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EXECUTIVE SUMMARY

In recent years the debate in the United States about trade policy has focusep
on the issue of faimess~ There is widespread belief that unfair trflde practices
including sales of goods at less than fair value (otherwise knpwn as dumping) and
subsidization of industries ' by foreign goverriments, hav~ hijlJ1'ed Amer~can
industries~ driveilfirms out of business and created unemployment. As a result of
this belief, the United States has on several occasions ~end6q. its Jaws against
dumped and subsidizeq imports, e'achtime making it e:;\Sier for qoIpestic industries
injured by such imports to obtain relief. 

Despite the imp~rtaI1ce of this ,d6bCite, its central premise that unfairly tr(,tded
imports have been a serious-problem foF American business " Qas r~ptained largely
unexamined. ' This report analyzes the effect of dumped and/or subsidize4 imports
on competing domestic in4ustdes between 1980 and 1988.- This time frame was
chosen because it falls between two substantial changes in the law, the Trade Act
of 1979 and the 1988 Omnibus Trade A9t. , We develop an economic )neth09ology 
that estimates what the performance of the domestic industries cpmpeting with

, ,

dumped or subsidized imports would have been had such impQrts 1)Qt b~en unf~irly
traded. ' By comparing this estimated performance with the actu~l perfolJ11ance of
these industries, we can estimate the effect of unfairly traded importS' upqn domestic
industries. By making ceqain assumptions about the param.eters of t~e model, w~
compute upper bounds on the effect of ltnfairly traded jmports. ' By changing the~
assumptions, we obtain successively tighter bounds.

During our cho$en time frame, the U.S. International Trade Commission made
decisions on 221 antidumping or countervailing duty cases. There is sufficient
public information available concerning 179 of these 721 cases to permit us to
estimate injury to domestic industries as the result of unfairly traded iJ11ports.

Our estimates indicate that, of these 179 cases

, ,

only ~3 , or less than pne third
of the total, suffered a loss in domestic industry revenue as the result pf unfairly
traded imports that could be greater than 5 percent. Only tw~nty~on~ cases involved
a loss in revenue as the result of unfairly traded imports that could be greater than
10 percent. Because oUr methodology and the data we rely on consistently
overstates injury to the domestic industry, it is likely that an ~ven smaller number
of domestic industries have suffered revenue losses this large because of unfairlytraded imports. 

The results of this report should not, however, be construed to suggest that
domestic industries are never, or almost never, injured by dumped or subsidized
imports. For virtually all of the 174 cases for which we calculate injury we find



that the domestic industry suffers some measure of injury from unfair imports. The
relevant question is not whether there is any injury, rather it is how much injury is
suffered. Indeed, the main purpose of this report is to quantify the injury caused by
unfair imports. ,Mon~over, this report examines only those instances of dumped or
subsidized impo~sth~t haye resulted in ITC cases. FurthermpJ;e, since this report
examines only dumped and subsidized imports it is not appropriate to use our results
to draw inferences about the magnitude , of the effects ,of other types, of unfair
practices 'on doritesti~ industry. Under U.S. law, there are many foreign policies or
practices that may be unfair ~d cause injury todoroestic industries. In addition to
dumped' and subsidized imports, these include foreign government barriers against

' exports ' and infringement by foreign fmns of U.S. intellectual property rights.

The industries ~ost severely affected by unfairly trad~d imports are diverse.
While , they include agricultural and consumer goods, they " are primarily raw
material~ andirid~stt~alproducts. Only two, 64KDRAM8. and EPROMS, might be
consi~ered "s~~tegic

, Our, fu?-dingsare at variance with the popular perception that unfair importsI ' ,
inflict widespread harm on domestic industries. One .explan~tion for ~is result is
that our estimates i$~late the effect of unfairly traded imports from other economic
changes affecting ~e industries. Firms that compete With unfairly, traded imports
may be experiencing difficulties, independent of import, competition. Casual
observers might incoriectly infer causality' from theco~ncidence of declining sales,
profits, or employment With unfairly traded imports. 



CHAPTER 

INTRODUCTION

. '

Recent debate on U.S. trade policy has been dominated by the fairnessissu~.
It is argued that the United States needs to adopt or strengthen policies that attempt
to provide ' a " level playing field" for domestic producers. This is needed because
it is believed that foreigners engage in pra~ticesor adopt polices that cause s~vere
injury to domestic industries. These "unfair" practices includ~ the subsidization of
foreign producers by their governments and the "dumping" of goods into the U.
market by foreign producers. 

There is a widely held ' belief that when foreign firms dUmp ' their mer?handise
in the domestic market or receive subsidies from their government, there will be

, significant job losses and output reductions in import sensitive industries. This
perception is reflected by the results of a 1988 opinion poll which found that 77
percent of the respondents agreed with the statement: '~oreign governments are
destroying American industry by subsidizing ' the costs of m~ufacturin~ Witb
government funding... "t., It is also believed that unfair imports cause a further
deterioration of the balance of payments. Furthermore, the fairnessissu~, which was
largely confined to dumped and subsidized imports in the early years of the postwar
era 2 has since spread to give an 

important if not prominent role to pr(J.ctices of
foreign governments that restrict U. ' exports. , Concern about problems flttributed
to unfair imports prompteq some of the fiercest lobbying efforts in draftipg the 1988
Omnibus Trade Act, efforts that sought to increase the "effectiveness

" '

of the

Antidumping and Countervailing Duty laws.

Despite the importance of the fairness issue thert:( is surpri~ingly little
information about the extent to which unfair imports actually harm domestic
producers and workers. However, among the modest collection of studies that hav~
estimated the effects of unfair imports, there are two contributions prepared by staff
of the Federal Trade Commission ("FTC"). The fi~st dealt with subsidized steel

I Only 14 percent of the registered voters surveyed disagreed with this statement. Cited in 
paper by Bart Fisher delivered

November 1988 to Symposium in honor of Professor Isaiah Frank. Source of survey was FingerhutlMadisonOpinion
Research and Communications, cited in Memorandum to the Democratic Congressional Campaign Committee by Vic
Fingerhut, May 6, 1988. 

2 See Pearson (1989), p. 73.

3 The debate on the 1988 Omnibus Trade Act underscored the importance Congress attached to unfair practices of foreign

countries that limit U.S. exports and its dissatisfaction with the manner in which the Administrative branch had enforced
section 301 of the Trade Act of 1974. Section 301 authorizes the President to challenge foreign government practices that
in effect, reduce U.S. exports. As a consequence of this dissatisfaction, Congress amended section 301 , adding the so called
super 301" , making it more difficult for the Administration to avoid taking action. For a useful background discussion , see

Ahearn, Mendelowitz, and Reifman (1991), pp., 50-52. ' 
4 Horlick and Oliver (1989), p. 5 and Barshefsky and Zucker (1988), p. 253.



imports from the European Community and four other countries, FTC (1982), and
the second dealt with subsidized softwood lumber imports from Canada, FTC
(1983). With the exception of these few studies we do not generally know
whether unfair imports typically cause domestic industry to contract by 1 percent or
by 50 percent. This report attempts to remedy this, shortcoming. We focus on
dUlI)ped arid S4bsidized imports and provide estimates of their effect on U.
iq.dustries by drawing on . a large sample of cases investigated by the U.
International Trade Commission ("ITC") between , 1980 and 1988.

A preyiew of,the res~ of this report follows, First, in chapter 2 w~ summarize
and provide perspectives for antidumping and countervailing ,actions in the United
States during the period 1980 to 1988. Chapter 2 also explains concepts and

. , proced\U'es encoUl1t~;r.ed in U.S.' antidumping and countervailing duty investigations
anq ,s~arizes the ol1t~Qmes of these inyestigations~ ' Readers faQ1iliar with these
matters may wish to skip thi~ chapter. Chapter j di~cusses in relatively nontechnical
tepns theeconQmic :model we use to estim~te the magnitude of injury to domestic

, industry catlseq by,Utlfair imports. The main elements of our approach to estimating
, injury are foupd in the first four sections; in order to fullyiinderstand our empirical
, results it is, important to be familiar with this material. For readers who like
d~agr~~, , a ~implifi~d version of our model is provided in Figure 3. 1. F or those
wh~we inte~es~ed in technical details, the model is described more fully in appendix
B. The princ~p~ chapter of this report is chapter 4. It presents estimates of the

. m~gnitude, of injury suffer.ed by domestic industries as a consequence of dumped or
, ~ubsidize~' , imports. ' . Finally, chapter 5 summ~zes our 'empirical findings

ac~owledges some qualifications, and offers several possible interpre~tions of the
findings.- 

S See also FTC (1986). In addition, Mutti (1984) has estimated the effects of subsidized steel imports ftom the EC and
Murray and Rousslang (1988) examine the effects on unfair imports 011 four industries: brass sheet and strip, unfinished
mirrors, candles, and oil country tubular goods.



CHAPTER 2

AN OVERVIEW OF
UNFAIR IMPORT CASES

I. Introduction

This chapter takes first steps towards, shedding some light on the question of
whether unfair imports generally , cause ' severe harm to domestic industries. While
our quantitative injUry estimates are presented later in this report, in chapter 4, we
can gain some useful perspectives about the severity of the impact of unfair imports
by reviewing certain information from official investigations by the ' u. S'

~ '

government Accordingly, this chapter provides a selective ov~rview of all
investigations 'of unfair imports into the United States during our sample period

1980 to 1988. This period was chosen because (1) it is relatively recent, (2) it was
an active one for unfair import , investigations, and (3) it covers the period between
two important changes in the law: the Trade Act of 1972, which impl~mented the
agreements reached in the Tokyo Round, and the Trade Act of 1988~

We begin by discussing terminology (section II) and then survey the outcomes
of recent antidumping and countervailing duty investigations (sections ' III and IV).
This is followed by an empirical examination of two major factors that determine
the magnitude of injury from unfair imports (section V) and a survey of the $ize of
(measured by employment) and hourly wage rates paid by the' domestic industries
involved in unfair import cases (section VI). Appendix A explains how we
constructed the data sample used in this report.

II. Unfair Imports and Unfair Advantages

In this report

, "

unfair imports" refer to subsidized or dumped imports, imports
which involve certain international trade practices deemed to be unfair. under U.
law. Specifically, subsidized imports occur when foreign firms benefit from

-- 

6 The Trade Act of 1979 introduced an injury test for most subsidized imports (previously only duty free imports were

given an injury test) and made substantial changes in procedures for the administration of the law including, inter alia, strict
time limits for the various phases, and instructed the President to submit a reorganization plan to improve enforcement of the
unfair import laws. (This led to the shift of the responsibility for calculating dumping and subsidy margins from the Treasury
Department to the Commerce Department) For a discussion, see for example, Jackson fU1d Davey (1986), sections 10.2 and
10.3 , and Shuman and Verrill (1983), pp. 107-111. 

7 A third type of unfair imports under 
S. law, so called section 337 cases, is not examined in this report. This refers

to imports that are sold by means of unfair methods of competition that violate U.S. copyrights , patents, or trademarks. For
background see, e. , Jackson and Davey (1986) section 10.4. 

(continued...



certain subsidies or bounties granted by their governments. Dumped imports occur 
when foreign firms charge prices that are less than fair value (ilL TFV"). Less than
fair value pricing arises if (1) foreign firms price discriminate by charging a lower
price on sales to the U.S. market than on sales to their home marketS or to third

countries, or if (2) foreign fmns charge prices on sales to the U.S. market that are
below cost of production ("constructed value

Under U.S. law, countervailing duty ("CVD") and antidumping ("AD"
investigations lO generally start when a domestic industry (e. , a group of domestic
produc~rs, a trade association, or a labor union) simultaneously files a petition with
the Department of Commerce ("Commerce ) and with the International Trade
Commission: ("lTC" ). 11 Commerce and the ITC jointly administer the
countervail~ng duty and antidumping statutes. , Commerce determines the amount of
tbe sP'bs~dy and/or dumping that is taking place. The ITC determines whether a
domestic industry is injured by unfair imports.

' If domestic producers are successful before both agel!cies, they obtain relief
in the form ofadditional 4uties levied on the unfairly imported products. The
magnitude of the relief is based on subsidy or dumping margins (discussed below)
c~lcuJated by Commerce. After the additional duties are imposed the unfair imports
are no Jonger unfair

this is an important point and needs to 'be underscored. In general
imposition of the additional quties will increase the price of the subject imports in
the U. S. market and therefore reduce the amount that enters the country, but not to

7 (...continued)
Note also that this report does not examine those unfair international practices defined in section 301, of the Trade

Act of 1974. These unfair practices include inter alia policies of foreign governments that (1) limit exports of U.
companies or (2) do not afford adequate protection to U.S. intellectual property rights. For background, see Jackson and
Davey (1986), section 10.5. Also see U.S. Congress, House of Representatives (1988), Omnibus Trade and Competitiveness
Act of1988. Conference Report to Accompany H.R. 3. 100th Cong., 2nd Sess., Report 11-576, pp. 2- 62-125, and 550-639.

8 This is the traditional fonn oi dumping. A foreign monopolist who can, separate customers in its home market from
customers in the' U.S. market (and thereby prevent arbitrage) and who also faces a more elastic demand on sales to the U.
will maximize profits by charging a lower price on sales to the United States. See e. , Caves, Frankel , and Jones (1990),
pp. 302-305.

9 According to Horlick (1989), p. 136, since 1980 about three-fifths of all antidumping investigations have been based
at least in part on allegations of sales below costs.

10 The system used by the ITC to record CVD and AD investigations is as follows. CVD investigat~ons are indicated by
701-TA- , where "701" and "TA" refer to section 701 of the Trade Agreements Act of 1979, and "X" is an investigation
number. The first CVD investigation decided under the 1979 Trade Act was 701-TA- 1. The same comments apply to AD
investigations, except that 701 is replaced by 731. Note that there are a small number of CVD cases involving duty free
imports from certain countries, where 701 is replaced by 303.

II Although they are rare, unfair import investigations can also' be initiated by Commerce. A recent example is the
countervailing duty case involving softwood lumber from Canada. See Keith Bradsher

, "

Canadian Lumber Penalized New
York Times. March 7, 1992, p. 39.
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' ' 

of im orts will still enter the conn . Therefore, to determine
the impact of unfair imports on domestic industry it is necessary to estimate the
amount by which the quantity of the subject imports will decline. The precise
amount will depend on, among othel"things, the size of the additional duties, which
explaIns why the magnitude of the dumping and subsidy margins is so crucial.

" In subsidy cases Commerce determines the net benefits that constitute
subsidies and calculates the ad valorem subsidy margin. ' For example, if Corrimerce
determines that the ~et benefits p~r unit ,of ill1ports are $50 while the price of the
imports to domestic purchasers is $100, then the subsidy margin is 0.50 or 50
percent ( 0/100). In antidumPing cases, Commerce determines both the fair price
and the price charged on sales to the ' , arid then calculates the ad valorem

d~pingmargin. For example, if Cotrimerce determines that the, fair price i~ $fOO
:(e. , the price , charged in the ljome market) while the price ch&rged In the
market is $80, then the dumping margin is 0.25 or 25 'percent ( (IOO-80)/8Q)J.

Subsidized and dumped iniports are . perceived to have an unf~ir price

advantage over competitive domestic products. The que~tion is; how large can t
unfair price advantage be? This depends on the difference between the initial price
of unfair imports and the price that would have been observed in the absence of
subsidies or dumping. Under the usual cost conditions, i. , constant or increasing
marginal costs, the upper limit for the price that would prevail in the absence of ~he

unfair practice equals the initial price increased by the, full extent of the
dumping/subsidy margin. , This is the so-called fulLpas tllrough case~ 12 

To illustrate, consider the specific examples discussed above. In, the subsidy
example, the perception is that the price of imports should have been $1 SO. This
equals the actual prige ($100) increased by subsidy margin (50 percent). The
argument is that because foreign firms benefit from a subsidy that reduces their
costs, the price of the imported product is two-thirds of what it should have been.
Therefore imports have an unfair price advantage of 33 percent (=(150- 100)/150).
Similarly, in the dumping example, it is believed that the fair price of imports is
$100. But the actual price was $80 so the unfair price advantage is 20 perc~nt

(=(100-80)/100). 
Finally, note that whether there is severe injury to domestic producers depends

not only on the magnitude of the unfair price advantage, but also on certain
characteristics of the market, including, for example ' the degree to which quantity
demanded responds to price changes. This will be discussed more fully in the next
chapter.

12 For an analysis of the pass-through issue in CVD investigations, see Knoll (1989), pp. 63-76. For an analysis of this
issue in AD investigations, see Boltuck (1991), p. 99. 



, HI. Potential. Outcomes of Unfair ImpoI1 Investigations

Each countervailing duty or antidumping investigation potentially proceeds
. through a preliminary phase and a fmal phase at both the ITC and at Commerce

and throughout is subject to a strict timetable. 13 The first determination is made
by t!1t~ ITC when it announces its preliminary injury finding. If this determination
is negb.tive, the investigation is terminated. ' If it is affirmative, the investigation
contiIi\ies at 'Commerce. If Commerce determines preliminarily that the subsidy or
d~ping margin is more than minimis (i.e., greater than 0.50 percent), then
i111.pprters are required to post bonds or make cash deposits based on the margins.

If C9~erce determines preliminarily that the margin is de minimis then no bond
or depOsit i~ required: ' . Regardless of its preliminary, margin , determination
CoplIIl~rce proceeds to a final phase margin investigation. If this fmal investig~tiqn
concludes that the margin is de ' minimis the investigation is terminated. If the final
margiA is no~ de minimis the ITC must make a fmal injury fInding. A final ITC
negative injury detenninatipn terminates the investigation. A final ITC affirmative
injlU'Y d~ternVnationresults in an order Jrom Commerce to -the ' Customs Bureau to

, imP9se antidumping or coUntervailing duties.

, Based on the above discussion, each investigation is eventually resolved in oneof five ways: 
An investigatio~ will end ' at the preliminary stage at the
ITC if the ITC makes a negative injury determination --
preliminary ITC negative. 

(1)

, (2) An investigation will end at the final stage at Commerce if
Commerce makes a negative determination

-- "

final
Commerce negative.

'(3) ' Ail investigation will end at the final stage at the ITC if the
ITCmakes a negative final injury deten:p.ination -- "final
ITC negative.

( 4) An investigation will end at the final stage at the ITC if the
ITC makes an affirmative injury determination -- "final
ITC affirmative.

(5) Finally, an investigation can be ended on other grounds --
Other. "

13 For an elaboration of what is involved in the administrative process, see Pal meter (1987). Also , for a useful diagram
that illustrates the stages and gives the statutory timetable, see ITC (1989), Annual Report, 1988, p. 24.



Under the first three outcomes, no antidumping or countervailing duty orders
are issued. Under the fourth outcome, antidumping or countervailing duty orders
are issued and additional duties are imposed. 14 The fifth outcome is a catchall.
It includes instances where the petitioner requested the petition be withdrawn. It
also includes many more instances where a voluntary restraint agreement ("VRA"
was negotiated with foreign countries. IS 

Finally, note that there is no sunset
provision in U.S. law for antidumping or countervailing duty orders.16 

IV. Results of Unfair Import Investigations

Between 1980 and 1988, the U.S. made 297 decisions on countervailing duty
investigations and 399 decisions on antidumping investigations. 17 Tables 2. 1 and

2 provide details for each year and also give cumulative totals for the nine year
period. Figure~ 2. 1 and 2.2 depict the percent distributions of the cumulative
totals.IS 

14 Following an affinnative decision by the lTC, importers are required to make cash deposits based on the final subsidy
~r dumping margins detennined by Conimerce. The actual duty is calculated later, m an administrative review by Commerce.
See Horlick (1989), pp. 126~129. 

IS VRAs may facilitate collusion by foreign finns, in which case they may be subject to U.S. antitrust action. To avoid
risk of either criminal prosecution or private civil treble damage suits, U.S. trade negotiators encourage t4e e~porting country
to establish fonnal export controls, to obtain immunity from antitrust actions under the "sovereign compulsiop" defense. SeeJackson (1989), p. 179. 

According to Finger and Murray (1990) the vast majority of investigations that fall in the "other" category resulted
in VRAs. VRAs are agreements between the United States and foreign countries in which a foreign country agrees to restrict
its exports of certain products to the United States.

Note that there is an important difference between the welfare effects of VRAs and AD or CVD orders. This 
because a VRA creates quota rents, which are typically lost to the United States, while an AD or CVD order yielQ~ duty
revenue, which is retained in the United States. In particular, when a VRA restricts imports to the saJUe degree as an AD or
CVD order, the VRA results in a transfer to foreigners of the duties that would have b~en collected under the AD or CVD
order and, therefore, is more costly to the United States than the AD or CVD order.

16 However, parties may appeal to the Court for International Trade to overturn " final" detenninations by Commerce or
the lTC, I.e., final in the sense that the investigation is tenninated. Thus, an ITC preliminary affinnative detennination cannot
-be appealed because the investigation continues, but an ITC preliminary negative detennination ends the investigation and
therefore, can be appealed. Note also that administrative reviews by Commerce may revise dumping or subsidy margins.
For discussion of these issues, see Horlick (1989), p. 126- 131.

17 In some investigations the ITC decided that there was more than one product and did not make the same detennination
for all products. For these "split product detenninations" we record each detennination.

18 Although Tables 2. 1 and 2.2 report the number of decisions made each year for unfair import investigations, it would
have made little difference if we had recorded cases based on the year that petitions were filed. Prusa (1991) reports number
of investigations between 1978 and 1988 based on filing date.
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Under the first three ' outcomes, no antidumping or countervailing duty orders
are issued. Under the fourth outcome, antidumping or countervailing duty orders
are issued and additional duties are imposed. 14 The fifth outcome is a catchall.
It includes instances where the petitioner requested the petition be withdrawn. It
also includes many more instances where a voluntary restraint agreement ("VRA"
was negotiated with foreign countries. IS Finally, note that there is no sunset
provision in U.S. law for antidumping or countervailing duty orders.

IV. Results of Unfair Import Investigations

Between 1980 and 1988 , the U.S. made 297 decisions on countervailing duty
investigations arid 399 decisions on antidumping ifivestigations. 17 Tables 2. 1 and

2 provide details for each year and also give cumulative totals for the nine year
period. Figures 2. 1 and 2.2 depict the percent distributions of the cumulative
totals. 18

14 Following an affirmative decision by the lTC, importers are required to make cash deposits based on the final subsidy
or dumping margins determined by Commerce. The actual duty is calculated:later, in an administrative r€:view by Commerce.
See Horlick (1989), pp. 126-129. 

15 VRAs may facilitate collusion by foreign firms, in which case they may be subject to U.S. antitrust action. To avoid
risk of either criminal prose'Cution or private civil treble damage suits, U.S. trade negotiators encourage the exporting country
to establish formal export controls, to obtain immunity from antitrust actions under the "sovereign compulsiop" defense. SeeJackson (1989), p. 179. 

According to Finger and Murray (1990) the vast majority of investigations that fall in the "other" category resulted
in VRAs. VRAs are agreements between the United States and foreign countries in which a foreign country agrees to restrict
its exports of certain products to the United states.

Note that there is an important difference between the welfare effects of VRAs and AD or CVD orders. This 
because a VRA creates quota rents, which are typically lost, to the United States, while an AD or CVD order yiel4~ duty
revenue, which is retained in the United States. In particular, when a VRA restricts imports to the same degree as an AD or
CVD order, the VRA results in a transfer to foreigners of the duties that would have been collected under the AD or CVD
order and, therefore, is more costly to the United States than the AD or CVD order.

16 However, parties may appeal to the Court for International Trade to overturn "final" determinations by Commerce or
the lTC, i. , final in the sense that the investigation is terminated. Thus, an ITC preliminary affirmative determination cannot
-be appealed because the investigation continues, but an ITC preliminary negative determination ends the investigation and
therefore, can be appealed. Note also that administrative reviews by Commerce may revise dumping or subsidy margins.
For discussion of these issues, see Horlick (1989), p. 126-131. 

17 In some investigations the ITC decided that there was more than one product and did not ml!.ke the same determination
for all products. For these "split product determinations" we record each determination.

18 Although Tables 2. 1 and 2.2 report the number of decisions made each year for unfair import investigations, it would
have made little difference if we had recorded cases based on the year that petitions were filed. Prusa (1991) reports number
of investigations between 1978 and 1988 based on filing date.
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Under the first three outcomes, no antidumping or countervailing duty orders
are issued. Under the fourth outcome, antidumping or countervailing duty orders
are issued and additional duties are imposed. 14 The fifth outcome is a catchall.
It includes instances where the petitioner requested the petition be withdrawn. It
also includes many more instances where a voluntary restraint agreement ("VRA"
was negotiated with foreign countries. IS Finally, note that there is no sunset
provision in U.S. law for antidumping or countervailing duty orders.

IV. Results of Unfair Import Investigations

Between 1980 and 1988, the U.S. made 297 decisions on countervailing duty
investigations and 399 decisions on antidumping investigations. 17 Tables 2. 1 and
2.2 provide details for each year and also give cumulative totals for the nine year
period. Figures 2. 1 and 2.2 depict the percent distributions of the cumulativetotals. IS 

14 Following an affirmative decision by the lTC, importers are required to make c!!Sh deposits based on the final subsidy
or dumping margins detennined by CommerCe. The actual duty is calculated I~ter, in an administrative review by Commerce.
See Horlick (1989), pp. 126-129.

, IS ' VRAs may facilitate collusion by foreign firms , in which case they may be subject to U.S. antitrust action. To avoid
risk of either criminal prosecution or private civil treble damage suits, U.S. trade negotiators encourage the exporting country
to establish formal export controls, to obtain immunity from antitrust actions under the "sovereign compulsiop" defense. See
Jackson (1989), p. 179.

According to Finger and Murray (1990) the vast majority of investigations that fall in the "other" category resulted
in VRAs. VRAs are agreements between the United States and foreign countries in which ~ foreign country agrees to restrict
its exports of certain products to the United Staws.

Note that there is an important difference between the welfare effects of VRAs and AD or CVD orders. This 
because a VRA creates quota rents, which are typically lost to the United States, while an AD or CVD order yields duty
revenue, which is retained in the United States. In particular, when a VRA restricts imports to the same degree as an AD or
CVD order, the VRA results in a transfer to foreigners of the duties that would have been collected under the AD or CVD
order and, therefore, is more costly to the United States than the AD or CVD order. 

16 However, parties may appeal to the Court for International Trade to overturn "final" determinations by Commerce or
the lTC, i.e., final in the sense that the investigation is terminated. Thus, an ITC preliminary affirmative determination cannot

-be appealed because the investigation continues, but an ITC preliminary negative determination ends the investigation and
therefore, can be appealed. Note also that administrative reviews by Commerce may revise dumping or subsidy margins.
For discussion of these issues, see Horlick (1989), p. 126- 131.

17 In some investigations the ITC decided that there was more than one product and did not mlJke the same determination
for all products. For these "split product determinations" we record each determination.

18 Although Tables 2. 1 and 2.2 report the number of decisions made each year for unfair import investigations, it would
have made little difference if we had recorded cases based on the year that petitions were filed. Prusa (1991) reports number
of investigations between 1978 and 1988 based on filing date.
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FIGURE 

AN,TIDUMPING CASE SUMMARY
1980 - 1988

FINAL ITC AF,FIRMATIVE . 34%

OTHER . ~8%
FINAL COMMERCE
NEGATIVE. 5%

FINALITC NEGATtVE . 15%

, ,

PRE'-I, t.1INARY ITC NEGATIVE. 19%

SOURCE: BUReAU OF ECONOMICS, FTC.
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There was a sharp increase in antidumping and countervailing duty actions in
the 1980s (in particular the ec:u-IY~ 19~()s) compar~dwith the 1970s. 19 The increase

in the early 1980s occurred during' a period of rising unemployment, an appreciation

, . 

9f tnei.qoHc:pJ, apd' a det~tiotation in the balance of payments. 
20 Periods of general

eco11.otrtih' distr~ss COIrlbihe"cl' with deficits in the balance of payments often ' lead to
an increase in appeals to lim~tiriiports. 21 Although the unfair import caseload
increased sharply in the early 1980s, this may only reflect an increase in the demand
for protection by U.S. industries. A deteriorating macroeconomic environment does
not necessarily imply a considerable increase in the number of domestic industries
that were severely harmed by. unfair imports. Other, purely domestic factors (e.

g.,

declining domestic demand) may have been more important than unfair imports.

Unfortunately, for our purposes, the outcome of unfair import investigations
by Commerce ,and the ITC do not reveal much about the severity of the impact 

unfair imports. The one exception is where Commerce finds that the dumping or
subsidy margin is de minimis. For this outcome it can safely be assumed that the
impact on domestic producers is insignificant. The unfair price advantage' is simply
too small to 'have an appreciable effect on the domestic market. For the other four
outcomes, the severity of the injury to domestic industry caused by unfair imports
is obscure. 'Thisis due prImarily to two considerations~ 

': , ~~ 

The suI:geiriAD and CVD cases in the early 1980s has been documented by several scholars. For example, one study

" " , !'j,

repqrted; tJ1~Hhe 4yerage number of ADaitd CVD actions brought increased ttom 24 per year for tbe period 1972 through
1979 't6 78 p~r year fo~ dtepetiod i 980 through 1984. (Note that the latter period includes 7Spetitionsinitially filed before
1979 under the 1974TrlideAct that were ,deferred until 1979.) See Deardorff and Stem (1987), Another study reported that
the average number'9f AD and CVD actions processed increased from SO per year inthe period 1975 through 1979 to 86 per
year in the period 1980 throu,gh'1988. , See Finger (1990)~ The results of the two studles differ because (in addition to
different time periods covered) Deardorff and Stem refer to number of investigations initiated whereas Finger refers to number
of outcomes. 

" ,

A considerable part of the surge in AD and 'CVD actions is explained by the massive AD and CVD filing by
integrated steel producers in1982. Initially, 132 AD 

8!1d CVDcomplaints were filed by these producers in early 1982 against

, ' .

produ,cefSin s~venf;CcQuntI:ies aswell as producers in four other countries. For a discussion see Deardorff and Stem (1987),

" ~. ,: '. ," , , "" , '

and'TiUT (1988j. For a: summary of the steel AD and CVD investigations be~een January 1981 and March: 15;' 1989 , see
Responses to Subcommittee questions by Ambassador Carla Hills, Unfair Foreign Trade Practices: Hearings before

Subcommittee on Oversight and Investigations of the Committee on Energy and Commerce, House of Representatives, 10lst
Cong., 1st Sess. 362, March 1 and 2, 1989, Serial No. 101-28. This submission shows that between January 1981 and March
1~) 989 there were a total of 296 AD and CVD investigations involving steel products. The status of these investigations
as of March 15, 1989 was as follows: pending initiation -- 0; pending investigations -- 6; suspended, tenninated, withdrawn-
- 181; AD orders in effect -- 28; CVD orders in effect -- 28; AD orders revoked -- 25; CVD orders revoked -- 28. Note that
orders can be revoked if the exporter can show that his exports are no longer unfair. For discussion see, for example, Horlick
(1989), p. 128.

20 According to several international trade economists, the worsening of the JJalance of payments and appreciation of the
dollar in the early 1980s has been explained by the strong expansionary fiscal policy and tight monetary policy pursued by
the United States during this period. See, e. , Caves, Frankel , and Jones (1990), p. 584.

21 For 
a survey of the 1980s that finds domestic pressures for protectionism were a byproduct of the appreciation of the

real ex~~ang,erat~, ,see Corden (l,98~), ~5. ,



First, it is difficult to draw inferences about injury from the magnitude of the
subsidy and dumping margins calculated by Commerce. Several commentators have
observed that Commerce determinations of margins, particularly dumping margjns
are biased upwards. 

22 F 
or example, in computing (average) dumping margins

Commerce excludes all transactions where the price charged to U.S. importers is
greater than fair market value. 23 Under reasonable assumptions this can result in
significant dumping margins even when prices charged on sales to the U.S. are" .Oij
average, greater than or equal to the fair market value. Oth~r biases have also been
identified that tend to increase the dumping margin. 

Second, with respect to investigations that were terminated' before the fiQ.~1
stage at the lTC, typically little is known about the effect of Unfair imports. Tl)e
investigations were stopped and the information that had been gathere~ was pot
released (e. , in ITC staff reports). However, some evidence limited to particular
terminated investigations suggests that the degree of injury suffered by dom~stic
industries need not be severe. 25 

" .

22 The biases in and deficiencies of the dumping and subsidy margins calculated by Commerce were the foeus of papers
presented at aNovember 1990 Conference at the Brookings Institution, which are collected in Boltuck and Litan 0991). See
also Committee for Economic Development (1990), p. 61; Horlick (1989), p~ 146; Jackson (1991), p. 233;Palme!fr (1991),20. 

2~ According to Horlick (1989), p. 146, the rationale for this approach is that the statute is desi~nedto remedy ~umped
imports and Commerce should therefore restrict its attention to transactions where dumping occurs. In addition, if a final order
is issued, the final dumping margin merely establishes the cash deposit rate; the actUal duties are determined late, during an
~dministrative review. During the administrative review, Commerce may, and sometimes does, compare (simultaneous) hmpe
market and U.S. sales on an individual basis, in which cas~ only those U.S. sales that are dumped pay a dumping duty. See
Boltuck, Francois , and Kaplan (1991), p. 154, note 6. If this is done, then the cc;mect amount of duties is c9l1ectCd.

24 See generally Boltuck and Litan (1991).

2S This evidence is necessarily fragmentary because the data needed to estimate injury often is not available for most caSes
that do not continue to the final phase. However, irifonnatlon about the magnitude of injury caused by unfair imports is
available for two major cases: subsidized carbon steel products from nine countries and subsidized softwood lum~er frOqI
Canada. For the four steel products studied by Tare (plate, structural shapes, hot rolled sheet & strip, and cold rolled s~eet
& strip) in FTC (1982), Appendix p. 14, he estimates that domestic industry revenue was 7.8 percent lower because of the
subsidized imports. For lumber, Tarr s analysis of Canadian stumpage rights system in FTC (1983), Appendi~, s~O\ys that
while the system may confer a subsidy on tree harvesters, it does not give a subsidy to Canadian lumber mills Of. in~rease
lumber exports. Thus, the stumpage rights system was not responsible for any injury suffered by domestic producers.

Note that the above analysis for softwood lumber was for the CVD case initiated in 1982, which was dismissed by
Commerce on grounds that the subsidy was not couotervailable. A subsequent CVD petition, in 1986, led to an agr~ement
between the United States and Canada whereby Canada imposed a IS percent export tax. In September 1991, Canada
announced plans to end the export tax. The United States responded by imposing a IS percent import duty on Iqmber.
Commerce subsequently initiated another CVD investigation on softwood lumber from Canada. See James Bovard

, "

Timber
Rascality in the Fair Trade Forest," Washington Times. October 9, 1991 , p. F3.

Finally, Tarr s result for steel is an overestimate of injury. It was calculated before the final counte~ailing duty rates
were announced and assumed that the average would be IS percent. In fact, the ~verage oCthe final rates (across co~ntries
and products) was less than IS percent. See Stem (1982), pp. 33* to 50* , which provides the data required to calculate
average subsidy margins for each of the four products. The largest average margin was 12. 5 percent, for structural st)apes.



V. Margins and Market Shares for Unfair Imports

Data from ITC reports for final phase investigations can be used to as~ss
whether unfair imports have a severe impact on domestic industries. ' Final phase
ITC reports are a. distinctive data' source. In addition to furnishing data on a
reasonably consistent basis from investigation to investigation, they are often the
only soUrce for data on the very narrowly defined product categories involved in
some antid~ping or countervailing duty investigations. As shown in Figures 2,
and 2.

, '

final phaseinvesttgations' cover 49 percent of all antidUn1ping decisions

(34+ 15)' and 43 percent of all countervailing duty decisions (~5+ 18) made over the
period 1980 to 1988. 

In what follows, we adopt the lTC' s determinations regarding the definition
of the appropriate produce6 and identification of the appropriate country (or

countries) , supplying ~air' imports.27 As explained in Appendix A, these

specifications effectively define the contours of what we refer to as "final ITC
cases orsimply cases. Altogether there are 221 cases for the period 1980 tp

1988. However S of the 221 cases' were very unusual in that there is little question
about severity of injury from unfair imports?8 Thus, there are 216 cases for which
we need to assess the ' effect of unfair imports. . c

We conjecture that themagnitu.de of injury suffered by a domestic industry
is positively related to the size of the duinping or subsidy margin arid to the share
of unfair imports in the' domestic market. 29 Both of these important variables are
available inmost ITC reports. ' As already discussed~ unfair imports witb small

26 In each unfair import investigation the ITC is required by statute to identify the relevant dome~tic product advefsely

affected by unfair imports. The legaltennJpr the relevant product is " like product." For a discussion, See, e.g. , Jackson and

D~vey (1986), pp. 700-704. ,For a critical commentary on ITC practice in detennining like product, see, e.g." Palm~ter (1987).

Also, see Steen ' (1987) who criticizes , ITC practice and proposes using a ' competitive indu~try' standard bas~d 011 the

Department of Jtistice merger (now jointDepartmenfofJustice~Federal Trade Commission) guidelines to define like product.

21 The ITC may combine unfair imports from two Qr more countries under investigation and consider the cumulative total
of the unfair imports from the respective countries. For a discussion of cumulation in ITC cases, see Mock (1986). AlliO
on the origins and critiqueof cumulation, see Palmeter (1987), p. 33.

28 In two cases, involving seamless stainless steel pipe and cheese, there was no injury to domestic industry because: the
subsidy margin was de minimis (steel pipe) or there was no domestic industry to be injured (cheese). In three cas~s, involving
offshore platfonn jackets, there was considerable injury because the domestic industry had obtained no contracts to build

offshore platfonns during the relevant period. For details, see Stainless Steel Pipes and Tubes from Sweden, U~ITC Pub.

1966, Inv. No. 701-TA-281 , April 1987, p. 3; Certain Nonquota Cheese from Belgium, Denmark, the Federal Republic of
Gennany, France, Ireland, Italy, Luxembourg, the Netherlands, and the United Kingdom USITC Pub. t079, Inv. Nos. 701-
TA-52/60, June 1980, p. 4; Offshore Platfonn Jackets and Piles from the Republic of Korea and Japan, USITC Pub. 1848
Inv. Nos. 701-TA-248 and 731-TA-259/260, May 1986, p. 10, 

29 Indeed, these variables can be incorporated into a fonnat economic model that can be used to estimate the effects of
unfair imports on domestic industry. Such a model is developed in the next chapter. Our model builds on an earlier model,

the "CADIC" model , which was developed by Richard Boltuck. Note that the CADIC model has been used in AD and CVD
investigations at the ITC since 1987. For a explanation of CADlC, see Boltuck(1991). For a summfU'Y and critical

commentary of CADlC, see Miller and Burrows (1991).



margins, as measured by Commerce, are unlikely to have caused a significant impact
ondotp.e~tic indq.stry. Similarly, when the market share of unfair imports is small
theytenQto playa small role in the relevant U.S. market and also are unlikely to

, have qaused" a significant impact on domestic prices or domestic production.
, Therefpre," Whenever fmal antidumping and, countervailing duty cases involve small
inar~in~ at1d small market shares for unfair imports, it would be unlikely that unfair
impp~s ~ould have significant effects on domestic industry. Altho\lgh the exact
diyidirig lipe bet\yeen "large" and "small" ~argins and market shares is somewhat
arbitrary, " and also likely varies from case to case (for example depending on the
price sensitivity of demand ' and supply of the product under investigation), for
purposes of the discussion below we adopt 5 percent as the dividing line between

" "

large" and '~s~all" margins and import shares. The reader can, of course, choose
. other thresholds.3O 

, ' , ,

It is. notalway~ possible to obtain data on th~ market share of unfair imports
because such information is sometimes not released in order to protect the
confid.entiaIlty of partie~. Confidentiality' is usually based on a relatively small
nwnber of domestic producers and it is possible that such cases do not involve
vere injury to domestic producers.

31 If fmns in concentrated industries have
significant market power, they are less likely to suffer severe injury from unfair
imports when they have a cushion of monopoly profits.32 , Import market shares
coutdbe 9btafued for 174 ,of the 216 cases in our ;sample. Finally, although market
sl1are data are notalways ~vailable, dumping or subsidy margins are available, with
PWy rare exceptions. Altogether, margiris are available for 213 of the 216 cases at
issue. 33 Of these 213 cases there are 39 that lack import share data. (Three cases
lack both margin and import share data.

To assess whether the 39 cases that lack unfair import market share data but
have margin data are distinctive, we provide in Table 2.3 the distribution of subsidy
margins for the 73 cases involving countervailingd\lty investigations and in Table

30 For present purposes, the 5 percent figure is a convenient threshold. It is not, however, arbitrary, as we will show in
chapter 4 when we present our injury estimates. 

31 At the, ITC; confidentiality is defined as follows. If a particular aggregate (e.g., total domestic shipments by U.
producers, tOtal imports, total apparent domestic consumption) is based on data for: (1) one or two finns, (2) three or more
finns and one company has more than 75 percent of the aggregate, or (3) three or more finns and two companies have at least
90 percent of the aggregate, then the aggregate is confidential and not released to the public.

32 For a discussion of whether unfair trade laws should be used to protect monopoly profits of domestic finns, see Wood
( 1989).

33 The three cases where margins are not available are cases involving cumulation. In cumulation caSes the margin for
the case is a weighted average where the weights are quantities (or values) of the respective countries. Although margins are
reported for each country, a weighted average margin cannot be calculated because data for unfair imports from one or more
countries are not available.



2.4 the distribution of dumping margins for the 152 cases involving antidumping
investigations. In these tables, higher category numbers (defined at the bottom of
the tables) indicate higher subsidy or dumping margins. Note that there are 12 cases
that involve both countervailing duty and antidumping investigatipns (joint cases),
which therefore appear in both, tables.34 

As shown in Table 2.3, only four of the 73 coUntervailing duty cases do not
have sufficient data to obtain the penetration of unfair imports. Margins for these
cases do not diverge markedly from the n:iargins for the other cases. The margin

, for two of the four cases is between 1 and 2 percent (margin category 1), another
is between 3 and 4 percent (margin category 3), and, th~ fourth is betWeen 10 and

25 percent (margin category' 6)~ In particular, these margins do not appear to be
unusually high relative to the o~er cases. 

, ' 

Of the 69 countervailing duty ,~ases for
which there are import market share data, 20 cases have subsidy margins 'between
10 and 25 percent, and nine cases have margins over 25 percent. These impressions
are reinforced by a formal statistical test. A Chi -sqUate, test for independence .of the

rows and columns of Table 2.3 supports the conclusion that subsidy margins for
cases with and cases without import share data do _not differ significantly.
Finally, (not shown in Table 2.3) the median subsidy margin for cases withm,Jt

import market share data is less than one-third the median for cases with import
market share data -- 2.5 percent vs. 7.9 percent. 

' "

As shown in Table 2.4, the dumping margins for antidumping ca:ses without

import market share data are not unusually high relative to the other cas~s. O~ th~
35 cases without import market share data, 57 percent havemargin~ gniaterthai). 10
percent. Of the 11 7 cases with sufficient data, 60 percent have margins greater than
10 percent. Moreover, a Chi-square test of the independence ()frows and columns
of Table 2.4 also supports the conclusion that the difference between the dumping
margins for the two types of cases is not statistically significant. 36 Finally, ' the

median dumping margin for cases ~ithout import market share data is smaller than
the median for the cases with import market shares -- ' 13.02 percent vs. 15.44

percent.

34 Joint cases involve cumulation across AD and CVD statutes, so called "cross cumulation." For example, a particular

domestic industry simultaneously files two petitions, an AD petition citing one country and a CVD petition citing a second
country. The ITC could choose to combine these investigations and cumulate the allegedly dumped imports from the first
country with the allegedly subsidized imports from the second country to determine the impact of the cumulated imports on
the domestic industry. For a discussion, see Mock (1986). 

3S We use the standard Chi-square goodness of fit test as described in Koopmans (1987), chap. 13. The Chi-square statistic

is 3.688 , the critical Chi-square is 7.815 (at the 5 percent level of significance). Therefore we caimo(reject the null hypothesis
that the rows and columns are independent. Note that in applying,this test it was necessary to combine several column~

because the original table has too few observations in several cells. See Koopmans (1987), p. 420.

36 A contingency test for independence of rows ' and columns of Table 2.4 yields a calculated Chi-square that is not
statistically significant at the 5 percent level. The Chi~square statistic is 11~817 , the critical Chi-square is 14.067. Therefore

we cannot reject the null hypothesis that the rows and columns are statistically independent.



Thus, the countervailing duty and antidumping cases without import market
share data do not have particularly high margins. Indeed, on average they have
lower margins than cases that have import market shares.

F or the 174 Uilfair import cases where we have data both on margins and
market shares of unfair ~mports, we provide, in Tables 2. 5, 2. , and 2. , the cross
tabulations for the distributions of margins and shares. Table 2.5 i~ for the 57 cases
that only involve 'countervailing duty investigations. Table 2.6 is for the 105 cases
that only involve antidumping investigations. Table 2.7 is for the 12 joint cases that
involve both countervailing duty and antidumping investigations. In these tables
higher category numbers indicate progressively higher dumping and subsidy
margins, or higher market shares for unfair imports., Categories 5 , 6, and 7 (each)
have margins or shares above? percent. 

As shown in Table 2. , there are relatively few countervailing duty cases
where unfair imp()rts appear to cause significant effects on domestic industry. The
cases where the subsidy: margin and the share of Unfair- imports both exceed 5
percent are shown " in th~ lower right hand portion of Table 2.5 (i.e. , margin. and
share categories ~e at least 5). The subsidy margin and the share ofunfaU' imports
both exceed 5 percent in only 16 percent of the countervailing duty cases

" "

(9 out of57). 

. ;,

As shown in Table 2. , unfair imports in antidumping cases appear to' be a
greater problem for domestic industries. The dumping margin and the , share 
unfair imports both exceed 5 percent in 41 percent of the antidumping cases ( 43 outof 105). 

Finally, as shown in Table 2.7, joint cases are shnilar to antidumping cases.
The margin (sum ,of subsidy and dumping" margins )37 and share of unfair imports
both exceed 5 percent in 42 percent of the joint cases (5 out of 12). '

" "

VI. Absolute and Relative Size of Domestic Industries Injured by Unfair
Imports "

Not surprisingly, the antidumping and countervailing duty cases that tend to
capture the headlines are the ones featuring large or technologically advanced
industries. This may convey the impression that in the typical unfair import case
many jobs ar~ at risk or that frontier technologies are threatened. " It may also be

37 In joint cases'the 
unfair price advantage of foreign finns in the domestic market potentially involves two distinct

practices. We sum th~ dumping and subsidy margins in joint cases to approximate the total advantage of foreign finns. Note
that the sum of the two margins will overstate the advantage in certain cases. For example, if subsidies are exclusively export
subsidies the subsidy margin would also be a dumping margin because export subsidies create a difference between the
(higher) price in the home market and the (lower) price on exports. See for example, Krauss (1978), chap. 3.
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related to the perception that unfair imports are a major problem. Although the
softwood lumber, 64K DRAMs, or cellular telephone cases may attract the lion
share of the public s attention, in fact the typical case involves a small industry that
makes an ordinary product (e. , barbed wire, candles, paint brushes, red

raspberries). 38

Tables 2. 8 and 2.9 provide informlltion about 75 of the domestic industries (as
defined by the ITC) that were involved in unfair trade cases.39 The tables list the

product made by the d()mestic industry and the number of times there was a distinct
case for each industry' be~een 1980 an~ 1988. Table 2.8 also lists the number of
production workers employed in the industry seeking additional protection, and the
total number of production workers employed in the four digit SIC industry
containing the domestic iIldustrY~: Table 2.9 also lists the average hourly wage rate
-- measured by total c~mpens~tion p~~ ho~, ~egular. pay plus all fringe benefits --
paid by the industry, andthe average hourly wage paid by the four digitindustry.

To gauge relative ,size ~e divide employment in the industrY, by total
employment in the four digit SIC industry containing the- domestic industty' (Table
8). To see whether the production workers involved in unfair import cases

command relatively high or low ~wage rates we examine the , average 49urly wage
rate paid in the industry relative to the average wage rate paid in the appropriate
four digit SIC industry (Table :2.9) and relative to the average wage rate in
manufacturing. 40 

38 Section 201 of the Trade Act of i974, the "escape clause " allows domestic industries to obtain temporary rtilieffrom
fairly traded imports. Upon receipt of a petitiop by representatives of a domestic industry, the ITC 'must conduct an
investigation to determine (i) whether the domestic industry has suffered or is threatened with injury, (ii) whether. imports have
increased, and (iii) whether increased imports are the substantial cause of such injury. If the ITC answers aU three questions
affinnatively, it must recommend to the President a poli~y (e. , tariff, quota) to remedy the injury suffered by the ' domestic
industry. For a discussion of section 201 , see, fo~ example, Jackson and Davey (1986), chapter 9. Also see Kelly (1988).

Nearly a decade ago, Finger, Hall, and Nelson (1982) reported that the average size of domestic industries in an AD
or CVD case was typically small, only one-third as large as industries in escape clause (section 201) cases. One of their
conclusions was that AD and CVD laws were "functionally, the poor (or small) man s escape clause." (p. 465)

Note that there are several major differenCes between escape clause cases and AD or CVD cases. By statute, relief
in escape clause cases is temporary while AD andCVD duties have no time limit. Further, the scope of e~cape clause cases
is usually considerably ?roader than that of AD and CVD c,ases. Escape clause cases are concerned with the effects on
domestic producers caused by increased total imports from all countries. In contrast, AD and CVD cases are concerned solely
-with the effects of unfair practices by specific foreign produ~ers or countries.

39 Owing to missing, data (on employment or wage rates) in ITC reports, only 129 out of the 221 final cases from 1980
to 1988 are covered in Tables 2.8 and 2.9. 

, Note that we adopt the industries used by the ITC Generally a domestic industry consistS of the domestic producers
of the "like product," which is detelJ11in~d by fhe ITC. For critical commentary of both the statute and ITC practice on the
issue of like product and industry see ~almeter (1987), pp. 14- 18. , Also see Steen(1987).

. ;

40 Relative wage rates have been used as an indicator of technological sophistication. This is based on ,the argument that
differences in total worker compensation per hour vary positively with skill requirements (human capital) and cooperating
physical capital. Technological sophistication is expected to be positively correlated with the value of human and/or physical
capital. See Lacy (1968) for a discussion of these issues,
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Perhaps the most noteworthy feature of the industries involved in antidumping
and countervailing duty cases is their diversity. There are agricultural produc~s

(canned hams and refined sugar) and industrial products (ethanol and tapered roller
bearings), but most are intermediate inputs or equipment (64K DRAMs and tillage
tools) although Some are consumer goods (candles and color TV rece~vers). The

most prominent product group is carbon steel, in part because some products appear
more than once.41 Over time, domestic steel producers filed a number of petitions
citing different foreign supplier(s) in each petition. Of those that reached final
phase at the lTC, there were seven cases involving wire rods, six involving oil
country tubular goods, and five cases each involving cold rolled sheet and standard
pipe. Moreover, within the carbon steel group, pipe products were especially well
represented. There w~re 24 cases involving various pipe products ( e. , oil country
tubular goods, standar~ pipe, and light walled rectangular pipe).

The majority of domestic industries in the antidumping and countervailing
duty cases are small, both in absolute size ' and relative to the four digit SIC industry
of which they are a part. With respect to absolute size, the-smallest industries were
very small indeed. They are choline chloride, fireplace mesh panels, feta cheese
and jalousie operators, each of which employed fewer than 100 production
workers~42 Only seven industries employed more than 10 000 worke~s, and four
of the seven were in the steel industry. The other three were fresh pork, men s and

boy s cotton T-shirts, and color TV receivers. With respect to relative size, two-
fifths (30 of 75) of the domestic industries listed in Table 2.8 accounted for less
than one percent of total employment in the four digit SIC industry, and more than
two-thirds (52 of 75) of them accounted for less than five percent. Only 13
domestic industries accounted for more than 10 percent of SI C industry employment
and three industries had more than 20 percent of SIC employment. These three are:
color TV receivers (49 percent), refined sugar (40 percent), and color picture tubes

, (36 percent).

With respect to wage rates, the wages paid to employees in the vast majority
of ITC cases do not appear appreciably different fro~ the wages paid to employees
in the four digit SIC industry to which they belong. Table 2.9 shows that the hourly
wage rates paid by the domestic industries are typically within 20 percent of the
average hourly wage rates of the respective SIC industry. (All wage rates are

41 Note that these 
steel cases, which reached the final phase at the lTC, are different from the preliminary steel

investigations begun in 1982 (discussed in section IV) which were withdrawn when VRAs were negotiated with foreign
suppliers. The cases discussed in this section also involve products or countries that were initially outside the VRAs negotiated
at the end of 1984 subsequent to the ' escape clause action brought by the steel industry in that year under section 201 of the
1974 Trade Act.

42 This does not include the case involving the cheese product imported from the EC (case number 10791) for which the
ITC decided there was no close domestic substitute (i. , no like product), and therefore zero domestic employment.



converted to 1984 dollars. J The five industries having the lowest relative hourly
wage rates (i. , ratio of industry wage to respective SIC industry wage)are:. tubular
steel chairs (.54),'feta cheese (.64), ' iionmaIH~abledtst iron plp~fittings (.67), light
and heavy iron construction castings (.67), and mirrors (.69).43 Only two industries

have relatively high hourly wage rates: nitrile rubber (1.30) and cement (1.97). 
most cases production workers received an hourly wage that exceeded . $12. , the
average hourly wage for all manufacturing industries. This result is dominated by
the high earnings paid to steel industry workers (over $20 per hour). As' noted
there were many cases involving the steel industry.44 Nonetheless, even excluding
the cases involving steel, the average hourly wage of most industries is marginally
greater than $12.50.

VII. Conclusion

The evidence reviewed in this chapter suggests that unfair imports wen~ not
a major problem for most U.S. industries that had sought protection. This
conclusion, which does not support popular perceptions, is based on a survey of all
antidumping and countervailing duty decisions made by the U.S. between 1980 and
1988 and a more careful examination of 174 of221 final cases decided by the ITC.

Based on the 174 final ITC cases we find that in 84 percent of the
countervailing duty cases, 59 percent of the antidumping cases, and 58 percent of
the joint antidumping/countervailing duty cases, the dumping (or subsidy) margin
and the market share of unfair imports are both under 5 percent ..- a cut-off below
which we assume unfair imports are unlikely to have a significant impact on
competing domestic industries. Therefore, in the majority of final cases unfair
imports are unlikely to cause severe injury to domestic industry.

Finally, we find that there is a wide array of industries involved in final
antidumping and countervailing duty cases. Most of the domestic industries (as
defined by the ITC) are very small compared with the four digit SIC industries to
which they belong. In addition, in most antidumping and countervailing duty cases
domestic workers do not receive unusually high or low wage rates relative to the
wage rate paid in the appropriate four digit SIC industry. Therefore, the effects of

43 For awning operators and jalousie operators the low ratio of industry wage to SIC wage (.45) may be due to the fact
that several domestic producers are in Puerto Rico, which has a low average wage rate, whereas the SIC wage is for the U.
as a whole. Complete infonnation abolJt the location of the domestic producers supplying dataon wage rates is not available.

44 Note that in a recent paper de Melo and Tarr (1993) use a computable general equilibrium model to estimate the welfare
effects of import restrictions on ste!::I, where their model incorporates a tradeoff between the wage rate and employm~nt on
the part of a labor union monopoly. They find that if the union places a relatively high weight on wage rate (relative to
employment) the welfare cost of an import restraint can be greater than when there is no wage premium because the import
restraint exacerbates the labor market distortion.



unfair imports, even when ~~vere, ar~ ' not conftned to a narrow collection of
dom.esticindustries or to' particular groups of high-paid or low-paid workers. 



CHAPTER 3

A MODEL TO ESTIMATE THE MAGNITUDE
OF INJURY CAUSED BYUNF AIR IMPORTS

I. Introduction

Our overview of recent antidUl11ping and coUntervailing duty cases iJ.1 the
previous chapter suggest$ that Unfair imports are unlikely to have caused severe

injury to domestic industry. However We do not yet know the magnitude of the
injury unfair imports do in fact 'cause. To estimate this injury more precisely, it is
necessary to isolate the effect of unfair imports from other factors th~t may also
have a negative impact on domestic industry. Specifically, the preexisting
condition of the domestic industry, which incorporates unfair imports

, '

needs to be
compared with an, accurate estimate of the counterfactual that" r~triQv((s unfaIr

imports, Le. , the condition of the domestic industry but for the pre8~nce of unfair
imports. This chapter describes the economic model' us~d to ' estimate thatcounterfactual. 

This chapter is organized as follows. Section II notes that unfair impprts also

affect. consumers and' the government. The principal features of o~ model are
explained in Section III.45 The way we measure injury is considered 

1n Section IV
and, this is followed by a discussion of some extensions to the model ip. Section V.
Appendix B provides the mathematical structure of the model.

II. Overall Effects of Unfair Imports

Before discussing the model it should be noted that although 4~fair imports
generally cause adverse effects on competing domestic producers, this is only one
part, and not necessarily the largest part, of the impact of these imports.' Unfair
imports may also benefit consumers, including downstream producers (th)'ough lower
prices), increase government revenues (through dutjes collected), and affect the
economy as a whole. While these overall effects of unfair imports may be
important, they are outside the scope ,of this report and are not discussed further.

45 Our model uses traditional demand/supply analysis and builds on the work of several economists. The classic

contributions analyzing unfair impOl;ts, particularly dumped imports, include Haberler (1936) and Viner (1923). More recent
contributions include Boltuck (1991) and Ethier (1982), Finally, there is also an emerging literature applying game theoretic
concepts to analyze dumping and subsidy issues. For an overviewof this literature, see Krugman (1989).

46 The effect of unfair imports on domestic exports is also outside the scope of this report. Our analysis of the effect of
unfair imports focusses on shipments by the domestic industry to the domestic market. This is the' traditional focus of 

and CVD investigations. In part this is due to the fact that the measure of unfair price advantage by foreign firms is calculated
with respect to sales by foreign firms in the United States. Further, it appears that domestic industry exports are relatively, (continued...
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III. Overview of Model

Since our PW'PoS,ei~ to estimate injury from unfair imports, our model needs
to track, step by 'step, the chain of events caused by the onset of foreign dumping
or subsidization. An imported product is sold in the United States at a lower price
than would be observed if it did not benefit from the unfair practice (dumping or
subsidy). ' As ~ resu.1t, U.S. consumers substitute in favor of relatively cheaper
imports and away from the competing domestic product. This decreased demand
for thed~~e~t~c product forces domestic producers to cut price, reduce output, or
both. Thus, lli1:fair imports injure the domestic industry.1- 

Diagram of Model. Figure 3. 1 illustrates how unfair imports affect domestic
producers. Th~ ana1y~is for either dumping or subsidy cas,es generally involves two
distinct , products, cone domestic and the other imported. They ,are close but not
perfec( substi~tes. (see below). We assume initially that all imports benefit from the
unfair prap.tice. , Panel' shows demand (D) and supply (S) for the domestic

producf Panel B shows the U.S. demand (d) for the imported product. The
superscripts "0" and " 1" denote unfair and fair (i.e., not Unfair). Depending on
pr~cing,~ehav:ior , the ,same goods from the same foreign producers may be either fair
orunfair~ For example, if foreign firms charge price p , then imports are fair. 
thebther han,d; if foreign firms charge price p , then imports are unfair. There is
nothing iIjhetently 11I1fair about particular imported products or foreign producers.

The effect of unfair imports is illustrated by tracing through the consequences
of a fall in the price of imports from pi (the fair price) to po (the unfair price). 

avoid unnecessary complications at this stage, we assume that the price of unfair
imports is exogenously set by foreign firms.47 In response to the lower price of
imp~rts, con~umers increase purchases of imports from q I to q and substitute away
from~e' dOine~tic product. This reduces demand for the domestic product from D

" "

,contmue . 
sm~l in the typical unKair import case; .

, '

Note also there is the argument, advanced for example by Stegemann (1985)", that ~e antidumping law should be
revised, toincludea consumer'interest" provision. Such a provision would require administering agencies to consider the
interests of consumers before imposing antidumping or countervailing duties. With such a provision , Stegemann suggests that
con~umers or their representatives would be able to present assessments in unfair import investigations. This would make
it possible for the public routinely to obtain estimates about e.g., the consequences of placing restrictions' on imports.

An example of what could be done is reported by Kalt (1988) in his analysis of the' 1986 softwood lumber case.
Softwood lumber from Canada was a preliminary subsidy case that was settled when Canada imposed a 15 percent export
duty. ,Kalt estimated that U.S. producers gained $416.8 million per year (producer surplus gain, 1~86 ~ollars) while U.
consumers lost $556.9 million per year (consumer surplus loss, 1986 dollars). ' Therefore, for the U.S. economy as a whole
the settlement imposed a cost of $140.1 million per year in reduced national income.

47 Note that this analysis does not consider explicitly the interactions between import demand and price of domestic
product. Thus, the import demand curve (d) drawn in Figure 3.1 fully incorporates adjustment to alternative prices of the
domestic product. In addition, the results of our analysis in the text would not be changed if we considered an upward sloping
import supply curve. Note, that an upward sloping import supply curve is related to the pass-through issue, which is discussed
later in this chapter. A more complete treatment of import pricing is provided in Appendix B.
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to D' . . Consequently, both price and quantity of the domestic product fall, from pI
to pO and Ql to Qo. Thus, domestic producers reduce output and release resources
to their next best uses (oppommitycost), the value of which is shown by the area
labeled OC in panel A. "Further, unfair imports cause a loss in producer surplus.
This is shown by the shaded area labeled PS, in panel A. The sum of areas OC and
PS is the reduction in total domestic industry revenue caused by unfair imports.

Imperfect Substitutes. An important feature of our model is the assumption
that unfair imports and the competing domestic product are close but not perfect
substitutes. The reason for this is that even though products are defined rather
narrowly in unfair import cases, from " the standpoint of U.S. consumers, domestic
and imported products are rarely perfect substitutes. This is consistent with the
findings of numerous analyses of comparable domestic and imported products. The
general result is that there are systematic differences between prices of domestic and
imported products even though the two products appear to be physically identical.
These differences arise because there are many product dimensions (beyond physical
characteristics, e. , reliability of supply, promptness in filling orders, ability to
modify specifications) that affect transaction prices. In particular, there are different
constraints facing domestic producers and foreign producers in serving the domestic
market (e. , distance and customs formalities) that may affect optimal order size as
well as size of inventories for some products, so that domestic and imported
products come to be viewed as imperfect substitutes by purchasers.

Dumping and Subsidy. We can apply our model as illustrated in Figure 3.
to both dumping and subsidy cases. As explained in Chapter 2, there are two
sources for the price advantage of unfair imports. Either a foreign government
subsidizes its industry or a foreign firm charges an unfairly low price on sales to the

S. market. While there is a distinction between the analysis of subsidized imports
and. dumped imports (see Appendix B), for purposes of this general discussion we
can ignore this distinction.

Pass- Through Issue. A central determinant of injury is the magnitude of the
difference between the fair and unfair prices (the difference between p i and po in

Figure 3. 1). This difference depends on: (1) the magnitude of the dumping/subsidy
margin, denoted by M, and (2) the extent to which M is "passed through" to price.
For present purposes, we assume that M is correctly measured, i.e. , that M is the

48 Producer surplus is the excess of the value of output over the opportunity cost of the resources required to produce the
output This surplus can accrue to owners of capital, labor, or land, to the extent that each earns returns for use of their
services in excess of what would be earned in their next best employments. 

49 These results are reported, for example in Isard (1977). See also Jondrow, Chase, and Gamble (1982) for a study of
price differences involving domestic and imported steel products, and see Johnson, Grennes , and Thursby (1979) for a
discussion of similar price differences for agricultural products.

Note that if domestic and imported products are perfect substitutes there can still be injury to domestic industry from
unfair imports. However, a different model will need to be used. This matter is discussed in section V below.



difference between the fair and unfair prices. 50 The p~s-through issue is
analogous to the incidence of an excise tax on a product51 For example, jf the full

burden of a 10 percent excise tax falls on consumers, then the introduction of the
tax will increase the price ' consumers pay by 10 percent. 52 Conversely, if the tax
is then removed, price will fall by 9.09 percent from the tax inclu~ive pri~e level
(==0. 10/1.10). Similarly, if importers bear the fullburd~n of the dumping margin,

, if there is a full-pass through of the dumpirig mar~in M, the fair price will be
M perc~nt higher than the unfair price. As ,with the excise tax example above, there
is also a' symmetry with respect to the dumping margin. , Thu~, the. percent f~ll in
the import price from the fair to the unfair price will be M/(l +M) percent In terms
of Figure 3. , with a full pass through ofM, the relationship between pI and o is:

(l+M)po. This is the extreme case and proyides an upp~r bound for the price
increase of the unfair imported product absent the unfair practice :: By symmetry,
the full pass4hrough caSe also provides an upper bound for thepric~ de~reaseof the
imported product attributable to the unfair practice. The pass-thrpugh i&$ue is

discussed further in section V below. 

. ' '" 

Demand-Side Factors. The magnitude of the adverse effect depends()n the
price sensitivity of domestic ~upply curve S 53 and on the ~xtent of the , de~rease in
demand for the domestic product. If unfair, imports cause only a small de~rease in
demand for the 'domestic product (that is, if D' is very close to D), then the effect
of unfair imports is slight. lit our model the magnitude of the decrease in demand
for the domestic product depends on four demand-side factors. (See A.ppeQdix 
for a technical discussion of these factors. ) The first is the dumping' or subsidy
margin. The larger tbe margin the greater is the price advantage ofunfflir ipll'orts.

50 percent margin compared to a 1 percent margin will provide a stron~er
incentive for consumers to shift from the ' domestiC to the imported Pfoduct.' The
second factor is the relative size of unfair imports compared to shipments by
domestic producers, or the "market" share of unfair imports. For example, if a
given unfair price advantage. causes unfair imports to increase by 10 units and
domestic shipments to fall ' by 10 units (assuming, for convenience, t\1at there is ,
one for one tradeoff between unfair imports and domestic produc~~ and also that
total consumption is constant at 100 units), then th~ adverse impact on domestic

50 However
, as discussed in chapter 2, it appears that the actual dumping and subsidy margins calculated by the

-Department of Commerce are biased upward. If there is an upward bias in the margin, then our model will g~neral1y overstate
the percent difference between the fair and unfair prices and, as a consequence, overestimate injury.

51 For example, see Layard and Waiters (1978), p. 86.

52 This result would hold if the supply curve of the product is horizontal in the relevant region.

53 This is the price elasticity of the domestic supply.

54 As explained more fully in Appendix B, in our model we assume that consumers demand a compo~ite good that is a
constant elasticity of substitution (CES) function of the domestic and imported prodl,lcts.



industry is relatively more severe the larger the initial quantity of unfair imports.

Thus;' if uDfair imports initially are 20 units (market share ' 20 percent), then the
percent contraction in domestic shipments is 12. per~ent (- 0/80). If unfair imports

initially are 50 units (market share 50 percent), then the contraction in domestic

shipments is 2~ percent (- 10/50).55 The third factor is the price sensitivity of
. cori~Umers with respect to purchasing the composite good comprised of imported
and domestiC products. 56', If consumers are not very price ' sensitive then composite

consumption increases very little when the average price of. the composite product
declines. ' thus,' 'a g~ven un~air price advantage for the imported product will lower
avera~e price for the composite good but cause a relatively. small increase in

cons~ptiori of the composite good. Under these conditioJ,ls, the primary effect of
a 'given uhfairprice ' advantage for the imported pr09uct is to alter the mix of a
vi~lly' constarit ' total composite consumption in favor qfunfair imports, and the

ciCtentto ' whicJ1, this occurs depends on the magnitude pi $e fourth factor. The

fourlh. factof ls' the: degree of demand substitution between the imported and
domestic products. 57 If imported and domestic products are very 'close substitutes

given price, advantage will cause a relatively large switcQ. by consumers from
domestic' ~6 ~i11ipo~ed products. In summary, the shift in domestic demand from D
to J)1: daused' by ' unfair imports is greater: (1) the great~r the size of the dumping

or s1.tbsi4ym~gi~; (2) the greater the market share of Unfair IJJ1ports, (3) the smaller

the price: s~rtsitiVity of consumers to changes in the average- price of domestic and

uiif*iily "iniported , products, and (4) the greater the willingn~ss of consumers to

su1js!ifute(:the' i~port~d prod~ct for the domestic product. ,

., ". , , :" ' .. '

Fair' t~portsfrom O~her Countries. In the large majprity of unfair import
investigations~: there are (ilso imports from other coUntri~s that are npt alleged to be

urifair~ Hen~efort4 vie refer to these imports as fair imports; the term unfair imports

will ' appl~' to tho~e 'imports alleged to benefit from unfair praciices.

To the " extent' that unfair imports compete witl~, fair imports as well as the
domestic product~ the adverse effect of foreign subsidization or dumping on
domestic prodticersis reduced. Part of the total impact of these practices is borne
by suppHets of fair imports who also lose sales to unfair imports. 58

5~ 
Of c~urse, the larger the initial quantity of domestic shipments, a given percent decline in the dom~stic industry will

involve a larger absolute contraction in domestic shipments. 

, Technically, this is the elasticity of demand for the aggregate (or composite) product that consists of the domestic
product and the imported product. 

57 Technically, this is the elasticity of substitution in demand between the imported product and the domestic product.

58 Note that all imports may come from just one country but only a few of the foreign fmns in that country benefit from
unfair practices. The other foreign firms do not. In this case, imports from the foreign firm~ that do not benefit from unfair

practices would be Hilf imports. Note also that for the few unfair import cases that involve regional indusn:ies, shipments by

domestic producers outside the region to consumers in the region are equivalent to fair imports.



The extent to which fair imports dimini~h the adverse effect of unfair imports
on domestic producers is positiv~ly related to: (1) the supply respons~ by foreign
suppliers of fair imports and (2) the relative importance (Le. , market share) of fair
imports compared with unfair imports. in, the U.S. market. If the supply response
of foreign firms supplying fair imports is high compared to the supply response of
domestic industry,S9 

then unfair imports-would. take relatively wore business away
from fair imports than frQm domestic producers. Given the market share of all
imports, if fair imports account for a large portion of total imports, then the impact
of unfair imports on domestic producers will be relatively smaller.6O 

Simulation of Four Demand-Side Factors and Fair Imports. W~ can
supplement the above discussion of the qualitative effects of the four dt1mand-side
factors and fairimports by providing plausible quantitative estimates of their effects.
These quantitative estimates are obtained by applying hypothetic,:\l' (but not

unrealistic) data for certain key variables, such as the dumping m~gin, to the
technical model described in Appendix B.. The results of the simulations indicat~
how much each of the demand-side factors and fair imports contributes tp the
decrease in the demand for the domestic product, Le~ , fr"Om."D to D' in Figure 3.

. The results . of the simulations may be sumroarizeq as follows. , First, as
expected, the simulation re~ults indicate that higher dumping/subsidy margips capse
relatively sharper contractions in the demand for the domestic substitute product.
But the results also. reveal that this effect is stronger when f~ir import~are inflexjble
in supply and when the composite demand elasticity is low. Second, the simuJ~tions
also show that high~r niarket shares of ,unfair imports cause rel~tively . hi~h.yr
declines in the . demand for the domestic product particularly when the
dumping/subsidy margin is also high. . Third, decreases in the composite demand
elasticity are found to exacerbate the contraction in domestic product' demand
especially when the margin is high. Fourth, the most significant findi~g concerns
the substitution elasticity. IJ1creases in this elasticity are found to cause substantially
greater contractions in the demand for the domestic product. This effect is relatively
strong in all cases, butes:pecially so when the initial share of unfair imports and the
margin are both high. Further elaboration of these points is given in Appendix C
which has a full discussion of the simulations.

59 That is, import supply of fair imports is relatively elastic.

60 Note that we do not consider a third factor, differences in the degree of substitution between domestic product, unfair
imports, and fair imports. We assume the degree of substitution between any pair of products is the same. However, if
consumers regard all import products (unfair and fair) as close substitutes that are differentiated from the dome~tic product
then additional unfair imports would supplant fair imports more than the domestic product.. To the extent this is true , our
model will overstate the effect of unfair imports on the domestic industry. 



IV. . asuring ~dverse Effect of Unfair Imports

In addition to the factors considered above; the magnitude of the adverse
effect of unfair imports ona domestic industry also depends on the Supply response
of domestic producers to changes in market prices (i.e. , the elasticity of supply of
the dotnestic industry). Fora complete analysis of injury, it is necessary to consider
all the principal demand and supply forces that affect a domestic ' industry.

" '

We measure the" adverse effect of unfair" imports' by the percent decline in
domestic industry total revenue. It is convenient to. focus on the change in total
revenue because it incorporates the effects of unfair imports on domestic price and
on domestic ,shipments. Moreover, as explained below, it is also closely correlated
with 9hanges in other measures of industry performance, including domestic industry
profits :andemployment. 61 "

' . Returning to Figure 3.1 , the reduction in total revenue is shoWn as the sum 
areas " QC .and' PS in panel A. ' Our measure of injury reflects the combination of:
(1) the;decline' in producev:surplus and (2) the decline in domestic industry output.
The decline in producer surplus depends on the extent of the decline in price (price

effect).caused oy unfair imports. The decline in' domestic industry production
(quantity effect) will be correlated with domestic adjustment ' costs, Le., the
displacement of domestic resources (e. , labor)" employed. by the industry. Thus,
the" gre~tei' "the " quantity effect the greater the relative adjustment cost burden
imposed.

, .

on the industry' s workers consequent to unfair imports. The relative
magnitudes of the price' and quantity effects depend on the elasticity of domestic
sup 1'r "

, ~' . '

ei .. . ,

, - ': " ,

For' example, if domestic supply were highly inelastic there would be a
relatiyely small- quantity. effect but a relatively large price ' effect frqm a given

contr~ction in demand for the domestic product. Thus, the decline in revenue would
cIQ~ely" approximate the decline in producer surplus while adjustment costs would
be relatiyelysmalL However, if domestic supply were highly elastic there would
bea large, quantity effect but.a small price effect. J'hus, the decline in revenue
would primarily reflect adj\;lstment costs while the loss in producer surplus would
be relatively small. For a moderate supply elasticity (as shown in Figure 3. 1) there
would be intermediate declines in producer surplus and intermediate adjustmentcostS:62 

6\ Furthennore, note that U.S. law requires that the ITC consider the change iri domestic industry total revenue. 19
, sec. 1677(7)(C)(iii)(I).

62 The discussion , in the text assumes that the domestic industry is perfectly competitive. Note that if there is imperfect
. competition (with constant marginal costs and no fixed entry costs), then price exceeds marginal cost. Assuming that variable

factors are paid their opportunity costs, then the decline in industry revenue caused by unfair imports is positively related to
the reduction in profits of domestic finns. 



V. Extensions and Refinements

Applying the framework discussed in section IV generally giv~s upper b~und
estimates of the adverse effect of , unfair imports on domestic producers. This is
because that franlework assumes: (1) unfair imports and the domestic product are
differentiated products and (2) the priC~ advantage of unfair imports is based on ,the
full pass-through of the d~ping/subsidy margin. When these assUl1)ptions do not
hold, th~ magnitude of the adverse effect is smaller.

World Markets for Standardized Products. There 'are situations where the
degree of substitution betWeen imported and domestic products is very hi~h so that
there is essentially one product (i.e., a, standardi~ed product) and it is traded in a
world tnarket. )nsqch instances global demand and supply, det~rmine th,eworld
market price. if imports into the U.S. do not affect t!1eworld price~ then1JIlfair
practic ' by a COl.mtry 'too small to change the world price do not affect domestic
producers.63 .' This is because total imports would not change. ,However, import
supply to the United , States from the country en.gaging in the qnfair practice
increases. The consequence is that the country composition of imports changes:
incre~sed import$ from the country supplying unfair imports displace an equivalent
quantity from other, countries. Our basic model is not designed forqas~s involving
world markets with standardized products. Such cases will ; b~ e~~inedseparately. 64 

Pass-through Issue. , As discussed above, the impact of unfair , imports
depends on' the difference between the fair and unfair prices of the imported
product which in turn depends on the extent to which the dumping margin is
passed through" to the price of unfair, imports.65 The greatest difference betw~en

63 That is, the world price is the import supply curve for the United States.

, 64 Indeed, simulations of our model show that it would produce upward biased injury estimates, if it w~re use4 for cases
involving world markets and standardized products. Specifically, we inserted elasticity values into our differentiated produc~
model to attempt to capture (a) a very high degree of substitutability between domestic and imported products in co"sumption
and (b) a very high import supply elasticity for fair ' imports. The simulation results incolTectly, suggest thf!t unfair imports
would have an appreciable adverse effect on domestic industry . The correct result for such cases is that the effect of unf~ir
imports is virtually nil. The specific example used in the simulations has the following specificatio\1s: domestic quantity is
50 and unfair and fair imports are 25 each, own demand elasticity for the composite product is .. , the ~lastiCi1Y of substitution
is 30 (higher substitution elasticities cause our model to crash, I.e., the model cannot solve because ofexponenqal overflows),
domestic supply elasticity is 5, and fair import supply elasticity is 200. If the dumping/subsidy margin is 5 percent unfair
imports are estimated to cause domestic industry revenue losses of 7 percent, if the margin is 10 percent estimated losses are
6 percent, and if the margin is 25 percent estimated losses are 10.6 percent. Thus, the$e result,5 show that if our

differentiated products model were applied to cases involving standardized products , injury to domestic industry would be
substantially overestimated.

65 We confine our attention of the pass-through issue to dumped imports and provide estimates for five cases (in the next
chapter). We were only able to obtain the requisite data needed to develop the estimates for these cases.

(continued...



the fair and unfair import prices occurs when there is a full pass through, i.e. , when
i = (1 +M)p

. With partial pass through, there is a smaller difference between the
fair and unfair prices so that the adverse impact of unfair imports is also smaller.

In dumping cases

" "

a partial pass through can occur if a foreign firm has

monopoly power and practices price discrimination by charging a lower price on
. sales to the U~ S. market compared to the price charged on sales to its home market
In" this:!case Mmeasures the' differencebertveenthe initial price charged in home
market and the initial price charged in the U. matket (divided by price charged in
U. S. market). A partial pass through can occur if the foreign firm is then
constrahu~d to charge the same price in both markets (i.e. , to cease dumping). As
explained niorefully in Appendix B, the foreign firm will then optimally adjust
pric~s "'hi both markets based on relative sales to thetwomatkets. 66 For example

ifsales tothe D. . market account for a large share oftbtafsales (U.S. .market plus
foreignmark'et), the bulk of the price adjustmentwill take place in the home market
of the foreignfirin: price in home market" will" fall substantially compared to the

- ' . pric' e ihcreaseon sales to the U.S. market As a consequen~e, the fair price charged
. " to the I1.'S: "market win"not be M percent higher than the Unfair price: the fair price
. will be ' less:tlian this. This is referred to as a partial pass through of the dumping

, '

Iri~gih.67" 

"" 

~ihal1y, by syminetry the decrease in "hnpoi1: price attributable to
d~ping will be smaller than M/(1 +M) perc~nt so ' that the injury caused by
dilinpfug is smaller "under partial pass through thariunder full pass through.

VI~ ' Conclusion

, The I11odelpreseIited in this chapter provides an analytic framework to obtain
estimates for the magnitude of injury suffered by domestic industry as a result of 

(...

continued) 
Note that potentially there is a pass-through issue for subsidy cases as well. Specifically, if the import supply of

unfair imports has a finite elasticity, then the subsidy margin will not be fully passed through to the price of unfair imports.
Fora discussion See Knoll (1989), pp. 56-76.

. ,

66 H~~~rIer(1936), 303, wasapparentlr the first to suggest that the effects of price dumping be analyzed by using a
; benchm~~where the foreign firm was constrained to charge a uniform price in both markets. See also Boltuck (1991) forcievelopl11entof this concept. 

67 This paragraph deals with situations involving dumping by a foreign fimi. However, a foreign firm may have monopoly
power and receive s\lbsidies, but not dump. In this situation, Morkre (1993) shows that there would also be a partial pass
through of the unfair price advaritage. This result was found for four types of oligopoly "(Le., Bertrand, consistent conjectures
Coumot, and collusion) assuming that marginal costs are constant and that demand functions are linear. Under these
conditions, there is a wedge between price and marginal cost and the price of the imported product does not fall by the full
amount 'of the subsidy.

Using a model that assumes Bertrand competition but allows for nonlinear demand and non-constant marginal costs,
Feenstra (1989) also finds that, for what he calls the "normal" case, there would be a partial pass through. Feenstra s equation
(4) shows that with increasing marginal costs and constant demand elasticity there would be a partial pass through. However
with constant marginal costs and constant demand elasticity, there would be a full pass through.



dumped or subsidized imports. Note that our model is not designed to account for
the total injury suffered by domestic industries from all possible factors; rather it is
designed to find the quantum of injury that is directly attributable to the unfair
practices of dumping and subsidization. To attempt to explain total injury would
require a different, and more complex, analytic framework. Our aim in this repprt
is more modest.

Chapter 2 presented some of the essential data needed by our mod~l
specifically quantities and values of domestic and imported products, and duJn.ping
or subsidy margins. This chapter has identified the remaining data needed by our .
model, specifically certain demand and supply parameters (i. , elasticities). 
proceed next to the estimates themselves.



CHAPTER 4

ESTIMATES OF THE EFFECTS OF UNFAIR
IMPORTS ON DOMESTIC INDUSTRIES

I. Introduction

This chapter provides upper bound estimates of injury to domestic industries
, caused by unfair imports. The estimates are obtained by applying the model
presented in tJ;1e previous chapter to the daJa sample discussed in Chapter 2. Our
survey in Chapter 2 suggested that countervailing duty cases were less likely than
antidumping cases to involve severe injury to domestic industries., To explore this
issue more fully, in this chapter we distinguish between the injury estimates for
countervailing duty and antidumping cases. Further; we also se.parate out joint

, cases, cases that involve both dumping and subsidies. Finally , as explained in
Chapter 3, injury is measured by percent decline in domestic industry revenue
caused by unfair imports.

We first explain why it is necessary to adopt the approach of calculating upper
bound estimates (section II) and then discuss how this approach is implemented
(sections III and IV). The injury estimates follow (sections V through XI).

II. Upper Bound Approach

Ideally, we would have a complete set of the requisite empirical data required
by our model and could calculate accurate estimates of the injury suffered 
domestic industries. Unfortunately, this is not possible for two main reasons. First
we must rely on Department of Commerce calculations for the dumping and subsidy
margins. As discussed in the previous chapter, these margins appear to be biased
upward. Second, there is a paucity of empirical information about the two demand
elasticities required by our model: (1) the elasticityof demand for the aggregate (or
composite) product that consists of the domestic pro. duct, unfair imports, and fair
imports and (2) the elastiCity of substitution between the domestic and imported

,products. As discussed chapter 2, many ITC cases involve very small and very
specialized products (e. , firepl~ce mesh panels, fire hose couplings). Not
-surprisingly, empirically-based estimates of the two demand parameters for these
types of products (or even for somewhat broader product groups that include these
specific products) are simply not available. Nor was it possible to develop
appropriate values for them during the course of this study. 

68 Since the fall of 1987, ITC staff generally provides estimates of demand and supply elasticities for final investigations.
For several recent cases , we use the ITC estimates.



It is possible, nonetheless, to obtain upper bound injury estimates for all 174
cases in our data sample. This is done by using a value for the elasticity of demand
for the aggregate product that is close to zero and a value for the elasticity of
substitution that is sufficiently high that we can be fairly certain that the computed
effect of unfair imports overstates the actual effect. It is possible to "fine tune" the
injury estimates by using more appropriate values for one or both of the demand
parameters, if they are available.69 However, if the maximal injury. estimate is

. small this. fine tuning is unnecessary. Accordingly, we limited our efforts to find
case specific values for the two demand parameters to cases where the initial upper

. bound estimates suggest that injury could be large.

In this context, "large" means a domestic industry revenue loss of 10 percent
or more. ' . The ' 10 percent figure is arbitrary. However, note that an industry
suffering a decline in revenue of 10 percent is not likely threatened ~th anything
approaching extinction. For example, in a competitive industry with ten equal-sized
firms, a 10 percent revenue decline corresponds to the displacement of one domestic
producer. 70 There is no question regarding the survival of the domestic industry
indeed none of the other nine firms would sustain permanent injury from unfair
imports. However, since upper bound injury estimates are provided for all cases
readers who wish to assess the results using other general th,resholds for "large" can
do so. It is also possible, of course, to modify the threshold for individual
industries. 

III. Four Stages

We present four collections of injury estimates, starting with estimates that
provide maximum upper bound estimates (stage I), and then proceed, step by step,
to obtain successively more realistic estimates. This is done by intro~ucing more
;appropriate parameter values, one at a time, for each of three key parameters (stages
II through IV). Stages I and II are initial stages that both use common parameter
values for certain demand parameters (explained below). Stages III and IV use
parameter values for the two demand parameters that. are unique to each case.

The three key parameters are: (1) the elasticity of supply of fair imports (e.
imports from countries not under investigation), (2) the elasticity of demand for the
aggregate (or composite) product, and (3) the elasticity of substitution between the

. domestic and imported products.

69 Appendix D gives the elasticity estimates and discusses the sources for these estimates.

70 This assumes that long run industry supply is infinitely elastic and that minimum efficient scale is one-tenth the level
of industry output prior to the unfair practice.

71 Finally, 
note that U.S. law does not specify a quantitative threshold for injury. See 19 V. , sec. i677(7)(C)(iii)(I).



Finally, a fourth parameter is also needed to estimate injury. This parameter
is the domestic supply elasticity. Available evidence suggests that manufacturing
industries have a relatively high elasticity of supply while agricultural and natural
resource products have a relatively low elasticity of supply.72 For each case we

use the appropriate domestic supply elasticity for all four stages.

Stage I. With the exception of the domestic supply. elasticity, a common set
of elasticity values is used for all cases. Regarding the elasticity of supply of fair

, imports, we make ' the unrealistic assumption that it is zero~ 73 Suppliers of fair
imports are therefore treated as being completely insensitive to price and therefore
to unfair imports. They are assumed to maintain the same quantity of shipments to
the U.S. even though unfair imports depress prices in the U.~. market. " The effect

of this is to make the ~njury to the domestic industry larger because the price
decrease from unfair imports is not mitigated by decreases in ~he q~tity of fair
imports. 

Regarding the elasticity of demand for the aggregate or composite product, we

make the unrealistic assumption that it is (practically) 2ero.
74 Thus, demand for

the aggregate product is regarded as being virtually 2QIDPletely iIiel~tic Even
though prices will be ' lower when there are unfair imports we assum~ that
consUmers do" not increaSe their overall purchases of domestic and imported

products. Thus, in a sense there is a zero-sum game: the entire ~ount of the
increase in imports comes at the expense of domestic producers. " Lost s~les by
domestic producers are therefore exaggerated.

Under these two assumptions the "size" of the domestic market is fixed (Le.,
aggregate consumption of the composite product is assumed to be almost constant)
and the burden of reducing quantity when unfair imports occur falls completely on
domestic producers. Additional imports due to the unfair practice take business
away only from domestic producers. Another way of interpreting this' situation is
that foreign $uppliers of fair imports feel constrained to preserve their preexisting
volume of business in the U.S. market. The only way this can be done, given that
prices of unfair imports have been cut, is to reduce prices of fair imports. 75

72 For an elaboration see Appendix D.

73 This assumption is, of course, made only if fair imports are present.

74 Specifically, we assume that the aggregate demand elasticity is equal to - 01. Our model does not solve if this,
elasticity is set equal to zero.

75 Note that if the price of fair imports falls sufficiently -- to be below the normal level -- all imports may be unfair.

However, the foreign suppliers of fair imports are merely responding to the practices adopted by foreign suppliers of unfair
imports.



, Regarding the elasticity of substitution between the domestic and imported
products, we make the unrealistic assumption that they are very close substitutes. 76
FUrtherinore assume that the degree of substitution between the domestic
product, unfair imports, and fair imports is the same, even though it is likely that
unfair and fair imports are generally closer substitutes for each other than each
imported product is for the domestic product. 77 Consequently, the estimates of our
model imply that, for any given price advantage arising from the unfair practice

, U. S. pUrchasers will switch from domestic product to unfair imports to a greater
extent than is likely to be true. Again, this increases the domestic industry injury

, estimate because a given price decrease from unfair imports will cause deman~ for
the domestic product to ' fall by a greater extent than if we used smaller and more
appropriate value for the elasticity of substitution. 

In summary, this combination of assumptions ensures that estimated injury to
domestic industry from unfair imports will be a maximum.

, Stage II ' In the second stage , we move from the maximum injury estimate
toward more realistic , estimates by allowing suppliers ' of fair imports to adjust
shipments in response to unfair imports. This is the only difference between stage

and 'stage 1. Although the total market size is still fixed, unfair imports now take
business away not only from domestic producers but also from foreign suppliers 

fair' imports.78 , Thus, the injury estimates for stage II will be smaller than the
, injUry estimates for stage 1. That is, some of the effect of the price decrease caused
by unfair imports is mitigated by a reduction in the quantity of fair imports supplied.

. ,

76 Specifically; we assume that the elasticity of substitution between the domestic ' and imported products is equal to 9.
Econometric evidence obtained by Shiells, Stem, and Deardorff (1986), by Reinert and Roland-Holst (1992), and by ITC staff
in conjunction with' final antidumping or countervailing duty investigations suggests that reasonable values for substitution
elasticities' rarely exceed 5. ,See also Appendix D. 

77 This is based on the argument that U.S. purchasers first choose between a domestic product and (any) foreign substitute
products. If they choose the latter, they then choose between alternative imported products. In part this appeals to the notion
that for U.S. industrial purchasers (recall from Chapter 2 that most ITC cases involve intermediate products) there are special
costs for importing from any foreign source compared to purchasing from domestic sources. For instance, the time to fill an
order is usually longer for imports and assurance of supply of imports is less. Purchasers adjust by holding larger average
inventories. For a discussion of these issues for imports of steel products, see Jondrow, Chase, and Gamble (1982).

Note finally that this is not necessarily inconsistent with the following empirical result obtained by Grossman (1982):
imported products from both developed and developing countries are relatively close substitutes for domestic products , but
are imperfect substitutes for each other. Domestically produced goods apparently cover a relatively broad quality range. The
low quality domestic varieties compete closely with imports from developing countries while high quality domestic varieties
compete closely with imports from developed countries. This suggests that there are two domestic products, a low quality
version and a high quality version.

" 78 Note that the amount by which unfair imports increases consequent to the unfair practice is greater when fair imports
are flexible because this flexibility reduces the decline in prices offair imports and the domestic product making unfair imports
relatively more attractive.



The great~r is the elasticity of supply of fair imports, the greater will be the
relative contraction in fair imports in response to unfair imports. In this stage (and
in subsequent stages), this elasticity is assumed to equal the domestic supply
elasticity. Fair import supply i~ expected to be at least as elastic as domestic supply.
This is based in part on the argument that in the longer term (and for a particular
product) the supply response by domestic producers is comparable to the supply
response of foreign producers of fair imports. Unlike, domestic slJPply, import
supply is also based on demand responses, Le. by consumers in the home country
of foreign producers as well as demand' responses of consumers in the other
countries (in addition to the United States) that also import the product in ql.lestion.
Thus, if the price of fair imports in the United States goes up, the consequent
increase in fair imports will be' greater than that indicated by, tbe production
response abroad because foreign producers can divert additional product to the
United States.79 

Note that stage II estimates are provided only for cases where there are fair
imports. In cases where fair imports are. absent, we do not ,allow for the possibility
that fair imports may enter the domestic market if the unfair practice were removed
because we know of no reasonable way of doing so. This also tends to overstate
the injury estimate, particularly when unfair imports: have a large unfair price
advantage. This is because the unfair practice may have eliminated fair imports
completely, which reduces the injury otherwise incurred by the domestic industry.
Absent the unfair practice, the price of unfair imports would increase significantly,
providing a strong incentive for potential suppliers of fair imports to export to theS. market. 

, Stage III. F or cases where injury is estimated to be large through stage II
(i. , greater than 10 percent), we attempt to find case specific values for the demand
parameters. In stage III, we refine the injury estimates by removing the unrealistic
assumption that the total market size is fixed. Some unfair import. sales result from
the fact that their lower prices attract new. customers to the market. Thus, nQt all
additional unfair import sales come at the expense of domestic producers and
foreign suppliers of fair imports. " Accordingly, ~st~mated injury to domestic
producers will be smaller for stage III than for stage II.

Stage IV. As a final refi~ement in the injury estimates, we remove the
Unrealistic assumption that the unfair import product and the domestic product are

79 The numerical value of the import supply elasticity of fair imports is, of course, an empirical question. However
specific infonnation about this elasticity is very sparse. See, for example, the survey by Goldstein and Khan (1985), p. 1087
note 65. Traditionally, import supply of a particular product for a large group of countries is taken to be very highly elastic
Le., infinite, partly on grounds that these countries can readily divert shipments to the U.S. market from other markets
including their own home markets, when price in the U.S. market increases. We assume that output responsiveness in foreign
countries is of a comparable order of magnitude to that in the United States. Thus, since exports equal total output minus
domestic consumption, the import supply elasticity to the U.S. market will be at least as large as the U.S. domestic supply
elasticity.



very close. substitutes. The lower is the degree substitution, the smaller will be
the ~ecrease in quantity of domestic output' due to the unfair practice. Accordingly,
d9mestic .producers lose less business to unfair imports and the estimated injury 

domestic producers will be less for stage IV than for stage III.

- IV. Pass through of Unfair Price advantage and Adjustment for World Market

In all four stages, we make the extreme assumption that there is a full pass
through of the dumping or subsidy margin. As explained in Chapter 3, for certain
antidumping cases this assumption overestimates the adverse effect of unfair imports
on domestic producers. We have sufficient data for five antidumping cases 
calculate a partial pass through injury estimate.

Similarly, in all four stages we assume that domestic and impo~ed products
are differentiated products and our model is designe~ to analyze this situation.
However, there is one case (involving urea) where it is important to adjust for a

world market and. a standardized product. 

. V. Results for Stage I

Tables 4. , 4.2, and 4.3 give the injury estimates for the 174 cases in our
sample. Recall that injury is defined as the percentage decline in domestic industry
revenue due to the unfair trade practice. The three tables divide the 174 cases
according to the type of practice that led to unfair imports. Table 4. 1 is for the 57
cases that involve only subsidized imports. Table 4.2 is for the 105 cases that

. involve only dumped imports. Table 4.3 is for the 12 cases that involve both
subsidized and dumped imports. The three tables also provide certain information
about each case, Le. , product, date of the case, dumping or subsidy margin, and the
domestic market shares of unfair and fair imports. 80 .

Finally ~ in reviewing the results it is helpful t9 keep in mind the conjecture
we made in chapter 2, section V: that unfair imports will not have a significant
effect on the domestic industry unless both the margin (subsidy or dumping) and
s!1are of unfair imports exceed 5 percent. As we will see shortly, with but rare
exceptions, even the maximum upper bound estimates for injury in stage I validate
this conjecture.

80 The 
tables also indicate whether import shares are based on dollar values of imports (indicated by a " I" under column

Import Data Type ) or quantities of imports (indicated by a "

). 

Whenever possible we use value data to estimate injury.
As explained in the appendix to this chapter, if it is necessary to use quantity data. then .the resulting injury estimates will
generally be biased upward. 

.. 



Subsidy Cases. Even under conditions designed to obtain the largest possible
injury estimates, the results for stage I in Table 4. 1 show that for the vast majority
of countervailing duty cases, 54 of 57 cases, the domestic industry suffers a revenue
loss of less than 10 percent from unfair imports. Moreover, in nearly three-fourths
of the countervailing duty cases, 41 of 57 cases, the injury is less than 5 percent.

In 10 countervailing duty cases the injury is less than 1 percent.

The results also show that a domestic industry suffers appreCiable. injury only
when both the unfair price advantage and the unfair import penetration ratio are
moderately large. This can be illustrated by examining two cases. , Groundfish
fillets (case no. 10662) has the largest unfair import penetration ratio in Table 4.
34.4 percent. However, injury is very small, only - 1.28 percent. This is explained
primarily by the fact that the subsidy margin is very small, 1.08 percent. For this 
case, which involves a natural resource product, domestic supply is highlX

inelastic81 so that the principal way domestic industry responds to unfair imports
is by reducing price. Since unfair imports are relatively large they can have a
sizeable impact on market prices through the Utlfair price advantage. To illustrate
suppose the depressed price received by domestic producers is $100. The maximum

extent by which domestic price could have been depressed by unfair imports is
$1.08 divided by $101.08. That is, price would have been at most $101.08 absent
the subsidy. Thus, since domestic shipments do , not ' change appreciably, the
maximum revenue loss caused by unfair imports is almost the same as the, subsidy
margin, 1.07 percent.

On the other hand, standard pipe (case no. 18103) has a very high subsidy
margin: 65:24 percent. But here too injury is very small, only - 09 percent. This

is due primarily to the small market share of subsidized imports, only 0.43 percent.
Furthermore, fair imports account for a very large part of the market, 51.49 percent.
For this case, which' involves a manufactured product, domestic supply is highly
elastic82 so that the predominant response by domestic industry to unfair imports
is a contraction in shipments. Since the size of the domestic market is fixed (by
assumption in stage I), suppose, solely for convenience, that the total size is l 0 000

units. Thus, 43 units are taken by unfair imports, 5 49 units by fair imports, and
808 units by domestic producers. The maximum adjustment by domestic

producers is a loss of 43 units. Accordingly, since fair imports remain unchanged
domestic producers would have shipped at most 4 851 (=4 808+43) units absent
injury by unfair imports and the maximum revenue loss caused by unfair imports
is closely approximated by 43 divided by 4 851 , or 0.89 percent. 

81 The elasticity of domestic supply is 0.32. See the appendix to this chapter.

82 The elasticity of domestic supply is 10. See the appendix to this chapter.
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Two of the three subsidy cases where injury exceeds 10 percent involve
agricultural products. The injury estimate for canned hams (case no. 10820) is
27.54 percent while for feta cheese (case no. 10792) it is -10.47 percent. In both

these cases, since domestic supply is relatively insensitive to price, domestic industry
revenue loss is closely approximated by the maximum extent of price depression
caused by the unfair price advantage. . The. subsidy rates are 33.74 percent for
canned hams and 12.50 percent for feta cheese. Assuming that the unfair price of
imports is $100, and also assuming full pass through of the subsidy margin, then the
fair price of imports. would be $133.74.for canned hams and $112.50 for feta
cheese. Therefore, the maximum price suppression is 25.22 percent (=33.74/133.74)
for canned hams and 11. 11 (=12.50/112.50) percent for feta cheese.

Antidumping Cases. Table 4.4 ~hows that antidumping cases, like subsidy
cases, typically involve "small" injury to domestic industry. For two-thirds of the
antidumping cases, 70 of 105 cases, injury is less than 10 percent. Mpreover, for
nearly half of the antidumping cases, 53 of 105 cases, injury is less than 5 percent.
However, antidumping cases appear to invo~ve -larger injUry than subsidy cases.

, Possibly the most signifi~ant difference between antidumping and subsidy
cases is the size of the margin calculated by Commerce. Table 4. 1 shows that only
9 of 57 (16 percent) subsidy cases.have a subsidy margin of 25 percent or more.
Table 4.2 shows that 47 of 105 (45 percent). antidumping cases have a dumping
margin of 25 percent or more. 84 Moreover, while the largest subsidy rate is 77
percent, there are eight antidumping cases where the dumping margin exceeds 100
percent, and one case where it exceecls 200 percent. 85 This difference between
subsidy and antidumping cases was discussed in Chapter 2, and has also been
emphasized by others. 86 For present purposes we observe that this difference is a

83 Also see Table 2.5 in Chapter 2.

84 Also see Table 2.6 in Chapter 2.

8S Recall from chapter 2 that the dumping margin is calculated: ba$e"C:f on the difference between fair price and price
charged to the United States. Thus, for ex~ple, if the fair priCtfis three times the U.s. price, then the dumping margin would
be 200 percent. 

.. ,. ' - ~.::.- ;, - ", . .

86 For example, Horlick (1989) sta~sthat "

...

antidumping duties as a rule have been higher than countervailing duties
for the curious reason that U.S. countervailing duty law is more closely tied to market place criteria than the antidumping duty
law. Therefore, countervailing duties approximately measure the value of subsidies given, while the antidumping law is based
on less economically sound found~tionswhich can yield high margins of dumping unconnected to .economic 'reality. " (p. 102).

However, this is misleading. Even if a countervailing duty measures the value of subsidies given, the duty does not
generally indicate the magnitude of the: effect of the subsidy on price charged to U.S. importers. The most familiar example
compares an export subsidy and adomestit subsidy when foreign industry is perfectly competitive. For the same ad valorem
subsidy rate, an export subsidy has a greater effect on the price charged foreign buyers than does a domestic subsidy. This
is because an export subsidy discriminate~, be.tween domestic and foreign markets and creates a wedge between export price
and domestic price equal to the subsidy. . However, a domestic subsidy does not have as great an effect on export price

(continued...

. 56



major reason why dumping appears to be more injurious to domestic industry than
subsidies.

Even when the dumping mar~in is very high there need not be a sigp.ificant
adverse effect on domestic producers. Indeed, in four of the eight antidumping
cases where the dumping margin exceeds 100 percent, Table 4.2 shows tha~ injury

is less than 5 percent., The four cases are: cement (case no. 14401), wire rod (case
no. 15981), titanium sponge (case no. 16002), and cold-rolled sheet (case no.
16370). These four cases involve manufactu!ing industries, when'(' domestic supply
is generally highly elastic, a,nd all four haye a ~Q1all market penetration of unfair
imports, less than 2 percent. Tberefore, the fuaximum loss of business by dom~stic
producers to unfair imports could' not give a revenue ' loss of evenS percent.

Indeed, very large dumping margins (e. , 100 percent plus) ~e deceptive.
They give the misleading impression that the price of dumped import will double"
or more than double, when the dumping order is issued. It is more likely tMt such
an order will price unfair imports out of the market completely. If this happens
there is "water in the tariff " i.e. , the duty is higher than necessary to ~hoke off
imports from the market. 87 

On the other hand, we can also identifY ~~ve~al cases where ~umping p1ight
ca~se severe harm. ' In particular, there are 16 antidUmping cases, where industry
revenue loss could be 20 percent or more. The list of these ' cases and their stage I
injury estimates are shown below in Table 4.4. The ' table also gives dUmping

' ,

margIns. 
The list covers a variety of products cutting across a broad spectrmn of

industries. No single industry or, group of related industries dominates the' list; if
there is severe harm from dumped iml'orts it appears' to be diffused acro~~ many
import competing industries. ' What these 16arttidul11ping cases have in common is
a large unfair import penetration (13 percent or more) and at least.a moderate
dumping margin (7 percent or more). In~eed eight of the 16 cases have very high
dumping margins, 50 percent or more.

; ,

Joint Antidumping-Subsidy Ca$es. Table 43 shows that for the majority of
joint cases, 7 of 12, cases, injury wasless than 10 percent and for one-third of the
cases injury was less than 5 percent. There are five cases where injury potentially

(...

continued)
because it does not so discriminate as it affects both prices equally. For a discussion of this issue, see for example, Krauss
(1978), p. 73 and Francois, Pal meter, and Aospacher (1991), pp. 100- 108.

87 For cases that have water in the tariff it was necessary to modify our model. This issue is discussed in Appendix B.
Only three cases were involved, all of which have high dumping margins. This rders to case nos. 19270 20670 , and 21120.
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might be large: two oil country goods cases (case nos. 18650 and 19520), "brass
sheet ( case no. 19309)~ gypsophila (case no. 19567), and granite (case 'no. 21100).

Note that each joint case has both a subsidy margin and a dumping margin.
Both margins are weighted averages over imports from cumulated countries under
investigation in the case. To calculate injury for these cases we use, the sum of the
tWo margins. This assumes "that both ,margins are fully passed through to the price
charged to U.S. purchasers. As discl1ssed' above, this , assumption gen~rally
exaggerates the difference between fair, and unfair, prices, and accordingly, implies
that our estimate of injUry from unfair imports is overstated. 

The 12 joint cases are dominated by an unusually broad investigation
" involving flowers. The' ITC divided this broad mvestigation into seven distinct

cases, one for each of the seven different types of flowers under investigation. Yet
because the unfair price advantages from dumping and subsidy were relatively low
only one of the seven flowers cases had injury that reached 10 percent (gypsophila).

VI. Results for Stage II

In stage II we allow the quantity of fair imports to respond to unfair imports.
This modification allows fair imports to absorb part of the impact of unfair imports
and thus reduces the impact of the unfair imports on' the U.S. industry. Injury
estimates are made for most cases. The exceptions, indicated by a blank entry under
the column for stage II in Ta,bles 4. , 4. , and 4.3 , are cases that did not have fair
imports so an estimate was not calculated. 

Our principal finding is that domestic industry injury ' estimates" are highly
sensitive to the responsiveness of fair imports when .fair imports are large. . ' In 
particular, the assumption that foreign suppliers offair imports do not adjust their
exports can lead to a severe pverstatement, po~$ibly by a factor of two, in the
estimate of domestic indristryi.njury. 

Subsidy Cases. Notable differences between th~stage I and stage II estimates
arise in six cases. As shown in Table 4. , in one case injury declines from over 
percent to under 10 percent and in five cases injury declines from over 5 percent
(but under 10 percent) to under 5 percent. , Therefore, for all 57 subsidy cases and
after adjusting (where appropriate) for fair imports in stage II, estimated injury is
less than 10 percent in 55 of 57 cases, and injury is less than 5 percent in 46 of 57cases. 

In feta cheese (case no. 10792), estimated injury declines from - 10.47 percent
to - 09 percent. Feta cheese is a processed agricultural product and the supply of
fair imports is assumed to be relatively inelastic. However, the market share of fair
imports is 50.05 percent. When the market share of fair imports is this large, even



asmali percentage ' changeiti the quantity of fair imports gives an absolute c~ange
in quantity that is large ' compared to the quantities 'of domestic shipments and unfair
imports. This diminishes the burden of unfair imports on domestic producers and
reduces estimated injury.

' ' ,, '

leather wearing apparel (case no. i 1440), stainless wire rod (case no.
13333), prestressed concrete (case no. 13580), carbon steel plate (case no. 15381),
and, ()~l 'COt1ntry goods (case -no. : 16332), estimated injury declines from over 5
percent to wider 5 percent. In aU ' five cases fair imports are relatively large

, between 20 percent and ' 66 percent of the domestic market. All of these products
are manufactured products and the supply of fair imports is assumed to be highly
elastic. Thus, for' a given percent reduction in market price ' caused by subsidized
imparts there wiHbe a large colltractioli'in fair imports, all of which will be taken
over by suppliers ofurifair imports. This i'ed~ces the impact ofunfair)mports on
thedomesticirtdustry.

" ' ' " , '

In general, the differences between the stage I and stage II estimates depend

on the magnitude of the stage I estimate and the market share of fair imports. For
example, when the stage I injury esti~ate is very small and fair imports are also
sman~ ' g., nonrilbbet footwear (case ' no. 10450) and whole gro1.Jl1dfish (case no.
10661), there will he little or 'no difference between the injUry estimates for the two
stages

' , , , ' , ,:, ' , " ,

, Antidumping Cases. As showIl ili Table 4. , notable differences between the
stage l and stage II estimates arise in ten " cases. In five cases estiniated injury

declines from over 10 percent to under~O percent, and in two of the~e five, injury
declines to under 5 percent. rhese tWo" cases steel nails (case 'no. , 10880) and
prestressed concrete (case ' no. ' 13430)~ have' ' very large , n1.arket shares for fair
imports, .57 percent and 58 percent' respectively. In the other five cases,

88 injury
declines from over.s percent (bu( less than)O percent) to under percent.
Therefore, for all 105 antidumping cases and after adjusting for fair imports (where
appropriate) in stage II, injury is less than 10 percent in 75 of 105 cases. Injury is
less than 5 percent in 60 of 105 caSes. 

, ,

Interestingly, all but one of the 16 antidumping cases identified in stage I 
having 'possible injury in excess of 20 percent continue to have injury estimates in
excess of 20 percent in stage II. The exception is Urea (case no. 19920) where the
stage II injury estimate is 16J8 percent. However, eight of the 16 cases have zero

88 This refers to 
case nos. 10462, 15191 , 16942, 17700, and 20900.



fair imports. 
89 As for the r~st, the share of fair import~ is usually less tq.an 10

percent (five of eight cases),90 
Joint Antidul11ping..S"bsidy Cases. Except for two cases (cases nos, 18650

and 19520), adjusting for fair imports makes little difference in the joint cases. 
shown in Table 4.3, the twoexQeptions involve oil country tubular goQds ~d th~y

are the only joint cases where fair imports are very large -- in e~ces& of 45 percent
of total domestic consumption. , For each of these cases estimated injury declines
from slightly over 1 0 perc~nt in stage I to, under 6 percent in stage II.

VII. Results for Stage III

The injury .estimates calculated for stage III allow the market size to vary by

using a more appropriate value for the elasticity of aggregate demand.
91 Replacing

the assumption that this elasticity is - 01 (used in stages I and II) with a higher and
more realistic value reco~nizes that the unfair practice will attract' ne\V consumers

to the market. Thus unfair imports will not take away""as many customers from
domestic produc((rs and, their injury will be smaller. As explained earlier (in section
III), stage III estimates are generally provided only for cases that have "large" injury

estimates in stage II. 

Subsidy Cases. Stage II! estimates were calculated for only two

countervailing duty cases and the effects are considerabJy different. In canned hams
(case no. 10820), estimated injury falls sharply from stage II to stage' III, from -
25.21 percent to -14.09 percent. By contrast, in ahuuinum rod (case no. 21032),
injury falls only marginally from ..12.89 to -12.66. . In the first case' the ~g~regate

demand elasticity is -0. 73 whi1~ in the second case demand is mu~h les$elastic, only
1.92 The difference in demand elasticities is, however, only part of the reason

behind the difference between the stage II and stage III estimates for these two

cases. In canned hams, domestic supply is highly inelastic
93 w4ile in aluminum

89 This refers to case nos. 15130, 17220, 19270, 19343 , 19344 20670 20820, ,and 21120.

90 This refers to case nos. 14310, 14542, 17840, 18112, and 18750.

91 The values used for the aggregate demand elasticity are given in Table 4A.l the appendix to this chapter. Note that

where a range of values is shown, we use the smaller value. Using the larger value would giv~ smaller injury estimates.

92 See Appendix D to this chapter for a discussion of the sources for the aggregate demand elasticities used in this report.

93 Note that this elasticity is based on the domestic supply elasticity of livestock, which has been estimatep to be 0.40.
See Appendix D.



rod domestic supply is highly elastic.94 Generally, price and total revenue are more

sensitive in markets where both demand and supply are highly inelastic. This
suggests that use of the appropriate value for aggregate demand elasticity is

. particularly important for cases involving agricultural or natural resource products.

. Antidumping Cases. Stage III estimates were calculated for 28 antidumping
~ases with the . result that, with two exceptions, the decline in estimated injury is

J,11od~st. In acrylic yarn (case no. 10461) , estimated injury falls, from - 11. 19 percent

to ..9. 58 percent from stage II to stage III. In stainless steel cookware (case no.
19362), the ~oi-responding decline in injury is from 12. 20 to 09. These two

cases, plus two exceptions discussed below, comprise the four cases where estimated
injury falls below 10 percent in stage III. '

. ,

. The . two ~xceptions' are ethaD:ol (case no. 18182) and . potatoes (case no.

14630). , Ethanol has a very high-demandelasticity: -4.74. The price depression
c~used by dumped imports thus causes a. considerable expansion in aggregate

constm1ptiQn; which in effect 'absorbs a major: part of the increase' in dumped

impOd:Sf and. therefore moderates the adverse jnipact on domestic producers.
Esti1Jiatedinjury to domestic ethanol producers fallsfrom- 17. 56 percent to 

p~rcent. '

. :

The points made earlier in the discussion of the countervailing duty case for
canned hams; also apply to potatoes. ' Usingthe:. appropriate' aggregate demand
ela~ticity, forpotat()es,.-O.37, causes estimated. injury to fall from ~14. 0J percent 

. - 7. 15 percent.

. . . JointAnti~umping-Subsidy Cases. Stage III estimates are calculated for
th;ree joint ca~es. ~n brass sheet (case no. 19309), estimated injury declines from

,. ~:

,p~r~ent in smge II to- II. 5 0 percent in stage: III because " aggregate demand

is elasti~, " 0: 1. , ~ltbough' less so than for ethanol. In gypsophila (case no. 19567),

estimat~d injury. declines' from -10. 15 percent. to 75 percent.' In this case
aggregate demand is very elastic, - 85. Finally, in granite (case ' no. 21100)
estimated injury declines modestly, from 11.43 percent to - 75 percent. The
aggregate demand elasticity is - 95 

94 Note 
that although production of aluminum rod uses bauxite (a natural resource product) there are also several other

aluminum products (e. , foil) that also require bauxite. Indeed, in 1987 domestic production of aluminum rod was only 4.

percent of total output of the domestic aluminum industry. (Aluminum Statistical Review, 1990 p. 5) As a consequence the

supply elasticity of the raw material to rod producers is expected to be relatively high. .

9S 
Note that we use a domestic supply elasticity of lOin this case. This is based on: (1) the assessment of ITC staff that

with respect to finished granite, domestic supply is relatively responsive to price and (2) the fact that most of the equipment
used to produce the product under investigation' could be used to produce other granite products that were not under
investigation. (No estimate of the supply elasticity was made by ITC staff.) ITC Memorandum EC- 263, August 3 , 1988

~~ 



VIII. Results for Stage IV 

As discussed iIiChapter 3

, '

the extent of the coptraction in d~mand for the
domestic product caused by unfair imports is highly sensitive to the degree of
substitution (or elasticity of substitutioll in demand) between imported arid domestic
products. In stages I through III, we assumed that imported and domestic products
were very clo$e substitutes. , Specifically , we assumed that a one percent decrease
in the price ratio of unfair imports to domestic product would cause, a nine percent
increase in the ratio of quantities demanded (of unfair. imports to domestic
product).96 That is; ' ~he degree of substitution' was assumed to be 9. The, injury
estimates calculated for stage IV replace this value with more appropriate values fpr
the degree of substitution betwec;n , impQrted. and domesti~' products , 9V. , We are
particularly interested in exatJ;liningthpse, ,c~es where, injury is estjmated. to ,

large" in stage III.98 
Subsidy Cases. The same two c~esexamined in stage III are also examined

here. Table4. 1 shows that for canned hams and ahuninum rods, the stage IV injury
estimates are approximately one-third smaller than the stage III estimates. In oaI)Iled
hams, injury declines from .. 14.09 percent to - 10.95 percent. In aluminUm rods
injury declines from - 12~66 percent to -8.42 percent. In canned hamsth~degree 
substitution is 5 and in aluminum rods it is 3.

With this third and final adjustmenttoQur injury calculat\onsfor ~ubsidy caSes
we are left, with only one case where injury is "large. " , Considering the estimates
across all stages, only in canned hams doe$ injury exceed 10 perc~nt. '

Antidumping Case~, ' Then~,are " 13 antidumping cases that have"large

estimated inJury ' up through stage, III . and that can be examined in' smge IV.

96 See Appendix B and Tarr (1989), p. 5-7.

97 The values used for the elastidty of ~ubstltutionaregiven in Table, 4A.l in the appendix to this chapter. Note that
where a range of values is shown, we use the larger value. Using thesinaller value would give smaller injl,\ry e~timates.

98 However, we also provide stage IV injury estimates for four cases where the stage III injury 'estimate is less than 10
-percent. For these four cases we were able to obtain infonnation about the elasticity of substitution. me, four C4iSe~ are' spun

acrylic yarn (case no. 10461), 12 volt batteries (case no. 12280), potatoes (case no. 14630), and stainless steel coo~are (caseno. 19362). 
99 The 13 

cases are: (1) *fireplace mesh panels (case no. 12500), (2) shop towels (case no. 14310), (3) heavy iron
construction castings (case no. 18112), (4) *malleable cast iron pipe fittings (case no. 18450), (5) butt-weld pipe fittings (case
no. 19189), (6) *mirrors (case no. 19389), (7) *tapered roller bearings (case no. 19839), (8) *malleable threaded cast iron pipe
fittings (case no. 20049), (9) *seamless stainless steel pipe (case no. 20331), (l0) stainless steel butt~weld pipe fittings (case
no. 20670), (11) *bimetallic cylinders (case no. 20800), (12) forklift trucks (case no. 20820), and (13) teflon (c~e no. 21120). '

Note that these 13 cases are not a subset of the 16 cases listed in Table 4.4. The fonner have estimated injury greater
than 10 percent through stage III while the latter have estimated injury in excess of 20 percent in stage I.

, (continued...



Table 4.2 shows that for seven of the thirteen, the stage IV injury estimate is no
longer large. (The seven are marked with an asterisk in the preceding note.) Of the
seven cases, estimated injury declines the most in fireplace mesh panels, from - 10.47
percentto,~O.70percent;; andin tapered roller 'bearings, from - 12.36 percent to ~

" percenf. ' , For ,both cases the appropriate degree of substitution is small. For
fireplacemesh' panels itis' 1.54; fortaperedroUer bearings' it is 0. 83.

: " ' '

,::In :section V we,iden:tified.16 antidUrilpingcases where domestic industries

, '

might, have :suffered, severe harm from ::duinped imports. ' The cases were listed in
:Table'4. 4~ ,We now know that, in general, the ' overstatement in the stage I injury
estimates is ,not trivial., What has happened to' the '16 antidumping cases in Table
4.4?~ i~Unfortunately;weare: not able to ' calculate stage IV injury estimates for ten

:' 

of the 16 cases .--,because' information - is lacking ' about' the' degree of substitution
. between::unfairCimports and; the.domestici 'product' ' (The ten ,are marked by an

asterisk in Table 4.4.) Fo~ the other six cases, the stage IV estimates suggest that
, injury for two of them may exceed 20 percent. This refers to two pipe fittings
: ;cases;, ;btltt~weld(-28.42 percent) and stainless

' (-

25~ 15 percent). For theremaining
fom: c~es injury may be large, but not larger than -20 percent.

" .. " ;; . : ' ', '

IX. ,Adjustment for:Pass1'hrough

As explained in chapter 3, when dumping involves international price
, discr4tiitiatioI1' and , the:dumping: margin" (M): is' ' calculated based on the prices
charged by f9reign firms on sales to their homematket and to the U. S. market, then
the eliminationofqumpingwill not cause the 'price to the U~S. ' market (fair price)
to equal the initial unfair. price times (1+M). If foreign firms are constrained to

, , elhrtinate:price discriminatiol1~ they will optimally adjust prices charged in both their
home' and in U.S~ markets. In general, foreigrt'firms will increase the price they
charge on exports to the U.S. market and also lower the price they charge in their
home market. Thus, the increase in price charged in the , market will be less
than the dumping margin, i.e. , there will be a partial pass through of the dumping
margin. Accordingly, to measUre correctly the effect of dumping in such instances
it is" necessary ' to de~ertnine the full respori~~by, foreign firms, that is, we need to
estimate how they would revise both prices. 

To determine the full response it is necessary to have data for home market
sales: ' We ' were ' able to obtain such data for five cases that had " large" estimated
injury up to stage II. These data are given in Appendix D, in Table 4A.2. One of

(...

continued) 
Due to lack of information about the degree of substitution, 12 other cases that could re~ult in " large" injury in stage

IV could not be examined.



these five cases is noteworthy~ stainless pipe fittings (case no. 20670). 100 This

case has estimated injury of ...25. 15 percent in stage IV and the pass-through issue
is expected to be significant beca\lse shipments to the home market were 9.44
million pounds while exports to the United States were 3.99 million pounds. Given
that shipments to the home market were more than double exports to the United
States, we expect that if foreign firms were constrained to charge the same price in
both markets, they will find it advantageous to make a relatively greater revision to
the price charged to U.S. customers than to. the price charged their home market
customers. Applying the home market and export data to our model, We find that
absent dumping the export price charged to..U .S. customers would increase by 32
percent while the price charged to home market customers would d~crease by 11
percent. As expected, the increase in the price to the United States is smaller than
under full pass-through, which equals the dumping margin, 49 percent. Thus, since
the price effect of dumping is smaller under partial pass-thrqugh, estimated injury
is ' also smaller: the stage IV estimate is - 25.16 percent but under partial
pass-through (all other parameters the same) the injury estimate 'fal~s to - 12.percent. 
X. Approximating a World Market

Some of the c~es in our sample involve highly standardize~ products that m;e

widely traded internationally. Examples include aspirin, frozen orange juic~
concentrate, sugar, and 'urea. IOI As explained in Chapter 3 , in such instances it is
possible that dumped or subsidized imports do not injure the domestic industry at
all. This occurs when U.S. buyers have a variety of alternative foreign suppliers of
the same product and the buyers also pay a price that is determ~ned on the world
market. Under these conditions, additional imports from one or more countri~s
engaging in unfair practices merely displace other, fairly traded, imports from theS. market. 

These conditions are particularly relevant to the case of urea (case ono. 19920)..
As reported by the lTC, urea industry experts expect~d that domestic prices would
not be significantly higher if antidumping duties were imposed becaus~ fair imports
from other 'countries would make up for reduced imports from unfair suppliers. 102

100 The other four cases either have "small" injury after stage IV (case nos. 10461 20049) or else exports to the U.S. are
relatively small compared to shipments to the home market (case nos. 14541 , 14542).

101 Note that most of these products are traded in bulk and are subsequently processed and/or packaged for use byconsumers or firms. 
102 

See U.S. International Trade Commission (1987), Urea from the German Democratic Republic, Romania. and the Union
of Soviet Socialist Republics USITC Pub. Noo 1992, p. A- , note 2. 



The actual injtlfY from dumped imports in this case is very likely close to zero, and

"!:Ie th~ref9~~, do not ,regard injury in ure~ as being large.

XI. Sensitivity of Injury Estimates to Margins

, ,

Since d~ping and subsidy margin~ are expected to be biased upward, we
cpnduct a sensitivity analysis to reveal how the injury estimates are affected if the

, true margin is smaller than the reported margin. W e restrict this analy~is to the 18
cases "for which estimated injury exceeds 10 percent after all of the adjustments
disc\Jssed to this point.

The results are shown in Table 4.5. In addition to giving the case number and
, product" the table indicates the stage that gives the lowest upper bound injury

' "

estimate and, for convenience, the dumping/subsidy margin and the share of unfair
imports. Four injury estimates are provided. The first is based on the reported
margin and is the lowest upper bound. The next three estimates are for 90 percent,
75 percent, and 50 percent of the reported margin respectively.

The results suggest that the cases can be divided into three groups. In the first
group ~e seven cases. (marked by "*" in th.e table) where injury estimates are
relatively'sensitive to the dumping/subsidy margin. _For example, for shop towels

ase ho. 14310), estimated " injury is -13.87 percent based on the full reported
margin. 'but is only - 43 percent when 50 percent of the reported margin is used.

, The . di~tinguishing feature about these seven cases is that all have upper bound
, estimates from ' stage IV. 1O3 They therefore all use

, ,

appropriate parameter values

; '

fo~ ; t~w two, key demand elasticities in our model (i.e., the, aggregate demand

ela~~i~~~y ,~d the substitution elasticity), which suggests that these seven cases
compared to the other cases in the table, more accurately reveal the true sensitivity
of estimated injury to the dumping/subsidy margin.

' The second group ha~ three cases (marked by "**" in the table) where
, esti'mated injUIY is virtually insensitive to the dW?ping/subsidy margin. For
example, for staple machines (case no. 14542)" estimated injury based on the full
reported margin is -27. 11 percent and it is -26.47 when 50 percent of the margin is
used. The lowest upper bound injury estimate for all three cases is either from stage
II or from stage III, which indicates that information about one or both demand
parameters was not available. Based on the discussion of the first group of cases,

103 However, the injury estimate for case no. 20670 is based on partial pass through of the dumping margin, as discussed

in section VIlI above. 



" , ; .

it is likely that had this information been available estimated injury would have been
more sensitive to the dumping/$ubsidy margin. 

104 
Finally, the results for the other nine cases are more diverse. However,

estimated injury is found to be moderately sensitive to the Ipargin, even for lower
upper bound injury estimates from stages II or III. This is particularly true when
the reported dumping margin is relatively small. The notable example is tubular
steel chairs (case no. 17220), w~ere the reported dumping marginis only 7.
percent. In this case estimated injury :(b~ed on stage III data) is ~23.95 percent
using the full reported margin but only :"13. 19 per~ertt when 50 percent of the full
margin is used.

XII. Conclusion

, ." .

This chapter provides estimates for the magnitude of injury ~uffered

domestic industry from unfair imports in 174 antidumping and countervailing duty
cases decided between 1980 and 1988. ImtprinciMI co~c~usion is th~t for the vast

maiority of cases. ab~ut.2Q..perce~e iniury to domestic ind,ygry caused ~y unfair
imports is ~han 1.Q...perce~t of ind~stry revenue. After examining th~ injury
estimates across all four stages, at most l~ of these cases involved "large" injury 
domestic producers (i.e., domestic industry revenues declined. by more thap '

percent). Furthermore, all but one oft e cases where sti11?-ated in . is "lar e

are antidumping cases

, " 

Our inJuryesti~ates rely on the dumping margins calculated'
by the Department of Commerce and, as discussed in chapter 2, dum,ping margins

tend to be biased upward. Thus our injury estimates for dumIDng c3;ses are biased

upward Finally, the maximum injury in the single sub~idy case that resulted jn
large" injury is 10.95 percent.

104 However, it should also be noted that for all three cases the shlU"e of unfair imports is relatively high (over 20 percent)
and the reported dumping margin is also very high (over 90 percent).



suffered. Indeed, the main purpose of this r~port is to quantify the injury caused 

unfair imports. Moreover, this report examines ,only those instances of dumped or
subsidized imports that have resulted in ITe caSes. Furthermore, since this report
examines only dumped and subsidized imports it is not appropriate to use our results
to draw inferences about the magnitude of the effects of other types of unfair
,practices on domestic industry. Under U.S. law, ~ereare many foreign policies or
practices 'that may be unfair and cause injurY to dqmestic industries. In addition to
dumped" and subsidized imports, these include fo~eig1i govemment barriers against

S. ' exports and infringement by foreign fitms' of U. S. intellectual property rights.

, ,,, '

" f Similarly, there are two reasons why our' results must not be interpreted 
imply 'that , unfair imports never, or al~ost never, cause significant injury. First

, even after making allowance for data deficiencies

, , 

we find that several cases in our
group of. :179 cases involve severe injury from urifair imports. Second, a total of
221 unfair import cases were decided betWeen 1980 and 1988 and this report is only
able:to assess, the magnitude of injury for 1.79 of them.

. , . ;,;:' ::!,

Why' are our results so at variance With popular percepHons? First of all, these
perceptions often are not based upon systematic evidence. Second, our methodology
is designed to isolate the effects of unfairly traded imports from the effects of other
influences on'the' domestic industry. Finns that conipete with unfairly traded
imports, maybe experiencing difficulties independent pf import competition. We
would 'expect- that firms " in industries experiencing difficulty ' ate more likely to
etition for relief. . Casual observers might incorrectly infer causali~ from the

coincidence of declining sales, profits, or employment with U11fairly traded imports.

, '.. ':' : ,

Our principal result is that injury from unfair imports is typically less than 
percent of domestic industry revenue, and this raises some questions. In particular
why, do:-so many domestic producers incur the expense of initiating antidumping or
counterVailing actions if injury is of this magnitude? The cosf to the petitioners
varies with the size and complexity of the case; ' a recent GAO report puts the cost
at between $150,000 and $550 000 for an antidumping case, and slightly less for a
coUntervailing duty case.IO6 Particularly' for case s involving small domestic

industries, the filing of antidumping or countervailing duty petitions does not appear
tQ" b~ cost Justified. 107 

Although search for the definitive answer to this question goes beyond the
scop~of the present study, we conclude by offering some suggestions. First, even

106 
General Accounting Office (1988), Pursuit of the Trade Law Remedies by Small Business, U.S. General Accounting

Office

, ,

Washington, D, , pp~ 7-9. 
107 There are cases where the value of domestic industry shipments is very small. For example, in case nos. 17840 (photo

albums) and 18392 (line pipe), annual domestic industry sales were $77 000 and $220 000, respectively. Unfortunately, data

for domestic sales are not available for many cases involving small industries. '

' / -



though the decline in domestic industry revenue caused by unfair imports is below
. 10 percent some firms are likely to be forced out of the business. For' example, if
there were twenty identical domestic producers and industry revenue fell by 
percent, then ultimately two firms will be forced tp retire. For the firms crowded

, out by unfair imports, securing relief from these imports is a life and death matter.
However, the identity of the domestic firm or firms that will be hardest hit by unfair
imports may not be ,known at the outset. Thus, there may be a free rider problem
to overcome ()~ng to the " public good" ~p'ect of relief from unfair imports when
antidumping or countervailing duties are. ith;posed. 

Second, for cases involving very 'small domestic industries the costs in
bringing antidumping/countervailing duty cases are borne, in part

. "

by , the
Government In the early 1980s, and particularly since 1984, there was a deliberate
effort by the Department of Commerce and the ITC to help small firms. . Before
1984 Commerce staff gave special attention to small firms in the preparation of
unfair import petitions,- and in the Trade ' Act of 1984 Congress created ' a new
division at the lTC, the Trade Remedy Assistance Office, to . provide information and
assistance to small firms. 108 Thus, the cost of unfair import cases , to' small firms
may be considerably less than the lower bound of $150 000 reported by GAO.

. Third, one implication of our finding that unfair imports do .not usually cause
severe harm is. that . generally the odds are stacked against ' petition~rs securing
significant relief from unfair imports. However, when there are only a limited
number of firms in the domestic industry, there, is a chance that they wHI secure tpe
big prize (i. , the big. antidumping or countervailing duty) and this may be
sufficient to drive the action. There are a few cases where Commerce finds very

. high margins. In the extreme case, pistachio nuts, the calculated dumping margin
was 241 percent l09 In our sample period (1980 to 1988) there were also seven
other cases where the calculated dumping margin exceeded 100 percent llO Thus
there is some prospect that a domestic petitioner will obtain significant protection
from imports.

108 See, for example, the di~cussion in Baldwin and Moore (1991), p. 264.

109 The very high dumping was due to the fact that the Commerce Department used the official exchange rate for the
Iranian rial (90 rialslUSD) and not the commercial rate (600 rialsIUSD). According the Department of Commerce, under the
statute governing DOC calculations, DOC is required to use the exchange rate furnished by the Federal Reserve Bank of New
York, which supplied the official rate. See U.S. International Trade Commission (1986), In-Shell Pistachio Nuts from Iran
USITC Pub. No. 1875 , p. 12 note 31 (note by Vice Chainnan Brunsdale and Commissioner Stem), and p. A 66 (DOC FinalDetennination).. 

110 The seven other dumping cases where the weighted average dumping margin exceeded 100 percent are: ' portland
cement, 136 percent margin (case no. 14401); staple machines, 123 percent margin (case no. 14542); wire rods , 119 percent
margin (case no. 15981); titanium sponge, 109 percent margin (case no. 16002); cold-rolled steel sheet, 122 percent margin
(case no. 16370); paint brushes, 127 percent margin (case no. 18050); nitrile rubber, 146 percent margin (case no. 20900).



Fourth, it is possible that unfair imports tht:eateI1 domestic industries with
: severe harm and that the filing of a petition arrested a surge in unfair imports that

would. have caused severe injury. However, based 011 finalITC votes

, "

threat" cases
are-relatively rare. The ITC found threat 'of injury in only 11 of 221 cases between
1980 and 1988. 

Fifth, the possible gain to the firms filing an antidumping or countervailing

, - 

duty petition may bear little relationship to our estimate of injury' because the filing
of a petition immerses foreign rivals in proceedings With D. authorities that may
carry on for months, if not years. During this process, foreign rivals may curb the
challenge they pose to domestic producers. That is, domestic firms may use

. antidumping ' or countervailing duty cases' to harass foreign rivals and lessen
:competition' in the market. 111 .

Sixth, and an extension of the fifth poiht, the filing of antidumping or
, countervailing duty, petitions may serve as a vehicle to facilitate or strengthen

, '

noncompetitive behavior- in the domestic market 112 , Although we do not have
infotination about this issue for the U. , recent evidence suggests that antidumping
actions' were used to facilitate collusion in the EC. 113

. -

Finally ; there is another way - in' which domestic producers may benefit from

. ' 

a'Jessening of competition- in. the U~S. 'market.' 

- : 

Domestic firms may initiate

, - 

antidumping or countervailing duty cases in order to secure a medium to long-term
government sanctioned arrangement to 'restrict competition from imports. However,
the probability. of this outcome is small, particularly for small industries. The
known examples of such -arrangements all involve relatively large industries, e.
potash, semiconductors, softwood lumber, and carbon steel. 

III The, possible harassment effect of antidumping and countervailing duty cases has been suggested earlier, for example
by Bhagwati (1988), p. 48, and by Francois, Palmeter and Anspacher (1991), p. 129.

112 See the interesting discussion on this point by Stegemann (1991), p. 389, who comments on the "pervasive conflicts
between anti-dumping policies and domestic competition policy~

113 See Messerlin (1990).



APPENDIX A

CONSTRUCTION OF DATA SET
USED IN CALCULATING INJURY

This ,appendix discusses, basic sollrces .of the information on final ITC
antidumping arid countervailing duty cases. It also consider~ issues that arose in
constructing the data set used to calculate injury (used in Chapter 4).

I. Basic Sourc~s

, ; 

The principal data sources for this study are 184 reports issued by tlJe U.
International Trade Commission (ITC) between 1980 and 1988 for final aptidumping
(AD) and final countervailing duty (CVD) investigations, Reports are issued when
the ITC makes a final determination, whether affirmative or negative. The reports
we use cover all final AD and CVD investigations conducted by the ITC during the
nine year period 

~..- 

altogether 179 AD and 99 CVD investigations were concludedduring these years. 
II. Definition of Case

Based on the informationcQntained in these ryports, we copstruoted a data set
based on what we calla "final ITC case, " or "case." In order toestitnate the effect
on domestic producers from dumped or subsidized import~ it is necessary to specify
the domestic product and the unfair imports -- in effect specify the contours of a
case. Cases are defined based 01) decisions by the ITC. regarding the appropriate
domestic product and the foreign country(ies) alleged to supply unfair imports that
injure domestic producers: While. each of our cases has a single domestic product
there may be one or more countries that supply unf~ir imports. Altogether, there
are 221 cases.

In most instances the definition of a case is relatively straightforward: an ITC

- - 

report deals with only one domestic product, only one foreign country supplying
unfair imports, and also only on~ type of unfair imports -.. either dumped or
subsidized. However, four types of complications arise.

The first complication is where the unfair imports covered by an ITC report
are both dumped and subsidized. If foreign firms are selling at less than fair value
and at the same time they are receiving subsidies from their government, there are
two unfair practices to consider. Moreover, the ITC potentially may reach different



final determinations for dumping and subsidy. Accordingly, two cases are
constructed for this situation, one for the AD investigation and the second for theCVD investigation. 

.", ,

The second complication is where all ITC r~p~rt covers two (or more)
domestic products (Le. , like products) that arealU~gedly harmed by unfair imports.
Since basic features relevant to the ' two prddncts (~. the domestic market share of
unfair imports) may differ considerably, it is important to distinguish between them
in order to calculate as accurately as possible the injury caused by unfair imports.

. Thus, two cases are constructed when an ITC report involves two products.

The third complication is where domestic producers claim they are harmed by
unfair imports from two (or more) foreign countries. We follow the lTC, and
combine (i.e., cumulate) unfair imports from the relevant foreign- countries. 114

Therefore, a particular ITC report may list several countries, but if unfair imports
from all; cf' themare cumulated there is only one case. '

, ' , ," , '

" 7

' ~ , ::; . " " , ' ' . ' " ,' , . '

' The;: final complication: is where a single case 'involves two (or more) ITC
reports: Thisarises when' unfair imports of several countries are' cunlt.llated, but
becal:lse 'ofspeciat circumstances the case' is' 'dlv~ded into two (or more) partS. 115

The: decisioD' for each part (for which there' is a' correspondirig ITC report) 
announced at a different date. However, the basic facts for each part are the same
and ITC essentially makes only one decision. Thus, there is o~y one case.

Table 2A. l provides information abo'Ut the 221 cases. For each case the table
lists :&6- preauct involved; the date t~e ITC' report for the " case' was issued , the

percent "margin of dumping' or subsidy, the percent 'share of unfair imports, ' and the
casenwnber we' assign to,the case.116 

' ' - ;' , ,

" i' ,

" ,

III.. ' Data' used' ;to Calculate Injury

, , , . ", , " .; , "

TheentriesUnder column ttData Type" indicate whether ~he case was included
in our sample and if So the type of data we used ltf ~stimate injury (in chapter 4).
It was possible to use 174 of the 221 cases in our sample. Of the remaining 47

114 There are two types of cumulation. The first is where unfair imports from all relevant countries involve the same unfair
practice, either dumping or subsidy. The second

, "

cross cumulation " is where there is cumulation across unfair practices.

lIS For example, one of the countries in a case may request that the Department of Commerce grant it more time to prepare
the information needed to calculate the dumping or subsidy margin.

116 The first four digits of the case number are the ITC report number. The fifth digit irtdicates the degree of complexity
of the case. When an ITC report involves a single like product the fifth digit is " " When an ITC report involves more than
one like product the different like products are distinguished by the fiftl:t digit, starting with" 1." When a case involves 
or more reports the ,fifth digit is a " . For these cases only the first four digits indicate the report that is the principal source
of data.
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cases, 42 could not be used because the public version of the ITC report did not
provide the requisite data on imports or domestic shipments needed' to estimate
injury. They are indicated by "Insuff." Five cases were excluded from the sample
because a priori there was no doubt about the relative magnitude of injury from
unfair imports and it was therefore not necessary to estimate injury 

~ ,

rwo' cases

indicated by ' Noinj/' did, riot involve any~njutYl17 and three cases indicated by
Maxinj, " involved 'considerable injury. I IS '

" ,: ' ' " 

The 174 c~~s,' in our sample differ by the type' of the data used , ,to' estimate
injury. For purpo$es ' ofapply~ng our model : it ,is: important to disting~ish three
groups of cases.

The first group' has 45 cases and consists of three components. This' group
includes 39 cases indicated by VQ (values and quantities), 2 cases il)dicated by V
(values), and 4 cases indicated by CMSV (complete doniestic' marke(shares based
on values). For exatnple;: the -designation VQ1ndidltes cases that . we , have both
values and quflIltities for domestic product, unfair import~, and (if p17esent) fair

imp()qs~ Thi~ grql.\p has ~he mo~t compl~te ciata, ~d gives the most accurate
esti41ates of injury to, domestic industry caused , by ~uhfair imports. ' Our model
requir~s' information about prices of domestic and imported products. With the VQ
data:s~t~: ~verage prices are obtained from unit values (Le. , V/Q). Alternatively,
with~the V and CMSV da~ set~, quantity units ~e sel~cted so that pripes are equal
to wntyi' : : Such ~ata: still :'~~ow:' accura~e' ~alcul~tion : 6r the percentage ..change in

dome~#~ indu~try revenue (injury) due to unfair imports.

, .. , " 

' Th~ secopd group has 91, cases and has,two cPIP.ponertts. This group includes
87 cases indic~ted by, Q (quantiw) ,at1d' 4 pases i1jdicated by CMSQ (complete
domestic mark~t shares based' (ni quantities). , . Therefore, it is not possible to obtain
pric~.' Since we need pfi~:e~ ~o~our, m()~~l, w~ '~sume thatprice~, ;of domestic
and imporled products'~ar.e :equal., Since the p~ice, of the ,unfair impoJ.1 product is

tYpically less ' than' the , price -of domestic product, this 'assumption tends to
over~siirh~t t4e, injuryfrori1 unfair:itnport$. IJ9 By~assuming price ' uniformity,

. , . , " '

;' ~; J:

117 
:for case number 1 0791 , the ITC found that unfairly imported product (a cheese product from the Ee) was so dissimilar

to U.s. cheeses that no domestic industry was affected by unfair imports. For case nu~ber 19661, C()mmerce found a 
minimis subsidy l11argin. ' ,

, , ' ' ' ". '

118 The three cases, case numbers 18481- , all involve offshore platform jackets. The last order received by the domestic
industry was in 1982 and by 1985 production had ceased. See Offshore Platform Jackets and Piles from the Republic of
Korea and Japan YSITC Pu~. No., 1848~ Jnv. Nos. 701-TA-248 and 731-TA:-25.91260, May 1986, p. 10.

" .. ! ,

119 Of the 36 cases that had different observations for average price of unfair imports in the data set VQ only 6 cases
reported the unfair price to be higher than the domestic price.



, " , .

imported produ~ts are given a gre~~er weight than th~y in fact should have,. which
prQduces an upward bias forestimat~d injury.120 

. ' 

, Th~ third group has 38 c~~s and h~ four cow.poneQ~. Thi~ grQup incluqes
11 c(\Ses indic~ted by PQ (partial qu~tity), ,5 cases fndicated by rV (p~ial vaJ~e),
12 c~ses indicated by Pf\1SQ (partial mar~~t shares for q\ltlptjty) , alld 1 () cases
indicat~d by PMSV (partial mar~et ~4ar~s for value)~ , This ' gr~up has partial
quantity or valu.e data (absolute or ptfrcent s~ares) and was constructed in It m~er
that ov~restimates injury. This' ari~s b~~~~~e it is not possible tQ ' determin~~he

, ' " ,

~ount ~f f~h; imports so that f~j, i
":1P?rf~(are assum~4 ,to ~, z~ro, F~.. ~"~I

JnfQ~at~on IS avaIlable only, for unfan- Imports b~1 nQt total ~mport$~ ~y assmn~J1g
fair impQrts to be zero, the fun burden of ~air imports neces~arUy, f~Us ' on
domestic industry and, produces 'an upward bias fo,r estimated' injury.'21

, "

120 Note that cases wher~ the average pric~ of unf~ir iptports is lowt;r than th~ ~verag~ price of UJe dome~tic pr~d~"t also
tend to be cases where the average price offair imports are 

a1s~ low. Based PO the: data dtscuSlied in tht( p~.eviou;; no~, there
is a positive and statistically significant cmrrelation between the prices of the two imported produ~~.

12\ In ad~\tioJ1, ,in a few cases there is a f\lrthcrr bias producing oye~sUma~s of injury. In some cas~s w~ \Jse~ a ~ighel' '
margin of dumping or subsidy than the true weighted average margi

r. This 
oC~~I'!i, for example, wh~n individual quantity

(or val "e) data are not available for twQ or more foreign 9Qmpanies ~d we u~ the, f1ighe~t margi,. r~P9rte4.



APPENDIX B

METHODOLOGY FOR CALCULATING INJURY
FROM UNF4IR IMPORTS

The objective of this study is to measure the impact that unfair impprts, goods

that have been subsidized or dumped, h,ave had on competing U.S. indu~trjes. 
do so, we estimate what the performance~~lthese domestic induStrie~ would h~ve
been had they not had to compete with uiUait imports, and compare it to the act~al
performance of these same industries. 

This appendix describes the methode logy used to compute the estimated \Jpper
bounds of the effects of unfair imports upon domestic industries. Itdes~ribes the
assumptions of the model and the justifications for these assumptions, the al~oritJuns
used to compute these estimates, and the reasons why these results overestimAte .tl)q

impact of unfair imports on domestic lndustries. 

This approach to measuring the econpmic impact of unfair. iIl'1po~sJ1asmuch
in common with the methodologies developed by former ITC'economi~ts Rich~d
Boltuck and Michael Knoll to aid the ITC in making injury determinations in
countervailing duty and dumping investigations. Those famiJiar with their
contributions will recognize our intellectual debt to them. . We ,believe .that ,Our

methodology contributes to this literature, and can be considered a further evolution
of their work.

I. Demand

It is assumed that imports and competing domestic products are viewed by
their purchasers in the U. S. as imperfect substitutes. Thus, imported aqd dQQ1~stic

products can be sold simultaneously in tJ;1e U.S. at different prices in ~quilibriup1.

If an importer raises the price of its product, it will lose ~ome; but not all, of its
sales. When an importer cuts the price of its pr~duct, sales of the competing
domestic product will decline, but generally not to zero. 

To determine the impact of lU1fair imports, we ne~d to know what would have
happened if the unfair practices bad not occurred. . To do so, it is necessary to
specify functional forms for the demands in the U.S. for domestic prpducts, unfairly
traded imports, and fairly traded imports, if any. A desirable property of s~ch
demand equations is that they should allow us to model the interrelated nature of
demand for products that are imperfect substitutes, yet require a minimum number
of parameters to be estimated.



These requirements are met " By" adopting a model that has the following
specifications. We first assume that for apy ~ndustry, defmit~on; all goods sold in
the U.S. can be aggregated into ~Ije oftPre~ ca~egor1es: ' domestically produced
unfair imports, and fair inipofts~ , rei QJbe:: the qtiaritity of the domestic product, Qu
the quantity of unfair imports, and Qf the quantity of fairly traded imports. Second
the marginal rate of substitution in consumption between any two of Qd' Qu, or Qf

, is:independent: of the' consumption of ariyother good. I22 This " separation" of Qd'

Qu, and ;Qf from all other goods (referred to as "Weak separability"), implies that Qd'

'Qu; and" Qf can be aggregated:' into a composite ' good, which we call QA. I23 ,Third
the elasticities of 'substitUtion 'betWeen any tWo goods Qd' Qu, or Qf are c~ns~t and
equal to each other. This allows us to express ' QA " as a constant elasticity of
substitution (CES) aggregation functionI24 of Qd' Qu, and Qf, as ~hown by

, " ' ;': .. " " , ' " , , ' " ", :

i" 

; ,", ' ' "" '

QA' I ::; (b Q/P + b Qu 

~p' 

PI-I/p 

\ ~' .. '; - ,

: I, 

, , " ' , ,

, c

;' " .. ' ' ' , " '

where bd, bu, be, and p are constants with bd + b +bf 1 apd '

p :::.-

, * O. As the
name of the model implies, the elasticity of substitution between any, two products

,;()'~;:

:wiILbe:constant and carfbeshown to' ~e' ecfual to l/(l7"P)' The price of the
aggi'egate' product;P ft., is defined, to b~' 

" ' : ,

:r ~

;, 

ij,

. " , ,,:.j " ;,:"

Qd + P ' + P

) '

, gA

, ,

":1 

, .

, i,

where P 
d, P u' and P r are respectively, the prices of domestic products, unfairly traded

imports, and fairly traded imports.

, ,, ' :; .. 

The; demand structure' adopted above implIes specific forms for ' the demand
functions for Qa, Qu and Qf~ As a: consequenc~

' '

of weak s,eparability, consumers
decide optimal ; quanti ties OfQd' Qu arid Qf based only on (1) the total budget for the

, " ~ '

i" ,,

: ;

122 This assumption of independence is commonly adopted in empirical demand analysis. See for example Philps (1974),
chap. 3. 

123 The proof of this statement is due to Leontief (1947).

124 Annington (1969) was the first to suggest the empirical usefulness ofCES functions. CES functions have since become
widely adopted by empirical international trade researchers.



composite good QA t()gether with (2) market prices P d, P u and P f. Weak separability

plus CES aggregatioJ,1 gives12S 

D cJ(P d'P u P f) = bd
a QA (P 

d /P A
)'-1;1

D u(P d'P u P f) = b: QA (P u /P A
)-a

D ~P d'P u,P f

) = 

bt QA (Pr /P A
)..a '

Demand for the aggregate product, DAJ ' is ' assUmed to take the constant
elasticity form, so that

== aA P A

Combining this with the equations above gives:

:;:: 

a -a/& ' (1 + a/EA )
d aA , (1)

DiP P r) = (b
u '

/p)a a
A -a/t

A QA(I + a/& (2)

D~P P u,P r ::;: (b
f /P f

)a a
A -

alE
,. QA

(I + alg (3)

, ,

' will , also find it . convenient to define Y == P dQ/P A QA, Y 

Q/P QM and Yr == P~IPAQM as, respectively, the value weighted shares of the
domestic, unfairly traded and fairly traded products.

125 See Annington (1969), p. 167 . Also see Morkre (1984), p. 63.



, ,

;Given this: structlire for the' demand equations of the model, We can 'compute

the own price and cross-price elasticities of demand for the three products: 126 

d = (1 - Yd)a + Yl; u = (1 - y)a + Yu r = (1 - yr)a + Y~A

du ;:: y u( a - E A Ud = YdC 
cr - E A

fd = Yia ~ E

df = Y 

/.. 

a - E A
ur = 

/.. cr - g A fu = Yu
(cr - 

, '

where Ej is the own price elasticity of demand' for product i and 
ij 

is th~ cross price
elasticity of demand for good iwith respect to a change in the price of good j.
These elasticities are not, therefore, constant, since they vary with the prices and
quantities.

II. Supply

It is assmned in this study that both domestic productiqn and fair imports are
supplied competitively to the U.S. market. It is further assumed that these supply
relationships are of the constant elasticity form, so that we have

d = . ad P
rld (4)

pTlr (5)

wh~re Sd and Sf are domestic supply and' fair import supply, respectively, and ad'

af, 11d' and 11r are all positive constants. 

126 See Annington (1969), p. 169. Also see Morkre (1984), p. 64. Note that we define SA to be a negative number while
Annington defined it as a positive number. 



III. Estimating the Effect of Unfair Imports Assuming Full Pass Through

The assumption of full pass through means that, ip order that there be no more
unfair imports, the price of the imports in question must in~rea&e by ,the amOUl1t of

the (dumping or sqbsidy) margin M, as computed' by the Department of Commerce.We therefore have 
P u * = P u (1 + M)

(6)

where P u -. is the price that the unfair imports would 'have to be in the l,Inited States
to not be unfairly traded under the full pass through assumption.

change in the price for unfairly traded impo~ ,will in tmn change the

equilibrium prices and quantities for the ,other prodl,lcts in 'the model. , Our objective

in this study is to measure ' these ;changes, in order to know what the eff~ct of a
given unfair trade practice 'ha$ be~p. ' This was , done using a

' ,

computer program,

written in the GAMS lan~uage. 127 

' '

The computer model, takes as inputs the margin M~ the 'prices' aqdquantities
P d, P u' P f, Qd' Qu, and Qc, and the elasticities EM (J 11d, ,and TIc- With this data., all

of the otherparap1eters~ of the JIiodel can be computed. 

We begin by computing the constants ad and ac, which are'

d = Qd IP

c = Qc IP 
Tlr

, , 

Th~constants bd, bu and bf can be ,computed by noting that in equilibrium the
m~ginal rate, Qf substitution betw~encompeting products must' equal' the ratio 

their prices, and so: 

(8Q/8Q) " , A . = (b /b )(Q /Q Yl+P) = Pu /P d
(8QA/8Qd) \I , d ' u

127 GAMS is a high level computer language designed for the construction and solution of mathematical programming

models.
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(8Q)8Qr
(b Ib )(Q IQ 

)!I+P) = 

(8QA/8Qa

, ': , , ,

f. , do"

, , :: " ; " , . ~ , , , '

We can therefore solve forbu and bi in terms of ba

' '

as:

u = bd (P u /P d)(Qu IQd
)(l+P)

,,; ,

f = b (P f . /P d)(Qf /Qd
)(l+P)

Theser:elationships, together ' with the, fact' that bd + b +bf 

==' 

tallows us to solve

for,bd ;as a- function ofptices, 'quantities, and

' p: " ",, " , . , ' , ' " , " , , :, ~ ': : " .., !

, (l + (P ll\)(Qu IQd
)(l+P) + (1\- /P d)(QrIQd)(1+p)r1

Knowing,bd, in turn' allows us to compute b ' and bf from the equationsabove.

Knowing bd, bu and bf allows us to compute

' '

aridPA- ' The constant CJ..A can

then also be computed:

" '; '

CJ..A = QAP A A

Knowledge of all of the parameters allows us to identify the model consisting
of equations 1 through 6. The equilibrium 'of this model is solved using the
GAMS/MINOS solver:28 

' " 

The full pass through estimates are computed in four stages. In Stage I, the
elasticity of aggregate demand EA istaken,to' be -~Ol, the elasticitydf substitution

(j jstaken to be, 9;, and the elasticity of fair import supplYl1r is assumed to be zero.
The elasticity of domestic supply is assumed to be 10 for manufactured products
.4 for livestock products

, .

32 for forestry and fishery products, .3 for other
agricultural products, and .2 for mineral products. The low (absolute) value for EA
means that aggregate demand for the product is little affected by price. Lower
import prices do not therefore expand the market, but only take sales away from the
domestic product. The high value for (j means that imports and domestic products

118 The GAMS language can utilize various solvers which are separate modules ftOlU the faogl,Jage itself: GAMS/MINOS

is one of these solvers, Two important features of the GAMS language are (i) that it allows mod~lers to concentrate on the
construction of modeling, rather than having to worry about solution algorithms, and (n) that it penn its; model descriptions

that are independent of these algorithms.



are close substit\1tes a.nd ~o' domestic demand will be very: sensitive to' changes in

import prices~ " The zero ' elasticitY of fair import supply means that only the, price

and not the quantity of fair imports will change in response to chang~s in unfair
import prices. 

In Stage II, the elasticity of fair import supply is assumed tQ equal that' for

domestic supply. This change reduces the impact of unfair trade practices on the
domestic industry because some of that impact is now borne by fair imports.

In Stag~s III and ~V, the e~e111e assumptions about the elasticity of aggregate

demand mid the elasticity of substitution ' are, respectively, replaced by estimated

values that are unique for each investigation. 
IV. Estimating the Effect of Dumped Imports, Assuming Partial Pass Through

If subsidized imports are supplied by a foreign industry with a perfectly elastip
supply curve, then ,eliminating the subsidy will cause the price of those imports to
rise by the amount of the subsidy. Therefore, under these~ssumptions, ,~he full pass

t~ough ap.ppJach useQ above .will ~eapprQpri~te.

, In some' c~es ' or' d~ping, ' th~ fuil~ass thro~gh app~oachwill' ~verestimat~

the effect on the domestic industry. As discussed in Chapter II, ,dumping Qccurs

when an importedprod~c~is spld,in tp~ lJnited , States ,(i) at less than its cost of
production or (ii) at less than its price in its home market ( or in a third coUntry).

In the latter case, dumping is eliminated by charging the same price in both

countries. This can be accoItlplish~d by raising the price of the dUmped imports in
the United States by the arnount of the dumping margin (which is the f~ll, pass

through assumption). However, we would expect a profit maximizing firm that
previously could price 'discriminate, but now cannot, to lower its home market price
as well as increase its lrS. price. - If dumping: is eliminated; the U.s. ,price of unfair
imports will therefore increase by. ~ess ~han , the amount of the dumping margin.

Hence, the effect of unfair imports on domestic in4ustries will be le~s than that
implied by the full pass through assumption. 

, To: refine our: estimates~ ' we relax the assumption of full pass through, and
model the unfair imports as being produced by a single firm. This firm, protected
from competition in its home market, acts as a monopolist, setting its price Ph and
selling a quantity Qh in this market. In its sales to the U. , it acts as a dominant
firm, setting its price P u so as to maximize its profits given the supply behavior of
the competitive fringe, which consists of the domestic industry and the fairly tradedimports. 



" ,

Demand in the home market is assUmed to take the constant elasticity form
so that: 

' ,

. h :: ah h 

, ' 

Thjsfirm is aSsumed to have a cost functio~ that can be appr()xi~ated by the linear
relationship

" " ' . . .

C( Q) = cQ + F, u

'":

where Cis total cost, and c and F are positive constants. ' This assumption implies
that in the relevant range of possible output levels the unfair import producer
marginal costs 'are constant. 

" , ' . " ' , : ,

Wecan ;expressthe pricing and output decisions' of the unfair importer as a
non-linear programming problem: 

' . " ," ,

MaxImize Pu DuCPd, ) + Pfi (PrJ - c (DiPd, ) +Dh(PJ)- F
, P u~ Ph

' ' ' ,

Differentiating with respect to P u and Pti, respectively~ arid setting the results equal
to zero gives the following first order conditions: 

( (aI)u lap) ~ (8D ' 18P )(oPd laP) + (oDu /oP )(aPf laP ) J '(P c) + u = 0

(P h - c)(8Dh lap h h = 0

" /_



which we can then solve for Pu and Ph

u ~ 

' , ., . , . , , . " ,. .. .'

1 + (8u + e u IP )(dPd IdP ) + 8 u "!P )(dPr IdP )t1

, h
+ 1/8

' . 

To compute ttle two "total derivatives in the expression for P u we tak~ f'dvaptage of
the equilibrium conditions: 

. '

Dd == S~

Dr 

Taking derivatives of these equat~9ns ~th respect to P u giv~s: 

. '

(aD /(JP )(dP~: IdP ~ (o))( /ijP ) + (aD laP )(dP /dP) ~ (aS laP )(dP ldP)

(O!?f 10P )(dP IdP) + (oDr loP (aDf 10P (dP /dP.) 

, ",

' (oS loP )(dPfidP,)

Which allows ~s ~o solve for dP idP u and dP IdP ~ in terms '.of the partial detiv~tives:

. . 

. dP IdP 

== 

IqP)((oDf jaP

) ~

(aSf loP

)) 

+ (aD IOP )(oDf lap)
((obd lap~) d liJPd))((oDf jaP (BS

r. 
(oD

p~)

d jaP

f lap )((BD laP - (aS laP

)) 

+ (aD lop)(aP IfjP
f IdP ((aD lap (aSd 18P )J((aD jaP (oS loP )l (BD; )(aDd jaP



This allows us to express c as:

c = p
E (8~ - E - llr)l + E fd ~ E d - lld

1 +' 8

. ~" 

lid ' fu (8

d - 1'Jd
)(8

r - 1'Jr
) - 8

, ,

From the first order conditions and the fact that Ph = Pll+M) we can solve
for Bh 

, ' ' " ' " , '' , , ,

h = P (M + 1) (c - P (M + 1))"

With a numerical value f~r 8h' a numerical value for ah' can be computed.

The above r((la1iop.ships allow us to c~mpute, all , of the, :parameters of' the
model, given data on prices, quantities, aggregate elasticity of.4em~d in the U.
iheclasticfty of "substitUtion in the U. domestic -arid fairly tiadedelasticity of

, supply, and sales in the unfair firm s home market. By identifying the parameters
it is possible to solve a new non-linear programming problem to determine the
foreign monopolist's profit maximizing price to charge when it cannot price
discriri1inat~ betWeen markets. We do SO using " the GAMS program with the
MINOS solver.

v. ro~si~le" Biases, ()f the ,Estimates

, " , " ' , " " '" , ,

Throughout our study, we comput~, upper bound estimates of the impact of
Utifair Hriports on 'domestic 'industries. These bounds are successively lowered at
eaqh ~~ge. Howexer ~ iti& important to r~memhel'thattheestin1ate~ are just that

, upper ' bounds, and' that as such they overstate the actual effect of Unfair trade
practices upon domestic industries. There are several reasons why this is the case.

, " First, 'the estimates: depend upon the data' as meaSured and reported by
Co111ii1erceand the' ITC. . As discussed in the main body of the text, it is widely
recognized that the methodologies used by Commerce to compute the countervailing
duty and dumping margins may be significantly biased upwards. These biases make
it is possible for Commerce to find a significant countervailing duty margin when
subsidies have no economic impact upon domestic firms, and for Commerce to find
a significant dumping margin even when the foreign firm is charging the same
prices in its home and its export markets. Since the margins are inversely related



to the performance of domestic industries, upwardly biased margins will result in
injury estimates that are themselves qpwardly biased.

related issue is market structure. Throughout this study, w~ w.ode1- the
domestic industry as being perf(1ctly competitive, and the victim of unfair practices
by foreign firms that "ehave as mon9polists. This combination of as~umptions
maximizes the impact of unfair impQrts upon the dom~stic industry. 1~9 

This market structure is, however, often at considerable variaQ.cewithre~ity.
TJ1ere are several unfair import c~es involving a single fil'ID that, is the ,sole or
dominant qomestic producer Qf an article, or only a few firms in oJigopoly
industry. These cases' al~Q i()ften) involve "foreign ind\1stries ' thal, &1".e ' hi~Wy
fragmented, and/or 'involve finn~ from several differ~nt countries.

' ,

S1;1ch

circumstances would tend to' mak~ it more difficult for foreign firms to coQrdinate
their activi~ies suffici~l1tly tobebaveas the 11ght cartels tl;1at oUr ass~ptiQns imply.
These circumstances appear to be inconsistent with iQ.ternational price ~iscrimihation
with large dumping margins. 

Finally, dumping ,and sqbsidy ' margins are computed by Commerce on the
value of the product at the (foreign) factorY gate. ' Th~ price' of the product seldin
the United States will ,be the price ~t the factory ga~e plus the cost~ oftransport,,-tion,
which can include fre~ght, insurance, and any existing tariffs. Although $c;nnp 
these costs win be proportional to th~ v~lue of the product" others will not Bet?ause
of this, when the price of an unfairly traded good is raised by, the' amount 9f the
margin at the factory gate, the price of the good in the United States will ipcrease
by proportionally less, than the margin. Given our interest in esdm~ting upper
bounds for injury to the domestic industry:, our methodology assumes that ' prices in
the United States rise by, the amount of the margin. This therefore overstates the
effect of unfair trade practices on " the domestic industry. 130" 

, ,

129 Furthennore, it also appears to be Ii' belief shared by many who support la'V$ against unfair imports. For a rec~nt
elaboration of this point, see for ~J(ample Wood (1989), p. 1167f.

130 As indicated in section I, our model assumes ' tf1at the ag~regate product is a CES function of domestic product, ,U,pfair
, imports" and fair imports (ifany). This Is the AnningtQit assumption, which assumes~iff~re"th.tion of product bycpuntry
of origin. Recently, the Armin$Wn assumption h~ fOme un~er criticism because 

it implies ~ gr~ater degree of naf;jon~1
monopoly power than may be appropriate. See, for example, Brown (1987). An ~ltemative approach is to assum~, following

Spence (1976) and Dixit and Stiglitz (1977), that each firm produces a differentiated product. The puTPo~e of this note is to
show that, for purposes of the present study, the Armington assumption does not yield biased injury estim~tes compared to
the injury estimates obtained using the Spence-Dixit-Stiglitz approach.

Since the two approaches differ only with respect to product differentiation, to compare them it is important ~ keep
other features of the mpdel the same. Specifically, we assume that marginal costs (of the industry or of firms) are constant.

To simplify matters, we also ,assume f~irimpQrts are zero.

(9onti'lued...

,' -
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' As shown iQ secti ~~ t, u~der the ~ington assumptio.n the aggregate product (iQ the absenceoffairly traded imports)

, .'.. ' ~ '

(b Q-P + 'b Q- i/P ,

'-' ; ' :, "

and the demand for the domestic product is

, " , " , ' ' , ' ' " ," , ' ' " ,

(Bl)

, !:,

(Pd'P) :: b )-fS (82)

. . " , '

, Sincc;P d e~uaIs cons~(mat~inaIcos~ total revenue, 

~, '

is:

, ,, "

'" Pd Qd :: b/QAPtlr

~ "

(83)

, "

and p~~pprtiol)a1 d.i~~re~tiati9n gives, ' 

" ,

since c

, : , ,

:Itd = ()A' + O'PA,

:= 

(0' - )Y"
(B4)

" ," ~ ~ '

;; i .. 'i ,I '

: , ':':

: 'QA =' A , Pl.
" YdPd '+ yl~ 

" " ." ., ,

and assumin~ quantity units are defined sotbatinitiaI prices 'are unity.

Under the Spence-Dixit~Stiglitz approach to product differentiation (see e,.g., Bro~n (l992), Helpman and Krugman

(1989), chap. 7), aggregate product is also a CBS function

" . , , "

QA = ' (bd nd (q,rp + bu nu (qutPrI/P (85)

w~ere ' ther~ ' are n~: representativ~ dQmesti~ finns and. 'flu rep~ese~tative foreign firms. , Each firm'is assumed to be a

m.on~p~listi~,cornp~titor.

, , ' , ' " ' ' ' ' ' : " " , , " ' , ,,' ' ' , , '

It c~ be shown that the deptand facing a representative domestic firm is the same as equation (B2). Each firm

perc~lved dem8:"~~lasticity , is a. : Domestic industry revenue is 

d = ildPdqd = n
l-IrP,... (B6)

The profit-maximizing price for each firm is MC(a/(a- l)J, where MC ismarginaI Cost. :Inthe short run, with nd
fixed, the proportionate change in domestic industry revenue is the same as in equation (84). In the Icing run, with nd variable
each firm eams zero profit and produces qd = F( I )/MC where F is fixed cost. In this case , the percent change in domestic
industry revenue equals the percent change in the number of domestic firms.

This analysis shows that the measured effect of unfair trade practices on a domestic industry is the same under the
Armington assumption and under product differentiation by fi~.



APPENDIX C

:;!

SIMULATI()N OF FOtm UEMAND..SIDE FACTORS 

" '

AND F~R IMPQRTS

This appendix applies the ptodel presented in Appendix B to siJ:l1ulatt( the
effect of unfair iroportson the demand for the domestic product using alternative
values for the d~mand parameters, market shares of do~estic a.t;ld imported product~,
and dUl1lping/subsidy margins. .-The :l'esults of the siri1l.dations are given in Table
3 A.I. "

Table 31\. 1 is organized as follows. We allow for; two possible margins (5
percent and 25 percent) aI1d two possible market sharesJor thedottlestic,product (80
percent and 60 percent)",' In ~u. ' cases~ weassuriie the initial ~arket shan~ of fair
imports is 10 ' pe~cent. ' This leap:s to four alternative cases. , The four cases are
indicated by the rows designated by A (low margin; high ini~ial domestic product
share), B (low margin; low initial domestic product share)" C, (high margin: hi~h
initial domestic product~hare), ~d Q (high margin;Jow initial domestic market
share). Note that the numerical yalues for the initial quantities are also percent
market shares. 

' ,

The first row for ~ach 'c;1se ,(A 1, B 1

, '

, orD 1) lndicate$ the initi~l sifuation
prior to dumping or sub~idization of import~. The effect of unfair i~ports ,on tPr
quantity demanded of the domestic product is shown. undtr column (2). 

The second t~ougp.fifth rgws for eac~ case indicate the ,quantitati~e , ~ff~cts
of unfair imports as each of three elasticity pcirameters is; chapgedsuccessively: The
three elasticity parameters are th~ degree of flexibility ( or elasticity) of;' (1) f~ir
imports, (2) the demand fOI the composite good, and (3) the ' degree of demand
substitution between. domestic prpduct and imports. The degree of flexibility for the
parameters is indicated at the ri~ht of th,~ table, in columns (6) through (8). Moyin
down the rows, the values &Ssigned tQ the paramete:rschatige so thar the adverse
effect of unfair imports on the demand for domestic product lessens., ThHS, the
assumptions underlying rows 2 yield the largest adverse effects 011 the demanq for
the domestic product and the asslJ111.ptjons 'underlying, rows 5' yjeld ' the, smalJest
adverse effect.

' ,
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The effect of flexibility of fair impo~s is revealed by comparing rows 1, 2
and 3 (for all f(jur data cases). When'fair imports are flexible~ their supply to the
domestic ' market contracts when there are, unfair imports~ and this .lessens the,
adverse impact on the domestic industry. For example, in data case C the.reduction
in demand for the domestic product is from 80 to 50.6 if fair imports ~e flexible
versus a reduction from 80 to 48.8 units if fair imports are inflexible.

The infl~ence of th~ price sensitivity by consumers for the group product is
shoWn bycomparingrows-3 anq,4 for all four data' cases. In each inStiU!ge, a mgher
price sensitivity involves a smaller imp~ct o(unfai:r imports on demand for domestic
product~ This factor becomes more important as the dumping/subsidy margin and
unfair import share both increase. Therefore, as price sensitivity of consumers for
the product g~oup iucreases, the adverse impact of unfair imports . on domestic
industry declines. '

' " , ". .,.' " . ' "

Finally, the influence of the degree of demand substitution between domestic
and irpported products is seen by comparing rows 4 and 5 for all four data cases.

This factor has a particularly strong hnpact on domestic demand. " For example
rows D4 '~d D5 show that demand for domestic products increases substantially,
from 24. to 51.3 when the' degree of substitution changes from very high 

moderate. Thus, the severity of the impact of unfair imports on the demand for the
domestic product is positively associated with the degree of demang substitution.

" . : -: , : .

Given the share of unfair imports, the effect of the size of the dumping or
subsidy margin on demand for domestic product is shown by comparing rows A5
and 

G5 
or by comparing rows B5 and D5 (assuming a moderate degree of

su~stituti,?n between'domestic ClAd imported produ9ts). The first comparison shows
. th~t demand for domestic product declines ffom 80 units to 79.2 uDits' wJ;1en M is
5 ~percent. But demand declines from 80 units to 75. units wheii ,M is 

, percent. 131 Thus
, the extent of the decline in demand for domestic product is

, po~itively associated with the dumping/subsidy margin. 

Giv~n the, dumping/subsidy margin, the effect 9f unfair import market share

:' 

is :shown by comparing rows A5 and B5 or by comparing. rows C5 and D5
(as~uming a moderate degree of substitution between domestic and imported

.. 

products). For the first comparison, domestic demand declines from 80 units to 79.
units ~hell' the share ' of unfair imports is low. The coqesponding decline is from

units to 58. units when" the unfair import share is high. In the second
: ~o111parison, clomesti~ demand- declines from 80ynits to 75;7 units when the share
of unfair imports is low. ' The ' corresponding decline is from :60 units to 51.3 units

131 Comparing rowsB5 and P5 , de~and for domestic product d~clines from 60 to 58.2 when M is 5 percent but declines
from 60 to 51.3 when M is 25 percent. : 



when the unfair import ~har~ is high. Thus, the relative decUne iIi, de~ fQf
domestic product is positively as~o~i~ted with unfair import share, an~ tf1i'~ ~fe~t
is magnifi~d as the dumpingl~ubsidr mar~'J1 incr~ase~.

' '

The rationale mtderlying ~~ iQwractjpn betw~en t)1e uQ.fair iQIPort ~har~ AAd
the dum.pmg/subsidy margin, i~ ' tqat ,th~ ttnpa~t of unfair il11ports on pome~ic
indqstry is' proportional to the initial sh~e; o~ pre~nce, of unfair, imports ip. the
domestic' market ' Relatively more cq~s~~rs who initi~ly ,p~~hase

' '

the. do11Jestjc
product will aUe111pt to switch to ' "nfair~~mpprt$ ~hen , the initi31, share of unfair
import~ is high because the , latter ~ppear to be ~o~~ r~adily avail~~le. In 

To summarize, th~ SjipUhltioQs indicate th~t the, adver3e ~mpact of unfa,ir
imports if) compounded by the' inteJ;~tion bt;twe~Dr the dqmping/su~si4y)n~ginand
the ' share of unfair iInports wft~n, bqt~ ~~ relatively larg~. , F:urther~, eSpecially
imporumt role is found' for' the degfe~ of d~m.~d s~b~itUdon betWed~:doro~$~iC 
iniporte4' pl'oducts. "

' , " , .' , ,, ..

132 Mo~ pr~cisely, this is a result of our demand stfUcture where ftle a~greg~te gpo~ is a constM~ ~lasticitY of s",bstjtution
function of the domestic product, unfair imp9rts, and fair imports. With, this S(fu~f;Ure, the cro~ el~tici~ of deJDaI1d for the 
dom~tic product wlUuclipect to price of the unfair imports is proportio!1,al ~ th~ initial share of unfair imports. See Appe~dix
B for ji discussion of this issue. 
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APPENDIXD

ELASTICITIES AND OTHER DATA USED ,TO ESTIMATE EFFECTS
OF UNFAIR IMPORTS ON DOMESTIC INDUSTRY

As discussed in AppendixB, the estimation of the magnitude of the effects of
dumped or subsidized imports on domestic industries in ITC ,cases requires certain
elasticities. , This Appendix explains hoW these elasticities were obtained. We also
present the data used to calculate partial pass through of the dumping margin.

I. EI~sticities

Four elasticities are required. They ' are: (1) the supply elasticity for the
domestic industry, nd' (2) the , import supply elasticity fQr fair imports (imports that
are not dumped 'or subsidized), l1r, (3) the domestic demand elasticity for the
aggregate product group (comprising domestic and impOJjed products), EM and, (4)
and the elasticity of substitution' in demand ' between domestic and imported
products, 0' . 

As explained in Chapter 4, we provide f()ur sets of results, Le., stages I
through.~V. Specifically, we examine how the upper bound for estimated injury to
the ,domesti~ industry changes as we proceed ,through a step by step process of
systematically incorporating more CiPpropriate values for the yarious elasticities. In
stage I, we use the appropriate value for 

l1d, but set l1r 0, EA , and 0' = 9.
These assumed values maximize the estimated injury to domestic industry. , In stage

, the only change from stage I is to set l1f = l1d' Import supply is expected to be
at least as elastic as domestic supply because import supply is the difference
between foreign supply and foreign demand. In stage III, the only change from
stage II is to use a more appropriate value for EA" Finally, in stage IV, the only
change from stage! III is to use a more appropriate value for 0'.

Demand elasticities (EA and a). The deman4 elasticity values used in this
report are based on estimates developed by ITC staff or on econometric estimates
available in the literature. The elasticity estimates developed by ITC staff are

- especially important because lTC staff focusses on the product and time period
relevant to each case. 133

133 Typically, ITC staff does not estimate econometrically the elasticities in dumping or subsidy cases. This is primarily
because ITC staff usually has too few observations to work with and operates under a very tight time schedule. Instead , ITC
staff employs an iterative procedurestarting with initial econometric estimates available from the literature. It then seeks
infonnation and comments from experts involved in the case that are used to revise the initial estimates. Note that ITC staff
only started providing elasticity estimates for unfair trade cases in November 1987, for the dumping case involving Neoprene
Laminate from Taiwan (investigation no. 731-TA~371 , case number 20320).
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F or cases ,where elasticity estimates are not available from ITC staff, we rely

on econometric estimates available in the literature, primarily from Coursey and
Taylor (1982), Reinert and Roland-Holst (1992); and Shiells, Stem and Deardorff
(1986). The products involved in ITC cases are often very specific. We match as
closely as possible the products involved in ITC cases with the broader product
categories typically used by econometricians. For some cases the match was not
sufficiently close and, therefore, an appropriate' elasticity value was not available.

However; for afew of the cases for which appropriate elasticity values were not
directly available, it was possible to derive elasticity values from estimates for
related products together with other information; 

Table 4A. l gives the values and sources for the demand elasticities used in
this report. When a range is shown for SA' we use the smaller (absolute value)

. . 

number in our calculations in order to provide upper bound estimates. . Similarly,

when a range is shown for cr, we ' use the larger number. NA indicates that an
elasticity value for the 'case was not, available.

" . Supply elasticities (1Jd and 1Jf)' For caSes involving manufactured products
we use a domestic supply elasticity of 10. If there is sufficient time for firms to
respond, it is generally found that domestic industries can expand output (e.
modifying or adding to existing plant and equipment) without causing an appreciable

increase in unit costs. This is supported by the empirical work of Richardson and
Mutti (1976) arid by Walters (1963).134 Furthermore, this is also supported by

ITC staff for those cases where the information is available. However, ITC staff
uses a one year time' horizon whereas our focus is on longer term adjustment.

Accordingly, the supply elasticity values reported by ITC staff are, in a few cases
smaller than 10.

135 ,

' .

For cases involving mining products, We use a domestic supply elasticity of
2. This is' based on Richardson and Mutti (1976). 

For agriculture, the supply elasticity used varies with type of product. We use

0.40 for livestock products, 0.30 for other agricultural products, and 0.32 for
forestry and fishery. These elasticity values are from Tweeten (1970).
TABLE 4A.

134 For a recent discussion of empirical studies of supply, see the intermediate microeconomics text by Mansfield (1991),
pp. 202-208. ' 

135 There are five cases where the domestic supply elasticity reported by ITC staff is smaller than 10. In electrical

conducting aluminum redraw rod (cases nos. 21031 and 21032) ITC staff reported the domestic supply elasticity to be between
1 and 5 (ITC Memorandum EC- 251, 7/26/88), in brass sheet and strip (case no. 20990) the reported elasticity was between
1 and 5 (ITC Memorandum EC- 238, 7/27/88), in nitrile rubber (case no. 20900) the reported elasticity was greater than 5
(ITC Memorandum EC- 166, 5/27/88), and in color picture tubes (case no. 20460) the reported elasticity was reported to
be toward the upper limit of the range 5 to 10 (ITC Memorandum EC- 471, 12/11/87). .
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ll. Data to Calculate Partial Pass Through of Dumping

Of the 29 dumping cases that had large injury after stage II (Table 4.2), only
12 were pure price dumping cases. The other 17 cases involved, to varying degrees

, constructed value or third country comparisons in order to determine fair value. 
only attempted to calculate the partial pass though of dumping for the former 
cases. They are listed in Table 4A.

Of the 12 cases, we were only able to :obtain data on home market sales for
five. They are marked ~ by

#. "

As explained in the text, only in stainless pipe
fittings (case' no. 20670) did the adjustment for pass through make an appreciable
difference to estimated injury. ' This: is because' it is the only instance where home
m~ket sales did not ~ompletely swamp exports to the United States. For a
discus$ion of this issue, see Appendix B. 
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