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STATEMENT OF REASONS

BACKGROUND

This is a review, under subsection 76(2) of the Special Import Measures Act' (SIMA), of the
finding of materid injury made by the Canadian International Trade Tribuna (the Tribuna) on
June 22, 1994, in Inquiry No. NQ-93-005,” concerning 12-gauge shotshells originating in or exported from
the Czech Republic and the Republic of Hungary.

Pursuant to subsection 76(2) of SIMA, the Tribuna initiated a review of the finding and issued a
notice of review® on December 14, 1998. This notice was forwarded to al known interested parties. As part
of this review, the Tribuna sent questionnaires to Canadian producers, importers, purchasers and foreign
manufacturers of 12-gauge shotshells. From the replies to these questionnaires and other sources, the
Tribunal’ s research staff prepared public and protected pre-hearing staff reports.

The record of this review condgts of dl relevant documents, including the finding in Inquiry
No. NQ-93-005, the notice of review, public and confidential replies to the questionnaires for the 1998
review, and the public and protected pre-hearing staff reports for the 1994 inquiry and the 1998 review. All
public exhibits were made available to interested parties, while protected exhibits were provided only to
independent counsal who had filed a declaration and undertaking with the Tribundl.

Public and in camera hearings were held in Ottawa, Ontario, on April 28, 1999.

The domegtic producer, Société d’ expanson commerciae Libec Inc. (Libec), was represented by
counsdl at the hearing. Counsd submitted evidence and made arguments in support of continuing the
finding. No importers or exporters were represented a the hearing. However, representatives of Canadian
Tire Corporation, Limited (Canadian Tire) and Magasin Latulippe Inc. (Magasin Latulippe) attended the
hearing as Tribunal witnesses.

1. RSC. 1985, c. S-15, asamended by S.C. 1994, c. 47.
2. Finding, June 22, 1994, Statement of Reasons, July 7, 1994.
3. Canada Gazette Part I, Vol. 132, No. 52, December 26, 1998, at 3405.
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PRODUCT

The goods under review are described as 12-gauge shotshells originating in or exported from the
Czech Republic and the Republic of Hungary.

In Canada, shotshells aso are produced for 10-, 20-, 28- and .410-cdibre shotguns. According to
Libec, 12-gauge shotshells account for over 95 percent of the Canadian shotshdl market. The 12-gauge
shotshells are available in various shot sizes and loads” containing between 24 and 53 g (between 7/8 and
17/8 0z.) of lead or stedl, depending on the hunting or shooting requirements. Larger shot sizes are used for
hunting migratory birds and small game, while smaler shot szes are used for hunting smdl birds and for
trgp and skeet shooting.

In generd, there are two types of 12-gauge shotshells: promotiond and firg-line. Promotiona
shotshdlls usudly contain 32 g (1 /8 oz.) of lead, have a shorter base, are available in a wider range of shot
Szes and are sold under private brand names. Firgt-line shotshells include al loads, but generally contain
36 g (1 ¥40z.) of lead or stedl,” have alonger base, are sold under national brand names such as Winchester,
Remington, Federa, Imperid or Chalenger and are featured in mgor advertisng campaigns. Fird-line
shotshells contain more lead or sted and powder and are produced for various cdibre shotguns. On the other
hand, promotiona shotshells are produced for 12-gauge shotguns only.

Since Inquiry No. NQ-93-005, Canadian laws have been amended to prohibit the use of toxic shot
when hunting migratory birds® Libec commenced production of shotshells using non-toxic (stedl) shot
in1997.

Production Process

The production of 12-gauge shotshells (promotiond and firgt-line) congists of the manufacture and
assembly of a plastic shell tubing which comes with a primer and a metal base, a propellant (gunpowder),
apladtic or fibre wad gas sedl and shot protector, and lead or sted shot. The assembly of these componentsis
carefully controlled in terms of the quantity and compostion of the gunpowder, the height of the metd base
and the quantity and type of shot load. Samples are taken regularly from the production lines and are
computer tested in order to ensure that the specifications are met.

Firg-line shotshells require more raw materids than promotiona shotshells. Canadian producers
source their component and raw materia requirements domesticaly and from offshore suppliers and use
automatic |oading machines to produce shotshdlls.

DOMESTIC INDUSTRY

In the 1994 inquiry, there were three Canadian manufecturers, i.e. Libec, in Sainte-Justine-de-Newton,
Quebec, whose production volume was over 90 percent of total Canadian production, and two other smaller
manufacturers, Superior Canadian Munitions Ltd. (Superior), in Edmonton, Alberta, and Les Cartouches
Tony Inc. (Tony), in Montréal, Quebec.

E

Refersto the size and the number of pellets of shot in the shotshell.

5. Somefirg-line shotshells aso may be made of other non-toxic materids, such astungsten.

6. Regulations Respecting the Protection of Migratory Birds, CR.C. 1978, c. 1035, s. 15.1, as amended by
SOR/97-400, August 18, 1997, Canada Gazette Part 11, Vol. 131, No. 18 a 2657.
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There has been no change in the composition of the domegtic industry since the finding, with Libec
continuing to hold avery sgnificant share of tota domestic production.

Libec was founded in 1980 and began manufecturing shotshels in 1984 at its factory in
Sainte-Justine-de-Newton. Libec is afamily business and, since 1993, has had a French associate, Cheddite
France, a manufacturer and supplier of raw materials for shotshells. Libec started with one loading line and
currently operates five lines, with a plant area of 20,000 square feet. The company produces only shotshdls,
with the production of 12-gauge shotshells representing some 98 percent of tota production. Libec adso
produces shotshellsin 20, 28 and .410 gauges.

IMPORTERS AND EXPORTERS

At the time of the origina inquiry, 12-gauge shotshells were exported to Canada primarily from the
Czech Republic, the Republic of Hungary and the United States. The exporters from the subject countries
were Sdlier & Bdlot, in Vladm, Czech Republic, and Nike-Fiocchi Ltd. (Nike-Fiocchi) in Flzfogyartelep,
Republic of Hungary. The importers sourcing from the subject countries were Omnitrade Limited
(Omnitrade) in Ville Saint-Laurent, Quebec, Pragotrade, Divison of Motokov Canada Inc. in Rexdale,
Ontario, and Sumner Sports Inc. in Québec, Quebec.

For the current review, Omnitrade and London Arms Ltd.” were identified as potentia importers of
the subject goods. Both these firms indicated that they had not imported 12-gauge shotshells from the subject
countries since the finding. The United States was, by far, the largest source of imports of 12-gauge
shotshdlls. Mgor exporters in the United States include Winchester/Olin Corp. (Winchester), Remington
Arms Co., Inc. (Remington) and Federad Cartridge (Federd). Mgor importers sourcing from the United
Statesinclude Olin Canada Inc., Remington,? Canadian Tire and Federated Co-operatives Ltd.

Although one importer (Omnitrade) was a party in the origind inquiry, no importers were partiesin
the present review. In thisinstance, Mr. Mike Raoss, Buyer, Leisure Products Divison of Canadian Tire, and
Mr. Jacques Vézina, Director, Wholesde Department of Magasn Latulippe, attended the hearing as
Tribund witnesses. These firms have not imported 12-gauge shotshells from the subject countries snce the
finding, but currently are purchasing imported 12-gauge shotshells from the United States and domestic
12-gauge shotshells from Libec.

During the hearing, these witnesses responded to a number of questions pertaining to factors
affecting the market for 12-gauge shotshells in Canada, including changes that have occurred in the
marketplace since the finding, the physca characteristics and end uses of promotiond and firg-line
12-gauge shotshells and their companies’ purchasing policiesfor 12-gauge shotshells.

SUMMARY OF THE 1994 FINDING

In its decison of June 22, 1994, the Tribuna found that dumped imports of 12-gauge shotshells
originating in or exported from the Czech Republic and the Republic of Hungary had not caused, were not
causng, but were likely to cause materid injury to the production in Canada of like goods. The domestic
industry had experienced price erosion in the past and present, but it did not suffer materia injury within the

7. Previoudy importing under the name Motokov Canadallnc.
8. Remington wasidentified as a non-resident importer of 12-gauge shotshdls.
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meaning of SIMA. With regard to the future, the Tribuna considered that continued dumping was likely to
cause materid injury to the domestic production of like goods.

The complainant to the Department of Nationa Revenue (Revenue Canada) was Libec, the principa
Canadian manufacturer of 12-gauge shotshells. The other producers of shotshells in Canada, i.e. Superior
and Tony, informed Revenue Canadathat they supported Libec’s complaint.

During the Tribund’s period of inquiry, 12-gauge shotshells were exported primarily by the subject
countries and the United States. The 12-gauge shotshells exported from the subject countries had been
primarily promotiond. The United States was, by far, the largest exporter of 12-gauge shotshells. The
12-gauge shotshdls from the United States had been primarily firgt-line. Imports from countries other than
the subject countries and the United States represented less than 5 percent of total imports during the period

of inquiry.

The volume of total gpparent imports decreased from 32.8 million unitsin 1990 to 20.5 million units
in 1993, a decrease of 38 percent. During this period, imports from the subject countries increased by
226 percent, while imports from non-subject countries, mainly the United States, decreased by 55 percent.

Weighted average prices of promotionad 12-gauge shotshells from the subject countries were stable
between 1990 and 1992, before falling substantidly in 1993. During this time, the weighted average prices
of promotional 12-gauge shotshdlls produced by Canadian manufecturers decreased congstently. The
weighted average prices of promotional 12-gauge shotshdls from non-subject countries had increased
continuoudy since 1992, after falling in 1991.

Although the importer of Czech shotshells tetified that it had ceased to import 12-gauge shotshells,
the Tribunal observed the Czech exporter’s continued interest in the Canadian market. This was manifested
by the export to Canada of more than 4 million unitsin a very short period of time in 1993. The witness for
the Czech exporter dso indicated that the mgority of the company’s large production was destined for
export markets and that it could respond to Canadian orders rapidly. Furthermore, evidence was adduced
that the importer of 12-gauge shotshells from the Czech Republic had made offers to supply these shotshells
to the largest Canadian retailer, Canadian Tire, inthefdl of 1993.

Despite a reduction in the quantity of 12-gauge shotshells imported in 1993, nothing heard in
testimony indicated that the Hungarian quantitiesimported in 1991 could not be reached again.

On the basis of the evidence, including the large increase in imports from the subject countries
snce 1990 and the loss of sdles by Libec because of the low prices of the subject goods, the Tribuna was
persuaded that the dumping of the 12-gauge shotshells from the subject countries had caused past and
present injury to the Canadian indugtry. The Tribund noted that Libec's sdes to accounts other than
Canadian Tire were lower in 1992 and 1993 than in 1991, despite lower average unit prices. Nevertheless,
Libec's overd| stuation had improved, due entirely to Libec gaining the Canadian Tire account. As aresult,
the injury caused by the dumped imports was not considered to be materid, asrequired by SIMA.

However, the Tribunal was of the opinion that continued dumping, absent anti-dumping messures,
likely would injure materialy Libec's future production. The Tribunal concluded that, absent a finding, large
quantities of 12-gauge shotshells, mainly promotiona, would be imported from the subject countries at low
prices. These imports likely would cause Libec to continue to encounter aloss of accounts a dumped prices
and would put Libec at risk of losing its principd saes account. Further, these imports likely would have a
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negative impact on Libec's ability to sdll firgt-line shotshells in Canada, which, in turn, would have serious
consequences on Libec's profitability and employment, since most of Libec’s profits were derived from
firg-line 12-gauge shotshells. The Tribund aso was convinced that continued dumping could jeopardize
Libec' sinvestment plans for the production of certain shotshell component parts.

The Tribuna therefore concluded that, although the dumped imports had not caused and were not
causing materid injury, such imports were likely to cause materid injury to the Canadian production of like
goods.

In the event of a materid injury finding, the witnesses for the Czech exporter and its importer had
requested that the Tribuna exclude firg-line 12-gauge shotshdlls from the decison. However, most of the
witnesses heard by the Tribund testified that there were no physica characteristics that would alow for an
objective digtinction between firg-line and promotiona shotshells. Therefore, the Tribund regected the
request for exclusion.

POSITION OF PARTIES

Party Supporting a Continuation of the Finding

Counsd for Libec argued in support of a continuation of the Tribund’s finding, submitting that, in
the absence of anti-dumping duties, Hungarian and Czech manufacturers are likely to resume dumping
12-gauge shotshells in Canada and that this dumping is likely to cause materia injury to the Canadian
industry.

As a preliminary matter, counsd for Libec submitted that it is aways very difficult for domegtic
producers to make their case on areview where there have been no imports of the subject goods over severd
years. They stated that this difficulty isfurther increased when foreign manufacturers do not participate in the
review. Counsdl asked the Tribund not to advantage Sdllier & Bellot, the Hungarian manufacturer and
exporter of the subject goods, in any way becauseit did not participate in the review.

On the question of a likelihood of a resumption of dumping, counsd for Libec argued that, should
the finding be rescinded, a number of different factors will lead Hungarian and Czech manufacturers and
exporters to dump 12-gauge shotshdls in Canada Counsdl submitted that exporters from the subject
countries continue to view Canada as a viable export market. They noted that exporters from the subject
countries have made exports of non-subject cartridges to Canada over the lat five years. Counsdl stated that
some of the importers that were identified as importers of the dumped goods five years ago continue to
participate in the Canadian market and today import non-subject cartridges from the subject countries.
Inparticular, counsdl noted that Nike-Fiocchi has maintained its relationship with its Canadian digtributor.
Therefore, counse submitted, the infrastructure remainsfor easy re-entry of the subject goodsinto Canada.

Counsd for Libec submitted that, as the Tribund found five years ago, the production capacity of
the manufacturers of the subject goods is consderably larger than the entire Canadian market and is amed
primarily a export markets. It was counsdl’s position that manufacturers of the subject goods very quickly
could export large volumes of the subject goods to Canada

Counsd for Libec dso argued that manufacturers of the subject goods would aggressively pursue
the Canadian market. Counsdl noted that Nike-Fiocchi has indicated that it intends to increase its export sales
and suggested that it would be consstent with its export policy to export to Canada, if the market became
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available. As the subject goods currently are exported to the United States, counsdl submitted thet it is a
natura extension for the subject goods to be exported to Canada.

Counsd for Libec submitted that, in order for the manufacturers of the subject goods to pursue the
Canadian market, they would have to dump the subject goods. In support of this submission, counsd noted
that there have been no imports of the subject goods since the finding. Counsel repeated the evidence of the
witnesses for Canadian Tire and Magasin Latulippe to the effect that, without brand recognition, the subject
goods could compete only on price and that a significant discount would be required to attract purchasers.
In addition, counsd suggested that the evidence before the Tribuna indicates that Nike-Fiocchi currently is
dumping the subject goods in its export markets.

Finaly, counsd for Libec submitted that the history of the manufacturers of the subject goods
demongtrates their propensity to dump. These manufacturers were found to be dumping the subject goods
in 1979 and again in 1994.

Turning to the question of whether there is a likdlihood that the Canadian industry would be
materidly injured if the finding were rescinded and dumping resumed, counsd for Libec argued that,
without brand recognition, the subject goods would have to be sold as promotional shotshells a significantly
discounted prices. Counsdl noted that imports of the subject goods at the time of the finding were primarily
promotiona and that the mgority of Nike-Fiocchi’s exports in 1997 and 1998 condsted of promotiona
shotshells.

Counsd for Libec submitted that a very smal percentage of the manufacturers production of the
subject goods could flood the Canadian market. Counsd dtated that even a very smal quantity of dumped
goods would be very disruptive to the Canadian market because of the significant discount in price a which
they would be required to be offered and because of “price shopping” in the Canadian market. Counsdl
submitted that dumped prices quickly would become known in the Canadian market and would act as a
benchmark, driving domestic prices down.

Counsd for Libec further submitted that there is a concentration of purchasers in the Canadian
market. It was counsdl’ s submission that this concentration in purchasers means that exporters of the subject
goods need approach only a few purchasers to access the entire Canadian market. Counsel stated that this
permits swift penetration of the Canadian market.

Finally, counsd for Libec submitted that the domestic producers are vulnerable to injury. Counsdl
noted that promotiond shotshells account for the mgjority of domestic production. Therefore, they suggested,
there is greater exposure to the importation of dumped promotiona shotshells. With reference to the
satements of the witness for Magasin Latulippe, counsd suggested that purchasers would drop the domestic
supplier of 12-gauge shotshells if chegper subject goods were available. Counsel aso suggested that the
sndler sze of the domestic producers, as compared to the US producers, rendered them less able to
withstand low prices and, in particular, a protracted price war brought on by the presence of dumped goods.
Further, counsd submitted, should the domegtic industry lose sdes of promotiona shotshells to dumped
imports, it dso will lose sales of firgt-line shotshdlls, the product from which the domestic industry derivesits
magor revenue, as there is a clear link between the sde of promotiona shotshdlls and the sde of fird-line
shotshdlls.
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In conclusion, counsd for Libec urged the Tribund to “break this cycle’ of making a finding of
injury, rescinding the finding, only to make afinding of injury again. Counsdl asked the Tribuna to continue
the finding without amendment.

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 Tribund consders two
fundamenta issues. It first determines whether there is a likelihood of resumed dumping. If the Tribuna
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.

Likelihood of Resumed Dumping

In assessing the likdihood of aresumption of dumping, the Tribuna may consider arange of factors
to understand what market conditions are likely to be for the product under review, absent the finding. In this
case, the factors which the Tribuna has considered include changes that have taken place in the domestic
market Snce the finding, including the extent of imports from the subject countries and from other sources,
the marketing srategy of the exporters from the subject countries, the sze and availability of production
capacity and inventoriesin the subject countries, the nature of the product, the purchasing policy of Canadian
buyers, the pricing of exports made by the subject exporters and the past behaviour of those exporters.

There has been little change in the compostion of the domestic industry since the finding. Libec
continues to hold the vast mgority of tota domestic production and, as such, condtitutes the domestic
industry for purposes of this review. During this period, the sze of the two smaller Canadian producers,
i.e. Superior and Tony, has remained essentidly static. However, there has been a Sgnificant change in the
market participation of importsinto the Canadian market since 1994.

Since the finding, the apparent Canadian market for 12-gauge shotshdls has grown, with the
majority of this increase taking place over the 1996 to 1998 period. While Libec disputed the Tribuna’s
assessment of the size of the market, arguing that it had remained stable,” rather than grown, over the period
of review, the Tribuna is confident, based on the data received in response to the questionnaires, thet its
assessment accurately reflects market redity. One explanation for the increase in the size of the market for
12-gauge shotshells since 1996 is the Canadian law imposing a ban on the use of toxic (lead) shot for
hunting migratory birds. Indeed, the witnesses for both Canadian Tire and Magasin Latulippe indicated that
the legidation requiring the use of non-toxic (stedl) shot in certain applications had increased the demand, a
least a the wholesdle level, for 12-gauge shotshells over the last two years™ However, the witness for
Canadian Tire dtated that the lack of enforcement of this law dso has had a destabilizing effect in the
marketplace ™ leaving retailers with large amounts of unsold stedl shotshellsthat had to be warehoused.™

With the finding in place, there have been shifts in the market shares held by the mgor suppliers.
In this regard, the Tribunad has examined the level of imports since the finding and, more particularly, over
the recent period for which detailed import and sales data were obtained, i.e. 1996 to 1998. Imports from the

9. Transcript of Public Hearing, April 28, 1999, at 85.

10. Transcript of Public Hearing, April 28, 1999, at 152 and 176.
11. Transcript of Public Hearing, April 28, 1999, a 106-107.

12. Transcript of Public Hearing, April 28, 1999, at 128.
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Czech Republic and the Republic of Hungary have been virtually absent since the finding,** and it would
appear that the share vacated by dumped imports from these countries was captured largely by imports from
the United States between 1993 and 1995. Between 1996 and 1998, there was little movement in the market
share held by US imports, while Libec’s share increased dightly.™* Between 1996 and 1998, there were no
imports from any countries other than the United States, with the exception of 1998, when a small amount of
Itdlian 12-gauge shotshells was sold in Canada

The Tribuna examined the evidence to explain the lack of imports from the two subject countries
snce the finding. The significant margins of dumping for the Czech Republic and the Republic of Hungary
in the finad determination of dumping,” and the fact that no new normal values have been established since
then,™® lead the Tribunal to conclude that the manufacturers of the subject goods could not compete in the
Canadian market. This view is supported by Nike-Fiocchi’s comments regarding its absence from the
domestic market since the finding."” In addition, the subject goods had no brand recognition*® and could not
command any premium in this very competitive end of the market.

The record shows, however, that Nike-Focchi is very export-oriented, with domestic saes
representing only a fraction of its total sdles of 12-gauge shotshells™® With regard to Sellier & Bedllot, as
noted by the Tribuna in its statement of reasons in Inquiry No. NQ-93-005, its production “is amed
primarily at export markets’ 2

Inits response to the Tribuna’ s questionnaire, Nike-Fiocchi stated thet it intends to increase sales of
12-gauge shotshdlls to its export markets over the next three years, including an increase over the current
level of exports that it is making to the United States. Further, there is evidence in its response which
suggests that it has not abandoned its intention to export to Canada, should the finding be rescinded.”* In the
Tribund’s view, these statements clearly demongtrate Nike-Fiocchi’s continued interest in the US and
Canadian markets.

SHlier & Bdlot dso has shown continued interest in the Canadian market. Since the finding, it has
made severa shipments of non-subject cartridges to Canada, selling these cartridges to some of the same
importers that were identified five years ago asimporting dumped subject goods.?

The Tribuna concludes from the foregoing that both exporters continue to view Canada as an
attractive export market for 12-gauge shotshels and, while they are unable to compete in Canada with the
finding in place, they undoubtedly would resume their shipments of 12-gauge shotshells to Canada, absent
the finding.

13. Revenue Canada reports only one shipment of 12-gauge shotshells of Czech origin that entered in
September 1995. No entries of the subject goods were reported for the Republic of Hungary.

14. Thesizeof the gpparent Canadian market for 12-gauge shotshells and respective market shares are protected data.

15. Tribuna Exhibit RR-98-005-1, Administrative Record, Vol. 1 & 9.

16. Tribund Exhibit RR-98-005-3A, Adminidtrative Record, VVol. 1 &t 55.

17. Tribund Exhibit RR-98-005-27.1A (protected), Administrative Record, Vol. 6.3a 6 and 7.

18. Manufacturer’s Exhibit A-3 at 2-3, Adminidtrative Record, Val. 11.

19. Tribund Exhibit RR-98-005-27.1A (protected), Administrative Record, Vol. 6.3 a 8.

20. Tribuna Exhibit RR-98-005-1, Administrative Record, VVal. 1 at 15.

21. Tribund Exhibit RR-98-005-27.1A (protected), Administrative Record, Vol. 6.3 a 6.

22. Tribuna Exhibit RR-98-005-4 (protected), Adminigtrative Record, Vol. 2 a 4-11.
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Asfurther possble indicators of the likelihood of resumed shipments to Canada, the Tribuna looked
at the extent of available production capacity of the manufacturers in the subject countries and their levels of
inventories. The record shows that the combined capacity of Nike-Fiocchi and Sdllier & Bédlot to produce
12-gauge shotshells™ is considerably larger than the entire Canadian market for these same goods **

Nike-Fiocchi’'s excess capacity done in 1998, together with its reported level of inventory of
12-gauge shotshells®® amounts to significant volumes of available product that readily could be sold in the
Canadian market, absent the finding. Moreover, the responses to the questionnaire by Nike-Fiocchi suggest
that capacity could be added with relatively little effort.?

As for Sdlier & Bdlat, the Tribund noted, in its 1994 finding, that the company “produces over
32 million units of 12-gauge shotshells per year”.*” While no current data are availeble for Sdlier & Bellot,
which did not participate in this review nor respond to the Tribuna’s questionnaire, there is nothing to
suggest that its plant capacity has changed since that time. With regard to Sdllier & Bellot' s ahility to export
large volumes, the witness for Libec estimated that some 10 million units of Czech shotshells currently are
sold annually in the US market.?®

Accordingly, the Tribund is of the view that the two named exporters have the ability to supply the
Canadian market with sgnificant quantities of 12-gauge shotshells on very short notice.

The Tribund dso considered whether the likely shipments of the subject goods would be sold at
dumped prices. In its 1994 finding, the Tribuna noted that the evidence left no doubt that promotiona
shotshdlls were sold on the basis of price, while the most important factor in the sale of firgt-line shotshells
was the brand name under which they were sold. Turning to the present review, the witnesses for Canadian
Tire and Magasin Latulippe both testified that promotiona shotshells were a commodity and were very price
sengtive. Although brand recognition was an important factor at the high end of the market (i.e. first-line
shotshdls), it was not a the low end (i.e. promotiond shotshells), where price was the principa
consderation. Indeed, the witness for Canadian Tire indicated that, in the extreme Stuation where al other
factors are equd, a price differentia of as little as one penny on promotiona shotshells could make the
difference on where it would sourceits product.”

For Canadian Tire, the issues of prime importance in deciding whether to carry a line were the
supplier’ s infrastructure and reliability to deliver the quantities required for resde. However, the witness for
Canadian Tire acknowledged that he would consider an offering from a less reliable supplier that would
provide a discount in the order of 25 percent, to offset the grester risk associated with sourcing from an
unknown supplier and having higher inventory costs® He added that, should a major competitor carry

23. Tribuna Exhibit RR-98-005-1, Administrative Record, Val. 1 a 15; and Tribuna Exhibit RR-98-005-27.1A
(protected), Administrative Record, Vol. 6.3 a 9.

24. Protected Pre-hearing Staff Report, March 2, 1999, Tribuna Exhibit RR-98-005-6 (protected), Administrative
Record, Vol. 2 at 32.

25. Tribund Exhibit RR-98-005-27.1A (protected), Administrative Record, Val. 6.3 a 8-9.

26. Tribund Exhibit RR-98-005-27.1A (protected), Administrative Record, Vol. 6.3 a 5.

27. Tribuna Exhibit RR-98-005-1, Administrative Record, VVal. 1 at 15.

28. Transcript of Public Hearing, April 28, 1999, at 51.

29. Transcript of Public Hearing, April 28, 1999, at 138 and 150.

30. Transcript of Public Hearing, April 28, 1999, a 150-51.
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shotshdls 3at alow price point, Canadian Tire would be compelled to purchase and offer smilarly low-priced
shotshells.®

The witness for Magasin Latulippe testified that price was basicdly the driving consideration in the
purchase of shotshdls, particularly of the promotiona variety. He dso stated that his organization could carry
only a certain number of suppliers and that taking on anew line could well be at the expense of an existing
lineor linessince, in his view, more brands would not mean more sales™

The Tribund examined the evidence of the prices of the named exporters to their export markets for
an indication of likely import pricing, absent the finding. With respect to Hungarian pricing, the Tribuna
notes that the average sdlling price of promotiona 12-gauge shotshells sold by Nike-Focchi in 1998 for its
combined export sales is lower than its average sdlling price in its domestic market,® which is a strong
indicator of possible current dumping.

Regarding evidence of Czech pricing, Libec filed evidence of current Czech prices in the
US market. Based on its knowledge of the US market as a supplier of 12-gauge shotshells in that market,
Libec provided an estimate of the landed price of promotiond 12-gauge shotshels of Czech origin to a
USretailer.>* The evidence shows that the estimated landed price of Czech imports into the US market is
below Libec’s own unit cost of goods manufactured.® While thisis not conclusive evidence of dumping, it is
again an indicator of “likelihood”.

The nature of past exports by Nike-Fiocchi and Sdlier & Belot provides a further indication of
likely price levels from these two countries, absent a finding. In its 1994 finding, the Tribuna noted that
12-gauge shotshells from the subject countries were primarily promotional® and were competing directly
with a dggnificant proportion of Libec's sdles. The current data filed by Nike-Fiocchi show that a large
majority of its exports of 12-gauge shotshells continuesto consist of promotional shotshells®

The evidence indicates that these promotional shotshells from the Czech Republic and the Republic
of Hungary lack brand recognition in Canada®® Moreover, these imports have not had a market presence
snce the finding. The testimony of the witness for Canadian Tire and the responses of purchasersin Canada
to the Tribunal’s market characteristics questionnaires leave no doubt that purchasers and consumers would
demand a sgnificant discount before they would purchase 12-gauge shotshells from an unknown source,
including imports from the subject countries. Estimates of the price discounting necessary for these
purchasers to switch their business from current domestic suppliers to unproven imports range from 5 to 25
percent less than current domestic prices®® The fact that imports from the subject countries would have to be

31. Transcript of Public Hearing, April 28, 1999, a 149-50.

32. Transcript of Public Hearing, April 28, 1999, & 166.

33. Protected Pre-hearing Staff Report, March 2, 1999, Tribuna Exhibit RR-98-005-6 (protected), Administrative
Record, Vol. 2 at 59. All prices were reported on an FOB plant bassand in US dollars.

34. Manufacturer’ s Exhibit A-3 at 3-4, Administrative Record, Vol. 11.

35. Manufacturer’s Exhibit A-3 a 3-4, Adminigtrative Record, Vol. 11; and Protected Pre-hearing Staff Report,
March 2, 1999, Tribuna Exhibit RR-98-005-6 (protected), Administrative Record, Val. 2 at 37.

36. Tribuna Exhibit RR-98-005-1, Administrative Record, VVal. 1 at 14.

37. Tribund Exhibit RR-98-005-27.1A (protected), Administrative Record, Val. 6.3 a 10.

38. Supra note18.

39. Public Pre-hearing Staff Report, March 2, 1999, Tribuna Exhibit RR-98-005-5, Administrative Record, Vol. 1
a 4.
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discounted heavily to obtain sales in Canada strongly suggests that these imports likely would be dumped,
absent afinding.

It is dways difficult to establish the likely behaviour of exporters of subject goods in the event of a
rescisson of afinding. In this case, however, there exists a clear history of past behaviour of exporters from
the two countries subject to this review and involving the same products.

In 1979, the Anti-dumping Tribund made a finding™® of materia injury respecting 12-gauge
shotshells from certain countries, including Czechodovakia and Hungary. In 1989, the Tribund rescinded
thefinding.*" Inits reasons, the Tribunal noted:

The Eastern European countries, namely,. . . Czechodovakia and Hungary, againg which a finding
of injury was made in 1979, have shipped little, if any, of the subject goods to Canada since the
finding wasissued.*?

Y et shortly after the finding was rescinded, low-priced imports again entered the Canadian market.
In fact, the Tribuna noted, in its 1994 decision, that the Czech exporter, over a very short period of time
in 1993, exported to Canada over 4 million units® The Tribuna further noted that, of the goods examined
from January 1 to October 31, 1993, 97 percent of the subject goods exported by Sdllier & Bellot had been
dumped by a weighted average margin of 32 percent, while 99 percent of the subject goods exported by
Nike-Fiocchi had been dumped at aweighted average margin of 37 percent.**

This past behaviour and the other factors discussed earlier, together with the fact that none of the
exporters have obtained new “normd values,” are a clear indication, in the Tribund’s view, that Sdlier &
Bdlot and Nike-Fiocchi are not prepared to trade at norma vaues and likely will dump 12-gauge shotshells
in Canada again, should the finding be rescinded.

In conclusion, the Tribund is persuaded that there is a likelihood of resumed dumping of 12-gauge
shotshdls from the subject countries. This conclusion is based on the following factors: the strong export
orientation of the manufacturers of the subject goods and their continued interest in the Canadian market,
their ability to supply the Canadian market with sgnificant quantities on very short notice, the commodity
nature and extreme price sengtivity of promotional shotshells, the evidence of low pricing by the named
exporters in other export markets, the lack of brand recognition in Canada of shotshells from the subject
countries necessitating significant discountsto obtain sales and their past history of repetitive dumping.

40. 12 Gauge Shotshells (Ammunition) Originating in or Exported from the Union of Soviet Socialist Republics,
Poland, Czechoslovakia and Hungary, Inquiry No. ADT-6-79, Finding and Statement of Reasons,
September 27, 1979.

41. 12 Gauge Shotshells (Ammunition) Originating in or Exported from the Union of Soviet Socialist Republics,
Poland, Czechoslovakia and Hungary and 12 Gauge Shotshells Originating in or Exported from ltaly, France,
Belgium and the United Kingdom, Review No. RR-89-001, Review Finding and Statement of Reasons,
October 4, 1989.

42. Ibid. at 7.

43, Tribund Exhibit RR-98-005-1, Administrative Record, VVal. 1 at 15.

44, Supra note 15.
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Likelihood of Material Injury

In congidering whether the resumption of dumping of 12-gauge shotshdls from the Czech Republic
and the Republic of Hungary is likely to cause materiad injury to the domegtic indugtry, the Tribund
examined a number of factors, including the size and availability of production capacity and inventories of
the subject goods in the exporting countries, likely prices of dumped imports and their impact on the
Canadian industry, the accesshility of the Canadian market and current competitive market conditions, and
the recent and likely future performance of the Canadian industry.

In order to assess the likely volumes of imports from the subject countries, the Tribuna looked
closdly at the past and current demand and supply Situation in the exporting countries. As noted earlier, the
combined capacity of manufacturers in the subject countries to produce 12-gauge shotshells is considerably
larger than the entire Canadian market, and their capacity is targeted principaly a export markets. The
Tribund isof the view that Nike-Fiocchi, based on its method of determining its production capacity,” easily
could increase its capacity by adding to the number of shifts per week or extending the hours in the workday.
Nike-Fiocchi’ sinventories alone, athough asmall percentage of its overall production capacity,*® till would
be capable of causing asgnificant disruption to the Canadian market through rapid imports. These factors, in
the Tribund’s view, would enable the subject exporters to supply the Canadian market with significant
volumes of the subject shotshellsin avery short period of time.

In dl likdihood, imported 12-gauge shotshells from the subject countries would consst of
promotional shotshells. The evidence indicates that a large proportion of Nike-Fiocchi’s current exports to
other countries congsts of promotiona shotshells. Further, 12-gauge shotshells from the Czech Republic and
the Republic of Hungary lack brand recognition in Canadaand, at least initialy, could compete only on price.
The evidence dso indicates thet, a the low end of the market, priceisthe key dement in obtaining sales.

The competitive climate in the Canadian market for 12-gauge shotshdlls is such that only a smdl
quantity of low-priced goods is necessary to disrupt the marketplace. The testimony indicated clearly that
price shopping takes place in the market*’ and that there is good market knowledge on the part of corporate
buyers. If dumped imports were alowed to enter Canada, these low prices very quickly would become
known in the trade and lead to downward pressure on prices generdly. Given the degree of competition in
the Canadian market, this downward pressure would affect dl suppliers in the market, even those slling at
the higher pricelevds.

The Tribuna aso is persuaded that import penetration, given the concentration of the Canadian
market, would be swift. In addition to two mgor retailers, Canadian Tire and Wal-Mart, there are only afew
mid-sized retailers and five or six distributors serving the small retailers.*® Importers, thus, easily can access
a dgnificant portion of the entire market by approaching a few buyers. As noted earlier, some of these
importers dready are present in the Canadian ammunition market, selling non-subject cartridges from the
subject countries.

Canadian producers are particularly vulnerable to dumped imports. As compared to US suppliersin
the Canadian marketplace, the Canadian producers of 12-gauge shotshells are sgnificantly smaler. They

45. Tribuna Exhibit RR-98-005-27.1A (protected), Adminigtrative Record, Vaol. 6.3 a 5.
46. Tribuna Exhibit RR-98-005-27.1A (protected), Adminigtrative Record, Vaol. 6.3 a 8.
47. Transcript of Public Hearing, April 28, 1999, a 157-58.

48. Manufacturer’s Exhibit A-3 a 4, Adminigtrative Record, Vol. 11
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adso are smdler than their Czech and Hungarian counterparts. The larger producers are better able to
compete on price and able to sustain low prices over alonger period of time. Their Sze done makes Libec
and the other smadler Canadian producers vulnerable to injury from dumped goods and, in particular, to the
sgnificant margins of dumping at which the subject exporters have been known to sell in the pagt.

Because the current Canadian market is very competitive, with price being the key factor at the low
end, if lower-priced promotional product were to become available, higher-priced promotiona product
would not be sold. Under this scenario, Libec would be faced with two options. ether to match price and
suffer price eroson, or to choose not to meet dumped price offers and suffer a loss of sdes or aloss of
accounts. The degree of buyer concentration is such that the loss of a single large account, such as Canadian
Tire, would be devastating for Libec.

Although the Canadian market for 12-gauge shotshells, in volume terms, has grown by 26 percent
over the last three years, the outlook for the next few yearsis not as bright. The witness for Canadian Tire
believes that the market will remain constant in the near future,*® while the witness for Magasin Latulippe
predicts Qod&t growth.>® Should the market stagnate, price would become a grester factor than aready is
the case.

The Tribuna dsoisof theview that, if Libec's sdes of promotiond shotshells diminish as aresult of
dumped promotiona shotshells from the subject countries, such imports aso are likely to cause a loss of
sdes of Libec's firg-line shotshdls. According to Libec’s evidence, which was uncontradicted, its sdes of
firg-line shotshells are very dependent on its ability to sl promotiond shotshdlls. Although sdes of firg-line
shotshells5 2at:count for much less than haf of Libec's sdes, they contribute to more than haf of its sdes
revenues.

Libec now is associated with a French organization and has started to export 12-gauge shotshells to
the United States. It plansto purchase new equipment to expand its product range, which would benefit sales
for both domestic and export markets. These expansion plans are contingent on the overdl financia health of
the company, and any resumed dumping, in the Tribuna’ s view, undoubtedly would jeopardize these plans.

Although the Tribund’s finding has enabled Libec to enjoy good profits over the last few years, it
remains vulnerable to dumped imports. An example of this vulnerability is the price war that was fought in
the Canadian market between the mgor US suppliers in 1996, which caused Libec's sdes revenues and
profits to decline in the order of 25 percent. In the present Stuation, the Tribuna is persuaded that Libec
would suffer materid injury from dumped imports from the subject countries, which would significantly
reduce its sales and market share and erode its prices, thus jeopardizing, in very short order, its profitability
and very survivd.

In summary, the Tribund is persuaded that a resumption of dumping of 12-gauge shotshells by the
ubject exporters is likely to cause materid injury to the domestic industry for the following reasons.
Manufacturers in the subject countries have sgnificant production capacity and inventories of 12-gauge
shotshdls available for export to Canada There is a likeihood that dumped prices quickly would become
known in the market and would become the benchmark for al suppliers. The market structure in Canadaiis

49. Transcript of Public Hearing, April 28, 1999, a 152-53.
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concentrated, making possible penetration of the subject goods into the market swift. Canadian producers are
relatively smdl in Sze and are unable to compete against dumped imports for any extended period of time.
All of these factorslikely will cause the domestic industry to suffer lost sdles and market share, price erosion,
logt profits, aswell asjeopardize expanson plans.

CONCLUSION

For dl of these reasons, the Tribuna hereby continues its finding concerning 12-gauge shotshells
originaing in or exported from the Czech Republic and the Republic of Hungary without amendment.
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