third product, product 4, is a product used in adhesive applications with a lower viscosity
level than product 2. Reported imports from Korea of product 4 were present in the U.S. market
intermittently during 2000 and 2001 and during each quarter of 2002. The subject imports from Korea
undersold the domestic like product in four of eight quarterly comparisons. Reported imports from Japan
of product 4 were present in the U.S. market only during the final two quarters of 2002, and undersold
the domestic like product in each quarter.''

In total, cumulated subject imports from Japan and Korea undersold the domestic like product in
16 of 23 comparisons. In each of the ten quarterly comparisons where subject import volume exceeded
90,000 pounds, the subject imports undersold the domestic like product. In isolation, this frequency of
underselling would seem significant. We observe, however, that the majority of the underselling did not
occur until 2002, and six of the eight observations of underselling involving the largest quantity of
subject imports occurred exclusively during the final two quarters of 2002, when reported imports from

1 CR/PR, Table II-6.

! There were no pricing observations for subject imports from either Japan or Korea with respect to the
remaining four products used in paper or resin applications.

112 CR/PR, Table V-1. The subject imports from Japan were sold ***. Id. The subject imports from Korea
were sold ***, *** Importers Questionnaire Response. The domestically produced product was sold ***, ***
Producers Questionnaire Responses; Purchasers Questionnaire Responses. Prices to compounders are usually lower
than those to end users. CR/PR, Table V-1. In light of this information, we believe it is reasonable to conclude that
the subject imports from Japan (sold *** to compounders) undersold the domestic like product (sold *** to
compounders). We do not, however, place heavy reliance on the absolute margins of underselling.

113 CR/PR, Table V-2.
114 CR/PR, Table V-4.
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Japan started entering the U.S. market for products 1 and 4 in relatively substantial quantities.''> The
record does not indicate that quarterly sales volumes for the domestic like product in products 1 and 4
fell in 2002 in response to the underselling that year by the cumulated subject imports from Japan and
Korea.'" Quarterly sales volumes for U.S.-produced product 1 in 2002 were comparable to those during
the final three quarters of 2001. By contrast, quarterly volumes for U.S.-produced product 1 were ***
higher for the first quarter of 2001 and all four quarters of 2000 than for the second quarter of 2001 and
all subsequent quarters. This *** decline in quarterly sales volumes between the first and second
quarters of 2001 preceded the entry of subject imports from Japan and Korea into the market for product
1.""7 Quarterly sales volume for U.S.-produced product 4 during the final two quarters of 2002 were
comparable to those during the first two quarters of 2002, and above those for the comparable quarters in
2001.""® Indeed, sales volumes for U.S.-produced product 4 generally reflected overall apparent U.S.
consumption trends, with the 2002 sales volumes being above those for 2001 but below those for 2000.
That the underselling by the subject imports did not cause significant declines in sales volumes for the
competing U.S.-produced products during the period for which data are available diminishes somewhat
the significance of the observed underselling.

We further conclude that cumulated subject imports from Japan and Korea did not have
significant price-depressing or -suppressing effects on prices for the domestic like product. It is true that
prices for domestically produced products 1 and 4 generally declined during 2002, when large quantities
of cumulated subject imports from Japan and Korea entered the U.S. market and undersold the domestic
like product.'”® We cannot, however, find a nexus between subject import competition and these price
declines. While prices declined in 2002 for U.S.-produced products 1 (textiles) and 4 (adhesives), for
which the U.S.-produced product was undersold by growing volumes of subject imports, they also
declined for product 2 (adhesives), for which subject import volumes were far lower in relation to
domestic sales volumes and there were large margins of overselling.'” Because prices declined in 2002

115 We also note that the one confirmed lost sales allegation and one of the two confirmed lost revenues
allegations involving imports from Japan and Korea involve quotes made *** or after the fourth quarter of 2002 and
the remaining confirmed lost revenues allegation involves a quote made during the first quarter of 2002. CR/PR,
Table V-10.

The record does not support petitioners” arguments that DuPont was forced to lower its prices to Solutia due in
part to competition from subject imports from Japan. See Petitioners Prehearing Brief at 50-52; Tr. at 29-30
(McCord). The record appears to ***. See CR at V-27, PR at V-§8; Solutia Posthearing Brief, exs. 1 and 2.

We have not included in the preceding characterization of lost sales and lost revenues the allegation of lost
revenue on *** pounds of PVA sales in 2002 to ***, as that company asserted that it receives ***. CR at V-26, PR
at V-8. We note, however, that *** is a “top ten” customer of ***. CR/PR, Table D-2. Neither have we included
in the preceding characterization the allegation of a lost sale of *** pounds of PVA in 2001 to ***, which reported
that import prices from *** were nearly *** percent lower than those offered by domestic producers at that time.
CR at V-24, PR at V-7. We note, however, that *** increased its purchases of PVA from *** from *** pounds in
2000 to *** pounds in 2001 and to *** pounds in 2002, while reducing its purchases of PVA from U.S. producers
from *** pounds in 2000 to *** pounds in 2001 and to *** pounds in 2002. CR/PR, Table D-2.

118 For product 2 in 2002, the subject imports oversold the domestic like product. CR/PR, Table V-2.
17 CR/PR, Table V-1.

18 CR/PR, Table V-4,

119 CR/PR, Tables V-1, V-4.

120 Prices also declined in 2002 for the products on which there were not reported pricing data for subject
(continued...)

22



for all products, notwithstanding the end use application or the pricing characteristics of the subject
imports from Japan and Korea, we conclude that factors in the market other than price competition from
subject imports from Japan and Korea were responsible for price declines.'”! Additionally, in 2002, the
domestic industry’s input costs (i.e., those relating to raw materials and labor) declined on a per-unit
basis and its per-unit cost of goods sold (COGS) declined ***.'2 The 2002 price decline across products
is consistent with this decline in costs.

There is also no basis for a finding of price suppression. Examination of the domestic industry’s
ratio of COGS to net sales indicates that, in the merchant market, this ratio showed only a *** change
from 2000 to 2002; for total operations, COGS accounted for a lower percentage of the industry’s total
revenues in 2002 than it did in 2000.'* The record thus indicates that price competition by subject
imports from Japan and Korea did not cause any cost-price squeeze.

Consequently, we find that cumulated subject imports from Japan and Korea do not currently
have significant effects on prices for the domestic like product.'* We emphasize that the data in the
record that would tend to show price effects for these imports are largely limited to the final two quarters
0f2002. There were, however, consistent reports of underselling by subject imports at growing volumes
during the latter portion of 2002, which suggests that further underselling would be likely during
subsequent periods.

3. Impact of the Subject Imports on the Domestic Industry
As discussed above in the section on conditions of competition, both total and merchant market

apparent U.S. consumption of PVA declined from 2000 to 2001 and then rose in 2002 to a level less than
that of 2000.'* Several output-related indicators of U.S. industry performance followed the same

120 (,.continued)
imports from Japan or Korea. CR/PR, Tables V-3, V-5-7.

12 ' We also conclude that the price decline for product 1 in the fourth quarter of 2002 is of insufficient duration
to support a finding of significant price depression.

122 CR/PR, Tables VI-1 (total operations), VI-5 (merchant market operations). We discuss more fully the nature
of the COGS and financial data on which we have relied in section V.B.3. below.

123 CR/PR, Tables VI-1, VI-5.

12 Vice Chairman Hillman has considered the price effects of cumulated subject imports from Germany, Japan,
and Korea. She finds that subject imports from Germany are reasonably good substitutes for the domestic like
product in applications in which both the subject imports and the domestic like product are used. She notes that
cumulated subject imports from Germany, Japan, and Korea undersold the domestic like product in 21 of 40
comparisons (excluding products 5 and 6). She finds the conclusion that there is an absence of significant price
effects to be equally applicable when considering subject imports from Germany together with subject imports from
Japan and Korea. She adopts the analysis set out in section V.C.2.

125 The statute instructs the Commission to consider the “magnitude of the margin of dumping” in an
antidumping proceeding as part of its consideration of the impact of imports. 19 U.S.C. § 1677(7)(C)(iii)}(V). In its
final determination concerning Japan, Commerce assigned 144.16 percent dumping margins to four named
manufacturer/exporters and an “all others” rate of 76.78 percent. 68 Fed. Reg. 19510, 19513 (Apr. 21, 2003). With
respect to Korea, for which Commerce has not yet issued a final dumping determination, the statute directs the
Commission to refer to the dumping margins in Commerce’s preliminary determination. 19 U.S.C. §
1677(35)(C)(ii). In its preliminary determination concerning Korea, Commerce issued an 8.06 percent dumping

(continued...)
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pattern.'”® These included production,'?” commercial and total U.S. shipments,'** and capacity
utilization.'”® By contrast, the domestic industry’s export shipments were higher in 2002 than in 2000."*

125 (...continued)
margin for all exporters. 68 Fed. Reg. 13681, 13685 (Mar. 20, 2003).

126 We have not relied on the data petitioners submitted in their Posthearing Brief concerning the first quarter
2003 performance of DuPont and Celanese in any of our analyses of material injury or threat of material injury.
Although we have considered this information, we find that it lacks probative value for several reasons. First,
partial year data are only probative if compared to the similar segment for the previous calendar year. Petitioners
submitted first quarter data for 2003 but not 2002. (Petitioners did not include in their comments on the
questionnaires a request that the Commission collect quarterly data for either 2002 or 2003. See Letter from John-
Alex Romano to Marilyn Abbott (Feb. 19, 2003). See also 61 Fed. Reg. 37818, 37826 (July 22, 1996) (“parties
should make data collection requests in their questionnaire comments rather than later in the investigation”)).
Second, the information submitted by petitioners does not include any data for Solutia, so it does not encompass the
entire domestic industry. Third, the financial information submitted by petitioners is unreliable because it does not
include the adjustments, described below, that Commission accounting staff required to ensure compliance with
generally accepted accounting principles.

127 Production was at its period high of *** pounds in 2000. It then declined to *** pounds in 2001, and
increased to *** pounds in 2002. CR/PR, Table III-2.

128 The quantity of the domestic industry’s commercial U.S. shipments declined from its period high of ***
pounds in 2000 to *** pounds in 2001, and then increased to *** pounds in 2002. The value of these shipments
declined from a period high of $*** in 2000 to $*** in 2001 and then increased to $*** in 2002. CR/PR, Table III-
3.

The quantity of the domestic industry’s total U.S. shipments declined from its period high of *** pounds in
2000 to *** pounds in 2001, and then increased to *** pounds in 2002. The value of these shipments declined from
a period high of $*** in 2000 to $*** in 2001 and then increased to $*** in 2002. Id.

The quantity of the domestic industry’s internal shipments declined from *** pounds in 2000 to *** pounds in
2001, and then increased to its period high of *** pounds in 2002. The value of these shipments declined from a
period high of $*** in 2000 to $*** in 2001 and then increased to $*** in 2002. Id.

12 Capacity utilization declined from its period high of *** percent in 2000 to *** percent in 2001, and then
increased to *** percent in 2002. CR/PR, Table III-2.

130 The quantity of the domestic industry’s export shipments declined from *** pounds in 2000 to *** pounds
in 2001, and then increased to a period high of *** pounds in 2002. The value of these shipments declined from
$*** in 2000 to $*** in 2001 and then increased to a period high of $*** in 2002. CR/PR, Table III-3.

We disagree with respondent Solutia’s argument that, as a matter of law, the Commission is required to exclude
production for export markets from its consideration of impact when export sales are substantial and readily
segregated. Neither of the two sections of the statute Solutia cites in support of its argument requires such
segmentation. The first, the “product line” provision at 19 U.S.C. § 1677(4)(D), states that “[t]he effect of dumped
imports or imports of merchandise benefiting from a countervailable subsidy shall be assessed in relation to the
United States production of a domestic like product if available data permit the separate identification of production
in terms of such criteria as the production process or the producer’s profits” (emphasis added). Consequently, the
statute refers to U.S. production; it contains no reference to where product produced in the United States is shipped
or consumed. The legislative history of the second, the instruction at 19 U.S.C. § 1677(7)(B)(i)(III) that the
Commission shall consider impact “only in the context of production operations within the United States,” indicates
that its purpose is to require the Commission to exclude from its consideration importation activities of the producer
and the operations of any offshore production facilities the producer operates. S. Rep. 100-71 at 115 (1987).
Neither the statutory language nor the legislative history of the provision supports the proposition that it requires the

(continued...)
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Capacity increased throughout the 2000-2002 period."' Inventory levels, in contrast, declined
throughout the period."? '

The domestic industry’s share of apparent U.S. merchant market consumption increased from
*#%* percent in 2000 to *** percent in 2001, and then increased further to *** percent in 2002.'** The
domestic industry’s share of total apparent U.S. consumption increased from *** percent in 2000 to ***
percent in 2001, and then increased further to *** percent in 2002."*

Employment-related indicators fluctuated between 2000 and 2002. Employment and hours
worked were lower in 2002 than in 2000."* Productivity, by contrast, was higher in 2002 than in 2000."%

The domestic industry’s trends in financial performance largely mirrored those of apparent U.S.
consumption. For merchant market operations, the industry’s gross profit (sales revenues less COGS)
reached a period low in 2001 and was nearly as high in 2002 as it was in 2000; for total operations,
which showed the same overall trend, gross profit was higher in 2002 than in 2000."*” The industry’s

130 (_..continued)

Commission to perform a segmented analysis of U.S. production for the domestic market and U.S. production for
export markets. Indeed, the case law indicates that while the Commission has the discretion to engage in a
segmented analysis (although its conclusions must be based on the domestic industry as a whole), it is not required
to do so. BIC Corp. v. United States, 964 F. Supp. 391, 397 (Ct. Int’] Trade 1997).

Pursuant to legislative history, however, we have carefully considered the extent to which “the export
performance . . . of the domestic industry” may be contributing to any injury experienced by the domestic industry.
H.R. Rep. 96-317 at 47 (1979). We note that the domestic industry’s exports sold in other markets are not in
competition with subject imports sold in the U.S. market.

13! The domestic industry’s capacity increased from *** pounds in 2000 to *** pounds in 2001 and then to ***
pounds in 2002. CR/PR, Table III-2.

132 Inventories declined from *** pounds in 2000 to *** pounds in 2001 and then to *** pounds in 2002.
Inventories also declined relative to production and shipments from 2000 to 2002. CR/PR, Table III-5.

133 CR/PR, Table IV-7.
13 CR/PR, Table IV-6.

135 The number of production and employment workers increased from *** in 2000 to *** in 2001, and then
declined to a period low of *** in 2002. Hours worked increased from *** in 2000 to *** in 2001, and then
declined to a period low of *** in 2002. CR/PR, Table I1I-6.

1% Productivity declined from *** Ibs./hour in 2000 to *** Ibs./hour in 2002, and then increased to a period
high of *** Ibs./hour in 2002. CR/PR, Table III-6.

37 For merchant market sales, the domestic industry’s gross profits declined from a period high of $*** in 2000
to *** in 2001, and then increased to $*** in 2002. As a ratio to sales, gross profit declined from a period high of
**% percent in 2000 to *** percent in 2001, and then increased to *** percent in 2002. CR/PR, Table VI-S5.

For total operations, the domestic industry’s gross profits declined from a period high of $*** in 2000 to $***
in 2001, and then increased to $*** in 2002. As a ratio to sales, gross profit declined from *** percent in 2000 to
**% percent in 2001, and then increased to a period high of *** percent in 2002. CR/PR, Table VI-1.

For internal transfers, the domestic industry’s gross profits declined from $*** in 2000 to $*** in 2001, and
then increased to a period high of $*** in 2002. CR/PR, Table C-3.

We also examined cash flow. For merchant market operations, cash flow declined from a period high of $***
in 2000 to $*** in 2001 and then increased to $*** in 2002. CR/PR, Table VI-5. For total operations, cash flow
declined from a period high of $*** in 2000 to $*** in 2001 and then increased to $*** in 2002. CR/PR, Table VI-
1.

(continued...)
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operating income also reached a period low in 2001 and remained *** lower in 2002 than in 2000. For
merchant market operations, the industry recorded operating *** in 2001 and 2002."** For total
operations, the industry recorded *** operating income in 2000 and 2002 and *** in 2001."*° The
industry’s capital and research and development expenditures were both higher in 2002 than in 2000.'*
The record does not indicate that there is a causal nexus between the industry’s declines in
financial performance in 2001 and 2002 relative to 2000 and the cumulated subject imports from Japan
and Korea. For the reasons stated above, there were not significant volumes of these imports in 2001, or
even, despite rapid increases, in 2002. Moreover, because the subject imports did not have significant
price-suppressing or -depressing effects, and because the underselling, which was concentrated during
the latter portion of 2002, did not have significant adverse effects on domestic industry sales volumes by
the end of 2002, we concluded that the price effects of the subject imports had not reached a significant
level. Therefore, any failure of the domestic industry to obtain revenues which would have led to an
improved level of financial performance cannot be attributed to subject imports from Japan and Korea.
We also observe that there were several factors entirely unrelated to subject import competition that
either served to depress the domestic industry’s revenues or negatively impacted its financial
performance. One is the decline in U.S. demand for PVA, particularly between 2000 and 2001, when the
domestic industry experienced its worst financial performance.'*! A second factor that negatively
affected the industry’s revenues is a decline in unit values for export sales from 2001 to 2002 that was
more severe than the decline in unit values for U.S. commercial sales during this period. Countervailing
this was the increasing quantity of export sales from 2001 to 2002, which had a positive effect on the
industry’s revenues and provided a larger quantity of production over which the industry could spread its

137 (...continued)

In relying on the financial data provided in the Commission report, we reject petitioners’ challenges to the
Commission accounting staff’s valuation of raw material costs for domestic producer ***. The accounting staff
valued inputs to PVA production at cost and byproducts of the PVA production process at market value. *** did not
use this method of valuation in its original questionnaire response, did not make the adjustments to its questionnaire
data requested by staff until petitioners filed their posthearing submission, and continued to challenge these
adjustments thereafter. See Petitioners Posthearing Brief at 6-7, ex. 5. Nevertheless, the valuation technique used by
staff is consistent not only with generally accepted accounting principles, but also with the method *** itself uses in
its internal accounting. CR/PR, Table VI-1 n.5. It is also the way ***. CR/PR, Table VI-1 n.4.

As stated in the introduction to these Views, we have not considered the materials which petitioners cited
initially in their Final Comments to challenge staff’s raw material cost valuations because these materials were cited
in violation of Commission rule 207.30.

138 The domestic industry’s merchant market operating income declined from a period high of $*** in 2000 to
**% in 2001, and then improved to *** in 2002. As a ratio to sales, operating income declined from a period high
of *** percent in 2000 to *** percent in 2001, and then improved to *** percent in 2002. CR/PR, Table VI-3.

The domestic industry’s operating income on internal transfers declined from $*** in 2000 to $*** in 2001,
and then increased to a period high of $*** in 2002. CR/PR, Table C-3.

13 The domestic industry’s operating income declined from a period high of $*** in 2000 to *** in 2001, and
then increased to $*** in 2002. As a ratio to sales, operating income declined from a period high of *** percent in
2000 to *** percent in 2001, and then increased to *** percent in 2002. CR/PR, Table VI-1.

190 Capital expenditures increased from $*** in 2000 to a period high of $*** in 2001, and then declined to
$*** in 2002. Research and development expenses declined from $*** in 2000 to $*** in 2001, and then increased
to a period high of $*** in 2002. CR/PR, Table VI-7.

41 CR/PR, Table C-3.
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high fixed costs.'"** Additionally, one reason why operating income did not recover from 2001 to 2002 in
the same manner as gross profit was because there was a *** increase in selling, general, and
administrative (SG&A) expenses overall as well as expressed as a ratio to net sales.'*> This was
principally due to the fact that ***.'** Finally, we note the presence of other imports in the U.S. market
at volumes substantially in excess of the volume of subject imports from Japan and Korea during 2000
and 2001.

For the foregoing reasons, we conclude that cumulated subject imports from Japan and Korea did
not have a significant impact on the domestic PVA industry.'® We consequently determine that the
domestic PVA industry is not materially injured by reason of LTFV imports from Japan.

C. Determination Concerning Germany'*

For the reasons discussed below, we determine that the domestic PVA industry is not materially
injured by reason of LTFV imports from Germany.

1. Volume of the Subject Imports

The quantity of subject imports from Germany increased from 1.8 million pounds in 2000 to 2.8
million pounds in 2001 and then declined to 1.7 million pounds in 2002."*” These imports’ share of
apparent U.S. merchant market consumption increased from *** percent in 2000 to *** percent in 2001,
and then declined to *** percent in 2002.'*® These imports’ share of total apparent U.S. consumption
increased from *** percent in 2000 to *** percent in 2001, and then declined back to the 2000 level of
**%k percent in 2002.'

The quantity of subject imports from Germany was lower in 2002 than in 2000 or 2001, and
these imports’ share of apparent U.S. consumption showed almost no change from 2000 to 2002.'*
Moreover, whether measured against total U.S. consumption, U.S. merchant market consumption, or
U.S. production, the relative participation of subject imports from Germany was at extremely low levels
throughout the period from 2000 to 2002. We consequently find that the volume of subject imports from

142 CR/PR, Table III-3.
143 CR/PR, Table VI-1.
144 CR/PR, Table VI-2 n.3.

145 Vice Chairman Hillman concludes that cumulated subject imports from Germany, Japan, and Korea did not
have a significant impact on the domestic PVA industry, for the reasons stated above and in section V.C.3.

146 Vice Chairman Hillman’s analysis of material injury by reason of subject imports from Germany was
provided in section V.B. above. She consequently does not join this section of the opinion, although she concurs
with its reasoning.

147 CR/PR, Table IV-2.

148 CR/PR, Table IV-7. As a ratio to U.S. production, subject imports from Germany increased from ***
percent in 2000 to *** percent in 2001 and then declined to *** percent in 2002. CR/PR, Tables I1I-2, IV-2.

14 CR/PR, Table IV-6.

13 No party contended that the filing of the petition served to reduce import volumes from any of the subject
countries. To the contrary, petitioners emphasized that subject import volumes generally increased notwithstanding
the filing of the petition. See Petitioners Prehearing Brief at 63.
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Germany, whether measured in absolute terms or relative to production or consumption in the United
States, is not significant.

2. Price Effects of the Subject Imports

We discussed above in section V.B.2.a. of these Views the importance of price in purchasing
decisions. We incorporate that discussion by reference here.

The questionnaires asked purchasers whether PVA from different sources was used in the same
applications. A majority of responding purchasers stated that U.S.-produced and German product were
used in the same applications. "'

The questionnaires also asked purchasers to compare domestically produced PVA with imports
from several countries in 22 categories, two of which pertained to pricing. A majority of purchasers
found the domestic like product and subject imports from Germany comparable in each of the remaining
20 categories.'” In light of these data, we find that subject imports from Germany are reasonably good
substitutes for the domestic like product in applications in which products from both sources are used.

We collected pricing data concerning seven PVA products. For purposes of this discussion, our
analysis will focus on the four products for which we received data on both domestically produced PVA
and subject imports from Germany.'*

The first such product, product 3, is PVA used in paper applications with a range of hydrolysis
between 95 and 100 percent and a viscosity between 20 and 35 centipois. There are pricing observations
for German-produced product 3 for all quarters in 2001 and 2002. Subject imports from Germany
oversold the domestic like product in seven of the eight quarterly comparisons.'**

Product 7 is PVA used in paper applications with a range of hydrolysis between 95 and 100
percent and a viscosity between zero and 19 centipois. There are pricing observations for German-
produced product 7 for all quarters in the period of investigation except the first three quarters of 2000.
Subject imports from Germany oversold the domestic like product in five of nine quarterly
comparisons.'”

The remaining two products are Products 5 and 6. The former is used in art paper applications
and the latter is used in resin applications. The Commission added these products to the questionnaires
at respondents’ request to increase pricing coverage for subject imports from Germany."*® However, for
each of these products both the number of quarterly pricing observations for imports from Germany and

15 CR/PR, Table I1-4.
152 CR/PR, Table II-6.

153 There were no pricing observations for subject imports from Germany with respect to the remaining three
products used in textile or adhesive applications.

154 CR/PR, Table V-3.

155 CR/PR, Table V-7. We have considered, but are not persuaded by, petitioners’ argument that underselling
by subject imports from Germany for product 7 in 2001 led to reduced domestic prices for that product in 2002.
Petitioners Final Comments at 8. As discussed below, and in section V.B.2 on Japan, domestic PVA prices declined
for nearly all pricing products regardless of the level of underselling or degree of competition from subject imports,
which would indicate that factors other than the subject imports explain the declines.

156 CR at V-6 n.2, PR at V-5 n.2.
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the volume of imports covered by these observations is quite small.’>” Petitioners claim that the domestic
products covered by the pricing data for products 5 and 6, which had much larger quarterly sales
volumes than the subject imports from Germany, are not products comparable to the imports.'*®
Respondents have not disputed this contention.'” In light of the limited import coverage and the
questionable comparability of the domestic and imported products covered by the data for products 5 and
6, we reduce the weight accorded to the universal overselling observations for these products.

Even focusing our analysis on products 3 and 7, there were far more quarterly observations of
overselling than underselling. The subject imports from Germany oversold the domestic like product in
12 of 17 quarterly comparisons.'® We have also, in response to petitioners’ arguments, examined the
volume of subject imports that were oversold with those that were undersold. Such an analysis indicates
that the volume of subject imports from Germany in quarters where there was overselling exceeds the
volume of subject imports from Germany where there was underselling.'®' In light of the data showing
that prices for subject imports from Germany were generally above those for the domestic like product,
we conclude that there is not significant underselling by subject imports from Germany. That there were
no confirmed lost sales and only one instance of confirmed lost revenues for subject imports from
Germany provides further support for this conclusion.'®?

' We further conclude that subject imports from Germany do not have significant price-depressing
or -suppressing effects on prices for the domestic like product. Prices for the domestic like product
generally declined during the second half of 2001 and 2002 for those products in which there are pricing
observations for both domestically-produced PVA and subject imports from Germany. Because these
declines occurred for all products notwithstanding the pricing characteristics or nature of competition of
the subject imports from Germany, we cannot conclude that the declines were to any significant degree a
function of the imports. Prices for the domestic like product declined for product 3, where there was
predominant overselling by the subject imports from Germany; product 7, where there was mixed
overselling and underselling; and products 5 and 6, where competition between the domestic like product
and the subject imports from Germany was attenuated.'”® This indicates that factors in the market other
than price competition from subject imports from Germany were responsible for the price declines in
these PVA products for paper and resin applications. Additionally, in 2002, the domestic industry’s
input costs (i.e., those relating to raw materials and labor) declined on a per-unit basis and its per-unit
cost of goods sold (COGS) declined ***.'** The 2002 price decline across products is consistent with
this decline in costs.

There is also no basis for a finding of price suppression. Examination of the domestic industry’s
ratio of COGS to net sales indicates that, in the merchant market, this ratio showed only a *** change
from 2000 to 2002; for total operations, COGS accounted for a lower percentage of the industry’s total

157 CR/PR, Tables V-5, V-6. The subject imports from Germany oversold the domestic like product in all seven
quarterly pricing comparisons for these two products.

18 CR/PR, Tables V-3, V-6; see Petitioners Prehearing Brief at 42.
159 See Clariant Posthearing Brief at 5-6; Tr. at 206-07 (McGrath).
160 CR/PR, Tables V-3, V-7.

1T The volume of subject imports involved in overselling observations for products 3 and 7 was *** pounds.
The volume of subject imports involved in underselling observations was *** pounds. CR/PR, Tables V-3, V-7.

162 CR/PR, Table V-10.
163 CR/PR, Tables V-3, V-5-7.
194 CR/PR, Tables VI-1 (total operations), VI-5 (merchant market operations).
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revenues in 2002 than it did in 2000."°> The record thus indicates that price competition by subject
imports from Germany did not cause a cost-price squeeze.

In light of the foregoing, we conclude that the subject imports from Germany do not have a
significant effect on prices for the domestic like product.

3. Impact of the Subject Imports

Domestic industry data pertinent to the statutory impact factors are analyzed in section V.B.3
above.'®® The record does not indicate that there is any causal nexus between the industry’s declines in
financial performance in 2001 and 2002 relative to 2000 and subject imports from Germany. Because,
for the reasons stated above, there were not significant volumes of these imports, and they did not have
significant price effects, any failure of the domestic industry to obtain revenues which would have led to
an improved level of financial performance cannot be attributed to subject imports from Germany.
Additionally, as discussed in the determination concerning Japan, several factors unrelated to subject
import competition either served to depress the domestic industry’s revenues or negatively impacted its
financial performance.

For the foregoing reasons, we conclude that subject imports from Germany did not have a
significant impact on the domestic PVA industry. We consequently determine that the domestic PVA
industry is not materially injured by reason of LTFV imports from Germany.

VI. ANALYSIS OF THREAT OF MATERIAL INJURY BY REASON OF SUBJECT
IMPORTS

A. General Legal Standards

Section 771(7)(F) of the Act directs the Commission to determine whether the U.S. industry is
threatened with material injury by reason of the subject imports by analyzing whether “further dumped
or subsidized imports are imminent and whether material injury by reason of imports would occur unless
an order is issued or a suspension agreement is accepted.”'” The Commission may not make such a
determination “on the basis of mere conjecture or supposition,” and considers the threat factors “as a
whole” in making its determination whether dumped or subsidized imports are imminent and whether
material injury by reason of subject imports would occur unless an order is issued.'® In making our
determination, we consider all statutory threat factors that are relevant to these investigations.'®’

15 CR/PR, Tables VI-1, VI-5.

15 The statute instructs the Commission to consider the “magnitude of the margin of dumping” in an
antidumping proceeding as part of its consideration of the impact of imports. 19 U.S.C. § 1677(7)(C)(iii) (V). In its
final determination concerning Germany, Commerce assigned 19.05 percent dumping margins to
manufacturer/exporters Clariant GmbH and Kuraray Germany and an “all others” rate of 10.75 percent. 68 Fed.
Reg. 19509, 19510 (Apr. 21, 2003).

197 19 U.S.C. § 1677(7)(F)(ii).
168 19 U.S.C. § 1677(7)(F)(ii).

19919 U.S.C. § 1677(7)(F)(i). These factors include: any existing unused production capacity or imminent,
substantial increase in production capacity in the exporting country; a significant rate of increase of the volume or
market penetration of imports of the subject merchandise indicating the likelihood of substantially increased

(continued...)

30



B. Cumulation for Purposes of Threat

Cumulation for threat is treated in section 771(7)(H) of the Act.'” This provision permits the
Commission, to the extent practicable, to assess cumulatively the volume and effect of imports for
purposes of conducting its threat analysis.'”’ The limitations concerning what imports are eligible for
cumulation and the exceptions to cumulation are applicable to cumulation for threat as well as to
cumulation for present material injury. As with cumulation for material injury, subject imports may be
cumulated for threat analysis only if they compete with each other and with the domestic like product. In
addition, the Commission also considers whether the imports are increasing at similar rates in the same
markets, and whether the imports have similar margins of underselling.'” ‘

For the reasons discussed in section III.B. above, imports from China produced and exported by
SSVW and imports from Singapore are ineligible for cumulation for threat.'” For the reasons discussed
in section II1.C. above there is not a reasonable overlap of competition between subject imports from
Germany and subject imports from Japan, Korea, or from Chinese exporters other than SSVW.
Consequently, for purposes of our threat analysis, subject imports from Germany cannot be cumulated
with any other subject imports.

We found above that there is a reasonable overlap of competition between subject imports from
Japan and subject imports from Korea.'” Hence these imports are eligible for cumulation for purposes
of the threat determination concerning subject imports from Japan, and we have exercised our discretion
to cumulate them. Subject imports from Japan and Korea have displayed similar volume trends. The
quantity of imports from each country rose during each year of the period of investigation.'” Prices for
imports from each of the countries were at similar levels for the individual pricing product for which
simultaneous pricing observations for substantial quantities of imports from both subject countries are

169 (...continued)
imports; whether imports of the subject merchandise are entering at prices that are likely to have a significant
depressing or suppressing effect on the domestic prices and are likely to increase demand for further imports;
inventories of the subject merchandise; the potential for product shifting; and the actual and potential negative
effects on the existing development and production efforts of the domestic industry. 19 U.S.C. § 1677(7)(F)(i).
Statutory threat factor (I) is inapplicable, as no countervailable subsidies are involved, and statutory threat factor
(VII) is inapplicable, as no imports of agricultural products are involved. Id.

119 U.S.C. § 1677(7)(H).
17! See Kern-Liebers v. United States, 19 CIT 87, 103-04 (1995).

172 See Torrington Co. v. United States, 790 F. Supp. at 1172 (affirming Commission's determination not to
cumulate for purposes of threat analysis when pricing and volume trends among subject countries were not uniform
and import penetration was extremely low for most of the subject countries); Metallverken Nederland B.V. v.
United States, 728 F. Supp. 730, 741-42 (Ct. Int’] Trade 1989); Asociacion Colombiana de Exportadores de Flores
v. United States, 704 F. Supp. 1068, 1072 (Ct. Int’l Trade 1988).

173 Vice Chairman Hillman does not join the remainder of this paragraph. She explains her decision not to
cumulate subject imports with Germany with subject imports from other sources for purposes of threat analysis in
the Additional and Dissenting Views of Vice Chairman Jennifer A. Hillman.

174 We also found that there is not a reasonable overlap of competition between subject imports from Japan and
those subject imports from China not produced or exported by SSVW. Hence, these imports also cannot be
cumulated for purposes of threat.

'S CR/PR, Table IV-2.
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available.'”® Also, subject imports from both Japan and Korea undersold the domestic like product in the
majority of pricing observations.'”’

C. Affirmative Determination for Subject Imports from Japan'™®

The domestic PVA industry’s operating performance was *** worse in both 2001 and 2002 than
it was in 2000. The data concerning the domestic industry’s declining prices, increasing reliance on
exports to sustain production volumes and reduce unit costs, and overall financial performance indicates
that the domestic industry is vulnerable to material injury by additional volumes of subject imports.'”

We find that there is a likelihood that cumulated subject imports from Japan and Korea will
increase their volume and market penetration in the United States significantly. Both the quantity and
market penetration (whether measured in terms of the entire market or the merchant market) of these
imports more than doubled from 2000 to 2002, and increased in each annual comparison.'® The
consistent nature of these increases make further increases likely.

Further increases in subject imports from Japan and Korea are also likely given that, towards the
latter portion of the period for which data were collected, imports from these sources began to participate
in increasing quantities in end-use categories where there is substantial competition from domestically
produced product. ***_ a significant importer of PVA from Korea,'' began to supply the textile market
*** [t had not previously served that market ***,'®2 Subject imports from Japan also began to serve the
textile market in large quantities beginning in 2002.'® As previously discussed, textiles are the highest-
volume end use served by the U.S. merchant market for PVA. Moreover, there has been a significant
change in the product mix of subject imports from Japan since the antidumping order on those imports
was revoked in May 2001. In 2000, a year in which the antidumping order was in effect, *** percent of

176 CR/PR, Table V-1. Because pricing observations for subject imports from Japan are concentrated in the
final two quarters of 2002, the record does not contain information of sufficient duration to enable us to make a
conclusion on the similarity in pricing trends between subject imports from Japan and subject imports from Korea.

1”7 CR/PR, Tables V-1-2, V-4. As previously discussed, we have concluded that, for product 1, subject imports
from Japan undersold the domestic like product in all three quarterly observations.

178 Vice Chairman Hillman makes a negative threat determination concerning Japan and does not join this
section of the opinion. See Additional and Dissenting Views of Vice Chairman Jennifer A. Hillman.

179 For the reasons discussed in section V.B.3. above, we have not relied on the first quarter 2003 data submitted
by the petitioners in making this finding.

180 CR/PR, Tables IV-2, IV-6, IV-7. We also note that the record contains official import data from the first
quarter of 2003, which show considerable increases in reported imports from both Japan and Korea over the levels
of the first quarter of 2002. See 2003 Dataweb Import Data. The trends reflected in the official import data are
consistent with questionnaire data indicating that importers had imported or arranged to import substantial quantities
of PVA from Japan and Korea after December 31, 2002. CR at VII-13, PR at VII-6. We have not, however, placed
reliance on import data from the first quarter of 2003. As a general matter data from a single calendar quarter are of
insufficient duration to provide reliable information concerning trends. Moreover, the official import statistics for
Japan include substantial quantities of merchandise excluded from the scope of these investigations.

181 See CR/PR, Table IV-1.
182 #** Importers Questionnaire.

183 CR/PR, Table V-1. ***_ It contends, however, that these sales displaced nonsubject imports from Taiwan
rather than domestically produced product. Kuraray Prehearing Brief at 20. We nonetheless observe that the
customer for these imports from Japan, ***. CR/PR, Table D-1.

32



the imports from Japan were in a hydrolysis range between 80 and 85 percent. This is the only
hydrolysis range within the scope definition (i.e., in excess of 80 percent) in which there is *** domestic
production. During 2001 — a year when the antidumping order was in effect for slightly more than one-
third of the year — the percentage of imports from Japan in the hydrolysis range between 80 and 85
percent had declined to *** percent. In 2002, this figure had dropped to *** percent."* Thus, during the
latter portion of the period for which data were collected, subject imports from Japan sharply increased
their presence in the U.S. markets both generally and in markets where they compete directly with the
domestic like product.'®

The availability of unused production capacity in the subject countries provides subject
producers in Japan and Korea the capability to substantially increase their exports to the United States.
Reported unused capacity in Japan and Korea during 2002 was more than *** pounds, and was projected
to be in excess of *** pounds during 2003 and 2004.'*¢ The latter figure is more than *** the quantity of
cumulated subject imports from Japan and Korea in 2002."¥’

Inventories in the United States of subject imports from Japan and Korea increased sharply from
2001 to 2002, both in absolute levels and relative to the (increased) quantity of imports.'®® The subject
producers also maintain substantial quantities of inventories.'®® In light of the history of increased
subject imports from Japan and Korea, the inventory data provides further support for an affirmative
threat determination.

While we do not rely on product shifting as a basis for an affirmative threat determination, we
observe that there are substantial quantities of exports from Japan of types of PVA outside the scope
definition. At least one Japanese producer produces both subject PVA and nonsubject PVA.'®

While we found that cumulated subject imports from Japan and Korea do not currently have
significant effects on U.S. prices, we concluded that this was largely a result of the fact that imports from
these countries entered only late in the period for which data were collected in end use markets where
they compete in growing volumes with U.S.-produced product on the basis of price. For the reasons
discussed above, we conclude that the volume of these imports entering the U.S. market in direct
competition with domestically produced product likely will increase significantly. Based on the data
from the latter portion of the period of investigation showing large volumes of subject imports from
Japan and Korea consistently underselling domestic like product, we further conclude that underselling is
likely to continue. Because subject imports from Japan and Korea are reasonably good substitutes for
the domestic like product when they have a common end use, and price is important in PVA purchasing

18 CR/PR, Table II-2.

185 This conclusion is further corroborated by information that ***, CR/PR, Table I1I-4 n.3; Solutia Posthearing
Brief, ex. 3 at 1.

18 CR/PR, Tables VII-3-4.

187 We additionally note that PVA from Japan has been subject to antidumping duties in Korea since 1998. The
Korean antidumping authorities are currently conducting a five-year review of this antidumping order. CR at VII-
14, PR at VII-6; hitp.//www.ktc.go.kr/eng/docket/list.asp? code=AD (printed May 28, 2003).

188 These inventories increased from *** pounds in 2001 to *** pounds in 2002. The ratio of these inventories
to imports increased from *** percent in 2001 to *** percent in 2002. CR/PR, Table VII-6.

1% Inventories of subject PVA maintained in 2002 by subject producers in Japan and Korea were *** pounds.
CR/PR, Tables VII-3-4.

1% CR at VII-6, PR at VII-3.
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decisions, continued underselling by these imports at increased quantities is likely to require domestic
producers either to cut prices or run the risk of losing sales.

Based on our review of the statutory threat factors,'' we conclude that further imports of
cumulated subject imports from Japan and Korea are imminent and that, absent issuance of an
antidumping order, the domestic PVA industry would sustain material injury by reason of subject
imports. Accordingly, we make an affirmative threat determination concerning LTFV imports from
Japan.'”?

D. Negative Determination for Subject Imports from Germany

The domestic PVA industry’s operating performance was *** worse in both 2001 and 2002 than
it was in 2000. The data concerning the domestic industry’s declining prices, increasing reliance on
exports to sustain production volumes and reduce unit costs, and overall financial performance indicates
that the domestic industry is vulnerable to material injury by additional volumes of subject imports.'** '**

We do not conclude, however, that there is a likelihood of a significant rate of increase in the
volume or market penetration of subject imports from Germany. Subject imports from Germany never
held more than a *** percent share of apparent U.S. merchant market consumption, or more than a ***
percent share of total apparent U.S. consumption, from 2000 to 2002. During 2002, subject imports from
Germany were at their lowest quantity during the period of investigation and their market penetration
was at or near period lows.'” Because the record indicates that subject imports from Germany have an
extremely small and declining presence in the U.S. market, we conclude there is not a likelihood that
these imports will increase to a significant level in the imminent future.'*

The sole German producer of PVA, Kuraray Germany, has little unused capacity available to
increase its exports to the United States. Its capacity utilization was above *** throughout the period of

191 We also reviewed information in the record pertinent to the statutory threat factor concerning existing
development and production efforts of the domestic industry. Petitioners did not submit any information
specifically addressing the nature of their efforts to develop derivative or advanced versions of PVA.

192 We also determine pursuant to 19 U.S.C. § 1673d(b)(4)(B) that we would not have made a determination of
material injury by reason of subject imports but for suspension of liquidation of entries of the subject imports.
Cumulated subject import volume from Japan and Korea increased sharply during the latter portion of the period of
investigation notwithstanding the filing of the petition and suspension of liquidation of entries. Nevertheless, for the
reasons stated in section V.B. above, during the period of investigation neither the volume of subject imports nor
their price effects was significant.

193 For the reasons discussed in section V.B.3. above, we have not relied on the first quarter 2003 data submitted
by the petitioners in making this finding.

19 As explained in her Additional and Dissenting Views, Vice Chairman Hillman finds that the information on
the vulnerability of the domestic industry is mixed.

195 CR/PR, Tables IV-2, IV-6, IV-7.

19 We note that the record contains official import data from the first quarter of 2003, which show that the
quantity of subject imports from Germany increased modestly as compared to the first quarter of 2002. See 2003

Dataweb Import Data. Even viewed in isolation the first quarter 2003 data do not support the proposition that
subject imports from Germany are likely to increase sharply or to a significant level.
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investigation.'”” It does not project any increases in capacity.'” The record also indicates that Kuraray
Germany has stable home market demand and well-established export markets elsewhere in Europe.'”
We consequently find that the available data on capacity do not indicate a likelihood that Kuraray
Germany will substantially increase its exports to the United States.

The available data on inventories do not support an affirmative threat determination. The
quantity of U.S. inventories of German PV A declined from 2001 to 2002, as did the quantity of
inventories of subject merchandise held in Germany by Kuraray Germany.”® Although the level of
inventories of subject merchandise in Germany is high compared to the quantity of exports to the United
States, the presence of even greater inventories during earlier portions of the period of investigation did
not result in the importation of significant quantities of German PVA to the U.S. market.

In evaluating whether there is a likelihood of product shifting, we have considered that Kuraray
Germany, the sole German producer of subject merchandise, and Kuraray Japan, one of three principal
Japanese exporters of subject merchandise, have been under common ownership since Kuraray Japan’s
parent company acquired the German production facility in 2001.%' We have also considered that,
because of the Commission’s determination on Japan, antidumping duties will be imposed on PVA from
Japan. There is no basis for finding that the imposition of antidumping duties will cause Kuraray to shift
substantial export production for the U.S. market from its Japanese facility to its German facility. The
record does not indicate that there has been any shift in the product mix of subject imports from
Germany, which are concentrated in building material and paper applications, since Kuraray’s
acquisition of the German facility. A business plan prepared independently of these investigations by
Kuraray when it was considering purchase of the German facility ***.2* Additionally, notwithstanding
Kuraray’s common ownership, its German and Japanese production facilities do not currently export
PVA products that compete with each other in any end-use application where there is significant
participation by U.S. producers.*”

We concluded in section V.C.2. above that subject imports from Germany do not have
significant price effects. Nor, in light of their predominant overselling, are subject imports from
Germany priced at levels that increased demand for further imports. Because we do not believe that

197 CR/PR, Table VII-2. See also Kuraray Prehearing Brief at 60.

198 Petitioners have introduced an October 2002 press report from Japan stating that Kuraray Germany plans to
increase PVA capacity by 2004. Petitioners Prehearing Brief, ex. 13. The record contains no other material
corroborating this report. Kuraray denies the report’s accuracy and states that its management has not yet decided
to invest in new capacity in Germany. Letter from Lawrence R. Walders to Marilyn R. Abbott (May 23, 2003); Tr.
at 162-63 (Walders); see also CR/PR, Table VII-2. Moreover, Kuraray Germany’s ***. Kuraray Posthearing Brief,
ex. 6. We therefore do not accord probative value to the press report.

199 Tr. at 163 (Walders); CR/PR, Table VII-2; CR at VII-4 n.10, PR at VII-3 n.10; Kuraray Posthearing Brief,
ex. 6.

Petitioners assert that PV A prices are higher in the United States than elsewhere in the world. They argue that
this pricing disparity provides subject producers with an incentive to shift exports from other markets to the United
States. Because the record contains no information indicating that subject producers in Germany have shifted
export markets based on the relative prices in different markets, we reject petitioners’ argument, as it relates to
subject imports from Germany, as conjectural.

20 CR/PR, Tables VII-2, VII-6.
2T CR at VII-4, VII-6, PR at VII-2-3; Tr. at 162 (Walders).

202 Kuraray Posthearing Brief, ex. 6.

203 See Section III.C. above. Vice Chairman Hillman does not join this sentence.
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there is a likelihood of substantially increased import volumes, we conclude it is likely that subject
imports from Germany will continue not to have price effects in the imminent future.

Based on our review of the statutory threat factors,”® we conclude that significant levels of
subject imports from Germany are not imminent. Because there is not a likelihood of such imports, we
conclude that the domestic PVA industry would not be materially injured by reason of subject imports
absent issuance of an antidumping order, notwithstanding its vulnerable condition. We therefore make a
negative threat determination concerning LTFV imports from Germany.

CONCLUSION

For the foregoing reasons, we conclude that the domestic PVA industry is not materially injured
or threatened with material injury by reason of LTFV imports from Germany. We conclude that the
domestic PVA industry is threatened with material injury by reason of LTFV imports from Japan.?*®

204 We also reviewed information in the record pertinent to the statutory threat factor concerning existing
development and production efforts of the domestic industry. Petitioners did not submit any information
specifically addressing the nature of their efforts to develop derivative or advanced versions of PVA.

205 Vice Chairman Hillman determines that the domestic PVA industry is not materially injured or threatened
with material injury by reason of LTFV imports from Japan.
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Additional and Dissenting Views of Vice Chairman Jennifer A. Hillman

I join most of the Views of my colleagues in these investigations. I write these dissenting views
to explain my conclusions on cumulation with respect to Germany and my determination that cumulated
subject imports of PVA from Japan and Korea do not pose a threat of imminent material injury to the
domestic PVA industry.

I. Cumulation
A. Present material injury

The statute requires the Commission to cumulate the volume and effects of subject imports from
eligible subject countries if those imports compete with each other and with domestic like products in the
U.S. market.! As the Commission Views acknowledge, three of the four factors traditionally examined
by the Commission support the finding of a reasonable overlap of competition between subject imports
from Germany, Japan, and Korea. First, with respect to channels of distribution, domestically-produced
PVA and PVA from Germany, Japan, and Korea are all sold mainly to end users. Second, subject
imports from Germany, Japan, and Korea, and the domestic like product, were all present in the market
during all quarters of the period of investigation (POI). Third, the majority of PVA imports from
Germany and Korea, and a plurality of PVA imports from Japan, entered the United States in the East
region; domestically-produced PVA was sold in all regions of the country.

The remaining factor, fungibility, is a closer call. PVA is used by different types of end users,
such as those who make PVB, textiles, adhesives, paper, and building materials. The domestic industry
sells into all pertinent segments, and there is significant overlap between PVA from Japan and Korea
with respect to textiles, adhesives, and building materials end uses. The overlap is less significant
between Germany, on the one hand, and Japan and Korea, on the other. Nevertheless, a significant share
of PVA imports from Germany and Korea, and some PVA imports from Japan, were sold for building
material uses.? Also, an appreciable volume of subject imports from both Germany and Japan was sold
to make PVC.?

More generally, differences in specific end uses does not in my view equate to a lack of
fungibility. Subject imports from Germany, Korea and Japan, and the domestic product, share similar
physical characteristics, including the same basic chemistry and product form (powdered or granular). In
2002, all or nearly all of the domestic like product and subject imports from Germany, Japan, and Korea,
consisted of PVA with viscosity greater than 85 percent.* The physical differences between the PVA
sold to different types of end users are typically not substantial. DuPont and Celanese indicated that they
often sell the same grade of PVA to users in several different end user segments.”> PVA sold to different

' 19 U.S.C. §1677(7)(G)(i).

2 CR at Table II-1.

Importer questionnaire responses of ***.

* CR at Table II-2.

5> Hearing Transcript (“Tr.”) at 38-41 (Chanslor, McCord).
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types of users may differ somewhat in price, but these differences in most cases are not substantial.®
Both reporting producers reported that PVA from Germany was always or frequently interchangeable
with PVA from Japan and Korea, and a majority of importers reported that PVA from Germany was at
least sometimes interchangeable with PVA from Japan and Korea.’

In sum, I find a solid overlap in three of the cumulation factors, and a mixed record on
fungibility. I do not find the difference in end use categories to be sufficient to enable me to conclude
that cumulation is inappropriate. Accordingly, I find that there is a reasonable overlap of competition
between subject imports from Germany, Japan, and Korea, and between those imports and the domestic
like product.®

B. Threat of material injury

I join my colleagues’ Views with respect to cumulation of subject imports from Japan and Korea
for purposes of determining threat of material injury. I also concur with the decision of my colleagues
not to cumulate subject imports from Germany with subject imports from Japan and Korea in
determining threat. Because I cumulated imports from Germany with imports from Japan and Korea in
determining present material injury, the basis for my non-cumulation decision with respect to Germany
differs from my colleagues’ basis.

In determining whether to exercise discretion to cumulate imports in determining threat, the
Commission also considers whether the imports are increasing at similar rates in the same markets and
whether the imports have similar margins of underselling. PVA imports from Japan and Korea increased
in each year of the POI, whereas imports from Germany increased from 2000 to 2001, then fell
substantially in 2002 to a level slightly below the level in 2000.° PVA imports from Germany undersold
domestic PVA in a much lower percentage of observations as compared to imports from Japan and
Korea (5 of 17 versus 16 of 23 observations).' Accordingly, the volume and underselling patterns differ
between Germany, on the one hand, and Japan and Korea, on the other.

I have also considered the fact that the *** known PV A producer in Japan, Kuraray, purchased
the sole PVA producer in Germany in 2001. Although I found a reasonable overlap of competition
between imports from Germany and imports from Japan and Korea, I also noted that the extent of sales
to common end use segments was limited between imports from Germany and imports from Japan and
Korea. Neither Kuraray’s business plan in purchasing the German facility, nor its exports from Germany

® CR at Tables V-1 to V-7. Witnesses for DuPont and Celanese testified that differences in price between end
use categories were diminishing. Tr. at 67-68 (Welch, Chanslor).

7 CR/PR at Table II-10. No purchasers provided comparisons of PVA from Germany with PVA from Japan or
Korea.

® TFor the reasons stated in section III.C of the Commission Views, I decline to cumulate subject imports from
China produced and exported by firms other than SSVW with subject imports from Germany, Japan and Korea.

® CR at Table IV-2.

% CR/PR Table V-1, V-9. If products 5 and 6 are included, subject imports from Germany undersold
domestic PVA in only 5 of 24 comparisons. CR/PR at Tables V-5, V-6.
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since the purchase, indicate that there is likely to be a significant shift in its exports from Germany to the

United States that would justify cumulating imports from Germany with those from Japan."'
Accordingly, I have determined to exercise my discretion not to cumulate PVA imports from

Germany with those from Japan and Korea for purposes of determining threat of material injury.

II.  No threat of material injury regarding Japan

As discussed in the section on present injury, the volume of subject imports increased from 3.6
million pounds in 2000 to 8.3 million pounds in 2002. These imports’ market share increased from ***
percent in 2000 to *** percent in 2002."? Although the increase in subject imports over the period of
investigation (POI) was large in percentage terms (over 100 percent), the increase was from an extremely
low base. Subject import market share remained very low throughout the period. At all times the U.S.
PV A market remained dominated by domestic producers, and to a lesser extent imports from Taiwan and
China. In fact, U.S. market share increased, from *** percent in 2000 to *** percent in 2002, as imports
from other sources fell.

The increasing trend in subject imports over the POI suggests that a further increase is likely in
the short-term. However, given the modest presence of subject imports in the U.S. market to date, I find
no basis to conclude that any increase in subject imports would be of such a magnitude, in the imminent
future, to render those imports significant in the context of the overall U.S. market for PVA."

The production capacity of Japanese and Korean PV A producers was relatively stable over the
POI at between *** and *** million pounds.'* Capacity is projected to *** in 2003 (to ***), before ***
in 2004 (to ***). Capacity utilization by the subject foreign industries fell from *** percent in 2000 to
*** percent in 2001, before rising to *** percent in 2002. Thus, there is available capacity to enable
subject producers to increase production for export to United States, although utilization rates are high."

"' Kuraray Posthearing Brief, ex. 6.

2 Subject import share of the merchant market increased from *** percent in 2000 to *** percent in 2002.
Domestic industry share of the merchant market increased from *** percent in 2000 to *** percent in 2002. INV-
AA-066 at Table IV-7(a). 19 U.S.C. §1677(7)(F)(E)(ILI).

3 T have considered, but have given little weight to, record data concerning imports from Japan and Korea
during the first quarter of 2003. First, these data are official statistics, which include products excluded from the
scope. For Japan, these exclusions are substantial. In 2002, subject imports from Japan were less than half of PVA
imports from Japan tallied by the official statistics. See CR at Table IV-2 and IV-3. Second, there is little record
information on consumption, domestic industry performance, or other market circumstances that would place any
data on increased imports in context.

I have also considered orders for subject imports reported by importers, which pertained mainly to first-quarter
2003. Ido not find that these figures indicate that imminent subject imports from Japan and Korea are likely to
reach significant levels. CR at VII-13.

14 INV-AA-066 at Table VII-5(c). 19 U.S.C. §1677(7)(F)(i)(II).

15 The difference between subject producer capacity and production was *** million pounds in 2002, and was
projected to *** to *** million pounds in 2003 and 2004. INV-AA-066 at Table VII-5(c). Subject producers ship
the *** majority of their PVA for internal consumption, home market shipments, and exports to other markets.
Between 2000 and 2002, internal and home market shipments declined, while exports to third countries increased.
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With respect to product shifting, producers in Japan manufacture both subject and non-subject
PVA.'"® However, there appears to be no incentive to shift to greater production and export to the United
States of subject PVA. The U.S. industry does not make non-subject PVA'" and thus sales of non-subject
PVA face no domestic competition in the U.S. market.

I do not find that the record supports petitioners’ argument that subject producers are likely to
shift PVA shipments from other export markets to the United States to take advantage of higher U.S.
prices.'”® There is little evidence that this has occurred to date; subject producer export shipments to
other markets increased from 2000 to 2002." Respondent Kuraray asserts, and petitioners do not contest,
that recent exchange rate shifts have left PVA prices higher in Germany and Japan than in the United
States.*

Inventories held by subject foreign producers, though substantial, fell over the POI from ***
million pounds in 2000 to *** million pounds in 2002.>' Importer inventories of subject PVA increased
over the period, from *** million pounds to *** million pounds. This increase indicates that the market
presence of subject imports is likely to increase in the imminent future as these inventories are drawn
down. However, the growth of inventories of subject PVA over the POI was equivalent to only ***
percent of the U.S. PVA market in 2002.

With regard to prices, the Commission found above that, despite underselling, the subject
imports had no significant effects on domestic prices. With some increase in subject import volume
likely in the imminent future, and given the pattern of underselling, I would expect to see some increase
in the pressure subject imports exert on domestic prices. However, in the absence of a significant
volume increase, I do not find that the subject imports would have significant price depressing or
suppressing effects.”? The Commission identified other market factors that helped explain falling
domestic prices over the POI, including cost trends. I would expect other factors to continue to be
driving forces on prices, when considered in the light of the relatively modest volumes of subject
imports.

I have considered the fact that the composition of subject imports from Japan changed over the
POI to include greater quantities of lower priced PVA for such sectors as textiles and adhesives. This is
reflected in falling AUVs of imports from Japan over the POL.>* While this shift has arguably increased
the degree of price competition between Japanese and U.S. product, it has not resulted in significant
price effects to date; nor in my estimation is it likely to do so in the impending future.

Moreover, there are significant limits to the ability of subject imports to affect domestic prices.
Most domestic PVA is either used to make PVB or is exported. In 2002, PVB and export shipments

' CR at VII-6; importer questionnaire response of ***, 19US.C. §1677(7)(F)(1)(VD).
!7" Petitioners Posthearing Brief, part II at 35.

'8 Petitioners Posthearing Brief at 12-13.

19 INV-AA-066 at Table VII-5(c).

# Kuraray Posthearing Brief at 13-14; Petitioners Final Comments at 4.

21 These inventories do not appear abnormally high. As a ratio to production, subject producer inventories
were lower than domestic producer inventories in 2000 and 2001, and comparable in 2002. INV-AA-066 at Table
VII-5(c); CR at Table III-5. 19 U.S.C. §1677(7)}(F)(1)(V).

2 19U.8.C. §1677(7)(F)i)IV).
2 CR at Table IV-2.
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accounted for over *** percent of the shipments of the domestic industry.?* These shipments are
generally insulated from import competition and are likely to remain so in the imminent future. These
limits take on added importance where the presence of subject imports is as modest as in this case.

I do not find that subject imports represent an imminent threat to domestic producers’ sales to
Solutia for the production of PVB. Solutia ***. Solutia ***.2> Moreover, of the 30 other responding
purchasers, only four reported that they are attempting to qualify PVA from subject producers.*

In the absence of significant import volume or price effects, I do not find that subject imports
would have a significant negative impact on the domestic industry in the imminent future.

I find the information on whether the domestic industry is vulnerable to material injury to be
mixed. Most performance indicators were steady or positive over the POI. Domestic production and
shipments tracked apparent consumption, falling from 2000 to 2001, then rising in 2002 to levels near
2000.% Industry employment fell *** from 2000 to 2002, but was accompanied by an increase in
productivity over the same period. Domestic industry market share rose steadily from *** percent to ***
percent. The industry reduced *** its inventory levels from *** percent of total shipments in 2000 to
*** percent of total shipments in 2002.

The main negative indicator was the industry’s financial performance. The industry posted ***
in 2001 and *** operating income in 2002.%® Nevertheless, the industry increased its capital expenditures
and R&D spending over the POL* These increases do not support a finding that subject imports will
have actual or potential effects on the existing development and production efforts of the domestic
industry, including efforts to develop a derivative or more advanced version of the domestic like
product.*

Finally, I note that Korea currently has in place an antidumping order on PVA from Japan. This
order has been in place since 1998.°' Because the order involves an action by one subject country against
another, the impact of the order on overall exports of subject merchandise to the United States is not
clear.

Based on the foregoing, I conclude that the domestic industry is not threatened with material
injury by reason of subject imports of PVA from Japan and Korea.

2* CR at Table II-1 (*** million pounds shipped for PVB production), Table III-1 (*** million pounds exports,
*** million pounds total shipments).

** CR at Table I1I-4 n.3.
% CR at [1-9-10. Three of these four purchasers reported attempting to qualify non-subject sources as well.
¥ CR, PR at Table C-1.

2 CR, PR at Table C-1. As noted in the present injury section, the industry’s gross profit in 2002 exceeded its
gross profit in 2000. Reported operating income was lower in 2002 than 2000 mainly because of ***.

* CR and PR at Table VI-7. The domestic industry claims that recent increases in natural gas prices, a
significant input to PVA production, have increased its vulnerability. Petitioners Prehearing Brief at 61-62.

019 U.S.C. §1677(7)(F)(i)(VIII).
3 CR at VII-14.
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PART I: INTRODUCTION

BACKGROUND

These investigations result from a petition filed on September 5, 2002, by Celanese of Dallas,
TX and DuPont of Wilmington, DE, alleging that an industry in the United States is materially injured
and threatened with further material injury by reason of LTFV imports of PVA! from China, Germany,
Japan, and Korea.? Information relating to the background of these investigations is provided below.’

Effective date

September 5, 2002 . .

October 1, 2002 ....
February 19, 2003 ..
February 20, 2003 ..
February 26, 2003 ..

March 20, 2003 ..

Action

Petition filed with Commerce and the Commission; institution of
Commission investigations

Commerce’s notice of initiation

Commerce’s preliminary determination for Germany (68 FR 7980)
Commerce’s preliminary determination for Japan (68 FR 8203)

Scheduling of the final phase of the Commission’s investigations for
Germany and Japan (68 FR 11144, March 7, 2003)

Commerce’s preliminary determinations for China (68 FR 13674) and Korea

(68 FR 13681); scheduling of the final phase of the Commission’s

investigations for China and Korea (68 FR 17964, April 14, 2003)

Commerce’s final determinations for Germany (68 FR 19509, amended by

68 FR 22680, April 29, 2003) and Japan (68 FR 19510, amended by 68 FR

22681, April 29, 2003)

Commission’s hearing*

Date of the Commission’s vote for Germany and Japan

Commission determinations to Commerce for Germany and Japan

Scheduled date for Commerce’s final determinations for China and Korea

Parties’ final comments concerning Commerce’s final determinations for

China and Korea due to Commission

August 29,2003 . ... Scheduled date for the Commission’s vote for China and Korea

September 17, 2003 . Scheduled date for sending Commission determinations to Commerce for
China and Korea

April 21,2003 .....

May 8,2003 .......
June 5,2003 .......
June 18,2003 ......
August 4,2003 .....
August 19,2003 . ...

! For purposes of these investigations, PVA is defined as all polyvinyl alcohol hydrolyzed in excess of 80
percent, whether or not mixed or diluted with commercial levels of defoamer or boric acid, except as excluded from
the definition. (See the section of this report entitled “The Product” for a list of the excluded forms of polyvinyl
alcohol.) PVA is covered by subheading 3905.30.00 of the HTS with a general or normal trade relations tariff rate
of 3.2 percent ad valorem. Although the HTS subheading is provided for convenience and Customs purposes, the
written description of PVA subject to these investigations is dispositive.

2 The petition also alleged threat of material injury by reason of U.S. imports of PVA from Singapore. The
Commission, in response, instituted a preliminary investigation with respect to Singapore (investigation No. 731-
TA-1018) but determined that subject imports from Singapore were negligible and terminated its investigation
pursuant to section 733(a) of the Act. See Polyvinyl Alcohol from China, Germany, Japan, Korea, and Singapore,
Invs. Nos. 731-TA-1014-1018 (Preliminary), USITC Pub. No. 3553, October 2002, p. 1.

3 Federal Register notices cited in the tabulation are presented in appendix A.

* A list of witnesses appearing at the hearing is presented in appendix B.
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SUMMARY DATA

A summary of data collected in these investigations for the total U.S. PVA market is presented in
appendix C, table C-1. Table C-2 presents U.S. commercial market data. U.S. industry data are based on
questionnaire responses of 3 firms which accounted for all U.S. production of PVA during the period
2000 through 2002, the period for which data were gathered in these final phase investigations. U.S.
imports consist of official import statistics compiled by Commerce but adjusted using questionnaire data
to subtract out excluded PVA products.

PREVIOUS INVESTIGATIONS

PV A has been the subject of prior antidumping investigations in the United States. On March 9,
1995, Air Products, the predecessor of Celanese, filed an antidumping petition alleging that an industry
in the United States was materially injured and threatened with further material injury by reason of
LTFV imports of PVA® from China, Japan, Korea, and Taiwan.® The Commission determined that an
industry in the United States was threatened with material injury by LTFV imports from China, Japan,
and Taiwan.” On April 2, 2001, Commerce initiated a sunset review of the antidumping orders (66 FR
17524, April 2,2001). However, because of the lack of participation by domestic producers, the orders
were subsequently revoked on May 14, 2001 (66 FR 22145, May 3, 2001).

*** that the earlier antidumping duty orders were largely ineffective in addressing the unfair
pricing of imported PVA in the U.S. market; *** stated that the orders “***.” *** pointed out that the
antidumping duty orders did not cover U.S. imports from Germany or Korea. Likewise, Sichuan
Vinylon, which subsequently became one of the largest Chinese manufacturers of PVA sold in the
United States, was not covered by the antidumping duty order. *** also pointed out that Kuraray Japan
received a reduction in its antidumping duty from 77 percent to 2 percent in October 2000 following an
annual review.® *** stated that “***

A number of responding importers indicated in their questionnaire responses that the
antidumping duty orders had no impact on their operations when they were in place (i.e., ***, which
currently imports from ***; *** which has imported from ***; *** *** and *** which import from
Japan; *** 1 which imports from ***; *** which imports primarily from ***; and ***, which had ***).
In contrast, *** stated that it had been difficult to sell PVA when the order for Japan was in effect and
*** indicated that the Japanese order had added to costs. ***, which imported from Japan, reported that
its sales volumes remained “***.” *** which currently imports from China (***), stated that “{t}he

* In the prior investigations, PVA was defined as PVA hydrolyzed in excess of 85 percent and excluded
copolymers, more specifically described as: (1) PVA covalently bonded with acetoacetylate, carboxylic acid, or
sulfonic acid uniformly present on all polymer chains in a concentration equal to or greater than two mole percent;
and (2) PVA covalently bonded with silane uniformly present on all polymer chains in a concentration equal to or
greater than one-tenth of one mole percent. PVA in fiber form was also excluded.

¢ The Commission subsequently found imports from Korea to be negligible.

7 See Polyvinyl Alcohol from China, Japan, and Taiwan, Invs. Nos. 731-TA-726, 727, and 729 (Final), USITC
Pub. No. 2960, May 1996, p. 1.

8 seskk

® Producer questionnaire response of ***,

10 %4k stated “*¥**.” Importer questionnaire response of ***,

I-2



antidumping duty order resulted in a situation where PVA prices in the United States were the highest in
the world . . . The high U.S. prices for PVA made our downstream products more expensive, compared
to products produced by foreign competitors.”!! Nearly all responding purchasers indicated that the
revocation of the antidumping duty orders on PVA from China, Japan, and Taiwan had no effect on their
purchases, as discussed in the section entitled “Revocation of the Antidumping Duty Orders” in Part II of
this report.

NATURE AND EXTENT OF SALES AT LTFV

On April 21, 2003, Commerce published notices in the Federal Register of its final
determinations of sales at LTFV for Germany and Japan, respectively. On March 20, 2003, Commerce
published notices in the Federal Register of its preliminary determinations of sales at LTFV for China
and Korea. The weighted-average dumping margins (in percent ad valorem) are presented in the
following tabulation.'?

Country and firm Margins
China:’
Sichuan Vinylon 0.20 (de minimis)
All others 97.86
Germany:?
Clariant 19.05
Kuraray Germany 19.05
All others 10.75
Japan:®
Denki 144.16
Japan VAM 144.16
Kuraray Japan 144.16
Nippon Synthetic 144.16
All others 76.78
Korea:*
DC Chemical 8.06
All others 8.06

' Commerce determined that Sichuan Vinylon met the criteria for the application of a separate rate.
Commerce also determined that additional Chinese producers/exporters failed to respond to its questionnaires
and used AFA to assign a China-wide rate that was the highest margin stated in its notice of initiation. For
Sichuan Vinylon, Commerce compared the EP to NV. It used EP since Sichuan Vinylon sold the subject product
directly to the first unaffiliated purchaser prior to importation. Commerce based EP on the packed FOB Chinese
port or CIF U.S. port prices to unaffiliated purchasers in the United States, as appropriate. Commerce treated
China as an NME country and based NV on factors of production. It determined that India was a significant
producer of merchandise comparable to PVA and selected India as the surrogate country.

Continued on next page.

sk gtated that “***” Importer questionnaire response of **%*,

12 68 FR 13674 (March 20, 2003), 68 FR 13681 (March 20, 2003), 68 FR 19509 (April 21, 2003), and 68 FR
19510 (April 21, 2003).
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Continuation.

2 Commerce used AFA with respect to Clariant and Kuraray Germany since neither firm responded to its
questionnaires; it applied a margin rate that was the highest estimated dumping margin set forth in the notice of
initiation.

3 Commerce used AFA with respect to Denki, Japan VAM, and Kuraray Japan since these firms did not
respond to its questionnaires; it also used AFA with respect to Nippon Synthetic since Nippon Synthetic withdrew
the information that it had previously provided from the record for Commerce’s investigation.

4 Commerce compared the CEP to NV. Commerce based the CEP on the packed delivered prices of DC
Chemical’s sales to unaffiliated purchasers in the United States; it based NV on DC Chemical’s sales in the home
market. It found no differences in the LOT between the home market and U.S. market.

THE PRODUCT

Commerce has defined the scope of these investigations as follows: polyvinyl alcohol
hydrolyzed in excess of 80 percent, whether or not mixed or diluted with commercial levels of defoamer
or boric acid, except as excluded from the definition. The following forms of polyvinyl alcohol are
excluded from the definition of PVA:

(1) PVA in fiber form;

(2) PVA with hydrolysis less than 83 mole percent and certified not for use in the
production of textiles;

(3) PVA with hydrolysis greater than 85 percent and viscosity greater than or equal to 90
cps;

(4) PVA with a hydrolysis greater than 85 percent, viscosity greater than or equal to 80
cps but less than 90 cps, certified for use in an ink jet application;

(5) PVA for use in the manufacture of an excipient or as an excipient in the manufacture
of film coating systems which are components of a drug or dietary supplement, and
accompanied by an end-use certification;

(6) PVA covalently bonded with cationic monomer uniformly present on all polymer
chains in a concentration equal to or greater than one mole percent;

(7) PVA covalently bonded with carboxylic acid uniformly present on all polymer chains
in a concentration equal to or greater than two mole percent, certified for use in a paper

application;

(8) PVA covalently bonded with thiol uniformly present on all polymer chains, certified
for use in emulsion polymerization of non-vinyl acetic material;

(9) PVA covalently bonded with paraffin uniformly present on all polymer chains in a
concentration equal to or greater than one mole percent;
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(10) PVA covalently bonded with silan uniformly present on all polymer chains certified
for use in paper coating applications;

(11) PVA covalently bonded with sulfonic acid uniformly present on all polymer chains
in a concentration level equal to or greater than one mole percent;

(12) PVA covalently bonded with acetoacetylate uniformly present on all polymer chains
n a concentration level equal to or greater than one mole percent;

(13) PVA covalently bonded with polyethylene oxide uniformly present on all polymer
chains in a concentration level equal to or greater than one mole percent; and

(14) PVA covalently bonded with quaternary amine uniformly present on all polymer
chains in a concentration level equal to or greater than one mole percent.

(15) PVA covalently bonded with diacetoneacrylamide uniformly present on all polymer
chains in a concentration level greater than three mole percent certified for use in a paper
application.'

The Commission’s determination regarding the appropriate domestic product that is “like” the subject
imported product is based on a number of factors including: (1) physical characteristics and

uses; (2) common manufacturing facilities and production employees; (3) interchangeability; (4)
customer and producer perceptions; (5) channels of distribution; and (6) price. Domestic like-product
arguments raised by parties are presented in the following section. Information on customer and
producer perceptions can be found in Part II. Data on the price of PVA during the period examined can
be found in Part V. Information regarding the physical characteristics and uses of PVA as well as
manufacturing facilities and production employees, interchangeability, and channels of distribution of
domestic and imported PVA is set forth below.

Physical Characteristics, Manufacturing Process, and Uses

PVA is a water-soluble synthetic polymer, often sold as a white granular solid or in powdered
form. PVA can be categorized on the basis of the degree of hydrolysis, the viscosity of an aqueous
solution, and the average molecular weight of the finished product. PVA is very stable in dry form. Itis
nontoxic and therefore considered safe to handle and relatively environmentally friendly. Care must be
taken, however, to minimize airborne dust concentrations during shipping and storage to reduce the
potential for dust explosions.

The degree of hydrolysis is determined by the percentage of acetate groups in the polyvinyl
acetate feedstock that are replaced by hydroxyl groups in the finished PVA. Fully hydrolyzed PVA has a
replacement percentage in excess of 98 percent. The viscosity (a function of mass) of an aqueous
solution of PVA increases as the molecular weight of the PVA increases. The molecular weight is
determined by the average length of the polymer chain in the finished product in terms of monomer

" The fifteenth exclusion currently applies only to PVA from Germany and Japan. On March 3, 2003, the
petitioners agreed to revise the scope to exclude certain types of PVA covalently bonded with diacetoneacrylamide,
pursuant to a request by Japan VAM.
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units. Low-viscosity grades tend to have PVA chain lengths as low as 300 monomer units, with average
molecular weights around 45,000 to 55,000, whereas high-viscosity, fully-hydrolyzed grades have PVA
chain lengths up to 3,500 monomer units and average molecular weights around 200,000 to 225,000.
The degree of hydrolysis of PVA affects a variety of PVA properties, such as solution interfacial
tensions, compatibility, reaction kinetics, rheology, and water solubility.

PVA is used primarily as an intermediate in the production of PVB, which is an adhesive used in
the manufacture of automotive safety glass and load-resistant architectural glass. PVA is also used in the
textile and paper industries in sizing formulations; as a binder in adhesive and soil binding formulations;
and as an emulsion or polymerization aid in colloidal suspensions, water-soluble films, cosmetics, and
joint compounds.

For most applications, PVA is dissolved in an aqueous solution and its solubility behavior in
water depends on several factors, including degree of polymerization, degree of hydrolysis, drying
temperature, particle size, and molecular weight. PVA polymers are unique in that they possess unusual
solubility properties, ranging from solubility in cold (room temperature) water to solubility in only hot
water. For example, PVA of 88 percent hydrolysis is soluble in both cold and hot water, whereas 98
percent hydrolyzed PVA may be soluble only in hot water. All other characteristics being equal, the
higher the degree of hydrolysis, the lower the solubility. By altering certain product characteristics,
however, solubility can be changed. All standard grades of PVA, regardless of degree of hydrolysis,
must be “cooked” to achieve complete solubility. PVA is a hard solid at the end of the saponification
process'* suitable for grinding into granular or powdered form.

Use of Common Manufacturing Facilities and Production Employees

PVA is generally manufactured by hydrolyzing the acetate groups of the VAM with methanol in
the presence of anhydrous sodium methylate or aqueous sodium hydroxide at moderate temperatures and
pressures. This is a continuous process in which the VAM is polymerized to polyvinyl acetate, which is
then converted to PVA. The end-product is PVA hydrolyzed in excess of 80 percent. All of the U.S.
producers and respondents use some form of a continuous manufacturing process to make PVA. *** 13

Interchangeability

PVA is sold in a variety of standard and specialty grades, each grade varying according to its
molecular weight and the degree of hydrolysis. According to the petitioners, the degree of hydrolysis is
commonly denoted as super (more than 99 percent hydrolyzed), fully (98-99 percent hydrolyzed),
intermediate (90-98 percent hydrolyzed), and partial (85-89 percent hydrolyzed).'s

The specific performance of various grades of PVA varies with the degree of hydrolysis and
viscosity. For example, the greater the degree of hydrolysis, the better the water resistance. For this
reason, in adhesive applications that require water resistance, a fully hydrolyzed grade of PVA is used.
On the other hand, in adhesive applications that do not require water resistance, a partially hydrolyzed

14 Saponification is the chemical reaction in which an ester is heated with aqueous alkali to form an alcohol and
the sodium salt of the acid corresponding to the ester.
15 sk

16 The definitions of fully, intermediate, and partially hydrolyzed PVA in terms of degrees of hydrolysis vary
somewhat within the industry. For example, in its product literature, DuPont has defined fully hydrolyzed PVA as
98 percent or greater and partially hydrolyzed as less than 98 percent hydrolyzed.
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PVA may be used. Similarly, paper manufacturers select a specific grade of PVA depending on the
property required for the paper. Grease and water resistance, ink receptivity, and other components of
the size solution determine grade selection. In the textile market, where PVA is used as a warp sizing for
yarns to prevent breakage during weaving, various grades of PVA are selected for use depending on the
yarn, machine type, other components of the sizing solution (e.g., starch), required viscosity, abrasion
resistance, and ease of solution removal after fabric weaving.

Although all grades of PVA are not completely interchangeable with other grades, more than one
grade may be sold to specific end-use markets. For example, fully hydrolyzed PVA can be used in many
of the same end uses in which intermediate or partially hydrolyzed PVA can be used, such as textiles,
paper, and adhesives. The same grade of PVA is frequently sold for different commercial uses, and
many end users are able to use a wide range of grades. Many applications have evolved using particular
grades such that substitution, although possible, could involve some cost and time to reformulate, and
end users tend to avoid changing the grade of PVA they use in their applications because their formulas
and process parameters might have to be adjusted. Because it is a unique synthetic water soluble
polymer with unique characteristics, PVA has few substitutes for most end-use applications.

Channels of Distribution

Based on responses to Commission questionnaires, the large majority of all PVA sold in the
United States, whether domestically produced or imported, is either internally transferred or sold directly
to end-user customers.!” PVA sold on the open market is either delivered in bulk (railroad cars) or
packed in bags. Distributors, while present in the U.S. market, have a very limited role.

In terms of end-use applications, *** percent'® of U.S. producers’ production of PVA in 2002
was for use in producing PVB, *** for internal domestic (captive) production of PVB. The textile
industry was the next-largest market for PVA, followed by the paper and adhesives markets."

Price
PVA prices for the same grade may vary according to the end-use market for which the product

is sold. For more information concerning prices, see Part V of this report entitled, Pricing and Related
Information.

17 In the U.S. commercial market for PVA, both U.S. producers and importers (with ***) from subject countries
reported that *** of their U.S. commercial shipments went directly to end users. Wego, *** U.S. importer of
Chinese-manufactured PVA, reported selling imported PVA to chemical distributors. Sichuan Vinylon’s
posthearing brief (pp. 2-3). According to Wego’s questionnaire response, it ***. Importer questionnaire response
of Wego. (***.)

18 Figure does not include ***,

19 See Part 11, table II-1 for a detailed listing of the reported end-use applications of both U.S. producers’ U.S.
shipments and importers’ U.S. shipments.
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DOMESTIC LIKE PRODUCT ISSUES

At the public conference and in its postconference brief during the preliminary phase
investigations, Solutia of St. Louis, MO, the sole non-petitioning U.S. producer of PVA,* raised a
domestic like product issue, arguing that the Commission should find PVA produced for the subsequent
production of PVB as a separate domestic like product. The Commission, however, concluded that PVB-
grade PVA was part of the continuum of PVA products and, accordingly, defined a single domestic like
product coextensive with the scope of the investigations.*!

In the final phase investigations, Solutia again argues that PVB-grade PVA should be excluded
from the domestic industry as a separate domestic like product.?? Solutia contends that the grade of PVA
used to produce PVB and the specifications required to achieve that grade are fundamentally different
and not interchangeable with other grades of PVA used for other applications. It argues that the
hydrolysis level and the viscosity are not the most significant differences that distinguish PVB-grade
PVA. Rather, Solutia reports that PVB-grade PVA is distinguished from other grades of PVB by its low
ash content (required since ash interferes with the ability of PVB to adhere to glass surfaces and prevent
penetration during a vehicular collision) and low resin color (which allows for optical clarity). Standard
grades of PVA allow for up to 1.2 percent of the final material to be ash (measured as equivalent to
sodium oxide). For PVB grade PVA, *** which requires a more time consuming and costly production
process.?> The color of the PVA resin also ***.2* Moreover, the tight quality parameters require a
lengthy and rigorous qualification process that includes manufacturing test PVB sheet and fabricating it
into windshields, which then are subject to the automotive industry’s pre-production approval process
that can require up to two years of testing.”> Solutia also contends that the end users and the channels of
distribution of PVB-grade PVA are unique.?

Petitioners state that the Commission should rely on the same rationale it provided in the

preliminary determinations to conclude that PVB-grade PVA is not a distinct domestic like product.?’

2 The only two end users of PVB-grade PVA for the production of PVB in the United States are DuPont and
Solutia. DuPont consumes internally *** PVB-grade PVA while Solutia must purchase a portion of its PVB-grade
PVA on the merchant market.

2 See Polyvinyl Alcohol from China, Germany, Japan, Korea, and Singapore, Invs. Nos. 731-TA-1014-1018
(Preliminary), USITC Pub. No. 3553, October 2002, pp. 7-9.

22 Solutia’s prehearing brief, pp. 6-9, and Mark Gold, Technology and Marketing Manger, Performance Films,
Solutia, hearing transcript, pp. 139-143. Clariant indicates that it agrees with Solutia’s domestic like product
analysis (Clariant’s posthearing brief, attachment 1, p. 2) and discusses the six domestic like product factors
(posthearing brief, pp. 3-4) while petitioners and Sichuan Vinylon propose one domestic like product (petitioners’
prehearing brief, p. 4; Sichuan Vinylon’s prehearing brief, p. 1).

2 Specifically, a producer must “perform additional ***.”
24 Solutia states: ‘“***”

25 Solutia’s posthearing brief, pp. 6-9, and Mark Gold, Technology and Marketing Manager, Performance Films,
Solutia, hearing transcript, pp. 139-143.

26 Solutia’s prehearing brief, pp. 10-11.
27 Petitioners’ prehearing brief, pp. 4-8.
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PART II: CONDITIONS OF COMPETITION IN THE U.S. MARKET
MARKET SEGMENTS

PVA is used in a wide variety of end-use products. PVB is by far the highest-volume end use for
PVA. Other high-volume end uses for PVA include textiles, paper, adhesives, and emulsion
polymerization. PVA is also used in the manufacture of a wide variety of other products including
building products, biodegradable health care products, ceramics, and film, and in oil drilling and PVC
copolymerization. The U.S. producers report that the prices of the PVA they sell in the United States are
based on the value that the PVA adds to a particular application; consequently, prices are typically higher
in some segments than in others.! The highest prices are paid by the paper industry, followed by
adhesives and emulsion polymerization, then textiles, with the lowest prices for product sold to textile
compounders. PVA for PVB applications traditionally has been priced between textiles and adhesives
applications.”

Only DuPont and Celanese produce PVA in the United States for sales on the open market.
Solutia produces PVA for the production of PVB *** but does not sell PVA in the open market.

DuPont and Celanese produce PVA for most major applications; in contrast, Solutia produces
PVA only for PVB applications. Importers from the subject countries state that they tend to concentrate
their sales in certain end-use products. Most importers import from only one country. The percentages
of PVA produced in the United States and in each subject country that were sold in each major U.S.
market segment during 2002 are shown in table II-1. Appendix D shows the quantities of PVA
purchased by each purchaser, by industry and by country of origin for 2000 through 2002, and reports the
ten largest customers reported by U.S. producers and importers. Table II-2 shows the amounts of PVA
by hydrolysis range for the United States and each of the subject countries for 2000 through 2002. The
Chinese data in tables II-1 and II-2 are for Sichuan Vinylon which received a preliminary de minimis
margin of dumping.

Table II-1
PVA: Volumes and shares of U.S. production and imports, by country and by end uses, 2002

* * * * * * *

Table lI-2
PVA: Volumes of U.S. production and imports, by country and by hydrolysis levels, 2000-02

* * * * * % *
Forty-four purchasers responded to the Commission’s purchaser questionnaire; of these, 4 were

distributors, 1 ***, 8 produced textile products, 7 produced paper products, 12 produced adhesive
products, 8 produced emulsion polymerization products, 3 produced building products, 4 produced

! Fred Chanslor, Vice President, PVA, Celanese, hearing transcript, pp. 20, 21.

2 Irving Laub, President of Perry Chemicals, hearing transcript, pp. 64-65; Kathryn Kamins McCord, PVA
Business Manager, DuPont, p. 67; John Welch, Vice President, Vinyls Enterprise, DuPont, p. 68; and Fred
Chanslor, Vice President, PVA, Celanese, p. 68.
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pharmaceutical products,® and 13 produced other products.* A number of firms reported producing
products in more than one of these categories.

SUPPLY AND DEMAND CONSIDERATIONS
U.S. Supply

Based on available information, staff believes that U.S. producers would be somewhat
constrained in their ability to respond to price changes with substantial changes in the quantity of PVA
shipped to the U.S. market. A factor restricting supply responsiveness is the lack of ability to increase
capacity in the short run. The existence of export markets and relatively high inventories enhance the
ability to increase or decrease shipments to the U.S. market.

Industry Capacity

U.S. producers’ capacity utilization fell from *** percent in 2000 to *** percent in 2001, and
rose to *** percent in 2002. Because of the high fixed costs involved in the production of PVA, U.S.
producers report that it is important to maintain a high capacity utilization rate.

Inventory Levels

U.S. producers’ inventories of PVA, as a ratio to total shipments, fell from *** percent in 2000
to *** percent in 2001, and *** percent in 2002. U.S. producers report that ***-percent inventory level
is the optimal level.

Export Markets

Exports accounted for *** percent of total shipments in 2000, *** percent in 2001, and ***
percent in 2002. This export share provides some flexibility in shifting shipments between the U.S.
market and other markets.

Subject Imports

Data provided by foreign producers’ questionnaires suggest that PVA producers in the subject
countries are operating at high levels of capacity utilization, with each of the countries generally
reporting capacity utilization rates higher than those reported by the U.S. producers. This would restrict
the foreign producers’ ability to increase output to the U.S. market. Since foreign producers ship only a
small-to-moderate percentage of their production to the United States, they may have the flexibility to
shift shipments between other markets (including their home markets) and the U.S. market.

* One of the firms producing pharmaceuticals reported that the PVA in this application was product excluded
from the scope of these investigations.

4 Other products include materials for printing, films, packing material, fertilizer spikes, resins, stoneware,
agriculture seed coatings, paper tubes, and enzymes.
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China

The largest Chinese firm, Sichuan Vinylon, received a preliminary de minimis margin of
dumping; it represented virtually all the known imports from China. Customs also reports occasional
PVA imports from other Chinese producers; these imports are discussed further in section I'V.

Germany

Available information suggests that the German producer would have some flexibility to shift
sales to or from the U.S. market due to *** exports to the United States, *** levels of exports to other
countries, and *** inventories. However, the reported capacity utilization rates were *** (*** percent in
2000 and *** percent in 2002), which could limit the ability to increase shipments to the U.S. market.

The U.S. market accounted for *** percentage of the total quantity of German shipments of
PVA, accounting for only *** percent in 2000 and *** percent in 2002. German home market sales and
internal consumption combined accounted for about *** of German production, and shipments to
third countries were ***. Inventories fell from *** percent of the German producer’s total shipments to
*** percent in 2002.

Japan

Available information suggests that Japanese producers would have some flexibility to shift sales
to or from the U.S. market due to a very low share sold in the United States, relatively high exports to
other countries, and high inventories. However, reported capacity utilization rates were high (***
percent in 2000 and *** percent in 2002), which could limit the ability to increase shipments to the U.S.
market.

The U.S. market accounted for a small percentage of Japanese sales of PVA, accounting for ***
percent of the total quantity of Japanese PVA shipments through 2002. Japan consumes most of its PVA
in internal consumption and home market sales, which were close to *** percent of total PVA shipments
throughout the period. Almost *** percent of Japanese PVA shipments are sold to countries other than
the United States. Inventories were equivalent to about *** of Japanese producers’ total shipments
throughout the period.

Korea

Auvailable information suggests that the Korean producer would have some flexibility to shift
sales to or from the U.S. market due to a *** share of shipments to the United States, and a *** share of
shipments to other countries; its relatively *** capacity utilization rates (*** percent in 2000 and ***
percent in 2002) may moderate the supply response.

The U.S. market accounted for an increasing percentage of Korean shipments of PVA, ***
percent in 2000 and *** percent in 2002. *** of shipments are internally consumed or shipped within
the Korean home market. In addition, over *** of shipments are exported to countries other than the
United States. Inventories were equivalent to *** percent of the Korean producer’s total shipments in
2002.
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U.S. Demand
Demand Characteristics

Overall demand for PVA in the United States has fallen since 2000. Much of the reduction in
demand is reported to be the result of declines in the U.S. textile market, although the slowdown in the
general economy is also reported to have reduced demand. However, consumption of PVA for the
production of PVB and for some other applications has increased. *** five of the 13 responding
importers stated that demand for PVA in the United States has fallen since January 1, 2000. *** six
importers reported that demand had increased, one reported that demand was unchanged, and one
reported that demand was determined in part by exports which depended on competitively-priced PVA.

Twenty-nine of the 42 purchasers reported changes in demand for their final product that
incorporates PVA since January 2000; the other thirteen reported that demand had not changed. Of those
reporting changes, 15 reported that demand had decreased, 12 reported that demand had increased, and 2
reported that demand for PVA fluctuated with demand in the downstream industry. Reasons demand had
fallen included reductions in the textile industry or other industries; products becoming obsolete;
reductions in overall economic demand; shifts in production offshore; sale of a unit that used PVA;
increased sales of a lower-cost competitor; and reduced market share. Reasons demand increased
included new products, growing product demand, purchase of new business, and increased market share.

Based on available information, the overall demand for PVA is unlikely to change significantly
in response to changes in price. The main factors contributing to the low degree of price sensitivity are
the limited range of substitute products and the small share of PVA in most of its end-use products.
However, some factors increase the responsiveness of demand, including the large share of PVA in some
intermediate products which potentially could be imported and the existence of some substitutes.

Substitute Products

*** 8 of the 14 responding importers reported that substitutes for PVA exist. Substitutes
reported include starches, carboxy-methylated cellulose (CMC), proteins, latex adhesives, dextrin,
sodium silicate, polyacrylamide, and polyvinyl acetate. The firms reporting these substitutes, however,
typically stated that each substitute is limited to only certain applications or sacrifices performance. In
addition, the firms report that substitutes provide a different set of characteristics than PVA, which may
limit substitution. Ten of the 41 responding purchasers reported substitutes for PVA in specific uses,
including starch, liquid acrylic binders, ‘“Penflex,” sodium silicate, “CMC,” polyvinyl acetate, and
powder resins. Although they were not asked, 3 firms reported that there were problems with these
substitutes, including higher prices and environmental impact (e.g., starch, unlike PVA, cannot be
reclaimed and reused).

Cost Share
PVA accounts for a small percentage of the final cost of the wide variety of products in which it
is used, although for the intermediate products such as textile finishing or adhesive compounds, it often

accounts for a large percentage. The 4 importers reporting cost shares for various intermediate products
reported that the cost of PVA ranged from *** percent to *** percent.
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Thirty purchasers reported that the cost share of PVA in their end products ranged from less than
1 percent to as high as 95 percent.’ Fifteen reported products where the cost of PVA accounted for up to
2 percent of total cost, 12 reported products in which PVA accounted for 3 to 11 percent of the cost, 7
reported products in which PVA accounted for from 12 to 40 percent of the cost, and 6 reported that
PVA accounted for 45 to 95 percent of the cost of the products they produced; a number reported shares
for multiple products using different amounts of PVA. The share depended on the end-use product;
however, PVA made up the largest share of intermediate products, particularly adhesives.

SUBSTITUTABILITY ISSUES

The degree of substitution between domestic and imported PVA depends upon such factors as
relative prices, quality, conditions of sale, and forms of PVA available from the sources. Based on
available data, where there are identical forms of PVA there is a high degree of substitution between
domestic PVA and subject imports. However, product from different sources may not be identical even
if the product is intended for the same use. As a result, most purchasers of PVA (37 of the 41
responding) required prequalification of PVA for use in their products. Thirty-three of the 35 responding
purchasers required prequalification for all their purchases, and the other two required it for 80 and 3
percent of their purchases, respectively. Forty reported the time required for qualification to range from
3 days to 60 months, with 1 reporting 3 days, 15 reporting 1 to 3 months, 12 reporting 3 to 6 months, 4
reporting 6 to 12 months, 6 reporting 12 to 24 months, and 2 required 48 to 60 months. Purchasers were
asked to list the companies that were prequalified; 12 listed U.S. producers as the only qualified
suppliers, 19 had both U.S. producers and importers as qualified suppliers, and 6 listed only
importers/foreign producers as qualified suppliers. While firms frequently listed multiple suppliers, they
may be qualified for different types of PVA products. Only 12 purchasers reported that they were trying
to qualify new suppliers; of these, 4 reported they were trying to qualify domestic suppliers and 8 ***
were trying to qualify importer/foreign producers as new suppliers. Many of those trying to qualify
foreign suppliers were trying to qualify more than one. ***.5 ***

Substitutability is also moderated by the fact that different forms of PVA impart different
characteristics that are only appropriate for certain end uses, and not all types of PVA are available from
all producers. Thirteen of 37 responding purchasers reported that some producers (either domestic or
foreign) did not produce the product that they require. Of the 9 purchasers that reported country sources,
4 reported that at least one of the U.S. sources did not produce the product they require; 3 reported that
both some U.S. source and some nonsubject source did not produce the product they require; 2 reported
that subject countries did not produce the product they require; and 1 reported that only Japan produced
PVA for pharmaceutical and dietary supplement applications.

Substitutability is also reflected to some extent in the frequency with which purchasers change
suppliers. Forty-three purchasers responded to the question on how frequently they changed suppliers:
11 reported never changing suppliers; 20 reported that they changed suppliers infrequently; 2 reported
they had not changed suppliers in the last 3 years; 1 reported not changing suppliers since 1995; and 2
reported changing suppliers as needed.’

* In addition to these 30 purchasers, 11 misread the question and reported the shares of their total volume of PVA
used in the various products that they produced.
6 ok

" In addition, 1 firm reported that PVA was a commodity; 1 reported that it took bids on PVA every 2 to 3 years;
1 reported that it had changed suppliers once in the last 3 years; 1 reported an annual purchase agreement; 1
(continued...)
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DuPont is reported to only produce PVA with a hydrolysis between 97 and 100 percent.
Celanese’s product range is greater than DuPont’s. Users prefer and frequently require specific forms of
PVA. According to the respondents, imported product from the various subject countries tends to be
used mainly in specific applications, reflecting a limited range of forms of PVA normally produced by or
imported from certain countries.® In contrast, the petitioners report that differences between grades are
small and require only fine tuning of the manufacturing process.’ It is difficult to determine the extent of
overlap between countries because even if purchasers buy PVA from more than one source, the products
may not be used for the same purpose. Similarly, product used in the same industry may not be
interchangeable. At the same time, the purchasers did not all report the same type of product in only one
category; for example, some purchasers reported textile adhesives in the textiles category and another
purchaser reported textile adhesives in the adhesives category.

Factors Affecting Purchasing Decisions

Purchasers were asked to identify the three major factors considered by their firm in deciding
from whom to purchase PVA (see table II-3). The largest number of purchasers reported that quality was
the most important factor. Contracted/approved/traditional supplier; price/cost/terms/price protection;
and availability/supply security/delivery/short lead times were other important factors.

Purchasers were asked what factors determined the quality of PVA. Many firms reported a
number of different factors used to determine quality. The most-commonly-mentioned factors were
performance and meeting specifications. Other factors included consistency, purity, solubility,
recoverability, film strength, grade availability, price, hydrolysis, foam, particle size, dust, solution shelf
life, viscosity, PH, residual methanol, ash, color, narrow molecular weight range, and meeting standards
including GMP, CPA, ISO, and Kosher standards.

Purchasers were asked to report if PVA from different countries was used in the same
applications and if there were any differences in product characteristics or sales conditions (table II-4).

7(...continued)
reported a contract covering 2000 through 2005; 1 changed suppliers due to price changes; 1 reported that though it
occasionally takes bids it had not changed suppliers in many years; and 1 reported changing slowly based on
quality, value, and service.

8 Importer Wego Chemical & Mineral Corp. states that Chinese-produced PVA can only be used in low-end
applications, such as textile and paper applications, because of limitations in the product relating to molecular
redistribution and hydrolysis ranges (Wego’s postconference brief, pp. 6-7, and exhibit 1). *** contends that there
is limited competition between imports from Germany and domestic PVA and other imported PVA because German
PVA is mostly high-priced, high-quality, specialty product with low ash and low ‘dusting’ tendencies for use in the
high-quality and art paper market, in the building products market, and in various niche markets, e.g., cosmetics,
inks, pharmaceuticals, and resins used in fiberglass (Clariant’s postconference brief, pp. 2, 5-7, and Clariant’s
posthearing brief, p. 2). OCI International, a U.S. sales affiliate of the Korean producer of PVA, states that there is
no reasonable overlap between the Korean product and the domestic and other imported PVA ex<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>