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STATEMENT OF REASONS

BACKGROUND

This is a review, under subsection 76(2) of the Special Import Measures Act' (SMA), of the
finding made by the Canadian International Trade Tribuna (the Tribundl) in Inquiry No. NQ-92-004,2
concerning gypsum board, composed primarily of a gypsum core, with paper surfacing bonded to the core,
originaing in or exported from the United States of America

Pursuant to subsection 76(2) of SIMA, the Tribuna initiated a review of its finding and issued a
notice of review® on June 18, 1997. This notice was forwarded to al known interested parties.

As pat of this review, the Tribuna sent questionnaires to Canadian manufacturers,
US manufacturers, Canadian purchasers and the Gypsum Association. From the replies to these
questionnaires and other sources, the Tribund’s research staff prepared public and protected pre-hearing
saff reports.

The record of this review conggts of dl reevant documents, including the finding in Inquiry
No. NQ-92-004, the notice of review and public and confidentid replies to the questionnaires for the
1997 review and the public and protected pre-hearing staff reports for the 1992 inquiry. All public exhibits
were made available to interested parties, while protected exhibits were provided only to independent
counsdl who had filed a declaration and confidentidity undertaking with the Tribundl.

Public and in camera hearingswere hed in Ottawa, Ontario, on November 12 to 14 and 17 to 20, 1997.

1. RSC. 1985, c. S15, asamended by S.C. 1994, c. 47.
2. Finding, January 20, 1993, Statement of Reasons, February 4, 1993.
3. Canada Gazette Part I, Val. 131, No. 26, June 28, 1997, at 1894.
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During its review, the Tribunal dedt with a number of procedura matters. One of these matters
arose in connection with interrogatories served by Westroc Inc. (Westroc) and Georgia-Pecific Corporation
(GPC) on CGC Inc. (CGC), some of which contemplated materids in the possesson and control of
USG Corporation (USG), CGC's US parent. CGC indicated that, in light of that fact, it could not respond to
the USG-related questions. Westroc and GPC brought a motion seeking to have the Tribuna compd CGC
to respond. After recelving extensve submissons, the Tribuna ordered CGC to respond. In its decision, the
Tribunal found that, pursuant to the Canadian International Trade Tribunal Act,” it had jurisdiction to order
parties to produce documents. It dso found that it had jurisdiction to order the production of information by

“necessary implication.”®

The Tribund issued rulings circumscribing the scope of certain interrogetories, denying a request
that the hearing be postponed or, dternatively, that an expert witness s report be struck from the record; and,
in relevant ingtances, directing parties to provide the complete text of documents that they had filed, as
opposed to selective excerpts. The Tribuna also directed counsel for one of the parties to “show cause’ of
why it should accept a witness statement filed nearly two weeks beyond the relevant deadline. After receipt
of counsal’s submission, the Tribunal accepted the statement for filing.®

PRODUCT

The product which is the subject of this review is described as gypsum board, composed primarily
of agypsum core, with paper surfacing bonded to the core, with the exception of:

0] gypsum board panelswith araised surface;

(i) gypsum board pands with bevelled edges in a thickness of 5/8 in. and in awidth of 23 in.,
24in,29in.or 30in.; and

(iif) plain or vinyl-faced gypsum board panels with squared edges in a thickness of 3/8 in. or
5/16in,;

originating in or exported from the United States.

Gypsum board has long been used as a building materid in various applications, including interior
wals, partitions and ceiling congtruction. It provides a durable, economical, non-combustible and essily
decorated surfacing materia for congtruction use. As wdll, it has excellent compressive-strength properties
and ardatively low densty compared to other cement-type products.

The gypsum board production process commences with the mining and trangportation of gypsum
rock to the board plant where it is crushed and ground to a fine powder. The gypsum powder is then heated,
driving off three quarters of the chemically combined water in a process cdled cacining. The cacined
gypsum powder (plaster of Paris) is then used to produce the core of the board. The board is formed by
introducing a durry of cacined gypsum (stucco), aong with weter, foam, pulp, starch and set controlling
agents, between two unwinding rolls of absorbent paper, resulting in a continuous “ sandwich” of wet board
resting on a continuous belt line. As the board moves down the belt line, the calcined gypsum rehydrates and
recrystdlizes, reverting to a solid gypsum matrix, and the paper sheets become firmly bonded to the
rehydrated core. After moving down the belt line, the continuous board is cut to length and conveyed through

4. R.S.C. 1985, c. 47 (4th Supp.).

5. The Tribuna issued orders and statements of reasons dated September 26 and October 1, 1997,
respectively.

6. Tribuna letter to Ms. Swick-Martin, Ogilvy Renault, dated November 4, 1997.
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dryers to remove excess moisture. The board is then conveyed to the “take-off” whereit is bundled, stacked
and moved to storage.

There are plants in Canada and the United States which use synthetic gypsum (DSG)’ instead of
natura ground gypsum. There has been a growing tendency by both Canadian and US gypsum producers
whose plants are Stuated in the eastern parts of both countries to use DSG as a lower-cost raw materia
dternative to gypsum rock. From the evidence, it appears that severa greenfield plants recently announced
for the eastern United States will use DSG as their raw materid. This materid is produced by cod-fired
thermal eectric plants located exclusively in the eastern parts of Canada and the United States. Producersin
the western parts of Canada and the United States do not have economica access to DSG and, therefore,
most firms access gypsum rock from nearby gypsum mines.

Gypsum board is generdly produced in standard 4-ft. widths, or the metric equivdent, and in
varying lengths. The most common length is 8 ft. Gypsum board is manufactured in different thicknesses
ranging from /4 in. to 1 in., athough 1/2-in. gypsum board is, by far, the most common. Gypsum board of
thicknesses greater than 1/2 in. is usually used in gpplications where there may be high traffic, where sound
absorbency is significant or where fire regulations require agrester thickness. In addition, gypsum board may
be produced with squared, bevelled or tapered edges.

The most common gypsum board is 1/2-in. standard tapered-edge gypsum board, followed by
5/8-in. fire-res stant gypsum board, which is used dmost exclusively in commerciad gpplications.

Other wal or ceiling congtruction materias, such as wood panels and plaster, are dternatives for
gypsum board. However, these products are more expensive and less fireresstant and, therefore, do not
generaly compete with gypsum board.

Higtorically, gypsum board has been produced and sold within specific regiond markets because of
high unit weight and high transportation costs relative to the unit value of the product. Friability® during
trangport has dso been alimiting factor. In the pagt, these circumstances have generdly dictated that markets
be supplied by the nearest producer. However, since the onset of deregulation in the trucking industry, in the
mid-1980s, freight rates declined, bringing distant markets within reach. Improved rail transport technology
has a so increased shipping distances.

A number of Canadian and US producers have been moving toward obtaining plant access to rail
lines and securing contracts with railways to reduce costs on long distance shipments. This alows for lower
trangportation costs when Canadian and US producers ship product to a given Canadian or US regiona
market or to aseries of regiond markets. Rail isused for long distance shipments, while trucking is the mode
of trangport for shorter distances, including just-in-time deliveries.

7. DSG (desulphogypsum) is produced as a by-product of a sulphur dioxide remova process used by
particular coal-fired thermal eectric generating sations. This product, which was formerly a waste materia
destined for landfill Stes, isnow transformed into arecyclable, high purity gypsum board product.

8. Thecore of the gypsum board is easily crumbled.
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DISTRIBUTION AND MARKETING

There are two basic channds of digribution in Canada. The first channd is the gypsum supply
specidty dealer, which in turn supplies commercia and residentid contractors. The second mgor channd of
digtribution is the building materids retailers that retain moderate levels of gypsum board inventory in order
to supply the retail market (do-it-yoursdfers and small contractors).

In addition to these two mgor channds of digtribution, a small amount of gypsum board is supplied
directly to origina equipment manufacturer (OEM) accounts. These OEM accounts are primarily
manufacturers of pre-fabricated homes.

In Canada, there has been considerable consolidation of purchasers by membership in buying
groups. These buying groups may include both supply specidty deders and retailers.

Gypsum board is promoted in a number of ways. It can be marketed through fidd sdes
representatives who have direct contact with the trade, through print ads in trade publications, through direct
mail promoations and through joint events with customers.

DOMESTIC INDUSTRY

Currently, there are four producers of gypsum board in Canada. They are Westroc, CGC,
Georgia-Pacific Canada, Inc. (GP Canada) and Atlantic Group Limited (Atlantic).

Westroc

Westroc, formerly known as Westroc Industries Limited, isindirectly awholly owned subsdiary of
BPB plcin the United Kingdom and is the largest producer of gypsum board in Canada.

Westroc operates sx gypsum board plants and two gypsum mines across Canada. The plants are
located in McAdam, New Brunswick; Ville Sainte-Catherine, Quebec; Missssauga, Ontario; Winnipeg,
Manitoba; Calgary, Alberta; and New Westmingter, British Columbia. Westroc's gypsum mines are located
in Amaranth, Manitoba (quarry), and Windermere, British Columbia (quarry). Westroc’'s Miss ssauga board
plant switched from natura gypsum rock to DSG in 1995. The DSG is supplied by Ontario Hydro's
Lambton Generating Station.

In Canada, Westroc sdls gypsum board to buying groups, gypsum specidty deders, building
materials distributors, retailers and OEMs.

Westroc also markets its gypsum board in the United States. Export salesincreased sharply over the
review period and, by 1996, they accounted for a significant proportion of total saes of gypsum board.

CGC

CGC, the second largest Canadian producer of gypsum board, is located in Mississauga. It is the
largest supplier of gypsum board in Eastern Canada. The firm is owned by USG which hasits head officein
Chicago, Illinois. CGC is divided into three business divisons Canadian Gypsum Company, Limited,
CGC Interiors and CGC Indudtries. In addition, CGC owns Economy Drywal Supplies. Canadian Gypsum
Company, Limited accountsfor alarge proportion of CGC'stotd sales.
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CGC markets gypsum board primarily in Eastern Canada, with recently increased efforts to sdll
gypsum board to marketsin Western Canada. Thisincrease in saes to the west follows the introduction of a
new facility for rail car loading ingtaled in Hagersville, Ontario. CGC operates two gypsum board plants.
one in Montréal, Quebec, which produces gypsum board and joint treatment, and the other in Hagersville,
which produces gypsum board, joint treatment and textures. The Hagersville plant islocated at the Ste of its
gypsum mine. The Montréd plant obtains its gypsum from CGC's new DSG processing plant in Belledune,
New Brunswick, which was opened in November 1995. This facility processes DSG supplied by the
Dahousie and Belledune power generating facilities of New Brunswick Power Corporation.

Over the review period, CGC exported increasing volumes of gypsum board to the United States.
In 1996, exports represented an important part of total sales of gypsum board.

GP Canada

GP Canadais the third largest producer of gypsum board in Canada. GP Canada is a subsdiary of
GPC. GPC is aleading US manufacturer and digtributor of a wide variety of paper and building products,
including a full line of gypsum board products, joint system products and a variety of speciaty gypsum
products. In the spring of 1996, GPC acquired al of the gypsum manufacturing operations of Domtar Inc.
(Domtar). Domtar was one of the origind complainants in the Department of Nationd Revenue's 1992
dumping investigation.

GPC owns and operates dl of the former Domtar gypsum board production facilities in Canada,
located in Caledonia, Ontario; Winnipeg, Manitoba; Edmonton, Alberta; and Surrey, British Columbia. GPC
continues to own and operate severd gypsum board production facilities in the United States through its
subsdiary G-P Gypsum, Inc.

GP Canada shipped increasing quantities of gypsum board to the United States during the review
period.
Atlantic

Atlantic, the fourth and smallest Canadian manufacturer of gypsum board, came out of receivership
in February 1993 &fter having closed in June 1992. It currently operates one plant in Corner Brook,

Newfoundland, and one quarry in Fischdl’s, Newfoundland. The firm markets its gypsum board in
Newfoundland and the Maritimes.

Gypsum Association

All Canadian and US producers of gypsum board are members of the Gypsum Association located
in Washington, D.C. This association provides shipment, capacity and export data for its Canadian and
US members. The Gypsum Association responded to the Tribund’ s questionnaire.

NON-RESIDENT IMPORTERS/FOREIGN MANUFACTURERS

Quegtionnaire responses were received from 5 of the 11 US producers of gypsum board to whom a
review questionnaire was sent. Summary profiles of the US companies for which the Tribuna has
informetion follow.
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USG

USG is the world's largest producer of gypsum board. Its headquarters is located in Chicago. This
firm operates two core businesses. (1) North American Gypsum, which includes United States Gypsum
Company, CGC Inc. and Yeso Panamericano, SA.; and (2) Worldwide Ceilings. USG's digtribution arm,
L & W Supply Corporation, serves both core businesses and outside customers.

USG currently operates 22 plants in the United States. It extracts gypsum from its 11 mines and
quarries located in the United States and Canada. USG is d<o the largest user of DSG in North America
The company operates four paper mills. These mills are located in Texas, Ohio, Floridaand New Y ork.

National Gypsum Company

Nationd Gypsum Company (Nationd) is the second largest producer of gypsum products in the
United States. This privately held company, which was incorporated in 1993, is headquartered in Charlotte,
North Carolina Delcor Inc. holds the mgor proportion of the common stock of Nationd.

Nationd currently has 18 plants across the United States that produce gypsum board. Thisfirmisan
integrated manufacturer and supplier of a variety of other gypsum products, including pre-decorated and
mobile home board, plaster, joint compound, paper and meta products for the resdentiad and commercia
congtruction and remode ling markets.

The company operates eight mines and quarries, including the world's largest gypsum quarry in
Nova Scotia. Approximately 2 percent of the company’s raw material source is DSG which is obtained from
utility companies that use high-sulphur fuels.

Nationa sourcesits paper requirements for gypsum board from three company-owned mills, aswell
as from outside sources.

GPC

GPCisapublicly hed US corporation and is the third largest producer of gypsum products in the
United States. It is the second largest producer of gypsum products in North America Through its
subsdiaries, GPC manufactures and didtributes a wide variety of paper and building products, including a
full line of gypsum board products, joint syssem products and a variety of specidty gypsum products.
Gypsum products represented a small proportion of corporate sesin 1996.

GPC entered the gypsum business in 1965 with its acquisition of Bestwal Gypsum Company.
IN 1996, it acquired Domtar’s gypsum business, including gypsum board plants in both Canada and the
United States.

GPC currently has 17 gypsum board plants across the United States. All of these plants currently
produce gypsum board, with the exception of one which isidle. GPC has announced that it will permanently
close, dismantle and sl thisidle plant in Foorence, Colorado. Of the 17 plants, 9 are the recently acquired
Domtar plants.
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GPC s0ld two gypsum board plants in the third quarter of 1996 to Lafarge Corporétion. The
US Department of Justice required GPC to agree to sdll these plants as a condition of its anti-trust clearance
for the acquisition of Domtar’ s US gypsum operations.

James Hardie Gypsum, Inc.

James Hardie Gypsum, Inc. (James Hardi€) is the fourth largest producer of gypsum board in the
United States. This firm is owned by James Hardie (USA), Inc. which, in turn, is part of James Hardie
Indudtries Limited, a multi-billion dollar, international company with its head office in Sydney, Audrdia
James Hardie (USA), Inc. has two business units: (1) Building Products which makes and sdlls fibre cement
products, and (2) the Gypsum unit which produces a full line of gypsum walboard in thicknesses from
V4in.tolin.

James Hardie currently has three plants in the United States that produce gypsum board. These
plants are located in Seettle, Washington; Las Vegas, Nevada, and Nashville, Arkansas. James Hardie
purchased its third gypsum board plant, the Arkansas plant, on January 31, 1997, in order to provide growth
to its overdl gypsum business and to provide the company with a nationd US exposure by enabling it to
sarve the New England, Middle Atlantic, East North Central, West North Central, South Atlantic, East South
Centra and West South Centra markets.

Lafarge Gypsum, A Division of Lafarge Corporation

Lafarge Gypsum, A Divison of Lafarge Corporation (Lafarge Gypsum), located in Reston,
Virginia, is a partly owned subsdiary of Lafarge SA., Paris, France. On September 16, 1996, Lafarge
Gypsum entered the North American gypsum wallboard market by purchasing two gypsum board plants
from GPC. This acquisition established market pogtions in the northeast and mid-Atlantic regions of the
United States. The plants are located in Buchanan, New Y ork, and Wilmington, Delaware. Lafarge Gypsum
uses contracted trucks to transport finished gypsum board. Additionaly, the Wilmington plant is fully
equipped to ship by rall. Lafarge Gypsum manufacturers and sells a full line of gypsum board products,
including moisture-resistant and fire-rated wallboard in a variety of dimensions.

SUMMARY OF THE 1993 FINDING

On January 20, 1993, the Tribuna found that the dumping of gypsum board, with certain
exclusions, originating in or exported from the United States had caused, was causng and was likdly to
cause materid injury to the production in Canada of like goods.

The three domestic producers, CGC, Westroc and Domtar, collectively represented gpproximeately
98 percent of the gypsum board produced in Canada.

The Tribuna noted that gypsum board had the characterigtics of a commodity product and that
suppliersthat failed to lower their prices ran therisk of losing their share of the market. The evidence showed
that the domestic producers had chosen to match the US import prices and, in so doing, had experienced a
progressively deteriorating financia performance. Gross margins decreased by 76 percent, and combined net
income declined steadily to aloss of $5.5 million during the first eight months of 1992.

The Tribuna noted that there were various factors other than dumping which contributed to the
domestic industry’s injury. However, these other factors, whether taken individudly or collectively, fel far
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short of explaining the extent of the decline in Canadian prices for gypsum board over the inquiry period. The
average margin of dumping of 28 percent was consdered by the Tribunal to be a large margin for price
undercutting in a commodity market such as gypsum board. In the Tribund’s view, it was highly probable
that the dumping had caused prices to decline by over 10 percentage points, which trandated to industry
annua losses of tens of millions of dollars. Accordingly, the Tribuna concluded that the dumping of gypsum
board had caused and was causing materia injury to the production of like goodsin Canada.

The Tribuna dso concluded that al the conditions which gave rise to the US dumping, including
week demand and subsgtantia overcapacity, were likely to persst and, therefore, found that the dumping of
gypsum board was likely to cause materid injury to the production of like goodsin Canada.

POSITION OF PARTIES

Parties in Favour of a Continuation of the Finding

Three of the four domestic producers, Westroc, GP Canada and Atlantic, are in favour of a
continuation of the Tribund’s 1993 finding. They submitted that the dumping of US-manufactured gypsum
board is likely to resume, should the anti-dumping measures in place be discontinued, and that the Canadian
gypsum board industry is extremdy vulnerable to materid injury asaresult of such dumping.

Parties in favour of a continuation of the finding argued that the North American gypsum board
market is in virtudly the same podtion as it was in 1987-88, i.e. a the beginning of a downturn of the
US gypsum board industry’ s business cycle and the coming on stream of substantial US production capacity
at the same time as the Canadian industry is experiencing abusiness cycle upturn.

Westroc and GP Canada noted that, dthough US congtruction activity has been expanding since
1993, the forecadt for the coming yearsis for a softening or, at best, a Sabilization in the economy in genera
and condruction activity in particular. Since the demand for gypsum board is derived from congtruction
activity, Westroc and GP Canada argued that these forecasts make it clear that the US gypsum board
industry can expect to experience declining demand, production and capacity utilization rates from 1997
to 2000. They clamed that the forecasts indicate that the conditions which helped the US gypsum board
industry reach the levels that it atained in 1995 through 1997 are about to change, paving the way for a
reduction in shipments and capacity utilization for US producers. It was submitted that this dowdown in
demand has aready occurred in the south central and midwest regions.

Much evidence was presented with respect to the announced capecity expanson plans by
US producers of gypsum board. Westroc and GP Canada argued that, as the experience of the 1980s and
1990s has shown, the US market has had a history of capacity additions decided at a time when the market
was growing and coming on stream at the end of an upward cycle.

Parties in favour of a continuation of the finding introduced evidence that US producers of gypsum
board plan to expand their production capacity by approximately 4.5 to 5.0 BSF® between 1997 and 2000.
It was noted that this increase in production capacity is amost double the total annual capacity reported by
the Canadian gypsum board producers in 1996. GP Canada related this significant volume of new capacity
to the Tribund’s 1993 statement of reasons when it found that “the real importance of the U.S. sdles lies not

9. BSF = hillion square feet. EStimates vary depending on the amount of capacity creegp which is assumed
for eech year.
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in the measurement of volumes sold, but in their effect on domestic prices™ and that a small volume of
dumped gypsum board can have a dramatic affect on the performance of the domestic industry.

Partiesin support of a continuation of the finding argued that, with the scheduled increase in capacity
by US producers, there will be a sgnificant decline in capacity utilization in a capital-intensive industry
which requires high levels of capacity utilization to remain profitable. Gypsum board manufacturers have
financid and operationa incentives to run plants a full capacity. Westroc and GP Canada aso noted that
capacity utilization is particularly important for the independent and regiona producers.

Based on the somewhat pessmigtic forecasts for demand of gypsum board in the US market from
1998 to 2000, counsd for parties in favour of a continuation of the finding argued that the announced
US capacity additions will cause mgor disruptions in the US market. Counsel submitted that capacity
utilization rates will drop below the 90 percent level and that the historical evidence shows that reduced
prices follow reduced capacity utilization.

Counsd for parties in favour of a continuation of the finding dso stated that other factors suggest
that there is a likelihood of renewed dumping by US producers. These factors include the level of debt
among US producers, freight equdization or sales of gypsum board outside “logica” freight zones, and the
vaue of export sales.

GP Canada noted that there are gill subgtantid debt service obligations by a number of
US producers. Also, additiona debt may reasonably be expected to be taken on to finance the aggressve
capacity expanson being undertaken by manufacturers such as USG, Nationd, James Hardie, Republic
Gypsum Company and Temple-Inland Forest Products Corporation. It was argued that this debt will provide
subgtantia incentive to maintain high capacity utilization rates by maintaining or increasing sales volume.

In addition, testimony was presented by Westroc and GP Canada which addressed the continued
presence of gypsum board in US regions, well outside of the logica freight zone of the producers
manufacturing facilities, which is sold at prices below the net return earned on the bulk of sales from the
same facilities. After taking into account freight costs to regions where US firms are non-resident
manufacturers of gypsum board, it was suggested that these US producers often sdll to distant markets at
prices that are lower than those to their local markets. Westroc and GP Canada argued that this shows ahigh
propensty by US manufacturers to seek dternative markets (including export markets such as Canada) at
lower prices and that, in doing so, prices in the destination markets inevitably decline, thereby causing injury
to locd producers. Therefore, in order to maintain utilization levels, US producers of gypsum board ship
product to distant markets. The increasing use of rail dlows for access to even more distant markets where
product is either warehoused or sent to reload centres.

Westroc and GP Canada submitted that, since 1993, US producers have maintained their exportsto
offshore markets much further away than Canada despite significant freight costs. They argued that the
evidence indicated that certain US producers exports to third country markets earn, in some cases,
sgnificantly lower net returns than those earned by sales in the US market during 1995-97. Westroc and
GP Canada submitted that such export activity reflects the natura tendencies of US gypsum producers to
dump product.

10. Supra note 2, Statement of Reasons at 12.
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In support of the argument that there is a likdihood of resumed dumping in Canada by
US producers, parties in favour of a continuation of the finding argued that the forecast for the decline in
demand combined with the significant volume of new capacity expected to come on stream promise a strong
likelihood of an early and a lasting decline in US capacity utilization rates. This will leed to a downward
pressure on gypsum board prices in the United States and to a propengty for US exporters to resume
shipping gypsum board to Canada at dumped prices.

Turning to arguments regarding the likelihood of materia injury, Westroc and GP Canada argued
that, in the absence of dumping from the United States, the projected improvements in the Canadian market
should have positive effects on Canadian producers production, capacity utilization, domestic sales and,
perhaps, price levels. They bdieve that, should the dumping of gypsum board in Canada resume, the
Canadian gypsum board industry will suffer the same types of materid injury found by the Tribund from
1990 to 1992, but with more devagtating consequences, given the vulnerable state of the Canadian gypsum
board industry following its muted performance between 1993 and 1995.

Westroc and GP Canada submitted that the anticipated softening of US demand together with a
decrease in capacity utilization rates will have a twofold impact on the domegtic indudtry. First, it will cause
US producers to seek out new businessin Canada by undercutting Canadian sdlling prices. Thiswill prevent
Canadian producers from regping the necessary benefits of the long awaited recovery in the domestic market.

Second, and more importantly, counsd for parties in favour of a continuation of the finding argued
that the projected downturn in demand in the United States will have a negeative impact on the domestic
industry’s export sdes. This will result in reduced exports by the domestic industry to the United States.
Export sales to the United States have been a mgor contributor to the improvement in the hedth of the
Canadian gypsum board industry between 1993 and 1996. This loss of business will make Canadian
producers more vulnerable to resumed dumping. It will dso result in Sgnificantly lower capacity utilization
and higher unit costs. But for the substantial export sales between 1993 and 1997, the capacity utilization
rates for Canadian producers would have been unacceptably low.

Parties in favour of a continuation of the finding argued that, in the Tribund’s 1993 statement of
reasons, a Sngle percentage drop in the price of gypsum board cost the Canadian industry millions of dollars
in ahnual revenues and that a 10 percent decline in gypsum board prices caused materid injury. It was
submitted that a 10 percent decline in pricing would still be materidly injurious as, in today’ s circumstances,
such a 10 percent decline in pricing would take the industry very close to a bresk-even point. It was further
submitted that a price decrease of less than 10 percent would aso be materially injurious.

A witness for Westroc attempted to put the vulnerability question into perspective. He noted that a
price decline of only 10 percent would essentially wipe out the profits of the gypsum board industry. This
would occur at atime when domestic producers are looking a a modest upturn in the demand for gypsum
board in Canada, something that has not been seen for about a decade. The witness for Westroc argued that
this necessary improvement in sdles and profitability isin jeopardy from the likelihood of resumed dumping.
It was further argued that, with gypsum board being a commodity product, the entry of US gypsum board
into the Canadian market will come from undercutting the price, which will cause price declinesin Canada at
atime when domestic producers are extremey vulnerable.

In addition, it was argued by partiesin favour of a continuation of the finding theat the consolidation
of buying power in Canada and the emergence of “big-box” retailers, such as The Home Depot Canada, as
subgtantial purchasers of gypsum board increase the vulnerability of the domestic industry. They further
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argued that these buyers will not hesitate to seek out US-produced gypsum board if their prices are below
those of the domestic producers.

In summary, parties in favour of a continuation of the finding argued that the historical evidence on
the record will tell us what will occur. Specificaly, when the US industry or individuad manufacturers had
excess production cagpacity, US-manufactured gypsum board was shipped to the Canadian market at lower
net returns than earned on sales closer to the US production facilities.

Parties in Favour of a Rescission of the Finding

CGC, the second largest domestic producer of gypsum board, adong with James Hardie and
Nationd, two US gypsum board producers, argued in favour of arescisson of the finding. It was submitted
that circumstances that were present in the Canadian and US gypsum board markets from 1990 to 1992 will
not occur again. Firgt, they contended that the events which led up to the 1993 finding followed a consstent
drop in US housing starts and US demand for gypsum board over a period of Six years starting in 1986 up to
and including 1991 and a congstent drop in Canadian housing starts and Canadian demand for a period of
four years starting in 1987 up to and including 1991.

Second, these parties noted that the finding was made a a time when both the US and Canadian
economies were just beginning to recover from a deep recesson, with US producers redlizing nationd
average sdlling prices of less than US$70/MSF in 1992 compared to more than US$120/M SF at the pesk
in 1986. Currently, USG's nationa average pricefor gypsum board is over US$120/M SF.

Third, Canadian exports of gypsum board to the United States, which pesked a 800 MMSF*
in 1986, had precipitoudy dropped to 93 MMSF by 1991. Currently, the Canadian producers export gypsum
board to the United States in record volumes, suggesting that, before dumping of US gypsum board in
Canada could occur, Canadian exports would have to cease. It was submitted that this is not expected to
occur in the next two years.

It was further submitted that there have been significant changes in the gypsum board industry since
the Tribunal’ s 1993 finding. Reference was made to the substantial ongoing growth in the US economy, the
srong performance in both resdential and commercia building starts and the remodelling sector in the
United States. These factors have resulted in a sgnificant growth in the US gypsum board market since
1993.

Currently, the US gypsum board industry is operating a 95 percent capacity, and some
US producers have their customers on alocation. US sdlling prices of gypsum board are a higoricdly high
levels and are higher than they are in Canada. Because of this and the strong demand in the US market,
partiesin favour of arescisson of the finding argued that US producers are not interested in sdlling gypsum
board in the Canadian market.

From astructura and financial perspective, the US industry has extensively restructured and is now
operating profitably. CGC, James Hardie and Nationa argued tha the margind, single-line manufacturers
are not a big factor in the industry and, as a result, that the consegquences of decisions driven by “cash flow”
and “capacity utilization” are no longer a concern. At the time of the finding, the Tribund put considerable

11. MSF = thousand square fedt.
12. MM SF = million square fet.
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weight on the heavy indebtedness of US producers and the regional imbal ance between supply and demand.
It was submitted that neither of these conditions exists today.

Parties in favour of a rescisson of the finding argued that recent buoyant conditions in the
US gypsum board market characterized by high utilization rates of the US industry and US price levels are
positive indicators which are expected to continue, at least in the short term.

CGC, James Hardie and Nationd stated that US research studies indicate that US prices are
expected to continue to increase at a modest rate. These forecasts show that the US producers capacity
utilization rates are expected to remain high despite the announcements of significant increases in

US gypsum board capecity.

The continuing strength in demand islikely to result in only a modest backing off from the premium
pricing that has been redized while the industry has been operating & near its capacity limit. It was
suggested by parties in favour of arescisson of the finding that the industry can maintain prices as long as
utilization rates remain above 90 percent. Moreover, as there is no foreseen “metdown” of the economy,
there should be no precipitous declinein utilization rates for the USindustry.™

With respect to pricing into export markets, National submitted that these sales represent less than
1 percent of total US shipments. In addition, there have been no indications that US gypsum board producers
have been aggressvely maintaining their presence in other export markets since 1993. Furthermore, Nationa
argued that comparing gross domestic and export sdlling prices can be most mideading. These sdes are
made ex-mill or ex-dock, in which case no trangportation, handling or reload cogts are incurred by Nationd.
Since Nationa expends little or no effort in soliciting such orders, there are much lower sdlling and generd
overhead expenses associated with such transactions.

In response to the claim that US producers continue to sel into regions wel outside the logica
freight zone of the producers manufacturing facilities, Nationa submitted that it adjusts the price of gypsum
board to the prevailing price in the region being served. It argued that this is something that any responsible
supplier does as a matter of course. It was submitted that, in the mgjority of instances, the price invoiced is
higher than that invoiced in the home market.

Parties in favour of arescisson of the finding clamed that the most recent forecasts are optimistic,
suggesting the diminishing likelihood of a recesson in the United States and the expectation of vigorous
housing activity and continued earnings gains. In addition, forecasters are raising their estimates for 1998
because of the stronger than expected demand for gypsum board in the third quarter of 1997, due to the
continuing robust performance of housing and commercia congruction sectors. Price estimates for 1998
have also been revised upward.

With respect to the announced capacity increases, parties in favour of a rescisson of the finding
submitted that these announcements must be put in perspective. In this regard, the net increase in capacity
from 1992 to 1997 amounted to 9.6 percent, which was well below the 35.7 percent growth rate in the
US market over this same period. It was also submitted that capacity additions submitted by GP Canada and
Westroc do not include closures, which are rardly announced. As a consequence, these figures could
overdate actud capacity additions by an important margin.

13. Exporter’s Exhibit E-1 (protected), par. 45, Adminigtrative Record, Vol. 14.
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James Hardie and Nationa noted that manufacturers' decisions as to where to locate new plants are
heavily influenced by andlyses of underserved market areas where there is a good potentid for market share
growth. They argued that this fact aso limits the potentia for new capacity to move to Canada. In addition,
because of complex licensng and gpprova processes, as well as the degree of risk associated with an
announced start-up date, certain investment decisions can be and often are deferred.

It was argued that the data reported by the Gypsum Association are not reported on a consstent
bass. Shipment data, asthe term implies, are for actua product shipped. They are, therefore, a mixed range
of products representing both standard and specidty walboard of differing sizes. Capacity, on the other
hand, is a somewhat theoreticd figure, asit represents potentia output if only 1/2-in. standard board is being
produced. As aresult, parties in favour of arescisson of the finding argued that the capacity data overdate
practical production cagpability.

Parties in favour of arescisson of the finding noted that various US producers use a factor to “mix
adjust” the capacity figures issued by the Gypsum Association. While this adjustment factor does not ater
the general trend line conclusions relating to capacity utilization, it does dter the percentage utilizetion rates
and subgtantialy reduces capacity additions announced by the US industry, as well as excess capacity
forecasts when expressed in MSF.

In light of these developments, these parties submit that US producers will continue to supply the
increasing US demand for gypsum board and do not consider the Canadian market to be a factor in ther
future plans. Findly, as a consegquence of the present level of the Canadian dollar, the US industry prefersto
sarviceits US customers at superior returns to those which would be achieved on sdesto Canada.

PRELIMINARY ISSUE

As part of their argument in this proceeding, counsd for Westroc addressed the application of the
“clearly foreseen and imminent” standard in the context of areview under section 76 of SIMA.

Counsd for Westroc noted that the “clearly foreseen and imminent” standard is set out in Article 3
of the Agreement on Implementation of Article VI of the General Agreement on Tariffs and Trade 1994
(the Agreement), which governs determinations of injury and threat of injury, wheress it is not contained in
Article 11 of the Agreement, which governs review proceedings. Counsel submitted that the test for the
continuation of afinding is set out in Article 11.3 of the Agreement, which provides that anti-dumping duties
areto be terminated not later than five years after being imposed, unlessit is determined that the expiry of the
duty “would be likely to lead to continuation or recurrence of dumping and injury.” Counsdl argued that the
Tribuna should not gpply the “clearly foreseen and imminent” standard in thisreview.

With respect to this issue, counsd for CGC referred the Tribund to its statement of reasons in
Review No. RR-89-009." In that case, the Tribunal found that there were similarities between the questions
that it must examine in considering whether a threat of injury exists and those that it must consder in a

14. Assigned in Marrakesh on April 15, 1994 (in force for Canada on January 1, 1996).

15. Stainless Steel Bars and Stainless Steel Wire in Cut Lengths, Originating in or Exported from Brazil,
the Federal Republic of Germany, France, Japan, the Republic of Korea and Spain, Order and Statement
of Reasons, July 20, 1990.



Canadian International Trade Tribunal -14 - RR-97-004

review. The Tribunal found that paragraph 6 of Article 3 of the GATT Anti-dumping Code,*® which then
contained the “clearly foreseen and imminent” standard, to be “ingtructive in interpreting the concept of
threat of injury.’™” Counsd argued that the Tribunal should apply that standard in this review.

Article 3 of the Agreement is entitled “Determination of Injury.” Article 3.7, which relates to threst
of injury, provides, in part, that “[t]he change in circumstances which would create a Situation in which the
dumping would cause injury must be clearly foreseen and imminent.”

At the time that the Agreement was implemented into Canadian law, subsection 2(1.5) was added to
SIMA. It provides asfollows:

For the purposes of this Act, the dumping or subsidizing of goods shdl not be found to be threatening
to cause injury or to cause a threet of injury unless the circumstances in which the dumping or
subsidizing of goods would causeinjury are clearly foreseen and imminent.

While counsel focused their arguments regarding this issue on certain provisions of the Agreement,
the Tribuna is of the view that subsection 2(1.5) of SIMA makes it clear that the Tribund is required to
apply the “clearly foreseen and imminent” standard only in consdering the question of threat of injury in an
inquiry under section 42. In this regard, the Tribuna notes that SSIMA contains no parald provison to
subsection 2(1.5) with respect to reviews under section 76.

The Tribund’ sview is congstent with the structure of the Agreement. In the Agreement, pursuant to
Article 3.7, the “clearly foreseen and imminent” standard applies only to the threat of injury question.
Moreover, Article 11 of the Agreement sets out a different standard with respect to the review and
continuation of findings and orders. Article 11.1 provides that anti-dumping duties are to “remain in force
only as long as and to the extent necessary to counteract dumping which is causing injury.” In addition, as
noted by counsd for Westroc, Article 11.3 provides that anti-dumping duties are to be terminated not later
than five years after being imposed, unlessit is determined in areview that “the expiry of the duty would be
likely to lead to continuation or recurrence of dumping and injury.”

Notwithstanding the foregoing, the Tribuna notes that, as a practica matter, due to the tendency of
economic forecasts to decline in terms of religbility as one goes further out into the future, in reviews, the
Tribuna has tended to rdy more heavily or place grester weight on evidence concerning what is likdly to
happen in the market in the near or medium term, rather than what may happen over the long term.
For example, in Review No. RR-90-001,*® the Tribunal stated:

It is impossible for the Tribund and suppliers to anticipate, with any degree of certainty, whet is
likely to occur in the market for tubing in the medium or long term. Market and technologica
conditions could change, leading to mgjor increases or sharp declinesin potentid demand.*®

16. Agreement on Implementation of Article VI of the General Agreement on Tariffs and Trade, Sgned in
Genevaon April 12, 1979.

17. Supra note 15, Statement of Reasons &t 9.

18. Certain Nickel and Nickel Alloy Seamless Tubing Imported from Japan or Otherwise Introduced into
the Commerce of Canada by a Manufacturer, Producer, Vendor or Exporter in Japan, Canadian
Internationa Trade Tribund, Order and Statement of Reasons, December 21, 1990.

19. Ibid. Statement of Reasons at 11.
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Indeed, asis discussed below, in this review, the Tribund has attached more weight to the forecasts
to the end of 1999, rather than to the forecasts for the year 2000 and beyond.

ANALYSIS

Section 76 of SIMA provides that, on completion of areview, the Tribuna shdl rescind or continue
an order or finding, with or without amendment. In making its decision in this matter, the Tribund dedls with
two fundamental questions. It first determines whether there is a likelihood of resumed dumping, if the
finding is rescinded. If the Tribuna finds that there is a likdihood of resumed dumping, it then determines
whether such dumping is likely to cause materia injury to the domestic industry. Before consdering these
two fundamenta questions, the Tribuna considered the change in market conditions in the gypsum board
industries in Canada and the United States, since the period leading up to the origind finding. The Tribuna
conddered this exercise to be useful, as parties supporting a continuation of the finding argued that the
conditions present in the market today closdly resemble those which exigted prior to the Tribuna’ sfinding in
1993, whereas partiesin favour of arescisson of the finding took the opposite view.

Changes in Market Conditions

In congidering the extent to which circumstances may have changed in the market since the origina
finding, the Tribuna examined the extensve evidence before it on the Canadian and US gypsum board
industries. The Tribund began its andyss by considering the factors which led to the dumping of gypsum
board prior to its 1993 finding. It then considered whether these factors continue to exist today.

Canada

When the Tribund made itsfinding in 1993, the Canadian economy was dowly recovering from the
recesson. This recession was more severe in Canada than it was in the United States. It also lasted longer in
Canada, epecialy with respect to the housing sector which remained wesk well after the end of the overdl
recesson. This weakness had a negative impact on demand for gypsum board. The recession was aso more
severe in Eastern Canada than in Western Canada, where it occurred later and was milder than in the rest of
Canada.

The severity of the recession in Canada had a direct and negative impact on gypsum board demand
and on the domestic gypsum board industry’ s performance. The Canadian gypsum board market declined by
18 percent between 1989 and 1991. In 1991, the domestic industry operated a 57 percent of total capacity,
down from 86 percent in 1989. Average sdlling prices for gypsum board declined by 20 percent between
1990 and September 1992. Exports to the United States plunged by 76 percent and represented just
4 percent of total sales of gypsum board, down from 13 percent in 1989. The domestic industry’ s net income
dropped from $58.0 million in 1989 to less than $1.0 million in 1991. For thefirst eight months of 1992, the
industry reported losses of $5.5 million.

Since the Tribund’s finding, there has been moderate but continuing growth in the Canadian
economy. However, housing arts have lagged overdl economic growth by a wide margin. They fell from
168,000 units in 1992 to 111,000 units in 1995, which was a 30-year low. While housng starts increased to
125,000 units in 1996, they remained well below the levels recorded during 1992-94. As a consequence of
this poor performance, the domestic gypsum board market declined by 17 percent between 1992 and 1996.
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While the domestic gypsum board market was not strong during the past five years, the domestic
industry performed quite well. The domestic industry’s profitability showed marked improvement over this
period, with gross margin reaching 28 percent in 1996, up from 8 percent recorded in 1992. Over the same
period, net income reached amost $39.0 million compared to aloss of $5.5 million. The domestic industry
operated at 86 percent of capacity in 1996, a sgnificant improvement over the 64 percent utilizetion rate in
1992. These positive results were largely due to the domestic industry’ s ability to ship increasing volumes of
gypsum board to the United States. Exports to the United States reached 835 MMSF in 1996, up from
126 MMSF in 1992, a 563 percent increase. In 1996, export sales accounted for 28 percent of total sales of
gypsum, compared to just 5 percent in 1992.

Table 1 provides a review of the consolidated domestic industry’s income statement for gypsum
board in this case. It revealsthe level of success achieved by the industry since the issuance of the finding in
early 1993. The clearest manifestation of that success is the financid performance of the domestic industry
over the period of review, which improved as a result of a strong export performance and increasing price
levelsfor gypsum board in Canada.

TABLE 1

CONSOLIDATED DOMESTIC INDUSTRY’S
INCOME STATEMENT FOR GYPSUM BOARD

($000)

January to June

1992 1993 1994 1995 1996 1996 1997
Net Sdles 260,410 285163 331,722 298386 309,272 140,161 155,686
Cogtof GoodsSold 236,121 238508 261,205 240121 223768 104,860 115,893
Gross Margin 24,289 46,655 70,517 58,265 85504 35,301 39,793

(Percent Share)

January to June

1992 1993 1994 1995 1996 1996 1997

Net Sdles 100 100 100 100 100 100 100

Cost of Goods Sold 91 84 79 80 72 75 74

GrossMargin 9 16 21 20 28 25 26

Notes:

1. GP Canadacould not ssparate export expensesfrom tota gypsum expenses, therefore, they areinduded.
2. Fiscd year ends December 31 for CGC and GP Canada. Fiscd year ends March 31 for Westroc.
Westroc' sfiscd 1993 (April 1992 to March 1993) has been added to CGC and GP Canedd s calendar year 1992.

Source: Protected Pre-Hearing Staff Report, September 23, 1997, Tribuna Exhibit RR-97-004-6
(protected), Adminigtrative Record, Vol. 2 at 21.29.

The domestic gypsum board industry has undergone both mgor structurd and organizationd
changes since 1992. In 1996, GPC purchased the Canadian gypsum board assets of Domtar. Westroc took
on new capacity by purchasng Nova Gypsum in MacAdam and reopened the plant which had ceased
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operations in 1991. USG, which had previoudy owned 67 percent of the outstanding shares of CGC,
purchased dl of the remaining outstanding shares. Atlantic, the smallest domestic producer, came out of
recaivership in February 1993 after having closed in June 1992.

United States

Therecession of the late 1980s and early 1990s in the United States, coupled with the financia crisis
of savings and loans indtitutions in the United States, led to a drop of 12 percent in gypsum board demand
between 1989 and 1991. The US gypsum board industry’s capacity utiliztion rate fell from 87 percent to
75 percent, while slling prices declined from US$85/M SF to US$70/M SF, adrop of 18 percent.

During this period, US producers representing 60 percent of the production capacity of the
US gypsum board industry were in chapter 11 bankruptcy proceedings. USG, the largest US producer of
gypsum board, and Nationd, the second largest producer, emerged from chapter 11 bankruptcy proceedings
in 1993. The Cdotex Corporation, athird US producer, emerged from bankruptcy protection in 1996.

The shadow of increasing debt service obligations and related credit restrictions combined to make
cash flow an imperative for US producers of gypsum board. Under these circumstances, these producers
sold gypsum board to cover their cash obligations, even though prices were unprofitably low.?

During this same period, it is noteworthy to mention that one-line plant operations operated at full
capacity despite the major downturn in the US economy and contributed to the excess supply of gypsum
board.

These developments spilled over into the Canadian market where sales of US product were made
through direct sdes by US producers, sdes agents and commodity brokers. At that time, US suppliers
bypassed Canadian buying groups, which accounted for a substantial proportion of domestic sdes, and sold
directly to members of the buying groups themselves.

US broker involvement in the Canadian market was a new development and was particularly
disruptive. The gypsum board that US brokers offered came from a wide spectrum of US producers,
including those located in the south centrd region of the United States, as well as from the mgjor nationa
producers. They did not purchase product directly from US producers, but bought gypsum board in the open
market through third parties. As a consequence, brokers were able to sl gypsum board to Canadian
purchasers from producers such as Nationa that did not ordinarily dedl with brokers.

In its 1993 finding, the Tribunal found that US imports of gypsum board drove Canadian prices to
ever lower leves through the effects of dumping. The Tribund noted that the Deputy Minister of Nationa
Revenue had determined that the average margin of dumping was dightly over 27 percent, which, in the
Tribunal’s opinion, was a huge margin of underpricing in a commodity market where even smal price
differences could lead to large shiftsin purchases by customers.

In contrast to 1989-91, there were significant changes during the past five years in the United States
with respect to the economy, the gypsum board market and the structure of the gypsum industry. During this
period, there was ongoing growth in the US economy. Strong housing and commercia activity, including
growth in the remoddling and repair sector, had a sgnificant impact on the gypsum board market as

20. Supranote2 at 11.
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reflected by a 28 percent increase in demand over this period. Increasing demand led to steady increasesin
capacity utilization by the US gypsum industry and, by 1996, the utilization rate reached 95 percent.

US sling prices for gypsum board increased steadily from their lows in 1991-92. In 1997, sdling
prices were about 40 percent higher than they were in 1992. This rapid price escaation reflects three price
increases which were introduced in 1997. Also, there is more price stability in the US market. One of the
reasons for this development has been the discontinuation by severd producers of sdlling gypsum board
through brokers.

Turning to financia performance, the US gypsum industry returned to profitable operations after
having suffered significant losses during 1991-92. Many US producers have taken advantage of these
positive results by reducing their debt significantly snce 1992. One mgor US producer has recently
indicated that it intends to use 50 percent of earnings to reduce debt and the baance for capita
improvements.

Since 1992, the US gypsum board industry has consolidated and restructured. The number of
US producers has been reduced by 2 to 11. One-line plant operations have declined by 50 percent. Some
one-line plant operations, such as Boral Gypsum and Eagle, no longer own plants (Boral Gypsum was
purchased by James Hardie, while Centex purchased Eagle). Bora Gypsum was one of the dominant
exporters of gypsum board to Canadain the years prior to 1993.

Major ownership changes occurred in the US gypsum board industry in 1995 and 1996. In 1995,
Delcor Inc. purchased Nationa, the second largest producer of gypsum board in the United States. In 1996,
the gypsum board assets of Domtar in the United States were acquired by GPC. Asaresult of this purchase,
GPC became the third largest producer of gypsum board in the United States and the second largest
producer in North America. Also, in late 1996, Lafarge Gypsum entered the US gypsum board business
with the acquigition of two former Domtar plants.

Current Situation in the United States

During the past Six to seven years, there has been continuous growth in the US economy. Currently,
the US economy is buoyant, and the demand for gypsum board is strong. Interest rates and inflation are low,
and there are few signs of arecession in the United States ™ US gypsum board selling prices are presently at
historicaly high levels, as shown in Table 2. The performance of the US gypsum board industry in the most
recent period, the third quarter of 1997, was stronger than had been generally expected.

Table 2 dso shows that the US gypsum board industry operated at 95 percent of capacity during the
firgt haf of 1997. Indeed, the evidence shows that, in some US regions, US producers are operating at full
capacity and have their customers on alocation. Moreover, the primary source of the dumped gypsum board
in 1992, the south central region of the United States, is now the home to facilities operating a high levels of
capecity with relatively hedlthy pricelevels,

21. The evidence on the record upon which the Tribuna must base its decision does not contain information
relating to the economic events which unfolded in Asian countries during the last quarter of 1997. Therefore,
any potential impact that this may have on the US economy in 1998 could not have been taken into account.
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TABLE 2

COMPARATIVE DATA TABLE
CANADIAN AND US GYPSUM BOARD INDUSTRIES

January to June
1994 1995 1996 1996 1997

Canadian Capecity (MM SF) 3,296 3,390 3,403 1,703 1,781
Canadian Utilizetion Rate (%)

On Canadian Sdes 76 61 62 57 67

On Export Sdes 13 18 24 19 25

OnTotd Sdes 89 79 86 76 92
US Capacity (MM SF) 24,640 25,180 25,900 12,950 13,065
US Utilization Rate (%) A 92 95 93 95
Average Selling Prices (SCAN/MSF)
1/2-in. Standard Gypsum Board

Canada N/A 133 138 138 131

United States N/A 143 139 135 157
5/8-in. Type X Gypsum Board

Canada N/A 162 169 169 164

United States N/A 162 156 153 173

MM SF = million square feet.

M SF = thousand square fedt.

N/A =not avalable.

Source: Protected Pre-Hearing Staff Report, September 23, 1997, Tribuna Exhibit RR-97-004-6
(protected), Adminidrative Record, Vol. 2 a 21.44, 21.80 and 21.89. Canadian utilization rates on
Canadian and export sdles estimated are based on sades data received from Westroc, CGC and GP Canada.

In summary, the US industry has restructured and rationdized during the past five years. The
US market has shown strong growth and remains buoyant. US sdling prices for gypsum board are now
sgnificantly higher than Canadian gypsum board prices, and the US indudtry is running a a high rate of
capacity and, currently, there are no exports of gypsum board to Canada. US producers are finding the
US market more attractive than the Canadian market. This Situation is not likely to change soon due to the
current high demand and price levelsin the United States. The Tribuna considers that, on the basis of these
developments, the circumstances in the market today are much different from what they were at the time of
the 1993 finding.

Likelihood of Resumed Dumping

Having reviewed the changed circumstances in the gypsum board industry in both Canada and the
United States and the present situation in the US industry, the Tribuna now turns to consider the question of
whether there is a likelihood of resumed dumping, if the finding is rescinded. In this respect, the Tribuna
addresses the main arguments presented during the review process.



Canadian International Trade Tribunal -20- RR-97-004

The partiesin favour of a continuation of the finding argued that the dumping that took place in the
late 1980s will reoccur in the late 1990s. Specificdly, the US gypsum board indudtry is a a point in its
business cycle which is very much like that which it faced in 1987. Westroc and GP Canada bdlieve that the
USindudtry is a the pesk of the business cycle. Demand is about to decrease over a period when much new
capacity is going to be added and, as a consequence, they expect the price of gypsum board to fal
dramaticdly asit did in 1987. In light of Canada s geographic proximity and the fact that US producers are
familiar with the Canadian market, they are likely to seek opportunitiesin the Canadian market.

In order to quantify the relationship between capacity utilization and the price of gypsum board in the
United States, parties in favour of a continuation of the finding commissioned two economic experts™ to
develop an econometric mode (the Boltuck Report). Based on a range of assumptions for severa externd
economic variables, the economists used the modd to make projections of demand, capacity utilization and
prices for gypsum board in the United States to the year 2000.

The forecasts presented generdly indicated that increases in production capecity for the industry will
occur faster than increases in demand for gypsum board over the period from 1998 to 2000. As a result,
capacity utilization is expected to decline. Based on historica performance, Westroc and GP Canada argued
that this declining rate of capacity utilization would lead to a decrease in the price of gypsum board and
renewed dumping.

Parties in favour of a rescisson of the finding argued that circumstances have changed since the
origind finding. They pointed to the substantial growth in the US gypsum board market, high capacity
utilization rates of the US industry and a gypsum board industry which has achieved financia stability. While
it was acknowledged that new capacity was scheduled to come on stream, they argued that the new capacity
would not lead to dumping in Canada.

CGC commissioned two economic experts™ to respond to the Boltuck Report. In generd, the
authors of the rebuttal report”™ submit that the Boltuck Report has conceptua and empirica flaws. The
principa findings presented in the rebuttal report are: firg, the Boltuck Report is based on overly pessmistic
externd forecadts;, second, it does not modd capacity changes as a performance-dependent variable; and,
third, it fails to recognize the importance of the differencesin regiona economic performance.

The Tribund is of the view that the basic structure of the mode in the Boltuck Report and the
directions of its results on the price of gypsum board are consistent with the genera indications underlying
other evidence presented by parties. Generdly, this evidence indicated that, within certain ranges, adeclinein
capacity utilization leads to a decline in the price of gypsum board and that an increase in capacity utilization
leads to a rise in price. Given the announced intentions for a large increase in production capacity by
US producers, a crucia question for the Tribunad is the probable impact of demand and other factors on the
magnitude and timing of the increase in capacity. The economic model was not designed to capture the
process by which gypsum board producers decide when to increase or decrease capacity, by how much and
in what location. To address these questions, the Tribuna relied upon evidence presented by representatives
from the US and Canadian gypsum board industries, rather than on the economic mode!.

22. Richard D. Boltuck and Frederick L. Joutz.
23. Andrew R. Wechder and Lawrence P. Schwartz.
24. Manufacturer’ s Exhibit D-23, Administrative Record, Vol. 11C.1.
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In congdering whether there is a likelihood of resumed dumping, the Tribuna first andyzed the
forecasts presented for the demand of gypsum board in the United States. Second, it reviewed the announced
capacity additions that are expected to come on stream. Third, the Tribunad considered the effects that
estimated demand and capacity additions may have on capacity utilization rates. Finaly, it took into account
the potential effects of changing cepacity utilization rates on future prices of gypsum board in the
United States.

The Tribunal had before it numerous forecasts and plans, prepared by Canadian and US producers
of gypsum board, as well as forecasts prepared by third parties. Table 3 provides a summary of some of
these forecasts for capacity, shipments and capacity utilization in the US gypsum board industry. These
forecasts are derived from those submitted by partiesin favour of a continuation of the finding and by parties
in favour of arescisson of the finding. In addition, the summary takes into account the forecasts prepared by
third parties such as F.W. Dodge, Morgan Stanley and Dillon Reed.

TABLE 3

US SHIPMENTS, CAPACITY AND UTILIZATION
(1992-2000)

1992 1993 1994 1995 1996

Historical
Gypsum Association

Capacity (BSF) 2411 24.19 24.64 25.18 25.90

Shipments (BSF) 20.18 21.38 23.20 23.07 24.72

Utilization (%) 84 88 99 92 95
Forecasts 1997 1998 1999 2000
Capacity (BSF)

Lowest 26.19 27.14 28.40 29.80

Highest 27.90 29.46 30.60 32.40

Average 27.05 28.30 29.50 3110
Shipments (BSF)

Lowest 24.94 24.48 24.10 24.30

Highest 25.90 26.57 2752 27.61

Average 25.42 25,53 25.81 25.955
Utilization (%)

Lowest 91 88 83 79

Highest 97 96 99 91

Average 94.0 92.0 88.5 85.0

Note: The “lowest” and “highest” forecasts shown in the table represent the lowest and highest forecasts
presented by partiesin any given year. They do not represent any one company’ s forecast. The same gpplies
for the lowest and highest values of percent utilization which represent the lowest and highest values
presented by partiesin any given year, rather than being a value computed from the other valuesin the table.
The “average’ forecasts shown in the table represent the average of eight individua company-specific
forecagts for capacity, shipments and utilization.

BSF = hillion square fest.

Source: Therecord of Review No. RR-97-004.




Canadian International Trade Tribunal -22- RR-97-004

Table 3 shows that the average forecast for new capacity increases by close to 15.0 percent from
1997 to 2000. In addition, it shows that the average forecast for shipments of gypsum board increases
marginaly between 1997 and 2000.° The average forecast for capacity utilization levels fdls dightly to
92.0 percent in 1998, before declining to 88.5 percent in 1999 and 85.0 percent in the year 2000.

The Tribuna is of the view that the demand for gypsum board is derived mainly from the demand
for new housing and commercial building starts and, to alesser but growing extent, from the demand for the
remodelling and renovation of existing bildings,® both residential and commercia. A strong and growing
overdl economy will usually be accompanied by a buoyant housing market and growing demand for gypsum
board. A weak and declining economy will normally be accompanied by a depressed housing market and a
decline in the demand for gypsum board. Thus, the forecast for the economy and housing construction” is
crucia for the outlook for the demand for gypsum board.

Forecasts for the overal economy are prepared by alarge number of organizations. Their forecasts
are based on a range of underlying assumptions and methodologies. These forecasts are typicaly revised
during the year to take into account new Satigtica information which has become available and to reflect
revised assumptions about externd factors likely to affect the forecasts. As well, forecasts are likely to have
different reliabilities in terms of their accuracy in predicting specific economic or industrid aggregates such
as production and prices. The Tribund is of the view that it should give more weight to the average of the
forecadts presented. As well, the Tribuna believes that it should attach more weight to the forecadts to the
end of 1999, rather than to the forecasts for the year 2000 and beyond.

As shown in Table 3, the average of forecasts for shipments of gypsum board in 1998 and 1999
shows further margina growth, from the high level recorded in 1997. Thiswould represent a continuation of
the pattern of growth which has occurred in the United States in most of the years since 1992. If the dowing
of the generd economic growth in the United States were to dip into a decline in overal activity, then the
forecast for shipments of gypsum board would dso likely show a decline, as indicated by the lowest
forecadts for shipments shown in Table 3. The Tribund notes that, even if this were to occur, the declinein
shipments of gypsum board in 1999 rdative to 1997 would be about 3 percent, which is significantly smaller
than the decline of approximately 12 percent in US shipments over the period from 1989 to 1991.%

In this respect, the Tribund heard testimony from awitness for both Westroc and GP Canadaand a
witness for James Hardie that forecasts for the next 12 to 18 months do not call for a repeet of the sharp
decrease in demand for gypsum board in the United States which occurred in the period from 1989 to 1991
and that estimates call for amoderate growth rate of 2 to 3 percent.”>*° In light of the evidence and based on
itsreview of the various forecagts filed in this proceeding, the Tribund is of the view that the more plausible
scenario is that the demand for gypsum board in the United States will continue to grow, at least margindly,
in 1998 and 1999.

25. The highest estimates for shipments show an increase of closeto 7 percent from 1997 to 2000.

26. Dillon Read, Equity Research, May 30, 1997.

27. Manufacturer’s Exhibit A-16 (protected), Tab 1, “ Congtruction Market Forecasting Service 1998-2002,
Third Quarter, 1997,” Administrative Record, Vol. 12.1.

28. Tribunal Exhibit RR-97-004-26.1, Adminigtrative Record, Vol. 5.3 at 19.

29. Transcript of Public Hearing, Vol. 4, November 17, 1997, at 876.

30. Transcript of In Camera Hearing, Vol. 5, November 19, 1997, at 482.
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Having reviewed the outlook for demand in the United States, the Tribund will now consider the
issue of capacity expangon plans. Westroc and GP Canada provided extensive evidence on announcements
made by US producers regarding their capacity expansion intentions. The evidence on the record indicates
that the announced capacity additions for 1997 through to 2000, together with an amount for “capacity
creep,®™ is estimated to be between 4.5 and 5.0 BSF.

The Tribund believes that the estimated 4.5 to 5.0 BSF of planned capacity additions announced for
the years 1997 to 2000 may be somewhat overstated because the volume of capacity that actualy comes on
stream can be affected by a number of factors, including the time frame in which the new capacity will come
on dream, the regiond location of the new capacity, regiond growth prospects, the proximity to older
high-cost plants, and the structure and behaviour of today’ s gypsum board industry in the United States.

There are a number of factors which may influence the time frame in which the new capacity
additions will come on stream and which may lead to possible delays in the actud volume of operationa
gypsum board capecity available for the period from 1997 to 2000. They include securing a reliable source
of raw materia, the existence of a complex licensang and approva process, location and acquistion of the
land site, ordering and ingtaling the necessary equipment, environmenta hurdles and the economic climate a
the time when the capacity is scheduled to actudly come on line. These factors dl add to the degree of risk
associated with meeting the announced start-up dates. In this respect, the Tribunal believes that the indicated
gart-up dates for severa of the projects represent the earliest possible dates and that delays could occur for
various reasons.

In addition to the potentid delaysin the start-up of new capacity, the Tribunal believesthat there are
certain regiond factors which may mitigate the effects of new capacity additions on the US gypsum board
market. Members of the Gypsum Association receive shipment and capacity data® on a nationa and
regional bads. Regiond data provide vauable information on the nine US regions which are recognized by
members of the Gypsum Association. This regiona information alows members to track regiona growth
rates, as wel as the degree of their participation in each of these markets. This information also asssts
producers to better plan their capacity additionsin the regiond markets.

In this respect, the evidence shows that the location of some of the announced new capacity will be
inor near deficit markets. For example, the witness for James Hardie explained that the capacity that it added
in the Pacific Northwest was driven by the fact that about 50 percent of the market was being served by
out-of-area, high-cost producers and that James Hardie could not meet the market demand.®® Even after the
completion of the expansion in Seettle by James Hardie in 1997, there gill remains a portion of the market
which must be served by out-of-region producers.

Further, many regiond markets continue to have projections of buoyant economic growth.*
Evidence suggests that an important amount of the planned additiona capacity is amed at the current and
forecast shortfals in supply of gypsum board to certain regiond markets such the Pacific Northwest, the
Cdiforniamarket and the West South Centrd.

31. Capacity cregp occurs as firms acquire additional production experience and they are able to achieve
more production volume with their existing facilities.

32. The Gypsum Association aso publishes export data and recently began to report exports by country of
detination.

33. Transcript of Public Hearing, Vol. 6, November 19, 1997, at 1243.

34. Transcript of Public Hearing, Vol. 6, November 19, 1997, at 1248 and 1288.
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In addition, the Tribuna heard testimony that certain new capacity will be near older, high-cost
plants. Tesimony of the witness for GPC indicates that the drategic location of new capacity will give
companies the choice to curtall production to meet demand, to replace high-cost production, to mothball
plants or production lines (in extreme circumstances) or to refit the facilities for the production of other
products depending on the economic advantages of the decision at a given point in time. In a market where
there is high demand and high prices, companies will keep al their plants open, even the high-cost plants.
However, if the market and prices dip, they can curtail the high-cost production or, if necessary, close the
older facilities when the new lower-cogt facilities are fully operationd.

Ancther factor which may lessen the impact of the new capacity is related to the more consolidated
sructure of today’s gypsum board industry in the United States (i.e. larger, more integrated companies and
fewer one-line plants). This consolidation leads the Tribuna to believe that US producers of gypsum board
have an improved potentia and capability, rdative to 1992, to curtail production in times of a downturn in
demand, rather than sharply lowering prices while continuing to produce.

Further, US producers argue that the US gypsum board industry is now made up of more
economically rationa market players® After surviving the difficult times of the early 1990s, the Tribunal
believes that the mgor US producers are less likely to disrupt the market in which they al currently
participate at profitable levels. In this respect, the Tribuna agrees with counsd for the exporters who argued
that US producers would gtrive to curtall their expansion plans to reflect the emerging actud level of
demand.* Furthermore, if, as was suggested, the industry cycle trends towards less severe pesks and valleys
and, instead, has more graduated cycles® the Tribunal considers that this would also support the contention
that US producers may be in a better position to manage their capacity additions as the market requires.
Inthis regard, the Tribuna condders that the US industry is in a better podstion to manage the
implementation of its plansto increase capacity.

As previoudy noted, the current demand for gypsum board in the United States is high, and the
nationa capacity utilization rate is 95 percent and up to 100 percent for some companies, depending on the
region. This Stuation, together with the growth in market demand for gypsum board in the next 12 to
18 months, means that a certain amount of new capacity is required to keep up with demand. Clearly, the
industry must invest in new capecity if it is to keep up with the market. The Tribund recognizes that, in a
growing market, the need to maintain market share is one of the driving forces behind decisions to add new
capecity. Based on the above congderations, the Tribund is of the view that only ardatively small portion of
the new capacity expected to come on stream in the next 12 to 18 months may be in excess of demand
during that same time period.

Having considered the outlook for production capacity of gypsum board in the United States, the
Tribunal will now address the anticipated capacity utilization rates over the period from 1998 to 2000.
Partiesin favour of acontinuation of the finding believe that, even with stable demand for gypsum board, the
volume of new capacity which has been announced will result in amuch lower leve of capacity utilization in
the United States over the next two to three years. Certain estimates show that the utilization rate will be
about 90 percent in 1998 and will decrease to 79 percent in the year 2000.

35. Transcript of Public Hearing, Vol. 6, November 19, 1997, at 1311.
36. Transcript of In Camera Hearing, Vol. 5, November 19, 1997, at 495.
37. Transcript of In Camera Hearing, Vol. 2, November 13, 1997, at 36.
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The US producers and CGC, on the other hand, argue that, given the numerous factors which may
lessen the actud amount of capacity which will come on stream, utilization rates will be well above
90 percent in 1998 and will decrease marginaly in 1999 and 2000 to a percentage leve in the high 80s.

The Tribuna believes that, in generd, the level of capacity in the gypsum board industry tends to
expand to meet current and expected future demand. If demand weeakens, sales decline and the natura
consequence is idle capacity. Therefore, capacity that was necessary for pesk demand periods becomes
excess capacity during a cycle downturn. In an industry like gypsum board, where demand is highly
dependent upon business cycles and the economic climate in generd, thisisanorma expectation.

The Tribund believesthat, given the estimated moderate growth demand levels for gypsum board in
the United States and the estimated capacity for the US gypsum board industry over the 1998-99 period, the
average US capacity utilization levels are unlikely to fall dramaticdly. Asindicated in Table 3, the average
US capacity utilization levels are projected to be around 92.0 percent in 1998 and to dip to 88.5 percent in
1999, a rate which the Tribund feds is not unreasonably low in comparison to the US capacity utilization
rates of approximately 75.0 percent in 1991 and 83.0 percent in 1992 The Tribuna notes that these
estimates do not teke into account the possibility that US producers may close some facilities or curtall
production through shift reductions™ in order to support the market and price of gypsum board if demand
doesfall.

Notwithstanding the fact that there may be an amount of capacity which could be in excess of the
forecast demand, the Tribund believes that the US market for gypsum board, particularly over the next 12 to
18 months, will be able to absorb most of the new production from the capacity additions that are likely to
come on sream in that same time period. Accordingly, the Tribund is not persuaded that US capacity
utilizetion levelsare likdy to fal sgnificantly in the short run.

Having reached a conclusion on the outlook for US capecity utilization, the Tribuna next considers
the prospects for US gypsum board prices. The Tribuna heard testimony from both Canadian and
US producers that, if the industry can maintain capacity utilization levels close to 90 percent, the price of
gypsum board will tend to be rdatively stable. When utilization levels fal below 90 percent, prices aso
begin to fall.*’ In this regard, since the current capacity utilization levels are very high, the Tribuna believes
that there is room to alow for some moderating in demand growth without any appreciable impact on
gypsum board prices. Further, in light of testimony that US producers recognize that their high-cost plants
restrict efficiencies, these plants may be thefirst to operate at lower utilization levels, or indeed be shut down,
asthe need or opportunity arises.

Although parties in favour of a continuation of the finding argued strongly that there is a direct
relationship between capacity utilization levels and price, the Tribund notes that the evidence on the record
indicates that there are many other factors which aso influence the price of gypsum board. For example,
price may be influenced by certain regiona factors™** such as strong or wesk demand, which affect

38. Tribunal Exhibit RR-97-004-26.1, Adminigtrative Record, Vol. 5.3 at 19.

39. Transcript of In Camera Hearing, Vol. 4, November 18, 1997, a 428 and 429, and Vol. 5,
November 19, 1997, at 495.

40. Transcript of Public Hearing, Vol. 5, November 18, 1997, at 1041.

41. Transcript of Public Hearing, Vol. 5, November 18, 1997, at 1117.

42. Exporter’ s Exhibit E-5 (protected), Administrative Record, Val. 14.
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capacity requirements, the intendity of competition, the proximity of the market to high-cost or low-cost
plants, the cost of raw materias to producers in any given region, economic conditions™ and the sdle of
gypsum board to brokers™

Thus, when taking into consderation the influence that the many different factors have on price, the
Tribunal does not believe that thereis likely to be a decline in the price of gypsum board in the United States
smilar in magnitude to that which occurred between 1989 and 1991.

In light of the above, the Tribuna is of the view that the interaction between the forecast for
continued modest growth in the demand for gypsum board and the planned new capacity which is likdly to
actudly come on gream in the United States will not give rise to excess capacity which would be large
enough either to push US prices down dramaticaly or, more importantly, to creete the pressure that would
drive US producersto sell gypsum board to Canada a dumped prices.

The Tribuna considers that US producers would ether delay the implementation of new capacity if
demand does not warrant or support it or they would curtal or close the production of gypsum board a
high-cog, less efficient plants. Such rational business decisions would necessarily limit the amount of new
capacity which would come on stream in a weakened market Situation and, in turn, utilization levels would
not drop precipitoudy.

Further, the evidence shows that the US producers of gypsum board are currently operating in a
srong US market, at historically high levels of production and &t high prices. The Tribund is persuaded by
the evidence that the current and projected price levels in Canada, together with the current high price levels
and demand for gypsum board in the United States, provide little incentive for US producersto sdl gypsum
board to Canadanow or in the near future,

The Tribund recognizes that there is a possibility that some of the more pessmigtic forecasts for
demand, capacity, utilization and prices of gypsum board in the US market presented for late 1999 and
beyond may materidize. However, because longer-term forecasts are subject to greater uncertainty, the
Tribunal believes that more weight and consideration should be given to the near future rather than to the
more distant future. The Tribuna cannot continue the finding based on the chance that something negetive
may happen in the more distant future.

In light of the foregoing, the Tribuna concludes, on baance, that there is no likdihood of resumed
dumping of gypsum board in Canada.

Given this concluson regarding the likelihood of dumping, the matter of likelihood of materia injury
caused by aresumption of dumping does not need to be considered by the Tribunal. However, the Tribund
would like to make afew comments on the condition of the domestic industry.

43. Transcript of Public Hearing, Vol. 1, November 12, 1997, at 134.
44. Transcript of Public Hearing, Vol. 2, November 13, 1997, at 337.
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Condition of the Domestic Industry

The Tribund notes that the performance of the domestic producers has been positive despite the lack
of sustained growth in the residentia and non-residentia construction sectorsin Canada.

The Tribuna considers that progpects for the domestic industry appear to be good for both domestic
and export markets. Recent forecasts suggest that Canadian housing starts for the whole of 1997 will be
19 percent above 1996 levels. Forecasts for 1998 cal for housing darts to rise further by close to
10 percent.® In addition, the continuation of export sales, in the Tribunal’ s apinion, will remain the key to the
continuing success of the domestic indudtry. In thisregard, there are indications that exports by the Canadian
industry to the United States may increase by 9 percent in 1998 and remain steady in 1999.%° There is no
indication that this positive outlook for the domegtic industry is likely to change in the foreseegble future.
As dready dated, the Tribunal puts more weight on the shorter time frame than it does on events that may
occur beyond 1999. The Tribund congiders it gppropriate to take this position because of the increasing
uncertainty of events which may or may not take place in the longer term.

In summary, the domegtic industry’ s pogtive financial results, combined with a particularly strong
export peformance and increases in employment and capacity utilizetion levels, are dl podtive
developments. The domestic industry has used the period provided by the finding to turn losses into
sgnificant gains and to strengthen its position in the domestic and export markets, in a climate of increasing
sling prices.

CONCLUSION

For the foregoing reasons, the Tribund hereby rescinds its finding in respect of gypsum board
originating in or exported from the United States.

Arthur B. Trudeau
Arthur B. Trudeau
Presiding Member

Robert C. Coates, Q.C.
Robert C. Coates, Q.C.
Member

Charles A. Gracey
CharlesA. Gracey
Member

45, Tribunal Exhibit RR-97-004-RI-5H, Administrative Record, Vol. 10.4B at 1025.
46. Ibid. at 1027.



