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Background



Dumping

· A form of price discrimination whereby firms charge a different (usually lower) price for exported goods than for domestic goods. Regarded as an “unfair” practice since dumping by foreign producers can hurt the sales of domestic producers.

U.S. Anti-Dumping Review Process


· Anti-dumping petitions are reviewed by the Department of Commerce (DOC) and International Trade Commission (ITC).  Goal: to determine whether domestic markets were materially injured by dumping. 

Multiple manufacturers of allegedly dumped goods can be cumulated – ie. effect on the market is jointly considered (lumps little fish with big fish).

ITC Cumulation Standard considers four factors:

1) interchangeability between imports from different countries and between imports and the domestic product – met if there is “reasonable” overlap.

2) Overlap between domestic and imported products in four geographical U.S. markets

3) Similar distribution channels

4) Simultaneous presence of imports in market


Duties.  DOC charges duties (called antidumping margins) at the estimated margin between the actual and “fair” price of imports (based upon estimated production costs). Importers must deposit the estimated margin amount in cash with the DOC. After one year, the importers can request a review. If no margins are shown, they get their cash deposit back with interest. However, this is seen as risky by importers.



CSN and Anti-Dumping



The Steel Market

· Case set in 1997-99.
· Steel products relatively homogenous, easy for producers to shift export markets.
· In U.S. steel industry, new technology of mini-mills produce basic (hot-rolled) steel products at a lower price because a) use scrap metal, not iron ore, as raw material and b) powered by electric furnaces, not blast furnaces.  In response, traditional mills shift production to more complex products.

· Strong U.S. economy leads to high demand for hot-rolled steel products. U.S. picks up slack by importing from Japan, Russia, and Brazil.

CSN Profile

· Brazil’s largest steel producer, largest integrated steel maker in Latin America.


· Two Brazilian domestic competitors in hot-rolled steel: COSIPAS and USIMINAS. All three privatized in 1993, and hold strong ties from pre-privatization era.

· More than 1/3 of CSN’s sales are in the export market.


· In 1995-98, CSN’s return on equity rose from 2.1% to 10.1%; productivity doubled.


· Three recent projects to boost domestic sales and production efficiency: 1) acquired 51% of GalvaSud, to produce galvanized steel to auto manufacturers; 2) created CISA to manufacture materials for building construction and household appliances, 3) began constructing a mini-mill.


· CSN not affected by January 1999 evaluation of Brazilian Real because 1) raw materials purchased domestically (not imported using devalued Real); 2) local projects -- GalvaSud, CISA – to boost returns.  CSN expects domestic demand to increase. However, devaluation makes exporting more attractive.

The Anti-Dumping Petition

· In 1998, sharp decline in U.S. demand for hot-rolled steel due to Asian financial crisis and 54-day GM strike, etc.
· Small U.S. competitor, Gulf States Steel, files anti-dumping petition claiming Brazilians, Japanese and Russians sold steel below cost in the U.S. 

Three failed arguments against cumulating Brazilians, Japanese & Russians:

1). Japanese & Brazilians v.s Russians: Russian steel of poorer quality.

2). Brazilian vs. Japanese: Brazilians command only 4.2% market share. In 1997-98 Japanese market share rose from 8.2% to 22.7%, while Brazilian share declined.

3.) Japanese defense: filling gap for high demand. U.S. steel makers at full capacity.

· November 1998. Preliminary injury determination made by ITC. 

· February 1999. Duties issued by DOC. Initial antidumping margins against CSN 51%.

· Almost immediately, imports from Russia, Japan and Brazil drop 99%.
· March 1999. House of Representatives passes bill imposing quotas on steel imports, which will be set to 1997 levels. White House concerned that bill will hurt free-trade agenda; but a veto could hurt Al Gore’s bid for presidency.


