CANADIAN _’.'I'ghz* TRIBUNAL CANADIEN
INTERNATIONAL DU COMMERCE
TRADE TRIBUNAL EXTERIEUR

Ottawa, Monday, January 18, 1999

Review No.: RR-98-002

IN THE MATTER OF areview, under subsection 76(2) of the Special Import Measures
Act, of the order made by the Canadian Internationa Trade Tribunal on January 18, 1994, in
Review No. RR-93-003, continuing, without amendment, its review finding made on
January 19, 1989, in Review No. R-13-88, continuing, without amendment, the finding of
the Anti-dumping Tribuna made on June 20, 1984, in Inquiry No. ADT-6-84, as dtered by
its order made on September 28, 1984, in Review No. R-7-84, concerning:

PAINT BRUSHES USING NATURAL HOG BRISTLE AS THE
FILAMENT MATERIAL, AND THE COMPONENTS THEREOF
KNOWN AS “HEADS,” ORIGINATING IN OR EXPORTED FROM
THE PEOPLE’S REPUBLIC OF CHINA

ORDER

The Canadian Internationa Trade Tribuna, under the provisions of subsection 76(2) of the Special
Import Measures Act, has conducted a review of its order made on January 18, 1994, in Review
No. RR-93-003, continuing, without amendment, its review finding made on January 19, 1989, in Review
No. R-13-88, continuing, without amendment, the finding of the Anti-dumping Tribuna made on
June 20, 1984, in Inquiry No. ADT-6-84, as dtered by its order made on September 28, 1984, in Review
No. R-7-84.

Pursuant to subsection 76(4) of the Special Import Measures Act, the Canadian Internationd Trade
Tribund hereby rescindsits order.
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IN THE MATTER OF areview, under subsection 76(2) of the Special Import Measures
Act, of the order made by the Canadian Internationa Trade Tribunal on January 18, 1994, in
Review No. RR-93-003, continuing, without amendment, its review finding made on
January 19, 1989, in Review No. R-13-88, continuing, without amendment, the finding of
the Anti-dumping Tribuna made on June 20, 1984, in Inquiry No. ADT-6-84, as dtered by
its order made on September 28, 1984, in Review No. R-7-84, concerning:

PAINT BRUSHES USING NATURAL HOG BRISTLE AS THE
FILAMENT MATERIAL, AND THE COMPONENTS THEREOF
KNOWN AS “HEADS,” ORIGINATING IN OR EXPORTED FROM
THE PEOPLE’S REPUBLIC OF CHINA

TRIBUNAL: RICHARD LAFONTAINE, Presiding Member
PETER F. THALHEIMER, Member
PIERRE GOSSELIN, Member

STATEMENT OF REASONS

BACKGROUND

Thisis areview, under subsection 76(2) of the Special Import Measures Act" (SIMA), of the order
made by the Canadian Internationd Trade Tribuna (the Tribund) on January 18, 1994, in Review
No. RR-93-003, continuing, without amendment, its review finding made on January 19, 1989, in Review
No. R-13-88, continuing, without amendment, the finding of the Anti-dumping Tribuna (the ADT) made on
June 20, 1984, in Inquiry No. ADT-6-84, as atered by its order made on September 28, 1984, in
Review No. R-7-84, concerning paint brushes using natural hog bristle as the filament materid, and the
components thereof known as “heads,” originating in or exported from the People€'s Republic of China
(China).

Pursuant to subsection 76(2) of SIMA, the Tribund initiated areview of its order and issued anotice
of review? on July 2, 1998. This notice was forwarded to al known interested parties. As part of this review,
the Tribuna sent questionnaires to Canadian producers, importers and purchasers of paint brushes using
natural hog brigtle as the filament materia, and the components thereof known as “heads” As well, the
Tribunal sent a questionnaire to the Embassy of the Peoplé's Republic of China requesting certain
information pertaining to the hog brisle paint brush industry in China From the replies to these
questionnaires and other sources, the Tribuna’s research staff prepared public and protected pre-hearing
saff reports.

The record of thisreview conggts of dl relevant documents, including the order, the notice of review
and public and confidentia repliesto the questionnaires. All public exhibits were made available to interested

1. R.S.C. 1985, c. S15, asamended by S.C. 1994, c. 47.
2. Canada Gazette Part 1, Vol. 132, No. 28 at 1679.
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parties, while protected exhibits were provided only to independent counsel who had filed a declaration and
undertaking with the Tribundl.

Public and in camera hearings were held in Ottawa, Ontario, on November 23, 1998.

Three domestic producers, T.S. Simms & Co. Limited (Smms), Nour Trading House Inc. (Nour)
and Pintar Manufacturing, Divison of Ladca Investments Limited (Pintar), were represented by counsel a
the hearing. No importers were represented at the hearing. Evidence was presented and arguments were
made in support of continuing the order.

PRODUCT

The goods under review are paint brushes using natura hog bristles as the filament materia, and the
components thereof known as*heads,” originating in or exported from China.

Paint brushes are produced using either hog bristles or synthetic bristles as the filament materid.
Over 90 percent of the world's hog bristle paint brushes are reportedly made using hog bristles from China
The head (i.e., paint brush without a handle) consists of the ferrule (i.e, metal band) and the bristles. Heads
are not specificaly produced or imported for sale in Canada. They were included in the origind definition of
the subject goods to prevent circumvention.

Hog britle paint brushes are manufactured in avariety of sizes and qudities and may be sold under
aproducer’ s brand name or asdller’ s private label. The size of apaint brush is determined by itswidth. Sizes
may be designated using the imperid measure or the metric system and generally range from 1/2 to 4 in. or
15 to 100 mm. There are ds0 speciaty hog bristle paint brushes, such as sash brushes and angled brushes,
which are used for specid gpplications.

The qudlity of apaint brush is determined by the thickness, length and finish of the bristles used to
make it. The types of materids used in the ferrule and the handle and in the painting of the handle are so
factorsthat determine the quality of the finished paint brush.

Hog brigtle paint brushes may be divided into three broad market segments, namely, low, middie
and high. The low end, dso referred to by the industry as the economy segment, includes the very
inexpengve chip and throwaway brushes. The middle portion of the market, dso known as the consumer
segment, includes three qudities of brushes: good, better and best. The high end includes professond and
professona angular quality brushes. There are no precise demarcation lines among these segments.
In addition, there are brushes and promotiond brush packages that may straddle segments or that may not
eadly fit into the above categories. However, these segments provide a convenient and useful way of
describing the genera structure of the market.

The subject paint brushes compete with and may be subgtituted for synthetic filament paint brushes.
However, the industry generally recommends that hog bristle paint brushes be used primarily with akyd or
oil-based paints, athough the brigtles can be trested so that they do not absorb water and can then be used
with latex or water-based paints. Synthetic filament paint brushes, on the other hand, absorb very little water
in comparison with hog bristle paint brushes and are generally recommended for use with water-based
paints, dthough some synthetic filaments may be split at the ends (flagged) in order to have paint-retention
characteristics Smilar to those of hog bristles.
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Production Process

At the outset, boiled bristles of various lengths and types, which are imported from China, are
grouped according to the design specifications of the brush. This group of bristlesis then mixed on a bristle
mixing machine. This mixture is then inserted into a meta band that surrounds the bristle, called the ferrule,
using a semi-automated head set-up machine. This machine aso inserts cardboard fillers or centre plugs to
ensure that the bristles are held tightly in the ferrule. Next, epoxy resinis put in the open end of the ferrule to
anchor the bristle mixture to the ferrule. When the epoxy cures, the brush head is cleaned, and loose bristles
are removed. The finished heads are then joined to the handles, which may be of either wood or plagtic
congtruction, on automated machines and logos are automatically imprinted on each handle. The brushes are
then boxed and palletized for shipping.

DOMESTIC PRODUCERS

Smms, Nour and Pintar are members of the Canadian Brush Manufacturers Association
(the Asociation) and participated in the review. Crown Meskins Inc., the other domestic paint brush
manufacturer, is not amember of the Association, did not participate in the review and did not respond to the
Tribund’ s questionnaire.

Simms is a wholly owned subsdiary of Stevcyn Holdings Ltd. of Saint John, New Brunswick.
It commenced operationsin 1866 in Portland, Maine, as amanufacturer of brooms. In 1872, the firm moved
to Saint John and merged its broom production with a bristle paint brush operation. In 1895, it was
incorporated as T.S. Smms & Co. Limited. In recent years, the firm has been producing synthetic paint
rollers and automated paint brush equipment in the Saint John plant.

Simms has produced bristle paint brushes from gtart to finish for over 126 years. During that time,
hog bristle paint brushes of al qualities, except chip brushes, have remained a part of the firm's mgor
product lines®> Simms has alway's produced its own brush heeds, aswell as most of the brush components.

Nour isaprivately owned firm, incorporated in Ontario in 1979. It has produced awide range of hog
brigtle paint brushes since incorporation. Nour produces its own line of bristle paint brushes for distribution,
aswedl asawiderange of private label brushesfor large retailers. All of Nour’s professiond qudity products
are hand made,” and its small-width consumer brushes are partialy machine made. Nour aso has a hog
bristle paint brush manufacturing facility in Vietnam, from which it imports hog bristle brush products.

Pintar commenced producing paint gpplicators, including hog brigtle brushes, in 1992 and began
marketing them under the “Pintar” trade name. Pintar manufactures a complete range of hog bristle and
synthetic filament paint brushes, from throwaway brushes to high-end professond quality brushes. It does
not manufacture chip brushes.

Public information on Crown Meskins Inc. indicates that it commenced operations in Montréd,
Quebec, in 1956, producing arange of brooms and brushes. It produces and imports a number of articles for
painting, including brushesand rollers.

3. Tribunad Exhibit RR-98-002-12.1 (protected), Adminigtrative Record, Vol. 4 at 40.
4. Simms aso produces hand-made professiond quality brushes.
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On the basis of the manufacturers estimates, hog bristle paint brushes accounted for, on average,
about 53 percent” of their production from 1995 to 1998, with synthetic filament brushes accounting for the
balance of production.

IMPORTERS

Although two importers were parties in the origind inquiry, no importers were parties in any of the
subsequent reviews, including the present review. In this instance, the Tribuna invited to the hearing, as
Tribunal witnesses, Mr. Thomas P. Sved, Presdent of Britbull Industries, and Mr. Henry Silberman,
Vice-Presdent of Bennett Tools. These firms have, in the past, imported hog brigtle paint brushes from
China. They are currently importing hog bristle paint brushes from other sources, including Asa and
Jamaica

During the hearing, these witnesses responded to a number of questions pertaining to the nature of
the hog bristle paint brush market in China and sources of hog bristle paint brushes outsde China. As wdll,
these witnesses provided their views concerning trends in the capacity to make hog bristle brushesin China,
the impact that privatization is having on both the hog bristle and hog bristle paint brush industries in China,
the prices of imported hog bristle brushes and the &ability of Chinese paint brush manufacturers to compete
with other foreign manufacturers of paint brushes.

SUMMARY OF THE 1984 FINDING AND THE SUBSEQUENT REVIEW FINDING AND ORDERS

On June 20, 1984, in Inquiry No. ADT-6-84, the ADT found that the dumping in Canada of hog
bristle paint brushes and hog bristle heads from China had caused, was causing and was likdly to cause
materia injury to the production in Canada of like goods. On September 28, 1984, in Review No. R-7-84,
the ADT dtered its origina finding with respect to the dumping of the components known as*heads.” Upon
review, the ADT found that the dumping of hog bristle paint brush heads had not caused, was not causing,
but was likely to cause materia injury to the production in Canada of like goods.

Data obtained during the origind inquiry indicated that, while domestic producers supplied
95 percent of the market in 1980, their market share had dropped to 56 percent by 1983, with most of the
decline occurring in 1983. At the same time, imports from China had developed a very strong position in the
marketplace, growing from negligible levelsin 1980 to 42 percent of the market in 1983, dl at the expense
of the domestic producers.

From 1980 to 1984, the domegtic industry was denied participation in market growth and suffered
decreased profits, loss of business volume, loss of market share and a reduction of sales at specific accounts.
The cumulative impact of these factors led the ADT to conclude that the dumped imports from China had
caused materiad injury to the production in Canada of like goods. The ADT was satisfied that, if
anti-dumping duties were not imposed, hog bristle paint brushes from Chinawould continue to make inroads
in the market at the direct expense of the Canadian hog bristle paint brush producers and would continue to
cause materid injury.

On January 19, 1989, in Review No. R-13-88, the Tribuna continued the 1984 finding without
amendment. In reviewing the evidence before it, the Tribunal noted that, athough the Canadian producers

5. Public Pre-hearing Staff Report, October 1, 1998, Tribund Exhibit RR-98-002-5, Adminigtrative
Record, Vol. 1A at 22.
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had initialy regained market share, paint brushes from China continued to account for thelion’s share of total
imports until 1987, when paint brushes from Jamaica, evidently assembled from components sourced largely
in China, captured about one haf of the market share that imports from Chinahad previoudy enjoyed.

By 1988, Jamaican hog brigtle paint brushes had virtudly replaced the share previoudy held by
Chinese paint brushes. Although Brazilian paint brushes had appeared on the market at about that time, the
industry expressed no serious concerns with them, as they were considered to have been sold a competitive
prices.

In addressing the likelihood of a resumption of dumping by exporters of paint brushes in China, the
Tribunal noted that, in the previous five years, the United States, Audtralia and the European Community
(EC) had each been involved in anti-dumping actions with respect to dumped hog bristle paint brushes from
China. In the Tribund’s view, the geographic scope, the scae and the persstence of the dumping of hog
bristle paint brushes from China demonstrated a propensity to dump at high margins.

In addressng the question of the likelihood that such dumping would cause materia injury to
Canadian production, the Tribuna noted that, Snce the early 1980s, hog bristle paint brushes from China had
become known and accepted in Canada and could rapidly re-enter the market, absent anti-dumping duties.
Moreover, the production costs of the Canadian industry remained at a level that rendered it unable to
compete profitably with probable dumped price levels. In the absence of anti-dumping protection, the
renewed dumping of paint brushes from China in large quantities would likdly bring about a replay of the
injury scenario of the early 1980s.

On January 18, 1994, in Review No. RR-93-003, the Tribuna continued its review finding without
amendment. The Tribuna noted that the United States had a finding in place concerning imports of the
subject goods and that anti-dumping protection was being sought in the EC and Austraia concerning hog
bristle paint brushes. The Tribund fet that, if anti-dumping protection were provided in ether the EC or
Audrdia, paint brush exporters in China would have to find new markets for their brushes, particularly
because there was no evidence of a domestic market for hog bristle paint brushes in China. With the
US market dready closed to Chinese paint brushes, Canada would be one of the few remaining developed
countries which would provide an dternate market for China's considerable surplus capacity, if the review
finding were rescinded.

With respect to the question of a likelihood of materid injury should there be a resumption of
dumping, the Tribunal noted that the domestic industry had benefited from the review finding. It had made
sgnificant investments in production machinery and other equipment and had made efforts to improve its
cogt position. However, the Tribunal believed that, if the review finding were rescinded, the industry would
continue to be vulnerable to dumped imports from China.

POSITION OF PARTIES

Parties Supporting a Continuation of the Order

Counsd for the Association and its three members, Smms, Nour and Pintar, argued in support of a
continuation of the Tribund’s order, submitting that, in the absence of anti-dumping duties, Chinese
exporters are likely to resume dumping hog bristle paint brushes in Canada and that this dumping islikely to
cause materid injury to the Canadian indudtry.



Canadian International Trade Tribunal -6- RR-98-002

On the question of alikelihood of aresumption of dumping, counsel argued that, should the order be
rescinded, a number of different factors will lead Chinese exporters to dump hog bristle paint brushes in
Canada. Counsdl pointed out that, in the Canadian market, China is the second-largest source of al types of
imported paint brushes, next to the United States, accounting for imports of over 367,000 dozen non-subject
paint brushes in 1997. As such, Chinese exporters are dready deding with the magjor Canadian buyers of
paint brushes and are aware of the price levels which would alow hog bristle paint brushes to penetrate the
Canadian market most effectively. Moreover, snce markets for hog bristle paint brushes in the United States
and New Zedand are currently closed to Chinese hog bristle brushes, because of dumping findings, and
since the hog bristle paint brush market in Europe may aso soon be closed to imports of these brushes from
China, because of apossible anti-dumping action, Canadais anatura destination for exports of these goods.

With reference to one of a number of the industry’s exhibits dedling with the Chinese economy,
counsdl noted that the Chinese government is committed to making state-owned companies financialy viable
and to privatizing as much of the economy as possble. Counsd submitted that the impact of this trend
towards privatization has intensfied the pressure on firms to be profitable and that firms that have been
unable to do so have been unable to compete and have disappeared.

This pressure to become profitable means that Chinese firms either have to raise their prices or have
to increase their volume of exports. However, they could not raise prices because brush prices have been flat,
as evidenced by the gtability of synthetic filament brush prices, which currently account for the overwhelming
majority of China's brush exports to Canada. Thus, Chinese brush manufacturers have had to, and would
continue to, increase subgtantialy the volume of their brush exports. Moreover, according to counsd, the
additiona effect of the Adan criss hasintensfied the need for Chinese paint brush manufacturersto increase
their export performance, particularly in Europe and North America.

It was the position of counsdl that, because of these factors, if the order were rescinded, exports of
hog bristle paint brushes to Canada would resume in consderable volumes. Moreover, counsd submitted
that the fact that imports of synthetic filament brushes are substantia, while imports of hog bristle brushes
have fallen to near zero, Sgnifies that Chinese imports are unable to compete in the Canadian market for hog
bristle paint brushes without being dumped. In addition, drawing from responses to the Tribund’s
purchaser’s questionnaire, counsel noted that most respondents indicated that it would take a 20 to
50 percent price differential to induce them to switch to Chinese product from domestic product. This fact
showed that Chinese product could only compete in the Canadian market at dumped prices.

Counsd argued that the Chinese have a propendty to dump. They pointed out that, in addition to the
order concerning hog bristle paint brushes, Canada assesses anti-dumping duties on a number of other
products from China. As well, they argued that both the United States and New Zedand currently assess
anti-dumping duties on imports of hog bristle paint brushes from China and that the European Brush
Federation isfiling acomplaint in Europe.

Moreover, counsd pointed out that dumping margins in the United States rose from about
126 percent of the export price in 1993 to the current level of about 352 percent. They argued that the
increase in the US dumping margin in particular is indicative of the fact that Chinese exports need to be
priced very low to get into the US market. Smilarly, they indicated that the weighted average margin of
dumping for imports of Chinese hog bristle paint brushes into New Zedand ranged from a low of 269
percent of the export price to a high of 606 percent.
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It was the pogition of counsd that China is continuing to find ways around the anti-dumping duties.
As examples of such behaviour, they cited the increase in imports of blended bristle brushes and a new
product on the market that accepts interchangeable bristle packs. Insofar as blended bristle brushes are
concerned, counsdl argued that such brushes do not perform well and that there is neither a natura market
nor atechnica advantage for this type of brush. Despite these facts, imports of blended bristle brushes have
increased dramatically since 1996, an increase which suggests that Chinese manufacturers are using blended
bristle brushes to circumvent the anti-dumping order.

Turning to the question of whether there is alikelihood that the industry would be materidly injured
if the order were rescinded and dumping resumed, counsel argued that Chinese synthetic filament paint
brush manufacturers dready have a very good knowledge of the Canadian market. It was counsel’ s position
that, with sufficient capacity in China to flood the Canadian market and with some major markets dready
closed to Chinese hog bristle brushes, this knowledge of the Canadian market would quickly lead to a surge
of exports of hog bristle paint brushes.

Counsd argued that, in addition to having a good knowledge of the market, Chinese manufacturers
are continuing to improve upon the quality of the hog bristle brushes that they produce. Although counsd
recognized that there had been some testimony to the effect that China cannot yet produce a good quality
synthetic filament brush, it was their postion that Chinese paint brush manufacturers now provide good
quality hog bristle brushes across the entire spectrum of categories, up to and including professona quality
brushes.

Counsd further contended that competition in the Canadian hog bristle paint brush market is fierce.
Because paint brushes are a commodity product, price rather than quality is the determining factor in the
purchasing decision, particularly in the lower and middle consumer segments of the market, where imports
of hog bristle paint brushes have traditionaly been the most prevaent. Counsdl argued that, if the order were
rescinded, the degree of competition would intensfy, particularly in these segments of the market.

Counsd aso submitted that import penetration has been facilitated due to the growing concentration
in the retail sector. Counsdl argued that, if the order is rescinded, such concentration will facilitate import
penetration and that the volume of imports into Canada will grow to levels as bad as or worse than those
experienced before the origind inquiry.

In closing, counsdl noted that, athough the industry’s net profit margins have increased over the last
few years, growing from one percent to seven percent, the domestic producers do not consder this to be
aufficient. The increases that the industry has seen in its net profit margins are due, in part, to increases in
productivity, but mogtly, to increased sdles. Thus, if the order were rescinded, a flood of hog bristle brushes
would enter the country, significantly affecting the domestic producers sales and profitability.

ANALYSIS

Section 76 of SIMA provides that, on completion of areview, the Tribuna shall rescind or continue,
with or without amendment, the order or finding. In making its decison, the Tribuna consders
two fundamental issues. It first determines whether there is alikelihood of resumed dumping. If the Tribunal
finds that there is a likelihood of resumed dumping, it then determines whether such dumping is likely to
cause materid injury to the domestic industry.
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Likelihood of Resumed Dumping

The Tribuna notes that, since the origina finding was put in place some 15 years ago, imports of
hog bristle brushes from China have steedily decreased in volume to the point where they have now totdly
disappeared from the Canadian market. Indeed, over the period of this review, they have been effectively
absent from the market, other than a negligible volume of importsin 1994 and 1995.°

Of course, before there is any possbility of dumping, there must first be a resumption of imports of
hog bristle brushes from China. In this regard, the Tribund notes the apparent large capacity in China to
produce paint brushes, including hog bristle paint brushes. The Tribund further notes the significant
presence that Chinese painting tools have in the Canadian market and the marketing efforts that Chinese
suppliers are making in relation to Canadian buyers. Specificdly, the evidence shows that Chinese suppliers
have been active at recent trade shows in North America, offering a wide range of painting and sundry
products, including hog bristle brushes, to Canadian and US buyers.” The evidence aso shows that China
currently has asubstantial presence in the Canadian market for synthetic filament brushes®

The evidence shows that Chinese manufacturers are selling or offering synthetic filament brushes
and other sundry painting products directly to mgor Canadian retailers purchasing agents located in the
Far East.’ This should provide a ready springboard for sales of hog bristle brushes, should the order be
rescinded. Accordingly, the Tribunal is of the view that Chinese imports of hog bristle brushes will re-appear
in the Canadian market, should the order be rescinded.

In congdering whether Chinese imports are likely to be dumped, the Tribunal notes that, during the
course of its review, some evidence was submitted suggesting that both the hog bristle market and the hog
bristle paint brush market, like other sectors within the Chinese economy, are in a gate of trangtion. In
particular, some gate-run enterprises are being privatized and are expected to operate on a profit-oriented
bass, and regulatory controls, such as export licensang requirements, are being relaxed or diminated.
Industry witnesses suggested that these changes have increased the likdlihood of dumping of hog bristle
brushes from China. In contrast, Tribunal witnesses, who were importers of paint brushes, submitted that
such developments in China rendered it less likely that dumping would resume if the Tribuna were to
rescind its order.

The Tribuna does not congder it necessary to resolve the foregoing issue in coming to a conclusion
on the question of likdihood of resumed dumping. Rather, the Tribuna has focussed on other factors
relevant to this question. One significant factor, in the Tribuna’s opinion, is the decline and disappearance of
Chinese hog bristle brushes over the period of review, as noted earlier. The reason for this disappearance is
obvious to the Tribuna. At their current norma values'® Chinese hog bristle brushes are smply not
competitive in the Canadian market againgt either domestic suppliers or other foreign sources of bristle

6. Protected Pre-hearing Staff Report, October 1, 1998, Tribuna Exhibit RR-98-002-6 (protected),
Adminigrative Record, Vol. 2 at 23 and 31.

7. Manufecturer’ s Exhibit A-5 at 3-4, Adminigtrative Record, Vol. 11.

8. Public Pre-hearing Staff Report, October 1, 1998, Tribund Exhibit RR-98-002-5, Adminigrative
Record, Val. 1A at 27 and 28.

9. Manufacturer’s Exhibit A-5 at 3, Adminigtrative Record, Vol. 11.

10. It is the Tribund’s undergtanding that the norma vaues for Chinese hog brigtle paint brushes are
established by using prices for hog brigtle paint brushes in the United Kingdom.
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brushes. The Tribuna heard testimony to this effect from two witnesses who had imported Chinese bristle
brushes into Canada in the past and who had switched to other sources because Chinese bristle brushes had
become uncompetitive under the anti-dumping regime.™*

The Tribuna observes that the industry referred to a number of other factors which, it contended,
indicated a likdihood of resumed dumping if the order were rescinded. These include the existence of
dumping findings, a high dumping margins, on hog bristle brushes from China in the United States and
New Zedand, as well as certain actions on the part of importers and exporters, which the industry saw as
congtituting attempts to circumvent the order.

Insofar as the US and New Zedand findings are concerned, the Tribuna notes that these were
origindly put in place in the mid-1980s, at about the same time as the Canadian finding. The Tribund further
notes that these findings have been reviewed from time to time, as has the Canadian finding, and that the
average rates of anti-dumping duties have increased. This indicates a tendency to dump on the part of the
Chinese hog bristle paint brush exporters.

On the other hand, the Tribuna has given little weight to possible actionsin other jurisdictions, such
as the European Union, the results of which are, at this point, amatter of conjecture.

Similarly, the Tribuna has given little weight to the aleged circumvention behaviour. The actions
cited by the industry included the importation of brushes comprised of a blend of synthetic and natura
filaments and other new products from China. According to the industry, the sole or primary purpose of
these products was to avoid the application of anti-dumping duties. In this connection, the Tribunal notes that
the paint brush market has evolved over the past few years, especidly with the advent of synthetic filaments.
In this context, the Tribunal sees the introduction of new products, such as blended filament brushes, as part
of this market evolution rather than a ploy to avoid paying anti-dumping duties. This view is supported by the
fact that blended filament brushes have enjoyed good sales and appear to have found a certain market niche
in Canada over the past few years

Keeping the foregoing in mind, the Tribuna notes that Chinese hog bristle brushes, when they were
present in Canada, were concentrated in the lower end of the market, which includes throwaway and chip
brushes.** With the decline and disappearance of Chinese hog bristle brushes from the Canadian market over
the past 15 years, this segment of the market has become increasingly supplied by low-priced imports from a
variety of foreign sources, including Taiwan, Indonesa, Jamaica and Vietnam. Like China, severa of these
countries have low labour costs™ a fact which provides them with a manufacturing advantage, especialy in
relation to low-end bristle brushes, for which labour represents a high proportion of the costs of production.

It follows that, if China were to re-enter the Canadian market in the event that the order were
rescinded, it would have to do so a prices competitive with these other low-cost sources. It is evident to the
Tribund that, a such price levels, these imports would be found to be dumped, at least at their current
normal values.

11. Transcript of Public Hearing, November 23, 1998, at 162-163 and 206.

12. Transcript of In Camera Hearing, November 23, 1998, at 32; and Public Pre-hearing Staff Report,
October 1, 1998, Tribuna Exhibit RR-98-002-5, Adminigtrative Record, Val. 1A at 23.

13. Manufacturer’ s Exhibit A-5 at 7, Administrative Record, Vol. 11.

14. Transcript of Public Hearing, November 23, 1998, at 166 and 178.
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In conclusion, for the reasons stated earlier concerning China's likely re-appearance in the market
and the likdihood that Chinese prices would be below norma vaues, the Tribuna has concluded that
dumping from Chinaislikely to resumeif the order is rescinded.

Likelihood of Material Injury

In considering whether aresumption of dumping of hog bristle brushes from Chinaislikdy to cause
materia injury to the domestic industry, the Tribuna examined anumber of factors.

Firgt, the Tribunal notesthat, over the past 20 years, the Canadian market for hog bristle brushes has
undergone a subgtantial transformation. In 1980, the domestic industry was the sole significant supplier to the
Canadian market, as it enjoyed a market share in excess of 95 percent. After Chinese imports captured
subgtantial market share in the early 1980s, China became a second source of supply to the Canadian market.
However, following the origind finding, the Canadian indudry initidly regained its former market
dominance, capturing amarket share of 96 percent in 1984.%

This market share rebound proved to be temporary. In the 15 years Snce 1984, the industry has seen
its market share decline steadily to where, today, sales from domestic production account for 38 percent® of
the domestic market. Moreover, of these sdes from domestic production, a sgnificant and growing
proportion is made from imported components.*” The domestic industry supplementsits sales from domestic
production with sales of hog brigtle brushes which it imports from a variety of foreign sources. Such imports
by the domestic producers account for another 13 percent of the market.*® The remainder of the market is
comprised of imports from the United States and a number of other sources, including Jamaica, Indonesia,
Taiwan, Vietnam and Brazil. In short, in the 15 years since the origina finding, the Canadian market has
gone from one that was dominated by domestic producers to a market where imports from a variety of
sources account for the mgority of the hog bristle brushes sold. A number of factors appear to have driven
this shift.

One of these factorsis that the principa importer of Chinese product in the early 1980s was obliged
to seek out other low-cost sources of supply following the 1984 finding, snce Chinese hog bristle brushes
became uncompetitive, and that importer was unable to reach any supply agreements with the domestic
industry.*® Today, this importer is one of the largest importers of hog bristle brushes into Canada. Over the
past 15 years, he has developed an extensive network of hog bristle brush sources around the world,
including Jamaica® Moreover, some of his sources are countries where costs of production, particularly
labour costs, are comparable to those in China® In the event that the order were rescinded, given existing

15. Public Pre-hearing Staff Report, October 1, 1998, Tribuna Exhibit RR-98-002-5, Adminigtrative
Record, Vol. 1A & 86.

16. Public Pre-hearing Staff Report, October 1, 1998, Tribuna Exhibit RR-98-002-5, Adminigtrative
Record, Val. 1A & 36.

17. Protected Pre-hearing Staff Report, October 1, 1998, Tribuna Exhibit RR-98-002-6 (protected),
Adminigtrative Record, Vol. 2 at 34-35.

18. Public Pre-hearing Staff Report, October 1, 1998, Tribuna Exhibit RR-98-002-5, Adminigtrative
Record, Val. 1A & 36.

19. Transcript of Public Hearing, November 23, 1998, at 182-83.

20. Transcript of In Camera Hearing, November 23, 1998, at 46.

21. For example, Transcript of Public Hearing, November 23, 1998, at 165-66.
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competitive sources of supply, the Tribund has no reason to believe that this importer (or others like him)
would be compelled to quickly set asde the arrangements and relationships developed over the past
15 years, in favour of Chinese sources.

Ancther factor is the importation by domestic producers themsdves of hog bristle brushes to
supplement their sdes from domegtic production. In the case of Nour, this has involved substantia
production in its Vietnam facility for the purpose of supplying the Canadian market.* The hog bristle
brushes from this Vietnamese facility” are so competitive that they can be and are being imported by the
producer and sold in Canada to didtributors-importers that might otherwise purchase their requirements
directly from foreign sources® In the Tribund’s opinion, such new sources of supply for domestic
producers and arrangements with distributors-importers should also serve to congrain a rapid re-entry of
Chinese hog brigtle brushes to the Canadian market in the future,

An additiona important factor which has contributed to reshaping the Canadian market is the
cessation of production in Canada, in the early 1990s, by certain producers and the transfer of their
production to their facilities in the United States® In conjunction with this transfer, the accounts which
continued to be supplied by these producers began sourcing their hog bristle paint brushes from the parent
company, in the United States. Today, these accounts include some of the most important retail chains in
Canada®® Accordingly, this development led to a substantial incresse in hog bristle brush imports from the
United States. Indeed, throughout the period of this review, the United States was generdly by far the single
largest foreign source of hog bristle brush imports into the Canadian market.?” There is no reason to believe
that, over the short to medium term, these accounts will significantly dter their existing long-standing
supplier relationships smply because Chinese product has become available.

Thus, despite 15 years of protection from dumped hog bristle brushes, the industry has not regained
its former dominance of the Canadian hog bristle brush market. Imports, other than from China, have grown
in importance and have come to dominate certain lower-cost market segments. In the Tribund’s estimation,
these imports, for the most part, reduce the likelihood that the industry will be injured, not only because they
present certain obstacles to China's re-entry but also because they represent a substantial market share. This
share, if captured in the future by Chinese imports, would be gained a the expense of other imports and not
at the expense of domestic production. In effect, these imports congtitute a buffer zone which could insulate
domestic production from injury. This Stuation fundamentdly differs from the one which prevailed prior to
the finding in 1984, when virtudly every point of market share gained by China represented a point lost by
the domestic industry. Hence, even if Chinawere to re-enter the market, room existsfor it to do so in today’s
market landscape without causing materia injury to domestic production.

Furthermore, as the Tribuna has adready noted, a high proportion of imports which entered the
Canadian market over the period of review supplied the very low end of the market in the form of products

22. Transcript of In Camera Hearing, November 23, 1998, at 18-20.

23. For a description of the products made at this fecility, see Protected Pre-hearing Staff Report,
October 1, 1998, Tribunal Exhibit RR-98-002-6 (protected), Adminigtrative Record, VVol. 2, at 20 and 29.
24. Transcript of Public Hearing, November 23, 1998, at 205 and 214.

25. Tribunal Exhibit RR-98-002-1, Administrative Record, VVol. 1 at 16.

26. Transcript of Public Hearing, November 23, 1998, at 133-34.

27. Public Pre-hearing Staff Report, October 1, 1998, Tribund Exhibit RR-98-002-5, Adminidrative
Record, Vol. 1A a 34 and 36.
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such as chip and throwaway hog bristle brushes, which are sold essentidly on the basis of price, not
quality.?® According to the industry’s own evidence, these products cannot be produced competitively in
Canada, given their high labour content relative to the low value of the paint brushes

As a consequence of this inability to economicaly produce low-end hog bristle paint brushes, the
domestic industry has increasingly withdrawn from producing these products and has turned to imports to
fulfil many of its reguirements in this area® In these circumstances, if Chinese hog bristle brush imports
were to re-enter the market in this low-end segment, their likely effect would be to displace other imports
without necessarily harming domestic production. Indeed, in the period leading up to the 1984 finding, it was
the low-end segment of the Canadian hog bristle brush market that took the brunt of Chinese imports™®* This
iswhere low labour costs make Chinese products the most competitive and, hence, where they are likdly to
re-gppear firgt, if the order is rescinded.

Moving up from the low-end segment of the hog bristle brush market, there is a middle range to
which witnesses referred as the consumer segment. As previoudy noted, this segment includes three
qualities of brushes, described by the industry as good, better and best. According to the information
provided by respondents to the Tribund’s questionnaires, imports in this middle range tend to be
concentrated in the good and better quality brushes® There are also promotiona dedls, which are frequently
offered in the consumer segment by importers and domestic suppliers, which combine a number of different
quality brushesin one value-oriented package.

The evidence indicates that, within the consumer segment, the competition is intense among
domestic producers themsdlves, as wel as between domestic producers and importers, especially with
respect to good and better quality brushes and promotional packages® Given the existing presence of
imports in this segment, it is not unreasonable to expect that, over time, Chinese products would aso
regppear in this segment. However, it is not apparent to the Tribund that they are likely to take more market
share from the industry than from imports or that they are likdy to subgtantidly dter the intensdy
competitive conditions which are dready present.

In addition, the evidence suggests that the ability of Chinese hog bristle brushes to make sgnificant
inroads in this middle range segment of the market may be congrained by the issue of the quality and
reputation of Chinese products, as well as existing supply arrangements. In this connection, the Tribund
notes, in particular, the replies of retallers and wholesders to the Tribund’s questionnaire on market
characterigtics. Not one of these repondents showed a clear interest in carrying Chinese product, giving

28. Transcript of In Camera Hearing, November 23, 1998, at 11.

29. Manufacturer’ s Exhibit C-4 (protected) at 7, Administrative Record, Vol. 12B; and Transcript of Public
Hearing, November 23, 1998, at 61-63.

30. Transcript of In Camera Hearing, November 23, 1998, at 10-11.

31. Transcript of In Camera Hearing, November 23, 1998, a 35-36; Transcript of Public Hearing,
November 23, 1998, at 163-64; and supra footnote 13.

32. Public Pre-hearing Staff Report, October 1, 1998 Tribuna Exhibit RR-98-002-5, Adminigtrative
Record Val. 1A at 23.

33. Transcript of Public Hearing, November 23, 1998, at 142.
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reasons such as poor and inconsistent quality, reliability of supply and packaging.® In fact, one of the
Tribunal witnesses testified that the Chinese do not know how to merchandise or package to Canadian needs
and suggested that it might take it four years to merchandise and package properly.®

Such non-price cond derations are even more important in the high-end segment of the Canadian hog
bristle brush market. According to the evidence, this segment serves users, including professona painters,
for whom quality and reiability are of the utmost importance. These users display brand loyaty and are
prepared to pay a premium for the hog bristle brushes of their choice® These users generally purchase
premium products sold by domestic producers. This fact helps to explain why neither Chinese imports nor
imports from other low-cost sources, have ever been a sgnificant factor in this segment in the past and why,
in the Tribunal’ s view, they are not likely to bein the future, contrary to the industry’ s assertions.

The foregoing conclusion is reinforced by the fact that the labour cost advantage enjoyed by imports,
especialy from certain Asian sources, in the production of lower-end brushes tends to diminish or disappear
with respect to the production of higher-end brushes. This occurs because, for higher-end brushes, labour
cods fdl in relation to the cost of materids, overhead and other items and, thus, become a relaively small
component of total cogts. Therefore, even if qudity were not an issue, Chinese brushes would not be as cost
competitive in the upper end of the market asthey arein the lower end. Hence, in the Tribuna’ s estimation,
it is not likely that Chinese hog bristle brushes will penetrate the higher end of the Canadian hog bristle
market if the order is rescinded.

Another Sgnificant development in the market which bears on the likelihood of injury is the growth
of the synthetic filament brush market in Canada. According to the evidence, this growth isbeing driven by a
marked shift in demand away from oil-based paints, a type of paint for which hog bristle brushes are more
suitable, to water-based paints, a type of paint for which synthetic filament brushes are more appropriate.®’
Moreover, there was evidence that indicated that synthetic filaments are being developed that may be used
effectively with oil-based paints. Several witnesses, as wdl as respondents to the Tribund’s purchaser’s
questionnaire, aluded to and confirmed these trends and developmentsin both paint and brush usage®®

These trends were mirrored in the compaosition of imports sold in the market. More particularly,
imports of synthetic filament and blended filament brushes rose strongly,® while sdes of imported hog
bristle brushes declined over the period reviewed.”® Indeed, the dedline in the hog bristle brush market from

34. Tribund Exhibits RR-98-002-23.1, RR-98-002-23.3 and RR-98-002-23.6, Adminigtrative Record,
Vol. 5.2 at 46, 71 and 105 respectively; and Tribuna Exhibits RR-98-002-24.3 (protected), RR-98-002-24.4
(protected) and RR-98-002-24.8 (protected), Adminigtrative Record, Vol. 6.2 a 14, 20 and 43 respectively.
35. Transcript of Public Hearing, November 23, 1998, at 214.

36. Transcript of Public Hearing, November 23, 1998, at 49.

37. Tribuna Exhibits RR-98-002-26 (protected) and RR-98-002-36A (protected), Adminigirative Record,
Vol. 2 at 106-112.

38. Transcript of Public Hearing, November 23, 1998, at 94, 102 and 173.

39 Public Pre-hearing Staff Report, October 1, 1998, Tribund Exhibit RR-98-002-5, Adminigtrative
Record, Vol. 1A a 27-28. The difference between Table 5 and Table 6 provides an estimate of the imports
of synthetic and blended brushes.

40. Public Pre-hearing Staff Report, October 1, 1998, Tribuna Exhibit RR-98-002-5, Adminigtrative
Record, Vol. 1A a 34 and 36.
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1995 to 1998 was dmogt entirely at the expense of imported hog bristle paint brushes, while sdles of these
brushes from domestic production remained relatively constant.**

The relative stability of sdles from domestic production may well be reflected in the fact that, as the
hog bristle brush market declines in the face of advances by synthetic filament brushes, the last area to fdll
will be the upper end, in which, as dready noted, the domestic industry has aways had a strong presence,
particularly because of the preferences and characteritics of the consumersin this part of the market. Indeed,
witnesses tegtified that the loyalty of most professond painters to hog bristle brushes is so strong that,
ingead of switching to synthetic filament brushes, such painters would rather treat the brigtles in ther
brushes to maintain their effectiveness when used with water-based paints.*?

Thus, over the period of review, the trend towards water-based paints and synthetic filament brushes
has been accompanied by a pattern of weakness in sadles of hog bristle brush imports and firmness in sales of
domesticaly produced hog bristle brushes, within an overal declining hog bristle brush market. In the
Tribund’s estimation, this suggests that, in the future, imports are likely to be more affected than
domestically produced hog bristle brushes by the ongoing changes in paint consumption, at least over the
short to medium term.

Finally, the Tribuna notes the evidence that shows that, despite 15 years of protection from dumped
Chinese imports, domestic production has not grown. As noted previoudy, in the early 1990s, there was a
significant loss of domestic production to the United States. Also, as mentioned before, Nour has substantial
production capacity in Vietnam, where it makes hog bristle brushes that could be produced in Canada®®
Moreover, at the low end of the Canadian hog bristle brush market, certain product categories have been
largely abandoned by domestic producers, as they have increasingly turned to imports to complement their
product lines.

In terms of its bottom line, dthough the domestic industry’s combined profitability generdly
increased over the period of review, profitability was thin at times and not al producers were profitable
throughout the period.** The Tribund is of the opinion that there are a number of important factors affecting
and, perhaps, congraining the growth and profitability of domestic production. These other factors include
the role of imports from low-cost sources, the shift to synthetic filament brushes and the overall efficiency
and competitiveness of domestic bristle brush production. In the Tribund’ s view, the existence of these other
factors wesakens the potential causal nexus between resumed dumping and likelihood of injury.

41. Public Pre-hearing Staff Report, October 1, 1998, Tribunad Exhibit RR-98-002-5, Adminidretive
Record, Val. 1A a 34.

42. Transcript of Public Hearing, November 23, 1998, at 27-29.

43. Transcript of In Camera Hearing, November 23, 1998, at 19-23.

44. Protected Pre-hearing Staff Report, October 1, 1998, Tribunal Exhibit RR-98-002-6 (protected),
Adminigtrative Record, Vol. 2 at 53, 55 and 58.



Canadian International Trade Tribunal -15- RR-98-002

CONCLUSION

For the foregoing reasons, the Tribunal concludes that there is alikelihood of resumed dumping, but
that such dumping is not likely to cause materid injury to the domegtic industry, and hereby rescinds its
order.
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